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NOTE 

This  volume  contains  a complete  record  of  the  oral  evidence 
taken  by  the  Committee  on  the  Working  of  the  Monetary  System, 
together  with  an  appendix  of  supplementary  notes  submitted  by 
witnesses  in  response  to  requests  made  by  the  Committee  in  the 
course  of  hearing  oral  evidence. 

The  written  memoranda  on  which  the  oral  hearings  were  based 
are  published  separately,  together  with  certain  other  memoranda 
which  were  of  substantial  assistance  to  the  Committee  in  its  inquiry, 
in  three  volumes  entitled  Principal  Memoranda  of  Evidence  submitted 
to  the  Committee  on  the  Working  of  the  Monetary  System. 

Following  this  note  are  a list  of  the  organisations  and  persons 
whose  evidence  is  included  in  the  published  record  of  evidence 
and  an  alphabetical  list  of  witnesses  who  gave  oral  evidence. 
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ORGANISATIONS  AND  PERSONS 
WHOSE  WRITTEN  AND  ORAL  EVIDENCE  TO  THE 
COMMITTEE  IS  INCLUDED  IN  THE  PUBLISHED 
RECORD  OF  EVIDENCE 


Memoranda  of  Evidence 


Minutes  of 
Evidence 


Name  of  organisation  or  person 

Vol. 

Part 

Number 

Question 

numbers 

The  Bank  of  England  

I 

I to  16  and 
appendices 

1 to  971 
1751  to  2336 
2616  to  2887 
9684  to  9734 

11919  to  12188 
12813  to  12900 
13416  to  13477 

H.M.  Treasury  

II 

1 to  14 

972  to  1750 
2337  to  2615 
2799  to  2995 
3211  to  3308 
9610  to  9734 
13269  to  13415 

Central  Statistical  Office  

1 

in 

1 to  3 

Other  Government  departments,  etc. 

Ministry  of  Agriculture,  Fisheries  and  Food 

1 

rv 

1 

Department  of  Agriculture  for  Scotland  

1 

IV 

2 

Ministry  of  Agriculture  for  Northern  Ireland 

1 

IV 

3 

Capital  Issues  Committee  

IV 

4 

6087  to  6248 

Development  Commission  

IV 

5 

8617  to  8856 

Export  Credits  Guarantee  Department , • • 

IV 

6 

National  Savings  Committee  

IV 

7 

7982  to  8075 

Scottish  Savings  Committee  

1 

IV 

8 

7982  to  8075 

Post  Office  Savings  Department 

IV 

9 

6836  to  6950 

Board  of  Trade  

IV 

10 

2996  to  3210 

Representatives  of  overseas  central  banks 

The  Governor  of  the  Commonwealffi  Bank  of  Australia 

1 

V 

1 

The  Governor  of  the  Central  Bank  of  Ceylon 

1 

V 

2 

The  GovOTior'of  the  Reserve  Bank  of  India 

1 

V 

3 

The  President  of  the  Netherlands  Bank  

1 

V 

4 

11742  to  11918 

The  Governor  of  the  Reserve  Bank  of  New  Zealand 

1 

V 

5 

The  Governor  of  the  Bank  of  Rhodesia  and  Nyasaland 

1 

V 

6 

The  Governor  of  the  South  African  Reserve  Bank  

1 

V 

7 

9273  to  9394 

Mr.  Winfield  W.  Riefler,  Assistant  to  the  Chairman  of  the 

1 

V 

8 

9395  to  9609 

Board  of  Governors,  Federal  Reserve  System,  United 
States  of  America. 

9735  to  9890 

Banking  and  other  Financial  Associations  and  Institutions 

Accepting  Houses  Committee 

2 

VI 

1 

5768  to  6086 

Bank  Insurance  Trust  Corporation  Ltd.  

2 

VI 

2 

7594  to  7701 

Barclays  Bank  D.C.O.  Ltd 

2 

VI 

3 

The  Building  Societies  Association  

2 

VI 

4 

7289  to  7425 

The  Credit  Insurance  Association  Ltd 

2 

VI 

5 

The  London  Discount  Market  Association  

2 

VI 

6 . 

3309  to  3522 

The  Finance  Houses  Association  Ltd 

2 

VI 

7 

5116  to  5288 

Gerrard  and  Reid  Ltd 

2 

VI 

8 

The  Industrial  Bankers  Association  

2 

VI 

9 

5289  to  5524 

The  British  Insurance  Association  

2 

VI 

10 

7075  to  7288 

The  Association  of  Investment  Trusts 

2 

VI 

11 

7426  to  7593 

Hsuing  Houses  Association  

2 

VI 

12 

4001  to  4167 

The  Committee  of  London  Clearing  Bankers 

2 

VI 

13 

/ 3523  to  4000 
\13045to  13268 

Municipal  and  General  Securities  Co.  Ltd 

2 

VI 

14 

The  British  Overseas  Banks’  Association  

2 

VI 

15 

4327  to  4759 

The  Committee  of  Scottish  Bank  General  Managers 

2 

VI 

16 

4760  to  5115 
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Name  of  organisation  or  person  Vol.  Part  Number 


The  Cotmcil  of  the  Stock  Exchange  

2 

VI 

17 

The  Association  of  Superannuation  and  Pension  Funds 

2 

VI 

18 

The  Trustee  Savings  Banks  Association  

2 

VI 

19 

Industrial  and  Commercial  Associations,  etc. 

The  Association  of  British  Chambers  of  Commerce 

2 

VII 

I (AandB) 

The  Cormdl  of  Scottish  Chambers  of  Commerce  

2 

VII 

2 

The  British  Federation  of  Commodity  Associations 

2 

VII 

3 

The  Export  Group  for  the  Constructional  Industries 

2 

VII 

4 

The  British  Employers’  Confederation 

2 

vn 

5 

The  Engineering  Industries  Association  

2 

VII 

6 

The  British  Engineers’ Association 

2 

VII 

7 

The  Federation  of  British  Industries  

2 

VII 

8 (A  and  B] 

The  National  Association  of  Retail  Furnishers  

2 

VII 

9 

The  Locomotive  and  Allied  Manufacturers’  Association  of 
Great  Britain  

2 

vn 

10 

The  National  Union  of  Manufacturers 

2 

vn 

11 

The  Multiple  Shops  Federation 

2 

VII 

12 

The  Retail  Distributors  Association  

2 

VII 

13 

The  General  Council  of  British  Shipping  

2 

VII 

14 

The  Trades  Union  Congress  

vn 

15 

The  Federation  of  Wholesale  Organisations 

2 

VII 

16 

Agricultural  Associations 

The  Farmers’  Unions  of  the  United  Kingdom 

2 

VIII 

1 

The  Country  Landowners’  Association 

2 

vni 

2 

The  Scottish  Landowners’  Federation 

2 

VIII 

3 

Local  Authority  Associations,  etc. 

The  Association  of  Municipal  Corporations 

2 

IX 

1 

The  County  Councils  Association  

2 

IX 

2 

The  London  County  Council  

IX 

3 

Public  Corporations 

The  National  Coal  Board  

2 

X 

1 

The  Electricity  Council 

2 

X 

2 

The  Gas  Council 

2 

X 

3 

The  North  of  Scotland  Hydro-Electric  Board 

X 

4 

British  Transport  Commission 

2 

X 

5 

Directors  of  Large  Industrial  Companies 

The  Rt.  Hon.  Viscount  Chandos,  D.S.O.,  M.C.,  Associated 

Electrical  Industries  Ltd 

Mr.  F.  A.  Cockfield,  Boots  Pure  Drug  Co.  Ltd 

2 

XI 

I 

Sir  Alexander  Fleck,  K.B.E.,  F.R.S.  and  Mr.  P.  T.  Menzies, 
Imperial  Chemical  Industries  Ltd 

XI 

3 

Lord  Godber  and  Mr.  F.  J.  Stephens,  Shell  Transport  and 
Trading  Co.  Ltd.  

XI 

2 

Sir  Patrick  Heimessy  and  Mr.  J.  M.  A.  Smith,  Ford  Motor 

Co.  Ltd 

Lord  Heyworth  and  Mr.  J.  F.  Knight,  Unilever  Ltd 

Viscount  Knollys,  G.C.M.G.,  D.F.C.,  Vickers  Ltd. 

Sir  Ivan  Stedeford,  K.B.E.,  Tube  Investments  Ltd 


The  National  Institute  of  Economic  and  Social  Research 

3 

XU 

Individuals 

Mr.  Thomas  Balogh  

■*Mr.  F.  W.  Barraclough 

Lord  Brand,  C.M.G 

xni 

1 

The  Rt.  Hon.  Lord  Bridges,  G.C.B.,  G.C.V.O.,  M.C.,  F.R.S. 

xm 

2 

Professor  A.  I.  Brown  

The  Rt.  Hon.  R.  A.  Butler,  C.H.,  M.P 

xin 

3 

Mr.  J.  L.  Carr  

•Mr.  C.  J.  Clipsham  

V 

xin 

4 
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7800  to  7981 
7702  to  7799 
8076  to  8142 


11114  to  11180 
8857  to  8992 
8570  to  8616 
6996  to  7074 

6308  to  6411 
6249  to  6307 
5525  to  5767 


6951  to  6995 

8143  to  8210 
6550  to  6687 

8993  to  9139 
10142  to  10189 
6688  to  6750 


6751  to  6835 
6412  to  6466 
6467  to  6549 


8211  to  8413 
8414  to  8569 


HI81  to  11249 
11067  to  11113 
12189  to  12262 
11708  to  11741 
12263  to  12300 


11416  to  11472 
11605  to  11631 

10740  to  10784 

11520  to  11604 

11352  to  11415 
11473  to  11519 
11303  to  11351 
11632  to  11707 


11025  to  11066 
12982  to  13044 
10697  to  10739 
12558  to  12640 
9140  to  9209 
12375  to  12445 

12982  to  13044 
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Name  of  organisation  or  person 

Vol. 

Part 

Number 

Question 

numbers 

Mr.  W.  F.  Crick 

3 

xni 

5 

10513  to  10578 

Mr.  W.  Manning  Dacey 

xm 

6 

10043  to  10141 

The  Rt.  Hon.  Hugh  Dalton,  M.P 

3 

xni 

7 

12446  to  12506 

Mr.  A.C.L.Day 

xin 

8 

9891  to  9977 

Mr.  J.  C.  R.  Dow 

xm 

9 

Mr.  H.  C.  Edey  and  Professor  A.  T.  Peacock 

*Mr.  J.  P.  Funnston  

3 

xm 

10 

12982  to  13044 

The  Rt.  Hon.  H.  T.  N.  GaitskeU,  M.P.  

12324  to  12374 

Sir  Theodore  Gregory  

3 

XIII 

11 

10785  to  10874 

Sir  Roy  Harrod,  F.B.A.  (Mr.  R.  F.  Harrod) 

3 

xm 

12 

10255  to  10350 

Sir  Ralph  Hawtrey,  C.B.,  F.B.A.  

3 

XIII 

13 

9210  to  9272 

Dr.  R.  F.  Henderson  

xm 

14  a and  H) 

JProfessor  J.  R.  Hicks,  F.B.A 

3 

xm 

15 

10875  to  10937 

Sir  Nutcombe  Hume,  K.B.E.,  M.C 

3 

xm 

16 

12753  to  12812 

Mr.  A.  E.  Jasay 

3 

xm 

17  (I  and  II) 

Professor  H.  G.  Johnson 

3 

xm 

18 

10579  to  10649 

Professor  R.  F.  Kahn,  C.B.E.  ...  

3 

xm 

19 

10938  to  11024 

Mr.  Nicholas  Kaldor  

3 

XIII 

20 

10650  to  10696 

fThe  Rt.  Hon.  Lord  Kermet,  G.B.E.,  D.S.O.,  D.S.C.  ... 

12301  to  12323 

Mr.  W.  T.  C.  King  

3 

xm 

21 

Sir  Frederick  Leith-Ross,  G.C.M.G.,  K.C.B 

3 

xm 

22 

4168  to  4326 

Mr.  I.  M.  D.  Little,  Mr.  R.  R.  Neild  and  Mr.  C.  R.  Ross 

3 

xm 

23 

JMr.  H.  F.  LydaU 

3 

xm 

24 

Sir  Donald  MacDougall,  C.B.E.  

3 

xm 

25 

JProfessor  J.  E.  Meade,  C.B.,  F.B.A 

3 

xm 

26 

9978  to  10042 

*Mr.  L.  G.  Millhouse  

12901  to  12981 

Professor  E.  V.  Morgan 

Mr.  W.  H.  J.  de.  W.  Muhsais,  D.S.O.,  T.D 

3 

xm 

27 

11919  to  12065 

Professor  F.  W.  Paish,  M.C 

3 

xm 

28 

10425  to  10512 

Professor  F.  W.  Paish,  M.C.,  Mr.  Graham  Hutton  and  Mr. 

L.  W.  Robson 

3 

xm 

29 

Lord  Piercy,  C.B.E.  

3 

xin 

30 

12641  to  12752 

Lord  Piercy,  C.B.E.  and  Mr.  L.  G.  Whyte  

3 

XIII 

31 

Mr.  I.  J.  Pitman,  M.P 

3 

xm 

32 

12507  to  12557 

Lord  Robbins,  C.B.,  F.B.A.  (Professor  L.  C.  Robbins) 

3 

xm 

33 

10190  to  10254 

Mr.  H.  B.  Rose 

3 

xm 

34 

Mr.  W.  H.  Salomon  

3 

xm 

35 

Mr.  J.  R.  Sargent 

3 

xin 

36 

10351  to  10424 

•Mr.  G.  E.  Speed 

12901  to  12981 

JMr.  John  Spraos 

3 

xm 

37 

Mr.  H.  B.  Stott  

•Mr.  H.  R.  Suttle 

3 

xni 

38 

12901  to  12981 

Mr.  G.  F.  M.  P.  Thompson  

3 

xm 

39 

The  Rt.  Hon.  G.  E.  P.  Thorneycroft,  M.P 

3 

xm 

40 

11250  to  11302 

Mr.  Thomas  Wilson  ...  ...  

3 

xm 

41 

• Sec  footnote  to  alphabetical  list  of  witnesses, 
t See  footnote  to  alphabetical  list  of  witnesses. 
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ALPHABETICAL  LIST  OF  WITNESSES 


Name  of  fVitness 

AUen,  Mr.  R.  E 

Allen,  Mr.  W.  M 

Althaus,  Mr.  F.  R 

Anderson,  Mr.  A.  P.  

Armstrong,  Mr.  William,  C.B.,  M.V.O 

Atkinson,  Mr.  F.  J. 

Bacon,  Mr.  F.  W 

Bailey,  Mr.  Wilfiid 

Balogh,  Mr.  Thomas  

Banwell,  Sir  Harold 

Barraclough,  Mr.  F.  W. 

Beck,  Mr.E.  C.  

Bennett,  Mr.  W.  J.,  C.B.E 

Bentley,  Mr.  Fred 

Birch,  Mr.  J.  A 

Blair,  Mr.  Arthur  W.,  W.S. 

Bland,  Mr.  T.  M.,  T.D 

Bower,  Mr.  Frank,  C.B.E 

Brand,  Lord,  C.M.G.  

Bridge,  Mr.  R.  A.  O.  

Bridges,  The  Rt.  Hon.  Lord,  G.C.B.,  G.C.V.O., 
M.C.,  F.R.S. 

Brown,  Professor  A.  J 

Burkitt,  Mr.  R.  W.,  i.d.c 

Butler,  Mr.  J.  C.,  M.B.E 

Butler,  The  Rt.  Hon.  R.  A.,  C.H.,  M.P 

Cameron  of  Lochiel,  Lt.-CoI.  Donald,  T.D.,  D.L. 

Carnegie,  Mr.  R.  M.  

Camwath,  Mr.  A.  H.  

Carter,  Mr.  D.  A 

Chalcraft,  Mr.  R.  D.  

Chandos,  The  Rt.  Hon.  Viscount,  D.S.O.,  M.C.V.. 

Chesterfield,  Mr.  A.  D 

Clipsham,  Mr.  C.  J 

Clive,  Brigadier  A.  F.  L.,  D.S.O.,  M.C.  , . 

Cobbold,  The  Rt.  Hon.  C.  F 

Cockfield,  Mr.  F.  A.  

CoUingwood,  Mr.  G.,  T.D 

Collison,  Mr.  H 

Colville,  Mr.  Hugh 

Compton,  Sir  Edmund,  K.B.E.,  C.B. 

Costain,  Sir  Richard,  C.B.E. 

Cotterin,  Mr.  K.  W 

Crawl,  Mr.  W.  

Crick,  Mr.  W.  F.,  C.B.E.  ' ” 

Curry,  Mr.  G.  R ' ' ' 


Dacey,  Mr.  W.  Manning  

Dalton,  The  Rt.  Hon.  Hugh,  M.P. 

Dascombe,  Mr.  A.  W,  C 

Davenport,  Mr.  R.  S 

Davies,  Mr.  G.  L 

Davis,  Mr.  R.  

Day,  Mr.  A.  C.  L.  

de  Kock,  Mr.  M.  H.  ] 

de  Vigier,  Mr.  W.  A.  

Diamond,  Mr.  J 

Doodson,  Mr.  N 

Dunse,  Mr.  J.,  D.S.C ! i ” 

Eccles,  Sir  Josiah,  C.B.E.,  M.M 

Edwards,  Mr.  R.  S 

Ellwood,  Mr.  L.  A 

Erskine,  Sir  John  Maxwell,  G.B.E.,  D.L.,  j.P. 
Etheridge,  Mr.  P.  B 

Ferrier,  Mr.  A.  N.,  O.B.E 

Fiennes,  Mr.  M.  A 

Fleck,  Sir  Alexander,  K.B.E.,  F.R.S. 

Fowler,  Mr.  A.  J 

Frazer,  Mr.  G.  D.,  C.B.E.  ... 

French,  Mr.  H.  J.  S.,  O.B.E. 

French,  Mr.  W.  J.,  D.S.O.,  O.B.E.,  T.D. , ! ! 

Frost,  Mr.  O.  H.,  M.B.E.,  M.C 

Furmston,  Mr.  J.  P 
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Organisation  represented  or 
capacity  in  which  witness  was  invited 

Finance  Houses  Association  Ltd. 

Bank  of  England 

Council  of  the  Stock  Exchange 

Committee  of  Scottish  Bank  General  Managers 

H.M.  Treasury 

H.M.  Treasury 


Association  of  Superannuation  and  Pension  Funds 
Gas  Council 

Association  of  Municipal  Corporations 

Export  Group  for  tlie  Constructional  Industries 

County  Councils  Association 

Building  Societies  Association 

Trades  Union  Congress 

Scottish  Landowners’  Federation 

County  Councils  Association 

Association  of  British  Chambers  of  Commerce 

Bank  of  England 


Export  Credits  Guarantee  Department 
Multiple  Shops  Federation 


Scottish  Landowners’  Federation 

Council  of  Scottish  Chambers  of  Commerce 

Issuing  Houses  Association 

Farmers’  Unions  of  the  United  Kingdom 

Export  Group  for  the  Constructional  Industries 

Chairman,  Associated  Electrical  Industries  Ltd. 

Committee  of  London  Clearing  Bankers 

Country  Landowners’  Association 
Bank  of  England 

Finance  Director,  Boots  Pure  Drug  Co.  Ltd. 

Locomotive  and  Allied  Manufacturers’  Association  of 
Great  Britain 
Trades  Union  Congress 
London  Discount  Market  Association 
H.M.  Treasury 

Export  Group  for  the  Constructional  Industries 
Export  Credits  Guarantee  Department 
Multiple  Shops  Federation 

Locomotive  and  Allied  Manufacturers'  Association  of 
Great  Britain 


Bank  of  England 
Industrial  Bankers’  Association 
British  Overseas  Banks’  Association 
Gas  Council 

Governor  of  the  South  African  Reserve  Bank 
Export  Group  for  the  Constructional  Industries 
Federation  of  Wholesale  Organisations 
Courity  Councils  Association 
Retail  Distributors  Association  Incorporated 

Electricity  Council 
Electricity  Council 

Association  of  Superannuation  and  Pension  Funds 
Scottish  Savings  Committee 
Federation  of  Wholesale  Organisations 

North  of  Scotland  Hydro-Electric  Board 
Federation  of  British  Industries 
Chairman,  Imperial  Chemical  Industries  Ltd. 
British  Overseas  Banks’  Association 
Post  Office  Savings  Department 
Issuing  Houses  Association 
Council  of  Scottish  Chambers  of  Commerce 
Multiple  Shops  Federation 


vii 
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Name  of  Witness 

Gabriel,  Mr.  H.  G.  D 

GaiUkell,  The  Rt.  Hon.  H.  T.  N.,  C.B.E.,  M.P. ... 

GammeU,  Mr.  J.  G.  S.,  M.B.E.  

Gammell,  Mr.  W.  S.  

Garratt-Holdeji,  Mr.  C.  G 

Garrow,  Mr.  A.,  O.B.E.  

Godber,  Lord 

Goobey,  Mr.  G.  H.  Ross,  J.P.  

Gray,  Mr.  David  

Greaves,  Mr.  P.  J 

Greenwell,  Mr.  G.  H..  M.C.,  D.L 

Gregory,  Sir  Theodore  

Griffith,  Mr.  E.  N 


Organisation  represented  or 
capacity  in  which  witness  was  invited 

National  Savings  Committee 

Bank  Insurance  Trust  Corporation  Ltd. 

Association  of  Investment  Trusts 

Building  Societies  Association 

Scottish  Savings  Committee 

Chairman,  Shell  Transport  and  Trading  Co.  Ltd. 

Association  of  Superannuation  and  Pension  Funds 

Engineering  Industries  Association 

Finance  Houses  Association  Ltd. 

Council  of  the  Stock  Exchange 

British  Engineers’  Association 


Hall,  Sir  Robert,  K.C.M.G.,  C.B 

Hambro,  Sir  Charles,  K.B.E.,  M.C.  

Hanbury-Williams,  Sir  John,  C.V.O 

Harrison,  Mr.  A.,  C.B.E 

Harrod,  Sir  Roy,  F.B.A. 

(Mr.  R.  F.  Harrod) 

Hawtrey,  Sir  Ralph,  C.B.,  F.B.A 

Hembry,  Mr.  H.  W 

Hennessy,  Sir  Patrick  
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MINUTES  OF  EVIDENCE  TAKEN  BEFORE 


THE  COMMITTEE  ON  THE  WORKING 
OF  THE  MONETARY  SYSTEM 

FIRST  DAY 

Thursday,  11th  July,  1957 


PRESENT: 

B Rt.  Hon.  the  Lord  Radcldte,  G.B.E.  (.Chairman) 


Professor  A.  K.  Cairncross,  C.M.G. 

The  Viscount  Harcourt,  K.CM.G.,  O.B.E. 
W.  E.  Jones,  Esq.,  O.B.E. 

Professor  R.  S.  Sayers,  RB.A. 


Sir  Reginald  Verdon  Smith 
George  Woodcock,  Esq.,  C.B.E. 

Sir  John  Woods,  G.C.B.,  M.V.O. 
Mr.  R.  T.  Armstrong,  Secretary 


L.  K.  O’Brien,  Esq.,  Chief  Cashier,  and  J.  Q.  Hollom,  Esq.,  Deputy  Chief  Cashier,  of  the  Bank  of  England, 
called  and  examined. 


1.  Chairman : Mr.  O'Brien,  we  are  proposing  to  start 
with  your  Paper  No.  4,  The  Control  of  Bank  Credit  in 
the  United  Kingdom.*  I shall  call  each  paragraph  in  turn ; 
the  questions  will  come  from  the  CMuroittee  and  we  will 
follow  up  each  paragraph  until  we  have  finished  with  it 
Mr.  O'Brien-.  Yes. 

2.  Chairman:  Paragraph  1?  Paragraph  2?  Para- 
graph 3?  Paragraph  4?  Mr.  Woodcock'.  Has  this  8 per 

cent,  varied  over  the  years? has.  Years  ago  it  was 

higher  than  8 per  cenL~in  fact  to  10  per  cent.— at  a 
time  when  the  banks  used  to  go  in  for  window  dressing. 
They  woidd  owne  up  to  their  9§/10  per  cent,  at  a par- 
Ucular  point  in  the  month,  and  each  would  do  it  in  turn, 
in  effect^  passing  cash  from  one  to  another  in  OTder  to 
a^eve  it._  Srane  years  ago  'they  agreed  to  discontinue 
that  practice,  and  they  now  keep  a genuine  8 per  cent 
day  by  day. 

3.  The  sole  reason  is  the  drop  in  window  dressing? 
As  I understand  it 


10.  You  said  a day  by  day  figure.  I have  understood 
in  the  past  from  some — will  not  say  all — of  the  banks 
that  in  fact  it  is  their  Wednesday  figure,  and  .tiiat  ca^  is 
allowed  to  run  down  from  that  figure  to  a miniinum — 
on  Friday  afternoon,  say,  or  Saturday  morning — and  then 
work  up  again  with  the  normal  weekly  influx  to  frie  peak 
of  Wednesday.  That  is  a movement  within  the  week 
that  does  not  necessitate  any  calling  from  the  market. 
They  simply  allow  their  cash  to  fall,  1 understand,  below 
file  8 per  cent.?— —I  do  not  think  there  is  any  regular 
pattern  of  that  kind.  In  fact  the  banks  vary  from  day  to 
^y.  They  would  say  that  a large  part  of  that  variation 
is  fortuitous — ^is  because  they  have  added  it  up  wrongly, 
My  understanding  is  .they  do  not  aim  at  .an  exact  8 per 
cent,  on  Wednesday  and  a less  exact  8 .per  crait.  on  the 
other  days. 

11.  Mr.  Woodcock:  If  they  did,  that  would  be  window 

dressing  again? .Yes. 


4.  Professor  Cairncross:  The  figure  of  8 per  cent,  is 
conventional?  There  is  no  suggestion  that  this  is  dic- 
tated by  tie  amount  of  cash  .the  banks  would  require  to 

issue  to  the  public? .think  it  is  the  banks’  view  of 

what  they  ought  to  retain  in  cash  in  order  to  meet  any 
likdy  drawings  by  the  public  at  any  time. 

5.  The  ratio  is  very  different,  and  sometimes  a good 

deal  lower,  in  other  countries  ? So  1 believe. 

6.  So  the  main  reason  why  it  is  maintained  is  convoi- 

tional? ^Not  necessarily  so.  Aftar  all  the  banks  have  to 

consider  likely  conditions  in  tliis  country ; they  have 
different  conditions  from  oth®"  countries. 

7.  Chairman : What  does  “ . . . it  has  come  to  be 
accepted  ” stand  for?  It  is  observed  from  the  monthly 
statements  of  the  banks  that  they  have  this  relationship?  It 
is  avowed  by  the  banks  as  being  their  policy  to  keep  8 per 

cent-? fr  is  the  figure  at  which  they  work  and  tbo-efore 

I would  say  their  policy. 

8.  Professor  Sayers : Is  it  not  a matter  of  policy  between 

the  Cleanng  Banks  and  file  Bank  of  En^and? 1 do  not 

think  we  decided  that  8 per  cait.  was  a figure  fiiey  ought 
to  keep.  They  agreed  with  us  that  they  should  stop 
window  dressing  and  keep  8 per  cait.  rather  than  a sli^tly 
phoney  9i/ 10  per  cent. 


12.  Professor  Sayers-.  But  me  puouc  ne 
varies  very  greatly  dumg  the  week? ^Yes. 


9.  You  agreed  on  the  stopping  of  window  dressing  and 
at  the  same  time  you  agreed  with  them  that  the  figure  of 
8 per  cent,  which  seamed  .to  accord  wifii  .file  actu^  prac- 
tice of  the  past  ^ould  be  maintained  as  the  normal  figure 

in  the  future? To  that  extent,  yes.  We  would  have 

said;  “You  are  keeping  a 9^/10  per  cent,  so-called  whJ^ 
IS  not  quite  honest.  We  would  rather  you  had  an  honest 
figure  and  we  agree  with  you  that  if  you  keep  an  honest 
8 pea-  cent.,  that  would  be  reasonable  ” ; but  the  actual 
figure— and  after  all  8 per  cent,  and  10  per  cent,  are  very 
much  of  the  same  order- is  a decision  by  the  banks  them- 
selves.   


* Memoranda  of  Evidence  Part  I No.  < 


13.  There  is  a great  peak  on  Friday  afternoon  and 
Saturday  morning,  and  then  on  Monday  morning  the 
notes  begin  to  come  back  info  the  banks.  M the  banks 
aimed  at  a regular  8 per  cent,  each  day— inever  mind 
^ether  'they  missed  it  toy  a point  or  .two  some  days— 
they  would  have  to  have  more  cash  'provided  'by  the 
Bank  of  aigland  f.or  Fridays  than  for  Wednesdays.  In 
fact  1 understood  from  certain  banks  that  they  do  not 
require  more  cash.  They  will  allow  their  cash  reserve 
to  run  dom  during  file  week,  but  cmly  by  so  much  as 

they  consider  the  normal  weekly  run-down? ,We  are 

OOTic^ed  of  course,  with  the  8 per  cent,  in  .total  which 
^sists  of  notes  and  coins  in  their  tills  and  also  their 
balances  at  Ae  Bank  of  England.  We  know  each  mcanina 
after  a day  s operations  what  they  hold  at  the  Bank,  how 
far  each  bank  falK  short  of  or  has  overshot  the  target 
which  It  has  set  itself,  they  having  .told  us  in  the  fhst 
V require  to  maintain 

8 per  cent.  If  a ba^  falls  seriously  short  we  enquire  why 
tame  udess  the  banb  keep  a pretty  regplar  8 per  cent 
throughout  the  week  thronghom  the  months,  throughonl 

agem^t  of  the  market  because  we  never  know  where  we 
^ri  assumption  that  the  market 

^ be  ^ort^^  money,  and  also  on  the  assumption  fea 
the  ba^s  will  require  so  much.  You  cannot  tell  how 
short  the  market  is  going  to  'be  unless  you  know  what 
&e  banks  wiU  reqmre.  If  the  banks  w^e  'to  ^ Thtk 
balances  down  during  any  particular  day  out  Wea  ^ 
the  state  of  the  market  could  be  completely  faSed 
Fr^  tune  to  tme  that  happens  because;  as  I saj  ftev 
get  It  wrong-^d  I will  not  deny  fiiat  on  ^siS’some 
may  do.  it  deliberately.  That  misht  bant^^m^l 
^y  »»  huve  beJ 

--on  a Enday  m order  to  avoid  having  to  make  nain-fiti 
adjustments  on  Saturday.  But  it  is  undIrstoS  by 
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tiiey  endeavour  to  maintain  8 per  cent  jffetty  consistently 
throughout  the  week  as  a general  rule.* 

14.  Chairman : Would  it  be  right  to  say  that  so  far  as 

the  Bank  of  England  has  exerted  influence  on  the  banks, 
it  has  supported  tiae  8 per  cent  ratio? ^Yes. 

15.  When  was  that  correction  made? cannot  off- 

hand recall  the  date,  but  I can  get  it  for  you.f 

16.  More  or  less  immediately  post-war,  I imagine? — — 
I should  think  so. 

17.  Professor  Caimcross:  My  understanding  is  that  at 

one  time  in  the  'twenties  one  particular  bank  reduced  its 
cash  ratio  deliberately  and  that  that  reduction  was  not 
regarded  very  favourably  by  the  Bank  of  England  at  the 
time,  but  did  lead  to  a general  fall.  Is  there  anything  to 
prevent  the  same  thing  happening  again,  except  the  dis- 
approval of  the  Bank? If  the  banks  in  general  were  to 

revise  their  views  on  what  they  need  to  hold  in  the  way 
of  cash,  and  if  they  were  able  to  persuade  us  that  it  was 
a reasonable  revision  of  opinirsi  on  this  subject,  I expect 
we  should  agree  ffiat  it  should  be  done,  but  obviously  we 
have  influence  in  such  decisions. 

18.  Chtnrman:  But  would  your  interest  in  it  be  what 
amount  of  cash  would  be  needed  as  a ratio  to  provide 
the  full  readiness  of  ffie  bank  to  meet  its  cash  claims,  or 

would  it  be  scane  other  reason? ^That  would  be  the 

first  reason,  under  existing  arrangements.  Under  any 
revised,  arrangements  we  might  take  quite  a different 
interest 

19.  As  things  stand,  you  would  be  interested  in  the 

untouched  reputation  of  the  banking  system? ^Yes. 

20.  Professor  Sayers:  As  things  stand  is  not  your 

interest  in  the  banks  maintaining  a pretty  wdl  fixed 
ratio? ^Yes. 

21.  That  is  your  interest  as  controllers.  From  that 
point  of  view  it  would  not  matter  whether  it  were  5 per 

cent,  or  8 per  cent  or  20  per  cent.? From  that  p(^t 

of  view,  no.  If  we  never  knew  where  flieir  cash  was  I 
think:  our  market  management  would  be  made  much 
more  difficult. 

22.  Professor  Cairncross:  I think  Mr.  O’Brien  was 
going  further,  and  saying  that  the  figure  had  to  be  8 per 
cent,  at  least  to  meet  the  requirement  set  out  in  para- 
graph 3 that  each  individual  bank  should  be  able  to 

provide  its  customers  with  cash  whenever  called  on. 

Yes.  I tbink  it  is  true  to  say  that  at  the  moment  it  is 
generally  regarded  as  a reasonable  figure  to  hold  in  cash 
in  order  to  be  certain  to  meet  all  such  demands,  and  to 
make  customers  feel  that  such  demands  can  at  all  times 
be  met. 

23.  Suj^)Osing  the  banks  put  it  to  you  as  a body  that  it 
should  be  6 or  7 per  cent,  would  you  be  able  to  dispute 

that? It  would  be  a question  of  one  point  of  view 

against  another  point  of  view.  We  have  our  views  on  all 
these  subjects  which  mi^t  differ  from  the  banks,  and 
mi^t  influence  the  banks. 

24.  Professor  Sayers:  At  this  point  my  idea  of  what 
happens  during  the  week  becomes  highly  relevant.  As 
I understood  it,  the  Friday  night  figure  probably  runs 
down  to  somethmg  like  5i  or  6 per  cent ; that  is,  2^  per 
cent,  is  about  the  amount  of  notes  that  goes  out  at  tiie 
weekend.  If  in  fact  the  authorities  provide  that  weekly 
expansion  of  cash,  then  8 per  cent,  begins  to  look  extra- 
ordinarily hi^  from  the  point  of  view  of  tiie  commercial 
bank,  does  it  not?  On  the  other  hand,  if  the  comraercial 
banks  allow  fliis  weekly  run-down  at  liie  wedcend,  then 

8 per  cent,  does  not  look  so  extraordinarily  high? 1 

can  only  speak  of  the  facts  as  we  see  them  doing  our 
operations  day  by  day,  and  we  have  no  evidence  that 
file  banks  allow  their  cash  to  run  down  regularly  to 
Friday  each  week:  on  the  contrary  I should  say  it  is 
more  usual  than  not  for  Rlday  to  be  high  rather 
low.  It  just  happens  that  Friday  is  a day  when  the 
banks  receive  a lot  of  cash  by  way  of  Government  dis- 
bursements, in  the  same  way  as  Thursday  is  a day  for 
paying  out  to  the  Government. 

25.  You  mean  their  balances  at  the  Bank? ^Yes,  part 

of  their  cash. 

26.  Professor  Cairncross:  The  note  issue  might  be 

different? The  notes  in  tills  might  be  down  at  the  end 

of  the  week.  We  do  not  for  that  purpose  look  at  one 
separately  from  the  other.  We  are  concerned  with  the 

* S«  Appendix  to  Minutes  of  Evidence,  note  to  Qn.  3849. 

t See  Appendix  to  Minutes  of  Evidence. 


overall  8 per  cent,  figure  which  consists  of  notes,  coin 
and  cash  with  us. 

27.  Mr.  Woodcock : Did  I understand  you  to  say  that 

your  interest  is  solely  in  the  ability  of  the  banks  to  meet 
demands  for  cash? Not  solely.  That  is  the  con- 

sideration which  led  them  to  set  8 per  cent,  as  their  normal 
figure,  and  we  have  agreed  with  them  that  that  is  a 
reasonable  figure.  We  have  an  interest  in  that  8 per  cent, 
as  a fixed  point,  so  to  speak,  in  the  various  matters  which 
we  have  to  look  at  in  managing  the  market  week  by  week, 
and  if  it  were  not  a reasonably  fixed  point  our  processes  of 
market  management  would  be  more  difficult. 

28.  If  the  banks  made  a case  from  their  point  of  view 
for,  say,  6 or  7 per  cent.,  you  would  be  very  considerably 

involved  in  that? ^If  we  agreed  with  them  that  it  was 

a reasonable  revised  figure  for  their  purposes  of  holding 
cash  to  meet  calls  by  their  customers,  we  would  be  just 
as  content  from  the  point  of  view  of  market  control  witii 
7 per  cent,  as  with  8 per  cent.,  as  long  as  it  still  re- 
mained a reasonably  fixed  point. 

29.  Professor  Cairncross:  1 think  that  this  is  a little 
relevant  to  the  suggestion  that  is  made  from  time  to  time 
that  cash  ratios  might  be  specified  by  law:  that  is  partly 
why  we  are  putting  these  questions  to  you.  Each  in- 
dividual bank  would  be  differently  placed,  would  it  not? 
The  cash  ratio  required  might  be  very  different  in  a small 

bank  from  what  would  be  required  in  a large  bank? 

It  could  be,  I suppose. 

30.  It  depends  a little  on  Ihe  fluctuations  of  payments  to 

be  made? ^Yes. 

31.  If  it  is  true  that  you  find  there  is  not  very  much 

day  to  day  variation,  ffien  of  course  regifiation  of  the 
ratios  mi^t  be  easier  than  if  there  were  violent  fluctua- 
tions?  ^I  will  not  say  that  there  is  not  in  practice  much 

day  to  day  variation ; there  is  quite  a lot,  hut  I would 
say  that  the  banks  try  to  set  8 per  cent,  more  or  less 
continuously.  They  fail  for  a number  of  reasons,  quite 
often  some  that  they  cannot  help  and  others  that  they 
could  perhaps  help  a litfle  more ; and  it  is  not  infrequent 
for  us  to  go  round  to  them  and  say : “You  are  not  keeping 
to  your  8 per  cent,  very  well ; what  about  trying  harder?  ” 

32.  Acting  as  policemen  without  any  law? ^Yes. 

33.  Sir  John  Woods:  For  what  sort  of  reason  would 
a commercial  bank  deliberatdy  not  keep  to  its  8 per  cent.? 

^It  might  be  that  it  knew  that  on  the  following  day 

it  was  going  to  get  a great  deal  of  cash  v/hen  it  would 
have  much  more  than  8 per  cent. ; rather  than  call  money 
from  the  market  to  restore  its  8 per  cent,  on  Thursday 
it  would  wait  for  the  cash  on  Friday  to  restore  it  without 
any  effort. 

34.  You  would  regard  that  as  naughty,  because  incon- 
venient to  you? If  it  were  persisteotiy  indulged  in  it 

woiild  make  oux  task  more  difficult. 

35.  Mr.  Jones : Does  the  increase  in  the  fiduciary  issue 
at  holiday  time  and  Christmas  time  have  any  serious 

effert  on  the  liquid  balances  of  the  banks? ^Not  as 

such.  It  is  merely  a preparation  for  increased  with- 
drawals of  notes  which  we  expect  to  take  jfiace,  and  so 
the  banks’  balances  with  the  Bank  of  England  are  drawn 
down  to  pay  for  the  notes. 

36.  Chairman:  Within  what  sort  of  limits  do  these 

variations  from  8 per  cent,  appear? ^Tbese  matters  are 

not  solely  of  course  within  the  control  of  the  Bank.  We 
smooth  out  excesses  and  shortages  of  money  from  day 
to  day.  On  some  days  it  may  suit  us  not  to  smooth  out 
If  we  leave  the  market — ^which  of  course  has  its  own 
recourse  to  the  Discount  Office  of  the  Bank  to  get  money 
—with  more  cash  than  it  requires  there  is  nothing  it  can 
do ; the  money  is  unlendable,  and  in  those  circumstances 
the  banks  would  be  well  above  their  8 per  cent, 
involuntarily. 

37.  Does  “ well  above  ’’  mean  one  per  cent.,  or  two  per 

cent.? Mr.  O'Brien:  It  would  be  rare,  I think,  for  the 

notes  and  balances  at  the  Bank,  the  8 per  cent.,  to  be 
more  than  one  per  cent,  above. — Mr.  Hollom : Not  as 
much — ^perhaps  I'S  or  8-5  per  cent,  would  be  a wide 
variation. 

38.  Professor  Sayers:  Woifid  one  per  cent,  imply  £2 

million  unlendable  in  the  market?  It  sounds  an  extra- 
ordinarily high  figure? Mr.  O’Brien:  There  has 
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often  been  much  more  than  £2  mmion.  Let  us  take 
a rather  exertional  example.  At  the  end  of  the  half 
year  and  at  the  end  of  the  year  the  bankers’  balances 
tend  to  be  higher  than  during  the  rest  of  the  year.  It  is 
^tomap  on  those  occasions  as  far  as  possible  to  make 
„ ,®  '^^et  borrow  that  excess  from  us  so  that  it  quickly 
repaid  in  seven  days.  It  may 
bankers’  balances  will  be  very 
^h  indeed.  Let  me  just  make  one  point  clear:  you  may 
have  been  thinking  of  one  per  cent,  of  deposits : I was 
per  cent  of  cash.— Sir  Reginald  Verdon 
0^1”  ■ * thinkmg  of  .the  difference  between  8 and 
V per  cent 

39.  Professor  Sayers:  May  I come  to  the  half-yearly 
variation.  If  we  ignore  for  the  moment  the  Scottish  banks 
and  outside  banks  generally  and  confine  ourselves  to  the 
London  clearing  banks,  their  half-yearly  balance  sheets 
^ow  not  9 or  10  per  cent,  but  pretty  closely  8 per  cent 
they  appear  to  have  the  same  cash  ratio  for  those  dates 
as  m their  monthly  statements.  If  they  in  fact  worked 
m 8 per  cent,  on  a daily  basis,  that  yearly  and  half-yearly 
makmg  up  of  balance  sheets  would  not  occasion  any 
short^e  of  fun*  on  the  market.  But  30th  June  and 
on  some  day 

other  than  Wednesday,  and  it  is  because  of  that  that  there 
Zf,  m the  market.  If  30th  June’  faUs  on  Wednes- 

aay  there  is  not  the  same  shortage  because  they  are 
cent,  anyway  on  that  Wednesday.  If 
30m  June  falls  on  a Friday,  then,  in  order  to  make  their 
8 per  cent,  appear  m their  balance  sheets,  the  clearins 
banks  have  to  call  on  an  abnormal  scale.  Is  it  not  only 
^a^e  .toere  is  this  weekly  run-down  .that  the  half- 
yearly  balance  sheet  means  heavy  calls  by  the  clearing 
M (exclu*ng  now  the  Scottish  banks  and  outside 
question  is  one  which 
should  be  addressed  to  the  clearing  banks  themselves.  I 
can  only  give  you  our  understanding,  that  at  the  half- 
end  of  a year  their  balance  sheets  axe  inflated 
boto  by  special  atnes  of  their  own  and,  I think  by 
important  customers.  I would  not  say 
toat  that  has  any  bearing  upon  the  8 per  cent,  that  they 
S the  year,  and  I would  stfll  say  that 

in  fact  there  is  no  sort  of  regular  pattern  of  run-do^. 

Chairman:  There  is  another  question  I should  like 
Ihe  latter  part  of  this  paragraph.  You 

“As  a general  rule  the  banks  will  be  very  reluctant 
to  sw  the  ratio  to  their  deposits  of  their  cash  plus  other 
liqmd  assets— their  liquidity  ratio  ’—fall  below  30  per 

That  is  based,  I suppose,  on  the  view  that  it  would  be 
dangerous  from  their  point  of  view  if  they  did  allow 

themse^es  to  be  less  liquid? ^Yes.  That  again  is  a 

invention,  but  it  is  nowadays  a pretty  well  established 

41.  You  contoe:  "...  and  at  times  they  will  be 

content  to  see  it  somewhat  above  30  per  cent”? ^We 

are  painfully  aware  of  that. 

42.  Why  “paii^lly”? Because  in  present  times  it 

rises  far  above  30  per  cent,  when  we  would  rather  see 
It  closer  from  the  point  of  view  of  credit  control.  Liquidity 
is  influenced  by  the  issue  of  Treasury  Bills  by  the  Govern- 
ment fliroiighout  the  year  to  finance  its  needs.  Bills  being 
issued  maMy  in  ord«-  to  finance  the  Government  through 
the  first  nine  months  of  the  financial  year,  pending  the 
rMeipt  of  revenue  through  the  last  three  months.  Ltoing 
those  last  toree  monflis  there  will  be  heavy  demands  on 
^ banks  for  cash  by  their  customers  to  pay  in  revenue. 
Ine  ba^  would  be  content  to  see  themselves  more  than 
mually  liqmd  m 4e  immediately  preceding  months,  know- 
ing that  they  will  come  into  difficulties  in  January  and 
Februwy  and  m on.  That  is  the  pattern.  Correspond- 
mgly,  by  the  tme  ffiey  get  to  April,  they  are  freqiiMitiy 
tk  . liquidity,  but  they  would  look  upon 

hat  wiffi  some  com^acency  knowing  the  normal  pattern  • 
the  Exchequer  wiU  be  borrowing  more  heavily  in  succeed- 
ing months  and  hquidity  will  restore  itself. 

43.  So  £ar  as  they  are  provided  with  excess  liquidity 

they  are  protected  from  the  money  market’ -Not  so 

much  that;  they  have  more  elboi  room  i,  wlS  o 
expand  deposits  if  they  wish  to  do  so. 


44.  Professor  Sayerj:  They  attend  to  their  30  per  cent, 
liquidity  over  the  year  in  much  the  same  way  as  1 have 
imagined  that  they  attend  to  their  8 per  cent,  cash  over 
(he  week:  they  are  content  to  see  their  liquidity  ratio 
vary  over  the  year  provided  it  does  not  fall  below  about 

30  per  cent,  in  March? ^The  statement  about  the  cash 

is  one  which  I think  should  be  checked  with  the  banks 
themselves.  My  understanding  may  be  imperfect  on  tb?t, 
but  I would  agree,  if  one  takes  that  assumption,  that  how 
they  look  after  their  liquidity  is  very  much  on  the  same 
lines. 

45.  Mr.  Jones:  As  I understand  it,  8 per  cent,  of  the 
deposits  is  the  working  safeguard  of  the  stability  of  the 
banks  to  meet  demands  over  the  counter,  and  the  22  per 
cent.— the  8 per  cent,  and  22  per  cent,  together  making 
up  the  liquidity  ratio — the  22  per  cent,  is  something  that 
is  working,  earning  money? — Certainly. 

46.  To  the  extent  tlaat  that  8 per  cent,  runs  down,  I 
take  it  that  they  realise  some  part  of  the  22  per  cent. 

in  order  to  have  a working  balance  available? ^That 

is  correct. 

47.  Is  ffiere  very  much  activity  in  the  realisation  of 
short-term  bills  and  the  rest  in  this  22  per  cent,  hquidity? 
^A  great  deal. 

48.  To  what  extent  do  .they  run  down  liquidity  in  those 
circumstances?  Could  you  see  liquidity  ratios  run  down 
as  low  as  20  per  cent.?  Would  you  be  nervous  if  that 

happened? Mr.  O'Brien:  The  banks  would  not  allow 

It  to  happen,  and  we  should  not  ibe  happy  to  see  them 
allow  It  happen.  The  fact  is  that  30  per  cent,  is  the  point 
when  they  begin  to  get  uneasy.— Mr.  Jones:  You  are 
above  blood  heat  below  30  per  cent. 

49.  Sir  Reginald  Verdon  Smith:  I would  have  thought 
that  8 per  cent,  was  a norm,  but  30  per  cent,  was  a mini- 
mum?——Mr.  O'Brien:  By  and  large,  yes.— Professor 
Sayers : 1 would  have  thought  8 per  cent,  was  a maximum 
and  30  per  cent,  a minimum. 

50.  Professor  Cairncross:  Is  30  per  cent,  a minimum? 
How  well  established  is  this  convention  and  is  it  one  to 
which  you  attach  the  same  importance  as  you  do  to  the 
8 per  cent,  ratio,  in  the  sense  that  you  are  able  to  go  along 
to  a bank  and  remonstrate? — Certainly. 

^I-  You  attach  exactly  the  same  importance? In 

some  ways  more. 

52.  Nowadays ; but  did  anyone  mention  it  before  the 

war? ^I  do  not  think  anybody  can  say  precisely  when 

the  30  per  cent,  convention  became  as  important  as  we 
now  believe  it  to  be.  I think  that,  at  the  time  when  toe 
Macmillan  Committee  was  sitting,  the  banks  did  in  fact 
hold  more  or  less  30  per  cent,  in  this  way,  though  not  so 
much  attention  was  focused  on,  it  then  as  is  focused  on  it 
nowadays. 

53.  I would  like  to  be  quite  clear  on  this.  I have  seen 
attempts  to  check  this— I do  not  know  that  they  were 
very  good  attempts— and  it  did  not  seem  that  30  per  cent 
was  preserved  uniformly  throughout  the  banking  system 
m pre-war  pars  ox  even,  for  that  matter,  in  post-war 

post-war  years  were  very  much  befogged 
by  things  like  the  Treasury  Deposit  Receipt ; according  to 
whemer  you  mclude  or  raclude  those  you  get  a very  differ- 
ent figure.  I not  deny  that  it  seems  to  be  a compara- 
tively recMt  thing,  but  I could  not  say  when  it*^first 
assi^ed  the  sort  of  importance  which  we  now  believe  it 
to  have. 

54.  I would  li^  to  get  to  the  bottom  of  how  the  con- 
yentmn  is  estabhshed.  Is  it  something  which  the  hanks 

in  thCT  discussions  with  you,  avow  as  their  policy? ^ 

1 behev^  Mr.  Chairman,  the  Governor  could  probably 
answer  these  questions  better  than  I,  because  it  is  be  who 
has  discussioiu_  with  the  banks  on  these  things.  I must 
not  say  anything  to  prejudice  what  he  sayl  on  these 

from  what  the  banks  think  it  is  reasonable  to  hold  for 
their  purposes  as  good  bankers,  and  that  this  is  given 
more  preasion  in  agreement  with  us,  because  obviously 
V.®.  ®«sier  to  keep  control  and  keep  an  eye  on  things 
which  fairly  precise  than  if  they  are  all  over  the 
place.  But  I would  prefer  him  to  say  if  that  is  wron? 
or  to  remark  upon  xt*  wiuug, 

TxJi;  Sayers:  U it  not  a fact  that  from  your 

point  of  view  of  control,  as  with  the  8 per  cent,  so  with 
Qn.  1754. 
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the  30  per  cent.,  it  does  not  really  matter  wheQier  the 
minimuni  is  20  per  cent.,  30  per  cent.,  or  40  per  cent. : 
what  matters  is  Jhat  there  should  be  a yearly  minimum? 
For  control  purposes,  yes. 

56.  And  it  is  simply  the  fact  that  30  per  cent,  has  grown 
up  in  the  banking  system  as  the  convention  that  has  made 

you  take  it? Yes,  though  I suppose  from  the  point  of 

view  of  control,  the  lower  it  is  the  bigger  expansion  you 
can  have  on  the  base. 

57.  There  are  two  ways  of  looking  at  it.  There  is  the 

multiplier  effect,  but  there  is  also  the  point  of  view  of 
debt  managenent,  and  from  that  point  of  view  your 
interest  now  would  be  to  have  a very  high  ratio? ^Yes. 

58.  Sir  John  Woods:  Is  there  any  similar  conventional 
figure  in  any  other  banking  system,  for  instance  the 
Federal  Reserve  system,  and  is  it  round  about  30  per 

cent.? feel  sure  there  are  conventions  of  that  kind, 

but  I cannot  be  more  precise.  At  a later  stage  I would 
hope  to  give  you  more  information  on  what  otha:  coun* 
tries  do. 

59.  Chairman:  A banker  carrying  on  his  business  for 
profit  has  no  wish  to  be  more  liquid  than  security  requires? 

Certainly  ; for  he  makes  nothing  out  of  his  cash,  and 

less  out  of  his  remaining  Uquid  assets  than  out  of  advances 
and  investments. 

60.  Mr.  Jones:  Would  he  get  Bank  Rate  out  of  his 

liquid  resources  or  less  than  Bank  Rate? Less  than 

Bank  Rate,  because  most  of  his  liquid  resources  would 
be  invested  in  Treasury  Bills,  on  which  he  would  receive 
at  the  present  time  approximately  £3  17s.  per  cent,  as 
against  the  Bank  Rate  of  5 per  cent.  He  would  in  fact 
get  less  than  £3  17s.  per  cent,  because  he  does  not  buy 
them  at  tender,  but  after  they  have  run  half  their  life  at 
the  market  rate. 

61.  Professor  Sayers:  The  22  per  cent,  is  a cushion  for 

the  8 per  cent,  On  the  face  of  it  it  looks  rattier  a big 
cushion? Yes. 

62.  Chairman : Are  there  any  more  questions  on  para- 
graph 4?  Paragraph  5? Mr.  Woodcock:  You  say: 

“ An  individual  bank  may  in  normal  times  seek  to  adjust 
its  position  by  bidding  for  deposits  ”.  How  does  a bank 
bid  for  deposits? ^In  normal  times  there  is  competi- 

tion between  the  batiks  for  customers. 

63.  What  form  does  it  take? ^Taking  one  customei 

away  from  his  bank  by  offering  better  services. 

64.  Not  better  rates? It  might  be.  The  banks  are 

operating  under  a self-denying  ordinance  during  the 
period  of  the  “ credit  squeeze  ”,  when  they  are  responding 
to  an  official  request  to  restrict  their  advances,  and  they 
are  not  competing  for  advances.  A customer  might  go 
to  his  own  bank  and  ask  for  an  advance  for  a particular 
purpose,  and  that  .bank,  turning  down  the  request  in  the 
interests  of  national  policy,  would  not  expect  one  of  its 
competitors  to  take  the  business  aiway,  but  normally 
that  might  happen. 

65.  Do  they  go  out  deliberately  to  seek  deposits? 

I believe  the  bankers  would  be  the  best  people  to  answer 
that. 

66.  Chairman:  What  is  the  argument  in  this  sentence? 
We  are  envisaging  a bank  which  is  trying  to  restore  its 
cash  ratio.  You  say: — 

“An  individual  bank  may  in  normal  times  seek  to 
adjust  its  position  by  bidding  for  deposits.  . . 

That  means  it  is  going  to  improve  its  balance  at  the  Bank 
o-f  England  by  getting  a transfer  from  another  bank,  and 
so  improve  its  position  as  an  individual  bank? ^Yes. 

67.  Sir  John  Woods:  I am  a little  puzded  by  this. 
You  say : — 

“ If  the  ratio  shoTO  signs  of  falling  fur.ther,  they  wiU. 
take  steps  to  prevent  it  from  doing  so,  if  ne^  be 
reducing  their  deposits.  . . ." 

Then  you  go  on  to  say: — 

“An  individual  bank  may  in  normal  times  seek  to 
adjust  its  position  by  bidding  for  deposits.  . . .” 

It  sounds  contradictory.  Are  you  talking  of  different 

kinds  of  deposits?  ^ it  seddng  deposits  of  cash? ^No. 

I think  the  reducing  of  the  deposits  cranes  at  a later  stage. 
Let  us  start  from  the  beginning.  Supposing  that  there  is 
adequate  cash  in  the  market  held  by  the  banks  as  a whole 


to  enable  them  all  to  cover  their  8 per  cent,  in  notes  and 
balances  at  the  Bank  of  England,  but  that  as  a result  of 
a day’s  operations  cash  shifts  from  one  bank  to  another. 
One  bank  may  find  itself  short  of  cash.  If  it  does  it  wiU 
call  money  from  the  discount  market  to  restore  its  cash. 
But,  since  there  is  adequate  cash  for  all  on  the  market, 
another  bank  which  is  over  will  lend  to  the  discount 
market  which,  as  a result,  will  square  its  books,  and  every- 
body is  happy.  This  sentence  envisages  that  one  bank 
short  of  cash  might  restore  its  position  either  by  getting 
deposits  transferred  to  it  from  another  bank  or  by  the 
more  normal  method  of  calling  from  the  discount  market. 

68.  Mr.  Jones:  Is  it  the  discount  market  all  the  time 
that  is  adjusting  this  equilibrium,  and  nobody  else?  Is 
there  no  direct  association  between  one  bank  and  another  ? 

^No,  it  is  the  discount  market  aU  the  time.  That  is 

one  of  the  main  functions  it  fulfils,  and  we  believe  a very 
valuable  one.  If  the  banks  had  to  deal  directly  with  each 
other  it  would  undoubtedly  be  a much  more  clumsy 
business.  The  discount  houses  go  round  and  find  out 
the  position,  whether  banks  are  going  to  call  money  or 
have  money  to  lend.  Then  they  balance  their  books  and 
see  how  the  day  is  going  to  co'me  out.  As  the  day  goes 
on  they  see  more  and  more  clearly  what  the  position  is 
going  to  be.  Later  they  may  decide  there  is  not  enough 
money — ^more  people  are  drawing  out  than  paying  in 

69.  There  must  be  a tremendous  amount  of  liquidity 

about  the  discount  market? ^Yes,  they  are  essentially 

liquid  &om  that  point  of  view. 

70.  Sir  John  Woods:  I am  still  not  clear  about  this.  I 

am  talking  about  not  the  cash  ratio  but  the  liquidity 
ratio.  If  there  is  a fall  in  the  liquidity  ratio  caused  by 
loss  of  cash,  their  'first  reaction  would  be  to  restore  their 
cash? ^Yes,  they  always  can. 

71.  If  the  slide  still  continues,  they  will  try  by  various 
means  to  restore  their  cash,  while  continuing  to  bid  for 
dep<Kits.  If  it  goes  stiU  further  then  they  will  try  to 

reduce  their  deposits  and  reverse  the  process? Yes, 

because  they  would  have  less  .than  the  percentage  of 
liquidity  they  would  like  to  have,  and  they  can  only 
restore  that  either  by  realising  investments  or  by  reducing 
advances. 

72.  Chairman:  Paragraph  6?  Sir  Reginald  Verdon 
Smith:  Is  the  operation  of  retiring  Treasury  Bills  per- 
formed by  the  Exchequer  or  by  &e  Bank  of  England 
for  the  Exchequer? — ^We  perform  it  for  the  Exchequer. 

73.  Does  it  happen  purely  on  a chronological  basis, 

first  Bills  first,  or  how  is  it  done? This  is  mainly  done 

in  the  first  three  months  of  the  year,  when  revenue  is 
coming  in  ; the  Ifechequer  has  a great  deal  of  money  and 
the  market  is  very  short  of  money.  We  woittd  buy  Bills  in 
the  market  in  order  to  put  cash  back  into  the  market, 
keeping  ttie  banks’  cash  at  8 per  cent.,  but  reducing  their 
liquidity,  because  we  are  taking  the  Bills  away  from  them. 

74.  So  that  the  sources  from  which  the  Bills  come 
when  retired  are  not  susceptible  of  control?  That  is 

entirely  a market  question? ^They  come  from  the 

market.  They  might  come  from  discount  houses,  or 
the  banks,  or  they  might  even  crane  from  outside  holders  ; 
and  what  is  bought  depends  upon  what  we  consider  de- 
sirable to  buy  for  the  purposes  of  market  management. 

75.  I asked  the  question  because  the  last  sentence  in 
that  paragraph  starts:  — 

“ For  to  the  extent  that  the  Treasury  Bills  so  retired 
were  held  by  'the  hanks  ...”  etc, 

I wondered  whether  that  was  something  about  which  you 
had  any  knowledge  in  advance,  or  whether  it  was  wholly 
casual  or  fortuitous? — ' — 'We  have  a certain  amount  of 
knowledge  but  not  complete  knowledge. 

76.  Mr.  Jones:  In  the  event  of  the  situation  referred 
to  in  the  last  sentence  in  paragraph  6,  the  8 per  cent, 
would  be  substantially  increased  and  Bil^  and  other  liquid 

short-term  holdings  would  be  less? ^No,  the  8 per  cent. 

would  not  be  increased.  They  would  restore  their  cash 
to  the  8 per  cent. 

77.  Yes,  but  to  the  extent  the  Treasury  Bills  so  retired 

were  held  by  the  banks  themselves,  their  liquidity  would 
be  reduced? ^Yes. 

78.  In  compensation  for  that  reduced  liquidity  you  have 
bigger  deposits,  more  cash  with  the  banks?  Chairman: 
I am  rather  puzzled  by  this  too.  I think  that  it  would  be 
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helpful  if  you  worked  through  the  whole  process.  It 
begins  with  a drawing  of  money  from  the  taxpayer  to  the 

Exchequer? ^Yes.  The  first  thing  is  that  we  ail  of  us, 

paying  our  taxes,  draw  cheques  on  our  banks  and  those 
cheques  are  in  favour  of  the  Inland  Revenue,  a public 
account  at  the  'Bank  of  England,  and  the  money  therefore 
comes  off  the  deposits  of  the  commercial  banks,  off  their 
bank  balances  at  the  Bank  of  England  and  is  transferred 
to  the  Exchequer.  Therefore  the  commercial  banks  in 
the  first  instance  have  lost  their  deposits ; we — the  tax- 
payers—have  paid  them  to  the  Exchequer.  In  the  initial 
process  the  banks  have  lost  cash  because  they  have  paid 
out.  They  must  have  their  8 per  cent,  of  cash  ; they 
restore  that  from_  the  discount  market  or  maybe  by  selling 
Treasury  Bills ; in  other  words  by  reducing  their  liquid 
assets.  So  the  final  broad  analysis  is  that,  to  the  extent 
we  have  paid  taxes  to  the  Exchequer,  total  deposits  at  the 
banks  have  been  reduced  by  that  amount,  and  the  re- 
duction has  taken  place  within  their  liquid  assets  in  their 
call  money  or  Treasury  Bills,  so  that  the  banks’  liquidity 
has  come  down,  Their  cash  has  remained  virtually  un- 
changed because  they  remain  in  a position  to  restore  it 
and  they  have  no  reason  to  have  it  lower  than  the 
8 per  cent,  they  normally  keep, 

79.  Chairman : If  you  use  the  money  paid  for  taxes  to 
retire  a Treasury  Bill,  the  payee  creates  a new  deposit  with 

the  money  he_  receives? ^That  was  a variation  which  I 

did  not  explain.  I said  that  the  bank  in  restoring  their 
cash  would  do  so  by  calling  loans  from  the  discount 
market ; that  is  in  fact  what  they  do,  but  if  the  discount 
market  is  losing  the  money  which  the  banks  have  left 
with  it  it  must  get  money  from  somewhere  to  be  able  to 
carry  its  book  of  Treasury  Bills  and  so  forth,  If  we  at 
the  Bank  are  retiring  Treasury  Bills  we  relieve  the  market 
of  ;ts  shortage  by  taking  the  bills  off  and  putting  the 
cash  back.  We  put  back  the  cash  which  the  banks  are 
drawing  from  the  market  to  maintain  their  8 per  cent. 

80.  Mr.  Jones:  The  credit  you  are  receiving  in  Treasury 

Bills  is  reduced?  You  are  losing  that  amount  of  your 
responsibility  for  Treasury  Bills? Yes. 


81.  Professor  Cenrncross:  In  the  first  instance  there  is 
an  equal  drop  in  the  assets  and  liabilities  of  the  banking 
system  The  question  is  what  happens  subsequently  if 
the  whole  of  the  funds  then  obtained  by  the  Govern- 
ment are  applied  to  the  redemption  of  debt  and  all 
Treasury  Bills  involved  are  taken  from  the  banks?  You 
bring  in  the  discount  market  here.  What  happens  if  the 
whole  of  the  money  is  then  returned  to  tbe  banking 
system  directly  through  the  purchase  of  Treasury  Bills 
from  the  banks?— Mr.  O'Brien : The  whole  of  the  money 
of  course,  is  not  returned  to  the  market ; only  sufficient 
IS  returned  to  restore  their  8 per  cent.,  and  it  is  returned 
by  buying  Treasury  BUIs  in  the  market.— Rro/ejjor 
layers:  It  is  a lower  amount  because  the  deposits  are 
fiovia.— Professor  Cairncross:  Much  lower.  If  the  whole 
ot  the  money  were  returned  to  the  banking  system  the 
deposits  would  be  recreated. 


82.  Chairman ; That  is  what  I am  still  puzzling  over 
In  paragraph  6 you  are  talking  about  retiring  Treasun 

« .V  ^ understood  you  to  mean  paying  then 

off.— Mr.  O Bnen : They  are  taken  into  the  ownership  o; 
me  pubhc  departments,  We  buy  the  Bills  from  the  mwke 
for  cash,  take  them  into  the  internal  .portfolios  of  th« 
public  departments,  where  they  are  held  until  they  matun 
and  are  paid  off  in  the  normal  way. 

83.  Lord  Harcourt : You  do  not  in  fact  repay  the  Bill 
It  continues  to  run  for  its  full  period,  but  with  the  interes 
on  It  (represented  by  the  discount)  payable  from  the  Ex 

chequer  to  some  offier  public  account? ^Yes  becausi 

the  department  concerned  has  bought  the  Bill  at  the  marke 
rate  and  benefits  from  the  discount  for  the  rest  of  it' 
lu  ■ of  mechanics.  To  cancel  Bills  ii 

the  middle  of  their  life  is  not  easy. 

84.  Mr.  Jones:  What  is  their  life  to  maturity? 9: 

days  normally.  We  do  issue  some  nowadays  of  63  day; 
twards  the  end  of  the  year  to  help  in  smoothing  ou 
the  revenue  surplus  in  the  early  part  of  the  year. 

85.  Professor  Sayers:  When  the  inflow  of  tax  paymenti 
^ows  the  authorities  to  retire  Treasury  Bills  (thosi 
Treasury  Bills  being  held  by  the  banks  at  the  end  of  th< 
process),  there  are  not  merely  less  Treasury  Bills  in  ihi 


financial  system  but  there  are  also  less  deposits? 

Certainly. 

86.  And  that  remains  so  even  when  all  the  ratios  have 

been  restored? Yes,  because  if  the  banks  are  going  to 

restore  the  liquidity  ratio,  assuming  that  that  had  got  below 
30  per  cent,  as  a result  of  the  operation,  they  could  only 
restore  it  by  reducing  other  deposits,  selling  securities  or 
reducing  advances. 

87.  Chairman : Why  does  this  operation  produce  less 
deposits?  You  begin  with  the  deposit  of  a taxpayer 
with  his  bank ; he  transfers  that  to  a public  account  by 
paying  his  tax.  The  money  is  then  used  to  put  money 
back  into  the  market  by  acquiring  a Treasury  Bill  which 
is  passed  back  to  the  public  departments.  The  money  so 
received  in  exchange  for  a Treasury  Bill  creates  a new 

deposit? think  the  short  cut  to  this  would  be  as 

follows.  Supposing  heavy  tax  payments  were  being  made 
by  us  all  in  this  period,  and  it  were  possible  for  the  banks 
to  pay  by  tendering- Treasury  Bills  to  the  Exchequer; 
that  would  reduce  the  banks’  deposits  by  those  amounts, 
these  being  assets  which  they  have  held  against  liabilities 
which  had  been  extinguished  because  they  have  been  paid 
to  the  &cchequer.  It  would  be  easier  to  say  that  deposits 
would  come  down  by  that  amount,  which  in  effect  is  what 
happens. 

88.  Lord  Harcourt:  Is  this  not  really  a question  of 
where  the  liquidity  ratio  operates?  When  I pay  my  tax, 
say  £100,  my  bank’s  deposits  are  reduced  by  £100  but 
you  only  go  into  the  market  and  replace  30  per  cent.,  £30. 
-- — Perhaps  I am  confusing  you  a little  by  going  through 
the  whole  process  and  referring  to  cash.  Working  from 
the  point  that  the  banks  will  always  strive  to  keep  8 per 
cent,  in  cash,  subject  to  any  deposit  variation,  let  us 
leave  tbe  cash  alone.  Supposing  they  say:  “We  must 
have  8 per  cent,  cash  ; we  have  8 per  cent,  cash  and  we 
intend  to  keep  it,  therefore  we  will  not  pay  these  liabilities 
by  cutting  our  cash ; we  will  call  on  some  of  otir  other 
assets.  Treasury  Bills,  and  we  wffl  pay  by  putting  Treasury 
Bills  into  the  Exchequer  ’’.  In  the  last  analysis  that  is 
what  happens.  They  must  have  their  cash  back ; having 
^id  cash  firs-t  they  must  have  the  same  amount  back. 
They  in  fact  meet  these  liabilities  by  running  down  their 
liquid  assets. 

89.  Chairman:  Are  there  any  more  questions  on  para- 
graph 6?  Paragraph  7?  Paragraph  8.  You  say:  — 

“Emphasis  has  been  placed  above  on  the  liquidity 
ratio  because  a loss  of  cash  need  not  in  itself  cause  the 
banks  to  fail  to  maintain  their  cash  ratio  at  8 per 
cent,  of  deposits  or  bring  them  under  pressure  to  reduce 
their  deposits.” 

Then  you  go  into  tbe  facility  with  which  the  banks  can 

restore  their  cash  by  calling  on  the  discount  market. 

Yes,  and  it  in  turn  calls  on  us  if  it  is  short, 

90.  You  say:  — 

5ince  . . . the  Bank  of  England  will  never  refuse 
to  lend  to  one  of  the  recognised  Discount  Houses,  at  a 
price  (now  normally  Bank  Rate)  and  given  satisfactory 
security,  the  authorities  will  end  by  returning  to  the 
market  the  cash  they  had  previously  drawn  in.” 

What  is  the  origin  of  this  rule  which,  prima  facie,  thwarts 
the  policy,  with  which  we  began,  of  trying  to  keep  money 

short? ^If  the  discount  houses,  having  been  to  all  the 

banks  and  found  out  what  they  are  doing,  whether  calling 
cash  or  lending  cash,  have  finally  come  to  the  conclusion 
that  the  supply  <rf  cash  on  that  day  is  not  going  to  be 
sufficient  to  enable  them  to  carry  their  books  of  Treasury 
Bills  and  short  bonds,  they  can  come  to  us,  and  we  can 
repair  the  shortage  in  one  of  two  ways.  The  Chief 
Cashier  can  buy  bills  from  the  market  at  the  market  rate. 
There  is  no  pain  to  .the  discount  houses  ; they  merely 
exchange  part  of  their  bill  portfolios  at  the  going  market 
price  for  cash.  That  puts  them  square.  If  we  are  not 
disposed  to  help  them  in  that  painless  way,  they  then  have 
to  come  round  to  the  Discount  Office,  and  nowadays 
borrow  at  Bank  Rate  on  tbe  security  of  market  Treasury 
Bills  or  short  bonds.  If  neither  of  those  facilities  were 
available,  and  particularly  if  the  second  were  not  available 

— ^because  that  is  the  lender  of  last  resort  in  operation 

the  market  would  not  be  certain  of  being  able  to  carry 
the  amount  of  Treasury  Bills  which  the  Government  needs 
to  issue  to  finance  its  requirements,  and  the  system  would 
not  work. 
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91.  At  the  time  when  you  want  to  make  the  cash  short, 

you  provide  the  way  through  the  Bank  by  which  the  dis- 
count market’s  position  is  restored? ^We  make  cash 

short,  and  we  can  virtually  always  do  that  when  we  wish 
to  do  so,  primarily  in  order  to  influence  rates  in  the 
market.  If  the  discount  market  has  to  borrow  a sub- 
stantial amount  from  the  Discount  Office  at  Bank  Rate, 
substantially  above  the  market  rate,  the  rates  for  money 
generally  go  up ; the  cost  of  the  finance  it  has  acquired 
is  increased,  and  rates  rise. 

92.  Professor  Cairncross:  Surely  if  you  were  not  acting 
as  a lender  of  last  resort  Bank  Rate  would  be  inoperative 
and  the  rates  would  be  higher.  K the  banks  needed 
money,  they  could  sell  investments  and  get  it  that  way, 
but  the  whole  structure  of  rates  would  move  above  the 
structure  which  would  be  indicated  by  the  Bank  Rate 
and  the  simpler  way  is  to  raise  the  Bank  Rate.  If  you 
feel  reluctant  to  act  as  a lender  of  last  resort,  you  express 

your  reluctance  by  an  increase  in  the  Bank  Rate? ^If 

we  are  only  lending  as  a lender  of  last  resort,  that 
makw  the  cost  of  money  which  the  market  needs  for  its 
requirements  rise,  and  the  more  it  comes  to  us  for  money 
the  more  the  cost  of  money  rises,  to  the  point  where 
market  rates  would  be  close  to— if  not  up  to — Baii  Rate, 
in  which  case  the  Bank  Rate  would  no  longer  have  a 
penal  effect  on  the  market. 

93.  That  is  what  I was  trying  to  suggest,  because  where 
you  are  acting  as  lender  of  last  resort,  you  are  lending  at 

Bank  Rate? ^Acting  as  lender  of  last  resort,  it  is  at 

Bank  Rate.  The  other  method,  of  buying  in  Bills,  is  not 
lending ; it  is  putting  cash  out  in  exchange  for  securities. 

94.  Sir  John  Woods:  When  the  discount  market  re- 
quires, you  lend  at  a price  “ now  normally  Bank  Rate 
In  what  circumstances  do  you  lend  not  at  Bank  Rate? 

Nowadays  not  at  alL  In  the  past  we  have  lent  at 

+ per  cent,  above  Bank  Rate,  and  in  1951  there  was  a 
special  rate  i per  cent,  below  Bank  Rate. 

95.  We  really  could  cross  out  “ normally  ” here? 

We  reserve  the  right  to  charge  more  than  Bank  Rate,  so 
I would  prefer  to  keep  “ normally  ”. 

96.  Professor  Sayers:  It  is  a fact  that  Bank  Rate  re- 
mains a minimum,  and  that  you  reserve  the  right  to  charge 
a discount  house  or  other  customer  more  than  flic 

announced  Bank  Rate? Yes,  we  reserve  the  right.  And 

of  course  the  other  minimum  is  that  we  lend  to  the  dis- 
count market  for  a minimum  of  seven  days,  which  makes 
the  penalty  that  much  greater.  And  if  we  lend  large 
amounte  we  may  decide  that  we  s^U  lend  no  more  than 
a certain  amount  for  seven  days,  and  then  go  on  to  eight, 
or  nine. 

91.  Mr.  Jones:  Why  does  that  make  the  penalty  greater? 

They  are  paying  a higher  rate  for  seven  days  instead 

of  only  for  one  day. 

98.  Professor  Ccdrncross:  Your  object  is  really  to  dic- 
tate die  complex  of  interest  rates.  When  you  say  you  are 
a lender  of  last  resort,  that  means  that,  once  you  have 
got  the  rate  of  interest  where  you  want  it,  you  are  pre- 
pared to  sustain  it  by  providing  cash.  Is  not  this  in  effect 

what  you  are  doing? ^If  we  wanted  to  raise  interest 

rates,  then  we  would  give  less  or  possibly  no  help  in  the 
ordinary  way,  and  we  would  say:  “If  you  want  cash  you 
must  come  to  the  Discount  Office  for  it  And  moreover 
we  could  if  need  be  so  anange  things  that  the  market 
needed  a great  deal  of  cash ; the  influence  can  be  graded 
almost  infinitely. 

99.  Professor  Sayers:  May  I put  it  this  way?  You 
keep  the  market  tight  in  order  to  put  a floor  under  interest 
rates.  You  operate  as  a lender  of  last  resort  at  Bank 
Rate  in  order  to  put  a ceiling.  If  you  did  not  operate 
as  lender  of  last  resort  the  system  would  break  down  by 

interest  rates  rismg  to  the  sky? Operating  at  Bank  Rate 

through  the  Discount  Office  does  not  effectively  put  a 
ceiling,  because  if  you  pulled  market  rates  right  up  by  ffiat 
procedure,  in  order  to  retain  a penalty  you  would  have 
to  raise  Bank  Rate. 

100.  Professor  Sayers : You  could  raise  your  ceding  if 
you  chose  but  if  you  did  not  choose  that  would  be  the 

ceiling? ^It  would  be  the  ceiling,  but  it  would  not  serve 

any  useful  purpose  because  if  market  rates  rose  to  that 
point  the  penalty  would  have  disappeared. 

101.  Professor  Cairncross:  But  you  could  have  a Bank 
Rate  that  was  fixed  and  yet  it  would  be  possible  for  rates 


to  climb  above  that  rate,  if  you  withdrew,  and  ceased 

to  act  as  a lender  of  last  resort? If  we  were  no  longer 

a lender  of  last  resort  the  system  would  break  down. 

102.  Chairman : Could  you  analyse  what  you  mean  by 

saying  the  system  would  break  down? It  would  break 

down  because  the  discount  market,  not  having  any  assur- 
ance that  it  would  have  the  necessary  cash  available,  would 
not  be  prepared  to  cover  the  Treasury  Bill  tender  and  thus 
ensure  that  the  Government  got  each  week  the  money 
that  it  required  for  its  disbursements.  Moreover,  without 
the  assurance  of  adequate  cash  the  banks  could  not  be 
certain  that  they  would  be  able  to  maintain  their  8 per 
cent,  cash  ratio,  because  the  banks  cannot  create  cash. 
If  it  was  gradually  being  withdrawn  and  not  being  re- 
stored, they  would  be  placed  in  that  position. 

103.  They  have  large  investment  funds  to  draw  on? 

Yes,  but  if  they  sell  their  investments  in  ordo-  to  get  cash 
they  can  only  get  cash  out  of  the  diminished  pool, 

104.  Professor  Sayers:  They  cannot  seU  unless  there  is 

cash  to  buy? ^No. 

105.  Professor  Ccdrncross : There  is  cash ; one  would 
get  by,  but  with  much  higher  reserve  ratios  and  a quite 
different  structure  of  the  market.  As  you  say  the  system 
would  break  down,  but  there  would  be  a different  system, 
not  perhaps  a satisfactory  one.  Could  I one  specific 
question  of  you?  You  mentioned  short  bonds  as  well  as 

Treasury  Bills  as  being  e^ble  for  discount? ^Not  for 

discount ; as  security  against  advances. 

106.  These  are  short  bonds  of  what  maturity? Up  to 

five  years. 

_ 107.  Any  Government  bonds  up  to  five  years,  or  par- 
ticular named  on«? ^Any  Government  bonds  up  to 

five  years. 

108.  Mr.  Woodcock:  Is  no  commercial  paper  accepted? 

;It  has  been  an  the  past.  It  is  the  Treasury  Bill  in 

particular  that  has  so  outshone  cwnmercial  paper ; now 
they  almost  invariably  put  in  Treasury  Rills. 

109.  Lord  Harcourt:  You  do  not  accept  finance  bills 

of  any  kind? ^No. 

no.  Professor  Sayers:  The  Bank  Rate  is  not  merely 
a discount  rate  but  also  the  rate  at  which  the  bank  will 
make  advances  to  discoaiut  houses  for  the  TniniT^nm  of 
seven  days  against  the  security  of  Treasury  Bills  or  short 
Government  bonds.  In  the  old  days  the  advances  rate, 
which  also  applied  to  advances  against  commercial  bills, 
was  i per  cent,  above  the  Bank  Rate.  If  a discount 
house  puts  in  commercial  bills  now,  is  it  charged  Bank 

Rate  or  is  it  charged  i per  cent,  above? ^It  would  be 

charged  Bank  Rate. 

111.  Are  there  in  fact  any  cases  in  recent  years  of 
paper  other  than  Treasury  Bills  and  short  bonds  being 

put  in? Mr.  Hollom:  I think  not.  In  recent  years 

there  has  been  an  advantage  in  borrowing  against 
Treasury  Bills  rather  than  in  discounting  commercial 
bills,  in  that  an  advance  against  Treasury  Bills  is  taken 
for  seven  days,  but  if  commercial  bills  are  offered  for 
discount  we  insist  on  a rather  longer  period,  a .TniniTmmi 
of  15  days  and  an  average  life  of  21  days.  It  is  therefore 
equivalent  to  taking  an  advance  for  a longer  period 
and  is  less  attractive  to  the  borrower. 

112.  Lord  Harcourt:  Am  I right  in  inferring  from  that 
that  you  do  not  accept  commercial  or  bank  bills  as 
security  for  advances,  that  they  can  only  be  discounted? 

No,  they  are  acceptable  as  security  for  a seven-day 
advance,  but  in  practice  usually  Treasury  Bills  are  offered 
because  they  are  generally  available  to  the  borrower  and 
are  more  easily  handled. 

113.  Chairman:  What  you  are  concerned  with  is  to 

get  as  perfect  security  as  you  can  ; the  distinctions  are  all 
based  on  fliat? Mr.  O’Brien : Yes — first-class  security. 

114.  But  apart  from  that  anything  that  could  be  re- 
garded as  first-class  would  be  equally  congenial? ^The 

security  which  we  would  accept  has  been  formally  laid 
down  by  the  Governors. 

115.  Professor  Cairncross:  For  instance,  if  it  was  in 

connection  with  hire  purchase,  you  would  not  be  too 
happy? ^No. 

116.  Chmrman:  ,What  are  the  various  policy  distinc- 
tions?  As  for  security  for  advances  to  the  discount 

hou5«,  that  is  merely  a question  of  getting  first-class 
security  for  an  advance.  I do  not  think  policy  decisions 
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enter  into  that,  except  that  we  define  the  security — 
Treasury  Bills,  short  bonds  and  acceptable  commercial 
bills  (wWch,  as  I say,  are  a completely  unimportant 
element  in  these  days).  The  question  of  the  Bank  buying 
commercial  bills  for  its  own  portfolio  as  a means  of 
sampling  the  market  and  seeing  that  the  quality  of  the 
bills  is  all  right  is  a separate  question. 

117.  Does  the  Bank  buy  various  kinds  of  obligations 
in  order  to  find  out  by  experience  whether  they  are  valid 

and  good? It  buys  first-class  commercial  bills  for  its 

own  portfolio  as  an  earning  asset,  and  in  so  doing  sees 
what  kind  of  bill  is  circulating  in  the  market — whether  too 
much  of  one  kind  of  bill  is  circulating  or  whether  too 
much  of  an  indifferent  kind  of  bill — and  generally  keeps 
an  eye  on  what  is  going  on  in  the  market  That  is  a 
different  function  of  central  banking,  outside  this 
function  of  money  market  control. 

118.  Professor  Sayers:  When  the  bank  buys  a parcel 
of  commercial  flavour  does  it  insist  on  the  bills  being 
accepted  by  London  accepting  houses?— — Yes. 

119.  That  enables  the  Bank  to  keep  an  eye  on  what 
the  accepting  houses  are  doing?  It  does  not  enable  it  to 
keep  an  eye  on  what  the  discount  houses  are  doing  in 

the  way  of  buying  commercial  bills? ^No;  its  prime 

interest  is  to  keep  an  eye  on  the  quality  of  bills  and  what 
the  acceptors  are  doing. 

120.  The  Bank  is  only  thereby  keeping  an  eye  on  the 
accepting  houses  and  not  on  the  discount  market.  May 
I develop  that  a little?  If  the  discount  houses  buy  the 
bills  accepted  by  American  banks  in  London  they  cannot 
put  those  bills  into  a parcel  that  goes  to  the  Bank.  They 
may  nevertheless  be  holding  such  bills — they  might  be 
holding  from  some  points  of  view  too  many  of  such 
bills — ^but  the  Bank’s  operation  in  this  particular  would  not 
be  checking  that  at  all ; it  is  simply  checking  the  activities 

of  the  London  accepting  houses? Mr.  Hollom:  That  is 

true,  I think,  but  there  is  of  course  an  automatic  limit 
of  a kind  to  the  extent  which  discount  houses  can  afford 
to  carry  bills  which  are  not  accentable  at  the  Bank  of 
England  ; that  is,  the  extent  to  which  they  can  be  sure  of 
either  disposing  of  them  elsewhere  or  borrowing  against 
them  elsewhere,  or  the  extent  to  which  they  can  afford 
to  carry  them  on  their  own  capital  knowing  that  they 
perhaps  cannot  discount  or  place  them  elsewhere. 

121.  But  are  not  these  commercial  considerations  for 
the  discount  houses,  not  subject  to  any  check  by  the  Bank 
of  England?  I am  only  wanting  to  establish  the  point 
that  the  Bank’s  operation  in  this  buying  of  parcels  is  a 
check  on  the  working  of  the  accepting  houses,  not  on  the 

working  of  the  discount  houses? Mr.  Hollom: 

Primarily,  yes ; but  it  is  perhaps  an  exaggeration  to  go 
further  and  say  there  is  therefore  no  check  on  the  discount 
houses. — Mr.  O’Brien : It  would  certainly  be  an  exaggera- 
tion to  say  that. 

122.  Chairman:  Are  there  any  more  questions  arising 
out  of  paragraph  8?  Paragraph  9?  Paragraph  10? — Sir 
John  Woods:  I am  not  quite  sure  that  I follow  para- 
graph 10  entirely.  The  banks  transfer  a cash  shortage  to 
the  discount  market  only  by  exchanging  other  liquid  assets 
for  cash.  You  go  on  to  say: 

“ Whether  this  process  leaves  them  with  a shortage 

or  near  shortage  of  liquid  assets  determines  whether  the 

banks  come  under  pressure  to  reduce  or  restrict  the 

credit  they  create.” 

If  they  exchange  liquid  assets  for  cash  does  not  the  total 

remain  unchanged? ^We  are  back,  I think,  to  the  same 

point,  that  when  the  revenue  is  flowing  in,  the  banks  will 
want  to  keep  their  8 per  cent,  in  cash,  and,  although 
revenue  may  be  paid  with  cash  in  the  first  instance,  that 
cash  must  be  restored,  so  that  in  effect  in  the  last  resort 
payment  is  made  by  disposing  of  Treasury  Bills,  the  cash 
remaining  at  8 per  cent.  The  Treasury  Bills  contained 
in  the  remaining  22  per  cent.,i  the  liquid  assets,  are 
reduced ; therefore  overall  liquidity  is  reduced,  and 
deposits.  And  if  that  reduction  goes  below  30  per  cent, 
the  banks  would  be  anxious  to  bring  it  back  to  30  per 
cent. 

123.  I still  have  not  quite  followed  it.  If  you  are  short 

of  cash  and  you  can  only  rebuild  your  cash  by  reducing 
by  the  same  amount  your  other  liquid  assets,  it  looks 
to  me  on  the  face  of  it  as  if  your  t<^al  liquid  assets,  iodud- 
ing  cash,  remain  the  same. ^No.  Supposing  you  have 
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cash,  and  liquid  assets ; if  you  lose  cash  you  can  only 
restore  it  by  paring  away  from  liquid  assets. — Mr. 
Hollom : The  word  “ process  ” includes  ffie  stage  of  losing 
cash  in  the  first  instance. 

124.  Mr.  Jones:  Could  Mr.  O’Brien  give  us  the  mean- 
ing of  paragraph  10  in  relation  to  what  is  said  in  the 
middle  of  paragraph  8?  It  gives  an  illustration.  Then 
it  follows  up  that  illustration  by  saying : 

“ The  bank  concerned  can,  however,  restore  its  cash 

if  required  by  calling  for  repayment  some  of  the  funds 

it  has  lent  to  the  London  Discount  Market.” 

Now  this  question  in  paragraph  10  deals  with  the  trans- 
ferring of  a cash  shortage  from  the  banks  to  the  discount 

market.  Could  you  associate  the  two  statements? 

Mr.  O'Brien:  Yes.  The  cash  having  been  lost  from  the 
system  in  the  first  place  by  being  transferred,  shall  we 
say  to  the  Exchequer,  -the  8 per  cent,  which  the  night 
before  was  sufficient  to  satisfy  all  requirements  is  reduced 
by  that  amount. 

125.  It  could  be  reduced  to  7 per  cent,  if  it  was  a big 

'sum? Yes ; the  figure  is  reduced,  and  it  must  be  re- 

stored, since  they  must  keep  that  amount  in  cash.  In  effect 
it  can  only  be  restcwed  by  disposing  of  part  of  their  liquid 
assets.  The  authorities  will  give  back  the  cash  which 
the  banks  have  given  them  provided  the  banks  will  part 
with  some  of  their  liquid  assets  in  exchange. 

126.  It  is  a case  of  securities  in  exchange  for  cash? 

The  securities,  i.e.  Treasury  Bills,  are  reduced ; therefore 
total  liquid  assets  are  smaller.  If  they  go  below  the  30 
per  cent,  they  are  too  small,  and  in  those  circumstances 
•the  banks  must  restore  them.  They  can  only  do  that  by 
calling  on  their  other  assets,  wMch  are  their  inve^ents 
or  their  advances. 

127.  When  you  talk  about  transferring  the  shortage  to 

the  discount  Tnarket,  that  is  via  the  call  money? 

When  the  banks  transfer  the  shortage  to  the  discount 
market  they  withdraw  call  money.  The  discount  market 
goes  round  the  banks.  Some  banks  have  an  excess  which 
they  put  into  the  discount  market ; others  have  a shortage, 
so  they  take  out.  If  there  is  a net  shortage  in  the  end, 
the  banks  transfer  that  to  the  discount  market,  and  it 
in  turn  comes  to  the  Bank  to  make  it  good.  It  can  only 
make  it  good  by  giving  us  something  for  the  cash  we  are 
giving  back,  usually  Treasury  Bills. 

128.  Mr.  Jones:  In  the  event  of  ffieir  being  in  difficulty 
they  have  to  come  to  you  on  the  basis  of  borrowing  at 

the  minimum  of  Bank  Rate? We  should  make  them 

borrow  at  Bank  Rate  if  we  were  wishing  to  make  money 
tighter. 

129.  Chairman:  In  paragraph  11,  you  say:  “It  should 

be  noted  that  the  creation  of  a cash  shortage  is  not  with- 
but  effect.”  The  effect  is  that  pressure  is  put  on  the 
short-term  interest  rate,  and  it  rises? Yes. 

130.  Professor  Sayers:  You  say  at  the  end  of  that  para- 

graph that  this  situation  “is  likely  to  be  taken  by  the 
banks  and  the  market  as  an  indication  that  the  authorities 
desire  to  exert  pressure  on  the  supply  of  bank  credit.” 
Is  this  the  only  way  in  which  the  authorities  indicate  their 
intentions  to  the  market? It  is  one  of  the  most  im- 

portant ways.  If  the  market  were  forced  into  the  Bank 
for  substantial  amounts,  say  on  several  occasions  during 
one  week,  it  would  be  regarded  by  the  market  in  general 
as  a sign  that  the  authorities  wanted  .to  stiffen  rates. 

131.  Professor  Cairncross:  You  do  not  say  anything? 
No.  We  can  say  something,  of  course. 


132.  Professor  Sayers:  Supposing  that,  whether  inten- 
tionally or  not,  the  market  were  forced  into  the  Bank 
one  day  this  week  and  ±en  again  one  day  early  next 
week,  is  it  open  to  the  discount  houses  to  go  round  to 
you  and  say,  without  waiting  for  further  pressure : “ Does 
this  mean  you  want  us  to  go  higher?”,  or  do  you  just 
leave  them  to  find  out  by  what  happens  in  the  next  week 

or  so? There  is  a lot  of  contact  with  the  discount 

market,  with  whom  we  have  very  close  relations  both 
more  or  less  informally  with  the  discount  houses  and 
more  formally  by  weekly  meetings  which  the  Governor 
has  with  the  Chairman  of  the  London  Discount  Market 
Association.  1 think  if  you  wanted  to  bear  more  about 
what  influences  are  brought  to  bear,  if  any,  it  would  be 
for  the  Governor  to  talk  on  that.* 

Qns.  1755  to  1757. 
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133.  Mr.  Jones:  “Market”  presupposes  a dealing  in. 
values,  trading.  Supposing  that  banks  are  short  of  their 
8 per  cent,  and  they  have  got  to  give  up  some  part  of 
their  liquid  reserves,  are  the  discoimt  houses  able  to  buy 
at  a further  discount  from  the  banks  in  those  circum- 
stances? Is  there  any  variation  in  value  on  the  basis  of 

pressure  to  maintain  the  8 per  cent.? ^The  price  paid  for 

Bills  does  vary  from  day  to  day  according  to  the  shortage 
of  money. 

134.  That  is  between  the  banks  and  the  discount 

houses? Mr.  Hollom:  The  adjustment  between  the 

banks  and  the  discount  houses  does  not  generally  take 
place  by  the  banks  selling  something  to  the  discount 
houses,  but  by  their  recalling  from  the  discount  houses 
money  that  ^ey  have  previously  lent — Mr.  O’Brien: 
Their  next  most  liquid  assets — their  call  money.  The 
banks  would  have  a spread  portfolio  of  Treasury  Bills 
designed  so  far  as  possible  to  meet  expected  calls  on 
them,  and  they  would  not  disturb  that  as  readily  as  that. 

135.  That  money  is  at  call ; it  is  not  a 91-day  contract? 
No ; it  is  money  at  call. 

136.  Chairman:  How  far  ought  we  to  take  this  last 
sentence  in  paragraph  11?  The  efiect  of  driving  up  short- 
term interest  rates  is  of  course  to  affect  the  cost  of  the 
public  borrowing.  Surely  if  that  is  being  done  deliberately 
and  as  a matter  of  Government  policy  the  thing  cannot 
be  left  to  inferences  drawn  by  the  market  from  actions — 

something  on  a high  level  must  also  be  said? It  may 

or  may  not  be  said,  depending  upon  the  circumstances. 

I think,  Mr.  Chairman,  the  Governor  would  be  the  best 
person  to  explain  what  he  may  or  may  not  do  in  that 
sphere.* 

137.  Professor  Cairncross:  When  the  tender  is  put  in 
for  Treasury  Bills  you  have  no  influence  on  the  quota- 
tion, I take  it,  and  you  have  no  prior  advice  from  the 

discount  houses? 1 think  that  ties  up  with  the  other 

question  put  by  the  Chairman,  and  I should  have  thought 
the  Governor  would  prefer  to  answer  that.*  But  the  Bank 
obviously  has  considerable  influence,  and  may  from  time 
to  time  exert  it. 

138.  Chairman:  Paragraph  12  is  to  some  extent  a 
repetition  of  an  earlier  paragraph,  I think.  You  say: 

“ If,  for  example,  Treasury  Bills  sold  by  the  Govern- 
ment are  taken  up  by  the  banks,  the  banks’  liquid 
assets  will  be  unchanged  in  total  since  they  will  merely 
have  exchanged  one  liquid  asset,  cash,  for  another. 
Treasury  Bills.” 

That  sort  of  phrase  occurs  from  time  to  time.  What  do 

you  understand  by  “ sold  ” in  that  connection? ^There 

are  two  ways ; one  by  offering  Bills  at  a tender  ; and  we, 
on  behalf  of  the  Departments,  may  from  time  to  time  sell 
Bills  in  the  market  to  mop  up  an  excess  of  cash.  That  is 
a comparatively  rare  occurrence. 

139.  But  offering  Bills  at  tender,  what  I call  issuing, 

is  covered  by  the  word  “ sold  "? Yes. 

140.  Professor  Cairncross:  Are  you  in  a position  to 
advise  us  how  far  Treasury  Bills  are  held  outside  the 

discount  market? ^I  think  our  information  on  that  is 

imperfect,  although  nowadays  it  is  pretty  clear  that  there 
are  substantial  holdings  outside  the  baling  system  and 
the  discount  market.  The  Bill  has  certainly  become  more 
popular  with  outside  holders  since  the  rate  of  interest  has 
become  more  attractive,  and  its  convenience  is  becoming 
known  to  people  who  did  not  know  of  it  before. 

141.  It  is  a total  variable  within  fairly  wide  limits? 

Yes,  within  wide  limits. 

142.  Clearly,  if  the  amount  of  outside  holdings  could 

be  kept  steady  and  was  known  to  you,  your  task  of  manage- 
ment would  be  simplified? The  existence  of  outside 

holders  and  the  fact  that  Bills  they  already  have  may  vary 
very  much  in  amount  is  an  additional  complication  in 
this  system  of  credit  control. 

143.  Sir  Reginald  Verdon-Smith:  Are  Bills  freely 

negotiable? Mr.  Hollom:  They  are  in  general  bearer 

documents. 

144.  Chedrman : What  is  the  significance  of  an  increasing 

disposition  for  Treasury  Bills  to  be  held  outside  the  banks 
and  the  discount  houses? Assuming  that  the  Govern- 

ment is  issuing  Bills  as  it  requires,  and  assuming  also 
that  this  will  not  for  the  time  being  inflate  the  total 
of  Treasury  Bills  in  the  market,  then  the  more  that  were 
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taken  up  by  holders  outside  the  banks  and  the  discount 
market,  the  more  that  would  reduce  bank  deposits  and 
bank  liquidity,  since  outside  holders  would  pay  cash  for 
them  from  their  banking  accounts  to  the  Exchequer, 
getting  Bflls  in  exchange.  It  is,  so  to  speak,  very  short- 
term funding.  It  has  the  same  effect  temporarily  as  would 
be  had  by  selling  long-term  Government  securities  to 
members  of  the  public. 

145.  It  is  a 91-days  funding,  and  has  no  very  great 

significance? Mr.  O'Brien:  For  the  time  being  it  can 

have  a great  significance,  but  it  does  not  give  us  any 
assurance  that  it  is  going  to  continue. 

146.  Professor  Cairncross : You  were  telling  us  in  effect 
that,  if  you  could  disregard  non-bank  holders,  monetary 
policy  would  really  be  settled  by  the  Government’s  short- 
term borrowing  operations.  If  the  supply  of  money  is 
governed  by  the  liquidity  ratio,  and  liquid  reserves  are 
governed  by  the  issue  of  Treasury  Bills,  and  these  are  held 
excltisively  by  the  banks,  then  the  total  output  of  Treasury 
BiUs  dictates  the  sura  of  money.  It  is  important  to  know 
whether  this  chain  is  broken  or  not,  and  if  it  is  bow  it 
is  broken,  by  the  possibility  of  Treasury  Bills  being 
bought  by  other  purchasers ; if  these  purchases  are  large 
or  variable,  does  not  that  reduce  ffie  degree  to  which  the 

policy  of  the  Government  dictates  the  money  supply? 

They  have  from  time  to  time  recently  been  very  sub- 
stantial. They  are  certainly  variable.  I agree  liiat,  if  that 
could  be  excluded,  it  would  be  a simple  question  of 
Government  borrowing  dictating  what  could  be  done  in 
the  field  of  credit  control.  I believe  it  very  largely  is  now. 

It  may  be  a defect — a wart  on  the  system — ^but  it  is  no 
more  than  that. 

147.  Professor  Sayers:  I understand  that  there  are 
figures  showing  the  distribution  of  the  holding  of  Treasury 
Bills  between  banks,  discount  houses  and  other.s.  I 
believe  that  those  figures  show  that  over  the  last  two  years 
the  variations  in  the  holdings  by  others  have  run  into 
hundreds  of  millions.  May  we  have  those  figures  put 

before  us? 1 would  like  to  reserve  that,  if  I may.  I 

do  not  know  to  what  extent  they  are  available.  I would 
like  to  refer  back.f 

148.  Chairman:  If  you  would.  The  question  has  been 
put  whether  these  particulars  can  be  supplied.  Can  you 

let  us  know  in  due  course? Yes.  I did  not  mention 

that  a very  substantial  element  in  the  outside  holders  is 
the  overseas  central  banks. 

149.  Professor  Sayers:  If  you  have  the  split  between 

such  holders  and  offiers,  may  we  have  it? ^Yes. 

150.  Chairman:  And  the  overseas  central  banks  are 
people  for  whom  the  Bank  of  England  would  be  acting 

in  making  application? ^Yes ; we  would  buy  bills  on 

their  behalf  at  the  tender.  We  rtin  their  Treasury  Bill 
portfolios  for  them  in  so  far  as  toey  bank  with  us. 

151.  Professor  Cairncross:  If  they  were  the  only  element 
holdings  bills  outside  the  banking  system  your  job  would 
be  governed  entirely  by  the  Government’s  borrowing 

operations  and  foreign  central  banks? Yes,  but  they 

are  not  the  only  ones  by  any  means. 

152.  Chairman:  Paragraph  13.  Paragraph  14.  Para- 
graph 15? — Sir  John  Woods:  I have  just  one  question 
on  this  paragraph.  In  paragraph  5 you  discuss  various 
stages  of  action  by  the  banks  if  they  are  in  trouble  over 
the  liquidity  ratio.  There  you  say: — . . it  may  sell 
securities  and  eventually  encourage  customers  to  repay 
outstanding  advances  ”.  Here  you  say  that  their  most 
likely  action  is  “ either  to  sell  investments  or  slow  up 
in  granting  advances  ”.  Do  I take  it  that  the  governing 
words  are:  “If  sufficient  pressure  is  put  on  the  banks’ 
liquidity  ratios  . . . ? ” Judging  from  paragraph  5 it  is 
when  they  get  really  alarmed  about  the  position  that  they 

sell  securities  and  try  to  pull  in  advances? Mr. 

O’Brien : Yes.  When  I say  it  is  reaDy  getting  serious,  I 
think  anything  at  all  below  the  30  per  cent,  they  would 
regard  as  serious  and  we  would  encourage  them  to  regard 
it  as  serious. — Mr.  Hollom:  There  is  also  the  difference 
that  the  last  .part  of  paragraph  5 is  looking  at  the  position 
of  an  individual  bank.  It  may  be  able  to  ease  its  individual 
position  by  in  effect  transferring  its  difficulties  to  some- 
one else,  whether  that  bank  is  equally  in  difficulties  or 
in  a more  comfortable  position.  Paragraph  15  is  speak- 
ing of  a shortage  or  pressure  on  the  banks  as  a whole. 

t See  Appendix  to  Minutes  of  Evidence,  note  to  Qn.  2248,  and 
Memoranda  of  Evidence  Part  I Appendix  2. 
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153.  Lord  Harcourt:  And  of  prolonged  pressure?  As 

I understand  it,  paragraph  5 was  talking  rather  about  the 
day  to  day  position  perhaps  in  one  or  two  banks ; para- 
graph 15  is  talking  about  a prolonged  pressure  from  which 
any  particular  bank  or  banks  can  see  no  immediate  relief 
without  taking  steps  to  reduce  their  difficulties? Pres- 

sure which  threatens  to  be  prolonged,  looking  ahead. 

154.  Chairman'.  We  should,  I suppose,  link  paragraphs 

15  and  16  together  so  far  as  your  argument  goes? Mr. 

O’Brien:  Certainly. 

155.  There  is  no  strong  reason  why  the  banks  should 

not  be  ready  to  sell  investments. ^No. 

156.  Mr.  Woodcock:  I have  a question  on  paragraph 
16.  How  would  you  define  an  investment  other  than 

short-dated  Government  stock? ^The  banks  would 

regard  as  an  investment  any  Government  stoci  outside 
a Treasury  Bill,  from  the  shortest.  This  year’s  per 
cent.  Serial  Funding  Stock,  which  matures  on  14th  Novem- 
ber, is  an  investment  from  the  banks’  point  of  view, 
although  now  it  has  little  more  than  three  months  to  run, 
and  is  therefore  from  the  point  of  view  of  liquidity  not 
much  worse  than  a Treasury  Bill 

157.  Is  that  the  limit  of  their  investments? ^Their 

investments  are  not  only  Government  securities,  although 
preponderantly  so. 

158.  Have  you  any  idea  what  they  are? 1 think 

that  any  question  on  the  details  of  this  ought  to  be 
addressed  to  the  bankers  themselves.  Clearly  they  have 
other  investments  than  Government  securities. 

159.  Professor  Cairncross:  Is  it  possible  for  the  Bank 
to  supply,  or  do  you  collect,  figures  of  their  investments 
divided  between  short-dated  and  long-dated,  for  instance 

for  less  than  five  years  and  more  than  five  years? 

I do  not  believe  we  have  that  information. 

160.  May  I also  ask  about  the  figures  in  paragraph  16? 
From  these  it  would  seem  that  liquid  assets  must  currently 
be  about  36  per  cent.  At  any  rate  liquid  assets  at  the 
moment  are  clearly  much  higher  than  they  were  before 

the  war,  when  they  seem  to  have  been  29  per  cent,? 

I have  not  any  figures  with  me  for  liquidity  stretching  back 
earlier  than  the  war. 

161.  I was  not  wanting  to  push  the  comparison.  I 
meant  merely  that  it  would  seem  that,  when  the  banks  are 
faced  with  the  situation  they  are  now  faced  with,  in  which 
they  cannot  increase,  or  are  not  supposed  to  increase,  their 
advances,  they  clearly  do  not  automatically  add  to  their 
investments,  but  prefer  to  let  their  liquidity  ratio  rise. 
Are  there  any  general  rules  in  this?  It  would  seem  this 
is  what  has  happened  and  it  does  usually  happen,  but 
are  they  just  as  reluctant  to  buy,  for  instance,  as  they 

are  to  sell? 1 should  think  that  is  probably  true.  It  is 

demonstrated  by  the  fact  that  their  investments  do  not 
go  up.  If  their  investments  were  to  go  up,  while  at 
the  same  time  they  maintained  a hold  on  their  advances, 
as  they  have  been  requested  to  do,  their  liquidity  of  course 
would  go  down. 

162.  So  when  the  banking  system  is  invited  not  to 
make  advances,  it  does  not  do  what  perhaps  would  suit 
the  Government  in  some  ways,  buy  Government  bonds? 
It  is  not  doing  it  at  the  present. 

163.  Lord  Harcourt:  I have  just  one  small  point 
following  on  Mr.-  Woodcock’s  question  about  what  is  an 
investment  and  what  is  not.  Am  I right  in  thinking  that 
a British  Government  bond  having  less  than  91  days  to 

run  to  maturity  is  counted  as  a Bill? ^In  the  bank’s 

statements,  it  is  counted  as  an  investment  right  up  to 
maturity,  even  though  it  has  less  than  91  days  to  run. 

164.  Sir  John  Woods  : Is  that  the  same  thing  as  saying 

that  any  Government  paper  that  is  not  a Treasury  Bill 
is  an  investment? ^Yes. 

165.  Professor  Sayers  : A few  years  ago — I cannot 
remember  how  many — the  banks  differed  in  their  practice 
in  this  respect.  Some  did  it  one  way,  some  the  other 
way.  TOen  did  the  practice  as  you  have  stated  it  become 
the  universal  practice?  There  has  obviously  been  a 

change. 1 think  that  that  is  a question  for  the  banks. 

The  present  system  has  been  in  operation  as  long  as  I 
have  been  with  fliese  things,  which  is  admittedly  not  a 
very  long  time.  I could  not  put  a date  on  it,  if  they 
have  changed  it. 
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166.  I wondered  if  any  change  was  associated  with  the 
provision  of  more  information  for  the  Bank  of  England  ; 
whether  the  Bank  of  England  now  gets  more  information 

about  the  holdings  of  ffie  banks? 1 cannot  say  what 

may  have  happened  at  an  earlier  time. 

167.  May  I ask  one  final  question  about  the  present 

position?  What  information  does  the  Bank  of  England 
now  receive  from  the  clearing  banks  about  their  invest- 
ments?  1 should  like  to  take  that  one  away,  Mr. 

Chairman ; you  see,  the  banks  are  our  customers. 

168.  Chairman:  I do  not  want  -you  to  plunge  into  hny- 
thing,  but  we  should  like  to  follow  it  up.  In  so  far  as  a 
bank  treats  what  is  almost  short-term  money — that  is,  a 
Government  bond  which  is  nearly  mature — as  an  invest- 
ment, it  really  has  a greater  liquidity  ratio  than  appears? 

^It  is  an  easy  way  of  reinforcing  its  liquidity  whenever 

it  is  threatened. 

169.  It  would  not  appear  from  its  statement  that  it  had 

this  extra  liquidity? Not  from  the  bald  statement. 

170.  Professor  Cairncross:  Would  it  not  also  follow 
that,  if  there  had  been  any  change  in  maturity  of  invest- 
ments, the  statement  might  be  entirely  misleading,  not 
only  on  the  liquidity  ratio  ; the  investment  portfolio  could 

change  radically  but  that  would  not  appear? ^You 

mean  it  might  be  substantially  shorter?  It  could  be  so. 

171.  Chairman:  Would  it  be  important  to  the  Bank 

of  England  for  the  monetary  operations  which  it  tries  to 
carry  out  to  know  how  the  banks’  investments  were  distri- 
buted?  1 think  the  Government  is  already  aware,  at 

least  in  general  terms,  that  the  banks  hold  large  port- 
folios of  short-dated  Government  securities  which  give 
them  a comparatively  painless  means  of  reinforcing 
liqitidity  when  it  comes  under  pressure,  less  unpalatable 
to  them  than  reducing  advances.  Indeed  in  1955  we 
had  a practical  demonstration  of  the  banks  keeping  their 
liquidity,  at  a time  when  we  were  able  to  press  down  con- 
sistently and  for  some  months,  up  to  the  30  per  cent, 
by  selling  a great  many  securities  and  not  reducing  their 
advances. 

172.  Mr.  Jones:  Would  it  be  possible  for  a bank  to 
give  credit  or  to  make  investments  in  excess  of  70  per 
cent,  of  its  deposits,  when  it  bad  30  per  cent,  of  its 

deposits  in  cash  or  liquid  assets? ^They  could  do  so  if 

they  were  prepared  to  see  the  30  per  cent,  reduced  to 
some  lower  percentage,  but  in  practice  they  do  not 
willingly  do  so,  although  from  time  to  time  liquidity 
ratios  do  go  down  below  30  per  cent. 

173.  But  by  book-keeping  arrangements  and  the  rest 

what  can  the  banks  do? 1 do  not  quite  understand ; 

in  a sense  it  is  aU  book-keeping. 

174.  But  must  there  be  pound  for  pound  of  deposits 

to  investments? ^Pound  for  pound  of  liabilities  as 

against  assets,  certainly. 

175.  Professor  Sayers:  Might  I come  back  to  this  point 
of  the  short-dated  Government  stock  held  by  the  banks? 
The  last  sentence  of  your  memorandum  loo^  really  terri- 
fying as  it  stands.  It  looks  as  though  there  is  this  huge 
volume  of  maturities  growing  every  year  for  the  next 
five  years,  and  it  looks  almost  as  though,  no  matter  what 
could  be  done  this  year,  next  year  would  be  just  as  bad. 
I want  to  put  it  to  you  whether  ffiings  are  really  as  bad 
as  that  If  one  year’s  maturities  could  be  really  success- 
fully dealt  with  that  would  mean  a £600  million  or  £900 
million  reduction  in  the  liquid  assets  of  ffie  financial 
system  as  a whole.  If  you  had  that  “ once  for  all  ” reduc- 
tion in  liquidity,  by  some  extraordinary  manoeuvre,  would 
not  the  maturities  in  the  succeeding  years  lose  most  of 

their  worry? Some.  We  attempted — or  in  fact  did — 

such  an  operation  in  1951  with  our  Serial  Funding  Stocks. 
We  went  straight  to  the  liquid  assets.  Treasury  BiOs,  and 
funded  those  in  a series  of  stocks  maturing  in  one,  two 
or  three  years.  It  gave  us  a breathing  space,  and  it  did 
help  us,  and  I agree  that  if  we  could  get  rid  of  one  year’s 
maturities,  perhaps  even  in  a more  drastic  way,  it 
would  certainly  help. 

176.  In  that  the  succeeding  years’  maturities  would  be 
readQy  replaced  by  short-term  securities  for  which  the 
financial  system  would  have  a big  appetite,  if  you  deprived 
them  of  six  or  seven  or  eight  hundred  millions  one  year  by 

a “ once  for  all  ” operation? This  year,  in  dealing  with 

the  two  rnaturities  of  15th  June  last,  totalling  in  all  some 
£400  million,  we  did  do  something  of  that  sort.  Previously 
we  had  sold  longer-dated  stocks,  which  enabled  us  not 
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to  make  a conversion  offer  for  those  securities  at  all,  but 
merely  to  issue  £100  million  of  the  per  cent.  Conversion 
Stock  1962  to  replace  the  balance  on  the  market. 

177.  Professor  Sayers:  Would  it  not  be  fairer  to  say 

that  so  far  you  have  succeeded  in  bolding  the  line?  I am 
suggesting  that  if  by  some  extraordinary  operation  you 
could  reduce  the  supply  of  liquid  assets  in  the  entire 
financial  system  by  £600  million  to  £1,000  million  in  one 
year,  then  the  maturities  of  the  succeeding  years  would 
not  be  so  frightening? 1 agree. 

178.  Is  not  the  last  sentence  much  more  frightening  than 

it  need  be? It  is  frightening.  It  is  a constant  pre- 

occupation each  year  when  the  problems  of  the  year  itself 
are  so  greatly  increased  by  the  need  to  refund  a large 
block  of  maturing  slocks. 

179.  And  the  worries  of  these  constant  maturities  arise 

from  the  relatively  short  periods  of  the  issues? Yes. 

180.  If  we  could  shake  ourselves  free  of  this  inheritance 

in  one  year,  should  we  not  be  out  of  our  troubles  so  far 
as  the  difficulty  of  controlling  the  banking  system  is  con- 
cerned?  1 would  question  whether  being  completely 

successful  in  one  year  would  be  sufficient  to  bring  us  into 
calm  waters  entirely.  I think  we  would  have  to  do  better 
than  that. — Mr.  Hollom : Even  your  one-year  assumption 
is  a fairly  remarkable  assumption. 

181.  I was  making  a supposition  in  which  Mr.  O’Brien 
is  perhaps  reluctant  to  follow  me — that  there  was  some 

extraordinary  operation? Mr.  O’Brien:  I do  not  think 

we  are  permitted  to  ask  you  how  it  could  be  done! 

182.  If  by  some  drastic  operation  one  year’s  maturities 

were  really  out  of  the  way,  then  the  deprivation  of  liquidity 
in  the  financial  system  would  be  enough  to  put  you  in 
control,  despite  the  continuing  maturities  of  the  follow- 
ing years — that  is  all  I am  suggesting? 1 would  agree 

that,  if  it  could  be  achieved,  it  would  be  well  worth 
achieving.  I do  not,  I confess,  see  how  it  could  be 
achieved.  I would  not  like  to  say  that  I agree  that  it 
would  solve  the  problem. 

183.  Professor  Cairncross:  What  relevance  has  the  30 

per  cent,  ratio?  It  appears  to  be  your  experience  that 
the  banks  have  large  liquid  investments — will  call  them 
investments  but  from  their  point  of  view  they  are  just 
as  good  as  Bills,  or  very  nearly — and  they  are  able  to  and 
do  sell  some  of  these  Bills  whenever  the  squeeze  is  put  on 
them.  Does  that  mean  that  the  liquidity  ratio  is  a flexible 
one,  and  to  a certain  extent  not  really  any  more  a mini- 
mum than  the  8 per  cent.? ^It  means,  I think,  that  the 

degree  of  control  theoretically  available  to  us  by  operating 
on  a 30  per  cent,  ratio  is  very  much  diminished  at  ffie 
present  time  by  the  existence  of  these  short-term  Govern- 
ment securities.  If  we  could  get  ourselves  into  a poiution 
in  which  the  more  normal  distribution  between  investments 
and  advances  was  achieved,  assuming  it  is  the  desire  of  the 
banks  to  go  back  to  such  a distribution,  and  if  the  invest- 
ments did  not  consist  of  so  much  short-term  Government 
stock,  then  obviously  it  would  be  far  easier  to  work  on 
the  30  per  cent,  ratio. 

184.  Let  me  put  a supplementary  point  to  you.  Clearly 
if  you  are  operating  to  restrict  bank  advances  the  banks 
may  be  disposed  to  put  some  of  their  money  into  short- 
term investments,  but  certainly  not  long-term  if  they  can 
avoid  it.  You  might  find  that  the  tighter  you  squeezed 
them  on  their  advances,  the  more  their  portfolio  of  short- 
term investments  was  expanded  in  compensation,  and  the 
scope  for  control  by  pressing  them  on  liquidity  would  be 

still  further  diminished? If  we  were  successful  in 

squeezing  the  banks’  advances  I think  we  would  be  less 
concerned  about  the  extent  of  their  short-term  investments. 

185.  You  would  not  be  interested  in  the  money  supply? 
We  are  interested  in  the  money  supply,  yes. 

186.  But  you  think  that  the  nub  of  the  matter  is  bank 

advances? Not  entirely.  Even  if  advances  were  re- 

stricted and  the  banks  had  such  excess  liquidity  that  they 
were  able  to  expand  their  investments,  that  might  not  be 
desirable. 

187.  There  is  a theory  that  if  people  can  get  money  else- 

where, if  there  is  enough  money  around  and  you  deprive 
the  banks  of  the  chance  of  lending  money,  then  people  go 
elsewhere? You  mean  that  the  banks  might  buy  in- 

vestments and  leave  the  money  with  other  people  to  lend, 
instead  of  lending  it  themselves? 

188.  Quite  so.  And  the  amount  of  money  in  the  system 
would  not  be  determined  by  Treasury  Bills,  but  would  be 


supplemented  in  a way  that  is  difficult  to  gauge? you 

mean  it  is  highly  desirable  that  we  should  get  ourselves 
into  a position  to  make  the  30  per  cent,  really  effective, 
of  course  I agree.  That  is  to  say,  we  should  not  only 
squeeze  bank  advances  but  bank  deposits  in  total. 

189.  Yes,  but  I was  asking  whether  the  banks  were  not 
able  to  replenish  the  30  per  cent.,  as  they  do  the 

8 per  cent.,  out  of  their  liquid  assets? Mr.  O'Brien: 

The  significance  of  30  per  cent,  is  reduced  by  the  fact  that 
it  can  be  nowadays  so  easily  replenished. — Mr.  Hollom: 

I think  part  of  the  answer  to  Professor  Cairncross  is  that 
the  approach  toward  the  30  per  cent,  forces  the  banks  to 
take  action.  The  action  they  take  may  be  to  _ reduce 
advances,  or  it  may  be  to  sefi  investments,  but  either  of 
those  would  reduce  deposits,  and  hence  the  money  supply. 

— Professor  Cairncross:  I was  .putting  it  on  a par  with 
what  happens  if  you  reduce  cash  reserves  to  8 per  cent. 

I wondered  if  we  were  not  in  danger  of  swinging  from 
one  theology  of  8 per  cent,  to  another  theology  of  30  per 
cent. 

190.  Chairman:  There  is  only  one  final  question.  You 
call  this  paper  “ The  Control  of  Bank  Credit  in  the  United 
Kingdom.”  Have  you  any  opinion  with  regard  to  the 
raising  of  interest  rates  on  advances  as  a supplement  to 

raising  Bank  Rate? ^This  is  intended  as  a paper  on  the 

mechanics  of  this  fairly  limited  subject.  The  subject  of 
interest  rates  generally  is  covered  by  a separate  paper 
which  I think  will  be  in  your  hands  this  morning,  dealing 
with  some  gener^  considerations  and  with  the  influence 
of  interest  rates. 

191.  Chairman:  The  next  paper  is  “The  London  Dis- 

count Market  ” — Paper  No.  5*.  Are  there  any  questions 
on  paragraph  1?  Paragraph  2?  Paragraph  3?  Para- 
graph 4? Sir  John  Woods:  I have  a question  on  the 

last  sentence  of  this  paragraph : “ When  Bank  Rate  is 
5 per  cent.,  normal  day  to  day  money  rates  will  be  from 
3i-4  per  cent.”  Is  that  the  rate  at  which  the  discount 
market  borrows  from  the  banks,  the  day  to  day  rate? 

From  the  banks  and  other  lenders,  yes.  At  the 

moment,  for  instance,  the  clearing  banks’  call  money  rate 
is  3i  per  cent.,  while  £3  17s.  per  cent  is  the  Treasury  Bill 
tender  rate.  Market  dealings  in  bills  vary  from  3|  per 
cent.,  to  3|f  per  cent,  according  to  the  length  of  the  life 
of  the  Bill. 

192.  Sir  Reginald  Verdon-Smith:  With  regard  to  the 

words  in  brackets  in  the  middle  of  paragraph  4;  “(The 
smaller  firms  on  the  fringe  of  the  market  do  not  have 
access  to  borrowing  at  the  Bank.)  ”,  is  the  market  com- 
pletely conventionaUy  stabilised? ^There  are  now  twelve 

firms  which  have  access  to  the  Bank  of  England,  and 
there  has  been  no  recent  change,  but  I would  not  say 
that  change  is  impossible.  The  number  of  firms  in  the 
market  has  varied  a great  deal  over  the  years.  Our  object 
has  been  to  make  sure  that  the  market  is  adequate  to 
perform  its  function,  and  we  have  in  the  past  encouraged 
various  firms  to  strengthen  their  position,  and  I think 
further  firms  have  been  added  in  order  to  provide  adequate 
facilities.  There  is  nothing  holy  about  the  present  figure 
of  twelve. 

193.  Mr.  Jones:  When  it  is  not  at  your  initiative,  but  at 
the  initiative  of  people  who  are  t^ing  to  build  up  business, 
what  are  the  entrance  qualifications  that  you  require  for 
the  privilege  of  access  to  borrowing,  which  I suppose 

means  having  a discount  account  at  the  bank? The 

Discount  Market  Association  would  have  to  say  that  they 
would  be  prepared  to  accept  them  as  members  of  the 
discount  market.  I think  that  we  would  have  to  agree 
that  additional  facilities  in  the  market  were  desirable,  and 
to  be  satisfied  with  the  financial  standing  and  resources 
of  any  new  entrant. 

194.  Has  it  been  a long  tradition  for  there  to  be  twelve 

bouses  in  this  particular  field? Not  all  that  long. 

When  the  Macmillan  Committee  was  sitting  it  was  almost 
double  that  number. 

195.  Chairman:  But  probably  to  some  extent  smaller 

concerns? Yes,  I think  so. 

196.  Sir  Reginald  Verdon-Smith : Is  there  any  particular 
characteristic  about  the  market  which  makes  it  desirable 
from  your  point  of  view  that  it  should  be  larger  or  smaller, 

or  that  the  firms  in  it  should  be  larger  or  smaller? 1 

think  the  only  considerations  are  that  we  should  wish  them 
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to  be  capable  of  .perfomiing  efficiently  the  functions 
which  they  exist  to  perform. 

197.  Do  you  consider  that  twelve  houses  of  about  the 

present  s^  do  the  job  adequately? Mr.  O'Brien:  I 

would  think  so. — Mr.  Hollom : There  was  a movement 
amongst  the  discount  houses  after  the  war  to  increase  their 
capital,  which  bad  been  rather  overtaken  by  the  increase 
in  the  volume  of  business  they  handled,  particularly  during 
the  war  years. 

198.  Mr.  Woodcock:  Shall  we  be  getting  any  informa- 
tion on  their  capital? Mr.  O'Brien : I think  that  it 

would  be  right  for  you  to  ask  the  discotint  houses  that 
when  they  come. 

199:  Professor  Cairncross:  Have  there  been  any  amal- 
gamations since  the  war  between  discount  bouses? 

Yes. 

200.  There  is  no  convention  among  the  discount  houses, 
as  there  is  among  the  clearing  banks,  that  Government 

approval  should  be  necessary  for  any  amalgamation? 

I do  not  thinV  so,  no. 

201.  The  number  might  drop  to  the  point  where  you 
were  perplexed? — —Mr.  O’Brien : That  might  happen. — 
Mr.  Hollom:  1 think  it  is  fair  to  say  no  amalgamation 
would  take  place  without  our  being  approached  before- 
hand, because  the  amalgamated  firm  would  want  to  be 
certain  ±at  its  discounting  facilities  would  continue. 

202.  Chairman : i suppose  we  can  get  from  the  discount 
houses  when  we  see  them  the  order  of  magnitude  of  their 

different  branches  of  operation? Mr.  O'Brien:  Yes. 

I have  some  such  information  available,  but  it  might  be 
better  to  get  it  from  them. 

203.  There  is  no  doubt  that  the  bulk  of  the  business  is 

in  Treasury  Bills? ^That  forms  a large  part  of  it,  but  the 

short  bond  business  is  at  least  equally  as  large. 

204.  Sir  John  Woods:  Could  I ask  for  a personal  ex- 
pression of  opinion  on  one  point,  and  that  is  about  the 
commercial  bills?  It  is  sometimes  loosely  said  outside 
that  so  far  as  the  commercial  bills  are  concerned  the 
discount  market  does  not  matter  at  all.  You  say  here 
in  paragraph  5 that  its  role  is  “ important  in  the  finance 
of  commerce  but  less  significant  nowadays  from  the  point 
of  view  of  monetary  policy,”  I take  it  that  in  general  the 
amount  of  business  they  do  in  commercial  bills  is  less 
than  it  used  to  be,  but  do  you  feel  they  are  an  important 

element? It  is  less  important  relatively,  but  still  very 

large  ; I would  say  that  they  are  a very  important  element 
in  the  marketing  of  commercial  bills. 

205.  Professor  Sayers:  Does  this  phrase  “important  in 
the  finance  of  commerce  ” mean  that  the  biUs  handled  by 
the  market  represent  a large  amount  in  terms  of  money,  or 
does  it  mean  that  if  there  were  not  these  facilities  for  the 
discounting  of  bills  the  traders  concerned  would  have 

serious  difficulty  in  getting  finance? ^The  market  is 

important  not  only  because  the  amount  is  still  important, 
but  also  because  where  a market  does  not  exist  it  is  always 
more  difficult  for  people  who  have  to  dispose  of  bills,  or 
any  commodity,  to  have  their  needs  met  efficiently. 

206.  But  if  the  discount  market  suddenly  disappeared 
would  the  people  who  are  now  getting  the  money  exper- 
ience any  real  difficulty  in  getting  the  finance  from  the 
banks?  Is  the  discount  market  important  in  this  sense? 
1 think  the  system  woiild  be  more  clumsy,  and  there- 
fore there  would  be  increased  difficulty. 

207.  Professor  Cairncross : I thought  your  general  con- 
tention in  the  paper  was  that  if  the  discount  market  did 
not  exist  it  would  be  necessary  to  invent  it,  and  if  it  was 
not  operated  independently  it  would  be  operated  as  an 
auxiliary  by  the  banks  themselves.  Do  you  think  they 

would  have  to  create  institutions  for  this? lastitutioos 

or  departments  ; they  would  have  to  assemble  experts  to 
look  after  the  business. 

208.  Mr.  Woodcock:  Would  you  want  all  the  business 

done  in  the  same  way? ^Yes ; after  all,  if  the  banks  did 

not  hold  a substantial  portion  of  their  assets  in  the  form 
of  call  money  they  would  have  to  invest  it  in  something 
else,  presumably  in  Treasury  Bills,  short  bonds  and  com- 
mercial bills,  which  at  the  present  the  discount  market 
hold  and  manage  in  effect  for  them. 

209.  Mr.  Jones:  Is  each  of  these  twelve  discount  houses 

separately  capitalised? ^Yes. 

[The  witnes. 

(Adjourned  i 
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_ 210.  To  what  extent,  if  any,  have  the  banks  an  interest 

in  that  capital? think  that  is  something  which  they 

should  be  asked ; I could  not  answer  it. 

211.  Professor  Sayers:  To  go  back  to  this  question  of  the 
finance  of  commerce,  which  has  an  independent  impor- 
tance. You  say  they  are  important  in  the  services  they 
pve  Supposing  they_  were  not  there;  are  not  the  big 
banks  quite  familiar  with  the  business  of  discountiug  bills 

of  exchange? ^Tbey  are  familiar  with  it  because  they 

are  the  people  who  buy  them  in  the  end. 

212.  From  the  discount  market? ^Yes. 

213.  And  therefore  if  you  had  not  got  the  very  finely 
organised  facilities  of  the  discount  market  in  this,  each 
bank  would  have  to  have  an  enlargement  of  its  own 
existmg  department,  and  the  finance  of  commerce  would 

m effect  be  available  just  the  same? Mr.  O'Brien: 

It  would  be  available,  tout  I question  “ just  the  same 

I think  it  would  be  less  efficiently  performed. — Mr. 
Hollom:  You  would  still  have  your  buyers  and  sellers! 
Whether  the  sellers  and  the  buyers  could  efficiently  get 
together  wiffiout  an  intermediary  is  a matter  of  opinion. 
Our  feeling  is  that  the  intermediary  serves  a useful  purpose. 

214.  Lord  Harcourt : It  would  necessitate  the  seller  of  a 

bill  ha'isiking  it  around  until  he  could  find  a buyer? ^He 

would  have  to  find  a buyer  who  wanted  a bill  of  that 
length,  at  that  price,  and  of  that  quality,  and  perhaps 
dealing  with-;-or,  I will  put  it  in  the  negative,  not  dealing 
wffi  ^ particular  trade  in  which  the  buyer  had  already 
invested  a considerable  amount  in  bills. 

215.  Professor  Sayers:  You  assume  all  the  time  that 

the  business  would  continue  to  be  financed  by  the  dis- 
counting of  bills.  Is  it  in  fact  necessary  to  assume  that? 
Is  not  a great  deal  of  similar  business  done  by  ordinary 
bank  advances? Mr.  O'Brien:  Yes. 

216.  And  is  there  anything  peculiar  to  the  business  that 
is  now  done  by  the  discounting  of  bills  that  would  make 

the  other  system  clumsy? 1 should  have  thought  that 

the  _ financing  _ of  the  movement  of  goods  was  very 
efficiently  carried  out  on  the  bill  of  exchange,  although 
undoubtedly  some  of  that  business  would  move  over  to 
bank  advances  if  the  facilities  for  dealing  with  bills  of 
exchange  became  more  clumsy  and  less  attractive.  I 
should  have  thought  that  would  be  a pity. 

217.  But  if  the  bill  method  of  finance  has  been  so 

efficient  for  that  kind  of  business,  why  is  it  that  it  has 
lost  ground  so  in  just  that  kind  of  business  in  most  trades 
over  the  last  seventy  years? That  is  true. 

218.  Sir  John  Woods:  Would  you  think  that  the  com- 
mercial bill  had  a special  virtue  as  against  other  methods 

of  financing  in  the  export  trade? 1 think  that  in  the 

past  it  has  been  regarded  as  giving  a good  security  to 
both  parties  and  has  been  regarded  as  a convenient 
method  of  financing  the  movement  of  goods,  but  I agree 
of  course  that  it  has  diminished  in  importance. 

219.  Professor  Sayers:  This  was  a system  that  grew 
up  when  banks  wanted  to  shift  their  assets  much  more 
ou  to  other  sources  of  finance.  Now  they  do  not,  and 
as  a consequence  of  that  the  discount  business  has  tended 
to  decline.  In  most  trades  it  has  gone  right  out.  I was 
trying  to  discover  whether  there  is  any  peculiarity  about 
the  facilities  required  by  those  trades  which  still  continue 
to  use  it  that  would  make  it  awkward  for  the  bank 

advances  to  take  over  completely? Mr.  O'Brien:  I 

suggest  that  the  accepting  bouses  are  the  people  in  the 
first  instance  to  ask  about  that,  not  even  the  discount 
houses  who,  after  all,  are  brokers.— Mr.  Hollom:  One 
assumption  that  it  seems  reasonable  to  make  is  itihat  those 
who  use  bills  find  them  cheaper. 

220.  Professor  Cairncross : What  about  those  who  have 

given  up  using  them? -Mr.  Hollom:  Presumably  they 

have  not  found  them  cheaper, — Mr.  O'Brien:  From  time 
to  time  they  certainly  have  not  been  cheaper,  and  that  has 
led  to  a switch. 

221.  I was  thinking  of  the  long  period  between  the  two 
wars  when  I should  judge  that  bills  were  generally  cheaper, 

but  nonetheless  they  seem  to  have  declhied  in  favour. ^ 

As  I say,  I think  the  accepting  houses  are  the  people  to 
question  on  that. 

222.  Chairman : I think  this  might  be  a good  moment 
to  break  off.  You  will  be  available  to  come  back  to  this 

paper  on  Tuesday,  16th  July? Yes.  Chairman:  Thank 

you  very  much. 

es  withdrew!) 

■nil  2.30  p.m.) 

B3 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


12 


COMMITTEE  ON  THE  WORKING  OF  THE  MONETARY  SYSTEM 


11  July  1957]  Mr.  C.  F.  Cobbold,  Mr.  H.  C.  B.  Mynors,  Mr.  L.  K.  O’Brien  and  Mr.  J.  Q.  Hollom  {Continued 


C F Cobbold  Eso  Governor  H C.  B.  Mynors,  Esq,,  Deputy  Governor,  L.  K.  Esq.,  Chief  Cashier, 

' ^and  J.’q.  Hollom,  Esq.,  Deputy  Chief  Cashier,  of  the  Bank  of  England,  called  and  examined. 


223.  Chairman ; Mr  Governor,  I wrote  to  you  explain- 
ing that  our  main  object  at  this  stage  was  to  work  through 
these  papers  paragraph  by  paragraph,  asking  our  ques- 
tions as  we  went  along,  to  enlighten_  ourselves,  but  not 
abstaining  from  comments  as  they  arise.  But  I do  not 
want  to  tie  you  down,  if  you  yourself  would  like  to  make 

any  introductory  statement  to  us. Mr.^  Cobbold:  You 

were  good  enough  to  see  the  Chief  Cashier  this  morning, 
but  if  I might  regard  myself  as  opening  for  the  Bank,  I 
would  like  to  re-state,  as  the  Chancellor  said  when  he  was 
announcing  the  appointment  of  the  Committee  in  the 


submitted  by  the  Court  and  not  by  the  Governors.  It 
may  be  that  the  Court  will  wish,  as  the  inquiry  proceed^s, 
to  supplement  or  modify  evidence  given  in  the  early 
stages  in  these  exploratory  discussions  by  Bank  witnesses, 
and  I think  the  exploratory  procedure  you  have  sugg«ted 
fully  covers  the  possibility  of  our  reappearmg  at  a later 
stage  to  amplify,  or  even  correct,  if  that  becomes 
necessary. 

224.  Chairman:  I am  much  obliged.  Shall  we  take 
Paper  2*,  paragraph  by  paragraph?  On  para^a^  2, 
what  is  the  statute  which  regulates  the  form  of  the  Bank 


House  Commons  of  England  very  much  Return,  and  what  is  its  date?.  ..  - 

welcome  thS  inquiry  We  felt  until  recently  that,  after  Charter  Act,  1844,  as  modified  by  the  Currency  and  Ba^ 

ae  ^Xavals  TheT»ar  pariod  and  tha  taadjnstaants  Notas  Act,  1928.  It  is  snbstantially  tha  tarn  of  18J1 

me  upneavais_  or  peucu  ^ cQTta.m  smaU  changes  in  1928  to  allow  of  the 


of  the  immediate  post-war  period,  there  had  not  been  a 
sufficient  experience  of  monetary  management  in  new 
conditions  to  warrant  a monetary  inquiry.  Now,  how- 
ever, we  are  some  twelve  years  from  the  end  of  the  war, 
and  it  is  some  six  years  since  we  started  to  operate  a 
more  flexible  monetary  policy ; and  the  Bank  have  relt 
that  an  inquiry  could  be  both  valuable  and  constructive. 
As  we  have  set  out  in  the  various  papers  submitted,  the 
conditions  in  which  we  are  now  operating  are  very 
different  from  what  they  used  to  be.  The  Bank  are  very 
conscious  that  both  policy  and  technique  in  this  held 
are  experimental,  and  feeling  its  way,  and  we  look  forward 
to  a great  deal  of  help  from  your  Committee.  The  Bank 
will  be  anxious  to  give  the  Committee  as  much  inforination 
as  it  properly  can,  and  we  hope  the  Committee  will  freely 
call  on  the  Bank  to  submit  further  papers,  if  they  can 
help  you,  and  any  evidence,  as  the  inquiry  proceeds. 

I would  like  to  add  three  points,  if  I may.  I under- 
stand, as  you  said,  Mr.  Chairman,  that  the  Committee 
wishes  these  first  hearings  to  be  introductory 
exploratory.  Tlie  discussions  at  this  stage  wiU,  I under- 
stand, noit  be  the  last  word  and  the  Bank  will  be  free 
to  return  later  on  any  points  of  importance.  I infer 
from  that— I hope,  correctly— that,  with  the  sort  of  pro- 
cedure you  are  contemplating,  if  Bank  witnesses  feel  in 
doubt  about  a question  the  Committee  would  prefer  them 
to  give  a considered  answer  later,  orally  or  in  wnting, 
rather  than  say  something  which  could  be  wrong. 

Chairman : That  is  so. 

Mr.  Cobbold:  Secondly,  and  this  is  I think  a point 
to  which  you  attach  great  importance,  I would  iike  just 
a word  of  clarification,  if  we  might.  I gather  that  the 
Committee’s  desire  is  in  general  that  all  evidence  given  to 
them  should  be  published.  I am  very  anxious  that  this 
consideration  should  not  interfere  with  the  freedom  with 
which  the  Bank  witnesses  will  want  to  give  evidence  to 
the  Committee.  There  are  certain  general  subjects  and 
certain  specific  points  on  which  I personally  and,  I thmk, 
my  colleagues,  would  not  think  it  in  the  national  interest 
to  talk  for  publication  quite  as  frankly  as  we  want  to 
talk  to  the  Committee.  I do  not  think  this  will  arise 
very  often.  I will  endeavour  to  draw  the  Committees 
attention  to  any  points  where  I think  it  is  going  to  arise. 
But  I would  just  ask  that  we  might  be  allowed  to  Icwk 
at  the  record  with  that  point  in  mind,  and  at  any  point 
where  we  feel  strongly  in  the  national  interest  that  pub- 
lication would  be  unsuitable,  we  might  ask  the  Committee 
to  consider  omission  of  that  from  the  public  record.  1 
ito  not  wish  to  make  too  much  of  this  point,  but  i am 
anxious  toat  Bank  witnesses  should  not  have  to  be  thinking 
all  the  time;  “is  there  anything  in  that  which  might  be 
damaging  in  the  public  interest  when  published”.  I do 
not  ask  for  more  than  an  understanding  that  we  may 
just  have  a look  through  the  record  on  this,  and,  if  there 
is  any  point  on  which  we  feel  vay  stron^y,  we  may 
make  representations  to  you. 

Chairman : Yes,  I think  we  may  take  it  that_  way  but, 

as  you  said,  I hope  those  occasions  will  be  exceptional.-; 

I think  they  should  be.  There  are  one  or_  two  subjects 


currency  note  issue. 

225.  Professor  Cairncross:  Do  you  think  the  dis- 

tinction between  the  Banking  and  Issue  Depax.tments,  made 
in  1844,  still  has  significance? ^Yes. 

226.  Chairman : There  were  some  recommendations  of 
the  Macmillan  Co-mmittee,  I think,  about  the  form  of  the 
Return.  As  it  stands  at  the  moment,  as  the  statute 

requires,  is  it  satisfactory  to  the  Bank? Mr.  Cobbold: 

We  regard  it  as  satisfactory. 

227.  Professor  Sayers:  Have  you  thought  of  an 
alternative  form  that  would  be  more  instructive  to  the 

public? would  not  say  we  have  considered  it  very 

seriously. 

228.  I wonder  if  you  would  like  to  pursue  your  answer 
to  Professor  Caimcross’s  question,  and  say  what  signifi- 
cance you  attach  to  the  difference  between  the  Issue 
Department  and  the  Banking  Department  in  this 

Return? ^Perhaps  the  first  significance  is  that  the  Issue 

Department,  at  least  to  the  extent  of  profits,^  is  directly 
accountable  to  the  Government  and  the  Banking  Depart- 
ment to  the  Court  of  the  Bank. 

229.  Could  not  the  division  of  the  profits  of  the  Bank 
be  arranged  otherwise  than  by  publishing  the  statement  in 

this  form? do  not  say  that  it  could  not  be  arranged, 

but  it  would  mean  a wholesale  change  in  a great  number 
of  things  From  the  point  of  view  of  the  balance  sheet 
and  profit  and  loss  account  there  is  an  absolute  division  at 
the  moment  between  the  Issue  Department  and  Banking 
Department,  though  not  from  the  administrative  and 
organisational  points  of  view.  You  cannot  come  to  the 
Bank  of  England  and  see  the  Issue  Department  or  the 
Banking  Department  functioning  separately,  because  they 
are  run  by  the  same  people,  but  from  a balance  sheet 
and  profit  and  loss  account  point  of  view  they  are  wholly 
separate  and  treated  wholly  differently. 

230.  I am  trying  to  relate  these  considerations  to  the 

necessity  for  weekly  publication.  When  you  are  con- 
sidering what  statement  the  Bank  should  publish  weeldy, 
is  there  any  reason  why  considerations  of  distinction 
between  Bank  and  Government  accounts  should  be 
admitted? At  the  moment  I see  advantage  in  continu- 

ing this  present  system.  It  divides  quite  definitely  two 
things  which,  at  least  in  our  minds,  are  quite  different. 
That  was  the  original  purpose  of  the  division  and  I should 
have  thought  it  was  still  material. 

231.  Professor  Cairncross:  The  issue  as  to  profits  seems 
a curious  one.  I am  not  quite  clear  from  the  paper  before 
us  what  you  do  about  profits.  The  Bank  is  nationalised, 
and  therefore  profits  ultimately  accrue  to  the  Government ; 
but  you  seem  to  go  through  a number  of  calculations 

about  profits? ^The  profits  of  the  Issue  Department  go 

directly  to  the  Government.  The  profits  of  the  Banking 
Department  accrue  to  the  stock  of  the  Bank — think  that 
would  be  a proper  way  of  putting  it — and  the  stockholders 
are  the  Government ; but  we  see  a real  difference  between 
those  two  things. 

232.  What  is  the  force  of  the  difference?  I ask  because 
I remember  in  the  Macmillan  Committee  questions  were 
put  on  the  assumption,  perhaps,  that  whether  you  made  a 


tuVipre.  it  would  certainly  arise,  and  there  I hope,  so  to  « — vt_ 

to  warn  the  Committee  before  we  start  on  that  profit  or  not  helped  to  determine  your  pohcy.  No  one 

speaK,  to  warn  luc  would  hold  a view  of  that  kind  now,  I suppose,  but  it 

subject.  pi..*  *1..  appears  that  the  way  in  which  profits  are  calculated  and 

The  third  point  l woula  just  like  to  mal«  is  that  the  allocated  affects  your  view  of  what  you  publish? 1 

Bank  witnesses  will  be  giving  evidence  on  behalt  of  the  j was  making  the  point  more  from  the  balance 

Court  of  Directors,  which  is  m an  effective  sense  me  oVgof  and  profit  and  loss  account  point  of  view,  that  the 

eoverning  body  of  the  Bank,  and  I would  like  to  empha-  — — _ _ . . , 

. ori*  * Mentorstida  of  Evideocc Patt  I No.  2. 


sise  that  the  papers  being  submitted  to  the  Committee  are 
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two  things  are  absolutely  separate,  and  therefore  there  is 
a convenience  in  treating  them  in  the  balance  sheet  way 
absolutely  separately,  purely  for  convenience  so  far  as 
weekly  publication,  if  you  like,  is  concerned.  Would  you 
like  me  to  go  into  the  profits  aspect  of  the  Banking  Depart- 
ment a little  further  at  this  stage? 


233.  Chairman:  A little  later,  because  I wanted  to  invite 
my  colleagues  to  follow  up  their  questions  by  asking  what 
kind  of  change  they  had  in  mind  about  the  form  of  Return, 
and  what  the  change  would  \>q.— Professor  Sayers : I was 
thinking  that,  when  the  Return  was  devised  in  1844,  it 
was_  devised  as  a weekly  instruction  to  the  public  as  to  the 
position  of  the  Bank  in  certain  respects  that  were  then 
considered  vital.  If  you  had  no  history  at  the  Bank,  if 
you  said:— "We  can  do  what  we  like  about  calculating 
profits  separately  and  we  are  thinking  solely  of  what 
weekly  or  monthly  statement  is  to  be  published  to  the 
public,  to  instruct  the  public  on  the  vital  points  in  the 
position  of  the_  Bank,”  would  not  something  different 

emerge  from  this? As  a quick  answer,  I would  still 

think  It  would  be  convenient  from  that  angle  to  have  the 
Issue  Department  shown  separately 


^4.  I am  arguing  that  you  should  stick  to  the  prin- 
ciple of  1844,  that  the  Bank  should  publish  each  week  or 
month  a short  statement  of  its  position  which  should 
mstruct  the  public  on  the  vital  points  in  the  Bank’s  position 
at  that  date.  Would  it  not  be  very  extraordinary  if 
pursuing  that  principle  of  1844,  which,  I should  have 
thought,  stands  today,  you  arrived  at  this  form  of  balance 
sheet?  Mr.  Cobbold:  There  have  been  one  or  two 
modifications  made,  have  there  not?— Mr.  Mynors:  Yes. 
The  bre^down  of  the  securities  in  the  Banking  Depart- 
ment and  the  division  of  Other  Deposits  in  the  Banking 
Department  between  Bankers  and  Other  accounts  are 
beyond  the  statutory  minimum. 


235.  Professor  Cairncross:  My  only  reason  for  raising 
this  question  was  that  I thought  that  the  form  of  Return 
attached  too  much  importance  to  the  note  issue,  which  is 
now  a very  subsidiary  affair.  But  the  way  in  which  you 
publim  the  information  does  not  matter  a great  deal  • the 
question  IS,  what  you  think  is  important.  What  do ’you 

want  the  pubhc  to  look  at? Mr.  Cobbold:  I want  the 

public  to  look  at  the  note  circulation. 

236.  You  think  that  is  important,  and  not  just  derivative 

supply?  Is  it  not  questionable 
whether  me  note  issue  as  such  has  the  importance  it  used 
to  have,  first,  because  notes  are  a small  proportion  of  the 
total  money  supply  (they  were  a much  larger  proportion 
at  the  time  when  the  legislation  was  originally  passed), 
pd  secondly,  because  you  do  not  operate  on  the  note 
occasional  Parliamentary 
remains  very  important 
that  the  public  should  know  what  it  is.—Professor  Cairn- 
cross: Do  we  know  what  it  is'' 


237.  Professor  Sayers : But  in  any  case  the  amount  of 
notes  issued  by  the  Bank  of  England  would  be  shown  in  an 
amalagamated  Return  of  the  form  suggested  by  the 
Macmillan  Committee,  if  that  is  what  you  want  the  public 
to  look  at.  Is  not  the  only  merit,  if  it  be  merit  of  the 
division  that  it_  shows  what  is  the  gap  between  the  amount 
of  notes  outside  the  Bank  of  England  and  the  total 
authorised  fiduciary  issue  at  .the  moment?  Is  that  not 
the  only  result,  for  the  public  looking  at  the  Bank  Return 
of  showing  the  Issue  Department  and  Banking  Department 

separately? should  think  it  is  the  only  result  but  I 

do  not  accept  that  it  is  the  only  advantage. 

238.  If  you  want  to  direct  public  attention  to  the  notes 
outstandmg,  then  what  you  want  is  not  a divided  return 
but  an  amalgamated  return  of  the  Macmillan  Committee 

would  have  thought  the  form  was  so 
weD  known  that  every  financial  journal  deduces  the  infor- 
mation from  the  existing  form  of  Bank  Return. 


239.  You  mean  that  teachers  of  the  subject  have  done 
their  work  so  thoroughly  that  everybody  understands  this’ 
1 should  think  so. 


Chairman:  The  reference  I had  in  mind  to  the 

Macmillan  Committee  recommendation  is  on  page  145- 

‘We  recommend  further  that  the  form  of  the  Bank’s 
statutory  weekly  return  should  be  unified  by  the  amalga- 
mation of  the  statements  relating  to  the  two  departments 
so  that  the  consolidated  Bank  Return  . . . would  appear 
as  follows  ’’.  Has  that  recommendation  been  considered 
30500 


m the  past? 1 could  not  tell  you  whether  it  was  con- 

sidered in  the  early  ’thirties ; it  has  not  been  considered 
since  I was  Governor. 

241.  What  were  the  reasons  for  not  giving  effect  to 

it? 1 could  go  into  research,  but  I could  not  tell  you 

over  the  table. 

_ 242.  I think,  if  your  records  show  that  the  recommenda- 
tion was  considered,  and  record  the  reasons  for  not  giving 
effect  to  it,  we  would  like  to  know.  There  is  no  hurry 

about  it.* .Would  it  be  in  order  for  me  to  make  one 

further  comment  about  profits?  As  the  question  of  profits 
of  the  Banking  Department  was  raised,  I think  I ought 
just  to  put  on  record  one  or  two  things  that  were  said 
about  that  in  the  Select  Committee  on  the  Bank  of 
England  Bill,  when  Lord  Catto  was  under  examination 
by  yourself,  Mr.  Chairman.  Of  course  it  will  be  appre- 
ciated that  the  question  of  profits  is  closely  bound  up 
with  the  question  of  reserves — ^I  do  not  think  that  needs 
any  developing.  Might  I just  quote  a few  words  Lord 
Catto  used  in  reply  to  yourself? 

" I know  of  no  cases  where  a Bank,  when  there  has 
been  an  amalgamation  or  a purchase,  has  disclosed  to 
the  public  the  inner  reserves  of  either  institution.  Inner 
reserves  are  essential  to  the  strength  and  prestige  of  any 
great  institution  such  as  the  Bank  of  England  ; . . . 
those  reserves  . . . are  in  no  sense  excessive  considering 
the  magnitude  of  the  operations  of  this  great  institution 
and  the  unique  prestige  and  confidence  that  it  has  all 
over  the  world.  I would  consider  that  any  disclosure 
of  those  inner  reserves  would  be  greatly  against  the 
national  interest  and  might  be  very  detrimental  to  the 
position  of  the  Bank  of  England  itself,  and  for  this 
reason;  that  if  those  reserves  were  disclosed,  many 
people  would  think  the  figure  very  high ; many  people 
would  think  it  not  quite  as  high  as  they  thought ; 
because  aU  kinds  of  wild  suggestions  have  been  made 
as  to  what  are  the  reserves  of  the  Bank  of  England. 
I assure  you  those  reserves  are  important ; they  are  in 
no  sense  larger  than  is  necessary  for  the  proper  conduct 
and  prestige  and  confidence  of  the  institution  all  over 
■the  world.” 

As  you  wiU  recolleot,  Mr.  Chairman,  that  view  was 
accepted  in  the  Committee,  and  in  fact  references  to  the 
Banks’  profits  in  the  Bank  Act  were  kept  to  a very  limited 
reference  indeed,  on  the  ground  that  as  a matter  of  policy 
it  was  «tremely  important  in  the  Bank’s  interest  and  in 
the  national  interest  that  the  profits  and  reserves  should 
remain  a secret  matter. 

243.  Professor  Cairncross:  It  is  not  your  suggestion 

that  .the  element  of  profit  affsjts  your  policy  in  any 
way? ^Not  at  all. 

244.  It  is  the  allocation  of  profits  that  you  are  dis- 
cussing? That  is,  you  are  still  interested  in  making  a 
profit,  not  like  other  nationalised  industries  which  are 

asked  to  break  even? ^We  like  to  make  a profit  but  I 

can  assure  you  that  policy  in  such  matters  as  Bank  Rate 
and  so  on  is  not  affected  by  profit  considerations. 

245.  Chairman : Your  reference  to  the  Select  Committee 
is  really  to  this  effect,  is  it  not,  that  when  the  set-up  of 
the  Bank  of  England  was  considered  by  Parliament,  at 
that  time  it  did  not  put  you  under  any  conditions  as  to 

■the  form  of  your  balance  sheet  and  so  on? ^That  is 

correct. 

246.  Professor  Sayers : Or  as  to  the  form  of  an  annual 

Report? 1 am  afraid  I forget  the  exact  wording,  but 

I think  .the  Chancellor  of  .the  Exchequer  of  the  time  under- 
took that  an  annual  Report  would  be  produced  and  laid. 
There  was  an  undertaking  during  the  debate  in  the  House, 
but  it  is  not  statutory. 

247.  The  undertaking  says  nothing  about  what  should 

be  in  it? Nothing  about  the  form. 

248.  Sir  Reginald  Verdon  Smith : On  paragraph  5,  is 
there  some  particular  sign-ificance  in  the  payment  of 

income  and  profits  taxes? 1 think  I could  put  it  like 

this:_  we  wanted  to  go  on  as  a commercial  concern,  and 
consider  ourselves,  and  leave  it  to  our  successors  to  con- 
sider themselves,  a commercial  concern  run  in  a business 
way.  That  was  part  of  the  whole  conception  at  the  time 
of  the  Bank  Act,  that  the  Bank  should  continue  to  run 
ss  an  individual  separate  institution,  with  close  links  with 
the  Government,  but  still  as  an  independent  institution. 

* See  Qns.  748  and  749.  ^ 
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249.  Chairman:  On  paragranh  6,  you  are  telling  the 
constitution  of  the  governing  body.  Was  that  set-up  laid 

down  in  the  1946  Act? ^Yes.  m the  Act  and  the 

Charter,  read  together. 


250  You  say:  “It  is  customary  that  no  Director  shall 
be  on  the  board  of  one  of  the  large  banks  ”.  How  far 

back  does  that  go? As  far  as  the  great  clearing  banks 

are  concerned,  certainly  since  the  amalgamation  of^the 
clearing  banks.  We  have  one  director  now  who  is  a 
director  of  one  of  the  eleven  London  clearing  banks, 
but  not  one  of  the  Big  Five. 


251.  Is  the  basis  of  this  to  exclude  from  directorship 
people  who  are  in  specially  close  touch  with  the  Bank 
of  England  in  th«r  other  capacity?  Would  that  not  apply 

to  other  bodies  as  well? ^I  think  it  would  apply  to 

other  bodies.  I am  only  giving  you  my  own  reasons.  I 
could  not  tell  you  why  it  was  started,  but  my  reason  for 
wishing  to  perpetuate  it  is  that  I find  it  convenient  to 
discuss  policy  and  maintain  the  Bank  of  England’s  con- 
tacts with  the  clearing  bank  system  through  the  Chairman 
of  the  Clearing  Banks  Committee.  I should  find  it  a little 
embarrassing  if  I had  on  the  Court  the  Director  of  Bank 
A and  not  the  Directors  of  Banks  B,  C,  D and  E.  and  I 
think  it  would  complicate  our  relations  with  the  Clearing 
Bank  system  rather  than  otherwise.  I think  that  would 
be  the  main  reason.  I dare  say  some  of  the  difficulty 
could  be  got  over  by  some  form  of  rotation,  but  I never- 
theless feel  that  there  would  be  some  difficulty  in  having 
one  of  the  Big  Five  and  not  all  five  of  them. 


252.  Professor  Sayers:  Would  you  apply  this  exclusion 
only  to  the  Big  Five  clearing  banks,  or  are  there  other 
financial  institutions  you  would  automatically  exclude? 

1 would  certainly  exclude  discount  companies.  I do 

not  know  whether  it  would  be  of  interest  to  go  through 
the  present  composition  of  the  Court. 


253.  Chairman:  Yes,  if  we  may  have  that  for  the 

record? ^Besides  the  Deputy  Governor  and  myself  there 

are  four  full-time  Directors  ; as  you  know,  the  Court  has 
the  power  to  appoint  four  full-time  Directors.  Then 
there  are  five,  broadly  speaking,  who  could  be  called 
“ financial  ” ; there  are  five  who  could  broadly  speaking 
be  called  “ industry  and  commerce  " ; one  “ trade  union  ” ; 
and  one  “shipping”.  That  is  the  present  composition. 
There  is  no  representation  here,  hut  the  Crown  have 
pursued  the  earlier  policy  of  appointing  people  of  first- 
class  standing  primarily  on  their  individual  merits,  but  at 
the  same  time  seeking  to  ensure  a reasonable  division 
between  different  sections  of  industry,  commerce,  banking 
and  so  on. 


254.  Professor  Caimeross : You  state  the  formal  com- 
position here.  Is  this  the  way  things  work  out,  that 
nominations  are  made  by  the  Crown  and  approved,  pre- 
sumably, by  the  Court,  or  is  the  Court  brought  in  earlier 

on? 1 believe,  techn-cally,  that  is  a question  which 

should  be  addressed  to  Her  Majesty’s  Government.  I 
think  I could  say,  without  improperly  disclosing  any 
secrets,  that  Her  Majesty’s  Government  are  good  enough 
to  discuss  with  the  Governors. 


255.  It  is  a joint  affair? ^The  responsibility  clearly 

I'es  with  the  Government,  but  every  Chancellor  of  the 
Exchequer  with  whom  I have  worked  has  been  good 
enough  to  consult  the  Governors. 

256.  Chairman:  In  paragraph  8 you  say: — “The 

Treasury  may  from  time  to  time  give  such  directions  to 
the  bank  as,  after  consultation  with  the  Governor,  they 
think  necessary  in  the  public  interest.”  That  is  a statutory 
power? ^Yes. 

257.  Sir  John  Woods:  Are  these  the  precise  words  of 
the  Act?  In  some  of  the  other  nationalised  bodies  the 
Government  can  give  directions  only  on  matters  of  policy. 

^The  exact  words  of  the  Act  are:  “The  Treasury 

may  from  time  to  time  give  such  directions  to  the  Bank 
as,  after  consultation  with  the  Governor  of  the  Bank,  they 
think  necessary  in  the  public  interest  ”. 

258.  It  does  not  involve  consideration  of  what  is  a 
matter  of  policy?  It  is  entirely  a matter  for  the  Governor 
to  persuade  the  Treasury  if  he  can,  if  he  thinks  it  is  not 

proper  to  give  a direction? 1 believe  that  would  be 

the  case. 

259.  Chairman : Then  you  say  that  no  such  direction 

has  been  given.  citist  lie  behind  that  a great  deal 


of  exchange  of  views,  ascertaining  by  the  Bank  of  the 
views  and  wishes  of  the  Treasury,  or  am  I wong  m 
tl^at? You  are  quite  right  in  that,  Mr.  Cmairraan. 

260.  How  does  it  work?  How  can  one  put  it  so  that 
what  may  be  in  effect  a direction,  but  is  not  a statutory 
direction,  is  in  fact  obtained?  What  goes  on?  -T  have 
prepared  a quite  informal  statement  on  Bank-Treasury 
relations,  if  it  would  be  convenient  to  make  it  at  this 
stage  It  is  rather  informal,  and  not  meant  to  be  a 
“document”,  but  rather  the  basis  that  we  are  talking 
on.  It  does  not  actually  cover  your  point,  which  l will 
go  into  later,  but  I think  it  is  necessary  to  note  this  first. 

On  the  practical  working  of  relations  between  H.M. 
Treasury  and  the  Bank,  the  main  effect  of  the  Bank  Act 
was  ito  bring  the  S’tatutory  position  into  line  wi±  the 
factual  position. 

The  principal  relationship  is,  and  has  been  over  the 
centuries,  that  of  banker  and  customer,  The  Bank  holds 
at  the  Treasury’s  disposal  its  banking  services  and 
advice  over  the  wide  range  of  financial  problems  with 
which  the  Treasury  deals.  As  the  part  played  by  Govern- 
ment in  the  general  economic  and  financial  picture  has 
grown,  so  have  the  Bank’s  services,  both  technical  and 
advisory,  expanded.  At  the  top  policy  level,  there  is 
regular  contact  between  the  Chancellor  and  the  Permanent 
Secretary  for  the  Treasury  and  the  Governors  for  the 
Bank.  TTiis  is  supplemented  by  continuous  contact 
between  senior  officials  of  the  Treasury  and  Executive 
Directors  and  senior  officials  of  the  Bank,  on  policy  and 
operational  questions  with  which  they  are  particularly  con- 
cerned. More  particularly  in  the  overseas  field,  the 
Treasury  rely  heavily  on  technical  assistance  and  advice 
from  the  Bank,  and  both  in  Whitehall  meetings  and  in 
overseas  negotiations  it  has  become  normal  practice  for 
the  Treasury  to  be  assisted  by  Bank  officials  on  technical 
subjects. 

In  the  field  of  domestic  monetary  policy  the_  Treasury 
and  the  Bank  each  have  their  own  responsibilities.  The 
Bank  have  the  first  responsibility  for  the  management  of 
the  money  market,  including  the  fixing  of  Bank  Rate  and 
the  management  of  Issue  Denartment  securities.  By 
statute  this  responsibility  lies  with  the  Bank  unless  they 
are  given  directions  bv  the  Treasury:  in  practice,  in  recent 
times  both  before  and  since  the  Bank  Act,  it  has  been 
the  policy  of  the  Bank  to  accept  this  responsibility  but 
to  consult,  and  in  the  last  resort  to  defer  to,  the  Govern- 
ment. At  the  same  time  many  decisions  which  directly 
affect  the  management  of  money  (e.g.  Government 
borrowing  and  debt  management,  the  finance  of  public 
bodies  and  local  authorities,  control  of  hire  purchase 
terms)  are  the  direct  responsibility  of  the  Government.  In 
these  circumstances  it  is  clear  that  the  Treasury  and  the 
Bank  must  act  (as  in  fact  they  do)  in  the  closest  consul- 
tation and  in  absolute  confidence. 

In  their  functions  as  managers  of  the  Exchange  Equalisa- 
tion Account  and  Exchange  Control,  the  Bank  act  purely 
as  agents.  The  responsibility  for  policy  lies  with  the 
Treasury,  though  the  Bank  are  charged  by  the  Treasury 
with  the  responsibility  for  dav-to-day  dealing  in  the  ex- 
change markets  and  for  administering  the  Exchange 
Control  within  rules  laid  down  from  time  to  time.  In 
practice  the  Treasury  naturally  consult  the  Bank  ■on 
policy  issues,  and  the  Bank  keep  the  Treasury  closely 
informed  of  market  conditions. 

In  that  statement  T have  endeavoured  to  give  you  the 
general  picture.  It  does  not,  as  I said,  answer  the  question 
you  asked  me.  It  is  extremely  difficult  to  say  exactly 
where  ideas  start  from.  What  happens  in  practice  is 
that  I see  the  Chancellor  once  or  twice  a week,  and 
I see  the  Permanent  Secretary  to  the  Treasury  once  or 
twice  a week.  Sometimes  we  agree  about  everything, 
sometimes  we  do  not.  Sometimes  one  of  us  has  a sug- 
gestion to  put  forward,  sometimes  the  other  has  a sug- 
gestion. I repeat,  the  relations  are  very  much  those  of 
a bank  and  customer  over  a wide  field.  I think  I can 
say  that  relations  have  been  extremely  close.  Certainly 
throughout  the  period  while  I have  been  Deputy  Governor 
and  Governor,  successive  Chancellors  have  been  good 
enough  to  take  me  very  closely  into  their  confidence 
on  any  matters  affecting  financial  administration.  Some- 
times they  take  my  advice,  sometimes  they  do  not.  I 
have  found  it  very  difficult  to  say  just  where  any  particular 
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idea  starts  or  finishes,  or  exactly  where  the  initiative  comes 
from. 

I think  it  follows  from  .the  statement  I have  just  made 
that  in  matters  like  Bank  Rate  and  interest  rates  and 
credit  policy  the  initiative  normally  rests  with  the  Bank 
of  England.  There  again,  week  after  week,  sometimes 
more  often,  one  is  obviously  discussing  these  questions 
with  Ae  Chancellor.  I could  never  say  at  a precise 
moment  whether  an  idea  originally  started  with  us  or 
with  the  Treasury.  It  is  very  difficult  to  say,  but  by  and 
large  we  should  regard  the  first  responsibility  about  Bank 
Rate,  monetary  policy  and  so  on  as  lying  with  the  Bank. 
Under  statute  the  ultimate  responsibility  in  the  general 
framework  of  the  economic  policy  would  lie  with  the 
Treasury  if  they  chose  to  give  directions  after  consulta- 
tion, as  is  laid  down  in  the  Act. 

261.  Chmrmcnv.  In  some  aspects  of  the  monetary  field 
there  might  be  Treasury  interests  and  Bank  interests.  In 
deciding  what  particular  action  is  to  be  taken,  somebody 
at  the  top  has  got  to  weigh  one  cost  against  another,  and 
there  may  be  other  considerations,  social  and  so  on,  as 
well.  When  a decision  is  made,  it  is  made  in  effect  by 
discussion  between  yourself,  representing  the  Bank,  and 
the  Chancellor  or  the  Permanent  Secretary.  That  having 
been  done,  is  there  then  an  effective  system  on  both  sides, 
under  which  all  those  in  the  Treasury  who  are  concerned 
with  the  implementation  know  what  to  do  and  carry  it  out, 

and  the  same  on  your  side,  the  Bank? ^I  can  only 

answer  for  my  own  side,  where  I think  it  works  ^ 
right. 

262.  Professor  Sa}>ers:  A top  level  decision  is  always 
made  in  the  face  of  recognised  disadvantages.  Did  I 
understand  you  to  tell  us  that  any  top  level  decision  about 
CTedit  policy,  Bank  Rate,  and  that  sort  of  thing,  is  made 
in  effect  by  the  Chancellor  on  your  immediate  personal 

advice? ^No.  I would  say  a Bank  Rate  decision  is 

not  made  by  the  Chancellor  acting  on  my  advice,  but 
made  by  the  Court  of  the  Bank  of  England.  I think  I 
could  say  that  normally,  certainly  invariably  in  recent 
practice,  it  has  been  made  by  the  Court  after  I had  assured 
myself  that  the  Chancellor  would  approve  the  decision. 

263.  It  is  made  after  weighing  up  the  pros  and  cons. 

You  yourself  are  no  doubt  well  aware  of  -ffie  cons  as 
well  as  the  pros.  Is  there  any  written  record  of  your 
view  of  the  pros  and  cons  made  at  the  time,  or  imme- 
diately after  the  decision  is  taken? ^No.  The  great 

majority  of  the  to-ing  and  fro-ing  will  be  in  informal 
discussion,  within  the  Bank  in  the  first  instance,  and  between 
die  Chancellor  of  the  Exchequer  and  myself  at  another 
stage.  I would  not  say  that  it  is  at  all  regular  practice 
to  have  a full  record  of  pros  and  cons,  though  we  have 
often  explained  things  either  in  public,  or  for  example 
to  such  people  as  the  central  banks  of  the  sterling  area 
and  our  other  central  hanking  friends  ; we  very  frequently 
send  a telegram,  after  a change  of  Bank  Rate,  explaining 
the  main  reasons  for  the  change,  what  it  implied  and 
what  it  did  not  imply.  But  I would  not  regard  that  as 
a full  statement  of  every  pro  and  con  in  our  mind 

264.  I was  wondering  what  kind  of  explanation  could  he 

found  if  we  were  arguing  about  a specific  change  of  policy 
in,  say,  the  last  five  years.  Should  we  have  to  rely  on 
your  memory,  aided  by  such  papers  as  happen  to  have  been 
written  at  the  time? ^I  am  afraid  you  would. 

265.  Your  memory,  and  nobody  else’s? ^And  the 

Deputy  Governor’s.  I am  saying  “ I ” rather  a lot ; I 
am  saying  “I”  as  representing  the  Court.  As  I made  clear, 
these  are  Court  decisions  and  I am  the  servant  and  repre- 
sentative of  the  Court  in  these  matters. 

266.  May  I go  further  into  the  matter  of  the  Court? 
When  a change  of  policy  is  made,  is  it  fully  debated  in 

the  Court? ^I  am  entirely  aware  that  the  Court  as  a 

body  approves  any  decision  that  is  taken  and  knows  the 
full  reasons. 

267.  Mr.  Woodcock:  May  I put  it  this  way?  The 
decision  on  Bank  Rate  rests,  as  you  say,  with  the  Court 
of  Directors ; hut,  from  what  you  said,  I assume  that  what 
the  Directors  know  about  the  Treasury  view  is  what  you 
tell  them,  because  you  alone  discuss  tWs  with  the  Treasury? 
^Yes. 

268.  Therefore  you  explain  to  the  Court  all  the  con- 

siderations and  they  m^e  the  decision  in  iffie  light  of 
your  report  to  them? ^Yes. 


269.  Sir  John  Woods:  You  said  just  now  that  the 
decision  to  change  the  Bank  Rate  is  the  decision  of  the 
Court,  but  you  said  it  always  took  place  after  you  had 
consultations  with  the  Chancellor.  But  I thought  I heard 
you  say  earlier  on  that,  in  relation  to  that  side  of  the 
Bank’s  work,  the  policy  of  the  Bank  in  recent  years  had 
been  to  consult,  and  at  long  last  if  necessary  to  defer  to 

the  view  of,  the  Government.  Would  that  apply? 

do  not  think  a Governor  would  normally  recommend  to 
the  Court  a change  in  the  Bank  Rate  which  he  knew  would 
be  opposed  by  ffie  Chancellor  of  the  Exchequer,  nor  do 
I think  that  in  present  circumstances  the  Court  would 
make  a decision  to  change  the  Bank  Rate  if  they  knew 
the  Chancellor  of  the  Exchequer  would  oppose  that  deci- 
sion. In  fact  it  would  be  an  absurd  thing  to  do  because 
the  Chancellor  or  the  Government  could  give  directions 
under  the  Act  to  reverse  the  decision.  In  practice  it  would 
not  make  any  sense.  There  are  of  course  all  sorts  of 
things  that  might  happen  if  there  were  disagreement.  I 
could  conceive  of  circumstances  in  which  the  Bank  mi^t 
want  to  ask  for  formal  directions,  to  protect  themselves 
if  they  felt  that  the  way  in  which  the  Treasury  wished  a 
decision  to  'be  made  was  wrong.  I can  conceive  of 
circumstances  in  which  the  Treasury  would  wish  to  give 
directions,  and  I can  conceive  of  circumstances  in  which 
some  or  all  members  of  the  Court  might  wish  to  resign 
after  further  discussion  and  debate.  All  sorts  of  varieties 
and  stages  of  consultation  and  argument  are  possible. 

270.  Mr.  Jones:  To  what  extent  do  the  Chancellor  and 
the  Treasury  impose  their  will  upon  the  Court  of  Directors, 
and  on  yourself  as  Governor  of  the  Bank  of  England,  in 
these  informal  discussions,  thus  avoiding  the  necessity  for 

the  Treasup'  to  give  directions? In  my  experience  as 

Governor  it  has  always  been  possible  in  operating  the 
more  flexible  monetary  policy  of  the  last  few  years  for 
us  and  the  Treasury,  the  Court  represented  by  myself  and 
the  Treasury  represented  by  the  Chancellor  in  the  last 
instance,  .to  agree  about  every  Bank  Rate  and  credit 
policy  decision.  The  decision  about  a change  in  Bank 
Rate  has  been  taken  by  agreement  on  each  occasion. 

271.  Would  the  association  between  the  Chancellor  of 
the  Exchequer,  as  the  head  of  the  Treasury,  and  the  Court 
of  Directors  be  roughly  similar,  say,  to  the  Minister  of 
Power’s  association  with  the  public  corporation  running 

the  coal  mining  industry? am  afraid  I do  not  know 

enough  about  the  latter  association  to  say. 

272.  In  that  case  the  Minister  of  Power  is  responsible 
to  Parliament  for  the  running  of  the  fuel  industries.  To 
what  extent  is  the  Chancellor  responsible  for  tile  actions 

and  conduct  of  the  Bank  of  En^and? ^I  am  not  quite 

sure  what  the  Parliamentary  position  is  ; I suppose  be  has 
some  responsibility,  because  he  has  power  to  give  direc- 
tions, but  he  has  no  responsibility  for  the  current  admin- 
istration of  the  Bank  of  England.  That  is  a matter  for 
the  Court,  and  the  Chancellor  would  only  enter  in  if 
he  found  it  necesary  to  give  directions.  I speak  in  ignor- 
ance of  the  law,  but  I think  that  is  the  position. 

273.  Professor  Cairncross:  There  is  one  question  which 
might  give  rise  to  ambiguity.  On  whom  does  the  respon- 
sibility for  the  exposition  of  policy  to  the  public  rest,  the 

Chancellor  or  the  Governors? 1 wonder  if  that  does 

not  come  in  on  the  rather  more  general  question  of  exposi- 
tion of  policy.  I understand  that  that  is  one  of  the 
points  in  which  the  Committee  are  interested.  I was 
thinking  that  it  was  probably  a matter  for  discussion  by 
itself,  though  I am  p^ectly  willing,  if  you  would  wish,  to 
take  it  now. 

274.  Chairman : Although  it  would  he  a good  thing 
to  go  into  detail  later,  a general  answer  now  might  help 

us  to  get  our  own  thinking  forward? If  I might  first 

take  the  financial  markets,  the  banking  community  and  so 
on,  that  we  regard  as  the  Bank  of  England’s  function.  If 
there  were  any  doubt  about  policy,  I should  certainly 
either  have  a meeting  with  the  Clearing  Banks  Committee, 
or  the  Chairman  of  the  Clearing  Banks  Committee,  and 
probably  the  Chairmen  of  various  other  City  organisations, 
and  make  sure  that  what  we  were  doing  was  understood 
in  the  financial  communities  in  the  City.  In  so  far  as  our 
central  banking  friends  are  concerned,  particularly  the 
Dominions  and,  for  example,  the  Federal  Reserve  system 
of  the  United  States,  with  whom  we  always  keep  in  close 
touch  in  these  matters,  and  the  main  European  banks,  if 
we  felt  there  was  any  likelihood  of  doubt  or  any  point  we 
wi^ed  to  stress  in  a new  decision,  we  should  certainly  let 
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them  know  and  teU  them  our  reasons  and  what  the  move 
implied.  Does  that  cover  the  financial  market  side?j 

275.  Professor  Cairncross:  Partly.  We  may  want  to 

ask  further  questions. Mr.  Cohbold:  On  the  more 

general  question  about  how  much  the  Bank  says  or  how 
•much  the  Treasury  says  about  .monetary  policy  in  general 
and  bow  much  they  explain  their  actions,  this  is  one  of 
the  points  on  which  I would  ask  your  agreement  that  I 
should  speak  rather  more  freely  to  you  than  I would  wish 
•to  have  on  the  record. — Chairman:  I would  rather  not 
have  that  at  the  moment. — Mr.  Cobbold:  1 think,  then, 
that  at  this  stage  I would  say  that,  even  if  we  have  some 
responsibility,  it  is  mainly  the  responsibility  of  Her 
Majesty’s  Government  to  explain  to  the  public  the  ecoM- 
mic  and  financial  policy  of  the  Government,  with  which 
monetary  ipoHcy  and  die  monetary  authorities  are  very 
closely  connect^. 

276.  Professor  Cairncross:  And  you  regard  yourself 

more  as  the  instrument? should  reckon  it  to  be  ray 

fault  if  one  of  the  big  hanks  did  not  know  what  I was 
doing. 

277.  Professor  Sayers:  You  have  put  the  emphasis 

rather  on  general  economic  policy.  It  may  he  that  what 
is  necessary  at  some  time  is  to  explain  just  what  contribu- 
tion monetary  action  is  intended  to  make  to  the  general 
ends  of  Government  economic  policy? ^It  is  very  diffi- 

cult fcff  me  to  answer  the  question  as  fully  as  I see  it,  if 
I am  to  be  on  the  published  record. 

278.  Professor  Cairncross:  It  might  be  better  to  go  back 
to  the  earlier  line  of  the  discussion  about  the  various 
powers.  I want  to  .take  a particular  case,  restriction  on 
bank  advances,  and  ask  whether  this  is  regarded  as  a 
matter  of  monetary  policy  or  whether  it  is  regarded  as 

something  the  Treasury  would  initiate  itself? 1 regard 

that  as  a matter  of  monetary  and  credit  policy.  The 
initiative  primarily  rests  with  us. 

279.  Let  me  go  a little  further  and  ask  you  if  you 
regard,  say,  hire  purchase  restrictions,  as  in  the  sphere  of 

monetary  policy,  or  over  the  line? The  Bank  are  not 

very  happy  about  the  position  at  the  moment ; it  falls 
between  the  Board  of  Trade  and  someone  else. 

280.  Are  you  in  a position  to  make  suggestions  to  the 

Chancellor  about  down  payments,  for  instance? ^I  am 

in  a position  to  make  suggestions  to  the  Chancellor  on  any 
subject. 

281.  But  only  in  the  way  you  might  make  it  on  taxation 

and  so  on? ^It  is  clearly  the  Government’s  responsibility. 

The  down  payment  is  on  that  side  of  the  house,  so  to 
speak,  but  there  are  certain  aspects,  for  instance  safety 
of  deposits,  in  the  whole  hire  purchase  situation  which, 
frc«n  the  banking  end,  we  do  not  feel  are  quite  straight 
at  the  moment. 

282.  As  matters  now  stand  you  are  more  directly 
involved  in  the  public  debt  and  the  management  of  that? 

We  are  very  much  interested  in  the  hire  purchase 

system,  but,  as  you  know,  and  I think  it  js  no  secret,  legis- 
lation was  proposed  in  the  Queen’s  speech  and  sub- 
sequently dropped.  You  will  doubtless  wish  to  come  back 
to  Treasury  and  Board  of  Trade  witnesses  more  on  this. 
I would  not  wish  to  prejudge  anything  they  would  wish  to 
say.  I would  only  say  from  the  Bank’s  point  of  view  that 
we  do  not  regard  the  Bank’s  relationship  with  hire  purchase 
as  in  quite  a satisfactory  position. 

283.  Chairman : Does  that  mean  that  the  Bank  has  not 
the  same  contacts  with  the  people  responsible  for  financing 
hire  purchase  as  with  the  older  institutions,  'like  the  money 

market  and  so  on? ^The  whole  of  this  is  under  some 

discussion  at  the  moment  between  the  Bank  and  the 
Treasury,  but  at  the  moment  we  have  not.  There  is  a 
vast  number  of  hire  purchase  companies  which  have  sprung 
up  recently,  some  •of  which  are  first  class  and  some  of 
wbidi  are,  perhaps,  a little  less.  The  Bank’s  view  is  that 
this  needs  a good  deal  of  pulling  together,  and,  legislation 
having  been  deferred,  we  are  at  the  moment  seeing,  with 
the  Treasury,  what  can  be  done  to  pull  it  together. 

284.  Professor  Sayers:  In  a recent  instruction  to  the 

Capital  Issues  Committee  the  Treasury  has  laid  it  down 
that  the  financing  of  certain  .types  of  opra-ation  is  cot  a 
proper  business  f<w  a clearing  bank.  Is  that  position 
primarily  for  the  Treasury  to  drfend,  or  is  it  your  responsi- 
bility?  Instructions  to  the  C.I.C.  are  a Treasury 

responsibility. 


285.  Do  you  consider  it  within  the  province  of  the  Bank 
of  England  to  decide,  subject  to  a ruling  by  the  Treasury, 

what  is  proper  business  for  a financial  instituti'Oa? 

No. 

286.  There  is  no  specific  reference  here  to  Ihe  Com- 
mittee of  Treasury.  Without  probing  into  the  domestic 
arrangement  of  the  Bank,  I wonder  if  the  Governor  would 
like  to  tell  us  anything  of  the  functions  of  the  Committee 
of  Treasury,  whether  he  regards  that  body  as  being  more 
particularly  concraned  with  general  policy  than  is  the 

Court? Br'Oadly,  I would  describe  the  Committee  of 

Treasury  as  the  Governor’s  conscience  so  far  as  .the  Court 
is  concerned.  From  long  and  ancient  practice  in  the  Bank, 
the  Committee  of  Treasury  is  the  first  body  with  whom 
any  of  these  things  would  be  discussed  by  the  Governors. 

I think  that  from  time  immemorial  the  Governors  have 
felt  and  would  feel  entitled  to  go  some  way  in,  f^cw 
example,  discussions  with  the  Chancellor  of  the  Exchequer, 
about  changes  in  policy,  if  fliey  were  certain  they  had  the 
full  support  of  the  Committee  of  Treasury,  before  taking 
the  question  to  the  full  Court  at  a later  stage.  The  Com- 
mittee of  Treasury  certainly  continues  .to  work  as  dc  used 
to  work  in  the  old  days. 

287.  Professor  Cairncross:  Are  you  satisfied  with  the 
regulations  governing  the  Scottish  and  Northern  Irish  note 

issue? Mr.  O’Brien : Broadly  speaking,  yes,  though 

possibly  less  nn  some  Northern  Irish  banks  than  Scottish 
banks. 

288.  You  would  not  like  .to  see  these  issues  suspended? 
1 do  not  think  they  give  us  any  trouble. 

289.  Chairman : Chi  paragraph  12,  I am  afraid  I do  not 
quite  understand  why  the  profits  of  the  note  issue  are 

paid  into  the  Exchange  i^ualisation  Account. Mr. 

Cobbold : I think  your  uncertainties  are  well  founded  and" 
shwed  by  a number  of  other  people,  Mr.  Chairman.  I 
think  frankly  that,  as  a long  term  arrangement,  it  may  at 
some  time  need  looking  at.  It  is  a slightly  odd  arrange- 
ment. I think  I could  say  (you  would  wish  to  check  this 
with  Treasury  witnesses)  that  .this  is  a matter  which  has 
been  discussed  from  time  to  time  between  the  Treasury 
and  the  Bank,  and  we  have  considered  together  whether 
it  should  be  altered,  but  at  the  moment  the  conclusion  has 
been  that  legislation  should  not  be  introduced  to  alter  it. 

290.  What  is  at  stake  on  this  point?  What  does  it 

secure  or  prevent?- Mr.  Cobbold:  It  immediately 

secures  that  if  there  is  a depreciation  in  Issue  Department 
securities,  that  can  be  .made  up,  so  that  the  value  of  Issue 
Department  securities  is  always  there,  and  the  Issue 
Department  is  not,  from  a balance  sheet  point  of  view, 
insolvent.  I woul^d  say  that  that  is  what  it  secures  and 
probably  what  it  was  intended  to  secure. — Mr.  O’Brien: 
There  is  in  effect  a .reserve  in  the  Exchange  Equalisation 
Account  which  can  he  drawn  on  week  by  week  to  cover 
any  depreciation  and  can  receive  any  over-valuation  of 
those  securities  in  weeks  when  they  have  gone  up. 

291.  Chairman:  But  if  you  had  a long  continued  fall 
you  would  constantly  .be  withdrawing  funds  from  the 
Exchange  Equalisation  Account— I do  not  say  that 

happens? Yes,  but  the  amounts  that  have  accrued  are 

so  large  that  they  can  accommodate  most  likely  falls. 

292.  Professor  Cairncross:  Where  did  the  profits  on  the 
gold  re-valuation  go?  Did  they  go  into  this  Account? 
■—Mr.  O’Brien:  Yes.  This  is  developed  a little  more 
fully  ra  a later  paper,  the  technical  paper  on  the  Exchange 
Equalisation  Account.— Mr.  Cobbold:  It  is  a question  you 
might  wanA  to  go  into  further,  and  possibly  with  Treasury 
witnesses  at  .the  fi.rst  stage,  d think.  It  is  a subject  which 
has  'been  in  discussion  .between  -us  from  .time  to  time. 

293.  Chairman : I gather  it  has  not  caused  actually  any 
embarrassment? — Professor  Sayers:  .Qn  the  contrary 
was  it  not  designed  to  secure  the  Bank’s  accountants  from’ 

embarrassment? We  are  quite  glad  to  have  an  easy 

■means  of  'keeping  the  Issue  Department  solvent. 

294.  Professor  Cairncross:  You  say,  in  paragraph  19 
that  new  private  accounts  are  opened  only  for  special 

reasons.  Have  there  been  any  since  the  war? Mr 

Cobbold:  Charitable  a'ccounts  and  accounts  of  public 
interest  of  one  sort  and  another ; the  Lord  Mayor’s 
Hungary  Appeal  and  .that  sort  of  thing.  There  are  no 

individual  private  accounts  except  staff  accounts Mr 

O’Brien:  There  are  also  the  overseas  central  banks’ 
accounts. 
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295.  None  of  the  larger  firms  has  become  a depositor? 
Mr.  Cobbold : No. 

296.  Professor  Sayers:  When  you  are  considering  what 
policy  should  be  followed,  do  you  see  any  positive  advan- 
tages in  any  of  these  groups  of  people  remaining  your 

customers,  apart  from  Her  Majesty’s  Government? 

Yes. 

297.  Would  you  see  advantage  in  extending  this  to  cover 
further  financial  institutions,  such  as  hire  purchase  finance 
companies,  building  societies,  and  life  assurance  companies, 
so  that  you  might  have  the  same  advantages  in  dealing 

with  them? think  they  are  in  a different  category 

from  the  banking  institutions,  so  far  as  relations  are 
concerned.  We  may  come  to  hire  purchase  on  another 
paper.  There  is  certainly  a case  for  a bit  more  cohesion 
in  our  relationships  with  the  hire  purchase  industry.  It 
is  conceivable  that  there  might  be  with  the  building 
societies.  I do  not  see  nearly  the  same  advantages  in  their 
being  our  customers  as  in  the  banks  being  our  customers. 
It  is  very  important  that  the  banks,  overseas  and  home, 
should  be  our  customers.  I think  it  is  much  more  suitable 
with  a banking  house  or  a discount  house,  than,  for 
example,  with  an  insurance  company  or  building  society. 


has  been  dropping  all  die  time,  but  we  have  kept  certain 
of  them  open,  thi^ing  it  was  important  to  keep  one  open 
in  .those  localities.  That  all  happened  brfore  my  time. 

305.  Over  the  last  thirty  or  forty  years  the  shift  in  the 
industrial  population,  the  siting  of  firms,  and  so  on,  has 
been  very  considerable,  and  yet  the  Bank  has  not  opened 

any  new  'branches? Mr.  Cobbold:  We  have  opened 

one  at  Southampton. — Mr.  O'Brien : There  are  branches  at 
Southampton,  Bristol,  iMandiester,  Liverpool,  Newcastle, 
Birmingham,  and  Leeds,  so  that  the  country  is  fairly  well 
covered  anyway. — Mr.  Cobbold : And  there  is  the 

Exchange  control  office  at  Glasgow, 

306.  Sir  John  Woods : You  explained  to  us  the  relations 
between  the  Bank  and  the  Treasury.  I was  wondering 
whether  the  Bank  has  much  contact  with  other  Depart- 
ments, particularly  the  Board  of  Trade  which  is,  I think, 
quite  involved  in  a good  many  monetary  and  credit 
matters,  and  whose  views  may  not  always  be  the  same  as 

those  of  the  Treasury? ^We  have  a fair  amount.  On 

all  questions  of  policy  our  relations  are  channelled  through 
the  Treasury.  On  questions  of  economic  information,  our 
economic  advisers  are  in  close  touch  and  have  full  access 
to  the  Board  of  Trade  figures. 


29%.  Chairman:  What  about  industrial  concerns? 

Would  that  give  you  a special  view  of  what  is  going  on 

there? 1 do  not  think  we  could  have  accounts  for  them. 

I think  it  would  only  get  us  into  the  old  business  we  have 
tried  to  get  away  from,  competing  with  the  commercial 
banks,  which  we  should  not  wish  to  do.  As  a matter  of 
fact  we  have  one  or  two  long-standing  industrial  customers 
who  have  been  on  our  books  for  many  years  and  are  still 
there,  but  in  the  case  of  anybody  except  banks  and  organi- 
sations normally  allied  to  banks,  it  would  not  materially 
help  us  for  the  development  of  contacts  or  from  the  point 
of  view  of  information.  We  get  contacts  through 
members  of  the  Court,  and  there  are  many  other  forms  of 
contact  besides  our  industrial  Directors ; we  see  a great 
number  of  commercial  people  day  in  and  day  out. 

299.  Lord  Harcourt:  Any  private  accounts  on  behalf 

of  large  firms  would  tend  to  be  token  accounts  with  the 
Bank  and  their  main  accounts  would  be  with  the  com- 
mercial banks? Certainly,  they  could  only  be  token. 

300.  Professor  Cairncross:  This  was  not  so  twenty  or 

thirty  years  ago  with  some  of  the  larger  firms? 1 think 

it  has  steadily  decreased  over  the  last  forty  or  fifty  years. 

301.  In  the  late  twenties,  particularly,  the  Bank  of 
England  was  brought  into  immediate  contact  with  indus- 
trial finance  because  it  had  customers  in  industry?  One 
particular  contact  I thought  had  had  considerable  influence 
on  file  policy  of  the  Bank,  and  the  views  of  the  then 
Governor  were  somewhat  affected  by  the  contacts  formed? 

1 suspect  th^t  the  facts  of  that  particular  industry  were 

brought  rather  more  speedily  to  his  notice  than  if  that  firm 
had  not  been  a customer  of  the  Bank. 


307.  I should  have  thought  that  the  general  policy  view 
of  the  Board  of  Trade  would  have  some  importance ; but 
no  doubt  the  "lYeasury  are  aware  of  that  from  their  side? 

^We  should  regard  it  as  primarily  for  the  Treasury 

to  collect  the  views  of  other  Departments,  I have  been  in 
frequent  touch  with  Permanent  Secretaries  of  the  Board 
of  Trade  over  a period,  and  I generally  know  what 
they  are  thinking  aibout  in  a lot  of  these  matters. 


308.  Chairman:  In  paragraph  20,  you  say: — “The  Bank 

have  had  no  formal  control  over  other  banks  and  no  duty 
of  inspection ; the  possibility  that  the  Bank  might  refuse 
to  continue  to  maintain  an  account  for  another  bank  has 
been  historically  an  effective  sanction.’’  That  sounds  as 
though,  if  something  happened,  that  weapon  is  intact  and 
oould  either  be  used  or  threatened.  I do  not  want  particu- 
lar cases,  but  in  general  is  that  so? ^Ithas  certainly  not 

been  used  in  my  time.  You  do  not  press  me  to  give  an 
individual  case,  but  I can  remember  one  or  perhaps  two 
cases  when  we  wondered  whether  we  ought  to  use  the 
threat  in  my  time.  We  should  be  prepared  either  to 
threaten  to  use  it  or  to  use  it  if  necessary,  and  I think  it 
still  would  have  considerable  effect.  It  would  be  a 
very  serious  matter  for  any  bank,  particularly  for  a clear- 
ing bank.  Historically  I could  not  say  without  research 
how  often  that  weapon  has  been  used.  Perhaps  you 
would  like  us  to  do  some  research  into  that.  It  has 
certainly  not  been  used  in  the  last  25  years. 

309.  Professor  Sayers:  Does  the  same  apply  to  your 

other  customers? iWe  should  regard  accepting  houses 

and  discount  houses  as  covered  by  that. 


302.  Sir  Reginald  Verdon  Smith : In  these  circumstances 
are  your  branches  simply  a survival  of  that  previous  phase, 

or  do  they  still  perform  an  active,  useful  purpose? In 

our  judgment  they  perform  an  active  and  useful  purpose. 
They  do  a good  deal  of  distribution  and  collection  of 
notes,  which  decentralises  the  Chief  Cashier’s  note  issue 
work  to  a great  extent.  They  also  house  the  local  clearings, 
that  is  to  say  clearings  between  the  various  clearing  banks 
operating  in  the  vicimty,  so  that  everything  does  not  come 
up  through  London.  Our  branches  help  with  that  to  some 
extent.  The  Deputy  Governor  and  I find  them  extremely 
useful,  as  giving  us  a little  more  insight  than  we  would 
otherwise  have  into  what  is  going  on.  We  have  regular 
reports  from  our  Agents  in  large  provincial  centres.  I 
quite  often  go  to  one  of  the  branches  myself  and  see  people 
with  the  Agent.  Some  of  our  Directors  go  round  the 
branches.  It  is  a useful  way  of  keeping  contact  with  what 
is  going  on,  industrially  and  commercially,  and  I regard 
them  as  extr^nely  useful  from  that  point  of  view. 

303.  If  they  are  so  useful,  is  it  possible  that  more  of 

them  could  be  still  more  useful? ^We  have  at  times 

considered  whether  we  ought  'to  have  one  in  another 
locality,  but  up  to  date  we  have  felt  that  the  country  is 
fairly  weU  covered. 

304.  On  what  grounds  have  you  decided  not  to  have  a 

branch  at  a certain  place? It  is  the  other  way  round ; 

we  have  decided  what  branches  not  to  close.  The  number 


310.  Are  we  to  imderftand  that  the  power  of  direction, 
etc.,  referred  to  in  the  penultimate  sentence  beginning 
“ Since  1946  ...”  is  considered  as  being  applicable  to 
any  of  those  institutions? There  is  a statutory  defini- 

tion, I think: — “in  this  Section  the  expression  ‘banker’ 
means  any  such  person  carrying  on  a banking  under- 
taking as  may  be  declared  'by  order  of  the  Treasury  to 
be  a bank  for  the  purposes  of  this  section.” 


311.  Do  you  regard  that  as  covering,  if  you  wanted  it 

to  cover,  an  accepting  house  or  a discount  house? ^Yes, 

certainly. 
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312.  Would  you  not  like  it  to  cover  more  people?  In 
that  power  of  direction  lies  in  many  senses  your  sanction. 
You  regard  it  as  covering  those  classes  of  institution 
which  are  at  the  hub  of  the  financial  system.  In  the 
course  of  time  other  institutions  grow  up  and  also  find 
opportunities  for  doing  financial  business,  and  the  weight 
is  bound  to  shift  to  some  extent — other  financial  institu- 
tions may  become  important.  Would  it  not  be  advisable 
if  the  Bank  Act  of  1946  were  to  be  amended  so  that  it 
should  expressly  cover  a wider  range  of  financial  institu- 
tions?  think  my  answer  to  that  would  be — although 

this  is  a point  I might  come  back  either  to  confirm  or 
modify  slightly* — that  I should  like  it  clearly  to  cover  any- 
body who  takes  and  advertises  for  deposits.  I think  that 
they  would  probably  be  brought  within  the  definition,  but 
• See  Qn.  1753. 
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I am  cot  a legal  authority,  and  I do  not  know  whether 
the  Treasury  would  be  prepared  to  regard  the  definition  in 
the  Act  as  extending  to  anybody  who  took  deposits,  or 
whether  the  Law  Officers  would  allow  them  to  define  any- 
body who  took  deposits  as  a bank  for  this  purpose,  if 
we  wanted  to  use  the  power  in  this  way. 

313.  There  are,  of  course,  other  points  of  view  than 
purely  monetary  control.  If  you  were  thinking  of  .the 
safety  of  the  public’s  deposits — and  this  is  thought  of  in 
other  countries’  legislation — ^would  you  argue  _th^  there 
should  be  scsne  specific  power  over  any  organisation  that 

advertises  for  deposits? 1 can  only_  repeat  that  that 

mainly  covers  the  hire  purchase  organisations,  and  it  is 
a matter  which  is  at  the  moment  under  discussion  between 
the  Treasury  and  ourselves,  and  with  other  Departments. 

314.  Professor  Sayers:  It  might  also  cover  Building 

Societies? ^Is  not  that  aspect  of  Building  Societies 

covered  by  the  Registrar  of  Friendly  Societies?  By  that 
type  of  legislation  I think  almost  everything,  with  the 
possible  exception  of  hire  purchase,  is  covered  by 
iegislatioD. 

315.  Chairman:  I think  the  question  that  arises  is  this: 
if  you  are  considering  the  safety  of  the  public,  would 
you  be  concerned  with  extending  your  power  as  Bank 
of  England  over  these  institutions,  or  would  you  loi* 

somewhere  else? ^Primarily  somewhere  else,  so  far  as 

anything  like  building  societies,  insurance  institutions, 
savings  institutions  are  concerned.  I should  have  thought 
that  Siey  were  covered  in  other  directions. 

316.  Your  main  answer  was  that  in  considering  your 
effectiveness  in  carrying  out  monetary  policy,  you  would 
like  to  be  certain  that  your  power  of  direction  could  exteiid 

to  people  who  advertised  for  deposits? think  I said 

that  we  might  conceivably  wish  to  have  that  power  in 
relation  to  anybody  who  takes  deposits,  and  that  my  own 
view  is  that  the  Treasury  could  define  any  such  company 
as  a bank  for  that  purpose,  although  that  view  has  not 
been  tested  legally. 

317.  There  is  one  other  question  I ought  to  ask  you 

on  this  paragraph.  You  have  power  to  request  informa- 
tion from  bankers ; are  you  satisfied  with  the  amount 
of  information  you  get  on  request? Yes. 

318.  Sir  Reginald  Verdon  Smith:  Do  you  have  a satis- 
factory working  arrangement  with  the  commercial  banks 
for  communication  between  you  and  them  as  a regular 

operation?  Is  that  fully  systematised? am  perfectly 

satisfied  with  the  arrangements. 

319.  Chairman:  May  we  take  paper  No.  11*  This  is  as 

you  say,  iprimarily  a handbook  of  background  informa- 
tion. Paragraphs  1,  2 and  3 are  introductory.  Is  there  any- 
thing on  paragraph  4? Mr.  Cobbold:  Might  I take  the 

opportunity  of  going  a little  further  on  what  Sir  Reginald 
was  asking?  Would  you  like  a little  more  about  how  the 
machinery  of  contact  works  between  the  Bank  and  the 
banking  system  at  that  point? — Chairman:  Yes,  please. 
—Mr.  Cobbold:  I have  said  to  Sir  Reginald  that  we  are 
perfectly  satisfied  with  it.  For  the  record  it  might  be 
useful  to  say  ffiat  so  far  as  the  clearing  banks  are  con- 
cerned there  is  a regular  quarterly  meeting  between  the 
Governors  and  the  Chairmen  of  the  clearing  banks,  with 
the  Governor  or  Deputy  Governor  in  the  chair.  The 
Committee  of  London  Clearing  Bankers  meet  every  month 
by  themselves,  and  under  these  arrangements  once  a 
quarter  they  meet  with  the  Governor  or  Deputy  Governor, 
or  both.  Frmn  time  to  time,  if  there  is  anything  of 
sufficient  importance  to  warrant  it,  I attend  one  of  the 
other  monthly  meetings,  or  on  occasion  we  have  a special 
ad  hoc  meeting  with  the  members  of  the  Committee  of 
London  Clearing  Bankers,  who  are  the  eleven  clearing 
hanks.  But  the  main  contact  is  between  the  Governors 
and  the  Chairman  and  Deputy  Chairman  of  the  Clearing 
Bankers  Committee.  I could  not  say  exactly  how  often 
we  meet,  but  I should  think  once  or  twice  a week  on 
average.  We  talk  about  one  subject  or  another,  and  there 
is  very  close  contact  indeed.  On  the  whole  both  parties 
have  found  it  more  convenient  to  deal  with  it  in  that  way, 
through  the  Chairman  of  the  Committee  and  the  Governor 
and  Deputy  Governor,  rather  than  to  have  the  full  meet- 
ing of  the  Committee  on  each  occasion.  That  is  the 
contact  at  top  level.  Then  there  is  regular  contact  between 
the  Chief  Cashier  and  the  Chairman  and  Deputy  Chair- 
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man  of  the  Chief  Executive  Officers’  Committee,  which 
is  the  operating  committee  for  the  Committee  of  London 
Clearing  Bankers.  There  are,  of  course,  a lot  of  contacts 
with  individual  clearing  banks  on  matters  affecting  them. 
Very  often  one  of  the  Chairmen  or  one  of  the  Chief 
Officers  comes  to  see  one  of  the  Governors  or  the  Chief 
Cashier  either  on  matters  affecting  that  particular  bank, 
or  sometimes  on  matters  of  more  general  interest.  On 
top  of  that  there  is  day-to-day  routine  contact  all  the  time 
in  the  money  market  between  our  Discount  Office  and 
the  clearing  banks’  money  departments,  and  on  the  over- 
seas side  between  our  Exchange  Offices  and  the  clearing 
banks’  overseas  offices  ; so  there  is  a continuous  link  going 
on  there  pretty  well  all  the  time. 

With  the  accepting  houses  the  arrangements  are  rather 
similar  ; there  is  an  Accepting  Houses  Committee,  though 
that  is  not  nearly  such  a closely  integrated  body  as  the 
Committee  of  London  Clearing  Bankers,  and  I tWnk  our 
contacts  are  more  with  individual  accepting  houses  than 
through  the  Committee.  We  see  the  accepting  houses  very 
frequently  at  various  levels  in  the  Bank,  and  we  have 
three  directors  from  the  accepting  houses. 

There  is  also  a very  close  relationship  with  the  discount 
houses ; I see  the  Chairman  of  the  Discount  Market 
Association  once  a week,  and  of  course  their  contact  with 
the  Discount  Office  of  the  Bank  is  daily  and  often  almost 
hourly.  Then  again  from  time  to  time  I would  see  the 
Chairman  of  a particular  discount  house  either  if  I wanted 
to  see  him  about  something  or  if  he  wanted  to  see  me 
about  anything ; but  the  normal  contact  with  the  market 
is  (a)  between  the  Discount  Office  and  the  market  and  (b) 
the  weekly  meeting  between  ourselves  and  the  Chairman 
and  Deputy  Chairman  of  the  Committee. 

The  Scottish  banks  should  also  be  mentioned,  although 
they  are  to  some  extent  covered  through  our  contact  with 
the  British  Banking  Association.  I should  explain  that  the 
Chairman  of  the  Committee  of  London  Clearing  Bankers 
is  almost  invariably  President  of  the  British  Bankers’  Asso- 
ciation as  well,  and  the  British  Bankers’  Association  to  some 
extent  covers  the  whole  field ; but  we  make  a practice  of 
keeping  a particular  relationship  with  the  Committee  ^ 
Scottish  Bank  General  Managers  so  as  to  make  sure  we 
have  their  views,  and  we  are  able  to  explain  to  the  Scottish 
banks  directly  on  similar  lines  as  iwe  do  to  the  clearing 
banks. 

320.  Professor  Cairncross:  Would  you  regard  the  Bank 

of  England  as  being  the  normal  intermediary  between 
Government  Departments  and  all  these  financial  institu- 
tions?  ^Yes. 

321.  I take  it  there  is  some  contact  between  the  Govern- 
ment directly  and  these  institutions,  that  they  do  on  occa- 
sions bypass  the  Bank?  They  do  not  always  come  to  you 

to  find  out  what  is  happening? daresay  that  is  so. 

Any  official  or  semi-official  contact  would  be  through  us, 
but  clearly  the  Chairman  of  a clearing  bank  may  sit  next 
to  a Minister  of  the  Crown  at  dinner. 

322.  So  that,  as  you  explained  earlier,  it  would  be 
your  responsibility  to  explain  your  policy  to  each  of  these? 

Certainly.  I think  perhaps  that  I should  make  one 

exception  to  that.  If  a bank  is  negotiating  with  the 
Export  Credits  Guarantee  Department  on  a particular 
export  credit,  it  might  very  likely  want  to  go  and  discuss 
the  thing  direct  with  the  Board  of  Trade.  I should  regard 
that  as  outside  the  general  arrangement  we  were  spewing 


323.  Take  the  case  of  the  restriction  of  credit,  where 
industry  is  affected  in  various  ways.  The  Department 
likely  to  be  most  interested  in  what  is  happening  is  the 
Board  of  Trade.  How  does  the  Board  of  Trade  learn 
how  industry  is  being  affected?  Are  they  expected  to 
make  their  own  arrangements,  to  find  out  from  their 
Regional  Controllers,  or  do  you  regard  it  as  your  job  to 

tell  the  Board  of  Trade  what  is  happening? We  regard 

it  as  our  job  to  tell  the  Treasury.  Subsequent  contact  with 
other  Departments  we  should  regard  as  up  to  them. 

324.  Do  you  regard  that  as  a satisfactory  arrangement? 

Obviously  there  are-  arguments  both  ways ; but  our 

experience  has  always  been  that  it  is  more  satisfactory  to 
channel  through  one  Government  Department,  the 
Treasury  being  the  natural  one.  On  the  whole  we  have 
found  that  fiiat  avoids  an  enormous  amount  of  difftision, 
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contradiction,  and  so  on.  I ■would  not  say  we  do  not  have 
some  contacts  with  other  Departments ; we  do.  There 
are  quite  often  occasions  when  the  Foreign  OflSce,  the 
Board  of  Trade,  the  Commonwealth  Relations  Office,  the 
Colonial  Office  and  a number  of  others  ask  our  advice  or 
assistance  on  particular  problems,  and  we  should  then 
give  them  the  information ; but  we  should  mention  to  the 
Treasury  that  we  were  doing  so.  Our  experience  is  that 
it  is,  on  balance,  a good  deal  better  to  keep  the  single 
channel  than  to  have  a num'ber  of  different  ones. 

325.  What  strikes  me  is  the  difficulty  of  making  much 
progress  with  an  exchange  of  views  if  neither  party  is  able 
to  speak  directly  to  the  other  but  there  is  always  some 
intermediary  from  the  Treasury.  You  often  would  not 
know  what  questions  to  put  unless  you  were  talking 
direct  to  them.  I should  have  thought  it  would 
be  better  for  you  to  have  direct  contact  with  the  Common- 
wealth Relations  Office  or  the  Colonial  Office  instead  of 
their  being  dependent  on  the  Treasury  for  what  they 

tound_  out? ^We  have  pretty  close  contact  with  the 

Colonial  Office  and  the  Commonwealth  Relations  Office, 
in  official  committees  and  in  other  ways. 

326.  Professor  Sayers:  May  I ask  you  to  explain  to  the 
Committee  the  relationship  between  the  Bank  of  England 

and  the  Capital  Issues  Committee? -I  am  afraid  1 

cannot  ranember  whether  it  is  by  statute  or  only  by 
invitation  that  we  have  always  suggested  one  member  of' 
the  Committee. 

327.  Would  that  be  a member  of  your  own  body? 1 

must  check  whether  I am  right  on  this,  but  I think  the 
first  member  was  the  then  Deputy  Governor,  Mr.  Cattems, 
who  was  directly  succeeded  by  Sir  Otto  Niemeyer,  who 
was  an  Executive  Director  of  the  Bank,  and  still  remains 
in  very  close  touch  with  us.  I should  add  that  it  is 
coniiraon  practice  for  the  Capital  Issues  Committee,  where 
there  is  any  banking  question,  or  any  bank  is  directly 
involved,  to  refer  to  us,  among  other  people,  for  advice. 

328.  Chairman:  May  I ask  you  a question  arising  out 

of  paragraph  4?  You  say  there  that  the  deposits  of  the 
London  clearing  banks  are  in  the  main  invested  in  the 
United  Kingdom  in  British  Goveimment  securities, 
including  Treasury  Bills.  The  range  of  investments  in 
British  Government  securities  and  Treasury  BiUs  may  be 
very  wide  at  any  moment,  and  could  have  very  wide 
variations  within  it? ^Yes,  that  is  so. 

329.  I would  have  thought  rather,  from  something  we 
were  discussing  with  Mr.  O’Brien  and  Mr.  Hollom  this 
morning,  that  for  your  purpose  of  influendog  the  money 
market  it  would  be  valuable  to  know  the  distribution  of 
the  different  holdings,  what  proportion  was  long  and  what 

short? The  Treasury  Bill  holdings  are  published 

separately ; so  your  question  would  only  refer  to  the  British 
Government  stocks. 

330.  The  pcrint  would  be  the  proportion  o-f  those  that 
are  very  close  to  maturity  to  .those  .that  are  very  distant 
The  distribution  of  the  holdings,  I should  have  thought, 
could  be  very  impcntant  for  the  effectiveness  of  your  own 

policy? 1 think  .there  are  two  questions  involved  here ; 

one  is  a historical  question,  if  I may  so  put  it  and  the 
other  is  an  operational  question.  For  the  purposes  of 
statistical  history  it  might  be  useful  if  some  more  sub- 
division of  the  investments  were  made.  That  is  a question 
you  would  wish  .to  explore  with  the  clearing  banks. 
Operationally  it  does  not  worry  me,  because  if  I want  to 
know  I can  ring  -them  up  and  ask  them. 

331.  That  is  what  I wanted  to  find  out;  that  kind  of 

info.rmation,  .the  actual  split-up,  is  obtainable  whenever 
you  want  it? Yes,  I can  get  it  if  I want  it 

332.  Professor  Cairncross:  Would  not  .that  information 
be  necessary  to  enable  you  to  predict  the  reaction  of  the 
banking  system  at  a .time  when  you  were  trying  to  restrict 

credit,  and  to  -an  extent  control  the  clearing  hanks? 

We  do  not  set  out  to  control  .the  policies  of  the  clearing 
banks  in  that  way. 

333.  But  when  you  are  'trying  to  restrict  credit,  you 
ought  to  know  what  the  reaction  of  the  banking  system 
wiU  be  to  what  you  are  doing ; and  that  is  the  object  of 
asking  the  clearing  banka  for  information  about  their 
holdings.  If  you  do  not  know  what  they  are  likely  to  sell, 
or  could  sell  in  the  near  future,  can  you  form  an  accurate 
judgment  of  what  their  reaction  would  be  to  a reduction 
of  cash,  for  instance?  If  they  have  the  option  of  sdling 


Treasury  Bills  or  selling  short  term  Government  securities 
and  they  choose  the  latter,  the  result  may  be  different 

from  what  you  would  wddt. If  the  question  is : can  I 

foresee  exactly  what  'they  are  going  to  do,  the  answer  is 
that  I cannot  foresee  what  an  individual  bank  is  going 
to  decide  to  sell. 

334.  Professor  Sayers:  There  are  several  hundreds  of 
millions  .of  stock  maturing  every  year  for  the  next  five 
years.  Have  you  any  idea  how  much  of  those  hundreds 

of  millions  are  held  by  the  clearing  hanks? Mr. 

O’Brien : We  have  no  formal  information  from  the  banks. 
But  we  are,  after  all,  the  Registrar  of  these  Government 
stocks,  and  so  far  as  that  goes  we  know  what  they  bold. 
That  gives  us  some  information,  although  it  is  not  com- 
plete or  accurate ; but  in  many  cases  we  have  a pretty 
fair  idea.  Moreover,  the  Government  Broker  is  always 
pretty  weU  aware  of  any  oths-  operator  oo  the  market, 
who  it  is  and  what  he  is  doing,  so  that  by  one  means 
or  another  the  fact  that  we  do  not  receive  information 
formally  from  the  clearing  banks  does  not  mean  that  we 
are  devoid  o.f  information. — Mr.  Cobbold:  We  are,  within 
a pretty  close  margin,  very  well  informed  on  that  point 

335.  Lord  Harcourt:  By  indirect  rather  than  direct 

means? ^By  indirect  means  and  also  by  informal 

information. 

336.  Chairman:  I think  the  positive  question  we  are 

working  round  to  is  this:  given  that  you  have  these 
various  indirect  means  of  knowing,  would  it  help  you  in 
your  work  of  implementing  monetary  policy  if  you  had 
a system  under  which  you  were  currently  informed  in 
detail? 1 would  say  that  it  might  be  useful  for  a long- 

term statistical  study  of  what  has  happened  as  a historical 
matter.  In  these  decisions  I have  never  felt  embarrassed 
operationally  by  lack  of  information  on  that  point,  because 
I either  have  got  it  by  informal  means  or  I know  that 
I can  get  it. 

337.  Professor  Cairncross : Would  it  not  be  an  advantage 
to  know  wliat  is  the  distribution  of  the  investments  held  by 
the  clearing  banks  between  .those  of  a maturity  of  more 
than  five  years  and  those  of  a maturity  of  less  than  five 
years,  which  can  more  or  less  be  turned  into  money  or 

into  credit  at  will? do  not  think  that  would  give  me 

any  operational  advan.tage,  because,  as  I have  said,  I would 
either  have  got  the  information  informally,  or  if  I had  not 
I could  get  it  at  any  time  I wanted  it. 

338.  Do  you  not  feel  it  might  he  of  some  advantage 

to  the  public  ot  the  Treasury  if  you  were  -to  have  it? 

Mr.  Mynors:  Thinking  only  of  ourselves,  we  probably 
could  not  get  a formal  regular  return  oftener  than,  say, 
once  a month  ; and  although  it  might  be  useful  as  a check- 
up after  the  event,  it  probably  would  not  tell  you  more 
than  you  know  on  the  day  on  which  it  is  happening  from 
somebody  who  comes  in  to  tell  you  what  he  is  doing, 
or  from  somebody  else  who  comes  in  to  tell  you  what  he 
has  heard  about  what  somebody  else  is  doing,  which  is 
absolutely  operational  at  the  time  you  get  it.  fl  you  want 
to  supplement  that  day-to-day  information,  as  the 
Governor  was  saying,  you  can  always  ask  somebody  to  tell 
you  more.  If  you  have  a formal  return  it  is  always 
behind  the  times. 

339.  Is  not  what  you  say  applicable  to  every  hank 
asset?  I do  not  see  how  the  force  of  your  arguments 
applies.  It  does  not  discount  the  value  of  one  day’s  figures 
that  they  will  never  be  the  same  the  day  after.  In  any 
event,  you  would  not  rely  on  that;  you  would  rely  on 
your  contact  with  the  market  to  tell  you  what  is  going  on. 
Nevertheless,  surely  you  would  find  it  useful  to  have 
figures.  If  these  short  bonds  are  treated  by  the  Bank  of 
England  as  equivalent  to  Treasury  BiUs  for  the  purpose 
of  discount,  would  it  not  be  useful  to  know  what  the 
total  comes  to,  what  proportion  they  are  to  the  total 

investments? ^I  do  not  see  the  parallel  with  Treasury 

BiUs. 

340.  I understand  you  are  prepared  to  re-discount  or  to 
give  advances  against  short-term  Government  stocks  with 
up  to  five  years’  life ; in  other  words,  you  are  prepared 

to  treat  these  on  the  same  footing  as  Treasury  Bills? 

These  are  the  holdings  of  the  discount  market. 

341.  I agree,  but  it  is  not  a very  long  step  from  that ; 
if  the  discount  market  did  not  exist  it  would  be  the  same? 

— Mr.  O'Brien : We  must  emphasise  that  what  is  under 
discussion  is  not  the  difference  between  igncsrance  and 
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knowledge ; it  is  the  difference  between  knowledge  by 
means  of  a formal  return  and  the  knowledge  which  we 
get  already,  which  we  consider  to  be  adequate  for  our 
purposes. 

342.  That  may  be  true  operationally,  but  what  about  the 
statistical  advantage?  The  issue  is  not  whether  you  can 
get  statistics  or  whether  your  statistics  are  correct,  but 
whether  it  would  not  be  useful  for  the  public  to  have  the 
periodic  statistics  which  have  a very  direct  bearing  on  toe 
decisions  that  are  taken.  The  public  have  no  information 
whatever  about  toe  distribution  of  the  maturity  of  the 
investments  of  toe  clearing  banks.  They  do  not  know 
whether  a high  proportion  is  in  fact  short,  and  I should 

have  thought  they  ought  to  know  that. Mr.  Mynors: 

That  is  a question  of  what  the  public  should  know.  We 
were  thinking  of  it  more  in  terms  of  our  own  day-to-day 
needs. 

343.  Professor  Cairncross:  What  anyone  does  nowadays 
depends,  in  the  long  run,  in  this  country  at  any  rate,  on 
public  opinion.  That  opinion  may  filter  through  in  various 
ways  to  affect  toe  direction  of  Government  policy  and 
Bank  policy.  I would  not  draw  so  sharp  a line  of  division 
between  those  who  are  in  charge  of  operations  and  those 
who  are  writing  about  the  operations.-^Afli>man : Would 

you  like  to  comment  on  that,  Mr.  Governor? Mr. 

Cobbold:  I do  not  want  to  dispute  what  Professor 
Caimcross  has  said.  Operationally  I stick  to  my  answer : 
we  have  either  got  or  can  get  what  we  want  on  this  par- 
ticular subject,  and  that  any  monthly,  rather  belated, 
return  could  not  probably  help  us.  I am  perfectly  pre- 
pared to  look  without  prejudice  at  any  suggestions  for 
better  statistics  either  on  that  or  on  any  other  point ; 
it  might  well  help.  There  are  quite  a lot  of  points  on 
banking  statistics  which  may  arise  both  in  discussion 
with  the  clearing  banks  and  in  discussion  with  toe 
Treasury.  I should  have  thought  that  this  is  no  more  than 
one  of  a possible  series  of  measures  to  complete  banking 
statistical  information ; but  I want  to  make  the  point  that 
operationally  I do  not  think  this  worries  us. 

344.  Professor  Caimcross:  We  are  a 'little  in  the  dark 
about  the  operational  significance  of  toe  proportion  of 
short-term  stocks  held  by  the  banks,  because  we  do  not 
know  whether  it  is  just  over  5 per  cent.,  10  per  cent,  or 
50  per  cent,  of  their  investments  ; but  we  were  left  with  the 
impression  this  morning  that  there  was  a sizeable  pro- 
portion.— Professor  Sayers:  If  I am  to  talk  to  anyone 
in  toe  Treasury  about  toe  monetary  position,  one  of  toe 
things  I want  to  say  is  something  the  Governor  has  said 
in  answering  public  statements,  that  there  has  been  too 
much  liquidity  in  the  banking  system.  If  I am  to  make 
that  point,  I want  to  be  able  to  point  to  the  elements  in 
the  bank  statements  that  show  toere  is  excess  liquidity. 
I can  point  to  the  cash ; I can  point  to  the  ratio  of  what 
are  called  liquid  ^sets.  I know,  and  Mr.  O’Brien  has  told 
us  this  morning,  that  there  is  besides,  at  any  rate  in  some 
of  toe  bank  statements,  under  the  heading  of  “ Invest- 
ments ”,  paper  that  is  making  toe  banks  much  too  liquid 
from  the  point  of  view  of  tight  monetary  control,  but  I 
cannot  say  how  much ; these  statements  do  not  tell  us 
anything.  Professor  Caimcross  and  I are  supesting  that, 
in  toe  present  form  of  bank  statements,  a line  is  drawn 
between  Treasury  Bills  and  other  Government  paper, 
which  does  not  seem  to  be  warranted  by  toe  facts,  and 
that  that  is  not  throwing  a useful  light  on  toe  p'resrat 
liquidity  of  the  banks.  1 doubt  whether  anybody  in  the 
Treasury  knows  how  much  it  is.  That  seems  to  me  to  be 
wrong.  Would  it  not  be  better  Mr.  Governor,  that  the 

Treasury  should  know  just  how  liquid  the  banks  are? 

Are,  or  could  easily  be : I think  that  toere  is  a potential  as 
well  as  an  actual  liquidity.  It  is  not  an  absolute  question, 
it  is  a question  of  degree.  If  I may  ask  for  some  clarifica- 

■on  on.  this — ^you  have  in  mind  a split  which  would  show 

le  proportions  under  two  years,  and  between  two  and  five 


years,  and  over  five  years,  or  something  of  that  sort?- 

Professor  Caimcross:  Yes. — Mr.  Mynors:  I should  h^e 
thought  .that  was  a statistical  point  arising  on  any  possible 
revision  of  toe  monthly  banking  figures  and,  as  such, 
worthy  of  examination.  Our  earlier  answers  were  purely 
on  the  operational  side  of  things. 

345.  Professor  Caimcross : We  have  to  go  on  what  our 
witnesses  tell  us  on  this;  we  have  not  got  the  figures. 
This  is  not  purely  statistical,  and  should  not  be  looked  at 
in  that  way? — Chairman : I think  we  have  put  the 
question  to  you  and  perhaps  we  can  come  back  to  it  later  ; 

we  were  asking  you  how  it  affected  you  operationally? 

Mr.  Cobbold:  Operationally  it  does  not  bother  us,  and 
we  think  it  is  all  right  from  toe  wider  point  of  view.  As 
the  Deputy  Governor  has  said,  I think  we  should  regard 
this  as  a point  very  well  worth  consideration  in  the  general 
context  of  banking  statistics. 

346.  What  is  the  meaning  of  Eastern  Exchange  Banks 

in  paragraph  6? ^That  is  a .technical  term.  The  Hong 

Kong  and  Shanghai  Bank,  the  Charter^  Bank  of  India, 
and  a number  of  other  banks  operating  in  the  Indian  sub- 
continent and  the  Far  East,  are  locally  called  exchange 
banks  because  they  are  the  banks  that  deal  with  exchange 
in  those  parts  of  the  world. 

IM.  Chairman:  In  paragraph  11  you  deal  with  hire 

.prirchase  finance  houses? Professor  Sayers:  Am  1 

right  in  assuming  that  none  of  the  hire  purchase  finance 
houses  is  a member  of  the  British  Bankers’  Association? 
^one. 

348.  Do  you  mean  that  they  cannot  become  members  of 

the  British  Bankers’  Association? Mr.  Mynors:  On  the 

general  question  of  admission  to  toe  B.B.A.,  there  was  a 
suggestion  that  somebody  should  be  admitted  last  year  ; 
they  must  have  written  and  asked,  and  there  must  have 
been  a meeting  which  considered  whether  they  were 
fit  and  proper  people  to  be  members,  but  I do  not 
remember  toe  details. 

349.  Professor  Caimcross:  If  it  is  not  known  whether 
hire  purchase  finance  houses  are  banks,  how  could  they 

possibly  be  accepted? Mr.  Cobbold:  I think  the 

British  Bankers’  Association  were  inclined  to  admit  that 
they  were  banks.  But  I do  not  know  of  any  case  where 
they  have  applied  for  membership;  nobody  is  a member. 

350.  Sir  John  Woods:  I suppose  later  perhaps  we  can 

get  some  knowledge  about  the  amount  of  money  involved 
in  the  acceptance  of  deposits  by  hire  purchase  com- 
panies?— Chairman:  I thought  from  something  we 

heard  you  might  have  some  information  on  this  point ; 

have  you  anytoing? Mr.  Cobbold:  Not  nearly  as  mudh 

as  we  should  like. 

351.  On  paragraph  15,  what  are  the  Special  Investment 

Departments  of  the  Trustee  Savings  Banks? Mr. 

O’Brien:  The  funds  deposited  in  the  Ordinary  Depart- 
ments of  the  Trustee  Savings  Banks  are  invested 
under  the  control  of  the  Commissioners  for  the  Reduction 
of  the  National  Debt.  The  funds  in  toe  Special  Invest- 
ment Departments  are  invested  by  toe  Savings  Banks 
themselves. 

352.  What  makes  them  Special  hivestment  Departments? 
Why  do  toe  National  Debt  Commissioners  gather  in  one 

and  not  toe  other? ^They  pay  a higher  rate  of  interest 

in  toe  Special  Investment  Departments. 

353.  Does  that  require  a different  investment  policy? 

Yes,  and  longer  notices  for  withdrawal.  So  far  as 

the  amounts  are  concerned,  I do  not  think  you  can  put 
as  little  as  £1  in. 

354.  I do  not  think  there  are  any  other  questions  on 

this  part  of  this  paper,  so  perhaps  it  might  be  a good  ^int 
io  break  off.  We  are  going  to  see  you  again  on  Friday, 
July  26th? Mr.  Cobbold:  Yes,  Mr.  Chairman. — Chair- 

man : Thank  you  very  much. 


(Adjourned  until  Tuesday,  16th  July,  1957,  at  10.30  a.m.) 
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355.  Chairman:  I think  that  we  had  put  away  para- 
graph 4*.  Are  Eiore  any  questions  on  paragraph  57 
Professor  Sayers:  Why  is  it  important  to  H.M.  Govern- 
ment that  they  should  rely  on  the  tender  being  covered 

^ the  discount  market? It  is  important  to  H,M. 

Government  that  they  should  draw  in  enough  cash  to 
meet  their  outgoings  during  the  week. 

• important? think  that  we  should  be 

in  a difficulty  if  we  could  not  obtain  the  cash  required 
to  pay  the  bills. 

_ 357.  What  is  the  objection  to  creating  the  cash? It 

IS  thought  better  to  withdraw  the  cash  from  the  market 
than  to  create  new  cash  to  feed  into  the  market. 

358.  But  you  have  got  to  feed  in  sufficient  cash  to 
allow  the  market  to  take  up  the  full  tender  anyway  • 
you  would  not  have  to  feed  in  more  cash.  What  is 
needed  is  sufficient  cash  to  pay  the  Government’s  biUs? 

in  so  lar  as  there  is  not  sufficient  cash  in  the  market 
already  to  take  up  the  tender,  the  deficiency  has  to  be 
made  good  by  the  Bank  in  one  way  or  another.  Would 
your  argi^ent  be  that  it  might  just  as  well  be  made 
good  iby  Ways  and  Means  Advances  by  the  Bank  as  by 
a system  under  which  the  market  takes  up  the  whole  of 
the  tender? 

359.  I am  asking  why  it  is  important  to  do  it  one  way 
raffier  than  the  Mher.  As  far  as  I can  see  feeding  cash 
mto  the  market  by  Ways  and  Means  Advances  might  in 
some  circumstances  have  the  effect  of  raising  the  banks’ 
cash  ratios  above  8 per  cent.,  but  that  on  the  basis  of 
your  earlier  paper  would  be  a matter  of  no  importance? 

would  pimply  replace 
Treasury  Bills  that  would  otherwise  have  been  taken  out 

360.  Would  it  weaken  the  Bank’s  control  of  the  systeni 
at  all?--  Ways  and  Means  Advances  have  always  been 
regarded  las  sometJhing  whioh  ds  used  simply  to  tide  the 
Exchequer  overnight  if  a mistake  has  been  made  in 
estimatmg  the  outturn  of  payments. 

361.  But  that  convention  arose  when  the  cash  basis 
was  important  in  itself  as  a regulator  of  the  total  position 
Now  you  ^plam  to  us  that  the  regulator  is  not  the  cash 
basis  but  the  total  of  the  liquid  assets.  That  being  so 

xI  restricting  the  use  of  Ways  and 

Means  Advances  outdated? Mr.  Hollom:  I thiffic  that 

is  to  t^e  a rather  narrow  view  of  the  basis  for  the 
convention.--Mr.  OBnen:  To  pursue  that  question  verv 
far  gets  us  .into  rather  wider  policy  fields,  whether  it  is 
desirable  or  otherwise  for  the  Government  to  rely  on  the 
and  Means 

Advances  as  against  drawing  m the  money  from  the 
market  to  cover  its  expenditure. 

362.  But  what  is  done  to  the  total  supply  of  money 

Treasury  Bills, 

and  Means  Advances  can  influence  the 
distobution  between  Treasury  Bills  and  cash,  but  it  does 
not  influence  the  total  of  cash  plus  Treasury  BOls,  which 
• Of  Memoranda  of  Evidence  Part  J.  No.  5.  ” 


is  im-portant  now.  Is  that  not  quite  so? think  that 

the  mam  re^on  why  the  convention  has  been  perpetuated 
IS  to  minimise  the  extent  to  which  the  Government  draws 
on  the  Central  Bank  to  finance  its  requirements. 

363.  CAfliVmnn:  Somewhere,  either  in  this  paper  or  in 
another  one,  I think  the  Bank  gives  us  two  reasons  for 
preferring  the  system  of  always  borrowing  when  it  can 
on  Treasury  Bills:  that  it  gives  the  Bank  greater  control 
of  the  money  supply,  and  that  to  use  Ways  and  Means 
Advances  is  to  go  on  in  a way  that  would  attract  much 

piffihc  attention.  Could  you  enlarge? 1 think  it  would 

attract  public  attention  if  the  Government  were  seen  to 
be  borrowng  in  a large  way  and  more  than  overnight 
from  the  Central  Bank  on  -Ways  and  Means  Advances. 

, that  public  attention  should  be  called 

to  what  the  Gover.mnent  is  doing? Mr.  O'Brien:  I 

would  not  say  that. — Mr.  Hollom  : Such  borrowing  nRght 
be  held  to  carry  the  implication  that  the  Government 
was  unable  ,to  boirow  from  other  sources,  with  a con- 
sequent reflection  on  its  credit. 

365.  Professor  Sayers:  This  public  reaction  depends 
upon  a large  part  of  the  public  having  been  brought  up 
on  the  notion  that  cash  is  the  basis  of  the  banking  systenx 
When  the  public  learns  the  meaning  you  put  on  it  last 
week,  will  not  the  public  reaction  necessarily  be  different? 
Mr.  OBrien:  I would  say  so. 

Surely  the  fcam  in  which 
me  debt  is  co.ntracted  affects  interest  rates.  If  you  were 
prepared  to  provide  cash  rather  than  assume  that  some- 

be  diffSint?— 

367.  Professor  Cairncross:  So  your  chief  anxiety  is 
ultoately  centred  round  the  structure  of  short  term 

iirterest  rates? ^Yes.  The  volume  of  Treasury  BiUs 

offered  week  by  week  has  an  influence  which  varies  from 
tirne  to  tune  on  short  terms  rates  of  interest  If  that 
v<Aume  wffi-e  reduced  substantially  by  borrowine  from 
the  Bank  on  Ways  and  Means  Advances  that  also^  would 
have  an  influence  on  short  term  rates. 

368.  In  other  words  the  major  material  factor  is  the 

difference 

whether  it  is  held  m Treasury  Bills  or  cash  If  voa 
mcr^se  the  supply  of  cash  relative  to  Treasury  Bills  you 
will  tend  to  reduce  short  term  rates  of  interest? ^Yes 

Z69.  Chairman:  The  discount  houses  can  onlv  be 
wunted  on  to  otvct  the  weekly  needs  of  borrowing  on 
Treasury  Bills  because  the  Bank  of  England  stand®  Tl 
their  back?-— In  the  last  resort,  if  they  famot  g« 
aeot  c^h  from  other  sources  to  cover  the  BUls  thev 
know  .they  can  come  to  the  Bank  to  borrow  at  Bank’  Rate. 

370.  Sir  Oliver  Franks:  Is  it  not  effectively  substitutine 
to  a market  ^ice  operation  an  administrative  monopoly? 

Government  shall  b^ow 
term  from  non-govemmentd  sources ; you  then 
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378.  At  the  end  of  paragraph  6 you  say:  — 

“ Nevertheless,  the  dominant  position  of  the  Discoum 
Houses  in  the  tender  ensures  that  the  rate  at  which 
they  tender  (which,  for  the  bulk  of  the  tender,  is  agreed 
amongst  themselves  beforehand)  ...” 


offer  a certain  amount ; then  by  providing  the  cash  to 
make  it  good  you  persuade  the  people  who  have  to  make 
the  offer  always  to  offer  the  amount  you  want.  _ You  are 
substituting  determination  of  ipnc®  by  administrative 
means  for  determination  of  price  by  “ come  and  go  ’ m 

the  market? ^It  is  influenced  in  the  first  place  by  the  _ , u-  n 

level  of  Bank  Rate  and  in  the  second  place  by  the  Mr.  Woodcock  was  putting  to  you  that  this  really  was  the 

shortness  of  money  in  the  market,  which  can  be  induced  old  style  competitive  tender.  It  seems  to  me  on  that 

by  the  authorities,  and,  of  course,  by  a lot  of  other  factors  language  that  it  is  not.  Is  the  price  for  all  Bills  a fixed 

over  which  the  authorities  have  no  control,  including  the  and  agreed  price  among  the  discount  houses  week  fay 

view  of  the  market  on  the  .likely  trend  of  interest  rates,  week? It  is  a competitive  tender  m that  there  are  a 

which  may  be  influenced  by  factors  outside  Government  large  number  of  prices  at  which  people  tender  for  the 

control,  or  only  partially  within  their  control.  Bills,  but  in  fact  the  most  important  element  of  the  market, 

TI,  j / T voii  ill  the  twclvc  discouiit  houses,  get  together  each  week  and 

a S?  P«fgtly  free  marte.  everybody  bid,  d.e  price  he 

Oliver  says,  an  administrative  decision  but  a means  of  tninRs. 

OlivT  ™''™VS‘atTfe  te“ra?e  y»°se!f°  ifwo^d  To‘‘s™eSnt”''ta  efiecWe  priraarwhiS'the  dTseount 

■i£“«Ss3“=H 

settles  the  rates  m that  way?  Yes.  ^ ^ result  only  a portion  of  their  tender  is  accepted,  varying 

372.  Professor  Cairncross : You  have  the  option  of  jjjg  amounts  tendered  for  at  prices  above. ' It  depends 

allowing  the  market  to  advance  to  the  Government  the  circumstances ; there  might  be  only  one  price 

money  it  requires  in  a way  that  will  affect  interest  rates.  ..t.......  ibo  fiairM/.fivp  aHcve  Tf  vou 

If  the  outcome  in  the  structure  of  interest  rates  were  not 
to  your  liking  you  would  then  have  to  operate  in  some 
other  form  to  secure  the  necessary  adjustments.  What  you 
in  fact  do  is  to  let  the  market  take  up  Bills  and,  again,  if 
interest  rates  are  not  to  your  liking,  you  have  to  m^e 
the  appropriate  adjustments.  But  in  both  cases,  whether 
the  market  operated  freely,  or  whether  you  were  waiting 
until  the  tender  was  covered,  what  would  be  in  your  mind 
would  be  the  kind  of  rates  of  interest  that  you  wished 
to  see  established? Certainly. 

373.  Professor  Sayers:  Is  not  the  reason  for  these 
larrangements,  not  that  the  Government  must  get  its 
cash,  because  it  can  do  that  any  way,  but  that  they  make 

* .....  ...A..:...*  frT...  Vlnvl  ctril/'tnrp.  nf  RhOTt 


above,  or  there  might  be. thirty-five  prices  above,  If  you 
have  a movement  in  Bank  Rate,  nobody  knows  where  he 
is  going  to  be.  There  is  usually  a large  difference  between 
various  tenders.  At  the  bottom  there  is  always  the  dis- 
count market,  the  biggest  tenderer,  and  they  never  get 
allotment  in  full. 

380.  Lord  Harcourt:  In  the  little  bit  in  brackets  you 
say  “ which,  for  the  bulk  of  the  tender,  is  agreed  amongst 
themselves  beforehand  ”.  Could  you  explain  to  us  exactly 
what  happens?  If  they  are  tendering  for,  say,  £100  mil- 
lion of  Bills,  do  they  agree  amongst  themselves  that  for 
£80  million  of  that  they  will  tender  at  one  price  and  that 
there  is  a free  for  all  for  the  balance  of  £20  million? 

arrangempts.  ^ „ fj.,*  the  and  that  they  decide— 'I  think  each  house  having  one 

374.  If  the  public  knew  what  was  going  on  it  would 

not  make  any  difference? That  might  well  be  true,  but  Jones:  The  Treasury  raises  money  from  the 

if  they  do  not  know  it  does  make  a difference.  djsco'Unt  market  or  from  lenders  on  the  basis  of  Bills 

37t  Professor  Cairncross:  Let  me  put  it  again  to  you.  sold  at  a discount  and  redeemed  by  the  Treasury  at  par 
You  would  not  want  the  Government  to  be  able  to  borrow  at  the  end  of  91  days.  Suppling  ±e  discount  market 
without  1 mft  on  Ways  and  Means  Advances ; you  want  js  not  in  a position  to  take  the  Treasury  Bills  and  *ere  is 

to  see  L brnm^?k^  of  some  kind  and  to  see  the  resort  to  Ways  and  Means  borrowing,  what  is  the 

ment  oblieed  to  use  Treasury  Bills  as  a method  of  financ-  mechanism  of  the  lending?  For  how  long  would  money 
obligations.  The  convention  that  exists  be  lent  on  Ways  and  Means  Advances,  and  what  would  be 

atV«ent  has  the  effect  of  limiting  Government  resort  to  the  comparative  cost? ^That  supples  conditions  ^cb 

Wavs  Sd  Means  Advances? Certainly.  do  not  now  operate.  For  any  extended  arrangements  Ways 

ways  anu  meau  and  Means  Advances  would  not  necessanly  be  regarded 

376.  But  so  far  as  the  ® S appropriate,  because  at  the  moment  the  sole  purpose 

term  rates  and  your  h £es  of  Ways  and  Means  Advances  is  to  carry  the  Government 

mately  sets  the  basis.  If  you  both  f®®  ®^®  overnight.  They  occur  comparative  rarely,  merely  when 

not  really  mfer?— I should  sg  toy  d<>.  tot  the  otte  ™ 8 conditions  you  are 

party  would  have  to  confirm  or  deny  that.  J“®  . sutwsing  Ways  and  Means  Advances  would  be  more  of 

hitherto  has  been  to  make  the  ma^um  use  of  *e  market  ^ f on  Treasury  Bills.  It  might  >c 

to  find  the  funds  to  meet  the  Government  s needs  and  I ; I think  it  has  been.  About 

any  development  of  Ways  and  Means  Advances  by  cannot  say,  because  we  should  have  to  agree 

Bank  would  tend  to  dimmish  the  use  of  market  treasury  ; but  I would  think  that  the  rate  of 

Central  banks  ^ over  the  world  try  to  litnit  so  ^ interest  on  such  advances  would  be  very  similar  to  the 
possible  their  Governments’  direct  access  to  thein  tor  merest  Treasury  Bills. 

Advances  of  this  character,  but  in  other  parts  of  the  rate  oi  inceresi  on  iicdsiu,  d 


world  they  are  not  always  so  successful. 

377  Sir  John  Woods:  You  agree  that  the  technique  of 
going  to  the  market  rather  than  using  Ways  and  Means 
Advances  has  an  effect  on  short  term  interest  rates,  but 
my  impression  is  that  that  has  not  been  the  leading 
consideration  from  the  Bank’s  view  in  preferring  the  use 

of  the  market.  Am  I right  in  that? 1 would  not  like 

to  put  them  in  order  of  importance.  It  has  been  a very 
important  consideration. 


382.  The  fact  that  you  were  not  able  to  get  the  money 
from  the  market  woifid  raise  a question  of  confidence  in 

those  circumstances? ^Yes,  indeed  that  would  enter  into 

it. 

383.  Professor  Sayers:  Ways  and  Means  Advances  cost 
the  Government  nothing?  The  money  goes  from  one 

pocket  into  another? Mr.  Hollom:  No.  The  Ways 

and  Means  Advances  by  the  Banking  Department  of  the 
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Bati  of  England  are  not  from  one  Government  pocket 
to  another:  not  all  of  'the  Banking  Department’s  profits 
find  their  way  to  a Government  pocket. 

384.  If  yonr  interests  in  all  this  were  simply  to  set 
short  rates  of  interest  at  whatever  level  you  wanted,  would 
it  not  be  much  simpler  simply  to  have  Treasury  Bills,  and 
other  instruments  also  if  necessary,  on  tap  at  stated  prices, 
as  they  have  been  art  various  times  in  the  past?  What 

objection  could  there  be  to  that? Mr.  O’Brien-.  We 

would  fix  the  rates ; it  would  be  our  assessment.  At  the 
moment  it  is  in  part  at  least  the  market’s  assessment.  For 
example,  on  one  occasion  when  we  put  Bank  Rate  to 
4^  per  cent.,  the  market  at  the  following  tender  put  its 
rate  for  Treasury  Bills  quite  close  up  to  Bank  Rate.  We 
from  our  point  of  view  would  have  preferred  a wider 
margin,  to  give  tis  more  elbow  room.  We  felt  it  had  been 
overdone,  but  that  was  the  market’s  assessment  of  the 
position. 

385.  But  you  could  rcorrect  that  as  you  pleased? Mr. 

O'Brien : It  is  oeilainly  possible  to  correct. — Mr.  Hollom : 
There  are  still  advantages  in  having  a semi-independent 
assessment. 

386.  Mr.  Jones:  Is  the  discount  market  earning  between 
3i  per  cent,  and  4 per  cent,  on  Treasury  Bills  as  against 

Bank  Rate  of  5 per  cent.? Mr.  O'Brien:  That  would 

be  their  gross  earning.  Out  of  that  they  have  to  pay 
for  the  money  they  borrow  to  finance  their  Treasury  Bifi 
holdings. 

387.  To  what  extent  are  the  discount  houses  in  a 

position  to  make  what  might  be  a fair  return,  say  3i  per 
cent.,  having  regard  to  the  fact  that  -they  have  a sub- 
stantial monopoly  in  the  purchase  of  Treasury  Bills? 

would  not  say  they  have  a monopoly.  They  have  some- 
thing much  less.  The  amount  of  Treasury  Bills  they  get 
in  the  tender  each  week  varies  a great  deal  depending  on 
the  size  of  the  outside  tender  and  the  relative  prices  that 
are  offered.  Some  weeks  the  discount  market  might  get 
60  per  cent,  of  its  tender  accepted  at  its  price  ; other  weeks 
it  might  get  very  much  less. 

388.  Sir  Oliver  Franks:  The  important  thing  is  the 
approximate  figure  over  a period  of  six  months  or  a year. 

■J^at  is  it  roughly? Mr.  Hollom:  It  would  be  more 

true  to  say  the  important  figure  is  the  size  of  the  outside 
tender,  because  the  percentage  that  the  discount  market 
gets  is  the  percentage  of  the  amount  they  ap^ly  for,  which 
is  variable. 

389.  Do  you  not  know  roughly  what  the  proportion 

would  be — 40,  60  or  80  per  cent.? ^I  should  say  that  it 

is  roughly  half  of  the  tender  throughout  die  year. 

390.  That  is  so  from  year  to  year  with  slight  variations? 
1 would  think  so. 

391.  Mr.  Jones:  Would  the  remaining  50  p>er  cent,  then 
be  paid  by  the  banks  on  behalf  of  customers  and  pwople 
like  that  outside  the  discount  market?  I have  received 
the  impression  that  the  discount  houses  substantially  took 

up  these  Treasury  Bills? Mr.  O'Brien : They  reckon  to 

cover  the  tender,  that  is,  to  offer  to  take  up  the  amount 
of  the  tender,  and  they  do  take  up  a very  substantial  pro- 
portion of  it  over  the  years,  week  by  week.  The  outside 
tender  consists  of  banks,  as  you  say,  taking  up  Bills  for 
customers.  The  Bank  of  England,  taking  up  Bills  for 
overseas  central  banks,  is  a vray  big  element  in  the 
tender. 

392.  Chairman:  May  we  know  how  the  allotment  is 

done? Everybody  comes  in  on  the  Friday  with  their 

tender  forms  made  out  at  the  price  at  which  they  are 
tendering.  Immediately  after  1 o’clock  they  are  sorted 
by  the  Bank.  The  highest  price  is  accepted  for  each  day 
and  then  we  go  down  the  ifet,  each  bid  being  so  to  speak 
a subtraction  made  from  the  total  amount  of  the  BiDs 
offered  until  we  have  so  much  left  for  allotment  at  the 
price  tendered  by  the  discoimt  market. 

393.  Professor  Cairncross:  Do  th*y  ever  fail  to  get  a 

Bill  allotment? 1 have  never  heard  of  it.  Theirs  is  the 

least  favourable  price  which  is  accepted.  Sometimes  when 
the  discount  market  is  very  anxious  to  get  the  Bills  it 
will  pay  more  for  them. 

394.  Sir  Oliver  Franks:  Must  it  be  the  least  favourable 

which  is  accepted?  Are  there  never  any  over  when 
they  have  been  satisfied? ^The  outside  tender  may  some- 

times be  at  a higher  price  and  that  we  always  accept 


Or  the  discount  market  may  move  their  price  up,  and 
the  outside  tender  will  be  left  below  and  none  of  it  be 
accepted.  On  these  occasions  the  discount  market  get  a 
very  high  proportion  of  the  BiUs.  That  varies  from  week 
to  week ; it  depends  what  the  discount  market  want  to 
do.  (When  they  come  to  you,  they  will  be  able  to  explain 
this  more  fidly  than  I can,  and  I must  explain  it  subject 
to  what  they  have  to  say  later.)  In  some  cases  they  may 
be  influenced  by  external  events,  by  the  movement  of  the 
exchanges,  and  will  feel  they  must  pay  less  for  the  Bills, 
that  is  to  say,  put  the  rate  up.  Other  weeks  they  may  feel 
they  must  have  the  Bills,  and  they  bid  for  them  accord- 
ingly. That  determines  whether  the  outside  tenderers  get 
in  or  not 

395.  Mr.  Woodcock:  Are  there  any  unofficial  arrange- 
ments for  exchanging  information  about  tender  prices? 

Generally  speaking  some  outside  tenderers  have  a 

pretty  good  idea ; otbm  do  not ; and  in  consequence 
very  frequently  they  make  offers  substantially  but 
unnecessarily  more  favourable. 

396.  Would  you  describe  the  state  of  .the  discount 

houses’  knowledge  of  the  outside  tenderers? Mr. 

Hollom:  It  is  not  very  easy  to  explain  because  the  out- 
side tenderers  are  not  a readily  identifiable  body.  They 
may  get  some  impression  of  what  a particular  tenderer 
may  do,  but  it  may  be  very  slight  and  not  covering  any 
substantial  amount  of  Bills. 

397.  Do  you  keep  it  to  yourself  when  you  go  into 

tendering? ^Yes. 

398.  Sir  Reginald  Verdon  Smith:  I find  it  very  diffi- 

cult to  judge  how  far  you  regard  competition  in  this 
matter  as  important.  Are  you  really  interested  in  com- 
petition rather  than  having  all  the  Bills  taken  up? Mr. 

O’Brien : We  regard  competition  as  important.  We  regard 
it,  subject  to  having  all  BDls  taken  up,  as  important  that 
the  market  should  be  as  free  as  possible  and  ffiat  the  rate 
should  reflect  the  market  view. 

399.  Mr.  Jones:  In  one  day’s  purchase  to  what  extent 

could  the  rates  accepted  vary  between  the  highest  and 
lowMt  tender?  What  effect  would  that  have  on  the  bor- 
rowing rate? ^When  there  is  a movement  in  Bank  Rate, 

it  is  very  common  for  ffiere  to  be  a wide  range  of  prices. 
I can  rememlber  one  instance  wheo  we  had  36  different 
prices. 

400.  What  would  be  the  differmce  between  the  highest 
and  lowest  in  those  circumstances?— 'It  could  be  2s.  per 
cent.  It  is  quite  frequent  for  the  range  of  prices  accepted 
to  vary  by  Is.  per  cent. 

401.  Chairman:  On  the  occasions  when  the  discount 
houses  go  to  the  Bank  of  England  for  accommodation 
to  enable  them  to  take  up  their  Bills,  would  it  be  fair 
to  say  fliat  the  Bank  of  England  provides  them  with  the 
money?- — Yes. 

402.  Does  that  have  an  effect  o-n  rates?^— Mr 
O'Brien : It  has  an  effect  upon  the  market.  If  the  discount 
market  is  borrowing  heavily  from  the  Bank  the  discount 
market  do  'oot  like  it  because  it  is  at  a high  rate  and  for 
a longer  p«iod  than  they  would  normally  ^rrow  at 
such  high  rates.— 5ir  Oliver  Franks:  That  depends  on 
whether  the  Bank  of  England  chooses  to  make  the  money 
available  at  the  penal  rate  or  to  adopt  a neutri  posifioti 
and  make  money  available  to  the  market  at  the  ordinary 

rate  in  order  to  keep  the  marl»t  in  balance. Mr. 

Hollom : The  fact  that  the  market  may  borrow  from  the 
Bank,  so  that  the  Bank  in  effect  provides  some  of  the 
money  with  which  the  Government’s  issue  of  Treasury 
Bills  is  taken  np,  does  not  ca^  the  implication  that  the 
•money  would  not  have  otherwise  been  .put  up  by  theiinarket 
because  of  the  market’s  reluctance,  but  the  implication 
that  our  policy  was  to  make  the  supply  of  money  in  the 
market  sufficiently  short  to'  compel  recoiu"9e  to  the  Bank. 

403.  Chairman:  It  really  means  that  the  Bank  of 
England  remains  in  control  of  the  short  term  rate? — ►— 
Mr.  O'Brien : Yes. 

404.  Sir  Oliver  Franks : And  the  element  of  competition 
is,  first  of  all,  -between  the  unified  tender  of  the  discount 
market  and  the  outside  tenderers.  That  element  of  com- 
petition is  increased  to  the  extent  that  toe  discount  houses 
•themselves,  in  making  toeir  unified  tender,  have  certain 
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room  for  manoeuvre  in  the  price.  A31  that  degree  of  c«n- 
petition  takes  place  -within  a fixed  administrative  frame- 
work laid  down  by  the  Bank.  Is  it,  so  to  speak,  a little 
garden  of  competition  with  high  walls  of  administrative 

determination? That  is  broadly  true,  but  I think  the 

degree  of  compehtiou  is  perhaps  a little  greater  than 
would  be  gathered  from  that  description. 

405.  Professor  Carncross'.  The  discount  market  pre- 

sumably operates  even  if  they  are  not  successful  in  bidding 
for  Bills.  Do  they  operate  by  the  sale  or  purchase  of 
Government  stocks? Y es. 

406.  These  will  have  other  eSects  on  interest  rates? 

Yes.  For  example,  at  the  beginning  of  this  yeaj 

when  the  amount  of  Treasury  Bills  was  subsiding,  as  it 
normally  does  in  the  first  quarter  of  the  year,  the  fall  was 
accentuated  by  the  fact  that  the  authorities  were  sdling 
large  quantities  of  stock.  For  that  reason  the  Govctb- 
ment  did  not  need  to  finance  itself  on  Treasury  Bills. 
Therefore  the  amount  of  Treasury  Bills  i^ued  was  small. 

In  addition  the  banks,  foreseeing  a decline  in  the  Bank 
Rate,  were  more  anxious  to  have  Treasury  Bills.  The 
demand  for  Treasury  Bills  was  stepp^  up.  Consequently 
the  discount  market  wrae  finding  it  extremely  difficult 
to  get  Bills.  One  of  the  consequences  of  that  was  that 
they  invested  more  of  their  funds  in  short  bonds  than 
they  would  have  done  in  other  circumstances. 

407.  Professor  Sayers:  So  the  discount  market  was 

tending  to  replace  its  holdings  of  Treasury  Bills  by  hold- 
ings of  short  bonds? Mr.  Hollom:  Yes.  One  should 

not  assume  that  the  failure  of  the  discount  market  to 
obtain  the  Treasury  Bills  it  wants  in  the  tender  automatic- 
ally gives  it  a supply  of  spare  money  which  it  tends  to 
employ  in  the  short  bond  market.  Someone  else  has 
presumably  taken  up  the  Bills,  so  that  there  may  be  less 
money  to  lend  to  the  discount  market  and  the  supply  of 
funds  would  correspondin^y  more  or  less  be  cut  down. 

408.  If  the  Government’s  accounting  position  is  tending 
to  reduce  the  total  of  liquid  assets  in  the  banking  system, 
there  will  be  no  addition  to  the  spare  funds  in  the  discount 
market.  It  has  been  suggested  by  the  Chief  Cashier  that 
in  the  first  month  or  so  of  this  year  the  discount  houses 
were  taking  up  more  short  bonds  because  they  were  being 
left  short  of  Treasury  Bills. — Sir  Oliver  Franks:  In  the 
early  months  of  this  year  the  Government’s  accounting 
position  was  such  that  the  number  of  Treasury  Bills  and 
the  liquid  assets  in  the  banking  system  declin^.  At  the 
same  time  the  discount  houses  took  up  quite  a large 
number  of  short  term  bonds.  If  you  put  those  two  facts 
together  there  must  be  some  explanation  of  the  second 
ffict,  which  is  not  the  one,  or  not  wholly  the  one,  which 

the  Chief  Cashier  suggests? Mr.  Hollom : Yes,  I think 

it  must  be  so.  One  of  the  factors  may  well  have  been 
the  increased  appetite  of  the  banks  for  Bills  as  against 
call  money,  which  would  provide  the  discount  houses  with 
more  cash. 

409.  Professor  Sayers:  Surely,  if  the  Government  has 
reduced  the  volume  of  liquid  assets  available,  the  prefer- 
ence of  the  banks  as  between  Treasury  Bills  and  call 
money  is  not  putting  more  money  at  die  disposal  of  the 

discount  houses,  with  which  they  can  buy  bonds? Mr. 

Hollom : I tlrink  you  can  separate  the  two  factors,  leaving 
aside  the  fall  in  the  volume  of  Bills  and  the  effects  of  the 
fall.  If  you  take  them  out  of  account  you  have  a posi- 
tion in  which  at  the  outset  itbe  banks  hold  a given  amount 
of  assets  in  the  form  of  Treasury  Bills  and  over  and  above 
that  an  amount  in  one  form  or  another  which  is  then 
swept  away  by  the  process  of  the  drawing  in  of  revenue. 
If  within  that  part  of  their  assets  which  is  not  affected 
by  the  revenue  they  prefer  Bills  as  against  call  money,  the 
tendency  surely  would  be  for  them  to  buy  Bills  from  the 
discount  houses  and  reduce  their  call  money. — Mr. 
O'Brien : The  banks’  liquid  assets,  apart  from  cash  and 
notes,  consist  largely  of  call  money  in  ffie  discount  markeit 
and  Treasury  BiSs.  The  call  money  allows  the  discount 
market  to  carry  Treasury  Bills  which  the  banks  would 
carry  themselves  in  a different  system.  In  so  far  as  the 
banks  puU  in  the  Bills  to  themselves  the  discount  houses 
have  to  carry  something  else. 

410.  Not  if  the  banks  are  doing  switching  from  call 
money  to  Treasury  Bills?  Then  the  amount  of  cdl  money 

in  the  market  is  reduced? ^The  amount  of  call  money 

in  the  market  is  reduced,  but  the  banks  i^ve  to  pay  for 
the  Treasury  Bills. 


411.  Professor  Cairncross:  The  question  is,  where  did 

the  resources  of  the  discount  market  come  from,  if  they 
did  not  come  from  call  money?  We  still  have  to  explain 
whether  they  use  their  own  capital  or  get  fimds  from 
elsewhere. — Chairman : What  were  the  additional  re- 
sources which  came  intoi  tbediscount  houses? The  banks 

do  not  get  their  Treasury  Bills  for  nothing.  They  have 
to  pay  for  them. 

412.  The  banks  are  not  tendering? ^No.  They  get 

their  Bills  almost  entirely  from  the  discount  market.  We 
will  gladly  think  about  that  a bit  more.* 

413.  Professor  Sayers:  All  my  questions  were  directed 
to  establishing  the  fact  that  the  action  of  the  discount 
houses  in  buying  short  bonds  cannot  be  explained  by 
the  reduction  in  the  Treasury  Bills  available,  They  have 

other  motives? ^They  have  other  motives,  yes,  but  I 

will  not  accept  that  it  can  be  fully  explained  in  terms  of 
other  motives. 

414.  Sir  Oliver  Franks:  You  say  in  paragraph  5: 

“Because  of  the  importance  of  the  Discount  Market 

to  the  aearing  Banks  . . .’’ 

This  is  something  which  is  regularly  said,  but  it  is  not  a 
belief  which  I encounter  in  my  daily  life.  I want  to 
assume  for  the  purposes  of  the  question  I am  going  to  put 
that  the  discount  market  is  a useful  and  convenient  form 
of  institutional  life.  As  far  as  I can  ascertain  from  what 
is  said  in  the  ordinary  way  within  the  commercial  banks, 
we  do  not  mind  very  much  whether  there  is  this  or  another 
way  of  employing  liquid  resources  that  can  be  turned  into 
currency  on  demand.  This  way  suits  us ; there  is  another 
way  that  would  suit  us ; but  wbat  does  the  difference 
come  to?  In  the  same  way  the  banks  hold  Treasury 
Bills  with  only  a few  weeks  to  run.  I am  told  by  those 
older  in  the  business  than  I that  that  is  because  “ they  ’’  do 
not  want  us  to  buy  them  early.  “They”  want  them 
kept  for  the  discount  market.  Perhaps  this  sentence  is 
not  really  stating  an  argument  for  the  discount  market 
on  behalf  of  the  clearing  banks,  but  really  only  stating 

what  the  facts  are  in  the  situation? We  cannot  speak 

for  the  clearing  banks ; they  will  have  to  speak  for  them- 
selves. If  they  deny  this  then  we  do  not  fully  understand 
the  situation.  The  fact  is  that  the  discount  market  has 
survived.  That  may  not  be  entirely  due  to  the  fact  that 
the  clearing  banks  like  it  so  much.  It  may  be  because 
the  Bank  of  England  like  it  also.  We  believe  it  to  be 
the  most  highly  flexible  mechanism  for  looking  after  the 
needs  for  short  term  money  that  there  is  in  the  world. 

I cannot  say  more  than  that.  The  clearing  banks  may 
not  think  so  much  of  it  as  we  do  or  they  may  think 
well  of  it  for  different  reasons. 

415.  Mr.  Woodcock:  But  surely  it  does  not  matter  to 

them,  does  it?  It  would  be  all  the  same  to  the  clearing 
ihaiiks  to  rediscount  themselves? ^They  could  redis- 

count, but  I think  one  of  the  main  purposes  of  the 
discount  market  is  that  it  is  a hi^y  special  organisation 
which  matches  up  shortages  and  surpluses  and  reduces  the 
need  for  intervention  to  a minimum. 

416.  But  the  clearing  banks  ought  on  paper  to  be  quite 

'as  happy  to  rediscount  themselves? ^That  would  be  so 

if  they  had  no  call  money  wifh  the  discount  market  at 
'all,  if  they  in  fact  took  up  all  the  Treasury  Bills  on  the 
tender.  Aether  or  not  they  would  agree  to  cover  the 
tender,  and  whether  or  not  it  would  be  a desirable  arrange- 
ment, is  doubtful ; but,  assuming  they  had  taken  up  Sie 
Treasury  Bills  on  the  tender,  'they  could  convert  them 
into  cash  at  the  Bank  of  En^and.  The  Bills  could  not 
be  converted  into  cash  in  the  market  so  easily,  because 
it  would  be  more  difficult  to  sell  Treasury  Bills  in  the 
market  if  there  was  no  mechanism  which  dealt  with  stich 
a commodity.  If  one  assumes  that  one  has  assassinated 
the  discount  market,  there  would  .be  nothing  between  the 
authorities,  trying  to  get  their  requirements  from  the 
market,  and  die  'banks,  who  would  be  die  major  element, 
as  indeed  they  are  now.  The  discount  market  stands 
there  to  introduce  a fluid  marketability  in  these  particular 
media. 

417.  Professor  Sayers:  As  the  system  runs  now,  the 
discount  market’s  work  in  adjusting  the  cash  position 
of  the  clearing  banks  consists  in  a certain  amount  of 
walking  around  in  the  market  and  talking  to  people,  and 
a considerable  amount  of  telephoning.  It  has  always 
seemed  to  me  that  there  would  be  no  inherent  difficulty 
in  doing  it  all  by  telephoning  directly  between  the  banks 

• See  Appendix  to  Minutes  of  Evidence. 
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and  not  from  banks  to  discount  bouses  and  discount 
houses  to  banks.  Is  that  a fair  description  of  the  posi- 
tion?  ^It  is  a fair  description  of  the  present  position. 

but  it  is  a matter  of  opinion  whether  the  alternative  you 
suggest  would  be  as  efficient  as  the  present  system.  1 
WOTjJd  doubt  it  myself. 

418.  Why  does  it  matter  that  there  should  be  inter- 
mediaries there? ^If  it  were  done  between  the  banks 

you  would  tend  to  have  people  on  the  periphery  trying 
to  sort  out  their  overs  and  shorts,  whereas  with  the  dis- 
count market  in  the  middle  the  business  is  centralised. 
Where  there  is  overall  shortage  or  surplus  in  the  market 
in  the  morning  I do  not  think  it  would  become  so  quickly 
apparent  during  the  day  if  the  banks  were  doing  it  round 
the  circle.  It  is  not  just  a question  of  the  banks,  it  is 
aD  people  who  have  money  to  lend. 

419.  Then  is  the  work  of  the  discount  market  here 
primarily  no.t  for  the  convenience  of  the  clearing  banks 
but  for  the  mopping  up  of  cash  surpluses  in  the  outside 

banks  and  institutions? ^It  is  difficult  to  put  things  in 

the  order  of  merit.  Certainly,  from  the  authorities’  point 
of  view,  to  have  an  organisation  which  quickly 
demonstrates  whether  money  is  over  or  short  very  much 
facilitates  credit  control  and  management. 

420.  Surely  a quick  piece  of  telephoning  round  the  clear- 
ing banks  would  establish  the  fact  very  much  more  quickly 

than  under  the  present  system? Mr.  O’Brien : It  would 

not  at  the  present  time,  but  if  you  had  no  discount  market, 
then  it  would. — Mr.  Woodcock : If  we  had  not  a market 
functioning  normally,  we  should  have  to  devise  a different 
system ; I think  we  should  devise  one  which  operated 
pretty  satisfactorily. 

421.  Sir  Oliver  Franks:  The  effect  of  the  answers  to  the 
questions  which  Professor  Sayers  was  asking  earlier  was 
to  give  a picture  of  the  discount  market  wi&in  the 
general  framework  of  administration  and  control  by  the 
Bank  of  England,  with  a degree  of  competition  within 
that  framework.  The  control  of  the  price  of  short  term 
money  was  one  of  the  important  things  with  which  the 
Bank  of  England  was  concerned.  Now  let  us  suppose 
that  the  Bank  Rate  is  fixed  at  whatever  it  may  he  for 
the  tune  being ; what  are  first  the  types  of  consideration, 
the  sorts  of  motive,  which  influence  ffie  Bank  of  England 
in  looking  at  the  rates  of  short  tenn  money  one  way  or 
another,  and  who  are  the  types  of  persons  or  institutions 
affected? — Chairman:  The  second  half  of  the  question  is 
purely  factual,  is  it  not:  within  what  ranges  do  the 

changes  in  short  term  rates  make  their  effect? Mr. 

O'Brien : The  eddies  from  the  stone  thrown  into  the  pond 
go  right  out  to  the  periphery.  I think  that  on  the  whole 
the  Governor  would  prefer  to  deal  with  that  question  in 
its  larger  sense. — Sir  Oliver  Franks:  That  is  why  I was 
trying  to  put  it  iu  a form  in  which  we  could  get  a 
descriptive  explanation  without  having  to  introduce  the 

policy  issues  which  lie  behind. Mr.  O’Brien : I am  lue- 

pared  to  go  cautiously  as  far  as  I can  to  help ; this  steps 
outside  my  sphere  very  considerably.  If  we  decide  to 
influence  short  terra  rates  in  one  direction  or  another, 
given  a particular  level  of  Bank  Rate,  the  first  rate  -which 
is  affect^  is  .the  Treasury  Bill  rate.  Supposing  we  wanted 
to  make  short  term  rates  higher,  we  should  keep  money 
short  in  the  market  consistenfly,  and  as  a result  the 
discount  market  would  be  compelled  to  borrow  from  us 
qui'ie  heavily  and  quite  often.  This  would  have  an  effect 
upon  the  overall  cost  of  the  money  which  they  are  borrow- 
ing to  finance  ffieir  book  of  Treasury  Bills  and  short 
bonds.  They  wo-uld  feel  for  .that  reason  alone  that  they 
must  put  up  the  rate  for  the  Treasury  Bills  they  buy,  in 
order  to  retain  their  profit  margin.  They  would  be  in- 
fluenced by  the  obvious  wishes  of  the  authorities  to  move 
in  that  direction.  The  influence  on  the  Treasury  Bill  rate 
would  spread  into  the  short  bond  market,  .because  the 
short  bond  also  is  largely  held  on  borrowed  money,  That 
would  tend  to  increase  the  yields  on  short  bonds.  If 
that  movement  persisted  the  conditions  in  the  short  bond 
market  would  tend  to  spill  over  into  the  medium-term 
market,  and  even  into  the  long^term  market  after  a period. 
So  the  effect  can  be  very  wide  indeed. 

422.  Chairman : Given  that  conditions  in  the  short  bond 
market  flow  from  the  Treasury  Bill  market,  why  should 
they  spread  over  a period  of  time  into  the  long  term  rate 

of  interest? ^Largely  because  that  would  reflect  the 

views  of  what  the  futiu-e  held.  If  we  were  maVing  rates 
very  tight  at  file  short  end  that  wo-uld  presumably  mean 
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we  felt  fiiat  a squeezing  or  tightening  of  rates  was  a 
necessary  corrective  to  the  situation  which  was  developing, 
and  people  buying  and  selling  medium  and  long  term 
securities  would  be  influenced  by  those  things. 

423.  Sir  Oliver  Franks:  I can  see  that,  if  the  other 
type  of  consideration  .that  you  .mention  is  taken  into 
account,  the  authorities  must  be  taking  a certain  -view 
of  the  whole  situation,  the  whole  economy,  and  therefore 
the  markets  behave  differently  in  relation  to  fiieir  holdings 
on  medium  or  long  term  bonds.  But  that  is  a psycho- 
logical argument  al»ut  states  of  mind  and  inferences  from 
them.  When  we  come  simply  to  the  wta-king  of  the  price 
mechanism,  apart  from  people’s  states  of  mind,  if  the 
Bank  of  England  successfully  levers  up  the  rate  for  short 
term  money,  who  is  to  behave  differently  because  that 

has  happened? ^The  discount  market  in  the  first 

instance  They  are  important  pec^le  when  it  comes  to  a 
change  of  beha-vi.our  under  that  kind  of  influence,  because 
they  are  large  holders  of  and  .traders  in  the  securities 
whose  rates  of  interest  are  being  altered. 

424.  In  the  circle  that  .goes  round  the  Bank  of  England, 
the  discount  houses,  the  clearing  banks,  call  money  and 
so  on,  the  partners  in  the  quadrille  all  step  a Iktle 
diffemitly  because  of  the  action  the  Bank  has  taken.  Who 
thK2  has  to  behave  differently  because  they  have  changed 

the  step? Mr.  Hollom:  Amongst  those  immediately 

affected  are  these  who  advance  money  on  commercial 
bills. — Sir  Oliver  Pranks:  That  of  course  is  a very  small 
fraction  of  the  whole? — Mr.  Hollom : Yes.  If  the  move- 
ment! is  carried  far  enough  the  banks  themselves  may  ^ter 
their  lending  rates.  It  does  not  often  happen  without  a 
change  in  the  Bank  Rate,  'but  it  does  happen. 

425.  Leaving  aside  the  broader  considerations  about 
people  making  judgments  about  .the  state  of  mind  of  the 
authorities  and  therefore  behaving  differently,  I am  still 
not  clear  whefiier  minor  changes  in  the  rate  of  money, 
within  a given  Bank  Rate,  which  obviously  affect  the 
people  immediately  in  ithe  ring,  necessaiffy  'have  any 
effect  outside  the  little  ring.  For  example,  what  about  the 
sterling  balances  in  Londrxn?  Do  they  begin  earning  a 
little  less?  Is  that  important?  Is  there  anything  which 

is  very  impOTtant? Mr.  O’Brien:  The  actions  of  these 

people  who  are  directly  affected  may  be  important.  For 
instance,  the  discount  market’s  actions  on  short  bonds 
will  affect  general  dealings  ran  the  Stock  Exchange.  All 
those  bonds  are  affected  by  a change  in  price.  The 
price  may  be  affected  by  different  attitudes  of  the  authori- 
ties, and  still  more  by  psychological  reactions  as  to  what 
a particular  attitude  is  felt  to  connote  for  the  future. 
That  does,  erf  course,  alter  what  we  have  to.  pay  on 
overseas  holdings  .of  bonds  and  stCTling  balances  in  this 
country.  It  has  in  the  past,  but  perhaps  less  now,  altered 
the  attitude  of  people  abroad,  whether  to  put  sterling 
here  or  not. 

426.  Professor  Cairncross:  Do  international  trans- 

actions financed  in  London  escape  -without  any  reper- 
cussions when  rates  go  up? 1 did  not  say  it  was 

possible  to  escape  without  any  repercussirais. 

427.  Do  you  think  that  any  more  business  is  attracted 
to  London  on  .that  way,  .or  that  more  money  is  attracted 

to  L^don  from  foreign  centres? That  does  happen ; 

I think  it  is  less  important  than  it  used  to  be.. 

428.  But  yon  have  no  oooception  of  the  odds  involved 

here? ^NO'. 

429.  If  rates  in  London  doubled,  for  instance,  and 

did  not  move  ^ewbere,  would  that  not  have  a consider- 
able effect  on.  transaotioos? ^It  would  also  depend  on 

the  forward  exchange  rates ; it  would  increase  the  cost  of 
covering  your  exchange,  as  people  invariably  do  now. 

430.  At  one  time  there  was  a considerable  response  to 
the  .movement  of  rates  at  other  European  centres  ; do  you 
believe  that  there  is  not  much  movement  of  money  into 
London  or  out  of  London,  or  any  movement  of  business 
into  London  or  out  of  London,  in  response  to  changes 

of  interest  rates? There  have  been  occasions  when  we 

have  seal  a considerable  movemoit  into  London  under 
that  kind  otf  influence.  At  other  times  when  we  might 
have  expected  the  same  thing  to  happen  it  has  been 
notably  absent.  There  is  no  constanfiy  true  answer  to 
ffiat  question. 

431.  Wo-uld  account  be  taken  of  the  impact  of  high 

rates  on  the  balance  of  payments? 1 think  we  are 

bound  to  nowadays. 

C2 
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432.  Professor  Sayers:  May  I put  tMs  point  in  a 
different  form?  Oppose  that  what  was  fixed  every 
Thia’sday  morning  was  not  just  the  re-discount  rate  but 
also  the  rate  at  which  Treasury  Bills  would  be  available, 
and  the  rate  at  which  the  discount  houses  borrowed  all 
their  call  money  from  the  clearing  banks ; and  then 
further  suppose  they  were  altered  when  the  Bank  Rate 
was  altered,  so  that  the  process  of  fixing  the  Bank  Rate 
was  the  process  of  fixing  a steering  _ rate  for  the  other 
rates ; would  this  matter  to  anyone  in  the  market,  par- 
ticularly anyone  on  the  Mnges  of  the  market?  I am 
thinking  purely  of  the  effect  of  the  rate  structure  on 

people  in  the  market.  I think  that  is  the  point. Sir 

Oliver  Franks:  I am  wondering  how  these  small  move- 
ments in  the  short  term  money  market,  within  a given 
Bank  Rate,  if  you  abstract  the  psychological  arguments, 
afiect  the  wider  ranges  of  people  who  have  to  deal  in 
money,  ^ort,  medium  and  long  term.  IE  it  turned  out 
that  nobody  was  ^ected,  then  we  would  have  a series 
of  operations  which  went  round,  as  it  were,  in  an  admir- 
ing circle  of  its  own  perfections  but  which  was  not  of 

great  importance  apart  from  that? ariations  in  market 

rates  within  a given  level  of  Bank  Rate  express  themselves 
in  the  first  instance  in  a change  in  the  Treasury  Bill  rate, 
which  affects  immediately  the  discount  market,  on  the 
one  hand,  as  the  lender,  and  the  Government  on  the  other 
hand,  as  the  borrower,  increasing  or  decreasing  the  cost 
of  its  borrowing.  This  cost  is  in  part  transferable 
oveirseas  in  so  far  as  foreign  central  banks  and  others 
abroad  hold  Treasury  Bills.  In  affecting  the  lender,  it 
affects  the  rates  at  which  he  can  borrow  money  in  order 
to  lend,  and  therefore  it  affects  the  people  from  whom 
he  borrows,  the  clearing  banks,  the  subsidiary  banks  and 
any  other  lender  who  may  lend  money  at  si^t  or  short 
term  to  the  discount  market.  So  the  effects  on  that 
side  spread  out  in  a pretty  extensive  way,  but  diminishing 
as  you  get  further  and  further  away.  As  they  spread 
out,  it  shows  on  the  other  side  in  that  the  cost  to  the 
Government  is  reflected  in  many  Governmental  activities 
and  to  some  degree  in  the  balance  of  payments.  The 
Treasury  Bill  rate  having  altered,  the  short  bond  rate  is 
likely  to  alter.  IE  the  movement  is  upward,  it  is  likely 
that  the  money  which  the  discount  houses  need  to 
borrow  in  order  to  finance  flieir  books  of  short  bonds 
will  become  more  expensive,  and  therefore  they  will  be 
prepared  to  deal  in  such  bonds  at  lower  prices.  This 
will  affect  the  short  bond  market  generally,  so  that  all 
dealers  in  such  securities  will  feel  it,  and  the  Government 
mi^t  feel  it  if  they  were  selling  such  bonds  from  their 
portfolios ; or,  if  they  wished  to  issue  bonds  of  that 
character,  it  would  affect  the  cost  of  their  borrowing. 

433.  Professor  Cairncross:  It  has  been  suggested  that 

it  might  be  possible  to  hold  Bank  Rate  where  it  is  and 
allow  short  rates  to  fall  in  relation  to  Bank  Rate  and  to 
maintain  a fairly  wide  spread.  Then  the  Bank  Rate 
would  continue  to  determine  the  banks’  lending  rates  and 
other  important  rates  in  the  community.  Are  you  con- 
templating that  proposal  in  making  your  answer? No. 

Mine  was  a purely  technical  description.  What  happens 
in  a situation  where,  as  you  say,  one  rate  is  made  the 
basis  for  bank  advances  and  another  for  short  term 
money  loans,  seems  an  entirely  separate  question,  and 
I do  not  Tbifilf  I would  be  prepared  to  give  an  answer  on 
it  at  the  moment. 

434.  Are  you  thinking  of  an  alteration  in  rates  within 

the  order  of  perhaps  one-quarter  per  cent.? ^No,  I was 

saying  that,  whatever  takes  place  in  short  term  rates 
under  a given  level  of  Bank  Rate,  this  is  a description  of 
the  eddies  which  result  from  it. 

435.  The  size  of  a variation  might  make  a material 
difference.  Given  a variation  of  half  of  one  per  cent., 
could  not  the  effects  of  this  differ  markedly  from  the 
effects  of  variations  of  the  kind  which  you  had  in  mind? 
1 would  not  think  so. 

436.  Professor  Sayers:  Would  it  not  mean  that  more 
people  would  be  drawn  into  the  eddy  or  that  the  effect 
on  people  in  'the  eddy  would  be  heavier? — Professor 
Cidrncross : If  the  short  term  rate  altered  by  as  much  as 
one  per  cent.,  even  with  a fixed  Bank  Rate,  that  would 
have  consequences  on  medium  rates  and  ultimately  on 
longer  rates,  and  would  have  quite  different  consequences 
for  a different  set  of  people,  You  would  be  varying 
the  price  of  liquidity.  The  question  is,  how  much  does 
liquidHy  matter?  There  might  be  large  numbers  of 
people  who  might  be  prepared  to  put  their  funds  into  the 


bill  market,  if  rates  there  were  relatively  high  in  relation 
to  rates  prevailing  in  other  markets.  Has  there  been  a 
noticeable  tendency  to  put  funds  into  the  short  market 
by  people  who,  in  the  past,  may  not  have  thought  much 

about  it? think  there  probably  is.  There  has  been 

a tendency  for  people  to  put  funds  into  Treasury  Bills ; 
but  that  of  course  was  to  gain  the  greater  interest  on 
Treasury  Bills,  as  against  the  interest  on  bank  deposits, 
thus  preserving  ttieir  liquidity  but  getting  more  out  of  it. 

437.  But  surely  a movement  from  batnk  deposits  is 
none  the  less  a move  towards  something  slightly  less 

liquid? -Slightly  less  liquid,  but  in  practice  a Bill  can 

be  sold  readily. 

438.  So  can  a deposit? ^No,  a bank  needs  seven 

days’  notice  before  you  draw  your  money,  except  under 
penalty. 

439.  From  a current  account? ^There  is  no  com- 

parison there ; there  is  no  interest  on  current  account. 

440.  That  is  a comparison  I was  rather  pressing  on 
you.  Would  you  not  think  that  some  large  oampanies 
have  substantial  funds  which  they  hold  on  current  account 
and  whidi  they  would  put  into  Treasury  Bills?— — would 
not  like  to  distinguish  between  cunent  accoimt  and  deposit 
account;  perhaps  the  bankers  could  do  that.  Certainly 
the  attraction  of  the  Treasury  BiE  at  present,  with  its  high 
rate,  has  meant  that  a lot  of  large  commercial  and  indus- 
trial firms  have  gone  into  Bills. 

441.  We  are  dealing  with  a money  supply  of  £6,000 
million,  or  more  if  we  add  in  currency ; a loss  from  tlm 
total  of  the  order  of  £100  million  or  £200  million  may 
seem  small ; but  might  it  not  be  perceptible  in  relation  to 
the  consequences  you  want  to  see  follow,  in  relation  to 
capital  expenditure,  for  instance,  or  the  balance  of  pay- 
ments, or  in  relation  to  bank  liquidity?  Do  you  &ink 
that  a loss  of  £100  millioa  to  £200  million  is  conceivable 

if  short  term  rates  move  up  by  1 per  cent.? 1 suppose 

it  is  conceivable.  I could  not  say  more  .than  that. 

442.  If  we  take  the  movement  under  which  some  of 
the  larger  companies  have  been  buying  Bills,  do  you  think 
that  these  purchases  have  been  of  the  order  of  £100  million 

to  £200  miUinn ? Mr.  O'Brien:  Perhaps  £100  million  ; 

that  is  possible. — Professor  Sayers:  Has  the  Bank  even 
approximate  estimates  as  to  the  number  of  Bills  held 
by  the  clearing  banks,  the  discount  houses,  outside  banks, 

etc.,  and  industrial  and  commercial  holders? Mr. 

O’Brien : You  asked  last  week  for  the  figures  of  the  dig- 
tribution  of  Treasury  Bills.  I am  not  in  a position  to 
come  back  to  you  at  .this  stage,  but  I hope  we  shall  have 
some  information  soon*. 

443.  Would  you  agree  ithat,  if  short  term  rates  rise  even 

by  one  half  of  one  per  cent.,  that  will  have  a damping 
effect  on  the  values  of  bonds  or  securities  and  that  &ere 
will  be  a tendency  for  the  values  of  all  bonds,  all  the  way 
up  the  list  right  to  long  term,  to  decline,  or  certainly  not 
to  rise? ^Yes,  I would  accept  that. 

444.  Have  you  any  idea  of  the  mechanism  by  which 
this  happens?  Is  it  just  the  effect  of  opinion,  or  are  there 

people  dealing  in  both  ends  of  the  market? ^There 

must  be  arWtrage,  of  course. 

445.  There  certainly  is  arbitrage.  Do  you  see  any- 
thing of  it?— —Yes,  I think  we  do,  though  not  on  a 
massive  scale. 

446.  But  if  rates  differed  seriously,  then  it  might 

become  large? ^It  might 

447.  Mr.  Jones:  What  is  the  shortest  maturity  date  of 

a Government  Bond? ^The  shortest  at  the  moment  is 

one  that  will  mature  on  14th  November  next,  the  2i  per 
cent.  Serial  Funding  Stock.  From  time  to  time,  of  course, 
it  varies,  but  nowadays  we  have  always  got  some  maturing 
in  each  year ; we  have  maturities  right  up  to  1962. 

448.  Mr.  Jones : But  what  is  the  lengtii  of  the  life  of 
the  bond  itself — the  shortest  period  of  a bond? — Chair- 
man : In  other  words,  after  the  Treasury  Bill,  what  is  the 

UKCt  shortest  period  of  life? ^There  is  no  constant 

period:  it  depends.  We  would  not  normally  issue  a 
Government  security  of  less  than  one  year.  The  shortest 
that  I can  remember  is  one  of  a trio  of  Government 
securities  which  we  issued  when  we  funded  a substantial 
proportion  of  the  floating  debt  in  November  1951.  They 
were  funded  into  Serial  Funding  Stocks,  which  were 

* See  Appendix  to  Minutes  of  Evidence,  note  to  Qn.  2248,  and 
Memoranda  of  Evidence  Part  I Appendix  2. 
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Stock  Exchange  securities.  One  of  these  -matured  one 
year  after  the  date  of  issue ; and  then  there  was  another 
one  maturing  after  two  years  ; and  another  one  after  three. 

Mr.  Jones-.  To  what  extent  does  the  discount 

market  purchase  gilt-edged  in  the  stock  market? It 

IS  a very  substantial  holder  of  short  bonds  up  to  five 
years,  but  not  beyond. 

450.  ^d  is  it  purchasing  all  the  time  .in  .the  stock 

market? ^Purchasing,  selling,  dealing. 

451.  As  regards  this  question  of  the  cost  of  borrowing 

you  told  us  some  time  ago  that  the  tender  prices  for 
Treasury  Bills  could  vary  to  the  extent  of  2s.  per  cent.? 
Now  suppose  that  you  had  a situation  where  you  had  one 
block  of  Treasury  Bills  and  the  following  quarter  another 
block ; over  a period  four  quarters  you  could  have 
a situation,  could  you  not,  where  the  cost  of  operating 
at  the  highest  rate  would  be  two-fifths  of  one  per  cent, 
higher  than  the  lowest  rate? 1 do  not  quite  follow 


452.  It  costs  2s.  more  to  borrow  the  money  at  the 
highest  accepted  tender  rate  and  you  do  it  four  times  a 
year,  because  you  pay  that  2s.  in  respect  of  a quarter’s 
borrowing,  so  that,  if  you  were  maturing  and  issuing  on 
the  same  basis,  it  would  cost  you  over  the  period  of  a 
year  8s.  more.  That  is  a fairly  substantial  extra  burden 

for  borrowing? ^Yes,  if  that  were  the  position  ; but  it  is 

not  likely  to  be  because  I do  not  think  there  is  likely 
to  be  a range  of  sales  at  2s.  on  the  tender  prices:  that 
is  merely  what  has  happened  in  tiie  past.  It  varies  each 
week,  and  the  people  who  tender  at  the  higher  price  do 
not  cover  the  whole  tender.  We  might  only  sell  £1,000,000 
or  £500,000  or  £100,000  at  the  hipest  rate. 


453.  Lord  Harcourt:  Have  you  in  fact  any  means  at 
the  Bank  of  England  whereby  yon  can  tell  what  Bills 
are  held  outside  the  market  at  any  given  moment?  The 
tender  record  will  not  show  you,  because  the  application 
will  come  through  a bank,  and  equally,  when  Bills  come 
for  payment  on  maturity,  they  will  come  throu^  a clear- 
ing bank? Mr.  O’Brien:  That  is  so.  Whether  we 

could  find  out  for  you,  I am  not  yet  sure ; you  asked  l^t 
week  for  flgmes  of  the  distribution  of  Treasury  Bills,  and 
we  are  working  on  that.  But  the  present  answer  is  that 
we  do  not  know, — Mr.  Hollom:  We  could  ask  particular 
persons  what  they  do. 


454.  Chairman:  I think  we  have  pretty  well  covered 

paragraph  6.  Paragraph  7? Mr.  Jones:  I wonder  if 

Mr.  O’Brien  could  elaborate  on  the  long  sentence  at  the 
end  of  paragraph  7,  beginning  “ The  Bank  operate  almost 
daily  an  the  Market  . . . I would  like  to  know  what 
happens  in  this  operation  in  the  market  to  “ smooth  out 
shortages  and  surpluses  of  funds  between  one  day  and 
another,  which  arise  mainly  out  of  the  uneven  incidence 
of  payments  by  and  to  H.M.  Government".  You  say 
you  also  operate  to  create  conditions  of  continuing  ease 
or  diortness  of  money  at  times  when  it  is  desired  to 
influence  short-term  rates  in  a particular  direction.  This 
is  the  operation  of  Bank  and  Exchequer  policy? — Chair- 
man : Is  there  any  o.ther  purpose  in  all  this  except  to 

influence  the  short-term  rate? .We  mi^t  say  that  the 

primary  purpose,  leaving  policy  aside,  is  a purdy 
immediate  one  of  smoothing  out  the  ebb  and  flow  of 
money  between  the  market  and  the  Exchequer — a mere 
question  of  tidiness.  Perhaps  I can  describe  what  takes  place 
in  the  Bank,  leaving  aside  the  question  of  policy  for  the 
time  being,  and  just  taking  the  mechanics.  The  Exche- 
quer, every  week  of  its  life,  has  receipts  and  disburse- 
ments. Its  main  receipt  is  revenue,  which  flows  in 
throughout  the  year  but  mainly  in  the  first  quarter  of 
the  calendar  year.  On  the  other  side  it  has  disbursements 
week  by  week,  such  as  maturing  Treasury  Bills  which 
it  has  to  pay  off ; interest  on  Government  stocks  al 
all  times ; from  time  to  time  it  has  to  repay  stocks 
at  maturity ; it  has  to  .^y  money  out  under  the  Healft 
Service  and  for  education  grants  at  periodic  intervals. 
It  now  makes  a monthly  payment  to  the  nationalised 
mdustries  for  their  requirements,  and  also  the  ebb  and 
flow  of  exchange  reserves  have  their  counterpart  in 
receipts  and  d,isbursements  from  the  Exchequer.  In 
collaboration  with  the  Treasury,  we  keep  a very  close 
watch  on  these  transactions  and  arrive  at  a position  where 
we  decide  that,  assuming  the  amount  of  Bills  to  be  offered 
in  the  period  ahead  at  the  tender  is  going  to  be  the  same 
as  the  Bills  maturing,  .then  the  Exchequer  has  a net 
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requirement,  in  that  particular  week,  or  a net  surplus,  of 
so  much.  We  try  to  look  forward  over  a period,  which 
usually  happens  to  be  about  seven  weeks,  b«ause  that 
IS  as  far  ahead  as  we  can  look  with  any  reasonable 
certainty.  The  further  ahead  we  look  the  more  impon- 
derables there  are.  On  the  basis  of  this  looking  into 
the  future,  we  decide  each  week  how  many  BiSs  we 
must  advise  the  Treasury  they  should  offer  at  the  tender 
to  meet  their  requirements.  We  offer  those  Bills  for  the 
tender  to  be  taken  up  in  the  week  after  next,  and  on 
the  following  Friday  when  we  are  opening  the  tenders 
which  have  been  made  in  respect  of  the  next  wedc  we 
can  then  decide  whether  to  allot  the  Bills  which  have 
b»n' applied  for  in  full  or  not.  Events  may  have  taken 
place  wWch  may  have  altered  our  estunates  of  the  money 
r^uired.  We  may  have  offered  £240  million  last  week ; 
this  weric  we  will  cut  that  down  and  allot  only  £220 
milhoo.  Thm  that  theoreticdly  should  cover  the  Exche- 
quer’s requirements  absolutely  in  the  following  week  so 
that  they  should  come  out  at  the  end  with  nothing 
unbalanced  and  with  the  market  undisturbed.  Even  so, 
during  the  week  you  might  have  a Health  payment  of 
£25  imllion  on  one  day,  which  would  make  the  market 
very  full  of  cash  that  day,  and  there  might  be  revenue 
commg  in  the  following  day,  which  would  make  them 
very  short;  so  within  each  week  there  will  stiU  be 
tightaesses  and  surpluses  arising.  We  .try  as  we  go 
riong  to  ease  these  out ; the  method  of  easing  shortages 
IS  by  bujdng  Treasury  Bills  in  .the  discount  market  and 
tiom  the  banks,  which  puts  cash  back  into  the  market  and 
restores  the  cash  which  they  may  have  lost,  for  example 
as  a result  of  paying  revenue  to  the  Exchequer.  So’ 
purely  as  a matter  of  mechanics,  we  can  go  a long  way 
in  evening  out  surpluses  and  shortages.  Occasionally 
we  even  them  out  by  selling  Bibs.  That  is  more  rare 
because  usually  we  can  see  a surplus  some  way  ahead  and 
deal  with  at  in  other  wa>«. 

_ Outside  that  question  of  pure  mechanics  is  the  ques- 
of ^bcy:  do  we  want  the  market  to  be  shOTt  of 
cash?  That  w^  influence  our  decision  about  the  aumher 
of  Treasury  Bills  which  we  recommend  the  Treasury  to 
offer  at  the  tender.  If  we  want  the  markeit  to  be  sbcat 
then  we  take  good  care  that  the  Treasury  borrows  if 
anything,  more  .than  it  requires  in  that  particular  week. 
As  a result  the  market  will  be  short,  because  it  will  be 
paying  the  money  into  the  Exchequer.  If  we  do  not 
cbcwse  to  relieve  that  shortage  by  the  painless  metiiod 
of  buying  Treasury  BiUs  at  market  rates,  .then  the  market 
oas  .to  go  into  the  Discount  Office  and  borrow  at  Bank 
Rate. 

455.  Chairman:  Why  does  it  matter  to  .the  Bank 
that  these  displacements  should  occur  from  day  to  day 

except  in  its  influence  .upon  the  short-term  rate? 

If  our  policy  was  to  be  neutral,  it  would  not  be  possible 
to  maintain  a neutral  policy  witoout  smoothing  them  out, 
because  the  shmtages  would  make  themselves  felt.  On  a 
day  when  there  were  large  shortages  the  market  would 
have  to  borrow  quite  heavily  from  the  Bank,  and  that 
would  tend  to  drive  up  the  short-term  rates,  which  we 
nught  not  want. 

456.  But,  apart  from  your  interest  in  the  short-term 
rates,  does  it  matter  whetiier  there  are  surpluses  one  day 

and  shortages  flie  next  day? Yes,  because,  leaving 

aside  any  question  of  monetary  policy,  this  is  a market 
for  money,  and  its  reputation  throughout  the  world 
depends  upon  it  'being  an  efficient  market,  a market  in 
which  people  who  want  to  realise  an  asset  quickly  to 
meet  funds  can  do  so  without  any  trouble.  I tiiinV  that 
if  we  disregarded  the  ebb  and  flow  of  cash  and  let  the 
market  stew  in  its  own  juice,  it  would  lessen  its  efficiency 
to  meet  all  the  hazards  of  a market. 

457.  Chairman:  And  therefore  when  your  interest  in 

it  did  arise  you  might  find  less  balances? ^For  example, 

take  an  overseas  bank  with  large  sterling  assets  partly 
required  to  meet  large  sterling  payments  in  respect  of  its 
international  trade.  If  an  overseas  central  bank  can 
employ  tbc«e  assets  at  interest,  except  for  a relatively 
small  cash  -balance,  and  yet  at  the  same  time  always  have 
them  at  their  disposal  at  a moment’s  notice  to  make  any 
payment  which  they  are  called  upon  to  make,  its  regard 
for  sterling  will  be  very  much  increased.  This,  I may  say, 
is  one  of  our  prides  ; that  peojrie  who  hold  sterling  can 
use  it  in  that  way  at  a .moment’s  notice.  In  certain  other 
markets  it  is  not  so  easy.  I think  that  if  we  left  the 
market  to  its  own  devices,  it  would  beccmie  less  efficient. 
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458.  Professor  Sayers : But  only  if  the  discount  houses 
were  unable  to  pay  off  their  call  money  on  demand. 
Thiere  is  no  question  of  leaving  them  in  the  position  where 
they  could  not  .pay  off  their  call  money ; they  could 
always  go  to  the  Bank  if  need  be.  How  would  their 
efBciency  as  places  at  which  money  could  be  lent  for 
short  terras  be  affected  by  the  market’s  having  to  go 
formally  .to  the  Bank’s  front  door  much  more  frequently 

and  on  a nvuch  bigger  scale? Mr.  O'Brien-.  I think 

the  mere  matter  of  frequency  would  lessen  our  own 
efficiency. — Mr.  Hollom-.  The  sort  of  people  we  are  con- 
sidering do  not  ordinarily  lend  money  direct  to  the  dis- 
count houses  but  invest  it  in  Treasury  Bills  which  they 
would  need  to  se^  to  the  discount  houses.  The  difficulty 
of  selling  to  the  discount  houses  or  anyone  else  in  the 
market  on  days  when  there  was  an  acute  shortage  of 
funds  would  tend  to  lead  to  very  volatile  rates  as  between 
one  day  and  the  next.  If  a Wder  of  Treasury  Bilh  is 
liable,  when  he  wants  to  realise  them,  to  suffer  a consider- 
able penalty  because  rates  are  highly  volaitile — quite  for- 
tuitously— between  one  day  and  the  next,  the  attraction 
of  Treasury  Bills  is  obviously  liable  to  be  reduced. 

459.  But  are  you  right  in  saying  that  rates  would 
become  highly  volatile?  If  the  market  was  very  fre- 
quently indeed  in  this  position,  the  market  rate  would 

surely  tend  never  to  fall  much  helow  Bank  Rate? Mr. 

O’Brien : I do  not  think  it  would  necessarily  follow, 
because  there  might  be  just  as  many  days  when  the 
market  was  swimming  in  money. — Mr.  Hollom:  If  you 
assume  that  in  a week  which,  over  the  week  as  a whole, 
is  perfectly  even,  there  is  a great  shortage  of  money  on 
Monday  and  an  equal  surplus  on  Tuesday. — Professor 
Sayers ; But  why  assume  that? — Mr.  O'Brien : Because, 
in  those  circumstances,  assuming  that  we  were  going  to 
do  nothing  to  even  out  the  ebb  and  flow  but  would 
allow  the  discount  market  .this  facility  of  horrowing  in 
the  Discount  Office,  if  there  was  a shortage  on  Monday, 
they  would  borrow  so  many  millions  for  7 days  at  5 per 
cent. ; then  if,  quite  apart  from  the  money  which  has 
been  put  on  to  the  market  by  us  on  Monday,  there  was  a 
surplus  of  £50,000,000  on  Tuesday,  the  market  would  be 
swimming  in  unlendable  cash,  and  we  would  do  nothing 
about  it. 

460.  It  depends  in  fact  on  your  rule  about  7 days? 

Mr.  Hollom : Even  if  it  was  less— only  overnight— it 
would  have  almost  the  same  result,  assuming  that  Monday 
was  tight  and  Tuesday  was  comfortable. 

461.  No,  because  you  would  be  in  a position  to 
virtually  prevent  there  ever  being  a glut  of  money.  That 
would  mean  that  the  market  would  come  in  on  an 
enormous  scale?— — Mr.  O’Brien  : How  could  we  prevent 
a glut?  Supposing  it  was  not  7-day  money  but  merely 
overnight,  and  supposing  we  had  lent  £30  millions  on 
Monday  which  was  repaid  on  Tuesday,  it  would  mean  in 
effect  that  Tuesday’s  shortage  would  be  transferred  to  the 
following  day,  but  then  the  surplus  the  following  day 
might  be  £60  mniions. 

462.  No.  If  you  are  assuming  that  you  have  already 
created  a cash  basis  that  makes  it  necessary  for  the 
market  to  borrow  only  £30  million  on  Monday,  I 
suggest  that  you  could  have  limited  the  cash  in  such  a 

way  that  the  market  had  £90  million  on  Monday? 

Not  so  long  as  the  banks  want  to  keep  their  8 per  cent., 
because  the  assumption  is  that  in  one  way  or  another  they 
would  have  achieved  it  the  night  before. 

463.  They  would  have  achieved  it  by  the  market 

borrowing  £90  million  on  Monday? ^No.  Suppose  that 

at  the  end  of  the  week,  on  Saturday,  all  books  are  closed  ; 
the  market  in  one  way  or  another  has  found  the  cash  it 
requires,  and  it  has  found  that  cash  principally  in  order 
to  enable  the  banks  to  keep  their  8 per  cent.  In  order 
to  keep  the  8 per  cent,  they  have  drawn  cash  from  the 
market  which  has  had  to  find  it  elsewhere.  So  now  we 
start  on  Monday  morning  clean  and  bright  and  in  good 
order  with  8 per  cent,  for  the  banks.  Then,  if  there  is  a 
shortage  it  might  be  made  good  by  borrowing  money  from 
the  Bank  of  England,  the  purpose  again  being  to  restore 
the  banks’  8 per  cent.  Next  day  that  money  is  repaid 
to  the  Bank  of  England,  which,  to  that  extent,  produces 
a shortage ; but  if  the  surplus  occurring  in  the  ordinary 
way  on  that  particular  day  is  even  greater,  you  have 
still  got  money  which  is  unlendable. 

464.  Professor  Sayers:  There  must  surely  be  figures 
at  which  you  create  the  minimum  cash  balance,  and  then 


everything  that  is  required  on  any  day  over  that  is 
borrowed  from  the  Bank  of  England,  provided  you  are 
prepared  to  lend  overnight? — Professor  Cairncross:  It  was 
suggested  that,  if  you  did  not  .operate  in  the  way  you  do, 
it  might  be  possible  to  reach  the  position  where  the 
market  rate  and  Bank  Rate  were  identical ; there  would 
then  be  changes  of  the  rate  which  you  might  not  want. 
You  prefer  to  keep  the  changes  as  a last  resort,  and  if 
there  are  changes  you  want  them  to  be  in  conformity 
with  some  plan  of  your  own  rather  than  in  some  un- 
d^ned  way.  If  there  is  not  some  mechanism  by  whioh 
undesired  rates  can  be  avoided,  you  would  not  have  an 

efficient  market? Yes.  I should  need  to  think  rather 

more  about  Professor  Sayers’s  plan  before  accepting  that 
it  could  be  done. 

465.  Professor  Sayers:  I was  not  putting  it  forward 
seriously  as  a necessary  improvement ; I was  merely 
wanting  to  bring  out  the  reasons  for  holding  to  the  present 

system? Mr.  Hollom : It  is  perhaps  worth  pointing  out, 

in  case  it  is  not  already  sufficiently  obvious,  that  if  desired 
we  do,  in  fact,  lend  overni^t  by  buying  the  following 
day’s  Bills. 

466.  Lord  Harcourt:  But  that  is  at  the  Bill  rate  and 

not  Bank  Rate? Mr.  O'Brien : Yes. 

467.  Professor  Sayers:  The  7-day  minimum  is  main- 
tained purely  because  it  strengthens  your  hand  in  the 

market? It  adds  to  the  penalty,  so  that  the  penalty 

is  effective  even  when  market  rates  are  relatively  dose  to 
Bank  Rate.  The  7-day  period  can  be  extended,  if  loans 
are  rather  large,  to  8,  9 or  10  days,  on  the  basis  that 
we  do  not  reckon  to  lend  to  the  market  on  one  day 
more  than  we  think  they  can  reasonably  be  expected  to 
repay  on  maturity.  So  we  phase  it  so  that  those  who  get 
there  last  get  the  9-day  money,  and  their  faces  are  redder 
than  those  who  come  ffist. 

468.  Lord  Harcourt:  On  any  day  will  there  be  a pro- 
portion of  7-day,  8-day  and  9-day  money?— — Only  if 
the  borrowings  from  the  Bank  are  very  heavy.  Jn  the 
normal  case  it  would  always  be  7-day  money.  But  if  the 
market  comes  into  the  Bank  to  borrow  ait  the  half-year 
or  at  the  end  of  the  year,  when  quite  possibly  the  whole 
market  comes  in  and  borrows  very  substantial  amounts, 
then  it  is  quite  possible  that  some  of  the  money  would 
be  7-day  and  some  of  it  would  be  8-day  and  the  other 
9-4ay,  and  so  on. 

469.  Professor  Sayers:  And  is  it  the  people  at  the  back 
of  the  queue  who  get  the  9-day  money? — ^ — Mr.  Hollom: 
Not  necessarily.  K the  indications  are  that  heavy  borrow- 
ing is  going  to  take  place  and  that  it  would  be  desirable 
to  spread  some  of  it  over  8 or  9 days,  we  should  not  lend 
to  a particular  house  a disproportionate  amount  of  7-day 
money  in  relation  to  its  size  and  what  we  know  to  be 
the  volume  of  its  business,  and  so  on ; otherwise  the 
tendency  would  be  for  a particular  house  .to  come  in 
first  and  borrow  all  that  it  thought  it  could  want,  to  put 
it  in  an  advantageous  position  as  against  its  competitors. 
—Mr.  O'Brien:  But  it  could  happen  that  the  last  comer 
would  get  less  advantageous  money. — Mr.  Hollom:  It 
could  happen,  but  in  general  we  try  to  put  all  comers 
on  a relatively  level  basis. 

470.  Lord  Harcourt:  When  you  are  lending  as  a last 
resort,  is  the  amount  which  you  will  lend  unlimited? 
Is  it  related  in  any  way  to  ihe  capital  of  the  discoun.t 
house  or  to  the  extent  to  which  you  think  they  should  be 

helped? Mr.  O'Brien : It  is  r^ated  to  the  security  that 

they  provide,  but  it  is  unlimited. 

471.  Mr.  Woodcock:  But  the  price  has  varied  very 

little? ^When  we  restored  monetary  policy  in  1951,  we 

had  a special  Treasury  Bill  Rate  to  begin  with,  which 
used  to  be  below  Bank  Rate,  and  the  discount  market 
could  borrow  on  Treasury  Bills  at  that  lower  rate.  But 
after  a while  that  rate,  which  was  an  innovation,  was 
abolished  and  now  we  always  lend  at  Bank  Rate.  That 
does  not  mean  to  say  that  the  rate  could  not  be  varied 
if  we  wished. 

472.  As  you  said  last  week,  the  Bank  Rate  is  a mini- 
mum ; you  reserve  the  right  to  charge  more? ^Exactly 

so. 

473.  Chairman:  Paragraph  8?  Paragraph  9? — 

Professor  Sayers:  At  the  bottom  of  the  page  it  is  stated 
that  the  discount  market  “ is  nevertheless  of  real  import- 
ance and  a source  of  valuable  earnings  of  foreign  ex- 
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change”.  Has  any  estimate  been  made  of  the  amount 
of  its  earnings  of  foreign  exchange?- — Mr.  O’Brien  ■.  1 
do  not  think  we  can  give  any  information  on  that. — Mr. 
Hollom:  Estimates  are  made  from  time  to  time  by  one 
of  'the  discount  houses  of  the  volume  of  bills,  divided, 
I think,  between  those  drawn  in  this  country  and  those 
drawn  abroad.  It  might  give  you  some  kind  of  approach. 

474.  Chairman:  What  lies  behind  these  two  qualifying 

adjectives  “real”  and  “valuable”? Mr.  O'Brien:  I 

have  nothing  more  than  our  knowledge  that  their  business 
in  bills  is  still  substantial,  although  they  are  relatively  less 
now  than  they  used  to  be,  and  that  quite  a number  of 
them  are  for  foreign  account.  I do  not  think  there  is 
anything  more  precise  than  that. 

475.  Professor  Cairncross:  Is  it  also  your  contention 
that  this  is  related  to  the  existence  of  the  discount  market. 

or  would  you  not  associate  this  at  ail? Mr.  O’Brien  : 

Yes,  I would.  In  our  opinion  the  discount  market  is  a 
part  of  >tbie  London  money  market  which  contributes  to 
ite  efficiency,  and  dtat  efficiency  is  an  inducement  to  people 
oveorseas  to  hold  sterling  and  to  use  st'CTling. — Professor 
Cairncross : And  it  is  for  that  reason  that  you  get  accumu- 
lations of  short-tOTm  balances  of  sterling  on  foreign 
accoomt? 

476.  Professor  Sayers:  The  last  sentence  of  sub-para- 

graph 1 states  that  a body  of  brokers  of  some  kind  would 
emerge  to  carry  out  the  sort  of  function  now  undertaken 
by  the  discount  market.  Admitting  that,  it  surely  does 
not  follow  that  the  brokers  would  need  to  be  anything 
like  as  numerous  as  the  present  members  of  the  discount 
market  to  handle  dealings  between  principals  for  com- 
mercial bills? ^I  do  not  think  it  necessarily  follows  that 

there  need  be  as  many  as  twelve  for  that  purpose;  but 
there  again  I think  the  discount  market  could  probably 
make  their  own  case  better  than  I could  on  that. 

477.  Mr.  Woodcock : It  seems  to  me  that  this  sentence 
in  sub-paragraph  (ii)  about  the  brokers  is  begging  the 
question.  Th^  assumption  that  the  banks  could  not 
create  the  equivalent  of  a discount  market  for  themselves 

coidd  not  be  true? ^If  they  did  create  the  equivalent 

of  a discount  market,  it  would  probably  look  exactly  like 
it  by  the  time  they  had  finished. 

478.  Sir  Oliver  Franks:  I think  Mr.  Woodcock  had  in 
mind  as  the  alternative  that  they  had  facilities  for  dis- 
counting with  the  Central  Bank  direct? — Mr.  Woodcock : 
A little  bit  more  than  that.  This  is  a distinction  between 
structure  and  function.  Are  these  qualities  implicit  in  the 

structure? ^I  am  not  sure  what  different  mechanisins  the 

clearing  banks  themselves  would  create  if  they  wanted  to 
have  a position  in  which  their  liquid  assets,  apart  from 
their  balances  and  till  money,  were  held  other  than  in 
Treasury  Bills  and  commercial  bills,  plus  their  small  loans 
to  the  Stock  Exchange  and  so  on.  If  they  wanted  to  hold 
them  in  some  different  form,  I cannot  myself  think  of  a 
different  mechanism. 

479.  But  surdy  the  capital  of  the  discount  houses  is 

very  small ; they  are  only  using  other  people’s  money. 
Other  people  could  use  that  money,  and  on  the  face  of  it 
it  could  be  used  just  as  effectively  as  dn  ffie  discount 
market.  Is  there  something  in  the  structure  of  the  dis- 
count market  that  gives  it  its  special  quality? Mr. 

Hollom:  One  thing  in  the  present  situation  which  gives 
it  a special  quality  is  that  it  has  access  to  xe-discount 
facilities. 

480.  The  banks  could  haw  that  facility? Yes; 

481.  Why  could  not  the  banks  use  the  money  in  the 

same  way?  Why,  for  example,  do  you  say  they  would 
probably  also  feel  it  necessary  to  maintain  larger  balances 
in  cash?  The  discount  market  does  not  maintain  the 
balances  in  cash. Mr.  O'Brien:  If  the  banks  had  re- 

discount facilities  at  the  Bank  of  England  and  if  their 
liquid  assets,  instead  of  being  held  partly  in  call  money 
and  partly  in  Treasury  Bills,  were  wholly  in  Treasury 
Bills,  apart  from  cash,  they  could  always  turn  those 
Treasury  Bills  into  cash.  Assuming  that  was  readily  done 
they  would  need  no  more  cash  than  they  need  at  present. — 
Mr.  Hollom:  But  instead  of  meeting  a cash  shortage  by 
withdrawing  money  which  they  had  already  placed  on  the 
market,  they  would  have  to  go  and  borrow  at  whatever 
penalty  rate  was  applied.  That  is  a rather  different  basis 
from  recalling  at  need  funds  which  you  have  placed  out 
as  a cushion  against  that  need. 
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482.  But  they  would  be  under  exactly  the  same  presstir® 

as  the  discount  market  is  now? ^But  not  as  they  aJ® 

now. 

483.  But  no  heavier  than  the  discount  houses  are  n-o'W  ? 
If  you  think  of  the  market  as  comprising  the  banks,  as 
people  who  pay  the  money  to  the  discount  market,  ana 
the  discount  market  'borrowing  from  the  Bank,  there  rs 

no  great  pressure? Mr.  Hollom : The  position  ov-er-^l 

would  be  unchanged,  and  the  pt'essures  would  be 
same,  but  it  does  not  follow  that  they  would  have  the 
same  effect. — Mr.  O’Brien:  The  banks  would  have  more 
reluctance  to  borrow  from  the  Cential  Bank  at  a penalty 
rate,  and  .they  might  as  a result  be  more  reluctant  to  take 
up  all  the  Treasury  BiUs  on  offer.  They  might  prefer  to 
k'eep  a bigger  margin  of  cash  in  order  to  shield  thenS'Ol'ves 
against  the  need  to  call  on  the  Central  Bank  for  cash- 

484.  That  seems  to  be  implying  that  there  is  somethinB 

in  the  mere  structure  ; what  is  it,  I wonder? ^I  thinlc  it 

is  something  residing  in  the  cushion  which  exists  between 
the  banks  and  the  Central  Bank. 

485.  Professor  Sayers:  But  if  the  clearing  banks  in  fact 
decided  that  they  did  not  like  to  borrow  quite  as  fre- 
quently as  the  discount  houses  might  have  to  borrow, 
would  they  no.t  hold  a cash  ratio  that  was  frequently,  in 
fact  almost  normally,  above  the  8 per  cent.,  and  corre- 
spondingly less  in  TYeasury  Bills?  The  banks  would,  get 
a little  less  from  the  Government.  It  would  be  on- 
economic  for  the  banks  in  the  sense  that  their  earning 
assets  would  be  less,  but  surely  the  Bank  of  England  would 
have  just  as  much  control  as  it  has  now.  Or  is  there 

some  difference? But  would  it  be  economic  for  the 

Government?  If  the  Banks  held  fewer  Treasury  Bills  than 
the  Government  wanted  to  have  taken  up,  the  Govern- 
ment would  have  to  find  the  money  elsewhere. 

486.  It  would  be  because  the  banks  were  holding  more 
cash.  The  cash  is  that  part  of  the  National  Debt  on  whioh 
the  Government  does  not  pay  interest.  Treasury  Bills  are 
a part  on  which  it  does  have  to  pay  interest.  Surely  a 
switch  from  Treasury  Bills  to  cash  is  to  the  advantage 

of  the  Government? Mr.  O'Brien:  On  the  supposition 

that  the  balance  of  t&e  Government’s  xequiiementa  would 
be  lent  to  dt  by  the  Bank  of  England.— Fro/exjo/-  Sayers  : 
Yes,  on  the  supposition  that  the  cash  needs  are  provided. 

487.  Professor  Cairncross:  Should  we  not  look  at  tlais 
from  the  point  of  view  of  the  clearing  banks  as  we-lfL  as 
from  that  of  the  Central  Bank?  From  their  point  of 
view,  if  each  acquired  one  of  these  discount  tiouses, 
do  you  suppwe  they  would  then  keep  ffie  discount  biou'ses 
in  existence  as  separate  institutions,  or  would  they  merely 

amailgamate  them  with  their  other  assets? is  not 

for  me  to  answer  that  question. 

488.  Professor  Sayers:  While  from  your  point  of  view 
you  must  have  some  central  means  by  which  you  ca.n 
adjust  the  pressure  on  short  rates,  as  it  arises ; and.  you 
fear  that  if  it  was  abolished  you  would  no  longer  be 

able  to  adjust  the  pressures? ^This  is  a quite  different 

line  of  argument. 

489.  Chairman:  This  sub-paragraph  is  based  upon  the 
view  that  something  uneconomic  would  be  involved  in 
the  banks  having  no  discount  market  to  turn  to.  'SVhal 

is  the  meaning  of  “uneconomic”  in  that  context?- 

We  had  in  mind  here  that  the  banks  might  be  reluctant 
to  'borrow  from  the  Central  Bank,  a reluctance  which 
other  banks  in  other  countries  show,  and  would  as  a 
result  keep  more  than  their  8 per  cent,  in  cash,  which 
would  reduce  Cheir  assets. 

490.  Professor  Sayers:  But  if  they  have  money  on  call 
it  is  earning  a lower  rate  than  if  it  was  in  Treasury 

bought  directly? ^Yes ; if  they  had  it  in  Treasury  Biric 

givng  the  full  rate,  rather  than  some  in  Treasury  Bills  and 
some  at  cdl  money,  that  would  temper  the  loss  a little 

491.  Mr.  Woodcock:  If  the  structure  is  sound  in  both 
cases  it  ought  to  equal  itself  out.  What  they  lose  hv 
bolding  more  in  cash  they  would  gain  by  buying  Treasiij.^ 
Bills,  by  cutting  out  the  intermediate  stage  of  call  m-onev 

which  is  earning  them  something  less? ^Another  effect 

would,  I suppose,  be  that  the  banks  would  be  called  nv>cyn 
to  bring  Treasury  Bills  to  the  Bank  to  be  disconnted 

C 4 
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more  frequently  than  under  the  present  system,  when  their 
first  step  is  to  take  call  money  back.  When  you  discount 
a Treasury  Bill  you  lose  on  the  transaction. 

492.  But  if  the  clearing  banks  would  lose,  so  does  the 
discount  market ; they  cannot  lose  permanently,  or  they 

would  not  remain  in  existence? Mr.  O'Brien : I only 

meant  that  they  would  lose  a margin,  to  set  against  your 
point  that  they  would  gain  a margin.  The  loss  of  holding 
more  in  would  be  compensated  to  some  extent,  but 
perhaps  not  exactly. — Mr.  Woodcock'.  They  ought  surely 


to  be  exactly  compensated,  unless  there  is  some  special 
merit  in  the  structure  of  the  discount  market. 

493.  Professor  Sayers:  May  I just  repeat  the  Chairman’s 

question : what  does  the  word  “ uneconomic  ” mean? 

Uneconomic  from  the  clearing  bank’s  point  of  view. 

494.  Chairman : Less  profitable  employment  of  its  total 

assets? ^Yes. 

495.  Mr.  O’Brien,  as  you  have  to  come  back  again  to 

see  us  this  aftemon,  I expect  you  would  like  to  break  off 
now? Thank  you  very  much. 


(Adjourned  until  2.30  p.m.) 


Mr.  L.  K.  O’Brien  and  Mr.  J.  Q.  Hoixom  further  examined. 


496.  Chairman : Are  there  any  more  questions  on  para- 
graph 9 of  paper  5? — Sir  Oliver  Franks:  I infer  from 
the  last  sentence  of  this  paragraph  that,  when  the  situation 
described  here  does  not  exist,  the  Bank  of  England  expects 
to  be  so  placed  that  when  it  seeks  to  influence  the  volume 
of  money  and  the  level  of  interest  rates  it  secures  reactions 
on  the  part  of  the  banks.  I assume  that,  when  “the 
banks  ” are  referred  to,  they  include,  perhaps  particularly 
include,  the  clearing  banks.  It  is  clear  to  me  that  the 
operations  of  day  to  day  management  of  the  money 
market,  not  only  those  which  you  describe  as  tidying  up 
the  flow  of  money,  but  also  those  which  stem  from  policy, 
do  not  themselves  constitute  major  changes  of  poUcy, 
as,  for  example,  changes  of  Bank  Rate  do.  It  is,  I think, 
part  of  the  received  doctrine,  that  operations  by  the 
authorities  in  the  short-term  money  market  have  effects, 
and  perhaps  major  effects,  in  the  banking  system  as  a 
whole,  and  in  ^e  medium  and  long-term  markets  and  so 
forth.  It  is  not  clear  to  me  that  in  the  last  three  years 
that  has  been  true.  When  it  has  been  said  that  money 
is  plentiful  or  tight,  that  money  is  cheap  or  dear  (which 
always  refers,  I think,  to  the  short-term  money  market), 
I have  not  bwn  able  to  detect  fliat  what  we  in  the  clearing 
banks  have  decided  to  do  has  been  modified  by  these 
occurrences.  If  because  of  largely  seasonal  influences, 
for  example  the  run  down  of  deposits  because  of  the  run 
down  of  Treasury  Bills  at  the  beginning  of  the  year,  we 
found  ourselves  short  of  liquid  investments,  there  was 
never  any  difficulty  about  that : we  had  lots  to  sell.  In  a 
way  we  were  insulated,  whether  rightly  or  wrongly,  from 
immediate  effects  or  longer  effects  of  these  changes  in 
the  money  market.  That  would  lead  one  to  the  rather 
simple-minded  statement  that  these  operations,  however 
necessary  and  important  in  themselves,  do  not  carry  with 
them  the  consequences  in  relation  to  the  banking  system 
or  the  general,  economy  which  I think  received  doctrine 
assumes  that  they  carry  with  them.  That  is  a very  im- 
portant consideration  from  our  point  of  view,  and  I 
wonder  whether  you  would  be  willing  from  your  experi- 
ence in  operating  the  short-term  market  to  comment  on 
flie  situation,  even  if  you  do  not  want  to  address  yourself 

to  the  straight  issue  of  policy? Mr.  O’Brien : I think 

that  it  is  not  quite  fair  to  in^  from  the  final  sentence  of 
this  paragraph  that,  because  we  say  that  larger  cash 
balances  would  slow  their  reactions,  we  think  they  are 
necessarily  fast  enough  now.  As  to  whether  there  are  any 
actual  physical  reactions  from  the  clearing  banks  to  pres- 
sme  applied  by  us  in  the  money  market,  immediately  I 
should  say  nil.  We  would  hope  however  that  the  action 
which  we  took  in  ffie  money  market  to  apply  sustaiiwd 
pressure  there  would  come  to  the  notice  of  the  clearing 
banks  and  indicate  to  them  clearly  which  way  we  thought 
we  were  moving  and  what  we  would  expect  of  them.  Only 
if  we  are  successful  in  applying  pressure  and  carrying  it 
right  through  so  that  it  brings  in  the  end  a decline  in  bank 
liquidity  to  a point  where  the  liquidity  ratio  is  in  danger 
and  only  if  thereafter  they  are  not  in  a position  to  repair 
their  liquidity,  can  we  say  we  have  real  control  of  what 
the  banks  do  even  if  they  do  not  want  to  do  it.  But  we 
would  hope  that,  having  shown  our  intention  and  what 
we  think  needs  to  be  done,  we  would  find  them  rowing 
in  the  same  direction  as  ourselves. 

497.  That  is  a different  and  entirely  legitimate  point, 
■that  when  you  give  a signal  other  institutions  in  the  City 
conform  or  move  in  that  direction.  But  that,  whatever 
may  be  the  motive  which  prompts  it,  is  quite  different 
from  _ being  cwnpelled  by  the  exigencies  of  the  market 
situation  to  take  different  decisions  and  to  behave 
differently  from  what  you  would  otherwise  have  done.  It 


was  on  that  narrower  point  that  really  I was  putting  my 
question.  Perhaps  you  answer  it  by  saying  that  in  these 
last  three  years  it  has  not  been  the  case  that  what  has 
been  done  in  immediate  market  operations  in  the  money 
market  has  necessitated  a change  of  attitude  on  the  part 
of  the  clearing  banks  or  is  that  puttmg  too  much  into 

your  answer? 1 think  it  is  putting  a little  too  much. 

I do  not  think  that  it  has  produced  an  immediate  change 
in  attitude  but  I think  its  cumulative  effect  has  produced 
a change  in  attitude. 

498.  Chairman:  But  there  must  be  observable  effects, 
looking  back  over  the  history  since  1951,  which  correspond 
or  do  not  correspond  to  your  own  decisions  about  what 
to  do  with  the  supply  of  money  in  the  short-term  money 
market.  Would  your  paper  on  the  history  since  1951 

deal  with  this? ^I  think  it  would  only  deal  with  that 

in  a broad  way,  Mr.  Chairman.  It  would  not  take  up 
the  point,  which  Sir  Oliver  raised,  whether  there  are  neces- 
sary tec^cal  reactions  to  what  we  do. 

499.  They  must  be  observable  if  there  are? ^Yes. 

500.  Sir  Oliver  Franks:  Putting  it  the  other  way  on, 
could  it  be  said  that,  of  all  'the  different  kinds  of  measures 
which  have  been  taken,  the  two  which  have  taken 
hold  and  bitten  are  the  restrictions  of  hire  purchase,  and 
the  direct  requests  to  the  banks  to  limit  advances?  Now 
if  that  view  were  right,  it  would  also  be  the  case  that 
changes  in  the  attitude  of  the  clearing  banks  in  regard 
to  their  earning  assets  or  restrictions  upon  them  through 
changes  in  their  liquidity  did  not  arise  from  operations  in 
the  short-term  money  market ; otherwise  these  other 
measures  would  not  be  necessary.  It  might  be  true 
that  the  banks  did  in  fact  behave  differently  and  decide 
differently  on  the  ground  that  they  realised  that -the  authori- 
ties were  taking  a different  line ; that  is  the  other  point. 
I am  on  the  point  whether  market  operations  carry  direct 
consequences  which  force  banks  to  act  in  a certain  way, 
because  on  the  theory  of  the  text  books  that  is  whal 
ought  to  happen,  and  I am  inclined  to  think  that  over 
the  last  three  years  it  is  like  the  dog  that  did  not  bark 
in  the  night-time ; it  has  not  happened,  and  that  is  the 

remarkable  thing? ^In  the  first  half  of  1955  we  were 

successful  for  six  months  in  keeping  bank  liquidity  right 
down  to  the  minimum  of  30  per  cent. ; indeed  banks  only 
contrived  to  keep  it  at  30  per  cent,  by  escaping  out  from 
under,  by  realising  investments  on  a large  scale  while 
advances  were  mounting  on  a large  scale.  In  fact  we 
were  frustrated.  We  got  as  near  as  we  have  in  the  last 
twO'  years  to  making  the  normal  technical  processes  do 
their  work,  and  just  as  we  got  to  -the  point  where  we 
thought  they  would  bite,  the  banks  realised  investments 
instead  of  reducing  advances,  a very  natural  reaction  in 
‘he  circumstances. 

501.  That  seems  to  me  to  be  a point  of  importance? 

Mr.  O'Brien : Vital. — Mr.  Hollom : But  to  take  that  view 
of  the  situation  is  surely  implicitly  to  dismiss  a substantial 
realisation  of  securities  as  an  absence  of  reaction.  The 
banks  did  in  fact  react  by  selling  securities  and  to  the 
extent  that  -Ihey  did  it  as  a whole  that  created,  looked  at 
in  isolation,  a fall  in  deposits,  which,  if  you  like,  did  no 
more  than  offset  increases  m deposits.  But  to  say  that 
they  did  not  react  is  surely  to  put  a wrong  impression. — 
Mr.  O’Brien : Too  strong  an  impression  certainly.  It 
was  not  the  reaction  that  we  would  have  liked  best,  but 
it  was  much  better  than  nothing. — Mr.  Hollom:  They 
were  prevented  from  the  simple  mcrease  in  advances  to 
which  their  inclination  would  presumably  have  turned. 

502.  Let  me  admit  at  once  that  in  the  first  half  of  1955 
the  banks  sold  investments  on  quite  a large  scale  and 
that  that  in  a sense  was  a reaction  to  the  attitude  of  the 
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monetary  market  Whether  or  not  it  was  a direct  reaction 
to  what  was  being  done  on  the  short-term  money  market 

let  us  not  argue. Mr.  O’Brien:  1 think  that  it  was 

primarily  a reaction  to  those  technical  measures.  I do 
not  believe  that  at  that  time  the  banks  had  quite  got 
around  to  realising  what  the  overall  monetary  policy  was. 

503.  It  would  be  true,  would  it  not,  that  the  authorities 

were  interested  in  redudng  the  ability  of  the  banks  to 
advance  money? ^Yes. 

504.  But  that  did  not  have  to  be,  because  we  could 

and  did  sell  investments  instead? Mr.  O’Brien : We 

were  also  interested  in  preventing  any  expansion  in  the 
toM  money  supply. — Mr.  Hollom:  That  is  surely  the 
reason  for  wishing  to  prevent  an  increase  in  advances. 

505.  Yes,  but  that  was  followed  at  the  end  of  June 
by  die  Chancellor  erf  the  Exchequer’s  request  relayed  by 
the  Governor.  Obviously  something  that  had  been  ex- 
pected to  happen  in  the  first  half  of  the  year  had  not 
happened;  and  therefore  a much  dearer  blunt  instru- 
ment was  employed,  which  was  really  a direct  control 
as  opposed  to  a so-called  monetary  discijfiine.  b it  not 
so,  that  the  sort  of  effect  which  the  action  that  the 
authorities  took  was  designed  to  have  did  not  happen, 
because  the  banks  were  so  “ chook-a^Wock  ” wdth  invest- 
ments and  so  grossly  underlent  by  all  normal  standards 
—meaning  by  normal  1900  to  1939 — ^that  they  could  go  on 

gftHYng  at  Htde  or  no  loss  for  a very  long  time? Mr. 

O’Brien : I would  not  disagree  with  'that  at  all. 

506.  That  is  all  very  important  when  one  is  trying  to 
evaluate  the  quality  and  effectiveness  of  different  aspects 
of  monetary  policy  or  the  quality  of  different  monetary 
weapons  in  this  situation.  I think  the  Committee  will 
feel  that  your  experience  on  this  is  very  valuable  ; cer- 
tainly from  my  experience  it  is  often  felt  that  all  this  is 

going  on  but  the  banks  do  not  have  to  worry? ^We 

have  been  worrying  all  the  time.  We  entirely  agree  with 
you  that  the  weapons  which  we  have  at  our  disposal 
have  been  insufficient  in  the  prevailing  circumstances  to 
do  the  job  traditionaEy  assigned  to  them. 

507.  Professor  Sayers:  I think  that  from  this  sentence 

we  can  bring  out  the  way  in  which  the  authorities’ 
weapons  l»ve  been  inadequate.  The  basis  of  it  is  that 
anything  that  puts  the  banks  in  a position  of  being  able 
to  vary  their  cash  reserve  slows  their  reactions.  In  fact 
that  is  too  narrow  a view,  because  at  present  they  base 
their  operations  on  liquid  assets  that  extend  far  ^yond 
the  cash ; that  in  fact  extend  beyond  the  Treasury  Bills, 
because  they  have  so  much  under  the  heading  of  invrat- 
ments  that  is  sufficiently  close  to  Treasury  Bills.  So  no 
matter  what  has  been  done  in  'the  money  market  their 
reactions  have  been  slow  because  they  have  been  able 
to  reinforce  one  liquid  asset  by  another.  Their  total  liquid 
assets  have  in  fact  been  far  beyond  30  or  35  per  cent., 
and  the  weakness  of  the  authorities  has  been  their  inability 
to  reduce  this  corpus  of  liquid  assets  that  consists  of 
cash  plus  Treasury  Bills  plus  near-maturity  investments. 
The  banks  have  been  able  to  finance  expanding  advances 
by  running  down  that  total.  If  they  could  be  prevented 
from  running  down  that  total,  or  if  that  total  could  be 
substantially  reduced  by  some  operation  of  the  authori- 
ties, the  reactions  of  the  banks  would  not  be  slow.  Is  it 
not  that  sort  of  change  that  is  needed  to  quicken  re- 
actions?  1 entirely  agree.  I think  that,  quite  naturally, 

some  of  these  sentences  are  being  made  hooks  on  which 
to  hang  rather  wider  questions.  In  this  particular  sentence 
we  meant  that,  if  the  banka  have  a cushion  of  cash  which 
is  sulKtantially  greater  than  the  minimum  that  they  feel 
they  require,  then  that  cash  can  fluctuate  a great  deal 
without  any  shortage  appearing  in  the  market.  If  no  short- 
age appears  in  the  market  then  our  attempts  to  tighten 
rates  by  shortage  in  the  market  are  frustrated.  There 
is  no  more  to  it  than  that. 

508.  I am  suggesting  that  the  relevant  cushion  is  the 
cushion  of  cashable  liquid  assets,  which  already  exists? 
If  we  are  going  to  decide  on  the  size  and  import- 
ance of  cushions  yours  is  the  big  one  and  this  is  the 
smaller  one. 

509.  Is  not  this  an  unimportant  one? Mr.  Hollom: 

If  we  have  already  got  a big  cushion  any  addition  to 
if  is  surely  important. 

510.  Chairman:  Do  you  think  that  your  instruments 
are  becoming  over  th^  period  more  effective  than  they 


were  when  you  began  to  operate  ffiem,  in  the  sense  that, 
though  they  have  failed  to  produce  certain  immediate 

results,  these  failures  cannot  be  repeated  indefinitely? 

Mr.  O'Brien : No,  I would  think  ffiat  we  were  just  barely 
holding  our.  own. 

511.  Professor  Cairncross:  Is  not  the  important  ratio 
from  the  point  of  view  erf  total  credit  creation  not  the 

30  per  cent,  liquidity  ratio,  but  the  ratio  of  advances  to 
deposits?  Do  not  the  banks  r^ard  this  as  the  material 
ratio,  all  investment  as  pseudo  liquid?  If  things  had  been 
allowed  to  work  'themselves  out  without  the  intervention 
which  took  place  in  the  middle  of  1955,  deposits  would 
have  grown  until  ultimately  you  bad  a ratio  of  deposits 
to  advances  which  ffie  banks  took  to  be  straining  their 

liquidity? the  banks  had  progressed  down  that  path 

without  regard  to  what  the  authorities  were  obviously 
.rying  to  do  'by  technical  means  (even  if  those  technical 
means  were  incapable  of  achieving  it)  at  least  they  would 
be  putting  up  a flag  which  everyone  could  see.  It  might 
not  be  seen  very  clearly  at  the  beginning,  but  it  would  be 
seen  more  and  more  clearly  as  time  went  on.  I agree  that 
it  would  have  been  'technically  possible. 

512.  I asked  because  it  is  important  to  know  how  far 

the  element  of  direct  control  of  advances  applied  to  the 
banks  at  the  present  would  require  to  be  directly  main- 
tained.— Sir  Oliver  Franks:  This  second  thing  to  which 
you  refer  is  not  a legitimate  instrument,  but  control  on 
the  “ old  boy  ” basis.  It  is  really  another  form  of  direct 
control,  however  gentle  in  its  application,  and  is  quite 
different  from  the  technical  effects  of  technical  operations 
which  simply  change  the  ground  rul«  of  the  game,  leaving 
tiiose  concerned  with  fre^om  of  decision  given  flie  change 
of  ground  rules.  This  other  method,  whether  on  the  “ old- 
boy”  basis  or  by  straight  request  from  the  Chancellor 
of  the  Exchequer,  does  not  do  that ; it  takes  flieir  free- 
dom away  and  says : “ Do  so-and-so  ”? From  the  point 

of  view  of  the  authoTities  there  is  no  doubt  that,  if  it  is 
possible  for  them  to  establish  a isituatian  to-  iwhioh  the 
ba^s  must  conform  willy-nilly,  that  is  by  far  the  most 
satisfactory.  I think  it  is  also  the  most  satisfactory  from 
the  banks'  point  of  view. 

513.  Sir  John  Woods:  How  far  do  you  tbinV  the  banks 
would  be  held  back  from  selling  investmmts  by  losses 

on  sales? ^The  fact  that  such  a large  proportion  of  their 

investments  are  very  short  indeed  very  much  reduces 
possible  losses  on  sales,  so  I should  not  thinV  they  would 
be  held  back  a great  deal. 

514.  Can  we  have  some  idea  of  the  proportions  in 

which  the  various  maturities  are  held? You  remember 

that  question  was  raised  with  the  Governor  last  Thursday  ; 
he  felt  we  knew  enough'  for  our  purposes  but  did  not 
pretend  that  we  had  complete  information  about  the  com- 
position of  the  investment  portfolios  of  the  clearing  banks. 
It  would,  I think,  be  a question  to  address  to  the  holders 
of  the  securities. 

515.  Mr.  Jones:  If  the  Government  borrowed  money 
direct  from  the  banks  at  the  same  rate  as  the  discount 
mankei  iboirow^  it  ffom  the  ibante  wO'Uld  there  no.t  be  a 

substa-ntifii  saving  to  'the  Treasury? jf  that  were 

■posable,  there  w-ouid  'be  a saving.  Of  course  the  discount 
market  borrow  money  at  a variety  of  rates.  They  get  a 
certain  amount  of  money  from  the  banks  at  the  present 
time  at  3}  per  cent.  A lot  of  their  other  money  they 
have  to  pay  more  than  that  for,  depending  upon  the  con- 
ditions prevailing  on  particular  days.  Nowadays,  during 
the  credit  squeeze,  we  keep  money  pretty  short  nearly 
every  day,  and  quite  a substantial  proportion  of  their 
money  costs  them  more  than  that,  so  that  the  average 
rate  at  which  they  borrow  would  be  something  higher 
than  3i  per  cent.,  possibly  at  times  substantially  higher. 
As  against  that  at  the  present  time  the  Government  is 
borrowing  on  Treasury  Bills  at  £3  17s.  per  cent. 

516.  That  is  3j-  per  cent,  as  against  3J-  per  cent.? 

31  to  3i  per  cent,  If  it  were  possible  for  the  Government 
to  borrow  at  that  lower  rate  it  would  obviously  be  cheaper. 

517.  According  to  the  argument  in  this  paper,  ff  you 
abolished  this  monetary  mechanism,  there  would  have  to 
be  greater  liquidity  about  the  resources  of  the  banks.  Sup- 
pose that  ±e  cash  resources  had  to  be  raised  from  8 per 
cent,  to  9 or  10  per  cent. ; if  they  were  in  a position  to 
secure  what  they  need  at  between  3i  and  per  cent, 
would  not  that  be  adequate  remuneration  of  any  loss  that 
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they  sustained  in  consequence  of  not  being  able  to  use 

the  margin  between  8 and  10  per  cent.? ^That  is  a 

question  of  arithmetic;  I could  not  say  across  the  table 
whether  it  would  or  would  not.  It  would  obviously  go  at 
least  part  of  the  way  towards  compensating  them  for 
having  to  carry,  if  they  did  have  to  carry,  a larger  pro- 
portion of  their  assets  in  cash. 

518.  Has  it  ever  been  worked  out  in  detail  what  the 
effect  would  be  of  removing  the  discount  market,  and 
allowing  direct  servicing  of  these  Treasury  Bills  by  the 
banks?  Or  is  your  assumption  based  upon  general  smooth 

running  experience? 1 think  the  latter ; I should  not 

thinV  it  has  ever  been  worked  out  in  any  great  detail.  If  the 
banks,  to  compensate  themselves  for  carrying  larger  cash 
resources,  were  to  put  their  rate  up  to  per  cent.,  then 
the  Government  would  gain  nothing. 

519.  If  the  disappearance  of  the  middle  man  was  to 

benefft  the  Government  and  the  nation,  there  would  have 
to  be  a reduction  in  the  borrowing  rate  to  the  Govern- 
ment itself? should  doubt  whether  by  removing  the 

middle  man  the  rate  at  which  the  Government  borrow 
would  necessarily  pro  tanto  be  reduced. — Mr.  Hollom'. 
It  would  not,  u^ess  the  Government  borrowed  on  the 
same  terms  as  the  middle  man,  which  in  general  provide 
for  repayment  not  at  91  days  but  the  following  morning 
if  demanded. 

520.  But  if  the  market  is  borrowing  on  call  at  3i  per 
cent,  say— let  us  stick  to  that  figure  for  the  sake  of 
exarining  this  position— and  lending  at  3^  per  cent.,  is 
there  not  a substantial  margin  within  which  the  banks 
and  the  Government  could  both  be  served  at  a greater 
lending  rate  so  far  as  the  bank  is  concerned,  and  a lesser 
borrowing  rate  so  far  as  the  Government  is  concerned? 
—Mr.  O’Brien  : Obviously  if  there  is  a market  there 
exists  a possibility  that  it  might  be  cut  I could  not  con- 
test that,  although  I would  still  express  the  personal  view 
that  it  would  be  unlikely  over  the  year  that  the  Govern- 
ment would  be  able  to  borrow  much  cheaper  by  dealing 
direct  with  the  banks  instead  of  the  discount  market. 

I believe  the  Government  would  probably  borrow  at  much 
the  same  rate,  while  the  banks  would  lose  a facility  in 
exchange  perhaps  for  getting  a littie  more. 

521.  In  saying  that  the  banks  would  require  a greater 

liquidity  of  assets,  you  are  saying  in  effect  that  the  deposits 
of  the  banks  would  not  earn  so  much  as  they  are  doing 
now.  Might  they  not  be  earning  more? small  pro- 

portion of  them  might  be  earning  more  and  making  up 
to  some  extent  for  the  losses  which  they  would  occasion 
by  the  change  of  system.  If  they  had  a larger  proportion 
of  cash  earning  nothing  it  might  be  that  instead  of  the 
rest  of  their  liquid  assets  being  partly  in  call  money, 
at  say,  3i  per  cent  and  the  rest  in  Treasury  Bills  at  3^ 
per  cent.,  the  whole  lot  might  be  at  3|  per  cent. 

522.  10  per  cent,  earning  nothing  because  it  is  cash 

in  reserve  and  the  remaining  20  per  cent,  earning  3i  per 
cent? ^Yes. 

523.  Professor  Cairncross:  There  are  periods  when  the 

rates  have  not  been  of  the  order  they  are  now ; the  arith- 
metic done  today  may  not  give  the  same  result  as  the 
arithmetic  done,  say,  ten  years  ago? ^Yes. 

524.  Chairman:  Paragraph  10.  I think  we  have  dis- 
cussed the  content  of  paragraph  II.  “Uneconomic” 
there  means  more  costly  to  the  burden  of  the  national 

^Yes,  in  that  the  Exchequer  would  have  to  keep 

a cu^ion  of  cash  at  the  Bank  of  England  against  emer- 
gencies, virtually  unused,  which  they  do  not  keep  at  the 
moment;  and  they  would  have  to  borrow  in  order  to 
acquire  it. 

525.  Professor  Sayers:  That  costs  nothing? Mr. 

O’Brien : If  it  is  be^  borrowed  on  Treasuiy  Bills  from 
the  market  it  costs  something. — Mr.  Hollom:  If  it  is 
rais^  by  taxation  it  could  equally  well  be  used  to  reduce 
market  interest-bearing  debt,  and  so  also  costs  money. — 
Mr.  O'Brien : Any  funds  left  doing  nothing  are  wasteful. 

526.  All  you  would  have  to  do  would  be  to  issue  extra 
Treasury  Bills  to  the  Banking  Department  of  the  Bank 
of  England  and  put  the  corresponding  sum  on  the  other 

side  on  the  Public  Deposits? ^There  would  be  interest 

to  the  Bank  of  England  on  those  Bills. 
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527.  Taking  the  Bank  of  England  and  the  Government 
as  one  from  the  point  of  view  of  cost,  there  is  no  cost? 

It  would  be  a cost  to  the  Government,  in  that  ^e 

interest  which  they  would  pay  on  those  Treasury  Bills 
would  accrue  to  die  Banking  Depar.tments,  and  not  to 
H.M.G.  except  so  far  as  payments  are  made  to  H.M.G. 
out  of  the  Bank’s  profits. 

528.  I am  considering  the  Banking  Department  as 

owned  by  H.M.G.? So  it  is. 

529.  Professor  Cairncross:  The  Government  have  a 
residuary  interest  in  those  profits  which  go  to  reserves? 
^A  residuary  interest,  yes. 

530.  Chairman:  Paragraph  12? — Sir  Oliver  Franks: 

I thiiiv  .jiat  the  discussion  which  we  had  on  the  last 
sentence  of  paragraph  9 is  really  relevant  to  the  last 
sentence  of  this  paragraph,  in  the  sense  that  anything  said 
here  about  how  far  reactions  are  at  present  achieved  by 
operating  the  discount  market,  or  how  fat  alternative 
methods  mi^t  be  effective  if  the  discount  market  were 
not  there,  wants  modification  in  the  light  of  our  previous 
discussion,  in  so  far  as  what  you  said  led  to  any  modifica- 
tion. We  are  dealing  with  the  same  area  of  thought? 

Yes,  indeed. 

531.  Chairman:  Paragraph  13? — Professor  Sayers: 

Here  we  come  to  the  function  of  the  discount  market 
in  relation  to  short-dated  Government  stocks.  There  is 
no  general  accoimt  in  this  paper  on  that.  I wonder  if 
Mr.  O’Brien  would  tell  us  what  he  considers  the  role 
of  the  discount  houses  to  be  in  the  market  in  short 

bonds? ^They  are  large  holders  of  short  bonds,  and 

quite  active  defers.  They  largely  supplement  the  jobbing 
facilities  in  the  Stock  Exchange  in  those  bonds,  in  which 
it  is  particularly  important  to  have  an  active  market, 
because  they  are  near-liquid  assets,  and  if  they  cannot 
be  regarded  as  such  it  is  bad  for  Government  borrowing 
generally. 

532.  Are  we  not  in  danger  of  arguing  in  a circle  here? 

The  'bonds  become  more  liquid  partly  because  the  dis- 
count houses  are  dealers  in  them? ^They  do;  and  the 

desire  for  liquidity  grows  as  the  bonds  become  shorter. 

533.  But  the  extent  to  which  other  institufions  use  these 
bonds,  is  dependent  partly  on  the  liquidity  that  the  dis- 
count'market  has  given  to  them;  if  fiiat  liquidity  were 
not  there,  institutions  that  depend  particularly  on  the 
liquidity  of  these  bonds  would  not  buy  them  so  much? 

Certainly. 

534.  In  which  case  the  Government  would  have  to 

raise  its  money  'in  other  ways? ^We  must  remember 

that  these  short  bonds  have  become  short.  They  have  not 
all  started  life  by  being  short.  If  you  issue  a security 
which  matures  in  fifty  years  one  day  it  is  going  to  be  a 
short  bond. 

535.  I am  trying  to  find  out  how  it  is  important  that 
they  should  have  this  additional  liquidity  given  to  them. 
They  are  'becoming  shorter ; they  are  becoming  more 
attractive  to  some  people  in  that  way  and  less  attractive 
to  others.  'V^y  should  the  authorities,  by  encouraging 
the  discount  market  to  hold  them  and  to  deal  in  them, 

want  to  give  the  bonds  this  added  liquidity? One  of 

our  objects  in  life  is  to  reduce  the  amount  of  the  floating 
debt.  We  have  not  reduced  it  as  much  as  we  would  like, 
and  if  we  can  persuade  people  that  they  might  as  well, 
or  better,  hold  short  bonds  or  near-liquid  assets  rather 
than  Treasury  Bills  that  gives  us  an  c^portunity  at  least 
of  putting  off  our  problems  for  a while.  Admittedly,  if 
the  banks  hold  short  bonds  rather  than  Treasury  Bills 
there  is  not  a great  deal  of  difference  ; but  if  large 
commercial  and  industrial  houses  keep  their  liquid  funds 
in  short  bonds  rather  than  Treasury  Bills,  it  may  only  be 
a short  step  in  the  right  direction,  but  it  is  a step.  They 
will  not  do  that,  if  they  find  that  once  they  have  got  their 
money  -in  that  kind  of  security  they  cannot  get  it  out 
again  when  they  want  to. 

536.  That  function  of  the  discount  market  then 
depends  upon  the  willingness  of  the  discount  houses  to 
act  as  jobbers,  absorbing  bonds  when  the  other  institu- 
tions than  .the  public  are  unloading  and  vice  versa.  Do 
you  .believe  that  the  discount  houses  in  fact  operate  in 

that  way? ^That  is  ipart  of  their  operations,  yes.  Some 

houses  operate  much  more  freely  in  that  way  than  others. 
They  have  not  all  got  a similar  policy. 

537.  Chairman:  Do  they  accept  anything  like  an 

obligation  such  as  the  jobber  is  supposed  to  do? ^No 
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formal  obligation,  but  I think  important  members  of  that 
market  are  always  ready  to  deal,  and  accept  a less  formal 
obligation. 

538.  Professor  Sayers:  Does  not  this  function  imply 
a certain  passivity  on  their  part,  that  they  should  buy 

when  the  public  wants  to  sell  and  vice  versa? ^If  you 

are  thinking  of  thedr  buying  short  bonds  it  would,  but 
it  would  not  be  true  to  say  that  they  are  passive,  and 
M only  that  role. 

539.  But  does  not  the  liquidity  they  impart  to  short 

bonds  depend  on  this  passivity? ^Yes,  to  some  extent ; 

I would  say  it  is  marginal. 

540.  Did  not  the  discount  houses  taken  together  absorb 

something  like  £200  million  of  short  bonds  during  a period 
of  a couple  of  months  or  so  recently? ^Yes. 

541.  Were  they  passive  in  absorbing  those ; were  they 
buying  bonds  because  the  public  were  selling  short  bonds 

on  that  scade? Not  entirely,  I would  say.  I should 

say  they  had  their  views  about  the  likely  trend  of  Bank 
Rate,  as  other  people  did. 

542.  If  the  discount  market  take  a posititm — ^never 
mind  whe&er  they  bum  their  fingers  or  not — they  are 
not  seriously  adding  to  the  liquidity  of  the  bonds, 
are  they?  They  are  acting  in  a way  contrary.  May  I 
go  back  again  to  the  historical  event?  In  those  weeks, 
that  was  about  last  Christmas,  a number  of  people  were 
talcing  the  view  .that  ^t-edged  prices  were  going  to  rise, 
If  the  discount  houses  were  acting  merely  as  jobbers  in 
this  market  one  would  have  expected  to  see  their  port- 
folios of  these  short  bonds  run  down  rather  than  up 
during  that  period.  In  fact  they  ran  up  to  the  extent 
of  £200  million.  Do  you  watch  the  position  of  the 
discount  houses  in  short  bonds,  and  ascertain  whether 
they  are  acting  in  this  passive  way  or  whether  they  are 

taking  a view? ^We  watch  their  position,  but  we  do 

not  lay  cm.  them  the  obligation  to  act  as  jobbers  in  die 
bonds. 

543.  But  if  they  do  not  act  as  jobbers  what  is  the  use 
of  having  them  in  that  market,  from  the  point  of  view 
of  H.M.G.?  One  has  to  consider  who  would  hold  the 
bonds  if  they  did  not  ; the  banks  presumably,  by  and 
large.  It  is,  again,  a piece  of  mechanism,  which  gives  a 
degree  of  flexibility  which  we  do  not  believe  would  exist 
if,  instead  of  lending  the  money  to  the  discount  houses 
to  hold  these  Treasury  BiUs  and  short  bonds,  the  banks 
were  to  hold  both  types  of  security  themselves  in  larger 
measure. 

544.  Having  the  bonds  held  by  the  banks  is  not  the 
only  way  of  dealing  with  the  situation.  The  money  could 
be  obtained  m dfierent  ways ; from  the  public  if  the 
Government  offered  terms,  or  it  could  be  provided  by  the 

creation  of  more  cash? But  if  there  were  a demand  by 

the  public  for  these  bonds  outside  the  banks  and  the 
discount  market,  and  there  is  of  course  a fluctuating 
demand,  the  banks  could  not  satisfy  the  demand.  At 
present  th^can  get  what  they  want ; the  market  is  there, 
the  securitira  are  there. 

545.  What  does  the  discount  market  add  to  this 

market? It  adds  a degree  of  liquidity  to  these  bonds 

which  would  not  exist  if  they  were  all  in  bank  portfolios 
and  banks  would  not  deal. 

546.  Only  dn  an  important  way  if  the  discount  houses 

act  as  jobbers? ^Afr.  Hollom : You  are  pwhaps  basing 

your  comparison  between  discount  houses  and  jobbers 
unduly  on  a rising  market,  where  .there  ds  a demand  on 
the  discount  houses  for  short  bonds,  or  rather  a general 
demand  for  short  bonds  which  you  might  expect  to  be 
centred  on  the  discount  houses  acting  in  thedr  capacity 
as  jobbers. 

547.  If  you  take  the  falling  market  in  the  years  before 
that,  when  short  bonds  were  rather  less  popular,  were 

the  discount  houses  tending  to  absorb  short  bonds? 

I would  think  so,  though  I have  not  checked  the  facts. 
The  point  I was  seddng  to  make  was  that  in  a rising 
market  there  is  no  particular  reason  to  expect  their  boola 
to  fall,  as  on  the  jobber’s  analogy  you  would  argue  that 
they  should,  because  there  is  almost  always  a seller  in 
the  form  of  the  Departments,  so  there  is  no  reason  why 
the  jobbers’  book  should  fall.  It  can  be  kept  stable  or 
even,  if  his  funds  allow,  be  increased. 


548.  In  this  case  did  it  not  rise  by  £200  million? 

Mr  O’Brien : It  rose  by  some  figure  of  that  order,  yes ; 
on  a rising  market,  with  the  authorities  selling  securities. 

549.  In  fact  were  not  the  authorities’  sales  of  securities 
roughly  match«i  by  the  additioo  to  the  pcwtfolios  of  the 

discount  houses? hi  broad  figures,  yes.  I think  we 

sold  .rather  more  than  that. 

550.  Chairman:  What  sections  of  the  public,  if  you 
exclude  people  such  as  the  discount  ho^es.  who  are 
interested  in  short-term  money,  would  be  likely  investors 

in  bonds  which  are  near  the  end  of  their  life? There 

are  many  large  industrial  and  commercial  companies  now- 
adays with  enormous  resources  which  they  need  to  keep 
pretty  liquid  who  have  in  recent  years  been  attracted  by 
the  Treasury  Bill  as  an  alternative  to  bank  deposits.  That 
is  based  on  the  fact  that  the  Treasury  Bill  is  a com- 
pletely liquid  investment  Such  companies  have  also  been 
attracted  into  riiort  bonds  by  the  high  yield,  and,  as 
Icmg  as  liquidity  is  adequate,  they  go  into  them.  It  is 
very  important  from  our  point  of  view  to  preserve  their 
faith  in  the  liquidity  of  those  securities ; otherwise  they 
will  abandon  .them  and  go  back  into  Treasury  Bills. 

551.  Does  an,  as  it  were,  instantaneous  market  for  those 
bonds  matter?  I suppose  any  company  is  basing  its 
programme  over  a number  of  years.  Does  liquidity  in 

between  matter  very  much? ^If  I were  in  a position 

of  being  responsible  for  the  investment  on  behalf  of  a 
company  of  funds  which  were  certain  to  be  wanted  over 
a period  which  was  more  or  less  clearly  established,  I 
would  prefer  to  know  that,  if  I made  a mistake,  I could 
get  out  without  difficulty.  An  investment  manager  in  that 
position  would  want  to  invest  the  money  in  order  to 
get  the  maximum  return  on  it.  It  .might  even  be  borrowed 
money  and  he  would  have  a double  incentive  to  get  the 
maximum  return,  because  he  would  have  had  to  pay 
interest  and  would  want  to  get  some  of  it  'back.  That, 

1 think,  is  quite  often  the  case  ; you  have  to  raise  money 
when  you  can  and  spend  it  in  accwdance  with  your 
programme.  But,  when  looking  at  the  maximum  return 
available  to  him  within  his  programme,  he  would  have 
to  balance  any  loss  of  liquidity  which  might  go  with  the 
maximum  return  and  any  greater  liquidity  which  might 
accompany  a more  modest  return.  It  would  be  a matter 
of  judgment  which  way  to  jump.  If  we  want  such  peo^e 
to  go  into  bends  rather  than  Treasury  Bills  it  is  in  our 
interest  to  show  that  bonds  have  a high  measure  of 
liquidity  as  well. 

552.  Professor  Sayers:  If  the  banks  had  fairly  flexible 

deposit  rates,  would  they  not  provide  for  these  industrial 
and  commercial  customers  as  well? ^I  think  they  could. 

553.  Chairman : Paragraph  14?  In  paragraph  15  you 
say  "...  the  extent  to  which  the  Discount  Houses  in 
fact  place  securities  and  find  funds  outside  the  banking 
system  should  not  be  under-estimated.”  I find  that  a litfie 
vague.  If  it  should  not  be  under-estimated,  what  is  it? 

— Professor  Sayers:  May  we  have  figures? 1 think 

there  are  two  ways  of  asking  for  that  kind  of  information  ; 
direct  from  the  houses  themselves,  which  presumably 
you  could  not  do  until  a later  date,  or  by  asking  us  to 
get  it  for  you.  I do  not  know  which  you  prefer,  Mr. 
Chairman. 

554.  Chairman : I imagine  that  we  shall  be  able  to  put 
our  questions  to  them  direct  and  get  our  answers,  but 
what  you  are  telling  us  here  is  something  upon  which 
your  own  views  about  their  importance  and  their  value 

are  based  ; so  you  must  have  some  view? ^Yes.  I 

think  our  views  are  not  precise,  merely  that  we  know 
from  our  day  to  day  experience  that  it  is  substantial  though 
fluctuating. 

555.  Chairman:  Paragraph  16? Professor  Sayers: 

The  first  sen.tence  is  difficult  to  .follow : “ Finally,  it  is 
worth  pointing  out  'that  it  is  at  least  possible  that  the  dis- 
ruption of  the  existing  tender  system  would  tend  to  produce 
a lesser  degree  of  stability  in  short-term  interest  rates 
generally.”  That  really  brings  us  back  to  the  discussion 
this  morning  on  the  value  or  otherwise  of  smoothing  out. 
Would  the  extent  of  instability  in  short-term  interest  rates 
that  might  be  added  by  the  disruption  of  the  existing  tender 
system  be  damaging  to  anyone  outside  the  money  market? 

Mr.  O’Brien : No.  It  might  have  undue  effects  in  a 

wider  field,  even  abroad.  No  praotical  damage,  I should 
say,  probably. — Mr.  Hollom : K by  money  market  in  that 
context  you  mean  all  those  who  hold  or  might  wish  to 
hold  Treasury  Bills,  yes.  That  ds  a fairly  wide  field. 
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556.  Would  instability  in  the  short-term  interest  rates 

have  any  disadvantage  from  the  narrow  Exchequer  point 
of  view? ^It  need  not.  They  might  borrow  more  ex- 

pensively at  one  time  and  more  cheaply  at  another,  and 
the  average  might  be  no  higher  than  the  present  more 
stable  pattern. 

557.  Professor  Cairncross:  Do  you  feel  that  any  in- 
stability tends  to  make  the  average  rate  higher? Mr. 

O'Brien : That  would  be  my  feeling. 

558.  Professor  Sayers:  Do  the  limits  referred  to  in  the 

penultimate  sentence  relate  to  the  capital  of  the  discount 
houses?  You  expect  them  to  keep  ttieir  book  in  reason- 
able relation  to  their  capital  resources? Certainly. 

559.  Chairman : Paragraph  17  is  a summing  up  of  all 

that  has  gone  before. — Lord  Harcourt:  In  the  summing 
up  you  say,  “ ...  it  seems  improbable  that  alternative 
mechanisms  could  be  devised  which  would  work  as 
smoothly  and  efficiently.”  Up  to  five  or  six  years  ago 
Canada  had  no  money  market  at  all,  and  the  Canadian 
banks  were  forced  by  and  large  to  employ  their  funds  in 
the  New  York  market.  They  .then  decided  that  they 
would  like  to  set  up  a money  market,  and  I believe  they 
sent  -a  small  team  from  Canada  to  study  our  discotmt 
market? ^They  dad. 

560.  Having  studied  our  discount  market  my  im- 
pression is  that  they  rather  studiously  avoided  copying  it. 
I wonder  if  you  couid  (1)  tell  us  in  what  way  or  why  they 
did  not  copy  it  and  (2)  give  us  a very  short  picture  of 
how  the  Canadian  money  market  works  at  this  moment? 

1 could  not  do  that  today,  but  I could  put  myself 

in  a position  to  do  it.  All  I can  say  today  is  that,  having 
met  the  team  when  they  were  over  here,  I think  that 
their  original  belief  .that  the  discount  market  was  a use- 
less encumbrance  was  later  modified,  and  ttat  they  have 
in  Canada  attempted  to  do  something  not,  obviously,  on 
precisely  the  same  lines,  because  the  market  is  a different 
entity,  but  to  imitate  the  sort  of  machinery  we  have, 
giving  it  a greater  flexibility. 

561.  Chairman:  Could  you  in  due  course  give  us  some- 
thing on  what  they  have  done  and  what  their  major 

departure  from  our  system  is? Certainly.  It  may 

take  a little  time  to  do  it  I should  want  to  make  sure 
that  the  Canadians  agreed  with  our  description  of  what 
they  do.* 

562.  Chairman : That  brings  us  to  the  end  of  that  very 
interesting  paper.  Then  we  have  Paper  No.  6 — ^The  Issue 
of  Legal  Tender.t  Are  there  any  questions  on  paragraph 
1?  Paragraphs  2,  3,  4,  5,  6,  7,  8,  9,  10?— Mr.  Jones: 
As  I understand  it  the  Issue  Department  is  responsible  for 
the  fiduciary  issue  on  the  basis  of  reserves  and  holdings 
that  are  placed  against  the  fiduciary  issue.  In  what 

respect  can  it  be  profit  makang? The  Issue  Department 

issues  notes  against  resources,  which,  in  days  gone  by, 
were  largely  gold  and  foreign  exchange  and  are  now 
almost  entirely  Government  securities.  Those  Govern- 
ment securities  all  earn  interest  and  the  amount  of  the 
note  issue  now  being  so  large  the  interest  earned  on  that 
portfolio  of  securities  is  also  very  large.  The  charge 
against  that  interest  is  broadly  the  cost  of  producing  the 
notes — printing,  designing,  distribution,  and  so  forth — so 
that  the  net  profit  is  very  substantial. 

563.  Professor  Sayers:  Could  we  say  that  it  is  a matter 
of  complete  indifference  to  H.M.G.7  Any  discount 
allowed  on  the  Issue  Department’s  holding  of  Treasury 
Bills  comes  back  as  part  of  the  Issue  Department’s  earn- 
ings, and  the  costs  of  the  note  issue  have  to  be  incurred 

anyway? The  interest  on  the  securities  of  the  note 

come  out  of  one  pocket  and  go  into  another. 

564.  Lord  Harcourt:  The  securities  in  the  Issue  Depart- 

ment could  in  fact  be  a non-interest  bearing  note  from 
the  Treasury? ^They  could  be. 

565.  Professor  Sayers:  Would  not  the  nation  then  know 

what  the  note  issue  costs? ^They  could  know. 

566.  Chairman:  On  paragraph  11,  would  you  tell  me 
what  the  process  of  purchase  of  Treasury  BiHs  is ; when 
the  sterling  in  the  account  is  lent  back  to  the  Exchequer 

does  the  Account  purchase  Bills  in  the  market? ^No, 

from  the  Departments. 

567.  Sir  Oliver  Franks:  Is  not  this  a deliberately  inexact 
way  of  putting  it:  the  Departments  are  like  so  many 
pockets  which  the  Bank  of  England  have,  and  it  always 

• See  Appendix  to  Minutes  of  Evidence. 
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puts  a certain  amount  of  everything  which  it  is  disposing 
of,  whether  it  be  Treasury  Bills  or  Government  Stocks, 
sometimes  from  choice  and  sometimes  from  necessity,  into 
each  of  these  pockets ; the  result  is  that,  if  it  has  at  any 
time  to  produce  Bills  or  bonds,  there  is  always  a pocket 

into  which  it  can  reach  to  produce  them? That  is 

broadly  so.  The  Exchange  Equalisation  Account  would 
buy  tap  Treasury  BiQs  and  the  money  surplus  to  require- 
ments would  flow  back  to  the  Exchequer. 

568.  Tap  Treasury  Bills  are  held  by  the  Departments? 
^Yes. 

569.  Professor  Sayers:  So  far  as  this  operation  is  con- 

cerned, ah  that  is  required  is  the  writing  out  of  a Tireasury 
Bill  whenever  the  ^change  Equalisation  Account  buys 
foreign  exchange? Yes. 

570.  Chairman : For  this  purpose  a 'Deasury  Bill  is 

iust  an  I.O.U.? Yes.  In  effect  all  that  the  Accoimt- 

holds  is  its  foreign  currency  assets  and  pieces  of  paper 
which  give  it  the  right  to  call  for  cash  sterling  when  it 
needs  it 

571.  Mr.  Jones:  What  is  meant  by  a tap  Treasury  Bill? 

It  is  available  on  demand,  with  a life,  normEdly,  of 

91  days.  It  is  like  the  securities  which  were  issued  by 
the  Government  during  the  war  to  people  who  wanted 
to  put  their  money  to  help  the  war  effort.  They  were 
available  on  tap.  You  could  go  to  the  Loans  Office  of 
the  Bank  of  England  and  say : “ I want  3 per  cent, 
stock  ”,  and  it  was  available,  as  against  the  normal  issue 
which  you  cannot  get  if  you  do  not  apply  on  the  day 
when  the  lists  are  opened.  Afterwards  you  can  only  buy 
it  in  the  market. 

572.  Chairman:  Do  these  tap  Treasury  Bills  just  go 

to  and  fro  between  the  Exchange  Equalisation  Account 
and  the  Departments? ^Yes;  it  is  a piece  of  book- 

keeping. 

573.  Sir  Reginald  Verdon  Smith:  In  relation  to  that, 
what  is  the  precise  mea.ning  of  itlM  first  few  words : — “ The 
Account  was  equipped  by  the  Exchequer  with  a capital 
sum  in  sterling  which,  so  far  as  it  was  not  used  at  any 
time  to  acquire  and  carry  holdings  of  gold  or  »- 

change  . . .”? ^The  Account  has  not  unlimited  rights 

to  draw  cash  from  the  Exchequer  to  buy  foreign  exchange. 

574.  Was  it  capitalised? Mr.  O’Brien : Yes,  it  was 

capitalised  by  the  Exchequer. — Mr.  Hollom : The  Exche- 
quCT  in  fact  placed  a sum  at  its  disposal.  Such  as  was 
not  immediately  requdied  was  borrowed  back. 

575.  Has  that  capitalisation  always  remained  the  same? 
^No ; there  are  pretty  constant  changes. 

576.  Is  there  any  significance  in  fixing  a figure  of 

capita? 'Mr.  O'Brien : I see  no  great  significance.  If 

we  were  in  a position  where  we  decided  that  we  were 
acquiring  too  much  gold  and  foreign  exchange  resM’ves 
and  we  really  could  not  afford  to  buy,  and  there  was  not 
much  useful  purpose  served  in  so  doing,  presumablv  a 
complete  upper  limit  would  be  set  on  the  capitil.  But  of 
course  we  are  far  from  that  position. 

577.  Professor  Cairncross:  There  is  no  statutory  ceiling') 
^No. 

578.  Mr.  Jones:  Do  we  anchor  our  currency  now  to 

the  Exchange  Equalisation  Account  as  against  formerly 
anchoring  it  to  the  level  <xE  gold  in  the  vaults  of  the 
Bank? Not  in  that  sense  at  all. 

579.  Is  there  no  relationship  then  between  the  anchor- 
ing to  gold  on  the  basis  of  the  former  gold  standard  and 

the  use  of  the  Exchange  Equalisation  Account? ^There 

is  a connection,  but  not  that  connection. 

580.  Professor  Cairncross:  From  the  point  of  view  of 
bookkeeping  is  there  any  reason  why  any  gold  whatever, 
even  the  token  amount,  should  be  held  in  file  Issue  De- 
partment rather  than  in  the  Exchange  Equalisation 

Account? ^From  the  point  of  view  of  bool±eepiag  I 

should  say  not. 

581.  This  is  simply  a prolonging  of  the  old  legislation 

into  the  present  day? ^It  may  be  a sentimental  survival 

— ^perhaps  a very  small  bridge  some  people  may  have 
hoped  to  re-cross. 

582.  Lord  Harcourt:  Was  the  original  amount  in  the 
Exchange  Equalisation  Account  established  by  Parliament? 
Mr.  O’Brien:  Yes. — Mr.  Hollom:  At  £150  million. 
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583.  Professor  Cairncross:  But  the  subsequent  increases 
have  not  been  statutorily  fixed,  like  the  increases  in  the 

fiduciary  issue? Mr.  O’Brien : No.  The  sterling  capital 

was  quite  recently  reduced. 

584.  Chairman : Does  “ capital  ” in  this  connection 

mean  the  Account’s  total  borrowing  powers  from  the 
Exchequer? Yes. 

585.  Chairman:  Paragraph  12?  Paragraph  13? 

586.  Sir  John  Woods:  I am  a Htde  puzzled  to  find  Ways 
and  Means  Advances  between  the  Exchange  Equalisa- 
tion Account  and  the  Departments.  I was  under  the  im- 
pression from  what  you  said  earlier  that  the  Exchange 
Equalisation  Account’s  assets  consisted  almost  entirely  of 

tap  Bills  or  of  other  Government  stock? ^This  is  a 

technicality  which  perhaps  did  not  need  to  be  mentioned 
and  slightly  fogs  the  issue.  If  the  Exchange  Equalisation 
Account  were,  for  example,  to  sell  its  Bills  to  the  Issue 
Department,  the  Issue  Department  would  have  to  get  the 
cash  from  the  Exchequer.  It  would  get  the  cash  from 
the  Exchequer  by  getting  part  of  its  Ways  and  Means 
Advances  repaid, 

587.  Sir  Oliver  Franks:  It  is  really  a matter  of  how 

you  do  the  bookkeeping? ^Precisely. 

588.  Mr.  Jones:  Paragraph  12  appears  to  deal  with 
the  buying  and  selling  of  gold.  I wonder  whether  you 
could  describe  more  simply  the  function  of  the  Ways  and 
Means  machinery  in  this  particular  connection.  Who 
authorises  these  Ways  and  Means  Advances  in  the  purchase 
and  selling  of  gold,  particularly  in  the  purchase  of  gold? 

1 do  not  think  there  is  any  need  to  relate  Ways  and 

Means  particularly  to  gold.  Government  Departments 
with  surplus  funds  do  not  keep  those  funds  in  their  own 
separate  accounts,  They  are  all  turned  in  to  the  Ex- 
chequer in  order  to  reduce  the  amount  of  idle  money 
lying  about. 

589.  Would  that  include  the  National  Insurance  Funds? 

^It  would.  Their  surplus  funds  could  be  lent  on 

Treasury  Bills  or  Ways  and  Means  Advances.  AH  cash 
wluch  com«  into  the  Government  orbit  and  is  not  re- 
quired for  immediate  disposal  tends  to  be  centralised  into 
the  Exchequer  on  Ways  and  Means  Advances. 

590.  Professor  Cairncross:  In  the  first  line  of  paragraph 
12  does  “foreign  exchange”  in  practice  mean  dollars,  or 
does  the  account  deal  in  other  foreign  currencies  as  well? 
^It  deals  in  very  many  foreign  currencies. 

591.  Professor  Cairncross:  AH  convertible,  or  some 

inconvertible? Some  inconvertible. 

592.  No  statement  has  ever  been  issued  on  the  function- 
ing of  the  Exchange  Equalisation  Account.  Is  there  any 
reason  why,  25  years  afterwards,  something  should  not 

now  he  said  about  the  early  transactions? 1 would 

rather,  Mr.  Chairman,  that  this  question  were  addressed 
to  the  Governor.  We  are  merely  doing  it  as  agents.  It 
is  a Treasury  account.* 

593.  Chairman:  Paragraphs  13,  14,  15,  16,  17,  18? — 
Sir  Oliver  Franks : I have  a question  on  the  first  sentence 
of  paragraph  18.  This  is,  of  course,  a statement  of  fact. 
I wonder  whether  it  is  also  a very  important  statement  of 
policy.  If  this  is  taken  simply  to  mean  what  it  says,  it 
says  that  as  money  is  required  in  the  community  so  it  is 
dished  out.  There  is  therefore  no  control  over  lie  actual 

supply  of  money  in  the  strict  sense? ^The  supply  of 

bank  notes, is  not  the  only,  nor  nowadays  the  only  im- 
portant, supply  of  money. 

594.  I am  speaking  of  the  £2,000  million,  note  issue,  and 
not  the  £6,000  million  bank  deposits.  There  is  no  control 
at  all  over  the  legal  tender  currency?— ^n  the  banks’ 
demanding  the  notes,  we  supply  them.  It  is  passive, 

595.  I' suppose,  in  the  history  of  theory,  that  could  be  a 
very  surprising  statement.  There  have  teen  times  when 
the  volume  of  the  currency  was  supposed  to  be  the  key  to 

the  whole  business? Yes ; it  would  have  been  a 

surprising  statement,  I imagine,  fifty  years  ago. 

596.  Would  it  be  the  view  of  the  Bank  of  England  that 

everything  is  now  entirely  reversed,  and  that,  far  from 
the  amount  of  currency  being  considered  a key  to  the 
whole  situation,  it  is  of  no  importance?  The  Bank  of 
England  stands  passive  to  supply  the  demands  of  whoever 
wants  currency ; is  that  correct? ^I  think  that  question 

• See  Qns.  2850  and  3223. 


is  so  important  with  relation  to  your  ddiherations  that  it 
ought  to  be  addressed  to  the  Governors  rather  than  to 
me.f  My  function  is  to  explain  what  we  aire  trying  to 
say  here. 

597.  Are  we  to  take  this  first  sentence  here  as  being  a 

strict  statement  of  fact  and  note  that  it  carries  an 
implication  of  policy  with  it? ^Yes,  I thmlc  that  is  fair. 

598.  Professor  Sayers:  I have  one  question  that  relates 

to  all  the  paragraphs  explaining  the  current  position. 
Could  it  not  all  be  enormously  simplified  for  the  better 
understanding  of  the  public? We  are  back  to  the  uni- 

fication of  the  Issue  Department  and  Banking  Department? 

599.  Professor  Sayers:  That  is  one  of  the  points  in- 
volved, but  it  is  only  one. — Chairman:  Could  you  sug- 
gest one  or  two  simplifications? — Professor  Sayers:  That 
the  Bank  cease  to  have  a fixed  fiduciary  issue,  a pseudo- 
fixed  fiduciary  issue ; at  any  rate  that  that  be  debated, 
which  would  raise  the  whole  question  of  sentence  1,  para- 
graph 18.  The  question  of  what  notes'  are  legal  tender 
where  could  be  simplified;  the  arrangements  for  the 

profits  could  be  simplified? ^They  could  be  made 

different,  but  that  would  not  necessarily  simplify  than. 
I think  we  would  maintain  that  present  arrangements  are 
very  simple  in  that  respect. 

600.  May  I suggest  that  that  is  because  it  has  not 

been  considered  the  duty  of  the  Bank  of  England  to 
explain  it  all  to  the  public.  K you  had  that  duty,  would 
you  hasten  to  simplify  it? shoiild  doubt  it. 

601.  Professor  Cairncross:  You  take  no  responsibility 
for  the  activities  of  the  Mint ; therefore  presumably  you 
do  not  think  it  inctimbent  on  yourselves  to  issue  any 

statement  about  coin  circulation? ^At  one  time  we  used 

to  act  as  intermediaries  between  the  Royal  Mint  and  the 
banks  as  distributors  of  coin  throughout  the  oountry.  We 
no  longer  occupy  that  role.  The  Mint  deals  direct  with 
the  banks,  and  we  merely  hold  in  the  Bank  a reserve  of 
met^  currency  against  emergencies,  for  use  from  time 
to  time  to  help  with  any  problems  which  may  arise  in 
meeting  needs. 

602.  Do  you  know  what  the  ooin  circulation  is? 

We  must  know.  I have  not  got  it  at  my  fiogertips.J 

603.  Mr.  Jones:  The  ooin  circulation  you  keep  in  the 

Issue  Department  is  not  gold? ^There  is  some  gold. 

604.  But  according  to  the  Bank  statement  it  is  not  a 

very  large  holding? Very  small.  Gold  ooin  and  bullion 

last  we^  were  £360,000.  The  coin  other  than  gold  coin 
in  the  cover  for  the  fiduciary  issue  is  about  £3  million, 
and  we  have  about  £2i  million  in  the  Banking  Depart- 
ment ; so  our  total  reserve  of  tokai  coin  is  £5i  million. 

605.  Sir  Oliver  Franks:  For  roughly  bow  long  has  the 

Issue  Department’s  role  been  a passive  one? Mr. 

O’Brien:  I think  one  would  say  since  1914. — Professor 
Cairncross : I would  say  longer. 

606.  Sir  Oliver  Franks:  This  is  obviously  a long  dis- 
carded weapon,  but  is  it  not  perhaps  the  sharpest  of  them 
all?  There  may  be  very  good  reasons  for  its  having 
been  “long  discarded”;  but  if  you  said:  “There  is  a 
certain  amount  of  currency  in  this  country  and  for  the 
next  three  years  it  is  not  going  to  be  increased  by  one 
iota  ”,  and  if,  for  the  sake  of  argument,  a particular  trade 
secured  a wage  increase,  which  meant  that  the  pay  packets 
of  the  people  in  that  trade  would  be  increaste  week  by 
week,  then  out  of  an  amount  of  currency  which  was  static 
they  would  be  taking  a rather  larger  share.  Therefore 
for  the  rest  of  the  population  there  would  te  less  currency, 
so  that  some  people  could  not  receive  so  much  currency 
for  the  work  that  they  did.  That  seems  to  me,  in  its 
simplest  and  crudest  form,  to  te  a direct  and  sharp  control 
over  the  direct  use  of  money,  as  in  the  use  of  currency 
to  pay  wages.  One  of  the  points  we  have  to  note  is  that, 
if  the  authorities  have  been  completely  passive  in  relation 
to  the  amount  of  currency  us^  since  say,  1914,  then 
they  have  not  used  an  instrument  which  perhaps  Should 
never  be  used,  but  which  would  produce  a direct  and 

savage  reaction? ^This  would  certainly  be  a sharp 

weapon  and  one  which  would  cut  in  many  unexpected 
and  unwelcome  directions.  In  considering  whether  it 
should  be  used  or  not,  one  should  decide  on  what  the 
function  of  the  bank  note  is.  Is  it  the  essential  thing  or 
is  it  merely  a convenient  method'  of  passing  the  essential 

tSee  Qas.  1759  to  176!.  

t See  Appendix  to  Minutes  of  Evidence. 
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ihing  from  one  to  another?  Would  you  do  no  more  than 
remove  from  people  something  of  convenience,  and  so 
upset  them  very  greatly  without  in  fact  making  any 
difference  to  the  underlying  situation?  I think  that  prol> 
ably  that  would  be  the  effect. 

607.  Should  one  then  go  on  to  argue  in  exactly  the 

same  way  about  the  other  form  of  money — deposits? 

No,  I do  not  think  so.  If  you  reduce  the  number  of  bank 
notes,  presumably  a lot  of  people  would  begin  by  paying 
with  cheques  what  they  would  normally  use  a bank  note 
for.  We  should  be  paying  bus  fares  with  cheques. 

608.  Professor  Cairncross:  You  would  agree  that  we 

could  drop  shillings  or  half-crowns  for  a time  and  sur- 
vive?  ^It  would  be  of  considerable  inconvenience,  I 

should  say. 

609.  Professor  Sayers-.  Is  it  not  surprising,  when  you 
get  this  argument  against  the  Bank’s  assuming  an  active 
position,  that  at  the  same  time  you  cling  to  the  forms 

of  1844  and  1928  in  your  few  public  statements? ^No, 

I do  not  think  so.  I do  not  think  that  is  very  relevant 
to  Sir  Oliver’s  point. 

610.  Sir  Oliver  Franks'.  Over  tlje  last  eight  years  the 
amount  of  currency  has  increased  about  50  per  cent. 
That  is  a very  large  increase,  and  obviously  it  is  an 
element  in  the  total  picture  which  we  all  have  to  take 
into  consideration.  But,  far  from  control  of  the  quantity 
of  currency  being  something  which  is  a matter  of  policy 
among  the  authorities,  this  is  saying  that  it  is  totally 
passive.— Si>  John  Woods'.  You  would  say,  Mr.  O’Brien, 
that  currency  circulation  is  really  of  no  more  than 
functional  importance,  and  what  you  are  after  is  the  total 

amount  of  the  means  of  payment? ^That  is  precisely 

what  I do  say. 

611.  Professor  Cairncross:  Would  you  agree  that  you 

might  include  Treasury  Bills  in  means  of  payment? 

So  far  as  the  Exchequer  is  concerned,  I suppose  you 
would. 

612.  From  the  point  of  view  of  the  liquidity  of  the 
entire  system,  is  there  very  much  diffCTence  between 

Treasury  Bills  and  bank  notes? ^There  is  some 

difference,  I think. 

613.  It  is  a littie  arbitrary? ^Yes. 

614.  Lord  Harcourt : If  you  restricted  the  circulation  of 
bank  notes,  surely  the  first  effect  would  be  that,  rather  than 
have  inconvenience  in  their  daily  life,  people  would  resort 
to  things  like  travellers’  cheques  which  would  circulate  as 
substitutes  for  bank  notes,  merely  passing  from  hand  to 
hand?  Instead  of  being  presented  to  a bank,  they  would 

merely  circulate  Mongst  private  individuals? And 

presumably  you  would  get  back  to  the  previously  existing 
position  where  lots  of  banks  issued  their  own  private 
notes. 

615.  Chairman'.  Are  they  allowed  to  do  that  today? 

No.  It  would  have  to  be  something  like  a traveller’s 

cheque. 

616.  Chairman-.  Shall  we  begin  on  Paper  10?* 

Professor  Cairncross : In  paragraph  2 you  draw  a . com- 
parison with  the  pre-war  position  and  choose  the  years 
1935-1938.  Had  you  chosen  the  years  1925-1928,  would 
the  comparison  have  looked  so  extreme?  Are  you  not 
taking  a period  here  that  is  a long  way  after  the  first 
world  war,  and  indeed  after  the  main  problem  of  tackling 
the  floating  debt  had  been  handled  and  after  the  big 

convecsicm  operation  in  1932? The  purpose  of  this 

comparison  is  to  try  .to  show  what  the  banks  would 
normally  aim  at  as  compared  with  &e  present  time.  We 
felt,  I think,  that  those  years  wctb  for  that  purpose  as 
good  a set  as  any. 

617.  Mr.  Jones'.  The  National  Debt  before  the  war 

would  be  substantially  less  than  the  National  Debt  after 
the  war ; was  not  the  floating  debt  higher  after  the  war, 
even  expressed  as  a percentage,  and  substantially  greater 
in  amount? Yes. 

618.  Professor  Cofmcrors:  But  the  short  term  floating 
debt  may  have  been  about  as  high  a proportion  of  the 
total  debt  of  the  Government  in  a period  some  years  after 
the  first  world  war  as  it  has  been  following  the  second 
WOTld  war. — Chairman:  Your  point  is  more  concerned 
wth  te  (Merence  this  second  war  has  brou^t  about  in 
t^  situation  now,  as  compared  with  what  it  was  before 

that  war? Mr.  O'Brien  : Yes,  but  we  could  produce 

the  other  figures  if  the  Committee  would  like  to  have 

• Memoranda  of  Evidence  Part  I No.  10. 


them. — Professor  Ccdrncross : I should  be  interested  to  see 
the  figures  for  1925-1928,  for  the  purposes  of  comparison.* 

619.  Chairman : In  paragraph  4 you  are  saying  that  all 
these  nationalisation  operations  did  two  things : first  of 
all  they  turned  what  had  previously  been  fixed  interest 
stocks  into  what  were  gilt  edged  in  the  sense  that  they 
were  Government  guaranteed  fixed  interest  stocks,  and 
also  to  some  extent,  though  I am  uncertain  to  what 
extent,  they  turned  what  had  previously  been  equities 
into  fixed  interest  gilt  edged.  But  I do  not  find  in  this 
any  idea  as  to  what  difference  it  made,  turning  equity 
shares  into  fixed  interest  stocks.  To  some  extent  that 
seems  to  me  more  important  than  .the  mere  fact  that 
certain  fixed  interest  stock  obligations  of  local  authori- 
ties, independent  companies,  or  whatever  they  ware,  were 
turned,  into  Government  supported  fixed  interest  stocks? 
— — ^We  coiuld  try  to  quantify  that| 

620.  Professor  Cairncross:  It  would  appear,  although 
the  figures  available  are  not  clear  enough,  that  the  range 
of  industries  we  are  discussing  had  much  heavier  invest- 
ment programmes  in  the  post-war  than  in  the  pre-war 
period.  So,  quite  apart  from  how  they  were  financed,  there 
was  a much  heavier  capital  issue  to  be  met.  Have  you 
any  forward  programme  for  these  potential  'borrowers  or 
not?  It  would  be  of  importance  to  us  to  see  this.  I 
take  it  you  have  something  from  the  Treasury  on  the 

prospect  for  the  next  five  or  ten  years? ^We  have  no 

such  programme,  but  I fed  sure  the  Treasury  and  Govern- 
ment departments  concerned  will  have  ideas  as  to  what 
will  be  required. 

621.  Have  you  any  idea  what  proportion  of  their  normal 

capital  expenditure  .these  industries,  public  utilities  par- 
ticidarly,  financed  out  of  thedr  own  money  in  pre-war 
years? ^No. 

622.  Before  the  war  it  was  common  for  them  to  try 
to  cover  some  part  of  the  capital  expenditure  out  of 

their  own  profits,  but  this  is  much  less  true  now? 

Yes,  much  less  true. 

623.  To  that  extent  it  has  meant  that  the  effect  on 

the  market  has  been  .threefold ; the  -burden  .oai  the  gilt- 
edged  market  has  been  increased,  by  transfer  from  the 
equity  market ; there  has  been  a total  capital  commitment 
heavier  than  before  the  war ; and  expenditure  has  been 
financed  .to  a much  greater  extent  by  borrowing  rather 
than  from  gross  profits? ^Yes. 

624.  Professor  Sayers:  What  is  implied,  in  the  second 
half  of  the  third  sentence  in  paragraph  5: — “and  had 
to  be  supported  where  necessary  by  the  use  of  Depart- 
mental funds”?  That  means,  I t^e  it,  that  the  stocks 

were  in  fact  underwritten  by  the  Departments? ^In  the 

same  way  as  a straight  Government  issue  is  underwritten 
by  the  Departments. 

625.  They  take  what  the  public  will  not  have? ^Yes. 

626.  Mr.  Jones:  Does  that  mean  that  the  National 
Insurance  Fund,  the  Post  Office  Savings  Bank  Fund  and 

organisations  like  that  would  be  the  underwriters? ^No, 

they  would  normally  only  take  what  they  required  for 
their  investment  portfolios.  In  fact  it  is  the  Issue  Depart- 
ment which  stands  behind  such  issues  of  stock. 

627.  Chairman : There  is  a distinction  between  what 
can  be  expected  or  required  by  way  of  support  from  a 
fund  like  the  National  Insurance  Fund,  and  what  can 

be  expected  or  r^uired  of  other  Departments? There 

is  a very  great  distinction.  “ The  Departments  ”,  for  this 
purpose,  normally  means  the  Issue  Department.  It  is  a 
convenient  vagueness  which  we  use,  or  have  used  in  the 
past ; but  the  funds,  such  as  the  Post  Office  and  the 
Trustee  Savings  Banks  Funds  and  the  National  Insurance 
Fund,  have  their  own  investment  policy  which  they  follow 
like  any  other  fund  in  accordance  with  their  liabilities. 
They  take  up  such  quantities  of  these  stocks,  when  they 
come  on  offer,  as  they  require.  They  do  not  take  them 
up  willy-nilly,  as  the  Issue  Department  does,  if  the  public 
will  not  take  them. 

628.  Mr.  Jones:  There  is  the  greatest  possible  inde- 
pendence of  these  organisations  from  the  Treasury? 

We  are  in  close  touch  with  the  National  Debt  Office  which, 
as  you  know,  looks  after  the  investment  policy  of  these 
funds ; but  'the  position  is  that  they  have  their  indepen- 
dence  and  are  under  no  obligation  at  all  to  undelete 

• Note  by  witness.-~Oa  the  average  of  the  years  1925-28  the 
floating  debt  amounted  to  11  per  cent,  of  the  total  National  Debt 
(again  excluding  external  debt). 

t See  Appendix  to  Minutes  of  Evidence. 
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an  issue,  that  is  to  say,  to  take  up  what  the  public  does 
not  want,  or  any  part  Uiereof. 

629.  Sir  John  Woods:  Do  not  the  National  Debt  Com- 
missioners administering  the  NationaJ  Insurance  Funds 

and  so  on  rightly  claim  complete  independence? Mr. 

O'Brien : From  time  to  time  -they  take  part  or  all  of  issues 
which  are  made.  Some  of  the  smaller  nationalised  industry 
stocks  have  been  taken  entirely  by  the  National  Debt 
Office  on  behalf  of  these  various  funds,  but  they  have 
done  that  in  the  light  of  their  own  policy. — Lord 
Harcourt:  Because  it  suited  them  to  do  that? 

630.  Chairman:  And  they  remain  equally  free  in  their 
subsequent  decisions,  whether  to  sell  what  they  have  taken 
up?  There  again  their  investment  policy  is  independent? 

Mr.  O’Brien:  Yes_;  but,  because  we  have  to  manage 

the  market,  dt  is  done  in  close  collaboration  with  us,  and 
where  they  can  properly  meet  our  wishes  and  fulfil  thedx 
own,  they  do  so. — Mr.  Jones : There  is  a very  close  liaison 
then  in  this  activity. 

631.  Sir  John  Woods:  Where  it  suits  their  investment 
policy  they  would  operate  very  largely  not  only  in  rela- 
tion to  new  stocks?  Where  thsa-e  is  a big  Government 
maturity  coming  would  they  be  available  to  buy  the 

maturing  stock  in  advance? Yes;  supposing  those 

funds  have  quantities  of  stock  maturing  in  the  next  month 
or  two  we  can  normally  rely  on  them  to  convert,  if  it 
suits  them. 

632.  Professor  Sayers:  When  you  say  these  issues  had 
to  be  “ supported  where  necessary  ”,  do  you  mean  that, 
if  that  support  had  not  been  forthcoming,  the  public 

would  not  have  taken  up  the  bonds  at  any  price? Not 

at  the  price  at  which  they  were  offered. 

633.  Chairman:  These  issues  arise  because  there  is  a 
demand  for  capital  from  these  industries.  Would  it  not 
be  reasonable  to  say  that  these  resources  should  be 
obtained  at  the  market  price,  that  the  issues  should  be 
priced  at  a figure  at  which  the  public  will  absorb  the 

whole  issue? 1 think  the  answer  to  that  is  that  there 

is  no  sudi  figure.  I believe  dt  to  be  a fallacy  that  merely 
by  adjusting  your  price  you  can  get  the  market  to  take 
any  quantity  of  a security  you  like  to  offer  on  a particular 
day.  Perhaps  I may  describe  the  procedure,  which  is  now 
past  history.  Bank  advances  to  a particular  nationalised 
industry  have  reached  a pretty  high  level  and  it  is  felt  that 
they  ought  to  be  funded.  The  nationalised  industry  issues 
a stock,  normally  a stock  of  relatively  long  life,  20  or  25 
years,  and  that  stock  based  on  Government  guarantee  is 
issued  at  a rate  which  is  considered  appropriate  for  such  a 
stock  in  the  light  of  prevailing  conditions  in  the  market,  de- 
pending upon  the  existing  rate  for  comparable  stocks  on 
the  gilt  edged  list.  The  lists  are  opened  on  a particular 
day  and  the  public  subscribe  for  what  it  wants.  It  is  not 
usual  for  the  public  to  subscribe  for  anything  like  the 
full  amount  of  one  of  these  stocks  where  the  amount  is 
large— and  we  have  had  issues  of  £150  million  to  £200 
milhon.  In  so  far  as  the  public  do  not  take  it  up  on  the 
day  of  issue,  the  stodc  is  taken  into  the  Departments 


In  fact  they  convert  Ways  and  Means  Advances  to  the 
Exchequer,  or  Treasury  Bills  they  hold,  into  the  stock. 
The  stock  is  then  held  there  and  as  opportunity  offers 
the  stock  is  sold  to  the  market  at  the  rate  prevailing 
on  the  day  of  sale.  That  may  result  in  that  stock  eventu- 
ally being  sold  at  prices  lower  than  the  price  of  issue, 
or  higher,  depending  on  the  state  and  appetite  of  the 
market.  That  is  how  they  are  disposed  of. 

634.  Professor  Severs:  But  how  serious  a point  this  is 
depends  upon  the  time  which  the  public  Departments  take 
to  peddle  this  stock.  If  the  clearing  banks  want  to  sell 
large  blocks  of  securities,  they  can  only  sell  them  over  a 
matter  of  weeks.  We  have  seen  over  the  past  few  years 
how  they  have  gone  in  a few  weeks,  Do  lie  Depart- 
ments sea  at  that  sort  of  rate,  even  at  the  expense  of 

pushing  down  the  price? ^I  do  not  think  anybody  could 

seU  large  quantities  of  securities  in  the  gilt  edged  market 
at  any  time  merely  by  putting  his  price  down.  What  the 
market  will  buy  depends  basically  on  market  expectations 
of  the  future. 

635.  If  you  operate  on  the  basis  that  you  will  keep  the 
price  up  as  high  as  you  can,  but  you  have  continually 
more  and  more  of  these  things  to  peddle  out,  is  not  the 
tendency  for  market  prices  to  be  continually  sagging,  and 
your  sales  to  be  very  slow?  Do  you  ever  consider  the 
alternative  of  putting  the  price  floor  down  with  a bang 

and  then  sticking  at  that? ^I  think  we  have  put  the 

price  floor  down  from  time  to  time  considerably,  but  it  is 
no  good  puttmg  the  price  floor  down  with  a bang  and 
therefore  making  your  borrowing  market  more  expensive, 
unless  you  are  pretty  sure  of  having  the  effect  of  increasing 
the  market’s  apatite.  If  you  push  the  price  ffow  down, 
then  tomorrow  it  will  be  even  lower  and  they  will  not 
nibble.  In  effect  you  can  really  only  sell  in  quantity  on 
a rising  market.  You  cannot  sell  on  a falling  market. 

636.  When  you  say  “in  quantity  ”,  how  much  do  you 

mean  a month? Say,  £10  miUion  a week ; that  is  a 

purely  arbitrary  figure, 

637.  Sir  Reginald  Verdon  Smith:  Of  any  one  stock? 

; — -No,  it  would  be  a mixed  bundle  of  stocks  ; anytiimg 
in  the  bag  for  which  there  is  a demand. 

638.  Chairman:  When  these  issues  are  made  and  De- 
partmental funds  are  employed  in  underwriting,  how  much 

of  that  operation  is  public  knowledge? ^In  the  past  as 

little  as  possible.  The  restflt  of  the  issue  has  been  so 
arranged  that  the  public  has  no  definite  knowledge  that 
the  Departments  have  intervened  and  certainly  no  know- 
ledge of  the  degree  of  their  intervention.  Prom  the  point 
of  view  of  market  management,  there  is  not  much  point 
m tellmg  the  market  which  you  hope  will  eventually  take 
ffie  whole  of  the  stock  -that  you  yourself  have  taken,  say, 
three-quarters  of  it  and  are  ready  to  push  it  out  at  a 
moment’s  notice. 

639.  Chairman : I think  we  will  come  back  to  this  next 
time  we  have  a chance  of  seeing  you.  Thank  you  very 

much ; I am  very  much  obliged  to  you. ^Thank  you 

Mr.  Chairman. 


[Adjourned  until  Friday,  26th  July,  ] 957,  at  10.30  a.m.) 
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L.  K.  O’Brien,  Esq.,  Chief  Cashier,  Bank  of  England,  called  and  examined. 


640.  Chairman'.  We  have  only  your  paper  10  to  finish, 
Mr.  O’Brien.  I have  a note  that  questions  had  arisen 
about  paragraph  5,  at  the  words : — 

“ . . . the  issues  directly  involved  the  Government’s 
credit  and  had  to  be  supported  where  necessary  hy  the 
use  of  Departmental  funds  ”. 

You  had  been  asked  how  much  of  an  operation  of  support 
of  that  kind  was  public  knowledge  and  you  said : — 

" In  the  past,  as  little  as  possible  . . . From  the  point 
of  view  of  market  management  there  is  not  much  point 
in  telling  the  market  which  you  eventually  hope 
take  the  whole  of  the  stock  . . . etc.” 

There  are  one  or  two  things  I want  to  ask  you  arising 
out  of  that.  I saw  it  stated  the  other  day  that  when  an 
issue  is  made  and  all  or  part  of  it  is  taken  up  in  this  way 
by  Departmental  funds,  there  is  a statement  made  that 
it  has  been  fully  subscribed.  Is  that  current  practice? 

^It  is  the  practice  and,  of  course,  it  is  true.  It  does 

not  say  who  has  subscribed,  it  merely  says  “ fully  sub- 
scribed ”,  the  Departments  on  occasion  being  an 
important  subscriber,  but  still  a subscriber. 

641.  I do  not  suppose  this  has  happened  in  recent 
years,  but  supposing  there  was  an  issue  which  had  been 
fully  t^en  up  by  outside  subscription ; is  no  distinction 

made  in  the  announcement  between  the  two? ^None 

whatever. 

642.  Professor  Sayers:  That  practice  of  making  a state- 
ment of  that  kind  is  of  long  standing  and  it  is  now  pretty 
well  recognised,  is  it  not,  in  the  market  that  the  truth  of 
this  statement  is  of  a very  limited  kind?  That  being  so, 

is  there  any  point  in  going  on  with  the  practice? 1 

believe  there  is.  It  is  true  that  a number  of  commen- 
tators in  the  press  assume  that  a portion  of  the  issue  has 
been  taken  up  by  the  Departments  and  they  even  try 
to  guess  how  much.  'More  often  than  not  their  guesses 
are  very  wide  of  the  mark  and  for  that  reason  alone,  from 
my  point  of  view,  I still  consider  it  worth  while  to  make 
the  statement  in  its  present  form.  It  all  bears  on  my 
answer,  part  of  which  the  Chairman  read  out  just  now, 
that  if  the  market  knows  .precisely  how  much  of  the  stock 
you  still  have  to  offer  dt  is  in  a very  much  better  position. 
In  other  words,  we  are  in  a very  much  worse  position  as 
sellers  and  they  are  in  a much  better  position  as  buyers. 

643.  But  is  there  not  a third  course,  namely,  to  refrain 

from  saying  that  it  is  fully  subscribed,  which  is  a question- 
able statement,  but  not  to  say  just  how  much  is  taken  up 
outside? do  not  see  any  advantage  in  that  and  I 

I would  question  that  it  is  a questionable  statement. 

644.  Does  not  the  advantage  of  that  third  course  lie  in 
the  fact  that  the  Government  would  refrain  from  making 
a statement  to  which  the  word  “ truth  ” can  be  applied 

only  by  an  extraordinary  stretch  of  the  term? 1 would 

not  say  it  was  an  extraordinary  stretch  of  the  term. 
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645.  Sir  John  Woods:  It  is  only  part  of  the  truth,  is  it 

not? ^It  is  only  part  of  the  truth,  yes.  One  could 

say  that  the  public  have  taken  up  so  much  of  the  stock 
and  certain  Departments,  not  forgetting  that  some  of  the 
Departments  have  a considerable  measure  of  independ- 
ence about  what  they  do  and  do  not  take  up,  had  taken 
up  the  rest. 

646.  Chairman : Towards  the  end  of  our  last  meeting 
we  had  rather  distinguished  between  Departments  who 
had  an  independent  investment  policy  and  those  who  in 
one  form  or  another  are  really  under  control,  like  the 

Issue  Department. think  at  a later  stage  toe  Governor 

himself  might  want  to  comment  on  tois,*  but  I would 
^y  that  the  Issue  Department  certainly  has  independence 
in  its  investment  policy. 

647.  Professor  Sayers:  Independence  of  whom? ^It 

is  a responsibility  of  the  Bank. 

648.  Chairman : I do  not  want  to  press  on  you  the 

major  policy  which  'this  involves.  My  questions  are 
directed  to  find  out  primarily  what  happens  and  your 
answer  is  given  from  the  point  of  view  of  market  manage- 
ment?  ^Yes. 

649.  Lord  Harcourt  : This  is  the  only  case,  is  it  not, 

where  toe  market  does  not  'know  what  is  left  wito  the 
underwriters? Yes,  because  there  are  no  underwriters. 

650.  One  underwriter? ^If  you  like  to  describe  the 

Issue  Department  as  an  underwriter ; but  Government 
stocks  arc  not  formally  underwritten. 

651.  Sir  John  Woods:  You  said  that  if,  instead  of  your 

saying  the  issue  was  fuUy  subscribed,  toe  market  were 
told  how  much  Departments  had,  you  would  be  in  a worse 
position  as  a seller  and  they  would  he  in  a better  position 
as  a buyer.  Could  you  expand  that  a little?  On  the  face 
of  it,  that  means  you  would  be  in  a worse  position  in 
fixing  toe  price ; but  you  fix  the  price  before  this  announce- 
ment is  made? Yes,  we  fix  the  price  of  issue,  but  the 

price  in  practice  at  which  we  sell  toe  stock  that  remains 
with  toe  Department  after  the  date  of  issue  is  the  going 
rate. 

652.  You  mean  that  you  would  be  at  a disadvantage  in 

toe  Departments  afterwards,  supposing  the  stuff  accumu- 
lated?  ^Yes,  we  always  have  to  dispose  of  it  at  the 

current  rate. 

653.  You  are  talking  of  after  the  issue? ^Yes. 

654.  Chairman:  Let  us  envisage  that  over  a period  of 

six  mouths  after  toe  issue  of  a stock  Departmental  holdings 
are  sold  at  whatever  is  regarded  as  the  favourable  rate  to 
take  and  not  necessarily  at  the  issue  price  at  all.  If  they 
are  sold  below  the  issue  price  does  it  not  mean  that  in 
effect  the  Government  is  borrowing,  but  at  a less  favour- 
able rate  than  at  the  rate  of  issue? ^Yes,  and  conversely 

if  toe  rates  have  improved. 

• See  Qns.  1762  to  1809  and  1841  to  1898. 
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655. ^  Yes ; if  circumstances,  whether  brought  about  or 
not,  give  you  a good  market,  then  no  doubt  the  holdings 
are  sold  on  a good  market,  and  the  rate  of  borrowing 

would  appear  to  be  more  favourable. ^If  it  is  known 

precisely  what  the  Departments  have  to  sell  you  have,  for 
all  intents  and  purposes,  a stock  on  tap.  It  would  not  be 
the  first  time  that  we  have  had  a stock  on  tap  but  in 
ordinary  times  there  are  considerable  disadvantages  in 
selling  from  the  tap. 

656.  Professor  Sayers:  But  are  not  the  operations  of  the 
Government  Broker  such  that  there  are  always  in  fact 

stocks  on  tap? ^There  are  always  stocks  on  tap,  but  the 

amount  of  each  stock  on  tap  is  not  known. 

657.  Does  that  mean  sometimes  the  tap  of  a particular 

stock  runs  dry? Certainly,  that  is  a very  important 

feature  of  market  management. 

658.  Professor  Cairncross:  You  have  been  speaking  of 

stock  left  with  the  Departments ; but  might  not  some  of 
the  Departments  put  in  a firm  bid? ^l^ey  do. 

659.  There  are  three  possible  customers  for  the  stock, 

the  public,  the  Departments  which  put  in  a firm  bid,  and 
the  residue;  and  when  you  say,  therefore,  that  JOO  per 
cent,  is  always  subscribed  for,  it  is  three  proportions  you 
keep  dark,  not  just  two? ^Yes. 

660.  Would  the  firm  bid  normally  be  a substantial  pro- 
portion of  the  total  issue? It  would  depend.  As  I was 

saying  last  time  the  National  Debt  Office,  which  manages 
the  National  Insurance  Funds,  and  the  Post  Office  Savings 
Bank  and  Trustee  Savings  Banks  Funds,  has  an  indepen- 
dent investment  policy  suited  to  the  needs  of  those  funds, 
and  if  any  stock  offered  by  Her  Majesty’s  Government 
happened  to  suit  those  funds  in  a small  or  large  way  they 
would  tend  to  subscribe  accordingly  as  firm  investors. 

661.  Chairman:  So  one  should  think  roughly  of  firm 
bids  as  coming  from  those  funds  or  Departments  that  may 
be  said  to  be  operating  an  independent  investment  policy? 

^Yes.  I do  want  to  emphasise  again  that  there  is  an 

iodependence  in  the  Issue  Department  as  weli  even  (though 
it  is  used  for  this  funotioo. 

662.  Professor  Sayers:  There  is  not  absolute  indepen- 
dence in  these  funds  but  the  degree  of  independence 

varies? ^I  think  it  is  important  not  to  underrate  the 

basic  independence  of  any  Department.  The  National 
Debt  Office  funds,  for  instance:  I think  no  one  would  seek 
to  influence  what  they  do  in  pursuit  of  their  trust.  It  has 
been  a convenience  for  the  Issue  Department  to  do  things 
which  possibly  the  National  Debt  Office  would  not  do, 
but  that  does  not  mean  to  say  that  the  Issue  Department’s 
proper  independence  would  not  assert  itself  if  the  occasion 
demanded. 

663.  But  is  not  the  National  Debt  Office  the  Chancellor 
of  the  Exchequer  and  the  Governor’s  joint  responsibility? 

Yes,  but  they  have  different  hats  on  when  they  are 

considering  those  affairs. 

664.  And  split  minds  also? ^I  think  they  achieve  a 

remarkable  degree  of  separation, 

665.  Professor  Cairncross:  Would  the  National  Debt 
Office  be  prepared  to  sell  some  of  its  investments  in  order 
to  subscribe  to  a new  issue,  or  is  it  simply  a matter  of 

investing  liquid  funds? ^If  it  suited  it  to  do  so  on 

groimds  of  investment  policy,  it  might  seU  to  subscribe 
to  a new  issue.  I must  make  the  point  here  that  I am 
talking  about  somebody  else’s  affairs ; I think  you  must 
put  that  to  the  Comptroller  General,  who  is  the  man 
r«ponsible. 

666.  Would  you  or  the  Treasury  put  pressure  in  any 
way  on  the  National  Debt  Office,  or  any  independent  or 
semi-independent  Department,  if  left  with  a lot  of  stock, 

to  get  that  stock  taken  up  firmly? ^I  am  not  quite  sure 

that  I understand  the  question.  The  National  Debt  Office, 
fio  far  as  I am  aware,  would  not  be  left  with  any  stock. 

667.  No,  but  the  Issue  Department  would  be? ^In 

relation  to  the  Issue  Department  I have  never  been  aware 
of  any  pressure,  although  there  is  naturally  an  interest 
that  they  should  agree  to  do  so. 

668.  Chairman:  What  is  the  accounting  operation  with 
regard  to  the  Issue  Department?  If  they  have  to  find 
funds  to  take  up  the  stock  which  they  are  going  to  take, 
where  do  the  funds  come  from?  Do  they  borrow  on 

Treasury  Bills? A large  part  of  the  assets  of  the  Issue 

Department  is  held  in  Treasury  Bills  and  Ways  and 


Means  Advances  to  the  Exchequer.  When  a new  issue  by 
H.M.  Government  is  about  to  be  made  the  Department 
can  put  itself  in  the  position  of  being  able  to  subscribe  if 
need  be. 


669.  By  selling  its  Treasury  Bills  on  .the  market? 

By  allowing  its  Treasury  Bills  to  run  off  and  accumulating 
cash  which  it  puts  in  Ways  and  Means  Advances  which 
are  recallable  at  a moment’s  notice. 


670.  Professor  Sayers:  In  fact,  it  is  very  simple? 

Very. 

671.  The  Issue  Department  simply  has  to  change  one 

fait  of  paper,  with  “ Treasury  BiU  ” written  on  it,  into 
another  bit  of  paper  on  which  is  written,  say,  “ Treasury 
3i  per  cent.  1977  Stock  ”? ^Exactly. 

672.  Professor  Cairncross:  From  your  point  of  view 

what  is  involved  is  the  distribution  of  maturities?  If  an 
issue  flops  you  have  more  short  and  less  long  than  you 
want  to  have? ^It  depends  on  the  issue.  If  it  is  a long- 

term issue  I should  think  more  longer  and  less  shorter. 

673.  If  it  fails,  the  Issue  Department  then  has  to 

borrow  short  in  order  to  fill  the  issue? If  the  Govern- 

ment issues  a long-term  stock  which  the  public  and  the 
other  Departments  do  not  take  up,  then  the  Issue  Depart- 
ment will  take  it  up,  and  it  will  pay  for  it  with  the  proceeds 
of  Treasury  Bills  and  Ways  and  Means  Advances.  So  its 
^ort  maturities  are  reduced  and  the  long  maturities  in 
its  portfolio  are  increased. — Professor  Cairncross:  If  I put 
it  in  terms  of  the  Government  it  is  the  other  way  round. 

674.  Sir  John  Woods:  I would  like  to  go  back  for  a 

moment  to  the  independence  of  the  National  Debt  Office, 
as  I think  it  is  a very  important  point.  I have  a recollec- 
tion that  two  or  three  years  ago  the  then  Comptroller 
General  of  the  National  Debt  Office  gave  evidence  before 
the  Public  Accounts  Committee.  In  that  evidence  he 
stressed  this  point  very  strongly.  I wonder  df  it  would  be 
worth  while  if  the  Committee  were  provided  with  that 
statement,  because  the  Comptroller  General  is  the  opera- 
tive official? 1 think  the  Committee  would  find  it  moi- 

useful  to  read  his  evidence.*  It  was,  of  course,  Mr. 
Norman  Young  in  those  days. 

675.  Mr.  Jones:  To  the  extent  that  the  Issue  Depart- 
ment finds  money  to  subscribe  to  the  issue  of  bonds, 

what  effect  would  that  have  on  the  fiduciary  issue? 

None  at  all  directly. 

676.  Would  it  have  any  efl!ect  indirectly?  Would  it 
have  any  effect  upon  the  number  of  notes  in  circulation? 

^None  at  all.  It  is  merely  changing  the  nature  of  the 

portfolio  which  backs  the  fiduciary  issue  without  increasing 
its  size  at  all. 


677.  Chairman:  What  happens  when  a stock  which 
has  been  taken  at  the  issue  price  by  the  Issue  Department 
is  later  sold  in  the  market  under  that  price?  What  is  the 
accounting  result?  Does  it  reduce  .the  year’s  profits  of 

the  Issue  Department? ^Yes.  The  assets  of  the  Issue 

Department  are  valued  week  by  week  on  the  basis  of 
current  market  prices. 

678.  It  is  regarded  as  trading  stock,  in  fact? ^Yes. 

679.  Professor  Sayers:  You  stressed  just  now  ±e 
importance  of  not  underestimating  the  independence  of 
the  Issue  Department ; yet,  at  the  same  time,  if  I under- 
stand correctly  it  may  well  be  the  Issue  Department  which 
has  to  provide  the  support  that  is  necessary.  How  do 

you  reconcile  the  independence  and  the  necessity? 

On  this  point  I must  speak  subject  to  what  the  Governor 
may  wish  to  say  on  it.t  It  is  a subject  very  close  to  his 
heart.  I would  say  that  we  have  a statutory  responsibility 
for  the  Issue  Department  of  the  Bank  and  for  the  assets 
which  are  the  cover  for  the  fiduciary  note  issue.  Their 
disposition  and  their  management  is  ffie  Bank’s  affair. 
Of  course,  almost  all  of  the  assets  are  Government 
securities  of  one  sort  or  another,  securities  of  all  maturities 
from  short  to  long.  It  may  well  be  consonant  with  one’s 
responsibility  to  manage  that  portfolio  properly  from  the 
point  of  view  of  the  fiduciary  note  issue  to  take  into  it 
large  amounts  of  new  securities  which  might  be  offered 
against  a reduction  in  other  securities  in  the  portfolio, 
because  if  you  take  in  one,  subject  to  the  fiduciary  issue 
being  unchanged  you  must  lose  an  equal  portion  of  some- 
thing else.  I think  we  would  say  that  we  would  find  such 
an  operation  consonant  with  our  prime  responsibilities 

* See  Minutes  of  Evidence  of  Committee  of  Public  Accounts 
(Session  1951-52)  for  19tii  June,  1952  (pp.  503-514). 

t See  Qm.  1762  to  1809  and  1841  to  1898. 
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m the  Issue  Department,  provided  that  the  large  blocks 
ot  slTCk  which  we  might  take  in  from  time  to  time  were 
readily  marketable.  We  might  find  it  less  consonant  if  we 
took  in  a block  of  stock  which  it  was  impossible  to 
market  for  years. 

680.  But  why  does  it  matter  whether  the  stock  held  in 

the  Issue  Department  is  marketable  or  not? Mr 

O'Bnen;  I think  the  theory  is  that  the  stocks  in  the 
Department  are  the  backing  for  the  note  issue  and  there- 
fore should  have  an  adequate  degree  of  liquidity. — 
Professor  Sayers:  That  theory  is  applicable  to  one  small 
issue  among  a large  number,  but  it  is  not  applicaible  at 
all  to  a monopoly  issuer  issuing  the  legal  tender  of  the 
country. 

681.  Professor  Cairncross:  Has  the  Issue  Department 
any  power  to  refuse  a demand  by  the  Government  to 
borrow,  or  would  the  demand  be  on  Ways  and  Means 
Advances  only,  and  not  affect  the  Issue  Department’  If 
ae  central  Government  is  running  a deficit  and  wants 
hnance,  has  the  Bank  power  to  refuse  facilities  to  the 

Government? ^It  would  not  borrow  from  the  Issue 

Department. 

682.  It  would  borrow  on  Ways  and  Means  Advances? 
- — Yes,  from  the  Banking  Department.  There  again, 
that  IS  a question  which  I think  the  Governor  would  want 
to  answer  rather  than  me.* 

683.  Chairman:  Do  you  think  this  is  a fair  statement, 

that  as  a result  of  this  system,  when  the  Government  i.s 
Iwrrowing  by  the  issue  of  bonds  of  this  kind,  so  far  as 
the  bonds  are  taken  up  by  the  Departments  and  sold 
later,  :t  is  not  really  borrowing  at  the  issue  price,  but 
^om  ^e  to  time  as  you  go  along  at  prices  which  the 
D^artments  reahse  for  the  sales  which  take  place? 

684. _.fc  it  is  a sort  of  current  and  continuous  funding 

at  variable  rates? Yes.  The  process  is  twofold  Any 

maturing  stocks,  which  in  theory  should  be  paid  off  at  the 
redemption  price  on  the  day  of  maturity,  are  in  fact 
gathered  in,  as  the  maturity  gets  nearer,  at  the  price  ruling 
m the  market  on  die  day  ; so  that  when  actual  redemption 
tak«  place  the  disturbance  in  the  market  is  relatively 
smaU.  On  the  other  side,  as  new  stocks  are  issued  as 
much  as  possible  is  sold  on  the  day  of  issue,  but  in  so 
far  as  the  remainder  is  taken  into  the  Departments  it  is 
sold  off  later  at  the  rate  of  the  day.  So  the  whole 
process  is  going  on  incessantly. 

685.  Professor  Sayers:  As  the  Government  is  borrow- 

ing such  big  figures  is  it  not  to  the  advantage  of  the 
Goveriment  as  borrower  to  make  the  process,  both  of 
redeeming  and  of  issuing,  reasonably  continuous? ^It  is, 

. 686.  Lord  Harcourt:  When  the  Government  makes  an 
national  Press  that  you  are 
issuing,  say,  £300  milhon  of  such  and  such  a security.  If 
the  position  ever  arose  where  that  security  was  not  taken 
up  firmly  by  either  the  public  or  the  independent  investing 
departments,  and  of,  as  you  say,  the  I^e  Department 
independence  and  decided  not  to 
subscribe  for  the  balance,  then  you  would  be  forced 
would  yon  not  to  announce  that  Her  Majesty’s  Govern^ 

£280  million?—— I assume  that  would  be  the  result,  linle^ 
somebody  thought  of  anything  better. 

687.  Chcdrman : Are  there  any  more  questions  on  para- 

local  authorities. 

From  1945  to  1952  they  were  largely,  as  a body  not 
was  the  policy  behind 
that,  v^y  could  &ey  not  go  to  the  mortgage  market? 

I think  'that  this  is  primarily  a question  for  the 
Treasury  to  answer. 

688.  Professor  Cairncross:  You  speak  in  paragraph  6 
of  being  unable  to  reduce  the  heavy  stock  maturities 
facing  the  Government  for  a number  of  years  ahead  I 
take  It  that  the  average  maturity  of  the  outstanding  debt 
IS  changing  all  the  time.  Is  there  a particularly  large 
proportion  of  near  maturities  at  the  moment?  Me  yJu 

trying  to  push  back  the  average  maturity? ^There  is  a 

il1i®  over  the  next  few  years.  Up  to 

1962  there  is  not  less  than  £650  million  maturing  in  one 

stocks  m every  cdendar  year.  That  is  higher 
than  the  general  average  c£  maturities.  Thereafter  there 
are  some  years  completely  blank.  iucieaiier  mere 

• See  Qns.  1810  and  1811.  ' 


689.  Is  not  this  a position  that  may  recur?  You  may 
push  back  the  near  maturities  a little  further,  and  when 
you  come  to  look  at  things  in  two  or  three  years’  *im>. 

you  may  find  the  same  situation  prolonging  itself? If 

we  have  .to  find  every  year  not  less  .than  £650  million  quite 
clearly  we  shall  have  come  into  the  same  sort  of  trouble, 
but  we  would  hope  to  spread  the  maturities  more  evenly 
each  year  as  we  go  along. 

690.  Have  you  not  been  faced  with  this  situation 

throughout  the  post-war  period? We  have  jndffd. 

_ 691.  Is  there  any  reason  to  suppose  you  will  not  have 

it  for  the  next  ten  years? ^It  may  take  ten  years  to  get 

ri  reorganised,  I think.  I may  say  that  the  Macmillan 
Conmuttee  when  they  were  sitting  found  the  Government 
faced  with  precisely  the  same  post-war  problem ; not  of 
the  same  order  perhaps,  but  the  heavy  rate  of  maturities 
was  one  of  the  great  difficulties  of  operating  the  system 
successfully. 

692. _  Is  there  the  possibOity  that  you  could  so  conduct 

operations  that  you  would  reduce  short-term  and  increase 
long-term  debt  at  the  same  (time? ^Yes,  we  are  con- 

stantly trying  to  do  it. 

693.  Do  you  have  any  measure  of  success  in  doing  it? 

^There  were  two  maturities  on  15th  lune  last  which 

together  came  to  some  £400  million.  No  conversion  offer 
was  made  in  respect  of  them  at  all,  although  there  was  a 
small  issue  of  4|  per  cent.  Conversion  Stock,  which  may 
be  said  to  have  been  made  to  provide  funds  for  the 
repayment  of  the  balance  of  those  two  stocks  still  in  the 
hands  of  the  public.  To  that  extent  we  added  only  £100 
nullion  in  1962  and  completely  wiped  out  the  £400  million 
stock  which  otherwise  we  might  have  had  to  re-fund,  as 
in  earlier  post-war  years,  fox  one,  two  or  three  years. 
That  was  a successful  operation  of  that  kind. 

694.  But  in  general  this  is  dependent  on  a substantial 

Budget  surplus? Not  only  that.  The  principal  reason 

why  we  were  able  to  do  it  on  this  occasion  was  because 
we  made  such  heavy  sales  of  stock  in  the  first  two  and 
a half  months  of  this  year. 

695.  Chairman:  Can  you  say  quite  shortly  why  in  general 
It  IS  desirable  that  you  should  be  able  to  borrow  long 

rather  than  short? ^From  the  point  of  view  of  monetary 

control,  when  we  are  trying  to  get  a grip  on  bank  liquidity 
If  each  year,  in  addition  to  financing  the  Government’s 
current  requirements,  we  have  also  got  to  find  £650  million 
to  refund  stocks  which  are  maturing  it  is  so  much  more 
diflicult  to  reduce  the  floating  debt  and,  therefore  to 
squeeze  bank  liquidity. 

696.  Should  one  set  against  that  the  fact  that  .the  ten- 

dency will  be,  if  you  turn  short  into  long,  that  you  wUI 
be  borrowing  at  rather  heavier  interest  rates? Yes. 

697.  these  will  be  rigid  during  the  period  of  that 
borrowing,  as  opposed  to  your  taking  advantage  each 
three  months  of  the  current  rate  of  the  short-term  market? 
— Yes.  That  is  one  of  the  penalties  of  trying  to  apply 
a ti^t  monetary  policy. 

698.  Lord  Harcourt : May  I go  back  for  one  moment 
to  paragraph  5?  Wq  have  examined  in  great  detail  the 
method  by  which  Her  Majesty’s  Government  issue  stock, 
and  how,  although  that  stock  is  not  underwritten,  its 
subscription  is  virtually  assured.  Can  you  tell  us  how 

other  countries  manage  this  question? have  not 

sufficient  information  on  what  other  countries  do. 

699.  I do  not  know,  for  instance,  what  happens  in  the 
United  States.  I do  not  know,  when  they  do  these  enor- 
mous conversion  operations,  whether  they  have  any  com- 
parable arrangement.  I think  it  would  be  interesting  to 
know,  perhaps,  how  one  or  two  other  major  financial 
centres  deal  with  .the  same  sort  of  problem,  just  as  a 

comparison? Mr.  O'Brien:  I really  do  not  know,  but 

I could  find  out  if  .the  Committee  would  like  to  toow. 
— Chairman : Yes,  we  should  like  to  know,  I think.— Mr. 
O'Brien  \ I will  do  so.f 

700.  Sir  Reginald  Verdon  Smith:  In  paragraph  7,  you 

“ Borrowing  from  the  Board  was  done  at  rates  which 
reflected  .the  credit  of  the  Government  itself  (having 
regard  to  the  length  of  .the  borrowing  and  not  that  of 
.the  Authority  concerned.” 

As  a matter  of  practice  is  the  credit  of  .the  authority  con- 
cerned  something  which  is  liable  to  vary  in  ordinary  cir- 
t See  Memoranda  of  Evidence  Part  I No.  16. 
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cumstances  very  sharply  from  feat  of  the  Government ; 
and,  secondly,  do  fee  circumstances  of  different  authorities 

vary  between  themselves  very  greatly? ^Tbe  credit  of 

local  authorities  is,  of  course,  different  from  fee  credit 
of  Her  Majesty’s  Government ; they  cannot  borrow  quite 
so  cheaply.  The  differential  between  fee  rates  at  which 
they  can  borrow  is,  I should  say,  fairly  constant.  No 
doubt  it  has  varied  in  the  past,  but  not  in  recent  years, 
although  there  have  been  some  curious  manifestations  at 
fee  present  time. 

701.  I appreciate  that  the  question  of  policy  is  one  for 
the  Treasury,  but  I was  interested  in  the  factual  back- 
ground. What  could  have  been  said  to  have  heen  gained 
by  providing  Government  credit  rather  than  leaving  it  to 
fee  credit  of  each  individual  authority  during  these  years? 

^The  Government  lent  to  these  authorities  at  the  same 

rate  at  which  the  Government  could  borrow  the  money 
required  for  fee  purpose  from  the  market.  That  was  at 
the  time  when  the  Government  were  lending  all  the  money 
that  the  aufeorities  required,  and  it  made  the  operation 
cheaper.  Here  again,  fee  Treasury  may  say  I am  encroach- 
ing upon  feeir  wicket.  When  it  was  desired  to  push 
the  aufeorities  out  into  the  market  to  borrow  money 
on  their  own  initiative  they  obviously  had  to  borrow  in 
the  market  at  fee  rates  the  market  would  lend  to  them 
individually.  The  rates  vary  a little  as  between  one 
aufeority  and  another ; swne  are  more  popular,  some  are 
larger,  which  tends  to  increase  their  standing,  alfeough 
not  uniformly  so.  That  encouragement  had  to  be  backed 
up  by  a refusal  to  lend  to  than  through  Governmental 
channels  at  any  cheaper  rate ; otherwise  the  local  authori- 
ties would  have  continued  to  favour  borrowing  from  the 
Government.  That  has  since  been  reinforced  by  an 
absolute  refusal  to  lend  to  fewn  from  Government 
channels  at  any  rate,  if  they  could  not  show  that  they 
were  not  able  to  get  the  money  at  the  current  rate  in 
fee  market.  Getting  them  off  Government  finance  has 
been  done  by  progressive  steps. 

702.  Professor  Sayers:  Confining  ourselves  to  market 
behaviour,  the  differentiation  between  yields  on  local 
authority  stocks  and  on  Government  stocks  is  a recognised 
market  fact,  but  feat  may  change.  It  is  particularly  liable  to 
change  if  it  has  no  rational  basis.  Has  it  a rational 
basis?  Why  should  the  yields  on  local  government  stocks 

be  higher  than  on  Government  stocks? ^Nobody  would 

expect  to  be  able  to  bc«Tow  in  fee  market  at  a rate 
cheaper  than  fee  GovermnenL 

703.  No,  but  why  not  as  cheaply? ^The  local  authori- 

ties are  not  the  Government.  They  may  be  very  close 
to  it  and  I think  the  narrowness  of  the  differential  between 
fee  two  stocks  illustrates  that  the  general  market  view 
is  feat  there  is  not  a lot  of  difference  between  a loc^ 
authority  and  H.M.  Government. 

704.  Professor  Ccdmcross:  Is  not  the  chief  difference 

fee  size  of  fee  issue? ^That  is  a difference ; feat  is 

one  of  the  reasons  why  current  yields  on  existing  local 
authorities’  stocks  are  actually  lower  than  current  yields 
on  Government  stocks.  The  fact  is  feat  there  are 
virtually  no  deals  at  present  and,  therefore,  fee  yidids 
are  not  a true  illustration. 

705.  The  net  effect  is  to  .push  fee  local  aufeorities  into 
a narrower  market  than  they  were  previously  in?  They 
are  borrowing  from  people  who  are  less  willing  to  see 

their  money  go  into  a less  liquid  form? ^It  is  a less 

liquid  form  ; most  investors  would  take  up  small  portions 
of  local  authorities’  stocks  and  would  not  go  in  deep 
into  any  one  stock,  hut  would  go  in,  in  a big  way,  for 
gilt-edged  stock  because  it  has  maximum  marketability. 
That  has  an  influence  on  yields. 

706.  Mr.  Woodcock:  One  of  Sir  Reginald’s  questions 
was  whether  there  was  much  variation  between  fee 
authorities.  Mostly  you  have  been  talking  about  fee 
distinction  between  the  local  aufeorities  and  the  Govern- 
ment, but  you  said  feere  was  some  variation  in  the  credit 
of  the  authorities.  I would  have  thought  that  was  a 
question  of  timing.  I would  not  have  thought  there  was 
any  difference  in  the  credit  of  authorities  as  such  but  one 
might,  of  course,  have  the  disadvantage  of  having  to  go 

in  at  the  wrong  time? ^Broadly  speaking,  I am  sure 

you  are  quite  right,  but  the  market  has  a long  memory, 
and  feere  are  very  subtle  shades  of  feeling  about  these 
things.  Particular  names  appeal  to  the  market  more  than 
other  names  and  that  is  reflected  in  a very  narrow  way 
in  fee  terms  when  it  comes  to  giving  credit.  But  I would 
not  questiem  your  broad  generalisation  at  all. 


707.  Lord  Harcourt:  Local  authorities  tend  to  be 
regarded  to  a certain  extent  by  the  market  as  trading 
entities,  to  fee  extent  feat  a city  council  with  a very 
good  financial  record  would  tend  to  honow  more  cheaply 
than  a small  council  where  the  financial  control  probably 
had  not  been  very  astute  or  able,  which  would  have  to 
pay  more.  Does  the  market  in  fact  look  at  the  general 

financial  record  of  fee  authority  concerned? 1 think 

they  do,  yes. 

708.  Professor  Sayers:  Has  fee  financial  record  of  any 
authority  included  any  default  or  delay  on  payment  of 

interest  or  maturity? Mr.  O’Brien:  I believe  so  in  the 

past,  but  not  in  fee  recent  past.  Professor  Sayers:  In 
this  century? Mr.  O'Brien:  I would  say,  yes. 

709.  Mr.  Woodcock:  How  far  back  would  you  go? 

1 should  have  to  make  sure  1 had  got  my  facts 

right  before  giving  anything  to  the  Committee  on  that. 
I shall  be  very  happy  to  give  it  if  you  so  require  it.* 

710.  Chairman : There  were  several  widespread  forgeries 
within  fee  memory  of  fee  City  in  the  issue  of  these 
stocks,  and  feat  may  have  left  a shadow  behind  perhaps? 

^ Mr.  O'Brien:  Would  you  like  me  to  get  some 

information  on  that? — Chairman : Yes,  please.* . 

1\\.  Mr.  Jones:  I wonder  whether  I could  ask  Mr. 
O’Brien  a question  arising  out  of  the  figures  in  paragraph 
87  These  give  a picture  of  the  net  issues  to  fee  Public 
Works_  Loan  Board  feat  were  taken  up  by  the  local 
aufeorities.  I suppose  that  in  all  these  instances  this 
money  has  been  made  available  for  long-term  projects, 
housing,  schools,  roads  and  the  rest.  Are  there  any  figures 
that  would  show  what  fee  income  into  the  Public  Works 
Loan  Board  has  been  as  against  these  issues,  by  way  of 

interest  and  capital  repayment? ^I  feel  sure  there  must 

be  such  figures,  I expect  the  Treasury  could  obtain  them, 
but  we  have  not  got  them  available. 

712.  To  what  extent  were  fee  issues  of  credit  by  the 
Public  Works  Loan.  Board  made  on  long  periods  of  loan? 

^There  again,  feat  information  is  not  at  my  disposal, 

but  I believe  it  is  available. 

713.  Chairman:  The  figures  in  the  left-hand  column 

are  fee  net  issues? Mr.  O’Brien:  Yes,  which  one 

assumes  includes  any  income  to  fee  Public  Works  Loan 
Board ; but  you  would  like  details  of  what  they  did  get, 
Mr.  Jones,  would  you? — Mr.  Jones:  Yes. — Mr.  O’Brien: 
I have  not  got. fee  gross  figures  available  to  me. 

714.  Chairman:  We  see  from  the  figures  that  in  the 

period  of  rising  interest  rates — ^1952  to  1955 — when  fee 
local  authorities  turned  to  the  mortgage  market,  feey 
were  raising  comparatively  large  sums  in  spite  of  fee  high 
rate  of  interest? ^Yes. 

715.  Sir  John  Woods:  On  the  other  hand,  their  total 

borrowings  have  gone  down  considerably  since  1953-54? 
— Chairman : In  1952-53  feey  were  about  £500  million, 
the  same  in  the  next  year  and  £478  million  in  1954-55. 
We  have  not  got  1955-56? Yes. 

716.  Professor  Cairncross:  IE  fee  money  received  by 

fee  local  aufeorities  on  mortgage  came  from  exactly  the 
same  people  who  would  otherwise  have  bought  gilt-edged, 
the  sole  purpose  of  this  manoeuvre  would  be  to  raise  fee 
rate  of  interest  to  the  local  authorities ; but  presumably 
it  was  intended  to  force  fee  local  aufeorities  on  to  a 
different  set  of  lenders.  How  successful  do  you  think  it 
was  in  that  direction?  Do  the  people  who  lend  to  fee 
local  authorities  in  this  way  constitute  a different  set  of 
people  from  those  who  would  otherwise  have  bought  gilt- 
edged? ^To  some  extent  I think  that  is  true. 

717.  Professor  Sayers:  Why  are  people  lending  to  fee 
local  authorities  who  would  not  have  lent  to  fee  Govern- 
ment on  identical  or  better  terms  for  the  Government? 

^I  should  say  a lot  of  people  lending  sm^I  amounts 

to  local  authorities  would  have  a variety  of  local  aufeo- 
rity stocks  in  a portfolio  for  the  sake  of  the  yield  differen- 
tial. They  might  have  a large  portion  of  feeir  invest- 
ments in  gilt-edged  and  would  like  to  get  the  extra  5s. 
or  6s.  per  cent,  on  a small  portion  of  it. 

718.  Mr.  Woodcock:  I think  Professor  Sayers  said  if 

they  were  on  the  same  terms? ^But  they  are  not.  That 

is  a hypothetical  question. 

719.  Professor  Sayers' : I was  supposing  that  for  money 
raised  on  mortgage  fee  lender  was  getting  a higher  rate 

• See  Appendix  to  Minutes  of  Evidence. 
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of  interest  than  from  Government  stocks.  Would  that 

be  right? ^That  is  so.  Mortgage  rates  at  the  moment 

are  six  per  cent,  and  over. 

720.  Professor  Cairncross'.  Would  you  think  that  is 
one  reason  why  the  rise  in  bank  deposits  has  been  more 
contained  in  the  last  two  ot  three  years?  People  have 
withdrawn  money  on  deposit  and  put  it  on  loan  with 
the  local  authorities  where  they  would  otherwise  have 

left  it  in  the  banks? 1 would  say  there  has  been  a 

general  tendency  for  people  to  draw  money  from  deposit 
and  put  it  into  investments  offering  more  attractive  yields. 
Some,  of  course,  have  gone  into  hire  purchase  com- 
panies offering  much  more,  but  some  may  feel  at  greater 
risk._  That  process  is  going  on  all  the  time,  of  people 
looking  for  the  maximum  yield  with  the  minimum  risk 
attached  to  it. 

721.  Sir  Reginald  Verdon  Smith'.  Is  the  Public  Works 
Loan  Board  a statutory  body  or  a branch  of  the 

Treasury?- ^It  is  a statutory  body  which  works  in 

collaboration  with  the  Treasury. 

722.  Dom  the  Bank  have  any  responsibility? ^No 

re^onsibility  whatever  and  no  very  real  knowledge  of 
how  they  set  about  their  business. 

723.  Chairman'.  But  they  are  provided  with  funds  for 

their  work  by  the  Treasury,  which  borrows  for  itfaem? 

Yes. 

724.  Sir  Reginald  Verdon  Smith : This  would  be  general 

borrowing  by  Bills? To  the  extent  that  the  Public 

Works  Loan  Board  makes  issues  to  the  local  authorities 
the  Exch^uer  is  called  upon  to  provide  the  necessary 
funds,  which  it  does  in  the  normal  way,  borrowing  in  the 
first  instance  on  Treasury  Bills. 

725.  Mr.  Woodcock : If  borrowing  by  local  authorities 
was  exclusively  from  the  PubHc  Works  l^an  Board,  would 
there  be  a greater  degree  of  Government  control  over  the 

total  amount  of  borrowing,  leaving  price  on  one  side? 

I do  not  think  that  is  for  me  to  answer,  but  I would  say, 
looking  at  the  years  since  the  war,  that  it  is  open  to 
question. 

726.  Mr.  Woodcock:  Yes,  but  as  a matter  of  machinery? 
— Professor  Sayers : There  is  other  control  on  local 

authorities’  borrowing? Government  departments  have 

to  give  sanctions  for  the  works  for  which  die  money  is 
required,  even  now,  despite  the  fact  that  they  borrow  on 
the  market.  I do  not  know  whether  there  is  any  greater 
degree  of  control  merely  because  ie  money  is  provided 
through  Government  channels. 

727.  Mr.  Woodcock:  Surely  the  decision  to  borrow 
money  for  certain  purposes  is  related  to  the  social  desir- 
ability of  the  purpose  in  question  rather  than  the  financial 
circumstances.  As  I understand  it,  for  example,  the  deci- 
sion whether  they  should  borrow  for  house  purchase  is 

largely  a question  of  the  housing  situation,  is  it  not? ^1 

understand  local  authorities  have  to  get  loan  sanctions, 
and  cannot  borrow  money  until  they  have  sanctions  from 
the  various  Government  Departments  concerned  sufficient 
to  cover  them  for  that  amount  of  borrowing. 

728.  I should  have  thought  the  control  was  rather  dif- 
ferent in  one  case  than  the  other? 1 do  not  know ; that 

is  rather  outside  my  field. 

729.  Sir  John  Woods:  Would  a local  authority  going 

into  the  market,  or  trying  to  go  without  loan  sanction, 
have  to  get  over  the  hurdle  of  the  Capital  Issues  Com- 
mittee?  ^Local  authorities  do  not  normally  go  to  the 

Capital  Issues  Committee. 

730.  Lord  Harcourt:  As  long  as  they  have  loan  sanc- 
tion?  ^That  is  ray  understanding.  As  I say,  I am  not 

so  concerned  with  that  side  of  the  picture. 

731.  Am  I right  in  thinking  that  the  Public  Works  Loan 

Board  did  borrow  in  the  market  itself? Mr.  O'Brien : 

1 rather  believe  it  did  some  time  ago. — Lord  Harcourt:  I 
think  it  did  borrow  at  one  time  under  its  old  name.— Mr. 
O’Brien : The  Local  Loans  Issues,  yes. 

732.  Mr.  Jones:  Would  not  the  local  authorities  obtain 

sanction  to  raise  money  on  loan  in  respect  of  those  projects 
that  were  capital  projects  and  in  respect  of  which  the 
Treasury  itself  or  the  various  departments  of  the  Govern- 
ment were  making  a contribution? ^Without  wishing  to 

be  unhelpful  on  that  I must  repeat  that  this  is  rather  out- 
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side  my  field.  I am  concerned  with  how  we  raise  the 
money.  I think  it  would  be  for  the  Treasury  to  answer 
that  question. 

733.  Professor  Sayers : In  your  own  field  would  you  say 

that  the  wider  the  variety  of  bonds  issued  to  the  public, 
even  if  some  of  the  issues  are  very  small,  the  more  money 
can  be  raised? believe  that  to  be  so. 

734.  That  may  toe  an  important  lesson  for  central  Gov- 
ernment borrowing  policy? ^Yes. 

735.  Could  not  more  money  be  attracted  on  long-term 
by  making  a greater  variety  of  bond  issues  by  the  central 

Government? E you  wanted  that  I think  they  would 

have  to  be  more  frequent,  because  we  do  have  a certain 
amount  of  variety  nowadays.  In  the  last  few  years  we  have 
issued  stocks  all  the  way  down  the  line  ; for  example,  1962  ; 
1969;  1968/1973  ; 1979/1981;  1999/2004;  so  that  there 
has  been  variety  in  that  sense. 

736.  Lord  Harcourt:  Since  the  local  authorities  have 

been  obliged  to  rely  on  market  borrowing  and  have  not 
been  able  to  get  ready  access  to  the  Public  Works  Loan 
Board,  have  they  not  gone  out  of  their  way  to  try  and 
attract  the  small  saver? ^They  have  indeed. 

737.  In  a way  which  the  Government  bond  market  never 

really  could? Mr.  O’Brien:  No;  with  over-the-counter 

mortgages  you  mean? Lord  Harcourt:  Yes.  You  see 

local  papers  plastered  with  advertisements  that  sums  of  £5 
and  upwards  are  acceptable  on  mortgage.— Mr. 
Woodcock:  I think  that  is  for  current  expenditure, 
running  costs,  rather  than  capital  expenditure. 
— Mr.  Jones:  On  maintenance  account  rather  than  on 
capital  account.  But  it  does  seem  to  me  to  he  true  that  it 
is  possible  to  have  these  investments  on  short  periods.  As 
a matter  of  fact,  there  are  arrangements  made,  I believe,  for 
them  being  redeemed  at  very  short  period — a few  months. 

738.  Chairman:  I suppose  these  mortgages  are  aU  at 

call  at  six  months? ^Not  alL 

739.  Do  some  authorities  make  them  for  longer  periods? 

I did  not  know  mortgages  were  tied  up  in  that  way? 

Scune  are.  They  are  not  all  six  months. 


740.  Lord  Harcourt:  Is  not  a great  deal  of  the  so- 
caUed  mortgage  borrowing  by  local  authorities  at  the 
moment  really  more  akin  to  the  acceptance  of  deposits? 
Almost  like  deposits,  yes. 

741.  Although  it  is  advertised  as  a mortgage  it  is  in  fact 
a deposit  with  the  local  authority  redeemable  at  call  or 

very  short  notice  probably? 1 should  think  so.  They 

vary,  of  course,  according  to  the  terms-  offered. 


742.  Chairman:  Is  there  anything  on  paragraph  10? 
Then  paragraph  11— the  nationalised  industries?  It  says 
in  that  paragraph : — 

“Instead  they  draw  advances  from  the  Exchequer 
each  month  to  cover  expected  capital  expenditure’’. 

What  rate  of  interest  are  they  charged? ^They  are 

charged  the  rate  of  interest  applicable  to  Government 
borrowing  for  the  period  agreed.  This  again  is  something 
on  which  the  Treasury  would  be  able  to  help  you.  The 
Exchequer  lending  rates  are  established  for  various  periods 
and  according  to  the  period  for  which  the  nationalised 
industry  will  borrow  from  the  Exchequer.  It  is  a matter 
of  agreement  between  them  and  the  Treasury,  as  I under- 
stand it,  what  rate  would  apply.  They  are  really  borrowing 
on  Government  terms  through  this  mechanism. 

743.  Chairman:  We  ou^t  to  pursue  that  with  the 
Treasury.  Paragraph  121— Lord  Harcourt:  You  say:  — 

"...  nor  is  it  limited  in  the  choice  of  the  term  of 
the  borrowing  to  stock  issues  which  match  the  financial 
structure  of  a particular  nationalised  industry  ”. 

By  that  do  you  mean  that  the  Government  is  free  to 
issue  a stock  of  any  maturity  which  suits  its  own  debt 
structure  rather  than  the  financial  structure  of  the  nation- 
alised industry  lo  question? It  has  to  suit  two  things 

first,  what  the  market  wiU  take  ; and  if  the  market  will  taie 
something  which  suits  the  Government’s  debt  structure  so 
much  the  better.  It  is  not  always  so,  I am  afraid. 


_ i-r,.  cKJiessvr  i^uirncross:  tJUl  the  nationalised  industry 
IS  debited  with  the  actual  rate,  not  with  the  rate  that 
might  have  to  be  paid  on  a debt  adapted  to  the  debt 

s^cture  of  Its  other  borrowings? The  borrowings  of 

the  nationahsed  industnes  from  the  Exchequer  are  not 
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related  directly  to  particular  Governmeat  borrowings  at 
all.  A theoretical  rate  is  established  and  kept  under 
review  which  would  be  applied  to  their  borrowings. 

745.  Is  this  theoretical  rate  the  same  for  all  nationalised 

industries? ^Yes. 

746.  Sir  John  Woods'.  Irrespective  of  period? Mr, 

O'Brien-.  No. — Professor  Cairncross:  Loans  are  made  for 
different  periods? — Mr.  O'Brien:  There  again,  you  are 
on  Treasury  ground. 

747.  Lord  Harcourt : Does  it  foEow  from  this  statement 
which  you  have  just  explained  that  in  future  we  need  not 
expect  a Transport  stock  or  Electricity  stock  and  in  fact 


they  will  all  be  Treasury  stocks? ^The  changes  were 

made  in  the  1956  Budget  for  two  years  as  an  experiment. 
Those  two  years  wEl  have  elapsed  by  April,  1958,  and 
presumably  it  is  now  under  review  or  wiE  shorEy  come 
under  review  whether  these  arrangements  should  be  con- 
tinued or  not  in  the  light  of  experience.  If  they  are  con- 
tinued, you  wiU  not  get  any  more  of  these  particular 
stocks  until  we  come  to  the  happy  day  when  the  nation- 
ahsed  industries  are  able  to  borrow  on  their  own  credit. 

Chairman:  I think  paragraph  13  includes  the  same 
points  we  were  discussing  earher — the  departmental  funds. 
I think  that  brings  us  to  the  end  of  your  three  papers, 
Mr.  O’Brien,  and  we  are  very  much  obhged  to  you. 


C.  F.  CoBBOLD,  EsQ.,  Governor,  H.  C.  B.  Mynors,  Esq.,  Deputy  Governor,  and  M.  H.  Parsons,  Esq.,  an 
Executive  Director,  of  the  Bank  of  ^gland,  caUed  and  examined. 


748.  Chairman : I hope,  Mr.  Cobbold,  I did  not  create 
any  misunderstanding  when  you  left  us  last  time.  I do 
not  think  we  had  altogether  finished  the  third  paper.  I 
think  we  can  take  it  up  on  Paragraph  17  where  my  note 

shows  we  broke  off. Mr.  Cobbold:  May  I come  back 

to  one  or  two  other  things  first? — Chairman : Yes,  please 
do?— Mr.  Cobbold  : The  first  thing  was  the  question  of 
the  Macmillan  Committee’s  recommendation  about  the 
form  of  the  Bank  Return.  You  asked  me  about  it,  and 
I said  it  had  not  been  under  consideration  during  my 
period  of  office  but  we  would  look  up  the  earlier  records. 
The  Deputy  Governor  has  been  kind  enough  to  look  into 
this.  So  far  as  we  can  discover  the  position  is  this:  — 
In  reply  to  a ParHamentary  Question  on  the  10th 
September,  1931  the  Financial  Secretary  to  the  Treasury 
said : — 

“The  recoramendatiocs  regarding  the  regulation  of 
the  note  issue  would,  of  course,  require  legislation.  The 
Committee  do  not  represent  this  as  urgent,  and  I do  not 
think  that,  in  the  present  conjuncture  of  events,  it  would 
be  desirable  to  propose  an  alteration  in  the  law 

Nothing  further  bearing  on  the  point  has  been  found  in 
the  Bank’s  records.  We  have  made  enquiries  from  the 
Treasury  and  it  is  understood  that  Treasury  records  relating 
to  the  Macmillan  Committee  were  among  those  which 
suffered  serious  war  damage. 

Perhaps  it  is  fair  to  say  that  the  MacmiEan  Com- 
mittee’s recommendation  followed  upon  recommendations 
regarding  the  relation  between  the  gold  reserve  and  the 
note  issue,  and  the  method  of  determining  the  profits  of 
the  note  issue.  The  aband<mment  of  the  gold  standard 
and  subsequent  events  made  fundamental  changes  in  the 
circumstances  to  which  these  recommendations  were 
related.  The  new  arrangements  for  the  Exchange 
Equalisation  Account  and  so  fo.rth  were  experimental: 
and  it  is  hardly  surprising  that  no  room  was  found  in  the 
legislative  programme  for  these  particular  changes, 

With  regard  to  the  form  of  the  Bank  Return,  it  is  of 
course  as  it  stands  a matter  of  history : but  at  is  difficult 
to  beUeve  that  anyone  who  is  interested  in  such  things 
cannot  quickly  learn  to  find  his  way  about  it.  The  form 
is  statutory,  and  to  change  it  would  require  legislation. 
In  fact  the  Return  is  not  only  published,  as  the  Act 
requires,  in  the  London  Gazette,  but  the  Bank  also  issue 
every  Thursday  a form  of  the  Return  which  gives  more 
detaU  than  the  Act  demands.  If  the  Committee  fEinV  it 
would  be  of  public  advantage  for  somewhat  more  detaU 
to  be  given  in  this  latter  edition  of  the  Return  the  Bank 
would  be  ready  to  consider  this  with  sympathy  but  with 
{The  witnesses  ao 


caution.  The  statutory  Return  would  stiE  have  to  arppear 
in  the  London  Gazette. 

H,  on  the  other  hand,  the  Committee  had  in  mind  not 
primarEy  the  presentation  of  tie  Bank’s  figures  but  rather 
the  separation  into  Departments  which  results  in  the 
existing  presentation,  it  must  be  said  that  this  would  raise 
a much  more  serious  issue.  The  assets  of  the  two  Depart- 
ments are  managed  on  different  principles : dieix  profits, 
although  all  within  the  public  sphere,  are  ascertained  and 
disposed  of  in  different  ways  and  amalgamation  would 
raise  general  questions  of  the  constitutional  position  of 
the  Bank.  In  the  Bank’s  view,  the  existing  position  (as  it 
has  stood  since  1946)  does  not  impede  their  power  to 
execute  their  public  functions  and  meets  with  genial 
public  approval.  The  Bank  would  see  great  disadvantage 
in  bringing  again  under  discussion,  so  soon  after  they  have 
been  settl^  by  Parhament  in  the  Bank  Act  of  1946,  tiie 
constitution  of  the  Bank  and  the  management  of  the  profits 
and  inner  reserves  of  the  Banking  Department. 

749.  Thank  you.  I was  reaEy  seeking  your  view  as  to 
whether  there  was  any  advantage  in  adopting  the 

MacmiEan  recommendation? ^We  have  consider^  that 

very  fuEy  and  I have  consulted  my  colleagues,  and  we  all 
feel  pretty  strongly  .that  we  should  see  strong  ffisadvantages 
to  it,  although,  as  I said,  if  the  Committee  feel  that 
advantage  could  be  gained  by  some  extension  and 
amplification  of  the  edition  of  the  Bank  Return  we 
publish,  other  than  the  statutory  one,  we  should  be  ready 
to  consider  it. 

750.  I think  we  shaE  have  to  explore  any  questions  on 
the  statement  as  it  stands.  I think  there  was  another 

matter  you  wanted  to  speak  about? Yes.  I wanted  to 

talk  about  the  question  which  was  raised  of  making  our 
poEcies  better  known  to  the  pubEc.  I think  I dealt  with 
two  aspects  of  it,  that  is,  the  explanation  to  the  otiier 
sections  of  the  financial  market  and  also  to  central  banks, 
and  so  on,  overseas.  When  we  got  to  the  question  of 
explanation  to  the  public  I said  at  .the  time  -that  that  was 
a subject  which  raised  a number  of  difficulties  and  while 
I was  ready  to  speak  freely  to  the  Committee  I should 
like  a little  notice  of  anything  which  was  for  pubEcation. 
We  have  considered  that  matter  a little  more,  Mr.  Chair- 
man. I can  now  say  a good  deal  about  that  which  I 
should  be  happy  to  regard  as  almost  aE  for  pubEcation 
if  I might  just  have  ffie  arrangement  which  I foreshadowed 
in  my  opening  statement,  that  if  there  was  a sentence 
or  two.  here  and  there  that  I felt  on  reflection  against  the 
public  interest  1 might  ask  you  to  consider  whether  that 
could  be  excluded  from  the  published  record. — Chairman : 
I think  we  should  like  to  discuss  this  among  Ourselves 
before  I reply  on  that ; would  you  be  good"  enough  to 
withdraw  for  a short  time? 

'rdingly  withdrew) 


After  the  Committee  had  discussed  the  matter  in  private 
session,  the  witnesses  were  recalled  and  the  Chairman 
made  a statement  to  the  following  effect  as  indicating  the 
Committee's  attitude  towards  statements  or  answers  by 
witnesses. 

(1)  Witnesses  should  realise  that  a full  record  of 
evidence  is  intended  to  be  made  public  at  the  time  of  the 
publication  of  the  Committee’s  Report.  If  a witness 
objects  to  answering  any  particular  question  on  the 
ground  that  its  eventual  publication  would  be  undesirable, 
he  should  make  an  objection  to  that  effect  without 
answering  the  question.  Normally,  he  will  be  invited  to 
state  the  grounds  of  his  objection.  If  he  relies  on  such 
circumstances  as  the  fact  that  publication  would  disclose 


matters  confidential  as  between  banker  and  customer  or 
would  be  inimical  to  the  public  interest  he  will  not  be 
pressed  further  for  an  answer. 

(2)  As  a general  rule  the  Committee  do  not  wish  to 
take  cognisance  of  material  submitted  to  them,  either 
orally  or  in  writing,  unless  they  can  treat  it  as  available 
for  publication  as  part  of  the  record  of  evidence. 

(3)  Witnesses  will  be  allowed  to  see  the  printed  record 
in  proof.  As  a general  rule  requests  for  excisions  or 
corrections  will  not  be  entertained,  unless  the  excision  or 
correction  is  needed  to  put  right  something  that  is 
inaccurate  or  misleading  or  is  clearly  required  in  the 
general  public  interest. 
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751.  Chairman:  You  will  see  that  our  general  approach 

is  that  we  do-  not  want  to  receive  from  witnesses  informa- 
tion that  they  are  not  prepared  to  have  published  later, 
but  that  will  not  exclude  a power  to  ask  for  alteration 
of  something  which  is  thought  to  be  what  a witness  did 
not  intend  to  say,  something  that  needs  correction.  I 
sh^  operate  this  with  a reluctance  to  give  weight  to  any- 
tWng  that  does  not  seem  really  to  call  for  important  con- 
sideration. Would  you  guide  yourself  on  that  line? 

Mr.  Cobbold:  That  is  quite  acceptable. 

752.  Then  I think  we  bad  reached  the  second  point  you 

were  going  to  amplify? 1 think  it  would  be  relevant, 

and  perhaps  useful  to  the  Committee,  before  I start  talking 
about  our  policy  on  this  very  difficult  question,  if  1 gave 
a short  statement  of  background  on  some  of  the  things 
that  we  do  and  on  some  of  the  things  that  we  try  to 
do,  which  I .think  are  very  relevant  to  this  particular 
aspect: 

(1)  The  Bank  are  the  bankers  to  H.'M.  Government. 
They  hold  the  Exchequer  accounts,  manage  the  National 
Debt  and  the  issue  of  currency  and,  as  agents  for  H.M. 
Treasury,  the  Exchange  Equahsation  Account  and 
exchange  control. 

(2)  In  this  capacity  they  are  H.M.  Government’s  ad- 
visers on  banking,  foreign  exchange  and  general  market 
matters.  They  are  regularly  consulted  over  a wide  range 
of  flnanoial  subjects  afEecting  Her  Majesty’s  Government. 

(3)  They  are  also  bankers  to  the  main  commercial  banks 
and  houses  in  the  U.K.  They  have  close  and  intimate 
relations  with  these  banks  and  houses,  as  would  be  normal 
between  any  banker  and  customer. 

(4)  They  are  also  bankers  to  many  overseas  central 
banks.  Here  again  there  is  a close  relationship  of  banker 
to  customer,  in  many  cases  covering  a regular  and  intimate 
exchange  of  views  and  information.  The  closest  relations 
in  this  field  are  with  the  central  banks  of  Commonwealih 
countries,  the  Federal  Reserve  System  of  the  U.S.A.  and 
the  major  European  central  banks. 

(5)  The  Bank  is  thus  a focus  of  operations  and  informa- 
tion in  various  fields.  Much  of  the  individual  operations 
and  information  is  secret  as  between  banker  and  cus- 
tomer ; but  general  knowledge  of  what  is  going  on  often 
enables  the  Bank,  without  disclosing  matters  affecting 
particular  customers,  to  give  advice  and  assistance  to  each 
category  of  principal  customers. 

(6)  The  Bank  must  be  in  and  of  the  market  place,  but 
at  the  same  time  closely  in  the  counsels  of  Government. 
They  must  be  ready  to  expound,  and  often  interpret,  the 
thinking  and  policies  of  Government  on  financial  matters 
to  the  financial  community,  and  vice  versa. 

(7)  It  is  essential  that  ffie  Bank  should,  in  the  current 
management  erf  its  affairs,  be  sufficiently  independent,  both 
of  Government  and  of  commercial  interests,  to  form  an 
objective  view  and  to  give  unbiassed  advice.  As  a previous 
Governor  put  it,  the  Bank  should  be  ready  to  advise  the 
Government,  even  to  the  point  of  nagging — recognising 
that  in  the  last  resort  policy  must  be  decided  by  the 
Government  of  the  day. 

(8)  It  is  no  less  essential  that  the  bank  ^ould  enjoy  the 
confidence,  as  an  impartial  and  national  institution,  of 
the  Government  of  the  day,  of  Parliament,  and  of  the 
general  public  at  home  and  abroad. 

753.  Are  there  any  questions  anyone  would  like  to  ask 

arising  out  of  that? May  I come  up  to  the  policy 

consideratio-ns  which  derive  from  that  statement? 
This,  as  I have  indicated,  Mr.  Chairman,  we  regard  as 
a very  difficult  subject  which  is  continually  before  our 
notice  and  to  which  we  give  a great  deal  of  thought. 
It  is,  of  course,  always  an  easy  criticism  that  the  Bank 
are  obscurantist  and  do  not  wish  to  give  figures,  and 
ah  that.  I would  like  to  make  it  quite  plain  to  the 
Committee  that  otir  present  policy  is  not  dictated  by  blind 
adherence  to  tradition  on  this  subject.  The  tradition  is 
possibly  not  formed  without  very  good  reason,  but  our 
present  policy  on  this  is  for  considered  reasons  and  the 
prime  consideration  is  that  of  the  best  service  that  in  the 
Bank’s  judgment  we  can  give  to  the  public. 

There  are,  of  course,  many  arguments  both  ways.  I 
think  I would  summarise  them  briefly  as  follows : the 
pros  for  a more  forthcoming  attitude  are : (1)  educating 
the  ^blic  and  facilitating  informed  comment ; (2)  seeking 
public  support  and  approval  for  monetary  action ; (3)  re- 
moving the  idea  that  high  finance  is  a sinister  mystery.  The 
30500 


main  cons  I would  see  as  follows : (1)  the  final  responsi- 
bility— ^I  did  mention  this  point  the  other  day — ^for 
economic  policy  l-ies  with  the  Government,  and  Govern- 
ment are  increasingly  collecting  and  publishing  statistical 
information,  an  exercise  in  which  we  help  wherever  we 
can.  In  fact  we  work  very  closely  on  monetary  and  finan- 
cial statistics  and  provide  a great  nximber  of  the  statistics 
which  go  to  form  part  of  the  general  Government  publica- 
tions on  the  subject.  We  do  largely  see,  if  we  published 
too  much  of  our  own,  certain  dangers  both  of  duplication 
and  of  possible  contradiction.  (2)  We  regard  it  as  vitally 
important,  and  this  is  perhaps  the  most  important  point 
of  all,  that  the  Bank  should  have  and  retain  the  confidence 
of  the  Government  of  the  day.  The  main  relationship,  as 
I have  already  said,  is  that  of  banker  and  customer.  If 
that  relationship  is  to  be  maintained  Her  Majesty’s  Govern- 
ment must  the  able  to  consult  and  the  Bank  must  be  able 
to  advise  on  terms  of  strictest  banking  secrecy.  That  is 
an  absolutely  essentia!  point  w>hich  iwe  always  have  in 
mind  in  any  public  -utterance  that  we  might  consider 
making.  More  broadly  we  regard  it  as  absolutely  vital  in 
the  national  interest  that  the  Bank  should  keep  entirely 
out  of  political  issues. 

This  is  not  a matter  which  we  can  look  at  as  if  it  were 
starting  from  today.  There  is  a long  history  in  all  this. 
We  are  bound  to  take  account  of  the  history  in  the  1930’s 
of  the  public  view  of  monetary  action.  I think  I shoifid 
convey  my  meaning  not  improperly  if  I used  the  words 
“ bankers’  ramp  ” about  which  we  heard  a good  deal  at 
those  times.  Since  then  iwe  have  had  the  nationalisation  of 
the  Bank.  The  present  Court  have,  I think,  seen  it  as 
one  of  their  prime  objectives  to  create  conditions  and  so 
to  manage  their  affairs  that  the  Bank  could  and  would 
settle  down  as  a national  institution,  accepted  as  such 
by  the  country  as  a whole,  but  retaining  sufficient  inde- 
pendence of  thought  to  do  its  job  properly. 

The  next  point  I would  like  to  make  is  that  it  is  of  some 
doubt  whether  it  would  really  clarify  the  issues  for  the 
public  if  the  Bank  were  continually  making  statements  with 
a different  slant  from  similar  statements  made  by  Govern- 
ment to  the  public.  Further,  it  wo-uld  quite  certainly  m^e 
Bank  relations  with  Government  intolerable  if  discussion 
and  argument  were  conducted  by  the  Bank  and  the  Trea- 
sury in  public  instead  of  between  themselves.  We  believe 
there  is  very  much  to  be  said  for  the  policy  we  generally 
adopt  of  hammering  o-ut  any  differences  of  policy  or  view 
and  -by  and  large  leaving  it  to  the  Government  to  explain 
the  decisions  finally  taken, 

Lastly,  I would  give  a ^od  deal  of  weight  to  the 
evident  conflict  between  giving  information  and  opera- 
tional dficiency,  Very  often,  I think,  in  our  case  it  is  no 
more  appropriate  that  we  should  publicise  our  exact  dis- 
positions and  intentions  than  that  an  army  in  the  field 
should  be  exp^ted  to  do  so.  It  is  indeed  quite  clear,  to 
take  a specific  instance,  that  if  you  say  in  a loud  voice  that 
you  are  holders  of  large  blocks  of  a particular  stock  and 
also  intend  to  be  heavy  sellers  of  the  same,  it  is  not  likely 
to  make  the  operations  any  easier. 

I would  say,  therefore,  that  this  is  not  at  all  an  absolute 
question.  There  is  a continuous  need  to  set  off  one  lot 
of  arguments  against  another.  The  arguments  on  the  one 
hand  fall  mainly  under  two  heads ; the  importance  of 
securing  public  understanding  and  support  and  the  very 
proper  desire  to  have  the  fullest  information  possible. 
On  the  other  hand,  they  also  fall  under  two  main  heads : 
fiist  the  non-political  status  of  the  Bank,  the  Bank’s  rela- 
tions with  Parliament  and  Government  and  with  the 
public ; and  secondly  operational  efficiency. 

On  balance  die  Bank’s  present  policy  is  in  fact  to  be 
rather  more  forthcoming  than  it  was,  I would  judge,  in  the 
old  days.  As  the  Committee  are  aware  it  has  been  my 
practice  to  make  speeches  from  time  to  time — not  a great 
many,  perhaps  two  a year — saying  a good  deal  about  the 
Bank’s  view  on  current  policy  developments.  We  have, 
I think,  much  closer  relations  with  the  Press  than  used 
to  be  the  case  in  the  early  thirties.  Moreover  we  have 
on  occasio-ns  made  some  reference,  in  my  speeches,  or 
by  informal  information  given  to  the  Press,  to  changes  in 
monetary  policy,  changes  in  the  Bank  Rate,  and  so  on. 

Our  view  is  that  if  is  very  much  better  that  we  should 
be  able  to  choose  our  own  time  when  it  would  be  useful 
and  helpful  to  the  public  to  say  something  rather  than  be 
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forced  by  some  regular  montbly  or  weekly  arrangement  to 
say  something,  or  indeed  perhaps  to  say  very  little,  in 
frequent,  regular  statements. 

The  Bank  are,  as  I have  said,  always  thinking  about 
this.  I think  it  is  quite  possible  &at  we  may  be  able  to 
make  further  progress  in  the  direction  in  which  I claim  we 
have  already  made  considerable  progress  for  the  last  few 
years,  but  I think  it  should  be  done  gradually,  and  I think 
it  should  at  all  costs  avoid  the  Bank’s  taking  positions 
which  are  or  which  could  reasonably  be  alleged  to  be 
political  positions. 

Our  general  view  on  statistical  material  is  that  it  should 
be  left  to  be  published  mainly  by  the  Government,  but  that 
the  Bank  are  always  ready  to  help  whenever  they  can. 

One  more  specific  point  only.  We  have  given  a great 
deal  of  thought,  of  course,  to  the  Annual  Report.  It  has, 

I would  admit,  in  comparison  with  some  Continental  and 
other  central  bank  reports  been  something  of  a barren 
document  because  of  policy  considerations  which  I have 
already  detailed.  We  have  introduced  rather  more  policy 
matter  in  the  last  year  or  so,  but  not  very  much.  We  have 
given  a great  deal  of  consideration  to  amplifying  the 
Report. 

I tFink  I might  particularly  mention  that  we  have  given 
particular  thought  to  the  possibility  of  including — in  fact  I 
think  we  might  have  included  in  this  year’s  Annual  Report 
— something  on  the  lines  of  Paper  9,  the  history  of  certain 
aspects  of  monetary  policy.  Obviously,  when  the  decision 
was  taken  to  form  this  Committee  we  did  not  think  it 
would  be  wise  to  pursue  the  idea  of  publishing  that  in  this 
year’s  Annual  Report.  We  should  have  done  it  in  a 
slightly  different  form,  but  that  particular  paper  was,  so 
to  5peak,  commissioned  some  months  before  your  com- 
mittee was  set  up  and  we  bad  it  in  mind  to  consider  the 
possible  publication  of  that.  We  should  indeed  as  of  now 
have  it  in  our  mind  that  something  of  that  sort  might 
appear  in  further  Annual  Reports.  There  again,  there  is 
an  operational  consideration ; if  we  were  to  publish  that 
sort  of  information  and  that  sort  of  story,  there  would 
have  to  be  a considerable  gap  between  the  date  that  &e 
story  went  up  to  and  the  date  of  publication.  I think 
those  are  the  main  views. 

754.  I am  much  obliged.  It  will  be  easier  of  course  to 
digest  it  when  we  see  it  in  the  record.  I have  no  doubt 
it  raises  a number  of  questions  which  we  will  want  to 
come  back  to  later.  By  giving  full  efiect  to  what  you 
said  about  the  relationship  of  banker  and  customer 
between  the  Bank  and  the  Government,  that  would  exclude 
in  your  view  any  overt  criticism  from  the  Bank  of 
Government  actions  as  affecting  monetary  policy  or  the 

monetary  system? Mr.  Cobbold:  I think  I would 

there  rely  on  the  record  of  speeches  that  I have  made. — 
Chairman:  Those  that  you  give  us  in  the  appendix? — 
Mr.  Cobbold : Yes. 

755.  Mr.  Woodcock : I am  not  quite  sure  about  the 
relevance  of  what  I think  was  your  second  “ con  ”,  where 
you  spoke  of  this  accusation  of  a “ bankers’  ramp  As 
I understand  the  accusation,  it  concerned  the  advice  which 
the  Bank  was  suspected  to  have  given  to  the  Government, 
but  'that  was  not  part  of  the  question  about  information? 
— —Our  feeling  is  that  it  is  so  essential  that  the  Bank  in 
its  present  guise  should  be  accepted  as  a national  institu- 
tion without  party  political  views.  That  seems  to  us  to 
be  an  extremely  important  consideration. 

756.  Yes,  but  of  course  you  have  those  views ; you  are 

bound  to  have  views  about  political  action.  The  question 
that  I thought  gave  rise  to  this  was  the  question  of  publica- 
tion of  information? ^The  publication  of  views  and 

information,  was  it  not?  We  were  talking  about  not  solely 
statistical  information,  I think.  I think  we  were  talking 
about — in  fact  the  question  the  Chairman  asked  was — 
whether  we  should  ever  feel  it  proper  to  make  overt 
criticism  of  the  Government. 

757.  I think  your  second  “ con  ” reaUy  relates  to  the 

Bank’s  relations  with  its  customers  rather  than  the  publica- 
tion of  what  goes  on? ^I  would  have  thought  it  had  an 

awfully  important  bearing  on  the  general  acceptance  of 
the  Bank  by  the  general  public  as  a national  institution. 

758.  Sir  John  Woods:  On  that  particular  point  are  you 
not  really  saying  that  you  want  to  keep  quiet  in  order 
to  avoid  being  accused  of  taking  part  in  political  views? 
Actually  you  have  to  give  economic  advice  which 
obvioudy  has  poUtioal  implications.  That  cannot  be 


avoided.  Is  it  the  case  that  the  “ bankers’  ramp  ” accusa- 
tion arose  from  any  publication  of  anything  by  the  Bank? 
Was  it  not  an  inference  as  to  the  Bank’s  advice  generally, 

not  any  publication? 1 was  merely  saying  that  the 

historical  facts  of  that  period  were  one  of  the  things  that 
we  had  to  take  into  account  in  forming  our  present 
policy  on  'these  matters. 

759.  The  facts  of  that  period  have  led  the  Bank  to  that 

particular  feeling  and  reinforced  your  feeling  that  to  the 
extent  you  can  you  should  keep  out  of  any  party  political 
view? 1 ithink  that  is  so. 

760.  Professor  Sayers:  Is  it  not  a historical  fact  that 

the  talk  about  the  “bankers’  ramp”  could  only  have 
arisen  as  it  did  because  the  public  was  ignorant  of  the 
part  that  was  being  played  by  the  Bank  of  England  at 
that  time? ^It  may  well  be. 

761.  Professor  Cairncross:  May  I put  another  point 
arising  out  of  this  to  you?  I see  you  have  to  balance 
consid^erations  on  'both  sides,  and  I can  see  that  other 
agencies  of  Government,  nationalised  industries,  are  in 
exactly  the  same  position.  Now  each  of  them  rnay  come 
to  the  same  conclusion  as  you.  Let  me  put  it  to  you 
that,  if  all  the  nationalised  industries  were  to  refrain 
from  making  their  views  public,  for  fear  they  might  give 
the  impression  of  criticising  the  Government,  the  public 

would  then  be  in  a very  awkward  position? 1 did  not 

go  as  far  as  you  suggested  in  your  opening  phrase.  I 
think  this  is  a point  we  watch  extremely  carefully.  We 
try  as  far  as  possible  to  keep  out  of  party  political  issues. 

I should  not  feel  myself  debarred — the  Bank  would  not — 
from  making  overt  criticism  of  the  Government  if  they 
thought  that  on  a balance  of  considerations  proper.  I 
think  you  would  find  there  were  some  notes  of  criticism 
in  some  of  my  speeches.  I do  not  regard  this  as  an 
absolute  question.  As  I say  it  is  a question  of  degree  and 
balance  of  arguments  on  each  particular  occasion.  I can 
perfectly  well  see  the  possibility  of  a situation  when  on 
behalf  of  the  Court  or  myself  personally  I should  wish  to 
make  a very  overt  comment.  It  is  obviously  conceivable 
that  any  of  the  Court,  including  the  Governors,  would 
wish  to  take  actions  of  resignation  and  make  speeches  on 
those  occasions.  There  are  a great  variety  of  different 
possibilities.  I am  saying  that  there  is  a balance  of  con- 
sideration here  all  the  time,  and  what  we  are  trying  to 
do  is  to  balance  this  step  against  the  other  step.  We 
may  not  have  got  it  right  yet  and  I do  not  regard  this 
question  as  at  aU  static.  In  fact,  I would  claim  that  over 
the  past  three  years  we  have  said  a good  deal  more  than 
we  did  in  the  three  preceding  years.  I am  referring  to 
the  itime  in  which  I have  been  Governor  myself. 

762.  Chairman : To  come  back  to  Professor  Cairncross’s 
question,  you  do  not  equate  your  position  with  that  of  a 

leading  Civil  Servant? ^Not  at  I am  a servant  of 

the  Bank  Court. 

763.  Professor  Cairncross:  The  question  I would  put 

to  you  is  this:  while  any  large  industry  owned  by  the 
State  might  reasonably  come  to  the  conclusion  that  it 
should  err  on  the  side  of  caution,  if  each  of  them  came  to 
the  same  conclusion  the  public  might  then  be  denied  an 
insight  into  the  real  issues  which  were  at  stake  within 
large  sectors  of  the  economy  and  between  them  and  the 
central  Government. ^I  could  not  give  an  answer  affect- 

ing the  Coal  Board  or  any  other  nationalised  industry. 
[ doubt  whether  I could  add  usefully  on  that  point  to 
what  I have  already  said. 

764.  I will  take  a specific  case.  One  of  the  indications 
you  gave  was  towards  fihe  issue  of  a larger  Annual 
Report.  You  thought  perhaps  more  might  go  into  it 
in  the  future,  but  you  were,  I think,  a little  &aid  that 
statements  and  views  might  necessarily  go  into  any  larger 
document  in  which  there  would  be  a slant  different  from 
the  slant  which  was  given  in  the  Economic  ^^vey.  Is  this 

in  fact  a sufficient  deterrent? ^If  I did  say  that  I did 

not  quite  mean  to  say  it.  I did  say  that  very  frequent 
statements  with  different  slants  were  more  likely  to  confuse 
than  to  assist  the  public.  But  I do  not  tbmk  I should 
see  objection  to  Bank’s  Annual  Report  giving  a 
different  slant  from  that  given  by  the  Economic  Survey. 

765.  In  that  case  you  are  resting  your  position  partly 

on  the  frequency  and  partly  on  .the  seriousness  of  the 
difference? Yes. 

766.  Mr.  Woodcock:  The  fact  that  you  advise  the 
Government  on  issues  which,  whatever  your  motives,  are 
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political  issues,  doe*  bear  on  the  question  of  the  extent 
to  which  you  ought  to  be  in  a position  to  advise  the 
Government,  since  nobody  knows  what  that  advice  is? 

Surely  the  Government  has  to  be  responsible  for 

where  they  take  their  advice. 

767.  I was  speaking  of  your  position  in  relation  to 

publicity.  You  say,  I think  rightly,  that  whatever  you 
say  must  take  into  account  the  fact  that  you  are  the 
Government’s  banker  and  also  that  you  have  the  ri^t, 
or  the  duty,  to  advise  them  on  these  things.  But  surely 
it  works  ^e  other  way  too,  that,  so  far  as  you  are 
restricted — or  restrict  yourself — in  making  public  what 
you  do,  that  is  a fact  to  be  taken  into  account  in  con- 
sidering the  Bank’s  position? am  sorry,  but  I have 

not  exactly  got  your  point,  Mr.  Woodcock. 

768.  Let  me  come  back  to  this  “ bankers’  ramp  It 
was,  as  Sir  John  said,  an  assumption  held  by  many 
people  in  this  country  that  the  policy  followed  by  the 
Government  in  the  thirties  was  the  result  of  the  influence 
of  the  Bank,  and  further  that  it  was  the  result  of  advice 

given  by  the  Bank  from  the  bankers’  point  of  view? 

That  was  an  assumption  which  was  certainly  never 
admitted. 

769.  That  may  be,  but  if  you  are  not  going  to  publish 
the  advice  (I  do  not  say  you  should)  that  raises  the 
question  as  to  the  extent — let  me  put  it  bluntly — to  which 

you  should  be  allowed  to  give  advice? rj  do  not  think 

that  is  a question  I can  answer.  That  has  been  settled 
by  Parliament,  has  it  not? 

770.  The  question  of  policy  has  not  been  entirely 

settled  by  Parliament? think  you  and  I are  taking 

approximately  the  same  view  about  publicity. 

771.  Professor  Cairncross:  I think  you  suggested  that 
you  are  now  producing  a good  deal  more  in  the  way  of 
statements  and  information  from  'the  Bank  of  England 
than  has  been  don©  in  the  past.  I do  not  think  you  put  it 
as  generally  as  that,  but  you  were  suggesting  that  you  had 
been  rather  freer  in  giving  a lead  as  to  the  opinion  held  in 
the  Bank.  There  is  one  particular  way  in  which  in  the 
thirties  you  issued  information  which  you  do  not  use 
now:  that  is  the  Statistical  Summary,  This  was  an 
important  and  pioneering  document.  I can  see  that  you 
may  feel  that  Government  publications  adequately  replace 
it,  but  have  you  thought  of  resuming  the  publication  of 

a document  of  that  kind? Mr.  Cobbold:  That  was  the 

basis  of  the  decision,  that  it  would  be  duplication  ; in 
fact  we  largely  handed  over  the  information  to  the 
Government. — Mr.  Mynors:  That  was  certainly  a con- 
sideration in  our  minds  when  we  gave  up  the  ^atistical 
Summary.  ,We  had  thought  of  it  in  the  first  place  as 
an  attempt  to  develop  something  in  a field  where  some- 
thing was  needed  and  lacking.  .Mter  the  war  the  Govern- 
ment came  out  with  the  Statistical  Digest.  We  wanted 
to  make  up  our  minds  whether  we  sho^d  continue  to 
operate  in  parallel  with  the  Digest,  not  quite  knowing  at 
that  stage  on  what  scale  the  Digest  would  prove  to  be. 
We  decided  that,  since  that  made  a widely  available 
source  for  those  figures,  it  suited  us  if  the  Government 
wished  to  do  it.  Rather  than  run  on  in  parallel  with 
a pai>er  which  contained  much  of  the  same  figvures  (which 
were  Government  figures  in  the  first  instance,  that  we 
had  to  get  from  the  Government  in  advance  of  publica- 
tion) it  was  better  to  hand  over,  which  we  did  with 
goodwill.  We  have  not  really  considered  much  in 
detail  since  then  producing  another  Statistical  Summary, 
because  the  real  excuse  for  it  would  be  that  the  Digest 
was  a bit  indigestible.— Mr.  Cobbold:  I think  if  there 
was  any  feeling  in  the  Committee  that  resuscitation 
in  any  form  of  our  own  Digest  would  be  helpful  and 
would  not  be  purely  duplicating,  the  Bank  would  be 
always  extremely  ready  to  consider  that. 

772.  Chairman:  I think  we  shall  come  back  to  these 
policy  questions  later,  par.ticularly  (this  difficult  question 
of  setting  operational  efficiency  on  one  side  against  other 
considerations  on  the  other,  but  I think  at  the  moment 
we  are  rather  seeking  to  inform  ourselves. — Sir  Oliver 
Franks:  I find  myself,  in  broad  agreement  with  the  con- 
siderations pro  and  con  w:hich  affect  all  these  questions 
of  public  relations.  I agree  it  is  a question  of  balance. 
I think  .there  has  been  progress  in  giving  more  information 
in  the  last  few  years,  but  the  difficult  question  remains, 
whether  the  rate  of  progress  is  fast  enough,  or  ^ternatively 
whether  a policy  which  involv®  the  taking  of  slightly  more 
risk  and  giving  a little  more  information  might  not  pay 


very  large  dividends.  I would  like  to  discuss  later  on 
what  the  circle  of  people  and  institutions  is  in  this  country, 
which  one  would  want  to  have  some  notion  of  what  the 
Bank  of  England  thinks  and  does.  I think  that  the  circle 
of  institutions  which  at  present  has  any  notion  is  extremely 
narrow.  It  is  a question  whether  that  is  a good  or  bad 
thing.  Secondly,  there  are  occasions — and  I can  think  of 
two  of  them — when  the  Bank  has  said  that  a particular 
change  was  made  “ for  technical  reasons.”  I think  one 
was  a decision  about  transferable  sterling,  when  a degree 
of  support  was  given  to  'that  which  was  not  given  before  ; 
and  another  was  a recent  change  in  the  Bank  rate  when 
again  “ technical  reasons  ” was  the  phrase  used  in  con- 
nection with  it.  On  both  occasions  it  may  well  have 
been  .the  case  that  the  primary  considerations  which  led 
to  the  decisions  were  technical  reasons,  and  I am  not. 
raising  that  at  all ; but  I think  that  if  one  goes  outside  a 
very  narrow  circle,  that  explanation  is  greeted  with  com- 
plete incredulity,  which  is  undesirable.  It  is  assumed 
that  this  phrase  is  used  because,  whatever  the  reasons 
may  have  been,  the  Bank  does  not  want  to  state  them. 
It  is  on  occasions  like  that  that  it  seems  to  me — and  it 
is  a question  of  balance — that  it  is  a very  difficult  question 
to  know  what  and  how  much  to  say  ; but  it  is  on  occa- 
sions like  that  that  it  seems  to  me  that,  if  the  Bank  is 
trying  to  make  itself  inteDigible  to  a raffier  wider  circle 
than,  say,  50  years  ago,  important  issues  arise.  I do 
not  want  to  go  into  that  now,  but  on  the  policy  issues 
raised  by  the  Governor’s  statement  that  is  the  sort  of 
question  that  I would  like  to  pursue  further. — Mr. 
Cobbold:  1 should  be  happy  to  do  so.  I am,  as  I think 
I have  indicated,  in  sympathy  with  that  line  of  thought. 
Taking  the  two  specific  cases  you  have  mentioned  1 would 
only  claim  that  on  the  latter  of  the  two  I made  quite  a 
long  speech  at  Coventry,  of  which  I sent  at  least  the 
chairmen  of  the  clearing  banks  a copy. — Sir  Oliver 
Franks : I do  not  want  to  get  into  any  discussion  now.  I 
think  it  had  better  come  later,  There  is  a sense  in  which 
subsequent  statements  never  catch  up ; that  is  a law  of 
journalism. 

773.  Professor  Sayers:  May  I put  one  rather  narrow 
question  and  .then  another  wider  question  later  on?  Firsi, 
an  example  of  weighing  operating  efficiency  against  the 
desirability  of  giving  as  much  information  as  much  as 
possible.  I should  like  to  hear  what  Mr.  Governor  has 
to  say  about  the  history  of  the  publicity  question  in  rela- 
tion to  the  'Exchange  Equalisation  Account.  For  somf- 
years  after  the  Account  was  established  the  figures  of  its 
holding  of  gold  and  dollars,  etc.,  were  secret.  There  was 
no  publication  at  all,  I believe,  for  some  years.  Then 
there  was  some  degree  of  publication — I think  perhaps  it 
was  quarterly,  some  time  after  the  event.  Now  we  have 
for  some  time  settled  for  a monthly  publication  which 
comes  pretty  quickly  after  the  event.  I wonder  whether 
Mr.  Governor  has  views  on  whether  that  experience  of 
change  in  publicity  can  help  us  in  this  matter  of  hovp  far 
publicity  should  be  pushed  generally,  weighing  operational 
efficiency  against  the  desirability  of  giving  as  much  infor- 
mation as  possible?  Another  question  of  the  same  calibre 
I might  add  is  in  relation  to  the  Bank's  holdings  of  stocks. 
Mr.  Governor  said  that  it  would  obviously  be  undesirable 
to  say  that  the  Bank  had  huge  holdings  of  such  and  such 
stock,  and  that  they  were  going  .to  sell  it  as  quickly  as 
possible.  But  if  the  policy  of  the  authorities  is  already 
known  to  be  that  of  fundmg  the  debt,  selling  long  term 
securities,  as  rapidly  as  is  reasonably  possible,  is  there 
any  added  danger  in  publicising  officii  holdings  of  par- 
ticular groups  of  stocks?  On  a 'broader  issue  I should  like 
to  hear  Mr.  Governor’s  views  on  whether  the  position  of 
the  Bank  in  giving  advice  to  the  Government  on  broad 
questions  of  monetary  policy  might  not  be  strengthened 
bv  its  taking  a more  public  lead,  giving  more  public 
information,  making  more  public  comment,  so  that  it 
had  a greater  body  of  outside  opinion  behind  it  in  giving 
advice  to  the  Government?  That  is  one  of  the  wider  issues 
and  I acknowledge  on  this  the  force  of  all  'the  Governor 
has  said  in  pros  and  cons.  It  is  a very  difficult  question. 

I do  not  know  if  Mr.  Governor  would  like  to  comment 

now  at  all? -Mr.  Cobbold:  If  I can  take  your  last 

point  first  and  give  you  a quick  comment  on  that,  that 
has  certainly  been  one  of  the  considerations  weighing  very 
definitely  on  occasions  when  I have  made  speeches  o.f  a 
slightly  different  slant.  On  your  second  and  more  detailed 
point.  I would  say  that  it  does  add  to  the  difficulties  if 
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you  'publicise  the  amount  of  stock  that  you  hold.  I do 
not  say  that  difficulties  do  not  exist,  because  as  you  rightly 
say  the  market  know  what  the  policy  is,  but  there  are 
occasions  when  publicity  given  to  holdings  of  a particular 
stock  held  would  add  materially  to  our  operational  diffi- 
culties.— Mr.  O’Brien:  I agree  wholeheartedly.  I am 
certain  it  would  add  to  the  difficulties.  I feel  anybody 
who  wants  to  publish  details  of  holdings  has  got  to 
produce  a very  good  case  for  doing  so,  and  show  what 
useful  purpose  it  would  serve. — Mr.  Cobbold ; On  the  first 
point  I am  afraid  I should  have  to  give  a considered 
answer  at  a later  stage.* 

774.  Chairman : May  we  come  back  to  paragraph  17  of 

Paper  3?f  It  would  help  me  if  we  could  have  a rough 
indication  of  the  dates  when  these  various  institutions  were 
set  going? ^F.C.I.  and  I.C.F.C.  very  shortly  after  the 

775.  Who  provides  the  finance,  the  shareholders?  There 

is  no  public  issue? ^The  clearing  banks  provide  the 

majority  of  the  finance  of  F£.I. 

776.  The  Agricultural  Mortgage  Corporation? In 

1928. 

777.  Can  you  say  what  the  purpose  of  it  was?  Are 

there  specific  financial  purposes? Mr.  Cobbold:  No, 

it  was  to  help  in  the  provision  of  agricultural  and  farming 
credit  generally.— Mr.  Mynors:  There  was  provision  for 
short  term  loans  for  improvements,  but  it  never  really 
came  to  anything.— Mr.  Cobbold:  That  was,  I think,  a 
later  development. 

778.  The  Ship  Mortgage  Finance  Company?— ^Just  to 
assist  in  the  particular  problem  of  ship  construction. 

779.  How  long  established  is  that? Postwar  ; about 

1948  or  1949. 

780.  Was  Air  Finance  Limited  later  than  that? 

1952  or  1953. — Lord  Harcourt:  1954. 

781.  Chairman:  Commonwealth  Development  Finance 

Company? December  1953. 

782.  Chairman:  Any  questions  on  paragraph  17? 
Professor  Cairncross:  Some  of  these  bodi«  have  been 
affected  by  the  credit  squeeze.  I would  like  particularly 
to  know  about  F.C.I.  and  I.C.F.C.  Are  they  subject  to  the 

same  pressure  as  clearing  banks? Yes  ; certainly  in 

the  case  of  I.C.F.C.  Lord  Piercy  has  made  very  full  state- 
ments about  that.  His  last  two  Annual  Reports  are 
available. 

783.  I have  heard  of  cases  where  clients  were  refared 

to  the  I.CP.C.  by  clearing  banks  and  successfully  nego- 
tiated a loan? Lord  Piercy  was  certainly  feeling  at 

one  time  that  the  credit  squeeze  was  hampering  his 
activities. 

784.  Chairman:  Would  the  borrowing  be  under  the 

control  of  the  Capital  Issues  Committee? Mr.  O’Brien : 

Yes,  it  would,  if  it  is  above  their  minimum. 

785.  Professor  Sayers ; Does  the  Ship  Mortgage  Finance 
Company  rely  very  much  for  finance  on  borrowing  from 

the  clearing  banks  as  distinct  from  share  capital? 

Mr.  Mynors:  It  has  made  two  issues  of  debentures  in 
addition  to  its  share  capital  and  what  it  'borrows  from  its 
bankers. 

786.  Lord  Harcourt:  Would  it  not  be  fair  to  say  that 
the  Ship  Mortgage  Finance  Company  primarily  relies 
on  the  Hfe  insurance  companies  for  its  long  term  funds? 
Mr.  Cobbold:  Institutions  generally. 

787.  Chairman:  Paragraph  18:  Crown  Agents;  para- 
graph 19 : Oversea  Central  Banks,  Colonial  Development 
Corporation?  Any  questions?  Sir  John  Woods:  The 
Colonial  Development  Corporation  is  statutorily  allowed 
to  'borrow  £100  million.  That  would  be  unextendable? 

am  afraid  this  is  rather  a guide  book.  I am  not  at 

all  the  authority  on  that. 

788.  If  it  needed  more  money  that  would  be  a Treasury 
matter? — -Certainly. 

789.  Chairman:  Paragraph  19?  Professor  Cairncross: 

Do  you  regard  these  various  institutions  as  meeting  the 
main  requirements  of  the  market,  with  no  major  gap 
remaining? ^Yes. 

790.  You  do  not  see  a need  for  any  additional  financial 

help? do  not  see  a need  for  another  body  at  the 

r • See  Qns.  1812  to  1815. 
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moment.  There  may  he  some  development  in  each  of 
them  or  some  of  them. 

791.  You  might  think  of  more  developed  specialist 

institutions? No  ; the  development  of  these  institutions. 

792.  Chairman : Then  we  pass  to  Part  III  of  the  paper  ; 
the  discount  market.  Mr.  O’Brien  took  us  in  detail 
through  the  special  paper  on  this  last  time.  No  doubt 

there  will  be  questions  of  policy  involved  in  that? 1 

think  it  might  be  kind  if  I might  see  the  evidence  first. 

793.  The  gilt-edged  market?  The  nominal  value  of 
securities  which  leads  to  your  contrast  of  £30,000  million 
and  £22,000  million  would  not  really  be  a very  indicative 
figure  for  this  purpose,  would  it?  It  tends,  I should 
have  thought,  latha:  to  reduce  the  standing,  as  it  were, 

of  non-gi'lt-edged  securities  as  against  gilt-edged? Mr. 

O’Brien : I do  not  think  I quite  understand  your  question, 
Mr.  Chairman. — Mr.  Cobbold:  I think  your  question  is 
quite  right. 

794.  It  arose  where  the  £30,000  million  is  broken  down 

into  two  figures? ^They  are  not  figures  to  which  we 

should  attach  any  importance  at  all. 

795.  Professor  Cairncross:  Is  there  any  point  in  the 
comparison  when  a high  proportion  of  the  gilt  edged 

securities  is  owned  by  the  clearing  banks? 1 do  not 

think  these  figures  are  very  important. 

796.  Chairman:  Any  other  questions?  In  sub- 

paragraph (iv)  you  refer  to  the  Government  Broker  who 
executes  transactions  on  behalf  of  the  Government,  the 
Commissioners  for  the  Reduction  of  the  National  Debt, 
and  the  Bank  of  England.  Would  I be  right  in  supposing 
that  when  he  acts  it  is  not  identified  in  the  market  in 
general  how  far  he  is  acting  on  behalf  of  the  Government 

and  how  far  he  is  acting  otherwise? It  does  not  appear 

except  by  intelligent  inference  by  the  market  in  general. 
If  the  Government  Broker  is  a persistent  seller  of  a par- 
ticular line  on  the  Chief  Cashier’s  instructions,  the  market 
will  tend  to  pick  .that  fact  up  and  deduce  probably  where 
it  comes  from,  but  no  more  than  that. 

797.  Professor  Cairncross:  Would  the  Government 
Broker’s  operations  on  behalf  of  the  Government  be 

larger  than  his  ofber  operations? It  depends  on  the 

particular  day,  week  or  month.  Some  days  he  might  not 
be  dealing  for  us  but  for  other  customers,  other  days  the 
other  way  round. 

798.  There  are  no  customers  as  large  as  H.M.  Govern- 
ment?  ^No.  but  H.M.  Government  and  the  Baific  will 

not  be  dealing  every  day  with  large  amounts  and  there 
are  some  other  large  customers. 

799.  Chairman : Are  there  any  other  questions  on  para- 
graph 21?  Paragraph  22 — I was  a little  puzzled  at  your 
sentence  in  sub-paragraph  1 : — 

“The  small  investor  is  an  important  factor.” 

Would  you  enlarge  on  that? Mr.  Cobbold:  I think 

he  is  a less  important  factor  than  he  was,  but  there  is 
still  quite  a considerable  amount  of  small  investor  interest, 
particularly  for  the  well  known  household  names,  on  a 
big  issue  which  will  still  attract  a very  considerable  interest 
from  the  wide  public. — Mr.  O'Brien : I think  that  also 
means  the  small  investor,  that  is  to  say,  somebody  invest- 
ing a small  amount ; the  man  in  the  background  might 
be  large,  but  the  size  of  the  deal  in  .the  non-gilt  edged 
market  generally,  tends  to  be  very  much  smaller  than  in 
the  gilt  edged  market.— Mr.  Cobbold : We  very  frequently 
get  fiiese  deals  in  millions. 

800.  Chairman:  Any  questions  on  paragraph  23? — 
Professor  Cairncross:  You  make  no  attempt  to  quantify 
all  these  things.  I do  not  know  whether  you  do  so  regu- 
larly, for  instance,  on  the  new  issues.  Are  there  regular 

figures  you  issue  under  these  different  headings? Mr. 

Mynors:  Yes,  we  compile  and  publish  from  time  to  time 
regular  figures  of  new  issues. 

801.  I wonder  whether  they  appear  under  each  of  these 

headings? 1 do  not  think  we  split  our  figures  ; only  to 

the  area  of  industry  in  respect  of  which  the  issue  is  made 
and  that  kind  of  thing. 

802.  Professor  Cairncross:  There  are  some  matters  of 
quantification  in  this  paper  we  may  want  to  come  back 
to. — Chairman : You  would  not  like  to  indicate  on  what 
lines  you  wish  that  done? — Professor  Cairncross : I think 
lean  do  that  later. — Mr.  Cobbold:  Certainly. 

until  2.30  p.m.) 
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C.  F.  Cobbold,  Esq.,  H.  C.  B.  Mynors,  Esq.,  L.  K.  O’Brien,  Esq.,  and  M.  H.  Parsons,  Esq.  further  examined. 


803.  Chairman-.  In  paragraph  23,  under  the  beading 
" Hire  Purchase  ”,  you  are  referring  to  the  sources  of  capi- 
^ they  draw  upon.  They  “ . . . raise  money  by  borrow- 
ing from  the  banks  (credit  restrictions  have,  however, 
limited  this  source),  from  the  public  directly  by  acceptance 
of  deposits,  or  from  the  discount  market  by  bills 
drawn  on  London  accepting  houses.”  If  there  is  dis- 
couragement about  bank  finance  being  provided  for  this 
purpose,  as  I know  there  is  at  present,  does  the  same 
discouragement  apply  to  the  use  of  bills  drawn  on  the 

discount  market  or  on  accepting  houses? Mr. 

Cobbold ; That  is  a very  small  item. 

804.  It  is  not  thought  worthy  of  attention  for  that 

reason? Mr.  Cobbold'.  The  emphasis  would  be 

towards  discouragement,  and  in  any  case  it  is  a very 
small  section. — Mr.  O’Brien:  Noit  specific  discouragement, 
but  discouragement  in  the  general  climate  prevailing. 

805.  Otherwise,  if  it  were  a substantial  thing,  it  would 

be  in  effect  a- way  round? Mr.  Cobbold:  I would  say 

firmly  it  is  pretty  small.  I have  not  goit  the  figure  with 
me  but  it  is  certainly  limited  as  compared  with  other 
sources. 

806.  Are  there  any  questions  on  paragraph  23? 

Might  I just  say  that  Mr.  Parsons  is  now  with  us.  He  is 
the  executive  director  mainly  concerned  with  exchanges 
and  the  commodity  markets  and  so  on. 

807.  Paragraph  24;  do  I understand,  in  sub-paragraph 

(ii),  that  the  system  allows  authorised  dealers  to  deal 
freely  with  each  other  within  the  limits  upward  and  down- 
ward?  Quite  correct. 

808.  But  behind  each  there  stands  the  Bank  who  will 

always  deal  in  spot  within  the  limits? Mr.  Parsons:  At 

the  limits. — Mr.  Cobbold:  At  or  within,  at  their  discretion. 

809.  John  Woods:  I thought  this  meant  that  you 
always  bought  at  the  lower  limit  and  sold  at  the  higher? 

Mr.  Parsons:  That  is  perfectly  correct,  hut  of  course 

we  still  reserve  the  right  to  deal  within  the  limits  as  well ; 
at  the  limits  we  are  under  an  obligation. — Mr.  Cobbold: 
This  passage  describes  an  obligation. 

810.  Professor  Cairncross:  Do  you  ever  exercise  that 

discretion  of  operating  within  the  limits? Mr.  Parsons: 

I should  say  very  frequently. 

811.  Chairman:  What  would  determine  the  policy  one 
way  or  the  other,  either  to  deal  at  the  limit  up  or  down, 

or  within  it? Mr.  Cobbold:  The  general  state  of  the 

exchange  markets.  That  is  a general  question  of  exchange 
rate  policy  within  those  limits.  Sometimes  we  should  be 
supporting  a little  at  one  place ; at  other  times  we  should 
be  evening  out  a little  at  one  place. 

812.  Professor  Cairncross:  Are  we  to  interpret  this  as 

meaning  that  you  are  trying  to  prevent  any  violent  fluctu- 
ation, or  is  there  more  to  it  than  that? That  would 

be  generally  correct. 

813.  Chairman:  It  is  the  same  approach  as  I think  we 

were  discussing  with  one  of  your  witnesses  on  the  money 
market  in  general,  that  if  you  are  to  have  a market  the 
bank  feels  it  has  responsibility  to  make  it  as  smooth  a 
market  as  possible? As  smooth  as  possible. 

814.  Professor  Cairncross:  When  you  decided,  in  con- 
junction with  the  Treasury,  what  these  upper  and  lower 
limits  would  be,  were  you  moved  by  pre-war  experience, 
or  had  you  some  particular  reason  for  fixing  them  within 

the  present  limits? Mr.  Cobbold:  1 do  not  think  I 

could  properly  answer  that.  That  is  a question  which 
should  be  addressed  to  the  Government. — Mr.  Parsons  : 
There  is  one  general  thing  one  can  say : there  are  certain 
Bretton  Woods  obligations. — Mr.  Cobbold:  But  Professor 
Cairncross  was  asking,  why  did  we  fix  the  Bretton  Woods 
obligations,  was  he  notl— Professor  Cairncross:  Yes.— Mr. 
Cobbold:  I think  that  is  a question  for  the  Government. 

815.  If  I may  just  recall  the  pre-war  situation,  there  was 

a spread  between  the  buying  and  selling  prices  of  gold,  and 
the  amount  of  the  spread  was  a matter  of  debate.  Pre- 
sumably this  still  applies? Mr.  Parsons:  We  are  under 

an  obligation  now.  The  Bretton  Woods  legislation  has 
adopted  the  spread  of  one  per  cent,  either  side  of  parity. 

816.  That  is  written  into  the  Agreement? Mr. 

Parsons:  Surely.— Mr.  Cobbold:  It  is  not  exactly  the 
limit ; it  is  a rounding  off  of  the  limit. 


817.  It  is  rather  less  than  one  per  cent.,  is  it  not? 

Mr.  Parsons : A little  less  than  one  per  cent. 

818.  Chairman:  You  say  about  the  commodity  markets 
in  paragraph  25  (ii): — " . . . all  major  commodity  mar- 
kets in  the  United  lUngdom  have  been  re-opened.  With  the 
exception  of  grain,  cotton  and  refined  sugar  they  possess 
full  facilities,  provided  by  dealers,  for  purchase  in  any  part 
of  the  world  for  any  currency  with  a view  to  subsequent 
re-sale  for  sterling.”  That  means  an  application  through 
a dealer?  You  may  have  dollars,  for  instance,  allotted 
to  you,  to  buy  any  amount  of  a commodity  in  any  part 

of  the  world? Mr.  Parsons:  That  is  right;  in  the 

markets  other  than  those  three  you  are  free  to  buy  any 
amount  you  choose,  the  limiting  factor  being,  if  it  is  for 
domestic  consumption,  an  import  licence ; otiierwise  you 
are  free  to  buy  any  amount  you  choose  for  resale.  If  it  is 
a commodity  other  than  one  of  the  three  mentioned  yon 
can  buy  in  any  currency.  If  it  is  one  of  those  three  com- 
modities you  can  only  buy  and  sell  in  the  same  currency 

819.  But  for  any  commodity  except  those  three — I am 
taking  dollars — ^you  get  your  dollar  allocation  through 

your  dealer? It  is  automatic ; the  dealer  will  get  his 

dollars  through  his  bank.'* 

820.  Then  the  purchaser  can  resell  it  for  sterling  if  he 
likes ; there  is  no  control  over  the  ultimate  result  of  the 
transaction?  It  can  emerge  in  sterling  or  in  any  other 

currency? Mr.  Cobbold:  It  can  emerge  in  any  other 

currency,  but  we  have  arrangements  with  those  various 
markets  by  which  they  submit  figures  and  make  continual 
reports  to  us  so  .that  we  see  what  is  happening,  and  if 
there  were  any  speculative  position  or  anything  being  taken 
that  appeared  to  us  to  be  odd  we  should  have  the  oppor- 
tunity of  looking  into  it  and  discussing  it  with  them.  And 
we  have  regular  routine  meetings  with  the  various  markets 
at  which  we  keep  a close  eye  on  the  acchange  aspects  of 
this  question. 

821.  Professor  Cairncross:  I am  not  quite  sure  I under- 
stand what  is  meant  by  “ keeping  a close  eye  ” here.  If 
the  dollar  price  is  below  the  sterling  price  can  the  scale 

of  these  transactions  run  up  to  any  limit? ^What  I 

meant  by  “keeping  a close  eye”,  I think,  would  be  to 
be  quite  certain  that  dollars  which  are  made  freely  avail- 
able for  these  purpose  are  in  fact  used  for  'these  purposes 
and  that  there  is  not  any  leak  or  overspill  through  these 
arrangements.  These  are  rather  wide  arrangements  which 
have  been  given  to  these  markets,  I think  you  will  agree  ■ 
so  part  the  understanding  when  those  arrangements 
were  made  with  the  commod.ity  markets  was  that  they 
should  report  and  justify  the  fact  that  those  dollars  were 
being  used  for  the  purpose  intended.  We  are  not  con- 
cerned with  the  price  aspect. 

822.  Professor  Sayers:  If  there  were  no  check  at  all 

these  facilities  might  he  abused  to  all'OW  a flight  from 
sterling  into  other  currencies? ^If  there  were  no  check 


823.  It  would  be  open  to  abuse? 1 ibintf  it  coidd 

be  open  to  abuse  if  there  were  no  supervision  either  by 
the  market  organisations  themselves  or  eventually  by  us 
In  each  case  the  market  organisation,  which  is  a highly 
reputable  organisation,  takes  a responsibility  to  us  that 
these  facilities  will  not  be  abused, 


824.  That  is  your  interest: 
abuse? -Exactly. 


preventing  that  kind  of 


825.  Sir  John  Woods:  Am  I right  in  assuming  that 
these  three  commodities  are  excluded  because  if  they 

were  not  the  cost  in  dollars  might  be  too  great? 

Mr.  Parsons : Undoubtedly  that  is  the  main  reason. 

826.  Professor  Cairncross:  Would  we  also  be  right  in 
supposing  that  in  the  markets  where  this  is  practised  the 
sterhng  and  dollar  prices  do  not  diverge,  or  if  they  do 
diverge  the  dollar  price  would  be  above  the  sterling 
^ncel—— Mr.  Cobbold:  In  the  other  markets  I rbink 
I should  be  right  m saying  this  mechanism  provides  a 
means  of  keeping  the  prices  pretty  closely  aligned. 

827.  May  I also  ask  about  the  nature  of  the  sneculative 
position  referred  to?  We  are  dealing,  I take  it  here 
with  transactions  involving  import  and  subsequent  re- 
export_  and  not  import  for  consumption.  There  mieht  be 
extensive  purchase  for  stocking,  for  holding  with  a 

• See  Appendix  to  Minutes  of  Evidence.  ~~ 
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to  later  resale.  Do  you  then  limit  'the  forward  i>osition 

that  anyone  in  the  inarket  can  take? Mr.  Parsons : We 

will  check  this  point  and  confirm  it,  but  I think  I am 
right  in  saying  that  there  are  no  formal  limits  to  the 
amount  that  Ae  market  may  hold.  The  checks  which 
the  Governor  has  referred  to,  of  frequent  consultation 
and  statistics  which  are  provided  by  the  markets  to  the 
Bank,  are  considered  in  the  light  of  the  circumstances 
of  the  moment.  I do  not  wish  to  make  this  soimd  too 
rigid,  but  to  take  an  example : if  there  were  a feeling  of 
nervousness  which  looked  as  'though  it  were  giving  rise 
to  a stocking  process,  that  would  be  a matter  for  com- 
ment.*—Mr.  Cobbold:  I think  I would  answer  by  refer- 
ence to  Ihrofessor  Sayers’s  earlier  'question.  If  we  formed 
an  impression  that  this  was  in  any  sense  becoming  a flight 
from  sterling  rather  than  a purely  commodity  question, 
we  should  immediately  go  into  action. 

828.  Have  there  been  occasions  on  which  you  have 

taken  action? ^No,  never.  There  have  ^en  one  or  two 

occasions  where  we  have  called  the  attention  of  the  body 
to  a particular  series  of  'transactions  and  asked  them 
to  see  what  the  particular  member  concerned  was  doing, 
and  that  has  always  been  solved  to  our  satisfaction. 

829.  For  Etample,  in  the  early  mouths  of  1955  when 

there  was  some  divergence  of  the  rates,  or  in  the  autumn 
when  'there  was  some  weakening  again,  did  anything  of 
this  kind  arise? No  trouble. 

830.  Chairman : There  must  he  a lot  of  people  at  any 

one  time  holding  sterling  in  London  which  is  not  con- 
vertible and  which  they  would  like  to  make  convertible. 
What  is  to  prevent  them  using  that  sterling  to  buy  a 
crmmodity  in  this  market  and  then  giving  orders  for  it 
to  be  despatched  to  some  part  of  the  world  and  sold, 
say,  for  dollars? ^That  is  really  part  of  a wider  ques- 

tion. There  is  nothing  an  practice  to  prevent  fiiem 
acquiring  dollars  or  other  currencies  by  other  means 
through  the  transferable  market.  If  it  is  not  the  sort 
of  sterling  for  which  they  can  acquire  dollars  through 
the  official  market  ‘there  are  wide  forms  of  other  markets, 
particularly  the  transferable  market,  where  in  fact  it  has 
been  the  practice  that  anybody  who  wishes  to  get  rid 
of  sterling  can  get  it  into  dollars  or  Swiss  francs  at 
approximately  1 per  cent,  discount  on  average.  That 
would  be  a cheaper  method  of  doing  it  probably  than 
going  through  the  commodity  markets. 

831.  Professor  Cairncross:  When  that  discount  widens, 
as  it  did  in  the  spring  of  1955,  it  never  reaches  the  point 

where  a commoffity  operation  becomes  possible? ^Not 

since  we  took  the  measures  we  took  in  1955. 

832.  I was  going  back  to  January? — ^Id'  November  and 
December,  1954,  we  were  getting  very  bothered  about  that 
particular  aspect.  There  was  a great  deal  of  commodity 
shunting  at  that  time,  and  that  was  one  of  the  considera- 
tions which  led  to  intervention  in  the  transferable  market 
in  February. 

833.  Chairman:  Are  there  any  more  questions  on  that 
paper?  I ttiink  we  might  put  that  paper  away  and  take 

paper  No.  7.t Might  I just  make  one  general  comment 

on  papers  7 and  11,  Mr.  Chairman?  I did  mention  this 
in  tile  covering  note  which  I sent  to  the  committee.  I 
assume  that  at  some  later  stage  the  committee  will  prob- 
ably be  looking  at  a number  of  external  questions  and,  so 
to  speak,  rather  together.  The  purpose  of  these  two  papers 
was  to  call  the  committee’s  attention  to  the  effects  that 
external  situations  have  on  the  domestic  money  side.  We 
were  not  trying  to  present  you  with  a picture  of  exchange 
questions  and  external  questions  generally,  but  rather  to 
draw  attention  purely  to  the  effect  this  was  having  and  was 
likely  to  have  on  the  domestic  questions. 

834.  Chairman:  I do  not  know  whether  there  are  a 
great  many  questions  which  will  arise.  Paragraph  1? 
Paragraph  27  Paragraphs?  Paragraph  4?  Paragraphs? 
Paragraph  6 gives  us  the  clue  to  where  the  new  part  of  the 
paper  starts : 

“Sterling  still  retains  the  lead  as  an  international 
business  currency  and  is  still  equipped  with  a more 
extensive  international  network  of  banking  establish- 
ments and  connections  than  any  other  currency.  As  a 
reserve  currency,  on  the  other  hand,  its  position  has 
changed.” 

• See  Appendix  to  Minutes  of  Evidence, 
t Memoranda  of  Evidence  Part  I No.  7. 


Then  we  begin  to  study  the  nature  of  how  that  change 
has  come  al»ut  and  the  stages.  Are  there  any  questions 
on  paragraph  7?  Paragraphs?  Paragraph  9?  Paragraph 

10? Professor  Ccnrncross:  May  I ask  when  the  last 

change  in  the  number  of  scheduled  territories  took  place? 
Has  the  sterling  area  been  constant  now  for  some  time? 

One  or  two  Middle  East  countries  went  out ; I think 

Persia  and  Egypt  were  the  last  two.  Egypt  w^  the  last,  I 
think.  It  was  not  unaUied  with  political  considerations  in 
each  case. 

835.  No  one  has  asked  to  be  added  to  the  list? Mr. 

Parsons:  Not  formally. — Mr.  Cobbold:  No. 

836.  Would  it  be  fair  to  say  that  ffiere  were  other  coun- 
tries before  the  war  who  were  in  effect  in  the  sterling 

area? ^The  sterling  area  as  we  have  set  out  here  was  a 

rather  different  thing  from  the  scheduled  territories  in  that 
sense.  It  is  still  true  that  there  are  a great  number  of 
countries  outside  the  scheduled  territories  who  conduct  a 
great  deal,  in  fact  the  majority,  of  their  Internationa  busi- 
ness in  sterling  and  might  in  pre-war  terms  still  almost  be 
said  to  be  within  the  sterling  area  from  some  points  of 
view. 

837.  Professor  Cairncross:  Some  of  these  countries  hold 
their  reserves  in  gold  and  sterling ; some  hold,  I suppose, 
no  gold.  Are  they  free  to  decide  for  themselves  exactly 

how  much  gold  they  will  hold? So  far  as  the  scheduled 

territories  are  concerned,  that  would  be  a matter  of  negotia- 
tion between  the  governments  concerned  and  Her  Majesty’s 
Government  in  the  United  Kingdom. 

838.  When  the  negotiations  took  place,  the  negotiations 

would  fix  a limit? ^A  purchase  of  gold  for  those  pur- 

poses would  be  a matter  of  negotiation. 

839.  In  the  case,  for  example,  of  South  Africa,  is  the 
present  position  one  in  which  they  are  free  to  decide  for 

themselves  exactly  bow  much  gold  they  will  have? 

South  Africa,  as  gold  producers,  are  in  a very  different 
position  from  the  other  members. 

840.  Sir  John  Woods : I am  not  sure  I have  quite  under- 

stood this.  Leaving  out  South  Africa  as  a special  case,  if 
you  took  any  gold  or  dollar  earner  like  the  West  African 
colonies,  I have  been  under  the  impression  that  .their  gold 
and  foreign  exchange  were  automaticaUy  sold  to  Ihe  Ex- 
change Equalisation  Account? ^That  is  correct,  and  any 

purchase  or  retention  would  normally  be  a matter  for 
negotiation. 

841.  Would  that  be  true  of  all  the  colonial  territories? 

Of  the  colonial  territories  and  the  scheduled  territories 

generally  speaking,  though  South  Africa  is  in  a somewhat 

special  position. Mr.  Parsons:  May  I just  say  that  there 

is  a distinction  between  the  colonial  territories  and  the 
self-governing  Commonwealth  countries  in  this.  Colonial 
territories  hold  their  reserves  in  London  as  a normal  rule 
in  sterling,  and  do  hot  normally  hold  an  independent  gold 
reserve  ; in  fact,  I do  not  know  a colonial  territory  which 
has  an  independent  gold  reserve.  The  self-governing  coun- 
tries are  in  a different  situation.  They  have  their  own 
currency,  managed  by  their  own  central  banks  and  the 
matter  as  to  how  much  of  their  reserves  they  hold  in 
sterling  and  how  much  they  hold  in  any  other  form  would 
be  a matter,  as  the  Governor  says,  for  discussion.  If  the 
proportion  of  their  holdings  of  sterling  and  other  forms 
of  reserves  were  to  change  significantly,  or  the  level  of 
their  holding  of  gold  were  to  change  very  significantly, 
that  would  undoubtedly  become  a matter  for  discussion 

between  .them  and  Her  Majesty’s  Government. Mr. 

Cobbold:  The  arrangement  is  that  they,  so  to  speak, 
have  an  automatic  blank  cheque  on  the  gold  and  dollar 
reserves  here ; that  is  to  say,  we  automatically  provide 
dollars  or  other  currencies  for  anything  which  is 
approved  by  the  exchange  authority  in  the  self-governing 
country.  In  consideration  of  ilhat  there  is  a general  under- 
standing that  if  the  proportions  were  .to  be  seriously  modi- 
fied that  would  be  a matter  for  discussion  between  the 
Governments  concerned. 

842.  Mr.  Woodcock:  Do  I understand  that  there  is 

gold  in  the  Exchange  Equalisation  Account  that  is  ear- 
marked, that  you  could  not  use? ^No. 

843.  You  can  use  it  all? Mr.  Cobbold:  Certainly. 

— Professor  Cairncross:  In  fact  you  are  obliged  to  use 
it  all  if  they  cash  their  cheques. — Mr.  Woodcock:  Apart 
from  that? — Mr.  Cobbold:  There  is  no  earmarking  in 
any  sense. 
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844.  Professor  Caimcross:  I wonder  how  many  occa- 
sions there  have  been  when  itbese  negotiations  have  takeg 
place?  I know  Ceylon,  but  1 imagine  there  have  been 

other  countries? ^ould  that  question  be  addressed  to 

the  Treasury? 

845.  Many  of  the  independent  members  of  the  sterling 
area  have  been,  if  I understand  it  aright,  drawing  on  their 
allowances,  have  been  net  spenders  of  dollars,  in  the  past 
few  years,  and  the  British  colonial  territories  on  the  whole 
have  been  net  dollar  earners.  Is  it  possible  to  disentangle 
these  operations  and  give  us  some  picture  of  this?— — Mr. 
Cobbold : You  mean  to  say  how  many  dollars  one  par- 
ticular area  has  drawn  and  how  many  dollars  another 
particular  area  has  contributed?  One  could  get  some 
figures.  Of  course  all  the  dealings  come  through  London 
in  sterling  and  I .think  you  would  find  it  very  diffimiU 
to  apportion  exactly  a particular  dollar  content  on  any 
particular  sterling  transaction. — Mr.  Parsons:  There  are 
a number  of  complications  in  this.  For  example,  what 
we  see  in  London  is  the  net,  ,as  it  were  die  overspill,  of 
a pariticular  territory  which  may  be  earning  dollars  and 
spending  dollars  at  the  same  time,  and  net  requires  dollars 
and  buys  those  through  the  London  market.  That,  to 
begin  with,  rather  complicates  the  thing.  I would  not 
know  without  asking  the  statisticians  how  far  we  could 
get  in  producing  a picture  of  this.* 

846.  Qearly  .this  question  would  be  of  no  interest  if 
the  answer  were  marginal,  but  in  practice  has  there  not 
been  a very  striking  contrast  between  .the  situation  in 

relation  to  some  members  and  in  relation  to  others? 

If  I may  make  one  comment  on  that,  another  thing  that 
complicates  ithe  whole  question  is  that  to  make  it  a sen- 
sible and  fair  comparison  one  has  to  .talk  about  dollar 
savers  as  well  as  dollar  earners. 

847.  I was  looking  at  it  from  the  point  of  view  of  your 
position  purely  as  central  banker,  and  how  you  would 
be  placed  if  particular  members  joined  or  left  the  area, 
whether  a country  contributed  to  or  drew  from  the  pool? 

Mr.  Cobbold:  I .think  probably  more  reliable  figures 

come  from  the  balance  of  payments  estimates  and  statistics 
of  that  type  rather  than  from  pure  exchange  statistics. — 
Mr.  Parsons:  A good  number  of  figures  would  have  to 
be  provided  by  the  territories  concerned ; we  would  not 
have  them  available  ourselves. — Mr.  Cobbold:  I am  not 
suggesting  we  do  not  know  broadly  which  are  dollar 
earners  and  which  are  dollar  spenders ; of  course  we  do. 

848.  I 'take  it  also  that  these  movements  in  reserves  are 
coupled  with  substantial  movements  in  foreign  investment, 
so  itiiat  it  is  conceivable  that  by  allowing  long-term  invest- 
ment to  proceed  in  one  part  of  .the  sterling  area  we  are 
allowing  .the  country  borrowing  .that  capital  to  draw  from 

the  central  gold  and  dollar  reserve? If  they  were  at 

the  same  time  drawing  down  their  sterling  balances,  there 
is  a potential  liability  there,  The  colonies  are  a very 
obvious  case  in  point. 

849.  Mr.  Woodcock:  If  the  purchase  was  approved 
by  the  exchange  authorities  in  the  country  concerned  you 

would  just  provide  the  money  required? ^That  is  the 

normal  practice. 

850.  The  arguments  about  whether  they  would  be  able 
to  undertake  this  I suppose  are  at  a much  higher  level? 
^Yes. 

851.  Professor  Ccdrncross:  The  position  in  the  sterling 
area  is,  as  i understand  it,  that  funds  can  move  freely 
from  this  country  to  other  members  of  the  sterling  area, 
subject  in  some  cases  to  the  Capital  Issues  Committee’s 
ruling,  or  the  ruling  of  the  Treasury.  I take  it  also  that 
there  are  remarkably  few  restrictions  on  trade  so  far  as 
we  are  concerned.  But  are  all  these  conditions  reciprocal? 
Do  the  other  members  of  the  sterling  area  equally  permit 

withdrawal  to  this  country  of  sterling? No,  there  are 

local  restrictions  in  some  .parts  of  the  area  on  outward 
movements  even  to  other  sterling  area  countries. 

852.  These  restrictions  are  again  subject  to  negotiation, 

I take  it,  or  representation? Mr.  Cobbold:  Certainly. 

— Mr.  Parsons : By  and  large  it  is  fair  to  say  these  coun- 
tries regard  their  sterling  as  their  reserve,  as  it  is,  and  they 
use  the  same  sort  of  restrictions  in  safeguarding  those 
reserves  as  we  use  in  safeguarding  ours,  hi  other  words, 
Australia  and  India,  taking  two  examples,  have  a con- 
siderable exchange  control  as  regards  the  movement  of 
sterling  out  of  their  country  in  any  direction. 

* See  Appendix  to  Minutes  of  Evidence. 


853.  I am  trying  to  see  the  position  between  this  cotintry 

and  other  members  of  the  sterling  area  alongside  the 
relationship  between  this  country  and  other  countries  not 
members  of  the  sterling  area.  If  we  are  dealing  with  a 
country  not  a member  of  the  sterling  area,  I take  it  we 
are  in  a position  to  negotiate  both  on  the  movement  of 
funds  for  investment  and  on  trade,  but  these  things  do  not 
appear  to  be  coupled  together  in  our  dealings  with  coun- 
tries who  are  members  of  the  sterling  area? Mr. 

Cobbold:  The  whole  basis  of  the  sterling  area  system  is 
a very  considerable  similarity  of  approach  of  the  exchange 
authorities  in  each  of  those  countries,  and  very  close  and 
continual  contact  both  on  financial  policy  matters  and  I 
thiific  also  on  trade  matters. 

854.  The  presumption  is  that  these  other  countries  are 

pursuing  policies  broadly  similar  in  relation  to  dollar  and 
exchange  control  positions? ^I  would  not  say  the  restric- 

tions in  a particular  part  of  the  area  were  necessarily  the 
same  as  the  restrictions  here  at  any  particular  moment  of 
time. 

855.  Has  it  appeared  to  you  that  this  was  a justifiable 
assumption  in  the  last  five  years,  that  there  was  a broad 

similarity  of  approach  to  these  problems? Mr. 

Cobbold:  On  exchange  control  matters,  yes. — Mr. 

Parsons : I think  it  would  also  be  true  to  say  there  has 
been  an  easing  up  throughoutthe  sterling  area  in  the  sense 
that  there  has  been  perhaps  a greater  liberalisation  in  one 
area  than  another  even  in  regard  to  dollar  expenditure. 

856.  It  would  certainly  be  thou^t  so  in  relation  to  South 

Africa?. Mr.  Parsons:  South  Africa  are  a somewhat 

special  case. — Mr.  Cobbold : I do  not  say  the  policies  are 
identical,  but  there  is  a good  deal  of  working  together  on  it. 
Under  wartime  conditions  I think  the  pattern  was  very 
closely  held  together  indeed,  and  that  has  probably  pro- 
gressively loosened. 

857.  Lord  Harcourt : On  the  question  of  restrictions,  the 
pattern  tends  to  diverge?  As  restrictions  are  made  less 
onerous  in  every  area,  so  the  differentiation  between  them 

becomes  greater? ^Yes  indeed,  as  world  trade  is  freeing 

up.  Take  the  case  in  the  war  when  there  was  complete 
control  over  shipping  and  everything  was  controlled  every- 
where ; then  the  pattern  was  similar.  As  that  has  eased 
up,  I should  think  the  similarity  of  the  pattern  has  got 
very  much  less.  But  there  is  stfll,  I emphasise,  close  co- 
operation ibetween  the  authorities  from  day  to  day,  and 
I think  we  should  feel  it  easier  and  more  normal  to  raise 
and  discuss  these  things  in  a very  intimate  way  wi^  these 
countries  than  with  countries  outside  the  area. 

858.  Professor  Caimcross : Were  there  not  a number  of 
protests  at  the  time  of  devaluation  at  the  extent  to  which 
members  of  the  sterling  area  had  been  consulted  before 
the  decision  was  taken?  On  matters  of  major  policy  is 
there  consultation  now  with  all  the  independent  members 

of  the  sterling  area? 1 think  major  policy  must  a 

Treasury  question,  please. 

859.  Mr.  Woodcock:  Tn  some  of  the  British  colonies 
where  they  have  tourists  from  the  hard  currency  countries 
it  seems  to  me,  purely  as  an  o.bserver,  that  there  is  a fair 
amount  of  traffic  at  a purely  individual  level  in  hard 

currencies.  Do  you  know  anything  about  that? Mr. 

Parsons : If  I understand  your  question,  it  is  really  saying 
this : is  the  exchange  control  in  those  countries  effectively 
or  not  effectively  preventing  people  from  conducting  illicit 

deals  in  currency? Mr.  Woodcock : Not  quite  as  strong 

as  that.  All  I have  seen  is  hotels  helping  customers  for 
their  o.wn  convenience  and  I wondered  if  you  knew  about 
that.  I do  not  mean  trying  to  dodge  on  any  extensive 
scale — Mr.  Cobbold : Inevitably  there  is  a certain  amount 
of  small  stuff  of  .that  sort— Mr.  Woodcock : But  it  does 

•not  amount  to  much? Mr.  Cobbold:  It  is  of  no 

consequence,  no. 

860.  Chairman:  Paragraph  12:  — 

“ Since  the  end  of  the-  war  .the  total  of  externally- 
owned  sterling  has  fluctuated  but  has  not  been  reduced. 
There  have,  however,  been  important  changes  in  ttie 
place  of  its  ownership.” 

That,  as  you  say,  is  studied  in  Paper  11.  Then  the  next 
paragraph  begins : — ■ 

“Apart  from  the  difference  in  the  amotmt  of  the 
external  holdings  of  sterling,  the  working  of  the  sterling 
sys^  has  largely  re-established  itself  in  its  essentials  ” 
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That  difference  is  very  great,  of  course,  as  you  have  been 
illustrating  in  the  earlier  paragraphs,  but  whse  do  we 
find  what  it  means  to  us  for  purposes  of  our  work? 
Does  this  really  lead  up  to  the  -warning  that  you  give  us 

at  the  end  of  Paper  11? ^In  paragraph  13  of  Paper  7 

the  stress  is  on  the  working  of  the  sterling  system,  so 
that  a great  deal  of  international  trade  is  carried  and  can 
be  carried  freely  and  easily  in  sterling  with,  we  believe, 
great  advantage  to  us  nationally,  and  I thiiik  with  great 
advantage  to  the  world.  We  would  definitely  maintain 
that  the  degree  of  freedom  that  has  been  restored  to 
sterling  for  international  transactions  has  been  a very 
important  contribution  to  the  free  world  as  a whole,  and 
by  no  means  only  to  this  country  or  to  the  Common- 
wealth. 

861.  From  the  point  of  view  of  service  to  current  inter- 
national transactions  you  say  sterling  is  on  a satisfactory 
basis  and  has  got  back  to  the  satisfactory  basis  that  made 

it  so  usrful  in  the  past? ^For  a very  wide  variety  of 

regular  normal  commercial  payments  sterling  is  used  to  a 
great  extent  in  all  parts  of  the  world,  not  excluding  Eastern 
Europe. 

862.  Then  you  distmgiiish  between  the  satisfactoriness 
of  the  sterling  system  as  re-estabh'shed  for  current  inter- 
national purposes  and  the  value  of  sterling  as  a reserve, 
which  you  say  has  changed  very  much.  As  a reserve 

for  what?  For  sterling  holdings? ^It  is  used  as  a 

reserve  currency  by  other  countries,  particularly  by  coun- 
tries inside  the  sterling  area. — Chairman:  To  see  that 
enlarged  upon  we  turn  to  Paper  11. 

863.  Sir  Reginald  Verdon  Smith:  At  flie  end  of  pma- 
graph  13  of  Paper  7 the  phrase  is  used  “ the  United 
Kingdom  has  again  emerged  as  the  chiesf  externa!  source 
of  new  capital”.  Could  it  in  fact  be  said  that  there  has 

at  any  time  been  any  other  chief  external  source? 

I fbinV  what  that  means  is  that  it  was  not  doing  much 
external  lending  during  the  war  period,  but  it  has  now 
started  again.  It  has  not  supplant^  anything  else. 

864.  Swiss  francs  are  not  a material  issue  in  this? 

No ; there  has  been  a certain  amoimt  of  Swiss  franc 
lending,  but  it  is  quite  minor. 

865.  Sir  John  Woods:  I imagine  we  shall  at  some  time 
have  some  figures  about  the  amount  of  new  capital  for 
sterling  area  countries  which  has  been  found,  divided 
between  the  differrat  sources,  either  public  issues  on  the 
Stock  Exchange  or  direct  investment  by  concerns  abroad? 

Mr.  Mynors:  We  only  have  very  imiperfect  figures 

on  that,  because  a lot  of  our  best  figures  are  drived  from 
exchange  control  material,  which  gives  us  an  automatic 
pick-up  for  a lot  of  information.  We  have  no  exchange 
control  between  ourselv«  and  the  sterling  area,  so  our 
figures  on  that  are  not  very  good.  We  could  see  what 
we  could  produce  on  that,  but  it  will  not  be  as  good  as 
one  would  wish  it  to  be. — Mr.  Cobbold : They  would  have 
to  be  residual  figures  to  some  extent,* 

866.  Perhaps  the  Treasury  keep  a better  record?  I 
take  it  you  exclude  export  credit  transactions  which  I 
suppose  for  this  purpose  are  regarded  as  credit  to  U.K. 
maniifacturers  and  traders,  though  in  effect  they  are  credit 

to  loverseas  purchasers? ^In  effect  the  same  transaction 

would  probably  have  been  done  before  the  war  by  lendkig 
the  money  to  the  other  country. 

867.  Professor  Cairncross:  May  we  be  quite  clear  what 

are  the  restrictions  on  the  movement  of  capital  from  this 
country  to  the  rest  of  the  sterling  area?  Do  the  restric- 
tions apply  exclusively  to  new  issues,  or  are  there  any 
other  restrictions? Only  the  Capital  Issues  Committee. 

868.  Chairman:  Suppose  that  a big  industrial  concern 

in  this  country  decides  to  indulge  in  expenditure  on  some 
scale  in  another  part  of  the  sterling  area  out  of  its  own 
resources  and  the  Capital  Issues  Committee  is  not  in  the 
picture ; first  of  all,  there  is  nothing  to  control  it  or 
prevent  it  carrying  out  the  plan? ^No. 

869.  Secondly,  is  there  any  system  which  would  tell  us 

on  what  scale  year  by  year  that  is  being  done? 

Mr.  Parjonj;  As  the  Governors  were  saying,  there  are 
no  precise  figures  on  this  because  there  is  no  machinery 
for  picking  up  these  figures. 

870.  Would  it  not  be  a very  important  piece  of  informa- 
tion, since  public  borrowing  for  these  purposes  on  the 

• See  Appendix  to  Minutes  of  Evidence. 


Stock  Exchange  has  been,  I imagine,  almost  non- 
existent in  recent  years? Mr.  Cobbold:  Not  non- 

existent. There  have  been  quite  a number  of  issues 
floated  for  various  parts  of  the  Commonwealth  and  the 
sterling  area  over  the  past  five  years. 

871.  By  local  governments? By  local  governments. 

872.  It  seems  to  me  that,  without  a reporting  system, 
it  is  very  hard  to  get  at  just  what  moneys  from  the  large 
industrial  spenders  are  going  out  in  the  form  of  capital 

to  this  area? Mr.  Mynors:  We  know  very  little  about 

that. 

873.  Professor  Cairncross:  Is  it  not  the  position  that 
throughout  the  postwar  period,  although  investment  inside 
the  country  by  industry  was  severely  controlled  for  a good 
part  of  the  time,  similar  investment  taking  place  in  the 
rest  of  the  sterling  area  was  not  controlled  by  direct 

controls? Mr.  Cobbold:  Yes,  I think  that  is  probably 

true. 

874.  I know  this  is  a matter  of  major  policy,  and  that 
it  is  primarily  for  the  Treasury ; but  it  also  affects  the 
Bank  of  England.  Are  you  quite  satisfied  that  in  all 
circumstances  the  sterling  area  must  remain  on  a basis  in 
which  capital  movements  between  this  country  and  the 

sterling  area  escape  control? “All  circumstances”  is 

a big  word.  We  should  take  the  view  that  the  balance 
of  advantage  has  certainly  lain  in  that  direction  up  to  date, 
and  I see  no  reason  to  change  that  view  at  the  moment. 

875.  Professor  Sayers:  Has  the  fact  that  there  is  no 
control,  other  than  capital  issues  control,  over  what  goes 
to  the  sterling  area  for  investment  purposes  any  influence 
on  your  choice  between  methods  of  control  of  investment 
at  home?  I am  thinking  that,  in  so  far  as  you  use 
interest  rates  as  weapons  for  influencing  the  volume  of 
investment  at  home,  you  are  also  influencing  investment 
of  British  money  in  the  sterling  area.  The  fact  that  there 
is  no  other  control  by  Britain  of  the  investment  of  U.K. 
sterling  in  the  sterling  area  might  seem  to  be  an  advantage 
of  using  the  interest  rate  rather  than  the  other  weapons? 

think  that  would  certainly  be  a consideration,  that 

it  affects  investment  all  over  the  area,  as  you  suggest. 

876.  Am  I to  infer  from  your  hesitation  that  this  has 

not  been  a relevant  factor?. ^No,  I think  it  is  a rele- 

vant consideration.  I would  not  regard  it  as  ever  having 
been  a main  influence  in  anything  we  have  done ; not 
decisive,  but  certainly  a factor  in  our  minds. 

877.  Professor  Ccdrncross:  Exchange  control,  if  I may 
raise  the  general  issue,  applies  at  present  largely  presum- 
ably to  capital  transactions  with  the  dollar  area,  and 
does  not  greatly  affect  current  transactions?  Or  do  you 

hold  a different  view? Mr.  Parsons:  I should  say  that 

throughout  exchange  control  d do  not  think  we  need 
restrict  this  to  the  dollar  area)  otchange  control  is  con- 
cerned more  with  capital  than  with  current  trmisactions 
at  the  moment. 

878.  I think  that  would  be  certainly  true.  I was  asking 
whether,  in  respect  of  current  transactions,  the  existing 
exchange  control  really  means  very  much? — —Mr. 
Cobbold:  It  allows  payments  pretty  fredy  for  current 
transactions. 

879.  This  is  in  contrast  to  the  sterling  area  where 
capital  transactions  are  completely  free  and  where.  I 
agree,  restrictions  may  be  much  more  difficult  to  employ. 
You  have  a complete  antithesis  between  the  two  situations. 
If  I can  just  recaU  the  prewar  line  of  thought,  it  used  to  run 
not  in  terms  of  dollar  and  sterling  but  capital  transactions 
and  current  transactions ; at  one  time  it  was  thought  it 
might  be  appropriate  to  apply  restrictions  to  all  capital 
transactions  and  free  current  transactions.  Now  we  have 
a situation  in  which  in  the  main  the  restrictions  apply  to 

dollar  transactions  rather  than  to  sterling  transactions? 

No,  not  quite.  They  apply  to  transactions  in  all  parts  of 
the  world  other  than  the  sterling  area,  which  is  not  quite 
the  same  riling. 

880.  Not  quite  the  same  thing,  but  not  very  different, 
with  the  E.P.U.  system.  Have  you  contemplated,  looking 
ahead  (because  we  have  to  look  a little  ahead  here),  that 
dollar  restrictions  might  disappear,  and  that  at  that  stage 
you  might  want  to  retain  some  kind  of  control  over  capital 

movements? Broadly  speaking,  I would  have  said  that 

current  restrictions  on  payments  outside  the  area  had  been 
IH-ogressively  relaxed  very  considerably  over  the  post-war 
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period  pretty  consistently,  and  now  the  relaxation  has  got 
to  a very  advanced  stage.  It  has  by  no  means  been  static 
since  the  war. 

881.  Certainly,  but  if  you  were  looking  to  the  pro- 
gressive relaxation  of  these  restrictions  until  they  in  effect 
disappear,  would  you  regard  that  as  the  most  satisfactory 

arrangement  that  we  could  come  to? It  would  certainly 

be  my  ambition  to  progress  along  the  road  on  which  we 
have  been  progressing  since  the  war. 

882.  Even  with  your  reserves  at  the  level  they  are  at 

present? Mr.  Cobbold ; No,  that  must  be  a reserva- 

tion.— Mr.  Parsons:  Undoubtedly  the  most  obstinate  part 
of  the  ecercise  is  the  removal  of  capital  restrictions. 

883.  But  it  may  be  that  the  reserves  are  where  they  are 
now  because  capital  movement  is  free  within  the  sterling 
area?  I think  you  agreed  earlier  there  might  be  some 

relationship  between  these  two  facts? Mr.  Cobbold: 

There  might  be  some  relationship.  I would  have  said 
that  there  is  a potential  claim,  on  the  movement  as  it  is 
before  you  on  these  papers,  but  that  it  is  probably  more  a 
potential  claim  than  a realised  claim  over  the  last  few 
years. 

884.  Chairman : If  by  reserves  we  mean  foreign  and 

gold  exchange  reserves,  I do  not  see  how  freedom  of  move- 
ment within  the  sterling  area  affects  them? 1 think 

Professor  Caimcross’s  point  is  this : if  we  are,  for  example, 
investing  in  a colonial  territory,  whether  it  be  the  Govern- 
ment or  the  Colonial  Development  Corporation  or  what 
have  you,  that  results  in  an  increased  sterling  balance 
held  by  that  territory  through  capital  movements.  They 
can  then  proceed  to  draw  that  down  to  some  extent  by 
using  dollars  and  drawing  on  their  London  funds  for 
foreign  exchange  purposes.  The  answer  I was  giving  was 
that  at  the  moment  I would  regard  that  rather  as  a 
potential  than  a realised  effect,  on  these  figures. 

885.  Professor  Sayers:  If  the  position  of  our  balance 
of  payments  is  such  that  we  can  reasonably  leave  current 
transactions  both  inside  and  outside  the  sterling  area  free 
from  control,  but  that  we  cannot  afford  to  leave  capital 
movements  unregulated,  would  it  not  be  logical  to  say  that 
all  capital  transactions,  whether  with  the  sterling  area  or 

outside,  ought  to  be  controlled? ^That  is  a high  policy 

question,  and  I think  it  is  really  more  for  the  Government 
witnesses  than  for  myself,  My  own  view  would  be  that 
one  of  the  bases  of  the  Commonwealth  and  sterling  system 
is  the  accessibility  of  London  and  British  industry  to 
development  in  those  areas.  I put  it  as  one  of  the 
absolute  bases  of  the  whole  Commonwealth  conception. 

886.  And  you  would  rather  for  such  reasons  retain 
control  of  current  transactions  vrath  other  parts  of  the 
world,  with  a view  to  taking  emergency  action  from  time 
to  time,  than  control  capital  movements  inside  the  sterling 

area? 1 do  not  think  it  is  quite  as  easy  as  that.  We 

are  getting  into  a slightly  technical  field,  I am  afraid,  but 
the  idea  that  you  can  control  capital  movements  with  the 
rest  of  the  world  if  you  have  not  got  a current  move- 
ment control  is  really  a non-starter  from  a technical  point 
of  view.  We  could  not  do  it  however  much  we  thou^t  it 
was  a good  idea. 

887.  Professor  Cairncross:  You  think  you  can  do  it  in 

relation  to  the  dollar  area,  do  you  not? Mr.  Cobbold- 

No,  not  without  control. 

888.  I mean  even  as  it  is? As  it  is,  because  we  have 

a control. 

889.  Is  it  effective? Mr.  Cobbold:  No  controls  are 

100  per  cent,  effective  ; it  is  pretty  effective.— Mr.  Parsons : 
I think  it  is  effective  over  a very  wide  field,  and  particu- 
larly over  the  large  individual  transactions.  But  I quite 
agree  there  are  large  loopholes  in  any  control  which  is  not 
a total  control. 

890.  At  any  rate  you  just  do  not  feel  you  could  exercise 
control  over  movements  of  capital  without  controlling  the 

whole  field? Mr.  Cobbold:  No.  That  is  a matter 

which  has  been  up  for  consideration  again  and  again,  and 

we  have  come  unhesitatingly  to  the  negative  answer. 

Mr.  Parsons:  May  I make  one  point  on  this  question 
which  has  been  asked  about  the  sterling  area?  I do  not 
want  to  embark  on  the  major  policy  question  to  which 
the  Governor  has  referred,  but  the  other  question  is  the 
very  close,  intimate  and  extraordinarily  complex  union 
between  this  country  and  the  rest  of  the  sterling  area  finan- 


cially. To  control  this  would  be  something  quite  con- 
siderable, much  more  difficult  than  anything  we  have 
attempted  so  far,  I believe. 

891.  Professor  Sayers:  And  presumably  in  a time  of 
stress  you  would  be  prepared  to  make  representations'  to 
other  parts  of  the  sterling  area  with  a view  to  dampening 
movement  of  sterUng  between  those  countries  rather  than 

imposing  any  control? Mr.  Cobbold:  That  often  has 

been  done,  and  that  would  be  ray  preference.  I am 
speaking  personally  here,  but  I attach  immense  importance 
to  maintaining  as  much  of  this  freedom  within  the  sterling 
area  as  we  possibly  can ; and  indeed  with  Canada,  where 
we  have  administratively  allowed  a great  deal  of  invest- 
ment to  go  through  during  the  last  few  years. 

892.  Mr.  Woodcock : Are  representations  your  business 

or  Treasury  business? 1 think  it  would  be  a joint 

discussion. 


893.  My  impression  has  always  been  that  these  problems 
m the  larger  sense  are  discussed  with  the  Commonwealth 

Prime  Ministers? Certainly.  It  is  Treasury  business ; 

we  should  only  be  concerned  as  agents  here,  as  I have 
made  clear  throughout. 

894.  Chairman ; When  you  say  that  a system  of  con- 

trolling capital  movements  as  such  without  a general 
control  IS  a practical  non-starter,  I would  like  to  get  the 
reason  for  that.  Is  it  the  difficifity  of  identifying  a capital 
movement  as  such? ^Broadly,  yes.  • 

895.  I suppose  even  a re-stocking  movement  might  have 

a Mpital  element? Mr.  Parsons : It  is  always  very  diffi- 

cult to  know  where  the  line  is  drawn. 

896.  Professor  Sayers:  I remember  in  the  I.M.F.  Charter 
there  was  a distinction  drawn  between  exchange  restric- 
Uons  on  current  transactions  and  on  capital  transactions. 

Does  that  provision  still  remain? Mr.  Cobbold : I tb-mir 

that  h^  been  interpreted  gradually  as  time  went  on  to 
mean  being  pretty  free  with  current  exchange  restrictions 
but  not  necessarily  removing  them  statutorily. 

Cairncross:  May  I just  pursue  one  of 
Mr.  Parsonss  answers?  He  suggested  that  the  power  to 
control  the  movement  of  capital  to  the  dollar  area  rested 
in  part  on  the  large  individual  transactions,  Is  it  your 
experience  that  the  control  of  capital  movements  rests 

on  contr^ri  of  current  transactions? Mr.  Parsons:  1 

tomk  the  Governor  was  saying  that  unless  you  have  power 
to  control  all  accounts,  which  must  of  course  mean  both 
«pital  and  current,  it  is  virtually  too  easy  for  somebody 
to  make  payments  on  current  account  which  in  fact  are 
capital  payments.  So  you  must  formally  have  the  power 
to  control  both  capital  and  current  in  order  to  prevent 
capital  movements. 

898.  It  is  difficult  to  discuss  this  more  fully  here  but  is 
It  not  reasonable  to  point  out,  as  the  Governor  did  that 
evasion  always  takes  place  and,  whatever  controls’  you 

rapose,  there  will  be  some  evasion? Mr.  Cobbold: 

Without  doubt. 

899.  Do  not  some  sterling  areas  control  capital  move- 
ments to  the  United  Kingdom  and  yet  not  control  current 

transacUons  to  the  United  Kingdom? 1 cannot  answer 

for  certasn.  I should  rather  suspect  the  statutory  form 
applies  to  the  whole  field,  but  that  they  only,  or  mainly 
appy  It  to  capital  ; in  some  cases  I can  think  of  they 
apply  rt  to  both.  I am  not  aware  of  any  case  where  the 
statute  or  the  regulation  only  applies  to  capital  but  I 
may  be  wrong  on  that.  ' 

900.  Lord  Harcourt:  Your  contention  as  regards  the 
control  of  capital  movements  to  the  sterling  area  is  that 
the  imposition  of  that  control  would  fundamentally  alter 
the  relationship  of  members  of  the  sterling  area  one  to 
the  other?  It  would  alter  the  conception  of  the  sterling 

area? -It  would  particularly  alter  the  relationship  of  the 

outer  sterhng  area  to  thjs  country ; I think  it  would  alter 
that  quite  vitally  myself.  Of  course,  the  relationship  of 
our  banking  system,  for  example  with  Australia  or  with 
a colonial  territory,  is  whofiy  different  from  the  relationship 
of  the  banking  system,  for  example,  with  a Latin  American 
country. 


rrof^sor  Cairncross-.  Do  not  most  msmbet 
countriK  of  the  sterling  area  already  find  it  difficult  to 

get  capfial  from  here? ^Thete  liavS  been  difficulties  on 

market  finmtang  of  the  same  type  as  everybody  has  found  ■ 
the  markets  have  not  been  over  easy,  as  you  know,  in 
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recent  months.  What  I think  is  generally  under-estdinated 
in  public  discussion  on  this  subject  is  the  amount  of 
industrial  investment  that  has  gone  on  pretty  consistently 
and  is  still  going  on  to  quite  a number  of  sterling  area 
territories. 

902.  But  it  is  not  your  suggestion  that  fliere  ^ould 
be  preferential  access  to  the  London  capital  market  in 
favour  of  foreign  operators  even  if  they  pe  in  the  sterling 

area,  in  discrimination  against  British  industry? ^Not 

at  all,  no. 

903.  Sir  John  Woods:  We  are  talking  about  control 
in  relation  to  capital  going  from  this  country  to  the 
sterling  area  in  terms  of  exchange  control.  There  are 
surely  other  forms  of  control  to  prevent  the  raising  of 

money  between  members  of  the  sterling  area? ^There 

is  C.I.C.  control. 

904.  There  would  not  be  free  access  to  capital  in  London 

for  sterling  area  countries? ^No  more  than  for  the 

United  Kingdom ; it  is  the  same. 

905.  Lord  Harcourt:  Their  access  to  the  Loridon  market 

is  pari  passu"! ^It  is  pari  passu,  because  in  fact  any 

industry  could  raise  the  money  and  remit  a part  of  that 
to  Australia,  New  Zealand  or  what  have  you. 

906.  Mr.  Jones:  Would  it  be  easily  possible,  Mr. 

Governor,  for  companies  with  substantial  financial  reserves 
to  transfer  those  reserves  to  capital  investment  in  other 
parts  of  the  sterling  area? ^Yes,  easily. 

907.  So  that  the  question  of  pressure  of  inflation  could 
arise  from  that  point  of  view,  could  it  not?  There 
is  a difference  between  raising  money  for  investmmt  in 
the  financial  market  and  transferring  money  which  is 

already  available? ^Yes.  That  is  to  say,  they 

would  have  to  get  the  Capital  Issues  Committee’s 
permission  for  raising  new  money  either  for  using  it  at 
home  or  for  sending  it  out  to  the  sterling  area,  but  if  they 
had  ithe  money  they  would  be  perfectly  free  to  send  it  out. 

908.  There  would  be  no  interference?  There  would  be 

no  obstacle  in  the  channel  of  transfer? No. 

909.  What  effect  does  that  have  upon  the  question  ol 
inflation  in  this  country  as  you  see  it,  as  Governor  of 

the  Bank  of  England?. .1  prefer  to  put  it  in  a slightly 

different  way : the  effect  it  has  on  the  demand  for  capital. 
It  has  certainly  been  an  addition  to  the  total  amount  of 
the  demand  for  capital  in  this  country. 

910.  We  have  certain  resources  in  this  country,  and  the 

challenge  to  the  country  at  the  moment  appears  to  be 
that  we  must  match  investment  by  saving.  To  the  extent 
that  we  have  resources  that  are  taken  for  investment  out 
of  the  country,  what  is  the  effect  of  that  uj»n  the  infla- 
tionary position  in  this  country? It  certainly  increases 

the  demand  for  money  available  la  this  country.  I think 
the  .point  of  your  question  is  that  the  savings  in  this 
country  need  to  be  greater  if  they  are  to  take  care  of 
investment  in  the  Commonwealth  countries.  Our  view 
as  the  Bank  of  England  certainly  is  that  it  is  extremely 
important  that  there  should  be  some  money  over  avail- 
able for  those  purposes,  and  that  requires  a greater  balance 
of  savings  over  investment  pro  tanto. 

911.  And  the  converse  would  be  the  position  if  creditors 
in  the  sterling  area  made  available  dieir  resources  in  this 

country  for  capital  development  in  this  country? In 

a sense ; it  is  slightly  complicated,  but  through  holding 
their  sterling  balances  they  are  in  a sense  lending  those 
sterling  balances  here  until  they  use  them. 

912.  You  said  in  this  document  earlier  on  that  the 
sterling  balances  have  increased  by  about  six  or  seven 

times  the  extent  they  were  before  the  war? Mr. 

Cobbold:  And  at  the  moment  those  are  toeing  used. — 

Mr.  Jones : For  our  internal  well-being? Mr.  Cobbold : 

For  our  savings,  in  effect ; is  that  not  correct?  As 
Professor  Cairncross  said,  they  represent  a potential  claim, 
and  if  they  were  drawn  down  very  heavily  we  should 
have  to  increase  our  overall  surplus  to  take  care  of  that 
drop. 

913.  Supposing  the  banking  we  do  for  the  sterling  area, 
s’hall  we  say  at  £3,700  million,  led  to  a situation  where 
there  was  a call  for  the  reduction  of  that  credit  in  dollars. 

Would  that  not  put  us  in  a pretty  difficult  situation? 

If  it  all  happened  at  once,  which  of  course  is  practically 
impossible.  Certainly  if  they  were  drawn  dcwn  at  once 


either  in  dollars  or  in  demands  on  our  own  resources  it 
would  be  a very  difficult  situation.  If,  for  example,  the 
whole  of  those  sterling  balances  held  by  overseas  were 
suddenly  used  to  buy  tbin^  in  this  country  that  would 
have  a very  obvious  effect  on  prices  in  this  country  at 
once. 

914.  Let  us  assume  the  figure  is  £3,700  million  ; I think 
that  is  somewhere  near  the  figure  which  you  gave  us. 
Supposing  there  was  a run  for  the  redemption  of  10  per 
cent,  of  that ; that  would  be  redeeming  £370  million  of 

the  reserves.  Would  that  be  serious? ^Ten  per  cent,  in 

a quick  run  would  be  distasteful. 

915.  Professor  Cairncross:  On  exchange  control  in 

relation  to  the  sterling  area,  do  you  feel  that  other  mem- 
bers of  the  sterling  area  maintain  restrictions  which  arc 
parallel  with  otirs  and  as  severe  as  ours  over  the  move- 
ment ^ capital? Some  yes,  some  no. 

916.  It  is  possible  by  moving  money  round  the  sterling 

area  to  find  a soft  spot? Mr.  Cobbold:  A couple  of 

soft  spots  have  been  recently  dealt  with. — Professor 
Cairncross:  There  are  still  some  that  are  softer  than 
others. 

917.  Sir  Reginald  Verdon  Smith:  Might  I ask  Mr. 
Governor  if  he  could  explain  a little  the  last  sentence  of 
paper  No.  7,  where  the  contrast  between  reserves  and 
liabilities  which  is  being  underlined,  the  contrast  between 
pre-war  and  post-war  experience,  is  stated  to  lie  mainly 

within  the  United  Kingdom  itself? Mr.  Cobbold : That 

is,  I think,  shorthand  for  the  fact  that  we  have  fought  a 
war  and  spent  a lot  of  money  on  one  thing  and  another. 
It  is  what  has  happened  internally  in  the  United  Kingdom, 
fee  expenditure  for  war-time  purposes  and  other  things, 
which  has  given  rise  to  the  differences  in  the  situation. 
It  is  not  something  that  has  happened  to  us  from  outside, 
in  other  words. 

918.  Sir  John  Woods:  I am  a little  puzzled  by  one 
sentence  in  paragraph  14  of  paper  7 : 

“ Moreover,  fee  broad  correspondence  between  move- 
ments of  fee  externally-owned  balances  and  movements 

of  the  United  Kingdom’s  own  reserve  . . .” 

That  is  shown  in  the  second  chart  in  the  Appendix. 
Earlier  on,  in  paragraph  8 onwards,  you  explain  how  the 
link  between  the  reserves  and  the  overseas  sterling  hold- 
ings has  been  broken.  Has  fee  link  been  re-established? 
^It  went  haywire  during  the  war  owing  to  war  expendi- 
ture, but  the  broad  correspondence  has  been  observable 
again  in  fee  fifties. 

919.  I accept  feat,  as  a fact,  obviously ; but  it  is  not 

that  you  re-established  the  hnk,  and  that  gold  was  freely 
purchasable  in  London? ^No,  not  at  all. 

920.  Why  then  do  you  think  this  has  emerged?  For 
example,  if  you  look  at  1952  io  chart  II  in  the  Appendix, 
the  gold  reserves  were  at  the  bottom  point  in  1952,  and 
they  mounted  again  in  1954.  What  was  the  cause  for 
the  rise  in  fee  overseas  sterling  holdings  at  fee  same 
time?  Was  it  simply  feat  they  were  selling  a good  deal 

to  us  at  higher  prices,  or  what? ^There  will  be  a certain 

amount  of  confidence,  with  people  actually  holding  more 
sterling. 

921.  You  think  they  were  feeling  more  confident  and 
were  more  willing  to  hold  sterling  than  they  had  been? 
Certainly. 

922.  Mr.  Woodcock : There  have  been  a lot  of  questions 
asked  and  answered,  and  I am  beginning  to  be  doubtful 
if  several  feings  I have  assumed  have  not  been  questioned. 
Am  I light  in  thinking,  so  far  as  you  are  concerned, 
wife  exchange  oomtrol  and  fee  management  of  fee 
Exchange  Equalisation  Account,  that,  apart  from  any 
leaks  feat  may  occur  as  a result  of  doing  things  or  fee 
failure  to  do  things,  you  do  not  care  what  happens 

within  the  sterling  area? So  far  as  we  are  concerned 

with  exchange  control  and  the  Exchange  Equalisation 
Account,  we  are  not  concerned  wife  movements  to  the 
sterling  area. 

923.  If  there  are  no  leaks  because  of  mismanagement, 
or  failure  to  manage,  the  others  are  questions  of  high 
policy ; e.g.,  we  ought  to  prevent  capital  investment  in, 
say,  British  Guiana  in  order  to  maintain  it  here.  But  so 

far  as  control  is  concerned? Statutorily  the  scheduled 

territories  are  excluded  from  fee  control  and  we,  as 
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agents  for  tlie  exchange  control,  have  no  right  of  inter- 
ference at  all. 

924.  It  does  not  matter  to  you  whether  the  balance 
is  held  here,  or  held  under  the  name  of  Australia  or 
Great  Britain,  except  in  so  far  as  if  you  hold  it  under 
one  it  might  lead  to  fewer  leaks  than  it  would  'Under 

another? It  matters  to  us  in  the  sense  that  if  it  is 

held  iby  Australia  it  is  a potential  claim  on  resources. 

925.  That  is  the  only  point ; a potential  claim? ^Yes. 

926.  Professor  Cairncross'.  In  the  final  paragraph  of 
Paper  7 I notice  the  argument  is  in  terms  entirely  of 

liabilities ; you  are  spea^ng  in  terms  of  balances? 

We  are  speaking  in  terms  of  what  is  called  “overseas 
holdings  of  sterling  ”,  which  we  have  defined  in  the  middle 
of  'paragraph  2 of  Paper  11. 

927.  But  there  is  presumably  in  the  period  shown  in 

the  graph  another  movanent  which  is  left  rather  on  one 
side,  involving  the  reconstitution  of  our  overseas 
resources? Certainly. 

928.  That  is  of  some  considerable  dimension? 

Certainly. 

929.  ihe  contrast  you  are  drawing  between  assets  and 

liabilities  relates  entirely  to  the  short  end? Mr. 

Parsons : To  the  marketable  end,  not  necessary  the  short 
end. 

930.  Are  you  not  leaving  entirely  on  one  side  all  our 

investments  in  the  independent  sterling  area? Mr. 

Parsons : And  all  the  sterling  area’s  investments  in  the 
United  Kingdom,  which  is  the  other  side  of  the  picture. — 
Mr.  O’Brien:  You  mean  marketable  investments? 

931.  Portfolio  movements  are  left  entirely  out? Mr. 

Parsons : Only  on  one  side  ; portfolio  movements,  in  the 
sense  that  Australia  holds  gilt  edged  securities  as  part  of 
her  sterling  balances,  would  come  in.  ^t,  for  instance, 
U.K.  holdings  of  Canadian  equities  would  not  come  in. — 
Mr.  Cobbold:  As  far  as  Courtaulds  and  I.C.I.  have 
invested  and  so  on,  that  is  out. 

932.  Could  we  have  some  rough  figure  of  what  you 
think  the  total  of  external  investment  adds  up  to  over 
the  period  since  the  war  with  the  countervailing  elwnent? 

'May  I look  at  it  with  the  Treasury  and  see  what 

we  can  do?* 

933.  Chairman:  Would  you  clear  my  mind  as  to  the 
value  to  this  country  of  these  sterling  balances  which 
are  kept  on  current  account?  They  axe  money  lent  to 

us,  in  effect? ^Yes.  Let  me  make  it  clear  at  once,  I 

should  much  prefer  not  to  have  the  liability.  I do  not 
regard  them  as  valuable  in  the  sense  that  they  are  a 
liability,  and  I would  be  happier  without  them. 

934.  Tiiey  are  lent  to  us,  except  so  far  as  they  are 

kept  in  bank  balances  on  current  account? ^Yes.  Even 

so,  they  are  lent  to  the  system ; they  add  to  savings 
while  they  are  here,  in  effect.  So  far  as  they  are 
held  in  Treasury  Bills,  for  example,  the  Government  has 
to  borrow  less  on  Treasury  Bills  from  the  British  public. 

935.  We  pay  interest  for  the  privilege  of  having  them? 
Yes. 

936.  I suppose  they  are  aU  employed  in  the  short  term 
market?-; — ^Short,  or  very  near  short ; there  are  a certain 
number  in  gilt  edged  securities  of  one  sort  or  another. 

937.  So  we  cannot  regard  them  as  money  which  we 
have  'borrowed  f'Oi  anything  like  long  temi  investment 

in  fiiis  country? Only  to  the  extent  that  they  do  tend 

to  keep  fairly  stable  over  a period.  As  you  see  from 
these  tables,  they  have  gone  down  in  one  area  and  gone 
up  in  another  area,  'but  there  has  been  from  the  area 
as  a whole  an  approcximate  level  in  the  figure  of  sterling 
left  here. 

938.  Lord  Harcourt:  But  they  are  in  fact  all  current 

liabilities? ^They  are  all  current  liabilities. 

939.  Mr.  Jones:  Supposing  10  per  cent,  of  'this  credit 
were  realised  in  a year,  what  effect  would  that  have  on 

the  balance  of  payments? 'It  slightly  depends  how  it 

was  realised.  Take  the  extreme  cases,  to  explain  it:  if 
they  all  bought  Cadillacs  with  it,  then  it  would  draw 
down  so  much  of  our  dollar  reserves ; if  they  ^ bought 
Austins  with  it,  that  would  put  up  the  demand  and  price 
for  Austins  within  this  country  and  take  out  so  much 
of  the  available  materials  in  this  country.  You  cannot 
exactly  say  where  it  will  fall,  in  practice,  Of  course  it 
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would  fall  in  both  places,  'but  it  would  be  a charge  on 
our  resources  in  one  form  or  another,  whether  it  takes 
out  foreign  exchange  or  goods. 

940.  And  it  would  affect  our  balance  of  trade  and  pay- 
ments very  substantially? -Yes. 

941.  Professor  Sayers:  I was  a little  surprised  to  hear 
you  say  you  did  not  like  having  them.  Surely,  so  far 
as  they  are  banking  balances,  they  are  working  balances 
of  sterling  area  countries,  and  the  existence  of  these 
balances  is  just  a symptom  of  the  working  of  the  sterling 

area? 1 am  sorry,  I may  have  perhaps  got  that  a 

little  wrong.  'What  I meant  was  that  I did  not  like  the 
fact  that  we  have  inciured  a great  number  of  liabilities 
overseas,  and  I would  be  much  happier  if  we  had  not 
incurred  them.  That  goes  back  to  the  war  story.  I may 
have  used  the  wrong  phrase ; what  I meant  was  that  one 
never  likes  incurring  debt. 

942.  But  it  may  sometimes  pay  to  incur  debt,  and  this 
is  an  addition  to  our  usable  resources  now  as  compared 
with  what  we  should  have  if  all  these  balances  were 

drawn  down? ■!  did  not  say  ithat  I would  rather  see 

them  drawn  down  than  maintained.  If  I did,  that  is  not 
at  all  what  I meant.  "What  I said  was  that  they  are 
liabilities,  and,  if  it  had  been  possible  to  get  through  the 
last  twenty  years  without  having  created  those  liabilities, 
I should  be  very  much  happier. 

943.  We  are  agreed  that,  if  these  resources  had  not  been 
shot  away  during  the  war,  we  should  be  better  off.  There 

IS  nothing  more  to  it  than  'that? ^There  has  been  some 

investment  and  so  on  post-war,  but  that  is  the  fundamental 
reason  for  it. 

944.  It  is  that  which  you  were  regretting? ^That  was 

what  I was  regretting. 

945.  Mr.  Woodcock:  This  money  is  not  particularly 

hot? No,  on  balance  it  is  not.  It  has  proved  to  be 

fairly  stable  on  the  whole.  As  we  set  out  in  Paper  No.  11, 
it  has  been  drawn  down  pretty  heavily  in  one  or  two 
areas  and  counterbalanced  by  movements  in  other  areas. 
—Mr.  Parsons:  But  we  go  on  to  say  that  the  possibilities 
of  it  tending  to  decline  are  rather  more  real  now  than 
has  actuaEy  been  the  experience  in  the  last  few  years. 

946.  Sir  John  Woods:  And  there  you  point  out  quite 
rightly  that  there  has  been  a relative  stability,  if  you  take 
1951  and  1956  ; there  was  a very  nasty  drop,  £400  million 
or  thereabouts,  in  a period  of  loss  of  confidence  in  1952? 

Mr.  Cobbold:  Yes.  We  feel — ^and  I am  sure  the 

Treasury  witnesses  would  say  the  same  thing  j it  is 
primarily  their  business,  but  I am  sure  the  Treasury  minfl 
and  the  Bank  of  England  mind  are  the  same  on  this — 
that  this  potential  liability  is  one  of  the  things  that  must 
be  taken  into  account  in  framing  overaE  policy. 

947.  May  I just  see  if  you  agree  with  this ; if  there  arises 

a sense  of  crisis  and  a loss  of  confidence  in  sterling,  we 
cannot  rely  on  the  sterling  area  as  a whole  being  a sort 
of  buttress? think  that  is  a fair  statement. 

948.  Chairman:  Could  we  have  a look  at  Paper  No.  Ilf 
in  more  detail?  Are  there  any  questions  on  paragraph  1? 
Paragraph  2? — Professor  Cairncross:  Have  you  any  idea 
what  the  total  float  is  in  commercial  transactions  with 
other  countries?  You  refer  to  it  in  paragraphs  2 and  3. 
1 would  not  like  to  give  a figure  on  that. 

949.  I put  it  this  way : have  we  any  conception  of  what 
the  maximum  swing  is  due  to  delay  in  payment  or 

acceleration  of  payment? 'Afr.  Mynors:  I think  we 

are  not  much  better  off  on  that  than  taking  .trade  figures 
from  the  countries  concerned,  seeing  what  their  monthly 
turnover  is,  and  saying  there  was,  say,  a swing  of  two 
months’  'trade.  That  is  the  only  sort  of  way.— Mr. 
Parsons : I discussed  this  question  in  Germany  with  two 
extremely  well  qualified  people  who  had  aU  the  figures 
available  independently,  and  one  was  twice  the  size  of  the 
other,  which  is  a demonstration  of  how  difficult  it  is  to 
arrive  at  any  6gare.— Professor  Cairncross:  It  might  still 
help  us  if  we  bad  any  idea  of  what  the  figure  was,  even 
within  that  limit. 

950.  Chairman:  Paragraph  3?  P^agraph  4?  Para- 
graph 5?— 5i>  Reginald  Verdan  Smith:  On  the  last 
sentence  of  paragraph  5 : “ It  is  not  from  these  quarters 
that  further  major  and  continuing  problems  are  most  likely 
to  arise  ”,  I was  very  glad  to  see  such  a confident  state- 
meH't.  I do  not  think  I fully  understand  the  nature  of 
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the  debtor  position  of  the  U.K.  in  the  E.P.U.,  to  under- 
stand reliably  how  this  indebtedness  can  be  paid  off  by 
consolidation  agreements.  Perhaps  this  is  just  a question 

of  fact? Mr.  Parsons:  The  EP.U.  question  is  very 

simply  that  under  the  credit  system  in  E.P.U.  we  have 
overall  taken  a substantial  amount  of  credit.  That  has 
from  time  to  time  been  consolidated  wiffi  the  main  credi- 
tors in  the  system  on  an  approximately  four  to  eight  year 
basis,  varying  from  country  to  country,  and  we  now 
have  an  annual  obligation  to  ±ose  countries  to  pay  off. 
As  regards  the  other  figime  that  is  mentioned  here,  that 
really  constitutes  the  main  working  balances  in  sterling 
of  countries  which  use  sterling  very  largely  for  inter- 
national payments.  Merely  as  a general  impression  we 
have  the  feeling  that  short  of  a major  crisis  this  is  the 
kind  of  balance  &at  they  need  in  order  to  continue  to 
finance  themselves  in  sterling  for  i&eir  current  trade. 

951.  It  mi^t  be  a secondary  problem  to  us  if  some 

other  disturbance  arose,  but  not  primary? -In  a crisis, 

of  course,  even  these  sorts  of  balances  can  show  a large 
movement.  On  the  other  hand  it  is  interesting  to  take 
this  example  of  what  happened  last  time  there  was  a 
serious  problem.  * 

952.  Professor  Cairncross:  Is  there  any  tendency  to 
finance  trade  in  deutschmarks?  Any  movement  ovct  to 

the  deutschmark  from  the  pound? should  say,  takii^ 

this  current  position  with,  say,  five  years  ago,  ±ere  is 
more  trade  financed  in  deutschmarks  now  than  there  was. 

953.  Then  ;there  is  more  German  trade,  Is  there  more 

trade  financed  in  deutschmarks  in  pro.portion  than  theare 
was? More  in  proportion,  possibly. 

954.  But  nothing  very  striking? Mr.  Cobbold: 

Mostly  for  German  trade ; as  between  two  third  parties, 
not  very  much,  I should  say. 

955.  Chairman : Paragraph  6?  Paragraph  7?  Paragraph 

8?  Paragraph  9?  Paragraph  iohn  Woods: 

In  paragraph  10  you  say  “ The  growth  in  Colonial  sterling 
holdings  had  virtoally  come  to  a halt  in  1956  ”.  Is  there 
any  special  reason  for  that? Mr.  Parsons:  One  sub- 

stantial reason  is  possibly  the  change  in  the  trend  of  com- 
modity prices,  wiuch  has  played  quite  an  important  part, 
I thiii,  in  halting  this  movement  upwards  in  colonial 
balances. 

956.  Chairman:  Ale  paragraphs  11,  12  and  13  the 

reasons  for  what  has  been  said  before? ^They  are,  I 

think,  more  the  reasons  as  to  why  they  may  tend  the 
other  way.  The  major  reasons  I think  are : .the  fact  that 
commodity  prices  have  ceased  on  the  whole  to  go  up  with 
the  speed  iey  have  been ; and  secondly,  I think,  that 
independence  has  meant  possibly  a slowing  down  of  the 
movement  of  sterling  balances  to  certain  territories  for 
capital  purposes. 

957.  Sir' John  Woods:  So  far  as  it  reflects  commodity 

prices  it  can  be  a temporary  position? Surely. 

958.  Chairman : Are  there  any  questions  on  paragraphs 
11,  12,  13  and  14,  or  15?  Would  it  be  realistic  to  suppose 
that  these  oil  territories  also  invest  a good  deal  in  dollars 

or  gold? Mr.  Cobbold:  I should  say  the  ones  which 

have  gone  up  quickest  are  mostly  in  sterling. 

959.  By  “gone  up  quickest”  you  mean? Mr. 

Cobbold:  Their  total  reserves  have  gone  up  quickest. — 
Mr.  Parsons : On  the  whole  I think  it  is  fair  to  say  that 
the  oil  territories  in  the  sterling  area,  which  are  the  major 
oil  territories  holding  sterling,  have  not  got  large  dollar 
resources  as  well. 

960.  Professor  Cairncross:  Are  these  countries  that 
have  large  current  sterling  deficits,  or  large  dollar  deficits, 

to  meet  from  year  to  year? Mr.  Cobbold:  Some  of 

them  are  countries  which  have,  except  by  rafter  ar^cial 
development  programmes,  got  very  little  deficit  to  meet. 
On  present  figures  these  are  bound  to  mount  up  pretty 
heavEy. 

961.  It  is  an  important  contingent  liability,  because  these 
are  countries  which  might  one  day  want  to  transfer  some 
of  their  money  elsewhere,  and  the  negotiations  to  which 
you  referred  in  dealing  with  fte  independent  sterling  area 
might  assume  a different  character  in  dealing  with  these 
countries.  I think  the  issue  would  be  in  part  whether  they 
have  large  dollar  payments  to  make.  Do  ftey  make  use 

of  dollars  at  all? The  majority  of  these  countries  do 

not  necessarfiy  have  large  dollar  payments  to  make. 


962.  Chairman : Are  there  any  more  questions  on  para- 
graph 15?  Paragraphs  16,  17,  18? — Professor  Sayers: 
In  paragraph  18,  Mr.  Chairman,  I am  wondering  about 
fte  first  sentence : “ There  would  also  be  important  market 
consequences  ”.  I have  difficulty  in  seeing  that  this  market 
problem  is  an  additional  problem.  K the  sterling  balances 
are  down,  that  means  that  we  have  a favourable  balance 
of  trade.  Provided  that  fte  gold  and  dollar  reserves  are 
held  stable,  fte  running  down  of  fte  sterling  balances  has 
as  its  counterpar.t  a favourable  balance  of  trade  ; otherwise 

the  balances  do  not  run  down.  Do  you  agree? Mr. 

Mynors : We  follow  that  far,  I ftink. 

963.  Professor  Sayers : 'If  we  have  a favourable  balance 
of  trade,  ftat  on  the  face  of  it  means  that  people  at  home 
are  spending  that  much  less  of  their  incomes,  either  on 
consumption  or  on  additions  to  our  capital  equipment ; 

is  that  so? They  are  getting  less  for  what  they  spend. 

Are  ftey  spending  less,  I wonder,  to  an  equal  extent? 

964.  Yes,  ftat  is  a point.  I was  thinking  that  fte 
favourable  balance  of  trade  would  imply  an  increased 
capacity  of  fte  home  market  to  take  up  Government 

securities  of  one  kind  or  another,  short  or  long? ^Not 

if  you  got  (this  is  very  hypothetical,  I admit)  the  home 
resources  released  to  give  you  these  exports  replaced  in 
order  to  meet  continuing  home  demand  by  increased 
imports. 

965.  But  you  are  not  having  fte  increased  imports,  or 

your  sterling  balances  are  not  going  down? Mr. 

Mynors:  You  are  assuming  of  course  ftat  the  reserves 
remain  unaffected? — Professor  Sayers:  Yes.  If  you  solve 
the  'balance  of  pajTnents  problem  you  have  not  a market 
problem  for  yoin  gilt-edged  in  addition,  have  you? — -Mr. 
Cobbold : >If  we  solve  the  all-over  balance  of  payments 
problem ; it  rests  on  ftat. 

966.  Chairman : I do  not  folloiw  the  argument  ft  para- 
graph 18,  ftat  it  becomes  more  difficult  to  maintain  market 
floating  debt  within  manageable  limits.  What  we  are 
envisaging,  as  I understand  it,  is  ftat  there  is  a realisation 
of  overseas  holdings  here  by  the  holders  letting  Treasury 
Bills  run  off,  or  else  by  selling  their  gilt-edged  securities, 
and  taking  the  money.  If  ftey  let  Treasury  Bills  run  off, 
why  does  it  make  maintaining  market  floating  debt  within 

manageable  limits  more  difficult? Mr.  Cobbold: 

Broadly  because  they  have  to  get  fte  banks  to  buy  them. — 
Mr.  O'Brien : It  implies  too  that  fte  market  is  so  bad  for 
long  term  securities  'that  you  csould  not  replace  Treasury 
Bills  by  funding  into  long  term  securities. 

967.  Professor  Cairncross : I ftink  there  are  'tjwo  differ- 
ent hypotheses  here.  If  you  were  to  assume  that  fte 
withdrawal  of  these  balances  simply  fell  on  reserves,  then 
all  that  would  happen  would  be  the  sale  of  some  Treasury 
Bills  which  would  be  purchased  by  the  Exchange  Equdisa- 
tion  Account,  and  there  would  not  be  this  effect.  If  on  fte 
other  hand  what  we  are  assuming  is  that  some  change 
takes  place  in  saving  and  investment  inside  the  country,  it 
is  very  difficult  to  predict  ft  advance  what  distribution 
of  maturities  would  match  the  new  distribution  of  holdings 
of  cash.  It  mi^t  become  more  difficult,  but  I can  con- 
ceive of  circumstances  ft  which  fte  floating  debt  would 

be  the  least  of  your  problems? 1 think  there  is  a prima 

facie  probability  if  they  were  selling  Treasury  Bills  on  a 
large  scale  we  should  have  a problem,  at  any  rate  for  a 
time,  to  replace  .those  Treasury  Bills,  or,  if  ftey  were  selling 
gilt-edged  securities,  to  find  new  holders. 

968.  It  was  ft  my  mind  that  a large  scale  withdrawal  ■of 

these  .balances  might  oblige  fte  Government  to  take  action 
through  the  Budget.  'If  ftey  took  action  through  the 
Budget  that  would  mean  some  intervention  into  fte  gilt- 
edged  market  to  redeem  debt.  The  effects  are  very  difficult 
to  predict,  but  I would  have  thou^t  it  impossible  to  be 
quite  as  precise  as  ft  paragraph  18? Yes. 

969.  Professor  Sayers : The  market  problem  of  dealing 
with  the  Government  debt  and  the  balance  of  payments 
problem  are  two  facets  of  the  same  basic  problem,  the 
running  down  of  sterling  balances.  There  is  no  additional 
strain  from  fte  second  problem : if  you  pay  up  sterling 
balances,  you  do  not  have  the  market  problem  at  home, 

Is  ftat  not  so? Mr.  Mynors:  Perhaps  it  is  misleading 

if  we  have  suggested  that  there  are  two  quite  separable 
problems.  Perhaps  it  would  have  been  fairer  to  say  that 
this  first  presents  itself  as  an  important  market  problem 
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I think  we  had  in  mind  in  drafting  this  paragraph  that  the 
immediate  impact  on  our  side,  if  they  begin  to  drop,  say,  by 
a steady  £5  million  a week,  is  that  we  get  a £5  million  a 
week  reduction  in  this  corpus  of  Treasury  bills  which  up 
to  then  have  been  fairly  firmly  held. 

970.  Chairman : And  your  problem  on  that  point  is  to 

find  new  firm  holders? ^Yes,  if  only  for  the  time  being 

while  the  general  remedial  measures,  wMch  mean  that  in 
the  end  you  can  take  the  general  effect  satisfactorily,  are 
being  worked  out.  It  may  require,  as  Professor  Caimcross 


was  just  saying,  budgetary  measures,  but  they,  as  we  know, 
take  perhaps  months  to  cake  effect. 

971.  Professor  Sayers'.  But  during  the  time  lag  your 
gold  reserves  would  have  been  running  down? Prob- 

ably.— Mr.  Cobbold:  Not  necessarily  to  the  same  extent 
as  balances  were  going  down.  I think  perhaps  we  should 
have  said  “ There  is  also  a market  aspect  of  this  problem  ”. 

Chairman : Are  there  any  more  questions  on  paragraph 
18  or  19?  Then  I think  that  brings  us  to  the  end  of  our 
programme  today.  Thank  you,  Mr.  Governor. 


(Adjourned  until  Tuesday,  lOfft  September,  1957,  at  10.30  a.m.) 
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972.  Chairman:  Sir  Roger,  we  have  got  five  papers 
from  you,  which  we  are  taking  as  paiit  of  the  evidence 
toda.y  and  tomOTrow  momiing.  We  have  also  got  a last 
of  tides  of  what  amount  io  10  papers  altogether.  It  is 
always  rather  difBoult,  until  you  have  seen  .the  content  of 
a paper,  to  see  how  far  it  goes.  We  have  aU  been  reading 
these  .papers  wbioh  we  have  got  doiwn  on  the  agenda 
today,  and  I think  one  of  the  difflculties  'thait  is  fairly 
common  to  us  is  that  it  is  not  easy  to  racplore  very 
far  such  papers  as  those  on  Exchequer  Management  and 
the  Financing  of  Public  hivestment,  so  far  as  they  remain 
purely  analytical.  One  wants,  of  course,  to  be  able  to 
relate  diem,  and  (the  events  that  they  record  ^d  the 
analysis  which  they  make,  which  is  very  valuable  as  a back- 
ground, to  the  policy  diat  was  being  pursued,  in  order 
to  get  some  idea  as  to  how  far  policy  decisions  taken  have 
been  implemented  by  results.  Some  o.f  that,  no  doubt— I 
hope  much  of  it — ^will  be  covered  by  your  Paper  6,  which 
we  have  not  yet  got,  that  is,  the  History  of  Monetary 

Measures  since  1951? Sir  Roger  Makins:  Yes.  It  is 

now  called  Monetary  Policy  and  the  Co-ntrol  of  Econo.mic 
Conditions,  and  it  is  a fairly  substantial  paper.  It  will, 
I think,  or  at  least  I hope,  give  you  the  Vitid  of  material 
which  you  require  for  the  wider  aspects  of  your  inquiry. 

973.  I have  a feeling  that  it  might  help  you  and  help  us 
if,  even  at  as  early  a srtage  as  this,  some  ^ us  put  to  you  in 
a general  way  die  kind  of  questions  which  we  feel  we  must 
follow  up,  and  which  we  would  like  .to  see,  as  far  as 
possible,  dealt  with  in  advance  by  (that  or  any  othCT 
supplementary  papa-.  So  J .think  tiha(t,  if  one  or  two  of 
OUT  members  started  now  Iby  outhning  the  kind  of  ques- 
tions which  they  think  wiU  arise,  it  would  help  to  shape 

your  evidence? ^Yes,  I fthinV  it  would.  May  I ask 

leave,  .before  we  be^,  to  make  a .purely  gmerad  state- 
ment abcniit  our  position,  and  how  we  'are  laid  out  to 
assist  you? 

974.  Yes ; perhaps  you  would  make  it  at  this  stage 

and  we  could  follow  it  up? 'In  (the  fest  place,  Mr. 

Chairman,  I wish  to  say,  on  behalf  of  the  Treasury, 
that  we  welcome  the  opportunity  to  collaborate  with  this 
Corainittee  on  .the  important  and,  I must  say  as  far  as 
I personally  am  concerned,  very  difficult  subject  of  die 
monetary  and  credit  system.  We  have  suib^tted  five 
papers  to  you,  which  are  on  your  agenda.  We  shall  be  sub- 
mitting further  papers  to  you  and  we  are,  of  course,  ready 
to  provide  you  with  any  additional  material  which  you  may 
consider  to  be  relevant  to  your  inquiry.  I mi^t  say  here 
that  we  have  almost  ready,  and  wiH  circulate  wthin  a 
few  daj^,  a fairly  substantial  paper  on  Monetary  Polky 
and  the  Control  H3f  Economic  Conditions  (that  is  the  one 
to  which  I have  just  referred).  We  shall  also  submit  in 
particular  a .paper  on  Debt  Management. 

It  will,  perhaps,  .be  of  help  to  (the  membeffs  of  the 
Committee  (if  I touch  vwy  briefly  on  the  pa(rt  which  the 
Treasury  plays  in  the  conduct  <k  monetary  policy.  There 
30S0O 


is  a distinction  here  between  policy  and  operations.  In 
the  broad  field  of  monetary  pi^cy  the  respO(nsibility  for 
decisions  belongs  to  ithe  Treasiuy  within  the  Govramnent. 
The  Chancellor  is  the  responsible  Minister,  the  Treasury 
is  his  Depantment,  and  .the  Treasury  Mincers  have  the 
task  of  defending  and  accounting  for  the  policy  to  Parlia- 
luent  and  to  the  oomutty.  But  tlat  is  (not  to  say  that  the 
Treasury  alone  formulates  poUcy ; on  the  contrary,  policy 
advice  is  cootmually  forthcoming  from,  the  Bank  of 
England  and  from  other  bodies  with,  functions  in  the 
monetary  system.  But  the  ultimiate  decdsioDs  rest  with 
the  Treasury. 

Apart  from  wtet  may  loosely  be  called  the  field  of 
strategy,  the  mam  function  of  the  Treasury  is  to  take 
what  one  might  call  the  principal  tactical  decisions  which 
govern  monetary  operations.  For  examine,  in  the  field 
of  debt  (mana^anent  the  Treasury  sets  the  amounts  and 
terms  of  new  loans,  it  fixes  the  interest  nates  for  lending 
to  EKhequer  customers  or  to  local  autho(ri4ies  under  the 
Public  Works  Loan  Board,  and  (it  issues  general  guidalice 
on  the  control  of  borrowing  to  (the  Oapotal  Issues  Com- 
mittee. But  generally  speaking  the  Treasury  does  not 
Ftself  conduct  operations.  Bor  example^  in  recent  years 
it  has  been  the  policy  to  fund;  within  that  policy  the 
Treasury  (t^es  certain,  types  of  decisions,  for  instance, 
as  I have  just  ^d,  on  amounts  and  .the  .te(nns  of 
new  loans,  but  it  does  not  participate  in  funding  opera- 
tions. Market  operations  are  performed  .by  the  Bank  of 
England,  .the  management  ctf  small  savings  securities  by 
the  General  Post  Office,  of  local  auSthornties’  loans  by 
the  Public  Works  Loan  Board,  and  so  cm.  But  in  one 
respect  the  Treasury  does  operate;  it  mainages  the 
^chequer.  This  is  not  striotiy  a nKmetaiy  function,  but 
it  is  closely  linked  with  moneitary  operatioas  because  of 
the  effect  on  the  money  supply.  Therefore,  the  Treasury 
has  submitted  the  paper  on  Exchequer  .Management,  and 
on  the  detailed  figures  for  the  flow  of  money  in  and  out 
of  the  Exchequer  over  the  past  five  years. 

I have  referred  to  the  other  'bodies  with  executive 
functions  in  the  monetary  system.  I would  like,  if  I 
may,  to  say  a few  words  about  the  relations  of  the 
Treasury  with  them.  Much  the  most  important  is,  of 
course,  the  relationship  with  the  Bank  of  England  This 
r«ts  .formally  on  the  Bank  Act  of  1946,  the  provisions 
of  which  are,  of  course,  familiar  to  you ; but  in  practice 
the  relationship  between  the  Treasury  and  the  Bank  is 
necessarily  very  closely  knit.  From  one  point  of  view 
it  is  that  of  customer  and  banker.  The  Bank  of  England 
holds  the  Government  accounts,  acts  as  the  agent  of  the 
Treasury  in  a great  many  operations,  and  gives  it  advice 
on  monetary  policy,  both  domestic  and  external.  There 
is,  of  course,  a good  deal  of  division  of  labour  between 
the  Treasury  and  the  Bank.  For  example,  in  broad 
terms  the  Treasury  looks  after  the  public  debt,  and  the 
Bank  looks  after  the  money  market.  In  most  matters 
the  final  authority  rests  with  the  Treasury,  though  this 

E 't 
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is  not  formally  the  case  with  the  movement  of  the  Bank 
Rate ; this  is  the  Bank’s  decision,  taken,  in  practice,  after 
consultation  with  the  Chancellor  of  the  Exchequer  and 
with  his  approval.  This  relationship,  and  the  respon- 
sibilities to  which  it  gives  rise,  call  for  close  and  con- 
tinual contact  and  co-operation  between  the  Treasury  and 
the  Bai±,  and  this,  in  my  brief  experience,  has  been 
the  rule  at  all  levels  in  both  organisations. 

Then  there  is  the  Capital  Issues  Committee,  on  which 
a separate  paper  is  before  you.  The  Post  Office  manages 
small  savings  securities  under  Treasury  regulations,  and 
the  terms  of  the  securities  are  fixed  by  the  Treasury. 
Then  there  is  the  Public  Works  Loan  Board.  Tim  is  an 
independent  body  appointed  by  the  Crown,  with  dis- 
cretionary powers  to  make  loans  to  local  authorities  and 
some  other  bodies.  Apart  from  appointments  to  the 
Board,  the  Treasury  relationship  with  tiie  Board  is  three- 
fold ; first  of  all  it  supplies  the  money  they  lend,  since  they 
draw  on  the  Local  Loans  Fund  and  any  new  resources 
required  for  this  Fund  are  supplied  by  the  Exchequer  ; 
secondly,  the  Treasury  fixes  the  rates  of  interest  and 
charges  paid  by  the  borrowers ; and,  thirdly,  the  Board’s 
general  lending  policy  is  the  subject  of  arrangements  made 
from  time  to  time  between  the  Board  and  the  Treasury. 
A notable  example  of  such  an  arrangement  was  the 
Chancellor’s  request  to  the  Board  in  the  Budget  speech 
of  the  26th  October,  1955,  to  put  applicants  on  inquiry 
as  to  their  ability  to  raise  their  requirements  in  the 
market,  before  granting  any  Exchequer  advances. 

Then  there  are  the  National  Debt  Commissioners. 
They  have  responsibilities  defined  by  statute  for  regulating 
the  Trustee  Savings  Banks  and  for  managing  a number 
of  official  funds,  the  most  important  being  the  Savings 
Banks  Funds  and  the  National  Insurance  Funds.  The 
day-to-day  responsibility  for  the  work  is  exercised  by  the 
Comptroller-General  of  the  office.  The  three  active  Com- 
missioners are  the  Chancellor  of  the  Exchequer  and  the 
Governor  and  Deputy  Governor  of  the  Bank  of  England. 
The  others  are  purely  ex  officio,  and  the  Commission  has 
not,  in  fact,  met  since  1860. 

I should  also  say  a word  about  the  relations  between 
the  Treasury  and  other  Government  Departments.  Since 
1948,  when  Sir  Stafford  Cripps  combined  the  functions 
of  Chancellor  of  the  Exchequer  with  that  of  Minister 
for  Co-ordination  of  Economic  Affairs,  the  Chancellor 
and,  therefore  the  Treasury  has  had,  in  addition  to  the 
normal  exercise  of  Treasury  control  through  supply,  the 
^al  responsibility  for  general  economic  policy.  This 
is  marked  by  the  fact,  among  others,  that  the  Joint 
Permanent  Secretary  desffing  with  economic  and  financial 
policy — ^that  is  at  present  myself — is  Chairman  of  the 
Economic  Steering  Committee,  which  consists  of  the 
Permanent  Secretaries  of  the  Departments  directly  con- 
cerned with  economic  affairs.  Under  the  Economic 
Steering  Committee  there  are  a number  of  inter- 
departmental sub-committees,  most  but  not  all  of  which 
have  Treasury  Chairmen.  The  Treasury  is  the  regular 
channel  of  communication  between  other  Departments 
and  the  Bank  of  England,  which,  however,  is  separately 
represented  on  the  appropriate  official  sub-committees  and 
participates  in  this  way  in  the  formulation  of  policy 
recommendations  to  the  Economic  Steering  Committee  and 
to  Ministers.  This  official  mechanism  of  co-ordination 
is,  of  course,  supplemented  by  less  formal  contact. 

Finally,  one  word  about  the  internal  organisation  of 
the  Treasury.  As  Joint  Permanent  Secretary  I am  respon- 
sible under  the  Chancellor  of  the  Exchequer  for  economic 
and  financial  policy,  internal  and  eclemal.  T^ee  of  the 
main  Treasury  divisions  are  concerned  with  this  field,  the 
Economic  Section,  the  Home  Finance  division  and  the 
Overseas  Finance  division,  and  the  team  of  witnesses  will 
be  disposed  accordingly.  Sir  Robert  Hall  is  here  today 
as  the  Economic  Adviser  to  Her  Majesty’s  Government 
and  Dkector  of  the  Economic  Section  of  the  Treasury,  and 
bis  long  experience  is  at  your  disposal,  particularly  when 
you  have  questions  to  ask  about  monetary  policy  and  the 
control  of  economic  conditions.  The  other  Treasury 
witness  here  today  is  Sir  Edmund  Compton,  the  Third 
Secretary  immediately,  responsible  for  the  Home  Finance 
division.  He  will  answer  your  detailed  questions  about  file 
Treasury’s  functions  with  regard  to  tte  Exchequer  and 
ffie  national  debt,  the  currency,  and  the  control  of  borrow- 
ing and  credit,  Sir  Leslie  Rowan  is  the  Second  Secretary 
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in  direct  charge  of  questions  of  extern^  fin^ce.  He  is 
not  here  today,  but  he  will  be  available  to  give  evidence 
to  you  in  all  those  parts  of  bis  work  which  are  relevant 
to  your  inquiry.  I myself  am  cast  in  the  rdk  of  principal 
witness  for  the  Treasury,  but  it  will  be  within  your  know- 
ledge that  I was  transferred  to  the  Treasury  from  other 
spheres  of  official  activity  on  the  15th  October  last,  and 
that  I have  had  responsibility  in  the  Treasury  only  since 
that  date.  You  may  find  it  more  profitable,  therefore, 
Mr.  Chairman,  to  address  questions  on  matte's  of  fact 
and  policy  arising  prior  to  that  date  primarily  to  my 
colleagjues  who  will  be  able  to  answer  them  from  direct 
practical  experience,  rather  than  from  the  fruits  of 
research.  That  is  all  I want  to  say  by  way  of  introduction. 

975.  Thank  you.  There  is  one  thing  which  is  in  my 
mind.  I followed  what  you  said  about  you  yourself 
having  only  recently  arrived  at  this  partictilar  point  of 
your  career,  and  we  have  Sir  Robert  Hall,  as  you  say, 
to  deal  with  economic  theory  and  monetary  policy,  and 
of  course  you  will  arrange  between  yourselves  as  to  who 
answers  what,  but  are  we  going  to  find  from  you  in 
your  papers  an  exposition  of  the  full  purpose  of  monetary 
policy,  as  understood  in  your  central  department,  and 
the  relation  of  that  to  the  events  that  have  hapi»ned ; 
because  questions  are  bound  continually  to  be  directed 

towards  that? That  is  the  subject  of  the  paper  to  which 

I have  just  referred.  Perhaps  you  would  wait  and  see  that. 

I hope  you  will  find  it  adequate,  at  all  events  as  a starting 
point  for  your  questions. 

976.  Professor  Cdrncross:  I take  k you  are  going  to 
provide  us  with  some  analysis  of  inflation,  as  you  under- 
stand it,  and  of  the  various  factors  that  have  contributed 

to  it  over  the  past  five  years? •Whether  it  will  be 

fully  adequate  to  cover  aU  that  yon  require,  I cannot  really 
say  at  this  moment,  but  it  is  intended  to  be  comprehensive. 

977.  Sir  John  Woods:  Would  it  be  comprehensive, 
equally,  in  the  sense  that  it  will  relate  the  external  financial 
and  economic  problems  to  the  central  monetary  policy? 
On  the  list  of  papers  today  there  is  nothing  about  the 
extemM  side:  balance  of  payments  questions,  and  so 
on?/— It  will  be  of  assistance  to  us  to  know  precisely 
what  you  will  require  on  the  external  side.  I understand 
that  the  Bank  of  England  has  submitted  certain  papers 
to  you  covering  the  external  side,  and  I think  it  would 
be  hel-pfal  to  us  to  know  what  further  complementary 
or  additional  papers  you  would  require  from  us. 

978.  I do  not  think  I am  prepared  today  to  ^ve  a 

lecture  as  to  what  I would  like  to  see  on  that ; as  far 
as  I am  concerned  I will  wait  for  Paper  6 and  see  what 
questions  then  arise.  But  I think  it  is  an  important  side 
of  ffie  inquiry? entirely  agree. 

979.  Professor  Sayers:  Might  I illustrate  a point  that 
would  arise  in  that  connection?  It  would  be  very  im- 
portant I think,  for  us  to  know  how  far  external  con- 
siderations have  influenced  interest  rate  policy  daring 
the  past  five  years,  and  how  fax  the  Treasury  considers 
now,  in  1957,  that  external  considerations  affect  interest 
rate  policy,  and  in  what  ways  interest  rate  policy  should 
be  governed  by  external  considerations? — —Sir  Robert 
Hall : If  I could  touch  on  that,  the  paper  does  discuss  the 
considerations  in  the  external  field  which  were  present 
when  various  changes  were  made.  It  does  not  go  in  any 
great  detail  into  the  external  side  at  present,  but  there  is 
some  indication  along  the  lines  that  you  suggested.  I do 
not  think  if  answers  the  question  as  to  this  moment  in 
time. 

980.  Would  that  be  a sufficient  indication  to  give  us  a 

basis  for  questions? 'think  so.  I do  not  like  to 

anticipate  your  marking  of  the  paper. 

981.  Chairman : Of  course,  I am  not  putting  these  ques- 
tions on  the  basis  that  I expect  any  paper  is  going  to 
close  the  matter  for  us,  'but  I think  it  does  help  you  if  we 
indicate  to  you  the  kind  of  things  which,  progressively  over 
the  months  ahead,  we  shall  want  to  explore  and  go  into 

with  you? ^If  I could  just  amplify  what  Sir  Roger  said 

in  reply  to  Professor  Caimcross,  the  paper  deals  much 
more  with  the  balance  of  supply  and  demand  than  with 
cost  inflation.  The  Government’s  view  has  been  that  the 
wage  question  is  a somewhat  separate  question  from  the 
question  of  demand  inflation. 

982.  Professor  Caimcross:  I think  I should  put  this 
rather  strongly  to  you:  we  have  been  asked  to  exclude 
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exchange  rates  on  the  one  side,  and  it  is  natural  to  suppose 
we  should  exclude  discussion  of  wage  policy  on  the  other 
side ; but  at  the  same  time  any  monetary  policy  must  be 
conceived  in  terms  that  seek  to  reconcile  different  ob- 
jTCtives  that  may,  in  fact,  not  be  capable  of  reconciliation. 
K we  are  trying  to  decide  what  has,  in  fact,  dominated 
things,  we  are  bound  to  look  both  at  what  has  happened 
elsewhere  in  the  world,  and  at  what  has  happened  to 
wages,  because  these  various  strands  in  economic  and 
mraetary  policy  are  all  intertwined  and  it  is  extremely 
mfficult  to  disentangle  them.  I was  hoping,  therefore, 
that,  although  you  might  not  wish  to  plunge  too  deeply 
into  matters  that  are  not  within  our  immediate  purview 
you  would  say  something  about  the  emphasis  that  you 
would  wish  to  place  on  the  demand  element  in  infiation, 
as  opposed  to  other  elements,  and  on  the  freedom  with 
whmh  monetary  policy  in  ffiis  country  could  be  conducted, 
without  regard  to  events  in  other  countries.  If  we  were 
for  instance,  considering  the  problem  as  it  presented  itself 
a generation  ago,  we  would  clearly  have  started  from  the 
supposition  that  the  exchange  rate  was  fixed,  but  we  would 
rwoguise  that  that  placed  on  the  monetary  authorities 
obligations  of  a kind  which  nowadays  are  not  always  in 

theforefront  of  policy? ^The  paper  deals  with  monetary 

policy  in  relation  to  the  balance  of  payments  surplus,  and 
touches  on  the  capital  aspects,  which  are  the  two  main 
elements  concerned.  On  the  other  question,  as  you  .say 
there  have  been  several  elements  which  have  been  diffi- 
cult to  reconcile,  and  the  paper  broadly  takes  the  view  set 
out  in  the  White  Paper  last  year  about  the  implications  of 
full  employment. 

983.  PCThaps,  since  the  paper  is  not  before  us,  but  you 
may  wish  to  make  additions,  I might  amplify  in  one 
direction  what  I have  said.  I take  it  that  you  would 
regard  monetary  policy  as  operating  largely  on  short 
rates  of  interest,  rather  than  on  long  rates  of  interest 
I should  be  interest^  to  know  whether  the  operations 
that  are  conducted  in  the  field  of  monetary  policy  are 
designed  to  influence  long-term  investment,  for  instance 
or  whether  you  expect  them  to  operate  exclusively  on 
liquidity,  on  stocks,  demand  as  it  arises  through  Bank 
lending,  and  matters  of  that  kind,  because  it  would  be 
very  easy  to  discuss  monetary  policy  as  if  the  short 
and  long  rates  both  moved  together,  and  operations  at 
one  end  of  the  market  were  successful  in  producing 
effects  at  the  other.  I am  not  sure  how  far  you  enter 
into  all  these  matters?-; — -We  take  the  view  that  the  com- 
plex of  interest  rates  is  linked  and  that  monetary  policy 
has  some  effect  on  long  rates.  Therefore,  it  is  partly 
designed  to  influence  fixed  investment,  as  well  as  invest- 
ment in  stocks. 

984.  Professor  Sayers:  Given  the  weight  of  the 

National  Debt,  the  nature  of  the  relationship  between 
short  and  long  rates  is  very  much  bound  up  with  debt 
management.  Is  your  paper  going  tborougffiy  into  the 
general  principles  to  which  the  Treasury  has  regard  in 

the  management  of  the  National  Debt? Sir  Edmund 

Compton : That  paper  will  not  be  ready  for  some  little 
time  yet,  but  it  should  cover  that. 

985.  Chairman:  I have  searched  for  an  indication  of 
the  freedom  of  manoeuvre  for  monetary  policy  since 
1945,  in  the  world  in  which  we  have  lived ; because,  if 
one  were  asked  to  consider  the  system  and  make  recom- 
mendations, one  would  find  it  very  difficult  to  do  so 
unless  one  had  an  idea  as  to  how  free  the  authorities 
would  be,  in  any  case,  to  bring  about  results.  If  they 
are  not  free  to  a large  extent,  it  may  be  because  of 
circumstances  which  are  unavoidable,  or  because  of  insti- 
tutions which  produce  certain  results,  and  which  could 
be  altered.  Shall  we  be  getting  light  upon  the  freedom 

of  manoeuvre? Sir  Roger  Makins:  Yes,  you  will.  At 

all  events,  we  shall  expose  enough  of  the  objectives  and 
of  the  instruments  that  have  been  used,  illustrated  by 
what  has  actually  happened  in  the  last  five  years,  to 
give  you,  I think,  a sufficient  jumping-off  ground  for 
whatever  further  aspects  of  the  general  problem  you  wish 
to  explore. 

986.  Mr.  Jones : In  the  field  of  capital  investment,  will 
the  Treasury  have  anything  to  say  in  their  papers  about 
that  aspect  of  investment  that  does  not  depend  upon 
raising  money  through  the  banks,  or  by  new  issues, 
where  there  is  money  to  undertake  the  capital  develop- 
ment and  where  the  capital  development  is  of  lesser 
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importance  to  the  economy  of  the  country?  Will  you 
be  saying  anything  about  that  and  about  the  effect  of 

such  a situation  upon  inflation? 1 do  not  know 

whether  that  point  is  directly  covered  in  this  paper,  but 
perhaps  you  would  see  the  paper  and  then  it  would  be 
easier  to  say  whether  it  leads  on  to  precisdy  the  point 
which  you  wish  to  examine. 

987.  Are  you  telling  us  that,  if  that  is  a point  that 

we  consider  should  be  covered  by  the  Treasury  and  we 
have  not  got  the  material,  the  Treasury  would  consider 
providing  information  on  their  policy  in  that  particular 
field? In  so  far  as  we  can  make  it  available. 

988.  Sir  Oliver  Franks:  One  of  the  things  which  we 
have  to  achieve  is  to  get  questions  asked  and  answered 
about  the  ways  in  which  the  policy  framed  has  been 
carried  out,  and  how  far  it  has  or  has  not  been  successful 
in  application.  I think  it  is  also  fairly  clear  that  the 
papers  which  are  in  front  of  us  now  give  very  few  handles 
for  raising  that  type  of  question.  They  are  more  like 
annals,  so  to  say,  like  the  dates  of  the  reigns  of  the  Kings 
and  Queens  of  England ; basically  they  are  important, 
but  without  the  living  history  that  lies  behind  the  actual 
facts  and  figures,  they  do  not  easily  lead  in  to  discussion. 
The  sort  of  thing  which  I hope  that  we  shall  be  able  to 
discuss  is  this : in  1955,  both  earlier  in  the  year  and  later 
in  the  year,  the  Government  took  various  measures  because 
they  thought  that  the  then  situation  of  this  country  was 
inflationary,  and  among  them  were  monetary  measures. 
I suppose  that  most  people  would  feel  that,  at  the 
beginning  1956  or  the  end  of  1955,  whatever  the 
expectation  had  been  early  in  1955,  it  had  not  been  com- 
pletely realised,  because  it  was  found  necessary,  in  early 
1956,  to  do  more.  What  did  those  responsible  think 
would  be  accomplished  by  the  measures  which  were 
undertaken  in  1955?  Why  in  fact  did  things  not  turn 
out  as  was  ©ipected?  What  are  the  consequent  reflections 
on  the  strength  or  weakness  of  the  various  measures 
employed,  whether  monetary  or  fiscal?  These  matters 
are  obviously  the  actual  stuff  on  which  ultimately  this 
Committee  has  to  try  to  make  up  its  mind.  Therefore, 
they  are  the  stuff  on  which  we  must  hope  to  have  a 
thorough  discussion  with  the  representatives  both  of  the 
Treasury  and  of  the  Bank.  Clearly,  the  more  that  you 
can  lay  out  in  writing,  before  we  come  to  the  stage  of 
discussion,  the  easier  it  becomes  for  us  to  get  on  with 
the  discussion,  not  to  waste  time  and  go  to  the  heart 
of  the  matter.  This  illustration  I give  you  simply  to 
give  point  to  my  general  question,  which  is  this  busmess 
of  stating  what  the  policy  was  at  any  given  time,  what 
the  expectations  of  it  were,  how  they  measured  up  stage 
by  stage  against  what  actually  happened,  what  was  the 
analysis,  and  why  it  went  wrong  or  fell  short,  if  it  did. 
Are  the  papers  we  have  not  seen  really  going  to  inform 
us  upon  these  things,  or  are  they  going  to  be  a bit  like 
these,  smooth  and  quantitative,  and  not  giving  us  a handle 

to  these  real  issues? ^Perhaps  I coifid  say  that  these 

papers,  which  you  describe  quite  rightly  as  rather  of  the 
type  of  annals,  were  what  we  understood  you  required  at 
the  outset  to  set  out  the  organisation,  the  mechanism  and 
so  on.  We  therefore  supplied  these  papers  in  this  form 
to  meet  what  we  thought  were  your  needs.  We  recognise 
what  you  say  about  the  real  stuff  of  your  inquiry  and 
it  is  as  a contribution  towards  that  stuff  that  we  have 
been  working  on  this  paper,  which  is  not  before  you 
but  which  will  be  very  shortly.  Until  you  have  looked 
at  this  paper,  I do  not  think  you  can  say,  and  I cannot 
say  either,  whether  it  is  going  to  be  adequate  for  your 
requirements,  but  I certainly  think  that  it  is  a paper  quite 
different  in  character  from  the  ones  that  you  have  braore 
you  today,  and  it_  ought  to  give  you  enough  pegs,  if  I 
may  so  express  it,  on  which  to  hang  a number  of 
important  hats. 

989.  Chairman : I think  that  we  have  done  what  we  can 
at  this  moment  to  clear  the  ground  about  the  future, 
Perhaps  we  could  take  up  the  papers  which  we  have 
on  our  agenda  today.  The  first  are  the  Exchequer 
Financing  Tables  and  Exchequer  Management.  We  can 
take  Exchequer  Management*  first.  The  way  we  have 
been  going  on  up  to  now  has  seemed  the  most  useful ; 
I call  out,  paragraph  by  paragraph,  the  questions  oome 
from  anybody.  They  are  not  necessarily  intended  to 
exhaust  the  points  raised,  by  any  means,  but  are  intend^ 
to  be  progressive ; we  will  come  back  to  them  later,  if 
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necessary.  I will  foUow  that  procedure  with  this  paper. 
Are  there  any  questions  on  paragraph  1?  Paragraph  2? 
—Sir  John  Woods:  I would  like,  if  I might,  to  ask 
a question  about  the  last  sentence.  It  says : 

“It  is  an  object  of  Exchequer  management  to  avoid 
this  last  expedient  as  far  as  possible,  and  banking  Ways 
and  Means  Advances,  when  they  occur,  are  seldom  out- 
standing for  more  than  a single  day.” 

Can  you  explain  why  that  is  so? Sir  Edmund 

Compton:  The  reason  is  really  two-fold;  first,  that  it  is 
a faUure  of  good  Exchequer  management  if,  at  the  end 
of  the  day,  one  has  had  to  overdraw  at  one’s  bank,  which 
is  in  effect  what  happens  when  we  have  banking  Ways 
and  Means  Advances ; secondly,  though  this  is  perhaps 
more  for  Bank  of  England  than  Treasury  Witnesses,  it  has 
usually  been  held  that  to  finance  the  Government  by  Ways 
and  Means  Advances  from  the  Bank  is  the  most  infla- 
tionary form  of  Government  borrowing  that  there  is. 
There  is  the  third  point,  that  they  are  interest  bearing.  It 
is  perhaps  more  tradition  than  anything  else,  but  none  the 
less  we  have  to  pay  interest  to  the  Bank  on  Ways  a.nd 
Means  Advances,  whereas  our  other  forms  of  borrowing 
— those  from  our  own  departments — are  interest-free.  I 
think  those  are  the  three  reasons. 

990.  Chairman:  On  the  second  one,  it  is  only  a day- 

to-day  adjustment.  Why  is  it  more  inflationary? 1 

repeat  that  I think  that  is  perhaps  more  for  the  Bank  of 
England  to  answer  than  for  me ; but  I think  the  answer 
is  that,  in  so  far  as  the  Government  is  financed  by  an  over- 
draft at  the  Bank  of  England,  that  does  from  some  points 
of  view  broaden  the  credit  base. 

991.  Professor  Sayers:  But  the  Bank  of  England  evi- 

dence knocked  the  bottom  out  of  that  argument.  The 
evidence  from  the  Bank  of  England  was  that  the  effective 
credit  base  was  the  liquid  assets  of  the  commercial  banks, 
possibly  even  going  beyond  the  generally  recognised  cate- 
gories, and  certainly  not  the  cash.  Ways  and  Means 
Advances  affect  the  cash  element  in  the  liquid  assets  base, 
but  they  do  not  affect  the  total.  The  second  of  your  three 
reasons  is  the  only  one  which  could  be  said  to  be  of  sub- 
stance, is  it  not? think  that  perhaps  the  other  point 

is  that  a large  Ways  and  Means  Advante,  or  a large  over- 
draft at  the  Bank  of  England,  would  look  as  if  the 
Treasury  was  not  managing  its  affairs  as  it  should. 

992.  It  is  because  the  view  embodied  in  your  second 
point  has  ccunmonly  been  held  that  it  would  be  thought  to 
be  bad,  if  these  things  appeared.  This  is  not  a substantial 
point,  is  it?  It  is  consequential  on  your  second  reason? 

1 was  really  attempting  to  state,  as  a matter  of  fact,  the 

considerations  on  which  this  tradition  of  operation  has 
been  based.  If  the  tradition  is  disturbed  then  it  would  be 
quite  possible  for  the  Treasury  to  change  its  basis  of  opera- 
tions, but  that  is  the  tradition. 

993.  Professor  Sayers:  We  are  asking  whether  you  sub- 
scribe to  the  Bank  of  England  view  that  the  bottom  of  the 
argument  has  been  knocked  out? — Chairman:  It  is  a 
little  difficult  for  Sir  Edmund  if  he  has  not  got  in  mind 

what  they  said? 1 am  bound  to  say,  in  the  relationship 

that  we  have  as  a customer  with  the  Bank  of  England, 
they  being  our  bankers,  that  the  Bank  of  England  would, 
I think,  take  a very  poor  view  of  the  Treasury,  as  a 
customer,  if  we  were  continually  asking  them  for  an  over- 
draft. In  other  words,  they  join  with  us,  as  a matter  of 
day-to-day  operation,  in  so  arranging  our  management  of 
the  Exchequer  as  to  avoid  this  overdraft,  to  avoid  Ways 
and  Means  Advances,  as  far  as  possible.  That  is,  in  fact, 
what  they  do  as  operators.  I do  not  know  how  consistent 
that  is  with  the  evidence  .they  have  given. 

994.  Sir  John  Woods:  The  failure  of  management  surely 
does  not  consist  in  showing  or  not  showing  a deficit.  It 
consists  of  having  a deficit,  does  it  not ; and  the  question 
you  are  asked  here  is : why  is  it  better  to  sell  Bills  rather 
than  have  an  overdraft  with  interest? — Professor 
Sayers : Why,  in  effect,  would  the  Bank  of  England  take 
a poorer  view  of  your  having  your  Ways  and  Means 
Advance  than  if  you  were  selling  Treasury  Bills  to  the 
Bank? — Chairman:  It  comes  down  really  to  whether 
there  is  anything  at  stake  in  avoiding  the  Ways  and  Means 
Advance,  if  the  alternative  is  the  site  of  a Treasury  BiU? 

-Sir  Edmund  Compton:  I think  the  choice  between 

those  two  rests  largely  upon  the  preference  between  those 
two  which  the  Bank  of  England  has  as  a matter  of  market 


management.  That  is  why  I am  rather  diffident  about 
expressing  a view. 

995.  As  a customer  you  are  indifferent? As  a 

customer  I am  indifferent. 

996.  Lord  Harcourt:  You  pay  interest  on  Ways  and 
Means  Advances  but,  equally,  the  sale  of  a Bill  by  the 
Treasury  attracts  interest,  so  that  in  cash  it  makes  no 

difference  to  file  Treasury? ^Either  way  we  have  to  pay 

interest. 

997.  Professor  Cairncross:  May  we  know  why  you 
pay  interest  on  a Ways  and  Means  Advance?  It  is 
a Ways  and  .Means  Advance  from  the  Banking  Depart- 
meoit  of  the  Bank  of  England. 

998.  It  is  not  a book  entry,  as  one  might  have  sup- 
posed?  That  is  a good  example  of  die  i^ationship  of 

banker  and  customer  between  the  Bank  of  England  on  the 
one  hand  and  ithe  ^chequer  on  the  other.  It  is  not  as 
though  each  penny  of  interest  we  pay  to  the  Banking 
Department  comes  back  to  the  Treasury  as  profit. 

999.  How  is  the  rate  of  interest  determined?  What 

rate  of  interest  do  you  pay,  .and  how  is  it  fixed? 

The  rate  of  dat«res.t  is  fixed  by  agreement  between  the 
Treasury  and  the  Bank  'of  En^and  when  there  is  a 
change  in  cooditioiis,  and  that  in  particular  means  on 
occasions  when  .there  is  a change  in  the  Bank  Rate. 

1000.  Do  you  pay  more  on  Ways  and  Means  Advances 

than  on  Treasury  Bills? On  the  whole  we  pay  less,  so 

from  the  strict  .poant  of  view  of  the  cost  to  the  Exchequer 
I suppose  it  would  pay  us.  better  to  get  our  money  by  Ways 
and  Means  Advances  than  by  the  sale  of  Treasury  Bills, 
on  the  other  hand,  as  part  of  what  is,  I repeat,  the  current 
practice  of  minimising  Ways  and  Means  Advances,  our 
agreement  in  advance  with  the  Bank  of  England  on  the  rate 
of  interest  only  relates  to  the  first  £20  million  of  Ways  and 
Means  Advances.  On  any  Ways  and  Means  Advance  above 
that  sum  the  rate  of  interest  is  a matter  for  arrangement. 
In  fact  in  the  last  four  years  I cannot  recollect  haying  had  a 
Ways  and  Means  Advance  of  more  than  £20  million  ; the 
question  of  arranging  has  not  arisen. 

1001.  Sir  Oliver  Franks:  Must  it  not  he  fhe  case  that 
whatever  .the  fo.rm — and  I do  not  mean  that  the  form  is 
therefore  unimportant. — the  rate  of  interest  that  you  pay, 
if  the  parties  who  have  ito  decide  are  the  Treasury  and 
the  Bank  o.f  England,  must  in  the  end  be  determined  by 
the  Government?  The  Bank  of  England  and  the  Treasury 
may  talk  about  it  and  they  may  in  \the  normal  course 
agree  hut,  since  both  are  in  different  ways  institutions  or 
departments  of  the  Government,  it  must  be  the  Govern- 
ment that  determines  what  the  rate  of  interest  on  Ways 
and  Means  Advances  is.  We  are  dealing  with  an  element 
of  free  play  or  independence  within  a system  of  institu- 
tions which  are  wholly  Government.  Is  not  that  right? 

The  constitution  of  the  Bank  .of  Engird  is  in  fad 

laid  down  by  the  1946  Act  and  by  its  charter,  and  one  of 
its  functions  is  to  act  as  the  Government’s  banker.  In 
fiiat  capacity  it  agrees  with  us  the  rat©  .of  interest  that 
we  will  pay  if  we  overdraw ; that  is  in  .practice  how 
the  thing  is  done. 

1002.  I agree ; but  I am  raising  a further  point.  This 

is  a purely  hypothetical  case  to  bring  out  the  point  of  prin- 
ciple. If  somebody  had  to  agree  to  what  the  other  side 
proposed,  it  must  in  the  end  be,  must  it  not,  the  Govern- 
ment that  decides,  and  in  the  end  the  voice  of  the  Govern- 
ment is  the  voice  of  the  Treasury,  because  of  the  general 
position  which  Sir  Roger  took  up  in  his  preliminary  state- 
ment?  ^Yes,  if  one  were  to  conceive  a process  which 

ended  up  with  a conflict,  then  in  the  last  resort  I take  it 
thait  the  Bank  of  England  would  defer, 

1003.  Sir  John  Woods:  If  they  did  not  defer  they 
would  be  given  a direction?- — TTiere  is  power  to  give 
a direction  to  the  Bank. 

1004.  Sir  Oliver  Franks:  It  follows,  I think,  from  that 
that  what  the  rate  of  interest  on  the  Treasury  Bill  or 
on  Ways  and  Means  Advances  is  cannot  be  crucial  in 
determining  which  way  the  Government  obtains  its  money 
from  day  to  day,  because  all  these  things  are  in  the  end 

under  the  control  of  the  Government? 1 think  that 

is  so,  and  it  is  perhaps  brought  out  by  the  fact  that 
on  the  one  hand  it  is,  rightly  or  wrongly,  an  object 
to  minimise  these  Ways  and  Means  Advances  as  the 
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paper  said,  but,  on  the  other  hand,  the  rate  of  interest 
we  pay  on  a Ways  and  Means  Advance  from  die  Batdc 
is  less  today  than,  the  rate  which  we  pay  on  a market 
Treasury  Bill ; it  is  not  a penalty  rate. 

1005.  Would  not  what  Sir  John  Woods  has  just  said 
be  the  important  thing  in  the  matter?  If  the  Govern- 
ment is  in  deficit,  as  seasonally  it  must  be — ^perhaps 
sometimes  critically — the  fact  of  the  deficit  is  what 
matters,  and  whether  from  day  to  day  it  is  financed  one 
way  or  the  other,  in  the  present  status  and  structure 
of  the  'institutions  concerned,  is  a matter  of  interest 
traditionally,  perhaps,  but  not  of  importance.  Would 

you  disagree  with  that? 1 would  not  like  to  leave 

this  room  feeling  that  I was  going  to  o^ate  the  Ex- 
chequer from  now  on  with  a feeling  of  indifference  as 
to  the  two  methods  of  borrowing.  I would  prefer  in  the 
&st  place  to  work  out  with  the  Bank  of  England  what 
would  happen  if,  for  example,  we  expanded  our  Bank 
of  England  Ways  and  Means  Advances  by  £100  million, 
or  some  substantial  figure.  I do  not  know  what  effect 
that  would  have  upon  their  market  balances,  but  until 
1 do  I would  not  lake  to  say  it  was  a matter  of 
indifference. 

1006.  Mr.  Jones:  The  sale  of  Treasury  Bills,  Sir 

Edmund,  rehabilitates  your  current  account  in  the  Bank 
of  England? ^Yes. 

1007.  It  is  when  that  current  account  falls  below  certain 

levels  that  you  have  to  resort  to  Ways  and  Means 
advances?  It  is  the  last  line  of  operation? ^Yes. 

1008.  We  are  told  in  this  paper  that  Ways  and  Means 
Advances  only  operate  for  a period  of  24  hours,  and 
we  have  seen  in  another  paper  that  there  are  fairly 
substantial  expenditures  on  certain  days  that  have  to  be 
met  by  the  Treasury.  Have  there  been,  or  are  there 
at  any  time,  experiences  where  you  require  Ways  and 
Means  Advances  two  days  together,  or  where  you  can- 
not rehabilitate  what  you  have  taken  in  Ways  and  Means 

one  day  on  the  next? It  is  very  seldom  indeed  that 

we  need  a Ways  and  Means  Advance  for  more  than 
24  hours.  The  reason  for  that  is  that  in  the  meantime 
we  shall  either  have  replenished  the  Exchequer  accoimt 
by  the  sale  of  Treasury  Bills  or  we  shall  have  made 
other  arrangements  for  'bringing  our  account  into  credit. 

1009.  What  could  those  other  arrangements  be?-- — 
It  would  probably  'be  either  a receipt  of  revenue  (it  might 
well  be  that  the  Exchequer  was  in  deficit  be<:ause  scjme 
revenue  that  had  been  expected  was  a day  late  in  arriving) 
or  alternatively  we  might  have  sold  stock  in  the  market. 
There  are  various  ways  in  which  the  Exchequer  can  be 
brought  into  balance  besides  the  sale  of  Treasury  Bills. 

1010.  Chairman : You  call  on  one  of  the  Departmaita 
which  holds  stock  to  realise  it  and  bring  the  proceeds  into 

ie  Exchequer? 1 was  envisa^ng  that  there  would  be  a 

sale  in  the  market  of  stock,  and  in  practice  all  market  sales 
of  stock  are  done  by  the  Issue  Department  of  the  Bank 
of  England.  When  we  speak  of  “ Departments  ”,  in  prac- 
tice that  means  the  Bank  of  England. 

1011.  The  Issue  Department  manages  this  for  the  ofber 

Departments ; is  that  it? No,  because  as  a matter  of 

practice  I would  say  all,  or  very  nearly  all,  the  market 
operations  in  stocks  are  those  of  the  Issue  Department. 

1012.  Lord  Harcourt:  When  we  talk  in  a loose  way, 
as  everyone  in  the  financial  world  does,  about  “ Depart- 
ments ” we  are  in  fact  really  talking  about  the  Ispe 

Depai'tment  in  every  case,  are  we  not? ^In  practice, 

yes.  That  is  not  to  say  that  there  are  not  occasions'  when 
the  National  Debt  Commissioners  do  acquire  stocks  in 
the  market,  but  in  practice,  as  a matter  of  management, 
it  is  usually  done  througi.  the  Bank  of  England.  That 
is  to  say,  if  the  National  Debt  Commissioners  for  one 
of  their  funds  require  a market  stock  they  will  normally 
buy  it  from  the  Bank  of  England  and  not  from  the  market. 

1013.  But  when  the  National  Debt  Commissioners 
acquire  stock  or  sell  stock  they  are  either  buying  it  or 
selfing  it  as  the  result  of  some  independent  decision  of 
their  own,  and  not  for  market  purposes?  They  are  either 
acquiring  or  selling  stock  as  a result  of  the  operation  of 
an  independent  authority  which  they  have ; they  would 

not  be  operating  for  purely  market  reasons? ^No,  the 

National  Debt  Commissioners  in  fact  are  buying  and 


selling  because  of  the  needs  of  the  funds  which  they 
manage.  Having  said  that,  I think  it  is  useful  to  say 
at  once  that  the  net  amount  of  the  transactions  that  they 
carry  out  of  that  sort  is  quite  small  in  relation  to  the 
total  of  market  operations  as  disclosed  to  you  in  these 
Exchequer  financing  tables.  The  Exchequer  financing 
tables  in  the  paper  in  front  of  you  have  a line  showing 
the  increase  or  decrease  in  ffie  holdings  of  the  Issue 
Department  and  the  National  Debt  Commissioners.  If 
you  look  at  the  figures  for  the  last  two  years,  for  example, 
the  increase  in  the  holdings  of  the  Issue  Departm^t  and 
the  National  Debt  Commissioners  in  1955-56  is  £499 
million.  The  National  Debt  Commissioners’  element  in 
that  is  £13  million.  Then  in  1956-57  the  net  increase  in 
the  combined  holdings  is  £55  million  ; the  National  Debt 
Commissioners’  element  in  that  is  £8  million.  I just 
mention  those  figures  to  show  that  the  effect  of  their  opera- 
tions on  the  market  is  not  really  very  substantial,  that 
being  basically  due  to  the  situation  ffiat  they  have  two  imin 
funiS  or  groups  of  funds ; on  the  one  hand  the  Savings 
Bank  Funds,  on  the  other  hand  the  National  Insurance 
Ponds.  The  Savings  Bank  Funds  are  on  the  whole  sellers 
of  securities,  but  the  National  Insurance  Funds  buy.  The 
result  is  that  between  the  two  the  National  E>ebt  Com- 
missioners  as  a whole  have  not  much  net  buying  to  do. 

1014.  Professor  Sayers:  The  Issue  Department  opera- 
tions obviously  are  fairly  weighty : who  conducts  them? 

^The  Bank  of  England,  if  by  “ who  conducts  them  ” 

you  mean  “ who  is  responsible  for  market  operations,  for 
day-to-day  decisions  on  wbaf  to  buy  and  what  to  sell”. 

1015.  Who  decides  from  week  to  week? ^I  would  put 

it  this  way,  reaUy  in  amplification  of  what  Sir  Roger 
Makins  said  in  his  opening  statement  about  our  relations 
with  the  Bank  of  England.  We  have  a general  pobcy 
agreed  between  the  Treasury  and  the  Bank,  and  at  presenit 
k clearly  is  one  under  which  funding  is  to  be  done  when 
opportunities  occur.  That  is  a very  crude  expression  oE 
whait  tibe  policy  consists  of.  Then  it  is  the  Banks  job 
tto  carry  that  oat,  to  seek  out  the  oppoirtunities  and  to 
sell  whatever  description  of  the  stodis  they  can  sell. 
T'he  week  ito  week  deciaons  or  crmsideration  come  when 
the  Treasury  is  watching  the  Bank’s  performance  as 
funders  and  discussing  with  ithem  to  what  extant  the 
policy  has  been  successful  and  what  modifioations  might 
be  required  in  order  to  make  oit  more  successful,  as  few 
example  whether  'ffie  time  is  oomin'g  f-or  an  issue  of 
stock  either  to  .r^lenish  the  resources  .of  the  Issue  Depart- 
ment or  to  deal  with  a maturity.  For  that  purpose  we 
have  a system  'Of  regular  weekly  review,  a workmg 
arrangemait  between  the  Bank  and  the  Treasury  under 
which  we  have  faef-ore  ns  a report  on,  among  other  things, 
■the  net  sales  or  purchases  of  seemities  in  the  market,  tmA 
are  lable  to  judge  ti^  on  relati'On  to  the  supply  or  wkh- 
draiwal  of  cash  from  the  mark'et.  We  call  it  for  want 
of  a better  name  “Factors  affecting  Bankers’  Balmices” 
.because  in  effect  the  amount  of  cash  shown  in  this 
review  shows  us  how  the  oombdned  effect  of  the 
Exchequer  •operafions  and  the  Bank’s  funding  and  market 
operations  has  affected  the  cash  in  the  market  and  therefore 
the  cash  that  is  available  to  toe  bankers.  That  is  a 
description  '(rf  the  weddy  review  .that  ds  made  of  the 
result  of  the  Bank’s  day  to  day  funding  operations. 

1016.  Shall  we  have  in  the  papas  that  are  going  to 
be  before  us  a discussion  of  toe  operations  of  the  Issue 

Department  during  the  last  five  years? ^No,  I tb^ 

we  relied  upon,  or  we  thought  that  you  would  probably 
call  upon,  the  Bank  of  England,  as  operators  in  toe 
market  and  of  toe  Issue  Department,  to  give  you  that 
account.  In  fact,  in  -terms  of  market  operations,  I think 
it  is  within  our  knowledge  that  the  Bank  -of  En^and  have 
submitted  a paper  to  the  Committee  covering  that 
ground. 

1017.  This  ds  a subject  on  which  you  must  'have  views 
from  we^  to  wedc.  You  -have  a we^ly  discussion  on 
the  conduct  of  the  Issue  Department’s  operations ; may 
we  have  an  account  of  the  views  you  ‘have  taken  from 
week  to  week  over  an  appreciable  period?  I am  thinking, 
for  instance,  not  merely  of  the  pace  at  which  securities  were 
pressed  on  to  toe  market  but  of  toe  terms.  Presumably 
in  your  we^y  discussions  you  discussed  the  terms  on 
which  the  Issue  Department  should  be  a seller.  What 
considerations  have  -been  in  your  minds  in  deciding  those 
terms  ot  to  put  it  another  way,  in  discussing  those 
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teons  with  'the  Bank?  This  is  a Treasury  matter  and  I lead  to  a discussion  within  the  Treasury  itself  as  to 

think  we  should  like  to  have  'the  Treasury’s  view? 1 whether  the  cheap  management  of  the  debt  or  altema- 

think  perhaps  I would  like  at  this  stage  to  take  note  that  lively  the  prosecution  of  funding  were,  within  limits,  the 

that  is  a matter  on  which  the  Committee  woudd  like  course  that  had  to  be  pursued  at  a given  moment.  How 


evidence  and  (to  see  to.  what  extent  it  can  be  covered  in 
the  'paper  that  is  in  preparation  for  the  Committee  on  debt 
management.  I do  not  want  the  Committee  to  over- 
estimate ttie  extent  to  which  the  Treasury  concerns  itself 
in  funding  as  a market  operation.  As  Sir  Roger  Makins 
made  clear,  we  regard  it  as  the  Bank’s  funotion  to  operate 
in  the  market,  noit  the  Treasiu^’s.  On  the  other  hand, 
the  terms  under  which  they  do  it  are  our  concern  because 
they  affect  (jovernment  credit  and  the  terms  on  which  we 
are  borrowing,  seeing  that  once  you  sell  a stock  to  the 
market  then  you  are  paying  interest  to  the  outside  world 
and  not  to  the  Issue  Department  whose  profits  are  in  effect 
the  Treasury’s.  I accept  that  and,  if  I may,  I think  we 
ought  to  take  note  of  your  desire  when  we  come  to  write 
the  Treasury  paper  on  debt  management. 

1018.  In  thinking  of  the  terms  on  which  the  Issue 
Department  should  operate  is  the  Treasury  concerned 
solely  with  its  point  of  view  as  the  payer  of  interest  on 
the  National  Debt?  Does  it  not  consider  the  broader 

monetary  effects  of  a structure  of  interest  rates? We 

are  undoubtedly  concerned  as  a matter  of  policy  with 
the  level  of  interest  rates.  If,  for  example,  funding  were 
pressed,  if  it  were  feasible  (which  I do  not  think  we 
believe)  by  fonding  to  lower  market  prices  and  to  raise 
interest  levels  to  some  much  greater  height,  it  would 
be  obviously  of  great  concern  to  the  Treasury.  That  is 
not  a matter  on  which  we  would  leave  the  Bank  of 
England  complete  discretion. 

1019.  I am  thinking  now  of  the  kind  of  question 
that  enters  into  your  mind  when  you  discuss  the  matter 
from  week  to  week  with  the  Bank  of  England.  You  say 
that  the  present  policy  is  one  of  funding.  I take  it 
that  you  mean  the  maximum  funding  irrespective  of  price, 
or  almost  irrespective  of  price ; but  that  in  itself  is  a 
policy  decision.  You  might  conceivably  take  the  view 
that  it  ds  more  important  to  have  the  long  rate  of  interest 
either  up  or  down  than  to  secure  any  given  amount  of 
funding  or  any  funding  at  all.  If  on  the  grounds  of  general 
monetary  policy  you  did  decide  that  the  interest  rate  struc- 
ture should  be  dffEerent,  should  that  not  enter  into  your  dis- 
cussions with  the  Bank  on  the  conduct  of  the  Issue 

Department? It  should  indeed  be  at  the  back  of  one’s 

weekly  or  day  to  day  discussion  on  operations,  but  in 
fact  the  main  point  that  one  takes  in  this  day  to  day 
or  weekly  review  of  their  operations  is  the  quantity  point : 
how  much?  Have  there  been  market  opportunities? 
Have  they  sold  stock ; if  so,  how  much?  To  what 
extent  has  it  covered,  for  example,  the  buying  up  of 
maturing  stock,  which  is  the  other  aspect  of  the  Bank’s 
day  to  day  operations? 

1020.  Sir  Oliver  Franks:  I put  this  question  in  terms 
of  persons  responsible  only  as  a way  of  trying  to  bring  out 
the  point.  If  the  discussions  with  the  Issue  Department 
of  die  Bank  of  England  on  matters  that  we  have  been 
talking  about  were  essentially  conducted  by  the  person 
or  the  department  in  the  Treasury  responsible  for  the 
management  of  the  debt  then  one  would  expect,  other 
things  being  equal,  to  find  emphasis  on  trying  to  manage 
the  debt  so  that  the  cost  of  interest  on  the  debt  as  a 
whole  was  minimised  rather  than  maximised.  It  would 
be  in  the  interest  of  efficient  management  of  the  debt 
that  that  should  be  so.  Now  there  are  other  policy 
considerations  which  can  affect  the  same  subject  matter. 
For  example,  it  is  a ccmsideration  of  policy  whether  at 
any  given  moment  the  floating  debt  is  of  such  a size 
that  steps  should  be  taken  to  secure  the  funding  of  some 
part  of  it  into  longer  term  debt,  even  if  that  affects  the ' 
rate  O'f  interest  quite  considerably  and  one  has  to  pay 
more  in  order  to  get  the  funding  done.  Those  considera- 
tions are  wider  financial  and  economic  interests  than  the 
management  of  the  debt  by  itself.  Is  the  same  person 
or  department  in  the  Treasury  dealing  with  the  Issue 
Department  of  the  Bank  of  England,  talking  about  these 
matters  and  carrying  responsibility  for  both  these  types 
of  policy,  or  are  those  who  look  into  debt  management 
and  have  the  regular  meetings  with  the  Bank  of  England 
dealing  with  the  efficient  management  of  the  debt,  while 
another  department  of  the  Treasury  is  dealing  with  this 
other  issue  that  I have  described?  This  might  quite  easily 


does  all  that  work  itself  out? ^The  contmuous  contact 

between  the  Bank  and  the  Treasury  in  this  matter  is  really 
with  me,  at  any  rate  with  my  side  of  the  Treasury,  which 
has  among  its  responsibilities  debt  management,  and  there- 
fore the  cost  of  what  they  are  doing  is,  and  I believe  it 
is  my  duty  it  should  be,  always  present  in  my  mind. 

But  I go  on  to  say  that  as  part  of  the,  I hope,  efficient 
liaison  inside  the  Treasury,  what  the  Bank  are  doing  in 
this  matter  of  funding  is  known  too  to  the  Economic 
Section  and  Sir  Robert  Hall,  and  I hope  he  will  not 
disagree  with  me  when  I say  that  we  are  in  close  contact 
all  £e  time  about  the  wider  economic  aspects  of  what 
these  weekly  figures  and  performances  show.  It  is  not 
my  only  function  to  look  at  the  cost  of  the  debt ; it  is 
also  part  of  the  policy  of  the  Treasury,  policy  laid  down 
which  I am  responsible  for  carrying  out,  to  take  funding 
as  far  as  it  can  be  taken,  and  that  policy  is  taken  in  the 
knowledge  that  funding  can  cost  money.  One  must  not 
make  the  assumption,  of  course,  that  the  higher  the  rate 
of  interest  goes  the  more  funding  you  do,  because  in 
fact,  at  any  rate  in  our  experience  of  these  last  few  years, 
such  funding  as  we  have  done  has  been  on  a rising 
market.  That  is  what  is  meant  by  opportunities  for 
funding.  On  the  other  hand  it  is  accepted  policy,  which 
it  is  the  Treasury’s  job  to  carry  out,  that  there  should  be 
funding,  and  also  that  the  rate  of  interest  should  be  such 
as  to  encourage  saving  and  discourage  borrowing,  which 
means  that  the  Exchequer  for  its  part  has  got  to  pay 
the  cost  of  a dear  money  policy.  So  all  that  comes  into 
one’s  consideration  of  the  weekly  performance  oS  the 
Bank  of  England. 

1021.  It  is  to  you  as  representing  the  Treasury  that  in 
regular  contact  the  Bank  O'f  England  has  to  look  for  a 
reconciliation  of  the  possible  conflicting  aims  at  any  given 
moment  of  the  cheap  management  of  the  national  debt 
and  the  requirements  of  funding,  also  in  its  task  of  trying 

to  deal  with  an  overgrown  floating  debt? As  a general 

rule,  yes,  ffiough  I would  not  like  that  to  be  interpreted 
as  meaning  that  I am  the  sole  channel  of  communication  ; 
nothing  like  it.  For  example,  that  is  a matter  which  they 
might  wdi  join  in  discussing  with  the  Economic  Section 
as  wtJl  as  the  Home  Finance  division. 

1022.  Sir  John  Woods:  Would  it  be  fair  to  put  it  this 
way?  The  whole  business  of  the  management  of  the 
debt,  including  its  wider  policy,  is  the  responsibility  of 
the  Home  Finance  division  of  the  Treasury,  but  in 
exercising  that  responsibility  they  will  consult  with  the 
other  people  concerned,  obviously  the  Economic  Section, 
and  I suppose  from  time  to  time  the  Overseas  Finance 

division? ^Yes ; I apologise  for  omitting  that,  but 

naturally  the  effect  of  what  we  do,  for  example,  on  the 
Bill  rate  may  well  be  of  concern  to  the  Overseas  Finance 
side  jn  relation  to  the  return  on  foreign  balances  in 
London. 

1023.  I ithink  it  has  been  said — I do  not  ask  you  to  agree 
— ^that  if  the  Horae  Finance  division  did  its  work  properly 
there  would  be  no  need  for  an  Overseas  Finance  division? 
— —Sir  Roger  Makins : Mr.  Chairman,  I should  not  like 
it  to  be  thought  as  a possible  implication  of  this  dis- 
cussion that  the  Treasury  is  a department  which  works 
within  itself  in  watertight  compartments.  Naturally  these 
questions  of  policy,  like  all  questions  of  policy,  are  con- 
sidered by  the  senior  part  of  the  Treasury  on  the  instruc- 
tions of  Ministers.  The  Home  Finance  division  is  the 
department  which  within  the  Treasury  is  responsible  for 
this  general  area,  but  naturally  when  any  question  of 
policy  arises  which  requires  discussion  outside  the  Home 
Finance  ^vision  then  that  discussion  takes  place,  and 
where  necessary  ministerial  instructions  are  obtained.  I 
would  just  like  to  make  that  clear. 

1024.  Chairman : Yes.  You  used  the  phrase.  Sir  Edmund, 
“ to  take  funding  as  far  as  it  can  be  taken  ”.  _ I was  not 

quite  sure  what  was  covered  by  the  qualification? Sir 

Edmund  Compton:  I really  meant  as  far  as  in  practice 
it  can  be.  That  is  a market  matter  on  which  the  Treasury 
must  largely  be  guided  by  the  Bank  of  England  as  our 
market  operators. 
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1025.  Are  the  limitations  absolute,  or  are  they  imposed 
by  bringing  into  consideration  certain  other  considerations 

which  count  against  it? In  my  experience  the  limits 

really  consist  in  the  readiness  of  investors  to  buy. 


Shall  we  find  ±e  pros  and  cons  of  that  argument  or 

consideration  set  out  in  the  paper? In  so  far  as  you 

do  not,  I think  the  Committee  has  the  right  to  look  for 
that  in  the  subsequent  paper  on  debt  management. 


1026.  At  any  price? ^It  has  again  been  our  experience 

that  we  do  not  get  investors  to  buy  simply  by  oSering 
our  stock  at  knock-down  price,  I think  our  view,  which 
I believe  we  share  with  the  Bank  of  England,  is,  first, 
that  it  takes  two  to  make  a bargain ; secondly,  that  on 
the  whole  we  sell  our  securities  when  prices  are  rising, 
not  faUing.  What  the  investor  periodically  needs  to  feel 
in  order  to  buy  our  securities  is  that  some  bottom  or  other 
has  been  touched  in  the  market,  and  we  do  not  achieve 
that  by  knocking  down  the  price  of  our  securities. 

1027.  Professor  Sayers : Is  this  judgment  perhaps  unduly 
coloured  by  the  experience  of  five  years  in  which  the 
Government  has  scarcely  made  up  its  mind  on  interest  rate 
policy,  and  markets  have  therefore  been  continually 
sagging,  and  it  has  been  perfectly  natural  therefore  that 
selling  has  only  been  possible  in  a bout  of  market 
recovery?  It  might  be  a highly  profitable  question  to  con- 
sider not  whether  it  is  possible  to  sell  otherwise  than  on  a 
rising  market,  but  the  level  from  which  the  market  should 

rise? ^I  find  that  a very  difficult  question  to  answer, 

because  it  presupposes  that  one  could  form  a judgment 
about  some  new,  and  I take  it  lower,  level  from  which  the 
market  should  rise. 


1028.  Sir  Oliver  Franks:  But  might  it  not  have 
a different  presupposition?  It  might  be  the  case  that 
the  Treasury,  and  possibly  the  Bank  of  England  as  well, 
had  a view  that  if  possible  the  rate  of  interest  on  longer 
term  government  stocks  should  not  be  encouraged  to  go 
below  a certain  level ; or  alternatively  the  view  might  be 
that  the  rate  of  interest  on  stocks  of  that  kind  should  be 
absolutely  left  to  the  market,  to  go  up  or  down  according 
to  other  influences  in  the  market,  but  not  according  to 
any  policy  or  operation  as  agreed  between  the  Bank  of 
England  and  the  Treasury.  Wiether  the  rate  of  interest 
on  long-term  govenjment  stocks  over  the  last  five  or 
six  years  has  in  fact  been  left  wholly  to  the  play  of  market 
forces,  or  whether  there  .have  been  views  which  with 
greater  or  less  success  the  Treasury  and  the  Bank  of 
England  have  succeeded  in  making  good  in  the  actual  rates 
of  interest  prevailing  for  long-term  government  bonds  is 
a very  important  question  of  policy,  is  it  not?  Would 
you  ffisagree  if  I said,  with  no  knowledge  at  all,  looking 
at  it  from  the  outside,  that  it  seemed  to  me  that  the 
rate  of  intwest  on  long-term  Government  stocks  had  rather 
more  been  let  go  free  in  the  last  eighteen  months  or  so 
than  bad  been  ^e  case  in  the  three  or  four  years  previous? 

•!  would  say  that  at  no  time  has  flie  Government  or 

the  Treasury  forgotten  the  cost  of  the  debt.  It  cannot 
be  forgotten  because  it  has  got  to  be  paid  for.  It  is  a 
matter  on  which  the  Government  is  always  due  to  be 
criticised  and  attacked  in  Parliament,  and  it  affects  the 
Budget  balance.  Therefore  I Ihink  it  would  be  misleading 
this  Committee  to  say  that  in  pursuit  of  monetary  policy 
the  Treasury  has  at  any  time  ignored  or  decided  that 
it  could  ignore  the  effect  upon  the  Exchequer  of  paying 
a higher  rate  of  interest.  I think  it  is  important  that  you 
should  know  that  that  is  ^ways  in  our  minds  and  is 
bound  to  be  in  our  minds.  Having  said  that,  I think  it 
is  ri^t  to  say  that  the  Government  and  the  Treasury 
have  felt  more  consciously  in  perhaps  tiie  last  two  and  a 
half  years  that  this  is  a price  which  must  be  paid,  and 
drfended  as  being  a good  price  to  pay,  if  the  result  of 
paying  that  price  is  to  get  results  in  the  way  of  controlling 
inflation.  I think  perhaps  you  can  date  a shift  of  view 
of  that  kind  to  the  Bank  Rate  change  of  February,  1955. 
I think  that  the  paper  on  monetary  policy  -ffiat  is  coming 
before  you  will  show  you  that  we  activated  mon^ary 
policy  as  from  that  date  or  thereabouts,  and  that  cames 
with  it  the  implication  that  from  that  date  or  thereabouts, 
we  were  more  ready  to  pay  the  higher  price  of  dear  money. 


1029.  Sir  Oliver  Franks:  Will  the  paper  when  we  see 
it  enable  us  clearly  to  understand  what  the  balance  of 
argument  was  which  led  to  that  shift  of  emphasis  m the 
thinking  of  the  Treasury  when  the  Bank  Rate  was  ch^ged 
in  1955?  Clearly  from  the  point  of  view  of  this 
mittee’s  work  the  relative  weight  attached  in  any  histon^l 
set  of  circumstances  to  the  cheapness  of  managing  me 
national  debt  or  alternatively  trying  to  do  somethmg  about 
an  unwieldy  floating  debt  is  of  the  greatest  importance? 


1030.  Professor  Sayers:  Shall  we  also  have  the 

Treasury’s  present  view  in  the  light  of  the  experience  since 
that  change  came  about?  Has  its  view  been  modified  in 
either  direction  as  a result  of  experience  since  that  change 
of  policy?.— Sir  Robert  Hall:  I think  'the  paper  will 
throw  some  light  on  these  questions,  but  probably  not 
deal  with  them  in  such  an  explicit  manner  as  Sir  Oliver’s 
questions.  Again,  there  are  pegs  on  which  you  will  be 
able  to  hang  your  questions,  but  I feel  myself  that  decisions 
are  arrived  at  in  practice  without  reducing  the  whole  thing 
to  detailed  lists  of  pros  and  cons.  There  are  considera- 
tions that  you  have  in  mind. 

1031.  Professor  Cairncross:  Sir  Edmund  told  us  that  you 
consider  the  cost  of  interest  to  the  Exchequer.  I think  by 
that  he  means  you  consider  the  direct  financial  cost ; but 
do  you  consider  the  cost  net  of  tax,  or  do  you  attempt 
to  work  out  what  the  ultimate  consequence  is  both  on 
tax  payments  and  on  savings  when  rates  of  interest  go 
up?  Or  are  you  only  concerned  with  the  financial  burden 

on  the  Exchequer  of  the  higher  rates  of  interest? Sir 

Edmund  Compton:  The  firet  thing  that  strikes  us  is  of 
course  the  effect  upon  the  Exchequer  and  upon  the  Budget 
balance,  Now  it  is  true  that  in  so  far  as  we  are  paying 
higher  rates  of  interest  we  may  get  some  of  that  hack 
in  higher  taxation ; that  is  already  allowed  for  in  the 
Budget  balance,  on  the  left-hand  side  of  the  account. 
The  Inland  Revenue  estimates  of  receipts  on  which  we 
are  working  take  account  of  the  increased  yield  of  taxa- 
tion that  they  expect  if  dividends  are  higher. 

1032.  Are  you  presented  with  a separate  estimate  from 
the  Inland  Revenue  of  the  anticipated  additional  revenue 

from  higher  rates  of  interest? ^No,  but  the  Inland 

Revenue  take  account  of  that. 

1033.  It  is  lost  in  the  global  total? It  is  a com- 

paratively small  element  in  the  total,  especially  having 
regard  to  tiie  fact  that  co-tain  important  institutions, 
whose  stock  in  trade  is  money,  do  not  in  fact  pay  tax 
on  their  dividends  at  all. 


1034.  You  have  no  figures? We  have  no  separate 

figure. 

1035.  You  have  in  fact  no  estimate  of  the  net  cost 

to  the  Exchequer? Sir  Edmund  Compton : No.  There 

are  a number  of  reasons,  including  statistical  ones,  why 

the  actual  figure Professor  Cairncross:  Clearly  there 

are  no  statistics : I was  asking  if  you  had  estimates? 

Sir  Edmund  Compton : We  have  taken  estimates ; but 
I must  say  tiiat  we  never  found  them  of  any  great  value 
for  our  purpose.  The  best  use  we  have  been  able  to  make 
of  them  is  really  to  remember  that  we  must  not  count 
it  over  twice.  In  defending  an  increase  in  the  debt 
charge  before  Parliament  a Chancellor  is  unwise  to  say 
that  the  real  cost  to  tiie  Exchequer  of  this  debt_  charge 
is  not  say,  an  increase  of  £100  milhon  but  an  increase 
of  £60  mMon  because  of  tax,  when  that  additional  ^eld 
of  tax  is  already  in  the  Budget  accounts  in  the  Inland 
Revenue  receipts. 


1036  That  may  be  so,  but  would  you  agree  that  a 
change  in  interest  rates  alters  the  distribution  of  ffie 
national  income  in  ways  that  wiD  have  an  ^ect  on  the 
Inland  Revenue  and  the  Exchequer,  and  will  also_^tei 
it  in  a direction  which  is  bound  to  affect  savings  I 7nese 
are  important  consequences  which  I should  have  thoi^t 
vou  would  have  worked  out,  however  roughly? — -The 
effect  of  a given  rate  of  interest  on  savmgs  and  on 
so-called  National  Savings— the  small  savings— a cer- 
tainly something  that  we  take  account  of  m our  interest 
rate  policy.  The  difficulty  there  is  to  make  any  estimate, 
in  fact  the  impossibility  of  making  any  estimate,  of  the 
•yield  that  you  get  in  mcreased  savings  from  a given 
decision  about  a rate  of  interest. 


1037  The  suggestion  was  not  'that  higher  rates  of 
nterest  were  an  incentive  to  save  more  but  that  higher 
ates  of  interest  gave  some  people  more  moi«y  out  of 
vhicb  they  mighit  save.  It  is  the  distributive  effect  -whsch 

should  have  thought  was  the  important  consequence? 

Jut  when  there  is  a shift  in  rates  of  mterest,  when,  for 
sxample,  the  Bank  Rate  goes  up  to  a marked  extent,  the 
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effect  of  that  upon  the  rate  of  interest  that  the  Exchequer 
pays  is  first  of  all  and  primarily  on  the  Bill  rate.  That 
is  where  the  immediate  effect  is  felt.  The  fact  that  we  are 
paying  a higher  rate  of  interest  on  Treasury  Bills  does  not 
add  much  to  the  amount  of  income  that  anybody  has  got 
to  save.  The  next  point  at  which  it  affects  the  Exchequer 
is  in  our  Exchequer  loan  operations  when,  for  example, 
we  have  maturing  debt  to  repay.  There  again,  judging 
by  the  experience  of  the  last  two  years,  our  issues  of 
Government  stock  have  been  to  badcs  in  the  main  and 
other  institutions,  and  I do  not  think  the  fact  that  we  are 
paying  them  higher  rates  of  interest  has  meant  that  that 
has  caused  any  additional  income  accruing  to  individuals 
out  of  which  they  can  save.  I am  bound  to  say  that  this 
consideration  that  by  paying  higher  rates  of  interest  the 
Government  can  increase  the  amount  of  dividends  that 
people  can  save  instead  of  spend  just  has  not  been  present 
in  our  minds. 

1038.  Th.e  levds  of  interest  rates  and  profits  tend  to  be 
related  and,  if  you  are  operating  in  'the  market  on  fixed 
interest  rates  you  are  also  operating  on  other  investments 
so  that  tie  endre  uafional  income  is  affected.  That  may 
have  important  consequences,  both  for  tax  revenue  and 
for  saving.  May  I a^  you,  on  another  matter,  wheflier 
you  have  any  estimate  thai  would  allow  you  to  judge 
whether  the  average  maturity  of  the  debt  is  dncreaskig 
or  diminishing?  Have  you  any  measure  of  that?  You 
say  you  fund  it,  but  how  do  you  judge  whether  you  have 
succeeded  in  funding  except  in  the  sense  that  you  have 
purchased  or  sold  certain  securities?  There  have  been 
heavy  maturities ; large  issues  must  be  maturing  every 
year.  These  are  being  knocked  off,  and  you  are  at  the 
same  time  issuing  new  securities  and  these  have  to  be 

added? In  the  first  place  we  measure  funding  by  flie 

extent  to  which  we  are  able  to  reduce  the  market  fluting 
debt 

1039.  Professor  Sayers:  In  the  sense  <rf  Treasury  BiHs? 

^Yes,  the  floajting  debt.  In  so  far  as  we  are  successful 

in  that,  and  the  Exchequer  financing  tables  show  up  that 
figure  quarter  by  quarter,  to  that  extent  wp  have  funded, 
and  to  a large  extent  that  funding  is  d<me  not  by  the  issue 
of  longer-teim  securities  but  out  cf  revenue  or  by  the 
lending  to  the  Exchequer  of  money  collected  by  the  extra- 
budgetary  institutions  like  the  National  Insurance  Funds. 
So  to  that  extent  that  is  the  first  point  at  which  one  can 
say  funding  is  taking  place  and  fte  debt  is  made  longer 
term.  The  second  lund  of  funding  operation  really  ccai- 
sists  of  .the  drive  to  sell  small  savings  securities.  I do 
not  know  whether  that  counts  for  your  purjwses  as  fund- 
ing or  not.  So  far  as  we  sell  a Saving  Cratificate,  to  that 
extent,  other  things  being  equal,  we  reduce  our  market 
floating  debt.  On  the  other  hand,  that  Certificate  is  repay- 
able on  demand,  and  you  may  not  think  that  is  funding 
at  all. 

1040.  When  you  say  the  policy  is  to  fund  at  any  price 
you  mean  ’that  you  must  r^uce  the  volume  of  Treasury 

Bills? ^Yes,  but  I never  said  that  the  policy  was  to 

fund  at  any  price.  I woidd  go  on  ito  say  that  for  this 
purpose  one  needs  to  define  the  expressicm  “funding”. 
Quite  strictly,  “funding”  means  to  raise  money  on  a 
security  which  the  Treasury  under  the  loan  contri:t  need 
never  repay.  The  'funded  debt,  strictly  speakdng,  consists 
of  “ old  ” Consols,  2i  per  cait.  Treasury  Stock  and 
3i  per  cent.  War  Loan;  but  I think  more  generally  fund- 
ing means  (1  was  using  it  as  meaning  this)  the  replace- 
ment of  market  floating  debt  by  biOTOwing  from  the 
public  either  on  small  savings  securities  or  by  the  issue 
of  market  securities  other  than  floating  debt. 

1041.  Chairman:  If  I understand  it  you  might  achieve 
reduction  of  the  floating  debt,  represented  by  Treasury 
Bills  under  our  system,  by  some  quite  extraneous  operation 
such  as  the  fact  that  you  are  running  down  your  reserves 
in  the  Exchange  Equalisation  Account,  and  that  would  put 
the  Exchequer  pro  tanto  in  funds  to  reduce  the  debt. 
There  is  no  funding  in  that  because  next  month  the  thing 

may  be  reversed  again? ^Then  funding  will  be  reversed. 

too. 

1042.  It  is  not  funding  in  the  sense  of  any  definition  you 
have  been  giving?  Is  a reduction  of  floating  debt  achieved 

through  that  cause? ^It  is  funding  in  5iis  sense,  that 

in  so  far  as  we  are  able  to  reduce  the  market  floating 
debt  we  are  reducing  the  liquidity  in  the  banking  system. 
If  that  is  the  objective  then  any  form  of  borrowing 


which  replaces  market  floating  debt  counts  as  funding. 
This  is  the  thesis  Mr.  Macmillan  developed  in  his  so-called 
“ Savings  ” Budget  of  April,  1956,  when  he  juslffied  the 
measures  for  increasing  borrowing,  _ by  small  savings  and 
other  means,  on  the  ground  that  this  reduced  the  floating 
debt  and,  therefore,  the  liquidity  of  the  banking  system. 

1043.  Sir  Oliver  Franks:  But  is  not  the  question  here 
the  definition  of  the  term?  If  something  happens,  like 
the  Exchange  Equalisation  Account  running  down,  as  a 
result  of  which  Treasury  Bills  are,  quite  simply,  cancelled, 
and  the  floating  debt  goes  down  but  no  other  change 
happens,  then  it  would  seem  fliat  to  use  the  word  “ fund  ” 
is  artificial,  because  I should  suppose  that  the  word 
“ fund  ” means  the  movement  of  securities  from  one  form 
into  another ; an  element  of  transition  or  change  is 
implied.  Is  it  not  legitimate  to  distinguish  between  those 
things  which  happen  Jo  the  amount  of  Treasury  Bills 
outstanding  which  simply  produce  a cancellation  or 
decrease  of  the  amount,  and  those  other  operations  which 
produce  a decrease  in  the  amount  of  Treasury  Bills  out- 
standing because  of  a movement  of  money  or  securities 
from  that  form  into  another  form,  i.e.,  a form  of  longer 
duration,  whether  it  be  a one  year  bond,  a ten  or_  a 
twenty  year  bond?  Surely,  the  idea  of  funding  carries 
with  it  some  such  notion  of  movement  from  one  form 

to  another  ; or  is  that  wrong? find  it  difficult  to  say. 

When  we  speak  of  funding  as  a policy  it  is  generally 
understood  that  what  we  are  trying  to  fund  is  market 
floating  debt— Treasury  Bills— and,  therefore,  when  _ws 
say  that  we  have  achieved  a measure  of  funding  according 
to  the  amount  of  the  reduction  in  the  outstanding  total 
of  market  bills,  those  market  bills  have  in  fact  been 
reduced ; there  has  been  a cancellation  at  maturity  of 
market  Treasury  Bills. 

1044.  Sir  John  Woods:  I should  have  thought  that 
funding,  however  loosely  eiqjressed,  really  implied  some 
degree  of  permanence  in  what  you  have  done.  If  that 
is  right,  surely  the  Chairman’s  point  of  view  is  right,  that, 
if  you  retire  Treasury  Bills  simply  because  the  E.E.A.  has 
sterling  to  invest  in  flie  Exchequer  and  that  process^  may 
be  reversed  within  the  next  month  or  so,  there  is  no 

element  of  permanency  in  that? ^No,  but  if  the  deftai- 

tion  of  funding  is  turned  into  the  jjermanent  reduction 
of  the  floating  debt,  then  the  definition  strictly  becomes 
a lot  narrower.  All  reduction  in  the  market  floating  debt 
that  is  done  by  the  selling  of  small  savings  must  be 
disqu^ified  on  that  account  because  any  holder  of  a 
certificate  can  apply  for  repayment,  so  to  the  extent  of 
£6,000  million  you  regard  the  national  debt  as  unfunded. 

1045.  Chairman:  I do  not  think  you  can  introduce 
the  idea  of  perpetuity.  This  arose  out  of  your  original 
statement  when  you  were  asked  what  funding  meant,  and 
you  said  in  the  first  place  it  consisted  of  reducing  the 
volume  of  Treasury  Bills  outstanding.  I thought  a little 
more  refinement  was  probably  needed  for  the  description 
of  the  {^ration  than  that,  but,  of  course,  you  may  not 

be  able  to  give  it? ^I  think  it  is  not  an  irrelevant 

definition  of  funding  if  one  has  specially  in  mind  the 
objective  of  monetary  management. 

1046.  Professor  Ccdrncross:  You  seem  to  be  making 
funding  the  inverse  of  liquidity ; but  liquidity  is  not  a 
matter  exclusively  of  the  Government’s  debt  operations  but 
the  public  debt.  You  will  agree  that  it  is  possible  for  com- 
mercial operations  to  be  carried  on  with  a greater  or  lesser 
degree  of  indebtedness  arising  and  a greater  or  lesser  degree 
of  liquidity  on  the  pant  of  the  average  business  concern 
independently  of  the  Government  and  of  the  monetary 
system.  That  might  be  a matter  that  causes  you  as  much 
concern  as  an  increase  in  general  liquidity  arising  out  of 
the  increase  in  the  floating  debt.  In  other  words,  you 
cannot  identify  the  conception  of  liquidity  with  the  concep- 
tion of  funding  although  the  two  ithings  are  clearly  very 
closely  related.  May  I ask  one  last  question  on  this  point? 
I would  like  to  know  from  you,  Sir  Edmund,  either  now 
or  later,  a little  more  about  the  operations  of  the  National 
Debt  Commissioners.  We  have  been  referred  to  the  evi- 
dence of  Mr.  Norman  Young  to  the  Public  Accounts  Com- 
mittee : there  may  be  a number  of  questions  arising  from 
diat  evidence  we  would  like  to  put  to  you,  possibly  on  the 
basis  of  the  paper  you  are  putting  in.  Would  your  paper 
cover  the  ground  in  regard  to  that  evidence?— — Sir 
Edmund  Compton : It  was  not  intended  that  it  should. — 
Sir  Roger  Makins:  I think  it  probably  arises  on  the  finan- 
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cing  -of  public  investment  but  -we  would  be  prepared  to 
deal  with  it  on  that  paper,  or  at  any  time. 

1047.  Chairman : I am  not  quite  sure  how  far  our  ques- 
tions are  going  to  go  on  it  now.  I am  rather  in  favour 
of  following  it  up  now  if  we  are  on  it. — Professor 
Cairncross:  I do  not  propose  to  go  very  far.  It  seemed 
to  me  that  you  gave  an  account  of  the  dealings  between 
the  Treasury  and  the  Bank  of  England  in  which  the 
National  Debt  Commissioners  were  not  included ; but 
clearly  they  manage  a fund  of  about  £5,000  million,  which 
puts  them  in  a very  strong  position,  and  they  have  indepen- 
dent access  to  the  Bank  of  En^and  which  is,  if  I under- 
stood properly,  also  the  Commissioners’  agent.  What  we 
would  like  to  know  is  how  far  the  National  Debt  Com- 
missioners receive  guidance  from  the  Treasury  on  the 
investmeut  policy  to  be  pursued? Sir  Edmund  Comp- 

ton : There  is  a constitutional  point  on  that.  The  National 
Debt  Commissioners,  the  active  ones,  are  the  Chancellor, 
the  Governor  and  the  Deputy  Governor.  Secondly,  in  that 
capacity — cannot  speak  for  the  Governor  and  the  Deputy 
Governor — ^but  the  ChanceEor,  I think,  is  a different  per- 
son, as  Mr.  Norman  Young  said  in  his  evidence  to  the 
P.A.C.,*  from  the  Chancellor  as  the  head  of  the  Treasury. 
He  has,  after  all,  several  roles.  He  is  the  Minister  for 
the  Treasury,  he  is  a National  Debt  Commissioner,  he  is 
a Church  Commissiouer ; he  has  a number  of  different 
functions  and  this  is  one  of  those  different  functions.  The 
policy  of  the  National  Debt  Commissioners  really  depends 
upon  the  nature  of  the  funds  that  they  have  to  invest. 
Leaving  out  the  small  ones  you  can  resily  isolate  this  to 
the  two  big  blocks  of  the  Savings  Bank  Funds  which 
amount  to  just  over  £2,500  million,  and  the  National 
Insurance  Funds  which  amount  to  £1,800  million.  The 
nature  of  the  Savings  Bank  Funds  is  that  they  are  either 
stationary  or  slight  net  sellers  of  securities  and  that  is 
because  there  is  an  outflow  of  deposits ; the  deposits  are 
goiug  down  rather  than  up  in  the  Savings  Banks.  That  is 
cushioned  as  a matter  of  history,  to  a considerable  extent 
by  the  way  in  which  the  big  increases  in  Post  Office  and 
liustee  Savings  Bank  deposits  were  invested  in  wartime. 
They  were  invested  with  the  Exchequer  in  terminable 
annuities  and,  therefore,  you  have  a flow  of  repayments 
of  principal  and  interest  to  the  National  Debt  Commis- 
sioners which  to  a large  extent  look  after  ffie  drain  on 
deposits,  but  not  entirely,  as  the  Exchequer  financing 
tables  ^ow.  The  National  Insurance  Funds,  on  the 
other  hand,  have  so  far  shown  a steady  excess  of  income 
ovar  repayments  and  benefits  which  under  the  Act  has 
to  'be  invested.  There  is  a distinct  difference  in  the  attitude 
on  the  part  of  the  National  Debt  Commissioners  and 
the  Comptroller  General,  whose  job  it  is  to  run  it,  between 
the  disposition  of  the  Savings  Bank  Funds  and  the 
National  Insurance  Funds.  The  Savings  Bank  depositor 
is  really  not  concerned  at  all  with  the  way  in  which 
his  money  is  invested.  He  gets  2^  per  cent,  on  his 
money  and  he  gets  repayment  when  he  wants  it.  If 
it  is  invested  well  or  invested  badly  it  makes  no  difference 
to  him.  On  the  other  hand  the  National  Insurance 
contributor  has  or  can  be  conceived  as  having  an  interest 
in  the  way  those  funds  are  invested.  The  National  Debt 
Commissioners,  as  holders  of  ffiat  money,  must  hold  it 
in  a form  wtuch  enables  them  to  keep  an  appropriate 
liquid  balance  to  deal  with  repayments  and  benefits  and 
the  rest  of  it  as  those  occur, 

There  is,  I think,  nothing  in  the  law  which  requires 
the  Savings  Bank  Funds  to  be  managed  in  any  particular 
way.  The  law  only  lays  down  what  types  of  securities 
they  shall  be  put  in.  The  same  is  true  about  the  National 
Insurance  Funds.  The  1946  Act  simply  says  that  the 
National  Insurance  Fund  shall  be  invested  by  the  National 
Debt  Commissioners  in  accordance  with  any  directions 
that  may  be  given  by  the  Treasury  in  the  same  list  of 
securities  as  is  laid  down  as  being  the  securities  for  the 
Savings  Bank  Funds.  Even  that  leaves  the  National  Debt 
Commissioners  a vay  wide  discretion  about  what  they 
put  the  money  into.  On  the  other  hand,  there  is  not 
much  new  money  for  them  to  invest  at  any  one  time. 

The  National  Debt  Office,  as  a matter  of  practice,  have 
for  years,  for  as  long  as  I can  remember,  kept  in 
close  touch  with  us  at  the  Treasury  about  the  policy  they 
should  pursue  in  accordance  with  ttie  needs  of  fiieir  funds. 
It  has  never,  as  a matter  of  history,  been  necessary, 

• See  footnote  to  Qn.  674. 


or  even  thought  desirable,  that  we  should  give  them  a 
direction,  which  we  can  do  under  the  1946  Act,  about 
the  investment  of  the  National  Insurance  Funds.  That  has 
never  actually  been  done. 

I think  the  answer  to  Professor  Caiincross’s  question 
about  pohcy  is  that  they  have  a wide  discretion  and  pay 
attention  to  the  needs  of,  and  their  duties  to,  their 
depositors,  and  that  in  carrying  that  out  the  National 
Debt  Office  keep  in  close  touch  with  the  Treasury.  So 
far  there  has  not  been  any  occasion,  that  I know  of,  of 
any  feeling  of  cleavage  between  their  duty  as  trustees, 
if  you  like  to  put  it  so,  and  the  advice  the  Treasury 
would  wish  to  give  them  on  grounds  of  either  investment 
policy  or  monetary  policy. 

1048.  Discussions  are  frequent  between  the  National 
Debt  Office  and  the  Treasury  on  the  types  of  security  that 

they  might  sell  or  buy,  are  ffiey? ^Yes,  but  the  amount 

of  'buying  and  selling  that  they  do  is  comparatively  small 
and  infrequent.  That,  of  course,  results  from  the  fact 
that  the  amount  of  money  lhey  have  to  invest  is  com- 
paratively small.  I think  the  operational  contact  takes 
place  more  between  the  National  Debt  Office  and  the 
Bank  of  England  because  in  practice  the  bulk  of  their 
investment  consists  of  a revision  by  them  of  their  port- 
folio. The  suggestion  may  be  perhaps  that  it  is  getting 
too  short,  and  they  mi^t  m^e  it  longer,  because  at 
times  they  might  get  a higher  yield.  If  so,  the  Bank  of 
England  can  suggest  some  exchange  of  securities  as 
between  the  Issue  Department  and  the  National  Debt 
Office  'Which  will  give  them  the  desired  result,  and  probably 
provide  the  Bank  of  En^and  with  securities  which  are 
more  suitable  to  them  for  their  market  operations.  That 
is  the  more  general  type  of  operational  discussion  that 
takes  place  and  the  Treasury  does  not  take  part  in  that. 

1049.  Mr.  Young,  in  his  evidence  to  the  P.A.C.,  spoke 

of  the  accumulation  of  a reservoir  of  securities  financed 
by  the  Savings  Bank  money  from  which  additional  invest- 
ments for  the  trust  funds  could  be  made  available  from 
time  to  time.  This  pcstulates  that  there  are  periods  in 
which  funds  are  not  invested.  Is  this  a frequent  occur- 
rence? Are  these  movements  of  funds  large? ^No,  we 

deal  with  that  in  the  Exchequer  Management  paf«r.  "When 
deposits  exceed  withdrawals,  that  generates  a credit  balance 
with  the  National  Debt  Commissioners  which  they  lodge 
temporarily  with  the  Exchequer  in  the  form  of  Ways  and 
Means  Advances  and  to  some  extent  in  Treasury  Bills ; 
they  have  a ‘ float  ’ of  Treasury  Bills  to  enable  them  to  deal 
with  immediate  withdrawals.  Subject  to  Ihat  working 
balance  the  amount  ffiat  they  have  available  for  invest- 
ment is  invested  pretty  quickly.  But,  .as  I say,  the  general 
experience,  at  any  rate  in  ffiese  last  few  years,  of  the 
Savings  Bank  Funds  has  been  of  financing  withdrawals 
and  not  of  investing  a surplus. 

1050.  Mr.  Jones'.  The  Comptroller-General  of  the 
National  Debt  Commissioners  is  respcmsible,  as  I under- 
stand it,  for  the  investment  of  that  partio'ular  section  of 
the  departmental  funds  of  the  Government.  You  have 
told  us  tiiat  because  the  Post  Office  Sa'vings  Bank  and 
Trustee  Savings  Banks  are  guaranteed  it  is  possible  for 
money  to  be  used  from  those  particular  funds  without 
regard  to  the  standard  of  earnings  that  might  be  realised 
on  the  basis  of  investment,  and  you  have  drawm  a line 
of  demarcation  between  that  sort  of  investment  to  assist 
the  running  of  the  nation,  or  to  help  the  funding  of  the 
National  Debt,  side  by  side  with  the  situation  of  the 
funds  that  are  available  for  investment  from  National 
Insurance.  Now,  in  view  of  the  fact  that  the  Naticmal 
Debt  Commissioners  seek  to  secure  the  highest  possible 
revenue  in  earnings  for  the  Insurance  Funds,  is  there 
at  any  time  a situation  whereby  some  part  of  the  debt 
is  being  funded  and  where  Post  Office  Savings  and 
Trustee  Savings  are  invested  in  that  particular  funding, 
for  those  investments  to  be  held  and  sold  later,  probably 
at  less  than  par,  to  the  Insurance  Fund  Commissioners? 

There  have  been  occasions  for  switches  between  the 

Savings  Bank  Funds  and  the  National  Insurance  Fmds, 
but  purely,  I ffiink,  where  the  National  Insurance  Funds 
have  had  a surplus  that  they  needed  to  invest,  and  the  Post 
Office  Savings  Bank  Pmid,  on  the  other  hand,  have  had  to 
realise  something  because  of  the  withdrawal  of  deposits, 
so  that  it  was  dearly  convenient  that  there  should  be  a 
transaction  between  the  two  funds. 
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1051.  Woald  it  be  possible,  and  does  it  happen,  foi 
the  Post  OfBce  Savings  Bank  Fund  to  buy  funded  bonds 
at  par  and  sell  below  par  to  the  other  departmental  funds 

of  the  Treasury  or  of  the  State? ^AB  transactions  t^e 

place  at  market  prices,  so  that  you  could  have  a situahon 
in  which,  the  Post  Office  Savings  Bank  Fund  had  acquired 
stock  at  par,  and  then  at  a later  stage  had  to  realise 
that  because  they  had  depositors  to  repay,  and  sold  it  at 
something  less  than  par ; that  would  be  quite  possible. 

1052.  In  this  process  of  funding  are  the  Treasury  at 
any  time  in  a position  to  bring  pressure  to  bwr  upon 
the  Comptroller-General  of  the  National  Debt  Commis- 
sioners to  take  up  the  unsubscribed  issue  in  a nw 

funding? On  the  Post  Office  Savings  Bank  Fund  the 

question,  as  I say,  does  not  arise  because  they  are  net 
sellers  of  securities  and  not  buyers  at  By  and  large, 
deposits  are  being  wMidrawn,  and  therefore,  large, 

the  Post  Office  Savings  Bank  Fund  is  not  available  to  buy 
securities  at  aU.  They  cannot  subscribe  to  a security 
unless  they  have  got  the  money  to  subscnbe  to  it. 

1053  Are  all  the  Savings  Bank  deposits  and  the 
Trustees  Savings  Bank  deposits  avadable  for  some  pur- 
pose or  other  for  the  nation?  Is  not  that  purpose 
substantiaUy  to  take  up  these  bonds  as  theyJ^Mme 
available  in  the  market  and  as  the  issues  are  made. 

They  can  only  take  up  new  issues  if  there  is  an  incre^e 
in  Pest  Office  and  Savings  Bank  deposits  imt,  un- 
fortunately, the  Savings  Bank  de^sits  on  whole  are 
going  down,  not  up,  and,  therrfore,  the  Savings  Ba^ 
Funds  have  not  got  the  money  with  which  to  subscnbe 
to  new  issues.  . 

1054.  Chairman-.  I think  we  got  the  impre^Km 
the  Bank  of  England  that  when  new  issues  of  Govern- 
ment stock  were  made  there  were  what  you 
departmental  underwriters.  I got  the  same  impr«sion 
from  reading  the  Comptroller  General  s evidence  to  the 
PAC  There  are  funds  available,  which  are  used  to 
t^e  a piece  of  the  issue  and  then  later  on,  if  I 
stand  itf  as  there  is  money  ^vadable  m other 
are  passed  on  out  of  the  reservoir.  I that  as  what 
Mr  Jones  is  on  now,  and  that  takes  place,  does  it  not/ 

It  does  take  place,  but  I think  Mr.  Jones  was  refe- 

ring  to  the  Savings  Bank,  and  I was  saying  that  ffiat 
particular  department  is  not  a subscriber  because  it  Has 
not  got  the  money  with  which  to  subscnbe. 

1055  Mr  Jones-.  You  say  that  Savings  Bank  deposits 
are  going  down.  Would  that  not  pre-suppose  that  savers 
are  looking  for  the  best  market  for  their  savings,  and 


that  there  is  a substantiaUy  better  market  for  savings 
than  the  Post  Office  or  National  Savings  m the  present 
trend  of  events?  Would  .that  not  substantially  affect  any 
effort  that  was  made  at  any  time,  in  situaUon  an^ 
in  this  climate,  to  fund  some  part  of  liie  very  high 

Soaring  debt? ^Yes.  I do  not  want  to  give  the  ir^r«- 

sion  that  there  is  a continual  run  on  the  Post  Office 
and  Trustee  Savings  Banks.  The  point  I was  making  was 
that  you  do  not  get  a substantid  ^crease  in 
so  'that  their  circumstances  would  enable  them  to  have 
funds  avaUable  to  invest.  It  is  quite  as  things  «e 
at  present,  that  Savings  Bank  deposits  at  2i  per  cent, 
are  not  attractive  as  a form  o£  longer-term  saving.  On 
the  other  hand,  they  perfomi  m lie  smah  savm^  field 
the  very  nscfijl  Innction  o£  providing  £or  the  short-term 
saver  and,  leafiy,  £or  a certain  amount  o£  poor  mans 
current  banking.  A large  amount  o£  the  deposits  ™ fi™ 
there  arc  of  that  kind ; and,  after  all,  they  do  amount 
to  nearly  £2,000  milUon. 

1056.  Sir  John  Woods:  Would  I be  right  in  ^king 
that  as  meaning  that  the  Post  Office  Savings  ^ 

largely  an  institution  where  people  put  then  savm^ 
for^  s^cific  spending  purposes  not  t<»  far  ahead  rather 
than  for  a longer-term  savings  purpose?  Yes. 

1057  Mr  Jones:  Would  there  not  be  substantial  s^s 
in  National  Savings  and  in  the  Post  Office  ffiat 
deposited  there  or  invested  there  against  the  ® 

retoment?  Might  you  not,  therefore,  have  Saving 
Bank  deposits  and  National  Savings  that  wept  on  tor 
one  or  more  decades,  so  that  aU  your  Savings  Ba^ 
deposits  are  not  accumulated  on  the  basis  of  s^t-period 

sa^gs? ^There  are  probably  some  Post  Office  and 

Trustee  Savings  Bank  deposits  which  have  been  ffi«e 
a long  time,  hut,  by  and  large,  I would  agr«  with  Sir 
John  Woods  in  saying  that  the  money  m the  Savmgs 
Bank  accounts  was  of  a shorter  term  nature  and  “that  in 
the  small  savings  field  longer-teriri  savings  are  probably 
in  the  other  securites,  particularly  in  the  National  Savmgs 
Certificates. 

1058.  But  the  smaller  saver  does  not  know  very  much 
about  saving  other  than  in  the  Post  Office  and  in  the 
Trustee  Savings  Banks  and  in  National  Savings  Certifi- 
cates?  Yes.  I am  only  saying  that  if  there  is  a 

division  :between  longer-term  and  shorter-term  saving  ui 
the  small  savings  field  I think  the  longer-term  is  in 
National  Savings  Certificates,  and  the  shorter-term  savmgs 
in  the  Post  Office  Savmgs  Bank. 


{Adjourned  until  2.00 


Sir  Roger  Marins,  Sir  Edmund  Compton  and  Sir  Robert  Hall,  further  examined. 


1059.  Chairman:  I am  assuming  tha-t  we  ^ve  ii<w 

finished  points  arising  out  of  paragraph  2.  1 will  go 

on  to  paragraph  3.  Are  there  any  questions?— Lord 
HarcouTt:  One  small  prant:  you  say  ffie  law  provid® 
that  ail  Government  receipts  must  be  paid  into  ffie 
S^equer.  Is  that  a specific  laWi  Was  .there  an  Act 
which  laid  it  all  down,  or  has  it  just  growm  np.  “ 

speak? Sir  Edmund  Compton : It  was  the  Exchequer 

and  Audit  Departments  Act,  1866. 

1060.  Chairman:  Paragraph  4?  Paragraph  5?— —May 

I i.ust  correct  a statement  of  fact  m paragraph  5,_sub- 
pakgraph  (iv)?  That  description  is  not  quite  n^t : wsues 

of  a capital  nature  which  Parliament  has  authonsw  to 
be  paid  from  the  Exchequer  out  of  monies  borrowed  tor 
the  purpose.”  That  is  so,  when  ffiere  is  no  surplus 
revenue  from  which  to  meet  tiiem.  The  strict  defimtion 
is  liiat  they  are  issues  for  which  Parhament  has  given 
us  power  to  borrow.  But  we  do  not  ^ways  exerci^  ffie 
tjower  For  example,  in  a year  hke  the  present,  all  but 
£125  millions  of  om  overall  expenditure  is  covered  by 
revenue  above  the  line ; in  other  words,  we  rapeot  to  me^ 
the  bulk  of  our  below  the  Ime  commitments  out  of 
revenue. 

1061  Just  give  me  a typical  example  of  “ Intore^  on 
the  National  Debt  met  from  interest  received  from 
made  by  the  Govanment,”  in  paragraph  5(m).  what 

kind  of  operation  is  .that? ^Those  are  the  loans  that 

have  been  made  by  the  Govemment  to  the  local  authori- 
ties and  to  tile  nationalised  industries  that  are  financed 
&<nn  'the  Exchequer.  Those  are  interest-bearing  loans. 


Therefore  we  would  have  a large  and  growing  receipt  of 
interest  from  .them.  That  is  applied  to  the  service  of  the 
National  Debt  before  we  use  money  from  the  Exchequer 
above  the  line  for  debt  service.  If  you  look  at  tiie  Financial 
Statement,  you  see  above  the  line  the  debt  charge  and 
below  the  line  interest  outside  the  debt  charge.  The 
amount  of  interest  that  we  get  from  these  public  boards 
and  local  authorities  is  shown  separately  in  our  accounts 
in  that  way. 

1062.  Sir  John  Woods:  It  is  therefore  in  effect  a deduc- 
tion from  ffiat  part  of  the  Consolidated  Fund  services 

which  relates  to  itiie  National  Debt  service? ^Yes.  _ For 

example,  the  current  Financial  Statement  gives  ^ estimate 
cf  interest  on  debt  above  the  line  of  £640  iniiUons.  It 
shows  as  an  item  helow  the  line  interest  outside  the 
Budget  of  £175  millions.  The  total  cost  of  serviring  the 
debt  is  those  two  combined. 

1063.  Chairman:  Paragraph  6?  7?  8?  9?  You  use 
throughout  the  following  paragraph  tiie  words  “ invested 
in  .the  Exchequer  There  is  no  particular  meaning  in 

that? ^In  fact  it  is  a loan  to  the  Exdiequer.  _ It  may 

be  interest-&ee  if  it  is  d^aitmental,  or  it  may  he  interest- 
bearing  if  it  is  from  outside. 

1064.  Sir  John  Woods:  What  fonn  would  a loan  of 
this  kind  take? — —It  depends  ; it  may  be  Ien.t  on  Ways 
and  Means  Advance,  in  which  case  it  is  24-hour  moneiy  ; 
or  the  Treasury  may  issue  a Bill,  in  which  case  the  Bill 
is  repayable  in  three  months,  For  example,  the  capital 
of  the  Exchange  Equalisation  Account  is  partly  sterling. 
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and  the  sterling  of  the  Exchange  Equalisation  Account  is 
invested  with  the  Exchequer.  The  Exchequer  issues  to  the 
Exchange  Account  Treasury  Bills  and  not  Ways  and 
Means  Advances  because  of  the  amount.  It  is  purely  a 
matter  of  inter-accounting  convenience. 

1065.  Sir  John  Woods:  And  if  the  Exchange  Account 

cannot  meet  cash  it  sells  Bills? In  effect.  One  of  the 

details  of  management  of  the  Exchange  Account  is  to 
arrange  their  portfolio  of  Bills  in  such  a way  that  Bills 
are  maturing  every  day ; they  just  let  Bills  run  off. 

1066.  Every  day? ^Yes. 

1067.  Chairman:  On  paragraph  10,  at  some  stage  I 
should  like  to  know  your  view  as  to  whether  the  by- 
product of  the  operation  of  the  Exchange  Equalisation 
Account,  its  internal  effect  on  the  money  market,  is  some- 
thing which  you  think  is  desirable  as  a tie-up  or  not.  Is 
it  a necessary  consequence  and,  if  not  necessary,  is  it 

a desirable  one? ^It  is  a difficult  question  to  answer 

off-hand.  I would  say  that  in  principle,  when  the  Exchange 
Account  is  buying  gold  and  dollars,  that  is  an  inflationary 
tendency.  It  has  its  counterpart,  in  Exchequer  manage- 
ment, in  the  withdrawal  of  capital  from  the  Exchequer, 
and  consequently  the  need  by  the  Exchequer  to  borrow 
in  the  market  to  replace  that  money. 

1068.  The  general  effect  is  that  supplies  of  money  in 
the  money  market  become  larger  because  of  the  fact 
that  the  !^chequer  is  acquiring  gold  and  reserves  against 

sterling? When  we  acquire  gold  and  reserves  against 

sterling,  the  effect  on  the  management  of  ffie  Exchequer 
is  that  the  Exchequer  then  has  to  borrow  so  much  more 
in  the  market.  Generally  that  is  the  way  it  works,  and 
it  does  look  as  though,  in  our  management  of  the  money 
market,  that  is  the  counterpart  of  the  economic  effect  of 
an  increase  in  the  gold  and  dollar  reserves,  which  broadly 
would  be  inflationary, 

1069.  May  I ark  you  exactly  what  you  mean  by  inflation 

in  that  connection? Sir  Edmund  Compton:  I mean, 

subject  to  correction  by  Sir  Robert  Hall,  that  when  we 
are  buying  gold  and  dollars  incomes  are  being  earned 
without  goo^  and  services  for  than  to  be  spent  on. — 
Sir  Robert  Hail:  Yes,  I think  this  will  become  rather 
easier  to  deal  with  when  we  get  on  to  the  question  of 
what  determines  the  total  supply  of  money.  In  the  old 
days,  under  a pure  gold  standard,  if  gold  came  in  it 
increased  the  supply  of  money,  and  if  gold  went  out  it 
decreas^  the  supply  of  money.  Now  ffiere  is  a .similar 
effect  with  regard  to  Treasury  Bills,  but  whether  changes 
in  the  volume  of  Treasury  Bills  have  the  direct  effect  on 
the  stock  of  money  which  changes  in  the  supply  of  gold 
had  m the  old  days  is  one  of  the  questions  which  I 
imagine  you  will  be  asking.  In  my  view  it  is  not  as 
simple  as  it  used  to  be.  Sir  Edmund  meant  that  it  tended 
to  decrease  or  increase  the  liquidity  of  the  system. 

1070.  Lord  Harcouri:  I would  like  you  to  explain  to 
me  whether  a drawing  from  the  International  Monetary 
Fund  is  inflationary  or  not  inflationary.  It  is  a question 
which  I have  heard  people  discussing  at  times,  and  I 
was  never  able  to  understand  it.  I wonder  if  you  could 

give  us  an  explanation? Sir  Edmund  Compton:  I 

think  the  answer  is  that  .the  drawing  is  probably  neutral. 
— Lord  Harcourt:  I think  that  is  the  tectbook  answer, 
yes. — Sir  Edmund  Compton : But  when  there  is  a drawing 
from  the  International  Monetary  Fund  it  is  in  fact  drawn 
in  order  to  replenish  gcdd  and  dollar  reserves  which  have 
been  spent.  So  the  rei  question  is  whether  the  spending  is 
mflationary  or  the  reverse,  not  the  drawing  from  the 
International  Monetary  Fund.  I think  one  has  to  go  back 
to  the  previous  transaction. 

1071.  Mr.  Jones:  Can  you  borrow  whatever  currencies 
you  require  in  terms  of  foreign  exchange  from  ttie  Inter- 
nationaJ  Monetary  Fund,  in  addition  to  securing  gold,  if 

that  is  necessary? Sir  Robert  Hall:  I think  you  can 

take  them  out  in  other  currencies,  but  in  fact  we  have 
always  taken  them  out  in  gold  or  dollars. 

1072.  Lorrf  Harcourt:  You  can  buy  (it  is  a question 
of  buying  from  the  International  Monetary  Fund)  any 
currency  you  _ like. — Professor  Cairncross : Provided  you 
can  pay  for  it. — Lord  Harcourt:  You  pay  in  your  own 
currency.  Ibis  is  the  bit  which  I never  understand,  that 
I was  asking  Sir  Edmund  about.  What  happens  at  the 


mo.ment  is  that  the  International  Monetary  Fund  holds 
a non-interest-faearing  note  from  Her  Majesty’s  Govern- 
ment. When  the  Unit^  Kingdom  wants  to  borrow,  so- 
called,  from  .the  Intemationa.1  Monetary  Fund  it  has  in 
fact  to  redeem  the  non-interest-bearing  note  and  buy 
either  foreign  currency  or  gold  with  an  interest- 
bearing  security  of  some  kind,  which  is  then  credited  to 

the  International  Monetary  Fund? Sir  Robert  Hall: 

I think  the  answer  is  that  it  ought  to  be  inflationary, 
because  you  have  substituted  a distant  liability  for  a cur- 
rent asset,  and  you  are  selling  the  current  asset 
for  sterling:  it  depends  on  what  happens  as  regards  in- 
ternal monetary  management  whether  you  offset  it  or 
not. — Sir  Edmund  Compton:  The  actual  transaction  that 
takes  place  when  we  draw  on  the  International  Monetary 
Fund  is  in  the  first  instance  a purchase  of  dollars  by 
the  Exchange  Equalisation  Account.  When  the  Exchange 
Account  buys  the  dollars,  it  pays  the  equivalent  sterling 
into  the  account  of  the  I.M.F.  with  the  Bank  of  England 
in  London.  But  then  the  I.M.F.  completes  the  circle 
by  Imling  that  sterling  back  to  the  Exchequer  on  the 
security  of  non-interest-bearing  notes.  In  fact  the  actual 
borrowing  from  the  I.M.F.  is,  curiously  enough,  a borrow- 
ing of  sterling.  We  buy  the  dollars  from  that  store,  and 
we  borrow  the  sterling  with  which  to  buy  the  dollars. 
The  dollars  which  we  buy  are  then  lent  to  the  Exchange 
Account  to  take  the  place  of  the  dollars  which  we  lost 
when  we  sold  gold  or  dollars.  So  the  point  at  which 
the  .transaction  affected  the  public  and  Ae  money  supply 
was  the  .previous  point,  at  which  gold  and  dollars  had 
been  sold  to  make  a transaction,  by  which  the  country 
acquired  imports  out  of  our  exchange  reserves. 

1073.  Professor  Sayers:  Both  this  case  and  the  ordinary 
case  o.f  the  movement  of  gold  into  or  out  of  the  Exchange 
Account  work  as  they  do  in  relation  -to  the  internal  sys- 
tem because  the  Exchange  Accoimt  holds  its  sterling  in 
the  form  of  Treasury  Bills.  As  Sir  Robert  pointed  out, 
that  is  different  from  the  old  system  under  which  the 
Exchange  Account  of  the  time  held  its  sterling  differently. 
Has  the  Treasury  ever  considered  different  ways  of  doing 
this— ways  different  from  that  of  holding  the  Exchange 
Account  sterling  in  Treasury  Bills,  having  regard  to  the 
effects  on  the  internal  monetary  system?  Or  is  ^is 
another  case  of  our  having  switched  systems  without  ever 
considering  one  in  comparison  with  the  other  at  any  time 

subsequently? ^This  system  dates  from  1939.  The  old 

system  dates  from  the  complete  transfer  of  the  gold  from 
the  Bank  of  England  to  the  Exchange  Account  in  April, 
1939:  and  I think  I am  right  in  saying  that  since  then 
we  have  used  this  system  and  none  other. 

1074.  But  have  you  thought  about  it? Speaking  for 

myself,  no ; not  in  terms  of  substituting  another. 

_ 1075.  It  is  different  from  the  old  system  and  therefore 
ties  up  with  the  internal  monetary  arrangements  in  a 
rather  different  way.  I am  not  suggesting  that  it  is  either 
better  or  worse,  but  it  is  different : and  it  is  not  the  only 
possible  way.  I wondered  if  the  Treasury  had  ever  given 
thought_  to  diis  system  in  comparison  with  possible 

ajternatives? Sir  Robert  Hall:  My  im.pression  is  the 

same  as  Sir  Edmund’s : that  we  have  not  thought  about 
it  in  those  terms.  We  tend  to  think  about  a gain  or  loss 
of  ^e  reserves  as  part  of  the  complex  of  the  economic 
system,  and  deal  wifli  it,  as  will  be  indicated  in  our  next 
paper,  by  a complex  system  of  measures. 


IV/O.  K^nuirman.  max  is  paragrapn  10  (i).  Is  there 
anything  more  on  fi)?  Then  there  is  (ii).—Sir  John 
Woods:  May  I ask  for  clarification?  You  say  that  the 
counterpart  of  the  American  Aid  is,  after  an  interval 
credited  to  Defence  Votes.  Thai  has  not  always  been 
done,  has  it?  After  all,  there  are  these  funds  like  the 
Revolving  Fund  for  Industry,  with  which  I am  con- 
nected, where  I understand  the  capital  with  which  we 
are  supposed  to  be  operating,  £700,000,  is  from  counter- 
part funds?  Sir  Edmund  Compton:  That  statement  is 
not  100  per  cent,  true,  because  there  have  been  in  the 
^st  certam  deductions,  for  example,  from  these  funds 
for  the  Americans  expenses  in  running  Mutual  Aid  Then 
there  was  another  deduction,  as  Sir  John  says  for  this 
revodving  productivity  account,  But  those  are  very  small 
mrants  comped  witi  the  total,  as  the  linancmg  tables 
=‘•‘1  of  defence  vote!  nins“ 
m 1953,  £85  million  ; m 1953-54,  £125  million  ; 1954  55 
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£62  million;  and  then  it  has  been  tailing  off  sinM.  It 
has  been  figures  of  that  magnitude,  as  compared  with  the 
£700,000  -which  Sir  John  Woods  mentioned  as  having  been 
deducted. 

1077.  It  is  a close  approximation  of  the  truth? ^Yes. 

I am  afraid  it  is  not  100  per  cent,  right 

1078.  Lord  Harcourf.  It  would  be  100  per  cent,  right 
if  it  was  American  defence  aid.  fe  not  the  difference 
between  defence  aid  and  economic  aid?  Because  we  are 

now  only  in  receipt  of  defence  aid. Sir  Edmund 

Compton:  That  has  been  so  for  some  time. — Sir  Robert 
Hall:  And  there  is  not  any  counterpart  in  drfence 
aid:  I do  not  think  there  is. — Sir  Edmund  Compton: 

In  so  far  as  there  is  no  counterpart,  the  paragraph 
does  not  operate.  Counterpart  has  a long  history 
of  argument  with  the  Americas.  Oux  view  all  along 
was  Sat  we  should  use  the  counterpart  in  cancellation 
of  debt ; and  that  in  effect,  at  the  end  of  the  day,  is  what 
happens  when  it  is  credited  to  defence  votes : but  for  their 
own  presentation  purposes  they  prefer  us  to  pay  it  to  our 
defence  votes.  The  reason  for  the  interval  which  is  men- 
tioned in  ffiis  paragraph  is  that  the  actual  drawing  for 
credit  to  defence  votes  has  always  meant  reference  back  to 
the  United  States  and  general  approval  by  them,  which 
was  apt  to  take  some  time. 

1079.  Chairman : Thank  you.  Now  we  come  to  para- 
graph 11. Mr.  Jones:  I am  not  sure  that  I understand 

the  mechanism  of  the  fiduciary  note  issue.  If  there  is 
an  increase  of  the  fiduciary  note  issue,  would  not 
that  have  a substantial  effect  upon  inflation?  Would 
not  flie  fact  that  you  were  increasing  the  fiduciary 
issue  mean  tiiat  you  had  not  sufficient  money 
and  that  tiie  new  money  tiiat  you  were  issuing 
was  not  covered,  and  that  it  would  tiierefore  be 

inflationary? think  that  would  be  so  if  the  increases 

in  the  fiduciary  issue  were  sufficiently  large  in  relation 
to  the  total  amount  of  money  supply.  But  I think  the 
view  we  usually  take  of  the  fiduciary  issue  is  that  the 
size  really  depends  on  the  liquidity  preference  of  the 
individual  bolder  of  money,  for  instance,  whether  he 
wants  to  hold  his  money  in  the  form  of  a bank  deposit 
or  in  the  form  of  a note  ; and  the  amount  of  the  currency 
in  circulation  really  depends  on  the  demands  made  on 
the  Hsue  Department  by  the  bankers  who,  in  their  turn, 
depend  upon  the  demands  at  their  counters  from  their 
customers. 

1080.  When  a note  issue  is  made  by  the  Issue  Depart- 
ment, we  are  told  in  paragraph  11  that  it  is  invested  with 
the  Exchequer.  What  does  the  Exchequer  give  to  the 

Issue  Department  in  exchange  for  that  money? A 

Treasury  Bill. 

1081.  And  that  would  be  the  anchor  of  the  value  for 

the  Bank? Yes ; in  fact  the  Bank  Return  shows  the 

Issue  Department  separately,  on  the  left-hand  side  the 
notes  in  circulation,  Mid  on  the  other  side  their  Govern- 
ment securities ; and  so  far  as  there  is  an  increase  in 
the  notes  in  circulation  ‘there  will  be  an  increase  in  their 
holding  of  Government  securities,  which  is  Treasury  Bills 
in  the  first  instance. 

1082.  Di  what  drcumstances  would  an  increase  of  the 
fiduciary  note  issue  be  required?  Would  the  Exchequer 
be  going  through  some  period  of  difficulty  and  strain  that 
could  not  be  met  by  the  ordinary  currency  available? 

^No.  In  our  experience,  the  fiduciary  note  issue  reaUy 

fluctuates  according  to  tiie  demands  made  on  the  banks 
by  the  public.  For  example,  we  are  accustomed  to  having 
a seasonal  increase  at  Christmastime  and  then  a reflux 
of  notes  after  Christmas,  and  again  at  other  times,  with 
a reflux  after  that,  according  to  the  tendency  of  the 
public  to  use  more  notes  in  holiday  periods. 

1083.  Chairman:  But  those  are  variations  within  the 
cycle  of  a year.  There  is  another  variation,  which  is  a 

constant  increase,  year  by  year? ^That  is  so,  and  that 

appears,  so  far  as  one  can  judge,  to  march  pretty  closely 
in  step  with  the  national  income.  If  one  takes  a graph 
of  the  national  income  over  the  five-year  period  and  then 
takes  a line  of  the  increase  in  the  fiduciary  note  issue 
over  the  period,  there  seems  to  be  some  rough  corre- 
spondence between  the  two. 


1084.  Sir  John  Woods:  I think  we  were  told  by  the 
Bank  of  England  that  the  attitude  of  the  Bank  towards 
a fiduciary  note  issue  was  entirely  passive.  I took  that 
to  mean  as  I think  you  have  indicated,  that  these 
increases  year  by  year  in  the  fiduciary  note  issue  re^y 
reflect  a continuing  increase  in  the  appetite  of  the  public 

for  currency.  Is  that  right? ^Yes,  in  this  sense;  ffiat  I 

think  the  total  amount  of  purchasing  power  in  the  hands 
of  the  pubMc  -obviously  has  gone  up  over  the  pOTiod,  and 
that  therefore  if  their  preference  for  notes  wiuiin  their 
total  purchasing  power  has  been  the  same  over  the 
period  naturally  the  total  amount  of  notes  must  go  up 
in  proportion.  I do  not  think  that  the  increase  in 
the  note  issue  is  a measure,  or  anything  like  a measure, 
of  the  increase  of  purchasing  power. 


1085.  All  I meant  was  that  there  is  no  attenipt  at  all 
on  the  part  of  the  authorities  to  use  the  fiduciary  note 
issue  as  a means  of  regulating  the  amount  of  purchasing 

Do-wer  in  the  hands  of  the  public? Certainly  not.  1 

l■^hinV  our  view  would  ibe  that  the  deed  is  done  when 
purchasing  power  in-  the  hands  of  the  public  has  been 
mcreased,  If,  after  that,  the  public  want  a certm  pro- 
portion of  it  in  notes  they  must  be  provided  with  them. 

1086.  Mr.  Jones:  Would  you  say  that  the  note  ispe 
is  important  or  not  important,  good  or  bad,  in  relation 
to  inflation?  Does  the  amount  of  notes  you  have  m 
circulation  matter  at  all?  From  what  you  are  saying 
it  would  appear  that  it  does  not  matter?  I thinfci 
would  matter  if,  for  example,  one  suddenly  saw  a spec- 
tacular rise  in  the  note  issue ; that  would  be  ag^cant. 
If  for  raamiple,  there  was  a sudden  increase  tbe  dernanU 
f-OT  notes,  and  -theTefore  an  increase  of  the  fiduciary  issue 
by  -several  millirm  out  of  season  in  a week,  that 
mean  -that  for  some  reason  the  -public  wanted  to  hold 
large  quanities  of  money  in  liquid  form,  perhaps  tor 
spending,  and  tiiat  would  be  a serious  matter. 

1087.  Chairman:  In  the  event  of  such  a significant 
rise,  -there  is  noffiing  in  the  system  that  wouId_  Mirect 

that  or  prevent  it  happening,  -as  I understand  it? 1 

do  not  there  is,  no. 


1088.  You  may  well  say  that  something  -would  have 
to  'be  done,  but  at  the  moment  there  is  nothing  th^ 

woidd  prevtmt  -it? ^Fbere  is  notiiing  -which 

would  prevent  it  in  the  system.  Whatever  else  rt  is 
a question  of,  the  danger  in  s\3ch  a situation  would,  not 
be  met  by  a limitation  on  the  amouat  of  notes  provided, 
because  that  -would  simply  in  effect  put  the  banker  m 
the  position  of  being  unable  to  honour  a cheque  put 
ovw  his  counter. 


1089.  Professor  Sayers:  That  is  reasonable,  but  I 
wonder  if  I am  right  in  thinking  that  this  view  ^ the 
fiduciary  issue  is  a passive  element  in  the  situaticm, 
coming  into  piay  very  late  in  the  process,  has  been  hrid 

by  the  authorities  for  more  than  three  years? Sir 

Robert  Hall:  I -think  so.  I should  be  very  much  surprised 
if  it  had  not  been  held  for  more  -than  the  past  three  years. 

1090.  I should  be  vary  much  surprised  if  y-oux  answer 
had  been  any  different ; but  given  that,  why  dad  the 
Currency  and  Banknotes  Act  of  1954  take  the  f-orm  it 
did  by  which  there  is  a maximum  issue,  subject  to  the 
power  -of  increase  by  Treasury  minute  on  application  by 
the  Bank,  subject  to  Parldamenitary  negative  resolution, 
I think  i^ter  -two  years ; something  like  that.  I wonda- 
why  tiiat  procedure  diould  -cpaate,  if  tiiat  is  a purely 

passive  element  in  this  situation? Sir  Edmund 

Compton:  I would  have  thought  perhaps  one  might 
answer  that  by  saying  that  the  Cinxency  and  Banknotes 
Act  of  1954  reaUy  ratified  the  view  that  the  function,  of 
the  Issue  Department  was  passive,  few:  this  reason:  that 
before  that  the  limit  on  the  note  issue  was  fixed  by  Act 
of  Parliament,  and  -flie  increase  over  .that  limit  was,  I 
ihink  I am  right  in  saying,  only  made  as  a wartime 
measure  by  Drfence  Regulation  and  -when  we  were  still 
depending  on  Defence  Regulati-ons  for  a considerable 
period  -after  tiie  war.  The  Act  of  1954  laid  down  as  the 
starting  point  the  actual  fiduciary  note  issue  where  it 
st-oc^  at  the  time,  Mid  then  provided  that  that  could  be 
increased  by  order  -eff  the  Treasm-y  subject,  as  I^ofessor 
Sayers  says,  to  negative  resolution  of  Parliament. 


1091.  Professor  Cairncross:  The  ritual  has  not  changed 
in  ten  years : til  you  have  done  in  the  Act  is  to  en^irine 
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tie  ritual?— — Professor  Sayers:  The  ritual  of  the  new 
Act  IS  the  ritual  that  had  been  followed  for  many  years 
Md  was  in  fact  first  enacted  (I  forget  the  precise  form) 
in  1928.  Now  I am  asking  why,  when  fresh  legislation 
came  m 1954,  this  system  was  re-enacted,  which  was 
based  fundamentally  on  the  idea  that  the  note  issue  must 
be  tied  to  the  gold  stock  and  that  any  departure  from 
this  was  something  excepdonai  that  ou^t  to  be  looked 
at  by  Parliament  after  two  years  and  rather  carefully 
by  file  Treasury  in  the  meanwhile.  Thait  is  all  I am 
asking.  Why  have  that  system  in  the  law,  jf  both  the 
Bank  of  England  and  the  Treasury  took  this  view  of 

the  position  of  the  note  issue  m the  system? ^Professor 

Sayers  is  taking  me  back  rather  a long  way  to  what 
prevailed  ibefore  ^e  1954  Act.  I wonder  whether  I might 
^ if  it  is  a point  on  which  you  would 
life  further  evidence.  I would  like  to  refre^  my 
memory.  I have  a clear  recollection,  though  I do  not 
like  to  set  myself  up  agamst  Professor  Sayers,  that  there 
was  in  fact  an  upper  -limit  which  required  Parliamentary 
action  in  -the  regime  before  1954,  but  that  was  removed 
by  the  1954  Act. 

1092.  Professor  Sayers:  You  mean  that  before  1954  a 
positive  resolution  was  required  a-nd  now  is  it  a negative 

resolution? 1 regret  t-o  say  that  the  thing  confused, 

and  this  is  why  i am  asking  for  leave  to  come  back  to 
it  later.* 

1093.  Chairman:  If  you  could,  yes? 'We  had  the 

Defence  Regulation  which  in  fact  removed  whatever 
ceiling  exist-ed  -before  1939  ^d  whiich  I think  was 
abrogated  'by  the  1954  Act.  That  as  my  difficullty.  I 
cannot  remerrtber  ithe  Defence  positiiion. 

1094.  Professor  Sayers:  But  that  does  not  answer  my 
question.  Let  me  put  it  again.  My  question  is  not  how 
you  related  present  legislation  to  what  happened  before 
but  why,  when  legislating  on  -the  subject,  Parliament  acted 
as  though  the  fiduciary  issue  was  something  important  in 
the  system  while  in  fact  the  Treasury  and  the  Bank  of 
England  take  this  other  view?  That  is  my  question:  and 
no  looking  back  beyond  1954  will  answer  that  one.  That 

is  a question  about  1954? -The  fiduciary  note  issue  is 

after  all  an  obligation.  It  is  simply  an  interest-free  loan, 
repayable  on  demand.  To  that  extent  I think  it  was 
thought  right  that  Parliament  should  continue  to  have 
an  oversight  over  the  total  amount  of  that  liability,  which 
is  in  effect  what  the  Act  provides.  The  Treasury  cannot 
borrow  without  Parliamentary  authority ; so  also  there 
has  to  be  a Parliamentary  authority  for  the  total  of  the 
niote  issue.  BuiC  (they  can  fix  a -limit,  and  it  has  again  a 
fairly  salutary  role  in  our  legislation  on  borrowing,  that 
there  is  an  upper  limit  fixed  to  our  powers  of  borrowing. 
It  was,  I think,  considered,  but  there  was  no  possibUity 
of  fixing  the  upper  limit  to  the  fiduciary  note  issue.  If 
one  thought  of  an  upper  limit,  it  would  only  be  an  indica- 
tion of  what  the  note  issue  might  rise  to  at  some  period 
and  the  question  would  be  asked,  “What  period?'*’  and 
so  the  debate  would  go  on.  So  the  decision  was  taken  to 
fix  the  total  as  it  then  stood,  recognising  ±at  the  note 
issue  was  pretty  well  bound  to  rise,  but  leaving  Parlia- 
ment with  the  right  of  intervention  on  the  occasions  when 
the  rise  took  place : and  I think  that  that,  in  effect,  is  what 
the  1954  Act  did. 

1095.  Chairman:  Is  there  anything  on  paragraphs  12  or 
13? — Professor  Sayers:  May  we  hear  why  the  issue 
of  Treasury  Deposit  Receipt  was  drKxjnitmued  and  has 

not  been  revived? ^I  think  that  cotdd  be  expanded 

when  we  come  to  the  Debt  Management  paper,  but  the 
short  answer  I would  give  is  that  it  was  a wartime  system 
and  really  was  continued  to  deal  with  the  abnormal  level 
of  floating  debt  that  was  inherited  from  the  war,  and 
that  by  1952  we  had  reached  the  stage  at  which  the 
floating  debt  requirements  of  the  Treasury  over  the  year 
corresponded  to  the  liquidity  required  in  the  banking  sys- 
tem. I think  for  more  than  a year  before  that  it  had 
been  the  practice  to  hold  the  borrowing  by  Treasury 
Deposit  Receipts  on  a pretty  even  keel  and  allow  the 
fluctuations  over  the  year  up  and  down  to  be  taken  by 
the  issue  of  TVeasury  Bills.  At  the  same  time  there  was 
by-  this  time  a return  to  something  like  the  conventional 
liquidity  ratios  in  the  banking  system  and  so,  I think,  it 
seemed  appropriate  to  regard  file  Treasury  Deposit  Receipt 

• See  Memoranda  of  Evidence  Part  II  No.  5 and  Qns.  2337  to 
2352. 
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as  having  fulfilled  its  usefulness  and  to  leave  the  floating 
debt  requirements  to  be  met  by  fiae  issue  of  Treasury 
Bills. 

1096.  The  Chief  Cashier  in  his  evidence  stressed  the 
embarrassment  of  the  authorities  resulting  from  the  great 
size  of  the  floating  debt  now.  H the  authorities  are 
embarrassed  by  the  size  of  the  floating  debt,  is  ncrt  this  an 
instrument  that  ought  to  be  looked  at?  Has  it  been 

looked  at? We  ^ not  remain  blind  to  this  and,  indeed, 

to  any  other  forni  of  borrowing  that  assists  our  debt 
management  and  our  monetary  policy. 

1097.  Chairman:  I think  that,  since  we  probably  have 
to  investigate  it  as  a possible  instrument  in  time  of 
difficulty,  the  question  is:  has  the  Treasury  recently 
reviewed  its  possibility  in  the  pros  and  cons?  It  would 

help  us  to  know  if  they  had? -They  have,  and  decided 

against  it.  The  Chancellor  has  said  as  much ; certainly 
Treasury  Ministers  were  asked  the  question  more  than 
once  recently  in  Parliament,  whether  we  should  re- 
introduce Treasury  Deposit  Receipts,  and  they  said  no. 

1098.  Sir  John  Woods:  I do  not  want  to  aniticipate  the 
question  on  Treasury  Deposit  Receipts,  but  could  you 
answer  this  shortly?  Is  one  of  the  reasons  against  Treasury 
Deposit  Receipts  that  they  are  not  marketable  as 
securities,  and  that,  therefore,  if  you  have  a large  volume 
of  those,  a cM'tain  amount  of  material  with  which  you 

could  manosuvre  is  taken  away  from  you? Sir  Edmund 

Compton : I do  not  think  that  is  the  reason  against  them. 
— Professor  Sayers:  That  is  the  reason  for  having  them. 
— Sir  John  Woods:  I see  that,  I was  wondering  whether 
the  Treasury  would  produce  opposite  reasons. 

1099.  Professor  Sayers:  I was  hO'ping  that  the  Treasury 
paper  would  tell  us  what  the  pros  and  cons  put  to  the 
Chancellor  were  on  that  occasion ; fiiat  is  to  say,  would 
hpe  given  us  the  Treasury's  views  of  the  advantages  and 
disadvantages  of  this  instrument.  It  is  one  that  has  been 
put  forward  in  various  quarters  and  we  ought  to  discuss 
it  in  making  our  recommendations.  It  would  help  us 

to  know  what  the  Treasury  thou^t  aibout  it? Sir 

Roger  Makins:  Yes,  we  will  certainly  produce  some 
mfonnation  on  that. 

1100.  Chairman:  The  Treasury  Deposit  Receipt  as  used 

during  the  war  was  not  a compulsory  system? Sir 

Edmund  Compton : No,  the  banks  agreed  to  it  as  a war- 
time measure.  It  has  been  described  as  a form  of  forcible 
feeding.  The  Treasury,  for  accepted  war-time  purposes, 
was  being  fina'nced  by  borrowing  on  a large  scale.  The 
banks  had  no  way  of  employing  (he  money  which  was 
therefore  injected  into  the  banking  system.  It  would  have 
inflated  the  total  amount  of  Treasury  Bills  to  an  amount 
which  would  have  been  quite  unmanageable  in  terms 
of  the  market,  and  so  a short  cut  was  taken  of  lending 
it  on  this  short-term  but  unmarketaible  security.  That  was, 
in  its  turn,  associated  in  war-time  and  after  the  war 
with  a suspension  of  other  conventions  including  the 
liqiudity  ratio.  I think  I am  right  in  saying  that,  when 
Treasury  Deposit  Receipts  were  at  their  maximum,  treating 
Treasury  Deposit  Receipts  as  a non-liquid  form  of  banking 
asset,  the  banks’  liquidity  ratio  was  down  to  something 
like  24  per  cent.— Professor  Sayers:  Of  course,  the  short 
cut,  as  you  rightdy  call  it,  had  a special  attraction  in 
1940  when  the  authorities  had  to  envisage  the  possibility 
of  the  London  money  market  being  physically  shut  down. 

1101.  Chairman:  Paragraph  13?  Paragraph  14? 

Professor  Sayers:  In  paragraph  14  the  wording  is  as 
though  an  issue  of  stock  were  something  done  at  a 
particular  moment  of  time.  In  form  -that  is  so,  buit  the 
Chief  Cashier  explained  to  us  very  caresMy  that  issues 
M-e  almost  contiouous  processes,  as  in  fact  are  'the 
matiuriities  also.  The  Government  redeems  the  debt  con- 
tinually, and  it  continually  issues  stock.  I wonder  if  you 
could  tell  us  something  of  the  reasons  for  wWch  some- 
times you  say  that  there  shall  be  a moment  and  you  go 

through  the  form  of  making  an  issue?. ^The  timing  of 

issues  of  that  kind  is,  of  course,  an  important  aspect 
of  debt  management.  I think  that  there  are  two  occasions 
when  an  actual  issue  of  stock  is  likely  to  be  appropriate. 
The  first  is  in  connection  with  a maturity  that  has  to 
be  dealt  with.  It  is  quite  true  that  that  maturity  to  a 
considerable  extent  may,  in  fact,  be  dealt  with  by  the 
continuous  -pr-ocess  fiiat  Prof-essor  Sayers  has  referred  to, 
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of  the  Departments  selling  stock  in  exchange  for  the 
maturity  -which  they  are  buying  up; 
there  is  an  expectation  on  the  part  of  the  pubhc  who 
are  holding  these  stocks  to  have  an  offer  for  a st«K 
which  is  nearing  maturity.  It  may  be  that  if  the  otter 
is  the  light  offer  there  will  be  a proportion  of  direot 
conversion  taking  place  as  well  as  what  you  might  call 
the  market  system  of  conversion.  That  would  be  one 
occasion.  The  second  reason  why  an  issue  of  stOTk 
would  be  appropriate  would  be  simply  _ because  market 
conditions  were  favourable  at  that  particular  tme,  and 
there  was  a need  in  the  market  for  a stock  which,  as  it 
happened,  the  authorities  could  not  provide  by  selling 
out  of  the  existing  portfolio.  As  an  example  one  mi^t 
produce  the  issue  of  a further  .tranche  of  3i  per  cent. 
Treasury  Stock  1979-81.  That  issue  was,  in  fact,  inade 
as  an  addition  to  the  existing  supphes  of  that  stock 
in  the  hands  of  the  Bank  of  England.  The  view  was 
taken  that  it  was  the  appropriate  time  to  do  it,  in 
order  to  put  the  investing  public  on  notice  that  supph« 
of  this  stock  were  available.  That  is,  I think,  the  sophisti- 
cated view,  if  I might  put  it  that  way,  of  the  re^ons 
governing  the  timing  of  these  issues.  If  it  were  not  tor 
that,  given  the  fact  that  the  stocks  available  for  sale 
by  the  authorities  are  not  known,  the  public  would  really 
be  in  the  dark,  without  a lead  from  the  authorities  about 
what  was  avaOable  and  what  was  expected  of  them  as 
investors. 

1102.  Does  it  or  does  it  not  matter  whether  the  public 
knows  how  much  the  authorities  have  available  of  a 
particular  stock?  I am  thinking  that  it  ^ould  be  within 
the  competence  of  the  authorities  to  write  out  piece  oi 
paper  in  the  correct  form  for  any  amount  demanded  by 
the  public  without  going  through  the  process  of  a formal 
issue  Or  is  there  some  ulterior  purpose  m makmg  a 

formal  issue? ^The  total  amount  of  any  description 

of  Government  stock  must  be  created  and  announced. 

1103  Is  that  a matter  of  law? ^It  is  certainly  a 

natter  of  law  that  it  has  to  be  created,  and  it  is  certainly 
a matter  of  convenience  to  the  investors  that  the  tom 
on  issue  of  any  description  of  Government  stock  should 
be  announced. 


1108  Yes  I see  the  point  of  having  P^liamentary 
authority  for  the  total  amount  ^rrowed,  but  *at  b 
something  you  do  not  publish  at  all.  Again  there  is  point 
in  Parliamentary  authorhy  for  the  total  ^wer  to  borrow, 
but  bow  the  power  to  borrow  is  spread  between  different 
stocks  seems  to  me  a matter  of  quite  secondary  mtoest 
as  compared  with  the  amount  held  by  the  public?  Y«, 

I think  we  have  regarded  it  as  being  our  obvious  duty  to 
announce  an  addition  to  any  desonpUon  of  debt  when  we 
make  that  addition. 

1109  And  yet  you  do  not  consider  it  your  duty,  as 
I understand  it,  ever  to  announce  to  the  public  the  amount 

of  the  Government’s  debt? ^I  think  that  question  reaUy 

relates  to  the  question  whether  the  portfolio  of  the  Issue 
Department  should  be  published  or  not. 

1110.  Professor  Cairncross:  Once  you  have  annonnced 

how  much  you  propose  to  issue  in  one  lot,  do  you  in- 
variably issue  that  amount  in  full?  If  you  are  left  in 
the  Issue  Department  with  some  stock  unsold  do  you 
wait  until  that  is  disposed  of  before  you  make  a mrther 
issue,  perhaps  on  different  terms? -Sir 

ton  • No  From  the  point  of  view  of  the  Exchequer  the 
total  amount  has  been  issued  because  the  Issue  Depart- 
ment is  one  of  the  investors  who  subscribed.— Chairman : 
That  is,  of  course,  strictly  true  from  the  point  ot  view 
of  the  Exchequer.  It  is  perhaps  a rather  limited  approach 
to  the  gener^  public  interest. 

1111.  Professor  Cairncross:  Perhaps  I might  put  the 
question  in  a different  way.  Would  you  consider  redeem- 
ing part  of  an  issue  which  you  thought  had  been  a flop, 
in  order  to  release  resources  for  the  Issue  Department  prior 
to  the  making  of  another  issue  on  different  terms?  1 
And  it  very  hard  to  see  that  as  a debt  operation. 

1112.  I would  have  thought  this  was  inevitable.  You 

are  faced  with  a large  issue  and  it  has  been  a flop ; the 
Issue  Department  gets  stuck  with  large  aments  ot  the 
issue  Then  you  have  to  decide  if  the  Issue  Department  s 
resources  are  to  be  locked  up  in  that  form,  or  whether 
you  free  the  resources  of  the  Issue  Department  in  order 
to  support  a quite  different  issue  to  take  its  place  which 
the  public  might  be  disposed  to  buy? -The  Issue 

TPc/vnrr-f>c  aftpT  all.  amount  to  £2.000  million, 


1104.  Chairman:  If  the  system  is  that  an  unascert^ed 
amount  of  stock  is  retained  for  a longer  or 

tnme  in  the  Issue  Department  or  eisewh^e,  I do  not 
quite  underatand  the  .importance  to  the  pubhc  of  knoTOi^ 
the  theoretic^  volume  of  ithe  isue.  In  fiMnoing  pEtyaie 
companies  or  public  oompanies,  not  the  Govarnmen^  u 
is  a different  maitter  because  there  are  certain  rights  that 
a certain  number  of  people  may  have  to  share 
but  th^  is  not  in  issue  in  regard  to  <^venment  Kocx  l 

1 think  we  have  regarded  it  as  being  of  im^rtance 

both  to  Pariiiament  and  to  the  investor  -that  the  to^ 
amount  of  each  descriptioD  of  Government  stock  ^ould 
be  known. 

1105.  Professor  Sayers:  Although  you  do  not  regard 
it  as  a matter  of  importance  that  the  amount  outside  the 
authorities’  own  holdings  should  be  known?  And  you 
do  not,  in  fact,  inform  the  investmg  pubhc  of  the 

held  by  the  investing  public?— —No,  there  is  not  published 
a distinction  between  that  proportion  of  any  given  st«k 
that  is  held  in  departmental  hands  as  opposed  to  the 
proportion  that  is  held  outside. 


1106.  What  is  the  importance  attached  to  announcing 
the  amount  of  the  total  formal  issue,  although  that  is 
generally  something  quite  different  from  the  amount  that 

is  held  by  the  investing  public? ^The  total  on  issue 

is  the  total  for  which  the  Exchequer  is  liable  vi>d;vis 
Parliament  for  interest  and  repayment.  That  is  a piece 
of  information  that  is  made  annually  available  to  Par- 
liament, and,  if  there  are  transactions  in  the  debt  affecting 
that,  they  are  covered  in  the  Budget  Speech. 


1107.  That  is  a matter  of  law? ^I  would  not  say  that 

it  is  mainly  a matter  of  law.  I think  that  it  is  a matter 
of  Parliamentary  .propriety.  The  authority  of  Parliament 
for  the  Exchequer  to  borrow  is  one  thing.  The  total  that 
we  may  borrow  is  laid  down  by  Parliament  but  within 
that  total  the  Treasury  has.  in  fact,  authority  under  the 
National  Loans  Act  to  issue  such  securities  of  such  des- 
criptions as  we  may  think  fit ; so  that  the  descriptions  of 
stock  are  under  the  Treasury’s  control  with  the  authority 
of  Parliament. 


1113.  The  National  Debt  amounts  to  £20,000  million, 

but  has  ffiat  any  bearing  on  this? ^In  the  years  that 

are  covered  by  these  tables  the  year  of  the  biggest  single 
amount  issued  was  in  1951  when  we  issued  something 
of  the  order  of  £1,000  million  Serial  Funding  Stock  m 
exchange  for  Treasury  ’Bills.  That  has  been  easily  file 
biggest  single  operation  that  has  taken  place  in  the  period. 
Apart  from  that  I would  not  think  that  in  any  one  year 
we  have  made  an  issue  of  Government  stock  of  more 
in  total  than  about  £400  million,  or  a bit  more  than 
that.  Even  assuming,  on  your  theory,  that  the  Issue 
Department  had  to  take  up  the  whole  of  that,  they 
would  never  have  run  down  their  resources  in  terms  of 
their  reserve  held  in  Treasury  Bills  to  the  point  at  which 
fliey  had  nothing  Irft  in  the  till  to  buy  these  issues. 

1114.  Professor  Sayers:  This  is  postulating— and  this  is 
rather  interesting— that  the  Issue  Department  has  liquid 
resources  on  a gigantic  scale  in  the  form,  presumably, 
of  Treasury  Bills,  and  that  it  is  content  that  these  resources 

should  take  that  form.  Is  that  not  rather  apposite? 

The  bulk  of  the  assets  of  the  Issue  Department  are,  in 
faot,  held  in  Treasury  Bills. 

1115.  You  are  assuming,  therefore,  that  it  is  a matter 
of  no  signiftcance  whether  some  of  these  Treasury  Bills 

are  disposed  of  or  not? Sir  Edmund  Compton:  But 

when  the  Issue  Department  takes  up  some  Government 
stock  what,  in  fact,  it  does  is  to  exchange  a holding  of 
Treasury  Bolls  for  a holding  of  Government  stock.— 
Professor  Cairncross:  It  may  be  rather  important  from 
the  point  of  view  of  monetary  policy  whether  it  does 
dispose  of  the  Treasury  Bills  or  not. — Professor  Sayers: 
An  amount  of  £200  million  may  look  very  small  ro 
relaltkm  to  the  total  National  Debt  and  quite  small  in 
rd!ation  to  file  total  reserves  of  the  Issue  Department,  but 
it  may  be  quite  big  from  the  point  of  view  of  the  amount 
of  Treasury  Bills  that  are  getting  into  the  market,  That 
is  the  point. 

1116.  Chairman:  You  said  that  the  normal  operation 
is  &at  the  Issue  Department  exchanges  the  Treasury  Bills 
it  holds  for  an  issue  of  stock?  Are  the  Treasury  Bills 
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banded  back  and  wiped  out? ^Yes.  The  market  is 

not  involved  in  that  transaction  at  all.  The  bulk  of  the 
securities  in  the  Issue  Department  consist  not  of  market 
Bills,  but  of  these  tap  Bills. 

1117.  Professor  Cairncross:  If  •the  Issue  Department  is 

already  loaded  up  wiith  securities,  either  bills  or  bonds, 
and  then  you  want  £200  million  in  order  to  absorb  £200 
million  of  stock,  it  does  affect  your  operations?  You 
have  to  raise  an  equivalent  sum.  elsewhere,  unless  you  are 
presuming  that  the  issue  will  be  a flop  and  have  made  your 
dispositions  accordin^y? The  Issue  DepaPtment  sub- 

scribes £200  million  to  a Govearnmeait  stock  issue.  To 
obtain  .that  money  they  run  down  their  Treasury  Bills  by 
£200  million.  But  when  they  subscribe  to  that  stock,  they 
pay  the  Exchequer  for  it ; therefore  the  transaction  is  com- 
pletely sealed.  At  lihe  end  of  the  day  the  Exchequer, 
instead  of  owing  the  Issue  Department  £200  millions  in 
Treasury  Bills,  owes  the  Issue  Department  £200  millions 
in  the  new  stock. 

1118.  Professor  Sayers:  You  are  saying,  in  effect,  that 
within  a matter  of  £200  or  £300  million  the  total  amount 
of  an  issue  as  announced  to  the  public  is  a matter  of 
indifference?— — At  the  moment  I was  dealing  with  the 
point  that  it  as  not  necessary  for  the  Exchequer  to  raise 
£200  million  by  the  sale  of  Treasury  Bills  in  tine  market 
in  order  to  finance  the  acquisition  of  that  amount  of 
stock  by  the  Issue  Department,  because  it  is  a simple 
etchange  of  securities  on  the  part  of  the  Department. 

1119.  Prof essor  Cairncross : I do  not  ceaUy  see  how  you 
can  iborrow  the  same  money  tnvice.  If  you  have  already 
borrowed  £200  million  from  the  Issue  Department,  in 
effect  by  your  issue  of  notes,  you  have  had  your  money. 
You  cannot  have  it  over  lagain.  Therefore,  if  you  take 
it  over  again  in  the  form  of  a subscription  to  a new  issue, 
you  are  really  £200  'million  ^ort  cm  your  accounts  some- 
how. This  is  how  it  looks  to  me,  bat  I am  quite  pre- 
pared to  read  throng  your  evidence  later  and  see  & I 
can  find  some  other  interpretation. — Lord  Harcourt: 
Surely  we  have  come  back  to  the  question  of  whether 
the  Treasury  has  conducted  a normal  operation?  It 

has  done  a quite  conventional  operation? It  has  done 

a conventional  operation  wiffi  the  object  of  raising  money. 
A subscription  is  one  way  of  putting  before  the  public 
a scheme  which  is  initially  ©epeoted  to  raise  £200  rnillicn 
frem  the  puMde.  If  you  fail  to  raise  that  £200  millioTi, 
it  is  a flo.p,  and  the  fact  that  you  can  make  the  operation 
locA:  all  right  on  the  'boerfes  by  wiping  •out  £200  million 
of  Treasury  Bills  means  that  you  are  then  £200  million 
short  of  Treasury  BiDs.  You  are  transferring  the  dif- 
ference from  one  point  to  another. 

1120.  Professor  Sayers:  This  is  'not  connected  with  the 
business  <rf  not  announcing  the  total  amount  of  the 
issue.— : I think  Professor  Cairncross  has  gone 
to  a little  wider  aspect  of  it.  Assuming  that  y^ou  can 
describe  the  thing  as  an  exchange  of  a short  term  liability 
for  a longer,  he  then  pomits  out  that  it  does  not  raise 
money  for  the  Exchequer  itself ; you  wouid  accept  that? 
Yes,  Sir. 

1121.  Then  we  come  back  to  the  point  which  I think 

Professor  Sayers  wants  to  come  back  to  now? would 

like  to  confirm  tiiat  by  saying,  as  this  paper  says  at  the 
beginning,  that  the  Exchequer  is  always  in  balance.  There 
is  not  a atuation  in  which  the  Ex.ch6quer  is  short  of  £200 
million  and  raises  it  by  the  issue  of  a loan.  The 
Exchequer  is  in  balance  at  the  begmning  and  end  of  every 
day  and  on  the  day  on  which  we  issue  £200  million  of 
any  stock  we  are  not  short  of  that  amount  of  money. 
In  so  far  as  it  is  not  taken  up  by  nhe  public  and  is  taken 
up  by  the  Issue  Department,  what  we  are  doing  is  sub- 
stituting that  stock  for  Treasury  Bills  held  by  the  Issue 
Department. 

1122.  Professor  Cairncross:  In  this  sense  what  you  say 
is  entirely  intelligible:  having  failed  to  hind  in  one  sense 

you  have  funded  in  another  unintention^y? But,  in 

terms  of  the  public,  funding,  the  sale  of  stodc  to  the 
public,  takes  place  at  the  second  instance,  namely  when 
the  Issue  Department  sells  in  the  market  the  stock  that 
it  has  acquired  from  the  Treasury. 

1123.  Professor  Sayers:  It  seems  a matter  of  absolute 
indifference  what  you  write  on  pieces  of  paper  in  the 
Issue  Dep.artment  accounts  because  is  six  of  one  and 
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half  a dozen  of  the  other,  but  the  stage  of  selling  stock 
to  the  public  does  seem  important,  as  it  affects  the  general 
liquidity  poation  of  the  public.  But  that  -is  a stage  about 
which  no  announcement  whatever  is  made.  You  make 
these  announcements  from  time  to  time  of  amounts  that 
you  have  explained  to  us  are  of  no  importance  whatever, 
but  you  say  nothing  about  the  amounts  &at  are  sold 

to  the  public.  Now  how  can  you  explain  that? ^The 

first  is  announced  for  the  reasons,  I agree  mainly  Parlia- 
mentary, that  I have  given ; but  I think  they  have  ieir 
raaricet  importance,  namely,  to  put  on  record  the  toti 
amount  of  the  public  debt  in  the  various  descriptions, 

1124.  But  the  composition  of  the  debt  is  something  you 

can  alter  at  any  time? ^In  so  far  as  we  alter  the  com- 

position of  the  debt,  we  announce  that.  It  is  regarded 
as  'being  of  importance,  not  only  to  Parliament,  but  also 
to  the  public  and  to  the  investors,  to  know  what  the 
total  amoimts  on  issue  are  of  the  different  descriptions 
of  debt. 

1125.  They  have  got  used  to  hearing  that,  I expect, 

and  go  on  hearing  it? ^After  all  the  total  amount  of 

the  public  debt  is  still  considerably  larg©  than  the  amount 
that  is  held  in  departmental  hands.  These  amounts  that 
are  held  in  departmental  hands  and  that  are  not  immedi- 
ately disclosed  really  relate  to  the  comparatively  new 
issues,  the  recent  additions  to  the  total  of  the  debt. 

1126.  That  is  an  interesting  fact  that  we  have  not  pre- 
viously heard  from  anybody,  and  I do  not  think  it  is 
in  published  literature  anywhere.  It  seems  to  me  to 
underline  the  importance  of  our  learning  more  about  what 

is  in  the  public  hands  and  what  is  not? 1 meant  that 

the  process,  which  has  been  described,  of  the  issue  of 
stock  means  that,  in  so  far  as  it  is  not  taken  up  by  the 
public,  it  is  taken  up  by  the  Issue  Department  and  sub- 
sequently sold  to  the  public  as  opportunity  offers.  Thai 
necessarily  relates  to  new  issura  of  stock. 

1127.  Professor  Sayers:  But  if  opportunity  does  not 
offer  does  ^e  Issue  Department  get  stuck  with  different 
stocks? — Chairman : What  we  do  not  know  yet  is  whether 
there  is  undigested  matter  which  remains  over  a period 

of  years? ^Tbe  figures  we  have  provided  for  you,  Mr. 

Chairman,  are,  of  course,  the  figures  of  the  transactions 
in  terms  of  money,  the  current  account,  as  it  were,  not 
the  capital  account ; and  you  see  from  that  .the  extent 
to  which  actual  sales  have  taken  place.  The  figure  that 
you  are  missing  is  the  capital  account,  namely  &e  actual 
portfolio. 

1128.  I do  not  think  we  have  any  figures  which  would 

show  us  what  kind  of  surpluses  moved  in  and  out,  we 
only  see  the  bulk  result?' -Yes. 

1129.  Obviously  there  are  very  large  operations  in- 
volved. I quite  understand  the  view  tiiat  &e  market  is 
not  capable  of  absorbing  an  issue  of  the  size  announced, 
but  I think  we  have  no  picture  yet  over  an  average 
defined  period  of  months  to  know  what  would  be 
absorbed  through  departmental  sales,  or  whether  there  are, 

as  I say,  bits  which  never  get  out? wonder  whether 

we  can  consider  how  far  that  further  detail  can  be  brought 
out  for  you  in  the  debt  management  paper.  It  does  also 
bear,  as  I said  earlier,  on  the  question  of  the  publica- 
tion of  the  actual  holdings  of  the  Issue  Department. 

1130.  Professor  Cairncross:  1 assume  that  you  will  also 
take  account  of  the  conv»sion  issues,  because  we  have 
been  told  these  are  large.  Liabilities  have  been  accepted 
for  redemption  in  the  next  few  years  running  to  several 
hundred  millions,  and  our  discussion  has  now  been  rather 

in  terms  of  net  additions  rather  than  gross? ^Yes. 

In  fact  the  whole  question  of  new  issues  of  Government 
stock  is  dominated  by  the  problem  of  the  maturities  and 
what  can  be  done,  the  extent  to  which  tiiese  should  be 
the  subject  of  conversions,  or  should  be  dealt  with  by  new 
issues  and  the  repayment  of  the  maturing  securities. 

1131.  Chairman:  Paragraph  157  Paragraph  16?  Prin- 

ciples governing  Exchequer  management.  Tell  me  if 
this  is  right : there  are  two  general  aims  in  it ; one  is 
to  avoid  market  disturbance,  the  other  to  pay  as  little 
for  outside  accommodation  as  you  can,  It  may  be  put 
as  shortly  as  that? ^I  'tbinlc  so. 

1132.  Professor  Cairncross:  May  I ask  about  a third 
propositiort?  Do  you  attach  any  importance  to  keeping 
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an  active  market  in  bonds?  Many  of  your  operations 
to  be  dwigned  to  offset  surpluses  and  deficits  •within 
the  operating  machine.  Naturally  that  will  be_  more 
economical,  but  at  the  same  time  it  tends  to  r^trict  the 
total  market  Do  you  attach  importance  to  maintaining 

as  wide  a market  as  possible? It  is  important,  but  as 

far  as  my  experience  goes  it  has  been  quite  possible  to 
achieve  it  without  what  would  involve  the  extra  cost  to 
the  Exchequer  of  managing  our  balances  extravagantly. 

1133.  You  do  not  feel  the  market  has  now  fall«  very 
appreciably  since  the  war  in  relation  to  other  magnitudes? 
do  not  think  so. 

1134.  Chairman:  Are  there  any  questions  on  paragraphs 

16,  17,  18,  19,  20?  I cannot  get  from  this  statement  of 
principles,  naturally  enough,  any  idea  of  the  magnitude  of 
freedom  of  choice  which  is  Irft  after  all  these  other  con- 
ditions, which  rather  .threaten  >to  dominate  the  scene, 
have  been  given  effect  to.  I do  not  know  if  there  is  any 
way  of  expressing  that?  I do  not  want  to  trouble  you 
to  try  to  answer  now,  but  it  is  a sort  of  thing  which 
leaves  one  rather  with  a question  unanswered. — Sir  John 
Woods:  I think  your  point  applies  to  paragraph  21  as 
weU.  The  choice  depends  upon  consideration  of  national 
monetary  policy  outside  the  sco^  of  Exchequer  manage- 
ment. From  where  are  we  going  to  get  the  considera- 
tions?  Sir  Roger  Makins : You  -will  get  them  on  other 

papers.  This  paper  is  expressly  limited  to  Exchequer 
management : other  papers  are  left  to  other  occasions. 

1135.  Chairman:  You  realise  how  temptog  to  us  it  is. 

Is  there  anything  more  on  paragraph  21  with  its  analysis? 

Sir  Edmund  Compton : Perhaps  I should  say  that  the 

figures  at  the  end  of  paragraph  21  are  simply_  extracted 
from  the  Exchequer  financing  tables,  and  the  point  of  that 
reservation  is  that  we  would  prefer,  if  you  do  not  mind, 
n«t  to  defend  the  total  figures  of  net  sales  of  seourities  on 
this  .paper,  but  to  regard  those  as  being,  in  fact,  the  actual 
result  of  the  choices  and  so  on  that  were  available  to  us 
in  those  years,  to  show  you  the  end  result  tff  the  whole 
operation,  namely  the  increase  or  decrease  in  market 
Treasury  Bills. 

1136.  Chairman:  We  will  put  this  paper  away,  and  I 
will  take  the  Exchequer  Financing  Tables*,  and  ask 
whether  at  this  stage  anyone  has  any  qu«tions  which 
feey  want  to  raise  on  them  by  way  of  elucidation? — Sir 
John  Woods:  Is  the  reduction  of  market  Treasury  Bills  by 
£1,325  million  in  1951-52  the  result  of  the  big  Serial 

Stock  operation  you  were  talking  about? ^Yes,  that  was 

the  result  of  the  Serial  bond  operation  in  November,  1951, 
broadly  described  as  the  exchange  of  £1,000  million  of 
Treasury  BiEs  for  the  Serial  Stocks. 

1137.  Mr.  Jones:  Under  item  4 of  the  table  for  1956-57 
we  have  a sum  of  £64  million  which  is  “Reserves: 
Receipts  ”.  As  I understand  that  entry,  there  has  been 
a sale  of  gold,  and  the  £64  million  is  the  sterling  that 
is  returned  into  the  Account  in  respect  of  the  gold  that 
is  sold.  Does  that  mean,  looking  from  1951-52  onwards 
that  we  have  been  selling  gold  at  the  amounts  indicated 
in  this  statement  and  bu-ying  gold  only  to  the  extent  of 
£321  miEion?  Would  those  be  the  Exchequer  operations 

in  respect  of  the  gold  reserves? K there  are  detailed 

questions  on  the  external  side  of  .this,  I woitid  prefer 
that  .they  should  be  addressed  to  Sir  Leslie  Rowan. 

1138.  Chairman:  These  are  net  figures? ^They  show 

the  effect  on  the  Exchequer  of  .these  exchange  operations. 
It  is  true  to  say  that  they  show  the  magnitude  of  our 
gold  and  dollar  losses  in  1951-52,  the  fact  that  we 
earned  gold  and  doUars  in  1952-53  and  1953-54  (the 
figures  161  and  160),  and  then  in  1954-55  that  we  were 
in,  or  nearly  in  balance,  but  that  in  1955-56  there  was 
a net  loss  on  gold  and  dollar  reserves.  In  1956-57  the 
figure  needs  some  explanation.  The  figure  for  the  receipts 
by  the  ^chequer  as  a result  of  the  sale  of  gold  and 
dotiars  is  £64  million  but  we  should  also  take  in,  further 
down  that  column,  the  £195  million  figure,  that  is,  the 
receipts  from  the  I.M.F.  drawing  as  was  explained  earlier 
this  afternoon.  That  was  a purchase  of  gold  and  dollars 
from  die  I.M.F.  to  replace  gold  and  dollars  whic*  were 
sold  from  the  reserves.  Therefore  the  total  faU  in  the 
■eserves  of  gold  and  dollars  in  this  year  1956-57  was 
eally  the  addition  of  those  two  sums,  the  £64  million 
ind  the  £195  million. ^ ^ 
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1139.  Sir  John  Woods:  But  the  £195  million  was  sterling 

repaid  to  us? ^Yes. 

1140.  Professor  Cairncross:  May  I ask  about  the  treat- 
ment of  the  Post  Office  capital  expenditoe?  You  explain 
that  it  is  (treated  on  a different  basis  in  item  7 fr<>™ 
item  2.  That  means  that  in  “ Issues  of  Marketable  Stocks 
it  becomes  the  counterpart  of  the  capital  ^penditure  of 
the  Post  Office,  although  presumably  no  issue  of  stock 

was  made  by  the  Post  Office? ^It  is  included  in  the 

item  “ Guaranteed  Stocks,  etc.” 

1141  There  is  nothing  marketable  associated  with  that? 

^No.  I am  afraid  there  was  no  other  way  statistically 

that  we  could  discover  of  giving  tbe  Comm.ittee  figures 
that  would  be  comparable  for  the  period.  We  had  some- 
how to  deal  with  the  fact  that  both  the  Post  Office  and 
the  public  boards  were  on  the  Exchequer  in  the  last 
year,  and  the  public  boards  were  not  on  the  Exchequer  m 
previo'us  years. 

1142.  But  the  figures  for  the  other  guaranteed  stocks 
shown  under  item  2 do  represent  real  issues  to  the  market? 
—The  way  these  figures  are  done  is  that  those  are  the 
total  issues  of  stock  by  the  nationalised  industries  for 
each  of  those  years  ; then  in  so  far  as  any  of  those  stocks 
were  taken  up  by  the  Issue  Department  that  would  be 
included  in  the  increase  in  the  holdings  of  the  Issue 
Department  in  7 id)  (iii)  at  .the  bottom  of  the  table  so 
that  ijy  difference  you  would  get  the  total  amount  that 
•was  issued  to  the  public. 

1143  Chairman:  Then  1 think  we  mi^t  take  the 
Financing  of  Public  Investmentt  next.  Are  there  any  ques- 
tions arising  on  the  first  two  pages  of  the  explanatory 
notes? Professor  Cairncross:  I have  a general  ques- 

tion. It  is  not  clear  to  me  from  the  figures  in  the  sub- 
sequent tables  how  capital  consumption  has  been  treated, 
nor  indeed  how  much  of  the  financial  resources  required 
by  public  corporations  to  meet  thrir  programme  of  capim 
expenditure  has  been  forthocuning  out  of  their  o'wn  self- 
finandng  for  the  year.  It  would  seem  to  me  tiiat  there 
is  a very  large  total  of  fixed  capital  involved  here,  which 
represents  a ibig  drain  on  .the  country’s  reso'urces,  and 
corresponds  possibly  to  a big  increase  in  the  assets^  owned 
by  tile  Government  and  managed  .by  the  public  coc- 
•porations.  I thmk  it  is  important  to  know  what  is  tiie 
impact  of  the  operations  of  these  pu.blic  corporations  on 
■the  capital  market.  As  put  here  it  is  very  difficult  to 
see.  .Most  of  .them  appear  to  do  their  accounting  on  an 
historic  cost  basis.  They  may  be  living  on  their  capital, 
and  charging  prices  ■which  are  not  related  to  the  true 
current  costs,  but  whddh  would  lead  to  the  emergence  of  a 
cash  surplus  which  is  relatively  small.  If  that  happens  they 
are  forced  on  to  the  capital  market  to  raise  their  money 
for  expansion,  where  a private  corporation  in  the  same 
position  mi^t  seek  .to  raise  its  money  mternaUy.  Th^ 
is  not  an  i'ssue  which  is  treated  in  this  paper,  but  it 
seems  to  me  the  issue  in  which  we  should  be  interested? 
— I think  prahaps  in  cruder  terms  tiie  issue  is  how  much, 
if  any,  ploughnback  there  is  in  these  figures. 

1144.  Chairman:  This  papa-  does  not  show  anything 
about  their  charging  or  costing  policy,  how  much  tiiey 
would  expect  by  their  charges  for  their  current  ser-viccs 
to  cover  their  d^ecdation  or  obsolescence  or  future  ex- 
penditure. The  other  issue  is  how  much  of  the  revenue 
accruing  is  avaiiaible  for  that  purpose. — —Professor  Cairn- 
cross: There  is  a third  issue  which  is  tied  on  to  the 
second ; that  is,  what  is  their  surplus?  They  do  thedi 
accounting  one  way ; other  people  would  do  it  a differeat 

livay? ^The  only  figure  we  offer  you  here  is  the  figure 

which  is  the  same  as  is  given  in  the  Naticmal  Income 
Blue  Book,  of  undistributed  income  .before  providing  for 
depreciation  and  stock  appreciation. 

1145.  The  latest  issue  of  the  Blue  Book  begins  to  say 

a tittle  about  capital  consumption  ; perhaps  the  next  issue 
will  say  a little  more? >I  tbink  we  should  try  to  pro- 

vide for  the  Committee  a fiirther  analysis  of  that  column. 
It  is  a matter  of  some  difficulty  .to  do  it  ovar  a number 
of  past  years,  simply  .because  it  involves  an  analysis  of 
accounts  some  distance  back,  .but  I think  it  can  be  done, 

1146.  I am  a.sViing  H'Ot  •what  pro^vision  appears  in  their 
accounts  for  depreciation,  .but  if  we  could  be  told  a 
tittle  about  the  using  up  of  resources  from  year  to  year ; 
in  other  words,  I ana  asking  that  any  figures  given  for 
investment  should  be  based  if  possible  on  a replacement 
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ccst  assessment,  so  that  we  can  really  see  what  is  the 
rate  of  acciumilatioa  in  die  hands  of  the  public  cor- 
poratjons,  and  tie  extent  to  which  that  accumulation  is 
financed  out  of  their  own  resooirces  or  out  ctf  funds  pro- 
vided by  the  market? ^That  would  be  a statement  of 

wider  scope  than,  the  one  that  is  here  provid^.  I 
in  providing  this  paper  we  attempted  to  ^ow  historically 
what  were  the  amounts  that  were  aotuadly  drawn  from 
the  market  over  the  period,  and  compare  those  with 
die  total  amount  of  capital  formation  as  here  shown. 
But  the  gap  that  is  left  is  the  valuation  of  the  assets  of 
the  public  corporations  as  a result  of  ^at  process. 

1147.  Chairman'.  We  might  perhaps  talk  a little  about 

this  paper,  and  possible  variations  of  it,  and  see  what  we 
want  to  get  at.  You  say  the  purpose  for  which  you 
drew  it  up  was  to  show  what  moneys  had  been  drawn 
from  outside  over  these  years  by  these  various  organisa- 
tions for  their  finance?, ^Yes,  the  impact  on  outside 

sources  of  finance,  whether  the  Exchequer  or  the  market. 

1148.  It  does  show  that.  Then  I suppose  there  is  the 
question : what  proportion  flieir  claims  for  their  purposes 
have  home  to  the  total  amount  of  claims  for  finance  for 
other  sectors,  the  Government  sector  and  the  private 

sector.  Have  we.  got  anything  on  that? ^No,  there  is 

nothing  provided  on  that. 

1149.  On  the  third  thing,  which  I think  is  related  to 
what  Professor  Cairncioss  is  saying:  let  us  take  the  top 
one,  the  Post  Office ; gross  fixed  capital  formation — I am 
not  very  familiar  with  these  phrases,  but  I imagine 
that  includes  everything  that  was  spent  to  create  feed 
capital,  regardless  of  whether  it  was  a renewal  of  existing 
capital  that  was  depreciating  or  falling  obsolescent  or 

not? Yes.  The  notes  explain  that  the  Post  Office 

expenditure  charged  to  capital  account  means  their  capital 
expenditure  including  renewals ; where  it  is  a straight 
renewal  that  is  charged  to  revenue,  but  where  it  is  a 
renewal  with  an  improvement  element  that  is  charged  to 
capital. 

1150.  And  that  is  what  goes  into  gross  feed  capital 

formation? ^Yes. 

1151.  Then  if  you  look  at  the  financing  you  see  that 
in  1951  roughly  half  that  expenditure  is  apparently 
charged  against  their  revenue  by  way  of  depreciation 
charge  and  so  on,  and  roughly  half  came  from  the 

Exchequer? Yes.  The  gross  fixed  capital  formation 

is  in  fact  all  expenditure  on  capital  assets. 

1152.  Lord  Harcourt:  Whether  renewals  or  not? 

Yes,  that  is  right. 

1153.  Chairman:  Then,  looking  along  to  the  financing, 

you  find  that  roughly  half  was  charged  against  their 
revenue  and  roughly  half  from  the  Exchequer? Yes. 

1154.  But  when  you  look  at  public  corporations  and 
local  authorities,  there  is  no  means  of  getting  even  that 
much  information  about  how  the  expenditure  was  related 
to  depredation  or  obsolescence? — ■ — ^No. 

1155.  Professor  Cairncross:  If  you  take  this  group  as 

a whole,  its  total  claim  on  the  savings  of  the  nation 
has  been  mounting  year  by  year.  Since  1951,  the  increase 
must  be  getting  on  for  80  or  even  100  per  cent.,  taViTig 
the  latest  figures.  You  anticipate,  I imagine,  that  this 
will  continue  to  be  true,  and  that  you  will  have  an 
increasing  programme  of  capital  investment  by  the  public 
corporations?  Will  this  not  lead  to  an  increased  difficulty 
in  the  market  for  Government  bonds,  which  are  respon- 
sible for  finandng  a good  part  of  this  capital  expendi- 
ture?  ^What  the  total  claim  on  the  resources  of  public 

investment  should  be  is  really  the  policy  issue  which  has 
to  be  settled  before  figures  can  be  given  to  this  Com- 
mittee about  the  future. 

1156.  That  is  one  aspect  of  policy,  but  there  is  also 
the  question  of  policy  as  to  the  proportion  of  this  capital 
expenditure  which  should  fall  on  public  corporations 
themselves,  and  the  propOTtion  which  should  fall  on  the 
market.  Are  we  in  a position  to  judge  whether  thi.ii  has 
been  a rising  proportion  or  a falling  proportion?  It  is 
extremely  difficult  from  the  figures  to  get  any  picture  of 
the  extent  to  which  the  public  corporations  have  been 
pressing  more  and  more  on  the  market  or  have  been 

intending  to  increase  their  degree  of  self-finance? 

iSir  Robert  Hall : You  really  want  to  know,  I think,  festly, 
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how  much  of  the  gross  feed  capital  formation  is  deprecia- 
tion, and,  secondly,  how  much  of  their  total  capital 
expenditure  they  are  recovering  in  their  charges  or  from 
other  sources  of  income.  In  essence  ffiose  are  fhe  two 
things  you  want,  and  I think  you  also  would  like  to 
identify,  if  there  is  such  a thing,  any  trend  one  way  or 
the  other? — Professor  CoiVncrojj:  Yes. — Sir  Robert  Hall: 
Did  you  also  want  to  go  to  the  policy  behind  .the  pricing 
of  these  things?  I was  not  quite  sure  from  something 
you  said. — Professor  Cairncross:  I touched  on  that.  I 
do  not  think  it  would  be  appropriate  to  pursue  that. — 
Sir  Robert  Hall:  Because  it  is  generaUy  laid  down  in 
the  statutes  setting  up  these  corporations.  The  vdiole 
question  of  the  pricing  policy  of  public  corporations  is 
a very  wide  one. 

1157.  It  is  laid  down  in  the  statutes,  but  I am  not  sure 
that  the  word  “costs”  or  the  word  “profits”  is  defined 
in  the  statutes.  It  would  be  possible  by  treating  deprecia- 
tion in  one  way  to  get  one  result,  and  by  treating  it 

in  a different  way  to  get  a different  result? Sir  Robert 

Hall:  Yes,  but  your  primary  interest,  I understand,  is 
how  much  self-financing  they  are  really  doing,  after 
allowing  for  their  true  depreciation. — Professor  Cairncross: 
Where  the  present  trend  would  take  us  if  the  present 
degree  of  self-financing  continued  for  the  next  five  or  ten 
years. 

1158.  Professor  Sayers:  I think  we  should  be  interested 
in  knowing  whether  the  Treasury  thinks  it  is  consistent 
with  its  existing  powers  in  relation  to  nationsdised  boards 
to  increase  the  proportion  of  the  capital  costs  which  are 

to  be  recovered  out  of  their  prices? Sir  Roger  Makins : 

We  shall  need  notice  of  these  questions*. 

1159.  Professor  Cairncross:  There  was  one  further 
question,  which  is  implicit  in  what  I was  asking  earlier. 
It  is,  I think,  important  for  us  to  know  whether  this 
accumulation  in  the  national  assets  that  has  taken  place 
is  commensurate  wifli  the  increasing  debt  that  is  being 
incurred,  or  whether  the  depreciation  policy  pursued  is 
such  that  in  fact  real  assets  are  not  rising  at  the  same 

rate  as  the  debt  which  is  being  created. Sir  Robert 

Hall  : That  raises  some  nice  points  about  the  changes  of 
the  price  level. — Sir  Edmund  Compton:  Not  only  that, 
but  to  quite  an  extent  the  Treasury  has  lent  money  to 
finance  these  assets,  not  by  increasing  die  debt  but  out 
of  revenue.  It  is  only  a proportion  of  the  total  that  is 
matched  by  an  increase  in  the  national  debt. 

1160.  Professor  Cairncross:  I was  not  thinking  of  the 
national  debt  here,  but  simply  of  the  debt  of  fiiese  corpora- 
tions. I agree  that  when  one  brings  in  the  whole  central 
budget  file  question  takes  on  a different  complexion. 
Taking  only  one  aspect  of  the  matter,  the  public  corpora- 
tions as  a sector  of  the  whole  economy,  are  we  in  a posi- 
tion where  we  are  adding  to  our  assets  rapidly  or  slowly, 
and  are  these  assets  being  matched  by  an  equivalent 
amount  of  debt? — Chairman:  I did  not  quite  foU<w  Sir 

Edmund  Compton’s  last  point? Professor  Cairncross 

mentioned  the  increase  in  die  debt,  and  I mistakenly 
thought  he  meant  the  increase  in  the  national  debt,  fa 
fact  the  increase  in  the  atnount  of  Government 
assets  in  the  form  of  loans  outstanding  to  the  public 
boards  and  to  the  local  authorities  is  considerably  greater 
than  the  increase  in  the  national  debt  that  was  incurred 
over  the  period.  We  have  something,  on  my  calculation, 
of  the  order  of  £4,500  million  of  interest-bearing  assets  in 
the  form  of  loans  to  the  local  authorities,  to  the  National 
Coal  Board  and  to  the  other  public  boards,  as  a result  of 
the  post-war  Exchequer  lending  to  those  departments. 

1161.  But  your  security  for  those  financial  assets  that 

you  have  created  by  these  loans  is  the  actual  charging 
powers  of  the  various  coiporations? ^Yes. 

1162.  Therefore  it  is  relevant  to  know  how  they  exer- 
cise their  charging  powers ; otherwise  the  financial  assets 

might  be  bad  ones? Sir  Edmund  Compton : Yes.  The 

bulk  of  our  lending  to  the  local  authorities  has  been  spent 
mainly  on  housing,  and  there  it  is  not  a question  so  much 
of  the  rents  on  those  houses  as  the  ability  of  the  local 
authorities  to  raise  the  rates.  In  fact  our  security  for 
those  loans  is  the  rates. — Sir  Robert  Hall : But  as  I under- 
stood Professor  Cairncross,  he  was  more  interested  in  what 
you  might  call  the  physical  value  of  the  assets  than  in 

• See. Memoranda  of  Evidence  Part  II  No.  4. 
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their  hypothetical  value  as  a monopoly,  v/as  he  not? — 
Professor  Cairncross:  Yes,  indeed. — Sir  Robert  Hall:  The 
Chairman  was  more  on  the  point  that,  since  they  are 
a monopoly,  they  might,  if  they  had  the  powers,  always 
service  their  own  debt. 

1163.  Professor  Cairncross:  The  two  shade  into  one 
another.  There  have  been  cases  of  public  corporations  in 

other  coimtries  which  have  made  very  large  losses? 

My  only  point  was  that  they  are  separable  issues.  Just 
to  be  quite  clear,  when  advances  are  made  by  the  Ex- 
chequer to  this  field  of  investment  from  above  the  ^e 
surpluses,  you  did  not  want  assets  to  be  shown  against 
those,  did  you?  You  regard  that  as  self-financing? — 
Professor  Cairncross:  I would  not  regard  that  as  self- 
financing.—Sir  Robert  Hall:  You  want  on  the  one  hand 
the  debt  created  and  held  by  the  public  corporations,  and 
on  the  other  the  physical  value  of  the  assets? — Professor 
Cairncross:  Yes. 

1164.  Chairman:  We  might  now  have  a look  at  the 

paper  on  National  Savings,  paper  No.  7?* Sir  Roger 

Makins:  Mr.  Chairman,  could  I say  just  a very  few  words 
in  amplification  of  this  paper?  Really  it  is  contained  in 
the  paper  itself,  but  I would  just  like  to  point  it  up.  This 
paper  is  limited  to  the  way  in  which  savings  are  organised 
by  the  State.  It  does  not  deal  with  other  ways  in  which 
the  Government  seeks  to  influence  personal  savings,  that 
is  to  say,  by  tax  incentives.  It  is  confined  to  organisation. 
That  is  the  first  point.  Then  the  Government’s  interest 
in  this  subject  is  really  twofold.  The  first  is  the  encourage- 
ment of  thrift,  and  that  perhaps  is  an  aspect  which  is 
not  specially  relevant  to  your  enquiry.  The  other  aspect 
is  to  encourage  lending  to  the  ^chequer,  and  this  will 
be,  I think,  of  very  close  interest  to  you,  because  the 
savings  mechanism  is  the  most  important  vehicle  of  non- 
market  borrowing ; so  much  so  that  the  result  of  the 
efforts  made  to  promote  saving  for  this  purpose  is  the 
existence  of  £6.000  million  which  are  repayable  on 
demand,  which  is,  as  is  stated  in  the  paper,  almost  one 
quarter  of  the  national  debt. 

1165.  Professor  Sayers:  It  is  of  course  possible  that 
we  might  take  the  view  that  the  stimulation  of  thrift 
might  be  important,  and  that  we  should  like  to  know 
what  the  Government  considers  is  its  power  to  encourage 
thrift.  By  what  means  does  the  Government  encourage 
thrift,  what  value  does  it  attach  to  those  means,  what 
further  means  could  it  conceivably  employ  if  it  wanted 
to  encourage  thrift  much  more  than  it  does  now?  That 
is  relevant  to  our  inquiry.  May  I enlarge  a little 
further?  The  view  that  we  take  of  the  power  of  monetary 
policy  to  operate  on  the  inflationary  situation  may  depend 
in  part  on  how  far  the  Government  has  at  its  disposal 
means  to  encourage  thrift.  May  we  be  told,  either  now 
or  later,  what  the  Government  thinks  can  be  done  in  this 
way,  or  whether  it  is  completely  sceptical  of  any  power 

to  encourage  quick  changes  in  thrift? ^We  can  certainly 

think  about  that,  but,  as  this  paper  shows,  there  are  two 
streams  of  thought  which  join  to  make  the  accumulation 
of  savings.  The  encouragement  of  irift  in  the  sense 
in  which  it  is  used  in  this  paper  is  more  of  an  ethical 
than  a purely  fiscal  or  financial  concept ; from  the  point 
of  view  of  the  Government  I suppose,  apart  from  such 
example  which  may  be  ^ven  or  such  influence  as  may 
be  exerted  by  Government  statements  or  general  policies, 
the  field  in  which  the  Government  can  operate  rests  so 
tp  speak  on  the  financial  side,  of  incentives  or  disincen- 
tives of  one  kind  or  another. 

1166.  In  the  Savings  Budget  of  April,  1956,  various 

changes  were  made  in  the  terms  offered  for  smaU  savings. 
Were  those  changes  made  purely  with  a view  to  the  social 
advantages  of  thrift?  Were  they  not  related  to  the  in- 
flationary situation? Sir  Edmund  Compton:  They 

were.  The  mainspring  behind  them,  as  I think  the  then 
Chancellor  explained  in  his  Budget  speech,  was  financial. 
The  object  of  organising  National  Savings  is  to  en- 
courage (c)  saving,  and  {b)  lending  to  the  State,  and  the 
stress  was  on  the  second  of  those  functions,  to  which 
I think  some  additional  importance  was  attached.  In  other 
words,  it  was  thought  that,  even  though  certain  measures 
might  not  encourage  more  saving  in  the  sense  of  absten- 
tion from  spending,  if  they  encouraged  more  lending  to 
the  State  they  were  worth  doing,  'because  it  was  part 

• Memoranda  of  Evidence  Part  II  No.  7. 


of  our  anti-inflationary  armoury  in  the  sense  that  we 
should  be  borrowing  more  from  the  public  and  less  from 
the  banks.  The  defence,  for  example,  for  the  reUef  of 
the  first  £15  of  interest  on  savings  bank  deposits  from 
income  tax,  was  that  the  money  was  lent  to  the  State  ; 
that  facility  was  not  offered  to  deposits  in  commercial 
banks  because  their  money  was  not  lent  to  the  State. 

1167.  Chairman:  With  regard  to  these  two  objects, 

may  I put  ^^is  to  you : thrift  seems  to  me  a long-term, 
not  easily  acquired,  habit  which  has  got  a certain  moral 
background  behind  it.  If  it  is  inculcated  or  acquired 
it  cannot  easily  be  turned  off  again.  It  cannot  easily 
be  acquired.  That  seems  to  me  something  which  is 
not  easily  adjusted  to  the  other  idea,  of  the  importance 
in  various  economic  situations  of  stimulating  savings 
either  for  the  easier  financing  of  the  Government  or 
to  avoid  inflation,  which  may  be  turned  on  or  off  accord- 
ing to  the  economic  circumstances.  You  may  in  fact  need  to 
reverse  the  process  and  encourage  people  that  it  is  right, 
in  order  to  avoid  deflation,  not  to  save  so  much.  One 
or  the  other  must  be  the  dominant  approach ; you  can- 
not reaUy  run  the  two  side  by  side? Sir  Roger 

'Makins:  No;  and  I think,  as  is  shown  by  this  paper, 
there  is  a good  deal  of  history  in  this.  The  Savings 
Movement,  as  I understand  it,  started  as  a thrift  move- 
ment, that  is  to  say,  saving  for  oneself  or  one’s  family  or 
for  the  future,  as  a sort  of  ethical  or  social  activity.  It 
was  only  at  a later  stage  that  the  idea  of  a Savings 
Movement  in  the  sense  of  lending  to  the  State  came  along 
and  joined  up  with  the  other  one,  and  the  two  have,  as 
it  were,  been  intermingled.  I would  have  thought,  though 
I cannot  quote  any  particular  statements  on  this  in  recent 
times,  &at  it  was  clearly  the  view  of  the  Government  that 
thrift  is  a good  social  principle  or  activity.  But  what 
the  GovOTiment  can  really  do  in  the  matter  is  to  encomage 
or  to  adopt  policies  which  encourage  savings,  that  is  to 
say  lending  to  the  State.  Therefore  it  seerru  to  me  that 
the  thrift  concept,  which  the  Chairman  has  referred  to. 
is  something  which  is  as  a matter  of  history  inherent  in 
the  'present  approach  towards  saving,  but  is  not  one  which 
is  influenceable  to  any  pai'ticular  degree  by  Government 
action.  It  is  therefore  the  second  part  of  the  ^oposition, 
the  action  of  -the  Government  to  influence  savings,  which 
is  most  relevant  to  the  question  before  us. 

1168.  Mr.  Jones:  But  has  not  thrift  been  outraged  and 
burgled  by  inflation?  Is  not  the  would-be  thrifty  man 
adopting  a shrewdness  which  arises  out  of  his  experience 
of  the  decline  in  commodity  value  of  his  gilt-edged  savings, 
particularly  where  he  has  not  -been  able  to  realise  the 
commodity  value  he  put  in,  even  after  allowing  for  the 
interest  added?  Take  the  value  of  a Nati-cmal  Saving 
Certificate  -that  was  purchased  in  1947:  15s.  was  put  in 
as  a capital  investment ; the  certificate  has  run  for  a 
period  <rf  ten  years,  and  there  has  been  do  tax  <m  die 
earnings  of  that  15s.  It  has  earned  another  5s.,  and 
therefore  on  realisation  at  the  end  of  ten  years  it  becomes 
worth  £1  in  currency  value.  But  having  regard  to  the 
inflation  which  has  -t^en  place  from  the  peric^  of  invest- 
ment to  -the  period  of  realisatdon,  actually  the  OTiginal 
investment- has  been  outraged  and  burgled.  What  sort  of 
situation  does  that  put  the  Govemmeot  or  anybody  else 
in  to  enco-urage  thrift,  especially  in  this  particular  field 

of  Government  savings? ^You  are  really  referr-iog,  Mr. 

Jones,  to  a process  which  has  been  going  on  for  a num- 
ber of  years,  the  genra-ai  effect  of  &e  inflation  which  is 
taking  place.  The  facts  are  -as  you  state  them,  and  if  you 
look  at  this  and  ask  what  is  the  effect  of  that  on  -the  general 
desire  or  incentive  to  save,  I think  the  only  answer  I 
can  give  you  is  to  point  to  the  figures  here  in  Appendix  B, 
which  shows  the  course  which  the  various  types  of  National 
Savings  media  have  taken.  You  will  see  that  -there  has 
been  a steady  rise  in  National  Savings  Certificates,  there 
has  been  a fall  in  defence  bonds,  and  the  other  Post  Office 
securities  have  remained  stable.  Post  Office  Savings 
Banks  deposits  have  steadily  fallen ; Trustee  Savings 
Banks  ordinary  deposits  have  slightly  increased ; the 
Special  Investment  Department  has  more  than  doubled ; 
and  there  is  -the  additional  c-ontribution  of  the  Premium 
Savin'gs  Bond. 

1169.  Chairman:  Would  you  be  readily  able  to  pul 

against  these  totals  -thedr  relation  to  iffie  national  income 
of  the  same  years,  to  see  what  percentage  it  was? ^Yes. 
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1170.  It  is  a litftie  dilBcult  to  work  merely  frtmi  figures 

of  volume  in  a pedod  of  iaflafiioa? ^Yes,  I appreciate 

tliat  point. 

1171.  Professor  Sayers'.  The  figures  show  the  success 
^ the  Savings  arrangements  in  attracting  savings  into 
Goveniment  finance.  That  is  the  most  important  element 
in  your  view,  apart  from  the  general  background  of 

encouraging  thrift? ^Yes,  It  would  be  very  difficult, 

I think,  to  evaluate  the  part  which  is  played  in  all  this 
by  whatever  motives  operate  in  the  desire  to  be  thrifty 
or  to  save ; apart  from  that  all  you  can  realy  point  to 
is  the  actual  use  of  the  various  media  which  are  offered. 

1172.  Mr.  Jones'.  Do  you  consider  National  Savings 
have  been  satisfactory,  when  you  take  into  consideration 
the  inflation  which  has  taken  place  within  the  last  five 
or  six  years,  and  you  take  into  account  'that  the  amount 
of  National  Savings  remaining  with  the  Treasury  or  with 
the  airthorities  responsible  for  their  care  and  investment 
has  only  gone  up  by  £120  million  in  that  time,  at  the  rate 
of  less  than  £20  million  a year?  Do  you  not  think  that 
the  shrewd  saver  is  beginning  to  get  concerned  by  the 
effects  of  inflation  upon  what  he  has  sought  to  reserve  to 

himself  for  the  day  when  he  requires  it? you  asked 

me  whether  it  was  satisfactory,  I would  say  yes.  If  you 
were  to  ask  whether  we  were  satisfied,  I would  say  no.' 
As  for  the  shrewd  saver,  I do  not  know  that  I really 
am  in  a position  to  state  here  what  he  or  she  is  thinking 
at  this  moment. 

1173.  Professor  Cairncross'.  May  we  just  invite  comment 
on  the  disparity  which  exists  between  the  figures  of 
National  Savings  as  shown  in  Appendix  C,  and  the  very 
large  figures  which  are  always  given  for  personal  savings, 
rising  to  an  annual  rate  of  £1,500  million?  Are  these 
two  figures  easily  reconciled?  Do  you  know  where  the 

savings  are  going  and  who  is  making  them? Sir 

Edmund  Compton:  The  Blue  Book  figure  of  personal 
savings,  as  is  well  known,  is  not  a direct  estimate,  so  one 
cannO't  build  on  that.  This  point  is  actually  dealt  with 
in  paragraph  12  of  the  memorandum  itself,  where  we  point 
out  that  the  other  non-Government  savings  media  have 
made  great  advances  since  1947,  whereas  the  National 
Savings  movement  has  done  little  more  than  hold  its  own 
ground. 

1174.  Chairman:  But  these  other  media,  life  insurance 

and  the  others,  were  all  availaible  in  the  war.  Why  in 
your  view  did  they  suddenly  take  up  the  running  after 
1947  to  this  remarkable  extent,  as  against  National 
Savings? Sir  Edmund  Compton : There  was  a para- 

mount reason  for  investing  in  Nation^  Savings  in  the 
war.  That  was  the  conviction  the  public  had  that  they 
were  assisting  the  war  effort  in  that  way, — Chairman:  I 
understand  that.  That  was  partly  due  to  the  form  of 
the  publicity  by  which  they  were  promoted.  I am  sure 
they  were  assisting  it.— Sir  Edmund  Compton : There  was 
also  the  fact  that  the  whole  organisation  of  the  insurance 
companies  and  the  others  was  pretty  well  in  abeyance 
during  the  war,  whereas  the  National  Savings  movement, 
was  in  full  blast. 

1175.  Sir  John  Woods:  Might  it  not  also  be  that  a large 
part  of  life  insurance  business  is  in  superannuation 
schemes  and  industrial  insurance  schemes,  which  have 

increased  very  greatly  during  and  since  the  war? 

Yes,  the  momentum  of  organised  long-term  savings  on 
the  part  of  the  insurance  companies,  particularly  in  super- 
annuation and  life  schemes,  has  been  grea'tly  increased 
by  all  the  retirement  benefits  and  retirement  provisions 
that  have  followed  after  the  war.  That  has  increased  the 
volume  of  those  contractual  savings.  The  National 
Savings  movement  has  in  fact  left  the  contractual  savings 
field  alone.  The  facilities  offered  for  thrift  by  National 
Savings  are  the  security  of  the  State  and  the  provision 
for  repayment  on  demand.  Whether  the  individual  wants 
to  hold  his  money  there  for  ten  years  or  six  months  is 
up  to  him,  but  he  can  be  repaid  on  demand.  It  is  in 
that  kind  of  savings  that  the  State  has  specialised.  These 
other  bodies,  on  the  other  hand,  have  specialised  in  long- 
term contractual  saving.  That  has  not  only  had  its 
attraction  for  the  individual  but  has  been  helped  by  the 
group  superannuation  schemes  of  various  kinds  which 
they  finance.  It  has  also  had  the  support  of  the  fiscal 
advantage  in  the  shape  of  the  tax  relief  that  attaches  to 
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life  insurance,  whereas  National  Savings  have  had  tax 
exemption  within  comparatively  low  limits ; there  is  no 
tax  on  the  interest  on  the  Savings  Certificate  nor,  since 
1956,  on  the  first  £15  of  interest  on  savings  bank  deposits. 
So  there  has  been  a marked  shift  of  emphasis  in  the 
promotion  of  thrift  as  between  National  Savings  and 
non-national  savings  in  this  period  since,  roughly,  1947. 

1176.  Mr.  Jones:  Has  there  been  a marked  shift  in 
the  way  savings  have  been  invested ; in  other  words,  are 
savings  being  invested  other  than  in  Government  Depart- 
ments, in  National  Saving,  in  the  Post  Office,  and  what 

have  you? 1 do  not  think  so.  This  .paper  is,  of  course, 

confined  to  National  Savings ; that  is  to  say,  the  arrange- 
ments we  make  for  the  provision  of  savings  facilities  and 
the  way  they  are  held.  This  is  aU,  by  definition,  invest- 
ment with  the  State. 

1177.  But  this  would  not  be  the  most  profitable  form 
of  inves-tment  today ; if  it  was,  how  is  it  that  gilt  edged 
are  so  low  in  price  on  the  market?  Is  not  that  an  indica- 
tion that  this  is  not  the  most  profitable  type  of  investment, 
and  is  not  that  something  that  we  have  got  to  have  some 

consideration  for? ^National  Savings  is  perhaps  rather 

narrowly  regarded  if  it  is  regarded  as  an  alternative  to 
investment  in  a market  security.  In  fact  this  kind  of 
thrift  provision  covers  a very  wide  range  investments, 
ranging  from  a quite  short-term  deposit  in  the  Post  Office 
([putting  your  money  into  the  Savings  Bank  this  week, 
intending  to  spend  it  in  a fortnight’s  time  when  you  go 
on  holiday,  is  quite  a typical  form  of  Post  Office  invest- 
ment) on  the  one  band,  to  some  of  the  still  existing  hold- 
ings of  the  first  issue  of  Nati<mal  Savings  Certificates  from 


1178.  But  would  you  not  have  sections  of  the  com- 
munity, who  some  years  ago  were  finding  their  investment 
in  this  field,  and  who  are  now  finding  it  in  another  field? 
I appreciate  that  the  small  saver  is  bound  to  use  this  field 
and  does  use  this  field,  but  has  there  not  been  a substantial 
migration  of  savers  from  this  field  in  the  bigger  income 

classes? 1 think  that  is  a question  on  which  one  can 

have  a wide  variety  of  opinions,  the  reason  being  that  one 
cannot  identi^  the  money  that  is  invested  in  National 
Savings  or  withdrawn  from  National  Savings.  The  tran- 
saction, as  far  as  the  Government  is  concerned,  is  over 
and  done  with  when  the  money  is  either  invested  or  with- 
drawn. What  they  do  with  their  money  is  another  matter. 

1179.  Professor  Sayers:  Sir  Edmund  Compton  men- 

tioned that  the  Savings  Movement  has  concentrated  on 
instruments  that  are  payable  more  or  less  on  demand 
That  choice  was  made  as  a matter  of  deliberate  policy, 
I understand.  Could  you  tell  us  the  reasons  for  absten- 
tion from  other  parts  of  the  demand? ^The  first  reason 

I think,  is  historical.  Historically  the  Savings  'Movement 
IS  really  built  on  the  Stale  provision  for  thrift,  which  was 
in  its  turn  based  on  getting  your  money  back  at  par  when 
you  wanted  it.  The  whole  thing  has  been  based  on  that 
and  that  is  what  is  familiar.  The  second  reason  is  really 
one  of  cost  and  efficiency,  by  which  I mean  that  the  field 
of  long-term  contractual  saving  is  very  tiioroughly  tilled 
by  the  non-National  Savings  organisations.  They  are 
fully  organised  to  do  that.  It  would,  I think,  be  a 
wasteful  duplication  if  the  State  tried  to  do  it,  too,  and  if 
they  did  it  would  certainly  involve  a tremendous  increase 
in  the  Sta.te  organisation.  As  it  is,  the  cost  to  the  State 
of  organising  savings  facilities  on  this  comparatively  simple 
money-on-demand  basis  is  high,  because  the  State  deals 
with  the  small  saver,  and  is  therefore  in  direct  relationship 
with  anything  up  to  fifty  million  different  individu^ 
accounts,  most  of  them  running  at  the  rate  •of  only  a few 
pounds  in  total,  That  involves  a staff,  for  the  registration 
of  securities  and  dealing  with  subscriptions  and  with- 
drawals, of  over  10,000  persons,  and  the  Premium  Savings 
Bond  added  several  hundreds  by  itself.  It  would  mean 
a big  increase  in  the  State  staff  and  organisation,  df  the 
State  tried  to  venture  into  'long-term  contractual  saving. 

1180.  Chairman:  Here  you  have  £6,000  million  of 
money,  a great  accumulation  of  potential  purchasing 
power,  which  is  virtually  repayable  on  call.  I know  it 
is  not  called  under  existing  circumstances,  and  goes  for- 
ward more  or  less  as  a permanent  fund,  but  in  practical 
terms  is  there  any  limit  to  the  amount  to  which  you 

F4 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


78 


COMMITTEE  ON  THE  WORKING  OF  THE  MONETARY  SYSTEM 


10  September  1957]  Sm  Roger  Makins,  G.C.M.G.,  K.C.B.,  [Continued 

Sir  Edmund  Comfton,  K.B.E.,  C.B.,  aad  Sm  Robert  Hall.  K.C.M.G.,  C.B. 


would  wish,  if  you  could,  to  stimulate  the  increase  of  that 

amount? Sir  Roger  Makins:  As  far  as  I know  we 

have  not  thought  in  terms  of  any  limit. 

1181.  So  far  as  you  could  get  them,  you  would  be 

glad  to  have  them? Sir  Edmund  Compton:  We  have 

to  work  very  hard  to  stand  still  on  this.  In  fact,  our 
weekly  savings  figures  are  something  like  a receipt  of 
£30  million  to  cover  a withdrawal  of  £30  million. 

1182.  That  is  not  the  whole  question,  is  it,  because 
there  are  variations  of  terms  which  occur  from  time  to 
time,  and  if  you  were  really  determined  to  push  on  at 

all  costs  I was  wondering  what  you  could  not  offer? 

We  have  pretty  well  stood  still  in  National  Savings  since 
1947,  whereas  other  savings  moved  forward  a great  deal. 
The  meaning  of  the  1956  Savings  Budget  was  that  it  was 
thought  worthwhile  to  pay  a good  deal  more  in  ordra- 
to  try  and  improve  the  National  Savings  record,  and  the 
amount  that  the  State  could  raise. 

1183.  What  has  been  the  experience  of  improving  the 

terms?  Was  not  the  last  figure  a good  deal  more  favour- 
able?  ^Yes.  The  two  main  features  of  the  Savings 

Budget  were  the  new  National  Savings  Certificates  and 
the  Premium  Savings  Bond,  which  was  an  attempt  to  use 
some  quite  new  attraction,  in  order  to  raise  money  for 
the  State  and  achieve  a measure  of  thrift  as  well. 

1184.  But  you  could  improve  the  terms  indefinitely, 

could  you  not? ^Yes.  It  is  true  that  we  could  improve 

the  .terms  for  these,  as  for  other  Government  borrowings. 
It  is  a matter  for  judgment,  the  extent  to  which  die 
increased  cost  to  the  State  would  realise  a dividend  in 
saving  and  lending  to  the  Exchequer. 

1185.  Professor  Cairncross:  May  I ask  you  again  about 
your  reconciliation  of  die  trend  in  identified  financial 
assets,  shown  in  Appendix  C,  with  the  figures,  however 
tentative  or  provisional  they  may  be,  for  personal  savings? 
You  will  have  noticed  that  personal  savings  are  alleged 
to  have  increased  from  about  £200  million  in  1951  to 
£1,500  million  in  1956.  That  means  that  they  have 
multiplied  seven  times  over  the  past  five  years,  and  even 
with  an  allowance  for  depreciation  they  are  still  rather 
striking.  Your  figures  here  in  Appendix  C show  an 
increase  in  identified  financial  assets  from  roughly  £300 
miHion  to  £700  million.  Even  in  the  last  two  years  the 
margin  between  the  two  sets  of  figures  has  risen  from 
roughly  £100  million  to  £800  million.  I appreciate  that 
when  you  have  two  sets  of  official  statistics  it  is  a little 
invidious  to  say  just  which  is  the  more  to  be  relied  upon, 
or  which  one  should  take  as  a guide.  In  this  case  we 
are  taking  the  figures  in  Appendix  C,  which  are  based 
on  the  returns  of  various  agencies,  intermediaries  and 
National  Savings.  In  tte  other  case,  we  are  dealing  with 
a residual  total.  Have  you  any  ei^lanation  of  this,  since, 
if  this  kind  of  divergence  continues,  it  must  be  very 


difficult  for  you  to  forecast  the  degree  of  inflationary 
pressure  to  which  the  economy  is  going  to  be  exposed? 

think  the  table  to  which  you  are  referring  is  table  27 

in  the  Blue  Book. 

1186.  Professor  Cairncross:  I was  taking  table  6,  wMch 
shows  toe  combined  capital  account  of  toe  United 
Kingdom,  and  gives  personal  savings  in  1954  of  £729 
million,  and  in  1956  of  £1,504  million ; an  increase  of 
roughly  £800  million  in  two  years.  The  last  line  of 
Appendix  C shows  a rise  in  toe  same  period  of  from 
£642  million  to  £712  million  as  toe  identified  increase  in 
financial  assets.  I should  have  thought  that  this  divergence 
was  a rather  striking  one,  and  one  for  which  there  must 

be  some  explanation? ^Yes,  I think  there  is,  but  so  far 

as  I know  it  has  baffled  the  national  income  statisticians 
year  after  year.  We  have  done  our  best  to  provide  the 
material  to  close  the  gap  by  the  figures  which  are  in 
table  27  of  toe  Blue  Book,  which  I quoted,  of  toe 
identifiable  increases  in  assets.  I agree  they  only  provide 
a fraction  of  toe  total, 

1187.  May  I ask  if  you  t^e  any  ^eps  by  a sample 
inquiry,  or  any  other  way,  to  find  out  just  what  is  happp- 

ing  currently  to  savings? Sir  Roger  Makins:  I think 

if  you  will  allow  us,  we  would  like  to  look  at  this  a 
little  further.* — Sir  Robert  Hall : The  counterpart  erf  the 
aggregate  savings  in  table  6 is  given  in  toe  bottom  under 
capit^  formation  at  home  and  abroad.  Those  are  toe 
two  aggregates,  and  since  toe  identifiable  increase  in 
financial  assets  in  toe  personal  sector  is  much  less  than 
the  top  line  of  table  6,  the  counterpart  of  toe  difference 
must  presumably  be  in  the  acquisition  of  physical  assets 
by  toe  personal  saver®- 

1188.  Not  necessarily? Not  necessarily;  physical 

assets  or  un-identified  financial  assets. 

1189.  I have  in  mind  that,  if  you  are  trying  to  deal 
with  an  inflationary  situation,  in  which  toe  current  level 
of  savings  is  one  of  toe  important  elements,  it  is  obviously 
very  important  to  be  able  to  predict  rou^y  what 
will  happen  to  savings,  and  to  know,  as  a basis  of  toat 
prediction,  what  are  toe  current  trends.  For  that  purpose 
it  is  easy  to  look  through  a number  of  accounts  of  building 
societies,  insurance  companies,  and  so  forth,  and  get  as 
far  as  you  do  in  Appendix  C.  But  is  it  not  also  rather 
important  to  try  to  approach  toe  matter  from  toe  other 
end,  and  try  to  get  some  idea  of  who  is  currently  saving, 
and  whether  they  are  saving  more  than  they  did  last 

year,  as  js  done  in  toe  United  States? Sir  Roger 

Makins:  We  would  like  to  think  about  that 

1190.  Chairman:  Perhaps  we  could  break  off  at  to 
point.  We  will  start  tomorrow  morning  on  the  Capital 
Issues  Committee  paper,  so  as  to  make  sure  that  we  deal 

with  toat  tomorrow. ^That  would  be  perfectly  agreeable 

to  me. 


• See  Qds.  2285-88. 


{Adjourned  until  Wednesday,  Wth  September,  1957,  at  10.30  a.m.) 
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Secretary,  of  H.M.  Treasury,  and  Sir  Robert  Hall,  K.C.M.G.,  C.B.,  Economic  Adviser  to  H.M.  Government  and 
Director,  Economic  Section,  H.M.  Treasury,  called  and  examined. 


J191.  Chairman:  Sir  Roger,  we  arranged  to  start  this 
morning  with  paper  No.  8 on  the  Capital  Issues  Com- 
mittee.* The  opening  three  paragraphs  are  narrative  O'! 
the  pas^  taking  us  up  to  the  outbreak  of  the  war  in  1939. 
Then  you  say:  — 

“ In  May,  1945,  a fresh  Memorandum  was  prepared 
...  to  ensure  that  the  order  of  -^ority  of  capital  issues 
after  the  war  should  be  determined  according  to  their 
importance  in  the  national  interest.” 

Are  there  any  questions  on  those  three  para^apbs? 

Sir  Roger  Makins : There  is  one  point  I would  like  to  make 
in  advance  by  way  of  amplification  of  this  paper ; it  is 
a general  point.  We  have  attached  to  the  papCT  the  pub- 
lished guidance  to  the  Capital  Issues  Committee  since 
1951 ; we  have  not  attach^  the  guidance  issued  before 
1951.  Although  none  of  this  has  been  withdrawn  a great 
part-  of  it  has  been  overtaken  by  events  and  circumstances, 
and  it  is  available  to  you  if  you  wish  to  see  k. 

1192.  In  your  view  would  it  be  of  any  assistance  to 
us?— — 5i>  Roger  Makins:  I should  have  thought  not. 
I do  not  think  it  is  really  relevant  although  it  is  stiU  on 
the  books.  There  is  a memorandum  of  1945  which  was 
published  as  a White  Paper. — Sir  Edmund  Compton : 1 
woidd  have  thought  that  the  guidance  since  1951  is  the 
guidance  on  which  the  Committee  is  working  today. 

1193.  I read  the  document  of  4th  December,  1951,  which 
we  will  come  to,  as  really  being  a new  basis.  It  refers  to 
“ ...  the  fight  of  the  new  economic  policy  which  is  being 
developed  by  the  Government.”  I thought  that  it  was 

intended  to  be  self-ccmtained? Sir  Roger  Makins : That 

is  reaUy  the  case,  but  I thought  I sboidd  draw  your 
attention  to  these  other  documents,  which  are  still  on  the 
books. 

There  is  a further  point  to  which  I wish  to  draw  your 
attention  at  this  srtage.  These  documents  which  we  have 
submitted  to  you  contain  all  the  guidance  issued  to  the 
Capital  Issues  Committee  since  1951  by  successive 
Chancellors,  with  one  exception ; this  relates  to 
housing  in  the  period  1956-57.  On  this  subject 
the  attention  of  the  Capital  Issues  Committee  was 
drawn  to  the  then  Chancellor’s  pdlicy,  to  which  he 
referred  in  Parliament  on  24th  February,  1956,  in  the 
so-called  “ little  Budget  ” speech,  and  again  in  the  Budget 
speech  of  the  same  year,  to  encourage  borrowing  for 
private  house  owiershdp  while  maintaining  restrictions  on 
finance  for  other  types  of  building.  The  Committee 
received  from  time  to  time  guidance  from  the  Treasury 
in  regard  to  die  detailed  ap^cation  of  tins  policy,  but 
this  detailed  guidance  has  not  been  published.  With  the 
passage  of  the  Rent  Act  this  year  the  present  Chancellor 
gave  instructions  that  the  Treasury  guidance  to  the  Capital 
Issues  Committee  should  be  amended  so  as  not  to  preclude 
the  Committee  from  recommending  consent  for  finance  to 
build  any  form  of  living  accommodation ; but  he  did  not 
think  it  advisable  to  encourage  applications  for  this  pur- 
pose  by  publication  of  this  advice  to  the  Com- 

*  Memoranda  of  Evidence  Part  n No.  8. 


mittee.  Apart  from  this  there  has  of  cooirse  been  other 
unpublished,  semi-official  correspondence  between  the 
Treasury  and  the  Committee  relating  to  the  administration 
of  .the  control,  either  on  questions  of  procedure  or  on 
eiucddation  of  points  arising  on  the  detailed  applicatiou  of 
the  policy  -guidance.  That  is  in  the  category  of  semi- 
official correspondence.  What  I have  been  referring  to 
is  official  guidance  to  Ihe  Committee.  I wanted  to  make 
that  quite  dear. 

1194.  When  you  say  “semi-official  correspondence”, 

how  are  we  to  regard  -that? It  is  setni-omcdd  corre- 

spondence between  members  of  the  Treasury  and  the 
Secretary  of  the  Committee  dealing  not  with  questions  of 
policy  but  with  questions  of  eluddatioa,  procedure  and 
so  for.th. 

1195.  Sir  Oliver  Franks:  Would  it  not  be  fair  to  say 
that  those  letters  must  in  fact  deal  with  the  application 
of  policies  to  particular  cases  on  occasions?  I^e  docu- 
ments which  we  have  before  us  lay  down  what  we  might 
call  tire  grand  -lines  of  policy.  It  is  natural,  when  one 
body  lays  down  flie  general  lines  of  policy  and  another 
body  has  to  apply  them,  that  the  applying  body  should 
from  time  to  time  consult  with  the  poHcy-malcmg  body 
on  how  to  apply  policy  in  relation  to  a particular  appli- 
cation or  a par-ticular  type  of  applicaticm.  I suppose 
toe  serai-offid^  correspondence  is  the  sort  of  corre- 
spondence which  goes  on  for  the  most  part  between 
g-oveipmeo-t  departments?  It  is  toe  metood  by  which 
questions  of  procedure,  or  questions  -of  application  of 

policy  to  particular  decisions,  are  dealt  with? ^That 

is  correct. 


1196.  Chairman:  As  we  see  from  your  figures,  toe 
Committee  is  dealing  with  1,000,  2,000  or  4,000  applica- 
tions a year  ; what  is  the  volume  over  the  year  of  particu- 

on  which  such  exchanges  take  place? 

Sir  Edmund  Compton:  1 would  say  it  might  consist  of 
about  50,  on  average  -one  a week.  Supposing  the  Com- 
mittee IS  dealing  with,  say,  50  cases  a week,  which  is 
roughly  toe  order  of  magnitude,  I should  have  thought 
on  the  average  there  might  be  a question  on  the  applica- 
tion of  policy  in  a particular  case  on  one  of  those. 


1197.  iSir  Oliver  Franks:  But  it  would  be  reasonable  to 
suppose  that  within  the  general  lines  of  poUcy  a number 
of  those  cases  on  which  there  was  informal  consultation 
would  be  leading  cases ; toe  way  in  which  they  were 
determined  would  settle  the  way  in  which  a number  of 
similar  cases  were  determined.  For  example,  let  me  sup- 
pose, m Ignorance  and  hypothetically,  that,  when  at  a 
«nain  stege  this  year  toe  question  of  tanker  credits  came 
before  the  Capital  Issues  Committee,  it  was  the  subject 
of  mformal  consultation  and  semi-official  correspondence 
between  the  Committee  and  the  Treasury,  and  that  tliat 
arose  on  a p^ticular  application.  A certain  outcome  is 
appUcation,  but  of  course  the 
Committee  looks  to  a certain  consistency  in  dealiuE  with 
applications  of  a similar  character  ; therefore  that  outcome 
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will  in  fact  be  the  equivalent  of  a decision  in  a leading 

case.  Is  not  that  a clear  inference? Sir  Roger  Makins : 

Yes,  perfectly  clear. 

1198.  Chairman:  I suppose  any  body  of  that  kind 
builds  up  a series  of  decisions  over  the  years  which  govern 

other  applications  which  come  before  it? Sir  Edmund 

Compton : To  take  that  particular  example,  the  published 
instructions  to  the  Capital  Issues  Committee  are,  in  effect, 
that  they  should  test  the  applicant’s  ability  to  raise  the 
money  from  non-market  sources,  however  good  the  pur- 
pose. They  are  dealing  with  two  clauses ; (a)  the  purpose 
and  ib)  the  source  of  the  finance.  The  question  of  the 
source  of  the  finance  became  new  ground  for  them  at  the 
stage  of  the  Chancellor’s  Budget  speech,  which  included 
this  new  directive  to  them.  The  question  immediately 
arose  how  far  they  could  go  in  investigating  the  efforts 
made  in  the  market  by  an  applicant  who  had  come  to  the 
Committee  saying  that  he  wanted  to  borrow  from  a bank. 
In  effect,  the  practice  that  the  Committee  entered  into  at 
the  start  of  this  new  operadon  is  becoming  a guide  to  what 
they  are  doing  as  a regular  routine  by  tius  time,  when  we 
are  several  months  away  from  the  start. 

1199.  Professor  Cairncross:  When  Sir  Edmund  says  that 
there  is  semi-official  correspondence  about  perhaps  one 
case  a week,  is  it  relevant  that  the  number  of  cases  rejected 
is  about  one  per  week?  Would  a high  proportion  of  the 
correspondence  be  about  applicadons  that  are  not  granted? 

Sir  Roger  Makins:  Not  necessarily,  because  I think 

it  emerges  Qiat  the  Capital  Issues  Committee  deals  with 
certain  cases,  as  being  obviously  within  their  terms  of 
reference,  or  as  raising  no  particular  point,  without  refer- 
ence to  the  Treasury.  But  in  a number  of  cases — ^for 
example,  if  the  application  is  for  over  £1  million  or  if  the 
recommendadou  is  turned  down,  or  if  it  lias  been  limited, 
modified  or  changed  m any  way — ^then  it  is  referred  to_  the 
Treasury  automatically,  with  the  advice  of  the  Committee 
but  for  the  Treasury  to  decide.  In  that  case  there  is  a 
reference  of  a pardcular  case.  That,  I think,  is  in  a slightly 
different  category  from  the  sort  of  semi-official  correspon- 
dence which  may  take  place  on  procedure  and  interpre- 
tation of  guidance.  There  may  be  as  many  as  ten  or 
^een  cases  a week  referred  to  the  Treasury  because  they 
fall  within  one  or  other  of  those  categories.  We  were  not, 
I think,  including  consideradon  of  cases  in  that  way  in  the 
amount  of  semi-official  correspondence. — Sir  Edmund 
Compton:  No;  I was  trying  to  esdmate  the  amount  of 
reference  back,  in  the  sense  of  a suggestion  by  the  Com- 
mittee that  they  would  like  to  know  whether  they  were 
correctly  directing  themselves  in  a particular  case,  or  per- 
haps a reference  by  the  Treasury  back  to  the  Committee 
on  a recommendation  which  bad  been  specially  referred 
to  the  Treasury  because  it  was  either  a “magnitude” 
case  such  as  Sir  Roger  Makins  has  described  or  because 
the  Committee  recommended  refusal. 

1200.  Chairman : I have  not  derived  from  the  paper  any 
picture  as  to  how  much  goes  on,  either  of  cases  being  sent 
from  the  Committee  to  the  Treasury  with  a request  for  the 
'Treasury  to  decide  and  not  them,  if  that  does  happen,  or 
of  cases  where  the  Treasury,  faced  with  the  advice  or 
recommendation  of  the  Committee,  exinesses  itsdf  as  not 
satisfied  and  either  takes  another  line  or  sends  it  back.  1 
thinV  you  were  saying  on  the  average  about  one  a week? 

would  not  like  it  to  be  thought  that  it  happens  once 

a week.  The  point  I was  making  was  that  the  ntiraber 
of  cases  which  might  be  the  subject  of  interchange  with 
the  Committee  might  be  of  that  order  on  average. 

1201.  How  often  has  the  Treasury  acted  contrary  to 

the  advice  it  has  received? Sir  Roger  Makins:  On 

occasion.  These  cases  are  referred  to  the  Treasury 
because  the  Committee,  being  strictly  advisory,  refers  such 
cases  wiffi  advice.  Then  various  things  may  happen.  The 
Treasury  may  send  them  back  for  further  consideration, 
and  the  Committee  will  then  re-consider  the  case  and  per- 
haps modify  or  re-affirm  its  advice.  Then  the  case  comes 
back  to  the  TYeasury,  tiie  matter  is  considered  and  then 
Treasury  Ministers  may  either  accept  the  advice  of  the 
Committee  in  the  light  of  their  re-consideration,  or  from 
timp  to  time  they  may  decide  not  to  accept  the  advice 
of  the  Committee,  there  may  be  some  special  aspect  of 
the  case  which  has  to  be  considered,  or  some  special 
reason  outside  the  ordinary  ambit  of  the  Committee’s 
purview,  that  arises  on  some  other  part  of  the  Govern- 
ment’s policy.  In  those  cases — there  have  been  very  few 
of  them,  as  far  as  I know — the  Treasury  has  explained 


to  the  Committee  the  reasons  for  which  they  have  taken 
the  view  they  have  taken,  and  the  Committee  has  accepted 
them.  Naturally,  the  Committee  being  an  established  body 
of  persons  of  proved  experience  who  have  been,  so  to 
spe^,  in  the  business  for  a long  time,  the  tmdency  is  to 
accept  their  advice.  But  it  does  sometimes  happen 
otherwise. 

1202.  Chairman:  Wotdd  it  be  right  to  think  of  it  as 
very  rare  for  the  Treasury  to  take  a view,  if  you  like 
^ter  having  invited  reconsideration  by  the  Committee,  that 

is  different  from  that  of  the  Committee? Sir  Edmund 

Compton : Yes,  I think  you  could  say  very  rare.  It  has 
been  so  exceptional  that  one  can  really  number  the  cases 
on  the  fingers  of  one  hand  for,  say,  the  last  five  years 
of  these  operations. 

1203.  Chairman : In  paragraph  4 you  toll  us  of  the 
1946  Act  which  gave  the  Treasury  power,  and  thep  you 
refer  us  to  the  Treasury  Order,  the  effect  of  which  is  that 
there  is  this  complete  control  on  any  issue  of  capital  and 
any  borrowing,  except  borrowing  in  the  ordinary  course  of 
business  through  a bank,  and,  by  definition,  on  any 
capitalisation  issue,  the  permitted  limit  being  at  firrt 
£50000  within  any  twelve  months  and  then  reduced  in 
1956  to  £10,000.— lord  Harcourt:  On  the  question  of 
the  capitalisation  of  reserves  may  I ask  what  is  the  under- 
lying thought  which  makes  the  Treasury  feel  that  it  is 
necessary  to  control  the  capitalisation  of  reserves?  _Any 
company  can  only  have  one  equity,  and  that  equity  is 
represented  by  a slice  owned  by  somebody.  I do  no't  see 
myself  how  it  affects  the  capital  market  in  any  way  if 
somebody  says  they  are  going  to  denominate  that  equity 
in  a different  form,  in  other  words  by  the  capitalisation  of 
certain  reserves,  or  split  shares,  or  something  like  that? 

Sir  Roger  Makins : You  are  referring  primarily  to  this 

question  of  bonus  shares? — Lord  Harcourt:  I prefer  to 
call  it  capitalisation  of  reserves,  but  it  is  the  same  thing. — 
Sir  Roger  Makins:  The  answer  to  that  really  rests  on 
the  history  of  the  case.  The  policy  in  this  matter  has 
been  laid  down  and  re-affirmed  by  successive  Chancellors. 
It  was  laid  down  in  particular  by  the  then  Chancellor  of 
the  Exchequer,  Mr.  Gaitskell,  on  17th  April,  1951,  in  a 
memorandum  which  was  published.  He  specifically  asked 
the  Capital  Issues  Committee  to  hear  certain  points  in 
mipd  'The  first  was  that  the  application  to  capitdise 
reserves  should  relate  as  a single  operation  to  the  capitali- 
sation of  true  reserves ; the  purpose  of  this  was  to  ensure 
that  an  issue  of  this  kind  was  made  only  occasionally,  for 
example  to  bring  the  capital  structure  more  into  line  with 
the  current  value  of  the  undertaking.  The  second  point 
he  made  was  that  the  issue  should  benefit  the  stability, 
credit  or  efficiency  of  the  undertaking ; the  purpose  of  this 
was  to  ensure  that  an  issue  was  made  only  when  a com- 
pany coufid  justify  it  on  a conservative  view  of  its  finances, 
having  regard  to  the  problem  of  replacing  assets  when 
costs  are  rising.  The  third  point  was  that  the  issue  should 
not  take  a form  which  would  enable  tax  liabilities  to  be 
reduced.  The  purpose  of  this  was  to  prevent  the  share- 
holders taking  out  the  undistributed  profits  of  the  company 
in  a capital  form  which  would  not  attract  income  tax  or 
surtax.  'That  was  the  policy  laid  down  by  the  then  Chan- 
cetior  in  1951. 

After  the  Government  changed  in  1951  this  question 
was  reviewed,  when  it  was  raised  in  the  House  of 
Commons,  and  the  then  Chancellor  replied — “I  see  no 
need  for  any  fresh  instructions  ” — that  is  to  say,  instruc- 
tions to  the  Capital  Issues  Committee — “ since  I am  content 
to  rely  on  the  good  sense  of  the  Capital  Issues  Committee 
on  this  matter.”  That  left  the  policy  as  it  was,  but  gave 
the  Capital  Issues  Committee  a certain  measure  of  discretion 
in  applying  it.  That  policy  has  been  re-afiirmed  on  a 
number  of  occasions  since  that  time.  I perhaps  need  not 
go  toough  all  the  occasions  on  which  it  has  been  raised, 
but  the  most  recent  was  in  March  of  this  year,  when  an 
approach  was  made  to  the  Chancellor  asking  that  at  least 
no  objection  should  be  raised  to  the  approval  of  issues  of 
this  kind  on  the  score  of  frequency.  In  reply  the  Chan- 
cier maintained  his  view  on  this ; he  said  that  the  instruc- 
tion was  intended  to  ensure  that  capitalisation  issues  were 
made  only  as  required  from  time  to  time  to  bring  the 
capital  structure  into  line  with  the  permanent  value  of  the 
undertaking,  and  that  the  Capital  Issues  Committee  had 
recommend^ed  consent  in  cases  in  which  companies  whose 
undertakings  bad  expanded  vigorously  had  been  able  to 
show  that  they  had  built  up  true  reserves,  even  though  a 
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relatively  short  time  had  elapsed  since  the  last  capitalisa- 
tion issue  was  made.  I am  relating  this  to  explain  to  the 
Committee  that  this  is  a matter  of  policy  which  has  been 
the  policy  of  successive  Governments  and  successive 
Chancellors,  and  that  that  is  the  reason  why  the  Capital 
Issues  Committee  in  considering  such  applications  has  taken 
the  line  that  it  has  taken. 

1204.  Chairman : It  is  a very  wide  question  which  Lord 
Harcourt  has  raised.  What  puzzles  one  at  first  sight,  the 
general  subject  of  these  restrictions  being  the  raising  of 
capital  out  of  the  issue  of  shares  or  by  borrowing,  is  what 
capitalisation  has  actually  got  to  do  with  it.  It  is  your 
answer,  really,  that  the  Committee  has  been  guided  by  the 
various  directions  issued  from  time  to  time  by  Chancellors 

about  this  matter? ^As  far  as  I know  I have  related  to 

you  the  guidance  that  has  been  issued  on  this,  and  that  has 
really  been  all.  The  Capital  Issues  Committee  has  let  a 
certain  number  of  applications  go  through  and  has  turned 
one  or  two  down,  applying  in  their  best  judgment  the 
policy  which  has  been  given  to  them.  No  doubt  that  policy 
is  a debatable  one,  but  it  is  a question  of  policy  rather 
than  a question  of  the  particular  actions  of  the  Capital 
Issues  Committee. 

1205.  Professor  Cairncross:  Is  it  possible  to  divide  the 
figures  of  applications  made  and  granted  between  bonus 

issues  and  others,  and  may  we  have  those  figures? 

Sir  Edmund  Compton-.  Yes. — Sir  Roger  Makins:  There 
are  some  statistics  in  paragraph  21  of  this  paper,  and 
these  statistics  can  be  elaborated  and  broken  down  further ; 
some  work  is  being  done  on  that  for  you,  I think,  by  the 
Capital  Issues  Committee. — Sir  Edmund  Compton:  Yes, 
and  it  is  also  the  subject  of  more  amplified  statistics  which 
are  riow  being  worked  up  for  publication  independendy  of 
this  inquiry. — Chairman:  We  would  think  it  essential  to 
separate  the  capitalisation  applications  from  the  others ; 
otherwise  we  might  be  using  a delusive  figure. — Professor 
Cairncross : We  have  no  means  of  judging,  on  the  figures  in 
front  of  us,  what  proportion  of  the  applications  refused  are 
ui  respect  of  capitalisation. 

1206.  Lord  Harcourt:  Would  I be  right  in  inferring 
from  the  answer  which  you  have  given,  and  from  the 
^idaoce  that  has  been  given,  that  the  Treasury’s  objection 
is  not  in  fact  to  the  major  capitalisation  of  accumulated 
reserves,  but  to  the  constant  paying  out,  or  the  constant 
capitalisation,  of  comparatively  small  profits  paid  out  as 

a so-called  stock  dividend  yearly? Sir  Roger  Makins: 

That  is  one  of  the  points,  but  not  the  only  one. — Lord 
Harcourt : Even  in  that  case,  the  only  way  in  which  the 
shareholder  can  make  a profit  is  by  selling  his  share  and 
therefore  reducing  his  equity  in  the  company.  It  is 
relevant,  I think,  to  that  clause  in  the  original  guidance 
about  the  avoidance  of  tax.  The  only  way  in  which  you 
in  fact  get  anything  out  of  a stock  dividend  is  by  selling 
the  equity  which  has  been  issued  to  you  and  thereby 
reducing  your  interest  in  the  company.  You  may  get  a 
httle  bit  of  cash  but  you  have  in  fact  reduced  your  capital 
interest  in  the  company. 

1207.  Professor  Sayers:  Did  the  blessing  given  to  the 
Commttee’s  good  sense  lead  to  any  perceptible  change  of 

practice? Sir  Edmund  Compton:  I think  it  must  have 

led  to  some  change  in  practice  because  they  then  regarded 
themselves  as  being  ^ided  but  not,  as  it  were,  fettered 
by  the  rather  detailed  instructions  that  they  had  had  in  the 
memorandum  of  1951,  but  one  cannot  express  the 
difference  statistically. 

1208.  Mr.  Jones:  Is  my  injpression  right  that  any  new 
capital  required  in  excess  of  £10,000  can  now  be  raised 
only  with  the  consent  of  the  Capital  Issues  Committee  if 
the  money  is  to  be  raised  in  the  money  market  or  through 
the  banks?  To  what  extent  have  undertakings  who  are 
holders  of  capital  sums  of  £10,000  or  more  die  right  to 
institute  their  own  investment  programmes  without 
reference  to  the  Capital  Issues  Committee?  I take  it  they 
are  entirely  divorced  from  the  Capital  Issues  Committee 
because  they  have  a means  of  raising  their  own  capital? 

^Tbis  is  a control  over  the  raising  of  money  by 

borrowing. 

1209.  Supposing  you  have  an  industrial  or  commercial 
business  undwt^ing  with  substantial  reserves,  the 
directors  or  shareholders  of  which  take  a decision  to 
capitalise  some  part  of  the  reserves ; in  view  of  the  fact 
that  that  is  something  within  the  control  of  that  particular 
undertaking,  where  does  the  Capital  Issues  Committee 


come  into  that  capitalisation  of  reserves? — Chairman: 
In  so  far  as  it  is  a capitalisation  by  an  issue  of  shares, 
it  comes  in.  by  the  terms  of  the  Order? Yss. 

1210.  But  supposing  the  dir^tors  decided,  having  large 
reserves,  to  make  an  expenditure  of  a large  order  ; as 
long  as  they  had  the  money  in  their  possession  the  Capital 

Issues  Committee  would  not  come  in? ^No,  because  the 

undertaking  would  not  be  borrowing  money. 

1211.  Lord  Harcourt:  There  axe  two  slightly  different 

points  .there,  I think.  I think  Mr.  Jones  is  presuming  that 
company  reserves  are  necessarily  cash ; in  fact  they  very 
rarely  are.  Reserves  are  generally  an  excess  of  value  of 
fixed  assets  over  the  nominal  value  of  capital,  and  they 
are  very  rarely  represented  by  cash.  In  other  words, 
they  are  not  spendable ; they  are  the  result  of  past 
expenditures. — Chairman:  Let  us  follow  it  up  so  that 
we  have  no  misunderstanding.  Suppose  the  company 
has,  in  the  course  of  years,  deliberately  put  aside  into 
short-term  investments  a large  fund,  and  it  then  decides 
to  extend  by  creating  a new  factory.  I think  Mr.  Jones’s 
point  is  that  aU  that  would  go  on,  because  it  has  got  the 
money  in  its  possession,  without  the  Capital  Issues  Com- 
mittee having  any  hand  in  it  at  all? — Mr.  Jones:  Yes, 
that  is  my  point. Sir  Roger  Makins:  Yes. 

1212.  Professor  Sayers:  Are  you  satisfied  friat  the 
Treasury  has  legal  power  under  this  Act  to  control  the 
channels  through  which  money  is  raised,  as  distinct  from 

the  amount  and  the  terms  on  .which  it  is  raised? 

Sir  Edmund  Compton:  The  Control  of  Borrowing  Order 
does  not,  of  course,  do  as  much  as  might  be  done  under 
the  Act  Moreover  there  are  certain  things  which  under 
the  Act  are  outside  control.  The  exemption  limdt  of 
£10,000  is  laid  down  by  the  Act ; therrfore  borrowing 
under  £10,000  is  not  subject  to  control  without  amend- 
ment of  the  Act.  Secondly,  borrowing  in  the  ordinary 
course  of  the  business  from  a bank,  is  exempted  by  the 
Act,  and  that  again  would  mean  that  if  it  was  desired  to 
control  that  foam  of  borrowing — to  control  the  act  of 
borrowing,  not  the  act  of  lending — ^it  would  be  necessary 
to  amend  the  Act.  Those,  I think,  are  the  main  points 
that  occur  to  me  where  control  is  limited  by  fhe  terms 
of  the  par«it  Act. 

1213.  If  you  look  >at  paragraph  25  and  at  paragraph  30 
you  will  see  that  a restriction  has  been  imposed  on  the 
use  of  bank  advances  for  particular  purposes.  This  is  a 
control  of  lending  on  the  face  of  it,  not  a control  of 
borrowing ; it  is  saying  in  effect  to  the  banks ; " You 
must  not  lend  for  such-and-such  purposes  although  you 
may  lend  for  other  purposes,  and  although  the  person 
concerned  may  seek  money  elsewhere  for  that  purpose.” 

(May  I distinguish,  in  reply,  between  the  requests  to 

the  banks  which  lare  itemised  in  paragraph  24  onwards, 
and  control  over  borrowing.  The  requests  to  the  banks 
are  in  fact  requests,  not  statutory  action  at  but  requests 
to  the  banks  for  ^em  to  respond,  as  a voluntary  matter 
in  regard  to  their  lending.  There  has  been  a long  series 
of  those  requests  in  parallel  with  and  right  back  from 
start  of  the  capital  issues  control  in  September  1939.  Those 
are  not  statutory. 


1214.  1 have  always  understood  that  it  was  the  Govern- 
ment’s policy  to  keep  those  requests  in  line  with  the  statu- 
tory powers  that  were  being  exercised  in  other  directions? 

^The  Government’s  policy  has  been  to  indicate  to  the 

Capital  Issues  Committee  in  general  terms  the  purposes 
for  which  borrowing  should  be  encouraged  or  discouraged. 
In  parallel  with  that,  those  same  purposes  have  been 
made  known  to  the  banks,  and  .the  banks  have  been 
asked  to  have  regard  to  them  in  tiieir  credit  policy,  which 
is  outside  the  scope  of  statutory  control. 


1215.  But  is  that  not  something  different  in  kind  from 
saymg  that  certain  kinds  of  lending  are  not  appropriate 
for  the  bai±s?  You  would  not  think,  for  instance  of 
saying  to  Woolworths  that  they  may  not  sell  saucepans 
became  they  have  not  done  so  in  the  past,  or  because 
they  have  only  sold  a saucepan  here  and  there.  You  say 
to  the  banks : ‘‘  You  shall  not  lend  in  certain  particular 
ways  ”.  That  js  a different  kind  of  restriction  • I am 
asking  whether  it  is  in  keeping  with  the  statutory  arranee- 
raents.  I understand  that  it  does  not  need  to  be  covered 
in  the  statutory  arrangements,  because  it  is  not  the  exer 
else  of  a statutory  power;  but  is  it  in  keenins  with 

statutory  powers? ^I  think  broadly  the  view  that  hm 

been  taken,  certamly  by  successive  Chancellors,  in  this 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


82 


COMMITTEE  ON  THE  WORKING  OF  THE  MONETARY  SYSTEM 


11  September  1957]  Sra  Roger  M^s, 

Sir  Edmund  Compton,  K.B.E.,  C.B.,  a 


matter  is  that  the  two  should  run  in  parallel.  Certainly  it 
has  been  the  standard  {practice  over  the  years,  when  fresh 
instructions  have  been  issued  Jo  the  Capi^  Issues  Com- 
mittee, to  draw  the  attention  of  the  banks  to  those  ^trac- 
tions and  to  ask  the  banks  to  have  regard  to  them  in  their 
lending  policy,  so  that  the  banks  could  have  an  indication 
of  the  ofBcial  view  about  what  purposes  it  was  desirable 
to  encourage  or  discourage. 

1216.  But  this  request  is  not  something  parallel  to  what 
is  being  done  under  statutory  authority  by  the  Capital 
Issues  Committee.  Is  it  not,  on  the  faro  of  it,  a restriction 

on  private  people’s  business  of  a different  kind? 1 

would  have  thought  not ; and  I can  only  •quote  the  succes-' 
sive  directives  and  requests  to  the  bankers  to  show  that 
succ«sive  ChaaceilOTS  have  thought  not. 

1217.  Chairman : I got  the  impression  that  the  Capital 
Issues  Committee  were  supposed  or  invited  to  read  what- 
ever was  addressed  to  the  banks  as  well,  and  apply  it  to 
their  own  cases  where  diey  were  dealing  with  applications 

not  for  bank  lending ; is  that  right? think  it  has 

usually  been  the  other  way  round,  that  the  banks  have 
been  a^ed  to  read  the  directives  to  the  Capital  Issues 
C'Ommittee. 

1218.  I follow  that,  but  does  it  not  equally  apply  in 
reverse?  If  the  Capital  Issues  Committee  were  faced  with 
an  application  that  was  not  admissible  in  terms  of  the 
prohibition  in  paragraph  25  would  they  not  think  they  were 

supposed  to  turn  it  down? ^Yes.  I think  in  the  case 

of  the  directive  of  4th  December,  1951,  the  only  point 
made  in  the  request  to  the  banks  that  is  not  found  in  the 
directive  to  the  Capital  Issues  Committee  is  the  point  about 
banking  facilities  not  being  given  to  the  speculative  buyer. 
Certainly  the  Capit^  Issue  Committee  in  their  turn  have 
appli^  and  regarded  that  as  part  of  their  instructions. 

1219.  I tried  to  read  the  two  sets  of  directions  in  rela- 
tion to  each  other,  and  could  not  exactly  match  them  up. 

I have  no  doubt  that  they  are  direct^  mainly  to  the 
same  purposes?— — if  think  that  is  perhaps  partly  because 
the  purposes  for  which  the  banks  will  lend,  as  Professor 
Sayers  says,  are  not  always  purposes  for  whk:h  people 
would  borrow  from  other  sources  ; and  also,  I think,  tiiis 
request  to  the  banks  was  amplified  in  the  special  circum- 
stance of  December  1951  to  cover  speculative  trans- 
actions ; I think  I am  right  in  saying  that  that  had  been 
part  of  the  standard  guidance  already  given  to  file  Capital 
Issues  Committee  in  previous  memoranda  which  had  not 
been  rescinded. 

1220.  Professor  Sayers:  Is  not  this  control  over  tiie 
channel  of  lending  an  innovation  of  the  last  two  or  three 

years? ^Up  to  1951  the  request  to  the  banks  was  really 

confined  to  the  purposes  for  which  banks  might  lend. 
The  banks  were  asked  in  successive  requests,  up  to  1951, 
to  note  the  purpose  of  directives  of  the  Capital  Issues 
Committee.  Then  in  December  1951  sometiiing  new  was 
put  in,  which  instituted  a measure  of  control  over  the 
channels,  because  then  the  banks  were  ariced,  notwith- 
standing the  exemption  for  bank  loans  in  the  ordinary 
course  of  business,  not  to  lend  for  capital  expenditure ; in 
other  words,  to  treat  such  loans  as  being  loans  not  in  the 
ordinary  course  of  business.  Therefore  it  was  really  in 
December  1951  that  the  practice  started  under  which 
banks  told  their  customers : “ If  you  want  to  borrow  for  a 
capital  purpose,  that  is  not  a loan  in  the  ordinary  course 
of  business,  and  you  must  get  Treasury  consent  for  it,” 
which  imposed  reference  of  this  sort  of  loan  to  the  Capital 
Issues  Committee.  That  intervention  in  the  channels  of 
lending  was  stopped  in  1953,  as  we  describe  in  para- 
graph 27  of  the  paper,  but  was  reimposed  in  April  this 
year. 

1221.  And  reimposed  with  a rather  different  wording,  a 
wording  that  suggested  that  certain  kinds  of  lending  were 
improper  business  for  banks?  “Inappropriate”  was  the 
word  used? — — Sir  Roger  Makins:  I do  not  fliink  that 
there  was  any  implication  that  we  would  be  judges  of  the 
propriety  of  any  particular  aspect  of  banking  business. 
Indeed,  in  the  Budget  the  Chancellor  was  careM 
not  to  say  that  such  matters  were  inappropriate  to  banking. 
He  said  that  his  objective  was  to  secure  that  capital 
expenditure  should  be  financed  from  non-banking  sources 
for  other  reasons,  because  of  the  hope,  or  the  expectation, 
that  financed  by  market  borrowing  it  would  attract  more 
saving. 
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1222.  Professor  Cairncross:  Is  it  your  view  that  tiie 
cessation  of  <^vemment  'guidance  and  requests  to  banks 
would  lead  to  a large  increase  in  the  amoimt  of  bank 

advances? Sir  Edmund  Compton : It  is  difficult  to 

answer  that.  I think  the  banks  themselves  are  the  best 
judges  of  that.  But  I would  have  thou^t  that  there  must 
be  some  measure  of  restriction  on  bank  lending  as  a 
result  of  these  requests.  If,  for  example,  the  Capital  Issues 
Committee  has  been  asked  to  look  at  applications  in  a 
vigorously  critical  spirit,  and  to  say  “no”  to  all  cases 
which  are  not  regarded  as  urgent  under  current  require- 
ments (which  is  in  effect  the  directive  operative  today),  I 
would  have  thou^t  that  the  bankers,  having  regard  to  toe 
same  words,  would  lend  less  than  if  those  words  were  not 
on  the  record. 

1223.  Do  you  feel  that  those  who  are  refused  bank 
advances  have  genuine  difficulty  in  obtaining  funds  else- 
where? 'Do  you  think  this  amotmts  to  a great  deal  in  its 

impact  on  the  financial  situation  of  the  oountiy? 

the  borrower,  having  been  refused  accommodation  by  a 
bank,  borrows  elsewhere  his  Itmn  will  be  subject  to  the 
Capital  Issues  Committee,  if  it  is  over  £10,000  in  one  year, 
and  if  it  involves  the  issue  of  a security. 

1224.  Professor  Sayers : But  the  Treasury  may  consent, 
notwithstanding  the  fact  that  the  bank  has  had  to  refuse 
the  business  in  accordance  with  a Treasury  request?  Are 
you  satisfied  that  that  kind  of  restriction  is  in  accO'Td  with 

the  intentions  of  the  control  of  borrowing  legislation? 

If  that  result  should  occur  it  is  in-  accordance  with  the 
policy  of  the  Chancellor,  as  set  out  in  the  Budget  directive 
of  April  1957. 

1225.  Sir  Oliver  Franks : Does  that  mean  that  we  have 
to  accept  the  position  as  a matter  of  policy  not  susceptible 

to  further  discussion? would  find  it  difficult  to  take 

it  further,  except  in  the  terms  in  which  the  Chancdlor 
made  the  proposal  and  defended  it  in  Parliament. 

1226.  Professor  Sayers:  But  we  are  asked  to  inquire 
into  the  system  and  to  make  recommendations.  We  are 
seeking  your  views,  in  the  light  of  your  rich  experience 
of  this  matter,  on  the  wisdom  of  this  particular  part  of 
the  control.— CAairman : I think  that  toe  original  question 
was  directed  to  toe  efficacy  rather  than  the  wisdom,  and 
I fViink  that  is  something  that  we  could  fairly  draw  from 
you,  so  far  as  you  are  able  to  have  a view  on  it. — 
Professor  Cairncross:  -May  I just  pursue  the  matter  one 
stage  further?  Let  us  leave  the  banks  for  one  moment 
and  take  the  figures  in  paragraph  21.  Clearly  those 
figures  show  that  the  applications  made  to  toe  Capital 
Issues  Committee  which  are  not  granted  do  not  amount 
to  a very  large  capital  sum,  particularly  since  a sub- 
stantial proportion  almost  certainly  relates  to  bonus 
issues.  If  this  were  all  that  were  involved  one  might  be 
doubtfiti  whether  .tods  machinery  was  really  worthwhile. 
But  I take  it  that  it  is  also  in  your  minds  that  a large 
numbw  of  applications  are  never  made  to  the  Capital 
Issues  Committee?  Have  you  any  idea  as  to  how  many 
applications  there  might  be  if  applications  were  , freely 

granted?' Sir  Roger  Makins:  Your  point,  I think,  is 

well  taken.  The  existence  of  this  control,  a'ud  the  limits 
withi-n  which  it  as  exercised,  mean  no  doubt  that  appli- 
cations, as  you  will  see  from  the  percentages  which  are 
granted,  are  generally  only  sent  in  if  they  are  clearly 
witimn  the  Jimits  of  the  control  which  are  known  to 
everybody  throu^  toe  published  guidance  to  the  Com- 
mittee. I do  not  tbrnlc  that  anybody  can  say  or  judge 
what  losms  would  have  'been  made,  or  what  amounti 
would  have  been  lent,  within  this  general  field,  if  this 
control  had  not  existed.  I do  not  see  how  one  could 
arrive  at  an  estimate  of  that. 

1227.  Chairman:  I cannot  make  out  whether  toe 
Capita  Issues  Committee,  basing  itself  on  its  major 
document  of  December  1951,  is  working  a priority 
system,  or  is  working  a Systran  under  which  certain  things 
are  capable  of  bring  attempted,  and  certain  things  may 
not  'be  attempted.  The  approach  is  very  different  accord- 
ing to  which  system  it  is  wcffking.  If  it  is  working  a 
priority  system  I find  it  difficult  to  see  'how  it  works, 
unless  there  is  some  conception  of  the  overall  amount 

that  is  available  to  be  allotted.  What  is  the  position? 

I think  there  has  been  a change  in  circumstances  since 
1951.  In  1951  there  were  still  a great  number  <rf  physical 
controls  in  the  economy  of  one  sort  or  anotoer,  and  that 
implied  the  idea  of  priorities.  In  toe  course  of  toe  last 
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five  years  most  of  those  controls  have  been  removed,  and 
therrfoxe  the  question  of  priority,  in  the  technical  sense, 
has  ceased  to  be  of  much  relevance  to  the  work  of  the 
Committee.  The  directive  under  which  they  are  working 
now  relates  not  so  much  to  the  question  of  priority,  in  the 
technical  sense,  but  to  the  purpose  and  the  urgency  of  the 
application. 

1228.  You  say  that  a lot  of  things  have  been  choked- 
off,  and  that  that  is  the  value  of  the  work  it  is  doing ; 
but,  if  I were  an  applicant  trying  to  find  out  what  I had 
a chance  of,  I would  not  find  that  many  things  were  quite 
impossible  in  the  terms  of  the  guidance  -to  the  Com- 
mittee. They  are  a^ed  to  discourage  applications  in 
respect  of  projects  for  the  production  of  inessential  goods, 
but  “ inessemtial  goods  ” leaves  a very  wide  margin  of 
judgment,  and  I might  perhaps  think  that  I could  have  a 
shot  at  that.  Therefore,  when  I am  told  that  99  per  cent 
or  98  per  cent,  of  all  applications  have  gone  tiuough, 
I am  wondering  what  are  the  kinds  of  things  whidi  are 
covered  by  the  ones  which  have  gone  through,  because 
there  is  no  limit  set  to  the  volume  of  capita  that  may 
be  allowed  in  a year.  It  is  that  that  I really  feel  we 

ought  to  go  into,  ff  we  can? Sir  Robert  Hall:  I do 

not  know  whether  I can  help  at  all  on  -this.  I tbinV  that 
in  any  year  there  is  an  atmosphere  which  is  based  on  a 
quantitative  judgment  about  the  total  amount  of  invest- 
ment -that  is  likely  to  take  place  in  relation  to  the 
resources  that  may  be  available.  If  you  look  at  the  table 
in  paragraph  21  you  can  see  that  in  1953  and  1954,  which 
were  on  .the  whole  years  when  the  Chancellor  of  the 
Exchequer  was  stimulating  investment,  the  number  of 
applications  turned  down  was,  in  fact,  very  sm^.  That 
seems  to  me  to  reflect  that  the  Capita  Issues  Committee 
was  aware  that  the  general  view  of  the  Government 
towards -investment  was  less  restrictive.  In  1955  and  1956 
the  feeling,  as  will  appear  in  other  papers  coming  before 
you,  was  that  -thare  was  a danger  that  investment  was 
gettog  too  high,  and  indications  of  that  were  given  in 
various  speeches  by  the  Chancellor  of  the  Exchequer,  and 
it  does  not  seem,  to  me  to  be  unconnected  that  in  1955 
and  1956  the  proportions  of  applications  granted  were 
falling  away.  So  I would  say  that  there  is  a general 
bacjkground  indicated  by  the  Chancellor  of  the  Exchequer, 
which  affects  the  stringency  or  otherwise  with  which  the 
Committee  regards  applications. 

1229.  Professor  Cairncross:  This  is  not  in  the  table. 
1954  and  1955  are  very  similar,  but  if  you  disregard  ffie 
final  column,  the  percentage  of  applications  granted,  the 
value  of  the  applications  refused  does  not  differ  very 
^eatly.  As  for  1956,  we  are  wamM  in  paragraph  23 
that  the  figures  are  not  comparable  because  of  the  reduc- 
ton  in  the  limit  of  «emption  from  control,  and  the  large 
number  of  applications  made  by  people  who  were  not 
famihar  with  the  general  terms  of  worl^g  of  the  Com- 
mittee It  may  be  that  the  screw  is  put  on  in  some  years 
and  that  some  applications  are  then  not  granted ; but  the 
impression  made  by  these  figures,  taken  in  conjunction 
with  the  very  large  volume  of  capital  expenditure  which 
is  self-financed  in  industry,  is  that  a very  smaE  propor- 
bon  of  the  total  applications,  and  of  the  total  amount  of 
investment  that  industry  is  seeking  to  make,  is  weeded 

out  in  this  way? Yes.  My  own  view  is  that  in  the 

course  of  1955  the  climate  became  much  more  expan- 
sionist, and  that  the  relative  stability  of  the  figures  for 
1955-56  obscures  the  fact  of  the  atmosphere  having 
become  more  severe.  It  -is  impossible  to  say  how  the 
figures  would  have  Iwked  if  this  control  had  not  b^n 
there,  but  my  own  view  is  that  you  would  have  had  a 
rising  instead  of  a practically  flat  line. 

1230.  I want  to  put  to  you  .the  problem  of  the  man 
who  is  attempting  to  expand  a new  business  which  may, 
in  its  early  stages,  be  regarded  as  inessential,  just  as  a 
large  proportion  of  our  present  export  (trade  grt^w  out  of 
activities  that  would  have  been  regarded  before  the  war 
as  inessential,  A man  in  that  position  may  have  diffi- 
culty in  getting  the  approval  of  the  Capital  Issues  Com- 
mittee, because  he  has  not  a long  established  record  in 
industry,  and  the  things  that  he  is  seeking  to  put  on  the 
market  are  not  of  a kind  that  have  yet  acquired  the 
respectability  of  long  usage,  and  are  therefore  not 
regarded  as  essential ; but  ffiey  may  in  the  long  run  be 
of  extreme  importance  in  the  export  industries.  Both 
in_  the  application  of  the  work  of  the  Capital  Issues  Com- 
mittee and,  I should  imagine,  also,  of  the  banks,  is  there 


not  a danger  that  people  of  that  kind  are  excluded  from 
finance?  Is  there  not  also  an  onus  on  the  Treasury  to 
see  that  the  up  and  coming  men  in  industry,  who  are  in 

the  small  businesses,  get  the  finance  they  need? Sir 

Edmund  Compton:  I think  that  that  is  a point  which 
should  arise  and  does  arise  when  applications  are  before 
the  Capital  Issues  Committee,  and  are  referred  by  them 
for  advice  to  Departments.  Throughout  the  Capital 
Issues  Committee’s  work,  whatever  other  changes  there 
have  been  made,  encouragement  of  exports  has  always 
been  part  of  their  iastructions.  If  an  applicant  bases  his 
case  on  an  export  potential,  that  is  a matter  upon  which 
the  Board  of  Trade  should  report,  and  .the  Board  of 
Trade’s  report  is  in  fact  part  of  the  Capital  Issues  Com- 
mittee’s case  paper. 

1231.  Is  not  the  difficulty  that  the  exports  of  one  decade 

are  the  inessentials  of  the  previous  decade? ^That  may 

well  be ; but  the  point  here  is  the  export  potential.  H 
that  is  the  claim  the  Board  of  Trade  are,  or  should  be, 
in  a position  to  report  on  that,  and,  of  course,  the  Capital 
Issues  Committee  will  exercise  their  judgment  on  that 
claim. 

1232.  Lord  Harcourt:  You  have  just  mentioned  the 
question  of  consultation  with  other  Departments,  such  as 
the  Board  of  Trade.  Should  I be  right  in  thinking  that 
one  of  the  reasons  why  the  percentage  of  approvals  by 
the  Capital  Issues  Committee  appears  to  be  so  high  is 
that  there  is  a preliminary  sieve  in  the  Board  of  Tbade, 
and  that  a great  number  of  manufacturers  probably  go 
and  discuss  their  plans  with  the  Board  of  Trade,  and 
either  get  encouraged,  or  else  are  discouraged  and  told 
that  they  would  probably  get  an  unfavourable  report 
from  the  Board  of  Trade  if  they  were  to  apply  to  the 
Capital  Issues  Committee.  Is  there  a form  of  pre- 
linunary  sieve,  which  prevents  applications  ever  coming 

to  the  Committee? ^The  first  sieve  is  undoubtedly  die 

reluctance  of  respectable  applicants  to  be  turned  down. 
Nobody  wants  to  go  to  all  the  trouble  of  framing  an 
application,  making  preliminary  arrangements  in  the 
market  for  finance,  and  so  on,  only  to  be  turned  down. 
I think  the  major  preliminary  sieve,  which  these  figures 
reflect,  is  the  fact  that  the  Capital  Issues  Committee  is 
there  as  a kind  of  negative  sanction.  There  is,  I think, 
a secondary  sieve,  as  Lord  Harcourt  has  described,  that 
an  applicant  may  quite  often  go  to,  for  instance,  the 
Board  of  Trade  and  in  effect  find  out  in  advance  whether 
the  Board  of  Trade  are  going  to  support  him,  because  it 
is  known  to  be  part  of  the  practice  of  the  Committee 
that  they  take  advice  from  sponsoring  Departments. 
Clearly,  if  the  department  concerned  says  that  it  will  not 
support  the  application,  the  applicant  knows  that  he  must 
think  again.  So  I think  it  is  right  to  say  that  there  are 
those  two  sieves  operating  behind  these  figures  of  consent 

1233.  Mr.  Jones:  Apart  from  such  preliminary 

machinery,  it  would  appear  from  paragraph  6 that  the 
Committee  meet  regularly  once  a week,  and  consider  the 
applications,  which  are  the  subject,  I should  imagine,  of 
a cax^uily  prepared  case  paper.  If  we  look  at  the 
irfformation  in  paragraph  6 in  relation  to  the  statistical 
table  under  paragraph  21,  it  would  appear  that  in  1956 
the  Capital  Issues  Committee  were  looking  at  au  average 
of  about  80  applications  in  one  day,  to  borrow  an  average 
total  of  about  £21  millions.  I cannot  conceive,  unless 
there  has  been  some  preliminary  consideration,  how  it 
would  be  possible  to  give  effective  consideration  to  those 
cases  in  so  short  a time.  Does  not  that  presuppose  the 
sort  of  preliminary  arrangements  .that  Lord  Harcourt  has 

indicated? Sir  Roger  Makins:  1 imagine  that,  on  the 

precise  procedure  and  the  internal  workings  of  the  Capital 
Issues  Committee,  you  will  probably  be  asking  them  how 
they  prepare  the  case.  But  I think  it  clearly  follows  from 
the  papers  that  these  cases  are  very  carefully  prepared 
by  the  applicants,  normally  on  professional  advice.  They 
are  then  put  up  to  the  C^mittee  with  supporting  docu- 
ments, where  necessary,  from  one  or  more  of  the  Govern- 
ment departments  interested.  As  regards  the  number  of 
applications  which  are  handled,  it  is  a matter  for  the 
Committee  to  decide  how  they  do  it,  but  I think  it 
will  be  clear  to  you  that  a large  number  of  iiese  applica- 
tions would  be  seen  to  fall  clearly  within  the  guidance, 
and  therefore  would  probably  not  present  a great  deal  of 
difficulty  lo  a body  of  men  who  have  been  dealing  with 
these  matters  now  foiT  a considerable  time. 
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1234.  Chairman-.  I think  Sir  Robert  Hall  said  that 
there  would  be  a general  idea  in  the  Committee  as  to  what 
resources  should  be  avaUable  for  investment.  That  does 
not  mean  that  the  Government  would  supply  them  with 
some  overall  figure  of  the  amount  of  investment  which 
they  thought  would  be  economically  satisfactory  in  the 

year? Sir  Robert  Hall:  No,  we  do  not.  I think  it  is 

more  that  the  Committee  have  an  idea  of  whether  the 
Government  regard  the  position  as  one  of  relative  free- 
dom or  relative  tightness,  rather  than  that  they  have  any 
precise  figures  in  front  of  them. 

1235.  What  does  "priority”  mean,  if  you  look  at  the 
second  paragraph  of  the  memorandum  of  December 
1951?  This  is  their  basic  principle: 

" It  is  clear  that  the  Committee  must  scrutinise  all 
applications  by  reference  primarily  to  the  contrlhution 
which  they  can  make  to  the  surmounting  of  our  present 
difficulties.  I would  ask  the  Committee  to  accept  this 
test  as  their  basic  criterion  ” — 
that  leaves  the  interpretation  to  them — 

“ and  to  apply  it  in  a vigorously  critical  spirit.  Clear 
priority  should  be  given  to  projects  which  are  essentially 
and  positively  related  to  the  rearmament  programme,  to 
the  stimulation  of  exports  to  desirable  markets,  to  the 
savings  of  imports,  particularly  from  dollar  sources,  and 
to  the  relief  of  basic  deficiencies,  especially  of  raw 
materials.  Other  projects  which,  in  the  Committee’s 
view,  can  contribute  definitely  to  the  general  health  of 
the  economy  by  the  technical  development  of  industrial 
productions,  and  the  more  efficient  and  economic^  use 
of  resources,  should  also  receive  favourable 
consideration.” 

When  they  have  given  effect  to  all  the  things  which  can 
be  called  priority  claims,  there  seems  to  be  an  uncontrolled 
margin  of  other  things  which  they  can  favour  as  well, 
except  for  the  discouragement  of  inessential  goods.  How 

do  tiiey  work  this  system? Sir  Roger  Makins:  This 

is  general  guidance.  They  exercise  their  judgment  in 
relation  to  3ie  applications,  and  these  are  referred  to  the 
Treasury  in  cases  of  doubt.  The  general  instructions 
which  are  given  here  come  to  be  defined  in  particular 
cases,  and  it  becomes,  with  the  course  of  time,  clear  what 
applications  are  most  likely  to  be  accepted. 

1236.  Sir  Oliver  Franks:  The  instructions  to  the  Com- 
mittee are  clearly  not  of  the  nature  of  rules  or  regulations, 
and  therrfore  the  Committee  is  not  seeking  to  apply  rules 
or  regulations  to  particular  cases.  Certain  very  general 
standards  of  judgment  are  set  up  in  these  official  com- 
mimications,  and  the  Committee  is  interpreting  those 
standards  by  the  use  of  a very  wide  discretion,  which  it 
reinforces,  if  it  needs  to,  from  time  to  time,  by  reference 
to  the  Treasury.  The  Committee  is  really,  if  one  uses 
an  American  phrase,  " playing  it  by  ear  ”.  It  has  not 
got  either  global  figures,  within  which  it  tries  to  work 
out  certain  proportions  or  priorities,  nor  has  it  got  rules 
to  apply.  Therefore,  as  it  only  seeks  to  apply  general 
standards  it  only,  so  to  speak,  feels  as  it  goes.  Is  that  a 

fair  summary? ^I  think  your  general  remarks  are  right. 

They  must  speak  for  themselves  as  to  how  they  actually 
operate,  but  I imagine  that  their  modus  operandi  would 
be  rather  more  precise  than  simply  a question  of  feeling 
their  way  as  they  went  along. 

1237.  .1  was  taking  the  notion  that  their  decisions  would 
be  determined  by  their  feeling  of  whether  the  Govern- 
ment was  letting  up  on  capital  investment  or  being  tighter 
about  it.  They  would  not  have  figures  hut  they  would 
have,  as  it  were,  feelings,  or  an  awareness  of  atmosphere 

and  climate? ^They  would  certaiidy  be  aware  of  the 

climarte ; but  it  would  also  be  dear,  both  from  the 
guidance  issued  to  the  Committee  and  the  requests  to 
rile  banks.  The  Committee  has,  so  to  speak,  gone  up  and 
down  with  the  tide ; there  was  a certain  relaxation  in 
1953  and  1954,  followed  by  a ti^tening  in  1955,  1956  and 
1957.  Not  only  would  they  be  aware  of  the  atmosphere 
but  there  are  positive  indications  given  to  them  in  the 
variations  in  guidance  wlrich  they  have  received. 

1238.  Chairman:  This  makes  their  position  a very 
responsible  one,  because  they  have  riiis,  I think  it  is  fair 
to  say,  only  very  general  guidance.  They  are  dealing  with 
all  large  scale,  or  even  medium  scale,  capital  borrowing 
in  the  country,  and  the  Treasury  in  practice  has  hardly 


ever  overruled  their  decisions.  Is  that  fairly  put? 

It  is  fairly  put,  except  that  they  are  strictly  advisory. 
They  themselves  do  not  take  the  decision.  The  decision 
is  t^en  in  every  case  formally  by  the  Treasury.  I think 
it  is  very  important  to  stress  that.  They  are  a body  of 
men  of  proved  experience,  who  have  voluntarily  under- 
taken to  (perform  this  task  of  scrutinising  applications 
within  the  limits  of  the  guidance  which  has  been  given 
to  them  by  the  Treasury.  They  take  the  responsibility  for 
the  advice  which  they  give  to  the  Treasury,  but  it  is  the 
Treasury  which  decides  the  case ; in  other  words,  the 
responsibility  rests  on  the  Treasury,  and  not  on  the  Capital 
Issues  Committee,  for  the  ultimate  decision. 

1239.  But  would  that  mean  that  there  is  a separate 
reconsideration  of  each  case  by  the  Treasury,  in  the  light 

of  the  advice  that  is  given? No.  There  is  not  formal 

consideration  of  each  case ; but  consent  to  borrowing  is 
given  not  by  Ibe  Capital  Issues  Committee  but  in  a letter 
from  the  Treasury. 

1240.  I appreciate  that  the  letter  issues  from  the 
Treasury,  but  I am  really  trying  to  get  at  this : accepting, 
as  I do  entirely,  that  ffiey  are  an  advisory  committee, 
how  much  independent  reconsideration  of  their  advice 
takes  place?  I do  not  think  that  .that  is  answered  by 
saying  that  the  actual  letter  issues  from  the  Treasury, 

because  I assumed  it  would? Sir  Roger  Makins:  I will 

ask  Sir  Edmund  Compton  to  give  you  a detailed  reply 
on  that,  hut  in  general,  as  I have  said,  the  Capital  Issues 
Coamnittee  refer  to  flie  Treasury  s^cifically  any  applica- 
itions  over  fl  million,  any  applications  in  which  there  is 
a recOTomendation  of  refusal,  and  any  case  in  which  they 
have  varied  or  limited  the  request  to  borrow.  Those 
oases  are  always  referred  to  the  Treasury  for  consideration. 
— Sir  Edmund  Compton:  I confirm  that  The  special 
scrutiny  of  refusab  is  done  because  refusals  are 
Treasury  decisions  which  subsequently  may  be  the  subject 
of  a challenge,  and  therefore  Treasury  Ministers  ^ould 
know  in  advance  about  them.  What  we  call  in  our  jargon 
“ magnitude  ” consents — that  is  the  big  cases  where  the 
reconunendation  is  consent — are  also  reviewed  because 
they  are  the  cases  which  are  responsible  for  the  bulk  in 
value  of  the  volume  of  the  borrowing  that  is  being 
aHowed.  It  would,  I suppose,  be  possible  for  the  Treasury 
■to  review  every  single  case,  but  ithat  is  not  thought 
necessary.  The  process  of  review  consists  of  the  Treasury 
having  in  front  of  it,  if  necessary,  the  case  paper,  and 
a summary  of  the  purport  and  the  amount  of  the  Com- 
mittee’s recommendation.  That  is  usually  enough  to 
enable  the  Treasury  to  see  thait  it  falls  quite  clearly  on 
one  side  or  .the  other  side  of  the  Treasury  guidance  to 
the  Committee.  The  Committee  has  usually,  we  find,  either 
recommended  yes  or  no,  according  to  whether,  in  their 
judgment,  the  application  has,  in  the  words  of  the  most 
recent  directive,  a definite  urgency  under  current 
requirements. 

1241.  Lord  Harcourt:  When  you  say  that  the  Treasury 
does  not  review  each  case,  I imagine  that  what  in  fact 
happens  is  that  a recommendation  must  come  into  one 
of  roughly  four  categories:  obviously  all  right,  all  right 
subject  to  certain  modifications,  doubtful,  and  complete 
refusal.  Probably  the  large  bulk  will  be  obviously  all 
right,  and  those  the  Treasury  would  n^ot  both»  to  look 
at.  In  the  other  three  cases  they  would  look  at  the 
suggested  amendments,  or  consider  carefully  the  doubtful 
case,  and  obviously  give  very  careful  consideration  to 
something  which  the  Committee  recommend  should  be 

rejected  totally? ^That  is  so ; and  I would  add  to  that 

that  the  great  majority  of  the  recommendations  that  we 
get  from  the  Committee  are  a straight  yes  or  no.  The 
numiber  of  cas«  in  which  the  Committee  are  themselves 
in  doubt  about  where  it  would  fall  under  their  terms  of 
reference,  and  therefore  come  to  the  Treasury  in  effect 
before  making  a recommendation,  is  very  small. 

1242.  Chairman:  Do  riiey  give  you  reasons  for  yes 

or  no? ^Usually,  at  any  rate  at  the  first  stage,  the 

recommendation  is  simply  that  the  application,  in  their 
view,  has  or  has  not  a d^nite  urgency  under  curreqt 
requirements. 

1243.  Does  the  applicant,  whose  applicatitsi  is  referred 
to  you  on  the  ground  riiat  the  Committee  are  not  in 
favour,  get  any  means  of  representing  anything  to  you? 
No. 
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1244.  There  is  nothing  like  an  appeal,  oi  anything  like 

that? Sir  Edmund  Compton : No.  The  applicant  who 

is  refused  gete  a letter  simply  stating  that  his  application 
is  refused,  without  reason. — Sir  Roger  Makins:  He  can 
come  round,  and  sometimes  does,  and  ask  why. 

1245.  Does  he  know  that  his  application  is  threatened 

with  refusal,  and  is  being  referred  to  the  Treasury? 

This,  again,  is  a question  of  actual  practice,  but  my  under- 
standing is  that  applicants  do  sometimes  come  round  to 
the  Treasury  and  ask,  if  their  applications  have  been 
turned  down,  why  it  has  been  done. 


1246.  Sir  Oliver  Franks:  Only  if  they  have  received 
a refusal.  I was  wondering  if  there  was  anything  in  the 
natiue  of  an  appeal  from  the  process ; it  re^y  seems 

that  there  is  not? Sir  Edmund  Compton : As  a matter 

of  procedure,  in  the  normal  case  the  Treasury  has  acted 
on  a recorremendation  of  the  Capital  Issues  Committee 
within,  I would  say,  48  hours  of  recedving  that  recMu- 
mendation. — Sir  Roger  Makins:  I suppose  I would  say 
that  there  is  not  an  appeal  from  the  process,  because  the 
decision  as  die  decision  of  the  Treasury,  and  therefore 
the  appeal,  if  it  were  made,  would  rather  be  againsf  the 
Treasury  ithaii  against  the  advice  of  the  Committee. 


1247.  Sir  Oliver  Franks:  It  is  clear  that  the  general 
conslitutional  iposition  is  that  this  is  an  advisory  com- 
mittee advising  a Government  department,  which,  in  the 
light  of  the  advice  received,  decides,  The  department 
sets  up  a committee  of  distinguished  and  experienced 
people,  many  of  whom  have  been  on  the  job  a long  time. 
So  far  it  loola  as  if  that  decision  was  being  farmwi  out, 
so  to  speak.  It  looks  as  if  the  Treasury  were  asking 
this  body  of  independent  citizens  to  take  decisions,  subject 
to_  guidance,  in  a certain  field,  and  that  impression  is 
reurforced  because  the  committee  is  not  advising,  as 
most  advisory  committees  do,  on  policy.  It  is,  in  fact, 
executive  in  nature.  It  is  recommending  on  particular 
dedsdons,  in  the  light  of  policy  which  it  receives,  so  that 
its  actual  operation  is  like  that  of  a tribunal.  It  has 
a wide  discretion  in  terms  of  the  standard  which  it  applies, 
but  case  by  case  it  comes  to  decisions.  That,  it  seems  to 
me,  makes  the  whole  thing  rather  a hytrid.  You  have 
the  basic  position  of  advisory  oommittee  and  deciding 
department,  but  then  you  have  this  actual  functioning 
added  on  of  independent  people  taking  particular  views 
on  particular  cases.  I shoidd  have  thought  that  esiactly 
the  same  question  which  arises  in  other  fields  where  you 
have  that  position  arises  here,  which  is : when  the  public 
receives  decisions,  whether  in  a ccmstitutional  form  from 
the  Treasury  as  now.  or  from  the  Cocamittee.  if  it  were 
modified,  are  they  or  are  they  not  entitled  to  know  why 
the  decision  is  what  it  is?  I think  the  ordinary  person, 
when  he  knows  tliat  his  case  is  being  dealt  wi&  by  the 
Capital  Issues  Committee,  feels  as  if  it  was  brfoie  people 
who  are  taking  a decision.  No  doubt  tiiat  decision  is 
capable  of  review,  appealable,  if  you  like ; but  they  are, 
he  feels,  taking  a decision.  And  yet  in  form  that  is  not 
so ; in  form  they  are  merely  advising  the  Treasury.  It 
seems  to  me  ttiat  the  rather  curious  structure  of  the 
process  and  the  absence  of  reasons  given  at  any  stage 
make  it  seem  arbitrary  in  a way  which  as  not  necessarily 
in  the  best  interests  either  of  .the  people  whose  proposals 
are  being  considered  or  the  Government  -which  decides 
upon  them.  It  courts  mystery  where  mystery  is  a hind- 
rance rather  than  a help.  I wonder  what  views  you  have 

about  that? In  the  firsrt  place,  I think  it  is  not  really 

the  case  in  any  strict  sense  that  the  Oommittee  is  execu- 
tive. It  is  neifther  a tribunal  nor  is  it  eseaitive,  it  is 
purely  advisory.  I suppose  it  is  the  case  that  an  applicant 
who  is  turned  down  may  in  some  cases  feel  that  he 
should  have  had  the  opiportunity  of  elaborating  his  case 
or  of  presenting  further  material,  or  even  being  heard. 
If  an  applicant  is  turned  down  his  recourse  is  not  to  go 
to  the  Capital  fcsues  Committee  but  to  cmne  to  the 
Treasury.  It  has  not  actually  happened  to  me  but  I 
understand  it  does  happen  ; he  will  be  received,  and  he 
will  no  doubt  discuss  his  case,  and  he  will  be  told 
that  the  reason  why  his  application  was  turned  down 
was  because  it  did  not  fall  within  the  policy  guid- 
ance wWdh  has  been  given  to  the  Commilttee 
He  woifid  not  be  received  in  any  unhelpful  way.  and  he 
would  either  understand  clearly  what  the  decision  was  or 
else  he  would  go  away  and  perhaps  re-submit  his 
apfUiication  in  some  other  form. 


1248.  I appreciate  that,  but  that  is  really  saying  that  he 

is  in  the  same  position  as  are  other  citizens  when  in  fte 
ordinary  course  of  administration  departments  take  deci- 
sions. He  is  free  to  pursue  the  informal  methods  of 
approaching  the  department  and  finding  out,  and  usually 
he  will  be  able  to  find  out,  why  what  has  been  decided  was 
decided,  I think  the  case  is  a little  different  here,  because 
it  would  not  strike  the  ordinary  person  that  what  was  being 
followed  was  the  ordinary  administrative  i^ocedure.  It 
is  not  just  that  the  department  considers  a case  and  decides 
and  informs.  Here  you  have  this  rather  elaborate  appa- 
ratus of  independent  and  experienced  persons  considering 
and  reporting  on  the  case.  You  have  quite  a lot  of  the 
appearance  of  an  impartial  decision  by  independent 
persons.  It  is  perfectly  true  that  the  form  at  bottom  is  that 
they  only  advise,  but,  nevertheless,  when  the  advisers  are 
these  independent  and  experienced  people,  the  advice  itself 
takes  on  a certain  degree  of  independence.  When  that 
happens  you  begin  to  have  a rdation  between  the  pre- 
liminary view  of  the  advisory  committee  and  the  ultimate 
decision  of  the  department  which  might,  I think  perhaps 
does,  make  the  kind  of  decision  that  is  ultimately  made  not 
completely  assimilable  to  the  ordinary  administrative  deci- 
sion. You  begin  to  get  into  an  area  when  one  is  thinking 
of  other  matters  and  other  departments  where  it  has 
become  customary  to  give  reasons.  That  is  why  I raised 
the  question,  because  in  practice  I think  the  apparent  arbi- 
trariness of  the  decisions,  the  way  in  which  ^ey  are 
apparently  changed  within  three  or  four  months,  is  often 
not  readily  understood  by  very  large  numbers  of  people 
who  are  interested  in  die  decisions  as  pattern-making  for 
things  that  they  themselves  have  in  mind,  '^en  they  lode 
at  the  process  of  decision  as  they  see  it  from  the  outside, 
what  strikes  them  is  not  the  ultimate  constitutional  position 
but  this  other  fact  of  the  relative  independence  of  these 
private  citizens  of  experience  who.  are  passing  judgment 
upon  their  cases? ^Like  so  many  other  British  institu- 

tions the  Capital  Issues  Committee  has  devek^d  with 
time._  You  may  say  that  it  is  in  a special  position  and 
that  it  is  not  exactly  parallelled  elsewhere,  and  that  may 
be  true.  As  you  have  said,  there  may  be  a questirm  of 
principle  involved  here,  and  I am  not  denying  that  there 
may  be.  But  as  an  arrangement  this  appears  to  have 
worked  over  a period  of  years,  I will  not  say  without  in- 
curring criticism  because,  of  course,  it  has  incurred 
criticism  on  particular  grounds  and  from  particular  aspects, 
but  on  the  whole  with  a comparative  freedom  from  such 
criticism  as  Parliamentary  criticism  and  the  like.  It  is 
perhaps  relevant  to  look  at  the  ^tematives  that  might  be 
considered,  if  the  Capital  Issues  Committee  either  did  not 
exist  or  bad  not  taken  the  form  that  it  has  taken.  I wemder 
whether  an  applicant  for  consent  to  borrow  for  purposes 
within  the  general  ambit  of  general  policy,  eff  which  he  is 
aware,  might  not  well  prefer  to  have  his  application  con- 
sidered, in  the  way  that  it  is  considered  now,  by  a body  of 
men  of  proved  responsibility  and  experience  in  that  par- 
ticular field  rather  than,  for  example,  to  have  the  thing  go 
direct  to  a Government  department  and  have  it  either 
approved  or  rejected  there.  In  other  words,  I am  suggest- 
ing that  this  institution  or  arrangement,  even  though  it  may 
not  fall  strictly  within  the  general  category  of  committees 
or  institutions, _ is  one  which,  nevertheless,  performs  a 
function  which  is  useful  not  only  to  the  administration  but 
also  to  the  applicant. 

1249.  I think  that  that  very  probably  is  the  case ; but  in 
proportion  as  the  applicant  may  feel  more  oomfortaWe  if 
his  case  is  first  passed  upon  by  a committee  like  the  existing 
Capital  Issues  Committee,  and  if  what  they  recommend 
then  goes  for  a decision  in  the  Treasury,  then  it  seems  to 
me  ±at  the  procedure  has  become  one  that  has  a good 
many  of  the  aspects  of  iudependent  consideration,  and  that, 
I think,  raises,  when  the  Treasury  comes  to  its  decision,  the 
question  of  jninciple,  whether  or  not  reasons  should  be 
given.  On  the  whole  it  is  normal,  when  this  sort  of 
arrangement  exists,  particularly  when  particular  decisions 
are  at  issue,  rather  than  general  advice  on  policy,  that  one 
at  least  thinks  whether  the  reasons  should  or  should  not  be 
given.  It  seems  to  me  that,  if  one  has  a hybrid  of  this  kind 
advisory  in  character  and  yet  based  on  the  independent 
views  of  men  of  «perience,  it  does  begin  to  be  important 
to  know  whether  as  a result  of  this  impartial,  objective  and 
independent  process  a reason  -ought  to  be  given  That 
reason  would  have  to  be  given  by  the  Treasury' on  the 
existing  set-up,  because  on  the  eadsting  set-up  the  Treasury 
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decides ; but  are  not  the  reasons  for  thereat  decisions 
anived  at  after  this  procedure?  With  the  ordinary 
administrative  decisions,  for  example,  the  procedure  is 

rather  different? Yes.  I do  not  know  whether  tto 

is  true  in  every  case,  but  I take  it  that  the  reason  for  the 
acoeptance  or  rejection  of  a particular  application  is  that  it 
does  or  does  not  fall  within  the  general  policy  guidance 
which  the  Committee  have,  which  is  known.  If  you  are  then 
going  on  to  say  that  we  must  explain  why  it  does  not 
fa1~i  within  the  policy  guidance,  that  is  a question  in  many 
cases  of  judgment  rather  than  of  precise  interpretatioo  of 
rules. 

1250.  I am  aware  of  that,  but  I am  really  wondering 
whether  that  is  not  something  that  a i«rson  who  wants  to 
raise  capital  in  the  ways  that  come  within  the  jurisdiction  of 
this  advisory  committee  is  not  entitled  to  be  told,  and 
whether  it  is  not  a cause  of  some  difficulty  and  uncertainty 
in  the  world  outside  that  the  precise  nature  of  the  judgment 

reached  as  never  disclosed? ^That  d^Mids  on  the  d^ee 

of  uncertainty  on  the  outade  world  which  is  in  practice 
created,  and  that  I do  not  think-  I am  in  a position  to 
judge. 

1251.  Chairman:  Beforeweleave this, Ithink there aretwo 
aspects  of  the  working  of  the  Committee  to  which  questions 
have  been  directed.  One  is  whether  it  is  p adequate  way 
of  dealing  with  the  proposals  of  the  individual  who  wishes 
to  raise  money  for  certain  purposes,  perhaps  very  wide  pur- 
poses. The  other  one  is  no  less  important,  and  that  is  whether 
the  Committee  contributes  effectively  to  the  control  of 
investment.  Is  the  Treasury  satisfied  as  regards  both  those 

aspects? -Yes.  We  cemsider  that  they  are  adequate, 

and  that  it  has  been  effective.  From  -there,  I suppose,  it 
is  open  to  anyone  to  go  on  to  say  that  there  are  arrange- 
ments which  would,  S you  like,  be  more  adequate  and 
mctt-e  effective ; -but  up  to  the  present  time  the  Treasury’s 
position  is  as  you  have  stated  it 

1252.  Professor  Cairncross:  The  object  of  the  machinery 
you  have  created  is  to  kill  certain  business  projects.  What 
steps  do  you  take  in  the  Treasury  to  inform  yourselves  of 
the  kind  of  projects  that  have  been  killed,  about  the 
number  of  them  and  whether  there  are  among  them  some 
that  are  worthy?  Speaking  now  not  only  of  the  Capital 
Issues  Committee  but  also  of  the  controls  that  are  exer- 
cised through  the  issuing  of  guidance  to  the  banks,  do  you 
in  fact  take  any  steps  to  judge  how  effective  the  machinery 
is,  or  do  you  merely  judge  by  the  kind  of  cases  that  come 
before  the  Capital  Issues  Committee,  and  by  hearsay  or 

public  protest  in  Parliament? think  it  is  the  latter. 

I am  not  aware  of  any  procedure  or  method  by  which 
we  attempt  to  get  that  information. 

1253.  Do  you  go  to  the  departments  who  are  issuing 
advice  to  potential  applicants,  and  try  to  discover  from 
them  the  kind  of  case  -that  is  discussed  and  not  pursued? 

do  not  think  we  in  the  Treasury  do  that.  If  an 

applicant  goes  to  another  department,  then  it  is  that 
department’s  responsibility ; if  -they  were  in  any  doubt  they 
would  refer  it  to  the  Treasury. 

1254.  I am  not  now  discussing  cases  but  the  means 
by  which  you  conclude  (that  the  mechanism  is  satisfactOTy 
or  not  Are  there  any  tests  ffiat  you  can  possibly  apply, 
any  information  you  can  collect,  that  would  allow  you 

to  form  a judgment  on  that? We  rely  on  the  general 

operation  of  the  control  and  the  results  which  it  produces. 

1255.  Let  me  take,  for  instance,  the  case  of  the  banks. 
Bank  advances  have  not  risen  appreciably  in  the  last  five 
years  in  this  country,  contrary  to  the  experience  of  many 
other  coimtries,  but  the  amount  of  credit  which  is  made 
available  to  industry  by  the  banks  is,  surely,  a fairly  small 
fraction  of  the  total  amount  of  credit  outstanding  between 
companies,  or  between  persons  and  companies,  or  between 
persons.  Banks  are  only  a small  fraction  of  the  whole 
machinery  by  which  credit  is  advanced  from  one  customer 
to  another.  Have  you  any  conception  of  what  the  fraction 
is,  of  what  is  the  amount  of  pressure  you  exercise  by 

stepping  on  bank  advances? Sir  Robert  Hall:  No,  we 

have  no  precise  conception  at  all. 

1256.  Do  you  attempt  to  arrive  at  any  judgment  of  the 
effects  of  the  guidance  issued  to  -the  -ba^s,  as  to  the  type 
of  business  which  is  suffering,  the  volume  of  business  that 

is  restricted  or  new  businesses  which  are  hindered? 

Sir  Robert  Hall:  As  to  the  type,  I think  Sir  Roger  has 
already  answered  that.  The  Treasury  is  generally  aware  of 


what  is  going  on.  If  anybody  is  particularly  aggrieved  we 
hear  about  it  We  have  various  methods  which  give  a sort 
of  qualitative  sample.  As  to  the  volume  I think  that  we 
judge  broadly  by  the  total  trend  of  iovMtment. — Sir 
Edmund  Compton:  On  bank  advances  I think  it  would 
be  right  to  say  that  in  terms  of  amounts  and  direction 
the  chief  indication  by  which  we  go  is  the  published 
figures  of  the  quarterly  distribution  of  bank  advances. 
These  show  the  variations  in  the  trend  of  advances.  For 
example,  over  the  last  two  years  the  Personal  and  Profes- 
sional category  has  gone  (3own,  and  there  has  been  an 
increase  in  the  Engineering  category. 

1257.  Professor  Cairncross:  If  you  take  the  Personal  and 

Professional  category,  that  might  to  a large  extent  be 
offset  by  insurance  companies.  There  are  a large  number 
of  financial  intermediaries  who  are  prepared  to  advance 
short-term  credit  in  default  of  the  banks.  But  to  come 
hack  to  the  point  .that  you  are  dealing  with  here,  bank 
credit  is  a relatively  small  fraction  of  the  total  amount  of 
outstanding  credit,  including  trade  credit  and  consumer 
credit  in  the  counti7,  and  a variation  of  £50  m.  to  £100  m. 
in  fids  direction  might  be  completely  offset  in  some  other 
direction. — Professor  Sayers:  Why  are^  the  banks 

singled  out  for  fids  attention? ^The  question  was,  what 

we  know ; the  banks  are  good  enough  to  tdl  us.  The 
quarterly  distribution  of  bank  advances  is  published  by 
them. 

1258.  It  is  only  the  banks  who  receive  these  requests, 
is  it  not,  from  the  Chancellor,  to  restrict  and  refrain  from 

lending  to  this,  that  or  file  other  person? ^In  October, 

1955,  and  I fidnk  I am  right  in  saying  in  July,_  1955, 
the  Chancellor  in  making  his  request  for  restriction  of 
credit  made  it  in  terms  of  asking  ail  those  who  provide 
and  control  sources  of  finance  to  take  up  this  restrictive 
attitude.  In  other  words,  there  was  a request  which  was 
directed  in  general  terms  to  all  sources  of  finance.  That 
was  said  as  an  indication  which  would  be  applicable  to, 
say,  insurance  companies  in  addition  to  the  requests  to 
the  banking  system  that  are  set  out  here  in  this  paper. 
But  the  main  reason  for  the  requests  to  the  banks  is 
that  baiak  lending  in  the  ordiinary  course  of  business  is 
specifically  exempted  from  -the  capital  issues  control.  It 
was  complementary  to  that  exemption  that  the  banks  were 
asked  to  observe  the  same  principles  as  were  applied  to 
lending  subject  to  capital  issues  control. 

1259.  Lord  Harcourt:  I seem  to  recollect  that,  although 
these  directives  are  addressed  to  the  bankers,  they  are  in 
fact  also  communicated  to  every  other  possible  source  of 
creffit.  I think  ,tbe  insurance  companies  do  receive  these 
directives,  do  they  not ; I am  sure  the  accepting  houses 

do? Sir  Edmund  Compton : Yes,  the  accepting  houses 

do— Lord  Harcourt:  And  I rather  think,  although 

addressed  to  the  banks,  they  have  actually  been  passed 
on  through  the  British  Insurance  Association. 

1260.  Professor  Cairncross:  Is  there  not  a difference 

between  the  different  financial  institutions,  in  that  in  some 
cases  what  you  may  call  guidance  becomes  a directive  whale 
in  some  cases  it  may  disappear  altogether?  If  a bank 
pays  no  attention  to  a Government  suggestion  there  are 
certain  penalties  that  may  be  inflicted  on  it,  but  these 
penalties  do  not  apply  in  the  case  of  other  financial  inter- 
mediaries. Is  tlat  not  so? ^Borrowing  from  other 

financial  intermediaries  becomes  the  subject  of  control  if 
there  is  an  issue  of  security  and  the  amount  is  over  £10,000. 
Borrowing  from  a bank  is  exempt.  That  was  the  original 
reason,  and  I t>>inV  is  the  continuing  reason,  for  a parafied 
request  to  lenders  at  the  same  time  as  guidance  is  being 
given  to  ffie  C.I.C. 

1261.  Professor  Sayers:  This  is  substantially  a question 
of  the  efficacy  of  the  control.  In  many  cases  the  borrowing 
of  sums  for  various  purposes  from  financial  intermediaries 
where  no  security  is  fesued  escapes  the  control  of  borrow- 
ing legidation.  Some  of  this  borrowing  is  from  banks, 
and  that  is  subject  to  the  requests  from  the  Chancellor 
which  may  be  eajforced  an  various  ways  and  on  the 
results  of  whidi  you  appear  to  keep  some  .watch.  There 
is  a great  deal  of  other  lending  and  borrowing  going  on, 
that  does  not  oome  under  the  Capital  Issues  Committee  at 
all,  and  that  at  points  competes  with  what  is  being  done  by 
the  banks.  Large  sums  are  involved,  and  there  is  no 
question  of  a reference  to  the  Capital  Issues  Committee. 
There  is  no  question  of  .the  Government  making  things 
unpleasant,  as  for  a bank  that  is  not  playing  straight  on 
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the  control.  Why  is  that  large  field  left  untouched,  except 
for  very  general  remarks  from  the  Chancellor  which  have 
no  sanctions  behind  them,  and  yet  the  Capital  Issues 
Committee  procedure  is  maintain^  and  the  requests  to 

the  banks  are  made? ^The  suggestion  is  that  a great 

volume  of  borrowing  is  going  on,  apart  from  borrowing 
from  die  banks,  The  main  instance  of  that  rborrowing  not 
subject  to  control  is,  I suppose,  the  taking  of  depoats. 

1262.  Professor  Caimcross:  There  is  an  enormous 
amount  of  credit  outstanding  from  one  company  to 

another? Sir  Robert  Hall:  Surely  you  distinguish 

between  that  kind  of  credit  and  that  issued  by  the  banks? 
One  is  much  mm-e  fully  money  than  the  other,  is  it  not? 
— Professor  Caimcross : Of  that  I am  not  sure.  It  has  the 
same  effect. — Sir  Robert  Hall : If  one  company  gets 
credit  from  another,  it  is  true  that  that  is  an  increase 
in  the  quantity  of  credit,  but  there  are  limitations  on  the 
use  of  that  kind  of  credit  of  a quite  different  kind  from 
the  limitations  on  the  use  of  barik  credit. 

1263.  Chairman : What  limitation  had  you  in  mind? 

If  I get  a loan  from  a bank  I can  draw  cheques  on  it,  and 
it  can  continue  to  move  round.  If  I get  a credit  from 
my  grocer  it  is  much  more  difficult  for  that  bit  of  paper 
to  go  into  circulation. 

1264.  Such  credit  is  much  more  particularly  tied  to  the 

particular  transaction,  you  mean? ^Yes. 

1265.  Are  these  statistics  in  paragraph  21  published 
in  this  form  and  available  generally,  or  are  they  supplied 

for  our  purposes? Sir  Edmund  Compton:  They  are 

provided  for  your  purposes,  but  we  are  about  to  publish 
some  statistics  on  this  subject.  The  difficulty  is  that  the 
statistics  themselves,  as  you  can  see,  are  incomplete,  in 
that  they  represent  consents  actually  given  and  that  ffiose 
consents  are  not  necessarily  all  taken  up  or  all  taken  up 
in  full,  or  all  t^en  up  within  a paiticular  period.  It  is 
the  custom  to  seek  consent  well  in  wlvaoce. 

1266.  ils  there  any  check  on  the  amounts  that  do  fall 

by  the  wayside  for  one  reas<M  or  another? No. 

1267.  In  some  cases,  consent  is  given  subject  to  finding 
a place  agreed  with  the  Bank  of  England  in  the  queue,  as 
it  were ; might  you  not  easily  fall  by  the  wayside  there? 

^Yes,  and  consents  are  normally  valid  for  six  monffis 

and  thereafter,  they  may  or  may  not  be  renewed.  If 
they  are  not  renewed  ffien  there  is  no  machinery  for 
spotting  whether  the  consent  has  been  used  or  not. 

1268.  Can  you  categorise  in  these  statistics  the  various 
broad  heads  of  the  purposes  for  which  these  borrowin'gs 

have  been  ^owed? ^That  is  the  form  in  which  we  are 

now  attempting  to  make  a regular  series  of  figures  for 
publication. 

1269.  Professor  Sayers:  In  view  of  the  nature  of  these 
statistics,  a commentary  would  be  very  valuable,  in  fact, 

one  mi^t  almost  say  essential? Sir  Edmund  Compton : 

By  “ commentary  ” you  mean  a description  of  the  different 
tjpes  or  different  purposes  of  applications  in  categories? 
—Professor  Sayers:  1 mean  by  “commentary"  a little 
more  than  annotation.  The  volume  of  ihe  commentary 
may  vary  greatly. 

1270.  Chairman:  If  one  was  to  form  any  outside  view 
as  to  die  effectiveness  of  this  machinery  for  selective  con- 
trol one  really  would  need  some  form  of  categorisation, 
both  of  those  which  have  been  allowed  and  those  which 
have  been  rejected.  I do  not  see  how  otherwise  one  knows 

how  the  thing  is  working? Sir  Roger  Makins:  We  do 

not  know  in  precise  terms  how  the  thing  is  working,  for 
the  reasons  which  have  been  given.  We  do  not  follow 
up  to  see  what  happens,  in  the  event,  to  each  application. 
As  far  as  the  categorisation  is  concerned,  as  Sir  Edmund 
Compton  said,  an  attempt  is  being  made  to  produce  a 
breakdown  of  these  figures,  which  will  ibe  put  before 
you. 

1271.  Sir  Oliver  Franks:  We  have  'been  discussing  the 
area  of  borrowing  which  the  Capital  Issues  Committee 
looks  at,  and  said  something  about  aU  the  other  borrowing 
which  may  go  on  which  does  not  attract  much  attention 
because  it  is  not  falling  within  the  rules.  Now  a proportion 
of  the  decisions  of  the  Capital  Issues  Committee  has  to 
do  with  capital  investment.  Other  decisions  have  to  do 
with  the  issues  of  shares  from  reserves,  bonus  shares,  and 
we  can  forget  about  them.  Now  obviously  a great  deal 
of  capital  investment  takes  place  of  'the  sort  that  Mr.  Tones 
referred  to  earlier,  when  companies,  out  of  fiieir  own 
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resources  which  they  have  saved  up,  go  iu  for  capital 
development  without  having  to  ask  anybody’s  leave  at 
alL  Then  there  is  another  field  which,  as  I say,  appeared 
in  the  recent  discussion  (though  there  may  be  a difference 
of  opinion  about  its  size)  which  is  such  capital  develop- 
ment as  companies  may  undertake,  having  got  credit  for 
that  purpose  from  sources  other  than  the  banks,  and  other- 
wise than  by  means  of  an  issue  that  would  go  before  the 
Capital  Issues  Committee.  Can  we  have  any  idea,  how- 
ever rough,  of  the  proportion  of  decisions  which  relate  to 
capital  investment  wiffi  which  the  Capital  Issues  Com- 
mittee deals  in  relation  to  the  overall  figure  for  capital 
investment  for  commerce  and  industry?  Are  they  dealing 

with  Bwo-thirds,  a half,  one-quarter,  one-tenth? Sir 

Robert  Hall:  I think  we  ought  to  be  able  to  give  you 
figures  of  that. — Sir  Roger  Makins:  iWe  cannot  give  you 
a figure  here  and  now  with  any  assurance. — iSir  Oliver 
Franks ; That  again  is  relevant  to  the  effectiveness  of  the 
work  that  the  Committee  is  doing.  If  it  turned  out  that 
much  the  larger  proportion  of  the  capital  investment 
which  is  undertaken  by  commerce  and  industry  falls  out- 
side the  purview  of  ffie  Capital  Issues  Committee,  then 
the  question  of  why  the  particular  people  who  are  picked 
on  arises,  and  one  would  be  forced  to  ask  in  that  case 
whether  it  is  a matter  simply  of  administrative  con- 
venience, that  you  can  get  at  these  and  you  cannot  so 
readily  get  at  the  others.  The  same  type  of  question 
would  arise,  as  Professor  Caimcross  and  Professor  Sayers 
were  asking  from  the  lending  angle.  Could  that  be  done? 
— Chairman : I think  that  is  most  important. 

1272.  Mr.  Jones:  Taking  the  figures  in  paragraph  21 
if  the  applications  granted  resulted  in  full  in  issues,  you 
would  have  had  new  issues  of  round  about  £1 ,000m.  in 
1956.  To  the  CTtent  that  there  were  not  issues,  if  only 
90  per  cent,  by  value  of  the  applications  granted  were 
taken  up,  then  it  becomes  £900m.  Let  us  assume  for  the 
sake  of  ecamining  this  question  that  the  full  amount 
authorised  is  taken  up,  and  that  applications  going  to  the 
Capital  Issues  Committee  result  in  new  issues  of  £l,000m. 
in  a year ; would  not  that  be  roughly  between  5 per  cent, 
and  6 per  cent,  of  the  gross  national  product? — ^ir 
Robert  Hall ; It  would  foe  a little  more  ttian  5 or  6 per 
cent,  if  all  this  was  in  one  year. 

1273.  Then  let  me  put  it  in  another  way.  Supposing  you 
took  into  account  your  gross  national  product  and  your 
imports,  would  it  then  be  somewhere  in  the  region  of 
about  5 per  cent.,  making  provision  for  meeting  your 

exports  out  of  your  gross  national  product?! 5 pCT  cent. 

is  near  enough. 

1274.  Is  not  gross  capital  formation  in  the  region  of 
14  or  15  pear  cent.?  If  that  is  so  would  you  not  have  a 
situation  where  you  have  uncontrolled  capital  development 
including,  I agree,  renewals,  and  repair  of  depreciation, 
of  one  and  a half  times  the  amount  of  money  that  is 

really  controlled  and  directed,  or  restricted? 1 think 

there  are  several  reasons  against  that.  The  -principal  one 
is  that  a great  deal  of  the  total  capital  investmenl  involved 
in  the  15  .per  cent,  or  so  of  the  gross  national  product 
is  investment  under  the  direct  control  of  the  Government ; 
investment  by  nationalised  industries,  by  Government 
bodies,  by  local  authorities.  So  the  £l,000m.  that  you  are 
referring  to  must  be  looked  at  iu  regard  to  the  private 
sector  m investment  rather  than  the  total  investment  of 
the  country.  Investment  by  the  private  sector  is  only 
about  half  the  total  investment  ctf  the  country. 

1275.  You  are  saying,  in  effect,  that  you  must  add  to 
this  5 or  6 per  cent,  the  amount  of  money  that  is  spent 
in  development  by  the  public  corjwrations ; toy  ffie  whole 
public  sector  and  by  I-ocal  authorities? — > — ^ local  autho- 
rities and  the  central  Government ; although  I should 
be  a little  surprised  if  this  figure  of  the  order  of  fSOOm. 
did  result  in  a year  in  that  .much  investment,  because 
that  would  suggest  that  more  was  going  to  the  Capital 
Issues  Committee  than  I would  .think  does  go.  The  self- 
finance  of  companies  out  of  profits,  which  is  not  caught 
by  the  Capital  Issues  Committee,  must  toe  a substantial 
part  of  the  total : but  we  will  try  to  give  you  an  estimate. 

I can  see  that  your  point  is  really  a development  of  the 
point  that  has  already  been  put. 

1276.  Professor  Caimcross : 1 hope  you  will  distingmdi 
between  issues  for  use  abroad  and  issues  for  use  in  this 

country? ^I  do  not  know  how  good  the  figures  are  going 

to  be.  Please  do  not  put  too  much  hope  on  these  figures. 

O 
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im.  Sir  Reginald  Vrrdon  S™<A  ■ hS^'m  (hW“‘^“lSSiSSim  on"  ‘fa 

r aSf  ■ V=  ^ 

knowledge  whetber  any  „£  SySte  have"^  been  saying,  in  my  yiaw  quite  rightly,  is  that 

method  of  watching  m smdinE  * country  and  S so,  an  appHcant  ought  to  know  exaotly  where  he  is.  It  s 

•UUICJ.  WUOU.J,  , > , r V ^rtmiTlI 


company  issues  exists  in  any  other  country,  and  il  so,  ^ operate  a word 

whether  there  jjte  “ inessentdal”,  that  there  will  always  be  some 

“^^ShTug”  "aye  no^^^  dLient  of  dMculty  in  giving  written  precision  to  fli.t. 


1278  Lord  Harcourt:  I would  like  to  return  to  the  j280.  Sir  Reginald  Verdon  Smith:  M^ht  I ask  what 
Question  which  Sir  Oliver  Franks  raised  about  the  pros  would  be  likely  to  happen  it  this 

and  cons  of  giving  reasons  when  an  application  is  re^sM.  apparatus  were  abandoned  tomorrow?  -ozr  Roger 
As  Sir  Edmund  rightly  said,  applications  are  not  made  by  j^akins:  I think  it  follows  from  the  Mswers  that  we  have 
oeonle  who  think  they  are  going  to  be  turned  d<^.  we  regard  this  as  effective  withm  its  hmit^ 

Nobody  wants  an  application  turned  down.  Applications  vvithout  claiming  a sort  of  global  effectiveness  tor  it,  and 
are  nonnaUy  made  by  responsible  corporations,  by  boards  consider  that  there  would  be  an  increase  .in  the  type  “ 
of  directors  and  executives,  advised  in  most  of  the  cases,  borrowing  which  now  comes  within  the  purview  01  me 
I thjT^Vj  by  financi^  houses  or  accountants  or  lawyers  who  capital  Issues  Committee. 

S^Ei'lppbcafon  rtumed'S'u“a1,S  MSaaon.  12S1.  An  toeasu  a J;alc  which  w»M 

nresumably  intelligent  group  of  people,  who  ought  to  be  been  on  that  scale.  It  is  always  difficult 
fble  to  unLrstand  the  directives  and  to  follow  the  wishes  asked  about  a moment  in  time,  ^ it 
and  desires  of  the  Chancellor  as  well  as  the  general  when  the  capital  market  is  rather  dimcuU  ^^ay, 
economic  trend  of  the  country.  It  therefore  seems  to  me  whether  it  would  lead  to  those  results ; but  I we 

this  question  of  giving  specific  reasons,  and  explaining  regard  it  as  having  Iwen  a useful  rastrum^t  m ffi®  se^e 
how  Md  where  an  application  has  fallen  short  or  in  what  that  there  was  less  mv«tm«it  ^ a resffit  of  this  Com- 
wav  it  has  contravened  any  instruction,  is  one  which  mittee  than  .there  would  have  been  if  it  had  not  been 
reallv  should  be  given  attention.  I do  not  know  if  Sir  there  at  all.— Sfr  Edmund  Compton:  One  ooifid  peir- 

Roeer  would  like  ito  speak  any  more  about  it? Sir  haps  add  to  that  that  if  it  were  dismantled  now  the  check 

Ro%r  Makins:  I do  not  know  that  I really  want  to  add  to  on  what  the  Committee  now  consider  the  least  urgent 

what  I have  already  said  on  this  point.  1 can  see  that  demands  on  the  capital  market  would  be  removed,  w 

there  are  cases  in  which  this  practice  may  be  unwelcome  to  presumably  the  pressure  on  the  market  womd  be 

fine  applicants Lord  Harcourt:  Bewildering,  is  rattier  increased.  There  is  also  a paiticulw  cmtrol  that  is  now 

the  wOTd— ‘I  thrinif  more  befwildering  than  anything  being  operated  through  the  Capital  Issues  Committee, 

gige Sir  Roger  Makins:  — but  it  would  involve  an  namely  control  of  bank  borrowing  for  capital  purpose. 

important  change  in  the  way  m which  the  Committee  If  that  was  abandoned,  there  would  be  an  increa^in 

functions.  It  is  a criticism  which  has  been  directed  at  the  borrowing  for  capital  purposes  from  the  banks.  Ihen 

exercise  of  the  control  from  time  to  time,  and,  of  course,  there  is  the  capital  issues  control  as  the  section  behind 

it  has  been  taken  into  account:  but  I can  really  only  the  orderly  marketing  arrangements.  As  the  paper  men- 

say  that  it  has  not  'been  thought  practical  or  desirable  tions  the  consent  of  the  Bank  of  En^and  is  requirex^or 

to  change  it. Sir  Robert  Hall : 1 find  myself  very  much  the  timing  of  an  issue  of  over  a certain  airu^nt.  That 

in  sympathy' with  the  way  Sir  Oliver  Franks  put  it  earher.  is  a stipulation  in  the  Treasury  consent.  So  me  question 


I tViinif  there  is  a fundamental  difficulty  in  this  field  due 
to  the  fact  that  the  word  “ inessential  ”,  which  appears  in 
the  directives,  is  a word  which  is  not  capable  at  any  time 
of  precise  interpretation,  I do  not  think  that  it  follows 
from  that  that  it  has  no  meaning  or  content  at  all;  br<«dly 
speaking,  at  any  moment  there  is  a kind  of  national  or 
political  feeling  that  some  things  are  more  important  than 
others,  though  they  are  not  expressed  in  economic  or 
precise  terras.  My  own  feeling  is  that  you  will  always 
get  these  “fringe”  difficulties  when  something  has  to  be 
interpreted  which  is  inherently  incapable  of  a very  precise 
definition.  However,  I think  that  it  would  be  wrong  to 
conclude  from  that  that  because  it  is  not  precise  it  has 
no  meaning  at  all.  In  some  cases  one  can  make  it  precise. 
There  were  references  in  1951  to  metal  usage  ; everybody 
could  understand  that ; and  everyone  understood  that 
exports  were  impMtant  in  1951,  just  as  everyone  under- 
stood that  metals  were  short  because  of  the  over-riding 
effect  of  .the  defence  .programme,  plus  exports.  But  1 
think  ffiat  if  you  are  trying  to  operate  a concept  like 
“ inessential  ” at  all  you  must,  in  the  end,  do  it  in  a 
way  like  this,  taking  a set  of  experience  and  well- 
thought-of  people.  If  you  sat  down  and  .tried  to  write 
down  what  you  meant  by  “ inessential  ” at  any  time,  I 
think  you  would  have  difficulty. 

1279.  Chairman:  I do  not  think  the  criticism  was 
about  the  idea  of  having  a representative  cross-section  of 
people,  with  their  current  interpretation  of  a W'Ord  like 


of  orderly  markoting  arises  as  well  as  the  question  of 
control  over  the  volume  of  applications. 

1282.  Sir  Oliver  Franks:  Surely  the  marshalling  of 
issues  to  go  out  on  the  market  can  be  and  ds  undertaken 
by  the  Bank  of  England?  Whether  or  not  the  Capital 
Issues  Committee  existed,  it  would  make  those  decisions. 
The  two  may  fit  in  together ; but  is  not  the  Bank  of 
England  perfectly  capable  of  arranging  the  order  in  which 

areas  axe  put  into  the  market? ^I  think  that,  if  it  were 

not  thou^t  that  this  provision  was  really  essential,  it 
would  not  be  made  a condition  lin  the  case  of  issues  of 
.rna.onitnH<>.  It  IS  not  there  as  a matter  of  fcumi:  it  is 
there  because  it  is  considered  to  be  necessary. 

1283.  Professor  Sayers:  Is  it  not  a fact  that  the  Bank 
of  England  took  steps  to  secure  orderly  marketing  before 

there  was  ever  capit^  Issues  control? Sir  Robert  Hall : 

I think  perhaps  it  as  relevant  to  say  here,  arising  from 
what  Sir  Edmund  said,  that  the  Capital  Issues  Committee 
represents  one  of  the  means  by  whi<±  a particular  Govern- 
ment policy  ds  exercised.  If  the  policy  remained  and  the 
Capit^  Issues  Committee  were  disbanded,  then  some  otha: 
means  would  have  to  be  found  of  exeroising  .the  control 

Chairman : We  will  not  keep  you  longer,  but  when  we 
meet  you  again  in  the  future  we  may  want  to  go  back 
on  certain  aspects,  especially  after  the  opportunity  of 
perusing  the  papers.  At  any  rate  we  shall  have  to  go 
back  to  what  we  left  unfinished  yesterday. 


[Adjourned  until  Thursday,  \lth  October,  1957,  at  10.30  a.m.) 
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1284.  Chairman : Sir  Roger,  there  aie  one  or  two  things 
to  fcrflow  up  from  last  time  we  saw  you.  Could  you 

tell  us  where  these  matters  stand? Sir  Roger  Makins  ■. 

A pcHint  arises  on  the  National  Savings  paper,  which  I 
think  is  on  the  agenda  for  this  morning,  on  which  we 
have  prepared  a statement  which  Sir  Edmund  Compton 
will  make,  Then  there  as  a point  which  was  raised  on  the 
investment  and  depreciation  of  public  corporations ; on 
that  we  have  prepared  a short  paper  which  we  will  circu- 
late to  you  shortly.  Then  there  is  a question,  which  I 
think  was  raised  by  Professor  Sayers,  on  the  Parliamen- 
tary cratrol  of  the  fiduciary  issue ; on  that  we  have  a 
paper  in  preparation  which  will  be  ready  in  two  or  three 
days.  Finally  there  is  the  paper  on  debt  management 
which  we  mentioned  last  time ; this  is  in  course  of  pre- 
paration, and  I hope  next  week  to  give  you  a date  when 
that  will  be  ready.  Those  are  .the  points  on  which  we 
have  progressed. 

1285.  May  we  take  Sir  Edmund’s  statement  about 

National  Savings  now? Sir  Edmund  Compton:  When 

you  heard  us  on  the  10th  September,  Professor  Cairncross 
raised  the  question  of  the  discrepancy  between  the  esti- 
mates given  in  the  National  Income  Blue  Book  of  total 
personal  savings  and  the  partial  analysis  of  changes  in 
identifiable  assets,  and  asked  what  steps  were  being  taken 
to  improve  the  position. 

The  figure  of  personal  savings  is  derived  as  a residual 
from  the  two  very  large  aggregates  of  total  personal 
income  and  total  personal  expenditure.  Even  small 
errors  in  either  of  the  aggregates  will  therefore  produce 
a much  larger  proportion  of  error  in  the  figure  of  personal 
savings.  The  direct  approach  to  an  estimate  of  personal 
savings  cannot  he  complete  because  there  are  various 
items  about  which  irothing  is  known  at  the  present  time. 
Table  25  in  the  Blue  Book,  the  one  entitled  “ Capital 
Account  of  the  Personal  Sector  ”,  sets  out  the  changes 
in  certain  identifiable  assets ; but  it  is  recognised  that 
there  are  serious  gaps  still  to  be  filled,  the  most  important 
of  these  being  the  change  in  personal  holdings  of  Stock 
Exchange  securities.  Other  items  are  changes  in  total 
outstanding  borrowiiing  from  sources  other  thi^  the  build- 
ing societies  and  the  banks,  e.g.  mortgages  on  bouse  pro- 
perty from  insurance  companies,  hire  lairdiase,  and  trans- 
actions in  existing  fixed  assets  between  the  personal  sector 
and  other  sectors  of  the  economy.  Those  are  the  gaps 
and  it  is  hoped  gradually  to  covct  more  of  these  fields, 
but  we  are  advised  fiiat  to  do  so  will  need  the  introduc- 
tion of  a new  statistical  series  which  may  require  consider- 
able negotiation  with  the  various  financial  institutions 
concerned. 

The  alternative  approach,  which  I think  Professor 
Cairncross  also  mentioned,  is  the  approach  by  way  of 
sample  surveys.  There  were  those  carried  out  by  the 
Oxford  Institute  of  Statistics  in  1952,  1953  and  1954,  and 
the  survey  on  the  same  lines  done  by  the  Central  Statis- 
tical Office  itself  in  1955  ; but  the  results  of  these  surveys 
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have  not,  we  thank,  been  very  satisfactory.  At  the  pre- 
sent time  the  Central  Statistical  Office,  in  consultation 
with  the  other  departments,  is  considering  ways  in  which 
surveys  of  this  kind  might  be  improved. 

T^s  is  only  an  interim  report  on  the  alternative  methods 
of  filling  these  gaps,  hut  that  is  the  position  today. 

1286.  Professor  Cairncross:  You  will  agree,  I think, 
that  it  is  a little  unsatisfactory  when  so-  much  hangs  on 
exact  information,  or  failing  exact  information  a clear 
indication  as  to  trends,  to  have  two  sets  ctf  figures  so 
divergent?  It  is  obviously  important  to  arrive  at  better 
information  on  this  rather  important  point? — --Certainly. 
This  has  in  my  experience  been  the  most  troublesome 
gap  in  the  national  income  series  for  a long  time  now. 
That  is  why  special  efforts  are  being  made  at  the  present 
time  to  fill  it. 

1287.  Take  one  illustration  of  what  I should  have 
thought  might  conceivably  have  -been  tackled  as  a pri-ority. 
Last  year  there  were  restrictacms  on  hire  purchase.  We 
do  not  know  whether  this  made  people  save  more,  or 
whether  it  was  not  of  any  great  consequoice  in  the 
spending/saving  relationship.  Would  it  be  possible  to 

condudt  ad  hoc  inquiries  into  matters  of  that  kind? 

That  is  possibly  an  example  of  the  direct  inquiry  to 
correct  what  is  still  a gap  in  the  series.  I would  rather 
not  say  more  than  that,  because  that  is  really  a point 
on  which,  if  you  wished  for  further  evidence,  I would 
suggest  the  Central  Statistical  Office  should  give  it. — Sir 
Robert  Hall : I think  Sir  Edmund  has  made  it  clear  that 
we  would  like  to  improve  the  statistics,  and  I do  not 
think  there  is  any  difference  in  objective  between  what 
Professor  Cairncr-oss  has  said  and  what  we  have  said. 
You  -may  well  think  we  should  have  pushed  even 
fastCT  than  we  have  done,  but  we  certainly  do  not  want 
to  give  the  impression  that  we  ourselves  are  not  anxious 
to  improve  the  statistical  apparatus  available  to  us. 

1288.  Professor  Cairncross:  I was  looking  back  to  the 
situation  at  the  end  of  the  war,  when  many  people  were 
saying  how  important  it  might  be  to  conduct  surveys  on 
spending  and  saving  by  inquiry.  Eleven  years  have  elapsed 
since  then.  We  may  be  dissatisfied  with  the  tedmiques 

that  have  been  suggested,  but  not  much  has  bera  done. 

Chairman : Not  only  is  there  a gap,  but  it  is  on  a very 

important  point ; I think  we  are  on  common  ground? 

Certainly.  Another  gap  of  which  we  have  been  very 
conscious  is  the  difficulty  of  getting  good  stocks  figures 
and  forecasting  movement  in  stocks,  where  sonne  progress 
has  been  made  in  the  last  year  or  two. 

1289.  Chairman:  We  had  your  opening  statement.  Sir 
Roger,  which  we  said  we  would  read  over  when  we  saw 
it  in  print.  There  are  one  or  two  points  some  of  us 

would  like  to  follow  up. Professor  Sayers:  Early  in 

the  statement  you  spoke  of  the  relations  between  the  Bank 
and  the  Treasury  in  deciding  on  steps  to  be  taken,  and 

G2 
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said:  ‘‘the  ultimate  decisions  rest  with  the  Treasi^  . 
I believe  that  the  Bank  of  England  Act  gives  the  authon- 
ties  certain  powers  to  issue  directions  to  the  baiu«,  but  1 
believe  that  the  power  rests  in  form  upon  the  imtiative  oi 
the  Bank  of  England.  Would  you  confirm  that  that  is  so 
and,  if  so,  whether  you  are  satisfied  that  none  the  1^  the 
Treasury  is  in  a position  to  take  the  ultimate  decision  on 
a matter  that  might  involve  the  issue  of  a direchve?-— 
Sir  Roger  Makins:  This  rests  of  course  on  section  4 (1) 
of  the  Bank  of  England  Act  which  says:  the  Treasury 

may  from  time  to  time  give  such  directions  to  the  Bank 
after  consultation  with  the  Governor  of  the  Bank, 


between  section  4 (1)  and  section  4 (3).  He  says  that  in 
connection  with  the  Government’s  “overriding  duty  to 
ensure  conformity  of  monetary  policy  with  _ their  general 
policy”  sectitm  4 (1),  subject  to  consultation  with  the 
Bank  “ empowers  the  Treasury  to  give  directions  to  the 
Bank”.  Later  he  says:  “The  relationship  of  the 

‘ authorities  ’ to  the  commercial  banks  is  a special  and 
somewhat  different  matter.  Here  Parliament  has  laid 
the  responsibility  for  initiating  the  use  of  statutory  powers 
squarely  on  the  Bank  of  England”,  and  then  he  quotes 
section  4 (3). 

1297  Chairman : That  looks  as  if  there  was  an  inter- 
pretation in  the  Bank,  beginning^  with  Lord  _CatW  and 


thW  think  necessary  in  the  public  interest  ”.  That  swtion  ^ _ — * t.  ^ * 

has  not  so  far  been  invoked.  I am  not  seeking  to  inter-  continuing  with  Mr.  Cobbold,  and  you  have  not  had  to 
pret  it  in  a legal  sense,  but  it  surely  must  mean  that  the  consider  whether  there  is  any  difference  between  you, 
ultimate  decision  rests  with  the  Treasury.  as  it  has  not  arisen? Sir  Roger  Makins : It  is  the  Gov- 


.. . .. 

directive  to  the  clearing  banks,  as  I understood  it,  would  speecn.  ... 

not  be  prepared  in,  or  issued  by  the  Treasury  in  the  j^29g  Mr.  Cobbold  used  the  words : " It  hes  with  the 
name  of  the  Chancellor  of  the  Exchequer ; it  would  be  initiate  any  action  with  regard  to  the  comniercial 

prepared  in  the  Bank  of  England  and  issued  from  the  Bank  ti^at  means  that  he  regards  4 (3)  as 

of  England.  Is  that  wrong? Are  you  not  thmking  of  meaning  that  such  action  cannot  be  started  by  a direction 

section  4 (3),  which  relates  specifically  to  the  directions  Treasury  to  the  Bank  of  England ; it  must  start 

which  the  Bank  may  give  to  any  bank  for  the  purpose  of  ^f  England.— Sir  Oliver  Franks  ■._  The  im- 

securing  that  effect  is  given  to  either  a request  for  inform-  passion  in  the  clearing  banks  is  that  the  clearing  banks 
atioE  or  recommendations  to  bankers  from  the  Bank  of  directed  only  if  the  then  existing  Conn ^of  the 

England? 

1291.  Chairman:  Must  that  not  be  approved  by  ttie 

Treasury  under  the  terms  of  the  section? ^Yes:  if 

so  authorised  by  the  Treasury  ”. 

1292.  Have  you  ever  been  up  against  this  problem,  as 

a question  of  your  powers,  whether  the  Treasury  can  ^ve 
the  Bank  of  England  under  the  first  subsection  a direction 
to  give  a direction  under  the  third  subsection  to  the  com- 
mercial banks? ^The  question  of  applying  this  section 

has  never  arisen,  and  we  have  not,  as  far  as  I know,  at 
any  time  considered  the  issue  of  a direction  to  the  Bank 
of  England.  It  would  depend  on  the  circumstances,  if 
such  circumstances  ever  arose,  how  this  section,  if  it  were 
invoked,  should  be  applied.  The  Qiancellor,  as  I have 
stated,  has  from  time  to  time  met  the  banks  with  tie 
•Ra^v  of  England,  has  discussed  particular  circumstances 
with  them,  and  has  issued  requests  to  them. 

1293.  But  that  has  not  lain  in  the  field  of  exercise 

of  the  statutory  powers? ^No. 

1294.  You  have  a power,  as  I understand  it,  in  the 

Treasury,  to  direct  the  Bank  of  Eo^and,  after  consul- 
tation with  the  Bank.  You  have  later  in  another  subsection 
of  the  same  section,  a power  in  the  Bank,  with  the  appro- 
val of  the  Treasury,  to  direct  the  clearing  banks.  I was 
wondering  whether  the  chain  was  intended  to  be  com- 
plete ; is  the  Chancellor  able  to  set  the  Bank  of  England, 
as  it  were,  in  motion  on  the  banks,  or_  was  there  deliber- 
ately meant  to  be  a break  in  the  chain? 1 think  the 

only  li^t  which  can  be  thrown  upon  that  is  the  debate 
which  took  place  in  Parliament  when  this  Act  was  passed, 
at  which  certain  things  were  said.— iSir  Edmund  Compton : 

■\^en  the  Bank  of  England  Bill  was  before  the  Select 
Committee,  my  recollection  is  that,  when  they  took  evi- 
dence, Lord  Catto  put  it  on  record  that  in  effect  the  Bank 
could  not  be  directed  to  think  something.  At  any  rate, 
as  far  as  the  then  Governor’s  understanding  of  the  mean- 
ing of  the  Bill  was  concerned,  that  was  the  position,  and 
that  was  not  challenged,  as  far  as  I know,  but  was  accepted 
at  the  time. 

1295.  Lord  Harcourt:  You  mean  that  there  is  not  a 
two-stage  continuous  process ; the  effect  of  it  is  that  the 
Treasury  may  not  direct  iflie  Bank  to  make  a direction? 

I can  only  speak  of  what  was  put  on  record  when 

the  Biill  was  passed  through  Parliament,  and  what  was  then 
put  on  record  by  tiie  then  Governor  of  the  Bank  of 
England.  I cannot  take  it  further  because  neither  of  these 
two  sections  has  been  put  into  operation. 


Baii  of  England  so  voted  and  decided  ; that,  while  ad 
the  broad  facts  about  overriding  power  are  as  you  say, 
it  would  formally  be  for  the  Bank,  after  listening  to  the 
Chancellor,  to  take  its  own  decision.  No  doubt  there 
might  be  consequences  one  way  and  another,  but  there 
is  ithis  intrusion  of  another  set  of  wills  in  die  process. — 
Sir  John  Woods:  It  seems  that  there  is  a received  inter- 
pretation so  far  as  the  Bank  of  England  is  concerned. 
So  far,  at  any  rate,  it  has  not  been  in  the  Treasury’s  mind 

to  challenge  that  interpretation? ^There  may  be  .such 

a received  doctrine  or  interpretation,  but  it  has  not  been 
formaUy  stated,  and  therefore  there  is,  so  to  speak,  nothing 
to  challenge. 

1299.  Professor  Sayers:  This  is  a point  that  may  become 
more  serious  in  future.  If  the  Bank  of  England  took 
one  view  as  to  what  the  commercial  banks  should  be  told 
or  directed  to  do  under  statutory  powers  and  the  Treasury 
took  another  view,  are  you  satisfied  that  the  Treasury 

view  would  nevertheless  prevail? 1 do  not  want  to 

evade  the  question ; but  it  is  very  difficult  to  say  that 
one  would  be  satisfied  as  to  the  answer  to  what  is  a 
hypothetical  question. 

1300.  Chairman:  We  may  have  to  come  back  to  this 
at  some  date.  I do  not  see  why  you  should  have  to 
answer  at  the  moment,  but  I think  that  the  Committee 
will  have  to  face  the  problem.  Suppose  that  the  Attaney 
General  told  the  Government  that  in  his  view  there  was 
no  power  under  the  Bank  Act  for  the  Chancellor  to  direct 
the  Bank  of  England  to  give  any  particular  direction  to 
the  commercial  banks,  but  the  Bank  of  England  had 
of  its  own  initiative  to  ask  for  approval  of  such  a direc- 
tion ; would  you  from  the  point  of  view  of  the  Treasury 
be  satisfied  that  that  was  a satisfactory  position,  or  would 
you  think  that  some  amendment  or  alteration  of  your 

powers  was  needed  in  ;the  public  interest? H the 

Government  of  the  day  found  that  they  had  not  the 
powers  which  ffiey  felt  they  should  have,  then  it  would 
be  for  them  to  decide  whether  they  would  seek  to  obtain 
such  powers. 

1301.  They  could  consider  making  an  amendment  to  the 
Batik  Act ; but  I was  wondering  if  we  were  going  to  get 
a view  from  you  as  to  whether  it  would  be  desirable 
in  Ae  interests  of  monetary  management  to  obtain  such 
a power,  if  it  is  lacking.  Or  do  you  think  that  is  too 
hypothetical?  I do  not  see  why  you  should  answer  at 
the  moment,  but  I think  it  is  a thing  we  shall  come  up 
against. — Sir  Oliver  Franks:  This  is  not  a question 


simply  of  the  effectiveness  with  which  policy  can  be 
1296.  Professor  Sayers : Has  not  the  present  Governor  carried  out  stage  by  stage  in  the  economic  organisation 

in  the  last  fortnight  in  a public  speech  at  Ipswich  said;  of  the  country.  There  is  also  a question  which  goes  beyond 

“ Here  Parliament  has  laid  the  responsibility  for  initiating  mechanics,  and,  I suppose,  in  the  end  reflects  on  the  kind 

these  statutory  powers  squarely  on  Ihe  Bank  of  England  ”?  of  society  that  we  might  want.  Would  this  not  A®  ® 

1 think  that  the  Governor  was  making  this  distinction  question  of  an  extenaon  of  dirigisme,  and  views  could 
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differ  on  how  far  things  should  he  controlled  and  planned 
from  one  centre,  or  how  far  you  need  a number  of 
centres  each  with  a degree  of  initiative,  which  is  the 
present  picture  according  to  the  interpretation  in  the 

aty? Sir  Roger  Makins:  That  is  why  I said  that  such 

a question  would  he  a matter  for  the  Government  of 
the  day  to  consider  if  the  situation  arose. — Sir  Edmund 
Compton:  There  are  two  hypotheses  behind  that  ques- 
tion. The  first  is  that  compulsory  powers  should  be  used ; 
and,  that  having  been  decided,  the  second  is  that  there 
was  a complete  cleavage  of  opinion  as  to  what  was 
wanted,  between  the  Government  on  the  one  hand  and 
the  Bank  of  England  on  the  other ; a Bank  of  England, 
moreover,  which  had  been  appointed  by  the  Government. 

1302.  Professor  Cairncross:  How  far  does  the  inter- 
pretation of  the  word  “ bank  ” extend  here?  The  legis- 
lation is  drafted,  if  il  remem'ber  rightly,  in  terms  which 
leave  the  definition  of  a bank  a little  vague.  If  it  were 
necessary,  for  instance,  to  issue  a directive  to  the  finance 
houses,  would  that  come  from  the  Treasury  or  from  the 
Bank  of  England?  Can  you  qualify  the  term  “ bank  ” in 
the  Act. — Chairman : Is  k nOt  that  a bank  for  die  purpose 
of  the  Act  is  any  institution  that  the  Treasury  certifies 

or  declares  to  be  a bank? Sir  Edmund  Compton: 

Not  quite.  A hank  is  “ such  person,  carrying  on  a bank- 
ing undertaking,  as  may  he  declared  by  order  of  the 
Treasury  to  >be  a bank  for  the  purposes  of  the  section.” 
Before  he  becomes  vulnerable  to  be  named  by  the 
Treasury,  there  is  the  question  of  legal  interpretation  as 
to  whether  he  is  carrying  on  a banking  undertaking. 

1303.  Professor  Cairncross:  There  are  certain  financial 
institutions  known  to  be  banks,  which  receive  their  march- 
ing orders  from  the  Bank  of  England  and  not  any  other 
agency;  are  there  not  other  financial  institutions,  not 
oommonly  regarded  as  banks,  that  might  conceivably  in 
future  be  asked  to  lake  directions  from  the  Bank  of 
England,  if  you  declared  that  they  were  banks  under  the 

terms  of  the  Act  (I  am  thinking  .of  finance  bouses)? 

Under  tiie  voluntary  code,  which  is  perhaps  the  best  way 
to  describe  the  'procedure  now,  it  is  open  to  the  Bank 
of  England  to  for  the  cooperation  of  any  institatioii. 
They  axe  not  'bound  legally  to  confine  themselves  to  a 
particular  class  of  institution.  But  under  the  hypothesis 
that  one  was  using  the  compulsory  powers  of  Ihe  Bank 
of  England  Act,  frien  directions  woitid  have  to  be  con- 
fia«i  to  persons  carrying  on  a banking  undertaking.  I 
suppose  that  persons  who  thou^t  they  were  not  carrying 
on  a banking  undertaking  might  claim  exemption  on  that 
account. 

1304.  Sir  John  Woods:  Are  the  hire  purchase  finance 
houses  at  the  moment  legally  banks  for  this  purpose 

or  not? ^The  question  has  not  arisen.  Not  having 

applied  this,  we  have  not  had  to  face  the  question  of 
defining  the  bodies  whom  the  Treasury  should  declare 
to  be  persons  to  whom  directions  should  apply. 

1305.  Professor  Sayers:  Is  there  not  a point  of  imme- 

diate practical  importance?  Might  you  not  have  certain 
undertakings,  considering  among  themselves  that  they 
could  make  a good  case  in  the  Courts  that  they  were  not 
banking  undertakings,  who  would  feel  that  they  need 
not  co-operate  in  any  requests  made  by  the  Government 
or  the  Bank  of  England  at  present?  Does  not  the 
obscurity  of  the  legal  position  raise  at  any  rate  the  pos- 
sibility that  these  firms  would  be  uncooperative  in  a volun- 
tary control? Sir  Roger  Makins:  inje  questiMi,  which 

is  obviously  to  the  point,  of  the  position  of  certain  institu- 
tions which  mi^t  not  consider  themselves  to  be  within 
the  ordinary,  acceded  definition  of  the  term  ” bank  ”,  is 
before  the  authorities  and  Is  under  consideration. 

1306.  Professor  Sayars:  Has  consideration  been  given  to 
defining  a bank  for  these  purposes  as  any  institution  which 

advertises  for  deposits? Sir  Edmund  Compton:  That 

is  a possible  interpretation  of  the  word  hank,  but  not  one 
which  we  believe  would  be  likely  to  survive  legal  challenge. 

1307.  Has  the  Treasury  yet  arrived  at  a definition  which 

it  believes  would  survive  legal  challenge? ^No,  because 

we  have  not  been  in  the  position  of  contemplating  action 
under  the  Bank  of  England  Act. 

1308.  Does  that  mean  that  you  have  not  contemplated 
any  amendment  at  aU?  The  Treasury  and  the  Bank  of 
England  at  present  request  the  clearing  banks  to  take 
cerUin,  sometimes  pretty  drastic,  action  that  is  contrary 
to  the  commercial  interest  of  those  banks.  They  accept 
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the  position,  and  do  not  put  the  authorities  in  the  position 
of  having  to  issue  directions  to  them  One  of  the  effects 
of  their  compliance  is  to  put  business  in  the  way  of  other 
firms  that  do  not  receive  these  requests  or,  if  they  receive 
them,  might  take  the  line  that  they  could  snap  their 
fingers,  because  there  was  no  adequate  legal  power  to 
compel  them.  Is  not  that  a 'position  in  which  some 

amendment  of  legal  powers  ought  to  be  considered? 

Sir  Roger  Makins : I can  'Only  repeat  that  this  is  a point 
which  is  under  consideration  by  the  Government  at  the 
present  time.  I do  not  think  I can  go  further  than  that. 

1309.  Chairman:  Would  that  mean  'that  what  is  under 
consideration  is  whether  to  extend  or  amend  the  definition 

of  “banker”  in  the  Bank  Act? Sir  Roger  Makinsi  It 

has  not  been  considered  in  that  way.  It  has  been  con- 
sidered in  another  way. — Chairman : Can  you  tell  us  in 

what  way? Sir  Roger  Makins:  I could  not  tell  you 

on  the  record. 

1310.  Professor  Cairncross:  There  are  a number  of 
foreign  banks  with  branches  in  London.  Would  they 
receive  instructions  from  the  Bank  of  England,  or  are  they 
expected  to  conform  with  Government  policy  through 

co-operation? That  is  really  a question  affecting  Ae 

good  relations  of  the  Bank  of  England  with  those  par- 
ticular banks.  I think  you  should  address  that  question 
to  ithe  Governor  when  you  next  have  him  before  you.* 
The  requests  are  framed  in  general  terms,  but  I would 
think,  f'Or  example,  that  the  branches  of  f'Oredgn  banks 
in  London  are  certaanly  not  in  the  same  position  as 
finance  houses. 

1311.  Are  branches  of  foredgn  banks  compelled  under 
the  terms  of  the  Act  to  comply  with  the  directions  of  the 

Bank  of  England? Sir  Edmund  Compton : As  a matter 

of  current  practice  we  operate  a system  of  request  for 
co-operation.  For  example,  the  request  to  the  bankers 
in  the  Chancellor’s  statement  on  19th  September  was 
transmitted  to  the  different  associations  that  mie  up  ^e 
banking  system  of  this  coun^,  and  the  overseas  banks 
operating  in  London  received  it  in  common  wito  the  clear- 
ing banks  and  the  members  of  the  British  Bankers’  Asso- 
ciation. But  I think  Professor  Cairncross  is  asking  whether 
there  lay  behind  that  request  the  sanction  the  Governor 
referred  'to  when  speaking  at  Ipswich.  We  do  not  know, 
because  we  have  never  been  called  upon  to  apply  this  part 
of  the  Bank  of  England  Act,  and  therefore  to  decide 
whether  one  of  those  banks  should  be  named  a person 
to  whom  the  directions  should  apply  under  section  4.  It 
just  has  not  yet  happened. 

1312.  Chairman:  There  is  undoubtedly  a difference  b^ 
tween  a request  which  takes  the  form : " I would  like  you 
to  do  'this  and  if  you  do  not,  I will  see  you  do  ” and  a 
request  which  consists  of  saying : " I would  very  much  like 
you  to  do  tWs  ”.  We  are  trying  to  see  what  the  real 
nature  of  it  is. — Professor  Cairncross:  As  fax  as  I know, 
under  all  the  naitionalisation  Acts  there  are  powers  of 
direction,  and  as  far  as  I kn.ow  these  poWCTS  have  not 
been  used  in  any  case.  In  practice  what  matters  is  the 
working  relationship.  But  .there  must  be,  underlying  su(* 
working  relationships  some  legal  basis.  We  are  trying 
to  establish  the  legal  'relationship  between  the  branches 
of  foreign  'banks  and  the  Treasury. — JLord  Harcourt : As 
I understand  it,  the  difficult  here  really  goes  rather  deeper 
than  the  Bank  •of  England  Aot.  I betieve  that  the  defini- 
tion of  a “ banker  ” or  a “ banking  undertaking  ” is  some- 
thing which  has  so  fax  defied  all  legal  interpretation ; 
it  has  never  .been  quite  decided.  At  the  time  of  the 
Bank  of  England  Boll  nobody  had  ever  interpreted  tiie 
word  "banker”  or  “banking  undertaking”,  and 
nobody  in  1946  was  prepared  to  attempt  to  undertake 
that.  This  is  . really  a much  'more  fundamental 

problem  than  the  mere  Bank  Act,  I think? 

Sir  Robert  Hall:  I think  it  is  a common  feature  of  much 
m'OTe  legislation  than  this  that  you  cannot  say  exactly 
how  it  is  going  to  work  imtil  you  have  to  use  it,  because 
you  do  not  know  exactly  what  the  Courts  are  going  to  do 
untd  you  ask  them — Sir  Edmund  Compton : The  thought 
behind  subsection  6 was  no  doubt  the  only  definition  we 
have  of  a bank ; that  is  to  say  the  circular  one,  that  a bank 
is  someone  carrying  on  the  business  of  banking.  On  the 
other  hand,  the  application  of  this  section  would  arise  on 
a_  particular  case.  It  would  be  a question  of  giving  a 
direction  and  naming  a particular  person  as  the  recipient 

* See  Appendix  to  Minutes  of  Evidence. 
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of  the  direction;  and  it  would  then  be  possible  ^ a 
matter  of  practice  to  identify,  with  or  without  the  help 
of  the  Courts,  whether  that  particular  person  was  in  fact 
doing  that  business. 

1313  Professor  iSflyerr:  Later  in  your  statement,  after 
having  spoken  of  the  relations  between  the  Treasury  and 
the  Bank,  you  give  -us  a different  formula  in  refernng 
to  movements  of  Bank  Rate.  You  say  that  a change  in 
Bank  Rate  is  “ the  Bank’s  decision,  tak«i,  mi  practice, 
after  consultation  with  the  Chancellor  of  the  Exchequer 
and  with  his  approval.”  There  is  a change  of  wording 
from  the  use  of  the  word  “ Treasury  to  the  use  of  toe 
term  " Chancdlor  of  the  Exchequer  . I take  it  that  tois 
means  that  what  happens  is  that  the  Governor  of  toe 
Bank  consults  with  the  Chancellor  personally,  and  whether 
or  not  anyone  else  in  the  Treasury  know  what  is  happ- 
ing depends  entirely  upon  the  discretion  of  toe  Chan- 
cellor of  the  Exchequer  personally.  Is  that  sov Sir 

Roger  Makins:  Certainly.  It  applies  to  that  case  ; and 
it  applies  in  general  to  any  discussion  or  consultation 
between  the  Governor  of  the  Bank  of  England  and  the 
ChanceUor  of  the  Exchequer.  The  Chancellor  of  the 
Excihequer  give  instructions  to  the  Treasury,  or  take 
the  advice  of  the  Treasury  on  any  matter  arising  out  of 
any  discussion  with  the  Governor,  as  he  so  decides. 

1314  As  a matter  of  actual  practice,  does  the  Chan- 
cellor se^  the  advice  of  his  officials  on  toese  occasions? 

The  relationship  between  the  Chancellor  of  the 
Exchequer  and  the  Governor  of  the  Bank  of  England, 
between  the  Bank  of  England  and  the  Treasury  as  a 
whole  is,  inevitably  and  necessarily  from  the  nature  ot 
tbair  responsibilities,  a very  dose  one.  There  is  a 
very  intimate  contact,  not  just  at  the  top  level  but  at  aff 
levels,  between  the  officials  of  the  Treasury  and  the  officials 
of  toe  Bank  of  England. 

1315  Sir  John  Woods:  May  I go  back  for  a moment 
to  the  qiiesaon  of  Balk  Rate?  Was  I right  m unhet- 
standing  you  to  mean  that  in  a case  like  toat  the  first 
contact  between  the  Court  of  the  Bank  of  England  and 
the  Treasury  would  be  a discussion  between  the  Unan- 
ceUor  personaUy  and  the  Governor  persooaHy?  You 
yourself,  or  Sir  Edmund,  for  example,  would  not  see  toe 

Governor  about  the  same  time? 1 can  only  sp^k  for 

the  practice  of  a comparatively  short  time,  but  the  mst 
contact  would  normally  be  with  the  Chancellor  ; it  might 
be  with  me ; it  would  not  ’be  with  anybody  else. 

1316  Sir  Oliver  Franks:  In  toese  decisions  toe  political 
head  of  the  Treasury  must  be  involved ; his  chief  advisw 
in  the  Treasury  must  be  involved ; his  chief  adviser  in 
the  Bank  of  En^and  must  be  involved.  The  centre  for 
decision  is  toe  Chancellor  of  the  Exchequer.  He  may 
see  his  two  principal  advisers  together  or  separately. 
Probably  practice  over  the  last  eleven  years  has  in  fact 
varied  from  time  to  time : sometimes  one  adviser  will  be 
seen  at  O'Oe  tame  and  another  at  another,  and  then  the 
Chancellor  will  make  his  own  mind  up  ; sometimes  there 
will  be  a triangular  conversation.  When  a Chancellor 
of  the  Exchquer  decides  how  he  will  make  his  mind 
up  ^d  through  what  forms  of  consultation,  it  is  likely 
that  be  has  regard  to  traditions,  both  in  toe  Treasury 
and  in  the  Bank,  which  live  on  even  though  formal  rela- 
tions are  changed ; and  that  .therefore,  for  example,  a 
right,  which  I thiTiV  before  the  war  seemed  natural  and 
almost  inevitable  in  usage,  for  the  Governor  of  the  Bank 
of  England  to  go  and  see  the  Chancellor  personally  and 
alone  if  he  so  wished  probably  would  stOl  continue.  Is 
the  answer  probably  that  the  responsibility  really  rests  on 
toe  Chancellor  of  Exchequer  of  the  day,  how  he  arranges 
toese  very  nersonal  conversations  with  his  principal 

advisers,  and  that  practice  varies? Certainly  that 

is  so.  Any  relationship  of  the  type  which  exists  between 
the  Treasury  and  the  Bank  of  England  is  not  subject  to 
a set  of  rules  or  prescribed  procedure.  It  is,  as  I have 
described  it,  an  intimate  day  to  day  working  relationship 
at  toe  top  level  and  all  the  way  down.  As  Sir  Oliver 
Franks  has  said,  the  actual  way  in  which  that  relationship 
is  applied  will  depend  on  the  decision  or  method  of 
working  of  the  Chancellor  of  the  day  and  of  the  other 
persons  involved. 

1317.  If  I might  lake  a hypothetical  illustration,  would 
it  be  within  the  responsible  decision  of  the  Chancellor 
of  the  Exchequer  whether,  after  he  had  seen  the  Governor 
of  the  Bank  of  England,  he  made  a decision  which  related 


to  what  the  Bank  of  England  would  do  or  decide  wffhout 
further  consultation  with  his  own  officials?  If  the  Ghan- 
cellor  of  the  Exchequer  chose  to  take  toat  responsibility 
he  could  ; if  he  chose  not  to  (as  no  doubt  would  normally 
be  his  choice)  he  would  then  consult  with  his  own  advaers 
in  the  Treasury.  In  this  realm  we  are  dealing,  in  fact, 
with  how  people  behave  given  the  responsibilities  they 

carry? ^That  is  right.  Naturally  the  Chancellor  of  tlie 

Exchequer  has  the  responsibility,  and  it  is  his  decision 
as  to  how  that  responsibility  should  be  discharged. 

1318.  Professor  Sayers:  My  question  related  not  to 
any  rules  of  procedure  but  to  what  has  in  fact  happened 
in  the  six  or  seven  instances  in  the  last  seven  years.  May 

we  have  any  information  on  that? ^I  find  some  difficulty 

in  trying  to  describe  in  detail  how  a particular  decision 
may  be  arrived  at,  because  all  the  elements  which  go  to 
forming  a decision  are  not  in  certain  cases  within  officials’ 
knowledge.  I think  it  would  only  be  unproductive  to  try 
and  go  beyond  what  I have  in  fact  said:  that  these 
decisions  are  the  responsibility  of  the  Chancellor  of  the 
Exchequer,  and  that  in  discharging  those  responsibilities 
he  elects  how  he  will  do  it  and  on  what  advice. 

1319.  Chairman:  I see  that  it  is  very  difficult  actually 
to  demonstrate  any  particular  cases,  especially  dealing 
with  the  past  years.  You  stand  on  the  fact  that  a Bank 
Rate  decision  has  to  obtain  the  approval  of  the  Chancellor 
of  the  Exchequer,  and  it  really  depends  on  the  way  any 
particular  Chancellor  works  his  institutions  as  to  whom  he 

consults.  Is  that  your  position? ^Yes,  I cannot  very 

well  say  more  than  that, 

1320.  Professor  Cairncross:  May  one  go  this  much 
further'?  Suppose  that  there  is  a disagreement  of  view 
between  the  Treasury  and  the  Bank  of  England,  which 
there  must  be  on  occasion  ; the  Chancellor  could  not  very 
well  come  to  a conclusion  without  first  consulting  in  some 
detail  the  Bank  of  England,  if  it  held  a different  view 
from  the  Treasury.  On  the  other  hand,  he  would  be  in 
a much  easier  position  if  he  found  that  the  Bank  of 
England  had  reached  a certain  view,  and  he  was  prepared 
to  accept  it  without  further  consultation;  he  would  not 
feel  necessarily  the  same  obligation  to  consult  with  Lis 

own  officials  as  with  the  Bank  of  England? ^I  cannot 

really  answer  for  what  a particular  Chancellor  of  the 
Exchequer  might  feel  at  a particular  moment.  All  of  us 
round  this  table  have  had  experience  of  how  decisions 
are  reached  in  Government ; these  decisions  are  normally 
reached  after  full  consultation  with  all  those  who  are 
concerned. 

1321.  There  are  decisions  in  monetary  policy  and  deci- 
sions in  fiscal  policy,  both  of  which  apply  in  the  same 
direction:  in  one  case  responsibility  for  action  largely 
rests  on  the  Bank  of  England ; in  the  other  on  the 
Treasury.  It  is  fairly  easy  for  the  Chancellor  to  be  kept 
informed  in  the  one  case  by  the  officials  who  are  handling 
budget  matters,  and  in  the  other  case  by  officials  who  are 
handling  monetary  matters.  We  are  anxious  to  know 
whether  these  two  sets  of  problems  are  ever  discussed 
joanfly  as  a common  problem  and  with  boto  sets  of  advisers 
simultaneously? — I can  only  say  that  there  is  a number 
of  occasions  on  which  the  Chancellor  and  some  advisers 
sit  down  with  the  Governor  and  some  advisers  and  discuss 
cinrent  problems. 

1322  Sir  Oliver  Franks : The  last  sentence  of  this  para- 
graph of  your  statement  says  that  “ this  relationship,  and 
the  responsibilities  to  which  it  gives  rise,  call  for  close 
and  continuous  contact  and  co-operation  between  the 
Treasury  and  the  Bank,  and  this  ...  has  been  the  rule 
at  all  levels  in  both  organisations  ”.  In  most  Government 
Departments  the  policy  which  the  Department  has  to  carry 
out  is  not  completely  contained  in  a body  of  regulations. 
Administration  consists  of  applying  rules  to  cases.  Po-licy 
is  contained  in  aims,  purposes  and  programmes,  and  ad- 
ministrative officers  of  toe  Department  are  responsible  for 
the  interpretation  of  policy  as  they  decide  to  act.  They 
make  policy  by  interpretation  within  the  broad  frame- 
work for  which  the  Department  as  a whole  is  responsible. 
At  each  appropriate  level  of  administration  decisions  which 
involve  policy  are  being  taken  quite  normally  in  and 
between  Government  Departments,  and  it  is  possible  to 
talk  about  policy,  each  side  knowing  fairly  well  what  the 
general  policy  of  its  Department  is  and  what  freedom 
of  initiative  in  decision  is  appropriate  for  the  meeting. 
Now  are  the  Treasury  and  the  Bank  of  England  organised 
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in  precisely  this  way?  A peat  many  institutions  in  this 
cxjuntry  are  orpnised,  unlike  most  Government  Depart- 
ments, so  that  in  truth  all  decisions  ia  policy  are  taken 
at  the  top,  and  people  at  lower  levels  of  fee  institution 
may  poperly  be  described  as  executives  rather  than 
administrators.  If  the  Bank  in  its  organisation  came  nearer 
to  the  one  or  the  other  type  of  organisation,  it  would 
clearly  throw  either  less  or  infinitely  more  responsibility 
on  the  head  officials  on  the  one  hand  of  the  Bank,  and 
on  the  other  of  the  Treasury.  If  the  diSerent  levels  of 
the  Bank  were  for  the  most  part  executive  in  what  they 
did,  it  would  mean  that  policy  discussions  generally  took 
place  at  the  top,  and  the  way  in  which  the  highest  deci- 
sions are  taken  would  become  merely  the  question  of  the 
relationships  and  personal  reactions  of  not  more  than 
four  or  six  people.  Could  you  comment  on  fee  iutetrpre- 
tation  we  ought  to  give  to  the  “ contact  and  co-operation 
between  the  two  organisations  at  all  levels  ” in  the  li^t 
of  this  broad  distinction,  I am  sure  it  is  “ close  and  con- 
tinuous”. The  point  is,  of  what  kind  is  it? Sir 

Roger  Makins ; Generally  speaking  it  is  of  the  kind  which 
exists  between  two  Departments  of  an  administration.  I 
cannot  say  how  exactly  the  Bank  of  England  operates 
within  departments ; that  is  a matter  for  the  Governor. 
I can  only  say  that  these  contacts  and  discussions  of  the 
innumerable  points  which  arise  exist  and  are  operated  on 
a day  to  day  basis,  and  that  they  take  place  on  different 
levels.  There  is  the  contact  between  the  Chancellor  and 
the  Governor  or  Deputy  Governor,  and  between  the 
Governors  and  top  officiads  of  the  Bank  and  myself,  the 
Second  Secretaries  and  Third  Secretaries  of  the  Treasury, 
both  on  the  internal  side  and  on  the  external  side.  For 
example,  Sir  Edmund  Compton  is  in  daily  contact  with 
the  Chief  Cashier  of  the  Bank  of  England,  and  so  on. 
— Sir  Edmund  Compton:  I should  like  to  add  to  feat. 
I am  not  quite  sure  that  Sir  Oliver  Franks’s  general 
description  of  how  ipoHcy  is  made  in  'the  administration  of 
Government  quite  fits  with  this  particular  area.  Speaking 
for  the  part  that  is  an  undoubted  responsibility  of  the 
Treasury,  the  fiscal  side,  I would  have  said  that  policy 
is  formed  at  the  top  and  handed  down  to  a considerably 
greater  extent  than  is  the  case  in,  say,  a Department  which 
is  formulating  policy  on  expenditure  or  administering  a 
social  service.  The  natural  point  to  take  is  the  Budget. 
In  fact  policy-making  on  the  Budget  is  done  in  a very 
small  and  high  circle.  It  is  perhaps  important  to  say 
that  it  is  not  only  in  the  Bank  but  also  in  the  Treasury 
that  this  rather  specialised  kind  of  policy-forming  applies. 
Having  said  that,  I believe  that  with  the  Bank  our  con- 
tacts below  Governor  level  are  both  policy  and  opera- 
tional contacts.  Perhaps  the  major  part  of  those  contacts 
is  operational,  but  then  a lot  of  policy  consists  in  the  way 
in  which  you  carry  out  operations.  You  are  forming 
policy  as  you  operate.  I find  it  difficult  to  distinguish 
between  the  two  in  speaking  of,  say,  the  daily  contact 
that  I have  to  have  with  the  Chief  Cashier,  and  I beUeve 
that  in  evidence  before  you  he  might  well  say  fee  same. 

1323.  Mr.  Jones:  Economic  circumstances  ©nt«’  to  a 
very  large  extent  into  the  question  of  fee  Bank  Rate. 
Could  we  be  told  what  the  position  would  have  been  had 
it  not  been  for  the  1946  Act?  Before  the  1946  Act,  what 
would  have  been  the  attitude  and  position  of  the  Chan- 
cellor of  the  Exchequer  in  regard  to  the  raising  of  the 
Bank  Rate  by  the  Bank  of  England,  and  what  consulta- 
tions if  any  would  have  taken  place  under  those  circum- 
stances between  the  Treasury  and  the  Bank?  What  differ- 
ence has  the  1946  Act  made  in  relation  to  this  position? 
would  say  none.  The  process  of  consultation  be- 
tween the  Treasury,  the  Chancellor  and  the  Bank  on  the 
adjustment  of  the  Bank  Rate  both  up  and  down  is  not 
determined  by  reference  to  the  Bank  of  England  Act, 
1946,  at  all,  but  really  by  reference  to  the  economic  and 
financial  situation  in  which  we  find  ourselves  at  fee  time. 

1324.  Chairman:  Even  before  1946  by  tradition  the 
Bank  of  England  would  not  have  altered  the  Bank  Rate 
without  previously  informing  the  Chancellor  and  obtain- 
ing his  approval,  would  they? — Sir  John  Woods:  I am 
quite  sure  that  they  would  not  have  dreamt  of  altering 
fee  Bank  Rate  at  any  time  without  consultation  with  the 
Chancellor  of  the  Exchequer. — Chairman:  That  was  my 

understaiiding.  Is  feat  right? ^Theie  would  certainly 

be  consultation.  The  point  at  which  I was  hesitating  was 
whether  fee  Chancellor  of  fee  Exchequer  of  the  day 
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could  have  said : “ I was,  of  course,  consulted,  and 
approved  ” ; which  was  what  Mr.  Butler  said  after  one 
of  the  earlier  changes  of  Bank  Rate. 

1325.  Mr.  Jones:  Is  not  the  association  of  the  Bank 
with  the  Chancellor  a much  more  intimate  and  closely 
bound  association  in  consequence  of  the  nationalisation 

of  the  Bank  of  England  than  it  was  before? ^I  would 

have  said  that  the  contact  was  much  more  close,  but 
not  for  that  reason ; perhaps  because  of  the  realisation 
that  fiscal  and  monetary  measures  are  complementary,  and 
that  the  two  should  be  related.  For  example,  the  Bank 
Rate  changes  have  o-n  occasion  'been  announced  on  the 
same  day  and  as  part  of  a set  of  measures  to  deal  with 
the  economic  situation,  the  Bank  Rate  being  one  element 
in  the  measures  that  were  being  taken.  A recent  example 
of  feat  was  the  statement  of  19th  September. 

1326.  Lord  Jiarcourt:  Would  you  say  that  the  effect 
of  the  1946  Act  was  merely  to  formalise  an  intimate 
■relationship  which  already  existed,  or  has  that  relationship 
been  specifically  altered  since  the  passing  of  the  Act? 
— ^ — ^The  Governor  referred  to  “ the  Government’s  over- 
riding duty  to  ensure  conformity  of  monetary  policy  with 
their  general  policy  ” ; I would  say  that  that  situation  had 
developed  by  1946,  and  the  Act  gave  it  formal  recognition. 

1327.  Mr.  Jones:  But  the  management  of  the  National 
Debt  would  become  a substantially  graver  preoccupation 
for  the  Treasury  in  the  event  of  an  increase  in  the  Bank 
Rate.  In  those  circumstances,  whilst  the  final  decision 
rests  with  the  Bank  of  England  after  consultation  wife 
the  Chancellor,  is  it  possible  to  reach  the  conclusion  in 
this  committee  that  the  Bank  Rate  can  be  raised  without 
a good  deal  of  discussion  between  the  Bank  and  fee 
Treasury  as  well  as  the  Chancellor,  or  in  conjunction  with 

the  Chancellor? Sir  Roger  Makins:  There  is  this  ffis- 

tinction  in  terms  of  procedure  between  the  decision  to 
raise  the  Bank  Rate  and  other  decisions,  but  I hope  I 
have  said  enough  to  make  it  clear  that  all  major  decisions 
of  policy — and  after  all  that  is  a major  decision — are 
normally  reached  in  the  same  way  as  other  major  de- 
cisions of  policy  are  normally  reached ; that  is  to  say,  by 
the  responsible  Minister  after  a great  deal  of  discussion 
with  the  officials  and  the  authorities  concerned. 

1328.  (Would  it  be  fair  .to  say  that  the  final  responsi- 
bility for  the  movement  of  the  (Barik  Rate  is  the  Bank's 

responsibility,  after  consultation  with  the  Chancellor? 

Sir  Roger  Makins:  It  is  the  Bank’s  decision,  taken  after 
consultation  with  the  Chancellor  of  the  Exchequer  and 
wife  his  approval. — Chairman : That  can  only  mean  that, 
if  he  did  not  approve,  there  would  be  no  effect  given  to 
fee  Bank’s  decision.  Is  that  a fak  reading  of  those  words? 
»S!>  Roger  M-akins : It  requires  the  Chancellor’s  con- 
currence.— Mr.  Jones ; He  is  the  final  arbiter. 

1329.  Chairman:  I think  that  we  have  probably  ex- 
hausted our  questions  on  that  statement  'for  the  time 
'being.  Now  may  we  turn  to  the  paper  on  monetary 
policy  and  the  control  of  economic  conditions?*  I am 
very  grateful,  personally,  for  the  paper.  I find  a great 
deal  of  information  and  interest  in  it.  I think  I say  that 

for  the  other  members  of  'the  Commiittee  too. Thank 

you  very  much,  Mr.  Chairman.  We  have  tried  in  this 
paper  to  give  you  and  your  colleagues  soimething  to  grip 
hold  of.  I wonder  if  I might  leave  just  to  make 
two  or  three  points  before  you  begin  your  examination? 
First  of  all  I should  like  to  say  that  I have  asked  Sir 
Robert  Hall,  wife  your  permission,  to  be  the  witness  in 
chief  on  this  paper. 

Secondly,  this  paper  was  completed  and  sent  in  before 
decisions  had  been  tfeen  leading  to  the  announcement  by 
the  Chancellor  of  the  Exchequer  of  the  new  measures  on 
19th  September  to  protect  the  external  and  internal  value 
of  the  pound.  To  that  extent  the  paper  is  dated. 

Thirdly,  you  will  have  seen  that  throughout  this  paper 
we  have  quoted  freely  from  contemporary  official  docu- 
ments, White  Papers,  Economic  Surveys,  speeches  and 
statements  by  successive  Chancellors  <xf  the  Exchequer. 
Government  policy  and  the  reasons  for  which  it  was 
adopted  are,  of  course,  set  out  in  those  documents  and 
statements.  It  is  clear,  I think,  that  we  as  officials  are 
not  in  a position  to  put  glosses  on  them.  We  can  explain 
and  discuss  the  problem  and  the  policy  which  was  adopted 
to  meet  it,  but  we  are  clearly  unable  to  give  you  what  I 
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might  call  the  rough  workings,  even  if  we  knew  thern 
all^  which  lead  to  the  formulation  of  that  pobcy.  I do 
not  mean  hy  that  that  we  shall  not  do  our  best  m or^ 
evidence,  as  we  have  done  in  our  written  paper,  fo 
you  all  the  assistance  in  our  power,  both  by  way  of  m- 
Lrmatioa  and  by  way  of  analysis  of  the  economic 
which  were  operating  at  the  time  the  decisions  were  takm. 
I am  sure  we  can  do  this  without  infringing  on  the  limits 
which  our  position  imposes  upon  us.  | 
making  what  is  an  obvious  point,  but  I felt  I should  do 
so  for  the  record. 

Finally,  when  you  come  to  the  third  section  of  this 
there  may  be  some  questions  which  you  want  to  ask  wtach 
will  probably  be  more  readily  answered  whm  you  have 
before  you  the  paper  on  debt  management  which  we  have 


1334  Is  the  force  of  “ disturbance ’’/that  you  must  seek 
to  maintain  the  parity  without  allowing  large  swings  in 

L acdvitv^ Yes.  I think  the  following 

words,  “ avoidance  of"  the  Credit  Cycle  ”,  are 

major  meaning  of  “ without  unnecessary  disturbance  to 

domestic  business 

1335.  Professor  Sayers:  I wonder  if  Sir  Robert  wo^d 
nut  it  that,  as  it  has  happened  in  the  postwar  pericm,  tne 
Authorities  have  believed  that  this  qu^fication  would  not 
involve  them  in  any  departure  from  the  pohcy  that  wwld 
have  been  followed  had  there  been  no  such  qualinca-tion  , 
that  is  to  say,  that  a policy  of  maintaining  the  international 
value  of  the  currency  has  not  involved  any  iinposition  on 
the  economy  of  undue  fluctuations  in  domestic  activity/ 

1 think  it  would  be  going  rather  far  to  agree  endrely 

with  that,  because  the  history  of  the  period  clearly  relates 


oerore  you  luc  ....---o — - — _ with  that  because  me  nisiory  oi  luc  jjcwww 

in  preparation,  and  for  which  I hope  to  give  you  a date  the  objectives  internally,  partly  at  least  to  the 

next  week.  requirements  of  the  external  position.  But  the  C^vernment 

1330  Thank  you.  Sir  Robert,  there  is  one  general  ques-  has  endeavoured  to  do  them  both  at_  the  same  toe,  except 
tion  I want  to  ask  you.  I think  it  runs  through  the  main  1949^  when  there  was  a change  in  the  parity. 

theme  of,  at  any  rate,  the  first  part  of  the  paper.  In  . . „ .,7  .1. 

paragraph  4 you  take  as  your  opening  text  a quota,tion 
bom  paragraph  282  of  the  report  of  the  Macmillan 
Committee ; 

“The  endeavour  of  domestic  management  ...” 

—of  the  currency,  that  would  be — 

“ . . . should  be  to  promote  the  stability  of  output 
and  of  employment  at  a_high_  level  by  influencing  the 


1336.  Professor  Caimcross:  Some  of  the  action  that 
the  Government  has  taken,  notably  that  on  September 
19th.  last,  caused  a certain  amount  of  disturbance  to  domes- 
tic business.  Would  the  distobance  have  been  greater  had 
the  Governraenl  been  prepared  to  see  a different  poucy 
pursued  in  relation  to  the  rate  of  exchange?— —If  you 
^e  talking  aWl  the  disturbance  to  the  domestic  scene, 
it  is  clear  that  any  positive  action  taken  by  the  Govern- 
aou  01  cmniwyiuvu.  mcnt  is  meant  to  affect  the  level  of  activity,  and  to  that 

regular  flow  of  savings  extent  you  could  say  that  it  was  a disturbance.  But  1 

abroad  so  far  as  is  compatible  with  the  mternational  ^ minimise  the  disturbance,  except  where  it 


situation.” 

What  puzzled  me  on  reading  the  paper  was  why  that 
particular  sentence  from  the  Macmillan  Committee  was 
chosen.  One  would  get  the  impression  ithat  it  was  meant 
to  state  the  overriding  objective  of  the  monetap^ 
that  has  been  employed.  Would  that  be  so? — Sir  Robert 
Hall:  It  was  not  meant  at  all  to  summanse  the  in- 
clusions of  the  Macmillan  Committee.  It  was  just  that, 
historically,  that  was  a reference  to  something  which  was 
not,  I think,  at  the  time  an  important  objective  in  monetary 
management  but  which  is  picked  up  in  the  later  history. 
If  it  produced  in  the  minds  of  your  committee  the  im- 
pression that  we  thought  that  'that  summarised  the  recom- 
mendations of  file  Macmillan  Committee,  I am  sorry , it 
was  not  intended  to  do  so. 

1331.  Is  not  ±e  point  of  that  quotation  that,  in  ordw 


feeds  that  we  have  gone  too  far  in  one  direction,  and  have 
to  come  back  in  the  other. 

1337.  It  depends  on  the  business  you  are  engaged  in. 

If  YOU  were  engaged  in  selling  goods  on  hire  purchase,  or 
in  commercial  banking,  you  would  not  escape  some  in<»n- 
venieoce.  You  are  speaking  of  disturbance  to  the  level  ot 
output.  The  other  form  of  disturbance  is  not  one  that  is 
altogether  negUgible,  is  it? 1 was  speaking  of  disturb- 

ance primarily  in  terms  of  the  Chairman  s question , 
“ avoidance  of  the  Credit  Cycle  . 

1338.  Chairman:  What  I want  to  get  at  if  I can  is 
whether  we  are  facing,  under  our  present  system,  the  st^e 
kind  of  problems  which  the  Macmillan  Committee  were 
addressing  themselves  to  there ; in  other  words,  have  we 
sot  a system  which  is  more  likely  to  insulate  domestic 
Lkess^rom  being  distohed  by  virto  £ our  pres^ 


13J1.  IS  noi  iiic  pimii.  Vi  — -----  tjusiness  nviii  ucme 

to  attain  the  stability  of  output  and  employment  at  a high  position  with  regard  to  the  exchange  than  the  system 

voii  must  seek  to  have  a regular  flow  of  savings  they  wece  contemplating? 1 do  not  ttiinK  that 


thev  .wore  contemplating  a system  in  which  the  credit 
cycle  has  .been  largely  eliminated  by  Govemment  pohcy. 
' afraid  1 have  not  exactly  got  the  point  of  the 


level,  you  must  seek  to  have  a regular 
into  investment  at  home  and  abroad? Yes. 

1332  As  I read  the  Macmillan  Committee  things  may 
have  changed  since  then.  Their  understanding  of  the 
objectives  of  domestic  currency  management  is  at  para- 
graph 280.  They  say;  “The  major  objecUves  of  a sound 
monetary  policy— for  example,  the  maintenance  of  the 

parity  of  the  foreign,  exchanges  without  unnecessary  da-  j^r  as  vuc  w-xv.  — . ; . 

turbance  to  domestic  business,  the  avoidance  of  the  Cre^t  disturbance  of  domestic  business  arising  out  ot  me  necM- 

Cvcle  and  the  stability  of  the  price  level— cannot  be  sjty  ^ maintain  the  foreign  exchange  at  stable  leva 

*xcent  bv  'the  exercise  of  knowledge”  and  so  on.  bave  adopted  a different  system  with  regard  to  toreign 

exchange  from  that  which  they  contemplated  at  the  time. 

aAf-u.au-e,'-  X.  .X  cTtofam  lo  mnrp 


I am  ; 

question.  . , 

1339  They  were  laying  down  certain  objectives  ot 
moECtoy  policy,  aod  one  of  them  was  to  elimmate  so 
far  as  one  could  variations 


the  credit  cycle  or 


attained  except  by  'the  exercise  of  knowledge 
It  would  help  me  in  understanding  the  theme  of  the  paper 
if  we  took  those  three  .things  which  they  give  as  examples 
of  the  major  objectives  of  a sound  monetary  policy  and  saw 
where  they  stood  in  the  application  of  monetary  policy 
since  1945  in  this  country.  The  first  one  they  give  is  the 
maintenance  of  the  parity  of  the  foreign  exchanges  without 
unnecessary  disturbance  to  domestic  business.”  They  were 
envisaging  the  maintenance  of  the  gold  standard  and  they 
rejected  any  idea  of  the  alteration  of  the  parity  or  de- 
valuation. Where  do  we  stand  today  with  regard  to  that 
objective,  with  a system  different  from  that  which  they 
envisag^? ^It  is  still  an  objective  of  policy  to  main- 

tain the  present  parity  of  the  exchange. 

1333.  We  are,  I understand,  internationally  obliged  to 
maintain  a certain  fixed  parity,  and,  as  far  as  the  present 
Government  goes,  we  recently  announced  in  the  firmest 
tones  that  we  do  not  intend  to  see  it  altered.  But  it  is 
a double  phrase  there ; it  adds ; “ without  unnecessary 
disturbance  to  domestic  business  ”.  How  is  our  new  system 
affected  hy  that? ^I  think  the  new  system  has  en- 

deavoured to  combine  the  two  objectives  of  a high  level  of 
domestic  activity,  which  U I suppose  much  the  same  as 
“ without  unnecessary  disturbance  to  domestic  business  ”, 
with  the  maintenance  of  the  parity  of  the  exchanges. 


I wanted  your  view  as  to  whether  our  system  is  more 
successful  than  their  system,  or  less  successful,  in  obtain- 
ing that  measure  of  insulation? 1 think  that  we  have 

in  recent  years  been  more  insulated  from  the  external 
effects  that  you  refer  to  than  we  were  in  pre-war  periods. 
You  ask:  “have  we  succeeded?”  This  being  a con- 
tinuous operation  we  never  know  how  continuously  we 
have  succeeded,  or  are  going  to  succeed.  I do  not  think 
that  we  have  disposed  of  the  problem. 

1340.  Sir  Oliver  Franks:  It  seems  to  me  that  roughly 
up  to  the  time  of  the  Macmillan  Committee  most  people 
thought  that  the  ebb  and  flow  of  demand,  and  therefore 
the  ebb  and  flow  of  employment,  in  an  economy  came 
by  nature,  and  there  was  little  that  human  experience  and 
knowledge,  as  manifested  in  Government,  could  do  about 
it  except  pick  up  the  pieces.  By  the  time  of  the  Macmillan 
Committee  and  its  report,  that  view  had  begun  to  change. 
I think  it  was  still  assumed  that  the  come  and  go  of 
demand  was  something  that  belonged  to  the  course  of 
nature  and  happened  to  us,  but  it  was  recognised  that 
Government  had  a responsibility  to  aim  at,  and  succeed 
in,  cutting  the  peaks  of  the  period  of  heavy  demand,  and 
more  particularly  making  the  valleys  of  depression 
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shallower.  There  were  remedial  things  that  it  could  do 
to  make  the  up  and  down  of  the  trade  cycle  less  marked, 
and  therefore  less  disturbing  in  its  social  consequences. 
From  that  point  of  view  this  quotation  from  the  Macmillan 
Report  is  saying  that  one  of  the  objects  to  be  achieved  by 
monetary  policy  is  this  relative  evening  out  of  the  “ come 
and  go”  of  economic  conditions  in  the  country,  whilst 
still  assuming  that  the  “ come  and  go  ” happens  to  us  by 
nature.  The  distinguishing  feature  of  the  postwar  period, 
which  I think  is  borne  out  by  your  quotations,  is  that 
Governments  have  assumed  and  decreed  that  slumps 
not  occur.  They  are  committed  to  the  maintenance  of 
full  employment  year  in,  year  out.  They  are,  therefore, 
asserting  that  what  until  before  the  war  was  assumed  to 
be  part  of  the  course  of  nature  is  now  in  the  control  of 
Government  and  man.  What  at  the  time  of  the  Macmillan 
Committee  was  an  objective  which  they  should  try  to 
realise  by  controlling  the  incidence  of  the  trade  cycle 
becomes  postwar  something  rather  different:  a presup- 
position of  Government,  in  the  light  of  which  you  operate 
your  various  economic  and  fiscal  policies.  The  assumption 
is  that  precisely  this  “ come  and  go  ” in  any  major  way 
of  cyclical  fluctuation  has  been  legislated  out  of  existence. 
Is  it  fair  to  summarise  it  like  this : at  the  time  of  the 
Macmillan  Committee  evening  out  the  fluctuations  of  the 
trade  cycle  was  a major  objective  of  monetary  policy ; 
since  the  war  we  have  assumed  that  it  is  in  the  power  of 
Governments  totally  to  eliminate  these  fluctuations ; we 
have  decreed  full  employment,  no  slumps ; and  therefore 
the  purposes  for  which  monetary  policy  is  used  are 
altered,  and  must  be  reviewed  in  the  light  of  the  former 

objective  having  become  an  enduring  presupposition? 

I think  that  is  a very  fair  statement.  As  you  say,  before 
the  Macmillan  Committee  it  was  generally  thought  that 
trade  cycles  were  inherent  in  the  nature  of  things,  and 
Governments  did  not  take  the  responsibihty  for  maintain- 
ing .the  level  of  employment  because  they  did  not  think 
that  they  could.  It  seemed  to  us  that  it  was  interesting 
to  pick  up  this  historical  reference  to  the  changing  atti- 
tude. In  a postwar  period  Governments  have  claimed  that 
they  should  and  could  maintain  the  level  of  employment 
which  in  the  pre-war  period  they  did  not  do.  It  has  be- 
come a major  objective  of  policy  to  maintain  the  level  of 
employment  which  implies  that  you  are  able  to  do  it. 

1341.  Chairman'.  Is  not  the  weight  of  the  quotation 
from  the  Macmillan  Committee  that  you  should  do  it  by 

influencing  the  flow  of  savings  into  investment? Sir 

Robert  Hall:  Yes.  Mr.  Keynes  was  a member  of  the 
committee,  and  his  thesis,  .that  by  keeping  savings  and 
investment  in  balance  you  could  have  a stabhising  effect 
on  the  level  of  activity,  was,  I think,  behind  that  sentence. 
Of  course,  a great  deal  of  work  has  been  done  in  tWs 
field  since  the  time  of  .the  Macmillan  Committee.  It 
would  not  he  put  in  quite  the  same  way,  but  it  is,  I think, 
interesting  in  the  light  of  the  subsequent  development  that 
you  have  got  this. — Sir  Oliver  Franks:  Rather  like  St. 
John  the  Baptist. — Sir  Robert  Hall : Yes.  It  is  not  sup- 
posed to  be  significant  of  the  paper  as  a whole.  We  still 
had  cyclical  behaviour  in  the  period  between  the 
Macmillan  Committee  and  1939. 

1342.  Professor  Sayers:  Could  I pursue  this  reference 
to  St.  John  .the  Baptist?  There  are  certain  differences  in 
the  method  of  baptism.  The  big  difference  between  1930 
and  now,  which  is  highly  relevant  to  the  qualification  that 
the  Chairman  mentioned,  is  that  ±ere  are  now  exchange 
restrictions  applied  in  the  main  to  capital  transactions  and 
these  restricUons  can  in  emergency  be  extended.  Does  that 
difference  give  the  authorities  more  elbow  room  in  allow- 
ing for  stabilisation  of  domestic  conditions  consistently 
with  maintaining  the  exchange  parity?  I am  thinking  of  a 
comparison  of  1929  and  1957.  In  1929  the  balance  of  pay- 
ments was,  on  'the  face  of  it,  in  fairly  good  shape,  although 
there  was  serious  distortion  in  the  structure  of  prices  and  so 
on  ; what  forced  'the  authorities  to  take  action  in  the  mone- 
tary field  was  an  outflow  of  capital.  Bank  Rate  was  put  up 
to  per  cent,  and  .then  to  6^  per  cent.,  not  to  impose 
deflation  at  home,  but  to  deal  with  the  outflow  of  capital. 
In  1957  the  balance  of  payments  was  in  fairly  good  shape, 
but  there  was  a big  outflow  of  capital  which  put  a strain 
on  the  exchanges.  To  protect  the  parity  Bank  Rate  went 
from  5 per  cent,  to  7 per  cent.  Is  the  apparent  similarity 
between  these  two  cases  misleading?  Was  there  a mixture 
of  motives  in  1957  that  there  was  not  in  .1929,  or  have  we 


really  no  more  elbow  room  in  1957  than  we  had  in  1929? 

My  reading  of  the  statement  which  was  issued  at  the 

time  of  the  recent  movement  of  the  Bank  Rate  was  that 
there  was  a mixture  of  motives,  because  most  of  the  state- 
ment is  about  the  problem  of  the  internal  price  level. 

1343.  Suppose  that  there  had  been  an  outflow  of  capital 
and  the  Government  had  taken  the  view  that  the  internal 
situation  was  not  getting  out  of  hand  ; would  the  situation 
have  been  dealt  with  differently,  and  if  so  in  what  way? 
This  is  a matter  of  elbow  room  that  we  now  either  have 
or  have  not  as  the  result  of  this  difference  in  the  exchange 
arrangements.  What  difference  would  that  have  made? 

^You  are  supposing  that  the  Government  is  not  worried 

by  either  the  current  balance  of  payments  or  the  pressure 
on  resources  internally,  but  is  faced  with  an  outflow  of 
reserves  which  is  threatening  the  maintenance  of  the 
parity,  and  you  are  asking  whether  the  Government  would 
deal  with  it  by  putting  up  the  Bank  Rate.  I do  not  know 
the  answer. 

_ 1344.  Could  it  avoid  putting  up  the  Bank  Rate  in  such 
circumstances?^^— I think  that  would  depend  on  the  other 
measures  which  it  might  be  prepared  to  adopt.  You  axe 
putting  me  'into  the  hypothetical  field,  and  I can  do 
nothing  but  guess ; but  I would  think  it  very  probable 
that  they  would  have  put  up  the  Bank  Rate,  because 
the  other  measures,  being  largely  in  'flie  field  of  ^ect 
control,  are  much  weaker  than  they  were  in  the  early 
postwar  period. 

1345.  Professor  Sayers:  That  throws  important  li^t 
on  how  far  the  intemalionai  situation  may  rule  us. — 
Professor  Cairncross : The  quotations  in  paragraphs  4 and 
5 both  begin  with  a reference  to  external  demand.  The 
first  reference  is  to  what  can  be  done  “ so  far  as  is  com- 
patible with  the  international  situation  ”,  and  the  second 
reference  is  to  “ consider  external  no  less  than  internal 
demand  ”.  Has  the  situation  there  changed  appreciably? 
Is  it  as  important  today  to  lay  stress  on  what  happens  to 
external  demand  as  it  was  at  the  time  of  the  Macmillan 

Cofiunittee? .We  pay  a good  deal  of  attention  to  fhe 

balance  of  payments,  and  one  of  the  factors  in  'that  is 
die  level  of  external  demand. 

1346.  We  are  still  dependent  on  the  success  of  other 

Governments  in  stabilising  demand  in  their  countries? 

Yes.  This  is  very  complicated,  but  it  as  proibably  mudi 
easier  to  pursue  a policy  of  stability  in  one  country  if 
the  same  'policies  are  being  pursued  in  others. 

1347.  Have  we  been  faced  in  the  last  twelve  years,  or 
even  .the  last  seventeen  years,  with  the  need  to  take  acti'On 
in  circumstances  in  which  eternal  demand  was  chopping? 
Not  in  the  postwar  period. 

1348.  But  in  1931  we  had  been  faced  with  that  situa- 
tion?  ^Yes.  There  are  several  qualifications.  The  effect 

of  a drop  in  external  demand  is  usually  associated  witt 
a sharp  improvement  in  our  terms  of  trade,  as  it  was 
in  1931,  so  that  you  have  some  latitude  arising  from 
that.  On  the  other  hand  the  capital  movements  to  which 
Professor  Sayers  has  referred  might  operate  dn  the  other 
direction. 

1349.  Would  it  be  true  to  say  that  the  proportion  of 
exports  to  total  economic  activity  in  this  coun'try  is  highw 

today  than  it  was  in  1931  ? Speaking  without  the  figures 

my  impression  is  that  there  has  been  a large  expansion. 
You  will  remember  that  in  the  immediate  postwar  period 
it  was  said  that  we  had  to  raise  our  exports  to  60  per 
cent,  above  the  1939  level.  I cannot  remember  what  the 
relation  was  between  the  1939  and  the  1931  level,  but  I 
think  you  are  right. 

1350.  There  is,  therefore,  an  element  of  vulnerability 

in  the  situation,  whatever  may  be  our  attitude? Yes. 

A number  of  United  Nations  studies  have  been  made  on 
the  question  of  the  proper  action  to  be  taken  internation- 
ally if  the  world  were  threatened  with  a recession. 

1351.  Would  it  also  be  true  to  say  that  the  Macmillan 
Committee  was  preoccupied  with  the  problem  of  recon- 
cfling  external  and  internal  pressures  in  a way  in  which 

at  the  moment  we  have  not  been  quite  so  exercised? 

Yes,  I agree,  but  we  are  still  worried  about  external 
troubles. 

1352.  Sir  Oliver  Franks:  One  or  two  questions  arise 
on  the  .form  in  which  these  opening  paragraphs  are  set 
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out  The  second  paragraph  says:  Monetary  manage- 

ment is  predominantly  an  instrument  of  general  economic 
policy  ”,  and  then  concludes  by  saying  that,  since  the  is 
so  “ it  is  necessary  to  state  the  broad  purposes  which 
have  been  sought  by  the  Government.”  To  understand 
what  monetary  measures  are  and  can  do  requires  an 
understanding  of  general  economic  policy  to  some  extent, 
because  that  is  the  context  within  which  they  have  to  be 
evaluated.  You  cannot  understand  general  economic 
policy  unless  the  broad  purposes  which  th^overnment 
is  pursuing  at  any  time  are  also  grasped.  That,  I think, 
is  borne  out  by  the  nature  of  the  quotations.  We  find 
that  a variety  of  thin^  are  wanted,  standards  of  living, 
high  level  of  employment,  economic  growth,  and  so  forth  ; 
and  finally  there  is  a reference  to  fiscal,  monetary  and 
social  policies  required  to  achieve  these  results.  Is  it  the 
view  of  the  witnesses  today  that,  if  we  are  to  understand 
what  monetary  policy  is,  and  what  its  methods  can  hope 
to  effect,  it  is  necessary  to  grasp  what  the  broad  sod^ 
and  economic  aims  of  Government  policies  for  the  whole 
economy  are,  and  that  therefore  it  is  necessary  to  grasp 
what  difference  there  may  be,  as  is  brought  out  here,  in 

those  broad  aims  postwar  and  pre-war? ^The  point  to 

which  we  were  addressing  ourselves  in  the  early  para- 
graphs is  a fairly  simple  one,  that  you  cannot  judge 
monetary  policy  unless  you  know  what  you  are  trying  to 
use  it  for. 


which  we  ought  to  expect  from  them? — -^ir  Roger 
Uakins : In  writing  this  paper  we  were  not  trying  to  m^e 
a political  point,  or  to  initiate  a political  discussiom  We 
are  saying  that  this  is  the  framework  laid  down  by  the 
Government  of  the  day  within  which  the  monetary 
measures  have  had  to  be  taken,  but  we  are  not  trying  to 
pass  any  judgment. 

1359.  Chairman-.  That  is  the  only  approach  you  could 
have,  if  I may  say  so.  But,  acceptmg  Sir  Ohver  s analysis, 
which  seems  to  me  to  be  the  right  one,  I am  not  at  all 
dear  what  is  the  relation  in  your  analysis  between  what 
used  to  be  called  sound  money  and  the  objectives  of 
monetary  policy.  If  I understand  your  theme,  monetary 
policy  has  been  used  since  1951  mainly  for  two  purples . 
to  endeavour  to  adjust  demand  to  supply,  and  to  ^hieve 
(and  this  involves  using  an  adjective)  a satisfactory 
balance  of  payments.  Those  are  the  two  main  indices  by 
which  you  implement  your  monetary  policy,  mere  does 

sound  money  as  an  objective  stand? Sir  Robert  Hall. 

We  tried  to  deal  with  that  in  the  last  part  (rf  para^apb 
10  and  in  paragraph  11  of  the  paper,  and  by  quotation 
from  paragraph  26  of  the  White  Paper  on  the  Economic 
Implications  of  Full  Employment.  In  paragraph  10.  we 
say: 

“ And  during  the  whole  post-war  period  it  has  been 

recognised  that  high  employment  is  likely  to  be 

. , , 1 rvT,  /Nrtefe  QT5/1  nrlfTftS  ' 


1353.  Although  perhaps  it  is  rather  simple,  it  is  also 
very  important.  You  are  saying  that  this  Committee,  in 
your  view,  cannot  hope  to  understand  what  monetary 
policy  is,  or  what  the  efficacy  of  the  several  measures 
wlfich  go  under  that  name  is  or  can  be,  unless  they  pay 
at  least  some  attention  to  those  broader  considerations 

which  you  then  set  out? ^Yes,  certainly.  I am  trying 

to  avoid  giving  an  expression  of  opinion  as  to  exactly 
how  widely  you  should  interpret  that. 

1354.  Certainly  that  is  something  which  the  Committee 
later  on  will  have  to  try  to  make  up  its  mind  about ; but 
the  method  by  which  this  important  paper  is  introduced 

does  involve  what  I have  said,  does  it  not? ^Yes, 

certainly  to  the  extent  that  I think  you  must  go  widely 
in  order  to  understand  what  the  objectives  and  instru- 
ments were. 

1355.  Leaving  aside  for  the  moment  what  this  Com- 
mittee may  ultimately  think,  it  is  apparently  what  the 
Treasury  thinks  in  trying  to  explain  to  us  its  view  on 
monetary  measures  in  the  way  that  they  have  been  used 
in  the  last  five  years.  When  the  Treasury  wants  to  set 
ail  this  out  and  wishes  to  make  its  method  of  approach 
intelligible,  this  is  what  it  says  by  way  of  introduction  to 
make  it  intelligible.  Surely,  therefore,  these,  as  you  say, 
simple  points  that  I am  stressing  are  of  fundamental 

importance? 1 do  not  think  you  ought  to  press  the 

point  quite  so  far,  because,  as  Sir  Roger  has  explained,  we 
are  somewhat  restricted  to  using  material  which  has 
appeared.  ' This  White  Paper  on  Employment  Policy  did 
appear,  and  it  was  a convenient  formulation  of  the  thesis. 

1356.  Need  you  be  so  modest?  If,  for  example,  you 

bring  out  that  one  of  the  broad  aims  of  Governrnental 
policy  since  the  war  has  been  not  merely  to  maintain 
a high  level  of  employment  and  demand  but  that  it  has 
committed  itself  to  the  notion  of  a dynamic  and  growing 
economy,  which  is  an  entirely  new  departure  for  the 
Government,  then  it  must  follow  from  that  that  the 
tendency  for  demand  to  press  up  against  the  ceiling  must 
be  greater,  because,  in  addition  to  whatever  the  level  of 
consumption  may  be  if  you  are  continuously  stimulating 
the  economy  to  make  it  grow,  you  are  pushing  invest- 
ment at  the  same  time.  Is  that  not  so? We  make  that 

point  specifically  later  in  the  paper. 

1357.  If  that  is  so,  then  is  it  not  precisely  the  relation  of 
monetary  measures  to  these  broad  and  ultimate  aims  of 
Government  which,  in  the  view  of  this  paper,  are  the 
things  in  the  light  of  which  we  can  judge  the  efficacy 

or  otherwise  of  particular  monetary  measures? ^Yes,  I 

agree. 

1358.  Does  that  not  mean  that  these  fundamental 
changes  in  the  responsibilities  which  Governments  have 
assumed  since  the  war,  as  compared  with  the  responsi- 
bilities which  Governments  were  expected  or  were  willing 
to  assume  before  the  war,  alter  in  very  important  ways 
the  subject  matter  on  which  monetary  policies  have  to 
operate  and  the  kind  of  success  or  the  degree  of  failure 


That  is  to  say,  there  may  weU  be  a conflict  between  the 
objective  of  high  employment  and  the  objective  of  soimd 
money.  The  word  “ dilemma  ” is  used  in  the  quotation 
from  the  White  Paper. 

1360.  Paragraph  10  begins:  — 

“It  will  be  seen  therefore  that  the  primary  object 
of  policy  has  been  to  combine  a high  stable  level  of 
employment  with  a satisfactory  state  of  the  balance  of 
payments.” 

You  may  have  a satisfactory  state  of  the  balance  of  pay- 
ments as  I understand  it,  although  you  have  a rapidly 
deteriorating  relationship  between  money  and  pnces  in 
your  OWE  country? ^Yes. 

1361.  If  therefore  your  main  stimulator  of  monetary 

policy  is  the  state  of  the  balance  of  payments,  you  are 
not  checking  yourself  by  the  old  conception  of  the  inteinal 
purchasing  power  of  money? ^No. 

1362.  Then  you  go  on:  — 

“Increasing  stress  has  been  laid  on  the  need  for  a 
high  level  of  investment  to  promote  economic  growth. 
And  during  the  whole  post-war  period  it  has  been 
recognised  that  high  employment  is  likely  to_  be  ^asso- 
ciated with  upward  pressure  on  costs  and  prices. 

There  as  you  say,  you  refer  to  the  beginning  of  a 
dilemma,  but  I have  no  idea  from  this  how  the  dilemma 

has  been  solved  or  surmounted? ^We  thought  that, 

as  a great  deal  of  the  historical  discussion  on  monetwy 
measures  has  been  connected  with  problems  of  the  price 
level,  you  might  think  it  a httle  odd  if  so  little  attention 
was  paid  to  it  in  the  paper.  The  purpose  of  these  para- 
graphs is  to  explain  ffie  dilemma  which  has  increasingly 
emerged  bejween  various  objectives  which  might  be  pur- 
sued as  part  of  monetary  policy. 

1363.  Sir  John  Woods:  You  do  not  in  this  paper  claim, 
do  you,  to  have  solved  the  dilemma  at  all?  It  emerges 
on  the  historical  side  of  it  that  at  one  stage  you  are  puffed 
one  way  and  at  another  stage  another  way.  What  has 
in  fact  happened  seems  to  me  to  be  a policy  of  stop 

and  go? ^I  think  it  is  stop  and  go  on  the  balance  of 

payments,  to  tiie  extent  that,  when  the  balance  of  pay- 
ments has  been  moving  the  way  that  we  do  not  want, 
we  have  taken  measures  designed  to  reduce  the  pressure 
of  internal  demand  on  resources  ; but  there  has  been  a 
practically  continuous  rise  in  the  price  level  over  the 
period. 

1364.  The  application  of  monetary  measures  has  been 
stop  and  go  according  to  what  was  happening?- — In 
the  light  of  what  was  happening  to  the  balance  of  pay- 
ments and  of  the  judgment  of  the  internal  level  of  activity. 
But  as  Sir  Roger  brought  out  in  his  opening  remarks, 
this  paper  was  finished  and  submitted  before  the  state- 
ment on  September  19th. 

1365.  Professor  Sayers:  Did  I understand  you  to  say 
that  it  is  only  gradually  that  this  dilemma  has  emerged 
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and  been  recognised  by  tbe  Government,  and  that  through 
a large  part  of  this  period  these  two  objectives,  a high 
and  stable  level  of  employment,  and  the  satisfactory  state 
of  the  balance  of  payments,  held  the  attention  of  the 
authorities  on  the  whole  to  the  exclusion  of  the  behaviour 
of  the  level  of  prices?— —I  do  not  think  that  that  is  alto- 
gether fair.  The  problem  of  the  movement  of  the  price 
level  has  been  continually  stressed. 

1366.  In  the  discussion  on  monetary  measures? No, 

in  the  discussion  of  the  general  economic  situation.  There 
were  two  statements  by  the  Government  in  1947.  There 
was  the  White  Paper  last  year.  There  have  been  repeated 
references  to  the  importance  of  not  allowing  firU  em- 
ployment to  push  up  prices,  but  in  the  Government’s  view, 
as  we  attempt  to  summarise  it  in  paragraph  II,  “there 
are  special  problems  connected  with  the  price  level  which 
involve  other  considerations  in  addition  to  that  of  the 
general  level  of  activity.” 

1367.  I read  that  as  rather  pushing  aside  the  price 
problems  from  the  sphere  of  monetary  action.  Was  that 

intended? 1 do  not  think  that  monetary  policy  has 

been  addressed  primarily  to  the  price  level. 

l!368.  If  I read  the  Chancellor’s  statement  of  19th 
September  correctly,  he  is  now  concerned  with  the  value 
of  money  and  internal  pressure ; is  not  that  so? Cer- 

tainly. 

1369.  Is  that  a new  development? prefer  to  say 

a shift  in  emphasis.  I think  that  is  clear  not  only  from 
the  statement  but  from  the  Chancellor’s  speeches. 

1370.  Professor  Cairncross:  May  I ask  about  the  objec- 
tive of  a high  and  stable  level  of  employment.  This  is 
not  put,  as  one  might  put  it,  in  terms  of  a low  and  stable 
level  of  unemployment.  Do  you  regard  tte  two  things 
as  identical? — The  phrase  “ a high  and  stable  level  ^ 
employment  ” has  been  so  continuously  used  that  it 
seemed  a respectable  etpression  to  employ. 

1371.  As  I understand  the  matter,  the  population  of 
working  age,  which  is  usually  correlated  with  &e  working 
population,  has  risen  very  little  since  1951  and  is  now 
falling,  but  there  are  nearly  one  million  more  people 
at  work.  That  reflects  a substantial  increase  in  employ- 
ment in  circumstances  where  one  could  not  predict  it. 
There  has  also  been,  presumably,  a considerable  increase 
in  the  degree  of  overtime  worlting.  Does  “a  high  and 
stable  level  of  employment”  mean  a continuance  of  a 
great  deal  of  overtime  working,  and  the  re-emergence  into 
employment  of  many  people  who  have  already  retired, 

or  are  thinking  of  retiring? 1 think  that  probably 

more  stress  has  been  given  to  the  xmeraployment  figures 
than  to  the  absolute  level  of  employment. 

1372.  Would  you  agree  that  there  is  a fairly  broad 

belt  of  employment  over  which  the  figures  may  move 
without  unemployment  appearing  to  be  more  than  a rela- 
tively small  amount? ^Yes.  I am  afraid  I have  not  any 

figures  here,  but  it  is  true  that  you  get  variations  in  the 
number  of  people  drawn  into  employment.  As  internal 
pressure  increases,  the  figure  of  total  employed  goes  up, 
and  as  pressure  recedes  the  figure  of  total  employ^  falls 
away.  There  has  not  been  a great  deal  of  variation  in 
the  amount  of  overtime. 

1373.  I should  have  thought  it  was  substantial  in  re- 
lation to  total  output.  May  I put  it  to  you’perhaps  more 
forcibly  this  way?  The  level  of  people  in  employment 
may  itself  be  a reflection  of  the  pressure  of  demand 
that  causes  prices  to  go  up.  May  the  employment  of 
these  people  not  derive  from  the  expectation  of  rising 

prices? ^Tie  question  of  how  far  the  expectation  of 

rising  prices  is  behind  the  general  demand  for  labour  is 
certainly  one  that  ought  to  be  discussed.  Our  impres- 
sion about  the  movement  of  people  into  and  out  of  the 
employed  population  is  that  in  times  of  high  demand 
for  labour  businesses  are  prepared  to  make  special 
arrangements,  primarily  for  married  women.  The  reason 
why  they  come  on  to  the  register  or  go  off  the  register 
altogether  seems  to  be  connected  with  the  local  oppor- 
tunities for  full  employment.  Most  married  women  will 
not  apparently  go  more  than  a certain  way  for  a job, 
so  that  they  are  only  available  where  the  condition  of  de- 
mand locally  make  it  worth  the  while  of  employers  to 
employ  them. 

1374.  Do  not  these  conditions  of  demand  reflect  high 
profits  which  are  derived  from  the  movement  of  prices 


as  much  as  from  the  movement  of  output? It  depends 

how  elastic  supply  is  in  the  particular  industry  concerned. 
The  fact  that  you  had  a larger  volume  of  orders  at  what 
was  already  a profitable  price  level  might  well  draw  more 
people  in  without  it  being  necessary  for  prices  to  rise. 

1375.  There  was  a good  deal  of  alarm  because  output 

did  not  increase  much  between  1956  and  1957.  At  the 
same  time  I think  it  is  observable  that  the  size  of  the 
working  population  has  begun  to  decline  for  the  first  time 
over  the  past  year.  When  you  are  trying  to  decide  whether 
the  level  of  effective  demand  is  adequate  to  maintain  a 
high  and  stable  level  of  employment,  is  this  kind  of  circum- 
stance taken  into  account?  Do  you  aim  to  squeeze  ie 
l«t  ounce  out  of  employment  or  output,  or  are  there 
times  when  you  treat  some  of  the  employment  as  ab- 
normal?  1 think  there  are  times  when  we  treat  some 

of  the  employment  as  abnormal.  There  is  a fairly  close 
correlation  between  the  movement  of  the  additional  labour 
into  and  out  of  the  labour  force  and  the  movement  of  the 
ratio  between  vacancies  and  unemployed,  so  that  it  would 
be  very  likely  that,  when  we  judged  that  we  got  the  con- 
dition of  over-full  employment,  we  should  also  find  that 
the  labour  force  was  somewhat  abnormally  swollen. 

1376.  Chairman.'.  It  seems  to  me  that  there  are  two 

quite  different  'things.  It  is  one  filing  to  say : “ Our 
general  economic  aim  is  to  promote  a high  and  stable 
level  of  employment,  and  an  expanding  economy ; but  we 
draw  your  attention  to  the  fact  that,  if  we  do  that,  there 
will  be  a danger  that  there  will  be  instability  of  prices, 
and  prices  will  continually  rise.”  It  is  quite  a different 
thing  to  say : “ We  as  a Government  have  an  active 
monetary  policy,  but  our  objectives  for  that  policy  do 
not  include  the  maintenance  of  sound  money.”  The 
second  seems  to  me  to  have  been  in  effect  the  position 
of  Governments  up  to  quite  recently.  I thought  you  came 
near  to  agreeing  with  that? think  that  was  the  impli- 

cation of  the  way  that  policy  has  been  conducted.  I 
think  the  Government’s  position  always  has  been  that 
sound  money  is  a desirable  objective  and  continually  rising 
prices  are  a most  unfortunate  thing.  But  since,  by  and 
large,  they  have  taken  the  view  that  conditions  of  full 
employment  allowed  -the  situation  to  be  exploited  by 
movements  on  prices,  the  stress  has  been  on  trying  to 
persuade  people  not  to  take  advantage  of  the  situation, 
rather  than  on  trying,  as  might  have  been  argued  in  days 
when  full  employment  was  not  an  objective  of  policy,  to 
say  that  the  way  to  deal  with  it  was  through  monetary 
action.  I do  not  think  that  you  can  understand  the  period 
at  all  without  recognising  that  there  has  been  a dilemma. 

1377.  Sir  Oliver  Franks:  Which  until  recently  tended 

to  be  resolved  one  way,  on  the  whole? Certainly. 

1378.  Mr.  Jones:  la  ptusuing  this  aim  of  full  employ- 
ment, to  what  extent  can  we  improve  the  economic  position 
of  this  county  and  stem  tbe  tide  of  inflation  by  ensuring 
that  a policy  is  pursued  of  directing  as  much  of  the  activity 
generated  by  this  full  employment  into  export  industries? 

^ ^As  we  mention  later  in  the  paper,  the  policy  followed 

in  the  early  postwar  period  of  putting  direct  pressure  on 
industry  to  export  is  hardly  used  at  ^ now.  The  policy 
has  been  to-  leave  room  in  the  total  use  of  resources  for 
the  required  amount  of  etports,  but  not  to  tell  people 
that  they  must  export,  or,  as  was  done  in  -the  late  nineteen- 
forties,  to  fix  voluntary  export  quotas  with  industry. 

1379.  We  are  considering  a problem  of  demand  and 
internal  consumption.  To  what  extent  can  monetary  or 
any  other  policy  arrest  internal  consumption  to  the  ad- 
vantage of  the  export  industries  and  the  export  trade  of 
Britain?  If  we  were  able  to  do  that,  what  effect  would 

it  have  upon  price  levels? ^Both  monetary  and  fiscal 

policy  have  been  at  least  partly  designed  to  stimulate 
exports,  in  the  sense  that  the  aggregate  of  home  demand 
has  never  been  completely  enough  to  use  up  the  whole 
output  of  industry,  Our  exports  run,  I suppose,  at  about 
£3,000  million  a year.  If  we  did  not  export  that  amount 
there  would  not  be  anything  like  the  level  of  internal 
demand  to  take  up  the  residue,  so  that  very  broadly  I 
think  one  can  say  that  both  fiscal  and  monetary  policy 
can  have  a stimulating  effect  or  the  reverse  on  the  tenden^cy 
to  export.  But  I do  not  think  there  is  much  conneotiori 
between  that  and  the  price  level. 
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1380.  Suppose  that  we  were  in  a position  to  increase 
the  volume  of  our  exports  by  10  per  cent.,  and  to  a.rrest 
internal  consumption  in  order  to  make  that  possible , 
would  that  have  any  effect  on  prices? — —Past  experience 
suggest  that  it  would,  because  it  would  reduce  the  standard 
of  living  assuming  that  the  reduction  was  off  consumption, 
and  the  additional  investment  would  lead  to  pressure  tor 
higher  wages  to  compensate  for  the  reduction  m the 
standard  of  living. 


1381.  Suppose  that  the  productivity  of  the  country  was 
raised  by  10  per  cent.,  and  you  bad  to  maintain  full 
employment ; there  could  be  no  cuttmg  back  to 
up  a greater  volume  of  production,  greater  poductivity. 

What  effect  would  that  have  upon  price  levels?— —I  mink 
it  is  impossible  to  say.  If  productivity  went  up  by  10 
cent.,  and  was  added  to  the  total  output  available  for 
consumption  at  home,  the  real  standard  of  hvmg  would 

(Adjourned  until  2.0  p.m.) 


increase,  but  whether  that  would  give  you  a more  stable 
price  level  or  not  is  imcertain. 

1382  Any  cutting  back  of  essential  investment  would 

make  any  increases  of  necessary  production  much  more 
modest.  Would  not  that  have  a tendency  not  to  curtail 
inflation? ^If  you  define  essential  investment  as  invest- 

ment necessary  for  the  increase  of  output  it  would  foUow  ; 
but  of  course,  the  question  of  how  much  investment  is 
essential  for  a particular  amount  of  growth  is  one  which 
it  is  rather  difficult  to  answer  at  any  moment. 

1383  Unless  we  take  an  example  from  the  experience 

of  other  nations  in  this  field? ^There  is  a relation 

between  investment  and  output,  certainly  ; but  me  precise 
relationship  is  somewhat  difficult  to  be  sure  about.  My 
point  was  that  when  you  talk  of  essential  investment  you 
still  have  to  make  up  your  mind  exactly  which  investment 
is  essential  and  which  is  not. 


Sir  Roger  Makins,  Sir  Edmund  Compton 

1384.  Sir  Oliver  Franks'.  How  far  is  this  belief  that 
the  Government  must  take  responsibihty 
the  economy  shared  among  other  countriM  in  the 
world?  Has  it  been  there  ever  since  the  war?  mat 
can  be  said  about  the  genesis  of  it,  became  I thu^  that 
that  is  one  of  the  really  relevant  thmgs  m this  pictoe. 

_ , Sir  Robert  Hall : In  western  Europe  it  was,  to  a large 
extent,  a development  from  the  O.E.E.C.  organisation, 
which  was  set  up  in  1947. . That  reaUy  led  to  a 
able  degree  of  comparison  between  one  ^^unttys 
objectives  and  another’s,  and  the  Organisati^  itseff 
devoted  several  of  its  reports  to  the  question  of  growffi. 
On  several  occasions  it  set  something  like  tarpts  for 
pansion  over  some  period.  Canada  and  Austraha  in 
different  ways,  and  with  slightly  differrat  pMosophiw, 
perhaps,  have  both  devoted  a good  deal  of  attention  to 
this  • and  in  the  United  States  I would  say  at  a guess  that, 
although  the  policy  of  the  deliberate  fostenng  of  gro^ 
might  not  have  found  quite  the  place  m official  hterature 
there  as  it  has  elsewhere,  it  has  been  almost  a pr«upposi- 
tion  of  a great  deal  of  what  they  have  done  that  ffiey 
were,  in  fact,  going  to  grow.  The  whole  back^ound  of 
the  Paley  Report,  and  several  other  reports  of  that  kind, 
was  that  the  United  States  economy  was  going  to  pow, 
and  that,  at  the  very  least,  it  was  the  Governments  busi- 
ness to  see  that  enough  raw  materials  basic  commt^i- 
ties  should  be  available  for  that  degree  of  growth.  It  has 
also  been  a conscious  objective  of  pohcy  m a go<^  many 
of  the  under-developed  countries.  I am  not  sufficiently 
familiar  with  conditions  in  South  America  to  be  able  to 
express  an  opinion  about  that  part  of  the  world . but 
a lot  of  the  accent  of  the  U.N.  economic  work  has  been 
on  the  necessity  of  growth  and  of  fostering  conditions 
of  growth.  It  has  been  widespread  as  an  idea  in  the  air 
through  a great  deal  of  the  western  economies. 

1385  It  was  being  suggested  that  the  Government  of 
the  day,  whoever  it  is,  in  this  country  tends  to  a^ume 
responsibility  for  full  employment,  that  there  should  be  no 
slumps,  that  there  should  be  a growing  economy,  and  so 
on  In  the  post-war  period  the  facts  have  prresponded 
with  that  view ; there  has  been  a considerably  high  level 
of  employment,  there  has  not  ^en  a slump,  and  the 
economy  has  grown.  Therefore,  I think,  most  of  us  tend 
to  feel  that  probably  fills  is  something  withm  ffie  responsi- 
bilitv  of  the  Government,  somethmg_  which  they  can 
achieve  But  it  is  possible  that  more  is  owed  to  history 
and  accident  than  one  realises.  No  doubt  the  first  year 
or  two  after  the  war  were  full  of  rehabiUtation  and  recon- 
struction. and  that  kept  everyone  busy.  I suppop  that 
tbp  verv  heavy  expenditure  on  armaments  of  aU  sorts, 
which  has  been  characteristic  of  the  last  tea  y^s,  re^y 
springs  from  the  situation  disclosed  m 1947  when  it  he- 
cSne^clear  that  the  Communists  and  the  rest  of  the  world 
could  not  agree  about  how  the  world  should  be  run,  and 
that  the  fears  engendered  by  that  situation,  and  successive 
difficulties  since,  have  caused  this  enornwus  gro^h  of  un- 
productive expenditure  which  has  employed  milhons  and 
miUions  of  people  up  and  down  the  western  world.  It 
might  be  that,  without  this  adventitious  element  coming 
in»tbe  maintenance  of  these  objectives  of  i»licy  would 
not  have  been  nearly  so  easy.  Is  that  a fair  coi^ent, 
or  would  you  want  to  qualify  what  I have  said ! 1 


and  Sir  Robert  Hall,  further  examined. 
think  a great  many  of  the  economists  who  have  been 
interested  in  these  problems  would  not  agree  that  it  was 
necessarily  a factor  of  growth  that  there  shoffid  be 
abnormal  Government  expenditures  of  the  kind  that  you 
have  mentioned.  There  has  been  a possibly  unjustified 
belief  in  the  ability  of  Governmeiits  by  one  means  or 
another  to  maintain  expansionist  policies.  Many  countries 
have  taken  a fairly  simple  view  that  the  Umted  States 
standard  of  output  and  living  was  so  much  higher  than 
their  own,  and  thought  that  they  could  go  and  do  like- 
wise. Whatever  the  analytical  difficulties  of  a continuous 
increase  in  the  standard  of  living,  because  of  the  tendency 
to  a shift  in  employment  toward  services  which  are  not 
productive,  a great  deal  of  the  growth  in  output  has  been 
based  on  file  growth  in  manufacturing  industry,  and  1 
fhitik  they  have  just  felt:  “At  any  rate  we  have  got  a 
long  way  to  go  before  we  need  worry  about  these  prob- 
lems ”. 

1386.  Sir  John  Woods:  You  say  in  paragraph  10  ffiat 
“ during  the  whole  post-war  period  it  has  been  recognised 
that  high  employment  is  likely  to  be  associated  with  up- 
ward pressure  on  costs  and  prices  ”.  You  said  this  morn- 
ing that  while  that  had  been  recognised,  as,  indeed,  was 
pointed  out  in  the  Coalition  White  Paper,  and  again  was 
emphasised  in  the  1956  White  Paper,  on  the  whole  the 
policy  has  been  overtaken  by  facts,  and  the  recognition 
of  the  danger  has  not  prevented  continuing  rises  in  prices. 
Then  in  paragraph  11  you  dismiss  the  question  of  prices 
by  saying : “ The  Government’s  view  on  this  latter  ques- 
tion has  been  that  there  are  special  problems  connect^ 
with  the  price  level  which  involve  other  considerations  in 
addition  to  that  of  general  level  of  activity  ”.  I am  not 
clear  what  you  mean  by  “ special  problems  or,  indeed, 
what  is  the  purpose  of  paragraph  11.  Is  it  meant  to  dis- 
miss the  question  of  prices  as  irrelevant  to  our  inquiry? 

I cannot  believe  you  mean  that? 1 certainly  did  not 

mean  that  it  was  irrdevant  to  your  inquiry.  As  I hied 
to  explain  tHs  morning,  it  was  because  it  seemed  curious, 
in  the  context  of  a paper  on  monetary  policy,  to  say  so 
little  about  the  relation  between  monetary  policy  and  the 
price  level.  The  argument  is  that,  as  I think  emerged 
from  our  discussion  this  morning,  by  and  Ipge  the  Govern- 
ment has  not  used  monetary  policy  as  an  instrument  prim- 
arily to  be  used  to  secure  stable  prices. 

1387.  When  you  say  there  are  “ special  problems  ’’,  what 
sort  of  problems  do  you  think  that  it  involves?  Does  it 

involve  major  political  considerations,  or  what? think 

it  really  follows,  from  the  line  which  all  Governments  have 
taken,  that  they  take  the  view  that  in  conditions^  of  full 
employment  whidi  everybody  believes  will  be  maintained 
profits  will  be  high  enough,  and  the  bargaining  power  of 
labour  will  be  strong  enough,  to  result  in  a structure  of 
costs  which,  in  economic  language,  is  indeterminate.  If 
you  take  some  of  the  earlier  formulations  of  monetary 
policy,  there  would  be  a relation  between  the  quantity  of 
money  on  the  one  hand  and  the  price  level  on  the  other. 
To  take  the  very  simplest  and  most  elementary  formula- 
tion, one  would  say  that  if  you  double  the  quantity  of 
money  you  are  likely  to  have  a doubling  of  the  price 
level.  At  any  rate  there  will  be  some  relation  between 
policy  on  the  one  hand  and  the  way  the  thing  will  happen 
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on  the  other.  But  I think  it  has  been  explicit  in  the 
Government  view  that  in  this  condition  there  was  no  parti- 
cular reason  why  the  cost  structure,  between  one  year 
and  another,  should  move  by  3 per  cent.,  4 per  cent,  or 
5 per  cent.,  and  that  you  could  have  everything  in  the 
short  run  going  on  as  before  with  a variety  of  degrees  of 
movement  in  the  price  level.  In  that  condition  of  short 
run  indeterminacy  (I  do  not  mean  that  in  the  long  run 
there  may  not  be  other  things  coming  in)  the  Government 
view  has  been,  I think,  that  ^ere  has  been  what  economists 
would  call  an  institutional  factor,  or  what  might  be  called 
a social  factor  involved.  That  has  been  behind  the  con- 
tinual pleas  for  restraint  in  the  process  of  formation  of 
personal  incomes.  By  the  “ o&er  considerations  ” in- 
volved, we  meant  considerations  of  this  kind:  the  way 
people  exploit  or  do  not  exploit  a situation  in  which  there 
is  a degree  of  freedom  as  to  the  amount  of  exploitation 
of  it. 

1388.  Professor  Cairncross:  Would  you  agree  that,  if 
the  demand  for  output  Is  intense,  then  the  chances  are 
greatly  on  favour  of  a rise  in  the  levd  of  wages  and 

costs,  and  hence  of  prices? Certainly,  .but  I would 

not  agree  that  you  coiild  deduce  in  advance,  frcun  a state- 
ment of  the  level  of  activity,  just  how  much  &e  move- 
ment would  be,  or  the  speed  at  which  the  movement  would 
take  place. 

1389.  Professor  Severs:  Are  you  going  so  fax  as  to 

say  that  over  a period  of  years  the  rate  of  increase  in 
prices  would  be  determined  by  things  other  than  monetary 
policy,  and  that  it  would  have  been  the  same  whatever 
monetary  policy  had  been  followed? Certainly  not. 

1390.  Sir  John  Woods:  I think  Sir  Robert  was  in 
effect  saying  rather  that  the  Government  had  chosen  not 
to  attempt  to  influence  iwices  by  use  of  the  monetary 
method ; they  preferred  to  use  exhortation,  and  so  on. 

Professor  Sayers:  That  is  to  say  a deliberately  elastic 

monetary  system  was  maintained  because  it  was  thought 
that  no  other  system  would  be  useful  in  checking  the  fall 

in  the  value  of  money? do  not  think  that  is  quite 

right. 

1391.  You  seemed  to  me  to  be  arguing  that  the  Govern- 

ment believed  that  the  conditions  of  full  employment 
and  so  on  were  propitious  for  a continuing  and  indeter- 
minate rise  in  costs  and  in  prices,  and  that,  flierefore, 
they  did  not  follow  what  has  been  called  a positive 
monetary  policy.  They  simply  let  the  monetary  system 
respond  to  an  increasing  demand  for  money? ^Yes. 

1392.  'Does  that  mean  that  they  believed  that  any 
alternative  monetary  system  would  have  served  no  useful 

purpose? ^No.  All  it  means  is  that  they  considered 

that  there  was  a dilemma  in  the  use  of  the  monetary 
system  in  connection  with  full  employment.  No  opinion 
whatever  was  expressed  on  the  point  that  you  ref^red  to. 

1393.  Sir  Oliver  Franks:  Is  not  the  issue,  in  Alice  in 
Wonderland  language,  who  is  to  be  King?  Have  not 
successive  Governments  taken  the  view  that  the  objectives 
of  full  employment,  no  slumps,  and  growth  in  the 
eco'uomy,  are  King,  and  that  monetary  policy  is  employed 
and  its  effect  is  to  be  judged  in  a particular  context  in 

which  these  are  dominant  aims  of  policy? Yes. 

Whether  those  points  were  made  explicit  or  not,  I think 
they  were  implicit  in  what  was  done ; and  I think  that 
that  view  is  abundantly  supported  by  tiie  terms  of  tie 
statement  last  month,  where  we  ail  agreed  that  there  was 
a change  in  emphasis. 

1394.  Chairman:  There  is  one  question,  which  I think 
is  very  relevant  to  our  inquiry.  If  we  are  asked  to  inves- 
tigate the  system,  we  must  fed  out  what  the  system  is 
for.  I think  you  have  said  several  times,  in  answer  to 
questions  on  this,  that  you  would  deduce  that  monetary 
policy  in  tiiese  years  has  not  been  primarily  directed 
towards  anything  like  achieving  sound  money.  I do  not 
see  the  force  of  “ primarily  ” in  this  connection.  I woxdd 
deduce  that  up  to  quite  recently  it  has  not  been  directed 

to  that  purpose  at  all.  Would  you  accept  that? So  fat 

as  I have  understood  Government  policy  in  the  period, 
they  would  not  have  gone  quite  so  far  as  that ; they 
would  have  said  that  they  must  avoid  over-full  employ- 
ment, which  would  undoubtedly  'produce  a continued 
upward  movement  in  prices,  whether  people  were 
restrained  or  not,  because  of  the  problem  of  the  positive 
controls  wbidi  have  to  be  used  if  you  are  going  to  hold 


a price  level  against  a continued  flood  of  new  money. 

I think  that,  to  the  extent  that  the  avoidance  or  otherwise 
of  over-full  employment  was  an  objective  of  policy,  the 
Government  would  have  felt  that,  if  it  did  not  create  a 
climate  which  would  give  you  sound  money,  at  least  it 
had  not  created  a clfeate  which  made  sound  money 
impossible. 

1395.  Is  not  that  anxiety  to  avoid  over-full  employment 
as  directly  relevant  to  the  balance  of  payments  question 

as  to  the  internal  price  level? It  is  relevant  to  both, 

and  in  our  experience  they  have  been  closely  corrdated. 
We  have  'never  run  into  a position,  which  we  thought 
we  might  run  into,  where  we  could  not  improve  the 
balance  of  payments  by  pulling  back  a little  from  over- 
full employment 

1396.  Professor  Cairncross:  All  tills  hinges  on  the 

degree  of  freedom  that  you  attribute  to  the  movement  of 
costs.  You  were  saying  that,  'When  demand,  and  the 
pressure  on  labour  in  particular,  becomes  intense,  you  are 
liable  to  have  a violent  upward  movement  in  prices  and 
costs,  which  you  do  not  want  to  have ; that  is  to  say,  there 
is  a secondary  objective  of  avoiding  a more  than  necessary 
rise  in  prices  and  wages.  You  were  also  arguing  that 
there  is  a degree  of  freedom  in  the  settlement  of  the 
level  of  costs,  which  may  answer  to  treatment  different 
from  monetary  or  fiscal  manipulation.  But  in  practice, 
if  you  look  back  over  the  last  six  or  seven  years,  would 
you  not  agree  that  the  upward  movement  of  prices  and 
costs  is  directly  correlated  with  the  intensity  of  pressure 
on  the  labour  market? ^We  have  made  such  a corre- 

lation for  the  postwar  period  for  this  and  other  countries, 
and  it  was  not  significant.  The  nearest  thing  we  got  was 
that  costs  rose  faster  in  the  group  of  countries  which  were 
maintaining  unemployment  at  a much  lower  level ; you 
can  broadly  divide  them  into  countries  which  ran  it  at 
between  1 and  2 per  cent.,  and  countries  which  ran  it 
at  between  4 and  5 per  cent. 

1397.  Professor  Sayers:  If  you  are  taking  the  whole 
postwar  period,  you  are  including  such  years  as  1947, 
1950  and  1951.  If  you  only  take  the  last  six  years  does 
not  the  correlation  come  out  very  much  more  significantly? 

Sir  Robert  Hall:  This  rhust  be  ascertainable.  My 

impression  is  that  it  does  not,  but  we  can  find  out  for 
certain. — Professor  Cairncross : I am  basing  my  questions 
on  the  figures  given  by  Mr.  Roberts  in  his  recent  artide, 
in  which  he  directs  himself  to  this  question.  His  answer 
appears  to  imply  some  relationship  between  the  degree 

, of  pressure  on  the  labour  market  and  the  movement  in 
wages  and  costs  during  that  period. 

1398.  Sir  Oliver  Franks:  It  has  been  agreed  in  dis- 
cussion that  full  employment,  no  slumps,  and  growth  in 
the  economy,  are  conscious  aims  of  Government  policy 
and  have  been  since  the  war.  Equally,  I suppose  there 
has  been  no  conscious  assumption  of  responsibility  by 
Government  about  wage  negotiation.  On  the  contrary 
they  have  been  anxious  to  maintain  the  position,  as  it 
were,  holding  the  ring  within  which  employers  and  em- 
ployees negotiate  on  these  matters  across  the  table.  If 
the  Government  do  not  have  a positive  policy  in  relation 
to  the  movement  of  wages,  apart  from  influence,  persua- 
sion and  exhortation,  because  they  think  it  would  be 
mistaken  in  these  circumstances  to  have  a positive  policy, 
it  becomes  much  more  difficult  to  relate  a set  of  instru- 
ments like  those  comprehended  in  monetary  policy  to  a 
wage/cost  situation,  since  ex  hypothesi  there  is  not  a Gov- 
ernment objective  to  which  you  are  addressing  yourself. 
May  it  be  not  accidental  that  these  instruments  which  we 
have  to  examine  have  been  used  and  have  been  judged 
by  Governments  since  the  war  in  relation  to  the  main 
objectives  and  aims,  which  they  consciously  set  before 
them  as  responsibilities  and  things  to  do?  They  do 
not  set  before,  themselves  any  positive  objectives  or  aims 
about  the  movement  of  wages ; may  it  be  for  this  reason 
that  the  question  of  the  relation  of  monetary  policy  to 
a stable  price  level  has  gone  by  default?  Is  that  line 

of  reflection  false  or  instructive? Instructive.  It  is 

certainly  true  that  the  Government  has  relied  on  the  exist- 
ing machinray  for  the  settlement  of  wage  disputes,  and 
has  consistentiy  taken  the  view  that  they  are  to  be  settled 
by  free  negotiation  between  the  parties  and  that  the  Gov- 
ernment should  lend  its  good  offices  rather  than  impose 
anything.  The  Government  line  has  been  that  if  money 
costs  rise  faster  than  the  increment  in  the  physical  value 
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of  output,  then  prices  will  rise ; and  they  have  therefOTe 
argued^  that  aU  parties  to  the  process  of  price  fixing,  em- 
ployers and  workers,  should  exercise  r®shamt.  I 
it  is  fair  to  say  that  they  have  pinned  their  hopes  on  &e 
belief  that  people  could  be  got  to  act  in  what 
regarded  as  a reasonable  and,  indeed,  a necessary  way, 
and  that  they  have  therefore  not  addreped  themselves  to 
the  problem  of  other  instruments  by  which  the  same  result 
could  be  secured.  You  could  find  quite  a number  of 
speeches  which  reaUy  supported  that  view.  J 
drae  nothing  but  paraphrase  what  you  said,  but  I thought 
I would  like  to  put  it  in  my  own  words. 

1399.  Professor  Sayers:  Given  that  that  has  been  the 
position  on  wage  policy  and  industml  relaUons,  is  it 
not  rather  important  to  ascertain  whether  toe  rate  of 
rise  of  costs  and  prices  has  been  related  to  the  amount 
of  steam  that  there  is  in  the  boom  at  any  time?  If  it  is 
so  related  do  we  not  then  have  to  consider  whether  mone- 
tary weapons  can  be  used  to  regulate  the  amount  of 

steam? Certainly.  . 

1400  Could  we  be  given  a very  short  paper  showing 
what  has  been  the  relation  between  the  amount  of  steam 
in  the  boom  and  the  rate  of  rise  in  pnces  and  cos^/ — - 
I win  certainly  have  such  a paper  prepared.  ^ ^en  it 
is  done  I should  like  to  look  at  it.  As  you  w^  be  well 
aware,  different  people  might  well  put  different  interpreta- 
tions on  the  facts:  I will  do  my  best  to  meet  you  on  this, 
but  I do  not  want  to  put  in  something  without  considering 
what  are  the  interpretations  that  might  be  placed  on  it. 

1401.  Chairman:  I rather  understood  you  to  say  eather 

that  you  had  done  some  study  on  this  subject,  but  haa 
come  to  the  conclusion,  according  to  your  mterpretaUon, 
that  there  was  no  significant  correlation.  So  you  have 
some  material? Yes,  we  have. 

1402.  Professor  Cairncross:  Do  you  consider  that  the 
upward  movement  of  wages  and  costs  has  pro«eded  at  a 
steady  rate  and  at  the  same  rate,  without  much  vanatioo 
from  country  to  country,  in  practically  all  western 
countries  during  the  postwar  period?  Thp  would  be  ^ 
entirely  different  view  on  the  matter,  but  it  is  one  which 

is  also  sometimes  submitted? 1 can  tell  you  straight 

away  that  it  has  not  proceeded  a.t  the  same  rate  in  all 
western  countries,  but  our  preliminary  studies  suggest^ 
that  the  degree  of  correlation  was  of  a kind  which  would 
make  it  very  difficult  to  say  that  it  was  significant. 

1403.  Mr.  Jones:  What  about  the  other  elements  in 
the  upward  trend  of  prices,  besides  wages  and  costs? 

We  would  have  to  eliminate  them. 

1404  This  is  not  by  any  means  a one-sided  story,  is  it? 

It  has  been  held  that  there  has  been  a self- 

generating  series  of  movements  which  was  not  inifiated 
from  the  wage  side,  although  wage  movements  continued 
from  it.  The  two  other  princip^  factors  in  the  cost  ot 
living  index,  which  is  the  significant  one  in  tha  contwt, 
have  been  import  prices,  and  taxes  and  subsm^.  Tne 
White  Paper  on  the  Economic  Implications  of  Full  Em- 
ployment gives  the  basic  facts. 

1405.  Professor  Cairncross:  In  paragraph  13,  you  say: 

“ The  main  requirement  for  maintaining  a hysb  and  stable 
level  of  employment  and  economic  growth  is  that  the 
total  of  domestic  demand  for  goods  and  services  should 
be  in  proper  relationship.”  There  is  no  reference  here, 
nor  in  the  succeeding  paragraphs,  to  external  demand,  but 
I think  you  agreed  this  morning  that  the  tempo  ot 
economic  activity  in  the  world  is  very  much  dependent  on 
employment  and  activity  in  the  Umted  States  ^d  m other 
countries  of  the  world.  Do  you  attempt  to  forecast  the 

movement  of  external  demand? In  the  sense  that  we 

attempt  to  estimate  the  volume  of  exports,  we  do_.  _We 
make  a study  of  the  economic  conditions  in  the  principal 
overseas  markets,  and  the  Departments  concerned, 
primarily  the  Board  of  Trade,  go  through  the  individual 
wmponents  of  the  export  list,  and  come  up  with  fairly 
close  estimates  of  the  volume  of  exports  in  each  class. 

1406.  Would  you  agree  that  in  prewar  years  this 
sentence  would  have  been  entirely  differently  phrased. 
Would  it  perhaps  have  said  that  the  mam  requirement  tor 
maintaining  a high  and  stable  level  of  empIo)TOent  and 
for  economic  growth  was  that  external  dernand  for  Brfiish 
goods  and  services  should  be  stable  and  increasing . 

Sir  Robert  Hall:  Would  they  have  put  it 

in  the  prewar  period? Professor  Sayers:  In  the  192Us, 

• In  the  event  the  Treasury  did  not  feel  able  to  submit  a paper 
in  le^onse  to  this  request. 


certainly. — Professor  Cairncross:  Would  you  not  regwd 
the  main  source  ^ instability  of  employment  in 
country  before  the  war  as  having  originated  outside  the 
country? Sir  Robert  Hall:  The  facts  are  not  at  pre- 

sent to  my  mind;  but  if  we  say  that 
meat  was  more  or  less  stable  between  1925  and  1929,  the 
big  downward  dip  which  began  m 1929  and  reached 
maximum  in  1932  was  initiated,  according  to  the  belief 
at  the  time,  externally. 

1407  Would  it  not  also  be  true  that  the  levd  of 
domestic  demand  after  the  war  period  w^  itself  de- 
pendent on  the  success  of  the  export 

mining  a high  level  of  export  earnings? 1 fed  inclmed 

to  agree,  subject  to  correction. 

1408  You  would  agree  on  the  supreme  importance  of 
this  even  in  present  circumstances? — 

Som  the  whole  analysis  that  we  would  be  fa«d  a 
new  position  if  we  did  not,  m fact,  make  the  exports 
which  we  planned  for. 

1409  Would  you  agree  that  the  level  of  exports  which 
you  are  planuing  for  is  dependent  less  on  what  bap^°s 
in  this  country  than  on  what  happens  in  some  other 

countries? Yes  ; and.  as  we  said  this  morning,  ther®  lias 

been  a fairly  regular  level  of  activity  a.broad.  “ 

the  downturn  in  1952  was  due  to  a fall  in  exports  which 
was  not  deliberately  corrected  by  internal  demand. 

1410  Chairman:  These  forecasts  are  assessments  which 

must  be  most  delicate  operations,  and  yet  extremely  im- 
portant?  They  are  not  delicate,  m the  srase  that  the 

probable  errors  are  quite  large ; they  are  dehcate,  m 
sense  that  a good  deal  turns  on  what  you  come  up  with. 

1411  That  is  what  I mean;  and  obviously  we  come 

across  cases  in  your  history  where  things  have  gone  wrong 
from  that  point  of  view.  But  in  the  general  approa^  of 
Government  that  you  are  outlining,  their  responsibility 
for  the  maintenance  and  development  of  the  economy, 
these  forecasts  are  a very  important  element? Yes. 


1412.  At  the  end  of  paragraph  12  you  say:  This  is 

used  to  prepare  regular  assessments  of  that  situation, _ and 
forecasts  of  how  it  is  expected  to  develop.”  The  statisrics 
which  you  collect  are  inevitably  dependent  upon  gettmg 
the  material  from  a great  range  of  the  outside  bodies  in 
the  country,  and  from  organisations  for  the  purpose  which 
I know  you  have.  When  you  get  beyond  the  preparation 
of  the  statistics  to  the  discussion  of  their  interpretaUon, 
which  is  perhaps,  a more  delicate  operation  than  collec- 
tion, how  far  is  .that  an  internal  operation  which  de^n^ 
on  the  Treasury,  the  Board  of  Trade  and  the  Bank?  Is 
there  any  machinery  for  getting  assistance  by  discussion 

with  leading  persons  outside? My  own  ei^erieow  is 

that  there  is  no  systematic  consultation  of  the  kind  to 
which  you  have  referred.  We  have  regular  and  compre- 
hensive reports  from  the  regional  officers  of  the  Board  ol 
Trade  and  the  Ministry  of  Labour,  who  spend  a good 
deal  of  time  discussing  not  only  what  is  going  on,  but 
what  people  think  about  what  is  going  on.  People  m 
positions  like  my  own  take  what  opportunities  we  can  to 
atchange  views  with  people  who  we  thii^  are  ^P®rts  in 
this  field.  An  increasing  amount  is  being  published  as 
the  country  becomes  more  accustomed  to  the  idea  of  what 
we  do.  On  the  external  side  we  get  regular  reporte  from 
overseas  posts,  and,  particularly  in  Paris  and  Washington, 
we  have  people  who  are  specially  charged  with  the  duty 
of  reporting  to  us  on  the  outlook  as  it  is  seen  from  there. 
But  ^ this  is  quite  different  from  any  systematic 
arrangement. 

There  are  a number  of  bodies,  such  as  the  Economic 
Planning  Board,  the  National  Joint  Advisory  Coimcil,  and 
the  National  Production  Advisory  Committee  for  Industry, 
where  representatives  of  Government  and  industry  meet. 
On  the  Planning  Board  there  are  discussions  of  the  outlook 
from  time  to  time.  Though  the  Planning  Board  has  three 
representatives  from  the  Federation  of  British  Industries 
and  three  nominated  by  the  Council  of  the  Trades  Union 
Congress,  I do  not  think  that  it_  is  anything  like  so 
systematic  as  perhaps  you  had  in  mind. 

1413.  I was  trying  to  explore  the  actual  business  of 
interpreting  the  great  deal  of  material  which  you  get 
first  and  which  appears  in  your  statistics.  That  seems  to 
me  ’just  the  kind  of  thing  upon  which  you  may  get 
very  different  readings.  I expect  you  do,  internally ; 
some  other  readings  from  various  sections  outside  the 
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GovernmeQt  circle  might  be  very  valuable.  I know  other 
countries  have  set  up  institutions  rather  of  this  kind,  though 
I do  not  know  how  they  work,  and  I was  wondering 
whether  you  felt  the  need  for  such  a thing  ; whether  there 
would  be  any  advantage,  or  whether  you  think  that  witti 
these  various  contacts  which  you  indicated  you  are  ade- 
quately equipped? — Sir  John  Woods:  Would  not  the 
latest  ideas  of  the  National  Institute  of  Economic  and 

Social  Researdi  meet  the  case  here? In  my  private 

capacity,  as  distinct  from  my  capacity  as  an  official,  I 
have  been  urging  the  establishment  in  this  country  of 
something  rather  like  the  institutes  which  the  Chairman 
referred  to,  which  are  normally  called  Konjunktur  Insti- 
tutes, simply  because  I think  it  is  a mistake  to  have  no  one 
to  criticise  you.  I hope  very  much  that  the  work  which 
is  now  being  embarked  on  by  the  National  Institute,  with 
the  launching  of  which  Sir  John  Woods  had  a good  deal 
to  do,  will  be  fruitful  and  successful.  There  is  one 
difficulty:  the  Government  certainly  ought  to  have,  and 
in  fact,  I think,  has,  the  best  statistics  available ; to  get 
the  best  use  from  this  sort  of  thing  you  would  need  a 
basis  of  as  much  collaboration  as  is  consistent  with  official 
secrecy. 

1414.  Chairman ; Is  that  an  insuperable  difficulty? 

Sir  Robert  Hall:  I do  not  ithink  it  will  be.  We  shall  have 
to  see.  The  Chancellor  of  the  Exchequer  went  to  the 
lunch  which  inaugurated  'this  thing  and  gave  it  bis  best 
wishes. 

1415.  Professor  Cairncross:  Do  you  make  contact  with 

the  economists  in  some  of  the  large  businesses  and  the 
banks,  officially  or  unofficially? ^Yes.  we  do. 

1416.  There  are  no  statistics  about  the  future ; usually 
it  is  much  more  difficult  to  get  something  about  what  is 
going  to  happen  than  it  is  to  get  something  about  what 
has  just  happened.  Are  you  getting  anything  on  that? 

^Yes,  I think  we  do  get  some  help  now.  It  has  been 

a striking  development  in  this  country  in  the  post-war 
period  that  big  businesses  and  banks  have  begun  to  set 
up  departments  who  think  in  these  terms,  and  all  speak 
the  same  language  as  one  does  oneself. 

1417.  Sir  Oliver  Franks:  If  for  the  reasons  we  wrae 

talking  about  the  movement  of  prices  and  costs  has  been 
rather  rapid,  is  it  not  true  that  this  important  element, 
which  has  come  relatively  low  on  the  list  of  priorities  for 
major  Government  action,  has  been  responsible  for  two 
things?  First,  there  has  been  a slowly,  but  in  the  last 
three  years  or  so  quite  noticeably,  gi'owing  distrust  of 
the  currency,  not  simply  outade  but  inside.  People  have 
begun  to  ffiat  holding  money  is  not  such  a good 

thing  to  do.  It  takes  a long  while  for  a habit  like 
that  to  form,  but  it  has  begun  to  form ; and  I suppose 
the  rapidity  of  the  rise  in  costs  and  prices  in  relation 
to  'the  rise  in  production  has  been  very  largely  responsi- 
ble. Secondly,  this  sapping  of  domestic  confidence  in 
money  has  prcffiuced  a lack  of  confidence  abroad,  which 
has  led  to  the  movements  of  money  that  we  have  seen  in 
the  last  three  or  four  months.  As  I understand  it,  the 
trading  position  in  Britain  has  been  quite  good  in  those 
months ; it  is  the  banking  position  that  has  been  bad, 
and  the  movements  in  the  banking  position  have  really 
been  due,  df  one  simplifies,  to  such  causes  as  I have 
enumerated.  It  appears  to  me  that  when  this  relatively 
under-emphasised  element  in  the  economy  had  gone  a 
certain  length  and  the  results  became  sufficiently  notice- 
able, history  caught  up  with  us,  •in  our  usual  way,  not 
at  home  but  in  our  external  relaticms  on  the  gold  and 
dollar  reserves.  Is  it,  therefore,  fair  to  read  this  last 
set  of  difficulties  on  the  gold  and  dollar  reserves  in  the 
light  of  a historic  commentary  on  what  we  were  dis- 
cussing?  Sir  Robert  Hall:  It  is,  I think,  perfectly 

true  that  there  has  been  a growing  awareness  of  the 
weaknesses  on  the  price  side.  I found  myself  very  much 
in  agreement  with  a recent  discussion  at  the  Economic 
Planning  Board,  where  it  was  said  .that  the  new  feature  of 
the  situation  was  not  so  much  that  prices  were  still  rising 
but  that  people  had  at  last  begun  to  believe  that  they 
were  going  to  go  on  rising.  Always  until  now  people 
have  thought : “ The  Government  will  do  something 
about  it,  if  not  now,  tomorrow”.  I thiiik.  that  part  of 
the  run  on  the  reserves  in  the  last  few  months  was 
associated  with  the  belief  that  the  deutschmaik  was  going 
to  be  re-valued ; to  some  extent  it  was  speculation  out 
of  currencies,  one  of  which  was  sterling,  which  was  an 


easy  one  to  go  out  of.  I think  it  also  reflected  uncer- 
tainties about  the  long  term  position.  Indeed  one  of  the 
dilemmas  in  which  the  Government  tends  to  be  placed 
is  that  if  we  call  attention,  as  we  may  well  wish  to  do, 
to  the  seriousness  of  the  thing  from  an  internal  point  of 
view,  we  produce  speculative  movements  against  us  which 
we  do  not  want.  But  I think  that,  subject  to  the  quali- 
fication about  Germany,  there  is  a good  deal  in  what  you 
sa.y. Sir  Roger  Makins : 1 would  support  what  Sir  Robert 
Hall  says  about  that.  The  factors  which  you  mentioned, 

I agree,  are  important,  but  I do  not  think  they  should 
be  regarded  as  exclusive.  Another  factOir,  for  example, 
is  the  drawing  down  of  the  sterling  balances  by  offier 
countries  in  ffie  sterling  area.  The  total  judgment  and 
degree  of  confidence  which  is  shown  externally  in  our 
position  is  made  up  of  a combination  of  factors,  and 
what  is  the  controlling  one  in  any  particular  circumstance 
or  situation  is  very  difficult  fo  determine.  The  question 
of  confidence  is  the  most  difficult  of  all. — Sir  Oliver 
Franks:  I accept  that  there  are  more  elements  in  the  situa- 
tion than  the  two  that  I named  ; I should  be  more  doubt- 
ful about  accepting  the  view  that  it  was  difficult  to  identify 
the  controlling  ones. 

1418.  Professor  Cairncross:  Para^aph  15  raises  the 

issue  of  predicting  personal  expenditure,  which  is  said 
to  move  roughly  with  income.  1 thought  some  of  the 
recent  experience  in  the  United  States  suggested  that  this 
could  become  one  of  the  most  incalculable  of  relation- 
ships?  Sir  Robert  Hall:  It  is  true  that  there  are  these 

very  odd  movements  of  personal  savings  in  recent  years. 
We  still  do  not  know  what  actually  happened  about 
the  jump  between  1951  and  1952.  This  is  very  much 
telescoped  as  to  the  processes  that  go  on. 

1419.  In  the  same  paragraph;  the  expenditure  inten- 

tions of  public  authorities,  including  the  local  authorities 
and  not  just  the  nation^sed  industries,  are  no  doubt 
fairly  accurately  known  in  advance  of  action  to  raise 
or  to  restrict  investment.  But  how  accurately  are  they 
known  when  a change  in  the  policy  takes  place?  Does 
it  take  rather  a long  time? ^There  are  time  lags,  cer- 

tainly. We  were  quite  pleased  with  the  response  from 
the  middle  of  1955  onwards,  when  investment  in  .the  public 
sector  did  respond.  Of  course,  we  have  terrific  argu- 
ments about  stopping  work  in  progress.  But  you  are 
quite  right  to  say  that  there  is  a problem  involved  in  a 
change  of  policy ; and,  as  you  can  see  from  the  first 
sentence,  if  you  take  public  authorities  in  the  wide  sense, 
realistd  escpkiditure  does  often  differ  from  what  were 
told  it  was  going  to  be. 

1420.  I was  interested  in  the  qualification.  I have 
observed  these  differences  in  trying  to  control  even  public 
expen'diture.  I take  it  that  the  .biggest  uncertainty  prob- 
ably surrounds  private  investment.  It  is  very  hard  to 
say  a year  in  advance  what  change  is  likely  to  occur  in 

private  investment,  even  with  sample  enquiries? ^It  is 

hard  to  get  at  it  accurately.  We  have  been  working  very 
hard  on  this,  and  we  thinik-  we  are  doing  a bit  better  on 
it.  The  Board  of  Trade  has  taken  a lot  of  trouble  to 
give  us  sample  inquiries,  and  the  Ministry  of  Works  are 
pretty  closely  in  touch  with  feeling  in  the  building  in- 
dustry which  is  consistently  more  “ bearish  ” than  the 
facts  of  the  situation  warrant.  They  always ' say  they 
are  going  to  have  a slump.  We  also  try  and  get  what 
we  can  from  the  production  authorities  in  the  capital 
goods  industries,  but  it  is  a very  complex  process,  involving 
some  firm  figures  and  some  that  you  feel  doubtful  about ; 
with  some,  in  the  end,  it  is  one’s  own  judgment  from 
the  feeling  of  the  thing  about  how  things  will  go. 

1421.  Chairman:  Would  you  agree  that  of  all  these 

forms  of  expenditure  that  you  list  here  investment  in 
stocks  is  much  the  most  difficult  to  predict? ^Yes. 

1422.  Professor  Sayers:  You  were  saying  this  morning 
that  there  were  great  deficiencies  in  the  statistics  of 
savings,  and  telling  us  how  you  were  trying  to  overcome 
those  deficiencies.  You  say  here  that  '*  personal  current 
expenditure  can  be  expected  to  move  roughly  with 
income  ” ; is  there  any  statistical  basis  for  that  which  is 

at  all  reliable? “Roughly”  is  a good  saving  word; 

but  there  is  a oorrrelation.  By  the  end  of  the  year  we 
have  a fairly  good  idea  of  what  the  aggregate  of  wages 
is  likely  to  be  in  the  following  year,  and  we  deduce  a 
figure  for  other  incomes,  particularly  the  profit  element, 
which  has  to  be  consistent  with  the  whole  forecast.  If 
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the  aggregate  is  up,  say,  by  5 per  ceut.,  I that  the 

aggregate  of  actual  expeuditure  will  be  not  too  far  away 
5 per  cent,  up ; it  is  not  likely  to  be  minus  5 per 
cent,  or  plus  15  per  cent 

1423.  But  there  have  been  some  odd  things  in  the 
savings  figures,  as  shown  later  in  the  paper ; are  you 
reasonably  confident  that  they  are  not  just  accidents  m 

the  composition  of  the  statistics? ^When  we  get  a 

marked  and  unexpected  jump  it  makes  us  wonder  a good 
deal  about  that  bit  of  the  statistics.  On  the  other  hand, 
where  the  series  is  reasonably  regular  we  feel  more  con- 
fidence in  them. 

1424.  Professor  Cairncross:  Is  it  not  tree,  however,  that 

the  discontinuities  you  have  on  the  savings  side  are  not 
matched  by  similar  discontinuities  oa  the  capiUl  fomia- 
tion  side?  You  had  throughout  the  period  a steady  in- 
crease of  capital  formation,  and  in  the  proportion  of  re- 
sources engaged  on  capital  formation.  You  only  have  to 
explain  who  did  the  saving,  and  your  puzzlement,  _ pre- 
sumably, is  how  it  was  that  private  savings  stepped  m as 
Government  savings  stepped  out? ^Yes. 

1425.  In  paragraph  16  you  imply  that  you  compare 
your  forecast  of  demand  with  some  forecast  of  production  ; 
later  you  explain  that  the  higher  the  pressure  of  dempd 
the  faster  the  growth  of  production.  Those  things  then 
become  tangled  up ; you  cannot  tell  what  production  will 
be  until  you  know  what  the  demand  is.  and  cme  wonders 
how  you  do  the  operation?  You  have  not  two 
pendent  quantities  but  two  that  are  inter-related?-; — ^^le 
third  sentence  says:  “The  same  is  true  in  estimatmg 
supply  possibilifies  ”,  rather  than  supply  realisaUons.  The 
thought  is  that  until  the  economy  is  at  full  cajacity  the 
out-turn  will  be  primarily  determined  by  the  demand;  as 
you  approach  full  capacity  the  out-turn  is  determmed 
by  the  capacity. 

1426.  Do  you  assume  some  normal  increment  in  pro- 
ductivity from  year  to  year? ^We  do  a lot  of  things 


in  trying  to  get  at  that.  We  have  brfore  us  tbe  record 
of  the  past,  which  is  probably  the  best  thing  we 
on  • then  we  check  that  by  sector  analyses  to  see  whedier 
there  will  be  a bottleneck:  m me  cases  wnere  we  know 
fairly  closely.  In  most  of  the  basic  mdustnes  we  knw 
pret^  weU  what  the  supply  capacities  actuaUy  are.  We 
med  to  check  it  by  imports  and  raw  material 
though  more  recently  &ey  have  been  able  to  get  the  raw 
materials. 

1427.  That  sort  of  bottleneck  was  never  rigid.  You 

were  never  faced  with  absolutely  fixed  factors? ^Not 

fixed  factors  but  you  have  to  take  them  into  account. 
For  example,  in  1947  we  had  a 'bottleneck  which  was  very 
rigid. 

1428.  But,  surely,  less  than  was_  thought ; just  as  in 
1956  indtistry  was  remarkably  efficient  in  finding  substi- 

•tutes  for  oU? agree  that  the  further  we  get  away 

from  the  end  of  the  war,  the  greater  degree  of  flexibih^ 
there  has  been  in  the  world  economic  system  as  a whole. 

I tffink  that  there  is  nevertheless  some  validity  in  making 
this  comparison  between  what  people  will  try  to  buy  and 
what  the  economy  can  produce  for  them  to  buy. 

1429.  Do  you  believe  that,  if  you  maintain  a certain 

degree  of  pressure  of  demand  on  the  economy,  you  can 
then  rely  on  an  annual  increment  of  output  of  some  f^ly 
fixed  dimension  from  year  to  year? ^We  would  hesi- 

tate very  much  before  we  would  make  a statement  like 
that  We  try  hard  not  to  make  such  statements.  We 
have  a prejudice  against  taking  what  might  be  regarded 
as  a view  that  there  are  rigid  laws  to  which  the  economy 
has  to  conform. 

1430.  You  will  be  aware  that  a number  of  economists 

hold  the  view  ithat  if  you  only  make  the  pressure  sufficient 
supply  will  rise  more  than  enough  to  deal  with  the  con- 
sequent inflation? We  do  not  take  that  view. 

Chairman : 1 think  perhaps  we  ought  to  break  off  now. 
We  will  continue  from  iliis  point  next  week. 


(Adiourned  until  Thursday,  24th  October,  1957,  at  10.30  o.m.) 
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1431.  Chairman'.  Sir  Roger,  you  have  given  us  two 
supplementary  papers,  one  on  Parliamentary  Control  of 
the  Fiduciary  Issue  and  the  other  on  Investment  by  Public 
Corporations*,  which  we  will  look  at  further,  and  see  if 

there  is  anything  we  want  to  ask  about  them  later. Sir 

Roger  Makins:  We  are  preparing  now  two  papers  on  the 
©eternal  aspects  of  the  problems  you  are  considering.  The 
first  will  deal  with  the  sterling  area  ; the  second  deals  in  a 
more  general  way  with  the  relationship  between  the 
internal  and  the  external  aspects.  These  will  be  ready  as 
soon  as  possible. 

1432.  Chairman:  Thank  you.  We  go  on  with  paragraph 
16  of  your  paper  on  Monetary  Policy  and  the  Control  of 

Economic  Conditionst Mr.  Jones : I wonder  whether 

the  Treasury  could  give  us  a quantitative  assessment  of 
Treasury  policy  in  this  particular  field.  What  do  they 
expect  to  achieve  by  cutting  back  investment  in  certain 
fields?—— Sir  Robert  Hall:  At  any  particular  moment 
we  try  to  assess  the  total  load  on  the  system,  looking  at 
the  likely  level  of  consumption,  the  likely  level  of  Govern- 
ment expenditure,  the  amount  which  we  wish  to  go  to 
the  balance  of  payments  and  the  amount  which  is  likely 
to  be  taken  by  investment.  Such  assessments  might  lead 
to  the  view  that  the  economy  was  either  under  too  much 
pressure  or  under  too  little  pressure.  The  first  intention 
of  cutting  back  investment  would  be  to  relieve  some  of 
the  pressure,  just  as  you  might  relieve  the  pressure  in  one 
of  the  other  fields,  to  take  some  of  the  strain  off  the 
system. 

1433.  In  1954  there  was  an  investment  boom,  that  was 
encouraged  by  the  Government  and  that  continued  until 
the  early  months  of  1955.  The  economy  should  have  been 
strengthened  in  consequence  of  that  investment.  But, 
following  that,  we  had  the  dearer  money  policy  which  was 
operated  at  that  particular  time  by  the  Government.  Bank 
Rate  went  up  from  3 to  and  ultimately  to  5i  per  cent. 
Instead  of  getting  any  advantage  from  the  investment  that 
had  taken  place  in  1954,  you  not  only  cut  back  investment, 
but  curtailed  and  stagnated  productivity.  To  what  extent 
is  that  going  to  help  the  solution  of  the  problems  with 

which  we  have  to  deal? ^It  is  rather  a complicated  story. 

The  tendency  of  the  measures  adopted  in  1955  to  cut  back 
investment  was,  in  accordance  with  the  point  that  I was 
cxplaimng  in  reply  to  the  previous  question,  because  of 
a judgment  that  the  economy  either  was,  or  was  in  danger 
of  being,  overloaded.  You  cannot  just  push  on  with  one 
thing  at  the  expense  of  all  the  others.  The  problem  is 
always  to  get  what  is  judged  to  be  a reasonable  balance 
between  the  various  kinds  of  load.  It  was  judged  that  the 
investment  boom  that  was  taking  place  was  overloading 
the  economy  and,  among  other  things,  having  an  adverse 
effect  on  the  balance  of  payments. 

1434.  Chairman:  What  do  you  regard  as  the  prime 

indicators  of  overload  of  the  economy? -We  have  in  the 

• Memoranda  of  Evidence  Part  II  Nos.  5 and  4 respectively. 

t Memoranda  of  Evidence  Part  II  No.  6. 
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past  used  indicators  falling  into  three  groups.  First,  the 
movement  of  the  balance  of  payments  surplus:  an  over- 
load tends  to  ease  itself  at  the  expense  of  the  balance  of 
payments,  holding  in  things  that  you  hoped  would  have 
been  exported  or  drawing  in  things  you  hoped  would  not 
have  been  imported.  That  has  always  been  a very  import- 
ant factor  in  our  assessment.  Secondly,  the  labour  market ; 
the  movement  of  unemployment,  of  unfilled  vacancies  and 
of  the  total  labour  force,  which  we  were  discussing  last 
time.  Thirdly,  the  movement  of  the  general  economy: 
for  example,  we  would  think  that,  if  the  trend  in  output 
which  had  been  rising  at  a particular  rate  was  moderating, 
we  could  regard  that  as  a sign  of  easing,  and,  up  to  the 
point  of  full  capacity,  we  would  regard  a movement  in  the 
other  direction  as  a sign  that  pressure  was  coming  on. 
We  look  at  one  year  in  relation  to  the  previous  one.  For 
example,  we  felt  that  the  pressure  throughout  1956  was 
somewhat  less  than  the  pressure  in  1955  because  industrial 
production  was  practically  stable  in  that  year,  although 
investment  had  been  fairly  high.  The  economy  looked  as 
if  it  had  more  capacity ; but,  as  it  was  not  producing  any 
more,  it  seemed  to  indicate  that  there  was  less  pressure 
in  the  system. 

1435.  Mr.  Jones  : The  proposal  is  to  use  monetary 
measures  to  strengthen  the  economy.  If  you  build  up  in- 
vestment, the  purpose  is  to  secure  greater  productivity. 
Under  monetary  controls  you  could  build  up  pro- 
ductivity in  all  sorts  of  industries,  whether  valuable  or 
a burden  on  the  economy.  Is  it  better  to  have  an  invest- 
ment policy  programme  serving  the  essential  industry 
of  the  country  on  the  basis  of  the  operation  of  direct 
controls,  or  do  you  consider  that  you  can  secure  that 

end  by  monetary  methods? Sir  Robert  Hall:  Those 

questions  get  us  into  the  field  of  policy  judgment,  where, 
as  Sir  Roger  has  pointed  out,  civil  servants  are  no  more 
competent  to  speak  than  anybody  else. — Sir  Roger 
Makins:  We  have  set  out  in  these  pa^rs  various  element 
which  enter  into  the  judgment  at  particular  times  on  parti- 
cular policies.  The  weight  that  you  give  at  any  particular 
time  to  any  particular  aspect  or  factor  is  a question  of 
judgment.  The  judgment,  the  balance  between  those  ele- 
ments, is  something  which  is  the  decision  of  the 
Government. 

1436.  This  is  not  a question  of  Government  policy,  or  of 
an  attitude  that  a Government  of  the  day  may  be  pursu- 
ing, whatever  the  colour  of  that  Government  may  be.  We 
are  talking  to  experts  in  this  particular  field  about  mone- 
tary activity  and  monetary  functions.  Arising  out  of  the 
experience  of  the  Treasury,  we  want,  if  we  can,  to  learn 
from  them  which  they  consider  would  be  the  more  effective 
in  a certain  set  of  circumstances.  Is  it  not  the  economy 
of  the  country  with  which  we  are  concerned?  Is  not 
&at  the  sort  of  thing  the  Government  expects  us  to  report 

upon  finally? Sir  Robert  Hall:  Your  question  is 

whether  monetary  policy,  which  selects  projects  by  criteria 
of  profitability,  or  by  the  choice  of  the  system  as  a whole, 

H 
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Bives  you  a better  or  a worse  distribution 
than  the  adoption  of  some  other  criteria,  which  you  liave 
refTrred  to  conveniently  as  “essential”  or  “loessenha 
T think  I must  repeat,  if  I shall  not  weary  you,  what  I 
tried  to  say  when  we  were  discussing  the  Capital  I^ues 
Committee.  It  is  not  a clear  cut  busings  to 
is  essential  and  what  is  not  essential.  If  ^ f of 
you  two  examples:  when  we  look  at  the  development  of 
the  economy  we  may  think  *at  the  general  ohjechves 
which  are  agreed  on  are  going  to  be  hindered  by  a short 
age  of  a particular  type  of  product,  as  it  might 
steel  • or  during  the  Suez  crisis  we  were  very  much  afraid 
that  there  would  be  a shortage  of  oil.  In  a case 
I suppose  that  there  would  not  be  any  disagreement  as  to 
the  durability  of  paying  particular  attention  to  this  prob- 
lem It  would  follow  from  the  fact  that  there  was  not 
very  much  disagreement  about  the  need  to  ®arry  on  the 
economy  of  the  country  that  special  efforts  should  be 
made  to  get  something  the  lack  of  which  would  cause  a 
fall  back  in  the  economy.  But  when  you  get  'uto  a 
balanced  situation,  where  the  economy  has  a reasonable 
degree  of  flexibility  and  where  you  do  not  expect  &at 
pressure  could  come  because  of  a shortage  of 
cular  and  easily  identifiable  factor  or  component,  it  be 
comes  very  difficult  for  anybody  to  say  ffiat  this  is  «sen- 
tial  and  that  that  is  inessential.  Take  the  case  of  food, 
if  yJS  have  nothing  to  eat  and  yon  “e  very  short  of 
money  you  may  say  that  bread  « 

hcome  rises  you  begin  to  diversify  your  diet,  and  you 
would  hardly  s&y  that  things  which  would  be  regarded  as 
creat  luxuries  with  a very  backward  standard  of  living  were 
Lvertheless  inessential  when  you  had  already  sahsfied  your 
demands  for  the  more  essential  things. 
relative  term  that  it  does  not  seem  to 
easy  as  I think  your  question  imphes  to  identify  the  essen 
tial  and  unessential. 


1437.  Suppose  that  a lamily  are  earning  « 
they  are  spending  £X  pins ; it  they  want  to  balance 
thel  domestic  economy  they  “hsider  how  they  shon^^ 
reduce  to  £X ; the  Micawber  philosophy.  Would  not  a 
sensible  family  cut  out  the  things  that  were  less  ®ssentml 
to  the  wellbeing  of  their  economy,  to  the  advantage  of  the 
things  that  were  essential?  Could  not  that  probable  ov  - 
simplification  as  an  illustration  be  apphed  to  the  ®®™o™y 

of  the  nation? Would  you  not  find  that  ditterent 

families  cut  different  things?  Some  would  8"'® 
ettes  first  and  some  would  give  them  up  almost  last.  If 
a lamfi  es  behaved  in  exactly  the  same  way  it  would  be 
?toSeTtbL  it  is  in  a community  which  has  a feat 
of  families  and  a great  variety  of  individuals.  There  is 
sometimes  a simple  situation  in  which  you  can,  without 
m^h  fear  of  being  out  of  touch  with  [public  opinion, 
decide  that  some  things  ought  to  have  prif  ity 
but  when  you  have  a balanced  systern,  where  you  can  get 
«nmp  levels  of  output  in  a variety  of  different  way®< 
you  are  faced  with  much  more  coipplex 
I am  afraid  I must  take  refuge  in  saying  I regard  as 
political.  I cannot  feel  that  an  expert  knows  more 
fhan  anybody  else  about  the  way  people- are  going  to  try 
to  get  the  best  use  out  of  their  resources. 

1438.  Chairman:  At  the  top  or  bottom  of 
whichever  way  you  like  to  put  it— there  are 
ditures  which  everyone  would  regard  as  essential,  _ bu 
when  yoThave  to  consider  what  can  be  cofained  m a 
limited  list  you  get  margins  in  which  the  clear  idea  of 
what  is  essential  fades  into  a difference  of  choice  between 
different  people? ^Ycs,  exactly. 

1439  Mr.  Woodcock:  You  said  that  indications  of 
overloading  were  to  be  found  in  three  groups  of  f 
♦ . tVi»  hfllance  of  payments,  demand  for  labour,  and 

‘p%Vuct„“ATre1a?ds^hebnlancc^D^^^^^^^^ 

Quickly  discover  whether  you  are  lu  or  out  of  balance. 

1440.  The  demand  for  labour  is  perhaps  pretty  wen 
brought  to  your  notice,  although  I have  some  reservation 
St  that  - everybody  knows  that  at  certam  times  people 
Sake  demands  on  to  labour  exchange  that  Probably  they 
would  not  wish  to  have  fufflUed,  so  perhaps  that  is  not 
yay  accurate.  But  when  yon  come  to  production  surely 
you  ate  a long  way  behind  the  events?  -It 
difacrult  at  any  moment  to  say  precirely  "f*' 'b' F°™ 
tlvity  capacity  of  the  economy  is.  One  of  the  w 

look  at  is  the  divergence  from  any  trends  there  might  be. 


1441.  How  readily  can  you  get  that? — -We 

index  of  production  figures  from  two  or  three  mont^ 

late,  and  the  national  income  fibres,  which  we  are  now 

trying  to  do  quarterly,  between  three 

There  is  undoubtedly  a time  lag  but  I ffimk 

not  prevent  us  from  being  able  at  most  times  to  say  that 

there  was  a trend  one  way  or  the  other. 

1442.  When  you  see  that  you  are  out  of  balance  you  do 
not  from  that  know  very  much  about  the  cause  of  your 
lack  of  balance.  It  may  be  the  result  of  a worseiung  of 
the  terms  of  trade  which  does  not  involve  any  alteration 
in  the  structure  of  demand  in  this  country,  or  it  inay  be 
due  to  an  excess  or  an  increase  m the  importation  of 
goods  for  consumption  or  stocks.  It  is  the  same  with 
demand  for  labour  too.  All  these  things  are  very  general? 

Certainly.  I think  the  latter  part  of  our  paper  shews 

that  this  is  anything  hut  an  exact  science.  I am  just  trying 
to  explain  what  we  go  on.  That  is  the  best  we  can  do 
on.  the  statistics.  We  try  to  keep  in  touch  with  what  is 
going  on  in  the  field  by  getting  extensive  reports  frorn 
the  Ministry  of  Labour  and  the  Board  of  Trade  regional 
representatives.  They  are  a rather  more  sensitive  indwa- 
tor  because  they  talk  to  industries  from  day  to  day._  But 
there  are  always  considerable  lags  and  uncertainties  in  the 
information. 

1443  Might  it  be  that  the  information  you  have  and 
the  way  in  which  you  get  the  information  would  almost 
inevitably  drive  a government  to  prefer  a similarly  general 
solution?  Is  the  choice  of  a monetary  solution  not  entirely 
a matter  of  judgment  of  qualities  but  based  to  a large 

extent  on  lack  of  information?- 1 think  there  is  an 

element  of  that,  though  not  quite  in  the  sense  you  are 
using  it.  A detailed  solution  requires  a good  deal  ot 
detailed  knowledge  about  the  circumstances  of  particular 
industries  or  even  of  particular  businesses.  During  the 
war  the  Government  had  extremely  detailed  information 
about  practically  everything  that  was  ^ 

economy.  There  was  a complex  sys  em  controls  and 
the  Government  did,  in  fact,  take  fairly 
The  basis  of  that  was,  I -think,  that  the  whole  community 
had  decided  that  what  was  essential  ww  to  wm  file  war^ 
Now  rightly  or  wrongly,  the  Governments  of  both  pariws 
hi  the  postwar  period  have  reduced  very  much  the 
inoaratus  for  finding  out  exactly  what  was  going  on  in 
S way  Speaking  from  the  point  of  view  of  an 
Administrator  whose  Ministers  will  have  to  stand  up  m 
Parliament  and  defend  what  his  officials  have  oo^®i  ^ 
think  one  would  get  very  cold  feet  at  the  thought  of  taking 

difficulty  a.s  well  as  a theoretical  or  philosophical  dilliculiy. 


1444  It  is  said  in  the  paper  that  mon®tary^control  would 
have  its  effect  first  mainly  on  investment.  Surely  ‘t  ®^8tt 
tr»  nossible  to  make  a decision  as  between  investment 
Sd  cSmptto  without  solus  into, there  reflno^ 
How  effective  is  monetary  control  in  Jo  th 

problem? Sir  Oliver  Franks:  This  is  a diffemnt  po 

The  discussion  so  far  has  been  on  problems  within  m 
hivestment  field.  When  we  begin  looking  at  the 

the  whole  investment  field  to  the  whole  field  of  co_ 
Su!pto?aS.d'°aS?  Tueations  ->hc,  m 

relation  to  that,  the  answers  are  elearly  hiffetent.  I tmuK 
it  U coititnon  iound  that  the  first  mcidence  of  monetary 

been  discussing  so  far  this  morning? Yes. 

1445  Mr  Woodcock:  But  that  bears  on,  the  use  of 

in  favour  of  or  against  monetary  poUcy?  I would  regard 
that  as  a political  decision. 

1446  Professor  Sayers:  Would  you  not  also  say  that 
if  the  nation  makes  up  its  mind  that  it  wants  the  axe  to 
fall  partly  on  consumption,  there  are  other 

brought  into  play,  one  of  them  obviously  budget  p^icy? 
Tn  dMlins  with  any  particular  conjuncture  it  is  the  whole 
«r^pt?  bSy  of  weapons,  monetary  and  others,  that 
has  to  be  considered? Certainly. 
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1447.  Professor  Cairncross:  In  the  past  the  assumption 
was  that  the  variable  element  tended  to  be  investment,  and 
that  something  needed  to  be  brought  to  bear  on  investment 
to  stabilise  it.  Would  you  agree  that  in  present  circum- 
stances the  decision  may  be  the  different  one  of  the  level 
of  investment  compared  with  the  level  of  consumption  in 

a national  income  which  is  itself  fairly  stable? 

Certainly. 

1448.  Sir  Oliver  Franks:  It  is  important  that  we  should 
know  what  we  mean  by  the  word  “ political  ”.  I do  not 
think  we  mean  party  political.  What  we  mean  is  some- 
thing rather  different,  that  there  are  certain  decisions  which 
involve  values,  perhaps  social  values,  which  when  made 
are  essentially  matters  of  opinion  rather  than  of  adminis- 
tration, about  which  it  is  possible  to  differ  with- 
out proof  or  disproof.  If  that  is  what  we  mean  by 
“political”  we  are  really  using  it  as  the  adjective  to  the 
noun  “ policy  Is  it  not  possible  to  do  a little  more 
about  what  we  are  calling  political  or  policy  decisions 
than  simply  to  say  that  this  is  where  the  civil  servant  has 
to  refrain  from  speaking?  One  can  carry  an  analysis  of 
the  elements  which  go  into  policy  decisions  quite  far 
without  necessarily  having  to  get  to  the  point  of  saying 
which  way  the  ingredients  or  the  elements  ought  to  be 
added  up,  which  I think  you  feel,  probably  very  properly, 
that  is  not  for  people  in  the  Government  service  to  do? 

Sir  Roger  Makins:  This  does  not  really  permit  of 

exact  definition.  Obviously  there  is  a " grey  ” area  here 
into  which  we  will  advance  as  far  as  we  can. — Sir  Robert 
Hall:  I am  grateful  to  you  for  explaining  the  sense  in 
which  we  use  the  word  “ political  “ Political  ” decisions 
for  us  are  policy  decisions  which  ought  to  be  made  by 
Ministers  irrespective  of  the  political  complexion  of  a 
particular  Minister. 

1449.  When  we  have  said  that,  this  question  about  the 
relative  effectiveness  of  monetary  controls  as  opposed 
to  other  instruments,  e.g.  direct  controls  and  controls  such 
as  those  now  being  exercised  on  the  banks,  is  something 
very  much  within  the  purview  of  this  Committee.  May 
we  hope  therefore  that  on  this  the  “ grey  ” area  will  be 
extended  for  the  purposes  of  discussion  as  far  as  possible, 
because  it  is  clearly  an  important  set  of  issues  for  us? 

Sir  Roger  Makins:  We  will  extend  it  as  far  as  we 

can. 


1450.  Professor  Sayers:  Are  you  saying  that  in  attempt- 
ing to  regulate  the  pressure  on  the  economy  the  authorities 
use  various  weapons,  among  them  fiscal  and  also  monetary, 
and  that  they  expect  the  monetary  weapons  to  operate,  in 
the  first  place  at  any  rate,  on  the  investment  part  of 
production,  and  that  that  has  some  advantage  in  that  it  is 
the  investment  part  that  tends  most  easily  to  run  away, 

either  upward  or  downward? Sir  Robert  Hall:  On  the 

first  part  of  your  question  our  general  ideas  are  set  out 
in  more  detail  in  Part  II  of  the  paper,  but  I agree  that 
it  is  broadly  true  that  the  substantial  effect  of  monetary 
decisions  is  on  investment.  I would  also  agree  that,  if 
you  want  to  run  the  economy  as  we  have  tried  to  run  it, 
on  a level  base,  investment  is  more  likely  to  show  sub- 
stantial or  significant  swings  than  other  components  ; of 
course,  we  may  be  deliberately  affecting  another  com- 
ponent, but  the  uncontrollable  elemenit  of  swing  would  be 
more  in  that  field. 

1451.  And  your  whole  attention  is  concentrated  on  the 
amount  of  pressure  for  the  use  of  resources?  You  are 
not  thinking,  at  any  rate  primarily,  of  the  behaviour  of 

the  price  level? ^I  gave  my  complete  views  on  that  in 

OUT  discussion  last  time  on  the  17th  October. 


1452.  Professor  Cairncross:  In  trying  to  operate  on 
investment  you  presumably  have  in  mind  the  simultaneous 
effect  of  investment  on  productivity  and  growth  in  the 
economy.  How  seriously  would  you  take  lhat?  Would 
you  agree  that  a large  part  of  investment  is  in  the  form 
of  assets  that  are  identical  with  assets  already  existing, 
and  so  is  not  likely  to  have  any  marked  effect  on  produc- 
tivity, although  it  might  have  an  effect  on  output? — — 
That  seems  to  be  an  over-simplification.  _ It  seems  to  imply 
that  additional  investment  is  a duplication  of  existmg  m- 
vestmenL 


1453  Is  that  not  so?  Are  not  the  houses  and  power 
stations  that  are  put  up  today  rather  like  those  that 

were  put  up  ten  years  ago? Housing  is  a difficult  field  ; 

but  I think  it  is  extremely  hard  to  say  that  a new  piece 
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of  industrial  investment  is  either  a duplication  of  an  exist- 
ing piece  of  investment  or  a new  one.  My  own  view  is 
that  a great  deal  of  industrial  investment  would  be  re- 
garded by  those  who  are  putting  it  in  as  an  improvement 
on  what  it  replaced ; that  is  to  say,  they  would  regard  it 
as  having  higher  productivity,  If  you  tWnk,  for  example, 
of  the  steel  mills  that  are  going  out  of  existence,  surely 
the  output  in  relation  to  the  input  would  be  much  greater 
from  the  new  steel  mills  than  it  was  from  the  obsolete 
ones. 

1454.  Certainly  that  would  be  true;  but  if  you  were 
locking  for  mainsprings  of  higher  productivity  in  the 
economy,  would  you  agree  that  these  fr^uently  take  the 
form  of  some  effort  on  a small  scale,  involving  a good 
deal  of  development  work  but  not  a great  deal  of  invest- 
ment in  the  initial  stages?  There  might  subsequently 
be  a high  level  of  investment  in  giving  effect  to  these  in- 
novations, reproducing  assets  which  have  been  tested  and 
in  use  for  a period  of  time,  but  without  a prior  stage  of 
development  the  investment  would  not  fructify  in  any 
substantial  improvement  in  the  productivity  of  the  com- 
munity. These  earlier  stages  may  be  embarrassed  if 
finance  is  cut  off  from  the  development,  through  restrictions 
on  bank  lending  or  in  other  ways.  The  incidence  of 
particular  device  of  moneta^  policy  on  the  two  stages 
leading  to  higher  productivity  need  not  be  the  same. 
If  you  have  a higher  rate  of  interest,  the  chances  are  that 
your  power  stations  will  still  be  built,  but  if  you  have 
restrictions  on  lending  and  the  availability  of  finance, 
certain  forms  of  investment  may  never  take  place.  Would 
you  agree  with  that?— — Yes.  I think  that  the  Govern- 
ment would  not  disagree  with  you.  They  kept  an  invest- 
ment allO'Wance  on  for  research  and  development  expendi- 
ture, which  seemed  to  imply  some  attempt  to  maintain  this. 

1455.  The  investment  allowance  is  only  earned  if  you 
are  already  making  a pr<^t.  If  you  are  a business  that 
is  only  in  the  initial  stages  and  not  making  a profit,  you 
do  not  get  the  investment  allowance  and  you  may  be 
unable  to  raise  the  necessary  capital.  Does  not  a sub- 
stantial part  of  the  improvements  in  productivity  result 
from  the  efforts  of  smaller  firms,  many  of  them  new? 

1 have  the  impression  that  a great  deal  of  innovation 

in  this  country  comes  from  research  and  development  by 
the  very  big  firms. 

1456.  Sir  John  Woods:  It  sounds  to  me  as  if  some  of 

my  colleagues  may  be  of  the  opinion  that  Governments 
somehow  have  something  against  investment.  I would 
have  thought  that  nobody  wants  to  cut  investment.  When 
we  have  had  these  recurrent  bouts  of  fever  since  the  war, 
it  has  been  found  inescapable  in  fact  to  do  something 
about  investment,  whether  by  physical  controls  or  by  the 
use  of  monetary  methods.  We  have  had  to  cure  the 
economic  situation,  usually  arising  from  the  balance  of 
payments,  and  in  order  to  do  it  we  have  had  in 

the  short  run  to  do  something  which  everybody 
agrees  is  disadvantageous  in  the  longer  run.  Would 

you  agree  that  that  is  a fair  assessment  of  the 

dilemma? 1 certainly  agree  that  cutting  back 

does  not  imply  that  we  are  against  the  whole  activity 
that  we  are  cutting  back.  In  all  this  field  we  are  trying 
to  arrive  at  a balance  by  cutting  the  minimum  possible 
off  various  places.  I think  everybody  would  agree  that 
a high  investment  economy  is  in  itself  a desirable  thing, 
and  that,  if  we  are  forced  to  cut  back  investment,  we 
are  having  some  effect  on  the  generally  desirable  objective 
of  growth. 

1457.  Suppose  that  it  is  generally  agreed  that  nobody 
wants  to  cut  back  investment  more  than  they  feel  at  the 
moment  they  simply  must ; one  of  the  questions  we  are 
discussing  is  whether  it  is  best  to  do  it  by  monetary 
methods  or  by  other  methods,  or  by  a combination. 
You  were  laying  a good  deal  of  stress  on  the  purely 
administrative  difficulty  of  doing  it  by  selective  methods. 
This  is  something  on  which  I have  had  a good  deal  of 
experience.  Considering  the  enormous  compleuty  of 
British  industry  and  the  whole  nexus  between  contract 
and  sub-contract,  and  order  and  supply,  it  seems  to  me 
to  be  extraordinarily  difficult  for  anybody  to  know  enough 
to  be  able  to  exercise  a proper  judgment  on  that  kind 
of  thing.  Apart  from  the  absolute  difficulty  of  it  there 
is  the  timing  difficulty,  that  you  collect  and  sift  and  form 
a judgment  on  your  information  when  it  is  very  late  in 
the  day.  In  saying  that,  have  I expressed  approximately 

your  own  views? ^Yes,  certainly.  I do  not  feel  that  it 

would  be  proper  for  me  to  express  a view  as  between  the 
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various  instruments  you  might  select,  but  I do  feel  that 
if  you  select  one  type  of  instrument  you  must  tbi^ 
about  the  administrative  difficulties.  Indeed,  it  may  be 
a choice  of  difficulties. 


has  been  that  it  must  determine  directly  the  balance  of 
investment  between  the  public  and  the  private  s«tor. 
On  the  other  point  it  is,  as  you  know,  a m^ter  that  is 
much  debated.  Many  people  have  criticised  the  eff«t  ^ 
dividend  limitation  in  encouraging  self-toance  and,  by 

1458.  Chairman:  Has  any  investigation  been  done  on  implication,  discouraging  the  flow  of  funds  to  the  smatlw 

this  question  of  the  relative  contribution  of  the  small  or  and  more  struggling  enterprises  ffiat  you  have  m mind, 

new  concern  to  innovations,  as  opposed  to  the  major  gut  I am  afraid  I do  not  regard  myself  as 

organisations? 1 am  afraid  I cannot  give  you  references,  expert  knowledge  in  the  field.  I thii±  you  coffid  probably 

but  some  work  has  been  done  in  this  field.  Prof«sor  John  find  people  who  know  a good  deal  more  about  it  man 
lewkes  .at  Oxford  is  now  engaged  on  an  extensive  s^^y.  I do. 

mainly'about  innovation  in  ffie  aircraft  industry  and  the  rovalties  to  the  United  States  on  certain 

relative  contributions  of  various  types  of  enterprise.  ^1461^  ^hich  are  used  in  this  country,  and 

1459.  Sir  Oliver  Franks:  Some  types  of  major  capital  p^y  royalties  to  ffims  in  this  country  for  some 

expenditure,  for  example  in  basic  industry,  while  no  doubt  innovations  here.  Figures  indicating  out-payments  and 

always  an  improvement  (because  you  can  do  a little  better  receipts,  and  the  trend  in  these  two,  might  show  the 

next  time)  may  very  often  be  essentially  matters  of  the  extent  to  which  we  are  enjoying  a rate  of  spontaneous 

expansion  of  output.  For  example,  a new  strip  mill  put  innovation  in  this  country  which  would  be  m keeping 

up  in  this  country  now  would  no  doubt  be  the  newest  ^r  position  as  a large  exporting  country,  or  draw 

and  the  best,  and  it  would  embody  improvements,  but  attention  to  any  increasing  tendency  to  depend  on  work 

vou  could  say,  I think,  that  it  was  put  up  mainly  to  of  this  sort  elsewhere.  This  would  help  us  to  know  wnere 

mcrease  the  output  of  steel.  At  the  other  end  of_  the  the  original  work  is  being  done,  and  what  is  happenmg 

scale  YOU  get  people  who  have  bright  ideas.  Sometimes  as  compared  with  abroad.  Do  you  Mve  such  figures  / 

a bright  idea  iuvolves  a real  element  of  innovation,  with  I am  not  aware  of  them ; but  the  Bank  may  be  able  to 

research  discovery  and  application ; sometimes  it  is  some  help  you  on  that. 

problems  of  the  first  ty^,  it  seems  -to  me  that  it  is  easier  who  can  raise  money  and  who  cannot 

to  find  arguments  for  justifying  selective  methods.  If,  -^^2.  Professor  Cairncross  : Do  you  include  in  mone- 
an  the  other  hand,  you  are  looking  at  the  other  kind  of  controls  here  all  those  secondary  instruments  which 

problem,  which  I think  becomes  more  frequent  as  you  become  more  and  more  important,  such  as  restric- 

reach  the  finishing  end  of  industry,  where  bright  ideas  fiong  <jn  hfie  purchase  and  on  bank  lending? — Sir  Oliver 
matter  for  sales,  fw  exports  and  so  on,  then  it  seems  to  Franks : aearly  what  you  were  saying  about  discrimina- 
me  that  selection  is  very  difficult,  and  apt  to  be  a blunt  .being  purely  financial  applies  when  you  are  talking 

instrument.  The  more  generalised  control,  e.g.  of  mone-  about  the  Bank  Rate.  It  does  not  apply  in  the  same  sense, 
tary  policy,  tends  to  be  rather  easier  to  apply  because  ^nd  possibly  does  not  apply  at  all,  if  you  are  talking 

of  the  nature  of  the  facts.  Does  it  appear  to  you  to  be  about  the  direct  limitation  of  advances  or  of  hire  pur- 


true  that  there  are  in  the  total  structure  of  the  economy 
these  different  elements  in  the  growth,  one  where  the 
emphasis  is  really  on  output,  one  where  the  emphasis  is 
really  on  the  “ bright  idea  ”,  and  that  it  would  be  difficult 
to  look  after  everything  by  any  one  simple  formula  for 
cutting  investment? 1 agree  entirely.  When  we  try  to 


chase.  It  is  a question  of  language ; we  have  to  decide, 
do  we  not,  whether  we  are  including  this  whole  group 
among  monetary  measures,  or  whether  we  are  only  includ- 
ing classical  measures  like  moving  the  Bank  Rate? 

Sir  Edmund  Compton:  In  this  paper  we  treat  these  as 
measures  supporting  monetairy  policy  properly  so-callM. 


take  forward  looks  at  the  growth  of  the  economy  over  in  paragraph  40  of  the  paper  we  say  that,  became  of  the 


some  period,  we  feel  that  we  are  on  much  surer  ground 
if  we  say  that,  unless  there  is  some  revolutionary  change 
in  the  structure,  the  economy  cannot  grow  unless  its 
transport  system  and  its  basic  supplies  of  power  and 
materials  grow.  In  fact,  since  the  Government  is  respon- 
sible for  many  of  the  basic  industries,  it  has  to  make 
decisions  of  that  kind.  But  we  should  feel  on  extremely 
insecure  ground  if  we  made  that  kind  of  judgment  at 
the  olher  end  of  the  field. 

1460.  Professor  C<If>ncro^^:  Most  of  the  capital  invest- 


linutations  of  monetary  policy  properly  so-called,  it  has 
been  necessary  to  operate  direct  controls  over  peoples 
ability  to  spend  money  in  three  ways ; the  capiul 
issues  control,  the  requests  to  the  banks,  and  the  hire 
purchase  restrictions. 

1464.  The  word  “ supporting  ” would  suggest  that 
there  are  certain  measures  which  are  the  heart  and  core 
of  the  business,  but  that  they  may  need  supplementation 
by  these  other  measures.  The  exact  reverse  might  be 
true;  it  might  be  that  the  engines  that  were  really 


ment  in  this  country  is  in  the  basic  industries ; transport,  powerfffi  (whethCT  or  not  they  were  go<^  _ engines)  were 
power  and  die  big,  heavy  industries  that  make  raw  the  control  of  capital  issues,  the  restrictions  on  bank 
materials.  The  capital  requirements  of  die  later  stages  lending  (volirntwily  observed  by  the  banks),  and  the 
of  industry  and  of  services  are  usually  comparatively  restrictions  on  hire  purchase,  though  they  were  supported 
limited.  May  it  not  he  that  you  need  in  those  stages  a because  they  were  not  strong  raough,  or  because  we  w^e 
large  number  of  small  allotments  of  capital,  all  exposed  all  classicists  at  heart,  by  moving  'tiie^Bank  Rate.  In  that 
to  considerable  risk,  if  you  want  to  accelerate  the  process  case  we  would  be  using  the  word  “ support  ” die  oth» 
of  improving  productivity?  In  the  other  stages  you  are  way  on.  Are  there  not  important  _ considerations  whira 
dealing  with  a few  identifiable  concerns,  many  of  them  would  make  one  think  that  in  relation  to  1955  and  1956 


under  Government  control  and  ownership,  whose  research 
and  development  activities  can  be  supervised  and  studied  ; 
you  know  where  you  are  and  you  can  control  their 
investment  programmes  by  an  alternative  technique.  But 
in  limiting  the  financial  resources  that  normally  would  be 
canalised  into  the  finishing  stages,  you  may  be  discrimi- 
nating against  these  stages,  and  to  that  extent  limiting  the 


what  you  have  called  the  supporting  measures  were,  ip 

fact,  the  effective  ones? Sir  Robert  Hall:  I think  it 

follows  from  the  latter  part  of  the  paper  that  we  regarded 
it  as  necessary  to  support  the  broad  general  effect  with 
particular  reinforcements.  You  are  quite  right  to  draw 
our  attention  to  the  linguistic  difficulties  ; it  as  just  a con- 
vention what  you  call  a direct,  or  an  indirect  or  general, 


scope  for  improvements  in  productivity  at  those  stages,  control.  There  is  no  hard  and  fast  line  between  ffiem. 


although  many  of  the  more  important  exports  of  this 
country  result  from  activities  just  there.  There  are 
elements  in  the  private  sector,  say  in  electronics,  that 
are  engaged  in  development  work,  which  do  not  need 
large  amounts  of  capital,  but  do  need  capital  ffiat  is 
exposed  to  very  high  rates  of  ridi,  and  from  which  very 
big  dividends,  not  to  the  firm,  necessarily,  but  to  the 
wMnmunity,  would  result  if  flieir  work  produced  com- 
modities capable  of  export  or  for  use  in  this  country. 
Would  you  agree  with  that? ^The  Government’s  view 


Sir  Edmund  Compton : In  speaking  about  these  measures 
we  use  the  word  “ reinforcements  ”. 

1465.  Does  that  mean  that  the  main  weight  was  taken 
by  the  general  measures,  and  only  a minor  but  helping 

weight  borne  by  these? The  reinforcements  may  win 

the  battle.  One  does  not  know.  It  emerges  perhaps  lat^ 
on,  the  extent  to  which  the  reinforcements  came  in, 
because  the  monetary  weapons,  in  what  has  been  called 
the  pure  sense,  did  not  appear  to  do  all  diat  was  required. 
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1466.  In  discussing  monetary  policy,  we  should  know 
what  group  of  measures  we  are  including  under  the  term. 
It  seemed  to  me  that  most  of  'the  time  we  talked  as  if 
these  restrictitms  on  hire  purchase  and  on  bank  advances 
were  instances  of  monetary  measures. — Mr.  Woodcock: 
Let  me  put  it  this  way.  There  is  a number  of  instruments 
which  are  relevant  to  the  problem  that  we  are  discussing. 
You  can  lump  them  all  together  as  monetary  instruments, 
but  you  can  distinguish  between  those  that  are  general 
in  effect  and  those  that  are  selected  for  a specisd  purpose. 
— Professor  Sayers:  The  choice  of  one  group  of  measures 
rather  than  another  within  this  whole  field  of  monetary 
and  supporting  measures  will  have  discrimiuating  effects  ; 
it  will  cause  the  economy  to  contract  or  to  expand  in  one 
direction  rather  than  another.  That  is  true  even  within 
the  sphere  which  the  Treasury  has  chosen  to  call  monetary 
policy,  the  classical  monetary  weapons.  Is  it  not  our 
business  to  consider  how  the  choice  of  technique,  both 
within  and  outside  the  classical  field,  contributes  to  the 
results  that  are  desired  in  the  behaviour  of  the  economy? 

Sir  Robert  Hall:  I agree.  We  had  some  difficulty 

in  deciding  precisely  what  to  call  monetary  measures  and 
what  to  call  supporting  or  direct  measures,  but  we  have 
tried  to  draw  a distinction  in  the  paper. 

1467.  You  would  not  expect  us  to  draw  the  same  dis- 
tinction in  interpreting  our  terms  of  reference,  I imagine? 

^We  try  hard  not  to  interfere  wiffi  your  interpretation 

of  the  terms  of  reference. 

1468.  Mr.  Jones:  As  I understand  it,  the  levd  of  bank 
advances  within  the  past  twelve  months  has  been  some- 
where in  the  region  of  £1,900  million.  It  would  appear  that 
in  consequence  of  the  present  Government  proposal 
advances  are  to  be  restrained  to  that  particular  level  for  the 
current  period.  What  effect  is  that  going  to  have  upon  com- 
panies and  industrial  concerns  that  have  bad  an  overdraft 
in  the  present  year,  and  who  may  have  as  much  economic 
reason,  from  the  standpoint  of  the  general  good  of  the 
counry,  for  a further  overdraft  next  year?  Will  no  further 
credit  be  avaUable  to  p^ticular  undertakings,  no  matter 

what  their  economic  plight? Sir  Edmund  Compton: 

The  Chaocellor  said  on  19th  Seiptemiber  that  the  situation 
required  that  the  level  of  advances  should  be  held  for  the 
coming  twelve  months  at  the  average  level  for  the  last 
twelve  months,  and  the  banks  have  said  that  they  will  do 
their  best  to  meet  this  requirement.  There  must  be,  one 
would  think,  selection,  but  it  will  be  selection  by  the  banks 
and  not  by  the  Government.  In  that  respect,  the  situation 
is  the  same  as  the  situation  in  July  1955,  when  the  bankers 
were  asked  to  make  a positive  and  significant  reduction 
in  the  level  o£  their  advances  and  the  Chancellor  specifically 
said  that  it  would  be  for  the  bankers  to  decide  how  to 
give  effect  to  that, — Sir  Roger  Makins:  The  bankers 
have  given  a general  assurance  that  they  will  do  thedr 
best ; how  they  do  it  is  a matter  for  them. 

1469.  Sir  Oliver  Franks:  1 believe  that  no  previous  re- 

quest or  information  given  to  the  banks  has  ever  been 
withdrawn.  They  are  all  still  in  force  and,  therefore,  the 
indications  of  priorities  or  urgencies,  for  exports,  for  agri- 
culture at  home  and  the  like,  still  remain  as  categories  of 
thought  within  which  the  banks  will  in  fact  exerdse  the 
decisions? Sir  Robert  Hall:  Yes. 

1470.  Mr.  Jones:  The  banks  will  be  working  on  the  basis 

of  their  own  varying  global  sums? Sir  Edmund  Comp- 

ton : Yes,  but  the  distributicai  of  the  global  sum  between 
the  various  customers  will  be  at  the  discretion  of  the  banks. 
The  instruction  does  not  mean  that  a banker  is  obliged  to 
give  any  individual  customer  exactly  what  he  had  before. 

1471.  Chairman:  You  do  not  regard  the  banks  as 

operating  under  any  legal  instruction,  such  as  the  Bank  of 
England  Act  provides? ^It  is  a request,  not  a direction. 

1472.  Any  one  bank,  so  far  as  the  request  goes,  may 
reduce  or  increase  its  total  amount  of  accommodation? 
All  that  is  asked  is  that  the  group  of  them  should  produce 
a certain  result?  ——Sir  Roger  Makins : That  is  correct. 

1473.  Professor  Cairncross:  In  paragraph  17  it  is  implied 
that  a surplus  of  £300  to  £350  millions  is  a suitable  target 
for  normal  years,  but  that  it  should  be  higher  in  favourable 
conditions.  I assume  that  it  would  be  agreed  that  the  last 
few  years  have  been,  on  the  whole,  rather  favourable ; 
would  the  witnesses  agree  that  the  position  in  the  la^  few 
years  has  been  one  in  which  the  balance  of  payments  has 

30500 


been  almostuniversallyunsatisfactory,  judged  bythecriteria 

of  paragraph  17? Perhaps  “unsatisfactory”  is  one  of 

those  words  like  “ inessential.”.  Qearly  in  the  last  three 
years  the  surplus  has  not  reached  the  target ; on  the 
other  hand  we  would  say  that  the  results  last  year  and 
•the  first  six  months  of  this  year,  to  take  an  example,  were 
not  unsatisfactory. 

1474.  Even  though  conditions  could  hardly  have  been, 

by  any  stretch  of  the  imaginatimi,  more  fortunate? 

Sir  Robert  Hall:  1955  was  definitely  unsatisfactory,  and 
the  intention  of  the  measures  taken  in  the  course  of  1955 
and  1956  was  to  make  an  improvement,  but  in  interpreting 
the  outcome  of  1956  and  1957  to  date  you  must  remember 
that  there  was  an  impact  on  the  situation  which  had  not 
been  foreseen.  It  would  hardly  be  a fair  criticism  of  the 
Treasury  that  they  did  not  foresee  in  the  early  part  of  1956 
the  developments  which  put  a special  strain  on  the  balance 
of  payments  in  the  second  part 

1475.  Mr.  Woodcock : The  Treasury  say  that  “ the 
external  capital  account  covers  a wide  range  of  different 
types  of  outward  and  inward  investment  ”,  and  “ the  move- 
ment of  short-term  funds  ”,  though  we  do  not  know  much 
about  them ; they  “ defy  precise  measurement  Yet  the 
object  of  policy  is  to  influence  these  things ; it  is  surely 
an  unhappy  position  to  know  nothing  about  them,  and  yet 
seek  to  influence  them.  How  do  you  know  the  effect  of 

your  policy  on  these  short-term  movements? Professor 

Cairncross:  I understand  that  figures  are  published  in  the 
United  States  showing  balances  held  there  on  British 
account,  but  I do  not  recall  any  official  publication  of  Her 
Majesty’s  Government  in  which  these  figures  have  been 
cited  or  even  alluded  to.  This  is  information  rdevant  to 
a discussion  of  the  flow  of  capital  to  and  fro.  Is  my  state- 
ment of  fact  a correct  one? As  far  as  I know  they  are 

oot  published. 

1476.  Is  there  any  special  effort,  even  in  the  Balance  of 
Payments  White  Paper,  to  draw  attention  to  the  short  or 
long  term  movements  of  capital  into  and  out  of  the  United 
Kingdom,  apart  perhaps  from  the  recent  White  Paper  on 

Commonwealth  investment? A good  deal  is  said  about 

overseas  investment.  We  try  to  find  out  the  kind  of 
movements  which  are  going  on.  There  is  an  example  in 
the  Balance  of  Payments  White  Paper  which  has  just  been 
published,  going  back  to  the  measures  about  what  is 
generally  called  the  Kuwait  gap.  Is  that  an  example  of 
Sie  thing  you  have  in  mind? 

1477.  That  is  an  example.  It  came  as  a considerable 
shock  to  economists  to  find  that  there  was  such  a large 

amount  of  money  passing  through  the  Kuwait  gap. 

Sir  Roger  Makins:  It  was  not  only  the  economists  who 
were  shocked. — Professor  Cairncross:  It  made  it  a little 
more  difficult  to  take  at  their  face  value  some  assurances 
that  have  been  given  in  the  past  that  gaps  have  been 
plugged,  Is  it  the  view  of  the  Treasury  ffiat  there  is 
nothing  more  of  this  kind  that  we  need  bother  about? 

Sir  Robert  Hall : I think  so ; but  we  are  hoping  that 

you  will  be  seeing  Sir  Leslie  Rowan,  who  is  much  more 
expert  in  the  details  of  this  than  we  are.  The  Treasury 
certainly  worries  a good  deal  about  short-term  capita 
movements. 

1478.  Sir  Oliver  Franks : Must  it  not  be  true  in  general 

terms  that  the  exchange  controls  of  the  whole  sterling 
area  have  been  dismantled  to  an  extent  which  makes 
certainty  on  this  subject  almost  impossible? ^Yes. 

1479.  Mr.  Woodcock:  I would  imagine  that  the  Bank 
Rate  of  7 per  cent,  was  fixed  with  many  considerations 
in  mind ; but  one  must  have  been  some  assessment  of  the 
effect  on  the  movement  of  short-term  funds.  Yet  you 
say  you  have  no  way  of  measuring  what  effect  it  has,  so 
that  you  do  not  know  the  effectiveness  your  monetary 

policy? ^There  are  two  points.  There  is,  first,  the 

possibility  of  measuring  in  advance  the  effect  something 
is  going  to  have  ; in  all  this  field  we  have  a great  deal  of 
difficulty  in  measuring  in  advance.  We  try  to  take 
measures  which  will  bring  the  trend  in  the  right  direction, 
rather  than  which  will  produce  a 'precise  result.  Then, 
on  .the  second  point,  the  effect  after  the  event  is  capable 
of  at  any  rate  some  degree  of  measurement,  by  the  move- 
ment of  the  reserves.  The  figures  to  be  published  at  the 
end  of  this  month  will  throw  a good  deal  of  light  on  the 
effect  of  the  recent  measures. 
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1480.  But  the  reserves  are  affected  by  many  things,  not 
only  by  movements  of  short-term  funds.  The  determma- 
Zl  to  pot  the  Bant  Rate  at  7 per  cent,  mns  have  had 
regard  to  the  possible  effect  on  the  inovement  of  short 
teSn  funds ; therefore  you  ought  to  know  raaetly  what 
eSeot  that  has  had;  but  the  mete  miwement  in  your 

reserves  wiU  not  do  that? hJo,  but  the  inoyement  of 

the  reserves  is  analysed  in  a good  h'>ah 

Balance  of  Payments  White  Paper.  The  more  regular 
things,  are  picked  out  there. 

1481.  The  White  Paper  is  an  annual  publication.  Sur^y 
it  is  important  to  know  if  you  are  continuing  to  the 
Bank  Rate  at  7 per  cent,  (which  has 

impUcations)  when  the  original  purpose  of 

7 per  cent,  has  disappeared? Sir  Robert 

■weekly  fisures  available  of  what  information  there  is.  the 
Baffn«Tpayments  White.  Paper  is  " 

year,  but  the  work  behind  those  publications  is  absolutely 
Sntinnous.-^ir  Reger  Makine:  -Wo  are 
not  of  what  is  published  but  of  the  1"*°™* 
is  available  frewn  day  to  day  and  from  week  to  week  to 
officials. 

■ 1482.  Mr.  Woodcock:  In  your  paper,  which  was  written 

in  August,  you  say;  “Most  of  these  flows  defy 
meSurem^nt  and  cannot  be  forecast  with  anything 
approaching  accuracy,”  Are  you  now  saying  that  they 
can  be  forecast,  though  perhaps  not  with  accuracy? 

Sir  Robert  Hull-.  I am  saying  that  we  cannot  forecast 
them  with  anything  approaching  accuracy,  although  to 
do  in  fact  try  to  forecast  .them,  and  that  after  the  event 
we  also  try  to  measure  them. 

1483.  Lord  Harcourf.  You  referred  just  ffie 

forthcoming  publication  of  the  reserves  figure  for 
That  figure  will  be  the  result,  perhaps,  of  an_  inflow  of 
short-term  capital,  which  we  know  was 
opposite  direction  until  comparatively  recently.  It  may 
also  be  due  to  the  casing  of  a certain  number  of 
positions,  which  is  speculation  pure  and  simple,  which 
necessarily  involves  a movement  of  capital.  Thirdly,  anU 
I would  have  thought  possibly  the  largMt  factor  ot  all, 
would  be  .the  variation  of  the  leads  and  lags,  the  pure 
and  simple  mechanics  of  payment  for  trade.  y°“ 

by  the  time  those  figures  are  published  able  to  analyse 
the  different  effects  of  those  three  mam  bodies  of  move- 
ment? Is  not  a final  analysis  of  movements  over  the 

exchanges  incredibly  difficult? -Undoubtedly.  The  only 

distinctions  that  one  can  draw  with  a good  deal  of  con- 
fidence are  the  identifiable  capital  movements  and.  over 
a considerable  period  no  doubt,  the  trade  effects,  .tweause 
the  leads  and  lags  must  be  eliminated  if  you  take  U over 
a long  enough  time.  In  any  short  period  it  is  very 
difficult  to  work  than  out. 

1484  When  you  alter  the  Bank  Rate,  therefore,  you 
are  not  really  trying  to  apply  a specific  remedy^  to  a 
specific  movement,  but  to  apply  a remedy  which  is 
calculated  in  the  normal  course  of  events  and  from  past 

experience  to  produce  an  inflow  of  money? Yes,  to 

produce  the  return  of  capital  in  the  direction  in  which 
you  want  it  to  go. 

1485.  Professor  Cairncross:  Questions  were  put  about 

the  probable  effects  of  higher  rates  of  interest,  and  we  were 
given  rather  sceptical  answers ; the  indication  was  that 
the  movement  of  interest  rates  by  itself  would  not  have 
much  effect  on  funds.  I .take  it  that_  the  movement  of 
interest  rates  would  have  more  effect  if  it  were  likely  to 
influence  confidence  in  the  value  of  the_  pound ; there 
would  be  a psychological  effect  quite  distinct  from  any- 
thing eJse? ^Tlhis  point  is  dealt  -with  dn  paragraphs  44-47. 

1486.  Chairman:  I suppose  the  effect  of  the  end  of 
46  (b)  is  that  you  can  no  longer  say  that  there  is  any 
automatic  result.  Both  this  paper  and  what  we  shall  have 
from  the  Bank  suggest  that  in  recent  years  fears  of 
ejxhange  rate  variation  have  been  much  more  iniportarit 

than  movements  of  interest  rates? Yes,  I think  it  is  fan 

to  say  that. 


1488.  Professor  Ccurncross : Would  you  believe  that  the 
movement  of  funds  over  .the  last  month  or  two  would  have 
been  so  large  if  we  were  not  committed  m effect  to  making 
sterling  convertible  for  non-residents  by  supporting  the 

transferable  rate? 1 should  prefer  Sir  Leslie  R-owan  to 

answer  that. 

1489.  Professor  Sayers:  Having  regard  to  all  the  diffi- 
culties of  assessing  the  position,  have  you  sufficient  confi- 
dence in  the  balance  of  payments  figures  that  are  available 
to  the  Treasury  to  say  at  any  time  wheffier  the  balaMe  or 
payments  is  satisfactory  or  is  not  satisfactory? 

think  that  we  have  enough  confidence  to  make  that 
assessment. 

1490  Within  a matter  of  fifty  miEions  or  so  either  way 
vou  are  pretty  sure  of  the  state  of  the  balance  of  payments 
apart  from  the  speculative  short-term  movements  o-r 

capital? ^Yes ; and  broadly  speaking  experience  bears 

that  out.  The  higher  the  estirnated  surplus  on  .the  balance  ot 
payments,  if  you  eliminate  speculative  upsets  that  can  be 
identified,  the  less  trouble  in  fact  we  have  had. 

1491.  Mr.  Jones:  Would  you  regard  as  being  anyttog 
like  successfully  watertight  the  exchange  control  that  is 
being  operated?  There  was  a balance  of 
of  £211  mElion  in  the  twelve  months  ending  30th  June, 
1957  and  the  gap  has  not  substentialy  widened  Since 

end  of  June;  hnit  Ithere  has  been  a substanti^ 
drain  oipon  our  gold  and  doliax  r^rves.  Do« 
this  ari«  in  consequence  of  Ith© 

exchange  oontrol? Sir  Roger  Makms:  I the 

answer  is  no ; but  .there  is  a certain  of 

technical  background  to  .th^  questions,  and  W woffid  be 
I think,  more  satisfactory  if  you  addressed  mem  to  me 
representatives  of  the  Overseas 

wDl  of  course,  arise  on  the  papers  on  the  external  «ae 
which  are  in  .preparation  and  will  be 
lonK.-rSir  Robert  Hall:  On  questions  like  Is  the 
exchange  control  satisfactory  or  not?’  you  could  pend 
the  whole  morning,  because  .the  test  of  satisfactonness,  like 
SeSt  of  essentiluty.  is  a complex  of  the  objpUves  you 
are  trying  to  achieve  and  the  admmislrative  methods  which 
are  open  to  you.  . , ^ „ 

1492.  Mr.  lones-.  It  is  oBen  said  that  about  ORe-hall 
of  the  world’s  trade  is  done  in  sterling.  A good  deal  of 
the  vulnerabEity  of  our  position  has  arisen  m 

of  the  drain  on  our  gold  and  dollar  r^rves,  which  ans« 
out  of  the  movements  of  capital  and  the  arran^mente  by 
which  half  the  world’s  trade  is  financed 
Could  we  have  some  quantitative  assessment  either  tod  y 
or  some  time  in  the  future,  of  the 

Britain  in  consequence  of  this  service  that  we  give  to  the 
traders  of  the  world,  by  which  we  may  judge  whether  it  is 
a good  thing  or  a bad  thing  to  continue  to  be  the  world  s 

banker? We  will  take  note  that  you  would  like  that 

quantitative  assessment  in  the  paper  which  you  wm  be 
getting  on  that  subject.* 

1493.  Sir  Oliver  Franks:  There  may  be  non-quantitative 
considerations  which  are  relevant.  For  ijjstape,  I have 
heard  it  argued  that  the  maintenance  of  the  sterling  arp 
in  something  like  its  present  forrn  ’%*e  other  s^e  of  ^ 
Commonwealth  coin,  so  to  speak.  If  there  are  politicai 
aspects  as  well  as  purely  economic  and  financial  aspects, 
I hope  that  what  you  think  about  them  wiU  be  said.  If 
your  judgement  is  not  based  on  purely  quantitative  ppects, 
it  is  important,  is  it  not,  that  we  should  not  look  at  it 
from  that  aspect  alone,  if  we  are  to  arrive  at  a sensible 

judgement? Sir  Roger  Makins:  I accept  that.  Such 

questions  are  bound  to  arise,  certainly  on  the  second  paper 
which  we  shall  ‘be  producing  for  you.  I would  ask  (ffiat 
we  should  not  pursue  this  question  today,  because  I think 
it  arises  more  appropriately  on  the  other  paper.-pSir 
Robert  Hall : From  the  point  of  view  of  this  paper,  it  is 
an  object  of  policy  to  achieve  a satisfactory  balance  of 
payments  surplus,  and  we  try  in  our  assessment  of  the 
situation  and  our  recommendations  about  measures  to 
thmV  about  that,  and  about  the  general  effect  on  confidence 
effect.  The  wider  question : “ Is  the  sterling  area  a good 
thing?”  is  not  one  which  can  be  easily  discussed  now. 

1494.  Chairman:  There  is  another  aspect  of  this 

question ; could  we  stop  doing  this  if  we  wanted  to,_  and 

if  so  on  what  terms? Sir  Roger  Makins:  That  is  all 

part  of  the  same  thing. 


1487.  Is  there  my  analysis  that  wiU  separate  the  one 

from  the  other? ^No,  I do  not  think  you  can  separate  it. 

You  can  do  calculations  about  how  much  it  costs  to  keep 
funds  in  one  centre  rather  than  aether  'but  when^^^^  Professor  Cairncross:  You  say  in  paragraph  19: 

dealing  with  speculative  judgmmts  about  how  things  might  „ Expenditure  by  public  authorities  is  within  the  direct 

go,  the  terms  of  the  problem  are  such  that  you  could  1 i-i 

not  .get  a precise  answ«. 


* See  Qns.  2528  and  following. 
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decision  of  the  Government  This  is  of  course  the  formal 
position,  ibut  it  is  not  necessarily  an  accurate  summary  of 
the  normal  working  relationship.  The  'best  way  of  con- 
trolling the  expenditure  of  public  authorities  is  not  always 
to  use  direct  means.  Has  any  thought  been  given  to 
what  the  reactions  would  be  on  public  authorities’ 
expenditure  of  forcing  on  them  interest  rates  higher  than 
the  rates  at  which  the  Government  can  itself  borrow? 

Sir  Edmund  Compton : The  policy  has  been  con- 
sistently not  to  insulate  them  from  the  effect  of  interest 
mtes.  For  that  reason  the  local  authorities  have  since 
October,  1955,  been  obliged  to  borrow  on  the  basis  of 
local  authority  market  credit,  whether  they  get  their 
money  from  the  Exchequer  or  elsewhere. 

1496.  That  is  true  of  the  local  authorities,  but  not  of  the 

public  corporations.  The  Government  appears  to  operate 
on  their  capital  expenditure  by  direct  limitations  of  various 
fcands ; do  rtihey  have  access  ito  capital  on  &e  same 
terms  as  the  Government? Yes. 

1497.  Has  thought  been  given  to  varying  that  proposi- 
tion? Should  there  not  be  some  differential  between  the 
rate  at  which  the  Government  borrows  and  the  rate  at 
which  public  corporations  borrow  from  the  Government? 
- — ^That  has  not  been  considered.  It  has  been  thought 
that  the  only  basis  on  which  they  could  borrow,  given  the 
amounts  they  wish  to  borrow,  was  under  present  conditions 
on  the  credit_  of  the  Government.  As  they  are  borrowing 

th®  credit  of  the  Government,  the  rate  of  interest 
should  be  based  on  Government  credit.  Otherwise  the 
obligations  of  these  authorities  guaranteed  by  the  Govern- 
ment would  be  carrying  a rate  of  interest  that  was  out  of 
line  wtiith  Government  secuniffies. 

1498.  There  are  many  ways  of  dealing  with  that 

situation  ; could  you  not  charge  them  a commission? 

The  position  is,  as  expressed  in  -the  last  sentence  of  this 
paper,  that  the  control  is  primarily  exercised  directly  upon 
the  amount  that  they  raise ; that  is  what  the  law  provides 
for  and  that  is  primarily  how  it  is  done. 

1499.  Sir  Oliver  Franks:  Would  you  say  it  has  been 

done  effectively  over  the  last  ten  years? Sir  Edmund 

Compton : Effectively  in  the  sense  that  the  actual  amount 
they  raise  is  a matter  for  Government  decision. — Sir 
Oliver  Franks:  That  seems  to  be  answering  another 
question. 

1500.  Professor  Cairncross:  Their  investment  pro- 

grammes have  in  the  past  been  authorised  by  the  Govern- 
ment. The  discussions  which  led  up  to  those  programmes 
may  have  put  the  central  Government  at  a disadvantage 
in  relation  to  any  one  of  the  nationalised  industries, 
because  the  knowledjge  you  have  about  the  affairs  of  a 
corporatiion  is  not  Idkedy  to  be  as  great  as  the  know- 
ledge you  have  in  controlling  Departments? Whatever 

the  defects  in  information  nevertheless  the  decision  has 
to  be  taken,  and  is  taken ; and  it  is,  in  fact,  implemented 
by  the  consequent  decision  about  how  much  money  they 
can  be  authorised  to  use  to  carry  out  that  work. 

1501.  In  asking  for  authority  are  they  influenced  by 
market  considerations  just  like  any  private  corporation? 

They  know  that  they  must  pay  ithe  going  rate,  based 

on  Government  credit.  The  extent  to  which  that  does 
in  fact  make  them  ask  for  less  than  they  would  otherwise 
ask  for  I think  is  really  a matter  of  opinion.  I thinV 
it  must  vary  to  a considerable  extent  between  different 
classes  of  authority.  For  example,  I would  have  thought 
that  the  Electricity  Authority,  at  tlie  stage  when  it  comes 
forward  to  borrow,  must  raise  the  amount  of  money  that 
it  needs  at  the  time,  because  of  the  long-term  nature  of 
the  commitments  it  has  undertaken.  On  ffie  other  hand, 
the  local  authorities  probably  have  more  control  over  ttie 
amount  that  they  need  to  raise,  because  of  the  shorter 
term  nature  of  the  capital  expenditure  they  are  engaged 
on  and  their  ability,  perhaps,  to  take  longer  over  what 
they  propose  to  do. 

1502.  Sir  John  Woods:  May  there  not  be  another  con- 
sideration ; for  example,  the  Electricity  Authority  can 
show  that  it  has  made  a profit,  whereas  British  Railways 

cannot? ^That  does  not  alter  the  terms  on  which  they 

raise  their  money.  The  dominant  consideration  with  an 
authority  like  the  Electricity  Authority  is  confidence  in 
the  growing  demand  for  their  product,  rather  than  the 
knowledge  that  they  can  charge  whatever  they  like  for  it. 
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1503.  Do  you  think  that  the  Transport  Commission, 
bearing  in  mind  the  fact  that  they  have  not  managed  to 
balance  their  accounts  taking  one  year  with  another,  are 
at  all  restrained  in  their  ideas  of  capital  expenditure  by 

the  fact  that  they  have  not  got  a good  profit  rate? 

Sir  Edmund  Compton : Yes,  I think  they  are  ; on  the  other 
hand  they  would  also  justify  .the  demand  for  fresh  capital, 
as  indeed  fiiey  have  done,  on  tihe  consideration  that  they 
need  .to  modernise  in  order  to  get  themselves  in  a posture 
in  whi^  ithey  can  ipay  their  way. — Sir  John  Woods : That 
is  'the  answer  I expected. 

1504.  Professor  Sayers:  In  considering  various  parts  of 
their  modernisation  programme  British  Railways  are  con- 
tinually balancing  the  expected  costs  of  running  on  the 
new  method  against  the  cost  of  running  on  the  old 
method.  If  they  are  charged  the  going  rate  for  the  new 
capital  provided  to  enable  them  to  put  in  the  new  method, 
the  new  method  becomes  more  expensive  as  the  rate  of 
interest  rises.  Has  the  rate  of  interest,  as  it  has  been 
rising  to  them  during  the  last  three  years,  resulted  in  any 
change  in  their  plans,  irrespective  of  any  out  in  the 
number  of  millions  of  pounds  that  the  Government  has 
imposed  on  them  as  allowable  expenditure  in  any  one 

year? .It  would  be  difficult  for  me  to  say  categorically 

that  that  has  been  entirely  absent  from  their  minds. 

1505. _  This  is  relevant  to  the  question  of  how  public 
expenditure  on  investment  is  controlled  now ; I am 
asking,  in  effect:  is  expenditure  controlled  partly  by  the 

rate  of  interest  as  well  as  by  Government  fiat? ^ITie 

rate  of  interest  does  enter  into  that  calculation  but  the 
extent  to  which  that  happens  must  vary  according  to  the 
type  of  authority.  I think  it  is  more  material  in  the  case 
of,  say,  a local  authority  than  it  would  be  with  one  of 
the  nationalised  industries. 

1506.  Chairman:  The  rate  must  enter  into  their  calcu- 
lation in  the  sense  that  it  amounts  to  a part  of  the  total 
expenditure.  The  point  is  whether,  it  having  been  taken 
into  caloulatpion,  there  is  any  oteervable  result.  Can  you 

answer  that? ^I  do  not  think  that  can  be  answered. 

In  terms,  of  the  amounts  that  they  have  raised  and  are 
raising  the  dominant  consideration  for  them  has  un- 
doubtedly been  the  size  of  their  programmes  and  the 
requests  made  to  them  or  action  taken  with  them  to  limit 
those  amounts. 

1507.  Professor  Cairncross:  This  is  assuming  that  they 
are  limited  much  more  by  the  availability  of  finance  than 
the  expected  return  on  the  assets.  If  you  look  at  the 
behaviour  of  large  private  corporations  you  might  come 
to  exactly  the  same  conclusion ; but  that  would  be  true 
only  within  rather  broad  limits.  No  private  corporation 
is  going  to  go  on  incurring  liabilities  without  beiM  fairly 
certain  that  it  is  going  to  get  its  money  back.  'There  is 
a s&jCHid  oonisddenation : whether,  if  you  are  oorttrolling 
large  public  corporations  and  have  to  intervene  every 
second  year  to  Mmit  fheir  programme  in  specific  ways, 
rather  than  leave  them  to  react  itO'  a higher  rate  of  interest, 
that  is  going  to  involve  a change  in  the  rriationships  be- 
tween these  oorporaitions  and  .the  Governmeint.  I Should 
have  thought  that  it  was  of  imponbance  and  interest  to  you 
to  know  how  far  any  change  in  interest  rates  affected  the 

size  of  programmes  they  submitted  for  approval? Sir 

Robert  Hall:  Changes  in  interest  rates  involve  them  in 
changes  in  costs. ; but  they  are  very  like  a great  many  big 
corporations,  in  that  the  effects  of  changes  in  interest  rates 
in  recent  years  have  been  obscured  by  the  other  uncer- 
tainties in  the  calculation.  They  have  almost  all,  except 
the  railways,  lassumed  .that  they  would  have  no  difficulty 
in  selling  their  output  at  a pre-determined  price.  On 
general  grounds  I think  it  would  be  rather  striking  to 
discover  that  the  actual  changes  in  interest  rates  have 
modified  their  plans.  The  local  authorities  are  in  a 
different  position,  especially  with  house  buUding  where 
they  have  to  think  about  ffie  rents  they  can  charge. 

1508.  And  have  not  local  authorities  had  to  pay  higher 
rates,  whereas  the  public  corporations  on  balance  have  not 

been  paying  appreciably  higher  rates? ^There  is  not  a 

sharp  difference  between  local  authorities’  and  public 
corporation  rates.  It  is  the  difference  between  local 
authority  credit  and  Government  credit. 

1509.  But  that  has  been  a widening  differential;  the 
local  authorities  have  been  thrust  on  their  own  credit 
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where  previously  they  were  able  to  make  use  of  Govern- 
ment credit? ^Tbere  is  a distinction  between  the  source 

and  the  rate.  They  still  have  access  to  the  Government 
as  a source  of  funds, 

,1510.  Sir  Oliver  Franks:  But  one  local  authority  is 
offering  per  cent,  for  the  week.  I do  not  know  any 
nation&ised  undertaking  which  is  having  to  raise  money 
at  7i  per  cent,  or  anywhere  near,  even  for  a short  period. 

There  must  be  a difference  somewhere? Sir  Edmund 

Compton:  I do  not  know  what  rate  they  are  paying  on 
their  overdrafts,  if  they  have  any,  at  the  present  time, 
but  I guess  'they  are  paying  7 per  cent.  That  is  in  effect 
the  equivalent  to  the  short-term  borrowing  of  a local 
authority  in  the  market  at  the  present  time;  there  are 
certain  local  authorities  who  are  borrowing  short  while 
they  are  waiting  to  borrow  long-term  in  the  market  or 
from  the  Public  Works  Loans  Board. 

1511.  Professor  Sayers  ; But  the  public  coloration 
does  not  have  to  wait  its  turn.  The  local  authorities  are 
paying  these  very  high  short  rates  as  an  alternative  to 
coming  flocking  into  the  market  and  widening  the  dif- 
ferential between  the  local  authorities’  and  Government 
credit.  The  fact  that  the  local  authorities  have  been 
forced  off  the  market  is  widening  the  differential  already. 
The  mere  fact  that  they  prefer  extensive  short-term 
borrowing  to  forcing  up  the  long-term  rate  still  further 
does  not  affect  the  point  that  the  local  authorities  are 
being  forced  to  take  less  favourable  terms  than  the  public 
corporations.  Have  they  not  been  hit  during  the  last 
three  years,  to  a degree  to  which  the  public  corporations 

have  not  been? ^The  public  corporations  certainly  have 

been  treated  as  a branch  of  the  Government  in  this  sense : 
it  was  accepted  in  1956  that  they  must  either  borrow  on 
Govemmen.t  credit  in  the  market  or  on  Government  credit 
terms  from  the  Exchequer,  and  they  were  switched  to 
the  Exchequer,  really  on  grounds  of  greater  convenience 
of  market  management.  The  view  was  taken  that  it  was 
more  flexible  to  raise  the  money  for  the  authorities  by 
Government  borrowing  than  by  direct  borrowing  from 
the  market  by  those  authorities  on  Government  credit. 
To  that  extent  there  is  a difference  between  local  autho- 
rities and  public  corporations. 

1512.  But  this  difference  has  been  responsible  for  the 
widening  in  the  gap  between  local  authority  rates  and 

public  corporation  rates? ^The  gap  is  to  be  measured 

by  the  difference  between  Government  credit  and  local 
authority  credit.  The  difference  at  the  moment  is  i per 
cent,  on  the  long-term  rate. 

1513.  Professor  Cairncross:  Small  authorities  who  go 
round  and  try  to  borrow  money  certainly  pay  more  than 
j-  per  cent,  more  than  ,the  Government? — —Sir  Robert 
Hall:  Certain  local  authorities  are  deferring  long-term 
borrowing,  though  it  might  cost  them  rather  more  on  short 
term. — Professor  Cairncross:  I was  speaking  of  long-term 
borrowing, — Sir  Edmund  Compton : Perhaps  you  are 
thinking  of  one-year  mortgages  which  we  do  not  regard 
as  long-term  borrowing.  It  was  part  of  the  bargain,  when 
the  local  authorities  were  given  this  freedom  of  access  to 
the  market,  that  they  should  have  discretion  to  exercise 
their  judgment  in  the  market.  Some  of  them  are 
deliberately  borrowing  short  in  preference  to  borrowing 
long,  as  a matter  of  market  judgment.  It  is  a matter  for 
their  discretion  how  far  they  taJre  that. 

1514.  Mr.  Jones:  Supposing  a local  authority  is  bor- 
rowing on  a mortgage  loan  at  6i  per  cent. ; would  it 
not  be  getting  the  money  at  less  than  a public  corporation, 
having  regard  to  the  fact  that  the  rate  of  Treasury  Bills 

is  somewhere  in  the  region  of  6f  per  cent.? ^It  depends 

on  the  structure  of  market  rates  at  any  particular  time. 
At  present  a short-term  loan  costs  more  than  a long-term 
loan.  An  authority  that  wants  to  stay  short  for  the  time 
being  has  to  pay  a high  rate  of  interest  for  the  privilege 
of  doing  so. 

1515.  Would  this  borrowing  be  for  two  or  three  years? 

It  is  a question  for  them,  how  long  they  take  a 

mortgage  of  that  kind. 

1516.  Chairman:  Is  this  a fair  summing  up,  that  for 

all  financing  purposes  the  expenditure  of  these  public 
corporations  is  in  effect  a branch  of  Government  expendi- 
ture, but  does  not  come  under  the  same  detailed  controls 
as  ordinary  Government  expenditure? ^The  Govern- 

ment is  doing  two  things.  It  controls  the  amount  they 


are  going  to  borrow ; and  secondly,  having  given  them 
authority  to  borrow,  the  Exchequer  then  proceeds  to  lend 
them  that  money,  but  on  terms  which  oblige  them  to  pay 
interest  and  repay  the  principal  over  a number  of  years. 
There  are  two  separate  functions  of  Government  there: 
controlling  the  expenditure,  where,  I agree,  the  same  detail 
of  control  cannot  be  exercised  as  compared  with  Govern- 
ment capital  programmes ; and  lending  the  money,  which 
is  a function  of  the  Treasury  as  a branch  of  Exchequer 
management. 

1517.  Mr.  Jones:  In  paragraph  19,  it  is  pointed  out 
that  imports  can  be  controlled  by  licensing,  and  it  says 
that  we  have  moved  away  from  this  particular  instrument 
because  it  has  particular  dangers  of  reciprocal  action  on 
the  part  of  customers  for  our  exports.  If  you  deal  with 
the  situation  by  restricting  credit  and  raising  interest  rates, 

can  there  be  any  different  result  in  the  long  run? Sir 

Robert  Hall : No,  but  I I'hunk  it  gives  us  a freer  adjust- 
ment in  internaitional  trade  if  we  do  it  in  this  way 
than  if  we  go  'Chrough  ,tlhe  list  and,  as  it  appears  to  otiher 
countries,  cut  down  in  an  arbitrary  way  between  one 
import  and  another.  We  have  been  trying  to  get  away 
from  the  system  in  which  international  trade  is  controlled 
by  quotas  and  differential  exchange  rates. 

1518.  Sir  John  Woods:  Would  you  not  say  that  in  terms 
of  good  international  trading,  any  quantitative  restriction 
of  imports  is  perhaps  the  most  unpopular  and,  indeed, 
most  ungentlemanly  behaviour,  whereas  monetary  action 
which  is  taken  may  have  the  result  of  restricting,  but  is 
clearly  taken  to  defend  your  country’s  currency? — ;-I 
think  there  is  a reason  for  that.  If  you  are  a trader  in 
another  country,  at  least  you  know  where  you  are  if  the 
effect  is  got  by  a perfectly  general  instrument ; you  at 
least  have  the  same  chance  as  everybody  else. 

1519.  Lord  Harcouri:  Would  it  not  be  right  to  say 
that  quantitative  restrictions  invite  specific  retaliation, 
whereas  the  reduction  of  imports  by  general  measures 
in  defence  of  the  currency  is  something  which  is  under- 
stood all  over  the  world,  and  does  not  attract  retaliation? 

^The  background  of  Government  thinking  on  this  has 

been  that  we  must  export  a very  substantial  part  of_our 
output  in  order  to  live  at  all,  and  it  is  a very  diversified 
kind  of  output,  so  that  we  should  be  particularly  sensitive 
to  retaliation. 

1520.  Mr.  Woodcock : Butcannot  this  phrase  “ difficulties 
for  international  economic  relations  ” apply  to  monetary 

instruments  as  well? ^They  are  not  on  all  fours,  I think, 

though  I do  not  say  that,  if  countries  deflate  or  inflate 
violently,  it  does  not  upset  international  trade ; it  does. 

1521.  Chairman:  Have  monetary  mca-sures  such  as 
raising  the  Bank  Rate  led  to  your  knowledge  to  protest 
on  that  score  from  the  exporter  whose  trade  has  been 

reduced? No.  We  might  get  the  suggestion  that  we  or 

other  countries  were  pursuing  too  restrictive  a policy,  but 
they  certainly  would  not  object  to  our  defending  our  balance 
of  payments  in  this  way  ; the  argument  would  be  whether 
we  were  right  to  defend  it  or  not.  On  the  other  hand, 
if  you  go  through  a list  and  cut  out  particular  things, 
you  get  complaints  that  you  are  being  unfair  to  a par- 
ticular class  of  trader  or  a particular  country. 

1522.  Professor  Cairncross:  The  point  surely  is  that 

general  measures  might  evoke  general  protest  and  specific 
measures  might  evoke  specific  protest.  The  kind  of  re- 
action you  get  abroad  is  that  the  United  Kingdom  is 
giving  the  whole  world  a restrictive  lilt. — Lord  Harcourt: 
Are  not  quantitative  restrictions  on  imports  against  the 
Bretton  Woods  Agreement? Yes. 

1523.  Mr.  Woodcock:  Have  we  also  an  international 

obligation  not  .to  deflate? Not  quite  in  those  terms; 

it  is  “ to  maintain  a high  and  stable  level  of  employ- 
ment ”. 

1524.  Professor  Cairncross:  Your  reference  to  exports 
is  nott,  I take  it,  intended  to  mean  there  are  no  ways  in 
which  exports  can  be  encouraged,  indirectly  if  not 
directly?  There  are  various  instruments  open  to  the  Gov- 

ernmant  ito  operate  so  as  to  promote  exports? Yes. 

Indeed  I &ink  it  is  fair  to  say  that  in  a period  of  credit 
restriction  the  Goverriimenit  has  often  indicated  that  it 
regards  the  furtheirance  of  the  export  trade  as  essential 
or  desirable. 

1525.  Sir  Oliver  Franks:  Paragraph  18  says  that  the 
instruments  available  include  direct  intervention,  fiscal 
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policy,  and  monetary  policy.  Paragraph  21  says  that  the 
problem  for  the  Government  is  to  select,  from  the  various 
instruments  available,  a combination  which  is  adequate 
to  inake  the  changes  which  are  necessary.  Is  it  reasonable 
to  infer  from  that  that  these  dilferent  measures  are  on 
all  fours,  and  that  it  is  a question  -of  expediency,  if  neces- 
sary to  be  politically  judged,  what  particular  combination 


fits  the  circumstances  from  year  to  year  or  from  six 
months  to  six  months,  and  that  the  choice  of 
instruments,  whether  direct  intervention,  fiscal  policy 
or  monetary  policy  is  made  without  predisposition  or  pre- 
judgement and  with  an  open  mind? ^If  you  include  the 

last  three  words  as  not  inconsistent  with  what  you  have 
said,  I agree. 


(.Adjourned  until  2.00  p.m.) 

Sir  Roger  Makins,  Sir  Edmund  Compton  and  Sir  Robert  Hall  further  examined. 


1526.  Chairman:  May  we  proceed  to  Part  II? Sir 

Robert  Mali:  May  I say,  Mr.  Chairman,  that  we  feel  very 
diffident  about  this  section,  which  deals  to  some  extent 
with  monetary  theory,  We  are  very  conscious  in  the 
Treasury  of  the  complexities  of  this  subject,  and  we  try 
not  to  identify  ourselves  with  any  particular  school  of 
thought  or  to  seem  dogmatic;  but  we  gathered  that  you 
wanted  to  know  the  sort  of  background  of  our  thinking 
in  any  recommendations  that  we  might  make,  and  we 
have  submitted  this,  as  I say  with  great  diffidence,  in  the 
hope  that  it  will  help  you. 

1527.  Thank  you  very  much ; I am  sure  it  will.  There 
is  one  question  on  paragraph  24:  coming  to  this  rather 
from  the  outside,  as  I do,  I was  struck  by  the  importance 
you  put  there  on  persuading  people  to  balance  the  terms 
on  which  they  can  raise  money  at  the  point  in  question 
against  the  prospect  of  being  able  to  raise  money  at  some 
unascertainable  later  date.  Is  there  not  the  question  also 
of  simply  discouraging  people  faced  with  the  difficulties 
of  raising  money  from  -going  forward  with  a plan  to  raise 

it  at  all? Sir  Robert  Hall : We  live  as  Lt  were  from  day 

to  day,  or  from  year  to  year,  and  our  thought  there  was 
that  there  was  no  need  to  go  into  the  question  of  whether 
they  put  off  the  -decision  for  ever  or  took  a new  one  alto- 
gether ; ithe  relevant  thing  was  Chat  'they  ^d  or  did  not  do 
it  now. — Sir  tdmund  Compton:  The  starting  point  is  that 
they  want  to  raise  it.  If  they  do  not  want  to  raise  money, 
the  question  docs  not  arise. 

1528.  Projects  can  be  abandoned  as  well  as  deferred? 

Sir  Robert  Hall : Yes,  but  we  feel  that  you  will  never 

know  whether  they  have  been  truly  and  finally  abandoned, 
and  that  it  is  therefore  safer  and  just  as  significant  to  say 
that  they  have  been  deferred.  There  is  no  implication 
as  to  when  they  will  be  taken  up  again,  because  each 
year  is  judged  on  its  own  merits. 

1529.  Professor  Sayers:  The  relevant  point  for  the 

immediate  economic  situation  is  that  they  are  deferred ; 
whether  they  are  deferred  to  the  Greek  Kalends  or  until 
tomorrow  is  not  relevant  to  the  pressure  on  the  market 
today? ^No. 

1530.  Sir  John  Woods:  Indeed,  they  may  not  know 

themselves ; they  may  simply  say  that  the  conditions  at 
present  are  such  that  they  are  not  going  to  do  it,  at  any 
rate  now? ^Yes. 

1531.  Professor  Sayers:  Of  course  there  are  times,  for 

instance  when  you  think  that  a slump  is  coming,  when  it 
is  important  to  know  just  how  admissible  the  schemes  on 
the  shelf  are,  but  apart  from  that  complication  it  is  merely 
a matter  of  knowing  what  is  going  to  be  taken  up  today 
and  what  is  not,  is  it  not? ^Exactly. 

1532.  Professor  Cairncross:  You  draw  a distinction 
between  raising  money  and  spending  money.  I take  It 
you  would  also  draw  a distinction  parallel  to  that,  between 
incentives  to  hold  money  in  one  form  or  another  and 
incentives  to  borrow  or  lend,  which  is  something  slightly 
different?  There  is  a given  supply  of  money  in  the 
system,  which  conforms  to  a certain  degree  of  liquidity, 
but  the  firmness  with  which  that  money  is  held  can  vary. 
If  the  rate  of  interest  goes  up,  and  people  are  earning 
more  interest  on  that  money,  they  may  hold  it  more 
firmiy._  Then  the  danger  that  the  money  will  be  applied 
to  capdtal  puapioses  or  spent  ds  diminished.  As  far  as  I 
und^tend  some  of  the  later  paragraphs  here,  there  seems 
to  be  a presumption  that  changes  in  liquidity  take  place 
primarily  through  changes  either  in  the  supply  of  money 
or  in  the  supply  of  Treasury  bills ; but  surely  there  is 
also  a very  real  possibility  of  a substantial  change  on  the 
Mmand  side.  If  people  lose  confidence  in  money,  for 
instance,  they  will  try  to  get  out  of  it,  and  even  with 
a fixed  supply  of  money  you  may  find  an  increasing 
amount  of  inflation.  I make  this  point  because  in  fact 


the  supply  of  money  in  terms  of  bank  deposits  has  not 
varied  very  much  over  the  past  five  or  six  years ; and  yet 

the  level  of  prices  has  risen  very  appreciably? -Yes.  I 

think  we  call  attention  to  the  changes  which  can  take 
place  in  the  desire  to  hold  liquid  balances. 

1533.  Do  you  have  any  views  as  to  the  limit?  Do  you 
believe  the  economy  might  be  run  in  fact  on  a very 
small  sum  of  money  in  relation  to  what  exists  now?  Where 
do  you  get  to  the  point  where  you  think  liquidity  is  about 

right? It  is  a functi-on  of  the  rate  of  interest,  to  our 

way  of  thinking.  We  also  think  that  there  is  not,  except 
in  quite  abnormal  circumstances,  an  indefinite  extensi- 
bility of  the  active  supply  of  money  at  the  expense  of  the 
inactive.  At  any  time  there  are  minimum  balances  which 
every  individual  or  corporation  will  wish  to  hold,  and 
he  will  find  serious  inconvenience  if  he  lets  them  drop 
below  that  level.  We  feel  that  you  get  down  somewhere 
■or  other  to  some  level  which  you  must  have  on  the 
average,  because  it  is  so  inconvenient  to  have  to  realise  an 
asset  if  you  happen  to  want  money. 

1534.  Professor  Sayers:  This  irreducible  level  will 
depend  in  part  on  .the  availability  of  other  highly  liquid 
assets,  or  what  we  might  call  near-money.  Has  not  the 
increasing  availability  over  the  last  half  century  of  these 
highly  liquid  assets  made  it  possible  for  the  national 
income  to  expand  relatively  to  the  supply  of  money  quite 
considerably,  .without  any  appreciable  rise  being  thereby 
engendered  in  the  rate  of  interest,  such  as  one  would 

expect  to  see? Sir  Robert  Hall:  Yes. — Sir  Edmund 

Compton:  In  the  first  half  of  1955,  when  deposits  were 
going  down,  commentators  said  that  they  th-ought  the 
slack  had  been  taken  out  of  the  system,  as  though  they 
thought  we  were  approaching  that  sort  of  level  as  a result, 
presumably,  of  the  removal  of  savings  from  inactive  de- 

osils  into  securities.  But  I think  we  would  feel  that  what 

as  happened  since  then  has  shown  that  all  .the  sla^  had 
not  been  taken  out  of  the  system  by  that  single  operation. 

1535.  As  one  who  was  not  one  of  -those  commentators, 
I wonder  how  far  you  did  in  fact  subscribe  to  that  theory 

•that  was  then  put  forward? Sir  Edmund  Compton: 

Our  state  of  opinion  at  that  time  was  reflected  in  the 
action  that  was  taken  in  July,  1955.  We  took  the  view 
that  not  enough  slack  had  been  taken  out  of  the  system, 
and  requested  a reduction  in  the  level  of  advances,  taking 
the  view  that  probably  the  increase  in  advances  had 
generated  active  deposits. — Sir  Robert  Hall:  I think  our 
general  state  of  mind  was  always  a sceptical  one,  that 
it  would  be  imprudent  t-o  .be  sure  that  anySning  weis  going 
to  happen  until  .there  was  some  evidence  that  it  had 
happened. 

1536.  If  that  slack  had  been  taken  up  one  would  have 
expected  a very  sharp  rise  in  the  market  rate  of  interest. 
Is  it  not  more  realistic  to  think  of  the  active  demand 
for  money  as  being  compressible  very  gradually  as  rates 
of  interest  rise? — Edmund  Compton:  I think  our 
view  was  that  some  slack  had  been  taken  up,  and  of 
course  there  was  quite  a marked  rise  in  market  rates  of 
interest.  In  fact  it  was  an  example  of  the  process  described 
in  paragraph  24  (a)  here  in  the  paper,  of  “other  people 
or  institutions  who  have  money  ” being  “ persuaded  to  take 
securities  in  exchange  for  it  ” ; but  one  goes  on  to  say 
that  though  some  slack  may  have  been  taken  up,  not 
enough  was. 

1537.  Which  do  you  regard  as  the  more  important,  the 
compression  of  the  demand  for  the  money  or  the  rise  in 

the  rate  of  interest  that  goes  with  it? ^ne  of  the 

objects  of  the  rise  in  the  rate  of  interest  is  to  depress  the 
demand  for  money,  to  persuade  people  to  exchange  money 
for  securities ; that  is  the  savings  side  of  the  medal.  The 
other  side  is  the  expected  effect  of  the  rate  of  interest  to 
make  people  less  ready  to  borrow  money,  or.  if  it  is 
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money  that  they  themselves  hold,  to  defer  spending  that 
money. 

1538.  You  have  formulated  the  two  sides  of  the  medal 
in  a rather  different  from  mine  just  now.  Which  do 

you  regard  as  more  important? Sir  Robert  Hall\  I 

think  I would  regard  the  depression  of  the_  demand  for 
money,  the  change  in  expectations,  as  more  important.  I 
think  that  follows  from  what  I said  this  morning  about 
how,  in  the  complex  of  uncertainties  that  are  facing  you, 
small  changes  in  the  rate  of  interest  get  lost. 

1539.  Chairman:  1 have  been  a little  puzzled  to  give 
a concrete  meaning  to  phrases  such  as  “ the  creation  of 
optimistic  or  pessimistic  expectations  about  the  course  of 
prices.”  it  sounds  almost  like  propaganda.  If  you  alter 
the  Bank  Rate,  people  will  read  into  that  either  what  you 
tell  them  or  what  deductions  they  may  make  from  it. 

Have  you  something  more  in  mind  than  that? ^There  is 

a long  history  of  argument  in  mionetiary  thought  Rs  to 
whaler,  for  exaropile,  when  ithe  Bank  Rate  is  put  up,  it 
causes  a reduction  in  activity  or  a movement  towards  a 
slump,  because  people  have  to  pay  more  for  v^at  they 
borrow  or  beoause  -fliey  think  that  it  is  a storm  sagnal.  If 
it  were  the  lartter,  the  “ creation  of  optimistic  or  pessimistic 
expeotations  ” would  be  a very  oomplex  process  ; a man’s 
expeotaildons  would  depend  pantily  on  tradiitional  knowledge 
handed  down  from  his  predecessors,  'that  one  had  to  look 
out  when  ithe  Bank  Rate  went  up,  and  partly  on  anything 
that  he  could  glean  as  to  the  intentions  of  the  central 
authorities.  If  it  .were  the  former,  it  would  be  a real 
thing,  although  it  might  have  a propaganda  element  in 
it,  in  the  sense  that  the  central  authorities  might  try  to 
persuade  people  that  bad  times  were  coming. 

1540.  Does  it  all  centre  round  the  use  of  the  Bank 
Rate,  and  whatever  deductions,  direct  or  indirect,  are 

drawn  from  that? ^In  the  past  it  undoubtedly  did,  and 

at  present  even  if  we  did  not  accompany  an  increase  in 
the  Bank  Rate  with  ^omiy  noises  It  would  srtiill  be  giving 
people  a signal  that  it  was  time  to  think  whether  their 
plans,  which  had  been  based  on  the  view  that  business  was 
going  to  stay  good,  should  be  altered  or  not  if  perhaps 
business  were  going  to  become  bad.  We  use  the  words 
“ expectations  ” and  “ optimism  ” or  “ pessimism  ” because 
in  a lot  of  this  field  you  are  dealing  with  plans  which  will 
not  come  to  immediate  fimition. 

1541.  A Government  which  wanted  to  restrain  people 
from  spending  money  could  not  just  go  about  shaking  its 
head  and  saying : “ Bad  times  are  coming  It  must 
depend  upon  some  relevant  action,  with  the  consequences 

attributed  to  it? Yes,  but  the  consequences  attributed 

to  it  might  be  justified  by  the  action  that  the  authorities 
were  taking,  or  lihey  mighf  just  be  a guess  or  a traditional 
method  of  behaviour. 

1542.  Professor  Sayers:  A hangover  from  periods  of 

bad  trade  in  the  past? There  is  certainly  an  element  of 

that  in  it,  though  I would  agree  that  if  in  fact  nothing 
positive  were  done  the  use  of  pure  changes  in  expectation 
woidd  gradually  lose  its  effectiveness,  But  I find  it  rather 
difficult  to  understand  trade  cycles  in  the  past  without 
reatfing  into  the  cause  of  .the  action  a change  in  expecta- 
tions which  seem  to  indicate  something  mote  than  the 
actual  change  in  the  cost  of  money. 

1543.  Chairman:  But  is  it  not  jxjssible  that  with  in- 

creasing public  knowledge  about  the  relevant  factors  and 
an  increasing  number  of  organisations  to  study  them,  Bank 
Rate,  if  we  are  concentrating  on  that,  and  its  movements 
will  be  dealt  with  more  on  merits  and  by  objective  judg- 
ments about  what  is  going  to  happen,  than  just  regarded 
as  a storm  signal  or  a sign  of  the  authorities  knowing 
what  lis  going  to  happen? Yes.  A lititle  later  in  this  sec- 

tion we  point  ouit  that  the  general  belief  that  the  Govern- 
ment could  and  would  eliminate  violent  fluctuations  has 
affected  the  course  of  expectations.  My  own  view  is  that 
the  period  round  about  1954/55  is  quite  a significant  period 
in  British  monetary  history.  To  us  at  least  it  seemed  that 
it  was  abouit  then  that  the  business  belief  that  the  Govern- 
ment was  going  to  try  to  maintain  a high  level  of  activity 
rather  modified  the  attitude  of  businessmen  and  institu- 
tions which  had  to  some  extent  been  conditioned  by  pre- 
war experience. 

1544.  Professor  Cairncross:  But  was  not  one  of  the 
great  differences  between  the  use  of  the  Bank  Rate  within 
the  last  few  yK-:irs  end  its  use  in  the  more  distant  past 


that  in  the  past  it  was  assumed  that  the  Rate  could  be 
raised  almost  without  limit  in  order  to  make  a restrictive 
policy  effective,  vihereas  in  the  last  few  years  it  has  been 
fairly  widely  assumed  that  the  Rate  would  not  be  increased 
indefinitely,  and  that  5i  per  cent,  could  be  regarded  as  a 
“crisis”  rate?  In  that  sense  the  increase  in  Bank  Rate 
to  7 per  cent,  may  alter  expectations  in  relation  to  where 

they  stood  a year  or  two  ago? 1 think  that  there  is  an 

element  of  that,  but  that  you  would  be  oversimplifying  it 
if  you  regarded  the  Bank  Rate  in  isolation  and  apart  from 
what  was  believed,  both  in  the  past  and  now,  about 
Giovemment  inrten,tions. 

1545.  Professor  Sayers:  Does  not  what  you  have  been 
saying  tend  to  minimise  the  importance  of  Bank  Rate 

itself  as  a signal? 1 think  I have  been  saying  that,  if 

people  believe  that  the  level  of  activity  is  likely  to  be 
prevented  from  wide  variations,  then  that  reduces  the  im- 
portance of  Bank  Rate  as  a signal. 

1546.  Chairman:  Does  it  not  look  as  if  Bank  Rate 
might  have  to  be  judged  in  future  strictly  by  the  results 
it  achieves,  and  not  as  a sign  of  superior  wisdom  on  the 

part  of  the  authorities  or  as  a storm  signal? 1 would 

say  that  in  the  past  it  was  judged  in  this  way  because  in 
fact  it  was  associated  with  the  kind  of  movements  which 
people  thought  it  would  be  as.sociated  with.  To  the  extent 
that  people  do  not  believe  that  it  will  be  associated  with 
such  movements,  that  is  a new  factor  in  the  situation  ; 
they  have  to  recondition  themselves  to  a new  set  of 
experiences. 

1547.  Mr.  Woodcock:  In  .paragraph  24  you  refer  to 
what  has  happened  in  the  past.  If  we  go  as  far  back 
as  the  late  twenties  or  the  early  thirties,  what  happened 
then?  Money  was  as  cheap  as  it  possibly  could  be;  did 

that  have  the  effect  of  increasing  borrowing? Very 

slowly.  It  was  certainly  very  strongly  held  in  the  thirties 
that  if  we  got  into  a deep  depression,  expectations  in  them- 
selves would  not  cause  people  to  borrow  ; that  is  to  say, 
people  will  not  borrow  money  even  at  a nil  interest  rate, 
if  they  think  they  are  going  to  lose  it.  It  has  been  some- 
times put  that  monetary  policy  is  more  like  a string  than  ' 
a stick  ; it  will  hold  people  back  but  it  will  not  necessarily 
push  them  on. 

1548.  Professor  Sayers:  Will  it  beat  them  off? ^We 

are  still  in  an  experimental  period. 

1549.  Chairman:  In  paragraph  28  you  say  that  decisions 
on  the  central  Government’s  own  current  expenditure 
are  not  influenced  by  monetary  conditions  themselves.  Is 

that  relevant  to  their  borrowing  activities? Current 

expenditure  is  what  is  spent  on  goods  and  services  and 
iramsfcr  payments.  In  the  postwar  period  wc  have  always 
had  a surplus  above  the  line.  I think  this  means  that 
the  Government  may  say:  “the  economy  needs  to  be 
contracted  or  expanded,  therefore  we  will  spend  more  or 
.spend  less  ” ; it  docs  not  say : “ interest  rates  have  risen,” 
or  “ bank  accommodation  is  more  dilficull ; therefore  we 
will  spend  more  or  spend  less  on  our  current  activities.” 

1550.  Professor  Cairncross:  Whatever  may  happen  to 
private  customers,  the  central  Government  would  not  feel 

compelled  to  restrict  its  expenditure? -Certainly  not  its 

current  expenditure. 

1551.  But  the  private  customer  might  be  expected  to 

show  some  reaction  to  the  incentive  of  higher  rates  of 
interest  in  limiting  his  current  expenditure? Yes. 

1552.  Professor  Sayers:  In  the  second  sentence  you  say 
that  monetary  pressures  may  exercise  marginal  effects  on 
current  expenditure  of  other  public  authorities ; is  that 
phrase  meant  to  cover  the  reaction  of  local  authorities  in 

considering  their  housing  programmes,  for  instance? 

We  meant  “current”  to  mean  current  and  not  capital. 

1553.  Chairman:  Although  the  central  Government’s 
current  expenditure  is  covered  above  the  line,  there  would 
still  have  to  be  large  periods  of  the  year  when  short-term 
borrowing  has  to  take  place  to  finance  it,  would  there  not? 

We  should  not  so  conduct  our  affairs  that  the  regular 

outflow  of  Government  payments  would  be  affected  by  the 
cost  of  servicing  the  borrowing  on  floating  debt  which 
has  to  be  done  to  even  out  the  flow  of  Govesmmeot 
expenditure. 

1554.  Professor  Sayers:  You  would  not  defer  the  pay- 

ment of  Treasury  officials  from  September  until  January 
because  the  Treasury  Bill  rate  had  gone  up? No. 
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1555.  Sir  John  Woods:  Are  you  quite  sure  Their  Lord- 
ships  would  not  be  moved  some  time  to  send  round  a 
Treasury  Circular  on  those  lines,  because  the  rate  on 

Treasury  Bills  was  over  6 per  cent.? Sir  Edmund 

Compton:  There  would  perhaps  be  an  accidental  connec- 
tion. The  conditions  in  which  we  were  paying  6 per 
cent,  on  Treasury  Bills  would  also  be  conditions  in  which 
we  were  enjoining  economy  in  public  expenditure  but 
because  of  the  elfect  on  the  money  supply,  not  because 
we  felt  it  was  crucial  to  cut  down  the  cost  of  financing 
our  seasonal  deficat. 

1556.  Professor  Cairncross:  If  total  demand  on  the 
resources  of  the  country  is  too  great  and  has  to  be  restric- 
ted, one  of  the  large  elements  in  demand  is  the  use  of 
resources  by  the  central  Government  to  meet  its  require- 
ments. Is_  it  not  quite  as  proper  that  that  should  be 
restricted,  in  circumstances  where  you  are  cutting  down, 

as  that  private  consumption  should  be  restricted. Sir 

Robert  Hall:  Yes ; but  we  should  cut  it  back  because  of 
a direct  dwision  that  the  country  was  spending  too  much, 
not  an  indirect  decision  that  money  was  getting  dearer. 

1557.  ^Tiat  is  the  difference?  Monetary  pressures  ex- 
press a disproportion  between  demand  and  supply.  A lise 
in  the  rate  of  interest  merely  gives  expression  as  a rule 
to  this  kind  of  pressure.  But  rates  of  interest  may  not 
be  effective  in  those  conditions,  and  voiir  policy  then 
migh't  be  not  to  make  use  of  them.  If  you  chose  to  deal 
with  the  pressure  by  restriatiing  Govemmenit  expendi- 
ture for  ourrenit  purposes,  thait  would  be  as  effecitive  a.s 
any  other  method.  Should  one  exclude  this  form  of  re- 
action, from  the  point  of  view  of  deciding  what  to  do? 
— Robert  Hall : It  seems  to  me  feat  there  is  a 
valid  distanodon  between  a direcrt  decision  and  an 
indireot  decision.  If  we  decide  feat  we  want  to  remove 
pressure,  we  cut  down  our  own  expenditure  and  make  it 
more  difficult  for  other  people  to  spend.  We  do  not 
start  by  making  it  more  difficult  for  everybody  to  spend, 
and  then  go  out  and  read  the  papers,  and  say : “ It  is 
more  difficult  to  borrow  money,  therefore  we  have  got 
to  cut  down  Government  expenditure ’’—C/ia/mian ; But 
a heavy  additional  charge  for  short-term  borrowing  must 
be  relevant  in  considering  at  any  rate  the  future  level 
of  current  expenditure. 

1558.  Professor  Sayers:  Do  individuals  and  firms  behave 
in  the  same  way  as  H.M.  Government  in  this  respect,  and 
if  so  is  there  much  point  in  putting  the  Treasury  Bill  rate 
up  to  6i  per  cent.?  If  H.M,  Government  is  typical  of  the 
community  in  this,  if  people  take  no  notice  of  the  short- 
term rate  of  interest,  but  they  conduct  their  affairs  in  just 
the  same  way,  then  why  go  to  this  expense  in  the  debt 

management? Sir  Robert  Hall:  That  depends  on 

whether  you  have  satisfied  yoomself  that  the  private  sector 
does  not  respond  to  these  changes. — Sir  Edmund  Compton : 
There  are  perhaps  two  points  here.  Fiirst,  a judgment  that 
the  money  supply  is  too  great  and  that  some  of  it  can  be 
reduced  by  an  increase  in  the  Budget  surplus  (which  is 
really  the  objective  both  of  the  Budget  balance  and  of  the 
injunctions  to  departments  to  economise).  Secondly,  there 
is  the  point  that  in  so  far  as  we  are  temporarily  in  deficit 
we  must  minimise  the  cost  of  our  temporary  accommoda- 
tion. That  we  do  in  two  ways:  first,  we  economise  on  our 
balances  and  make  full  use  of  those  before  borrowing ; 
and  secondly  we  are  always  pressing  Departments  to 
manage  their  acoounts  so  that  they  cut  down  feedr  balances, 
collect  fee  taxes,  and  generally  iranimise  feedr  drawings 
on  the  Exchequer  at  any  particular  time. 

1559.  Professor  Cairncross:  But  a factor  of  critical 
importance  -is  surely  the  large  ■payments  of  interest  that  are 
taking  place  all  the  time.  These  payments  clearly  rise  as 
interest  rates  go  up;  is  it  not  then  necessary  either  to 
raise  additional  sums  in  taxation,  or  cut  the  Budget  surplus, 

or  cut  other  forms  of  expenditure? ^f  course  that  is 

an  element  in  the  Budget  balance ; it  is  an  expense  that 
must  be  paid.  But  the  assessment  of  what  the  Budget 
surplus  should  be  depends  on  the  judgment  of  what  surplus 
is  required  to  balance  supply  and  demand  in  the  country, 
as  slated  in  feis  paper  ; and  this  judgment  jn  its  turn,  in 
each  Budget,  is  influenced  by  the  two  methods  of  operating, 
the  fiscal  and  fee  monetary. 

1560.  Sir  John  Woods:  Are  you  then  saying  that,  if  the 
general  balance  of  supply  and  demand  in  the  economy  is 


such  that  restrictive  measures  are  needed,  the  Government 
for  that  reason  alone  will  try  to  institute  its  own  economy 
drive ; that  the  same  circumstances  will  have  led  to  altered 
monetary  conditions  and  the  high  interest  rates ; but  that 
it  is  the  first  thing  which  leads  to  Government  economy, 
and  the  fact  that  the  Government  is  paying  6^  per  cent. 

on  its  deficit  borrowing  is  incidental? Yes.  On  the 

second  point,  it  has  been  said,  and  we  would  say  again, 
that_  those  higher  rates  are  the  price  we  have  to  pay  for 
the  impact  of  monetary  policy  on  the  system. 

1561.  Mr.  Jones:  Paragraph  30  suggests  feat  monetary 
policy  works  essentially  through  the  level  of  investment. 
In  view  of  the  long-term  aims  of  the  country  in  terms  of 
economic  growth,  can  you  regard  this  as  satisfactory? 
Are  we  not  sacrificing  the  future  to  present  expediency? 

Sir  Robert  Hall : Investment  increases  your  potentiality 

for  the  future,  but  cuts  down  your  current  level  of  con- 
sumption OT  activity.  The  problem  is  always  to  know  what 
balance  to  strike  between  the  two. 

1562.  But  is  not  the  first  line  of  attack  of  monetary 
policy  and  a high  Bank  Rate  upon  investment?  Professor 
Sayers:  Is  not  the  main  attack  of  monetary  policy  rather 
on  investment  plans,  on  the  expected  rather  than  on  the 
actual  level  of  lin vestment ? ft  may  affect  actual  investment 
at  the  time  too,  but  it  is  unlikely  to  affect  fee  full  volume 
of  investment,  except  insofar  as  that  investment  is  causing 
a rise  in  prices  and  so  eating  into  the  consumption  of  the 

fixed  income  groups? Sir  Roger  Makins:  It  seems  to 

me  that  we  are  getting  into  some  difficulty  by  fee  terms 
that  we  are  using.  “ Cutting  back  ” investment  seems  to 
imply  that  you  are  going  to  stop  doing  something  which 
you  are  already  doing,  whereas  fee  conception  of  these 
measures  is  much  more  that  they  slow  down  the  rate  of 
investment  which  is  in  contemplation. 

1563.  Mr.  Jones:  Do  they  not  actually  reduce  invest- 
ment below  the  current  level,  particularly  in  a situation 
of  inflation? — —Sir  Robert  Hall:  If  we  are  on  a rising 
trend  and  we  take  measures  to  restrain  it,  the  only  thing 
we  can  be  sure  of  is  that  it  will  not  be  as  much  as  it 
would  have  been  if  we  had  not  taken  these  measures. 
Whether  the  result  is  actually  an  increase  or  a decrease 
of  assets  depends  on  how  far  you  push  fee  measures. 

1564.  Suppose  that  the  actual  currency  to  be  devoted 
to  investment  is  cut  to  fee  level  of  a year  when  prices 
were  5 per  cent,  less  ; would  not  'that  mean  a 5 per  cent, 

cut  in  investment? Sir  Robert  Hall:  Yes,  in  that  case 

it  would. — Sir  Roger  Makins:  But  for  the  future  it  would 
depend  on  whether  prices  continued  to  rise  at  the  assumed 
rate. 

1565.  Sir  John  Woods:  In  paragraph  30  you  refer  to 
the  main  area  which  can  be  influenced  as  being  investment 
in  both  fixed  and  working  capital,  and  you  say  that  “ such 
expenditures  are  frequently  postponable  ”.  Should  there 
not  'be  some  slight  reservations  for  working  capital  and 
stocks?  People  who  in  fee  course  of  their  'business  have 
to  carry  stocks  may  not  be  able  to  postpone  very  much ; 
it  depends  -on  how  well  they  are  stocked  at  the  time. 
W'Ould  you  agree  'feat  tlus  is  a significant  point  because 
it  may  be  that,  in  some  areas  at  any  rate,  the  earliest  and 

most  biting  effect  will  be  in  respect  of  stocks? Sir 

Robert  Hall:  I do  not  think  that  it  js  by  any  means 
invariably  fee  case  that  firms  have  one  parHcukr  level 
of  stocks  which  they  must  carry.  If  they  think  that  prices 
are  going  to  rise,  for  instance,  they  may  increase  their 
orders  ; if  they  think  feat  prices  might  fall  they  will 
decrease  the  amount  of  stocks.  There  is  a postponable 
element  in  stocks.  But  I think  there  is  an  important 
distinctiem  in  this  field  between  investment  in  stocks  and 
investment  in  fixed  capital. 

1566.  Mr.  Woodcock:  Paragraph  31,  written  an  August, 

says  : “ It  is  now,  however,  taken  for  granted  feat  the 
Government  will  do  all  in  its  power  to  prevent  the  advent 
of  a general  recession  ”.  Would  you  say  that  was  true  of 
October? Sir  Roger  Makins:  As  a general  proposi- 

tion, yes. — Sir  Robert  Hall:  I think  Ministers  have  said 
feat  it  is  not  their  intention  to  create  a general  recession 
in  the  sense  in  which  this  word  would  have  been  used 
before  1939. 

1567.  I seem  to  remember  some  statements  that  they 
would  push  tightness  to  fee  point  at  which  it  succeeded 

in  its  object  whatever  its  other  results? ^That  depends 

on  their  judgment  of  how  far  they  have  to  push  it ; they 
might  have  to  push  it  further  than  their  statement  suggests. 
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[Continued 


1568.  Professor  Cairncross-.  In  paragraphs  32  to  34,  if  I 
understand  you  aright,  you  are  arguing  that  toe  money 
supply  is  pretty  well  geared  to  the  size  of  the  floating 
debt  subject  to  one  or  two  qualifications : for  example, 
it  might  happen  that  Treasury  Bills  were  held  more  exten- 
avely  outside  toe  banking  system  than  in  the  past,  or  it 
might,  I suppc«e,  happen  that  the  banks  varied  toe  _pr^ 
portion  in  which  they  were  anxious  to  lend  to  the  private 
s^ector,  as  compared  with  the  public  sector?- — Sir  Robert 
Hall:  Yes.  The  argument  is  that  the  banks  are  largely 
affected  in  toeir  operations  by  their  liquidity  ratio,  that  the 
most  important  element  in  the  liquidity  ratio  is  the  supply 
of  Treasury  Bills,  and  that  therefore  “ a restriction  of  the 
supply  of  Treasury  Bills  available  to  toe  banks  and  the 
discount  houses  is  a necessary  condition,  apart  from  direct 
requests,  for  bringing  pressure  to  bear  on  the  supply  of 
money 

1569.  It  may  be ; but  there  are  qualifications, _ For 
instance,  the  number  of  Treasury  Bills  held  outside  the 

banking  system  might  increase? ^We  thought  we  had 

covered  that  by  the  words  “ availabte  to  toe  banks  and 
the  toscount  houses 

1570.  In  what  sense  are  they  available  to  these  rather 
toan  to  other  holders?  There  is  no  type  of  Treasury  Bill 
that  is  manufactured  specially  for  use  by  banks  in  this 

country? ^No;  but  if  other  organisations  or  persons 

take  up  Treasury  Bills,  that  reduces  .the  amount  available 
to  toe  banks,  and  presumably  leads  to  increased  competi- 
tion for  toe  existing  supply. 

1571.  Professor  Sayers:  But  the  banks  can  influence 

toe  distribution  of  Treasury  Bills  between  themselves  on  to© 
one  hand  and  private  industry  on  toe  other  by  altwing  the 
terms  on  which  they  take  deposits? ^Yes. 

1572.  Professor  Cairncross:  Surely  there  have  been  quite 
extensive  changes  in  practice,  both  in  banking  and  on  the 
side  of  the  large  oommerciai  companies?  The  commercial 
bil  has  decEned  in  importance,  but  quite  a high  propor- 
tion of  Treasury  Bills  has  lately  been  taken  up  outside  the 
banking  system.  If  that  .trend  continued,  you  might  dis- 
pose of  a greater  part  of  the  floating  debt  that  is  now  held 
by  the  banking  system.  Similarly  there  have  been 
quite  marked  changes  over  the  last  few  years  in  the  dis- 


solves significant?  This  is  quite  apart  from  my  other 
•point  that  the  short  bonds  held,  by  the  diKO^t  _mark« 
do  enter  into  the  banks’  30  per  cent. ; but  toe  Chairman  s 
point  is  surely  valid  and  has  affected  the  situation.  If 
toe  ibanks  did  not  have  this  reserve  of  short  bonds  they 
would  have  felt  compelled  to  have  their  liquid  ^sets 
ratio  rise  appreciably  above  30  per  cent,  at  -fimes.  Would 
toere  not  be  a bigger  variation  in  the  liquid  assets  ratio 

if  they  did  not  hold  this  amount  of  short  bonds? 

They  must  build  it  up  sometimes  they  must  have  a 
liquidity  ratio  of  about  35  per  cent,  in  December  in  order 
to  be  at  30  per  cent,  in  mid-March.  But  it  looks,  from  the 
experience  of  the  last  two  or  three  years,  as  though  they 
can  so  dispose  their  affairs  in  terms  of  forthcoming  matuii- 
lies  and  the  Eke  as  to  provide  themselves  with  fresh 
liquid  assets  and  maintain  their  conventional  liquidity 
ratio  at  around  30  per  cent.,  if  they  feel  they  are  going 
to  be  in  any  danger  of  pressure.  For  example,  they 
undoubtedly  took  account  of  toe  expected  increase  in 
National  Savings  takings  by  the  Exchequer  in  1956  in 
calculating  what  they  would  do  about  their  short-term 
securities,  in  order  to  enable  themselves  to  keep  above  the 
miriiimum  by  the  end  of  that  financial  year. 

1577.  Professor  Sayers:  May  I come  back  to  my  otoer 
point?  It  is  suggested  in  this  paragraph  that  the  supply 
of  Treasury  Bills  is  the  main  basis  for  the  .supply  of  money. 

I accept  that  as  a general  proposition,  but  I suggest  that 
this  is  an  important  qualification,  that,  if  the  supply  of 
Treasury  Bills  was  diminished  and  the  supply  of  short 
bonds  increased,  that  is  to  say.  if  you  funded  extensively 
into  bonds,  the  discount  houses  could  raise  the  proTOrtion 
of  bonds  to  Bills  in  their  portfolios,  and  you  would  have 
just  as  much  call  money,  and  the  banks  could  be  holding 
just  as  many  TYeasury  Bills  as  before.  So  would  not 
the  supply  of  liquid  assets  in  the  banks  be  just  as  much 
a.s  before  although  you  had  reduced  the  volume  of 

Treasury  Bills? Sir  Robert  Hall:  We  do  not  dissent 

at  all  from  the  general  proposition  that  the  existence  of 
a large  volume  of  short  maturities  makes  it  much  more 
difficult  to  bring  pressure  on  the  banking  system. 

1578.  And  for  thc.se  two  reasons  ; the  qualifications 
become  important  when  we  come  to  considerations  of  debt 
management  and  of  the  desirability  of  the  present  levels 
of  short  bond  holdings?— 5iV  Edmund  Compton : For  that 


position  of  large  companies  to  hold  balances  or  enter  into  or  snort  Ihat'lh'e'point 'ought'  to  go  without 

floating  debt  os  toe  principal  element  here.  How  widely  that  there  is  no 

tcr  .ih.  Trda,,ury  .o  dogma, on  but  I sbodd 
Edmund  Compton:  Yes,  but  they  do  not  put  them  into  think  there  are  severe  limits  upon  the  extent  to  wh  h 
their  liquidity  ratio.  The  significance  of  the  short-term  they  can  ao  so.  . , .. 

securities  is,  I think,  that  if  we  operate  on  the  supply  of  1 579,  Professor  Cairinross : We  are  told  that  the  dim- 
Treasury  Brils  they  have  a means  of  defeating  us—  culty  in  devising  a suitable  monetary  policy  arises  in 

Professor  Cairncross:  If  you  take  the  liquidity  ratio  too  part  from  the  large  amount  of  floating  debt.  Have  you 
xr liAi\un,«n  tViA  TTiAriAV  «imnlv.  tnft  size 


seriously? — Sir  Edmund  Compton:  Yes. 

1573.  Professor  Sayers:  But  short  bonds  are  held  by 
toe  discount  market  and  put  into  toe  banks  as  seciuity 
for  the  call  money,  and  call  money  enters  into 
the  calculation  of  the  liquidity  ratio.  So  are  not  short 

bonds  directly  relevant  to  toe  liquidity  ratio. Sir 

Edmund  Compton:  Not  the  short  bonds  held  by  the 
banks.  When  we  calculate  what  the  bankers’  Equidity 
is,  we  look  at  their  floating  debt  assets,  call  money  plus 
bdls. 

1574.  Chairman:  But  if  you  were  a banker  and  you 
were  considering  your  liquidity,  you  could  not  ignore  the 
fact  that  you  had  a holding  of  maturing  bonds  as  well 
as  your  holding  of  call  money,  commercial  bills  and 

Treasury  Bills? ^No,  indeed.  Your  short  bonds  would 

be  part  of  your  liquid  reserve,  but  in  terms  of  toe  con- 
ventional liquidity  ratio  they  would  not  count. 

1575.  But  that  would  depend  upon  the  exact  rigidity 
with  which  you  regarded  what  you  call  the  conventional 
liquidity  ratio?  Must  there  not  be  some  play  in  that? 

Our  experience  is  that  the  play  that  bankers  allow 

themselves  on  that  under  the  present  system  is  small. 

1576.  Professor  Sayers:  Is  it  not  this  way  round,  that 
throughout  ail  these  years  they  have  held  such  a large 
volume  of  short  bonds  that  they  have  been  prepared  to 
leave  only  very  small  play  in  their  liquid  assets  ratio, 
and  therefOTe  toese  .bonds  held  by  the  'banks  are  them- 


made  comparisons  between  the  money  supply,  the  size 
of  the  floating  debt  and  the  national  product  now  and 
before  the  war?  It  is  odd  to  find  that  the  money  supply 
is  no  larger  than  six  years  ago.  particularly  if  one  finds 
that  the  increase  in  bank  credit  to  industry  has  risen  very 
little  while  trade  credit  has  risen  enormously,  and  stocks, 
particularly  stocks  held  by  industry,  have  gone  very  high 
indeed.  ITie  figures  in  paragraph  38  do  not  say  whether, 
over  the  period  since  1935,  the  floating  debt  has  risen 
more  in  proportion  to  the  money  supply  or  in  relation 
to  the  national  income. — Sir  John  Woods:  Some  calcula- 
tions made  on  material  given  by  one  of  the  joint  stock 
banks  relating  to  the  relationship  between  money 
supply  and  the  national  income  suggest  that  the  ratio 
between  the  two  things  now  is  the  same,  within  about  1 per 
cent.,  as  it  was  in  1938. — Chairman:  What  would  you 

say  about  that  given  fact? Sir  Robert  Hall:  1 would 

say  that  money  is  doing  a great  deal  more  than  it  was  in 
recent  years. 

1580.  What  vehicle  of  money  is  doing  the  additional 

work,  notes  or  deposits? Both  ; but  bank  deposits  more 

in  proportion  than  notes.  If  you  take  the  years  1951  to 
1956,  the  total  of  deposits  in  the  London  clearing  banks 
has  gone  up  by  approximately  £120  million,  to_  over 
£6,000m.  The  currency  in  circulation  to  the  pubEc  has 
gone  up  from  £l,291m.  to  £1.765.  If  you  take  the  two 
together,  the  money  supply  has  gone  from  £7,453ra.  to 
£8.053m.  So  from  1951  to  1956  the  money  supply  has 
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gone  up  from  100  to  108,  and  the  national  income  has 
gone  up  in  money  value  from  106  to  141.  Within  the 
increase  of  8 per  cent,  in  the  money  supply,  there  is  a 
very  small  increase  in  bank  deposits,  and  a larger  increase 
in  notes,  though  still  not  as  large  as  the  increase  in  the 
money  value  of  the  national  income.  Then,  as  we  say  in 
paragraph  38,  the  proportion  of  floating  debt  in  the 
National  Debt  has  increased  by  a third,  and  floating  debt 
and  marketable  securities  with  less  than  five  years  to 
maturity  taken  together  are  now  34  per  cent.,  compared 
with  16  per  cent,  in  1935.  It  was  on  these  sorts  of  calcu- 
lations that  we  supported  our  conclusion  that  the  liquidity 
of  the  assets  available  to  the  system  is  greater  than  it  was. 

1581.  Professor  Cairncross:  But  the  National  Debt  is 
lower  in  proportion  to  the  national  product  than  it  was? 
^About  the  same. 

1582.  Chairman:  In  paragraph  34  you  say:  “a  restric- 
tion of  the  supply  of  Treasury  Bills  available  to  the  banks 
and  discount  houses  is  a necessary  condition  (apart  from 
direct  requests)  for  bringing  pressure  to  bear  on  the  supply 
of  money”.  That,  I appreciate,  is  a statement  of  the 
theory.  Would  you  say,  again  apart  from  direct  requests, 
that  there  has  been  any  time  since  1951  when  a sufficient 
restriction  had  been  achieved  to  bring  effective  pressure 

to  bear  on  the  supply  of  money? Sir  Edmund 

Compton : There  have  been  two  occasions  when  that  came 
about  for  a short  time.  One  was  at  the  end  of  1951, 
when  the  bankers’  liquidity  was  affected  by  the  Serial 
Funding  operation ; but  I believe  it  is  very  much  a moot 
point  whether  the  reduction  in  advances  which  then  took 
place  was  because  the  banks  were  pressing  for  reductions 
or  because  their  customers  were  taking  a view  of  the  future 
and_  reducing  their  demands.  The  second  period  was  the 
earlier  part  of  1955,  when  the  bankers  were  up  against 
the  minimum  -liquidity  ratio  after  the  increase  of  Bank 
Rate  to  4i  per  cent.,  which  was  accompanied  by  a con- 
siderable transfer  of  large  sums  of  money  from  deposits 
into  Treasury  Bills.  The  depositors  got  round  to  turning 
their  deposits  into  short  bonds.  At  other  times  the  banks 
have,  to  varying  degrees,  restricted  advances ; but  at  those 
other  times  it  must  have  been  in  respect  of  requests  and 
not  owing  to  actual  liquidity  pressure,  though  liquidity 
pressure  was  sometimes  potential. 

1583.  The  stability  of  the  ratio  at  any  one  time  would 
depend  upon  the  trend  which  follows  during  the  course 

of  the  succeeding  month.s? What  followed  after,  when 

the  apparent  pressure  on  liquidity  came  about  at  the  end 
of  1951,  was  a reduction  in  advances.  What  followed 
in  the  early  months  of  1955  was  an  increase  in  advances, 
and  sales  by  the  bankers  of  their  investments. 

1584.  It  looks  as  though  they  were  in  a position  to  slide 

out  of  the  consequences  even  though  a firm  pressure  on 
the  liquidity  ratio  is  achieved? In  terms  of  the  mone- 

tary system,  they  did  not  slide  out  of  the  consequences,  but 
responded  to  the  pressure  upon  their  liquidity.  The  sale 
of  investments  by  bankers  can  operate  to  reduce  the  money 
supply  in  the  same  way  as  a reduction  in  advances.  It  was 
that  operation  which  was  claimed  by  commentators  at 
the  time  to  have  taken  some  of  the  slack  out  of  the 
monetary  system. 

1585.  Professor  Sayers:  At  the  end  of  1951  the  liquidity 
ratio  was  reduced  by  the  funding  operation,  and  at  the 
same  time  the  banks  were  asked  to  be  more  cautious  in 
panting  advances.  Supposing  that  they  had  not  had  their 
liquidity  ratios  reduced  at  the  same  time  as  this  request 
for  keeping  down  advances,  would  they  have  acted  any 
differently  in  dealing  with  applications  for  advances?  The 
reduction  in  the  supply  of  Treasury  Bills  could  only  have 
brought  pressure  to  bear  on  the  supply  of  money  if,  &s 
a result  of  the  operation,  the  banks  bad  reduced  the 
amount  of  advances  they  were  wOling  to  supply  even  more 
than  the  Government  request  was  leading  them  to  do 
(,as^ming_  that  their  investments  were  unchanged),  Was 

willingness  of  the  banks  to  grant  advances  fbat  was 
the  hmit  of  the  quantity  and  not  the  demand  of  the 
customers? ^To  what  extent  they  responded  to  the  pres- 

sure on  their  liquidity  and  to  what  extent  to  the  chrect 
request  I^  would  find  it  difficult  to  say.  The  bankers  them- 
selves said,  and  I am  in  no  position  to  contradict  it,  that 
a great  deal  of  the  reduction  of  advances  that  took  place 
in  the  early  months  of  1952  was  really  due  to  a change 
of  attitude  on  the  part  of  their  customers.  When  a banker 


was  pressing  a customer  to  reduce  his  overdraft  he  found 
that  the  customer  was  ready  to  do  so,  because  looking 
ahead  he  was  disposed  to  contract. 

1586.  So  the  suggestion  that  the  reduction  of  the  float- 
ing debt  was  an  operative  factor  at  that  time  is  built 

on  a very  slender  foundation? Sir  Robert  Hall:  The 

banks  appeared  to  be  under  some  pressure  because  of 
the  change  in  the  liquidity  ratio,  but  we  could  not  say 
with  absolute  confidence  that  that  was  a factor,  because 
it  was  not  put  to  the  test. 

1587.  Chairman:  What  were  .the  details  in  the  early 

part  of  1955? Sir  Edmund  Compton:  Liquidity  fell 

to  30-0  per  cent,  in  March,  and  30-1  per  cent,  in  June, 
and  the  bankers  responded  to  that  pressure  by  selling 
investments.  Tn  the  same  four  months  their  advances 
went  up  by  £289  million. 

1588.  Professor  Sayers:  Would  you  argue  that,  be- 
cause they  were  being  forced  to  sell  investments,  that  in 
itself  would  make  them  more  stingy  in  granting  advances? 

.1  imagine  that  they  were  not  glad  to  sell  investments, 

because  owing  to  the  effect  of  the  increase  in  Bank  Rate 
through  the  structure  of  interest  rates,  the  value  of  their 
investments  had  gone  down ; so  they  were  incurring 
losses. 

1589.  They  incurred  them  in  order  to  be  able  to  go 
on  advancing  money,  without  reducing  their  liquidity  ratio 
below  what  they  considered  a comfortable  level.  Do 
you  think  that  the  authorities  were  achieving  their  object 
by  forcing  the  banks  to  be  very  uncomfortable  about 
granting  advances  or  by  the  banks’  sale  of  securities 

forcing  the  interest  rates  up? The  Government  were 

not  satisfied  with  the  money  situation  as  it  had  de- 
veloped .by  July,  particularly  with  the  increase  in 
advances,  which  seemed  to  have  added  to  activity ; the 
proof  that  that  result  was  not  considered  satisfactory 
was  in  the  direct  request  that  was  made  to  the  banks  to 
reduce  advances  in  spite  of  their  sales  of  investments. 

1590.  The  pressure  on  the  supply  of  liquid  assets  was 
not,  by  itself,  sufficient  .to  induce  contraction  at  the  pace 

the  authorities  wanted? Sir  Robert  Hall:  That  is  quite 

clear  from  the  statements  made  by  the  Chancellor  of 
the  Exchequer  in  succeeding  months, 

1591.  Chairman:  And  your  view  was  that  the  sales  of 
investments  must  be  thought  of  as  primarily  extinguish- 
ing idle  deposits  whereas  the  advances  they  substituted 

were  actively  used? Sir  Edmund  Compton:  That  was 

the  diagnosis. 

1592.  Professor  Cairncross:  You  meant  the  effect  to  bo 
for  the  banks  to  decrease  their  lending  to  the  private 
sector  and  increase  their  lending  to  the  public  sector  ; 
advances  were  to  'be  restricted  in  order  to  allow  the  banks 
to  hold  on  to  their  investments,  which  all  represented  loans 
to  the  Government?  But  the  net  effect  of  the  opera- 
tion in  1955  was  surely  that  the  banks  were  successful 
in  lending  to  the  private  sector  at  the  expense  of  the  public 

sector? ^The  banks  were  selling  investments,  but  the 

Government  was  not  receiving  anything  by  the  sales  of 
these  investments. 

1593.  Professor  Cairncross:  If  .the  banks  sold  those  in- 
vestments somebody  else  had  to  bear  the  burden? — 
Professor  Sayers:  It  would  have  the  effect  of  raising  the 
price  at  which  the  Government  could  raise  further  money. 
— Professor  Cairncross:  In  other  words,  it  was  possible 
to  interpret  this  as  a method  of  protecting  the  gilt-^ged 
market.  That  may,  of  course,  not  have  been  the  view 

taken  by  the  Treasury? ^It  is  a suggestion.  I do  not 

think  it  occured  to  us,  especially  at  a time  when  die 
price  of  gilt-edged  securities  had  in  fact  fallen  as  .the 
result  of  the  application  of  what  was  then  a high  Bank 
Rate. 

1594.  Professor  Sayers:  The  remedy  that  the  Govern- 

ment adopted  was  to  tell  the  banks  to  curtail  advances  to 
the  private  sector  directly,  apparently  on  the  basis  that 
the  advances  to  the  private  sector  were  putting  too  much 
steam  into  the  'boom.  Are  .there  not  two  ways  of  doing 
it  other  than  that  .which  you  followed ; to  raise  interest 
rates  so  that  they  incurred  much  bigger  losses  on  selling 
investments,  or  to  make  certain  investments  unmarket- 
able?  ^To  have  made  part  of  their  liquid  assets  or  in- 

vestments unmarketable  would  have  been  in  fact  the 
inauguration  of  a completely  new  system.  It  would  be 
the  same  thing  as  a compulsory  liquidity  ratio. 
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[Continued 


1595.  Would  it  not  have  'been  following  the  compulsory 

funding  policy  of  the  autumn  of  1951? Sir  Edmund 

Compton:  That  was  not  a compulsory  operation. — Pro- 
fessor Sayers:  That  is  a matter  of  words. — Sir  Edmund 
Compton:  The  second  ahernative  Professor  Sayers  men- 
tioned was  one  under  which  it  would  have  been  made 
so  uncomfortable  for  the  banks  to  sell  their  securities 
that  they  would  have  .been  ibound  to  reduce  their  advances. 
But  the  Government  securities  in  the  bankers’  bands  are 
short  dated  and  coming  so  near  to  maturity  that  the 
interest  rate  would  have  had  to  be  driven  very  high  indeed 
in  order  to  create  a situation  in  which  the  banks  would 
incur  spectacular  losses. 

1596.  Docs  not  this  episode  underline  the  way  in  which 
this  band  of  short  securities  held  by  the  banks  weakens  the 
control  that  the  authorities  have  over  the  liquid  assets? 

1 hope  that  comes  out  from  the  paper  before  the 

Committee.  It  was  the  view  of  some  people  at  the  time, 
though  not  of  the  Government,  as  history  shows,  that  the 
Treasury  could  be  almost  indifierent  to  the  way  in  which 
the  bankers  responded,  so  long  as  they  did  respond ; that 
the  effect  would  be  to  reduce  the  money  supply,  whether 
the  bankers  sold  investments  or  reduced  advances. 

1597.  But  you  would  not  agree  with  that? That,  in 

the  situation  in  the  summer  of  1955,  did  not  seem  to 
produce  the  results  we  expected. 

1598.  Professor  Cairncross:  Where  do  you  expect  to 
come  out  in  the  end?  It  is  not  clear  what  would  happen 
if  you  removed  these  restrictions  on  bank  lending,  but 
presumably  you  would  expect  the  money  supply  to  ex- 
pand and  the  banks  to  make  full  use  of  it.  Have  you  any 
idea  where  this  would  take  you?  How  long  do  you  ex- 
pect the  existing  system  of  restrictions  to  last?  Are  we 
to  contemplate  the  existing  restrictions  as  part  of  the  per- 
manent armoury  of  weapons  the  Treasury  wish  to  make 
use  of  in  monetary  policy,  or  something  temporary  and 

arising  from  a post-war  situation? Sir  Robert  Halt: 

We  have  not  anything  like  firm  views  about  those 
questions.  We  regard  the  situation  as  in  a state  of  flux 
and  transition.  I think  it  is  quite  clear  from  what  has 
been  said  already  that  we  have  been  feeling  uncomfortable 
about  the  whole  position.  The  future  outlook  is,  I think, 
very  closely  bound  up  with  the  future  outlook  of  prices. 
As  we  have  tried  to  bring  out,  the  inability  of  the  Govern- 
ment or  the  economy  to  arrest  the  rise  in  prices  has  made 
considerable  changes  in  Oie  underlying  outlook  both  of 
business  and  of  the  holders  of  money.  It  is  at  present 
the  policy  of  the  Government  to  place  much  more 
emphasis  on  measures  to  jiroduce  stable  prices  than  on 
measures  to  produce  a particular  level  of  output.  To  do 
away  with  direct  requests  to  the  banks  in  the  present 
climate  and  to  rely  solely  on  liquidity  ratios  to  control 
them  would  imply  the  ability  to  go  in  for  long  term  fund- 
ing operations  on  a very  large  scale. 

1599.  Professor  Sayers:  I am  wondering  how  objection- 
able you  feel  that  the  control  of  bank  advances  is.  We 
have  been  driven  to  the  conclusion  that  there  are  technical 
features  in  the  liquidity  situation  of  the  banking  system 
that  have  been  making  it  difficult  for  the  Government 
to  prevent  the  banks  from  expanding  advances,  and  these 
difficulties  have  led  the  Government  to  say  directly  to  the 
banks : “ We  do  not  want  advances  increased.”  If  the 
continuance  of  that  system  of  control  of  bank  advances 
leads  in  course  of  time  to  all  sorts  of  disadvantages  that 
are  not  apparent  in  the  first  stage  of  the  control,  ought 
we  not  to  aim  at  removing  these  features  in  the  banking 
system,  so  that  we  can  revert  to  a system  in  which  the 
authorities  check  the  expansion  of  advances  by  the  banks 

by  general  measures  to  affect  the  money  supply? ^That 

would  be  one  solution.  I do  not  know  whether  I should 
be  out  of  order  in  saying  that  the  existence  of  this  Com- 
mittee reflects  a good  deal  of  preoccupation  on  the  part 
of  the  Government.  If  we  had  firm  answers  to  all  these 
questions  I think  perhaps  we  should  not  all  be  here  today. 
Theoretically  there  are  a number  of  possible  solutions ; 
the  solution  Professor  Sayers  has  put  is  only  one  of  the 
possible  ways  out. 

1600.  Professor  Cairncross:  Given  the  present  floating 
debt  policy  and  rates  of  interest  and  so  on,  have  you 
formed  any  judgment  exactly  what  would  be  necessary  in 
order  to  leave  the  banks  with  a fairly  free  hand  in  their 
lending  policy?  I t^e  it  that  the  floating  debt  is  a rather 
higher  proportion  of  national  income  than,  it  was  before 


the  war,  and  I would  agree  there  might  be  some  fairly  nor- 
mal 'relationship  between  the  money  supply,  including 
Treasury  Bills  for  this  purpose,  and  the  national  income. 
This  is  a matter  in  part  of  arithmetic  and  in  part  of  judg- 
ment. Do  you  really  believe  banks  are  so  far  away  from  a 
situation  in  which  they  are  controlled  by  liquidity  and  by 

current  rates  of  interest? We  have  had  too  short  a 

time  with  them  to  know.  I still  think  that  the  central 
point  from  which  any  really  satisfactory  answer  would 
stem  would  be  a judgment  about  the  course  of  prices, 
because  the  interest  rates  at  which  you  could  fund  would 
partly  reflect  expectations  about  the  course  of  prices. 

1601.  Looking  back  to  the  1920s,  when  the  floating  debt 

was  exactly  the  same  in  character  and  if  anything  larger 
in  proportion,  I do  not  know  that  anyone  then  took  the 
view  that  it  was  difficult  to  get  at  output  through  monetary 
policy.  You  had  a money  supply  which  settled  down  in 
relation  to  output  and  income  fairly  satisfactorily,  at  least 
in  tlie  sense  that  there  was  no  inflation  requiring  special 
intervention? ^Yes,  but  you  had  a big  collapse  in  1930. 

1602.  Let  me  .put  the  point  from  the  other  angle,  which 
I think  Professor  Sayers  was  trying  to  explore.  There 
are  obviously  very  serious  inconveniences  from  the  in- 
definite restriction  of  lending  by  oommerdal  banks.  The 
commercial  banks  may  find  themselves  forced  into  a 
situation  in  which  they  are  very  little  more  than  savings 
departments  and  are  not  performing  the  services  to  in- 
dustry which  they  exist  primarily,  from  one  point  of  view 
at  least,  to  perform.  There  are  many  new  industrial 
developments  in  which  it  would  be  desirable  to  see  the 
commercial  banks  participate,  but  so  long  as  these  restric- 
tions arc  maintained,  these  developments  have  to  look 
elsewhere.  How  seriously  do  you  view  this  situation?  Do 
you  want  commercial  banks  to  become  little  more  than 

agencies  for  the  transfer  tff  private  savings? Sir 

Edmund  Compton:  The  first  question  i.s  whether  it  is 
good  for  the  economy  that  the  bank  lending  should  be 
restricted  at  all ; in  other  word.?,  whether  there  are  dis- 
advantages that  would  come  from  the  restriction  on  bank 
lending  in  any  fonm.  Then  the  second  question  is  whether 
a particular  method  of  restricting  bank  lending  has  more 
disadvantages  than  another.  It  has  been  .suggested  quite 
often  that  it  is  the  way  in  which  the  banks  are  restricted 
that  cau.scs  the  harm ; that,  if  the  banks  respond  to 
reque.sts  to  restrict  advances,  that  is  -disadvantageous  to 
the  system  in  a way  which  could  be  avoided  altogether,  if 
they  reduced  advances  in  response  to  pressure  on  their 
liquidity;  that  pressure  on  their  liquidity  would  be 
natural  whereas  direct  requests  are  unnatural.  It  is  sug- 
gested that  by  direct  requests,  banks  are  placed  at  a dis- 
advantage in  relation  to  almost  all  other  financial  institu- 
tions, certainly  in  relation  to  insurance  cempanies,  build- 
ing societies  and  other  agencies  of  that  kind ; their  com- 
petitive power,  though  not  their  service  to  specific 
borrowers,  suffers. 

1603.  Professor  Sayers:  They  have  no  incentive  to 
attract  deposits  at  present  because  they  are  not  allowed  to 

lend.  Other  people  can  attract  deposits  and  lend? In 

the  situation  as  we  had  it,  we  had  to  restrict  the  money 
supply.  The  money  supply  consists  of  bank  deposits  and 
currency.  The  banks  are,  as  it  were,  vulnerable  ; they  can 
be  restricted  either  by  liquidity  pressure  or,  failing  that, 
by  requests  on  advances ; and  so,  because  we  can  get  at 
them,  therefore  we  do.  The  suggestion  has  been  that  they 
alone  in  the  money  supply  system  are  restricted,  and  that 
there  are  other  areas  which  are  really  providers  of  money 
which  are  free  from  restriction. 

1604.  Professor  Cairncross:  They  occupy  a strategic 
role  in  relation  to  the  creation  of  credit  which  other 
financial  intermediaries  do  not  have.  They  have  a basis 
of  cash  in  a way  the  insurance  companies  have  not.  They 
can  erect  a system  of  credit  -on  that  ba.sis.  Others  erect 
a system  of  credit,  but  not  of  a similar  kind.  The  banks 
may  dwindle  in  relation  to  those  other  agencies,  but 
they  are  selected  by  the  government  presumably  on  the 

grounds  that  they  are  more  “ get-at-able”? Chairman: 

Should  you  not  be  very  uneasy  about  that  system? 

I think  that  is  so : it  is  part  of  the  situation  (hat  requires 
examination  and  possibly  further  control.  The  excuses, 
if  that  is  the  night  word,  for  proceeding  as  we  do  are  first, 
that  this  is  an  experimental  area,  and,  secondly,  that  in  all 
this  field  overall  control  is  not  possible.  For  example  we 
know  well  that  on  the  investment  front  our  control  is 
mainly  on  those  who  raise  money  and  only  to  a less 
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extent  on  those  who  have  money  of  their  own  to  spend  ■ 
so  here  in  this  field  of  credit  we  have  to  exercise  restric- 
tion where  we  c"~  -- 

result, 


, in  spite  of  some  unfairness  that  may 


1605.  Professor  Sayers:  On  the  basis  that  you  have  to 
do  It  by  word  of  mouth,  so  to  speak,  and  cannot  do  it 

by  the  .price  mechanism? ^Yes.  It  might  be  possible 

to  conceive  a system  under  which  everything  that  was 
required  was  done  by  the  rate  of  interest  alone,  but  as  a 
practical  imtter  we  have  found  it  necessary  so  far  to 
operate  as  far  as  we  can  directly  on  the  quantity  of  money. 

But  you  would  agree  that 
higher  rates  of  in  erest  wili  affect  all  forms  of  trade 
a way  in  which  they  were  not  previously  affected? 

1607.  Chairman:  I quite  understand  the  view  that  the 
banks  are  readily  available  and  you  hit  whatever  head 
you  can  get  at,  so  to  speak  ; .but  is  it  not  the  fact  that  these 
particular  restrictions  are  imposed  upon  them  because 

^ particularly  important  part 
to  play  in  the  general  working  of  the  economy,  rnore 

important  possibly  than  others? Certainlv.  I sSd 

have  added  that  they  are  creators  of  money  in  a way  that 
perhaps  the  other  financial  intermediaries  are  not. 

1608. _  Is  that  the  universally  accepted  view  about  banks? 
It  IS  certainly  a view  we  hope  you  wiU  examine. 

1609.  Sir  John  Woods:  Is  there  not  a danger  that  the 

£ i”  maintain  these  restrictions  on  leading  by  the 
banks  the  less  important  their  position  will  eventually  be- 
nS  agencies  who  have  so  far  remained 

outade  the  net  will  tend  to  become  more  and  more  im- 

banks’  heads 

n nearest;  but  is  there  not  a risk 

hat  ^e  smaller  coconuts  in  the  background  will  grow 

very  large  m their  obscurity? Yes.  It  is  a queition 

whether  it  could  go  to  a point  which  would  endanger 
the  banking  system  or  commercial  credit.  As  we  are  at 
the  present  time,  measured  by  such  things  as  say  the 
volume  of  hire  purchase  debt  in  relation  to  bank  advances, 
viders  Sf  «edh*  ^ predominant  pro- 

1610.  Pro/erjor  Cairncross:  When  you  look  at  the 
figures  for  trade  credit  the  proportions  come  out  very 
differently.  There  has  not  been  a year  since  1951  when 
if  you  take  the  quoted  companie.s  engaged  in  manufac- 
turing and  distribution,  the  increase  in  advances  by  the 
banks  has  come  anywhere  near  the  increase  in  other  credit. 

aggregates,  you  have  totals  of 
about  £2,000m.  for  the  outstanding  creditors  against 
about  £300  millions  for  indebtedness  to  the  banks.  Have 

you  any  comment  on  that? 1 am  not  sure  what  figures 

Professor  Cairncross  is  using  for  this.  At  a later  stage 
we  are  hoping  the  Committee  will  have  before  them  statis- 
tical information  about  the  financial  assets  of  institutions  • 
perhaps  that  is  the  stage  at  which  one  can  make  an  over- 
all assessment.  I was  looking  at  one  particular  area  where 
as  a matter  of  practice,  the  banks  feel,  and  perhaps  resent 
the  competition  of  the  hire  purchase  finance  companies. 

, 1611.  Chairman:  This  question  is  going  to  be  of  some 
importance  in  our  general  approach  to  the  monetary 
system,  and  I would  not  like  to  think  we  had  not  the  full 
views  of  the  Treasury.  If  you  say  the  proper  time  to 
discuss  It  IS  when  the  paper  on  financial  intermediari« 
comes  up,  may  we  defer  it  till  then,  and  then  take  it  in 
detail? ^If  that  is  agreeable  to  you. 

1612.  Professor  Sayers:  The  first  sentence  in  paragraph 
35  seems  to  indicate  as  the  basis  for  funding  that  the  rate 
of  interest  should  always  be  expected  to  go  down,  but  that 
“Ofis  not  matter  at  all  at  what  level  it  is,  whether  it  is 

50,  20,  10,  5 or  2i  per  cent.  Is  that  intended? We 

find  it  very  hard  to  state  in  a sentence  what  the  conditions 
are  in  which  people  will  buy  our  securities.  We  have 
made  the  generalisation  that  we  tend  to  fund  on  a rising 
market,  which  is  another  way  of  putting  what  Professor 
was  saying.  That  is  probably  what  happens  in  the 
short  term  ; at  the  particular  time  when  sales  are  taking 
place  certain  investors  have  a feeling  that  some  bottom 
rL  l^een  touched  and  they  feel  that  prices  are 

likely  to  rise.  There  may  be  also  fee  consideration  that 
feey  cannot  wait  any  longer ; there  are  limits  to  the 
time  people  can  hold  their  money  idle,  if  it  is  their  job 


to  invest.  But  funding  is  a spasmodic  affair ; it  tends  to 
be  an  operation  consisting  of  fairly  short  periods  of  sales 
at  times  when  sentiment  is  good  and  investors  feel,  as  I 
say,  that  some  bottom  has  been  touched  and  there  is  a 
rise  to  come.  It  could  not  be  true  that  funding  depends 
on  a market  that  is  rising  all  the  time  because  otherwise 
we  would  never  have  funded  except  on  a continual  rise 
in  prices,  and  that  just  has  not  been  the  case. 

1613.  But  that  still  leaves  me  wondering  if  you  mainfain 
the  position  that  the  choice  between  holding  money  and 
holding  securities  when  the  rate  of  interest  is  50  per  cent, 
is  identical  with  the  choice  when  the  rate  is  2i  per  cent.? 

Sir  Robert  Hall:  I do  not  think  we  could  possibly 

be  maintaining  that. 

1614.  Professor  Sayers:  As  the  paragraph  is  worded  it 
leaves  the  level  of  the  rate  of  interest  as  something  irrele- 

Professor  Cairncross:  Is  not  the  inference  that  it 
IS  the  perpetual  expectation  of  a fall  in  the  rate  which  is 

important? One  question  is  whefeer  you  expect  to 

make  money  by  holding  on  to  the  security,  because  the 
value  will  rise  in  the  future. 

1615.  But  you  also  make  money  by  the  dividends  you 
collect  while  you  hold  it.  Surely  those  dividends  are 
relevant ; otherwise  there  would  seem  to  he  very  litde 

point  in  raising  the  rate  of  interest  at  all? Yes,  I think- 

that  is  perfectly  fair  ; and  of  course  the  second  sentence 
would  come  in  too ; you  might  be  willing  to  take  a loss 
on  the  investment  if  you  .thought  you  had  a very  good 
alternative  opportunity  with  the  money. 

1616.  And  equally  you  take  a bigger  risk  of  depreciation 

if  you  are  getting  10  per  cent,  than  if  you  are  getting 
2-i  per  cent,  while  you  hold  at  ? agree. 

1617.  Professor  Sayers:  It  puts  a very  different  com- 
plexion on  this  if  the  rate  of  interest  is  relevant.  If  the 
absolute  level  of  the  rate  of  interest  is  relevant  in  the 
determination  of  policy,  do  not  the  problems  of  control 
of  the  supply  of  money  all  become  very  much  easier,  if 
you  are  prepared  to  face  fee  various  consequences  of  a 

rise  in  the  rate  of  interest? Yes,  I thitrk  that  that 

is  so,  if  you  are  thinking  in  terms  just  of  fee  operation 
of  monetary  policy. 

1618.  As  this  paragraph  stands  it  would  be  possible 
to  argue  that  no  raising  of  the  rate  of  interest  could  help 
in  getting  control  of  the  supply  of  money  and  therefore 
of  fee  supply  'Of  bank  advances.  On  the  other  hand  if 
you  accept  the  view  that  fee  higher  the  rate  of  interest 
fee  further  funding  can  be  carried  in  course  of  time, 
the  easier  it  is  to  control  the  supply  of  bank  advances 

without  any  arbitrary  commandments  to  banks? Sir 

Edmund  Compton : I think  it  would  be  very  rash  of  us 
to  dogmatize.  Professor  Sayers  is  arguing  that  the  higher 
fee  rate  of  interest  the  more  funding  we  should  do.  We 
have  to  oppose  to  that  our  experience,  that  funding  has 
actually  occurred  when  rates  have  not  been  rising  but 
falling. 

1619.  That  has  been  the  experience  feat  you  have  had 

over  a period  of  years  when  fee  rate  of  interest  has  in 
general  been  edging  up  and  up,  when  one  year  as  com- 
pared with  another? Over  the  last  year  or  so  that  is 

not  what  rates  of  interest  have  been  doing.  On  the 
whole,  our  experience  of  funding  in  these  last  three 
years  has  been  that  prices  fall  to  a lower  level  and  there- 
fore rates  rise ; then  funding  occurs  on  a rising  market, 
on  rising  prices  and  falling  rates ; then  a setback  occurs- 
Then  that  process  is  repeated  again  at  some  further  date 
when  market  opportuoidea  arise  on  which  we  can  actually 
sell  securities. 

1620.  That  has  been  in  a pwlod  of  years  following 
other  years  in  which  you  have  been  complaining  of 
inability  to  fund  on  a sufficient  scale.  You  have,  in  fact, 
not  been  willing  to  jump  fee  rate  of  interest  up;  you 
have  edged  it  up,  and  whenever  it  has  shown  signs  of 
going  down  you  have  been  able  to  fund  a little  bit ; not 
enough  but  a little  bit.  Is  that  not  so?  The  policy  of 
moving  from  one  level  to  an  altogether  different  level 

has  not  been  tried? Generally  the  authorities  have 

opwated  on  rates  of  interest  by  Bank  Rate  and  its  con- 
sequences, and  have  not  done  so  by  the  pressure  on 
fee  market  of  sales  of  securities. 

1621.  Has  not  the  consequence  of  altering  the  interest 
rates  in  this  way  been  that  from  the  point  of  view  of 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


118 


COMMITTEE  ON  THE  WORKING  OF  THE  MONETARY  SYSTEM 


24  October  1957] 


Sir  Roger  Makins,  G.C.M.G.,  K.C.B.,  „ _ 

Sir  Edmund  Compton,  K.B.E.,  C.B.,  and  Sm  Robert  Hall,  K.C.M.G.,  C.B. 


[Continued 


funding  you  have  had  the  worst  of  both  worlds? ^That 

really  depends,  firstly,  upon  what  is  regarded  as  a satis- 
factory volume  of  funding  measured  in  terms  of  a reduc- 
tion, or  restraining  an  increase,  in  market  Treasury  Bills ; 
and,  secondly,  on  the  character  of  the  funding,  that  is 
to  say,  whether  the  securities  issued^  on  replacement  for 
maturities  were  long,  short  or  medium.  In  fact,  with 
annual  maturities  of  the  order  of  £1,000  millions  a year, 
as  said  in  this  paper,  there  have  been  in  every  year 
except  1954-55  market  sales  of  securities  of  some- 
thing of  the  order  of  £400  millions  a year.  There  'were 
special  reasons  for  what  otherwise  might  be  regarded 
as  a poor  performance  in  that  particular  year.  I think 
the  extent  to  which  funding  opportunities  _wwe  taken 
over  the  whole  of  this  five  year  period  is  quite  consider- 
able. The  proportion  of  long  securities  to  short  is 
another  matter. 

1622.  Does  not  the  volume  of  funding  that  needs  to 
be  done  depend  upon  the  structure  of  debt  at  which 
one  should  aim,  having  in  mind  the  needs  of  monetary 
policy?  By  that  orliterioii  has  not  the  amount  and 
character  of  funding  needing  to  be  done  gone  far  beyond 

anything  that  has  been  done  in  the  last  ten  years? 

That  depends  on  an  analysis,  which  I am  not  satisfied 
has  been  completed  yet,  whether  funding  is  no  good  unless 
it  consists  of  exchange  into  long  dated  securities  beyond 
the  reach  of  the  bankers  or  the  discount  market. 

1623.  I was  not  suggesting  it  was  no  good;  but  has 

it  not  'been  inadequate  in  present  circumstances? 

The  practice  has  been  to  go  for  the  greatest  possible 
quantity  of  funding  ; to  respond  to  the  preferences  of  the 
market,  be  it  for  short,  medium  or  long,  although  with  a 
bias  on  the  side  of  the  authorities  for  lengthening  the 
dates  as  far  as  we  conveniently  could. 

1624.  Chairman:  Could  we  have  a definition  of  what 
is  involved  in  funding ; the  other  day  I was  left  rather 

uncertain  as  to  where  the  line  was  drawn? ^Perhaps 

it  would  'be  better  to  speak  of  ofBcial  sales  of  securities. 

1625.  I did  not  mean  that ; there  must  be  a limit  at 
which  exchange  one  maturity  date  for  another  involves 
such  a small  difference  between  maturities  that  you  can 

hardly  call  it  funding? Professor  Sayers:  Every  year 

the  outstanding  debt  gets  a bit  shorter? That  is  very 

material ; the  long  term  debt  created  during  the  war  is 
now  becoming  medium  to  short  term  debt. 

1626.  Professor  Cairncross:  The  structure  of  interest 

rates  is  obviously  of  great  importance  to  you  in  debt 
management.  Obviously  short  rates  are  to  some  extent 
directly  iwithin  the  control  of  the  Government,  and  long 
ratM  could  be  influenced  by  your  willingness  to  accept 
lower  prices  for  your  bonds.  In  practice  you  have  elected 
to  operate  through  the  short  rates,  and  to  allow  the  long 
term  rates  to  adjust  themselves.  You  have  done  that 
on  a falling  market  for  bonds.  You  have  been  obliged 
to  accept  higher  and  higher  long  term  rates  as  time  has 
progressed,  instead  of  making  substantial  adjustments  and 
then  seeing  how  the  market  would  react,  and  in  the  course 
of  these  changes  you  have  had  to  pay  progressively  higher 
rates,  now  very  high,  on  your  short  term  obligations, 
when  these  short  term  obligations  amount  to  35  per  cent, 
of  your  total  debt.  You  are  paying  very  high  rates  for 
a suibstantial  proportion  of  the  outstanding  debt  and  lower 
rates  for  the  long  term  obligations,  although  the  amouiit 
maturing  each  year  is  £1,000  millions.  Would  you  find  it 
possible,  and  possibly  more  appropriate,  deliberately  to 
accept  higher  rates  on  your  long  term  obligations  and 
keep  down  your  short  term  rates? It  has  been  con- 

sistently the  policy,  where  we  can,  to  lengthen  the  date. 
In  fact,  when  I look  at  the  maturities  that  lie  in  front 
of  us,  I see  a certain  amount  of  light  at  the  end  of 
the  tunnel;  1959-1960  is  a blank  year  and  then  we  get 
another  in  1962-63.  It  is  not  a question  of  £1,000  millions 
a year  indefinitely.  Your  suggestion  was  that  we  ought 
to  be  concentrating  more  on  the  longer  term  end  so  as  to 
reduce  the  “ near-Uquidity  ” of  the  banks.  It  is  material 
that  a high  proportion  of  the  holders  of  the  debt,  and 
therefore  of  the  potential  investors,  consists  of  the  bankers 
and  the  discount  market.  There  is  a choice  between 
issuing  a security  into  which  they  will  go  and  'which  if 
held  by  bankers  will  not  count  towards  their  liquidity 
ratio,  and  trying  to  pay  them  off  and  find  another  investor 
outside  who  will  lend  us  money  on  a longer  term.  If 
we  exclude  the  bankers  and  the  discount  market  as 


potential  investors  from  our_  funding  operations,  the 
amount  of  our  funding  is  going  to  be  very  much  less 
than  if  they  are  in.  That  applies  in  particular  to  the 
securities  that  we  created  for  them  in  the  Serial  Funding 
operation  of  1951. 

1627.  This  answer  postulates  that  you  are  not  interested 
in  reducing  excessive  liquidity.  Surely  they  are  in,  and 
there  is  no  question  of  saying  what  happens  if  they  are 

out? Liquidity  is  a matter  of  degree.  The  liquidity 

ratio  of  the  banking  system  depends  on  holdings  of  liquid 
assets,  largely  Treasury  Bills.  Then  there  are  near-liquid 
reserves,  or  liquidity  which  consists  of  their  holdings  of 
short  dated  securities.  The  primary  objective  has  been  to 
get  at  their  liquid  assets  proper  because  it  is  in  response 
to  pressure  on  that  liquidity  that  they  take  action  to 
reduce  their  lending  or  holdings  of  investments. 

1628.  'We  have  put  to  you  that  short  bonds  may  have 
very  much  the  same  effect  as  Treasury  Bills  both  because 
the  discount  market  deals  in  short  bonds  as  well  as 
Treasury  Bills  and  because  the  commercial  banks  can,  if 
they  wish,  rid  themselves  of  either.  If  the  situation  is  one 
in  which  you  have  no  special  fears  about  the  forthcoming 
maturities  over  the  next  five  or  six  years,  then  the  matter 
is  different ; but  we  were  led  to  believe  you  were  looking 
forward  to  a large  flow  of  maturities  over  the  next  few 
years  which  limited  your  power  to  gain  control  over  the 

banking  system?  Is  that  not  so? ^The  maximurn 

objective  might  well  be  to  get  rid  not  only  of  the  banks 
excess  liquidity  but  their  excess  near-liquidity  ; but  the 
objective  also  is  to  fund  as  much  as  we  can.  If  we  con- 
fined our  sales  of  securities  to  the  longer  term,  we  should 
fund  very  much  less  than  if  we  also  responded  to  such 
investors’  preference  as  there  is  for  short-dated  securities. 
If  a banker  converts  or  is  ready  to  convert  £100  millions 
of  maturing  Serial  Funding  Stock  into  five  year  stock, 
we  are  that  much  better  off  than  if  we  insist  on  paying 
him  back  in  cash,  which  we  might  well  have  to  do  if  we 
could  not  find  a longer  term  investor  to  replace  him. 

1629  No  one  would  deny  that.  The  suggestion  was  that 
you  might  find  it  more  profitable  to  operate  directly  at  the 
long  end  of  the  market  in  order  to  fund  into  longer  term 
stocks,  including,  if  you  like,  five  years,  which  I should 
regard  as  a long  term  for  this  purpo.se,  rather  than  to 
concentrate  on  operations  at  the  short  end  of  the  market, 
sticking  up  the  rate  on  Treasury  Bills  very  high,  and 
allowing  that  to  percolate  through  to  the  other  end  of  the 

market? Sir  Edmund  Compton : There  are  other 

reasons  for  operating  on  interest  rates  by  means  of  the 
Bank  Rate.  There  is  the  primary  purpose,  the  effect  of  it 
on  the  external  position.  There  is,  secondly,  under  the 
system  as  we  have  it,  the  immediate  and  direct  response 
to  the  Bank  Rate  of  the  bankers,  in  putting  up  their 
deposit  rates  (which  may  mean  people  holding  mon^  as 
opposed  to  spending  it)  and  their  overdraft  rates.  Those 
immediate  effects  of  the  Bank  Rate  are  part  of  the  object 
of  interest  rate  policy. — Professor  Cairncross'.  They  are 
all  rather  played  down  in  the  paper  before  us.  The  inter- 
national effect,  for  instance,  tends  to  be  represented  as 
being  limited  in  its  importance. 

1630.  Chairman:  You  were  asked  whether  it  would  not 

improve  your  control  of  the  money  supply  if  you  let  the 
short  bonds  held  by  the  banks  run  out,  and  offered  a 
security  by  way  of  new  borrowing  so  long  that  it  was 
unattractive,  or  by  ordinary  practice  impossible,  for  the 
banks  to  take  up,  so  as  to  reduce  their  liquidity  in  the 
course  of  time  and  have  a longer  general  run  on  your 
Government  borrowing.  I think  your  answer  was  that 
you  really  could  not  get  enough  of  the  new  loan  taken  up 
unless  you  issued  a security  that  was  attractive  to  the 
banks? ^Yes. 

1631.  Professor  Sayers:  Are  you  reverting  to  the  argu- 

ment of  paragraph  35  that  the  absolute  level  of  the  rate 
w^i  not  influence  the  amount  of  long  funding,  that  no 
matter  at  what  level  you  pitch  the  longer  rate  you  cannot 
sell  more  long  bonds  to  the  non-banking  public? ^Yes. 

1632.  Is  that  right?  I thought  Sir  Robert  Hall  was 

prepared  to  qualify  paragraph  35? ^These  things  are 

never  as  absolute  as  all  that.  It  is  not  as  though  you  had 
so  much  a year  coming  into  the  market  for  investment, 
no  more  and  no  less,  and  it  had  to  be  dealt  with  there. 
The  amount  that  is  available  for  investment  and  the  readi- 
ness of  the  holders  of  money  to  invest  will  vary.  It  is  a 
question  of  amount  and  of  timing. 
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1633.  And,  I suggest,  also  of  price ; I thought  that  was 

admitted? Both  the  amount  and  the  timing  will  be 

affected,  mainly,  I would  think,  by  the  expectations  of 
investors  about  where  the  price  is  going  to  go. 

1634.  I cannot  understand  on  this  theory,  which  is  the 
theory  of  paragraph  35,  why  the  Government  .should  issue 
any  stock  at  all,  any  long  stock,  bearing  any  rate  of 
interest  higher  than  1 per  cent.  But  it  has  issued  such 
stock  in  the  last  five  years ; why  has  it  offered  a higher 
rate  than  1 per  cent.?  Can  it  be  because  it  thought  people 
would  more  readily  take  bonds  at  3,  4 or  5 per  cent,  than 

at  1 per  cent.? 1 was  saying  that,  within  limits,  the 

amount  that  would  come  forward  for  investment  would 
depend  upon  the  yield  that  was  being  offered.  I would 
have  thought  that,  if  you  offered  1 per  cent.,  investors 
generally  would  just  sit  tight  and  not  think  it  worth  putting 
the  money  In. 

H535.  You  now  admit  that  the  level  of  the  rate  of 
interest  matters  to  the  amount  of  long  bonds  you  can 

sell? 1 would  like  to  get  back  to  the  point  the 

Chairman  originally  put  to  me.  Tlie  objective  here  is  to 
fund  in  quantity  a.s  much  as  possible,  and  I was  .saying 
Uiat  we  would  not  fund  anything  like  as  much  if  we  failed 
to  respond  to  such  market  preference  as  wc  can  find  for 
investment  in  our  shorter  dated  securities. 

1636.  Why  can  you  not  do  both  at  once,  issuing  some 

shorts  for  the  financial  houses  and  some  longs  for  the 
general  public? ^That  is  just  what  we  do. 

1637.  Why  do  you  not  offer  to  the  general  public  such 
terms  that  they  will  take  rather  more  than  they  have 

been  taking  of  the  long  bonds? ^The  question  of  what 

rate  attracts  the  investment  is  really  the  whole  essence  of 
market  management.  It  i.s  in  fact  how  those  who  manage 
the  Issue  Department  manage  to  sell  as  many  bonds  and 
securities  as  they  do  sell. 

1638.  And  why  they  do  not  sell  more  than  they  do 

sell? ^They  sell  as  much  as  they  can. 

1639.  Chairman:  How  are  we  to  know  what  actual 

price  they  get  for  ■what  they  part  with? These  are 

market  operations,  and  the  terans  on  which  the  depart- 
ments deal  are  not  disclosed. 

1640.  Mr.  Jones:  This  year  a substantial  amount  of 

conversion  funding  is  to  take  place.  Let  us  assume 
that  only  half  the  amount  of  the  loans  that  come  to 
maturity  this  year  is  converted.  In  circumstances  like 
that  would  the  Issue  Department  of  the  Bank  of  England 
take  up  that  part  of  the  conversion  loan  that  was  not 
taken  -up  by  'the  maturity  holders?  If  they  did,  would 
they  sell  it  at  some  time  in  the  future  at  a market  price 
substantially  less  than  par?  Would  not  that  result  in  the 
Treasury  being  called  upon  to  pay  a higher  rate  of 
interest? On  a point  of  fact,  we  have  not  made  a con- 

version issue.  Wc  have  just  announced  that  we  are  going 
to  pay  off  the  November  maturity.  But  that  is,  in  a way, 
a technicality  because  the  bulk  of  that  repayment  has 
been  financed  by  sales  from  the  Department’s  Holdings  of 
other  stock.  When  a Government  issue  is  made  the  Issue 
Department  underwrites  it,  in  the  sense  of  taking  up 
whatever  the  public  does  not  take  up,  which  may  well 
be  the  bulk  of  the  issue  that  takes  place ; and  then  the 
Issue  Department  subsequently  sells  that  among  other 
securities  (it  has  a whole  range  of  holdings)  according  to 
the  market  opportunities  for  funding  that  occur  and  at  the 
market  pice  obtaining.  This  may  well  result  in  stock 
being  sold  at  a price  which  is  considerably  lower  than  .the 
price  at  which  it  was  issued  to  the  public  and  underwritten 
by  the  Issue  Department.  For  instance,  there  was  an 
issue  of  3i  per  cent.  Funding  Stock  1999-2004  in  February 
of  this  year.  It  is  no  secret  that  the  bulk  of  that  was 
taken  up  by  the  Issue  Department  at  the  time. 

1641.  Chairman:  And  the  effective  yield  to  the  person 
buying  it  in  due  course  is  larger  than  the  ostensible  yield 

at  which  the  stock  was  issued? The  bsue  Department 

are  including  that  in  the  stocks  they  are  ready  to  sell  in 
response  to  market  demand ; at  the  present  time  any 
sale  will  be  at  64-%.  That  offers  the  investor  a yield  of 
5|  per  cent 
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1642.  Professor  Sayers:  Has  the  fadhty  with  which  this 
underwriting  by  the  Issue  Department  takes  place,  and  the 
authorities’  mastery  of  the  technique  involved,  perhaps 
tempted  the  au'thorities  into  trying  to  keep  the  yield  on 
long  bonds  too  low  for  substantial  funding  operations  to 
take  place?  If,  instead  of  underwriting  the  issue,  you  had 
priced  the  issue  at  a figure  which  would  have  induced  the 
general  public  to  take  up  the  lot  at  once,  you  would  have 
funded  in  a sense  in  which  you  have  not  yet  done.  The 
pice  ruling  in  'the  market  would  no  doubt  have  been 
different  today ; it  would  probably  have  been  lower 
although  it  might  conceivably  have  been  higher.  What 
you  have  done  is  to  use  this  facility  to  press  funding  in 
small  amounts  continuously ; but  opportunities  have  not 

been  created  by  the  authorities? ^I  -would  not  have 

said  .that  we  impeded  the  rise  in  the  long  term  interest 
rate.  I would  say  that  the  authorities  mSce  full  use  of 
such  market  opportunities  as  occur.  As  to  the  amount,  I 
would  np  say  it  was  in  small  quantities ; on  occasion  it 
is  in  quite  large  ones.  But  opportunities  have  not  been 
created  by  depressing  the  price,  by  offering  stock  at  a 
rate  of  interest  markedly  above  the  market.  We  have 
never  done  that. 

1643.  Mr.  Woodcock:  You  have  an  enormous  amount 

of  money  loaned  to  the  Government  one  way  and  another 
at  low  rates ; the  whole  of  the  deposits  in  the  Post  Office 
and  Trustee  Savings  Banks,  for  instance.  If  you  followed 
these  suggestions  would  all  that  money  be  withdrawn  and 
transferred? That  arises,  if  I may  say  so,  on  the  con- 

sideration of  what  interest  rate  policy  should  be  rather 
than  on  the  consideration  of  whether  interest  rate  policy 
should  be  effected  by  sales  of  securities  below  or  abov« 
the  market  price.  A Bank  Rate  change  raises  the  que^ 
tion  whether,  as  it  pervades  the  structure,  it  will  disturr 
the  mass  of  money  that  is  loaned  to  the  Government  in 
effect  on  demand.  One’s  judgment  is  exercised  according 
to  one’s  view  on  whether  the  holders  of  small  savings 
securities  are,  or  are  not,  inclined  to  sacrifice  the  small 
savings  advantages  to  the  market  advantages. 

1644.  Mr.  Woodcock:  Theoretically  it  may  be  on  de- 
mand but  really  it  is  mostly  pretty  fixed. — Professor 

Cairncross:  Is  there  not  a high  degree  of  inertia? ^That 

is  one  of  the  considerations  borne  in  mind  by  the  Trea- 
sury in  adjusting  market  rates  of  interest. 

1645.  Would  it  be  possible  for  us  to  have  some  indica- 
tion from  you  of  the  maturities  to  be  expected  over  the 

next  five  years? ^We  can  say  what  stocks  are  due  for 

repayment  in  each  of  the  years ; I have  a table  in  front 
of  me  now. 

1646.  Chairman:  Not  all  due  for  repayment  in  a fixed 
year ; there  are  some  where  you  can  call  them  between 

one  year  and  another,  are  there  not? ^Yes,  but  at 

present  rates  of  interest  It  can  be  assumed  that  we  shall 
adopt  the  final  date  in  each  case. 

1647.  Professor  Sayers:  Information  is  available  in  a 
number  of  places  of  the  amount  of  stock  in  existence  that 
will  mature  at  certain  dates.  That  is  presumably  not  the 
same  as  the  amount  of  stock  outside  the  Departments, 

which  is  the  relevant  figure  for  us.  Can  we  see  that? 

I would  like  to  think  over  that  question.  I am  not  sure 
that  it  is  feasible  to  provide  figures  for  .the  future,  simply 
because  stocks  are  bought  and  sold  all  the  time,  and  we 
are  not  to  know  what  &e  Departments’  holdings  of  stock 
maturing  in  1960  will  be  in  1960. 

1648.  Professor  Sayers:  But  can  you  say  what  are  the 
prospective  maturities  outside  the  Issue  Department 
today?  We  know  that  those,  as  other  maturities,  will 
be  affected  by  Government  operations,  for  funding  or 
anything  else,  between  now  and  the  dates  of  maturity. 

We  are  very  conscious  that  this  is  material  to  your 

inquiry,  and  I think  we  can  go  a considerable  way  to 
meeting  you. 

Chairman:  I think  we  ought  to  stop  now.  We  will 
continue  tomorrow  morning. 
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1649.  Chairman-.  I understand  tihere  is  something  you 
would  like  to  say  before  we  go  on?— -Sir  Rog-er  Makins : 
Mr.  Chairman,  I have  been  reflecting  on  the  discussion 
which  we  had  yesterday  on  paragraph  35  and  paragraph 
36  of  our  paper,*  In  this  part  of  the  paper  we  are  setting 
out  by  way  of  analysis  the  various  courses  which  are 
open  to  a governmeDt  to  follow  in  the  execution  of 
monetary  policy.  Yesterday  we  had  some  discussion  on 
the  merits  of  one  of  these  policies.  I ratber  wondered 
whether  it  would  help  if  I were  to  try  and  summarise  at 
this  stage  what  our  position  'is? 

We  do  not  deny  that  the  rate  of  interest  has  some  effect 
on  people’s  willingness  to  buy  government  securities,  and 
therefore  that  'there  is  some  rate  O'f  interest  at  which  we 
can  fund,  at  least  for  a time.  We  recognise  this  possi- 
bility indeed  in  the  opening  sentence  of  paragraph  36  of 
our  paper,  but  this  should  be  read  in  conjunction  with  the 
fool^te  to  it,  which  throws  some  doubt  on  its  practical 
application,  fif,  for  the  sake  of  argument,  we  were  to  try 
and  follow  this  policy  we  think  that  the  rate  of  mterest 
would  have  to  be  very  high,  and  the  operation  woidd 
have  to  be  on  a very  large  scale ; that  it  would  indeed 
have  to  be  pressed  to  whatever  point  was  necessary  to 
obtain  control  of  bank  liquidity,  and  that  anything  short 
of  this,  that  is  to  say  a partial  policy,  would  not  be  likely 
t-o  achieve  better  results  than  the  present  one.  As  we  have 
stated  to  you,  it  has  been  an  objective  of  our  policy  to 
fund,  but  this  has  not  been  the  sole  objective.  Even  if 
it  had  l»en,  I think  the  Government  would  certainly 
have  hesitated  to  take  die  extreme  measures  whidi  in  our 
viw  would  be  necessary  to  achieve  it,  involving,  as  we 
think  it  would,  heavy  loss  to  existing  holders  of  long 
term  securities,  the  impairment  of  the  Government’s 
credit,  and  the  assumption  of  a greatly  increased  debt 
burden  over  a long  ]period.  Therefore  we  have  concluded 
that,  taking  these  wider  considerations  into  account,  the 
policy  of  relying  on  high  interest  rates  to  fund  at  any 
cost  could  not  be  contemplated,  and  we  have  followed 
die  more  moderate  course  of  funding  when  opportunity 
offers. 

We  shall  try  to  elaborate  this  point  of  view  in  the 
paper  which  we  are  preparing  on  debt  management,  and 
we  shall  certainly  be  ready  for  further  detail^  discussion 
on  this  question  at  that  time. 

1650.  Thank  you.  This  is  a subject  whidi  we  shall 
undoubtedly  want  to  explore  as  fully  as  we  can.  Would 
it  be  convenient  if  we  left  any  further  detail  on  that 

particular  point  until  we  have  read  your  paper? We 

would  be  very  glad  to  fall  in  with  that  suggestion. 

1651.  Sir  Oliver  Franks:  On  paragraph  38,  may  I ask 
whether  .the  change  in  proportions  of  longer  to  shorter 
term  debt,  taken  in  conjunction  with  the  statement  which 
you  have  just  made  about  funding,  really  means  that  it 
is  unlikely  that  it  be  possible  on  any  really  very 
large  scale  to  reduce  the  volume  of  floating  and  near 

• Memoranda  of  Evidence  Part  H No.  6. 
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floating  debt?  It  looks  as  if  on  your  view  we  had  to 
live  with  a large  floating  debt  reinfor'ced  by  heavy  yearly 
raatimitjes  of  relatively  short  bonds  as  one  of  the  facts  of 
life  for  the  visible  future.  H that  overstating  the  position 

fay  much? Sir  Roger  Makins:  I would  say  not  by 

much. — Sir  Edrnund_  Compton  : I would  not  l^e  to  be 
ccanpletely  pessimistic  about  the  prospects  of  funding  in 
the  narrower  sense.  It  depends  on  two  factors  ; not  only 
upon  the  availability  of  investors  ready  to  buy  the  longer 
term  secunities,  but  also  upon  a non^narket  factor,  that 
is  the  Exchequer  surplus,  and  the  extent  to  which  we  are 
able  to  pay  out  of  revenue  or  out  of  oui  other  Exchequer 
receipts,  be  it,  say,  the  gold  and  dollar  reserves  or  be  it 
non-market  borrowing  from  small  savings.  That  comes 
in  before  one  can  form  a judgment  about  how  much  can 
in  effect  be  paid  off,  as  opptMed  to  being  exchanged  into 
longer  tenn  securities. 

1652.  This  seems  to  me  an  absolutely  fundamental 
point  in  the  whole  inquiry,  and  therefore  where  on  balance 
you  think  the  position  lies  is  a .point  of  the  greatest 
importance.  If,  when  all  the  factors  which  you  thinW 
proper  have  been  taken  into  account,  you  feel  it  would 
still  -be  so  expensive  to  get  the  rate  of  interest  hi^ 
enough  on  long  term  bonds  to  get  major  subscriptions 
and  major  movement  out  of  floating  debt  and  near-liquid 
short-term  bonds,  then  the  other  side  of  that  view  is  that 
the  floating  debt,  perpetually  reinforced  as  the  short  bonds 
mature,  is  with  us  as  a severely  limiting  factor  in  relation 
to  most  of  classical  monetary  policy  for  the  foreseeable 
future.  I am  not  seeking  to  get  a response  from  the 
Treasury  which  is  tmreal  in  its  precision  ; to  where  does 

the  Treasury  stand  on  this  iwoblem? Sir  Robert  Hall: 

This  is  a fundamental  question,  but  one  on  which  I 
it  is  drwpossible  to  give  any  firm  answer,  because  an 
important  factor  in  the  development  of  the  situation  will 
be  tile  devel'OpmKit  of  the  price  level.  The  iroblem  of 
long  term  funding  cannot  be  the  same  against  a context 
of  continually  rising  prices  as  against  a context  of  stable 
prices,  which  is  me  present  objective  ^ Goveramait 
policy, 

1653.  Mr.  Woodcock:  It  is  not  surely  a question  of 
funding  existing  debt,  but  of  reducing  liquidity,  and  that 

could  be  done  by  the  Budget  surplus? Sir  Edmund 

Compton : That  is  a very  material  factor  in  deciding 
whetiier  this  objective  is  or  is  not  .on.  If  you  look  at 
the  Exchequer  financing  figures  you  see  how  in  the 
last  three  years  the  situation  has  been  gradually  turning 
more  favourable  to  the  Exchequer  tha-n  it  was  in  the 
previous  three  years.  Net  Exchequer  requirements  tiiat 
had  to  he  satisfied  with  borrowing  of  one  form  or  an-other 
were:  in  1955,  £244  million;  in  1956,  £239  million,  and 
in_  1957, _ £1  million  ; there  was  an  improvement  of  £238 
million  in  the  amount  of  the  Exchequer  requirements  that 
had  to  be  financed  'by  iborrowing  in  those  last  two  years. 
That  was  due  to  the  triple  combination  of  the  Budget 
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suTiplus,  tlie  overseas  balance,  and  National  Savings. 
National  Savings  was  a form  of  non-market  borrowing 
which  further  increased  the  amount  of  the  surplus  we 
had  available  to  repay  floating  debt. 

1654.  Chairman:  Have  not  these  various  factors  been 
with  us  ever  since  moneftary  policy  has  been  actively 
operated,  since  1951?  I read  the  paper  as  saying:  “AU 
through  these  years  we  have  been  doing  our  level  best  ”, 
as  I am  sure  you  have,  “ to  reduce  the  volume  of  floating 
debt,  hut  it  is  still  of  such  a proportion  that  accept  on 
two  occasions  in  the  period  ” (which  we  mentioned 
yesterday)  “ ithe  floating  debt  has  been  so  large  that  the 
b^ks  have  really  been  able  to  escape  from  the  effects  of 

monetary  ocrntrol”.  Is  that  unfair? ^That  is  entirely 

fair  as  regards  what  has  happened  so  far. 

1655.  Chairman:  You  say:  “Thera  may  'be  other 
factors  which  will  make  our  control  effective  over  the 
coming  years,  and  we  have  done  better  in  the  last  two 
years  than  the  earHer  ones  ” ; but  still  at  any  one  m<ment 
monetary  policy  has  to  make  an  assessment  of  what  it  can 
do  or  cannot  do? — Professor  Sayers:  And,  if  I under- 
sland  Sir  Robert  Hall  correctly,  the  nest  few  years  are 
to  be  a continuance  of  tlie  last  seven,  with  the  possible 
complication  that  the  proportion  of  short  term  debt  to 
long  term  debt  will  rise  because  people  have  begun  to 
realise  what  is  happening,  and  therefore  long  term  debt 

will  be  even  less  marketable  than  before? Sir  Robert 

Hall : In  any  assessment  of  the  situation  the  size  of  the 
Budget  surplus  and  the  not  requirements  of  the  Govern- 
ment are  important  factors,  but  you  have  to  assess  also 
die  willingness  of  the  public  to  hold  the  debt.  It  is  diat 
which  makes  any  positive  forecast  doubly  uncertain, 

1656.  And  that  may  be  different  from  what  it  has 

been  during  the  last  seven  years? ^Yes. 

1657.  Sir  Oliver  Franks:  But  if  we  assume  that  the 
broadest  aims  of  Government  policy  in  this  field  are 
to  remain  an  economy  at  a very  high  level  of  demand, 
with  growth  actively  and  continuously  fostered  by  the 
Government,  I do  not  see  why  one  should  be  too 
hesitant  in  assuming  that  the  outcome  of  all  these  very 
difficult  factors,  which  singly  cannot  be  predicted  with 
accuracy,  should  not  be  rather  similar  to  what  we  already 
know  from  history.  Is  not  the  position,  which  I put 
to  you  in  the  form  of  a question  on  the  fundamental 
issue,  as  it  were  diagnosed  in  the  history  of  the  last 

five  years? ^That  raises  again  the  question  of  the  jilace 

in  ^licy  objectives  of  the  problem  of  rising  prices. 
That  the  Government  pursued  a policy  of  maintaining  a 
high  level  of  employment  and  fostering  growth  and  re- 
garded the  problem  of  the  price  level  as  one  to  be 
solved  by  a change  in  the  climate  of  opinion,  and  that 
prices  have  gone  on  rising,  cannot  be  denied.  But  when 
you  say:  “if  policy  goes  on  in  the  same  direction”, 
there  has  been,  as  we  have  already  noted,  the  statement 
of  &ptember  19th. 

1658.  Chairman:  It  also  raises  a different  question 
in  my  mind.  I want  to  put  to  you  whether  from  the  point 
of  view  of  monetary  control,  'the  villain  of  the  piece  has 
either  been  the  Treasury  Bill  or  the  volume  of  Treasury 
Bills.  If  you  do  not  see  any  reasonable  likelihood  of 
being  able  to  keep  the  volume  of  Treasury  Bills  in  the 
future  down  to  what  is  needed,  must  one  not  possibly 
reconsider  the  nature,  of  the  Treasury  Bill  itself,  and 
ask  whether  there  is  not  another  instrument  or  a variation 
of  that  instrument,  that  would  do  your  work  better? 

Yes.  We  point  out  in  paragraph  40  that  there  have 

been  other  facets  of  monetary  policy  arising  from  the 
difficulties  of  orthodox  methods  of  control.  I under- 
stand that  the  Bank  of  England  is  submitting  a paper 
to  you  on  alternative  methods. 

1659.  My  mind  was  not  on  things  different  in  their 
nature  like  those  you  are  referring  to  in  paragraph  40:  the 
question  is  whether  the  Treasury  Bill  is  the  only  form 
of  short-term  Government  borrowing  which  is  capable 
of  being  used  in  these  circumstances?— Lord  Harcourt: 
Sir  Edmund  Compton  said  before  'that  the  revival  of  the 
Treasury  Deposit  Receipt  had  been  considered  but  had 
been  turned  down  as  unsuitable.  On  the  face  of  it  it 
looks  as  if  there  is  a very  strong  prima  facie  argument 
for  the  reintroduction  of  Treasury^  Deposit  Receipts  as 
opposed  to  the  continuance  of  this  very  large  volume 
of  Treasury  Bills.  Might  not  the  Treasury  Deposit  Re- 
ceipt get  us  out  of  some  of  the  difficulty  which  we 


appear  to  be  in  at  the  moment? Sir  Edmund 

Compton:  This  point  will  arise  on  the  Bank  of  Eng- 
land paper,  which  has  been  referred  to,  on  alternative 
methods  of  control.— 5iV  Roger  Makins:  On  this  ques- 
tion of  alternative  methods,  we  would  rather  not  give 
off  the  cuff  answers  when  we  shall  be  giving  you  the 
most  carefully  considered  papers.* 

1660.  But  it  is  not  a bad  idea  to  bring  points  up; 

then  we  both  know  what  we  want  to  look  into? Sir 

Roger  Makins:  This  is  a point  which  will_  be  amply 
covered. — i5ir  Edmund  Compton ; The  only  point  to  make 
meantime  is  that  it  would  be  an  alternative  form  of  bor- 
rowing from  the  banks,  on  a security  that  was  not  part 
of  their  liquid  assets. 

1661.  Professor  Sayers:  Or  from  any  group  of  finan- 
cial institutions  the  Government  chose  to  make  liable? 

would  not  like  to  go  too  far  into  that.  The  point 

at  which  the  need  to  borrow  arises  is  the  point  at  which 
the  Government  has  a deficit  which  requires  financing. 
That  deficit  arises,  in  effect,  in  the  first  instance  by  an 
increase  in  bank  deposits. 

1662.  Mr.  Woodcock:  Without  getting  too  closely  into 
the  various  alternatives,  could  I follow  this  through  a 
bit?  If  there  were  no  difficulty  about  either  funding  debt 
or  extinguishing  debt,  the  Treasury  would  prefer  to  extin- 
guish it?--— 5/r  Robert  Hall:  Yes.  That  has  been  one 
of  the  objectives  of  our  policy,  because  we  have  been 
aiming  at  working  through  the  traditional  methods. 

1663.  If  it  became  an  alternative  between  a very  high 
rate  of  interest  and  very  high  taxation,  you  would  have 

to  balance  one  against  the  other? Sir  Roger  Makins: 

Yes. — Mr.  Woodcock : You  might  even  come  to  the  point, 
after  considering  the  rate  of  interest  required  to  enable 
funding  to  be  undertaken  on  a sufficient  scale  and  to  en- 
courage people  to  take  long  term  bonds,  that  you  would 
prefer  a capital  levy  as  a more  favourable  alternative. 

1664.  Professor  Sayers:  If  things  arc  allowed  to  go  on 
in  much  the  same  way  for  the  next  ten  years  _n.s  for  the 
last  seven,  the  rise  in  prices  will  eventually  bring  up  the 
money  value  of  the  national  income  to  such  a level  that 
this  big.  and  possibly  growing,  .short  term  debt  will  not  be 
uncomfortably  large.  Does  not  any  inflation  that  goes 
far  enough  put  the  Government  in  a comfortable  position 

in  relation  to  the  National  Debt,  sooner  or  later? Sir 

Robert  Hall:  Yes,  the  combined  effect  through  time  of 
the  real  growth  of  the  national  income  and  changes  in  the 
price  level  must  reduce  the  real  burden  of  the  National 
Debt. 

1665.  Meanwhile,  if  the  authorities  have  been  struggling 
to  make  things  a little  less  bad,  may  not  part  of  the  price 
that  has  to  be  paid  for  avoiding  the  high  long  term  rates 
be  considerable  damage  to  selected  financial  institutions, 
through  requests,  the  fall  in  the  price  of  gilt  edged 

securities,  and  all  sorts  of  things? Yes,  there  arc  effects 

of  that  kind. 

1666.  Professor  Cairncross:  Is  it  not  the  position  that 
at  this  moment  the  outstanding  long  bonds  represent  a 
lower  proportion  of  the  national  income  than  they  did 
before  the  war?  If  the  National  Debt  bears  roughly 
the  same  proportion  in  total  to  national  income  as  it  did 
before  the  war,  and  if  the  proportion  of  short  term  debt 
has  risen  rather  markedly,  then  long-term  loans  out- 
standing bear  a lower  relationship  already.  But,  although 
that  is  so,  you  take  a rather  p^imistic  view  a^ut  the 
demand  for  those  long  term  bonds,  given  an  adjustment 
in  their  price  in  relation  to  the  price  of  shorts.  This  was 
the  essence  of  the  statement  that  you  were  making  at  the 
beginning  of  the  morning.  It  seems  to  me  a little  para- 
dosical,  unless  something  institutional  has  happened  to  alter 
the  balance  of  demand,  not  just  of  supply,  in  the  direction 
of  a need  for  shorts  as  against  longs,  that  there  should  be 
any  permanent  obstacle  here  to  a changeover  in  the  direc- 
tion of  funding.  I agree  with  what  you  said  about  the 
need  for  some  confidence  in  the  stability  of  the  value  of 
money ; you  are  obviously  not  going  to  get  willingness 
to  hold  b^ds,  or  money,  or  any  form  of  debt  whatever, 
if  it  is  thought  that  the  money  contracts  in  which  these 
debts  are  expressed  will  deteriorate  in  value.  But  would 
not  any  greater  confidence  about  the  price  level  translate 
itself  automatically  into  greater  possibilities  of  funding? 

Sir  Edmund  Compton : One  clear  institutional  change 

is  the  competition  in  the  market  of  other  long  term 

• See  Memoranda  of  Evidence  Part  I No.  13  and  Part  II  No.  I. 
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borrowers,  such  as  the  local  authorities,  the  Common- 
wealth, and  major  industrial  bcwrowers,  all  of  whom  are 
competitors  for  the  money  that  is  available  for  lone  term 
investment  by  the  institutions. 

1667.  Chairman : Why  is  that  a change  institutionally  as 

against  before  the  war,  or  whatever  date  you  choose? 

It  IS  a change  from  before  the  war  in  that  local  authorities, 
for  ecsample,  were  not,  I think,  major  borrowers  in  the 
capital  market  at  the  time ; certainly  not  on  the  scale 
which  they  are  now. 


166«.  Professor  Sayers:  In  relation  to  national  income? 

I was  looking  at  it  in  relation  to  the  government’s 
long  term  borrowing ; but  taking  the  base  date  of  1935 
I would  not  have  thought  that  local  authorities  were 
borrowing  at  that  time  in  relation  to  the  national  income 
on  the  scale  they  are  attempting  to  do  today. 

1669.  Professor  Cairncrass:  The  whole  trend  of  the  last 

fifty  years  has  been  for  local  authorities  to  borrow  less 
in  relation  to  national  income.  Take  the  rate  of  house 
building,  for  instance,  before  the  war ; it  was  quite  com- 
parable to  what  it  has  been  in  the  last  few  years,  and 
that  was  the  principal  purpose  for  which  local  authorities 
entered  into  Professor  Sayers:  Looking  in  other 

directions,  surely  external  lending  by  this  country  has  been 
^ diminished  in  relation  to  the  national  income  that  the 

Government’s  competitors  there  are  less? 1 was  looking 

at  the  volume  of  Commonwealth  and  Colonial  Govern- 
ment borrowing  long  term  in  1935,  which  was  surely 
very  small  indeed  in  relation  to  the  total  demands  on  the 
capital  market. 

1670.  Professor  Cairncrass:  The  situation  as  different 
according  to  whether  you  are  looking  at  the  current 
sources  of  funds  coming  from  one  direction  or  another 
(current  surpluses  on  the  Budget,  current  sources  of  funds 
to  the  local  authorities  and  so  on),  or  at  outstanding  debt 
obligations  and  who  is  holding  these  debts.  Is  there 
much  doubt  that  the  local  authorities  have  not  expanded 
thedr  total  debt  to  the  extent  that  the  central  Government 

has  expanded  its  debt  since  before  the  war? 1 was 

asked  about  the  mstitutional  situation  in  the  market  that 
led  to  the  limitation  of  Government  long  term  borrowing 
there,  and  I was  making  the  point  that  these  non-Govem- 
ment  borrowers  are  very  heavy  competitors. 

1671.  Chairman:  Disproportionately  heavy  as  compared 

With  the  pre-war  period? 1 would  have  thought  so; 

certainly  compared  with  the  early  post-war  period. 

1672.  Professor  Cairncrass:  Would  you  not  agree  that 
on  the  demand  side  of  the  market  the  rise  of  the  big 
financial  intermediaries,  particularly  the  insurance  com- 
panies, must  have  meant  prima  facie  a demand  for  long 
tMm  debt?  Whether  the  insurance  companies  want  to  put 
the  money  into  Government  bonds  may  be  a different 
niatter ; but,  if  before  the  war  they  had  assumed  the  kind 
of  place  they  now  occupy  in  the  capital  market,  would 

not  that  have  made  for  a higher  price  in  gilt  edged? 

I find  it  hard  to  regard  that  as  a real  question,  because 
the  actual  volume  of  their  demand  in  relation  to  the 
national  income  as  it  is  now  is  quite  out  of  line  with  the 
volume  of  their  demand  as  it  was  then.  The  actual  funds 
that  are  coming  forward  for  investment  at  the  present 
tune  are  surely  so  very  much  greater  than  the  fionds 
coming  forward  for  investment,  say,  in  the  mid-thirties. 

1673.  Professor  Cairncrass:  This  is  the  point  we  are 
putting  to  you.  If  you  are  looking  at  the  institutional 
conges  since  the  thirties,  do  they  not  appear  in  some 
directions  at  least  to  have  been  favourable  to  the  Govern- 
ment, since  they  have  meant  the  emergence  of  large 
institutions  whose  first  instinct  would  be  to  buy  long 

Mnds,  rather  than  to  put  their  money  in  equities? ^That 

IS  certainly  so ; but  in  parallel  with  that  there  are  two 
other  changes ; the  readiness  of  those  same  institutions  to 
invest  otherwise  than  in  Government  securities,  and  the 
emergence  as  competitors  of  the  Government  in  the  long 
term  market  of  all  the  other  classes  of  borrowers,  including 
the  major  industrial  borrowers. 

1674.  Sir  John  Woods:  But  would  you  not  think  that, 
assuming  a greater  confidence  in  the  continuing  stability 
of  the  value  of  money,  a long  term  British  Government 
bond,  at  a reasonably  attractive  rate  of  interest,  would 
bring  in  not  only  institutions  but  also  the  private  investor 
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thiU impression  that  even  if 
^ confidence  in  stability  you  would 

S 5?itv  f possibilities  of  Ending?  Do 

tifto  ^ of  confidence  in  the  possibili- 

— r'^^®  conditions  that  you  mentioned 
would  be  necessary  before  one  got  a major  flow  of  invesi- 
ment  into  Government  longer  term  securities. 

’^®  ‘I’^estion  is  whether,  apart  from 
the  difficulties  about  people  believing  in  the  .future  value 
m unfavourable 

Gowrnmfn^  fi  ‘a®®  ^®™  “^i^ed  by  the 

Government^  finding  a good  demand.  We  have  not  eot 

Sot  ^®®^''8e  it  does 

not  seem  that  we  are  quite  at  one  about  the  question 
whether  the  proportion  of  claims  made  by  the  local 
cSSerimI  borrowers  has  turned^against  the 

Can  you  help  us  furtLr? 1 

think  there  is  that  uncertainty.  I am  not  sure  that  it  is 
not  better  answered  by  the  potential 
JSir-  ^Jti^cugh  we  certai^  have 

on  a considerable  scale 
conditions  arise,  we  also  have  to  face  the 

got  these  very  large  maturities  of  short  term  debt.  One 
must  at  least  be  doubtful  wheither  anything  like  that 
funding  could  be  done,®remember- 
mg  particularly  toat  so  much  of  this  shorter  term  debt  was 
specially  created  for  that  particular  class  of  investor. 

1677.  ^ofessor  Sayers:  But  is  it  necessary  to  look  at 
the  possibility  of  all  the  maturities  of  the  next  few  years 

even  £500  itullion,  were  switched  from  short  term  that 
woiffd  make  an  immense  difference  to  the  liquidity  of  the 
banking  system,  and  the  shorts  that  matured  in  succeedinc 
quite,  comfortably  be  replaced  by  new  shorts 
without  the  banking  system  getting  out  of  hand.  Is  that 
not  so?  It  surely  is  not  necessary  to  .think  of  the  price 
that  has  got  to  be  paid  m order  to  get  all  these  securities 
on  to  a long  term  basis? — Chairman:  Would  you  like  to 
defer  that  until  we  come  to  the  debt  management  paper? 
— —I  think  It  would  be  advisable.  I might  just  leave  it 
with  one  postscript:  I think  a good  deal  of  the  discus- 
«on  has  been  on  the  footing  that,  having  regard  to  the 
last  five  years’  experience,  we  should  infer  that  experi- 
ence will  be  the  same  in  the  next  five.  But,  of  the  last 
n ^^®  quite  a different  pattern. 

Both  as  regards  Exchequer  requirements  and  as  regards 
the  repayment  of  floating  debt  the  figures  show  a com- 
plete  reversal  of  trend.  Some  substantial  progress  was 
mad®  last  year,  and  might  well  be  continuing,  in  the  reduc- 
tion of  the  market  floating  debt,  in  contrast  to  what  had 
happened  m the  previous  years. 

1678.  Sir  Oliver  Franks:  Does  .that  mean,  going  back 
to  the  question  I was  asking  before,  that  as  you  see  the 
experience  of  the  last  five  years  we  should  be  mistaken 
in  our  .thinking  if  we  made  the  assumption  that  it  was 
not  probable  that  this  unwieldy  floating  debt  over  the 

next  fern  years  would  .prove  manageable? 1 thinJk  it 

would  be  unwise  to  make  that  assumption. 

1679.  Is  that  to  say  that  in  your  view  looking  at  the 
last  five  years  has  -nothing  to  tell  you  about  the  next 

five  years? ^What  the  last  five  years  has  shown  is  that 

a material  improvement  in  (the  situation  can  be  made 
and  in  fact  was  made,  taking  account  of  the  lessons 
which  we  learned  in  the  period  of  1952-55,  by  a com- 
bination of  measures:  one  is  the  Budget  surplus  but 
that  is  from  this  point  of  view  unpredictable ; the  second 
IS  the  National  Savings  drive,  which  again  meant  a swing 
of  over  £100  million  in  the  Exchequer’s  market  financing 
requirements. 

1680.  Professor  Sayers:  Was  that  partly  dependent  on 

higher  rates  of  interest? Certainly.  The  third  factor 

IS,  I would  say,  the  success  that  these  figures  show  in 
taking  opportuniti«  for  funding,  in  spite  of  long  periods 
of  setback  in  which  funding  was  not  possible. 

1681.  Sir  Oliver  Franks:  Granting  that  this  is  all  true 
as  one  looks  at  the  history,  of  the  period,  I am  trying 
to  see  whether  as  administrators  you  feel  that  these  lessons 
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of  history  contain  or  do  not  contain  any  element  of  pre- 
diction or  guidance  for  the  future.  So  far  as  I can  see 
at  ie  moment,  whichever  form  I put  that  question  to 
you  in,  you  have  to  say  on  the  whole  tha.t  you  do  not 
think  you  can  reply ; therefore  I infer  that  thwe  things 
which  are  important  in  the  analysis  of  the  history  yet 
offer  no  guide  to  what  may  come  after.  Is  that  a fair 

summary  of  your  position? ^Yes,  it  is.  I would  say 

from  my  point  of  view  as  an  operator  that  the  major 
doubt  on  our  prospects  for  the  future  arises  on  the  fact 
that  there  still  exists  this  heavy  block  of  maturing  debt, 
over  £3,000  million  maturing  in  the  next  three  years. 

1682.  Would  it  be  fair  to  say  from_  an  administrative 
point  of  view  all  one  can  really  say  is  that  one  has  to 
deal  with  the  future  years  as  they  come?  There  is  no 
basis  of  policy  on  which  one  could  frame  a course  of 

action? 1 agree.  I think  that  the  most  one  can  say 

is  that,  so  far  as  one  can  judge  by  the  record,  say,  of 
the  past  two  years,  the  task  is  not  a hopeless  one,  and  that 
progress  has  so  far  been  made. 

1683.  Professor  Sayers'.  Has  the  change  of  trend  in  the 
last  two  years  included  any  change  in  the  amount  of  really 
long  term  bonds  that  ^e  authorities  have  been  able 
actuaUy  to  sell  to  the  investing  public  and  the  financial 

institutions? We  can  speak  to  you  in  more  detail  when 

we  come  to  the  debt  management  paper,  but  experience 
on  funding  has  been  mixed.  The  opportunities  for  fund- 
ing have  occurred  at  all  ends  of  the  market,  and  have 
been  taken  as  they  occurred, 


1684.  Does  it  include  a change  in  the  trend  of  sales 

of  long  term  bonds  by  the  authorities? 1 would  rather 

have  notice  of  that  question,  because  it  involves  a certain 
amount  of  history.  In  relation  to  one  particular  period 
the  answer  would  be  yes,  and  in  relation  to  another  par- 
ticular period  the  answer  would  be  no. 


1685.  Lord  Harcourt:  I am  perplexed  about  this  appar- 
ent inability  to  sell  long  bonds,  in  view  of  the  cnormou.s 
growth  in  life  insurance  and  pension  funds  in  the  post- 
war period.  Ibe  British  Insurance  Association  may  be 
able  to  throw  more  light  on  the  life  offices’  investment 
policy  over  the  last  seventeen  years,  and  we  should  per- 
haps pursue  this  point  with  them,  because  they  are  the 
traditional  and  obvious  holders  of  long-term  securities, 
and  have  r^dly  growing  funds  for  investment.  I 
would  only  like  at  this  point  to  say  that  two  things  have 
occurred  to  me  which  perhaps  may  throw  a little  bit  of 
li^t  on  -Ihe  lack  of  willingness  of  the  life  offices  to  buy 
long-term  bonds  in  the  last  seventeen  years.  The  first 
point  is  that  there  was  an  agreement  between  the  life 
offices  and  the  Government  during  the  war  that  they 
would  put  the  whole  of  their  net  increase  in  funds  into 
long-tenm  Government  debt  as  a war-time  measure.  That 
meant  that  in  1946  every  life  office  had  a disproportion  of 
Government  bonds  in  its  portfolio.  The  second  point 
may  perhaps  be  that,  wi'th  nationalisation  of  the  basic 
industries,  life  offices  which  held  railway  ordinary  shares, 
debentures  and  preference  shares,  electricity  shares  and  so 
on,  suddenly  found  themselves  with  a vast  accretion  of 
Government  guaranteed  'bonds,  all  of  which  automatically 
went  into  their  portfolios  of  Government  stock,  which 
again  produced  a further  imbalance.  For  those  reasons 
the  life  offices  may  not  yet  be  back  to  a normal  investment 
policy.  Otherwise  it  wouW  seem  very  perplexing  that  you 
should  be  unable  to  sell  long  bonds,  when  there  should 

apparently  be  a large  and  growing  demand  for  them? 

Yes,  I shotdd  not  like  it  to  be  thought  that  we  are  never 
able  to  make  official  sales  of  long-dated  securities  • on 
occ^ons  we  have  made  sales.  The  doubt  was  whether 
such  sales  could  be  of  such  volume  as  to  cover  (he 
replacement  of  this  big  block  of  maturities  of  short-term 
stocks,  MpeciaUy  since  some  of  it  had  been  specially 
created  for  the  requirements  of  the  banks  and  the  discount 
marie  et. 


1686  Professor  Cairncross:  In  paragraph  39  (a)  you 
say : “ But  the  pr^ortion  of  total  capital  expeSitum 
financed  through  the  Bcchequer  is  much  larger  than  it 
used  to  be,  so  ffiat  in  spite  of  substantial  bud|etaS  sur- 

SS  exMndTmr/of  the  addmonal 

^ nationalised  undertakings  ; is 

™ place  here?  The  nationalised  unde^! 


1687.  Is  there  evidence  that  business,  if  you  mean  by 
“ business  ’’  joint  stock  companies  for  this  purpose,  is  in 
a more  liquid  state  than  it  was  before  the  war,  as  you 

state  in  paragraph  43? Sir  Robert  Hall:  The  basis  of 

the  statement  was  partly  that  business  ended  the  war  in  a 
substantially  more  liquid  position  than  it  entered  it,  so 
that,  at  least  in  the  early  part  of  this  period,  they 
were  unusually  liquid  compared  to  their  pre-war  position, 
and  partly  what  is  said  lower  down  about  self-finance, 

1688.  Professor  Cairncross:  But  you  are  not  making 

the  statement  on  figures  showing  the  change  in  cash  in 
joint  stock  balance  sheels? — Chairman:  Is  the  ratio  of 
profits  distributed  to  preffits  retained  a very  good  index 
at  the  time  when  owing  to  rising  prices  the  definition  of 
profl'ts  is  so  uncertain?  If  profits  are  estimated  with  a 
historical  basis,  a large  chunk  of  those  would  be  retained 
simply  in  order  to  provide  for  the  future?  There  really 
ougot  to  be  two  statements  of  profit,  so  long  as  we  retain 
the  historical  'basi.s7 Yes,  I see  your  point. 

1689.  Professor  Sayers:  The  proportion  of  retained 

profits  may  rise  very  considerably  as  the  liquidity  of  the 
firms  goes  down ; it  depends  on  what  you  arc  doing.  Is 
that  not  so? Yes. 

1690.  Lord  Harcourt:  But  for  those  with  expan.sion 
programmes  and  big  replacement  programmes  liquidity 
has  almost  certainly  fallen.— -Afr,  Woodcock:  I do  not 
think  the  question  here  was  as  much  on  liquidity  as  on 
resources.  The  resources  may  be  highly  frozen,  but  they 

are  still  there? In  the  post-war  period  the  corporate 

sector  has  for  a number  of  years  been  a net  lender ; that 
is  to  say,  the  amounts  that  they  had  available  in  the 
aggregate  were  larger  than  their  capital  requirements.  It 
has  been  falling  a bit  in  the  last  few  years. 

1691.  Professor  Cairncross:  There  is  a difference 
between  the  figures  rpublished  by  the  C.S.O.  and  the 
figures  examined  by  the  National  Institute  for  Economic 
and  Social  Research.  The  latter  figures  do  not  point  so 
directly  to  a decline  in  the  size  of  the  capital  markeit  as 
do  the  former.  The  difference  between  liie  two  groups  of 
companies  is  that  the  national  income  figures  include 
financial  institutions  which  clearly  would  not  be 
appropriate  from  the  point  of  view  of  what  we  arc  dis- 
cussing here.  We  should  be  glad  of  evidence  on  this 

since  it  is  obviously  very  important? ^Yes,  I think  it 

is  very  important.  There  are  two  points,  I think : first, 
whether  the  company  sector  as  a whole  has  been  a net 
lender  or  net  borrower  (my  impression  is  that  it  has  been 
over  a number  of  years  a net  lender),  and,  .secondly,  that 
inside  the  aggregate  of  the  company  sector  there  are  very 
wdc  differences.  It  is  because  of  those  differences,  the 
fact  that  one  sot  of  companies  is  in  surplus  and  others 
have  to  borrow,  that  monetary  policy  influences  the 
jirivatc  sector  as  much  .•«  il  docs. 

1692.  May  we  ask  for  any  further  information  from  you 

on  this  that  is  at  your  disposal? We  will  consider  that, 

and  see  just  how  you  are  to  get  the  information.  It  may 
arise  in  the  course  of  your  statistical  inquiries.  I take 
the  point. 

1693.  Sir  Oliver  Franks:  Clearly,  in  proportion  as  what 
IS  said  in  the  last  sentence  of  paragraph  4.3  is  the  case, 
the  effect  of  monetary  policy  becomes  more  and  more 
selective  in  its  incidence  on  particular  companies.  One 
company  is  free  to  go  on  with  its  expansion  merely  be- 
cause it  has  the  liquid  resources  itself,  and  another  com- 
pany is  not  so,  because  to  do  so  It  would  have  to  borrow, 
One  of  the  benefits  which  is  normally  claimed  for  mone- 
tary policies  is  that  they  are  general  in  their  application, 
that  they  do  not  specify  particular,  perhaps  narrow,  cate- 
gories of  industry  or  commerce,  and  that  within  the  general 
ground  rules  freedom  of  initiative  is  left.  But  if  in  fact 
these  policies  affect  and  can  affect  only  a part,  and  perhaps 
not  the  larger  part,  of  the  whole  field,  then  these  argu- 
ments do  not  ring  so  well.  Have  the  Treasury  thought 
about  this  particular  aspMt  of  the  application  of  monetary 

policy? ^Professor  Cairncross  was  exploring  one  aspect 

of  this  yesterday  when  he  was  .irguing  that  the  small  new 
enterprise  or  the  inventor,  or  the  innovator,  might  be  sub- 
stantially worse  off  in  these  circumstances  than  the  large 
existing  one.  You  are  widening  that  perhaps  to  say  that 
there  is  an  inherent  probability  that  the  firms  which  are 
in  the  expanding  sections  of  the  economy  will  be  more 
affected  than  those  which  are  not.  It  is  inherent  in 
monetary  policy  that  you  cannot  say  that  people  in  a 
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diflmnt  raitial  monetary  position  ate  in  precisely  the  ..me 
posibon  just  as  people  who  ate  sirailft  in  allrLSS 
except  Uieir  tneotne  are  affected  differently  by  thfS 
dence  o(  tax.lton  I do  not  deny  there  that  thL  are  the 
S™tiolr‘’'‘““’°’  Caimcrosf'wS 

1694.  Pro/essor  Sttyerr:  The  selection  of  monetary 
S™’""  productivity?— 
That  follows,  if  monetary  weapons  affect  investment  and 
investment  is  an  important  element  in  productivity! 
o,  ^ choice  of  monetary  weapons  affect 

the  d^eyee  to  whi^  the  growth  of  productivity  is  affected? 
(he  \hccessary  conclusion,  because 

fnd  o'SSirii*'??  P™'’*'!'  expanding  because  they 
dShmlf  w ?h '■  me*  more 

thJ(  m of  monetary  weapons,  but  if  we 

assume  that  the  incentives  to  grow  are  just  as  important 
,oJ  growth  are  availabS^ do 

Mar?  poUcy  ' "=  »' 

V “ restrictive  or  expansionist  monetary  policy 

IS  decided  upon,  it  can  be  implemented  in  various  ways  • 
a choice  of  techniques  is  open  to  the  authorities.  One 
technique  will  affect  the  development  of  the  economy 
diff^CTtly  from  the  way  in  which  other  techniques  will- 

is  that  not  so? 5ir  Robert  Hall-.  I cannot  quarrel  with 

Ae  statement  put  m those  formal  terms.— iSir  Edmund 
Compton : In  operation  we  have  had  to  recognise  that  If 
I might  put  It  as  it  struck  me  on  Sir  Oliver  Franks’s  ques- 
tion, broadly  we  have  thought  that  intere.st  rates  probably 
were  of  general  application,  to  spending  as  well  as  raising  of 
money;  looking,  for  example,  to  the  man  who  has  money 
invested,  a higher  rate  encourages  him  to  save  and  dis- 
wurages  him  from  realising  his  securities.  But  the  rein- 
torcing  measures  detailed  in  paragraph  40  are  self- 
evidently  of  partial  application.  The  capital  issues  con- 
trol bites  on  somebody  who  is  raising  money,  not  on 
somebody  who  has  got  it  and  can  sell  out  in  order  to 
mvesh  That  is  recognised  as  a limitation  of  technique, 
but  the  defence  for  doing  it  that  way  despite  the  unfair- 
ness that  might  be  thought  to  arise  is  that  half  a loaf 
is  better  than  no  bread:  we  are  operating  on  margins,  and 
if  the  objective  is  to  reduce  the  total  investment  we  must 
use  the  mstrument  that  comes  to  hand.  That  is  the  defence 
we  have  used  on  the  capital  issues  control,  and  indeed  on 
the  hire  purchase  restrictions,  when  the  victims  have 
naturally  complained  that  they  are  responsible  for  only 
one  per  cent.,  or  whatever  it  is.  of  the  total  of  consumer 
demand. 

]*>'ofessor  Cairncross:  You  are  now  pointing  out 
that  higher  rates  of  interest  may  deter  someone  who  has 
money  from  spending  it  on  capital  account.  Does  that 

not  imply  a qualification  to  the  end  of  paragraph  43? 

^ general  proposition,  buit  the  extent 
of  the  deterrent  to  someone  to  sell  his  securities  must 
securities  he  has.  If  they  are 
national  Savings  securities  which  he  can  cash  on  demand 
the  deterrent  i.s  not  there.  Then  there  is  the  attraction 
Of  actually  investing  it.  of  putting  it  into  bricks  and 
mortar.  If  he  thinks  that  that  will  pay  him  better,  he 
will  go  ahead. 


co^unity:  first,  to  save  as  much 
as  we  possibly  can  and,  second,  to  refrain  from  all  sorts 
of  extravagant  purchasing  and  extravagant  provision  when 
we  possibly  can.  What  are  you  doing!  in  connSn  wfth 
between  the 

‘ T r non-extravagant  types  of  investment? 

repeat  what  I said  when  we  dis- 
Committee. 

^ otf  what  particular  pattern  of  investment  will 
ci^nbute  to  that  objective  is  a dafficult  one;  it  is  ex- 
at  it  from  the  civil  servant’s 

?ouL™™min<? 

fJ72v  I understand  the  difficulties  you 

„“\,fbou‘  ®ntering_into  discussions,  like  this,  which  have 
implications.  But  I think  Mr.  Jones  would 
like  to  know  your  view  on  the  efficacy  of  monetarv 
weapons  as  distinct  from  more  direct  controls  in  creatiM 
a broad  type  of  economy,  There  may  be  arguments  as 
strengthen  it  or  not.  which  you 

could  follow  up? ^Professor  Cairncross  Professor 

Sayers  and  Sir  Oliver  Franks  have  all  been  exploring  the 
monetary  policy  faUs  upon  the  economy 
IS  ^rtz^larly  adverse  to  some  elements  in 
the  commumty  rather  than  others,  and  I think  your  point 
K ^^®  problem  of  what  is 

essential  ” aod  “ non-essentiaJ  ” 
ft.  ^ political  rather  than  a technical  problem. 
Suppose  that  we  said  that  monetary  policy  held  invest- 
mmt  down  well  below  a level  that  Lght  be  posrible 
and  that  would  be  consistent  with  stable  prices  ; you^uld 
then  have  a proposition,  which  I think  would  comrand 
fairly  wide  assent,  that  it  was  wasteful,  But  once  you 
fr<OT  the  aggregate  of  the  resources  to  ^he 
distribution  of  them  between  various  possibly  conflictinE 

defence  of  monetary 
fn  ® /k®  ‘^u^®  that  those  concerns  which 

and^Lve  k-enrfi^^“  distributing  their  dividends 

a trXf.  ^ P $®*'’  realisable  form  wiU  be  in 

position  when  you  implement  this  weapon 
than  those  who  have  not? ^That  is  if  I mav  mv  fk. 

fieM^mmt^f  “'ll  m the  monetary 

held  must  fall  vvith  a different  degree  of  weight  on  neonlp 
according  to  their  liquidity  and  wealth.  ^ ^ 

And  their  expectations? Yes 

what  they  were 

position  to  offer,  whereas  the  other  things  affect 
more  whether  they  have  to  borrow  or  not.  ® 


1698.  Mr.  Jones:  How  can  you  effectively  and  with 
to  those  who  have  to  make  a contribution  to  the 
Health  of  the  economy  work  monetary  policy  when  there 
are  substantial  resources  held  by  companies  as  uadistri- 
DUted  profits  which  enable  them  to  make  any  demands 
mey  like  upon  manpower  and  resources?  Is  not  the 
logic,  particularly  of  the  last  sentence  of  paragraph  43, 
to  give  a quantitative  assessment  against  monetary  policy? 

Robert  Hall:  That  would  depend  whether  you 
tMk  the  View  that  the  investment  which  resulted  from 
me  retention  of  profits  by  companies  was  as  good  as 
me  investment  which  would  result  from  their  not  re- 
taining _ them.  You  are  getting  again  into  the  field  of 
policy  judgments.  Your  question  really  is  whether  you 
pt  a better  or  a worse  pattern  of  investment  according 
o whether  you  have  a good  deal  of  self-finance  or  you 
adopt  some  other  criterion. 

f would  think  that  it  was  a very  good  thing 

or  Britain  if  we  were  using  our  resources  to  strengthen 
me  economy  and  stabilise  the  value  of  money.  Is  it 
not  absolutely  essential,  in  the  sort  of  economic  policy 
mat  we  are  following,  to  do  two  things,  both  as  individuals 


1704.  Sir  Reginald  Verdon  Smith : Paragraph  43  is  all 

mdav"an°.  f *?‘®®^®"®®  batweefT  SultioS 
today  and  in  earlier  periods.  You  say:  “The  g«ater 

Se  V the  businesTes®wffi?h 

u have  thought  that  one  of  the 

things  which  had  been  evident  in  a great  deal  of  rh« 
discussion  earlier  today  is  that  this  i!  a v«y  rtpiSy 
changing  situation  generally,  that  the  degree  o/ liquMitv 
of  businesses  is  markedly  different  todaf-  from  Xt  » 
was  two  years  ago.  let  alone  over  the  whole  and 

we  are  m fact  seeing  an  increasing  bite  from 
^k-  k “fk-  businesses  particularly  industrial 

«v  does  nothing  to  reflect,  except  to 

say  that  there  is  some  evidence  to  suggest  that  “this 
hqmdity  may  have  been  declining  Is  it  not  increasingly 
evidrat  that  this  is  the  case  from  the  position  of  comply 
indebtedness  to  banks,  and  in  a .number  of  other  resp^s? 
-—I  agree  that  there  is  evidence  that  this  position  is 
changmg,  both  from  the  profit  figures  and  from  the  divi- 
dend distribution  figures,  though  I am  subject  to  correction 
when  we  see  the  final  figures.  I still  think  that  the 
company  sector  is  more  self-financing  than  it  was  in  the 
pre-war  period. 

1705.  CAaiVman;  Would  you  say  that  several  times 
since  the  w«  the  liquidity  of  companies  has  markedly 

varied  as  betw^  one  year  and  another? ^I  thduk  that 

^ on  liquidity  between  1951  and 

1952,  .bMause  of  the  combined  effect  of  rapidly  riSne 
imces  of  inatenaJs  and  increases  in  stocks.  That  wa« 
the  most  marked  year,  but  my  impression  is  rather  the 

I 4 
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same  as  Sir  Reginald’s,  that  an  the  last  couple  of  y^s 
that  there  has  been  a significant  change  in  the  position. 

1706.  Professor  Cairncross:  You  are,  of  course,  exclud- 
ing in  paragraph  43  nationalised  undertakings  completely? 

Yea.  They  do  not  retdn  anythmg  like  the  same 
amount  of  their  profits. 

1707  But  they  represent  a substantial  part  of  the  total 

national  investment? ^Yes,  but  we  have  argued  earlier 

in  the  paper  that  their  investment  is  much  more  deter- 
mined by  direct  decisions  than  by  the  price  they  have  to 
pay  for  their  capital. 

1708.  And  all  comparisons  between  tiie  immediate  post- 
war period  and  now  are  affected  by  the  exclusion  or 

inclusion  of  this  group  of  industries? Yes._  I think  our 

view  is  made  clear  in  the  paper.  The  combined  effect  of 
the  nationalised  sector  being  a much  larger  proportion  of 
total  investment  than  before  and  of  the  self-finance  ele- 
ment has  been  that  the  first  bite,  at  lany  rate,  of  monetary 
policy  has  been  more  restricted  than  it  used  to  be. 

1709.  Mr.  Woodcock-.  You  have  just  undertaken  to 

give  us  some  figures  on  this  question.  The  Royal  Com- 
mission on  Taxation  had  certain  statistical  statements 
bearing  on  the  extent  to  which  industry  was  capable  of 
fiTta Tiring  itself.  Perhaps  you  would  look  at  these  whan 
you  are  doing  yours,  because  they  did  not  exclude 
nationalised  industries,  nor  did  they  refer  to  a particular 
year ; indeed,  the  comparisons  in  the  T.U.C.'s  statement 
were  wth  pre-war? Yes. 


1710.  Professor  Sayers  Are  paragraphs  44  and  45 
intended  to  suggest  .fiiat  the  interest  rate  as  a weapon 
influencing  the  external  capital  position  is  of  little  effect 

now? do  not  think  that  follows.  We  are  saying 

two  .things;  first,  that  the  ratio  oC  reserves  to  short  liabili- 
ties is  less  favourable  than  it  was,  and  therefore  the  work 
that  the  interest  rate  (if  you  are  thinking  of  that  as  a 
weapon)  might  have  to  do  is  potentially  larger ; secondly, 
that,  as  has  been  mentioned  in  46  ih)  confidence  factors 
are  an  important  element  which  'have  to  be  taken  into 
account.  It  would  be  “ of  less  effect  ” rather  than  “ of 
bttle  effect  ”. 


1711.  Lord  Harcourf.  Given  that  these  two  paragraphs 
explain  that  the  technical  effect  of  the  change  in  interest 
rates  is  less  than  it  used  to  be,  is  the  psychological  effect 
still  an  important  one  in  the  confidence  factor?  Does 
confidence  in  sterling  tend  to  increase  if  one  takes  action 
on  the  Bank  Rate?  Is  a change  in  the  Bank  Rate 
important  for^  .the  earnest  of  intention  that  it  appears  to 

give? ^During  speculative  periods  that  is  the  dominant 

factor ; the  differences  that  would  follow  from  variations 
in  interest  rates  would  .be  small  compared  to  the  possi- 
bilities of  exchange  rate  change  from  a speculative  point 
of  view.  If  it  is  thought  that  action  on  the  Bank  Rate  i.s 
going  .to  lead  to  other  kinds  of  action  it  would  be  impor- 
tamt,  but  not  if  it  is  not  so  thought.  The  foreigner 
naturally  looks  at  the  total  policy,  of  which  changes  in 
Bank  Rate  may  be  one  part. 


1712.  Sir  John  Woods-.  Would  you  say  that  what  the 
foreign  holder  of  large  balances  in  London  is  concerned 
about  is  very  largely  the  continuous  and  large  rise  in 
costs  and  prices? ^That  is  certainly  a factor. 


1713.  Professor  Sayers-.  Is  bis  judgment  affected  by 
the  inclusion  of  the  Bank  Rate?  If  the  Bank  Rate  were 
not  changed,  and  the  picture  were  in  other  respects 
identical,  would  his  confidence  be  increased  to  the  same 
extent  as  it  would  when  the  Bank  Rate  also  increased? 
Sir  Roger  Makins-.  If  we  only  knew  what  the  ele- 
ments in  the  foreigner’s  judgment  were  with  any  certainty, 
I think  we  might  do  a little  better  than  we  have  done. 


So  far  as  the  movement  of  shor 
term  foreign  balances  goes,  the  foreigner  can  surely  oh 
be  concerned  with  two  things:  the  rate  of  return  thi 
he  gets  on  the  balance,  and  the  possibility  of  an  exchani 
alteration  by  which  he  will  lose,  if  he  leaves  it  here, 
not  the  rest  of  our  economy  a matter  of  indifference  I 
him,  unless  it  is  reflected  in  one  or  other  of  those  changes 
—My  owm  feeling  is  that  the  change  in  the  rate  < 
V has  some  effect  on  the  foreigner,  bi 
'■«eards  the  rai 
economic  policy  which  the  Goi 
can  tell  h 

how  effectiveness,  and  t 

how  the  British  economy  as  a whole  is  going  to  develo] 


1715.  Is  he  not  indifferent  to  all  the  elements  of  our 
economy,  except  those  which  give  him  a comparatively 
favourable  return  upon  his  money,  and  the  po.ssibility 
of  exchange  loss? — —Sir  Robert  Hall:  Strictly  speaking 
yes,  but  I think  that  is  an  over-simplification,  because  he 
has  to  guess  whether  there  will  be  a change  in  the  ex- 
change rate  or  not,  and  he  has  got  to  look  at  the  internal 
facts  to  make  an  informed  guess. 

1716.  I was  allowing  for  that,  but  I think  those  are  the 

only  two  things  that  matter,  are  they  not? Sir  Roger 

Makins-.  They  are  the  only  things  that  should  matter. 

1717.  Mr.  Woodcoi-k-.  Before  the  war,  with  the  gold 
standard,  a man  was  not  concerned  about  the  value  of 
his  money ; therefore  the  interest  rate  was  the  thing 
that  he  would  look  at  exclusively.  Now  he  looks  not  only 
at  the  interest  rate  but  at  the  possibility  of  a change  in 
the  exchange  value.  I understood  Lord  Harcourt’s  point 
to  be  this:  when  you  put  up  the  Bank  Rate,  does  it  impress 
such  a man  as  evidence  that  the  kind  of  conditions  which 
you  get  under  the  gold  standard  are  likely  to  exist,  and 
is  that  as  much  or  more  of  a factor  in  encouraging  money 
to  stay  here  or  flow  here  than  the  actual  rate  of  interest 

earned? It  is  almost  impossible  to  say.  There  is 

nothing  to  go  on. 

1718.  Whatever  the  implication  from  the  foreigner’s 
point  of  view,  it  could  not  do  anything  but  strengthen  his 

belief  that  money  was  likely  to  remain  stable? Sir 

Robert  Hall : I think  it  is  clear  that,  if  you  arc  absolutely 
certain  you  are  going  to  stay  on  the  gold  standard,  the 
second  factor  goes  out  of  the  picture. 

1719.  Chairman'.  Is  there  not  a third  factor?  The 

foreigner  may  fear  not  necessarily  that  the  exchange 
rate  will  be  altered  but  that  some  form  of  exchange  con- 
trol will  be  imposed  on  the  money  he  has  got  here? 

Sir  Roger  Mahns:  Yes. — Professor  Cairncross:  He  is 
also  interested  in  knowing  what  is  going  to  happen  to 
alternative  currencies.  Every  normal  trade  transaction  has 
to  be  financed  somewhere,  and  he  may  regard  it  as  a 
matter  of  indifference  whicli  currency  he  is  left  with, 
because  all  of  them  may  be  pretty  shaky.  In  that  case 
he  will  go  to  the  centre  where  the  transaction  can  be 
financed  most  cheaply. 

1720.  Sir  Oliver  Franks:  This  question  of  the  sense  in 
which  the  movement  of  intere.st  rates  psychologically  pro- 
motes confidence  could  not  arise  under  the  gold  standard 
conditions ; it  could  only  arise  under  present  conditiwis. 
What  is  looked  at  is  not  a movement  in  interest  rates  by 
themselves ; it  is  a general  judgment  on  the  way  of  the 
economy  and  the  effectiveness  of  Government.  This  is 
rather  a reflection  abroad  of  something  which  seems  to 
bo  also  true  at  home,  which  is  that  nowadays  people  do 
not  go  by  the  movement  of  the  Bank  Rate  or  interest 
rates  one  way  or  the  other ; they  look  at  a much  wider 
context  in  which  thi.s  i.s  .simply  one  ingredient.  In  that 
sense  must  not  the  elemenl  which  moving  interest  rates 
plays  in  promoting  or  undermining  confidence  be,  though 
real,  relatively  minor  in  comparison  to  the  general  .state 

of  the  economy  or  the  whole  of  Government  policy? 

I fiiink  that  your  general  point  is  a good  one,  though  one 
might  debate  the  degree  to  which  the  movement  of  the 
interest  rales  enters  in.  You  said  that  it  was  relatively 
minor ; I would  not  necessarily  accept  that,  but  I agree 
it  is  only  one  element.  I think  the  actual  part  that  it 
plays  is  a matter  for  debate. 

1721.  On  that  you  are  agnostic? Yes. 

1722.  Professor  Sayers:  The  burden  of  the  papers  we 

have  had  from  the  Treasury  has  been  again  and  again 
to  indicate  a disbelief  that  any  useful  consequence  of  any 
degree  of  weight  would  emerge  from  moving  interest  rates. 
If  that  view  were  also  taken  by  overseas  people  interested 
in  the  position  of  sterling,  those  people  would  not  look 
at  what  was  happening  to  the  Bank  Rate  at  all,  because 
they  would  consider  that  the  other  points  in  the  picture 
of  the  Government  policy  were  the  important  ones,  and 
that  the  Bank  Rate  was  purely  of  some  domestic  interest 
in  influencing  the  distribution  of  income  between  stock- 
holders. taxpayers,  and  so  on.  Is  that  not  so? If  they 

thought  that,  obviously  your  conclusion  is  right ; but  I 
doubt  whether  they  do  think  like  that. 

1723.  Professor  Cairncross:  Do  you  adhere  to  the  word 

“strict”  in  paragraph  47? Since  we  say  “strict  ex- 

change control  ” we  mean  strict  exchange  control,  but  if 
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a'  “™‘"'  “’a  degree  of  strictness  or  otherwise 

1724.  Sit  John  Woods:  There  is  also  exchanee  control 
between  other  parts  of  the  sterling  area  and  th!  ISde 
world.  I take  at  you  would  agree  in  eeneral  that  fh»> 

5esf  strict  Ln  fn  c2e 
of  the  United  Kingdom? There  are  variations, 

1725.  Mr.  Woodcock:  Has  there  been  any  attemot  to 

^ss®ssment  of  the  effect  of  the  pSicy 
of  dividend  and  wage  restraint  referred  to  in  paragraph 
49?  It  relates  to  this  question  of  the  cash  reserves  or  the 
i4f  ‘hey  practise  dividend  restraint 

then  in  the  subsequent  period  they  are  obviously  much 
more  liquid  than  they  otherwise  would  have  bLn  I 
wages,  it  is  going  to  be  im- 
pcKSible  to  get  any  quantitative  assessment ; but  has  any 
attemij^t  been  made  to  see  what  were  the  effects  of  this 
policy?  Can  we  see,  for  example,  how  the  reserves  of 

^panies  moved  m this  period? sir  Robert  Hall: 

The  general  assessment  of  the  Government  on  the  wane 
restraint  aspect,  to  some  extent,  and  on  the  dividend  re- 
straint aspect  B covered  in  some  little  detail  in  the  White 
I'«Ph®alions  of  Full  Employment. 
I hope  that  there  will  be  some  indications  on  the  cash 
position  of  companie.s  as  a result  of  the  work  that  you 
have  asked  for_  this  morning.  It  did  have  an  incidental 
effect  in  that  it  led  to  the  takeover  bids,  which  have 
attracted  a good  deal  of  attention  in  recent  years  be- 
cause companies  shares  tended  to  be  valued  in  the  market 
to  some  extent,  by  their  dividends,  although  their  assets 
were  growing. 

1726.  Chairman:  Were  not  takeovers  often  the  result 
of  an  arrangement  under  which  fixed  assets  were  sold  and 
made  available  by  being  leased  back?  Were  they  primarily 

related  to  over-retention  of  distributable  profits? Sir 

Robert  Hall:  To  tht  extent  that  the  quotations  on  the 
market  were  based  rather  more  on  the  dividends  that  were 
available  than  on  the  capital  value,  the  point  of  the  take- 
over bids  was  to  realise  some  of  the  tffference  between 
me  market  valuation  and  the  real  valuation  by  treating 
me  assets  m the  way  that  you  mentioned.  One  of  the 
dithculties  about  dividend  restraint  was  that  it  led  to  this 
situation. Edmund  Compton:  The  victims  certainly 

that  Ihcy  were  the  victims  of  dividend  iitnita- 
tion,  that  that  had  rendered  them  vulnerable. 

1727.  Professor  Cairncross:  Did  this  apply  particularly 

to  private  companies? Sir  Robert  Hall:  Yes.  ^ 

Could  I make  a general  point 
Tif  ?.®  rime  again  in  this  paper  we  come  across 
^ forming  a reasonable  judgment,  in  the 
absence  of  any  quantitative  assessment.  We  came  across 
fk'’’  Harcourt  raised  this  morning 

a-bout  the  effect  of  an  increase  m the  Bank  Rale  on  short- 
term funds.  Paragraph  50  has  another  example-  we 
wme  across  this  .statement:  “The  change  in  monetary 
^ icy  was  one  of  a number  of  factors  which  contri- 
buted  to  this  result  but  it  is  difficult  to  evaluate  the  exact 
wn^ibution  of  each  of  these  ”.  There  are  many  occasions 
when  you  do  say  that.  If  we  could  get  some  illustrative 

n^res  on  these  points  it  would  certainly  help  me? 

iir  tdmund  Compton:  I am  afraid  that  difficulty  will 
be  with  us  all  the  time.  We  always  do  our  best  - as 
regards  the  Exchequer,  we  have  been  able  to  give  you 
ngures  _ showing  what  the  results  have  been.  But  what 
seems  imp^sible  to  us  is  to  assess  now  various  influences 
mat  nave  been  exercised  have  contributed  to  that  result 
and  how  much  you  attribute  to  each. 

1729.  It  is  not  too  happy  a position,  when  we  are 
appointed  to  consider  the  working  of  the  monetary  system 
and  the  working  of  monetary  instruments.  Are  statistics 

as  a whole  deficient? Sir  Robert  Hall:  No.  though  we 

^ would  not  claim  that  we  have  got  the  best 
statistics  possible,  and  we  have  been  trying  to  improve 
'riam.  There  is  a fundamental  difficulty  in  this:  if  you 
want  for  experimental  purposes  to  isirfate  the  effects  of  a 
particular  measure,  you  have  to  get  a situation  in  which 
me  only  thing  that  has  changed  is  that  particular  measure, 
the  conduct  of  economic  policy  is  so  complicated  that 
in  practice  it  is  difficult  to  find  a period  in  which  you 
am  only  one  thing.  Even  if  you  did,  you  could  still 
argiK  for  a long  time  as  to  whether  the  other  factors  were 
sinular.  We  are  very  conscious  of  the  fact  that  in  a 


places  we  are  forced  to  say  that  we  cannot  say 
Mactly  how  much  was  to  be  attributed  to  one  and  bow 
u I triat  the  difficulty  could^ 

reaUy  be  overcome  by  statistics  alone ; you  would  have  to 
have  an  economy  to  experiment  with. 

1730.  Professor  Cairncross:  Would  you  lay  a great  deal 
factors  that 

contributed  to  the  change  in  19527  In  most  of  the 
period  since  1951  ffiere  was  an  alteration  in  the  balance 
of  payments,  accompanied  by  an  off-setting  alteration  in 
stocks.  What  was  takmg  place  was  clearly,  to  some 
Mtent,  a process  of  investment  and  disinvestment  in  im- 
ported g<»ds,  which  showed  itself  on  the  one  hand  in 
movements  in  stocks  and  on  the  other  dn  changes  in  the 
balance  of  payments.  This  may  have  been  affected  by  a 
vanation  m interest  rates,  but  I do  not  see  any  attempt  to 
«monstrate_  the  precise  relationship  between  monetary 
policy  and  investment  in  stocks.— 5/r  Oliver  Franks-  If 
one  compares  paragraph  50  with  the  final  sentence  in 
ri  seems  to  me  still  more  difficult  to  infer 
that  me  part  played  by  monetary  policy  was  of  real 
importance.  It  says  at  tlie  end  erf  paragraph  60  that  “ some 
recessiOT  would  have  taken  place  even  if  monetary  policy 
had  n^  been  changed  at  the  end  of  1951  ” ; and  then 
goes  chMrfiffiy  on  and  says  that  “monetary  factors  had 
combined  with  the  other  forces  at  work  on  consumpUon, 
invMtmmt  and  imports.”  I appreciate  why  it  is  impossible 
to  isolate  one  factor  and  say  exactly  what  it  did  or  did 
But  if  we  are  necessarily  in  the  realm  of  opinion 
and  jud^ent,  there  seems  to  be  an  opinion  and  judgment 
expressed  here ; and  that  judgment  seems  to  be  that,  while 
monetary  policy  was  one  of  ffie  factors,  there  does  not 
seem  to  be  any  very  great  reason  to  suppose  that  it  had 
a major  influence,  because  the  whole  situatiem  was  Koins 
to  be  of  the  sort  that  it  was,  quite  apart  from  the  applica- 
Was  not  that  the  judgment 
ox  lihat  itime  m reference  (to  iffiis  parficular  period?-— 
Edmund  Compton:  The  Bank  Rate  is  spoken  of  as  a 
reinforcement”,  both  at  the  time  and  in  retrospect. 
The  paper  quotes  from  the  Budget  speech  of  1952  to 
that  effect. 

1731.  Chairman:  We  have  a variation  of  sources  : we 
have  statements  in  the  Economic  Surveys  and  otho-  docu- 
ments which  throw  in  monetary  measures  as  one  of  the 
causes  of  certain  things  which  happened,  and  we  have 
speeches  which  also,  to  a greater  or  lesser  degree,  do  the 
same  thing.  Now  that  we  have  you  here,  do  you  think 
it  possible  for  any  process  of  demonstration  to  isolate  the 
causative  element  of  monetary  policy  from  the  other 
caustive  elements,  and  say  postlvely  that  it  had  this  or 

that  effect? Sir  Robert  Hall:  I do  not  think  we  can. 

It  is  extremely  difficult  in  looking  at  the  period  under 
oonsidwation  to  arrive  at  any  quantitative  assessment.  The 
most  that  you  can  do  is  to  get  pointers.  For  instance, 
the  question  of  stocks,  which  ProfessOT  Cairncross  men- 
tiOTsd,  comes  up  again  in  the  1955  period  ; there  we  began 
with  some  predisposition  to  think  that  monetary  policy 
would  be  an  important  factor  in  stocks,  and  ended  with 
a good  deal  of  uncertainty  as  to  whether  it  was. 

1732.  In  1952  quite  apart  from  monetary  measures  were 

ffiwe  not  several  independent  good  reasons  why  the 
ba  ance  of  payments  should  have  improved  and  why  stock- 
holdings and  work  in  progress  in  .this  country  should  have 
gone  down? Yes. 

1733.  Mr.  Woodcock:  The  ultimate  decision  in  any 
case  is  bound  to  'be  complex  ; but  when  we  are  consider- 
ing the  working  of  the  monetary  system  we  have  to  con- 
sider whether  a decision  to  move  Bank  Rate  to,  say  7 
per  cent.,  is  just,  if  I may  put  it  crudely  “ ffiink  of  a 

number”:  it  must  be  more  than  that? ^The  question 

facing  the  Chancellor  when  he  considers  monetary  policy 

context  is : “ Do  I want  to  move  in  a 
deflationary  or  in  an  inflationary  direction,  or  do  I want 
to  keep  things  more  or  less  as  they  are?  ” We  make  the 
beet  assessments  that  we  can  to  help  him  to  answer  that 
question,  and  the  question  as  to  how  much  action  he 
has  to  take.  He  has  to  decide,  with  the  best  advice 
that  be  can  get,  what  his  own  judgment  is  on  the  things 
that  are  placed  before  him,  because  he  is  finally 
for  the  decisions.  It  is  not  a mechanical 
process  at  all,  and  I think  it  would  be  wrong  to  make 
It  so.  because  the  assessment  itself  contains  both  statistical 
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uncertainties  and  uncertainties  about  behaviour.  Then 
he  has  to  select  among  the  various  means  at  his  disposal. 
It  does  become,  I think,  esxtremely  difficult  at  that  point. 
We  might  have  a shot  in  advance  at  saying  what  effects 
we  think  particular  measures  will  have,  but  the  way  that 
we  tend  to  proceed  is  to  see  whether  it  works.  We  cannot 
say:  " It  would  be  very  useful  to  find  out  whether  moving 
the  Bank  Rate  up  from  one  place  to  another  will  get 
the  situation  under  control,  so  let  us  do  that  and  nothing 
else  ” ; that  is  not  the  way  that  decisions  are  taken. 
If  you  take  a number  of  measures,  you  are  still  left  at  the 
end  trying  to  judge,  firstly,  whether  they  were  enough  as 
a whole  or,  whether  you  ought  not  to  tighten  them  up 
or  not,  and,  secondly,  which  ones  will  have  the  effect 
you  want,  There  is,  at  least  at  present,  a good  deal 
of  argument  about  whether  the  thing  will  be  effective 
or  not,  besides  the  other  policy  aspects  of  the  decisions. 
You  might,  in  choosing  between  various  measures,  have 
some  which  you  thought  would  have  a precise  effect  and 
others  which  would  have  a more  general  effect,  and  yet 
there  might  be  perfectly  good  reasons  for  which  you 
would  select  ifhe  less  precise  one.  The  decisions  are  so 
complex  and  the  facts  that  have  to  be  weighed  by  the 
person  taking  'them  are  so  complex. 


1734.  Sir  Oliver  Franks:  But,  in  all  the  decisions  that 
have  been  taken  in  the  five  years  we  are  more  par- 
ticularly looking  at,  it  has  never  been  the  case,  judging  by 
what  has  actually  been  decided,  that  people  thought  that 
the  movement  of  interest  rates  by  themselves  would 
be  adequate  to  accomplish  any  desired  effect.  Whatever 
in  any  given  year  was  'the  objective  that  people  were 
trying  to  obtain,  there  has  always  been  a package  of 

monetary  measures? Yes,  there  has  always  been  a 

package  of  measures.  What  was  regarded  as  the  field 
of  choice  in  the  movement  of  interest  rates  was  of  a 
narrower  range,  perhaps,  than  you  may  feel  we  ought 
to  have  considered.  I do  not  think  that  we  would  have 
aSked  oursdves  whether  a 10  per  cent,  or  a 20  per  cent, 
interest  rate  would  not  have  done  the  trick,  because  we 
were  thinking  in  terms  of  the  complex  questions  that 
we  have  already  discussed.  From  the  point  of  view  of 
experiment  it  would  be  nice  to  make  a big  change  to 
see  what  happened,  because  then  you  would  know  better 
next  time  whether  it  really  worked  or  not.  But  we  can- 
not think  of  it  in  that  way ; we  have  to  think  that  every- 
thing that  is  done  will  cause  criticism.  There  is  an  in- 
herent difficulty  here,  and  I can  see  that  from  your  point 
of  view  it  must  be  extremely  frustrating. 


1735.  Pro/ersor  Sayers:  To  take  an  actual  incident: 
in  March,  1952,  the  Chancellor  announced  in  his  Budget 
speech  that  the  Bank  Rate  was  going  from  2\  per  cent,  to 
4 per  cent,  and  he  said : “ The  Bank  rate  will  reinforce  the 
other  factors  already  operating  to  restrict  investment  at 
home.”  He  did  not  say  “ may  ” ; he  said  “ will.”  What 
reason  was  there  for  supposing  tiiat  the  Bank  Rate 
would  reinforce  the  other  factors  operating  to  restrict 

investment  at  home? 1 do  not  know  what  reason  was 

in  the  Chancellor’s  mind,  but  the  official  attitude  could 
be  put  something  like  this;  "We  have  had  a period 
dunng  which  the  Bank  Rate  has  been  kept  absolutely 
constant,  and  the  economy  has  been  run  largely  by 
physical  controls.  We  are  going  to  reactivate  monetary 
policy  to  some  extent.  We  are  entering  on  an  experimen- 
tal period.  In  the  past  the  view  has  been  widely  held 
and  supported  by  a good  deal  of  evidence,  that  an  in- 
crease in  the  Bank  Rate  is  a restrictive  rather  than  an 
expansionist  factor.”  (As  I was  saying,  the  test  of  the 
means  is  which  direction  it  pulls  in.  I do  not  think  any- 
body would  have  claimed  in  1952  that  to  put  the  Bank 
Rate  up  from  2^  per  cent,  to  4 per  cent,  was  an  ex- 
pansionist factor.)  “We  want  to  tighten  up  a bit  What 

ft” 


, 1736  'But  ftM  raised  the  cost  to  the  Exchequer  of  set 
™mg  the  floating  debt ; and  it  raised  the  cost  of  scrvicin 
me  overseas  debt._  and  therefore  imposed  some  immediat 
D small,  on  the  balance  o-f  paymenu 

B had  therefore  distinct  disadvantages  of  two  kinds  Th 
Uiancellor  must  have  been  very  sure  of  his  statempn 
“ the  Bank  Rate  will  leinfome”  to  tocur  twl  dk 
obvious  to  a Chancello 
reason  was  there  for  supposin' 
hS  ^ aavantage  was  in  tavonr  of  fakini 

mis  step?  Sir  Edmund  Compun ; The  effect  on  th 


Budget,  of  course,  is  one  that  has  got  to  be  taken  account 
of.  It  has  an  immediate  effect  every  time  the  rate  is 
shifted  one  way  or  the  other.  That  was  certainly  in  his 
mind  at  the  time. 


1737.  Sir  John  Woods:  In  paragraph  58  you  quote 
from  the  Economic  Survey  for  1953:  ^’Monetary  policy 
undoubtedly  played  its  part  in  checking  the  rise  in  stocks 
and  work  in  progress.”  It  may  be  unfair  to  question 
the  particular  drafting  of  particular  words  of  particular 
people,  'but  there  it  is.  Why  had  the  writers  of  the  Econo- 
mic Survey  of  1953  apparently  no  doubt?  Looking  at 
it  in  retrospect  does  the  Treasury  have  any  doubt  now? 

Sir  Robert  Hall : I think  we  held  then  and  we  hold 

now  that  the  movements  of  monetary  policy  in  one  direc- 
tion or  another  do  have  some  effect  in  the  desired 
direction. 

1738.  Mr.  Woodcock:  You  raised  the  Bank  Rate  for 
the  purpose  of  achieving  some  objective.  You  say  that 
it  was  on  a balance  of  considerations,  and  that  it  was 
broadly  a move  in  one  direction  which  was  reinforced 
by  other  measures  and  trends.  When  you  are  doing  the 
Budget  you  do  estimate,  at  any  rate,  what  will  be  the 
yield,  say,  of  an  increase  of  Is.  in  the  income  tax.  You 
may  be  out,  but  you  nevertheless  make  an  estimate,  and 
one  assumes  the  Chancellor  makes  up  his  mind  in  the 
light  of  that  estimate.  If  you  were  deciding  upon  a 
reduction  in  total  consumption  by  a system  of  licensing 
on,  say,  buildings,  you  would  decide  the  amount  you 
were  going  to  allow,  though  your  estimates  might  be 
cxce.eded.  When  you  arc  dealing  with  the  Bank  Rate,  are 
you  on  much  less  sure  ground?  You  are  only  consider- 
ing trends ; you  are  only  using  it  to  get  things  moving 

in  a certain  desired  direction.  Is  it  fair  to  say  that? 

Sir  Robert  Hall:  Yes.  This  has  been  an  experimental 
period,  where  we  moved  back,  after  a lapse  of  13  or 
14  years,  to  the  active  use  of  the  Bank  Rate.  Not  only 
had  a transformation  taken  place  in  the  economy  in  the 
intervening  period,  but  also  there  were  the  major  differ- 
ences in  the  conduct  of  economic  policy  which  follow 
from  the  Government  accepting  the  responsibility  for  the 
level  of  employment.  I think  it  must  follow  that  the 
instruments  that  we  had  recently  been  using  and  had  con- 
siderable experience  of  were  more  familiar  to  us  than  the 
ones  which  we  were  now  using.  When  you  get  on  to  the 
later  period  you  see  again  the  same  problems ; the  use 
of  monetary  policy  to  achieve  certain  things,  and  the 
gradual  realisation,  on  the  part  of  the  people  concerned, 
that  there  were  additional  factors.— -SrV  Edmund 
Compton:  You  asked  what  we  did  to  cstimale  the  effect 
of  a proposed  change  in  the  Bank  Rate.  There  are  some 
calculations  that  can  be  and  arc  made,  of  what  you  might 
call  the  immediate  effect  upon  the  monetary  system.  We 
can  and  do  a.s.sess  the  cost  to  the  Exchequer,  and  can 
make  .some  forecast  of  what  the  immediate  effect  upon 
the  monetary  system  will  be.  Then  we  can  make  our 
estimate  of  what  market  prices  will  be.  But  the  area 
in  which  we  can  only  say  that  we  hope  there  will  be 
a trend, _ where  we  canno.t  put  a figure  on  it,  is.  I suggest, 
not  unlike  the  effect  on  the  economy  of,  say,  a rise  in 
income  tax.  We  eannot  put  a figure  on  what  the  response 
of  individuals  will  be,  either  by  way  of  saving  or  not 
borrowing,  to  an  increase  in  interest  rates.  In  that  area 
we  are  dealing  with  not  the  effect  upon  the  monetary 
system  but  the  effect  on  the  economy,  and  we  have  to 
rely  on  the  direction  in  which  we  think  a change  of 
that  kind  will  take  u.s.  and  not  put  a figure  on  it.— S/r 
Rot’or  Makins:  Some  of  the  factors  which  enter  into  the 
judgment  are  capable  of  quantitative  asse.ssment,  and 
those  quantitative  assessments  are,  of  course,  made.  The 
other  elements  that  go  to  make  a judgment  are  not  cap- 
able of  such  an  assessment,  and  therefore  the  total  judg- 
ment is  not  capable  of  a quantitative  assessment.  Insofar 
as  a quantitative  assessment  can  be  made,  of  course  if 
is  made  in  every  case. 

1739.  Professor  Cairncross:  Wherever  you  are  trying  to 
use  a general  weapon  to  limit  the  degree  of  inflation,  or 
offset  deflation,  you  are  very  much  in  the  dark  about  wh.it 
effects  you  are  trying  to  create.  In  formulating  the  Budget 
you  dress  up  your  decisions  or  recommendatioas  in  quanti- 
tative form,  but  that  doe.s  not  really  mean  that  vou  know 
to  any  great  extent  what  will  be  the  effect  of  the  various 
measures  that  lie  behind  these  quantitative  calculations. 
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If  you  put  down  some  figures  for  cutting  down  Govern- 
ment  ex^nditure.  and  some  figures  for  changing  taxation 
not  almost  as  much  in 
the  dark?  -Sir  Robert  tlall : We  are  always  in  the  dark, 
of  course,  about  the  validity  of  our  assumptions  about 

hrtW  fnp  nnn-^'rvn  *_  •.  ..  - 


the  programnie  for  electric  power,  more  was  sanotioned 
•than  was  ever  achieved,  and  I thought  that  that  bad  been 
true  in  other  directi-OTs.  Many  of  the  large  investors 
particularly  at  that  time  had  more  confidence  in  their 
power  to  achieve  a_  result  ithan  a detached,  observer  would 


how  the  non-controllablc  elempntc  in  tf:=  \ r~  ~i~~  f muau  a.  ociacuea  ooserver  wouia 

economy  are  going  to  operate,  and  abottt  the  climate  of  hand  usuaDy  put  in 

world  opinion,  so  that  the  assessrnem  admitted?v  i,  ^l»ere  is  a very  big 

uncertain  to  that  extent.  We  are  also  uncertain  to  a 


different  degree  according  to  bothithe  instrument  employed 
and  Ihe  rneasurc  of  our  past  experience  about  the  effects 
of  particular  masures. 

you  have  much  more 
conMence  that  there  will  be  a positive  outcome  to  action 
on  Government  expenditure  or  taxation,  than  you  have 
in  relation  to  movements  of  interest  rates.  You  believe 
for  one  reason  or  another  that  a rise  in  interest  rates  is 
bound  to  exercise  a restrictive  influence  on  the  economy 
but  It  IS  much  more  dilficuh,  I take  it,  to  indicate  specific 
examples  of  the  way  in  which  interest  rates  work  than 
L cutting  Government  expenditure 

by  £50  millions?- — I am  not  sure  that  that  is  necessarily 


mvestment  completed.  Is  it  not  quite  easy  to  embark 
<m  a cut  in  investment,  which  has  the  effect  of  increasing 
the  total  investment  acccmplished,  because  less  is  in  hand 
at  one  time,  and  more  gets  done? ^Yes,  that  is  possi- 

ble, but  I do  oot  think  we  meant  that. 

1745.  Mr.  Woodcock-.  Are  you  speaking  of  a physical 
excess  here  or  an,  excess  in  the  amotmt?— Pro/«jor 
5ayerj:  Or  an  exce^  in  manpower?— Sir  John  Woods: 
Do«  it  mean  that,  if  you  add  .the  programmes  up,  the 
total  ^ the  programmes  was  consistently  exceeded,  even 
though  individual  ones  were  consistently  not  reached ; 

^ mean  that  we  consistently  did  more  'than  we 
could  afford  to  do? 1 had  better  check  it,  but  my  recol- 


inherent  in  the  situation,  orwhctheTlt  is’^a  "reflecthm*  of  l«tiCMi  of  the  periM  was  ^at  more  resources  were  utilised 
the  short  period,  from  the  point  of  view  of  experiment  ®cpected,  I believe  that  that  as  what  is  meant 

which  has  elap,sed.  I would  like  to  repeat  again  that  there 

was,  mevilably,  an  element  of  moving  into  the  unknown  n,i,s  <.•  ^i.  » , , 

during  this  period.  Professor  Sayers  said  earlier  that  the  1746.  5ir  Oliver  Franks:  Is  this  a fair  way  of  putting 

Chancellor  must  have  taken  into  account  the  co.st  to  the  oP“‘on:  if  one  takes  into  account  the  political  and 

Budget  and  to  the  balance  of  payments  of  a change  in  social  presuppositions  of  paragraphs  5 and  9 of  this  paper, 
interest  rates.  He  would  not  only  have  had  to  weigh  that  r • experiment  of  reviving  monetary 

against  the  things  that  he  would  have  had  to  do  if  he  y®^^®’  ^y  ^^rge,  you  do  not 

had  not  moved  interest  rates,  but  had  relied  on  the  kind  „ measures  of  monetary  policy  had  some 

of  measures  which  have  been  used  before : there  would  ,v  period  when  they  were  employed, 

also  have  been  a political  clement  in  ithe  judgment.  The  the  Iirmts,  at  least  in  the  earlier  years  of  the  period, 

temper  of  the  Government  was  to  put  rather  more  weight  "'i*™'',  wn'ch  it  was  thought  possible  to  move  interest 
cm  Ihe  monetary  factor  and  rather  less  either  on  the  direct  discovered  that,  in  the  changed  conditions 

controls  or  the  fi.scal  factor,  ft  would  seem  to  me  to  be  effects  of  monetary  weapons  were 

perfectly  pos.sible  and  natural  that,  having  made  the  best  slower  and  less  decisive  than  had  been  thought.  I 

quantitative  assessment  that  he  could,  his  decision  might  r of  various  quota- 

«U»11  AAriK.  _ ,.;j_  ...,1 “ IIWMII!  or».  /*p,rnn  -J.IT r 


well  come  down  on  one  side  rather  than  another  because 
of  something  which  was  completely  unquantifiable  in  the 
complex  of  things  that  he  has  to  think  about. 

1741.  Mr.  Woodcock:  I suppose  it  would  follow  from 
what  you  and  Sir  Edmund  .said  that,  if  you  arc  dealing 
with,  say,  licensing,  the  Government  may  decide  lhal  they 
will  only  licence  X amount  but  they  still  will  not  know 
whemer  that  is  the  right  amount,  any  more  than  in  fixing 

the  Bank  Rate. Sir  Roger  Makin.v:  No,  but  there  is  a 

diflerencc  here.  You  can  get  more  certainty  in  some 
judgments  because  you  can  quanlify  more  of  the  problem, 
quite  apart  from  whatever  political  considerations  may 
ultimately  enter  into  the  judgment  of  the  Government  of 
the  day.  In  some  cases  the  non-quantiflable  element  may 
not  be  a very  great  one,  bul  there  will  always  be  such  an 
element. 

1742.  Professor  Cairncro.s-s:  In  the  case  of  specific  action 
you  can  usually  quantify  that ; but  where  you  are  relying 
on  the  size  of  the  Budget  surplus,  or  something  general 

like  that,  it  is  much  more  difUcult? Sir  Robert  Ball: 

If  I could  give  an  example,  in  the  days  when  we  had  ; 


lions  which  are  given  in  different  parts  of  the  paper 

without  some  such  reflection? We  were  very  unewtain 

mdeed  about  the  probable  effects  in  the  period  1951-52. 
There  was  a tendency  for  people  to  say : “ The  Govern- 
ment has  used  monetary  policy  and  the  situation  is  being 
transformed ; therefore  monetary  policy  has  done  the 
whole  trick  The  quotations  from  the  Survey  and  from 
Chancellors’  sjjeeches  are  meant  to  indicate  that  we  were 
conscious  that  other  things  were  present.  As  for  the 
period  1955-56  the  whole  tenor  of  the  paper  is  that  not 
a.s  much  was  realised  as  had  been  expected.  Mr  Butler 
said  explicitly  in  the  two  speeches  which  are  quoted 
that  he  had  expected  more  from  monetary  policy  than 
had  in  the  period  been  secured. 

1747.  Chairman:  In  1951-52  were  you  not  much  sup- 
ported in  your  expectations  by  outside  opinion?  Was 
it  not  generally  thought  at  that  time  that  monetary  policy 
was  making  an  effective  contribution  to  improving  the 

balance  of  payments  and  adjusting  supply  to  demand? 

Yes,  it  was  making  a contribution,  but  there  was  a good 
deal  of  controversy  as  to  exactly  how  much.  As  it  was 
impossible  to  extract  from  the  situation  a precise  answer, 


complete  control  over  building,  we  could  decide  ait  the  inherently  you  would  expect  different  schools  of  thought 
beginning  of  the  year  how  many  houses  were  to  be  built  claim  different  degrees  erf  importance, 
m the  year,  and  the  outcome  would  really  be  a measure 

of  the  administrative  detail  which  you  chose  to  give  to  1748.  Professor  Cairncross:  It  can  be  argued  that  when 
It.  If  the  Government  attached  sufficient  importance  to  th®  Bank  Rate  goes  up  its  principal  impact  is  through  ite 
It,  and  said  “300.000  houses  will  be  built  this  year”  it  effect  on  the  whole  structure  of  interest  rates;  or  it  can 
had  the  means  at  its  disposal  to  ensure  that  no  more  Be  argued  that  its  effect  is  on  the  availability  of  finance, 


"'®‘iltl.be  buill.  In  that  s'ense  a direct  control,  with  the 
administrative  mean.s  behind  it,  will  give  more  direct 
results. 

_ 1743.  Chairman ; How  much  importance  are  we  to  give 
this  connection  to  the  sentence  in  paragraph  49 : 
These  programmes  were  consdstently  exce^ed”?  Was 
excess  small,  or  did  it  really  show  ffiat,  however 


almost  independently  of  interest  rates.  Wmfid  it  be  fau 
to  say  that  there  was  over  this  period  some  shift  of 
emphasis  away  from  the  first  set  of  considerations  towards 
the  second? Yes,  I think  that  is  fair. 

1749.  Professor  Sayers:  When  it  was  decided  that 
intwest  rates  should  .be  used  again,  was  the  intention 
mainly  to  affect  the  level  of  long-term  investment,  or  to 


miir-v.  — . V ' — — .yj  Vi  xuug-iciiu  mvesimeni,  or  to 

muca  attention  you  were  givmg,  you  could  not  get  operate  on  the  holding  of  stocks?  What  was  an  the 

me  tigure  right? It  was  significant  in  the  sense  that  Treasury  mind  on  this  point  at  the  time  and  what  do 

f comfortable  if  it  had  been  nearer  you  feel  that  experience  has  taught  on  that  point? 

m the  figure,  both  in  the  public  and  in  the  private  sector.  At  tire  time  I think  it  was  rather  more  a feeling  that  thing; 

17x1/1  j>  X ^ ■ r B pretty  difficult  and  we  wanted  to  get  out  of  it 

miti  I “ ““  wUob  ™uH  imply  that  we  hoped  lor  some  chmge  ot 

wm  1.  “y.  “ ?>?t  Hogrammes  the  stodc  side,  and  perhaps  for  some  marginal  oontrito- 

were  conststenUy  fallen  short  of.  Certainly  if  you  take  tion  on  the  fixed  investment  side.  SuteeqMly  I thiSt 
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that  we  have  felt  rather  puzzled  about  tiie  behaviour  of 
stocks  in  relation  to  the  dianges  in  interest  ratM,  and 
we  have  felt  that  monetary  policy  has  some  effect  on 
fixed  investment. 

1750.  Chairman  -.  I think  perhaps  we  ought  to  enlarge 


on  that  when  next  we  meet  you,  by  which  time  I hope 
we  shall  have  had  time  to  read  and  take  side  by  side 

your  debt  management  paper. Sir  Roger  Makins:  Yes ; 

and  I hope  that  the  papers  on  the  external  side  will  be 
ready  by  then. 


(The  witnesses  withdrew.} 


(Adjourned  until  2.30  p.m.) 


C F CoBBOLD  Esq  Governor,  H.  C.  B.  Mynors,  Esq.,  Deputy  Governor,  L.  K.  O’Brien,  Esq.,  Chief  Cashier, 
and  W.  M.  Allen,  Esq.,  an  Adviser  to  the  Governors,  of  the  Bank  of  England,  called  and  examined. 


1751,  Chairman:  We  have  two  papers  sbll  to  c^e 
from  you ; PrindpaJ  Changes  in  the  British  Monetary 
System  since  1931  and  Some  Possible  ModuicaUons  in 

Technique.  Can  you  tell  us  how  they  stand? -Mr. 

Cobbold:  I am  sorry  we  have  been  rather  long  about 
this.  I would  hope  that  they  might  be  ready  within  two 
weeks. 


1752.  Thank  you  very  much.  Then  there  were  a num- 
ber of  points  on  which  answers  were  going  to  be  looked 
for  arising  out  of  the  earlier  evidence  we  had  from  you. 
I am  grateful  for  the  written  statements  which  have  been 
cirouiated,  which  cover  some  of  the  points.  Tlierc_  were 
some  others  not  so  susceptible  of  being  dealt  with  in 
wxiidng  1 believe?—'  I would  like,  if  it  is  convenient  to 
you,  to  deal  with  those  today.  I sent  you  copies  of 
speeches  which  I recently  made  at  the  Mansion  House 
and  at  Ipswich.  May  I take  it  that  those  are  on  the 
record  as  a supplement  to  Appendix  17 

1753.  Yes.  Would  it  be  convenient  for  you  to  deal 

with  your  points  now? ^Thank  you.  The  first  point 

relates  to  ^estion  312,  when  we  were  talking  of  hire 
purchase  companies  and  the  possibility  of  covering  them 
by  the  Bank  of  England  Act.  I then  indicated,  subject  to 
confirmation  or  modification,  that  I thought  it  might  be 
practical  to  cover  other  financial  institutions  (we  were 
speaking  mainly  of  hire  purchase  companies)  under  sec- 
tion 4 (3)  of  the  Bank  of  England  Act,  1946.  This  gives 
the  Bank  powers  to  give  directions  in  certain  circum- 
stances. Our  conversations  with  the  Treasury  and  other 
Government  departments  have  since  proceeded,  and  we 
have  been  advis^  that  there  are  some  legal  doubts.  At  the 
momeut  alternative  methods  are  being  considered  by  the 
Treasury.  I thought  that  I had  left  you  perhaps  with 
a slightly  wrong  impression  there  which,  in  the  light  of 
subsequent  discussions.  I ought  to  correct. 

1754.  Thank  you.  fc  there  a point  on  Question  54? 

The  Chief  Cashier  gave  an  account  of  the  method  of 
establishing  banking  convention  on  the  liquidity  ratio 
point,  and  went  on  to  state  that  that  was  a matter  which 
I mi^t  wish  to  confirm.  The  account  whicii  the  Chief 
Cashier  gave  of  the  origin  of  the  30  per  cent,  minimum 
liquidity  ratio  is  in  accordance  with  my  understanding  of 
the  matter.  It  is,  however,  a point  which  the  Committee 
may  also  wish  to  discuss  with  the  banks  themselves.  I 
have  Irft  the  banks  in  no  doubt,  during  the  recent  phase 
of  credit  restriction,  of  my  view  that  they  should  not 
allow  their  liquidity  ratios  to  fall  significantly  below  30  per 
cent. ; and  I have  made  it  dear  that  I reserved  the  right 
to  make  observations  if  there  were  any  consideirable 
divergence. 


1755.  Then  there  are  questions  132,  136  and  137,  relat- 
ing to  influences  brought  to  .bear  on  the  discO'Unt 

market? ^Ihe  Chjef  Cashier  has  already  emphasised 

the  particularly  close  nature  of  the  contact  which  exists 
beicween  the  Bank  and  the  discount  market.  This  covers 
'the  point  that  they  can  come  round  at  any  time  and  talk. 
The  purpose  of  the  weekly  meeting  between  myself,  or  the 
Deputy  Governor,  and  the  Chairman  and  Deputy  Chair- 
man of  the  Discount  Market  Assodation  is  that  we 
should  .personally  keep  in  touch  with  the  representatives 
of  the  Market,  so  that  we  may  know  what  is  in  their 
minds  ; and  that  they  should  have  the  opportunity  of  dis- 
cussing the  general  situation  with  us.  1 often  give  them 
confidentially  my  views  on  the  position  and  outlook  both 
on  the  domestic  and  foreign  scene : and  they  are  naturally 
free  to  take  these  views  into  account  in  choosing  the  rate 
at  which  they  tender.  Beyond  such  expression  of  views 
Md  opinions  I do  not  seek  to  influence  their  judgment. 
The  market’s  independent  assessment  of  the  rate  at  which 
they  shcmld  tender,  made  in  the  lighE  of  all  the  circum- 
stances (inchiding  our  own  operations  and  such  general 


views  as  we  may  have  expressed)  as  they  sec  them,  is  of 
vidue  to  us. 

1756.  Professor  Sayers:  Would  you  care  to  illustrate 
what  you  have  just  said  by  reference  to  the  events 
of  the  last  four  or  five  weeks,  when  the  tender  rate  of  the 
discount  houses  has  been  consistently  the  same  although 
conditions,  on  the  face  of  it.  have  varied  from  week  to 
week?  Are  we  to  infer  that  stability  of  the  rate  at  which 
the  discount  market  has  tendered  has  been  entirely  a 
matter  of  decision  by  the  discount  houses  themselves? 
It  has  been  entirely  the  market’s  independent  assess- 
ment of  the  rate  at  which  they  should  tender,  made 
in  the  light  of  all  the  circumstances,  including  our  own 
operations  and  such  general  views  as  wc  may  have 
expressed,  as  they  see  them.  I would  have  said  this 
sort  of  thing  to  then\ : " This  is  early  days.  It  is  going 
to  take  time  to  work  all  this  through.  Don’t  let  us 
think  we  are  all  out  of  the  wood  because  the  exchange 
is  better  in  three  or  four  days  ". 

1757.  Would  you  agree  that  this  period  was  unlike  other 
periods  that  have  followed  a change  of  Bank  Rate  in  that 
on  other  occasions  the  discount  market  has  been  rather 

quick  to  vary  its  rate  in  the  first  few  weeks? 1 should 

have  to  look  that  up.  I would  rather  like  to  stand  on 
the  question  you  asked  me  about  this  time.* 

1758.  Chairman:  Then  we  have  Questions  147  and  442, 

which  refer  to  the  holdings  of  Treasury  Bills  by  the  clear- 
ing banks,  the  discount  market  and  the  Banking  Depart- 
ment?  You  already  have  some  figures,  and  we  are  in 

the  process  of  getting  the  agreement  of  our  overseas  central 
fjank  customers  to  supply  certain  o-ther  figures.| 

1759.  Chairman:  The  next  point  is  on  Question  596, 
about  the  passivity  of  the  Issue  Department  in  issuing 

notes? 1 think  that  the  .size  of  the  note  circulation 

is  very  important.  It  is  a figure  which  we  watch  con- 
tinuously as  a significant  component  of  the  total  money 
supply : and  I think  it  is  one  of  the  figures  which  should 
continually  bo  before  the  public.  But  this  docs  not  alter 
the  fact  that  the  present  role  of  the  Issue  Department  in 
the  supply  of  currency  is  passive.  I have  seen  it  sug- 
gested that  limitation  of  the  fiduciary  issue  would  by  itself 
help  to  control  the  money  supply  and  reduce  inflaliw. 
The  position  of  the  note  issue  in  the  monetary  system, 
as  I see  it,  is  as  follows.  The  public  keep  dcpxKits  with 
the  clearing  banks  on  the  assumption  that  they  can  get 
notes  when  they  want  them.  The  clearing  banks  keep 
deposits  with  the  Bank  of  England  on  the  same  assump- 
tion. No  useful  purpose  would  be  served  if  the  Bank 
of  England  refused  to  supply  the  clearing  banks  with  the 
notes  required  by  their  custwners.  It  would  either  lead 
to  increased  use  of  dieques,  bankers’  drafts,  postal  orders, 
or  other  means  of  payment,  or  else  to  a run  on  the 
banks  and  complete  confusion — probably  to  a bit  of  both. 

In  fact  the  Bank  stand  ready,  as  they  always  have  done, 
to  supply  the  demands  of  their  customers  (in  particular 
the  big  commercial  banks)  who  want  notes  against  the 
balances  on  their  accounts.  To  fail  to  do  so  would  be. 
in  effect,  an  act  of  insolvency:  and  in  the  last  century, 
when  a rigid  statutory  limit  on  the  fiduciary  issue  was 
in  fence,  it  became  necessary  on  occasion  to  suspend 
the  operation  of  the  statute  precisely  in  order  to  avoid 
such  an  act  of  insolvency. 

I should  add  that  the  division  of  the  total  money  supply 
between  deposits  and  notes  seems  to  me  difficult  to  con- 
trol: and  only  important  as  indicating  seme  shift  of  pui- 
chasing  power  between  different  sections  of  the  community 
and  some  change  in  the  degree  of  activity  of  the  money 
supply.  It  follows  that  the  demand  for  notes  is  a resultant 
of  general  monetary  conditions,  modified  to  some  extent  ^ 

* See  Appendix  to  Minutes  of  Evidence. 

t See  Appendix  to  Minutes  of  Evidence,  note  to  Qn.  2248,  and 
Memoranda  of  Evidence  Part  1 Appoidix  2. 
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changes  in  publk  habits.  I do  not  think  that  a formal 
hmitatiOTi  on  the  size  of  the  fiduoiary  issue  would  be 
effective  unless,  at  the  same  time,  the  underlying  reasons 
for  growth  of  the  money  supply  were  being  effectively 
tackled.  If  they  were  not.  we  should  in  fact  have  to 
unntation  when  we  ran  into  the  inevitable 

dimculties. 

Tbus  I regard  the  size  of  the  note  issue  as  a barometer 
of  the  success  or  failure  of  the  authorities,  and  a very 
important  barometer,  but  not  as  a weapon  in  their  hands 
We  recognise  that  in  any  revision  of  the  monetary  system 
ruost  important  to  consider  the  various  possi- 
bilitiM  of  controlling  the  money  supply,  including  the  note 
circulation.  We  feel  that  the  future  of  the  fiduciary  issue 
should  be  considered  in  this  general  context,  We  hope 
to  have  an  opportunity  of  discussing  this  with  the  Com- 
mittee when  we  come  to  consider  the  various  possible 
methods  of  credit  control. 


S'  ?■  r C.  B.  Mynors, 

MR.  L.  K.  O Brien  and  Mr.  W.  M.  Allen. 


1760.  Professor  Sayers:  In  the  light  of  this  statement 
would  you  care  to  comment  on  the  fact  that  in  1954 
an  Act  was  put  on  the  statute  book  regulating  the  fiduciary 
■ issue,  while  no  action  was  taken  to  do  anything  about 
statutory  regulation  of  any  other  element  in  the  money 
supply? 1 think  that  is  a Treasury  question. 

• 1761.  Chairman:  But  the  general  question,  if  I under- 
stand you,  will  be  dealt  with  in  your  forthcoming  paper 

on  possible  alternative  methods  of  control? will  be 

indicated,  certainly  ; and  I thought  to  deal  with  any 
discussion  under  that  paper. 

1762.  Chairman:  Then  there  were  two  Questions,  646 
and  679,  about  the  independence  of  the  Issue  Department? 
We  were  asking  about  the  distinction  between  the  depart- 
ments who  had  an  independent  investment  policy  and 

those  who  were,  in  one  form  or  another,  in  control? 

The  Bank  are  responsible  for  the  Issue  Department,  and 
consequently  for  the  securities  held  by  lihat  Department. 
We  inform  and  consult  the  Treasury  who,  in  this  as  In 
other  matters,  have  over-riding  powers  to  ensure  con- 
fomity  of  the  Bank’s  policy  with  general  Government 
pohey.  I shall  be  spewing  in  more  detail  about  Issue 
Department  operations  when  we  oomc  to  Paper  No.  9, 
to  which  I hope  to  be  allowed  to  make  some  introductory 
remarks,  covering  some  of  the  major  issues  that  go 
through  it  all  the  time.  One  of  those  is  about  the  Issue 
Depantment,  which  it  might  be  convenient  to  take  now. 

^en  we  speak  of  departmental  transactions  with  the 
public,  we  mwn  for  all  practical  purposes  Issue  Depart- 
ment transactions.  They  arc  sometimes  assisted  by  trans- 
fers between  Issue  and  other  Departments  or  in  other 
ways  ; but  I wall,  if  you  wish,  go  into  that  aspect  later  on. 

■^e  general  objective  of  the  Issue  Diriment  is  to 
maintain  an  orderly  market  in  giilt-edged  securities,  some- 
times  by  providing  a market  or  meeting  a demand  for  a 
particular  stock,  and  sometimes  by  ironing  out  what  seems 
an  unreasonable  fluctuation.  Occ^ionally,  when  some 
new  _ developmenrt  takes  pJace  whi^  might  cause  un- 
certainty or  fluctuation,  the  Issue  Department  intervenes 
temporarily  in  the  market  to  give  a lead  or  to  steady 
me  market,  but  it  is  no  part  of  general  Issue  Department 
policy  to  resist  a definite  trend  of  markets  in  one  direction 
or  the  other. 

Superimposed  on  this  general  function  baa  been  the 
part  which  Issue  Department  has  played  for  many  years, 
and  especially  since  fiie  war,  in  the  Govenunent’a  Grow- 
ing and  refinancing  operations.  The  needs  of  Government 
(including,  of  course,  those  of  the  nationalised  industries 
which  have  to  be  met  in  one  way  or  another  on  Govern- 
ment credit)  are  nowadays  very  large,  and  even  in  so 
broad  a market  as  London,  and  in  favourable  conditions, 
a new  issue  of  some  hundreds  of  millions  of  pounds  can- 
absorbed  in  a day.  At  the  same  time  it  is  imdesir- 
aWe,  in  normal  circumstances,  to  keep  subsCTiption  lists 
open  for  more  than  a day  at  the  most.  For  if  the 
i^i^ket  tendency  is  downward,  flie  stock  will  not  be 
subsOTbed  ; while  if  it  is  upward  the  avaUability  of ' the 
stock  at  a fixed  price  will  act  as  a brake  on  prices 
^nerally,  and  H.M.  Government  will  be  borrowing  on 
tw  favourable  terms  than  the  conditions  ruling  would 
f u*  . These  difficulties  are  overcome  by  the 

w^que  of  using  the  Issue  Department  as  underwriters 
01  Cjovernment  issues.  Appldcanons  from  the  public  are 
supplemented  by  applications  from  the  Issue  Departmait 


^ffled^  to  ensure  that  the  whole  amount  of  stock  on 
o^r  IS  takra  up ; and  the  Issue  D^artmenit  thtis  usually 
^ substantial  holding  of  any  new  stock.  This  they 
rtand  ready  to  sel  as  demand  develops  at  the  price  ruling^ 
f ^<lerwijters  of  an  orffinary  issue. 

usually  acquires  sub- 
stanhai  holdmgs  of  any  stock  approaching  maturitv  and 
^ m effect  enables  H.M.  Government  to  assure  in  advance 
the  ^version  of  a considerable  pant  of  any  stock  for 
whiich  a conversion  offer  is  made. 

underwriting  function  of  the  Issue  Department  is 
wU-k-nown  and  understood  by  the  market.  I^ieve  it  is 
advantageous  system,  by  which 
^ large  Government  debt  operations  can  be 

n D^artrnent  is  therefore,  and  is  known  to  be. 

^ various  dates  when  the 

of  the  next  maturities 
^ are  on  offer.  This  os  obviously  likely  to  have 

S ^ federal  rise  in  market  prices  but 

shortest  maturitiw.  But  it 
has  always  bera  Issue  Department  policy,  whilst  takinz  full 
o^rtuiuty  of  a rtrong  market  to  carrV  C Sest^^ifi 
operations  and  intervening  very  occasionally  to  gi^  a 
^ 3 gradual 

pnees.  Nor  has  it  ever  been  Issue  Depart- 
ment policy  to  force  sales  on^  weak  or  falling  markrt. 

positively,  and  to  give  the 
Committee  some  of  the  reasons,  as  I am  aware  that  it  is 
®^®  (and  very  understand- 
able) divergences  of  opinion,  Our  attitude  is  based  on  two 
mam  grounds,  one  of  short-teim  expediency  and  the  other 
a considerations,  combining  both  expediency 

and  the  repute  of  H.M.  Government  as  a borrower.  As  I 
have  s^,  when  the  market  is  strong,  we  take  Ml  advan- 
gradually  rising 
j the  norm^  procedure  of  any  underwrite* 
•'^®  market  and  in  no  way  reflects 
of  Goyerament  loans;  in  fact  it  quite 
frequently  adds  to  the  demand.  If,  however.  Issue  Depart- 
ment  were  to  attempt  to  force  sales  on  a weak  or  f&ng 
market,  the  consequences  would  be  very  different  On 
short  view  we  should  not  in  fact  make  the  sales  easily 
^ause  m siich  conditions  there  are  scarcely  any  buyers 
and  jt  takes  two  to  make  a deal.  It  can  be  argued  that 
(here  is  always  a price  at  which  buyers  will  appear.  That 
IS  doubtless  true,  but  the  price  might  be  a long  way  down 
much  damage  might  be  done  on  the  way  to  markets  and 
and  abroad  (I  need  not  remind  you 
how  dosdy  the  exchange  markets  and  the  cilt-edBed 
^rket  wateh  each  other)  and  in  the  «id  buyers  might  be 
S ^ repetition  of  this  process 

was  hkdy.  What  influences  danand  in  this,  as  in  other 
Pnee  of  the  day  as  the 
^blKS  VI w of  the  likely  movement  in  foUowing  we«2s 
rates  are  influenced  by 

be  influenced  through  the  short-term 
rate  str^re.  It  would  of  course,  be  possible  to  force 
down  the  price  of  gik-edged  securities  by  direct  sales  on 

bankers,  were 

^ Government’s  own  securities  in 

^^®  Piice.  it  would  greatly 

dai^ge  the  Govwnmenl’s  credit,  This  would  in  my  view 
^ true  even  at  times  when  the  Govenunent  did  not  have 
frequent  new  issues  and  conversions.  At  times 
Goveammeixt  are  often  in  the 
f®  ^ mipney  and  for  conversions,  it  would  be 

indefensible  either  in  equity  or  in  practice. 

I slKMd  like  the  Issue  Depar.bment’s  policy  in  Aids  respect 
to  be  clearly  on  the  record.  I should  like  it  also  tote 
cl^riy  on  the  rwrd  that  the  Issue  Dqiartmeat  do  not 
indulge  in  what  is  popularly  caUed  “ riggmg  the  market  ” 
bdore  a new  Government  issue.  The  Issue  Depairtment 
a ^int  of  himting  theu  activities  shortly  before  or 
shortly  aftCT  a new  issue  to  the  normal  operations  which  I 
general  monetary 

^rahom  the  Bank  are  always  conceraed  so  far  as  is 
posable  to  awoad  action  which  might  affect  market  oricM 
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wiil  see  from  Paper  9.  Tire  degree  of  importance  ^tacbed 
to  funding  has  also  varied  to  &c«ne  extent  wim  toe  «ze 
of  the  floating  debt  and  toe  level  of  toe  bank  h^'idity,  but 
toe  general  objective  has  been  oonstanit  throughout. 
Although  the  cost  to  the  Government  of  fundmg  at  expen- 
sive rates  has  naturally  always  been  a factor  to  be  con- 
sidered, it  has  never  in  toese  years  been  held  to  o^eigh 
toe  need  for  a continuous  funddog  policy  on  the  lines 
which  I have  described. 


I would  also  ask  the  Comimittee  to  remember,  when 
going  throi^h  Paper  9,  that  the  net  figures  of  Depart- 
mental sales  to  toe  public  always  understate  the  degree  of 
real  funding  achieved.  This  is  because,  as  I have  said, 
the  Issue  Department  tends  to  be  buying  maturities  to  help 
conversion.  The  net  sales  of  medium  and  long  stocks  are 
toerefore  much  bjgger  than  toe  total  net  sales.  We  are 
thus  all  the  time  pushing  the  debt  further  ahead.  This 
is  what  reaJy  matters,  for  I should  not  attach 
importance  from  a funtong  point  of  view  to  an  operation 
which  merely  exchanged  Treasury  Bills  into  a very  short 
stock.  We  have  sometimes  done  .this  to  reduce  immediate 
bank  liquidity  (at  the  cost  of  adding  to  toe  problems  of 
the  next  few  years),  and  we  have  sometimes  done  it  as  a 
first  step  towards  a more  real  funding,  as  in  the  big 
operation  in  1951,  when  we  made  the  first  real  attack  on 
excessive  post-war  liquddi'ty.  But  these  short,  semi- 
technical  operations  are  never  the  final  objective,  which 
is  to  spread  and  lengitoen  toe  matunity  of  public  debt  as  a 
whole. 


In  this  connection  it  might  be  of  interest  to  the  Com- 
mittee to  have  the  figures  of  total  net  transactions  of  the 
Issue  Department  with  toe  market  over  toe  last  ten 
calendar  years  in  various  categories.  Total  net  sales 
amounted  to  around  £600  millions.  But  whilst  the  Depart- 
ment made  net  purchases  of  about  £1,500  millions  of 
stodcs  maturing  within  five  years  (that  is  mainly  to  assist 
conversions)  net  sales  of  stocks  maturing  between  five  and 
ten  years  amounted  to  some  £600  millions,  and  net  sales 
of  stocks  maturing  later  than  ten  years  to  nearly  £1,500 
millions.  These  figures,  I think,  give  some  idea  of  the 
part  played  by  Issue  Department  in  the  process  of  real 
funding. 

1763.  There  are  one  or  two  questions  I would  like  to 
raise  before  we  go  on.  I appreciate  fully  the  almost 
ethical  difficulty  of  the  Government  “ selling  down  its  own 
stock  ”.  You  say  that  it  must  damage  Government  credit 
and  that  you  must  always  remember  that : but  js  not  the 

same  toi^  done  if  you  raise  toe  Bank  Rale? Mr. 

Cobbold:  You  do  affect  the  market  through  the  short- 
term rate  structure ; indeed,  every  act  of  Government 
policy  may  affect  it  in  one  way  or  other.  We  should 
rightly  or  wrongly  take  the  view  that  that  i.s  a very 
different  thing  from  actually  selling  your  own  securities 
and  depressing  them  on  the  market. — Mr.  O'Brien : In  any 
case  a rise  in  Bank  Rate  probably  does  not  affect  all  the 
yields  on  Government  securities  through  the  list ; in  fact 
on  the  longer  securities  the  effect  is  often  transitory  and, 
as  on  the  last  occasion,  the  rate  is  very  quickly  brought 
back. — Mr.  Cobbold : In  some  cases  a rise  in  Bank  Rate 
has  given  the  impression  that  the  whole  range  of  Govern- 
ment measures  is  going  to  do  good,  and  has  brought  toe 
market  up  a bit. 

1764.  1 have  one  or  two  of  these  occasions  in  mind ; 
but  over  a longer  term  that  has  not  proved  to  be  the 

case,  has  it? Our  view  is  that,  generally  speaking,  a 

rise  in  toe  level  of  short-term  rates  tends  to  work  through, 
and  to  cause  some  rise  in  the  level  of  long-term  rates  but 
tlat  this  is  by  no  means  a regular  rule  and  there  is  no 
time  factor  that  you  could  ascribe  to  it. 


1765.  Professor  Sayers:  Surely  one  of  the  factors  would 
be  toe  degree  to  which  the  market  had  already  anticipated 
the  movement  of  the  Bank  Rate?  If  the  market  had 
been  anticipating  a reduction  of  Bank  Rate  then  the  prices 
of  medium  and  long-term  securities  would  already  have 
moved  up  a little,  and  toe  reduction  of  Bank  Rate  accord- 
ingly would  not  do  more  than  steady  the  market : it  wotod 
not  cause  a further  rise.  And  correspondingly,  a rise 
in  Bank  Rate,  if  it  had  been  anticipated  by  the  market, 
would  ^ already  have  caused  a depression  of  gilt-edged 
securities,  and  toe  effect  of  the  rise  in  Bank  Rate  would 
naturaffy  be  associated  with  a steadying  of  toe  market  and 
not  with  a further  depression.  But  surely  that  does  not 
invalidate  the  conclusion  that  a rise  in  Bank  Rate  tends 


to  duress  the  long-tenn  prices  and  vice  versat ^It 

lends  to  work  through  the  system. 


1766.  And  does  not  the  extent  to  which  it  works  through 
the  system  depend  partly  upon  the  instructions  given  to 
the  Government  Broker  as  to  how  to  act  in  toe  day  or 

two  follcwing  toe  change? 1 think  I have  dealt  with 

that  point  in  the.  statement  I have  just  made. 

1767.  Then  were  not  the  instructions  that  were  given  in 
February  of  this  year,  when  the  Bank  Rate  was  reduced, 
different  from  corresponding  instructions  given  on  other 
occasions?  There  have  been  three  occasions  in  the  last 
five  years  of  a reduction  in  Bank  Rate.  On  toose  three 
occasions  were  the  instructions  given  to  the  Government 

Broker  precisely  parallel? Mr.  Mynors:  Not  precisely 

parallel,  no.— Mr.  O’Brien:  But  broadly  speaking,  yes.— 
Mr.  Cobbold:  I think  that  on  previous  occasions  we 
were  less  concerned  about  the  danger  of  giving  a “ green 
light”.  The  instructions  were  then  to  the  Government 
Broker  to  keep  the  market  generally  steady.  On  this  Iasi 
occasion  we  went  to  great  pains,  in  a speech  which  the 
Deputy  Governor  made  for  me,  to  stress  that  this  was  not 
a “ green  light  We  were  somewhat  concerned  that  it 
should  not  be  mis-read ; and  so  the  first  day  or  two  after 
that  alteration  of  Bank  Rate  we  gave  rather  rnorc  specific 
instructions  to  the  Government  Broker  to  hold  the  market 
steady  and  to  give  a lead  to  the  market.  We  were  con- 
cerned to  give  the  market  time  to  make  up  its  mind  after 
having  digested  the  statement  we  put  out,  in  case  their 
first  impression  might  have  been  a wrong  impression.  We 
did  not  try,  and  would  not  have  been  able  to,  carry  through 
any  intervention  over  a long  period.  Wc  were  nicrely 
concerned  about  any  fluctuation  based  on  what  wc  should 
have  judged  to  be  a misleading  impression  of  the  siUiation. 


1768.  The  unusual  clement  in  your  action  on  that  occa- 
sion was  not  taken  on  the  ground  that  the  change  might 
have  had  an  undesirable  reaction  on  long-term  rates?- — 
1 think  you  are  taking  me  a little  further  than  1 said  there, 
We  thought  that,  if  the  market  reacted  imrncdialdy  to  that 
change  without  thinking  it  over,  one  thing  might  have 
happened ; and  wo  would  have  preferred  them  to  have 
time  to  digest  the  situation  and  take  the  sort  or  decision 
which  we  should  have  expected  them  to  lake  when  they 
had  had  time  to  digest  it. 


1769  But  surely  the  market  always  has  lime  to  digest 
it,  in  the  sense  that,  if  it  puls  the  price  at  one  level  today 
and  tomorrow  thinks  that  it  has  interpreted  the  situation 
wrongly,  it  can,  and  does,  move  prices  back  again/ — - 
It  can  ; but  all  the  practical  experience  lands  to  suggest 
that  the  initial  move  is  a very  important  one. 

1770.  Chairman:  But.  if  I understand  your  view,  in 
February  1957  you  hoped  that  the  long-term  rate  woulo 
not  fall,  although  you  were  making  a .small  reduction 

in  the  short-lerm  rale? Certainly  ; but  1 would  not 

we  continually  operated  to  bring  about  that  result,  we 
made  the  intervention  in  order  to  give  the 

reach  a conclusion  which  I was  very  pleased  that  they 
did  reach,  after  they  had  had  time  to  appreciate  me 
situation. 

1771.  Professor  Sayers:  You  did  not  take  such  action 

in  1953  or  1954? We  were  not  so  worried  about  me 

“green  light”  aspect  then. 


1772.  Sir  John  Woods:  And  if  they  had  taken  the 

otheir  view  after  reflection? We  should  not  have 

rc.sisted  a gradual  definite  trend. 


1773.  Lord  Harcourt:  You  said  that  in  the  cour«  of 
its  underwriting  aotivities  the  Issue  Department  is  at 
various  times  left  with  substantial  holdings  of  a given 
stock.  Have  there  been,  or  are  there  frequently,  tii^ 
when  the  Department  is  left  with  such  a large  quantity 
of  slock  toat  it  has  proved  to  be  virtually  unsaleable/ 

,By  and  large,  no.  In  my  experience  the  Issue 

Department  has  never  been  gummed  up,  if  I niay  uw 
the  phrase,  with  a particular  stock.  We  normally  hole 
quite  a fair  quantity  of  most  of  the  range  of  Govern- 
ment stocks  over  various  maturities  in  order  to 
us  to  carry  oat  the  functions  which  I have  already 
described  in  toe  market,  supplying  a particular  need  or 
k^ing  a particular  stock  level,  so  that  we  can  inteiveoc 
whenever  necessary.  When  we  have  taken  up  a 1^® 
holding  through  the  underwriting  arrangement  I have 
describe,  it  normally  takes  between  three  months  and 
eighteen  months  to  bring  the  holding  of  that  stock  down 
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to  fte  level  which  we  should  normally  expect  to  hold 
part  of  our  general  requirements  of  stock.  I dS  no 
remember  a case  where  it  has  taken  us  more  than  C 
years  from  the  moment  of  issue  to  get  down  ?o  what  we 
would  call  a normal  requirement.  So  there  has  h^n  « 
pretty  constant  turnover  in  the  Department,  at?d  we“ave 
never  become  overloaded  with  unsaleable  stock 
The  only  occasion  on  which  we  have  felt  anxiefv  r.n 
this  point  was  in  1955  and  1956,  when  we  had  “ffe  So 
w industry  Government  guaran? 

tMd  issues.  We  were  very  much  concerned  at  that  time 
'k  find  ourselves  wS 

Issue  Detriment  funds  increasingly  tied  up  in  nationalised 
industry  Government  guaranteed  stocks,  and  so  be^om  S 
involved  in  long-term  financing  rather  than  in  pure  SS 
taken  £ 

financing  of  nationalised  industry 
or  mdeed  the  long-term  financing  of  the  Government 
which  IS  really  only  a slightly  modified  method  yTor? 

Department  has  to  s2l 
v‘  ® itself  in  funds  to  take  up 

diose  stocks)  is  not  a proper  subject  for  Issue  Departrnem 
financing.  The  Committee  will  remember  that  that  oar- 
ticular  trouble  was  removed  in  the  1956  Budget  ^whM 
financing  was  taken  under  the  direct 
X?,.  L Exchequer ; we  have  not  been  concerned 
about  that  aspect  since  then.  That  was  the  only  time 
and  e^n  then  I would  not  say  that  we  had  got  to  .the 
a of  unsaleable  stock, 
frightened  that  at  might  work  out  like  thal 
if  those  arrangements  continued  indefinitely. 

1774.  Chairman:  Did  you  make  known  to  the  authori- 
tiM  your  unwillingness  which  1 quite  understand,  to  take 
on  thcM  l<mp-term  obligations  whicli  you  could  only 

finance  by  selling  Treasury  iWlIs? ^Yes.  ^ 

1775.  Professor  Sayers:  The  fact  of  your  holding  all 
SftirI.A Industrie  slocks  in  large  amounts  had 

V prices  of  long-term  Govem- 

Si  hv  K supporting  the 

mrket  by  holding  those  securities?  Were  you  not  taking 

sbou^rpi?’  rales? 1 

menu  made^  entirely  covered  by  the  stale- 

1776.  Professor  Crt/V«tr«jj:  Would  it  be  normal  for 

•f'“'  ^ period  of  eighteen 

iTf^  iJf  ts  years?- 1 hesitate  to  answer  that  ques- 

hon  m the  presence  of  Lord  Harcourt ; but  I think  thev 

Ss  TZfl  r wlthiVSTySirs 

unless  it  was  a very  particular  operation. 

1777.  Am  I right  in  thinking  that  you  have  nut  out 

^ ifie  Issue  Depart- 
^mik-  SO-  We  have  been  thinking  of  putting 

wmwhing  an  he  Annual  Report  on  the  lines  of  Pap« 

would  iS™' »'  ”“*!  T P"58.<>«aas  of  actual  holL^ 
d give  a go<^  deal  of  mformatioa  about  move- 
^ way  back.  We  should  be  very 

issue  a list  of  actual  securities  held,  on  opera- 
ffiwtni  1 ^^^,1  should  be  very  ready  to  consider 

between  maturities,  on  the 
Sr  Committee  (under- 

as  ® y®srs)-  s»  long 

PeriSd,  sS?w.“toi“  rclat.  to 

“t"'  '‘‘f'uaatoti  on  this  with  the 
ireasury.  Would  you  verify  thait  Treasury  Bills  are  a 
material  element?  They  must  fluctuate  a good  deal ; were 

£ r^5®™'y  in  1955-56? ^They  fluctuat^  but 

” extremely  low.  The  Issue  Department’s 

Treasury  Bills  and  Ways  and  hSns  Ad- 
vances nowadays  represent  rarely  less  than  50  per  cent 
not  infrequently  more  than  two-thirds  of  ithejj  total 
holdings ; that  is  the  liquid  portion  of  the  holding 

Harcourt:  You  said  in  your  statement  on 
Department  that  this  was  a 
mfrw  '^®ii  known  and  understood  by  file 

^ a question  about  the 

mirn^n*  Government  Broker.  When  the  Govem- 

froker  is  selling  securities  on  behalf  of  the  Issue 
l^mrtment,  docs  he  invariably  go  through  the  gilt-edged 
J bbers,  or  does  he  deal  Meetly  with  other  clients? 


Almost  invariably  through  the  gilt-edged 


Mr.  O’Brien : 
jobbers. 

■hi7?S;  '*"*>'■  “ '•’=  is  there,  so 

fcM  the  market  would  know  at  all  relewiM  tima  at  wha» 

to  buy  or  sell? Certainly.  As  a 

f'  ™"''*  ‘“‘“t  '™th  the  maVket  and 
not  outside  the  market. 

suspiicion  whether  at  times 
Piacmg  large  hnes  of  stock  with  big 
mvestore,  so  that  the  market  would  he 
moS^  ^ ^®  No,  not  for  a 

^1^2.  CfiaiWnart:  You  spoke  of  the  policy  of  buying  in 
redwnption.  Would  fiiat 
pohey  be  pursued  whether  or  not  there  was  a conversion 

offer  in  the  wind? Mr.  Cobbold:  Yes.  so  as  to  aSd 

having  to  pay  out  too  much.  If  there  is  not  a convereion 
^!k  ®^^^  operations  is  that  you  gradu- 

^ months  rather 

in  9 • We  should  not  normally 

ff®  or  not  there  would  be  a con- 

version offer  untal  very  late  in  the  day,  so  we  have  to  be 
prepared  for  either  eventuality. 

1783.  a conversion  offer  does  come  alone  shomiH 

Deri^t^*"  mamring^4  in  ®thfSie 

Department  os  autoniaticaJly  converted? ^Not 

merely  have  room  to  do  what 

exceptional  not  to  convert  it? Yes 

—Mr.  Cobbold : We  might  keep  a bit  to  keep  a level  book 
of  a great  number  of  maturities.  We  keep  assented  and 
non-assented  stock  from  time  to  tinw, 

y°'^  ^now  till  late  in  the 

ik7«^°k®  that  mean  you  are  not  consulted  as  to  whether 

there  should  be  conversion? Certainly  we  are  con. 

^Ited ; indeed,  the  initiative  would  come  from  us,  as  the 
Treasury’s  issuing  banker.  ’ 

tuFAn'  ^5^  w.OTld  not  know  about  it  “ too  late  in 
£r  be  too  late  in  the  d5 

Chairman  was  asking  about ; we  should  be 
operalmg  in  the  market  about  a year  ahead  buying  up  the 

tifF^  were  going  to  convert  until  two  or  three  weeks 
^ definite  decision  until  actually  the  day 

^Jtatjofl  with  us  and  oa  our  advice,  about  two  or  three 

T^k  arrangements  would  be  agreed 

the  Chancellor  of  the  Exchequer  and  myself  or 
Sra  twenty-four  hours  before  fiic^  opera- 

tion.  m the  light  of  the  market  as  it  then  stood. 

Gdnyer^on  n^  not  vrait  until  the  actual  date 

^ the  nmturtty? Mr.  Cobbold:  Not  necessarily.— Mr. 

a conversion 

otter  could  be  n^de,  is  as  a metiter  of  practice  a month 
or  SIX  we^s  before  the  maturity.— Mr.  Cobbold:  If  we 
make  a conversion  offer  at  that  or  am  earlier  stage  the 

Slrop^'maSu'’'’  ““ 

1788.  You  h»ve  told  us  that  the  Issue  Departitient  is  the 
underwotar  of  aJl  Government  issues.  Having  regard  to 
the  trend  of  the  increase  in  Bank  Rate  within  the  last  four 
or  five  years,  has  that  underwriting  resulted  in  material 
Ij^es  to  the  bsue  Department?  Have  you  been  seU-ina 
Gwemment  stocks  at  substantiaffy  less  than  the  price  at 

which  they  were  issued? On  recent  dates,  certainly 

But  this  IS  a swings  and  roundabouts”  arrangement 
Sometimra  we  make  considerable  profits  and  somrtames 
cons^erabk  lowes.  It  depends  not  only  on  which  way 
the  Bank  Rate  is  moving  but  on  aU  the  other  considera- 
tions which  as  I have  said  before,  affect  Government 
securstiies.  If  Government  securities  are  trending  down- 
wards and  we  are  funding  all  the  time,  we  are  making 
a loss  because  we  are  selling  art  a lower  price  than  that 
at  w^efa  we  took  them  on  our  book.  If  Government 
pre®?^^  'fii®  upward  movement  we  are  m^ing  a 

1789.  The  present  trend  is  therefore  a loss  ; it  is  a 

falling  market? ^Yes,  recently.  , it  is  a 

1790.  Profesmr  Cairncross:  Apart  from  your  uuder- 

a poffitiem  of  independence 
from  the  Treasury?  Does  the  ufeiate  decision  rest  with 
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you,  or  would  the  Treasury  on  occasion  bring  pressure  on 

you  to  change  the  distribution  of  the  portfolio? The 

Bank  are  responsable  for  die  Issue  Department’s  opera- 
tions in  securities  and  for  the  oompos-itaon  of  its  portfolio. 
The  RaTiV  regularly  infonn  and  consult  the  Treasury  who 
have  oveiriding  powers  to  ensure  that  Bank  policy  does 
not  conflict  with  the  policy  of  the  Government. 

1791.  As  a matter  of  practice,  would  you  say  whether 

you  have  found  that  easy? As  a matter  of  practice 

we  keep  the  Treasury  closely  and  regularly  informed  and 
we  very  frequently  discuss  with  them  general  Issue  De- 
partment poHcy.  I would  not  say  we  discuss  with  them 
exactly  what  quantities  of  each  particular  stock  we  hold. 
That  is  obviously  of  no  interest  to  them ; it  is  purely  a 
market  operation.  So  far  as  policy  is  concern^,  I do 
not  recollect  any  instance  since  I became  Deputy 
Governor  of  any  conflict  on  this  point  between  ourselves 
and  the  Treasury.  If  we  had  a disagreement  we  should 
seek  to  resolve  it  as  we  do  normally  in  all  our  business, 
and  come  to  an  agreement.  In  the  last  resort  the  Govern- 
ment have  the  final  word,  because  they  have  powers  to 
^ect ; but  I think  I could  say  without  impropriety  that 
if  the  Treasury  were  to  attempt  to  force  the  Issue  Depart- 
ment to  hold  securities  which  the  Court  of  Directors  of 
the  Bank  of  England  did  not  think  it  was  appropriate  to 
hold,  the  Court  would  be  very  reluctant  to  be  pressed  to 
do  so,  either  by  directions  or  otherwise. 

1792.  Sir  Oliver  Franks-.  From  the  discussion  we  have 
just  had  I suppose  one  major  issue  of  policy  has  emerged  ; 
that  is  that  open  market  operations  in  the  long  term  bond 
market  on  a regular  and  large  scale  are  thou^t  un- 
ethical ; or  at  least  a policy  which  you  would  not  wish 

to  embark  on? You  are  generalising  a little  from  what 

I said,  which  was  that  we  would  think  it  not  only  unethical 
but  extremely  impractical  to  try  to  force  down  the  price 
of  Government  bonds  on  a weak  or  falling  market  I 
think  you  said  open  market  operations  on  a large  scale 
would  be  unethical.  We  carry  on  open  market  opera- 
tions of  a very  large  character. 


1793.  ;I  meant  if  they  were  designed  to  affect  the  prices 

of  sKurities? On  that  I must  rely  on  the  text  of  what 

I ,®.,  ■ always  been  Issue  Department  policy, 

whilst  taking  full  opportunity  of  a strong  market  to 
carry  out  these  funding  operations  and  to  give  a lead 
or  to  steady  markets,  not  to  resist  a definite  gradual  rise 
in  market  prices.  Nor  has  it  ever  been  Issue  Department 
pohcy  to  force  sales  on  a weak  or  falling  market.” 


1794.  Professor  Sayers:  If  the  Treasury  desired  as 
pwt  of  general  economic  policy  to  see  long  term  rates 
M,  would  the  Bank  be  prepared  to  use  the  resources 
of  Its  Issue  Department  to  hasten  or  to  create  such  a 
fall?  think  the  reply  I have  given  covers  your  point. 


1795.  Chairman:  There  is  the  possibility  of  runnina 
agai^t  the  wind,  where  security  prices  are  rising  and  you 

think  dicy  should  not? Only  as  a very  temporary 

me^ure  for  a day  or  two  to  steady  the  market  in  par- 
ticular circumstances. 


1796.  Sir  Oliver  Franks : That  would  be  neither  reau 
lar  nor  in  fte  sense  I have  used  it,  large  scale.  Chair 
man . In  the  reverse  position,  where  the  prices  wen 
^Ibng  and  rate  of  interest  lengthening,  would  you  as  i 
matter  of  policy  move  mto  the  market  on  any  protracte< 

long  term  or  large  scale  m order  to  shift  prices  one  wa^ 
whether  Professor  Sayer' 
^ reservation)  we  have  the  super 
of  funding  all  the  time,  wfici 


f gather  that  your  policy  has  been  tba 

knock  prices  down? 

mem  or  lunding  has  always  been  a factor  w1nVl>  h- 

but  tl 


time  at  which  you  could  continue  funding ; but  I gather 
you  thought  it  a wrong  policy  to  try  at  all  costs  to  find 

that  price? Mr.  Cobbold:  Wrong  and  ineffective. — 

Mr.  O’Brien:  Ineffective  is  the  operative  word. — Mr. 
Cobbold:  In  effect  it  cannot  be  done.  I am  naturally 
very  much  interested  in  the  long  term  standing  of  Her 
Majesty’s  Government’s  credit,  which  I think  any  opera- 
tions of  that  nature  would  affect  very  much ; but  I am 
also  interested  in  getting  on  with  the  day  to  day  business 
of  funding,  and  we  should  not  be  able  to  carry  on  with 
that. 

1799.  Mr.  Woodcock:  But  the  result  is  that  you  keep 

on  selling  in  small  quanliities? Yes,  when  the  market  is 

firm  and  when  there  is  an  appetite. 

1800.  Sir  Oliver  Franks:  Given  that  there  are  not  large 
scale  regular  open  market  op^tjons  in  the  long  term 
bond  market  designed  to  manipulate  price,  and  allowing 
for  intermittent  and  particular  interventions  that  may  take 
place  as  described,  does  it  follow  that  the  only  means  by 
which  the  Bank  can  really  affect  the  rate  for  long  term 
bonds  is  by  operating  on  the  short  term  money  rates 

and  letting  them  work  through? Yes ; that  operates 

both  directly  and  by  the  influence  that  it  may  have  on 
general  expectations  of  eoon<xnic  outlook  as  a part  of 
general  poilicy. 

1801.  That  is  the  other  side  of  the  penny  to  not 

intervening  regularly  and  on  a large  scale  with  deliberate 
intent  to  move  prices? 1 accept  that. 

1802.  Professor  Sayers:  Does  it  not  mean  that  you  can 
only  influence  the  long  teim  rate  by  moving  the  Bank 

Rate? ^No.  Bank  Rate  is  a very  important  point,  both 

directly  through  its  impact  on  the  short  term  rates  and 
through  its  general  impact  as  a part  of  more  general 
measures  to  correct  the  economic  outlook  or  make  people 
feel  control  of  inflation  is  in  hand,  and  other  influences 
which  may  affect  the  long  term  market. 

1803.  Gne  of  tihe  objections  commonly  advanced  to  the 
use  of  the  rate  of  interest  for  restraining  inflation  is  that 
once  you  geit  the  long  rate  of  initcresrt  up  it  is  very  hard 
to  bring  it  down.  If  the  Bank  only  seek  to  influence 
long  rates  in  the  ways  we  have  just  been  toid,  does  that 
mean  that,  should  the  Treasury  want,  in  order  to  stimulate 
trade,  to  bring  long  rates  down,  the  operations  of  the 
Bank  would  still  be  confined  practically  to  the  .short  term 

rates? Poflicy  hitherto  has  been  as  I have  described 

it  : I do  not  think  I can  project  myself  into  pi^cy  a 
long  time  ahead. 

1804.  It  is  not  a long  time  ahead ; this  is  relevant  to 

tile  present  question  whether  or  not  high  interest  rates 
should  be  u.sed  to  restrain  inflation,  which  depends  partly 
upon  whetiher  engines  can  be  reversed  quickly  and  effec- 
tively, should  the  economic  climate  change  too  much? 

If  you  are  asking  me  whether,  on  the  present  l^sis  of 
Issue  Department  »Iicy,  we  should  support  the  gilt 
edged  market  heavily  in  certain  cireiimstiinces  with  the 
oWeet  of  shifting  prices,  the  answer  is  no.  —Mr.  O'Brien : 
The  pc^bility  of  buying  securities  in  order  to  improve 
prices  in  the  gilt  edgM  market  is  really  the  converse  to 
selling  securities  on  an  unwilling  market.  We  say  that 
to  ^empt  to  sell  securities  in  large  quantities  on  an 
^walling  market  is  by  experience  bound  to  be  unsuccess- 
ful. Conversely,  if  we  were  to  buy  securities  in  order 
to  support  prices,  we  should  have  everjihing  in  the  khop 
window  thrown  at  us  ; it  would  be  an  impossible  task 
to  take  on. 

1805.  In  1932  did  not  the  Bank  in  fact  help  the  depres- 
sion of  the  long  rate  of  interest  by  its  operations  in  the 

se^iity  market? Mr.  Mynors:  I think  you  are 

referring  to  the  holding  of  securities  not  in  the  Issue 
Departoneint  but  in  the  Banking  Department.  ThM-e  was 
am  increase  in  securities  in  the  Banking  Department,  with 
a ^rresponding  change  in  the  level  of  bankers’  ba^nces, 
which  tended  to  affect  the  credit  base.  That  was  the 
significant  feature,  if  there  was  one,  in  1932;  not  tie 
operations  of  the  I^ue  Department  in  altering  its  portfolio. 

1806.  po  you  mean  that  the  Bank  was  aiming  simply 
at  the  Widening  of  the  credit  base  and  not  at  any  effect 

on  security  markets? 1 do  not  know  how  far  we  can 

toly  a.nswer  for  the  people  in  charge  in  those  days, 
obvioi^y  without  attempting  to  deny  any  respansibiuty 
that  tile  Bank  as  Bank  may  have  hsA.  But  I tKink  it 
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IS  difficult  to  distinguish  25  years  later,  how  far  it  was 
any  specie  rate  of  interest  in  .the  long  tenn  market  which 
they  may  have  had  in  mind,  and  how  fair  easing  of 
credit  conditions,  which  might  have  led  to  encoura^ng, 
wt  US  say,  the  clearing  banks  to  make  more  advances 
E^ier  money  might  have  presented  itself  to  them  in 
different  kinds  of  emphasis  from  what  we  have  just  been 
considering. 

1807.  Chairman'.  What  is  the  economic  difference 

between  the  buying  proceeding  from  the  Banking  Depart- 
ment and  from  the  Issue  Department? ^In  the  early 

months  of  1932  there  was  an  absolute  increase  in  the 
amount  of  Government  securities  held  in  the  Banking 
Department,  with  a roughly  corresponding  increase  'in  the 
Bank’s  liabilities  to  its  customers ; whereas  in  the  Issue 
Department  we  are  only  talking  of  a change  in  the  make- 
up of  a portfolio. 

1808.  Sir  Oliver  Franks:  It  seems  to  me  that  there  will 
generally  be  sotne  sympathetic  movement  between  a 
change  initiated  in  the  short  term  money  market  and 
changes  in  rates  on  longer  term  bonds.  If,  simply  as  a 
hypothesis,  it  was  desirable  that  the  cost  of  long  term 
money  should  stay  pretty  high,  but  that  the  cost  of  short 
term  money  should  not  be  high,  and  if  the  Bank’s  opera- 
tions, as  you  have  described  them,  naturally  begin  at  the 
short  term  end,  is  it  practicable  to  secure  that  sort  of 
difference  between  shorter  and  long-term  rates?  Could 
the  existing  machinery  cope  with  that  sort  of  situation? 

Would  it  be  a difficult  situation  to  achieve? Mr. 

Cobbold:  I would  rather,  if  I may,  consider  that  when  we 
take  Paper  12,  which  has  a long  section  about  interest 
rates,  and  deals  very  much  with  die  broad  point  you  are 
just  raising. 

1809.  Am  I right  in  thinking  that  there  is  a difference  in 
practice  here  between  the  views  you  have  given  about 
what  the  Bank  of  England  does  and  what  the  United 

States  Federal  Reserve  system  does? ^It  is  not  exactly 

similar.  There  has  been  over  recent  years  a good  deal  of 
controversy  within  the  Federal  Reserve  System  on  a related 
point.  The  set  up  is  so  different  that  it  is  very  difficult  to 
compare  the  two,  but  we  shall  in  course  of  time  be  letting 
you  have  some  descriptions  of  the  American  system  as 
well. 

1810.  Chairman:  Then  have  you  anything  on  Questions 
681  and  682,  about  the  Bank  of  England’s  power  to  refuse 

Ways  and  Means  Advances  to  the  Exchequer? ^Yes, 

Sir.  The  legal  position  is  as  follows.  The  Bank  of  F.ngItmH 
Act,  1819,  lays  down  that — 

(1)  the  Bank  may  not  lend  to  H.M.  Government  with- 
out the  express  authority  of  Parliament : 

(2)  when  it  is  deemed  necessary  for  the  public  service 
to  make  application  to  the  Bank  for  an  advance,  such 
application  shall  be  made  in  writing  by  the  Chancellor 
of  the  Exchequer  to  the  Governor  and  Deputy  Governor 
of  the  Bank,  to  be  laid  by  them  before  the  Court.  A 
copy  of  all  such  applications  made,  and  the  answers,  is 
to  be  laid  before  both  Houses  of  Parliament  once  a 
year. 

For  many  years  now  the  requirement  of  written  applica- 
tion has  been  satisfied  by  a regular  quarterly  letter  request- 
ing the  advance  of  such  sums  as  may  be  required  in  the 
coming  quarter.  Parliamentary  authority  for  borrowing 
is  regularly  given  in  the  Appropriation  and  Consolidated 
Fund  Acts,  which  authorise  borrowing  on  Treasury  Bills 
or  otherwise  up  to  the  total  amount  of  supply  expendi- 
ture voted,  and  specifically  mention  that  the  Bank  may 
advance  to  the  Treasury  any  sum  or  sums  not  exceeding 
the  total  of  such  expenditure  covered  by  the  Act  in  ques- 
tion. Thus  ’the  intention  of  the  1819  Act  clearly  was  that 
the  Bank  should  be  under  no  compulsion  to  lend. 

I imagine  that  it  would  legally  be  opai  to  the  Treasury, 
if  the  Bank  were  unwilling  to  make  an  advance,  to  direct 
fiiem  to  do  so  under  the  powers  conferred  by  Section  4 
of  lie  Bank  of  England  Act,  1946.  I feel  some  doubt 
myself  whether  this  was  the  kind  of  subject  for  direction 
intended  by  this  Act,  and  whether  the  Treasury  would 
readily  conclude  (as  they  must  do  before  issuing  direc- 
tions) that  it  was  necessary  in  the  public  interest  to  force 
their  bankers  to  lend  to  themselves.  We  certainly  treat 
this  mattw  in  practice,  and  should  continue  so  to  treat 
it  unless  and  until  directions  were  issued,  as  <me  to  be 
freely  negotiated,  boith  as  to  amounts  and  as  to  rates 
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of  interest,  in  the  normal  way  as  between  banker  and 
customer.  _ This  is  how  it  has  always  happened  and  the 
question  is  therefore  hypoffiedcal.  But  I would  judge 
'that,  in  a matter  which  primarily  concerns  the  Ba^  as 
a bank  rather  than  as  a monetary  authority,  the  Court  of 
DiiMtors  would  be  very  reluctant  indeed  to  be  pressed 
against  their  judgment,  either  by  direction  or  otherwise. 

This  question  of  Ways  and  Means  Advances  raises  a 
wider  issue,  on  which  I would  like  to  touch  at  this  stage 
in  a preliminary  way.  As  has  already  been  stated  the 
banking  system  is  vary  heavily  loaned,  in  various  forms, 
to  the  Government  and  the  present  arrangements  enable 
the  Government  to  borrow  from  the  banking  system  at 
short-term  such  money  as  they  require,  on  a virtually 
automatic  basis.  It  is  true  that,  even  under  the  present 
system,  the  Bank  of  England  could,  tinless  directed  to 
the  contrary,  impede  this  automatic  arrangement  by  not 
making  sufficient  cash  available  to  ensure  ffiat  Govern- 
ment requirements  could  be  met  ffirough  Treasury 
Such  action  would  force  the  Government  to  look  to  the 
Bank  for  Ways  and  Means  advances,  and  ithe  question 
with  which  I have  ju&t  dealt  would  arise.  But  such  action 
would  also  at  once  change  the  whole  character  of  the 
existing  money  market  arrangements,  which  rely  on  the 
immediate  and  unlimited  liquidity  of  Treasury  Bills  and 
call  money.  It  is  therefore  action  which  neither  the 
Bank,  nor  I expect  the  Treasury,  would  wish  to  con- 
template without  very  full  consideration  of  all  the 
consequences. 

The  question  in  the  forefront  of  my  nund  is  this.  Is 
it  in  the  public  interest  that  Government  borrowing  from 
the  bankhtg  system  should  be  made  easier,  left  as  it  is, 
or  made  more  difficult? 

As  things  are  at  present  the  only  checks  on  Government 
borrowing  from  the  banking  system  are — 

(fl)  >the  possibility  to  which  I have  just  referred,  but 
which  I do  not  regard  as  very  practicable  art  flie 
•mioment,  of  the  Bank  of  England  taking  action  to 
interfere  with  the  automatic  availability  of  cash, 

(b)  the  traditional  desire  of  the  Treasury  to  maintain 
a sound  financial  position  (to  which  I hope  that  the 
support  of  the  Bank  has  made  and  does  make  some 
contribution), 

(c)  the  public  concern  which  would  be  caused  by  a 
•big  increase  in  the  money  supply  or  the  floating  debt, 

_ id)  the  wmning  which  is  provided  by  the  bank 
liquidity  convention  (to  which  in  this  context  1 attach 
great  importance)  whenever  the  floating  debt  is  growing 
too  fast  and  bai^  liquidity  rises  significantly  above,  the 
30  per  cent,  level. 

My  own  view  is  that  it  would  be  a mistake  to  make 
Government  borrowing  from  the  banks  easier  than  it 
now  is.  I am  therefore  opposed  in  pr.inciple  to  variable 
liquidity  ratios,  Treasury  Deposit  Receipts,  otr  similar 
devices  winch,  though  they  might  be  intended  to  set  a 
maximum  to  lending  to  the  private  sector,  would  have 
file  effect  of  forcing  the  banking  system  to  lend  a minimum 
to  the  Government.  This  effect  would  be  obvious  : and 
the  variable  nature  of  the  device  would  enable  Govem- 
ment_  to  extend  the  floating  debt,  and  borrowing  from  file 
banking  system,  to  an  unlimited  extent  with  even  leas 
checks  than  at  present. 

Whether  it  would  be  in  the  public  interest  to  tamper 
with  the  present  highly  efficient  money  market  arrange- 
ments in  order  to  impose  more  checks  on  Government 
borrowing  and  on  the  creation  of  money  from  Govern- 
ment sources,  seems  to  me  a much  more  debatable 
question.  It  could,  of  course,  be  done  by  a variety  of 
methods,  either  by  legislation  or  by  changes  of  practice 
or  by  a combination  of  both.  But  whether  we  sihould 
have  gained  in  the  end  by  substituting  for  our  present 
methods  (which  admittedly  have  their  risks)  a system 
wMch  prevails  in  .some  countries,  by  which  the  Exchequer 
lives  fr<wn  hand  to  mouth  and  has  at  intervals  to  argue 
with  ,the  Central  Bank  about  advance  limits,  I am  not  sure. 

I do  not  suggest  going  into  this  question  in  detail  at 
this  stage.  It  mil  come  up  when  you  oome  to  consider 
the  paper  on  alternative  possibilities,  and  we  hope  that 
you  will  then  give  us  an  opportunity  of  discussing  it. 
But  I thought  it  might  be  useful  to  the  Committee  if  I 
indicated  at  this  stage  our  view  that  this  is  one  of  the 
central  problems,  perhaps  the  most  important  of  all. 

1811.  Chairman:  Thank  you.  May  we  take  that  when 
we  have  your  paper  on  alternartive  possibilities? 1 
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thought  it  would  be  convenient  to  let  you  know  now  that 
it  is  a question  to  which  we  attach  very  great  importance. 

On  Question  773, 1 was  a^ed  a question  about  pubtoty 
in  relation  to  the  Exchange  Equalisation  Account,  ihis 


Net  sterling  requirements  for  external 
operations  {Items  4 and  5) 

Net  repayment  of  small  savings  and 
T.R.C.’s  (Items  8 <a)  (i)  and  (ii)) 


£332  million 
£106  million 


maSerrone  has  to  choose  a between  the  operational  the  Tilrnation^s^d  rnSistries  over  the  five-year 

inconvenience  of  fr^uent  pubUcation  and  *e  import  n been  £2,160  .million.  On  top  of  this_Gov- 


of  keeping  the  public  fully  informed.  When  we  are  m 
trouble,  the  monthly  publication  of  gold  and  dollar 
is  apt  to  hang  over  the  foreign  exchange  and  ^t-edged 
markets  as  a cloud  for  a week  or  two  before  pubhcataon. 
My  own  view  is  that  it  would  have  been  wiser  ra  the 
event  to  adopt  a more  comprehensive  and  less_  trequent 
statement  giving  figures  a little  in  arrear.  But  it  can  be 
dangerous  to  discontinue  a regular  statemait  race  it  is 
there. 

1812.  Professor  Sayers:  In  other  words,  your  experience 
in  this  particular  matter  tends  to  confirm  your  suspicion 
that  operating  efficiency  can  be  seriously  damaged  by 

frequent  publication? By  too  frequent  and  up  to  date 

publication. 

1813.  Sir  John  Woods:  You  ended  by  saying  it  might 
be  dangerous,  once  having  established  a regular  statement, 
to  discontinue  it  Would  you  think  it  might  be  possible 
to  consider  changing  that  sort  of  arrangement  when  ycu 

are  in  rather  cakner  waters? Certainly.  We  have 

discussed  that  matter  with  the  Treasury  at  varioius  tunes 
when  the  water  was  a little  calmer.  I am  afraid  if  has 
normally  turned  less  calm  before  we  reached  a decision. 

1814.  Professor  Sayers:  Looking  at  these  three  possible 
steps,  you  would  prefer  the  second  to  the  first  or  third ; 
that  is  to  say  publication  some  time  after  the  event,  and 

relatively  infrequent  figures? Yes,  I should  prefer  the 

second. 

1815.  Would  you  say  the  same  in  relation  to  Issue 

Department  figures,  for  instance? am  talking  about 

the  Exchange  Equalisation  Account ; I would  prrfer  to 
leave  it  at  ‘ 


period  has  thus  been  £2,160  .million.  On  top  o 
ernment  and  Government  guaranteed  stock  amounting  to 
more  than  £5.000  million  has  matoed  and  had  to  be 
refinanced  during  the  period.  In  the  result, 
refinancing  the  maturing  debt,  the  new  money  of  £2,160 
miilions  has  been  found  by 

Sales  of  quoted  stocks  to  the  market 

atom  8 m <i))  ™ 

Increase  of  fiduciary  issue  atem  7)  ...  £525  miUion 

Increase  of  floating  debt  with  market 

(Item  8 (6)  <u)) =^^10  million 

So  much  for  the  actual  financial  problem. 

I turn  to  the  effect  of  these  operations  on  the  money 
suDolv  Ignoring  switches  of  debt  from  non-banking  to 
baling  holders,  additions  to  the  money  supply  can  come 
broadly  from  two  sources,  bank  credit  to  the  private  sector 
and  net  overall  Government  outpayments.  Over  the  period 
we  have  been  continually  concerned  to  _ restrain  bank 
credit  to  the  private  sector.  Sometimes  vviOi  the  help  ot_ 
technical  pressures,  but  mainly  owing  to  die  co-operation 
of  the  baidcs  in  following  indications  of  official  policy,  this 
has  not  proved  too  difficult,  though  the  methods  used 
have  unsatisfactory  features,  and  would  not  be  sui^ble 
indefinitely.  It  is  true  that  at  times  bank  advances  have 
increased,  but  the  movement  has  always  been  controUM 
and  usuaUy  reversed.  The  period  under  review  actuaUy 
shows  an  addition  of  less  than  £100  millions  in  bank  credit 
to  the  private  sector. 

Over  this  five-year  period  the  net  addition  to  the  money 


1816.  Chairman : I tbinlt  that  disposes  of  the  outstand-  supply  has  ™^hally  aU  oome  ^ Ari*saiFb^rel  total 
ing  questions.  May  we  move  .0,  the  Bank  of  England’s  £2,160 

Paper  97«  I know  that  this  has  myotad  a great  _deal  of  n«  overau  ijo^  o'nhiio  debt  (short  and  long) 


'Paper  . . 

work  and  research,  for  which  we  are  most  grateful. 

Mr.  Cobbold:  Mainly  on  the  part  of  Mr,  Maurice  Allen. 


millions.  After  net  sales  of  public  debt  (short  and  long) 
to  the  pubUc  outside  the  banking  system  and  other  changes 
the  holdings  of  the  pubUc  debt,  there  was  a net  addition 


—Chairman:  It  gives  us  a lot  of  basic  material,  but  what  in  uie  of  which  £525 

matter  ultimately  are  the  points  of  principle  which  we  can  to_  ffie  money 


millions  was  in  the  form  of  increase  in  the  note  issue  and 
£211  miUiras  in  the  form  -of  increased  bank  deposits. 

These  figures  indicate  the  size  of  the  problem  which  has 
confronted  us,  and  explain  why  the  paper  shows  continual 
preoccupation  with  the  refinancmg  of  matoring  debt  and 
11  put  the  questions  in  order  to  elucidate  meeting  the  new  requireiiMiits  of  the  Exchequer  and  me 
the  points  or  principle;  it  is  not  just  a question  of  past  nationalised  industries.  Tffiis  position 

histo^.  But  I believe  you  wish  to  say  something  before  proved  and  there  has  lately  been  little, 

Thi«  nonffr  fn  which  to  the  money  supply  from  these  sources.  I repeat,  how- 
ever that,  in  my  view,  this  has  been  by  far  the  most 
difficult  and  intractable  of  our  domestic  monetary  prob- 
lems, and,  in  spite  of  the  recent  improvement,  it  might 
well  become  so  again. 

I turn  to  another  question  of  pol»y  which  rwurs 
throughout  this  paper,  the  determining  factors  in  deciding 
on  bank  rate  movements.  Some  more  general  corwidCTa- 
tions  about  interest  rates  are  dealt  wdth  in  Paper  12,  but 
I should  like  to  stress  two  or  ifttree  points  at  this  stage. 
They  are  mainly  points  which  I have  brought  ont  at  one 
time  or  another  in  speeches  of  which  the  Commi.ttee  have 
copies. 

This  has  been  an  experimental  phase — I am  always 
referring  to  the  five  year  period— and  we  have  had  to 
feel  our  way  in  new  circumstances.  Our  general  view 
has  been  (and  on  ffie  whole  I think  it  has  been  supported 
by  the  outcome)  that  Bank  Rate  and  allied  measures  in 
the  fidd  of  credit  control  could  have  useful  effects  if 
operated  in  line  with  crthei  financial  poHcy,  but  that, 
particularly  with  high  taxation  and  the  predominance  of 
Government  activity  in  the  whole  economic  field,  they 
could  not  be  dfeotive  by  themselves  or  if  they  ran  counter 
to  policy  elsewhere.  As  will  appear  ttirou^out  this 
paper,  we  have  always  been  concerned  to  limit  rises  in 
Bank  Rate,  both  as  to  timing  and  as  to  amount,  _ to 
occasions  when  we  foresaw  some  possibilities  of  achieving 
resulits,  and  more  particularly  when  they  fitted  in  with 
change  in  emphasis  of  Government  policy  or  of  action 
in  offier  fields. 


extract  from  it.  So  may  we  go  straight  through  it  and 

see  where  the  questions  arise? 1 hope  that  you  will  not 

cross-examine  us  too  closely  on  the  exact  operations  over 
four  or  five  years  ago,  because  it  is  very  difficult.  We 
will  do  what  we  can. 

1817.  We  . _ 

the  points  of  principle ; it  is 
“ ' ' dieve  you  wu 

...  start  going  through? ^This  paper,  to  which 

appendix  2 is  in  some  sense  the  statistical  appendb:,  being 
as  it  were  a blow-by-blow  account  of  the  main  problems 
and  decisions  of  the  period,  inevitably  comes  back  again 
and  again  to  the  same  facts  and  the  same  problems.  I 
thought  it  might  be  helpful  to  the  Committee,  in  discussing 
this  paper,  ff  I were  to  make  some  opening  remarks, 
putting  the  paper  in  some  perspective,  at  least  in  the  pers- 
pective as  I see  it.  I propose  to  mention  one  or  two  of 
the  outstanding  facts  and  figures,  and  also  one  or  two  of 
the  policy  questions,  which  run  through  this  paper.  I 
have  in  fact  already  mentioned  the  Issue  Department 
operations,  which  are  some  of  the  most  important. 

To  take  first  one  or  two  questions  of  fact.  By  far  the 
most  difficult  and  intractable  domestic  problem  with  which 
we  have  had  to  contend  over  fliis  period  has  been  the 
financing  of  Government  and  other  public  requirements 
coupled  wifli  the  refinancing  of  maturing  public  debt— 
both  as  an  actual  financial  operation  and  in  its  effects  on 
the  money  supply. 

The  actual  financial  problem  over  the  five-year  period 
from  the  beginning  of  the  year  1952-53  has  been  as 
follows.  Here  are  some  figures : f 

Net  requirements  for  Budget  and 
nationalised  industries  (Items  1,  2 & 3 

of  Appendix  2) £1 ,722  mtllion 

• Memoranda  of  Evidence  Part  I No.  9. 
t The  figures  in  this  statement  have  been  revised  so  as  to  be 
consistent  with  the  revised  versions  of  Memoranda  of  Evidence 
Part  I No.  9 and  Appendix  2. 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


MINUTES  OF  EVIDENCE 


137 


25  October,  1957]  M».  C.  F.  Cobbold,  Mr.  H.  C.  B.  Mynors, 

Mr.  L.  K.  O’Brien  and  Mr.  W.  M.  Alien. 


[Continued 


have  sought  not  to  overstrain  the  nxaetary 
mech^sm  by  pushing  these  measures  too  far  when  other 
ooncktions  were  not  aligned.  We  have  sought  to  avoid 
a position  where  extreme  use  of  Bank  Rate  and  allied 
measures  would  have  been  operating  too  much  in  isolation 
and  would  therefore  have  invited  failure,  with  prejudice 
to  their  future  utility.  We  have  at  all  times  been 
impr^ed  by  the  importance  of  keeping  Bank  Rate  real 
and  m touch  with  market  rates,  and  by  the  consequent 
need  of  flexibility  up  and  down.  We  have,  too,  been 
TOry  OMScious  of  the  cost  of  high  short  term  intraest  rates 
to  the  budget  and  to  the  balance  of  payments ; and  of 
the  consequent  need  to  be  satisfled  the  whole  time  that 
mcrMfflng  or  maintaining  this  cost  could  always  be 
justified  on  wider  grounds. 


Tlhese  are  the  main  points  which  I wanted  to  p-mphasia; 
in  introducing  this  paper. 


1818.  Chcurman:  You  drew  attention  to  the  fact  that 
over  the  period  bank  advances  had  only  made  a com- 
paraUvely  small  increase,  something  of  the  order  of  £100 
milhon_:  but  you  said  ttat  the  banks  had  been  restrained 
by  vanous  measures,  including  direct  appeals,  and  that 
wu  did  not  regard  those  as  altogether  satisfactory  features. 

Could  you  enlarge  on  that? 1 said  that  they  have  some 

unsaldsfacitary  featuires.  I think  the  roc»t  unsatisfactory 
single  feature  is  that  they  include  an  agreement  among 
ae  clearing  banks  not  to  compete  with  each  other.  1 
hesitate  to  speak  on  this  subject  with  Sir  Oliver  Franks 
present,  but  my  own  view  is  that,  if  that  arrangement 
were  mainlined  a very  long  time,  it  would  be  very 
damaging  indeed  to  the  British  banking  system,  and 
probaWy  to  the  Britisb  economy.  What  is  happening  at 
the  moment  is  that  over  the  country  a new  generation 
of  bank  managers,  who  in  the  end  have  to  operate  this, 
IS  l^ng  brought  up  not  to  do  business  instead  of  to  do 
business.  That  seems  to  me,  although  it  is  tolerable  for 
a few  years,  tO'  be  highly  damaging  if  maintained  for  a 
long  period. 


1819.  What  is  actually  meant  by  “not  competing  with 

eadi  other  ”? The  Committee  of  London  Clearing 

Bankers  will  tell  you  better  than  I can;  but  generally 
speaking  it  means  that,  if  you  have  been  refused  an 
advance  by  Barclays  Bank,  and  you  go  round  to  the 
Midland  and  say  you  would  like  an  advance,  and  you 
wil  be  prepared  to  transfer  your  account  if  they  care 
to  oblige  you,  the  Midland  are  expected  to  ring  up 
Barclays  and  say:  “Is  it  true  that  you  have  refused?”. 
If  it  is  true,  they  are  expected  to  refuse  too,  and  not 
take  the  encouragement  of  the  transfer  of  the  account. 
Is  that  the  position  broadly,  Sir  Oliver? 

1820.  Sir  Oliver  Franks'.  Certainly.  I think  that  we 
should  all  agree  that  it  is  a most  unsatisfactory  feature 

necessarily  built  into  this  existing  arrangement. 1 think 

it  has  been  necessary.  That  is  a particularly  unsatisfactory 
feature.  There  are  several  other  unsatisfactory  features, 
but  the  other  main  one  to  my  mind  is  that  there  is  a 
gradual  and  increasing  tendency  for  financial  arrangements 
to  be  pu^ed  in  other  directions.  If  over  a longish  period 
selected  insthuitdons  or  groups  of  institutions,  such  as  the 
Briti*  Banking  Association,  the  Scottish  Banks,  the 
/ynerican  Banks  and  others,  refuse  financial  accommoda- 
tion, people  are  always  looking  for  ways  of  raising  else- 
where money  which  they  would  normally  raise  from  the 
banking  system,  ways  which  are  probably  less  desirable 
and  less  amenable  to  any  control. 

1821.  Sir  John  Woods:  I was  a little  suriirised  to  heai 
you  say  you  m'oved  the  Bank  Rate  in  this  last  period 
where  you  saw  possibilities  of  achieving  some  good  result 
by  so  doing;  because  I got  the  impression  that  when  you 
moved  the  Bank  Rate,  upwards  anyway,  it  was  not  So 
much  'that  you  saw  the  possibility  of  achieving  a result 
but  that  you  positively  needed  to  get  some  result,  because 
of  difficulties  arising  with  the  b^ance  of  payments  or 

with  losses  to  the  reserves.  Am  I wrong  in  that? 

I would  not  say  that  that  would  have  been  more  than 
one  of  the  factors. 


1822.  Do  not  the  upward  movements  of  the  Bank  Rate 
in  fact  coincide  with  the  balance  of  payments  troubles? 

1 should  have  to  check  to  be  sure  it  was  true  every 

time ; it  has  certainly  been  true  several  times.  I meant 
to  cover  that  when  I said:  “We  have  always  been 
concern^  to  limit  rises  in  Bank  Rate,  both  as  to  timing 
and  as  to  amount,  to  occasions  when  we  foresaw  some 
possibilities  of  achieving  resuirts,  and  more  particularly 


when  they  fitted  in  with  change  in  emphasis  of  Govern- 
ment policy  or  of  action  in  other  fields  ” ; I had  in  mind 
aation  in  other  fields  which  affected  things  on  flie  exchange 
front.  The  exiternal  position  is  always,  or  very  often, 
a factor,  but  by  no  means  the  only  factor ; on  each 
occasion  of  Bank  Rate  move  we  have  had  an  eye  very 
firmly  on  the  internal  economic  position  as  well  as  on 
the  external.* 

1823.  Chairman:  May  we  now  take  the  paper.  Are 
there  any  questions  on  paragraphs  1 and  2?  Paragraph  3? 
Paragraph  4? — Professor  Cairncross:  Have  you  any 
view  as  to  the  relationship  that  normally  obtains  between 

currency  and  deposits  and  the  aational  inooroe? -Mr. 

Allen:  One  has  to  go  back  a very  considerable  time  in 
order  to  get  any  period  to  which  one  could  look  for  a 
normal  relatioo^ip.  The  war  years  and  post  war  years 
have  oleaply  ^oduced  a largish  rise  in  both  currency  and 
deposits  relative  to  the  naitional  product.  I do  not  sug- 
gesit  that  there  is  any  ncffmal  rdationship  one  could 
establish  as  a fixed  ratio. 

1824.  Has  not  the  ratio  dropped  since  before  the  war? 
But  perhaps  you  would  agree  that  it  is  not  proper  here 
to  discuss  currency  and  deposits  alone  ; you  have  to 
include  the  whole  of  the  floating  debt  for  this  purpose. 
Would  that  be  the  normal  approach  you  would  make  to 

the  matter? One  would  need  to  look  at  substdtules  for 

money  on  that  definiLtion,  as  well  as  money  alone. 

1825.  From  that  point  of  view  the  total  relationship 
between  money  and  near  money  to  the  national  product 

may  be  rather  higher? am  afraid  I should  need  to 

consulit  stajtistics. 

1826.  Let  me  ask  the  question  in  a different  way.  Have 
you  any  idea  as  to  where  the  price  level  would  settle 
if  the  banking  system  were  left  free  to  sweat  out  the 

excess  liquidity  in  the  usual  way? Mr.  Mynors ; I have 

really  no  idea. 

1827.  Would  you  think  that  the  degree  of  liquidity 
required  in  the  land  of  conditions  we  are  living  in  today 
is  higMy  compressible  or  elastic,  or  fairly  fixed?  We  have 
seen  in  the  last  few  years  how  the  country  has  gone  along 
with  a good  deal  less  money  relative  to  income  than  it 
used  to  have.  Do  you  thiiik  this  is  a process  which 

could  go  on  almost  indefinitely? Could  we  think  about 

that,  Mr.  Chairman?  That  is  not  a question  that  we 
should  like  to  tackle  offhand. 

1828.  Chairman:  We  should  be  grateful  if  you  would. 
I think  the  que^oo  is : assuming  that  an  important 
element  in  this  ^nation  has  been  the  increased  velocity 
in  the  use  of  money,  is  there  a point  at  which  you  can 
foresee  that  expansion  of  velocity  being  exhausted? — 
Sir  John  Woods:  Could  we  also  have  an  explanation  of 
what  is  meant  by  near  money,  and  how  it  works? — ■ 
Professor  Cairncross'.  Perhaps  I mig^  put  an  additional 
point  on  this  : has  the  Bank  determined  tiie  degree  of 
funding  that  it  wants  in  order  to  be  able  to  get  a grip 
<m  the  mcmey  supply?  We  keep  being  told  that  there  is 
excessive  liquidity,  which  means  in  praotice  a high  floating 
debt.  Is  it  dear  what  degree  of  transfer  from  floating 
debt  into  longer  dated  bonds  will  be  necessary  in  order 
to  reduce  the  liquidity  of  the  banking  system  to  the 

30  per  cent,  that  you  want? Mr.  Cobbold:  1 could 

not  say  honestly  that  I have  addressed  my  mind  to  that, 
because  I am  oonfident  that  it  will  take  all  the  funding 
I can  do  for  scwne  time  ahead — Mr.  O'Brien:  It  is  not 
sufficient  to  get  yourself  into  a position  where  you  can 
squeeze  the  bank’s  liquidity.  You  have  to  remain  there ; 
that  is  'the  difficult  job. — Mr.  Cobbold : We  have  all  these 
maturing  short  loans. 

1829.  Sir  Oliver  Franks:  We  were  talking  to  the 
Treasury  this  morning  about  the  unwieldy  site  of  the 
exasdng  floating  debt  and  the  maturities  coming  in  in  each 
of  the  next  two  or  three  years ; they  fdt  themselves 
unable  to  express  more  than  hopes  that  the  next 
few  years  would  be  less  difficult  to  deal  with  on  that 
score  than  the  past  five  bad  been.  I think  that  in  putting 
these  questions  to  you  we  are  asking  you  whether  you, 
from  your  angle,  could  find  in  the  experience  of  the  last 
five  years  any  solid  ground  for  doing  more  than  just  hope, 
or  whether  we  are  going  to  live  with  this  concomitant 

product  of  over  liquidity  as  far  as  you  can  see  ahead? 

The  creation  of  money  from  Government  sources  has  got 
a good  deal  better  over  the  last  year  or  so,  as  I have  said, 

• See  Appendix  to  Minutes  of  Evidence. 
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and  if  that  is  maintained  and  improved  then  ^ere  is  con- 
siderable hope.  That  appears  to  me  to  be  me  fimdamental 
TX>int  to  stop  more  money  coming  m.  We  have  maae 
considerable  progress,  as  I have  said,  in  the  fundmg  pro- 
cess : so  long  as  the  additions  to  the  money  supply  gener- 
ated from  various  sources  (and  I have  given  my  view 
which  is  the  most  important  source)  can  be  kept  in  hand, 
then  the  prospects  should  be  better  than  the  expeneace 
has  been  over  the  pa^  years. 

1830.  Chairman:  Several  factors  mi^t  very  easily  un- 
seat that  progress ; a big  addition  to  the  reserves,  ot  an 
added  reluctance  from  the  public  to  fund  under  existmg 

circumstances? Certainly,  and  also  the  overseas 

sterling  balances  problem. 

1831.  Mr.  fVoodcock:  Some  of  my  colleagues  this 
morning  had  some  difficulty  in  understanding  why  it  w^ 
so  difficult  to  fund  bonds  when  there  is  apparently  so  much 
more  saving  through  insurance  companies  and  pensions 

funds.  Have  you  any  views  on  that? Over  the  past 

few  years  the  tendency  of  pension  funds  and  trust  and 
semi-trust  funds  has  been  very  much  to  consider  shifting 
from  gilt-edged  to  equities,  for  reasons  ffiat  I think  are 
fanffiiar  to  all  of  us ; in  one  WOTd,  inflaticm.  Equities 
were  reg^ed  as  a “hedge  against  inflation.” 

1832.  Would  you  agree  with  the  point  put  this  morning 

that  in  some  cases  they  have  been  trying  to  keep  a better 
balance  after  having  acquired  a good  deal  of  Govot- 
ment  stock  during  and  just  after  the  war? Tradition- 

ally a lot  of  the  sort  of  trustee  and  semi-trustee  funds  I 
was  referring  to  hold  a very  high  percentage  of  gilt-edged 
securities,  and,  in  fact,  there  were  legal  provisions  that 
they  sht^d.  In  quite  a number  of  cases  permission  has 
been  sou^t  to  alter  fliose  legal  limits  to  enable  these  sort 
of  funds  to  move  from  gilt-edged  securities  into  equities. 
TTwre  certainly  has  at  times  been  some  public  doubt  about 
the  future  of  Government  securities.  Where  people  think 
that  costs  are  going  up  and  prices  are  going  up,  which  is 
likely  to  mean  that  the  value  of  equities  will  go  up  and 
the  value  of  gilt-eded  and  fixed  interest  securities  will  go 
down,  they  will  tend  to  switch  from  gilt-edged  to  equity 
shares. 

1833.  But  apart  from  that  surely  a factor  in  pre-war 

days  was  the  fear  of  losing  money  in  equities? ^Yes, 

and  vke-versa. 

1834.  So  stability  in  full  employment  and  continuing 

demand  is  a general  factor  in  activity? One  would 

hope  that  the  balance  was  kept  more  or  less  in  line,  that 
there  would  be  no  tendency  to  switch  from  one  category 
to  the  other. 

1835.  Mr.  Jones:  Has  not  there  been  more  investment 
by  insurance  companies  and  trustees  of  pension  schemes 
not  only  in  equities  but  in  real  property  as  against  gilt- 

edged? 1 should  not  like  to  be  too  definite  about  that ; 

I will  look  into  the  figures.  My  impression  is  that  it  is 
particularly  towards  equities  that  the  money  is  ^lifting 
from  gilt-^ged.  I would  have  expected  the  property  in- 
vestmMit  to  be  a little  more  constant  and  the  equity  per- 
centage to  have  gone  up  rather  considerably. 

1836.  Lord  Harcourt:  When  we  were  discussing  this 
this  morning  with  the  Treasury  I suggested  diffic^ties  had 
perhaps  arisen  from  two  facts : first,  that  during  riie  war 


tie  insurance  companies,  I think  by  apeement  with  the 
OOTemment,  devoted  the  whole  o£  then  net  mcrease  of 
tods  to  the  purchase  of  long  dated  Govnnmeht  secmties. 
Xch  meant  that  in  1946  their  portfolio  was  sermusly 
out  of  balance  as  compared  with  the  traditional  portfolio  , 
and  secondly,  that  with  the  nationalisation  of  the  basic 
industries  they  were  faced  with  a transfer  of  ordma^ 
shares,  preference  shares  and  mdusMal  del»ntiires  mto 
Goveiiiient  Eiiaranteed  stock  which  again  expanded 
their  gilt-edged  portfoUo.  Would  you  agree  that  that  was 
probably  a much  more  potent  factor  in  then  hesitating 
to  buv  gilt-edged  than  the  inclmation  to  switch  mto 
equities,  because,  although  people  talk  very  glibly  about 
smtehing  into  equities,  it  is  not  e^y  for  a large  pension 
fund  to  acquire  equities  at  anythmg  like  the  speed  it 
would  wanit?  Does  not  this  have  great  relevance  to  the 

funding  of  Government  debt? ^Absolutely  m^or 

relevance.  I would  fully  accept  your  two  points.  The 
first  point  relates  to  the  insurance  industry ; the  second 
is  a more  general  point,  which  I think  we  mentioned 
earlier  in  evidence,  It  is  certainly  mentioned  in  our  paper 
as  being  one  of  the  major  factors. 

1837.  Mr.  Woodcock : If  we  had  had  during  this  period 
a tax  on  capital  gains,  would  there  have  ’been  in  your 

view  the  same  move  towards  equities? 1 do  not  think 

I could  answer  toat  one  offhand. 

1838.  Chdrman:  Is  ithere  any  means  of  knowing 

whether  die  force  of  Lord  Haroourt’s  two  points  is  likely 

to  be  spent  by  now? The  first  wil  be  largely  spent 

by  now ; but  the  second  point  certainly  not.  We  have 
stressed  in  Paper  10  th^  in  ±e  old  days  a normal  portfolio 
would  have  had,  say,  40  per  cent,  in  Government  securi- 
ties, 10  per  cent,  electricity,  5 per  cent,  gas,  5 per  cent, 
railway  stocks,  which  are  now  all  under  one  hat.  The 
manager  would  say  that  all  those  ought  to  be  considered 
in  the  40  per  cent.,  even  if  he  did  not  wirii  to  reduce 
the  40  per  cent.,  because  they  are  all  Government  or 
Government  guaranteed  slocks. 

1839.  Then  he  would  set  about  adjusting  his  portfolio 
over  the  years.  Is  there  any  means  of  knowing  whether 

die  adjustments  have  by  now  become  effective? It 

depends  to  some  extent  on  the  overall  balance  of  the 
Budget,  including  the  finance  of  nationalised  industries. 
If  there  is  not  an  enormous  amount  of  new  borrowing 
required  for  the  capital  programmes  of  Government  and 
nationalised  industry,  you  have  only  to  consider  the  stocks 
on  the  books,  and  the  effect  of  them  wears  off.  The 
existing  nationalised  industdes’  stocks  tend  to  get 
absorbed,  and  indeed  to  become  a part  of  a recognised 
percentage  of  a portfolio ; and  penhaps  are  less  likely 
to  be  disturbed  over  the  next  period  than  they  were  over 
the  last  period. 

1840.  Lord  Harcourt  : Have  you  any  indication  in  the 
Bank  of  England  as  to  whether  this  readjustment  of 
portfolios  does  appear  to  have  taken  place?  Have  you 
any  statistics  showing  whether  the  life  insurance  com- 
panies are  beginning  now  to  move  into  the  gilt-edged 

market  in  a bigger  way  than  they  have  been? Some 

signs,  but  no  statistical  record  at  the  moment.  It  is  too 
early,  I would  say. 

Chairman:  I think  perhaps  we  might  close  at  that 
point,  and  take  pariagraph  6 next  time. 


{Adjourned  until  Tuesday,  Slh  November,  at  10.30  a.m.) 
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1841.  Chairman:  We  should  like  to  follow  up  with 
you  the  statement  you  made  last  time  about  Issue 
Department  policy  [Q.  1762],  before  we  continue  to  go 
through  Paper  9 in  detail.  There  are  one  or  two  questions 
that  arise  when  you  are  stating  the  policy  with  regard  to 
funding  and  the  impossibility  of  funding  on  a falling 
market.  You  say:  — 

“ It  would,  of  course,  be  possible  to  force  down  the 
price  of  gilt-edged  securities  by  direct  sales  on  the 
market.  But  we  take  the  view  that  if  the  Government, 
or  the  Bank  as  the  Government’s  issuing  bankers,  were 
deliberately  to  seU  the  Government’s  own  securities  in 
order  to  drive  down  the  market  price,  it  would  greatly 
damage  the  Government’s  credit.” 

I do  not  follow  your  thought  completely ; surely  the 
suggested  purpose  of  the  selling  is  in  order  to  achieve  as 
much  funding  as  you  can,  even  at  the  cost  of  the  price 
of  gilt-edged  falling,  not  “ to  drive  down  the  market 
price  that  is  an  unfortunate  consequence  but  not  the 

purpose? Mr.  Cobbold : That  is  certainly  the  ultimate 

purpose ; but  I think  we  should  be  driving  down  the 
market  price  in  order  to  get  down  to  a level  where  we 
might  hope,  on  that  thesis,  that  buyers  would  come  in. 

1842.  The  consequence  rnight  well  Ibe  that  you  would 

find  the  price  falling? 1 would  put  it  the  other  way : 

we  should  be  trying  as  a matter  of  policy  to  drive  the 
price  down,  with,  I agree,  the  objective  of  attracting 
buyers ; but  I am  very  uncertain,  as  I say,  about  that 
thesis. 

1843.  The  less  the  price  fell  the  more  satisfactory  your 

operation  would  be? ^If  you  were  successfuUy  to  get 

in  a lot  of  buyers  only  by  driving  the  price  down  a small 
amount  these  disadvantages  would  arise  to  a lesser  degree. 
I was  not  trying  to  suggest  that  when  we  were  selling 
Government  securities  in  order  to  drive  down  the  market 
price  we  should  be  doing  it  for  fun.  There  would  he  the 
objective  of  attracting  buyers ; but  I still  think  that  if 
you  were  adopting  that  policy  you  would  be  trying  to 
drive  the  market  price  down. 

1844.  You  might  want  to  drive  it  down  not  in  any 
sense  for  fun  but  for  a separate  reason,  bwause  you 
desired  to  establish  as  a matter  of  policy  a higher  yield 

on  gilt-edged  and,  therefore,  a lower  price? ^Yes,  but 

it  would  still  be  deliberately  selling  Government  securities 
in  order  to  drive  down  the  market  price. 

1845.  Yes,  but  I did  not  think  that  was  the  situation 

you  were  trying  to  achieve? 1 said  that  we  had  not 

been  concerned  to  resist  a definite  trend  in  the  movement 
of  market  prices ; I think  that  would  cover  both  those 
aspects. 

1846.  Does  that  mean  that,  as  a matter  of  policy, 
you  would  not  use  the  operations  of  the  Issue  Department 
deliberately  to  establish  any  long-term  rate  that  you 

thought  appropriate? 1 said  last  time  that  we  would 

“ occasionally  give  a lead  and  steady  the  market  when  it 
needed  time  to  consider  new  circumstances  ”,  or  some- 
thing like  that. 
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1847.  But  that  is  a temporary  thing? ^Yes;  though, 

as  I tried  to  explain,  the  temporary  action  might  have 
some  rather  longer  than  purely  temporary  effect.  We 
have  always  found  in  these  market  things  that  it  is 
important  where  the  market  settles  after  the  first  reaction 
to  some  change  in  the  circumstances ; a lead  does  create 
some  suggestion  where  the  thing  might  settle,  or  in  which 
direction  it  might  go.  It  is  not  permanent,  obviously, 
but  it  is  not  only  concerned  with  what  happens  today ; 
it  does  affect  what  happens  tomorrow  and  next  week 
perhaps. 

1848.  Professor  Sayers:  What  are  the  reasons  the  Bank 
has  against  this  deliberate  driving  down  of  the  price, 
whether  it  is  desirable  from  the  point  of  view  of  funding 
or  for  wider  purposes?  When  you  say  that  “ it  would 
greatly  damage  the  Government’s  credit  ”,  what  effect 

have  you  in  mind  there? Put  briefly,  that  if  we  have 

just  issued  a new  stock  at,  let  us  say,  100,  and  we  then 
proceed  actively  to  sell  it  down  ourselves  to  95,  we  have 
largely  by  our  own  direct  actions  on  that  security  forced 
a book  loss  of  five  points  on  the  people  who  took  the 
security  at  100. 

1849.  But  suppose  that  your  operator  sells  a short  bond 
or  a long  bond,  even  a Treasury  Bill,  at  today’s  prices, 
and  then  on  Thursday  you  pi^t  the  Bank  Rate  up,  say, 
from  7 to  9 per  cent.,  you  impose  by  that  action  a book 
loss  on  that  person  to  whom  you  sold  today,  do  you 

not? ^It  probably  is  that  way,  on  the  very  shorts. 

notably  ; but  not  always  on  the  longer  bonds,  for  reasons 
which  I have  given  already. 

1850.  But  it  is  going  to  influence  the  holders  of  the 

is  going  to  infiuence  them,  but  that  is  only 
one  part  of  the  story;  as  we  have  tried  to  illustrate, 
the  market  depends  more  on  the  general  view  of  the 
success  of  anti-inflatkmary  measures.  There  have  been 
times  when  the  rise  in  the  Bank  Rate  has  actually  steadied 
the  long  bond  market. 

1851.  That  is  from  day  to  day ; would  you  not  agree 
that  the  yield  of  long  term  bonds  now  is  apprcciaWy 
highra-  than  it  was  three  years  ago,  largely  because  the 
Bank  Rate  has  gone  up  by  a very  considerable  margm? 

I would  not  put  that  as  the  first  reason  myself.  I 

would  put  as  the  first  reason  that  the  public  has  formed 
the  opinion  over  these  years  that  inflation  was  gaining 
ground. 

1852.  Suppose  that  instead  of  putting  the  Bank  Rate  up 
over  the  last  years  from  3i  to  7 per  cent,  you  had  held 
it  at  3i  per  cent. ; would  not  the  yield  on  long  term 

bonds  be  appreciably  lower  today? would  not  at  all 

guarantee  that.  It  depends  on  so  many  other  factors.  My 
own  judgment  would  be  that,  if  we  bad  held  the  Bank 
Rate  at  3i  per  cent,  and  had  not  put  it  up  to  7 per  cent., 
inflation  would  have  gathered  momentum  much  more  than 
it  has  done,  and  the  general  view  about  gilt-edged  securi- 
ties would  be  a good  deal  worse  than  it  is. 
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1853.  That  is  supposing  that  you  would  not  have  been 

able  to  moderate  the  inflation,  to  the  extent  it  has  been 
moderated,  by  other  measures? ^Exactly. 

1854.  Is  not  that  a large  assumption? make  the 

assumption  that  the  higher  Bank  Rate  has  contributed  very 
considerably  to  the  effective  anti-inflationary  measure^  J 
am  not  trying  to  dispute  the  argument  that  on  the  whole 
a rise  in  Bank  Rate,  and  the  consequent  rise  in  short  term 
rates,  tends  to  work  through  to  the  long  term  rate. 

1855.  For  some  holders  of  Government  securities  the 
impact  of  loss  when  the  Bank  Rate  g<ws  up  is  very 
serious  ; a discount  house,  to  take  an  obvious  case.  P®® 

that  damage  Government  credit  in  this  sense? ^No,  it 

does  not.  It  is  perhaps  a little  difficult  to  say  why. 

I see  a definite  difference  between  taking  measures  in 
other  fields,  including  the  Bank  Rate  and  general  Govern- 
ment fiscal  policy  and  all  sorts  of  economic  policy,  and 
actually  selling  Government  long  term  securities,  where 
we  are  definitely  operating  immediately  on  a particular 
sort  of  asset  which  we  have  recently  sold  to  the  public, 
and  which  we  are  hoping  shortly  ^ain  to  sell  to  the 
public. 

1856.  It  operates  in  a similar  way  in  your  sales  of 
Treasury  Bills  from  day  to  day ; the  Bank  Rate  will  very 
definitely  affect  the  Treasury  Bill  rate.  You  impose  a 

loss  on  all  holders  of  Treasury  Bills? ^I  accept  that, 

but  that  is  the  recognised  play  of  the  money  market. 
There  is  never  any  criticism,  from  the  point  of  view 
that  I am  talking  about,  oi  affecting  prices  in  the  short 
term  market  through  the  play  of  die  Bank  Rate,  any  more 
than  of  affecting  them  through  the  play  of  fiscal  measures, 
or  any  other  measures  the  Government  mi^t  take. 

1857.  If  people  recognised  that  a movement  of  long 
term  rates  was  desirable  from  the  .point  of  _ view  of 
economic  policy,  would  you  equally  have  an  objection  to 
operating  directly  in  ffie  long  term  market  for  the  purpose 

of  moving  these  rates? 1 should  still  object,  because  I 

think  that,  if  you  sell  down  a long  term  security,  you  are 
directly  depriving  the  holder  of  value ; and  you  are 
threatening  to  do  it  in  the  future,  which  is  even  more 
disturbing  to  me. 

1858.  Is  there  not  an.  argument  the  other  way:  if  you 
are  imposing  a loss  of  this  kind  on  the  holder  of  a 
Treasury  Bill,  that  is  a loss  that  may  come  home  to 
roost  very  quickly  because  he  may  have  bought  it  with 
a view  to  the  possibility  of  having  to  unload  it  before  its 
maturity ; but  a person  buys  long  term  securities  he  buys 
them,  presumably,  as  a long  term  investment:  what 
happens  to  the  price  tomorrow  does  not  matter  nearly 
as  much  to  him  as  a change  of  price  matters  to  a financial 

institution  that  is  dealing  only  with  short  term? The 

holder  of  Treasury  Bills  will,  of  course,  get  repaid  the 
full  value  on  maturity  very  shortly  afterwards,  whatever 
happens. 

1859.  Why  is  the  one  transaction  objectionable  and  the 

other  not? ^The  Treasury  Bill  and  short  bond  market 

is  a technical  market,  where  these  things  are  clearly  under- 
stood. There  is  a tremendous  lot  in  all  that  of  swings 
and  roundabouts  ; people  think  that  if  it  goes  against 
them  one  day  it  will  come  back  another  day,  and  ffiat  is 
all  part  of  a recognised  procedure.  I have  never  heard 
it  aOeged  by,  for  example,  the  discount  market,  that 
there  was  any  impropriety,  in  the  sense  in  which  I have 
been  using  the  idea,  in  taking  action  which  had  a 
depressing  effect  on  short  term  bonds.  They  regard  that 
as  a perfectly  proper  operation ; they  are  in  fact  all 
the  time  bearing  that  in  mind  in  their  tender  prices.  It 
is  one  of  the  things  they  are  thinking  about.  It  is  certainly 
not  one  of  the  things  the  institutional  or  public  investor 
is  thinking  about,  in  the  sense  in  which  die  short  term 
market  are  reckoning  with  these  possibilities. 

1860.  He  is  reckoning  on  payment  in  full  at  maturity, 

and  that  is  not  affected  by  this  procedure? Mr. 

Cobbold:  But  in  the  case  of  the  longer  stocks  it  is  a 
long  time  away ; payment  at  maturity  is  extremely 
important  but  .people  are  apt  to  look  at  the  values  in 
between.— 'Mr.  O'Brien  : That  is  not  the  only  point.  You 
buy  a security  at  100  when  it  is  offered  by  the  Government 
and,  as  you  say,  if  you  intend  to  hold  that  security  until 
maturity  you  do  not  suffer  any  loss  from  any  intervening 
reduction  in  market  price.  But  if,  shortly  after  you 


bought  it  at  100,  you  found  someone  else  buying  it  at 
92  or  93  your  confidence  would  be  very  seriously  reduced. 
We  cannot  afford  to  impair  people’s  confidence. 

1861.  Chairman:  But  the  Issue  Department  is  in 
fact  selUng  at  the  current  market  price,  not  at  100.  If  the 
market  is  falling,  and  the  Issue  Department  has  taken 
up  whatever  the  appropriate  proportion  is,  you  would 
find  the  Issue  Department  in  the  course  of  the  next  few 

months  selling  below  the  issue  price? Mr.  Cobbold: 

But  at  market  prices ; that  loss  has  been  established  by 
other  reasons  and  not  in  any  way  by  the  Issue  Depart- 
ment’s activity.—Mr.  O’Brien : There  is  a clear  distinction 
between  on  the  one  hand  selling  existing  stocks  at  what- 
ever the  market  price  may  be  and  on  the  other  hand 
offering  new  stock  at  par  and  then  shortly  afterwards 
selling  it  much  cheaper. 

1862.  Professor  Sayers:  1 am  thinking  about  the  possi- 
bility of  varying  sale  prices  of  existing  stocks,  not  about 
the  issue  of  new  stock.  I did  not  think  this  passage 
referred  to  the  issue  of  new  stock.  I can  see  the  force 
of  the  argument  the  Governor  has  put,  as  an  argument 
for  a general  policy  of  maintaining  a considerable  degree 
of  stability  in  the  gill-edged  -market ; but  is  not  that  a 
policy  that  would  abjure  all  but  very  limited  uses  of 
interest  rate  policy,  including  Bank  Rate  policy,  for  the 

purpose  of  economic  control? Mr.  Cobbold : It  might 

in  certain  circumstances  involve  the  exact  contrary.  It 
might  involve  the  Government  in  using  public  funds  to 
hold  the  price  and  supporting  the  price  on  a very  large 
scale. 

1863.  It  might.  There  are  arguments,  which  you  have 

been  putting,  for  maintaining  a quite  considerable  stability 
in  the  market.  But  the  market  does  fluctuate;  m my 
lifetime  I have  seen  Consols  at  91  and  at  44,  with  very 
considerable  variations  in  between.  Given  that,  and  given 
that  those  variations  are  brought  about  partly  by  the 
use  O'f  other  weapons  by  the  central  bank,  is  there  really 
any  objection  to  this  procedure,  if  it  were  onpe  recog- 
nised as  proper  procedure  for  a central  bank? 1 think 

that  if  that  was  once  recognised  the  general  view  towards 
Government  securities  would  become  very  much  more 
discouraged  than  it  already  is.  It  is  not  always  recog- 
nised what  a delicate  plant  the  long-term  Government 
security  market  has  been  at  times  over  recent  years. 

[ do  not  think  I should  be  overstating  my  own  view, 
which  may  be  right  or  wrong,  in  saying  that  if  we  had 
done  this  heavily  we  might  have  really  made  the  situation 
very  difficult  indeed. 

1864.  I can  see  that.  But  does  it  follow  that  in  moving 

the  Bank  Rate  you  should  be  very  careful  not  to  move 
it  so  fat  as  to  disturb  appreciably  the  level  of  the  long- 
term market? 1 have  to  go  back  to  the  fact  that  I 

regard  Bank  Rate  movements  as  part  of  the  general 
financial  and  economic  influence  on  the  public  view  of 
long-term  Government  securities. 

1865.  You  think  people  should  swallow  the  Bank  Rate? 

think  people  should,  and  do,  swallow  the  Bank 

Rate. 

1866.  Chairman : Your  view  is  that  they  would  generally 
accept  without  resentment  the  fall  in  the  value  of  m^ium 
and  long  term  bonds  brought  about  by  a change  in  the 

Bank  Rate? Yes.  I think  the  resentment  is  more 

apparent  wbra-  they  feel  that  nothing  is  being  done  about 
inflation,  that  Government  securities  are  being  allowed 
t-o  drift,  and  that  all  the  talk  about  equities  and  the 
gener^  bias  against  fixed  interest  stock  is  being  allowed 
to  go  on  unchecked.  In-  some  senses  I think  there  is 
more  resentment  about  not  doing  something  than  about 
doing  something  about  the  Bank  Rate.  I have  generally 
found  that  among  the  principal  sort  of  people  who  would 
bold  lo-ng  term  securities ; for  example  on  the  last  instance 
of  the  7 per  cent,  rise  in  the  Bank  Rate  and  the  parallel 
measures  taken  in  other  fields,  to  which,  as  you  know, 
I attach  immense  importance,  I think  that  the  majority 
of  holders  of  long  term  gilt-edged  greeted  it  with  a 
sigh  of  relief  rather  than  a sigh  of  despair. 

1867.  They  accept  a loss  of  realisable  value,  because 

they  accept  that,  the  action  taken  is  calculated  to  help 
the  value  of  their  long  term  and  medium  term  bonds  in 
the  more  distant  future? 1 think  that  is  fair. 
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1868.  Professor  Sayers'.  It  is  going  to  help  preserve  the 

purchasing  power  of  the  dividends  they  are  going  to  get 
and  the  ultimate  redemption  value? Yes. 

1869.  Sir  Oliver  Franks:  In  a way,  our  difficulty  is  that 
these  arguments  which  have  just  been  used  could,  up 
to  a point,  be  used  equally  well  about  Government  inter- 
vention in  the  long  t^m  market  for  the  same  purpose,  the 
long  term  objective.  I wonder  whether  the  point  of  view 
which  the  Bank  of  England  is  expressing  could  be  put 
like  this.  When  the  word  “ impropriety  ” or  any  similar 
word  is  used,  some  degree  of  moral  disfavour  is  im- 
ported. Whedier  you  look  to  direct  intervention  to  lower 
the  level  of  long  term  stocks,  or  at  a series  of  lively  opera- 
tions by  means  of  the  Bank  Rate,  you  have  the  opportunity 
of  producing  much  the  same  effects  on  the  general  volume 
of  long  term  stocks  over  a period,  and  it  is  difficult  to 
sp^,  in  terms  of  moral  flavour,  of  a difference  in  the 
attitude.  But  if  you  come  away  from  this  rather  abstract 
position,  to  things  as  they  occur  and  the  state  of  people’s 
minds,  then  it  seems  to  me  that  what  you  are  saying  is 
this : “ The  movements  of  the  Bank  Rate,  with  very  quidc 
effects  on  short  term  money  and  longer  effects  on  long 
term  money,  are  matters  of  tradition  and  wefi  understood. 
Therefore  when  they  occur  people  do  not  kick  against 
themi ; they  may  ibe  sorry  it  has  happened,  but  they  are 
not  aggrieved.  On  the  other  hand  direct  intervention  to 
depress  long  term  bond  prices  is  something  which  is  not 
well  understood  in  this  country  and  is  not,  therefore,  a 
part  of  the  tradition.  So  it  would  tend  to  produce  a 
different  feeling  in  people’s  minds,  the  feeling,  say,  of 
being_  aggrieved.”  In  one  case  tradition  and  the  under- 
standing of  what  is  'being  done  contribute  to  make  it 
acceptable,  and  in  the  otter  they  do  not ; so  that  the 
impropriety  really  hinges  on  tratttion  and  the  state  of 
people’s  minds  rather  than  on  the  nature  of  the  action. 

Is  that  fair? >1  would  accept  quite  a bit  of  that,  but  not 

by  any  means  the  whole.  I do  not  wish  to  put  too  much 
weight  on  the  abstract  morality  of  this.  'V^at  you  say 
about  the  difference  between  the  traditional  reactions  to 
the  one  type  of  operation  and  those  to  the  other  is  true, 
and  I accept  that  as  part  of  the  argument.  But  I do  not 
accept  that  ttey  have  the  same  effects,  or  are  likely  to 
hpe  the  same  effects,  because  I think  the  degree  of 
difference  is  likely  to  be  very  much  greater  if  you  are 
selling  heavily.  Perhaps  I may  put  it  another  way.  It 
seems  to  me  an  extremely  difficult  conception  that  it  could 
be  easily  accepted  by  the  public,  including  the  institutional 
holders  of  long  term  securities,  that  the  authorities  should 
operate  directly  to  depress  the  market  price  whai  they 
thought  it  right  in  the  short  term  interest  to  do  so.  I 
am  perhaps  even  more  concerned  about  the  effect  for  the 
future.  If  we  once  did  this  in  a big  way,  for  example 
if  we  sold  Consols  down  to  40,  as  they  came  back  to  60 
nobody  would  have  any  guarantee  that  we  were  not  going 
to  do  precisely  the  same  thing  to  force  them  down  a long 
way  again.  I believe  that  in  the  course  of  time  that 
would  react  vwy  definitely  indeed  on  the  market  view 
of  long  term  securities.  There  are  not  nearly  the  same 
swings  and  roundabouts  as  in  the  short  term  market,  where 
the  whole  thing  is  really  quite  different  from  that  point 
of  view.  But  I accept  a good  deal  of  what  you  said. 

1870.  The  question  that  arises  out  of  this  is  what  powers 
the  authorities  have  over  the  long-term  rate.  For  the 
sake  of  argument  let  us  assume  that  there  may  be  a 
period  of  capital  famine  in  the  world ; then  possibly  the 
ability  to  deal  with  the  price  of  long-term  money  as 
well  as  its  quantity  might  be  very  important.  How  is 

it  done? ^We  take  the  view  that  the  supply  and  demand 

has  a pretty  big  influence  on  the  price.  I accept  the 
view,  as  I have  already  accepted  from  Professor  Sayers, 
that  the  Bank  Rate  tends  to  work  through  to  tte  longer 
term. 

1871.  Mr.  Woodcock:  Are  you  saying  in  effect  that  in 
this  respect  the  Bank  Rate  is  more  an  effect  than  a 

cause? do  not  think  so,  no.  I think  it  works 

through ; but  supposing  you  raise  the  Bank  Rate  from 
5 per  cent,  to  6 per  cent,  you  can  forecast  almost  exactly 
what  effect  that  is  going  to  have  on  a bond  maturing 
within  six  months  or  one  year,  or  up  to  four  years 
probably,  because  it  is  going  to  have  a pure  money  market 
effect  on  those  bonds.  You  could  not  forecast  exactly 
what  effect  it  would  have  on  a bond  maturing  in,  say, 
thirty  years.  We  use  the  Bank  Rate  in  order  to  produce 
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different  climates  and  changes  directly  in  short-term  rates  ; 
and  our  experience  is  that  they  tend  over  a period  to 
work  through  into  the  long-term  structure  as  well. 

1872.  Professor  Sayers:  Supposing  there  is  a state  of 
capital  famine  which  is  becoming  more  acute,  the  effect 
of  that,  I would  say,  would  be  to  make  the  world  more 
inflationary.  I should  expect  that,  without  anybody  doing 
anything  particular  about  it,  to  drag  up  tte  level  of  interest 
rates,  as  an  effect  of  the  “ supply  and  demand  situation  ”. 
What  are  the  monetary  authorities  to  do  in  such  a state? 
Are  they  just  to  stand  by  and  raise  the  Bank  Rate  when 
they  cannot  help  themselves  and  the  drag  of  tte  market 
has  become  too  much  for  them?  Or  are  they  to  try 
to  moderate  the  inflation  by  hastening  tte  rise  in  interest 
rates?  And  if  the  interest  rates  that  are  the  most  relevant 
for  the  purpose  of  checking  the  inflationary  process  are 
the  long-term  rates,  why  not  get  people  used  to  your 
operating  on  the  long-term  rates  just  as  they  are  used 

to  your  operating  on  the  short-term  ratw? Mr. 

Mynors:  Your  suggestion,  if  I understand  it,  is  ttat  you 
get  your  capital  shortage  reflected  in  the  price  of  gilt-edged 
securities  sooner  or  later  so  why  not  hasten  it  df  you  can  ; 
and  you  assume  ttat,  if  you  artificially  depress  tte  price 
of  gilt-edged  and  so  increase  the  yield  of  gilt-edged,  you 
will  have  a correspondence  between  that  and  the  move- 
ment of  the  price  at  which  you  can  raise  equity  capital? 
In  other  words,  you  are  assuming  a fairly  close  inter- 
locking of  the  different  parts  of  the  capital  market 
Professor  Sayers : Some,  but  not  necessarily  a very  close 
one.— Mr.  Mynors : I should  have  thought  that  the  objec- 
tions to  crying  “ stinking  fish  ” in  terms_  of  Government 
securities,  which  the  Governor  has  outlined,  would  stiU 
apply.  There  is  a difference  between  exercising  a general 
influence  on  the  market  situation  and  leaving  people  who 
are  in  business  to  sort  it  out  for  themselves  as  far  as 
pcKsible,  and  operating  on  a specific  range  of  secmiQes 
held  by  a definable  list  of  people,  as  it  w«e-  ^«i 
market  forces  are  operating  prices  will  certainly  fluctuate 
considerably,  but  the  man  who  is  in  the  market  is  con- 
stantly making  a judgment  of  what  he  and  his  collea^es 
are  going  to  do,  and  people  have  the  power  to  protect 
themselves  by  taking  such  action  as  is  open  to  ttem 
If  we  were  artificially  to  attack  the  price  of  a particular 
range  of  securities  that  is  not  a thing  that  the  inan  who 
is  expert  in  market  behaviour  and  likely  trmd  of 
events  could  forecast  unless  he  had  inside  knowledge  of 
the  way  the  minds  of  the  authorities  were  working. 

1873.  Professor  Cairncross:  I am  perplexed  by  what 
you  mean  by  monetary  policy.  I have  always  assume  it 
to  mean  operations  to  control  interest  rates,  either  short 
term  or  long  term.  Now  the  more  you  attempt  to  stabilise 
the  long-term  rates  the  more  you  take  tte  sting  0;Ut  of  the 
short-term  rates.  It  is  obviously  highly  desirable  to 
stabilise  long-term  rates  if  you  can,  but  if  you  want  them 
to  have  an  effect  you  have  to  let  them  move.  What  you 
are  saying  now,  as  I understand  it,  ds  that  you  beheve  in 
operating  at  the  short  end  of  the  market,  you  thmk  that  is 
an  inevitable  part  of  legitimate  monetary  policy  but  that 
you  do  not  believe  in  intervention  directly  on  long-term 
rates  and  transactions  in  bonds  other  than  to  keep  long- 
term rates  &om  changing  about  too  abruptly.  Surety, 
you  are  anyhow  deliberately  influencing  the  judgment  ot 
the  people  who  deal  in  the  market  in  order  to  alter  long- 
term rates.  Or  is  the  view  now  put  to  us  that  monetary 
policy  should  be  restricted  to  the  movement  of  tte  short- 
term rate  without  regard  to  consequences  at  the  oth« 

end  of  the  hiarket? Mr.  Cobbold:  No,  ttat  is  not  the 

view. 

1874  Immediately  you  seek  to  influence  long-term  rat« 
then  you  are  making  that  a part  of  your  policy,  and  the 
public  must  take  account  of  it?--^  -Certainly ; and  we 
wcffk  through  general  measures,  including  Bank  RRts 
measures,  fiscal  measures  and  every  other  measure  of 
Government  policy. 

1875.  Is  this  not  part  of  monetary  policy? ^Bank 

Rate  and  its  influence  on  tte  short-term  'rate  is  certainly 
part  rrf  monetary  policy. 

1876.  The  more  you  seek  to  influence  long-term  rates  to 
a degree  which  you  have  clearly  in  your  minds,  the  more 

■you  set  people  in  the  market  speculating  on  the  precise 
degree  of  change  you  are  trying  to  effect  in  the  long-term 
market.  This  does  not  seem  very  materially  different  from 
operating  on  the  price  of  bonds  directly.  Take  the 
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opposite  case  ; m 1932  there  was  a X down^  St  I do  not  think  that  was  the  point  you  were 

wh^h  altered  the  price  of  bonds  very  substant  aUy  m an  d , eut  subsequent  words.  I want  it  to  be 

upward  direcdon.  Was  that  an  artificial  J Sat  we  do  not  set  out  to  intervene  in  a trend. 

I do  not  know  whether  you  wo^d  call  it  ^ ^eSStely  did  not  set  out  with  any  idea  of  stabihsmg 

It  was  absolutely  different  in  kind  and  character  from  w^t  We  dgmtei^  cia  n«  level.-Mr.  Mynors : As 

we  have  been  discussing  about  deliberate  sales  of  govern-  j®  Professor®  Sayers  is  not  now  saying  that 

ment  securities  to  brmg  the  pnce  down.  J ire  seeking  to  stabilise  rates,  but  only  that 

1877  Let  me  ask  the  question  which  seems  to  me  to  pushing  them  up  as  much  as  the  mflationary 

go  to  the  root  of  this:  do  you  at  any  time  baye  in  gjtuation  would  have  suggested. 
your  minds  a long-term  rate  of  interest  that  you  th^^  is  ugstjon  whether  action  on  long-term 
Spropriate  as  part  of  the  monetary  policy  being  gy  itself  in  the  conditions  of  the  last  few 

pursued? ^We  are  perhaps  a little  more  interested  in  satisfied  people  that  the  fhortage  of  ^^tal 

the  trend  than  in  the  absolute  level ; but  we  are  certainly  j^g  be  dealt  with  and.that  toe  ^Aationa^  has 
very  much  interested  in  toe  level  as  weD  as  in  the  trepd  ® ^as  given  use  to  it  and  ^*bi4 

of  toe  long-term  rate.  encouraged,  was  being  brought 

1878.  You  do  not  regard  toe  long-term  rate  in  as  ^ ^ ‘^S^you  could  \ave  done  toe  thing  by 

of  any  importance,  except  in  relation  to  the  burden  on  on  ^toerest  7„..  should  regard  interest  rate 

a.  TrcasSy? certainly  regard  it  as  extremely  m»neB  J ” 


the  Treasury?- 
important. 

1879  If  it  is  a regulator  of  activity,  is  it  not  the  height 
of  the  rate  of  interest  and  not  its  trend  that  matters? 
1 would  not  have  thought  so. 


policy  as  haV^  a part  to  play  alongside  c 
general  economic  policy. 

1885.  Chairman:  Mr.  Ooyernor,  I think  the  essmce  of 
what  we  are  saying  to  you  is  this  and  I would  like  you 
, 1 to  treat  it  in  your  answer  as  widdy  as  you  like,  Did 

1880.  In  what  way  does  the  trend  m toe  long;term  rate  Dotentially  at  your  band  in  recent  years  an 

influence  the  market? ^People  are  interested,  in  making  for  tetablishing  a long-term  rate  other  than  toe 

plans  ahead,  as  to  the  likely  rates  they  are  going  to  vou  have  usA?  If  you  agree  that  there  was 

borrow  at  later  on,  as  weU  as  the  rates  they  are  gomg  to  ^ ins^ent  that  is  operations  in  the  long-term 

borrow  at  here  and  now.  market,  would  it  not  have  been  wise  to  use  it  in  ordw 

1881.  Is  there  not  in  your  mind  a rate  at  any  point  xo  achiwe  what  I think  is  the  accepted  pu^se,  to  estaN 

of  time  which  you  would  like  to  see  established  in  the  Ust  sudi  a rate  in  the  long-terrn  market  as  wi^a  oe 

market? 1 repeat  that  I am  a little  more  interested  appropriate  to  deal  with  the  inflationary  situahon  brought 

in  the  trend  than  in  the  exact  level  of  the  rate,  but  I am  about  by  the  shortage  of  capitan— — Mr.  CoDboia  .1 

certainly  interested  in.  the  level  of  the  rate  at  any  time.  can  answer  that  quite  briefly,  Mr.  Chainman : we  am 

im.S,r  Oliver  Frmh-.  But  there  ie.  for  example.  T’' 

a long-term  rate  at  which  the  building  of  private  houses  have  ^os^ed  Gove^ent  thatmanner. 

probably  becomes  difficult  if  not  impossible ; is  that  not  a did  not  think  it  wise  to  use  at  m max 

function  of  the  rate  rather  than  the  trend? ^I  would  .ggg  j understand  your  view  as  to  why  it  was  not 

say,  of  the  rate  and  the  trend.  If  there  was  a general  . . • ^bat  you  thought  toat  toe  resentment  of  those 

expectation  that  it  was  coming  down  fairly  shortly  it  -,^0  were  holders  of  long-term  bonds  would  be 

would  have  much  less  discouragement  than  if  there  was  a ^ an  order  toat  it  woidd  do  vital  harm  to  the 
general  feeling  it  was  likely  to  stay  where  it  was.  possibility  of  raising  large  sums  f<nr  the  Goveminent  on 

1883.  Professor  CfflVncrors;  If  you  are  trying  to  long-term  issues  in  the  future? 1 am  here  giving  a 

influence  long-term  rates  by  movements  in  Bank  Rate,  person^  opinion  on  an  important  matter,  which  I might 
you  run  the  risk  of  having  to  put  Bank  Rate  up  and  wish  to  check  with  some  of  my  colleagues.  My  personal 

keep  it  up  to  such  a point  that  long-term  rates  are  below  ^jew  is  that,  if  we  had  pursued  the  policy  suggested  oi 

short-term  rates.  This  is  an  artificial  structure  of  interest  selling  Government  securities  down  hard— and  I must 
rates,  but  it  might  persist  for  some  time.  It  is  also  a come  back  to  the  words  “in  order  to  drive  down  toe 

rather  costly  structure  of  interest  rates,  from  the  point  market  price  because  I think  that  is  what  we  are  talking 

of  view  of  debt  charges  and  of  influence  on  the  economic  about  now — , I think  I would  go  so  far  as  to  say  that,  if 

system.  If  you  are  not  going  to  operate  in  the  bopd  ^e  had  done  that  on  more  than  two  or  three  occasions,  I 
market  so  as  to  push  long-term  rates  above  short-  should  have  recko.ned  to  have  made  it  practically 
term  rates,  how  do  you  expect  to  see  the  long-term  rate  impossible  for  succeeding  Chancellors  of  toe  Exchequer 

move  to  what  would  eventually  be  established? Mr.  ^nd  my  successors  to  run  the  public  finances  of  this 

Mynors:  We  should  not  seek  to  stabilise  the  long-term  country  properly. 

rate  below  the  level  at  which  the  market  would  tend  to  , . ut  i • *i,  * 

iftic  uci  though  it  was  reasonably  plam  that  toe 


let  it  settle. 

1884.  Professor  Sayers:  How  can  you  tell?  During  the 
last  few  years  there  has  been  throughout  the  world  a 
persistent  scarcity  of  capital.  That  has  been  dragging 
interest  rates  up  in  this  country  and  elsewhere,  and  it 
has  been  forcing  prices  up.  Put  it  round  the  other  way. 


reason  for  the  laction  was  to  establish  a loog-term  rate  of 
interest  toat  was  needed  for  the  general  economic  health 

of  the  country? ^Yes,  even  doing  one’s  best  to  make 

it  plain  that  “ it  hurts  me  more  than  it  hurts  you.” 

. Sir  John  Woods:  Are  you  in  effect  saying  toat 


if  you  like : there  has  been  ^rsistent  capital  shortage,  the  effect  of  using  this  instrument  of  direct  operation  c 

which  has  led  to  a continual  rise  of  prices,  and  that  has  the  long-term  rate,  if  pursued  a number  of  times  and 

dragged  up  rates  of  interest.  The  authorities  have  wanted  vigorously,  would  lead  not  only,  as  Sir  Oliver  said,  to 

to  pursue  an  anti-inflationary  policy ; that  -has  led  to  people  being  aggrieved  but  really  to  a great  loss  of  confi- 

the  pushing  up  of  interest  rates.  They  have  done  this  dence  in  gilt-^ged  as  a desirable  investment? Cer- 

by  pushing  toe  short  rate  up.  But  the  effect  of  pushing  tainJy. 

the  short  rate  up  is  much  weakened  when  we  look  at  _ . , ^ -c  ^ ^ ^ 

toe  structure  of  long-term  rates ; it  has  therefore  been  1889.  The  reason  for  your  saying  that,  if  I uimerstood 
necessary  to  push  toe  short  rate  up  appreciably  beyond  your  earlier  answer,  was  toat  operatmg  on  toe  short  rate 
the  level  of  long  rates,  on  order  to  get  toe  level  of  long  is  an  understood  .thing  and  a .tradition  among  people  work- 
rates  to  a point  at  which  they  were  beginning  to  bite  ing  short-tmn  money.  It  is  still  difficult  to  see  why  ovct 
on  the  mflationary  situation.  That  has  been,  on  the  face  a period  of  time  people  should  not  get  accustomed  to  the 
of  it  the  most  costly  possible  policy  for  Government  idea  of  operating  direct  on  the  long-term  rate  if  it  is  made 
debt  operations.  Would  not  an  alternative  seem  to  be  quite  clear  toat  the  purpose  of  .so  doing  is  toe  ^me 
(though  it  is  one  which  is  precluded  by  the  considerations  purpose,  namely,  in  toe  present  context,  .to  fight  infla- 

yon  are  putting  forward)  to  put  the  long  rates  up  more  tion? 1 would  come  bade  there  to  the  very  great 

directly,  more  quickly  and  wito  more  bite  on  the  infia-  distinction  between  the  inofessional  and  techmeal  m^e- 
tionary  situation  and  not  at  so  great  a cost  to  Government  tary  operations  of  the  extreme  short-term  end,  where 
debt  operations?  Could  not  the  structure  of  rates  as  Bank  Rate  ds  immediately  and  directly  effective,  and  the 
between  short  and  long  have  continued  to  be  more  quite  different  investment  end  of  toe  long-term  securi- 

normal? Mr.  Cobbold:  I thought  I heard  you  earlier  ties.  At  .the  very  short-term  end  there  is,  as  1 said 

to  say  that  it  could  be  argued  that  monetary  operations  before,  a great  deal  of  swings  and  roundabouts  m all 
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this,  With  one  movement  of  Bank  Rate  the  technical 
monetary  operators,  although  they  have  had  this  in  mind 
and  will  probably  have  done  their  best  to  cover  them- 
selves, know  that  there  will  be  a certam  loss ; they  know 
over  long  experience  that  when  it  moves  the  othCT  way 
(this  is  all  short-term  operations  of  course)  they  will 
probably  recoup  ithat  loss.  They  are  thinking  all  the 
time  about  Bank  Rate,  and  about  the  influences  on 
monetary  policy  of  the  authorities,  in  making  their  cal- 
culations. I ihink  I can  say  categorically  that  the 
movement  of  Bank  Rate  and  its  repercussions  in  the 
short-term  market  do  not  affect  the  general  credit  of 
Her  Majesty’s  Government  or  thedr  possibilities  of 
borrowing.  It  would  never  occur  to  my  mind,  if  I may 
put  it  in  a slightly  different  way,  that  ihecause  one 
involved  the  discount  market  in  a loss  one  week  it 
would  make  it  more  difficult  over  the  next  two  or  three 
wedis  to  gat  them  to  cover  the  tender  for  Treasury 
Bills  or  carry  on  feeir  investment  policy  generally.  When 
you  get  to  long-term  securities  you  are  in  an  entirely 
different  field  of  people  who  are  investing  their  money 
with  belief  in  the  good  faith  of  the  borrower,  who  is  the 
Government.  Obviously  I am  not  going  to  try  and  make 
a case  that,  if  we  were  to  depress  long-term  securities  by 
i per  cent,  or  1 per  cent,  once  in  three  years,  that  is  going 
to  make  any  significant  diffs-ence;  I am  talking  about 
doing  this  vigorously  as  a matter  of  policy  and  r^teating 
it  two  or  three  times.  Here  again  perhaps  I may  give  a 
personal  view,  to  make  what  I have  in  my  mind  a little 
clearer.  I am  a trustee  of  a great  number  of  large  funds 
of  one  sort  and  another.  If  this  had  been  done  two  or 
three  times  by  myself  and  my  colleagues  in  another 
capacity,  I would  feel  myself  required  in  my  capacity  as  a 
trustee  to  review  my  whole  attitude  towards  gilt-edged 
securities,  and  probably  to  get  out  when  I saw  the  next 
chance  to  get  out ; and  I believe  a ^eat  number  of  other 
people  would  feel  in  the  same  position. 

1890.  I see  your  point  of  view  very  clearly  on  the 
question  of  swings  and  roundabouts  ; but,  if  you  operated 
on  the  long-term  rate  for  a specific  purpose,  the  same 
purpose  for  which  you  operate  on  the  present  short-term 

rate,  would  not  there  be  swings  and  roundabouts? 

A thirty  year  swings  and  roundabouts  is  very  different 
from  a three  year  or  six  months  swings  and  roundabouts. 

1891.  You  would  hope  to  deal  with  the  inflationary 
position  in  a year  or  two,  and  thereafter  the  prices  of 

long-term  securities  would  come  back  again? 1 have 

the  graph  in  front  of  me  covering  the  movements  of 
long-term  prices  from  1945  to  the  end  of  1957  ; and  there 
have  been  a lot  of  swings  and  not  much  roimdahouts. 
In  the  short-term  market  there  has  been  quite  a bit  one 
way  or  the  other. 

1892.  Professor  Sayers'.  This  is  a period  in  which  you 
have  abjured  this  weapon.  Are  we  not  faced  with 
this  attitude  of  the  trustee  as  you  have  just  described  it, 
as  a result  of  the  gilt-edged  market  having  been  encour- 
aged to  fall  in  this  particular  way?  If  five  years  ago 
there  had  been  one  steep  step  and  perhaps  one  or  two 
years  ago  another  step,  is  it  not  possible  that  trustees 
would  have  liked  the  ensuing  state  of  the  gilt-edged 
market  better  than  they  like  it  today?  I am  putting 
this  in  rather  an  extreme  way,  I am  afraid,  but  I should 

welcome  your  comment  cm.  that? 1 can  only  say  that 

it  is  a matter  of  judgment,  and  my  own  falls  the  other 
way. 

1893.  Mr.  Woodcock'.  I understood  you  to  say  that 
when  the  money  market  is  affected  by  operaticms  on  the 
short  end,  including  Bank  Rate,  any  loss  on  the  part 
of  an  owner  of  bonds  is  compensated  for  by  the  con- 
fidence he  has  that  inflation  is  being  tackled.  It  still 
seems  to  me  that  there  is  a .puzzling  question  as  to  why 
he  should  not  be  equally  reconciled  to  operations  at  the 
long  term  end  by  the  knowledge  that  they  were 

directed  towards  the  same  ends? think  that,  if  we 

had  to  take,  say,  10  points  off  bis  100  points  by  selling 
securities  down,  he  would  feel  that  he  was  paying  a very 
direct  and  immediate  price ; and  as  fliis  would  only  be 
a very  small  part  the  general  climate  and  body  of  other 
measures,  I thi^  he  would  feel  that  he  was  being  singled 
out  very  much,  and  perhaps  not  getting  the  full  10  per 
cent,  benefit,  which  would  be  very  widely  spread  over  the 
whole  area. 


1894.  Mr.  Woodcock : Yes,  but  I gaffiered  that  Professor 

Sayers  was  arguing  not  that  this  should  be  an  isolated 
opwation,  but  that  it  would  be  part  of  a whole  series  of 
operations. — Professor  Sayers:  Yes  ; I do  not  believe  that 
one  can  move  the  long-term  rate  about  frequently  by 
many  steps,  and  I am  afraid  I have  been  arguing  ail  the 
time  on  that  assumption.  As  k is,  the  long-term  rate 
has  been  moved  by  many  steps  and  the  holder  has  seen 
not  10  points  but  20  or  30  points  off  his  price.  I find  it 
ver^  difficult  to  believe  that  pension  funds,  insurance  com- 
panies and  so  on  would  really  be  more  upset  by  a very 
occasional  definite  step  rather  than  a continual  sagging 
in  the  market  during  the  years,  which  has  not  yet  pro- 
duced the  desired  effect. ^I  think  we  come  back  to  the 

Deputy  Governor’s  point,  that  we  regard  the  interest  rates 
as  one  of  a number  of  things. 

1895.  Sir  Oliver  Franks:  May  there  not  be  a causal 

liuk  between  this  view  that  you  must  regard  the  interest 
rate,  and  indeed  monetary  policy,  as  one  of  a number 
of  things,  and  your  unwillingness  to  operate  directly  on  the 
long-term  rate?  If,  for  example,  there  is  strong  inflation 
and  if  that  manifests  itself  essentially  in  an  investment 
boom,  and  if  one  is  not  willing  to  operate  on  the  long- 
term interest  rate  directly  but  only  indirectly  and  by 
diminished  effect  through  ffie  short-term  interest  rates,  then 
it  seems  to  me  that  it  must  follow  that,  ff  adequate 
restraints  are  to  be  put  upon  the  investment  boom,  other 
means  than  monetary  policy  must  be  called  in,  whether 
fiscal  policy  or  direct  controls.  I am  speaking  purely 
hypothetically ; but  may  it  be  that  these  consequences 
would  not  follow  with  the  same  necessity  but  for  the 
inability,  for  reasons  shown,  to  operate  directly  and  sub- 
stantially on  the  long-term  interest  rate? ^My  view 

is  that  they  would  follow  very  largely  even  then,  though 
possibly  to  a lesser  extent.  Might  I just  come  back  to 
one  other  point,  because  in  this  ffiscussion  we  seem  to 
have  lost  track  of  it  a little  bit:  funding  is  always  one 
important  side  of  this.  We  have  set  out  our  view,  which 
I know  is  arguable,  that  this  would  make  funding  more 
difficult  rather  than  less  difficult.  That  has  always  been 
one  of  the  factors  in  our  minds. 

1896.  Chairman:  Would  it  not  be  equally  possible  in 
the  case  of  funding  to  make  it  plain  that  any  policy 
pursued  was  done  in  order  to  reduce  an  unhealthy  amount 
of  floating  debt,  which  would  be  the  purpose  of  your 

operation  in  that  case? Our  view  is  that  generally 

speaking  the  possibilities  of  fund^g  on  a falling  or 
depressed  market  are  very  much  less  than  they  are  on 
a steady  or  gently  rising  market. 

1897.  Professor  Sayers:  You  can  force  the  interest 

rate  up  hut  you  cannot  force  people  to  buy? ^No. 

1898.  Professor  Cairncross:  The  distinction  between  the 

short  market  and  the  long  market  is  of  course  affected  by 
the  capital  loss  involved  in  two  cases.  In  one  case  you 
were  referring  to  a possible  loss  of  10  per  cent,  in  bonds  ; 
nothing  like  a 10  per  cent.  loss  could  possibly  occur  on 
Treasury  Bills? ^No. 

1899.  Chairman:  Then  there  is  the  introduction  to 
Paper  9*  which  .the  Governor  gave  us  last  time  too ; 

are  there  any  questions  on  that? Sir  Oliver  Franks: 

Would  it  be  fair  to  say  on  the  introduction  to  Paper  9 
that  there  is  a causal  relationship  between  the  inability 
to  resist  some  net  addition  to  the  money  supply  and  the 
necessity  of  direct  controls,  for  example,  on  the  banks? 
If  you  assume  that  monetary  policy  will  normally  in  any 
strong  situation  require  supplementation,  must  not  the 
need  to  come  to  direct  controls  arise,  if  liquidity  remains 
impregnable?  Is  not  the  effect  of  this  paper  to  say  that 
over  the  five  year  period  it  was  not  really  possible  to 
do  anything  about  the  essential  liquidity  of  the  situation? 

Once  or  twice  we  have  got  near  it,  I should  say ; 

and  there  have  been  several  occasions  over  periods  of 
months  when  I would  say  that  the  banking  system  had 
some,  although  not  violent,  liquidity  preoccupations. 

1900.  They  got  to  the  stage  of  selling  short  bonds? 

Mr.  Cobbold:  And  taking  losses. — Sir  Oliver  Franks:  A 
little. — Mr.  Cobbold:  I would  have  said  that  part  of  the 
banking  system  got  to  the  stage  of  selling  some  longer 
bonds,  wluch  they  did  not  welcome. 

1901.  Chairman:  They  were  equipped  with  the  means 

of  restoring  their  liquidity  even  at  some  loss? Yes. 

certainly.  I would  entirely  accept  Sir  Oliver’s  point,  if 

* See  Questions  1817  to  1822. 
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opposite  case  ; in  1932  there  was  a conversion  operation 
which  altered  the  price  of  bonds  very  substantiaUy  m an 
upward  direction.  Was  that  an  artificial  movement/ — - 
I do  not  know  whether  you  would  call  it  artificial  or  iwt. 
It  was  absolutely  different  in  kind  and  character  from  what 
we  have  been  discussing  about  deliberate  sales  of  govern- 
ment securities  to  bring  the  price  down. 

1877  Let  me  ask  the  question  which  seems  to  me  to 
80  to  the  root  of  this:  do  you  at  any  time  have  in 
your  minds  a long-term  rate  of  interest  that  you  thi^  is 
appropriate  as  part  of  the  monetary  pohcy  being 

pursued? ^We  are  perhaps  a little  more  interested  in 

the  trend  than  in  the  absolute  level ; but  we  are  certainly 
very  much  interested  in  the  level  as  well  as  in  the  trend 
of  the  long-term  rate. 

1878.  You  do  not  regard  the  long-term  rate  in  itself  as 
of  any  importance,  except  in  relation  to  the  burden  on 

the  Treasury? certainly  regard  it  as  extremely 

important. 


1879.  If  it  is  a regulator  of  activity,  is  it  not  the  height 
of  the  rate  of  interest  and  not  its  trend  that  matters? 
1 would  not  have  thought  so. 


1880.  In  what  way  does  the  trend  in  the  long-term  rate 

influence  the  market? ^People  are  interested,  in  making 

plans  ahead,  as  to  the  likely  rates  they  are  going  to 
borrow  at  later  on,  as  well  as  the  rates  they  are  going  to 
borrow  at  here  and  now. 


1881.  Is  there  not  in  your  mind  a rate  at  any  point 
of  time  which  you  would  like  to  see  established  in  the 

market? 1 repeat  that  I am  a little  more  interested 

in  the  trend  than  in  the  exact  level  of  the  rate,  but  I am 
certainly  interested  in.  the  level  of  the  rate  at  any  time. 

1882.  Sir  Oliver  Franks:  But  there  is,  for  example, 
a long-term  rate  at  which  the  building  of  private  bouses 
probably  becomes  difficult  if  not  impossible ; is  that  not  a 

function  of  the  rate  rather  than  the  trend? would 

say,  of  the  rate  and  the  trend.  If  there  was  a general 
expectation  that  it  was  coming  down  fairly  shortly  it 
would  have  much  less  discouragement  than  if  there  was  a 
general  feeling  it  was  likely  to  stay  where  it  was. 

1883.  Professor  Cdrncross:  If  you  are  trying  to 
influence  long-term  rates  by  movements  in  Bank  Rate, 
you  run  the  risk  of  having  to  put  Bank  Rate  up  and 
keep  it  up  to  such  a point  that  long-term  rates  are  below 
short-term  rates.  This  is  an  artificial  structure  of  interest 
rates,  but  it  might  persist  for  some  time.  It  is  also  a 
rather  costly  structure  of  interest  rates,  from  the  point 
of  view  of  debt  charges  and  of  influence  on  the  economic 
system.  If  you  are  not  going  to  operate  in  the  bopd 
market  so  as  to  push  long-term  rates  above  short- 
term rates,  how  do  you  expect  to  see  the  long-tenn  rate 

move  to  what  would  eventually  be  establish^? Mr. 

Mynors:  We  should  not  seek  to  stabilise  the  long-term 
rate  below  the  level  at  which  the  market  would  tend  to 
let  it  settle. 

1884.  Professor  Sayers:  How  can  you  tell?  During  the 
last  few  years  there  has  been  throughout  the  world  a 
persistent  scarcity  of  capital.  That  has  been  dragging 
interest  rates  up  in  this  country  and  elsewhere,  and  it 
has  been  forcing  prices  up.  Put  it  round  the  other  way, 
if  you  like:  there  has  been  persistent  capital  shortage, 
which  has  led  to  a continual  rise  of  prices,  and  that  has 
dragged  up  rates  of  interest.  The  authorities  have  wanted 
to  pursue  an  anti-inflationary  policy ; that  -has  led  to 
the  pushing  up  of  interest  rates.  They  have  done  this 
by  pushing  the  short  rate  up.  But  the  effect  of  pushing 
the  short  rate  up  is  much  weakened  when  we  look  at 
the  structure  of  long-term  rates ; it  has  therefore  been 
necessary  to  push  the  short  rate  up  appreciably  beyond 
the  level  of  long  rates,  in  order  to  get  the  level  of  long 
rates  to  a point  at  which  they  were  beginning  to  bite 
on  the  inflationary  situation.  That  has  been,  on  the  face 
of  it,  the  most  costly  possible  policy  for  Government 
debt  operations.  Would  not  an  alternative  seem  to  be 
(though  it  is  one  which  is  precluded  by  the  considerations 
you  are  putting  forward)  to  put  the  long  rates  up  more 
directly,  more  quickly  and  with  more  bite  on  the  infla- 
tionary situation  and  not  at  so  great  a cost  to  Government 
debt  operations?  Could  not  the  structure  of  rates  as 
between  short  and  long  have  continued  to  be  more 

normal? Mr.  Cobbold:  I thought  I heard  you  earlier 

to  say  that  it  cQuld  be  argued  that  monetary  operations 


had  been  so  conducted  as  to  keep  the  long-term  rate 
down  hut  I do  not  think  that  was  the  point  you  were 
developing  in  your  subsequent  words.  I want  it  to  he 
quite  eleaj  that  we  do  not  set  out  to  luterveue  m a trend. 
We  definitely  did  not  set  out  -with  auy  idea  of  stabihsmg 
rates  in  a sense  of  holding  them  Ievel.-Mr.  Mynors;  As 
I understand  it.  Professor  Sayers  as  not  now  saying  that 
fte  authorities  are  seeking  to  slabihse  rates  but  oifiy  that 
they  were  not  pushing  them  up  as  much  as  the  inflationmy 
situation  would  have  suggested.  Does  not  tMs  raise  the 
quistion  whether  action  on  long-term  mterest  rates  taken 
hy  itself  in  the  conditions  of  the  last  few  years  would 
have  satisfied  people  that  the  shortage  of  capital  was 
S to  be  dealt  with  and  that  the  u^ationary  situation, 
IS  has  given  rise  to  it  and  which  it  m tmn  has 
^couraged,  was  being  brought  und^  cmtrol?  I t!^ 
“er°  i an  assumption  that  by  sufficiently  Jastic  action 
on  interest  rates  you  could  have  done  the  thing  by 
SS5  means  alone;  we  should  regard  interest  rate 
?Siey  2 having  a part  to  play  alongside  other  engines  of 
general  economic  policy. 

1885.  Chairman:  Mr.  Governor,  I thi^  the  rasrace  of 
what  we  are  saying  to  you  is  this  and  I would  like  you 
to  treat  it  in  your  answer  as  widely  as  you  l±e.  Did 
you  not  have  potehtiaUy  at  your  hand  m recent  years  an 
iostiumeut  for  establishing  a long-term  rate  offier  than  te 
ones  which  yon  have  used?  It  yon  agrra  that  ffieie  was 
such  an  instrument,  that  as  operations  m the  l<mg-tem 
market,  would  it  not  have  been  wise  to  use  it  m order 
to  achieve  what  I think  is  the  accepted  purpose,  to  «tab- 
lish  suoh  a rate  in  die  long-term  market  as  w^ld  be 
appropriate  to  deal  with  the  infiatmnary  situaUon  broug^^^ 
a^ut  by  the  shortage  of  capital?— —Mr.  Cobbold.  I 
can  answer  that  quite  briefly,  Mr.  Chairman:  we  did 
have  such  an  instrument  in  our  hands,  became  we  could 
have  flogged  Government  securities  very  hard  indeed ; we 

..  . . u..:--  i*  1ti  flval  maTiinAr 


1886  If  I understand  your  view  as  to  why  it  was  not 
wise  it  was  that  you  thought  that  the  resentment  of  those 
persons  who  were  holders  of  long-term  bonds  would  be 
of  such  an  order  that  it  would  do  vital  harm  to  the 
possibility  of  raising  large  sums  for  the  Govemrnent  on 
long-term  issues  in  the  future?——!  am  here  giving  a 
personal  opinion  on  an  important  matter,  which  I mi^t 
wish  to  check  with  some  of  my  colleagues.  My  persOTal 
view  is  that,  if  we  had  pursued  the  pohcy  suggested  of 
selling  Government  securities  down  hard— and  I miKt 
come  back  to  the  words  “in  order  to  drive  down  me 
market  price  ”,  because  I think  that  is  what  we  are  talking 
about  now—,  I think  I would  go  so  far  as  to  say  that,  if 
we  had  done  that  on  more  than  two  or  three  occasions,  I 
should  have  recko-ned  to  have  made  it  practically 
impossible  for  succeeding  Chancellors  of  the  Exchequer 
and  my  successors  to  run  the  public  finances  of  this 
country  properly. 

1887.  Even  -though  it  was  reasonably  plain  that  the 
reason  for  the  actioci  was  to  establish  a long-tenn  rate  of 
interest  that  was  needed  for  the  general  economic  healdi 

of  the  country? ^Yes,  even  doing  one’s  best  to  make 

it  plain  that  “ it  hurts  me  more  than  it  hurts  you." 

1888.  iSi>  John  Woods:  Are  you  in  effect  saying  that 

the  effect  of  using  this  dnstrumMit  of  direct  operation  on 
the  long-term  rate,  if  pursued  a number  of  times  and 
vigorously,  would  lead  not  only,  as  Sir  Oliver  said,  to 
people  being  aggrieved  but  really  to  a great  loss  of  confi- 
dence in  gilt-^ged  as  a desirable  investment? Cer- 

tainly. 


1889.  The  reason  for  your  saying  that,  if  I understood 
your  earliw  answer,  was  that  operating  on  -the  short  rate 
is  an  understood  ithing  and  a tradition  among  people  work- 
ing short-term  money.  It  is  still  difficult  to  see  why  over 
a period  of  time  p^le  should  not  get  accustomed  to  the 
idea  of  operating  direct  on  the  long-term  rate  if  it  is  made 
quite  clear  that  the  purpose  of  so  doing  is  the  same 
purpose,  namely,  in  iffie  present  context,  -to-  fight  infla- 
tion?  1 would  come  back  there  to  the  very  great 

distinction  between  the  professional  and  technical  mone- 
tary operations  the  extreme  short-term  end,  where 
Bank  Rate  is  immediately  and  directly  effective,  and  the 
quite  different  investment  end  of  the  long-term  securi- 
ties. At  the  very  short-term  end  there  is,  as  I said 
befoie,  a great  deal  of  swings  and  roundabouts  in  all 
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this.  With  one  movement  of  Bank  Rate  the  tedmical 
monetary  operators,  although  they  have  had  this  in  mind 
and  will  probably  have  done  their  best  to  cover  them- 
selves, know  that  thwe  will  be  a certain  loss ; they  know 
over  long  experience  that  when  it  moves  the  other  way 
(this  is  all  short-term  operations  of  course)  Aey  will 
probably  recoup  ithat  loss.  They  are  thanking  all  the 
time  about  Bank  Rate,  and  about  the  influences  on 
monetary  policy  of  the  authorities,  in  making  their  cal- 
culations. I tllhink  I can  say  categorically  that  &e 
movement  of  Bank  Rate  and  its  repercussions  in  the 
short-term  market  do  not  affect  the  general  credit  of 
Her  Majesty’s  Government  or  thedr  possibilities  of 
borrowing.  It  would  never  occur  to  my  mind,  if  I may 
put  it  in  a slightly  different  way,  that  ibecause  one 
involved  the  discount  market  in  a loss  one  week  it 
would  make  it  more  difficult  ovct  the  next  two  or  three 
weeks  to  get  them  to  cover  the  tender  for  Treasury 
Bills  or  carry  on  their  investmait  policy  generally.  When 
you  get  to  long-term  securities  you  are  in  an  entirely 
different  field  of  people  who  are  investing  their  money 
with  belief  in  the  good  faith  of  the  borrower,  who  is  the 
Goveramont.  Obviously  I am  not  going  to  try  and  make 
a case  that,  if  we  were  to  depress  long-term  securities  by 
i per  cent,  or  I per  cent,  once  in  three  years,  that  is  going 
to  make  any  significant  difference;  I am  lallfing  about 
doing  this  vigorously  as  a matter  of  policy  and  repeating 
it  two  or  three  times.  Here  again  perhaps  I may  give  a 
personal  view,  to  make  what  I have  in  my  mind  a little 
clearer.  1 am  a trustee  of  a great  number  of  large  funds 
of  one  sort  and  another.  If  this  had  been  done  two  or 
three  times  by  myself  and  my  colleagues  in  another 
capacity,  I would  feel  myself  required  in  my  capacity  as  a 
trustee  to  review  my  whole  attitude  towards  gilt-edged 
securities,  and  probably  to  get  out  when  I saw  the  next 
chance  to  get  out ; aud  I believe  a great  number  of  other 
people  would  feel  in  the  same  position. 

1890.  I see  your  point  of  view  very  clearly  on  the 
question  of  swings  and  roundabouts  ; but,  if  you  operated 
on  the  long-term  rate  for  a specific  purpose,  the  same 
purpose  for  which  you  operate  on  the  present  short-term 

rate,  would  not  there  be  swings  and  roundabouts? 

A thirty  year  swings  and  roundabouts  is  very  different 
from  a three  year  or  six  months  swings  and  roundabouts. 

1891.  You  would  hope  to  deal  with  the  inflationary 
position  in  a year  or  two,  and  thereafter  the  prices  of 

long-term  securities  would  come  back  again? 1 have 

the  graph  in  front  of  me  covering  the  movements  of 
long-term  prices  frmn  1945  to  the  end  of  1957 ; and  there 
have  been  a lot  of  swings  and  not  much  roundabouts. 
In  the  short-term  market  'there  has  been  quite  a bit  one 
way  or  the  other. 

1892.  Professor  Sayers'.  This  is  a period  in  which  you 
have  abjured  this  weapon.  Are  we  not  faced  with 
this  attitude  of  the  trustee  as  you  have  just  described  it, 
as  a result  of  the  gilt-edged  market  having  been  encour- 
aged to  fall  in  this  particular  way?  If  five  years  ago 
there  had  been  one  steep  st^  and  perhaps  one  or  two 
years  ago  another  step,  is  it  not  possible  that  trustees 
would  have  liked  the  ensuing  state  of  the  gilt-edged 
market  betta-  than  they  like  it  today?  I am  putting 
this  in  rather  an  extreme  way,  I am  afraid,  but  I should 

welcome  your  comment  cm  ffiat? 1 can  only  say  that 

it  is  a matter  of  judgment,  and  my  own  falls  the  other 
way. 

1893.  Mr.  Woodcock'.  I understood  you  to  say  that 
when  the  money  market  is  affected  by  operations  on  the 
short  end,  including  Bank  Rate,  any  loss  on  the  part 
of  an  owner  of  bonds  is  compensated  for  by  the  con- 
fidence he  has  that  inflation  is  being  tackled.  It  still 
seems  to  me  that  there  is  a >puzzling  question  as  to  why 
he  should  not  be  equally  reconciled  to  operations  at  the 
long  term  end  by  the  knowledge  that  they  were 

directed  towards  the  same  ends?- think  that,  if  we 

had  to  take,  say,  10  points  off  his  100  points  by  selling 
securities  down,  he  would  feel  that  he  was  paying  a very 
direct  and  immediate  price ; and  as  this  would  only  be 
a very  small  part  of  the  general  climate  and  body  of  other 
measures,  I think  he  would  feel  that  he  was  being  singled 
out  very  much,  and  perhaps  not  getting  the  full  10  per 
cent,  benefit,  which  would  be  very  widely  spread  over  the 
whole  area. 


1894.  Mr.  Woodcock : Yes,  but  I gathered  that  Professor 

Sayers  was  arguing  not  that  this  should  be  an  isolated 
operation,  but  that  it  would  be  part  of  a whole  series  of 
operations. — Professor  Sayers : Yes ; I do  not  believe  that 
one  can  move  the  long-term  rate  about  frequently  by 
many  steps,  and  I am  afraid  I have  been  M’guing  all  the 
time  on  that  assumption.  As  it  is,  the  long-term  rate 
has  been  moved  by  many  steps  and  the  holder  has  seen 
not  10  poiD'ts  but  20  or  30  points  off  his  price.  I find  it 
very  difficult  to  believe  that  pension  funds,  insurance  com- 
panies and  so  on  would  really  be  more  upset  by  a very 
•occasional  definite  step  rather  ffian  a continual  sagging 
in  the  market  during  the  years,  which  has  not  yet  pro- 
ceed the  desired  effect. think  we  come  back  to  the 

Deputy  Governor’s  point,  that  we  regard  the  interest  rates 
as  one  of  a numba-  of  things. 

1895.  Sir  Oliver  Franks:  May  there  not  be  a causal 

link  between  this  view  that  you  must  regard  the  interest 
rate,  and  indeed  monetary  policy,  as  one  of  a number 
of  thmgs,  and  your  unwillingness  to  operate  directly  on  the 
long-term  rate?  )i,  for  example,  there  is  strong  inflation 
and  if  that  manifests  itself  essentially  in  an  investment 
boom,_  and  if  one  is  not  willing  to  operate  on  the  long- 
term  interest  rate  directly  but  only  indirectly  and  bv 
dnmnished  effect  through  the  short-term  interest  rates  then 
it  seems  to  me  that  it  must  fofiow  that,  if  adequate 
restraints  are  to  be  put  upon  the  investment  boom  other 
means  than  monetary  policy  must  be  called  in,  whether 
fiscal  policy  or  duect  controls.  I am  speaking  purely 
hypothetically  ; but  may  it  be  that  these  consequences 
would  not  follow  with  the  same  necessity  but  for  the 
mabinty,  for  reasons  shown,  to  operate  directly  and  sub- 
stantially on  the  long-term  interest  rate? My  view 

IS  that  they  would  follow  very  largely  even  then  though 
possibly  to  a lesser  extent.  Might  I just  come  back  to 
one  other  point,  because  in  this  discussion  we  seem  to 
nave  lost  track  of  it  a little  bit:  funding  is  always  one 
important  side  of  this.  We  have  set  out  our  view  which 
I know  is  arguable,  that  tto  would  make  funding  more 
difficult  rather  than  less  difficult.  That  has  always  been 
one  of  the  factors  in  our 


1896.  Chairman:  Would  it  not  be  equally  possible  in 
the  case  of  funding  to  make  it  plain  that  any  policy 
pursued  was  done  in  order  to  reduce  an  unhealthy  amount 
of  floating  debt,  which  would  be  the  purpose  of  your 

operation  in  that  case? Our  view  is  that  generally 

speaking  the  possibilities  of  funding  on  a falling  or 
depressed  market  are  very  much  less  than  they  are  on 
a steady  or  gently  rising  market, 

1897.  Professor  Sayers:  You  can  force  the  interest 

rate  up  but  you  cannot  force  people  to  buy? No. 

1898.  Professor  C<rir«crcjjj:  The  distinction  between  the 

short  market  and  fiie  long  market  is  of  course  affected  by 
the  capital  loss  involved  dn  two  cases.  In  one  case  you 
were  referring  to  a possible  loss  of  10  per  cent,  in  bonds ; 
nothing  like  a 10  per  cent,  loss  could  possibly  occur  on 
Treasury  Bills? ^No. 

1899.  Chairman:  Then  there  is  the  introduction  to 
Paper  9*  which  .the  Governor  gave  us  last  time  too ; 

are  there  any  questions  on  that? Sir  Oliver  Franks: 

Would  it  be  fair  to  say  on  the  introduction  to  Paper  9 
that  there  is  a causal  relationship  between  the  inability 
to  resist  some  net  addition  to  the  money  supply  and  the 
necessity  of  direct  controls,  for  example,  on  the  banks? 
If  you  assume  that  monetary  policy  will  normally  in  any 
strong  situation  require  supplementation,  must  not  the 
need  to  come  to  direct  controls  arise,  if  liquidity  remains 
impregnable?  Is  not  the  effect  of  this  paper  to  say  that 
over  the  five  year  period  it  was  not  really  possible  to 
do  anything  about  the  essential  liquidity  of  the  situation? 

Once  or  twice  we  have  got  near  it,  I should  say ; 

and  there  have  been  several  occasions  over  periods  of 
months  when  I would  say  that  the  banking  system  had 
some,  although  not  violent,  liquidity  preoccupations, 

1900.  They  got  to  the  stage  of  selling  short  bonds? 

Mr,  Cobbold:  And  taking  losses, — Sir  Oliver  Franks:  A 
little. — Mr.  Cobbold : I would  have  said  that  part  of  the 
banking  system  got  to  the  stage  of  selling  some  longer 
bonds,  wlucb  they  did  not  welcome. 

1901.  Chairman:  They  were  equipped  with  the  means 

of  restoring  their  liquidity  even  at  some  loss? ^Yes. 

certainly.  I would  entirely  accept  Sir  Oliver’s  point,  if 

• See  Questions  1817  to  1822. 
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this  very  big  change  in  policy  was  purely  the  influence 
of  a new  Chancellor  or  that  there  arose  a change  in  Bank 
Rate  as  a result  of  a long  continued  view  of  the  Bank 
that  a move  in  this  direction  should  be  made,  and  then 
certain  technical  changes  just  happened  to  coincide? 

You  get  me  on  to  rather  difficult  ground  there.  I do  not 
♦hink  you  Would  wish  me  to  go  too  closely  into  relations 
and  discussions  with  Ministers  of  the  Crown.  On  the 
other  hand  I think  it  would  be  proper  to  say,  on  this 
general  matter  of  policy  about  the  rigidity  of  short  term 
rates  that  the  Bank’s  view  had  been  consistent  for  some 
time  past,  and  there  had  been  a divergence  of  opinion 
between  Her  Majesty’s  Government  and  the  Bank  of 
En^and  for  some  years  preceding  the  changes  made  in 
November  1951. 

1937.  Sir  John  Woods:  In  relation  to  paragraph  11, 
would  you  explain  to  us  why  Treasury  Deposit  Receipts 
were  embarrassing  for  day  to  day  adjustment?  Mr. 
Cobbold:  That  is  one  of  the  things  we  shall  cover  in 
more  detail  when  we  come  to  Paper  13,  so  perhaps  a 
detailed  essay  might  be  reserved  till  then ; but  we  could 
certainly  give  you  some  of  the  main  objections  without 
going  into  a lot  of  technical  detail.  My  great  objection 
to  Treasury  Deposit  Receipts'  in  peace  time  is  that  they 
are  the  easiest  method  of  resiphoning  from  the  banking 
system  into  Government  the  money  which  is  intended  to 
go  back  into  expenditure  as  quickly  as  it  can  get  there. 
That  was  the  whole  .purpose  of  Treasury  Deposit  Receipts 
in  war  time.  From  the  point  of  view  of  general  policy 
today  it  does  not  seem  to  me  to  be  a good  idea  to  make 
that  process  easier  than  it  is  at  present.  That  is  my  main 
objection,  but  there  are  a great  number  of  others  from 
the  point  of  view  of  relations  with  the  hanks  and  technical 
arrangements.  It  was  a voluntary  arrangement  in  time  of 
war  which  everyone  subscribed  to  willingly  ; I think  it 
would  be  very  different  now. — Mr.  O'Brien:  It  was  a 
device  created  during  the  war  to  simplify,  at  a time 
when  the  Government  was  the  chief  spender,  the  borrow- 
ing back  from  the  banking  system  of  the  money  which 
the  Government  had  spent.  Treasury  Deposit  Ileccipts 
were  created  of  five,  six  and  seven  months’  duration,  and 
the  amount  required  from  the  banks  was  decided  upon 
each  week  (a  very  large  sum,  of  course,  much  larger  than 
would  normally  have  been  obtained  through  the  ordinary 
tender  Treasury  Bill  mechanism)  and  the  banks  were  told 
the  amount  they  would  be  required  to  provide.  Not  all 
the  banks  were  included  in  this  arrangement,  only  the 
banks  principally  concerned,  because  of  the  great  technical 
difficulties  of  including  everybody.  There  is  no  virtue  in 
including  the  small  people  in  connection  with  so  large  a 
total  anyway. — Sir  Oliver  Franks : No  administrative 
virtue? — Mr.  O’Brien:  No  administrative  virtue.  They 
agreed  among  themselves  how  they  should  divide  up  the 
amount  each  week.  They  took  that  amount  and  held  the 
Treasury  Deposit  Receipts.  The  certificates  could  also 
be  used  to  finance  subscriptions,  by  the  bante  themselves 
or  their  customers,  to  the  national  loans  issued  by  the 
Government  during  the  war. 

Treasury  Deposit  Receipts  were  supposed  to  be  outside 
the  banks’  normal  liquid  assets.  In  fact,  as  the  years  went 
by,  the  normal  liquid  assets  of  the  banks  went  down  far 
below  the  traditional  30  per  cent. ; it  was  clear  that 
Treasury  Deposit  Receipts  were  being  regarded  as  part  of 
the  banks’  liquid  assets.  That  is  an  important  point  in 
connection  with  any  suggestion  that  they  might  be  revived. 
After  the  war,  as  Government  assumed  a more  normal 
position  in  the  money  market,  as  its  requirements  were 
gradually  reduced,  less  and  less  of  these  Treasury  Deposit 
Receipts  were  required.  Eventually  it  was  decided,  as  part 
and  parcel  of  returning  to_  the  more  freely  operating  mone- 
tary system,  that  this  artificial  mechanism  was  no  longer 
needed. 

1938.  Chairman:  They  were  interest  bearing? — Pro- 
fessor Cairncross:  But  non  negotiable? Yes. 

1939.  Professor  Sayers:  What  about  the  “embarrass- 
ment to  adjustment  ’’? .It  is  more  embarrassing  to  have 

a system  under  which  you  ask  certain  people  voluntarily 
to  partake  in  a special  financing  arrangement  for  Govern- 
ment as  against  a mechanism  where  you  merely  invite  the 
market  to  subscribe  to  what  the  Government  offers. 

1940.  Sir  John  Woods:  I am  still  not  quite  clear  why 
it  is  mbanassing  to  day  to  day  adjustment? — Sir  Oliver 
Pranks:  I should  have  thought  the  embarrassment  simply 


related  to  the  distinction  between  voluntarily  jrnpos^  and 

accepteci  control  and  market  dealing? ^Mamly  ; I think 

also  that  there  is  a rigidity  in  such  a systeiii  m that  you 
have  .to  decide  each  week  what  you  want,  and  you  have  to 
take  that.  Calculations  may  be  wrong.  Things  are  much 
easier  under  our  present  system. 

1941  Chairman:  Is  the  embarrassment  this:  that  on 
the  one  hand  you  have  to  take  the  monies  put  in  and 
on  the  other  you  cannot  be  sure  you  will  get  the  monies 

you  need,  because  there  is  a voluntary  system? Mr. 

Cobbold:  I think  “embarrassment"  is  related  to  the  fact 
that  we  fixed  this  on  a particular  day  and  that  embarrassed 
our  subsequent  operations  during  the  week.  I do  not 
think  it  meant  anything  more  than  that. 

1942.  Professor  Sayers:  Do  you  not  fix  the  Treasury 

Bill  issue  in  the  same  way? Mr.  O'Brien:  Yes,  but 

we  can  cut  that  down. 

1943.  You  can  adjust  your  Treasury  Bill  issue  just  as 
you  like  and  you  operate  in  Treasury  Biils  all  the  time. 
This  is,  therefore,  a point  that  would  be  relevant  if  one 
were  suggesting  replacement  of  the  entire  Treasury  Bill 
issue  by  Treasury  Deposit  Receipts,  but  it  is  surely  not  an 
argument  against  the  use  of  Treasury  Deposit  Receipts 

alongside  Treasury  Bills? Mr.  Cobbold:  My  memory 

is  that  Treasury  Deposit  Receipts  bulked  so  large  during 
the  war  that  the  daily  operations  handled  by  the  Chief 
Cashier  took  a subsidiary  place.  As  a result  of  the 
1951-52  measures,  we  were  bringing  normal  market  deal- 
ings back.  In  my  recollection  it  is  pretty  clear  it  would 
have  been  more  difficult  to  reinstitule  the  normal  less 
rigid  arrangements  in  the  short  term  market  if  we  had 
looked  to  the  Treasury  Deposit  Receipts  as  we  did  during 
the  war. 

1944.  Chairman:  We  will  come  back  to  that  on  your 

Paper  13.  Paragraphs  12?  13?  14? Sir  Oliver  Franks: 

Will  you  consider  it  at  any  stage  relevant,  when,  for 
example,  dealing  with  alternative  policies  and  so  on,  to 
discuss  the  importance  of  hire  purchase  regulations  and 
whether  or  not  they  are  superior  as  a weapon  for  example 
to  a generalised  purchase  tax?  Is  that  one  of  the  things 

you  had  in  mind  or  not? No,  we  had  not.  I think  I 

have  observed  earlier  that  the  specific  question  of  hire 
purchase  was  and  is  under  discussion  by  Her  Majesty’s 
Government  in  consultation  with  ourselves.  As  I have 
said,  this  is  one  of  the  subjects  on  which  we  are  not  at 
all  happy  that  present  policies  are  as  they  should  be. 

1945.  Professor  Cairncross:  Docs  this  mean  you  will 

not  submit  anything  on  hire  purchase  finance? We 

have  already  made  a number  of  references  to  hire  pur- 
chase finance.  If  the  Committee  would  like  them  further 
developed  wc  should  be  ready  to  give  them  anything  we 
can. 

1946.  I should  have  thought  that  hire  purchase  was 
likely  to  be  an  expanding  feature  of  finance  to  industry. 
1 was  not  thinking  exclusively  of  restriction.s  on  hire  pur- 
chase, but  more  on  the  role  of  the  commercial  banks  in 
hire  purchase.  There  is  at  least  one  bank  in  the  country 
which  has  a hire  purchase  subsidiary ; there  may  be 

others? 1 think  that  question  is  more  for  the  ccmti- 

mercial  banks. 

1947.  Professor  Sayers:  Have  you  ever  expressed  to  any 

of  the  commercial  banks  your  views  on  whether  the  com- 
mercial banks  should  enter  this  field? The  commercial 

banks  both  collectively  and  separately  have  frequently 
asked  my  views  on  that  subject.  I think  that  is  really 
between  me  and  them. 

1948.  Lord  Harcourt : I do  not  think  wc  have  covered 

the  question  of  hire  purchase  finance  companies  in  the 
last  three  or  four  years  really  breaking  into  the  banking 
field  by  acceptance  of  short  term  deposits.  Is  that  im- 
portant?  We  do  not  feel  entirely  happy  abwt  the 

existing  control  or  supervision  over  deposit-taking  by 
finance  companies  doing  hire  purchase  business.  As  I 
have  said  the  Treasury,  in  consultation  with  us.  arc  Iot)k- 
ing  into  that  actively.  That  is  a Governmental  matter. 

1949.  Chairman:  We  may  get  more  on  the  hire  pur- 

chase question  from  the  Board  of  Trade ; but  perhaps 
you  could  give  us  more  on  the  point  that  this  may  be 
a new  and  secondary  market  for  finance.  Is  it  true  (hat 
these  finance  organisations  are  not  solely  concerned  with 
financing  hire  purchase  but  are  a supplementary  'ource 
of  finance  generally? Mr.  Mynors:  Our  information  is 
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extremely  short  on  that  subject.  I should  say  that  that 
kind  of  thing  is  going  on  to  an  increasing  extent,  but 
it  is  very  dilRcuIt  to  tell  how  much  the  scale  of  it  is. — 
Mr.  Cobbold:  My  impression  is  that  the  scale  is  not 
enormous  at  the  moment  but  might  increase  consider- 
ably, particularly  if  other  arrangements  with  the  clearing 
banks  were  maintained  in  their  present  form. 

1950.  Sir  Oliver  Franks:  One  of  the  things  which  I do 
not  understand  at  all  well,  and  which  I suspect  ought  to 
be  understood,  is  the  extent  to  which,  when  restrictions 
are  placed  on  credit,  more  particularly  bank  credit,  un- 
expected efTects  follow.  It  usually  happens,  when  you 
dam  a flow  of  water,  that  as  the  water  piles  up  it  begins 
to  seep  through  in  other  directions.  Similarly,  there  are 
a great  many  other  ways  of  extending  credit  than  bank 
credit.  For  example,  credit  is,  I suppose,  extended  by 
most  of  the  departmental  stores  in  this  country,  that  is 
one-way  traffic  between  the  store  and  the  particular  indi- 
vidual. The  hire  purchase  companies  stand  as  it  were 
in  an  intermediate  position  between  the  banks  and  the 
department  stores.  There  are  a great  many  other  relation- 
ships in  which  credit  may  be  either  contracted  or 
expanded ; for  example,  between  commercial  and  manu- 
facturing concerns,  where  a firm's  amount  of  credit  may 
be  greatly  expanded  or  considerably  reduced.  In  the 
general  problems  of  quantity  and  velocity  of  money  the 
amount  of  credit  of  these  sorts,  which  move  by  declina- 
lion  from  ordinary  bank  credit,  may  be  of  growing  im- 
portance. It  LS  not  simply  a question  of  what  happens 
with  the  finance  houses.  It  is  also  a question  of  how 
far  the  other  forms  of  credit  are  playing  an  important 
part  m hindering  or  promoting  whatever  the  policies  of 
the  Government  may  be  from  time  to  time.  Has  the 

Bank  a broad  view  on  that? 1 agree  entirely  This 

is  an  extremely  important  field.  I would  regard  the  chain 
of  commercial  credit  as  far  more  important  in  volume 
[than  hire  purchase  finance  companies.  I think  it  is 
impossible  to  have  reliable  figures  about  that. 

1951.  Professor  Sayers:  Is  it  impo.ssibIe  to  have  useful 

figures? Mr.  Mynors:  We  certainly  have  not  got  them 

at  the  moment,  I think  they  would  be  very  difficult  to 
get.— Mr.  Cobbold:  We  hear  and  think  a great  deal  about 
It.  It  IS  much  in  our  minds  when  we  arc  talking  to  people 
and  collecting  general  impressions  about  the  credit  squeeze 
and  its  working,  because  we  have  found  that  the  credit 
squeeze  is  passed  on  from  manufacturer  through  whole- 
saler to  retailer  right  down  the  line.  This  is  probably 
where  the  credit  squeeze  is  being  most  eflcctivc. 

1952.  Is  it  not  ironed  out  to  some  extent  as  it  is  pa-ised 

on? Yes.  there  must  be  erosion  all  the  time  as  it  passes 

through.  1 think  that  question  whether  the  credit  squeeze 
is  being  felt  right  through  the  chain  is  very  relevant. 

_ 1953.  Professor  Cairncross:  Do  you  get  any  indica- 
tion of  the  extent  to  which  funds  normally  applied  to 
long  term  purposes  are  being  used  for  short  term  credit? 
Wo  should  have  a definite  view  from  time  to  time  at 


what  sort  of  bracket  of  maturities  insurance  companies 
and  investors  generally  are  seeking  to  lend.  We  should 
know,  for  instance,  if  toere  were  an  easy  supply  of  capital, 
say,  up  to  five  years,  but  a more  difficult  supply  from 
five  to  fifteen. 

1954.  Would  you  agree  that  substantial  sums  appear 

to  have  been  switched  into  short  term  markets? Yes  ; 

as  interest  rates  move  a lot  of  people  take  views  as  to 
how  long  they  want  to  be  involved  at  particular  rates 
and  when  they  would  like  to  have  their  loans  repaid. 

1955.  Lord  Harcourt:  By  and  large,  as  regards  life 
insurance  companies,  the  higher  the  interest  rates  are  the 
more  tendency  there  will  be  for  them  to  insist  on  lending 

longer  with  no  repayment  clause  at  an  early  date? 

That  is  certainly  the  very  strong  tendency. 

1956.  Am  I right  in  thinking  that  whereas  the  other 
great  acceptors  of  deposits  for  relending,  that  is  the  build- 
ing societies,  are  regulated  to  some  considerable  extent 
by  the  Registrar  of  Friendly  Societies,  the  hire  purchase 

finance  companies  are  not  regulated  in  any  way? ^You 

are  correct. 

1957.  Chairman : In  paragraph  18  you  tell  us  that  in  the 
first  part  of  1952  the  banks  began  to  sell  investments.  Do 
you  know  on  what  scale,  because  this  was  a falling 

market? Mr.  Mynors:  Investments  in  the  quarter 

January  to  March,  1952,  fell  by  £31  millions,  and  in  the 
quarter  April  to  June  by  £18  millions. 

1958.  Professor  Sayers:  Was  there  any  maturity  during 
that  period  that  would  account  for  any  part  of  those 

figures? 1 am  afraid  I cannot  answer  that  without 

looking  it  up." 

1959.  Chairman:  Paragraph  20  gives  the  analysis  of 
the  reasons  which  governed  the  rise  to  4 per  cent,  in 
March,  1952.  This  was  an  occasion  when,  by  choosing 
the  figure  of  4 per  cent.,  if  I understand  it,  you  expected 

to  have  a direct  effect  upon  the  gilt  edged  market? 

Mr.  Cobbold : It  was  expected  “ to  help  to  promote  more 
settled  conditions  ". 

1960.  That  is  quite  different  from  an  attempt  to  push 
prices  down ; if  I follow  your  treatment  of  this,  you 
wished  the  market  to  think  that,  in  arriving  at  4 per 
cent.,  they  had  arrived  at  something  like  a plateau,  and 
that  now  was  the  time  to  buy  because  they  would  not 
get  better  in  the  foreseeable  lime  ahead. — Professor 
Cairncross:  In  point  of  fact  there  was  a rise  of  yields 

throu^out  the  whole  of  the  second  part  of  that  year? 

Yields  were  down  a touch  in  the  second  quarter,  from 
February  to  April;  then  they  started  to  go  up  towards 
June.  You  will  see  from  paragraph  29  that  the  price  of 
gilt  edged  stock  fell  immediately  after  the  increase  in 
Bank  Rate  was  announced  on  lltb  March;  thereafter 
they  rose  slowly  until  mid-April ; then  from  mid-April 
prices  again  fell. 

1961.  Professor  Cairncross:  Do  you  regard  that  as  a 

more  settled  condition? ^Temporarily,  but  not  for  long. 


(Adjourned  until  2.15  p.m.) 


C.  F.  Cobbold,  Esq,,  H.  C.  B.  Mynors,  Esq.,  L.  K.  O’Erkn,  Esq., 
and  W.  M.  Allen,  Esq.,  further  examined. 


1962.  Professor  Sayers:  In  the  middle  of  paragraph  22 
you  speak  of  the  alignment  of  commercial  bill  rates  with 
those  current  in  financial  centres  abroad.  That  made 
me  WOTder  which  rates  the  Bank  considers  are  the  most 
directly  relevant  to  the  movement  of  short  funds  in  and 
out  of  London?  Is  it  the  rate  of  discount  on  commer- 
cial bills  or  is  it  the  Treasury  Bill  rate? Mr.  Cobbold: 

Broadly  speaking  the  total  cost,  including  commission  and 
80  on,  of  borrowing  on  commercial  bills  in  one  market 
or  another,  which  takes  different  forms,  of  course. 


1963.  Professor  Cairncross:  What  is  meant  by  “Other 

Accounts”  in  paragraph  26? Mr.  Mynors:  It  includes 

things  like  items  in  transit  and,  1 think,  various  internal 
balances.  The  detail  of  that  would  be  a matter  clearly  for 
the  clearing  banks, — Mr.  Cobbold:  But  the  vast  pre- 
ponderance of  “ Advances  and  Other  Accounts  ” is 
advances. 


1964.  Chairman:  On  paragraph  27  and  the  following 

paragraphs  would  it  not  be  true  that  although  credit  ex- 
tended by  the  banking  system  to  private  borrowers  fell  by 
over  £300  million  in  the  nine  months  following  March, 
1952,  and  in  fact  over  the  year  1952-53,  there  was  a very 
large  increase  on  the  other  hand  in  the  money  lent  by  the 
banks  to  Government  on  Treasury  Bills,  and  a consider- 
able increase  in  the  fiduciary  issue  too? ^Afr.  Allen : 

That  is  true  on  that  period.  In  the  financial  year  1952-53 
the  net  deposits  of  the  clearing  banks  were  raised  by  some 
£150  million. — Afr.  Cobbold:  That  is  one  of  the  periods 
when  one  of  the  points  I made  in  my  opening  statement 
to  this  paper  is  very  clearly  demonstrated. 

1965.  What  happens  is  a shift  of  the  credit  given  to  the 

private  sector  to  the  public  sector? ^I  would  have  put 

it  more  generally : that  over  the  period  the  credit  given  to 
the  private  sector  has  been  held  approximately  level  within 

* See  Appendix  to  Minutes  of  Evidence. 
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comparatively  small  limits,  but  the  credit  given  to  the 
public  sector  has  gone  up  very  considerably. 

1966.  Professor  Sayers:  In  paragraph  29  there  is  a refer- 
ence to  the  issues  of  guaranteed  stock  for  the  nationalised 
industries.  That  operation  was  in  effect  an  attempt  at  a 
funding  of  bank  advances ; but  in  so  far  as  it  meant  a 
substitution  of  Treasury  Bills  for  bank  advances,  there 
was  no  reduction  in  the  total  short  term  borrowing  of 

the  Government? ^There  was  no  long  term  funding,  to 

the  extent  that  those  Government  guaranteed  issues  were 
not  taken  up  by  the  public. 

1967.  Chairman:  The  advance  is  taken  off  the  banks 
by  the  issue  of  the  stock ; in  so  far  as  the  stock  is  not 
taken  up  by  the  public  it  goes  into  the  possession  of 
the  Issue  Department  but  as  the  money  has  to  be 
found  somehow  it  is  raised  for  the  time  being  again  from 

the  pubUc  or  the  banks  by  Treasury  Bills? Much  more 

from  the  banking  system  than  the  public. 

1968.  For  the  future  it  depends  on  the  progress  you 

make  in  turning  out  the  stock  into  the  hands  of  holders 
and  reducing  the  Treasury  bills? ^Yes. 

1969.  Sir  Oliver  Franks:  Would  it  be  improper  or 
absurd  to  consider  a system  whereby  the  money  required 
for  the  long  term  capital  expenditure  of  nationalised  in- 
dustries would  have  to  be  raised  long  terra  at  whatever 
might  be  the  right  rate,  and  it  would  be  impossible  to 

float  it  for  the  time  being  on  Treasury  Bills? ^The  ideal 

arrangement  in.  all  our  minds  would  be  that  the  cor- 
porations should  borrow  on  their  own  credit,  for  the 
periods  for  which  they  would  borrow  in  the  ordinary 
course  of  events  if  they  were  private  companies. 

1970.  Lord  Harcourt:  In  advance  of  their  expen- 
diture?  In  advance  of  their  capital  expenditure 

or  concurrently,  as  any  business  would  do. 

1971.  Professor  Sayers:  How  would  that  differ  from 

Government  credit? ^It  would  differ  in  the  sense  that 

it  would  relieve  the  Government  of  having  to  borrow 
for  them.  Government  guaranteed  borrowing  and  direct 
Government  borrowing  are  so  nearly  alike  as  to  be  in- 
distinguishable. 'H  the  nationalised  industries  were  bor- 
rowing on  their  own  credit  their  issues  would  not  be 
a direct  competitor  with  Government  loans  to  meet  its 
own  expenditure  or  to  fund  Treasury  Bills. 

1972.  Why  would  it  not  be  a direct  competitor?  Surely 

these  issues  would  be  as  secure  from  default  as  British 
Government  issues? ^Without  a Government  guaran- 

tee? I do  not  think  they  would  be  judged  so,  without 
a guarantee  in  the  contractual  tenns.  What  would  they 
depend  on?  They  would  surely  depend  on  the  revenues 
of  the  individual  corporation. 

1973.  But  are  not  these  concerns  under  certain  statu- 
tory obligations,  which  in  effect  rule  out  the  po.ssibility 

of  default?- Mr.  Mynors:  The  statutory  water  under- 

takiugs’  issues  are  on  a much  smaller  scale,  but  they  are 
not  quite  on  a parallel  with  Government  credit. 

1974.  Is  that  not  because  they  are  small? Market- 

ability certainly  is  a factor. 

1975.  Chairman:  Would  it  be  a factor  with  issues  of 

the  size  that  we  are  assuming? Mr.  Cobbold:  If  they 

were  not  Government  or  Government  guaranteed  they 
would  have  to  be  underwritten,  and  I think  you  would 
find  it  extremely  difficult  to  get  loans  of  that  size  under- 
written. That  is  the  first  problem.  Then  I do  not  think 
the  public  view  about  a nationalised  industry  stock  with- 
out Government  guarantee  would  be  the  same  as  towards 
nationalised  industry  stock  with  guarantee. 

1976.  Professor  Sayers:  Do  you  mean  that  it  is  con- 
ceivable that  any  British  Government  would  allow  one 
of  its  nationalised  corporations  to  default  on  a bond  issue? 

1 am  not  suggesting  that  at  all.  But  what  the  investor 

looks  at  is  the  terms  of  the  prospectus  and  exactly  what 
the  strength  of  the  guarantee  is. 

1977.  Sir  John  Woods:  Would  not  the  practical  effect 

be  to  increase  the  rate  at  which  they  borrowed,  as  com- 
pared with  the  Exchequer? It  would  certainly  increase 

the  rate  of  interest  on  the  sort  of  scale  that  they  have 
been  borrowing  over  the  last  few  years.  My  own  judg- 
ment would  be  that  it  would  not  have  been  a possible 
proposition  except,  at  quite  outside  rates ; as  a practical 
proposition  one  would  have  to  write  off  the  idea  that  they 
could  have  borrowed  on  their  own  credit  over  this  period. 


1978.  Chairman:  The  original  question  was  not  so 
much,  I think,  on  the  possibility  of  separate  issues  as  to 
whether  monies  required  for  long  term  capital  expendi- 
ture should  not  be  raised  by  some  security  that  was 
equivalent  in  period  before  the  expenditure  was  incurred? 
^That  puts  us  back  into  the  general  question  of  fund- 
ing and  of  long  term  borrowing.  Their  loans  are  Govern- 
ment guaranteed  and  arc  therefore  an  addition  to  the 
whole  bulk  of  Government  borrowing.  Wc  have  only 
been  able  to  sell,  either  by  direct  issue  or  by  the  fund- 
ing process  through  the  Issue  Department,  a certain 
amount  at  the  longer  dates.  If  wc  had  tried  specifically 
on  each  occasion  to  match  a nationalised  industry  require- 
ment by  a long  loan  at  that  moment,  we  should  have  run 
up  against  precisely  the  difficulties  that  I have  described ; 
we  should  not  have  succeeded  in  .selling  that  except  by 
forcing  the  issue  on  the  market  very  hard  indeed. 

1979.  Sir  Oliver  Frank.r.  You  would  regard  it  as  not 

possible  to  consider  the  view  that  a nationalised  industry 
should  not  be  able  to  get  on  with  its  capital  develop- 
ment unless  it  can  raise  its  own  long  term  money? 

I should  come  to  the  regrettable  condu.sion  that  over  the 
period  we  are  now  talking  about  it  would  have  been  quite 
impracticable  to  raise  the  money  on  that  basis. 

1980.  But  this  is  a period  in  which  the  volume  of  ex- 
penditure on  Government  capital  projects  was  steadily 
going  up,  whereas  bank  advances  to  the  private  sector 
were  more  or  less  running  along  level.  Docs  this  not 
mean  that,  in  so  far  as  the  boom  which  developed  was 
very  largely  an  investment  boom,  what  wc  arc  talking 

about  now  had  quite  a lot  to  do  with  ilV A very  great 

deal  to  do  with  it. 

1981.  Therefore  this  impracticability  of  matching  long 

term  expenditure  with  long  term  money  is  a very  serious 
thing,  because  so  far  it  has  produced  the  imbalance  which 
is  so  difficult  to  right? ^I'he  financing  of  the  national- 

ised industries,  coupled  with  direct  Government  borrow- 
ing to  meet  their  own  overall  deficit  where  it  existed,  plus 
the  funding  of  the  maturing  obligations  each  year,  has 
certainly,  as  I said  in  my  opening  remarks,  been  far  the 
most  difficult,  indeed  the  fundamcnliil.  technical  monetary 
problem  over  the  period. 

1982.  That  I am  sure  is  so.  i appreciate  that,  if  one 
were  looking  at  it  from  your  side  of  the  table,  it  must 
be  the  way  in  which  all  these  things  have  come  together 
that  makes  the  total  problem  so  difficult  to  handle.  But 
I am  not  sure  that  it  i.s  not  worth  pursuing  this  separate 
problem  of  the  capital  expenditure  which  Governments 
undertake.  If  one  simply  rolls  that  problem  up  with  all 
the  others  of  Government  expenditure  in  general  and 
Government  .borrowing,  one  tends  to  lo*c  sight  of  the 
fact  that  this  particular  kind  of  expenditure  is  of  a dif- 
ferent kind.  It  Is  capital  expenditure  for  long  lenu,  and 
therefore  ought  to  be  matched  by  long  term  provision  of 
money.  Can  wc  hope  to  avoid  the  son  of  difficulties  of 
the  last  five  years  unless  in  some  way  this  matching  of 
money  and  commitment  can  be  achieved?  ''I  he  CJovcrn- 
ment  have  overcome  that  to  u considerable  extent  in  the 
last  two  years  by  gelling  much  nearer  to  an  overall  .sur- 
plu.s  in  their  Budget  accmmls,  including  ttic  needs  of  the 
nationalLscd  industries,  and  therefore  dealing  with  much 
more  of  the  long  term  capital  needs  out  of  revenue,  That 
leaves  a smaller  amount  to  be  raised  by  borrowing  of  one 
sort  or  another.  I agree  that  it  is  extremely  desirable 
that  at  least  that  element  in  the  public  bt>rrowing  pro- 
gramme should  be  met  by  long  term  hsirrowing  of  .some 
form  or  another,  I should  be  very  much  esweerned,  and 
have  been  very  much  concerned,  when  the  global  borrow- 
ing in  one  way  or  the  other  of  Govcrnmcnl  at  long  term 
does  not  equivalatc  the  nationalises!  induMfics'  long  term 
requirements.  If  wc  fall  short  of  that  on  sHir  global 
borrowing  programme  either  through  direct  issues  or 
through  the  Issue  Department  machinery,  ihcn  wc  are 
getting  into  dangerous  waters,  and  to  some  extent  in- 
creasing the  short  term  debt  for  this  kwjg  term  purpose, 
which  ,I  dislike  very  much  indeed. 

1983.  It  must  be  about  as  wrong  m prir«iplc  as  any- 
thing can  be? 1 absolutely  agree  with  you.  That 

was  one  of  the  factors  conducing  to  the  change  which 
was  made  nearly  two  years  ago  in  the  Budget  of  1956. 
The  Issue  Department  had  taken  up  a number  of  these 
Government  guaranteed  nationalised  industry  stodu,  ainl 
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we  were  'beginning  to  find  in  practice  we  could  not  turn 
them  over  very  easily.  These  corporations  were  thus  be- 
coming financed  on  short  term  debt,  which  seemed  to  us 
to  be  a most  inappropriate  process.  That  has  been  changed 
since  their  requirements  were  taken  into  the  Budget.  In 
the  last  two  years  a great  deal  more  of  that  has  been 
financed  out  of  revenue,  so  that  the  position  is  a great 
deal  more  healthy. 

1984.  Professor  C<iirncross\  Are  not  the  obligations 
of  the  nationalised  industries  in  practice  part  of  the 

National  Debt  now? Yes,  when  they  are  Government 

guaranteed. 

1985.  So  the  issues  made  by  the  nationalised  indus- 
tries must  tie  up  with  the  Government’s  own  funding 

operations? Certainly ; and  as  I was  saying,  during 

this  period,  until  the  new  system  was  working,  they  were 
definitely  competitive,  and  in  fact  emibarrassing.  They 
were,  in  a slightly  different  sense,  embarrassing  to  the 
general  Government  borrowing  programme,  not  only  be- 
cause of  their  frequent  incidence  but  .because  of  the  fact 
that  the  market  knew  perfectly  well  that  we  should  have 
Co  come,  say,  in  iMay  or  June  for  fX  million  for  one 
of  the  nationalised  industries,  and,  say,  in  July,  Augu-st 
or  September  for  £Y  million  for  another  one.  That  was 
continually  overhanging  the  market  and  had  a bad  effect 
on  our  more  general  Government  and  funding  operations. 

1986.  The  general  purport  of  Sir  Oliver  Franks’s  ques- 
tion is  surely  that  the  capital  expenditure  of  the  Govern- 
ment must  be  related  to  its  ability  to  borrow  on  long 
term.  It  would  be  impcKsiblc  to  separate  the  needs  of 
the  nationalised  industries  from  the  other  capital  needs 
of  the  Government,— Frn/t’.wor  Sayers:  How  can  you  say 
that  it  is  the  capital  needs  of  the  nationalised  industries 
that  have  been  met  by  your  funding  and  not  some  other 

part  of  the  Government’s  needs? You  can  only  take  it 

overall  now.  but  one  has  at  the  back  of  one’s  mind 
the  very  relevant  point  that  Sir  Oliver  made,  that  the 
nationalised  industries  are  the  first  thing  to  look  at, 
because  that  is  definitely  long-term  capital  expenditure, 
and  that  ought  to  be  matched  by  long-term  borrowing. 

1987.  In  the  middle  of  paragraph  31  there  is  a reference 
to  the  minor  funding  operation  of  the  autumn  of  1952.  It 
is  stated  that:  — 

"The  re.sponsc  to  these  offers  was  considerable  ; it  was 

not  prompted  by  requests  from  the  authorities  to  finan- 
cial institutions  to  -subscribe  specified  amounts." 

Would  that  statement  be  equally  true  if  one  left  off  the 
last  four  words?  Were  there  requests  otherwise  than  " to 
subscribe  specified  amounts’’?— — On  that  occasion 
equally  true. 

1988.  Were  there  .statements  by  the  authorities  that  the 
authorities  'would  be  pleased  if  the  financial  inslitution-s 

took  a certain  course? ^As  far  as  I can  remember 

there  was  no  indication  of  any  kind.  I will  check  on 
that  and  if  I should  have  to  qualify  that  statement  in  any 
way  later,  I will  do  so  ; but  .my  present  reaction  is  none,* 

1989.  Professor  Cuirncross:  Your  refer  in  paragraph  32 

to  “home  holdings  outside  the  banking  system’’  increas- 
ing. Was  this  the  first  occasion  in  the  period  from  1951 
in  which  you  observed  a substantial  increase  in  these  hold- 
ings?  Mr.  Mynors:  It  wa.s  the  first  occasion  .since  1951 

but  not  the  first  occasion  until  then ; they  would  have 
been  larger  in  earlier  years. 

1990.  Is  it  the  experience  of  the  Bank  that  the  demand 
for  Treasury  Bills  outside  the  banking  system  has  been 

increasing?  Is  there  a secular  element  in  this? 1 

should  doubt  whether  you  could  say  there  was  anything 
sufficiently  regular  to  look  like  a secular  change.  It 
depends  on  the  relative  attraction  of  short  bonds  con- 
trasted with  Treasury  Bills,  which  depends  on  how  people 
think  rates  are  going  to  run  in  the  future,  and  a little, 
though  perhaps  not  very  much,  on  the  change  in  the 
margin  between  interest  earned  on  Treasury  Bills  and  the 
interest  earned  on  bank  deposits. 

1991.  Were  holdings  of  Treasury  Bills  outside  the  bank- 
ing system  comparable  before  the  war? Mr.  Mynors: 

It  is  a post-war  development.  The  total  figure  is  very 
much  larger  now,  of  course,  because  everything  is  abso- 
lutely so  much  larger.  We  have  made  some  fairly  de- 
tailed calculations  for  the  early  thirties ; the  proportion 
~ * Th^witn^  later  confirmed  that  no  indication  of  any  kind  was 
^ven. 


one  to  another  then  was  not  far  different  from  what  it 
has  been  now,  and  then  it  fell  away  very  much  in  between. 
— Mr.  Cobbold : I might  add  a general  rather  than  a 
statistical  observation  on  that.  We  hear  of  more  large 
industrial  companies  taking  an  interest  in  and  talking 
about  Treasury  Bills.  The  interest  in  Treasury  Bills  is  a 
little  wider  spread  than  it  was  pre-war.  Would  you  agree, 
Mr.  Deputy? — Mr.  Mynors:  I would.  You  come  across 
it  in  the  balance  sheets  of  large  industrial  companies  who 
expressly  say  they  have  never  held  .them  before.  They 
have  now  b^me  Treasury  Bill  conscious.  To  that  extent 
I think  there  is  a change  which  might  become  permanent. 

1992.  But  would  not  the  change  be  from  the  holding  of 
short  bonds  rather  than  from  holding  cash?  If  they 
were  holding  Treasury  Bills  in  preference  to  cash  it 
would  make  very  little  impact  on  the  general  state  of 
liquidity.  If  they  were  moving  over  from  bonds  to  Bills 

it  would  be  an  unfortunate  change? Mr.  Cobbold: 

The  trend  I was  talking  about  was  more  from  cash  to 
Treasury  Bills.  They  arc  becoming  more  Treasury  Bill 
conscious  than  they  were  before  the  war ; at  least  in  my 
experience,  which  is  only  people  I happen  to  hear  of  but 
that  covers  a fairly  wide  area,  that  has  been  increasing 
quite  considerably. 

1993.  Chairman:  I am  not  clear  whether  you  have  any 

policy  that  favours  or  disfavours  this  kind  of  movement. 
As  I understand  the  position  holders  of  Treasury  Bills 
outside  the  banking  system  may  be  foreign  holders  of 
money  brought  in  for  the  time  being,  overseas  holders 
of  sterling,  or  they  may  be  internal  holders  such  as  the 
companies  with  spare  money  you  arc  speaking  of.  To 
the  extent  they  come  in  they  take  the  liquidity  repre- 
sented by  Treasury  Bills  off  the  banking  system.  Do  you 
have  any  policy  to  promote  that,  or  is  it  something  which 
re.sponds  to  current  conditions  and  is  beyond  your  con- 
trol?  Mr.  Mynors:  It  is  mainly  a response  to  current 

conditions,  and  we  cannot  tailor  our  moves  specifically 
to  encourage  that. 

1994.  Could  you  not  make  the  Treasury  Bill  return 
from  lime  to  time  comparatively  attractive  as  opposed, 
let  us  say.  to  bank  deposit  money  or  short  bonds?  You 

have  in  that  field  pretty  good  control? Mr.  Mynors: 

"I'he  margin  between  hank  dcpo.sit  rates  and  the  Treasury 
Bill  rate  can  and  has  varied  a bit,  but  they  are  both  more 
or  less  tied,  each  with  its  own  string,  to  Bank  Rate.  The 
banks’  deposit  rate  will  vary  explicitly  with  the  Bank 
Rate : the  Treasury  Bill  rate  will  be  a varying  amount 
below.  So  we  have  not  a very  wide  margin  of  play  there. 
One  of  the  things  that  I think  is  relevant  (this  is  only  a 
personal  judgment)  is  the  stability  of  the  Treasury  Bill 
rate.  I am  not  sure  that  you  would  get  a development 
of  an  outside  demand  for  Treasury  Bills  if  the  rate  were 
very  widely  fluctuating. — Mr.  Cobbold:  It  certainly  has 
proved  on  some  occasions  convenient  to  us  from  the  point 
of  view  of  bank  liquidity  to  see  a movement  of  this  sort, 
and  the  fact  that  some  such  movement  might  be  prob- 
able, though  it  has  not  been  anything  like  a major  factor, 
has  certainly  been  present  in  our  minds  in  taking  certain 
decisions. 

1995.  At  all  periods  when  •you  are  troubled  for  policy 
purposes  by  the  liquidity  of  the  banking  system,  you 

would  wish  to  expand  .this  outside  holding? Outside 

holdings  of  Government  paper  in  general,  of  which  this  is 
a component. 

1996.  And  possibly  rather  an  important  one? ^But 

much  less  likely  to  stick.  This  is  much  more  volatile. 

1997.  But  if  it  was  your  policy  to  expand  it  you  would 
need  additional  powers  beyond  what  you  possess  today 
to  achieve  it,  because,  as  you  say,  the  comparative  rates 
would  govern  it,  and  they  are  governed  by  their  own 

strings  and  centre  round  the  one  thing,  Bank  Rate? 

Yes. 

1998.  Professor  Sayers:  Are  not  the  strings  rather  more 
elastic  than  the  Deputy  Governor  suggested?  The  gap 
between  the  Bank  Rate  and  the  bankers’  deposit  rate  is 
almost  completely  static,  but  the  gap  between  the  Bank 
Rate  and  the  Treasury  Bill  rate,  which  is  virtually  under 
the  control  of  the  authorities,  has  varied  very  much?  It 
is  at  the  moment  about  9s.  per  cent.,  I suppose ; three 

months  ago  it  was  one  and  a half  per  cent.? Mr. 

Mynors:  I am  sorry.  I thought  I had  indicated  that  it  was 
to  some  extent  elastic. — Mr.  O’Brien : Although,  as  Profes- 
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sor  Sayers  says,  the  hankers’  deposit  rate  is  geared  dosely 
to  Bank  Rate,  the  difference  per  cent,  between  the  bankers 
deposit  rate  and  the  Bank  Rate  is  not  ^^^tant.  For 
instance,  now  we  have  a 7 per  cent,  ^nk  Rate  and  a 
bankers’  deposit  rate  of  5 per  cent.  Those  rates  tend 
to  come  closer  together  when  Bank  Rate  is  ^ 

Treasury  BUI  rate  is  almost  always,  particularly  when  we 
are  having  tight  conditions,  substantially  fbov®  Jhe 
the  bankers’  deposit  rate,  so  you  may  say  that,  gener^ly 
speaking,  the  Treasury  Bill,  leaving  aside  consideration 
ot  Uquidity  and  so  forth,  is  attractive  purely  from 

the  rate  of  interest  point  of  view  than  a bankers  deposit. 
I think  firms  have  been  attracted  into  Treasury  Bills  be- 
cause the  degree  of  that  attraction  has 
recent  years  and  has  been  apparent  to  all.  Firms  hav 
also  been  attracted  not  only  into  Treasury  Bills  but  further 
on  into  short  ^nds  for  the  same  sort  of  reason ; they 
have  gone  into  short  bonds,  I think,  -where  they  have 
dared  to  put  their  money  that  far  forward,  having  in 
their  minds  the  liquidity  of  the  short  ibonds,  their  market- 
aibility  and  so  forUi. 

1999.  Sir  Oliver  Franks : And  I suppose  you  have  to  add 
that  the  movement  has  been  -what  it  was  because  the  com- 
mercial banks  did  not  try  to  stop  it?  There  are  various 
things  which  they  could  have  done,  but  there  has  been 
too  little  for  them  to  do  -with  their  deposits  for  it  to  be 
worth  while? Yes. 


2000.  Professor  Sayers:  There  is  one  general  question 
on  paragraphs  44-to  48,  about  the  reduction  in  Bank  Rate 
in  1953.  On  balance  the  authorities  decided  that  it  would 
be  Tight  to  reduce  rates,  to  confirm  the  tendency  of  short 
rates  to  fall.  The  reasons  for  that  are  set  out  here.  Retail 
prices  were  stUl  rising  at  this  time,  and  went  on  rising. 
Was  that  considered  as  a reason  against  the  easing  of 

interest  rates? Mr.  Cobbold:  The  situation  of  prices 

would  certainly  have  been  a relevant  factor  at  that  time. 


2001.  The  notes  and  coin  in  circulation  with  the  public 
were  rising  very  steeply  at  this  time,  and  yet  the  Bank 

Rate  was  reduced? Mr.  Mynors:  We  say  in  paragraph 

47  that  “ technical  considerations  clearly  favoured  a _ re- 
duction, general  considerations  were  divided  that  might 
cover  these  things  which  would  be  in  one’s  mind. — Mr. 
Cobbold:  In  general  terms  I would  say  this;  we  can  all 
take  for  granted  that  a higher  Bank  Rate  and  high  interest 
rates  have  unattractive  features,  in  the  added  charge  to 
the  Budget  and  -to  the  balance  of  payments.  We  have  always 
been  concerned  to  be  sure  in  our  own  minds  that  the 
factors  on  the  other  side  outweighed  those  obvious  dis- 
advantages, and  that  the  general  advantages  of,  say,  re- 
maining at  4 per  cent,  as  opposed  to  going  to  per  cent, 
at  a certain  moment  would  .be  sufficient  to  outweigh  the 
advantages  of  going  down  half  a point  to  meet  those  other 
objections.  The  other  factor  very  much  in  our  minds  has 
been  a great  desire  to  keep  flexibility  and  future  freedom 
of  manoeuvre.  From  ±e  beginning  of  the  more  flexible 
policy  in  1951  we  have  always  been  anxious  lest  we  should 
find  ourselves  stuck  on  a high  rate  because  of  the  dan- 
gers, .both  psycholoi^cal  and  to  some  extent  factual,  of 
coming  down  a little  when  we  thought  that  the  general 
considerations  warranted  coming  down  a little.  We  have 
always  been  keeping  a tight  hand  on  money,  but  we  have 
wanted  to  keep  a little  flexibflity,  to  be  able  to  follow 
market  Crends  to  some  extent  at  certain  periods  where  we 
thought  that  the  balance  of  advantage  lay  that  way 
rather  than  in  keeping  absolute  rigidity,  partly  with  a view 
to  keeping  freedom  of  manoeuvre  for  going  upwards  again 
when  we  might  feel  that  some  slightly  more  shock  treat- 
ment and  a definite  hardening  was  necessary. 


2002.  There  is  one  difficulty  about  that  line  of  reason- 
ing fliat  seems  to  me  to  be  well  illustrated  in  this  episode, 
The  Bank  Rate  had  been  up  at  4 per  cent.,  and  the  effect 
of  that  Bank  Rate  on  the  long  term  market  depended  in 
part  upon  expectatio-ns  that  it  would  before  very  long 
come  down  again.  The  inflation  was  continuing  all  the 
time.  If  the  level  of  long  term  rates  was  to  be  hardened, 
Bank  Rate  had  got  to  be  kept  up,  and  possibly  pushed 
up  further.  On  the  other  hand,  if  Bank  Rate  were  brought 
down,  that  would  just  confirm  people  in  their  expectations 
that  the  4 per  cent,  episode  was  a mere  flash  in  the  pan, 
and  that  we  were  going  on  in  the  days  of  3i  or  4 per 
cent,  long  term  rate.  To  put  the  Bank  Rate  down  at 
this  stage  instead  of  just  sitting  on  it  at  4 per  cent,  was 
'bound  to  have  the  effect  of  keeping  down  long  term 


rates.  In  fact  long  term  rates  fell,  and  that  at  a time 
when  the  inflation  was  proceeding.  Does  this  mean  that 
the  Bank  was  prepared  to  acquiesce  in  a fall  in  long  term 
rates  and  did  not  mind  the  continuance  of  inflation  being 

encouraged  by  that  fall  in  long  term  rates? 1 can  only 

say  on  this  particular  change  that  there  were  considera- 
tions both  ways.  In  a sense  we  compromised  by  unifica- 
tion of  Bank  Rate  with  the  special  discount  rate  for 
Treasury  Bills,  which  brought  Bank  Rate  down  but  did 
not  bring  the  whole  level  of  rates  down.  But  that  did 
have  an  effect  on  the  long  term  rate. 

2003.  Profeavr  Cairncrass:  You  refer  in  this  para- 

graph to  the  rather  uncertain  international  outlook  in 
September,  1953.  Did  that  play  no  part  in  the  reduction 
of  Bank  Rate? My  recollection  is  that  rales  were  fall- 

ing round  the  world  at  that  lime, 

2004.  I was  not  thinking  just  of  the  movement  of  rates 
but  of  the  doubts  that  were  then  being  expressed,  in 
some  quarters  at  least,  about  the  prospect  of  a slight 

recession  in  the  United  States? ^That  was  certainly 

one  of  the  general  considerations  which  were  present. 

2005.  On  the  other  hand  I notice  that  the  liquidity  ratio 
in  this  period  was  as  high  as  37-4  per  cent.  Was  not  that 

a very  high  ratio  from  which  to  l«gm  a relaxation? 

We  were  not  talking  in  terms  of  casing  money  there. 

2006.  Professor  Sayenv:  Was  it  not  easy  enough  al- 
ready?  U was  easy  in  some  ways  and  not  in  others. 

We  were  keeping  a pretty  tight  hold  on  bank  advances 
and  credit  to  the  private  sector. 

2007.  Chairman:  You  say  in  paragraph  46:  — 

“It  is  a cardinal  principle  of  policy  that  Bank  Rate 
should  not  be  used  to  influence  security  prices  in  close 
connection  with  a stock  operation.’’ 

If  stock  operations  consisted  of  issues  in  the  private  sense, 
which  took  place  on  a certain  day  on  certain  ternw  and 
then  were  over,  that  would  bear  uptm  it ; but  under  the 
system  which  you  have  explained  to  iis,  under  which 
there  is  a continuous  stock  operation  all  through  the  year 
in  course  of  which  Government  securities  are  sold  and 
other  securities  bought,  for  reasons  which  I auitc  appre- 
ciate, how  can  Bank  Raie  help  influencing  the  Govern- 
ment’s dealings  in  stock  which  arc  going  on  all  the  lime? 

This  phrase  here  is  meant  to  refer  to  a specific  new 

stock  operation. 

2008.  Professor  Sayers:  You  mean  the  ivsuc  of  u pros- 
pectus?  Mr.  Mynors:  Yes.  or  a conversion  offer.— 

Mr.  Cobbold:  We  would  seek  to  avoid  changing  Bank 
Rale  a week  or  a fortnight  before  a major  Government 
stock  is-suc,  which  would  clearly  be  read,  even  if  il  were 
not  the  major  reason  for  the  operation,  as  designed  almost 
entirely  to  help  that  issue.  Wc  should  do  our  best  to 
avoid  cither  using  or  appearing  to  use  Bank  Rate,  or 
other  monetary  techniques,  for  the  purpose  of  rigging 
the  market  to  prepare  the  way  for  a specific  issue, 

2009.  Chairman:  1 am  not  thinking  of  rigging  the 
market ; but,  as  the  issues  do  not  get  issued  at  the  time 
the  prospectus  is  put  up,  I am  pu/xlcd  as  to  what  this 
can  mean  in  practice.  Your  Bank  Rate  changes  are 
bound  to  affect  the  way  the  slock  gels  out  of  the  Iswe 
Department’s  hands  on  to  the  market?  - -Mr.  Cobbold: 
We  are  bound  to  affect  the  current  gradual  operations 
through  the  Issue  Department,  but  wc  seek  to  keep  well 
wide  of  a prospectus  or  a public  iwuc  where  we  are 
inviting  the  public  to  subscribe  on  a certain  date.— Mr. 
O'Brien:  It  must  not  be  assumed  that  wc  always  get 
nothing  on  the  date  of  issue. — Mr.  Cobbold:  1 think  that 
“with  a stock  operation"  might  have  been  more  happily 
worded  in  a different  way ; “ with  a new  issue 

2010.  Sir  Oliver  Franks:  That  alteration  would  weaken 
the  sentence.  It  is  an  important  doctrine  that  Bank  Rate 
is  not  used  to  influence  security  prices  when  the  Ban* 
is  selling  slock,  but  if  it  is  simply  that  it  is  not  used  when 
the  Bank  is  advertising  the  sale  of  stock  or  making:  a 
conversion,  then  it  begins  to  get  much  nearer  a technical 
point  that  it  does  not  use  Bank  Rate  to  press  sales  on  the 
day  of  issue,  though  of  course  the  work  of  selling  wm 
be  going  on  through  following  months.  That  would  oe 
a very  different  phrase?-— Yes.  The  more  general  iiuiu' 
ence  takes  us  back  to  what  we  were  talking  about  this 
morning. 
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2011.  Chairman:  I agree.  You  may  get  cau^t  with 
an  issue  like  the  Eternity  Stock  in  February,  1957  which 
I believe,  came  out  a few  days  after  a Bank  Rate  change? 

It  did  ; but  the  Bank  Rate  change  had  been  discounted 

beforehand,  and  we  look  the  view,  which  was  supported 
by  our  odviseis,  -that  the  market  had  not  in  fact  been 
changed  by  tliat  Rate ; so  we  regarded  it  as  perfectly 
proper  and  normal  to  go  ahead  with  it. 

2012.  I did  not  mean  it  was  not  proper? ^No.  All 

I was  saying  was  that  the  point  was  considered,  and  if 
we  had  thought  that  it  would  have  the  effect  of  shifting 
market  rates  we  probably  should  not  have  done  it. 

2013.  Professor  Sayers:  Would  it  be  faiir  to  say  that 
the  i<sue  of  the  prospectus  for  the  issue  of  Eternity  Stock 
in  February,  1957,  was  pant  of  the  gencml  attempt  of 
the  aulhonitics  to  hold  the  market  at  the  existing  level? 

Mr.  Mynors:  Not  quite.  We  had  .said  aloud  that 

we  did  not  want  that  reduction  of  a half  per  cent,  inter- 
preted as  meaning  that  everything  was  now  perfectly  all 
riglKt.  The  market  took  that  and  was  extraordinarily  un- 
influenced by  the  actual  change  in  Bank  Rate,  so  that  the 
close  period  for  a change  of  Bank  Rate  was  shorter  both 
before  and  afterwards  than  u.sual.  In  a very  few  days 
one  oould  sec  that  the  way  was  free  to  go  ahead,  and  we 
went  ahead  cxaol-Iy  on  tlio  market  level,  on  the  price 
which  had  been  ruling  both  befoire  and  after  the  Bank 
Rate  changed,  if  I remember  rightly.— M»-.  Cohbold : What 
Profcssor_  Sayers  says  is  correct  in  one  sense,  that  this 
was  to  give  the  Issue  Departmenit  more  ammuniition  at 
that  sort  of  date  so  that  we  could  carry  on  our  normal 
operations.  If  we  had  not  had  that  .stock  available  for 
sale  then  the  price  would  have  tended  to  go  up  more 
quickly. 

2014.  I interpreted  it  at  .the  time  as  .something  of  a 
warning  flag:  whereas  you  usually  delibenUely  avoid 
issuing  a pro.spooUw  clo.se  to  a Bank  Rate  change,  on  this 
occa-sion  you  daliberalely  made  k close.  Was  that  fair? 

No,  I would  not  have  said  that.  Wc  should  have 

avoided  doing  it  if  the  market  had  changes!,  l^ng  term 
prlce.s  in  fact  declined  just  before.  They  did  not  change 
invnedlaldy  aftor  the  Bank  Rate,  .so  that  wc  felt  free  to 
po  ahead  and  issue  this.  It  was  not  a flag  in  that  .sense  ; 
It  was  to  provide  the  Ksue  Department  with  stock  of  lihal 
date  so  that  wc  could  continue  our  ordinary  funding 
opemlions. 

2015.  When  you  .say  the  market  did  not  change,  you 
are  not  forgeUing  tha.t  the  Governmcn,t  broker  sttid  that 
he  was  detiling  in  gilt  edged  at  unchanged  pricc-s  after  the 

Bank  Rate  change? 1 covered  that  point  in  answer 

to  a question  the  other  day ; we  certainly  did  give  a lead 
in  order  to  aEow  the  general  idea,  that  we  hoped  would 
get  around,  to  get  around. 

2016.  Sir  John  Woods:  In  paragraph  47  the  view  of 
the  Bank  is  given,  that  technical  considerations  wore  in 
favour  of  lowering  the  Bank  Rale,  and  general  considera- 
tions were  divided,  and  you  end  up  by  indicating  that 
you  wished  to  resist  an  mterpredation  that  this  was  “ a 
return  towards  easy  money  In  commenting  on  the 
wme  move  in  Bank  Rale  the  Trea.sury  .said  that  it  was 
“in  accordance  with  the  general  strategy  of  expansion 
and  erlimulas  to  private  invcsimeiU  ”.  Does  it  not  locA: 
as  though  the  intentions  of  the  Bank  and  the  intentions 

of  the  Treasury  at  that  time  were  not  wholly  in  line? 

The  motives  moving  the  Bank  and  the  motives  moving 
the  Treasury  may  easily  have  been  different.  We  deliber- 
ately form  our  own  views  on  these  matters  to  sesne 
extent  apart,  so  that  we  can  consider  them  and  then 
have  two  views  to  set  together.  1 could  not  at  all  say 
whether  the  motives  working  the  minds  of  the  Treasury 
were  the  same  a-s  the  motives  worldng  the  minds  of  the 
Bonk.  AH  I could  say  was  that  the  decision  was  taken 
by  agrewnent,  as  in  all  the  other  cases  since  1951.  It 
was  recommended  to  the  Government  as  being  the  pro- 
posal of  the  Bank  to  take  this  acdon,  and  was  accepted 
by  them.  There  was  no  difference  about  the  decision. 
Exactly  what  wa.s  in  their  minds  I couid  not  say. 

2017.  Sir  Oliver  Franks:  The  point  has  to  be  taken 
one  stage  further : it  is  not  simply  a matter  of  exploring 
motives  which  were  essentially  private ; it  is  a matter  of 
ctmtrasting  statements  which  do  not  say  quite  the  same 

thing? 1 can  only  answer  for  the  Bank’s  decisions 

and  the  reasons  for  which  the  Bank  fwmed  those  views. 


2018.  Chairman:  In  paragraphs  48  and  49  you  tdl  us 
that  the  effect  of  the  reduction  of  half  per  cent,  in  the 
Bank  Rate  was  'that  there  were  consequences  aU  round  ; 
deposit  rates  fell,  advances  rates  fell,  g-ilit  edged  moved  up 
and  there  was  a oonsiderabSe  increase  in  advances  by  the 
banks.  Did  you  expect  that  there  would  be  this  all  round 
adjustment  in  response  to  the  half  per  cent,  reduotion,  or 
were  you  hoping  that  there  would  be  a mere  tedi,nical 
fall  to  keep  in  line  with  the  market  situation,  without  wider 
consequences?  There  were  in  fact  all  round  the  usual 
classic  consequences  as  we  can  see ; I was  wondering  what 

was  done  to  contend  with  them? iWe  should  have 

anticipated  some  classic  consequences,  but  they  probably 
went  a bit  further  than  we  should  have  anticipated  or 
hoped  when  we  made  this  change. 

2019.  Professor  Sayers:  Treasury  hopes  were  realised 

and  yours  were  disappointed? Mr.  Cohbold:  The  sub- 

sequent dovelopmeot  seams  to  have  been  more  in  line  with 
thair  hoipcs. — Mr.  Mynors : Except  perhaps  on  the  fund- 
ing side,  where  we  did  got  into  a situation  where  we 
made  quite  a bill  of  progress. — Mr.  Cobbold:  In  the 
succeeding  months  wc  did  improve  our  portion  consider- 
ably on  Ihe  money  supply  side. 

2020.  Sir  Oliver  Franks : It  is  not  infrequently  the  case 
that  when  Bank  Rate  is  moved  in  eiither  direction  technical 
considerations  arc  important,  and  it  is  also  usually  the 
case  that  general  oonsiderations  are  important,  We  have 
been  •t'Olld  that  by  and  large  the  movement  of  short  term 
foreign  funds  in  or  out  of  London  is  nowhere  near  as 
important  as  it  used  to  be  in  oonnection  wiith  moving  the 
Bank  Rate,  i)articu1a.iily  if  at  lihc  time  there  are  any 
doubt.*,  about  the  fiMiure  course  of  sterling.  Now  if  the 
technical  cooisideraitiions  es.<!cn1ual!y  relate  to  what  is  to  be 
paid  for  .short  KaTii  money  in  the  money  market  and  so 
forth,  which  Ls  Itself  a reflection  of  the  intentions  of  the 
Bank  generally,  beaiuse  iit  is  within  the  Bank’s  power 
to  alter  what  is  actually  being  paid  for  the  money,  are  not 
the  technicnl  considerations  nonmally  of  rdalively  sub- 
ordinate importance  compared  with  what  the  general  issues 
of  i>oUoy  are?  As  in  the  wiiiole  of  the  period  of  the  five 
yeans,  with  the  exception,  of  its  actual  beginning,  there 
was  open  boom  in  the  world,  I would  have  thought  that 
both  wi'bh  rai.sing  and  with  lowering  the  Bank  Rale  it 
was  these  general  con-s-ideraiUons  which  were  dominant, 
and  whether  or  not  anylilunig  would  be  done  for  the  rate 
of  interest  on  long  term  bondsS.  Am  I mistaken  in  this, 
because,  when  movemcnit.s  have  in  fact  been  made,  it  has 
more  than  once  been  stilted  that  technical  considerations 

have  preponderated  in  the  decision? 1 would  agree  at 

once  that  the  technical  reasons  are  subordinate,  and  that 
the  general  considerations  are  preponderant  and  have 
been  throughout  this  peniod.  Perhaps  I would  qualify 
that  by  saying  that  I regard  a Irttle  flexibaiity  both  ways 
whenever  you  can  do  it  as  a general  rather  than  a technical 
consideration.  I have  an  absolute  liking  for  coming 
down  a little  bit  if  I can  see  the  possibality  of  coming 
down  a little  bit,  ,to  keep  flexibility,  and  to  keep  the  possi- 
bility of  more  freedom  of  manoeuvre  to  go  up  and  so 
got  one’s  maximum  effca  without  getting  to  astronomical 
levels ; obviously  if  you  are  always  going  up  you  are 
always  going  up.  So  long  as  wc  have  felt  that  it  was 
possible  noit  to  ease  money  but  to  keep  a fairily  tigbrt  hold 
on  bank  advances  and  credit  to  the  private  sector,  if 
technical  oonsiderations  have  been  moving  a little  the 
other  way,  one  general  consideration  in  out  minds  has 
been  that  we  should  like  to  oome  down  just  a touch  in 
order  to  keep  flexibility  and  freedom  of  manoeuvre.  Where 
we  have  said  that  a move  was  made  for  technical  reasons, 
we  have  meant  there  that  the  general  consaderation  was 
not  that  of  easing  money,  thou^  1 think  I have  always 
emphaased  the  freedom  of  manoeuvre.  I remember  the 
Deputy  Governor  doing  so  in  Covmtry  on  my  behalf, 
specifically  mentioning  that  one  of  the  objects  of  the 
exercise  was  to  keep  freedom  of  manoeuvre,  and  that 
we  had  by  no  means  abandoned  the  use  of  interest  rates. 

2021.  Profe.vsor  Sayers:  Has  not  this  desire  for  flexi- 
bility result^  in  Bank  Rate  movements  having  a weakened 
effect  on  long  term  rates? — If  we  had  not  had  that 
flexibility,  the  general  effect  of  Bank  Rate  movements 
would  have  been  much  more  difficult  to  achieve.  I do  not 
at  all  regret  this  particular  move  in  1953,  nor  indeed 
the  February,  1957,  move.  They  did  provide  us  with 
an  additional  freedom  of  manoeuvre. 
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2022.  You  evidenitly  attach  great  iiopoitence  to  the 
jump  in  the  Bank  Rate,  rather  than  flje  absolute  level  ot 

the  Bank  Rate? ^Both,  but  I think  the  jump  is  often 

important.  I thou^t  the  jump  irapontant  on  the  last 
occasion. 

2023.  Chairman:  I do  not  believe,  as  a tyro,  that  I 
really  know  what  “freedtffli  of  manoeuvre’  covers  m 
this.  The  purpOTt  of  what  you  say  seems  to  be  that, 
accepting  that  to  get  maximum  effect  from  a movement 
of  Bank  Rate  upwards  it  must  be  a jump,  you  hke  always 
to  jump  from  as  low  a point  as  you  can  reach 

Ijajid? 1 have  always  in  mind  the  cost  to  the  ^ 

chequer  and  to  the  overseas  balance  of  payments.  With 
a persisting  infetionary  position  which  sometimes  goes  ^ 
bit  more  up  and  sometimes  levds  down,  _ there  will  be 
moments  when  Bank  Rate  action  taken  in  conjunction 
with  other  things  done  in  other  spheres  nay  be  extremely 
effective.  Potting  those  two  thin^  together,  we  have  not 
wanted  to  get  a higher  Bank  Rate  than  we  felt  necessa^ 
or  justified,  or  than  we  fek  would  do  some  real  good. 

It  is  easier  to  achieve  those  objectives  from  3 per  cent, 
than  from  4 per  cent, 

2024.  You  always  like  to  start  the  jump  from  as  low 

as  you  can  get  it  beforehand? “ As  low  as  we  can  get 

it  ” is  taking  it  a little  too  far.  We  have  not  dreamt  of 
coming  down  to  2 pear  cent,  but  when  we  have  seen  a 
possibility,  without  prejudicing  gener^  policy,  and  where 
it  was  in  line  with  Govemmmtel  action,  of  just  toudung 
down  so  as  to  give  ourselves  a springboard,  we  have 
always  !^d  tl^t  factor  very  much  in  mind. 

2025.  Professor  Cairncross:  Do  you  regard  the  rise  in 
Bank  Rate  as  the  major  element  in  the  situation?  Surely 
your  motive  in  putting  up  Bank  Rate  is  in  large  measure 

to  support  other  action?  How  does  it  hdp  that? ^It  is 

very  generd ; it  has  all  sorts  of  factors  in  it.  Overseas 
confidence  is  a majior  factor ; and  it  has  a considerable 
domestic  effect  on  the  gaier^  view  about  the  domestic 
economy.  The  immediate  market  impact  is  the  impact 
on  the  short  money  rates. 

2026.  I am  puzzled  that  yon  put  up  Bank  Rate  and 
then  at  a later  stage  judge  it  pebble  to  bring  it  down. 
No  one  would  like  to  see  it  mainteined  at  a high  level 
for  a long  period,  but  if  you  bring  it  down  again,  in  some 
sense  you  must  feel  that  you  have  acoompld^ed  the  pur- 
pose in  putting  it  up.  Is  that  purpose,  such  as  restoring 
confidence  somewhere  abroad,  something  rather  in- 
tangible, or  is  it  sometiiing  tiiat  involves  leaving  its  mark 
on  the  long  term  rate,  or  something  of  that  kind?  Where 

are  you  pulling  your  emphasds? Throughout  this 

period  we  have  been  pursuing  in  greater  or  less  degree 
a tight  money  policy,  so  far  as  it  was  open  to  us  to  do  so. 
As  I have  frequently  said,  it  has  been  exitremely  difficult 
for  us  to  do  so  because  of  the  addd'tions  to  the  money 
supply  from  Governmental  and  near-governmental 
sources.  Tffioughout  most  of  the  period  we  have  been, 
to  use  a pbirase  Mr.  Martin  used  first,  leaning  against  the 
wind,  botti  in  day  to  day  operations  and  in  the  occasional 
Bank  Rate  moves.  In  ecuh  of  ffie  Bank  Rate  moves,  with 
the  possible  exception  of  the  4 par  cent,  at  the  begjnning- 
of  1952  and  the  move  to  7 i»r  cent,  in  September,  1957, 
we  weie  leaning  against  the  wind  in  conjunction  with  other 
Governmental  measures  of  one  sort  and  anoffier,  either 
in  the  domestic  or  ^edgn  exchange  fields,  or  boh. 

I think,  if  I examine  my  conscience,  I should  find  it 
difficult,  to  fed  that  we  really  hoped  in  any  of  these  Bank 
Rate  moves  really  to  reverse  the  situation,  We  have  felt 
throughout  this  period  that  we  could  not  reverse  the 
situation  by  Bank  Rate  or  monetary  measures  in  the  pri- 
vate sector  unless  they  were  in  line  with  and  only  used  in 
support  of  action  on  a wider  field,  more  particularly  on 
overall  Government  expenditure.  We  have  felt  that  it 
would  be  not  only  useless  but  a mistake  to  try  to  over- 
load or  overburden  the  monetary  weapon  by  pushing, 
for  example,  to  7 per  cent,  instead  of  5 per  cent.  We 
did  not  feel  that  the  additional  rise  in  the  Bank  Rate  at 
that  stage  would  have  anything  like  comparable  additional 
advantages ; we  were  not  at  all  certain  that  it  would  have 
any  useful  effect  in  reversing  boom  conditions  in  the 
absence  of  stronger  measures  ril  round,  and  in  the  absence 
of  a general  reversal  of  the  public  view  about  what  official 
policy  would  be  on  expansion,  employment,  boom  and 
other  general  questions.  We  have  therefore  always  been 
anxious  not  to  attempt  to  play  the  monetary  hand  (by 


monetary  I mean  in  this  sense  the  private  sector  credit) 
and  the  Bank  Rate  hand  to  such  an  extent  that  it  would 
prove  a failure.  If  we  pushed  it  too  far  we  should  obviously 
be  using  it  in  a rather  extreme  way.  We  have  felt  that, 
if  we  were  to  keep  the  utility  of  Bank  Rate  and  that 
section  of  monetary  measures,  we  must  be  as  reasonably 
sure  as  we  could  be  that  each  time  we  used  them  they 
at  least  had  some  effect  and  were  acting  as  a fairly  definite 
brake  against  pressures.  All  the  time  we  have  been 
operating  tight  monetary  policy  in  that  sector.  We  have 
always  tried  to  avoid  reversing  that  policy,  but  we  have 
been  moved  by  that  consideration  much  less  at  some  times 
than  at  other  times.  We  should  certainly,  for  example, 
have  thought  it  absurd  to  have  increased  Bank  Rate 
materially  over  a period  when  official  encouragement  was 
being  given  to  investment. 

2027.  Any  action  on  Bank  Rate  has  normally  been 
accompanied  by  action  in  other  directions,  and  you  would 
wish  it  to  be  accompanied  by  supplementary  action,  which 

might  in  fact  be  more  powerful? ^We  have  always 

thought  that,  if  it  were  not  so  accompanied,  if  it  were, 
so  to  speak,  spitting  into  the  wind,  it  would  very  likely 
do  more  damage  than  good.  There  have  been  times  when 
we  have  been  afraid  that  an  increase  of  Bank  Rate  by  itself 
would  frighten  people  abroad  rather  than  anything  else. 
There  have  been  many  times  when  we  have  felt  that  an 
increase  by  itself  would  have  very  little  effect,  and  that 
to  have  any  real  effect  on  the  economy  it  had  to  be  sup- 
ported by  Governmental  action  of  one  sort  and  another. 

2028.  Action  taken  in  directions  other  than  monetary 
policy  is  usually  done  with  the  object  of  moderating  the 
^essure  of  demand  on  the  resources  of  the  economy. 
The  monetary  measures  we  have  been  discusssing  today 
appear  to  be  directed  in  part  to  rather  different,  perhaps 
secondary,  objectives ; to  maintaining  tight  money  to  help 
in  reducing  the  pressure  on  demand,  possibly  towards 
moderating  inflation  and  towards  stabilising  the  value  of 
money,  possibly  towards  reassuring  opinion  abroad  as  to 
the  future  value  of  the  pound.  These  motives  may  be  of 
more  importance  in  monetary  policy,  if  you  could  segre- 
gate it  from  general  economic  policy,  than  they  are  ia 
economic  policy  itself ; it  may  be  that  you  had  ithroughout 
this  period  steady  objectives  which  you  wanted  to  accom- 
plish hut  which  have  never  been  accomplished  in  effect, 
because  we  still  have  rising  prices,  and  an  excess  of 
liquidity.  How,  giv«i  that  situation,  is  it  possible  to  turn 
back  and  regard  your  purposes  in  raising  the  Bank  Rate  as 
having  been  in  any  sense  accomplished?  What  room  fw 
manoeuvre  have  you  to  decrease  Bank  Rate  if  in  fact 
the  original  purpose  in  raising  Bank  Rate  has  not  been 
achieved,  unless  of  course  you  are  only  concern^  with 

moderating  demand  for  the  time  being? ^I  think  our 

objectives  throughout  are  almost  exactly  as  you  have 
stated  them : moderating  demand  and  maintaining  stability 
in  the  economy,  keeping  the  value  of  the  pound  both 
internally  and  externally.  I should  be  the  first  to  agree 
that  the  whffie  of  those  objectives  has  not  been  achiev^. 

I have  said  many  times,  both  in  this  room  and  in  public, 
that  I have  never  believed  that  the  whole  of  those  objec- 
tives could  be  secured  through  monetary  measures  and 
the  use  of  Bank  Rate  alone. 

I would  claim  a certain  limited  success  for  these 
measures  throughout  the  period.  At  the  end  of  1951  and 
1952  I think  fliey  had  a considerable  effect  in  checking 
demand,  and  we  did  in  fact  get  a good  deal  more  stability 
of  the  value  of  the  pound  both  at  home  and  abroad,  and, 
I should  have  thought,  a more  healthy  economic  situation 
at  home.  I should  have  thought  that  monetary  measures 
over  that  period  were  of  considerable  help. 

We  then  came  down  a bit  over  1953  and  then  again  in 
1954.  It  is  awfully  difficult  to  look  back  at  these  things, 
I do  not  say  we  have  got  this  absolutely  right  every  time; 
obviously  we  have  not.  and  some  dates  have  not  been 
exaefly  right.  But  on  the  whole  my  belief,  looking  back 
at  it  as  objectively  as  I can,  is  that  our  Bank  Rate 
decisions  over  this  period  were  about  right.  I am  obviously 
pre-diaposed  to  think  that,  but,  looking  at  it  objectively,  I 
believe  that  is  by  and  large  true.  The  only  possible  excep- 
tion I have  in  mind  is  the  move  in  1954  from  3i  to  3 per 
cent.  It  looked  right  at  the  time,  and,  if  I were  faced  to-day 
wiffi  exactly  the  same  conditions  as  there  wrae  then,  I 
think  I should  probably  do  it  again.  But  looking  at  that 
with  the  benefit  of  hindsight,  and  seeing  how  the  inv»t- 
meat  boom  developed  in  the  winter  of  1954-55,  I think 
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that  the  risk  of  stoking  np  the  boom  a bit  by  that  move 
probably  proved  greater  than  the  advantages  we  achieved 
from  a little  economy  at  that  period. 

2029.  Would  you  take  the  same  view  of  the  increase  of 

one  half  per  cent,  in  the  Spring  of  1955? 1 take  the 

view  that  in  those  general  conditions  that  was  probably 
correct.  _We  hoped  that  it  would  have  rather  more  effect 
than  it  did,  and  be  accepted  as  rather  more  of  a warning 
signal  than  it  was.  We  were  perplwted  at  that  moment 
by  the  problem  of  the  widening  spread  between  the  trans- 
ferable rate  and  the  ofScial  rate.  Throughout  the  late 
autumn  of  1954  and  the  beginning  of  1955  1 had  it  very 
strongly  in  mind  that  anything  like  a sharp  rise  in  Bank 
Rate  would  not  have  very  much  effect  in  itself  on  the 
internal  situation.  There  was  an  investment  drive  going 
ahead  strongly,  and  we  thought  a sharp  rise  in  the  Bari: 
Rate  over  that  period  would  probably  alarm  foreign 
opinion  considerably,  and  might  make  our  exchange 
troubles  worse. 

We  made  the  additional  rise  to  4^  per  cent,  at  the  time 
when  we  were  able  to  intervene  in  the  transferable  market 
overseas,  bringing  those  two  rates  mme  or  less  within 
striking  distance  of  each  other,  and  certain  measures  were 
taken  on  the  Government  side.  I am  not  saying  that  it 
would  not  have  been  better  to  do  a number  of  things 
earlier  over  the  end  of  1954  and  beginning  of  1955.  I 
think  that  the  Bank,  in  company  with  a number  of  other 
people,  under-estimated  the  degree  of  investment  boom 
that  was  going  to  happen  over  that  winter  and  spring. 
But  I do  not  think,  if  I had  realised  in.  September  what  I 
knew  in  December,  that  in  the  purely  monetary  field  I 
should  have  wanted  to  act  any  differently  over  those 
months,  unless  other  things  could  have  been  done  at 
the  same  time. 

2030.  Chairman : I follow  the  significance  of  your 
phrase  “ leaning  against  the  wind  ” with  regard  to  the 
increase  of  Bank  Rate,  but  1 am  not  sure  whether  you 
would  apply  that  to  the  three  decreases  that  occurred  in 
the  period ; there  is  no  “ leaning  against  the  wmdi  ” in 

those  cases? There  is  -not,  and  ftiat  is  why  we  have 

tried  to  emphasise'  the  “technical  adjustment”,  although 
that  may  have  been  a slightly  misleading  phrase.  The 
point  of  coming  down  was  in  some  degree  to  give  us 
more  of  a springboard  for  a subsequent  upward  move. 

2031.  Sir  Oliver  Franks:  1 am  not  clear  how  far,  if  the 
general  considerations  are  the  important  considerations 
when  Bank  Rate  is  moved,  these  relatively  small  move- 
ments of  Bank  Rate  are  likdy  really  to  be  significant. 
In  the  old  days,  when  one  was  simply  dealing  with  the 
short  term  money  market  and  the  flow  and  pattern  of 
events  in  other  centres  and  so  forth,  a half  per  cent,  or 
one  per  cent.,  would  probably  be  all  that  was  wanted  one 
way  or  the  other.  But  in  the  last  five  years  we  have  been 
facing,  I suppose,  an  absolutely  unprecedented  boom  in 
the  whole  of  the  free  world,  which  has  just  gone  on  and 
on,  with  a growing  scarcity  of  capital  Were  the  move- 
ments which  were  made  from  time  to  time  in  the  Bank 
Rate,  whether  up  or  down,  thought  to  he  right  in  their 
rather  delicate  modulation,  when  one  remembers  that  the 
Chancellor  of  the  Exchequer  always  pays  one  half,  near 
enough,  and  that  therefore  the  incidence  on  individuals 
is  not  very  great  as  between,  say,  three  per  cent,  and  five 
per  cent.?  These  movements  of  the  Bank  Rate  have  been 
very  like  movements  in  the  Bank  Rate  when  the  job  to  be 
done  was  rather  different ; has  the  tradition  been  adjusted 
to  the  new  circumstances  adequately,  or  should  we  read 
September  19th  as  a cOTumentary?— ■ — Mr.  Cobbold:  I 
think  you  are  entitled  to  read  September  19  th  as  a 
commentary,  but  not  perhaps  the  commentary.  I 
agree  thaf  it  has  been  clear  from  ithe  beginning  of  this 
exercise  that  inflation  wouild  not  be  reversed  by  a fairly 
moderate  use  >of  Bank  Rate.  In  miy  own  view  it  has  been 
equally  clear  that  inflation  would  miot  be  reversed  by  a 
more  forcible  use  of  Bank  Rate  wMuout  more  forcible 
accompanying  measures  and  policies  in  the  rest  of  the 
field,  iMy  own  view,  and  I think  I speak  for  ithe  Bank 
here,  has  Iwen  that  if,  for  example,  we  had  gone  to 
7 per  cent,  two  yea«  ago  we  could  have  done  very  little 
more  than  we  actually  did,  .unless  there  had  been  a con- 
siderably greater  change  cf  poMcy  in  other  sjheres  than 
there  was.  It  would  at  the  same  time  have  meant  very 
raudh  more  expensive  rates  to  the  Government,  which  I 
agree  is  not  a major  oonsiderafion  but  has  to  bs  justified. 
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We  have  taken  the  view,  rightly  or  wrongly  (I  myself 
think,  with  >the  benefit  of  hindsi^t,  lightly)  tiiat  it  would 
not  do  sufflcient  good  to  try  violent  Bank  Rate  pressure 
whil&t  general  official  poUcy  was  perhaps  giving  the  impres- 
sion to  the  public  that  the  main  objectives  lay  in  slightly 
different  directions. 

These  smaller  movements  have  had  considerable  effects, 
sometimes  with  limiited  objeotives,  sometimes  in  limited 
fields.  I can  remember  itwo  occasions  when  they  have 
saved  an  overseas  sterling  crisis.  The  measures  taken  at 
the  beginning  of  1955  were  rather  slow.  They  were 
certainly  not  positive  in  reversing  the  inflationary  trend. 
My  own  view  is  that,  coupled  with  what  was  done  in 
other  fields  in  February,  1955,  and  thereabouts,  they 
definiitely  leaned  effectiv^y  against  the  wind ; if  we  had 
not  made  those  moves  the  boom  would  have  gone  through 
the  roof  during  (the  la/tter  pant  of  1955.  It  was  ordy 
towards  the  end  of  1955  or  the  beginning  of  1956  that 
thc«e  measures  'took  more  effect  and  we  got  a bit  of  a 
slow  down  ; but  I would  myself  judge  that  tbe  absolute 
level  of  Bank  Rate  over  the  Mriod,  and  each  increase 
(with  'the  possiWe  exception  oi  the  increase  of  half  to 
which  Professor  OrimoT'Oss  referred  and  which  only  lasted 
a monith)  has  had  a demonsitrahly  succe&ful  effect,  not 
perhaps  ^ always  in  exactly  the  same  field,  and  wi'th  the 
rather_  limited  objective  of  braking  and  leaning  against 
the  wind.  We  never  had  any  illusions  that  any  of  those 
Bank  Rate  moves  were  going  to  turn  the  'inflationary 
picture.  That  is  perhaps  where  19ith  September  is  a 
commentary.  We  saw  an  opportunity  in  the  general 
picture  and  the  general  official  attitude  at  that  itime  of 
coming  in  with  a much  more  forcible  Bank  Rate  policy, 
with  a more  ambitious  objective  of  reversing  ffie  in- 
flationary trend,  and  I would  say  that  that  was  the  first 
time  we  had  seen  a possibility  of  'Usiog  the  Bank  Rate 
with  so  ambitious  an  objective. — Mr.  Mynors : Perhaps 
one  might  add  as  a footnote  that  the  effect  on  opinion  of 
changes  of  Bank  'Rate  is  not  only  a reflection  of  their  size 
but  also  of  what  people  think  is  going  to  happen  next. 
You  cannot  be  sure  that  a change  of  1 per  cent,  will  have 
twice  the  effect  of  a change  of  one-half  per  cent.  Other- 
wise I think  I would  agree  entirely  with  what  the  Governor 
has  expressed  as  his  view  about  this. 

2032.  Professor  Cairncross:  R is  quite  clear  that,  if 
monetary  policy  is  used  in  conjunction  with  various  other 
potioies,  it  is  effective ; what  is  not  quite  clear  is  whether 
these  oith'er  policies  would  be  just  as  effective  without 
monetary  policy.  There  is  an  oM  saying  that  prayers 
and  incantations,  with  a little  arsetndc,  will  poison  a flock 
of  sheep.  I wonder  wiheither  .the  Bank  Rate  plays  the 
rdle  of  tile  incantations  here.  If  I may  putt  the  question 
in  a sldghttly  different  foiim,  just  how  do  you  viisualise 
a change  in  the  Bank  Rate  as  affecting  the  demand  in 
the  economy?  Is  it  all  a matter  of  confidence,  or  is 
'there  some  simple  channel  through  which  Bank  Rate 
takes  a grip  on  tbe  demand  for  tiie  'resources  available 

in  the  economy? Mr.  Cobbold:  This  is  a very  arguable 

subject  and  anybody  can  have  his  own  opinion.  My 
own  Mew  is  Chat  it  has  still  a quite  consit^rable  effect 
^th  in  its  gperal  psychological  influence,  and  on  reality. 
On  reality  it  has  a far  heavier  effect  when  you  get 
towards  the  hi^er  rates.  I regard  ithe  7 per  cent.  Ran)r 
Rate,  particularily  in  conjunction  with  the  .trend  of 
emphasis  of  policy  in  general,  as  'being  in  ite  own  right 
a very  effective  w.eapon  in  reducing  demand. 

2033.  Which  kind  of  dcsimnd;  stocks? No,  invest- 

meot  demand ; but  stocks  too,  I think,  to  some’  extent. 
At  these  kinds  of  levels,  particulatly  if  there  is  a alight 
change  of  emphasis  O'f  general  policy  and  you  get  people 
wondering  whether  it  is  really  an  econ-omic  proposition 
to  go  ahead  with  plans  if  they  are  n.ot  absolutely  certain 
about  profits,  I think  you  get  a moderation  of  demand. 

2034.  Clearly  a rise  of  two  .ox  three  per  cent,  in  Bank 

Rate  has  a very  real  effect? ^Not  always, 

2035.  I should  have  thought  .that  in  almost  any  circum- 
stances a rise  in  Bank  Rate  of  two  or  three  per  cent,  would 
have  a marked  effect ; but  would  variations  of  half  per 
cent,  or  one  per  cent.,  if  taken  slowly  and  gradually 

necessarily  have  much  influence? Mr.  Cobbold  ■ This 

!S  very  much  a question  of  timing  at  .particular  moments 
It  18  a field  in  which  it  is  difficult  to  lay  down  general  rules' 
There  are  so  many  different  considerations  to  weigh  at 

L2 
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difiermt  times.  Th™  is  a .good  deal  td*' "'i™* 
from  the  ov-erseas  point  of  view  ; not  only 
of  rates  overseas,  tout  the  general  position  of  sterling,  inis 
differs  so  much  from  time  .to  time  ; at  certain  moments  a 
half  per  cent,  would  have  as  much  ©ff^  ^ ^ 

at  anothCT  moment.— Mr.  Mynors:  The  effect 
opinion  may  vary  a good  deal.  _ A half  per  cent. 
what  you  want  to  foreign  opinion  one  moment,  whereas 
one  per  cent,  may  frighttai  it ; at  another  .bme  one  per 
cent,  may  .be  needed.  That  is  only  one  facet,  tout  it  is  a 
facet  one  has  tto  consider. 

2036.  I'f  the  policy  were  deflationary,  .this  is  a very 
expensive  instrument,  and  we  have  to  weigh  it  up  a^inst 
all  the  other  measures  that  have  already  been  used,  or 

could  be  used,  to  supplement  it? Mr.  Cobbold:  _My 

own  view  is  that  it  has  ibeen  demonstrably  effective  in  a 
rather  limited  objective  over  the  .period,  and  that  if  it  had 
not  been  used  roughly  on  .the  lines  used  (I  make  no  claim  for 
particular  dates  or  moves)  inflation  and  the  money  supply 
would  have  .been  very  much  .more  out  of  hand  and  we  should 
be  in  a very  much  worse  situation  than  we  are  itoday.  I 
am  tallfins  about  monetary  measures  in  .the  private  wctor 
all  the  time.  If  I examine  my  conscience,  I should  say 
it  has  been  a little  more  successful  than  I should  have 
judged  likely  dn  1951. 

2037.  Mr.  Woodcock:  What  happened  in  Septem.ber 

that  made  you  think  there  was  an  opportunity  for  a sub- 
stantial increase  in  .the  Bank  Rate? ^The  most  urgent 

consideration  was  that,  if  we  had  not  done  something 
about  it,  sterling  was  heading  very  rapidly  for  the  rocks, 
within  a .matter  of  weeks. 


2038.  On  what  grounds  did  you  say  that  September 
marked  a change,  in  that  then  .there  was  an  opportunity 

for  a substantial  rise  which  had  not  occurred  before?' 

On  two  main  counts  ; there  was  a slight  change,  perhaps 
more  .than  a slight  change,  from  the  flat-out  boom  through- 
out the  world,  not  only  in  this  country ; and  there  were 
some  signs  of  lesser  company  .profits.  A high  Bank  Rate 
is  both  in  theory  and  experience  much  more  likely  to  be 
effective  when  profits  are  a 'little  on  the  down  than  when 
they  are  up  and  up.  Thirdly,  I think,  there  was  a slight 
shift  of  emphasis  of  Government  policy  to  the  stability  of 
money  as  'being  the  first  objective ; that  is  relevant  bO'lh 
ftom  the  point  of  view  of  the  reality  of  that  shift  of 
emphasis  and  from  the  effect  of  that  shift  of  emphasis  on 
general  opinion  round  the  world. 

2039.  Would  the  other  measures  in  themselves  not  have 

achieved  the  objectives  that  will  ifae  achieved  overall? 

My  opinion  is  that  those  objectives  would  not  have  been 
achieved  without  help  on  the  monetary  side. 


2040.  That  was  an  indispensable  .part? 'I  do  not  think 

the  other  expressions  of  policy  and  so  on  would  have 
saved  the  pound  'in  'the  international  .markets  at  that  stage 
without  Bank  Rate  action ; that  is  my  own  judgmait. 


2041.  I take  it  that  your  judgment  is  .that  neither  by 
themselves  would? Yes. 


2042.  Professor  Ccdrncross:  You  used  the  words  “at 
that  stage  ”.  Surely  the  great  advantage  of  Bank  ‘Rate  is 
that  it  takes  effect  quickly.  Is  'this  the  principal  value  of 

monetary  policy  now? -I  do  not  tliink  so.  I think  it 

has  a continuing  value.  I think  a statement  of  change  of 
emphasis  in  policy  has  an  immediate  effect. 

2043.  Lord  Harcourt:  One  of  the  effects  of  a change 

in  Bank  Rate,  taken  as  one  in  a large  range  of  items,  is 
that  it  gives  you  a breathing  space ; in  other  words  it  is 
the  one  thing  which  can  be  done  overnight,  which  has  an 
immediate  effect,  whilst  a lot  of  other  measures  are  work- 
ing their  way  through? accept  that,  but  I think  it 

only  has  its  force  if  the  public  knows  the  other  measures 
are  coming 

2044.  Professor  Cairncross:  If  policies  are  pushed 
farther  in  other  fields,  can  they  not  make  up  for  changes 

in  monetary  policy? My  view  on  recent  experience 

would  certainly  be  that  such  other  measures  as  have  been 
tak«a  or  are  now  being  taken  would  have  been  very  much 
less  effective  without  the  support  of  monetary  measures, 

2045.  Chairman:  I I'ost  touch  again  with  the  phrase 

leaning  against  the  wind  ” when  you  were  answering 

Mr.  W'Oodcock  about  'last  Septem'ber.  You  said  that  there 


was  a marked  pause  in  what  had  been  the  boom,  with 
an  effect  on  a large  part  of  the  world,  that  profits  were 
decliniing  .in  this  country.  If  you  put  up  Bank  Rate  by 
2 per  cent,  in  (hat  situation,  arc  you  not  following  the 

wind  rather 'than  leaning  against  it? 1 should  have  said 

that  there  were  still  heavy  inflationary  pressures  m this 
country. 

2046  So  really  the  wind  there  was  the  price  levels? 

The  wind  was  still  the  inHutionary  wind.  I was  trying  to 
express  the  idea  that  in  the  circumstances  of  last  September 
we  could  do  a little  more  than  lean  against  the  wind  ; we 
could  poasibly  help  to  damp  down  the  pressure. 

2047  Professor  Sayers:  You  implied  -indeed  you  said 
—that  your  bdiief  that  Bank  Rato  helps  to  check  demand 
is  based  partly  on  a belief  that  it  checks  investment  plans. 

In  doing  that,  does  it  operate  through  il.s  effect  on  the 
long  term  market,  the  bond  market  and  ilic  .share  market, 
or  does  it  have  some  more  direct  effect?  • 'Thai  depends 
on  the  general  conditions  of  ihc  lime.  Take  the  present 
moment  for  instance;  I would  have  thought  that  boards 
of  directors  throughout  the  country  are  weighing  the  out- 
look of  the  next  year  or  two,  taking  into  account  the  cost 
of  'borrowing,  whethesr  short  or.  if  they  can  gel  it.  long, 
and  attaching  considerable  importance  to  the  factor  of 
the  oust  of  borrowing  in  one  shape  or  unolher.  But  that 
may  mot  have  the  same  effect  at  another  time. 

2048  If  it  works  that  way,  is  it  not  nilhcr  imporlajit 
that  people  should  not  immediately  begin  speculating,  as 
soon  as  you  put  Bank  Rale  up.  nboiit  how  quickly  it  is 
going  to  come  down?  If  they  think  it  is  going  to  come 
down  quickly  they  are  not  going  U>  be  checked  m their 
investment  plans? — -Not  lif  they  think  it  is  going  to  come 
the  whole  way  down  quickly.  They  might  still  ihmk  that 
6 per  cent.  wa.s  a high  rate. 

2049.  I am  thinking  of  this  effect  of  a flexible  Hank 
Rato  policy  in  preventing  the  long  term  rate  of  interest 
from  rising,  a.s  il  did  in  195.3-.54.  The  clTccl  of  the 
increases  of  Bank  Rate  in  195.5  and  1956  urxm  the  long 
term  rate  wa.s  very  much  weakened,  on  the  face  of  it,  by 
knowledge  of  what  had  happened  in  l‘»53-54,  People 
Iho'ught  the  same  thing  was  going  to  happen  again?  - - 
Mr.  Mynors:  I would  not  have  thought  that  that  was 
quite  our  position.  If  wc  go  up  from  5 to  7 per  cetil.,  and 
everybody  thinks  that  wo  are  going  hack  U>  5 per  cent, 
again  in  a forlnight,  it  has  no  effect.  But  going  to  7 per 
ccait.  plus  a dimmer  outlook  for  future  profits  makes 
people  wonder  whether  a parlicular  investment  programme 
should  be  pupsiicd;  even  if  after  a fiiirly  short  period  we 
come  down  to  6i  per  cent.,  ihiil  » still  a high  rate,  and 
people  think  that  perhaps,  if  they  wail  a hit  longer,  wc 
shall  come  down  to  6 per  ccail.  You  arc  not  out  of  the 
l»rticular  wot>d,  even  though  you  may  see  sofiic  light. 

2050.  This  is  a rea.son  for  going  up  by  jumps  of  two 
rather  than  1 per  cent.?  - This  whole  line  of  thought 
would  be  more  cffcciivc  in  almost  any  circiinistanccs,  I 
should  think,  with  a jump  of  2 per  cent.,  but  il  docs  not 
follow  that  one  .should  always  go  up  by  a jump  of 
2 per  cent. 

2051.  Jumps  of  -one  half  or  1 per  cent.,  coupled  with  a 
tradition  that  Bank  RtUc  comes  down  just  as  MX>n  as  the 
authorities  feel  elbow  room,  arc  not  g«»mg  to  have  much 

effect? Mr.  Mynors:  Il  must  depend  a gTC.al  deal 

stall  on  what  else  is  happening,  what  ytwir  Budgetary 
measures  are.  and  that  kind  of  thing.— Afr,  Cohholil:  You 
speak  of  the  tradition ; but  of  uxirsc  wc  must  recognise 
that  the  overall  level  of  the  Bank  Rate  over  the  past  two 
yeans  has  been  very  different  front  the  ovcrail  Icv^  in 
the  late  forlits.  1 would  not  say  that  there  was  a tradition 
established  that  wo  went  up  by  one  nnd  came  down  by  a 
half ; we  have  had  a period  of  definitely  rising  Bank 
Rate. 

2052.  Mr.  Woodroek : .Supposing  the  other  factors 
weakened  dn  the  course  of  time  rather  quickly,  is  d y**'’ 
view  then  that  Bank  Rate  resumes  its  iM-cvious.  what  you 
mi^t  call  its  normal,  limited  role,  of  merely  leaning 

against  the  wind? At  occasion.*!  moments  there  is  an 

opportunity  to  do  a little  more  than  ih.ii.  but  I think 
generally  the  more  norma!  ^mclkm,  and  what  I should 
look  to  the  Bank  Rale  to  do.  would  be  to  lean  agsinsf 
the  wind  rather  than  to  be  more  positive 
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2067  It  is  true  to  say  that  at  that  time  you  had 

I had  heen  nervom  about  ths  mvestmont  situaM  m the 
preceding  year.  That  poBcy  was  succosstul  beyond  many 
people’s  dreams.  That  was  under-estimated  m a muuber 
5t  Jnartera  ; and  I think  iwe  did  not  start  leanmg  agjnst 
the  wind  heavily  until  January  or  February.  We  started 
to  lean  a little  before  that,  because  money  rates  started 
going  up  in  November  and  December,  with  some  blessing 


from  us.  The  Treasury  Bill  rate  rose.  The  market  was 
tightening,  and  the  Chief  Cashier  was  operating  a bit  in 
the  market  to  tighten  money. 

2068.  Sir  Reginald  Vvrdon  Smith : It  would  be  a mis- 
take to  take  the  view  that  you  were  taking  advantage  of 
circumstances  to  gain  a stronger  foo’t-hold  for  purely  tech- 
nical consideralionsV General  con.sideration.s  came  into 

it  as  well,  certainly.  As  I have  already  said,  _we  feel  our 
position  stronger  if  we  are  starting  from  a slightly  lower 
springboard. 

Chairman:  T think  we  will  break  off  at  this  point  today. 


(Adjourned  until  Thursday,  21st  Naytinber.  1957,  o<  10.30  o.m.) 
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2069.  Chairman:  May  we  begin  from  paragraph  61  of 

your  Paper  No.  9.*  You  are  dealing  there  with  the  heavy 
maturities  of  slock  that  lay  ahead  in  1954,  and  we  are 
told  a'bout  assents  for  conversion.  Your  policy  is  to  buy 
up  pending  maturities,  in  order  to  prevent  all  the  money 
required  for  a redemption  being  put  into  the  market  at 
one  moment,  and  to  enable  it  to  be  spread  over  the 
preceding  period  of  months,  plus  what  is  required  when 
the  moment  comes? Mr.  Mynors:  Yes. 

2070.  We  are  told  that  so  much  was  assented  for  con- 
version, Doe.s  that  include  all  the  stock  acquired  by  the 

Issue  Department? Not  necessarily  the  whole  of  it.  We 

make  up  our  minds  in  the  concluding  stages  when  final 
decision  has  to  be  given,  We  might  sometimes  decide  not 
to  convert  the  whole  of  it,  but,  as  a general  rule,  the  bulk 
of  it  is  generally  converted  and  would  be  included  in  those 
assented  figures. 

2071.  That  comes  about  because,  for  market  reasons, 
you  want  to  keep  some  non-assented  stock  to  deal  with? 

Mr.  O'Brien:  A second  consideration  might  be  that 

the  maturing  stock  might  be  of  £1,000  million,  and  in  the 
ordinary  course  the  Departments  would  acquire  a large 
proportion  of  that.  When  we  came  to  the  conversion 
operation,  we  might  not  want  the  stock  we  wished  to  issue 
in  replacement  to  be  as  large  a.s  £1,000  million.  There 
13  no  need  for  it  to  be  if  the  Departments  hold  a large 
proportion  of  maturing  stock,  because  they  then  have  a 
choice  as  to  how  much  they  allow  to  be  assented  and  how 
much  to  be  paid  off,  which  is  a pure  book-keeping  entry. 
If  we  did  not  want  to  issue  another  £1,000  million  stock 
that  would  be  the  course  we  would  take. 

2072.  Could  you  tell  me,  on  any  one  particular  occasion 
such  as  this,  how  much  of  the  assent  came  from  outside 

and  how  much  was  internal? Yes,  we  could  tell  you 

on  each  particular  stock.  There  were  two  operations, 
The  first,  in  June,  1954,  was  the  issue  of  2 per  cent. 
Conversion  Stock  1958-59,  partly  in  conversion  of  the 
National  Defence  Loan  and  partly  for  cash.  Giving  the 
conversion  figures  first:  the  public  assented  £172  million 
and  the  Departments  £120  million.  On  that  occasion  the 
Commissioners  for  the  Reduction  of  the  National  Debt 
assented  £74  million,  so  the  Issue  Department’s  role  was  a 
small  oaie.  On  the  cash  side  the  public  took  £143  miillion, 
the  Departments  £157  million.  As  to  the  later  offer,  in 
July,  of  2i  per  cent.  Exchequer  Stock,  1963-64,  the  public 
assented  £58  million  and  the  Departments  £216  million 
on  that  occasion.  Of  the  long  Funding  Loan,  1999-2004, 
the  public  assented  virtually  nothing,  say,  £600,000,  and 
the  Departments  £138  million  of  which  the  C.R.N.D. 
assented  £48  million.  That  gives  total  figures  for  con- 
version of  all  those  three  stocks;  the  public  £230  million, 
and  the  Departments  £474  million,  giving  £704  million, 
virtually  ithe  £700  'million  mentioned  here ; and  the  cash 
comes  to  £300  million.  On  that  occasion,  as  you  will  see,  a 
double-barrelled  converaon  operation  was  designed,  so  far 
as  the  Issue  Department  was  concerned,  to  avoid  issuing 
an  Qverlarge  amount  of  the  shorter  stock,  the  1963-64,  and 
to  provide  an  opportunity  of  giving  us  ammunition  at  the 
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longer  end.  The  fact  that  the  public  subscribed  very  little 
was  not  a material  factor.  It  was  known  when  it  was  done 
that  they  would  not.  It  was  a device  to  give  us 
ammunition. 

2073.  You  had  potential  customers  in  the  future  for 

stock  of  that  kind? Certainly.  Indeed,  all  that  issue 

has  long  since  been  sold. 

2074.  Professor  Sayers:  Does  the  penultimate  sentence 
of  paragraph  62  mean  that  the  departmental  purchases 
were  of  the  next  maturities,  and  because  those  maturities 
were  big  and  the  desirability  of  taking  them  into  the 
Departments  was  great,  the  Government  buyer  took  alto- 
gether from  the  market  a much  larger  volume  of  all  stocks 
than  he  would  otherwise  have  done,  that  is  to  say,  he  put 

back  into  the  market  a great  deal  of  cash? Mr. 

Mynors:  Yes ; it  means  that  if  we  had  not  been  buying 
the  next  maturities  the  net  sales  would  have  been  larger ; 
it  does  not  mean  that  the  gross  sales  would  have  been 
altered, 

2075.  Is  there  any  effect  at  all  on  the  amount  of  bank 
deposits  held  by  the  public,  or  is  the  effect  via  the  make-up 

of  the  discount  market  portfolios? ^It  depends  on  what 

the  stocks  are  that  we  have  been  selling.  We  should  be 
buying  at  the  very  short  end.  If  to  some  extent  we  have 
been  replacing  those  purchases  by  sales  of  something  that 
is  only  a little  bit  longer,  to  that  extent  we  are  replacing 
a very  short  for  a medium-short.  If,  on  the  other  hand,  we 
have  'been  selling  medium-long  and  long-dated  stocks  and 
could  have  been  selling  those  anyway  to  the  public,  then 
the  fact  that  there  may  be  a switch  of  short  to  near-short 
will  not  affect  'the  banking  figures  so  much.  One  has  to 
look  at  the  composition  of  the  change  in  our  portfolio. 

2076.  So,  despite  the  comparative  smallness  of  the  cash 
raised  from  the  market,  there  may  have  been  appreciable 
funding  in  the  sense  of  replacement  of  bank  deposits  by 

long  stodks  held  by  the  public? ^That  could  have  been 

going  on. 

2077.  Sir  Oliver  Franks:  I would  like  to  ask  one  very 
general  question.  I have  always  felt  that  1954  in  this 
series  of  years  was  a very  difficult  year  to  appraise,  mainly, 
I think,  because  it  looks  so  <iifferent  when  you  look  back 
on.  it  from  what  1 pecrsonaily  felt  when  I lived  through  it. 
In  the  early  months  of  the  year  the  immediate  external 
situation  was  relatively  strong,  the  home  situa>tion  showed 
considerable  growth  in  industrial  -output  and  productivity, 
but  ithere  was  uncertainty  as  to  how  the  situation  would 
develop.  There  were  prospects  of  higher  home  demand, 
both  on  Governmental  account  and  by  consumers,  and  for 
industrial  investment.  As  you  say  in  paragraph  59,  you 
have  at  the  Treasury  end  policies  for  expansion,  or  at  least 
relaxation.  By  the  time  we  come  to  the  end  of  paragraph 
66  the  market  has  weakened  ; there  are  industrial  disputes ; 
and  there  are  doubts  about  the  foreign  exchange  situation, 
which,  in  a sense,  have  not  left  us  from  that  moment  until 
now ; that  was  the  beginning.  I think  it  is  fair  to  say  that 
the  various  components  of  policy  in  1954,  whether  fiscal 
or  monetary  or  those  represented  by  direct  controls,  were 
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upward  swing  in  world  activity, 
profits  begin  to  rise,  and  the  Government  weakens  on  its 
declarations  of  policy,  then  surely,  from  what  you  have 
said,  you  would  be  back  in  the  position  that  you  may 

increase  Bank  Rate,  but  with  a limited  objective? I 

think  that,  if  inflationary  policies  are  pursued  everywhere 
there  is  little  more  the  Bank  Rate  can  do  than  lean 
against  the  wind. 

2054.  You  would  not  be  able  to  recover  or  offset  the 
deterioration  of  other  factors? 1 have  never  thought  it 


2055.  5if  Oliver  Franks-.  That  is  true  under  certain 
supfwsitions : clearly  if  you  quadruple  the  Bank  Rate  it 
would  do  a lot.  A 20  per  cent.  Bank  Rate  would  be  quite 
a rnajor  instrument,  but  there  arc  certain  conditions  which 
rnako_  it  not  practicable  to  apply  it.  Is  it  not  fair  to  assume 
that  m the  discussion  of  the  bracket  within  which  Bank 
Rate  can  be  moved,  one  limiting  factor  is  the  political 
environment,  meaning  whatever  Government  may  be  in 
power  or  whatever  views  they  happen  to  iiave ; and  a 
second  limiting  factor  is  the  consequences  of  an  astronomi- 

cal  Bank  Rate,  say,  in  terms  of  unemployment? 

Absolutely.  I think  they  may  be  limiting  within  slightly 
dilferent  _ brackel.s  at  slightly  different  peric^s,  but  they 
are  defimtely  limiting  factors,  ^ 


2056.  Profc.mir  Cairncro.t.i  ■.  You  could,  1 suppose 
envisage  a country  in  which  Bank  Rate  and  interest  rates 
remained  absolutely  constant,  assuming  that  other 
measures  of  Government  policy  were  devised  to  take  up 
all  the  pressures  developed.  Is  it  any  more  difficult  to 
envisage  that  than  a country  with  a stable  exchange  rate? 

•; Mr.  Mynors-.  I should  have  thought,  very  much  think- 

mg  aloud,  that  that  leads  you  to  a range  of  other  measures 
which  IS  virtually  limitless.  I am  not  familiar  with  the 
Russian  system,  but  I would  have  thought  you  might  have 
to  go  a .surprisingly  long  distance  in  that  sort  of  direction 


2057.  You  would  not  feel  that,  if  you  pursued  the  idea 
of  a larger  Budget  surplus  and  olhcr  restrictions  experi- 
mented with  since  the  war.  that  might  take  up  such 
inflationary  pressurc.s  as  the  higher  Bank  Rate  has  done? 

— If  you  have  to  keep  your  interest  rates  constant  at  a 
given  level,  though  they  want  to  rise,  you  have  to  buy  up 
just  as  many  seci!ritic.s  as  are  nccc.ssary  to  check  the  rate 
and  you  lose  control  over  the  volume  of  money  Yoii 
then  try  and  put  restriction, s on  the  use  people  make  of 
this  in^crcasmg  and  by  now  very  large  volume  of  money, 
and  the  water,  as  Sir  Oliver  was  saying,  tends  to  seep 
round  the  dam.  ^ 


20.58,  It  may  happen;  but  on  the  other  hand  there  have 
been  long  periods  when  they  have  not  moved  much  and 
very_  heavy  pres.surc.s  have  been  developed  against  them 
for  instance,  in  this  country,  before  the  first  world  war 
certainly,  and  even  between  the  two  wars.  Let  me  put 
the  question  rather  differently:  the  Governor  expressed  a 
view  earlier  about  what  could  be  done  by  monetary  policy 
as  an  anti-inflationary  device  on  its  own  and,  I think, 
attached  considerable  importance  to  monetary  policy  as 
one  ingredient  in  a collection  of  measures  designed  to 
eliminate  inflation.  Would  the  existence  of  a fixed 
exchange  rate  be  one  of  the  principal  reasons  for  attach- 
ing importance  to  Bank  Rate? Afr.  Cohhold:  The 

external  situation  tends  sometimes  to  be  the  most  urgent 
question  for  deriding  whether  something  has  to  be  done 
this  week  or  next  week,  I think  it  is  probably  less 
important  comparatively  with  other  factors  over  a jxriod. 
If  I may  put  it  in  personal  and  recent  terms,  when  I was 
cOTtemplating  in  July  and  the  earlier  part  of  August 
whether  a Bank  Rate  change  would  be  appropriate,  I was 
certainly  in  July  thinking  more  in  terms  of  the  domestic 
situation.  When  I came  back  from  my  holiday  about  the 
I4th  September,  I think  the  decision  as  to  whether  some- 
thing should  be  done  on  the  I9th  September  or  early  in 
October  was  probably  dictated  more  by  the  foreign 
situation  than  the  domestic  one. 

2059.  Would  the  situation  present  itself  to  you  in  quite 

the  same  way  if  there  was  no  fixed  rate  of  exchange? 

Perhaps  not  quite  in  the  same  way.  but  I think  I should 
still  be  very  much  concerned  with  the  external  stability  of 
the  pound  as  well  as  the  internal  stability  of  the  pound.  If 
there  was  a very  strong  movement  out  of  sterling,  either 
With  a fixed  or  unfixed  rate  of  exchange,  there  would  be 


times  at  which  we  should  have  to  think  very  seriously  of 
taking  some  strong  measure,  the  urgency  being  dictated 
mainly  by  these  considerations ; but  I would  still  say  that, 
if  one  can  really  differentiate  (it  is  not  easy),  it  is  the 
domestic  value  of  the  pound  and  the  domestic  things 
which  occupy  the  bulk  of  our  thinking  on  these  subjects. 

2060.  Even  if  you  were  not  concerned  about  the 
external  value  of  the  pound,  the  domestic  situation  would 
alone  make  you  wish  .to  make  use  of  the  Bank  Rate,  as 

one  ingredient  of  a composite  dose? Certainly,  as  the 

external  value  of  the  pound,  whether  it  is  formally  fixed 
or  not,  is  going  in  the  end  to  depend  on  the  situation  at 
home. 

2061.  Coming  back  to  paragraph  56,  on  a question 
which  Professor  Sayers  raised  this  morning,  are  there  any 
figures  indicating  the  extent  to  which  there  was  an  inflow 

of  funds? 1 liavc  made  some  inquiries  ; they  were  not 

very  encouraging,  I am  afraid.  The  figures  are  not  very 
good  on  this,  and  they  are  not  very  good  on  the  borrowing 
side  either,  because  it  is  so  difficult  to  see  what  is  foreign. 
A lot  comes  in  foreign  trade  bills,  and  one  thing  and 
another,  and  it  is  extremely  difficult  to  differentiate  tlie 
internal  from  the  external,  I should  have  to  clear  any 
information  I get  under  exchange  conlrol  powers  with  the 
Treasury.  I am  afraid  whatever  I give  you  may  not  be 
very  good.* * 

2062.  Professor  Sayers:  In  the  last  two  lines  of  para- 
graph 56  you  say : “ . . . the  Treasury  Bill  rate  was 
steadied:  there  was  a small  amount  of  borrowing  from 
the  Bank.”  Does  that  mean  that  the  authorities  saw  to  it 
that  the  market  was  so  short  that  they  had  to  borrow 
and  the  dLscount  market  took  the  hint  and  did  not  let  the 

Treasury  Bill  rate  slide  away? ^That  would  have  been 

so. 

2063.  Paragraph  58  brings  us  to  the  reduction  of  Bank 

Rate  to  3 per  cent,  in  May,  1954.  The  upshot  of  para- 
graph 58  is,  if  1 read  it  correctly,  that  there  was  a balance 
of  considerations  and  what  settled  the  matter  was  this 
desire  for  flexibility? We  felt  that  the  other  considera- 

tions were  very  evenly  balanced  at  that  date.  I still  think 
that,  faced  with  these  considerations  again,  and  without 
knowing  what  wa.s  going  to  happen  in  three  months’  time, 
1 would  take  the  same  decision.  If  I had  known  what  was 
going  to  happen  in  three  months’  time  I do  not  think  I 
should. 

2064.  Cluiirman : I see  your  po.sjtion ; but  I should 
have  thought  that  to  the  outsider  at  that  time  everything 
that  was  done  would  have  suggested  that  a stimulus  was 
required  to  the  economic  set-up.  There  was  the  invest- 
ment allowance  introduced  by  the  Budget  in  April,  the 
reduction  in  the  Bank  Rate  in  May,  the  removal  of  hire 
purchase  restrictions  in  July ; and,  following  the  reduction 
of  Bank  Rate  charges  for  bank  advances  were  reduced, 
call  money  was  cheaper,  the  deposit  rate  was  reduced,  and 
bank  advances  were  rising.  Could  people  have  come  to 

any  other  conclusion? This  change  was  in  line  with 

the  official  encouragement  of  investment  that  was  going 
on ; that  was  one  argument  for  it  in  the  balance  of  con- 
siderations. I accept  that  view. 

2065.  But  when  it  came  to  feeling  that  things  had  gone 
further  than  was  wished,  the  containing  measures  did  not 

come  until  the  following  year,  1955? ^Yes.  Although 

we  were  conscious  in  September,  1954,  that  things  were 
moving  in  the  other  direction,  and  'both  the  Chancellor  of 
the  time  and  I made  some  fairly  definite  references  to 
inflationary  pressures  in  October  of  that  year,  we  tend^ 
to  under-estimate  what  did  in  fact  happen,  and  how  suc- 
cessful the  investment  drive  would  be.  But  I do  not  think, 
as  I said  just  now.  that,  even  if  I had  appreciated  in 
Octolber  that  the  boom  was  going  to  rise  rather  faster 
than  I thought,  I should  have  felt  that  monetary  measures 
by  themselves  would  have  been  appropriate. 

2066.  Professor  Sayers:  Not  even  a 2 per  cent,  rise  in 

the  Bank  Rate? Mr.  Cobbold:  I do  not  think  so,  not 

against  the  general  background. — Mr.  Mynors:  At’ that 
time  funding  considerations  were  very  much  in  our  minds. 
— Mr.  Cobbold:  They  were  a consideration,  but  my  major 
consideration  was  not  to  frighten  people  about  transferable 
sterling.  I should  have  regarded  a 2 per  cent,  rise  then 
as  definitely  alarmist  and  rather  ineffective  without  other 

things. 

• See  Appendix  to  Minutes  of  Evidence. 
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on  ‘the  whole  (being  applied  on  the  side  of  rel^ation,  p^- 
sibly  on  the  side  of  positive  etpansion,  rather  Him  ^ 
the  side  of  restriction  or  restraint  of  any  kind.  When 
the  Bank  looks  -back  at  1954,  does  it  have  any 
of  impoTtance?  Does  it  think  on  reflection  that  the  too 
late”  part  of  the  “too  litfle  and  too  late”  considerations 
apphes,  that  the  economy  was  allowed  to  get  under  way, 
without  any  rein  on  it,  more  than  'perhaps  one  would  tnink 
wise  on  looking  back?  Or,  alternatively,  do  you  think 
that  that  was  not  so,  but  that  the  future  was  so  unknown 
that  when  you  look  back  on  what  was  done  then  it  s«ms 

to  have  been  about  right  on  the  whole? It  is  a little 

dhScult  to  remember  even  over  only  two  y;ears  how  in- 
fluenced  one  was  in  one’s  mind  by  considerations  that  niiw 
look  short  term  but  then  were  very  dominating.  In  1954 
the  conversion  of  maturing  issues  was  bulldnig  very  large 
in  our  minds,  as  well  as  longer  range  considerations,  like 
the  need  to  have  a Bank  Rate  policy  that  was  flexible ; 
that  is  to  say,  in  practical  terms,  where  we  did  not  have 
an  inordinately  long  period  between  rnovK,  and  where 
moves  could  be  conceived  of  as  being  in  either  direction. 

I do  not  ithink  that  this  is  a poiod  about  which  we  feel 
particularly  'unhappy ; looking  back  we  should  probably 
have  done  again  very  much  what  we  did  then.  We  Wicre 
a little  slow,  I daresay,  to  recognise  the  rate  at  which 
things  were  lilowing  up. 

2078.  Sir  John  Woods:  In  October,  1954,  there  was  the 
first  public  statement  of  doubts  about  inflation,  particu- 
larly in  the  speeches  at  the  Mansion  House  by  the  Chan- 
cellor and  the  Gova'nor.  In  January,  1955,  the  Bank  Rate 
was  moved  from  3 to  3i  per  cent. ; in  February 
it  went  from  3^  to  per  cent. ; and  stiU  we  did  not  seem 
to  get  the  thing  under  control,  or  it  was  thought  not  by 

authorities.  iWe  'then  had  a disinflationary  Budget 
followed  iby  tiie  October  Budget.  Apart  from  the 
question  of  .perhaps  leaving  it  a little  late,  would  the 
Bank  now  feel,  as  I tend  to  feel,  that  the  action  when  taken 
was  in  .fact  not  quite  sharp  or  decisive  enough,  and 
that,  perhaps,  if  in  January,  ot  indeed  earlier  than  January, 
instead  of  going  from  3 to  3^  per  cent,  you  had  gone 
&om  3 direct  to  4 or  4i  per  cent.,  we  should  have  got  the 
range?  Operating  earlier  on,  when  not  quite  so  mudi 
action  was  needed,  we  might  have  be«i  spared  a lot  of 
the  trouble  that  has  come  on  since,  including  the  7 per 
cent,  in  September,  1957.  I realise,  of  course,  this  is  all  an 
experimental  period,  and  that  there  are  a loit  of  conflicting 
and  delicate  situations  which  come  into  this,  including  the 
fact  that  if  you  move  too  radically  it  is  taken  as  a sign  of 
no-confidence  rathec  than  of  confidence.  Nevertheless,  the 

doubt  remains  in  my  mind? There  were  two  things 

particularly  in  our  minds  that  autumn.  First,  general 
economic  policy  was  directed  towards  investment  for 
development,  and  the  Chancellor  and  the  Governor  both 
said  at  that  dinner  at  the  Mansion  House  in  the  autumn 
that  that  was  the  right  policy,  but  people  should  see  that 
it  did  not  develop  to  such  an  extent  as  to  lead  to  an 
inflationary  wave.  In  face  of  that  a moderate  rise  in  Bank 
Rate,  taken  by  itself,  would  not  have  had  any  wide  and 
serious  effect  in  steadying  people’s  minds,  again  (I  go  back 
to  a point  which  we  have  made  several  times  already) 
conceiving  of  Bank  Rate  as  having  a part  to  play  as  part 
of  the  general  economic  control  of  affairs,  and  not  trying 
to  operate  by  itself.  The  other  thing  very  much  in  our 
minds  at  that  stage  was  the  point  raised  in  paragraph  68, 
the  widening  of  the  discount  on  transferaUe  sterling  and 
the  general  feeling  that  the  exchange  situation,  which  wa.s 
admittedly  only  an  interim  situation,  with  the  Government 
still  wedded  to  eventual  convertibility  as  their  ultimate 
policy,  was  reaching  a stage  at  which  some  further  move 
still  in  that  general  direction  might  have  to  be  undertaken, 
From  the  external  point  of  view  general  economic  policy 
did  not  seem  directed  to  remedying  the  exchange  situation 
There  was  a risk  that  an  unrelated  rise  in  Bank  Rate  might 
frighten  people  more  than  reassure  them.  That  is  another 
aspect  of  trying  to  treat  Bank  Rate  as  part  of  combined 
operations  whenever  we  possibly  can. 

2079.  Chairman : Would  you  regard  the  terms  of  the 
conversion  offers  made  in  that  year  as  being  an  indication 

that  the  authorities  wanted  money  to  be  cheap? No  I 

think  not.  We  always  try  to  pitch  the  terms  of  the  con- 
version offer  as  nearly  as  we  can  on  the  market  level  at 
that  moment. 

2080.  In  other  words,  your  main  concern  was  to  get  the 

ironey  as  cheap  as  you  could  with  the  market  attitude 
being  what  it  was? ^Yes. 


2081.  Sir  Oliver  Franks:  Perhaps  this  illustrates  a point 
of  importance,  that  the  things  which  must  preoccupy  the 
Bank’s  attention  are  very  often  problems  of  limited  dura- 
tion but  important,  and  even  acute  while  they  are  there. 
It  rnay  be  that  the  use  of  Bank  Rate  is  better  adapted  to 
dealing  with  short  term  fluctuations,  with  these  types  of 
preoccupation  which  have  just  been  illustrated  than  as 
a long-term  agent  for  dealing,  shall  we  say,  with  a per- 
sistent tendency  to  an  investment  boom  in  an  economy. 
Is  Bank  Rate  essentially  something  which  should  be  short- 
term in  its  incidence  and  dfcct,  or  is  it  a good  instrument 
for  dealing  with  the  long-term  issues  which  arise  in  an 
economy : because  that  is  an  issue  which  ariws  in  1954 
and  goes  through  to  19577-  -That  is  a fairly  cosmic 
question,  if  I may  say  so.  I .should  have  thought  in  the 
nature  of  things  Bank  Rule  must  be  regarded  as  rather 
more  concerned  with  the  short-run  adjustments,  one  of 
the  reasons  which  would  strike  one  at  once  being  that 
you  get  a lot  of  the  eiVcct  of  Bank  Rate  by  the  changes 
you  make  in  it.  One  of  the  reasons  why  one  should 
regard  this  as  an  experimental  pcritnl  is  because  one  does 
not  really  know  the  level  uroumi  which,  year  in  year  out, 
those  variations  should  take  place.  1 should  have  thought 
that  Bank  Rate  uffcct.s  long-run  factors  more  by  its 
absolute  level  than  by  its  changes. 

2082.  How  fur  can  one  generalise,  from  what  you  have 
just  said  on  the  use  of  Hunk  Kate,  to  the  instruments  of 
monetary  policy  generally?-  ■-  Mr.  Mynurx;  Do  you 
mean  that  they'  arc  csscnlially  shorl-nin?  - Sir  Oliver 
Franks:  Yes.—Mr.  Mynors:  I could  not  conceive  of  them 
as  operating  by  themselves,  but  only  in  a much  more 
general  framework  of  economic  pi>licy.  in  affecting  long- 
run  consideralion.s. 

2083.  They  mu, si  always  be  r:»ft  of  package  deals? 

1 would  think  so.  If  you  wish  to  influence  the  climate 

of  investment  there  arc  so  many  other  things  that  affect 
it:  taxation  policy,  investment  allowances,  even  Industrial 
Development  Certificates  and  planning  paraphernalia,  and 
so  on. 

2084.  I auppo.se  what  has  happened  in  the  last  three 
years  is  an  historical  commentary  on  that.  Wc  look,  as 
one  looks  backwards,  ns  if  wc  had  been  trying  to  use, 
say,  the  Bank  Rate  not  for  these  relatively  short-term 
purposes  but  for  the  longer  term  purposes,  sometimes  with 
other  measures,  sometimes  without.  Have  wc  been  trying 
to  make  the  price  of  money  do  a job  which  it  cannot 
really  do,  or  have  wc  been  taking  loo  many  “bites" 
before  we  have  used  it,  or  what  ito  you  think?  -1  find 
that  difficult  to  answer.  Cienerallv,  it  has  no;  operated 
much  by  itself.  It  has  not  alw.iys  hern  cx.iclly  synchronised 
with  specific  changes  in  economic  policy,  but  it  has  always 
sought  not  to  run  counter  to  the  economic  ptilicy  of  the 
moment,  but  rather  to  reinf«>rcc  it,  pnrliciihirly  if  there 
was  a change  in  general  economic  policy.  The  allempl 
to  keep  the  economy  at  maximum  pressure  is.  I suppoM, 
primarily  in  its  immediate  apiTarancc  a short-run 
influence,  but  in  so  far  ns  it  is  nn  investment  programme 
which  is  at  the  bottom  of  it  it  has  verv  impi)ri.ini  long-run 
effects.  I find  it  diflicull  to  distinguish  between  the  short- 
term and  long-term  aspects  of  the  ihmv. 

2085.  Mr.  Woodcock : Would  you  take  the  same  view 
if  your  reserves  were  relatively  sulHiauiial?  Yes.  I 
think  I should.  One  would  feel  a little  s.ifcr  in  going  a 
bit  further  to  sec  how  a sdinlion  w is  dfscloping,  hut 
in  practice,  I think,  over  the  past  five  years  wc  would 
have  done  what  we  did  even  if  wc  had  had  considerably 
larger  reserves. 

2086.  If,  for  example,  wc  had  been  sirnna  enough  to 
have  free  convertibility,  would  you  sidl  hold  the  same 

view? 1 would  rather  like  notice  of  that  question.  I 

have  not  thought  through  B,ink  Rale  policy  ag:iin  in  terms 
of  complcite  convertibility*. 

2087.  Professor  Sayers  : At  the  end  of  1954  you  dccid^ 

(m  fact,  each  week)  not  to  raise  H.tnk  Rate.  Twice  m 
this  paper  there  is  a reference  ii»  “ harjcmni!  of  short-term 
rates  towards  the  end  of  1954  Was  that  helped  by  the 

authorities  at  all  dcliberulclyV  -At  the  beginning  « 
paragraph  69.  you  will  see  that  it  says:  *' It  was  W‘ 
desimble  that  market  interest  rates  should  be  h;»rdcncd 

• Note: — The  witness  later  informed  the  Comniiiiec  that  he  did 
not  wish  to  add  to  what  he  ha<)  said. 
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2088.  Yes,  but  you  have  not  said  that  you  took  steps  to 

harden  them.  Did  you? Mr.  O'Brien:  I cannot 

remember  the  actual  influences  ; but  if  it  was  felt  desirable 
that  market  rates  should  be  hardened  I should  guess  that 
they  were  hardened  to  some  extent  by  us. 

2089.  And  you  desisted  from  moving  the  Bank  Rate, 
although  you  might  have  felt  that  there  was  something  to 
be  said  for  using  it  on  longer  term  grounds  as  well  as  on 
short  term  grounds.  If  I understood  you  correctly  your 
decision  not  to  raise  Bank  Rate  at  this  time  was  based  on 
the  view  that  by  itself  it  was  no  longer  of  use  for  short 
term  purposes,  but  had  to  be  part  of  a package  deal. 

Is  that  right? Mr,  Mynors:  It  would  certainly  be 

much  more  elTeotive  as  part  of  a package  deal,  and,  as 
we  regarded  dt  as  still  an  effective  weaipon,  we  did  not 
want  it  to  lose  some  of  its  effect,  as  it  would  if  it  was 
used  in  a way  in  which  it  oame  to  be  disregarded  as  being 
out  of  line  with  everything  else. 

2090.  Probably  all  of  us  under-estimated  in  the  autumn 
of  1954  the  strength  of  the  inflation ; hut  if  you  did  feel 
there  were  some  longer-term  reasons  for  pushing  the  Bank 
Rate  up,  and  tliat  short-term  considerations  clearly  pointed 
that  way,  was  there  not  a very  strong  case  for  putting  it 

up  m isolation  and  seeing  how  it  worked? ^At  that 

point  the  external  .situation  was  the  dominating  factor ; 
we  were  not  at  all  clear  how  dt  would  be  received.  If  the 
exchange  situation  was  troubling  us  and  we  .suddenly  put 
up  the  Bank  Rate  in  isolation,  people  would  say : “ What 
arc  they  playing  at?” 

2091.  Mr.  Woodcock:  You  said  in  effect  that  the 

disadvantages  outweighed  the  advantages? Yes. 

2092.  Profcs.?or  Sayer.f:  Did  the  funding  problem  affect 

your  Bank  Rate  decision  at  all? Not  in  the  sense  that 

one  would  say  to  oneself : “ Wc  had  better  keep  the  Bank 
Rate  down  because  we  have  a funding  problem.”  If  wc 
know  wc  have  to  deal  with  a maturity  by  a certain  date 
we  try  not  to  move  the  Bank  Rale  in  close  association 
with  the  timing  of  a conversion  offer.  Wc  say  to  our- 
selves : “ It  looks  as  if  we  may  have  to  be  thinking  about 
raising  the  Bank  Rate ; but  wc  must  not  forget  that  there 
is  going  to  be  a close  period  in  such  and  such  a month, 
because  wc  shall  have  to  be  dealing  with  a conversion 
offer  then.” 

2093.  Was  the  volume  of  funding  that  was  to  be  done 
perhaps  to  be  con.sidcrcd  as  a reason  for  raising  the  Rate? 
Mr.  Mynor.-,-:  It  can  be  one  of  the  factors  that  influ- 
ences one  in  making  up  one’s  mind  what  ought  to  happen 
to  the  Rale.— Mr.  O'Drien:  This  particular  funding  opera- 
tion, which  was  a very  large  one,  happened  to  be  a case 
where  we  were  able  to  take  a good  deal  of  initiative. 
Sometimes  when  a funding  operation  must  be  completed, 
wo  have  to  wait  until  the  last  moment  in  order  to  be 
sure  of  doing  it  satisfactorily.  On  this  occasion,  which 
was  the  3 per  cent.  National  Defence  Loan  1954-58,  the 
final  maturity  date  was  1958,  but  we  took  the  initiative  as 
soon  as  we  could  in  1954  to  convert  it  into  2 per  cent, 
stock.  That  was  something  which  we  did  not  need  to  do, 
but  we  did  it  because  wc  had  more  initiative  than  we 
might  have  had.  The  .“Serial  Funding  Stock  was  a Novem- 
ber maturity.  That  was  dealt  with  in  July,  again  several 
months  before  the  last  date  when  it  would  have  to  be 
done.  That  indicates  that  we  had  quite  considerable 
initiative  at  that  time. 

2094.  The  funding  problems  really  did  not  enter  into 

the  Bank  Rate  discussion? No. 

2095.  Lord  Harcourt : The  funding  problem  was  out  of 

the  way  by  the  time  the  crisis  arose? We  got  it  out  of 

the  way  while  the  going  was  good. 

2096.  Professor  Cairncross:  In  paragraph  69  you  say: 

“ It  was  then  open  to  doubt  whether  external  confidence 
in  sterling  might  not  be  further  damaged  through  such 
action  being  Interpreted  to  mean  that  the  authorities 
regarded  the  internal  inflationary  situation,  as  grave.” 
Do  I take  you  to  mean  that  you  would  not  have  liked  to 
raise  the  Bank  Rate  in  isolation,  but  if  the  Bank  Rate 
had  been  raised  in  conjunction  with  other  measures  it 

would  not  have  been  open  to  this  interpretation? 

Mr.  Allen:  Yes. 

2097.  That  is  not  what  you  say? May  I make  one 

comment,  in  terms  of  my  recollection  of  that  time?  Para- 
graph 69  ends:  “ It  was  not  felt  that  in  fact  ffie  domestic 
situation  warranted  a sharp  monetary  shock.”  To  my 


recollection,  the  monetary  figures  did  not  show  clear  signs 
of  inflation  until  well  into  1955 ; it  was  from  February 
onwards  that  the  monetary  side  began  to  show  up.  The 
latter  part  of  1954  produced  something  like  the  usual 
miscellany  of  conflicting  factors:  certain  factors  of  cost 
which  looked  inflationary ; certain  rumours,  rather  than 
any  _ statistical  _ information,  of  growth  in  investment 
activity.  The  situation  was  also  complicated  by  reactions 
from  the  dock  strike.  There  was  not  a clear  situation 
in  the  late  autumn  and  early  winter  of  1954  which  would 
have  made  it  appear  that  " the  domestic  situation 
warranted  a sharp  monetary  shock.” 

2098.  If  we  were  thinking  in  terms  of  the  classical 
theory,  surely  it  would  have  been  natural  to  react  to  a 
discount  on  sterling  by  putting  up  the  Bank  Rate  sharply? 
Are  you  not  saying  that  that  is  exactly  the  thing  you  would 

irot  contemplate? Mr.  Mynors:  I would  not  have 

(thought  thart  the  classical  theory  had  muclr  to  do  with  the 
discount  on  transferable  sterling.  Up  to  this  point,  trans- 
ferable sterling  was  a completely  unrecognised  market. 

2099.  I will  come  back  to  that  in  a moment.  For  the 
present,  arc  we  to  take  it  that  you  would  regard  a rise 
in  the  Bank  Rate  in  isolation  as  an  unsatisfactory  reaction 

to  a deterioration  in  the  foreign  exchange  position? 

If  it  did  not  appear  to  be  in  concert  with  and  in  support  of 
other  economic  policy  of  a more  general  character. 

2100.  And  you  would  say  this  even  more  strongly  of  a 

large  rise  than  a small  one? Yes. 

2101.  You  did  in  fact  put  up  the  Rate  by  half  per  cent., 

not  by  one,  although  later  you  were  obliged  to  put  it  up 
again? ^When  it  went  up  again,  it  went  up  in  associa- 

tion with  other  measures.  The  half  per  cent,  was  an 
attempt  to  show  that  the  warning  given  by  word  of  mouth 
some  two  or  three  months  earlier  would  be  supported  by 
other  measures,  if  it  were  not  heeded. 

2102.  Among  those  other  measures  was  the  support  of 
iraii.sferable  sterling.  This  was  the  measure  which,  to 
the  outside  public,  was  the  most  paradoxical  in  your 
re.sponsc  at  that  time.  I assume  that  to  have  a discount 
of  more_  than  a few  per  cent,  would  lead  to  large  scale 
oommoddty  shunting.  Had  you  any  data  on  the  extent  to 
which  cctfinmodity  shunting  was  occurring  at  that  time? 

^It  is  'not  an  easy  'matter  on  which  to  get  actual  figures, 

but  wc  had,  ipJcnty  of  evidence  ■that  it  was  ioccurring  on  a 
large  scale  and  bccoiming  much  better  organised,  as  I 
recall.  That  is  to  say,  bra.'ss  ipilates  were  going  up,  com- 
panies were  'being  estnibli.shed  which  ■were  specialisis  in 
commodity  .shunting,  so  that  you  began  to  get  a new 
technique  developing.  When  that  happens  margins  begin 
to  get  cyt ; you  get  shunting  on  a smaller  discount  on 
sterling  than  when  the  drill  for  dealing  is  not  accurately 
known  and  there  is  not  a specialist  at  your  elbow  to  do  it 
at  a cut  price. 

2103.  Do  you  assume  that  it  was  of  larger  dimensions 

m the  late  forties? Mr.  O’Brien  : I sihouid  thmk 

It  would  have  been  greatly  developed  at  the  later  date 
because  it  was  much  better  understood,  and  all  the  com- 
modity markets  were  open  ; it  was  through  those  that  we 
received  most  of  our  information  that  trade  was  being 
distorted  into  other  channels. 

2104.  Would  you  take  the  view  that  we  lost  less  foreign 
ei^nge  by  suppointing  transferable  sterling  than  by 
al'Ioiwjng  the  commodity  markets  to  continue  commodity 

shunting? Mr.  Mynors:  That  would  certainly  be  my 

viow  ; but  (I  could  not  produce  figures. — Mr.  O’Brien  • It 
is  impossible  to  get  such  figures. 

2105.  There  were  indications  at  one  .time  in  the  forties 
O'f  i_bhe  scale  lon  which  it  was  taking  place.  Had  you  no 

iindicat'icHns  bare? ^The  deals  were  not  taking  place  here 

m this  oo'uotry,  and  were  naturally  difficult  'things  to 
observe. 

_ 21 06.  Sir  John  Woods : Having  listened  to  this  conversa- 
tion, it  seems  to  me  that  the  effect  of  para'graph  69  as 
a whole  is  .to  reinforce  what  'Professor  Sayers  said  just  now, 
'that  everyone,  including  the  authorities,  in  fact  under- 
estimated 'the  momentum  of  what  was  behind  the  total 
activity  and  the  inflationary  possibilities?  Is  that  not  so? 
Yes. 

2107.  If  you  accept  that,  and  now  look  back  with  hind 
sight,  do  you  'think  that  if  Urose  possibilities  had  been 
realised  it  would  have  'been  a good  .thing,  whether  in 
.February  or  earlier,  to  have  raised  the  Bank  Rate  more 
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vigorously  if  necessary,  by  itself  and  chance  the  possible 

damage  to  external  consequences? Mr.  Mynors:  I 

think  I should  wish  the  hindsight  to  have  brought  forward 
the  action  that  was  taken  to  an  earlier  date,  not  to  have 
moved  the  Bank  Rate  by  itself  and  on  a larger  scale. 
I should  have  still  wanted  the  package  of  measures,  par- 
ticularly the  transferable  sterling  point. 

2108.  Sir  Oliver  Franks:  There  seem  to  me  to  be  two 

quite  distinct  reasons  for  wanting  the  Bank  Rate  to  be 
part  of  a package.  One  would  be  that  only  so  used  is  it 
likely  to  be  effective  in  relation  to  the  domestic  economy, 
whatever  the  purposes  to  be  pursued ; and  that  by  itself 
it  is  not  likely  to  be  effective,  and  is,  therefore,  better 
not  used.  The  other  consideration  is  that,  in  so  far  as 
it  is  effective,  it  bites  on  the  private  sector,  and  Govern- 
ment expenditure,  which  is  not  therefore  directly  regu- 
lated by  the  Bank  Rate,  might,  if  a Government  so 
wished,  go  booming  along  with  no  difference  at  ail.  So, 
without  perhaps  intending  it  or  meaning  it  at  all,  if  you 
leaned  wholly  on  the  Bank  Rate  you  might  be  depressing 
ffie  private  sector  without  that  being  an  object  of  the 
policy.  Those  two  considerations  might  easily  go  hand 
in  hand ; but  when  you  were  arguing  just  now  that  in 
general  the  Bank  Rate  should  be  moved  upwards  in 
association  with  other  measures,  had  you  both  in  mind, 
or  the  tot  only? had  both  in  mind. 

2109.  Chairman:  I still  have  not  got  to  the  bottom 
of  this  argument,  which  has  been  used  by  the  Chancellor 
once  or  twice.  If  you  put  up  the  Bank  Rate,  it  is  taken 
externally  as  a sign  that  the  authorities  consider  the  situa- 
tion grave.  If  you  put  it  up  with  other  measures,  why 

does  it  not  suggest  that  the  situation  is  even  graver? 

It  is  partly  a matter  of  the  scale  of  the  movement.  If  we 
suddenly  jumped  the  rate  by  3 per  cent  someone  would 
certainly  rpaoic,  I should  think. 

2110.  It  is  not  the  actual  nature  of  the  jump? ^It 

is  a question  of  whether  you  move  or  not. 

2111.  Acting  by  itself  or  with  other  things? ^Yes. 

2112.  Mr.  Woodcock:  You  are  not  saying  that  at  all 
times  you  would  be  unwilling  to  move  the  Bank  Rate  by 

itself? ^I  am  addressing  myself  to  this  past  period ; 

I do  not  think  it  is  equally  true  at  all  states  of  ffie  tide. 
During  this  period  people  were  frightened  of  a general 
inflationary  situation  associated  particularly,  I think,  with 
the  level  of  Government  expenditure.  If  they  felt  that 
the  budgetary  situation,  both  on  current  and  capital 
account,  was  well  in  hand,  and  if  the  taking  of  that  in 
hand  was  associated  with  monetary  moves  in  the  same 
direction,  they  would  feel  that  the  British  authorities  as 
a whole  were  watching  their  own  domestic  situation  and 
were  determined  to  keep  it  in  check ; and  any  monetary 
measures  associated  with  budgetary  measures  and  possibly 
others  in  the  field  of  taxation  wouid  be  an  encouragement 
to  believe  that  there  was  a coherent  and  understanding 
policy  at  work.  The  risk  at  the  other  end  is  that  they 
begin  to  be  fri^tened  of  an  inflationary  situation 
developing ; no  one  does  anything  about  it  for  a time, 
and  then  the  Bank  Rate  is  put  up,  but  nothing  else 
happens  to  change  the  climate  in  the  United  Kingdom. 
The  question  then  arises  whether  the  man  who  is  plan- 
ning an  investment  policy  is  going  to  pay  any  attention 
to  a rise  of  1 per  cent,  in  the  Bank  Rate.  It  may  still 
pay  him  to  go  ahead  with  the  investment  programme  he 
is  about  to  embark  on,  and  then  it  looks  as  though  it 
is  an  ineffectual  tradition^  gesture ; there  is  no  evidence 
that  it  is  going  to  the  root  of  the  trouble. 

2113.  Chairman:  Does  it  follow  that,  if  a package  deal 
is  likely  to  be  effective  for  this  purpose,  a movement  of 

the  Bank  Rate  by  itself  is  not? ^Unless  it  were  on  a 

scale  which  perhaps  would  be  impracticable,  if  indeed  it 
would  be  acceptable,  which  is  a further  question. 

2114.  Professor  Cairncross:  The  great  merit  of  the 

Bank  Rate  is  surely  that  you  can  move  it  at  any  time, 
whereas  the  disadvantage  of  a Budget  is  that  you  only 
have  one  a year,  unless  you  are  very  unlucky.  If  one 
thinks  of  other  measures,  they  have  to  be  introduced 
systematically  and  not  at  frequent  intervals.  If  you  are 
telling  us  that  the  Bank  Rate  in  general  is  not  likely 
to  be  very  effective  unless  taken  in  conjunction  with  all 
the  other  measures,  do  you  not  destroy  many  of  the 
advantages  of  moving  the  Bank  Rate? 1 would  not 


be  held  to  mean  that,  as  an  all  time  rule,  the  Bank  Rate 
should  only  move  with  other  things.  I may  appear  to 
be  criticising  Government  financial  policy,  which,  natur- 
ally, I do  not  set  out  to  do ; but  I think  the  general 
budgetary  situation  throughout  lhas_  been  an  immense 
preoccupation  from  the  monetary  point  of  view  in  these 
years,  as  we  have  said  before.  If  that  were  out  of  the 
front  of  people’s  minds,  one  would  be  a much  freer  agent 
for  moving  the  Bank  Rate  for  short-run  periods  of 
control. 

2115.  Lord  Harcourt:  You  said  that  in  the  autumn  of 
1954  you  would  have  been  afraid  of  the  external  effect 
of  moving  the  Bank  Rate  dn  isolation.  Would  you  be 
as  afraid  now,  in  1957,  of  the  external  effect  of  the 
Bank  Rate  in  isolation?  Was  the  fear  in  your  mind  of 
the  external  situaitdon  then  due  to  the  fact  that  you  had 
not  in  fact  .used  the  Bank  Rate  for  so  many  years,  and 
that  the  external  world  might  itake  an  entirely  different 
view  from  what  you  hoped ; whereas  in  1957,  you  have 
used  the  Bank  Rate  on  a number  of  occasions  in  the  past 
three  years,  and  the  foreign  operator  is  beginning  to  get 
used  ito  it,  and  might  itherefore  :pay  more  attention  to  a 
move  in  the  Bank  Rate  in  isolation  now  and  take  a 
different  view  to  the  view  he  would  'have  taken  in  1954? 

If  I may  say  so,  I think  'there  is  a ^od  deal  in 

that,  though  the  foreign  operator  is  still  interested  in 
the  general  economic  condition  of  this  country.  I think 
he  would  take  much  more  notice  of  a move  iu  the  Bank 
Rate  in  isolation  now  than  he  would  have  three  year^ 
ago ; but  he  would  atiU  judge  its  local  effect  more  in 
terms  of  the  'budgetary  position,  the  position  of  wages 
negotiations  and  so  on,  than,  say,  dn  prewar  years.  He 
is  very  conscious  of  the  hackgroimd  against  which  the 
Bank  Rate  mtist  operate  domestically. 

2116.  Sir  Oliver  Franks:  How  far  are  the  considerations 
now  being  put  to  us  coloured  'by  taking  a very  modest 
view  of  the  range  in  which  the  Bank  Rate  is  likely  to 
move ; say,  from  the  2 per  cent,  that  it  was  at  the 
banning  'of  (his  period,  to  the  5^  per  cent,  which  falls 
within  the  period,  and  .taking  19th  September  as  beginning 
something  new?  With  tax  at  8s.  6d.  in  'the  pound,  1 
suppose  any  move  between  2 and  5 .per  cent,  tends  from 
the  point  of  view  of  -the  industriailist  'to  'be  trivial.  Unless 
a 'lot  other  things  are  in  his  mind,  he  will  not  pay 
much  attention  to  it.  If  he  does,  it  will  be  because  he 
is  worried  about  other  considerations.  Does  it  not  follow 
that  if,  'taking  account  of  'the  .taxation  position,  one 
normally  .moved  ihe  Bank  Rate  by  two  points  at  a go, 
when  it  was  moved  it  would  be  perceptible,  and  it  would 
not  be  as  powerless  as  you  say  if  used  in  isolation? 
Might  it  not  be  that  the  movements  made  were  rather 
in  line  with  the  traditional  movements,  but  the  tax  mtuation 
combined  with  the  investment  boom  meant  that  ithey  did 
not  register,  and  that  therefore  you-faU  back  on  the  theory 
(hat  Baink  'Rate  must  be  moved  as  part  of  the  package 

deal?  Would  you  like  to  tear  that  to  pieces? Mr. 

Mynors : I would  accept  a good  deal  of  that.  We  were 
feeimg  ouj  way,  going  back  to  a tradition  which  was 
pretty  ancient  in  the  minds  of  a lot  of  people,  and  trying 
to  adapt  it  ito  modern  conditions  in  which  we  were  not, 
of  course,  entirely  free  agents ; that  is  to  say,  we  had  to 
get  certain  agreement  to  our  particular  moves.  It  wouJd 
ncrt  be  untrue  to  say  that,  when  we  started,  we  did  not 
think  we  'Would  get  as  high  as  we  are  now. — Mr.  O’Brien : 
After  all,  the  5-i-  per  cent,  was  once  described  as  a “ near- 
cnsis  ” rate. 

2117.  Professor  Sayers:  You  indicated  that  you  beiieve 
that  the  foreigner  would  'take  m-ore  notice  of  Bank  Rate 
changes  in  1957  than  he  would  have  done  in  1954.  Thai 
seems  lodd  to  me,  in  that  it  is  exactly  ithe  opposite  of 
what  seems  'to  have  happened  in  domestic  opinion.  If  one 
takes  as  an  indication  of  domestic  opinion  the  annual 
statements  of  the  bank  chairmen,  one  finds  in  1952  and 
1953  that  'the  revival  of  ithe  old  weapon  had  very  much 
impressed  them.  On  the  other  h^d,  when  you  come 
to  1955,  1956  and  1957.  'their  disillusion  is  almost  com- 
plete ; they  do  not  believe  in  'the  old  weapon  any  more. 
Why  should  the  foreigner  'have  changed  in  the  other 
direction?  If  the  foreigner  had  seen  -the  Bank  Rate  being 
used  without  apparently  very  much  effect,  why  should 

not  he  also  be  disillusioned? Mr.  Mynors:  I made 

an  important  qualification,  that  he  also  has  to  be  assured 
(hat  (he  situation  on  the  public  expenditure  front,  on 
'the  wages  front,  and  so  on,  is  what  he  regards  as  satis- 
factory ; 'then  he  will  take  to  the  Bank  Rate  as  a normal 
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means  of  control  in  tiie  shorte-r  run  more  readily  than 
^ would  ^ve  when  he  did  oot  realise  how  far  it  had 
been  restored  to  our  armoury. 

the  import  of  my  question 
k/i?  that,  whereas  a rile  of  a 

KiSfL  tended  to  frighten  the 

foreigner  a rise  of  1 per  cent,  in  1957  might  tend  to 
reassure  him  about  sterling : but  that  is  only  a habit 
three  years  the  Bank  Rate  has  tended 
to  be  moved  m oonjunchon  with  other  things  ; a rise  now 
foreigner,  because  he  would  think 
somathmg  else  was  commg,  and  therefore  it  might  be 

quite  effective  m isolaUon. Sir  Oliver  Franks:  Because 

of  Its  prophetic  power?— lorif  Harcourt:  Yes.—Chair- 
^ wonder  when  this  change  of  attitude  came  about? 
I have  an  eye  on  paragraph  101,  which  is  dealing  with 
February,  1956.  There  the 
Chancellor  is  quoted  as  saying;  “I  believe  that  aU  over 
the  world  ^ announcement  of  a rise  in  Bank  Rate  had 
^ agowhen  I first  took  office,  would 

^ of  weakness  and  fear; 
whereas  I believe  that,  combined  with  these  measures  it 
fk  ^ °f  strength  ».  Can  you  comment 

?ni,?kt  your  pomt  of  view? 1 do  not  think  that 

utterances  of  the  ChanceUor  of  the 

tn  ^^ve  been  the  official  view  in  February 
»k  “ ™^nd  (the  context  of  that.  At 

the  end  of  1955  ffiere  was  a very  sticky  foreign  exchange 
reasons  which  had  nothing 
to  do  With  the_  monetary  and  economic  situation,  there 
was  a change  m the  Chancellorship  on  about  the  20th 
Uecember.  In  thoM  circumstances,  if  the  first  thing  that 
had  happened  had  been  the  Bank  Rate  suddenly  shooting 
up  It  would  have  looked  as  though  it  was  not  part  of  a 
coherent  programme,  but  was,  as  it  were,  someone  puUina 
down  the  shihters.  We  judged  that  it  was  much  better  to 
let  the  new  Chancellor  look  round.  I think  the  change 
of  personality,  which  obviously  received  notice  abroad 
was  probably  quite  material.  ’ 

2120.  However  it  comes  back  to  the  same  thing  in 
February,  1^6,  that  only  if  you  tie  the  things  together 
can  a Bank  Rate  move  be  regarded  externally  as  likely  to 
M effective?  In  a situation  of  that  kind  you  must  tie 
the  things  together,  because,  unless  you  do,  it  looks  like 
a lone  wolf  attempt  to  save  the  house  from  burning  down. 

2121.  Pro/esjor  Cairncrojj:  When  did  the  tradition  of 
not  putting  up  the  Bank  Rate  by  less  than  1 per  cent. 
alt®r?  Surely  before  1932  it  would  have  been  rare  to  put 

up  the  Bank  Rate  by  a half  per  cent.? Some  learned 

person  wrote  an  interesting  article  on  moves  of  the  Bank 
Rate  up  by  1 per  cent,  and  down  by  half.  I forget  when 
the  tradition  may  be  said  to  have  become  fully  established 
but  It  certainly  lasted  until  the  Bank  Rate  stopped  moving  • 
until  the  2 per  cent,  era,  a rise  by  a half  per  cent  was 
unusual. 

2122.  Sir  Oliver  Franks:  I think  you  have  said  that 
over  this  experimental  period  of  the  last  five  years  bv 
and  large  it  has  been  the  policy  of  the  Bank  that  the 
Bank  Rate  should  be  moved  only  in  conjunction  with  other 
measures  which  affected  the  economy  in  the  same  direction, 
out  that  such  a view  does  not  amount  to  a principle  in 
me  sense  in  which  Mr.  Woodcock  was  describing  it  • that 
18  to  say,  it  -does  not  hold  for  all  times,  but  it  is  a’view 
wmch  has  been  held  on  a series  of  occasions  over  a number 
of  years.  Is  that  a novel  development  of  doctrine?  If 
you  go  back  to  the  periods  before  the  “ freeze  ” of  Bank 
Rate  would  this  view,  that  Bank  Rate  is  only  reasonable 
or  emcaaous  at  honie  and  abroad  if  used  in  conjunction 
with  other  measures  applying  to  the  domestic  economy 
have  occurred  to  people  at  that  time?  Are  we  looking 
at  something  new  in  the  situation,  at  least  as  far  as  this 

nve-year  period  ds  concerned? ^With  the  emphasis  we 

have  been  giving  to  it  in  our  evidence,  I should  say  it 
was  something  quite  new.  I would  not  say  dt  was  100  per 
cent,  new ; in  those  earlier  periods  if  there  had  been  a 
depression  of  trade  and  they  had  wanted  to  reduce  the 
Rate,  the  exchange  situation  being  satisfactory  with  the 
object  of  giving  some  stimulus  to  trade,  they  might  have 
lollowed  jt  up  with  open  market  activity.  They  would  not 
have  regarded  it  as  entirely  independent,  but  only  asso- 
ciated with  activity  wifiiin  their  own  jurisdiction 


2123.  Lord  Harcourt : Would  it  be  fair  to  say  that  the 
rehance  on  Bank  Rate  in  isolation  has  been  reduced  as  the 
unporten^  of  the  public  sector  has  increased’  Is  not 
♦W  n ^^^sons  why  anciUary  measures  are  needed 
that  Bank  Rate  does  not  operate  on  ffie  public  sector  or 
the  nationalised  industries? ^I  would  agree. 

ancillary  measures  are  made  more 
impoirtant? ^Yes,  certainly. 

to  monetary 

measures.  Bank  Rate  or  offiers? ^Yes. 

• Sayers:  So  the  new  conditions  are  not 

im  confined  to  1951-57 ; a large  part  of  this  is  somt 
tho^we  have  to  look  forward  to  as  part  of  the  system? 

inii?.’;.'!?  Gi™  «>at  an  iraportam  factor 

m tois  rather  new  view  of  the  uses  and  utility  of  Bank  Rate 
IS  the  greatly  increased  weight  of  the  public  sector  in  the 
‘here  may  be  another  factor? 
Smce  the  war  full  employment,  m some  sense  of  the  term 
has  been  an  accepted  measure,  and  possibly  the  first  article 
oi  prmciple  and  doctrine,  for  any  government  elected.  It 
is  clear,  J think,  that  Bank  Rate  beyond  a certain  point 
^^^®  employment.  Is  it  therrfore 
reasonable  to  assurne  that  in  this  period  limits  to  the 
employrnent  of  Bank  Rate  have  been  set  by  the  over-all 
economic  policy  of  the  Government,  and  that  moderation 
m Its  was  prescribed  from  that  source?  If  that  is  so 
It  mght  follow  that  these  very  broad  considerations  made 
It  irnpossible  to  use  the  Bank  Rate  in  a way  that  it  would 
be  effective  m the  short  term  by  itself,  and  that,  therefore 
If  rt  was  to  have  an  effect  it  had  to  -be  used  in  conjunction 
with  other  measures  which  would  affect  the  whole 
economy.  Is  it  fair  to  say  that  the  second  consideration 
T !.  working  through  the  period? A lot  of 

questions  of  genera]  economic  policy 
which  IS  not  for  me  to  answer  to.  But  I think  that  that 
IS  perfectly  fair  comment  on  Bank  Rate  as  an  independent 
Weapon. 

2128.  Professor  Sayers:  On  the  question  of  the  rise  in 
whole  range  of  mterwt  rates  at  the  end  of  1954  and  early 

m paragraph  70.  you  have  indicated 
hat  the  rise  at  the  short  end  was  somewhat  helped  by 
the  autlrorities.  May  I take  it  that  the  authorities’  action 
was  confined  to  the  short  end? ^I  think  so. 

2129.  Chairman:  On  paragraph  73  ; I think  you  said 
the  other  day,  wh«i  I was  asking  about  the  possibility 
of  the  Bank  pursuing  a policy,  in  order  to  reduce  banks’ 
liquidity,  of  tryi^  to  get  Treasury  Bills  held  outside  the 
money  market,  that  it  was  not  a thing  you  could  control, 

that  It  came  and  went  rather  by  forces  beyond  you? 

1 think  that  is  right. 

2130.  Professor  Sayers:  In  paragraph  78,  you  say  that 
there  were  clear  direct  effects  upon  the  external  situa- 
tion : are  you  referring  there  to  the  changes  in  the 

exchange  markets,  or  to  something  else? Changes  in 

the  exchange  markets,  and  the  effect  on  reserves. 

2131.  Professor  Cairncross:  Was  this  the  result  of  inde- 
pendent market  forces,  or  was  it  the  result  of  the  supnort 

you  introduced? ^As  -I  recall,  not  a great  deM  of 

support  was  necessary.  Once  it  was  known  that  support 
was  there,  not  a great  deal  was  required. 

2132.  Was  this  also  affected  by  the  rise  in  the  Bank 

Rate?  I take  it  that  the  price  of  transferable  sterling 
would  respond  to  some  extent  to  Bank  Rate  and  other 
measures? Mr.  O'Brien : Yes. 

2ip.  Lord  Harcourt:  Particularly  when  the  transferable 
rate  became  a recognised  rate? ^Yes. 

2134.  Mr.  Woodcock:  This  seems  to  contradict  what 
you  have  been  saying.  You  say  the  increase  in  Bank 
Rate  was  followed  by  so-and-so.  and  “ there  were  clear 

effects  on  the  situation”? Mr.  Mynors:  I think  that 

comment  in  paragraph  78  relates  to  the  measures  set  out 
in  paragraph  77  as  a whole.  Perhaps  it  is  not  very  clearly 

2135.  Professor  Cairncross:  The  other  measures  in 
February  were  not  very  extensive,  were  they?  Do  you 
really  feel  it  was  these  other  ingredients  that  made  the 
difference  in  the  attitude  of  the  foreign  operator?— The 
decision  to  intervene  in  the  transferable  market  was  much 
the  most  important  of  those  decisions. 
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2136.  Id  taking  tiait  decision  you  recognised  it  would  be 

very  difBcult  to  back  out  of  it;  once  in  you  were  in? 

Yes. 

2137.  Professor  Sayers:  It  was  not  necessa^  to  give  it 

great  publicity  at  the  time,  was  it? 1 think  it  was  pretty 

widely  publicised  at  the  time,  though  there  was  no  formal 
statement,  that  I recall,  except  what  the  Chancellor  said 
in  the  House  of  Commons : that  he  had  given  authority 
for  the  agents  who  operated  the  Exchange  Equalisation 
Account  on  his  behalf  to  intervene  from'  time  to  time, 
or  some  general  phrase  like  that.  That  “ from  time  to 
time  ” is  right,  of  course,  because  there  is  a world  of  a 
difference  tetween  that  and  the  obligations  that  existed 
with  regard  to  the  official  rate. 

2138.  it  must  have  been  extremely  difficult  to  take  that 

decision  knowing  that  it  could  not  be  revoked  easily. 
“From  .time  to  time”  is  a good  phrase;  does  it  really 
correspond  to  the  facte? Yes. 

2139.  Professor  Cairncross : In  the  sense  that  this  gives 

you  a tactical  initiative  in  the  market? ^Yes. 

2140.  Sir  Oliver  Franks:  Was  it  not  an  almost  leading 
case  in  which  ffie  discretion  of  the  language  used  was 
in  very  little  relation  to  the  importance  of  the  decision? 
The  language  used  in  this  paper  brfore  us,  where  it  says 
that  “ die  Exchange  Equalisation  Account  Authorities 
were  given  a wider  discretion  ”,  comes  from  the  same 
hand,  I think;  it  always  moves  me  to  great  admiration! 
— ^Thank  you. 

2141.  Chairman:  In  paragraph  80,  you  say:  “.  . . out- 
side holdings  of  Treasury  BOls  had  increased  sharply,  an 
increase  presumably  much  influenced  by  a further  rise 
in  the  ffifferential  between  the  deposit  rate  and  'toe 
Treasury  Bill  rate  ”. — Professor  Sayers : Was  it  desired  by 
the  authorities  that  there  diould  be  a widening  in  toe 

differential  and  so  an  increase  in  outside  holdings? 1 

do  not  think  we  actively  promoted  it ; we  were  happy 
to  see  it  happen. 

2142.  Chairman:  Have  you  ever  considered  it  as  a way 

to  reduce  toe  liquidity  wtudi  embarrasses  you? If  an 

industrial  company  has  got  liquidity  which  it  does  not 
need  for  toe  momen^  it  has  always  been  able  to  buy 
short  bonds ; companies  have  in  fact  held  a very  large 
quantity  of  short  bonds  since  the  war.  To  some  extent, 
I suppose,  these  holdiugs  would  be  as  alternatives  to  hold- 
ings of  short  bonds. 

2143.  Professor  Severs:  There  is  a much  wider  range 

of  dates  with  Treasury  Bills? Mr.  Mynors : Exactly. 

—Mr.  O'  Brien : The  incentive  to  hold  Bills  is  increased 
as  market  rates  at  the  short  end  generally  are  kept  tight 
because  then  the  differential  between  toe  bankers’  deposit 
rates  and  the  Treasury  Bill  rate  becomes  more  apparent. 

2144.  That  differential  is,  to  some  extent,  controlled  • 

It  is  subject  to  your  influence? ^Yes. 


2145.  I think  the  Chairman  was  wondering  whether  yot 
had  considered  the  policy  of  using  the  differential  in 
relation  to  toe  possibility  of  development  of  outside  hold- 

“8®^ specifically,  because  the  pattern  of  rates 

could  easily  become  disturbed  if  the  differential  as  between 
the  rate  on  toe  Treasury  Bill  and  toe  bankers’  deposit 
m consistently  very  large.  The  banks  might  fee! 
that  their  deposit  rate  was  too  low  and  the  margin  avail- 
Bffls  waf  purveyors  of 


considerable  periods  o 
bankers  have  sometime 
reacted_  by  edging  up  their  rates  to  the  discount  marlfPi 
narrowing  the  discount  market’s  margin,  I have  not  seei 
any  suggestion  that  they  would  raise  their  deposit  rafc 

in  relauon  to  toe  Bank  Rate? ^They  hfve  Srt  1 fa 

t^en  that  action,  although,  as  you  say,  they  have  h 
effect,  charged  toe  discount  market  more  for  their  money 

differential  is  relevant? -As  betweei 

SteSS  S 

-pues, 


on  the  banks  in  one  aspect  or  another,  1 wondered  whether 
you  have  thought  of  requiring  them  to  regulate  the  rate 
that  they  offer  for  deposits  so  that  it  would  consistently 

be  below  the  Treasury  Bill  rate? Mr.  Mynors:  We 

have  never  considered  that. 

2149.  It  would  have,  I suppose,  the  usual  inducement, 

that  it  would  favour  short  term  lending  to  the  Govern- 
ment at  the  expense  of  other  short  term  lending? — - 
Mr.  Mynors : Nearly  all  the  alternatives  do.— Afr. 

O’Brien:  If  power  were  taken  to  regulate  the  bankers’ 
deposit  rate,  supposing,  it  now  being  at  5 per  cent.,  it 
were  arbitrarily  reduced  to  4 per  cent.,  the  bankers  might 
be  disposed  to  lend  money  more  cheaply  to  the  discount 
market  to  finance  their  Treasury  Bill  book,  which  might 
have  an  effect  on  the  Treasury  Bill  rate,  and  might  make 
them  more  anxious  to  compete  for  Bills. 

2150.  Professor  Sayers:  You  can  offset  that?  You  can 

keep  up  the  Treasury  Bill  rate  if  you  want  to? .You 

have  to  remember  that  we  are  borrowing  on  behalf  of  the 
Government. 

2151.  Professor  Sayers:  In  February  1955  the  differen- 
tial seems  to  have  produced  a big  industrial  demand  for 
Treasury  Bills ; but  I gather  that  during  the  last  six  or 
seven  weeks,  when  the  differential  has  again  been 
unusually  wide,  there  has  been  nothing  like  that  demand 
on  toe  part  of  industrialists? — Sir  Oliver  Franks:  Is 
not  the  difference  that  ,in  the  earlier  period  ihore  was  a 
large  positive  rise  from  what  was  usual  before,  whereas 
in  ithe  more  recent  period,  while  the  level  reached  by  the 
previous  rise  has  been  maintained,  it  seems  as  thouj^ 

sometoing  like  saturation  point  has  been  reached? 

I think  'that  is  a large  pan  of  the  explanation. 

2152.  Professor  Sayers:  Is  it  not  a fact  that  industrial 
holdings  of  Treasury  Bills  arc  very  much  smaller  than 
they  were  in  .March,  1955? — Mr.  Mynors:  My  estimate, 
which  is  just  guesswork,  is  that  they  would  now  be  sub- 
stantially what  they  were  early  in  1955,  having  been 
higher  in  the  interval ; they  .have  .gone  up  and  come  down, 

2153.  But  they  are  still  lower  than  they  were  when  the 

differential  was  mucli  narrower? ^Thcy  jirc  higher  than 

they  were  when  the  differential  was  narrower, 

2154.  Professor  Cairncross:  They  form  a higher  pro- 
portion of  the  total  liquid  a,s«els  of  indu.striai  companies? 
—Yes.  There  does  not  seem  to  be  any  closer  relationship 
wtween  toe  differential  and  outside  holdings  of  Treasury 


.ciu  ocyers:  In  paragraph  80  you  say: 

There  must  have  been  change.s  in  the  Discount  Maritel’s 
assets  other  than  Treasury  Bills  Do  you  nut  know? 
- i am  a little  troubled  by  the  iungiiuge  used  on  one  or 
two  wcasions  here.  The  real  answer  is  that  infonnatioa 
on  toe  holdings  of  the  discount  market  is  going  to  be 
submitted  to  you  by  the  discount  market.  Wc  used  these 
words  in  order  that  the  owners  of  these  iigurcB  mav  have 
M o.pportunity  of  presenting  them  to  you  themselves.  We 
do  of  course  know  that  .there  were  changes. 

2156.  Referring  to  the  figures  at  the  end  of  paragraph  82 
of  maturities  and  redemptions  ; if  one  thinks  in  terms  of 
the  amount  of  stock  held  by  the  public,  are  these  the 
relevant  fibres,  or  were  there  big  changes  in  the  holdings 
of  the  Departments?— Mr.  O'Brien:  Thc.se  arc  the 
nommal  amounts  of  the  Government  securities  diat 
matured  m this  period  and  were  converted. 

2157.  They  tell  us  nothing  of  the  public  holdings?— 

set  of  figures,  which  are, 
1 toink,  an  the  appendix  to  this  paper. 

“Thf?:  « sentence  of  paragraph  85  you  say: 

taSSit  no  conviction  among  the  public  that  a cur- 
fauhS^i  effectively  be  enforced  ■’?  Whose 

of  the  responsibility 

will  ^ not  think  that  I could  very 

Svthk,.T.S..l?  ‘’’'I'  '‘■‘I  "O'  "ally  bsUsv, 

anything  troublesome  was  going  to  happen. 

iback-^f«  : Do  not  all  these  paragraphi  go 

nof  havf.  .fv,  o®*on  that  in  fact  toe  measures  taken  did 
•the  restraining  activity  to 

TreaSv  «ne  of  the 

qS?  L they  quote  the  Chancellor  of  the  Exche- 

were  proved  to  operate  less  rapidly  “than  we  either 
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Mr.  H.  C.  B.  Mynors,  Mr.  L.  K.  O’BRffiN 
aad  Mr.  W.  M.  Alien. 


^8*^®®  that? Yes 

I 'thmk  that  is  a fair  comment.  Trying  to  sum  it  up’ 
we  were  all  very  conscious  of  the  desirability  of  a large 
investment  development.  We  were  moderately  conscioS 
of  the  risk  -of  mflation,  but  nothing  like  so  conscious  as 
we  are  now.  One  realised  that  one  must  look  out  for 
price  rises,  but  had  not  got  accustomed  to  the  feeling  thev 
were  going  on  in  the  relentless  way  in  which  we®have 
to^eir  doing  jn  the  past  year.  It  was  regarded 
as  a very  admrable  thing  that  Aere  should  be  large 
scale  investment,  but  that  we  should  see  we  did  not  overdo 
It.  The  emphasis  was  on  development  rather  than 
avoidance  of  excess. 

2160.  C/wirmon:  Would  you  agree  with  the  Treasury 

that  there  was  a failure  to  appreciate  in  1955  what  a 
very  large  increased  demand  there  would  be  for  stocking 
up? 1 accept  that.  ® 

2161.  Professor  Cairncross:  Was  there  a fair  amount 
of  borrowing  in  the  first  half  of  1955  in  anticipation  of 
restrictions  Inter?  Did  no!  some  of  the  inefeases  in 
advances  take  the  form  of  advances  to  businesses  that 

were  providing  themselvM  with  ample  liquidity? i 

think  that  is  for  the  clearing  banks  to  give  evidence  on 
We  had  no  reason  to  suppose  that  that  happened  at  all. 

2162.  C/iciminn:  You  say  in  paragraph  86:  “Their 
[the  banks]  liquidity  ratio  was  restrained  panfly  through 
the  rise  m their  advances  but  equally  through  limitation 
on  the  supply  of  Treasury  Bills”;  wc  must  not  over- 
emphasise the  word  “restrained”?  It  was  because  they 
were  making  many  more  advances  that  their  liquidity 

ran  down? Mr.  Mynors:  Yes.  They  restrained  Ihcir 

liquidity  ratio  partly  through  letting  their  advances 
increase.— Afr.  O'Brien : Although  at  the  same  time  they 
were  selling  securities  very  heavily,  which  probably  about 
matched  their  increases  in  advances.— A/r.  Mynors:  We 
did  remarkably  well  in  keeping  the  figures  for  market 
Treasury  Bills  in  the  June  quarter  so  low,  bwause  it  is 
a quarter  of  seasonal  deficit. 

2163.  Appreciating  that  the  banks  look  to  their  invest- 
nients  and  get  rid  of  some  of  them  in  order  to  make  more 
advances,  were  there  cases  of  commercial  and  industrial 
people  who  were  a.sking  for  advance.^  but  who  could  not 
get  them  because  of  the  position  in  which  the  banks  found 

themselves? 1 do  not  really  know  how  far  there  were 

actual  refusals  during  that  period.  I should  have  thought 
that  for  an  approved  type  of  advance,  for  export  and 
so  on,  they  would  have  been  getting  what  accommodation 
they  asked  for. 

2164.  Professor  Sayers:  In  paragraph  87  you  refer  to 
big  sales  of  securities,  both  by  the  authorities  and  by  the 
clearing  banks,  totalling  £300  million.  That  was  one  of 
the  really  surprising  features  of  that  period.  People  had 
sa^  years  before  that  the  market  just  could  not  absorb 
£50  million  or  £100  million  in  such  a short  period  if  both 
the  authorities  and  the  clearing  banks  were  selling ; and 
here  we  have  £300  million  in  the  quarter  I Who  absorbed 
those?— Pro/ejsor  Cairncross:  I think  one  should  take 
that  in  conjunction  with  paragraph  86,  because  it  is  there 
pointed  out  that  the  financial  requirement  of  the 
Exahequer  and  nationalised  industries  was  £304  million, 
and  only  £2  million  was  contributed  througih  expansion 

of  Treasury  Bills*. rMr,  O'Brien : I do  not  think  we 

nave  any  detailed  information  about  who  took  up  this 
targe  amount  of  securities. 

2165.  Profe.ssor  Sayers:  It  must  have  whetted  youi- 
a^tite  quite  considerably.  Have  you  any  guess  as  to 

where  these  went? 1 think  that  possibly  the  discount 

market  .took  quite  a lot. 

2166.  Do  you  not  know  that? Mr.  Mynors:  I shall 

nave  to  look  that  up.  I do  not  remember  how  much 
the  market  took. 

anything  like  that 

amount? Nothing  like  the  whole;  they  may  have 

taken  some  of  it.  For  the  rest,  I do  not  think  we  really 
know  in  detail. 

^0’’^.J^orcourt:  Must  it  not  have  gone  to  pension 

funds  and  life  funds? 1 would  think  so;  but  I am 

atraid  that  we  have  no  figures. 

2169.  Professor  Cairncross:  This  all  happened  on  a 
falling  market? Mr.  O’Brien : No. 

question  have  been  revised  so  as  to  be 
insistent  with  the  revised  versions  of  Memoranda  of  Evidence 
ran  1 No.  9 and  Appendix  2. 


2110.  Chairman:  But  in  paragraph  87  you  say : “Prices, 
as  a whole,  rose  between  the  change  of  Bank  Rate  in 
Februwy,  1955  and  mid-April.  There  was  then  a new 
and  sharp  fall — partly  under  pressure  of  sales,  partly 
reflecting  renewed  doubts  about  the  general  situation — 
but  this  was  followed  by  a much  more  moderate  down- 
ward  dnft  until  July.”  So  apart  from  the  first  week  in 
April  the  gilt-edged  market  was  falling  in  this  quarter? 
Yes. 

2171.  Professor  Sayers:  Looking  at  the  £300  million  in 
timee  months,  you  must  wish  you  could  recreate  that  state 

of  affairs? Mr,  Mynors:  We  do.  I must  confess  I 

am  surprised  about  the  impression  left  by  that  paragraph. 
Might  1 look  into  this,  because  this  is  a point  which  has 
arisen  m evidence  earlier.  Here  we  appear  to  have  done 
our  best  work  against  a new  and  sharp  fall,  followed 
by  a much  more  moderate  downward  driftf 

2172.  Does  not  the  reference  to  “other  accounts”  in 

sentence  of  paragraph  88  suggest  that  it 
would  be  desirable  to  have  some  clarification  of  this  item 
in  bankers  statements?  It  apparently  distorts  the  run  of 
the  figures.— C/i^rmon:  I have  the  general  impression 

that  covered  internal  provisions. ^That  is  a point  you 

may  wish  to  take  up  with  the  clearing  banks. 

2173.  Professor  Sayers:  Did  the  authorities  agree  the 

sentence  of  the  clearing  bankers’  letter 
. 1 ^ paragraph  88?  I am  thinking 

particularly  of  the  point  where  they  deal  with  “internal 
demand  ?— — The  letter  was  written,  brought  to  the 
Bank,  and  shown  to  the  Governor  and  to  the  Chancellor 
ot  the  Excliequer,  who  both  welcomed  and  approved  its 
appearance. 

2111.  Chairman:  There  is  no  doubt  that  the  letter  is 
saying  that  it  is  the  policy  of  Her  Majesty’s  Government 
which  leads  them  to  restrict  advances,  and  nothing  else? 
-~Ycs.  They  would  have  found  it  helpful,  as  I recall 
what  they  told  us,  if  they  could  have  said  to  their 
cuaU^ers  across  the  table : “ We  want  to  help  you,  but 
public  pohey  makes  us  more  restrictive  than  we  wish 
to  be 

Sayers:  On  paragraph  92,  with  regard 
to  this  sharp  Stock  Exchange  fall  from  July  until 
opinion  on  the  proximate 
causes  of  that  fall?  It  has  been  suggested  in  an  article 
in  one  of  he  learned  journals  that  this  is  to  be  associated 
very  largely  with  the  pressure  of  the  banks  on  their 
customers  to  realise  securities  in  order  to  pay  off  bank 

advances,  Have  you  any  comments  on  that? 1 do  not 

remember  hearing  that  much  said  at  the  time.  There  may 
nave  been  isolated  cases,  but  that  was  not  regarded  as  a 
major  factor. 

2176.  You  do  not  remember  having  discussed  it  with  the 
clearing  banks  at  all? No. 

2117.  Chairman:  In  paragraph  94.  referring  to  issues 
of  stwk  by  the  nationalised  industries  at  that  time  you 
say:  Continued  increase,  or  maintenance,  of  their  bank 

advances,  standing  by  mid-summer  at  a high  level,  was 
not  compatible  with  the  reduction  of  advances  generally 
which  was  a main  object  of  policy.  Markets  however 
were  not  receptive  to  these  issues  ”.  If  they  were  not 
receptive,  as  far  as  I can  see,  what  would  have  happened 
would  be  that  the  clearing  banks  were  relieved  of  a 
measure  of  these  advances,  and  the  Government  took 
them  oven  but  since  they  could  not  float  them  in  terms 

of  stock  they  had  to  issue  Treasury  Bills? large  part 

would  have  gone  into  the  Issue  Department,  and  Treasury 
Buis  would  have  appeared  instead. 

, 2178.  And  it  is  only  what  success  was  achieved  later 
m getting  nd  of  the  stock  that  made  any  true  difference 

to  the  economic  position? ^Yes, 

2179.  Chairman  : You  had  an  autumn  budget  in 
October  1955  which  put  in  a number  of  restrictive 
measure.— Pro/ejjor  Sayers:  Why  was  there  not  a rise 
in  /fflie  Bank  iRate  as  part  of  that  padcage  deal?— John 
Woods:  Is  that  not  answered  in  paragraph  95:  “Unless 
accompanied  by  still  further  measures  in  the  field  of  public 
spending,  the  presumption  was  that  a rise  of  Bank  Rate 
would  be  regarded  as  an  interim,  but  incomplete 

measure  ? -Mr.  O Brien : I think  we  felt  at  that^par- 

ticular  moment  'that  it  was  the  public  spending  which  waa 
the  most  important  aspect. 


t See  Appendix  to  Minutes  of  Evidence. 
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Mr.  H.  C.  B.  Mynors,  Mr.  L.  K.  O’Brien 
and  Mr.  W.  M.  Au-EN. 


[Continued 


2180.  Professor  Sayers:  Did  you  not  feel  that  invest- 
ment was  going  ahead  by  this  time? w«  in  the 

public  sector  that  it  was  most  troublesome  at  that  tune, 
towards  the  end  of  1955. 

2181  Sir  Oliver  Franks:  Would  it  be  reasonable  to 
infer  from  what  you  said  that  this  was  one  of  the  occasions 
where  the  alignment  of  all  the  views  which  had  to  be 
taken  into  account  in  order  to  get  general  agreement  on 
public  policy  was  a little  more  laborious  than  sometimes? 

Mr.  Mynors : I think  it  was  rather  laborious  on  that 

occasion.— Mr.  O'Brien:  After  all,  we  must  recall  that 
we  had  had  three  large  issues  of  nationalised  industries 
stock  slightly  earlier  on  in  the  year  which  had  been 
noticeably  unsuccessful,  illustrating  how  difficult  it  was 
to  finance  these  capital  requirements  by  withdrawals  from 
the  market. 

2182.  Professor  Sayers:  Was  that  not  a reason  for  put- 
ting up  the  Bank  Rate? Professor  Cairncross:  Or  do 

you  still  work  on  the  supposition  that  rates  of  interest 
do  not  matter  to  nationalised  industries  but  only  to  the 

private  sector? Mr.  Mynors:  At  this  stage,  it  was 

^ffioult  to  see  any  evidence.  I do  not  say  that  is  true 
today. 

2183.  Does  it  not  seem  a little  curious,  if  you  have 
difficulty  in  selling  Government  bonds  and  have  an 
opportunity  of  raising  the  Bank  Rate,  that  you  should 

have  declined  the  opportunity? Mr.  O'Brien:  If  one 

•thinks  a rise  in  the  Bank  Rate  'is  not  the  right  way  of 
tackling  the  question,  but  that  one  ought  to  reduce  the 
expenditure  which  is  causing  the  trouble,  it  may  not 
be  wise  to  raise  the  Bank  Rate  and  leave  the  other  causes 
untouched. 

2184.  Professor  Sayers:  Are  you  suggesting  that  you 
refrained  from  raising  the  Bank  Rate  at  this  time  because 
you  wanted  to  let  private  investment  go  ahead,  but  to 
make  room  for  it  by  getting  a cut  in  public  expenditure? 

Mr.  O'Brien:  I think  that  is  going  too  far. — Mr. 

Mynors:  We  got  the  curtailment  of  advances  going  at 

speed,  which  would  have  tended  to  restrict  excesses 
in  the  private  sector.  I was  trying  to  remember  our 
discussions  about  the  Bank  Rate  at  that  stage  but  I 
cannot. 


2185.  Chairman  : I am  not  quite  clear  when  these  issues 
of  stock  which  were  unsuccessful  were  made.  If  you  had 
them  on  your  books  and  could  not  get  rid  of  them,  putting 
up  the  Bank  Rate  would  have  destroyed  your  last  chance 
surely?— Mr.  O'Brien:  In  June  for  Transport'  in  July’ 
for  Gas j in  August,  for  the  British  Electricity  Authority  •’ 
in  October,  for  the  North  of  Scotland  Electricity  Authority. 

2186.  So,  before  the  Budget  measures  came  alone  you 

were  carrying  aU  this  stock? Mr.  O'Brien  : Yes  and 

we  were  very  conscious  of  the  fact.— Mr.  Mynors:  And 
m November,  we  had  the  Serial  Funding  Stock  to  deal 


21S7.  Prof espr  Sayers:  When  you  put  the  Bank  Rate 
up  at  the  beginning  of  1955,  there  foUowed  a period  cl 
three  months  in  which,  taking  the  banks  and  the  Bank 
ft,  ‘’“h  tthloaded  on 

public.  Here  you  were  in  the  autumn  with  terrible 
mdigesliou,  and  yon  did  not  follow  the  reeiS  of  ftS 
eatiter  part  of  the  year? ^Putting  on  a dXw.S  5h 

SssaiOr' 

decide  not  to  repeat  the  remedy? 
Autumn  Budged  but  uoUor 

I.  was'i^k?»S£gX“^^^^  »'  •".hi- 

came  back? ^That  is  right  ^ months  before  prices 

^ee  Qn.  2235. 


say : “ There  was  a further  fall  in  outside  holdings  of 
Treasury  Bills,  probably  due  to  the  run-down  of  overseas 
sterling”.  Was  the  Bank  in  a position  to  know  whether 

or  not  that  was  the  case? We  would  have  had  a pretty 

good  idea. 

2192.  Chairman : On  paragraph  97,  I am  a little  puzzled 
about  the  rise  in  overseas  countries'  long-term  investment 
in  the  United  Kingdom  at  this  particular  period.  \^at 
would  be  the  influences  which  would  have  led  it  to  rise? 

Mr.  Allen:  A certain  amount  of  that  inve.stnient  was, 

if  I recollect,  portfolio  investment  on  the  Stock  Exchange,' 
and  a certain  amount  direct. 

2193.  This  was  a critical  period  when  there  was  no 
marked  confidence  in  sterling,  if  I understand  the  general 

statement? Some  of  the  direct  investment  resulted  from 

a shortage  of  credit  facilities  within  the  United  Kingdom 
and  overseas  companies  making  direct  investments  in  the 
absence  of  local  borrowing.  Wilih  regard  to  portfolio 
investment,  I •would  like  to  sec  whether  particular  oppor- 
tunities were  availaible  at  the  time.’* 


2194.  Professor  Sayers:  In  paragraph  102  there  is  quite 
a big  package  deal,  in  which  the  Bank  Rate  was  included. 
Would  the  effects  have  been  the  .same  had  these  other 
measures  mentioned  in  paragraph  102  been  taken  without 

any  change  in  the  Bank  Rate? Mr.  Mynor.s:  No,  I 

should  have  thought  a change  in  the  Bank  Rate  was  im- 
portant, at  least,  from  the  market  point  of  view.  The 
market  gets  a sight  of  the  new  measures  and  has  a think 
about  them ; there  is  a Bank  Rule  change,  .suggesting 
that  the  market  view  of  rate.?  can  be  consolidulcd,  and  it 
helps  to  get  the  market  off  to  a better  .start. 

2195.  You  mean  the  market  generally? — -Yes. 

2196.  Sir  John  Woods:  You  laikcd  about  the  market 
point  of  view ; would  it  not  be  your  opinion  that  at  5^ 
per  cent,  you  are  beginning  to  have  u deterrent  clfcct  on 

borrowing  for  investment? It  is  dillicuU  for  me  to 

name  a specific  figure.  I would  have  thought  that  we 
were  beginning  to  have  an  effect.  Our  nuwt  rcccm  experi- 
ence would  have  said  perhaps  it  would  begin  ft>  have  an 
effect  at  6 rather  than  5-i  per  cent.  One  cannot  be  within 
half  a point, 

2197.  I am  referring  back  to  Sir  Oliver's  pnim  earlier 
on,  that  between  2 and  5 per  cent,  you  are  mit  likely  to 
have  much  effect  on  the  country's  inve.stmcnt ; what 

about  5i-  per  cent.? You  arc  gutting  within  reach,  I 

would  think. 


zivB.  n-oressor  Sayers:  When  you  talk  about  the 
market  effects  of  the  Bank  Rate  change,  arc  ymi  thinking 
that  the  market’s  appetite  for  long  bonds  and  medium 

bonds  would  now  become  bigger? 1 think  paragraph 

104  says  what  was  in  my  mind:  "A  rise,  rather  than  any 
tall,  in  prices  was  now  regarded  as  the  likely  prospect 
locP^'  Oliver  Franks:  I had  the  impression  that  in 
if  in  contrast 

to  1955  and  1954,  the  economy  gave  the  appearance  of 
wining  progressively  under  control ; and  1 was  inclined 
.u  autumn  of  1956  that  by.  .say.  March, 

1957  the  objectives  of  the  Chancellor  of  the  Exchequer 
would  broadly  have  been  reached.  Is  that  purely  personal 
view  of  mine  at  all  the  way  the  Bank  were  viewing  the 
1‘J56?  And.  if  so.  is  it 
wprf  which 

produce 

measures  taken  earlier  did  not?  Was  it 
process  of  time  and  accumulation,  yr  were 
ttogs  done  at  the  beganning  of  1956  which  made  a differ- 
flpff  themselves  were  dillcrcnlV  - I wouid 

ludipf  most  in  my  mind  was  the 

'^riite  noticeably  improved. 
& .sounder,  and  the 

m earlier  months, 

were  better  than  they  had  been. 

befShUr  eighteen  months 

K controls  were  operat- 

advances  request  to  restrict  bank 

SeSed  P“rcha.sc.  what  had 

conlrnl  S J k appearing  to  be  under  some  real 

— t^^j^in^wnat  was  happening  in  the  private 

See  Appendix  to  Minutes  of  EvFdencc. 
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Mr.  H.  C.  B.  Mynors,  Mr.  L.  K.  O’Bmen  [Cantinued 

and  Mr.  W.  M.  Allen. 


sector  ; while  in  this  period,  for  the  first  time,  .the  operations 
were  earned  out  more  or  less  equally  on  both  sectors 
and  the  economy  responded?  If  this  is,  in  general  terms 
a fair  sort  of  description,  may  there  not  be  a very  impor- 
tant moral  in  it? should  have  thought  there  was 

a good  deal  .in  that  point.  There  was  a striking  differ- 
ence m the  public  sector  and  its  effect  on  monetary 
conditions  which  happened  during  that  year  which  I 
think  is  important.  ’ 

_ 2201.  Chairman.-.  A difference  in  the  method  by  which 
It  was  allowed  to  raise  its  money,  or  in  its  level  of 

exp^diture  in  itself? It  was  partly  a change  in  the 

methods  of  raising  money;  the  local  authorities  were 
going  heavily  to  the  mortgage  market  and,  to  some  extent 
to  the  stock  market,  which  very  much  reduced  the 
immediiate  burden  of  advancing  the  needs  of  .the  Exche- 
J,  ^ thing  which  reduced  the 

needs  of  the  Exchequer. 

2202.  What  was  the  other  thing  you  had  in  mind : the 

actual  cutting  down  of  the  volume  of  its  expenditure? 

It  certainly  rose  more  slowly.  I do  not  recall  an  actual 
reduction,  but  it  rose  very  much  more  slowly. 

2203.  Sir  Oliver  Franks:  Is  it  faiir  to  say  that  up  to 
Suez,  but  not  m the  period  after  Suez,  the  most  obstinate 
of  the_  problems  with  which  the  authorities  had  to  deal 
m coping  with  the  economic  situation  of  Britain  in  1954, 
1955  and  1956  was  how  to  got  Government  programmes, 
both  of  expenditure  and  of  financing  that  expenditure' 
into  10CU.S  and  into  relationship  with  what  was  required 
in  other  parts  of  the  economy ; that,  when  this  fell  into 
place,  then  ithe  economy  began  to  respond,  but  until  it 

happened,  there  was  really  no  response? ^There  are 

two  things : the  actual  effect  of  that  happening,  and  also 
what  people  thought  about  the  prospects  of  it  happening. 
Certainly  in  the  earlier  years,  even  if  the  Government 
were  not  running  too  large  an  Exchequer  deficit,  I think 
there  was  a very  wide  feeling  that,  whatever  happened 
an  the  private  sector,  the  same  sort  of  level  of  economy 
was  not  being  achieved,  and  was  not  going  to  bo  achieved 
m the  public  sector.  The  effect  on  the  attitude  of  people 
planning  investment  programmes,  and  so  on,  is  perhaps 
greater  than  the  absolute  size  of  the  Exchequer  deficit 
might  justify. 

2204.  Because  they  think  that  demand  is  going  to  be 

all  right  anyhow? ^That,  whatever  happens,  the  Govern- 

ment are  going  to  support  it. 

2205.  Professor  Cairncross:  You  are  not  suggesting  that 

public  investment  as  a whole  declined  after  1955? Mr. 

Allen:  Both  public  investment  and  private  fixed  capital 
expenditure  rose,  though  less  rapidly,  during  1956.  Per- 
haps the  most  singular  change  in  the  private  side  was  the 
rise  in  personal  saving. 

2206.  I agree  theffe  was  a change  there ; but  on  the 
actual  outlay  of  cash  was  there  any  change  in  trend 

between  1955  and  1956  on  the  public  sector? ^To  my 

tecoliection,  there  was  a slowing  down  in  the  rate  <k 
growth.  Some  absolute  increase  occurred,  but  smaller  in 
absolute  amount  and  diistinolly  smaller  in  percentage 
amount, 

2207.  The  change  was  much  more  on  the  method  of 
finance  and  on  opinion,  rather  than  in  actual  expenditure? 

Mr.  Mynors:  I think  the  effect  on  opinion  is  not 

unimportant. 

2208.  Chairman:  Paragraph  106  refers  to  a rise  of  £54 
million  in  the  advances  of  the  clearing  banks,  and  I have 
noted  that  in  the  next  quarter,  March-June,  there  was 
another  rise,  of  £70  million,  in  their  advances.  Was  it  a sur- 
prise to  the  Bank  of  England  to  find  that  bank  advances 

were  rising  by  that  measure  in  those  two  quarters? No, 

I do  not  really  think  it  was.  The  clearing  banks  had  kept  us 
advised  fairly  closely  how  things  were  going,  and  we  knew 
that  it  is  like  squeezing  a sponge : you  go  on  squeezing  it 
and  you  get  less  and  less  water  out  each  time.  There 
were  certain  things  which  were  bound  to  go  up,  and 
sooner  or  later  a bottom  was  bound  to  be  reached  where 
movement  was  more  likely  to  be  up  than  down. 

2209.  Professor  Sayers:  At  the  end  of  paragraph  109 
there  is  a reference  to  the  relief  to  the  Exchequer  follow- 
ing the  change  in  the  method  of  finance  of  local  authori- 
ties’ capital  development.  How  big  is  that  relief  really? 
These  figures  indicate  the  amount  that  the  local  authorities 


raised  themselves,  for  which  they  would  have  come  to 
the  Exchequer  if  they  had  been  operating  under  the  old 
system.  If  they  had,  the  Exchequer  would  have  had  a 
more  receptive  market  but  not  so  much  more  receptive  as 

to  have  taken  care  of  all  these  amounts.  Is  that  right? 

I would  say  no.t  so  much  more  receptive  as  to  take  care 
of  these  amounts.  These  small  individual  issues  tap 
sources  which  would  not  necessarily  respond  to  large 
Government  issues. 

2210.  You  consider  that  you  did,  to  an  important  extent, 
enlarge  the  sources  for  central  plus  local  government 

capital? Yes,  without  suggesting  that  it  is  equal  to  the 

gross  figures  raised  in  that  way. 

2211.  Chairman:  Ho-w  much  did  they  get  in  the  mort- 
gage market  in  that  year?  Would  you  regard  that  as 

being  virtually  a different  source? Mr.  O'Brien:  Yes, 

*^nd  the  amounts  _ involved  much  larger  than  this  £66 
million  by  market  issues.  I do  not  think  we  have  anything 
better  than  estimates ; but  some  estimates  are  given  in 
paragraph  9 of  our  .paper  10.  The  estimate  for  1956-57 
IS  about  £230  million. 

2212.  Professor  Cairncross:  Would  not  a substantial 
jpart  of  the  sum  raised  on  .the  mortgage  market  come 

from  insurance  companies  and  elsewhere? Mr 

Mynors:  By  no  means  the  complete  addition.  The 
Trustee  Savings  Banks  Special  Investment  Department,  for 
instance,  would  figure  quite  largely  in  the  mortRaae 


2213.  They  might  have  considered  it  as  an  alternative 
to  equities  rather  than  to  gilt-edged,  in  the  mood  they 

were  in? Mr.  O'Brien : They  would  have  averaged  a 

higher  yield  than  gilt-edged,  and  would,  therefore,  have 
a special  attraction  of  their  own  in  small  amounts. 

2214.  But  would  the  insurance  companies  have  bought 
gilt-ccigcd  with  the  funds  they  put  into  the  mortgage 

market  for  local  authorities? They  might  have  bought 

real  property,  leasehold  property,  or  something  like  that, 
instead._  The  paper  to  which  I have  referred  makes  some 
reservations  about  the  effects  on  gilt-edged  buying, 

_ 2215.  Mr.  Woodcock:  You  say  in  paragraph  109- 
_ Changes  in  interest  rates  and  tax  liabilities  affecting 

small  savings  . . . were  announced  ”.  Have  you  any- 
thing to  show  what  effect  this  had  on  personal  savings 
proper,  as  opposed  "small  saving.?’’,  and  how  far  the 
changes  in  small  savings  ” was  a real  addition  of  new 

distinct  from  a switch? No,  we  cannot  do 

that.  _ There  must  always  be  an  element  of  switching  when 
you  improve  the  terms  and  you  have  somebody  not  ud 
to  his  maximum. 

2216.  A lot  was  switching  in  the  early  days? Right 

through,  I would  think.  ® 

2217.  Professor  Sayers:  In  paragraph  118  we  come  to 
the  movement  at  the  beginning  of  1957.  You  say  that 
the  fan  in  rates  at  the  yery  end  of  1956  and  the  first 
weeks  of  1957  was  not  opposed  by  the  authorities’’. 
Had  the  authorities  already  come  to  the  view  that  interest 

rates  had  better  come  down? Mr.  Mynors:  I would 

say  that  we  had  not  got  as  far  as  that.  The  situation, 
particularly  over  Suez,  had  turned  out  to  be  less  calamitous 
than  had  been  thought  at  first.  The  general  situation  was 
not  too  bad.  For  technical  reasons  the  discount  market 
were  happy  to  see  rates  coining  down.  They  wanted  to 
get  the  Bills  and  that  reconciled  them  to  the  fall.  They 
were  avid  competitors  for  Bills  at  that  stage.  We  saw  no 
particular  reason  in  that  situation  to  prevent  that  hap- 
pening. Though  it  does  not  always  work  out  that  way, 
you  always  let  the  market  do  what  it  will  do  naturally' 
if  you  can,  and  do  not  always  seek  to  establish  how 
you  want  it  to  behave.  They  had  very  good  technics 
reasons  for  bidding  more  for  the  Bills  every  week.  We 
were  content  to  let  them  do  it  within  limits,  but  not 
overdo  it. 


2218.  The  limits  would  be  set  by  what  you  did  about 

Bank  Rate? ^Yes,  certainly. 

2219.  In  the  beginning  of  February  you  reduced  Bank 

Rate  “as  an  adjustment  to  market  conditions’’? Yes, 

and  we  made  rather  a song  and  dance  about  “ adjustment 
to  market  conditions  ’’  in  the  hope  that  it  would  not  be 
regarded  as  evidence  of  an  opinion  that  no  further  caution 
or  careful  action  was  needed. 
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2220.  This  is  what  made  it  all  so  difficult  to  explain 
to  outside  people.  You  agree  that  the  extent  of  the 
fall  before  Bank  Rate  was  changed  was  limited  by  what 
you  did  about  Bank  Rate.  In  fact,  it  feU  as  far  as  it. 
could,  given  that  Bank  Rate  was  still  at  5^  per  cent., 
because  people  were  talking  all  the  time  about  Bank 
Rate  coming  down.  Then  you  justified  that  expectation 
by  bringing  the  Bank  Rate  down,  but  said  you  were 
doing  it  as  an  adjustment  to  market  conditions.  Would 
it  not  have  been  right  to  say  that  you  were  bringing  it 
down  because  you  thought  that  on  other  grounds  it  should 
be  brought  down,  and  that  therefore  you  saw  no  reason 

to  oppose  the  view  that  the  market  had  taken? ^Instead 

of  saying,  as  we  did,  that  we  saw  no  reason  ^ why  it 
should  be  kept  up ; putting  the  same  thing  negatively,  so 
to  speak. 

2221.  You  said  you  were  adjusting  Bank  Rate  to  market 
conditions  and  said  that  this  was  something  that  had  to 
be  done,  as  though  market  conditions  were  something  in- 
dependent of  what  you  were  doing  and  thinking.  But 
market  conditions  were  not  independent  of  what  you 
were  doing  and  thinking.  Were  not  market  conditions 
based  partly  on  the  fact  that  Bank  Rate  was  still  5i  per 
cent.,  and  partly  on  the  fact  'the  market  believed  you 
would  come  down  to  5 per  cent.,  or  possibly  4^  per  cent.? 

^You  mean  that  we  were  appearing  to  suggest  we 

were  bound  to  bow  to  technical  considerations  when 
we  could  have  controlled  technical  considerations,  and  the 
fact  that  we  had  not  controlled  technical  considerations 
showed  we  were  willing  for  the  Rate  to  fall. 

2222.  It  showed  that  you  believed  on  other  grounds 

the  rate  should  come  down? 1 thinlr  I would  agree 


in  the  words  used,  to  say:  “This  means  nothing  in  rela- 
tion to  all  the  important  things  in  the  economy  ’’  (i 
paraphrasing  it,  but  not,  I think,  unfairly).  My  experience 
which  is  limited,  was  that  on  the  whole  people  paid' 
attention  to  the  action  and  not  to  the  words  used.  Most 
of  the  people  who  used  money  with  whom  I came  into 
contact  thought  that  this  was  a small  general  relaxation  ■ 
no  more,  but  that  much.  Was  not  that  the  general  feeling? 

Certainly.  I know  well  what  we  meant  to  say.  Wg 

meant  ito  say ; “ Don’t  .set  any  .store  by  ffiis  reduction 
This  is  an  attempt  to  faring  rates  down  a little  in  the 
interests  of  getting  the  Rate  an  low  as  does  not  seem 
unreasonable  and  in  the  interests  of  movement  as  such 
of  flexibility  We  used  the  phrase  “ technical  considera- 
tions ”,  I think,  On  a traditional  ba.sis,  that  in  fact  small 
falls  of  a half  per  cent,  from  a fairly  high  level  had 
always  followed  changes  in  market  rate.s.  I think  we  were 
disappointed  to  the  extent  that  people  did  regard  a fall 
of  half  per  cent,  as  a real  though  .small  relaxation. 

2230.  Professor  Cairticross-.  On  lhi.s  ocettsion  you  did 
not  have  a package  deal  and  you  were  .surprised  to  find 
that  the  movement  down  had  some  influence,  even  though 
it  took  place  in  isolation.  Do  you  not  think,  in  view 
of  that  experience,  that  perhaps  movements  up  in  isola 
tion  would  have  unexpected  effects,  or  do  you  think  it 

is  only  on  the  way  down? 1 should  have  thought  they 

might  on  the  way  up.  But  I should  wish  to  excuse  myself 
from  a general  statement  on  that.  We  have  to  look  at 
every  situation,  and  say:  “If  we  have  to  act  in  isolation 
IS  this  going  to  do  more  good  than  harm?". 

2231,  People  did  take  very  seriously  a reduction  in 


Lui,  jLujiiui  Wliic  \l\jnui X limXR.  X WUUIU  aglCC  V . ' • — u.  1MJUWIJV>U  in 

with  you,  except  to  this  extent:  that  we  believed  that  on  J^l^hon  whorea-s  you  wore  inclined  to  discount  ■the  idea 
other  grounds  the  Rate  need  not  stay  up,  which  is  not  t people  would  take  qu'ite  scriou.sly  a rise  in  isolation, 
the  same  thing.  ^ wondering  whether  on  that  point  you  may  not  be 

too  pessimistic?— It  may  be.  I am  not  sure  that  we 

f*  whiik  ;r  t 1 


do  not  speak  a little  with  two  voices,  if  I may  make  a 
confession.  Sometimes  we  say  that,  if  we  were  to  go 
up  in  isolation,  nobody  would  pay  any  attention ; and 

11/a  /.nir  4T.nl  .....  ......u  _ . .1 


2223.  Now  you  are  suggesting  that  Bank  Rate  should 

be  at  such  and  such  a level  unless  the  market  thinks  that 
conditions  are  fit  for  it  to  fall? When  I say  “need 

not  stay  up  ”,  I have  in  mind  that  a small  reduction  from  „„  uiai  wu  coum  noi  on  m 

the  levd  of  5i  per  cent,  was  a thing  we  had  been  wanting  because  that  would  scare  people  friifblfullv 

to  do  for  a long  time,  because  we  never  want  to  have  ‘ ‘ isimuuy. 

the  Rate  higher  than  we  can  help.  ^ 

2224.  Then  why  not  say  you  wanted  it  to  come  down 

to  5 per  cent.,  for  what  would  have  appeared  to  be  per- 
fectly good  reasons? ^Perhaps  we  could  have  done. 

2225.  You  did  say,  in  fact,  that  you  were  bound  to 
a market,  which  was  in  fact  under  your  control.  I was 

wondering  if  there  was  anything  more  behind  it? 

No,  there  was  nothing  more  behind  it,  except  that  we 

were  very  anxious  for  it  not  to  be  assumed  that  we 

were  going  further  and  that  this  was  the  ^ginning  of 
the  end  of  the  restrictive  period,  because  we  were  not 
clear  that  some  measure  of  restriction  was  not  still  to 
be  required:  in  other  words,  we  were  trying  to  “play 
It  down  ”. 

p26.  In  the  next  weeks  the  market  at  -once  began  to 

alV  arimit  Tuhan  n/ao  r _ 


' Is  it  not  human  nature  to  act  on 
seed  Mwa  rather  than  bad?  . .Mr.  J,  “iiSl 

cult  to  eenerahso  about  it,  but  I accept  hat  that  haonem 
son,enmca.-Mr.  O’Brim-.  It  is  all  toi  ea.?y  nowadaTfo 
give  an  indication  that  relaxation  will  come;  it  is  much 
more  dilTicult  to  apply  elleclive  rc.slriclion 

point/  If  you  take  the  tentative  doctrine  of  the  oast 
five  years  that  Bank  Rate  is  best  employed  and  only 
wScrfoLfl?  other  measurw 

u ‘he  economy,  then 

assS^if  th"  general  public  to 

^ that  that  is  a 

cconomy.  Exactly 

indeSSn?  foregone  the  right  to  move 

..  — exu  v/uvo  oegao  CO  joaepeimently  and  insisted  on  the  package  dciI  vnn  mn 

talk  about  when  ,t  was  conaing  down  to  4i  per  cent,  and  ilifflculty  when  you  come  down  beefuse  iorie  iS! 
“ervXnT*"  Nol  lor  J^fcattons  into  SoX 


very  long. 

2^7.  But  for^a  few  weeks.  And  you  did  not  sav 
nin’v  begmnmg  of  March  that  you  were  adjusting 

Bank  Rate  to  market  conditions  and  bringing  it  down  to 
8 ES  P'™aWy  you  thought  a movS  o 

4i  per  cent,  would  be  wrong  on  other  groindsI—Yes 

explamedthat’you'uiusri^ays'^eirBaDk’R^^’y^^^  t’v'  i\®  ducunistan 

condifions  allo’w  it,  as 


and  nnt  T. A rair  enougn, 

cSns£tioSs. 

the^Baiirs’aaton  ^ ‘‘‘"’'f'Bber  trying  to  rationalise 

toeiS  a oaSaE  S.,1  "•»'  ™ P'»- 

short  rate  do™  !bf!  pf,  '*>■’ Pulling  the 

unnecessary  to  kee^n  the 

cent  in  short  rale  up  as  high  as  5+  oer 

taking  same  time  it  was 


for  a small  rpdi.nti/rn  tn  -"5“  .would  make  it  uuwise  felation  to  whafl.il  structure  of  interest  rates  in 

1 what  thfl  happening  to  the  economy.  I gather, 
■hat  'hid  u,  on  a previi,  oefasta.,' 

dotiK  a,Vin„t  iilf_  a ‘5uite  wrong,  and  that  what  was 


for  a smaU  reduction  to"bL  mTde  iHTf  relation  to  what  siruciurc  ol 

one  had  also.  I suppose,  to  th4  abort  the°geS  ’staf  ‘h® 

of  the  economy,  the  state  of  boom  the  Lmtnu  f i 
.When"-  was‘‘S"5 1 


the  Bank  R'atrby'ariilf'^?  ceu™eS““  *° 


1 were  made. 


Udiomned  until  2.30  p.m.) 


done  about  'SrS  “aS'had™"^'  ““ 

and  partial  relatifineii^l.  inckJenlal 
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w M Ai  ibm  Pen  ijcpuiy  governor,  l.  k.  u-jirien,  lisq..  Chief  Cashie 

W.  M.  Allen,  Esq.,  an  Adviser  to  the  Governors  of  the  Bank  of  England  called  and  fur^er  examined. 


2235.  Chairman-.  Mr.  Governor,  the  Deputy  Governor 
will  have  told  you  that  we  are  just  coming  to  the  end  of 

Paper  No.  97_ Mr.  Cobbold-.  Yes.— Mr.  Mynors-.  I 

had  this  rooming  to  admit  to  a blank  recollection  on  the 
considerations  which  led  to  there  being  no  move  in  the 
Bank  Rate  more  or  less  in  association  with  the  Budget 
in  the  autumn  of  1955 ; on  that  I think  the  Governor 
would  like  to  say  a word.— Mr.  Cobbold-.  I have  re- 
freshed my  niemory  on  that.  Our  main  considerations 
were  at  that  time  that  the  credit  squeeze  was  working  in 
its  admittedly  somewhat  limited  field,  and  that  the  tech- 
nical measures  which  had  been  taken  in  the  preceding 
months,  as  reinforced  by  the  Chancellor’s  statement  of 
July,  could  be  expected  to  result  in  a material  reduction 
of  bank  advances  over  the  next  succeeding  period.  We 
took  the  view  that  the  reduction  would  be  much  the 
same  if  the  Bank  Rate  were  maintained  at  its  then  existing 
figure  of  4 j per  cent,  or  raised  in  conjunction  with  th^ 
autumn  Budget.  There  were,  of  course,  the  objections  to 
a Bank  Rate  rise  which  always  operate,  which  I have 
underlined  time  and  time  again.  We  felt,  therefore,  on 
technical  grounds  that  the  arguments  were  definitely 
against  a Bank  Rate  rise  at  that  time.  Coming  to  the 

gsychological  considerations,  our  main  feelings  were, 
rstly,  that  it  would  be  in  flat  contradiction  to  the  view 
expressed  by  Her  Majesty’s  Government  at  or  around  that 
time,  that  there  was  no  crisis ; also  that  it  would  be  put- 
ting the  emphasis  on  entirely  the  wrong  place  and  encour- 
age the  public  to  think  that  the  answer  to  the  difficulties 
lay  in  a further  tightening  of  the  credit  squeeze,  and  it 
would  thus  deflect  attention  from  what  we  regarded  as  the 
more  real  problems.  At  that  time,  if  my  recollection  is 
correct,  we  were  thinking  that  financial  opinion  both  at 
home  and  abroad  was  large  focussed  on  the  wages  ques- 
tion and  on  what  I may  briefly  call  the  public  sector 
questions.  We  felt  that  it  was  towards  those  problems 
the  next  round  of  attack  should  be  directed,  and  that 
Bank  Rate  should  be  kept  in  reserve  for  a time  when  it 
could  be  more  effective  in  its  own  right. 


2236,  Projessor  Sayers'.  In  February,  1956,  you  re- 
garded the  balance  as  rather  different.  In  what  way 

would  you  .say  the  balance  had  shifted? 1 would  say 

that  by  February,  1956,  considerable  action,  both  follow- 
ing the  autumn  Budget  and  the  things  which  were  done 
in  February,  1956,  was  taken  on  the  other  factors  which 
we  had  in  mind. 


2237.  Chairman:  Thank  you.  Then  may  we  take  it 

up  at  jaragraph  121? Mr.  Cobbold:  May  I ask  the 

Deputy  Governor  to  see  this  paper  through?— C/ia/r- 
man:  Yes.  This  paragraph  brings  us  to  February,  1957. 
As  far  as  I follow  it,  whatever  the  intention  of  limiting 
the  effect  of  the  reduction,  there  was  an  all-round  adjust- 
ment that  followed  the  Bank  Rate  reduction ; deposit 
money  rates  were  reduced,  call  money  rates  were  reduced, 
the  Treasury  Bill  rate  fell ; and  .then  you  tell  us  later  on 
that  advances  rose  swiftly,  and  so  did  oommerdal  bills? 

Mr.  Mynors:  There  was  an  adjustment  in  market 

rates ; but  there  was  not  very  much  change  at  the  long 
and  of  fthe  pattern  of  rates. 


2238.  Professor  Sayers:  And  you  disclaim  any  action 

contributing  to  that  steadiness? ^That  was  covered  in 

a previous  answer  of  the  Governor’s  about  the  steadying 
influence  exerted  to  see  that  the  reaction  at  the  long 
end  was  the  right  sort  of  reaction. 


2239.  Chairman : This  issue  of  “ Eternity  ” Stock, 
of  which  you  tell  us  in  paragraph  122,  was  sold  on  the 

basis,  in  effect,  that  there  was  to  be  no  change? 

Mr.  Mynors:  Yes. — Mr.  Cobbold:  As  you  say,  the  de- 
posit rate  and  all  the  rates  closely  allied  with  the  Bank 
Rate  certainly  moved,  as  they  were  bound  to  move.  My 
belief  is  that  it  was  generally  accepted  that  that  move  was 
not  an  easing  of  the  credit  squeeze,  and  I certainly  feel 
strongly  that,  apart  from  the  first  week  or  two  possibly, 
there  was  no  general  business  feeling  around  the  country 
of  a relaxation  which  was  such  as  to  give  rise  to  a re- 
newed impetus  on  such  matters  as  stocks  and  investment. 

2240.  Professor  Sayers:  Was  there  not  clearly  a feel- 
ing inside  the  'London  money  market  that  this  was  the 

beginning  of  a continuing  relaxation? There  was  a 

lot  of  comment  in  some  sections  of  the  financial  press 


to  that  effect ; the  feeling  there  was  stronger,  I thought, 
than  the  feelings  in  the  market  itself. 

2241.  Chairman:  I thought  we  approached  this  re- 
duction of  a half  per  cent,  on  the  basis  that  the  Bank 
Rate  ought  to  come  down,  to  prevent  it  needlessly  pulling 
up  the  short-term  market  rates  towards  it ; but  they  in 

fact  went  on  down? We  expressly  said  that  on  this 

occasion  we  were  rather  following  the  market  down. 
This  was  a slightly  different  occasion  from  some  others, 

2242.  Mr.  Woodcock:  You  say  two  or  three  times 
that  industrial  disputes  caused  uncertainty.  In  what 

respects  would  they  affect  the  situation? ^Particularly 

the  exchanges. 

2243.  Then  it  is  really  linked  up  with  the  rather  weak 

nature  of  our  reserves? It  is  not  unconnected  there- 

with. 

2244.  Professor  Sayers:  At  the  end  of  paragraph  123 
it  is  stated  : “ it  may  be  presumed  that  holdings  of  short 
bonds  by  the  Discount  Market  rose  ”.  Is  this  another 
point  on  which  .the  Bank  knows  the  facts  and  knew  them 
at  (the  time,  but  leaves  it  to  us  to  find  them  elsewhere? 
Mr.  Mynors:  Yes. 

2245.  Chairman:  Was  the  increase  in  advances  re- 
ferred to  in  paragraph  125  an  expected  or  anticipated 

result? Mr.  Mynors:  It  was  somewhat  larger  than 

exj^ted.  We  know  they  were  going  to  rise  in  that 
period,  which  is  the  period  of  revenue  collection,  but  it 
was  rather  larger  than  we  looked  for. — Mr.  Cobbold: 
We  expected,  having  sat  rather  firmly  on  the  valve,  that 
there  would  be  a pretty  heavy  tendency  at  that  moment 
in  that  direction. 

2246.  Professor  Cairncross:  When  you  mention  that 

some  part  probably  arose  from  export  credits,  what  is  this 
information  based  on?  Is  it  incidental  rather  than  statisti- 
cal?  ^It  is  information  we  get  from  time  to  time.  There 

is  not  a regular  return  of  those  export  credits. 

2247.  Chairman:  Are  there  any  more  questions?  Then 
I think  that  concludes  our  examination  of  this  very 
valuable  paper.  Now,  Mr.  Governor,  may  we  turn  to 
Paper  8:  “Principal  changes  in  the  British  monetary 
system  since  1931  It  does  not  mean  fliat  i,t  is  a less 
valuable  paper  for  us  if  I say  that  I do  not  anticipate, 
after  going  through  it,  (that  there  will  -be  many  questions 
we  want  ito  put  to  you  about  it.  I think  it  provides 
us  with  what  we  wanted  in  background  information.  But 
may  we  run  through  it  quickly ; there  may  be  one  or  two 
things  on  it?  I have  one  question  on  .paragraph  12.  You 
are  talking  about  Treasury  Bills,  and  you  are  comparing 
1931  with  1951:  “Whereas  in  1931  a relatively  small 
part  of  these  Treasury  Bills”  (that  is,  market  Treasury 
Bills)  “can  be  identified  as  held  by  or  for  account  of 
overseas  residents,  in  1951  they  were  chiefly  so  held.  By 
March,  1957,  the  proportion  of  market  Treasury  Bills 
held  outside  the  Banking  Department,  the  clearing  banks 
and  the  discount  market  had  increased  to  53  per  cent.” 
(by  over  40  per  cent.  I think)  “ largely  as  a oonsequence 
of  & re-expansion  in  the  iholdangs  of  U.K.  residents  since 
1951  ”.  Is  fiheffe  any  primary  cause  of  the  re-expansion? 
Is  it  a function  of  the  liquidity  of  business?  I suppose 
businesses  were  the  main  hoJders  on  the  U.K.  resident 

side? ^It  is  mainJy  a questicai  of  holdings  by  businesses  ; 

finance  corporations,  industrial  companies  and  so  on. 

2248.  If  the  proportion  changes  to  that  extent  between 

1931  and  1957,  it  is  a marked  drawing  in  of  that  class 
of  holder  mto  the  Treasury  Bill  field? We  are  produc- 

ing a further  break-down  which  wilt  point  that  up  in  still 
more  specific  terms,  f 

2249.  Professor  Cairncross:  With  reference  to  paragraph 
16  ; “ window-dressing  ” was  referred  to  in  the  report  of  the 
Macmillan  Committee,  with  the  recommendation  that  it 
should  cease.  Was  it  necessary  that  it  should  take  so  long 

to  get  rid  of  this  practice? Mr.  Mynors:  I could  not 

say  it  was  necessary. 

2250.  There  is  no  “ window-dressing  ” now? ^No. 

2251.  Professor  Sayers:  In  the  last  line  of  paragraph  16, 

when  you  say : “ this  reduction  was  more  apparent  than 
real  ”,  would  it  not  be  faker  to  say : ” this  reduction  was 
apparent,  not  real  ”? 1 would  not  quarrel  with  that. 

• Memoranda  of  Evidence  Part  I No.  8. 
t See  Appendix  to  Minutes  of  Evidence. 
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2252.  Chairman-.  Oa  paragraph  22  I have  past  one 

question : were  Treasury  Deposit  Receipts  called  for  each 
week? Yes. 

2253.  So  they  would  be  running  off  accordingly  each 

week,  when  their  times  were  exhausted? ^Ycs  ; five, 

six  or  seven  months  later,  as  the  case  might  be. 

2254.  Lord  HarcourV.  On  paragraph  44  I have  one  small 
point.  You  say  that  the  I.C.F.C.,  when  buying^  securiUes, 
“does  so,  with  rare  exceptions,  to  hold  not  to  issue  thern 
to  >the  puibiic  ”,  If  it  is  to  become  a kmgHteim  holder  of 
those  securities,  is  it  not  going  to  lose  its  value  to  a 
certain  extent?  If  it  really  becomes  a perpetual  holdtr, 
it  merely  becomes  an  investment  trust  cornpany.  Must 
not  its  object  be  to  use  its  funds  as  a revolving  fund,  even 
at  the  risk  of  treading  on  the  feet  of  investment  houses? 

Mr.  Cobbold:  Perhaps  this  wording  gives  a wrong 

emphasis  on  that.  I think  this  does  not  mean  to  hold 
indefinitely.  There  is  quite  a lot  of  turnover.  This  means 
that  it  is  not  a direct  issuing  machine. 

2255.  Professor  Cairncross:  I would  like  to  raise  a 
general  question  on  this  paper.  You  bring  out  how  far 
the  banl^  have  come  to  supply  finance  to  the  Govern- 
ment rather  than  to  the  private  sector.  You  do  not  say 
much  about  'the  distribution  of  the  deposit  liabilities 
between  current  and  time  deposits.  Has  oot  there  also 
been  a trend  there  that  is  also-  important?  Has  not  there 
been  a movement,  on  the  whole,  towards  current  accounts, 
perhaps  not  recently,  but  in  the  20  year  period  covered? 

Mr.  Mynors:  That  is  not  in  my  mind  at  the  moment, 

but  I could  easily  get  that.* 

2256.  Chairman:  Then  may  we  come  to  Paper  12; 

“ Current  monetary  policy ; some  general  considerations 
and  the  influence  of  interest  rates  ”.t  I think  there  may  be 
some  questions  on  that,  though  most  of  the  things  covered 
in  this  paper  have  been  discussed  arising  out  of  actual 
events  on  Paper  9.  On  paragraph  3,  I want  to  make  sure 
I have  followed  your  line  of  thou^t.  In  the  first  sen- 
tence you  say : “ The  monetary  authorities  can  do  a good 
deal  directly  to  determine  ithe  cost  of  borrowing,  by 
changes  in  Bank  Rate  together  with  supporting  action  in 
the  money  market  and  by  purchases  or  sale  of  securities  . 
The  end  of  it  distinguishes  the  purchases  or  sales  of  secu- 
rities from  the  money  market  operations,  What  had  you 
in  mind  there  as  operations  by  purchases  or  sales  of  secu- 
rities which  bore  directly  on  the  cost  of  borrowing? 

Mr.  Mynors : That  we  could  operate  not  only  in  Treasury 
Bills,  bringjn.g  the  market  into  the  Bank  or  letting  the 
maricet  stay  out  of  the  Bank  in  the  narrowest  and  most 
technical  sense  of  “ market  ”,  but  that  we  could  also 
operate  as  we  do  through  purchases  and  sales  through 
the  Issue  Department,  in  the  gilt  edged  market,  not  only 
in  money  market  securities. 

2257.  But  you  do  not  primarily,  if  I understand  it,  have 
a policy  of  operating  by  purchase  or  sale  in  the  gilt  edged 

market  generally  to  affect  the  cost  of  borrowing? Not 

in  order  to  determine  the  cost  O'f  borrowing;  that  is 
true. 

2258.  Then  what  does  the  sentence  mean? Mr. 

Cobbold:  The  operative  phrase  is  “can  do  a good  deal". 

2259.  But,  for  reasons  which  we  have  gone  through 
before,  as  a matter  of  policy  in  these  years  you  have 

not  thought  it  right  to  do  it? ^That  has  been  our 

policy. 

2260.  Professor  Sayers:  But  you  do  acknowledge  that 
you  can  do  a great  deal  to  determine  directly  the  cost  of 

borrowing? ^I  gave  a definite  reply  to  that  the  last  time 

the  Committee  was  sitting. 

2261.  The  last  sentence  of  paragraph  8 puzzles  me  a 
little,  In  other  papers  and  in  discussion  we  have  had 
it  explained  to  us  that  the  credit  base  of  the  clearing 
banks  is  the  quantity  of  liquid  assets,  the  three  main  groups 
being  cash,  call  money  and  Treasury  Bills.  If  that  is  so, 
why  does  it  make  any  difference  to  the  authorities’  con- 
trol whether  the  borrowing  from  the  Bank  is  on  Treasury 

Bills  or  on  Ways  and  Means  Advances? Mr.  Mynors: 

As  long  as  the  lending  is  direct  by  the  Banking  I^part- 
ment,  toere  may  be  technical  or  constitutional  differences, 
but  the  monetary  effect  would  be  the  same.  There  is  an 
inune^ate  effect  on  bankers’  balances  on  the  other  side 
of  the  Bank  Return.  

• See  Appendix  to  Minutes  of  Evidence. 
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2262.  Suppose  the  borrowing  is  on  Ways  and  Means 
Advances,  instead  of  by  the  sale  of  Treasury  Bills  in  the 

market,  does  it  make  any  difference? ^There  is  bound 

to  be,  other  things  being  equal,  a corresponding  increase 
in  bankers’  balances  as  the  money  is  disbursed  by  the 
l^chequer. 

2263  And  a decrease  in  the  amount  of  Treasury  BOls 

put  out? ^The  amount  of  Treasury  Bills  in  the  market 

would  be  less  if  expenditure  is  financed  by  Ways  and 
Means  Advances  than  it  is  if  expenditure  is  financed  by 
Treasury  Bills.  But  it  would  immediately  affect  the  cash 
base  of  the  banks.  Through  iheir  8 per  cent,  ratio,  it 
would  put  them  immediately  in  a position  to  increase  their 
deposits  by  buying  investments  and  everything  else. 

2264.  I understood  their  policy  of  increasing  deposit 
liabilities  would  be  determined  by  their  total  of  liquid 

assets,  not  the  amount  of  cash? Mr.  O’Brien : The  two 

things  come  out  to  the  same,  in  the  sense  that  the  total 
of  liquid  assets  in  either  ca.se  is  affected  in  the  same 
way  but  the  composition  of  their  liquid  assets  would  be 
different.  With  the  Bank  of  England  making  Ways  and 
Means  Advances,  their  cash  would  be  inflated.  It  would 
be  inflated  to  a point  beyond  the  8 per  cent,  they  require, 
and  to  that  extent  they  would  be  looking  round  for  earning 
assets  on  which  they  would  be  able  to  expend  that  excess 
of  cash.  Cash  would  not  be  tight  in  the  market.  There- 
fore it  would  be  difficult  lo  keep  rates  tight.  We  could 
only  in  fact  keep  rates  light,  a.s  we  do  in  the  circum- 
stances from  time  to  time  as  they  occur,  by  mopping 
up  cash  by  selling  Treasury  Bills. 

2265.  What  is  it  that  is  peculiarly  damaging  about  ex- 
pansion of  cash? Mr.  Mynors:  We  .should  immediately 

put  ourselves  in  a position  where  wc  could  not  avoid 
taking  remedial  action. 

2266.  Remedial  action  confined  to  what  is  happening 
in  the  money  markcl? — -Mr.  O'Brien:  If  wc  allow  cash 
to  slop  about,  the  market  doc.s  not  believe  wc  want  to 
follow  a tight  policy,  That  will  have  an  effect  on  rales  in 
the  market.  The  tender  rate  for  Treasury  Bills  will  come 
down.  If  we  do  not  want  lo  have  those  results  we  must 
keep  cash  short. 

2267.  Is  it  going  to  have  an  effect  outside  the  little 

circle  of  the  discount  market? It  goc.s  beyond  that.  If 

the  Treasury  Bill  rale  comes  down,  the  rule  for  short 
bonds  would  come  down,  and  that  would  tend  to  per- 
colate through  the  markcl. 

2268.  In  fi-pilc  of  tihe  fact  that  the  total  t>f  liquid  as^ 
of  the  banks  as  unchanged?  -Mr.  O'Brien:  Yes,  I think 
so, — Mr.  Mynors:  1 would  not  have  regarded  lh«r 
liquidity  ratio  as  being  rigid  enough  u>  mean  that,  given 
an  .increase  in  cash  without  any  cltangc  In  liquidity  as  a 
whole,  they  would  not  feel  moved  to  take  any  action. 

2269.  Is  not  this  a different  doctrine  from  what  we 

have  been  told  hitherto? 1 do  not  think  so.  The  cash 

ratio  has  always  been  there,  with  the  liquidity  position 
superimposed  on  it,  as  it  were. 

2270.  We  are  now  back  on  the  question  of  the  whole 

control  of  the  volume  of  bank  deposits ; wc  have  been 
taught  hitherto  that  it  Is  the  liquid  assets  ratio  that  mat- 
ters?  Mr.  O'Brien:  Surely  we  have  said  there  are  two 

aspects  of  this  control.  By  keeping  bank  cash  tight  we 
keep  rates  taut,  and  pressure  on  rates  to  keep  them  higher 
rather  ithan  lower  has  its  own  influwee  on  what  happens 
in  ithe  market.  Separately  from  that,  contraction  of  the 
banks’  liquid  a-s-sols,  whit*  include  the  8 per  cent,  cash, 
reduces  itheir  ability  to  extend  credit  elsewhere,  if  they  do 
not  sell  invesffnents.  But  the  two  things  march  hand  in 
hand, 

2271.  I understand  you  lo  .say  they  march  hand  in  hand 
because  you  keep  the  market  supplied,  cither  through  the 
front  door  or  the  back  door,  with  enough  cash  tq  keep 
their  8 per  cent?  That  is  how  it  has  been  explained  to 
us  before.  If  that  is  so,  the  cash  position  is  a purely 
passive  clement  in  it.  The  volume  of  bank  deposits  affects 
the  cash,  but  what  is  done  about  the  volume  of  cash  will 

not  affect  the  volume  of  bank  deposits? With  respect, 

we  have  not  said  it  does.  All  wc  have  said  is  that  exer- 
cising a pressure  on  cash,  keeping  it  tight  from  day  to  day, 
not  allowing  it  to  slop  over  as  it  can  do,  has  a tightening 
effect  on  rates. 

2272.  I agree  that  you  have  explained  that  the 
ticular  structure  of  rates  at  the  short  end  of  the  market 
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is  affected  by  what  you  are  doing  in  your  operations  on 
cash,  by  the  way  in  which  you  are  letting  the  market 

have  cash. 1 would  say  it  has  an  effect  on  rates  which 

can  extend  beyond  the  short  end  of  the  market.  It  may 
be  held  to  be  giving  an  indication  of  what  the  authorities 
want,  of  a tendency  they  will  allow  to  develop. 

2273.  I agree  that  the  precise  way  you  do  things  is 
going  to  affect  the  structure  of  interest  rates ; but  I want 
to  know  what  it  is  about  the  authorities’  control  that  is 
damaged  by  financing  on  Ways  and  Means  Advances,  and 
I am  suggesting  that,  on  the  basis  of  what  you  have  told 
us  hitherto,  the  authorities’  control  of  the  volume  of  bank 

deposits  is  not  affected? Mr.  O’Brien-  Let  us  keep  it 

in  two  separate  compartments:  (1)  our  control  over 
interest  rates  in  the  money  market,  short  bonds,  and  so 
on,  and  (2)  our  control  over  bank  deposits  through  action 
on  the  liquidity  ratio.  Taking  the  first,  if  we  proceeded 
by  Ways  and  Means  Advances  instead  of  by  selling 
Treasury  Bills  to  the  market,  we  should  provide  the  cash 
for  the  Government,  and  that  would  go  out  into  the 
bankers’  balances.  Instead  of  the  banks  themselves  pro- 
viding the  cash  against  Treasury  Bills,  we  would  provide 
the  cash.  Therefore  their  cash  would  go  up  rather  than 
their  liquid  assets.  Cash  would  be  slopping  about  in  the 
market  and  that  would  have  an  effect  on  rates,  an 
embarrassing  effect  from  our  point  of  view,  and  we  should 
have  to  correct  it.  One  way  to  correct  it  would  be  to  sell 
Treasury  Bills.  Therefore,  what  is  the  point  of  starting 

with  Ways  and  Means  Advances? Mr.  Cobbold:  In 

that  respect  it  would  be  damaging  to  the  authorities’ 
control. 

2274.  But  not  in  respect  of  the  control  of  the  volume 

of  deposits? 1 did  not  think  so,  no. 

2275.  Chairman:  I had  the  impression  from  an  earlier 
day  that  there  were  two  general  reasons  that  you  pre- 
ferred to  go  by  selling  Treasury  Bills  in  the  market  rather 
than  by  direct  Ways  and  Means  Advances:  that  by  going 
through  the  market  there  was  always  a certain  number 
of  outside  holders  attracted,  which  took  the  liquidity  to 
that  extent  out  of  the  banking  system  ; and  that  it  helped 
you  to  settle  the  rate  of  interest  to  be  charged  to  the 
Government,  because  you  had  some  higgling  about  the 

rate  at  which  the  Bills  were  to  be  is.sued? We  have 

also  referred  to  a wider  consideration  of  a psychological 
nature,  that  Ways  and  Means  borrowing,  on  the  pattern 
of  some  continental  systems,  is  always  regarded  as  more 
dangerous  as  a matter  of  general  psychology  than  other 
forms. 

2276.  Apart  from  that  those  two  reasons  arc  operative 

with  you? ^Yes,  but  we  should  attach  quite  a lot  of 

importance  to  the  la.st  mentioned  point. 

2277.  Professor  Cairncross : The  last  sentence  of  para- 
graph 7 refers  to  the  need  for  the  discount  market  to  cover 
the  tender  for  Treasury  Bills.  This  was  not  always  so, 
was  it?  The  system  operated  throughout  the  twenties 

without  this  condition? Mr.  Cobbold:  Yes. — Mr. 

Mynors : If  we  go  back  to  the  twenties,  from  what  I have 
read  in  our  own  records,  it  was  a continuous  preoccupa- 
tion whether  the  tender  would  or  would  not  be  covered. 
But  there  was  no  sort  of  express,  albeit  informal,  commit- 
ment.— Mr.  Cobbold:  May  I make  a reservadon  on  the 
word  “commitment”?  There  is  an  understanding,  but 
I do  not  think  I could  say  there  .was  a commitment.  I 
do  not  think  that  would  be  fair  on  the  discount  market. 

2278.  Sir  Oliver  Franks:  A commitment  has  a legal 

connotation,  an  understanding  an  informal  one ; is  that 
ri^t? ^That  is  it. 

2279.  Chairman:  On  paragraph  11,  I must  ask  you  to 
enlarge  a bit  on  the  second  sentence:  “Experience  has 
shown  that,  in  the  general  objective  of  moderating  fluctua- 
tions in  the  economy,  the  Treasury  and  the  Bank,  acting 
together  and  with  the  co-operation  of  the  banking  com- 
munity, can  do  much  by  formal  and  informal  methods  to 
control  the  level  of  advance^  the  banks’  policies  towards 
securities,  liquidity  and  so  on  If  you  eliminate  the  effect 
of  the  appeals  to  the  banks  about  their  policies  with 
regard  to  advances,  what  other  experience  have  we  got  to 
draw  on  in  the  history  of  these  years?  Take  the  banks’ 

policies  towards  securities? Mr.  Mynors:  The  original 

issue  of  Serial  Funding  Stocks  was  done  with  their  fore- 
knowledge and  oo-operation  on  an  aitirely  informal,  but 
understo^.  basis. 
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2230.  That  means  that  on.  request  being  made  to  them 
they  were  prepared  to  exchange  what  they  held  in  the 
way  of  Treasury  Bills  for  the  Serial  Funding  Stock  that 

was  offered? ^Yes ; I do  not  recall  any  other  example 

covering  their  policy  relating  to  securities. 

2281.  I had  an  impression,  reading  paper  9,  that  there 
were  occasions  when  their  policy  towards  securities  had 

not  been  such  as  you  would  wish? Mr.  Cobbold: 

Never  in  contradiction  to  any  express  wishes. 

2282.  Professor  Cairncross:  Do  we  take  this  to  mean 

that  the  sale  of  securities  by  .the  banks  in  the  second 
quarter  of  1955  was  done  with  your  knowledge  and  without 
your  express  dissent? We  could  see  it  happening. 

2283.  Chairman:  I would  like  to  make  this  as  concrete 
as  I can.  I appreciate  that  when  they  have  been  asked 
to  do  things  directly  results  have  followed,  but  when  they 
have  not  been  ask^  to  do  things  in  this  category,  what 
dates  and  events  could  you  point  to  as  showing  what  could 

be  done? 1 would  much  rather  take  that  in  general 

terms.  Although  you  have  before  you  some  instances  of 
specific  requests  conveyed  by  the  Chancellor  of  the 
Exchequer  through  myself  to  the  clearing  banks,  there  is 
absolutely  continuous  contact  covering  a great  deal  of 
this  sort  of  subject  between  the  Chairman  and  Deputy 
Chairman  of  the  Committee  of  London  Clearing  Bankers 
and  myself,  supplemented  by  talks  we  have  at  our  quar- 
terly meetings  with  the  Committee  of  London  Clearing 
Bankers.  I would  niot  like  it  to  be  felt  that  co-operation 
between  the  authorities  and  the  banks  on  ^is  sort  of  subject 
was  purely  limited  to  actions  in  response  to  the  specific 
request  referred  to  in  these  papers. 

2284.  But  for  the  co-operation — and  I follow  that  that 
arises  from  constant  discussion  and  exchange  of  views — 
but  for  the  oo-operation,  what  is  there  that  monetary 

policy  in  these  particular  fields  has  achieved? Might  I 

refer  to  the  Covering  Note  I sent  to  you  in  June,  where  1 
said:  “The  method  of  control  over  bank  credit  followed 
since  the  adoption  of  a rn'ore  flexible  monetary  policy 
in  1951  has  been  a conscious  mixture  of  technical  measures 
(i.e.,  Bank  Rate,  pressure  on  liquidity  ratios,  etc.)  and 
‘ persuasion  ’,  relying  heavily  on  the  co-operation  of 
banking  -sy,stem.  'The  Bank  have  felt  throughout  the 
period  that  in  the  ruling  circumstances  technical  measures 
could  not  do  the  work  alone,  and  also  that  ‘persuasion’ 
could  only  succeed  if  technical  measures  were  working  an 
the  same  direction  ”. 

2285.  I hope  this  is  not  unfair:  it  puls  the  main  emphasis 

on  the  co-operation  obtained  by  voluntary  means? 

It  is  intended  to. 

2286.  Sir  John  Wood.'!:  You  mention  in  the  Covering 
Note  pressure  on  liquidity  ratios  and  Bank  Rate.  In  the 
second  quarter  of  1955  when  you  were  trying  to  keep 
pressure  on  liquidity  ratios  the  banks  were  at  the  same 
time  selling  investmente  ; you  said  just  now  that  you 
were  aware  of  their  doing  it.  Would  I be  right  in  thinking 
that,  on  the  whole,  you  would  have  preferred  they  did  not 
at  that  time?  If  it  were  so  (I  am  not  imputing  anything 
wrong  to  anyone)  were  they  not  defeating  the  object  of 

the  Bank  Rate? 1 would  not  say  entirely,  because  the 

sales  of  securities  were  having  their  own  effect  in  some 
other  directions. 

2287.  It  seemed  to  me  that  if  that  were  so  you  might 
have  said  in  your  continuous  consultations  with  the  banks : 
“ Would  you  mind  going  easy  on  the  selling  of  securi- 
ties? ”,  but  apparently  you  did  not  take  any  such  action? 

1 was  in  conversation  with  the  clearing  banks  at  that 

period  and  did  at  one  time  put  it  this  way,  that  it  would 
certainly  be  in  line  with  the  authorities’  hopes  that  advances 
would  come  down  a bit.  It  was  perhaps  another  way  of 
saying  the  same  thing. 

2288.  Professor  Sayers:  Have  you  at  any  time  during 
the  period  indicated  to  the  clearing  banks  die  desirability 

of  adding  to  their  investments? Mr.  Mynors:  There 

was  the  Serial  Funding  issue  I have  just  referred  to.  I 
do  not  recall  any  other, — Mr.  Cobbold:  I think  there 
was  an  occasion  at  one  of  the  meetings  between  the  Chan- 
cellor and  the  clearing  banks  when  some  phrase  to  that 
end  was  used  ; but  I ^ink  that  is  properly  a question  for 
the  Treasury. 

2289.  Mr.  Woodcock : I am  not  sure,  reading  paragraph 
11,  whether  you  are  saying  that  this  voluntary  co-operation 
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with  the  banks  can  never  be  in  itself  enough  unless  other 

things  are  done,  or  whether  it  cannot  last? We  are 

trying  to  convey  that  we  think  it  would  be  difficult  to 
work  satisfactorily  if  the  technical  things  were  working  in 
the  other  direction. 

2290.  Temporarily  you  can  get  away  with  it? To  a 

large  extent  I would  judge  so. 

2291.  You  are  rather  saying  that  voluntary  co-operation 

cannot  really  be  carried  on  too  long? 1 would  think 

it  very  difficult,  and  placing  a great  strain  on  that  co- 
operation. to  expect  it  to  carry  on  indeOnitely,  if  the 
technical  arrangements  were  working  in  the  contrary 
direction. 

2292.  Professor  Sayers:  If  one  looks  not  just  at  the  last 
few  years  but  at  the  next  decade,  would  you  say  that,  given 
that  the  technical  arrangements  are  made  to  work  in  the 
right  direction,  a continuance  of  the  co-operation  in  a 

voluntary  atmosphere  is  also  necessary? 1 think  it  is 

very  desirable ; but  I think  we  are  there  on  Paper  13, 
perhaps,  rather  than  on  Paper  12. 

2293.  Mr.  Woodcock  : In  paragraph  10  there  is  the 
statement:  “Control  by  monetary  means  is  more  difficult 
than  at  times  when  good  and  bad  trade  alternated  more 
sharply”.  What  do  you  mean  by  “more  difficult”? 
Does  it  mean  that  as  long  as  we  have  full  employment 
and  people  are  always  basically  more  optimistic  about 
trade  you  will  never  have  sufficient  control,  or  never  be 
able  permanently  to  get  sufficient  control?  Or  does  it 

mean  what  you  call  technical  considerations? ^We  have 

expressed  a view  that  so  long  as  the  economy  is  bursting 
at  the  seams,  with  the  present  distribution  of  bank  assets 
largely  in  the  form  of  Government  securities  of  one  sort 
and  another,  it  would  be  difficult  over  a long  period  to 
make  the  exact  monetary  arrangements  work  with  com- 
plete satisfaction. 

2294.  Sir  Oliver  Franks:  I had  rather  assumed,  when 
these  paragraphs  were  talking  about  technical  considera- 
tions, that  the  chief  technical  consideration  is  contained 
in  the  last  but  one  sentence  of  paragraph  II:  “.  . . the 
basic  need  remains  the  ability  to  regulate  the  total 
quantity  of  currency  and  bank  deposits  ”.  It  is  the  old 
problem  of  over-liquidity,  and  so  on.  On  the  hypothesis 
that  these  problems  of  liquidity  could  really  be  corrected, 
and  that  therefore  the  liquid  assets  and  the  total  level  of 
deposits  of  the  commercial  banks  were  under  effective 
control,  then  it  seems  to  me  that  a great  deal  of  what 
has  at  present  to  be  achieved  through  co-operation  would 
no  longer  be  needed  because,  as  it  were,  the  rules  of  the 
game  would  supply  a basis  on  which  the  commercial 
banks  could  go  to  work  safely  and  conformably  with 
the  Bank’s  policy.  That  hypothesis,  that  the  technical 
considerations  had  been  altered  and  put  in  order,  is  quite 
a different  consideration  from  the  broad  policy  reflections 
about  full  employment,  high  level  of  demand,  and  so 
on.  though  I do  not  say  that  there  is  not,  ultimately,  a 
relation ; there  always  is.  If  the  Bank  of  En^and  had 
been  in  the  position  to  squeeze  the  banks’  liquidity  so 
that  they  had  to  pay  careful  attention,  then,  surely,  much 
of  what  Mr.  Woodcock  is  asking  would  obtain  already? 

Mr.  Cobbold:  On  that  hypothesis  I think  that  is 

accurate.  I would  make  the  slight  reservation  that  we 
have,  I think,  exerted  some  pressure  on  the  liquidity. 

2295.  Professor  Sayers:  It  is  easy  enough  to  accept 
the  view  in  the  middle  of  paragraph  14,  that  it  is  “not 
practicable  to  hold  rates  at  a level  below  that  which 
market  opinion  regards  as  likely  to  endure  ”,  but  would 
you  agree  that  it  may  still  be  held  consistently  with  that 
view  that  it  is  practicable  to  shift  the  level  of  rates,  and, 
further,  in  shifting  them  to  influence  the  level  that  market 

opinion  regards  as  likely  to  endure? Mr.  Mynors: 

If  you  are  thinking  primarily  of  shifting  long  term  rates 
in  relation  to  short  term  rates,  we  should  regard  the 
capacity  to  do  that  as  pretty  limited. 

2296.  Professor  Sayers:  But  there  is  a capacity? 

Professor  Cairncross:  Market  opinion,  presumably,  is 
influenced  by  the  supply  of  money.  If  there  is  an  increase 
in  the  supply  of  money  you  can  certainly  h<rid  long  term 

rates  lower  than  you  can  if  money  is  not  increased? 

Mr.  Cobbold:  There  are  many  other  factors. 

2297.  Professor  Sayers:  Would  not  market  opinion  be 

influenced  eventually  by  a big  shift  in  the  composition 
of  the  debt  as  between  long  and  short? Mr.  Cobbold- 


Gradually,  and  over  a period. — Mr.  Mynors:  You  could 
not  do  it  at  great  speed. 

2398.  Professor  Cairncross:  Is  it  not  true  that  long 
rates  move  more  closely  with  the  supply  of  money  than 

any  other  factor? You  are  looking  over  a pretty  long 

period  of  time,  I would  guess,  in  saying  that. 

2299.  Even  in,  say,  a five-year  period? Mr. 

Mynors:  I would  have  to  look  at  that. — Mr.  Cobbold: 
.As  a general  view,  I would  have  thought  that  other 
factors,  of  confidence  and  all  those  sorts  of  things,  had 
more  immediate  effect  than  the  volume  of  money,  but  I 
could  not  contradict  your  view  over  a period  without 
comparing  the  graphs.* 

2300.  Chairman : Have  you  and  your  advisers  any 

doubt  about  the  validity  of  your  first  consideration  in 
paragraph  16? ^No  doubt. 

2301.  Professor  Sayers:  In  the  penultimate  sentence  of 
paragraph  20  there  is  a very  definite  statement  of  how 
business  borrowers  have  behaved.  What  kind  of  evidence 

have  you  for  that  statement? 1 would  say  entirely 

general  evidence  that  comes  to  us  from  our  contacts ; 
through  members  of  the  Court  and  in  many  other  ways. 

2302.  The  first  sentence  in  paragraph  22  is  a very  direct 
and  positive  statement : “ A rise  in  interest  rates  has 
important  effects,  both  direct  and  indirect,  upon  those 
who  borrow,  those  who  save  ” etc.  What  are  those  effects? 

Mr.  Mynors:  Paragraphs  27  and  28  are  our  attempt 

to  answer  that  question. 

2303.  But  is  not  their  effectual  basis  the  experience  on 

some  occasion  with  regard  to  National  Savings? is 

very  difficult  to  get  any  other  specific  effectual  basis.  We 
must  admit  that  there  is  a certain  amount  of  switching 
from  other  forms  of  investment  into  National  Savings, 
if  National  Savings  are  made  more  attractive  in  some 
way ; so  the  gross  increase  is  not  the  same  as  the  net 
even  there. 

2304.  Professor  Cairncross:  Is  it  not  a fair  comment 
that  even  so-called  personal  saving  has  risen  fastest  in 

periods  of  greatest  inflation  in  recent  years? Mr. 

Allen:  1 should  have  thought  that  one  of  the  largest 
increases  in  personal  saving  had  been  in  1956. 

2305.  Would  that  not  be  a period  of  intense  inflation? 

1 should  have  submitted  that  it  was  a period  in  which 

the  economy  was  more  closely  balanced  than  in  previous 
years. 

2306.  Take  _ the  increases  in  1951  and  1955-56.  No 
doubt  ffiose  included  the  iprcffits  of  small  shopke^>ers. 
Are  not  tiiose  two  periods  when  inflation  was  almost  at  its 

most  marked  in  the  postwar  period? 1 do  not  recognise 

that  as  applying  to  1956. 

2307.  I thought  the  discussion  this  morning  was  about 
the  boom  which  developed  in  1955  and  carried  on  into 
1956.  Is  there  a distinction  between  boom  and  inflation? 
Mr.  Cobbold:  It  was  beginning  to  turn  at  the  be- 
ginning of  1956. 

2308.  At  any  rate,  there  has  been  no  marked  decline  in 
the  rate  of  savings  in  periods  when,  on  a priori  grounds, 
one  would  rather  have  expected  to  see  it  decline.  Has 

there  not  bpn  a continuous  increase? Mr.  Allen: 

Statistical  evidence  about  personal  savings  in  the  country 
is  certainly  deficient,  but  my  impression  is  that  there  have 
been  fluctuations  in  the  rate  of  personal  saving  and  that 
some  of  them  would  be  found  to  match  periods  in  which 
retail  prices  were  noticeably  rising.  An  expectation  of 
rising  prices  has  shown  itself  by  .the  behaviour  of 
consumers. 

_ 2309.  Do  you  mean  that  savings  rise  when  retail  prices 
rise,  or  fall?- — Consumers’  expenditure  in  relation  to 
their  income  rises  at  a time  of  rising  prices.  It  is  difficult 
to  tell  which  is  the  causal  factor.  But  I think  there  is 
some  evidence  that  expectations  of  inflation  have  caused 
persons  to  save  less  than  at  other  times  when  prices  were 
more  stable  or  expectations  about  comparative  stability  of 
retail  prices  were  more  confident. 

2310.  Chairman:  We  were  trying  to  relate  it  more 
definitely  to  the  move  of  interest  rates.  Is  that  the  same 
thing?  - — That  is  what  I understood  the  question  to  be. 

2311.  Professor  Cairncross:  I was  asking  a rather 
different  question,  but  it  is,  of  course,  complicated  by 

• See  Appendix  to  Minutes  of  Evidence. 
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the  movement  of  interest  rates  in  those  periods.  The 
interest  rate  is  higher  now  and  has  been  higher  in  the 
last  two  or  three  years  than  it  was  in  an  earlier  peric^, 
and  savings  are  also  substantially  higher.  I take  it  you 
would  have  difBculty  in  asserting  that  the  rise  in  savings 
is  due  to  the  rise  in  interest  rates.  Conceivably  that  may 
affect  it  marginally ; or  do  you  attach  more  importance 

to  the  increase  in  interest  rates  as  a factor? It  is  very 

much  a matter  of  personal  judgment.  I think  the  effect 
of  interest  rates  has  been  amcmg  the  factors  present. 

2312.  Sir  Oliver  Franks  '.  Is  there  not  a very  important 
consideration  here  which  must  account  for  quite  a lot? 
If  the  ordinary  person  feels,  however  vaguely,  that  the 
rate  at  which  money  value  is  running  away  is  greater  than 
the  increment  to  his  capital  to  which  the  interest  after 
tax  over  the  years  amounts,  he  is  not  going  to  go  in 
for  saving ; whereas,  if  he  thinks  the  balance  is  moving 
the  other  way,  he  is  more  likely  to.  There  may  be  forced 
saving  of  another  kind,  but  so  far  as  the  ordinary  business 
of  saving  goes,  it  depends  whether  the  rate  of  interest 

outweighs  inflation? Mr.  Cobbold:  If  you  are  saying 

that  the  most  important  influence  on  saving  is  a general 
view  that  inflation  is  being  contained,  and  that  that  is 
more  important  than  the  gradations  of  interest  rate  that 
could  normally  be  foreseen  or  expected,  I entirely  agree. 

2313.  Professor  Sayers:  Given  the  view  stated  in  para- 
graph 22  of  the  effect  of  the  change  in  interest  rates,  why 
has  the  Bank  not  more  confidence  in  the  power  of  a 
rise  an  the  Bank  Rate  by  itself,  without  a package  deal? 
From  paragraphs  18  and  19  it  is  apparent  that  a change 
in  the  Bank  Rate  should  be  followed  by  a general  rise 
in  the  whole  structure  of  interest  rates.  In  paragraph  22 
it  is  said  that  a rise  in  interest  rates  has  these  important 
effects  u]^  those  who  borrow  and  those  who  save. 
Surely  this  powerful  instrument  could  do  something  by 

itself  without  having  to  wait  upon  other  measures? 

If  other  factors  were  in  order,  to  use  a general  phrase, 
we  should  certainly  see  every  possibility  of  making  a Bank 
Rate  rise  by  itself. 

2314.  It  is  stiU  the  case  that  the  rise  in  interest  rates 

has  these  important  effects? have  always  said  that  in 

thinking  about  the  Bank  Rate  the  whole  time,  from  week 
to  weel^  one  is  always  weighing  one  considesration  against 
another.  This  is  certainly  a “ plus  ” consideration  in  that 
process.  I would  like  to  make  it  quite  clear  that  it  is 
by  no  means  a question  of  principle  to  wait  few  a package 
deal.  We  are  iways  inrepared  to  consider  a movanent 
either  way  on  the  Bank  Rate  alone,  if  we  consider  that 
to  be  the  right  policy. 

2315.  Mr.  Woodcock:  We  are  already  on  the  same 

point.  You  say  in  the  middle  of  paragraph  27:  “A  rise 
in  the  yields  on  ffie  various  securities  offered  through 
the  National  Savings  organisatiem  has  certainly  on  occa- 
sion showm  improved  results.’'  As  a statement  of  bare 
fact,  I suppose  that  is  true ; but  such  general  evidence 
as  there  is  seems  to  show  that  the  bulk  of  it  was  switch- 
ing. Does  not  a lot  move  in  big  amounts  earlier  on? 

Mr.  Mynors:  I think  that  is  the  best  set  of  figures  avail- 
able. I do  not  think  anyone  has  been  able  to  distingiiish 
the  full  amount  of  switching.  When  you  get  these  big 
blocks,  they  are  probably  switches,  I would  say. 

2316.  Professor  Cairncross:  Whatever  one  may  think 
of  the  effect  of  inflatioai  on  savings,  the  effect  that  matters 
is  the  effect  on  the  price  of  bonds  and  the  rates  of  interest 
It  is  the  ddstributictti  of  savings,  the  use  to  which  they 
are  put,  that  is  most  affected  by  inflation,  not  the  amount 
{we  are  talking  now  about  a creeping  inflation,  not  a 
galloping  one)  and  the  most  observable  effect  is  the  rela- 
tion between  the  yield  on  gilt  edged  and  equities.  Is 
this  not  ffie  fact  that  you  are  chiefly  preoccupied  with? 

Yes,  I ‘think  so.  Our  broad  trouble  is  O'Ot  the  effect 

on  undistributed  profits  rriiich  are  reinvested  in  the  busi- 
ness in  equity  form,  but  the  effect  on  investment  in  fixed 
interest  securities. 

2317.  You  use  phrases  which  are  liable  to  misinterpre- 
tation. You  say;  “It  is  accompanied  by  damage  to  per- 
sonal savings  ”,  although  official  figures  show  a steady 
increase,  “and  to  orderly  long-term  provision  for  the 
replacement  and  expansion  of  industrial  capital  ” ; although 
both  of  those  things  are  proceeding  rapidly ; therrfore 
the  phrase  must  refer  to  the  distribution  bertveen  different 
types  of  asset,  the  use  to  which  the  savings  are  put,  even 
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within  a business? Mr.  Mynors:  Yes,  I would  accept 

that 

2318.  Chairman:  Coming  to  paragraph  32,  ,I  should 

like  to  fix  the  periods  you  have  in  mind  when  you  say : 
“ In  post-war  years  there  have  been  periods  when  confi- 
dence has  been  lacking  and  a level  of  rates  in  London 
higher  than  in  other  centres  has  failed  to  attract  funds 
from  abroad.”  Can  we  have  a conspicuous  case  when, 
although  the  comparison  of  rates  was  noticeably  attrac- 
tive in  pure  theory,  it  did  not  attract? Mr.  Mynors:  I 

think  we  could  give  some  specific  evidence  on  ItiaL* 

2319.  Pro/erjor  Cairncross:  “Funds  from  abroad” 

here  does  not  mean  funds  from  the  sterling  area,  but  funds 
from  the  non-sterling  area? Mr.  Cobbold'.  Yes. 

2320.  Chairman:  That  brings  us  to  Paper  13f,  whidi  I 

think  covers  all  the  outstanding  papers  we  are  expecting 
from  you.  It  is  in  a sense  the  end  of  the  series,  because 
it  relates  to  possible  changes  of  the  system  from  the  point 
of  view  of  alternative  techniques.  It  is  essentially  a paper, 
with  the  questions  it  raises,  to  which  we  should  return 
towards  the  end  of  our  inquiry  with  you,  both  for  our 
sakes  and  yours ; but  that  does  not  mean  it  is  the  less 
useful  to  have  a look  at  it  now  and  see  what  questions 
arise  on  it,  without  thinking  that  they  are  closed  by  any- 
thing that  passes  now? ^That  was  exactly  how  we 

viewed  it.  It  is  perhaps  more  illustrative  in  giving  certain 
views  and  various  possibilities ; and,  of  course,  if  during 
your  subsequent  inquiries  other  possibilities  emerge,  we 
shall  be  only  loo  happy  to  offer  any  comments  you  would 
like  on  those  other  possibilities.  I have  a few  introductory 
remarks  to  make,  if  you  will  give  me  leave. 

2321.  Please  do? ^Paper  13  deals  with  a number  of 

possible  alternative  monetary  techniques.  There  are  of 
course  other  lines  of  approach  in  related  fields,  which 
might  be  followed  in  order  to  exercise  similar  or  comple- 
mentary influences  on  such  matters  as  the  volume  of  credit 
and  the  level  of  demand.  I have  particularly  in  mind 
fiscal  measures  and  the  regulation  of  the  level  of  hire 
purchase  credit.  This  paper  does  not  seek  to  cover  these 
other  possible  lines  of  approach,  but  deals  only  with  the 
possible  alternatives  we  have  considered  in  the  strictly 
monetary  field.  Even  in  die  purely  monetary  firi.d  there 
are  doubtless  other  possible  techniques  or  combinations 
of  techniques.  We  do  not  claim  to  have  covered  every 
possibility.  I should  like  first  to  remind  the  Committee 
of  the  reference  which  I made  to  this  subject  in  the  Cover- 
ing Note  which  I submitted  in  June.  The  observations 
made  there  still  represent  the  Bank’s  general  view  on  the 
main  policy  aspect,  and  they  are  very  relevant  to  our 
discussion  on  this  paper. 

Here  the  Governor  read  the  section  entitled  " Methods 
and  Techniques"  from  his  Covering  Note,  Bank  of 
England  Paper  1. 

I think  some  of  that  is  relevant  to  what  Mr.  Woodcock 
was  asking. 

Then  I come  to  another  important  point  of  principle 
which  I dealt  with  in  my  reply  to  Question  1810  on  the 
25th  October,  following  on  the  earlier  Questions  681 
and  682  about  Ways  and  Means  Advances.  It  is,  I think 
particularly  relevant  to  this  paper. 

Here  the  Governor  read  from  the  fourth  paragraph 
(beginning  “ The  question  in  the  forefront  of  my  mind  is 
this”)  to  the  end  of  his  answer  to  Question  1810. 

2322.  I suppose  there  is  no  doubt  that  under  the  Bank 
of  England  Act,  1946,  the  Treasury  could  send  a direc- 
tion to  the  Bank  to  lend  it  any  sum  of  money  it  liked 

to  name? Mr.  Cobbold:  I would  think  that  is  the 

legal  position. — Mr.  Mynors:  Off  the  cuff,  I wonder 
whether  the  Act  of  1946  completely  overrides  the  Act 
of  1819,  under  which  the  Bank  is  not  to  lend  to  the  Trea- 
sury without  the  authority  of  Parliament  first  bad  and 
obtained,  and  which  lays  down  the  technique  to  be  adopted 
in  regard  to  loans. 

2323.  Professor  Sayers:  I forget  the  exact  phrase  used 
in  the  Act  of  1819,  but  it  was  directed  to  the  limitation 
of  Ways  and  ‘Means  Advances  as  they  had  been  used.  It 
naturally  did  not  ‘mention  the  purchase  of  Treasury  Bills. 
It  has  never  been  interpreted  as  inhibiting  the  Bank  from 
purchasing  Exchequer  Bills  in  the  old  days,  or  Treasury 

Bills  in  recent  decades? Mr.  Mynors:  There  is  a saving 

phrase  in  the  1819  Act  which  was  not  intended  to  stop 

* See  Appendix  to  Minutes  of  Evidence. 

t Memoranda  of  Evidence  Part  I No.  13. 
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the  Bank  from  buying  the  secunties  they  normally  buy. 
That  has  been  interpreted  to  mean  that  the  Bank  is  stm 
free  to  go  into  the  market  and  buy  Treasury  Bills  at  its 
own  discretion.— Mr.  Cobbold-.  Earlier  m my  answer  to 
Question  1810  I attempted  to  answer  the  question  you 
have  put  to  me:  “The  intention  of  the  1819  Act  clearly 
was  that  the  Bank  should  be  under  no  compulsion  to 
lend.  I imagine  that  it  would  legally  be  <>Pe°  ^ 
Treasury,  if  the  Bank  were  unwilling  to  make  an  advance 
to  direct  them  to  do  so  under  the  confemd  by 

Section  4 of  the  Bank  of  England  Act,  1946  . It  has  not 
been  tested  in  the  Courts.  I went  on  to. say:  I toe 

some  doubt  myself  whether  this  was  S 

for  direction  intended  by  this  Act  and  whether  the  Treasury 
would  readily  conclude  (as  they  must  do  befcne  issuing 
directions')  that  it  was  necessary  m the  ” Jo 

force  their  bankers  to  lend  to  themselves.  'We  certainly 
treat  this  matter  in  practice,  and  should  continue  so  to 
treat  it  unless  and  until  directions  were  issued,  as  one  to 
be  freely  negotiated,  both  as  to  amounts  and  as  to  rates 
of  interest,  in  the  normal  way  as  between  banker  and 
customer.  This  is  how  it  has  always  happened  and  the 
question  is  therefore  hypothetical.  But  I would  judge  tba^ 
in  a matter  which  primarily  concerns  the  Bank  as  a bari 
rather  than  as  a monetary  authority,  the  Court  of  Direc- 
tors would  be  very  reluctant  indeed  to  be  pressed  against 
their  judgment,  either  by  direction  or  otherwise  . 

2324.  Chairman : I am  not  sure  if  you  had  completed 


There  might,  as  I have  suggested  earlier,  be  occasions  on 
which  the  Bank  might  wish  to  seek  directions  or  to  take 
other  steps  to  draw  public  attention  to  dangerous  situa- 
tions. In  the  last  resort  it  would  be  open  to  the  Bank, 
subject  to  directions  under  die  Bank  Act,  to  interrupt  the 
automatic  provision  of  cash  to  meet  Government  require- 
ments. 

We  are  far  from  suggesting  that  as  a matter  of  policy 
HM  Government  or  H.M.  Treasury  would  subordinate 
general  credit  conditions  to  their  own  borrowing  rei^e- 
ments  • or  that  we  foresee  a clash  of  view  between  H.M. 
Treasury  and  the  Bank  on  this  subject.  But  as  a matter 
of  long  term  principle  we  think  it  of  cardinal  importance 
that  the  first  responsibility  for  the  techmcal  management 
of  the  money  market  should  continue  to  lie  as  it  uow  does 
with  the  Bank  of  England,  subject  to  the  overriding  power 
of  Government  to  secure  conformity  with  general  policy ; 
and  also  that  the  initiative  in  giving  directions  to  the  bank- 
ing system  should  continue  to  lie  with  the  monetary  side 
rather  than  the  fiscal  side  of  the  authorities  . 

2325.  Chairman : Thank  you.  There  is  a great  deal  in 
that  which  I should  like  to  be  able  to  read  and  digest 
in  nrint.— Pro/e5jor  Cairncross:  The  present  system,  in- 
volving guidance  to  commercial  banks,  requires  the  com- 
mercial banks  to  lend  money  to  the  Gc^ernment  and  not 

to  the  private  sector? ^It  requires  the  banks  to  hold 

Government  assets  and  not  to  lend  to  the  pnvate 
It  forces  them  to  hold  assets  of  which  they 


vonrTnfr^uctorv  remarks,  Mr.  Governor? Not  quite,  can  still  choose  the  nature,  timing  and  maturity  to  a large 

Sir  I was  going  on  to  say  that  it  is  emphasised  through-  extent ; but  that  is  not  quite  the  same  thing  as  forcing 

out  the  paper  that,  both  on  real  and  on  psychological  them  to  lend  to  the  Government. 


grounds,  ^a  danger  lies  in  the  fact  that,  although  first 
tended  as  a credit  control,  most  of  the  devices  considered 
would  in  one  form  or  another,  involve  directions  about 
how  much  and  in  what  form  the  banking  system  should 
take  up  Government  securities  or  lend  direct  to  the 
Government.  The  most  direct  form  of  forced  lending 
to  the  Government  by  the  banking  system,  and  therefore 
from  this  angle  the  most  dangerous,  is  the  Treasury 
Deposit  Receipt  system. 

If  any  of  these  devices  were  introduced,  a further  ques- 
tion would  arise.  It  might  be  possible  to  work  some  of 
these  anangements  by  the  present  method  of  informal 


2326  Not  quite ; but  the  difference  is  relatively  minor 
in  relation  to  the  point  which  you  have  been  m^ing  in 
your  statement.  Is  not  the  present  system  subject  to 
many  of  the  objections  you  are  offering  against  the  alter- 

native  devices? 1 do  not  think  I should  go  as  far  as 

that. 

2327  From  the  point  of  view  of  the  Government,  it 

can  by  issuing  bonds  to  the  commercial  banks  procure 
support  for  the  gilt-edged  market  and  secure  additional 
funds  up  to  a point? ^Do  you  mean  in  a statutory  way? 

2328.  I was  talking  with  both  in  mind,  because  the 


co-operation.  But  it  might  also  be  necessary  to  use  statu-  Treasury  Deposit  Receipt  System  was  not  statutory.  Is 

tory  powers  more  particularly  if  it  were  decided  to  there  such  an  essential  difference  between  _ forcmg  the 

apply  the  rules  to  u wider  circle  of  banking  institutions  jj^nks  to  lend  to  the  Government  and  forcing  them  to 

than  those  (such  as  the  clearing  banks,  the  Scottish  banks  Government  assets? 1 would  say  a very  essential 

and  the  accepting  houses)  with  whom  the  Bank  of  England  difference,  yes. 

2329.  YOU  .du  pbra».  iu  your  g.iug 

saSr)  coSemed  by  section  4 (3)  of  the  Bank  Act,  1946.  from  your  answer  to  Qi^estion  1810  Aat  the  effej  of 

OT  should  the  C^vemment  seek  different  and  perhaps  some  of  these  devices  would 

direct  powers?  Throughout  this  paper  we  emphasise  the  ment  to  extend  the  floating  debt,  and  borr^ing  from 

aueci  powers/  m *1^,.  hanVin.e  system,  to  an  unlimited  extent.  Surely 


the  banking  system,  to  - . 

this  is  not  true.  The  Government  could  turn  the  com- 
mercial banks  into  savings  banks,  if  you  like,  and  codd 


view  that  measures  of  credit  control  should  both  seem  to 
be  and  be  measures  of  credit  control,  and  not  directly 
related  to  Government  borrowing.  'We  therefore  believe 
that  the  initiative  in.  using  statutory  powers  for  this  pur- 
pose should  lie  with  the  Bank  (as  it  now  does)  and  not 
with  the  Treasury.  This  is  the  practice,  not  only  in  this 

countrv  hut  in  most  of  the  free  world.  We  believe  it  is  w — . 

sounS’ based,  because  the  first  preoccupation  of  central  dangerous  system  of 

banks  is  naturally  with  credit  conditions,  whilst  the  first  borrowmg  to  take  place? — -I  would  say  &at  it  would 

pJetcSaS  of"^  Treasuries  is  (rightly  ’enough)  to  pay  be  difficult  to  set  a hmit.  I used  ^ntoitod  m tha 

die  Government’s  way.  It  could  be  argued,  for  instance,  sense.  For  example,  if  you  reintroduce  the 

that  there  is  little  difference  between  a system  under  which  Deposit  Receipt  System, 

the  Treasury  direct  the  banking  system  to  furnish  money  it  into  circulation  again,  that  could  be  very  neariy  un 


procure,  if  necessary,  the  whole  of  their  funds,  but 
borrowing  to  an  unlimited  extent  really  depends  on 
borrowing  through  the  central  bank  :and  forcing  the 
central  bank  to  create  cash.  Surely  that  is  a much  more 


limited  in  the  sense  that  you  could  not  set  a limit. 

2330.  Only  because  the  central  bank  is  providing  the 
cash,  not  because  of  the  Treasury  Deposit  Receipt 

System? Mr.  Mynors\  You  could  not  have  a 

Treasury  Deposit  Receipt  system  without  some  adjust- 
ment of  the  cash  base:  that  would  be  consequential, 
surely. 

. - - 2331.  This  turns  on  how  the  system  of  Treasury  De- 

the  cash  necessary  to  ensure  that  the  Treasury  Bill  tender  Receipts  operates.  If  it  was  operated  on  the  system 

is  covered.  Here  again  we  should  see  a very  great  and  special  deposits,  you  would  merely  call  on  the  banks 

very  real  difference.  As  I have  explained,  the  present  provide  some  of  their  liquid  funds? -Mr.  Cobbold: 

system  provides  certain  safeguards.  The  Bank  is,  as  1 j ;^^s  talking  about  Treasury  Deposit  Receipts  in  the 
have  said,  always  first  concerned  with  the  general  credit  same  form  as  they  were. 

position,  in  its  relation  to  the  domestic  economy  and  to  ^ -r  j., 

Se  value  of  sterling.  The  Bank,  as  a separate  body,  is  2332.  Might  they  not  operate  m this  way . 1 do 

always  able  to  make  representations  at  any  level,  and  not  think  they  would  then  be  properly  called  Treasury 

with  varying  degrees  of  emphasis,  to  the  Government.  Deposit  Receipts  . 


wU  Treasury  Deposit  Receipts  and  one  where  the  central 
bank  requires  Special  Deposits  from  the  banking  system 
and  may  itself  provide  almost  equivalent  finance  to  the 
Government  in  one  way  or  another.  In  our  view  there 
is  a very  great  difference,  for  the  reasons  I have  just  given. 
It  could  also  be  argued  that  there  is  not  much  difference 
between  direct  Government  powers  over  the  commercial 
banking  system  and  the  present  system,  in  which,  as  we 
have  explained  earlier,  ffie  Bank  in_  practice  produces 
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2333.  Professor  Sayers:  Might  I put  -what  is  funda- 
mental to  Professor  Cairncross’s  question?  All  ttiat  you 
have  just  said  seems  to  me  to  have  very  great  force,  as 
compared  with  a system  in  which  the  Government  is  taking 
no  measures  that  are  not  part  of  the  recognised  and 
statutory  or  conventional  part  of  the  system.  But  if  the 
authorities  are  restricting  advances  by  seekiiJg  voluntary 
co-operation  from  the  banks,  then  the  objections  you 
have  raised  to  these  various  proposals  seem  to  apply  with 
almost  equal  force  to  the  present  system.  If  one  is 
choosing  between  a system  in  which  the  clearing  banks 
are  left  free  to  manage  their  own  affairs  and  a system  in 
which  one  of  these  modifications  of  technique  is  adopted, 
then  all  that  you  have  said  points  to  the  first.  If,  on 
the  other  hand,  one  is  comparing  the  present  system, 
in  which  there  is  voluntary  control  of  the  volume  of  bank 
advances,  with  a system  in  which  these  modifications  in 
technique  are  allowed,  then  your  objections  seem  to  help 

us  little  to  make  the  choice? 1 should,  as  a matter  of 

long  term  policy,  take  an  exactly  contrary  view  of  that. 

2334.  You  would  rather  have  as  a long  term  policy 
continuance  of  voluntary  control  of  bank  advances,  etc., 

(Adjourned  until 


than  any  of  these  alternatives? ^That  is  not  at  aU  what 

I said.  What  I said  was  that  I should  see  a great  differ- 
ence between  the  present  system  and  any  of  these  systems. 

2335.  Chairman:  How  do  you  see  the  essential  differ- 

ence between  the  present  system  and  general  alternatives? 
It  is  the  implications  of  the  present  system  that  I would 
like  you  to  tell  us  about.  As  1 understand  it,  the  effect 
is  to  say  to  the  banks : “ You  may  have  what  deposits 
you  like  to  get,  but  you  shall  not  use  them  beyond  a 
certain  ceiling  in  lending  money  to  the  private  sector”. 
That  is  the  form  of  the  thing.  What  is  the  implication? 
What  are  they  to  do  with  their  money? ^The  implica- 

tion is,  as  Professor  Caimeross  says,  that  they  should  in 
some  form  or  anoffier  invest  it  in  Government  assets. 

2336.  Are  itihere  any  qualifications? By  and  large  I 

would  say  no. 

Chairman : Very  well ; that  clears  it  up  for  me.  1 
think-  perhaps  it  would  be  convenient  if  we  took  this 
paper  as  a whole,  after  having  read  your  introduction, 
the  next  time  we  meet. 

10.30  a.m.) 
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C.B.E.  Sir  John  Woods,  G.C.B.,  M.V.O. 

The  Viscount  Harcourt,  K.C.M.G.,  O.B.E.  r.  x.  Armstrong,  Secretary 

Professor  R.  S.  Sayers,  F.B.A.  q,  Penrice,  Statistical  Adviser 

Sir  Roger  Makins.  G.C.M.G.,  K.C.B.,  Joint  Permanent  Secretary,  Sir  Edmund  Compton,  K.B.E.,  C.B.,  a Third 


Secretary,  Home  Finance,  and  Sir  Robert  Hall,  K.C.^ 
Director  of  Economic  Section,  H.l 

2337.  Chairman:  I think.  ProcEessor  Say^s  wis'hes  to 
follow  up  a question  on  the  note  you  gave  us  on  the 
ParUamentary  control  of  the  fiduciary  note  issue.* — 
Professor  Sayers:  The  note  cleared  up  the  details  of  the 
legislation,  but  it  did  not  answer  my  original  question, 
which  had  been  directed  to  the  reasons  why  this  legislation 
in  1954  took  the  shape  that  it  did.  It  seems  from  what 
we  have  heard  that  neither  the  Treasury  nor  the  Bank  of 
^gland  regard  the  note  issue  as  other  than  a passive 
element  in  the  situation ; and  I asked  why,  if  that  was 
the  view  in  1954,  legislation  was  repeated  in  very  much 
the  old  form  of  limiting  the  fi.duciary  issue  although  there 

is  now  no  connection  with  the  gold  reserve? Sir 

Edmund  Compton:  The  note  showed,  I hope,  that  the 
need  for  the  legislation  and  its  main  purpose  was  to  put  in 
permanent  form  the  legal  basis  for  the  note  issue,  which 
from  1939  until  1954  had  been  a Defence  Regulation. 
That  was  made  clear  when  the  Bill  was  introduced.  At 
die  same  time,  however,  the  Government  spokesman  also 
made  it  clear  that  in  the  view  of  the  Government  at  the 
time  of  introducing  the  Bill  the  significance  of  Parlia- 
ment’s control  over  the  note  issue  had  diminished.  The 
point  is  well  made  in  the  speech  made  by  the  then 
Financial  Secretary  to  the  Treasury  when  introducing  the 
Bill  for  second  reading  on  3rd  December,  1953 : “ At  one 
time  very  great  importance  was  attached  ...  to  the  size 
of  the  fiduciary  issue,  and  it  was  fairly  widely  thought 
that  by  limiting  it  in  one  way  or  another  one  could  control 
inflationary  pressures  or  inflationary  developments.  Today 
[that  was  December,  1953],  it  is  fairly  generally  realised 
that  the  size  of  the  fiduciary  issue  has  very  little  to 
do  with  the  general  broad  questions  of  injlation  or 
deflation  . . . real  inflationary  pressure  develops,  if  it 
does  develop,  not  from  the  priuting  of  bank-notes  but 
from  the  creation  of  credit.”  He  ended  on  this  point  by 
saying:  “The  main  function  of  the  fiduciary  issue  today 
is,  as  I see  it,  to  ensure  that  sufficient  notes  are  available 
for  the  practical  convenience  of  the  public”,  and  so  we 
put  on  record,  in  effect,  the  recognition  by  the  Govern- 
ment of  the  passive  character  of  the  note  issue. 

2338.  Chairman:  He  pointed  a contrast  by  the  use  of 
the  words  ” at  one  time  ” and  “ today  ”.  Could  you,  with 

your  experience,  identify  them? should  have  thought 

that  by  “ at  one  time  ” he  meant  at  the  time  of  the 
passage  of  the  Currency  and  Bank  Notes  Act,  1928. 

That  leaves  Professor  Sayers’  second  point  outstanding : 
if  that  was  so,  why  was  any  measure  of  Parliamentary 
control  introduced  in  the  BUI  at  all?— Perhaps  I may 
again  quote,  because  this  shows  the  actual  thinking  at 
the  time.  The  Financial  Secretary  pointed  to  those  pro- 
visions in  the  Bill  which  allowed  the  Executive,  without 
reference  to  Parliament,  to  vary  the  level  of  the  note 
issue,  but  required  a Parliamentary  Order,  which  was 
subject  to  a negative  resolution  of  Parliament,  if  the  level 
was  increased  after  an  interval  of  two  years.  On  that  he 
said;  “ It  is  desirable  that  there  should  be  some  flexibility 
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in  the  regulation  of  She  exact  size  of  the  note  issue,  but 
it  is  equally  right  that,  if  the  matter  passes  beyond  the 
realms  of  temporary  flexibility,  and  if  the  general  level 
looks  like  settling  down  at  a somewhat  different  one  from 
that  laid  down  in  the  Bill,  then  Parliament  should  have 
an  opportunity  of  considering  it,  though,  as  I have  indi- 
cated, in  my  own  view — and  this  is  to  some  extent  a 
matter  of  opinion — ^the  exact  size  of  the  fiduciary  issue  is 
not  as  fundamental  to  our  national  finances  as  used  to  be 
believed  some  years  ago.”  In  the  course  of  debate,  it  was 
also  made  plain  that  the  degree  of  Parliamentary  control 
provided  in  ^e  BiU,  and  eventually  in  the  Act  as  passed, 
was  in  fact  less  than  in  1928.  In  1928  it  had  been  a 
question,  in  effect,  of  fresh  legislation  if  the  level  was 
exceeded.  Here,  it  was  a question  of  reporting  to  Parlia- 
ment, in  effect,  by  Order,  on  which  there  was  an  oppor- 
tunity for  deibate  but  no  more. 

The  third  point  is  that  in  the  background  of  all  this 
there  was  certainly  in  the  minds  of  'the  Governmeiif,  and 
of  the  Opposition  at  the  time,  as  shown  by  what  they  said, 
that  there  ought  to  be  some  Parliamentary  oversight 
against  the  eventuality  that  a Government  might  use  the 
note  issue  not  in  a passive  but,  perhaps,  in  an  active  way; 
in  other  words,  that  while  under  our  system  the  money 
supply  is  increased  by  a creation  of  ciedi't,  it  is  .possible 
for  Governments  to  increase  the  money  supply  by  a 
deliberate  inflation  of  the  note  issue.  Mr.  Jay,  who  was 
winding  up  for  the  Opposition,  referred  obhquely  to  that 
possibility  and  to  the  fact  -that  for  that  reason  among 
others  it  was  right  that  Parliament  should  have  these 
periodical  opportunities  of,  as  he  put  it,  seeing  what  the 
Chancellor  was  doing. 

2339.  Professor  Sayers:  It  would  seem  that  Mr.  Jay 
had  not  grasped  the  view  that  the  Treasury  and  the  Bank 
of  England  took  of  the  place  of  the  note  issue  and, 
therefcwe,  of  the  possibilities  of  extraordinary  use  of  it 
by  the  Government.  Does  it  not  seem  odd  that  the 
Govemment  should  legislate  in  this  way  without  at  Ae 
same  time  saying  something  about  limitation  of  an  in- 
finitely more  important  element  in  the  credit  base ; the 

volume  of  Treasury  bills,  for  instance? ^That  point  was 

touched  upon  in  the  debate,  but  it  was  not  pursued,  for 
the  good  Parliamentary  reason  that  it  was  well  outside  the 
scope  of  the  Bill. 

2340.  Way  was  it  outside  the  scope  of  the  Bill? 

I do  not  fbinlf  that  that  is  a question  which  a Treasury 
witness  could  answer. 

2341.  Chairman:  If  you  have  to  have  legislation  to 
continue  a temporary  rise,  the  Government  are  charged 
with  the  duty  of  finding  time  for  bringing  a BiU  forward 
and  debate  is  inevitable.  If  the  thing  is  merely  a report 
which  is  laid  on  the  Table  of  the  House,  and  the  onus 
lies  on  someone,  perhaps  primarily  a Member  of  the 
Opposition,  to  ask  for  a prayer  to  annul  it  or  whatever  it 
may  be,  the  Government  are  not  compelled  to  find  time 
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for  that,  are  they? ^That  is  so.  In  fact,  as  I undet- 

Stand  Parliamentary  procedure,  time  is  always  found  for 
a negative  resolution ; but  certainly  the  initiative  does  not 
come  from  the  Government.  It  comes  from  any  Member 
who  wants  to  move  a prayer. 

2342.  But  he  has  a Parliamentary  tradition  in  his  favour 

that  time  must  be  found?-: ^Yes. 

2343  Professor  Cairncross:  Is  there  any  di^^ence 
from  the  point  of  view  of  Parliamentary  control  beWeen 
debts  incurred  by  the  Government  and  financed  by  the 
issue  of  notes  and  debts  incurred  and  financed  by  the  issue 
of  Treasury  bills?  Is  the  Governments  hand  an  any  way 
freer  in  one  case  than  in  the  other?-— That  mkes  me 
into  a rather  wider  field,  which  we  had  hoped  to  put 
before  you  in  the  paper  on  debt  management,  m whicn 
we  propose  to  offer  you  a section  on  the  legal  basis  ot 
the  debt  and  Parliamentary  control  over  at.  As  far  as 
finance  by  borrowing  is  concerned,  Parliament  has  laid 
down  the  limit  on  the  total  amount  which  may  b« 
borrowed.  As  regards  borrowrng  m the  for™  of  the  note 
issue,  the  control  is  that  laid  down  by  this  Act.  he 
Executive  can  raise  the  limit  by  an  Order,  on  which 
Parliament  may,  if  it  so  thinks  fit,  pass  a negative  resolu- 
tion. 

2344.  Chairman'.  Is  the  note  issue  Government  Arrow- 
ing or  Bank  of  England  Arrowing?-Pro/ejmr  ■ 

Is  not  the  answer  that  the  Government  borrows  froan  the 
Issue  Department  by  selling  Treasury  Bilk  to  the  I^u» 
Department  and  the  Issue  Department  is 

to  issue  notes  to  ithe  ipubLic?—— The  result  ci  the  tran^ 
action  is,  as  Professor  Sayers  has  said  that  the  notes  in 
the  hands  of  the  public  have  increased  and  correspond- 
ingly the  Bank  of  England  has  lent  that  m^h  more  to 
ihe  Government  in  return  for  the  issue  to  die  Bank  of 
England  Issue  Department  of  tap  Treasury  bills. 

2345.  Sir  Oli'ver  Franks:  The  agent  is  the  Bank  but  the 

authorising  authority  is  the  Treasury? Yes. 

2346  Professor  Cairncross : It  follows  that  my  question 
was  an  unreal  one,  since  all  Government  borrowing  on 
short  term  would  involve  an  increase  in  Treasury  Bills, 
whether  there  was  an  increase  in  the  note  is^c  or  not/ 

^Yes  but  this  particular  increase  in  Oovernment 

borrowing,  namely,  the  issue  of  bills  to  the  Issue  D<-P^rt- 
ment,  is  in  fact  covered  by  the  legal  authority  of  the 
Currency  and  Bank  Notes  Act.  In  other  words,  the  ceil- 
ing on  that  form  of  borrowing  is  the  rise  m the  level  of 
the  fiduciary  issue,  which  is  controlled  by  the  negative 
resolution  of  Parliament. 

2347.  Professor  Sayers : But  are  these  J''ess‘^''y 
not  part  of  the  general  issue  of  Treasury  Bills?  Ihat  is 
to  say,  when  the  fiduciary  issue  is  increased,  the  Govern- 
ment do  not  borrow  in  the  technical  sense  by  issuing  notes 


Department  income  goes  directly  to  the  taxpayer ; in  fact, 
it  k paid  to  the  Exchange  Equalisation  Account. 

2352.  Does  the  rate  vary  when  the  Bank  Rate  varies? 

Is  it  a fairly  constant  differential? It  is  reviewed  on 

each  occasion  of  the  Bank  Rate  change  and  a new  rate  is 
negotiated  between  the  Bank  of  England  and  the  Treasury. 

2353.  Chairman  : Thank  you.  Thba  shall  wc  rclurn  to 

Paper  6f.  starting  from  paragraph  -Prof  i‘S.ior  Sayers: 

On  paragraph  52,  does  not  the  Chancellor  seem  to  have 
been^  very  confident  in  March.  1952,  about  the  effect  of 

the  Bank  Rate? Sir  Robert  Hall:  That  seems  to  follow 

from  the  language  that  he  used. 

2354  Chairman:  His  expectations  were  directed 

primarily  to  its  effect  on  investment,  I think,  at  that  time? 

1 ^Yes,  Ath  fixed  investment  and  investment  in  stocks. 

2355.  Sir  John  Woods:  In  paragraph  53.  you  say  that 
the  Bank  Rate  was  raised  from  2 to  2i  per  cent.  Was  it 
seriously  thought  that  a rise  of  from  2 to  2i  per  cent, 
would  affect  investment,  whether  lixed  or  in  stocks,  or  was 

that  merely  a sort  of  warning  signal? Sir  Robert  Hall: 

It  was  just  letting  in  the  clutch,  so  to  speak,  after  the  long 
period  during  which  there  had  been  no  change  in  the 
Bank  Rate  at  all— 5tr  Edmund  Compton:  It  was  a signal 
that  the  Bank  was  no  longer  prepared  as  a matter  of 
course  to  adjust  the  cash  in  the  market  by  its  other  opera- 
tions, which  had  been  the  expectation  of  the  market  for 
the  last  twenty  years. 

2356  Professor  Sayers:  Except  as  a flag,  there  was  no 
point  in  doing  this,  was  there?  Was  not  the  effective  Bank 

Rate  reduced  from  2i  to  2 per  cent.? Sir  Robert  Hall: 

It  was  a flag ; that  is  the  way  to  think  about  Jt.  I remem- 
ber the  discussions  at  the  time.  The  previous  Government 
had  not  wished  to  u.se  changes  in  interest  rales.  The  sort 
of  thing  that  was  said  to  as  was:  ‘'People  will  not  take 
your  desire  to  ase  monetary  policy  scrUiiisly  unless  they 
think  that  you  are  going  to  use  interest  rales  also.”  It  was 
the  first  step,  you  might  say.  in  the  somewhat  uncharted 
field  into  which  wc  were  moving.  -Sir  Edmund  Compton: 
And  in  absolute  terms,  the  difference  would  be  consider- 
able. The  market  had  been  used  to  Arrowing  more  or 
less  when  they  wanted  from  the  Bank  at  \ per  cent. 

2357.  Sir  Oliver  Franks:  That  is  saying  that  there  were 
effects  in  the  money  market,  which  is  obviously  true. 
Policies  designed  to  make  a difference  either  to  fixed 
investment  or  investment  in  stocks  prc.simiiib!y  require  a 
much  more  considerable  movement  in  longer-term  rales. 
Would  you  not  agree  that  the  cff«x-i.s  of  so  .small  a move- 
ment in  the  Bank  Rate,  apart  from  piiUing  the  public 
on  notice  that  the  Bank  Rale  would  he  activated,  almost 
exhausted  therruseWes  in  the  narrower  field  of  the  money 
market? 1 do  not  want  to  put  it  tot>  high,  except  that 

.IV,  n pvwVAV.in  UTa  1 EY,  I ll  t ^ T1CA  Ifllfrftft 


to  the  public  ; the  Exchequer  borrows  by  selling  Treasury  .jj;  appreciable  and  immediate  rise  in  interest 

Bills  to  the  Bank  of  England? ^Yes,  that^  is  so.  y^tes  at  the  short  end,  and  interc.si  rates  arc  not  all  that 


Dills  lO  uiu  uaurv  njj.  . ----  , . 

should  perhaps  just  qualify  that  on  a technical  POint;  the 
Treasury  Bills  are  not  market  bills  in  the  sense  that  they 
are  not  issued  at  the  current  market  rate.  They  pay  a 
special  rate  of  interest. 


comparlmented.  One’s  experience  is  that  ii  rise  at  one 
end  of  the  interest  rate  structure  docs  generate  movements 
in.  the  rest  of  the  structure. 

2358.  Sir  John  Woods:  Would  you  not  think  that,  from 


2348.  Sir  John  tom  the  poinfot'vi™  ot  invetmeot  by  mdu.lry.  what 

Treasury  B^s  is  controlled  by  a different  instrument  trom  ^ ^ absolute  level 

the  rest  o£  the  borrowing  / ores.  of  Bank  Rato? 1 do  not  know  how  precise  anyone  can 

2349.  Chairman:  Do  tap  Treasury  Bills  iheld  by  the  saying  what  is  of  imporlancc  to  husincssc-s.  I should 

Issue  Department  not  get  out  into  the  market  in  the  .l- 

course  of  the  Issue  Department’s  operations? ^That  is 

a point  on  which  I would  rather  you  asked  the  Bank  of 
England,  who  hold  the  Bills.  I could  not  take  it  further 
than  saying  that  they  seldom,  if  ever,  do  so.  There  may 
be  certain  transfers  of  Bills  between  the  Issue  Depart- 
ment and  the  Banking  Department,  but  I bebeve  them  to 
be  small.* 

2350  Professor  Sayers:  How  else  is  the  Issue  Depart- 
ment enabled  to  take  up  longer-term  stocks  than  by  un- 
loading  Treasury  Bills?  Doea.it  do  it  sirnply  by  not 

replacing  Treasury  Bills  running  off  ? ^Sir  Would  you  like  to  put  in 

Compton'.  Yes;  the  Issue  Department  enables  itself  to  jjyg.o_i_Yes 
buy  stock  in  the  market  'by  requiring  repayment  of  ite  ' 

Bills  from  the  Exchequer. — Chairman:  It  runs  them  off?  2361.  Sir  Oliver  Franks:  One  of  the  views  aAut  toe 
Sir  Edmund  Compton:  Yes.  effects  of  Bank  Rate  was  that  it  mtxlcraicd  people’s  A 

2351.  Professor  Cairncross:  Is  the  rate  of  interest  pay-  haviour  about  investment,  because  an  upward  movemeat 

able  on  these  Bills  normally  lower  than  that  on  other  signalled  more  difficult  or  stormier  weather  to  come;  the 
Bills? ^Yes ; the  reason  perhaps  being  that  the  Issue  upward  movement  might  be  succeeded  by  further  upward 


...  saying  what  is  of  imporlancc  tu  . . 

have  thought  that  some  busincMCS  were  affected  by  the 
absolute  level  and  some  by  ihe  change ; hut  in  the  mam 
I would  agree  with  Sir  John  Woods. 

2359.  Chairman:  Could  you  identify  the  kinds  of  busi- 
nesses which  are  affected  different  ways,  which  are  c<m- 
cerned  with  the  absolute  level  and  which  are  primarily 

influenced  by  the  change? 1 should  not  like  off-hand 

to  proceed  to  such  an  analysis.  Wc  could  develop  that 
further  if  the  Committee  fell  that  we  .should. 

2360.  We  regard  this  as  a question  of  importance. 

’ ” note  on  it  after  thinking  it 


* See  Appendix  to  Minutes  of  Evidence. 
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movements ; a whole  trend  was  indicated,  and  nobody 
could  say  when  the  trend  was  first  indicated  how  far  it 
would  go.  The  alternative  view  is  that  with  the  very  large 
capital  investment  programmes  in  which  a great  many 
major  companies  in  this  country  are  involved,  where  they 
are  planning  three,  five  or  seven  years  ahead,  they  will 
expect,  now  that  Bank  Rate  has  been  reactivated,  that  in- 
terest rates  will  change  as  they  go  along ; and  within 
broad  limits  presumably  they  will  pay  little  or  no  atten- 
tion. They  are  like  a liner  going  through  the  waves,  which 
just  cuts  through  them  unless  they  are  too  big.  From  that 
point  of  view,  if  you  are  concerned  with  a use  of  the 
interest  rate  which  will  really  make  an  industrial  company 
engaged  on  that  kind  of  programme  of  expansion  cut 
back  on  the  plans  which  it  intends  to  put  into  effect  over 
the  next  peri^,  the  absolute  rate  seems  to  me  probably  to 
be  decisive.  You  are  out  of  the  realm  of  expectations  and 
into  the  realm  of:  what  does  it  cost?  From  that  point  of 
view,  it  might  be  thought  that  only  on  19th  September 
last  did  the  level  of  Bank  Rate  reach  the  sort  of  point  at 
which  an  industrial  concern  would  normally  begin  to 
think  about  it  in  relation  to  its  capital  investment  pro- 
gramme. Is  not  all  that  involved  in  the  question  which 

has  been  put  to  you? Sir  Robert  Hall:  I should  have 

thought  ft  was  extremely  difficult  at  any  time  to 
differentiate  between  these  two  elements,  because  the  long- 
term plans  of  even  big  businesses  will  be  related  to  some 
expectation  about  the  future.  Looking  at  the  whole  period, 

I would  agree  with  the  im.plication  of  your  question 
that  quite  suibstantial  changes  in  interest  rates 
seem  to  be  required  in  order  to  modify  at  any 
rate  a good  many  investment  plans  purely  because 
of  the  increase  In  cost  involved.  If  one  looks 

through  the  different  types  of_  investment  to  see  the  rela- 
tive importance  of  the  capital  element,  one  gets  an 
implication  that  changes  in  interest  rates  would  be  more 
likely  to  hit  certain  types.  A current  examiile  is  the  atomic 
energy  programme,  of  which  the  capiital  investment  is  a 
very  large  part,  where  the  interest  and  amortisation  costs 
are  a very  substantial  part  of  the  total  cost.  Housing  is 
another  example  which  is  often  given,  of  a type  of  activity 
which  a priori  appears  to  be  affected  by  the  absolute 
changes  in  interest  rates.  But  since  in  all  cases  the  end 
of  business  activity  is  to  sell  the  product  at  a profit  and 
the  possibility  of  selling  the  product  at  a profit  will  be 
considerably  affected  by  one’s  judgment  of  the  total  level 
of  demand,  it  might  still  be  the  case  that  even  with  levels 
not  themselves  important  from  the  cost  point  of  view, 
one  would  have  another  look  at  one’s  investment  plans 
if  one  assumed  that  the  change  in  Bank  Rate  meant  that 
business  conditions  generally  might  be  becoming  more 
difficult. 


2362.  Professor  Cairncross : Would  you  not  agree  that 
nearly  all  the  heavy  capital-consuming  types  of  ^tivity 
have  passed  into  the  public  sector,  so  that  you  are  dealing 
here  very  largely  with  public  expenditure,  with  borrowing 
for  local  authorities,  or  for  the  public  corporations,  or  for 

the  Government’s  own  purposes? 1 do  not  thmk  there 

is  much  doubt  that  the  capital  intensive  kinds  of  activity 
are  in  the  public  sector,  although  I expect  there  ^e  also 
some  in  the  private  sector  too,  and,  of  course,  building  is 
increasingly  moving  out  of  the  public  and  into  the  private 
sector. 

2363  Mr  Woodcock:  Can  we  follow  this  through  by 
a recent  example?  I heard  yesterday  on  the  wireless 
that  a new  foundry  costing  £7m.  was  about  to  come 
Mo  operation  tor  Ford's.  When  would  that  have  been 

started? My  guess  would  be  that  they  actually  started 

to  work  on  it  between  two  and  three  years  ago. 

2364  Would  it  not  have  been  a little  earlier  than  that? 

An  integrated  iron  and  steel  works  as  a whole  would 

certainly  have  been  a lot  earlier.  I do  not  know  how 
big  is  the  foundry  at  Ford’s. 

2365.  The  Bank  Rate  would  have  varied  quite  a lot 
in  the  period  since  they  first  made  the  decision  to  build 
this  foundry  as  a matter  of  policy  and 
by  various  stages.  I should  have  thought  ^^t  m 
that  period  the  absolute  level  of  the  Bank 

affected  them  at  all? Once  they  ^d  started  the  work 

another  consideration  would  arise.  You  almost  “rtamly 
lose  a certain  amount  of  money  by  stopping  work  which 
is  under  construction,  so  that  the  nearer  a thing  gete 
completion,  the  less  likely  it  would  be  to  be  stopped. 


2366.  Yes ; but  whenever  they  started  they  did  so  in 
the  knowledge  that  the  Bank  Rate  would_  fluctuate ; and 
they  must  have  balanced  that  consideration  against  the 
possibility  of  expanding  their  trade  and  selling  their  pro- 
ducts. I should  have  thought  that  on  the  whole  that 
was  evidence  that  they  were  concerned  more  with  the 
prospect  of  selling  their  products  than  with  the  Bank 

Rate? iWe  discussed  previously  the  view  that,  once 

the  Government  become  committed  to  full  employment, 
people  are  likely  to  have  a different  set  of  expectations, 
because  it  might  be  thought  that  trade  will  not  go  violently 
up  and  down  as  it  used  to  do.  One  explanation  for  me 
upsurge  in  investment  in  the  last  few  years  has  been  that 
people  were  beginning  to  regard  fufi  employment  as  a 
normal  state  of  affairs.  Once  you  get  that,  the  expectation 
outlook  is  considerably  changed,  because  you  can  rule  out 
the  periods  which  in  the  past  were  associated  with  sub- 
stantial losses. 

2367.  Chairman : Does  that  mean  that  it  is  no  good 
flying  a storm  signal  because  nobody  will  think  that  the 

storm  is  really  coming? ^The  more  you  have  not  had 

storms,  or  the  more  you  think  it  will  be  possible  to  keep 
out  of  storms,  the  less  the  storm  signal  means. 

2368.  Sir  Oliver  Franks:  If  Government  policy, 

repeatedly  announced  and  reaffirmed  by  Governments  of 
whatever  colour,  is  full  employment,  the  maintenance  or 
the  aggregate  level  of  demand  at  a level  'wluph  will 
eliminate  depressions  of  magnitude  and,  in  addition, _ a 
commitment  to  growth  in  the  economy  and  a steady  raising 
of  the  material  standard  -of  living,  then  the  manufacturer 
must  be  inclined  to  assume  that  there  will  be  a good 
market  for  his  wares  if  they  are  comparable  in  price 
and  quality  with  those  of  his  competitors  in  the  economy. 
From  that  point  of  view,  it  seems  to  be  the  absolute  level 
of  the  rate  of  interest  in  relation  to  capital  investment  that 
will  bite,  if  at  all,  rather  than  simply  expectations  which 
bv  Government  policy  have  been  made  so  much  rnore 

uniform? ^Yes.  You  get  a new  set  of  expectations 

related  to  the  probable  amplitude  of  future  swings  as 
compared  with  past  ones. 

2369.  But  it  means  that,  if  y^ou  think  that  the  interest 
rate  is  all-imiportant,  you  are  likely  rto  be  forced  to  lean 
more  heavily  on  the  actual  rate  at  any  given  time  than  on 
the  expectations  of  change  to  which  the  movement  pves 

rise? ^Yes,  T think  that  is  certainly  the  case.  That  is  to 

some  extent  the  thesis  of  Part  II  of  the  paper. 

2370.  Then  you  will  draw  certain  conclusions  a^ut 
the  kind  of  movement  of  the  Bank  Rate  which  is  fikely 
to  have  any  effect  itn  those  changed  circumstances.  If,  iot 
the  sake  of  argument,  a half  per  cent,  or  1 per  cent,  could 
be  a signal  and  a sign  of  changed  times,  altCTing  p»ple_s 
expectations  and,  therefore,  exerting  an  effect,  that  is 
one  thing;  but  if  you  rely  for  the  major  part  on  Ihe 
absolute  level,  it  may  be  that  thinking  m terms  of  a h^ 
per  cent,  or  1 per  cent,  'has  very  little  poant  in  at? — — 

1 would  entirely  agree.  Comparing  the  period  immediately 
after  1951  and  the  period  after  1955, 1 think  we  are  already 
beginning  to  feel  our  way  in  the  second  pCTiod  towar^ 
that  conclusion.  I do  not  think  that  in  1951  it  was  by 
any  means  widely  accepted  that  the  Government  could_  m 
fact  mainta-m  a steadily  growing  economy.  Without  going 
into  political  questions,  I 'think  many  people  thought  that 
a Conservative  Government  edther  could  not  or  would 
not  adopt  exactly  the  same  policy  of  full  empl'oymeot 
as  the  Labour  Government  had  done.  The  first  two 
years,  perhaps,  after  toe  1951  Election  were  a period 
when’  people  were  considering  their  general  long-term 
expectations,  asking  themselves  whether  the  kind  of  things 
that  you  have  mentioned  were  now  applicable. 

2371.  Sir  John  Woods:  May  I add  to  Sir  Oliver’s  last 

question?  He  was  saying  that  people  are  inclined  to 
assume  a steadily  expanding  demand  for  toeir  products ; 
but  he  spoke  of  it  in  internal  terms.  Would  y^ou  n^ot  agree 
that  it  is  also  true  of  external  demand?  There  is  a 
general  sort  of  feeling  that  Governments  all  over  toe  world 
now  will  not,  if  toey  can  help  it,  allow  big  drops  in 
demand  and  that  they  have  better  weapons  than  they 
used  t'O  have,  in  that  they  will  develop  under-developed 
countries,  and  so  on.  All  of  this  leads  to  a series  of 
expectations  which  would  seem  to  me  tfo  outweigh  any 
expectations  of  fluctuations  and  higher  rates  of  Bank 
Rate? That  is  certainly  a fact-or,  After  all,  one  of  toe 
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A , 1,1  ^o«  t>«»rp  -were  a.  number  of  possibly  equally  good  reasons 

most  striking  developments  of  the  for  the  check  in  that  rise  in  stocks.  Would  you  accept 

been  the  success.  <m  the  ^^ole  of  the  United  Stat«m  ^Ve  certainly  thought  at  that  time  and 

madntakung  a fairly  regular  level  'Of  acUvity.  changes  in  short-term  interest  rates  would 

fessional  ecomronists  did  not  believe  u.  hkely  to  affect  stocks.  That  was,  I think,  very 

in  the  early  yea«  after  the  warjhey  mucT  tU  Sufon^  view  in  economic  circles.  In  the 


haMeiTin'^  th^  Unit^  States  beca'use  they  were  so  rnuch 
affected  by  the  violent  swings  'through  which  Ao  A^ican 
economy  had  passed  in  the  twenty  years  before  the  wm'. 
Of  course,  this  is  a somewhat  delicate  plant,  as  can  be 
seen  from  the  rather  lively  apprehensions  which  have 
been  expressed  in  the  course  of  the  last  few  months  about 
the  American  economy  ; but  to  my  mind  they  were  i^or- 
. ..  .21  xU.. — .ix  — n C9V*>iaI  the 


course  ' of  the  period  we  begsn  to  wonder  what  makes 
Stocks  behave  in  the  way  that  they  do.  I think  that  we 
were  perhaps  saying:  “We  have  used  monetary  policy, 
which  is  supposed  to  affect  stocks,  and  stocks  were 
affected 

2377.  There  is  a distinct  change  of  emphasis  between 


UlC  rtiuciiwaii  ",  , , - , vj  / /.  J,xiere  1»  a uiaimvi  v. — r 

ing  the  experience  of  the  previous  ten  years  to  say  that  the  j^-raph  58  and  paragraph  77.  where  you 

A 1,0,1  lAorm.t  nnlllincr  ITI  thlS  lieLd.  that  WaS  ^ .X. ...  o>n<„,  wmoaclrAC  m lySt?* 


Americans'"  had  leamt  nothing  in  this  field.  That 
almost  the  implication  of  some  of  the  things  which  we 
have  read  receatiy. 

2372.  Lord  Harcourf.  Sir  Oliver  has  been  taking  this 
discussion  rather  on  the  lines  of  the  possible  anticipatory 
effects  of  the  Bank  Rate ; but,  given  the  political  climate 
in  which  we  have  lived  for  the  last  twelve  years  or  so, 
is  it  not  also  true  that  the  actual  rate  of  Bank  Rate  is 
diiminished  in  its  effect?  If  a corporation 


threffect  of  monetary  measures  in  1955? ^Yes.  We 

must  have  been  learning! 

2378  Professor  Sayers’.  The  statement  in  paragraph  58 
is  not  an  historic  statement,  is  it?  Is  it  not  a speculative 

statement? ^Ycs.  The  -Surveys  are  written  very  close 

to  the  events. 

2379  Was  there  any  kind  of  factual  evidence  on  which 

this  statement  was  based? -I  do  not  see  how  there  could 


large  plant,  and  'if  there  is  a general  expectatitm  that  full  "the  Surveys  also  reflect  to  some 

employmen.t  and  the  maintenance  of  a high  level  ot  *■  the' views  of  the  Government  of  the  day.  at  any 
consumption  through<mt  the  world  are  likely,  the  ownm  “ff  {^e  adiSves  do. 

of  that  plant  would  be  prepared  to  put  out  a considerable  > 

expenditure  of  m'Oney  to  remove  a bottleneck,  at  almost  Profc.ssor  Sayers'.  The  .statement  in  paragraph  59; 

any  oost,  because  otherwise  the  rest  of  the  plant  would  higher  level  of  interest  rales  also  encouraged 

become  comparatively  useless.  Do  not  the  long-term  con-  Tjersonal  saving"  is  not  a quotation  from  the  Economic 

siderations  minimise  to  a certaiin  extent  the  actual  cost  survey  but  a statement  made  in  1957  about  what  happened 

of  capital,  where  'the  actual  cost  may  be  lar^  in  itself  1952? Yes, 

but  only  a small  proportion  of  the  total  value  ot  the 

pimt  J^oh^might  btrtttoocks  s„?e7— 'u  is  very  hlrf  to  be  “"Ment  ibout^  the  facim 

would  be  in  iLtself  conclusive,  but  I a_gree  with  the  general  that  : 


thought  behind  the  question,  that  if  you  do  not  expect 
l^ge  swings  in  the  volume  of  business  that  you  can  do, 
you  have  'then  'to  think  in  a different  way  about  interest 
rates.  One  of  the  great  problems  in  making  investment 
calculaitions  has  been  removed  (from  you.  You  only 
have  to  think  about  whether  you  are  competitive,  not 
whether  you  will  be  faced  with  over-capacity. 


2381.  Would  you  like  to  qualify  it  at  all,  or  are  you 
is  very  hard  to  be  confident  about  the  factors 

wuxv  affect  saving.  My  own  view  is  that  savings  will 
tend  to  be  higher  with  higher  interest  rales. 

2382.  Professor  C'a/rHc.r<w:  You  might  lay  rnore  stress, 
I suppose,  on  the  fall  in  asset  values  at  this  time,  which 

might  check  consumption? Yes.  I think  that  is  a 

significant  factor  in  consumption. 


. 2383.  Sir  Oliver  Franks:  The  tone  of  the  last  sentence 

2373.  Professor  Cairncross:  Apart  from  that,  it  pay«  of  [paragraph 

you  to  use  more  capital  intensive  methods  if  you  think  of  paragraph  58?  - Paragra^  . 4 -JP 

ilsb  ,tha.t  the  vain,  rf  the  plant  will  rise  steadily  by  the  graph  SO  rs  sutequeM  cemmcnl  d > "Ol  mink  w 
wearing  nway  of  nreney? Sir  Robert  Hall:  That  is  ought  ito  8^  the 

a second  element,  that  .the  actual  rate  of  anterest  to  be  apparent  ^here  may  have  been  a 

paid  has  to  be  modified  by  toe  expected  dtange  in  the  faclior  tn 

price  level.-^ir  Roger  Makins:  Perhaps  we  should  ^ve  ff,  ^-eHna  after  195*'  was  that  monetary 

some  further  thought  to  this.  While  it  may  be  true  that  the  .sort  of  general  fee  after  195-  was  ma  ^ 

• recent  dmes  the  absolute  If  and  & 


important  than  the  change,  at  the  same  time  a change  in 
interest  rates  is  perhaps  increasingly  taken  as  an  imporiant 
signal.  In  the  case  of  'the  United  States  economy,  changes 
m interest  rates  have  been  one  of  the  instruments  employed, 
and  'the  one  to  which  the  greatest  attention  has  been  paid. 
There  seems  to  me  .to  be  a contradiction  in  .the  argument 
put  forward:  the  absolute  level  of  interest  rates  becomes, 
for  'the  sake  of  argument,  far  the  most  important  factor, 
and  yet  Bank  Rate  and  changes  in  Bank  Rate  are  taken 
more  and  moi'e  as  a signal. 

2374.  Sir  Oliver  Franks:  It  has  this  paradoxical  charac- 
ter, 'because  one  can  say  that  by  and  large  most  of  the 
upward  increases  in  this  country  have  not  had  the  charac- 
teristics which  you  describe,  but  any  decrease,  however 
small,  has  had  all  these  “ green  light  ” characteristics 

which  follow  from  what  you  say? Sir  Robert  Hall: 

One  could  also  add  that  over  a longish  period  the  expecta- 
tion element  will  depend  on  what  has  happened.  If,  in 
fact,  you  allow  business  to  fluctuate  a bit,  you  reintroduce 
expectations. 

2375.  Professor  Cairncross:  There  is  a note  in  para- 
graph 57:  “fixed  investynent  in  real  terms  was 

unchanged”.  Do  not  the  figures  show  a slight  increase? 
I do  not  think  that  there  has  been  any  year  since  the 
war  when  there  has  not  been  a slight  increase,  in  spite 

of  changes  in  the  Bank  Rate? The  latest  Blue  Book 

shows  an  increase  from  £I,647m.  to  £l,67Im.  It  is  a 
slight  increase  ; you  are  quite  right. 

2376.  Chairman:  In  paragraph  58,  the  Economic  Survey 
for  1953  is  quoted:  “Monetary  policy  undoubtedly  played 
its  part  in  checking  the  rise  in  stocks  and  work  in  pro- 
gress”; but  in  another  paragraph  you  point  out  that 


other  thing.s  were  present  too ; 
as  well  that  we  got  monetary  policy  going.  I certainly 
fdt  at  the  lime  tlui  wc  wanted  monetary  piuicy  to  work 
with  olher  foTcc.s,  and  I still  think  that. 

2384.  Mr.  Woodcock:  In  the  mUlUlc  of  fxiragraph  M 
you  say  that  investment  in  stocks  of  finished  goods 
decreased,  but  you  go  on  to  say  that  there  had  been  a 
substantial  increase  in  1951.  Would  you  not  have  ex- 
peoted  a reduction  in  1952  anyhow?-  -- Yes.  That  is 
what  we  meant.  In  paragrapli  Wt  there  is  the  staternenl 

•of  'the  Chancellor;  “The  restraint  of  demand,  working 
with  the  tide  ■of  economic  forces  . . ."  ; the  thing  was 
swinging  anyway,  so  that  wc  were  perhaps  a bit  misiM 
by  the  swing. 

2385.  Chairman:  There  wa.s  a very  heavy  buying 

pre.ssiire  in  1951? Yes,  There  was  something  of  a 

run-down  of  stocks  in  1950 ; then  the  Korean  war  broke 
out  in  the  middle  and  there  wa.s  a .sharp  rise  iri  prices 
and  a rush  to  re-stock.  Then  prices  began  to  fall  away 
again. 

2386.  There  was  a fall  in  raw  material  prices  in 
and  a noticeable  drop  in  consumer  d«Tund  in  195l';52! 
those  were  no  doubt  the  "tide  of  economic  forces  to 
which  the  Chancellor  was  referring?  - -Ccriainly. 

2387.  Professor  Sayers:  You  say  in  the  middle  of 
paragraph  62 : “ The  authorities  did  not  oppose  the  "lartet 
movements  in  the  direction  of  lower  interest  rates.  Dw 
they  do  anylliing  other  than  the  reduction  of  Bank  Rate 

to  encourage  the  fall  in  interest  rates? Sir  EdmuM 

Compton:  No.  The  process  consisted  <rf  fNlowing  the 
market. 
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2388.  Sir  John  Woods'.  AM  the  same,  you  say  that 
these  “were  years  of  deliberate  reflation  and  expansion", 
and  “ in  accordance  with  this  general  strategy  of  expan- 
sion and  stimulus  in'  private  investment,  the  degree  of 
pressure  on  the  monetary  system  was  somewhat  eased.” 
That  does  not  sound  to  me  exactly  the  same  as  simply 
following  the  market  Cor  primarily  technical  reasons? — 

Professor  Sayers:  And  the  Bank  Rate  was  reduced? 

We  did  not  deliberately  lower  interest  rates  by  this  instru- 
ment, but  there  were  other  measures  taken  during  the 
period  which  did  represent  positive  measures  of  reflation. 
In  1954,  for  example,  there  was  the  introduction  of  the 
investment  allowance,  and  the  removal  of  the  hire  pur- 
chase restrictions, 

2389.  Was  the  reduction  of  Bank  Rate  in  May,  1954, 

delibemitely  for  the  purpose  of  reflating  the  economy? 

No.  As  I have  said,  that  was  a case  of  following  some- 
thing, an  act  where  the  authorities  did  not  oppose  the 
movement  of  the  market  downwards. 

2390.  May  I pursue  this  question  of  following  the 
market  downwards?  One  sees  over  and  over  again  the 
market  speculating  on  what  the  authorities  will  do  next, 
and,  in  particular,  what  is  to  be  the  next  movement  of 
Bank  Rate.  At  this  time  market  rates  fell  because  the 
market  was  coming  to  expect  a reduction  of  Bank  Rate. 
If  you  follow  the  market  every  time,  will  it  not  take  you 
much  further  down,  or  much  further  up,  than  general 

conditions  would  seem  to  dictate? In  May  1954  one 

factor  that  was  undoubtedly  in  mind  was  the  desire  to 
keep  the  Bank  Rate  flexible  and  not  to  get  the  rates  frozen 
into  a rigid  pattern.  The  reduction  was  regarded  by  the 
authorities  at  the  lime  as  being  not  a policy  signal  but  a 
normal  operation  of  what  it  was  hoped  at  the  time  was 
turning  into  a flexible  monetary  instrument.  If  I remem- 
ber rightly,  there  was  no  announcement  associated  with 
that  reduction  at  all.  As  to  the  second  point,  whether 
one  reduction  doc.s  not  generate  an  expectation  of 
another,  as  a matter  of  history,  the  Treasury  Bill  rates 
did  continue  to  ease  from  that  date  in  May  until  July, 
when  they  settled  at  about  a half  per  cent,  below  the 
level  at  which  they  had  been  at  the  change  of  the  Bank 
Rate. 

2391.  Bui  you  did  not  " follow  the  market  down  ” again. 
You  sometimes  do  and  sometimes  do  not  follow  the 
market.  The  same  thing  happened  again  in  1957:  you 
“ followed  the  market  down,”  and  some  statements  were 
made  that  you  were  following  the  market  down,  in 
February.  1957,  but  you  did  not  “follow  it  down”  in 
March.  What  is  this  doctrine  of  “ following  the  market 

down”? ^Thc  difficulty  about  answering  a question 

posed  in  those  terms  is  that  to  “ follow  the  market  down  ” 
really  depends  upon  an  assumption  that  the  market  is  con- 
tinuously moving  down,  whereas  in  fact  the  situation  in 
which  it  has  been  appropriate  to  make  a technical  down- 
ward adjustment  of  the  Bank  Rate  has  been  one  in  which 
the  market  has  gone  down  to  a point  at  which  Bank  Rate 
can  only  be  made  effective  without  the  change  by  forcing 
up  the  rate : in  other  words,  the  spread  between  the  market 
Bill  rate  and  iBank  Rate  has  'become  too  big. 

2392.  Chairman:  Is  there  not  a danger  of  getting  into 
a complete  circle  in  this?  The  rate  falls  in  the  market 
because  of  expectations  about  what  will  be  done  in  the 
fairly  near  future  about  Bank  Rate.  Then  the  authorities 
say : “ The  rate  is  falling  ; we  ought  for  the  sake  of 
flexibility  to  follow  the  market  down.”  They  are  chasing 

you  and  you  are  chasing  them? ^Tbat  would  be  true 

if  the  only  thing  that  influenced  the  market  was  the  expec- 
tation of  change  in  Bank  Rate. 

2393.  I was  putting  that  assumption  to  you,  but  you  say 

that  that  does  not  really  govern  it? ^No. 

219A.  Professor  Sayers:  I suggest  that  this  is  just  a 
hangover  from  an  earlier  period  when  “ following  the 
market  down  ” had  a very  real  meaning  for  Bank  Rate 
policy.  I do  not  want  to  go  into  that  story  now,  although 
1 think  that  that  is  the  origin  uf  the  doctrine  and  it 
meant  something  quite  different.  But  when  you  say  that 
the  market  is  coming  down  for  other  reasons  as  well  as 
expecting  that  the  Bank  Rate  is  going  to  come  down,  you 
mean  that  the  market  is  judging  more  fundamental  features 
of  the  situation  in  the  same  way  as  the  authorities  are 
doing,  and  the  authorities  agree  with  the  market,  and  say^:^ 
“This  is  a proper  time  to  bring  down  the  Bank  Rate. 


But  the  authorities  are  really  making  up  their  minds,  as 
the  market  has  made  up  its  mind,  on  some  other  reason 
than  simply  what  has  happened  in  the  market  over  the 
last  few  weeks.  I suggest  that  this  phrase  “ following  the 
market  down  ” is  really  quite  misleading,  and  does  not 
describe  what  has  been  happening  in  the  authorities’ 
minds, — Professor  Cairncross : May  I put  it  more 

strongly?  The  complex  of  short-term  interest  rates  is 
not  redly  within  the  power  of  the  market  unless  the  Gov- 
ernment chooses  to  stand  out.  The  Government  may  be 
interested  in  the  market’s  judgment ; it  may  allow  the 
market’s  judgment,  so  to  speak,  to  take  precedence  over 
its  own ; but  if  it  wishes,  surely  it  is  in  a position  to 

dictate  what  short-term  rates  are? ^I  would  say  that  it 

is  always  in  the  power  of  the  authorities  to  move  up 
the  short-term  rate  by  making  the  Bank  Rate  at  a given 
level  effective.  I am  afraid  I am  not  nearly  so  dogmatic 
on.  the  proposition  that  we  can  at  any  time  regulate  the 
rate  at  which  the  Government  are  borrowing  by  the  issue 
of  Bills  in  the  market ; Bills  are  things  for  which  there 
is  a supply  and  a demand.  We  need  Bill  finance  in 
different  quantities  at  different  limes,  and  the  readiness 
not  only  of  the  discount  market  but  also  of  people  out- 
side the  discount  market  to  bid  for  those  Bills  also  varies 
from  time  to  time.  There  was  certainly  on  this  occasion 
in  1954  and  again  in.  February,  1957  a reality  about  the 
forces  in  the  market  itself  which  led  to  a downward  trend 
in  Ae  rate  for  Bills  ; one  saw  it  week  by  week.  When  tlie 
discount  market  would  have  liked  to  stay  put  on  the 
Bill  rate,  they  did  not  get  the  Bills  they  neeeded  for  their 
business.  There  were,  therefore,  those  forces  in  the  market 
itself  which  led  to  its  fall  and  which  put  us,  if  I may  take 
the  more  recent  case  of  February  1957,  in  the  dilenuna 
that  one  could  only  make  the  Bank  Rate  effective  without 
a change  by  forcing  the  market  up  to  a higher  rate  than 
the  rate  at  which  the  market  itself  was  trading. 

2395.  Professor  Sayers:  In  your  last  sen,tcnce  or  so  you 
were  saying  in  effect  that  you  could  have  countered  the 
other  forces  at  work  in  the  market,  that  were  pulling  rates 
down.  Of  course,  you  could  have  countered  the  expecta- 
tion, you  could  have  altered  the  volume  of  money  in  the 
market,  and  so  on ; but  you  did  not  choose  to  do  so. 
When  you  are  saying  that  you  decided  to  reduce  Bank 
Rale,  are  you  not  in  effect  saying  that  you  had  good 
reasons  for  choosing  not  to  offset  the  forces  in  the  market 
that  were  making  for  lower  rates  from  week  to  week? 

As,  the  paper  says,  those  forces  were  not  opposed, 

which  is  another  way  of  saying  that  we  did  not  choose  to 
offset  them. 

2396.  Then  is  it  not  right  to  describe  the  reduction  in 
Bank  Rate  as  occurring  because  you  bad  those  reasons 
for  not  opposing  Uie  market  trend?  I am  trying  to  get 

rid  of  this  idea  that  you  must  follow  the  market? 1 

do  not  think  there  is  any  question  of  there  being  a neces- 
sity to  follow  the  market  down  ; it  is  a choice. 

2397.  “ Following  the  market  ” is  no  explanation  of  what 

is  being  done,  because  the  market  is  very  much  what  you 
make  it? It  is  a matter  of  choice  whether  the  authori- 

ties follow  the  market  or  not,  because  undoubtedly  it  is 
possible  to  counteract  the  market  and  to  change  it  by 
making  Bank  Rate  effective  at  a level  other  than  that  to 
which  the  market  has  gone. 

2398.  Is  it  not  in  these  circumstances  grossly  misleading 
to  say,  in  explanation  of  a Bank  Rate  change,  that  you 

have  “followed  the  market”? Sir  Oliver  Franks: 

Could  we  put  it  this  way?  If  we  follow  what  Professor 
Sayers  is  saying,  there  is  one  state  of  mind  in  the  Bank 
of  ^udand  which  has  tiwo  effects.  One  is  the  non- 
opposing  of  the  movement  of  the  market ; the  other  is 
the  movement  of  the  Bank  Rate.  The  reasons  which  are 
good  for  the  one  are  good  for  the  other  ; they  are  both 
of  them  really  r^ections  of  the  one  decision  or  the  one 
state  of  mind.  Therefore  the  ground  of  both  phenomena 
is  the  same,  whereas  the  language  employed  suggests  that 
one  phenomenon  causes  the  other,  which  on  the  argument 

cannot  be  the  case? ^That,  if  I may  say  so,  is  very 

h^pful  to  me  ; it  puts  what  1 was  trying  to  put  extremely 
well.  It  is,  perhaps,  easier  to  see  in  this  paragraph. 
At  the  point  of  history  which  we  are  considering  in  1954, 
I should  have  thought  that  the  authorities  would  have 
put  it  o-n  the  footing  that  technical  conditions  were  appro- 
priate for  the  downward  adjustment,  that  there  was  no 
reason  why  the  market  tendency  should  be  opposed,  and 
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2404  What  are  your  commeaits  on  it?  One  could 
aTgue,  i think,  that  there  is  a formal  contradiction  between 

these  types  of  action? One  difference  wtween  the  two 

movements  has  been  the  difference  in  the  amount  and 
the  size  of  the  step.  I know  that  that  is  not  true  about 
the  rise  in  Bank  Rate  in  January  1955. 

2405  You  cannot  argue  this  one  on  size,  can  you? 

Yes ; if  what  might  be  called  a decisive  downward  move, 
not  an  adjustment,  took  place,  I should  have  thought  that 
that  was  a clear  policy  signal  of  a reflationary  or  relaxatory 
character  just  as  we  have  certainly  learnt  to  regard  an 
upward  Bank  Rate  change  of  1 per  cent,  or  more  as 
the  sort  of  contribution  that  an  upward  Bank  Rate  change 
might  make  to  a package  of  measure-s. 

2406.  Sir  John  Woods : The  Bank  of  Englimd  in  dis- 


that  a reduction  in  Bank  Rate  was  consistent  with  the 
other  measures  .that  were  being  talken  at  that  time  to 
stabilise  and  to  some  extent  to  reflate  the  economy. 

2399.  Chairman:  It  was  partly  a desire  to  go  in  with 
the  wish  to  reflate,  and  partly  flexibility.^  I sho^d  like 
to  be  quite  clear  what  you  mean  by  flexibility.  Vimy  is  it 

an  advantage? ^The  point  is  a difficult  one,  b^ause 

flexibility  can  be  purchased  at  the  expense  of  the  signifi- 
cance of  the  Bank  Rate  change  as  a change ; the  more 
flexibly  it  is  used,  the  less  significance  it  may  have.  One 
has  to  look  at  this  historically.  As  1 recollect  these 
changes,  it  was  felt  both  by  the  Bank  of  England  and  by 
ourselves  at  the  time  that  we  should  try  to  .move  progres- 
sively towards  a Bank  Rate  that  was  flexible,  so  that  on 
occasion  the  public  should  regard  a move  either  way  as 

being  not  an  earth-shaking  move,  .but  as  the  use  of  an  uu  r,  , ; 

instrument  which  was  part  of  the  :normal  operation  oi  cussing  the  question  of  flexibility  took  the  view  that  it 
Ihe  monetary  machine.  That  was  perhaps  the  monetary  desirable  to  move  faiiriy  frequently,  but  in  particular, 

hope  that  we  had  in  1954.  Certainly  all  that  ho{«,  wMe  circumstances  permitted  it,  to  get  as  low  as  you 

it  existed,  was  encouraged  by  the  atmosphere  of  mflaUon  reasonably  could  so  as  to  give  yourself  a good  jumpmg- 

at  the  time.  off  place  for  a significant  increase  in  Bank  Rate  without 

2400.  Professor  Sayers:  Have  subsequent  events  caused  getting  to  an  absolute 

the  Treasury  to  modify  Its  desire  for  flexibility  m this  high.  Is  .that  a view  which  the  Treasury  share?  Yra, 
instrument?- — ^Flexibilffy  is  still  something  which,  if  it  were  l was  trying  lorcfloit  that,  when 

possible  one  would  like  to  have.  There  seem  to  be  clear  advantage  of  being  lodged  indeflnilely  on  a rate  whi<± 

disadvantages  about  a situation  in  which  we  .might  other-  had  been  originally  represented  us  a crisis  or  near-cnsis 

wise  get  lodged  indefinitely  at  a rate  which  had  started  rate.  It  means  that  if  you  have  another  crisis  you  must 

by  being  .thought  of  as  a crisis  or  near-crisis  rate,  move  even  higher  from_  .the  high  place  where  you  are, 
and  had  been  so  represented,  and  then  had  to  be  retained,  Iq  concrete  terms,  it  rnight  ^ represented  that  if  Bank 
because  any  change,  if  it  were  not  retained,  would  be  Rale  had  not  been  reduced  .to  5 per  cent,  in  February, 

interpreted  whether  one  liked  it  or  not,  as  a signal  to  1957,  the  2 per  cent,  step  which  was  judged  nw^sary  ra 
relax.  September  would  have  taken  us  to  a figure  higher  than 

2401.  Chairman : If  i understand  the  purpose  of_  aiming  7 per  cent, 
at  flexibility,  it  is  rather  to  say  jo_ the  pjiblicj^“jI^j8^Ban^  2407.  chairman:  But  df  flexibility  means  that  (I  quite 


Rate  is  a technical  matter  and  it  is  ooncerned  with  the 
money  market,  and  its  adjustments  are  relevant  to  the 
short-term  run  of  the  money  market.  Do  not  treat  its 
movements  as  more  important  than  that.  Would  that 
not  be  the  consequence  of  aiming  at  and  achieving  flexi- 
ljjlity7 iif  that  were  the  only  consequence,  would 


follow  that  it  is  .not  the  same  thing  as  you  were  outlining 
before)  it  merely  is  a constant  desire  to  get  down  as  low 
us  you  cun  .in  the  quieter  limes  beciiuse  you  know  that 
in  the  Iciw  quiet  times  you  must  jump  up,  and  you  want 
to  be  able  to  jump  up  from  the  lowest  .step  you  can 
achieve? 1 was  remembering  that.  I wtis  also  on  the 


onuyr -ii  .1 '''  achieve? 1 was  remembering  that.  1 wtis  also  on  me 

destroy  a lot  of  the  validity  of  the  Bank  Rate  J'J  ’ ppjnt  that  the  conditions  for  moving  down  should  he  those 
therefore,  be  the  b®sW  technically  right,  but  also  arc  consistent 

for.  perfection  in  ,this,  ^"^^Rat^Xf  wa^s  cSgS  as  far  as  possible  with  general  economic  policy. 


both  worlds  and  have  a Bank  Rate  which  was  changed 
sometimes  technically  and  sometimes  as  a policy  signal. 

2402.  Do  you  think  that  you  can  in  this  world  achieve 

a dou,ble  use? ^The  history  of  these  five  years  shows 

that  it  has  been  tried. 

2403  Sir  Oliver  Franks : The  Bank  of  England  attaches 
very  .great  importance  to  the  .use  of  monetary  weapons 

^ __  , T>  .. -vn  ..fi^nlor-  in  Iftfllntinn 


2408.  Professor  Savers:  May  I pul  .Sir  Oliver  Frankss 
point  in  another  way?  If  Bunk  Rale  is  moved  with 
moderate  frequency  up  and  down,  and  the  market  comes 
to  think  that  this  is  what  happens  to  the  Bank  Rate,  then 
the  effect  on  long-term  rates  is  reduced  to  something  very 
small  indeed,  as  was  shown  by  nincicenih  cenlmy  cxpcri- 


generally,  and  Bank  Rate  in  particular,  not  m isolation  enco  and  again  in  the  experience  of  the  last  few  years, 
but  in  conjunction  with  other  measures  which  tend  to  the  Huctuation.s  in  the  rate  for  marginal  money 

move  the  economy  in  the  same  direction ; for  purposes  Lombard  Street  at  2.20  p.m.  each  day  have  no  effect 
of  discussion  yesterday,  we  were  referring  to  this  as  a g.t  all  on  long-term  rates,  because  everybody  knows  that 

mckage  deal  in  which  Bank  Rate  is  one  element.  It  they  are  not  going  to  last.  Similarly,  if  a rise  m Bank 

Kerns  .to  me  that,  in  proportio-n  as  you  take  that  view,  Rate  is  soon  to  be  followed  by  a fall,  it  will  not.  for  very 

you  must  really  'be  looking  in  the  use  of  Bank  Rate  for  reasons,  have  much  effect  on  the  long-term  rate, 

some  contribution  .to  an  alteration  in  the  genera]  stale  This  desire  for  flexibility  would,  therefore,  seem  to  indicate 

of  the  economy.  If  that  ds  so,  what  matters  for  Bank  that  the  authorities  arc  depending  entirely  on  the  effects  M 

Rate  is  its  effect  on  investment,  on  the  price  of  long-term  the  short-term  rate  of  interest  in  the  economy  and  do  not 

money  and  so  on  ; its  relation  to  the  short-term  money  attach  importance  to  changing  long-term  rates  for  purposes 

market  is  essentially  important  only  if  that  is  the  means  of  economic  control.  When  flexibility  was  exalted  into  an 
by  which  it  spreads  out  to  and  affects  investment  money,  aim  of  policy  in  195.3-.54.  was  there  a feeling  that  the 

If  .that  is  so  then  a reduction  of  Bank  Rate  must  long-term  rates  were  not  worth  bothering  about,  that  they 

inescapably  be  taken  as  a “green  light”  because  its  could  be  left  to  take  care  of  themselves,  and  that  short- 

advancement  has  always  been  part  of  a package  to  deal  term  rates  were  what  the  authorities  wanted  to  use  as 

with  a state  of  relative  boom  in  the  economy.  If  you  controllers? Formulated  in  that  way,  possibly  it  sug- 

say  that  you  bring  it  down  for  technical  reasons,  the  gests  a more  direct  connection  between  Bank  Rate  and 

reason  for  bringing  it  down  denies  the  nature  of  the  long-term  rates  than,  I think,  we  would  recognise  or  than 

reason  .for  putting  it  up.  Is  there  not  a dilemma  here?  jjas  been  shown  in  the  history  of  this  period. 

The  argument  on  flexibility  seems  to  me  to  relate 

to  an  essentiially  short-term  use  .of  the  Bank  Rate,  where  2409.  But  you  can  recognise  the  connection.  Just  wnai 
the  immediate  effects  on  .the  money  market  are  what  you  result  the  connection  produces  depends  upon  the  long-term 
look  .to  fperhaps  you  see  in  the  historical  context  move-  market’s  view  of  how  Bank  Rale  is  to  be  moved  over  the 

ments  of  gold  in  and  out,  or  whatever  it  may  be),  whereas  years.  If  people  think  that  Bank  Rate  is  going  sometimM 

if  it  is  part  of  a package  deal,  as  the  Bank  insists,  it  must  up  and  somctime.s  down,  then  the  long-term  market  is 

be  one  of  the  policy  measures  to  deal  with  a general  still  connected  with  the  short-term  market  but  the  rate 

state  of  things? Historically,  over  the  last  few  years,  in  the  long-term  market  fluctuates  very  little.  Us  stability 

it  is  the  upward  changes  in  Bank  Rate  that  have  been  is  based  on  the  view  that  the  short-term  rate  is  a fiuctuat- 

part  of  a package  and  the  downward  changes  in  Bank  ing  rate.  Is  that  not  so? Yes.  but  that  would  assume 

Rate  that  have  been  done  in  isolation  and  represented  as  that  we  had  got  to  the  point  at  which  Bank  Rate  hao 

technical,  and  have  been  declared  on  occasion  specifically  become  something  which  wa.s  flexible  to  the  point  _ 01 

not  to  be  signals  to  relax  at  all.  That  distinction  has  weekly  or  monthly  adjustments.  That  is  neither  a view 

been  attempted.  nor  ao  aim  of  fl.exibility  that  the  authorities  have  had. 
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2410.  It  is  sufficient  if  you  agree  that  a fluctuation  of 

Bank  Rate  up  or  down  by  steps  that  come  once  in  six 
months,  or  once  in  two  years,  will  leave  long-term  rates 
almost  unaffected,  if  that  is  what  the  market  expects  the 
Bank  Rate  .to  do.  That  is  a matter  of  mathematics. — 
Professor  Cairncross:  May  I put  the  question  slightly 
differently?  Do  you  regard  the  influences  on  the  long- 
term rate  as  being  part  of  a package  deal  too?  In  your 
conception  of  the  way  that  long-term  rates  are  influenced, 
you  do  not  just  operate  on  Bank  Rate ; you  operate  on 
other  elements  of  policy  and  think  that  in  that  way  you 
will  affect  long-term  rates? 1 would  say  that  the  long- 

term rate  is  affected  not  only  by  the  effect  of  Bank  Rate 
working  through  from  the  short  end  of  the  market  through 
the  whole  of  the  interest  rate  structure,  but  also  by  the 
factors  in  the  market  itself:  the  supply  and  demand  for 
capital,  and  of  course  confidence,  and  the  readiness  or 
otherwise  of  people  to  buy  gilt  edged  according  to  their 
expectations  about  the  future  value  of  money,  which  is  a 
much  wider  question  than  the  question  of  the  Bank  Rate. 

2411.  The  question  is  how  you  control  or  move  the 
long-term  rate,  not  what  are  the  forces  that  govern  it. 
Professor  Sayers  has  put  .to  you  that  if  you  rely  on  a 
flexible  Bank  Rate,  your  influence  will  not  be  very  great. 
Are  there  other  forces  which  may  be  brought  to  bear 

by  the  authorities  which  may  be  stronger? ^Direct 

forces,  I would  say,  no.  Bank  Rate  is  the  direct  force 
that  the  authorities  have  to  bear  upon  rates  in  the  market. 

2412.  Sir  Oliver  Franks'.  If  you  are  talking  here  in 
relation  to  a major  boom,  in  which  the  quantity  of  invest- 
ment getting  under  way  may  be  a factor  which  puts 
things  out  of  balance,  and  if,  apart  from  direct  cuts  and 
physical  controls,  Bank  Rate  is  what  you  use  to  try  to 
effect  the  price  at  which  capital  development  can  be 
carried  out,  which  postulates  that  it  must  work  through, 
and  work  through  substantially,  to  the  price  of  relatively 
long-term  money,  then  surely  this  dilemma,  which  was 
posed  in  a logical  way,  is  real?  If  by  “flexible”  one 
means  that  the  Bank  Rate  is  used  reasonably  often  and 
goes  up  or  down,  that  must  tend  to  even  out  and  diminish 
its  influence  on  the  long-term  rate,  A flexible  Bank  Rate 
might  not  be  as  useful  for  the  part  in  these  package 
deals  which  the  Bank  and  you  would  say  that  it  should 
play  ; if,  on  the  other  hand,  you  wish  it  to  play  this 
part  and  exert  this  major  influence  on  the  price  of  long- 
term money,  must  you  not  sacrifice  flexibility,  not  in  the 
sense  that  it  must  always  be  advanced,  but  that  you 

cannot,  as  it  were,  flex  as  an  end  in  itself? 1 agree  the 

dilemma  is  there ; and  in  the  light  of  the  experience  of 
the  past  five  years,  I think  that  that  dilemma  has  been 
solved,  if  “solved”  is  the  right  word,  by  sacrificing 
flexibility. 

2413.  Mr.  Woodcock:  It  is  a fact  that  despite  such 
flexibility  as  we  have  had,  the  long-term  rate  has  risen? 

^Yes,  and  it  has  risen  very  largely,  I would  say,  because 

of  the  operation  of  those  other  factors : the  factor  of  the 
demand  for  capital,  and  the  confidence  factor.  Those 
are  perhaps  the  main  things  which  affect  the  price  of 
longer-term  gilt  edged. 

2414.  Professor  Cairncross:  Both  of  the  factors  you 
mentioned  are  subject  to  direct  Government  influence. 
Is  it  not  apparent  that  if  the  Government,  at  the  same 
time  as  they  put  up  the  Bank  Rate,  cut  their  own  invest- 
ment or  take  measures  in  the  Budget  or  in.  other  ways, 

they  can  affect  the  long-term  rate? ^That  is  so.  That 

is  why  I confined  my  answer  to  the  instrument  that  the 
authorities  have  at  hand  which  has  a direct  effect  upon 
the  market.  Undoubtedly,  if  investors  can  be  assured  that 
their  money  will  not  lose  its  value,  they  wiU  be  that 
much  more  ready  to  invest  in  fixed  interest  securities  ; but 
that  is  a much  bigger  question  really_  of  the  confidence 
of  the  investor  in  the  control  of  inflation. 

2415  If  one  goes  back,  as  Professor  Sayers  did,  to  the 
days  in  which  the  Bank  Rate  was  flexible  and  long-term 
rates  did  not  change  greatly,  the  significant  difference,  I 
think,  is  that  in  those  days  quite  a small  change  in  long- 
term rates  had  a marked  effect  on  expectations.  It  was 
not  the  magnitude  of  the  change  but  the  expectations 
that  were  affected  that  took  effect  on  the  economic  situa- 
tion. We  discussed  earlier  the  influence  of  expectations 
and  came  to  the  conclusion  that,  in  recent  circumstances 


at  least,  they  were  probably  much  less  affected  in  com- 
parison with  the  size  of  the  absolute  movement  of  the 
long-term  rate.  This  may  be  important,  because  it  implies 
that  if  we  use  Bank  Rate  we  have  to  look  forward  to  much 
larger  absolute  changes  in  long-term  rates  than  were 

customary  in  the  past.  Would  you  agree  with  that? 

Either  to  that  or  .to  measures  to  restrict  either  the  amount 
of  money  or  the  access  of  borrowers  to  money,  such  as 
have  been  operating  at  the  same  time  as  the  approach 
via  the  interest  rate  during  the  whole  of  this  period ; the 
capital  issues  control  and,  in  the  banking  field,  the  restric- 
tions on  bank  advances. 

2416.  I was  assuming  that  we  were  discussing  traditional 
monetary  policy  and  not  the  weapons  of  control  which 
have  operated  in  the  recent  past.  Relying  exclusively  on 
the  Bank  Rate,  we  would  have  to  envisage  some  wider 

swings? If  that  was  the  only  instrument,  that  would 

follow. 

2417.  Professor  Sayers:  It  is  not  as  though  we  are 
regarding  the  capital  issues  control  and  the  control  of 
bank  advances  as  possible  permanent  parts  of  the 

armoury? ^The  capital  issues  control  has  been  part  of 

the  permanent  law  of  the  land  since  1946.  I have  no 
reason  lo  anticipate  the  repeal  of  that  particular  statute. 

2418.  Mr,  Woodcock:  The  point  is  that  you  could  keep 
the  Capital  Issues  Committee  but  your  instructions  to  it 

could  vary,  and  have  varied? Yes.  The  extent  to 

which  the  capital  issues  control  is  exercised  could 
undoubtedly  be  tightened  or  relaxed. 

2419.  Professor  Cairncross:  Would  you  agree  that 

perhaps  you  misjudged  the  level  around  which  fluctuation 
would  have  to  take  place  if  Bank  Rate  were  to  play  the 
part  assigned  to  it  in  the  earlier  pronouncements  of  1951 

and  1953? In  the  light  of  the  sort  of  rates  that  seem 

to  be  necessary  once  the  entire  public  get  used  to  full 
employment  and  its  implications,  probably  the  answer  is 
“ Yes 

2420.  Sir  Oliver  Franks : Should  we  say  that  in  the  light 

of  existing  Government  policy,  the  answer  is  "Yes  "? 

It  is  not  only  existing  Government  policy  but  the  public’s 
expectation  of  the  success  of  that  policy.  The  country 
had,  after  all,  had  some  experiertee  of  a recession,  or  the 
beginnings  of  a recession,  in  1952,  and  one  has  to 
remember  that  in  relation  to  what  is  being  done  both  by 
the  public  and  by  the  authorities  a year  after. 

2421.  Mr.  Woodcock:  In  your  view  a reduction  has  less 

effect  on  people’s  expectations  than  an  increase? Over 

the  whole  of  this  period,  every  reduction  which  has  been 
made  has  been  represented  as  being  a technical  reduction 
and  not  a policy  signal,  and  every  increase  has  been 
represented  as  being,  in  the  Chairman's  terms,  part  of  a 
policy  package.  Whether  that  has  been  successfully  put 
across  to  the  public  in  aE  cases,  I would  not  be  so  sure. 

2422.  I thought  you  said  that  in  your  view  it  had  less 

effect  in  the  case  of  a reduction? Sir  Edmund 

Compton : No.  The  reduction  that  occurred  in  May, 
1954,  for  example,  did  not  attract,  as  I recollect,  a great 
deal  of  attention  and  was  not  regarded  as  being  of  great 
policy  significance  at  the  time,  probably  because  it  was 
consistent  with  the  general  trend  of  the  time.  On  the 
other  hand,  the  effect  of  the  reduction  of  February  1957, 
and  how  it  was  regarded  by  the  public  might  be  more 
questionable, — Sir  Robert  Hall ; Concerning  .the  reduction 
in  May,  1954,  subsequent  reflection  has  led  me  to  feel 
that  we  rather  misjudged  the  situation  at  the  time.  When 
changes  in  Bank  Rate  are  discussed,  a number  of  questions 
are  put  forward,  including  whether  it  will  change  expecta- 
tions, and  so  forth.  I remember  that  my  feeling  at  the 
time  was  that  things  were  going  extremely  well,  perhaps 
a bit  too  well ; but  the  prospects  at  that  time  on  things  like 
the  b^ance  of  payments  seemed  reasonably  favourable. 
I feel  that  if  we  had  been  better  informed  or  better  judges 
of  the  future,  we  might  have  realised  that  the  investment 
boom  was  running  more  strongly  than  we  thought  it  was. 

2423.  Do  you  find  yourself  influenced  by  the  desire 

to  save  money  on  the  debt? Sir  Robert  Hall:  We 

argue  about  that  too  but,  on  the  whole,  if  we  intend  to 
use  monetary  policy,  we  must  not  be  too  much  affected 
by  that ; the  economy  in  getting  it  down  would  be  an 
incidental  advantage  rather  than  a reason  for  moving  it. 
Sir  Edmund  Compton : We  do  take  note  of  the  effect. 
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The  immediate  effect  oa  the  &cchequer  moves  both  way&  jj^at^^J^eoJ^ticaSy^^Suld^haTO  happened?  They  were 

Bnt,aaweshaUsayinourpaperondebt  managemem^^^^  SawtaR  “ Sir  Robert  Hall:  This 

have  felt  over  the  whole  of  this  pen^  that  it  was  subor-  foU  . period  which  made  us  more 

diaate  to  the  effect  on  monetary  policy  of  a Bank  Rate  was  ^bout  the  whole  situation.— Sir  Roger 

change.  Makins : That  is  recognised  in  the  first  sentence  of  para- 

2424.  Chairman:  You  had  very  heavy  ma,turities  in  graph  68. 

1954.  which  you  converted,  if  I remember  ^ight,  on  a rhnirman-  Was  it  the  appeal  to  the  Banks  in 

fairly  low  rate  of  interest  Would  that  not  be^en  by  which  had  the  operative  effect  of  educing 

the  public  as  something  like  an  assurance  for  expectation  advances? Sir  Robert  Hall : Yes. — Sir  Edmut^ 

that  the  rate  of  interest  would  be  low? Some  such  ™w  ^ to  some  extern  quaUfied  by 

might  have  heeu  taken  if  the  Bank  Rate  change  had  been  com?  bankers  themselves,  that  before 

related  very  closely  in  time  with  the  conversion  oSers.  aopeal  to  them  action  had  been  taken  to  tighten 

2425.  If  yon  make  big  convetsioE  offers  in  accordance  np  on  bank  advances,  so  that  the  appeal  fell,  as  it  were. 


that  the  appeal  f . 

wtrSe^oitrolTe  m*a,£r.T5;  thne  (aTthat  time  I on  wel^y^^ 

think  it  was  something  like  a 3 per  cent,  expectation)  is  thereabouts.  In  other  wor^ 


STregarXl  oSSTa-s  biing-a  sign'  that  the  Government  mg  - eenf  wSS’^wi^'of  a°‘mom 

Sf^lpSmd£e,Tf  t?mereiv‘f,SsS  3“"?|e  |SL?3l|e  lan^fe  ™e  of  .he  Bank  Rate 

your  luck  when  it  comes”? 1 think  it  is  raamly  the  from  3 to  3i  per  cent. 

latter,  although  later  in  that  year,  if  I remember  righ^,  ^432  Professor  Sayers:  Was  no  word  given  in  the  first 

the  Government  were  under  some  criticism  from  the  „ ; Chancellor  through  the  Governor 

market  for  having  issued  a loan  quite  shorty  oefore  th®  clearing  banks,  requesting  them  to  be  particulariy 

increase  in  'the  Baidc  Rate  of  January,  1955.  As  far  as  cautious  in  their  advances? ^They  were  not  on  sp«iflc 

that  was  so,  I suppose  there  was  a market  expretation,  to  rrtuce  their  advances,  as  the  paper  makes  clear, 

as  a result  of  our  issuing  loans  at  that  rate,  that  we  Before  then  to  be  cautious  and  critical  apout 

expected  that  rate  to  continue.  their  advances  policy  was  a standing  instruction. 

2426.  Sir  Reginald  Verdon  Smith:  Having  regard  to  the  ^3  Was  there  no  emphasis  on  this  in  the  first  half 

discussion  we  have  been  having,  I should  like  to  know  « 19551 Sir  Oliver  Franks:  My  recoEecUon  is  that  the 

the  meaning  of  the  last  sentence  of  paragraph  66,  and  cT._-a,„i.y  -nd  the  Chancellor  were  worried  about  advances 
particularly  of  the  phrase  that  the  ChanceUor  t^g  j^aif  of  1955 ; that  in  informal  consultation 

into  account  the  resources  of  a flexible  monetary  pohcy  , presumably  between  the  Treasury  or  the  Chancellor  of 

reducwi  rates  of  taxation? Sir  Robert  Hall:  That  was  . g^ehequer  and  the  Governor  of  the  Bank  of  England, 

a quotation  from  the  Chancellor’s  speech.  The  unplica-  , . ,^pj.ry  had  been  communicated ; and  that  it  was 
tion  was  that,  although  reducing  the  rates  of  taxation  might  communicated  in  a sort  of  general  way  to  the  banks  but 

give  some  stimulus  to  the  economy,  monetary  policy  could,  .,  c -.w  o«o!.v  mialitative  discrimination 

if  necessary,  be  used  as  a brake. 


2427.  Sir  John  Woods:  As  I remember,  the  rigns  of  a 
boom  running  away  were  noted  by  the  Chancellor  of  file 
Exchequer  and  the  Governor  of  the  Bank  at  the  Mansion 


rather  in  terms  of,  so  to  speak,  qualitative  discrimin^ion 
and  care  than  any  question  of  reduction  as  such  That 
did  not  arise  until  Inly,  as  has  been  said.  Unless  my 
riollection  is  quite  at  fault,  we  had  I think,  some  aware- 
ness that  the  Government  were  looking  at  advpces  with 


Exchequer  and  the  Governor  of  the  Banx  at  the  Mansion  ness  lu<il  luc-  ^ ^ impression 

House  Dinner  in  October,  1954.  and  they  gave  a warning  at  least  a ^^“^Sns  the 

about  the  possibility  of  inflation.  Notog  was  then  done  or  the  commercial  banks,  were 

except  making  those  wammg  speeches  ; and  then,  in  Treasury  wte  Bank  or  Exactly 

January,  the  Bank  Rate  was  raised  from  3 to  3i  per  cejnt.  not  aU  ^J^olutely  cle^^  1 j^^®'^™„junicated  by  one 

In  February  it  went  to  ^ per  cent,  together  with  *e  what  degree  o^ncern  ha^  ^ 

restrictions  on  hire  piuchase  sales,  and  so  on.  Lookmg  to  the  other  . eitviation  We  started  after  all,  with 
back  on  it  now,  would  you  feel  that  this  is  probably  that  19M^52  and  an  exMctation,  falsified  in 

an  instance  where  the  action  takm  was  too  litfie  and  too  &e  experience  same  ^medicine  would  work  again, 

late? ^Yes.  When  I look  back  at  the  peri^,  it  seems  fte  event,  that  the  same  me^iM  W^^ 

to  me  that  the  objective  in  1953  and  1954  had  been  to  The  nse  m Bank  Rate  to  4i  p^«nt  , ^ 
encourage  mvestment.  ^The  feeling  was  Aat  ^e  rtam  ; rat?  it  had  a mark«i  effect  on  the  wh<de 

the 


which'had  been’imposed  by  the  rearmament  after  Korea  rnowe.  At  any  rate,  J 

was  beginning  to  come  off  the  economy,  that  total  invest-  of  interest  rate  ^t^^ture,  «rmlar  to  me  n 

men.  founlry  wae  up.  ae  high  » eeenied  d«h.h^,  Rat.  “ h’ShK’toS'  ^ 


IS  not  as  nigu  as  seemeo  uesiraoic,  uimik  .w  . r-.  ...  , „„  ^vT^nenca 

either  absolutely  or  iu  relatiou  to  other  countries,  and  sucSs  on 

the  ChMfcenpr  felt  shongly  that,  he  wanted  to  ^ S“L?3cal?on  Sl^lSdfeSIhrldl^ne 
country  inuch  more  mvestmeut-mmded , |«h“al  oM-  iMt  ^asm.  m^oubted  effect  upon  the 

^al  t &”dSSn.“R  s»  ml  Sat’S  — d ^ur  Ag  puhly  s^we«^^^ 

SS  L™y3“o  fteSget  rfSia  SSeS™  Ef up^  them.  ^^^StdrS^S^’  S" 

as  It  were,  a succession  of  restraining  measures  really  had  niied  to  reipay  •'toeir  over^  , xi-aA 
implies  that  it  had  not  been  stopped  as  quickly  as  one 

would  have  wished  to  stop  it  and,  therefore,  that  the  earlier  <frd  n<^  -rork.  ixtent  common 

action  had  uo.  been  adequate.  ^ .S"^ 

2428.  Chairman : Sir  Robert,  I want  to  read  a sentence  increase  in  Bank  Rate,  and  the  consequent  attraction  of  the 

from  paragraph  67;  “Although  the  monetary  authorities  Bill  rate  to  the  outside  invests,  would  have  its  classic^ 

succeeded  in  reducing  the  liquid  assets  of  the  banks  very  effect  upon  the  structure  of  bank  assets : that  the  res^t 

sharply  in  the  early  months  of  1955,  and  the  liquidity  would  he  that  bankers  might  be  free  to  cho^  wheths 

ratios  of  the  clearing  banks  fell  from  an  average  of  34-3  they  reduced  their  investments  or  reduced  thedr  advance, 

per  cent,  at  the  beginning  of  the  year  to  30'0  per  cent,  in  and  that  either  way  the  effect  would  be  to  reduce  the 

March  and  30-1  per  cent,  at  the  end  of  June,  the  banks  money  supply.  The  money  supply  was  reduced  in  terms 

met  file  pressure  by  selling  investments  and  were  able  of  the  actual  quantity,  but  activity  went  up.  So,  once 

to  increase  their  advances  in  the  first  half  of  the  year  again,  the  same  medicine  was  applied  as  in  1952,  but  toe 

by  toe  record  amount  of  £289  million.”  Does  that  not  same  results  did  not  come.  It  was  a growing  realisatitm 

show  that  toe  resources  of  the  flexible  monetary  policy  that  the  medicine  was  not  working  in  the  same  way  that 

were  not  able  to  achieve  toe  results  which  were  expected?  led  to  what  Sir  Oliver  Franks  has  described  as  the  increas- 

^We  tried  to  make  that  point  in  the  first  sentence,  that  ing  anxiety  as  month  by  month  one  saw  activity  and 

monetary  policy  was  not  doing  all  that  was  expected  of  it.  advances  increasing. 

2429.  And  could  not  do  it ; because  there  was  every  2434.  What  came  through  to  the  banks  most  clearly  in 

reason  to  try  to  reduce  the  pressure  that  was  building  my  recollecticm  in  most  of  that  period  was  a strengthened 
up,  was  there  not? ^Yes,  there  was.  view  of  to©  importance  of  the  30  per  cent,  liquidity  rafio 
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and,  therefore,  of  the  necessity  to  dispc^  of  earning  assets, 
that  is  to  say  investments  or  advances,  in  order  to  maintain 
it.  What  we  did  was  to  dispose  of  one  type  of  earning 
asset  rather  than  another.  I am  not  clear  that  it  had  been 
realised  by  everyone  concerned  that  the  banks  had  quite 
large  quantities  of  ^ort-term  investments  whirh.  they  were 
in  a ipositdon  to  sell,  perhaps  at  a loss,  but  not  at  a great 
loss,  and  that  therefore,  from  an  ordinary  commercial 
point  of  view,  that  was  the  obvious  thing  to  do.  Here  was 
this  large  demand  for  advances,  good  advances  by  com- 
mercial standards.  It  was  possible  to  sell  investments  at 
a minor  loss.  By  all  ordinary  banking  considerations,  these 
near-liquid  assets  only  required  to  be  turned  into  liquid 
assets  and  we  were  away.  Am  I right  in  thinking  that 
that  was  a factor  which  the  authorities  had  not  taken 

adequately  into  account  beforehand? ^Yes.  That  was  yet 

another  point  at  which  we  had  found  diat  the  patient  had 
taken  antidotes  to  the  medicine : in  other  words,  that  the 
banks  had  also  profited  by  their  experiences  in  1952  and 
had  so  strengthened  them  semi-liquid  position  that  they 
were  able  to  adjust  their  balance  sheets  without  the  pain 
that  would  follow  from  a forced  reduction  in  advances. 
Although  we  had  been  told  from  the  banking  end  that  they 
were  nevertheless  doing  their  best  to  review  their  over- 
draft facilities  some  months  before  the  request  came  to 
them,  the  customers  at  the  same  time,  being  anxious  to 
draw  as  much  as  they  could,  responded  to  that  by  taking 
full  advantage  of  whatever  limits  the  banks  were  already 
committed  to. 

2435.  Professor  Sayers:  E>oes  not  this  episode  under- 
line the  necessity  for  muidi  more  precise  knowledge  on  the 
part  of  the  authorities  of  the  structure  of  bank  assets  and 
liabilities,  including  particularly  the  short  bond  holdings 
of  the  banks  and  the  imused  overdraft  facilities  that  they 
had  granted,  than  the  anthorities  seem  to  have  had  at 

this  time? retrospect,  I thiific  dt  does,  although  at 

the  time  everyone  told  us  and  we  believed  ourselves  that 
we  ought  to  be  looking  .primarily  at  the  level  of  deposits. 
We  thought  we  were  doing  quite  well  during  those  months, 
at  the  beginning  of  .the  six  months’  period  anyway,  simply 
because  Sie  money  supply  as  measured  by  bank  deposits 
was  going  down.  It  was  the  faot  that  that  had  no  effect 
that  really  caused  us  to  go  back  to  what  had  been  perhaps 
an  earlier  doctrine,  that  the  level  of  advances  was  decisive, 
and  to  ask  for  that  ingredient  of  the  banks’  assets  to  be 
brought  down. 

2436.  Chairman:  Supposing  you  cannot  indefinitely 
maintain  the  effeotivemess  of  this  request  .based  on 
advances ; have  you  any  suggestions  for  informing  your- 
sedves  more  predsdy  about  the  banks’  portfolios  at  any 

relevant  time? There  are  two  pmnts:  information  and 

action.  On  information,  I tihink  dt  would  be  right  to  say 
the  Bank  of  England,  though  perhaps  not  the  Treasiiry, 
could  obtain  from  any  bank  at  any  time  information 
about  their  portfolio. 

2437.  Under  exist^  powers? ; on  the  basis  of 

voluntary  co-operation. 

2438.  Professor  Sayers:  The  Bank  could  call  for  this 

informatioo ; the  question  is,  has  it  done  so  as  a result 
of  this  episode? — Professor  Cairncross:  And  is  the  in- 
formaftmn  available  to  you? Would  you  object  to  ask- 

ing the  Bank  that  question,  Mr.  Chairman? 

2439.  Chairman : No,  not  at  all.  We  are  investigating 
the  Systran.  There  seems  in  1955  to  have  been  a deficiency 
in  its  operation ; that  is  agreed.  I wondered  whether  you, 
from  the  Treasury  point  of  view,  wanted  to  propose  any 
change  that  would  strengthen  your  band  in  c^e  thB  sort 
of  thing  arose  again.  That  is  not  a question  for  the 

Bank ; It  is  a question  for  you? would  say  that  we 

know  enou^  about  the  banks’  portfolios  to  know  how 
liquid  their  investmraits  are. 

(Adjourned  j 


2440.  Professor  Cairncross ; May  I ask  a question  con- 
cerning another  item  of  information?  The  monetary 
authorities  put  pressure  on  the  liquidity  of  the  banks  and 
the  banks  put  pressure  on  the  liqmdity  of  the  public.  You 
were  saying,  in  effect,  .that  nothing  happened  because 
£289  million  of  investments  were  sold  by  the  banks.  If 
nothing  happened,  is  that  not  remarkable?  Is  k_  e^y  to 
imagine  that  .banks  can  dispose  of  £289  million  in 
any  droumstances  without  affecting  liquidity  at  some  point 
in  the  system?  Do  you  know  who  the  buyers  of  any 
substantial  part  of  this  £289  million  of  investments  were? 
Have  you  analysed  what  took  place  in  this  quarter  in 
the  sale  of  Government  bonds,  or  what  change  took  place 

in  the  liquidity  .position? It  is  largely  a question  of  the 

response  on  the  part  of  the  large  investor,  the  big  business, 
to  the  attraction  of  the  higher  Bill  rate  and,  with  that, 
&e  'higher  short  bond  rate.  The  inference  that  we  drew, 
which  is  mentioned  in  the  last  sentence  of  paragraph  67, 
is  that  the  liquid  assets  that  businesses  previously  held  in 
deposits  and  then  put  into  investments  were  on  lie  whole 
inactive,  because  they  were  not  for  the  moment  using  the 
money ; whereas  the  addition  to  the  money  supply  that 
was  created  by  these  advances  was  active. 

2441.  I follow  the  hypothesis ; I am  asking  whether 
you  have  any  infonnation  to  indicate  who  came  into 
possession  of  the  investments  that  were  sold  and,  there- 
fore, denied  themselves  the  liquidity  that  they  then 
possessed?  If  these  people  came  from  the  same  section 
of  the  community  as  were  at  the  same  time  borrowing 
from  the  banks,  one  effect  would  cancel  the  other. 
If  it  were  a different  section  of  the  community,  it  would 

be  important  to  establish  this? ^It  has  not  been  possible 

to  analyse  that  because  the  owners  at  a given  moment  of 
time  of  Treasury  Bills  and  of  short  bonds  are  for  these 
purposes  anonymous.  One  cannot  establish  a correlation 
between  the  recipients  of  advances  and  the  holders  of 
Government  investments. 

2442.  I was  not  suggesting  actual  identification  of  the 
transactions,  but  rather  that  you  might  on  analysis  be  able 
to  determine  whether  financial  intermediaries  moved  one 
way  or  business  firms  moved  in  another  way.  Do  you 
undertake  any  analysis  of  this  kind?  This  quarter  seems 
•to  have  been  a particularly  interesting  one,  because  apart 
from  the  sales  by  banks  there  were  large  commercial 

operations  in  progress? ^It  was  a most  exceptional 

quarter,  or  half-year.  It  might  be  possible  to  set  up  a 
particular  apparatus  of  enquiry  that  would  have  covered 
it  in  advance,  but  one  cannot  cover  it  after  the  event. 

2443.  Professor  Sayers:  This  all  bears  on  the  effects 

of  the  banks’  sales  of  securities.  You  have  spoken  earlier 
as  though  the  banks,  in  selling  securities  in  order  to  make 
advances,  were  defeating  the  constraints  which  the  mone- 
tary authorities  were  trying  to  exercise.  But  the  classical 
view  on  this  is  .that  the  sales  of  securities  by  the  banks 
are  effective  at  a price  that  induces  other  people  to  forgo 
some  of  their  liquidity,  so  that  some  liquidity  is  taken  out 
of  the  system  by  the  sales  of  securities  by  the  banks, 
■Whether  it  did,  in  fact,  work  out  like  that,  and  how 
important  that  effect  was,  depends  very  much  on  where 
the  demand  for  these  securities  came  from  in  this  par- 
ticular instance? My  understanding  was  that  at  the 

beginning  of  the  period,  immediately  after  the  Bank  Rate 
change  of  February,  1955,  when  the  Bill  rate  rose  sharply 
to  the  4i  per  cent,  level,  the  first  tendency  of  the  business 
concern  with  liquid  balances  was  to  take  the  money  out 
of  deposits  and  to  put  it  into  Bills.  The  second  phase 
was  that,  in  their  new  concern  for  earning  interest  on 
these  semi-liquid  resources,  they  went  after  short  bonds ; 
a substantial  part  of  the  sales  of  investments  by  the  banks 
consisted,  as  Sir  Oliver  Franks  has  pointed  out,  of  short 
bonds.  That  was  the  type  of  circle  that  was  completed  in 
the  process  of  transfer  of  money  out  of  bank  deposits  into 
securities. 

ntil  2.15  p.m.) 
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Sm  Roger  Makins,  Sir  Edmund  Compton  and  Sm  Robert  Hall  further  examined. 


2444.  Professcrr  Sayers:  The  first  sentence  of  paragraph 
68  of  -this  Paper  reads  “ . . . the  banlcs  .themselves  fdt 
that  if  they  were  to  he  successful . . . they  would  need  the 
support  of  a Government  statement.”  Did  the  banks  make 
any  approach  to  the  authorities  asking  for  or  suggesting 
that  there  should  be  a Government  statement?^— otr 
Robert  Hall : We  and  the  Bank  of  England  had  a dis- 
cussion on  the  situation  with  the  banks,  at  which  we 
expressed  our  worry  about  the  way  things  were  going._  My 
recollection  is  that  the  banks’  representatives  said  thatwith  so 
many  credit-worthy  borrowers  pressing  on  them  it  would 
psychologically  be  rather  easier  to  handle  the  situation 
& there  were  a public  statement  that  the  Government 
definitely  wished  the  banks  to  make  a marked  reduction 
in  advances. 


2445.  Chairman:  They  needed  a reason  to  give  to 
potential  borrowers  other  than  what  their  own  situation 
itself  required? — —Sir  Edmund  Compton:  Yes.  Perhaps 
I may  interpose  a point : before  the  request  made  by  the 
Chancellor  of  the  Exchequer  there  was  the  letter  which  the 
Chairman  and  Deputy  Chairman  of  the  Committee  of 
Clearing  Banks  sent  to  The  Times  at  the  end  of  June, 
which  was  an  attempt  to  drive  home  to  the  public  that  the 
bankers  were  restricting  advances  in  response  to  Govern- 
ment policy.  I mention  ttiat  as  evidence  that  the  bankers 
felt  tiiat  they  needed  the  support  of  the  Government  in 
reducing  bank  advances. 

2446.  Mr.  Woodcock:  Was  that  letter  inspired? Sir 

Edmund  Compton:  It  was  written  in  consultation  with 
and  in  agreement  with  the  Government. — Chairman:  We 
had  an  answer  [Qn.  2173]  from  the  Bank  of  England 
about  that  letter. 


2447.  Professor  Sayers:  In  the  middle  of  paragraph  69 
a rise  in  Bank  Rate  from  4}  per  cent,  to  5^  per  cent,  is 
noted.  What  was  expected  at  {hat  time  to  result  from 
including  in  the  package  deal  a rise  in  the  Bank  Rale 
which  would  not  have  resulted  from  the  package  deal 

without  a rise  in  the  Bank  Rate? Sir  Robert  Hall: 

As  I tried  to  explain  before,  I do  not  feel  that  we  break 
up  the  constituents  thoroughly  in  our  own  minds.  We  felt 
that  all  these  things  would  work  in  the  same  direction, 
and  that  the  total  result  would  probably  be  larger  if  we 
included  the  Bank  Rate  rise  than  if  we  did  not.  It  would 
be  something  plus. 

2448.  In  which  directions? ^Further  restriction. 


2449.  Of  investment  and  consumption? Mainly  on 

investment,  according  to  our  views. 

2450.  Sir  Reginald  Verdon  Smith:  May  I draw  atten- 
tion to  the  remark  of  the  Chancellor  of  the  Exchequer 
quoted  at  the  end  of  paragraph  7:  “The  recent  change  in 
Bank  Rate  was  designed  partly  to  emphasise  the  need 
fcff  caution  in  the  accumulation  of  stocks  ”7  I find  it  very 
difficult  to  see  ho.w  anyone  could  have  been  expected  to 
regard  that  as  flie  particular  feature  which  a change  in 

Bank  Rate  was  designed  to  effect? We  are  now  back 

to  the  Budget  of  1955.  The  feeling  stiE  was  that  increases 
in  Bank  Rate  might  be  expected  to  have  more  effect  on 
stocks  than  on  long-term  investment. 


2451.  This  morning  you  were  inclined  to  say  thi 
you  felt  at  (this  point  of  'time  leas  certain  about  the  causi 
of  movements  of  stocks  and  causes  of  rises  and  fall; 

^We  got  it  wrong  in  1955.  We  thought  (that  stocl 

were  already  at  a comfortable  level  by  the  beginning  ( 
1955  Md  that  at  a time  when  monetary  po^iicy  w; 
becoming  more  restrictive  it  would  be  reasonable  1 
suppose  that_  stocks  would  not  grow  and  .that  therefoi 
the  load  which  stock  building  had  been  placing  on  tl 
resources  would  no't  be  increased.  The  .burden  on  tl 
econ(xny  from  slocks  comes  when  you  are  increasir 
stocks  rather_.than  from  the  absolute  level  of  them.  ] 
fact  stock  building  went  on  at  a substantial  rate  in  195, 
It  seems  to  me  th^  we  must  deduce  from  this  that  th 
view,  which  was  widely  held  in  the  pre-war  period  thi 
^eta^  changes  are  likely  to  have  a marked  impa. 
ffiese^ents^*^®*  brought  under  some  suspicion  b 


2452.  Professor  Cairncross:  Is  this  entirely  true?  I 
paragraiffi  71  you  point  out  that  there  was  an  error  i 
yo.ur  dMuotons  from  ^e  relevant  inWmation  and  tha 


stocks  had  not  risen  in  1954  to  the  extent  that  you  had 
supposed.  The  data  on  stocks  arc  always  suspect;  one 
can  never  be  quite  certain  how  in  the  aggregate  st(Xks 
are  moving.  But  possibly  you  have  made  another  error 
of  diagnosis,  in  that  the  level  of  fixed  capital  investment 
rose  more  steeply  within  thi.s  period  than  had  been  antici- 
pated, and  in  the  process  working  stocks  must  have  risen. 
Incomplete  capital  goods  must  have  accurnulatcd.  How 
far  those  account  for  the  .rise  in  stocks  in  1955  is  not 
clear  from  the  account  given  here.  It  is  not  obvious 
wheither  stocks  accumulated  during  that  year  were  to 
any  extent  associated  with  the  rise  in  f\xcd_  capital  invest- 
ment or  how  far  they  were  a-ssociated  with  the  change 
in  the  balance  of  payments  and  took  .the  form  of  imported 
raw  material  and  foodstuffs.  Perhaps  1 should  add  that 
in  1955  you  were  clearly  working  against  strong  infla- 
tionary force.?  in  .the  market  for  primary  produce,  which 
must  have  provided  strong  incentives  to  build  up  stocks, 
against  which  a small  movement  in  Bank  Rate  was  not 

likely  to  be  very  effcotivc.  Woukl  you  not  agree? If 

your  point  is  that,  .since  there  were  other  factors  in  the 
economy  making  for  a build-up  in  slocks,  it  is  not  fair 
to  deduce  that  monetary  policy  alone  would  alway.s 
ineffeotive,  I Ihink  that  is  fair. 

2453.  Chairman:  When  you  included  the  rise  in  Bank 
Rate  in  the  package  deal,  would  there  be  any  reason  to 
think  that  Bank  Rato  might  operate  more  quickly  than 
the  fiscal  and  other  mea,surcs?  Has  that  been  an  dement? 

1 think  it  was  originally.  The  short  end  of  the 

interest  rate  spectrum  is  affected  at  once  by  the  Bank 
Rate,  just  as  on  .the  external  side  the  change  in  the 
inte(re,si  rate,  if  iit  has  any  effect  on  (he  holding  of  balances 
in  different  centres,  will  go  to  work  automatically.  But 
I do  no't  want  to  commit  myself  any  further  than  saying 
that  that  is  something  which  you  can  do  ut  very  .short 
notice.  Admini.strativcly,  it  is  quicker  to  change  the 
Bank  Rale  than  to  do  most  other  things. 

24.54.  It  immediately  puls  up  the  rate  of  advances  by 

Uic  banks,  I imagine? Sir  Robert  HnU:  It  puls  them 

up  with  the  short  rate  of  interest.  ,Vf>  Ptlnimul  Compton: 

I should  have  .thought  that  that  dement  would  arise  ; 
bat  there  is  the  other  point,  that  in  this  context  it  was 
one  chimgc  in  a package,  and  therefore  one  has  to  regard 
the  effect  of  ail  mca,sures  taken  in  conjunction. 

2455.  Sir  Oliver  Franks:  May  I raise  a point  on  para- 
graph 75?  In  1955  at  different  times  a number  of 
different  measures  were  applied,  and  almost  the  most 
which  could  be  said  about  them  Is  that  they  mitigated 
the  suppo-sed  increase  which  might  have  occurred  had 
they  not  beein  applied.  When  wc  come  to  1956  the  story 
is  different.  1 had  the  dmpression  (hat  progressively 
through  19.56  the  economy  was  responding  and  lliai  hut  for 
Suez  il  might  have  been  balanced,  or  very  nearly,  by  the 
following  March.  Just  ns  I think  it  has  been  inslniclive 
to  try  1(5  what  went  wrong  in  early  19.55  or  late  1954, 
-SO  I Ihink  it  is  instructive  to  try  to  be  clear  about  what 
v^t  right  in  1956.  Was  it  simply  that  by  alow  accumula- 
tion over  a length  of  time  tilings  had  I'ccu  working  and 
that  effijcts  showed  in  1956  which  did  not  show  in  1955,  or 
was  it  that  the  additional  measures  of  February,  1956,  ait 
last  reached  the  critical  level  which  began  to  have  that 
impact,  whereas  that  had  not  been  the  case  before? 
Generally  Ihe  external  world  continued  more  or  las  itt 
full  boom  in  both  years.  The  conditions  of  the  experimaQ't 
are  fairly  reasonable  for  trying  to  compare  the  iiUemal 
economy,  one  year  against  the  other.  What  are  your 
impressions,  as  you  look  back,  of  the  causes  for  apparent 
gradual  success  in  1956,  when  1955  was  as  wo  have  been 

describing  it? Sir  Robert  Hall ; My  own  judgment  was 

that  'the  peak,  which  you  can  never  identify  until  after  you 
have  passed  it,  was  about  Jamiaiv  195(..  and  that  the  for- 
ward momentum  was  about  spent  by  then. 

2456.  Thai  is  a statement  of  history,  not  a statement  oi 

the  outcome  of  controlling  effort? The  surge  was  run- 

ning more  strongly  against  us  th.\n  we  had  hoped  it  wwild. 
We  were  looking  for  the  gradual  influence  of  the  measures 
which  we  had  already  taken.  For  instance  the  rcductiMJ 
of  the  advances,  which  the  banks  sc:  abiiut  seriously  io 
the  second  half  of  1955.  would  take  some  time  to  show 
ffself.  There  was  a certain  number  of  complaints  by 
Christmas  1955  about  the  credit  squeeze.  Then  there  was 
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the  change  in  Purchase  Tax,  whicli  was  beginning  to  operate, 
and  the  further  measures  taken  in  February  1956 ; I felt 
that  they  contributed  to  the  easing  of  the  situation  and  to 
the  fact  that  instead  of  running  on  a flat  at  the  peak  level 
we  began  to  move  downwards  in  an  appreciable  way. 
That  can  be  attributed  to  various  things.  Quite  important 
factors  were  changed  in  the  hire  purchase  regulations  and 
there  was  the  reduction  in  personal  advances  by  the  banks, 
the  effect  of  which  was  felt  progressively  in  1956.  One 
could  identify  the  results  of  those. 

2457.  There  were  monetary  measures  in  a fairly  extaided 
sense,  but  you  would  pick  those  two  out  in  significance  in  this 

period?  Were  those  more  significant  than  the  others? 

No,  I would  not  say  more  significant  than  the  others.  We 
attributed  about  one-third  of  the  total  deflationary  effect  in 
1956  to  those  two  measures  taken  together.  The  other 
factor  present  in  1956  was  that  investment  in  the  public 
sector  was  somewhat  held  back  by  voltintary  action. 

2458.  You  were  surprised  in  1955  that  the  measures 
taken  did  » little.  Were  you  surmised  in  1956  that  the 
measures  in  being  plus  the  additional  measures  did  in 
fact  bite?— —No.  I should  have  been  surprised  if  they 
had  not  bitten.  We  were  worried  in  the  middle  of  1955, 
in  the  sense  that  the  first  half  of  1955  was  a defeat  from 
the  Treaswy  point  of  view.  We  were  applying  pressure 
and  nothing  was  happening.  We  should  have  been 
extremely  worried  if  by  the  end  of  1955  still  nothing  was 
happening. 

2459.  But  how  do  we  get  more  out  of  it  as  a lesson  than 
that  if  one  starts  to  apply  pressure  through  various 
measures,  some  fiscal  and  some  monetary,  nothing  happens 
for  a long  time  and  you  simply  go  on  adding  pressure 
until  in  the  end  you  get  an  effect?  That  is  the  easiest 
lesson  from  these  two  years,  but  one  hoped  to  learn  a little 
more  than  that.  For  example,  one  hoped  to  learn  that 
in  an  economy  in  fairly  full  boom  there  are  certain 
critical  levels  of  interest  rales,  given  existing  taxation, 
and  that  below  them  you  are  unlikely  to  get  any  quick 
response ; you  must  go  fairly  high  in  these  levels  if  you 

are  to  begin  to  get  results.  Is  that  not  fair? ^Therc 

are  some  measures  whose  effects  can  be  identified,  such 
as  hire  purchase  restrictions,  or  reductions  of  personal 
bank  advance.?,  or  a tax  which  is  clear-cut  in  operation 
or  a cut  in  investment  by  direct  means.  You  can  make 
a reasonable  shot  at  such  things  as  those  to  decide  when 
they  will  take  hold.  In  the  monetary  field  there  seems 
to  be  more  elasticity  and  more  play  than  we  had  sup- 
posed. Professor  Sayers  and  Professor  Cairncross  referred 
this  morning  to  the  banks'  overdraft  limits.  I wanted  to 
add  a point  on  that:  it  is  much  harder  to  say  at  just 
what  point  you  will  get  an  effect  there  because  you 
seem  to  be  working  on  something  with  play  and  give 
in  it. 

2460.  Chairman:  You  were  very  much  struck  by  the 
increase  in  private  saving  in  1956,  were  you  not?  £500 
million  of  potential  consumer  expenditure  was  not  spent ; 
that  might  make  a very  big  difference  to  the  economy? 

Yes.  Some  of  that  was  the  hire  purchase  changes 

and  the  reduction  in  personal  advances.  They  cut  out 
dis-saving  and  therefore  meant  that  positive  saving  had 
less  negative  saving  to  overcome.  Part  of  that  is  the 
obverse  of  these  measures. 

2461.  Professor  Cairncross:  On  this  question  of  play; 
if  we  look  at  the  full  period  since  the  war  we  find  that 
fixed  capital  investment  grew  steadily  throughout.  It  is 
possible  to  argue  that  many  of  the  measures  which  you 
took  merely  threw  one  awkward  variable  in  another  direc- 
tion, with  the  expectation  th^t  it  would  spring  back  and 
hit  you  the  following  year.  For  instance,  you  cpuld  put 
up  the  rate  of  interest  and  pull  down  stocks  and  so 
improve  the  balance  of  payments,  in  the  knowledge  that 
in  the  following  year  stocks  would  have  to  accumulate 
to  keep  pace  with  the  volume  of  production  and  that 
the  balance  of  payments  would  consequently  deteriorate 
again.  It  would  be  possible  to  argue  that  some  measures 
taken  to  restrict  consumer  spending  merely  postponed 
the  day  at  which  the  consumer  would  run  into  debt  for 
purchases  in  wihich  he  wished  to  indulge,  such  as  the 
accumulation  of  consumer  durables.  Once  you  have  gone 
through  all  these  things  and  taken  account  of  the  move- 
ments of  savings  and  investment,  what  do  you  think  were 
the  elements  which  were  not  just  held  back  but  which 

30500 


were  permanently  shifted  in  a new  direction  by  the 

measures  which  you  took? ^You  can  identify  whether 

some  things  are  merely  postponed  or  not.  A tightening 
of  hire  purchase  regulations,  for  instance,  is  a once-for-all 
change.  It  does  not  go  on  exercising  a downward  effect. 
When  you  let  up  the  regulations,  there  is  a once-for-all 
upward  movement. 

2462.  Is  this  quite  true?  I was  putting  it  to  you  that 
if  hire  purchase  regulations  were  in  force  one  year  and 
withdrawn  (the  next,  it  might  lead  to  the  consumer  accumu- 
lating assets  at  exactly  the  same  rate  as  if  the  regulations 

had  not  been  introduced? 1 think  the  consumer  skips 

a year  while  he  is  saving  the  deposits  for  his  subsequent 
transactions. 

2463.  You  assume  that  there  is  a once-for-all  effect? 

Until  you  let  up  on  the  regulations.  I agree  about 

stock  accumulation ; for  the  purpose  of  a production 
programme  there  is  a particular  level  of  stocks  which  it 
is  most  convenient  to  hold,  irrespective  of  price  and 
supply  changes.  If  peopIe^  run  down  below  that  level,  it 
will  later  come  back  and  hit  us.  Restrictions  on  bank 
lending,  whether  by  requests  or  by  orthodox  monetary 
measures,  would,  I think,  tend  to  hold  activity  down 
until  you  let  up  on  them.  By  and  large,  .taxes  would 
stay  put.  Direct  Government  action  on  the  investment 
programme  would  depend  on  the  level  at  which  you 
held  it. 

2464.  Would  not  one  of  the  principal  elements  be  the 

level  of  output  itself? 1 think  of  that  more  as  an 

end  product  of  the  other  measures  than  something  which 
would  vary,  as  it  were,  spontaneously.  It  does  noit  seem 
to  be  in  quite  the  same  class  as  the  other  measures. 

2465.  Is  this  true?  Some  of  the  actions  through  the 
Budget  were  largely  concerned  with  total  output  rather 

than  with  any  one  item? ^Taxes  which  hit  consumers’ 

expenditure  would  be  generalised.  If  you  cut  consumers’ 
incomes  by  taxation,  then,  unless  they  react  by  reducing 
their  savings,  the  incomes  stay  cut  while  the  taxes  which 
cut  them  remain  in  force. 

2466.  In  1956  you  feel  that  you  effected  a permanent 
improvement,  if  I understand  you  correctly,  because  y^ou 
induced  the  consumer  to  cut  his  spending  in  a way  which 

would  not  be  reversed  the  following  year? ^Take  the 

hire  purchase,  for  example:  we  did  not  think  we  should 
gat  any  more  benefit  in  the  oour.se  of  1957  from  what  we 
had  already  done  on  hire  purchase. 

2467.  But  you  expected  no  rebound? Wt  thought 

that  the  aggregate  expenditure  on  hire  purchase  would 
rise  in  the  course  of  3957  so  that  it  would  get  back  to 
the  level  which  it  had  previously  held. 

2468.  Presumably,  had  you  allowed  hire  purchase 
transactions  to  rise  in  1956,  a lot  of  saving  would  have 
been  done  in  1957  to  offset  the  expenditure  of  1956  ; you 
could  no  longer  reckon  on  that  saving.  There  is  an 

offsettmg  factor? ^There  is  an  offsetting  factor  while  it 

is  rising  from  a depressed  level  to  its  previous  level. 

2469.  Sir  John  Woods:  Would  you  care  to  express  an 
opinion  on  whether,  in  so  far  as  the  Bank  Rate  con- 
tributed to  the  improvement  of  1956,  it  was  due  to  the 
cumulative  pressure  of  the  rising  Bank  Rate  over  a period 
or  to  the  fact  that  in  February,  1956,  you  reached  5^  per 

cent.? ^I  do  not  see  how  there  can  be  a critical  level 

in  that  sense,  not  associated  with  expectations.  It  would 
depend  on  the  business ; there  are  different  de^ees  of 
profitability  and  different  degrees  of  optimism.  It  is  more 
a case  of  the  brakes  coming  on  harder  and  harder  than 
of  the  wheels  seizing  at  a particular  point. 

2470.  You  think  that  the  Bank  Rate  brake  coming  on 

during  1955  would  contribute  to  the  total  effect? ^It  is 

very  diflScult  to  distinguish  between  that  and  the  request 
to  the  banks  which  led  to  a cutting  of  advances.  If  you 
cannot  get  a loan  from  the  bank  you  either  cannot  go 
on  with  your  activities  or  you  have  to  finance  them  in 
some  other  way.  If  you  cannot  borrow  from  the  bank 
at  1 per  cent,  above  Bank  Rate,  you  may  have  to  pay  3 per 
cent,  or  4 per  cent.  more. 

2471.  Would  you  have  achieved  the  same  effect  in  1956 

with  no  movement  of  the  Bank  Rate  at  all  in  1955? 

In  my  judgment,  which  1 cannot  support  by  any  facts, 
it  was  far  more  effective  because  of  the  use  of  the  Bank 
Rate  in  1955  'than  if  we  had  not  used  it  in  that  year. 

N2 
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2472  Sir  Oliver  Franks:  la  fact  when  on©  puts  one’s 
foot  on  the  brake  pedal,  it  is  depressed  to  a certain  ext.mt 
before  any  pressure  reaches  the  bral^.  The  que^on 
is  whether  a certain  amount  of  the  level  of  the  Bank  Rate 
in  times  of  high  boom  is  like  that  first  part  of  the  opera- 
tion : nothing  happens  at  all ; whether  it  is  only  at  a 
certain  stage  that  the  pressure  reaches  the  brakes  at  all. 
No  doubt  as  you  press  harder  after  that  the  brakes  go  on 
more  acutely.  Given  the  general  state  of  the  economy  in 
1955  and  1956,  it  could  be  wondered  whether  there  was 
any  real  effect  from  the  levels  of  Bank  Rate  in  1955  and 
whether  on  the  whole,  there  was  not  almost  certainly 
some  effect  in  1956 ; the  way  things  went  in  1956,  althou^ 
moderate  in  pace,  was  quite  different  in  direction? 

Sir  Robert  Hall:  I would  not  dissent.  I think  we  are  all 
m the  field  of  conjecture  here. — Sir  Edmund  Compton : 
From  the  market  end  the  5^  per  cent.  Bank  Rate  was 
regarded  more  as  consolidating  the  interest  rate  at  that 
level  and  indicating  that  as  perhaps  for  the  time  being 
a peak  of  severity. 


2473.  Professor  Sayers:  The  expectation  was  that  the 

next  move  would  be  in  a downward  direction? ^That 

was  certainly  the  immediate  reaction  to  the  Bank  Rate, 
combined,  as  it  was^  with  the  other  measures  in  the 
so-called  “little  Budget”  of  February,  1956.  That  was 
regarded  as  the  peak  of  the  severity  measures. 

2474.  Chairman:  Does  consolidation  mean  more  than 
that  you  are  reaching  a point  which  they  expect  you  to 
maintain?  Sir  Edmund  Compton:  The  feeling  of  the 
market  is  that  the  next  move  is  likely  to  b©  down  rather 
than  up. — Sir  Robert  Hall : You  can  put  that  in  another 
way  by  saying  that  the  feeling  of  the  economist  is  that 
that  rate  wUI  be  effective  and  Siat  therefore  you  need  put 
it  up  no  more  and  the  next  move,  sometime,  will  be  down- 
ward. 


2475.  Sir  Oliver  Franks:  In  jaragraph  76  we  see  the 
phrase:  “the  cost  inflation  continued”.  Are  those  four 
words  a rather  discreet  way  of  saying  that  the  Treasury 
regards  the  movement  of  prices  in  this  period,  in  1956 
as  well  as  1955,  as  something  which  was  not  reached  by 
all  the  measures  which  were  being  applied  ; that  they  think 
that  there  was  a good  deal  of  a spontaneous  element  in 
the  movement  of  wages  which  put  costs  and  prices  up, 
quite  apart  from  those  aspects  of  the  economy  which  the 
Government’s  measures,  whether  fiscal  or  monetary, 

reached? Yes,  that  was  the  view ; that  the  balance  of 

payments,  which  has  always  been  one  of  the  most 
important  criteria,  was  moving  in  a satisfactory  way,  and 
the  movement  of  employment  and  unfilled  vacancies  was 
in  the  right  direction.  The  ordinary  bottlenecks  were 
less  pressing.  Our  view  was  that  you  could  be  moving 
in  a direction  of  some  easing  and  yet  have  an  upward 
movement  of  costs  and  prices. 


2476.  If  it  was  assumed,  in  a phrase  which  you  used 
earlier,  that  there  would  be  indeterminancy,  or  an  element 
of  spontaneity  or  free  play,  in  the  wages-costs-prices  situa- 
tion, then  is  there  not  room  to  infer  some  change  of 
emphasis  in  the  thinking  which  produced  the  decisions  in 
September?  It  appears  from  the  outside  that  the  measures 
then  were  directed  immediately  at  demand ; yet  the 
things  which  were  said  at  the  time  brought  all  these  into 
raudi  closer  relation  with  wages,  costs  and  prices  than 
had  been  done  earlier.  Has  the  analysis  which  has  been 
going  on  in  the  Treasury  over  a period  shifted  a little 
in  emphasis  on  this? ^The  decisions  have  been  so  poli- 

tical that  they  have  been  Ministerial  decisions.  I was 
fairly  close  to  the  discussions,  and  I think  I can  say  that 
the  feeling  behind  the  measures  of  September  was  that  in 
conditions  of  high  employment,  with  no  sanction,  you 
can  get  tois  continued  upward  movement  of  cc«ts  and 
prices.  If  you  look  at  the  measures,  apart  from  the  Bank 
Rate  changes,  you  will  find  that  they  are  forward  looking. 
I do  not  want  to  put  words  in  the  Chancellor’s  mouth 
but  perhaps  I can  paraphrase  the  line  of  thought  in  this 
way:  up  to  that  time  the  poUcy  was:  "fuU  employment 
and  stable  prices  are  good  things  ; we  will  try  to  maintain 
M employment  and  if  there  is  restraint  all  round  you 
stable  prices  . The  later  statement  is  saying  • 
are  good  thingl ; 

“"T  ^'■“8  about  stable  prices,  Ind 

me?t^  It  ‘ “^an  have  Ml  employ, 

meat  . It  is  a different  way  of  looking  at  the  situaUim. 


The  measures  then  announced  were  a maintenance  of 
bank  advances  at  the  present  level,  which  meant  that  if 
the  price  levd  rose  the  volume  of  transactions  would 
have  to  come  down.  The  same  thing  applies  to  invest- 
ment in  nationalised  industries ; ihe  statement  was  that 
enough  money  will  be  forthcoming  to  maintain  the  present 
level  of  investment  at  present  prices  but  it  will  only 
provide  a lower  level  of  investment  at  higher  prices.  It 
is  a shift  in  intention  and  emphasis. 


2477.  In  1955  the  effectiveness  of  monetary  policies 
seems  to  be  very  small.  In  1956  the  effectiveness  of 
monetary  policies,  with  others  in  the  package,  seems  to 
be  reasonably  considerable.  All  through  it  was  a hope 
rather  than  the  fact  that  there  was  any  connection  between 
these  policies  and  the  operative  jjrinciple  of  full  employ- 
ment and  stable  prices.  When  in  1957  it  was  brought 
home  to  the  nation  that  that  link  was  not  there  and  that 
prices  were  moving  ahead  despite  all  the  other  measures, 
it  was  felt  that  the  additional  measure  of  control  over 
the  economy  would  be  best  secured  by  a package  including 
an  increased  use  of  the  Bank  Rate.  This  is  despite  the 
relative  ineffectiveness  of  the  Bank  Rale  in  1955,  There 
therefore  appears  to  have  been  a swing  in  thought  beyond 
that  which  you  have  described.  The  Trca.sury  seems  to 
^ saying;  “ Wc  have  changed  our  view  about  the  effec- 
tiveness of  Bank  Rate;  we  think  that  there  is  a level 
at  which  it  will  bite  home  and  have  a wider  range  of 
effect  than  it  had  in  1955  or  1956  Is  that  a fair  inference 

or  not? 1 read  the  Chancellor’s  .statement  as  meaning 

that  in  the  private  sector,  as  compared  with  the  public 
sector,  he  was  convinced  that  monetary  measures  could 
be  made  adequate  and  was  prepared  to  make  them  so. 
I think  it  must  be  a deduction  from  what  wa.s  done  that 
it  was  ^iieved  that,  if  you  were  tough  enough  on  the 
Bank  Rate  and  -the  level  of  advances,  you  would  produce 
an  effect. 


2478.  I do  not  want  to  ^o  into  a detailed  discussioa 
of  September  19th  because  it  lies  too  near ; but  is  it  a 
further  fair  inference  that  the  opinions  about  the  utility 
of  monetary  policy  over  the  whole  of  this  experimental 

Eeriod  from  1951  to  1957  varied  quite  a lot?  There  have 
cen  limes  when  it  was  thought  that  monetary  policy 
in  conjunction  with  other  policy  could  do  quite  u lot.  and 
times  when  it  appeared  that  it  could  do  very  litlic.  There 
have  been  times  when  there  has  been  ulmost  an  excess 
of  confidence  that  it  could  do  a great  deal  if  pul  to  work. 
Is  it  fair  to  suppose  that  the  official  mind  of  the  Treasury 
is  to  some  extent  in  a .stale  of  suspended  judgment  between 

these  varying  pos.sibililies? Sir  Robert  Hull:  Our  minds 

have  been  more  in  the  direction  of  saying  that  we  have 
to  use  it  deci.sivciy  if  wc  arc  to  expect  results,— 5(> 
Roper  Makiitx:  Surely  some  part  of  tnc  answer  to  the 
question  has  been  brought  out  in  Ihe  discussions  over  the 
last  few  minutes.  There  were  limes  when  monetary  policy 
appeared  to  be  working  reasonably  well  and  limes  when 
it  did  not  appear  to  be  working  reasonably  well.  When 
it  appeared  to  be  working  reasonably  well  we  wer© 
encouraged  to  go  on  with  it,  and  when  it  appeared  not 
to  be  working  so  well  we  cast  around  for  .something  else- 


2479.  The  periods  when  it  seemed  to  be  working  reason- 
ably well  were  also  periods  when  the  Bank  Rate  v/as 
high,  as  in  1956  and  in  September,  1957.  Does  not  this 
come  back  to  the  question  whether  there  has  to  be  a 
certain  level  before  it  bites  and  whether  a lot  of  things 
which  were  done  with  Bank  Rate  policy  do  not  seem  to 
have  had  any  .significance,  when  wc  look  back,  because 

they  were  not  high  enough  to  affect  the  economy?- 

Sir  Robert  Hall:  I think  that  is  fair  enough;  I do  not 
think  that  the  result  of  our  experience  ha.s  been  to  lead 
us  to  say  that  monetary  policy  Ls  no  got-d.  It  is  more  in 
the  direction  that  if  monetary  policy  is  to  be  any  good  it 
must  be  exercised  with  resolution.  Another  way  of  putting 
it  would  be  to  say  that  tl»  post-war  economy  is  less 
responsive  than  the  pre-war  economy  lued  to  be, 

^gan  in  1951  with  a stock  of  ideas  which  had  c«nc  to  us 
from  the  pre-war  period  when  less  strenuou.s  measure* 
appeared  to  produce  results.  Our  experience  suggests,  fl-t 
^ast  to  me  (and  the  Chancellor’s  statement  of  19tb 
September,  1 think,  supports  this),  that  the  range  <rf  think- 
ing has  to  be  a little  wider  and  the  idea  of  what  is  tough 
in  the  monetary  field  must  be  reconsidered 
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2480.  Chairman-.  Is  there  anything  on  paragraph  79? 

Sir  Roger  Makins:  One  might  say  a word  about  the 

drop  in  the  Bank  Rate  in  February,  1957.  This,  and  the 
reasons  for  it,  are  perhaps  more  fully  documented  than 
is  very  often  the  case,  because  it  was  the  subject  of  one 
debate  and  one  fairly  extended  intercihange  in  the  House 
of  Commons. 

2481.  Professor  Sayers:  Does  that  mean  that  you  are 

not  willing  to  add  anything? ^No ; I was  drawing  atten- 


tion to  the  fact  that  there  is  a public  documOTt  explaining 
in  some  detail  the  reasons  for  it. 

2482.  A completely  puzzling  document,  if  you  are 
referring  to  the  statement  in  the  House?-— — I am  refer- 
ring to  two  statements  in  the  House. 

Chairman : May  we  take  next  the  papers  on  the  external 
aspect? 


(Sir  Edmund  Compton  withdrew.) 


Sir  Leslie  Rowan,  K.C.B.,  C.V.O.,  a Second  Secretary,  H.M.  Treasury,  called  and  examined. 


2483.  Chairman:  I think  that  Paper  II  serves  as  a 
background  to  Paper  12,  so  may  we  take  Paper  II  first?  • 

Sir  Roger  Makins : As  you  know,  Sir  Leslie  Rowan 

is  head  of  the  Overseas  Finance  Division.  He  has  been 
there  for  many  years.  I will  ask  him  to  be  the  witness- 
in-chief. 

2484.  This  Paper  is  factual.  May  we  run  through  it  in 
the  way  we  have  been  adopting  in  order  to  see  whether 

any  questions  arise? Sir  John  Woods:  In  paragraph  6 

(/)  you  say:  “The  outflow  to  the  R.S.A.  is  now  distin- 
guished from  United  Kingdom  investment  in  Canada  and 
other  non-sterling  countries  by  being  free  from  the  require- 
ment of  Exchange  Control  approval.”  That  does  not 
imply  that  the  R.S.A.  had  a free  access  to  the  London 

market? Sir  Leslie  Rowan:  No.  In  the  first  place, 

we  have  certain  criteria  which  we  adopt  towards  an  R.S.A. 
Government  that  wishes  to  go  into  the  London  market, 
which  are  set  out  in  the  report  of  the  conference  which 
took  place  in  1952,  which  we  have  circulated  with  our 
other  paper.  It  is  also  noteworthy  that  with  only  one 
exception  we  have  not  allowed  any  subordinate  authorities 
in  the  rest  of  the  sterling  area  to  raise  money  by  issues  on 
the  London  market.  The  second  point  is  that  these 
criteria  have  been  notified  to  the  C.I.C. ; so  far  as  C.I.C. 
approval  is  required,  they  would  be  taken  into  account  in 
deciding  on  the  raising  of  new  money  in  London. 

2485.  Lord  Harcourt:  You  say:  “London.'  has 

remained  the  prime  source  of  new  capital  for  the  R.S.A. 
and  a very  large  outflow  has  been  maintained  since  the 
war  ”,  and  you  say  that  this  position  has  been  maintam^ 
" despite  the  emergence  of  the  International  Bank  ”.  Is  it 
fair  to  say  that  in  this  context  we  are  stiU  making  a great 
contribution  to  the  R.S.A.  through  the  International  Bank? 

Yes.  As  I think  you  yourself  in  particular  will  be 

aware,  we  agreed  three  or  four  years  ago  to  make  the 
major  part  of  what  is  known  as  our  18  per  cent,  contri- 
bution, 18  per  cent,  of  our  quota  in  the  I.B.R.D.,  available 
for  lending  through  the  I.B.R.D.  to  sterling  Commonwealth 
Governments  generally,  That  sum  of  £60  million  was  to 
be  spread  over  a period  of  about  5 or  6 years.  We  expect 
that  it  will  be  committed  by  1960  or  1961.  At  the  last 
meeting  of  the  International  Bank  we  agreed  to  release 
subsequently  the  remaining  £20  million  or  so  of  that 
total  amount  over  a period  of  years  which  we  have  not 
specifically  defined  but  which  will  be  a fairly  short  period. 

2486.  Only  Commonwealth  countries  ; not  colonial  terri- 
tories?  1 do  not  draw  a distinction.  I use  the  term, 

“ Commonwealth  ” as  covering  the  whole  of  the  Com- 
monwealth, including  both  dependent  and  independent 
territories. 

2487.  Chairman:  You  use  the  phrase;  . . United 
States  aid  in  grants  and  loans  and  of  increasing  United 
States  private  investment.”  Could  you  give  some  idea  of 
the  order  of  magnitude  of  that  source  for  development 
in  these  areas,  contrasted  with  what  comes  from  the 

United  Kingdom? 1 cannot  give  it  in  precise  figures, 

but  there  is  no  doubt  that  the  total  which  comes  from  the 
United  Kingdom  is  by  far  the  largest.  In  a recent  White 
Paper  (Cmnd.  237)  on  “The  United  Kingdom’s  Role  in 
Commonwealth  Eievdopment,”  we  quoted  an  estimate 
made  by  the  International  Finance  Section  of  the  Depart- 
ment of  ^onomics  and  Sociology  at  Princeton  University, 
that  something  like  70  per  cent,  of  the  external  capital  for 
the  sterling  Commonwealth  came  from  the  United  King- 
dom. 1 should  like  to  emphasise  that  that  is  not  a figure 
which  we  ourselves  have  calculated,  but  one  which  comes 
from  an  international  source. 
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2488.  That  is  recent  and  up-t'O-date? ^Yes. 

2489.  What  is  the  machinery  which  regulates  the  amount 

of  borrowing  which  can  be  done  by  Commonwealth 
Governments  on  the  London  market?  To  whom  do  they 
go  and  for  what  purpose? 'Since  the  Economic  Con- 

ference of  Commonwealth  Prime  Ministers  in  1952  we  in 
the  Treasury  should  have  a discussion  with  representatives 
of  the  Commonwealth  Government  concerned,  and  we 
should  seek  to  assess  broadly  whether  their  development 
programme  fitted  into  the  kind  of  criterion  we  had  set 
out.  That  would  obviously  have  to  be  a very  broad 
assessment.  One  of  the  important  factors  in  it  would  be 
whether  they  were  contributing  enough  from  their  local 
savings  and  taxation  to  development.  On  that  basis  we, 
as  the  Treasury,  would  recommend  to  the  Chancellor 
whether  we  thought  they  had  made  out  a case  for  borrow- 
ing, say,  £20  miUion  in  the  London  market.  They  would 
then  have  to  discuss  with  the  Bank  both  the  timing  and 
the  capacity  of  the  market  to  absorb  the  amount  which 
we  had  agreed  was  reasonable.  There  are  two  stages  to 
go  through,  and  the  first  stage  does  not  necessarily  carry 
the  implication  that  the  total  can  be  placed  at  any  par- 
ticular time  on  the  London  market. 

2490.  The  second  stage  must  obviously  be  very  diffi- 
cult. Do  you  have  auy  hand  m that? ^No.  That  is 

a matter  which  we  should  regard  as  one  primarily  for 
the  Bank,  although  on  the  home  side  of  the  Treasury 
there  would  obviously  be  informal  discussions  between  us 
and  the  Bank  because  of  the  importance  of  maintaining 
an  orderly  market  and  because  of  the  impact  w^ch  ^ere 
might  be  on  our  internal  economy  generally. 

2491.  Sir  John  Woods:  The  first  stage  was  consultation 

between  the  Treasury  and  the  authorities  of  the  country 
concerned,  I take  it  that  when  you  are  looking  at  their 
development  programme,  you  look  at  it  over  a period  of 
years?  Presumably  with  India  it  would  be  the  next  Five 
Year  Plan? ^The  period  varies  with  the  country  con- 

cerned. In  that  case  there  happens  to  be  a Five  Year 
Plan.  In  most  cases  they  will  be  looking  forward  some 
years.  The  Central  African  Federation  would  be  looking 
forward  certainly  two  or  three  years. 

2492.  Professor  Cairncross:  Do  you  suggest  that  they 
might  borrow  in  some  other  market  when  you  go  over 

their  programmes? Our  attitude  on  this  has  somewhat 

changed  in  recent  years.  When  I first  came  to  this  work, 
our  attitude  would  have  been  that  we  should  hope  and 
expect  that  they  would  do  the  maximum  borrowing  within 
the  sterling  area,  on  the  basis  that  that  would  not  involve 
continuing  external  claims  on  our  reserves.  Recently,  our 
attitude  has  been  much  more  to  encourage  Governments 
within  reason  to  borrow  from  outside  the  sterling  area. 
One  point  in  our  minds  has  been  the  very  obvious  ^nt 
that  there  is  now  a shortage  of  savings  and  a shortage 
of  capital  generally  for  external  investment.  Secondly, 
the  sterling  area  as  a whole,  or  the  Commonwealth  as  a 
whole,  if  you  like  to  take  it  wider  and  include  Canada, 
is  not  likdy  to  be  able  to  develop  at  an  adequate  pace 
within  its  own  savings  and  resources;  it  is  therefore  reason- 
able to  look  outside. 

2493.  If  any  Commonwealth  country  wanted  to  borrow 
outside  the  sterling  area,  would  it  inevitably  consult  you 

first? ^It  is  under  no  obligation  to  consult  us  first,  but 

normally  we  have  fairly  close  contacts  with  all  Common- 
wealth countries  and  we  should  hear  of  it.  On  the  whole, 
I would  expect  a Government  to  make  inquiries  about  the 
possibilities  of  borrowing  in  the  London  market  before 
going  outside  ; but  they  are  under  no  obligation. 

N3 
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2494.  Have  any  public  companies  in  the  ^mmonwealth 
borrowed  in  the  New  York  market?  Within  the  li^ts  of 
their  own  credit,  they  are  free  to  do  so,  are  mey^ 
— iWe  can  do  nothing  about  it  in  the  United  Kingdom  as 
such ; but,  now  that  you  have  put  'the  question,  I cannot 
give  a case  straight  away.* 

2495.  Would  a British  company  be  free  to  do  that? 

A Brit^  company  would  require  approval. 

2496.  In  this  respect,  as  far  as  you  know,  there  is  not 
complete  equality  of  status  between  companies  m different 
parts  of  the  Commonwealth  under  existing  exchange 

restrictions? 1 do  not  think  there  is  complete  equality  ; 

but  as  you  know,  by  and  large  the  exchange  control 
systems  of  the  sterling  Commonwealth  are  based  on  a 
common  pattern,  and  I would  therefore  expect  there  to 
be  some  similarity  between  the  freedom  of  private  com- 
panies within  the  sterling  Commonwealth  as  a whole, 
including  the  United  Kingdcro,  to  terrow.  1 would 
expect  more  simikrity  than  dissimilarity. 

2497.  Mr.  Woodcock  \ When  you  described  the  position 
first,  I got  the  impression  that  in  the  first  stage  you_  were 
concerned  mainly,  if  not  entirely,  with  the  advisability  of 
borrowing  from  the  point  of  view  of  the  country  which 
wished  to  borrow,  whether  they  should  borrow  the  amount 
externally  or  raise  it  internally  by  loans  or  taxation.  Your 
later  answers  seemed  to  indicate  that  you  also  concern 

yourself  with  the  availability  of  finance  here? ^Yes. 

These  questions  all  border  on  the  question  of  external 
investment,  and  it  might  perhaps  help  to  clarify  some  of 
the  points  if  I said  something  in  general  about  that.  As 
you  know,  over  ffie  last  few  years  we  have  invested  a 
very  considerable  sum  net  abroad  each  year.  The  invest- 
ment is  not  entirely  free  from  some  form  of  control.  Per- 
haps I could  take  it  in  three  stages:  first,  the  United 
Kingdom  resident  is  not  subject  to  any  control  on  the 
movement  of  his  own  funds  within  the  sterling  area, 
though,  of  course,  if  he  wants  to  raise  new_  money,  the 
problem  of  the  C.I.C.  arises.  Second,  a resident  of  the 
R.S.A.  wanting  to  raise  money  in  this  country  has  to  go 
through  the  ordinary  control  of  the  C.I.C. ; but,  as  I made 
clear  earlier,  as  far  as  Commonwealth  borrowers  are  con- 
cerned, we  have  permitted  only  Governments  to  borrow 
in  the  market.  They  are  not  concerned  with  the  C.I.C. 
The  third  method  in  which  finance  is  made  available  is 
through  the  International  Bank. 

As  far  as  investment  in  the  non-sterling  area  is  con- 
cerned, that  is  subject  to  specific  exchange  controls,  in 
each  case  subject  to  criteria. 

Mr.  Woodcock  was  raising  .the  question  whether  we 
look  at  this  from  both  points  of  view — what  they  require 
and  what  we  require ; I think  we  do.  This  is  a very 
important  change  from  pre-war  policy.  It  has  been  our 
specific  aim,  as  you  know,  to  seek  to  earn  a surplus  on  our 
current  account  of  an  amount  sufficient  to  cover  not  only 
this  but  also  debt  repayments,  and  to  build  up  the  reserves. 
Although  we  have  not  succeeded  in  reaching  our  objective 
every  year,  we  have  had  the  attainment  of  that  surplus 
as  part  of  a conscious  policy,  The  reason  that  we  have 
done  that  is  not  wholly  connected  with  the  requirements 
of  the  borrowing  countries.  We  have  had  our  own 
interests  in  mind.  I could  put  it  under  a number  of  head- 
ings. First  of  all,  as  we  point  out  in  the  paper,  one  of 
the  essential  features  oC  the  sterling  area  system  has  been 
that  people  look  to  London  as  a source  of  capital.  The 
question  which  one  has  to  ask  oneself,  if  one  is  tHinking 
whether  that  ought  .to  be  reduced  or  stopped,  is  what 
impact  that  would  have  on  the  whole  system.  The  impact 
could  be  economic  and  it  could  be  political.  I do  not 
want  to  go  into  the  latter  but  both  impacts  exist.  The 
second  point  is  that  a good  deal  of  the  investment  which 
we  do,  for  instance  investment  in  oil,  is  to  develop  new 
and  vital  sources  of  raw  materials  which  are  of  great 
importance  to  this  country*  Another  important  point 
is  to  maintain  and  develop  assets  which  we  already  have 
abroad.  When  we  are  looking  at  these  factors  we  try 
to  get  a balance  between  those  three  sides  of  the  question 
That  is  the  broad  way  in  which  we  look  at  the  matter 
when,  we  come  to  the  first  stage. 

2498.  Professor  Cairncross:  An  oil  company  domiciled  in 
Britain  would  reqime  your  authority  before  making  an 
issue  overseas.  Would  an  oil  company  domiciled  in 


* See  Appendix  to  Minutes  of  Evidence. 


Aniiitralia  reauire  the  permission  of  the  Australian  Govern- 
Yes.  ^h^  I.M.F.  Report  on  Australian 
Exchange  Restrictions  says  that  there  are  no  restrictions 
on  the  receipt  of  capital  from  abroad  except  that  residents 
must  obtain  exchange  control  approval  before  incurring  a 
liability  to  a non-resident. 

2499.  Who  assumes  the  transfer  risk  when  loans  are 
raised  in  dollar  countries  on  behalf  of  Commonwealth 
Governments?  Do  Her  Majesty’s  Government  issue  a 

guarantee  of  any  kind? No.  The  loan  would  be 

denominated  in  dollars  and  would  be  repaid  in  dollars. 

2500.  You  rely  on  the  Commonwealth  Government  to 
exercise  their  judgment  before  making  an  issue  abroad, 
although  you  encourage  them  to  go  abroad  if  you  do  not 
think  they  can  be  accommodated  in  the  London  market, 
But  in  all  the.se  cases  the  transfer  risk  ultimately  Calls  on 

the  British  Government’? The  dollars  have  to  be  repaid 

from  the  reserves  unless  they  are  repaid  from  the  country 
concerned  or  in  some  other  way. 

2501.  Lord  Hurcourt:  There  is  no  risk  in  that.  If  the 
borrowing  is  $10  million  the  liability  is  to  repay  $10 
million.  The  only  risk  falls  on  the  borrower  who,  if  he 
wishes  to  l>orrow  that  amount  in  dollars,  may  have  to 
put  up  more  sterling  with  wliieh  to  buy  those  dollars 

when  he  repays? As  long  as  you  maintain  the  exchange 

value  of  the  currency,  there  is  nothing  in  it.  If  you  do 
not  do  so,  the  independent  Commonwealth  country  might 
have  to  produce  additional  resources  to  supply  those 
dollars. 

2502.  Professor  Cairncross'.  T wa.s  contrasting  this  with 
the  kind  of  arrangement  which  exists  when  we  import 
coal  and  then  re-export  it.  If  we  as  a country  borrowed 
in  the  New  York  market  wc  could  dearly  raise  the  money 
more  cheaply  than  could  some  Commonwealth  Govern- 
ments. Should  we  not  a.ssume  exactly  the  same  obligations 
in  the  long  run.  if  wc  borrowed  and  then  allowed  the 
Commonwealth  Governments  to  borrow  here?  Have  you 

contemplated  that? No,  wc  have  not ; so  far  wc  have 

never  borrowed  in  the  New  York  market.  Wc  have  had 
other  accretions  to  our  rc.serve.s  hut  not  in  that  way. 

2503.  Professor  Cairncross:  You  could,  of  cour.se,  con- 

tract the  size  of  the  sterling  area.  If  a government  had 
borrowed  in  New  York  and  had  contracted  dollar  obliga- 
tions, and  if  subsequently  it  were  expelled  from  the  sterling 
area,  it  would  fall  on  that  government  to  find  the  neces- 
sary dollars  and  it  would  not  have  ucccm  to  the  pool? 

I do  not  think  you  can  abstract  one  particular  clement 
from  a situation  uml  assume  that  all  the  other  elements 
remain  the  same.  If  you  could  do  that  abstraction,  the 
answer  to  your  quc.slion  woiitcl  be.  Yea  : but  I do  not  think 
you  could  do  it. 

2504.  The  lran,sfer  risk  is  u very  long-term  risk.  We 

are  assuming  an  obligation  not  for  a year  but  perhaps  for 
20  or  30  years,  as  long  as  wc  assume  that  the  sterling 
area  will  be  maintained'? Yes. 

2505.  Chairman:  In  considering  whether  to  encourage 
these  loans  from  outside  the  sterling  urea  in  dollars  or 
other  hard  currencies,  is  it  relevant  to  consider  whether  the 

area  concerned  is  itself  a dollar-carning  area'.’ On  the 

whole  the  answer  to  that  is.  No.  In  present  exchange 
conditions,  I do  not  think  we  could  reasonably  look  at  the 
dollar  as  something  apart.  In  loi>king  at  our  position 
and  our  reserves,  the  relevant  point  is  how  the  .sterling 
area  as  a whole  is  doing  v»,wl-v?.r  the  rest  of  the  world 
as  a whole.  In  the  totality  of  the  sterling  area  reiation- 
shiPi  I think  wc  should  get  into  great  diUlculty  if  wc  put 
the  feet  of  dollar-earning  as  something  quite  apart  from 
the  fact  of  dollar  saving  or  the  fact  of  earning  other 
currencies. 

2506.  I had  in  mind  that  some  parts  of  the  area  must 

be  ^eat  contributors  in  hard  currency  to  our  total  rc.servM, 
while  others  cannot  be.  Hut  that  is  not  a relevant  dis- 
tinction in  whether  you  encourage  them  to  borrow  outside 
London?-- No,  Sir. 

. Sir  Reginald  Verdnn  Umiih:  Is  your  considcra- 
hon  of  sterling  area  Government  projects  an  ad  hoc  opera- 
tion in  relation  to  each  .spccilic  project  with  which  they 
Mme  forward,  or  is  there  an  endeavour  from  time  to  lim* 
to  bring  a number  of  things  into  common  j>erspcctivc  and 

possible  priorities? First  of  all, 

Ihe  country’s  programme  at  a whole,  io  so 
tar  as  the  Government  wishes  to  etwne  to  the  London 
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market.  We  Aould  not  'be  looking  at  individual  pro- 
jects. Thc  only  case  in  which  individual  projects  are 
concerned  in  this  way  would  .be  through  the  IBRD 
where  money  is  allocated.  Jn  so  far  as  trying  to  make 
a proper  division  of  the  total  available  money  to  various 
countries  is  concerned  (if  one  can  decide  what  is  proper) 
that  js  something  on  which  we  have  to  exercise  our  judg- 
ment as  w©  go  along,  in  the  knowledge  of  what  we  think 
countries  are  likely  to  ask  for  and  what  requests  are 
hkely  to  be  received.  It  is  a matter  in  which  we  have 
tod  to  exercise  a certain  amount  of  judgment  in  the  case 
of  the  International  Bank  money.  It  would  be  .possible 
there  fw  some  Governments  to  get  more  than  might  seem 
reasonable,  but  _ there  is  no  hard  and  fast  rule  about 
It.  It  ,is  a question  of  trying  to  assess  die  position  as  you 
go  along.  ^ 

Paragraph  6 (a)  deals  with 
the  degree  of  discrimination  still  remaining  within  the 
sterling  aro^  It  says:  “Hence  some  measure  of  dis- 
cnmmation  has  been  for  some  years  (though  to  a steadily 
diminishing  extent)  one  of  the  practices  ...  of  the  Area  ” 
Would  you  say  that  in  the  case  of  any  particular  sterling 
area  country  including  the  United  Kingdom,  it  araounti 
at  prwent  to  something  significant,  in  the  sense  that  there 
would  be  a substantial  increase  in  dollar  expenditure  if  the 
restrictions  on  ^ports  from  the  dollar  area  were  further 
decreased?—  ^There  is  a substantial  measure  of  discrim- 
mation.  Naturally  it  varies  from  country  to  country. 
In  our  case  we  have  removed  all  discrimination  on  basic 
foodstulTs,  raw  materials  and  .so  forth,  but  we  have  not 
removed  discrimination  on  a large  number  of  manufac- 
tured  articles,  The  particular  interests  of  other  members 
ot  the  Commonwealth  might  be  different.  They  might  be 
more  interested  in  maintaining  discrimination  against  some 
of  the  things  against  which  we  do  not  discriminate.  They 
each  consider  their  own  point  of  view  and  their  own 
interest.  We  have  not  done  an  exercise  on  the  total 
additional  effect ; it  would  be  very  difficult  to  do  because 
two  things  could  happen  if  we  removed  discrimination, 
and  because  it  depends  on  the  position  of  supply  and 
<^mand  in  various  areas  of  the  Ckimmonwealth.  One  of 
the  two  things  which  could  happen  if  we  removed  discrim- 
ination i.s  that  purchases  could  be  transferred  from  one 
source  to  another.  If  discrimination  is  worth  its  salt  and 
is  really  justifiable,  that  would  reduce  the  cost  on  our 
balance  of  payments.  The  second  thing  is  that  it  would 
let  in  goods  the  demand  for  which  exists  but  the  supply 
of  which  has  been  frustrated  because  of  the  discrimina- 
tion. If  one  removed  discrimination  in  the  sterling  area, 
m total,  I think  the  second  element  would  be  pretty  sub- 
stantial : but  I could  not  give  any  estimate,  and  I think 
It  would  be  very  difficult  to  obtain  one. 


2509.  Professor  Cairrtcross:  By  the  same  token  you 
could  not  compare  the  degree  of  discrimination  practised 

in  the  different  countries? ^No.  I think  it  would  be 

very  difficult  to  do  that.  One  tries,  on  the  whole,  to 
maintain  a certain  similarity.  We  have  not  all  let  up 
our  discrimination  quickly  ; we  have  let  up  gradually  from 
a position  of  complete  control.  Although  we  have  all 
gone  forward  more  or  less  at  the  same  pace,  there  have 
been  variations ; the  items  on  which  we  have  chosen  to 
go  ahead  have  differed. 


2510.  Chairman:  In  paragraph  8 you  say: 

“ World  trade  depends  upon  an  adequate  payments 
mechanism.  It  is  vital  to  the  United  Kingdom  that 
such  a mechanism  should  be  maintained,  both  because 
of,  our  national  interest  in  world  economic  progress 
and  because  of  our  dependence  on  international  trade. 
Sterling  plays  the  major  role  in  this,  and  there  is  no 
substitute  for  it.  Certain  particular  advantages  flow 
from  this  position  of  sterling.  First,  United  Kingdom 
citizens,  because  they  are  able  to  use  their  own 
currency  over  a large  part  of  the  world,  are  themselves 
saved  the  inconveniences  of  operating  in  foreign 
currencies,  and  they  have  access  to  vital  raw  materials 
on  the  most  favourable  terms  on  the  commodity  markets 
established  in  the  United  Kingdom.” 

Would  you  enlarge  on  the  significance  of  the  second 

half  of  that  sentence? ^The  commodity  markets  are 

established  in  this  country  and  our  own  citizens  can 
purchase  on  those  markets  not  only  for  current  but  also 
for  forward  requirements.  As  we  think  that  these  com- 
modity markets  provide  one  of  the  best  and  most 
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efficient  exchanges  of  commodities,  it  means  that  our 
citizens  do  not  have  to  go  through  any  of  the  problems 
of  currency  control  which  the  citizens  of  other  countries 
have  to  face  or  to  meet  the  additional  charges  which  they 
might  have  to  bear  in  order  to  purchase  commodities  sold 
in  centres  outside  this  country.  I am  afraid  that  the 
amount  of  space  given  to  these  three  things  might  suggest 
that  these  particular  advantages  are  of  great  importance. 
They  are  important,  but  the  main  importance  is  in  the 
first  half  of  the  paragraph,  which  is  the  importance  of 
maintaining  sterling  as  an  international  medium  of 
exchange. 

2511.  Professor  Cairncross:  I am  afraid  that  I do  not 
follow  this.  There  is  no  difficulty  about  making  pay- 
ment, apart  from  capital  movements,  and  there  are 
obstacles  to  capital  movements  even  inside  the  sterling 
area.  As  long  as  one  can  pay,  does  it  matter  in  which 

currency  one  pays? No,  I suppose  it  does  not.  I 

should  have  thought  that  traders  in  this  country  would 
find  advantages  in  having  the  commodity  markets  here. 

2512.  Do  not  those  markets  exist  here  largely  because 
this  is  a large  market,  not  because  we  have  a particular 

payments  organisation? ^They  exist  here,  too,  because 

sterling  is  an  international  currency  ; and  a third  reason, 
I think,  is  that  we  do  it  rather  well.  I should  have 
thought  there  were  those  three  elements  in  the  situation. 

2513.  It  is  the  second  I aim  asking  about.  Is  the  exis- 
tence of  sterling  as  an  international  means  of  payment 
the  important  consideration?  You  may  say  that  freedom 
of_  trade  between  Commonwealth  countries  rests  on  the 
existence  of  a common  means  of  payment,  but  that  would 

be  a different  argument? We  say  that  the  United 

Kingdom  depend.^  greatly  on  world  trade,  and  expanding 
world  trade.  The  second  proposition  which  we  make  is 
that  sterling  plays  a very  iimpontant  pant  in  the  processes 
of  W'Orld  toade,  and  of  expanding  world  trade.  The  ffiird 
proposition  is  that  there  is  no  real  alternative  to  sterling 
for  that  role.  You  could  not  abstract  sterling  and  the 
sterling  area  and  the  sterling  system  from  that  role  without 
doing  very  considerable  damage  to  world  trade. 

2514.  Professor  Sayers'.  I find  that  puzzling.  Is  it 
not  conceivable  that  something  else  could  be  used  as  a 

means  of  payment? 'It  is  perfectly  conceivable  that 

something  else  could  be  used  as  a means  of  payment ; 
but  we  have  a system  now  witli  sterling  which  is  working, 
and  the  difficulty,  when  you  ask  whether  something  else 
could  be  used,  is  to  see  how  that  process  would  come 
about  without  a great  deal  of  disruption. 

2515.  I see  that  a switoh  overnight  to  some  other  system 
would  cause  considerable  dlsimption,  but  I cannot  see 
why  the  system  could  not  change  over  a period  of  time  and 
people  be  practically  as  comfortable  afterwards  as  before, 
apart,  that  is,  from  your  three  particular  advantages,  which 

seem  to  me  substantial  points? When  you  say  “ over  a 

period  of  time”  I would  not  wish  to  argue,  because  if 
you  look  at  developments  since  1931  it  is  clear  that  the 
dollar  has  pdayed  a much  more  important  part  in  trade, 
and  particularly  has  played  a mudh  more  important  part 
as  a reserve  currency.  A change  is  going  on  the  whole 
time.  All  this  documen<t  tries  to  say  is  ffiat,  as  we  find 
ourselves  at  the  moment,  sterling  is  of  great  importance. 

I should  add  that,  as  far  as  one  can  see  into  the  future, 
sterling  will  be  of  very  great  importance. 

2516.  Lord  Harcourt:  Does  it  not  go  even  a little 
deeper?  You  say  that  since  1931  the  dollar  has  increased 
in  importance ; I agree  with  you  when  you  add  “ as  a 
reserve  currency”.  I am  not  convinced  that  the  dollar 
has  increased  in  importance  as  a trading  currency.  There 
were  two  opportunities,  in  1919  and  1946,  when  one 
thought  that  America  was  in  a ipeifeot  position  to  mono- 
polise the  whole  world  trade.  In  the  twenties  the  New 
York  market  made  a conscious  effort  to  change  the 
trading  currency  from  sterling  into  dollars,  but  it  was 
unable  to  do  so,  so  firmly  entrenched  was  the  habit  of  a 

large  part  of  ffie  world  of  dealing  in  sterling. 

Professor  Cairncross:  Is  this  altogether  fair?  I think  the 
question  ought  to  divide  the  world  into  countries  within 
■the  sterling  area  and  countries  outside.  Clearly  sterling 
is  inevitably  used  by  such  countries  as  are  in  the  sterling 
area.  The  interesting  point  is  why  they  persist  in  being 
members  of  file  sterling  area.  If  we  take  the  countries 

N4 
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outside  the  sterling  area,  surely  their  settlements  have  to 

an  increasing  extent  been  in  other  currencies? 1 suppose 

it  is  true  that  they  have  increasingly  been  in  other  cur- 
rencies, depending  on  the  period  of  time ; but  the  fact 
remains  that  a large  number  of  settlements  between 
countries  which  are  not  members  of  the  sterling  area  take 
place  in  sterling. 

2517.  Professor  Sayers:  That  is  a matter  of  growth 
over  a time.  In  the  history  of  world  trade  many  othOT 
ourrencies  'have  been  used  at  different  times.  What  is  it 
■Aat  makes  sterling  so  very  much  more  oonvenient  than 
anything  else  and  which  gives  ourselves  and  the  world 

great  advantage? can  cmly  say  that  a large  number 

of  people  use  it  and  see  great  advantage  in  using  it.  The 
practical  test  is  that  that  is  the  position.  As  this  Paper 
tries  to  explain,  this  system  grew  up  naturally.  The  impor- 
tant thi.Tig  is  that  'the  central  reserve,  or  whatever  term  you 
like  to  tise,  is  not  something  which  did  not  exist  before 
the  existence  of  exchange  controls ; it  was  a natural 
phenomenon  which  grew  up  and  developed  as  a system, 
I presume  because  the  Qty  of  London,  combined  with  our 
overseas  development,  established  throughout  the  world 
a system  of  banking  and  merchaating  which  offered  better 
opportunities  to  people  to  trade  and  to  hold  money  than 
any  other  system. 

2518.  Chairman:  I think  you  have  been  more  modest 
than  has  suggested.  You  were  saying  tha^  if  you 
want  expanding  international  trade,  with  which  our  own 
interests  in  the  Unit^  Kingdom  are  very  much  connected, 
you  must  at  the  same  'time  have  an  effective  system  of 
mtemational  payment,  and  that  up  to  now  sterling 
provides  lhat  better  than  anything  else? — ■ — ^Yes. 

2519.  You  do  not  see  it  being  displaced  in  the  future? 

am  not  saying  that  it  may  not  be  displaced  in  the 

future,  buft  'that  at  the  moment,  and  as  far  as  I can  see 
^ead  in  the  future,  it  does  not  seem  to  me  that  there  is 
a replacement  for  it. 

2520.  Professor  Cairncross:  Do  you  agree  that  there  is 
a distinction  between  a multilateral  system  of  trade,  from 
which  we  derive  great  advantage,  and  the  eustence  of  a 
comm<m  currency,  which  might  be  the  foundation  of  that 
muItDateral  system  but  which  could  conceivably  be  some 

oiHxency  other  than  sterlmg? is  perfectly  conceivable 

that  it  could  be  scene  currency  other  than  sterling.  All 
I am  saying  is  that  at  die  moment  to  a very  large  degree 
it  is  sterling,  and  that  any  sudden  change  woidd  mean 
a disruption  of  trade,  because  the  .two  things  go  together. 
It  would  be  difScult  to  regard  a multilateral  system  of 
trade  as  an  abstract  system  apart  from  the  method  of 
settlement  We  provide  a VCTy  important  method,  sterling, 
and  to  change  that  abruptly  for  any  reasem  would  be  a 
very  great  disservice  not  only  .to  world  trade  but  to  our 
interests  in  particular  and  to  the  Commonwealth  as  a 
whole. 

2521.  We  have  the  European  Payments  Union,  with  a 

systan  of  multilataal  trade  for  ^ countries  who  are 
members  of  that  Union.  Settlement  can  be  effected  there, 
and  is  nctf  always  effected  through  sterli^.  Do  not  the 
countries  who  are  parties  to  that  system  equally  share 
the  advantages? ^May  I put  a question  to  you?  Do 


you  contemplate  the  European  Payments  Union  working 
effectively  without  sterling?  Do  you  not  think  that 
sterlmg  is  the  foundation  of  the  Union,  giving  some 
currency  which  can  take  you  out  of  .that  narrow  group  and 
enabling  settlements  to  be  made  with  countries  outside 
that  group?  Sterling  ocmes  in  and  goes  out  of  the  group. 
If  you  are  asking  whether  E.P.U.  'is  a very  good  system, 
my  answer  is  'that  it  would  be  a small,  inward-looking, 
bilateral  group  without  sterling ; it  would  be  a group 
which  in  the  end  would  lapse  into  discriimnation  without 
sterling  and  would  not  work  in  a wider  system. 

2522.  I agree  that  it  would  not  ibe  a very  satisfactory 

system  if  ^e  sterling  area  were  not  m it. The  staling 

area  is  not  in  it  The  United  Kingdom  is  in  it 

2523.  Sterling  Area  countries  in  effect  extend  the  same 
liberal  facilities  to  members  of  the  E.P.U.  as  to  one 

anotiier? Is  the  converse  true?  I do  not  think  it  is 

true  to  say  that  the  sterling  area  is  a member  of  E.P.U. ; 
sterling  and  the  United  Kingdom  are. 

2524.  The  essence  of  a multilateral  trading  systan  is  to 
be  able  to  bring  all  the  various  dealings  with  a numbw 
of  countries  to  a common  settlement.  That  surely  is  true 
of  E.P.U.,  and  the  currency  used  for  the  purpose  is  not 

necessarily  sterling? ^The  EE.U.  has  been  an  extremely 

valuable  system  in  relation  not  only  to  Europe  but  to 
world  trade  as  a whole,  but  I think  it  would  have  been 
much  less  valuable  if  sterling,  one  of  the  major  currencies 
in  it,  had  not  been  an  intematicmal  currency  and  instead 
bad  been  a currency  'like  the  Swiss  franc. 

2525.  Professor  Sayers : Tinning  to  paragraph  8 again, 
and  to  the  sentence  'beginning  “ Finally  ; has  any 
estimate  'been  made  recently  of  the  value  of  the  City  of 
London  as  an  export  industry?— -Could  we  look  at  that 
and  let  you  know?* 

2526.  Professor  Cairncross:  In  paragraph  9 you  deal 
with  “ the  counterpart  of  these  advantages,”  by  which 
I take  it  you  mean  the  disadvantages  of  the  system. 
Presumably  these  disadvantages  would  not  appear  if  we 
had  full  convertibility.  They  originate  in  the  inconverti- 
bility of  currencies.  Do  you  agree  that  they  take  the  form 
of  a lack  of  symmetry  between  the  position  of  the  country 
acting  as  central  bank  and  the  other  members  of  the 
system,  in  that  there  can  be  no  guarantee  that  any  member 
of  the  system  is  a net  contributor  to  the  pool  of  con- 
vertible currencies  whereas  the  central  reserves  cannot  be 
in  deficit?  Is  it  not  a one-sided  obligation  <m  the  part 
of  the  banker  cotmtry  to  maintain  its  reserves,  wWch  has 
no  counterpart  in  a similar  oibligation  by  members  to  pay 
in  more  than  they  take  out  over  a period  of  years.  This 
might  not  matter  if  there  were  convertibility,  but  clearly 

it  does  if  there  is  inconvertibility? We  have  at  times 

run  a deficit.  What  we  say  is  that,  if  we  run  a deficit, 
then  this  could  have  results  not  commensurate  with  the 
size  of  the  deficit,  because  it  would  affect  confidence. 

2527.  Professor  Sayers : The  size  of  the  deficit  you  can 

afford  to  run  depends  on  the  size  of  the  reserves,  and  that 
is  where  the  central  country  is  at  a disadvantage  compared 
with  the  others? 1 think  that  is  so. 

Chairman : This  is  very  interesting,  and  we  should  like 
to  follow  it  up  next  week,  while  it  is  stiU  hot  in  our  minds, 
^ee  Qn,  2528. 


{Adjourned  until  Thursday  28fft  November,  1957,  at  10.30  am.) 
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2528.  Chairman : I want  to  return,  before  we  go  on,  to 
the  last  sentence  of  paragraph  8 of  the  Treasury’s  Paper 
11,*  to  which  I thialr  Sir  Leslie  Rowan  promised  we  mi^t 
come  back,  about  “ tie  banking,  insurance  and  similar 
transactions  carried  out  in  London.”  I expect  most  of 
us  have  seen  recently  attempts  to  give  figures  of  what  I 
believe  has  been  called  the  export  value  of  these  transac- 
tions. H one  is  going  to  give  figures  one  has  to  define 
the  operations  to  which  one’s  figures  are  rdated.  One 
attempt  gave  a figure  of  about  £30  million  attributable 
to  su^  opeirations ; somebody  else,  giving  a more  precise 
build  up,  a round  figure  of  £110  rnMon.  What  is  your 

comment,  Sir  Leslie,  on  figures  of  this  kind? Sir  Leslie 

Rowan-  Since  you  asked  me  this  at  our  last  meeting,  1 
have  been  in  touch  with  the  Bank  of  England  who 
advise  us  on  Ithese  matters.  Jif  one  'takes  the  net 
earnings  of  this  country  arising  out  of  this  international 
business  I could  give  you  fignires,  but  I must  confess  they 
are  approximate  figures.  They  fall  under  four  broad 
headings ; insurance ; merchantmg ; baoikiiig  services 
widely  defined,  such  as  short-term  lending ; and  brokerage, 
which  includes  stock  exchange  operations.  The  figures 
under  those  heads  amount  to  rou^y  £125  million.  The 
analysis  of  that  is  roughly  as  follows:  insurance,  about 
£40  million,  merchanting  about  £30  million,  banking  ser- 
vices widely  defined  about  £25  million,  and  brokerage 
about  £30  ■Tnillion-  These  figures  do  not  take  into  account 
payments  of  interest  on  sterling  balances ; that  I would 
regard  as  something  somewhat  dMereoL 

2529.  Professor  Cairncross:  Are  ’the  figures  net  or 

gross?' They  are  net.  There  might  be  some  more 

detail ; the  statisticians  might  get  'together  on  this.  There 
might  be  certain  payments  which  would  be  made  in  other 
ways ; for  example,  if  an  oil  company  were  to  charter  a 
ship,  that  might  be  returned  in  the  o£  figures  rather  dian 
under  this ; 'but  subject  to  that  they  are  the  net  figures. 

2530.  Chairman : That  is  a current  estimate? ^These 

are  the  figures  over  the  last  year  or  so. 

2531.  On  this  matter  of  maintaining  the  international 
character  of  sterling,  I would  like  to  get  your  view  as  to 
what  our  policy  is  in  seeking  to  maintain  it.  One  might 
put  it  simply  on  'the  'business  ground  that  it  pays  us  to  do 
it.  Again,  one  might  put  it,  and  it  is  certaMy  dealt  with 
in  your  paper,  on  the  wida*  groimd  that  if  you  are  to 
have  a sterling  area  at  all,  or  indeed  a live  political 
relationship  with  flie  Commonwealth,  it  is  one  of  the 
services  that  you  must  give.  Thirdly,  <me  might  put  it 
on  a purely  practical  basis  that  you  cannot  get  out  of  it 
even  if  you  wanted  to.  How  would  you  de^  with  those 

three  aspects? Perhaps  I could  take  your  aspects  as 

I go  through  what  I want  to  say  about  Qiat,  which  falls 
under  three  broad  headings.  Tfie  first  is ; can  we  wind 
up  the  sterling  area?  The  second  question  is:  how  have 
sterling  and  the  sterling  system  served  us  in  the  United 
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Kingdom  and  Commonwealth,  and  perhaps  wider  world 
interests  as  well,  in  the  period  since  the  end  of  the  war? 
And  the  third  question,  depending  on  one’s  ansWCT  to  the 
second  is:  can  it  be  made  to  do  so  either  as  well  or 
'better  in  the  future?  I take  the  question  whether  it  has 
served  us  well  in  a broad  sense,  and  I think  that  will 
cover  the  pcmts  which  you  raised. 

(1)  The  first  question  is : can  we  wind  it  up?  The  answer 
to  that  is,  no.  One  can  see  that  clearly  by  looking  at 
the  balance  sheet  at  -the  end  of  oui  paper,  the  relation 
of  -our  asserts  to  our  liabilities.  I do  not  think  that  is 
the  end  of  that  particular  question,  because  we,  and  I 
thmk  many  orthop  people  who  discuss  this  problem, 
axe  very  concerned  to  improve  our  extern^  monetary 
position,  that  is,  to  get  our  assets  into  a better  relation- 
ship with  our  liabilities.  But  in  our  thinking  about  this, 
it  seems  to  us  that  there  is  the  world  of  difference  between 
the  objectives  which  we  seek  when  we  have  attained  this 
better  relationship.  Are  we  doing  this  because  we  think 
the  system  is  a burden,  an  incubns,  something  which  does 
not  serve  our  wider  interests ; are  we  really  wanting  to 
get  out  of  it?  Or  are  we  doing  it  because  we  feel  it  is 
something  which  is  valuable  to  ourselves,  to  the  Com- 
monwealth, and  to  the  world?  I 'think  a great  deal  of 
'the  foreign  opinion  -will  'be  affected  by  our  attitude  on 
that.  (If  our  artti'tude  is  that  this  is  something  whicii  is 
(not  worfli  (while,  ■ao  incubus,  which  we  want  to  ^ve  up, 
then  I lihi(nk  foreign  Oipinioo  W'Ould  be  adversely  affected. 
They  would  oot  'have  the  same  view  about  our  currency, 
and  their  attitude  of  mind  would  have  a major  impact 
on  the  very  important  faxstor  which  runs  through  all  our 
paper,  namely,  confidence, 

Before  I come  .to  the  second  question,  whether  sterl^ 
and  the  sterling  s^^tem  have  served  us  well,  I woiuld  like 
•to  deal  wi'th  two  pointe.  You,  Mr.  Chairman,  I think, 
raised  the  question  whether  it  -was  an  important  factor 
in  'the  Comnsonwealth  relationship,  including  the  political 
■relatioo^p.  As  one  looks  at  sterli'ng  'policy,  it  is  essential 
(to  bear  ip  mind  that  k is  our  cunrency,  and  it  is  the 
reserve  cunrency  a'ud  the  trading  currency  of  aH.  the 
roembeis  of  the  sterling  area.  In  looking  at  the  problems 
of  sterling  o(ne  'would  not  make  much  sense  if  one  did 
not  oonsidex  them  in  relation  to  the  totality  <rf  one’s 
policies,  'blether  our  general  economy  is  sound, 
wheffier  sterling  is  sound,  is  something  on  which 
must  be  based  our  view  about  what  policies  we 
can  carry  out,  political,  military  or  social  The  first 
rtbi'ng  dm  .tbinking  iab(Xit  Ithe  pitoblems  of  sterling,  is 
that  one  is  bound  to  think  about  the  problem  as  a whole. 
The  second  'thing  is  that  the  sterlffig  system  is  centred  on 
London  ; therefore  when  the  Commonwealth  are  thinking 
about  these  matters  they  tend  to  think  a good  deal  about 
London.  I have  rayseff  been  to  all  the  Commonwealth 
Economic  and  Finance  C(?nferences  since  1951,  and  my 
experience  is  that  thra-e  is  a very  strong  feeling  within  the 
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Commonwealth,  for  the  kind  of  reasons  which  I have 
given,  that  sterling  is  one  of  the  most  important  links 
in  the  Commonwealth ; and  not  merely  an  economic 
iink,  but  an  important  link  in  the  totality  of  Common- 
wealth relationships.  If  one  looks  at  the  problems  oi 
sterhng  dimply  as  though  they  were  econoinic  problems, 
excluding  from  one’s  considerations  the  wider  political 
considerations  of  what  might  happen  if  sterling  ceased 
to  be  a unifying  element  within  the  Commonwealth,  then 
one  is  not  considering  the  problem  in  its  totality. 

The  other  point  I want  to  deal  wi&  is  this.  What- 
ever  view  may  'be  held  about  the  actions  that  we  have 
taken  or  the  judgment  which  inspired  those  actions,  one 
thing  is  absolutely  clear:  we  have  not  looked  at  sterling 
or  the  increasing  use  of  sterling  as  a financial  objecpe 
standing  by  itself.  This  became  very  clear  when  we  had 
our  1952  Conference.  We  have  constanfly  sought  to  make 
our  financial  arrangements  serve  what  we  consider  to  be 
our  major  objective,  which  is  the  objective  of  trade.  The 
idea  is  that  financial  policy  is  the  handmaiden  of  trade 
and  not  the  master.  I wanted  to  make  those  twoi  matters 
clear  before  going  on  to  the  second  question,  because 
they  are  important. 

(2)  Of  course  it  is  not  enough  just  to  say  that  we  cannot 
wind  up  the  sterling  area.  That  does  not  provide  any 
basis  for  policy.  The  real  question  is  the  second  one: 
has  it  served  us  well?  There  are  some  propositions  which 
there  is  no  need  to  argue,  which  one  has  to  take  for 
granted ; I hope  they  are  taken  for  granted.  The  first 
proposition  is  that  we  live  by  external  trade.  The  second 
proposition  is  that,  if  that  is  so,  it  is  a major  interest 
of  the  United  Kingdom  that  world  trade  should  expand, 
and  that  there  should  be  the  mechanism  to  ensure  that 
that  expansion  takes  place.  Our  view  has  been  that  the 
sterling  system  has  played  an  irreplaceable  part  in  this 
process  which  has  gone  on  steadily  since  the  end  of  the 
war.  I would  like  to  give  you  four  broad  headings  under 
which  I think  the  system  has  served  us  well. 


(a)  First,  liquidity.  It  would  probably  be  generally 
agreed  that  one  of  the  major  problems  in  the  post-war 
expansion  of  world  trade  has  been  the  question  of 
liquidity,  or  reserves,  or  whatever  you  like  to  call  it,  out- 
side the  United  States.  In  what  I am  going  to  say  “ outside 
the  United  States”  means  “the  free  world  outside  the 
United  States  and  excluding  Communist  countries,” 
because  we  have  not  the  figures  for  the  Communist  coun- 
tries. The  statistics  I am  now  going  to  use  come  from  the 
I.M.F.  document  of  International  Financial  Statistics.  If 
we  take  reserves  outside  the  United  States,  in  1937  the  pro- 
portion of  reserves  to  imports  cj.f.  was  60  per  cent. ; 
in  1956  ^e  figure  was  35  per  cent.,  a very  considerable 
reduction.  As  members  of  the  Committee  will  be  aware 
there  has  been  at  periods,  and  there  is  particularly  at 
the  moment,  a major  question  of  maldistribution.  The 
reserves  are  not  in  any  way  equally  spread  according  to 
the  liabiliitiea  which  the  particular  currencies  have  in 
relation  to  world  trade,  is  .the  part  that  sterling 

has  played?  Sterling  is  formally  inconvertible  at  the 
moment ; but  it  is  very  important  to  realise  that,  so 
far  as  the  sterling  area  is  concerned,  and  for  this 
purpose  of  supporting  trade,  sterling  serves  as  good  a 
purpose  as  any  of  the  other  currencies  can.  According 
to  tile  general  policy  which  we  follow,  any  sterling  area 
country  can  always  change  any  sterling  it  has  in  I^ndon 
for  current  purposes  into  any  foreign  currency.  Therefore, 
for  the  purpose  of  supporting  trade  it  is  just  as  con- 
vertible as  the  other  currencies.  Equally,  as  you  know, 
other  non-sterling  countries  can  use  their  sterling  over  a 
very  wide  area  of  the  world. 


These  are  the  approximate  figures.  In  1949  the  total 
of  reserves  ouitside  the  United  States  (as  I have  defined 
this)  was  $22,000  million,  of  which  gold  accounted  for  45 
per  cent.,  sterling  for  45  per  cent.,  and  dollars  for  10  per 
cent.  In  1956  the  total  had  increased  to  $34,000  million  ; 
gold  accounted  for  the  same  proportion,  about  45  iwr 
cent. ; the  proportion  of  sterling  had  fallen  from  45  per 
cent,  to  27^  per  cent.,  though  the  actual  amount  being 
a smaller  proportion  of  a higher  total,  was  about  the 
same;  and  the  proportion  of  dollars  had  gone  up  from 
10  per  cent,  to  27^  per  cent.  In  passing  one  can  make 
toe  pomt  that  that  indicates  the  increasing  importance  of 
toe  dollar  as  a reserve  currency.  It  is  also,  I think  a 
tairly  clew  commentary  on  the  general  policies  which 
the  United  States  has  followed  in  relation  to  international 


problems,  because  clearly  the  United  States  has  not  by 
any  means  been  .running  a trade  deficit. 

Those  figures  show  that  now,  at  this  time,  sterling  is 
providing  a quarter  of  the  total  reserves  in  the  sense 
that  I have  defined  them.  If  one  ticcept,s  that  there  has 
been  an  absolute  shortage,  then  tliat  is  a vital  element 
not  only  in  our  future  but  in  the  future  of  the  world  as 
a whole ; and  if  one  is  going  to  say  that  we  .should  wind 
up  the  system,  I think  one  i.s  bound  to  ask  what  is  going 
to  replace  that  element,  and  what  arc  going  to  be  the 
difficulties  and  distortions  while  that  replacement  takes 
place. 

ib)  The  second  major  heading  is  the  ccntralLsalion  of 
reserves,  which  takes  place  through  the  proce.sscs  which 
we  have  described  in  our  paper,  namely,  the  gravitation 
of  foreign  exchange  earnings  within  the  .sterling  area  to 
London.  I do  not  think  that  that  wants  a great  deal 
of  argument.  It  provides  an  economy  in  re.serves.  If 
everybody  had  to  operate  on  their  own  without  ccntralisa- 
tiem  of  that  kind,  the  total  requinxi  to  support  a freer 
trade  policy  would  certainly  be  greater. 

(c)  The  third  major  heading,  which  comes  much  more 
closely  to  the  United  Kingdom,  is  the  distribution  ^ 
sterling  balances.  Jf  one  takes  the  position  .since  the 
end  of  the  war  to  the  latest  date,  which  is  mid-1957, 
one  sees  that  thi.s  hits  been  the  broad  pattern : the  balances 
of  the  non-slcrling  area  have  fallen  by  about  £6()0  million, 
by  rather  more  than  a half ; the  indcjwndcnt  sterling 
area  has  gone  down  by  about  £.3.50  million  : and  the 
colonial  holdings  have  gone  up  by  about  £900  million. 
It  seems  to  me  that  in  that  there  has  been  an  adjuslmwit 
which  has  been  of  great  importance  and  great  value  to 
both  .sides.  For  the  reasons  given  in  our  paper,  I feel 
that  sterling  is  much  stronger  if  more  of  the  total  is 
held  in  the  hands  of  the  sterling  area.  It  is  also  a great 
advantage  to  the  colonics,  which  have  no  ineanH  of 
investing  locally,  to  be  able  to  invest  their  funds  in 
I^ndon. 

(d)  The  fourth  major  heading  I have  dealt  with ; it  is 
the  point  which  Professor  Sayers  rai.sed  earlier,  the  whole 
question  of  the  United  Kingdom  earnings,  the  figures  for 
which  1 gave  a little  while  ago. 

It  seems  to  me  that  under  llu>sc  four  heads  sterling 
and  the  sterling  .system  have  served  not  only  our  need.s 
but  CommonweaUh  and  world  needs,  and.  despite  the 
dilflculllcs  that  we  have  had,  and  the  .shortages  of  reserves 
in  relation  to  liabilities,  it  has  carried  t«it  the  job  pretty 
well. 

(3)  Then  the  third  question  is:  wh;il  is  our  iwlicy  as 
regard.?  the  future;  how  do  we  look  :il  it?  Our  main 
aim,  of  _cour.se,  is  to  improve  the  rehition  of  our  a.s.sels 
to  our  liabilities.  That  is  the  reason  wc  h:tve  .souglit,  if 
not  .succeeded  in  achieving  in  full,  .since  3952.  a .surplus 
on  our  current  external  trade  of  £.t(X)  to  £350  million. 
We  hope  that  through  that  process  it  will  be  powibie  to 
do  two  things ; first,  to  increase  the  reserves,  and 
secondly,  to  reduce  the  liahiliticH,  thereby  making  a better 
relationship  between  the  two.  One  sees  u certain  .amount 
of  discussion  on  the  basis  that  this  is  almost  an  impossible 
tosk.  _ None  of  us  is  under  any  illusions  as  to  its  dillicuUy. 
But  in  the  five  and  a half  years  including  and  sinw 
1952,  in  which  we  have  had  a certain  amount  of  dis- 
ruption, our  average  annual  external  current  surplus  was 
£175  million.  _ If  we  had  managed  to  increase  that,  not 
to  the  £300  million  to  £350  million  which  wc  mentioned, 
but,  say,  to  £2.50  million,  by  another  £75  million  a year 
on  average,  which  is  not  an  excessively  large  figure,  then 
during  that  time  our  external  position  would  have  been 
strengthened  to  the  extent  of  £400  million.  I only  quote 
those  figures  because  I want  to  show  that,  though  the 
problem  of  dealing  with  our  exlcm;il  monei;iry  position 
IS  difficult,  it  is  not  by  any  mc.itis  insoluble.  Si>  I think, 
as  I_say,  that  our  policy  must  be  to  aim  .it  this  better 
relationship  between  our  assets  and  lubjlities.  so  as  to 
keep  the  system  going  and  .sirengthcri  it. 

One  could  look  at  the  post-war  period  as  two  periods 
which  run  into  each  other,  the  neriod  of  reconstruction, 
and  towards  the  end  of  that  the  start  of  a period  of 
reamament.  During  both,  there  was  cxp:iiulmg  world 
trade,  and  there  was  also  the  problem  of  infiation.  It  is. 
i tomk,  at  any  1.116  possible,  if  wc  cmiUi  obtain  the 
kmd  of  surplus  wc  set  ours^ves,  to  go  into  a third 
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period  where  we  shall  be  able  to  invest  more  in  improving 
our  external  monetary  position.  I do  not  think  that  is 
an  insuperable  task.  But,  if  I may  return  to  what  I 
started  with,  I believe  that  this  will  very  much  depend 
upon  the  view  which  we  ourselves  take  about  the  role  of 
sterling  and  the  sterling  system  as  a permanent  and  useful 
element  in  our  own  econ'Omy  and  in  the  Coiuimonweadth 
and  world  economy. 

2532.  Chairman:  Thank  you  very  much,  Sir  Leslie. 

Taking  the  order  of  magnitude  of  the  export  value  of 
sterling  as  an  international  currency  which  you  have  given 
us,  what  kind  of  proportion  does  that  figure  bear  to  the 
total  value  of  our  export  trade? Roughly  3t  per  c«it. 

2533.  One  cannot  help  being  struck  by  the  large  shift 
in  the  overseas  sterling  holdings,  from  countries  outside 
the  sterling  area  and  the  independent  countries  dn  the 
sterling  area  to  those  who  still  have  colonial  status  in 
the  sterling  area.  It  is  not  a virtual  certainty  that,  as 
they  come  forward  from  colonial  status  to  independent 
status,  there  will  be  larger  claims  for  the  use  of  those 

balances  than  we  meet  today? ^Yes.  On  the  whole 

experience  has  shown  that,  as  countries  become  inde- 
pendent, they  tend  to  make  larger  claims  on  their  balances. 
Of  course  there  are  one  or  two  other  factors  which  are 
important.  Colonies  get  certain  special  assistance  from 
this  country  which  is  not  given  to  independent  Common- 
wealth countries ; to  that  extent  there  is  an  offset.  The 
other  factor  is  that  many  of  these  counlTics  want  to  use 
their  balances  fcr  development,  and  there  is  a limit  on 
the  speed  at  which  useful  development  can  take  place. 
Thus  wo  have  recently  had  a very  large  run  down  in  the 
sterling  balances  of  India,  for  example. 

2534.  Professor  Cairncross:  Taking  your  hypothesis  of 
an  average  annual  balance  in  our  favour  of  £250  million 
instead  of  £175  million,  and  supposing  that  the  whole  of 
that  difference  had,  as  it  might  well  have  turned  out, 
consisted  of  additional  exports  to  the  colonial  countries, 
would  you  have  regarded  the  corresponding  run  down  of 
balances  standing  to  their  credit  as  something  of  great 

importance  for  the  strength  of  sterling? It  depends. 

In  general  our  objective  is  to  reduce  liabilities  and  increase 
the  assets.  But  if  you  ask  me  whether  I should  have 
regarded  it  as  a strengthening  of  sterling  for  the  colonial 
balances  as  a whole  to  have  come  down  by  £400  million 
during  the  period  of  five  and  a half  years,  I am  bound  to 
say  that  I should  like  to  see  it  in  much  more  detail.  At 
first  sight  I should  be  inclined  to  have  some  doubt,  because 
I should  have  thought  that  would  have  meant  a rate  of 
consumption  of  a character  which  they  would  not  be  able 
to  sustain,  and  that  that  would  be  likely  to  oome  back 
in  further  claims  on  our  economy  later  on. 

2535.  That  would  not  be  the  most  useful  purpose  to 
which  an  additional  surplus  on  our  balance  of  payments 

could  have  been  put  over  that  period? It  would  not  be 

the  most  useful,  and  it  would  not  be  the  least  useful.  As 
we  have  said  in  our  paper,  the  holdings  are  in  excess  of 
what  is  really  required,  and  where  reductions  can  be  made 
without  falling  into  dangers,  that  would  toe  a strengthening. 

2536.  May  I widen  the  question  a little?  When  you 
put  forward  the  suggestion  for  a much  higher  current 
balance  of  payments  in  favour  of  this  country  without 
reference  to  the  other  sterling  area  countries,  there  are 
three  purposes  to  which  the  favourable  balance  might  be 
put : an  increase  in  long-term  investmeait  mside  the  sterling 
area,  an.  increase  in  the  reserves  held  in  London,  or  a 
reduction  in  liabilities ; does  it  not  make  a great  deal 

of  difference  to  which  purpose  it  is  put? ^Yes.  We 

have  tried  to  explain  in  paragraph  26  and  the  following 
paragraphs  of  our  paper  on  Monetary  Policy  and  External 
Economic  Problems*  the  kind  of  purposes  to  which  this 
surplus  would  go. 

2537.  1 appreciate  that ; I think  _ the  important  ques- 
tion is,  which  do  you  regard  as  prirnary?  You  have  no 
guarantee  whatever  it  would  accrue  in  one  form  raither 

than  another? You  cannot  say  it  would  necessarily 

accrue  in  one  way  rather  than  me  other.  It  is  clear 
that  we  have  certain  specific  repayment  obligations. 

2538.  At  the  moment  the  policy  declared  by  the  Govern- 
ment is  that  of  seeking  to  improve  the  current  balance 

of  payments  of  this  country? ^It  is  not  quite  liinited 

to  that;  it  is  pant  of  our  Commonwealth  policy;  it  is 
a auestion  of  the  sterling  area  as  a whole- 

* Memoranda  of  Evidence,  Part  II  No.  12. 


2539.  But  there  is  a primary  onus  on  this  country.  It 
is  we  who  put  Bank  Rate  at  7 per  cent. ; as  far  as  I am 
aware  7 per  cent,  is  not  the  rate  ruling  throughout  the 

Commonwealth  at  this  moment? ^I  quite  agree ; but 

some  of  the  other  countries  have  taken  fairly  drastic  steps 
in  relation  to  their  external  situation;  for  example,  India. 
It  is  a different  position  there,  I know  ; I agree  that  we 
are  primarily  responsible  for  our  own  balance  of  pay- 
ments situation,  and  unless  we  deal  with  this  then  we  do 
not  improve  the  ratio  of  our  assets  to  our  liabilities. 

2540.  There  is  no  question  about  the  negative  proposi- 

tion ; it  is  the  positive  proposition  I am  trying  to  see 
my  way  through,  Certain  measures  which  we  might  take 
to  improve  our  balance  of  payments  might  have  the  effect 
of  making  things  more  difficult  for  the  rest  of  the  sterling 
area ; in  improving  our  reserves  we  might  be  running 
down  theirs.  Is  not  this  conceivable,  and  indeed  not  un- 
likely, in  certain  circumstances? 1 agree  that  there 

may  be  a conflict  of  interests,  in  the  sense  that  we  are 
seeking  to  maintain  the  value  of  sterling,  and  it  might 
have  a difficult  impact  on  other  sterling  area  countries. 
But  there  is  a balance  of  interests,  because  their  interest 
is  not  only  in  their  own  current  balance  of  payments 
situations,  but  in  the  long-term  position  of  sterling.  I 
should  have  thought  that  was  their  major  interest. 

2541.  But  they  have  not  the  direct  interest  which  we 
have  in  the  accumulation  of  convertible  currency  in  the 
London  reserves.  1'hey  react  to  the  movement  in  their 
reserves,  which  are  sterling  reserves ; we  reaot  here  largely 
to  the  movement  in  our  reserves,  which  are  dollar  reserves. 
Therefore  there  is  not,  as  I was  trying  to  put  to  you  at 
our  last  meeting,  a complete  symmetry  in  the  interests 
of  the  two  groups,  the  outer  sterling  area  and  the  United 

Kingdom? ^Thcre  may  not  be  a complete  symmetry ; 

but  there  is  one  outstanding  fact,  and  that  is  the  main- 
tenance of  the  value  of  sterling.  Whatever  may  be  the 
temporary  impact  on  their  balance  of  payments,  their 
major  interest  surely  lies  in  that. 

2542.  Do  you  believe  they  act  as  promptly  and  as 
decisively  when  the  dollar  reserves  of  the  United  King- 
dom are  running  down  as  does  the  British  government? 

1 do  not  think  they  do ; but  I am  not  by  that  saying 

that  they  do  not  have  the  dollar  reserves  very  much  in 
mind,  because  they  must  .see  their  position  in  relation  to 
sterling  in  so  far  as  their  currency  depends  on  sterling. 
It  is  certainly  one  factor  in  their  consideration.  There 
are  obviously  two  factors,  their  own  reserve®  and  the 
position  of  sterling. 

2543.  But  there  have  been  times  in  the  post-war  period 
when  they  have  been  interested  in  retaining  the  British 
market  and  we  have  been  interested  in  buying  from  them 
without  any  particular  regard  to  what  might  be  the  in- 
direct consequence  on  earnings  of  foreign  exchange  out- 
side the  sterling  area.  May  I pursue  in  a more  positive 
way  the  point  I was  trying  to  get  to  from  the  discussion 
on  reserves?  You  put  to  us  quite  properly  that  this  is 
not  simply  an  economic  issue  but  a political  issue,  and  that 
the  association  of  a large  number  of  countries  is  to  some 
extent  governed  by  their  practice  in  trading  in  sterling. 
It  is,  as  I understand  it,  the  policy  of  the  Government  to 
move  towards  a closer  association  with  Europe  and  the 
Free  Trade  area.  There  will  then,  presumably,  be  intro- 
duced, politicaa  considerations  affiecling  the  use  of  ster- 
ling (and  sterling  reserves,  that  might  call  for  further  con- 
sideration of  how  the  sterling  area  would  work.  Has 
that  given  rise  to  any  suggestion,  for  instance,  as  to  a 
pooling  ^ reserves  between  the  United  Kingdom  and 
European  coimitries,  or  any  action  of  that  kind?  No  one 
obviously  wants  to  move  towards  a system  in  which 

everybody  transfers  from  sterling  to  dollars? ^I  think 

that  the  pooling  of  reserves  is  only  another  way  of  saying 
that  you  are  going  to  have  a common  management  ca 
your  currency ; and  if  you  have  a common  management 
of  currency  you  are  going  to  have  common  management 
of  economic  policy ; and  if  you  have  common  manage- 
ment of  economic  policy  then  you  must  have  common 
legislatures,  and  so  forth  ; therefore  pooling  our  reserves  fe 
merely  a way  of  saying  federation  or  confederation.  The 
answer  to  your  question  is  no. 

2544.  When  you  discussed  liquidity  in  some  detail 
earlier,  you  showed  that  .the  use  of  doflars  had  increased. 
There  might  be,  in  appearance  at  least,  a prospect  of  the 
international  liquidity  problem  becoming  in  a sense  one 
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not  only  from  tiie  point  of  view  of  sterling  but  much  irore 
general.  You  would  agree,  I imaging  that  the  intrMUC- 
tion  of  the  European  Payments  Union  increased  inter- 
national liquidity  very  considerably  without  doing  any 
damage  to  sterling? ^Yes. 

2545.  So  it  is  possible  to  increase  international  liquidity 
widioat  either  scrapping  the  sterling  area  or  switching  to 
the  use  of  ^Ilais.  Do  you  not  think  anything  finther 
can  be  done  along  those  lines,  flirougih  the  International 

Monetary  Fund  or  in  any  other  way? A number  of 

tViHrifpi  could  ’be  dcKue.  The  International  Monetary  Fund 
still  have  at  ithear  disposal  a fair  proportion  of  the  convert- 
ible currencies  which  are  either  paid  in  gold  or  on  call, 
although  they  have  m'ade  very  large  lendings  in  the  last 
year,  amounting  I should  think  to  S2,000  mdlMon. 
It  is  perfectly  possible  to  thinV  of  ways  in  whidi^  that 
could  be  increased.  For  etample,  there  have  been  discus- 
sions from  time  to  time  as  to  whether  quotas  should  be 
increased ; that  would  take  with  it  an  immediate  payment 
of  a certin  proportion  in  gold.  That  would  be  a pool- 
ing of  reserves 

2546.  Without  sacrifice  of  sovereignty? ^with  some 

preliminary  sacrifice  of  liquidity,  because  it  would  be 
taking  it  away  from  the  individual  countties  to  put  it 
into  the  pool.  There  are  other  conceivable  possibilities  of 
increasing  liquidity  without  straining  individual  reserves, 
such  as  fliat  the  International  Bank  might  borrow,  or  the 
hitemational  Fund  might  borrow. 

2547.  You  gave  us  the  impression  that  you  did  not 
attach  importance  to  'these  alternative  methods  of  making 

the  existing  reserves  go  furtiier? hope  I did  not;  I 

did  not  intend  to.  It  would  be  contrary  to  my  argumfiiit, 
because  my  argument  is  that  reswves  ?a  a total  are  very 
inadequate.  I also  argued  that  the  gravitation  of  reserves 
towards  London  was  important,  because  that  provided  a 
help,  on  'the  sense  that  if  you  have  them  all  together  you 
require  ’less  in  total  than  if  you  have  them  separately. 
If  I gave  you  that  impression  I retract  it  mow.  I do  not 
in  any  way  wish  to  minimise  the  importance  of  these  con- 
siderations, because  it  would  be  flying  in  the  face  ol  facts. 

2548.  The  positive  suggestion  you  put  was  that  we 
should  seek  to  increase,  our  reserves  through  having  a 

favourable  balance  of  payments? ^toprove  our  external 

nsonetary  situation  'by  increasing  the  reserves  and  by  reduc- 
mg  our  liabilities ; I did  not  say  'that  the  only  way  was 
by  increasing  the  reserves. 


2549.  The  means  was  a larger  available  surplus  on  thf 
ba,lance  of  paymeH’ts.  If  there  are  any  other  proposals  1 

think  we  should  know? 1 do  not  think  there  are  any 

other  pr^oposals.  You  asked  me  whether  there  were  othei 
ways  in  which  intemational  liquidity  could  be  improved, 
in  relation  to  the  International  Monetary  Fund  ; ^ere  are 
but  they  are  not  absolute  improvements.  At  Ae  presenl 
moment  the  Internationa  Monetary  Fund  has  adequate 
resources  to  carry  out  ite  needs  ; unless  its  needs  were 
changed,  in  which  case  they  would  have  possibly  tc 
mcrease  tiieir  resources.  As  you  know  they  have  com- 
mitted a sum  of  over  $700  million  to  the  U K as  a 
standby  ; from  .that  they  have  uncommitted  in  gold 
or  U.S.  doUars  a sum  of  something  ■over  $1,250  million. 

2550.  In  'the  course  of  the  last  six  months  the  balance 

ot  payments  m this  oountry  was  favourable  but  we  were 
pra<^cally  .oblig^  to  suspend  payment  of  foreign  curren- 
cies?  1 would  not  accept  that. 

2551.  At  any  rate  we  lost  very  heavily  from  the 

reserves  which  wait  back  to  an  extremely  liow  fizure? 

I agree  with  tiiat.  * 


2552.  This  is  a situation  which  could  clearlv  recur  1 
we  were  to  lose  another  $700  million  in  the  same  t^io 
a we  l<Mt  the  last,  do  you  see  any  reason  why  confine 

be  mamtamed? ^Anything  is  possible  in  th‘ 

world , but  I do  not  know  if  it  is  very  profitable  fc 
w on  what  could  or  could  not  b 

‘“S' 

still  lave  hat 

ii  the  balance  of  payments  had  been  favourabV  f 

lie  taue  of  £350  minion? was  tavonraW  ° thoua 

not  to  the  tans  ot  £350  mfllion,  tat  the  oS  tasS 
ot  the  test  ot  the  sterling  area  was  no.t  so  tavSSrabh 


A favourable  balance  of  payments  must  help,  but  h 
certain  conditions  of  confidence  it  would  not  be  the 
determinant.  That  is  what  wc  have  tried  to  say  in  para- 
graph 34  of  Paper  No.  12:  "The  central  feature  of 
‘confidence’  has  been  'that,  having  regard  to  the  limita- 
tions of  our  external  monetary  position,  doubt  has  existed 
over  our  capacity  to  carry  out  our  domestic  programmes 
without  running  into  inflation.  Other  factons  have  from 
time  to  time  had  important  effects,  but  this  has  been  the 
continuing  one.”  ,If  the  situation  is  one  of  doubt  on  our 
internal  position,  and  superimposed  on  it  there  are  external 
factors  as  well,  then  we  are  running  into  a very  serious 
situation  and  shall  lose  a lot  from  the  reserves. 

2554.  But  the  one  practical  means  of  improvement  is 
that  we  should  aim  at  a more  favourable  balance  of 

payments? 1 am  here  dealing  with  the  external  aspect. 

But  it  is  not  right  to  consider  ithe  exlcrral  piMition 
irrespective  of  the  internal ; they  arc  part  of  the  same 
thing.  I was  looking  through  the  evidence  to  the 
Macmillan  Committee,  and  I think  Sir  Henry  Strakosch 
said  ithere  that  you  cannot  separate  domestic  from  foreign 
policy  in  monetary  affairs.  That  is  exactly  our  poailion. 
In  these  papers  we  have  called  attention  to  our  other 
paper  on  monetary  policy  and  the  control  of  economic 
conditions.  I should  be  extremely  unhappy  to  think  that 
we  ht^  given  the  impression  that  we,  locking  at  the 
problem,  have  said : “ If  you  have  £300  to  £350  million 
that  is  all  right,”  because  that  is  contrary  to  our  view, 
and  contrary  to  what  we  have  .said  in  the  paper.  We 
have  sought  to  point  out  in  paragraph  34  that  the  most 
determining  element  is  confidence,  and  that  confidence  is 
essentially  related  to  what  we  are  doing  here  at  home. 

2555.  You  did  not  point  out  that  the  position  of  the 

outi2r  sterling  area  might  be  even  more  important? 

Whether  the  position  of  the  outer  sterling  area  would  be 
even  more  iimpoTta,nt  I myself  doubt.  I believe  that  the 
determinant  in  this  position  is  the  policy  of  the  United 
Kingdom  ; it  is  our  currency,  and  we  ourselves  are  bound 
to  follow  policies  which  take  into  account  the  policies 
of  the  outer  sterling  area.  That  Ls  the  object  of  the  £300 
to  £350  million. 

2556.  Chairman:  I am  not  clear  how  far  the  inde- 
pendent members  of  the  sterling  area  keep  reserves  other 

than  'their  sterling  reserves  in  London? Wc  cannot  give 

any  details  of  their  holdings  from  our  own  statistics,  as 
there  is  the  banker-client  relationship  involved  in  that 
Nevertheless  most  of  these  countries  publish  statistics  of 
their  own,  or  relevant  statistics  arc  publish^^d  by  the 
various  authorities.  A great  number  of  ihe  independent 
sterling  area  countries  hold  gold  reserves  or  dollar  reserves 
of  their  own. 

2557.  Is  that  a growing  practice? It  has  grown 

somewhat.  We  do  all  wc  can  to  resist  it,  bccnu.se  we  feel 
the  policy  should  'be  the  one  which  we  set  out  in  our 
paper : if  they  can  meet  all  ihcir  external  exchange  require- 
ments in  London  then  there  is  no  need  to  have  inde- 
pendent gold  reserves.  Some  countries  have  them  for 
historical  reasons,  for  example  India,  dating  from  the  time 
of  independence.  Other  countries  have  them  for 
geographical  reasons,  because  they  produce  gold.  As 
countries  have  progres.sed  they  have  established  their  own 
central  banks,  and  it  has  been  thought  right  to  endow 
them  with  certain  reserves.  But  the  procevs  of  increase 
over  the  last  five  or  six  years  has  been,  quite  a slow  one. 

2558.  Sir  John  Woods:  You  said  that  the  colonial 
sterling  balances  had  risen  by  £900  million,  and  that  you 
thought  that  had  been  of  material  advantage  to  us,  pre- 
sumably because  the  balances  were  held  in  more  secure 
hands,  and  also  an  economy  of  reserves.  If  the  Common- 
wealth have  increased  their  balances  by  something  like 
that  amount,  and  at  the  same  time  (he  purchasing  viue 
ot  their  currency  is  dropping,  is  that  altogether  to  the 

advantage  of  the  colonial  countries? It  is  an  aspect 

of  inflation. 

2559.  One  aspect  of  confidence  in  sterling  is  the  coa- 
ndence  of  the  sterling  area  holders  of  sterling ; so  this 
peat  increase  of  their  holdings  of  a currency  which  seems 
to  be  depreciating  in  value  faster  than  others  seems  to 

have  a marked  importance? Certainly.  You  will  have 

seen  the  very  great  importance  it  has  in  the  statement 
recently  made  on  the  internal  value,  which  is  in  the  Icmg 
nm  the  same  as  the  external  value,  of  sterling. 
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2560.  Lord ‘Harcourt:  You  have  stated  that  the  holders 
of  sterling  balances  have  the  right  to  call  on  the  central 
reserves  for  foreign  currencies  to  meet  their  current 
requirements.  The  recently  independent  territories  have 
all  got  huge  development  programmes,  so  ^Aat  feey  will 
clearly  want  to  use  part  of  their  sterling  balances.  To 
what  extent  is  a development  plan  in  such  a territory 

looked  upon  as  a “current  purpose”? ^Entirely 

because  expenditure  on  a development  plan  can  only 
express  itself  ultimately  in  Iheir  external  balance  of 
payments. 

2561.  The  totality  of  their  development  programmes 

may  become  a charge  on  the  central  reserve? Yes. 

2562.  Professor  Sayers'.  You  mentioned  the  importance 
of  the  sterling  connection  as  part  of  the  broad  political 
connection  of  the  Commonwealth.  How  does  Canada 
stand  in  relation  to  this,  because  Canada,  one  hopes  is 

very  much  inside  the  political  connection? Sir  Leslie 

Rowan : Canada  comes  to  all  our  discussions,  although 
she  is  not  a member  of  the  sterling  area.  It  is  quite 
clear  from  her  attitude  that  she  considers  sterling  as  being 
a very  important  clement  in  Commonwealth  affairs,  not 
excluding  her  own.  Sterling  is  very  important  economically 
to  Canada,  because  her  trade  with  the  United  Kingdom 
is  very  important.  She  sells  us  much  more  than  she  buys 
from  us,  and  therefore  the  strength  of  sterling  is  some- 
thing to  which  she  must  inevitably  attach  a great  deal 
of  importance  in  the  pattern  of  her  trade.  Then  Canada, 
throughout  my  experience,  has  attached  very  great 
importance  not  merely  to  the  economic  but  also  to  the 
political  aspect  of  sterling ; and  we  have  had  evidence 
of  that  recently  in  the  desire  of  the  Canadians  to  have 
the  Commonwealth  Trade  and  Finance  Conference  in 
Canada  next  year. — Sir  Roger  Makins:  That  is  clearly 
underlined  by  the  events  of  the  recent  conference  at 
Mont  Tremblant,  after  which  the  Canadian  delegation 
gave  a picture  in  the  communiqud  of  the  importance  they 
attached  to  the  maintenance  of  the  whole  complex  of 
which  sterling  forms  a part. 

2563.  Mr.  Woodcock:  Could  you  not  say  the  same 

of  the  United  States? ^Yes,  but  in  much  more  general 

terms. 

2564.  Professor  Sayers:  The  fact  that  London  has  the 
central  rc.serve  on  which  the  whole  sterling  area  draws 
means  that  in  a time  of  drain  on  those  reserves  the 
immediate  compulsion  to  act  is  on  us.  You  said,  I think, 
that  that  does  not  mean  the  other  countries  do  not  do 
something  about  it,  but  they  are  not  under  the  same  com- 
pulsion to  take  immediate  action.  That  means  that  we 

have  to  take  the  first  brunt  of  a storm? Sir  Leslie 

Rowan : Yes,  for  two  reasons : because  it  is  our  currency, 
and  because  our  external  monetary  position  is  much  more 
vulnerable  than  that  of  the  other  countries  of  the  sterling 
area. 

2565.  Is  that  not  because  we  lare  the  jentre  of  the  area? 

1 wonder  whether  that  is  important ; the  ratio  of 

our  assets  to  our  liabilities  does  not  arise  from  the  fact 
of  the  sterling  area.  These  debts  are  due,  and  would  be 
there  whether  there  was  a sterling  area  or  not ; if  it  were 
not  we  might  have  had  to  pay  those  debts  in  a different 
way. 

2566.  But  compulsion  arises  from  the  draft  on  the 

central  reserve  of  other  countries ; that  is  something  that 
is  not  necessarily  related  to  our  debts  inside  the  sterling 
area,  is  it? ^Not  necessarily,  no. 

2567.  You  can  have  in  fact  very  big  swings  in  the  capital 
plus  current  balance  of  payments  of  the  whole  sterling 
area  with  the  outside  world  for  reasons  quite  unconnected 

with  the  existence  of  those  sterling  area  debts? ^That 

is  true. 

2568.  It  does  mean  we  may  have  to  stand  the  im- 

mediate brunt  of  a drain  which  may  result  from  what  is 
going  on  in  other  parts  of  the  sterling  area  rather  than 
what  is  happening  here? ^Yes,  that  also  is  true. 

2569.  In  taking  this  action  in  a storm,  we  have  in  the 
past  had  two  alternatives:  we  could  let  the  reserves  mn 
down,  or  we  could  take  action  that  in  fact  attracted  out- 
side people  to  the  holding  of  sterling  and  frightened  them 
off  borrowing  sterling,  and  by  that  means  we  brought 
about  a very  quick  change  in  ifhe  capital  position  of 
the  sterling  reserve  in  relation  to  the  outside  world. 
The  position  noiw  is  that,  because  we  have  to  stand  the 


first  brunt,  we  mtist  have  enormous  reserves,  as  has  been 
shown,  unless  we  can  find  some  way  of  controlling  or 
influencing  very  sharply  capital  commitmaits,  as  we  used 
to  before  1914,  when  we  operated  the  system  on  what  has 

been  called  a thin  film  of  gold? With  the  qualification 

that,  unless  you  are  earning  an  adequate  external  surplus, 
that  cannot  be  done,  I agree.  The  confidence  side,  as  I 
tried  to  point  out,  is  a very  iniiportant  dement. 

2570.  But  the  size  of  the  swing  can  offset  the  external 
surplus  at  any  time.  Would  you  not  say  the  possible  swing 
in  a matter  of  weeks  could  be  hundreds  of  millions  of 

pounds? A great  deal  too  much  can  be  made  of  the 

impact  of  the  policies  of  ±e  rest  of  the  sterling  area. 
Over  the  period  from  1946  to  the  middle  of  1957  they 
have  in  fact  increased  their  balances  and  only  in  one  year, 
1947,  has  the  net  run  down  of  their  balances  over  the 
whole  field  been  more  than  £100  million.  In  relation 
to  the  £300  to  £350  million  a year  we  have  set  ourselves 
to  achieve  on  our  cairrent  account,  that  has  not  been  a 
problem  which  on  ite  own  could  have  caused  us  to  lake 
very  drastic  action. 

2571.  Professor  Cairncross:  I assume  this  is  averaged 
out,  and  that  there  were  big  differences  in  the  behaviour  of 

different  parts  of  the  sterling  area  in  that  period? 

have  not  got  all  the  figures  in  mind,  but  obviously  there 
were ; one  would  be  going  up  while  the  other  is  going 
down. 

2572.  Without  looking  at  the  figures  In  detail,  from 

what  you  told  us  at  the  beginning  some  countries  were 
consistently  earning  a surplus,  and  others  were  con- 
sistently, or  almost  consistently,  in  deficit? ^I  think  that 

is  going  too  far.  For  example,  during  the  first  period  of 
her  first  five-year  plan  India  practically  made  no  drawings, 
and  in  certain  years  increased  her  balances ; and  Australia 
is  a country  where  there  have  been  great  ups  and  downs. 

2573.  Are  the  figures  that  you  gave  us  net  of  any 
capital  movement  out  of  this  country  to  these  areas? 

^They  represent  their  total  position,  on  Kcternal 

account,  current  and  capital. 

2574.  Professor  Sayers:  Coming  back  to  my  point  about 
the  swings,  confidence  in  sterling  may  be  lost  for  reasons 
to  do  with  the  outside  sterling  area,  or  for  reasons  to  do 
with  ourselves  ; but  when  confidence  is  lost  the  swing  that 
is  possible  in  sterling  is  not  determined  by  the  leads  and 
lags  that  are  possible  just  in  United  Kingdom  trade,  but 
the  leads  and  lags  possible  in  the  whole  of  the  sterling 

area’s  trade  with  the  outside  world? ^I  entirely  agree 

with  that ; w©  have  made  the  point  in  our  paper  that 
guite  small  changes  can  lead  to  very  large  results.  This 
is  what  is  sometimes  called  a marginal  problem:  it  always 
seems  to  me  that  our  position  is  that,  if  we  have  a margin 
on  the  right  side,  then  it  is  fairly  good ; if  we  have  a 
margin  on  the  wrong  side,  we  can  go  a long  way  down. 

2575.  This  is  something  that  did  not  bother  us  at  one 

time,  because  although  we  had  infinitesimal  gold  reserves 
we  were  able  to  influence  the  leads  and  lags  very  quickly 
indeed,  by  changing  the  rate  of  interest.  Is  that  not 
right? ^Yes,  I think  that  would  be  right. 

2576.  I am  coming  now  to  the  question  of  how  far  we 
have  lost  our  power  to  do  that,  and  therefore  have  to 
have  bigger  reserves  today.  In  considering  how  far  we 
have  lost  our  power,  one  meets  the  argument  that,  when 
rates  are  put  up,  although  some  money  may  be  attracted, 
the  money  that  comes  in  is  covered  for  exchange  rate 
movements  by  the  forward  sale  of  sterling  coincidentally 
with  the  transaction.  If  all  transactions  in  the  forward 
market  offset  each  other,  and  then  an  overseas  bank 
decides  to  put  £I  million  into  new  U.K.  Treasury  Bills, 
and  it  protects  itself  against  an  exchange  rate  movement 
by  simultaneously  selling  the  sterling  forward,  then'  that, 
exsning  through  the  banking  system,  will  penetrate  to  the 
Exchange  Equalisation  Account  in  the  shape  of  an  addition 
of  $2-8  million  spot  to  the  E.E.A.,  and  a sale  by  &e  E.E.A. 
of  the  same  amount  of  dollars  three  months  forward.  Is 
this  an  important  modification  of  the  power  of  high  interest 

rates  in  London  to  attract  accretions  to  the  reserves? 

•We  are  getting  into  the  field  of  the  management  of  the 
market,  where  I think  that  the  questions  would  be  very 
much  better  addressed  to  the  Bank  of  England.  Another 
point  I must  make  on  this  is  that  we  do  not  discuss  in 
public  the  operations  of  the  Exchange  Equalisation 
Account.  In-  so  far  as  it  is  discussed  in  Parliament,  it 
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is  discussed  in  secret  before  the  Public  Accounts  Ccm- 
mittee.  If  there  are  to  be  detailed  questions  about  me 
policy  for  the  management  of  the  E.E.A.,  I should  me 
to  consider  them  with  the  Bank  of  England  from  that 
point  of  view. 

2511.  Sir  Oliver  Franks:  This  is  a question  which 
affects  general  policy,  because  it  leads  to  the  question  ot 
how  relevant  the  movement  of  the  Bank  Rate  is  to  the 
inflow  and  outflow  of  foreign  funds,  and  therefore_  to 
comparisons  with  the  classical  situation.  It  is  not  jUSt 
a question  of  management,  which  the  Bank  of  England 
would  carry  out,  presumably,  on  behalf  of  the  Treasury ; 
it  seems  to  be  a question  in  which  the  Treasury  is  also 
involved.  I think  the  members  of  this  Committee  are 
making  no  reference  to  any  transaction  or  senes  of  trans- 
actions, what  happened  this  year  or  last  year,  so  to 
speak  ; they  are  raising  a gener^  question  of  policy  aboiit 
what  tends  to  happen  in  the  series  of  years  through  which 
we  are  living.  I hope  that,  when  the  Treasury  and  B^k 
of  England  have  considered  the  position,  as  is  thoroughly 
proper,  they  will  be  slow  to  feel  that  this  philosophical 
issue  which  is  raised  is  one  which  they  cannot  readily 
answer ; because  it  is  very  difficult  for  us  to  form  a view 
unless  the  people  who  are  in  charge  of  policy  can  give 

us  a view  on  policy? Sir  Roger  Makins : May  we  take 

•note  of  your  observations  and  consider  the  matter 
further?* 

2578.  Mr.  Jones:  We  have  been  told  by  the  Bank  that 
the  sterling  balances  held  by  us  are  approximately  £3,700 
million.  Axe  you  able  to  tell  us  what  proportion^  of 
this  substantial  amount  of  balances  would  be  deposited 
in  London  on  a long-term  basis,  and  what  proportion 
might  be  affected  by  the  circumstances  which  resulted  in 

the  events  of  September  19th  last? Sir  Leslie  Rowan: 

That  is  an  extremely  difficult  question  to  iuiswer._  We 
have  tried  to  some  extent  to  deal  with  this  point  in 
paragraph  19  of  this  paper,  where  we  say; 

“ The  liabilities  include  an  incalculable  but  large 

amount  which  is  not  really  a Uquid  liability  as  normally 

understood.” 

You  could  regard  a Treasury  Bill  as  a liquid,  immediately 
realisable  asset ; on  the  other  hand,  you  have  to  consider 
what  is  in  the  mind  of  'the  holder  of  the  Treasury  Bill, 
and  what  are  the  intentions  of  that  holder.  If  it  is 
part  of  a statutory  currency  reserve,  then  unless  the 
legislation  is  changed  one  can  regard  it  not  a.s  a short- 
term liability  but  as  a long-term  investment,  because  it 
will  be  renewed.  It  is  ffierefore,  I am  afraid,  very 
difficult  to  attempt  to  give  a figure  of  that  kind,  beyond 
paying  that  one’s  experience  is  that  a large  amount  of 
.this  capital  holding  must  be  of  a kind  which  can  be 
regarded  as  realisable  in  real  confidence  difflculti(5S. 


2579.  It  would  bust  Britain  and  the  sterling  area,  I 
take  it,  if  everybody  who  had  sterling  balances  sought 
to  realise  their  assets  in  terms  of  other  currencies.  But 
would  it  be  right  for  the  Committee  to  conclude  that 
against  the  excess  liabilities  that  your  balance  sheet  in 
paragraph  19  sets  forth  there  are  substantial  external 
resources  held  by  Britain,  which  would  more  or  less 
put  us  in  balance  if  it  was  a question  of  realising  what 

we  owe  against  what  we  have? That  is  quite  true 

Since  the  end  of  the  war,  as  the  paper  makes  clear  wc 
have  invested  long-term  abroad  a substantial  amount 
We  have  built  up  our  external  capital  position  in  that 
sense,  but  the  problem  is,  what  is  immediately  usable  It 
is  a very  valuable  asset  to  have  an  oil  refinery  abroad 
but  that  is  not  something  which  you  can  realise 
inamediately ; certainly  one  would  not  want  to  realise  'it 
immediately,  especially  in  times  of  difficulty,  in  order  to 
meet  a current  demand  in  the  market.  That  is  the  -eal 
distinction. 


2580.  What  proportion  of  our  sterling  balances  migh 
be  used  m speculaUon  against  this  country  and  agaim 

sterling? 1 could  not  give  you  any  figure  on  that 

think,  if  I_ may  say  so,  Sir,  that  the  word  “speculation 
can  sometimes  be  used  m a sense  which  gives  a wron 
impression.  I am  not  saying  that  you  are  doing  so  bn 
I am  saying  that  ii  can  be  used  in  that  sense  If  you  hav 
an  international  currency,  then  it  is  used  not  merely  b 
the  people  who  are  so  often  referred  to  as  the  “ bankers  o 

world  m their  everyday  transactions.  There  are  som 
for  the  sake  of  making  mone 
•SeeQns.  3211-22  ' ^ 


out  of  the  movement  of  money,  but  it  seems  to  me  that 
the  vast  majority  of  leads  and  lags  comes  not  from  that, 
but  from  the  ordinary  daily  processes  of  trade ; from 
people  taking  a view  about  what  it  is  reasonable  to  do  in 
their  everyday  trade,  about  their  own  livelihood.  I would 
not  regard  that  as  speculation.  The  amount  that  may 
move  from  one  side  of  the  account  to  the  other  through 
leads  and  lags  is  very  large  indeed. 

2581.  Would  it  be  a good  thing  if  wc  were  in  a position, 
from  the  point  of  view  of  the  building  up  of  our  reserves 
and  improving  our  balance  .sheet,  to  reduce  these  sterling 

balances  substantially? 1 think  so.  Wc  have  said  in 

our  paper  that  they  are  greater  than  is  required  for  the 
normal  workings  of  sterling  as  an  international  currency, 
and  our  objeclivo  is  therefore,  as  I have  said,  to  seek  to 
reduce  them  without  reducing  the  reserves,  and  better  stiU 
while  increasing  the  reserves,  so  chat  wc  may  be  able  to 
show  a better  balance  sheet  between  our  assets  and  our 
liabilities. 

2582.  Mr.  Woodcock:  I am  still  not  dear  about  your 
answer  to  Mr.  Jones.  Let  us  forget  that  the  question 
really  is  what  the  holder  ultimately  thinks  and  wants  to 
do,  and  just  take  Ihc  actual  form  in  which  they  are 
held,  say  Treasury  Bills  and  other  instruments.  Do  we 
not  know  the  amounts  of  different  .securities  held  in, 

say,  litem  4 of  your  balance  sheet  [R.S.A.  holdings]?- 

Wc  have  not  detailed  information  on  that.  'I'he  best 
I can  say.  taking  (ho  R..S.A.  and  the  N.S.A.  together,  is 
that  at  present  about  half  is  in  short-term  a.wcts  (Treasury 
Bills  and  current  and  deposit  accounlsl,  and  about  half  in 
British  Government  securities  of  varying  ternus. 

2583.  So  about  half  could  realise  ut  once  or  by  letting 

Bills  run  out,  and  the  othcr.s  would  have  to  sell? ^Ycs. 

2584.  Profc.s.sor  Ciiinuro.s.y:  This  i.s  a large  part  of  the 
floating  debt  problem,  which  has  arisen  since  before  the 
war,  and  it  is  important  to  us  to  .see  it  in  relation  to  debt 
management,  and  not  just  in  rdalion  to  Ihc  cxiemal 
position : it  there  are  any  details  further  than  Sir  I.cslie 
has  given  about  the  holdings  of  sterling  balances  and 
the  form  in  which  they  are  held,  1 think  we  would  like 
them? — Profcs.sor  Sayers:  It  would  lx  valuable  to  us  to 
have  also  a split  by  matiirliies  or  groups  of  maturities 
for  tho  whole  of  the  cxlcrnal  .sterling  holdings.  That  is 
the  intporlant  tiling  for  debt  m.magcmciilV  • Sir  Roger 
Makins:  May  we  look  into  those  questions?  1 do  not 
know  how  far  we  .shall  be  able  to  go  in  meeting  you.* 

2585.  Chulnnan:  Is  it  your  view  that  the  proportions 
change  materially  and  quickly?  • Sir  lA-slie  Rowan:  I 
would  not  like  to  give  an  answer  on  that  without  notice. 

2586.  Sir  Oliver  Fninks:  Ctnild  I go  back  to  try  again 
one  or  two  of  the  questions  which  I thought  Professor 
Cairncross  wa.s  putting  to  .Sir  I.cslic  Rowan,  because  1 
am  not  clear  what  wa.s  the  outcome  of  the  discussion. 
Tt  begin.?  with  the  view  which  the  Treasury  take  of  the 
relation  between  the  external  and  the  internal  situation, 
and  the  extent  to  which  what  wc  succeed  nr  fail  in  doing 
at  horne  affect.s  our  reserves,  and  thcicforc  our  ability 
to  navigate  with  the  sterling  area.  If  I may  illastrate 
that,  in  the  intere,siing  and  able  talk  that  Mr.  Alan  Day 
gave  on  the  wireless,  there  arc  two  scnicnccs  which  I think 
are  rather  crucial.  He  said : 

“Again,  it  is  nonsense  to  pretend  that  wc  can  be 
.sure  of  maintaining  the  S2'X0  cxc!i.iiigc  rale  indefinitely 
into  the  future.  Our  inflation  is  likely  to  go  on  faster 
than  other  people’s;  and  our  rate  of  indiisiri.il  innova- 
tion may  uim  out  to  be  so  .slow  that  we  are  not  iniro- 
duoing  new  product.s  fast  cimugli  to  stay  competitive  at 
the  present  exchange  rate.'' 

That  seems  to  mo  to  be  the  .statement  not  of  an  angry 
young  man  but  of  a despairing  young  nun.  Because  he 
despairs  of  the  republic,  he  therefore  dcs|xiirs  of  the 
sterling  area.  I t.nke  it  that  you  say  in  contrast  that  the 
Treasury  approitches  the  problems  of  the  sterling  area  by 
not  despairing  of  the  possibility  of  dealing  with  the 
internal  economy? Sir  Roger  Makins:  Certainly. 

2587.  You  must  assume  that,  whether  or  not  any  past 
practice  has  been  adequate,  over  future  years  it  is  p^ble 
and  reasonable  to  assume  that  wc  can  perform  adequately, 
and  that  we  .should  approach  the  sicihng  area  problems 
with  that  in  mind?  — Sir  UsIU-  Rowim : As  I said,  there 
have  been  since  the  war  two  periods:  a period  of  recoO' 
siruction,  when  in  any  case  you  would  expect  there  to  be 
difficulties  at  home  and  abroad,  and  a period  when  there 

* See  Appendix  to  Minutes  of  Evide^. 
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was  a great  burden  of  rearmament,  which,  of  course  hit 
us  in  preciMly  the  areas  which  would  have  most  helped  to 
deal  with  this  problem  of  our  external  monetary  petition, 
our  technicians,  our  metal-using  industries,  and  so  forth 
I cannot  make  any  statement  about  future  military  expen- 
ditures ; all  one  can  say  is  that  one  can  reasonably  expect 
that  they  may  take  a slightly  sroallCT  proportion  of  the 
incre^e  mn  the  national  product  in  the  years  to  come  than 
they  have  takm  an  the  past  five  years,  and  to  that  extent 
give  us  the  elbow  room  and  the  support  which  we  require 
to  invest  more  in  our  external  monetary  position. 


2588.  Given  that  in  tbait  way,  and  in  general,  it  may 
bo  reasonable  ito  assume  .that  the  state  of  the  internal 
economy  could  be  more  helpful  .to  .the  runniDg  o£  the 
sterhng  area  than  it  has  been  throughout  the  past  period 
the  chief  pohdes,  as  I understood  it,  which  you  put  for- 
ward to  make  the  whole  sterling  area  run,  and  run  better 
are  to  use  the  accumulation  of  th'is  large  trading  surplus 
which  you  want  to  see  on  U.K.  current  account,  primarily 
in  reducing  sterling  balances,  also  in  building  up  the 
reserves,  and  then,  thirdly,  in  investment  in  the  sterling 

area,  Is  that  right? ^You  used  the  word  “ primarily  ” ; 

I am  not  certain  that  I would  put  it  in  that  way. 


2589.  Let  us  leave  it  at  three  possible  uses  then.  It 
seemed  to  me  that  Professca-  Caimeross  was  asking  two 
questions,  and  it  was  to  theni'  that  I wanted  to  be  dear 
about  'the  answers.  The  first  question,  I tbrnk,  was  one 
factual  trend  ; the  second  was  one  of  policy.  The  ques- 
tion of  factual  trend,  I thought,  was  whether,  looking  at 
the  next  few  years,  the  kind  of  demand  which  sterling 
area  countries  were  likely  to  put  on  the  reserves,  through 
their  use  of  the  sterling  balances,  was  likely  to  be  so  large 
that  it  would  outweigh  anything  that  we  could  do  in 
the  way  of  securing  a favourable  trade  balance  here.  You 
replied  to  that,  I think,  by  pointing  out  that  in  the  past 
period  this  had  not  been  .the  case ; that  'by  and,  large  the 
extent  to  which  'the  sterling  area  countries  on  average  had 
drawn  down  sterling  balances  in  any  one  year  had  not 
exceeded  £100  million.  But  when  you  look  to  the  future 
you  have  got  all  these  countries  in  the  fashion  of  develiop- 
ment,  with  the  political  issues  on  the  home  side  that 
depend  on  the  rate  of  development,  and  so  on.  It  may 
lead  to  internal  difficultiies  such  as  India  now  has,  but 
more  are  coming  along  all  the  while.  Is  it  safe  to  assume 
that  the  kind  of  demand,  and  theref.ore  the  rate  of  use 
of  their  balances  in  the  next  half-a-dozen  years,  can  safely 

be  argued  from  the  last  half-a-dozen  years? ^I  said 

that  total  sterling  balances  have  not,  in  point  of  fact,  much 
changed- ; I also  said  that  despite  difficulties  we  had,  in 
point  of  fact,  earned  an  average  annual  surplus  of  £175 
million,  and  that,  if  the  totality  of  our  policies  had  been 
such  as  to  enable  us  to  earn  on  average  not  £300-£350 
million  but  £250  million,  which  -is  only  another  £75 
million,  that  would  have  made  a very  great  difference. 
It  would  have  made  a total  difference  of  £400  million 
over  the  period.  You  ask  me  if  I think  that  in  the 
years  to  come  we  face  the  prospect  of  a run-down  of 
the  sterling  balances  held  externally,  and  whether  it  is 
wrong  to  think  that  we  shall  have  to  face  that  position. 
My  answer  is  no,  I do  not  think  it  is.  We  have  been 
fortunate  that  there  has  not  been  a running  down  of 
sterling  balances  in  the  past  years.  What  is  needed  is  an 
adequate  external  surplus  on  our  part ; but  we  must,  it 
seems  to  me,  provide,  and  we  do  provide  in  the  £300-£350 
million  target,  for  a substantial  running  down  of  the 
sterling  balances. 


2590.  Sir  Oliver  Franks:  I think  Professor  Cairncross 
was  wondering,  given  this  increase  which  you  foresee,  and 
the  ©listing  statemmt  of  British  policy  in  the  matter, 
whether  we  would  get  by  unless  we  had  views,  policies, 
and  programmes  beyond  those  which  the  U.K.  its^  could 
do  and  contribute.  It  was  in  that  relation,  I thought, 
that  be  was  raising  questions  about,  for  example,  the 
further  development  of  the  International  Monetary  Fund, 
about  whether,  for  example  by  pyramiding  like  another 
bank  on  its  credit  base,  it  mi^t  not  be  able  to  do  a 
great  deal  more  in  the  world  than  it  now  does,  and 
in  that  way  take  some  of  the  load  off  our  home  position. 
You  seem^  to  be  saying  that  the  policies  that  you  had 
enumerated  should,  in  the  Treasury’s  view,  prove  to  be 
sufficient;  it  was  there  that  I was  not  clear  what  the 
proper  answer  was. — Professor  Cairncross:  There  was  one 
additional  point  which  I perhaps  did  not  make  very  clear. 


It  appears  t-o  me  that  in  the  post-war  period  there  has  been 
sufficient  liquidity  in  general,  but  growing  .pressure  on  that 
liquidity ; and  that  this  pressure  is  likely  to  continue 
over  the  next  five  to  ten  years,  because  international  trade 
os  expanding  and  the  total  reserves  of  the  entire  system, 
as  far  as  one  can  judge,  are  not.  When  I referred  to  the 
European  Payments  Union  and  to  the  International 
Monetary  Fund,  I was  in  effect  asking  whether  Acre  are 
any  proposals  of  which  we  are  not  aware,  or  any  sugges- 
tion that  you  would  like  to  put  before  us,  which  bear 
in  mind  that  the  total  pressure  on  liquidity  may  grow 

more  severe  as  time  goes  on? Sir  Oliver  Franks  said 

that  the  totality  of  the  policy  which  we  put  forward  was 
the  earning  of  an  adequate  surplus  by  the  U.K.  'That  is 
OT.  I was  talking,  of  course,  about  our  owu  policies ; 
it  would  be  a complete  misapprehension  to  think  that 
that  was  the  totality  of  the  policies  within  the  sterling 
area  as  a whole.  I said  at  an  earlier  discussion  that 
one  of  the_  great  problems  was  the  shortage  of  capital, 
and  of  savings  for  the  purpose  of  development,  in  the 
world  as  a whole  ; and  when  I was  asked  whether  we 
encouraged  or  discouraged  lending  from  outside  the 
sterling  system,  I said  that  we  encouraged  it.  It  is  an 
aspect  which  we  certainly  discuss  among  ourselves,  wiffi 
the  members  of  the  Commonwealth.  It  is  not  only  a 
question  of  saying  that  it  would  be  nice  to  have  invest- 
ments from  outsidei,  but  also  of  providing  conditions 
inside  which  are  conducive  to  that  money  coming  in. 
That  is  another  way  in  which  we  seek  to  do  what  I think 
we  are  all  really  seeking  after  in  this  thing:  to  spread 
the  run  down,  (to  use  a very  general  term)  of  excess 
liabilities  over  a period  in  the  future,  consonant  with  the 
possibilities  of  policy.  That,  I think,  is  the  broad  problem 
that  we  arc  all  after ; certainly  that  is  what  we  are  trying 
to  do.  We  are  trying  to  provide  it  by  our  own  actl'Ons. 
We  arc  trying,  certainly,  to  provide  for  the  encourage- 
ment of  .investment  from  outside  the  system  to  assist  the 
economy.  The  Euroijean  Payrnents  Union,  as  Professor 
Caimcro.ss  quite  rightly  said,  is  a method  of  increas^ 
liquidity. 

We  have  not,  as  of  this  moment,  any  proposals  to 
make,  nor  have  we  made  any  proposals  for  increasing  the 
resources  of  the  International  Monetary  Fund ; but  there 
are  possibilities  there,  which  would  certainly  be  pursued 
if  the  need  for  them  arose. 

I would  like  to  say  just  one  other  thing.  We  have 
sought,  in  looking  at  the  problems  of  Eur<^e,  not  merely 
to  say  that,  when  convertibility  happens,  we  will  look  and 
see  what  happens.  We  have  tried  through  the  European 
Monetary  Agreement  to  ]>rovide  the  possibility  of  an 
organic  move  from  the  E.P.U.  system,  which  is  a system 
of  automatic  credits,  to  the  system  of  the  Monetary  Fund 
type,  where  there  would  be  no  automatic  credit  but, 
at  any  rate,  credit  available  on  demand,  on  case 
shown.  To  sum  up  what  I am  saying : the  £300  to  £350 
million  is  the  contribution  that  w©  can  and  should  make ; 
there  are  a number  of  other  matters  which,  el-ther  within 
the  Ccwnmoowealth  or  .through  regional  instatutioos  of 
that  kind,  in  Europe,  or  in'  wider  institutions  such  as 
the  International  M'onetary  Fund,  we  could  pursue,  but 
as  of  this  moment,  we  have  U'Ot  made  any  propos^  in 
relation  to  the  International  Monetary  Fund.* 

2591.  Mr.  Woodcock:  You  can  secure  a surplus  in  one 
or  other  of  two  ways ; you  can  secure  a surplus  by  increas- 
ing exports  from  this  country  or  reducing  your  imports, 
or,  of  course,  you  can  do  it  even  though  your  exports 
are  going  down  if  your  imports  are  going  down  sffl  fur- 
ther. Are  you  saying  that  the  achieving  of  a surplus 
must  be  an  obligation  of  ours,  whether  we  eaum  a surplus 

or  whether  w©  merely  create  it? ^It  seems  to  us  very 

important  diat  one  should  achieve  a surplus,  and  our 
objective  should  be  to  earn  that  surplus  at  the  highest 
possible  level,  and  not  at  the  lowest  possible.  That  is 
why,  in  genial,  our  policies  have  moved  towards  file  free- 
dom of  trade,  rather  than  the  restriction  of  trade. 

2592.  Are  you  saying  in  effect  that  it  is  fundamental 
to  the  sterling  area  that  we  must  have  this  surplus  of  050 
milli'Mi?— — -I  cannot  say  that  we  must  get  a surplus.  It 
will  be  a matter  of  judgmen’t  in  relation  to  the  total 
policies  which  are  involved.  One  cannot  say  that  one 
must  do  it,  because  ultimately  it  is  not  wdthiu  our  power 
to  say  that  it  must  happm.  But  we  do  say  that  it  is 
very  important,  not  in  the  interests  of  O'thers  alone  but  in 

* See  also  Qas.  9610  to  9612. 
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our  awn  interest,  that  we  should  come  as  near  as  possiMe 
to  attaining  it,  because  we  are  dealing  not  with  other 
people’s  cuiresncy  but  with  our  own.  I think  .ttiat  a very 
great  deal  of  foreign  opinion  will  view  the  position  of  our 
currency  in  the  light  of  bow  far  we  succe^  in  attaining 
an  objective  of  that  kind,  which  is  not  an  independent 
thing  by  itself,  but  is  part  and  parcel  of  the  totality  of 
our  inteimal  policies. 

2593.  Are  you  saying  that  such  difficulties  as  we  have 
had  have  arisen  not  berause  we  operated  the  sterling  area, 

but  because  of  our  own  internal  domestic  situation? 

No.  I do  not  think  that,  qtiite.  The  sterling  area  and 
the  sterling  sjwtem  in  the  post-war  world  have  not  been  a 
fundamental  feature  of  our  difficulties,  but,  as  a matter 
of  fact,  despite  a certain  degree  of  discrimination,  have 
provid^  a very  helpful  area  of  free  trade.  The  earning 
of  the  surplus  is  certainly  a matter  which  depends  not 
only  on  ourselves  but  oo  other  factors  as  well 

2594.  Was  it  not  generally  assumed  to  be  the  case  that 
this  summer,  for  example,  our  domestic  posEtiwi  was  fairly 

sound ; and  yet  we  had  this  difficulty? do  not  agree 

about  that,  Sr.  I can  only  tell  you  how  it  seemed  to 
foreigners  with  whom  I discussed  the  matter.  I am  not 
trying  to  make  a judgment  on  that  myself ; I am  merely 
telling  you  what  they  told  me,  and  wl^t  they  said  affects 
the  currency.  They  told  me  that  they  did  not  think  our 
internal  position  was  sound ; that,  as  far  as  their  observa- 
tions went,  a large  number  of  people  in  this  country  ffid 
not  Hi.ink  that  our  internal  position  was  sound ; otherwise, 
why  were  they  getting  out  of  Government  stocks  into  in- 
dustrials? If  1 might  just  give  you  an  example  of  a case 
in  point ; when  a very  large  investment  programme  was 
announced  here,  I happened  to  be  sitting  next  to  a foreign 
banker,  and  I said : “ That  is  a very  good  thmg.  That  is 
going  to  improve  our  efficaency  ”.  He  said ; “ Yes,  but 
it  adds  to  the  totel  demand  on  your  resources ; are  you 
going  to  be  able  to  meet  that  total  demand  without 
additional  iaiflation?  '^at  we  think  is  very  important, 
because  it  has  an  effect  on  what  others  think ; but  in  this 
country  what  we  are  dealing  with  is  what  offiere  believe, 
and  in  my  opinion,  in  'the  summer  they  did  not  think  our 
position  was  sound.  Tha-e  is  also  the  point  dial  Pro- 
fessor CaimcToss  was  making,  that  added  to  that  there  was 
great  strain  coming  from  the  rest  of  the  sterling  area. 
There  was  a oomtdnation  of  factors,  but  I do  not  think 
the  sterling  area  by  itself  was  dominant ; the  other  factor 
was  dominant,  in  so  far  as  my  judgment  goes. 

2595.  Professor  Cairncross:  I should  like  to  turn  to  a 
different  subject,  and  ask  whether  you  have  any  views 
as  to  what  level  of  reserves  would  be  appropriate.  1 
imagine  that  you  would  want  to  think  of  reserves  in 
relation  to  liabilities,  and,  as  you  have  pointed  out, 
liabilities  are  of  very  different  kinds.  One  tries  to  strike 
a balance  between  reserves  and  liabilities  in  the  case  of 
most  central  hanks ; perhaps  it  is  impossible  in  the  case 
of  ffie  sterling  area.  But  have  you  any  views  as  to  what 
sort  of  relationship  between  assets  and  liabilities  would 
be  effective,  and  sufficient  to  make  the  system  work  without 
die  kind  of  jolts  that  we  have  had  in  the  past  year, 
assuming  .that  there  is  confidence  in  the  pound,  and  that 
therefore  we  do  not  have  to  deal  with  very  violent 
fluctuations  of  opinion  about  the  external  value  of  the 

pound? Sir  Robert  Nall:  Are  you  assuming  that  year 

in  and  year  out  we  are  running  a surplus  on  our  currait 
trade,  because  the  answer  would  be  different,  I think,  in 
that  case? 

2596.  Professor  Cairncross:  No,  I do  not  think  that 
would  be  possible.  I am  making  the  assumption  that  the 
world  is  not,  perhaps,  quite  so  stable  a world  as  the  one 
we  have  lived  through  in  the  last  ten  years,  and  that 
therefore  the  external  balance  would  be  subject,  perhaps, 
to  more  buffetings  than  it  has  had. — Lord  Harcourt: 
Before  you  answer  that,  there  is  one  comment  that  I 
would  like  to  make.  Professor  Cairncross  asked  you  to 
make  your  estimate  assuming  confidence  in  sterling.  I 
think  it  is  more  important  to  omit  that ; what  causM 
the  buffetings  is  the  periodical  lack  of  confidence  in 
sterling,  which  may  arise  from  a variety  of  causes.  When 
we  are  talking  about  our  absolute  level  of  r^erves,  what 
really  interests  me  is  what  rough  proportion  cA  reserves 
would  be  sufficient  to  take  care  of  the  periodical  buffetings 
which  we  get,  which  arise  from  lack  of  confidence.  If 
we  predicate  perpetual  confidence  in  sterling,  I think  we 


can  run  on  very  small  reserves ; is  it  not  this  lack  of 
confidence  on  the  part  of  foreign  holders  of  sterling  which 
causes  the  need  to  draw  on  our  reseryess?-;— C/miVwan; 
Now,  Sir  Leshe,  you  have  got  a question  in  two  com- 
partments.  Sir  Leslie  Rowan ; I have  doubts  whether 

I can  answer  in  either  compartment!  We  have  said  that 
we  want  reserves  adequate  to  our  needs,  and  we  have 
also  said  in  paragraph  9 of  our  Paper  12  that  our  reserves 
have  never  in  fact  been  adequate.  What  are  our  needs? 
Perhaps  I could  cover  the  differences  between  the  two 
aspects  put  to  me  by  trying  to  define  this.  We  have  to  think 
of  normal  trade ; then,  there  may  be  abnormal  movements 
in  trade ; and  then  there  are  the  confidence  factors.  There- 
fore there  cannot  be  any  absolute  figure ; it  is  a rdative 
fi^e.  It  is  obviously,  as  Professor  Cairncross  said, 
relative  to  the  size  of  our  liabilities  and  to  some  extent, 
I hope,  to  ithe  composition  of  our  liabilities.  It  is 
certainly  relative  to  the  volume  of  trade  that  we  have 
to  support  as  a whole ; and,  as  Sir  Robert  Hall  said,  it 
depends  a good  deal  on  whether  we  are  running  or 
failing  to  run  an  external  surplus.  And  that,  in  itself, 
with  other  factors,  is  tied  up  with  the  question  ci  whether 
we  are  maintaining  confidence  in  our  currency,  Then 
from  time  to  time  there  are  special  items  which  one  has 
to  look  at,  although  they  are  part  of  the  totality,  such 
as  our  specific  dollar  repayment  obligations. 

No  figure  has  ever  been  given  of  what  would  be  thought 
to  be  reasonable,  and  I am  not  in  any  position,  I am 
afraid,  to  give  you  a figure  of  what  I would  consider 
reasonable.  I suppose  that,  if  one  was  going  to  be  very 
safe  one  would  take  the  figure  which  is  given  in  the 
balance  sheet  at  the  end  of  Paper  II  as  our  liabilities, 
and  that  would  be  it,  so  to  speak ; on©  could  hardly 
conceive,  if  we  had  100  per  cent,  cover,  that  we  were 
likely  to  run  into  difficulties  under  the  other  heads  of  a 
kind  which  would  be  likely  to  cause  a great  deal  of 
ffouble.  On  ffie  other  hand,  past  experience  shows  that 
in  mid-1951  our  reserves  rose  to  their  maximum  point 
in  the  post-war  period,  which  was  £1,400  million.  Given 
that  and  what  followed,  one  cannot  say  that  that  was 
enough,  because  quite  clearly  we  have  since  that  titna 
run  into  difficulties.  I cannot  go  on  from  that  and  say 
that  that  is  a minimuan,  which  was  inadequate  even 
in  relation  to  the  liabilities  which  existed  at  that  time, 
because  there  are  all  the  other  factors  which  have  to 
be  taken  into  account.  It  is  obvious  that  our  reserves 
at  the  moment,  in  relation  to  the  other  factors,  are 
inadequate.  As  I have  tried  to  make  clear  our  objective 
is  to  put  this  position  right,  not  merely  by  increasing 
the  reserves  but  also  by  bringing  down  the  liabiHties, 
so  that  the  two  things  meet  in  the  middle,  or  come 
nearer  together.  Those  are  the  sort  of  .fbings  that  I have 
in  mind. 

2597.  Professor  Cairncross:  Does  it  not  make  a certain 
difference,  which  of  these  two  things  you  go  for  ffist? 
The  liabilities  are  largely  sterling  liabilities  ; your  reserves 
are  largely,  or  almost  exclusively,  made  up  of  gold  and 
dollars.  Tie  situation  in  whidi  you  want  to  use  the 
•.reserves  may  be  one  in  which  the  cunent  balance  of  pay- 
ments of  this  country,  and  of  the  sterling  area,  is  it 
deficit  ^ause  of  a deterioration  in  world  trading  condi- 
tions ; in  that  event,  the  most  important  thing  to  have  on 
hand  would  clearly  be  gold  and  dollars.  On  the  other 
hand,  if  there  were  to  be  some  disturbance  affecting  the 
outer  sterling  area  and  the  United  Kingdom  in  such  a 
way  that  the  outer  sterling  area  wanted  to  realise  its 
holdings  of  sterling  to  pay  for  British  exports,  the  posidon 
would  be  (Afferent.  I assume,  therefore,  ffmt  it  depends 
on  the  kind  of  situation  which  you  are  most  afraid  of, 

which  of  the  two  objectives  you  would  put  first? 1 

think  that  is  so.  I think  that,  on  the  whole,  and  par- 
ticularly ha-wng  regard  to  the  kind  of  judgments  which 
external  opinion  is  likely  to  make,  I wo'uld  in  general 
put  first  the  increase  in  file  reserves. 

2598.  Chairman : Critics  of  the  whole  position  say  that 
we  cannot  cope  with  it  over  the  future,  and  it  is  no  good 
trying ; your  answer  to  that  was,  I think,  when  you  first 
gave  us  your  statement:  “We  are  not  in  a position  to 
get  out  of  it,  having  regard  to  the  balance  of  financial 
assets  against  financial  liabilities  .But  I suppose  that  is 
plain  to  them,  too ; if  you  merely  consider  the  balance 
sheets  you  cannot  blow  the  whistle  and  pay  your  creditors 
off,  even  if  you  want  to.  Are  they  not  thinifing  more  of 
a policy  which  would  try  to  negotiate  with  the  different 
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blocks  of  creditors,  either  for  an  ordered  and  restricted 
right  of  recourse,  or  something  in  the  nature  of  what  we 

did  with  other  claims  after  the  war? think  they  are 

thinking  of  that.  You  say:  “what  we  did  with  other 
claims  after  the  war  In  the  1945  Anglo-American 
Loan  Agreement  there  was  a provision  that  we  should 
seek  to  negotiate  with  major  holders  of  sterling  balances, 
with  the  object  of  dividing  the  holdings  into  three  cate- 
gories: one  part  which  was  to  be  remitted,  another  which 
was  to  be  immediately  released,  and  a third  of  those  which 
were  going  to  be  negotiated  and  released  over  a period. 
In  point  of  fact,  very  little  success  attended  any  of  those 
discussions.  As  you  say  it  is  now  being  suggested  as 
a possibility  that  we  should  have  negotiations  directed 
to  that  end.  We  have  had  discussions  (I  would 
not  call  them  negotiations)  directed  to  ensuring  that  the 
sterling  area  as  a whole  sees  the  importance  of  not 
bunching  the  claims  too  much ; the  Mont  Tremblant 
conference  was  the  most  recent  example  of  that.  But 
when  you  come  to  the  question  of  negotiating  a funding 
or  whatever  you  like  to  call  it,  I think  you  have  to  weigh 
up  two  things:  what  more  do  you  gain  from  that  than 
you  have  under  the  present  situation,  and,  on  the  other 
hand,  what  may  be  the  losses.  If  it  is  taken  as  an  indica- 
tion that  we  have  not  confidence  in  our  capacity  to 
meet  the  claims,  then  people  may  be  inclined  either  to 
say : “ We  had  better  get  out  while  the  going  is  good  ”,  or 
to  say:_  “Is  it  a good  thing  to  continue  putting  our 
money  in?  Those  are  very  important  considerations 
in  looking  at  a matter  of  this  kind. 

There  is  also  this  point:  there  are  very  few  sterling 
balances  of  any  size  outside  the  sterling  area.  There  is 
a fairly  large  one  for  Egypt  which,  as  you  know,  is 
subject  to  special  considerations,  but  apart  from  that,  the 
remaining  £400  million  or  so  is  divided  over  forty  or  fifty 
countries.  You  can  see  the  size  of  what  is  involved 
in  that. 

2599.  I had  the  impression,  I think  from  the  Bank,  that 
these  were  regarded  as  down  to  a normal  working  level? 

“ Normal  working  level  ” is  a relative  concept ; what 

is  regarded  as  norma]  in  times  of  confidence  is  regarded 
as  abnormal  in  times  of  absence  of  confidence.  Although 
they  are  low,  the  experience  of  the  last  three  months  has 
shown  us  that  we  should  not  be  safe  in  assuming  that 
there  is  nothing  more  that  can  be  drawn  down  from  them. 
But  they  are  spread  over  a large  number  of  countries. 

If  you  look  at  the  colonial  holdings,  there  again  the 
sum  is  large,  but  it  is  spread  over  a large  number  of 
countries.  I do  not  imagine  anybody  would  suggest  that 
we  should  fund  in  their  cases.  When  you  get  outside 
that  there  are  not  a great  number  of  very  large  holdings. 

I cannot  give  figures  apart  from  what  they  publish  them- 
selves ; but  Australia  has  a large  holding,  and  that  goes 
up  and  down  a good  deal.  I would  not  think,  having 
regard  to  the  very  good  way  Australia  has  behaved  in 
regard  to  the  sterling  area,  that  it  would  be  either  an 
appropriate  or  acceptable  toing  to  suggest  funding  that. 
It  then,  I think,  comes  down  to  the  problems,  which  are 
raised  in  discussions  like  Mr.  Day’s  that  Sir  Oliver  Franks 
referred  to,  about  Ghana  and  Malaya ; I think  one  should 
not  assume  that  diey  will  not  have  regard  to  where 
their  best  interests  lie,  which  is  in  the  stability  of  the  very 
large  holding  of  sterling  which  they  have  got. 

So  I would  think,  on  the  whole,  that  any  concept  of 
funding  would  on  average  lose  us  much  more  than  it 
would  gain. 

2600.  Sir  Oliver  Franks:  There  seems  to  me  to  be  a 
difference  between  the  situation  at  the  end  of  the  war 
and  now.  A good  deal  of  the  sterling  balances  which 
were  in  existence  at  the  end  of  the  war  could  be  said 
to  have  accumulated  in  war-time  conditions,  and  therefore 
under  special  circumstances,  so  that  it  was  not  impossible 
at  least  to  think  of  the  possibility  of  doing  some  sort  of 
deal.  By  now  most  of  those  balances  have  been  drawn 
off,  and  the  balances  which  have  now  accrued  are  very 
largely  ordinary  trading  debts.  Might  it  not  be  that,  if 
you  began  ww  to  a.pply  a 'policy  wliich  was  thought 
possible  twelve  years  ago  in  the  then  existing  situation, 
it  would  be  called  by  quite  a different  name,  because  you 

are  dealing  with  a different  sort  of  debt? That  is  a 

very  good  point  indeed  ; I entirely  agree. 

30500 


2601.  Professor  Cairncross:  You  show  in  the  liabilities: 

“ Non-territorial  organisations’  sterling  holdings  ”.  Which 
organisations  are  these?  Are  they  the  International 
Monetary  Fund  and  the  Interaationd  Bank? Yes. 

2602.  These  would  not  be  liable  to  variation,  would 

tiey*? Yes,  they  would ; for  example,  when  we  make 

a drawing  from  the  I.M.F. 

2603.  We  can  vary  them,  but  can  they  vary  them? 

Sir  Leslie  Rowan ; I think  that  they  could  not  vary 

them  without  discussion  with  us,  or  without  our  consent. 
I am  not  quite  certain  whether  it  is  discussion  or  consent. 
For  example,  suppose  somebody  wanted  to  borrow  sterling 
from  the  International  Monetary  Fund ; it  would  have 
to  be  discussed  with  us  and  probably  our  consent  would 
be  required. — Lord  Harcourt:  I think  it  is  only  a dis- 
cussion.— Sir  Leslie  Rowan:  At  any  rate,  there  would 
be  a discussion  in  which  our  views  would  be  fully  taken 
into  account.  So  far  as  the  International  Bank  is  con- 
cerned, our  position  is  entirely  different.  We  have  paid 
up  our  original  2 per  cent,  of  our  quota,  and,  as  1 
explained,  we  have  made  the  next  18  per  cent,  available 
to  them  under  certain  specific  conditions. 

2604.  Professor  Cairncross : This  means  that  the  figure 
for  the  non-territorial  organisations’  holdings  represents 

a fairly  firm  holding? 1 think  so,  for  the  purpose  of 

the  sort  of  problems  we  have  been  worried  about. 

2605.  How  would  it  affect  the  debt  management 
position?  Are  there  sterling  Bills  corresponding  to  this, 

or  is  this  cash,  or  merely  a book  entry? In  the  case 

of  the  International  Monetary  Fund,  which  is  the  largest, 
it  is  a non-interest  bearing  note.  I do  not  think  it  really 
affects  debt  management  at  all. 

2606.  Chairman:  Are  there  any  more  questions  arising 
out  of  the  first  paper?  I think  we  have  covered  the  sub- 
stance of  it,  and  I daresay  a great  deal  of  tiie  second,  too. 
Are  there  any  other  subjects  arising  out  of  the  second 

paper? Professor  Cairncross:  It  would  be  useful  to 

us,  in  view  of  the  discussion  we  have  had,  if  we  could 
have  some  indication  of  the  movements  of  The  balance 
of  payments  of  the  rest  of  the  sterling  area  on  current 
and  capital  account,  as  far  as  you  can  separate  the  two, 

over  a period? We  will  do  our  best  to  see  what  we  can 

get  since  the  end  of  the  war.* 

2607.  Professor  Sayers:  Could  you  expand  a little  on 
the  question  of  the  relation  between  relative  interest  rates 
and  the  flow  of  capital  in  and  out  of  sterling?  How  far 
can  we  expect  to  influence  long-term  and  short-term  capital 

movements  by  relative  interest  rates? As  we  have 

pointed  out  in  the  paper,  the  big  question  that  arises  on 
that  is  the  question  of  confidence:  whether  (if  we  are 
dealing  with  short-term)  people  are  going  to  consider 
that  the  advantages  which  they  would  get  from  the  higher 
interest  rates  are  in  any  sense  counter-balanced  by  their 
assessment  of  the  future  of  the  currency.  That  is  bound 
to  be  a factor  which  varies  from  time  to  time,  but  it  is 
an  important  factor.  So  far  as  external  investment  is 
concerned,  I assume  that  higher  interest  rates  here  are 
going  to  have  a deterrent  effect  on  the  outflow  of  long- 
term capital ; people  will  be  less  inclined  to  borrow  from 
here.  How  far  it  will  affect  firms  or  industry  in  this  country 
investing  abroad  is  a question  which  is  very  difficult  to 
answer  in  any  specific  terms,  as  it  must  dei«nd  on  the 
general  conditions  of  trade  as  a whole,  and  their  own  trade 
in  particular. 

2608.  Chairman:  I have  one  question  on  paragraph  31 
of  Paper  12,  where  you  say: 

“ The  demand  of  Sterling  Area  governments  for  long- 
term capital  for  new  issues  on  the  London  market  is 
in  effect  informally  rationed  in  the  process  of  normal 
market  management,” 

Does  that  mean  that  by  one  means  or  another  they  are 
prevented  from  borrowing  all  the  money  that  they  would 
like  to  on  the  London  market  at  all  times  and  on  all 
occasions? Yes.  There  are  a number  of  Common- 

wealth countries  who  are  wanting  to  borrow  on  the 
London  market.  They  cannot  all  get  on  to  it  at  once ; 
that  would  not  give  an  orderly  market.  Therefore,  in 
the  normal  course  of  market  management  between  the 
Treasury  and  the  Bank  of  England,  there  has  to  be  some 
control  or  order  in  the  timing  of  their  approaches  to  the 
market. 

* See  Appendix  to  Minutes  of  Evidence. 
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2609.  Chairman : How  far  is  this  relevant  to  the  rate  of 
long-term  intei'est  that  you  want  to  mamtain?  I take 
it  that  orderliness  really  merges  into  the  structure  of  long- 
term rates  that  you  want  to  maintain? — Sir  Oliver  Franks ; 
Could  I supplement  that  by  asking  whether  the  Treasury 
has  at  any  time  in  the  last  six  years  had  a view  about 
what  it  wanted  the  long-term  rates  to  be?  Is  it  one  of 
the  things  oo  which  the  Treasury  has  a view  that  it  can 
state? — Roger  Makins:  Does  not  that  come  up  in 
another  context?  Should  we  not  discuss  it  in  that  con- 
text? 

2610.  Professor  Sayers:  It  is  relevant  to  this  point.  This 
orderliness  and  rationing  of  the  capital  market,  for  issues 
to  the  other  parts  of  the  sterling  area  is  a comparative 
novelty ; the  job  used  to  be  done  by  the  rate  of  interest. 
Does  the  Treasury  envisage  this  orderly  queueing  and 
rationing  as  part  of  the  permanent  mechanism,  or  does  it 

envisage  a return  to  something  like  the  old  system? In 

this  context  here,  we  merely  had  in  mind  the  fact  that 
there  has  to  be  some  sort  of  spacing  out  of  the  issues. 

2611.  That  used  to  be  done  without  official  intervai- 
tion.  Is  it  the  Treasury  view  that  that  spacing  out  ought 
to  continue  to  be  done  by  offidal  intervention,  or  by  other 

means? Sir  Roger  Makins:  I think  that  is  a point 

which  arises  not  on  this  paper,  if  I may  say  so,  but  on 
the  general  question  of  debt  managememt. — Sir  Leslie 
Rowan : Perhaps  I could  say  one  thing  from  the  ettemal 
pomt  of  riew.  I have  said  earlier  that  there  is  a greater 
demand  for  capital  than  the  likelihood  of  availability ; 
given  that  fact  I should  have  thought,  looking  at  it  purely 
from  the  balance  of  payments  point  of  view,  that  it  is 
unlikely  that  we  should  be  able  to  maintain  a reasonable 
level  of  demand  on  the  London  market  unless  we  used 
some  method  like  this,  without  going  to  rates  of  interest 
which  I should  have  thought  would  have  consequences  of 
another  kind  which  would  be  very  undesirable.  Therefore 
from  the  external  point  of  view  I should  have  thought 
that  this  was  likely  to  be,  so  far  as  one  can  see  ahead 


and  so  far  as  the  capital  shortage  lasts,  a permanent  feature 
of  the  scene. 

2612.  Sir  Oliver  Franks:  The  need  for  such  an  arrange- 
ment would  be  accentuated  if  the  policies  of  the  authorities 
over  the  past  few  years  had  been  to  keep  the  rate  of 

interest  of  long-term  borrowing  artificially  low? 1 agree 

that  the  rate  of  interest  is  a factor  in  the  situation,  in 
which  there  are  other  factors  as  well. 

2613.  Professor  Cairncross:  Could  you  teU  us  a little 
more  about  the  occasions  on  which  borrowing  has  been 
undertaken  by  Commonwealth  Governments  outside  the 
London  market,  say  in  the  last  year?  Has  this  been  an 

actual  trend? 1 do  not  want  to  go  on  record  with 

statements  about  what  they  have  done  which  may  prove 
to  be  incorrect.  I will  certainly  give  you  what  information 
I can,  but  I should  like  to  do  it  in  a considered  statement.* 

2614.  Mr.  Jones:  Are  the  Treasury  telling  us  in  para- 
graph 25  of  Paper  12  that  there  is  no  measurable  certainty 
of  what  monetary  policy  can  contribute  in  its  influence 
on  general  economic  conditions,  or  even  on  the  balance 
of  payments,  so  that  no  quantitative  assessment  of  its 

value  could  be  made? 1 do  not  think  so.  We  are 

saying  that  we  cannot  make  a quantitative  assessment 
but  we  can  give  particular  qualitative  judgments,  and 
we  seek  to  make  those  in  the  last  part  of  the  paper. 

2615.  Sir  Oliver  Franks:  Would  you  say  that  thai 
inability  to  make  quantitative  assessments  applies  to 
monetary  policy,  fiscal  policy,  and  direct  physical  controls 

in  equal  measure? think  they  are  all  so  much  of 

the  general  picture  that  it  is  very  difficult  to  pick  out 
the  influences.  It  is  like  the  rungs  of  a ladder ; they  are 
constantly  acting  and  reacting. 

Chairman:  Perhaps  we  could  break  off  here.  I hope 
that  next  time  we  shall  be  able  to  take  up  the  debt 

management  paper? Sir  Roger  Makins:  It  is  being 

circulated  to  you  today. 


(77ie  witnesses  withdrew^) 

[Adjourned  until  2.00p./n.) 

C.  F.  CoBBOLD,  Esq.,  Governor,  H.  C.  B.  Mynors,  Esq.,  Deputy  Governor,  L,  K.  O’Brien,  Esq.,  Chief  Cashier, 
W.  M.  Allen,  Esq.,  an  Adviser  to  the  Governors,  and  J.  Q.  Hollom,  Esq.,  Deputy  Chief  Cashier,  of  the  Bank  of  England, 
called  and  examined. 


2616.  Chairman:  Before  we  embark  on  your  Paper  13, 
may  we  see  if  there  are  any  questions  on  the  introductory 

statement  to  it  which  you  gave  us  last  time*? Sir  Oliver 

Franks:  There  is  one  point  I would  like  to  raise.  When 
we  have  raised  hire  purchase,  which  the  Governor  of  the 
Bank  referred  to  at  the  beginning  of  his  statement,  we 
have  been  told  there  are  certain  discussions  going  on 
between  the  Bank  and  the  Treasury  which  presumably 
affect  the  extent,  degree  and  possibifity  of  some  kind  of 
control.  There  are,  I think,  quite  separate  questions  from 
that  question  of  policy,  which  relate  to  the  part  played 
by  the  finance  houses,  the  ease  with  which  in  recent  years 
they  have  got  deposits  and  so  forth.  The  question  arises 
how  important  these  para-banking  activities  are  becoming  ; 
that  is  different  from  whether  or  not  they  should  be  con- 
trolled, I wonder  if  you  have  views  on  that? Mr. 

Cobbold:  There  is  an  exercise  going  on  on  that  subject 
between  ourselves  and  the  Governmental  organisations. 
I assume  that  the  results  of  that  will  be  made  available 
to  you. 

2617.  Chairman:  May  we  turn  to  the  first  paragraph 
of  your  paper?  ? I do  not  think  I am  clear  about  the 
significance  of  the  obligation  of  being  a lender  of  last 
resort.  You  say  in  this  that  your  “ power  is  limited  by 
the  need  to  be  lender  of  last  resort,  which  in  practice 
today  means  ensuring  that  the  current  requirements  of 
Government  are  met”.  In  .this  situation,  whether  it  is 
satisfactory  or  not,  what  place  does  the  understanding 
that  the  discount  market  should  cover  each  week’s  offer 

of  Treasury  Bills  play? ^That  is  an  essential  part  O'f  the 

procedure  which  we  are  describing  there.  The  evidence 
which  the  Chief  Cashiei  gave  to  the  Committee  on  the 
earlier  papers  showed  that,  in  practice,  in  one  form  ox 
another  the  Bank  makes  it  possible,  by  supplying  the 
money  necessary,  for  the  Treasury  BiU  tender  to  be 
covered.  This  phrase  also  covers  ffie  fact  that,  if  there 
is  a shortfall  in  Government  requirements  on  any  day,  in 

See  Qns.  2321-24 

-f  Memoranda  of  Evidence  Part  I No.  13. 


practice  we  make  up  that  shortfall  by  Ways  and  Means 
Advances.  As  you  know,  we  only  regard  Ways  and 
Means  Advances  as  a very  temporary  and  marginal 
assistance. 

2618.  I have  not  forgotten  Mr.  O’Brien’s  evidence;  I 
just  wanted  to  take  it  a bit  further.  In  your  view  is  it 
a satisfactory  anrangement  that  the  discount  market  should 

be  expected  to  cover  the  weekly  offer  in  this  way? 

It  is  an  arrangement  which  has  worked  extremely  wdl. 
In  certain  circumstances,  if  the  public  finances  became 
completely  out  of  order,  then  it  might  be  opeu  to  ques- 
tion, but  in  practice  over  my  experience  it  has  been  a use- 
ful and  helpful  arrangement. 

2619.  Professor  Sayers:  Is  it  not  a comparatively  novel 
one?  Which  change  in  the  general  scene  against  which 
the  Bank  has  to  work  would  you  say  is  principally 
responsible  for  this  having  become  a desirable  feature 

in  a sense  in  which  it  was  not  necessary  before? ^The 

size  of  the  Treasury  Bill  issue. 

2620.  Not  .the  size  of  the  possible  variations  in  Govern- 
ment needs  from  day  to  day? Mr.  Cobbold:  I would 

have  said  more  the  absolute  size  of  the  Treasury  Bill 
issue. — Mr.  O'Brien:  I agree.  The  variations  from  day 
to  day  are  a purely  technical  matter. 

2621.  Chairman:  Does  that  mean  that  the  more  the 
Government  wish  to  borrow  on  these  short  term  bills 
'the  more  necessary  it  is  that  .the  discount  market  should 

fee  able  to.  find  all  the  money? Mr.  Cobbold ; Before 

the  last  war  the  Treasury  BiU  issue  was  considerably 
smaller,  and  it  was  probably  of  less  preoccupation  to  my 
predecessors  that  the  Treasury  Bill  tender  should  be 
covered,  because  there  were  probably  other  means  by 
which  any  shortfall  in  Government  requirements  could  be 
more  easily  covered.— Mr.  O'Brien : Yes  ; the  size  of  the 
Treasury  BiU  tender  each  week  is  so  large  ffiat  unless  the 
arrangements  were  well  organised  there  could  be  no 

■ See  Appendix  to  Minutes  of  Evidence. 
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assurance  that  the  requirements  were  going  to  be  provided. 
— Mr.  Cobbold:  If  I were  not  sure  the  tender  were  going 
to  be  covered  next  Friday,  I should  be  in  a continual 
state  of  anxiety  as  to  how  the  Government’s  requirements 
for  finance  for  the  following  week  were  going  to  be  met 
I think  that  would  have  'been  less  formidable  for  mv 
predecessors. 

2622.  Mr.  Jones:  What  does  Mr.  O’Brien  mean  when 
he  talks  about  the  “ arrangements  ” being  “ well 

organised”? ^The  whole  mechanism;  the  discount 

market’s  arrangements  with  ourselves  and  with  the  clear- 
ing banks,  our  own  day  to  day  arrangements  for  the 
needs  of  money  for  the  Exchequer,  and  the  whole  complex 
of  the  money  market. 

2623.  Professor  Sayers:  If  this  arrangement  were  not  in 
effect  would  the  Bank  feel,  first  that  it  had  less  control 
over  short  term  rates,  and  secondly  that  its  hand  might 

be  forced  on  Bank  Rate  from  time  to  time? Certainly 

■yes  to  the  first  part;  and  I think  yes  to  the  second 
part  too. 

2624.  Chairman:  Was  I putting  it  unfairly  when  I 
suggested  that  the  more  the  Government  is  asking  to 
borrow  on_  these  short  term  Bills  each  week  the  more 
.important  it  becomes  that  the  discount  market  should  be 

able  to  find  the  money? The  degree  is  so  different  in 

present  circumstances  from  what  it  was  in  earlier  circum- 
stances ; that  I think  is  the  essential  point.  If  the  demand 
went  up  or  down  five  or  ten  per  cent,  between  now  and 
next  June,  I should  not  regard  that  as  relevant. 

2625.  Professor  Sayers:  Does  it  follow  that,  if  we  could 
get  back  to  a position  in  which  the  Treasury  Bill  tender 
were  appreciably  smaller  in  relation  to  Ae  national  income 
than  it  is  now,  this  arrangement  with  the  discount  market 

might  well  be  dispensed  with? ^The  Treasury  BiU  or 

other  forms  of  floating  debt ; I would  not  accept  that  if 
it  were  merely  a substitution  for  Treasury  Bills  of  Ways 
;and  Means  Advances,  for  example. 

, 2626.  Professor  Cairncross:  Do  you  not  feel  that  the 
expansion  of  the  public  sector  almost  inevitably  means  a 
very  large  expansion  in  the  Government’s  current  require- 
ments for  accommodation? 1 think  it  is  a question  of 

the  size  of  the  floating  debt  rather  than  of  current  require- 
ments.- 

2627.  Professor  Sayers : Is  at  not  the  fluctuation  of  cur- 
rent requirements? Mr.  Cobbold:  I would  have  said 

that  it  is  more  the  absolute  level  than  the  fluctuation. — 
Mr.  O'Brien : I think  it  is  the  absolute  level  of  the  require- 
ments, which  are  very  large  even  for  our  market  to  absorb 
week  by  week.  The  assumption  is  that  they  are  large 
and  must  be  met  each  week.  The  second  assumption  is 
that  they  should  be  met  from  the  market,  oot  from  other 
sources.  If  they  are  to  be  met  from  the  market,  not  only 
do  the  anangeraents  have  to  be  good  technically  in  order 
to  get  that  mon-^  each  week,  but  an  essentM  part  of 
the  arrangemrat  is  that  the  Bill  itself  should  be  market- 
able, because  the  market  would  soion  get  tired  of  it  if  it 
WCT6  not ; and  its  marketability  is  greatly  by 

the  arrangemeai'ts  with  the  disoount  market. 

2628.  If  it  became  possible  in  the  next  five  years  to 
replace  a large  part  of  the  existing  body  of  Treasury 
Bills,  say  one-third  or  something  like  that,  by  long  term 
bonds  right  outside  the  money  market,  would  the  Bank 
not  still  feel  that,  -although  the  Treas^  Bill  issue  had 
become  smaller,  the  possibility  of  variation  in  the  amount, 
or  the  possibility  of  appearance  of  a gap  between  what 
the  market  would  provide  willingly  and  easily  and  what 
the  Government  needed  in  any  one  week  in  the  way  of 
cash,  might  still  be  so  big  as  to  make  an  arrangement  of 

this  kind  a usrful  device  for  oiling  the  mechanism? Mr. 

Cobbold:  If  the  absolute  level  were  reduced  by  one-tltird, 
ray  preoccupations  would  still  be  very  similar,  on  the 
absolute  figure,  as  today. 

2629.  Altbou^  the  Treasury  Bill  issue  would  then  be 
not  very  different  in  relation  to  the  national  income  than 

it  was  pre-war? 1 -am  sure  you  are  right  about  that  | 

but  still  the  absolute  fi^e  is  very  much  bigger.  I am  think- 
ing of  my  preoccupations  of  finding  the  money  on  each 
occasion. 

2630.  And  I am  suggesting,  with  all  respect,  that  your 
preoccupations  are  due  to  ithe  ‘possibility  of  a gap  develop- 
ing between  what  -the  Government  needs  that  week  and 
what  the  market  will  bear.  Comparing  n'ow  with  pre-war 
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I should  have  thought  that  that  possibility  was  partly  due 
to  a relative  increase  in  the  size  of  the  Treasury  Bill  issue, 
but  also,  and  in  very  large  measure,  due  to  the  greater 
amount  of  variable  elements  in  the  cash  needs  of  the 

public  sector? 1 do  not  think  I am  disputing  that.  I 

should  certainly  be  preocupied  with  a total  of  that  sort 
of  magnitude,  whether  it  was  one-third  less,  or  the  same  as 
today.  I quite  agree  that  the  fact  that  there  may  be 
heavier  variations  'than  in  the  old  days  would  add  to  my 
preoccupations  if  the  present  system  were  discontinued. 

2631.  _How  workable  would  the  system  be  without  this 
convention,  if  the  Treasury  Bill  could  be  reduced  by  that 

sort  of  proportion? Mr.  Cobbold:  If  it  were  reduced 

by  about  a third,  I would  still  regard  this  system  as  highly 
desirable. — Mr.  O’Brien:  You  could  say  that,  as  the 
amount  of  the  debt  was  reduced  eadi  week  so  the  danger, 
given  present  market  resources,  of  a sh'ortfall  would  tend 
to  be  reduced,  thou^  I would  not  necessarily  say  elimin- 
ated.-— Mr.  Cobbold:  On  any  sort  of  reduction  cf  the 
floating  debt  I can  foresee  I still  regard  this  arrangement 
as  highly  desirable. 

2632.  Chaiiman:  Hie  general  effect  of  tiiis  system  is 
that,  at  a time  when  you  want  to  put  pressure  ou  the 
banks,  cash  floods  back  into  tlie  market  and  the 

liquidity  is  restored  again? That  is  correct.  We  can 

influence  the  rates  much  more  easily  than  the  absolute 
level  of  cash. 


2633.  Does  not  -this  system  amoimt  to  the  discount 

market  each  week  by  its  offer  to  take  up  Treasury  B^s 
as  It  were,  pledging  your  credit,  because  they  know  that, 
in  so  far  as  they  get  the  bills  and  have  to  cover  them, 
they  can  always  rely  on  you  providing  the  necessary 
amount  of  cash? ^They  know  .they  can  alwavs  re- 

discount or  sell  to  us. 

2634.  Is  it  not  really  your  credit  they  are  pledging,  or 
that  of  the  banks  m so  far  as  they  are  relying  on  call 

money? To  the  extent  that  we  lend  to  the  market, 

mey  are  really  taking  up  the  bills  on  money  borrowed 
from  us.  ^ 


ow  II  i,  reauy  your  creaitv Yes.  In  effect  they 

are  certain  that  we  shall  supply  the  money  as  the  lender 
of  last  resort,  an  the  system  as  it  is. 

2636.  Professor  Sayers:  Surely  the  Bank  of  England 
must  be  the  source  from  which  any  marginal  cash  needs 

of  the  Government  are  met? ^Yes,  otherwise  the  whole 

discount  market  system,  the  marketability  of  bills  and  the 
oertointy  of  the  dearmg  banks  that  their  call  loans  are 
readily  recallable  would  break  down. 

2637.  And  there  would  be  very  sharp  variations  in  the 

short-term  rate  structure  generally? Very. 

2638.  Chairman:  Supposing  there  was  not  this  covering 
arrangement,  and  the  Government,  despite  the  attractions 
of  Its  Bills,  could  not  be  sure  of  getting  all  that  it  wanted 
to  borrow;  It  would  have  to  go  to  you  for  the  balance 

as  It  must  have  it  m that  week? Unless  it  could  be 

got  from  any  other  source. 

2639.  Would  that  be  fatal? Fatal  is  a big  word- 

but  we  have  tried  to  explain  that  we  do  regard  regular 
large  borrowing  on  Ways  and  Means  Advances  as 
extremely  unsatisfactory  for  a number  of  reasons  It 
would  be  direct  ‘lending  by  the  Bank  to  the  Treasury. 

2640.  I think  you  point  out  in  your  introduction,  that 

you  are  not  compeUed  under  your  obligation  as  the 
government  s banker  to  find  money  reeularlv  for  the 
Government’s  needs? We  are  not  compelled. 

2641_.  There  could  come  a point  at  which  in  the  last 
resort  h would  be  open  to  the  Bank,  subject  to  directions 
under  me  Bank  Aa,  to  interrupt  the  automatic  provision 

of  cash  to  meet  Government  requirements'’ That  is 

a situation  which  neither  the  Bank  nor  the  Treasury  would 
contemplate  with  any  enthusiasm,  but  it  is  a point  which 
could  conceivably  arise. 

.u  ?“*  '*  “ “"I'ol  which  it  seems 

that  under  this  automatic  system,  having  your  credit 

pledged,  as  it  were,  for  you,  you  do  not  achieve? It 

would  certaMy  give  us  a theoretical  control.  Theoretical 
control  in  Jat  way  could  Emit  our  rediscount  arranS 
ments  and  thereby  disturb  the  whole  o£  the  present  bafS 
If  QMion  1810:  ‘‘whether  we 

should  have  gamed  in  the  end  by  subaUtutinrfoi  om 
present  methods  (which  admittedly  have  their  risks)  ” 
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system  which  prevails  in  some  countries  by  which  the 
Exchequer  lives  from  hand  to  mouth  ...  I am  not  sure  ”, 
It  comes  to  that  point,  I think. 

2643.  Professor  Sayers:  In  the  present  system  you 
provide  the  money  on  the  whole  without  arguing,  though 

you  do  sometimes  make  statements  in  public? ^And  in 

private. 

2644.  Indicating  that  you  are  not  happy  about  this 

situation? 1 do,  Sir. 

2645.  This  bears  on  what  is  said  in  this  paper.  We 
have  to  compare  various  possibilities  with  the  present 
system,  in  which  money  goes  without  any  technical 

obstacles  to  the  Government  for  current  needs? ^It 

does,  but  there  are  still  safeguards,  if  the  Bank  of  England 
took  a formal  view  that  the  position  was  developing 
dangerously. 

2646.  The  safeguards  are  that  the  Governor  can  speak 
out  in  private  and  in  public  and  that  there  could  be  an 

informed  public  view  on  it? ^Yes,  and  as  1 have  also 

said,  in  the  very  last  resort,  which  neither  Bank  nor 
Treasury  would  willingly  contemplate,  there  could  be  some 
interruption  in  this  automatic  arrangement. 

2647.  Professor  Cairncross:  Where  there  is  no  discount 
market  and  no  automatic  obligation  on  the  central  bank 
to  lend  to  the  government,  say,  in  the  United  States, 

how  are  those  matters  resolved? ^The  system  is  so 

different  in  the  United  States  that  I do  not  believe  that 
it  is  really  comparable.  But  in  certain  countries,  which 
I think  I need  not  name,  what  happens  is  that  from  time 
to  time  an  advance  limit  is  agreed,  often  with  statutory 
authority,  between  the  government  and  the  central  bank. 
From  time  to  time  the  government  get  very  close  to  that 
limit,  or  appear  in  danger  of  exceeding  it,  and  there  are 
arguments  between  the  government  and  the  central  bank. 

2648.  But  I take  it  that  some  of  this  depends  on  the 
organisation  of  the  money  market ; that  is,  it  is  not  just 
the  expansion  of  the  public  sector  here  that  has  made  a 
difference,  it  is  also  the  virtual  disappearance  of  the 

commercial  bill? ^I  doubt  if  that  makes  a difference  to 

the  specific  point  we  are  talking  about. 

2649.  Does  it  not?  If  there  were  a larger  bill  market 
would  you  not  have  less  compunction  in  allowing  the 
Government  to  take  their  chance  in  the  market  than  ff 

you  were  the  sole  purveyor  of  bills? Professor  Sayers: 

One  of  the  differences  between  the  United  States  system 
•jnd  ours  in  this  respect  is  that  in  the  United  States 
lystem  the  government  can  get  a bit  more  cash  out  of 
the  system  to  meet  extra  large  needs  by  offering  just  a 
bit  more  on  the  Treasury  Bill  rate.  That  attracts  institu- 
tions of  a wide  variety  to  alter  their  ratios  of  ±e  different 
kinds  of  assets  they  hold  and  just  squeezes  an  extra  bit 
out.  In  our  system  the  asset  ratios  most  relevant  to  this 
are  pretty  rigid,  and  we  have  largely  lost  the  squeezable 
element,  which  was  the  commercial  biU.  These  other 
elements  are  not  readily  squeezable,  are  they ; the  Bank 
of  England  just  has  to  stand  behind  the  Government  and 

meet  the  marginal  cash? 1 would  put  the  same  thought 

the  other  way  round:  that  at  least  one  of  the  essential 
differences  is  that  the  commercial  banking  system  is  so 
very  heavily  loaned  to  Government  here  and  much  less 
in  the  United  States  generally  spe^ng. 

2650.  That  meets  part  of  it,  but  only  a part.  If  the 
clearing  banks’  advances  ratio  were  65  per  cent.,  we  should 
still  have  this  problem?- — I would  have  thought,  at  first 
sight,  much  less  than  we  have  at  this  moment.  I agree 
at  once  that  the  United  States  market  is  so  much  wider ; 
and  the  whole  business  of  Federal  funds  and  the  different 
districts  makes  the  situation  very  different. 

2651.  A bit  of  cash  can  be  squeezed  out? Largely 

because  of  the  size  of  the  country  and  the  diversification. 
You  can  attract  money  from  San  Francisco  to  New  York, 
and  from  New  York  to  Dallas,  and  so  on. 

2652.  Professor  Cairncross:  Is  not  the  point  this  more 
precise  one:  that  if  the  private  sector  and  public  sector 
make  use  of  a common  instrument  there  is  room  for 
manoeuvre,  whereas  if  they  make  use,  as  they  tend  to 
do  in  this  country,  of  different  instruments  of  credit  (in 
the  one  case  using  bank  advances  and  in  the  other  case 
Treasury  Bills),  the  change  from  the  public  to  private 
sector  « not  so  easy  to  accomplish,  and  the  Government 
can  only  have  the  elasticity  it  needs  if  the  Bank  of  England 


stands  ready  to  supplement  what  the  market  will  offer? 

1 am  iraid  that  even  with  more  commercial  bills, 

given  the  present  volume  of  Treasury  Bills,  we  should 
still  be  up  against  much  the  same  sort  of  difficulties. 

2653.  Perhaps  I might  lead  on  from  this,  since  we 
have  introduced  the  question  of  the  American  system,  to 
the  suggested  technique  at  the  end  of  the  paper  involving 
the  use  of  special  deposits.  In  this  country  the  discount 
market  so  operates  that  when  you  restrict  credit  you 
hope  to  force  the  market  into  the  Bank,  and  you  wait 
till  the  market  comes  to  the  Bank.  In  the  United  States 
there  is  at  least  supposed  to  be  a difference  in  that  the 
commercial  banks  are  already  in  debt,  or  can  be  made 
to  be  in  debt,  to  the  Federal  Reserve  System,  and  there- 
fore can  be  in  direct  constant  contact  with  the  central 
bank.  If  you  introduced  a systMn  of  special  deposits  in 
this  country  it  could  be  regarded,  I suppose,  as  a step 
in  that  direction.  You  do  not  represent  it  as  a step  in 
that  direction,  but  it  might  be  operated  rather  in  that 
way,  in  the  way  in  which  the  American  system  functions? 

Mr.  O'Brien : But  that  would  not  put  the  hanking 

community  in  debt  to  the  government,  if  it  made  deposits 
at  the  central  bank? 

2654.  Professor  Sayers:  But  individual  banks  would 
have  the  right  to  come  along  and  argue  as  to  how  much 
was  to  be  called  for,  and  that  might  be  comparable  to 
'the  occasions  for  contact  provided  by  the  American 

system? Professor  Cairncross:  You  might  have  a 

different  relationship,  which  might  in  a sense  by-pass  the 
discount  market? — Mr.  Cobbold:  The  two  systems  have 
very  material  differences,  but  your  point  is,  I think,  that 
it  would  tend  to  raise  more  direct  discussion  between 
the  central  bank  and  the  commercial  banks  individually 
over  the  credit  position  existing  at  this  moment. — Mr. 
O'Brien : But  of  course  the  two  systems  would  run  side  by 
side.  For  the  Government’s  ordinary  week-to-week 
requirements  we  should  continue  to  have  a system  of 
Treasury  BiU  issues,  and  a system  of  special  deposits  would 
be  instituted  as  occasion  demanded.  There  would  be  direct 
contact  with  the  banks  over  that,  and  also,  I presume, 
the  discount  markets  stiU  operating  to  facUitate  the  re^ar 
arrangements. — Mr.  Cobbold : We  should  regard  this  as 
marginal,  as  I see  it,  beside  the  more  regular  and  more 
general  operations  as  they  are  now. 

2655.  Professor  Cairncross:  In  making  this  suggestion 
are  you  thinking  of  what  I might  describe  as  the  emer- 
gency situation  we  are  now  in  (although  it  has  lasted 
a long  time)  or  are  you  making  a suggestion  that  you 
would  like  to  see  pursued  in  the  long  run  even  if  you 

can  overcome  present  difficulties? ^We  are  saying  rather 

carefuUy  and  d^nitely  that  we  should  not  like  to  see 
this  system  introduced,  but  that,  if  something  had  to 
be  introduced,  we  feel  this  is  the  most  likely  starter.  We 
should  not  regard  it  as  something  we  should  hope  to  use 
every  week  or  every  month,  but  something  which  might 
have  to  be  used  from  time  to  time  (I  personally  should 
hope  as  rarely  as  possible)  to  meet  a particularly  difficult 
credit  situation. 


2656.  Do  you  not  see  some  advantages  in  the  American 
^rangement  under  which  there  is  automatic  contact 
Iwtween  the  central  bank  and  the  commercial  banks  over 

the  use  to  which  credit  is  put? 1 much  prefer  our  own 

system  for  our  market. 


2657.  Sir  Oliver  Franks:  In  paragraph  2,  am  I right 
m thinkmg  that  the  tradition,  which  I agree  is  now  estab- 
lished, ffiat  the  clearing  banks’  liquidity  ratio  shall  not  fall 
below  30  per  cent.,  is  a pure  convention?  I think,  so 
far  as  I can  find  out,  that  that  particular  figure,  or  a figure 
very  near  it,  is  not  what  would  be  required  for  the  safe 
operation  of  the  clearing  banks  as  they  emerged  after  the 
period  of  a,maIgamation,  but  is  inherited  from  the  period 
of  small  private  banks.  Is  it  not  probable  that,  if  it  amply 
went  by  nature  and  expediency,  it  would  be  a much  more 
elastic  figure  than  the  30  per  cent,  now  established  by 

convention?- ^That  would  be  mainly  a view  for  file 

clewing  banks  to  express.  I do  not  .think  I should  dissent 
if  they  expressed  it. 


2608.  Professor  Sayers:  In  paragraph  8 (a)  you  have 
to  some  extent  justified  the  present  arrangement  by  saying 
mat  banking  conventions  “ rest  upon  the  traditional  and 
proper  attitude  of  a banker  that  he  must  seek  to  be  in 
ail  circumstances  good  for  his  engagements  ”,  and  that 
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SrSw^a“ta*laiTS?'oond?^^  mS  as  Tcont  ‘‘ 

not  founded  upon  eiperience  of  their  own  business” 

•^oes  that  not  suggest  that  the  30  tci  rent  has  b^en  if  ^e  have  made  clear, 

•ived  at  and  is  atoered  to  for  tbfbaS’ o^  pu4oses?  ^ 

^That  IS  certainly  so.  It  is  inherited  ard  ^ ^ liquidity  down  so  far  as  we  can,  we  have  over  this 

adhered  to  as  a eoaventka.  for  the  haata'  o™  purposes.  S"tS  S.rioXL^f 


t has  been  penod  relied  to  a very  gn... ..o  sm=  ..u-. 

1 purposes.  of_^e  clearing  banks,  apart  from  the  technical  measures, 


2659.  Would  it  not  be  very  difficult  to  build  up  a 

i“i  •».  that,  if  tte  a the  bap-king  wsiem  Ssed  ae”liS5Tati~ 


ia  ^ themselves  ww,  mis  js  now  me- 

would  b^aye  for  their  own  purposes?  Why  should  i 
clearing  bank  hod  u„„;j i,  ‘ 


f would  be  the  effect  on  credit  and  inflation 


if  “J™!!™  & •K'‘“™slaifa7bnt  ^“regard 


ItlSoSySs’S  ““  “• 


It  might  be  different  for 

different  banks? For  different  categories  of  banks. 


^®^BUse  the  banks  would  immediately 
sell  10  per  cent,  or  thereabouts  of  their  exisdne 
investments.  Aa^uug 

2670.  Professor  Cairncross:  You  told  us  that  you  did 

thlTlV  fharta  yrrop  a1_  _ T\__. 


not  think  there  was  any  possibility  of  the  Bank  ceasing 
ttr  j lender  of  last  resort  except  in  an  extreme  case. 

2fifil  rtiff»r«  <■  u 1,  ..."  measures  that  would  stop 

biitai.7  ^ S different  types  of  » l>n’=  ftm  of  that,  in  which  the  Bank  would  make  it 

CoiioH:  That  ts  what  I moan.  I »PP”m,i  .there  would  be  no  automatic  supply  of  cash  to 

OT  S2  ‘ “ u'  ijifferent  for  the  " Big  Five  " *■■=  banking  system,  although  it  would  still  be  willing  to 

SmT  vSl«i.p  bankSpMr.  Mynore;  There  is  J?*  “ '“to  of  last  resort? That  would  have  the 

r?BF„7  w 1 ./’POPS  smaller  clearing  bants.— Mr.  ijisadvantages  of  ttansferring  into  Ways  and  Means 

artiSflTvS?  •!>“  30  per  cent  is  an  to  which  we  have  already  drawn  attention. 

is  accepted  by  an  ScSied  convention  is  that  it  the  liquidity  m the  system,  if  the  hanks  were  not  quite 

eve,  we  ' swe  whether,  if  they  put  pressure  on  the  market,  the 

2662.  The  Governor  made  a statement  which  mav  market  would  automatically  get  flie  cash  needed? 

be  of  some  importance ; did  that  imply  that  if  there  “®  clearing  banks  once  began  to  think  that  their 

were  control  of  liquidity  ratios,  you  saw  no  reason  whv  <;BU  loans  were  not  absolutely  liquid,  that  would  change 

me  liquidity  ratios  of  the  “Big  Five”  should  differ? system  much  more  widely  than  you  are 

Mr.  Mynors:  Their  businesses  are  not  identical  but  in  suggesting, 

Crt  far  ac  tivav,  ..*«  1 jv—  . .*  _ s 


. ..„ O.IC  liOL  luecticai,  out  in 

^ar  as  they  are  broadly  similar  one  would  expect 

em  to  Wftrlf  tka  Kmo,^lTf  ..Ivnfl..—  V w — , , It  _ 


them  to  akiix^oi  ouc  wouia  expect  26J2.  Chairman:  Would  the  first  result  be  that  they 

mm  to  work  to  broadly  similar  figures.— Mr.  Cobbold:  would  not  put  so  much  call  money  *'■ 

joint  stock  I 'would  have  thought  the  changes 
deposit  banks  the  ratio  would  in  principle  have  to  be  that. 


money  into  the  market?— 

far  wider  than 


the  same.  ^ . 

. , 2673.  Lord  Harcoarti  It  would  put  a stop  to  the  tender 

2663.  Chcarman:  In  paragraph  5,  you  say:  “Whatever  arrangements? ^It  would  put  a stop  to  many  things 

the  fonn  of  securities  offered,  promotion  of  the  flow  of  ' 

securities  into  non-banking  hands  is  subject  to  four  ' 

Twrtanl  Timitatiiir,*  ” c. ww.  v. 


Tv>rf9Tit  limitatirmt •'  rt  ivj  iviu  jiu-  cicu  oui>  die  aiways  Giscountaoie  with  you;  does 

^epSld^  add  ^ fift^ r other  assets? Mr.  O'Brien:  For  aU  jp.aw- 

fliaf  if  the  rate  of  hterlft  S toTlLwTvIlfi?S“f  purposes  it  is  mainly  Treasury  Bills,  and  to  a lesser 

T,rr.,.i  in_ relation  to  the  extent  short  ^nds  under  five  years;  but  it  could  be 


_ 2674.  Chairman : Treasury  Bills  and  first-class  commer- 
cial WHs  are  always  discountable  with  you ; does  that 
* ' ' ' “ “ prac- 


I..  J.A  ■.  i -L  ■ •••’  ‘•F~'  kv»*  4u  icjaiiua  lo  me 

broad  capital  situation  of  the  country,  the  flow  of  securities 
into  non-banking  hands  would  be  limited?— Yes. 


commercial  bills. 


2664.  Chairman:  In  paragraph  6 you  say:  “The  main 
monetary  wea^n  for  influencing  market  expectations  lies 
m Bank  Rate  , and  then  you  consider  the  question 
whe  her  the  customary  frequency  and  scale  of  changes 
B best  adapted  to  present  day  conditions  ”.  The  alterna- 

tlTfP  tnwrtmr.  yviT,  Ic  .L 1 i v . — . . »*.?* 


2675.  Professor  Sayers:  The  Bank  is  not  limited  from 

extending  its  eligible  credit  indefinitely? Mr.  Cohbold : 

Not  by  statute. 


2676.  Professor  CaiVncrojj:  Does  the  eligibility  of  short 
bonds  go  back  a long  way,  or  is  it  something  fairly 


live  thrown  out  is  that  you  should  adjust  Bank  Rate  nKxJeni? ^Afr.  C0660W ; It  goes  back  beyond  any  of  our 

weekly  to  market  rates,  the  point  being  that  that  would  — Professor  Cairncross:  That  as  far  enough, 

relief  that  changes  in  rates  were  really  deter- 


arrangements  with  the  banks 


Th5f  i m effect  a passive  attitude  towards  it?  directed  to  limiting  inert 

——That  was  system  recently  adopted  in  Canada,  but  this  paper  is  devoted  ^ 1 

no  commitment  that  jt  would  always  be  maintained,  these  altematiye  methods  are  inferior,  not  to  the  pr^t 


2665.  Professor  Cairncross:  Is  Canada  the  only  country  arrangement,  but  to  a state  of  affairs  in  which  there  are 

which  has  this  floating  Bank  Rate  system? ^That  is  I °°  controls  on  bank  advances;  is  that  not  so? To  be 

am  afraid,  the  only  one  I am  familiar  with.  ’ accurate,  nothing  other  than  the  30  per  cent,  convention. 


2666.  Sir  John  Woods:  When  you  say  there  is  no  com-  .2678.  Does  that  mean  that  the  Bank  is  looking  forward 

mitment  that  that  would  not  be  changed  in  the  Canadian  great  expectation  to  a period  in  which  it  becomes 

system,  does  that  mean  that  the  normal  thing  is  to  follow  possible  to  dispense  with  the  present  control  of  bank 

the  market  week  by  week,  but  the  Canadian  Government  advances? ^We  have  always  recognised  that  the  present 

mi^t  _ intenupt  that  process? The  Bank  of  Canada  methods  are  undesirable  as  permanent  or  semi-permanent 

made  it  quite  clear,  when  they  introduced  this  new  system,  arrangements.  'We  should  certainly  hope  that  other  general 
that  if  at  any  time  they  thought  a larger  move,  or  a conditions  to  which  we  have  referred  many  times  may  be 
reversion  to  the  earlier  system,  might  be  desirable,  they  ®°  adjusted  that  a continuance  of  these  abnormal  or  sup- 

regarded  themselves  as  quite  free  to  go  back  to  the  earlier  F^cmentary  measures  would  not  be  necessary  for  all  time, 

'*®®®  abnormal  measures,  if  I may  confine 

2667.  Chairman : Then  you  say  at  the  end  that  the  niyseif  to  the  quantitative  contrd  of  bank  advances  have 

main  point  about  moving  by  steps  is  that  it  is  a practical  j’^st  about  24-  years,  and  you  will  hardly  expect 

way  of  indicating  the  wish  of  the  authorities  with  regard  j’®  gone  within  a period  of  three  years  from  their 


to  the  situation? ^To  meet  a point  Professor  Sayers  initiaticMi.  Is  not  three  yeiais  rather  a long  time?  If  a 

has  often  made,  I believe  that  in  the  last  line  of  para-  P®t^®d  of  three  years  had  been  envisaged  at  the  start 


graph  6 we  ought  to  have  said  “ an  immolate  change  in  should  not  a great  deal  more  attention  have  been  given  to 
short  term  market  rates  ”,  alternative  methods?  If  we  are  envisaging  another  three 

2668  M?.  Wi  On  parnsraph  7,  to  what  aitlant  does  tton  alstlS™ 

liquidity  assist  the  fever  of  inflation? We  have  felt,  of  aSL  hL  great  deal 

in  trying  to  deal  with  credit  in  the  private  sector,  tha  SteSSL  metier  As 
t is  more  difficult  to  secure  the  cooperation  of  ffie  K the  mihM 

banking  system  in  limiting  advances  if  'liquidity  is  too  preferable  to  aoy  of  thc5§  other  ones  ^ 

30500 
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2680.  Although  these  methods  include  the  control  of  the 

quantity  of  advances? Quantitative  conirol  in  the  sense 

in  which  it  has  been  done.  Some  sort  of  similar  quantita- 
tive control,  to  use  your  phrase,  goes  back  quite  a bit 
beyond  the  2i  years.  I think  I remember  discussicms 
about  this  in  1949  or  1950. 

2681.  These  controls  are  getting  well  whiskered? ^As 

far  as  I am  concerned,  they  are.  I cannot  remember  when 
I last  expressed  in  public  the  view  that  they  could  not  last 
too  long,  but  I certainly  have  expressed  that  view.  I 
should  find  it  difficult  to  name  any  specific  period  as  the 
limit  they  could  operate ; but  I do  not  think  they  can  last 
semi-permanently,  and  I think  that  is  why  we  are  at  the 
moment  iscussing  whether  anything  else  should  be  sub- 
stituted if  the  ne^  for  some  regulation  of  this  sort  con- 
tinues. 

2682.  If  one  put  the  various  methods  in  this  ^per  in 

your  order  of  preference,  we  should  find  quantitative  con- 
trol of  bank  advances  pretty  low  down?- you  arc 

it  in  the  sense  I think  you  are,  of  asking  the  banks 
not  to  compete  with  each  othCT  and  holding  the  level  of 
advances  down,  yes. 

2683.  Sir  Oliver  Franks:  It  is  more  than  that  now ; it  is 
by  arithmetic ; “ take  the  average  of  12  months  and  stick  to 

Qiat?  ” ^Yes,  but  even  in  the  form  it  was  last  year  the 

kernel  is  the  agreement  between  the  banks  not  to  compete, 
which  I regard  as  a disagreeable  feature  if  it  has  to  be  con- 
tinued too  long. 

2684.  Professor  Sayers:  We  have  it,  and  yet  it  is  very 

low  down  on  your  list? ^Very  low  as  a permanent  or 

semi-permanent  measure,  but  not  as  a temporary  measure. 
For  this  last  period  it  has  been  the  top  of  my  list. 

2685.  You  would  prefer  a very  substantial  funding  of 

short-term  into  really  long-term,  debt? Y es. 

2686.  That  would  give  you  a comfortable  position  from 
which  you  would  be  prepared  to  look  down  on  these 
measures  as  the  undesirable  things  that  had  only  to  be 

pulled  out  of  the  cupboard  on  emergency  occasions? 

I have  to  admit  that  on  funding  we  have  some  way  to  go 
before  we  could  get  to  that  comfortable  position.  There 
are  other  things  in  fee  general  economy  which  I think 
might  make  us  much  less  pre-occupied  about  the  level 
of  bank  advances  than  over  the  last  period. 

2687.  You  are  not  thinking  there  of  a slump? ^No, 

of  a less  violent  expansion.  I think  we  might  be  less 
bothered  about  the  level  of  advances  if  we  were  less 
bothered  about  inflation,  to  put  it  broadly. 

2688.  But  you  are  bothered ; and  you  bad  better  go 

on,  had  you  not,  bothering  about  advances? ^We  are, 

2689.  Although  this  is  low  down  on  the  list? It  is 

not  low  down  on  the  list  at  this  moment.  As  I have 
said,  this  is  still  at  the  top  of  my  list  at  the  moment,  but 
I am  not  prepared  to  say  when  it  changes  in  the  batting 
order. 

■ 2690.  It  is  top  of  the  list  as  a measure  that  goes  on 
three  or  five  years,  but  it  is  low  down  on  the  list  for  a 

permanent  fixture? Mr.  Cobbold:  As  a statutory  or 

regular  measure.— Mr.  Mynors : We  are  really  saying  that 
we  have  not  yet  admitted  that  inflation  is  a permanent 
measure. 

2691.  Chairman:  Suppose  that  within  the  next  eighteen 
months  it  was  possible  to  withdraw  this ; if  you  had  no 

other  weapon  you  might  have  to  resort  to  it  again? 

Mr.  Cobbold:  I should  not  mind  that  as  a short-term 
operation.  It  is  &e  semi-permanence  of  this  I dislike. 

2692.  Would  it  not  worry  the  banks  very  much,  once 
they  had  been  given  a freer  hand,  that  they  might  find 

themselves  put  back  again? ^They  would  be  worried 

under  any  of  these  systems.  You  would  have  to  ask  the 
clearing  banks  exactly  where  the  present  system  would 
stand  on  their  batting  order  as  compared  with  the  other 
alternatives  here. 

2693.  Mr.  Woodcock:  If  you  achieved  a substantial 
funding  of  short-term  debt  and  consequent  reduction  in 
liquidity,  would  not  that  inhibit  the  competition  of  banks? 

Mr.  Cobbold : I do  not  think  so.  You  would  not  have 

to  have  an  agreement  between  the  banks  not  to  compete  : 
they  would  be  governed  by  the  amount  of  cash  they  had 
to  lend,  which  is  perfectly  normal.  V^at  bothers  me  is 
that  we  have  growing  up  a generation  of  clearing  bank 


managers  whose  function  is  not  to  do  business,  which 
seems  to  me  bad  for  the  banking  system  and  for  service 
to  the  pubUc.— Si>  Oliver  Franks:  That  is  bterally  true,  m 
the  sense  that  trainee  sub-managers  have  to  be  given 
exercises  in  what  they  would  do  if  a customer  came  for 
an  advance,  instead  of  practising  on  a customer  actually 
coming  into  the  bank;  that  is  a bad  thing. 

2694.  Chairman:  In  paragraph  8 you  set  orrt  file  con- 

siderations about  the  effect  of  compulsion.  You  draw 
attention  in  paragraph  8 (a)  to  the  objections  to  mterfermg 
with  banking  conventions  for  non-banking  reasons.  But 
would  not  the  object  be  to  secure  a more  healthy  state 
of  the  economy?  Would  it  not  be  one  of  those  more 
general  regulations,  hke  those  imposed  on  a man  running 
a factory,  which  are  imposed  for  the  general  health  of 
the  community!  but  do  not  contribute  to  the  purely  effi- 
cient running  of  his  business? think  it  would  look 

suspiciously  like  the  Government  wanting  to  borrow  money 
which  it  found  difficult  to  get  from  other  sources. 

2695.  Limiting  advances  to  the  private  sector  has  some- 
thing of  the  same  flavour? Certainly. 

2696.  Professor  Sayers : It  might  be  said  that  the  present 
arrangements  between  the  discount  houses  and  the  Bank 
of  England  were  designed  to  facilitate  the  financing  of  the 
Government  deficit.  If  you  impose  a measure  for  the 
control  of  the  credit  situation  and  you  say  that  it  is 
for  that  purpose,  surely  nobody  has  any  particular  reason, 
other  than  what  already  exists,  to  say  that  this  arrange- 
ment is  for  the  more  convenient  financing  of  Government 

deficits? 1 do  not  agree  with  that  view.  I believe  that 

if  liquidity  ratios  were  prescribed  by  statute,  although  it 
was  primarily  and  genuinely  intended  as  a credit  control 
measure,  a lot  of  people  would  see  in  it  an  eventual  risk 
that  the  use  of  powers  in  that  way  might  be  intended  to 
increase  Government  borrowing  from  the  banking  system. 

2697.  I know  my  imagination  is  not  a rich  one,  but 
if  I were  trying  to  think  of  some  credit  system  which  would 
make  as  easy  as  possible  the  financing  of  the  Government’s 
cash  requirements,  I do  not  think  I could  imagine  a better 
one  than  the  present  one.  I have  never  felt  called  upon 
to  write  a pamphlet  explaining  that  this  is  how  the  present 
system  works.  If  I wrote  a pamphlet  saying  that  the 
present  system  was  designed  to  make  the  financing  of 
the  Government’s  cash  needs  just  as  easy  as  possible, 

I think  it  would  be  misleading  and  would  grossly_  mis- 
represent the  intentions  of  the  people  who  run  it.  I 
should  consider  it  no  less  misleading  to  represent  a 
measure  of  the  kind  we  are  looking  at  here  as  a measure 
the  purpose  of  which  was  to  finance  the  Government's 
cash  needs.  Surely  it  would  be  more  property  described 
as  a measure  for  the  better  control  of  credit  in  relation  to 
the  Government’s  whole  economic  policy.  _ Why  should 
we  suppose  that  people  would  seek  to  twist  the  whole 

intent  of  the  system? ^Perhaps  that  is  largely  a matter 

of  view  ; but  I should  foresee  a great  risk  that  a measure 
of  this  sort  would  be  so  interpreted.  I would  see  a 
greater  risk  that,  once  the  ratio  had  moved  to  33  per  cent, 
it  would  move  to  36  per  cent,  and  then  move  to  40  per 
cent.  It  is  very  difficult  to  see  where  the  limit  would 
come. 

2698.  Although  there  would  be  a Governor  of  the  Bank 
of  England  who  would  feel  it  his  duty  to  speak  up  and 
say  this  was  being  abused,  and  although  you  might  have 
facts  published  so  that  there  could  be  an  informed  public 

opinion  to  see  just  what  was  being  done? Mr. 

Cobbold:  I accept  that  the  present  system  is  an  extremely 
competent  one  for  financing  cash  requirements ; I myself 
think  it  would  be  an  error  as  a long-term  principle  to 
make  that  easier  than  it  is  now.  It  is  very  questionable 
whether  it  would  he  wise  to  interfere  with  the  very 
competent  present  arrangements  to  make  it  more  difficult. 
— Mr.  O’Brien : It  is  true  that  the  present  system  of 
financing  the  Exchequer’s  cash  requirements  is,  if  I may 
say  so,  a very  efficient  one,  supposing  those  cash  require- 
ments to  be  entirely  seasonal,  pending  the  receipt  of 
revenue,  so  that  at  the  end  of  the  financial  vear  the 
Government  has  borrowed  temporarily  only  by  this  means 
from  the  market.  But  once  the  amount  of  the  floating 
debt  is  shown  to  be  increasing,  so  that  in  effect  the  Govern- 
ment is  going  beyond  its  purelv  seasonal  needs  in  financing 
itself  by  these  means,  a red  flag  goes  up  If  at  a third 
stage,  because  the  red  flag  has  gone  up,  it  is  trying  to 
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make  it  into  a white  by  making  the  ratio  35  per  cent., 
is  that  not  an  abuse  distinct  from  the  system?  It  would 
be  making  iise  of  the  efficiency  of  the  system  by  saying: 

We  are  financing  ourselves  on  the  floating  debt  more 
than  seasonally ; we  will  legalise  that  by  putting  up  the 
liquidity  ratio  of  the  banks.” 

2699.  Chairmari:  It  is  a distinction  I find  difficult  to 

follow.  Would  it  not  be  true  that  any  measure  which 
seeks  to  restrain  credit  to  the  private  sector  at  a timp. 
when  the  Government  itself  is  a large  competitor  for 
borrowing  money  for  the  public  sector  could  be  said  to 
be  a measure  that  was  intended  to  facilitate  the  Govern- 
ment’s obtaining  of  the  money? Mr.  Cobbold'.  That 

is  broadly  true,  but,  as  we  have  tried  to  set  out  in  this 
paper,  we  think  it  to  be  less  true  of  the  special  deposit 
arrangement  suggested  at  the  end  here,  because  that  is 
more  demonstrably  linked  with  the  credit  situation  and 
further  away  from  the  Government  borrowing. 

2700.  Professor  Cairncross:  Is  not  the  Bank  the 

principal  source  of  cash  to  the  Government  in  the  sense 
that  there  is  an  obligation  on  the  Bank  of  England,  as  a 
last  resort,  to  see  than  the  Government’s  cash  require- 
ments will  be  covered? Mr.  O'Brien : In  that  sense. — 

Mr.  Cobbold : I do  not  think  “ principal  source  ” is 
■correct ; that  is  the  basis  which  ensures  the  working  of 
the  system.  As  I_  was  trying  to  say  a little  earlier,  one 
would,  I think,  radically  alter  the  whole  basis  of  the  system, 
if  one  removed  that  obligation. 

2701.  The  commercial  banks  at  this  moment  cannot 
lend  one  penny  more  to  the  private  sector  ; they  are  bound 
hand  and  foot.  Therefore  the  Government  gets  the  benefit 
of  a restriction  which  it  can  tighten  without  justification. 
If  it  wanted  to  force  the  banks  to  lend  less  to  the  private 

sector,  it  could  do  so? ^In  the  first  instance  only  wi± 

the  agreement  of  the  clearing  banks.  Subsequently,  if 
the  clearing  banks  did  not  agree  to  it  voluntarily,  it  would 
bring  the_  stamtory  processes  into  operation,  which  rest 
on  the  initiative  of  fee  Bank  of  England  and  subsequent 
approval  of  fee  Government.  I am  now  talking  in  rather 
fonnal  terms. 

2702.  You  rest  fee  distinction  on  the  informality  of 
this  arrangement?  I am  comparing  the  present  request 
to  the  banks  to  observe  a ceiling  wife  fee  kind  of  situa- 
tion envisaged  in  which  there  are  compulsory  ratios  either 

for  liquidity,  or  later  for  advances? ^The  present 

arrangwnente  are  voluntary  and  informal  arrangements 
operated  with  fee  full  and  willing  co-operation  of  the 
banking  system  which,  despite  fee  traditions  of  fee  banks 
in  this  country,  might  not  be  forthcoming  in  the  same 
way  if  statutory  powers  were  used  in  any  of  these  arrange- 
ments. 

2703.  Would  you  regard  as  a major  easement,  from  fee 
point  of  view  of  the  running  of  a cash  deficit  by  the  central 
bank,  fee  transition  from  a system  such  as  we  now  operate 

to  a system  such  as  this  describes? Mr.  Cobbold : If  the 

Government  had  direct  powers  to  use  this,  it  would  depend 
to  what  extent  they  used  it. — ^Afr.  O’Brien : It  could  remove 
fee  existing  incentive  to  correct  an  increase  of  fee  floating 
debt. — Mr.  Cobbold:  I have  said  feat  I regard  this  30 
per  cent,  as  a very  useful  flag  to  give  a warning  about 
undue  increases  in  the  floating  debt  and  in  Government 
short-term  borrowing  from  fee  banking  system.  If,  when 
fee  ratio  was  getting  too  high,  it  could  be  altered  to  35 
per  cent.,  fee  effect  of  feat  warning  flag  would  be  very 
much  prejudiced. 

_ 2704.  The  critical  factor  is  surely  not  fee  degree  of 
liquidity  in  fee  system,  birt  fee  degree  to  which  control 
of  the  whole  operation  of  the  monetary  system  is  getting 

out  of  hand  through  rising  prices? am  very  conscious 

of  frequently  being  moved  by  the  degree  of  liquidity. 

2705.  But  only  because  you  etipect  feat  to  have  reper- 
cussions later  on  fee  whole  economic  system? ^Not 

entirely ; I am  concerned  about  fee  absolute  level  of  and 
increases  in  the  floating  debt  which  I regard  as,  on  fee 
whole,  an  unhealthy  method  of  Government  borrowing 
in  too  great  quantity. 

2706.  Is  this  necessarily  so?  It  haprpens  feat  most  of 
fee  increase  in  fee  floating  debt  is  in  fee  banking  system 
but  a substantia!  part  may  be  held  in  firm  hands.  Though 
it  may  be  that  fee  hands  are  not  firm  in  the  long-term 
sense  applicable  to  funding  operations ; fee  debt  may  be 
firmly  held  for  a requirement  which  is  quite  specifically  a 


floating  and  not  a long-term  requirement? ^I  should 

have  thought  feat  by  its  nature  the  floating  debt  was  less 
firmly  held  than  long-term,  and  that  it  was  always  more 
liable  to  float  back  into  the  monetary  system  than  firmly 
held  lOTg-term  debt. 

2707.  I was  thinking  of  fee  sterling  balances,  some  of 
which  are  clearly  held  by  countries  which  are  unlikely  to 

realise  them? ^We  would  regard  fee  sterling  balances 

held  by  other  countries  as  an  entirely  different  system. 

2708.  Has  there  not  been  a great  increase  since  before 
fee  war  in  the  amount  of  the  floating  debt  held  by 

currency  boards? Mr.  Cobbold : I would  have  thought 

tlwt  they  were  in  rather  a special  category.  I confess  that 
whether  a Commonwealth  central  bank  or  monetary  autho- 
rity holds  short  bonds  or  Treasury  Bills  does  not  interest 
me  very  much.  I would  agree  with  you  on  those  special 
Imldin^.— Mr.  Mynors:  If  you  got  a rapid  rundown  in 
the  balances  held  by  an  authority  of  feat  kind,  whether 
It  was  liquidating  short  bonds  or  Treasury  biUs,  it  mi^t 
have  some  market  effect.— Afr.  Cobbold:  There  ar#  also 
^me  oco^ions  when  Treasury  Bills  would  be  lesi  firm 
because  the  price  disadvantage  of  running  down  in  a 
hurry  might  be  less. 


*v  « V ■'  'J'J.  view  au  comromng  me  system, 

fee  tact  that  there  was  an  increase  in  liquidity  of  this  type 
would  not  be  so  much  of  a problem  as  an  increase  in 

fee  liquidity  of  the  banking  system? 1 regard  overseas 

central  bank  and  monetary  holdings  as  a slightly  different 
prc>blem,  and  I am  less  interested  in  the  composition  of 
their  portfoho. 


2710.  Chairman:  In  paragraph  8 (c),  you  say: 

“The  virtues  of  informal  and  flexible  methods  of 
pepuasion  would  be  lost,  and  this  would  not  be  without 
■influence  on  international  opinion.” 

Mr.  Cobbold:  I regard  the  last  ten  words  as  a very 
great  under-statement. 


2711.  Professor  Sayers:  Although  such  methods  as  we 

are  talking  about  here  are  used  commonly  in  other 
countries,  including  fee  United  States,  you  would  stiU 
regard  the  introduction  of  them  here  as  being  adverse 
to  this  country  in  international  opinion? ^To  our  posi- 

tion as  an  international  banking  centre;  yes,  I should. 

2712.  Sir  Oliver  Franks:  Is  there  not  a distinction  to 

be  drawn  there  between  a judgment  based  on  purely 
theoretical  terms  and  that  based  in  the  light  of  historical 
situation  during  the  last  twelve  years?  Were  you  making 
that  distinction  in  your  mind? 1 was. 

2713.  Chairman:  If  you  want  to  promote  healthy  com- 
TCtition  among  fee  banks  and  the  most  efficient  use  of 
their  resources,  is  it  not  much  better  to  give  them  a rule 
to  vfeich  they  all  must  comply  and  leave  them  to  make 
the  best  of  their  situation  within  the  terms  of  that  rule? 

1 would  see  a strong  argument  for  that  as  a long-term 

proposition  if  any  further  rule  than  the  30  per  cent  is 
required. 


2714.  There  would  be  nothing  contrary  to  our  traditions 
that  would  shock  international  opinion  if  we  said:  “Here 
are  rules  for  the  conduct  of  banking  operations.  Within 
those  rules  you  may  make  the  best  use  of  opportunities 

y?^  can.”? ^We  must  have  regard  to  fee  practical  point 

Sir  Oliver  has  just  raised.  In  present  conditions  any 
statutory  requirement  imposed  on  the  banks  might,  in 
relation  to  recent  history,  have  some  disturbing  influence 
on  the  international  view  about  British  banking. 

2715.  Professor  Sayers:  Might  not  the  effect  of  such 

an  announcement  be  to  make  people  outside  this  country 
say : “ The  British  are  at  last  getting  their  banking  system 
really  under  control.  Now  we  shall  see  an  end  of  infla- 
tion ”? 1 think  fee  first  sentence  would  alarm  them 

very  much. 

2716.  Chairman:  But  is  not  much  of  fee  argument 
about  the  effectiveness  of  package  deals  based  on  the 
fact  that  confidence  outside  this  country  tends  to  be 
restored  by  seeing  that  we  are  imposing  new  legal  rules? 

woidd  not  say  new  legal  rules ; I would  say  taking 

new  action.  7 per  cent,  as  against  5 per  cent,  is  not  a new 
legal  rule. 

2717.  Professor  Sayers:  If  one  of  these  rules  were  intro- 

duced as  part  of  a package  deal,  would  you  still  consider 
this  international  point  important? 1 should. 
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2718.  In  paragraph  8 {d)  you  allude  to  the  difficulty  of 
making  general  rules  for  such  a variable  subject  matter 
as  the  kind  of  business  that  different  banks  and  banking 
institutions  concerned  would  be  carrymg  out.  Is  not 
that  true  of  all  general  rules?— "It  is.  It  would  be 
much  more  true  of  the  British  banking  system  and  the 
London  banking  system  than  of  any  other  banking  centre 
that  I am  awaxe  of. 

2719.  Professor  Sayers:  Surely  our  clearing  banks  are 
more  like  each  other  than  those  of  almost  any  other 

centre? Certainly  the  clearing  banks  are ; but  there 

is  an  enormous  number  of  branches  of  overseas  banks 
and  British  banks  operating  overseas  and  every  type  of 
banking  institution  in  London ; far  more  than  anywhere 
else. 

2720.  Mr.  Woodcock:  May  I just  go  back  to  the  dis- 
tinction between  cooperation  and  compulsion  in  8(c)?  Is 
this  simply  an  argument  on  method?  If  the  banks_  th«n- 
selves  were  voluntarily  to  make  changes,  to  impose 
arbitrary  standards  upon  themselves,  would  that  have  the 

same  effect? ^I  was  making  the  point  that  there  was 

distinction  between  a method  adopted  by  themselves  and  a 
method  imposed  upon  them. 

2721 . Chairman : Then  in  paragraph  9(a)  you  are  stress- 
ing the  importance  of  trying  to  find  a measure  that  will 
look  most  like  a general  credit  measure  and  not  like  a 
measure  aim^  principally  at  finding  more  money  for  the 

Government? ^And  be  most  like;  I emphasise  both 

“look”  and  “be”. 

2722.  Professor  Sayers:  Would  it  be  implicit  in  para- 

graph 9(c)  that  any  measure  ought  to  be  very  fully  ex- 
plained and  the  public  kept  informed  about  the  reasons 
why  any  adjustment  was  made? ^It  would. 

2723.  Chairman:  Then  we  reach  the  actual  possible 

alternative  techniques.  Are  they  in  any  order  of  prefer- 
ence?  ^No,  Sir ; only  as  described  in  the  text 

2724.  On  the  compulsory  liquidity  ratio.  You  point 
out  that  such  a tog  does  not  prevent  liquidity  arismg ; 
it  merely  tries  to  stifle  what  would  otherwise  be  the  natmal 
consequences.  You  ^ve  us  a number  of  arguments  against 
it:  that  it  would  have  “ all  the  disadvantages  of  a standard 
based  on  outside  considerations  ” alien  to  the  normal  con- 
duct of  banking,  and  “ risk  encouraging  changes  in  the 
form  of  bank  accommodation  which  were  based  not  on  the 
requirements  of  customers  but  in  order  to  raise  additional 
liquid  assets.  For  example,  bank  advances  could,  within 
limits,  be  replaced  by  commercial  bills.” — Professor 
Sayers:  Could  not  that  be  kept  in  check  to  some  extent 
in  that  the  commercial  bills  to  command  a good  market 
would  need  to  be  accepted  either  by  a London  accepting 

house  or  by  one  of  the  clearing  ba^s? Mr.  O'Brien: 

Yes. 

2725.  The  clearing  banks  could  evade  this  type  of  con- 
trol by  accepting  bilk  for  each  other? ^Yes. 

2726.  Professor  Cafrncross:  Is  there  any  reason  why  the 

percentage  should  not  exclude  commercial  bills? ^We 

say  in  paragraph  1 4 that  it  would  have  to. 

2727.  Professor  Sayers:  The  last  point  mentioned  in 

paragraph  14  could  be  dealt  with  by  dividing  the  call 
money  for  the  purposes  of  liquid  assets  ratio.  It  would  be 
unhandy,  perhaps,  but  it  could  be  done,  could  it  not?  I 
am  not  suggesting  that  the  discount  houses  would  rejoice 
at  having  to  do  such  a sum,  but  their  call  money  could 
in  fact  be  split  up  into  three  parts,  one  secured  by  short 
bonds,  one  secured  by  Treasury  Bills,  one  secured  by 
commercial  bills? It  would  not  be  impossible. 

2728.  But  you  think  it  would  be  singularly  trouble- 
some 7 Mr.  O'Brien : It  would  be  troublesome  ; I would 

not  like  to  be  sure  about  singularly. — Mr.  Cobbold : Call 
loans  from  outside  sources  would  complicate  that 
frightfully.  It  is  a technical  point. 

2729.  Sir  Oliver  Franks:  You  get  beyond  a technical 

point  when  the  degree  of  detail  of  control  begins  to  be- 
come a point  of  policy? ^I  think  you  would  in  that  case. 

2730.  In  general  one  wants,  if  one  is  forced  to  control, 
either  to  have  a broad  measure  which  leaves  a lot  of 
freedom  of  individual  decision  or,  alternatively,  a measure 
which  impinges  on  a limited  category  of  objects  sufficiently 
clearly  and  definitely  to  be  effective  and  to  leave  everything 
^Ise  &ee.  The  ideal  of  the  second  case  would  be,  if  it 
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■worked,  a physical  control ; tiie  ideal  of  the  first  case  would 
be  Bank  Rate ; but  when  you  get  beyond  that  sort  of 
thing  you  are  moving  into  a world  in  which  the  patient 

is  restricted  from  breathing  let  alone  living? Getting 

in  that  direction. 

2731.  Professor  Sayers:  So  the  comment  on  that 
passage  is  that  it  would  be  possible  to  deal  with  it,  but 

it  would  add  to  the  complication  of  control? 1 would 

say  possible  but  impracticable. 

273Z  Chairman:  May  one  go  a little  further,  and  say 
that,  if  you  are  considering  a compulsory  hquidity  ratio, 
owing  to  the  uncertain  boundaries  of  the  word  liquidity  ”, 
you  have  a subject  in  which  ingenuity  is  particularly  hable 
to  defeat  your  purposes?  The  more  ingenuity  is  brought 
to  bear  the  more  complicated  the  laws  have  got  to  — 

I would  back  myself  at  defeating  it  much  more  easily  than 
imposing  it. 

2733.  Professor  Cairncross:  Could  you_  not  define  the 
assets  qualifying  for  inclusion  as  those  eligible  for  redis- 
count or  advances  from  the  Bank  of  England?  You  do 
not  it  is  true,  hold  out  the  possibility  that  commercial  bills 
might  be  included,  though  I do  not  see  much  argument  in 
these  paragraphs  against  their  inclusion,  and  you  do  no! 
discuss  whether  short  bonds  might  not  equally  be  thrown 
in  But  you  would  then  end  up  with  a total  made  up  of 
p^ectly  well  defined  assets  which  you  would  regard  as 

convertible  into  cash? ^You  would  be  getting  very  neat 

an  investment  ratio. 

2734.  I was  looking  for  a definition  already  practised, 
and  I would  suggest  there  is  this  one  which  I should  have 

expected  to  see  argued  here? Mr.  O’Brien:  Short 

bonds  are  not  included  in  the  banks’  definition  of  liquid 
assets. 

2735.  Professor  Sayers:  Is  it  desirable,  that  they  should 
be?  Have  we  not  again  and  again  in  these  discussiom 
come  back  to  the  point  that  one  of  the  weaknesses  in 
the  Bank  of  England’s  control  of  the  clea.nng  banks  is 
■that  these  are  reckoned  outside  the  liquidity  ratio?^— 
But  the  liquidity  ratio  is  a definition  of  the  banks  them- 
selves ; they  publish  their  ratio  every  month  and  include 
certain  assets  in  it 

2736  Surely  we  are  still  at  a stage  when  a convention 

can  be  changed? Mr.  Cobbold:  I think  what  you  are 

suggesting  is  that  there  might  be  another  ratio  half  way 
between  a liquidity  ratio  and  an  investment  ratio.— 
Professor  Cairncross:  So  defined  that  it  would  be  made 

up  of  quite  detoable  assets. Mr.  Cobbold:  It  would 

be  three  quarters  of  the  way  to  an  investment  ratio.— Mr, 
Mynors:  There  is  one  more  technical  point.  You  could 
make  a recognisable  definition  to  include  certain  short 
bonds,  Treasury  Bills  and  certain  classes  of  commercial 
bills.  You  would  then  get  into  what  would  have  the  force 
of  a statute  a class  of  commercial  bills  which  the  Bank 
of  England  would  define  from  time  to  time.  That  would 
give  ffiose  bills  as  defined  at  any  moment  a status  deriving 
from  what  I might  call  an  artificial  cachet  given  to  them. 
We  have  rules  as  to  bills  which  we  regard  as  eligible  for 
re-discount,  but  those  rules  are  drawn  up  on  different 
criteria  which  we  are  free  to  adjust  from  time  to  time; 
if  there  was  too  much  paper  of  an  approved  character 
circulating  we  could  impose  particular  limits.  I do  not 
think  you  can  take  over  for  the  purposes  of  statutory 
definition  of  a liquidity  ratio  the  kind  of  informal  though 
well-understood  definition  of  eligible  bank  bills  that  has 
been  operating  traditionally  for  a different  purpose. 

2737.  Professor  Sayers:  Is  the  present  practice  of  the 

Bank  of  England  that  the  answer  to  au  inquiry  about 
the  eligibility  of  any  class  of  paper  is  to  refrain  from 
any  commitment  and  say ; “ Try  it  ”? ^That  is  right 

2738.  Chairman:  I wanted  to  call  attention  to  one 
point  in  paragraph  13.  Is  the  implication  of  the  last  two 
sentences  that  you  would  be  giving  a special  reason  to 
the  banking  system  to  try  to  attract  Treasury  Bills  to 

itself? Mr.  Cobbold:  I think  the  last  sentence  is  a 

considerable  under-statement.  As  I understand  this  the 
banks  would  probably  be  on  occasion  pretty  heavy  sellers 
of  investments. 

2739.  Professor  Sayers:  The  process  of  attraction  of 
Treasury  Bills  and  the  running  off  of  investments  at 
maturity  would  have  marked  effects,  would  it  not?  It 
would  change  relative  rates,  which  might  be  the  kind  of 
change  that  the  Bank  was  desirihg  to  bring  about,  or 
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might  be  desirable  to  bring  about  for  purposes  of  the 

control  of  the  situation? Mr.  Mynors:  One  would 

expect  there  to  be  some  effect  on  rates  at  any  rate  in 
the  early  stages,  which  might  or  might  not  be  one  of 
the  reasons  for  which  one  might  intervene. 

2740.  On  the  other  hand  it  would  tend  to  coincide 

with  what  the  authorities  thought  was  desirable? Mr. 

O'Brien : A tendency  for  a lowering  of  rates  on  Treasury 
Bills  and  an  increase  in  rates  of  short-bonds,  yes. 

2741.  Then  on  the  last  sentence:  “The  partial  with- 
drawal of  the  banks  from  lie  gilt-edged  market  . . . 
would  have  consequent  damage  upon  the  success  of 
funding  ”.  If  one  is  thinking  of  funding  as  the  replace- 
ment, of  short-term  debt  held  by  unstable  holders,  by  long- 
term debt  held  by  the  general  public,  surely  this  real 

funding  would  not  be  damaged? -Tie  withdrawal  of 

the  banks  from  the  gilt-edged  market  would  mean  that 
what  might  otherwise  be  a powerful  influence  on  market 
prices  to  go  upwards  (when  funding  is  facilitated)  would 
be  removed ; and  the  contrary  indeed  might  take  place : 
prices  might  sag. 

2742.  But  if  you  are  aiming  at  controlling  the  credit 
system  in  the  interest  of  tightnKs,  surely  this  movement 

would  be  in  accordance  with  the  aims? Mr.  Mynors: 

As  I understand  funding  we  would  sooner  sell  a long- 
dated security  than  a short-dated,  but  we  would  rather  sell 
a short-dated  than  no  security  at  all.  If  you  get  the 
banks  out  of  the  short-dated  market  you  will  not  encourage 
the  long  and  medium  market. — Mr.  O’Brien : If  the  banks 
are  not  there  the  general  tendency  to  go  forward  will  not 
be  so  strong,  and  we  rely  on  that  general  tendency  to 
sell,  when  we  can.  But  neither  short  nor  long  can  be 
sold  if  the  market  is  not  tending  to  move  forward. — 
Mr.  Cobbold:  If  the  point  is  whether  the  fact  that  the 
banks  were  inclined  to  be  sellers  would  have  an  adverse 
effect  on  the  general  receptiveness  of  the  longer-term 
securities,  I think  it  would. — Mr.  O’Brien : The  simple 
one  of  more  sellers  than  buyers  instead  of  more  buyers 
than  sellers. 

2743.  Professor  Cairncross:  Is  the  argument  ffiat  the 
banks  would  simply  move  away  from  medium  and  long- 
term bonds  into  bills,  and  that  would  be  a weakening 

element  on  the  market? Mr.  Mynors:  Certainly  it 

would  be. 

2744.  Whether  it  is  the  kind  of  weakening  element  you 

might  want  to  see  if  you  were  going  to  fund  is  another 
matter? 1 would  think  not. 

2745.  Professor  Sayers:  If  there  were  this  development 
it  would  be  open  to  the  authorities  to  say : “ The  market 
needs  for  short-term  bonds  are  not  what  they  were.  We 
can  make  the  banks  hold  more  Treasury  Bills.  To  the 
extent  that  they  decide  they  would  rather  hold  Treasury 
Bills  than  short  bonds  we  can  make  them  hold  those 
Bills  firmly  by  raising  the  liquid  assets  ratio  You 
would  then  have  a position  in  which  the  banks  were 
holding  just  as  much  of  Government  debt  as  before. 
There  would  be  no  excess  of  short-term  bonds  on  the 
market  except  what  the  authorities  were  perfectly  able  to 
talfp.  up  as  the  result  of  this  issue  of  more  Treasury  Bills, 
but  the  final  result  would  be  a titter  holding  of  the 
banking  system  than  before.  Why  should  there  be 

“damage  to  the  success  of  funding’’? Mr.  Cobbold: 

I think  the  insurance  companies  and  all  the  others  would 
be  less  l^ely  to  buy  longer  stuff  if  they  felt  the  clMring 
banks  were  either  out  of  the  market  or  selling. — Mr. 
O'Brien : I think  you  tend  to  ignore  the  effect  cc  general 
market  sentiment  of  lie  conduct  of  the  banks.-— Mr. 
Cobbold:  As  a matter  <xf  experience,  I am  frequently 
told  by  my  expert  advisers  that  it  makes  an  enormous 
difference  to  the  general  state  of  the  gilt-edged  market 
whether  the  banks  are  known  or  thought  likely  to  be 
in  that  market  in  either  direction.  That  has  been  so 
over  a (period  of  years.  If  that  has  been  said  in  my 
room  once  over  the  last  ten  years  it  has  been  said  many 
hundreds  of  times. 

2746.  But  that  is  in  a system  in  which  the  batiks  are 
big  holders  of  bonds  and  are  liable  to  vary  those  holdings ; 
so  of  course  it  matters.  If  you  had  the  short  holdings 
of  the  banks  eitho:  stabilised  by  their  inclusion  in  their 
liquidity  ratio  or  replaced  by  Treasury  Bills  which  were 

so  stabilised ? ^You  would  have  a 60  per  cent. 

liquidity  ratio. 


_ 2747._  And  the  banks  would  not  be  in  the  market  on 

either  side? Mr.  O’Brien : 1 do  not  think  that  follows. 

It  is  for  the  banks  to  say  what  they  hold,  but  I should 
doubt  whether  only  short  bonds. 

2748.  Yes,  the  banks  do  hold  over-five-year  bonds, 
of  course ; my  point  is  that  we  are  not  thinking  here 
of  any  syst«n  whereby  they  would  be  forced  by  the 
introduction  of  this  meastire  of  liquidity  control  to  be 
sellers  in  the  market  in  a way  in  which  they  are  not  now? 

Mr.  O’Brien:  No,  but  the  general  atmosphere  in 

which  they  would  then  live  would  encourage  them  to 
keep  very  close  to  the  shore  for  the  fear  that  require- 
ments of  liquidity  would  be  raised  at  any  moment  and 
they  would  have  to  comply.— Mr.  Cobbold:  Tlias  system 
would  surely  make  them  more  likely  to  be  sellras. 

2749.  Chairman:  Are  there  any  questions  on  the  ad- 

vances ratio? — Professor  Sayers:  The  point  made  at  flie 
beginning  of  paragraph  19  must  be,  I suppose,  a great 
embarrassment  in  the  present  set-up? Certainly. 

2750.  Chairman : In  effect  what  you  are  saying  is  that 

banks  would  have  thoroughly  to  re-arrange  their  business 
if  the  thing  was  to  be  possible  at  all? ^Yes. 

2751.  Professor  Cairncross:  Does  the  Bank  of  England 

know  how  much  of  overdraft  facilities  are  imdrawn? 

We  have  no  formal  information.  From  time  to  time  we 
make  some  inquiries,  and  we  have  a good  deal  of  informal 
information  cm  the  subject 

2752.  Sir  Oliver  Franks:  I titink  our  impression  is  that 
the  amount  taken  within  the  limits  is  usually  about  60 
per  cent.,  although  obviously  it  will  vary  a bit ; but  it 

is  of  that  order? 50  to  70  per  cent.,  I would  say  from 

my  purely  personal  and  informal  experience. 

2753.  Chairman : Then  in  paragraph  20  you  make  the 
point: 

“.  . . advances  are  a banking  asset  whose  nature  would 
not  for  long  permit  uniform  direct  control  to  be  applied. 
There  would  be  concern,  that,  if  only  through  accidents 
of  timing,  the  less  essential  needs  of  industry  and 
other  borrowers  mi^t  be  met  while  the  more  essential 
were  excluded.” 

You  would  be  up  against  the  ceiling  without  knowing 
what  was  coming  along : 

“The  authorities  would  most  probably  be  presented 
with  many  instances  in  which  temporary  and  special 
relaxation  of  control  was  sought  to  meet  hard  cases." 
Do  you  not  get  more  or  less  that  difficulty  under  the 
present  system?-^ — Yes,  we  do,  though  it  is  a little  less 
precise  and  definite ; there  is  a bit  more  play  in  ±e  present 
system. 

2754.  Professor  Sayers;  It  must  be  cumulatively 

increasing  as  time  goes  on? Once  you  have  pressed  out 

the  inessential  advances,  yes.  That  is  one  of  the  points 
we  have  stressed  in  an  earlier  paper. 

2755.  Chairman : Then  we  come  to  the  advances  limits. 
I do  not  know  whether  we  need  to  discuss  that  in  great 
detail,  because  that  is  in  effect  what  we  have  been  going 

into.  Then  there  is  the  investment  ratio? ^This  is  just 

the  other  side  of  the  advances  ratio  which  we  have  already 
been  talking  about. 

2756.  You  say  in  the  footnote  that  specific  investments, 
such  as  securities  issued  by  the  F.C.I.,  the  I.C.F.C.  and  the 
Agricultural  Mortgage  Corporation  should  be  included 
within  the  definition  of  permissible  investments.  It  would 
become,  through  them,  an  indirect  way  of  financing  the 
activities,  industrial  or  agricultural,  which  they  support? 

^Yes ; it  would  be  regarding  those  as,  so  to  speak, 

semi-public,  and  excluding  them  from  flie  banks’  direct 
personal  customers ; in  effect  putting  them  and  their 
loans  in  the  public  sector. 

2757.  Professor  Sayers:  Accepting  ihe  last  sentence  of 
this  paragraph  23,  would  you  agree  that  this  is  the  kind 
of  instrument  that  might  very  well  be  most  appropriate 
for  a once  and  for  ah  change  following  some  easing  of 
the  situation  that  had  led  to  excess  liquidity  in  the  banking 
system?  Supposing  at  the  end  of  the  war  instead  of 
fearing,  as  I think  we  nearly  all  did,  that  sooner  or  later 
there  would  be  a post-war  slump,  we  had  envisaged  con- 
tinuing boom,  there  would  have  been  very  strong  argument 
for  saying  that  such  and  such  a part  of  the  banks’  holdings 
of  Government  securities  shoiild  be  frozen  as  a once 
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and  for  all  post-war  measure.  That  is  the  kind  of  occasion 

for  this  kind  of  measure? Yes.  I think  it  would  have 

been  a possible  alternative  treatment  of  the  excess  liquidity 
St  the  end  of  the  war ; it  would  have  done  something 
more  dramatic  about  it  than  was  done. 

2758.  Chairman:  Would  you  accept  that  this  method 
would  present  itself  as  perhaps  the  most  naked  form  of 

compulsory  lending  to  the  Government? Treasury 

Deposit  Receipts  are  top  of  my  batting  hst  for  that 
purpose. 

2759.  This  next  to  T.D.R.s? ^Yes. 

2760.  Do  you  envisage  this  as  a variable  ratio?-— 
Yes ; all  of  them  would  have  to  be  I think,  if  they 
were'  to  be  effective  methods  of  control  at  all. 

2761  Professor  Cairncross:  I notice  you  speak  of 
debentures  as  a possibility  in  paragraph  22.  We  have 
come  a long  way  if  you  can  visualise  the  commercial  banks 

of  this  country  putting  large  sums  into  debentures? 

I can  visualise  them  doing  a lot  of  these  things  under  these 
controls. 

2762.  Professor  Sayers:  Or  even  if  you  gave  them  a 

chance  to  compete? ^To  a lesser  extent. 

2763.  Lord  Harcourl:  Are  debentures  so  very  far  off? 
When  we  were  talking  about  advances  you  said  they 

were  not  readily  callable? Mr.  Cobbold : I believe 

that  nominally  all  advances  are  callable  at  sight.— iir 
Oliver  Franks:  With  the  exception  of  a small  pd  defined 
class  of  medium  credit  and  term  loans ; but  it  does  not 
follow,  as  has  just  been  said,  that  they  could  all  be  called 
with  success. 


2764.  Professor  Cairncross : It  is  not  part  of  your  theory 

that  the  British  banks  should  remain  liquid  on  the  assets 
side? 1 am  not  thinking  of  any  changes  in  that  respect. 

2765.  Chairman:  Then  we  come  to  the  cash  ratio.  T 
am  not  sure  diat  I follow.  So  far  as  you_  have  a 
minimum  cash  ratio,  the  cash  below  the  minimum  is  repre- 
sented by  a frozen  balance  with  She  Bank  of  England?—— 
In  ^ect,  yes. 

2766.  What  happens  to  it?  Is  it  just  a dead  balance? 

Mr.  O’Brien : It  would  not  be  dead  ; it  would  operate. 

After  all,  die  banking  system  would  collapse  if  it  did  not, 
The  bankers  would  have  to  maintain  it  by  one  means  or 
another. — Mr.  Cobbold:  They  could  draw  on  it  at  any 
time,  but  would  have  to  replace  it. 

2767.  They  must  never  get  below  that  'amount  of  the 

balance? If  .they  showed  signs  of  it  Mr.  O’Brien  or 

Mr.  Hoillom  would  ring  them  up  to  see  that  it  was 
replaced. 


2768.  Professor  Sayers:  They  must  got,  below  their 

8 per  cent,  in  the  course  of  the  business? Mr. 

O'Brien : We  do  not  look  at  it  until  the  end  of  the  day’s 
business. 


2769.  If  they  need  not  always  have  8 per  cent,  for  their 

business,  might  it  not  just  as  well  be  0 per  cent? Mr. 

Cobbold:  That  would  be  very  awkward  for  their  day’s 
business. 


2770.  For  their  day’s  business  2 per  cent,  would  be 
adequate? Mr.  O’Brien  : Not  always. 


2771.  Mr.  Jones:  The  8 per  cent,  cash  reserve  is  held 
partly  lat  the  Bank  'of  England  and  partly  within  the  tills 
of  the  banks  themselves.  Have  you  any  means  of  deter- 
mining whether  8 per  cent,  is  being  maintained  through- 
out, in  view  of  the  fact  that  you  only  control  part  of  the 

8 per  cent? ^We  know  the  amount  in  thedr  tills  weekly, 

so  that  we  have  not  a complete  daily  picture, 

2772.  What  is  the  proportion  roughly  in  tills? Mr. 

Cobbold : Tills  tend  to  be  slightly  higher  than  deposits  at 
the  Bank,  depending  ■on  the  season.  At  this  time  of  the 
year  ^ley  are  going  up  in  preparation  for  Christmas. 

2773.  Chairman:  In  fact  they  have  the  day’s  business 

to  play  with?  As  long  as  they  finish  with  the  right  per- 
centage at  the  end  of  the  day,  that  is  what  is  required  of 
them? ^Yes.  I do  not  believe  it  could  be  otherwise. 


2774.  Mr.  Woodcock:  Is  it  not  really  the  end  of  the 
u O’Brien : We  are  in  daily  oon.tact  with  the 

b^ks ; we  know_  what  cash  they  have  with  us,  but  not 
Jiave  in  their 

ms,  and  knowmg  that  they  tell  us  what  they  should  have 
W«h  m m order  to  keep  the  8 pet  emt,— Mr.  Cobbold: 


At  the  close  of  each  day  they  have  8 per  cent,  in  tills 
and  deposits  at  the  Bank. — Mr.  O'Brien : Professor  Sayers 
expressed  some  doubt  about  that  at  an  earlier  session 
[Q.  10-13] ; it  is  no  doubt  a question  that  he  will  want  to 
ask  the  banks  in  due  course.  But  our  understanding  is 
that  it  is  a daily  arrangement  and  not  a weekly  arrange- 
m'snt. 

2775.  The  contact  between  the  Bank  and  the  banks 
depends  whether  or  not  the  percentage  with  you  had  been 
overdrawn.  So  that  there  is  a good  deal  of  flexibility 
with  regard  to  the  other  part  of  the  cash  ratio  as  far  as 

the  baiiks  thanselves  are  concerned? It  is  not  true  to 

say  our  contact  with  the  banks  on  this  subject  only 
takes  place  when  they  are  keeping  less  with  us  than  they 
should.  It  is  much  more  regular  than  that.  We  are  in 
contact  with  them  every  day  in  order  to  make  sure  that 
wc  know  what  the  figure  should  be. 

2776.  Chairman : In  paragraph  25  you  are  laying  down 
the  necessary  conditions  for  a compulsory  cash  ratio  to 

operate? Mr.  Cohbolcl:  We  are  rcuily  there  back  to 

the  question  Professor  Cairncross  was  asking  me  earlier 
on,  when  I said  any  interruption  of  this  arrangement  would 
mean  very  radical  changes  in  the  whole  system,  as  we  say 
in  paragraph  26. 

2777.  Professor  Saycr.s:  In  the  middle  of  paragraph  27 
it  is  stated  that  “outside”  holders  of  Treasury  Bills  do 
not  necessarily  hold  bills  to  maturity.  Has  experience 
.shown  that  they  do  actually  sell  bills  before  maturity  in 

any  quantity? Mr.  O'Brien:  One  particularly  big  class 

of  holders  of  Trca.sury  Bills,  overseas  ofTicial  holdings, 
sell  a great  many, — Mr.  Cobbold : And  one  or  two  of  the 
large  indu.strial  companies. — Mr.  O'Brien  : One  reason  why 
.such  people  hold  them  is  because  they  can  be  .sold  so 
readily. 

2778.  Is  there  any  forward  market  in  Treasury  Bills? 
^No. 

2779.  Chairman:  The  .sum  of  all  these  arguments  in 

these  paragraphs  is  really  that  you  hardly  think  a com- 
pulsory cash  ratio  is  feasible? Mr.  Cohhold:  It  is  a 

non-starter. — Mr.  O’Brien:  Subject  to  the  need  to  finance 
the  Exchequer’s  requiremenl.s. 

2780.  Chairman:  We  know  your  tiliiludc  about  Waj^ 
and  Mcan.s  Advances ; then  wc  come  to  Treasury  Deposit 
Receipts,  to  which  I think  we  would  like  to  give  fairly 
cIo.se  attention,  and  to  the  special  deposit  scheme.  Has 
anybody  got  substantial  qiicstion.s  on  these  last  two 
portions? 

2781.  Mr.  Jones:  Would  the  financial  and  economic 
effect  of  the  rcintroduction  of  Treasury  Deposit  Receipts 
be  the  same  as  funding  a substantial  amount  of  floating 

debt? Mr.  Cobbold:  I think  the  general  cffcct.s  would 

be  very  different. 

2782.  The  introduction  of  Trca.sury  Deposit  Receipts 
would  put  upon  the  banhs  a rc.sponsihiliiy  for  taking 
Treasury  Deposit  Receipts  at  fixed  rales  of  interest  and 
holding  them.  In  that  way  would  you  not  have  a less 
liquid  situation  in  respect  to  the  monetary  position  in 

the  country? That  depcnd.s  on  the  definition  of  liquid 

and  liquidity.  If  Treasury  Depo.sit  Receipts  were  ex- 
cluded from  a formal  definition  of  liquidity,  it  would  be 
less  liquid.  I think  my  bother  about  Trca.sury  Deposit 
Receipts  is  that  they  were  intended  to  be  and  would  still  be 
primarily  a means  of  pulling  money  out  of  the  banking 
system  in  order  to  push  it  back  to  work  again.  I regard 
them  as  an  extremely  inflationary  instrument, 

2783.  Mr.  Woodcock:  If  it  was  not  pushed  back,  what 
would  be  the  difference  between  the  Treasury  Deposit 
Receipts  and  the  special  deposit?--— Treasury  Defx»it 
Receipts  would  appear  to  be  and  be  a borrowing  opera- 
tion and  not  a credit  operation.  That  is  what  they  were 
m the  war  and  would  be  again. 

2784.  Is  that  because  of  the  name?-  -No.  because  of 
the  fact. 

2785.  I am  not  clear  if  there  is  any  necessary  difference 

Mtween  an  instrument  which  you  would  call  a Treasury 
Deposit  Receipt  and  a special  deposit  with  the  Bank  of 
England.  Could  not  either  be  used  a.s  a credit  instru- 
ment?  am  not  saying  that  both  could  not  be  used 
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as  such ; I am  saying  that  a Treasury  Deposit  Receipt  is 
primarily  a borrowing  instrument,  and  I believe  we  ought 
to  go  for  something  that  is  primarily  a credit  instrument. 

2786.  Professor  Sayers : Surely  if  the  Treasury  were  pro- 

vided with  money  by  Treasury  Deposit  Receipts  the  money 
it  received  on  Treasury  Bills  would  be  so  much  the 
less? Unless  they  used  more  money  totally,  diat  is  so. 

2787.  But  that  qualification  would  apply  to  any  of 

them? Yes. 

2788.  Is  it  not  the  name? No,  I do  not  accept  at 

all  that  it  is  the  name.  It  is  a direct  borrowing  instru- 
ment by  the  Treasury  from  the  clearing  banks. 

2789.  So  is  a Treasury  Bill? No,  a Treasury  Bill  is 

bought  in  the  market. 

2790.  In  the  market,  which  h^  taken  them  up  on  the 
understanding  that  those  it  cannot  sell  to  the  clearing 
banks  and  cannot  hold  with  other  money  it  can  sell  to 

the  Bank  of  England? Mr.  Mynors:  They  can  sell 

them  to  lots  of  other  people. 

2791.  Professor  Cairncross:  There  are  two  points  of 
dilTcrcnce  which  you  have  not  elaborated ; one  is,  is  it 
not,  that  the  special  deposit  would  not  automatically  be 

invested  in  Government  bonds? Mr.  Cobbold:  Not 

automatically,  but  probably  to  a large  extent.  There  would 
be  hopes  of  invc.sting  it  in  Treasury  Bills  or  Government 
short-term  stock. — Professor  Cairncross : That  is  my 
second  point. — Mr.  Cobbold:  There  would  be  a degree 
of  flexibility. 

2792.  Do  you  conceive  of  the  Trea-sury  Deposit  Receipt 
as  a single  type  of  obligation  for  a stated  period  of  time? 

Tt  is  direct  Government  borrowing  from  the  clearing 

bank  system. 

2793.  Which  is  the  point  you  are  labouring  strongly?  Is 
it  the  invariability  of  the  form  of  investment,  the  auto- 
matic obligation  to  turn  over  the  money,  or  something 


else? ^The  point  on  which  I am  laying  most  stress  is 

the  fact  that  the  T.D.R.  is  in  the  nature  of  a blank 
cheque  on  the  clearing  banks.  It  is  an  instrument  by 
which  the  Treasury  decides  itself  how  much  it  is  going 
to  extract  from  the  banks. 

2794.  Mr.  Woodcock:  What  if  it  were  a once  for  all 

operation? ^That  would  be  a forced  funding  ; that  is  an 

entirely  different  proposition. 

2795.  Mr.  Jones:  Is  there  anything  against  that? 

It  is,  as  it  were,  insisting  on  the  banks  buying  Govern- 
ment securities  in  replacement  of  Treasury  Bills,  in  contrast 
to  selling  long-dated  securities  to  the  banks’  customers. 
The  ideal  form  of  funding  has  the  effect  of  taking  bank 
deposits  down  to  match  ; this  would  leave  the  debt  entirely 
within  the  banking  system. 

2796.  Professor  Cairncross:  Is  there  a third  point  of 
difference,  that  you  are  looking  upon  the  T.D.R.  as  a 
recurring  weekly  deposit,  whereas  you  are  looking  on 

special  deposits  as  highly  intermittent? Certainly ; we 

have  said  that  it  would  be  for  consideration  on  the  same 
sort  of  basis  as  Bank  Rate. 

2797.  But  these  three  points  of  difference  are  differences 
more  of  form  than  of  substance ; the  two  things  are  not 

so  very  much  apart  in  actual  operation? They  are 

very  different  because  of  their  intermittency ; but  the 
major  point  in  my  mind  is  that  T.D.R.S  are  a blank 
cheque  by  the  Government  direct  on  the  banking  system. 

2798.  Chairman:  There  is  no  other  instrument  you  have 

outlined  that  appears  to  you  quite  in  that  way? ^There 

are  varying  forms  with  a rather  similar  effect,  but  I 
regard  this  as  the  most  blatant  example  of  that. 

Chairman : I think  it  would  probably  be  most  satisfac- 
tory if  we  broke  olf  now.  We  might  oome  back  to  .this 
at  a later  stage. 


(Adjourned  until  Tiie.sday,  3rd  December,  1957,  at  10.30  a.m.) 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


MINUTES  OF  EVIDENCE  TAKEN  BEFORE 

THE  COMMITTEE  ON  THE  WO.RKING 
OF  THE  MONETARY  SYSTEM 


THIRTEENTH  DAY 

Tuesday,  3rd  December,  1957 


The  Rt.  Hon.  the  Lord  Radclupe,  G.B.E.  {Chairman) 


Professor  A.  K.  Cairncross,  C.M.G. 

The  Rt.  Hon.  Sm  Ouver  Franks,  G.C.M.G.,  K.C.B.. 
C.B.E. 

The  Viscount  Harcourt,  K.C.M.G.,  O.B.E. 
(Questions  2799  to  2903  only). 


W.  E.  Jones,  Esq.,  O.B.E. 

Professor  R.  S.  Sayers,  F.B.A. 

Sir  Reginald  Verdon  Smith 

Mr.  R.  T.  Armstrong,  Secretary 
Mr.  G.  Penrice,  Statistical  Adviser 


Sir  Roger  G.C.M.G.,  K.C.B.,  Joint  Permanent  Secretary,  and  Sir  Edmund  Compton,  K.B.E.,  C.B..  a Third 

Secretary,  of  H.M.  Treasi^,  and  Sm  Robert  Hall.  K.C.M.G.,  C.B.,  Economic  Adviser  to  H.M.  Government  and 
Director,  Economic  Section,  H.M.  Treasury,  called  and  examined 
M.  J.  Thornton.  Esq.,  Deputy  Principal  of  the  Sutistics  Office  of  the  Bank  of  England,  called  and  examined. 


2799.  Chairman:  May  we  take  up  your  paper  on  debt 

management*? Sir  Roger  Makins:  Before  you  begin 

your  questioning  I should  like,  if  I may,  to  say  a few 
words  relating  to  the  scope  of  the  evidence  which  the 
Treasury  witnesses  will  be  able  to  give  you.  When  I made 
my  opening  statement  to  you  on  10th  September  I 
described  the  relationship  between  the  Treasury  and  the 
Bank  of  England  as  follows : “ In  broad  terms  the 

Treasury  looks  after  the  public  debt  and  the  Bank  looks 
after  the  money  market.”  But  loan  opraations  affect  both 
the  debt  and  the  money  market,  and  to  a large  extent, 
therefore,  are  the  joint  responsibility  of  the  Treasury  and 
the  Bank. 


Now  the  sco^  and  the  objectives  of  the  loan  operations 
are  dealt  with  in  Parts  HI  and  IV  of  this  paper,  and  we 
will  do  all  we  can  to  help  you  insofar  as  your  questions 
are  directed  to  matters  for  which  the  Treasury  is  respon- 
sible. But  where  the  questions  relate  to  actual  market 
operations  and  market  practice,  we  shall  suggest,  if  we 
may,  that  the  competent  witnesses  are  the  Bank  and  not 
the  Treasury.  We  will  go  as  far  as  we  can  but  there 
may  be  one  or  two  points  on  which  we  shall  ask  that 
the  Bank  shall  be  questioned. 

With  regard  to  the  statistics  given  in  this  paper  the 
Bank  of  England  have  provided  the  particulars  about  the 
distribution  of  the  debt  between  holders  in  Appendix  C 
and  Mr.  Thornton  from  the  Bank  of  England  is  in  attend- 
ance today  to  answer  any  questions  on  these  figures. 

On  another  point  this  paper  deals  with  debt  manage- 
ment under  existing  conditions  and  using  the  monetary 
system  as  we  have  it  in  operation  today.  It  does  not 
consider  'the  different  conditions  which  would  exist  if  the 
system  were  modified,  for  example,  if  alternative  monetary 
tactics  were  adopted  for  the  regulation  of  bank  credit. 
The  Treasury  is  concerned  with  this  problem,  both  be- 
cause of  the  Goveminent’s  responsibility  for  maintaining 
the  balance  of  the  system  and  therefore  for  controlling 
the  supply  of  money,  and  also  because  the  adoption  of 
such  techniques  would  result  either  directly  or  indirectly 
in  compulsory  lending  to  file  Exchequer. 

I hope  you  will  find  it  convenient  ff  the  Treasury  wit- 
nesses cemfine  their  evidence  on  the  paper  before  you 
to  the  management  of  .the  debt  under  the  existing  system, 
and  allow  us  to  give  separate  evidence  on  debt  manage- 
ment and  credit  control  in  a modified  system.  We  are 
considering  whether  to  submit  a separate  paper  to  you 
on  this ; but  the  subject  has  been  well  covered  by  the 
paper  on  " Some  Possible  Modifications  in  Technique  ” 
already  submitted  by  the  Bank  of  England,  and  we  would 
hope  to  take  this  paper  as  the  basis  of  our  own  evidence. 

2800.  Do  you  want  to  put  in  any  suggestions  of  your 
own  about  particular  alternative  techniques  that  differ 
from  those  in  that  paper? Not  necessarily,  but  to  make 

* Memoranda  of  Evidence  Part  n No.  10.  ~A&  a result  nf  tM« 
discussion  certain  revised  and  additional  material  was  supnlied 
which  has  been  included  in  the  published  veraon  of  the  paper  and 
in  the  Appendix  to  Part  U of  the  Memoranda  of  Evidence  • 


some  comments  on  that  paper  at  this  stage.  It  will  prob- 
ably be  sufficient  if  you  permit  us  to  make  a statement 
giving  such  comments  as  we  wish  to  make,  and  then  we 
could  answer  any  questions  on  that  statement.! 

2801.  I think  it  would  be  best  if  you  put  in  a statement 

about  it  when  you  have  had  time  to  think  it  over. 

Sir  Oliver  Franks:  If  the  Treasury  are  going  to  prepare 
a statement  for  us  I wonder  whether  they  would  be  willing 
to_  comment  on  one  very  general  point  which  arises  in 
this  connection.  The  various  possibilities  explored  in  the 
Bank  of  England  paper  are  all  differing  possibilities  of 
the  control  of  bank  credit  mostly  by  means  other  tbi<Ti 
price ; that  is  to  say  they  are  differing  forms  of  direct 
control.  In  the  present  system  there  is  some  degree  of 
control  by  price  (i.e.  Baific  Rate)  and  there  is  a degree 
of  direct  control,  that  B to  say,  the  restriction  of  advances 
in  the  various  forms  it  has  taken  over  the  last  few  months. 
Quite  ajiart  from  the  views  you  may  have  on  the  relative 
desirability  or  undesirability  of  the  different  possibilities, 
it  seems  to  me  there  are  two  general  issues : one  is  whether 
as  a matter  of  policy  measures  like  tWs  are  desirable  at 
aU  ; and  the  second  is  whether  as  a matter  of  expediency 
and  practice  in  the  foreseeable  future  you  expect  to  be 
able  to  dispense  with  them.  If  the  answer  on  the  second  • 
question  were  “ no  ”,  then  the  consideraticc  of  the  various 
possibilities  becomes  practical  and  urgent ; if  the  answer 
to  the  first  question  were  “ yes  ”,  then  it  becomes  perhaps 

rather  more  general  and  theoretical? May  we  think 

that  over? 

2802.  Chairman : On  the  debt  management  paper  I 
understand  it  would  be  convenient  for  yourselves  and  the 
representative  of  the  Bank  of  England  if  we  started  with 
questions  oa  the  three  appendices  A,  B and  C. — 
Professor  Cairncross:  May  we  begin  by  asking  what 
statistics  in  this  paper  (not  just  in  the  appendices)  have 

not  previously  been  published? Sir  Edmund  Compton : 

The  whole  of  Appendix  A is  already  published.  The 
matter  in  A^endix  B is  mostly  publish^,  although  not 
I think  in  this  arrangement,  save  for  the  distribution  of 
non-market  and  market  Bills,  which  is  new,  fiiough  not 
new  to  this  Committee  because  you  have  already  had 
fliat  in  other  evidence.  The  information  on  Appendix  C 
is  largely  new._  The  sources  are  described  in  detail  in 
the  notes  ; I will  ask  the  Bank  of  England  representative 
to  answer  detailed  questions  on  that  In  the  body  of  the 
paper  file  infonnation  in  paragraph  5 on  1he  holdings  of 
the  Bank  of  England  Issue  Department  analysed  by 
maturity  is  new.  Similar  information  for  the  National 
Debt  Commissioners  is  derivable  from  their  pubUsbed 
annual  reports,  though  not  for  that  particular  date 
31st  March.  Finally  the  tables  in  pacagrapihs  29  and  30 
are  not  published.  That  in  paragraph  29  Exchequer 
financang  in  the  market  is  again  a reproduction  of  new 
material  that  we  gave  to  this  Committee  in  the  Exchequer 
financing  tables,  while  the  figures  of  the  Issue  Department’s 

See  Memoranda  of  Evidence  Part  II  No.  13  and  Qns.  3226  to 
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net  purchases  and  sales  in  paragraph  30  are  published  for 
the  first  time. 

2803.  One  of  the  difBculties  with  ■which  anyone  studying 
the  figures  of  National  Debt  is  concerned  with  is  that 
different  series  seem  to  be  used  in  different  cOTtexts.  1 
tlii-nk  that  generalisation  would  apply  to  'tbis  5®pe^ 
especially  taken  in  conjunction  wdtii  the  Ba^  of  England 
submission  on  “ Principal  Changes  in  the  British  Monetary 
Systan  since  1931.”  Your  figures  as  given,  for  u^an«, 
at  paragraph  3 are  very  difficult  to  reconcile  with  the 
figures  given  in  Appendix  B.  This  is  particularly  true  if 
we  take  the  total  for  market  securities  and  small  savings ; 
as  far  as  I can  judge  “ small  savings  ” ineans  somethmg 
different  to  different  writers.  Is  it  possible  fOT  you  to 
indioate  to  us,  either  now  or  later,  just  what  is  the  sig- 
nificance of  including  this  breakdown  in  paragraph  3,  when 
an  alternative  analysis  is  given  first,  in  the  Bank  of 
England’s  paper  we  have,  and  secondly,  in  Appendix  B7 

would  rather  not  reconcile  these  figures  with  those 

in  the  Bank  of  England  paper,  which  I am  ^aid  I have 
not  before  me,  -without  notice.  1 would  like  to  begin 
by  reconciling  the  table  in  paragraph  3 here  wath  the  table 
in  Appendix  B <rf  which  it  purports  to  be  a summary. 
The  only  difference  is  that  in  the  summary  in  para- 
graph 3 we  have  adjusted  the  figures  for  small  savings. 
In  Appendix  B small  savings  are  the  small  savings  s«un- 
ties  that  as  to  say,  National  Savings  Certificates,  Defmce 
Bonds  and  Premium  Bonds.  That  excludes  the  saving 
banks  deposits  because  in  Appendix  B we  have  shown  the 
securities  held  by  the  Savings  Banks  Funds  agaonst 
hanV  deposits  under  the  heading  “ Market  S^unties  m 
so  far  as  they  are  markeit  securities.  But  -we  thought  th^ 
for  the  purpose  of  showing  the  distribution  of  the  debt 
in  broad  terms  today  as  it  is  compared  with  1935,  it 
■would  be  ri^t  to  attribute  to  the  small  savunp  holder 
the  whole  of  the  debt  that  is  owed  to  the  small  saver  by 
the  GovKnment.  For  that  purpose  dt  would  be  rmsle^g 
to  count  against  market  securities  repayable,  say,  thirty 
years  hence  a sum  which  is  largely,  so  far  as  the  Govern- 
ment B concerned,  repayable  on  demand  because  the 
savings  bank  depositor  has  a right  to  repayment.  So  in 
paragraph  3 “ small  savinp  ” includes  the  savings  b^s 
deposits,  .and  “market  securities”  excludes  the  Savings 
Banks  Funds. 

2804  Professor  Soyers : So  when  we  are  thinking  of.  tiie 
bolding  of  the  public  as  distinct  from  the  inteim^ 
holdings  of  Government  Departments,  it  is  paragraph  _3 
that  gives  the  ri^t  figure,  not  Appenffix  B? — -Ap^diX 
B as  the  crude  figures  analysing  the  recorded  and  pubii^ed 
totals  of  different  classifications  of  the  debt ; in  terms  of 
what  the  Government  owes  tiie  public,  the  correct  pictoe 
is  the  picture  in  paragraph  3.  On  tiie  other  hand,  for 
certain  other  purposes  I believe  that  the  other  classifica- 
tion may  be  more  useful,  few  example  when  oomsidenmg 
the  constitution  of  the  official  funds. 

2805.  Chdrman:  To  which  anangement  does  para- 
igraph  10  of  the  Bank’s  paper  correspond? ^It  corre- 

sponds to  our  Appendix  B. 

• 2806  Professor  Cairncross : The  market  securities  differ 

by  about  £80  miliion? Mr.  Thornton-.  There  is  a 

stock  of  a marketable  character,  not  on  the  market,  at 
£78  million  which  is  not  in  the  Treasury  paper  but  is  in 
that  of  the  Bank  of  England. 

2807  I should  welcome  some  note  on  tiie  Bank  of 
England’s  figures  and  the  Treasury  figures.  It  is  extremely 
di&ult  to  see  how  they  tie  uv-— Professor  Sayers:  it  is 
of  very  questionable  value  that  we  should  pub^h  these 
figures  without  explanation  of  how  they  are  to  be  lecon- 
cUed  with  other  figures  to  be  pubhshed.  I should  much 
nrefer  a paper  on  national  debt  statistics  that  c^wed 
the  whole  matter  up  and  gave  a starting  tot  a futoe 

series.  Is  it  possible  to  have  that? -^e  figures  that 

are  before  you  now  have  been  primarily  provided  for 
the  purpose  of  illustrating  the  paper ; on  that  basis  there 
are  bound  to  be  some  discrepancies.  It  is  perhaps  another 
question  what  basis  of  figures  might  be  adopted  for  a 
continuing  series  after  the  publication  of  these  tigines 
in  your  proceedings.  If  I may  take  one  particular  point, 
it  will  be  noticed  that  in  the  Bank  of  England  paper  the 
starting  point  is  1931,  whereas  the  starting  point  m the 
Treasury  paper  is  1935.  The  starting  point  of  1935  in 
the  Treasury  paper  was  chosen  of  set  purpose  because 
this  paper  is  linked  with  our  Paper  6 on  Monetary  Policy 


where,  in  dealing  with  the  debt,  we  used  1935  as  the 
starting  point.  It  is  for  consideration  which  would  be 
the  better  starting  point,  but  we  were  concerned  as  part 
of  the  exposition  here  to  have  statistics  which  were  in 
line  with  what  we  had  given  you  already. 

2808.  Professor  Cairncross:  In  Appendix  C you  use 
1939  and  1956,  so  that  we  neither  have  1931  nor 

19357 ^xhat  is  partly  a question  of  availability;  the 

figures  in  Appendix  C are  those  that  the  Bank  of  England 
have  been  able  to  provide  in  the  time  and  from  the 
material  available. 

2809.  Is  there  any  possibility  of  extending  the  1939 
figure  backwards  to  1935,  for  instance,  to  give  us  some 

figure  in  common  ■with  pre-war  data? Mr.  Thornton: 

I shall  have  to  refer  that  question. 

2810.  If  monetary  policy  and  debt  policy  are  as  inter- 
woven as  they  appear,  to  be,  it  is  important  that  the 
information  available  should  be  as  complete  as  possible. 
The  general  impression  appears  to  be  ffiat  the  data  on 
the  debt  are  extremely  difficult  to  interpret  and  relatively 
inadequate  in  comparison,  say,  with  data  on  monetary 
policy.  Therefore  we  should  welcome  a paper  on  the 
statistics  of  the  national  debt  that  would  try  to  present 
us  with  a consistent  series  of  what  you  would  regard  as 
the  figures  of  most  interest  and  importance  in  relation  to 

monetary  policy? Sir  Edmund  Compton : We  will 

certainly  look  at  that.  It  will  require  some  pretty  detailed 
study ; we  have  produced  here  a good  deal  that  will 
now  be  published  for  the  first  time,  and  for  that  reason 
Special  care  will  be  necessary  to  pro-vide  the  basis  for  a 
continuing  series,  if  it  is  decided  to  make  a continuing 
series  of  any  of  ffiese  new  material. 

• 2811.  Chairman:  I think  it  is  only  fair  to  be  as  con- 
crete as  we  can  in  asking  you : could  Professor  Cairncross 
give  some  indication  as  to  what  the  paper  is  to  show? 

Professor  Cairncross : This  is  a matter  <hi  which  we  may 
have  recommendations  to  make  in  due  course ; I think 
in  the  meantime  we  should  like  you  to  make  sure  there 
is  a consistent  series  before  us  which  would  be  of  a 
character  which  could  be  continued  in  the  Monthly 
Digest  of  Statistics  or  the  Statistical  Abstract  and  be 
available  continuously  before  the  public.  The  data  would 
be  along  the  lines  you  have  been  supplying  to  us,  but 
as  we  have  them  now  they  are  unsatisfactory ; this  will 
develop,  I think,  more  clearly  as  we  go  on. 

I Professor  Sayers : There  are  two  points : internal  con- 
sistency, and  the  relation  to  the  linkage  between  monetary 
operations  and  debt  policy. 

Sir  Oliver  Franks : I think  we  should  try  to  be  a little 
more  explicit.  This  is  not  a field  in  which  I am  in  any 
degree  expert,  but  is  what  falls  under  Professor  Sayers’s 
second  heading  in  part  the  distribution  of  the  different 
'kinds  of  debt  among  the  different  sorts  of  holder?  I am 
not  clear  whether  that  is  the  type  of  information  he  is 
suggesting  is  required  under  his  second  beading,  so  that 
one  may  bring  the  facts  about  the  management  of  the 
debt  into  relationship  with  the  problems  of  monetary 
policy,  or  whether  he  has  other  considerations  in  mind. 

Professor  Sayers : That,  and  the  broad  maturity  break- 
down of  official  holdings,  and  the  reconciliation  of  the 
debt  statistics  with  those  that  are  included  in  current 
series  to  be  used  by  people  in  commenting  on  monetary 
action. 

Sir  Edmund  Compton : If  I may  'take  the  two  points : 
first,  internal  consistency.  This  may  be  rash  of  me,  but  I 
do  not  think  that  there  is  a great  deal  to  clear  up  here 
either  as  regards  what  we  have  given  you  or  as  between 
the  Treasury  and  the  Bank  of  England.  There  is  the  point 
about  the  base  date ; on  that,  frankly,  we  have  adopted 
the  one  on  which  we  could  report  to  you  in  time.  We 
have  had  to  use  the  material  that  we  had ; we  expected 
a certain  amount  of  inconsistency  there  but  felt  that,  so 
long  as  we  provided  you  with  a pre-war  base  date  we 
had  taken  you  some  way.  For  a continuing  series  that 
is  something  that  would  have  to  be  cleared  up.  The  only 
other  point  on  interaal  consistency  is  about  the  treatment 
of  “small  savings”  and  the  securities,  in  the  Savings 
Banks  Funds ; that  is  a statistical  conundrum  on  the 
national  debt  which  we  have  to  face  in  Parliament  every 
year.  We  can  offer  you  the  figures  m either  form,  as 
we  have  shown  you. 
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The  second  point,  about  what  can  be  done  to  provide 
first  the  Committee  and  then  the  public  with  a rational 
basis  for  continuing  statistics  using  the  new  information 
which  we  have  here,  needs  a good  deal  further  considCTa- 
tion  before  we  could  put  proposals  to  you.  We  have  pro- 
duced some  of  the  new  information  here  for  the  first  tiTne 
and  rather  hurriedly,  and  we  are  conscious  ^at  some  of 
it  is  only  before  you  for  what  it  is  worth ; for  example, 
we  are  under  no  illusions  about  the  gaps  in  Appendix  C 
in  its  present  form.  I doubt  whether  Appendix  C pro- 
vides the  basis  for  a continuing  series,  quite  apart  from 
what  may  be  said  to  this  Committee  by  some  of  the 
contributors  to  Appendix  C 

2812.  Professor  Cairncrossx  The  information  on  Appen- 
dix C is  on  your  own  showing  as  much  as  you  have, 
though  probably  not  as  much  as  you  would  like,  on 
certain  important  problems  arising  out  of  the  distribution 
of  the  national  debt.  It  is  a 'little  alarming,  if  tie  informa- 
tion shown  here  really  does  represent  the  most  up-to-date 
and  complete  information  that  you  have,  that,  for  example, 
the  holdings  of  the  banks  and  t!ie  discount  market  should 
be  provisional  for  1956.  Is  it  impossible  to  present  in 
respect  of  the  banks  of  the  coun^,  which  you  regard 
as  extremely  important  in  monetary  policy,  their  current 

liquid  position? Mr.  Thornton:  For  this  Committee 

we  asked  those  particular  bodies  to  provide  us  with  better 
figures  than  we  are  accustomed  to  have.  These  are 
the  ones  we  already  had  available,  and  are  marked 
“ provisional  ” to  put  you  on  notice  that  we  shall  send  the 
Committee  a series  of  corrections.  That  applies  to  1939 
as  well  as  to  1956. 

2813.  Then  there  are  no  published  figures  for  the  Scot- 
tish banks  as  a whole.  Is  that  not  the  position? Sir 

Edmund  Compton:  You  are  speaking  about  the  full 
figures;  that  may  be  right.  I should  perhaps  add  that 
there  are  returns  to  the  authorities. 

2814.  I accept  that ; but  from  the  point  of  view  of  public 
comment  this  gives  a picture  of  holdings  of  market  securi- 
ties by  the  banks  at  this  moment,  which  may  not  be  the 
general  impression,  and  could  not  be  arrived  at  without 
some  research.  The  Scottish  banks  have  doubled  tbedr 
market  securities  since  before  the  war ; that  would  seem  a 
material  difference  which  is  generally  not  brought  out  in 
the  published  presentation.  There  are,  moreover,  banks 
for  which  figures  are  not  given  here,  and  one  would  like 
figures  to  show  what  part  they  play.  Do  you  have  data 

for  all  the  'banks? Mr.  Thornton : Not  in  the  form 

which  we  could  use  in  this  table. 

2815.  Professor  Sayers:  Are  the  people  responsible  for 

determining  policy  in  possession  of  those  figures? 1 

should  have  to  ask  you  to  direct  the  question  to  the  people 
concerned. 

2816.  Professor  Cairncross:  In  item  10  insurance  com- 
panies, other  public  companies  and  provident  societies  are 
all  grouped  together,  although  they  appear  to  have  been 
estimated  separately.  There  is  no  estimate  for  super- 
annuation funds,  but  I take  it  there  are  some  figures  for 

their  holdings  of  national  debt? The  three  components, 

as  you  say,  have  been  estimated  separately,  but  we  do  not 
regard  the  estimates  as  sufficiently  reliable  to  diow 
separately  on  a table. 

2817.  This  is  a serious  matter.  If  we  are  investigating 
liquidity,  it  is  very  important  to  know  what  changes  are 
occurriM  in  the  liquidity  of  public  companies.  Is  it 
impossible  for  us  to  have  even  a rough  analysis,  based  on 
balance  sheets,  of  their  holdings  of  Government  market 

securities? Sir  Edmund  Compton:  The  figures  here 

overlap  to  some  extent  with  the  work  that  is  in  prepara- 
tion for  this  Committee  on  the  financial  assets  of  com- 
panies and  other  holders  of  securities.*  Those  are  the 
financial  assets  of  every  kind,  not  only  Government  debt, 
but  I am  wondering  whether  in  that  connection  we  cannot 
try  to  see  whether  there  can  be  provided  some  more 
detail  about  the  holdings  of  debt  in  the  different  categories 
which  are  lumped  together  here. 

2818.  Chairman:  Appendix  C is  made  up,  as  I under- 
stand it,  of  all  the  information  with  respect  to  these 

matters  that  is  available  to  the  Bank  of  England? 

Mr.  Thornton:  We  have  used  everything  we  have. 

2819.  There  is  no  pocket  of  the  Bank  which  has  not 

been  drawn  upon  for  this  purpose? No, 

* See  Memoranda  of  Evidence  Part  m No.  1. 


2820.  Professor  Cairncross : Have  you  used  the  roasters 
of  the  national  debt,  which  should  show  who  are  the 

proprietors  of  the  national  debt? ^The  registers  do  not 

generally  show  the  beneficial  ownership  of  the  debt,  and 
have  not  been  used  in  the  compilation  of  this. 

2821.  Professor  Sayers:  Has  any  attempt  been  made  to 
analyse  the  registrations  -on  a sample  basis  in  order  to 
see  to  what  extent  the  beneficial  ownership  seems  Hkeiy 
to  be  obscure?  In  •the  knowledge  of  the  Bank  are  nominee 
holdings,  for  instance,  only  a very  small  or  a iarge  part  of 

the  registered  holdings? Mr.  Thornton:  Investigations 

have  'been  undertaken,  but  I am  afraid  I am  not  able  to 
answer  questions  about  them  under  my  instructions  today. 
— Sir  Edmund  Compton:  I would  like  to  add,  from  the 
standpoint  of  the  Treasury,  that  we  have  considered  'with 
the  Bank  of  England  what  is  the  possibility  of  providing 
information,  whether  for  publication  or  indeed  in  confi- 
dence, about  the  distribution  of  the  debt,  which  might  be 
based  on  the  register.  The  considered  opinion  of  the 
Bank,  expressed  to  the  Treasury  after  looking  into  the 
nature  of  the  register,  was  that  the  register  should  not  be 
used  for  that  purpose.  I understand  the  reason  to  be 
that  the  register  is  compiled  for  the  purpose  of  debt 
management,  and  for  that  purpose  it  is  not  necessary  for 
the  names  of  the  holders  to  show  what  sort  of  holders 
they  are. 

2822.  Chairman : It  is  prima  facie  impossible  to  know 
whether  you  are  looking  at  a nominee  or  not  when  you 

look  at  the  register? Even  if  it  is  not  a nominee  you 

cannot  tell  by  the  name  whether  it  is  an  industrial  com- 
pany, a finance  house  or  even  a private  person. 

2823.  On  the  other  hand  do  not  the  banks  themselves 
identify  nominee  holdings  by  the  actual  names  of  their 

respective  holding  companies? -Yes ; if  one  went  ovm- 

the  register  from  A to  Z like  a telephone  directory,  one 
could  pick  out  certain  holders  whose  names  identify 
them  as  being  in  certain  classes  of  holder,  but  my  under- 
standing is  that  that  only  happens  by  luck,  and  that  you 
could  not  get  from  that  results  which  would  be  of  any 
statistical  validity. 

2824.  Professor  Cairncross:  Is  the  difficulty  of  the 
character  you  are  now  describing,  or  is  it  that  you  are  not 
empowered  to  use  the  register  to  make  a simple  analysis? 

^The  difficulty  I am  now  trying  to  describe  is  the 

difficulty  inherent  in  .the  nature  of  the  register.  A separate 
question  would  arise  about  the  publication  of  results  from 
die  register  if  the  results  were  obtainable ; but  that  second 
question  does  not  arise. 

2825.  Let  me  take  one  very  specific  question:  what 
other  forms  of  overseas  holdings  of  the  debt  are  there 
other  than  appear  tmdec  item  11?  Are  you  in  a position 

to  make  any  estimate  of  that? Mr.  Thornton:  The 

foreign  holdings  are  particularly  susceptible  to  this  diffi- 
culty, because  a great  many  of  them  are  held  in  the 
name  of  the  London  bank  of  the  foreign  holder,  and  show 
up  merely  as  an  address  of  a London  bank. 

2826.  (But  you  know  the  exact  holdings  of  London 
ibanks  ; if  yO'U  (had  the  eu'tixe  holdings  of  the  London 
banks,  there  would  be  no  difficulty  in  deciding  what 
they  held  for  themselves,  and  so  you  could  judge  how 

much  they  hold  on  behalf  of  their  clients? Sir  Edmund 

Compton : We  have  said  in  paragraph  5 of  the  paper  that 
the  statistics  in  Appendix  C in  that  regard  go  as  far  as 
we  can  go,  and  we  have  suggested,  that  it  is  for  the 
identifiable  holders  to  say  whether  ffiey  can  give  more. 
That  applies  in  particular  to  the  London  banks. 

2827.  In  other  countries  the  banks  are  compelled 
to  provide  much  more  information  ffian  is  provided 
to  you  in  this  country.  Do  you  contemplate  that 
they  might  make  some  return  which  would  make 
available  to  you  the  maturity  distribution  of  their 

holdings? ^There  is  a distinction  here  between  returns 

the  banks  make  for  publication  and  information  they 
provide  to  the  authorities  for  management  purposes.  I 
think  the  Bank  of  England  have  given  evidence  to  this 
Committee  about  the  extent  to  which  in  confidence  the 
bankers  tell  them,  when  the  authorities  need  to  Imow, 
what  their  portfolio  consists  of.  Our  position  in  this 
country  is  that  under  the  Companies  Act  there  is  special 
dispensation  to  the  banks  and  the  shipping  companies 
about  the  information  they  provide  and  publish, 
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2828.  Chairman : That  does  not  actually  relate  to  their 

holdings ; it  relates  more  to  their  reserves? There  is 

a link  between  what  .they  hold  in  investments  and  what 
they  hold  in  reserves. 

2829.  The  exemption  that  the  Companies  Act  gave  was 
based  on  the  statement  that  it  would  shake  the  founda- 
tions of  the  banking  system  if  they  were  compelled  to 
disclose  inner  reserves.  The  question  of  what  they  hold 

does  not  directly  relate  to  that? ^This  is  a point  on 

which  I would  rathw  let  the  bankers  speak.  One  can 
see  that  the  argument  might  run  the  other  way:  the 
bankers  might  feel  that  people  would  have  more  confi- 
dence in  them  rather  than  less  if  they  gave  more  particu- 
lars about  their  investments ; but  it  is  not  a question  that 
I feel  I have  any  right  to  answer. 

2830.  Professor  Sayers:  The  Treasury  is  responsible 
through  the  Chancellor  for  debt  management  and  through 
that  for  monetary  policy ; it  surely  is  in  the  Treasury’s 
interest  in  the  broadest  sense  that  there  should  be  well- 
informed  public  discussion  of  these  problems.  If  it  is 
necessary  for  well-informed  discussion  that  facts  should 
be  made  available  to  the  public  which  are  now  known 
only  to  the  bankers  and  to  certain  people  in  the  Bank 
of  England,  does  it  not  follow  that  dislike  of  the  bankers 

for  publicity  on  these  points  must  be  overruled? 

agree  that  well-informed  discussion  is  of  assistance  to  the 
authorities  in  debt  management  and  monetary  policy,  but 
I do  not  follow  you  in  thinking  that  this  particular  infor- 
mation is  essential  to  that  well-informed  discussion.  There 
have  been  points  in  public  information  about  banking 
statistics  where  we  have  felt  that  further  information  was 
required,  and  have  seen  that  it  was  published.  The  instance 
I have  in  mind  is  that  of  bank  advances,  where  we  felt  that 
the  progress  of  credit  policy  could  not  be  properly  under- 
stood uMess  one  separated  out  the  figures  of  advances  to 
the  nationalised  industries  from  the  advances  to  other 
customers.  When  the  bankers  themselves  did  not  publish 
that  figure  separately  the  Treasury  published  it  on  their 
behalf,  and  that  is  the  regime  that  we  now  have. 

2831.  You  now  say  diat  it  is  not  necessary:  you  began 

by  saying  you  thought  the  bankers  would  not  like  publish- 
ing it.  Wrich  is  the  reason? 1 would  prefer  to  know 

first  what  the  bankers  would  be  prepared  to  do  and  what 
their  reasoning  was.  This  particular  piece  of  information 
is  not  one  whose  publication  we  have  thought  of  as  essen- 
tial for  the  purposes  of  either  debt  management  or 
monetary  policy. 

2832.  Does  that  mean  that,  in  considering  the  problems 
of  debt  management  yourselves,  you  do  not  worry  about 

it? made  a distinction  earlier  on  between  what  we 

ourselves  either  know  or  can  find  out  by  inquiry  and 
what  is  known  to  the  public. 

2833.  This  distinction  is  at  the  root  of  the  matter.  If 
you  are  to  form  policy,  you  judge  that  you  need  certain 
information.  If  there  is  to  be  sensible  public  discussion 
of  that  policy,  must  not  the  public  have  the  same  infor- 
mation, nnlfestj  there  is  quite  overwhelming  reason  to  the 

contrary  in  a particular  matter? ^I  meant  to  relate 

it  to  the  particular  problem  of  debt  management.  For 
example,  it  is  certainly  useful  for  us  to  kiow  what  the 
bankers’  holdings  of  securities  are  for  the  purpose  of 
dealing  wiUi  a piece  of  maturing  debt,  because  that  is 
material  to  its  replacement.  We  have  not  felt  it  necessary 
for  framing  the  terms  of  an  offer  of  a conversion  security 
or  for  successfully  selling  it,  either  on  the  occasion  or 
afterwards,  to  ensure  that  the  public  knew  in  detail  who 
were  the  holders  of  the  maturing  security,  whether  in  the 
baling  system  or  outside  it. 

2834.  Professor  Cairncross:  We  are  discussing  liquidity, 
and  liquidity  is  a function  of  the  maturity  distributicai  of 
die  national  debt.  If  the  maturity  distribution  of  the 

national  debt  os  not  known  how  can  one  talk  of  it? 

I was  relating  it  to  a particular  problem  of  debt 
management. 

2835.  Professor  Sayers : Let  us  relate  it  to  that  particu- 
lar problem : do  you  feel  ffiat  the  issue  of  a new  security 
or  handling  cf  a maturity  never  calls  for  any  defence 
from  the  Government?  Perhaps  there  have  imt  been 
many  cases  of  its  being  attacked,  but  surely  these  things 

should  be  defeasible? They  should ; in  fact  ^e 

Chancellor  defends  his  debt  policy  in  his  Budget  statement 


each  year,  and  on  occasion  a defence,  in  the  sense  of  an 
explanation  of  a particular  debt  operation,  is  made  on  the 
occasimi  of  that  operation. 

2836.  Chairman:  Does  not  that  lead  on©  to  wonder 
whether  he  should  not  qualify  his  critics  before  he  makes 

his  defence? ^I  am  not  conscious  of  the  need  for  defence 

of  it  on  these  occasions.  It  is  not  as  though  the  Treasury 
were  operating  the  debt  in  the  face  of  hostile  criticism. — 
Professor  Sayers:  The  hostility  need  not  be  there. 

2837.  Sir  Oliver  Franks:  Is  Sir  Edmund  perhaps  dis- 

tinguishing his  persons  a little  too  neatly?  We  have  been 
told  in  evidence  that  in  the  very  responsible  ptKrtioo  in 
the  Treasury  which  he  occupies  he  in  fact  is  dealing  with 
at  least  two  things  in  relation  to  the  Bank  of  England: 
one  of  them  is  the  management  of  the  debt  and  the 
successive  operations  which  that  entails,  but  the  other,  of 
course,  is  monetary  policies  as  they  may  be  formed  in  the 
Treasury  as  a whole.  He  has  been  giving  these  answers 
strictly  as  to  debt  management ; he  has  been  referring 
us  to  the  way  in  which  a particular  operation  of  debt 
management  would  be  carried  out  as  the  test  as  to 
whether  certain  information  is  or  ds  not  desirable  from 
the  point  of  view  of  the  Treasury  or  from  the  point  of 
view  of  the  public.  If  he  would  consider  'his  whole  ambit 
then  I tbink  quite  different  questions  anise.  The  sort  of 
point  which  ftofessor  Cairncross  was  putting  about 
hquidity  is  at  the  ba^  of  all  considerations  of  monetary 
policy.  li.  so  far  as  the  successive  operations  in  the 
managanent  of  the  national  debt  lare  clearly  of  the 
greatest  possible  importance  in  regulating  monetary 
policies,  it  would  appear  that  a detailed  knowledge  of  the 
Mquidity  of  the  various  institutions  and  persons  ocaicemed 
would  matter  very  much  if  the  management  of  the  debt 
were  more  than  a series  of  technical  operations.  I am 
sure  Sir  Edmund  is  in  feet  profoundly  concerned  with  the 
policy  aspects  of  these  two  things,  and  if  he  is  I do  not 
think  it  is  so  easy  to  get  away  from  the  questions  beang 
asked.  So  would  you.  Sir  ^mund,  abandon  this  dis- 
tinctive aspect  and  talk  more  generally? Certainly, 

Sir  Oliver.  From  the  standpoint  of  monetary  policy 
dearly  there  is  much  that  we  would  like  to  know  and  do 
not  liiow  about  the  distribution  of  the  debt.  I do  not 
say  that  we  do  not  find  out  the  distribution  of  lie  debt  m 
certain  of  these  holders,  and  important  holders  at  that ; 
we  have  said  we  do.  That  is  true  as  regards  the  bankers. 
But  a big  gap  appears  in  Appendix  C,  mainly  tbrou^ 
our  lack  knowledge  of  how  the  debt  is  held  by  a big 
class  of  holders.  That  is  an  ignorance  that  we  share,  ff 
I may  pul  it  so,  with  the  public,  and  if  our  information 
<m  that  could  be  improv^  it  would  certainly  help  us 
in  our  job. 

That  is  as  regards  what  we  know  or  would  like  to 
know;  the  question  of  what  should  be  published  as 
opposed  to  what  we  should  get  to  know  is  a matter  where 
other  considerations  arise,  That  is  a point  on  which  I 
am  rather  diffident  about  going  forward  until  I know 
more  about  what  the  “ victims  ” themselves  have  to  say. 
There  are  certainly  two  considwations  on  which  I am  not 
ready  to  give  an  answer:  the  first  is  the  readiness  or 
otherwise  of  these  people  to  go  in  tor  the  returas  and 
publication  of  these  returns  which  would  .be  involved.  The 
second  is  one  of  policy  (here  I have  reservations  about 
speaking,  because  I am  not  sure  that  it  is  not  for  the 
Bank  rather  than  for  the  Treasury),  whether  market 
management  might  not  be  impeded  raffier  than  forwarded 
by  publication. 

2838.  Take  Appendix  C:  has  information  of  this 

character  been  given  regularly,  say,  twice  or  four  times 
a year,  by  the  Bank  to  the  Treasury  in  the  past?  Is 
this  kind  of  breakdown  part  of  the  information  which 
Treasury  regularly  has  before  it,  or  is  it  new  to  the 
Treasury  as  well  as  to  us? 1 need  to  distinguish  be- 

tween the  different  classes  of  holdings  before  answering 
that  question.  The  National  Debt  Commissioners  we  know, 
of  course,  and  the  Bank  of  England  Issue  Department  we 
know;  the  Exchange  Equalisation  Account  we  know; 
and  as  regards  the  nationalised  industries  and  local  authori- 
ties, 1 am  not  sure  that  not  only  do  we  know  but  that  we 
provide  the  figures.  As  regards  the  London  clearing  banks, 
the  figure  is  the  published  figure.  The  figures  for  the  dis- 
count market  are  not  regularly  provided  by  the  Bank 
to  the  Treasury. . The  Scottish  banks  we  know ; the  figures 
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are  embodied  in  a return  that  the  Scottish  banks  make 
to  the  Treasury,  so  that  we  are  the  source  of  that.  The 
other  figures  have  been  derived  by  the  Bank  of  England 
Statistical  Department  from  the  sources  that  are  described 
in  the  notes  here:  and  as  far  as  the  Treasury  is  concerned, 
that  has  been  an  ad  hoc  exercise ; it  has  been  done  for  the 
purpose  of  this  paper. 

2839.  And  therefore  it  is  done  for  the  first  time? 

This  analysis  has  been  done  ad  hoc  on  one  or  two  occa- 
sions in  the  past,  but  it  is  not  a regular  service.  Perhaps 
I should  just  add  that  we  have  and  can  use  the  same 
sources  as  the  Bank  have  described  for  obtaining  that 
information. 

2840.  I believe  the  clearing  banks  return  regularly  to 

the  Bank  of  England  their  holdings  of  different  Govern- 
ment securities  in  different  maturity  groups? Mr. 

Thornton:  Not  to  my  knowledge. 

2841.  Then  is  it  the  case  that  the  holdings  of  the  clearing 
banks,  in  the  categories,  say,  nought  to  five  year  bonds, 
five  to  ten,  ten  to  fifteen,  or  whatever  the  broad  cate- 
gories may  be,  are  not  known  in  aggregate  either  to  the 

Bank  of  England  or  to  the  Treasury? Mr.  Thornton: 

There  is  no  regular  return,  to  my  knowledge ; but  it  is 
not  true  that  we  do  not  know. 

2842.  When  one  is  trying  to  think  about  policy  in  regard 
to  the  management  of  the  debt,  as  opposed  to  the  succes- 
sive operations  which  the  movement  of  the  calendar  makes 
necessary,  there  is  certain  information  which  I should  have 
supposed  was  necessary,  to  the  Treasury  as  the  source  of 
I>oIicy  as  well  as  to  anybody  else,  if  there  was  to  be 
a policy  and  a strategy  in  the  matter.  Now  the  holdings 
of  Government  securities  by  the  clearing  banks  change 
from  quarter  to  quarter ; I would  have  thought  that  was 
as  material  to  the  formation  of  policy  in  tins  matter  as 
the  holdings  in  different  age  distributions  by  other  very 
large  groups  of  holders  would  be.  I was  interested 
in  whether,  these  factual  pre-conditions  of  policy  were 
present  to  the  Treasury,  because  it  seems  to  me  there 
,is  a very  important  distinction  between  the  practical 
management  of  the  debt,  as  it  is  required  from  month 
to  month,  and  any  attempt  there  might  be  to  have  a 
policy  of  dealing  with  it  as  a whole,  over  a period  of 
years.  What  breakdown  does  the  Treasury  have  of  the 

holdings  of  the  clearing  banks? Sir  Edmund 

Compton:  We  do  not  get  a regular  return  from  the 
Bank  of  England  of  the  breakdown  of  the  investments 
of  the  clearing  banks. 

2843.  Am  I mistaken  in  thinking  that  that  kind  of 
information  is  relevant  to  the  formation  of  policy,  both 
in  the  management  of  the  debt  and  in  relation  to  monetary 

matters? ^It  is  certainly  relevant,  and  on  occasion,  when 

we  have  felt  we  needed  it,  we  have  obtained  that  kind 
of  information  from  the  Bank  of  England ; but  it  has 
not  been  rthe  subject  of  a regular  return. 

2844.  Chairman:  Has  the  Treasury,  as  distinct  from 
the  Bank  of  England,  the  power  to  require  from  these 
various  sections  of  holders  information  of  this  kind,  or 

is  it  obtained,  as  it  were,  by  their  courtesy? ^There 

are  the  special  provisions  of  the  Bank  of  England  Act, 
by  which  we  can  put  a statutory  force  behind  a Bank 
of  England  request ; apart  from  that,  I am  not  aware  of 
any  legal  powers  of  requiring  information  of  this  kind. 

2845.  Professor  Sayers:  That  power  is,  of  course, 
limited  to  any  holder  who  can,  for  the  purposes  of  die 

Bank  of  England  Act,  be  described  as  a bank? Yes. 

It  has  to  be  somebody  carrying  on  a banking  undertaking, 
who  is  named  by  the  Treasury  as  the  subject  of  a statutory 
request. 

2846.  Lord  Harcourt : And  that  would  still  only  affect 

the  holdings  of  the  bank  for  its  own  account? ^That 

particular  exclusion  is  written  into  the  Bank  of  England 
Act ; a banker  cannot  be  required  to  give  information 
about  an  individual  customer’s  affairs. 

2847.  Chairman:  If  you,  as  the  Treasury,  concerned 

with  policy,  were  avowedly  given  powers  to  acquire  infor- 
mation, and,  if  you  like,  to  make  it  public,  some  of  your 
misgivings  about  the  reactions  of  the  people  on  whom  it 
would  operate  would  disappear?  If  you  obtain  things 
by  goodwill  and  co-operation  your  attitude  towards 
making  that  public  becomes  different? ^Yes.  I would 
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have  to  go  through  this  list  in  some  detail  before  giving 
a really  clear  answer  about  the  extent  to  which  we  have 
the  powers  of  obtaining  information,  because  some  of 
the  information  here  is  derived  from  the  statutory  retmns 
that  companies  make ; then  there  are  the  provisions  of 
the  Friendly  Societies  Act ; and  both  the  building  societies 
and  the  insurance  companies  provide  statistics  under 
statute  which  we  have  used  for  this  purpose.  But  if 
the  question  is  whether  we  have  power  to  require  them 
to  produce  particulars  about  so  detailed  a provision  in 
their  balance  sheets  as  the  maturities  of  their  Government 
debt,  we  have  not. 


2848.  Professor  Cairncross:  Item  3 of  Appendix  C 
refers  to  the  Exchange  Equalisation  Account  and  other 
public  departments.  The  figures  given  there,  I believe, 
are  new  and  unpublished  heretofore.  Are  you  in  a position 
to  tell  us  what  the_  other  departments  are  which  are 
included  .there ; and  is  there  any  specific  reason  why  we 
should  not  have  for  1939  the  boltogs  of  the  Exchange 
Equahsatjon  Account  without  the  other  public  depart- 
ments?— —Mr.  Thornton:  The  principal  other  depart- 
ments m item  3 are  the  Paymaster  General,  the  Postmaster 
Genera],  H.M.  Treasury,  and  the  National  Coal  Board 
which  IS  a public  corporation,  not  defined  as  in  footnote  A 
and  therefore  falls  into  the  category  of  “other  public 
departments  . There  is  a number  of  smaller  bodies: 
the  Ministry  of  Transport,  the  Charity  Commission 
ae  Metropolitan  Police,  the  Ministry  of  Agriculture 
Fisheries  and  Food,  the  Public  Trustee,  the  Church  Com- 
imssioners,  the  Supreme  Court,  the  Ministry  of  Health, 
the  Admiralty,  the  Board  of  Trade,  and  Foreign  Coi? 
pensation  Funds.  s v-  xu 


2849.  Professor  Sayers:  Why  should  there  be  such  a 
large  block  of  market  securities?  Are  these  largely  to  be 
scribed  to  the  Exchange  Equalisation  Account,  or  are 

mey  largdy  for  the  other  public  departments? Sir 

Edmund  Compton:  We  cannot,  I am  afraid,  distinguish 
betwMQ  the  Exchange  Equalisation  Account  and  the  other 
public  departments.  The  “ other  public  departments  ” 
include  such  bodies  as  the  Public  Trustee,  the  Church 
Commissioners,  and  I think  that  those  two  together 
account  for  a good  deal  of  the  iitm.— Chairman : The 
Muustry  of  Agriculture  comes  in,  I think,  as  quite  a large 
holder.— Professor  Sayers:  It  ds  like  adding  cows  to 
cucumbers. 


2850.  Professor  Cairncross:  Can  you  give  us  information 
about  the  basis  on  which  the  Exchange  Equalisation 

Account  is  grouped  in  this  category? Professor  Sayers: 

1939  is  now  eighteen  years  away ; are  no  figures  to  be 
given  in  respect  of  1939  for  the  Exchange  Equalisation 
Account?— 5i>  Oliver  Franks:  1939  is,  in  most  respects, 
more  decades  away  than  the  mere  number  of  years  ; it  is 
another  world.  It  seems  to  me  that  to  be  unwilling  to 
publish  the  figures  of  the  Exchange  Equalisation  Account 
for  the  years  before  the  war,  unless  there  are  any  factors 
of  which  I am  ignorant,  gets  far  too  near  mystery  for 
mystery’s  sake.  These  arguments  do  not  apply  at  all  to 
this  year,  or  1956  or  1955  ; but  when  you  are  dealing  with 
something  which  is  as  near  pure  history  as  the  pre-war 
period,  it  seems  to  me  that  the  information  there  is  some- 
thing which  it  is  very  unlikely  could  really  harm  the 
existing  policies  and  operations  of  the  Treasury.  Would 
it  not  be  very  greatly  to  the  benefit  of  all  concerned  if 

this  element  of  sheer  mystery  was  got  rid  of? Sir 

Roger  Makins:  We  have  naturally  looked  very  carefully 
into  this,  to  see  how  far  we  could  go  to  meet  what  we 
expected  to  be  asked  on  this.  The  conclusion  we  came  to 
was  that  we  could  not  give  the  figures ; but  naturally  in 
view  of  what  you  say  we  will  give  it  some  further 
thought. 

2851.  Chairman:  Appendix  C is  confined  to  the 
two  years  1939  and  1956.  What  are  the  real  reasons  for 
its  being  impolitic  to  give  the  Exchange  Equalisation 
Account’s  holdings  for  1939  and  1956?  What  would  be  the 
public  mischief  that  would  arise  from  publishing  these 

figures  in  isolation? ^I  think  it  would  disclose  to  a 

number  .of  people,  not  necessarUy  here  but  abroad,  how 
the  Exchange  Equalisation  Account  was  made  up  and  pos- 
sibly how  it  operated. 

2852.  Professor  Sayers:  How  does  the  maturity  distri- 
bution of  the  Exchange  Equalisation  Account’s  assets  give 
information  to  people  about  how  the  Account  wor^,  given 
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the  fact  that  'there  is  monthly  publication  of  the  gold  and 

dollar  position  of  the  Account? Sir  Edmund  Compton : 

This  is  a question  which,  relating  as  it  d-oes  to  our  external 
policy  in  the  operatic  of  the  Account,  I am  not  sure  that 

I ought  to  answer.  The  fact  is  that  this  figure  of  the 
effective  sterling  capital  of  the  Account  has  been,  of  set 
purpose,  kept  a secret.  It  is  revealed,  under  secrecy,  to 
the  Public  Accounts  Committee  when  they  examine  the 
Account  each  year,  and,  as  we  are  at  present  advised,  it  is 
necessary  to  retain  the  secrecy. 

2853.  Chairman:  I do  not  yet  know  enough  about  it 
to  say  that  I appreciate  the  reason.  What  would  it  mean 
to  the  reader,  except  that,  at  the  date  you  are  taking,  the 
assets  which  the  Exchange  Equalisation  Account  was 
capable  of  realising,  if  it  wanted  to  use  sterling  to  pur- 
chase foreign  exchange  or  gold,  were  distribute  in  this 

way? 1 think  it  is  probably  not  so  much  the  securities 

in  the  Account  as  the  movement  in  these  figures  which 
we  should  be  reluctant  to  disclose. 

2854.  Professor  Sayers:  Surely  what  the  market  is 
interested  in  is  how  much  there  is  of  gold  and  dollars  in 
the  Account,  and  that  figure  is  published  promptly  after 
the  end  of  each  month.  1 am  sorry,  but  I do  not  under- 
stand how  the  disclosure  of  the  distribution  between 
Treasury  Bills  and  securities,  of  what  sterling  remains 
in  the  fund,  gives  the  market  any  clue  that 
would  embarrass  the  authorities  at  all  in  the  Account’s 

operations? 1 do  not  know  that  I personally  can 

take  it  further  than  this : that  when  we  were  com- 
piling this  we  felt  that  separate  figures  for  the  Exchange 
Equalisation  Account  and  the  other  public  depart- 
ments would  reveal  a figure  which  has  hitherto  been 
kept  secret.  These  figures  have  been  complied  so  as 
to  keep  it  secret ; but,  in  view  the  fact  that  the  Com- 
mittee has  today  expressed  the  view  that  they  would  like 
to  have  it  separated  or,  if  that  cannot  be  done,  they  would 
like  to  know  why,  we  will  look  at  it  again.  There  is  one 
further  thing  we  would  need  to  do  before  making  any 
further  disclosure,  and  that  is  to  decide  what  is  to  be 
given  to  this  Committee,  in  relatirai  to  what  is  to  be  given 
to  Parliament  for  the  purposes  of  Parliamentary  control  of 
the  ^change  Equalisation  Account. 

2855.  Parliamentary  control  in  this  context  is  for  rather 
a different  purpose  ; the  Public  Accounts  Committee  is  not 
thinking  of  the  relationship  of  these  figures  to 

monetary  policy.  We  are.  Is  that  not  so? Sir  Edmund 

Compton : I do  not  put  it  higher  than  this  at  the  moment : 
that,  if  a decision  is  taken  to  give  this  Committee  a figure, 
which  means  that  it  is  going  to  be  published,  it  would 
mean  a change  of  the  basis  on  which  the  Public  Accounts 
Committee  examines  the  Account.  Because  of  the  official 
view  that  it  should  be  kept  secret,  they  examine  it  under 
quite  exceptional  considerations  of  secrecy  at  the  moment. 

Sir  Roger  Makins:  We  will  consider  further  what 

you  say.  I think  the  positi<»  is  this;  the  Bank  of 
England  manage  this  fund  on  our  behalf,  and  they 
operate  from  day  to  day.  They  have  advised  us  that  the 
disclosure  of  these  figures  would  assist  foreign  and  over- 
seas persons  who  might  be  interested  to  gauge  the  way 
in  which  the  operations  of  the  authorities  were  con- 
ducted. I cannot  explain  to  you  the  rationale  of  that 
view,  but  it  is  one  which  we  have  accepted  and  which 
Parliament  has  accepted ; and  for  that  reason  we  have 
after  discussion  and  thought  maintained  this  view  in  our 
pap«  which  is  now  before  you.  If  you  wish  to  pr«s 
us  on  the  point,  we  will  look  into  it  again,  and  will 
endeavour  to  work  out  whether  it  is  possible  either  to  bow 
to  your  wishes,  or  to  try  to  give  you  some  rather  more 
explicit  reasons  for  the  view  which  we  have. 

Chairman : We  will  have  a word  among  ourselves  here 
as  to  what  we  ought  to  press  for,  and  then  I will  let 
you  know.* 

2856.  Professor  Cairncross:  Now  may  I return  to  item 

II  of  Appendix  C?  The  footnote  tells  us  that  it  refers  to 
overseas  central  banks,  currency  boards  and  “ certain 
other  official  bodies.”  What  other  official  bodies  are 

meant? Mr.  Thornton : There  are  certain  other  bodies 

which  are  similar  in  character  to  central  banks,  in  coun- 
tries where  there  are  not  central  banks ; and  there  are 
also  the  I.M.F.,  the  I.B.R.D.,  and  die  B.I.S.,  the  inter- 
national institutions. 

• See  Qn.  3223  and  footnote. 


2857.  Would  you  like  to  hazard  any  guess  as  to  whal 
the  non-official  overseas  holdings  of  British  debt  come  to 

in  addition  to  this  £5, 000-odd  million? Sir  Roger 

Makins:  No. 

2858.  A sixth  of  the  British  national  debt  is  held  abroad, 

in  effect ; is  that  not  so? Sir  Edmund  Compton : That 

appears  to  be  the  deduction  which  can  be  made  from  these 
figures. 

2859.  Professor  Sayers:  Can  you  not  confirm  it? 

I could  not  confirm  it,  no. 

2860.  Sir  Oliver  Franks:  Has  the  Treasury  over  the 
last  two  years  inquired  of  itself  whether  it  has  aU  the 
statistical  information  that  it  thinks  it  should  have  if 
the  problems  of  debt  management  in  their  relation  to 
monetary  policy  are  to  be  adequately  settled?  If  I may, 
I will  take  you  back  to  the  war-time  relationship  'between 
the  Ministry  of  Supply  and  the  Minis^  of  Production ; 
it  was  important  if  you  were  in  the  policy  department  that 
you  had  all  the  facts  and  figures  that  the  operating  depart- 
ment had ; otherwise  it  was  difficult  to  lay  down  the  policy 
for  the  operating  department.  Now  in  these  matters,  the 
Treasury  is  responsible  for  broad  policy,  and  therefore  I 
suppose  it  is  extremely  relevant  'to  consider  whether  you 
have  all  the  information  you  need  in  order  to  relate  these 
two  difficult  aspects  of  your  responsibilities  together.  Have 
you  so  inquired  and,  if  you  have,  are  you  satisfied  that 
you  have  all  that  you  need,  whether  from  the  Bank  or 

from  any  other  source? ^We  are  by  no  means  satiffied 

that  we  have  all  that  we  need.  We  have  been  very  con- 
scious of  the  need  for  improvement  of  the  financial  statis- 
tics ; if  I remember  rightly,  two  years  ago  there  were 
remarks  in  Parliament  about  “ last  year’s  Bradshaw,”  and 
of  the  need  to  improve  all  official  statistics.  One  ^ould 
not  press  the  sinffie  too  far,  because  we  have  felt,  as  a 
matter  of  debt  management,  and  indeed  of  monetary 
policy  also,  that  much  of  the  information  that  one 
requires  for  current  policy  is  available,  to  a larger  extent 
thaii  in  other  fields.  The  movement  of  bank  credit, 
for  example,  is  available  month  by  month,  whereas 
information  about  investment,  and  particularly  investment 
intentions,  was  very  defective  indeed.  It  'was  for  that 
reason  that  the  first  stage  in  the  improvement  of  statistics 
related  to  investment,  as  the  Committee  will  know.  We 
had_  marked  down  for  the  next  stage  the  improvement  in 
statistics  on  financial  assets  before  this  Committee  was  set 
up,  and  the  paper,  ■which  I hope  .will  shortly  be  given  to 
the  Committee,  on  the  financial  assets  of  institutions 
represents  work  in  progress  that  had  'been  laid  down, 
largely,  I think,  at  the  instance  of  the  Treasury. 

2861.  Professor  Cairncross:  In  paragraib>  27  you  explain 
that  the  Exchequer  has  advances  outstanding  to  the  tune 
of  £4,719  million  to  nationalised  industries,  local  authori- 
ties and_  both  belies.  ’It  is  not  clear  whether  the  £4,719 
milhon  is  in  addition  to  the  £3,292  million  outstanding  for 
guaranteed  loans  to  flie  public  corporations,  or  whether 

that  stun  is  part  of  the  £4,719  million? ^No,  they  are 

separate.  This  paragraph  relates  to  the  Exchequer’s  actual 
assets,  not  to  its  contingent  liabilities  which  are  represented 
by  those  guaranteed  loans.  These  are  the  actual  sums 
which  the  Exchequer  has  on  loan  to  the  local  authorities, 
the  Post  Office  and,  then,  from  the  first,  to  the  National 
Coal  Board,  and  since  kst  year,  to  the  other  nation^sed 
industries  also. 

2862.  If  we  amalgamate  all  the  operations  of  the  central 
Government,  there  are  advances  to  various  bodies,  which 
could  be  taken  as  backed  by  assets  of  a roughly  equivalent 
amount ; there  are  io  addition  the  nationalised  industries' 
stocks  outstanding,  which  are  guaranteed  by  the  Govern- 
ment, and  are  therefore,  to  all  intents  and  purposes,  a part 
of  the  national  debt  backed  equally  by  assets  of  a roughly 
equivalent  amount.  If  you  add  these  together,  you  get  a 
total  of  about  £8,000  million,  which  represents  real  assets 
of  some  kind,  and  perhaps  even  understates  the  value 
of  those  assets?— Yes.  There  is  what  used  to  be  called 
the  dead  weight  debt ; that  is  lo  say,  the  debt  which  has 
been  used  to  finance  deficits  and  nothing  else.  Then  one 
can  try  out  an  alternative  calculation  of  the  debt  and 
see  to  what  extent  there  are  revenue-producing  assets 
behind  it.  If  that  is  done,  however,  it  is  very  hard  to 
see  how  to  deal  with  one  bl'Ock  of  debt  which  is  included 
here,  namely  the  local  authority  debt.  If  a local  authority 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


MINUTES  OF  EVIDENCE 


217 


3 December,  1957]  Sm  Roger  Makins,  G.C.M.G.,  K.C.B.,  [Continued 

Sir  Edmund  Compton,  K.B.E.,  C.B.,  Sm  Robert  Hall,  K.C.M.G.,  C.B., 
and  Mr.  M.  J.  Thornton. 


has  spent  the  money  on  building  bouses,  is  that  to  be 
treated  as  revenue-producing  assets?  From  the  point  of 
view  of  the  Exchequer  accounts,  the  local  authorities  have 
to  service  the  loans  that  we  have  made  to  them ; and 
therefore  for  the  purpose  of  debt  management  it  is 
revenue-producing.  On  the  other  hand,  I think  for  the 
purpose  of  Professor  Caimcross’s  question  it  is  more  doubt- 
ful, particularly  remembering  that  proportion  of  the 
service  which  in  fact  the  Exchequer  pays  out  of  another 
pocket  by  way  of  housing  subsidy. 

2863.  May  we  approach  the  matter  from  a rather  differ- 
ent angle?  At  the  end  of  your  paper  you  suggest  that  the 
interest  paid  on  yotir  advances  of  £4,719  million  is  £147 
million ; that  represents  an  average  rate  of  3 per  cent. 
Are  you  getting  only  3 per  cent,  on  nearly  £5,000  million 

worth  of  advances? In  1956-57  it  was  of  that  order. 

One  has  to  remember  that  the  peak  loading  of  this  is 
represented  by_  the  Exchequer  financing  of  the  local 
authorities’  capital  during  the  first  decade  after  the  war. 
One  big  block  of  that  debt  was  at  2i  per  cent,  and  then 
there  is  another  big  block  which  is  at  3^  per  cent.,  or  only 
a little  over  that. 

2864.  Professor  Cairncross:  We  do  not  know  on  what 
terms  any  of  this  £4,719  million  will  be  repaid  to  you. — 
Chairman : Is  not  that  very  important  for  our  purposes? 
If  this  £5,000  million  is  going  to  come  in  on  a large  scale 
in  near  futoe,  it  would  revolutionise  the  liquidity 

position? It  ds  not  going  to  come  in  in  the  near  future. 

This  is  a calculation  which,  with  the  aid  of  a computer, 
we  can  let  you  have.  These  outstanding  figures  are  all 
represented  fay  individual  mortgage  deeds  between  the 
Treasury,  as  lender,  and  the  local  authority  or  public 
board,  as  borrower,  undeir  which  the  borrower  has  engaged 
to  repay  by_  eimal  instalments  the  principal  and  interest. 
Most  of  it  is  fifty  year  loans ; all  the  housing  ones  are 
fifty  years,  and  the  ones  for  Ihe  public  boards  are 
for  the  most  part  thirty  years.  We  could  produce  a table 
projected  right  into  the  distant  future,  showing  how  the 
principal  dement  gets  bigger  and  bigger  and  the  interest 
element  gets  smaller. 

2865.  Professor  C(drncross\  Your  debtcxrs  are  funded 

even  if  you  are  not? One  is  not  to  know  what  the 

sha-pe  of _ the  Budget  is  going  to  be  thirty  years  hence,  in 
which  this  big  receipt  will  presumably  figure  as  a receipt 
and  one  does  not  know  what  judgment  will  be  taken  by 
the  Chancellor  of  that  day  about  his  Budget  surplus  if 


2866.  Professor  Sayers:  Do  you  not  have  as  a matter 
of  mformation  a running  calculation  which  keeps  you  up 
to  date  all  the  time  on  what  the  maturity  distribution  of 
these  assets  is?  Surely  it  is  just  a matter  of  day-to-day 
operation  to  do  the  sum  as  you  go  along.  You  must  have 
this  kind  of  thing  for  debt  management,  surely?-— —We 
can  calculate  in  advance  as  regards  what  over  the  years 
ahead  is  going  to  be  our  receipt  on  outstanding  lc4ns ; 
we  do  not  know  what  the  fresh  element  is  going  to  be 
in  respect  of  new  loans  made  year  by  year,  which  has  to 
be  added  to  the  calculation. 

2867.  The  fact  that  you  may  be  operating  afresh  in  1967 
surely  does  not  make  it  of  no  interest  to  know  now  what 
is  your  present  liability  to  repay  bonds  in  1967,  nor  what 

you  may  expect  to  receive  on  the  asset  side? ^It  is 

always  interesting  to  see  what  a figure  like  this  would  be 
a number  of  years  ahead,  but  for  practical  purposes  I have 
never  called  for  a figure  covering  more  than  say,  five  years 
ahead,  to  see  on  a five-year  forecast  of  revenue  and  expen- 
diture what,  over  that  period,  this  particular  receipt  would 
amount  to,  so  as  to  try  to  make  sense  (so  far  as  sense 
can  be  made  of  these  forecasts)  of  what  the  net  debt 
management  charge  should  be. 

2868. 1 agree  that  the  interest  is  much  greater  as  you  are 
getting  nearer  home,  but  surely  the  easiest  way  of  having 
the  mformation  is  to  do  the  sums  as  you  go  along 
You  can  always  do  that  You  need  not  look  at  the 
position  of  the  seventies  very  often,  but  there  it  is ; and 
when  you  get  to  the  end  of  the  sixties  you  will  have  the 
figure  already  calculated,  so  far  as  the  position  has  been 

determined  by  the  facts  of  your  loans  in  the  past? ^The 

principal  element  in  the  earlier  years  has  been  so  small 
that  for  practical  purposes  we  have  concentrated  on  the 
30500 


interest ; but  it  may  well  be  that  we  are  now  at  the  stage 
when  it  becomes  of  practical  importance  to  see  how  the 
principal  element  is  going. 

2869.  Professor  Cairncross:  Do  you  recoup  yourselves 
for  these  advances  to  the  Public  Works  Loan  Board  by 

loans  in  the  market  of  roughly  equivalent  duration? 

The  terms  of  these  advances  are  not  related  to  ^chequer 
financing.  Ever  since  the  Local  Authorities  Loans  Act, 
1945,  we  have  refrained  from  borrowing  in  the  market  on 
terms  corresponding  to  our  lending,  and  have  financed  our 
lending  out  of  our  general  fund.  It  may  be  done  without 
borrowing  at  all,  so  far  as  we  have  an  above-the-Iine 
surplus ; but  if  the  lending  means  a pro  tanto  increase  in 
the  deficit  to  be  covered  by  borrowing,  then  it  has  been 
covered  by  general  borrowing. 

2870.  Chairman:  So  excess  liquidity  in  the  system, 

which  largely  arises  from  Treasury  short-term  borrowing 
to  m^e  these  loans  to  nationalised  industries,  public  cor- 
porations and  housing  authorities,  is  not  likely  to  be  sensibly 
related  to  or  affected  by  these  loans  coming  in  on  repay- 
ment in  the  near  future? ^Not  in  the  near  future.  But 

I am  attracted  by  the  idea  fljat  we  should  produce  a state- 
ment or  table  showing  how  the  position  stands,  projecting 
forward  what  the  repayments  may  be. 

2871.  Professor  Cairncross:  As  regards  item  1 in  Appen- 
dbc  C,  we  are  not  told  on  whose  behalf  the  National  Debt 
Commissioners  operate  in  holding  all  these  securities. 

Would  it  be  a long  list? ^It  is  a long  list,  but  practically 

the  whole  of  it  is  covered  in  terms  of  amount  under  the 
two  heads  of  the  Savings  Banks  Funds  and  the  National 
Insurance  Funds. 

2872.  Might  we  have  a list,  since  I do  not  believe  there 
is  a complete  list  available  anywhere  of  the  National 

Debt  Commissioners’  funds? ^We  should  be  able  to 

do  that. 

2873.  Mr.  Jones:  Would  the  amount  in  item  1 be  the 
full  amount  of  the  investments  of  the  National  Debt 
Commissioners,  as  they  are  obliged  to  invest  in  gilt-edged? 

^The  National  Debt  Commissioners  are,  as  Mr.  Jones 

says,  obliged  to  invest  all  their  funds.  Item  1 shows  the 
distribution  of  their  investments  over  the  whole  range  of 
gilt-edged  securities ; but  they  must  hold  a liquid  balance, 
which  is  held  in  Treasury  bills,  and  I think  there  is  a 
small  holding  of  Ways  and  Means  Advances ; that  is  their 
24-hour  money.  For  the  rest,  &ey  invest  in  quoted 
Government  stocks.  There  is  also  a debt  from  war-lime 
of  just  over  £1,000  millions  in  terminable  annuities,  not 
in  market  securities  at  all.  They  invested  the  money 
accruing  to  the  Savings  Banks  Funds  direct  with  the 
Exchequer  by  means  of  these  annuities. 

2874.  Let  us  assume  that  the  National  Debt  Commis- 
sioners have  available  for  investment  in  gilt-edged  a sub- 
stantial amount  on  the  National  Insurance  Funds.  As  I 
understand  it,  they  must  invest  those  funds  to  secure  the 
best  piKsible  return?-^ — I have  to  distinguish  between  the 
obligations  of  the  National  Debt  Commissioners  as  regards 
the  National  Insurance  Funds  and  their  obligations  as 
regards  the  Savings  Banks  Funds.  I would  prefer  to  say 
that  the  National  Debt  Commissioners  invest  their  insur- 
ance funds  in  accordance  with  the  terms  of  their  trust 
deed  ; that  the  requirements  are  different  in  the  case  of  one 
fund  as  compared  with  another.  In  the  case  of  the 
Savings  Banks  Funds,  the  savings  hardc  depositor  is  not 
interested  in  the  amount  that  the  National  Debt  Com- 
missioners earn  on  their  investment  because,  wet  or  fine, 
he  gets  2i  per  cent.  On  the  other  hand,  the  national 
insurance  contributor  has  an  interest,  thou^  I think  per- 
haps not  more  than  a contingent  one,  in  the  amount  of  the 
National  Insurance  Fund,  and  so  from  that  point  of 
view  the  National  Debt  Commissioners,  subject  always  to 
the  overriding  need  for  liquidity,  invest  to  earn  income  in 
dealing  with  that  Fund. 

2875.  To  the  extent  that  they  have  money  available  for 

short  term  investment  in  Treasury  bUls  and  the  like  I 
take  it  they  take  those  Treasury  bills  on  tap,  and  that  they 
do  not  tender  for  them? That  is  so. 

2876.  How  do  you  determine  the  basis  of  discount  in 

circumstances  like  that? There  is  a regular  weekly 

system  of  determining  what  we  call  the  tap  Bill  rate 
Every  Friday,  when  the  result  of  the  weekly  tender  is 
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known,  we  declare  tlie  corresponding  tap  rate,  which  is  to 
within  one-sixteenth  of  the  average  rate  which  has  beai 
revealed  by  .the  result  of  the  weekly  tender.  So  the  tap 
Bill  rate  is  kept  in  line  week  by  week  with  the  market 
rate. 

2877.  On  Appendix  A,  how  can  you  have  outstanding  in 
the  Floating  Debt  a sum  of  £277  millions  in  Ways  and 
Means  Advances  when,  as  I understand  it.  Ways  and 
Means  Advances  made  available  to  the  Exchequer  are  on 
24  hours’  notice?  In  paragraph  22  you  talk  about  Ways 
and  Means  Advances  not  being  outstanding  for  more 

than  a single  day? ^From  the  Banking  Department  of 

the  Bank  of  England.  What  looks  like  a big  amount  out- 
standing at  the  end  of  the  year  there  in  Ways  and  Means 
Advances  is  not  Ways  and  Means  Advances  from  the  Bank 
of  England,  but  day-to-day  balances  of  the  departments 
who  are  lending  to  us,  such  as  the  Issue  Department  of 
the  Bank  of  England,  the  Exchange  Equalisation  Account 
and,  it  may  be,  the  Paymaster  General.  For  die  purpose 
of  the  National  Debt  Return  on  which  this  is  based  we 
do  not  distinguish  Ways  and  Means  Advances  from  the 
Banking  Department  and  Ways  and  Means  Advances 
from  other  sources ; but  I should  be  very  surprised  to  find, 
on  31st  March,  that  we  had  any  Ways  and  Means 
Advances  outstanding  with  the  Banking  Department  at 
all ; if  there  were,  they  would  not  amount  to  more  than 
£5  or  £10  millions. 

2878.  Lord  Harcourf.  I have  one  question  on  the  item 
in  Appendix  A : “ Other  Debt,  Internal  ”.  Is  the  £65 
million  held  by  the  International  Bank  for  Reconstruction 
and  Development  the  unexpended  portion  of  our  18  per 
cent.?  Equally,  on  the  interest  free  notes  held  by  the 

International  Monetary  Fund ; is  that  our  quota? ^In 

the  case  of  the  I.B.R.D.  the  figure  represents  the  99  per 
cent,  of  our  original  subscription  payable  in  sterling,  which 
was  borrowed  back  again  on  the  security  of  interest  free 
notes  (that  is  £82-6  million),  less  the  notes  we  have  repaid 
over  the  years  since  1947  to  provide  sterling  loans  to  the 
various  menber  countries,  amounting  to  £17  million.  The 
difference  between  £82*6  million  and  £17  million  gives 
the  outstanding  figure  of  the  notes  at  31st  March,  1957, 
as  shown,  at  £65-6  million.  Then  on  the  I.M.F.  the  figure 
of  £577  million  represents  two  elements:  99  per  cent,  of 
our  ori^nal  sterling  subscription,  plus  the  £201*8  million 
of  additional  notes  that  we  created  as  a result  of  the  draw- 
ing of  $560  million  on  the  Fund  in  December,  1956.  We 
described  the  technique  of  that  transaction  when  we  were 
examined  on  the  Exchequer  financing  tables  [Q.  1072]. 

_ 2879.  Professor  Sayers  i In  the  analysis  in  market  securi- 
ties in  Appendix  B,  do  all  those  figures  include  official 
holdings? ^They  do. 

2880.  Could  we  have  the  figures  for  1935  excluding 
official  holdings?  I think  we  can  do  the  sura  for  1957 

from  the  figures  given  to  us  earlier  in  the  document? 

Sir  Edmund  Compton-.  The  figures  for  1956  and  1957 
can  be  re-worked  .to  exclude  .the  holdings  of  the  Issue 
Department  and  National  Debt  Commissioners  by  deduct- 
ing the  figures  of  their  holdings  in  paragraph  5,  provided 
that  you  are  content  to  lump  together  the  figures  of  hold- 
ings of  dated  stocks  over  15  years  and  of  undated  stocks. 
— Professor  Sayers:  Yes;  I was  thinking  primarily  of 
under  five  years  and  over  five  years. — Sir  Edmund 
Compton-.  I could  give  the  1935  figures  across  .the  table, 
if  that  would  help:  the  deduction  for  the  Issue  Depart- 
ment and  National  Debt  Commissioners  for  up  to  5 
years  is  £38  miUion ; for  5 to  15  years  it  is  £43  million ; 
and  for  over  15  years,  that  is,  .the  total  of  the  last  three 
items,  it  is  • £208  million.  If  it  would  help  the  Com- 
mittee, I could  put  in  a sheet  of  paper  which  gave  these 
calculations  for  1935,  1956  and  1957.— CAcimon : Thank 
you. 


2881.  Professor  Sayers:  At  first  sight  it  seems  curious 
that  in  1956-57  the  Issue  Department  sold  £439  million 
of  stocks  of  over  five  years’  life  (as  we  see  from  para- 
graph 30),  and  yet  had  £153  million  more  of  such  stocks 
on  its  books  at  31st  March.  1957,  than  at  31st  March, 
1956  (as  we  can  calculate  from  paragra'ph  5).  What  is 

the  explanation  of  that? ^There  are  three  points  which 

bear  on  that.  The  first  is  that  paragraph  30  gives  the 
figures  of  the  transactions  in  the  market  of  the  Issue 
Department  alone ; they  do  not  include  the  transactions 
between  the  Issue  Department  and  the  National  Debt 
Commission.  The  second  point  is  that  the  figures  in 
para^aph  5 show  the  nomini  value  of  Issue  Department 
holdings,  whereas  .the  figures  in  paragraph  30  are  of  cash 
transactions  and  therefore  reflect  market  value.  In  so  far 
as  they  have  sold  stock  in  the  market  above  or  below 
nominal  value,  that  causes  a discrepancy  between  the  two 
sets  of  figures.  But  the  main  reason  for  that  is  tie 
acquisition  by  the  Issue  Department  of  new  long  terra 
securities  in  the  process  of  underwriting,  which  we  describe 
in  paragraph  16  of  the  paper.  Hiere  were  in  this  year 
ending  31st  March,  1957,  two  issues  of  long-term  Govern- 
ment stock ; in  February,  1957,  there  were  the  £300 
million  of  3i  per  cent.  “ Eternity  ” Funding  Stock 
1999-2004,  and  earlier  in  the  year,  in  April  1956,  ffiere 
were  the  £250  miUion  of  3^-  per  cent.  Treasury ' Stock, 
1979-1981.  The  increase  in  these  holdings  reflects  the 
underwriting  function  of  the  Issue  Department  in  relation 
to  those  issues. 

2882.  It  seems  to  suggest  that  during  that  year  the 
authorities  were  not  able  to  catch  up  with  themselves  in 

funding? ^No.  They  indicate  that  in  fact  the  Issue 

Department  took  on  board  further  supplies  of  long  dated 
stock. 

2883.  The  position  is  that  the  Issue  Department  un- 
loaded quite  a lot,  .but  not  as  much  as  they  took  on? 

One  of  the  reasons  why  new  issues  took  place  was  to 
replenish  the  portfolios  of  the  Issue  Department  for  further 
operations. 

2884.  I am  only  suggesting  that  this  difficulty  underlines 
the  impossihihty  with  which  we  are  faced  of  finding 
whether  the  authorities  have  really  succeeded  in  lengthen- 
ing the  average  life  of  the  debt  during  this  .period.  If 
these  figures  all  coincided,  one  could  come  to  a conclusion 

on  that? ^That  question  is  perhaps  better  studied  by 

looking  not  at  the  figures  of  the  official  holdings  but  at 
the  debt  held  by  the  public ; in  other  words  the  analysis 
of  market  securities  by  maturities  in  Appendix  B,  but 
excluding  the  holdings  of  the  Issue  Department  and 
National  Debt  Commissioners. 

2885.  Have  we  got  that  for  1956  and  1957?^ .That 

IS  the  sum  you  were  good  enough  to  excuse  me  from 
doing  because  you  said  you  could  do  it  yourself. 

2886.  Professor  Cairncross:  May  we  ask  you  to  do  the 
figures  for  1952  as  well,  so  as  to  present  us  with  the 

picture  over  the  five  year  period  of  the  change? 

need  notice  of  that ; but  I think  that  can  be  added  to  the 
table  I have  promised  to  put  in. 

2887.  At  some  points  in  the  document  it  is  made  clear 
whether  Government  guaranteed  stock  is  included;  at 
other  points  it  is  not  altogether  clear.  I take  it  that  public 
corporations  stodc  will  be  included,  for  instance,  In  the 

figures  in_  paragraph  30? Paragraph  30  is  transactions 

in  securities  of  the  Issue  Department,  which  consia  sub- 
stantially of  Government  and  Government  guaranteed 
stocks. 

Chairman : If  there  are  no  more  questions  on  the 
appendices,  we  can  release  Mr.  Thornton. 


(Mr.  Thornton  withdrew.) 


2S88.'  Professor  Sayers:  On  paragraph  6 am  I right  in 
saying  that  the  Treasury  is  emphasising  here  that  it  can- 
not 'borrow  except  under  fairly  direct  authority  from  Par- 
liament, that  all  expenditure  is  authorised  by  Parliament 
and  the  Treasury  only  borrows  to  spend,  or  to  pay  off 
debt,  and  therefore  when  people  are  saying  that  the 
monetary  arrangements  make  it  too  easy  for  the  Govern- 


ment to  spend  too  much,  they  mean  that  because  borrow- 
ing is  so  easy,  Parliament  goes  on  authorising  too  much 

expenditure ; is  that  right? 1 am  not  quite  sure  what 

people  mean  when  they  say  it  is  too  easy  for  us  to 
borrow,  but  I think  they  mean  two  things:  the  first  is 
that,  though  Parh^ent  has  authorised  the  amounts  of  the 
borrowing,  .the  ceilings  attached  to  the  amounts  are  high 
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ceilings.  In  effect  the  Treasury  is  authorised  to  bonow 
to  finance  issues  below  the  line ; it  is  the  definition  of  a. 
below-the-Hne  issue  that  it  js  for  a purpose  for  which 
Parliament  has  authorised  us  to  borrow.  We  have  there- 
fore authority  to  borrow  up  to  the  total  set  by  the  various 
statutes ; in  so  far  as  we  have  a surplus  above  the  line, 
that  provides  us  with  a margin.  The  second,  and  perhaps 
more  cogent,  criticism  is  that  we  can  borrow  in  any  form 
that  we  like.  Whereas  Parliament  has  controlled  the 
amount,  the  statutes  leave  the  method  entirely  to  the  dis- 
cretion of  the  Treasury. 

2889.  Chcdrman:  May  they  not  mean  that  the  system 
enables  you  to  borrow  easily  on  short  term  but  not  so 

easily  on  long  term? Sir  Edmund  Compton : In  so  far 

as  we  have  complete  discretion  as  to  ithe  method  of 
borrowing,  the  critic  might  say  we  have  a temptation  to 
borrow  by  the  easiest  way.— 5/r  Robert  Hall : But  I sup- 
pose the  general  sense  of  ffie  criticism  would  be  the  formal 
one  that  Parliament  authorised  these  big  borrowing  pro- 
grammes. Every  now  and  then  each  nationalised  industry 
gets  a new  authority  for  a programme. 

2890.  Professor  Sayers:  Partly  because  it  ah  looks  so 

easy? Sir  Edmund  Compton : I think  perhaps  authority 

for  the  nationalised  industiy  to  borrow  is  more  venial,  if 
I may  put  it  that  way ; it  is  borrowing  for  a revenue- 
producing  asset,  so  that  on  the  face  of  it  Parliament 
might  reasonably  'ask  to  give  that  authority  leave  to  borrow 
either  from  the  Exchequer  or  from  the  market  the  capital 
it  required  to  create  those  assets. — Sir  Robert  Hall : I think- 
Professor  Sayers  meant  that  it  was  easier  to  authorise 
borrowing  than  taxes,  did  he  not? — Professor  Sayers: 
Yes. 

2891.  Sir  Oliver  Franks:  Has  consideration  ever  been 
^ven,  and  if  so  what  are  the  main  pros  and  cons,  to 
segregating  that  part  of  Government  borrowing  which  is 
for  the  creation  of  capital  assets,  whether  by  the  central 
Govenment  or  by  the  nationalised  industries  or  through 
the  local  authorities  for  the  building  of  houses  and  so 
forth,  and  requiring  that  where  borrowing  for  these  pur- 
ines is  undertaken  the  loan  or  security  should  match  in 
time  the  period  over  which  the  money  could  be  expected 
to  come  back?  When  the  State  becomes  a major  capitalist 
and  is  constructing  all  sorts  of  long  term  projects,  it  is 
legitimate  at  least  to  query  a system  which  leaves  the 
financing  of  these  projects  wholly  at  the  discretion  of  the 
Treasury,  and  therefore  may  mean,  according  to  the  con- 
venience of  the  times,  that  fifty  year  projects  are  financed 
by  three  month  Treasury  Bills  (to  put  at  at  the  extreme). 
It  is  not  clear  to  me  that  absolute  discretion  in  regard  to 
this  category  of  borrowing  is  in  the  national  interest. 
What  are  the  pros  and  cons  there?  Is  there  not  a question 

of  policy  there? Sir  Edmund  Compton:  There  is 

indeM.  In  the  past,  a long  way  back.  Government 
bo-rrowing  was  earmarked  for  die  particidar  pro'ject.  That 
systan  was  retained  for  local  authority  lending  up  to  the 
war,  when  we  issued  Local  Loans  Stock  in  so  far  as  we 
were  needing  to  raise  fresh  capital  in  co-der  to  lend  to 
the  local  authorities.  (As  a matter  of  detail  there  was  no 
issue  of  Local  Loans  Stock  after  1925  or  thereabouts, 
because  toe  repayments  from  old  loans  were  enough  to 
finance  the  new  loans).  Apart  from  that  it  has  been  fixed 
Government  policy  since  toe  1914-18  war  that  all  Govern- 
ment lending  should  be  financed  out  of  general  Govern- 
ment borrowing  and  that  the  system  of  earmarked  loans 
should  be  given  up. 

2892.  The  events  of  the  last  ten  years,  with  the  immense 
extension  of  toe  State’s  activities  in  capital  expenditure, 
have  not  led  to  any  revision  of  that  view? — —On  the 
contrary,  toat  view  was  affirmed  by  the  decision  to  put 
too  nationalised  industries  on  the  Exchequer  in  1956. 
Before  that  the  nationalised  industries  raised  theii  capital 
on  Govemmeat  credit  on  terms  which  did  not  indeed 
correspond  wito  toe  life  of  their  assets  but  did  broadly 
correspond  to  their  readiness  to  face  -toe  market  in  terms 
of  interest  and  eventual  repayment  of  the  principal.  You 
oould  say  that  their  guaranteed  stocks  wa-e  matched  in 
amount  roughly  with  ca^tal  expenditure.  The  transfer 
of  the  nationalised  industries  to  the  Exchequer  was  largely 
justified  on  the  basis  -that  in  that  way  the  Exchequer  would 
then  be  free  to  finance  that  capital  expenditure  by  what- 
ever form  of  'borrowing  suited  toe  convenience  of  the 
Exchequer  and  also  assisted  monetary  policy. 
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2893.  Chcdrman : So  the  argument  in  favour  is  that  you 

can  take  advantage  of  the  market  by  putting  it  on  to  the 
general  fund  of  Government  borrowing  in  a way  you 
could  not  if  you  were  tied  to  a particular  kind  of  borrow- 
ing with  a particular  kind  of  purpose? ^Yes,  and  not 

only  .that ; if  it  is  so  decided  on  policy  grounds,  we 
can  finance  a portion  of  our  capital  outlay  by  revenue 
not  by  borrowing.  ’ 

2894.  Professor  Sayers:  In  fact  you  can  make  debt 

management  in  the  widest  sense,  inclutong  all  toese 
operations,  serve  toe  purpose  of  monetary  policy  and  in- 
deed of  general  Government  economic  policy? ^Yes. 

There  are  jn  other  spheres  arguments  against  earmarking 
or  borrowing  for  a purpose.  We  are  continually  being 
pressed  to  glamorize  National  Savings,  to  encourage 
somebody  to  lend  to  the  Government  on  a Savings  Certi- 
ficate because  it  will  be  spent  on  an  atomic  power  station 
or  something  thought  to  have  glamour.  In  fact  if  that  is 
done,  you  really  jam  the  works  in  toe  management  of 
the  Exchequer. 

2895.  Chcdrman:  What  would  happen  to  your  above- 

the-Iine  surplus? ^We  should  have  to  make  some 

detailed  provisions  about  the  classes  of  debt ; there  would 
be  certain  earmarked  ones  to  which  we  could  not  apply 
our  above-the-Iine  surplus ; and  when  we  repaid  debt  we 
should  have  to  remember  that  toe  money  borrowed  from 
a particular  investor  could  not  be  used  to  repay  another 
man’s  Saving  Certificate.  That  sort  of  complication 
immediately  arises. 

2896.  Lord  Harcourl : The  real  difficulty  in  the  system 
adopted  in  the  nationalisation  Acts,  as  I see  it,  was  the 
fact  that  we  had  H.M.  Government  and  the  nationalised 
industries  coming  to  toe  market  at  different  times  both 
pledging  the  same  credit,  though  they  were  coming  to 

the  market  for  different  purposes? ^TOenever  a 

nationalised  industry  came  to  toe  market,  the  investor  was 
really  lending  to  toe  Government,  in  toe  sense  that  he  was 
lending  on  terms  governed  by  Government  credit,  but  it 
did  make  for  inefficiency  both  in  the  issue  of  our  loans  and 
in  market  management,  because  these  issues  took  place 
at  times  which  might  not  suit  toe  authorities  for  purposes 
of  market  management,  and  toe  terms  were  not  neces- 
sarily those  which  suited  the  market  at  the  time.  That 
could  to  some  extent  be  mitigated  by  the  two  safety 
valves,  of  bank  overdrafts  for  toe  industries  pending  an 
issue,  and  underwriting  of  toese  issues  by  the  departments. 
But  there  are  limits  to  both  those  safety  valves,  and  it  was 
because  of  those  limitations  toat  toe  nationalised  indus- 
tries were  moved  on  to  the  Exchequer. 

2897.  Professor  Ccdrncross : Would  a nationalised  indus- 
try in  making  a loan  limit  it  to  the  expected  Iffe  of  toe 

assets? A stock  issue  by  a nationaUsed  industry  was 

for  a period  which  was  a compromise  between  what  the 
market  advisers  said  the  market  would  take  and  what 
suited  the  finances  of  toe  industry.  They  would  consider 
their  earning  capacity,  and  broadly  want  to  borrow  as 
long  as  they  could,  consistent  with  not  paying  an  excessive 
rate  of  interest  for  something  the  market  did  not  want. 

2898.  That  was  in  toe  past ; I was  thinking  about  toe 
current  position.  Is  toe  rate  of  interest  charged  on  their 
borrowing  from  the  Excbequw  toat  which  would  be  appro- 
priate for  a loan  issued  for  a period  for  wUch  the  assets 

of  the  nationalised  industry  were  atpected  to  last? 

Broadly,  yes.  The  rate  charged  on  an  ifechequer  advance 
to  a nationalised  industry  is  the  rate  at  which  the  Govern- 
ment would  borrow  for  a loan  of  toat  period.  The  period 
for  -which  currently  we  are  making  advances  to  toe 
nationalised  industries  is  30  years. 

2899.  That  is  not  related  to  the  life  <rf  toe  assets? 

It  has  regard  to  the  life  of  the  assets.  Their  borrowing 
is  for  a wide  variety  of  assets,  some  of  a comparatively 
short  life,  some  for  a much  longer  life.  The  period  was 
arrived  at  by  negotiation  with  toe  borrowers ; it  does  not 
purport  to  be  a set  calculation  of  toe  expected  life  of  toe 
particular  asset,  though  it  broadly  reflects  toe  life  of  the 
assets  they  borrow  for.  One  particular  class  of  nationalised 
industry  is  treated  as  an  exception  ; that  is  the  air  corpora- 
tions. Aircraft  account  for  nineteen-twentieths  of  toe 
capital  expenditure  for  which  they  borrow,  and  because 
of  that  toe  period  of  their  advances  is  not  30  but  7-i-  years, 
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2900.  The  rate  you  charge  them  is  the  rate  you  would 

have  to  pay  in  the  market  for  that? ^It  is  the  rate  of 

Govemment  credit  for  stodks  of  the  comparable  period. 

2901.  Sir  Oliver  Franks:  The  determining  dement  is  the 

period? ^Yes. 

2902.  Professor  Cairncross:  The  period  is  in  fact  rather 
longer  than  the  corporations  would  be  able  to  borrow  for 

in  the  market  against  similar  assets? ^Yes,  but  they  are 

repaying  us  by  instalments  of  principal  and  interest. 


2903.  Mr.  Jones : What  would  be  the  position  in  relation 
to  a nationalised  industry  itself,  supposing  the  asset  was  a 
wasting  asset  on  the  basis  of  a period  of  fifty  years ; if 
they  were  borrowing  on  the  basis  of  thirty  years  would 

that  be  a hardship  to  -the  borrowing  corporation? -No, 

because  it  would  be  permissible  for  them  in  the  event  to 
re-borrow  over  the  unexplred  period ; that  is  always  sup- 
posing they  did  not  take  a decision,  which  as  business 
concM'iis  they  might  well  do,  to  repay  out  of  money 
retained  over  and  above  the  Inland  Revenue  allowances. 


[Adjourned  until  2.15  p.m.) 


Sm  Roger  Makins,  G.C.M.G.,  K.C.B.,  Sm.  Edmund  Compton,  K.B.E.,  C.B., 
and  Sir  Robert  Hall,  K.C.M.G.,  C.B.,  further  examined. 


2904.  Chairman:  On  paragraph  7 (c),  you  say:  "The 
different  statutes  which  authorise  these  issues  also  em- 
power the  Treasury  to  borrow  the  money  required  for 
this  purpose,  in  any  manner  in  which  they  are  authorised 
to  raise  money  under  the  National  Loans  Act,  1939  ”, 
Does  that  not  mean  in  any  manner  altogether?  Need 
you  really  have  the  words  “ . . . under  the  National  Loans 

Act,  1939  ”? No  ; but  fiie  wording  of  the  statute  has 

been  repeated  because  the  1939  Act  applies  the  m<ffe 
detailed  proviaons  for  charging  such  loans  on  the  Con- 
solidated Fund  and  the  whole  machinery  of  the  debt 
raising  and  repayment. 

2905.  Professor  Cairncross:  If  the  Chancellor  of  the 
Exchequer  wished  so  to  operate  the  Budget  that  he 
balanced  the  above-the-Iine  items  over  a period  of  years 
but  was  in  deficit  the  first  year,  would  he  require  to  seek 

special  authority  from  Parliament? ^Yes.  The  process 

under  which  Parliament  has  secured  that  is  described  in 
paragraph  10.  Essentially  it  is  the  provision  that  was 
enacted  in  Mr.  Snowden’s  time,  in  section.  48  of  the 
Finance  Act,  1930. 

2906.  It  is  not  open  to  the  Chancellor  to  budget  speci- 

fically for  a d^cit  in  one  year  without  seeking  the  appro- 
priate power  to  borrow? ^That  is  so ; and  in  fact,  on 

each  occasion  on  which  a deficit  has  b«n  budgeted  for, 
provision  has  been  made  accordingly  in  the  Finance  Bill 
of  that  year. 

2907.  Sir  Oliver  Franks:  These  provisions  are  ail  about 
a surplus  or  deficit  above  the  line.  What  is  important 
nowadays  clearly  is  the  overall  Budget,  above  and  below 
the  line.  It  is  all  one  operation,  and  this,  I suppose, 
purely  historical  distinction  between  above  and  below  the 
line  is  not  very  useful.  As  I read  it,  these  provisions 
do  not  apply  at  all  to  the  overall  Budget.  Is  my  under- 
standing right  and,  if  it  is,  what  happens  to  the  Budget 
as  a whole?  Is  this  another  one  of  the  areas  of  great 

discretion  for  the  Treastiry? ^No,  I do  not  think  so. 

I do  not  entirely  agree  with  the  suggestion  that  die 
distinction  between  above  and  below  the  line  has  lost  its 
utility.  We  feel  that  it  has  still  a considerable  degree  of 
usefulness ; by  now  most  of  the  issues  below  the  hne  are 
issues  of  capital  on  which  interest  is  paid  and  principal 
is  repaid. 

2908.  Is  that  true  of  none  of  the  above-the-line? Of 

very  little  above  the  line.  There  are  some  socdled  capital 
items  above  the  line,  but  the  number  of  issues  of  capital 
above  the  line  to  bodies  who  pay  interest  on  them  is 
very  small  indeed  and  practically  can  be  disregarded.  The 
only  important  recipient  of  capital  al»ve  the  line,  apart 
from  the  so-called  capital  items  in  the  economic  sense, 
like  a Government  motor  car,  is  the  Atomic  Energy 
Authority ; that  has  been  charged  above  the  line  because 
there  is  in  effect  no  commercial  basis  upon  which  their 
capital  can  be  supplied. 

2909.  Professor  Cairncross:  Is  not  expenditure  on  the 

roads  also  above  the  line? ^Yes ; but  again  there  is  the 

difficulty  of  saying  that  a road  loan  is  serviced  from  the 
earnings  of  the  roads.  So  we  think  the  distinction  still 
retains  its  utility.  On  the  question  whether  Parliament 
has  lost  control  over  the  below-tbe-hne  issues,  the  formal 
answer  ds  no,  because  Parliament  has  determined  the 
amount  that  may  be  borrowed. 

_ Sir  Oliver  Franks:  Certainly  it  has  authorised  that 
m authorising  flie  ipolicy  in  the  programmes.  But  it  has 


authorised  a specific  amount  of  borrowing  and  in  that 
formal  sense  Parliament  has  control? — —Sir  Edmund 
Compton:  Perhaps  the  practical  control  is  that  the  amount 
of  financing  that  has  to  be  done  below  the  line  is  a 
material  factor  in  the  judgment  as  to  the  Budget  balance. 
One  of  the  things  that  has  to  be  decided  when  the 
Chancellor  prepares  his  Budget  is  tihe  extent  to  which 
below-the-line  issues  are  going  (to  be  financed  out  of 
revenue,  that  is  out  of  the  Budget  surplus.  In  so  far  as 
the  Budget  above  the  line  provides  a surplus  towards  the 
Budget  balance,  the  Government  is  presenting  to  Parlia- 
ment for  approval  a scheme  for  financing  expenditure 
both  above  and  below  the  line. — Sir  Robert  Hall:  The 
Budgets  since  1947  have  been  broadly  constructed  from 
the  point  of  view  of  ffieir  influence  on  the  total  level  of 
activity.  As  carried  over  into  the  national  income 
accounts  the  below-the-line  expenditure  is  taken  into  the 
capital  investment  programme  of  the  whole  country,  and 
the  above-the-line  surplus  is  takai  in  as  one  of  the  sources 
of  finance.  So  the  Budget  as  a whole  has  to  be  looked 
at  from  the  point  of  view  of  its  imptact  on  the  economy, 
though  I agree  entirely  with  Sir  Edmund  that  the  dis- 
tinction in  the  accounts  is  a useful  one,  and  indeed  I have 
sometimes  thought  it  would  be  even  more  useful  if  we 
had  a precise  distinction  between  current  and  capital 
expenditure.  To  think  of  looking  at  the  below-the-hne 
expenditure  as  something  which  can  be  financed  by 
Govemment  borrowing  would,  I think,  give  a misleading 
effect ; the  way  in  which,  it  ds  provided  for  expresses  the 
Government’s  judgment  as  to  how  much  of  the  total 
investment  pro^amme  requires  to  be  financed  by 
Goveirnmeut  saving  rather  than  by  Governmenit  borrowing. 

2911.  Professor  Cairncross:  There  is  a distinction 
between  the  division  in  the  Budget  and  the  division 
between  capital  and  current  in  the  national  income 

figures? ^Yes.  There  are  several  items,  as  Sir  Edmund 

has  mentioned,  above  the  line,  which  from  the  national 
income  point  of  view  are  regarded  as  investment,  and  then 
there  is  the  question  of  the  treatment  of  death  duties 
from  the  point  of  view  of  the  income  side. 

2912.  Do  you  not  feel  that  in  treating  an  item  like 
roads,  where  a capital  item  is  created,  and  where  the 
cost  falls  above  the  line,  a different  attitude  should  be 
adopted  towards  the  capital  expenditure  because  no 

monetary  income  is  derived  from  that  expenditure? 

Sir  Robert  Hall:  It  would  be  a consideration  from  the 
point  of  view  of  the  debt  management,  but  not  from  the 
point  of  view  of  the  broad  construction  of  the  Budget, 
at  any  rate  in  respect  of  that  particular  year.  In  that 
particular  year  the  objective  would  be  to  finance  the  total 
investment  from  ex  ante  saving. — Sir  Edmund  Compton : 
In  tenns  of  the  investment  programme  we  do  not  dis- 
tinguish whether  a particular  item  of  public  investment  is 
financed  from  above  the  line  or  below  the  line. 

2913.  Sir  Oliver  Franks:  In  para^aph  11,  you  say  that 
“ the  _ Treasury  has  complete  discretion  as  between 
Floating  Debt  and  other  debt,  and  as  between  the  amounts 
raised  from  the  Departments  and  the  public.”  Sometimes 
freedom  is  most  satisfactorily  exercised  when  it  is  in 
certain  respects_  limited  by  rules  ; there  is  a certain  balance 
between  free  discretion  and  regular  behaviour.  Is  it  clear 
that  the  Treasury  gains  by  the  completeness  of  its  dis- 
cretion, and  that  the  self-discipline  of  rules,  for  example, 
perhaps,  about  the  amount  of  floating  debt  that  there 
may  be,  would  not  help  in  some  of  these  difficult  problems 
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of  restraining  and  decreasing  die  amount  of  floating  debt 
and  tbe  liquidity  of  the  system?  There  is  nothing  here 
which  makes  you  go  back  to  Parliament  aad  say:  “ There 
is  a real  difBcuIty ; we  must  have  a sanction”;  there  is 
nothing  here  which  gives  cause  for  public  debate ; the 
discretion  is  absolute.  How  far  do  you  judge,  based  on 
postwar  experience,  that  this  complete  discretion  has 
really  proved  advantageous ; because  it  could  be  a 
weakness? Sir  Roger  Makins:  It  is  true  i&at  the  posi- 

tion is  as  stated:  we  have  the  discretion.  I do  not 
know  that  we  have  ever  examined  the  question  whether 
We  should  do  better,  if  there  were  a code  of  bdiaviour, 
than  we  do  without  one. — Sir  Robert  Hall : It  is  similar 
to  the  point  you  made  this  morning,  about  wheflier  it 
would  not  have  been  desirable  to  link  the  term  of 
borrowing  of  the  nationalised  industries  to  the  life  of 
&e  assets.  I think  that  all  we  could  usefully  say  on  this 
is  that  the  problem  of  the  increasing  liquidity  of  the  debt 
has  increasingly  exercised  our  minds. — ■S'ir  Edmund 
Compton:  As  regards  a code  of  behaviour,  we  say  in 
paragraph  21  that  it  is  the  aim  of  the  authorities  at  the 
present  time  “ to  reduce  so  far  as  possible  their  dependence 
on  finance  raised  on  the  Floating  Debt  ”,  and  we  describe 
how  that  is  an  object  of  debt  management  operations. 
That  code  of  behaviour  has  also  been  published  to  Parlia- 
ment on  more  than  one  occasion  by  Chancellors  in 
Budget  speeches,  as  a principle  on  which  he  is  proposing 
to  Parliament  that  the  debt  should  be  managed ; but  that 
is  not  a code  whidi  Parliament  has  to  endorse, 

2914.  There  is  a difference  between  a principle  which 
declares  an  intention,  and  a rule  which  you  have  to 
apply.  Vr^at  I have  in  mind  is  not  in  any  way  critical 
of  tbe  Treasury.  It  is  simply  that  in  this  difficult  relation- 
ship between  Parliament,  ffiat  authorises  expenditures,  and 
the  Treasury,  with  its  responsibility  for  policy  and  for 
finding  the  means  of  financing,  it  seems  to  me  at  present 
so  easy  for  Parliament  to  go  on  authorising  and  approving 
policies  and  programmes  of  expenditure  without  counting 
the  cost,  not  thinking  at  all  about  the  means  by  which 
it  will  all  be  financed.  The  means  make  a difference  to 
the  whole  state  of  the  economy,  but  with  the  separation 
which  at  present  exists  between  the  part  that  Parliament 
plays  and  the  part  that  the  Treasury,  with  its  discretion, 
plays  the  people  who  declare  the  policy  are  never  faced 
with  these  possible  consequences  of  their  decisions.  It 
was  from  .that  point  of  view  that  I was  wondering  whether 

the  system  was  satisfactory? Sir  Roger  Makins:  I 

appreciate  that  you  were  not  implying  any  criticism  in 
what  you  said,  and  I did  not  take  it  in  that  sense.  All 
I was  saying,  really,  was  that  I was  wondering  (it  is 
obviously  something  which  requires  more  ffiought)  whether 
the  fact  that  we  had  an  absolute  discretion  would  have 
greatly  affected  the  judgment  that  we  made,  or  the  policy 
which  we  recommended.  As  Sir  Edmund  Comptcm  said, 
there  is  a self-imposed  regime  which  applies  to  these 
matters.  I have  some  difficulty  in  seeing  the  kiTid  of 
rules  which  you  would  impose  and  what  diffCTence  they 
would  make  to  the  Treasury’s  judgment  if  it  had  to  con- 
form to  them  in  particular  circumstances. — Sir  Robert 
Hall : I think  there  are  two  quite  separate  points : (1) 
whether  the  investment  pro^ammes  .to  which  file  country 
is  being  committed  are  within  the  capacity  of  the  country, 
with  which  the  Treasury  has  endeavoured  to  deal  in  the 
course  of  its  formulation  of  budgetary  policies,  and  to  the 
extent  that  it  looks  forward  as  to  how  things  might  be  in 
a few  years’  time ; (2)  the  degree  of  uncontroUabUity  or 
explosiveness,  so  to  speak,  wffich  might  be  coming  into 
the  system  because  of  the  methods  of  finance  which 
follow  from  the  lack  of  rules.  I tbinV  your  point  was 
whether,  if  there  had  been  more  rules  about  the  terms  of 
borrowing,  it  would  not  have  been  easier  to  deal  wifii  the 
second  point,  That  is,  of  course,  a fundamental  question 
raised  by  the  whole  of  ffiese  papers. 

2915.  I do  not  want  to  anticipate  a later  stage  of  the 
discussion,  but  one  of  'the  things  that  I bad  in  mind  in 
asking  the  question  was  that  it  would  appear  that  over 
the  .period  since  the  war,  while  the  Treasury  has  con- 
sistently bad  the  aim  which  Sir  Edmund  has  described, 
its  absolute  victories  have  been  few.  'What  has  been  done 
is  to  hold  the  enemy  at  bay  day  by  day,  year  by  year, 
but  not  really  to  reconquer  ground  for  go^.  I had  won- 
dered whether,  if  there  had  been  certain  rules  which  en- 
tailed taking  problems  back  to  Parliament  at  a certain 
stage,  more  heroic  measures,  measures  which  went  beyond 
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simply  dealing  with  the  problems  that  evolved  from  year 
to  year,  might  have  become  necessary ; some  measure 
which  only  Parliament,  perhaps,  could  authorise  for  deal- 
ing with  the  amount  of  floating  debt  might  have  been  prut 
into  force  in  a way  which  is  not  possible  if,  as  at  present, 
you  simply  go  on  doing  battle  year  by  year.  The  rules 
and  the  extent  of  your  ability  to  comply  might  have  kept 
your  issues  down  to  a size  which  would  have  demanded 

absolutely  major  policies  to  be  determined? Sir 

Edmund  Compton:  On  the  success  of  the  battle,  you 
will  see  from  paragraph  29  a significant  change  in  the 
■trend  in  market  Bills.  They  have  swung  from  net  increases 
of  £306  million  in  1952-53  and  £284  million  in  1953-54  to 
net  repayments  of  £31  million  in  1955-56  and  £348  million 
in  1956-57.  But  the  point  that  you  were  making  is  really, 
I think,  one  aspect  of  the  question  of  alternative  tech- 
niques, on  which  we  may,  as  Sir  Roger  Makins  has  said, 
have  something  more  to  say  to  you.* — Sir  Oliver  Franks: 
I shall  abide  in  happy  anticipation  of  redemption  of  that 
promise. 

^16.  Professor  Sayers:  In  the  last  part  of  paragraph  14 
there  is  the  statement: 

“ The  transactions  in  Bills  are  for  purposes  of  money 

market  management  and  so  outside  the  scope  of  this 

paper.” 

That  must  not,  I suppose,  be  taken  to  imply  that  what 
happens  about  the  shortest  rates  of  interest  is  irrelevant 

for  debt  management  generally? No,  indeed.  That  is 

dealing  with  the  rather  more  limited  question  of  market 
operations  in  Bills,  by  which  we  mean  primarily  the  buying 
and  selling  of  Bills  by  the  Bank  of  England  in  the  market, 
and  it  was  one  of  those  questions  on  which  we  thought 
that  you  should  ask  your  questions  of  the  Bank  rather 
than  of  us. 

2917.  The  fact  that  the  transactions  in  Bills  are  con- 

ducted in  a particular  way,  and  the  money  market  is 
managed  in  a particular  way,  does  lead  to  certain  conse- 
quences about  'the  structure  of  the  debt,  does  it  not? 

This  type  of  money  market  operation  in  Bills  by  the  Bank 
has  not  got  any  very  significant  effect,  I think,  upon  the 
proportion  of  short-term  debt  to  the  other ; 1 would  have 
thought  that  was  primarily  determined  by  what  happened 
at  the  Bill  tender. 

2918.  Does  not  the  fact  that  the  Bank  is  always  prepared 
to  act  in  one  way  or  another  as  the  lender  of  the  last  resort 
influence  the  choice  that  the  authorities  make  from  time 
to  time  as  between  the  issue  of  a longer  term  bond  and 

an  increase  in  the  floating  debt? ^We  have  dealt,  I hope, 

with  that  area  of  choice  later  on,  where  we  describe 
our  objectives  in  regard  to  the  floating  debt.  We  have  in 
effect  said  that  we  would  not  prefer  to  borrow  by  the 
issue  of  floating  debt  rather  than  fay  selling  a long-term 
security  just  because  it  would  cost  us  less. 

2919.  Because  the  money  market  is  managed  in  this  way, 
there  is  a certain  stabihty  about  the  shortest  rates  of 
interest  that  there  would  not  be  otherwise.  If  the  arrange- 
ments were  quite  different  in  this  fundamental  respect 
of  money  market  management,  the  choice  between  issuing 
a long  term  bond  and  adding  to  the  floating  debt  would 

sometimes  look  quite  different? ^Yes,  I imagine  it  could 

do.  That  is  a question  of  market  operations  in  a hypo- 
thetical situation  that  does  not  exist. 

2920.  I am  only  asking  you  to  qualify  this  statement 
to  the  extent  of  admitting  that  money  market  manage- 
ment is  an  integral  part  of  management  of  the  debt,  that 
has  a bearing  on  ithe  whole  monetary  situation,  and  not 

just  the  atuation  in  the  little  circle? One  woffid  readily 

admit  that  it  is  fundamental  to  the  management  of  the 
debt,  in  that  whatever  else  we  may  do  we  know  that 
the  market  will  cover  the  amount  of  the  floating  debt 
borrowing  that  we  ask  it  to  cover  week  by  week,  and  that 
if  that  assurance  were  not  there,  it  would  be  quite  differmt. 

2921.  Chairman:  How  far  does  your  statement  of 
general  policy  in  the  later  paragraphs  go?  Does  it  mean 
to  say  that  in  these  years  you  would  always  rather  have 
sold  a bond  than  added  to  the  floating  debt,  if  you  could? 
— -Yes,  given  our  objectives  that  has  consistently  been 
the  way  in  which  we  have  tried  to  distribute  the  debt. 

2922.  Sir  Oliver  Franks:  Would  you  say  that,  given 
that  that  view  was  held  all  the  time,  the  fervour  with 

• See  Memoranda  of  Evidence  Part  II  No.  13  and  Qns.  3226  to 
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which  it  was  held  had  increased  over  the  years?  Did  you 

think  it  so  strongly  in  1951  and  1952? feel  that  there 

is  a difierence  in  fervour  after  the  period  1955. 

2923.  When  conviction  began  to  steal  in? ^We  speak 

in  this  paper,  as  we  did  in  Paper  6,  of  1955  as  a year  in 
which  monetary  policy  was  made  more  active. 

2924.  Professor  Cairncrass:  May  we  just  try  and  get 
clear  why  you  attach  so  much  importance  to  pushing  back 
the  maturity  of  your  obligations,  and  reducing  the  degree 
of  liquidity  in  the  system?  I would  suggest  that  we  ought 
to  distinguish  between  two  things.  Sometimes  what  is 
submitted  is  that  the  floating  debt  is  too  large— for 
monetary  policy  to  take  effect,  presumably ; sometimes 
what  we  have  put  to  us  is  that  a different  distribution  of 
maturities  is  desirable,  and  that  you  like  to  see  a high 
proportion  of  the  debt  funded.  The  second  point  would 
be  well  taken  in  relation  to  earlier  periods  in  the  history 
of  the  national  debt ; the  proportion  of  funded  debt  was 
always  very  much  higher.  But  can  you  explain  to  us  why 
it  is  so  undesirable  to  have  a substantial  proportion  of 
the  debt  short-dated?  Is  it  merely  a matter  of  the  impact 
on  the  banking  system,  and  the  difficulty  of  making  con- 
trol over  the  monetary  supply  effective?  Is  it  for  securing 
your  control  of  the  movement  of  rates  of  interest,  or 

what  is  it  that  is  primarily  in  your  mind? ^We 

summarise  it  in  paragraph  18  (c)  of  the  paper,  where  we 
say: 

“These  operations  strengthen  the  future  position  of 

the  authorities  and  also  reduce  the  immediate  liquidity 

of  the  public.” 

The  first  part  of  that  sentence  refers  to  two  things.  In  the 
first  place,  to  the  extent  that  maturities  are  pushed  forward, 
we  lave  more  opportunities  to  work  on  the  liquid  reserves 
of  the  bankers.  Secondly,  there  is  the  position  of  the 
authorities  as  managers  of  the  debt.  As  we  are  at  present, 
with  this  mass  of  short-dated  securities  to  deal  with,  we 
have  loan  operations  to  face  and  repayments  to  make 
year  by  year  in  large  quantities ; to  the  extent  that  we 
are  able  to  lengthen  the  debt  and  relieve  ourselves  of  a 
year,  or  two  or  more  years,  we  shall  not  find  that  our 
efforts  to  reduce  the  money  supply  by  funding  may  be 
frustrated  by  the  fact  that  we  are  obliged  imder  loan 
contract  to  repay  large  sums.  The  point  about  the  im- 
mediate liquidity  of  the  public  is  the  obverse,  I think, 
of  my  second  point:  that  apart  from  the  banks  them- 
selves these  short-dated  securities  are  held  by  the  public, 
in  the  widest  sense  of  investors  of  every  kind,  and  in  so 
far  as  they  have  these  short-term  securities  they  have  some- 
thing that  is  very  close  to  ready  money  ; not  quite  as  ready 
money  as  the  small  saver  has,  but  getting  close  to  that. 
Finally  there  is  the  consideration,  in  dealing  with  interest 
rates,  that  in  so  far  as  one  of  the  objects  of  interest  rate 
policy  is  to  make  holders  of  securities  less  wOling  to 
monetise  their  securities  by  selling  because  of  the  loss 
that  they  will  incur  in  selling,  and  the  proportion  of 
short-dated  securities  that  they  hold  is  higtC  the  increase 
in  interest  rates  that  is  going  to  make  them  incur  a 
capital  loss  is  so  much  greater. 

2925.  Chairman : If  you  could  prevent  the  public  having 
so  much  near-money  in  their  hands,  the  money  which  is 
now  put  into  that  kind  of  investment  would  have  to  go, 
as  you  say,  into  some  other,  and  presumably  longer  term, 
bonds.  The  detenent  from  realising  money  on  those  is 
the  current  level  of  interest  which  might  inflict  a loss 
upon  them  in  certain  circumstances.  That  makes  the 
attempt  to  control  the  longer  term  rate  of  interest  a vital 
consideration  in  trying  to  reduce  the  liquidity  in  the 

hands  of  the  public? ^Yes.  The  last  point  that  I made, 

about  the  rate  of  interest,  is,  in  this  context  of  debt 
management,  the  one  furthest  away  from  my  mind.  In 
terms  of  debt  management,  the  nearer  consideration  is 
the  attempt  to  get  some  release  from  the  annual  liability 
to  repay,  and  the  desire  to  get  a closer  hold  upon  the 
Uquidity  or  near  liquidity  of  the  bankers  and  the  public. 

2926.  Professor  Cairncross:  Your  anxiety  on  that  is 
due  to  your  fear  that  rates  of  interest  may  become  pro- 
gressively higher ; if  you  thought  rates  of  interest  were 
coming  down  you  would  be  quite  anxious  to  get  a position 
with  early  maturities  where  you  could  review  them 
and  obtain  the  advantage  of  the  lower  rates  of  interest? 
Sir  Robert  Hall-.  If  one  thought  it  likely  that  the 


longer  term  rate  of  interest  was  going  to  fall,  there  would 
be  some  advantage  in  having  short-term  securities  to  con- 
vert, as  was  done  in  1932.  But  with  the  Government 
committed  to  a policy  of  maintaining  a high  rate  of 
activity  the  recurrence  of  conditions  like  1931  seemed 
improbable ; the  presumption  was  moving  against  the  idea 
that  there  might  be  a time  when  we  could  make  a big 
conversion  at  very  favourable  terms. 

2927.  This  would  certainly  be  true  if  the  rate  of  interest 
was  universally  thought  to  be  on  the  low  side.  If  there 
began  to  develop  a school  of  opinion  which  thought 
that  rates  of  interest  were  rather  high,  and  might  subse- 
quently fall,  there  would  be  merit  in  maintaining  a 
structure  of  debt  in  which  the  number  of  near-maturities 
was  high.  I wanted  to  couple  this  with  a question  to  you 
about  the  reason  why  you  feel  that  the  holding  of  near- 
money  or  near-maturities  is  potentially  explosive  and 
dangerous.  Are  there  not  conditions  where  it  may  suit 
the  holders  of  the  debt  to  hold  short  maturities  rather 
fhan  long,  and  when  they  are  as  firm  holders  of  these 
as  they  would  be  of  long  term  obligations?  Take,  for 
example,  National  Savings  Certificates  and  Defence 
Bonds:  these  are  in  one  sense  highly  realisable,  but  they 
are  usually  held  pretty  firmly  and  are  not  exchanged 
for  money  except  when  people  have  to  realise  capital. 
There  is  not,  is  there,  an  overwhelming  case  for  assuming 
that  a large  proportion  of  short-dated  debt  must  in  all 
circumstances  be  a tremendous  handicap?  It  may,  in 
fact,  be  of  advantage  to  you  if  the  demand  equation 

takes  that  bias? Sir  Edmund  Compton:  That  is  so, 

because  there  are  continuing  firm  holders  of  short  dated 
stocks ; that  justifies  the  funding  that  has  been  done  at 
the  short  end  of  the  market.  For  example,  the  discount 
market  is  a firm  holder  of  short-dated  stocks,  in  the  sense 
that  they  do  not  deal  in  anything  but  short-dated ; I 
would  think  also  that  the  bankers  were  in  that  same  posi- 
tion. But,  apart  from  such  holders,  the  disadvantage 
of  a high  proportion  of  short  debt  is  surely  that  the 
initiative  as  to  whether  to  go  on  holding  or  to  monetise 
rests  with  the  bolder ; that  the  authorities  have  that  much 
less  control,  because  they  have  to  respond  to  whatever 
decision,  one  way  or  the  other,  a holder  takes,  and  it 
is  very  difficult  if  not  impossible  to  know  in  advance 
how  holders  are  going  to  behave. 

2928.  The  essence  of  the  matter  is  that  you  are  afraid 
of  excessive  liquidity  because  it  means  that  an  excessive 
number  of  people  will  be  under  temptation  to  cash  their 
holdings,  and  ^en  to  employ  the  cash.  If  they  merely 
cashed  the  holdings  and  held  cash  the  system  would  be, 
from  your  point  of  view,  cheaper  to  run  even  if  more 
explosive ; it  is  the  danger,  presumably,  that  someone 
is  going  to  cash  what  they  hold  and  then  use  that  cash 
that  is  your  chief  perplexity.  From  that  point  of  view 
it  is  surely  important  to  spotlight  the  potential  sellers,  to 
know  what  they  are  likely  to  sell  and  for  what  reasons. 
If  you  find,  for  instance,  that  some  of  the  larger  com- 
panies are  large  holders  of  short-dated  securities  you  are 
likely  to  have  much  more  trouble  than  if  you  find  that 
these  holdings  are  in  the  hands  of  private  persons,  who 
may  have  special  reasons  for  wanting  to  be  short-dated 
in  their  distribution.  We  have  no  information  about  the 
distribution  there. — Professor  Sayers : There  are  large 
groups  of  people  and  institutions  that  individually  fed 
it  necessary  to  hold  short-dated  securities,  but  in  total 
they  are  firm  holders  of  these  securities.  The  fact  that 
some  are  nearly  always  having  to  cash  some  to  meet 
temporary  needs  does  not  mean  that  the  existence  of 
these  short  securities  is  a threat  to  the  stability  of  the 
economy.  On  the  other  hand,  there  are  people  who  are 
holding  short  securities  as  they  would  hold  cash  and  they 
are  ready  to  run  them  down  when  they  see  a profitable 
opportunity  to  spend  the  money.  There  is  all  the  differ- 
ence in  the  world,  from  the  point  of  view  of  whether 
the  situation  is  explosive  or  not,  whether  the  short-dated 
debt  is  held  by  the  one  set  or  the  other  set  of  people. 
What  facts  have  you  that  bear  on  this?  '^at  can  you 

tell  us  about  the  market  for  short-term  debt? must 

stop  short  of  what  you  should  get  from  the  Bank  rather 
than  the  Treasury,  but  I would  distinguish  perhaps  one 
more  class  than  Professor  Sayers.  First  of  all,  there  are 
what  one  might  call  the  professional  firm  holders  of  short- 
dated  securities,  the  people  whose  job  it  is  to  hold  short- 
dated  securities,  such  as  the  banks  and  the  discount 
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market.  Secondly,  there  is  -flie  business  community,  who 
in  recent  years  have  learned  to  put  their  semi-liquid 
balances  into  short-dated  securities  ; whe&er  they  are  firm 
holders  or  not  really  depends  upon  the  course  of  the 
business.  They  are  not  operators  in  the  securities  market, 
I would  say,  but  are  holding  that  money  in  the  expecta- 
tion that  it  may  sooner  or  later  be  needed  for  the  busi- 
ness. The  third  class  I distinguish  might  be  called  the 
investment  operators,  who  have  as  a matter  of  choice 
bought  shorts  and  are  ready  to  move  from  shorts  into 
other  areas  in  the  gilt-edged  market,  according  to  their 
judgment  of  market  trends  and  yields. 

2929.  I was  thinking  of  another  genus  of  people,  of 
which  Lloyds’  underwriters  are  flie  leading  species,  where 
the  individual  firm  knows  that  it  •will  have  its  ups  and 
downs  that  it  has  to  meet  occasi’onally,  and  die  obvious 
way  of  holding  its  reserves  is  to  hold  a block  of  short 
purities  to  meet  the  contingency  of  rather  heavy  losses 
in  one  year.  That  seems  to  me,  as  a group,  a firm  holder 
of  short  securities,  although  each  one  will  he  in  and  out 
of  the  market  firom  year  to  year.  It  is  rather  different  from 
the  investment  trust,  which  is  just  peculating  on  the 

different  yields  rbetween  short  and  long  securities? 

I agree  with  you ; I would  class  it  with  the  banks  and 
the  discaunt  market. 

2930.  The  banks  and  the  discount  houses  are  not  firm 
holders  on  quite  the  same  way,  are  they?  You  are  going 
to  look  on  them  rather  differently  in  that  the  more  they 
hold  in  short  securities  the  less  you  will  feel  in  control 
of  the  general  credit  situation  erf  the  country.  That  is 
rather  different,  from  your  point  of  view,  from  the  in 

and  out  man  who  has  occasd'onal  losses  to  finance? 

Yes.  The  banks'  investments  naturally  fluctuate ; in  so 
far  as  they  want  to  adjust  their  balance-sheet  they  may 
just  decide  to  do  that  by  increasing  or  decreasing  &eir 
investments.  Our  main  concern  with  the  banks  in  tWs 
context  is  their  ability  to  add  .to  their  liquidity  by  in 
effect  running  off  or  iselling  at  the  very  end  ik  its  life 
a short-<k.ted  security, 

2931.  Professor  Cairncross'.  May  we  look  at  the  prob- 
lem from  the  point  of  view  of  the  Treasury  Bills  which 
you  have  issued,  which  have  the  sh-wtest  maturity  in  the 
market,  as  shown  in  Appendix  C.  Some  are  held  partly 
by  the  Government  itself,  for  good  and  sufficient  reasons. 
You  are  concerned,  presumably,  about  ^e  tender  issues. 
'A  very  large  part  of  those  is  with  the  banks,  the  discount 
market  and  the  other  financial  institutions.  The  amount 
held  there  'is  clearly  excessive  in  relation  to  the  conven- 
tional liquidity  ratios  but  the  absolute  amount  cS.  the 
excess  is  not  so  very  high : it  is  presumably  of  the  order 
of  £200  million.  The  overseas  official  holders  are 
in  a quite  different  category.  They  'have  a genuine 
demand  for  securities  of  this  Imid.  It  may  be  embarrass- 
ing if  they  fluctuate,  but  you  cannot  really  do  anything 
about  it  by  funding.  Then  there  is  a final  item  which 
includes  holdings  of  joint  stock  companies  and  others  and 
all  the  residual  errors.  We  have  no  details  as  to  the 
way  in  which  this  is  held,  bat  if  we  were  to  assume  that 
a substantial  pro.porti'CHi  of  that  met  a real  requirement, 
and  was  not  in  any  sense  more  inflationary  than  any  other 
method  <rf  finance,  we  are  left  with  a comparatively  small 
proportioo  of  the  total  Treasury  Bill  issue  which  would 
be  affected  by  any  funding.  I assume,  therefore,  that 
funding  in  your  mind  is  linked  much  more  with  the  con- 
version of  short-dated  'bonds  to  long-dated  bonds  than 
with  an  actu^  reduction  fin  the  Treasury  Bill  issue, 
althou^  Treasury  Bills  loom  larger  in  relation  to  monetary 
policy.  This  is  relevant  to  the  question  how  far  you  fed 
that  it  would  'be  necessary  to  go  in  funding  for  ffie 
purposes  you  have  in  mind.  I have  the  impression  that 
in  the  last  few  years  there  have  been  two  important 
influences  tending  to  make  you  think  that  funding  was 
extremely  important,  which  might  be  losing  some  of  their 
force.  One  influence  relates  to  the  doubts  that  have  been 
felt  as  to  the  future  of  the  rate  of  interest,  and,  indeed, 
the  future  value  of  money.  If  people  were  reassured 
ffiat  the  value  of  money  could  be  maintained  you  might 
have  mudi  firmer  holders  'both  of  short-term  and  long- 
dated 'bonds,  and  the  worries  that  you  now  feel  about 
your  power  to  meet  forthcoming  maturities  would  t«id 
to  disappear.  The  second  influence  that  has  been  in 
operati'On,  land  about  which  something  might  conceivably 
be  dome,  is  rdated  to  the  very  large  issues  of  frei^  debt 


by  the  GoVMTiment  hi  prewar  periods  my  recollection 
is  that  the  national  debt  was  generally  either  stati<mary 
or  falling ; that  was  certainly  true  whatever  any  conver- 
sion operation  or  funding  were  in  prospect.  Now  you 
are  thinking  of  funding  against  a background  of  a rising 
national  debt,  and  you  have  seem  £3,000  millions  of 
nationalised  industry  stocks  put  on  the  market  in  the  last 
seven  years.  That  is  a very  substantial  addition  to  the 
outstanding  national  debt.  If  you  are  operating  in  con- 
ditions in  which  you  have  to  push  out  the  debt  all  the 
time,  and  in  which  ■people  are  doubtful  about  the  future 
value  of  the  bonds  they  are  buying,  it  is  natural  that 
you  should  have  not  only  rising  rates  of  iiterest  but  doubts 
about  having  anything  long-dated,  •and  that  you  should 
also  be  thinking  that  it  would  be  useful  to  fund.  Are 

not  all  these  problems  linked  to  one  another? They 

are  indeed.  On  the  first  proposition,  that  funding  both 
in  terms  of  firm  holders  and  in  terms  of  volumes  of  sales 
would  be  improved  if  there  were  confidence  in  the  value 
of  money,  undoubtedly  that  is  so  j that  has  always  been 
the  prerequisite  to  the  sort  of  consistently  firm  gilt-market 
that  one  would  like  to  have  for  that  purpose. 

2932.  And  funding  would  be  less  necessary? Yes, 

because  the  debt  would  fund  itself,  in  the  sense  that 
holders  would  be  firm.  On  the  question  of  the  change 
in  climate  because  of  the  higher  debt,  undoubtedly  that 
is  so ; there  has  been  an  Exchequer  deficit,  that  has  re- 
quired an  increase  in  the  debt  to  cover  not  only  our  own 
requirements  but  those  of  the  nationalised  industries  in 
that  period.  That,  again,  is  not  necessarily  a situation 
that  will  continue ; the  figures  in  Appendix  B show  that 
between  1956  and  1957  the  total  of  the  national  debt 
was  stationary* 

2933.  So  is  the  total  ’for  Government  guaranteed  securi- 
ties?  ^The  reason  for  that  was  that  the  nationalised 

industries  were  taken  on  to  ■the  Exchequer ; there  has  been 
a corresponding  increase  of  Exchequer  financing.  These 
figures  are  made  comparable  by  adding  back  the  issues 
of  Government  guaranteed  securities  to  the  Exchequer 
totals  for  the  previous  year.  The  extent  to  which  one 
has  or  has  not  to  face  a rising  debt  for  management 
purposes  in  coming  years  is  partly  a function  of  the 
Budget. 

2934.  You  told  us  this  morning  that  the  rates  of  interest 
charged  to  the  nationalised  industries  were  geared  to  the 
cost  to  the  Government  of  borrowing  for  a similar  term 
of  years.  By  that  you  meant  the  rate  at  which  the  Govern- 
ment could  borrow  if  the  market  were  such  that  it  could 
absorb  large  quantities  of  Government  stock  at  the  existing 
rate,  not  the  rate  that  would  be  necessary  if  you  had  to 
add  to  the  total  issues  on  the  market  and  in  doing  so 
depressed  the  price  of  all  your  other  outstanding  obliga- 
tions. From  that  point  of  view  it  could  be  said  that  the 
nationalised  industries  are  being  rather  favourably  treated? 

^Y es.  As  against  that  the  rate  at  which  we  lend  tO'  the 

nationalised  industries  is  one  which  is  fixed  on  pretty 
broad  terms,  and  which  we  vary.  The  long  term  rate  is 
not  varied  unless  the  level  of  credit  has  changed  by  at 
least  one  quarter  per  cent.  That  provides  a certain  amount 
of  evening  out  of  ups  and  downs,  which  on  occasions 
works  to  the  advantage  of  the  Exchequer  and  on  other 
occasions  to  that  of  the  borrowing  authority.  We  also 
make  some  small  allowance  in  the  calculation  for  what 
we  call  unmarketability,  to  allow  for  the  fact  that  the 
borrowing  authority  does  not  have  to  face  the  expenses 
of  putting  an  issue  oa  the  market,  but  I agree  that  this 
does  not  meet  the  point  that  the  rate  at  which  they  could 
raise  money  on  the  market  might  be  higher  than  the  rate 
at  which  existing  securities  are  quoted. 

2935.  Have  you  considered  what  proportion  of  the  fall 
of  gilt-edged  in  the  last  five  or  six  years  can  be  attributed 
to  an  increase  in  the  supply  of  debt,  and  what  proportion 
can  be  attributed  to  a change  in  the  attitude  of  the  public 
towards  holding  the  debt?  Do  you  regard  the  attitude 

of  the  public  as  the  sole  factor  in  this? 1 woifld  find 

it  very  difficult  to  distinguish  between  those  two  items, 
but  I would  have  thought  that  the  attitude  of  the  public 
was  the  dominant  one. 

2936.  If  you  had  the  experience  over  a period  of  years 
of  actually  reducing  the  size  of  the  national  debt,  would 
you  not  expect  that  to  promote  some  recovery  and  allow 
you  to  proceed  with  funding?  On  the  figures  given  to  us 
1954-55  was  a remarkably  successful  year  in  bringing 
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about  a fall  in  the  maturity  of  outstanding  debt ; in  that 
year  there  was  a sudden  reduction  in  the  Exchequer  deficit, 
and  in  the  recourse  to  the  market  for  Bill  finance.  Does 
not  that  look  as  if  the  reduced  recourse  to  the  market 
during  that  year  enabled  you  Jo  put  toough  far  more 

funding  than  in  any  of  the  years  on  either  side? Sir 

Edmund  Compton : Net  sales  of  securities  in  the  market 
were  only  £18  million. — Professor  Cairncross : I was 
taking  the  increase  in  sales  of  stocks  with  final  maturity 
dates  over  ten  years. — Sir  Edmund  Compton:  Yes,  it  was 
unusually  successful  in  that.  An  abnormal  amount  of 
maturing  debt  was  successfuUy  dealt  with,  but  I recollect 
that  the  further  funding  which  had  been  expected  that 
year  did  not  take  place  owing  to  the  setback  in  confidence 
that  was  experienced  in  the  closing  months.  For  chapter 
and  verse  on  that  there  is  a passage  in  the  Bank  of 
England’s  paper  no.  9 on  monetary  history  in  the  last 
five  years. 

2937.  Professor  Sayers:  In  paragraph  16  this  doctrine 
comes  out  that  the  Issue  Department  only  operates  “ in 
response  to  public  demand  and  at  the  prevailing  market 
price ".  Does  that  mean  that  the  Government  broker 
would  never  operate  at  anything  different  from  the  market 

price  which  he  had  heard  mentioned  five  rnimites  ago? 

For  chapter  and  verse  on  what  the  GoVCTnmenl  broker 
does  I think  the  Bank  of  England  should  give  the  answer.* 

2938.  When  you  say  that  it  is  the  policy  that  the  Issue 
Department  shall  operate  only  at  the  prevailing  market 
price,  are  you  taking  into  account  .that  the  prevailing 
market  price  may  be  affected  by  the  expectation  of  large 

Government  issues  later  in  the  year? The  prevailing 

market  price  is  undoubtedly  affected  by  the  knowledge  that 
the  authorities  are  standing  sellers,  in  accordance  with  an 
avowed  funding  policy.  It  is  known  that  “the  depart- 
ments ” have  their  underwriting  functions,  and  that  either 
out  of  the  proceeds  of  new  issues  or  by  other  means  “ the 
departments  ” acquire  and  hold  supplies  of  stocks  for 
official  sales  ranging  from  the  long  to  the  short  end  of 
the  portfolio. 

2939.  Chairman : Accepting  that,  what  is  left  of  the 
view  that  there  is  a market  price  independent  of  the  actions 
of  the  authorities,  or  of  any  other  big  suppliers  to  the 
market?  Is  not  your  decision  not  to  sell  at  a particular 
price,  if  that  decision  was  ever  made,  or  to  offer  at  a 
particular  price,  a large  element  in  making  the  market? 

1 do  not  think  so,  because  the  market  is  making  a 

price  for  securities  sH  the  time,  in  the  knowledge  that  the 
departments  are  there,  and  may  or  may  not  be  selling. 
It  is  not  known  whether  “ the  departments  ” are  selling  or 


2940.  Professor  Sayers:  Would  you  accept  that  the 

market  must  take  a view,  when  it  forms  its  price,  of  the 
extent  to  which  stocks  of  a given  class  of  maturity  are 
going  to  be  put  on  the  market  by  the  Government  during 
the  ensuing  months? ^No. 

2941.  Do  you  mean  to  say  that,  if  the  Government 
announced  tomorrow  that  it  was  not  going  to  sell  any 
more  long-term  stock  during  the  next  .twelve  months,  and 
that  It  was  going  to  finance  itself  entirely  by  the  issue 
of  Treasury  Bills  and  very  short  term  stock,  that  that 

would  have  no  effect  on  the  gilt-edged  market? ^No,  I 

have  not  said  that ; that  would  be  a completely  new 
departure  from  the  present  understanding  of  the  market 
which  is  that  “ the  departments  ” are  going  to  take  oppor- 
tunffies  for  selling  any  stock  that  they  have  got  in  the 
portfolio,  from  the  long  to  the  short  end. 

_ 2942.  Such  an  announcement  would  represent  a change 
in  the  supply  conditions  in  the  market,  and  would  there- 

lore,  cause  a change  in  price  at  once? ^I  would  have 

thought  .that  an  announcement  of  that  sort  would. 

2943.  Similarly,  if  it  was  announced  that  the  Govern- 
ment would  be  making  a big  issue  lof  long-term  bonds 
early  in  the  New  Year,_  that  would  affect  the  market 

today? ^That  is  the  point  at  which  I do  not  follow  the 

argument  at  all.  The  fact  that  the  Government  is  making 
a new  issue  of  long-term  bonds  does  not  mean'  that  from 
then  on  the  Government  is  embarking  upon  a sale  to  the 
bdOTe^  long-term  bonds  which  was  not  occurring 

mean  that  the  market  is  now  so  used  to  the 
t ™®an  what  it  says  that  it 

Quid  not  take  any  notice ; it  would  realise  that  this  was 

See  Appendix  to  Minutes  of  Evidence  and  Qns.  11919  to  12065. 


a convenient  way  for  the  Issue  Department  lo  supply 
itself  with  ammunition.  But  suppose  that  there  was  an 
announcement  that  did  cause  the  market  to  believe  that 
the  authorities  had  changed  their  view  about  the  extent 
to  which  they  should  press  bonds  on  the  market;  that 

would  alter  the  price  level? ^Ycs.  I think  it  would. 

I think  the  understanding  of  the  market  about  the  posi- 
tion of  the  Department  as  standing  sellers  affeuts  prices, 
If  for  example,  the  Government  said  they  were  no  longer 
interested  in  bond  sales  I have  no  doubt  it  would  affect 
the  market. 

2945.  Professor  Sayers:  That  is  to  say  that  you  as  the 

seller  of  this  commodity,  which  plays  a very  large  part 
in  the  total  market  for  paper  securities  in  London,  do 
affect  the  market  price  by  your  decisions  as  lo  the  rate  at 
which  you  are  willing  to  supply  the  Chairman: 

Every  time  you  contribute  by  making  a .sale  your  decision 
to  sell  at  that  level  affects  current  pricc.s,  let  alone  expec- 
tations?  1 think  that  is  a point  that  we  have  conceded, 

but  I think  the  question  which  Profcs.sor  .Sayers  was 
asking  was  what  effect  it  would  have  on  the  marked  if 
ithe  'Deparlmont  announced  that  they  wtere  sellers  of 
a particular  commodity  or  at  a particular  rale.  Naturally 
that  would  have  a big  effect  on  rates. 

2946.  Professor  Sayers:  This  was  purely  to  illustrate  the 
point  that  you  as  suppliers  help  lo  determine  the  prevailing 
market  price;  that  there  i.s  not  a market  price  fixed  that 
you  have  to  accept,  but  the  rate  at  which  you  sell  is  one 
of  the  factors  contributing  lo  the  fixing  of  the  market 

price? ^It  must  contribute  to  it.  but  the  extent  to  which 

it  contributes  is  another  matter.  For  example,  if  we  said 
we  were  going  lo  sell  £20  million  a month  that  would 
contribute  very  materially  indeed.  The  extent  of  the 
contribution  must  vary  considerably  in  so  far  as  our 
policy  is  to  sell  when  the  demand  appears,  but,  if  there 
is  no  demand,  not  to  .sell. 

2947.  Professor  Cairncross : Over  a period  of  years  you 
have  certain  borrowing  obligations  that  you  must  meet; 
there  is  not  a great  deal  of  .surplus  on  current  account, 
Presumably  there  is  a certain  amount  of  room  for  man- 
oeuvre, in  that  the  Issue  Deparimcnl  can  get  loaded  up 
with  loaig  term  stock  or  can  go  over  to  Treasury  Hills ; but 
by  and  large,  over  a period  of.  say.  three  years,  you  have 
just  got  to  unload  siirplms  slock  on  the  market,  have  you 

not? In  theory  wc  can  finance  the  whole  of  the  deficit, 

including  the  deficit  on  the  Exchequer  caused  by  a maiur- 
ing  debt,  by  floating  debt  borrowing ; but  given  the  policy 
objective  which  we  have  it  is  mir  aim  to  do  as  little  of 
that  a.s  possible,  and  in  fact  to  reduce  that  amount,  The 
corollary  of  that  is  that  wc  try  to  lake  full  use  of  these 
assets  as  we  can.  Our  .success  in  dealing  with  that  is  to 
be  seen  in  the  rcsulls. 


2948.  T am  speaking  of  the  minimum  rcsulls  you  have 
to  carry  througli,  not  the  maximum.  The  maximum  is 
fix^  by  'the  securities  you  would  like  and  arc  iiblc  to 
switch  around.  But,  given  that  your  policy  in  relation  to 
the  floating  debt  is  what  it  is,  and  given  that  there  i-s  a limit 
to  the  extent  lo  which  you  would  wish  to  change  the 
portfolio  of  the  Issue  Department  over  a period  of  several 
years,  you  have  not  got  a free  hand  in  just  playing  the 
market ; you  have  a minimum  .supply  of  bomU  which  you 

must  somehow  feed  out? As  a matter  of  debt  manage- 

wc  have  never  seen  it  as  an  irreducible  minimum 
which  has  to  bo  accomplished.  The  factors  vary  so  extra- 
ordinarily year  by  year.  In  the  lirst  place,  there  is  the 
question  of  what  is  required  to  finance  the  I-xchcqucr. 
We  have  the  abovc-thc-line  surplus ; then  those  other 
factors  which  go  to  make  up  the  total 
of  Exchequer  requirements  that  must  be  financed  by 
borrowing  from  the  public,  as  you  will  have  seen  from 
the  five  years’  figures,  have  varied  enormously ; that  in- 
cludes, of  course,  the  external  position.  Wc  have  lo  take 
account  of  financing  outside  the  market  and  what  can  be 
cone  by  borrowing  on  .small  savings  and  tax  reserve 
certificates.  Having  done  that,  there  is  the  residual  opera- 
non  on  which  one  might  say  that  the  minimum  objective 
would  be  to  avoid  an  increase  in  Treasury  Bills. 

Sayers:  Suppose  you  found  by  expert- 
a long  way  short  of  that  mini- 
S.  U>ai  this  refusal  to 

o anything  deliberately  or  openly  abinii  the  market  price 
was  leaving  you  to  meet  a public  demand  that  was  a W 
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way  below  that  minimum  for  which  you  look  • what 

would  you  do  about  it? 1 hesitate  to  say  before  the 

event.  One  would  begin  by  looking  to  the  reason  that 
had  caused  it,  which  would  presumably  be  some  very 
strong  rwson  behind  the  demand  of  the  public  for  liqui- 
^ matter  for  policy  decision 
whether  action  should  be  taken  to  counteract  that,  and 
if  so  what  action.  One  would  immediately  have  to  con- 
sider whether  monetary  measures  were  in  fact  enough  or 
whether  they  needed  either  to  be  supported  or  even  sun- 
planted  by  non-nionetary  measures.  That  situation  is 
getting  well  outside  the  realm  of  what  one  might  call 
mere  debt  management, 


2950.  You  are  not  regarding  debt  management  as  a 
weapon  of  monetary  policy  at  all?  You  are  saying  that 
if  the  atmosphere  is  not  right  for  your  debt  management 
to  go_  forward,  you  would  change  the  monetary  situation? 
This  IS  rather  odd,  considering  that  this  morning  you  said 
that  the  case  for  bringing  all  the  nationalised  industries 
under  the  one  hat  for  the  purposes  of  borrowing  was  partly 
so  that  you  should  have  the  freest  possible  hand  in  debt 
management,  which  you  wanted  to  have  so  as  to  make 
It  nt  in  with  monetary  policy.  Now  you  seem  to  be  say- 
ing that  debt  managoment  has  got  lo  conform  to  mone- 
tary management?- — I do  not  take  back  anything  that 
was  said  this  morning.  I am  now  trying  to  say  tliat  one 
would  not  expect  to  deal  with  any  monetary  situation  by 
debt  management  alone. 


2951.  You  would  never  lake  a view  on  what  the  long 
term  rate  ought  to  be  for  the  sake  of  the  general  situation 
of  the  country,  but  you  would  accept  what  happened  in 

the  long  term  market ; is  that  right? 1 prefer  to  put 

It  this  way:  that  it  has  certainly  hitherto  been  argued  that, 
while  debt  management  comes  into  monetary  policy  be- 

ils  operations  impinge  on  the  money  supply  and 
therefore  on  bank  liquidity,  and  while  those  operations 
have  an  important  part  to  play  in  monetary  policy,  they 
are  not  by  any  means  operating  alone ; that  there  may 
be,  a.s  we  have  found  by  experience,  limits  to  what  can 
be  done  by  that  means  in  the  controlling  of  credit  • and 
that  It  has  been  neces.sary  to  take  supporting  action  with 
request-s  and  other  non-monetary  measures. 

2952.  Chairman:  You  say:  “the  Issue  Department  take 
up  the  remainder  of  the  loan  and  sell  it  over  a period  ” ; 
IS  there  any  standing  understanding  between  you  and  the 

Bank  of  England  as  to  what  the  period  should  be? ^No 

there  is  not.  If  there  were,  then  the  Issue  Department 
would  be  SCI  a kind  of  minimum  funding  programme,  and 
that  IS  not  the  position. 

2953.  Professor  Sayers:  In  the  last  sentence  of  para- 
graph 20  you  refer  to  the  effect  that  deliberate  market 
operations  to  affect  the  rate  of  interest  would  have.  I 
accept  that ; but  is  it  not  also  true  that  debt  policy  com- 
bined with  monetary  policy  over  the  last  few  years  has 
had  precisely  these  eilects?  This  policy  of  moving  the 
short  rates  about,  not  only  up  but  also  down,  but  not 
in  such  a way  as  to  bring  about  a decisive  change  in 
the  long  rates  such  as  would  act  quickly  on  the  general 
economic  situation,  has  tended  to  “create  market  un- 
certainty and  so  impair  the  prospect  of  continuing  official 
sales”,  and  has  involved  the  risk  of  “damage  to  con- 
fidence and  to  'the  Government’s  credit”.  Is  there  any 
reason  to  believe  that  such  operations  as  are  referred 
to  at  the  beginning  of  this  sentence  would  have 
these  effects  to  a greater  degree?  Please  understand 
that  I am  not  here  criticising  what  has  been  done  in  the 
past ; my  own  opinion  is  that  it  has  been  defensible.  But 
I would  say  that  it  has  had  these  effects,  and  I am  not 
sure  that  the  alternative  policy  would  have  these  effects 

in  greater  degree? ^The  present  long  term  price  of 

gilt-edged  reflects  some  loss  in  public  confidence  in  the 
value  of  money.  No  doubt  there  is  a lowering  in  the 
price  to  compensate  for  the  fact  that  it  is  fixed  interest 
stock.  In  that  sense  it  can  be  said  that  Government  credit 
has  been  impaired.  Then  a Bank  Rate  change  can  reduce 
the  price ; by  working  through  the  structure  of  the  gilt- 
edged  market  it  can  have  an  effect  upon  the  longer  end 
as  well  as  the  shorter.  That  ds  an  instance  when 
official  action  taken  reduces  the  price  of  gilt-edged.  The 
distinction  is  really  between  that  kind  of  indirect  action 
affecting  the  Government’s  credit  as  measured  by  the 
long  term  rate,  and  the  direct  action,  as  it  would  be  if 


the  Government  deliberately  sold  its  securities  at  a price 
below  the  market  price. 

2954.  Chairman:  Does  not  everybody  know  now  that 
this  method  of  holding  them  for  a lime  in  the  Issue 
Department  and  then  selling  them  as  demand  arises  is 

w'hat  the  Government  is  doing? ^That  is  generally 

known,  yes. 

_ 29-55.  Therefore  they  know  that  the  Government  in  fact 
IS  in ' that  sense  selling  down  its  securities  at  something 

below  the  issue  price? ^Not  necessarily  below ; over 

the  years  we  have  as  often  sold  at  a profit  as  at  a loss. 

2956.  Professor  Sayers:  But  over  the  years  the  peace 
has  actually  droprped  ; thirty  points  have  oome  off  the  price 
of  Consols  in  perhaps  six  years?  Is  that  not  something 
which  tends  to  impair  Government  credit?  But  this  is 
the  price  at  which  the  Issue  Department  is  selling.  I am 
suggesting  that  market  uncertainty,  impaired  prospects  of 
continuing  sales,  damaged  confidence  and  damage  to  the 
Government  credit,  are  equally  the  result  of  what  has 
been  done  about  rates  of  interest  and  sales  by  the  Issue 
Department.  I say  that  without  any  idea  at  all  of 

“hostile  criticism”;  it  is  a very  difficult  problem? 

There  are  degrees  of  uncertainty.  This  is  a particular 
form  of  uncertainty  which  I think  would  be  regarded  as 
pairticularly  damaging  to  the  Government’s  credit,  just  as 
would  be  the  u,ticertainty  that  would  result  from  a policy 
of  not  selling  but  buying  .securities  in  the  market,  as  a 
device  for  jacking  up  the  market  price,  which  might  intro- 
duce an  acute  element  of  uncertainty.  A lot  of  what  we 
have  done  in  the  past,  which  I emphasise  has  been  experi- 
mental!, h{w  been  based  on  the  fact  that  we  felt  it  ri^t 
to  act  on  the  supposition  that  a fall  in  the  value  of  money 
should  TiiOt  be  treated  as  inevitable;  we  did  not  take 
such  action  as  would  have  been  regarded  by  the  market 
and  indeed  by  the  public  as  an  indication  that  we  had 
given  up  hope  of  controlling  prices. 

2957.  But  this  action  might  well  be  taken  because  it  was 

seen  and  published  to  the  world  that  you  believed  that  this 
w-as_  the  only  effective  way  of  holding  the  pressure  of 
capital  expenditure,  not  only  by  private  industry  but 
also,  of  course,  by  the  nationalised  industries  and  every- 
body else,  lin  check? Yes,  if  the  view  had  been  taken 

that  this  was  the  only  way,  that  might  have  justified 
the  shock  to  the  market  and  to  credit  which  would  have 
followed  from  such  action. 

2958.  Let  us  suppose  it  was  judged  to  be  not  the  cmly 
but  the  best  way ; why  suppose  that  Government  credit 
should  be  damaged  to  a greater  extent  than  it  has  been 
damaged  by  the  fall  of  War  Loan  that  we  have  seen, 

from  75  to  557 ^The  rise  of  gilt-edged  interest  rates 

IS,  I suppose,  primarily  due  to  two  things:  uncertainty 
and  loss  of  confidence  about  the  price  level,  and  the  fact 
that  the  authorities  have  been  willing  to  make  full  use 
of  the  interest  rate  weapon  as  applied  by  the  Bank  Rate. 

2959.  I would  not  agree  at  all.  I w-onld  say  that  the 
fall  in  the  price  of  the  War  Loan  has  been  due  to  the 
underlying  situation  of  the  scarcity  of  capital ; the  way 
in  which  the  fall  of  the  War  Loan  has  come  about  has 
been  regulated  in  part  by  the  action  which  the  authorities 
hiave  chosen  to  take,  among  them  the  raising  of  the  Bank 
Rate  sometimes  and  the  depressing  of  the  Bank  Rate  at 
other  times,  and  by  the  instruction's  w-hich  the  Issue 
Department  has  had  to  dispose  of  securities  on  the 
market, 

2960.  Sir  Oliver  Franks:  I am  still  puzzled  about  the 
place  of  the  rate  of  interest  on  long  term  bonds  in  our 
problems.  May  I make  two  assumptions : (1)  that  while 
price  and  the  market  mechanism  may  often  not  be  the 
only  important  element,  it  usually  helps  in  the  total 
situation  if  price  is  going  the  way  you  want ; (2)  that  the 
situation  that  we  are  faced  with  is  the  sort  of  situation 
we  have  been  living  through,  that  is  a high  level  of 
consumption  and  superimposed  on  that  a capital  invest- 
ment boom  'both  on  public  and  on  private  account  with 
the  result  that  the  pressure  of  resources  becomes  too  great. 
It  seems  to  me  that  the  rate  of  Interest  on  long  term 
borrowing  must  be  very  important  from  the  point  of  v-iew 
of  the  capital  investment  boom ; that  if  you  want  to 
moderate  the  boom,  raising  the  rate  of  interest  on  long 
term  borrowing  must  be  one  of  the  things  that  conduces 
to  that.  On  your  view  how  far  has  what  happens  to 
the  rate  of  interest  ion  long  term  borrowing  to  be  left 
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as  it  were  to  the  course  of  nature,  or  how  far  do  you 
regard  it  as  being  within  the  ambit  of  policy  and  Govern- 
ment action?  In  so  far  as  the  basic  scarcity  of  capital 
has  pushed  die  rate  up,  that  is  due  to  economic  pressures 
rather  than  Government  action.  If  the  alteration  of  the 
Bank  Rate  and  the  change  of  rates  of  interest  on  short 
term  bonds  work  through  to  the  long  term  rate,  that 
would  be  a degree  of  control;  but  I smpect  that  the 
extent  to  which  that  doctrine  is  tree  in  practice  turns 
very  much  on  how  far  one  is  willing  to  sacrifice  the 
alternative  doctrine  of  flexibility.  If  whenever  you  put 
the  Bank  Rate  up  you  bring  at  down  again  to  keep  the 
musdes  continually  flexible,  that  must  minimise  the  effect 
on  the  long  term  rate.  Both  you  and  still  more  the  Bank 
of  England  have  told  us  how  important  you  think  it  is 
to  keep  the  Bank  Rate  flexible ; so  I rather  discount  the 
effect  of  that  operation  on  the  long  term  rate  of 
interest  I find  it  difficult  to  reconcile  the  key  importance 
of  the  rate  of  long  term  interest,  if  we  are  faced  with 
a capital  investment  boom,  with  the  rather  negative  case 
which  you  seem  to  be  making  about  the  way  in  which 
the  Government  can  tackle  the  problem  of  the  long  term 
rate  of  interest.  How  do  you  think  we  ought  to  come  out 
on  it?  Has  that  been  the  source  of  aU  our  trouble  over 

the  last  five  years? ^We  feel  this  is  a field  in  which  we 

badly  need  to  know  more,  perhaps  to  have  our  minds 
clearer  than  they  are.  Certainly  the  big  ingredient  in 
the  situation  is  the  question  of  the  security  of  capital. 
The  second  ingredient,  locking  at  this  from  the  point  of 
view  of  Government  borrowing,  is  the  declared  funding 
policy,  the  fact  that  we  are  therefore  in  the  position  of 
standing  sellers  of  securities  in  the  market.  The  third 
ingredient  is  market  uncertainty  about  the  future  of  the 
value  of  money  and  a certain  loss  of  confidence.  That 
loss  of  confidence  in  the  ability  of  the  authorities  to  bold 
prices  and  all  the  rest  adds  up  to  a high  long  term 
rate  of  interest.  The  particular  point  here  is  whether 
to  that  a further  uncertainty  should  be  added,  namely 
that  the  Government  should  sell  its  securities  below  the 
sort  of  market  level  that  has  resulted  from  those  other 
ingredients.  That  is  the  point  at  which  we  have  felt  that 
fliat  would  involve  us  in  risks  not  only  to  confidence  but 
also  to  Government  credit  that  would  not  be  worthwhile. 

2961.  You  are  answering  me,  if  I may  say  so,  by 
history,  oppose  for  the  sake  of  argument  that  it  would 
have  been  a good  thing  if  you  had  tried  to  contain  the 
boom  a little  faster  and  a little  earlier ; if  you  had  wanted 
to  get  the  long  term  rate  of  interest  up  and  the  price 
of  bonds  down  earlier  than  you  did  so  in  order  to  diminish 
the  zest  for  capital  investment  both  on  public  and  private 
account ; how  would  you  have  set  about  it?  You  say 
that  big  open  market  operations  in  the  long  term  market 
for  this  purpose  are  undesirable:  granted,  but  the  effects 
of  simply  moving  the  Bank  Rate  about  must  be  limited 
in  the  long  term  field,  and  it  may  be  that  fairly  quick 
effects  with  the  rate  of  interest  on  long  term  bonds  are 
crucial  if  you  wish  to  bring  a capital  investment  boom 
under  control  and  to  prevent  a bad  state  of  affairs  from 
coming  about  by  history,  when  it  might  have  been  cured 
earlier  if  you  had  been  able  to  apply  policy  to  the  situa- 
tion. If  you  say  you  ought  not  to  intervene  with  open 
market  operations,  how  do  you  intervene  to  deal  with 
the  rate  of  interest  on  long  term  bonds?  Or  do  you 
say  we  cannot  intervene,  that  this  is  one  of  the  things 
that  has  to  take  its  course  until  the  inevitable  end  is 

reached  and  there  is  a crisis? ^It  is  at  that  point  that 

one  brings  in  the  fact  that,  at  any  rate  so  far,  we  have 
thought  that  there  were  limits  to  what  should  be  attempted 
through  the  monetary  mechanism.  This  is  not  the  only 
way  in  which  one  attempts  to  control  the  situation ; we 
have  had,  as  a matter  of  history,  recourse  to  the  support 
of  requests  to  the  banks  and  other  supporting  measures 
of  a non-monetary  character.  So  the  position,  at  this 
moment  when  we  come  before  you,  is  really  that  we 
have  not  made  up  our  minds  bow  far  we  ought  to  go 
in  relying  upon  the  monetary  measures  pure  and  simple. 

2962.  This  still  is  not  answering  the  question.  It  is 
not  a question  of  the  extent  to  which,  for  example,  you 
will  move  the  Bank  Rate ; it  is  a question  of  the  extent 
to  which,  by  any  form  of  Government  action  that  may 
be  appropriate,  you  will  directly  influence  the  rate  of 
interest  on  long  term  bonds  as  a means  of  dealing  with 

a capital  investment  boom  in  its  relative  early  stages. 

Chairman : Why  would  it  not  be  possible  to  implement 


this  particular  policy  through  your  first  major  conversion 
offer  after  you  had  made  up  your  minds?  Would  not 
that  get  you  out  of  the  difficulty  of  deliberately  knocking 
down  the  Government’s  existing  securities?— Ero/ersor 
Sayers:  You  wotild  not  be  dribbling  stocks  out;  you 
would  offer  a large  block  of  long  term  bonds  on  terms 
that  looked  more  attractive  than  the  current  market  terms? 
— ^The  to  difficulty  is  what  this  would  do_  to  our  con- 
tinuing market  operations.  As  we  say  in  this  paper,  that 
sort  of  thing  would  be  “ possible  for  a time  ” ; that 
particular  operation  might  well  come  off,  but  the  doubt 
is  what  would  happen  on  the  next  <^)eration. 

2963.  Has  not  that  sort  of  doubt  arisen  from  the  policy 
that  has  been  followed,  which  has  been  accompanied  by 

big  drops  in  the  prices  of  Government  securities? But 

not  as  a result  of  a trick  offer  by  the  Government  of  a 
stock  well  below  the  current  market  level,  which  would 
have  the  immediate  and  direct  effect  upon  all  comparable 
securities  of  reducing  them  to  that  level.  Such  an  offer 
could  not  be  in  any  way  isolated  from  the  market.  That 
is  the  moment  at  which  one  turns  to  the  effect  that  that 
will  have  upon  the  confidence  of  the  investor.  The 
market  knows  and  takes  account  of  the  fact  that  the 
Government  are  standing  sellers  but  for  an  unknown 
amount ; what  would  happen  in  the  minds  of  the  investors 
if  they  had  a concrete  instance  of  the  Government 
deliberately  knocking  the  prices  of  all  Government 
securities  down  three  or  four  points,  one  does  not  know. 
Oux  belief  is  that  that  might  well  induce  investors 
generally  to  avoid  a security  when  it  was  liable  to  that 
kind  of  shock.  It  is  perhaps  a question  of  degree  of 
uncertainty  and  degree  of  damage  to  Government  credit ; 
but  it  would  be  an  additional  degree  of  uncertainty  and 
damage  which  we  have  certainly  not  felt  hitherto  would 
be  worth,  while. 

2964.  The  damage  would  manifest  itself  in  the  market 
tending  to  sag  further  down ; if  your  desire  was  to  get 
the  rate  of  interest  up  by,  say,  1 per  cent,  pricing  the 
bond  at  a figure  that  would  mean  i per  cent,  higher  yield 
then  the  existing  market  might  well,  in  the  matter  of  a 
month  or  two,  on  your  argument,  bring  about  the  desired 

end.  That  would  be  fine,  would  it  not? In  one  sense 

fine ; as  we  said  in  our  paper  on  monetary  policy,  the 
Government,  if  it  so  desires,  can  always  influence  the 
rate  of  interest  by  the  terms  on  which  it  sells  its  securities. 
What  would  happen  to  our  funding  is  another  matter  and 
it  is  on  that  that  we  feel  uncertainty. 

2965.  You  are  saymg  that  this  policy  of  funding  at  the 
prevailing  market  price  is  thought  of  greater  importance 
than  raising  the  long  term  rate  to  check  the  boom ; is 

that  right? It  does  look  as  though  there  are  influences, 

other  than  selling  below  the  market  price  available,  to 
raise  the  long  term  rate  of  interest  to  a higher  level. 

2966.  But  they  do  it  so  slowly  and  they  take  it  too 

far.  It  has  been  raised  too  far  now,  and  this  situation 
has  come  about  because  the  long  term  rate  of  interest, 
instead  of  being  pushed  up  sharply,  was  left  to  be  dragged 
up  gradually  over  years,  during  which  time  the  price  rise 
gathered  force  and  people  were  left  to  come  to  the 
conclusion  that  gilt-edged  prices  were  always  sagging  and 
the  value  of  money  always  going  down.  So  we  finished 
up  with  a yield  on  long  term  bonds  of  per  cent,  or  so, 
which  may  be  too  high  for  1958.  The  trouble  is  not  that 
the  long  term  rate  has  gone  up  but  that  it  has  gone  up 
so  slowly  that  it  has  not  been  much  help  in  checking  the 
boom,  and  has  left  prices  to  rise  for  so  long  that  now 
there  is  in  the  long  term  rate  quite  a big  element  of  dis- 
counting the  future  value  of  money.  Is  that  not  so? 

There  are  two  factors  which  have  certainly  been  perhaps 
gradual  in  their  accumulation : (1)  the  scarcity  of  capital, 
the  continual  mounting  of  demand  for  investment  with- 
out a corresponding  increase  in  the  supply  of  savings, 
and  (2)  the  growing  uncertainty  about  the  price  level. 
It  is  a tenable  view  that  all  this  might  have  been  stopp^ 
years  back  if  the  decision  had  been  taken  not  to  operate 
by  the  measures  that  have  been  used,  but  instead  of  all 
that,  by  a sharp  increase  in  the  price  of  money.  One 
is  not  to  know ; as  a matter  of  history  that  was  not 
done. 

2967.  Chairman : I do  not  know  the  answer,  but  it  is 
the  argument  that  I cannot  quite  get  hold  of.  Surely  we 
can  aU  see  before  our  eyes  that  the  recent  rise  in  the 
Bank  Rate  has,  for  the  time  being  at  any  rate,  depressed 
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the  price  of  Government  seciirities.  There  is  no  real 
doubt  about  it,  although  nobody  quite  knows  to  what 
extent  it  goes.  But  by  putting  up  the  Bank  Rate  with, 
I should  have  thought,  its  inevitable  effect  on  the  gilt- 
edged  market,  you  make  just  this  blow  to  confidence  and 
the  reduction  of  prices  of  Government  securities  which 
you  say  3«ou  must  not  do  by  a conversion  operation  at  a 
different  level  of  yield?— — It  may  not  be  wholly  rational, 
but  I believe  it  is  a fact  that  the  investor  on  the  market 
would  distinguish  between  those  two  influences  upon  his 
securities.  The  effect  of  a Bank  Rate  change  upon  long 
term  gilt-edged  is  an  indirect  and  for  that  matter  an  un- 
certain one.  For  example,  when  the  Bank  Rate  was 
reduced  in  February,  1957,  the  long  terra  rate  did  not 
go  down,  but  up ; and  after  the  change  of  Bank  Rate 
to  7 per  cent.,  although  the  effect  was  there,  it  was  com- 
paratively small ; a matter  of  three  or  four  points  on 
War  Loan. 

2968.  Professor  Sayers:  If  you  just  look  at  the  position 
over  days  you  are  ignoring  the  fact  that  there  are  ex- 
pectations that  may  change  quite  sharply  after  a few  da3^? 

But  all  those  come  into  the  picture.  That  is  how, 

I think,  one  justifies  what  is  perhaps  not  wholly  rational. 
If  the  market  takes  the  view  that,  because  of  a decisive 
Bank  Rate  change  and  other  measures,  the  value  of  money 
is  going  to  be  held,  that  might  have  an  effect  upon  the 
supply  of  capital  and  upon  the  readiness  to  hold  which 
could  lead  not  to  an  increase  but  a marked  reduction  in 
yields.  That  sort  of  thing  can  follow.  It  is  not  the  same 
effect  on  the  market  as  when  the  Government  makes  a 
deliberate  decision  to  sell  a security  at  a given  price. 

2969.  If  that  decision  to  sell  a given  security  at  a given 
price  is  put  out  as  an  important  part  of  policy  and  is 
explained,  is  it  not  possible  that  an  investor  would  take 
the  view  that  perhaps  something  successful  was  being  done 
this  time  and  that  the  value  of  money  might  now  stop 
falling?  Would  not  that  be  just  as  rational  as  the  change 
in  confidence  that  came  about  when  the  Bank  Rate 

was  raised  to  7 per  cent.? ^It  is  possible  to  conceive 

such  an  operation  ; none  of  the  operations  that  has  so  far 
been  done  has  been  of  that  character  because  they  have 
consisted  of  a composite  set  of  measures  operating  on  the 
economy  at  several  points. 

2970.  This  would  be  a thing  to  include  in  a package 

deal,  in  fact? Sir  Edmund  Compton:  It  could  be  seen 

as  something  that  could  be  done  either  separately  or  in 
a package  deal. — Sir  Robert  Hall:  I do  not  think  the 
Committee  ought  to  have  the  impression  diat  we  agree 
with  the  implication  in  some  of  Professor  Sayers’  ques- 
tions that  all  our  troubles  have  been  due  to  the  investment 
boom.  While  I think  that  the  point  of  view  that  has 
been  put  forward  is  an  ar^able  one,  I think  it  would 
be  to  over-simplify  the  policy  of  recent  years  to  think 
that  the  Government  was  thinking  only  in  terras  of  the 
investment  boom.  As  I tried  to  explain  earlier  on,  the 
view  was  taken  that  there  was  an  element  of  cost  inflation 
as  well  as  of  demand  inflation  at  work  on  die  price  level, 
and  the  decision,  to  recognise  that  in  the  rate  of  interest 
would  have  been  a major  decision.  I am  not  denying 
that  it  is  a tenable  view  that  a more  rapid  use  of  the  rate 
of  interest  might  have  had  a more  marked  effect  on 
inflation,  but  ifee  issue  at  a time  when  we  were  worried 
about  rising  prices,  and  regarded  rising  prices  as  contain- 
ing a cost  inflation  element,  is  somewhat  more  compli- 
cated than  the  issue  here. 

2971.  AH  I had  hoped  to  imply  was  that,  as  it  had 
turned  out,  this  essentially  passive  policy  on  the  long 
term  rate  of  interest  may  well  have  been  the  most 
expensive  possible  policy  for  management  of  the  national 
debt,  and  die  worst  policy  from  the  point  of  view  of 
influencing  the  course  of  the  boom  and  subsequent 
recession,  if  any,  by  means  of  changes  in  the  long  term 

rate  of  interest. 1 do  not  think  one  ought  to  regard 

the  measures  of  September  19th  as  just  a change  in  the 
long  term  rate  ofjnlerest ; it  was  a package  deal.  If 
that  sort  ot#aekage  deal  had  been  adopted  in  the  past, 
then  l-til5ik  it  is  at  least  arguable  that  the  consequences 
that'you  are  suggesting  would  have  happened ; but  again 
/•T  think  it  would  certainly  be  over-simplying  it  to  say  that 
the  Treasury  view  was  that  we  could  have  done  it  by 
/'  the  rate  of  interest  alone  without  raising  rather  com- 
pUcated  issues. 


2972.  But  the  Treasury  policy  of  debt  management  was 

essentially  a passive  one,  was  it  not? Sir  Robert  Hall: 

I think  the  implication  of  buying  and  selling  at  prices 
corresponding  to  market  levels  is  a passive  policy. — Sir 
Edmund  Compton : I agree ; I think  there  were  really 
two  active  ingredients:  Cl)  die  Bank  Rate  and  its  effect 
upon  the  price  of  money,  and  (2)  the  existence  of  the 
authorities  as  standing  sellers  of  securities,  which  is  really 
implied  in  the  objective  of  reducing  the  debt.  Apart  from 
those  two  active  elements  I would  apee  that  our  policy 
was  passive. 

2973.  Professor  Cairncross:  I should  like  to  return  to 
the  wider  issue  and  ask  a question  about  the  influence 
of  long  term  rates  on  the  economy  and  the  ways  in 
which  the  Government  can  influence  long  term  rates  in 
its  operations  in  the  gilt-edged  market.  About  half  the 
capital  investment  in  the  country  is  ultimately  in  the 
public  sector ; that  part  of  fixed  capital  investment  is 
therefore  influenced  by  rates  of  interest  that  are  within 
the  powers  of  the  Government  as  lender  to  fix.  While  at 
the  moment  the  Government  appear  to  rely  fairly  heavily 
on  the  use  of  interest  rates  for  controlling  the  private 
sector,  it  does  not  appear  to  place  any  rehance  on  the 
use  of  interest  rates  as  a means  of  controlling  the  public 
sector,  although  the  bulk  perhaps  of  the  feed  capital 
investment,  in  large  amounts  at  least,  is  in  that  sector? 

j-We  have  said  in  earlier  evidence  that  the  amount 

of  investment  in  the  public  sector  has  been  primarily 
controlled  by  means  of  the  investment  programme ; it 
is  subject  to  Government  authority. 

2974.  Since  you  gave  that  evidence  the  Bank  of 
England  have  put  to  us  that  they  regard  a package  deal 
as  important  largely  because  they  think  that  the  private 
sector  responds  to  movement  in  the  rate  of  interest,  but 
that  other  measures  are  necessary  in  the  public  sector. 
I would  like  you  to  consider  again  whether,  if  you  charged 
a rate  of  interest  higher  than  the  rate  which  you  pay,  in 
order  to  control  the  public  sector,  you  would  not  expect 
to  see  some  results.  If  the  answer  is  that  you  would  not 
expect  any  results,  then  I am  very  puzzled  as  to  why  you 

should  expect  results  in  the  private  sector? ^If  we 

wanted  to  stop  the  Coal  Board  from  investing,  we  might 
charge  them  20  per  cent.,  and  see  what  would  happen. 

2975.  l am  not  suggesting  anything  more  stringent  than 
happens  in  the  private  sectm  to  business  units  at  least 
within  measurable  distance  of  the  size  of  nationalised 

industries? ^What  sort  of  control?  I am  not  really 

aware  .that  investment  in  the  .private  sector  is  controlled 
by  the  irutereat  rate  in  the  sense  that  you  can  regulate 
the  amount  o.f  that  investment  by  an  adjustment  in  interest 
rates. 

2976.  You  are  telling  us  .that  you  do  not  think  move- 
ments in  the  long-term  rate  an  important  matter? No ; 

I am  saying  it  is  important  but  that  you  cannot  say  that 
a partioular  adjustment  of  .the  rate  will  make  a difference 
of  so  many  millions  in  the  amount  of  investment  that 
occurs  in  the  private  sector. 

2977.  You  do  not  ffiiok  that  there  is  a functional 

relationship  of  .ffi'at  kind? itibink  that  particular 

relationship  is  one  that  aid  of  us  feel  is  highly  uncertain. 

2978.  Th^is  would  be  particularly  true  in  the  private 

sector? 1 would  think  so. 

^79.  The  long-term  rate  might  be  less  important  in  the 
private  sector  than  in  the  public ; the  horizon  of  business 
men  may  be  more  limited  than  the  horizon  of  . a 
nationalist  organisation.  Their  current  profits  would  be 
more  important  to  .them  than  long-.term  rates.  Would  not 

this  be  the  normal  expectation? 1 have  always  thought 

that  the  psychology  was  the  other  way  round;  that  the 
private  business  man  had  it  within  bis  choice  to  decide 
either  to  go  forward  or  not  to  gO'  forward.  He  could 
postpone  development  if  he  wanted  to,  because  he  thongbr 
it  would  not  be  worth  while  to  pay  that  rate  in  order 
to  do  it.  A nationalised  industry  is  usuaUy  working  on 
the  production  of  some  basic  national  necessity,  and  is 
worlong  on  a capital  pro'^amme  which,  to  a large  extent, 
is  planned  forward,  which  must  be  done,  and  whose 
product  must  be  sold.  Certainly  that  would  be  true,  I 
would  think,  of  the  Central  Electricity  Authority. 

2980.  Sir  Oliver  Franks:  Most  of  the  nationalised  indus- 
tries ate  dealing  with  something  which  is  basic ; but 
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equally  they  aie  not  dealing  with  exports,  which  are  m 
a sense  basic  in  eaming  our  living  in  the  world.  Both 
are  essential  in  different  ways.  They  ore  engaged  on 
long-term  programmes  of  development ; but  so  are  a large 
number  of  major  unite  in  private  industry  which  operate 
in  terms  of  'three,  five,  seven  and  eight-year  programmes 
which  they  have  got  aU  worked  oiut.  Surely  the  reasons 
which  you  were  producing  are  not  special  reasons  for 
the  public  sector ; ithey  are  reasons  which  attach  on  b^h 
sides.  Your  argument  must  proceed  on  something  which 
is  more  particular  to  the  public  sector? The  distinc- 

tion may  be  one  of  degree,  but  I believe  once  you  get  to 
the  extremes  it  is  of  very  real  importance.  The  CentiaJ 
Electricity  Authority  is  one  where  the  forward  planning 
period  is  paxticularly  long  ; they  are  working  on  a curve  of 
demand  for  the  prime  mover  of  industry  and  they  know 
what  demand  they  must  face  three,  four  or  five  years  to 
come.  The  second  point  is  that  they  know  'that  whatever 
the  price  they  can  seil  'their  produot,  because  they  are  a 
monopoly.  It  may  well  be  true  of  private  enterprise 
that  they  have  a planned  programme  which  they  would 
very  much  like  to  go  forward  with ; but  whether  they 
have  to  go  forward  with  it  in  the  same  sense  is,  I should 
have  thought,  more  doubtful.  Equally  Ihey  are  not  in- 
variably in  die  position  of  being  able  to  say  that  the 
public  must  buy  the  produot.  I would  have  thought 
that,  as  a matter  of  degree,  a given  rate  of  interest  would 
theref-OTe  have  more  effect  on  an  investor  in  the  iHuvate 
sector  tiian  in  -the  puhMc  sector. 


2981.  Professor  Cairncross:  The  Central  Electricity 
Authority  have  been  estimating  for  nuclear  power  stations ; 
they  appear  to  have  taken  a rate  of  interest  of  7^  per  cent., 
including  depreciation.  A public  utility  of  comparable 
size  in  the  United  States  would  take  at  least  12^  per 
cent.,  if  not  15  per  cent.  The  calculation  that  you  make 
of  the  operating  cost  of  a nuclear  power  station  as  com- 
pared with  a 'thermal  or  hydro-deotric  station,  or  of 
different  types  of  prime  mover,  is  enormously  affected 
by  ,the  rate  of  interest  you  take.  I put  it  to  you  that 
they  have  been  encouraged  to  think  in  terms  of  7i  per 
cen'L,  which  is  an  outrageous  rate,  because  they  are 
charged  the  gilt-edged  rate  at  the  time  they  make  the 
calculation  plus  depreciation  based  on  general  experience 
of  the  life  of  the  'assets.  If  they  were  charged  a higher 
rate  of  interest  thtir  calculation  would  come  out  quite 
differently.  Of  all  the  units  in  this  country,  this  is  the 
unit  whose  capital  needs  are  far  and  away  the  largest. 
Their  capital  demands  at  the  moment  are  about  £250 
mUlion  a year,  and  they  are  bound  to  increase.  If  they 
do  not  respond  to  the  rate  of  interest  who  is  going  to 

respond? ^Thei'r  response  to  the  rate  of  interest  in  that 

instance  is  the  response  of  choice  as  between  diffecenit 
meth'Ods  of  producing  the  energy,  I have  not  first-hand 
knowledge  of  this,  but  I am  sure  that  their  fixed  point 
on  all  this  te  that  they  have  to  increase  their  investment 
by  so  much  in  so  many  years  to  meet  a demand,  and 
then  the  rate  of  interest  has  come  in,  It  is  rather  a good 
example ; they  may  choose  between  one  way  of  doing 
it  and  another  way  of  doing  it  according  to  how  they 
estimate  the  cost  of  the  capital  elemeat  and  the  recurrent 
cost  element  in  production,  but  either  way  the  rate  of 
interest  does  not  seem  to  have  influenced  their  decision 
about  the  total  of  their  investment  over  a period. 


2982.  I will  not  dispute  the  faots  with  you ; that  woul 
be  i<fie.  But  is  at  your  view  that  a change  in  the  rat 
of  mt^est  from,  say,  4 to  6 per  cent,  would  have  n 
effect  on  changing  .the  programme  and  toe  phasing  of  th 

progranroe  of  the  Central  Electricity  Authority? 

should  hate  to  say  that  it  would  have  no  effect  It  is 
big  and  wy  <fiyerse  undertaking,  and  they  do  things  'tht 
they  mghrt  thi^  twice  about  if  the  rate  of  interest  wa 
exceptionally  high.  They  might,  for  example,  take 
Merent  view  on  the  extent  to  which  they  would  financ 
hue  purchase  according  to  whether  they  c^uld  get  mone 

WOTld  Z “pon  tiiem,  but  I do  not  think 

® regulator  of  their  investmei 


cuS™  to"  to  go  to  the  root  of  our  d 


dons  of  their  capital  programmes,  scrutiny  in  detail  from 
the  administrative  angle ; but  that  at  the  same  time  in  the 
private  sector  control  should  be  exercised  in  part  by  the 
co-operation  of  bank  managers  and  in  part  through  high 
rates  of  interest.  There  appears  to  bo  a dichotomy  here 
which  is  puzzling  to  an  outsider  who  has  always  been 
brought  up  to  think  of  the  public  utilities  of  this  country 
the  industries  which  arc  now  nationalised,  as  an  area  in 

which  higher  rates  of  interest  become  efTective? Direct 

control  over  public  investment  is  certainly  part  of  the  con- 
stitution of  the  nationalised  industries,  as  indeed,  I would 
say,  of  the  local  authorities,  as  laid  down  by  Parliament. 
The  whole  structure  of  Government  approval  for  develop- 
ment programmes  and  borrowing  by  the  nationalised 
industries  is  laid  down  in  the  Acts  con.stituling  them  as 
nationalised  industries,  and  the  whole  loan  sanction  pro- 
cedure is  laid  down  for  the  direct  control  of  investment 
by  the  local  authorities.  So  in  terms  of  their  constitution 
as  laid  down  by  Parliament  that  dichotomy  is  there. 

2984.  But  as  Parliament  originally  constituted  the 
nationalised  industries,  I do  not  think  it  was  intended  that 
there  should  be  interference  day  by  day  with  the  various 
nationalised  industries,  or  that  there  should  be  any  more 
intervention  with  the  detail  of  their  investment  pro- 
gramme than  was  necessary.  If  you  were  to  charge  them 
a higher  rate  of  interest  would  that  he  ccmlrary  to  the 
regulations  under  the  nulionalisalion  Acts?  You  have  to 
approve  their  programmes ; have  you  not  also  to  approve 
the  interest  rate  that  they  pay ; arc  you  not.  in  fact,  the 

persons  lending  them  the  money? Wc  arc  the  persons 

lending  them  the  money ; but  1 do  not  think  that  regula- 
tion of  their  investment  programme  by  aUjlislmcnls  in  the 
rate  of  interest  forms  any  part  of  their  conslitulion  as 
laid  down  by  Parliament.  What  is  there  provided  is  that 
they  can  raise  money  by  borrowing  by  the  issue  of  stock 
and  there  is  permission  to  the  Trea.sury  to  guarantee  that 
stock,  which  has  always  been  exercised.  In  addition  to 
that  there  is  now  the  additional  power  of  the  Exchequer 
to  be  a lender.  But  whether  Government  intervention 
has  been  by  Treasury  guarantee  or  by  direct  Exchequer 
lending,  it  has  always  been  the  basis  of  providing  the 
nationalised  indu.slries  with  Government  credit. 

2985.  At  no  stated  rate?—  CJovernmenl  credit  cannot 
be  granted  to  somebody  at  a rate  that  is  uhove  Govern- 
ment credit,  because  then  it  ceases  to  be  Government 


2986.  Mr.  Jones:  Is  not  that  the  dillcrencc  between  this 
sector  and  the  private  sector?  Tiic  nalionuiiseii  indus- 
tnes  ra  the  main  are  sonieliiing  slightly  to  the  righ'  of 
In  commercial  midcriakings. 

‘hat 

create  a wide  diilerenco  between  the  rule  of  interest  in  this 
context  and  the  rate  of  interest  argued  for  by  Professor 

r®'’  Cwnpum  : I confess  I am  not 

Clear  what  icheme  Professor  Cairncross  would  wish  us 
to  consider  lor  this  purpo.se.  Is  it  that  instead  of  regu- 
lating the  volume  of  their  investment,  as  is  now  done,  by 
direct  Government  approval  for  their  investment  pro- 
gramme and  for  their  borrowing,  wc  .should  tell  them  that 
1'*'®  from  the  Exchequer  pro- 
vided -they  paid  the  rale  demanded,  and  then  wc  should 
according  to  whether  wc  wanted  them  to 
exparad  or  m^ity?-- -Pro/fi-,yftr  Cuirncruss:  Yes,  in  effect; 

profit  on  the  transaction  would  remain  with  the 
^chequer  and_  ticcnie  to  the  public  purse.  Sir  Jioberi 
never  is  done  m that  way,  because  the  investment 
“ro  tliscussed  with  the  central  authorities 
f ‘fic  estimated  rate  of 

thfnv  ec-onomy  as  a whole.  Although  I do  not 

so  explicitly,  we  have  ussunied  that  the  rate 
narwS  important  factor  com- 

pared to  the  estimated  changes  in  tmaj  demand. 

'fhen  do  you  not  arrive  back 
^ Cairncross’  question  whether  you  cannot  do 
sSri  ® /nejeasing  the  rate  of  interest  in  the  public 
nnt  w=,  ^^y  ^ould  not  t WC  say  we  do 

not  We  control  them  directly. 

''’^y  y°“  ‘■“‘c  of  interest  weapon 

"Nation  with  the  public  authorities  allows 
wp  investment  programme  directly,  whereas 

nave  given  up  direct  controls  of  the  private  sector.  I 
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do  not  think  you  can  deduce  from  that  that  the  rate  of 
interest  would  be  cllcotive  or  not  eilective.  We  have 
another  method  of  doing  that  which  we  found  ourselves 
bound  to  use  because  of  the  importance  of  keeping  the 
growth  in  step  in  this  sector. 

2989,  Professor  Cairncross:  Do  you  regard  the  road 

programme  as  being  in  step? No.  I think  we  lagged 

behind  there ; but  that  does  not  alter  the  case. 

2990.  Sir  Oliver  Franks:  Clearly,  with  the  amount  of 
debt  that  actually  mature.s  from  year  to  year,  a great  part 
of  the  management  of  the  debt  must  be  to  deal  with 
problems  of  maturity  and  conversion  as  they  come.  There 
must  be  the  perpetual  danger  that  that  becomes  the  pre- 
dominant occupation,  that  people  live  from  hand  to  mouth 
trying  to  push  the  debt  forward,  but  perhaps  not  doing 
much  more  than  keep  up  with  the  calendar,  which  brings 
the  debt  one  year  nearer  every  twelve  months.  Has  there 
been  time  or  desire  at  any  time  since  the  war  to  'try  to 
formulate  a policy  which  would  rise  clear  of  these  regular 
preoccupations  and  try  to  devise  a mcan.s,  which  might 
have  to  be  heroic  in  character,  of  dealing  with  over- 
liquidity  and  the  short  term  debt?  There  have  been  times 
in  the  past,  before  the  war,  for  example,  where  operations 
of  that  sort  have  been  conceived  and  carried  out,  no  doubt 
when  conditions  made  it  possible  to  do  so  ; but  the  impres- 
sion that  I have  had  from  this  paper,  with  il.s  clear-cut 
view,  on  how  debt  management  is  practi,scd  from  year  to 
year,  is  that  neither  the  Treasury  nor  the  Bank  (and  I 
think  it  would  be  primarily  for  the  Treasury)  have  been 
thinking  in  those  tcrm.s  at  all.  I have  had  the  impression 
that  they  have  been  so  preoccupied,  even  bedevilled,  with 
preventing  things  going  wrong  from  month  to  month  and 
year  to  year  that  this  larger  scale  of  operation,  which 
perhaps  alone  in  the  end  is  going  to  be  able  to  deal  with 
the  .situation,  has  had  to  be  left  out  of  the  thinking  and 
therefore  -out  of  the  possibility  of  realisation.  How  far 
has  this  entered  into  the  practical  thinking  and  been 
something  which  with  a little  turn  of  circumstances  might 
have  been  put  into  action  already ; or  something  which 
has  just  had  to  be  left  aside  because  of  the  press  of 

the  daily  exigencies? Sir  Edmund  Compton:  It  would 

be  claiming  too  much  to  say  that  we  have  been 
able  in  this  period  to  have  a consistent  major  objec- 
tive of  that  kind  constantly  in  mind  while  we  practised 
our  art  of  debt  management.  You  are  quite  right  in  saying 
that  a major  preoccupation  has  consistently  been  dealing 
with  the  debt  as  we  found  it  and  as  it  changes  from  year  to 
year.  The  material  here  is  after  all  the  debt  (a)  as 
it  was  left  us  at  the  end  of  the  war,  (h)  as  it 
subsequently  became  after  the  whole  proces.s  of 

nationalisation  had  been  completed,  and  (c)  as  it  then 
became  after  that,  with  the  new  capital  financing  of  the 
nationalised  industries.  In  fact  the  major  part  of  the 
history  of  debt  management  from  that  time  to  this  has 
really  consisted  of  dealing  with  the  maturities  as  they 
arise,  and  dealing  with  the  fact  that  the  debt  is  growing 
younger  every  day,  that  what  were  medium  stocks  in  last 
year’s  list  become  short  stocks  in  this  year’s  list.  You 
will  have  noticed,  for  example,  the  sudden  increase  in 
the  under  five  year  element  last  year.  I interested  my.self 
fay  looking  out  the  origin  of  the  two  stocks  maturing  in 
1961  and  1962.  The  2i  per  cent.  Funding  Stock,  1956/61, 
started  its  life  in  1935  and  was  added  to  in  1950.  The 
4i  per  cent.  Conversion  Stock,  1962,  is  mainly  a continua- 
tion of  one  of  the  war-time  National  War  Bond  issues, 
which  matured  in  1956  and  was  then  converted  at  the 
current  rate  for  a further  period  of  six  years. 

"We  are  necessarily  working  with  the  debt  as  we  find 
it.  Subject  to  that,  I think  we  can  legitimately  claim  that 
we  have  had  consistently  in  front  of  us,  certainly  in  full 
measure  since  1955  and  in  some  sense  since  1951,  the 
objectives,  as  they  are  described  in  the  paper  here,  of 
reducing  the  floating  debt  by  means  of  sales  of  securities, 
lengthening  the  debt  by  pushing  forward  the  maturities. 
The  preoccupation  with  the  floating  debt  can  be  dated 
to  the  Serial  Funding  Stock  operation  of  November,  1951. 


when  We  accepted  the  fact  that  there  was  this  big  excess  of 
liquidity  and  took  special  measures  to  deal  with  it.  That 
in  its  turn  has  added  to  our  problems  now,  because  of 
the  way  it  was  dealt  with,  by  issuing  Serial  Stocks  ; so 
that  we  have  had  the  management  of  those  to  cope  with 
as  well  as  the  management  of  the  war  debt. 

• I suppose,  that  the  chance  of  finding 

in  the  history  of  debt  management  the  key  to  the  problem 
of  the  future,  the  key  to  a policy  which  will  not  merely 
not  make  worse  but  which  will  really  decisively  influence 

the  whole  situation,  is  small? 1 do  not  know.  One 

can  at  least  say  that  we  have  been  doing  better  these  last 
years,  as  the  figures  show.  In  1951  we  took  an  ad  hoc 
measure  to  deal  in  a once-for-all  way  with  the  excess 
floating  debt  at  the  time.  But  the  figures  that  we  have  for 
the  last  five  years  show  that,  after  a period  in  which 
up,  we  got  them  level 
m 1955-56,  and  in  1956-57,  we  had  them  quite  noticeably 
reduced.  Our  aim  is  the  same  this  year ; and  reductions 
of  tliat  order  year  by  year  could  have  a material  effect 
upon  the  liquidity  of  the  whole  system. 

But,  in  case  I seem  to  end  on  too  optimistic  a note 
about  the  prospects  of  control,  I must  revert  to  the  obvious 
risk  iTi  looking  forward  to  funding  operalions  of  this 
sort,  that  after  all  we  shall  not  be  able  to  deal  with  our 
maturities.  We  can  so  plan  our  Exchequer  surplus,  our 
Nalnonal  Savings,  our  doparitaienital  arrangements,  and 
indeed  our  detorminalion  to  fund,  so  as  to  get  a reduction 
m market  debt.  But  that  would  go  for  nothing  if  we 
were  not  able  to  succeed  in  dealing  with  these  big 
maturities  of  debt  over  these  next  few  years,  which  may, 
according  to  the  decision  of  an  individual  large  investor 
one  -way  or  the  other,  result  in  a change  of  £100  million 
either  way  in  the  market  po.sition. 

2992.  Professor  Sayers:  How  substantial  that  risk  is 
depends  in  part  on  how  firm  the  holders  of  this  short-term 
debt  are.  What  is  the  nature  of  the  demand  for  short-term 

Iwnd.s  on  which  you  arc  in  Uie  dark? ^To  a large  extent 

I believe,  it  depends  upon  what  one  or  two  big  dasses 
of  holders  of  short-term  debt  may  decide  to  do,  on  which 
we  have  s-omc  knowledge. 

2993.  Chairman : If  we  look  at  the  table  in  paragraph 

29,  there  is  a marked  diil'erence  between  the  general  effect 
of  the  lirst  two  years  and  the  later  years ; I would  like  to 
feel  assured  that  a major  contributor  to  that  difference 
does  not  lie  in  the  Exchange  Equalisation  Account  opera- 
tions ; I know  it  has  been  a contributor? It  has  been 

a contributor.  If  we  had  had  no  loss  from  the  gold  and 
dollar  reserves  in  1956-57  we  should  have  still  made  some 
reduction  of  floating  debt,  though  nothing  like  this 
amount.  We  w-ould  attri-bulc  that  reduction,  apart  from 
die  loss  of  reserves,  to  the  special  recognition  of  the  need 
for  funding  that  was  emibodied  in  -the  measures  of  the 
1956  Budget. 

2994.  Mr.  Jones:  Am  I right  in  concluding  that  the 
summarising  of  that  table  in  paragraph  29  indicates  that 
in  .that  period  the  floating  debt  has  been  increased  by  a 

round  £260  millions? 1 confess  I have  not  done  the 

sum,  but  the  figures  are  cumulative ; the  sum  of  the 
figures  plus  and  minus  across  the  table  will  show  the 
exlenit  to  which  the  market  floating  debt  has  been  built 
up  over  the  period. 

2995.  Chairman : On  paragraph  30,  is  it  right  that  the 
Issue  Department  confines  itself  in  general  to  acquiring  the 

next  maturity? It  does  not  only  acquire  the  next 

maturity.  It  can  also  go  in  for  switching  operations ; 
somebody  may  be  holding  short  stock  and  decide  to  go 
longer,  and  if  the  market  is  in  that  sort  of  situation  the 
Issue  Department  may  go  into  the  market  to  finance  a 
transaction  of  that  kind.  But  (though  I could  not  say 
they  are  confined  to  that)  in  principle  what  they  buy  to 
hold  is  mostly  the  next  maturing  stock. 

Chairman:  Are  there  any  more  questions?  Thank  you 

very  much.  Sir  Edmund  ; it  has  been  a hard  day. Sir 

Roger  Makins : Thank  you,  Mr.  Chaimiian. 


(Adjourned  until  Tuesday,  1th  January,  1958,  at  11  a.m.) 
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2996.  Chairman:  We  are  very  grateful  to  you.  Sir 
Frank,  for  the  useful  paper*  you  have  put  in.  Questions 
will  come  along  from  various  quarters  as  we  go  through 
it ; I will  just  mention  the  main  themes  of  each  para- 
graph as  we  go  through  and  see  what  questions  arise  on 
them.  In  paragraph  2 you  make  the  point  that  credit 
squeeze  measures  oyeriap  each  other,  and  that  it  is  there- 
fore very  difficult,  of  not  impossible,  to  ascertain  indivi- 
dually their  separate  economic  effects.-^ir  John 
Woods:  In  paragraph  2 you  talk  about  capital  invest- 
ment, and  the  effect  on  that  of  these  various  measures, 
but  you  do  not  specifically  say  what  you  think  has  hap- 
pened to  capital  investment  by  reason  of  the  credit 
squeeze.  You  go  on  in  paragraph  3 to  talk  about  the 
effect  on  production  and  demand,  and  then  in  paragraph 
7 you  have  the  negative  phrase : “ the  Board  . . . 

have  no  reason  to  fiiink  that  productive  investment  speci- 
fically designed  to  increase  exports  has  been  held  back  ” 
etc.  I did  not  get  a clear  impression  of  what  effect  you 
thought  these  various  measures  had  had  on  capital  invest- 
ment, whether  investment  in  stocks,  or  fixed  investment. 
Do  you  -think  ffiat  they  have  had  a material  effect? — Sir 
Frank  Lee : The  words  in  paragraph  7 to  which  you  have 
drawn  attention  reflect  a question  on  which  I was  asked 
by  the  oommittee  to  comment,  and  they  are  therefore  used 
deliberately  in  a very  narrow  context.  Paragraph  2 of 
this  memorandum  deals  only  with  the  question  of  the 
difficulties  of  measuring  the  efiect,  whether  on  investment 
or  on  production,  of  these  measures,  if  you  ask . me 
whether  it  is  the  view  of  the  Board  of  Trade  that  these 
measures,  in  their  totality,  combined  no  doubt  with  other 
factors  to  restricit  demand,  have  had  an  effect  on  capita 
investment,  whether  in  fixed  plant  or  in  stocks,  I would 
say  this : in  stocks  yes,  although  less  than  I had  thought 
would  'be  the  case  from  file  level  of  the  Bank  Rate  ; and 
in  fixed  investment  yes,  although  the  effect,  I think,  was 
more  delayed  than  many  of  us  had  thought  would  be 
the  case.  It  is  only  now  that  the  future  order  books 
of,  for  instance,  the  building  industry  and  the  manu- 
facturers of  capital  plant,  are  really  showing  a decline 
when  projected  ahead. 

2997.  Was  there  any  more  noticeable  effect  from  the 
Board  of  Trade  point  of  view  with  last  September’s 
measures  and  the  7 per  cent.  Bank  Rate  than  with  the 
earlier  measures,  particularly  the  Bank  Rate,  which  went 
from  3 to  3i  per  cent,  in  January,  1955,  and  was  raised 
to  per  cent,  in  February,  1955,  with,  of  course,  all 
the  other  measures:  hire  purchase  and  restriction  on 
bank  advances,  and  so  on?  Do  you  think  there  was 
any  material  effect  on  investment  from  the  earlier  measures 

before  the  7 per  cent.  Bank  Rate? 1 think  that  the 

effect  of  the  Bank  Rate  operating  at  the  levels  before 
September  was  less  on  the  holding  of  stocks ; I was 
referring  only  to  the  holding  of  stocks  when  I said 
that  it  was  less  than  I had  thought  would  be  the  case. 

2998.  And  presumably  not  noticeable  on  fixed  invest- 
ment?  If  you  can  isolate  that  factor  al-raie,  which  we 
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are  at  some  pains  in  paragraph  2 to  show  is  difficult, 
not  on  fixed  investment ; the  interest  rate  is  what  matters 
on  fixed  investment. 

2999.  Chairman : Unless  you  tell  us  otherwise  I shall 
assume  that  when  you  talk  about  the  credit  squeeze  you 
mean  measures  taken  up  to  September,  1957,  your  point 
being  that  it  is  too  recent  to  be  able  to  observe  effects 

since  then ; is  that  right? Certainly.  Our  written 

memorandum,  as  we  emphasise  at  one  -point  in  it,  is 
largely  based  on  our  experience  of  the  measures  up  to 
September  19th. 

3000.  Professor  Sayers : I suppose  (that  these  impressions 
youhaveof  the  effects  of  the  various  steps  are  based  on  the 
statistics  you  collect,  interpreted  in  the  light  of  what 

you  learn  by  your  direct  contacts  with  industry? 

Certainly.  They  are  an  amalgam  of  our  interpretation 
of  the  statistical  position,  the  monthly  reports  we  get  from 
our  regional  controllers,  contacts  with  business  groups 
through  advisory  committees,  such  as  the  Machine  Tool 
Advisory  Committee  and  the  Motor  Industry  Advisory 
Council,  and  a whole  range  of  contacts  with  individual 
business  men. 

3001.  You  have  mentioned  just  now  the  delayed  effects 

of  the  measures  taken ; I wonder  if  you  could  say  some- 
thiing  more  about  the  kind  of  time  lag  that  is  involved? 
Are  we,  for  example,  in  this  winter  of  1957-1958  seeing 
in  the  field  of  fix^  investment  the  effects  of  the  changes 
in  the  rate  of  interest  and  the  other  measures  taken  in 
1955,  1956  or  1957? It  would  be  difficult,  if  not  im- 

possible, for  me  to  be  precise  as  between  1955  and  1956. 
But  I think  that  this  winter  we  are  feeling  the  effects  of 
the  measures  taken  twelve  mraiths  ago,  particularly . in 
relation  to  the  field  of  fixed  investment,  but  that  fiiat 
has  been  perhaps  intensified  by  the  element  >of  uncertainty 
about  demand  which  has  probably  increased  through  1957 
as  world  economic  conditions  have  Income  less  favour- 
able, and  in  the  light  also  of  the  events  of  the  autumn. 

3002.  In  asking  this  • I have  very  much  in  mind  file 
question  for  what  kind  of  situation  a change  in  the  interest 
rate  struoture  is  an  appropriate  measure.  If 'the  riltua- 
ti<m  'to  be  dealt  with  is  fikely  to  be  shortlived,  then  some- 
thing that  is  only  very  delayed  acidoa  is  obviously  not 

par-ticul^Iy  appTx^ate? Sir  Frank  Lee : I have  never 

sought  in  my  mimd  to  isolate  the  effect  of  a change  in 
interest  rates  from  ithe  effect  of  the  totality  of  measures 
tak«J.  I was  brought  up  to  believe  that  the  rate  of 
interest  would  particularly,  and  relatively  quickly,  show 
itself  as  effective  in  the  level  of  stock  br>THing  but 
experimce  since  interest  rates  were  raised  has  demon- 
strated that  that  less  marked  fijan  such  economics  as  I 

have  learnt  had  led  me  to  .bdieve  would  he  the  case 

Mr.  Stafford:  The  statistics  of  stocks  show  that  stocks 
have  been  mountang,  right  up  to  the  most  recent  figures 
fiiose  for  the  third  quarter  of  1957.  What  connection 
that  has  with  the  various  factors  which  are  operating 
prices,  cost  increases,  as  well  as  increases  in  interest  rates' 

Q 
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it  would  be  hard  to  know;  but  tbe  fact  is  that  stocks 
have  been  mounting. 

3003.  Professor  Cairncross:  Is  it  fair  to  say  that  the 

proportion  >of  stocks  left  with  the  manufacturers  has  in- 
creased sli^itly ; that  retailers  and  wholesalers  have  been 
pushing  back  responsibility  for  stockholding  on  to  manu- 
facturers?  Sir  Frank  Lee:  A constant  intmiecine 

scruple  goes  on  when  ithere  are  high  interest  rates  and 
falling  demand  in  .the  business  world,  and  it  depends  where 
the  rdative  strength  k,  but  by  and  large  I think  it  is  true 
that  there  is  a tendency  for  ratasleTS  to  be  able  to  make 
manufaciturers  hcrid  unwanted  stocks,  or  stocks  in  excess 
of  what  they  would  normally  hope  'to  have. 

3004.  Professor  Sayers:  I presume  that  by  “relative 
strength  ” you  mean  liquidity ; ithat  the  people  who  hold 
cash,  or  aire  in  the  best  position  to  iborrow,  tend  to  get 

left  'With  the  stocks? No ; I beg  your  paidon.  I meant 

that  'there  .tends  to  ibecome  a struggle  between,  say,  the 
multiple  firm  and  its  suppliers  as  .to  which  of  them  is 
'going  to  hold  fhe  unwanted  stocks.  Jt  is  normally  the 
weakest  person  in  bargaining  strength,  which  may  be 
affected  by  a number  of  factors,  that  gets  left  to  hold  the 
baby. 

3005.  There  is  no  general  lesson  to  be  learnt  about  the 

effects  of  liquidity  being  distributed  in  a certain  way? 

I woidd  doubt  it. 

3006.  Professor  Cairncross : Have  you  any  data  on  'this, 

or  is  it  an  impression? have  no  statfetical  data;  but 

it  is  a dear  impression  from  a large  number  of  contacts, 
particularly  in  industries  like  the  textile  and  furniture 
industries. 

3007.  If  more  of  the  resources  of  manufacturing  com- 
panies are  tied  up  in  st.ocks,  do  you  thiTik  itbat  reacts  on 

their  fixed  capital  dnvestment? 1 would  doubt  it.  I 

think  that  of  the  tendency  went  on,  if  the  holding  of  their 
excess  stocks  were  oontdnued  over  a very  long  period, 
and  they  sustained  heavy  financial  losses  by  forced  selling 
of  those  stocks,  it  would  lave  an  effect ; but  I would 
have  doubted  whether  this  'has  bad  any  effect.  That 
happened  in  the  1952  recession,  on  particiilar  in  the  textile 
field,  and  I doubt  if  it  has  had  any  effect  on  capital 
investment  in  fixed  plant  since  then. 

3008.  Have  you  any  knowledge  about  the  recourse 
that  firms  denied  bank  credit  have  had  to  alternative 
sources  of  credit,  such  as  credit  from  other  firms,  or  from 

financial  institutions? 1 have  not  very  much  statistical 

information  on  that,  but  in  analyses  that  we  have  done 
of  small  firms  who  have  applied  for  assistance  from  the 
Revolving  Fund  for  Industry  there  is  an  impressive 
amount  of  evidence  showing  the  extent  to  which  they 
have  obtained  loans  from  what  we  have  called  “ private 
sources  ”.  In  the  samples  we  took  54  per  cent,  of  the 
firms  who  apphed  in  1955  had  had  such  assistance,  and 
50  per  cent,  of  the  firms  applying  in  1956.  It  is  also 
clear  that  there  has  been  a substantial  increase  in  &e 
recourse  had  to  hire  purchase  finance  for  capital  plant. 

3009.  What  is  in  my  mind  is  whether  the  credit  squeeze 

obliged  firms  to  have  recourse  to  credit  that  would  not 
normaEy  be  extended  to  them,  from  institutions  other 
than  banks.  What  do  firms  do  when  they  do  not  get 
the  bank  advance  they  were  counting  on?  Do  they  simply 
fold  up? ^No. 

3010.  Where  then  do  they  go?  Do  you  feel  that  they 
have  been  able  to  get  all  the  credit  they  would  have  had 

from  the  banks? hesitate  to  say  “all”,  because  my 

information  is  obviously  inadequate  to  enable  me  to  do  so. 
By  and  large  I would  have  said  that,  so  far  as  our 
information  goes,  firms  have  shown  great  ingenuity,  as 
one  would  expect,  in  seeking  financial  assistance  if  they 
have  been  denied  it  from  the  banks,  and  that,  as  we  have 
said  in  the  rnemorandum  of  evidence,  we  have  had  ex- 
tremely few,  if  any,  cases  brought  to  our  notice  in  which 
firms  have  said  that  they  are  near  the  point  of  having  to 
fold  up  because  they  cannot  get  money  from  the  banks  or 
from  otiier  sources.  In  a way  the  extent  to  which  we 
have  not  had  such  complaints,  despite  the  credit  squeeze 
and  despite  the  high  interest  rates,  has  been  remarkable. 

_ 3011.  Would  you  think  there  has  been  a permanent  shift 
m the  source  of  credit,  and  that  the  banks  have  lost  busi- 
ngs that  will  not  come  back  to  them? 1 should  have 

thought  not.  I think  that  many  of  the  smaller  firms  to 
w^ch  I referred  have  always  looked  for  part  of  their 
credit  to  private  sources ; only  between  65  per  cent,  and 


70  per  cent,  of  them  had  overdrafts  already  when  they 
apphed  to  the  Revolving  Fund  (in  other  words  some  30 
per  cent,  or  so  probably  got  their  finance  elsewhere). 
But  I would  have  assumed  that  if  the  credit  squeeze  were 
relaxed  the  bank  overdraft  would  again  be  regarded  as 
the  normal  source  of  financial  assistance. 

3012.  Chairman : What  are  the  distinguishing  features 
of  these  alternative  sources?  Is  it  very  expensive  for  them 
to  finance  themselves  in  this  way?  Are  they  very  short 

term  or  fixed  term  loans? ^What  form  of  security, 

interest,  and  so  on,  the  lender  may  require  may  obviously 
vary.  What  I do  feel  is  likely  to  be  a continuing  perma- 
nent feature,  which  may  indeed  have  been  accentuated  by 
the  credit  squeeze,  is  that  firms  will  try  to  keep  themselves 
more  liquid  than  they  used  to  be.  The  increased  liquidity 
of  firms  has  certainly  been  a feature  of  the  post-war 
period  as  compared  with  the  pre-war  period. 

3013.  Have  the  alternative  sources  of  finance  been 

I^imarily  friends? A mixture,  I think ; friends,  rela- 

tives, associated  businesses,  businesses  who  supply  them 
with  goods  extending  credit,  and,  as  I say,  hire  purchase 
on  capital  plant 

3014.  Professor  Cairncross:  You  are  not  basing  this 

on  y'our  sample  of  small  firms? ^No.  I am  basing  it 

on  the  reports  we  have  received,  primarily  from  our 
regional  controllers  whom  we  have  asked  to  tell  us  about 
cases  of  potential  difficulty,  and  how  they  are  to  be  dealt 
with,  and  on  a number  of  personal  discussions  that  I 
have  had  over  the  last  two  years  with  businesses  both 
large  and  small. 

3015.  Lord  Harcourl : Would  it  be  your  impression  that 
these  alternative  sources  of  credit  are  both  more  expensive 
and  also  much  less  flexible  than  bank  cre^t?  Wotdd  that 
be  the  reason  why  they  would  probably  revert  to  bank 

credit  when  it  becomes  available? ^I  have  no  data  that 

enable  me  to  answer  whether  tiiey  really  are  more  expen- 
sive, though  I would  agree  with  you  that  they  probably 
are.  They  are  undoubtedly  less  certain  and  less  flexible 
than  bank  overdrafts.  In  fact,  except  in  the  very  small 
firms,  these  are  rather  in  the  nature  of  desperate 
expedients. 

3016.  Mr.  Jones:  Am  I right  in  concluding  that  in 
certain  circianstances  there  has  been  a substantial  ex- 
pansion of  credit  within  industry  and  within  commercial 
firms  themselves?  Is  there  a situation  where  in  q>ite 
of  the  credit  squeeze  firms  have  been  using  a 

greater  amount  of  working  capital? The  need  for 

working  capital  really  reflects  the  scale  of  operation  of  the 
businesses.  Firms  have  cmainly  tended  to  try  to  finance 
more  and  more  of  their  operations,  including  some  of 
their  investment  in  fixed  plant,  out  of  their  own  resources 
rather  than  depend  on  bank  overdrafts  or  other  sources  of 
credit  That  has  been  a marked  tendency  of  the 
post-war  period,  and  continues  to  be  so  even  in  those 
sections  of  industry,  like  the  textile  industry,  which  have 
been  in  difficulties.  The  recent  figures  about  the  liquid 
reserves  of  spinning  and  weaving  companies,  for  instance, 
show  how  they  have  been  at  great  pains  to  maintain  those 
at  on  the  whole  rather  surprisingly  high  levels. 

3017.  Professor  Sayers:  When  industry  has  the 

opportunity  to  replace  these  “ desperate  expedients  ” by 
bank  advances  in  the  ordinary  way,  would  you  expect 
there  to  be  a very  large  proportionate  increase  in  the  total 
of  bank  advances?  When  the  control  is  taken  off,  would 
you  expect  the  total  of  bank  advances  to  rise  above  its 
present  level  by  a third,  a half,  or  a tenth?— I would 
expect  it  to  be  more  marginal  than  one  might  suppose ; 
if  I had  to  quantify  it,  it  would  be  nearer  a tenth  than 
the  other  fractions  that  you  mentioned,  but  this  is  only 
a very  broad  judgment. 

3018.  Sir  Oliver  Franks:  We  were  asking  you  whether 
could  give  any  indication  what  sort  of  situation  you 

thought  appropriate  for  action  by  means  of  interest  rates, 
and  we  followed  that  up  by  wondering  whether  you 
thought  that  the  effecte  of  action  by  interest  rates  were 
primmly  short-lived,  acting  quickly  and  soon  passing  off, 
OT  of  longer  effect.  I was  not  clear  about  the  answer  to 
the  second  question.  You  might  want  to  say  it  was  a 
matter  of  emphasis  rather  than  absolute  separation,  but 
I should  be  very  interested  to  know  where  you  think  the 

emphasis  falls? have  to  answer  that  rather  obliquely, 

fh^gh  imt  because  I wish  to  be  oblique  in  my  answers: 
i think  that  it  is  clear  that  with  higher  liquidity  in  a great 
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many  companies,  and  -with  current  taxation  levels,  an 
increase  in_  interest  rates  has  lost  a great  deal  of  what  I 
might  call  its  classic  efficacy.  I think  of  it  as  a necessary 
element  in  measures  designed  to  curb  the  excess  strain 
on  the  economy  largely  because  of  its  perhaps  psycho- 
logical effect.  I have  a belief  that  without  an  increase  of 
interest  rates  the  other  measures  would  look  to  be  less 
effective,  and  I fadieve  that  in  the  general  effect  of  these 
measures  on  business  men’s  opinions  it  is  what  they  look 
like,  what  the  demand  feature  looks  like  being,  that  has 
a greater  psychological  and  cumulative  effect  than  the 
actual  fact  that  money  has  become  dearer,  or  even  that 
they  are  unable  to  get  an  advance  from  the  banks.  As  to 
the  specific  effect  ^ higher  interest  rates,  1 have  always 
assumed  that  that  would  be  relatively  quick  in  its  effects, 
particularly  on  stock  levels ; as  I said  earlier,  it  has  been 
to  me  one  of  the  surprising,  and  indeed  disconcerting, 
things  that  the  advances  in  the  Bank  Rate  have  not  bad 
that  effect. 

3019.  Would  it  follow  from  what  you  have  been  saying 
that,  if  the  use  of  interest  rates  is  normally  accompanied 
by  other  measures,  the  totality  of  which  are  designed  to 
produce  certain  results  in  the  whole  economy,  on  the  whole 
these  measures,  and  therefore  the  action  by  interest  rate 
included,  must  tend  to  produce  a long  range  effect?  To 
alter  the  whole  state  of  the  economy  is  a fairly  major 
undertaking  and  normally  takes  time,  and  I would  judge 
from  what  you  say  that  you  regard  a change  of  Bank  Rate 
as  part  of  a series  of  measures  designed  to  effect  a fairly 
major,  and  therefore  relatively  long  terra,  alteration  in  the 

economy? Certainly,  subject  only  to  this:  that  I would 

not  want  you  to  have  the  impression  that  I ffiought  that 
a change  of  one  per  cent,  in  lie  Bank  Rate,  which  might, 
I know,  be  desirable  for  almost  technical  reasons,  would 
necessarily  form  part  of  this  general  range  of  measures 
which  we  have  been  talking  about.  I was  really  address- 
ing myself  to  the  necessity  of  curbing  excess  demand  in 
ffie  economy,  and  I would  entirely  agree  with  you  that 
in  that  situation  an  increase  in  interest  rates  is  only  one 
element  in  the  range  of  measures,  though  an  important 
psychological  one,  and  those  measures  will  take  longer 
to  work  through  the  economy,  and  to  have  effect,  than 
some  of  us  thought  was  the  case  in,  say,  the  early  fifties. 

3020.  Then  it  would  follow  that  the  immediate  effects 

of  a change  in  the  Bank  Rate,  for  example  the  repercus- 
sions in  the  discount  market,  are  not  very  important? 

I would  judge  not. 

3021.  Do  you  feel  that  all  that  you  have  been  saying 
holds  equally  whatever  the  level  of  Bank  Rate?  It  mighf 
be  the  case  that  what  you  have  said  holds  for  the  levels 
to  which  the  Bank  Rate  was  raised  between  1952  and 
August,  1957 ; but,  if  September  19th  turned  out  to  be 
the  beginning  of  a new  concept  of  new  levels  of  the  Bank 
Rate,  it  might  equally  mean  the  same  consequences 
followed  much  sooner  from  R given  level  of  Ba^  Rate. 
At  that  point  might  it  not  become  a very  effective  and 

very  blunt  instrument? <^ertainly.  I am  grateful  that 

you  have  given  me  the  op^rtunity  of  saying  this,  be- 
cause I may  have  given  unwittingly  an  impression  by  my 
earlier  replies  that  I did  not  think  the  Bank  Rate  almost 
at  any  level  had  a deterrent  effect  by  itself.  Of  course 
it  must  at  the  margin,  particularly  when  it  gets  to  levels 
of,  say,  7 per  cent,  and  above,  have  au  effect  on  business 
men’s  judgment,  both  as  to  holding  of  stocks  and  as  to 
investment  in  fixed  plant ; and  not  only  on  business  men’s 
judgment,  but,  as  we  have  been  seeing  recently,  on  the 
judgment  of  local  authorities. 

3022.  But  if  in  an  inflationary  situation  the  Bank  Rate 

is  used  at  these  higher  levels  does  it  equally  have  to  be 
part  of  a package? 1 think  so.  I can  visualise  a posi- 

tion in  which  a Bank  Rate  of  between  10  per  cent,  and 
20  per  cent,  might  have  of  itself  a sufficiency  deterrent 
effect  but  given  the  other  factors  that  I have  mentioned 
before  I should  feel  doubtful  about  it,  and  as  a practical 
administrator  I should  always  be  happier  if  it  formed  part 
of  a general  package. 

3023.  Chairman : Would  that  be  in  order  to  make  the 
effect  you  wanted  arrive  quicker,  or  to  make  the  effect  last 

lODger? Both ; I think  a high  Bank  Rate  would  hdp 

to  ‘bring  about  quicker  results  in,  e.g.,  the  holding  of 
stocks,  but  also  I think  it  would  affect  business  men’s 
judgment  about  the  future,  and  therefore  would  have  an 
effect  on  their  longer  term  plans.  That  is  looking  to  an 
effect  which  will  bear  upon  actual  happenmgs  two  or  three 
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years  ^ead,  because  a great  many  investment  plans  are 
in  a state  in  which  they  manifestly  cannot  be  altered. 
If  people  think  that  the  economy  is  going  to  be  disinfla- 
tionary at  the  margin,  I think  it  will  influence  their 
judgments  in  a great  many  diverse  ways,  in  their  invest- 
mrat  plans,  in  their  attitude  to  wage  claims,  in  thedr 
attitude  to  costs,  all  of  which,  on  the  premise  that  we  are 
talking  about,  of  restrainmg  excess  demand,  will  be 
valuable ; and  by  and  large  I would  say  the  more  drastic 
you  can  make  your  package,  including  your  interest  rate, 
the  better.  I think  the  worst  thing  of  all  is  to  have  it 
inadequate.  It  is  easier  and  I ffiink  healthier  to  relax 
restrictions  than  to  have  to  build  them  up  cumulatively 
by  rather  painful  additions  to  them,  as  we  have  had  to  do 
over  the  last  two  years. 

3024.  Sir  John  Woods'.  In  October,  1954,  we  had  the 
first  public  warnings  from  the  Chancellor  of  the  Exchequer 
and  &e  Governor  of  the  Bank  of  England  in  speeches  at 
the  Mansion  House  that  the  inflationary  tendency  was 
showmg  some  signs  of  getting  to  uncomfortable  levels. 
Nothing  was  done  until  the  Bank  Rate  was  raised  the 
following  January,  and  then  there  was  a further  effort  in 
February,  then  accomp^ed  by  'hire  purchase  restrictions. 
Following  from  what  Sir  Oliver  Franks  has  said,  is  it  not 
a possible  view  that,  if  in  Octoba-,  1954.  besides  making 
speeches,  there  had  been  earlier  and  more  resolute  use 
of  the  Bank  Rate  by  itself,  it  might  have  had  the  desired 

effect  of  checking  the  tendency  at  an  early  stage? 

think  that  would  certainly  he  a tenable  view.  If  in  the 
autumn  of  1954  there  had  been  a relatively  sharp  increase 
in  Bank  Rate,  by  at  least  1 per  cent,  instead  of  one  half 
per  cent.,  that  would  at  least  have  been  a clear  warning 
signal  which  would,  1 think,  have  affected  business  men’s 
judgments.  I have  some  doubt  in  retrospect  whether  the 
seeds  of  the  investment  boom  which  many  of  us  saw 
apparent  in  the  summer  of  1954  were  not  so  strong  and 
so  embedded  in  the  system  that  an  increase  of  1 per  cent, 
in  Bank  Rate  would  not  itself  have  proved  sufficient  to 
have  checked  the  boom  effectively ; but  as  a general 
proposition  I take  your  point  that  the  earlier  in  the 
onset  of  an  inflation  a check  can  be  introduced  the  better, 
and  the  less  drastic  the  check  may  have  to  be.  It  might 
well  be  that  taken  early  an  increase  in  Bank  Rate  alone 
provided  it  was  relatively  drastic,  would  have  a sufficient 
dismflationary  effect. 

3025.  Professor  Sayers : You  have  been  referring  almost 
exclusively  to  Bank  Rate,  but  very  occasionally  to  interest 
rates.  Suppose  that  during  this  inflationary  phase  it  had 
been  considered  technically  possible  to  operate  more 
directly  and  more  effectively  on  long  rates  ; do  you  thinV 
that  the  effects  in  moderating  the  investment  boom  would 
have  been  quicker  to  appear  and  more  marked?— No,  I do 
not  think  so. 

3026.  'Miy?  What  effeot  do  you  attach  to  the  Bank 

Rate  that  you  would  not  attach  to  other  interest  rates? 

I agree  that  a higher  long  term  interest  rate  would  be 
more  effective  in  restraining  fixed  investment,  and  therefore 
m dealing  with  the  main  impact  of  an  investment  boom 
than  an  mcrease  m short  term  rates.  On  the  other  hand 
I attMh  substantial  importance  to  what  I have  called  the 
psychological  element  of  business  judgments  al»ut  what 
IS  likely  to  happen  to  the  economy,  as  likely  to  affect  at 
any  rate  the  totality  of  demand,  and  the  other  factors  such 
^ the  attitude  to  wage  claims ; for  that  I would  have 
ffiought  p mcrease  in  Bank  Rate,  together  with  the  other 
factors,  is  likely  to  have  a more  immediate  and  marked 
effect. 

3027.  Vfhy  should  the  Bank  Rate  have  this  pecifliar 

influence?  Is  it  its  headline  power? 1 am  not  sayina 

the  Bank  Rate  alone. 

3028.  Apart  from  a package,  are  you  not  attaching  some 
peculiar  importance  to  the  Bank  Rate  in  its  effect  on  the 

business  man’s  psychology? If  you  press  me,  I must 

frankly  say  that  I think  that  the  real  effect  is  more 
psychological,  and  more  due  to  what  is  almost  a historical 
reflac  than  to  actual  dispassionate  judgment ; except,  of 
course,  at  the  margin  of  decisions.  ’ 

3029.  Is  there  any  sign,  in  your  experience  of  business 

men,  of  the  historical  reflex  wearing  out? 1 think  that 

it  is  wearing  pretty  thin,  when  the  Bank  Rate  is  advanced 
by  slow  and  cautious  stages  from,  say,  3 to  3-^  per  cent, 
or  even  from  3i  to  4i  per  cent.,  but  that  it  has  a very 
marked  effect  when  you  lift  it  by  two  points  and  lift  it 
up  to  7 per  cent.,  or  even  higher. 

Q2 
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3030.  Supposing  that  the  manipulation  of  the  Banh 
Rate  in  the  recent  past  has  been  such  as  to  lead  the  busi- 
ness man  to  believe  it  likely  that  a recent  rise  in  Bank 

Rate  wiU  soon  be  followed  by  a drop? ^That  would 

certainly  have  a substantial  effect  the  other  way  from 
that  which  I was  postulating. 

3031.  Sir  John  Woods:  You  mentioned  just  now  two 
things,  which  could  be  separate:  a steep  rise  in  Bank 
Rate,  say  of  2 per  cent,  instead  of  1,  and  a level  of  7 per 
cent.  Can  we  have  your  view  as  to  whether  both  of 
those  things,  or  only  one  of  them,  will  make  the  business 
man  " linger  shivering  on  the  brink,  and  fear  to  launch 
away”?  Do  you  think  a rise  from  3 to  5 per  cent,  will 
do  the  trick,  or  is  the  more  effective  thing  the  ab^lute 

level? My  answer  must  be  qualified,  in  that  I think  it 

probably  depends  on  the  stre^h  of  other  factors  in  the 
economy  at  the  time  the  decision  is  taken : how  strong  in 
fact  is  the  boom  condition,  and  the  expectation  that  the 
inflationary  elements  wOl  continue.  That  is  why  I have 
been  urging  that  Bank  Rate  can  only  be  an  element  in 
the  general  situation.  I could  postulate  a situation  in 
which  ftie  effect  of  lifting  the  Bank  Rate  from  3 to  5 per 
cent.,  combined  with  other  measures  which  showed  the 
Government  was  determined  to  remove  the  excess  burden 
on  the  economy,  would  of  itseff  be  adequate  to  deal  effec- 
tively with  the  situation,  especially  if  that  action  were 
taken  early  before  the  boom  had  become  too  deeply 
embedded  in  the  economy. 

3032.  Chairman : When  you  speak  of  a business  man’s 
psychological  reactions  to  a higher  Bank  Rate  do  you 
mean  that  he  takes  that  as  a sign  that  trade  demand  is 
going  to  be  weaker,  or  that  the  Government  is  going  to 
do  all  that  it  can  to  make  trade  demand  weaker?  Might 
not  his  deductions  about  the  two  things  be  very  different? 

1 would  say  that  the  first  is  more  powerful  thati 

the  second.  I would  not  think  that  there  was  that  faith 
in  the  Government’s  determination  in  'these  matters  that 
many  of  us  would  wish  to  see. 

3033.  If  the  first  is  the  predominating  influence,  would 
it  not  be  true  that  the  more  generally  knowledge  is  di^ed 
outside  what  I will  call  the  Bank  parlour  into  businesses 
and  commentators  and  so  on,  the  less  importance  the  busi- 
ness man  attaches  to  Bank  Rate  as  a signal,  because  he  has 

that  much  inore  information  to  draw  upon? thinV 

that  at  that  signal,  combined  with  others,  there  does  ctxne 
into  the  business  man’s  mind  a feeling  that  trade  is  not 
going  to  be  as  booming  as  it  was,  that  he  may  not  be 
able  to  sell  all  his  goods,  whatever  costs  he  loads  on  to 
them,  and  that  therrfore  he  had  better  take  measures, 
whether  it  be  in  relation  to  stocks  or  to  longer  investments 
in  fixed  plant  and  so  on ; that  will  mean  that  he  will 
perhaps  restrict  bis  own  activities.  I thinif  that  Bank 
Rate  is,  as  it  were,  a si^al  or  a symbol  of  all  that,  but 
IS  not  a potent  thing  in  itself.  It  is  a warning  sign 
particularly  if  it  is  accompanied  by  other  measures. 

3034. _  But  a warning  sign  given  by  people  who  are  likely 
to  be  in  a much  better  position  than  himself  to  judge 

as  t'O  what  trade  demand  is  going  to  be  in  the  future? 

I think  that  this  is  not  done  so  much,  in  many  cases 
by  a conscious  process  of  reasoning  and  “ nicely-calculated 
less  or  more”  in  business  prospects  as  a general  hunch 
that  things  are  not  going  to  be  as  lush  as  they  were,  and 
therefore  we  'had  better  do  something  about  it.  That 
perhaps  exaggerates  the  extent  of  the  irrational  in  a 
number  of  business  judgments ; it  is  significant  that  in 
Mr.  H.  F.  Lydall’s  study,  published  in  the  September, 
1957,  issue  of  the  Economic  Journal,  it  was  the  larger 
firms  who  were  predominantly  influenced  by  judgment 
about  demand,  and  in  many  of  their  cases  it  must  have 
been  the  product  of  conscious  reasoning  based  on  a 
general  assessment  of  the  situation  as  symbolised  or  lit 
up  by  the  measures  that  the  Government  had  decided  to 
introduce,  including  a raising  of  the  Bank  Rate. 

3035.  Sir  Oliver  FranJcs:  Is  this  what  business  men 
think,  or  is  it  what  the  Board  of  Trade  has  been  accus- 
tomed for  some  decades  to  think  that  business  men 
think?  The  Treasury  told  us  when  they  gave  their 
evidence  that  it  had  been  the  policy  of  Government  since 
the  war  to  make  full  employment  the  primary  object  of 
domestic  policy,  and  ithat  as  the  obverse  of  that  they  were 
determined  to  prevent  slump  or  recession  and  to  keep  the 
level  of  demand  very  high,  and  in  addition  to  secure  con- 
tinual growth  in  economy.  It  might  be  that  with  twelve 


or,  if  you  like  to  take  the  war  into  account,  eighteen  years 
of  that,  the  business  man  was  accustomed  to  expect  that 
demand  would  'l»  kept  very  high,  and  that,  while  he  might 
see  occasional  attempts,  more  or  less  wholehearted,  by 
Governments  to  prevent  the  economy  completely  blowing 
its  top  off,  he  would,  nevertheless,  always  suppose  that  the 
first  business  of  Government  would  be  to  see  that  demand 
was  kept  really  high.  If  that  is  so,  may  it  not  be  that 
this  doctrine  of  the  warning  signal  especially  of  the  Bank 
Rate  is  appropriate  to  the  nineteenth  century,  perhaps  to 
the  first  quarter  of  the  twentieth  century,  but  not  to  this 
decade  that  we  are  looking  back  at?  Is  it  not  possible 
that  a large  number  of  business  men  have  come  to  assume 
that  they  are  in  a world  in  which  demand  will  be  kept 
high  by  Governments,  and  that  therefore  these  older- 
fashioned  signals  would  not  be  likely  to  have  very  much 
effect  on  their  thinking  or  psychology?  Is  that  different 
way  of  looking  at  the  situation  one  which  you  would 
reject  out  of  hand,  or  do  you  think  that  it  has  some  truth 
in  it? — — Certainly  I would  not  reject  it  out  of  hand.  I 
would  say  your  analysis  had  very  great  validity,  and  that 
the  fact  that  it  has  such  validity  illustrates  the  great  diffi- 
culty Government  have  experienced  in  bringing  about  an 
alteration  in  the  sort  of  psychological  outlook  on  what  is 
going  to  happen  to  the  economy.  This  illustrates  my  view 
that,  if  you  have  demand  running  in  an  abnormally  strong 
way,  it  is  only  by  a range  of  measures  drastic  in  them- 
selves and  pursued  with  manifest  determination  that  you 
can  hope  to  secure  a definite  change  in  the  business  man’s 
outlook. 

3036.  Suppose  .that  what  you  say  is  so,  may  it  not  follow 
that  such  ^ect  as  interest  rates,  and  Bank  Rate  in  par- 
ticular, may  have  must  be  looked  for  not  so  much  in  their 
symbolic  character  or  psychological  effect  as  in  the  ex- 
pensiveness which  their  absolute  level  at  any  time  carries 
with  dt.  It  is  not  'that  the  Rate  makes  rthe  business  man 
wonder ; it  is  that  it  actually  makes  him  watch  his  pcM±et 
at  five,  six  or  seven  .per  cent.?  That  is  turning  the  whole 

doctrine  round ; do  you  disagree? neither  agree  or 

disagree.  I think  that  at  the  margin  the  cost  factor  to 
which  you  referred  is  operative  and  does  have  an  effect 
on  his  judgment.  I would  not,  however,  want  to  dismiss 
because  of  that  the  psychological  factor  to  which  I have 
been  referring.  I have  always  felt  that  if  the  economy 
can  be  made  only  marginally  disinflationary  that  would 
have  a quite  impressive  effect  on  business  psychology, 
not  perhaps  so  much,  in  many  fields  at  any  rate,  on  long- 
term investment  plans  (there  I think  the  raising  of  long- 
term interest  rates  is  the  more  effective  weapon),  but  in 
such  matters  as  concern  for  costs,  attitude  towards  wage 
claims,  general  willingness  to  fight  wage  claims  or  nego- 
tiate at  longer  periods  for  wage  claims.  I think  that  the 
experiences  of  the  1952  depression  in  the  textile  and  furni- 
ture industry  showed  that,  and  showed  its  effect  on 
industries  which  were  not  directly  affected  by  the 
depression. 

3037.  Professor  Caimcross:  What  proportion  of  stocks 
in  the  manufacturing  industries  would  you  imagine  to  be 

covered  by  bank  credit:  10  per  cent.? Mr.  Stafford: 

I cannot  answer  that  question.  One  can  only  go  by 
published  balanced  sheets.  Whether  it  would  be  fair  to 
say  that  bank  advances  were  such-and-such  a percentage 
of  total  stock  holdings  I do  not  know,  .but  I think  ffiat 
is  the  only  answer  one  could  make.  I have  not  that  figure 
with  me  but  I could  easily  get  it  for  the  Committee. 

3038.  You  show  figures  in  the  National  Income  Blue 
Book  of  £4,000  millions  for  stocks  and  work  in  progress 
held  in  manufacturing  industry,  and  I think  the  usual 
estimate,  presumably  on  balance  sheet  data,  of  advances 
to  manufacturing  industry  is  in  the  order  of  about  £500 
million;  so  presumably  it  is  roughly  of  the  order  of  10  to 
15  per  cent.? — —Mr.  Stafford:  If  that  is  a legitimate 
calculation.  It  is  very  difficult  to  identify  a particular 
source  of  credit  with  a particular  use  of  credit ; advances 
may  be  used  for  this  purpose  or  that  purpose,  and  may 
not  necessarily  be  available  simply  by  reduction  of  stocks. 

3039.  That  consideration  would  point  to  a lower  propor- 
tion still? ^Yes. 

3040.  You  would  a^ee  that  only  a small  proportion  of 

the  stocks  and  work  in  progress  in  industry  is  carried  on 
bank  credit? As  far  as  we  know. 

3041.  Would  you  agree  that  a higher  proportion  is  carried 

in  distributioD,  particularly  wholesale  distribution? Yes, 

possibly. 
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_ 3042.  Have  you  noticed  if  there  has  been  any  divergence 
in  movements  of  stocks  in  these  two  sectors  as  the  Bank 

Rate  has  changed? ^We  have  not  had  good  information 

about  stocks  in  distribution. 

3043.  Sir  John  Woods:  You  said  that  stocks  had  been 

mounnng  oip  to  the  third  quarter  of  1957.  Could  we 
be  told  what  the  stock  jposition  is  in  volume  and  value 
for  the  third  quarter  of  1957  as  compared  with  the  corre- 
sponding quarter  of  1956? have  not  that  figure  by 

me,  but  I can  very  easily  let  the  Committee  have  it. 

3044.  Professor  Cairncross:  From  the  published  figures 
mere  appears  to  have  been  an  mcrease  of  10  per  cent. — 
Sir  John  Woods:  Is  that  10  per  cent,  in  volume  or  value? 
Sir  Frank  Lee : It  is  measured  in  viue. 


What  is  the  weight  of  “adversely”  there?  Would  the 

sentence  read  the  same  if  you  it  out? Its  only 

weight  is  m relation  to  the  word  “ growth  ” : that  certain 
mdustries.  if  discriminatory  measures  had  to  be  applied 
against  them,  would  grow  less  fast  than  they  otherwise 
would,  and  therrfore  their  growth  would  be  adversely 
affected. 

3051.  Obviously  if  you  discriminate  sharply  against  a 
particular  kind  of  production  you  will  affect  the  growth 
and  pattern  of  investmait ; it  does  not  follow  that  you 

wm  affect  it  adversely? 1 think,  now  I look  at  it.  that 

this  adverb  is  perhaps  unfortunately  placed  there  in  so 
far  as  it  might  be  thought  to  relate  to  an  overall  effect 
on  investment.  It  was  used  more  in  the  sense  of 
distortion. 


3045.  Lord  Harcouri:  Have  you  any  evidence,  or  is  it 
your  experience  in  the  Board  of  Trade,  that  the  shortage 
of  credit  for  the  carrying  of  stocks  has  led  to  any  disposal 
of  capital  assets?  Has  there  been  a marked  tendency  for 
people  to  sell  their  buildings  and  rent  them  back  in  order 

to  provide  the  cash  to  carry  their  stocks? 1 have  heard 

at  most  of  two  or  three  such  cases,  but  certainly  nothing 
which  would  suggest  that  there  is  a marked  tendency. 

3046.  Sir  Oliver  Franks:  You  would  not  think  that  the 
experience  of  insurance  companies  would  show  that  that 
tendency  existed,  because  they  axe  the  sort  of  people  to 
whom,  say,  the  owner  of  a distributive  business  would 
go  to  raise  capital,  to  sell  his  shop  or  whatever  it  may 

for  18  years  purchase,  and  rent  it  back  again? 

They  would  probably  have  more  knowledge  if  there  is 
a general  tendency  that  way  than  the  Board  of  Trade 
There  is  no  reason  why  we  should  know  of  it  unless  we 
happened  to  hear  of  it.  I have  seen  press  reports,  but 
these  cases  have  not  come  directly  to  my  notice. 


3047.  Professor  Cairncross:  Is  the  proportion  of  stocks 
carried  on  bank  credit  higher  now  than  in  the  19th 

century? ^That  would  be  my  impression,  but  it  is  an 

impression  that  is  unsupported  by  any  direct  knowledge. 

30^.  You  referred  to  the  change  in  liquidity,  and  to 
the  efforts  on  the  part  of  some  industries  to  get  out  of 
debt  to  the  banks.  Have  you  given  any  thought  to  the 
change  in  the  operation  of  the  Bank  Rate  here  since  pre- 
war years,  and  particularly  since  an  earlier  period  when 
presumably  a large  proportion  of  bank  money  was  being 

used  to  finance  stocks  in  industry  as  well  as  in  trade? 

I thmk  that  the  factor  of  greater  liquidity  as  well  as  other 
factors  have  combined  to  make  an  advance  in  Bank  Rate 
taken  by  itself  less  effective  'than  was  almost  certainly  the 
case  Uip  to  probably  1914,  and  to  destroy  or  impair  much 
of  the  classical  doctrine  which  I was  taught. 


3049.  Chairman:  We  have  covered  paragraph  3 In 
para^aph  4 your  point  is  that  in  1956  the  boom  was 
certamly  checked.  In  paragraph  6 you  say  that  in 
1957,  althou^  the  general  policy  of  restricting  credit  has 
not  been  relaxed,  the  effect  of  the  monetary  measures 
appears  to  have  become  progressively  less  marked  in  the 
course  of  the  year.  In  paragraph  7 you  come  to  the 
Government  s policy  with  regard  to  increased  production 
for  export.— Mr.  Jones:  How  can  the  Board  of  Trade 
separate  productive  investment  for  export  from  other  in- 
vestment; for  example,  in  the  motor  car  industry? 

TWs  sentence  was  j^ut  in  because  we  were  a^ed  about 
this  particular  questicai  and  I thought  we  had  better  try 
to  .give  an  answer.  But  I hasten  to  say  that  this  sentence 
has  no  real  vahdity  in  my  judgment,  because  it  is  almost 
impossible  lio  identify  productive  investment  specifically 
designed  to  increase  exports,  except  conceivably  in  the  case 
of  one  or  two  firms  who,  like  the  British  American 
Tobacco  Company,  for  instance,  do  no  trade  at  all  in 
this  country.  You  could  argue  that  an  expansion  of  their 
facilities  was  specifically  designed  to  increase  exports ; but 
apart  from  su<h  cases,  I do  not  see  how  you  could  do  it 


3050.  Chairman:  In  paragraph  8,  you  say: 

" The  Board  are  of  the  opinion  that,  when  restric- 
tions of  any  kind  have  to  be  applied  in  order  to 
influence  the  economy,  measures  of  wide  and  general 
application  are  preferable  to  selective  measures  of 
narrow  application  ; the  latter,  by  their  nature,  discrimi- 
nate sharply  against  particular  kinds  of  production, 
and  may  thereby  adversely  affect  the  growth  and  pattern 
of  investment  and  the  channels  of  trade.” 


30500 


3052.  Sir  John  Woods:  You  mean  adverse  to  particu- 
lar kmds  of  production  which  appear  to  have  a large 
growth  potential? — Sir  Oliver  Franks:  Are  you  not  saying 
more  than  that?  I took  this  to  mean  that  the  Board 
of  Trade  were  adhering  to  their  traditional  attitude  of 
nature’s  way”  or  "laissez-faire,”  or  whatever  we 
call  it : that,  if  there  are  .jarticular  restrictions 

unposed  by  Governmental  authority,  of  whatever  kind 
these  orbviously  j^int  by  point  cut  into  the  ordinary 
development  of  things,  and  that  the  ordinary  development 
of  things,  nature’s  way,  tends  to  produce  the  best  results. 

Does  it  mean  that?- ^I  do  not  dissent  from  what  you 

have  said,  but  I think  you  are  placing  more  weight  on 
the  adverb  “adversely”  than  I intended  it  to  have. 


3053.  The  view  which  I took  is  at  least  excused  by 

what  15  said  in  the  next  two  sentences? ^I  do  not  want 

to  dissent  from  it.  It  was  a question  of  the  use  of  the 
word  “ adversely  ” in  the  particular  sentence.  I readily 
accept  that  your  broad  analysis  reflects  not  only  the 
traditional  but  the  present  view  of  the  Board  of  Trade  and 
my  own  view. 


3054.  Mr.  Jones ; Can  we  afford  to  have  normal  develop- 
ment and  “nature’s  way”  without  any  sort  of  pattern 

in  an  economy  like  ours? ^That  is  a very  far-reach- 

mg  question.  In  my  judgment  the  nearer  you  can  get  to 
natural  development  of  the  economy  the  better;  and.  if 
you  have  to  restrain  natural  growth,  you  should  endeavour 
to  restrain  it  by  measures  of  wide  and  general  applica- 
tion, as  we  say  here,  rather  than  by  selective  measures 
chosen  by  gentlemen  in  Whitehall.  I think  I would  qualify 
that  o^y  to  ^s  ^ent:  that  I would  feel  that  Aere  were 
some  industries,  like  the  steel  or  chemical  industries,  of 
such  basic  importance  to  the  economy  that,  if  it  could 
be  shown  &at  the  measures  of  wide  and  general  applica- 
tion to  which  I have  referred,  and  to  which  I have  given 
clear  preference,  were  having  an  unduly  detrimental  effect 
on  such  industries,  then  I would  be  prepared  to  introduce 
some  selective  measures,  e.g.,  the  use  of  investment  allow- 
ances ior  some  such  technique.  Beyond  that  I would  hope 
not  to  have  to  go. 

3055.  What  about  roads  and  road  transport,  having 
regard  to  the  proposed  development  of  a Free  Trade  Area 
and  the  necessity  for  developing  a competitive  position  in 
those  circumstances?  Do  you  not  think  that  involves 
some  pattern,  particularly  at  this  stage  of  our  economy? 

am  very  doubtful  whether  it  would  be  right  to  make 

a selective  judgment  that  you  must  put  an  abnormally 
higher  proportion  erf  our  resources  into,  say,  roads  to 
the  detriment  of  the  growth  of  productive  industry  or  the 
railways. 

3056.  But  would  it  not  be  a good  thing  to  seek  to 
ascertain  what  our  resources  could  be  and  how  best  their 
investment  and  use  could  serve  the  economic  wellbeing 

of  the  country? ^If  I believed  that  you  could  get  an 

overall  investment  plan  operated  by  people  of  undoubted 
vision  and  wisdom  I would  agree  with  that  concept ; it 
is  because  I am  sceptical  whether  such  a plan  can  be 
achieved  that  I prefer  the  approach  that  is  summarised  in 
paragraph  8 <rf  this  paper. 

3057.  I am  not  thinking  so  much  in  terms  of  infalli- 
bility of  judgment.  I think  you  would  be  bound  to 
make  some  provision  for  that.  But  what  about  planning 
■fee  economy  to  a greater  degree  than  you  are  visualising 

in  the  first  sentence  of  paragraph  87 ^To  some  extent 

of  course  the  economy  has  to  be  planned.  The  measures 
which  the  Government  and  Bank  of  England  take  to 
restrain  the  economy  or  alternatively  .to  inflate  the 
economy  are  themselves  examples  of  a plan.  The  whole 
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of  our  taxation  system  ought  in  my  judgment  to  be,  to  a 
larger  extent  than  it  is,  geared  to  the  needs  of  the  economy. 
And  within  that  system,  as  I have  already  implied,  you 
can  appropriately  have  some  measures  of  deHberate  selec- 
tion, as  with  investment  allowances.  But  within  the  con- 
text that  this  paper  is  dealing  with,  the  application  of 
measures  of  restraint,  it  is  my  considered  belief  that  our 
industrial  structure  is  so  complex,  and  the  issues  of  judg- 
ment which  would  be  left  ultimately  to  bureaucrats  to 
decide  are  so  difficult,  that  more  harm  than  good  would 
be  done  by  attempting  such  a selective  system. 

3058.  Chairman:  So  the  preference  for  the  kind  of 
measure  to  be  taken  which  you  speak  of  here  comes  down 
to  your  feding  that  there  is  very  great  difficulty  in  a 
complex  economy  such  as  ours  in  making  decisions  that 

are  right  enough  for  the  purpose? ^That  is  the  strongest 

factor  in  my  mind ; I will  not  say  it  is  the  only  factor, 
althou^  I think  that  on  analysis  the  other  doubts  I have 
probably  all  stem  back  to  that. 

3059.  Professor  Cairncross:  At  the  same  time  you  do 

not  seem  to  feel  as  much  confidence  in  the  rate  of  interest, 
which  is  one  such  measure  of  wide  and  general  application, 
as  you  formerly  did? ^As  I was  taught  to  do. 

3060.  Would  you  feel  perhaps  the  same  necessity  to 
revise  your  view  as  to  other  measures  of  wide  and  general 
application,  and  say  that  some  of  them  are  not  so  powerful 

and  so  effective  as  perhaps  we  were  taught  to  think  ? 

That  may  be  so,  although  I believe  that,  if  we  had  had 
at  an  earlier  stage  in  the  boom  a range  of  measures  of 
the  type  I Mve  indicated,  and  pursued  them  with  resolu- 
tion, ffiose  might  have  been  effective.  Certainly  it  would 
have  been  better  for  the  economy  to  have  proceeded  in 
that  way  than  by  a process  of  selective  restraint. 

3061.  Chairman:  Then  we  come  to  the  Capital  Issues 

Committee.  You  say  that  about  25  per  cent,  in  number 
of  all  the  applications  made  to  the  Capital  Issues  Com- 
mittee are  referred  to  the  Board  of  Trade.  I suppose 
that  people  may  also  come  to  you  and  say : “ We  are 
thinking  of  applying  to  the  C.I.C.  ”? Certainly. 

3062.  Sir  Reginald  Verdon  Smith:  The  Capital  Issues 
Committee  plainly  places  very  great  importance  on  the 
advice  they  receive  from  the  Board  of  Trade  in  these 
cases.  Is  there  an  exhaustive  examination  made  on  further 
evidence  which  may  be  sought  or  brought  to  bear,  or  is 
consideration  given  to  the  application  on  the  merits  of 

the  case  as  it  comes  from  the  C.I.C.? One  of  our 

general  divisions  receives  these  applications.  Their  proce- 
dure is  to  refer  ffiem  to  the  appropriate  production  division 
in  the  Board,  which  has  the  responsibility  for  maintaining 
touch  with  the  industry  of  which  the  particular  firm  is  a 
member,  and  to  ask  for  their  advice  on  the  application. 
The  people  in  the  production  division  will  normally  talk 
to  the  company  itself,  in  an  endeavour  to  get  any  finther 
information  that  it  needs  to  make  a judgment  on  the  appli- 
cation, and  in  particular  to  consider  its  relevance  to  the 
promotion  of  the  export  effort,  which,  as  we  say  in  the 
paper,  is  the  criterion  by  which  these  applications  are 
normally  judged.  The  production  division  reports  back 
to  the  gener^  division,  which  then,  looks  at  the  case  in 
the  light  of  other  judgments  we  have  made  and  formulates 
advice  to  the  Capital  Issues  Committee. 

3063.  Sir  Oliver  Franks:  I suppose  that  the  Board  of 
Trade  have  responsibilities  for  the  greater  part  of  British 
manufacturing  industry  and  are  'therefore  very  interested 
in  the  functioning  of  the  C.I.C.,  qiiite  apart  from  the 
particular  advice  which  the  Board  ^ves  to  the  Committee 
on  particular  occasions.  What  is  the  view  of  the  Board 
of  Trade  about  the  general  functioning  of  ithe  Committee? 
It  ds,  ds  it  not,  a selective  onstrument,  by  its  particular 
dedSLons  affecting  the  prospects  of  particular  companies 
from  time  to  time.  Has  at  been  your  view  that  it  has 
<q?erajted  powerfully  to  the  good  or  not  so  well?  Are 
there  any  general  observations  you  would  like  to  make? 

Fmnkly,  I do  not  (flunk  I am  in  a position  to  make 

a general  judgment  on  the  Capital  Issues  Committee.  Of 
the  4,000  applications  a year  that  it  gets  we  only  see  less 
than  one  quarter,  about  750.  'Many  of  those  are  relatively 
small,  and  the  rest  of  the  field  of  the  Committee’s  opera- 
tions is  completely  hidden  from  us,  except  do  the  extent 
that  they  are  revealed  in  the  press.  I would  therefore  hesi- 
tate to  make  a judgment  on  the  totally  of  its  work.  We 
find  the  act  of  judgment  on  dhe  applications  that  come  to  us 
a matter  of  conriderable  difficulty,  for  precisely  'flie  reasons 


I gave  earlier  in  expressing  my  dislike  of  selective  con- 
itrols : riiat  it  is  extremely  difficult  to  make  a judgment. 
We  have  to  have  a self-given  cidterion:  'is  this  g<»ng  to 
help  broadly  the  export  effort?  Of  course,  every  applica- 
tion we  get  tells  us  that  it  will,  and  then  _we  have  to 
make  a judgment,  which  is  a very  difficult  thing. 

3064.  Chairman:  The  whole  tenor  of  what  you  have 

been  saying  is  that  &at  kind  of  judgment  is  almost  im- 
possible?  1 am  not  dissenting  from  that,  nor  do  I see, 

with  respect,  any  inconsistency  with  what  I have  just  said. 
We  are  obliged  to  help  to  operate  the  C.I.C.  machine. 

3065.  I did  not  wirfi  to  suggest  that  you  were  being 
inconsistent.  You  tell  us  'in  paragraph  10  that  your 
judgment  whether  to  support  an  application  or  not  is  all 
brought  back  to  (the  question  of  its  relation  to  ithe  balance 

of  jayments? Yes  ; that  is  tile  broad  test  that  we  have 

had  to  give  ourselves  in  judging  ithe  cases  referred  to  us. 

3066.  Professor  Cairncross:  Would  this  mean,  to  take 
an  example,  that  a fumituie  factory  which  wished  to  re- 
organise itself  in  a much  more  efficient  way,  but  had  no 
interest  whatever  in  Ihe  export  market  and  (sould  hardly 
be  said  to  be  reducing  importe  mto  this  country,  would 

be  the  right  'to  make  an  issue? ^No ; of  course 

this  test  has  to  be  applied  in  a broad,  and  1 hope  a 
broadminded,  way.  A manifest  economy  in  prpoducti<Bi  or 
distribution  dearly  has  a marginal  effect  on  the  balance 
of  payments.  But  the  fact  that  one  has  to  qualify  the  test 
by  affinitting  'the  marginal  importance  of  such  oases  again 
illustrates  my  general  point  of  the  difficulty  of  judgment 
of  these  cases. 

3067.  Chairman : Why  do  you  feel  under  the  necesaty 
of  'trying  to  relate  them  to  their  contribution  t'O  the  balance 
of  payments?  Might  it  not  in  many  cases  be  impossible 

to  do  so? a matter  of  practical  administration  we 

'have  .to  give  (the  officers  who  deal  with  these  750  cases 
some  guidance  as  to  the  judgments  they  are  to  make,  and 
this  has  seemed  to  us  the  most  sensible  guidance  to  give 
them. 

3068.  Sir  John  Woods:  Could  you  not  give  them  as 

hnother  guide  iShat  the  capital  expenditure  should  be 
judged  materially  to  increase  Itheir  efficiency?  What  is 
wrong  with  ithat? Nolhing  is  wrong  with  it  as  a pro- 

position. I have  an  uneasy  feeling  that,  if  it  were  applied 
as  a pracjtical  critmon,  we  should  find  that  every  case 
was  being  approved. 

3069.  Sir  Oliver  Franks:  But  you  say  that  every  case 

now  assists  the  balance  of  payments,  at  leasit  in  'the  sub- 
mission made  to  you? 1 think  it  is  easier  'to  make  a 

judgment  on  the  bread  test  of  the  balance  of  payments 
than  on  materially  increasing  efficiency. 

3070.  Chairman : It  ss  not  the  'limit  oi  the  function  of 
the  Capital  Issues  CommiStee,  as  I understand  it,  only  to 
consider  whether  a loan  or  raising  of  capital  contributes 
to  the  improvement  of  our  balance  of  payments.  It  has 
a variety  of  tests,  negative  and  positive,  which  it  is 
supposed  to  apply.  It  is  not  the  Board  of  Trade’s  function 

only  to  consider  the  balance  of  .payments,  is  it? ^No ; 

but  it  is  pK'haps  our  primary  concern.  I readily  admit  it 
is  open  to  the  criticism  that  this  is  ptoo  narrow  a test.  I 
can  only  say  ithis  has  been  found  to  be  from  an  adminis- 
trative standpoint  rthe  criterion  by  wltich  subordinate 
officers  are  best  able  to  make  this  judgment,  always  under- 
standing, as  I said  in  .r^ly  to  Professor  Cairncross,  that 
it  is  not  exercised  in  too  limited  and  purblind  a way. 

3071.  Sir  Reginald  Verdon  Smith:  From  paragraph  10 
it  would  then  appear  that  87  per  cent,  of  the  cases  in  a 

recent  period  do  help  the  balance  cS.  payments? Were 

judged  to  help  the  balance  of  payments. 

3072.  Professor  Sayers:  And  that  this  is  the  kind  of 

criterion  which  allows  you  to  turn  down  13  per  cent.? 

Has  had  the  result  ctf  turning  down  13  per  cent. 

3073.  It  is  sometimes  said  in  the  criticism  of  the  opera- 

tion of  the  control  tha(t  no  reasons  are  given  to  people 
whose  applications  are  refused.  Do  you  give  to  the 
applicants  with  whose  applications  you  arc  concerned  any 
indication  of  the  reasons  why  you  are  not  supporting  their 
applications? ^No. 

3074.  Why  should  they  not  be  given  the  reasons? 

They  should  not  be  given  the  reasons  by  us  because  ours 
is  only  an  advisory  function.  The  ultimate  decision, 
which  may  be  taken  on  broader  grounds  than  Board  of 
Trade  advice,  is  taken  by  the  Treasury. 
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3075.  Is  there  anything  in  the  nature  of  your  grounds 
for  advising  against  a case  which  would  seem  to  make 
disclosure  inadvisable,  so  far  as  your  cases  are  concerned? 
No,  not  inadvisable  nor,  I think,  embarrassing  to  us. 

3076.  Chairman:  Does  your  experience  suggest  that  it 
is  a source  of  grievance  that  people  whose  applications  are 
rejected  by  the  Treasury  on  the  advice  of  the  Committee 

do  not  get  reasons  given  to  them? would  have  said 

frorn  my  personal  experience  there  was  a good  deal  of 
bewilderment  and  s<Hne  degree  perhaps  of  resentment,  but 
I think  more  bewilderment  than  resentment. 

3077.  Bewilderment  arising  out  of  the  fact  that  no  ex- 
planation is  given? And  the  apparent  anomalies  that 

A is  chosen  but  B rejected,  when  A and  B seem  similar. 

3078.  Sir  Reginald  Verdon  Smith:  Would  you  happen 

to  know  whether  the  same  criteria  are  adopted  by  odier 
departments  to  whom  the  other  75  per  cent,  of  the 
applications  would  be  referred  by  the  Capital  Issues  Com- 
mittee?  1 suspect,  but  I do  not  know,  that  not  all  the 

75  pCT  cent,  go  to  other  dejaitments.  I imagine  a 
number  are  the  sort  where  the  Committee  do  not  need 
to  secure  advice.  In  so  far  as  they  concern  particular 
industries  with  which  the  Ministry  of  Supply  is  intimately 
connected,  the  broad  criterion  adopted  by  them  is  the  same 
as  ours. 

3079.  Mr.  Jones : Would  it  be  possible  to  transpose  the 
percentages  in  the  first  sentence  of  paragraph  10  into 
amounts?  Have  you  any  idea  as  ;to  fhe  'amounte  of  capital 
involved  in  the  applications  that  were  granted  and  in  those 

that  were  refused? could  get  it  but  I have  not  got 

it  in  my  mind. 

3080.  Lord  Harcourt:  How  many  of  these  applications 
are  discussed  by  the  company  with  your  production  divi- 
sions, before  they  ever  get  formulated  at  all?  Do  com- 
panies come  and  talk  to  you  about  their  plans,  and  consult 
you  and  take  advice  from  you  or  seek  advice,  before  ever 
formulating  a request  to  the  Capital  Issues  Committee? 

It  is  not  possible  to  give  you  any  precise  statistical 

answer  to  that ; the  things  merge  into  one  ano^CT.  A 
great  many  companies  talk  to  us  about  their  investment 
plans  and  we  encourage  them  to  do  so.  At  points  in  that 
discussion  the  question  of  how  those  plans  are  to  be 
financed  comes  up,  and  they  will  no  doubt  say ; “ We 
shall  be  having  to  make  an  application  to  the  Capital 
Issues  Committee ; if  it  comes  your  way  we  hope  that 
you  wiO  back  it  ”,  and  we  no  doubt  make  some  sympathetic 
and  non-committal  murmur  at  that  point.  Then  ttiere  are 
cases  in  which  companies  come  to  us  specifically  before 
they  make  an  a^lication  and  tell  us  about  it,  again  in 
the  hope  of  enlisting  our  understanding  sympathy  and 
support. 

3081.  And  frequently  in  order  to  give  you  a more 

detailed  picture  than  will  go  in  the  application? Cer- 

tainly ; it  is  often  very  useful  to  us  and  to  the  Capital 
Issues  Committee  that  they  should  do  so.  But  I do  not 
want  to  in^ly  that  that  is  done  in  at  all  a large  propor- 
tion of  the  750  cases. 

3082.  Chairman:  You  tell  us  in  paragraph  11  that,  on 

the  evidence  of  the  applications  dealt  wii  by  the  Board, 
the  company  that  wants  to  raise  a small  amount  of  capital 
is  less  likely  to  succeed  in  an  application  to  the  Capital 
Issues  Committee  than  the  company  that  comes  forward 
with  a request  to  raise  a large  sum.  And  in  paragraph  12 
you  say  that  of  the  cases  referred  to  the  l^ard  that 
involve  sums  of  less  than  £50,000  about  a fifth  are  rejected 
and  of  those  involving  larger  sums  about  a tenth  are 
rejected.  That  sounds  an  important  point ; but  ^ere  may 
be  a perfectly  innocuous  explanation.  Are  the  applica- 
tions for  larger  sums  likely  to  be  better  weeded  out? 

The  second  sentence  of  paragraph  1 1 (a  somewhat  cynical 
sentence)  is  of  substantial  importance  here.  Our  ex- 
praience  is  that  bigger  firms  are  more  able  to  put  cases  to 
the  CommittM  which  they  know  are  going  to  succeed, 
or  are  more  likely  to  succeed,  and  to  refrain  from  putting 
in  hopeless  starters. 

3083.  It  may  also  be  put  rather  less  conveniently,  that 
they  can  get,  because  they  can  pay  for,  more  persuaave 
advocates  who  are  able  to  present  their  case  in  a more 

persuasive  way? ^That  could  be  so ; but  without  greater 

knowledge  of  the  Committee’s  proceedings,  I could  not 
make  a judgment  on  the  extent  to  which  persuasive 
advocacy  plays  a part  in  their  decisions. 

30500 


3084.  Professor  Cairncross:  But,  as  you  say  in  para- 

graph 12,  in_  some  -ways  it  would  be  in  the  interests  of 
the  country  if  the  big  firm  did  not  have  this  advantage 
over  the  small  firm,  because  the  small  firm  would  have 
difficulty  in  coming  back  later  and  the  large  firm  generally 
has  other  opportunities? Certainly. 

3085.  Chairman:  In  paragraph  13  you  draw  attention 
to  the  continuing  high  liquidity  of  business  since  ffie  war 
and  the  differraice  in  the  percentage  of  profits  distributed, 
from  60  per  cent,  before  the  war  to  roughly  30  per  cent, 
since. — Sir  Oliver  Franks : Do  you  consider  that  the 
phenomena  to  which,  you  draw  our  attention  in  these 
paragraphs  together  constitute  a major  difference  in  fact, 
and  therefore  a major  new  circumstance  with  which 
policy  has  to  deal  in  the  general  management  of  the 
economy?  It  seems  to  me  that  it  is  at  least  possible  to 
argue  that  this  change  in  the  liquidity  of  companies  in  its 
effects  on  other  actions  that  may  be  taken  makes  a differ- 
ence in  principle  to  the  effectiveness  of  monetary  policies. 

Would  you  go  as  far  as  'that  or  not? “ Highly  agnifi- 

cant  ” I_  would  certainly  accept ; I think  l probably  would 
accept  “ major  It  is  no  more  than  a difference  of 
emphasis  between  us,  if  indeed  there  is  any  difference  of 
emphasis. 

3086.  Professor  Cmrncross:  Some  of  this  evidence 
realty  does  substantiate  the  claim  that  there  has  been  an 
increased  amount  of  self-financing ; but  a large  part  of 
the  change  referred  to  in  paragraph  14  is  surely  due  to 
the  higher  taxation  which  you  refer  to  in  the  last  sen- 
tence, and  another  part  is  due  to  file  need  to  make  higher 
allocations  to  cover  renewals  because  of  the  increased 
cost  of  equipment.  Similarly,  in  paragraph  15,  the  rise  in 
the  proportion  of  turnover  allocated  to  reserve  is  partly 
offset  by  the  rise  in  the  cost  of  equipment  and  renewal, 
So  far  as  that  is  so,  there  is  no  increase  in  self-financing ; 
it  simply  means  that  you  need  more  money  to  carry  on 
doing  what  you  were  doing? — Certainly ; as  we  say  in 
^agraph  16:  but  I think  Siat  over  and  above  the  need 
for  that  additional  finance  there  is  a greater  desire  to  do 
self-imancing,  and  therefore  a determination  to  have 
additional  funds  available  for  that  purpose,  and  to  have 
a greater  measure  of  independence  of  banks  and  other 
financial  institutions. 

3087.  Is  this  also  in  part  a hangover  from  the  post-war 
years?  Companies  ended  the  war  with  a large  liquid 
reserve  which  they  have  run  down  gradually,  but  per- 
haps they  have  got  into  the  way  of  wishing  to  keep  clear 
of  bank  advances,  tbou^  they  may  not  necessarily  succeed 
in  the  long  run_  in  doing  it,  particularly  while  money  is 

tighter? 1 think  that  is  an  element  there.  As  to  the 

extent  to  which  they  will  be  able  to  maintain  that  posi- 
tion, I agree  tiiat  that  must  be  affected  by  more  stringent 
financial  conditions. 

3088.  Professor  Sayers:  If  one  goes  back,  not  over  ten 
or  twenty  years,  but  over  fifty  years,  is  there  any  reason 
at  all  to  suppose  that  there  is  more  or  less  reliance  on 

self-finance  now? Mr.  Stafford : I do  not  think  there 

is  any  statistical  information  available,  over  the  whole 
of  industry. 

3089.  Was  there  not  fifty  years  ago  a very  large  pro- 
portion of  firms  that  would  not  have  dreamt  of  going  to 
ffieir  bankers  for  help?  If  we  are  comparing  the  way 
in  which  Bank  Rate  and  other  monetary  weapons  are  to 
operate  as  compared  with  pre-1914,  is  there  any  reason 
to  suppose  there  is  a substantial  and  relevant  change  in 

this  particular? would  have  thought  not  if  one 

went  back,  say,  seventy  or  eighty  years  rather  than  fifty 
years ; one  mi^t  have  found  even  the  new  issues  market 
much  less  important  than  it  is  today.  But  I have  no 
real  knowledge  of  this. 

3090.  Lord  Harcourt:  Am  I right  in  believing  that’ 
English  companies  have  consistently  in  the  last  ten  years 
distributed  a much  smaller  proportion  of  their  income 

than  American  companies  do? Sir  Frank  Lee : I think 

that  is  true. 

3091.  Professor  Cairncross:  You  mean  of  profits  after 

tax ; as  a proportion  of  gross  profits  my  recollection  is 
that  ffiere  was  not  a great  deal  in  it? 1 do  not  know. 

3092.  Chairman:  In  paragraph  16  you  draw  attention 
to  the  increased  importance  of  self-financing  as  being  a 
European  and  not  merely  a United  Kingdom  phenomenon. 

I am  not  quite  sure  how  far  that  allusion  takes  us ; does 

Q4 
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it  mean  that  in  fact  there  is  a greater  measure  in  some 
countries  of  Europe  of  self-financing  in  industry,  or  that 
it  is  a thing  which  other  conditions  which  you  mentioned 
are  likely  to  produce? 1 ithink  both  are  true. 

3093.  Then,  in  paragraph  17  you  say: 

"The  Board  have  themselves  rarely  received  com- 
plaints from  firms  that  they  are  unable  to  find  the 
money  for  extmsions  and  development.  Complaints 
have  been  rather  about  difficulties  and  delays  in  obtain- 
ing buildings,  raw  materials,  plant  and  machinery.  This 
is  further  evidence  that  finance  has  not  generally  been 
the  limiting  factor  in  the  planning  and  execution  of  new 
devdopments.” 

And  then  you  go  on  to  say  there  is  no  observed  difference 
as  far  as  you  know  between  large  and  small  firms  in 
that  relation. — Professor  Cmrncross'.  You  make  an  im- 
portant reservation  ffiere,  when  you  say: 

“ . . no  doubt  the  small  and  unknown  firm  may 
find  the  going  harder  in  borrowing  money  than  the  large 
and  well-established  concern.” 

Some  of  these  small  and  unknown  firms  may  be  on  to  a 
new  development  which  in  the  long  run  could  be  of 
major  importance  in  industry.  So  if  some  of  these  firms 
f^  by  the  wayside  it  might  have  a substantial  effect  on 

British  industry ; do  you  think  this  is  so? ^In  so  far  as 

We  have  evidence,  which  is  partly  derived  from  the 
experience  of  the  Committee  of  the  Revolving  Fund  for 
Industry,  and  partly  from  reports  from  and  contacts  with 
our  regiond  controllers  and  people  in  the  region,  I wotild 
have  doubted  whether,  save  in  the  exceptional  case  of 
the  mute,  inglorious  Nuffield,  as  it  were,  who  may  be 
unable  to  get  money,  there  are  real  grounds  for  appre- 
hension here. 

3094.  You  do  not  feel  there  is  a gap? No. 


3095.  It  is  put  to  me  very  often  that  the  disappearance 
of  the  rich  patron  of  the  small  man  has  meant  that  the 
craftsman  (I  am  not  going  higher  than  that)  today  who 
has  literally  no  money,  or  very  little  money,  cannot  now 
hope  to  m^e  a start.  Do  you  think  that  is  not  necessarily 

true  or,  if  true,  not  necessarily  important? ^I  would 

not  say  that  one  could  not  find  cases  where  it  is  true ; 
I doubt  whether  it  is  true  overall.  And  I think,  as  I say, 
ffiat  the  availability  of  hire-purchase  credit  for  capital 
equipment,  the  willingness  of  suppliers  to  give  credit, 
and  the  ability  of  small  firms  to  obtain  financial  assistance 
from  relatives  or  friends,  constitute  evidence  that  there 
is  not  any  gap  of  serious  significance. 

3096.  Is  the  rate  of  introduction  of  technical  innovations 
as  rapid  in  this  country  as  it  is,  say,  in  the  United  States? 
If  it  Is  true  that  nobody  is  held  up  by  finance,  it  becomes 
important  to  know  whether  we  are  making  as  much 
progress  as  the  other  countries  in  new  ideas,  or  whether 
there  is  some  other  obstade.  Have  you  any  views  on 

that? ^That  is  a very  broad  question.  I think  that  in 

a great  many  important  fields  we  are  not  behind  the 
United  States  at  all,  but  perhaps  even  ahead  of  them  in 
some  of  our  major  industries.  In  other  fields  we  are  not 
as  advanced  in  the  adoption  of  new  technical  knowledge 
and  processes.  I think  that  the  primary  reason  for  that 
is  not  the  inability  to  find  finance,  but  rests  partly  in  the 
field  of  technical  education  and  partly,  I would  have  said, 
in  the  fidd  of  management ; very  largely  in  the  field  of 
management  in  the  case  of  small  businesses.  I would  have 
said  ffiat  a great  many  small  managements  in  England 
were  more  allergic  to  change,  to  bringing  new  processes 
in,  than  their  counterparts  in  the  United  States. 

3097.  So  you  would  not  lay  the  emphasis  on  finance 

as  the  obstacle? 1 would  not. 

Chcdrman : I think  this  would  be  a convenient  time  to 
break. 


(Adjourned  until  2.15  p.m.) 


• Sir  Frank  Lee  and  Mr.  J.  Stafford  further  examined. 


3098.  Chairman:  Para^aph  18  and  19  are,  I think, 
partly  the  published  material  whidi  you  have  c^ed  upon 

in  support  of  what  you  have  been  saying  earlier? 

Sir  Frank  Lee : Yes,  Sir. 


3099.  On  paragraph  20  I think  you  have  probably 
gathered  the  question  which  was  in  our  minds.  You  say : 
“ The  Board  have  no  reason  to  think  that  any  large  part 
of  the  great  increase  in  investment  in  recait  years  has 
been  wasteful  or  expended  on  objects  of  little  or  no  im- 
portance to  the  nation.”  Then  you  go  on  to  paragraph 
21 : “ Any  attempt  to  say  which  kinds  of  investment 
are  ‘ good  ’ and  which  are  ‘ bad  ’ must  involve  some  kind 
of  judgment  of  which  things  are  of  importance  to  the 
nation  and  which  are  not”.  Then  we  pass  to  Part  II,  on 
Statistics,  in  which  you  set  out  what  you  are  dm'Tig,  -what 
gaps  there  are  that  you  would  like  to  fill,  and  what  the 
prospects  of  filling  them  a,re.— Professor  Sayers:  Some 
references  are  made  to  the  considerable  advance  the  Board 
of  Trade  has  made  in  the  collection  and  publication  of 
statistics  in  the  last  ten  years  or  so.  I wonder  whether 
the  Board  could  tdl  us  what  the  experience  has  been  in 
approaching  business  men  for  statistics.  It  does  seem  to 
me  important  that  there  should  be  an  advance  in  our 
financiil  statistics  comparable  to  this  advance  there  has 
been  in  the  more  general  production  of  statistics,  and  it 
would  be  very  usrful  for  us  to  know  how  far  the  Board  has 
encountered  serious  resistance  on  the  part  of  business  men, 
•and  what  methods  it  has  found  the  most  efficacious  to 

gain  assistance? ^Perhaps  I could  answer  that  in  a 

general  way,  and  Mr.  Stafford  could  supplement  it  if  he 
feels  it  desirable  in  any  particular  way.  Our  general 
experience  is  that  we  have  had  a very  encouraging  and 
favourable  response  from  the  business  firms  whom  we 
have  approached  with  requests  which  we  have  made  for 
additional  statistical  material.  We  have  had  in  reserve 
wmpulsory  powers  given  us  by  the  Statistics  of  Trade 
Act  which  was  passed  after  the  war  but,  although  we  are 
^mg  that  Act  in  some  fields,  we  have  hitherto  been  able 
to  coll^  statisfics  that  we  required  by  voluntary  agree- 
ment with  the  industries  concerned.  Certainly  for  my  part 


I would  like  to  say  how  greatly  we  have  appreciated  the 
co-operation  of  industry  in  this  matter. 

There  are  two  reservations  that  I must  make  to  that. 
The  first  is  that  we  have  been  at  pains  not  to  press  industry 
hardra"  than  we  think  they  should  reasonably  be  pressed, 
because  we  have  valued  the  giving  of  statistics  on  a volun- 
tary basis  rather  than  having  to  operate  compulsory 
powers.  In  a fairly  wde  part  of  the  field,  where 
we  have  made  an  advance  it  has  been  by  feeling  our  way, 
fay  taking  a sample,  by  personal  approaches  to  the  chair- 
men of  the  companies  concerned,  and  then  by  widening 
those  approaches  when  opportunity  offers.  It  has  been 
d<5ne  on  a f^ly  selective  basis  and  with  the  express  chject 
of  maintaining  the  co-operation  of  industry  and  not,  as  I 
say,  pressing  industry  inordinately.  The  second  reserva- 
tion is  that  in  a great  many  cases  I think  that  industry 
have  shown  themselves  prepared  to  co-operate  with 
Government  because  they  feel  that  they  have  been 
approached  with  tact  and  forbearance,  and  because  they 
have  sensed  •fiie  importance  from  the  national  standpoint 
of  the  additional  statistical  coverage  that  we  are  endeavour- 
ing to  secure,  rather  than  because  they  have  sensed  the 
benefit  of  those  statistics  to  themselves.  In  this  I think 
there  is  a substantial  difleroice  between  their  attitude  and 
some  of  their  counterparts  in  the  United  States.  It  was 
a point  wiuch  Sir  Reginald  Verdon  Smith  brought  out  in 
the  Committee  over  which  he  presided,  which  was  asked 
to  consider  our  future  arrangements  for  the  census  of 
IM-oduction  and  distribution,  and  what  should  be  the  kind 
of  measure  of  our  effort  in  fliose  censuses.  They  produced 
a report  which  gave  a great  deal  of  suppOTt  and  enoourage- 
m^t  for  what  we  were  trying  to  do,  but  frankly  said  that 
this  was  ahead  of  its  time  in  so  far  as  the  ganer^ity  of 
industrial  opinion  which  they  had  consulted  would  have 
testified.  They  were  prepared  to  accept  it  as  being  not 
necessary  for  their  own  purposes  but  broadly  desirable  for 
the  purposes  of  the  State. 

3100.  Professor  Cairncross:  On  paragraphs  26  to  29, 
do  you  obtain  figures  of  sales  of  particular  goods,  such 
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as  furniture,  'by  retail  businesses  adopting  hire  purchase 
arrangements,  to  set  alongside  similar  sales  by  retail 

businesses  not  adopting  hire  purchase  arrangements? 

Mr.  Stafford:  No,  we  do  not  collect  figures  of  sales  of 
particular  commodities.  We  collect,  for  instance,  figures 
of  cash  sales  of  furniture  shops  and  figures  of  sales  on 
hire  purchase  terms  made  by  furniture  shops,  whether  of 
furniture  or  of  other  things  that  are  sold  in  furniture 
shops. 

3101.  Are  you  not  able  in  respect  of  any  of  the  com- 
modities which  feature  in  hire  purchase  to  compare  cash 
sales  against  credit  sales? — -Not  for  individual 
commodities. 

3102.  So  that  you  are  not  able  from  such  data  to  check 

the  effect  of  changes  in  hire  purchase  terms? In  effect 

I think  we  oan,  with  the  information  that  we  get.  I 
think  it  is  a fair  inference  that  the  sales  of  furniture  shops 
very  largely  reflect  the  experiaice  of  furniture  sales, 
though  the  furniture  shop  will  sell  a certain  amount  of 
electrical  goods  as  well  as  furniture  as  a sideline.  There 
is  enough  specialism  in  the  retail  trade  to  allow  one  to 
identify  the  broad  effects  of  various  measures  of  control. 

3103.  It  sometimes  looks  as  if,  when  the  hire  purchase 
restrictions  are  tightened,  there  can  be  a switch  of  custom 
in  favour  of  businesses  dealing  in  cash.  Is  this  something 
which  you  have  been  able  to  detect  from  your  figures? 

— Yes,  we  compute  the  percentage  of  trade  done  on 
hire  purchase  terms  so  that  we  can  watch  a movement  from 
hire  purchase  transactions  to  cash  transactions. 

3104.  Not  from  shop  to  shop? ^The  shops  that  report 

to  us  their  hire  purchase  sales  also  report  to  us  their  cash 
sales,  so  that  in  the  panel  of  reporting  shops  we  can 
watch  changes  in  between  cash  business  and  credit  business. 

3105.  Are  you  satisfied  that  'the  information  you  have 
on  hire  purchase,  or  will  have  once  the  present  poposals 

are  implemented,  is  adequate? Not  wholly  adequate, 

I think.  Certainly  the  information  that  we  have  and  >ibali 
have  on  the  hire  purchase  business  of  financial  houses  is 
adequate.  For  the  most  part  I flunk  the  information 
collected  from  retailers  is  good,  but  CMtainly  could  be 
improved.  It  is  difficult,  of  course,  to  obtain  a com- 
pletely representative  sample  of  reporting  retailers.  For 
some  kind  of  businesses  the  sample  is  less  good  than  we 
should  like  it  to  be,  but  we  are  doing  what  we  can  to 
make  good  the  deficiency. 

3106.  For  example,  are  you  able  to  distinguish  between 
secondhand  and  new  motor  car  business  on  hire  purchase? 

— Yes.  Hire  Purchase  Information  Ltd.  make  the  dis- 
tinctiion,  and  give  figures  month  by  month  of  hire  purchase 
transactions  in  new  and  in  secondhand  cars,  commercial 
vehicles  and  so  on,  separately. 

3107.  Professor  Cairncross:  On  investment  statistics 

(paragraphs  35  to  40)  you  now  collect  data  about  the 
plans  of  manufacturing  companies  for  future  fixed  invest- 
ment. Do  you  know  whether  any  attempt  is  made  in 
the  public  sector  to  aggregate  the  anticipated  future  ex- 
penditure on  investment  of  local  authorities,  public  cor- 
porations and  so  on,  not  necessarily  for  publication? 

Sir  Frank  Lee : The  Treasury  do  that  centrally. 

3108.  On  a similar  basis? On  as  similar  a basis  as 

is  approjffiate:  they  get  a forward  projection  of  plans 
and  aggregate  the  figures. 

3109.  This  information  is  not  published? ^No. 

3110.  Would  you  consider  it  desirable  to  publish  that 
information?  Do  you  see  any  objection  to  publishing 

it? ^As  far  as  the  Board  of  Trade  are  concerned  I 

would  see  no  objection  to  publication ; but  it  is  not  a 
matter  for  which  I have  any  direct  responsibility. 

3111.  Have  you  fotmd  that  the  information  you  collect 
about  planned  capital  expenditure  is  borne  out  by  actual 

expenditure? Mr.  Stafford:  Tolerably  well,  I think. 

Our  experience  of  his  is  limited  to  the  experience  of 
just  a few  years,  but  the  movements  have  been  in  the 
expected  direction ; when  the  figures  of  expected  expendi- 
ture have  shown  an  increase  the  actual  figures  have  gone 
up  also,  and  not  dissimilarly.  How  far  the  figures  of 
expected  investment  would  be  reliable  in  a period  of 
greater  uncertainty,  when  things  were  more  near  to  an 
equilibrium,  is  a matter  for  question.  Certainly  the  figures 
for  individual  companies  show  VCTy  wide  variations  indeed 


between  expectations  and  actuality.  It  is  the  experience 
of  America  and  Canada  too,  that  the  total  somehow 
behaves  more  predictably  than  .the  individual  components. 

3112.  Chairman:  Do  they  adjust  ttieir  figures  at  all 
rapidly?  I suppose  they  give  you  in  good  faith  estimates 

based  on  fairly  long  terra  plans? We  only  ask  for  an 

estimate  for  the  next  year  ahead. 

3113.  I appreciate  that;  but  probably  that  is  extracted 

from  a plan  which  covers  a number  of  years? 1 am 

not  sure ; in  the  case  of  some  companies,  probably  not. 
I think  there  is  probably  a distinction  between  a long 
term  investment  plan  and  the  financial  assessment  for  the 
ensuing  calendar  year,  and  there  are  two  different  pieces 
of  information ; but  that  is  only  my  impression. 

3114.  Professor  Cairncross:  In  paragraph  38  you  make 

clear  that  you  do  not  cover  flie  whole  of  the  private 
sector  in  this  figure  giving  the  forecast  of  future  capital 
expenditure,  but  that  you  do  intend  to  try  to  cover  dis- 
tribution. Have  you  any  intention  of  going  on  to  include, 
let.  us  say,  private  building  and  other  elements  in  fixed 
capital  expenditure  in  the  private  sector,  such  as  the 
private  dwefling  houses  built  by  private  persons  for  their 
own  use? ^No,  we  have  no  mtentioa  doing  ffiat. 

3115.  You  would  not  propose  to  issue  a forecast  for 

the  whole  of  the  private  sector? Sir  Frank  Lee:  I 

suppose  that  if  were  were  asked  to  do  that  as  a matter 
of  Government  policy  we  would  be  prepared  to  do  it. 
We  have  hitherto  been  dealing  with  the  field  for  which 
we  can  be  regarded  as  responsible.. 

3116.  Professor  Sayers:  Mr.  Stafford  said  just  now  that 

the  experience  had  been  that  the  planned  figures  and  the 
realised  figures  had  moved  in  the  same  direction  as  each 
other  every  time.  The  instructiveness  of  that  conclusion 
depends  on  the  movement  of  the  figures  at  the  time.  Is 
it,  for  example,  the  fact  that  the  figures  of  actual  ex- 
penditure have  gone  up  consistently,  and  therefore  that 
the  planned  figures  have  gone  up  too,  or  have  they  some- 
times gone  down? Mr.  Stafford:  No,  we  have  been 

working  on  a rising  curve.  That  was  the  reason  for  my 
qualification. 

3117.  People  have  been  saying  each  year  that  it  is 

going  to  be  bigger,  and  each  year  it  has  been  bigger ; 
that  has  been  your  experience? ^Yes,  with  the  excep- 

tion that  the  early  forecasts  we  got  last  May  for  the 
year  1958  forecast  a slight  faU,  I ffiink,  of  five  per  cent. 

3118.  But  for  every  occasion  on  which  you  have  been 

able  to  compare  the  planned  and  realised  figures,  the 
movement  has  been  upward  as  compared  with  previous 
variations? Yes. 

3119.  Professor  Cairncross:  So  now  for  the  first  time 
you  are  about  to  have  a test  case  where  there  has  been 
a change  of  trend  in  expectations,  and  you  can  soon  begin 

to  compare  it  with  re^i^  figures? Subject  to  the  fact 

that  we  are  now  receiving  final  figures  of  expectations 
for  1958,  and  the  change  of  trend  may  not  be  confirmed 
by  the  revised  figures,  that  is  so. 

3120.  Professor  Sayers:  We  may  be  going  into  a much 

more  severely  testing  period  for  your  figures? ^Yes. 

3121.  Would  what  appears  to  be  emerging  from  the 
revised  figures  for  expectations,  which  you  are  getting  in 

now,  confirm  the  view  that  ffiere  would  be  a fall? Mr. 

Stafford : I am  not  in  a position  to  answer  that  question 
at  this  moment;  perhaps  in  three  weeks  or  so  we  could 
give  an  answer  if  you  would  Hike  to  have  k.— Chairman: 

I should  like  to  know.* 

3122.  Professor  Cairncross:  On  the  figures  which  you 
are  now  engaged  in  compiling  from  the  accounts  of 
public  companies,  do  you  make  a special  effort  to  trace 
the  movement  in  liquidity  of  these  companies  through 
time?  Is  this  one  of  the  elements  to  which  you  attach 

importance? 1 do  not  think  one  could  call  it  a special 

effort : but  movements  dn  flie  liquidity  position  are  thrown 
up  as  part  of  the  analysis. 

3123.  In  the  general  sense  that  you  get  data  on  hold- 
ings of  cash  and  marketable  securities  together? — ~ 
Separately,  I think.  In  the  great  majority  of  balance  sheets 
marketable  securities  are  separated  from  cash ; in  so  far 
as  that  is  so  the  figures  are  given  separately  in  our  analysis. 

3124.  But  you  do  not  pursue  the  holdings  of  market- 
able  securities  further  than  the  balance  sheets  permit,  hy 

• See  Appendix  to  Minutes  of  Evidence. 
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trvine  to  discover  exactly  what  marketable  securities  in- 
dustry holds? No,  this  is  entirely  an  analysis  of  pub- 

lished balance  sheets. 

3125.  This  information  is  presumably  made  available  to 
other  Government  Departments  and  to  the  Bank  ot 
England? Sir  Frank  Lee:  Yes,  and  it  is  published. 


3126.  How  far  ibehind  are  you  in  the  analysis  of  balance 
sheets’’'  What  is  the  normal  lag  between  the  analysis  con- 
ducted and  the  year  to  which  figures  will  then  rrfer?-— 
Mr.  Stafford:  When  we  surmount  these  early  diflioulties 
and  arrears,  we  shall  run  something  less  than  a year  late. 


3127.  You  do  not  feel  you  could  do  even  better  with 
the  quarterly  balance  sheets  you  envisage  in  paragraph  33? 
Mr.  Stafford:  We  are  not  really  envisaging  quar- 
terly balance  sheets  in  paragraph  33  ; we  are  saying  how 
nice  it  would  be  if  there  were  such  tUngs.—Sir  Frank  Lee : 
That  is  an  aspiration. 

3128.  Do  you  feel  ttiat  it  might  ibe  useful  to  supplement 
the  kind  of  sample  analysis  that  you  conduct  on 
investment  intentions  with  a similar  sample  analysis  of 

the  liquidity  position  of  large  public  companies? Mr. 

Stafford:  We  doubt  whether  the  informadon  could  be 
obtained  on  a sufficiently  representative  basis  to  be  worth 
while ; ithat  is,  if  one  were  ihinking  'of  balance  sheets  in 
their  entirety. 


3129.  Professor  Sayers:  When  you  say  you  doubt  it 
could  be  obtained,  do  you  mean  that  you  think  that  the 
firms  you  would  have  to  approach  would  be  very  re- 
luctant to  give  the  information? ^We  think  that  it  would 

be  difficult  except  where  they  extract  the  information, 
and  compile  it  in  the  form  in  which  we  should  require 
it,  for  their  own  uses. 


3130.  Professor  Cairncross:  There  must  surely  be  some 

companies  who  do? Sir  Frank  Lee:  Yes,  as  we  say 

in  the  last  sentence  of  paragraph  33  of  the  report.  But 
whether  that  would  give  us  adequate  coverage  for  a 
sample,  or  whether  the  results  of  that  sample  would  be 
really  valuable,  is  something  on  which  we  are  still 
doubtful. 


3131.  I am  not  mre  if  you  attach  importance  to  this 
or  not ; the  Committee  has  fheen  led  to  'believe  that  it  is 
a matter  of  some  importance  whether  industry  is  becom- 
ing increasingly  liquidor  whether  its  liquidity  is  evaporating. 

and  that  informadon  as  to  this  is  also  important? 

Speaking  for  myself  I do  attach  dmpO‘rtance  to  it ; 
whether  I should  attach  importance  to  a quarterly  assess- 
ment of  the  position  .if  I was  unable  to  trust  the  validity 
the  assessment  is  quite  a different  matter.  Naturally 
if  I cjoidd  have  a quartenly  assessment  which  I I'hought 
was  valid  and  authoritative,  I should  be  glad  to  have  it. 


p32.  Professor  Sayers:  Going  back  to  the  annua 
balance  sheet,  have  you  considered  the  possibility  of  get 
ting  a sample  of  balance  sheets  with  some  further  breal 
down  of  the  assets,  so  that  the  liquidity  of  a samph 

could  be  more  precisely  recorded? Mr.  Stafford:  Fo 

example,  to  get  a sub-analysis  of  the  kind  of  marketabh 
seciuitiM  or  that  kind  of  thing?— Pro/ewor  Cairncross 
PMticuIarly  the  holdings  of  Treasury  Bills— Mr.  Stafford 
^^y^*  attempted  to  do  anything  of  that  kin< 


nn.  Professor  Sayers:  Would  there  he  any  difficul 
about  that?— Sir  Frank  Lee:  In  this  work  we  ha’ 
t^en  over  the  pattern  started  by  the  Naitional  Institu 
Research,  and  have  hitherto  bet 
content  to  follow  ■that  pattern,  believing  it  to  be  a eoc 
about  some  further  breal 
down  of  ffie  ^d  you  suggest  at  all,  and  I should  be  hapi 


“ of  cardinal  impo. 

Board  tO  t 

Board  of  Trade.  Is  it  not  curious  that  analysis  of  tl 
kind  should  rest  mth  the  Board  of  Trade  (althoueh  ’ 
plf than  with  the^ Bai 

of  England? ^It  is  one  of  those  historical  accide 

waSta??K  tilings.  This  wo 

!i  • t.,  yA,!“®.^®tional  Institute  ; we  felt  that  it  w 
should  be  carried  on  and  not  allow 
to  la'pse,  and  we  carried  it  on,  not  with  particular  atia 


because  the  accounts  and  balance  .sheds  of  companies  are 
more  accessible  to  the  Board  of  Trade  through  (he  Regis- 
trar  of  Companies  than  to  other  Dcparlouunts  ; in  a sense 
it  is  a convenient  place  in  which  to  do  this. 

3135.  Sir  John  Woods:  But  the  main  reason,  surely,  is 
an  Wstorical  one,  that  tlte  Board  of  'I'nide,  as  the  father 
and  guardian  of  the  National  Imstitule.  initiated  this  par- 
tioulair  inquiry  and  lent  staff  for  it ; so  it  was  quite  a 
natural  thing  that  the  Board  of  Trade  should  take  it  on? 

Sir  Frank  Lee:  We  have  a double  paternity:  we  are 

the  father  of  the  original  inquiry  with  the  National  In- 
stitute,  and  we  have  a field  of  responsibility,  or  anyway 
of  convenience,  ‘because  of  our  responsibilities  under  the 
Companies  Act. 

3136.  Sir  Oliver  Franks:  Do  the  statistical  people  of 
the  Bank  of  England  go  into  consultation  with  the  De- 
partment of  the  Board  of  Trade  and  see  whether  they 
agree  with  the  basis  on  which  the  samples  arc  constructed, 
and  ithus  determine  the  extent  to  which  they  in  the  Bank 
of  England  will  be  prepared  to  take  the  results  which 
you  find  as  a basis  of  their  own  policy?  - -Mr.  Stafford: 
All  these  statistical  question.s  arc  considered  interdepart- 
mentally, wi'Lh  the  Bank  of  England  consulted  and  able 
to  give  their  opinions.  I cannot  remember  that  we  had 
any  vary  considerable  discus.sion  on  (his  particular  issue. 
In  this  instance  wc  arc  not  in  fact  .sampling:  we  are 
extracting  all  the  information  from  all  the  balance  sheets 
of  the  companie.s  whose  shares  are  quoted  ; so  it  did  not 
arise  in  this  case. 

3137.  Profes.sor  Sayers:  Has  the  Bank  of  England 
shown  great  curiosity  as  to  (he  results  which  you  are 

producing? It  really  would  not  be  possible  us  yet. 

We  are  in  the  very  early  stages,  as  you  know,  and  wc 
publish  our  first  results  this  month. 

3138.  Sir  Oliver  Franks:  If,  for  example,  in  July,  1955, 
the  then  Chancellor  of  the  Exchequer  had  had  a rclulively 
reliable  sample  of  the  liquidity  of  public  companies  at  that 
time,  would  he  not  have  been  able  more  easily  than  he 
perhaps  wa.s  to  judge  about  the  effectiveness  of  the  policies 
thait  he  had  in  mind  to  adopt?  -Certainly. 

3139.  So  'lx>th  reliability  and  nearness  in  lime  arc  very 
important,  'when  you  arc  dealing  nut  solely  with  an  his- 
torical analysis  of  the  situation  but  with  the  analysi.s  of 
something  .so  recent  that  you  wish  to  b.isc  predictions  and 
action  for  the  future  on  ilV—  Sir  Frank  I.rr:  I agree 
with  that. 

3140.  Do  you  feel  that  you  arc  moving  into  a position 
in  which  another  Chancellor  would  Ise  in  a position,  if 
he  cho.se,  to  use  the  information  of  this  suit  which  you 
are  collecting  and  make  it  help  as  a basis  of  policy? 
Yes,  I <To  think  that. 

3141.  Profcs.sor  Cairnvnm:  As  you  say  in  paragraph 
33,  you  are  hopeful  that  there  will  be  cvcnitially  quar- 
terly figure.s  of  pi'ojits  bused  on  sample  companies  and 
derived  from  the  Inland  Revenue'.’  ('hninnan:  What  is 
the  basis  of  the  Inland  Revenue  collection  of  prolits  from 
groups  of  comptmics?  Is  it  to  aid  their  estimates  of 
revenue  for  future  yctirs?  Mr.  Suifford:  No,  it  is 
primarily  an  economic  .statistic,  to  help  m the  compilation 
of  quarterly  national  income  figures  and  changes  in 
economic  conditions  generally.  1 understand  the  Inland 
Revenue  also  obtain  foreca.sts  of  profits  for  budgetary 
purposes. 

3142.  Cninuro-<s:  Ii  is  extremely  tiiincult  to 
kuow  about  the  way  in  which  innovations  arc  taking  place 
m an  economy.  Do  you  make  any  alicmpi  i«i  mcaiiirc  this? 
Have  you  thought  of  any  indices  that  would  throw  light 
on  this  subject?  One  possibility  which  has  heen  pul  to 
me  IS  that  you  -might  ask  the  Bank  of  England  for  data 
on  royalty  payments  to  and  from  the  United  fslates 
•to  show  the  extent  to  which  we  arc  making  use  of  .Ameri- 
can patent.s  and  American  innovations,  compared  to  the 
extent  m which  they  are  making  similar  use  of  ours? 
There  may  be  other  ways  in  which  one  can  approach  the 
pt^t.  Do  you  try  to  keep  yrmr  linger  on  the  rale  of 
t«hnical  innovation  in  any  way?  ,Vir  Frank  Lee:  Wc 
have  not  hitherto  fell  it  possible  to  evolve  any  form  of 
' c ■‘^••tiilar  thing  which  would  be  a v.xlitl  indication 
ot  that  process.  I think  it  is  really  rather  a mailer  of  our 
wajtching  the  economy  as  a whole  fi>r  signs  of  that  len- 
oency  or  its  contrary,  and  trying  to  form  a general 

One  gets  general  evidence  on  (his  from  the 
attitude  of  industry  towards  the  need  for  an  increased 
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tempo  of  investment,  brought  about  by  tie  realisation 
that  labour  is  likely  to  go  on  being  a short  commodity ; 
towards  technical  and  technological  change  ; towards  com- 
petition, as  evidenced  by  its  general  attitude  'towards  say 
the  Restrictive  Trade  Practices  Act  and  similar  arrange- 
ments with  which  that  Act  has  to  deal ; towards  the  pro- 
posals for  the  European  Free  Trade  Area.  Those  are  the 
broad  indications  'by  which  we  seek  to  make  what  is 
admittedly  a broad  judgment  as  to  whether  we  think 
that  industry  at  any  given  time  is  resilient  and  pre- 
pared to  welcome  change  as  an  ally,  rather  than  as 
something  to  be  kept  at  arm’s  length  if  possible. 

3143.  But  the  Board  does  not  attempt  to  inquire  into 
the  exitent  to  which  the  latest  methods  of  production  are 
more  expensive  of  capital  fean  the  previous  methods,  so 
that  you  have  a rising  demand  for  investment  in  industry 

from  that  source? ^No,  we  have  attempted  nothing  of 

that  kind. 

3144.  Chairman-.  Then  we  come  to  Part  III,  on  hire 
purchase  controls.  In  jraragraph  41  you  allude  to  the 
first  form  of  control  which  was  in  operation  from  Feb- 
ruary 1952  to  July  1954  for  a limited  range  of  goods ; a 
qualitative  control  to  take  the  burden  off  the  engineering 
and  metal  industries.  Jn  paragraph  42  you  go  on  to 
the  new  set  of  controls,  introduced  in  February  1955, 
on  consumer  goods  generally ; a quantitative  effort  to 
restrict  consumer  demand.  The  history  of  their  exten- 
sion is  in  paragraph  43  : in  paragraph  44  you  point  out 
that  hire  purchase  is  only  one  way  of  giving  consumer 
credit,  and  there  are  others  which  may  be  resorted  to ; 
having  started  on  the  system  of  controlling  hire  pur- 
chase you  have  had  to  extend  it  to  other  form.?  of  credit 
and  to  simple  hiring  as  well,  in  order  to  prevent  the  control 
being  avoided  altogether.  The  point  of  that  paragraph 
is  that  you  have  to  extend  your  range  once  you  start  on 

this  course? Yes ; although  we  think  we  have  now 

covered  the  whole  necessary  field. 

3145.  Chairman-.  In  paragraph  45  you  say  that  the 
restrictions  are  under  your  control,  and  in  paragraph  46 
that  no  serious  difficulty  is  experienced  in  administering 
it- — Professor  Sayers:  This  control  of  hire  purchase 
credit  has  fallen  to  the  lot  of  the  Board  of  Trade  in  the 
way  these  things  do  fall  to  Government  Departments,  by 
accidents  of  history.  If  the  nation  decided  that  it  wanted 
to  go  on  using  this  kind  of  control  for  purposes  of  broad 
economic  policy,  and  particularly  as  an  adjunct  to  more 
purely  monetary  measures,  do  you  consider  it  would  be 
right  to  leave  this  control  in  the  hands  of  the  Board  of 
Trade,  or  do  you  think  that  it  ought  to  be  administered 

by  the  Treasury  or,  say,  the  Bank  of  England? On  the 

assumption  that  it  would  not  be  a long  term  control, 
and  would  he  not  dissimilar  to  the  present  control,  I 
would  say  ilhat  it  should  remain  with  us,  if  only  because  we 
are  the_  Department  with  the  close.?!  contact  wiUi  both  the 
industries  concerned  and  the  retail  units  concerned. 

3146.  Close  knowledge  of  the  particular  industries  and 

distributive  channels  are  important  in  the  administration 
of  this  control? 1 think  so. 

3147.  Chairman:  In  paragraph  47  you  are  dealing  with 
the  effects  of  the  control ; for  the  year  1956  you  give  the 
total  amount  of  hire  purchase  credit  advanced  as  under 
£270  million.  Then  in  paragraph  48  you  relate  that  to 
total  con-sumers’  expenditure  in  1956;  hire  purchase  busi- 
ness in  the  year  comes  out  roughly  at  about  2 per  cent, 
of  total  consumers’  expenditure? — —On  consumer  goods. 
We  deal  with  capital  goods  in  paragraph  52. 

3148.  Professor  Sayers:  Is  this  percentage  not  likely  to 

increase  over  the  next  decade  or  two? 1 would  think 

that  to  be  so.  It  may  also  increase  outside  the  field  of 
goods  into  the  field  of  services,  though  perhaps  not  as 
noticeably  as  it  has  in  the  United  States. 

3149.  Mr.  Jones:  What  sort  of  services? ^Travel  is 

one ; possibly  even  things  like  hospital  bOls  or  education. 

3150.  Chairman-.  In  paragraph  49  you  point  out  that 
■this  control  lies  in  a narrow  field  so  far  as  the  goods 
affected  are  concerned  ; you  say:  “ About  half  of  “ hard  ” 
furniture  is  sold  on  hire-purchase,  and  about  half  of 
television  sets  and  about  a third  of  radio  sets  are  sold  on 
credit  ” ; and : “ Over  half  of  electric  cookers,  refrigerators 
and  gas  cookers  are  sold  on  hire-purchase  ” ; and  then : 


“ About  a fifth  of  all  new  cars  are  sold  on  hire  purchase ; 
about  two-fifths  of  new  motor  cycles.  The  proportions 
for  used  vehicles  are  fcelieved  to  be  much  higher.” — Sir 
Oliver  Franks:  What  reasons  are  there  for  the  caution 
of  the  words:  “are  believed  to  be  much  higher”?  Do 
you  have  knowledge  which  comes  from  someone  else, 
and  therefore  you  are  not  sure  about  it? — Mr.  Stafford: 
We  know  the  number  of  transactions  in  used  vehicles 
financed  by  hire  purchase,  but  we  have  not  got  the  figures 
of  total  transactions  in  used  vehicles  to  relate  it  to ; so 
this  is  more  a matter  of  common  knowledge  than 
statistical  information. 

3151.  If  it  is  an  impression  rather  than  statistical 
information,  can  you  quantify  the  impression  at  all?  Is 

it  much  higher  than  for  new  cars  and  motor  cycles? 

If  I give  an  answer,  it  will  be  no  more  than  a guess. 
I would  have  ffiought  suibstantially  higher  than  one-fifth 
for  new  cars  ; from  my  own  information  I would  put  it 
at  40  per  cent,  rather  than  20  per  cent.  But  I may  well  be 
wrong. 

3152.  Chairman:  In  paragraph  52  you  say  that,  in  addi- 
tion to  the  consumer  field,  “ there  is  a considerable  hire 
purchase  business  in  respect  of  the  purchase  of  equipment, 
vehicles  etc.  by  business  users.  In  this  sector,  hire- 
purchase  sales  were  probably  between  £120  and  £150 
million  in  1956,  of  which  about  a half  was  for  commercial 
vehicles  and  a quarter  for  industrial  and  farm  equipment.” 
You  relate  that  to  total  expenditure  on  fixed  capital  in 
1956  of  £1,767  million.  “Debt  in  respect  of  hire  purchase 
by  business  users  was  some  £50  million  at  the  end  of 
1956,  after  a fall  of  about  £20  million  during  the  year.” 
In  paragraph  53  you  say  that  the  total  hire  purchase  debt 
at  the  end  of  1956  was  at  about  £380  •miUion,  and  you 
compare  that  with  credit  outstanding  under  other  arrange- 
ments ; bank  advances  £1,930  million,  building  societies 
£1,900  million,  insurance  companies  on  mortgages,  policy 
loans  etc.  £550  million,  and  business  credit  £2,000  million. 
That  is  £6,380  million,  against  your  figure  of  £380  million 

for  hire  purchase? Sir  Frank  Lee:  I did  not  want  to 

make  or  stress  that  particular  comparison.  I put  these 
figures  in  because  I feel  that  the  significance  of  restrictions 
on  hire  purchase  is  often  exaggerated,  in  the  Press  and 
elsewhere,  and  I thought  it  was  desirable  to  try  and  show 
it  in  relation  to  the  other  figures. 

3153.  Sir  Oliver  Franks:  In  very  rough  terms  the  pro- 
portion is  5 per  cent.? It  is. 

3154.  Professor  Sayers:  There  are  other  comparisons 
one  could  make  ; is  not  one  that  the  proportion  of  people 
touched  by  hire  purchase  credit  is  much  greater  than  this 

5 per  cent.?  Tixis  is  very  widespread  credit? 1 do  not 

think  we  have  any  other  statistics  or  impressions  to  help 
us  here. 

3155.  Chairman:  In  paragraphs  54,  55  and  56  you  ask 

the  question  what  would  have  happened  in  the  relevant 
years  if  there  had  not  been  these  restrictions.  You  point 
out  in  paragraph  55  that  you  had  this  drop  by  the  end 
of  1956,  and  you  say  in  paragraph  56  that  that  drop  could 
not  have  come  about  but  for  the  existence  of  the  restric- 
tions ; so  'they  were  within  their  terms  effective? 

Certainly. 

3156.  Then  you  say:  “Since  the  end  of  1956,  hire  pur- 
chase has  been  rising,  mainly  as  a result  of  the  recovery 
and  expansion  in  sales  of  motor  vehicles.”  In  paragraph 
57  you  draw  attention  to  the  fact  that  the  restrictions  have 
serious  effects  on  sales  of  many  classes  of  controlled 
goods.  In  paragraph  58  you  bring  us  to  this  point : what 
happens  to  the  spending  or  possible  spending  which  is 
dammed  up  by  the  hire  purchase  control?  Where  does  it 
go  to?  Have  you  any  information  or  view  as  to  what 

happens  there? In  relation  to  the  purchasers,  we  have 

given  a view  in  paragraph  66,  where  we  have  implied  that 
we  believe  that  the  effect  on  consumer  demand  is  largely 
a once-for-all  effect  following  the  introduction  of  or  a 
major  change  in  the  restrictions. 

3157.  Does  not  that  suggest  that  the  spending  which  is 
dammed  up  by  the  restriction  does  not  go  elsewhere,  but 
is  saved  up  until  the  new  terms  can  be  met  and  then 

starts  again? ^This  is  not  something  which  we  have 

attempted  to  put  to  statistical  proof.  We  assume  that 
some  people  give  up  the  idea  of  buying ; what  they  do 
with  the  money  which  they  would  otherwise  have  expended 
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on  deposits  or  payments  we  do  not  know.  But  we  assume 
that  many  people  go  on  with  their  intended  projects.  They 
have  to  save  more  in  order  to  meet  the  initial  deposit, 
assuming  that  the  initial  deposit  has  bjen  put  up ; that  is 
at  any  rate  a reduced  dissaving,  as  we  have  said  in  para- 
graph 66.  But  as  they  ccune  to  pay  the  whole  debt 
off  the  effect  will  wear  off  until  they  buy  their  next  article 
on  hire  purchase,  unless  we  have  made  the  terms  more 
stringent  in  the  meantime. 

3158.  Professor  Sayers:  A change  in  terms  operates  as 
a once-for-all  change  in  the  amount  of  purchasing  power 
coming  on  to  the  market,  in  the  sense  that  it  is  limited 

to  the  period? ^That  is  what  we  believe  in  the  case 

of  consumers. 

3159.  Sir  Oliver  Franks:  Could  we  just  work  this  out 
with  an  example?  Suppose  that  we  are  dealing  with  the 
acquisition  through  hire  purchase  of  100  units  of  some 
object  and  that  the  down  payment  is  25  per  cent,  and, 
for  the  sake  of  argument,  the  remaining  75  per  cent,  is 
to  be  paid  over  one  year.  Then  the  down  payment  is 
increased  from  25  to  50  per  cent.  Will  you  illustrate  from 

there  on  what  the  once-for-all  effect  is? Mr.  Stafford: 

Substantially  what  happens  is  this.  With  the  more  stringent 
conditions  die  volume  of  purchases  of  these  things  under 
hire  purchase  terms  falls.  That  is  the  immediate  effect. 
Those  people  who  are  going  to  undertake  the  purchase 
in  Ae  future  of  these  things  under  hire  purchase  terms 
begin  to  save  up  in  order  to  get  the  increased  deposit.  In 
the  course  of  time  you  get  then  a volume  of  transactions 
of  hire  purchase  terms  smaller  than  you  had  before.  The 
result  of  this  is  that  the  ratio  between  what  is  borrowed 
in  order  to  undertake  the  new  transactions  and  what  is 
repaid  in  order  to  liquidate  the  debt  under  the  old  trans- 
actions alters ; more  comes  to  be  repaid  and  less  borrowed 
while  the  old  debts  are  outstanding.  So  you  get  a force 
in  the  direction  of  saving  on  two  fronts:  (1)  to  get  the 
higher  deposit,  and  (2)  to  liquidate  the  excess  of  old 
borrowings  over  new  borrowings.  That  goes  on  for  the 
year._  With  any  movement  firom  the  old  to  the  new 
position  you  get  a forced  saving  which  lasts  for,  say,  12 
months  and  then  the  effect  is  liquidated,  and  you  get  into 
a new  position  of  equilibrium  in  which  again  the  totality 
of  consumers’  income,  assuming  for  this  purpose  that  there 
IS  no  saving,  is  being  spent. 

3160.  I was  under  a misapprehension  which  you  have 
corrected ; I thought  that  the  once-for-all  effect  was  con- 
nected with  the  numbers  of  units  sold,  I mean  the  drop 
from  lOO  to  50  and  then  rising  to  75.  In  fact  it  is  not 
to  do  with  the  level  at  which  the  units  are  sold  in  either 
period  ; it  is  to  do  with  this  period  of  time  in  which  there 

is  a total  effect  on  saving  as  you  have  described  it? 

It  is  really  to  do  with  the  level  of  borrowing.  There  is 
one  qualification;  that  before  the  restriction  the  volume 
of  hire  purchase  business  may  have  been  increasing,  in 
which  case  there  is  a sort  of  dis-saving  trend,  that  is, 
people  were  spending  more  than  their  incomes.  After  the 
restriction  you  may  get  on  to  a level  movement,  so  that 
there  is  no  secular  tendency  to  borrow  money  for  these 
hire  purchase  transactions.  That  is  another  effect,  moving 
from  a secular  trend  in  which  people  are  increasing  their 
borrowings  to  a level  movement  in  which  there  is  no  net 
increase  in  borrowing. 

3161.  Professor  Sayers:  Is  there  not  also  another  resi- 
dual effect,  in  the  sense  that  it  is  a permanent  effect  which 
goes  on  after  the  year?  That  is  that  the  ten  million 
people  who  were  having  to  save  up  deposits  are  now 
having  to  save  up  bigger  deposits,  and  the  total  amount 
of  saving  at  any  one  time  is  therefore  bigger,  if  the  amount 

of  buying  is  unchanged? Sir  Frank  Lee:  We  accept 

readaly  that  .the  mere  fact  you  have  a 50  per  cent,  deport 
instead  of  a 25  per  cent,  deposit  forces  .that  degree  of 
saving. 

3162.  That  is  maintained  on  a higher  level  than  before? 

If  sales  are  maintained ; of  course,  it  fends  to  be 

offset  by  a fall  in  the  consumption  of  these  things. 

3163.  Professor  Cairncross:  But  equally  repayments  are 

higher  throughout  the  period  after  the  increase? ^Yes. 

3164.  Chairman:  That  means  that  the  money  comes 
back  again  quicker  to  the  people  who  lend  money  for 

hire  piuchase? ^That  brings  us  to  the  difficult  questions 

on  which  we  can  make  no  real  judgment,  which  are  dis- 
cussed in  paragraphs  63  to  65  of  our  paper,  on  what 
happens  to  the  facilities  that  the  hire  purchase  firms  have  ; 


on  that  we  have  really  no  information.  It  is  a problem 
we  pose,  rather  than  a problem  to  which  we  endeavour  to 
give  an  answer. 

3165.  Professor  Cairncross:  You  must  surely  have  evi- 
dence of  the  effect  of  hire  purchase  restrictions  in  parti- 
cular cases,  of  .the  drop  in  consumption  that  takes  place. 
You  do  not  quantify  that  here.  If  you  take  all  durable 
goods  together,  there  was  an  actual  reduction  in  1956, 
but  of  quite  modest  proportions,  in  consumption,  and 
that  lines  up  with  the  figures  for  hire  purchase  debt  during 
the  year ; but  was  the  impact  more  substantial  in  some 

particular  case? ^Mr.  Stafford  can  give  you  some  figures 

of  the  falls  in  production  and  sales  of  durable  goods.  I 
only  want  to  make  one  reservation,  which  we  make  in 
paragraph  69:  it  is  our  behef  that  in  the  latter  part  of 
1955  and  in  1956  there  would  have  been  falls  in  any  event 
in  the  demand  for  furniture,  wireless  sets  and  domestic 
electrical  equipment,  inespective  of  hire  purchase  restric- 
tions. What  part  of  the  fall  is  due  to  the  restrictions  and 
what  part  of  the  fall  would  have  happened  in  any  event  is 
a matter  on  which  we  can  make  no  judgment ; but  I 
would  not  want  to  deny  that  the  main  reason  for  the  fall 
had  been  the  hire  purchase  restrictions. 

3166.  As  it  is  put  to  us  in  the  evidence  here,  we  are 
left  very  much  in  the  dark  as  to  whether  hire  purchase 
restrictions  effect  any  real  reduction  in  overaU  consump- 
tion, or,  if  I put  it  the  other  way,  whether  there  is  any 
net  increase  in  saving  because  of  the  introduction  of  hire 
purchase  restrictions?  I would  have  thought  this  was  a 

matter  which  cotild  be  tested? 1 think  not  by  us.  We 

can  show  you  that  the  demand  for  the  types  of  goods 
usually  sold  on  hire  purchase  is  directly  and  adversely 
affected  by  hire  purchase  restrictions.  When  you  get  into 
the  wider  question,  whether  the  total  effect  of  these 
measures  has  been  disinfiatiooary,  either  as  regards  the 
money  required  to  finance  those  transactions  on  the  part 
of  the  hire  purchase  firm  or  as  regards  what  the  consumer 
has  done  with  his  money,  you  enter  a field  in  which  we 
can  give  no  sort  of  authoritative  answer,  on  which  we 
have  a good  deal  of  honest  doubt  (as  we  have  tried  to 
express  in  these  paragraphs),  but  in  respect  of  which  we 
hope  the  Committee  will  give  us  some  authoritative  judg- 
ment at  the  end  of  the  day. 

3167.  It  would  be  difficult  for  the  Committee  to  give 
you  any  authoritative  judgment  of  the  impact  on  savings 
of  hire  purchase  restrictions  without  further  data.  If  the 
amount  of  hire  purchase  debt  is  reduced  in  one  year,  as 
you  suggest,  by  £95  million,  then  that  ou^t  to  represeat 
some  reduction  in  consumer  expenditure  relevant  to 
saving,  unless  you  can  establish  that  there  was  no  change 
in  saving  by  ffie  group  of  people  who  normally  deal  in 
retail  hire  purchase  transactions.  I would  have  thought 
that  a sum  of  £95  million  as  an  addition  to  the  saving 
of  that  poup  was  quite  perceptible  and  measureable? 

quite  a^ee  that,  if  you  can  assume  that  the  whole 

of  that  reduction  in  debt  was  a true  saving,  it  is  a sub- 
stantial and  a very  worthwhile  saving.  For  the  reasons 
we  have  already  indicated  we  must  have  some  doubt  about 
that 

3168.  No  sample  survey  has  been  conducted  to  indicate 

movements  in  consumer  saving  at  this  time? Sir  Frank 

Lee:  No.— Mr.  Stafford:  Perhaps  I could  add  something 
here.  I think  there  is  no  question  but  that  the  effect  has 
been  an  increase  in  saving  by  persons.  But  it  is  difficult 
to  get  any  measurement  on  what  was  done  with  the  credit. 
£95  million  less  credit  was  extended  for  hire  purchase 
transactions ; was  the  £95  million  extinguished  or  did  it 
seek  some  other  employment?  It  is  on  that  we  have  no 
evidence  to  give  you. 

3169.  Chairman:  I thought  you  were  uncertain  on  both 
aspects?  You  say  in  paragraph  58 : — 

“Nor  is  there  any  information  about  the  effect  of 

the  restrictions  on  the  spending  habits  of  individual 

consumers.” 

— Sir  Frank  Lee : You  are  ; we  have  no  informa- 
tion. We  have  doubts  on  both  aspects,  but  on  what  has 
happened  to  the  credit  of  £95  million,  we  have  no  in- 
formation ; that  credit  has,  as  it  were,  passed  out  of  our 
purview  into  that  of  the  Treasury.  That  is  why  we  have 
added  the  words  at  the  end  of  paragraph  64: 

“ . . . subject,  of  course,  to  such  other  controls  as 

may  be  in  operation  from  time  to  time.” 
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On  the  other  sdde  I fhink  that  the  fall  in  hire  purchase 
debt  is  partly  reflected  in  a real  saving,  or  a reduced  dis- 
saving, by  persons ; whether  it  is  to  the  whole  extent  is,  I 
think,  open  to  doubt.  It  is  doubtful  how  many  peojie 
^ on  with  the  'transactions,  and  this  to  some  extent  affects 
the  once-for-all  effect  as  described  by  Mr.  Afford ; subject 
to_  the  point  put  by  Professor  Sayers,  that  if  they  go  on 
with  ithe  transactions  the  higher  deposit  represents  a con- 
tinued increased  or  forced  saving  on  their  part. 

3170.  Professor  Cairncross:  Offset  by  .the  fact  that  they 
have  less  to  repay.  You  are  now  putting  emphasis  on  some 
increase  in  linvestment  in  another  direction,  which  is  the 
outcome  of  the  denial  lof  .the  use  of  credi't  for  this 
purpose.  You  must  either  be  able  .to  show  a change  on 

the  side  of  saying  or  on  the  side  of  investment? ^We 

do  not  know  in  the  Board  of  Trade  what  has  happened 
to  the  money  which  otherwise  would  have  gone  to  sustain 
this  amount  of  hire  purchase  debt. 

3171.  You  appear  to  be  expressing  more  scepticism 
about  this  than  about  the  consumers’  behaviour.  Have 
you  some  reason  to  suspect  that  some  ^eoific  form  of 
investment  had  increased  in  direct  consequence  of  the 

hire  purchase  restrictions? ^No.  With  respect,  you  are 

reading  more  into  my  replies  than  I had  intended.  I had 
no  such  devious  or  dark  suspicions  in  my  mind,  because 
I have  realy  no  knowledge. 

3172.  Professor  Sayers:  You  are  just  pointing  out  that 
the  failure  to  lend  in  this  direction  may  have  made  it 
possible  for  other  people  to  indulge  in  riotous  living  or  put 

up  palatial  factories? Perhaps  I may  be  allowed  to 

quote  our  own  words  which,  as  you  will  notice,  have 
careful  reservations  an  them.  We  say  in  paragra^  64 

“ As  a genial  proposition,  if  hire  purdhase  restrictions 
are  imposed  in  a buoyant  economy,  it  seems  likely  that 
these  funds  wall  find  other  outlets,  subject  of  course  to 
such  oither  controls  as  may  be  in  operation  from  time  to 
time.” 

I must  take  my  stand  on  that  admirably  guarded  sentence ! 

3173.  Professor  Ccdrncross:  If  I may  slip  under  the 
guard  for  one  moment,  the  point  we  put  .to  you  is  that 
other  outlets  may  be  completely  U'nimportant  if  those 
outlets  represent  no  more  than  the  acquisdtioa  of  some 
bit  of  paper,  such  as  a Government  security.  The  real 
issue  is  whether  other  outlets  involve  an  increase  of 

effeoldve  demand  in  some  other  direction? ^I  accept 

that,  but  I cannot  tell  you  whether  these  funds  have  been 
expended  in  gilt-edged  or  other  pieces  of  paper  : I do  not 
know. 

3174.  Do  you  regard  .the  cost  of  hire  purchase  in  this 
country  as  reasonable,  or  do  you  fed  that  perhaps  the 
^ect  of  some  of  these  restrictions  has  been  to  increase 
the  oos.t  to  the  consumer  both  in  industry  and  as  a private 

citizen? ^This  is  a broad  question,  which  invites  a very 

broad  judgmmt.  I would  not  have  thought  that  in  g«ieral 
the  cost  of  hire  purchase  in  this  country  was  unreasonable 
though  dn  using  that  word  I am  not  really  quite  aware 
with  what  standard  I am  seeking  to  compare  it  when  I 
say  " unreasonable  ”. 

3175.  Have  you  made  any  comparison  with  American 

costs? ^In  so  far  as  I have  knowledge  of  that  I would 

repeat  that  I would  not  have  thought  that  it  was  unreason- 
able, 'largely  because  I think  there  has  been  effective  com- 
petition dn  'this  field  for  hire  purchase  facilities.  One  or  two 
very  enterprising  people  have  led  the  way  in 
this  field.  The  restrictions  have  probably  tended 
to  make  these  facilities  more  expensive ; but  I do 
not  think  we  have  any  information  on  tiiat  point. 

3176.  Have  you  not  information  about  rates  paid  by 
finance  oompandes  for  the  deposits  they  attract ; we  not 
these  substantially  higher  .than  the  financial  institutions 

like  clearing  banks? The  only  information  I have 

comes  from  advertisement  in  the  press  and  from  private 
knowledge.  I do  not  think  that  information  comes  from 
any  statistics  or  information  that  we  oohect  officially. 

3177.  Professor  Sayers:  Is  not  tiiat  evidence  pretty 

conclusive? 1 .think  it  is  pretty  conclusive  ; but  I do  not 

want  to  give  .the  impression  that  we  as  a Department  have 
been  at  pains  to  collect  this  evidence. 

3178.  Professor  Cairncross:  I think  you  are  perhaps 
too  much  on  the  defensive  dn  your  attitude  to  hire  pur- 
chase, particularly  in  view  of  the  expression  of  opinion 
elsewhere  in  the  paper  that  sales  of  durable  goods  to 


consumers  are  'likely  to  rise  tiiarply  in  the  next  ten  years, 
and  that  consumer  durables  are  likely  to  become  an  im- 
portant export : particularly  also  in  view  of  the  growing 
importoce  of  hire  purchase  to  industry  as  a method  of 
acqufaition  of  equipment.  Do  you  really  feel  the  present 
facilities,  looking  to  an  expansion  of  'hire  purchase,  are 

adequate  and  reasonable  in  cost? 1 think  I do.  I am 

one  of  the  people  who  feel  very  strongly  indeed  .that  hire 
purchase,  and  an  increase  m hire  purchase,  is  a very 
valuable  lubricant  to  our  economy  and  a very  important 
incentive  .to  work,  as  we  have  said  in  *bis  memorandum. 
I tltink  'that,  sul^ect  .to  such  restraitit  as  may  have  to  be 
imposed  on  it,  it  will  increase  in  its  importence.  1 have 
seen  no  evidence  which  suggests  .to  me  that  the  terms 
•to  which  people  operating  hire  purchase  have  asked  oon- 
sumra-s  to  agree  are  in  general  unreasonable.  I would 
have  thou^  that,  from  some  points  ctf  view,  thou^ 
not  from  my  own,  some  of  those  terms  could  have  been 
criticised  from  the  opposite  an^e:  that  they  were  over- 
generous  and  possibly  encouraged  .improvidence  rather 
than  thrift. 

3179.  You  would  not  welcome  the  incursion  of  other 

financial  institutions  into  this  field? Nothing  I said 

should  be  understood  as  implying  that.  One  of  the  pre- 
requisites is  that  there  should  be  a healthy  competition  in 
this  field.  In  so  far  as  the  joint  stock  banks,  for  instance, 
care  to  move  into  this  field,  I should  welcome  it. 

3180.  Professor  Sayers:  Could  it  not  be  expected  to 
lead  to  an  appreciable  improvement  in  the  terms  under 
which  credit  was  available,  in  that  the  clearing  banks  at 
present  pay  very  much  lower  rates  on  deposits  than  do 

these  hire  purchase  companies? ^I  think  I had  better 

content  myself  by  saying  that  I should  welcome  any  reput- 
able recruits  to  this  field. 

3181.  Professor  Cairncross:  la  relation  to  producers’ 

goods,  do  you  feel  that  the  institutions  serving  the  pro- 
ducer are  doing  an  adequate  job? 1 find  the  word 

“ adequate  ” difficult  to  deal  with ; one  has  to  have  some 
standard  of  judgment  by  which  to  measure  adequacy.  I 
therefore  have  to  answer  in  a rather  negative  way,  which 
I dislike  doing,  that  I have  not  had  complaints  about  the 
inadequacy  or  expense  of  the  service  which  these  people 
run.  In  so  far  as  I have  looked  at  the  details  of  small 
firms,  or  talked  to  businessmen,  I had  been  impressed  by 
the  extent  to  which  this  service  has  been  developed  in 
the  post-war  period  and  Ihaveoo reason  to  believe,  assum- 
ing that  we  can  maintain,  as  I say,  a healthy  degree  of 
competition  in  this  field,  that  it  will  not  go  on  being 
developed  and  improved. 

3182.  Sir  John  Woods:  I do  not  know  if  you  per- 
sonally have  had  much  to  do  with  the  affairs  of 
the  Revolving  Fund  for  Industry ; but  in  so  far 
as  you  have  seen  that,  would  you  agree  that  in 
those  applications  for  loans  there  is  a rather  unexpectedly 
large  mirober  of  small  companies  who  do  m^e  use  of 

hire  purchase  for  capital  equipment? Yes,  indeed.  On 

a sample  that  we  took  .out  of  the  firms  who  applied  for 
loans  in  1955  37  per  cent,  used  hire  purchase  for  their 
plant  and  machinery  (we  have  tried  to  exclude  motor 
vehicles  from  the  calculation),  and  in  1956  50  per  cent. 

3183.  Professor  Cairncross:  You  have  no  data  on  the 

rates  of  interest  implicit  in  the  agreements? 1 do  not 

think  that  the  Board  of  Trade  has  any  information  on 
that. 

3184.  Sir  Oliver  Franks:  Is  there  any  department  of 
Government  which  might  be  expected  to  know  what  was 

being  charged? ^I  can  only  wonder  whether  the  Bank 

of  England  in  their  general  surveillance  of  our  financial 
affairs  should  think  it  desirable. 

3185.  I am  not  clear  what  you  take  to  be  the  justifica- 

tion for  these  restrictions  on  hire  purchase.  Is  it  simply 
administrative  convenience,  that  the  Government  is  able 
quite  easily  to  put  restrictions  on  this  particular  form  of 
purchasing,  and  that  it  would  be  much  more  difficult  to 
put  similar  restrictions  on  wider  purchasing  which  might 
have  the  same  effect  of  reducing  demand  in  the  economy  ; 
Off  are  tiiere  any  other  considecations  which  you  consider 
relevant  to  .the  choice  of  these  particular  classes  of  goods 
and  this  method  of  their  purchase  for  restriction? As 
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I said  this  morning,  I take  the  view  that  in  existing  cir- 
cumstances, in  order  to  restrain  excess  demand  on  the 
economy,  it  is  desirable,  and  indeed  necessary,  to  operate 
on  the  basis  of  a range  of  measures.  I do  not  think  there 
is  one  single  measure  on  which  it  is  possible  to  rely  to 
bring  about  the  eSect  that  the  Government  requires,  par- 
ticularly if  we  are  hawng  to  deal  /with  a persistent  boom. 
Hire  purchase  restrictions  have  three  merits  in  that  con- 
nection: as  you  have  said  they  are  easy  to  impose  and 
administer;  they  take  effect  quickly,  unlike  some  of  the 
other  measures  we  were  discussing  this  morning ; and 
finally  they  have  a certain  psychological  value.  By  that 
I mean  that,  if  they  were  not  imposed,  I think  that, 
however  illogical  it  may  seem  in  relation  to  their  total 
significance  in  the  economy  and  to  the  total  amount  of 
consumer  expenditure  or  capital  expenditure  by  business, 
it  would  look  odd  if  it  was  thought  that  credit  was  being 
given  without  restraint  in  this  form  for  the  purchase  of 
motor  cars  and.  other  goods.  Frankly,  I think  that  to  be 
an  illogical  standpmnt. 

3186.  In  other  words  the  considerations  which  you  have 
produced  in  favour  of  having  some  restriction  on  consump- 
tion in  any  packet  of  measures  to  deal  with  mflation  apply 
equally  to  a wider  restriction  on  the  consumption  of  goods 
and  to  this  relatively  narrower  restriction  of  hire  purchase? 

es.  I wish  there  could  be  a wider  measure ; but  it 

is  not  perhaps  easy  to  see  what  it  could  be,  and  I am 
sure  it  is  right  'that  we  should  apply  these  restrictions, 
although  I am  uneasy  about  their  effects  on  particular 
industries. 

3187.  Sir  John  Woods:  You  leave  the  .impression  with 
me  that,  looking  at  hire  purchase  restrictions  as  a general 
deflationary  instrument,  it  is  of  very  dubious  value  except 
from  the  psychological  point  of  view.  You)  yourself 
described  it  as  rather  an  illogical  argument,  but  you 
thought  it  had  some  force.  On  the  other  hand,  you  say 
at  the  end  of  your  paper  that  these  things  have  an  extra- 
ordinarily disruptive  and  dblocating  effect  on  the  people 
who  manufacture  tiiese  things ; I confess  that  here  I 
disclose  an  interest  I am  wondering  whether  it  is  really 
worth  while,  bearing  in  mind  that  tha-e  as  such  a thing  in 
the  wind  as  4he  European  Free  Trade  Area.  Most  people 
would  say,  I think,  that  in  the  engineering  field  these  lighter 
engineering  goods  are  the  sort  of  thing  we  have  a good 
chance  of  selling  in  that  market.  There  is  also  the  O.E.E.C. 
view  that  there  is  liable  to  be  a very  large  increase  in 
Westam  Europe  in  the  consumption  of  these  artides ; if 
you  are  going  to  sell  them  in  Europe,  admittedly  as 
tariffs  come  down,  but  also  against  existing  manufacturers, 
and  probably  against  a considerable  invasion  from  the 
American  factories,  I should  have  thought  they  could 
only  be  sold  by  people  manufacturing  in  large  quantities 
without  disruption  and  ddslocaticm  of  their  production 
plans.  From  that  point  of  view  is  this  control  worth 

whale?  Can  you  make  any  comments  on  that? did 

not  wish  to  leave  on  your  mind  .the  impression  that  I 
thought  the  coottrol  of  dubious  value.  We  start  from 
the  premise  fliat  we  have  to  take  measures  to  restrain 
excess  demand  on  the  economy.  Those  are  not  easy 
measures  to  devnse  in  order  to  be  effective,  or  agreeable 
measures  to  put  into  effect ; it  is,  of  course,  regrettable 
that  any  of  these  things  should  have  to  be  done  to  keep 
the  economy  stable.  What  I intended  to  convey  was 
that  I did  think  in  present  circumstances,  and  in  the  pressit 
state  of  our  knowledge  and  experience  of  restraints  on 
the  economy,  that  these  restrictions,  given  the  fact  that 
they  were  easy  to  impose  and  operate,  that  they  were 
quick  in  taking  effect  and  that  they  had,  as  it  were,  a 
psychological  rightness,  were  a necessary  part  of  the 
measures  which  it  has  been  necessary  to  take  over  the  last 
two  years  or  so.  On  the  other  hand,  I would  not  want 
for  a moment  to  retract  what  is  said  in  paragraphs  70,  71 
and  72  of  the  paper  about  the  harmful  effects  of  these 
restrictions  on  certain  sections  of  the  economy.  From 
that  point  of  view  they  undoubtedly  give  me  considerable 
anxiety,  all  the  more  so  as  I very  much  agree  with  your 
views  about  the  future  importance  of  some  of  the  indus- 
tries directly  affected  by  these  controls  in  the  general 
industrial  field  and  particularly  in  the  field  of  exj>ort 
endeavour  in  .the  Free  Trade  Area. 

3188.  Chairman:  hi  paragraph  70  you  say  that  you 
cannot  find  any  evidence  that  by  checking  consumer 
demand  in  fliis  country  we  send  more  on  to  the  export 


market,  and  tl^t  to  do  so  may  even  reduce  competitive 

power  in  what  might  be  a valuable  exporting  industry. 

Mr.  Jones:  Is  that  not  saying  in  ano.tiieT  way  that  the 
restriction  of  hire  purchase  in  a period  of  boom  does  not 

always  really  benefit  the  economy? It  was  not  intended 

to  be  as  wide  as  'that.  It  was  intended  to 
deal  with  the  argument  that,  if  these  restrictions  are 
imposed,  thereby  abating  the  demand  at  home  for  some 
of  these  goods,  the  almost  automatic  effect  would  be  to 
increase  exports  of  the  goods  in  question.  This  para- 
graph is  designed  to  say  that  we  have  no  evidence  that 
that  is  so  in  relation  to  tie  goods  on  which  these  restric- 
tions have  been  imposed,  and  .that,  indeed,  with  any  goods 
where  low  unit  cost  and,  therefore,  a high  volume  of 
production  is  of  great  importance  it  might  perhaps  operate 
the  other  way. 

3189.  Professor  Cairncross:  You  say  in  this  paragraph 
that  furniture  accounts  for  one-third  of  all  hire  purchase 
debt.  You  do  not  give  us  figures  analysing  hire  purcha^ 
debt  between  commodities ; you  analyse  sales  but  not  debt. 

I think  it  might  be  usefrl  to  have  that? ^I  can  pass  to 

you  now  an  imperfect  analysis,  and  I will  send  in  a more 
elaborate  one,  if  we  are  able  to,  at  a later  stage.* 

3190.  Chairman:  In  paragraphs  71  you  make  the  point 
that  the  hire  purchase  restrictions  fall  heavily  on  par- 
ticular industries,  some  of  which  are  new  and  progressive, 
and  the  result  may  weE  be  that  the  pattern  of  the 
econcwny,  for  example,  in  investment,  is  distorted  in  favour 
of  industries  which,  whOe  being  of  no  greater  importance 
to  tile  national  economy,  are  fortunate  aiough  to  escape 
from  the  hire  purchase  restrictions.  You  sum  up  in  para- 
graph 72  by  saying  that  these  restrictions  are  easy  to 
impose  and  operate,  but  can  have  a disruptive  effect  on 
the  circle  of  industries  that  are  affected  by  them.  Then 
we  come  to  the  last  section,  on  Finance  for  Exports. 
In  paragraph  73  your  first  point  is  that  m<Kt  United 
Kingdom  exports,  including  many  capital  goods,  are  sold 
for  cash  or  on  short-term  credit,  and  the  problem  of 
finance  does  not  arise  in  regard  to  them.  Then  you  say 
that  8 per  cent,  of  United  Kingdom  exports  of  capital 
goods  require  medium-tenm  finance,  which  is  equivalent 
to  about  3 per  cent,  of  our  total  exports.  In  paragraph 
74  you  come  to  the  question  of  poEcy.  You  say: — 

“As  long  as  its  reserves  are  deficient  the  United 

Kingdom  can  iE  afford  to  see  an  eipansion  in  the 

volmne  or  the  length  of  the  credit  which  has  to  be 

given  for  its  exports.  The  aim  must  be  to  obtain  cash 

or  early  payment  for  exports  wherever  possible”. 

— Lord  Harcourt:  In  stating  that  policy  that  we  cannot 
afford  unrequited  exports  in  our  present  position,  what  do 
you  consider  is  the  effect  on  tiie  long  term  position  in  a 
particular  market  if  we  are  unable  to  meet  the  terms 
which  that  market  requires?  If  we  just  say  that  we 
cannot  afford  unrequited  reports  to  a group  of  countries 
at  the  present  moment,  how  long  do  you  think  we  can 
maintain  that  attitude  without  losing  that  market  in 

perpetuity? ^It  d^nds  obviously  on  what  happens  in 

the  country  in  question  and,  of  course,  on  the  wilhngness 
and  ability  of  others  to  give  credit  to  it.  I readEy  accept 
your  implied  point  that  there  may  be  countries  (BrazE,  J 
suppose,  is  the  instance  that  springs  to  one’s  mind)  where 
despite  the  financial  vicissitudes  of  the  past  it  may  be 
right,  taking  a long  term  view,  for  us  to  be  prepared 
to  agree  that  longer  term  credit  should  be  givai  for,  at 
any  rate,_  certain  projects,  in  order  to  keep  a foot  in  the 
door  against  .the  day  when  a country  may  be  economicaEy 
stronger  or,  indeed,  when  we  ourselves  may  be  stronger 
and,  therefore,  better  able  to  lend  further  sums  to  it. 
What  is  said  in  these  paragraphs  must  be  qualified  by  that 
judgment,  that  there  may  weE  be  cases  where  long  term 
considerations  of  markets  that  we  might  otherwise  lose, 
but  which  are  very  likely  to  be  of  great  importance,  must 
be  taken  into  account,  and  must  to  that  extent  be  an 
exception  to  the  broad  considerations  that  we  have  setout 
in  these  paragraphs.  It  is  a matter  of  very  difficult  judg- 
ment to  try  and  assess  what  those  exceptional  markets, 
and  (I  would  add)  exceptional  cases,  might  be. 

3191.  Professor  Cairncross:  There  appears  to  be  an 
inconsistency  between  tiie  view  expressed  here  and  that 
expressed  earlier  in  this  paper.  Earber  you  take  the  view 
that  investment  inside  the  U.K.  designed  to  increase  the 
flow  of  exports  is  desirable,  and  in  fact  you  give  priority 

• See  Appendix  to  Minutes  of  Evidence. 
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to  It;  but  here  you  regard  investment  which  involves 
lending  to  another  country  from  the  entirely  opposite 
angle  as  undesirable  and  to  be  discouraged.  No  one 
would  suggest  that  you  want  to  lend  to  other  countries 
jusrt  for  fun ; but,  if  a loan  is  tied  up  directly  with  exports 

and  ts  the  piSce  of  the  export,  what  is  the  difference? 

think,  if  I may  say  so,  you  have  deliberately  foreshortened 
the  view  ^d,  therefore,  heightened  the  apparent  incon- 
sistency 'Within  this  paper.  iWe  are  not  saying  in  these 
paragraphs  that  all  investment  overseas  is  undesirable ; 
that  would  not  be  in  our  thoughts  for  obvious  political, 
social  and  economic  reasons.  Nor  are  we  saying  neces- 
sarily that  for  us  to  have  a system  of  tied  lending,  such  as 
indeed  we  have,  almost  as  it  were  by  accident,  in  many  of 
our  loans  to  the  colonies  and  the  arrangements  through 
RC.G.p.,  is  wrong  in  our  circumstances.  We  are  saying 
that,  given  our  overall  financial  position,  there  must  be 
a limitation  on  the  extent  to  which  we  can  and  should 
let  goods  go  abroad  on  long  term  credit,  if  we  can  sell 
them  on  terms  more  acceptable  to  us  in  relation  to  our 
medium  and  short  term  position.  Of  course,  that  would 
not  be  true  if  resources  were  unused  in  this  country ; but 
hitherto  there  has  been  no  evidence  that  the  goods  in 
respeot  of  which  credit  mi^t  be  denied  to  a given  country. 

3192.  Professor  Cairncross:  This  does  not  appear  to  me 
essentially  different  from  the  view  on  domestic  develop- 
ment you  take,  that  there  is  no  need  to  invest  more  in 
industries  producing  exports  tiian  will  offer  you  a satis- 
factory return.  Equally,  if  you  know  your  exports  can 
be  sold  in  some  other  direction  without  lending,  that  is 
fine;  but  the  issue  before  us  is:  what  do  you  do  if  you 
have  exports  you  know  you  could  make,  of  goods  that 
coiffd  not  otherwise  be  sold  abroad,  if  the  price  charged 

IS  in  effect  on  a loan  of  two  to  five  years? If  that 

were  the  position  we  should  have  to  make  a judgment 
as  to  whether  that  was  worth  doing,  in  relation  to  the 
totality  of  investment  we  were  doing  and  to  the  need  to 
try  to  pay  for  our  imports,  which  we  have  been  paying 
for  primarily  dn  cash,  and  if  possible  to  build  up  our 
reserves  and  meet  our  other  external  commitments.  A 
marginal  investment  abroad  compared  with  a marginal 
investment  at  home  is  a very  difficult  act  of  judgment ; 
but  if  I had  to  make  that  judgment  I should  favour 
investment  at  home  on  the  whole. 

3193.  Mr  Jones:  How  does  this  link  up  with  the 
external  balances  built  up  in  consequence  of  our  taking 
limpqrts  the  payments  for  which  have  been  left  in 

sterling? ^The  balances  are  mostly  short  term  debt  due 

to  the  countries  who  lend  that  money  on  short  term. 
Broadly  speaking  r±ey  can  withdraw  those  balances  at  any 
time  to  meet  thedr  ne^s.  A great  deal  of  the  money  which 
some  people  suggest  we  should  lend  abroad  would  be  on 
much  longer  terms,  whidi  we  could  not  get  back  over  a 
period  of  years.  Therefore  there  is  a very  r^l  relevance  in 
relation  to  borrowing  short  but  lending  long,  which  (accord- 
ing to  what  I was  taught  when  I was  young,  which  I hope 
is  still  valid)  is  a bad  filing  to  do. 

3194.  Professor  Cairncross:  Would  these  countries 

want  to  engage  in  this  kind  of  transaction ; feey  are  the 
countries  that  have  ready  cash? It  does  not  neces- 

sarily follow  that  a country  which  has  balances  here 
eschews  all  forms  of  borrowing. 

3195.  Professor  Soyerj:  If  a concern  fliat  is  proposing 
to  import  is  in  a country  that  has  a considerable  sterling 
balance,  is  it  not  rather  odd  that  it  should  come  to  us 
here  and  say:  “We  want  to  borrow  this  money,  because 

we  oannot  get  hold  of  it  at  'home  ”? ^Putting  it  -that  way, 

it  is  odd ; we  have  asked  the  Governments  of  fiiose 
countries,  particularly  colonies,  that  have  sterling  balances 
here,  to  draw  on  those  sterling  balances  to  feance  imports 
from  this  country  rather  than  seeking  to  borrow  from 
us,  and  I think  that  is  done.  I was  only  at  pains  to  say 
that  it  does  not  necessarily  follow  in  every  case  that,  say, 
a power  undertaking  that  wanted  a five  year  credit  for 
a power  station  would  think  it  wrong  to  get  five  years 
credit  from  a supplier  in  this  country. 

3196.  Sir  John  Woods:  The  U.S.  Export/Import  Bank, 
to  which  you  refer  in  paragraph  77,  appears  to  me  to  be 
a rather  formidable  kind  of  animal.  I have  an  impres- 
sion, derived  from  various  sources,  that  it  is  being  groomed 
for  greater  things,  and  maybe  in  Europe.  It  grants  credit 
for  a considerably  longer  period  than  we  do,  or  indeed 


than  file  other  Continental  countries  who  subscribe  to  these 
self-denying  ordinances  in  their  credit  arrangements. 
Moreover,  with  the  possibilities  of  furttier  recession  in 
the  United  States,  there  seems  to  be  every  possibility  that 
the  U.S.  will  be  over-provided  with  productive  capacity  for 
certain  types  of  heavy  capital  goods  (here  I must  declare 
an  interest).  They  could  quite  easily  start  taking  all 
markets  in  the  world  in  which  Great  Britain  has  sold  rail- 
way locomotives  for  generations  past,  offering  much  better 
credit  and  much  shorter  deliveries  than  we  can  offer, 
because  they  are  overstocked,  and  because  they  make 
standard  locomotives.  In  relation  to  heavy  capital  goods, 
anyway,  I cannot  believe  it  is  right  to  take  quite  without 
qualification  the  view  you  take  here  of  the  activities  of 
the  Export/Import  Bank.  Am  I,  dn  trying  to  qualify  your 
general  doctrine  in  that  sense,  being  completely  wrong  or 

unrealistic? do  not  for  a moment  suggest  that  what 

you  say  is  completely  wrong.  Of  course  it  would  be  very 
desirable  that  the  Export/Import  Bank,  being  the  lending 
bank  of  a creditor  country,  should  give  untied  loans,  so 
that  all  countries  could  then  compete  on  the  basis  of  the 
buyer’s  preference  as  to  price,  delivery  and  so  on.  But 
we  have  to  face  the  facts  that  the  Export/Import  Bank 
d'C^  not,  and  le^y  cannot,  operate  dn  that  way.  I agree 
with  you  that  potentially  the  credit  terms  which  the 
ExTOTt/Import  Bank  d<»s  give,  or  still  more,  perhaps, 
could  give,  particularly  in  the  circumstances  of  a United 
States  recession,  could  be  a menace  to  us  and  to  other 
European  countries. 

I would  only  remark  in  passing  that  the  extent  of  the 
credit  facilities  which  the  Export/Import  Bank  custom- 
arily gives  are  in  my  experience  normally  exaggerated  by 
a good  many  people  who  make  representations  to  us 
about  their  activities.  At  the  present  time  they  normally 
only  cover  somettiing  like  60  per  cent,  of  a given  cost  in 
toe  case  of  any  contract,  and  the  rest  of  the  credit  has  to 
be  found  by  toe  supplier  or  purchaser  from  some  other 
sources,  which  contrasts  with  something  like  85  or  90  ner 
cent,  cover  available  from  E.C.G.D.  But,  leaving  toat 
pide,  this  paragraph  was  designed  to  say  not  that  this 
IS  a perfect  instrument  or  one  we  are  happy  about  but 
toat,  given  the  restriction  on  its  lending,  we  thought  it 
c^ter  toat  they  should  lend  even  on  a tied  basis,  and 
strengthen  toe  economies  to  which  they  lend,  than  not 
lend  at  alt  ' ’ 


3197.  I was  jibbing  at  your  suggestion  that  these  opera- 

tions Me  not  harmful  to  the  United  Kingdom’s  export 
operations  as  a whole.  I think  toey  can  be  extremely 
harmful,  and  not  only  at  a particular  time ; these  are  the 
type  of  exports  that  bring  with  them  almost  inescapably 
year  after  year,  orders  for  replacements.  I do  not  sug- 
gest that  we  should  have  an  Export/Import  bank  of  our 
o^  (toough  sometimes  I wish  we  could),  but  I think 
the  generality  of  this  is  just  a little  too  sweeping,  if  I mav 
say  so? can  only  say  that  I note  that  view. 

3198.  Professor  Cairncross:  Would  you  agree  that  if 
there  is  any  reduction  in  the  level  of  activity  in  this 
country  for  one  reason  or  another,  the  case  for  mak-ing 
medium  term  loans  of  the  type  we  have  been  discussing 

would  be  stronger? It  would  certainly  be  stronger 

though  whether  it  would  be  stronger  than  the  desirability 
of  re-enoour^ing  greater  investment  in  this  country  is 
as  I said  earkeir,  a matter  of  judgment. 

3199.  Let  me  recur  to  a point  I put  to  you  earlier.  The 
expansion  of  export  trade  involves  investment  in  vardous 
directions,  such  as  the  erection  or  re-equipment  of  fac- 
tories. or  investment  in  market  promotion  and  breaking 
into  new  markets ; and  it  may  involve  additional  credit  in 
one  fonn  or  anoth«,  short  term  in  some  oases  long  term 
in  others.  Is  there  any  real  d^tinction  in  principle  between 
granting  credit,  say,  for  three  years,  and  granting  credit 
for  three  imnths?- — ^You  get  your  money  back  more 
quickly,  and  the  nsfcs  are  therefore  less. 


3200.  That  is  a matter  of  degree.  In  certain  goods  is 
it  not  nOTmaJ  to  conduct  trade  on  a three  montos’  basis 

m others  on  a three  years’  base? agree  that  there  is 

a basic  penod  of  credit  or  repayment  which  is  normally 
appropriate  to  the  goods  in  question ; you  do  not  exnect 
someone  to  pay  for  a liner  in  three  montos 


_ 3201.  Mr.  Jones:  What  risk  have  you  in  mind  in  think- 
ing  in  terms  of  an  incapacity  to  provide  credit  over  lone 
penods  of  time? am  troubled  about  toe  potential 
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extent  of  capital  demands  from  overseas,  and  the  prob- 
lem of  bow  we  pay  onr  way  in  the  meantime,  if  we  stand 
out  of  our  money  for  long  periods. 

3202.  Professor  Cairncross:  If  we  are  in  a position, 
as  we  may  be  even  now,  where  we  have  to  make  sub- 
stantial efforts  to  maintain  and  increase  our  exports  of 
capital  goods,  and  if  we  have  the  necessary  capacity,  is 
not  addition^  credit  of  some  kind  or  another  to  otirer 
cotmtiies  a necessary  price?  Does  not  the  question  then 
become  one  of  whether  existing  financial  institutions  are 
directed  to  that  purpose,  and  are  strong  enough  to  carry 

the  credit  that  be  required? think  we  are  only 

arguing  about  matters  of  degree.  I readily  agree  that 
a iiigher  percentage  of  our  exports  will  probably  be 
capital  goods  which,  by  their  nature,  will  require  a longer 
period  of  repayment ; and  that  that  is  something  we  have 
got  to  sustain.  I was  anxious  to  say  in  these  paragraphs 
that  we  should  seek  to  do  everything  we  possibly  can  to 
minimise  that,  and  to  continue  to  try  to  seE  exports 
abroad  on  as  favourable  terms  as  we  possibly  can,  and, 
if  we  cannot  seU  them  in  one  market  (subject  to  Lord 
Harcourt’s  very  proper  point  about  keeping  a foot  in 
certain  markets),  to  sell  then  in  others. 

3203.  If  exports  of  capital  goods  are  to  account  for  a 
normal  part  of  total  British  exports  on  a scale  quite 
different  frcan  before  the  war,  is  not  the  issue  whether 

the  institutional  arrangements  are  adequate  to  cope? 

There  is  an  institutional  issue  here,  'though  I was  not  at 
this  time  addressing  my  mind  to  that,  but  to  the  overall 
ability  -of  our  economy  to  sell  a large  volume  of  exports 
abroad  on  -(as  I should  say)  unduly  generous  credit  terms  ; 
I am  trying  to  issue  a warning,  as  I constantly  do  to  my 
business  friends,  on  that  problem. 

3204.  But  you  do  so  in  paragraph  82  where  you  say 
that  the  present  arrangements  seem  to  the  Board  to  be 
as  likely  as  any  other  in  present  conditions  to  ensure  a 

satisfactory  outlay  of  'the  limited  caphal  available? 

That  is  a point  I was  going  to  make.  I do  not  believe  by 
the  creation  of  a new  institution  you  ipso  facto  alter  by 
that  fact  our  ability  to  lend  abroad.  That  is  the  reason 
why  I deliberately  strike  this  cautious  note  in  this  public 
statement.  If  we  were  to  announce  the  creation  of  an 
Export /Import  bank,  I think  it  would  be  inferred  by  a 
great  many  people  that  om  ability  to  lend  abroad  had 
been  greatly  increased.  I think  tiie  present  arrangements 
whereby  credit  is  brought  about  largely  through  export 
credit  guarantees  of  suppliers’  risks  is  a very  clumsy  way 
of  supplying  export  finance.  I would  much  rather  go 
back  to  normal  arrangements  of  borrowing  by  purchasers. 


as  we  imply  somewhere  else.  But  the  mere  creation  of  an 
institution  does  not  of  itself  alter  the  basic  position,  and 
I would  be  troubled  that  the  creation  of  a new  insti^tion 
would  be  written  up  as  “ millions  for  export.” 

3205.  Professor  Sayers:  I see  the  danger  of  that;  but 

it  may  be  that  a new  institution  is  the  method  to  get 
administered  in  the  most  economical  way  possible  the 
small  resources  we  can  put  into  this? That  is  a per- 

fectly tenable  view. 

3206.  Sir  John  Woods:  Have  we  not  too  many  institu- 
tions?— Professor  Sayers : Could  not  the  banks  do  it  all? 

Those  responsible  for  these  institutions  would  no 

doubt  find  gcxii  reasons  for  their  existence. 

3207.  Chairman:  Your  theme  is  that  we  have  an 
aptitude  for  creating  these  institutions  as  and  when  the 
situation  calls  for  them,  and  your  view  is  that  the  situa- 
tion does  not  call  for  any  such  new  institutions  at  the 

moment? My  judgment  is  that  the  present  method  is 

not  necessarily  &e  most  effective  and  convenient  way  of 
giving  credit  abroad,  but  in  present  circumstances  it  works 
not  ineffectively,  and  I would  be  trouMed  that  a new 
institution  which  would  not  alt^  the  basic  facts  of  the 
situation  would  give  rise  to  a belief  that  somehow  those 
basic  facts  -had  been  spirited  away. 

3208.  Chairman : Then  you  deal  specifically  with  what 
you  know  about  the  Export  Credits  Ciuarantee  Depart- 
ment In  paragraph  86  you  outline  the  kind  of  complaints 
which  reach  you.  The  unresolved  question  left  in  my 
mind  is  whether  in  regard  to  sc«ne  goods,  possibly  of 
importance  to  our  export  trade,  the  terms  of  trade  are  not 

changing  round  us? ^That  may  be  so.  We  must  hope 

that  our  policy  and  methods  are  sufficiently  flexible  to 
take  oare  of  it 

3209.  Sir  John  Woods:  I understand  that  under  the 
Berne  Agreement  we  have  agreed  with  other  European 
countries  not  to  guarantee  for  periods  extending  over  five 
years  from  date  of  delivery.  In  some  cases  I would  sug- 
gest that  this  is  not  the  terra  of  credit  appropriate  to  the 
goods  ; for  railway  electrification  the  appropriate  period 

would  be  15  or  20  years? ^This  is  a matter  on  which 

I am  not  an  expert ; it  is  something  which  you  could 
take  up  with  the  Export  Credit  Guarantee  Department. 
I would  fftink  that  the  rule  you  have  quoted  is  the  general 
one,  but  that  it  is  not  an  absolutely  binding  rule. 

3210.  Lord  Harcourt:  The  XJ.S.  Export/Import  Bank 

is  not  subject  to  any  of  the  agreements? No. 

Chairman : Sir  Frank,  I think  that  concludes  your  day 
with  us.  Thank  you  very  much. 


{Adjourned  until  Tuesday,  \6th  January,  1958,  at  11.30  a.m.) 
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3211.  Chairman:  Sir  Roger,  we  have  as  the  first  it«n 
on  the  agency  poMs  arising  out  of  previous  evidence 
bn  the  relationship  heCween  changes  in  interest  rates 
and  movements  of  capital  funds? — ^ir  Roger  Makins : 
Sir  Leslie  Rowan  is  now  in  a poation  to  make  a state- 
ment on  this  point. — Sir  Leslie  Rowan:  On  the  last 
occasion  ithat  I was  here  PxofessOT  Sayers  raised  the 
question  whether  the  practice  of  covering  exchange  trans- 
actions forward  in  our  view  represents  an  important 
modification  of  the  power  of  high  interest  rates  to  attract 
accretions  to  the  reserves.* 

Undw  the  gold  standard  the  position  was,  I think, 
fairly  strai^tforward.  In  the  al^nce  of  any  need  to 
take  into  account  the  possibility  of  changes  in  the  value 
of  the  ctirrancy,  funds  were  attracted  automatically  from 
the  market  with  the  lower  rate  to  the  market  with  the 
higher  rate  of  interest.  Now,  however,  it  is  deemed 
prudent  ito  hedge  the  exchange  (risL  I will  assume  that 
in  fact  that  risk  is  covered  one  hundred  per  cent,  by  for- 
ward transactions,  although  I thinlc  you  would  agree  that 
that  need  not  by  any  means  necessarily  be  the  case  over 
the  whole  field. 

I would  like  to  stai.t  with  a word  or  two  on  the 
mechanics,  because  I think  that  they  aie  important.  Let 
us  assume  that  a non-resident  purchases  £1  millinn,  worth 
of  three  months  balls  for  dollars.  He  acquires  the  sterling 
•to  do  that  in  the  foreign  exchange  market  It  is  important 
to  note  here  that  the  Exchange  Equalisadon  Account  is 
not  directly  involved  in  particular  transacdons.  It  is 
involved  only  generally  in  ite  role  of  management  of 
the  official  market  within  the  limits  (this  is  a point  which 
has  some  substance  in  relatko  to  what  I am  going  to 
say  later)  to  which  we  are  ocramitted  imder  die  Inter- 
national Monetary  Fund.  Although  the  Exchange  Equali- 
sadon Account  does  not  intervene  m individual  trans- 
actions, the  purchase  which  I have  mentioned  of  course 
supports  the  spot  official  rate  and  heli»  in  die  general 
process  of  adding  to  the  reserves.  Now  the  purchaser 
goes  on  ,to  cover  himself  by  selling  the  sterling  forward 
for  dollars.  Again  the  Exchange  Equalisadon  Account 
is  not  direody  involved  in  individual  transacdons ; and 
rt  is  important  to  note  that  we  do  not  have  tlse  same 
obligadons  in  reladon  to  forward  exchange  rates  or  the 
forward  market  as  _we  have  in  the  official  ^ot  market. 
There  are  no  prescribed  limits,  although  of  course  a heavy 
discount  on  forward  sterling  can  have  a depressing  effect 
on  the  spot  rate,  and  has  therrfore  to  be  watched  by  the 
authorities.  The  effect  of  selling  sterling  forward,  is  to 
increase  the  supply  of  forward  sfterling  and  thus  to  depress 
the  forward  rate ; that  is  the  point  you  were  on. 

Since  the  end  of  the  war  ffiere  have  been  two  im- 
portant factors  which  slwiuld  be  noted:  (1)  ffiat  in  general 
forward  sterling  has  been  at  a greater  discount  on  the 
dollar — or  at  a lower  premium — than  the  interes-t  differen- 
tia (this  reflects  the  doubt  whddh  is  felt  by  others  about 
the  exchange  value  of  the  pound  compart  with  the 
^SeeQns,  2576-77.  ~ 
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dollar,  and  it  is  this  doubt  which  gives  rise  to  the  policy 
of  covering  forward);  and  (2)  that  our  experience  has 
frequently  been  that  market  forces  unmediately  adjust 
the  forward  rates  to  take  account  of  the  change  in  money 
rates,  with  the  result  that  a switch  of  funds  from  one 
centre  to  another  remains  neither  more  nor  less  profitable 
than  it  was  before  the  change  in  money  rates  took 
place. 

In  brief,  therefore,  a rise  in  money  rates  does  not 
automatically  attract  money  as  it  ffid  under  the  gold 
standard  because  it  is  now  deemed  prudent  to  hedge  the 
exchange  risk,  and  the  forward  market  tends  to  adjust 
itself  here  and  elsewhere  to  changes  of  money  rates.  The 
view  port  forward  by  Professor  Sayers  is  therefore  oarrect. 

But  1 would  like  to  go  on,  and  say  that  is  not  the 
whole  of  .the  story,  as  I think  you  yoursdves  would  recog- 
nise. There  is  the  questi'On  of  confidence.  An  increase  in 
the  Bank  Rate  is  taken  as  a symbol  of  determination 
to  defend  the  pound  and  .thus  acts  directly  on  confidence. 
If  such'  an  increase  brings  about  a material  change  in 
oonfidKice,  ;then  the  forward  rates  bwome  relatively  more 
favourable  .than  they  were  bef'Oi'e,  the  intrinsic  discount  on 
steriing  may  disappear  and  short-term  funds  begin  there- 
fore to  flow  in. 

This  in  fact  is  broadly  what  happened  following  the 
measures  which  we  took  in  September  last;  perhaps  I 
might  just  give  you  the  sequence  of  everbts.  Before  the 
change  in  Bank  Rate  the  intCTest  diffCTential  between 
London  and  New  York  was  just  over  one  half  per  cent, 
per  annum  in  favour  of  London ; but  (he  three  months 
discount  on  sterhng  against  dollars  rose  to  over  5j  per 
oent._  per  annum,  showing  an  intrinsic  discount  for  forward 
sterling  of  5 per  cent.  After  the  rise  in  Bank  Rate  the 
interest  differential  in  favour  of  London  rose  to  3 p« 
cent  per  annum.  The  discount  on  forward  stwling 
n^ow^  from  5 per  cent,  to  around  4j  per  cent.  But 
that  still  left  an  intrinsic  discount  on  forward  sterling  of 
^und  li  per  cent,  per  annum,  hi  fact  this  intrinsic 
diisjount  has  subsequently  disappeared. 

I am  afraid  that  we  cannot  give  any  quantitative 
assessment  of  the  various  elements  that  go  to  make  up 
the  movements  of  funds. 

The  story  is  not  complete  at  that  stage,  and  there  are 
two  other  important  points  which  I should  like  to  make : 
first,  that  a change  in  interest  rates  can  affect  the  balance 
of  ihort-term  lending  and  .the  timing  of  receipts  and  pay- 
ments .by  traders ; and  secondly,  as  I said  earlier,  that  it 
is  iby  .no  means  the  case  that  all  payments  are  necessarily 
covered  1(X)  per  cent  forward ; but  even  if  they  were  we 
should  consider  such  an  inflow  v^uable,  because,  while 
any  deposit  of  funds  in  this  country  would  normally  be 
for  a fixed  term  or  until  the  pra-son  required  them  again, 
the  mere  fact  that  he  had  covered  himself  forward  on 
the  initial  transaction  does  not  necessarily  mean  that  he 
will  not  continue  to  keep  his  funds  here  provided  our 
position  continues  to  be  strong.  Indeed  that  is  what  we 
would  expect  him  to  do. 

R 
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For  these  reasons  interest  rates,  in  our  view,  have  an 
essential  part  to  play  in  the  process  of  attracting  funds 
to  London,  even  though  the  process  is  by  no  means 
automatic  as  it  was  under  the  gold  standard. 

3212.  Professor  Sayers : Leaving  aside  for  the  moment 
the  last  qualifications  you  made,  from  aU  the  rest  of 
the  analysis  it  would  seem  to  follow  that  the  Exchange 
Equalisation  Account’s  open  forward  position  is  not 
allowed  to  vary  substantially ; that  is  to  say  the  net  weight 
of  covering  is  left  to  'be  absorbed  by  the  market,  and  so 
to  come  on  to  the  spot  position  to  the  extent  that  the 
market  cannot  absorb  it.  Indeed  I think  your  analysis 

is  only  correct  on  that  assumption? 1 think  that  I 

would  go  with  you  on  that  assumption,  without  wanting 
to  indicate  the  position  of  the  Exchange  Equalisation 
Account  in  the  market. 

3213.  You  would  agree  that  that  is  so? will  agree 

that  tiiat  is  so. 

3214.  Is  that  a matter  of  policy? Yes,  I thintr  it 

must  be  a matter  of  policy. 

3215.  Professor  Cairncross:  How  well  organised  is  the 

forward  exchange  market? think  it  is  a very  well 

organised  market.  After  all,  without  a properly  organist 
forward  market,  trade  could  not  really  continue,  because 
payments  are  not  made  at  the  moment  of  order  but  after 
shiiHneut,  and  there  has  to  be  a market  in  order  to 
provide  for  that.  As  we  are  so  dependent  on  external 
trade,  the  forward  market  has  to  be  very  well  organised. 

3216.  What  proportion  of  the  transactions  would  you 

say  is  covered  forward? 1 cannot  give  you  a figure  as 

to  what  is  or  is  not  covered  forward ; it  varies  with  the 
state  of  confidence. 

3217.  Can  we  hear  more  about  who  is  engaged  in  the 

market?  Whom  does  it  comprise? We  have  certain 

people  in  this  country  called  authorised  dealers. 

3218.  Are  many  of  the  'transactions  covered  alxoad 
also?  Forward  transactions  need  not  necessarily  be 

covered  here? ^Transactions  are  presumably  covered 

through  dealers  in  London,  who  then  have  some  rapport, 
if  necessary,  'Witii  dealers  abroad ; but  the  essential  opera- 
tion is  done  through  London. 

3219.  Are  any  forward  transactions  handled,  for 
instance,  through  Holland  or  Switzerland?  Is  the  position 

that  it  is  not  legal  to  do  so? ^If  anybody  in  this  country 

wants  to  operate  in  the  forward  market  he  has  to  operate 
through  an  authorised  dealer  here,  who  has  the  right  to 
operate  in  foreign  currencies  and  he  can  operate  from 
London.  If  you  want  to  get  on  to  the  technicalities  of 
this  it  would  perhaps  be  better  to  ask  the  Bank. 

3220.  Professor  Sayers'.  Would  I be  ri^t  in  supposing 
that,  although  there  can  'be  forward  transactions  in  sterling 


in  Amsterdam  and  Paris  and.so  on,  as  weU  as  in  London, 
they  cannot  affect  the  spot  reserve  position  in  London 
except  by  resulting  in  transactions  with  authorised  dealers 

in  London? 1 think  that  would  be  correct,  though  such 

transactions  in  other  markets  may  cast  a doubt  on  London 
rates,  due  to  lack  of  confidence  abroad. 

3221.  But  they  can  only  impinge  on  the  spot  reserve 

position  by  resulting  m transactions  with  an  authorised 
dealer? think  so. 

3222.  Professor  Cairncross:  The  position  in  September 
last  was  the  outcome  of  dealings  concluded  between  either 
persons  in  this  country  or  abroad  and  authorised  dealers 
in  this  country? — —That  as  right,  yes. 

3223.  Professor  Sayers:  Would  you  be  prepared  to 
say  whether  the  ster^g  assets  of  the  Exchange  Account 
are  held  entirely  in  tap  Treasury  Bills  and  Ways  and 

Means  Advances? Sir  Roger  Makins:  I cannot 

answer  that  question  at  the  moment.  I fhink  it  might 
be  for  the  convenience  of  the  Committee  if  the  Com- 
mittee did  not  press  the  Treasury  witnesses  on  this  matter 
at  this  meeting*. 

3224.  Chairman : We  can  hold  that  over  and  return  to 

it  later? ^I  think  that  should  be  possible.  I should 

also  say  that  there  are  some  outstandiug  points  on  the 
foreign  ride  on  which  we  have  prepared  answers ; mostly 
statistics  of  one  kind  or  another  for  which  you  have 
asked.  They  will  be  sent  to  you  within  the  next  few 
days.  They  are  primarily  factual  or  statistical  answers 
to  your  questions,  and  I would  hope  that  you  would 
not  need  to  examine  us ; but  of  course  we  should  be 
available  if  you  should  want  us. 

3225.  Professor  Cairncross:  There  was  the  su^estdon 

that  we  might  be  gaven  information,  I think  ftora  the 
Bank,  on  the  specific  association  between  movements  of 
interest  rates  and  movements  of  capitri  funds,  to  see 
whether  it  was  possible  to  show  in  any  quantitative  form 
whether  there  had  been  a movement  in  fun<^  in  response 
to  a widening  of  interest  differentials.  Is  this  stjfi  on 
the  agenda? Sir  Leslie  Rowan : I have  not  got  im- 

mediate personal  knowledge  of  that,  I am  afraid. 

Chairman:  We  will  take  that  up  with  the  Bank.  I 
think  that  we  are  now  leaving  it  that  the  question  about 
the  nature  of  the  sterling  holdings  in  the  Exchange  Equa- 
lisation Account  is  left  over.  We  shall  consider  what  Sir 
Leslie  has  told  us  this  morning.  It  may  be  .that  there  will 
be  further  questions  to  follow  up  about  the  Exchange 
Equalisation  Account;  I do  not  know.  If  there  are, 
I will  give  you  notice,  and  we  will  arrange  a day  on 
which  questions  can  be  put.  I think  that  is  all  the 
questions  on  the  overseas  ride,  Sir  Leslie ; Sir  Roger 
we  look  forward  to  seeing  you  later  on  with  two  other 
colleagues  about  the  paper ‘on  alternative  techniqueB. 
ft/2.15p.w.) 


Sir  Roger  Makins,  G.C.M.G.,  K.C.B.,  further  examined;  Sm  Edmund  Compton  KBE  CB 
and  Sir  Robert  Hall,  K.C.M.G.,  C.B.,  called  and  examined. 


3226.  Chairman : Sir  Roger,  may  we  turn  to  your  paper 
on  Alternative  Techniques?  f lam  not  sure  I quite  under- 
stand the  background  of  what  -you  say  in  paragraphs  2 
and  3 : 

“ It  is  generally  admitted  that  this  control  [of  file 
money  supply]  cannot  in  present  circumstances  be 
adequately  exercised  by  existing  techniques  of  monetary 
policy  alone  . . .” 

The  significant  part  of  that  quotation  for  my  purpose  is 
the  words : “ in  present  circumstances  ”.  As  I understood 
the  explanation  given  to  us  by  the  Bank,  and  I think  the 
Treasury  too,  tte  basic  defect  in  the  control  of  the 
money  supply  has  been  related  to  the  volume  of  the 
floating  debt  coupled  with  the  pcsition  of  the  Bank  of 
England  as  lender  of  last  resort ; so  long  as  the  volume 
of  the  floating  debt  is  large  enough,  that  sets  up  as  it 
were  a closed  circle,  under  which,  in  so  far  as  the  banks 
wish,  they  can  at  any  time  replenish  their  supplies  of 
money.  I follow  that;  but  it  does  not  strike  me  that 
the  volume  of  the  floating  debt  ds  to  be  taken  necessarily 
as  an  inescapable  fact ; the  Treasury  have,  I think,  put 
before  us  cwtain  considerations  which  would  alter  this 
situation;  a greater  success  in-  the  funding  policy  pursued  , 

t Memoranda  of  Evidence  Part  II  No.  13. 


or,  I suppose,  the  taking  of  a larger  part  of  the  floating 
d^t  out  of  the  banking  system;  or  a taxation  policy 
which  womd  by  itseU  reduce  the  necessity  for  maintaming 
the  size  of  the  floating  debt ; or  a diminution  of  Govem- 
mrat  expenditure  calling  for  the  creation  of  floating 
debt.  How  mudi  of  this  is  covered  by  'the  words 

present  circumstances  ”? Sir  Roger  Makins:  By  that 

we  simply  mean  things  as  they  are  at  the  present  time ; 
lho»  alternative  approaches  to  the  problem  are  not  in- 
tended to  be  included  in  this  phrase.  This  was  merely 
a shortoand  way  of  sun^ng  up  the  evidence  which  has 
been  givra ; it  was  not  intended  to  make  any  new  point. 
Perhaps^  I should  say  that  in  putting  forward  this  paper 
we  realise  that  it  touches  on  one  of  the  main  points,  pos- 
sibly the  central  point,  of  your  inquiry ; we  have  not 
therefore  attempted  here  to  do  more  than  put  up  a few 
marker  and  make  a few  observations,  without  in  any 
sense  trying  to  press  or  support  a particular  view. 

3227.  We  have  to  consider  what  this  paper  ds  about; 
you  are  oommenting  on  the  whole  of  the  Batik’s  Paper 
~*Note  by  wi^ss,  1th  February,  1958.— In  1939  and  1956  the 
Exchmge  Equahsation  Account  did  not  hold  and  sterling  market 
secunti^  and  as  a matter  of  policy  none  are  held  at  the  present 
time.  Ap^  from  a working  cash  balance,  the  Account’s  sterling 
assets  we  invest^  entirely  in  “ tap  ” Treasury  Bills— that  is.  Bills 
issued  direct  to  the  Account  and  not  through  the  weekly  tender. 
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„ ^ Sir  Roger  Makins,  G.C.M.G.,  K.C.B. ' 

Sir  Edmund  Coi^ton,  K.B.E.,  C.B.,  and  Sm  Robert  Hall,  K.C.M.G.,  C.B. 


[Continued 


No.  n,  which  deals  with  possible  alternative  techniques 
mr  .the  control  of  the  money  supfjy  to  the  private  sector 
We  shall  want  to  get  some  idea  as  to  how  far  these  things 
referred  to  as  “ prwetit  circumstances  ” are  the  things  we 
are  to  think  about;  your  answer  is  that  you  are  not 

trying  to  give  us  any  view  on  that  point? ^No.  This 

says  that  the  techniques  that  are  described  as  “monetary 
pohcy  are  not  sufBcient  to  ccmtrol  the  money  supply, 
and  goes  on  to  say  that  monetary  policy  " has  to 
supplemented  by  other  things”.  Then  we  go  on  to  say 
that  It  IS  generally  admitted,  as  I think  it  is,  that  the 
metoc^  of  requests  to  the  banks  is  not  one  which  is 
desirable  as  a long  continuing  arrangement ; in  other 
words  we  do  not  feel  that  it  should  be  regarded  as  a 
permanent  feature  of  the  landscape. 


3228.  Professor  Sayers:  May  I pursue  dbis  point 
whether  you  mean  by  “ present  circumstances  ” something 
other  than  the  pr^nt  institutional  set-up?  It  has  been 
argued  to  I think,  in  evidence  {I  have  certainly  heard 
.1?  ^8^  quarters)  .that  present  techniques  are 
sufficient,  if  only  the  climate  would  permit  of  a vigorous 
fimoing  policy  that  would  secure  a substantial  reduction 
OT  ffie_  short-term  part  of  the  debt.  I would  suggest  fliat 
that  vigorous  funding  policy  would  not  be  a change  of 
circum^ances  ffiat_  would  be  relevant  to  this.  I would 
argue  that  the  institutional  arrangements  would  still  leave 
the  authorities  in  a vulnerable  .position  in  the  business 
of  the  control  of  the  money  supply.  Any  arrangements 
7/6  can  reasonably  foresee  would  include  a continuance 
of  a substantial  volume  of  short-term  debt.  Our  financial 
institutions  are  such  that  it  is  desirable,  I would  say  that 
the  national  debt  should  include  a substantial  block  of 
short-term  debt.  At  present,  it  is  agreed,  that  part  is 
rather  excessive ; but  even  if  the  excess  is  removed,  even 
if  the  system  has  merdy  a comfortable  amount  of  shra-t- 
term  debt  to  hold,  this  vulnerability  of  the  authorities 
would  remain  because  a change  of  climate  of  some  kind 
could  very  easily  make  the  short-term  debt  a nuisance. 

Would  you  agree? In  using  those  words  we  were  not 

referring  simply  to  the  institutional  set-up  but  also  to  the 
conditions  in  which  present  institutions  are  operating,  j 
do  not  want  to  express  a view  on  the  opinion  which  you 
have  just  expressed,  that,  if  there  was  a reduction  in  the 
volume  of  the  short-term  debt,  the  present  institutions 
would  necessarily  or  inevitably  be  vulnerable. 


3229.  We  should  like  you  to  express  a view  on  it.  It 
has  been  argued  that  a vigorous  funding  policy  would 
make  the  adoption  of  alternative  techniques  unnecessary ; 

it  is  therrfore  a vital  point? It  is  a vital  point,  but 

it  is  an  open  question.  In  fact  we  state  latex  on  in  this 
paper  that  alternative  arrangements  might  well  be  operated 
without  a change  in  the  institutional  set-up.  I .thiTilr  that 
is  the  point  at  issue. 


3230.  I am  asking  you  to  agree  that  a successful  fund- 
ing policy  would  not  remove  the  necessity  or  the  desira- 
bility of  some  alternative  technique.  I suggest  to  you  that 
the  difficulty  of  the  authorities  in  controlling  the  money 
supply  at  present  is  chronic,  because  the  system  appears 
to  have  an  excessive  volume  of  short-term  debt  to  digest. 
We  might  hope  that  a vigorous  funding  policy  would 
eliminate  the  excess,  and  that  the  system  might  run 
on  then  for  many  years  without  the  authorities  feeling 
under  any  difficulty  at  all  in  controUiug  lihe  supply  of 
money,  because  the  volume  of  short-term  debt  was  such 
that  existing  financial  institutions  were  eager  to  hold  that 
amount  of  short-term  debt.  But,  having  run  on  for  a 
period  of  years,  a change  in  the  economic  climate  might 
then  quite  suddenly  make  the  short-term  debt  an 
embarrassment,  although  it  was  much  contracted  as  com- 
pared with  the  present  level,  and  the  authorities  mi^t 
suffer  interference  in  their  attempts  to  control  the  supply 
of  money  by  the  edstence  of  their  short-term  debt,  not- 
wiflistanding  file  fact  that  for  many  years  it  had  been 
a comfortable  volume  to  hold.  Do  you  accept  that  line 

of  argument? Sir  Roger  Makins:  That  might  happen, 

but  I would  not  necessarily  accept  that  that  is  a reason 
for  altering  the  institutional  set-up  now. — Sir.  Robert 
Hall : I am  afraid  we  have  not  completely  explored  what 
was  in  Professor  Sayers’  mind.  By  the  “ existing  set-up  ” 
we  have  assumed  that  the  banks  wish  to  hold  some  con- 
ventional proportion,  as  it  were  30  per  cent.,  of  their  total 
assets  in  what  they  regard  as  extremely  liquid  form.  I 
take  it  that  you  do  not  have  in  mind  a situation  in  which 
the  banks  would  suddenly  alter  their  convention? 


3231.  I was  not  thinking  of  that,  although  it  does  arise ; 

the  banks  are  not  compelled  to  stick  to  this  ratio? 

We  would  agree  that  the  control  might  be  vulnerable,  if 
the  banks  suddenly  decided  to  have  some  very  different 
convention,  on  file  ground  that  the  lender  of  last  resort 
would  still  come  to  their  rescue  or  something  of  that 
sort. 

3232.  I agree  with  that ; but  there  is  short-term  debt 
held  outside  the  banks.  Suppose  that,  after  quite  a large 
block  of  short-term  debt  had  been  comfortably  held 
outside  the  banks  for  many  years,  for  some  reason  the 
short-term  debt  outside  the  banking  system  tended  to  be 
thrown  on  to  the  market,  and  the  market  was  unwilling 
to  take  up  conversion  issues  and  so  on ; then  the 
authorities  would  be  in  just  the  same  embarrassed  position 
as  they  are  now,  and  the  short-term  debt  would  then 

again  become  excessive? Sir  Roger  Makins:  All  this 

seems  to  me  rather  hypothetical. 

3233.  I am  sorry,  but  I cannot  agree.  We  are  con- 
sidering the  case  that  there  is  for  the  introduction  of  some 
new  technique  of  monetary  control.  Thwe  is  obviously 
a pretty  strong  case  for  emergency  action  on  emergency 
grounds ; there  is  this  apparent  excess  in  the  volume  of 
^ort-term  debt  But  whether  one  should  introduce  a 
new  permanent  measure  to  meet  that  emergency  situation 
depends  to  some  extent  on  whether  one  regards  the  situation 
as  something  quite  extraordinary,  or  whether  it  is  some- 
thing that  may  recur  from  time  to  time.  My  suggestion 
is  that  it  is  the  latter,  and  that  therefore  the  case  is 
stronger  than  it  would  be  if  we  had  only  this  present 

emergency  to  consider? ^If  the  situation  which  you 

foresaw  arose,  or  if  the  present  situation  were  likely  to 
continue  indefinitely,  then  I agree  that  a change  to  some 
alternative  technique  would  be  indicated ; but  whether  it 
is  a case  of  intr'Cducing  a new  technique  now  or  in  the 
near  future,  or  merely  being  prepared  to  introduce  some 
new  technique,  is  a debatable  question. 

3234.  It  is  debatable ; all  I am  asking  is  whether  you 
accept  'the  view  that  it  is  a stronger  case  than  would 
appear  just  by  looking  at  the  present  situation.  If  you 
accept  the  view  that  it  is  reasonable  to  manage  the  debt 
on  the  basis  that  quite  a large  block  of  'the  debt  can 
reasonably  be  short-term  debt,  then  it  is  surely  arguable 
that  the  monetary  authorities  should  have  weapons  at 
their  command  that  allow  them  to  deal  with  situations 
that  may  be  produced  by  the  existence  of  this  debt, 
althou^  there  may  be  quite  long  periods  when  the  exia- 
tence  of  Che  short-term  debt  is  causing  the  Government 

no  embarrassmesit  at  all? What  you  say  is  arguable, 

but  I am  not  prepared  to  say  that  it  is  conclusive. 

3235.  Of  course  not ; it  is  merely  that  the  present  cir- 
cumstances are  not  to  be  regard^  as  unique? No, 

certainly  not. 

3236.  Professor  Cairncross:  In  paragraph  3,  are  you 
thinking  exclusively  of  control  of  ,the  money  supply? 
You  speak  of  measures  of  supplementation  by  control 
of  capital  issues,  hire  purchase  controls  and  so  on.  But 
none  of  'these  measures  of  supplementation  operates 
directly  ■on  'the  money  supply ; and  there  are  many  other 
ways  in  which  you  could  operate  to  restrict  the  level 
of  demand  in  'Che  economy.  Your  paper  is,  as  I under- 
stand it,  dealing  primarily  with  what  you  can  do  by 
limiting  the  money  sufqily.  Can  you  envisage  circum- 
stances in  which  you  might  operate  etclusively  on 
interest  rates  or  on  Government  debt  and  accomplish 
exactly  the  same  effects,  while  the  money  supply  remained 

constanit? ^In  .this  paper  our  observations  are  limited 

within  the  framework  ^ the  Bank  of  England  paper. 
In  other  words  it  is  intended  to  cover  that  ground  and 
not  go  beyond  it. 

3237.  The  Bank  of  England,  however,  appears  to 
attach  special  significance  to  control  over  the  supply  of 
money.  The  measures  that  it  takes  might  exercise  effects 
of  importance,  effects  one  was  anxious  to  register,  with- 
out the  money  supply  bedng  altered ; for  instance,  if 
rates  of  interest  were  chang^,  the  money  supply  might 

not  be  changed,  and  yet  you  would  have  an  effect? 

Sir  Robert  Hall:  I think  that  is  ipossMe;  hut  yon  must 
read  paragraph  3 in  relati'Caa  'to  .paragraph  2 ; whatever 
'the  particular  situation  at  any  moment  or  the  particular 
situation  that  yon  'Wish  to  ;bring  about,  it  still  is  the 
respomajbiMty  of  the  GoV'emment  to  be  able  to  oonteol 
the  money  supply.  The  paper  is  about  that  problem. 
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3238.  My  question  really  relates  to  how  far  supple- 
mentation should  be  construed.  Only  one  of  the  three 
measures  of  supplementation  here  is  a measure  involving 

intervendoa  by  the  banking  system? ^Yes,  the  requests 

to  the  banks;  and  that,  of  course,  could  be  used  in  other 
ways  than  it  is  at  present  to  secure  a result  But  I 
think  our  central  point  is  that  we  do  not  feel  that  the 
technique  of  requests  is  likely  to  be  satisfactory  over  a 
long  period,  and  that,  therefore,  if  it  were  concluded 
that  existing  policies  were  not  likely  to  enable  you  to 
dispeuM  with  requests  to  the  banks,  we  should  have  to 
reconsider  'the  question  of  whether  the  existing  system 
did  give  us  control. 

3239.  Mr.  Woodcock:  You  are  talking  here  about  the 

method,  not  the  obj^? Before  one  can  discuss  the 

use  of  a particular  instrument  in  order  to  produce  a 
particular  result,  one  has  to  decide  what  the  instrument 
is  capable  of  doing. 

3240.  Here  attention  is  on  the  method  of  requests  to 
the  ba^s ; you  say  that  the  method  of  requests  to  the 
banks  is  not  desirable  as  a long  contmuing  arrangameait. 
Wo^d  you  also  say  the  same  about  some  other  method 

of  limiting  bank  advances  than  requests  to  the  banks? 

We  would  say  that  in  any  system  there  must  be  some 
way  to  ensure  that  the  total  quantity  of  money,  includ- 
ing bank  money,  ccmforms  to  the  objectives  of  policy. 
If  anybody  who  chooses  can  add  to  the  money  supply, 
the  thing  gets  out  of  control. 

3241.  Are  you  afraid  'that  this  voluntary  restraint  by 
the  banks  will  fail  by  the  mere  fact  .that  it  is  voluntary? 

We  ’have  said  that  we  cannot  be  confident  at  presait 

that  on  exiting  policies  we  shall  necesarily  be  able  to 
di^nse  with  the  method  of  r^uests,  if  nothing  is  do^ne 
to  change  .the  present  second  line,  which  is  the  fact  tiiat 
the  banks  at  present  regard  it  as  prudent  to  hold  a par- 
ticular volume  of  their  assets  in  a liquid  form. 

3242.  But  you  could  decide  that  it  was  prudent  for 
to  hold  a much  larger  proportion?  That  is  a 

different  matter?——  —It  would  be  a different  matter  if 
we  said  what  they  had  to  regard  as  prudent. 

3243.  I am  still  not  sure  whether  it  is  the  control  of 
bank  deposits  as  such  that  is  not  desirable,  or  whether  it 
is  the  method  of  doing  it  by  requests  to  the  bank^  which 

you  regard  as  undesirable? Sir  Roger  Makins:  It  is 

the  method  of  doing  it  by  request  to  the  banks  as  a 
long  continuing  arrangement.  That  is  all  this  was  meant 
to  say. 

3244.  Chairman:  I read  your  paper  as  an  essay  upon 
the  general  content  of  the  Bank’s  paper  about  alternative 
techniques.  Hiey  ran  through  a number  of  legal  im- 
positions which  might  be  added  to  the  existing  niethods, 
and  put  the  pros  and  also  a number  of  cons  on  each.; 

I thou^t  that,  except  in  so  far  as  you  commented,  you 

adopted  their  general  argument? That  is  right.  This 

was  not  meant  to  be  a separate  essay  on  the  subject; 
it  was  meant  to  be  sucdi  ooniments  as  we  wished  to  make 
on  the  Bank  paper. 

3245.  Professor  Cairncross:  That  being  so,  I Ttiinlr  jt 
is  fair  to  ask  whether  you  attach  the  same  importance 
to  the  control  of  the  money  supply  per  se,  in  relation  to 

economic  control,  as  the  Bank  presumably  does? Sir 

Robert  Hall:  We  attach  importance  to  the  ability  of 
the  monetary  authorities  to  control  the  money  supply ; 
the  particular  degree  of  importance  that  would  attach 
to  it  w:ould  depend  on  what  other  -things  we  were  prepared  . 
to  do. 

3246.  That  os  why  I was  asking  the  question  about  sup- 

plementation. The  Bank  would  regard  it,  I think,  as 
important  that  the  money  supply  should  be  controlled ; 
indeed  they  would  think  this  was  their  normal  function. 
The  control  of  the  money  supply  is  only  important  in 
relation  to  the  pressure  of  general  demand  on  the  econo- 
mic system? ^That  raises  the  questions  whidh  we  dis- 

cussed in  our  general  paper  (No.  6)  where  we  pointed 
out  that  there  are  a number  of  methods  of 

the  economic  system,  and  that  the  Government  of  the 
day  would  in  our  view  be  likely  to  select  among  these 
various  methods.  The  point  here  is  a fairly  straight- 
forward one;  that  if  it  is  likely  to  wish  to  use  monetary 
metho<k  (I  would  go  further  and  say  that  whatever 
^ected  we  should  still  have  to  have  a monetary 
policy),  then  in  order  to  be  able  to  say  tiiat  it  had  a 


monetary  policy  it  must  at  least  as  a minimiim  be  able 
to  control  the  supply  of  money.  That  proposition  would 
remain  true  whether  it  wMied  to  lean  more  h^vily  on 
monetary  policy  or  on  budgetary  policy  or  on  direct 
controls.  A very  rigid  system  of  controls  indeed  would 
be  required  to  be  able  to  control  the  system  irrespective 
of  the  supply  of  money,  I should  say. 

3247.  Even  within  monetary  policy  at  makes  some 
ddfference  whether  you  are  thinking  primarily  of  the 
money  supply  or  of  measures  such  as  changes  in  interest 
rates,  which  are  monetary  measures  but  may  have  very 

h^e  influence  on  money  supply? ^It  would  make  a 

difference  to  the  extent  to  whach  we  used  it,  but  it  would 
not  affect  die  initial  pnoposition  that  we  needed  to  be  in 
control. 


3248.  It  affects  the  emphasis;  it  determines  which 

measures  you  look  to? .When  you  come  to  what  we 

are  going  to  do  wiffi  them  your  point  is  very  relevant 

3249.  Chairman : The  run  of  the  argument  is  that  ihe 
control  of  the  money  supply  is  at  any  rate  a weapon  the 
Government  ought  to  possess,  and,  if  it  ou^t  to  possess 
it,  then  it  must  be  a weapon  in  working  order.  It  has 
not,  under  the  conditions  you  have  outlined  for  us,  been 
in  effective  working  order  and  it  has  only  been  working 
tolerably  because  of  the  requests  to  the  banks.— Jir 
Roger  Makins:  And  other  measures. — Chairman:  For  the 
moment  my  mind  is  on  requests  to  the  banks,  because  that 
is  what  you  comment  ot.  That  system  of  requests  is  not 
one  you  can  envisage  as  a long-term  working  arrange- 
ment. What  is  the  next  step  from  that?  If  that  is  so 
and  one  considers  the  drawbacks  to  a permanent  system 
of  requests,  it  seems  to  me  to  • follow,  unless  there  is 
some  significant  change  ahead  in  the  future,  that  there 
must  be  some  effective  weapon  added  to  make  the  control 
work.  Is  that  not  the  conclusion? — —Sir  Robert  Hall- 
We  did  not  want  to  pre-judge  that  issue.  In  the  general 
discussions  we  and,  no  doubt,  the  Bank  have  had  with  you 
tte  possibmty  of  a much  more  radical  reduction  in  the 
floatmg  debt  by  a change  in  funding  policy  has  been  put 
torward  and  we  were  certainly  not  prepared  to  say  that 
one  could  not  contemplate  such  a possibility,  or  that  it 
was  out  of  the  question  to  suppose  that  a funding  policy 

not  :^o_duce  changes  in  the  size  of  the  floating 
debt ; we  felt  it  was  rather  more  for  you  than  for  us  to 
Mpr^  an  opmion  on  whether  the  next  step  was  inevitable 


_ 3250.  Yes;  but  it  does  leave  me  with  this  question; 
IS  there  any  radical  change  of  the  conditions  ttat  have 
been  .prevailmg  up  to  now  .which  you  envisage  as  likely 
to  take  place?— —We  are  in  a position  of  transition,  or 
at  I^t  of  Ktpenment,  at  the  moment.  We  have  a much 
higher  Bank  Rate  now  than  we  have  had  in  any  of  the 
previous  periods,  and  what  the  effect  of  that  will  be  on 
these  underlying  conditions  we  are  just  beginning  to  learn. 


3251.  Professor  Sayers:  I presume  that  you  are  not 
gomg  to  sugg^  that  the  higher  Bank  Rate  wOl  make 
the  conditions  in  which  some  addition  to  &e  armoury  is 

desirable  entirely  disappear? ^We  do  not  want  to  be 

dogmatic  about  it. 


3252.  How  can  a change  in  the  level  of  Bank  Rate 
remove  the  vulnerability  of  the  authorities  in  their  control 
of  the  supply  of  money  as  long  as  there  is  some  short- 
term debt? Sir  Roger  Makins  agreed  with  you  that 

your  position  .was  arguable  on  this. 


3253.  The  Chairman  asked  whether  you  foresaw  any 
change  in  conditions  that  would  affect  the  prima  facie 
case  he  sees  i<x  introducing  some'  new  weapon  for  con- 
troUing  the  supply  of  money.  You  say:  "We  have  the 
higher  Bank  Rate  ; let  us  see  what  difference  fliat  makes  ” 
I am  suggesting  fim  the  level  of  the  Bank  Rate  can  make 
□o  difference  to  this  at  all,  though  it  may  eventually  ease 

the  funding  problem? Sir  Robert  Hall:  That  is  all  I 

meant,  that  it  may  ease  the  funding  problem.— iSz>  Edmund 
Compton : This  is  a point  on  which  we  touched  in  earliw 
evidence  [cf.  Qn.  2991];  our  experience  so  far  has  led 
us  to  feel  some  hopes  for,  but  not  necessarily  to  place 
great  confidence  in,  the  future.  We  have,  after  all  some 
experience  of  recent  years  in  which  we  have  reduced  the 
amount  of  floating  debt,  and  the  combination  of  funding 
with  the  assumption  of  suitable  budgetary  policies  in  the 
future  might  lead  to  a continuance  of  that  process  The 
prospects  of  funding  the  floating  debt  have  also  to  be 
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against  the  heavy  maturities  year  by  year.  The  result 
OT  aU  that  mi^t  well  be  a measure  of  funding  ini  the 
tumre  ; but  whether  a large  measure  of  funding  and 
reducbon  of  debt  in  the  future  would,  in  the  situation 
described  by  Professor  Sayers,  give  us  adequate  control 
over  the  money  supply  I do  not  think  we  know.  The 
particmar  measure  that  is  suggested  later  in  this  paper  for 
conttol  over  excess  liquidity  is  control  over  excess  liquidity 
m lie  hands  of  the  banks ; it  would  not,  as  it  happens 
touch  duecdy  on  the  problem,  if  that  became  a problem 
of  access  liquidity  in  the  hands  of  persons  outside  the 
banks. 


3254.  Sir  Oliver  Franks ; Is  not  the  argument  proceed- 
ing on  two  different  levels?  TTie  one  on  which  you  are 
conducting  it,  I think,  is  empirical:  you  are  saying  that 
the  atuation  up  to  now  has  not  been  in  control,  that  it 
ought  to  be  in  control,  and  that  it  may  be  that  certain 
^gs  wiU  happen  to  faring  it  sufficiently  under  control 
for  us  to  be  freed  from  anxiety  in  future  years,  or  again 
‘t,™ay  not;  you  do  not  know.  On  the  other  hand,  I 
trunk  Professor  SayCTS  is  arguing  a priori  that,  if  the 
contention  is  accepted  that,  even  thou^  the  volume  of 
the  floating  debt  is  reduced,  there  must  yet  remain,  quite 
a coMiderable  volume  of  floating  debt,  held  both  within 
the  banking  system  and  by  outside  hands,  situations  can 
ar^  m wihich,  even  though  the  floating  debt  has  been 
reduced,  there  is  still  embarrassment  to  the  authorities 
because  of  excess  liquidity.  That  is  a different  line  of 
ar^iment  from  the  empirical  method  you  are  following, 
and  to  that  extent  I think  we  may  be  at  cross  purposes? 

Roger  Makins : I think  that  is  very  well  analysed, 
ff  I may  say  so.  Certainly  this  paper  goes  on  the  empirical 
basis._  I said  that,  while  I agree  that  Professor  Sayers’ 
case  IS  arguable,  I am  not  prepared  to  say  that  I regard 
it  as  conclusive.— S/>  Edmund  Compton : The  problem 
of  potential  liquidity  outside  the  banking  system  is  a 
mu^  wider  problem  than  we  attempt  to  deal  with  here 
in  discussing  alternative  techniques  for  operating  on  bank 
deposits.  It  is  always  with  us  as  pant  of  our  debt  manage- 
ment that  we  have  the  £6,000m.  of  small  savings  repayable 


on  demand ; that  is  one  example  of  an  area  of  liquid 
debt  which  is  right  outside  this  field,  and  on  which  it 
might  he  thought  there  was  a potential  danger  that 
ou^t  to  be  dealt  with  by  a radical  revision  of  our  debt 
policy.  But  that  would,  I think,  he  a much  wider  study 
than  this,  which  is  reaUy  dealing  with  the  particulw 
poblem  of  the  control  of  the  money  supply  as  it  may 
be  mcreased  or  diminished  by  the  banks. 

Sayers:  There  are  some  contingencies 
that  can  be  left  for  emergency  action.  There  are  others 
that  are  m the  nature  of  things  sufficiently  likely  to  recur 
from  time  to  time  to  make  it  desirable  to  have  “long 
continuing  arrangements  ”,  of  a desirable  rather  than  an 
imdesuable  -l^d,  for  dealing  with  .them.  I would  suggest 
that  the  contingency  of  large-scale  encashment  of  National 
Savmgs  is  of  the  first  kind,  and  that  the  contingency  of 
a considerable  decline  in  the  taste  of  the  system  for 
short-term  debt  is  the  second  kind  of  contingency  Would 

you  not  agree  with  that? ^I  am  trying  to  think  through 

what  IS  involved  in  your  second  contingency  the  decline 
m the  taste  for  short-term  debt  on  the  part  of  non-bank 
holder^  that  would  lead  to  the  conclusion  that  it  was 
mevitable  that  we  should  exercise  legal  powers  of  control 
over  bank  credit.  I do  not  see  that  the  conclusion  follows 
mevitably  from  the  premise. 

3256.  Mr.  Woodcock:  Was  k not  you,  Sir  Edmund 
who  brought  in  the  other  one?  Now  you  are  taking  it 
out  again.  You  brought  in  this  £6,000  million  of  small 

sa^gs  as  a factor ; now  you  take  them  out? was 

onl^r  saymg  that,  once  one  brings  in  this  question  of 
hquidity  outside  the  bankiiig  system,  one  is  going  much 
^ther  than  the  question  of  distribution  as  between  the 
banks  and  business  of  a certain  class  of  short-term 
Government  debt,  namely  Treasury  Bills. 

3257.  Do  you  take  this  as  being  liquidity  in  the  fullest 

sense  of  the  word?  What  is  the  sum  total  of  fluctuation  ■ 
not  much  surely? ^In  deahng  with  Exchequer  manage- 

ment these  fluctuations  which  are  small  in  relation  to 
the  total  outstandmg  are  important.  They  have  been  uc 
to  a hundred  millions  either  way. 


(Sir  Robert  Haix  withdrew.) 


3258.  Professor  Sayers:  With  respect,  I thinV  Sir 
Edmund  has  introduced  a very  fat  and  succulent  red 
herring.  I wonder  if  we  could  go  back  to  the  Chairman’s 
question:  are  there  any  circumstances  that  lead  you  to 
suppose  that  there  is  some  change  coming?  Sir  Robert 
Hall  suggested  that  the  increase  in  Bank  Rate  might  be 

producing  such  changes? Sir  Roger  Makins:  We  are 

not  attempting  here  to  look  into  the  future.  We  merely 
point  to  the  fact  that  the  present  system  has  shown 
improvitig  results  in  the  time  that  it  has  been  in  operation. 
We  are  not  able  to  say  with  confidence  that  the  system 
will  operate  fast  enough,  or  wiU  in  aU  circumstances  be 
capable  of  effective  control. 

3259.  Chairman : Tihese  results  have  been  achieved,  by 

common  consent  of  yourselves  and  the  Bank  of  England, 
by  means  of  what  has  probably  been  an  exhaustible 
instrumoDL  If  one  accepts  the  view  that  it  is  an  exhaustible 
instrument,  what  is  the  new  set-up  to  be?  It  is  almost 
inevitable  we  should  ask  your  views  on  that.  Can  you 
see  any  material  change  in  the  conditions  that  have  made 
it  unsatisfactory  but  for  resort  to  this  exhaustible  instru- 
ment?  Sir  Edmund  Compton:  We  are  saying  that  our 

prospects  of  achieving  satisfactory  control  by  Tnejmg  of  the 
orthodox  pressure  on  bankers’  liquidity  are  linked  with 
budgetary  policy  and  the  other  firings  affected,  such  as  the 
progress  of  funding  against  debt  maturities ; and  that  so 
far  as  we  are  looking  to  funding,  the  fact  that  we  have  had 
a freer  use  of  'interest  rates  in^oves  our  prospects.  If  I 
might  follow  up  Professor  Sayers’  point,  wbat  gives  me 
difficulty  in  his  question  is  that  throu^out  this  we  are 
really  treating  this  as  a problem  of  control  over  the 
liquid  assets  .of  the  banks,  whethw  they  are  liquid  assets 
proper  or  reserves  of  liquidity.  It  is  certainly  from  that 
point  of  view  fiiat  I have  been  treating  it,  and  I have 
been  disregarding  the  question  of  liquid  or  near  liquid 
Government  debt  held  outside.  I have  been  acWng 
myself  why  it  should  be  supposed,  if  we  bad  succeeded 
in  controlling  bank  liquidity,  .perhaps  by  selling  Bills 
to  non-bank  holders,  that  the  system  had  failed  to  operate. 

3260.  Professor  Sayers:  Tlie  link  is  .this,  I think: 
that  if  the  institutions  and  file  public  outside  the  bank's 

30500 


reduced  their  demand  to  hold  short-term  bonds,  then  the 
Govenment  would  be  forced  to  deal  with  the  maturing 
bonds  by  addmg  to  the  short  assets  to  be  held  inside  the 
bankmg  system.  That  is  why  the  liquidity  of  the  whole 
system  is  relevant  to  file  control  of  the  liquidity  of  the 

banlang  system? Sir  Edmund  Compton:  I question 

whether  that  would  necessarily  follow.  If  the  bolder  of 
a Tre^ury  Bill  did  not  want  to  hold  that  Bill,  I wonder 
what  he  would  do,  He  wants  either  cash  to  spend  or 
cash  to  vaysst.— Professor  Sayers : And  the  Government 
has  to  find  .the  cash. — Sir  Edmund  Compton : The  Govern- 
ment has;  and  one  might  expect  that  in  the  normal 
course  it  would  find  its  way  into  that  holder’s  bank 
deposit.  By  that  means,  if  nothing  else  happened,  it 
wo|Uld  be  a question  of  an  addition,  I suppose,  to  the 
holdings  of  liquid  assets  by  the  banks,  But  whether  that 
in  its  -aim  could  hot  he  deadt  with  by  the  existing  measures 
of  operating  on  bank  credit  I am  not  sure,  In  a situation 
of  that  sort  which,  after  all,  we  have  had  from  time  to 
time  already,  you  might  quite  well  find  that  under  existing 
methods  the  bankers  themselves  would  be  willing  to  take 
up  suitable  Government  securities  and  not  necessarily  to 
add  to  their  liquidity. 


3261.  You  are  retreating  from  my  assumption  of  a 
general  droip  in  the  demand  for  short  bonds;  you  are 
saying  the  .banks  may  increase  their  desire  for  short-term 
bonds  concurrently  with  the  drop  of  demand  outside  the 

banks? ^I  am  simply  queslioning  the  inevitability  of 

the  money  supply  getting  out  of  control  in  those  circum- 
stances. 


3262.  It  is  not  how  to  guard  against  inevitability  that 
we  have  to  consider ; it  is  a question  whether  we  ought 
to  have  weapons  to  deal  with  the  kind  of  situation  that 

may  arise  from  time  to  time? Wnl  in  our  minds 

the  difference  lies  between  being  ready  to  deal  with  such 
a situation  and  agreeing  in  advance  a priori  that  this 
sotuation  was  bound  to  occur  and  that  we  therefore  ought 
to  have  an  alternative  system  in  operation.  It  was  the 
second  of  those  propositions  that  we  were  not  ready  to 
accent.  ■' 


R3 
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to  you  when  you  want  to  have  that  result,  but  if  you 
do  secure  that  result  do  you  not  add  to  the  money 

supply? 1£  the  bankers  find  themselves  with  excess 

holdings  of  Treasury  Bills  and  liquid  assets,  and  as  a 
result  of  being  lestrioted  on  advances  decide  to  convert 

crumpi  Trpjasiirv  RinK  intft  Gnvffmmprnf  clnr-lc  uiKi^k 


3263.  If  you  do  not  have  a standing  arrangement,  you 
fall  back  when  the  situation  arises  on  what  may  wdl 
be  a very  fair  expedient,  as  was  done  on  the  present 
occasion,  but  an  expedient  that  you  and  the  Bank,  and 
[ thinV  most  people,  a^ee  has  very  serioi^  disadvantages 
when  it  trails  on  for  sax  years.  Would_  it  not  be  bett^ 
to  have  a permanent  arrangement  that  did  not  have  these 
particular  disadvantage^  arS  could  be  brought  intO'  opera- 

tron  at  any  time? ^That  depends  on  one’s  judgment 

about  the  merits  in  fliemselves  of  a legally  compulsory 
sjBtem.  That  is  where  we  come  to  paragraph  6 of  our 
paper,  where  we  express  a presumptioii  in  favour  of 
minimum  interference  with  the  system  as  it  is,  because 
of  the  shock  and  dislocation  to  the  system  that  follows 
the  transition  to  compulsion. 

3264.  Professor  Cairncross:  The  system  as  it  is  fuaction- 
ing  at  present  is  one  in  which  the  money  supply  is  a 
specific  function  of  the  floating  debt,  other  than  .the  part 
held  outside  the  banks.  The  system  is  therefore  one  in 
which  liquidity  is  determined  unconditionally  by  the  pro- 
portion of  floating  debt  and  ‘the  willingness  of  the  public 
to  hold  floating  debt.  This  would  seem  to  introduce 
an  element  of  uncertainty  into  the  control  of  money 
supply ; the  liquidity  ratio  is  fixed,  and  the  conditions 
governing  the  floating  defat  are  not  always  exactly  the 
conditions  that  should  govern'  monetary  policy.  What 
has  been  put  to  you  by  Professor  Sayers  is  that  this  is 
a system  in  which  the  measures  of  control  operating  at 
present  are  not  likely  to  be  as  effective  as  necessary  and 
that  you  may  need  to  deal  with  bank  hquidity  over  a long 
time  and  quite  independently  of  the  size  of  the  floating 

debt? ^The  diffi(^ty  that  I feed  in  assessing  what  we 

are  likely  to  need  in  &e  future  comes  from  having  lived 
thiou^  the  past  and  the  present.  The  fact  is  that  the 
whole  of  our  experience  of  this  operation  has  been  con- 
ditioned all  the  time  by  the  existence  of  the  regime  of 
requests,  first  the  qualitative  requests,  that  have  been  with 
us  ever  since  the  war,  and  then  the  quantitative  requests 
as  to  the  actual  level  of  bank  advances.  It  is  very  hard 
to  envisage  a priori  what  would  happen  if  the  whole 
system  of  requests,  which  is  built  in  to  our  system  now 
was  done  away  with.  ’ 

3265.  The  requests  to  the  banks  do  not  determine  the 
liquidity  of  the  system,  but  the  specific  assets  the  banks 
acquire.  You  could  quite  well  have  the  maintenance  of 
a system  of  requests  without  any  impact  on  the  money 
^pply  as  such,  ^at  y^ou  are  doing  by  your  system 

requwts  to  the  banks  is  not  to  limit  the  power  of 
the  bai^s  to  create  cash  but  to  determine  that  the  flow 
ot  credit  to  indi^y  or  private  borrowers  shall  be  limited 
^ ® demand  in  the 

system  and  on  employment.  You  are  not  really  operating 

^ &e  money  supply? ^We  think  we  are.  Take  the 

two  fom^  of  requests : the  request  that  bankers  should  ob- 
serve a restnotive  attitude  following  the  same  criterk  SSe 
capital  issues  control  would,  I fuggest  havf  af 

bu“„1'  GSv^mnS 

» bants  adding  to  T’JSldri 

tias”  aadXarefL 

the  securities  come  S_t  Wherever 

point  that  we  have  cekainli^h*  ^ 

supply  was  affected  by  money 

that,  when  the  bankers  have  £fn  advances  pohey,  and 
than  they  would  otherwise  havJ^^n  advance  less 

to  have  a tes«cd„  ttcuad 

need  not  2 ‘a  It 

cent  It  yon  ted  ns  that  '™*?  “P  *0  30  per 

aeqninng  one  iraticulM 't™  S mhibited  fr^ 

aey  hesitate  tiS^^p  to  Ihfhft'b 
*?•  *\at  may  be  so ; bw  then  bl*,’  ^ “sree 

think  tie  gilt  edged  market  i.  option,  if  they 

-8  GovemmenflSS 

ihat  may  be  of  advantage 


It  ot  being  restricted  on  advances  decide  to  convert 
some  of  those  Treasury  Bills  into  Government  slock  which 
in  fact,  has  been  supplied  to  them  by  the  Government’ 
that  process  surely  does  not  add  to  the  money  in  cir- 
culation. I know  that  it  goes  through  the  market ; but 
it  is,  as  far  as  the  banks  and  the  Exchequer  jire  ocm- 
cemed,  a plain  exchange  of  a liquid  asset  for  a non- 
liquid asset. 

3269.  If  the  bankers  for  their  own  reason.s  wish  to 
become  less  liquid,  certainly  they  are  free  to  do  so ; but 
the  possibility  which  Professor  Sayers  was  Rawing  to 
your  attention  was  that  there  might  be  a change  in  the 
liquidity  requirements  of  the  entire  economic  system  with- 
out any  corresponding  change  in  the  disposition  of  the 
banking  system,  that  this  would  certainly  ^ awkward 
and  would  require  control,  and  that  it  could  not  readUy 
be  controlled  through  the  present  methods  of  interven- 
tion by  the  Bank  of  England  {from  “ present  methods  ” 

I am  excluding  requests  to  the  bank.s)? It  seems  to  me 

that  a situation  of  that  sort  would  probably  require  a 
remedial  measure  which  would  go  considerably  wider  than 
such  a measure  as  the  Bank  have  put  forward  to  you 
and  which  we  discuss  in  this  paper,  which  is  in  effect 
to  convert  compulsorily  a certain  atnount  of  the  liquid 
assets  of  banks  into  non-liquid  assets. 

3270.  The  proposal  of  the  Bank  would  deal  with  the 
situation  in  a rather  dieolive  way,  bccuu.se  it  would  take 
effect  on  the  liquidity  of  the  banks  directly,  am!  not 
through  manipulations  of  the  money  market,  ('ounler- 
balancing  a change  Jn  the  liquidity  po.silion  outside  the 
banks  there  would  be  a sterilisation  or  release  of  liquidity 
within  the  banking  area  by  this  technique.  It  might  be 
more  effective  in  those  circunustances  than  would  be  the 
mampulalion  of  ffio  Bank  Rate.-  ProUs-sar  Savers-  The 
virtue  of  the  technique  the  Bank  prefer  is  thai  it  would 
force  in  the  banks  a change  in  their  liquidity  po.sition  to 
com-i^sate  for  a change  in  the  liquidity  position  of  the 
^tside  public.  Given  the  po.ssibilily  of  changes  in  the 
liquidity  position  of  the  public,  is  there  not  a prima  fade 
^se  for  some  machinery  for  forcing  this  change  of 

liqmdity  m the  banks? A,t  the  moment  when  the 

request  is  made,  and  if  nothing  else  happens,  the  hunks 
^tead  of  having  a minimum  liquidity  of  30  per  cent 

whatever  is  the  result  of  the 
equation  of  holding  the  level  of  bank  advances,  This 
particular  -technique  would,  .so  far  as  I cm  judge,  enforce 
ftat  by  transiting  that  excess  liquidity  into  a ntm-liquid 
investment.  That  i.s  much  the  .same  effect  as  would 
^ppen  if  a bank  voluntarily  applied,  say.  £50  million  of 
of  Government  Sk 

can  come  about  through  the 
ordered  use  of  a weapon  that  has  previously  been 
deliberately  put  in  the  hands  of  the  authorities,  of  it  cS 
if  i/t  extraordinary  reqtiest  to  people 

S,v  ^ 7^7  contrary  to  their  own  interest,  and  in^a 
way  that  entails  a number  of  disadvantages  that  incrKise 

— r"S“ 

fix 

mio  near-Uquid  assets,  or  not ; in  fact,  whotHcr  they 
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would  voluntarily  dismantle  their  reserves  of  UmiiHitv  • a'>'TQ  xt  t.  j.  » 
and,  consequently,  what  rate  of  interest  would  be^%iSd  logSv  Mlo^?  ^ VT'IS- ®v 

to  produce  that  result,  which  would  really  be  inviting  the  toOow?— — I do  not  think  it  does,  because  what 

bankers  to  cease  to  be  bankers  and  become ^ ^ presumption  in 

irasls.  Takiae  it  to  its  logical  concluaiS TwTSSTi  maTJ.1  «>»  “istiog  syatcm.  It 

c%  i?_ u we  made  it  may  ibe  that  there  are  circumstances  which  overturn  that 


aa-u...  jis  logicai  coDciusion,  it  W6  made  it 

» worth  while  to  earn  large  sums  of  money  from  the 
Government  that  they  did  not  want  to  do  any  more 
banking,  no  doubt  you  could  reach  a conclusion. 

3273.  Chairman:  That  brings  to  a head,  I thmV  our 
discussion  on  the  opening  assumption.  Has  anybody  any 
queshons  on  paragraphs  7 and  8?  In  paragraph  8 you  say 
you  prefer  the  alternat  ve  nF  srw.fiai  aL  .x  “t 


presumption. 

3280.  I follow  tiiat;  buit  the  existing  system  involves 
direct  Governmental  intervention  in  what  are  called  the 
supplementary  measures,  not  simply  die  ordinary  opera- 
tions  of  the  market,  whether  by  price  or  by  quantity  • 
and  if  the  ^fference  is  only  a difference  between  a moral 


vu  uiuagittpas  / ana  «/  In  paragraph  8 you  sav  , uy  pace  or  ny  quantity: 

you  prefer  the  alternative  of  special  deposits^  Are  there  if  the^fference  is  only  a difference  between  a moral 

any  questions  on  paragraph  91— Sir  OiiVer  Franks:  You  ^ direction,  die  directness  of  the  inter- 

say  ftat  the  question  of  alternative  techniques  includes  the  lendinff  f 

question  whether  the  banks,  -if  they  are  to  be  corrmriled  lending  to  the  private  sector  is  made  more  difficult  or 
to  lend,  should  lend  ito  the  Bank^ or  to  the  TrerSury  • S»*fS-%h?rnv®  result  that  it  is  made 

arid  then  you  say:  “This  raises  the  question  where  the  fw  Govemm^  to  borrow.  Am  I not  reason- 

mitiiitive  in  the  control  of  credit  policy  should  lie  under  ^ ^uggrating  that  the  suggestion  which  you 

an  alternative  system  It  clearly  doel  I can  see  ffiat  ^ “to  the  existing  system? 

^ positive  view  of  what  you  it  butit^^S^tSn?^  ^ 
think  the  answer  to  the  question  should  be,  but  you  must  o“t « was  not  intended. 

have  hnri  ; 1.  ......  . gjgi.  Sir  Oliver  Franks:  I do  not  want  to  persist  but 

dne^  tv%  TMA.  4V.O+  4X..4  - Fr^..  > 


luc  cuiavYci  ly  tne  qucsiion  SDoulcl  be,  but  you  must 
have  had  certain  considerations  in  your  mind,  which  made 
you  feel  that  the  question  was  in  one  sense  open,  and  a 
proper  one  for  discussion.  What  were  the  pros  and  cons 

in  your  mind  when  you  wrote  that  last  sentence? 

Sir  Roper  Makins:  Paragraphs  10,  1],  12  and  13  are 
supposed  to  be  a discussion  so  far  as  we  feel  that  we 
ought  to,  or  can,  discuss  that  question. 


'—*•  A-iuriKs.  1 Qo  not  want  to  persist,  but 

argument  cute  holh  ways 
equaUy.— C/iairman : I find  this  a very  difficult  point 

what  tJie  Bajnk  of  England  Act  meant.  I dare  say  nobodv 
consider^  at  the  .time  exactly  what  it  was  meant  to  mean^ 
interpretation  of  it  something  like 


• - — ...w...  ---  — — . J..W  imcipioLduon  oi  K somethine  like 

3274.  Would  it  be  right  to  infer  from  what  is  said  in  Government,  which  is  responsible  for  the 

paragraph  11  that  you  feel  that  the  existing  position  of  “t  7°”®^  get  at  any  other 

the  Bank  of  England  in  regard  to  all  .these  questions  is  than  the  Bank  of  En^and  under 

such  that  we  shall  cither  have  to  proceed  to  overt  S®  ^“Sland  Act,  because 

independence,  or  alternatively  to  the  placing  of  the  n®  ''®sted  in  the  Bank:  whereas  ffie 

initiative  somewhere  else,  whether  in  Parliament  or  the  get  at  these  other  organs  if  it  itself  makes  a 

Treasury,  and  that  .there  is  a certain  indi.stinctness  in  the  « f if  Government,  and  the  Government  says : 

existing  .situation  that  you  feel  needs  remedying?  Is  that  fk„  * Government  is  therefore  cut  off  under 

fair? ^No,  it  is  not.  We  are  saying  here  that,  if  you  ^ direct  powers  over  the  system  as  a 

are  gomg_  to  have  a compulsory  system,  that  is  to  say  England  likes  to 

if  legislation  is  required,  then  flhe  question  under  that  Tkf?®:!  forvvard  to  rt.  Is  that  too  extreme? 

system,  not  under  the  existing  system,  is  where  you  put  »J!®7®  ^°‘®rpretation  of  the  system;  it  does 

the  inifiative  in  ttiA  ^nnimi  ....11...,  not  worJc  jijce  that. 


iii.uw  uic  cAiaiiug  sysiBiii,  IS  WJ 

the  initiative  in  the  control  of  credit  policy, 

3275.  Does  not  that  question  arise  with  equal  force 
about  the  existing  system?  The  existing  system  is 
designed  to  do,  by  methods  which  we  all  agree  are  not 
entirely  satisfactory,  exactly  what  the  alternative 

fa-K..,-..—  --»,4  (v\  /.Ja  . !f  


saying  it  does,  but  unless  that  is  the 
difficulty,  because  the  alternative 
wuld  be  that  a Government  which  regarded  itself  as 
mponsiible  would  be  able  to  say  to  the  Bank  : “ We  think 
that  you  must  take  this  or  that  action  with  regard  to 
other  banks”,  and  ihfm  t.ka  n-ini-  ^ ^ 


GiiLuuiy  adii^actory,  exactly  what  the  alternative  iw  we  think 

techniques  are  .s^upposed  to  do;  if  there  are  questions  Ser^h^nk?” 

of  mitiafive  in  the  one  case  I would  suppose  there  were  ®s_an  organ  of  Govern- 

in  the  other? Under  the  present  system  the  situation  • It  really  lies 

IS  shall  we  say,  uncertain  ; at  all  events  the  interpretation  alternatives?—— As  a matter  of 

of  the  Bank  of  Pxigland  Act  is  open  to  debate,  For  the  hut  ^ kn.  k ®^f ?®®x  powers  it  does; 

reasons  given  here  and  earlier  in  evidence,  the  Bank  of  Bank  of  everybody,  including 

England  Act  gives  certain  powers  both  to  the  Government  '^^at  under  the  present  system  the 

and  to  the  Bank  which  in  practice  have  never  been  Sed.  overriding  responsibility  in  these 

While  the  legislative  history  of  the  present  Act  leads  to  «'ldch  it  would 

the  suppo.sition  that  the  initiative  lies,  and  was  intended  has  arisen,  either  as 

by  Parliament  to  lie,  with  the  Bank  of  England,  in  fact  s«S  4m  M ^ 

It  has  never  been  necessary  to  use  those  powers,  and  it  banks  undi  am  ^ ^gland  and  the 

IS  a debatable  question  whether  that  situation  should  con-  ^fhat  'v®  have  tried  .to  say 

tmue  under  the  present  system,  or  should  continue,  as  conflict  did  ^ise,  ^d  if  it  appeared  that 

It  .probably  could  continue,  under  an  alternative  system,  nadwiS^^t^^  o proved  to  .be 

mkoi  .k.  ,x..  inad^iiate  ffien  the  Government  of  the  day  would  clearly 

5ek  to  obtain  tfiA  nnn7A«  TOk.i,-k  i*-  ^ j . 


u .piooaoiy  couiQ  conrmue,  unfler  an  am 
That  i.s  the  question  that  we  leave  open. 

3276.  But  it  seemed  to  me  that,  when  you  dealt  with 

the  hypothesis  (hat  some  form  of  compulsory  system  had 
to  be  introduced,  the  drift  of  your  thought  was  fairly 
clearly  that  the  check  on  Government  borrowing  which 
IS  made  so  easy  by  any  compulsory  system  should  in  the 
end  perhaps  lie  with  Parliament,  rather  than  with  the  Bank 
of  England  or  with  the  Treasury? Yes. 

3277.  You  sketch  one  or  two  possible  ways  in  which 

this  might  be  effected? ^They  were  put  in  purely  as 

a matter  of  illustration,  to  put  up  markers. 

3278.  If  this  is  the  way  that  your  thoughts  move  in 
considering  a compulsory  system,  surely  your  thoughts 
must  move  in  the  same  way  about  the  existing  system, 
because  in  its  own  fashion  it  does  exactly  the  same  thing. 


."xV  L7  • 'juvoinmeni  or  me  day  would  clearly 

deal  TOfl,  too  situitai.  I suppose  Ihere  is  a question 
whelhei-  in  view  of  a possible  defect  in  the  Act  a GoveiS 

rSlu,  Si?  '•'6  nrisin*. 

Clearly  that  is  .a  possible  course,  but  it  .is  not  one  th^ 
we  we  recommending  or  suggesting,  or  indeed  thart  we 
OT  representatives,  are  in  a position  to  recommend 


_ 3283._  Is  it  the  experience  of  the  Treasury  that  thwe 
is  no  live  issue  as  between  the  Treasury  and  the  Bank 
at  present  as  to  who  has  the  initiative  about  any  measure 
policy?-— 5ir  Roger  Makins:  I should  say 
that  there  was  no  live  jssnc.—J/r  Edmund  Compton  • It 
a two-^y  traffic,  speaking  in  terms  of  tactical 
atoinistration  m ffie  sense  that  a suggestion  thw  some 
change  should  be  made,  or  that  some  action  may  be 
reouired.  mav  coma  aiftiAr  tr^^rr,  +k.»  d 1. a._  . ^ 


oecause  in  its  own  fashion  it  does  exactly  the  same  thing.  »i^‘iui‘suaLioii,  m me  sense  Chat  a suggestion  that  some 
While  the  nature  of  the  compulsion  is  different,  moral,  if  change  should  be  made,  or  that  some  action  may  be 
you  like,  rather  than  legal,  nevertheless  the  requests  are  ^QuirM,  may  come  either  from  the  Bank  or  from  the 
obeyed^  as  the  direction  would  have  to  be  obeyed,  and  Tjcasi^  and  we  act  jointly.  The  initiative,  in  the  sense 

restrictions  on  lending  to  other  quarters  have  made  7 imtated  the  d^cussion,  may,  and  in  practice  often 
borrowing  by  the  Government  easier.  Must  we  not,  come  from  one  side  or  the  other. 


oorrowing  oy_  me  tjovernment  easier.  Must  we  not, 
therefore  be  right  Co  construe  paragraphs  11,  12  and  13 
as  a consent  on  the  existing  system  as  much  as  on  the 

hypothetical  one  in  which  compulsion  is  introduced? 

That  construction  was  not  intended. 


30500 
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Cairncross:  You  draw  no  distraction 

between  debt  management  and  credit  policy? I An 

ncrt  think  that  I do.  For  exam.p]e,  on  the  Government 
debt,  I would  say  that  we  would  expect  the  Bank  to 
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initiate  or  to  make  the  first  proposal  more  often  than 
not  that  some  new  move  ^ould  be  made  in  debt  manage- 
ment Equally  there  have  been  occasions  when  it  was 
fiKHn  the  Treasury  that  the  initiative  _ came  to  suggest 
that  there  should  be  some  new  move  in  credit  policy. 

3285.  In  the  paragraphs  we  have  been  itiscussing  the 
particuiar  proposition  is  one  that  _ would  involve  com- 
pulsory powers  over  the  commercdal  banks  in  rdati<® 
to  debt  management,  whereas  the  present  ^licy  does 
not  involve  debt  management,  at  least  so  dneotiy.  _J 
wondered  whether  you  were  laying  any  stress  on  tha 
as  a point  of  distinction  between  current  techmques  and 
proposed  techniques,  or  whether  1his  was  passing  through 

your  mind? Sir  Roger  Makins:  I was  thinking  m 

terms  of  the  present  system  when  I was  talking  just  now. 

3286.  The  present  system  does  not  involve,  as  between 
the  central  Government  and  the  clearing  banks,  any  raer- 
else  of  powers  involving  the  banks’  investments  in  Govern- 
ment stodcs ; they  are  involved  only  indir^y.  The  new 
arrangement  outlined  would  involve  a direct  conflict,  if 
your  suggestion  were  implemented  and  the  Government 
took  powers  independeutiy  of  the  Bank.  But  you  do 

not  attiach  any  importance  to  that? do  not  think  1 

do  no,  Coming  back  to  what  the  Chairman  referred 
to ’as  a “Hve  issue”,  I take  it  that  the  issue  could  only 
be  live  in  that  sense  if,  for  example,  the  Government 
thought  that  something  should  be  done  and  the  Bank  of 
England  said:  “No,  you  can’t  do  that,  because  the 
initiative  lies  with  us.  You  are  powerless  in  the  mattCT, 
and  we  are  not  going  to  entertain  your  suggestion  It  is, 
of  course,  conceivable  that  that  could  occur,  but  we  regard 
it  as  most  unhkely  in  any  circumstances  that  we  can 
foresee  at  present. 

3287.  Chairman:  I follow  your  view  that,  if  it  ever 
came  to  a head,  as  it  were,  if  file  power  was  not  there 
the  Government  of  the  day  would  probably  ask  Parlia- 
ment to  give  it  as  quickly  as  it  could,  even  though  that 
might  not  be  the  best  way  of  dealing  with  it.  I was 
wondering  whether  in  the  two-way  trafBc  that  Sir  Edmimd 
spoke  about  it  does  or  does  not  aid  the  position  on  either 
side  to  say:  “ On  that  matter  the  initiative  lies  with  us  ’. 

fe  that  position  ever  taken  up? Sir  Edmund  Compton : 

Under  the  present  system  I do  not  think  so.  Whefther  it 
might  assume  importance  undCT  a compulsory  system, 

I am  frankly  not  so  sure.  As  I would  envisage  the  opera- 
tion of  the  system,  I do  not  think  it  ought  to but  it  is 
quite  postible  -&at  it  might  have  some  psychological  effect 
upon  the  readiness  or  otherwise  of  either  of  the  parties  to 
initiate  action. 

3288.  Professor  Cairncross:  Does  not  initiative  rest 
very  often  on  the  infonnation  at  the  dispoal  of  the 
person  taking  the  initiative?  The  information  at  tiie 
disposal  of  the  Bank  of  England  is  not  always  the  same 
as  the  information  at  the  di^josal  of  the  Treasury.  Each 
has  fuller  infonnation  about  some  things  than  the  oflier? 

Yes,  and  in  our  work  we  try  and  pool  that,  so  far 

as  we  can,  as  part  of  our  joint  work. 

3289.  Have  you  ever  had  any  occasions  on  which  you 
met  with  a refusal  from  the  Bank  of  En^and  to  give  you 

infiormation? Sir  Roger  Makins:  I should  regard  it 

as  almost  inconceivable. — Sir  Edmund  Compton : It  is  not 
as  if  we  entered  into  a battle  wifli  each  other  aimed  with 
secret  briefs ! 

3290.  Professor  Sayers:  Has  there  never  been  any 

occasion  when  the  Bank  has  expressed  such  extreme 
reluotanoe  to  disclose  informatiion  to  the  Treasury  that 
the  Treasury  has  decided  not  to  press  the  mattCT  any 
further? Sir  Roger  Makins:  Not  in  my  brief  ex- 

perience.—Sir  Edmund  Compton:  Nor  in  my  experience. 
That  may  have  been  due  to  a certain  delicacy  on  the 
part  of  the  Treasury,  in  not  asking  for  information  which 
we  knew  in  advance  the  Bank  would  find  great  difficulty 
in  d~isctc.»iiTi.g,  as  for  example  about  the  internal  affairs 
of  customers ; there  is  that  area  m which  we  ap^ehend 
that  the  Bank  of  England  are  in  a sense  keeping  the 
confidence  of  their  customers,  and  we  regard  the  main- 
taining of  that  confidence  as  impewtant 

3291.  Professor  Cairncross:  May  I ask  if  you  have, 

and  have  had  throughout  flie  last  six  years,  access  to  all 
the  information  listed  in  the  document  submitted  by  the 
Bank  as  1heir  Appendix  3? ^We  have  had  access  to  it. 

3292.  In  all  cases? ^I  have  never  had  any  experience 

of  asking  the  Bank  of  England  and  the  Bank  refusing  to 
give  it  to  ns. 


3293.  Do  you  think  ,the  Bank  of  England  equally  has 

access  to  all  the  information  the  Treasury  has  that  is 
relevant  to  its  initiative? ^Yes. 

3294.  Do  you  know  of  any  case  in  which  they  have 
felt  that  they  have  been  denied  information  that  they 
would  have  liked  to  have,  and  that  they  could  quite 
reasonably  have  asked  for,  as  bearing  on  credit  policy? 

Sir  Edmund  Compton : I could  conceive  the  sort  of 

information  that  they  might  like  to  have  but  they  know 
quite  well  they  must  not  have ; for  example,  it  would 
be  indeed  very  useful  for  them  for  their  purposes  to 
know  the  Budget  proposals  in  advance,  but  they  would 
noit  think  of  asking.  I caU  that  to  mind  as  an  obvious 
example  of  information  that  they  would  not  ask  for 

• and  we  would  not  give  them.— Sir  Roger  Makins : Of 
course,  the  relations  between  government  and  centrd 
bank  vary  very  much  from  country  to  country,  and  it 
would  not  be  proper  for  me  to  comment  on  or  to  describe, 
the  system  in  offier  countries ; no  doubt  if  you  feel  it 
desirable  you  will  be  obtaining  such  information  as  you 
want  from  authorised  quarters.  But  it  ocems  to  me,  just 
as  an  observation,  that  it  may  well  be  that  the  modus 
operandi  in  other  countries  varies  as  much  from  the  actual 
written  constitution  or  document  as  the  modus  operandi 
here  differs  from  the  actual  provisions  of  the  Bank  of 
England  Act,  in  as  much  as  they  have  never  been  applied. 

It  may  well  be  that  the  relationship  in  many  cases  depends, 
as  I tbink  it  does  here,  less  on  the  statutory  position, 
although  that  may  have  the  same  sort  of  psychological 
or  ultimate  sanction,  than  on  the  actual  day-to-day 
relationships  between  the  Government  departments  con- 
cerned and  the  central  bank. 

3295.  Chairman : That  may  be  so ; but  I have  been 
trying  to  find  out  from  you  how  the  Bank  is  aa 
independent  entity  in  the  set-up  with  a position  of  its 
own,  and  its  duty  or  interest  to  maintain.  If  you  do  not 
count  the  legal  position  (as  nobody  knows  what  it  is, 
it  is  just  as  well  not  to  do  so)  I do  not  quite  see  what 
is  left,  except  the  discussions  which  Sir  Edmund  referred 
to,  which  run  on  and  from  which  hitherto  you  have 

always  emerged  without  open  conflict? As  I said  at 

.the  outset  [c/.  Qn.  974]  tiiere  is  a clear  division  of  labour 
between  the  Treasu^  and  the  Bank ; the  Bank  is 
recognised  as  primarily  performing  certain  functions  as 
the  Treasury  is  recognised  as  performing  other  functions. 
So  in  practice  file  Bank  clearly  takes  the  initiative  in 
certain  matters  and  the  Treasury  .takes  the  initiative  in 
certain  other  matters ; that  is  a matter  of  the  efficient 
operation  of  the  system. 

3296.  Sir  Oliver  Franks : In  the  light  of  that  discussion 
[ wonder  what  you  fiiink  is  ffie  answer  to  the  question 
in  the  last  sentence  of  paragraph  9,  but  related  to  the 
existing  system.  Who  would  you  say  has  the  initiative 
in  control  of  credit  policy  as  at  present?  Would  the 
answer  .be  on  the  lines  of  Sir  Edmund  Compton’s 
suggestion  fliat  the  initiative,  in  the  sense  of  starting  a 
discussion,  may  begin  in  either  place,  while  the  general 
overriding  responsibflity  must  be  located  in  one,  namely, 

the  Treasury ; or  would  you  put  it  differently? No,  1 

ibiTik  that  that  is  about  right,  and  that  the  Bank  itself 
has  recognised  the  overriding  responsibility  of  the 
Government.  Either  party  can  take  the  initiative,  but 
in  relation  to  the  division  of  labom  between  the  two  it 
is  natural  that  each  should  normally  take  the  initiative  in 
those  things  in  which  it  takes  the  predominant  part ; there 
would  then  be  a discussion,  and  in  the  last  resort  it  is 
recognised  that  the  view  of  the  Government  shoidd  prevail. 

3297.  Sir  John  Woods : It  would  follow  from  that  that, 
though  you  would  regard  the  control  of  credit  policy  as 
being  something  fox  the  Government,  certain  things  within 
that  grid  belong  naturally  to  the  Bank  of  England  and 

certain  things  to  the  Treasury? -Sir  Roger  Makins:  1 

was  thinking,  as  an  illustratiion,  of  market  management 
which  would  be  .primarily  a matter  for  the  Bank. — Sir 
Edmund  Compton : I think  Sir  Oliver  Franks  was  working 
backwards  from  the  suggestion  that,  because  the  com- 
pulsory system  led  to  compulsory  lending  to  the  Govern- 
ment, there  might  he  a case  for  giving  formal  initiative 
to  the  iBank  as  opposed  to  the  Treasury  .there.  What  we 
have  said  later  on  in  the  paper  in  effect  puts  you  on 
warning  that  that  is  not  something  which  we  think 
would  be  very  likely  to  commaid  itself  tO'  the  Govamment 
which  has  accepted  responsibility  for  control  over  the 
money  supply.  In  effect  the  result  of  .the  present  system  is 
more  lending  to  the  Government  .than  would  otherwise 
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occur,  so  that  the  fact  that  we  would  continue  to  expect  the 
GovKnment  to  have  control  over  &e  money  supply  under 
a compulsory  system  implies,  I think,  tiiat  whether  the 
system  is  vduntary  or  not  Acre  is  a case  for  expecting 
that  the  overriding  authority  should  rest  with  the  Govern- 
ment and  not  be  formally  separated  from  it.  I have  made 
fiift  point  in  rather  a long  way,  but  I do  not  think  that 
the  fact  that  under  the  present  voluntary  system  thwe 
is,  'as  it  were,  a by-product  of  compulsory  lending  to  the 
Government  makes  it  any  less  valid  to  say  that  the  over- 
riding authority  should  rest  with  the  Goivemment  at  the 
present  time. 

3298.  Suppose,  for  example,  that  tho-e  were  a compul- 

sory system  of  special  d^osits.  Could  it  be,  under  your 
int^retation  of  the  relation^p  between  the  Govern- 
ment and  the  Bank  of  England,  that,  even  though  all  that 
was  done  by  the  Government  with  legislation,  the  initia- 
tive might  still  come  from  the  Bank  of  England? 

Sir  Roger  Makins:  Yes. 

3299.  Though  the  overriding  responsibility  for  credit 

policy  still  lies  with  the  Goverament? Sir  Roger 

Makins:  Yes. — Sir  Edmund  Compton:  In  practice,  so 
far  as  one  can  look  forward  to  practice  under  a system 
that  does  not  exist,  cne  woul<C  I think,  expect  that 
initiative  to  be  a Bank  initiative  under  .the  particular  tech- 
nique which  the  Bank  of  England  put  before  this 
Committee. 

3300.  Sir  Oliver  Franks:  It  would  be  a very  natural 
comment  (and  this  is  not  intended  critically)  to  say  that  the 
net  result  would  be  .that  the  responsibility  would  lie  with 
the  Treasiuy  and  the  power  would  lie  with  the  Bank. — 
Chairman:  I do  not  see  any  important  power  or  responsi- 
bility in  this  except  that  of  determining  when  to  act,  and 
<m  what  volume  to  operate.  If  that  is  going  to'  be  decided 
by  the  Bank  I do  not  see  what  remains  for  the  Treasu^. 
You  seem  to  say  that  you  could  satisfacstorily  leave  details, 
like  “ how  much  ” and  “ when  ” to  the  Bai^  of  England, 
with  the  Treasury  controlling  the  matter,  as  it  were,  in 
the  background.  I do  not  see  what  there  is  left  to  con- 

luol? do  not  want  to  sedc  to  ddsoover  a silniation  of 

cleavage  .between,  the  Bank  and  the  Treasury  in  a hypo- 
thetical situation  ; but  you  might  have,  for  example,  such 
a situation  as  this : that  it  was  oommon.  ground  between 
the  Bank  and  the  Treasury,  as  the  facts  were  known  to 
them,  that  the  .banking  system  was  in  a state  of  excess 
liquidity,  but  the  Bank,  shall  we  say,  oonsidCT  that 

that  could  be  dealt  with  by  more  orthodox  means,  or 
perhaps  that  the  excess  liquidity  was  not  such  as  to 
justify  a dislocation  .of  the  system,  and  on  looking  at  it 
fr<m  the  standpoint  of  the  money  supply  and  the  infla- 
tionary potential  the  Treasury  might  take  a different 
view.  The  question  would  arise  whether  that  would  be 
a situation  in  which  you  might  in  practice  have  the 
Treasury  wishing  to  move  the  Bank  to  take  the 
initiative. 

3301.  Professor  Caimcross:  It  seems  to  me  that  in 
paragraph  12  you  do  prejudge  a good  deal  of  what  is 
valuable  in  the  Bank  of  England  proposal.  You  say:  — 

■‘ ...  it  is  doubtM  whether  a Government  would 
propose  or  Parliament  would  accept  any  arrangement 
which  restricted  the  exerdse  'of  governmental  responsi- 
bility in  this  field.” 

You  go  on  in  paragraph  1 3 to  say : — 

“It  appears  to  us,  therefore,  that  any  check  oo 
Government  borrowing  under  a ooanipnjlsory  system 
would  be  likely  to  lie  with  Parliament  ...” 

Those  two  sentences  taken  together  imply  that  the  special 
deposits  proposal  would  restrict  the  exercise  of  govern- 
mental responsibility  in  the  credit  field? -Sir  Roger 

Makins : It  is  not  intended  to  say  that.  This  is  directed 
to  any  oampulsory  system,  not  this  special  one ; all  it 
really  says  is  that,  whatever  mi^t  be  the  advantages 
which  one  might  see  in  giving  by  legislation  a degree  of 
independence  in  action,  position  or  initiative  .to  the  central 
hank,  it  seems  to  us  unlikely  in  the  present  circumst^ces 
that  such  a soluticm  would  find  acceptance.  That  is  all 
that  we  are  trying  to  indicate  here ; it  is  obvioudy  a 
question  of  (pinion. 

3302.  As  put  it  implies  that  any  compulsory  system, 
whether  the  special  deposit  scheme  proposed  by  the  Bank 
of  En^and,  or  the  institution  of  compulsory  ratios,  would 
restrict  the  exercise  of  governmental  resiponsibHily,  jn’O- 


vided  the  Bank  d England  were,  whether  initiaiiDg  policy 
or  not,  at  least  intermediary  in  instituting  the  oompulsory 
ratios  or  compulsory  deposits.  That  does  not  appear  to 
me  to  be  inevitable;  Jhere  does  not  seem  to  be  any 
unfavourable  restriction  of  the  exercise  of  governmental 
responsibility  in  a system  of  that  kind  by  comparison 
with  the  present  system.  Must  it  not  depend  on  the 
degree  of  consultation,  and  on  the  decision  as  to  where 

the  final  powers  lie? ^This  supposes  legislation  giving 

defined  powers  to  the  central  bank, 

3303.  We  had  such  au  Act  in  1946.  I thought  we 
were  putting  legal  action  on  one  side  for  this  purpose? 
^TTiis  only  rrfers  to  legal  action. 

3304.  I do  not  mean  that  there  would  be  no  legal 

action,  but  that  legal  action  mighit  not  nec^rfiy  deter- 
mine the  operation  of  the  system? That  is  really  what 

1 have  been  saying. 

3305.  Sir  John  Woods:  In  paragraph  13,  when  you 
say:  — 

“ There  are  no  doubt  a number  of  ways  in  whirii  this 

cmuld  be  secured,  for  example,  by  a requirement  of 

ParMamentary  approval  for  measures  of  compul- 
sion . . 

do  you  mean  Parliamentary  approval  each  time  the 
measure  is  to  be  operated? ^Yes; 

3306  Professor  Caimcross : The  special  deposit  system 
described  by  file  Bank  of  En^and  is  a little  akin  to  toe 
system  pursued  in  Australia.  I understand  that  m that 
country  it  was  instituted  partly  because  the  banks  were 
making  large  profits  during  toe  war,  Might  not  a system 
of  this  kind  lend  itself  to  control  of  the  banks  for 
purooses  that  wore  not  originally  present  in  the  minds 

of  those  framing  the  legislation? Sir  Edmund 

Compton:  Thai  has  the  implication  that  the  special 
deposit  wotild  be  not  only  compulsory  leuding  but  also 
lending  at  a nominal  rate  of  interest.— Pro/ersor  Ccam- 
cross:  It  could  so  be.— Sir  Edmund  Campion:  To  put 
it  in  concrete  form,  I suppose  that  would  be  one  way  of 
reducing  the  profits  toat  a bank  made.  In  so  far  as  one 
has  tried  to  .put  tins  scheme  into  concrete  form,  one 
had  envisaged  it  as  one  in  which  a bank  was  in  effect 
required  to  convert  its  liquid  assets,  that  is  its  Treasi^ 
Bills,  into  .this  deposit  with  toe  Bank,  but  on  terms  whuto 
involved  it,  as  far  as  that  particular  transaction  went,  in 
neither  profit  nor  loss ; that  would  imply  that  the  depoat 
earned  a rate  of  interest  in  line  with  toe  Treasury  Bill 
rate.  Whether  that  should  or  should  not  be  spelled  out 
in  legislation,  if  it  was  made  the  subject  of  ad  hoc  legis- 
lation would  be  debatable ; I suppose  a system  of  special 
d^KKits  could  be  used  as  you  have  suggested,  if  safe- 
guards were  not  introduced. 

3307.  Does  toe  Ti-easury  know  of  any  other  country 

in  which  a similar  system  has  been  ioaugmated? ^No. 

I suppose  that  it  happened  here,  m toe  sense  that  the 
Treasury  Deposit  Receipt  was  at  any  .rate  asked  for  from 
the  banks,  and  was  an  investment  on  which  the  banks 
earned  an  interest  at  a rate  which  was  related  very  closely 
to  file  Bin  rate.  But  the  essential  difference  between 
the  Treasury  Deposit  Receipt  and  toe  special  deposit 
scheme  is  that  toe  Treasury  Deposit  Receipt  was  part  of 
the  normal  process  of  Government  borrowing,  and  the 
amouiHt  was  fixed  week  by  week,  whereas  the  special 
deposit  scheme  is  envisaged  as  an  ad  hoc  measure  to 
deal  periodically  with  a particular  situation,  analogous 
in  operation,  as  toe  Bank  say  in  toeii  paper,  to  a change 
in  Bank  Rate. 

3308.  Professor  Sayers:  As  discussions  have  tended  to 
crystallise  around  this  proposal,  and  it  is  toe  one  most 
favoured,  or  least  disfavoured,  by  toe  Bank  of  En^and, 
and  by  the  Treasury,  I think  perhaps  it  would  be  worth 
our  having  before  this  committee  a more  detailed  scheme. 
I wondCT  if  file  Treasury  would  be  prepared  to  cdroulate 
to  the  Committee  a papOT  containing  an  outline  pilan  of 
this  kind,  showing  what  it  would  involve  and  how  it 

would  work? Sir  Roger  Makins:  May  I have  notice 

of  that  question?  I think  that  we  should  be  able  to 
do  that,  but  I would  prefer  not  to  give  a definite  promise. 
Probably  it  would  be  for  the  Bank,  who  have  takrai  the 
initiative,  to  do  it,  but  we  can  consult  about  .it. 

Chairman:  Thank  you  very  muchi,  Sir  Roger  and 
Sir  Edmund. 


(Adjourned  until  Thursday,  23rd  January,  1958,  at  10.30  a.m.) 
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THE  COMMITTEE  ON  THE  WORKING 
OF  THE  MONETARY  SYSTEM 

SIXTEENTH  DAY 

Thursday,  23rd  January,  1958 


Present: 


The  Rt.  Hon.  the  Lord  Radcuffe,  G.B.E.,  Chairman 


Professor  A.  K.  Cairncross,  C.M.G. 

The  Rt.  Hon.  Sir  Oliver  Franks,  G.C.M.G., 
C.B.E. 

The  Viscount  Harcourt,  K.C.M.G.,  O.B.E. 
W.  E.  Jones,  Esq.,  O.B.E. 


Professor  R.  S.  Sayers,  F.B.A. 

George  Woodcock,  Bsq.,  C.B.E. 

Sir  John  Woods,  G.C.B.,  M.V.O. 

Mr.  R.  T.  Armstrong,  Secretary 
Mr.  G.  Penrice,  Statistical  Adviser 


Sir  Antony  Macnaghten,  Bart.,  Chairman,  Hugh  Colville,  Esq.  and  A.  W.  Trinder,  Esq., 
repr«enting  the  London  Discoimt  Market  Association,  called  and  examined. 


3309.  Chairman:  Sir  Antony,  I understand  that  you 
are  Chairman  of  the  London  Discount  Majket  Assoda- 
tion.  Will  you  give  us  an  outiine  of  toe  constitution 

of  the  Association,  and  its  main  funotions? Sir  Antony 

Macnaghten : The  Association  consists  of  twelve  discount 
houses.  We  do  the  same  as  the  clearing  banks,  I think, 
in  that  we  appodntt  a Chairman  annually,  but  toe  custom 
is  that  he  goes  on  for  two  years  ; at  toe  end  of  two  years, 
he  has  to  retire,  and  the  Deputy  Chairman,  who  is  also 
appointed  annually,  and  also  goes  for  two  years  in  the 
ordinary  course  of  events,  then  succeeds  to  toe  Chairman- 
ship. It  has  been  the  oustom  in  toe  past  that  one  of 
these  two  officers  is  drawn  fr-con  one  of  the  toiee  old 
pubMc  coanpauies.  All  twdve  houses  are  now  public 
oompanies,  but  in  The  old  days  toe  Union  Discount  Com- 
pany, toe  National  Discount  Company  and  Alexanders 
Discount  Company  were  the  three  public  companies,  and 
the  others  ware  either  private  comijandes  or  pafltaertoips. 
The  Chairman  and  the  Deputy  Chairman  of  the  Associa- 
tion have  a weekly  meeting  with  the  Governor  of  the 
Bank  of  Eu'gland  on  Thursday  afternoons,  to  itell  toe 
Governor  anything  we  want  to  tdl  him  and  to  bear 
from  toe  Governor  anything  he  wants  to  convey  to  toe 
market.  Then,  on  Fiidaj«,  we  have  our  own  market 
meeting,  at  which  the  Chairman  and  the  Deputy  Chairman 
report  to  the  others  what  the  Governor  has  said,  and  what 
we  have  said  to  the  Governor,  and  we  discuss  anything 
toat  is  imiportant  to  toe  market.  But  toe  principal  job 
and  toe  main,  purpose  of  toat  meeting  is  to  make  up  our 
minds  at  what  price  we  should  tender  for  Treasury  Bills. 
We  settle  toat ; die  tender  has  to  be  at  toe  Bank  of 
England  by  one  o’clock  on  Friday,  and  toe  Treasury,  as 
you  know,  go  up  to  toe  Batik  of  England  to  open  the 
tenders  ; and  the  result  is  announced  very  speedily.  Then 
we  know  what  proportion  of  our  tender  has  been  accepted. 
We  have  toe  option,  unlike  in  America,  to  pay  for  these 
Treasury  Bills  on  any  weekday  in  the  following  week. 
We  can  take  the  whole  amount  on  the  Monday,  or  any 
other  day. 

3310.  Each  member  may  take  has  own  line  in  regard 

to  the  day  when  he  actually  lakes  up  his  bills? ^Entirely. 

3311.  Lord  Harcourt:  Are  all  the  houses  bound  100 
per  cent,  by  toe  agreed  syndicate  price,  or  is  there  any 

latitude  allowed  to  them? ^There  is  some  latitude.  We 

have  a rule  of  our  own  which  allows  us  to  abstain  from 
tendering  at  toe  agreed  price  for  the  full  amount  of  our 
quota,  up  to  a cectain  percentage,  which  at  the  moment 
is  15  per  cent. 

3312.  That  quota  is  based  on  toe  capital  and  reserves? 

^Thait  quota  is  based  on  the  capital  and  reserves  and 

is  weighted  by  a variable  multiplier,  which  means  that 
the  houses  with  toie  smaller  capital  resources  can  go  for 
a rather  bigger  percenlage  of  their  capital  and  reserves 
than  toe  larger  people.  That  was  brought  about 
because,  at  toe  time  when  we  made  this  agreement,  toe 
smaHer  houses  in  practice  did  a larger  BiU  business  in 
EToportion  to  toeir  capital. 


3313.  Mr.  Woodcock:  You  change  your  officers  every 

two  years,  I gather ; is  that  not  a disadvantage  in  con- 
nection with  the  meetings  with  the  Governor? 1 do 

not  think  so ; I think  it  is  an  advantage.  The  different 
finns  have  a chance  of  being  represented.  I must  say 
that  although  I very  much  enjoy  being  Chairman  of  toe 
Association,  I should  take  rather  a dim  view  if  I thought 
I was  going  to  go  on  being  Chairman  indefinitely.  I 
believe  the  dearing  banks  have  the  same  arrangement ; 
I should  have  thought  it  was  a very  good  one.  It  is  not 
really  two  years,  i>«ause  one  has  two  years  as  Deputy 
and  two  years  as  Chairman ; so  toe  full  cycle  is  four 
years. 

3314.  This  is  a voluntary  assodaitdon? It  is. 

3315.  What  would  happen  if  one  firm  did  not  observe 

this  agreement? It  is  a voluntary  association,  and  we 

have  acrt  really  got  any  sanctions.  I suppose  that  in  the 
end,  if  somebody  kept  on  ignoring  our  rules,  we  should 
say:  “We  shall  expel  you  from  our  Association.” 

3316.  What  would  happen  to  an  expelled  member? — 

Chairman:  I suppose  that  he  would  lose  his  contact 
through  toe  Chairman  and  Deputy  Chairman  with  toe 
Governor  of  the  Bank  of  England.  Would  he  lose  any- 
thing else? Sir  Antony  Macnaghten : We  have  never 

done  it,  so  we  do  not  know.  It  is  a question  of  what 
attitude  (1)  the  Bank  of  England  and  (2)  toe  other  banks 
would  take. — Mr.  Colville:  Members  of  the  market  are 
required  to  be  registered  as  members  of  an  association 
under  toe  Prevention  of  Fraud  AoL  It  seems  to  be  un- 
certain whether,  if  a member  were  expelled  from  toe 
Association,  he  would  get  the  necessary  licence  to  act  as 
an  individual. 

3317.  Mr.  Woodcock:  According  to  your  paper*  twelve 
major  houses  form  toe  Discount  Market  Ass^ialion ; is 
not  the  assumption  there  toat  there  are  people  who  are 
not  in  toe  Association  but  who  are  nevertoeless  carrying 

on  this  work? Sir  Antony  Macnaghten:  There  are 

others,  yes. 

3318.  Would  an  expelled  memb»  be  in  the  same  posi- 
tion as  these  others? ^In  theory  he  would  be  in  toe 

same  position,  of  not  being  part  of  toe  club  ; but  in  prac- 
tice he  might  have  damaged  his  position  in  toe  City.  A 
man  who  has  been  expelled  from  an  association  is  not  in 
toe  same  position  as  somebody  who  has  never  been  in 
it 

3319.  Would  that  not  depend  upon  the  reasons  for  his 

expulsion? ^He  would  only  be  expelled  if  the  reasons 

were  pretty  serious. 

3320.  What  is  the  method  by  which  you  secure  adher- 
ence to  this  agreement? ^It  is  only  a gentleman’s  agree- 

ment. 

3321.  Is  there  a method  laid  down  for  applying  for 

membership  of  the  Association? Sir  Antony 

Macnaghten:  It  is  all  very  informal. — Mr.  Trinder:  It 
would  have  to  be  a house  of  a certain  size,  and  the  Bank 
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of  England  would  have  to  agree  to  giving  aem  certam 
facilities  before  they  would  be  considered  by  mis  Associa- 
tion. It  is  not  laid  down  clearly  bwause  it  has  n_^er 
happened,  just  as  we  have  never  expelled  anybody  This 
is  a small,  haphazard  Association ; we  do  not  think  about 
the  jumps  until  we  get  up  to  them. 

3322  Have  you  a written  constitution? Sir  Antony 

Macnaghten:  We  have  a set  of  rules  which  we  sornetimes 
find  difficulty  in  understanding.  _ I would  have  said  that 
it  was  very  similar  to  the  Committee  of  London  Qeanng 
Bankers,  which  is  a voluntary  association.  I do  not  think 
they  have  any  sanctions,  if  a clearing  banker  breaks  the 
rules. 

3323  Chairman : When  was  the  last  new  entrant  to  the 

Discount  Market? ^The  Clive  Discount  Company  m 

1946. 

3324.  Professor  Sayers:  What  facilities  do  the  members 
of  the  Association  enjoy  at  the  Bank  of  England,  which 
are  not  enjoyed  by  other  firms?— The  members  of  the 
Association  all  have  accounts  with  the  Discount  Office  at 
the  Bank  of  England.  That  means  that  if  they  have  suit- 
able security,  approved  bills  or  short-dated  bonds,  they 
can  go  round  to  the  Bank  of  England  and  ask  for  a loan, 
and  the  Bank  of  England  is  bound  to  lend  them  money. 
At  the  moment  their  custom  is  to  lend  at  Bank  rate, 
which  is  7 per  cent. ; but  that  is  a tmmmum  rate,  and  the 
Bank  of  England  might  say : “ We  are  not  gomg  to  lend 
you  money  at  7 per  cent,  but  at  8 per  cent.  , or  more. 


3325.  Do  I understand  they  accept  no  such  obligation 

towards  others  not  members  of  the  Association? Sir 

Antony  Macnaghten : They  accept  no  obligatiOT  to  any- 
body who  has  not  an  accoimt  at  the  Discount  Office.  Mr. 
Trinder:  There  are  two  kinds  of  accounts.  A member 
of  the  Association  can  go  to  the  Diwount  Office. 
discount  houses  outside  the  Association  can  apply  to  the 
Chief  Cashier  of  the  Bank  of  England  for  a loan.  One 
has  a recognised  right  to  borrow,  and  the  other  is  almost 
applying  for  overdraft.  I think  they  would  all  maintain 
a balance  there. 


3326.  Mr.  Woodcock : Are  they  members  of  your  Asso- 

ciation because  they  have  this  facility,  or  do  they  have 
this  facility  because  they  are  members  of  your  Associa- 
tion?  ^fbey  had  the  facility  long  before  the  Association 

was  formed. 

3327.  Professor  Sayers:  Your  Association  consists  of 

all  the  people  who  have  been  enjoying  that  facility? 

Yes.  The  twelve  members  of  this  Association  are  the  only 
people  that  I know  that  have  the  right  to  go  to  the  Dis- 
count Office  of  the  Bank  of  England  and  borrow  money. 

3328.  Professor  Cairncross:  Can  you  tell  us  what  gave 

rise  to  this  Association? It  is  a haphazard  thing 

through  the  years,  but  it  actually  became  an  association 
because  of  the  Prevention  of  Fraud  Act  in  1945. 

3329.  It  was  nothing  to  do  with  the  underwriting  of 

the  tender? Mr.  Trinder:  No.  not  the  actual  forma- 

tion of  this  Association. — Sir  Antony  Macnaghten : It  has 
grown  up.  There  has  always  been  some  kind  of  liaison 
between  Bill  brokers.  In  the  old  days  there  used  to  be 
a sub-committee  of  the  discount  market ; I do  not  think 
the  word  “ Association  ” came  in  in  those  days.  They 
used  to  meet  together,  only,  I think,  at  times  when  the 
Bank  Rate  changed,  to  agree  a rate  at  which  they  were 
going  to  advertise  for  money  at  call  and  short  notice. 
We  always  used  on  a change  of  Bank  Rate  to  put  an 
advertisement  in  the  paper  saying  that  we  were  prepared 
to  pay  such  a rate  of  interwt  for  money  at  call  and  such 
a rate  of  interest  for  what  in  those  days  used  to  be  money 
at  three  days’  notice.  The  sub-committee  had  not  any 
real  powers,  but  the  market  more  or  less  agreed  to  accept 
its  ruling. 

3330.  Professor  Cairncross:  Does  the  system  of  quotas 

go  back  before  the  formation  of  the  Associati.on? Mr. 

Trinder:  About  1938  saiw  the  beginning  of  smne  agree- 
ment as  to  ffie  amounts  of  the  tenders. 


3331.  Then  at  the  same  time  when  you  had  already  an 
understanding  you  would  cover  the  tender  there  were 
then  no  quotas? — Professor  Sayers:  Does  not  the  agree- 
ment to  cover  the  tender  go  back  only  in  fact  to  1940? 

It  was  about  1940,  I should  thin^  that  it  started ; it 
has  rather  been  adjusted  through  the  years  since  then. 
The  tender,  of  course,  was  £40  or  £50  million  in  those 
days  instead  of  £250  million. 


3332.  How  does  one  relate  the  quota  arrangement  to 
that?  Did  it  precede  it  by  informal  agreement  between 

yourselves? Informal  to  start  with.  It  later  became 

•an  accepted  thing.  If  we  are  talking  still  about  1940  or 
round  ai»ut  then,  we  ail  had  a certain  basis  we  tendered 
on,  but  it  certainly  was  not  as  cut  and  dried  as  it  is  now. 

3333.  Professor  Cairncross:  Would  you  agree  that  so 
long  as  the  understanding  to  cover  the  tender  continues 

the  quota  anangranent  is  likely  to  be  necessary? Sir 

Antony  Macnaghten:  I think  so. 

3334.  Do  you  retain  die  right  to  ask  for  rather  more 

than  your  quota  at  a hi^er  price,  or  is  there  no  possi- 
bility of  bidding  at  two  prices? ^There  is  a possibility  ; 

as  I had  started  to  say,  a house  can  abstain  to  the  »itent 
of  15  cent.,  and  it  can  al'SO  pay  a higher  price  for 
15  per  cent,  of  its  quota.  At  the  moment  we  are  allowed 
to  pay  2d.  more  f’or  our  15  per  cent.,  which,  means,  of 
course,  that,  if  at  the  rate  we  have  all  agreed  on  we  are 
allotted  a percentage  of  our  tenders,  the  tenders  that 
we  put  in  at  2d.  'higher  get  allocted  in  full.  On  that 
15  per  cent,  abstention,  we  do  not  now  abstain,  but  we 
tender  at  a lower  price,  which  means  that  the  tendw 
is  covered  ; we  have  made  that  slight  adjustment.  These 
things  are  changing  all  the  time ; for  instance,  this  tender- 
ing for  15  per  cent,  at  a lower  price  has  only  been  brought 
in  in  the  last  couple  of  monflis. 

3335.  Chairman : The  intention  of  that  is  that,  although 
the  tender  is  thus  covered,  that  15  per  cent,  should  not 
be  an  effective  trader.  What  haptpeais  to  ‘the  15  per  cent.? 
—That  falls  to  the  ground.  Furthermore,  is  somebody 
thinks  that  Bank  Rate  is  going  np,  or  does  not  want  to 
take  Bills,  he  can  say  : “ I am  not  satisfied  with  the  price 
that  the  rest  of  you  wanted  to  tender  at,  and.  I am  going 
to  abstain  to  the  tune  of  5,000,000  Bills,  which  I wili  put 
on  the  table.”  Then  it  is  for  the  rest  of  the  market  to 
make  up  their  minds  whether  to  take  those  Bills,  or  to 
ignore  it,  or  to  say  “Perhaps  you  are  right  about  this, 
and  we  had  better  have  second  thoughts  on  what  price  'we 
tender  at.”  That  has  happened,  but  at  is  rare. 

3336.  Lord  Harcourt:  The  15  per  cent,  arrangement  is 

merely  to  allow  individual  houses  to  adjust  th«r  port- 
folios?  ^Yes. 

3337.  They  can  either  reduce  them  by  putting  in  a 

lower  bid,  and  even  perhaps  getting  the  Bilk  at  a lower 
price,  or  could  make  sure  of  getting  15  per  cent,  by 
bidding  over  the  syndicate  price? ^Yes. 

3338.  Professor  Sayers:  Is  it  not  also  a wiay  of  giving 
individual  houses  a way  of  dissenting  in  part  from  the 
decision  of  the  Association?  Might  not  a bouse  decide 
to  take  advantage  of  this  arrangement  if  ibt  t-ook  a view 
decidedly  differait  from  the  majority  view  of  what  the 

rate  should  be? ^Yes,  but  it  does  so  without  disclosing ; 

it  does  not  have  to  say:  “I  am  going  to  abstara  to 
the  tune  of  15  per  cent,  or  I am  g^oing  to  put  2d.  on.” 
A house  only  has  to  come  out  into  the  open  if  it  is 
going  to  .put  Bils  on  die  table. 

3339.  If  you  abstain,  is  it  agreed  in  the  Association 

that  somebody  else  must  take  up  that  amount? No 

it  is  not.  It  would  be  a matter  for  the  Committee  of  the 
Association  to  make  up  thedr  minds  whether  the  amount 
put  on  the  table  was  sufficiently  large  that  they  must 
be  taken  up  by  the  rest  of  us.  In  point  of  fact,  when  it 
has  happened  and  the  abstenti’On  has  been  of  any  size, 
there  have  been  other  houses  who  have  been  ready  to 
take  the  Bills.  I think  ffiere  have  been  cases  where  it  was 
a small  amount,  and  we  ignored  them. 

3340.  Sir  John  Woods:  In  commenting  on  this  proce- 
dure you  say  that  “ the  general  outlook  and  the  level  of 
market  portfolios  leads  to  agreement  on  a fair  price 
which  can  be  bid  to  the  Treasury  for  the  entire  issue  of 
Bills,  though  houses  which  have  special  commitments  may 
bid  a slightly  higher  price  for  a percentage  of  their  pro- 
portion of  the  tender.”  Can  you  define  what  you  meMi 

by  “special  commitments”? Scwne  houses  might  have 

special  orders.  Somq  large  industrial  company  might 
say : “I  would  ilike  y-ooi  to  sell  me  5,000,000  Bills  on 
iSiesday  ” ; that  would  be  a special  oomrmitment. 

3341.  By  “commitments”  do  you  in  general  mean 

orders  you  have  got  from  customers? Mr.  Trinder: 
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Any  individual  house  might  have  a lot  of  maturing  Bills 
in  the  next  week.  If  they  had  to  replace  them  they  might 
be  more  anxious  to  get  Bills  than  if  they  had  not 
maturities. 

3342.  Sir  Oliver  Franks:  That  is  the  .point  Lord 

Harcourt  was  making : bidding  at  a higher  price  for  15  per 
cent,  as  a means  of  adjusting  the  portfolio  of  Bills.  The 
phrase  “ special  commitments  ” to  which  Sir  John  Woods 
was  referring  would  appear  more  naturally  adapted  to 
special  orders  you  had  to  meet  rather  than  to  this  other 
thing,  which  would  appear  to  be  normal? “Commit- 

ment ” is  not  quite  the  ri^t  word ; we  may  be  running 
into  money  for  orders,  bills  due,  or  it  may  be  a question 
of  making  up  balance  sheets. 

3343.  Sir  John  Woods : It  seems  to  me  that  you  can  do 
this  for  any  reason  which  happens  to  suit  your  circum- 

stances  at  that  moment? Sir  Antony  Macnaghten: 

That  is  so.  We  have  perfect  freedom  of  action. 

3344.  Professor  Sayers:  Would  you  like  to  tell  us  the 
way  in  which  you  do  come  to  a decision  about  the  factors 
which  influence  your  price?  It  appears  to  the  outsider 
that,  given  the  level  of  Bank  Rate  at  any  time,  there  is 
a certain  range  within  which  the  tender  price  will  move 
as  long  as  the  Bank  Rate  remains  at  that  level.  What 
makes  you  hit  on  the  precise  price  you  do  hit  on,  within 

that  range? ^We  are  proposing  to  lend  money  to  the 

Government  for  91  days,  so  the  most  important  thing  is 
what  we  think  the  price  of  money  is  going  to  be  during 
those  91  days.  For  instance,  when  the  Bank  Rate  went 
up  from  5 per  cent,  to  7 per  cent,  in  September,  we 
had  just  tendered  for  Treasury  Bills  at  the  price  of  4j  per 
cent.  When  the  Bank  Rate  went  up  to  7 per  cent.,  the 
cost  of  money  wKit  up ; we  were  finding  money  was 
costing  us  nearly  5|  per  cent.  So  the  Bills  we  bought  just 
before  Bank  Rate  went  up  were  extremely  expensive. 

3345.  This  factor  which  you  describe  as  being  the  most 
important  is  in  effect  guessing  at  what  >the  authorities  are 
going  to  do  about  the  Bank  Rate  during  the  nett  three 

months? ^Yes ; and  also  what  price  lenders  of  money 

are  going  to  succeed  in  getting. 

3346.  Chairman : But  have  you  not  the  certainty  that 
the  clearing  banks  will  regularly  adjust  the  price  of  call 
money  to  you  according  to  the  movement  of  Bank  Rate? 

Is  that  not  a fixed  convention? Sir  Antony 

Macnaghten:  It  varies.  There  are  two  kinds  of 
money.  We  have  what  the  clearing  banks  call  their 
“ regular  ” money,  which  is  by  custom  fixed  in  proportion 
to  &e  Bank  Rate.  At  the  present  moment  the  Bank  Rate 
is  7 per  cent.  The  clearing  bankers  will  give  no  rate  of 
interest  at  all  on  current  accounts,  and  5 per  CMit.  on 
money  left  with  them  at  seven  days  notice.  The  discount 
market  in  their  turn  will  give  5 per  cent,  on  money  at 
call  and  Si  per  cent,  on  money  at  seven  days’  notice  to 
anyone  who  is  not  a banker ; and  the  clearing  bankers 
lend  their  “regular”  money  to  the  discount  market  at 
about  5i  per  cent. — Mr.  Trinder:  The  clearing  banks 
adjust  themselves  more  or  less  as  the  Bank  Rate  moves. 
When  the  Bank  Rate  goes  up,  money  rates  go  up  too. 

3347.  Professor  Sayers : This  is  one  of  the  reasons  for 

the  level  of  the  Bank  Rate  being  such  an  important  con- 
sideration in  your  determmation  of  your  price? Sir 

Antony  Macnaghten:  Certainly. 

3348.  'When  you  guess  at  what  the  Bank  Rate  is  going 
to  be  on  ea^  of  the  13  Thursdays  ahead,  how  do  you  go 

about  the  guess? Mr.  Trinder:  We  read  The 

Economist\ — Sir  Antony  Macnaghten:  We  read  a lot  of 
papers.  In  the  old  days,  when  it  was  a little  more  auto- 
matic, before  my  time,  I imagine  one  looked  at  the  gold 
figures. 

3349.  But  you  do  not  have  any  ^>ecial  indicator  now? 

How  do  you  guess? ^We  consider  the  gold  and  dol^r 

reserves  when  they  are  published ; we  consider  the  foreign 
exchange  position : the  strength  or  weakness  of  the  pound 
in  tmns  of  ottier  currencies. 

3350.  Professor  Cairncross:  You  try  to  put  yourselves 

in  .the  position  of  .the  Court  of  Directors  and  decide 
whether  you  would  put  up  the  Bank  Rate  in  the  next 
91  days? 'Yes. 

3351.  Mr.  Woodcock:  Have  you  a staff  of  everts  who 

read  The  Economist  for  you? Sir  Antony  Macnaghten : 

No,  we  do  it  ourselves. — ^Afr.  Trinder:  There  is  often 


strong  disagreement  between  us ; you  must  not  think  that 
we  just  have  a friendly  meeting,  and  all  say  the  same 
thing.  We  have  bitter  arguments  about  it,  and  every 
decision  is  decided  on  a majority  vote  ; often  it  is  a very 
near  thing. 

3352.  Is  the  majority  vote  provided  for  by  rule? 

Yes. 

3353.  Professor  Sayers:  Irrespective  of  the  size  of 

bouse? Mr.  Trinder:  Yes. — Sir  Antony  Macnaghten: 

One  thing  is  that  we  have  to  arrive  at  a result  by  a 
certain  time. 

3354.  Professor  Cairncross:  You  indicated  that  you 
have  also  to  take  into  accoum  the  rate  of  interest  at 
which  other  leaders  are  likely  to  be  offering  money,  '^en 
you  speak  of  other  lenders,  who  in  particular  have  you 
in  mind?  Is  this  foreign  money,  or  from  some  other 

sources? Sir  Antony  Macnaghten:  By  far  and  away 

the  most  important  lenders  are  the  clearing  banks,  but  in 
addition  to  them  there  are  the  other  banks,  the  Scottish 
'banks,  the  overseas  banks,  London  branches  of  foreign 
banks,  American  banks ; and  of  course,  there  are  other 
people  that  lend  us  money.  A certain  amount  of  money 
comes  from  big  industrial  organisations,  though  not  much  ; 
they  mostly  do  their  business  with  the  clearing  banks,  but 
there  are  occasions  when  they  lend  us  money.  We  are 
always  hearing  a lot  about  foreign  money  in  London  but 
my  impression  is  that  that  is  exaggerated. — Mr.  Trinder: 
It  largely  goes  into  Bills ; foreigners  obviously  do  not 
lend  to  us  at  rates  for  us  to  make  money  out  of.  In 
London  there  are  about  a hundred  odd  banks,  including 
the  Canadian  banks  and  the  American  banks.  Every 
bank  .that  has  an  office  in  London  is  called  on,  and  they 
have  a certain  amount  of  money ; that  is  true : but  when 
Sir  Antony  was  talking  about  foreign  money,  I think 
be  was  thinking  about  money  .that  comes  direct  from, 
e.g.,  Germany. 

3355.  You  are  interested  surely  in  your  success  in  ob- 

taining the  'BDls  you  want,  that  is,  the  proportion  of  the 
tender  ultimately  allocated  to  you ; if  other  agencies  obtain 
more  does  .that  not  mean  that 'the  discount  market  may 
get  less  than  they  were  hoping  for? Yes.  certainly. 

3356.  So  that  has  an  indirect  effect  on  rates? Yes. 

3357.  You  do  not  attach  much  importance  to  these 

movements  as  determining  the  course  of  rates? It  is 

not  important  enough  at  the  moment.  There  is  not  real 
confidence  in  sterling  and  such  operations  as  foreigners 
do  in  buying  BiUs  do  not  amount  to  very  much  at  all. 
If  we  thought  there  was  a very  serious  demand  for 
Treasury  Bills  when  we  .talked  about  it  on  Friday  we 
would  probably  see  what  we  could  do  about  that. 

3358.  Professor  Sayers:  You  used  the  phrase  “at  the 
moment  ” at  the  beginning  of  that  answer.  Have  things 
been  materially  different  in  this  respect  during  the  last 

few  years  at  any  time? ^Not  in  the  last  few  years, 

though  Canada  had  a bit  of  a go  at  one  time.  But  twenty 
years  ago  the  foreigner  was  quite  content  to  buy  Bills 
and  have  permanent  investments  in  English  Bills.  That 
does  not  happen  today.  (I  am  not  talking  about  Govern- 
ments but  the  foreign  banker.)  That  is  a question  of 
sterling,  not  a question  of  bill  business. 

3359.  Chairman : I got  the  impression  from  your  memo- 
randum that  about  half  the  money  in  the  discount  market 
came  from  .the  clearing  banks  and  half  from  othw  sources? 

Sir  Antony  Macnaghten : It  varies,  but  that  is  about 

the  average. 

3360.  The  clearing  banks  have  their  fixed  relation  with 
Bank  Rate ; it  is  not  so  certain  at  what  rates  you  will 
get  your  money  from  the  various  contributors  to  the  other 

sources? ^No.  They  get  what  they  can,  and  during  the 

present  tithe,  when  the  Bank  of  England  are  having  a 
tight  money  policy,  of  course  that  favours  the  lender 
compared  with  the  .borrower.  The  lender  can  say;  "If 
you  do  not  take  my  money,  you  will  have  to  go  roimd 
to  .the  Bank  of  England  and  pay  7 per  cent,  for  it  for 
a week ; therefore  you  had  better  pay  me  6i  per  cent.”, 
or  whatevea:  it  is.  The  market  has  to  pay  attention  to 
that,  .but  there  comes  a limit  when  we  say : “ We  are  not 
going  to  do  it ; we  prefer  to  go  to  the  Bank  of  England.” 

3361.  Mr.  Jones:  Your  loans  from  the  clearing  banks 
can  be  recalled  on  call  by  the  banks.  On  what  terms 
do  you  borrow  from  die  other  half  of  your  depositors? 
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—Practically  aU  Sat 

a day-to-day  basis.  The  convention  m the  ty  m required  for  the  management  of  the  debt? 

they  should  let  us  know  by  noon.  _ interested  in  a margin.  We  would 

3362.  Professor  Sayers:  When  you  receive  mon^  content  to  tender  for  Treasury  Bills  at  3i  per 

direcdy  from  abroad,  as  distinct  from  borrowing  Kom  ^ borrow  money  at  2^  per  cent.  We 

a bank  office  in  London,  is  that  also  on  a day-to-oay  money  rates  at  all,  but  to  bve 

basis? Sir  Antony  Macnaghten:  Pretty  well  always.  ^ margin.  In  May  or  June  of  this  year  we  thought 

Mr.  Trinder : 99  per  cent  of  our  money  is  repayable  on  down,  and  we  put  the  Bill  rate 

demand.  down  ; and  we  were  wrong.  The  Bank  of  England,  who 

3363.  Lord  Harcourt:  Except  at  certain  times  of  the  gj^  ^nd  see  the  figures,  might  think  we  were  tender- 

veaj-'3__5i>  Antony  Macnaghten : Yes ; people  will  lend  jj,-  jqq  Jqw  a price  for  the  circumstances  of  that  week, 

monev  over  the  turn  of  the  year;  and  some  people  lend  Equally  the  Bank  of  England  would  correct  us  it  they 

money  for  a week  or  sometimes  longer ; but  it  is  a thought  we  were  tendering  at  too  high  a price,  probably 
very  small  proportion.  by  making  money  short. 

3364.  Sir  Oliver  Franks : Do  the  indications  which  the  3372.  Professor  Sayers : If  the  Bank  bad  been  a^iarently 

Chairman  and  the  Deputy  Chairman  of  the  Association  j^ggpjjjg  you  very  (tight,  in  the  sense  that  you  had  had 
may  receive  on  the  previous  day  from  the  Bank  _ 01  ^ go  to  the  Bank  on  four  days  in  one  week,  when  Thura- 

England  at  times  play  an  important  part  m detemuiung  ^ afternoon  came  round  would  your  represratative 

what  price  you  tender  for  Treasury  Bi^? Mr.  it  part  of  his  duty  to  ask  the  Bank  why  they  had 

Trinder:  The  tender  is  entirely  our  own  affair.  Ihe  maldng  money  so  tight  during  that  weep— Sir 

Bank  of  England  do  not  tell  us  what  pnce  to  tender  at;  Antony  MacNaghten:  We  might  do  so.  I tMok  what 
we  do  exactly  what  we  like.  If  sterhng  has  bren  weak,  j ghpnld  say  would  be : “ We  see  money  has  been  ve^ 
and  we  have  talks  about  it  at  the  Bank,  that  might  affect  the  discount  market  have  had  to  borrow  £40 

our  tender  price;  when  sterling  is  weak,  one  begins  to  mfflions  of  money.  We  shall  alm'OSt  centainly  incrcMe 

think  of  the  possibilities  of  a rise  in  the  Bank  Rate,  so  lower  the  price  at  which  we  tender  for  the 

we  might  bid  less  for  the  Bills  and  put  the  rate  up.  g^yg  ^morrow.”  I should  probably  say  that  to  him,  but 
That  is  the  only  way  we  react  to  anything  the  Bank  of  j necessarily  expect  to  get  any  answer.—Afr. 

England  would  say ; and  that  would  be  a general  reaction  joinder  • We  are  only  interested  in  the  overall  cost  of  our 

to  things  published  and  already  known  anyway.  money.  The  more  we  have  to  bonow  from  the  Bank  of 

3365  So  that  the  level  at  which  you  tendered  for  the  England  at  7 per  cent,  the  more  ffie  cost  of  om  money 
first  six  or  seven  weeks  ntter  the  change  o£  Bant  Rate  goes  tip.  We  are  mteres^  w 

last  September  arose  out  of  the  considerations  yon  have  cost  of  money  md  (he  Bill  rate  m hg®  to  W 
named? ^We  were  trying,  actually,  to  get  some  money  margin  ; for  the  fom  or  t^e^s^fron^^^ptem^ 


3366.  Chairman:  What  is  the  substance  of  your  inter- 
view with  the  Governor? Sir  Antony  Macnaghten:  I 

have  generally  tried  to  give  him  a story  of  the  previous 
week  in  the  money  market;  to  tell  him  if  there  have 
been  any  new  kinds  of  bills,  fomign  bills  perhaps.  I teU 


onwards  the  Bill  rate  was  6i  per  cent.,  but  for  a mon^ 
before  that  we  were  taking  Bills  at  4J  per  cent.,  whion 
we  had  to  sell  at  6i  per  cent.  So  there  are  two  sides  to 
Ihe  jHcture. 

3373  Professor  Sayers:  The  Treasury  Bill  buaness  has 

^ _ come  10  be  a very  large  part  of  your  business.  Supposmg 

hinT  aoythTng  there  irto  teil  him’’about  the  short  dated  that  as  a result  of  deliberate  policy  on  ^e  Gowrnmrat  s 

bond  iSte?  the  kind  of  turnover  there  has  been,  and  part  the  volume  of  Treas^  Bills  av^able  f^  the  rnark^ 

whether  they  have  been  strong  or  idle.  was  substantiaHy  reduced  by  something  lake  a *ird  or 

^ If  a half?  What  would  be  the  general  effect  on  your 

3367.  To  report  upon  your  market  is  the  purpose  ot  iju^jness?  What  sort  of  effects  would  you  expect  to 

your  visit? Yes.  follow  on  the  structure  of  rates,  on  your  day  to  day 

3368  And  the  other  way,  as  between  him  and  you;  business,  and  so  on? Sir  Antony  Macnaghten:  We 

what  can  he  contribute  to  you? Sir  Antony  should  lose  the  chance  of  making  profits  out  of  that 

Macnaghten:  We  generally  ask  him  about  the  foreign  extra  quantity  of  Bills.  It  would  not  nKessarily  mean 
ecchauge  position.— Afr.  Trinder : This  weekly  visit  of  a reduction  m our  acti^  portfoho,  becau^ 
the  discount  market  to  the  Bank  of  England  started  in  governed  by  &e  amount  of  money  we  are  able  to  borrow, 
1921  at  the  request  of  Mr.  Montagu  Norman,  but  there  rou^y  speaking. 

was  not  the  formal  reporting  to  the  market  each  week  would  not  borrow  it  if  you  could  not  get 

as  there  is  now.  It  is  generally  speaking  just  to  have  a Macnaghten:  The  first  ffiing  is 

weekly  gossip.  tjjat  you  have  got  to  persuade  somebody  to  give  you  the 

3369.  Professor  Sayers:  'Must  not  the  rate  at  which  the  deposits.  Having  got  the  money,  yw  then 
market  is  going  to  tender  on  the  n«t  day  be  present  either  in  Tr^sury  Bilk,  oomm^wal  bil^  or  sbort-datTO 


in  the  minds  of  both  parties  at  this  Thursday  afternoon 

meeting;  is  any^ng  said  about  it? Sir  Antony 

Macnaghten : No,  not  really.  I would  rather  go  out  of 
my  way  not  to  embanass  the  Governor. — Mr.  Trinder: 
The  tender  is  our  affair.  If  we  are  wrong,  we  are  wrong : 
if  we  are  right,  we  are  right.  The  Bank  of  England  can, 
of  course,  conect  us  afterwards,  if  they  think  we  are 
tendering  at  too  low  a rate ; they  can  make  money 
penal.  And  if  we  tender  at  too  high  a rate  they  can 
put  it  right  in  next  week’s  tenders,  by  putting  in  tenders 
themselves,  and  underallotting  to  the  market. 

3370.  Mr.  Jones:  Six  or  seven  weeks  ago  you  were 
discounting  Bills  at  about  6f  per  cent. ; and  now  it  is 
somewhere  in  lie  region  of  6|  per  cent.,  although  you 
are  probably  getting  your  money  at  the  same  rate.  Under 
what  circumstances  do  you  feel  yourselves  entitled  to 

vary  the  tender  by  such  broad  sums? ^The  Bank  Rate 

went  up  to  7 per  cent.,  and  we  had  to  wait  and  see  the 
way  it  looked  like  working.  The  gold  and  dollar  figures 
improved ; we  brought  the  rate  down  slightly.  Now,  if 
we  are  going  to  have  the  Bank  Rate  cut  down  in  the  next 
few  months,  we  biU  brokers  have  to  make  a living  and 
go  with  the  tide. 

3371.  To  the  extent  that  Treasury  Bills  cost  more  the 
management  of  the  National  Debt  costs  more.  I assumed 
frMD  your  replies  that  under  certain  circumstances  the 
Bank  of  England  came  in  competition  with  you  on  the 


bonds.  As  far  as'  the  Treasury  BiE  is  concerned  we  ke^ 
in  our  portfolios  something  like  25  per  cent  of  the 
total  Bills  that  we  tender  for,  so  that  we  apply  for  and 
seU  about  75  per  cent.— Mr.  Trinder : If  the  hypothesis 
is  that  Treasury  Bills  are  reduced  by  a half,  we  would 
first  have  to  ask  how  the  Govemment  was  going  to  reduce 
them  by  half. 

3375.  Professor  Cairncross:  Let  us  assume  some  kmd 

of  fmiding  operation. — Professor  Sayers : I was  wondenng 
what  sort  of  future  you  could  envisage  for  yourselves. 
One  answer  is  that  the  Government  might  be  keeping  up 
short  bonds  at  such  a volume  that  you  would  increase 
that  part  of  your  portfolio  to  compensate.  That  would 
make  your  business  rather  different  in  nature? ^Yes. 

3376.  Professor  Cairncross:  Would  you  increase  your 
short  bonds  very  much  in  the  circumstances?  Is  there 

a limit  to  what  you  hold? ^There  must  be  a sharp 

limit.  You  can  ri^  having  the  discount  market  short 
bond  business  broadly  built  up  in  times  of  cheap  money 
rates,  and  then  you  can  take  a much  braver  view  ®an 
you  can  today.  As  for  die  Treasury  BiU  business,  dV 
means  of  our  busdness  we  act  as  a money  centre.  If  t''® 
are  going  to  continue  to  act  as  a money  centre  we  have 
to  have  some  security  to  provide ; so  I think  any  serious 
reduction  in  Treasury  Bills  would  be  detrimental  to  US- 

3377.  Sir  Oliver  Franks:  It  might  be  argued  in  ® 
general  way  that  the  Gotvemment  debt  was  too  liquid  1 
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that  it  woidd  be  a good  thing  if  a major  reduction  in 
Treasury  Bills  could  take  place,  and  presumably  an  im- 
portant reduction  in  the  quantity  of  short  bonds  maturing 
year  by  year.  These  are  the  things  which  make  it  diffi- 
cult for  the  Bank  to  control  the  money  supply  generally. 
If  it  was  desirable  that  both  Treasury  Bills  and  short 
bonds  should  be  considerably  diminished  in  quantity,  in 
those  _ cdroumstances  oouid  the  discount  market  live? 
Does  it  depend  on  too  liquid  a state  of  the  Government 

debt  as  judged  by  other  considerations? Sir  Antony 

Macnaghten:  Yes,  I think  it  could  live.  There  was  a 
long  period,  you  will  remember,  between  1932  and  1951, 
when  we  had  a Bank  Rate  of  2 per  cent.,  and  no  thought 
of  any  other  rate.  It  is  quite  true  there  were  considerable 
quantities  of  Treasury  Bills,  but  there  was  very  little 
profit  in  them  because  there  was  very  little  risk  in  them. 

3378.  Professor  Sayers:  Buit  you  had  a very  good 
margin  in  those  days  on  your  short  bonds.  Supposing 
itihat  the  diort  bond  profit  went  as  well  as  the  Treasury 

Bill  profiit ; what  would  there  be  for  you  to  do? Sir 

Antony  Macnaughten : It  would  be  hard  for  us. — Mr. 
Trinder:  It  would  be  a question  of  commercial  business. 
If  there  was  a funding  operation,  it  would  be  difficult 
for  -us  : but  then  what  would  the  clearing  faan^  do  with 
their  call  money?  How  would  they  lend  that,  if  they 
wanted  to  go  on  with  present  liquidity  rules?  The  banks 
have  a degree  of  liquidity  which  is  largely  based  on  the 
supply  of  Treasury  Bills.  It  goes  rather  a long  way. 

3379.  Yes  ; we  were  asking  about  your  part  in  it? 

Sir  Antony  Macnaughten : Of  course  we  existed  satis- 
factorily before  1914  (my  company  started  in  1810),  and 
(through  .the  last  century  we  made  our  money  first  out  of 
what  we  should  now  call  trade  bills ; that  was  before 
merchant  bank  acceptances  came  in. 

3380.  Professor  Cairncross:  These  trade  bills  have  now 
largely  declined.  Do  you  expect  to  see  them  increase 

again? -Mr.  Trinder:  Ours  have  certainly  increased, 

partly  due  to  the  credit  squeeze.  My  own  company  last 
year  had  a record  total  of  commercial  bills ; by  tiiat  I 
mean  bank  bills  and  trade  bills  of  various  kin(is.  But 
those  are  just  .the  conditions  of  one  year. 

3381.  Chairman:  Do  you  think  the  experience  of  your 

oompany  is  typical  of  others? Mr.  Trinder:  I tihinV 

so.-^ir  Antony  Macnaughten:  Yes. — Mr.  Colville:  I 
wotfid  agree. 

3382.  Professor  Sayers:  Have  .these  bills  been  con- 
fined to  a few  trades  or  spread  over  a wide  number  of 

commodiities? Mr.  Trinder:  They  have  been  spread 

over  a wide  number  of  commodities:  oil,  wheat,  sugar, 
timber  (timber  of  course  we  have  always  had) ; practically 
any  trade  you  can  .fiiink  of. 

3383.  You  mentioned  in  your  memorandum  a total  of 
about  £800  million  of  such  bills  drawn  in  the  course  of  a 
year.  Could  you  say  offhand  whether  £500  million  or 
£600  million  of  [those  are  drawn  in  three  or  four  or  five 

major  trades? ^Yes,  I would  think  so;  mostly  in  oil. 

OiM  is  one  of  the  predominanit  things  today. 

3384.  Lord  Harcourt:  Oil  bills,  presumably,  are  grow- 
ing a great  deal? ^They  did  grow  very  fast.  For  the 

mioment  it  may  be  that  the  rise  in  rates  has  stopped  that. 
It  is  rafiier  expensive  borrowing  on  bills  today  ; an  accept- 
ance credit,  with  a merchant  bank  giving  his  promise  to 
pay  for  a commercial  ctistomer,  would  cost  today  1\  or 
8 per  cent.  A lot  of  these  oil  people  only  come  here 
fin^y  because  it  suits  them  to  finance  in  sterling,  and 
secondly,  .perhaps  because  it  is  cheaper. 

3385.  Mr.  Woodcock:  These  are  three-month  bills? 
Yes. 

3386.  Professor  Sayers:  “What  else  is  there  besides  oil? 

Timber,  wool,  sugar,  tobacco,  wheat ; very  little  cotton 

now,  I am  ^aid  ; that  seems  to  have  gone. 

3387.  Mr.  Jones:  What  about  minerals:  copper  and 

tin,  for  instance? ^Yes,  there  are  credits  for  that  sort 

cA  thing. 

3388.  Professor  Sayers:  Is  there  anything  about  these 
trades  makes  it  likely  that  they  would  want  to  go 
on  using  this  kind  of  creiiit  whilst  ffie  majority  of  other 
trades  in  the  country  hardly  use  this  kind  of  credit  a/t  all? 

1 am  trying  to  .think  which  important  trades  do  not 

use  them.  One  I left  out  (if  you  can  call  it  a trade)  is 
hire  purchase. 


3389.  Professor  Cairncross:  The  list  you  have  given 
nis  so  far  relates  almost  entirely  .to  imports  to  this 
country,  presumably ; or  does  it  include  trade  between 

other  countries? It  does  include  trade  between  othK 

countries ; there  are  bills  drawn  against  commodities 
which  are  moved  from  one  country  to  another,  not  coming 
to  this  country  at  all. 

3390.  Is  there  anything  of  any  importance  on  the  ex- 
port side? Sir  Antony  Macnaughten:  Yes. — Mr. 

Trinder : Yesterday  there  were  quite  a lot  of  bills  repre- 
senting ml  to  &andinavia ; that  was  financed  by  a 
syndicated  credit,  which  is  a combination  of  merchant 
bankers  who  give  credit. 

3391.  You  were  speaking  of  refined  oil,  not  crude  oil? 

Crude  oil  is  hardly  a British  product? ^It  is  handled 

by  British  companies. 

3392.  Do  any  British  mantifactairers  make  use  of  trade 
hills  except  to  ^ance  their  imports? — Sir  Antony 
Macnaughten:  Certainly  tiiey  do.  We  have  seen  bills 
drawn  against  export  of  cars.  You  tise  the  expression 
“trade  bill”;  I think  we  can  get  wrong  with  that. 

“ Trade  ” has  a special  meaning  here.  We  mean  com- 
mercial bills. 

3393.  Sir  John  Woods:  I am  a little  confused  about 

the  language  in  paragraph  12 ; you  refer  to  commercial 
bills  as  settling  “ internal  commercial  transactions  ”. 
\^at  do  you  mean  by  “ internal  ”?  If  you  are  financing 
the  import  of,  say,  tobacco,  that  transaction  may  take 
place  internally,  but  it  is  a movement  internationally. 
When  you  say  “ internal  commercial  transactions  ” do  you 
include  that,  or  do  you  mean  genuinely  trading  move- 
ments intide  this  country? Mr.  Trinder:  We  include 

both.  Tobacco  credit  is  given,  and  the  credit  re^esents 
the  import  of  tobacco  here  ; we  would  call  that  an  internal 
credit,  because  the  credit,  as  far  as  we  see  it,  is  given  to  an 
English  company  here.  So  -it  can  ;be  the  financing  of 
imports ; or  it  can  ibe  the  financing  of  goods  internally. 
We  feance  purchases  of  leather  by  people  hrae  to  make 
boots  and  shoes. 

3394.  You  .finance  ifihe  export  of  eleofcrioal  goods,  if  it 

comes  (to  .'ffiat? ^Yes. 

3395.  Professor  Cairncross:  But  when  you  say  that 
there  has  berai  an  increase  of  (these  bills,  from  what  source 
has  the  increase  come?  Is  it  ithe  ttumoveir  of  the  particulax 
firms  you  are  dealmg  with,  or  of  materials  you  are 
financing,  that  has  .increased,  or  is  it  a new  group  of 
people  and  (trades  who  have  bought  bills  for  financing  in 

the  discount  .market? ^The  answer  to  that  again,  I 

think,  is  iboSh.  We  have  more  customers,  and  the  amounts 
vary  of  course  with  (the  price  of  comrnodities.  A com- 
modity .grows  up,  and  a man  wants  to  borrow  more 
money ; that  leads  to  an  increase  perhaps  in  the  amount 
of  .the  ibiUs.  Then  ^before  the  last  year  or  so  hire  purchase 
grew  very  fast,  and  would  of  course  ^ow  now  af  it  was 
aUowed  to  grow. 

3396.  Would  you  agree  (that  the  long-term  (trend  has 
been  against  hills  of  this  kind,  and  more  in  favour  of 

straight  financing  tluough  (the  clearing  banks? ^Yes. 

There  is  (no  doubt  that  some  of  these  bills  we  see  now 
are  the  direct  resrfit  of  the  credit  squeeze. 

3397.  Professor  Sayers:  If  the  banks  were  free  from 
Government  restri(3tions  on  .Ihejr  lending  you  would  fiiere- 
fore  expect  (the  demand  for  credit  throu^  these  bills  to 

go  down? ^Yes,  unless  we  were  sufficiently  cheap  to 

beat  the  banks  in  ffieir  over^aft  rate. 

3398.  Is  ithere  anyfliing  in  .the  nature  of  your  business 
or  in  the  nature  of  tibis  credit  which  would  arable  you  to 
hope  that  you  could  beat  the  banks  in  this  kind  of 

credit? Professor  Cairncross:  With  bank  money? — 

Sir  Antony  Macnaghten : That  is  the  difficulty ; we  ^e 
in  the  middle  of  everyitiiing.  We  must  no(t  do  anything 
to  upset  the  banks ; we  (must  not  do  anything  to  upset 
the  merchant  .banks ; and  .the  merchant  banks  and  the 
clearing  'banks  are  to  a certain  extent  in  competition. 
We  have  to  bear  in  mind  our  relationships  with  these 
people.  And  you  can  always  put  a curious  complexion 
on  any  transaction ; you  may  say  that  we  are  borrowing 
money  from  a clearing  .bank,  and  with  tiiat  money  are 
financing  one  of  his  compe(titors. — Mr.  Trinder:  On  the 
other  hand,  the  itwo  things  can  be  a little  diSerent.  A 
bank  lends  me  money  and  I ^ve  them  Treasury  Bills, 
but  I do  not  necessarily  give  .them  the  same  bits  of  paper. 
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3399.  Professor  Sayers:  Wife,  your  expedemce  of  how 
some  items  have  gone  up  and  some  have  not,  and  some 
trades  axe  almost  untouched  hy  ‘this  kind  of  thing,  do 
you  tih.inlf  tihat  over  the  next  ten  or  twenty  years  this 
commercdal  paper  is  likely  to  increase  or  decrea^? — pS/r 
Antony  Macnaghten:  I ^ould  have  said  that  it  is  likely 
to  decrease. — Mr.  Trinder:  I should  mysdf  have  thought 
it  was  too  difficult  to  answer. 

3400.  Professor  Cairncross:  J>o  you  deal  dn  accounts 

receivable  at  all? Mr.  Trinder:  Do  you  mean  book 

debts? — Professor  Cairncross:  I mean  taking  over  open 
accounts. — Mr.  Trinder:  No.  On  the  fringe  of  the  money 
markets  there  are  houses  that  do  this  kind  of  thing,  but 
nothing  to  do  mth  ddsoount  houses.— S/r  Antony 
Macnaghten : Tlhe  discount  market  have  alwaj^  to  con- 
sider what  sort  of  security  they  are  going  to  get,  what 
bit  of  paper.  Unless  we  can  put  iChat  bit  of  paper  in  to 
secure  the  money  we  have  borrowed  from  'the  banking 
system  we  cannot  Mie  that  piece  of  paper ; unless  we 
put  it  into  our  own  portfolio,  which  is  a thing  we  should 
look  at  very  carefuly. 

3401.  Chairman:  So  it  is  (the  judgment  of  the  clearing 
har.v«i  on  the  one  hand,  and  ithe  Bank  of  England  on  die 
other,  as  to  the  kind  .of  bits  of  paper  you  offer,  .that  your 
business  depends  on? — Professor  Sayers:  Do  you  sm 
any  possibility  of  the  developmenit  of  medium-term  credit 
providing  .bits  of  paper  that  .would  be  useful  to  you? — 
Chairman : 'Let  us  look  at  what  you  say  in  your  paper : 

“ It  is  difficult  to  see  how  .the  discount  houses  can 
assist  in  providing  such  forms  of  credit.  It  is  essential 
that  they  invest  the  money  they  borrow  in  negotiable 
instrumentts  <i.e.  freely  acceptable  by  the  ba^  as 
cohateral)  and  an  .buying  commercial  bids  a discount 
house  .acquires  a highly  liquid  asset  which  it  can 
as  crateral  against  ibonrowed  mcaiey  and  such  bills 
are  also  rediscounted  with  the  banla.  However,  the 
discount  maricet  would  probably  provide  short  or 
medium  term  finance  for  transactions  involving  exports 
or  agriculture  as  long  as  a negotiable  instrument  was 
(thereby  created.” 

What  kind  of  negotiable  instrument  have  you  in  mind  as 

being  satisfactory? Sir  Antony  Macnaghten : It  has  got 

to  be  scKnethdng  that  we  can  use  readily,  and  it  has  got 
to  be  a piece  of  paper  that  the  Bank  wffl  take.  It  would 
probably  have  to  be  a boil  drawn  at  three  months,  or 
possibly  six  months,  and  renewable. — Mr.  Trinder:  The 
Export  Credits  Guarantee  Department  at  the  moment  give 
an  .poMoy  when  they  insure  an  export.  That 

is  not  much  use  to  us.  If  the  Board  of  Trade,  or  who- 
ever it  was,  would  put  their  endorsement  on  .the  piece 
of  paper,  that  would  put  it  tin  a difieremt  class.  We  m^t 
bo  able  to  get  facilities  against  it. 

3402.  It  is  noit  so  much  the  length  of  the  credit  given 
that  matters  to  you ; as  long  as  there  is  an  endorsement 

tea  ultimate  payment  that  is  absolutely  valid? Mr. 

Trinder:  Yes.  Between  the  wars  on  some  of  the  exports 
to  Rusria  payment  was  guaranteed  by  the  Board  of  Trade. 
There  were  special  pieces  of  paper  created  for  that.— Mr. 
Colville : The  U.S.S.R.  Trade  Delegation  issued  five-year 
pixxnissory  no(tes  which  were  unconditionally  guaranteed 
by  the  Export  Credits  Guarantee  Department,  and  those 
were  accepted  from  us  as  collateral  by  the  banks,  though 
I do  not  know  whether  they  were  ever  actually  accepted 
by  file  Bank  of  England.  If  we  had  a negotiable  instru- 
ment like  tiiat,  which  the  clearing  banks  and  the  Bank  of 
England  would  .take  as  security,  we  diould  be  able  to 
use  it  as  a short  bond. 

3403.  Sir  John  Woods:  Does  not  the  E.C.G.D.  have 
a shipment  policy  which  produces  insurance  of  that  kind ; 
a series  of  .promissory  notes  extending  for,  say,  five  years? 
—Mr.  Trinder:  They  do  not  actuaUiy  put  their  name  on 
the  bill,  as  far  as  I know. 

3404.  Lord  Harcourt:  1 think  that  is  the  difficulty.  The 

instrument  which  arises  does  not  have  the  export  aedit 
guarantee  on  it  The  only  way  in  which  that  is  related 
iCo  the  E.C.G.D.  is  by  a policy  which  is  issued  to  the 
ccanpany? Yes. 

3405.  Professor  Sayers:  These  Russian  transactions,  if 
I remmiber  rightly,  began  about  1924  or  1925.  There 
were  discu^ions  ^tween  the  Board  of  Trade,  the 
Governor  of  the  Bank  of  England  and  the  Russian  trade 
ddegntion  about  it,  and  ways  and  means  were  found  for 


satisfactory  bite  of  paper  to  be  provided. ; is  that  right? 

^Mr.  Colville:  I do  not  know  when  it  starteti ; I did 

not  come  into  any  actual  contact  with  that  until  about 
1937  or  1938,  when  these  things  were  ^mg  d^e,  and 
rathM-  freely,  as  and  how  goods  changed  hands.  The  last, 
as  far  as  I know,  matured  in  1945 ; they  were  issued 
between  1937  and  1940. 

3406.  Could  what  was  done  then  by  way  of  a_  special 

arrangement  be  done  again? Mr.  Trinder:  It  is  being 

discussed,  but  I do  not  think  at  the  mom^t  the  expori 
credit  thing  is  a suitable  way  of  doling  it.  I do  not  think 
we  can  really  answa:  that. 

3407.  What  is  there  now  that  inhibits  these  arrange- 
mente,  that  apparently  was  not  present  32  years  ago?— — 
The  answer  we  get  today  (I  can  only  tell  you  what  I 
am  told)  is  that  it  is  inflationary. 

3408.  Chairman:  You  mean  that  as  a matter  of  j^licy 

file  E-CjG  j).,  do  not  want  to  ^ve  credit  of  this  kind? 

They  do  not  want  to  create  these  instruments. 

3409  Did  the  Russian  promissory  notes  carry  current 

interest? Mr.  Colvilie : The  bonds  earned  interest  at 

5i  per  cent.,  payable  every  six  months.  They  were  mrked 
by  Lloyds  Bank  here,  the  bankers  to  the  U.S.S.R.,  and 
the  dividend  was  paid  by  .tiiem. 

3410  Sir  Oliver  Franks:  When  the  original  arrange- 
ment was  made  about  1940,  by  which  the  market  as  a 
whole  covers  the  whole  tender,  was  the  initiatii^  in  coming 
to  that  arrangement  taken  from  the  side  of  ffie  Ba.nk  ot 
England  or  from  the  side  of  the  market?  Mr.  Trinder. 

I should  think  we  probably  moved.  In  1940  we  were  not 
quite  sure  what  would  happen,  so  we  were  trymg  to  be 
a bit  careful.  It  was  not  quite  dear,  as  you  remember ; 
things  were  a little  uncertain. 

3411.  GIvm.  that  that  was  so,  and  that  the  year  in 
which  this  arrangement  came  into  bedng  had 
characteristics,  what  are  the  reasons  why  you  ^h  tins 
arran'’eime(iit  to  continue  when  circumstances  are  mttCTent/ 

Antony  Macnaghten:  We  think  that  it  is  our 

function  to  do  it ; we  think  we  are  helping  in  doing  it. 

3412  Professor  Sayers:  Do  you  mean  helping  the 
Government  to  finance  itself  in  a very  easy  way?-— - 
Yes  In  fact  I would  have  said  that  there  are  periods 
when  they  oould  not  finance  themselves  in  any  other  way. 

3413.  Professor  Cairncross:  Treasury  Bills  form  a very 

high  proportion  of  the  liquid  instruments  in  the  country, 
but  from  your  point  of  view  you  would  see  v^y  gr^t 
difficulty  in  the  Government  raising  liquid  funds  it  lett 
to  their  own  devices  without  your  support,  unless  ffiey 
went  to  ffie  Bank  of  England ; is  that  your  under- 
standing?  Sir  Antony  Macnaghten:  Yes.— Mr. 

Colville : I think  that  some  of  the  money  that  we  use  to 
finance  these  Treasury  Bills  would  be  vir,tually  unobtain- 
able except  through  a mechanism  something  like  ours, 
because  we  deal  m surjduses  of  cash  among  possibly  a 
hundred  different  banks  in  London,  and  it  would  be  very 
HfffjniU  to  invest  that  if  it  had  to  be  collected  by  direct 
m^ods. 

3414.  What  do  you  think  the  banks  would  do  with  the 

surplus  cash? 1 imagine  they  would  have  to  hold  more 

cash. 

3415.  Chairman : There  wouiLd  not  be  such  an  efficient 

instrument  for  collecting  it? -.My  point  is  that  we  level 

it  out.  A bank  dare  not  mu  the  risk  of  a deficiency ; so 
if  we  were  not  there  at  the  end  of  the  day  sixty  or  seventy 
of  tile  banks  in  London  maght  find  that  because  of  their 
prudence  in  waiting  fOT  calS  over  the  counter  they  were 
in  smplus,  and  there  would  be  that  idle  cash  in  the  bank- 
ing system  in  London  on  .that  night.  In  present  conditions 
they  have  got  our  mechanism ; we  take  that  idle  cash 
from  them.  It  is  an  economy  in  the  use  of  cash  in  the 
banking  system  by  using  a small  mechanical  unit  like  ours. 

3416.  Professor  Cairncross:  If  the  Government  wants 
more  money,  it  is  dn  fact  the  Government  that  produces 
it.  You  have  no  means  of  adding  to  your  resources  unless 

the  Bank  of  England  makes  cash  available  to  you? 

Unless  it  is  coming  in  from  outside. 

3417.  Do  you  think  that  happens  often?  Are  you 
able  to  attract  money  if  the  Government’s  short  term 

requirements  increase? Mr.  Colville:  Only  from  the 

banking  system,  in  so  far  as  it  comes  through  from  the 
Government  to  the  banks  and  then  comes  to  us. — Mr. 
Trinder:  Canada  has  recently  created  a discount  market. 
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One  of  the  reasons  it  was  created  was  to  use  up  the 
surplus  requirements  of  the  banks.  The  banks  in  Canada 
until  fairly  recently  used  to  sit  and  look  at  their  balances 
at  night,  but  now  a discount  market  has  been  created 
there,  and  that  is  more  efficient. 

3418.  Is  this  not  a very  different  function  from  the 

discount  market’s  original  function?  Originally  you  had 
no  Government  paper  to  speak  of ; now  I t^e  it  that 
the  original  function  has  largely  ceased,  and  you  rely 
on  Government  paper? ^Yes.  That  is  the  same  through- 

out the  whole  of  ffie  banking  system ; as  the  Government 
debt  has  grown  it  has  had  to  be  financed. 

3419.  Do  all  the  discount  houses  still  make  really  ex- 
tensive use  of  their  knowledge  of  the  market  in  com- 
meroiai  paper?  Do  'they  know  the  credit  standing  of 

their  customers  as  they  always  did? Sir  Antony 

Macnagkten : I think  so. 

3420.  You  stand  ready,  if  there  is  an  expansion  in  the 

demand  for  commeroial  .bais,  to  meet  it? ^Yes. 

3421.  Chairman : We  should  like  to  know,  as  you  have 
alluded  to  four  function  of  being  a clearing  office  for 
bank  cash,  what  kind  of  organisation  and  staff  is  in- 
volved in  maintaining  the  houses  in  the  discount  market? 
——Sir  Antony  Macnagkten-.  The  staff  is  very  small 
because,  although,  as  you  have  seen  from  our  paper,  our 
turnover  is  enormous,  it  is  just  as  easy  to  write  down 
£1,000,000  in  a book  as  it  is  to  write  £1,  or  practically  so. 
In  my  business  we  have  a staff  of  20,  and  our  turnover 
in  Treasury  Bills  is  in  the  order  of  £2,000  nmllion ; that 
is  a good  many  millions  of  pounds  per  head.— Afr. 
Trinder : I should  think  the  total  number  of  staff  in  the 
discount  market  would  probably  be  about  400  in  the 
twelve  houses.  We  have  about  60  in  my  business. — Mr. 
Coivi7/e : We  have  about  24 ; I agree  the  total  would  not 
be  more  than  400. 

3422.  Chairman-.  We  have  had  a good  general  dis- 
cussion ; we  will  now  come  to  particular  points  by 
running  through  your  memorandum. — Professor  Cairn- 
£ross : May  I ask  you  on  paragraph  3 if  all  of  the  twelve 

major  houses  are  now  public  companies? Sir  Antony 

Macnagkten : There  is  one  which  is  a company  but  has 
not  a quotation  for  its  shares  on  the  Stock  Exchange. 
You  can  buy  shares  if  you  want  to  in  any  of  the  eleven 
companies. 

3423.  The  figure  of  £30  million  given  here  refers  to 

rthe  eleven  major  bouses,  rather  than  the  twelve? 

Mr.  Colville:  We  have  included  all  twelve. 

3424.  On  paragraph  4,  where  you  talk  about  short- 
dated  stocks ; is  five  years  the  limit  of  maturity  in  which 
you  are  prepared  to  deal,  either  in  Government  paper 
or  any  other  paper? — — Sir  Antony  Macnagkten:  Yes, 
broadly  speaking. — Mr.  Trinder : It  is  largely  governed  by 
,the  Bank  of  England  requirements,  the  rules  they  make. 

3425.  Lord  Harcourt:  On  paragraph  3 again,  is  die 

capital  of  the  discount  market  very  widely  spread? 

Sir  Antony  Macnagkten:  Not  very  widely  spread.  There 
are  the  old  farnilias  who  owned  the  old  businesses.  In 
my  case  the  Alexander  family  owned  (he  whole  capital 
at  one  time,  but  with  death  duties  and  so  on  their  holding 
has  been  reduced  very  much  over  the  years.  And  we 
have  institutional  investors : insurance  companies  and  in- 
vestment trusts  have  blocks  of  shares  in  discount  houses, 
1 think  the  total  number  of  shareholders  of  my  com- 
pany is  about  2,000.— Mr.  Trinder:  The  Union  has 
between  6,000  and  7,000  ;diareholders. 

3426.  Professor  Sayers:  The  Union  would  be  the 

largest? ^Yes ; because  we  have  never  been  a family 

business. 

3427.  Professor  Cairncross:  Is  there  any  .tde-up  between 
particul-ar  discount  houses  and  the  commercial  banks?  Is 
the  capitel  of  any  discount  house  owned  in  large  measure 

by  a commercdal  bank? Sir  Antony  Macnagkten:  I 

should  have  said  not. 

3428.  There  has  been  no  effort  on  the  jpart  of  the  com- 
mercial banks  to  buy  their  way  into  the  discount  business? 
Mr.  Trinder : No,  it  is  not  a good  oioa^  business. 

3429  Chairman:  You  have  answered  some  questions 
already  [Q.  3354  et  segq.]  about  the  part  that  foreign 
money  plays  in  contributing  to  the  resources  of  the 
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market,  but  I wanted  to  see  of  we  could  draw  anything 
more  :&om  you.  You  say  in  paragraph  6 : — 

“Variations  in  interest  rates  between  London  and 
other  centres  should,  according  to  orthodox  prewar 
doctrine,  affect  the  volume  of  specifically  foreign  money 
in  the  market.  In  present  times  this  is  regrettably  no 
longer  so.  Recent  years  have  demonstrated  that  high 
rates  in  London  will  no  longer  attract  funds — except 
on  a very  temporary  basis — unless  there  is  confidence 
in  the  stability  of  sterling.” 

Are  we  to  understand  from  that  that  in  fact  the  funds 
are  not  found  to  be  attracted,  or  that  they  are  attract^  m 

some  volume  but  on  a very  temporary  basis? 1 should 

have  thought  not  on  any  great  basis  at  all  at  the  moment, 
because  there  a dways  a limit  to  the  amount  you  can 
do  in  spot  and  forward  in  foreign  exchange ; that  would 
limit  the  amount. 

3430.  Professor  Sayers:  It  is  the  limitation  of  the  s^e 

of  the  forward  market  that  limits  it,  is  it? ^Yes.  Of 

course  every  bank  in  the  world  has  tended  to  be  short 
of  money.  American  banks  have  not  really  got  surplus 
money  for  this  kind  of  thing  at  the  moment. 

3431.  Chairman:  What  kind  of  period  is  cover.^  by 
“ recent  years  ” ; since  the  end  of  the  war,  or  since  1951 1 

Sir  Antony  Macnagkten:  I should  have  said  before 

that. 


3432.  Professor  Cairncross:  Could  you  give  us  any 

idea  of  the  amount  of  foreign  money  deposited  in  the 
discount  market  from  banks  abroad  or  branches  in 
London? Branches  in  London  would  be  fairly  con- 

siderable, because  there  are  American  banks  who  have 
at  times  quite  a bit  of  money  in  London.  For  banks 
who  have  no  office  in  London  the  figure  would  be 
exceedingly  small,  of  the  order  of  a million  or  two. 

3433.  Figures  were  given  to  the  Macmillan  Committee 
for  banks  abroad.  Is  there  any  reason  why  you  could 
not  provide  us  with  some  figures  indicating  the  position 
today?- — Mr.  Trinder : We  could  easily  give  that  figure.? 
We  do  not  happen  to  have  it  with  us,  but  it  is  suppued 
somewhere.— Mr.  Colville:  It  is  in  a return  which  we 
make  to  the  Bank  of  England. 

3434.  Mr.  Jones:  But  there  would  be  no  spot  and 
forward  buying  in  that  department  of  your  borrowing? 

Mr  Trinder:  No.  Why  an  American  bank  has 

sterling  I cannot  tell  you.  It  may  be  a spot  and  forward. 
He  may  be  holding  it  for  somebody’s  account. 

3435.  Chairman:  To  what  extent  do  the  resources  of 
these  banks  ffiat  have  offices  elsewhere  rise  and  fall  with 
the  differential  in  the  interest  rate  in  London  as  against 

other  centres? Sir  Antony  Macnagkten:  At  the 

moment  there  is  a considerable  difference  in  money  rates 
between  London  and  New  York.  The  U.S.  Treasury  Bffi 
rate  in  New  York  is  2i  per  cent,  and  our  Treasury  Bill 
rate  is  6k  per  cent. ; but  we  do  not  see  that  it  has  much 
effect. 


3436.  Professor  Cairncross:  Do  you  think  this  is  due 
to  lack  of  confidence  in  the  stability  of  sterling,  or  do 
you  think  it  would  remain  true  even  if  there  were  con- 
fidence?  find  it  very  difficult  to  answer  that  question. 

As  Mr.  Trinder  said,  it  may  be  that  they  have  not  got 
the  money. 


3437.  Professor  Sayers:  One  sometimes  hears  it  said 
that  overseas  banks  in  London  have  their  ordinary  working 
balances  here,  but  that,  when  there  is  a bout  of  particular 
distrust  of  sterling  they  run  down  those  working  balances. 
If  that  is  at  all  a sizeable  movement,  one  would  expect 
it  to  be  felt  by  the  discount  houses,  in  that  those  overseas 
banks  in  London  would  be  calling  money  from  the  dis- 
count market  at  these  periods  of  increasing  distrust? 

Mr.  Trinder:  Yes.  What  happens  is  that  the  American 
bank  sells  sterling  and  perhaps  goes  back  into  dollars, 
and  the  Bank  of  England  presumably  would  buy  the 
sterling ; and  then  we  are  short  of  money. 


3438.  If  you  go  back  over  the  last  five  years  there  have 
been  variations  in  the  distrust;  sometimes  it  has  been 
very  acute,  sometimes  less  acute.  On  what  sort  of  scale, 
taWng  the  market  as  a whole,  are  these  variations  in  the 
working  balances  held  by  overseas  banks  in  London? 

Mr.  Trinder:  We  know  of  foreign  banks  that  have  had 
£30  million  or  £40  million  lent  to  the  discount  market, 
who  possibly  have  nothing  at  all  at  the  moment.  1 am 
speaking  of  an  exceptional  case  when  I say  that ; but  I 
• See  Appendix  to  Minutes  of  Evidence. 
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suppose  it  could  amount  over  the  market  % 

overa  period,  including  the  run  down  of  pO  m^on 

or  £40  million,  to  something  up  to  £100 

not  saying  it  would  happen  in  one  day  or  one 

Sir  Antony  Macnaghten : There  was  a period  when 

Commonwealth  Bank  had  enormous  deposits 

count  market,  when  the  price  of  wool  was  right  up  m 

the  sky.  They  were  larger  lenders  of  the  money  than  iht 

clearing  banks. 

3439.  But  that  was  not  a matter  of  trust  or  distrust  in 
stM-line-  it  was  the  automatic  result  of  the  behaviour  of 
the  wool  market,  given  Australia’s  banking  arrangements? 
^Yes. 

3440.  Lord  Harcourt:  It  cannot  be  easy  for  the  market 

to  identify  foreign  money,  unless  it  happens  to  be  deposit^ 
direct,  because  all  foreign  banks,  and  particularly  the 
American  banks,  do  a considerable  staling  domestic 
business ; a proportion  of  the  money  y^ch  they  have 
on  the  market  will  represent  balances  which  are  einploy^ 
in  this  market  and  likely  to  stay  here,  because  they  do 
do  a fcitish  banking  business? ^Yes. 


3441  And  if  the  banks  call  on  you,  you  have  no  means 
of  identifying  that  money ; it  may  be  a run  do^  m 
foreign  balances,  or  it  may  be  for  entirely  different 
reasons? ^No,  we  cannot  do  it  at  aU. 


3442.  Chairman:  Given  the  fact  that  a lack  of  con- 
fidence in  sterling  will  tend  tc  drain  the  inarket  of  a 
large  part  of  its  resources  from  overseas,  you  do  not  thiM 
that  that  is  corrected  by  any  favourable  differential  in  toe 

interest  rate  which  London  may  be  showing? Sir 

Antony  Macnaghten:  I should  have  thought  not.— Mr. 
Trinder : Not  unless  there  is  confidence  m sterlmg. — Mr. 
Colville:  It  is  very  rarely  that  one  is  told  that  money 
is  moved  on  foreign  account ; occasionally,  in  conversa- 
ticHi,  but  no  more. 


3443.  Professor  Soyerj;  You  say  in  paragraph  7 that 
there  is  a practical  upper  limit  to  discount  houses’  bond 
portfolios,  and  you  mention  how  in  recent  years  toe 
slumps  in  the  ^It-edged  market  have  emphasised  toe  diffi- 
culties on  short  bonds.  I take  it  that  the  amount  of 
short  bonds  that  a discount  house  will  hold  will  be  a 
matter  for  disctission  between  that  bouse  and  the  Bank 

of  England? Mr.  Trinder:  Not  necessarily.  We  aU 

make  returns  to  the  Bank  of  England  of  our  holdings,  and 
the  Bank  of  England  could,  if  they  thought  we  were  being 
unduly  reckless,  speak  to  us  about  it. 


3444.  Have  you  any  convention  among  yourselves  as 

to  what  should  be  the  upper  limit? ^No.  It  is  difficult 

to  give  a proper  answer  to  that,  because  you  could  hold 
£100  million  bonds  with  one  year  to  run,  and  it  woffid 
be  much  safer  than  holding  £50  million  bonds  with 
five  years  to  run. 


3445.  Does  the  proportion  of  short  bonds  to  yotir  total 

portfoUo  vary  gready? 5fr  Antony  Macnaghten : Yes, 

I toink  it  does. 


3446.  What  are  the  circumstances  that  lead  to  varia- 
tions in  this  proportion? ^Just  as,  when  we  make  up 

our  minds  to  tender  for  Treasury  Bills,  we  have  to  con- 
sider toe  cost  of  money  during  the  next  91  days,  so, 
when  we  make  up  our  minds  whether  to  buy  three,  four 
or  five-year  bon^,  we  have  to  take  a view  about  the 
cost  of  money  for  3,  4 or  5 yea«.  If  the  market  thought 
that  there  was  a ri^  of  a sustained  rise  in.  money  rates 
over  the  nect  period,  they  would  try  and  have  their  bond 
book  as  short  as  possible. 

3447.  Because  of  toe  changed  relationship  between  toe 

price  at  which  you  are  borrowing  and  toe  yield  on  the 
bonds? ^Yes. 


run  down? Sir  Antony  Macnaghten : I think  you  can 

do  both  functio(ns.~Mr.  Trinder:  We  do  it  partly  for 
profit,  but  we  do  have  some  sort  of  service  m our 
operation ; we  try  and  make  a market  in  short  bra<^. 

I do  not  tbiink  there  has  ©vct  been  a time  when  anyt^y 
could  say  that  toey  could  not  sell  short  bonds,  at  a price ; 
it  might  not  be  a vo?  good  price.  But  it  may  be  impOT- 
able  to  get  a market  in  longer  stocks ; a jobber  on  the 
stock  exchange  has  to  make  prices,  but  he  can  make 
very  wide  prices  and  in  very  limited  amtounts. 

3451  So  that  you  would  say  that  you  perform  the 
service  of  a jobber,  but  in  such  a way  that  toe  price 
reflects  pretty  quickly  and  pretty  fuUy  the  feeling  of  the 

market  as  a whole? Sir  Antony  Macnaghten:  Yes.  I 

would  say  that  in  normal  times  toe  market  in  the  securi- 
ties that  are  dealt  in  by  the  discount  market  (securities 
with  less  than  five  years  to  run,  and  maylro  less  than  two 
years  under  certain  circumstances)  is  infinitely  superior  to 
the  market  in  any  other  Government  securities.  The 
volume  that  you  can  deal  in  without  really  moving  the 
price  by  more  tb.an  a very  small  fraction  is  remarkably 
great ; I should  say  £20  million  cr  more.— Mr.  Trinder : 
Exceptionally,  yes. 

3452.  Is  that  because  of  .toe  operations  of  the  discount 

houses,  or  are  there  other  factors? ^There  is  always 

toe  Government  itself ; the  departments  hold  British 
Government  securities,  some  of  them  short-dated,  and  they 
may  operate.  Then  there  may  be  oil  companies  using 
short  funds  in  short  bonds.  But  broadly  speaking  at 
any  one  momoit  it  ds  the  discount  market  that  makes 
the  prices  of  short  bonds. 

3453.  This  supports  the  view  that  the  discount  market 
operates  efficiently  as  a jobber  but  does  not  substantially 

steady  toe  price? ^No.  It  depends  on  the  volume.  If 

someone  was  to  sell  £30  million  or  £40  million  it  would  be 
difficult  to  keep  any  market  up. 

3454.  You  said  just  now  that  discount  houses  substan- 

tially make  the  short  bond  market.  What  is  the  position 
of  toe  Government  broker?  Does  he  not  very  much 
make  the  price? The  classical  operation  of  Govern- 

ment brokers  is  always  to  collect  if  they  can  the  next 
maturing  bond,  and  to  sell  something  else  against  it. 
At  the  moment  toe  shortest  bond  yields  hi^er  than  any- 
thing else.  The  bond  due  in  June  fays  something  over 
6 pCT  cent.,  and  the  brad  due  in  eighteen  months’  time 
yields  5i  per  cent. 

3455.  Which  is  another  way  of  saying  that  people  expect 

rates  to  go  down  on  the  whole? That  is  right. 

3456.  When  toe  Government  broker  is  operating  in  this 
way  he  ds  on  toe  whole  buying  bonds  in  the  nearer  part 

and  sailing  brads  in  the  later  part  of  the  five  years? 

Sir  Antony  Macnaghten : If  he  can,  yes. 

3457.  In  selling  those  later  bonds  surely  he  is  the 
dominant  influence  in  the  inarket,  in  toait  he  is  the  main 
source  for  such  bonds,  and  toe  price  at  which  he  elects 
to  deal  will  be  the  main  influence  dn  making  the  market 

price? Mr.  Trinder:  Yes,  but  he  might  not  have 

certain  of  these  short  bonds ; toe  departments  do  not 
have  every  bond. 

3458.  Is  he  operating  a great  deal,  to  your  knowledge, 

in  toe  market  in  these  short  bonds? At  the  moment 

I imagine  that  you  could,  if  you  wanted  to,  sell  toe 
shortest  bond  due  in  June,  and  buy  the  new  5-J  per  cent- 
Exchequer  Stock  1966 ; that  would  be  a bit  long  for  us. 

3459.  Would  the  two  be  tied  together? Not  neces- 

sarily. It  might  be  so  because  the  Bank  of  England  might 
want  to  control  the  money  supply ; but  they  might  not 
want  people  to  go  and  buy  the  1966  Stock. 


3448.  So  that  your  portfolio  of  short  bonds  is  influenced 
in  size  primarily  by  toe  view  you  take  of  the  market? 
^Yes. 

3449.  You  say  in  tins  memorandum  toat  you  operate 
as  jobbers  in  toort  'bonds.  That  appears  on  the  face 
of  it  to  be  inoOTsistent  with  your  saying  that  the  size  of 
portfolios  is  governed  by  toe  view  you  take  of  toe  market? 
do  not  thkik  so. 

3450.  Has  not  a jobber  to  buy  or  sell  whatever  he  is 
called  upon  to  do  at  any  time?  Supposing  that  the 
iPM^het  is  suddenly  very  bearish,  one  would  expect  the 
portfolio  for  a discount  house  operating  as  a jobber  to 
increase,  although  rae  would  also  expect  the  prices  to 


3460.  When  toe  Government  broker  is  selling  these 
bonds,  does  he  in  effect  say  what  the  price  should  be, 
or  does  he  just  get  whatever  price  people  offer  for  these 

bonds? ^There  is  a market  price,  and  he  would  deal 

in  accordance  with  the  market.  He  would  seU  so  mucb 
at  that  price,  and  then  probably  sell  some  more  a bit 
higher  up  ; he  does  the  best  he  can. 

3461.  Do  you  know  what  people  mean  when  they  say 
that  toe  Government  broker  has  been  edging  the  price 

up? ^No,  I do  not  think  I do.  You  can  always  sell 

better  on  a rising  market  than  you  can  on  a falling 
market;  that  is  correct.  It  sounds  odd,  but  it  is  so* 
When  he  edges  the  price  up  he  sells  so  many  at  on® 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


MINUTES  OF  EVIDENCE 


265 


23  January,  1958]  Sir  Antonvt  Mackaghien,  Mr.  Hugh  Colville  and  Mr.  A.  W.  Trinder  [Continued 


price  and  then  another  so  many  millions  at  a higher  price, 
or  something  like  that.  In  this  sort  of  market,  as  it  has 
been  the  last  month  or  so,  he  gets  his  own  way. 

3462.  You  would  say  then  that  there  are  some  times 

when  the  Government  broker,  operating  in  his  normal 
way  of  edging  the  price  up  if  he  can,  is  able  to  put  the 
market  in  short  bonds  up? ^Yes. 

3463.  Do  you  know  whether  he  was  doing  that  in  the 
first  fortnight  of  September  of  last  year? — —Not  in  ^ort 
bonds.  This  was  discussed  elsewhere  recently,  and  the 
accusation  was  that  prices  had  been  edged  up  in  medium 
dated  securities,  but  not  in  shorts. 

3464.  Chairman:  When  you  act  as  jobbers  in  short 
term  bonds,  do  you  operate  through  the  Stock  Exchange? 

Sir  Antony  Macnaghten : Yes.  There  are  a number 

of  stockbroking  firms  who  specialise  in  the  gilt-edged 
market  and  in  particular  in  the  short-dated  bonds.  They 
are  going  round  the  discount  market  all  the  time ; they 
go  into  the  Stock  Exchange,  where  they  deal  with  the 
jobbers ; and  they  go  to  the  banks.  Our  dealings  are 
done  almost  entirely  through  a stockbroker.  There  are 
occasions  (they  may  be  more  frequent  with  Mr.  Trinder 
than  with  me)  when  we  do  a direct  business  with  a 
bank,  as  they  do  in  America,  but  they  are  very  seldom. 
— Mr.  Trinder:  Yes;  the  broad  basis. is  that  we  deal  with 
brokers,  and  transactions  go  through  a jobber  in  the  Stock 
Exchange.  I cannot  deal  direct. 

3465.  Professor  Cairncross : What  would  happen  if  the 
banks  felt  they  were  getting  near  their  30  per  cent,  ratio 
and  wanted  to  realise  some  short  bonds?  Would  you 
be  willing  buyers  of  short  bonds  from  the  banks  in  the 

circumstances? Yes.  The  banks  did  do  that;  and  I 

would  say  they  would  continue  to  do  it  as  their  liquidity 
ratio  shortened.  It  may  be  that  the  discount  market  may 
buy ; it  may  be  the  Government  broker ; it  may  be  an 
oil  company ; I do  not  know.  I rather  stress  oil  com- 
panies because  they  have  a lot  of  funds- 

3466.  There  would  be  some  limit,  presumably,  to  the 
extent  you  wanted  to  take  over  short  bonds  even  if  you 

had  additional  money? ^Yes  ; and  these  very  large 

transactions  which  I spoke  about,  which  used  to  go  on 
to  a large  extent  under  more  normal  conditions,  are  very 
often  not  outright  purchases  or  sales  of  securiti«,  but 
exchanges.  We  look  at  the  yields  on  these  different 
bonds  all  the  time ; and  if  they  get  out  of  line  I might 
say ; “ I will  have  the  2 per  cent.  1960s  rather  than  the 
2 per  cent.  1959s.” 

3467.  Professor  Sayers:  Has  the  falling  market  of  the 
last  few  years  led  to'  any  general  drawing  in  of  horns 

by  the  discount  houses  in  this  field? Sir  Antony 

Macnaghten:  1 should  have  said  there  was  a consider- 
able tendency  for  the  turnover  to  decline. — Mr.  Trinder: 
And  the  books.— iSir  Antony  Macnaghten:  When  we  have 
these  tremendous  falls  it  does  rather  freeze  up  the  situa- 
tion, because  people  do  not  want  to  sell,  and  take  a 
realised  loss.  So  you  might  get  a state  of  affairs  where 
in  normal  limes  it  would  obviously  be  right  to  switch  out 
of  this  bond  to  that  bond,  but  you  did  not  want  to  take 
the  loss  of  the  bond  you  held. 


3468.  So,  if  the  authorities  go  in  for  a policy  of  varying 
rates  of  interest  that  would  tend  to  reduce  the  scope  for 

the  discount  market  in  this  fousiness? ^It  would  tend  to 

make  them  go  shorter.  They  might  hold  the  same  amount, 
but  it  would  be  more  likely  to  be  in  bonds  of  one  or  two 
years  than  in  bonds  of  four  or  five  years. 


3469.  During  the  two  montihs  mid-December  to  mid- 
Febmwy,  1957,  the  'portfolio  of  short  bonds  held  by  the 
discount  market  increased  by  something  like  £200  million, 
I thinV ; what  Were  the  reasons  behind  that  big  increase? 

Largdy  that  fiiere  was  available  an  attractive  short- 

dated  bond.  It  was  the  one  falling  due  in  November,  1957^, 
so  it  had  under  a year  to  go ; and  it  gave  a high  yield 
compared  with  the  Treasury  Bill.  So  that  was  -bought  m 
large  amounts.  And  even.  I think,  the  4 per  cent.  1958s  were 
bou^t  up  I know  it  has  'been  suggested  that  the  market 
bou^t  ^ese  bonds  because  they  could  not  get  enou^ 
BillsV but  T do  not  agree  with  that.  I think  ^ey  bought 
the  bonds  because  they  thought  they  looked  attractive, 
and  there  was  this  talk  of  a reduction  in  money  rates, 
which  in  point  of  fact  took  place.  Would  you  agree 

with  that  Ur.  Trinder? -Ur.Tnnder:  Yes.  Of  course 

you  have  to  see  the  whole  picture  at  once ; what  was 
happening  to  the  Bill  rate,  what  was  the  comparison  in 
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yields  between  one  and  the  other.  At  the  moment  the  dis- 
count market  is  concentrating  more  on  Bills  than  on  bonds, 
because  Bills  yield  something  over  six  per  cent,  and  bonds 
yield  something  under  six  per  cent. 

3470.  Mr.  Woodcock:  You  are  by  far  the  biggest  buyers 

of  Treasury  Bills? Sir  Antony  Macnaghten:  Yes. 

3471.  Does  that  mean  you  can  fix  the  price? ^We  fix 

our  price. 

3472.  Yes,  but  do  you  get  it  at  the  price  you  fix? 

We  get  a percentage,  which  varies  with  the  demand  from 
other  people  ; it  may  vary  very  considerably. 

3473.  Lord  Harcourt:  Do  you  find  that  the  higher  ^e 

discount  rate  the  greater  the  conipetition  from  outside 
sources? ^I  think  so. 


3474.  In  fairly  direct  proportion? ^Yes. 

3475.  Mr.  Woodcock:  Suppose  that  you  tender  this 
Friday  and  make  a mistake:  you  find  you  cannot  get  the 
money  in  the  subsequent  we^  at  the  price  you  thought 
you  could.  Can  you  re-adjust  the  position  in  subsequent 
weeks?  i^e  you  in  a position  in  ffie  market  to  do  that? 

-That  is  what  happened  dn  September.  We  had  taken 

a lot  of  Bills  at  4i  per  cent.,  and  Bank  Rate  went  up  to 
7 per  cent. ; that  meant  a thumping  great  loss  on  our  port- 
folio. In  subsequent  weeks  we  tendered  at  6i  per  cent., 
on  which  of  course  we  made  a profit. 

3476.  And  you  are  so  tied  together  that,  wben  you 
decide  to  tender,  you  know  you  are  in  such  a position 
in  the  market  that  you  will  get  a sufficient  proportion 

of  the  bUls  to  recover  your  losses? ^We  do  not  know 

what  proportion  we  are  going  to  get.  There  may  be  other 
people  who  tender. 

3477.  In  any  one  week? ^Every  week  there  are  other 

people. 

3478.  Mr.  Jones:  Is  the  allocation  on  the  basis  of  the 

competition  in  the  tender? Yes. 

3479.  Chairman : What  is  the  lowest  percentage  you  can 

rec^  the  market  having  got? It  went  down  to  about 

10  per  cent,  about  this  time  last  year;  but  I behove  it 
has  been  lower  than  that. 

3480.  Mr.  Woodcock : That  was  at  a time  of  year  'whm 

the  Treasury  Bill  offer  is  always  less? ^Yes;  at  this 

time  of  the  year  the  revenue  is  going  in.  so  fliat  the 
Government  is  reducing  its  borrowing. 


3481  You  would  not  expect  in  any  year  as  a whole  to 

get  as  little  as  10  per  cent.? -No,  we  sihould  not. 

3482  You  could  guarantee  to  get  more  than  that  be- 
cause of  your  position? Mr.  Trinder:  Not  because  of 

our  position,  but,  let  us  say,  because  -of  the  lack  of  other 
tenderers.  The  discount  market  tenders,  central  banks 
tender,  and  there  is  a large  volume  of  outside  tenderers: 
colonial  banks,  clearing  banks  for  their  customers,  and 


3483.  But  over  the  year  you  are  by  far  the  greatest  ten- 
derers?  ^Yes. 

3484.  Lord  Harcourt : What  is  the  average  allocation ; 

about  40  per  cent.? 1 should  think  a bit  more. 

3485.  Sir  John  Woods : In  paragraph  26,  you  talk  about 
the  “ basic  ” or  “ good  ” money  (which  I think  is  the  same 
as  what  you  called  “regular”  money Joefore)  and  the 
other  money  lent  on  a day-to-day  basis.  Is  the  basis  of 

good  money  that  which  you  have  always  with  you? 

Yes. 


3486.  And  that  also  is  on  a day-to-day  basis? ^Yes. 

3487.  So  ffiat  when  you  say:  "In  addition,  the  above 

banks  lend  a considerable  amount  on  a day-to-day  basis  , 
that  is  not  making  a distinction  as  to  term?  It  is  all  on 
a day-t-o-day  basis? It  is. 

3488.  What  sort  of  proportions  are  there  between  the 
“ rezular  ” money  and  the  additional  amount  on  which 

you  pay  a higher  rate? Mr.  Tnnder:  In  our  case  we 

have  about  four  times  as  much  “ regular  ” money  ^ over- 
night money ; in  other  words  a clearing  bank  which  has 
£10  million  “ regular  ” money  would  have  perhaps  £2  to 
£2i  million  overnight  money. 

3489.  I am  still  not  clear  on  the  distinction  between 

“ regular  ” money  and  overnight  money,  and  why  you  pay 
more  for  one  than  for  the  other.  It  is  all  at  call ; why 
is  there  a distinction? Sir  Antony  Macnaghten: 

thot  ie  i-ba  wav  the  market  has  always  been,  going 
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bade  a long  way.  We  have  got  money  on  our  books 
which  we  may  have  borrowed  for  over  a hundred  years. 
Suppose  that  system  were  changed ; suppose  the  banks 
said:  “We  do  not  see  why  we  should  go  on  lending  you 
this  money  at  5i  or  per  cent,  when  every  day  in  the 
paper  we  see  these  other  people  getting  6 per  cent.”  If 
they  did  that,  under  present  conditions  the  market  would 
not  work  because  if  the  Bank  of  England  has  got  us  on 
a tight  string  all  the  time,  the  boot  is  on  the  lender’s  foot 
and  not  on  the  borrower's ; ±e  banks  could  screw  up  the 
rate  and  ou’’  only  protectiem  would  be  to  raise  the  Treasury 
Bill  rate,  which  would  then  aj^roach  the  Bank  Rate. 
Supposing  it  gets  to  Bank  Rate  or  slightly  over;  what 
happens  then?  It  pays  the  market  to  tender  for  Treasury 
Bills  and  finance  itself  with  money  out  of  the  central  bank. 
The  next  thing  would  be  that  Bank  Rate  would  have  to 
go  up.  I do  not  know  where  the  limit  would  be. — Mr. 
Trinder:  This  was  written  in  the  time  of  the  credit  squeeze. 
That  Si-6  per  cent,  for  overnight  money  might  be  5i  in 
a time  of  easy  money  policy,  whereas  the  “ regular  ” money 
might  still  continue  at  5i  per  ckiL — Mr.  Colville:  And 
it  is  quite  possible  that  the  money  could  not  be  lent ; 
whereas  the  banker  knows  that  on  that  proportion  of  call 
money  he  keeps  with  us  he  gets  the  “ regular  ” rate.  The 
overnight,  for  which  we  may  be'charged  a half  per  cent, 
higher,  comes  back  next  morning;  he  does  not  know  that 
any  of  the  market  will  want  that  back  later  in  the  day. 
He  takes  rather  less  for  his  money  in  order  to  ensure  that 
he  has  It  out  on  call  at  a reasonable  rate  all  the  time. 

3490.  Lord  Harcourt:  What  it  really  boils  down  to  is 

that,  as  far  as  the  clearing  banks  are  concerned,  for  80  per 
cent,  of  the  market’s  requirement  there  is  steady  money, 
and  for  the  remaining  20  per  cent,  you  bid  if  you  want 
money.  You  bid  up  if  you  are  very  short  of  money ; on 
the  other  hand  you  refuse  to  take  it  if  you  do  not  want 
it  and  therefore  it  is  .unworkable  or  workable  only  at  a 
better  rate.  It  is  the  marginal  money  which  is  open  to 
bids  from  hour  to  hour? ^Yes. 

3491.  Mr.  Woodcock : How  is  the  price  for  good  money 

fixed? Sir  Anthony  Macnaghlen:  By  reference  to  the 

Bank  Rate.  When  the  Bank  Rate  changes  the  clearing 
banks  have  a meeting  and  agree  the  rate  which  they  are 
going  to  give  for  their  deposit  money,  and  the  rate  at 
which  they  are  going  to  lend  “regular”  money  to  the 
discount  market. 

3492.  Does  that  always  satisfy  you? — Professor 
Sayers:  Is  there  a process  of  bargaining  about  it?  Do 

you  make  representations  to  the  clearing  baris? It 

could  be.  There  have  been  cases  where  we  have  asked 
them  to  make  some  slight  adjustment,  and  I thi^  &ey 
have  done  so  ; but  in  the  first  instance  it  is  the  decision  of 
the  clearing  banks. 

3493.  Mr.  Jones:  But  spot  lending,  even  by  the  banks, 

is  at  a premium? ^The  overnight  money,  at  the  moment, 

with  tight  money,  is  generally  at  a Mgher  rate  than  the 
“ regular  ” money,  which  is  fixed  by  the  Bank  Rate. 

3494.  But  that  money  too  is  raised  from  the  clearing 
banks.  Is  there  oempetition  in  rates  there,  or  is  there  a 

uniform  method  of  charging  for  this  spot  money? 

No,  the  rate  is  the  market  rate. 

3495.  It  is  a question  of  a bid? ^Yes. 


money  available  in  consequence  of  the  way  you  work  ; it 
is  always  working  to  the  limit.  Is  that  a good  thing  for 
the  economy,  for  the  present  situation  we  are  facing  of 
inflation? — Sir  Antony  Macnaghlen:  I think  so. — Mr. 
Trinder:  We  do  not  create  money. 

3500.  No,  but  you  make  it  work  a lot  faster.  Is  not 

that  what  you  are  trying  to  do? would  not  have 

thought  that.  A banker  has  a balance  and  he  lends  it  to 
me,  and  I give  a Treasury  Bill  for  security.  'Whether  that 
is  making  money  work  faster  I do  not  know. 

3501.  Professor  Sayers:  It  still  appears  that  money  is 
abnormally  tight  around  the  half-year  and  turn  of  the 

year.  Do  you  know  why  that  occurs? Sir  Antony 

Macnaghlen : I suppose  it  ds  because  people  want  to  put 
money  in  their  balance  sheets. 

3502.  ’Which  people? ^Anybody  bringing  out  a 

balance  ^eet  may  want  4o  show  a larger  amount  of  cash 
on  that  particular  day  than  on  other  daj^. 

3503.  Is  there  anything  about  the  business  in  call  money 
on  those  days  that  gives  you  a clue  as  to  which  people 

do  this  predominantly? 1 should  have  said  not.  It  is 

very  ddfficuit.  It  may  come  through  a bank  ; a bank  may 
call  money,  and  we  do  not  know  what  the  reason  is. 

3504.  It  is  not  a group  of  overseas  banks,  or  anything 

like  that  which  you  could  notice? No.  I should  have 

said  nowadays  it  is  on  a very  small  scale. 

3505.  Chairman:  Why  in  paragraph  28  do  you  refer  to 
bankers’  deposit  rate  as  the  “keystone  of  money  rates 

generally”? ^That  is  the  most  important  factor  in  what 

we  have  to  pay  out.  I suppose  the  keystone  of  money 
rates  is  really  the  Bank  Rate,  and  the  clearing  banks’ 
deposit  rate  and  ^thedr  lending  rate  to  us  are  governed 
generally,  althou^  not  always,  by  the  Bank  Rate.  There 
may  be  a bigger  or  a smaller  differential  between  the 
Bank  Rate  and  the  deposit  rate,  but  broadly  speaking  the 
pattern  keeps  much  the  same  all  the  time. 

3506.  Sir  Oliver  Franks:  Is  there  some  clue  in  the 

order  of  fixing  them?  The  Bank  Rate  is  t^en  first ; then, 
in  my  recollection  the  Cbaiimen  of  the  clearing  banks 
detemtine  their  deposit  rate,  and  the  other  rates  are  deter- 
mined by  chief  executive  officers  of  the  bank,  but  in  the 
light  of  the  deposit  rate  so  determined.  In  that  sense  it 
is  a governing  rate? Yes. 

3507.  Chairman:  But  it  all  begins  with  the  Bank  Rate. 

I was  wondering  why  you  had  chosen  bankers’  deposit 
rate  as  a keystone? ^Tbat  is  probably  sflightly  mislead- 

ing. It  all  begins  with  the  Bank  Rate. 

3508.  Professor  Sayers:  But  you  have  to  try  to  begin 

13  weeks  ahead  of  the  Bank  Rate? ^That  is  right. 

3509.  Sir  John  Woods : You  say,  in  paragraph  32 : " In 
Canada  a market  already  exists,  and  even  now  Australia 
and  South  Africa  are  seeking  to  establish  similar  markets.” 
Is  the  Canadian  market  very  like  tire  London  discount 

market,  or  is  there  a very  marked  difference? Mr. 

Trinder  : It  probably  has  in  some  ways  more  relationship 
to  America  than  here ; but  it  is  not  very  dffierent,  except 
that  in  Canada  banks  have  discount  facilities  wil'd  the 
central  institution  which  English  banks  do  not  have. 


3496.  You  have  no  idle  money,  or  very  little?  You 
do  not  allow  your  money  to  rest  at  all.  To  the  extent 
that  you  want  money  you  ask  the  Bank  to  supply  it,  to  the 
extent  you  do  not  need  money  you  carry  on  wii  your 

own  resources? Mr.  Trinder:  We  expect  to  balance 

our  books  every  day  to  a penny.— Antony 
Macnaghlen:  We  are  overdrawn  through  the  day 
our  clearing  bankers,  because  we  have  had  to  pay  out 
money  and  buy  bills.  So  we  are  “ in  the  red  ” all  through 
the  day,  and  it  is  our  business  to  square  it  up  by  three 
o’clock. 


3497.  You  are  taking  such  liquidity  as  there  may  be  in 
the  banking  system,  keeping  money  at  work.  Is  not  ftat 

what  you  have  been  saying,  in  effect? Mr.  Trinder: 

That  is  right. 


3498.  Professor  Cairncrass:  The  rates  quoted  in  this 

paragraph  are,  I take  it,  on  the  7 per  cent,  basis? ^Yes ; 

mey  would  vary  with  Bank  Rate.  If  .the  Bank  Rate  went 
down  by  2 per  cent,  they  would  be  2 per  cent,  less. 


7on«:  Do  you  in  any  sense  overwo 
money?  You  are  keeping  in  circulation  the  amount 


3510.  Does  it  oonskt  as  here  of  separate  institutions 
like  the  discount  houses,  or  is  it  a market  which  is  run 

and  created  by  the  banks  themselves? There  are 

separate  institutions  as  there  are  here.  The  discount 
market  ds  an  elongation  of  certain  existing  stockbroking 
houses  md  bond  houses,  as  it  is  mostly  in  America,  and 
as  it  will  probably  be  in  Australia.  This  is  the  only 
country  I know  that  has  houses  just  doing  the  two  particu- 
lar things,  short-dated  bonds  and  bills. 

3511.  Professor  Cairncross:  There  are  some  issues  upon 
the  figures  which  you  have  given  us  which  I should  like 
to  put  to  you.  From  what  you  told  us  ^rlier,  you  supply 
a return  to  the  Bank  of  England  giving  information  about 
your  assets.  This  information  is  not  made  public  .to  any 
extent,  and  presumably  is  provided  confideuttially.  Do 
you  see  any  reason  why  .the  main  items  in  the  returns 
you  furnish  should  not  be  published  as  aggregates  of 
figures  for  particular  houses?  I have  in  mind  particularly 
figures  of  your  holdings  in  Treasury  Bills  and  short  bonds? 
—^ir  Antony  Macnaghlen:  We  all  give  our  figures 
of  holdings  of  Treasury  Bills  and  short  bonds  when  we 
publish  our  balance  sheets. 
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35^.  Balance  sheets  appear  on  different  days,  in  fact 
in  different  months,  during  the  year,  and  they  are  not 
always  easy  to  aggregate ; indeed  there  is  one  house  that 
does  not  publish  one  at  all.  Could  not  the  figures  you 
already  provide  to  the  Bank  of  England  be  published  in 
respect  not  of  individual  houses  but  in  the  aggregate  at 

say,  quarterly  intervals? Mr.  Trinder.  I do  not  thinlr 

the  market  would  have  any  objection  to  publishing  their 
holdings  in  Treasury  Bills  and  short-dated  l»nds. — Sir 
Antony  Macnaghten'.  I cannot  answer  for  diem  all,  but 
I do  not  think  you  would  find  anybody  objecting  to  that. 

3513.  Chairman-.  Can  you  think  of  any  solid  reason 

why  it  should  not  be  done? Mr.  Trinder:  The  only 

reason  I can  think  of  is  I do  not  see  what  good  they 
would  be  to  the  British  public.  I think  we  would  on 
the  3 1 St  December  or  some  given  date  all  add  our  figures 
up  and  publish  them,  for  Treasury  Bills  and  bonds.  That 
would  be  a real  figure  because  it  would  be  aU  our  com- 
bined totals  on  one  given  date. 

3514.  Professor  Cairncross:  This  applies  equally  to 
something  you  do  not  give  us  here  although  it  has  been 
refened  to  this  morning:  the  sources  of  fonds  for  the 
discount  market ; for  instance,  the  extent  to  which  you 
get  money  from  the  clearing  banks  and  other  sources. 
You  may  be  a little  reluctant  to  see  that  published,  but 
again  I wonder  if  there  are  any  reasons  why  they  should 
not  be  made  available  in  aggregates,  not  for  individual 

houses? Sir  Antony  Macnaghten:  I see  no  objection 

to  it* 

3515.  Chairman:  I think  we  want  to  distinguish  be- 
tween information  which  we  are  asking  for  for  purposes 
of  our  own  inqt^  and  questions  as  to  whether  you 
would  see  any  objections  as  a matter  of  principle,  suppos- 
ing it  was  thought  to  be  valuable  to  inform  members  of 
the  public.  I think  Professor  Cairncross  was  directing 
himself  to  both? — Professor  Cairncross:  To  both,  Sir. 

Mr.  Trinder:  I do  not  know  how  we  would  publish 

them.  Just  a bald  statement  in  the  Press? — Professor 
Cairncross:  They  might  appear  m the  Government’s 
Monthly  Digest  of  Statistics,  or,  if  the  Bank  of  England 
resumed  something  like  its  old  Statistical  Summary,  that 
would  seem  to  be  an  appropriate  channel  for  the  informa- 
tion. You  would  then  leave  it  to  the  Bank  of  England ; 

(The  witnes 

(Adjourned 


you  would  make  your  normal  return,  and  they  would 
presumably  publish  it  somehow. 

3516.  Mr.  Woodcock:  What  is  covered  by  “contingent 

liability  on  endorsement”  in  your  first  table? Mr. 

Trinder:  That  is  the  amount  of  commercial  bills  which 
we  sell  of  which  we  guarantee  the  payment. — Sir  Anthony 
Macnaghten : Every  bill  we  sell  we  back  ourselves. 

3517.  Professor  Cairncross:  There  are  two  minor 

matters  on  the  first  table.  There  is  a column  headed 
“ Capital  Employed  ” ; I take  it  this  relates  to  the  twelve 
members  of  the  Association  but  not  to  the  whole  of  the 
market? ^Yes. 

3518.  And  are  bonds  shown  at  their  nominal  value, 

their  market  value,  or  betwixt  and  between? Mr. 

Trinder:  I think  it  is  the  market  value.* — Sir  Antony 
Macnaghten:  Most  years  we  hope  they  coincide. 

3519.  May  we  ask  if  it  would  be  possible  for  you  to 
furnish  us  with  comparable  figures  to  these,  if  it  is  still 

possible,  for  some  pre-war  year;  1938  or  1939? ^If  we 

can  dig  it  out,  certainly.* 

3520.  Chairman:  On  a general  point,  I have  the  im- 
pression of  your  position,  from  the  answers  you  have 
given,  that  your  fortunes  really  lie  in  the  hands  of  the 
Bank  of  England  and  its  actions:  what  it  does  in  lower- 
ing or  raising  Bank  Rate,  or  keeping  it  fixed,  and  what 
action  it  then  takes  to  bring  you  or  not  to  bring  you  into 

the  Bank  for  seven  days? Yes.  We  depend  on  the 

Bank  of  England,  and,  of  course,  on  .the  clearing  banks. 

3521.  For  your  resources;  but  it  seems  from  what  you 

said  as  if  it  is  the  action  taken  with  regard  to  Bank  Rate 
that  sets  your  forces  in  motion ; it  even  affects  the  rates 
at  which  you  get  money  from  the  commercial  banks  and, 
I dare  say,  from  other  sources  too? ^Yes. 

3522.  Professor  Cairncross:  You  are  also  a little  de- 

pendent on  the  Treasury,  in  the  sense  that  unless  there 
is  a plentiful  supply  of  Treasury  Bills  you  may  have 
fewer  liquid  assets  than  you  would  like? ^We  are  de- 

pendent on  them,  and  we  think  they  are  dependent  on 
us. 

Chairman : We  are  very  much  obliged  to  you  both  for 
the  memOTandum  you  have  put  in  and  for  the  answers 
you  have  given  us  today. 

Ks  withdrew!) 
until  3 p.m.) 


D.  J.  RobarTS,  Esq.,  Chairman,  A.  W.  Tuke,  Esq.  and  A.  D.  Chesterfield,  Esq.,  representing  the  Committee 
of  London  Clearing  Bankers,  called  and  examined. 


3523.  Chairman:  Good  afternoon,  gentlemen.  As  re- 
gards the  giving  of  your  evidence,  I know  abat  on  some 
cases  you  will  find  that  you  axe  speaking  from  different 
experiences,  while  in  other  cases  you  wil  be  qwaking 
from  more  general  experience  which  is  shared  between 
yourselves.  We  shall  leave  it  to  you  how  you  divide  it 
between  you.  It  would  help  us  if  we  directed  ourselves  first 
to  one  Off  two  of  ithe  more  general  questions  diat  arise 
out  of  (the  ipapert  you  have  given  us,  for  witHch  we  are 
most  gratefuL  Then  perhaps  we  can  get  on  to  detail 
about  banking  techniques  tomorrow,  when  we  see  you 
again.  Could  we  firsit  take  up  the  answer  to  question 
4 (c)7  We  should  like  to  follow  up  with  you  what  your 
views  are  about  the  effects  in  the  past  of  the  Govern- 
ment’s requests  to  bankers  as  to  the  limitation  of  ad- 
vances, and  your  view  as  to  what  the  place  of  that 
instrument  <if  that  is  tthe  right  word  for  it)  should  be  in 
the  future.  Here  you  are  drawing  attention  to  the  fact 
•that  one  effect  of  the  Government’s  request  was  that  it 
necessarily  led  to  agreement  between  the  banks,  and  in 
some  aspects  no  oompehtion.  That,  you  say,  left  other 
forms  of  competition  between  the  banks  still  open.  What 
would  be  (the  fields  in  which  competition  was  left  open 
and  is  still  active  today? Mr.  Robarts:  The  competi- 

tion between  banks  wldch  is  left  open  is,  by  and  large, 
service  to  the  customer.  The  only  form  of  competition 
which  has  been  modified  is  the  competition'  in  lending. 
In  all  other  fields,  as  I think  we  have  said,  competition 
re(mains  keen.  The  local  bank  manager,  who  really 
conducts  all  ithis  personally,  is  still  compe(ting  and,  I 
would  say,  competing  more  actively  than  he  did  before, 
in  the  service  that  he  will  give  hw  customers:  in  the 
handling  of  their  orders  and  in  the  minute  attentions 
* See  Appendix  to  Minutes  of  Evidence, 
f Memoranda  of  Evidence  Part  "VI  No.  13. 
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wibich  go  to  make  up  a good  business.  The  fact  that 
they  cannot  compete  in  their  judgment  on  lending  risks 
so  freely  as  they  used  to  has  probably  directed  their 
attention  more  acutely  to  getting  to  know  their  customers 
better  and  serving  them  with  &e  utmost  diligence. — Mr. 
Tuke : I agree  with  Mr.  Robarts.  There  is  competition 
even  in  the  field  of  lending.  There  is  an  understanding 
between  us  only  in  respect  of  occasions  when  one  bank 
is  trying  to  get  an  account  d'Own,  or,  more  probably, 
refusing  to  make  a new  advance,  because  of  the  credit 
squeeze ; but  there  are  other  occaaons  when  one  bank 
may  take  a different  view  fr'om  another  bank  on  a proposi- 
tion which  has  no  rdation  to  these  requests,  or  would  not 
be  affected  by  them  to  any  great  ectenL 

3524.  Could  the  borrower  go  across  the  street  and  try 

his  ludc  wlUi  the  other  bank? Mr.  Chesterfield:  Yes  ; 

he  not  only  can,  but  does. 

3525.  Professor  Cairncross:  Would  you  say  this  is 

common? Yes. 

3526.  Chairman : How  is  it  sorted  out?  Suppose  that 
a man  has  a regular  arrangemwit  with  a pardoular  branch 
of  a particular  bank,  and  he  finds  that  he  cannot  increase 
it  but  that  rather  he  may  be  called  upon  under  the 
general  squeeze  to  reduce  it ; is  it  communicated  to  the 
o(ther  banks  that  that  decision  has  been  taken,  so  that 
they  do  not  accommodate  him?  Or  does  nobody  give  a 
new  accommodation  to  someone  without  ringing  up  the 
other  banks  and  asking  them  whether  they  'have  been 

dealing  with  this  customer? In  practice,  if  a manager 

had  a request  for  accommodation  whidt  looked  as  though 
it  might  conflict  with  the  Chancellor’s  directive,  he  would 
ring  up  the  existing  banker  and  say:  “Have  you  declined 

• See  Appendix  to  Minutes  of  Evidence, 
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this  on  ‘Chancellor’  grounds?  ; if 
would  say  to  the  customer  ttat  he  sorry  but  it  was  a 
propoatioo  that  he  would  not  be  able  to  enterta^  But 
^ thHase  had  been  declined  on  banking  pounds,  and  was 
one  which  he  was  himself  uichned  to  do  as  a 
bS^Sg  operation,  he  would  do  it  on  those,  ^oun^ 
under  the  edsting  arrangement.  You  may  be 
to  know  how  keen  oompetition  still  is. 
in  the  course  of  three  years  had  well  over  20,000  ou^e^ 
accounts  transferred  from  other  baiiks.  That  is  better 
than  would  appear  at  first  sight,  because  it  l^appens 
to  be  a bank  with  only  a relatively  maU  number  of 
branches  compared  with  the  larger  banks,  so  it  is  not 
for  geographical  reasons.  The  reasons  for  the  chanp 
are  known  in  the  main  to  be  the  .result  of  the  extremdy 
keen  competition  to  provide  a slightly  better  service. 

3527.  Professor  Sayers:  In  what  proportion  of  th^ 

20  000  accounts  has  the  transfer  been  connected  with  the 
desire  of  a customer  for  an  advance? do  not  know. 

3528.  Chairman:  Have  you  any  imF.ession 

draw  upon  to  give  us  the  order  of  rnagnimde . No,  i 
am  afraid  not  exactly.  It  would  certainly  be  the  smallat 
factor  in  influencing  the  transfer.  Service  would  be 
the  first  consideration,  without  any  question. 

3529.  ProfessorCairncross:  If  you  took  a period  furthCT 
back  would  you  expect  to  find  the  number  of  amounts 

transferred  to  that  bank  higher  than  20,000? 

posely  quoted  the  last  three  years  as  being  up  ^ oal®; 
but  I think  that  would  be  fairly  constant  for  the  last 
seven  years.  Before  that  it  would  not  be  nwrly  so  great. 
This  competition  since  the  credit  squeeze  is  very  much 
more  keen  than  it  was  ten  years  ago. 

3530.  Mr.  Woodcock:  That  is  not  what  you  say  here. 
You  quote  Sir  Oliver  Franks,  who  says  that  in  normal 
times  “ one  of  the  most  valuable  safeguards  to  the  public 
is  the  very  real  competition  that  exists  between  the 
banks  The  dissatisfied  customer  can  always  go  to  toe 
bank  across  toe  road.  But  at  present  while  we  are  carrymg 
out  the  Chancellor’s  wishes,  this  safeguard  is  to  a large 
extent  in  abeyance  as  an  inevitable  consequence  . . . 
As  you  have  just  summed  that  up,  it,  seems  that  since 
the  credit  squeeze  the  competition  has  in  fact  increased,/ 

Mr  Robarts:  The  competition  in  respect  of  service  is 

much  greater  than  it  used  to  be,  as  we  say  m toe  paper ; 
after  dealing  with  toe  credit  squeeze,  we  go  on  : In  other 

directions  competition  among  the  banks  remains  keen. 


3531.  Sir  JohnWoods:  I have  not  got  the  directives  in  my 
mind  ; but  if  a customer  comes  into,  say,  toe  Westminster 
Bank  asking  for  accommodation,  is  it  clear  that  this  par- 
ticular request  either  falls  within  toe  Chancellor’s  directive 
or  it  does  not?  Mi^t  there  be  some  type  of  situation 
in  which  bank  A might  refuse  it  on  ‘ Chancellor  ’ grounds, 
but  bank  B mi^t  say  that  it  was  all  right  on  ‘ Chancellor  ’ 
grounds,  and  thus  be  free  to  look  at  the  proposition  on  its 

nierits? Mr.  Tuke : There  are  a great  many  cases  when 

it  is  perfectly  clear  on  one  side  or  toe  other,  but  there 
are  a certain  number  which  fall  into  the  rather  dubious 
ground  in  between. — Mr.  Robarts:  That  could  happen. 
I do  not  toink  we  find  ourselves  in  any  great  embarrass- 
ment because  we  have  undertaken  to  carry  out  toe  Chan- 
cellor’s request,  and  we  are  doing  our  best  to  do  it; 
but  if  there  is  any  doubt,  as  Mr,  Chesterfield  has  said, 
a manager  would  refer  to  the  bank  from  which  the  account 
is  likely  to  come  and  adc  whether  tihey  had  refused 
that  request  on  ‘Chancellor’  grounds. — Mr.  Chesterfield: 
There  are  occarions  where,  as  a result,  the  original  bank 
has  come  to  the  conclusion  that  it  was  wrong  and  has 
eventually  given  the  increased  accommodation. 


3532.  Professor  Cairncross:  Surely  you  are  bound  to 
be  faced  with  a lot  of  propositions  about  which  you  are 
in  doubt,  if  you  are  operating  to  a certain  ceiling.  There 
must  be  applications  which  you  might  consider  were  credit- 
worthy but  for  the  ceiling,  and  some  which  you  would 
reject  out  of  hand  as  distinct  from  any  limitation ; but 
toe  two  must  shade  into  one  another  and  it  must  be 
extremely  difficult  to  distinguito  them,  given  that  you  are 
wfirVlng  to  a ceiling.  If  the  pressure  on  accommodation 
is  great,  do  you  simply  tighten  up  the  conditions  under 

winch  you  grant  accommodation? Mr.  Robarts:  We 

have  cut  down  on  the  “ non-essaatial " categories,  and 
that  has  given  us  a certain  amount  of  leeway  which  we 
can  use  .to  accommodate  the  “ essenfial  ” categories, 


3533.  Chairman:  Would  you  say  then  that  the  quanU- 
tative  restriction  there  has  brought  about  a quahtative 

restriction  too? Mr.  Chesterfield:  Ceriamly.— Mr. 

Robarts:  Qualitative  restriction  has  been  there  for  a 
number  of  years ; toe  quantitative  one  .really  came  into 
force  in  its  full  vigour  in  1955. 

3534  But  it  must  have  depended  on  individual  instruc- 
tions which  you  issue  to  branch  managers  all  over  the 
country.  As  regards  the  overall  reduction  or  limitatioD 
that  you  observe,  you  must  choose  between  one  kind  of 
advance  and  another,  and  you  must  have  chosen  in  the 
Qualitative  categories,  and  some  would  be  more  favoured 
toan  others;  for  instance,  defence,  exports,  apicultore. 

Commonwealth? Mr.  Robarts:  Without  looking  ba^ 

at  our  circulars  which  were  issued  at  the  time,  I could 
not  be  quite  sure ; but  the  qualitative  restrmtions  have 
been  going  on  for  a long  time.— Mr.  Tuke:  ^e  Percent- 
age was  not,  at  any  rate  in  my  bank,  applied  down  to  the 
level  of  .branches.  It  is  not  reasonable  to  every  branch 
manager  that  he  must  get  10  per  cent,  ofi  his  advance, 
because  it  may  be  that  some  ought  to  .go  up ; we  had  to  do 
it  on  a bigger  scale. 

3535  Professor  Sayers:  When  instructions  have  been 
given  to  branches  following  a new  directive  from  the 
Chancellor,  has  there  been  any  compari^n  of  action 
between  the  general  managements  of 

culars  have  gone  out  to  branches? Mr. 

I cannot  ever  rwnember  asking  to  see  or  being  shown  the 
draft  of  another  bank’s  instructions ; but  toere  has  cer- 
tainly been  orior  consultation  ; we  meet  and  discuss  h vMy 
freely  amongst  ourselves.  I have  no  rMSon  to  doubt  toat 
the  instructions  bear  a marked  sunilanty  to  one  another. 

3536  Chairman:  How  often  do  they  meet? Mr. 

Chesterfield:  The  Chief  General  I^agers_  meet  once  a 
month,  and  ad  hoc.— Mr.  Robarts:  The  Chairmen  meet  as 

..  - t+  Tiwpc«f»rv 


3537.  When  a refusal  has  to  be  made  in  impleanenting 
these  directives,  is  the  borrower  given  reasons?-— Yes ; 
we  must  do  that  in  fairness ; otherwise  it  wotdd  create 
hi  will  between  the  hank  and  the  customer. 

3538.  Do  you  find  that  by  now  they  accept  that  kind 
of  explanation  as  one  of  the  facts  of  nature,  as  it  were? 

Mr  Robarts:  We  have  had  very  few  problems  wia 

our  customers.  They  have  been  extremely  reasonable 
about  it.— Mr.  Tuke : I think  it  probably  depends  on  the 
way  they  are  handled.  Some  baiJc  managers  do  it  better 
than  others. 


3539.  Lord  Harcourt:  By  this  time  do  you  think  there 
is  such  acceptance  by  the  borrowing  public  at  large  that, 
when  you  tall  a customer  that  you  are  sorry  that  you 
cannot  give  him  an  advance  or  increase  his  advance,  he 
does  not  kick  very  hard ; that  in  other  words  they  are 

getting  used  to  the  directive? They  do  not  kick  the 

bank,  anyway. 

3540.  Professor  Sayers:  Do  they  go  to  the  bill  market? 

Yes ; and  of  course  the  private  individual  goes  to  one 

of  the  hire  purchase  companies.  A great  deal  of  our 
pressure  on  private  accounts,  which  was  the  first  category 
we  were  told  to  deal  with,  has  been  completely  stultified 
by  the  fact  that  they  can  get  money  without  any  Govern- 
mental control  from  hire  purchase  companies — of  course 
at  double  or  treble  the  price. 


3541.  Chairman:  They  only  go  to  hire  purchase  com- 
panies normally  for  a certain  limited  class  of  goods,  do 

they  not? It  is  extraordinary  what  you  can  get  oo 

hire  purchase  these  days. 

3542.  Do  you  think  it  is  spreading  into  a variety  of  ser- 
vices as  wdl  as  goods? 'It  spreads  very  widely  over 

the  field  in  which  the  private  individual  wants  to  borrow. 
I should  say. 

3543.  Then  you  mentioned  accommodation  through  the 
biU  market.  Do  you  think  that  has  spread  as  a result  oj 
the  Government’s  policy  of  restricting  bank  advances? — " 
Mr.  Tuke : It  was  spreading  at  one  time,  but  we  frowned 
upon  it  and  it  contracted  a bit. — Mr.  Robarts : Acceptance 
creffit  is  pretty  expensive  at  the  momen't,  and  that  has  per- 
haps slowed  it  up.  There  are  more  trade  bills  though ; n® 
doubt  a certain  amount  of  shift  in  borrowing  would 
account  for  toat:  people  who  cannot  get  loans  and  over- 
drafts would  get  a bill. 
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3544.  Professor  Sayers ; Has  that  shift  into  bill  finance 

been  ccmfined  to  just  a few  trades,  and  if  so  which? 

Timber  ; tobacco,  though  less  than  it  was ; sugar ; there 
is  a mass  of  commodities  in  course  of  movemeuL 

3545.  Chairman-.  Oil  we  have  heard  mentioned? 

Oil,  certainly. 

3546.  Professor  Sayers:  Timber  and  sugar  are  com- 
modities that  have  clung  to  the  bill  continuously.  This 
is  not  a return  on  the  part  of  trades  that  had  discarded 

the  bill? ^It  very  much  depends  on  the  ability  to  borrow 

from  the  bank,  and  Oie  cost  of  that  compared  with  the 
cost  of  hills. 


3547.  Are  there  certain  trades,  such  as  sugar  for  instance, 
where  firms  are  quite  sharply  competitive,  and  the  method 
used  swings  from  one  to  &e  other,  according  to  the  price 

and  other  conditions? Mr.  Chesterfield:  Yes,  Sir;  I 

would  agree  wife  that. 

3548.  Has  there  been  any  tendency  for  biE  finance  to 
become  ‘popular  again  in  trades  that  had  become  almost 

completely  dependent  on  bank  finance? Mr.  Robarts: 

That  is  a difficult  question  to  answer. — Mr.  Take:  There 
are  two  sorts  of  bills:  there  is  the  old-fashioned  tradi- 
tional bill,  the  genuine  import  or  export  bill ; that  is  the 
real  bill,  which  is  sacred ; then  there  is  the  other  sort  of 
bill  which  came  into  force  in  Liverpool  in  the  cotton 
warehouses  in  about  1932,  and  then  spread  to  other 
trades.  With  tbi<  type  there  is  no  genuine  movement  of 
goods  corresponding  to  the  bill ; at  is  a bill  drawn  on 
goods  in  a warehouse  which  are  going  to  be  sold.  That 
is  the  sort  of  bill  whidi  tends  to  increase,  if  banking 
accommodation  in  respect  of  certain  classes  of  customers 
is  being  restricted.  I do  not  think  that  our  restrictions, 
on  the  other  hand,  have  much  bearing  on  the  financing 
of  imports  and  exports. 

3549.  Chairman:  Your  second  dass  of  bill  is  carrying 

stocks? Mr.  Robarts:  Or  there  are  shipbuilding  bills. 

That  is  a bill  which  cannot  possibly  be  described  as  cover- 
ing goods  ; it  is  a bill  drawn  on  the  shipowner  for  building 
a ship.  They  have  always  existed.  There  are  various 
opinions  as  to  their  merits,  but  they  still  exist. 

3550.  A lot  of  the  money  which  would  be  financing 
those  bills  in  the  money  market  would  in  fact  be  raised 
on  loans  from  the  banks  ; therefore,  you  say,  you  frowned 
upon  that.  Could  you  discourage  your  money  being  used 
in  competition  against  you,  if  you  were  refusing  the 
finance  because  of  a restriction  that  was  being  imposed? 

Yes ; our  sanction,  if  we  choose  to  exerdse  it,  is  not 

to  lend  money  on  those  bills. 

3551.  Professor  Sayers:  Am  I right  in  thinking  that 
certain  of  the  banks  do  not  take  those  bills  as  collateral? 
— —Some  are  more  selective  than  others. 


3552.  In  exercising  that  selectivity,  are  they  thinking  at 

all  of  competition  with  their  overdraft  business? Mr. 

Robarts:  I would  not  tiiiak  that  was  really  a factor.  I 
think  they  just  have  an  established  principle,  that  they 
take  certain  bills  and  do  not  take  certain  other  bills.— 
Mr.  Chesterfield:  They  also  apply  a differential  m the  rate 
where  a parcel  of  biUs  contains  more  than  5 per  cent  of 
that  kind  of  bill ; the  rate  is  higher. 


3553  On  the  whole,  a bank’s  bill  business  is  done  by 
somebody  different  from  the  man  who  is  deciding  at  what 

points  credit  should  be  restricted? Mr.  Robarts:  On 

the  executive  level  undoubtedly  that  is  so. — Mr. 
Chesterfield:  But  he  is  in  very  close  touch ; for  instance, 
the  man  who  does  my  bill  market  is  in  very  close  touch 
with  me  every  day,  and  that  is  the  case  with  all  banks. 

3554.  This  activity  of  lending  to  the  bill  market  is  co- 
ordinated with  general  lending  policy? Definitely. 


3555.  Professor  Ccdrncross : Have  the  banks  applied  any 
measures  which  would  operate  against  the  intrusion  of  ffie 
bill  market  into  business  formerly  financed  by  bank  credit, 
or  indicated  any  view  about  transactions  of  this  kind, 
where  bills  of  a character  which  would  normally  be 
financed  by  a bank  overdraft  are  coming  over  to  you? 
—Mr  Robarts:  I do  not  think  we  have,  because  we 
do  not  look  at  it  in  that  way.  We  either  sell  bills  or 
lend  money  against  them ; those  are  our  transactions  in 
bills  other  than  bills  we  accept  ourselves.  Perhaps  I might 
deal’  with  the  third  class  first : bills  we  accept  ourselves 
we  would  only  do  in  conformity  with  the  squeeze ; we 
should  not  d^berately  accept  bills  when  we  could  not 
mSf  a loan.  The  bulk  of  the  bills  which  the  banks 
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handle  come  to  them  as  security  for  money  which  they 
lend  to  the  discount  market.  S<Kne  of  us  wiU  take  no 
bills  which  are  not  immediately  rediscountable  with  the 
Bank  of  England. — Mr.  Take : The  Bank  of  England  does 
not  in  fact  frown  very  severely  on  these  second-class  bills. 
— Mr.  Robarts : It  does  on  some ; it  will  not  take  tiiip- 
building  bUls,  for  instance,  and  it  never  has. 

3556.  Professor  Sayers:  But  some  banks  do,  and  others 
do  not,  take  from  the  bill  market  bills  which  are  not 

readily  discountable  at  the  Bank  of  England? Mr. 

Take:  I am  not  prepared  to  say  that  any  bank  takes 
bills  in  that  department  at  the  low  rate  which  are  not 
rediscountable. — Mr.  Robarts:  As  a policy,  we  would 
not  want  to. 

3557.  Lord  Harcourt:  I imagine  that  one  way  in  which 
one  can  make  a switch  from  bank  advances  to  bills  which 
would  be  very  hard  to  identify  is  by  the  drawing  of  a 
standard  import  bill,  which  in  the  normal  course  of  events 
might  have  been  renewed  once  but  which,  under  the  credit 
squeeze,  might  be  renewed  twice  or  three  times.  It  starts 
as  being  a movement  of  goods,  and  instead  of  being  paid 
off  after  the  goods  arrive,  it  is  in  fact  renewed  once_  or 
twice  .for  ninety  days,  and  it  really  becomes  a finance  bill : 
and  the  customer  may  be  living  on  the  renewal  of  that 
bill  instead  of  drawing  on  his  clearing  bank.  Do  you 
think  that  bills  are  being  renewed  more  often  and  that 

therefore  they  turn  into  finance  bills? 1 do  not  know 

the  answer  to  that. 

3558.  Chairman:  Are  there  any  other  sources  of 

alternative  finance? Mr.  Chesterfield:  Diere  are 

innumerable  finance  oompaaies  and  small  banks  that 
might  be  possible  sources ; there  are  a lot  of  them  operat- 
ing, and  it  is  not  'hare  purchase  all  the  time.  It  is  so- 
caUed  industrial  banking. 

3559.  Professor  Sayers:  What  Idnd  of  lending  do  they 

do? ^They  do  a lot  of  lending  which  we  should  norm- 

ally be  prepared  to  do.  There  are  several  concerns  with 
resources  of  up  to  £10  million  or  £15  million,  who  are 
doing  our  normal  type  of  business  for  our  customers 
which  we  have  had  to  decline  ; of  course  they  are  charging 
them  much  more.* 

3560.  Professor  Ctdrncross:  How  much  more? 

Possibly  twice  as  much. 

3561.  You  think  this  ds  the  direct  result  o&  the  credit 

squeeze? 1 am  sure ; there  is  no  other  reason  for  it. 

3562.  Would  any  of  these  dnstitutioins  have  emted 

before  the  credit  squeeze? ^They  might  have  existed. 

but  they  would  not  have  pro^red  as  they  have. 

iSS'i.  Chdrman:  From  where  do  they  draw  their 
deposits?-^ — Mr.  Robarts:  From  the  public,  by  advertise- 
ment. They  pay  a higher  rate  of  interest  cm  deposits  and 
they  charge  more  for  loans. 

3564.  What  is  the  most  aittractive  feature  of  thdr 

advertisements? ^The  high  rate. 

3565.  Do  you  think  the  word  “ bank  ” or  “ banking  ” 

has  any  attraction  in  the  advertisements? suppose  it 

does;  I suppose  it  adds  to  the  depositor’s  feeling  of 
stability. 

3566.  Is  most  of  thek  money  taken  on  sight,  or  do 

they  a'rfc  for  fixed  term  deposits? Mr.  Chesterfield: 

1 believe  they  are  very  well  run,  and  that  they  take 
deposit  and  sight  money.  I saw  an  advertisement  of  one 
this  morning,  quite  a small  concern,  where  the  deposits 
oveir  the  last  twelve  months  have  dnoreased  by  over 
£1  million  ; they  are  currently  offering  interest  on  money 
on  six  months’  notice  at  per  cent.,  and  three  months 
notice  at  S per  cent. 

3567.  Would  you  say  there  was  now  a large  gremp 

of  opra'at'OTS  who  want  accommodation  for,  say,  a period 
of  six  months,  who  would  fail  to  get  it  if  they  were  not 
prepared  to  pay  these  rates? Mr.  Robarts:  Yes. 

3568.  Let  us  assume  fliat  they  are  people  who  have 
normally  been  given  credit  by  the  banks  and  have  now 

been  refused? Some  no  doubt  iborrow  from  finance 

companies  at  high  rates. 

3569.  Professor  Sayers:  What  kinds  of  people  are  not 
able  to  get  it?  Is  it  a matter  of  the  size  of  the  concern, 
or  what? — —Size  undoubtedly  has  some  influence  on 
this ; if  the  concern  is  big  enough  to  go  to  the  capital 
market,  and  provided  it  can  get  the  consent  of  the  Capital 
•Issues  Committee,  then  it  can  get  the  money.  Coming 

• See  also  Qn.  3646. 
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down  lo  the  sroaHer  businesses  and  individuals,  there  must 
be  a number  of  people  who  would  like  to  borrow  money 
for  a thousand  and  one  purposes,  who  have  found  it 
difficult  and  are  finding  it  difficult. 

3570.  Sir  John  Woods:  That  is  the  result  of  the  credit 

squeeze? Yes. 

3571.  Mr.  Woodcock:  Surely  ffiat  is  the  intention  of 

the  credit  squeeze? ^Yes. 

3572.  Professor  Sayers:  These  people  aie  not  able  to 
get  money  even  if  they  are  willing  to  pay  the  high  rates 

which  these  neiw  concerns  charge? Mr.  Robarts:  It 

is  difficult  for  one  to  answer  that  quesdon  when  one  has 
never  been  inside  one  of  these  new  hire  purchase  com- 
panies, and  does  not  know  the  full  extent  of  their  business. 
In  theory  they  diould  only  lend  money,  on  actual  goods  ; 
the  theory  is  that  the  buyer  pays  for  whatever  it  is  over 
a period,  and  that  ds  financed  by  the  hire  purchase  com- 
pany. How  far  they  will  go  into  unsecured  finance  I 
really  do  not  know. — Mr.  Chesterfield : They  do  a lot  of 
financing  of  debtors  and  stock  which,  we  ^ould  norm- 
ally have  been  prepared  to  do. 

3573.  Professor  Cairhcross:  Since  the  credit  squeeze 
was  insdtuted,  the  level  of  acdvity  in  this  country  has 
not  fallen  off ; it  is  reasonable  to  assume  that  enou^ 
people  are  getting  short  terra  accommodatkai  to  Tnaintain 
the  level.  Is  it  your  view  that,  if  some  of  your  customers 
have  been  crowded  out  of  the  market  for  advances  of  a 
short-term  character,  others  have  stepped  in  and  got 
money,  who  would  not  otherwise  have  got  that  money ; 
or  do  you  think  there  were  already  too  many  people 
getting  accommodation  at  the  current  level  of  activity? 
— —Mr.  Robarts:  I do  not  think  that  other  people  have 
oome  in  and  got  money  which  'has  been  denied  eiwwhere. 
The  level  of  advances  has  fallen ; what  we  have  done  is 
to  cut  down  the  less  essential  categories  so  as  to  acoora- 
modate  the  more  essentiaL 

3574.  But  the  general  level  of  activity  of  the  country 
has  not  fallen  ; .people  have  got  credit  somehow  or  other, 

have  they  not? Not  ah  the  business  of  the  country  is 

done  on  credit, 

3575.  A good  deal  would  be  financed  on  trade  credit? 

^Yes,  but  a lot  is  financed  on  people’s  own  resources ; 

after  all  ffieir  deposits  with  us  are  around  £6,000  miHmn, 
of  which  we  only  lend  about  £2,000  million. 

3576.  You  think  people  have  been  able  to  get  money 

from  relatives  and  other  resources  to  make  up  the  ad- 
vances which  have  been  refused? Mr.  Robarts:  To 

some  extent — Mr.  Chesterfield:  I ibink  it  must  be  so, 
because  the  level  of  activity  has  been  so  high 

3577.  Can  you  name  any  type  of  customer  who  has 
not  got  accommodation,  or  has  not  been  able  to  raise 
money  in  some  way,  who  would  have  been  getting  it  from 
you  brfore  the  credit  squeeze,  or  would  now  be  gettdng 
it  if  the  conditions  of  the  creffit  squeeze  dad  not  apply? 

Mr.  Robarts:  Undoubtedly:  for  instance,  lending  on 

Stock  Exchange  securities  has  almost  disappeared.  Years 
ago  we  used  to  lend  a lot  on  Stock  Exchange  securities. 
— Mr.  Chesterfield:  Then  there  is  house  building  and 
estate  development — Mr.  Take:  The  man  who  complains 
of  the  credit  squeeze  most  is  the  little  shopkeeper;  we 
start  squeezing  at  the  top,  and  everyone  passes  it  on: 
but  the  little  man  on  the  street  comer  has  not  anyone  to 
pass  it  on  to.  He  is  the  man  who  really  does  suffer ; 
not  that  his  bank  is  squeezing  hiim,  but  perhaps  his 
wholesaler  is. 

3578.  Mr.  Woodcock:  What  exactly  are  you  saying? 
The  credit  squeeze  has  undoubtedly  restrict^  your  ad- 
vances, but  are  you  saying  that  the  restriction  that  has 
been  imposed  upon  you  has  been  counterbalanced  by 
other  forms  of  lending,  or  lending  by  other  organisations? 

^Not  entirely,  but  to  some  extent ; and  to  that  extent 

file  restrictions  imposed  .upon  us  have  been  stultified. 

3579.  That  is  what  you  mean  when  you  say  it  is  not 

good  for  the  economy?  Surely  you  cannot  say  it  is  bad 
for  the  economy  that  your  advances  have  been  restricted, 
unless  it  can  be  shown  that  they  have  been  made  good 
in  other  ways? Mr.  Chesterfield:  That  is  so. 

_ 3580.  I am  not  sure  what  is  your  answer  to  the  ques- 
Eon  to  what  extent  your  failure  to  meet  credit-worthy 
pet^e  has  been  made  up  by  other  people.  Do  you  say 
it  has  been  made  up  to  the  full  or  to  a considerable 
extent? Mr.  Robarts:  To  a considerable  extent  You 


cannot  get  statistics  which  will  show  this ; you  can  get 
statistics  of  our  advances  simply,  but  you  cannot  arrive 
at  the  total  borrowings  &om  other  people. 

3581.  Then  what  has  been  bad  for  the  economy  has 
been  the  failure  to  follow  up  Che  restrictions  imposed  on 

you  by  equally  stringent  restrictions  on  other  people? 

Your  premise  depends  on  whether  or  not  you  think  it  is 
a good  thing  to  restrict  credit  in  the  country. 

3582.  Professor  Sayers:  But  what  you  are  saying  is 

surely  that  there  has  not  been  a restriction,  in  that  certain 
people  have  been  forced  to  pay  higher  rates  for  advances 
than  bankers  would  have  charged  them,  because  they 
have  been  forced  out  of  their  normal  channels  of  borrow- 
ing?  ^The  most  efficient  lenders  have  been  deprived  of 

some  of  their  ability  to  lend,  and  therefore  some  of  the 
more  expensive  lenders  have  been  given  much  more  play. 

3583.  Mr.  Woodcock:  It  would  have  been  all  right  if 

you  could  have  lent  it? ^We  would  have  lent  it  much 

more  dieaply. 

3584.  And  then  it  would  have  been  all  right,  for  the 

good  of  the  economy? ^I  would  say,  ffiat,  allowing 

for  the  exercise  of  qualitative  restraints,  it  would  have 
been  very  much  better. 

3585.  But  the  whole  idea  for  the  credit  squeeze  is  to 

restrict? Mr.  Take:  Our  case  is  that  it  is  not  effective, 

3586.  Your  complaint  is  that,  despite  the  limitations 

placed  upon  you,  there  are  not  equal  limitations  upon 
other  people? ^Biaccly. 

3587.  Mr.  Jones:  Is  (that  tantamount  to  an  admission 
that  there  is  a degree  of  licence  within  the  operation  of 

the  finandal  system  at  this  time? -Mr.  Robarts:  Yes. 

We  are  easily  controlled,  because  we  do  carry  out  to  the 
best  of  our  ability  the  requests  of  the  Government  of 
the  day,  whatever  that  Government  may  be.  Those  re- 
strictions are  carried  'ffjiough  simply  on  a system  of  good- 
will, but  it  is  a very  effective  system.  That  does  not 
apply  to  all  these  other  sources  of  lending  which  we  have 
been  discussing ; that  is  our  complaint. 

3588.  The  monetary  system  is  not  working  on  the  basis 

of  direct  controls:  it  is  working  on  the  basis  of  dir^ 
controls  plus  licence  within  the  financial  system? — 
Professor  Sayers:  There  is  a diversion  of  credit? Yes, 

3589.  Which  'involves  people  paying  much  more  for 
credit?— —Much  more. 

3590.  Has  ithat  arrangement  in  your  view  had  any  effect 
on  economic  activity,  on  the  level  of  prices  and  all  that? 
^It  must  have  had 

3591.  In  what  way? suppose  that  ev^y  time  the 

price  of  anything  rises,  whether  it  is  goods  or  services 
or  the  borrowing  of  money,  it  ds  an  inflationary  movement. 

3592.  Are  you  arguing  tiiat  the  making  dearer  of  credit 

has  aggravate  the  rise  in  prices? 1 would  say  that  it 

fe  a factor  in  wages.  If  a man  has  to  use  hire  purchase 
money  for  his  furniture,  or  whatever  he  is  buying  for  bis 
house,  when  that  money  costs  more  (and  at  costs  a good 
deal  more  from  these  hire  purchase  concerns)  that  is 
going  to  be  a factor  in  the  tjrgency  with  which  he  will 
seek  higher  wages. 

3593.  Is  that  equally  itrue  when  the  cost  of  a bank  over- 
draft rises  from  per  cent,  to  8 per  cent.? 1 think  it 

does  not  impinge  in  the  same  way,  because  we  do  not 
lend,  by  and  large,  for  those  sorts  of  purposes.  We  have 
restricted  our  personal  loans  very  stron^y. 

3594.  I am  sorry:  I am  thinking  of  your  argument  that 

in  effect  the  volume  of  credit  has  not  been  restricted  but 
that  there  has  been  a diversion,  which  has  involved  a very 
great  rise  in  .the  average  price  of  credit,  in  that  some 
people  have  come  to  pay  much  higher  rates  than  they 
would  have  paid  if  they  had  been  accommo^ed  by  the 
banks.  Do  you  think  that  that  raising  of  costs  has  had 
any  impc>rtant  influence,  and  if  so  what,  on  the  infla- 
tionary situation? It  has  undoubtedly  had  an  infla- 

tionary influence.  I would  say  that  it  has  been  a factor 
in  the  pressure  tor  increased  wages  from  people  who  we 
using  lure  purchase  money  extensively. 

3595.  Would  you  use  the  same  argument  with  regard  to 
the  raising  of  the  Bank  Rate  from  2 per  cent,  to  7 per 
cent.? — Professor  Cairncross:  Do  you  think  that  would 

aggravate  inflation? It  may  perhaps  have  some  effect 

in  that  direction.  But  in.  general  the  'people  to  whom  the 
banks  lend  are  borrowing  for  purposes  somewhat  differ- 
ent from  those  who  borrow  from  the  finance  companies. 
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Oi  the  total  of  ‘bank  lendings,  a higher  proportion  will 
go  to  industry  than,  I should  say,  in  the  case  of  finance 
companies.  The  rate  of  interest  industry  pays  for  its 
borrowing  ds  not  a very  big  factor  in  the  ifitimate  oost 
of  the  goods,  because  so  many  other  things  oome  into 
it:  the  cost  of  labour,  for  instance,  'is  very  high  ; and 
there  are  raw  materials  and  so  on. 

3596.  Sir  Oliver  Franks-.  This  argument  b going  rather 
faster  than  I can  follow.  We  seem  to  be  asking  which  way 
the  market  in  money  is  related  to  questions  of  inflation. 
One  normally  suipposes  that,  if  a thing  gets  dearer, 
people  want  a bit  less  of  it ; and,  if  it  gets  cheaper, 
people  want  a bdit  more  of  it.  The  effect  of  the  diversion 
of  credit  from  the  banking  system,  as  it  has  been  de- 
scribed, to  other  sources  of  finance  has  been  to  make 
the  credit  given  dearer ; and  horn  that  certain  con- 
sequences were  drawn.  Then  Professor  Sayers  drew 
attention  to  the  fact  that  in  the  sphere  of  bank  advances, 
the  outcome,  following  the  increase  in  Bank  Rate,  was  that 
the  rate  charged  for  advances  had  gone  up.  I do  not 
quite  know  where  we  are  in  that  situation ; one  line  of 
argument  would  lead  us  to  the  view  that  where  the  price 
of  a commodity  (in  'this  case  money)  is  made  dearer,  that 
will  tend  to  make  peoj^e  want  to  use  a litfle  less  of  it, 
whereas  another  line  of  argument  would  be  that,  in  so 
far  as  the  use  of  money  is  made  dearer  and  pMpIe  have 
to  pay  more  for  it,  and  in  so  far  as  that  enters  into  prices 
and  then  into  wages,  it  makes  people  want  to  use  more 
money,  and  it  therefore  produces  the  paradoxically 

opposite  effect? Mr.  Tuke:  I tiiink  that  we  have 

perhaps  got  wrong  by  switching  from  volume  to  cost.  Our 
case  is  diat,  presuming  that  the  Government  were  right 
in  their  repeated  requests  to  us  to  restrict  the  volume  of 
our  lendings  and,  at  one  stage,  actually  to  reduce  them, 
and  to  alter  the  qtiality  of  fliem,  the  intended  good 
effects  have  been  diminished  by  the  fact  that  the  people 
who  could  not  borrow  the  money  from  us  have  gone 
elsewhere  to  borrow  it.  That  is  really  our  case ; it  is 
not  primarily  a question  of  cost. 

3597.  But  those  who  have  gone  elsewhere  have  been 

charged  much  higher  rates,  and  therefore,  in  so  far  as 
people  have  not  been  .prepared  to  pay  the  higher  rates 
the  credit  squeeze  has  been  effective? Yes. 

3598.  That  does  not  square  with  what  you  say  in  your 

memorandum? prefaced  my  remarks  by  presuming 

that  the  requests  were  right. 

3599.  Are  you  saying  that  the  requests  were  wrong? 

Requests  are  a form  of  a direct  control,  which  is 

part  of  another  sort  of  monetary  management.  You  either 
have  what  I hope  Mr.  Woodcock  will  forgive  me  if  I call 
the  Socialist  method,  of  which  direct  controls  are  the 
main  element ; or  you  have  the  other  method  (I  will 
not  call  it  the  Conservative  method,  because  that  is  not 
quite  a parallel),  that  acts,  or  should  act,  by  means 
of  monetary  measures ; keeping  money  short.  The 
Government  and  the  Bank  of  England,  taking  the  two 
as  one,  should  be  able  to  operate  a squeeze  on  us  without 
any  request  or  anything  of  that  kind,  but  by  simply 
making  money  short:  then  we  have  to  do  something  about 
it. 

3600.  This  Socialist  method,  as  you  call  it,  is  intended 
to  make  money  short.  What  is  the  alternative ; to  make 

money  dearer? ^The  dearness  of  money  follows  from 

its  shortness.  If  a thing  is  in  short  supply  it  becomes 
dearer ; but  you  do  not  by  making  it  dearer  make  it 
short.  That  has  been  one  of  the  errors  over  the  past  five 
or  six  years ; at  times  money  has  been  made  dearer,  but 
it  has  still  been  just  as  plentiful. 

3601.  Professor  Sayers:  Would  you  have  the  authori- 

ties not  trying  to  act  on  bank  advances  directly  at  all, 
but  making  money  short  in  some  other  way? ^Yes. 

3602.  By  what  other  methods  would  you  like  to  see 

money  made  short? Fundamentally  by  the  Govern- 

ment having  an  overall  balance  on  the  Budget.  The 
Government  want  to  be  in  the  position  of  squeezing  our 
liquidity  ratio ; the  fact  that  there  is  overspending  makes 
that  difficult  to  maintain. 

3603.  You  would  like  to  see  the  banks  kept  tight  by 

being  kept  short  of  money  market  assets? ^Yes. 

3604.  Chairman:  But  it  is  possible  to  take  the  view 
that  “ the  good  of  the  economy  ” is  not  aided  by  the 
present  organisation  of  the  banks,  whereby  they  are  de- 
prived of  their  natural  activity  of  competing  with  each 


other  in  order  to  provide  credit  on  the  most,  economic 
terms  they  can.  I thought  that  you  did  not  think  that 
that  was  a healthy  situation  to  go  on  for  a good  many 

years  on  end? ^If  we  were  short  of  money,  and  if  there 

were  no  direct  Government  restrictions,  then  we  should 
have  to  think  very  carefully  about  the  manner  in  which 
we  could  compete  with  one  another ; we  should  have 
to  eke  out  such  money  as  we  had.  As  it  is  now,  we 
have  ample,  and  would  like  to  be  lending  it  to  more 
people  than  we  are  able  to. 

3605.  Profesor  Sayers:  If  you  were  kept  short  of  money 
market  assets,  what  would  you  do  about  your  advances? 

Mr.  Robarts:  We  should  not  at  the  first  stage  do 

anything  about  our  advances  that  we  are  not  doing  now. 
We  should  sell  investments. 

3606.  Professor  Cairncross:  At  what  point  would  any- 
thing the  Government  did  make  you  restrict  advances  to 

industry? Mr.  Tuke:  When  our  advances  had  risen 

from  the  figure  of  30  per  cent.,  as  we  stand  now,  to 
the  pre-war  normal  figure  of  45  per  cent,  to  50  per  cent. 

3607.  Could  we  assume  that  you  would  be  anxious  to 
increase  the  proportion  of  advances  to  deposits  to  about 

50  per  cent,  if  the  credit  squeeze  was  removed? Mr. 

Robarts:  I do  not  think  we  would  be  anxious  about  it. 
I must  elaborate  that ; we  do  not  go  out  searching  for 
borrowers,  because  that  would  involve  unsound  lending 
We  have  to  be  highly  selective  in  our  lendings.  But  I 
think  we  could  with  equanimity  see  our  advance  percent- 
age increased. — Mr,  Tuke:  Certainly;  but  if  we  are 
realistic  I think  we  ought  to  recognise  that  it  would  ^ 
much  more  difficult  to  get  to  45  per  cent,  or  50  per 
cent,  today  than  it  was  before  die  war,  because  a 
great  many  of  the  companies  which  were  borrowing  from 
us  in  the  private  sector  before  the  war  are  now  nation- 
alised, and  are  being  financed  somewhere  else  in  otir 
balance  sheet,  either  in  investments  or  in  Treasury  Bills. 

3608.  Are  you  telling  us  that  you  do  not  think  it  would 
ever  get  to  the  point  at  which  advances  would  be  greater 
than  you  wanted  them  to  be,  so  that  Government 

measures  would  take  effect  in  a negative  direction? 

It  would  certainly  take  longer  than  it  did  before  the 
war  for  that  to  happen ; but  on  the  other  hand  we  do 
not  like  selling  our  securities  at  a very  big  loss ; and 
if  we  had  no  more  securities  which  were  coming  in  during 
the  next  year,  we  would  have  to  look  at  the  price. 

3609.  .When  your  advances  were  as  large  as  oonsidera- 

tions  of  bankiing  wiitlh  safety  required,  and  die  GoYKn- 
ment  was  anxious  to  see  you  restrict  advances,  would  they 
not  recall  part  of  your  floating  debt  holdings?  Might 
that  not  be  something  which,  on  other  grounds,  was  not 
satdafactory  from  your  point  of  view?  They  might  ohoose 
a moment  to  vary  their  floating  debt  which  was  not  the 
moment  when  iflhe  needs  of  industry  required  them  to 
move  in  that  direction?  In  othw  words,  there  are  some 
considerations  governing  the  size  of  the  ^ting  debt, 
md  other  oonriderations  governing  the  advances  that 
industry  needs.  You  are  envisaging  a rotfum  to  the  pre- 
war situation  where  die  liquid  assets  of  the  ba^s  would 
govern  their  lending  policy ; might  the  banks  not  find 
themselves  in  a very  awkward  position,  obliged  to  with- 
hold loans  from  industry  at  a time  when  it  was  undesir- 
able?  1 feel  a difficulty  in  answering  this,  because  to 

some  extent  the  interests  of  the  banks  are  different  from 
the  interests  of  the  Government.  The  Government  wants 
to  restriot  Treasury  Bills,  but,  of  course,  it  suits  us  to 
have  liquid  assets.  From  whose  point  of  view  are  you 
asking  &e  questi<m? 

3610.  From  the  point  of  view  of  die  country? The 

Government’s  ability  to  handle  this  situation  is  governed 
very  much  by  the  fact  that  they  have  borrowed  so  much 
money  in  past  years.  All  this  is  now  falling  due  in  great 
lumps,  sometimes  two  lumps  in  a year,  so  that  tiiey  simply 
cannot  handle  it  except  by  from  time  to  time  creating 
more  Treasury  Bills  than  they  would  like  to  do. 

3611.  Professor  Sayers:  Supposing  fihe  Government 
were  now  able  to  make  life  difficult  for  you  in  the  sense 
that  it  managed  to  gat  down  the  volume  of  Treasury  Bills 
very  considerably  so  that  the  volume  of  liquid  assets 
available  to  the  banks  was  very  much  reduced  below  its 
present  levei ; in  the  first  place,  you  have  told  us,  you 
would  sell  investments.  But  there  would  come  a point 
at  which  you  would  be  uncomfortable  about  going  in 
that  direction  ; what  would  you  then  do  about  advances? 
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Mr.  Robarts:  I dant  all  oat  would  ^ would  be  to 

turn  away  some  new  advances.  The  last  thing  we  showd 
do  would  be  to  call  in,  in  a wholesale  manner,  existing 
advances.  If  we  did  that  on  any  big  scale,  it  would 
precipitate  a crisis. 

3612.  What  would  happen  to  the  people  whom  you 

turn^  away?  Where  would  they  go? Unless  they 

could  go  to  one  of  the  alternative  sources  we  have  dis- 
cussed they  would  not  be  able  to  carry  out  any  proj^t 
willed  they  were  wishing  to  barow  for ; or  they  might 
possibly  reduce  thw  stocks,  or  call  in  th^  debtors  some- 
wtet  more  quickly. 

3613.  This  process,  fthich  would  include  some  liquida- 
tion of  your  investments,  would  involve  some  rise  m 
interest  rates.  Do  you  think  that  would  have  any  effect 

in  depressing  the  demand  for  credit? Mr.  Roberts'. 

That  is  a question  about  which  I have  never  been  able 
to  make  up  my  mind:  how  much  this  hi^  inter^  rate 
has  really  di$«ouraged  borrowers.  Wholesale  sellings  of 
gilt-ed^  securities  by  the  banks  would  clearly  depress 
the  price  of  die  securities  and  inaeases  their  yield ; but 
ihe  questicwi  of  whether  the  higher  interest  rates  would 
discourage  borrowers  is  a rather  separate  question ; the 
cost  of  bank  borrowing  depends,  as  you  know  as  well  as 
I do.  on  the  Bank  Rate,  and,  if  the  banks  had  to  sell 
securities  whdesale  for  dieir  liquidity  it  would  not  neces- 
sarily mean  that  Bank  Rate  would  go  up. — Mr.  Tuke:  On 
the  question  of  whether  a higher  rate  discourages 
borrowers  f would  say  from  our  experience  since  tie 
war,  with  the  level  of  taxation  that  has  been  built  up, 
that  up  to  a Bank  Rate  of  5 per  cent,  it  has  no  effect ; 
whether  a 7 per  cei^.  Bank  Rate  has  an  effect  is,  I think, 
in  process  of  proof,  but  there  is  swne  evidence  that  it  may. 

3614.  Sir  John  Woods:  Do  you  think  it  is  tie  absolute 
level  of  the  Bank  Rate  rather  than  the  rise  in  a Bank 

Rate  that  has,  or  can  have,  an  effect? ^Yes,  if  anybody 

wants  to  borrow  money,  and  he  is  expecting  to  make  10 
per  cent,  on  the  transaction  in  three  mooths,  it  does  not 
really  matter  to  him  whether  he  pays  the  bank  5 per 
cent,  or  6 per  cent. ; but  at  a slightly  higher  level,  and  if 
he  is  not  sure  whether  the  js-ice  of  goods  is  going  to  fall, 
it  nu^t  make  a difference. 

3615.  Chairman:  Would  you  all  separatdy  confirm 
from  your  experience  that  up  to  5 per  cent,  no  effect 
has  b«n  observed  of  discouraging  the  borrower ; it  was 

only  after  it  had  reached  7 per  cent.? Mr.  Tuke : Up 

to  5 per  cent,  no  effect ; after  7 per  cent  perhaps. — Mr. 
Chesterfield:  I agree  with  that. — ^.Vfr.  Robarts:  I agree 
with  that. 


3616.  You  must  have  some  reflections  from  the  rise  to 
7 per  cent,  in  Sepeember  and  its  effect  in  the  subsequent 

months : what  would  you  say  about  that? find  it 

very  difficult  to  answer.  I have  talked  to  a number  of  our 
managers  on  this  point  and  got  very  varying  answers.  I 
have  really  formed  no  conclusion.  On  lie  question  of 
large  loans  I have  not  found  that  it  has  made  much 
difference. 


3617.  Sir  John  Woods:  Does  a hi^  rate,  or  a risir 
rate,  have  (fiffereot  effects  <m  different  types  of  borrower 
according  to  their  size  or  the  type  of  their  business? — 
Mr.  Robarts:  I would  not  think  it  made  any  different 
up  to  5 per  cent  We  have  only  had  7 per  cent,  whic 
IS  effectively  about  8 per  cent,  to  the  btwxower,  sin< 
September  la«,  and  I personally  have  not  seen  that 
has  discouraged  at  any  rate  the  larger  commerci 
borrowers.—Mr.  Take:  There  has  been  a fall  in  our  loai 
^ring  these  last  two  or  three  months.— Mr.  Chesterfield 
The  executives  that  I meet  from  time  to  time  have  bee 
surprised  that  it  has  had  the  deterrent  effect  it  has  ht 
so  far.  Quite  apart  from  any  pressure  we  have  exercisei 
there  has  definitely  been  a decrease  in  bank  loans  sini 
September.* 

3618.  Chairman  : From  the  impressions  you  ha' 
collated  from  executives,  is  that  due  to  the  interest  rat 

w due  to  a decrease  of  demand? Mr.  Chesterfielc 

nw  dwrea^  m demand  has  been  due  to  the  increast 
ral^  In  other  words,  a lot  of  people  had  been  look.ii 
^Sieir  stock  position  and  reducing  stocks ; the  rate  hi 
^un  to  han.—Professor  Cairncross:  Would  not  a ft 
m value  mean  a reduction  in  demand? 

»n  imp™ 

the  country  that  the  use  ot  mtarest  rates  h»<t  he, 

• Sw  ako  Qn.  3646.  ' 


rather  more  effective  than  people  had  expected.  Then, 
when  you  come  to  1955,  what  was  surprising  was  how 
little  effective  it  seemed  to  be.  In  1956  I dare  say  opinions 
varied,  but  it  rather  looked  up  to  the  time  of  Suez,  in 
the  autumn  of  1956,  as  if  the  measures  being  employed 
were  getting  the  economy  back  under  control ; and  now 
in  the  last  four  months  it  is  not  clear.  In  the  first  of 
those  periods  the  general  way  of  the  world  was  that  of 
recession,  and  so  monetary  measures  and  the  total  level 
of  international  activity  were  perhaps  working  together  ; 
in  1955  they  were  perhaps  working  against  each  other 
because  the  world  was  in  boom ; and  now  it  looks  as  if 
the  boom  has  given  way  to  some  recession,  for  example 
in  America,  and  I suppose  it  costs  less  money  to  fl.nance 
a given  volume  of  stocks.  So  when  one  is  looking  at  the 
question  of  the  effectiveness  of  an  interest  rate  it  may 
be  that  one  has  to  look  not  merely  at  the  level  of  the 
interest  rate  but  also  at  the  environment  in  which  it  is 
applied.  I wonder  whether,  if  one  complicated  the  ques- 
tions we  are  discussing  by  distinguishing  the  present  rate 
and  its  environment  wifii  the  rather  differing  environ- 
ments of  the  last  five  or  six  years,  you  wanted  in  any  way 

to  revise  the  view  taken? Mr.  Robarts:  It  is  very 

difficult  to  disentangle  all  the  causes  which  lie  behind 
the  decreased  level  of  advances  to  which  Mr.  Chesterfield 
has  referred.  There  are  many  things  ; in  fact  I should 
say  that  all  the  factors  at  the  moment  make  for  a lower 
level  of  advances ; for  instance,  the  faU  in  commodity 
prices.  There  is  iso  another  position  which  affects  re- 
tilers: they  can  get  stocks  of  manufactured  goods  very 
much  more  easily  and,  therefore,  it  is  less  necessary  to 
carry  heavy  stocks,  and  so  forth.  That  has  run  right 
through  the  economy ; and  at  the  same  time  you  have 
high  interest  rates.  How  much  you  can  attach  to  high 
interest  rates  and  how  much  you  can  attach  to  the  other 
factors  is  to  me  just  guesswork. 

3620.  Chairman : It  must  be  guesswork  really,  owing  to 
the  impossibility  of  disentangling  it ; but  I thought  that 
possibly  by  collecting  the  actual  views  of,  let  us  say,  the 
branch  managers  as  to  what  their  customers  have  said 
to  them,  one  might  get  a view ; it  might  be  the  only  way 

one  could? Professor  Sayers:  I thought  that  was  what 

Mr.  Chesterfield  said? — Mr.  Chesterfield:  Yes,  we  have 
done  that.  We  ciroulaffised  certaio  selected  branches  in 
November.  We  supplied  information  to  the  Bank  of 
England,  and  to  the  best  of  my  recollection  it  indicated 
that  traders  and  manufacturers  rebelled  against  the  high 
interest  rate  for  the  first  time. 

3621.  Mr.  Woodcock:  These  outside  sources  should  be 

feeling  a very  severe  draught? Professor  Sayers:  The 

diversion  of  credit  into  these  more  expensive  channels 
must  have  had  some  anti-inflationary  effect? — Mr. 
Ro-barts:  I do  not  think  so,  because  some  advances  which 
the  banks  would  not  make  owing  to  the  Chancellor’s 
various  requests  have  been  made  by  the  hire  purchase  and 
kindred  firms. 

3622.  That  is  to  say,  there  has  not  been  a serious  re- 
striction of  credit,  but  there  has  been  a making  dearer  of 

credit? ^There  has  been  a restriction  of  credit  to  the 

extent  that  not  all  the  advances  that  the  ba^s  have  refused 
to  make  have  been  made  by  .the  hire  purchase  firms. 

3623.  Could  we  go  further  into  what  from  Mr. 
Chesterfield’s  experience  potential  borrowers  have  said? 
Is  it  possible  to  classify  these  people  at  all,  and  to  say 
that  people  in  certain  directions,  or  people  of  a certain 
size  rather  than  others,  have  been  deterred  by  these  high 
rates ; or  has  it  been  something  very  generally  spread? 
Has  at  been  in  the  retail  or  wholesale  trade,  or  in  manu- 
facturing, or  in  agriculture,  or  is  it  something  that  is  all 

over  the  place? Mr.  Chesterfield:  1 am  afraid  I cannot 

give  an  accurate  answer  Jo  that. — Mr.  Tuke : If  there  are 
hundreds  and  thousands  of  people  not  using  quite  as  much 
of  their  limits  as  they  were  before,  the  level  of  our  loans 
falls  ; but  it  is  impossible  to  identify  wMch  man  and  which 
trade. 

3624.  Sir  John  Woods:  Do  you  think  that  it  might  be 
reasonable  to  say  that  the  man  who  has  got  a business 
with  a quick  turnover,  for  instance,  as  Mr.  Tuke  said 
just  now,  a profitable  transaction  to  yield  10  per  cent,  in 
three  months,  will  not  be  very  much  deterr^  even  by 
12  per  cent,  for  twelve  months,  but  that  another  type 
of  business,  with  a considerable  cyde  of  production  and 
needing  to  finance  work  in  progress  throughout,  and  to 
negotiate  prices  which  may  not  be  financially  profitable 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


MINUTES  OF  EVIDENCE 


273 


23  January,  1958]  Mr.  D.  J.  Robarts,  Mr.  A.  W.  TuKS,  and  Mr.  A.  D.  CHESiERnELD  {Continued 


would  be  very  uawdlMog  to  pay  10  per  cent? — ^ — Mr. 
Robarts : To  generalise,  of  course,  the  high,  rate  does  not 
have  the  same  effect  when  business  is  very  good  as  when 
it  is  bad. — Mr.  Take : With  my  man  who  is  going  to 
make  10  per  cent,  in  three  months,  I think  there  is  another 
consideration  moving  in  his  mind:  perhaps  he  is  not 
quite  so  sure  about  the  10  per  cent,  and  for  that  reason 
he  does  not  care  to  carry  out  the  project.  As  soon  as 
people  begin  to  see  the  prices  of  goods,  or  raw  materials 
(which  always  comes  first)  falling,  they  begin  to  get  a 
bit  more  cautious ; they  do  not  hold  so  much  stod:. 

3625.  Mr.  Jones:  Are  you  in  a position  to  teh  us  to 
what  extent,  having  regard  to  the  high  interest  rates,  over- 
draft limits  agreed  have  not  been  taken  up  in  full,  and 

to  what  extent  they  have  been  takrai  up  in  full? ^Ihat  is 

quite  impossible. 

3626.  Is  there  any  general  experience  on  it? Mr. 

Take:  It  varies  from  day  to  day  on  every  account. — 
Mr.  Robarts:  Borrowing  limits  throughout  the  whole  of 
the  banking  system  are  very  much  greater  than  the  amount 
borrowed  at  any  one  moment. 

3627.  Professor  Cairncross:  When  you  say  very  much 

greater,  have  you  any  idea  of  the  ratio? Mr.  Robarts: 

The  only  figures  I have  seen  indicated  that  in  the  bank  of 
which  I am  Chairman  'between  a half  and  two-thirds  of 
borrowing  limits  are  currently  used.  It  is  from  your 
experience,  Mr,  Chesterfield,  of  fiiat  order? — Mr.  Chester- 
field: Yes;  but  I think  it  is  a very  imsleading  impression 
to  get  around,  because  so  many  of  these  loans  are 
“ seasonal  ”.  On  lone  account  we  might  have  a limit  of 
£100,000  which  we  know  perfectly  well  is  only  going  to 
be  used  frcm  April  to  August  awaiting  the  harvest ; with 
the  very  diverse  'business  we  have  the  total  of  limits  is  a 
figure  which  should,  I think,  be  disregarded. — Mr. 
Robarts : I quite  agree  ; because  it  will  never  be  reached. 

3628.  Professor  Cairncross:  Have  you  ever  worked  it 
out?  I have  seen  figures  quoted,  and  I wondered  what 

the  ratios  were  in  a typical  bank? Mr.  Chesterfield: 

If  you  took  avaitaents  and  limits,  availmeats  would  be 
somewhere  about  50  per  cent,  of  limits ; 'but  the  total  of 
limits  is  really  " phoney  ”,  because  manv  of  them  do  not 
apply  at  'dmt  time  of  year.  Basically  everything  is 
“ seasonal 

3629.  “ Phoney,”  but  interesting.  There  are  figures,  for 
instance,  for  the  Export  Credit  Guarantee  Department, 
which  give  a certain  idea  of  the  normal  ratio  in  respect 
of  the  credits  they  guarantee.  They  show  an  average  of 

about  60  per  cent.? Mr.  Chesterfield:  I think  the  banks 

are  Slightly  less  than  that. — Mr.  Tuke:  It  would  from 
a practical  point  of  view  be  quite  impossible  for  every 
borrower  to  borrow  the  full  amount  at  any  one  time. 
When  a man  borrows  money  he  does  not  just  put  the 
money  on  the  table  and  look  at  it ; he  pays  it  to  some- 
body else  and  that  man’s  account  is  reduced. — Mr. 
Chesterfield:  Practically  everything  is  “seasonal”. — Mr. 
Robarts : Yes  ; the  full  total  of  borrowing  limits  would 
never  be  used  at  any  one  time.* 

3630.  Mr.  Woodcock:  Does  this  mean  that  the  figure 
in  the  second  paragraph  of  your  paper  showing  advances 

as  30-6  per  cent,  of  deposits  is  “phoney”? Mr. 

Chesterfield:  No,  that  is  an  actual  figure  of  availmeats 
and  is  correct. 

3631.  Sir  John  Woods:  On  the  general  question  you 
seemed  to  get  somewhere  near  the  point  of  saying  that 
the  restrictions  on  the  banks  have  not  really  had  any 
great  effect  on  the  total  supply  of  credit  because  your 
reductions  have  been  made  up  to  a very  considerable 
extent  by  lending  from  other  sources ; and  that  seemed 
to  be  borne  out  by  the  fact  that  the  total  level  of  activity 
has  not  faUen  very  much.  Am  I to  conclude  from  that 
that  the  effect  has  been  negligible  and  that  you  might 
just  as  well  not  have  done  it,  or  do  you  think  it  is  possible 
to  argue  that  but  for  the  requests  to  the  banks  to  restrict 
credit  there  would  in  fact  have  been  an  increase  in  activity 

which  has  been  checked? Mr.  Robarts:  I think  that 

is  true ; we  have  said  in  the  paper  that  if  it  had  not 
been  for  the  credit  squeeze  our  loans  would  be  higher. 

3632.  Chairman:  On  the  other  hand  you  told  us  that 

there  were  a number  of  credit-worthy  borrowers  who  could 
not  get  the  money  they  wanted? ^Yes. 

3633.  Professor  Cairncross:  Is  that  still  true,  despite 
the  higher  interest  rates?  You  still  have  a number  of 
customers  coming  in  and  asking  for  accommodation  whom 
” • See  Appendix  to  Minutes  of  Evidence. 


you  have  to  refuse? ^Yes.  We  have  kept  a total  of 

everything  we  have  refused  since  it  started,  and  it  is  very 
impressive. 

3634.  Professor  Sayers:  Suppose  that  'both  the  qualita- 
tive and  quantitative  restructions  were  removed,  and  the 
Chancellor  said : “ You  can  go  ahead  and  lend  as  much  as 
you  like  By  what  proportion  do  you  think  the  level  of 
bank  advances  would  increase  dn,  say,  a couple  of  years? 

Mr.  Robarts:  That  ds  an  almost  impossible  question 

to  answer;  it  depends,  of  course,  on  the  other  economic 
conditions,  on  whethw  we  are  dn  a boom  or  a sltimp. — 
Mr.  Chesterfield:  And  the  availability  of  labour  and 
materials. 

3635.  I have  heard  it  suggested  that  the  level  of 
advances  is  likely  to  be  lower  in  the  next  half  year  than 
it  is  at  present.  That  is  a forecast  on  the  basis  of  a guess 
at  economic  conditions.  Taking  those  general  economic 
conditions,  but  assuming  the  directives  were  not  there, 
what  demand  is  there  for  bank  advances?  By  how  much 
would  the  level  of  bank  advances  rise,  if  not  in  two  years, 

in  six  months? Mr.  Robarts:  lust  at  the  moment, 

with  this  slow-down  in  trade,  I cannot  see  any  great  change 
taking  place.  You  could  say  that  we  can  lend  up  to 
50  per  cent,  of  our  deposits,  and  the  arithmetic  of  that 
woifid  allow  us  to  lend  another  £1,000  million ; but  that 
is  an  entirely  theoretical  thing,  It  pre-supposes  that  there 
is  a demand  for  that  amount  of  lending. 

3636.  Professor  Cairncross:  Does  it  pre-suppose  that 

you  would  have  to  sell  £1,000  million  worth  of  Govern- 
ment securities? ^If  we  were  to  do  such  a thing,  presum- 

ably so.  But  we  are  going  right  into  the  realms  of  theory 
here.  You  have  also  to  consider  the  environment  of  the 
country:  at  the  moment  we  certainly  could  not,  even 
if  we  wished,  lend  another  £1,000  miUion,  because  there 
would  not  be  the  demand  for  it. 

3637.  Chairman : You  say  that  you  consider  the  restric- 
tions on  advances  shotild  be  abandoned  as  soon  as  prac- 
ticable. That  raises  two  questions  in  my  mind.  The 
first  one  is  this:  do  you  consider  that  the  conditions  now 

ruling  do  make  such  an  abandonment  practicable? 

would  say  that  we  are  getting  towards  those  conditions, 
because  trade  is  slowing  up. 

3638.  Perhaps  it  would  be  easier  to  answer  if  I put  it 
in  the  form  of  my  second  question:  what  do  you  think 

are  the  conditions  which  would  make  it  practicable? 

The  simple  answer  is  a very  much  stronger  sterling  reserve 
position.  All  this  business  has  been  brought  about  by 
these  recurring  crises. 

3639.  I understood  from  your  paper  that  what  you  had 
more  in  mind  was  that  you  thought  that  the  volume  of 
Government  short-term  borrowing  ought  to  be  reduced 

by  a certain  amount? We  certainly  think  that ; there 

is  far  too  much  short-term  debt  for  the  good  of  the 
economy.  But  I would  say  that  all  these  things  are  so 
much  tied  up  together.  The  fundamental  thing  is  surely 
the  size  of  our  gold  and  dollar  reserves. 

3640.  Professor  Sayers:  Suppose  that  the  gold  and 
dollar  reserves  tended  to  fall,  but  that  the  volume  of 
activity  in  the  export  trades  went  down  quite  seriously, 
for  the  same  sort  of  reasons  as  the  fall  in  the  reserves ; 
would  you  then  consider  that  the  requests  might  be 

removed? ^Provided  the  gold  and  dollar  reserves  were 

adequate  (they  are  not  at  the  present  time,  though  they  are 
slowly  imfroving),  then  I should  think  that  you  could 
do  away  with  them. 

3641.  Chairman:  I thought  your  theme  was  rather 
that  there  was  a mechanism  which  should  be  applied 
through  the  control  of  the  money  supply  to  regulate  the 
banker’s  power  to  create  money  by  advances ; that  .that 
control  had  been  lacking,  in  the  years  that  we  are  particu- 
larly concerned  -with,  because  of  die  great  volume  of  Gov- 
ernment short-term  debt  which  gave  you  an  almost  in- 
fallible method  of  recouping  your  cash  whenever  you 
want^  to ; and  that,  therefore,  you  had  had  to  be 
appealed  to,  rather  than  forced,  not  to  m^e  use  of  that 
position.  I thought  you  .were  saying  here  that  you  thought 
&ose  appeals  ought  to  'be  abandoned  and  what  I will 
call  the  regular  method  of  keeping  you  under  control 
restored ; and  that  that  involved  a considerable  reduction 

in  the  amount  of  floating  debt  in  the  banking  system? 

Yes. 

3642.  Have  you  in  mind  any  kind  of  measure  of  that 

reduction  that  would  make  this  practicable? Mr. 
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Robaris:  This  thing  has  gone  such  a long  way.  There  is 
this  big  volume  of  Treasury  Bills  which  fall  in  every 
week,  and  maturities  which  fall  in  every  year.  Nothing 
can  done  about  the  maturities  falling  in  every  year  ; but 
if  a large  volume  of  Treasury  Bills  was  funded  it  would 
certainly  have  a considerable  effect  on  us. — Mr.  Tuke : It 
would  have  to  be  funding  outside  the  banking  system. 

3643.  Professor  Sayers:  If  there  was  a really  successful 
funding  during  the  next  six  months,  would  you  then  say 
that  even  without  any  appreciable  increase  in  the  gold  and 

dollar  reserves  the  requests  should  be  withdrawn? Mr. 

Tuke:  And  no  Budget  deficit. — Mr,  Robarts:  That  is 
impOTtant  of  course.  A successful  funding  would,  I 
think,  have  a big  effect  on  us.  If  you  go  back  to  the 
autumn  of  1951  that  is  what  was  done.  Of  course  the 
conditions  which  make  a funding  operation  possible 
involve  adequate  reserves  behind  sterling ; that  is  why  you 
cannot  fund  at  the  present  time. — Mr.  Tuke:  'Diere  is 
another  contingency:  we  might  go  into  a recession  and 
have  two  million  unemployed  and  cheap  money.  Then 


the  Government  would  be  on  its  knees  begging  us  to  lend 
money. 

3644.  Professor  Cairncross:  Leaving  these  possibilities 
aside,  would  you  like  to  see  the  existing  arrangements 
continued,  or  have  you  something  else  you  would  like  to 

propose? We  want  to  replace  requests  by  coercion  of 

the  monetary  system. 

3645.  But  that  pre-supposes  (1)  that  there  should  be 
funding ; (2)  that  there  ^ould  be  an  improvement  in  the 
gold  and  dollar  reserves,  and  (3)  the  possibility  that  there 
might  be  some  change  in  the  trend  of  the  economic 
situation  reducing  the  level  of  activity ; supposing  these 
conditions  are  not  fulfilled  (and  certainly  two  of  them 
seem  unlikely  to  be  fulfilled  in  the  short  term)  in  the  next 
few  months  or  years,  what  is  the  proposition  then? — 
Chairman:  Perhaps  we  could  take  this  tomorrow  morn- 
ing ; you  may  like  to  think  it  over  and  put  it  in  order  in 

your  evidence  before  us  then? Mr.  Robarts:  We 

should  like  to  do  that. 


[Adjourned  until  Friday,  24th  January,  1958,  at  10.30  a.m.) 
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3646.  Chairman : Before  we  go  on  with  our  questions, 
Mr.  Robarts,  was  there  anything  you  wished  to  come 

back  to  in  yesterday’s  evidence? Mr.  Robarts:  T 

wonder  whether  I mi^t  make  a short  statement  on  two 
matters.  The  first  one  concerns  finance  companies.  We 
said  yesterday  that  they  are  undoubtedly  doing  business 
which  we  are  precluded  from  doing  by  the  Chancellor’s 
requests,  and  they  are  doing  it  by  paying  higher  rates  fw 
money  on  deposit  which  tiiey  can  lend  at  higher  rates 
than  we  do.  To  that  extent  they  are  cutting  into  our 
business.  _ It  is  arguable  that  the  present  arrangements 
are  unfair  to  us  in  that  they  hamper  us  more  than  they 
hamper  finance  companies.  On  the  other  hand,  I do  not 
want  to  give  the  impression  that  we  want  protectitai  from 
competition.  We  beheve  in  free  competilion ; if  other 
people  can  come  along  and  do  business,  ithey  are  welcome 
to  do  it.  We  do  not  want  to  give  the  impression  that  we 
require  legislation  winch  will  make  us  monopolists  of  aH 
money  transactions,  or  anything  of  that  kin  it 

The  second  point  is  this.  We  had  some  discussion  as  to 
whether  tiie  7 per  cent.  Bank  Rate  discourages  borrowers 
and  is  at  any  rate  partly  responsible  for  the  recent  decline 
in  bank  advances,  and  to  what  extent.  I made  it  clear 
that  at  the  present  time  it  is  impossible  to  disentangle 
the  various  causes  which  are  making  advances  fall ; there 
are  so  many  of  them.  There  is  the  7 per  cent.  Bank  Rate 
but  there  is  also  considerable  uncertainty  as  to  the  future 
of  business  both  in  this  country  and  in  die  United  States, 
falling  commodity  prices  and  so  on.  It  is  beyond  the  wit 
of  man  to  disentangle  those  factors.  On  the  other  hand, 
the  Bank  Rate  was  raised  on  19th  September,  when 
business  uncertainty  was  not  nearly  as  great  as  it  is  now. 
I ifchink  it  is  sustainable  that  at  that  time  7 per  cent,  did 
have  an  effect  on  borrowings.  It  brought  customers  right 
up  against  the  cost  of  money.  I think  there  is  very  little 
doubt  that  for  a month  or  itwo  months  it  really  did  by 
itself  have  an  effect.  But  I would  hesitate  to  say  that  it  is 
the  dominant  cause  of  the  present  fall  in  bank  advances 
as  so  many  other  factors  have  since  appeared. 

I have  discussed  this  with  Mr.  Tuke  and  Mr. 
Ches'terfield,  and  I think  they  would  be  in  accord  with  Aat. 
When  we  were_  discussing  it,  Mr.  Tuke  made  a very  sage 
remark:  be  said  that  one  can  discuss  this  sort  of  thing 
with  the  bank  managers,  but  no  bank  manager  sees  the 
man  who  does  not  come  and  borrow  because  he  thioks 
it  is  going  to  'be  eipensive.  That  is  very  much  to  the 
point ; it  makes  it  impossible  for  us  to  say  to  w^t  extent 
people  who  would  otherwise  try  to  borrow  do  not  borrow. 

3647.  Would  it  be  true  to  say  that  the  effect  of  the 

Bank  Rate  as  a whole  depends  partly  on  impressions?  I 
think  you  stressed  in  your  own  paper  that  it  has  a tradi- 
tional aspect  of  a warning? ^Ves. 

3648.  Perhaps  at  some  stage  we  may  get  a little  more 
&om  you  on  what  exactly  the  warning  means.  I do  not 
expect  you  to  be  dogmatic  for  one  moment ; aU  I want  is 


to  get  (toe  impressions  of  people  who  are  v«y  much  in 
touch  with  this  particular  aspect  of  toe  Bank  Rate  and 
its  effects. — Professor  Cairncross:  I understood  Mr. 
Chesterfield  to  say  yesterday  toat  his  impression,  based  on 
conversations  wito  ‘his  managers,  was  that  there  had  been 
a reaction  to  the  higher  rate  of  interest,  and  that  it  was 
of  a character  that  he  could  identi^  and  segregate  from 

toe  reaction  to  the  business  situation? Mr.  Robarts: 

I would  Uke  Mr.  Chesterfield  to  confirm  this  ; but  I think 
that  would  apply  to  the  first  few  weeks  after  toe  rise  of 
toe  Bank  Rate  brfore  the  business  uncertainty  had  got 
up  steam,  as  it  has  now.— Mr.  Chesterfield:  Yes  ; the  first 
two  months. 

3649.  It  was  not  possible  to  identify  a particular  group 
of  clients  wire  in  your  view,  wctb  being  hit  by  toe  higher 
rate?— — Mr.  Chesterfield : No.— Mr.  Take : I suppose 
one  'might  say,  not  as  a fact,  but  as  a presumption,  that 
toe  class  of  business  man  who  deals  in  the  marginal  field, 
toe  broker  or  toe  mercbanit,  is  more  likely  to  be  affected 
than  the  manufacturer. 

3650.  Chairman:  Because  he  is  most  interest-conscious? 

^No ; because  he  is  doing  a big  turnover  for  a small 

IH^ofit,  and  therefore  a cut  of  a certain  sire  is  much  higher 
proportionately  to  him  than  it  is  to  the  other  man. 

3651.  Professor  Cairncross : Interest  charges  are  a high 

proportion  of  the  cost  of  carrying  stocks? Yes. 

3652.  Are  you  aware  of  any  marked  effect  in  that 

direction  towards  a reduction  in  the  stocks  carried  be- 
came rates  of  interest  have  risen? Mr.  Robarts:  There 

is  a tendency  for  stocks  to  run  down ; but  it  is  again 
so  difficult  to  disentangle  toe  cause  of  that.  There  is  the 
fall  in  ccmrunodity  prices ; in  many  people’s  view  toat 
fall  may  well  continue,  and  it  is  no  fun  holtong  com- 
modities if  toey  are  going  to  fall.  It  is  so  difficult  to 
disentangle  that  fr<Hn  toe  effect  of  interest  rates. 

3653.  Yesterday  you  appeared  to  take  a rather  stronger 
view  about  the  consequences  of  raising  rates  up  to  5 per 
cent.:  you  thought  it  was  unlikely  toat  any  change  of 
interest  rates  within  toat  limit  would  have  much  &ect. 
Do  you  still  take  this  view  or  do  you  feel  that  even 

toere  it  is  impossible  to  dogmatise? 1 do  not  think  that 

interest  rates  rising  up  to  5 per  cent,  have  very  much 
effect  on  toe  demand  for  borrowing,  no. 

3654.  Sir  John  Woods:  Even  in  building  toe  psychologi- 
cal effect  to  which  the  Chairman  referred  just  now?— 
That  is  rather  a different  matter.  I think  the  actual  rise 
of  toe  Bank  Rate  does  help  the  psychological  effect,  even 
toou^  it  is  within  the  5 per  cent,  fidd;  but  I do  not 
believe  toat  whether  a man  is  going  to  pay  3,  4 or  5 
per  cent,  is  going  to  have  very  much  effect.  I think  you 
have  to  go  higher  before  toere  is  that  effect 

3655.  A not  very  large  rise  from  a low  level  would 

merely  get  people  prepared  to  do  something ; it  does  not 
make  toem  do  something  of  its  own? .It  U a warning 
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1656.  How  do  you  reconcile  there  being  a psydiologic^ 
effect  but  no  observable  effect  in  what 
our  evidence  we  have  stressed  the  psychological 
it  shows  that,  in  the  view  of  the  au^onties,  the  madune 
is  going  too  fast,  or  that  we  are  losing  reserves,  or  boto. 

3657.  Chairman:  You  say  it  is  a warning ; could  you 
refine  on  that  to  some  extent?  Do  you  t^ik  it  is  a 
warning  that  the  authorities  are  proposing  to  ^ to  reduce 
the  volume  (rf  demand,  which  itseff  is  a warning  of  some- 
thing. whether  their  activities  are  likely  to  be  effective  or 
not ; or  is  it  a warning  that  the  authorities,  who  are  pre- 
sumed to  know  more  than  others,  think  that  the  volume 
of  demand  is  getting  too  high  and  is  going  to  break.  — 
I think  you  can  interpret  it.  as  it  has  been  since  the 
Bank  Rate  started  to  be  used  again  after  the  war,  as  a 
warning  that  the  economy  was  over-stretched,  that  inflation 
was  proceeding  and  should  be  checked. 

3658  But  has  not  everybody  known  that  for  a long 
time?  Take  September  this  year:  before  everybody s 
eyes  was  the  fact  that  the  reserves  were  running  out 
rapidly  : therefore  what  was  it  a warning  of  when  the 
large  jump  was  made?  " A warning  that  inflation  was 
then  going  very  fast  indeed,  that  we  were  losing  reserves 
at  an  intolerable  rate,  and  that  the  whole  economy  had 
to  be  compressed  as  quiddy  as  possible. 

3659.  Mr.  Woodcock : Was  inflation  going  at  an  alarm- 
ing rate  at  that  time? Undoubtedly. 

3660.  Have  you  got  figures? ^It  is  so  difficult  to 

measure  it.  There  was  a general  feeling  everywhere  of 
expansion  and  that,  as  Mr.  Thonieycroft  said  yesterday, 
we  were  trying  to  do  to  much  too  quickly. 


3661.  How  does  inflation  reveal  itself? In  a rising 

price  level 

3662.  Was  our  price  level  ri^g  higher  than  that  of 

the  rest  of  the  world? 1 have  not  got  the  figures,  but  it 

was  certainly  rising. 


3663.  Professor  Cairncross:  Would  you  not  say  that  it 
was  &e  consciousness  of  inflation  that  had  change^  rather 

than  the  situation  itself? ^Yes,  I think  so.  There  were 

aU  sorts  of  indicatiems  this : for  instance,  the  gilt-edged 
market  was  very  weak  and  the  equity  market  very  strong 
at  that  time ; people  were  running  away  from  fixed  income 
securities  to  securities  which  they  thought  would  protect 
them  better  against  inflation. 


5664.  Mr.  Woodcock:  And  the  reserves  were  falling? 
The  reserves  were  falling  very  rapidly. 


3665.  What  did  the  Bank  Rate  do  in  addition  by  creat- 
ing an  awareness  of  the  inflalicmary  situation? ^It 

^owed  the  world  that  we  were  going  to  tackle  the 
inflationary  situatioo  drasdcally.  You  have  seen  the  result 
of  that  in  the  gradual  build  up  of  our  reserves  since. 

3666.  Do  you  think  that  the  Bank  Rate  did  that? 

I do. 


3667.  That  was  not  the  only  thing  that  was  done? 

Ncrt  the  CKiIy  thing,  but  it  was  the  most  immediate  thing ; 
die  quickest-actiDg  thing  that  could  be  done. 


3670.  Chairman:  I would  deduce  from  what  _Mr. 

Robarts  has  b«n  saying  that  its  real  agnificance  is  a 
warning  to  anybody  concerned  that  the  Gov^ment  has 
a policy,  whicih  it  proposes  to  bring  into  effect  by  a numbw 
of  measures  of  which  the  Bank  Rate  is  one ; it  is  really 
a warning  of  future  Government  action  rather  man  any- 
thing else? ^Yes. 

3671.  To  wb<Mn  do  you  think  that  conveys  a sagnificant 

immession ; are  not  many  of  the  indices  that  call  for  it 
already  av^able  to  the  public?  Is  the  significance  out- 
side this  country? Mr.  Robarts:  Undoubtedly. 

3672.  Mr.  Woodcock:  What  significance  has  it  to  out- 
siders? You  say  in  your  paper  that  it  does  not  have  any 
effect  on  the  movement  of  ^ort  term  funds? — —Mr. 
Take:  It  would  draw  money  to  this  country  if  the 
foreigner  had  confidence  that  he  could  get  it  away  again 
at  the  same  rate  in  a year’s  time.  That  is  the  limiting 
factor. 

3673.  That  is  what  puzzles  me  about  the  use  of  the 
Bank  Rate:  if  it  does  not  create  confidence,  what  does  it 

do?  I thought  you  were  luguing  that  it  did? ’I  am 

saying  that  the  effect  O'f  it  on  the  balance  of  payments  is 
limited  by  the  fact  that  the  foreigner  thinks  twice  on  the 
question  of  safety,  rather  .thMi  on  the  interest  he  is  going 
to  earn. 

3674.  I would  like  to  know  what  you  think  about  the 
use  of  the  Bank  Rate  and  its  value.  I have  assumed  from 
what  you  have  said  that  the  increase  in  interest  rates  does 
not  attract  money,  because  there  is  this  further  factor 
of  oonfidwice,  and  that  people  are  not  going  to  sraid 
their  short  term  money  over  here  simply  because  the 
rate  of  interest  has  risen  with  the  rise  in  the  Bank  Rate? 
— —Confidence  is  the  salient  thing.  In  theory  a rise  in 
Bank  Rate  does  two  things : it  attracts  people  who  have 
got  money  .to  put  it  here,  and  discourages  people  from 
borrowing  here. 

3675.  Does  it  .in  fact  attract  mcmey  here? ^No,  but 

in  present  conditiems  it  discourages  borrowing  farae  by 
the  foreigner.  It  makes  it  more  expensive  to  borrow  here 
and  therefore  relatively  less  expensive  in  some  other 
centres. 

3676.  Professor  Cairncross:  That  has  a short  term 
effect,  if  it  takes  place  and  takes  place  on  some  consider- 
able a:ale ; but,  looking  at  the  longer  term  effect,  if 
nothing  el^  happened  to  the  domestic  situation,  do  you 
beJieve  that  that  would  really  restore  confidence  in  sterling 

on  a parmanent  footing? ^Not  if  tiie  Government  goes 

on  over-spending.  I think  if  the  Government  had  been 
able  to  spend  less  money  over  the  last  five  years  there 
would  have  been  no  need  to  put  the  Bank  Rate  up  to  7, 
or  even  5,  per  cent. 

3677.  Purely  on  the  short  term  effect,  you  are  think- 
ing, I take  it,  primarily  of  a rise  in,  rather  'than  the  hei^t 
of,  the  Bank  Rate  as  exercising  an  effect  on  confidence? 
You  do  not  suppose  that  7 per  cent,  improves  the  confi- 
dence of  the  foredgner  in  sterling ; it  is  the  rise  from 

5 to  7 per  CMit.  which  does  it? ^You  iha-t,  if  it 

bod  .been  4 and  rose  to  6 per  cent,  it  would  have  had  the 
same  effect?: 


3668.  Do  you  think  that  that  by  itself  would  be  adequate 
as  a warning,  or  as  powerful  a warning  as  you  sug- 
gested?  1 think  that  all  Bank  Rate  changes  have  to  be 

accompanied  by  various  other  things.  For  instance,  a 
retrenchment  in  Government  expenditure  is  very 
important ; perhaps  more  important  than  anything. 


3669.  Does  not  that  considerably  modify  your  state- 
ment about  the  consequences  of  the  Bank  Rate,  if  it  has 

to  be  accompanied  by  these  other  things? 

Robarts:  I do  not  think  so,  because  retrenchment  of 
Government  expenditure  takes  a long  time  to  take 
effect,  whereas  the  Bank  Rate  acts  as  an  instant  indication 
to  the  world  that  we  have  really  taken  our  position 
seriously,  and  are  going  to  try  and  put  it  in  order.— Mr 
Tuke:  May  I take  this  question  of  the  warning  a little 
further  and  ask  you,  if  I may,  a warning  to  whom7  Do 
you  mean  to  people  like  us,  who  are  supposed  at  any 
rale  to  understand  these  things,  or  to  the  man  in  the  street 
and  tlM  business  men  up  and  down  the  country?  I do 
bMD  saying  really  communicates 
^^_to  the  mind  of  the  business  men  in  Manchester  or 
It  is  only  a very  limited  number  of  people 


3678.  Yes;  or  indeed  that  7 per  cent,  is  not  very 
encouraging  if  one  is  looking  at  the  matter  dispassionately. 
You  are  saying  that  a strong  currency  does  not  usisaUy 

have  very  high  rates  of  interest? Mr.  Robarts:  No. 

Let  us  turn  back  to  September : die  reserves  were  falling 
very  fast  indeed,  and  the  impression  was  gaaning  ground 
abroad  .that  we  w»e  going  to  devalue.  At  the  same  time, 
by_  rather  bad  luck,  Germany’s  position  was  improving 
daily,  and  all  the  floating  money  in  the  world,  of  which 
there  is  a great  deal,  was  going  there,  and  of  course, 
across  the  Atlantic  also.  If  nothing  had  been  done  I 
have  no  doubt  that  we  ^lould  have  gone  on  losing  our 
reserves  with  very  serious  consequences.  TTie  Bank  Rate 
put  up  to  7 pffi"  cent.,  and  that  showed  everybody 
that  we  were  determined  not  to  devalue  but  to  take  the 
necessary  steps  to  prevent  that  happening.  That  I tliinV 
is  the  justification  for  the  move.  ’ 


3679.  Your  point  is  that  there  was  no  other  weapon  io 
those  circumstances  which  could  have  been  so  effective 
as  a rase  in  the  Bank  Rate.— Lord  Harcourt:  Or  effective 
^ The  measures  in  September 

would  have  had  effect  Without  the  rise  in  -the  bank  rate 
but  that  would  have  effect  more  quickly.— Mr.  Robarts: 
More  quickly  is  really  the  point. 
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3680.  Professor  Caimcross:  The  view  is  that  other 
action  taken  by  the  Government,  if  taken  in  time  and 
taken  so  as  to  strengthen  the  central  reserves,  might  have 

made  unnecessary  the  rise  in  the  Bank  Rate? Mr. 

Robarts:  Yes. — Mr.  Chesterfield:  That  action  would  have 
had  to  be  taken  a long  time  before  19th  September. 

3681.  Much  earlier.  Suppose  that  we  take  a different 
type  of  situation,  one  that  we  might  be  faced  with  even 
in  the  course  of  this  year,  in  which  activity  is  slowing 
down  and  it  is  necessary  to  deal  with  an  adverse  balance 
of  payments,  but  in  conditions  of  unemployment ; do  you 
think  that  a movement  in  the  Bank  Rate  up  or  dovm 

would  be  sufficient  to  put  things  right? Mr.  Robarts : 

Not  by  itself,  no.  It  would  have  to  be  one  of  a series 
of  measures,  but  it  should  be  one. 

3682.  Which  way  would  you  move  it  in  those  circum- 
stances?  Down. 

3683.  Even  though  there  was  an  adverse  balance  of 

payments? That  is  a difficult  question  to  answer.  I 

would  myself  still  advocate  a downward  move,  but  I do 
not  want  to  be  dogmatic  about  that.  You  must  remember 
the  Bank  Rate  is  not  the  concern  of  joint  stock  banks, 
but  of  the  Bank  of  England  and  the  Treasury. 

3684.  But  you  would  expect  it  to  have  some  effect? 

Mr.  Robarts:  Yes. — Mr.  Tuke:  The  difficulty  is  that  we 
have  not  enough  reserves  of  foreign  currencies.  If  we 
had  really  handsome  reserves  we  would  not  mind  putting 
the  Bank  Rate  down  even  though  the  balance  of  payments 
was  against  us. 

3685.  In  the  absence  of  these  reserves  we  may  have  to 

think  of  other  measures? ^That  becomes  a very  difficult 

problem. 

3686.  Mr.  Jones:  But  we  can  have  falling  reserves  and 

a substantial  strength  on  the  balance  of  payments? 

Mr.  Tuke:  Because  of  speculation. — Mr.  Robarts: 

Because  of  capital  movements. — Mr.  Tuke : Or  perhaps 
because  of  over-investment. 

3687.  Chairman : There  can  undoubtedly  be  movements 
without  speculation?^^— There  can  be  investment  in 
Central  Africa  or  something  like  that,  which  we  like  to 
do,  and  which  those  countries  expect  us  to  do  for  them  ; 
or  there  may  be  speculation,  In  September,  as  I am 
sure  you  are  aware,  in  fact  the  balance  of  payments  was 
running  in  our  favour,  but  it  was  against  the  tide  of 
speculation. 

3688.  On  this  Bank  Rate  question,  do  I express  your 

point  of  view,  if  I put  it  this  way:  if  the  action  in 
September  had  merely  consisted  of  raising  the  existing 
Bank  Rate  from  5 to  7 per  cent,  that  would  not  have 
had  any  worthwhile  effect  in  inducing  money  to  come  here 
because  of  the  interest  differential? ^Agreed. 

3689.  Nor  would  it  successfully  have  deterred  borrowing 
from  here  because,  assuming  that  the  transaction  was 
covered  forward,  a profit  might  still  have  been  anticipated 

from  the  expected  deterioration  in  sterling? Mr. 

Robarts:  The  borrowing  for  genuine  trade  only  would 
have  been  deterred  ; but  speculation  against  the  pound 
which  took  the  form  of  borrowing  with  the  intention  of 
repaying  it  later  in  depreciated  sterling  would  have 
gone  on. 

3690.  Therefore  in  your  view  a rise  in  the  Bank  Rate 
under  modern  conditions,  where  a currency  is  under 
suspicion,  cannot  have  any  really  remedial  effect  of  itself, 
but  it  can  be  regarded  at  any  rate  outside  as  being  a 
sign  of  other  action  by  the  authorities  which  may  have 

an  improving  effect  on  confidence? Mr.  Tuke: 

“ Cannot  have  any  ” might  be  an  over-statement ; but  that 
is  nearly  so. — Mr.  Robarts:  I think  that  is  just  right. 
“ Of  itself  ”,  of  course,  is  the  point. 

3691.  Professor  Caimcross:  In  the  first  part  of  your 
statement,  Mr.  Robarts,  you  were  discussing  the  place  of 
the  finance  houses  and  industrial  bankers  in  competition 
with  the  commercial  banks.  Is  it  the  position  that 
normally  the  commercial  banks  make  advances  at  rates 
of  interest  showing  a fairly  narrow  spread  between  the' 

lowest  and  highest  rate  quoted  to  customers? Yes,  it 

is  a fairly  narrow  spread.  The  normal  rate  to  the  run  of 
customers  is  1 per  cent,  over  Bank  Rate  with  minimum 
of  5 per  cent.  Where  there  is  virtually  no  element  of 
risk  the  rate  would  be  i per  cent,  over  Bank  Rate ; and 
to  the  concerns  having  Treasury  guarantee  we  lend  at 
Bank  Rate  with  a minimum  of  3 per  cent. 


3692.  That  is  a spread  of  I per  cent.? Mr. 

Chesterfield:  That  is  a spread  of  1 per  cent,  at  the 
moment ; but  that  is  a minimum  spread.  When  Bank 
Rate  is  at  3 per  cent,  or  below  the  spread  is  2 per  cent. 

3693.  One  effect  of  the  rise  in  the  Bank  Rate  has  been 

to  narrow  the  rates  charged? ^That  is  so. 

3694.  On  one  prindple  should  you  not  all  have  a bigger 

spread  in  these  conditions? Mr.  Chesterfield:  I should 

like  to. — Mr.  Robarts:  Yes,  indeed. 

3695.  Does  not  this  structure  of  rates  imply  that  you 

take  a view  of  the  credit  worthiness  of  projects  put  to 
you  and  decide  whether  to  lend  or  not,  and  then  look  at 
the  appropriate  rate? ^Yes. 

3696.  You  do  not,  as  some  lenders  might,  offer  one  man 
a loan  on  more  speculative  terms  at  a high  rate  of  interest, 
and  another  man  a more  gilt-edged  loan  at  a much  lower 
rate  of  interest,  as  would  happen  in  the  long  term  market? 
^The  spread  is  not  as  big,  certainly. 

3697.  Following  that  line  of  thought,  would  it  be  true 
that  some  of  the  industrial  bankers  might  be  catering 
for  demands  that  you  did  not  regard  as  credit-worthy, 
but  which  would  be  reasonable  bank  risks  at  much  higher 
rates  of  interest  than  you  would  normally  charge?  Would 
it  then  be  possible  that  some  of  these  institutions  would 
find  a place  in  the  British  financial  world  even  after  the 

credit  squeeze  was  over? Mr.  Robarts:  To  answer  the 

last  part  of  your  question  first,  I think  they  would  cer- 
tainly find  a permanent  place  in  the  financial  system. — 
Mr.  Tuke:  They  were  there  before  the  squeeze  started. 
— Mr.  Robarts:  As  to  whether  they  really  take  a view  on 
the  credit  standing  of  different  people  and  charge  them 
different  rates  of  interest,  I really  do  not  know,  because 
I have  never  seen  inside  such  an  institution. 

3698.  Would  you  say  that  there  are  some  clients  to 
whom  you  refuse  credit,  but  to  whom  you  might  be  willmg 
to  _ give  credit  if  you  were  charging  them,  let  us  say, 

twice  ffie  rate  of  interest  which  you  normally  charge? 

That  is  not  the  way  we  ccmduct  our  affairs.  A man 
is  either  credit-worthy  or  not  credit-worthy;  if  he  is 
credit-worthy  he  gets  his  accommodation  (subject,  of 
course,  to  the  squeeze)  on  the  terms  I have  stated. 

3699.  But  I gathered  yesterday  that  oue  banker  may 
decide  that  a man  is  not  credit-worthy,  and  his  neighbour 
next  door  may  decide  not  only  that  he  is  credit-worthy, 
but  that  he  should  take  precedence  over  other  clients  at 
that  bank.  Is  credit-worthiness  such  a chancy  thing  that 
one  banker  will  say  “ yes  ” and  another  banker  will  not 
only  say  no  ”,  but  " no  ” very  emphatically  to  the  same 

request? Mr.  Robarts:  I think  so.  When  there  was 

free  competition  in  the  lending  field  that  was  very  fre- 
quently done.  It  is  very  much  a matter  for  judgment  as 
to  what  is  credit-worthy.  Anybody  can  say  that  big 
industrial  companies,  or  a man  who  has  a freehold  bouse 
worth  twice  what  he  is  going  to  borrow,  are  credit- 
worthy. but  there  are  a great  many  marginal  types  of 
borrowmg, — Mr.  Tuke : It  is  a question  of  amount  com- 
pared to  the  borrower’s  resources. 

3700.  Ycm  do  not  hedge  your  judgment  by  charging 

a rate  of  interest  that  may  reflect  your  hesitations? 

Mr.  Robarts : Only  within  Qie  limitations  I have  said  and 
they  are  pretty  clearly  defined. 

3701.  Chairman:  I am  afraid  I do  not  know  how  far 
you  expect  to  have  complet^y  satisfactory  security  for 

advances  of  this  kind? Mr.  Tuke:  Our  best  advances 

are  unsecured.  They  depend  on  general  credit-worthiness. 
If  -VTO  need  security  that  in  itself  implies  a slight  element  of 


3702.  The  floating  charge  is  a sign  of  getting  towards 

the  margin? Yes. 

3703.  Professor  Caimcross:  Have  you  any  idea  what 

proportion  of  your  advances  are  secured? Mr. 

Robarts:  I do  not  know. 

3704.  Do  you  think  it  is  a rising  proportion  or  a 

falling  proportion  over  the  last  ten  years? Mr. 

Robarts:  I would  say  a rising  proportion.— Mr.  Tuke: 
When  we  make  a bad  debt,  as  we  do  sometimes,  it  is 
nearly  always  on  an  account  which  we  thought  was 
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3705.  Chairman : Now  may  we  return  to  the  point  we 
had  reached  last  night?  You  were  putting  before  us 
your  view  that  the  system  of  limiting  advances  by  volun- 
tary requests  had  gone  on  too  long  and  ought  to  be 
removed  as  soon  as  practicable.  I raised  the  question  of 
the  conditions  you  envisaged  as  making  it  practicable  to 
remove  it,  and  you  referred  to  the  overall  difficulty  of 
the  narrowness  of  our  overseas  reserves.  Your  paper  itself 
was  directed  more  particularly  to  the  very  large  amount 
of  Government  floating  debt  in  the  banking  system,  which 
puts  the  banks  in  the  position  of  being  able  to  renew 
their  liquidity  when  ffiey  want  to.  I was  trying  to  get 
from  you  your  views  as  to  what  alterations  in  conditions 
coidd  be  envisaged  which  could  put  you  under  coercion 
in  regard  to  the  amount  of  finance  you  supply,  rather  than 
leaving  you  subject  to  constant  appeal.  Can  you  take  us 
any  further  on  that,  because  it  leads  to  the  question  of 

possible  alternative  techniques  in  control? Mr. 

Robarts:  One  must  go  to  the  central  point  first  of  all: 
the  sound  conduct  of  Government  finance.  If  we  could 
be  assured  that  the  Government  revenue  and  expenditure 
accounts  both  above  and  below  the  line  would  be  at  very 
least  in  balance  and  preferably  show  a surplus,  then  ^ 
these  other  conditions  would  come  about.  Since  1952- 
53  we  have  had  cumulative  deficits  on  the  revmue  and 
expenditure  account  amounting  to  £1,273  million, 
those  deficts  have  had  to  be  financed  by  increasing  ffie 
Government  debt ; there  is  no  other  way  in  which  they 
can  be  met.  If  our  finances  had  been  differently  nm,  and 
had  year  by  year  shown  an  overall  surplus,  including  both 
above  and  below  the  line,  and  the  nationalised  mdustries 
had  been  properly  financed  by  long  term  borrowing  out- 
side the  banking  system,  then  our  position  would  be 
very  different.  The  floating  debt  would  be  much  smaller ; 
confidence  in  sterling  would  have  been  very  much  greater 
over  the  years ; in  my  submission,  our  reserve  positioo 
would  be  very  much  better ; and  the  need  for  all  these 
expedients  like  artificial  compression  of  credit  would  have 
disappeared,  or  never  have  arisen. 

3706  You  would  not  modify  your  view  on  the  increase 
in  the  national  debt  when  so  much  expenditure  has  been 
made  on  long  term  investment?  Is  it  not  more  a ques- 
tion of  the  nature  of  the  public  debt  incurred?— I see 
the  value  of  that  suggestion ; but  unfortunately,  takmgit 
in  financial  terms,  it  does  not  matter  very  much.  The 
money  is  spent,  and  unless  that  expenditure  os  covered  by 
the  receipt  of  revenue  or  savings  or  both,  the  effwt  will 
he  inflationary.  You  can  make  a better  case  for  building 
power  stations  than  you  can  for  spentog  the  money  on 
non-productive  things,  but  the  financial  effect  is  much 
the  same  in  the  year. 

3707.  Lord  Harcourt:  If  that  proportion  of  the  helow- 
the-Iine  deficit  which  represented  an  accretion  of  genuine 
financial  assets  had  been  whoUy  or  partly  financed  by 
long  term  debt,  would  you  think  that  that  was  saUsfac- 

tojy7 Thuf  would  at  any  rate  be  a great  deal  better 

and,  of  course,  could  have  been  done  if  a better  balance 
in  ffie  national  accounts  had  been  achieved. 

3708.  Professor  Cairncross:  '^y  do  you  distinguish 

here  between  die  practices  of  private  industry  ^d  the 
practices  of  Government.  In  the  case  of  private  industry 
vou  would  expect  to  see  power  stations  financed  by  loans ; 
why  do  you  not  expect  Government  power  stations  to  be 
financed  by  loans?  You  are  not  suggesting  that  you 
would  like  to  see  private  industry  also  financing  all  of 
its  big  investments  out  of  profits  and  out  of  current 
revenue? ^That  would  he  extreme. 

3709.  That  would  seem  to  me  to  be  implied  in  asking 

the  Government  to  do  in  effect  that? ^I  do  not  know 

that  I have  asked  the  Government  to  go  as  far  as  that. 
It  is  a question  of  the  Government  doing  more  or  less 
what  private  industry  does : financing  part  of  its  expendi- 
ture from  retained  profits  and  part  by  raising  fresh  long- 
term capital.  What  the  Government  has  demonstrably 
done  is  to  run  at  a deficit  and  cover  that  deficit  by  short 
term  borrowing. 

3710.  Chairman : Your  complaint  is  really  of  the  volume 

of  short  term  borrowing? Which  has  been  caused  by 

the  expenditures  which  have  led  to  the  inability  of  the 
Government  to  float  a long  term  loan,  because  there  is 
not  sufficient  confidence  in  the  pound  retaining  its  pur- 
chasing power. 

3711.  Professor  Cairncross:  It  is  not  your  feeling  that 
no  addition  to  the  national  debt  would  be  proper  in  peace- 


time?  ^We  used  to  tbink  it  was  a very  desirable  thing 

to  reduce  the  national  debt. 

3712.  That  was  in  a period  when  public  investment  was 

very  low? ^Yes;  I tliink  it  would  be  almost  an  im- 

possibility to  do  that  now,  when  you  have  to  build  capital 
assets  to  cope  with  new  scientific  processes  and  inven- 
tions. 

3713.  Would  it  not  be  true  also  that  in  the  period  you 
are  thinking  of  the  local  authorities  were  incurring  debt 
pretty  freely  for  the  purpose  of  adding  to  their  physical 
assets ; although  the  national  debt  might  have  been  con- 
tracting in  peace-time  other  forms  of  debt  were  rising 

quite  rapidly? Mr.  Robarts:-  Certainly.— Mr.  Tuke: 

Even  thou^  the  Government  covers  this  capital  ex- 
penditure, which  is  desirable  in  itself,  by  long  term  loans 
it  has  to  pay  ffie  interest  on  those  loans.  Some  of  these 
capital  assets,  such  as  the  power  stations  which  Professor 
Cairncross  has  quoted,  earn  their  own  keep  as  the  ex- 
penditure of  private  enterprise  is  expected  to  earn  its  keep ; 
but  others  do  so  only  partially:  for  instance,  housing 
earns  about  half  its  keep,  the  other  half  is  subsidy.  Where 
is  the  money  going  to  come  from?  That  is  all  promot- 
ing a considerable  problem  for  the  future  from  a financial 
point  of  view,  unless  it  is  covered  by  surplus  in  the  Budget. 
Other  Government  expenditure  does  not  begin  to  earn  its 
keep ; it  may  even  require  more  money  to  be  spent  on 
it:  take  schools,  hospitals,  and  things  like  that ; the  bigger 
and  better  they  are  the  more  you  have  to  put  in  every 
year.  You  never  take  anything  out  of  them. 

3714.  Mr.  Jones:  What  would  be  the  position  if  a 
substantial  part  of  these  deficits  had  been  covered  by 

long  term  funded  loans? Mr.  Robarts:  It  certainly 

would  have  been  very  much  better ; I have  referred  to 
the  practical  difficulties  which  have  prevented  that 
happening.  The  Government  cannot  float  long  term  loans 
when  there  is  not  confidence  that  the  purchasing  power 
of  sterling  will  he  held. 

3715.  Is  not  a substantial  part  of  this  deficit  below  the 
line  investment  expenditure  which  is  going  to  add  sub- 
stantially to  the  economic  and  industrial  capacity  of  the 
country?  To  that  extent  it  is  well  worth  while  incurring 

investinent ; are  you  t^ng  that  into  account? Very 

much  so.  But  I maintain  that  a greater  proportion  of  the 
national  expenditure  should  have  been  covered  by  revenue 
and  savings  than  has,  in  fact,  happened. 

3716.  Chairman:  Savings  would  be  adequately  repre- 
sented by  long  term  loans  ff  they  could  have  been  floated? 
Yes. 

3717.  The  difficulty  recently  has  beea  not  the  worth- 
whileness of  the  investment,  hut  that  of  persuading  people 
with  a doubt  about  the  purchasing  power  of  money  to 

invest  in  long  term  fixed  interest  securities? ^Yes.  We 

have  seen  that  very  recently : the  latest  Government  loan 
which  has  just  been  floated  matures  in  1966.  That  is  not 
very  long. 

3718.  Was  that  not  said  to  have  been  issued  mainly  for 

the  benefit  of  the  banking  system? ^We  took  some  of 

it ; I do  not  know  how  mu^. 

3719.  Mr.  Woodcock:  Have  you  any  estimate  of  what 
the  long  term  rate  of  interest  would  have  to  be  to  achieve 

your  objective? ^I  do  not  know ; one  simple  answer 

is  that  2i  per  cent.  Consols,  an  irredeemable  security,  are 
standing  at  under  50. 

3720.  Chairman : But  under  50  in  a market  which,  if  I 

understand  you,  is  still  not  enthusiastic  about  fixed  interest 
investment  over  a long  term? ^No. 

3721.  Professor  Cairncross:  Is  your  solution  to  the 
problem  that  there  should  be  funding  somewhere  « 
another  as  a substitute  for  the  present  system  of  oon- 

.trolling  advances? ^Not  as  a substitute  necessarily.  My 

opinion  is  this  that,  had  the  Government  finances  been 
run  in  ^udi  a way  that  they  showed  a balance  or  prefer- 
ably a surplus  since  the  war  in  each  year,  then  all  these 
artificial  compressions  of  cre^  would  have  been 
•unnecessary. 

3722.  Because  the  credit  system  would  have  been  oon- 

traoted? ^Partly  that ; and  we  should  have  had  all  the 

things  that  go  with  a properly  conducted  econcany: 
reserves  would  have  been  adequate,  the  Government 
would  have  .been  able  also  to  fund  on  a longer  term 
basis,  and  so  on.  In  our  submission  many  of  our  present 
difficulties  would  not  .then  have  arisen. 
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3723.  Looking  now  forwards  rather  than  backwards, 
your  view  would  be  that  the  policies  to  be  pursued  should 
be  of  this  dharaoter ; that  ithe  whole  of  the  expenditure 

below  the  line  shoiild  be  covered  by  revalue? ^By 

revenue  or  savings.  “ The  whole  ” may  be  a counsel  of 
perfection  ; at  any  rate  a very  much  greater  proportion 
than  has  been. 

3724.  Must  not  a substantial  part  of  public  investment 
even  in  the  past  have  been  covered  by  public  revenue? 
The  £1,273  million  which  you  quoted  looks  very  large, 
but  it  is  less  than  is  currently  spent  each  year  on  public 

investment? ^That  is  true.  On  the  other  hand,  related 

to  'bank  deposits  of  £6,000  million,  for  example,  it  is  a 
large  figure. 

3725.  When  you  say  a substantial  proportion  of  invest- 
ment expenditure  should  be  covered  by  revenue,  how 
mudi  are  you  thinkiog?  Are  you  prepared  to  say  100 

per  cent.? Mr.  Juke-.  I think  the  ideal  is  that  in  the 

Budget  oul-tum  (not  estimate)  revenue  should  cover  ex- 
penditure both  .above  and  below  the  line. 

3726.  Mr.  Jones:  Would  that  make  provision  for  new 

investment? covers  file  whole  of  die  investment 

which  the  Government  is  financing. 

3727.  And  the  public  liquidity? ^Yes. 

3728.  Professor  Cairncross:  Supposing  this  were  done, 
how  much  longer  do  you  thing  it  would  be  before  the 
banks  were  .put  'into  a position  where  they  were  obliged 

to  control  their  advances  “under  coercion”? ^Let  us 

make  the  utopian  assumption  that  the  Governmem  has 
no  debt  maturing  in  1958  nor  1959  ; fiiat  takes  us  on 
to  file  2 per  cent.  Exchequer  Stock  1960,  which  is  stand- 
ing at  94  today.  If  the  Government  could  squeeze  us. 
we  fiiould  not  he  very  'keen  .to  sell  stock  at  94  to  finance 
ourselves ; if  the  'Object  was  to  make  us  pull  in  our 
advances,  I fiiink  it  would  have  that  effect.  But  the 
position  is  bedevilled,  from  the  Government’s  point  of 
view,  that  'there  is  a constantly  maturing  debt  every  year. 

3729.  But  do  you  think  you  are  as  near  as  that  to 

having  a lo<dc  at  your  advances  rather  carefully? One 

cannot  envisage  that  happening  at  this  moment,  but  if 
one  makes  all  sorts  of  assumptions  about  ithe  past  we 
could  not  be  sure.  Our  object  in  managing  our  affairs 
is  to  have  securities  maturiog  every  year.  We  have  been, 
up  till  now,  safe  up  to  1965 ; we  have  now  got  the  new 
1966  Stock,  and  the  next  years  after  that  are  all  right, 
so  we  are  sitting  pretty. 

3730.  Taking  a more  realistic  view  of  what  is  likely 
to  happen,  would  you  still  tend  to  rely  on  a Budget  that 
covered  outgoings  iboth  above  and  below  the  line  as  a 
means  of  bringing  things  round  to  the  position  to  which 

you  wash  'to  get? ithink  the  Government  would  then 

have  compflete  oontrol  of  the  situation,  and  if  they  wanted 
to  expand  or  curtail  credit  'they  would  know  how  to  do  it. 

3731.  If  you  assume  that  these  seourMes  are  coming  on 
the  markel  for  redemption,  and  itherefore  that  it  will  be 
some  time  before  you  would  have  to  think  twice  about 
making  additional  advances,  are  you  prepared  to  look 

forward  to  a continuing  freeze  of  bank  advances? ^The 

first  requirement  is  that  the  Government  should  stop 
increasing  the  amount  of  the  floating  debt,  by  having  a 
Budget  surplus.  When  it  has  done  that,  confidence,  I 
should  think,  would  be  restored  both  at  home  and  abroad. 
At  home  there  would  be  a rising  market  in  gilt  edged,  and 
they  be  able  to  do  ithedr  funding  operations  through 
the  market,  not  necessarily  by  new  issues  but  by  letting  out 
the  stuff  that  they  have  in  the  departments  and  taking 
cash  and  liquid  assets  off  ithe  market  'by  that  means.  That 
would  .immediately  give  them  control ; greater  confidence 
overseas  wotiid  lead  the  foredgner  to  have  a better  view  of 
steihng,  and  our  gold  and  dollar  reserves  would  improve. 

3732.  Only  at  the  cost  presumably  of  an  increase  in 

foreign  liabilities? Certainly. 

3733.  Chairman:  You  feel  that  some  very  strong 

measure  is  required  in  the  present  situation  to  restore  con- 
fidence that  may  lead  to  funding.  It  would  be  probably 
too  extreme  that  every  year  one  should  look,  in  the  kind 
of  expanding  economy  in  which  we  live,  for  the  Budget 
to  cover  expenditure  both  above  and  below  the  line ; but 
there  will  be  some  years  where  you  think  that  something 
like  that  is  necessary? In  conditions  of  recession  in 
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trade  one  would  expect  cheaper  money,  and  a Budget 
deficit  would  be  the  means  of  correcting  it,  subject  always 
to  having  suflBcient  gold  and  dollar  reserves  to  stand  that. 

3734.  Mr.  Woodcock:  How  would  you  achieve  this 
balance  of  the  Budget?  Would  you  do  it  by  increasing 

taxation? ^I  should  hate  to  say  “yes  ” to  that.  It  might 

be  necessary  ; rather  than  not  get  the  balance  I would  say 
“ yes  ” ; but  I want  the  Goverrunent  to  reduce  their 
expenditure. 

3735.  Sir  Oliver  Franks:  Suppose  that  the  Government 
balances  its  budget  above  and  below  the  line,  as  you  were 
pre-supposing  for  the  sake  of  argument,  and  suppose  also 
that  the  general  conditions  which  you  have  described  come 
into  force;  that  the  reserves  go  up,  there  is  more  con- 
fidence abroad  in  sterling,  and  so  on ; I thi^  that 
Professor  Cairncross  was  saying  that  there  was  still  this 
difficulty  in  bis  mind.  As  we  stand  at  the  moment  the 
clearing  banks  have  rather  more  than  30  per  cent,  in  liquid 
assets,  rather  more  than  30  per  cent,  in  investments, 
rather  less  than  30  per  cent.  lent.  Most  or  all  of  the 
clearing  banks  have  annual  maturities  coming  in.  It  might 
be  possible  for  the  clearing  banks  as  a whole  to  keep  their 
liquiditv  on  or  above  the  30  per  cent,  mark  and  use  the 
maturities  which  come  in  year  by  year  to  put  tbeir 
advances  up,  so  that  the  time  at  which  the  Government 
would  be  in  a position  of  its  own  decision  either  to  relax 
or  to  restrain  credit  would  be  deferred  by  the  length  of 
the  rope  which  these  successive  maturities  give.  It  would 
appear  that  for  a period  of  years  the  clearing  banks  could 
go  on  increasing  their  advances  at  the  expense  of  their 
investments  without  loss  to  themselves  because  investments 
mature  period  by  period.  I think  that  Professor  Cairncross 
was  asking  whether  this  argument  was  right  and,  if  so, 
what  answers  should  be  given  on  the  question  of  these 

artificial  restrictions  of  credit  in  force? ^Does  not  the 

answer  depend  on  the  success  of  funding  operations?  If 
they  are  really  substantial  they  will  take  a lot  of  our 
cash  away  from  us,  which  we  shall  have  to  replenish  some- 
how, and  these  annual  maturities  of  £20  million  or  so 
will  not  be  sufficient  for  the  purpose. 

3736.  Professor  Cairncross:  Can  one  visualise  funding 
operations  on  the  scale  that  this  would  require  in  any 

conceivable  period  of  years? Leaving  aside  Budget 

stirpluses,  small  savings  and  that  sort  of  thing,  there  is  an 
immense  amount  of  saving  in  the  private  sector:  insurance 
payments,  pension  fund  payments  and  so  forth.  I think 
I have  seen  a figure  for  &at  of  £1,500  million  in  the  past 
year.  If  a substantial  part  of  the  owners  of  that  £1,500 
million  in  one  year  thought  that  Government  securities 
were  a good  thing  to  buy  this  funding  could  go  pretty  far. 

3737.  Do  you  think  that  Government  securities  are 
going  to  look  like  bargains  in  a reasonable  lime?  From 

what  has  been  said  do  you  think  this  will  occur? Mr. 

Juke If  only  people  had  confidence,  they  are  very  cheap 
today. — Mr.  Roharts:  That  is  demonstrated  by  the  fact 
that  they  have  risen  since  the  September  crisis.  As  con- 
fidence has  improved,  they  have  gone  up.  There  is  one 
point  that  I should  like  to  make  on  this.  If  the  Govern- 
ment could  fund  a lot  of  the  existing  Treasury  Bills  into 
long  term  indebtedness,  that  would  immediatdy  have  an 
effect  on  us.  The  fact  that  there  is  a maturity  every 
year  for  ten  years  to  some  extent  weakens  that,  but  the 
maturities  are  not  all  that  big ; most  of  them  are  round 
about  £500  or  £600  millions,  and  they  are  not  all  held  by 
the  banks  by  any  means.  If  a big  Treasury  Bill  fimding 
operation  could  be  done,  the  Government  would  have  gone 
quite  a long  way  down  the  path  to  their  objective.  I do 
not  know  whether  my  colleagues  would  agree  or  disagree 
because  it  is  very  much  a question  of  opinion. — Mr.  Tuke : 
It  would  not  meet  the  case  for  the  banks  to  exchange 
their  Treasury  Bills  for  some  longer,  but  not  really  long, 
loan.  It  must  be  a genuine  long-term  funding  outside  the 
banks.  But  investors  are  rather  like  sheep:  they  rush 
from  one  side  to  the  other ; if  they  once  got  in  the  mood 
for  buying  Government  securities  they  would  buy  a lot  in 
a short  time. 

3738.  It  is  a very  long  time  since  the  commercial  banks 
have  'been  in  a position  ‘Where  they  bad  to  restrict  their 
advances  on  the  grounds  of  liquidity,  and  it  may  be  diffi- 
cult to  visualise  how  the  system  functioned  then,  and 
whether  it  was  quite  as  safiifactory  as  we  now  think  it 
must  have  been.  . You  have  at  present  a convention 
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governing  the  relationship  of  your  liquid  a^ete  to  ^ 
posits ; the  convention  is  that  that  ratio  should  be  30  per 
cent  1 Mr.  Robarts:  Yes,  about  that. 


3739  Is  this  a firm  convention,  or  is  this  simply  some- 
thing &at  has  come  to  he  accepted  bfa^e  the  Bank  ^ 

England  favours  it? ^It  has  gradually  developed  , I do 

not  think  diat  there  is  anything  pcrosanct  alwut  it.  We 
have  to  aim  at  a percentage,  and  we  aim  at  that. 

3740.  Suppose  you  were  under  pressure  hom  your 
customers  to  grant  additional 

of  advances  would  involve  your  going  below  30  per  cent. 
If  there  were  no  understanding  with  the  Bank  of  En^and, 
would  you  say  simply  to 

to  reduce  your  liquid  assets? ^We  should  sell  invest 

ments. 

3741.  Let  us  assume  that  investments  woidd  not  be  sj^d 
because  the  investment  market  might  ’be  in  a co°.ition 
in  which  you  would  not  want  to  sf  ?— ^r.  ^^bar^. 
Yes  you  4n  get  those  conditions ; dien  I think  we  womd 
feel’ that  with  a reaUy  justifiable  advance  wl^  wo^d 
stand  any  test,  we  could  go  below  30  per  cent.  Mr. 
Especially  in  March.— Mr.  i^oiiarfs:  Certainly;  liquidity 
SS^up  in  thV  Autumn  and  falls  in  early  Spring;  one 
has  to  make  aUowances  for  that. 

3742  Would  you  state  a figure,  for  the  degree  to  which 
you  would  be  prepared  to  go  below?— 7-I 
not  want  to  go  very  much  below ; ha.vmg  been  brought 
up  to  this  sort  of  idea  I may  be  prejudiced  towar^  it 
■v4en  I got  to  towards  25  per  cent.  I shouldwam  to  do 
something.  Would  you  say  that  was  fair,  Mr.  Cbester- 

geld? Mr.  Chesterfield:  Yes,  I would,  mdeed. 

3743.  Would  you  have  ideal  conditions  you  wat^ 
to  observe  in  regard  to  investments?- — Mr.  Robarts:  The 
investment  percentage  is  of  secondary  _ consideration  to 
our  advance  percentage.  Our  real  business  is  adv^^. 
and  we  really  invest  the  money  that  we  cannot  or  do  not 
want  to  lend. 


be  prepared  to  go  below  30  per  cent.,  possibly  as  l<jw  as  25 

pcr^ceS.? Mr.  Robarts'.  25  per  cent,  would  be  quite 

Exceptional ; I quoted  it  as  the  lowest  agure.-Mr.  Me. 
We  could  not  possibly  anew  ourselves  to  be  25  per  cent 
on  1st  January.— Mr.  Robarts'.  It  would  ody  be  a ve^ 
temporary  thing.  We  do  temporardy  go  below  30  pet 
cent  now  ; but  only  for  a short  time. 


3749  Would  you  agree  that  it  would  be  a necessary 
part  of  the  system  that  you  have 

be  a strong  convention  about  the  hquidity  ratio  , one  you 
oe  i su  5 .. -j.  u,,  „,vo.fi,pr  it  wa-s  statutory  or 


he  a strong  convenuuu  duum  tuv  iiujv.-— —j  - .... 

were  expected  to  abide  by,  whether  it  was  statutory  ot 
Sy  L understanding? ^The  30  per  cent  is  so  weU 


mamlv  an  undersianuing  r luc  jv  pwi 

understood  in  banking  that  we  always  try  and  keep  around 
^t.  As  a matter  of  fact  we  are  somewhat  more  liquid 
now  than  usual. 


3750  Mr  Woodcock'.  You  say  that  you  have  not  been 
mder  piessuie  since  19313-^ur  advance  ratio  not ; 
the  world  has  just  not  worked  that  way.  UP  to  the  war 
business  in  this  country  was  at  a lower  level  than  it  was 
in  the  late  ’twenties. 


3751  You  made  a statement  that  you  believe  in  free 
competition  ; I think  it  is  fair  to  see  how  far  free  competi- 
?h,n  will  take  yon  if  you  take  Professor  Cairncrass 
assumptions.  Given  those  conditions,  what  do  you  think 
Sd  happen  to  the  present  ratios?  Are  you  conymeed 
that  they  are  for  aU  time,  that  they  are  so  mplicit  m Oie 
system  of  banking  that  you  support  and  believe  m that 
they  would  remain  whatever  the  external  pressures?— 
Our  first  duty  is  to  be  able  to  repay  our  deposits,  so  that 
people  may  have  their  money  whenever  they  want  it. 
In  order  to  do  that  we  have  to  keep  a section  of  our 
Ssets  in  liquid  form.  I think  we  should  always  tty  and 
keep  it  around  30  per  cent.,  but  I would  not  say  that  30 
should  be  regarded  as  an  absolutely  sacrosanct  figure. 
We  must  have  a little  elasticity, 


3744  But  there  would  be  a broad  limit  to  the  propor- 
tiou  you  would  want  to  lend  on  advances  ?-Gh^m. 

I iliink  you  have  said  that  they  could  rise  to  50 . 

Robarts:  50  to  55  per  ceat.  In  my 

I cau  remember  my  seniors  being  ^sturbed  wi^n  tbeir 
advances  got  towards  50  per  cent.— Mr.  Ti^e . We  have 
to  have  some  investments.  There  are  three  hues  ^ 
defence-  cash  is  the  first  line,  other  liquid  assets  the 
second  and  the  third  is  the  reinforcement  of  our  cash 
which  ’we  hope  we  achieve  automatically  by  these  yeariy 
maturities  would  not  want  to  lend  the  whole  of  the 
70  per  cent,  of  non-liquid 

so!^  investments.  I was  brought  up  to  the  theory  that 
ideally  advances  swing  between  45  and  50  per  cent,  and 
investments  between  25  and  20  per  cent. 


3752.  What  degree  of  elasticity?  Is  the  25  per  cent,  very 

10^7 ^That  would  be  an  extremely  low  level  If  it 

sot  to  that  level  we  should  immediately  do  sometmng  to 
bring  it  up  again ; it  would  only  be  there  for  a day  or 
two. 


3753.  Professor  Coirncroji : If  you  were  under  pressure 
&om  your  clients  to  lend  more  to  them  and  your  liqui- 
dity ratio  was  falling  below  30  per  cent.,  you  would  be 
inhibited  from  lending  because,  if_  the  ratio  fell  below 
30  per  cent,  the  monetary  authorities  would  put  it  to 
you  that  you  were  falling  below  the  recognised  ratio?-;-; 

If  you  are  assuming  in  this  that  we  cannot  sell  secmities, 
then  I iink  we  should  have  to  curtail  our  lendings. 


3745.  Mr.  Woodcock:  You  were  brought  up  wi^  that 
theory;  do  you  have  to  accept  it  just  as  it  is?  Do 
YOU  as  bankers,  look  at  these  conventioiB?  Are  they 

IndEr  constant  review? They  are  not  practical  Iittcs 

today  • if  there  were  no  injunctions  from  the  Treasury  J. 
do  not  ttiiiiv  we  could  lend  45  per  cent,  today. 

3746  Chairman:  How  long  ago  is  it  since  you  were 
reaUy  up  against  this  as  a practical  proposiUon?--Mr. 
Robarts : Not  since  we  left  the  gold  standard.— Mr.  Take 
Since  then  there  was  for  a very  long  period  the  pokey 
of  cheap  and  plentiful  money. 

3747  Professor  Cairncross:  Your  advances  have  been 
limited'  since  the  war  not  by  these  conventions,  and  not 
by  the  demand  for  advances,  ^much  as  by  (^ver^ent 

d^ctives? Mr.  Robarts:  That  is  true.—Mr.  Tuke. 

Even  without  Government  directivw  &ey  would  not  rea^ 
45  per  cent,  today,  but  they  would  be  higher  than  they 
are. 


3754.  You  would  abide  by  the  conventional  ratio? 

Mr.  Robarts:  We  might  be  a little  elastic,  as  I say, 

but  by  and  large,  it  would  have  a restricting  effect  upon 
us  ’ Would  you  agree,  Mr.  Tuke? — Mr.  Tuke:  Certainly. 
The  Committee  should  know  that,  even  in  conditions  of 
complete  freedom  from  official  requests  and  that  sort  of 
thing  we  are  in  fairly  constant  touch  with  the  Bank  of 
England,  and  we  listen  with  great  care  to  what  the 
Governor  says  to  us  at  any  time.  He  might  give  us  a 
hint  and  we  should  not  be  likely  to  ignore  it.  We  might 
even  be  asked  to  be  especially  liquid. 


3755.  Sir  Oliver  Franks:  I think  this  is  partly  a matter 
of  definition  of  terms ; and  there  may  be  something  of 
history  in  it.  I imagine  that,  if  one  goes  back  to  the  era 
of  private  banking,  a small  private  bank  had  a more 
absolute  necessity  to  be  30  per  cent,  liquid  than  one  of 
the  joint  stock  banks  now ; there  is  rather  moire  freedom 
for  manoeuvre  with  these  very  large  companies  than 
could  possibly  have  existed  with  the  small  ones? ^Yes. 


3748  I am  trying  to  see  how  the  Government  could 
operate  on  the  banking  system  if  they  wanted  to  see 
advances  restricted  below  the  level  they  have  reai^ed. 
At  present  they  operate  through  the  imposition  of  a ceilmg. 
You  are  putting  to  us  that  there  might  be  some  alternative 
arrangement,  under  which  you  were  regulated  by  your 
liquidity  ratio  and,  presumably,  also  by  the  ratio  you  wish 
to  preserve  between  investments  and  advances.  If  we  were 
trying  to  get  back  to  that  kind  of  situation,  as  you  have 
put  it  to  us,  the  Government  oould  not  necessarily  count 
on  30  per  cent,  as  a firm  basis  of  operation,  since  it  you 
were  being  guided  only  by  your  own  situation  you  would 
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3756.  From  that  point  of  view  the  30  per  cent,  liquidity 
ratio  becomes  to  some  extent  a convention  rather  tiian  a 
necessity  and  therefore,  looking  at  it  simply  from  the 
banker’s  point  of  view,  some  variation  above  and  below 
it  is  possible  with  safety  in  the  present  banking  system. 
But  if  one  is  looldng  for  a means  of  the  Government  being 
able  to  restrict  credit,  if  it  wishes  to,  without  having  to 
resort  to  the  existing  “ artificial  ” measures,  then  I think 
a further  question  arises:  whether  from  that  point  of 
view  you  have  to  have  certain  rules  of  the  game  within 
which  the  banks  operate,  and  whether  then  there  is  a 
case  for  the  30  per  cent,  ratio  taking  on  a stricter  aspect 
than  it  would  if  it  were  simply  being  regarded  from  the 
point  of  view  of  prudent  banking  in  terms  of  the  modern 
joint  stock  banks.  If  a large  variation  below  the  30  pet 


MINUTES  OP  EVIDENCE 


281 


24  January,  1958]  Mr.  D.  J.  Robarts,  Mr.  A.  W.  Tuke  aad  Mr.  A.  D.  Chestbrueld  [Continued. 


cent,  was  compadble  with  banking  practice,  and  if  the 
Government  was  trying  to  restrict  credit  by  classical  means, 
the  existence  of  a large  margin  could  mean  that  quite  a 
lot  of  time  would  elapse  before  its  policy  paid ; it  might 
be  unable  to  restrain  advances  as  quickly  as  it  wished. 

I think  that  these  are  the  thoughts  in  Professor  Caimcross’s 
mind  when  he  is  trying  to  distinguish  between  the  elements 
of  necessity  and  convention  in  the  30  per  cent,  ratio  as 

we  observe  it  today? Mr.  Tuke:  There  is  certainly  a 

great  element  of  convention.  The  difficulty  about  having 
any  firm  arrangement,  either  by  law  or  by  custom,  about 
the  30  per  cent.,  is  that  you  would  have  always  to  have 
over  30  per  cent,  of  liquidity ; you  could  never  do  other- 
wise. It  is  much  better  to  have  a general  understanding 
such  as  we  have  today  ; and  it  is,  in  fact,  observed. 

3757.  Professor  Cairncross:  Do  you  receive  communi- 
catioins  from  die  Government  from  time  to  time,  saying 
that  they  do  not  iiHink  30  per  cent,  enough  in_  present 
circumstances,  hut  that  it  should  be  a higher  ratio,  since 
in  that  way  they  can  exercise  a restraining  influence  on 

credit? ^Unless  they  ^ve  us  very  long  notice  to  correct 

the  jxBitioQ,  we  caa  only  sell  securities. 

3758.  Chairman:  If  'the  Government  intnoduced  a 
regular  rule  to  correct  the  situation, _ that  you  rnust  from 
now  onwards  be  40  per  cent  liquid,  and  liquidity  was 
defined,  you  would  have  to  take  acuon  ; there  would  be  no 
room  for  play.  The  action  you  would  have  to  take  in  .those 
circumstances  would  be  to  seE  the  securities  required  to 
correct  the  position,  as  you  say  in  your  m^orandmn  m 

your  answer  to  Question  4 (e)? That  is  correct.  H 

we  had  to  correct  the  positioii  quickly  throu^  calhng  in 
advances,  we  should  push  people  .into  bankruptcy.  We 
do  make  the  .point  that,  if  the  Govemmeot  wanted  to 
alter  the  liquidity  ratio  from  30  per  cent,  to  something 
else  it  would  be  very  difficult  to  do ; it  would  only  be 
done  gradually.  We  should  want  a year’s  notice ; and 
the  authorities  would  want  to  do  it  much  quicker. 

3759.  The  possible  alternative  of  caJling  in  some  of 
your  loans  would,  you  say,  produce  a nvajor  embarrass- 
ment to  the  people  relying  on  the  credit ; the  other  alterna- 
tive is  to  turn  to  investments.  That  means  that  you  have 
to  sell  those  <m  a fairly  large  scale  on  the  gilt  edged 
market.  The  result  would  be  that  you  would  flood  the 
market,  and  the  long  terra  rate  of  interest  would  go  up 

a long  way  ; perhaps  they  would  become  unsaleable? 

Yes. 

3760  Professor  Cairncross:  You  are  visualising  as  a 
method  of  control  of  bank  advances  a system  under  which 
the  Government  seeks  to  reduce  bank  holdings  of  hquid 
assets  of  one  kind  or  another.  Possibly  the  action  the 
Government  takes  may  lead  you  to  try  to  sell  invest- 
ments which  is  a way  of  maintaining  your  advances. 
But  the  Government  can  only  be  successful  in  its  achon 
if  it  succeeds  in  reducing  the  liquid  assets  held  by  the 
banks  That  would  seem  to  me  to  be,  in  present  circum- 
stances, a raflier  circuitous  technique ; one  that  might  not 
bo  very  effective  if  the  Government’s  own  short-term 
borrowioig  requirements  did  not  respond  at  the  same  time. 
Might  it  no.t  be  necessary  to  thii^  of  some  other  luOTe 

direct  method  of  operating  on  liquid  assets? If_  the 

Govammeoit  carries  out  successful  funding  operaUoiB, 
diat  reduces  our  deposits.  We  lose  100  per  cent,  cash, 
and  our  liquidity  is  affected  very  intensively. 

3761  Are  not  there  serious  difficulties  about  funding  in 

the  short  term? Mr.  Tuke:  I think  if  the  Govenment 

would  only  have  a Budget  surplus,  confidence  would  be 
restored  and,  their  securities  at  present  prices  being  very 
cheap  people  would  buy  them  and  go  on  buying  them.— 
Mr  Robarts:  Thart.  would  make  funding  very  much 
easier  • you  would  have  a rising  market  to  do  it  on. 
There  is  one  thing  to  remember  when  talking  about  bank 
advances  • we  cannot  cause  bank  advances  to  rise  to  suit 
ourselves  • we  have  got  to  have  demands  from  credit- 
WOT&y  boTTOwers.  Whether  or  not  those  demands  come 
about  depends  on  the  whole  of  the  economic  climate  of 
the  day. 

3762  The  situation  we  were  discussing  was  caie  where 
you  were  being  lasked  to  refuse  more  demands  for 
accommodation,  not  one  in  which  you  were  being  asked 
to  T^uce  your  standards  of  creditworthiness,  or  seek  to 
find  new  lines  of  business  or  attract  additional  borrowers ; 
and  the  issue  is,  in  part,  whether  the  Government  can, 
at  the  existing  ratios,  look  forward  to  a atuation  in  which 
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you  would  of  your  own  volition  be  disindined  to  grant 

advances? think  Mr.  Tuke  hit  the  nail  on  the  head: 

if  the  Government  had  a substantial  and  successful  fund- 
ing operation  outside  the  banking  system,  they  would  have 
the  situation  you  want. 

3763.  That  would  be  necessary  every  time  the  Govern- 
ment wanted  to  restrict  advances? ^If  they  could  fund 

short  term  debt,  and  did  not  go  on  increasing  it  through 
Government  deficits,  they  would  remain  in  that  position, 
and  'Open  market  operations,  by  which  I mean  purchases 
and  sales  of  bonds  and  Bills  tbrou^  the  Bank  of  England, 
would  have  a very  direct  and  quick  effect  on  us. 

3764.  Only  if  you  got  somebody  else  to  hold  the  Bills. 

If  the  supply  of  Treasury  Bills  is  inelastic,  somebody  has 

to  hold  them? Mr.  Tuke:  In  the  last  resort  the  Bank 

of  England  takes  them.  We  call  upon  the  bill  brokers, 
and  the  bill  brokers  have  the  right  to  take  them  to  the 
Bank  of  England. 

3765.  Open  market  operations  are  unsuccessful  unless 
these  Bills  are  issued  to  somebody  else? — Chairman: 

1 was  not  sure  whether  you  were  accepting  the  assumption 

that  the  supply  of  dicmt-term  Bills  was  inelastic? Mr. 

Tuke : There  is  such  a number  of  factors  whioh  influence 
the  supply  of  Treasury  Bills ; for  instance,  the  rise  and 
fall  of  gold  and  dollar  reserves ; in  these  recent  months 
when  we  were  losing  gold  and  dollars,  that  reduced  the 
amount  of  Treasury  Bills.  It  is  difflciit  to  say  that  one 
particular  state  of  affairs  is  decisive. — Mr.  Robarts : The 
one  thing  quite  certain  to  increase  it  is  a deficit  on  the 
national  accoimts. 

3766.  Professor  Cairncross:  You  do  not  feel  that  any- 
thing should  be  devised  now,  that  wo'Uld  be  of  a tempor^y 
character,  to  replace  the  present  method  of  restricting 
bank  advances.  You  would  rather  continue  as  we  are, 
moving  towards  an  arrangement  in  which  the  Government 
would  operate  by  “ coercion  ” on  the  liquid  asseK  ratio? 

Mr.  Robarts:  The  .answCT  to  that  question  is  definitely 

yes. — Mr.  Chesterfield : I bdieve  it  is  much  more  possible 
tb'an  this  discussion  has  indicated.  If  the  Goveramaat 
were  to  have  an  ovra-all  balance  on  its  Budget  accounts 
and  fund  a large  part  of  its  Treasury  Bill  issue  outside  ±e 
banks,  that  would  reduce  our  deposits,  and  reduce  our 
ability  to  make  'advances.  In  point  of  fact,  in  the  last 
fortnight  or  so  there  has  been  a very  noticeable  buying 
of  long-dated  Governra«it  securities,  and  I would  think 
that  the  conditions  are  much  more  favourable  in  that 
respect  than  toe  discussions  tins  morning  would  have  led 
an  outsider  to  believe. — Mr.  Roberts:  It  is,  I think,  a 
perfecEy  practicable  conclusion. 

3767.  Chairman:  That  the  Government  should  in  its 

uect  Budget  cover  toe  deficit  below  the  line? Mr. 

Chesterfield:  I think  it  must  do,  in  the  absence  of  genuine 
saving. — Mr.  Tuke : If  it  did  so  these  other  things  would 
flow  from  it ; an  overall  Budget  balance  is  toe  first 
condition. 

3768.  Sir  John  Woods:  You  think  a funding  operation 
of  Treasury  Beilis  outside  the  banking  system  would  then 

become  a feasible  operation? ^A  ^adual  funding 

through  the  market;  not  a particular  issue  on  a par- 
ticular day. 

3769.  Chairman:  'Does  toat  mean  Ithat,  given  toe 
Budget  you  envisage,  'there  is  enough  long-term  stodc 
in  toe  I^ue  Department  of  the  Bank  of  England  today 
to  'be  siwcessfully  got  rid  of  during  toe  next  year  in 
exchange  for  short-term  debt  and  thereby  to  reduce  the 

existing  floating  debt? They  generally  seem  to  have 

quite  a lot.  but  they  can  always  replace  it. 

3770.  You  are  «ivisaging  a large  scale  issue  of  a ten 

or  fiiteen  year  stock? Mr.  Tuke:  Yes,  or  longer  ; toe 

Government  toemselves  could  take  toe  bulk  of  _ it  on 
the  day  of  issue  and  then  peddle  it  out;  I think  in 
modem  times  .that  is  toe  way  this  funding_  happens. — Mr. 
Chesterfield : I believe  that  has  happened  in  recent  weeks 
in  what  is  known  as  toe  “ Eternity  ” 3-t  per  cent.  Funding 
Stock ; it  is  very  much  more  difficult  to_  acquire  than  it 
was.  The  Government  has  been  “ peddKng  ” it  out,  and 
there  have  been  very  substantial  buyers  m the  market. 

3771.  kind  of  investor  would  take  toese? Mr. 

Chesterfield : The  insurance  companies,  which,  of  course, 
reipresent  genuine  savings  of  people  an  life  policies  and  the 
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like ; provident  funds,  and  all  these  people  who  gener- 
ally think  itlwit,  given  a Budget  with  a surplus,  the  con- 
ditions for  long-tteim  gilt-edged  securities  are  better  than 
they  have  been  for  sc«ne  years  past.  There  are  a lot  of 
those  people  about  today. — Mr.  Roberts:  If  you  have  a 
rising  markcit  in  anything  it  is  much  more  easy  to  opera- 
ate.  It  is  not  difficult  to  get  a rising  market  from  the 
present  low  levels ; and  if  you  can  get  a market  where 
you  are  getting  a rise  of  one  point  regularly  (which  is 
what  has  been  happening  lately)  you  can  begin  to  sell 
stock  or  float  a loan. 

3772.  Mr.  Woodcock:  What  would  be  the  effect  on  the 

level  of  total  investment  of  this  situation  which  you  en- 
visage?  Mr.  Tuke:  New  savings  would  be  going  into 

Government  securities  instead  of  into  industrials.  There 
would  perhaps  be  less  money  available  for  industrial 
investment. 

3773.  How  much  less? ^It  is  impossible  to  say;  it 

would  be  less  by  the  extra  amount  that  went  into  Govern- 
ment securities.  Going  back  to  tiiis,  I think,  rather 
unreal  figure  of  £1,500  million  personal  savings  in  the 
year,  if  £500  million  of  ffiat  went  into  Government 
securities  in  1958,  that  would  ibe  quite  a substantial 
amount. 

3774.  Would  that  ease  your  ptsition? ^No,  it  would 

ease  ithe  country’s  position.  It  would  make  ours  more 
difficult,  but  we  say  it  ought  to  be  done. 

3775.  What  contribution  would  it  make  to  the  problem 

of  your  position? ^It  would  make  it  easier  for  the 

Government  (to  get  their  hands  round  our  throat. 

3776.  How  much  easier? Mr.  Chesterfield:  By  that 

amount ; it  would  be  a cumulative  thing. 

3777.  Is  it  not  all  coming  hack  to  the  question  put  by 

Professor  <^mcioss  : ifliat  would  have  to  be  done,  and 
at  the  same  time  the  Government  would  have  to  maintain 
these  restrictions? ^For  a time ; we  do  not  deny  that. 

3778.  Professor  Cairncross:  You  have  laid  a lot  of 
stress  on  increasing  the  volume  of  the  reserves.  I take 
it  you  would  rbe  willing  to  see  a substantial  investment  in 
these  reserves.  Would  not  that  investment  alm(5st 
inevitably  'be  financed  by  the  issue  of  Treasu^  Bills,  and 
would  not  that  increase  the  degree  of  liquidity  of  the 
market  again?  When  you  are  talking  of  funding,  have 

you  taken  this  into  account? Mr.  Robarts:  It  would 

operate  in  that  direction ; but  funding  operations,  if  big 
enough,  could  take  care  of  that  and  a lot  of  existing 
Treasury  Bills  too. 

3779.  The  operation  would  have  to  'be  pretty  big? 

Yes,  it  would,  because  there  are  a lot  of  Treasu^  Bills. 
But,  after  all,  a funding  operation  of  £2,000  million  was 
done  when  5 per  cent.  War  Loan  was  converted ; and 
money  then  was  very  much  more  valuable  than  it  is  now. 
I should  have  thought  a very  big  funding  operation  could 
be  undertaken,  given  the  right  background  conditions. 

3780.  You  are  (thinking  much  more  of  tiie  conversion 
of  short  into  long  than  a reduction  in  Treasury  Bills? 
^That  is  whait  I am  thinking  of. 

3781.  Chairman:  In  your  answer  to  Question  4 (e)  in 

the  memorandium  you  speak  of  the  possibility  of  com- 
pulsory control  of  liquidity  ratios.  There  could  be  a 
great  many  alternative  forms  of  possible  compulsory 
control  directed  at  the  private  sector  as  represented  by 
the  hanks.  We  have  covered  a good  deal  on  tiiis  par- 
ticular one ; anoffier  one  you  had  in  war-time  was  the 
Treasury  Deposit  Receipt.  How  would  you  compare 
that  in  its  advantages  and  disadvantages  with  your  com- 
pulsory liquidity  ratio? ^The  real  drawback  to 

Treasury  Depoat  Receipts  was  that  they  were  unmarket- 
able. Of  course  they  were  rediscountable  at  ifhe  Bank 
of  England ; but  I understand  that  was  only  done  on  one 
occasion,  and  was  not  encouraged  at  all.  I ttiink  all  our 
assets,  other  than  our  loans,  ought  to  be  in  readily 
marketable  form. 

3782.  Professor  Cairncross:  Would  not  that  destroy  the 
whole  point  of  tiie  operation?  The  aim  of  the  Treasury 
Deposit  Receipt  system  would  be  to  freeze  some  of  your 

liqitid  assets? Mr.  Robarts:  Our  assets  should  be  in 

marketable  form ; that  is  my  main  objection,  although 
there  are  others,  to  Treasury  Deposit  Receipts. — Mr. 
Tuke:  We  want  to  be  able  to  turn  them  into  cash  to 
mec(t  demands  from  our  depositors. 


3783.  Supposing  the  Government  takes  the  view  that 
you  are  too  liquid  in  relation  to  the  outstanding  level  of 
deposits  or  ba^  advances,  and  seeks  to  operate  on  yem 
liquidity  position ; is  not  this  an  effective  way  of  doing 

so? Mr.  Robarts:  It  would  certainly  'have  'that  effect, 

as  it  did  during  the  war,  because  Treasury  Deposit 
Receipts  were  not  counted  as  liquid  assets. 

3784.  You  would  rather  have  your  bank  deposits  lower 

than  have  this  form  of  control? Mr.  Robarts:  Pro- 

vided the  present  drcumstaoces  can  genuinely  be  regarded 
as  temporary,  and  provided  we  see  our  way  out  of  it 
on  the  lines  which  we  have  been  discussing,  I myself 
would  rather  go  on  as  we  are. — Mr.  Tuke:  Yes;  and 
if  I had  to  choose  between  (the  liquidity  ratio  being  put 
up  to  35  per  cent.,  or  having  'to  have  5 per  cent,  in 
T.D.R.,  I would  sooner  have  the  35  per  cent,  liquidity 
ratio,  because  what  I held  for  the  extra  5 per  cent.  I 
could  'turn  into  cash  if  I had  to.— Mr.  Chesterfield:  We 
dislike  Treasury  Deposit  Receipts  very  mooh,  because  we 
do  not  think  it  right  that  our  oistoimers’  money  should 
be  put  into  someffiing  over  which  we  have  vkitualiy  no 
control  at  all.  Miight  I ask  a question : why  should  the 
authorities  think  we  were  “ excessively  ” liquid?  The  only 
ifear  coffid  be  that  we  should  'rush  off  and  (make  a lot 
of  advances  which  would  destroy  the  economy  ; but  that 
has  not  'been  (the  case.  Our  relations  with  the  Treasury 
through  the  Bank  of  England  have  been  such  that,  though 
we  have  continued  to  he  “ excessively  ” liquid  for  a long 
time,  we  have  not  rushed  off  and  imade  countless  advances, 
and  advances  we  should  not  (make. 

3785.  Chairman:  That  may  take  us  a little  in  a circle. 
At  the  moment  it  ds  (thought  to  be  necessary  that  you 
should  be  restrained  in  making  advances  by  a number 
of  requests  which  are  expected  to  have  effect.  This 
discussion  is  only  on  (the  basis  on  which  you  have  made 
your  case,  that  (this  is  not  a good  system  ; and  the  ques- 
tion is  whether  sometiting,  more  palatable  possibly, 
directed  towards  the  same  end  could  be  substituted  for 

it? would  put  Treasury  Deposit  Receipts,  last  in  the 

queue.  We  all  didike  tii«n. 

3786.  Mr.  Jones:  You  are  saying  that  the  banking 

system  is  being  made  excessively  liquid  dn  consequence 
of  the  tremeodous  volume  of  Treasury  BUls  that  are 
available  at  this  time ; ds  there  any  reason  why  some 
proportion  of  itbose  Treasury  Bills  should  not  be  con- 
verted into  Treasury  Deposit  Receipts? ^Except,  as  we 

have  sai(i  we  do  not  like  Treasury  Deposit  Receipts, 
because  they  are  a means  of  putting  our  customers’  money 
into  non-liquid  assets,  virtu^y  outside  our  control. 

3787.  Professor  Cairncross:  Would  you  see  the  same 
objection  to  a system  such  as  exists  in  Australia,  under 
which  you  were  obliged  from  time  to  time  to  make 

deposits,  say,  at  (the  Bank  of  England? Mr.  Robarts: 

It  is  the  same  thing  in  a way.  Li  Australia,  as  I under- 
stand it,  they  have  what  -they  call  special  accounts  into 
which  centain  sums  can  be  put  by  the  banks,  and  those 
special  accoimts  do  not  ooimt  as  liquid  assets  ; and  if  a 
bank  has  to  have  money  it  can  borrow  at  a penal  rate 
against  those  accounts.  I would  say  that  that  is  just 
yet  another  expedient,  that  all  these  expedients  are  un- 
desirable, and  'that  if  Government  finance  is  properly 
conducted  they  are  unnecessary. 

3788.  Mr.  Jones:  Are  you  saying  that  the  operation  of 
a system  like  this  in  the  present  financial  circumstances 
would  mdhtate  substantially  against  the  interests  of  the 
depositors  of  the  banks,  and  that  there  should  be  no 
controls  in  this  particular  field?  Are  you  saying  that 
this  would  be  exercising  an  unfair  coatrol  upon  the 

depositors  of  the  banks? Rather  upon  the  banks  ; and 

the  wrong  sort  of  control.  I would  agree  with  Mr.  Tuke  in 
preferring  the  higher  liquidity  ratio  to  Treasury  Deposit 
Receipts. 

3789.  Mr.  Jones:  Would  not  the  outcome  of  fliat  be 
that,  if  you  called  in  some  of  your  advances,  you  would 

give  an  impetus  to  recession  in  industry? Mr.  Robarts: 

In  practice  we  should  first  sell  securities  to  restore  our 
liquidity  ratios.  It  is  very  rare  to  find  a time  when 
one  cannot  sell  any  gilt-edged  securities  at  aU ; it  has 
happened,  but  not  for  very  .long,  and  very  rarely,  Next, 
after  we  had  sold  aU  we  thought  we  should,  we  should 
restrict  new  advances ; and  after  that  we  should  try  and 
get  reductions  in  existing  advances,  but  only  reductions ; 
we  should  not  say  to  a customer  “ You  owe  us  so  many 
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thousand  pounds,  and  you  must  pay  it  all  off  tomorrow 
We  have  the  legal  right  to  do  so,  hut  we  would  not 
do  that  in  practice. 

3790.  Sir  John  Woods : May  I go  bade  to  the  idea  of 
the  special  deposit  account?  As  I understand  it,  it  seemed 
different  in  one  important  respect  from  the  Treasury  De- 
posit Receipt.  That  used  to  work  re^arly  week  by  week  : 
as  I understood  the  other  device  it  wovdd  be  an  inter- 
mittent device  which  would  only  be  brought  into  operation 
at  a time  when  the  authorities  thought  tha-e  was  excess 
liquidity  in  the  system  which  needed  correcting.  So  it 
would  be  different  from  the  T.D.R.,  and  in  a sense 
different  from  the  present  system  of  an  absolute  ceiling 
on  advances  which  operated  the  whole  time.  Is  not  that 

a material  difference? Mr.  Take:  T.D.R.S  need  not 

operate  continuously  if  they  are  not  needed.  They  ^d 
during  the  war,  because  thwe  was  Government  borrowing 
to  conduct  the  war ; it  was  meant  to  mop  up  our  excess 
liquidity,  and  as  long  as  the  war  continued  that  state  of 
affairs  continued. 

3791.  This  other  device  could  be  brought  into  effect  at 
a particular  time  when  it  appeared  to  be  necessary. 

I wondered  whether  you  might  regard  it  as  an  acceptable 

alternative  to  the  present  system? Mr.  Take : I do  not 

know  whether,  if  Aere  was  a special  account  at  the  Bank  of 
England,  we  should  be  allowed  to  draw  the  whole  of  it 
out  on  one  day  without  notice.  Treasury  Deposit 
Receipts  were  fixed  for  six  months ; there  was  something 
coming  in  every  week,  but  they  were  at  six  months’ 
maturity. — Mr.  Chesterfield:  With  the  right  to  disrount 
only  under  penalty. — Mr.  Tuke:  Yes,  but  in  the  ordinary 
course  they  would  take  six  monto  to  run  off. 

3792.  Chairman:  I do  not  think  the  assumption  of  those 
who  have  considered  the  special  account  is  that  you 
could  call  the  account  on  ^ort  notice  or  at  your  own 
will? — ' — I do  not  think  we  could  call  it ; but  if  the 
Government  suddenly  thought  we  ought  to  have  this 
money,  they  could  give  it  to  us  at  one  time.  The  economy 
does  not  change  its  character  overnight,  and  that  would 
not  be  likely  to  happen.  I suppose  they  would  peddle  it 
out  gradually  ov&  a period  of  six  months,  and  in  practice 
it  would  be  just  like  bringing  T.D.R.S  to  an  end.  But 
I have  never  had  experience  of  it. 

3793.  Do  I understand  that  under  the  Austrian  system 
the  depositing  bank  can  call  on  its  account,  but  subject 

to  paying  a penalty? Mr.  Robarts:  It  can  borrow 

against  it,  but  I am  afraid  I do  not  know  enough  about 
it  to  know  exactly  what  the  controls  on  borrowing  against 
it  are.  There  is  a penal  rate,  but  whether  the  bank 
can  borrow  the  whole  amount  on  deposit  I do  not  know. 
It  would  easily  be  verifiable. 

3794.  Sir  John  Woods:  Have  the  clearing  banks  ever 

been  called  in  to  consultation  either  by  the  Bank  of 
England  or  the  Treasury  as  to  their  views  about  possible 
alternatives  to  the  existing  system  of  controlling  the 
banks? Mr.  Tuke : Not  as  far  as  I know. 

3795.  Professor  Cairncross:  May  we  ask  what  your 
relations  are  with  the  monetary  authorities?  It  would 
be  useful  to  us  if  you  could  tell  us  on  what  occasions 
and  for  what  purposes  you  see  the  Governor  of  the  Bank 
of  England,  or  any  other  member  of  the  Court  of 

Governors  of  the  Bank? Mr.  Robarts:  What  happens 

is  this.  The  Governor  of  the  Bank  of  England  and 
the  Chairman  and  Deputy  Chairman  of  the  Committee 
of  London  Clearing  Banks  of  the  day  are  in  very  close 
and  continual  touch.  When  die  Governor  has  anything 
he  wishes  to  impart  to  the  banking  system,  he  asks  the 
Chairman  or  Deputy  Chairman  of  the  Committee  of 
London  Cle^'ing  Banks  to  go  and  see  him ; the  Deputy 
Governor  may  or  may  not  also  be  present.  We  have 
an  absolutely  frank  talk  about  whatever  it  is  and  discuss 
it,  as  we  did  freely  and  frequently  before  the  intensifica- 
tion of  the  creit  squeeze  in  September.  We  are  not,  of 
course  consulted  about  a change  in  the  Bank  Rate  ; that 
is  not  our  affair  ; but  we  are  consulted  very  closely  about 
any  such  scheme  as  was  announced  by  Mr.  Thorneycroft 
ra  September.  We  have  to  see  whether  what  we  are 
asked  to  do  is  feasible  from  our  point  of  view.  If  it  is 
not,  we  have  to  make  representations  accordingly : we 
arrive  at  an  arrangement  which  we  feel  we  can  carry  out, 
and  then  we  undertake  to  do  so. 

3796  Mr  Woodcock:  That  was  the  request  to  you  to 
limit  your  advances  to  the  level  of  the  previous  twelve 
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months.  Did  your  discussions  cover  the  other  matters 
dealt  with  by  Mr.  Thorneycroft  in  September,  apart  from 

the  Bank  Rate? ^Not  that  I can  recall.  They  centred 

round  the  various  formulae  which  were  being  considered 
for  restricting  bank  advances:  what  the  formula  should 
be  and  whether  we  could  conscientiously  say  that  we  could 
carry  it  out. 

3797.  Did  you  discuss  the  decision  to  limit  Government 

expenditure? That  was  certainly  told  us  by  the  Chan- 

cellor when  we  saw  him  about  a week  before  the  rise  in 
the  Bank  Rate.  I cannot  remember  whether,  or  in  what 
detail,  I discussed  that  with  the  Governor.  I am  quite 
sure  I said  it  was  vitally  important  that  something  on 
those  lines  should  be  done,  because  just  a holding  of  bank 
advances  without  any  assistance  on  the  Government  side 
would  not  take  us  very  far. 

3798.  Did  you  discuss  the  decision  to  limit  the  borrow- 
ing of  the  nationalised  industries? 1 do  not  think  we 

did.  In  times  gone  by  we  have  had  many  discussions  on 
the  borrowing  of  the  nationalised  industries.  I cannot 
remember  discussing  it  in  September.  On  a previous  occa- 
sion when  it  was  decided  to  change  the  whole  system  of 
borrowings  for  the  nationalised  industries,  so  that  instead 
of  borrowing  from  us  they  were  to  be  financed  by  ffie 
Government  and  were  just  to  borrow  from  us  what  you 
migr'ht  call  working  capital,  that  was  aD  fully  discussed. 

3799.  Chairman:  So  the  discussion  at  these  meetings 
arises  primarily  out  of  something  the  Governor  wants  the 
banks  as  an  institution  to  do ; in  that  case  out  of  the 
proposal  that  you  should  limit  your  advances  to  the  same 

average  level  as  in  the  previous  twelve  months? Mr. 

Tuke : It  is  .the  raatmer  of  carrying  out  what  they  want 
done,  and  not  whether  it  should  be  done  or  not. — Mr. 
Robarts : It  is  a limited  form  of  consultation  on  the  prac- 
ticable means  of  putting  through  Government  policy.  There 
were  other  ideas ; for  instance,  a fixed  limit  to  advances 
at  their  then  existing  figure.  That  of  course  would  be 
very  inelastic.  Those  were  the  sort  of  discussions. 

3800.  Professor  Cairncross:  They  were  exclusively  with 
the  Chairman  and  Deputy  Chairman  of  the  Committee? 

Yes,  but  I would  not  go  very  far  without  calling  a 

meeting  of  the  clearing  bankers  and  telling  them  how  we 
were  getting  on. 

3801.  There  was  no  direct  contact  with  the  rest  of  the 

Committee? We  were  all  asked  to  come  and  see  the 

Chancellor ; he  explained  what  he  was  trying  to  do,  and 
we  had  a large  number  of  meetings  with  the  Governor 
and  the  Chancellor  as  to  how  we  should  do  it.— Afr.  Tuke : 

I was  not  there  so  I can  only  give  hearsay  evidence.  1 
was  told  that  file  Chancellor  said : “ I am  going  to  do 
this  and  that,  and  I want  you  to  do  so-and-so  ” ; and 
the  discussions  centred  around  how  that  so-and-so  should 
be  done,  and  not  as  to  whether  it  was  right  to  do  this  or 
that  in  the  national  interest.  That  was  already  decided, 
and  we  were  not  permitted  to  comment  on  it.  We  might 
have  said  that  it  was  not  enough. 

3802.  Mr.  Woodcock:  You  did  discuss  these  with  the 

Chancellor  as  well? Mr.  Robarts:  On  this  occasion 

we  did. 

3803.  Professor  Cairncross:  Is  there  any  contact 

between  the  officials  of  the  clearing  banks  and  the  officials 

of  the  Treasury  or  the  Bank  of  England? Mr. 

Robarts : With  the  Bank  of  England  continually.  I would 
like  Mr.  Chesterfield  to  enlarge  on  that,  as  the  Chairman 
of  the  Committee  of  Chief  Executive  Officers  of  the 
Clearing  Banks.— Mr.  Chesterfield : There  is  a very  close 
contact  with  the  Bank  of  England.  Following  on  the 
conversations  which  the  Chairman  and  Deputy  Chainnan 
have  with  the  Governor,  there  would  be  a lot  of  executive 
decisions  to  be  taken  as  to  how  the  decision  of  the  Chan- 
cellor was  to  be  put  into  effect.  Those  would  be  decided 
between  the  Chief  Executive  Officers  of  the  banks  meeting 
together,  and  then  I would  go  to  see  the  Chief  Cashier. 

3804.  These  are  all  on  operational  matters? ^Yes, 

except  that  there  is  a regular  contact  between  the  Chief 
Executive  Officers  of  the  banks  individually  and  the 
Executive  Directors  of  the  Bank  of  England,  for  example, 
in  regard  to  our  monthly  published  figures.  They  will  ask 
us  to  go  and  explain  variations  in  the  figures  to  fliem. 

3805.  In  that  case  the  business  discussed  is  exclusively 
the  affair  of  the  commercial  bank  itself ; there  is  no  com- 
parison of  notes  on  the  general  economic  situation  of  the 
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country? Periodic  reports  are  made  by  each  of  fee 

Chief  Executive  Officers  of  the  hanks  to  the  Chief  Cashier, 
as  a result  of  inquiries  sent  out  to  branches,  covering 
different  areas  of  the  country. 

3806.  Reports  involving  a visit  to  the  Bank  of  England, 

or  in  the  form  of  a document? -Nornially  in  the  form 

of  a document,  though  I have  known  it  that  we  have 
been  called  over  afterwards  to  discuss  certain  aspects  of  it. 

3807.  The  personal  contacts  are  limited,  and  confined  to 

operational  matters? ^Yes,  Sir,  and  as  to  the  result  of 

the  efforts  we  are  making,  or  not  making,  as  they  think, 
to  comply  with  Government  policy. 

3808.  How  often  do  you  set  foot  in  the  Bank  of 

England,  Mr.  Chesterfield  ; frequently? ^Yes.  I would 

say  over  the  last  ten  years  once  a month  perhaps.  But 
there  are  frequent  telephone  calls  as  well  on  all  sorts  of 
matters:  the  fiduciary  issue,  whether  we  are  holding  too 
many  notes,  and  all  kinds  of  things. 

3809.  Would  you  have  any  contact  with  fee  Treasury? 

1 do  have  informal  meetings  with  members  of  fee 

Treasury,  but  normally  there  ds  not  direct  contact  from 
the  Treasury  to  the  banks ; it  is  normally  always  through 
the  medium  of  the  Bank  of  England. 

3810.  Chairman:  Is  that  the  same  for  you  Mr.  Robarts? 

Mr.  Robarts:  Yes;  contact  is  normally  through  the 

Bank  of  England.  I know  a number  of  Treasury 
officials  and  we  discuss  matters,  but  I would  only  very 
rarely  pay  a formal  visit  to  the  Treasury,  and  then  at  the 
request,  probably,  of  the  Chancellor  of  the  Exchequer  of 
the  day. 

3811.  Mr.  Woodcock:  What  is  a formal  visit? ^When 

I go  'there  by  appointment  to  see  the  Chancellor  and  he 
wants  to  discuss  some  special  matter,  as,  for  example, 
the  matters  last  September. 

3812.  What  is  an  informal  occasion? ^If  I were  to 

meet  socially,  as  I sometimes  do,  some  of  the  higher 
officials  of  the  Treasury,  they  might  vay  well  discuss  the 
economic  situation  of  the  day,  just  as  a matter  of  interest. 

3813.  That  would  not  get  from  you  to  your  colleagues. 

except  by  similar  accidental  meetings? ^No,  such  casual 

meetings  would  be  of  no  importance. 

3814.  Chairman:  There  is  no  system  of  contact  under 
which  the  monetary  authorities  in  Whitehall  draw  upon 
the  bankers  for  their  experience,  or  consult  with  feem 
about  the  economic  situation?— — ^That  is  done  through 
the  Governor  of  the  Bank  of  England.  The  Governor  has 
frequently  asked  me  to  go  and  see  him,  and  has  asked 
me,  for  example,  how  I think  the  credit  squeeze  is  getting 
on,  and  whether  it  is  having  the  desired  effect  on  the 
industry  of  the  country. 

3815.  Mr.  Woodcock:  Are  you  satisfied  that  you  can 
properly  do  the  things  you  are  expected  to  do  simply  by 
contact  or  knowledge  such  as  is  actually  given  to  you 

through  the  Bank  of  England? am  completely  satis- 

fi^  with  the  system ; I think  it  is  fee  best  possible.  Our 
relations  with  fee  Bank  of  En^and  are  such  that  when  the 
Governor  asks  us  to  do  something,  all  we  do,  having 
agreed  that  we  can  do  it,  is  to  think  of  the  best  way  in 
which  we  can  do  it,  and  adopt  a certain  machinery  to 
see  that  we  then  use  our  best  endeavours  to  carry  that 
throu^ ; as  can  be  seen  from  the  operation  of  the  credit 
squeeze. 

3816.  Are  you  satisfied  that  the  Treasury  know  the 
views  that  you  have  expressed  this  morning  about  the 
directions  that  are  given,  and  the  general  policy  of  the 

directions? do  not  think  there  is  any  doubt  that 

the  Governor  passes  on  our  views  with  complete  accuracy 
to  the  Treasury,  and  vice  versa  from  the  Treasury  to  us. 

3817.  Chairman:  We  are  not  a^ing  about  personalities 

in  this,  of  course,  Mr.  Robarts. 1 appreciate  that. 

We  do  make  it  our  business,  of  course,  to  know  the 
Governor  and  the  Deputy  Governor,  because  it  makes 
business  so  much  easier. 

3818.  Mr.  Woodcock:  In  the  same  way,  any  representa- 
tions you  have  to  make  about  these  things  would  have 
to  go  through  the  Bank  of  England,  and  would  not  go 

direct  to  fee  Qiancellor. That  normally  is  so.  The 

only  time  it  would  go  directly  from  us  to  the  Chancellor 
is  if  the  Chancellor  sent  for  us  to  a formal  meeting  at 
the  Treasury ; then  we  would  give  him  our  formal  views. 
In  that  case  the  Governor  would  certainly  be  there. 
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3819.  Chairman:  Regarding  this  as  an  institutional 

arrangement,  and  trying  to  see  the  advantages  and  fee 
disadvantages,  I am  not  clear  why  fejs  idea  of  using  fee 
Governor  as  a v^icle  both  ways,  from  the  monetary 
authorities  to  you,  and  from  you  to  the  monetary  autho- 
rities, is  regarded  as  the  best  way? Mr.  Robarts: 

Owing  to  his  position  the  Governor  of  the  day  knows 
the  two  sides ; he  knows  fee  Treasury  side  of  the  business 
and  he  knows  the  City  side.  I think  it  is  very  important 
that  there  should  be  someone  who  can  interpret  the 
Treasury’s  views  to  the  City,  on  fee  basis  on  which  we 
can  really  follow  them,  and  see  what  we  are  supposed 
to  do,  and  vice  versa.  He  has  that  peculiar  and  unique 
position  which  we  do  not  have.  We  know  very  little 
about  what  goes  on  in  the  Treasury. — Mr.  Take:  This 
applies  not  only  to  fee  banks,  but  to  all  sorts  of  other 
organisations  in  the  City. 

3820.  It  seems  clear  that  the  Government  regard  the 

clearing  banks  as  of  special  importance? Mr.  Robarts: 

I should  think  so,  yes. 

3821.  You  know  very  little  about  what  goes  on  in  the 
Treasury.  Having  regard  to  fee  importance  of  your  posi- 
tion, would  there  not  be  an  advantage  in  a more  regular 

contact  on  a wider  scale? ^When  I say  we  know  very 

little  of  what  goes  on  in  the  Treasury,  I would  say  that 
it  is  not  our  business  to  understand  the  workings  of  fee 
Treasury,  and  I do  not  think  that  any  great  advantage 
would  be  achieved  by  making  visits  to  the  Treasury.  I 
think  it  is  really  better  that  the  Governor  should,  as  I say, 
interpret  to  us  what  he  is  told. 

3822.  Professor  Cdrncross:  The  views  you  have 

expressed  today  are  aB,  in  large  measure,  about  fiscal 
policy  rafeer  than  monetary  policy ; and  that  is  a matter 

for  the  Treasury? ^Fiscal  policy  is  a matter  for  the 

Treasury ; but  of  course  we  can  comment  upon  it. 

3823.  Mr.  Woodcock:  Where  can  you  comment  upon 

it? Mr.  Robarts:  In  our  Chairman’s  speeches,  if  we 

wish  to  do  so ; or  we  can  go  to  the  Governor  of  the 
Bank  of  England,  if  we  wish  to  do  so.  Not  that  I think 
our  views  would  get  us  very  far ; quite  clearly  the 
Government  makes  up  its  own  mind. — Mr.  Tuke:  I do 
not  think  it  would  be  of  any  particular  advantage  to  us 
to  be  more  closely  informed  or  consulted  about  Treasury 
affairs.  Those  things  are  their  business,  and  our  business 
is  our  business.  'Aether  it  would  be  any  advantage  to 
the  Treasury  is  for  feem  to  judge. — Mr.  Robarts : I think 
that  that  is  a very  fair  way  of  putting  it. 

3824.  You  are  not  interested  in  what  makes  the 

Treasury’s  mind  up? Of  course  we  are  interested ; but 

we  would  not  presume  to  try  and  thrust  our  policy  upon 
them,  or  thrust  any  policy  upon  them. 

3825.  Chairman:  I am  not  sure  that  I have  got  what 
is  in  your  mind ; is  it  feat,  with  all  your  other  duties  and 
responsibilities  it  would  be  difficult  for  you  to  get  much 

advantage  from  increased  contact  with  the  Treasury? 

I would  say  so.  I personally  should  think  that  the  more 
and  closer  fee  contacts  we  have  with  the  Bank  of  England 
the  better.  That  is  very  important  indeed ; and  we  do 
have  them : I am  quite  satisfied  with  that.  Having  arrived 
at  that  position,  I do  not  think  we  want  to  go  and  discuss 
very  much  the  same  problans  with  the  Treasury. 

3826.  Would  it  also  be  in  your  mind  that  if  you  had 

frequent  and  direct  contact  with  the  Treasury  it  might 
create  a triangular  relation;  Treasury — commercial 

banks — ^Bank  of  England,  which  might  be  rather  confusing? 

Mr.  Robarts:  I think  that  might  arise,  and  I think 

it  would  be  undesirable.  I am  very  firmly  of  the  opinion, 
and  this  paper  contains  the  view,  that  our  right  contact 
is  through  the  Bank  of  England. — Mr.  Tuke:  We  do 
depend  on  our  views  being  faithfully  conveyed  to  fee 
Treasury  when  the  Treasury  want  to  hear  them,  and  I 
am  perfectly  sure  that  they  are. — Mr.  Robarts:  It  certainly 
depends  on  that,  and  I am  very  sure  that  they  are  ; and 
we  can,  and  do,  go  and  see  fee  Governor  any  time  we 
want  to. 

3827.  Professor  Cairncross:  You  would  have  no 

objection  if  called  into  consultation  by  the  Treasury  on 

matters  of  interest  to  them? No,  we  put  ourselves  at 

their  service  on  particular  points. 

3828.  There  might  be  problems  where  you  would 
express  one  view  in  isolation  from  that  of  a person  who 
was  deciding  policy,  because  there  were  other-  oonsidera- 
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tions  affecting  the  policy  which  you  did  not  know  about? 

^Wien  we  knew  more  about  it  we  might  change  our 

minds. 

3829.  If  you  were  looking  at  it  from  a monetary  stand- 
point you  might  have  one  view,  and  you  might  have 

another  view  from  a different  standpoint? ^That  is  quite 

possible  yes. 

3830.  Mr.  Jones'.  You  are  pretty  dogmatic,  as  a Com- 

mittee of  Clearing  Bankers,  about  fiscal  policy ; do  you 
channel  those  views  regularly  through  the  Bank  of  England 
to  the  Treasury? Sometimes  we  do  ; but  I am  not  pre- 

sumptuous enough  to  say  that  I think  they  have  any  effect 
on  the  decisions  taken. 

3831.  Mr.  Woodcock:  One  question  has  been  in  my 
mind ; I do  not  know  if  it  is  going  to  sound  very  rude, 
but  I assure  you  it  is  not  intended  to  be  rude.  I have 
an  inescapable  impression  that  most  of  what  you  said 
yesterday  afternoon  and  this  morning  would  represent  the 

views  of  a banker,  as  such? 1 am  a banker ; yes,  I 

would  agree. 

3832.  Again  I apologise  for  my  way  of  putting  this  ; but 
it  does  not  seem  to  me  to  show,  on  the  face  of  it,  as  much 
awareness  as  I would  have  expected  of  the  objectives  of 
monetary  policy  as  distinct  from  a banker’s  obligations 
to  his  customers.  One  can  have  all  the  things  a baiter 
wants  as  a barker,  a stable  currency,  confidence  in  sterling, 
ability  to  meet  all  liabilities  instantly,  freedom  to  make 
decisions  about  where  he  puts  his  money,  dictated  solely 
by  bankers’  considerations ; and  there  can  be  the  manage- 
ment of  all  these  affairs  with  another  objective  in  mind, 
if  you  like,  maintaining  full  employment,  expanding  the 
economy.  Those  are  the  two  sides,  surely ; do  you  think 

that  is  a wetness  in  your  position  or  not? ^That 

second  aspect  is  really  not  in  our  field.  What  we  have 
to  do  is,  first  of  all  to  run  our  businesses  so  that  they 
are  conducted  with  safety  to  our  customers,  and  secondly, 
as  far  as  we  can.  to  follow  the  monetary  and  fiscal  policy 
of  the  day,  whatever  the  colour  of  the  Government,  as 
described  to  us  by,  as  a rule,  the  Governor  of  the  Bank 
of  England,  and  on  occasions  by  the  Chancellor.  I hope 
that  answer  meets  the  point  you  have  in  mind. 

3833.  You  do  look  at  it  as  bankers? Mr.  Robarts: 

Yes,  I must  agree ; because  we  are  bankers,  and  not 
statesmen. — Mr.  Tuke:  There  is  our  du^  to  our  deposi- 
tors ; if  we  lose  their  confidence  everything  is  lost. 

3834.  Perhaps  I put  it  too  much  as  a matter  of  black 

and  white? Mr.  Chesterfield:  I do  not  think,  having 

regard  to  our  international  position,  that  our  duty  to  our 
depositors  can  be  overemphasised, — Mr.  Robarts : If 
you  would  cast  your  mind  back  to  what  occurred 
in  America  in  the  early  thirties,  there  (he  banks 
made  far  more  mistakes,  and  with  few  exceptions 
they  closed  their  doors  because  they  could  not 
meet  their  obligations.  That  was  one  of  the 

greatest  causes  of  the  disasters  of  the  early  thirties,  and 
the  subsequent  horrors  which  took  .place.  I am  thankful 
to  say  that  that  did  not  occur  here ; and,  providing  we  look 
after  our  businesses  properly,  there  is  no  reason  why  it 
ever  should. 

3835.  There  was  an  example  of  the  .kind  of  thing  I am 
thinking  of  in  the  discussions  this  morning:  .so  far  as 
you  as  bankers  are  concerned,  there  is  no  reason  at  ah 
why  you  should  not  vary,  at  your  own  discretion  as 
barkers,  your  liquidity  ratio  ; but  there  may  be  good 
reasons  why  you  should  be  controlled  in  that  ratio.  You 
say  that  you  believe  in  free  competition:  one  does  not 
want  to  go  into  all  the  implications  of  free  competition, 
but  it  may  be  that  the  people  who  are  restricting  you 
control  you  towards  objectives  which  are  worth  while, 

which  are  not  the  things  you  would  do  as  bankers? 

Mr.  Chesterfield : We  have  accepted  that,  and  the  reasons 
for  it. 

3836.  Professor  Cairncross:  You  do  accept  that  the 
economic  climate  is  a matter  of  very  great  importance  to 
banking  operations?  Even  in  1933,  when  the  American 
banks  shut  down,  that  particular  catastrophe  could  not  be 
entirely  laid  at  the  doors  of  the  banks,  however  many 
mistakes  they  made.  And  the  same  kind  of  thing  can 
arise  in  other  countries;  banks  may  be  conducted  very 


satisfactorily  by  their  own  standards,  but  the  economic 
policy  of  the  country  may  have  effects  on  the  banks  that 

are  not  happy,  or  vice  versa? Mr.  Robarts:  Yes,  that 

is  so.  Of  course,  as  I say,  we  are  here  to  discuss  with 
you  the  banking  view ; but  I do  not  want  the  impression 
to  get  around  that  we  pay  no  attention  to  the  economic 
necessities  of  the  day.  We  pay  the  greatest  attention 
to  them,  and  when  it  is  explained  to  us,  from  whatever 
channel,  that  a certain  policy  is  necessary  in  order  to 
correct  some  strain  in  the  economy  we  then  do  our  best 
to  do  it.  I do  not  want  to  give  the  impression  that  we 
are  just  cold  fish  who  pay  no  attention  to  anything  except 
the  interests  of  our  own  business  ; far  from  it. 

3837.  Chairman : But  you  are  content  to  acc^t  the 
situation,  from  the  wider  point  of  view,  in  accordance  with 
the  Government’s  wishes  or  desires  as  conveyed  to  you, 
and  you  provide  the  best  banking  service  you  can  within 

the  limit  provided  by  tiiese  requests  or  directives? 

Exactly ; and  we  do  recognise  the  economic  forces  which 
lie  behind  them. 

3838.  We  have  been  talking  earlier  about  the  effects  of 
the  credit  squeeze.  We  get  from  a number  of  sources  the 
suggestion  that  the  credit  squeeze  has  struck  harder  at 
the  small  firm  thau  it  has  at  flie  bigger  business.  Can  you 

give  us  any  li^t  upon  that? It  is  implicit  in  the  way 

that  larger  businesses  can  be  conducted  that  that  is  apt 
to  happen.  The  large  businesses  are  nearly  always  public 
companies,  and  i.ey  can,  subject  to  the  sanction  of  the 
Capital  Issues  Committee,  raise  money  from  the  public. 
They  are  not  forced  to  depend  on  the  banks  to  the  same 
extent  as  smaller  businesses  which,  by  and  large,  are  not 
public  companies. 

3839.  It  is  a question,  you  think,  of  alternative  resources? 
The  large  business,  if  it  is  cut  down  as  far  as  its  bank 
accommodation  goes,  has  alternative  means  at  its  disposal 
{one  of  which  is,  I agree,  the  raising  of  capital,  although 
it  is  not  the  only  one),  but  you  think  the  small  firm  is 

more  in  a vice  if  it  cannot  get  a bank  advance? Mr. 

Robarts : I think  it  must  be  from  the  nature  of  things. — 
Mr.  Tuke:  I would  say  the  smaller  business  is  not  so 
much  directly  squeezed  .by  the  bank  as  squeezed  by  the 
people  above  it  in  its  line  of  trade.  Its  wholesaler  is 
being  squeezed,  and  he  says : “ I can  only  give  you  one 
month’s  credit  instead  of  three  The  little  man  has 
no-one  to  turn  to  ; he  is  already  doing  a cash  trade. 

3840.  It  is  the  weakest  link  that  suffers  most ; not  neces- 
sarily, though  very  often,  the  retailer? It  pushes  down 

eventually  to  the  retailer. 

3841.  Lord  Harcourt:  Cannot  it  also  push  the  other 
way?  Can  the  retailer  not  refuse  to  carry  such  .big  stocks 
and  throw  them  back  on  the  wholesaler,  who  in  turn 
may  throw  them  back  on  to  the  manufacturer,  so  that 
you  may  get  pressure  coming  up  from  the  small  man  to 
try  to  force  the  manufacturer  of  the  goods  to  hold  greater 

and  greater  stocks? ^The  small  man  suffers  from  being 

so  small,  and  his  voice  is  not  very  loud. 

3842.  Professor  Cairncross:  You  would  accept  it  as 
a fact  that  the  small  man  has  suffered  more  from  the 
credit  squeeze  thau  firms  of  a larger  size? — Chairman: 
He  cannot,  possibly,  tap  other  alternative  sources  of  finance 

that  the  man  in  a bigger  way  can  get  to  hear  of? 

Mr.  Robarts:  I am  not  quite  sure  what  alternative  sources 
you  are  referring  to. 

3843.  I am  thinking  of  finance  companies? The 

finance  companies  have  certainly  done  a lot  of  business 
for  the  small  maa. 

3844.  Mr.  Woodcock:  In  operating  the  credit  squeeze 
you  would  not  discriminaie  against  firms  of  small  size; 

this  would  be  incidental? Mr.  Robarts:  No.  We 

certainly  do  not  discriminate  against  the  small  man  in 
operating  the  credit  squeeze.  His  difficulties  arise  simply 
from  the  nature  of  life  ; it  is  nothing  to  do  with  how  we 
conduct  our  business. — Mr.  Tuke : It  takes  just  as  long  to 
get  10  per  cent,  out  of  a little  man  as  a big  man ; from 
that  point  of  view  it  is  more  worth  while  to  look  at  the 
big  one. — Mr.  Robarts:  The  small  man  is,  after  all,  the 
basis  of  our  business,  and  we  do  everything  we  can  to 
cultivate  him. 

Chairman:  I think,  if  it  is  convenient  to  you,  we  will 
break  now  and  go  on  after  lunch. 


{Adjourned  until  2.15  p.m) 


30500 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


286 


COMMITTEE  ON  THE  WORKING  OF  THE  MONETARY  SYSTEM 


24  January,  1958] 


Mr.  A.  W.  Tuke,  and  Mr.  A.  D.  Chesterheld  IContinued. 


Mr.  D.  J.  Robarts,  Mr.  A.  W.  Tuke,  and  Mr.  A.  D.  CHEsraRHELD  further  examined. 


3845  Chairman:  Was  there  anything  in  this  morning’s 
discussion  to  which  you  wished  to  return?— —Mr. 
Robaris:  We  spent  a lot  of  the  morning  discussing  hquu^ 
ity  ratios,  but  we  did  miss  one  point,  about  the  cash 
ratio,  that  is  the  amount  of  cash  wWtm  we  keep  in  our 
tills  and  our  balance  at  the  Bank  of  England.  That  is, 
as  distinct  from  the  liquidity  ratio,  an  absolutely  feea 
thing:  a minimum  of  8 per  cent,  of  our  deposits.  It  is 
adjusted  from  day  to  day.  We  regard  that,  and  so  do  the 
authorities,  as  an  essential  ratio ; and  we  strictly  observe 


3846.  That  means  that  by  the  end  of  the  day  yw  must 
have  achieved  8 per  cent,  on  the  day?-— Yes._  There  is 
one  other  point  with  regard  to  the  liquidity  ratio.  I said 
lhat  we  mi^t  possibly  go  down  to  25  per  cent.  [Q.  3742 
and  3748] ; but  I also  made  it  clear  that_  would  be  for  a 
very  short  space  of  time  and  would  be  immediately  cor- 
rected. I want  to  emphasise  that  point.  25  per  cent,  must 
be  regarded  as  being  a very  exceptional  minimum  j it 
would  only  occur  at  our  lowest  point ; I do  not  know  if  it 
has  occurred  since  the  war.  I must  emphasise  that  we 
would  take  energetic  steps  to  raise  it  at  once. 


3847.  Mr.  Woodcock : The  point  that  interested  me,  and 
I think  Professor  Caimcross,  is  whether  that  is  something 
you  would  do  because  you  were  told  to  do  it,  or  whether 
it  is  something  which  you  ought  to  do,  as  bankers,  under 

certain  circumstances? Mr.  Robaris:  It  is  a thing 

which,  as  bankers,  we  think  is  desirable. — Mr.  Tuke : But 
we  are  told  to  maintain  the  8 per  cent. — Mr.  Robaris:  We 
should  get  fairly  strong  representations  quickly  if  we  did 
not  do  &at. 


ments  due  to  mature  within  fthe  next  five  years? — — 1 
should  like  to  have  notice  of  that  question.  It  as  not  one 
of  the  questions  which  have  recently  been  put  to  us. 

3856.  Mr.  Jones:  As  I understand  the  position,  the 

banks’  investments  are  generally  in  short  term  bonds.  How 
would  you  divide  this  31‘4  per  cent,  in  investments  on 
the  basis  of  maturity?  What  proportion  of  this  would  be 
for  ten  years  or  under  ; and  what  propoiition  of  that  would 
be  over  five  years ; and  then  would  the  remaining  pro- 
portion be  all  under  five  years? 1 only  know  about  the 

investments  of  the  bank  of  which  I am  Chairman  ; by  far 
the  greater  proportion  of  those  mature  within  ten  years, 
and  practically  all  of  them  within  twelve. 

3857.  Would  .the  greater  proportion  of  them  mature  in 

less  than  five  years? 1 .fitink  the  only  answer  of  value 

to  you  would  be  an  answer  on  behalf  of  all  the  clearing 
banks,  and  before  I gave  any  answer  I would  want  to 
discuss  il  with  my  colleagues. 

3858.  Chairman : We  may  have  to  take  this  as  a general 
question,  as  to  what  statistics  it  would  be  wise  to  make 
available  for  publication  in  the  public  interest ; but  can 
you  tell  us  what  kind  of  objections  you  would  have  to 
that  information  being  published,  supposing  that  it  was 

of  general  interest? ^The  onIy_  real  argument  that  1 

could  produce  against  it  is  that,  if  a bank  decided,  for 
good  reasons  of  its  own,  to  change  its  investment  policy, 
it  might  well  attract  uninformed  comment  in  the  Press  ; 
you  cannot  make  an  informed  comment  unless  you  know 
all  'the  carcumstances  surrounding  the  position,  some  of 
wltich  we  might  well  not  wish  to  give. 


3848.  If  you  had  not  this  check  by  the  Bank  of  England, 
would  you  be  as  meticulous  about  this  _8  per  cent?  Is 

it  a banker’s  requirement? Yes ; it  is  in  order  that  we 

should  be  able  to  meet  the  cheques  drawn  on  us. 

3849.  I have  heard  it  suggested  that  on  different  days  in 
the  week  you  are  in  a different  position,  so  that  on  some 
days  you  might  let  your  8 per  cent  run  down.  For 
example,  on  Friday  there  would  be  a lot  of  cash  drawings, 
when  people  are  drawing  money  for  wages  and  so  on ; 
you  might  not  worry  if  you  fell  below  your  8 per  cent. 

then? Mr.  Robaris:  Oh  yes,  we  would  caU  to  make 

up  this  amount.— Mr.  Tuke:  It  used  to  be  10  per  cent, 
with  elasticity ; now  it  is  8 per  cent,  without.* 

3850.  Chairman  : We  have  covered  a great  deal  of  the 

general  ground,  but  I think  it  would  be  as  well  if  we  went 
now  question  by  question  through  your  memorandum,  and 
see  what  additional  questions  emerge  from  the  Committee 
as  we  go  along. — Mr.  Woodcock:  In  your  introductory 
paragraphs  you  mention  investments.  Are  all  the  invest- 
ments Government  stock? Mr.  Robaris:  Practically 

alL  We  have  all  of  us  what  I would  call  trade  invest- 
ments ; there  are  a few  subsidiary  banks. 

3851.  Mr.  Jones:  “Bills  discounted”  have  relation  to 
the  money  that  you  advance  to  the  discount  market  and 

your  holding  of  Treasury  BiUs? They  are  in  the  main 

hitk  that  we  buy  from  &e  discount  market  and  therefore 
in  the  main,  but  not  entirely,  they  are  Treasury  BiUs ; we 
also  discount  bills  for  our  customers.  The  “ money  at 
call  and  short  notice  ” is  what  we  lend  to  the  discount 
market,  as  distinct  from  the  bills  we  buy. 

3852.  Chairman : Does  “ investments  ” include  aU  hold- 
ings of  bonds,  however  near  towards  maturity? Yes. 

We  do  not  put  any  bonds  in  our  bills. 

3853.  So,  although  they  appear  there  as  the  less  liquid 
element,  .there  is  some,  to  me  unknown,  par.t  of  this  31'4 

per  cent,  which  is  ver^ng  towards  complete  liquidity? 

Yes.  Supposing  that  we  have  the  arrangement  that  invest- 
ments should  be  all  redeemable  within,  let  us  say,  ten 
years,  we  would  obviously  try  to  get  about  a tenth  of 
them  to  mature  each  year. 

3854.  But  there  .is  an  element  of  liquidity  in  tiiese  “ non- 

hquid”  assets? ^Yes,  .in  so  far  as  investments  mature 

every  year. 

3855.  Professor  Caimcross:  You  never  publish  detaUs 
of  the  maturity  of  your  investments.  Do  you  feel  Uiat 
some  information  on  this  point  might  be  released?  Would 
the  banks  have  any  objection  to  <the  publishing  of  an 
aggr^ate  figure  of  their  holdings  of  Government  invest- 

•  See  Appendix  to  Minutes  of  Evidence. 


3859.  Professor  Caimcross : Would  this  argument  apply 
if  you  were  conaideiing  the  aggregate  only  and  not  con- 
sidering it  in  relation  to  any  particular  bank?  Would  you 
see  any  objection  to  the  disclosure  of  this  information  to 

die  Bank  of  England? would  have  no  objeotion 

about  telling  .the  Bank  of  England-  in  confidence  what 
was  going  on. 

3860.  Mr.  Jones:  Would  a reply  to  this  question  have 

any  harmfui  effects  at  all  on  the  monetary  system? 1 

would  like  notice  of  this.  For  instance,  one  of  the  reasons 
^at  make  one  go  shorter  in  investments  is  if  there  is  a 
general  malaise  about  the  way  the  economy  of  the  country 
is  going.  If  things  are  godu-g  rathar  badly,  the  Sorter 
your  investments  are  tiie  better,  because  in  the  event  of 
a crisis  it  is  better  to  have  short-term  investments. 

3861.  We  are  looking  ait  the  monetary  system  in  the 
economy  of  the  country  and  I,  at  a-ny  rate,  have  formed 
the  opinion  tiiat  it  is  essential  to  adjust  the  economy  to 
the  resources  that  we  have  available  for  running  die 
country.  To  ithe  extent  that  the  reply  to  .this  question 
would  be  harmfui  to  that  end,  then  I can  understand  the 
(&posdtioQ  not  to  give  -us  a reply ; but  in  dealing  wito 
this  matter  we  shall  want,  in  my  'wew,  a good  deal  of  tiiis 
information  on  the  banks’  holdings  of  short-term  invest- 
ments, and  I woifid  rtitink  that  it  is  in  .the  best  interests 
of  our  doing  our  work  tiiait  we  should  have  this  informa- 
tion?— —Could  we  prepare  a figure  and  give  it  to  you 
in  confidence? 

3862.  Chairman : I do  not  think  that  .is  the  real  burden 
of  &e  question  that  you  are  being  asked.  We  have  always 
two  things  to  consider : what  we  need  for  our  own  study, 
and  what  we  think  the  public  interest  requires  as  part  of 
the  background  for  studying  monetary  policy  and  'the 
economy  of  'the  country  .for  the  future.  They  are  not  quite 
the  same  thing.  It  is  suggested  that  flhe  aggregate  figure 
of  the  distribution  of  the  clearing  banks’  inveS'traents  may 
be  an  important  thing  from  the  point  of  view  of  an  in- 
formed study  by  itiie  public.'  The  question  is:  could  that 
have  any  adverse  effect  upon  tiie  interests  of  the  banks, 

as  hanks? Mr.  Roharts:  I should  like  to  consult 

Tuke  on  this  point. — Mr.  Tuke : I have  been  brought  up  in 
an  atmosphere  of  not  disclosing  our  affairs  or,  so  far  as 
possible,  any  of  these  things ; and  (though  perhaps  I have 
no  right  to  say  this)  I should  want  to  be  convinced  that 
it  really  was  in  the  interests  of  the  country  that  these 
things  should  be  disclosed.  If  I was  told  tb-af  there  was, 
a sufficient  reason,  other  tiian  what  I would  call  curiosity 
to  know  about  these  things,  then  it  m.ight  outweigh  our 
disinclination  .to  disclose  figures.  But  we  have  this  natural 
disinclination. 
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[Continued. 


3863.  My  question  was  a little  sharper  than  that;  I 

wanted  your  views  about  cthis.  One  would  have  to  weigh 
against  public  advantage  any  actual  disadvantage  to  the 
banking  activities  concerned.  Could  it  be  a detriment  to 
the  banking  activity? cannot  cite  any  precise  funda- 

mental objection,  on  the  way  thait  I oould  if  you  were 
asking  about  disclosure  of  our  inner  reserves,  for 
instance.  I do  not  think  it  would  be  anything  like  as 
bad  as  that.  Without  .trying  to  think  it  out,  I am 
•afraid  I fall  back  upon  my  natural  disinclination ; but 
I realise  that  that  is  perhaps  not  very  convincing  to  any- 
one but  myself! 

3864.  Professor  Cmrncross'.  A great  deal  of  our 
discussion  this  morning  had  to  do  with  the  liquidity  of 
the  banks.  Would  you  not  agree  that  in  that  connection 

it  was  of  interest  to  know  something  about  this? 

Mr.  Robarts  has  told  you  the  sort  of  way  in  which  we 
try  to  divide  these  investments  urp  in  pretty  well  equal 
tenths.  I would  support  that.  That  is  our  policy, 
always,  in  practice,  with  a bias  at  the  lower  end ; there 
is  more  under  five  years  than  over. 

3865.  Would  there  he  any  more  significance  in  knowing 
the  proportion  of  your  investments  under  five  years  than 
in  knowing  the  money  at  call  and  short  notice,  which 
you  do  disclose?  One  wants  to  see  the  whole  picture 
of  liquidity  in  .file  banking  system,  and  this  is  a material 

factor? we  give  you  the  figure  of  stocks  under  five 

years,  someone  will  come  along  and  ask  for  more  in- 
formation ; they  will  want  to  know  the  figure  for  stocks 
under  two  years. 

3866.  Not  necessarily ; though  you  seem  to  attach  con- 
siderable importance  in  some  of  your  references  to  two 

years  as  'being  a cr.itical  period? Mr.  Robarts:  The 

chirf  damage  that  I can  see  is  that,  supposing  one  saw 
some  movement  from  the  longer-dated  end  to  the  shorter- 
dated  end,  that  would  indicate  a general  malaise  about 
the  future  of  the  gilt-edged  market. 

3867.  It  would  indicate  much  more  than  that  surely ; 
it  would  indicate  that  there  was  an  additional  mass  of 
mancEUvre  in  semi-liquid  assets  to  supplement  what  was 
held  in  the  form  of  bonds,  which  could  be  interposed 

against  the  normal  methods  of  control? Mr.  Tuke: 

The  Bank  of  England  know  what  we  have  got.  They  can 
simply,  call  for  it  from  their  registers. 

3868.  The  Bank  of  England  can  find  out ; but  the 

public,  who  want  to  determine  an  independent  view, 
cannot? Mr.  Robarts:  No,  the  public  cannot  find  out. 

3869.  And,  if  I can  just  pursue  it  a little  further,  does 

the  Treasury  have  any  access  to  this  information? 1 

really  do  not  know.  The  Bank  of  England  does  ; I do  not 
know  if  the  Treasury  ask  them. 

3870.  Chairman:  We  'have  in  mind  that  the  Bank  of 
England  could,  by  calling  from  you,  get  the  information 
they  needed ; but  public  comment  on  the  situation  can- 
not help  the  Bank  of  England,  and  the  monetary  authori- 
ties generally,  to  form  views  from  time  to  time,  unless 
is  is  informed  on  these  macters ; so  I think,  it  is  little 

wider  than  that? Mr.  Robarts:  What  does  Mr. 

<^e®terfield  say  on  this  very  difficult  question? — Mr. 
Chesterfield:  It  is  a very  difficult  question.  I cannot 
think  there  would  be  any  ^eat  disadvantage,  apart  from 
the  one  Mr.  Tuke  has  mentioned.  I remember  within  the 
last  few  months  a statement  made  by  one  of  'the  large 
banks,  saying  that  all  their  investments  mature  within  ten 
years  and  the  majority  within  five.  If  any  other  bank  were 
to  publish  their  figures  and  they  did  not  appear  to  be 
quite  so  liquid  as  that,  it  could  have  a bad  effect  on 
that  bank ; that  would  be  a matter  for  some  thought. 

3871.  Mr.  Woodcock:  But  we  suggested  an  aggregate 

figure,  and  not  individual  figures? Mr.  Chesterfield: 

if  I may  express  a personal  view,  I do  not  think  that  an 
aggregate  figure  would  have  any  adverse  effect — Mr. 
Tuke : If  we  are  thinking  in  terms  of  dividing  oiir  invest- 
ments into  two  parts,  five  years  is  the  point  at  which  to 
d'O  it. 

3872.  Chairman:  Is  it  your  point  that  bonds  with  less 
than  five  years’  'maturity  are  freely  discountable  at  the 

Bank  of  England? Mr.  Tuke:  Not  by  us;  but  they 

.are  considered  suitable  by  the  money  market. — Mr. 
Robarts:  There  is  no  arrangement  existing  between  the 
Bank  of  England  and  the  money  market,  or  between  us 
and  the  money  market,  whereby  the  Bank  of  England 
is  an  automatic  buyer  of  bonds. 


3873.  Professor  Cairncross:  These  bonds  could  be  sold 
to  the  discount  market  and  so  turned  into  call  money 
in  your  accounts,  and  they  could  discount  the  bonds  at 

the  Bank  of  England? ^No,  there  is  no  arrangement 

existing  between  the  Bank  of  England  and  the  di^unt 
market  whereby  the  discount  market  can  take  their  short 
bonds  to  the  Bank  and  discount  them,  as  they  can  witti 
first-class  bills. 

3874.  It  is  a question  of  advancing  rather  than  re- 
discounting?  Mr.  Robarts:  Yes.  In  my  experience  the 

only  assistance  of  this  kind  which  has  been  given  to  the 
market  has  been  in  very  exceptional  cases  when  the  Bank 
of  England  has  agreed  to  buy  from  them  some  holdings 
of  short  bonds.* — Mr.  Tuke : There  it  no  right  to  discount 
them  at  the  Bank  of  England. 

3875.  Chairman : We  have  ibeen  given  a more  concrete 
■impressdon  of  that  than  you  are  now  putting  forwtard. 

^Y'OU  may  have  a more  correct  one,  ibut  that  k what 

I have  always  understood. 

3876.  Mr.  Jones:  As  I read  fire  last  paragraph  in  your 
answer  to  Question  1 (d),  I would  re^  the  conclusion 
that  the  'banks  would  nefver,  or  seldom,  subscribe  to  the 
funding  or  the  purchase  of  a new  British  Government 
security  of  a length  of  period  that  went  into  ten,  fifteen 
or  twenty  years,  .but  would  buy  Govenunent  securities 
nearer  the  pCTiod  of  maturity  than  the  date  upon  which 

the  subscription  list  was  opened  to  the  market? Mr. 

Robarts:  That  does  not  follow.  We  certainly  would 
not  willingly  buy  very  I'ongndated  issues,  because  we  have 
to  have  things  which  ore  reasonably  proof  against 
depreciation.  But  we  certainly  subscribe  to  issues,  and, 
in  fact,  some  erf  us  have  done  so  recently. 

3877.  To  new  issues? ^Yes,  to  new  issues.  For 

instance,  we  {and  I have  no  doubt  my  colleagues  also) 
made  a quite  heavy  subscription  to  the  new  54-  per  cent. 
Exchequer  Stock  1966.  That  is  an  ei^t-year  issue,  and 
so  is  all  right  for  us.  Had  it  'been  a twenty-five  year 
•issue  I should  not  have  recommended  a subscription, 
merely  because  our  money  is  not  our  own ; it  is  our 
depositors’  money,  and  if  we  put  it  in  bonds  that  depre- 
ciate, that  is  hi^y  inconvenient. 

3878.  So  any  twenty-five  year  security  in  your  portfolio 
would  be  there  in  consequence  of  y.our  buying  it  some 

time  well  on  in  its  life? ^Yes,  that  is  so  ; probably  when 

it  becomes  ten  years  or  less. 

3879.  Mr.  Woodcock : I do  not  see  what  is,  from  your 
point  of  view,  the  difference  between  a ten  year  bond 
and  a twenty-five  year  bond,  as  long  as  they  are  both 
negotiable  and  can  be  sold ; in  neither  case  can  you 

see  that  far  ■ahead? ^If  you  buy  a twenty-five  year 

bond,  and  then  money  gets  dearer,  the  price  of  that  bond 
will  fall.  A ten  year  bond  will  not  fail  so  much,  because 
ail  Government  bonds  are  r^ayable  at  100  when  fiiey 
mature. 

3880.  But  is  not  ten  years  ahead  far  enough  to  make 

the  par  price  irrelevant? Mr.  Robarts:  The  price  can 

fall,  of  course ; but  securities  are  bought  and  sold  on  the 
basis  of  yield,  and  when  a ten  year  bond  starts  to 
depredaite  its  yield  to  redanption  rises.  That  is  also 
true  of  the  twenty-five  year  'bond,  but  the  rise  in  the 
redemption  yield  for  each  fall  of  one  point  is  greater  in  the 
case  of  a ten  year  bond  than  in  the  case  of  a twenty-five 
year  bond. — Mr.  Tuke:  It  is  not  a question  of  the  running 
yield,  but  of  the  redemption  yield. 

3881.  Mr.  Jones:  Cto  this  question  of  the  movement 
of  values  in  investments,  is  not  a ba'nk  in  a pretty  strong 
position  to  hold  its  wind?  Can  it  n-ot  retain  those 
securities,  having  regard  to  •all  the  cdrcumstences  which 

enable  them  to  evade  losses? Mr.  Robarts:  It  may  or 

may  not.  .Suippo^g  we  did  get  heavy  de^eedations,  which 
have,  in  fact  occurred,  and  then  suppo^g  that  some  of 
our  deposits  were  withdrawn,  and  we  still  wanted  to  keep 
ovirselves  round  about  30  per  cent,  liquid,  we  -mi^t  be 
forced  into  selling  some  oif  those  securities,  and  mi^t 
incur  a very  serious  loss  in  the  process. 

3882.  Professor  Cairncross:  Would  that  not  depend  on 

the  maturity  distribution  of  your  portfolio? Yes  ; that 

is  why  we  like  to  keep  daort,  to  provide  against  that 
contingency. 

3883.  Are  you  not  a good  deal  shorter  now  than  you 

were  before  the  war ; at  that  time  would  you  not  have 
been  wUling  to  accept  them  longer  even  than  twelve 
years? ^Yes,  I think  we  would  have  been  more  inclined 

• See  Appendix  to  Minutes  of  Evidence. 
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to  than  we  are  now.  But  most  of  us  always  had  the  bulk 
of  our  investment  fairly  short. 

3884.  But  you  would  not  have  laid  the  same  emphasis 
in  th'Ose  years  as  you  do  today  on  holding  investments 

under  five  years? Mr.  Tuke:  I think  it  is  probably 

true_  Chat,  with  the  shocks  we  have  had  in  the  last  five 
or  six  years,  we  have  tended  to  let  the  natural  shortening 
of  our  book  take  its  effect,  without  counteracting  it  by 
pushing  it  out  again.  But  we  always  did  hav^  as  Mr. 
Robaits  has  said,  a considerable  proportion  within  five 
years ; we  always  had  the  idea  in  our  minds  that  any 
additional  liquidity  which  we  wanted  in  any  year  should 
be  provided,  if  ptwsible,  by  something  that  was  falling 
in  naturally.  We  never  want  to  have  to  sell  any  security 
for  the  sake  of  liquidity.  But  'befta-e  the  war  there  was 
not  this  regularity  of  matuidties,  which  there  is  today; 
thCTe  was  not  so  much  Government  stock  about,  and  we 
did  not  have  a maturity  every  year  to  help  us  out. 

3885.  Chairman:  But  given  a 'high  short-term  yield, 
in  relation  to  the  long-term  yield,  you  have  no  motive 
to  'be  anything  but  short?  It  is  only  if  you  have  to  pay 
for  being  liquid,  by  itaking  a lower  yield  for  short-term 

bonds,  that  you  are  tempted  to  go  longer? Mr. 

Robarts:  That  is  true.— Mr.  Tuke:  Except  fiiat  there 
is  the  motive  today,  with  yields  so  attractive  in  than- 
selves,  to  ensure  iat  we  enjoy  them  for  as  long  as 
possible. 

3886.  On  question  1 (b),  when  you  are  asked  to  restrict 
advances  what  exactly  is  the  action  taken  within  the  banks 
to  keep  advances  within  their  Limits  or  to  reduce  them? 
How  does  it  operate  when  it  comes  down  to  an  individual 

office? Mr.  Robarts:  By  refiising  certain  new  advances 

and  by  pressing  customers  to  make  reductions  in  their 
Misting  advances ; that  is,  of  course,  what  we  have  been 
doing  under  the  credit  squeeze  for  all  this  riTr»>, 

3887.  What  kind  of  instructions  are  issued  to  the  indivi- 
dual .bank  manager  that  enable  him  to  decide  what  to  do? 

iWe  have  aU  from  time  to  time,  and  even  as  recently 

as  last  September,  circularised  our  bank  managers.  We 
do  not  agree  on  the  wording  of  the  circulars ; each  hank 
does  it  differently.  Some  will  quote  what  the  Chancellor 
or  some  authoritative  person  has  said  in  the  state- 
ment when  he  makes  his  request  for  reduction,  and  the 
branch  managers  will  be  instructed  to  pay  attention  to 
this. 

3888.  Professor  Cairncross:  How  do  they  decide  which 

request  to  refuse?  Do  they  .in  fact  decide? ^If  it  is 

within  their  discretionary  power,  yes  ; above  that,  the  ques- 
tion goes  to  head  office.  Every  branch  manager  has  dis- 
cretionary power.— Mr.  Chesterfield:  Which  varies  from 
branch  to  branch  and  from  bank  to  'bank.  In  some  banks, 
no  'branch  manager  can  refuse  any  accommodation  with- 
out referring  it  to  headquarters. — Mr.  Robarts:  Is  that 
so?  It  is  not  so  with  us. 

3889.  That  I understood  to  be  the  general  position,  at 

least  in  the  1930’s? There  is  a discretion  given  to 

branch  managers  to  grant  advances  throughout  the  country 
in  n»rly  all  the  banks. 

3890.  What  form  does  the  discretion  permitted  to  the 
branch  manager  take,  in  those  banks  where  there  is  a 

discretionary  power?  Is  it  a fixed  sum? ^Yes,  they 

have  discretion  up  to  a fixed  limit. 

3891.  Are  there  differences  between  the  banks? Mr. 

Tuke : It  differs  from  branch  to  branch  ; an  inexperienced 
manager  in  a small  branch  has  a smaller  discretion  than 
an  experienced  manager  in  a large  one. 

3892.  There  is  no  universal  procedure  in  any  one  bank? 

Mr.  Tuke:  No.— Mr.  Robarts:  The  larger  the  branch 

and  therefore,  presumably  the  more  experienced  the 
manager  the  bigger  is  his  discretionary  power. 

3893.  Have  any  changes  in  organisation  been  necessary, 
because  of  the  introduction  of  a ceiling,  in  order  to  achieve 

parity  of  treatment  for  different  requests? No  changes 

of  organisation.  We  have  circularised  our  branch 
managers  ; they  are  very  well  aware  of  the  policy,  and  they 
carry  it  out. 

3894.  There  seem  to  be  some  cases  in  some  clearing 

banks  where  they  have,  in  the  past,  enjoyed  great  dis- 
cretion. There  has  been  no  change? We  have  not 

done  anything  in  that  respect.  In  fact  we  have  raised 
the  discretionary  powers ; given  the  value  of  money  as  it 


is  at  present  the  manager  who  used  to  have  discretionary 
powers  up  to  £500  ought  now  to  have  up  to  £1,500 ; I do 
not  know  if  we  have  actually  gone  quite  as  far  as  that. 

3895.  You  are  not  aware  of  the  credit  squeeze  having 

affected  different  banks  differently  in  this  regard? Mr. 

Robarts:  Not  so  far  as  I know. — Mr.  Chesterfield:  Only 
in  so  far  as  their  businesses  thonselves  differ,  there  are 
some  banks  who  have  a much  rawe  commercial  business, 
whereas  another  bank  may  have  a preponderance  of 
industrial  accounts. 

3896.  'Is  it  the  view  of  all  the  banks  represented  here 
that  when  an  advance  is  refused  it  is  likely  to  require  a 

head  office  decision? Mr.  Chesterfield : In  our  bank  it 

is  certainly  so. — Mr.  Tuke:  We  have  no  rule  that  no 
advance  must  be  refused  without  reference  to  head  office. 
— Mr.  Robarts:  We  have  a return  of  what  has  been 
refused. 

3897.  And  a right  of  review,  of  course? Mr. 

Robarts:  Yes. — Mr.  Tuke:  There  is  a pre-di^iosition 
on  the  part  of  the  manager  to  say  “ Yes  ” and  not  “ No  ”, 
because  he  wants  to  do  business  ; so  we  do  not  have 
to  chase  the  managers  for  refusing  advances  in  the 
ordinary  way. 

3898.  I am  wondering  what  the  ordinary  manager  does, 
faced  with  the  general  policy  of  restriction  and  a large 
number  of  clients,  aU  of  whom  want  advances.  He 
has  to  refuse  some ; is  he  left  to  make  his  decision  in 
some  hanks  and  not  in  others?  How  is  the  balance  struck? 

^I  think  that  is  an  imreal  question.  They  do  not  all 

line  'Up  on  one  day,  these  customers. 

3899.  But  if  you  have  to  cut  advances  by  10  per  cent., 
somebody  has  to  go  without  and  somebody  else  has  to 

decide  who  shall  go  wifiiout.  Who  decides  and  why? 

We  have  given  the  clearest  possible  instructions  about 
the  kinds  of  advances  which  should  be  restricted ; and 
there  have  been  one  or  two  cases  where  a definite  cut 
has  had  to  be  made.  For  instance,  we  were  asked  by 
the  authorities  to  make  a jpercentage  cut  in  hire  purchase 
advances ; we  thereupon  did  it  and  then  that  actual  figure 
was  passed  to  the  branches  concerned.  Otherwise,  circu- 
lars have  been  sent  out  to  explain  the  various  categories 
that  could  be  permitted  and  those  that  should  be  dis- 
couraged and,  with  the  enormous  mass  and  number  of  bor- 
rowings that  there  are  in  the  banks,  that  has  worked  in 
practice  very  well.. 

3900.  That  means  relying  heavily  on  the  bank  manager 

to  carry  out  instructions? ^Yes.  As  regards  this  power 

of  discretion,  in  the  case  of  Barclays  Bank  doubtful 
decisions  go  to  head  office  and  are  dealt  with  according 
to  size ; a large  amount  would  be  dealt  with  by  a higher 
official  and  smaller  amounts  by  lower  officials.  Birt  aU 
the  'People  who  are  dealing  with  these  matters  are  acting 
in  accordance  with  the  Chancellor’s  request,  whatever  it 
may  be. 

3901. 1_was  not  implying  that  there  was  anything  under- 
hand in  it ; but  is  it  not  difficult  in  a large  organisation 
like  a baiA  to  ensure  that  each  branch  is  following  a 

common  line? Of  course,  all  these  things  depend  on 

personalities  to  s<Mne  extent ; but  I think  that,  as  nearly 
as  one  can  get  an  organisation  to  pursue  a common  line, 
that  IS  done.  One  must  remember  there  is  a big  turnover 
in  advances:  some  are  being  paid  off  every  day,  and  if 
you  restidct  new  ones  the  total  will  fall.  I think  it 
happens  to  some  extent  like  that, 

3902.  Mr.  Woodcock:  Do  you  have  meetings  with  your 

branch  managers? Mr.  Chesterfield:  Yes. 

3903.  What  puzzles  me  is  that  on  the  one  hand  in  some 
banks,  I gather,  the  refusal  is  left  to  the  head  office  and 
not  to  the  branch  manager,  while  at  the  same  time 
1 gather  that  the  branch  manager  plays  a very  large  role 
in  holding  the  line,_  as_  it  were,  and  in  telling  clients 
exactly  what  the  policy  is  and,  if  necessary,  getting  them 
to  reducse  their  outstanding  overdraft.  How  can  he  be 
me  agency  throu'^  which  the  application  is  refused  in  a 

bai±  where  the  head  office  takes  the  decisions? Mr 

Tuke:  In  ,the  case  of  existing  advances  which  have  to  be 
reviewed  and  come  up  for  periodical  reconsideration  once 
a year,  the  manager  has  his  general  guidance,  and  he 
sees  the  customer,  as  he  naturally  would,  when  the 
customer  brings  in  his  balance  sheet,  and  says : “ I hope 
you  are  going  to  be  able  to  do  with  a bit  less  next  year 
tor  your  seasonal  overdraft;  what  can  we  arrange?" 
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Perhaps  he  gets  25  per  cent,  out  of  one,  and  10  per  cent, 
out  of  another,  and  nothing  out  of  another.  Then  he 
puts  up  the  application  to  head  of&ce  for  renewal  at  a 
lower  figure,  and  everyone  is  satisfied. 

3904.  This  is  a reversal  of  his  norntal  function  and 
instinct?  He  is  out  to  reduce  business  and  not  to  increase 

it? Mr.  Tuke:  Bank  advances  ought  to  be  repaid  in 

due  course  and  reduced  in  the  meantime,  so  it  is  merely 
applying  rather  strictly  a principle  wMch  ought  to  be 
applied  anyhow. — Mr.  Chesterfield : Where  a manager  has 
a lot  of  discretion  he  has  to  make  at  least  half-yearly 
returns  to  head  office ; so  there  is  no  laxity. 

3905.  Professor  Cairncross : I was  not  thinking  of  laxity  ; 
I was  thinking  of  the  possibility  of  different  practices 

in  different  banks? Mr.  Chesterfield-.  They  would  iron 

djemselves  out, — Mr.  Robarts:  I do  not  think  there  is  any 
fundamental  difference  in  what  we  do ; by  and  large  the 
principle  is  the  same.  There  might  be  some  slight  differ- 
ences of  detail. 

3906.  Chairman:  In  the  answer  to  question  1 {a)  you 
say  that  the  bankers’  deposit  rate  is  automatically  adjusted 
in  accordance  with  the  movement  of  the  Bank  Rate. 
What,  in  your  view,  makes  it  necessary  or  desirable  that 

the  rate  should  regularly  be  altered  in  that  way? It 

has  not  always  been  tied  exactly  to  two  per  cent,  under  the 
Bank  Rate ; there  have  been  occasions  when  it  has 
differed.  But  tying  it  to  Bank  Rate  seems  to  work  well. 
We  must  have  some  rate  which  we  will  pay  on  deposit, 
arid  that  rate  must  control  our  lending  rate,  because, 
with  overheads  as  they  are,  we  have  to  have  a given 
margin.  It  is  related  to  the  Bank  Rate  because,  I sup- 
pose, the  Bank  Rate  is  the  fundamental  rate  of  the 
country. 

3907.  The  Bank  Rate  is  a re-discount  rate? Yes. 

3908.  And  you  have  this  automatic  regulator  by  this 

practice? ^That  is  so,  yes. 

3909.  Is  it  because  there  is  some  competition  for  deposit 

money  which  you  are  meeting  by  this  adjustment? 

Mr.  Tuke : We  first  of  all  put  up  our  loan  rate.  Our  loan 
rate  depends  on  Bank  Rate ; when  that  goes  up  we  can 
afford, to  pay  more;  and  of  the  loan  rate  and  the  Bank 
Rate  go  down,  we  must  pay  less. 

3910.  What  governs  the  movement  of  what  you  pay 
for  money  is  what  you  can  do  with  that  money  yourself? 

Mr.  Robarts:  Yes,  I think  that  is  the  best  way  of 

putting  it. 

3911.  Professor  Cairncross:  You  are  not  afraid  of  com- 
petition from  other  possible  borrowers  who  might  take 

your  deposits  away  from  you? ^We  have  explained  in 

our  answer  to  question ' 1 (e)  that  in  the  state  of  the  money 
market  at  the  moment  it  would  not  pay  us  to  push  up  the 
rate  for  deposits. 

3912.  Chairman:  That  is  a condition  of  the  present 
situation ; is  not  this  practice  of  adjusting  the  deposit 
rate  to  the  movement  of  Bank  Rate  much  older  than  that? 
^Yes.  Of  course,  we  have  had  all  kinds  of  arrange- 
ments- in  the  past ; the  history  of  it  could  be  produced  quite 
easily.  But  since  the  war  our  ability  to  lend  has  been 
restricted,  and  therefore  the  desire  to  get  extra  deposits 
by  paying  high  rates  for  them  is  very  much  less.  Having 
got  them,  all  we  can  do  is  to  buy  securities  with  them. 

3913.  That  is  merely  a result  of  what  you  can  make  on 
your  loan  rate ; and  the  loan  rate,  so  far  as  your  use  of 
money  is  concerned,  is  directly  related  to  the  Bank  Rate 
itself? — ^Yes,  and  the  rate  at  which  we  lend  to  the 
discount  market  again  depends  upon  the  Bank  Rate. 

3914.  Mr.  Woodcock:  Do  you  find  that  money  flows 

into  you  on  deposit  when  the  rate  goes  up? 1 do  not 

know  that  we  get  more  total  money  in  the  banking  system. 
When  the  rate  is  high,  people  are  more  inclined  to  transfer 
money  from  current  account  to  deposit  account  because 
they  do  not  get  any  interest  on  current  accounts  as  they  do 
on  deposit  accounts.  There  is  more  inducement  to  make 
the  transfer  when  the  rate  is  high. 

3915.  You  do  not  find  people  switching,  say,  from 

National  Savings  Certificates  to  bank  deposits? Mr. 

Robarts:  I do  not  think  so.  People  are  rather  more 
inclined  to  hold  money  on  deposit  than  they  are  to  invest 
it  at  the  present  time,  because  they  can  get  5 per  cent,  on 
deposit,  which  is  pretty  good  today ; it  is  completely  safe 
and  it  cannot  depreciate. — Mr.  Tuke:  The  great  majority 


of  people  are  rather  lethargic  about  their  investments ; 
once  they  have  bought  them,  they  do  not  do  a great  deal 
of  switching.  The  professional  investor  does,  of  course, 
hut  the  great  mass  of  people  do  not. 

3916.  Chairman:  Is  the  Treasury  Bill  to  some  extent 

a competitor  for  your  deposits? At  these  rates, 

certainly. 

3917.  Professor  Cairncross:  So  long  as  your  assets  re- 
main constant  your  deposits  remain  constant.  If  someone 
withdraws  money  from  you  to  buy  a bond,  somebody  else 
has  to  provide  money  to  buy  the  bond,  and  the  trans- 
action simply  registers  as  a change  in  the  ownership  of 
deposits  or  in  tie  ownership  of  bonds,  whichever  way 

you  look  at  it? Unless  the  Government  is  .the  seller 

of  the  bonds ; in  that  case  the  money  goes  into  the  Govern- 
ment and  is  not  seen  again  in  the  banking  system. 

3918.  Which  is  equivalent  to  a funding  operation? 

Yes. 

3919.  I have  something  on  question  1 (6)  which  is  related 

to  question  1 (f) ; perhaps  I could  t^e  the  two  parts 
together.  Question  1 (d)  was  intended  to  invite  you  to 
comment  on  the  possibility  of  undertaking  entirely  new 
lines  of  business  if  you  were  completely  free  to  lend ; 
not  just  lending  more  to  the  existing  range  of  customers, 
but  perhaps  entering  fields  of  lending  that  you  had  pre- 
viously refrained  from  entering. Mr.  Robarts:  I am 

afraid  we  read  it  differently,  as  meaning  new  businesses 
starting  up. 

3920.  I wonder  if  you  would  like  to  comment  on  this 
rather  different  formulation  of  the  question?  Do  you 
feel  you  might  like  to  take  on  different  types  of  business, 
such  as  are  undertaken  by  bankers  in  other  countries 
(including  hire  purchase,  for  instance),  which  you  are  now 
deterred  from  entering  because  you  have  not  the  money  to 

lend? Mr.  Robarts:  What  other  types  of  business  have 

you  in  mind  besides  hire  purchase? — Mr.  Tuke:  Do  you 
mean  what  we  caU  “ German  ” banking ; investment  in 
industry? — Mr.  Robarts:  We  could  do  that,  hut  I could 
advance  many  arguments  against  it. 

3921.  There  are  questions  about  term  loans? Mr. 

Robarts:  To  deal  with  hire  purchase  first,  I have  always 
felt  that  we  do  better  to  participate  in  hire  purchase  busi- 
ness by  lending  to  the  hire  purchase  companies  as  we  do, 
and  allowing  them  to  exercise  .their  expertise  in  conducting 
their  business.  We  have  quite  enough  to  do  in  looking 
after  our  own  banking  business  and  in  going  into  hire 
purchase  through  the  recognised  methods  of  banking,  that 
is,  by  lending  to  the  people  who  know  how  to  do  it.  We 
might  make  more  money  if  we  went  into  it  directly,  as 
the  Americans  do,  or  we  might  not ; but  it  is  a different 
business  from  our  own  business,  and  I think  that  we  should 
stick  to  our  own  line.  But  -there  is  room  for  many 
opinions  on  this,  and  I should  like  Mr.  Tuke  and  Mr. 
Chesterfield  to  state  their  views  quite  independently  of 
mine. — Mr.  Tuke : I think  my  views  are  very  much  the 
same  as  Mr.  Robarts’s.  It  is  all  in  accordance  with  the 
modem  tradition  of  retail  trade  to  have  general  stores: 
the  grocer  starts  selling  boots,  and  that  sort  of  thing ; but 
it  is  against  my  inclination.  I think  that  a grocer  should 
sell  groceries,  and  a bootmaker  should  seU  boots,  and 
would  probably  do  the  job  better  than  the  grocer.  My 
inclination  is  for  us  to  stick  to  what  is  called  deposit 
banking,  and  let  other  people  who  are  expert  in  other 
fields  have  the  money  to  develop  their  expertise  and  do 
it  better  than  we  should. — Mr.  Chesterfield : 1 would  agree 
generally  with  that.  On  the  other  hand  I have  been  to 
America  and  Canada  and  I have  seen  the  undoubted 
attractions  from  both  the  banks’  and  the  customer’s  point 
of  view  of  hire  purchase  business  being  done  by  the  hanks  ; 

I do  not  mean,  for  instance,  taking  a charge  on  a washing 
machine  or  a refrigerator,  but  on  the  personal  loan  basis. 

3922.  Chairman:  The  “personal  loan  basis”  meaning 

an  advance  to  an  individuad  avowedly  foe  a definite  pur- 
pose, without  taking  a security? Very  often,  in  the 

case  of  America  and  Canada,  after  having  checked  up 
that  the  man  has  a reascmably  safe  job ; the  bank  might 
take  a life  poJicy  as  cover  against  bis  sudden  demise  to 
protect  his  widow,  and  so'  on.  That  is  a very  remunera- 
tive and  attractive  business,  and  I think  on  the  whole 
it  enables  the  customer  to  get  his  credit  at  a cheaper 
rate  than  if  at  is  done  through  the  normal  channels  of 
hire  purohase. 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


290 


COMMITTEE  ON  THE  WORKING  OF  THE  MONETARY  SYSTEM 


24  January,  1958]  Mr.  D.  J.  Robarts,  Mr*  A.  W.  Tuke,  and  Mr.  A.  D.  Chesterfield 


[Continued. 


3923.  Are  differential  rates  made  for  tha  type  of  b\m- 

jxes&i ^Yes,  but  they  are  not  so  expensive  as  fliancmg 

a hire  purchase  transacti<Mi  through  'hire  purchase  finance 
oompanies  woifid  normally  be. 

3924.  That  brings  the  banis  then  dirKtly  into  ocra- 

petition  with  the  hire  (purchase  companies  in  America 
and  Canada? Yes. 

3925.  Mr.  Woodcock:  What  is  the  length  of  those 

personal  loans  in  America? Some  of  them  are  six 

months ; the  maximum  is  eighteen  months  to  two  years. 

3926.  Professor  Cairncross:  The  views  you  have 

expressed  now  I am  sure  you  would  have  held  before 
the  war ; I wonder  whether  you  will  hold  them  in  ten 
years  time? ^Very  likely  not  1 

3927.  Your  advances  are  at  present  rou^y  30  per  cent, 
of  your  deposits,  and  you  would  be  quite  prepared  to 
see  them  rise  to  55  per  cent  Do  you  seriously  expect 
to  see  them  go  up  that  high  at  any  time  m the  future, 
even  if  Government  controls  are  rernov^?  Do  you  see 
other  types  of  advances  to  fill  in  this  difference  between 
30  per  cant,  and  55  per  cent.,  dn  entirely  new  hnes  of 
business  or  along  traditional  lin«?  Do  you  reaEy  fed 
that  you  are  going  to  have  the  kind  of  business  you  used 

to  have  on  a scale  which  will  absorb  deposits? Mr. 

Robarts:  I see  no  reason  why  we  diould  not.— Mr. 
Tuke : If  we  had  a 20  per  cent,  reduction  in  oui  deposits, 
the  advances  percentage  would  go  up  proportionately. 

3928.  You  axe  not  looking  forward  to  that  in  the  next 

ten  years? Mr.  Tuke : It  is  a question  of  funding  and 

the  Government  getting  control  of  the  situation;  I do 
not  so  to  any  extent,  no. — Mr.  Robarts:  If  we  had 
a period  of  very  active  industrial  oonditions  and  there 
were  no  controls,  our  loans  would  definitely  rise ; but  I 
doubt  if  fijey  woidd  just  at  the  moment. 

3929.  You  do  not  feel  there  has  been  a secular  change 
in  the  traditional  reliance  on  the  banks ; that  firms  no 
longer  want  the  same  accommodation  from  them  and 

rely  much  more  on  their  own  resources? Mr.  Robarts : 

I do  not  tbinV  so.  I do  not  know  whether  the  propor- 
tion of  profits  now  retained  by  businesses  is  higb»  than 
it  was  before  the  war,  but  that  and  issues  of  capital  are  the 
only  other  ways.— Mr.  Tuke:  This  large  business  in 
personal  loans  did  not  exist  before  the  war  anywhere,  so 
they  are  an  addition.  It  is  not  a question  of  who  was 
1«nrtin.g  that  money  before  the  war : nobody  was  ; or 
perhaps  hire  purchase  was  just  beginning  to  start  up.-^ 
Mr.  Robarts:  I do  not  see  any  fundamental  change  in 
the  economy  which  would  mean  that  never  again  would 
we  lend  heavily. 

3930.  The  issue  is  not  that  you  will  never  again  lead 

heavily.  Your  advances  at  the  moment  are  a little  more 
than  half  the  proportion  you  would  like  to  see ; if  all 
control  over  bank  advances  was  removed,  and  one  was 
looking  to  the  process  of  inflaticai  coming  to  an  end 
and  normal  relationships,  'being  established,  say,  over  the 
next  ten  years,  is  it  your  expectation  that  without  enter- 
ing new  fields  of  business  you  would  have  the  old  pro- 
portion of  advances  to  deposit? -The  nationalised 

industries  are  quite  a factor ; the  great  majority  of  that 
business  has  gone  from  us.  The  level  of  our  advances 
in  those  conditions  must  depend  on  the  state  of  industrial 
activity  in  the  country ; if  we  had  a state  of  very  high 
industrial  activity  I see  no  reason  at  all  why  we  should 
not  run  in  the  direction  we  have  been  talking  about. 

3931.  Do  you  not  think  that  business,  which  has  been 
growing  rapidly,  has  become  virtuaUy  independent  of 

bank  advances  as  a means  of  finance? If  you  mean 

that,  if  there  are  a lot  of  companies  in  a group,  one  com- 
pany dends  money  to  another,  it  may  tend  towards  that ; 
but  I do  not  know  'how  big  a force  that  would  be. 

3932.  Would  it  be  within  your  knowledge  that  about 
half  the  public  companies  in  this  country  have  no  bank 
overdraft? — ^ have  never  seen  .the  figure  you  mention 
and  I do  not  know.  Do  you  know  where  that  figure 
has  been  extracted  from? 

3933.  From  balance  sheets. ^It  does  not  follow  that 

they  do  not  have  it  some  time  during  the  year. 

3934.  That  is  'true.  Perhaps  we  should  noiW  turn  to 
some  of  the  other  possible  lines  of  extension.  You  refer 
to  adva'Qces  against  expwt  credit  guarantees ; is  this  a 
type  business  which  you  would  'like  to  see  expand? 
The  difficulty  of  that  type  of  business  ds  that  it  is 


for  a considerable  period.  The  advances  are  for  yean 
and  not  for  monffis,  or  for  one  year,  or  anything  like 
that  As  we  have  pointed  out,  we  can  only  use  a certain 
amount  of  our  deposits  on  these  redatively  long-term 
loans,  for  the  simple  reason  that  'Our  deposits  are 
callaUe. 

3935.  But  you  lend  to  file  Government  for  ten  years? 
Yes,  but  all  those  securities  are  marketable. 

3936.  If  the  advances  you  were  making  against  the  ex- 
port credit  .guarantees  could  be  reduced  to  a negotiable 
instrument  that  was  marketable,  would  you  fed.  the  same 

hesitation  about  advancing  the  money? We  could  go 

up  higher  then ; and  we  have  indeed  made  that  sugges- 
tion in  the  part  of  our  document  that  deals  with  this 
question. 

3937.  Chairman : But  once  they  become  negotiable  in 
the  ordinary  sense  you  are  taking  something  for  which 
there  is  already  a market  available,  and  you  are  out  of 

the  wood? Mr.  Robarts:  Yes,  the  thing  entirely 

changes.— Mr.  Tuke : Is  it  not  a little  difficult  to  envisage 
putting  in  an  ei^t  or  nine  years  maturity,  as  a three 
months  .bill?  Can  it  .be  done  by  some  means  with  an 
agreement  for  renewal? — Mr.  Robarts:  No;  I think  that 
sort  of  thing  would  'have  to  be  placed  with  long-term 
lenders,  like  insurance  companies  and  people  of  that  kind. 
There  are  certain  technical  difficulties  in  doing  it  at  the 
moment. 

3938.  It  emerged  yesterday  that  the  actual  length  of 
credit  given  by  the  instrument  is  not  so  important  if 

it  is  during  the  course  of  its  life  freely  negotiable? 

That  is  perfectly  true;  that  of  course  obtains  with  a 
short-term  bond. 

3939.  So  the  problem  is  how  to  get  a system  going 
in  which  such  instruments  are  freely  negotiable ; that 

means  a ready  market  to  take  them  at  any  time? 

There  are  great  difficulties  in  this.  There  are  certain 
transactions  which  carry  the  E.C.G.D.  guarantee,  which 
could,  subject  of  course  to  the  agreement  of  the  Bank  of 
England,  be  made  available  to  the  discount  market ; that 
is  one  course.  It  is  possible  that  one  might  get  some 
instrument,  or  some  bond,  'guaranteed  by  the  E.C.G.D., 
which  would  be  acceptable  to  the  insurance  companies ; 
but,  of  course,  not  at  the  present  time  with  this  smucture 
of  interest  rates.  It  could  only  ibe  done  when  interest 
rates  were  lower. 

3940.  Would  you  ecplain  that? Mr.  Robarts:  The 

insurance  companies  at  the  moment  will  only  buy  rela- 
tively long-dated  securities.  The  interest  rate  is  high,  and 
they  take  the  view  that  it  will  come  down  ; therefore 
they  want  to  buy  securities  on  the  basis  of  a 7 per  cent. 
Bank  Rate  and  to  have  them  run  as  long  as  possible, 
and  a security  of,  say,  eight  or  ten  years’  duration  is  not 
attractive  to  them. — Mr.  Tuke:  How  much  of  this  we 
can  do  as  things  are  at  present  depends  on  whether  we 
are  30,  40  or  50  per  cent.  lent.  We  can  do  more  in 
our  present  state  than  if  we  had  what  we  used  to 
regard  as  a more  normal  proportion  of  lending. — Mr. 
Robarts:  We  have  done  a certain  amount  of  this  busi- 
ness, for  the  reason  that  it  is  highly  desirable  from  the 
national  point  of  view.  It  is  always  represented  to  us 
that,  unless  we  can  give  credit  to  customers  overseas  com- 
parable in  length  to  the  credit  they  can  get  from  other 
countries,  they  will  not  buy  from  us ; so  it  is  a direct  help 
to  eicpoit. 

3941.  There  is  nothing  new,  is  there,  about  this  demand 

for  medium-term  credit  for  a num'ber  of  kinds  of  ex- 
ports?  Mr.  Tuke:  It  used  to  be  done  quite  differ- 

ently, by  way  of  a loan  to  the  Government  of  the  coun- 

. try  concerned  .for  a longer  period.  T'hese  medium-term 
export  credit  .guaranlee  transactions  are,  from  the  point 
of  view  of  the  buyer  of  the  goods,  not  nearly  long  enough. 
If  tiiey  are  buying  a power  station,  or  something  like 
that,  they  want  more  than  five  or  six  years  to  pay 
for  the  thing ; but  fliey  take  what  they  can  get,  and  what 
will  happen  at  .ffie  end  we  do  not  know.  In  the  old  days 
it  would  probably  have  been  a twenty-year  loan  to  the 
Government  of  the  country. 

3942.  'When  there  was  a freer  capital  market  it  could 

be  a loan  to  the  Government  or  the  institution  concerned 
in  the  other  country ; it  had  the  money  and  paid  the 
manufacturer  without  difficulty.  But  that  has  not  been  a 
regular  pattern,  for  a very  long  time,  has  it? Foreign 
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loaQS,  generally  speaking,  are  not  acceptable  on  this 
market. 

3943.  This  demand  for  jnedium-teim  credit  on  the  actual 
machinery  or  installation  is  not  a very  new  phenomenon 

surely? Mr.  Tuke:  We  never  saw  it  before  the  war. — 

Mr.  Robarts:  A perfect  example  is  the  Argentine  credit 
which  is  taking  place  in  London.  That  is  primarily  to 
enable  Argentina  to  equip  her  railways,  which  I believe 
are  in  a deplorable  condition.  That  has  been  done  by  an 
E.C.G.D.  guaraniteed  loan  in  which  banks  and  kindred 
institutions  participated.  That  would  have  been  done  years 
ago  by  the  flotation  of  an.  Argentine  Government  loan. 

3944.  Professor  Cairncross:  Yon  say  you  are  doing 
quite  a bit  of  business  of  this  kind  now ; is  it  possible 

to  say  how  much? ^It  varies  enormously  from  bank  to 

bank,  partly  due  to  the  policies  of  the  banks  and  partly 
on  the  chance  of  what  customers  happen  to  bank  with 
them.  A bank  which  happens  to  have  customers  engaged 
in,  say,  the  engineering  business  with  a big  foreign 
clientele  will  do  more  of  it  than  fliose  who  have  not  got 
such  customers. 

3945.  If  dt  is  going  to  be  an  expanding  business  would 
it  not  be  useful  to  have  separate  figures  for  this  kind  of 
business  (an  aggregate  for  all  the  banks,  not  for  individual 
banks),  so  that  it  would  be  possible  to  see  how  rapidly 

it  was  rising? Mr.  Tuke : I thank  the  Export  Credits 

Guarantee  Department  would  have  them,  though  I do  not 
know  whether  they  publish  them. — Mr.  Robarts:  They 
must  have  them,  yes.  They  will  no  doubt  have  to  be 
produced  in  confidence  by  us  to  the  Bank  of  England, 
because  these  transactions  axe  outside  the  scope  of  the 
present  credit  squeeze. 

3946.  Chairman:  What  do  you  find  mainly  lacking  in 

the  E.C.G.D.  provisdons  today? am  told  by  the 

people  who  in  our  organization  have  to  deal  with  the 
E.C.G.D.  that  there  are  a lot  of  very  small  clauses  always 
written  into  these  guarantees,  always  sli^tly  adverse  to 
the  lender.  I would  like  Mr.  Chesterfield  to  enlarge  on 
that ; he  is  doser  to  it  than  I am,  although  I do  not 
think  he  does  it  now. 

3947.  More  dauses  than  you  find  in  a normal  insurance 

policy? Mr.  Chesterfield:  About  the  same.  The  under- 

lying documents  are  a bit  of  a trial,  but  the  basic  objection, 
having  regard  to  the  long  term  nature  of  the  transactions 
involved,  is  the  non-negotiability  of  such  docoments  as 
may  be  supported  by  the  guarantee  of  Qie  E.C.G.D. — 
Mr.  Robarts:  We  have  said  in  our  answer  to  question  5 
in  the  paper  that  in  any  event  a more  simple  form  of 
direct  guarantee  or  export  credit  is  desirable,  and  I am 
told  by  the  people  dealing  with  this  that  that  is  a very 
real  point. 

3948.  Lard  Harcourt:  Is  there  a very  great  difference 

between  the  medium-term  credit  for  exports  and  the  ordi- 
nary term  loan  from  the  bank’s  point  of  view? am 

never  certain  what  is  meant  by  a term  loan.  It  is  an 
American  expression,  if  I may  say  so  with  respect. 

3949.  I am  thinking  of  the  American  practice  of  lend- 
ing to  industry  for  2,  3,  4 and  frequently  up  to  5 years 
(I  do  not  think  most  of  them  go  beyond  5 years).  They 
make  fixed  loans  with  fixed  maturities,  perhaps  a pro- 
portion repayable  annually,  sometimes  the  whole  thing 
repayable  at  the  final  date.  It  struck  me  that  there  was 
not  very  much  difference  between  those  and  between  the 
medium-term  loan  for  export ; but  I think  British  banks 

have  never  made  fixed  term  loans? ^I  will  just  qualify 

that  in  a moment  if  I may ; but  as  a generaUsatlon  that 
is  right. 

3950.  Is  there  any  reason  why  they  should  not? 

There  is  no  reason  why  we  should  not  make  a few ; but 
we  are  limited,  as  we  have  explained  in  our  evidence,  in 
the  proportion  of  our  deposits  which  we  can  tie  up  in 
that  way  simply  because  our  deposits  are  callable ; 
everything  we  have  is  repayable  at  seven  days’  notice, 

3951.  But  you  surely  have  a large  number  of  loans 
which,  though  ostensibly  repayable  on  demand,  have  been 
running  for  years  and  years  because  you  have  never 
wanted  to  call  them,  and  would  not  be  repayaWe  if  you 
did  call  them.  Could  you  an  fact  call  in  a very  large 

industrial  loan? 1 suppose  we  could  ; but  we  have  got 

to  act  as  reasonable  people.  It  would  be  quite  imreason- 
able  to  say  to  a man  who  has  had  a loan  for  some  time, 
or  indeed  for  any  time : “ You  have  to  pay  this  bade  at 
once ; that  is  your  l^al  obligatitm  ”.  We  always  ®ve 
him  time  to  turn  round.  You  rrferred  to  large  industrial 


loans  ; providing  a business  is  in  good  condition,  it  could, 
for  instance,  mortgage  its  plant,  and  so  on. 

•3952.  Professor  Cairncross:  At  the  very  moment  at 
which  you  are  likely  to  want  to  realise  the  loan,  the  market 

would  surely  he  more  frozen? Of  course  we  do  not 

operate  it  in  that  way.  We  have  loyalty  to  our  customers 
in  liat  kind  of  thing. 

3953.  For  that  reason,  as  Lord  Harcourt  says : you  are 

not  really  coimting  on  calling  in  those  loans  on  a very 
large  scale? No,  we  are  not. 

3954.  Lord  Harcourt:  Would  it  not  in  many  circum- 

stances be  more  advantageous  both  to  yourselves  and  the 
company  to  make  a fixed  loan? ^We  do  in  certain  cir- 

cumstances : for  instance,  loans  were  made  last  year 
for  financing  the  building  of  tankers.  That  was  an  excep- 
tional transaction.  There  is  no  hard  and  fast  ‘bar  against 
them,  but,  as  I say,  we  can  only  use  a certain  proportion  of 
our  deposits  in  that  direction. 

3955.  Chairman:  It  becomes  a question  of  degree  then? 

Mr.  Robarts:  Yes ; and  I think  it  is  for  the  individual 

bank  to  decide  what  it  should  do.  We  vary  very  much 
in  these  matters. — Mr.  Tuke : Lord  Harcourt  is  quite  right 
in  saying  that  in  practice  loans  to  certain  customers  go 
on  for  a very  long  time. — Mr.  Chesterfield : Longer  than 
if  it  were  for  a fixed  period,  and  we  really  meant  what 
we  said : we  fix  limits  for  reconsideration  in,  say,  twelve 
mont^.  They  may  be  repayable  on  demand  if  required, 
but  they  can  be  renewed.  There  is  probably  an  overdraft 
limit,  the  advance  fl.uctuating  ^ the  time. 

3956.  Lord  Harcourt:  They  can  take  advantage  of 
periodic  cash  which  they  have,  instead  of  taking  a fixed 
advance  and  having  to  pay  the  interest  on  file  full  amount 

whatever  other  cash  they  have? Mr.  Tuke:  Our 

system  of  the  overdraft  is  quite  different  from  the 
American  term  loan  system,  and  far  more  advantageous  to 
the  customer.  Evexy  cheque  he  pays  in  reduces  the  amount 
outstanding. 

3957.  Professor  Cairncross:  Unless  he  knows  he  needs 
money  for  five  years,  in  which  case  he  is  interested  in 
getting  money  but  not  in  the  prospects  of  repaying  it? 

Yes ; if  he  feels  that  the  security  of  knowing  that  he 

has  it  for  five  years  makes  it  worth  paying  a bit  more 
interest,  then  it  is  an  advantage. 

3958.  Lord  Harcourt:  Might  it  not  be  of  interest  to 

some  of  your  customers  to  have  a proportion  of  their 
overdraft  on  fixed  loan  so  that  they  Imow  exactly  where 
they  are,  and  keep  the  overdraft  for  the  marginal  bor- 
rowing that  might  fluctuate? Mr.  Tuke:  Yes. — Mr. 

Robarts:  We  would  have  to  look  very  carefully  at  the 
proportion  of  our  deposits  which  we  used  in  that  way, 
as  we  do  for  these  E.C.G.D.  guaranteed  loans. 

3959.  Professor  Cairncross:  That  leaves  the  last  issue 
of  long-term  investment  in  industry ; investments  that 
bring  you  into  suoh  an  association  with  industry  that  you 
want  a seat  on  the  board.  As  I understand  the  matter, 
Briti^  banks  have  never  relished  the  prospect  of  being 
obliged  to  send  a representative  to  take  a seat  on  the 
board  of  an  industrial  company.  Is  that  still  the  general 

attitude? ^Yes.  We  do  not  like  doing  that.  We 

want  to  remain  creditors  of  our  oustomars ; we  do 
not  want  to  become  partners  with  them.  That  is  the 
fundamental  difference  between  British  banking  and  the 
sort  banque  iTaQaires  they  have  abroad. 

3960.  If  you  think  of  what  has  happened  to  the  capital 
market  with  the  disappearance  of  the  wealthy  patron,  do 
you  not  think  a small  firm  may  have  difficulty  in  raising 
capital,  and  want  to  get  file  capital  from  the  financial 
institution  with  which  it  is  in  most  intimate  contact, 

namely,  its  bank? ^That  is  the  “ Macmillan  gap,”  which 

the  Industrial  and  Commercial  Finance  Corporation  was 
created  to  fill. 

3961.  I am  fiiinking  of  someflaing  smaller  than  that. 
The  "Macmillan  gap”  referred  to  firms  with  a capital  of 
£200,000,  which  would  be  something  like  £600,000  at 

current  values? ^Yes ; but  they  are  still  dealing  with 

loans  of  the  order  of  £5,000  to  £200,000. 

3962.  Chairman : You  make  a point  in  your  answer 
to  question  1 <g)  that  you  have  been  asked  to  supply 
F.CJ.  and  I.C.F.C.  with  funds,  and  that:  — 

“ the  banks  have  responded,  in  spite  of  the  fact  that 

they  are  thereby  doing  indirectly  business  which  they 

would  not  normally  do  directly  ”. 
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You  make  the  suggestion  that  the  Corporations  ought  in 
that  situation  to  get  their  resources  from  elsewhere  and 
not  from  you.  Where  do  you  contemplate  thern  gettmg 

their  resources  from? ^Wien  times  are  suitable  they 

could  issue  debenture  or  loan  stock  to  the  public  ^te 
easily.  It  would  ibe  well  secured.  I would  not  urge  them 
to  do  it  at  the  moment,  because  it  would  be  so  expen- 
sive, but  it  will  not  always  be  like  that. 

3963  You  think  that  they  really  ought  to  resort  to 

capital  market? ^Yes.  The  o^er  soutm  from  which 

they  can  repay  us  is  by  floating  ofi  some  of  the  busmesses 
which  they  have  been  financing,  and  issue  their  shares 
to  the  public.  They  have  not  done  that  lately  because 
things  are  so  difficult,  but  they  have  done  it  from  Ume 
Co  time. 

3964.  This  is  not  .the  type  of  business  to  which  you^e 
attracted  or  thi-nV  you  ought  to  undertake  m the  public 
interest,  the  financing  of  small  companies  who 

difficulty  in  issuing  stock? ^No,  I do  not  tlnnk  that  is  the 

sort  of  business  we  really  ought  to  go  in  tor  in  a large 
way  ; thou^  we  have  done  it  frcm  time  to  time.  There  are 
many  businesses  that  owe  their  existence  to  having  had 
ffieir  first  finance  from  a bank.  But  it  has  always  bem 
on  the  basis  of  a creditor ; we  have  never  taken  shares  m 
the  business. 

3965.  Chairman:  There  aie  business^  which  say  ftat 
their  present  poation  is  due  to  th«r  bankers,  that  they 
were  iarsed  ia  their  early  stages  by  their  haniers  ; surely 
something  more  than  a creditor  rejahoaship  mmt 

have  been  involved? ^Not  stnotly  a debtoraireator 

relationship. 

3966  I do  not  mean  you  took  shares,  but  you  must  iu 
fact  have  exercised  a benevolent  financing  activity  m 

regard  to  them? -We  know  a lot  about  them,  if  we 

are  going  into  a thing  like  that ; but  we  would  not  go 
beyond  lending  money,  and  we  would  not  take  a share 
of  the  equity. 

3967.  Professor  Coirncross:  Nor  take  an  int^est  in 
promoting  a company,  or  finding  the  man  capital  some- 
where else? ^We  would  advise  'him  where  to  go;  to 

an  issuing  house  or  to  I.C.F.C..  for  instance,  and  we 
frequently  do. 

3968  That  would  he  a man  of  some  size.  I was  think- 
ing more  of  die  very  small  man  whose  capital 

not  he  more  than  £10.000? Mr.  Chesterfield:  I.C.F.C. 

would  deal  with  that. 

3969.  Provided;  he  could  show  a seven  year  profit 

record? ^No,  not  necessarily. 

3970.  Are  you  sure  of  that? ■!  do  not  know  the 

internal  workings  of  I.C.F.C. ; but  a large  of 

IC.F.C.’s  business  comes  from  the  joint  stock  banks. 
Wierever  we  think  there  is  a company  who  could  do 
with  finance  of  that  size,  between  £5,000  to  £250,000,  we 
introduce  them  to  the  I.C.F.C. 


3971.  In  the  case  of  the  small  man  you  have  an  intimate 
acquaintance  with  his  affairs,  because  he  is  indebted  to 
you  • if  be  bad  to  pay  for  the  cost  of  an  inquiry  into 
his  affairs  it  would  cost  him  a substantial  sum,  even  in 

the  case  of  I.C.F.C.  Is  that  not  a material  item? Mr. 

Robarts:  I do  not  think  any  of  us  are  familiar  with  the 
internal  working  of  the  I.C.F.C.  We  own  the  shares, 
admittedly,  and  it  is  very  weU  managed. 

3972.  Chairman : I do  not  want  you  to  under-estimate 

the  amount  you  have  done  and  can  do  in  this  field.  Surdy 
the  'branch  manager  dn  many  cases  has  been  something 
like  an  institutional  patron  to  small  and  beginning  busi- 
nesses which  he  thinks  well  of? would  agree  entirely. 

He  helps  with  advice,  and  be  is  very  much  relied  on 
in  the  community  where  he  works  just  for  that. 

3973.  Apart  from  sending  them  to  I.C.F.C.,  which  is 
perhaps  rather  an  impressive  thing,  can  he  help  them  to 
find  alternative  backers,  apart  fr'om  what  the  ba^  can 

do  in  lending  money? Mr.  Robarts:  I would  think  it 

very  likely  but  I cannot  call  to  mind  any  concrete  instance. 
—Mr.  Chesterfield:  Does  the  Chairman  m^  that  he 
might  .introduce  them  'to  another  customer  of  the  bank? 

3974.  I was  thinking  of  that  primarily? Mr. 

Robarts:  I thinV  the  answer  must  be,  no,  because  he 
would  at  that  point  take  some  responsibility  for  seeing 
the  thing  went  right,  and  he  would  lot^  very  silly  if  it  did 
n0t.~Mr.  Tuke ; In  n-onnal  times  we  ail  of  us  do  lend  such 


people  £1,000  or  £2,000 ; that  is  really  the  way  we  have 
helped  them  with  the  banks’  money,  even  niore  m die 
past  than  in  the  present.  The  old  private  banks  did  that 
a great  deal;  it  is  a question  to  what  extent  the  jcant 
stock  bank  with  its  managers  can  still  maintaan  that,  but 
we  all  hope  we  are  doing  that. — Mr.  Robarts:  It  is  par- 
ticularly true,  of  course,  in  the  case  of  farmers,  'but  it  is 
very  difficult  to  get  any  charge  over  the  assets  of  a 
tenant  farmer ; there  are  certain  things  you  do,  but 
your  money  really  depends  on  your  judgment  of  his  farm- 
ing capacity.  That  is  a very  important  function  of  a 
bank  manager  in  an  agricultural  area.  He  is  always 
backing  his  judgment  in  the  fanners. 


3975.  Lord  Harcourt:  I imagine  that  the  joint  st'Oek 
banks  have  carried  on  to  some  large  extent  the  tradition 
of  financing  the  small  man  through  the  local  manager 

and  through  local  committees? Mr.  Tuke:  Very  much 

so ; with  the  proviso  that  in  these  days  it  is  much  more 
difficult  for  ffie  small  man  to  get  on  his  feet  through 
careful  living  and  saving  because  of  the  level  of  taxation. 
It  takes  him  much  longer  to  develop ; it  ds  not  such  an 
attractive  jff-oposition  either  .to  him  or  to  the  bank. 


3976.  Mr.  Jones : In  the  answer  to  question  1 (c)  we  are 
told ; — 

“ The  position  of  its  liquid  assets  is  bound  to  affect  a 
bank’s  decisions  about  lending,  but  rather  than  call  in 
advances  to  adjust  its  liquidity,  a bank  would  first  cot- 
sider  reducing  its  investments.  Decirions  of  this  kind 
are  taken  without  concerted  action  or  discussion  between 
the  banks.  It  may  happen  that  different  banks  will 
take  different  views  about  an  industry,  and  so  a 
restricted  policy  by  one  ba.nk  may  well  be  counteracted 
by  a more  liberal  policy  in  another.” 

Is  this  really  a problem?  Surely,  no  bank  can  have  a 

monopoly  of  one  industry  or  trade? Mr.  Robarts: 

No ; no  bank  has,  of  course.  We  are  trying  to  say  that 
in  the  normal  way  there  is  free  competition.  I might  take 
a pessimistic  view  about,  let  us  say,  the  cotton  industry 
and  might  not  be  prepar^  to  lend  money  to  it ; Mr.  T^e 
might  take  the  exactly  opposite  view  ; and  if  he  was  ri^t 
he  would  take  the  business  from  me  with  success.  That 
is  what  was  in  our  minds. 


3977.  Professor  Cairncross:  I have  a question  on  the 
answer  to  question  1 (e).  I believe  it  to  be  true  in  other 
countries  that  there  are  different  rates  for  different  periods 
for  which  money  is  deposited.  You  make  a distinction 
between  current  account  and  deposit  account ; have  you 
considered  the  introduction  of  a spread  of  interest  rates 

for  different  periods  of  loan? Mr.  Robarts:  We  used 

to  do  it  years  ago. 

3978.  You  have  not  thought  of  reviving  it? As  we 

say  in  the  paper:  — 

“The  Clearing  Batiks  do  not  offer  special  rates  for 
varying  terms  of  deposit  and  have  not  done  so  since 
1945.  Since  that  date  the  great  majority  of  the  banks 
have  been  well  supplied  with  deposits  and  are  under- 
lent  as  compared  with  the  pre-war  period,  and  have 
therefore  not  felt  it  desirable  to  pay  special  rates  for 
long-term  deposits  which  might  well  entail  raising  the 
rates  charged  to  borrowing  customers.  It  is  necessary 
to  preserve  a balance  tetween  the  rates  paid  for  deposits 
and  those  charged  for  advances.” 

As  I have  said  before,  there  is  not  much  object  in 
bidding  up  for  deposits  at  the  present  time. 

3979.  Have  you  thought  of  reviving  the  policy,  given 
that  you  had  an  incentive  to  obtain  additional  deposits, 

which  you  have  not  at  present? Mr.  Robarts:  It  is 

posable  that  that  may  come  back  again.  If  it  has  hap- 
pened in  the  past  it  can  happen  again  ; buit  in  present  con- 
ditions we  would  not  wish  to  do  that. — Mr.  Tuke:  We 
treat  all  our  money  alike ; it  goes  into  the  common  pot, 
and  the  fact  that  we  had  some  fixed  for  a longer  term  at 
a higher  rate  would  not  influence  us  in  any  way.  There- 
fore it  would  not  do  us  any  good.  I would  frankly  think 
that  in  the  past,  when  we  took  money  for  a longer  term, 
for  three  months,  six  months  or  that  sort  of  thing,  and 
gave  a higher  rate  on  it,  we  wanted  to  give  a higher  rate 
in  order  to  get  the  money,  and  the  longer  term  was  in 
part  an  excuse  for  paying  a higher  rate  for  it.  It  was  not 
that  there  was  any  particular  advantage  in  having  that 
money  for  three  months ; we  did  not  put  that  particular 
money  into  a three  months  Treasury  Bill,  or  anything 
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lake  that.  I can  perhaps  contribute  something  from  our 
overseas  experience;  our  overseas  branches  take  tdme 
deposits  for  various  reasons,  and  thedr  experience  is  that 
those  are  the  most  volatile  of  all  their  deposits.  Their 
deposits  on  seven  days  rranain  dn  the  mass  unchanged,  but 
these  big  deposits  for  fixed  terms  go  up  and  down,  and 
are  a thorough  nuisance. 

3980.  Mr.  Jones:  The  services  of  banking  are  very  useful 
to  your  current  account  customer,  so  that  he  is  content 
not  to  derive  any  interest  upon  any  margins  that  he  is 
able  to  leave  wdtih  the  bank.  If  his  current  account  is 
substantially  built  up,  that  is  to  the  advantage  of  the 
bank.  I am  not  quite  sure  what  the  position  would  be 
in  relation  to  ttie  use  by  the  bank  of  resources  on  current 
accounts ; do  you  have,  with  a higher  Bank  Rate,  a 
substantially  greater  increment  from  your  current  account 

banking  than  otherwise  would  be  the  case? Mr. 

Robarts:  Dealing  with  your  first  point  first,  the  remedy 
is  completely  in  the  hands  of  the  customer.  All  he  has  to 
do  is  to  'instruct  his  bank  to  put  so  much  of  the  balance 
on  deposit,  and  provided  he  leaves  it  for  a minimum  of 
seven  days  he  ■nill  receive  interest  on  it  at  a rate,  at 
present,  of  5 per  cent. 

3981.  Mr.  Woodcock:  Is  that  what  you  expect  him  to 

do? ^They  do  it  freely ; anybody  who  has  money  which 

is  surplus  to  his  requirements,  and  does  not  take  advantage 
of  that,  is  not  so  very  well  advised.  As  for  current 
account  balances,  when  the  Bank  Rate  is  high  we  can 
clearly  use  that  money  at  a higher  rate  of  interest  than 
when  the  Bank  Rate  is  low. 

3982.  There  is  a movement  from  current  account  to 

deposit  account  in  these  circumstances? Very  much  so. 

We  have  noticed  it  very  much  since  the  Bank  Rate  went 
up  in  September. 

3983.  Mr.  Woodcock  : Are  these  tanker  loans  paid  back 

gradually? In  equal  yearly  instalments. 

3984.  Not  like  an  overdraft?  They  cannot  pay  you 

back  as  they  want  to? ^No,  they  are  much  more  like 

the  term  loans,  to  which  Lord  Harcourt  has  already 
referred. 

3985.  'What  is  the  rate  of  mterest  here? was  based 

on  the  current  level  of  Bank  Rate. 

3986.  Does  dt  move  with  the  Bank  Rate? Mr. 

Robarts : Yes ; speaking  from  memory,  as  each  section 
of  the  loan  is  taken,  ttie  rate  for  that  section  is  fixed 
in  accordance  with  the  Bank  Rate  at  the  time  it  is  taken. 

3987.  The  rate  once  fixed  does  n'Ot  vary? ^Not  on 

those  particular  loans  ; but  on  nearly  aU  our  other  loans 
it  does.  The  'tanker  loans  were  special  loans  in  a different 
category  from  almost  everything  else  we  had. 

3988.  That  formula  Ss  only  applied  .to  each  separate 
borrowing  ; it  ‘is  n'Ot  retrospective?  The  actual  loans  you 
made  before  the  Bank  Rate  went  up  stall  remain  at  the 

rate  of  interest  fixed  before  Bank  Rate  went  up? 

Mr.  Robarts:  Yes. — Mr.  Tuke:  Within  rthe  total  of  any 
particular  SKies  of  tanker  loans,  we  lend  it  in  chunks  as  a 
particular  tanker  is  launched. — Mr.  Robarts:  Perhaps  I 
had  better  describe  this  arrangement  rather  more  fully. 
The  loans  .are  for  companies  engaged  in  buSdiag  tankers, 
die  tankers  being  ohartered  to  the  oil  company  which 
will  use  them  for  periods  of  about  twenty  years,  which  is 
roughly  the  useful  life  of  a tanker.  Finance  has  got  to  be 
produced  as  the  tankers  are  built ; 'hence  the  various 
tranches  of  the  ioMi.  I have  already  «;plaiaed  that  insur- 
ance companies  want  only  to  lend  for  fairly  long  periods 
at  these  high  money  rates,  so  these  loans  were  ivided 
into  branches,  the  longer  -tranohes  being  taken  by  insur- 
ance com.panies,  pension  funds  and  kindred  institutions 
and  the  Sorter  tranches,  which  have  an  average  life 
of  eight  years,  by  the  banks. 

3989.  Chairman:  And  this  is  an  arrangement,  from  the 
bank’s  point  of  view,  for  medium  term  financing,  which 

did  not  produce  a negotiable  instrument? ^It  did  not 

produce  a negotiable  dnstniment. 

3990.  Mr.  Woodcock : You  would  noit  want  to  do  much 

of  that? Mr.  Robarts:  We  could  not  do  much  of  'that. 

It  was,  of  course,  represented,  and  no  doubt  rightly,  that 
it  was  very  much  .in  the  national  interest  at  the  time, — 
Mr.  Tuke : It  was  at  'the  time  of  the  Suez  crisis  ; we 
wanted  fast  tankers  to  circumvent  Suez. — Mr.  Woodcock : 
The  argument  about  the  oational  interest  would  apply  to 
power  stations  too. 


3991.  Chairman:  In  your  answCT  to  question  4 you 
make  ithe  comment,  in  dealing  with  the  authoritative 
exposition  of  policy  changes : — 

“ When  Bank  Rate  was  reduced  in  February,  1957. 
despite  official  warnings  that  the  reduction  &d  not 
imply  a reversal  of  the  restrictive  financial  policy,  the 
public  interpreted  the  reduction  as  a sign  of  a reversal 
of  policy. 

Fuller  explanations  to  .the  public  of  these  moves  would 
have  been  useful.” 

What  more  do  you  think  could  have  been  said  to  impress 
the  .public  with  the  significance,  or  lack  of  significance, 

of  what  was  being  done? ^I  suppose  what  was  really 

wanted  was  that  ithe  public  should  believe  what  they 
heard,  and  'they  did  not. 

3992.  That  is  rather  a different  point ; you  make  the 

point  here  that  fuller  explanations  .ought  to  have  been 
offered.  I wondered  what  more  could  have  been  said ; 
the  right  things  were  said? Mr.  Tuke:  The  Govern- 

ment would  aatuialiy  think  in  terms  of  making  an 
announcement  dn  ParlLanien't,  but  the  trouble  about  that 
is  that  only  some  fragment  of  it  appears  in  the  Press.  It 
may  played  up  or  played  down,  and  it  does  not  get 
home. — Mr.  Robarts:  It  is  difficult  to  achieve  it,  but  I 
feel  that  a fuller,  more  comprehensive  explanation  in  the 
Press  would  have  been  of  help.  A full  and  comprehensive 
explanation  was  given  by  the  Governor  of  the  Bank  of 
En^and  to  the  City,  and  they  underst'Ood  the  significance. 

3993.  So  it  was  your  customers  who  did  not? ^Yes  ; 

people  up  and  down  the  country.  These  things  are  not 
of  very  great  public  interest ; ffiey  are  rather  technical, 
and  dit  is  difficult  to  get  the  papere  to  explain  them 
thoroughly.  A reascm  for  this  reduction  was  the  technical 
one  that  the  Bill  rate  had  fallen ; but  that  is  not  the  sort  of 
thing  which  goes  vwy  easily  into  headlines. 

3994.  It  would  not  have  been  understood,  unless  it  had 

been  fully  explained? ^Exactly.  It  is  not  an  easy  one  ; 

and  I am  quite  certain  that  the  man  in  the  street  thought 
“ This  is  fine ; things  are  looking  up.” 

3995.  Mr.  Woodcock:  Is  not  that  what  you  would 
expect?  If  a rise  in  the  Bank  Rate  is  to  be  taken  as  a 
warning,  what  is  a reduction  to  be  taken  as? — Chairman: 
If  you  stress  .the  psychological  importance  of  increasing 
Bank  Rate,  you  must  exp>ect  tile  consequence  of  reducing 

it? Mr.  Robarts:  That  is  perfectly  logical;  but  the 

reasons  which  may  cause  a reduction  in  the  Bank  Rate 
are  various  and  many.  This  was  caused  by  a purely 
technical  position.  I agree  with  you  .that  is  a very  difficult 
thing  to  explain.— Mr.  Tuke:  Any  explanation  offered 
had  to  stand  up  against  the  impression  among  business 
men,  which  had  been  confirmed  over  ten  years  past,  that 
they  could  not  do  wrong  to  gat  hold  of  as  much  stocks 
as  they  could  get  hold  of.  That  has  been  going  on  all 
the  time.  There  was  just  one  .moment,  after  the  Korean 
war,  when  pwices  fell  a bit,  but  otherwise  .they  have  been 
right  to  get  hold  of  all  these  stocks.  It  was  the  general 
inflationary  mentality  of  ithe  country.  They  probably  went 
on  buying  equities  too.  In  the  last  few  months,  and 
be^nning  even  before  the  19th  September,  there  has  been 
a move  the  other  way. 

3996.  Professor  Cairncross:  There  are  a number  of 
questions  on  statistics,  which  we  should  like  to  put  to  you, 
I dou^  wheffier  we  can  put  all  of  the  questions  to  you 
today,  but  it  may  be  useful  to  you  if  we  give  you  an 
indication  of  tiie  kind  of  matters  which  are  of  interest 
to  us.  Clearly  the  information  which  you  need  for  your 
purposes,  or  which  your  shareboilders  need  for  theirs,  is 
not  the  information  which  would  show  what  was  happen- 
ing to  the  banks  as  a group,  which  is  what  is  of  im- 
portance for  monetary  policy.  The  kind  of  information 
we  are  concerned  with,  both  for  our  own  pun>oses  and  for 
publication,  relates  to  the  totals  in  the  banking  system.  I 
think  you  would  agree  that  some  of  the  information  which 
is  at  present  released  is  not  satisfactory,  because  it  is  not 
comprehensive:  for  instance,  although  there  are  figures 
for  .±6  clearing  banks,  there  is  no  single  figure  of  deposit 
liabilities  of  the  British  banks  as  a group ; nor  is  there  any 
comparable  figure  for  other  items,  aggregating  together 
the  &ottish  banks,  the  English  banks  and  other  banks.  1 
think  you  would  agree  that  it  would  be  useful  to  have 
those  aggregates,  for  .the  purpose  of  seedng  what  was 
bapj>enmg  to  the  money  supply  as  a whctie.  There  is  no 
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figure,  so  far  as  I am  aware,  of  the  money  supply  in  this 

country? Mr.  Robarts-.  M you  mean  the  deposits  of 

the  banks  which  operate  in  this  country,  does  not  the 
British  Bankers  Association  publish  such  a figure? 

3997  They  publish  figures  for  advances,  but  not  for 

deposit^ Mr.  Robarts:  I am  very  surprised.  I should 

have  thought  that  that  was  easily  obtainable.— Pro/essor 
Cairncross:  It  is  not.— Mr.  Take:  I take  it  that  you  are 
reaHy  ocmcerned  with  the  upwards  and  downwards  move- 
ments, rather  than  the  base  figures.  The  clearing  tenks 
form  an  immense  proportion  of  the  whole,  and  the  Big 
Five”  are  86  per  cent,  or  so  of  the  clearing  banks. 
^ if  you  look  at  the  “Big  Five”  you  have  a fair 
indication  of  trend. 

3998.  You  have  a fair  indication  of  trend ; but  it  seems 
a little  odd  that  the  one  figure  which  would  appear  to  be 
crucial  is  not  available.  It  may  be  an  indication  ; but  the 
Scotti^  banks  do  not  always  move  in  the  same  direction, 

Cff  to  the  same  extent,  as  the  clearing  banks. But  these 

other  banks  outside  the  clearing  house  keep  a Icrt 
of  their  money  with  us,  so  you  would  get  a lot  of  the 
money  appearing  twice  over. 

3999.  You  may  equally  keep  some  money  with  other 
banks  here,  and  there  may  be  other  forms  of  overlapping ; 
but  the  total  which  is  of  interest  is  the  deposits  held  by 
commercial  banks,  as  far  as  possible  purged  of  any  dupli- 
cation of  this  kind.  If  there  is  duplication  ought  we  not  to 
know  about  it?  If  the  Scottish  banks  have  deposits  with 
you,  that  too  would  be  of  some  interest,  because  otherwise 
we  might  be  looking  at  the  wrong  sets  of  figures.  There  are 
other  keens  where  1 think  the  general  public,  if  it  is  going 


to  form  a yitw  on  monetary  policy,  might  Hke  more 

precise  and  fuller  information. Mr.  Robarts : A lot  of 

the  banks  which  you  are  rrferring  to  are  operafing 
overseas. 

4000.  Is  it  not  apparent  that  .there  is  a distinction 
between  depodts  by  British  citizens  resident  here  and  de- 
posits by  citizens  resident  samewhere  else?  I do  not  want 
to  go  into  this  in  this  discussion ; I am  merely  making  the 
observation  to  you  that,  as  far  as  I am  aware,  the 
are  not  alt^ether  satisfactory ; we  lack  even  such 
a division  as  woiSd  allow  us  to  arrive  at  sensible  con- 
clusions about  the  money  supply  in  this  country.— 
Chairman : Could  we,  first  of  all,  draw  up  and  send  you 
a Mst  of  the  various  setts  of  figures,  about  which  we  would 
like  information  for  the  purposes  of  om:  own  report,  and 
about  which  we  would  also  like  .to  know  whether  there  is 
any  reason  why  they  riiould  not  regularly  be  made  avail- 
able? There  is  no  urgency  about  tfas,  but  perhaps  in  due 
course  you  would  be  able  to  give  us  an  answer,  and  then 
we  cx>uld  have  a meeting  after  due  notice  to  discuss  what 
emerges  from  question  and  answer.  Do  you  think  that 

would  be  the  best  way  to  deal  with  it? 1 think  it  will 

short-edreuit  a lot  of  discussion ; and  I shall  have  to 
consult  other  people ; a lot  of  this  is  not  our  business, 
and  we  must  get  their  agreement. 

Chairman-.  We  wiH  get  the  letter  out  as  soon  as  we 
ran,  I think  that  brings  us  to  the  end,  apart  from  this 
matter  whioh  may  mean  another  meeting.  We  are  very 
much  obliged  to  you,  gentlemen,  for  the  time  and  help 

you  'have  given  us. Mr.  Robarts:  Thank  you  very 

much,  Sir.  I hope  .fliat  we  have  answered  your  questions 
clearly.  We  are  at  your  service  at  any  time. 


{Adjourned  until  Tuesday,  4th  February,  1958  at  11.00  a.m.) 
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4001.  Chairman : Would  you  be^  by  telling  us  a little 
about  the  composition  of  the  Issuing  Houses  Association, 

and  how  it  is  recruited? Mr.  Samuel:  It  was  ori^naUy 

started  after  the  war.  Every  issuing  house  was  written  to 
at  the  time,  and  pretty  well  all  the  issuing  houses  joined 
at  the  time.  Since  then,  people  have  been  able  to  apply  to 
become  members  of  the  Issuing  Houses  Association ; the 
Executive  Counmittee  examines  any  applications,  sees  that 
thiO«  apipiying  have  done  issues  are  responsible  bodies, 
and,  if  so,  are  elected. 

4002.  Was  fliere  any  organisation  before  the  war? 

There  was  no  Issuing  Houses  Association  before  the  war. 

4003.  What  brought  it  into  existence  after  the  war? 

Was  it  a suggestion  of  the  Bank  of  England? ^No,  1 

think  it  was  a suggestion  of  Mr.  Bertram  Abel  Smith,  who 
was  a partner  in  my  bank.  He  thought  that  it  would 
probably  be  a good  thing  to  centralise  the  problems  of  the 
issuing  houses,  and  discussed  that  with  various  people. 
That  is  how  it  came  into  bemg. 

4004.  What  is  the  main  purpose  of  the  Association? 
Is  there  a series  of  rules  of  conduct,  or  undwstandings, 

which  members  are  expected  to  observe? ^No,  there  are 

no  rules  of  conduct.  It  is  really  an  advisory  body,  which 
deals  with  any  problems  which  arise  in  the  course  of  the 
business  of  issuing  houses.  It  may  cover  a great  number 
of  technical  things  wbidi  crop  'Up,  from  .the  issuing  of 
coupons  on  bonds  .to  the  S.E.C.  rules  in  America.  Some- 
times we  are  written  to  by  one  of  the  members ; sometimes 
somebody  who  is  not  a mem'ber  writes  from  one  of  the 
other  bo^es,  say  the  Stock  Exchange,  or  the  Investment 
Trusts  Association,  and  says : “ I think  this  is  a problrai 
which  you  will  be  interested  in.” 

4005.  So  it  is  generally  for  the  discussion  of  matters 
which  are  of  common  interest  to  those  engaged  in  the 

work  of  issuing? ^Yes.  We  do  not  control  how  people 

manage  their  own  businesses,  but  we  like  to  think  that 
the  fact  .that  we  are  there  means  that  members  of  the 
Association  would  not  do  .things  which  would  not  be 
directly  in  accordance  with  what  one  would  .think  would 
be  the  ri^t  practice. 

4006.  When  it  was  formed,  everybody  who  had  been 
concerned  brfore  the  war  in  the  business  of  issuing  was 

invited  to  .become  a member? Mr.  Samuel:  I am 

afraid  1 cannot  answer  that ; I do  not  know  whether  any- 
body else  can. — Mr.  French : I think  the  Issuing  Houses 
Association  came  out  of  the  Accepting  Houses  Committee, 
because  problems  arose  there  after  the  war  which  that 
Committee  did  not  think  were  within  their  province,  for 
instance  about  foreign  bonds  that  had  defaulted,  and  that 
sort  of  thing.  There  are  only  about  seventeen  accepting 
houses,  and  thra^e  are  a great  many  more  people  who  are 
concerned  with  issues. 

4007.  The  accepting  houses  had  a body  before  the  war? 

Mr.  Samuel:  Yes,  the  Accepting  Houses  Committee 

has  been  going  much  longer. 

4008.  Have  you  had  any  applications  to  join  your 

Association  since  it  was  originally  constituted? Mr. 

Samuel : Yes ; periodically  people  aj^ly.  Only  a month 

30500 


ago  somebody  applied,  who  actually  had  done  issues,  but 
was  not  a member. — Mr.  French:  I happened  to  meet 
the  man  on  question  at  dinner  on  .the  day  be  had  done  an 
issue,  so  I asked  him  why  he  was  not  a member  of  the 
Association ; he  said  that  it  was  not  worth  it,  but  he 
applied  to  join  the  next  day. 

4009.  He  came  in? ^Yes. 

4010.  Has  anybody  who  applied  been  refused? 

We  would  only  admit  a firm.  On  one  occasion  there  was 
an  applicant  who  was  a sole  trader;  he  did  not  qualify 
under  our  rules,  but  he  later  joined  up  with  a firm,  and 
came  in.  We  do  not  allow  a sole  partner.  It  is  very  rare 
to  have  a sole  partner  making  issues. 

4011.  Is  the  point  in  requiring  that  you  should  not  have 

a sole  partner  .the  solidity  of  the  house? Mr.  Samuel: 

Yes  ; one  does  not  know  with  an  individual  or  sole  partner 
what  is  his  position.  There  is  no  means  of  knowing 
enough  about  him. 

4012.  Has  anybody  applied  and  not  been  accepted,  since 

the  Association  was  formed? Mr.  French : There  was 

that  one,  but  he  was  accepted  later  when  he  joined  a firm. 
— Mr.  Samuel:  I do  not  recollect  any  other,  certainly  not 
since  I have  been  on  the  Executive  Committee,  which  is 
about  five  years. 

4013.  Professor  Cairncross ; Why  then  are  there  so  many 
issues  that  are  made  not  throu^  the  Issuing  Houses 

Association,  but  in  other  ways? Most  of  those  are 

made  by  brokers  without  an  issuing  house,  which  is  a 
practice  .which  has  arisen  in  the  course  of  years. 

4014.  Should  we  be  ri^t  in  taking  the  figures  which 
you  give  in  paragraph  7*  as  indicating  that  about  40  per 
cent,  of  the  issues  of  public  companies  are  handled  by 

brokers? 59  per  cent,  was  raised  by  us ; .the  other  was 

raised  by  brokers. 

4015.  Chairman:  Would  that  toe  mainly  placings? 

No. 

4016.  Issues  with  prospectus? ^The  brokers  do  busi- 

ness in  exactly  the  same  way  as  an  issuing  house, 

4017.  Professor  Cairncross : Would  these  be  mainly  in 
London,  or  would  a substantial  portion  be  out  of  London? 

Mr.  Samuel:  I eocpect  most  of  it  is  in  London,  but 

it  does  tdce  place  out  of  London  at  other  Stock  Exchanges, 
like  Birmingham  and  Glasgow. — Mr.  French : LC.I.’s 
recent  issue  regrettably  had  no  issuing  house.  There  are 
these  big  firms  of  brokers  which  specialise,  and  are  really 
like  issuing  bouses ; but  an  issniing  house  really  acts  as 
principals  in  the  matter,  and  brokers  are  agents  when  they 
are  broking. 

4018.  Chairman:  A broker  who  did  a very  big  issue  of 
of  that  kind  would  not  be  a member  of  your  Association? 

Brokers  are  not  members.  We  have  to  have  brokers 

when  We  make  issues,  as  well  as  an  issuing  house. 

4019.  Professor  Cmmcross:  Is  the  brokK  still  merely 

the  agent  for  the  public  company?^ 1 think  he  does  it 

very  much  the  same  way  as  we  do. 

• Memoranda  of  Evidence  Part  VI  No.  12. 
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4020.  Professor  Sayers:  What  is  the  distinction,  then, 
between  a broker  and  an  issuing  house,  for  this  purpose? 
Mr.  Samuel : The  distinction  is  one  which  we  particu- 
larly like  to  think  is  a very  good  one.  If  you  are  an 
issuing  house  you  have  to  use  a broker,  because  the  sl^es 
have  to  be  quoted  on  the  Stock  Exchange,  and  you  have 
to  go  through  all  the  business  with  the  Stock  Exchange. 
But  we  think  that  issuing  houses  are  the  best  bodies  to 
do  that,  because  their  resources  are  greater,  and  their 
general  knowledge  of  busine^  is  ^eater,  than  the  broker  s, 
who  should  really  be  confining  .his  business  to  stocks  and 
shares  as  such.  I have  no  doubt  they  do  not  agree  with 
us,  but  that  is  our  view. 

4021.  Chairman:  Does  the  broker  arrange  the  under- 
writing in  these  cases? Yes. 

4022.  He  takes  them  himself,  and  does  what  he  can  by 

sub-underwriting  just  like  you  do? Yes. 


4023.  Mr.  Jon^s:  What  would  be  the  “greater 

resources  ” of  the  issuing  hous«,  as  compared  with  those 

of  a firm  of  brokers? ^A  lot  of  the  issuing  hous«  are 

private  companies,  and  you  cannot  tell  what  their  issued 
capital  is  ; but  .a  lot  of  them  are  very  large  ones,  and  you 
know  what  their  issued  capital  is,  and  you  know,  even 
if  you  do  not  see  their  figures,  by  the  business  ^ey  do, 
that  they  have  large  resources,  in  many  cases  running  into 
millions  of  pounds. 


4024.  Professor  Cairncross:  You  are  referring  to  their 
capital ; not  to  deposits  or  anything  of  that  kind? ^No. 


4025.  Professor  Sayers:  How  are  the  resources  brought 
to  bear  on  an  issue?  What  re^onsibilities  do  issuing 
houses  take,  which  a broker  does  not  take  when  he  acts 

without  an  issuing  house? ^No  different  responsibilities  ; 

in  other  words,  in  those  cases  it  is  a question  of  under- 
writing. With  most  issues  there  has  probably  been  some 
sub-underwriting  with  institutions  and  bodies  like  that ; 
in  either  case  the  ultimate  responsibility  is  with  the  under- 
writer. If  his  sub-underwriters  let  him  dovra,  the  under- 
writer is  the  person  who  takes  the  ultimate  responsibility. 


4026.  Then  what  are  the  advantages,  from  the  public 
point  of  view,  of  these  greater  resources  that  the  issuing 
houses  are  brining  into  the  business?  They  take  no 

further  responsibility? If  anything  went  wrong,  it 

would  be  incumbent  upon  the  person  making  the  issue 
to  find  the  money ; naturally,  if  I want  some  money  for 
my  business,  I want  to  be  certain  that  I shall  get  it. 

4027.  Professor  Crdrncross:  The  advisory  service, 

which  you  referred  to  in  the  memorandum,  would  perhaps 
be  more  expensive  in  the  case  of  an  issuing  bouse,  than 

in  the  case  of  a broker? 1 think  generally  speaking  that 

would  be  so. 


4028.  Would  you  sub-underwrite  100  per  cent,  of  each 
issue,  or  do  you  retain  part  of  the  underwriting  in  your 

own  hands? It  varies  very  much  according  to  the  size 

and  nature  of  the  issue.  1 would  say  that  most  issuing 
houses  kept  a certain  amount  in  their  own  hands,  but 
not  proportionately  more  than  they  thought  was  generally 
good  business.  _On  the  whole  I should  say  that  probably 
the  great  majority  of  an  issue  would  be  sub-underwritten. 


4029.  Which,  in  your  view,  are  the  main  sub-under- 
writers? Do  the  insurance  companies  take  the  bulk,  or 

pe  there  any  other  groups  of  sub-underwriters? The 

insurance  companies  take  most  of  it ; and  there  are  invest- 
ment trusts,  pensions  funds,  and  various  charitable  funds 
as  weU. 


4030.  Do  you  think  the  insurance  companies  would  take 

half,  as  they  claim  to  do? Mr.  Samuel:  I should  thiiiV 

that  IS  about  right. — Mr.  French : If  they  do  not  take  half 
we  have  a job  to  underwrite  it. 

^31.  To  see  charitable  funds  venturing  into  this  is 
rather  odd.  What  brings  people  into  the  sub-underwriting 
business? — Sir  Oliver  Franks:  I know  erf  one  or  two 
which  do ; they  pay  tax  on  their  profits  if  they  make 
them,  because  it  is  a trading  transaction ; but  their  funds 

Me  not  precluded  from  being  used  in  this  way? Mr. 

Samuel : It  varies ; some  do  and  some  do  not.  On  the 
question  as  to  how  people  become  suVunderwriters : when 
c®e  _ wants  to  underwrite  or  sub-underwrite  an  issue, 
particularly  a large  issue,  one  obviously  wants  to  tap  as 
m^y  sources  as  possible.  As  new  sources  come  into 
Ming  (pension  funds  and  things  like  that)  we  know  that 
mere  are  ottier  sources  which  we  can  use,  and  naturally 


we  approach  them.  Also,  of  course,  on  the  whole  they 
like  to  have  the  underwriting.  In  many  cases,  if  it  is 
a rights  issue,  contact  is  established  as  shareholders  get 
their  rights.  It  is  just  part  of  the  general  mechMiism  of 
tile  City ; people  are  brought  in  as  sub-underwriters  as 
they  become  established  bodies. 

4032.  Mr.  Jones:  Are  the  arrangements  for  underwriting 

always  direct  between  the  issuing  house  and  the  insurance 
company  or  whatever  it  is,  or  are  there  occasions  when 
brokers  come  in  between  the  issuing  house  and  the  under- 
writer?  In  most  cases  I should  say  the  broker  does  not 

come  in  between  as  regards  responsibility.  The  broker 
acts  as  an  agent  who  goes  round  and  places  the  sub- 
underwriting  on  behalf  of  the  issuing  house.  He  does 
not,  when  he  is  acting  in  that  way,  take  the  responsibility 
for  iL 

4033.  You  would  never  have  an  arrangement,  say  with 
a superannuation  trust  or  an  insurance  company,  for 
underwriting  a certain  amount  of  the  issues  for  which 
you  were  responsible  as  issuing  houses?  Would  it  always 

be  done  through  the  brokers? Mr.  Samuel:  If  it 

was  a small  amount  one  wanted  to  underwrite,  it  might 
not.  In  some  cases  we  do  not  underwrite  it,  we  just  place 
it  direct,  in  which  case  the  issuing  house  may  go  direct 
to  an  insurance  company.  We  may  find  that  one  of  the 
big  insurance  companies,  if  it  is  a very  small  amount, 
w2l  take  the  whole  lot.  It  varies  according  to  the  size 
and  complexity  of  the  issue ; on  big  ones  a broker  is 
usually  used,  but  even  on  those  the  issuing  house  may 
place  some  of  it  itself  and  not  give  it  all  to  the  brokers. 
Usually  the  issuing  house  discusses  the  matter  first  with 
its  client,  the  firm  that  wishes  to  raise  the  money.  Then 
the  issuing  house  approaches  one  or  two  of  the  big 
insurance  companies  to  sound  out  what  they  feel  about 
it,  and  to  get  an  idea  of  what  their  reaction  would  be. 
Then  we  call  in  a broker,  and  there  is  a tripartite  discus- 
sion with  the  client  and  the  broker ; maybe  accountants 
and  solicitors  will  come  into  it  by  that  time.  As  far  as 
the  issuing  house  is  concerned,  the  price  must  have  the 
agreement  of  his  client,  in  discussion,  possibly,  with  the 
broker.  Then  the  issue  is  imderwritten,  which  consists 
of  an  underwriting  agreement  between  the  issuing  house 
and  its  client,  and  more  or  less  simultaneous  sub- 
underwriting  agreements  with  a great  number  of 
sub-underwriters. 

4034.  Is  that  underwriting  in  all  cases  in  the  hands  of 

brokers? Mr.  Samuel:  Some  underwriting  may  be 

done  by  the  issuing  house,  itself ; as  regards  the  remaining 
part,  v^ich  is  in  ±e  hands  of  the  brokers,  one  will  have 
a pretty  good  idea  h^ore  they  go  round  as  to  what 
may  happen. — Mr.  Carnwath : When  the  'broker  does  this 
for  the  issuing  house,  he  is  acting  as  an  agent  for  the 
issuing  house.  The  issuing  house  has  put  its  name  to  the 
issue  and  the  suibnunderwriters  will  be  considering  the 
reputation  of  the  issuing  hotise  whose  name  is  on  it. 
So  they  are  really  doing  it  with  the  backing  of  the 
issuing  house,  and  the  .broker  is  purely  an  agenh 

4035.  To  what  extent  do  issuing  houses  themselves 

underwrite  issues  that  fliey  are  responsible  for  without 
sub-underwriting  them? Mr.  Samuel:  Very  seldom. 

4036.  Professor  Cairncross : Do  you  assume  a financial 
commitment  for  the  issue,  before  you  have  arranged  the 

sub-.undHwritmg? ^That  varies.  Sometimes  one  does 

but  on  the  whole,  if  it  is  a big  issue,  one  does  not. 

4037.  There  must  be  times  when  ithe  financial  climate 
changes  abruptly,  when  the  Bank  Rate  goes  up  sharply, 
for  instance;  if  you  were  then  in  the  position  of  being 
committed  to  maldng  cartain  issues,  and  had  not  arranged 

the  underwriting,  you  might  be  in  some  difficulty? 

Mr.  Carnwath : Yes,  it  does  arise,  occasionally  on  largo 
issues  ; the  issue  may  have  .to  be  put  off,  or  the  terms 
altered. 

4038.  Professor  Sayers:  For  how  long  a period  db 

you  feel  coimiitted  to  an  issue  before  you  have  it  safe 
in  the  hands  of  ,the  underwriters? Mr.  Samuel:  Com- 

mitted on  doing  it;  possibly  for  quite  a long  .time; 
committed  on  prices : rusually  not  for  long. 

4039.  We  have  had  for  a long  time  somethin.g  approach- 
ing a convention  that  the  Bank  Rate,  on  the  whole,  moves 
up  by  1 per  cent  and  down  by  one-half.  If  that  were  to 
give  way  to  a convention  that  the  Bank  Rate  normally 
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went  up  by  2 pw  cent,  and  down  by  1,  would  that  make 

difficuities  for  you? Mr.  Samuel:  I think  it  would 

merely  mean  that  we  should  have  to  ^ve  a great  deal 
more  consideration  to  this  particular  issue.  The  whole 
terms  of  an  issue  depend  on  the  Bank  Rate  and  gilt-edged 
prices,  and  if  we  thought  there  were  likely  to  be  very  wide 
or  large  fluctuations  in  the  Bank  Rate  we  should  just  have 
to  be  more  caraftil, — Mr.  French : The  rates  of  commission 
might  go  U(p. 

4040.  Professor  Coirncrojf:  But  is  it  not  part  of  your 
contention  that  you  would  like  to  see  the  rate  of  interest 
used  more  freely  as  an  econom'ic  regulator,  and  does 
that  not  imply  rather  more  violent  and  frequent  move- 

mMts  of  the  rate? Mr.  Carnwath:  I would  not  quarrel 

with  that  at  ail. — Mr.  Samuel:  But  one  might  quarrel 
with  that  being  the  normal  way  of  using  the  Bank  Rate 
when  there  were  no  jarticular  economic  pressures  which 
were  unduly  violent  at  the  time.  Our  whole  thesis  has 
been  that  when  it  was  necessary  it  has  mot  been  used 
violently  enough, 


4041.  Professor  Sayers:  On  that  basis  it  mi^^t  be  more 
normal  in  future  for  the  Bank  Rate  to  move  botii  up 
and  down  by  bigger  jumps  than  has  been  customary  in 
me  past.  There  is  another  point  on  the  mechanics  of 
Bank  Rate  movement;  it  is  sometimes  suggested  that 
It  IS  unfortunate  that  Bank  Rate  movements  are  thought 
to  be  poperly  confined  to  about  12  o’clodk  on  a Thurs- 
day. Suppose  that  it  became  normal  for  them  to  happen 
at  any  tune  in  the  week,  as  technically  they  can  now  • 
would  that  afco  make  your  work  more  difficult,  and  also 

more  expensive  _ for  .the  public? do  not  know  in 

either  case  that  it  makes  it  more  expensive  to  the  public. 


4042.  If  it  made  it  more  difficult  for  you,  it  would  seem 
would  become  more  expensive  to  the 
public? do  not  think  that  does  follow. 


. 4043.  Chairman : I thought  one  of  the  answers  we  had 
steeper  movements  of 
uanK  xate,  with  consequent  nKiveraents  of  gilt-edged  rate 
in_  which  you  are  primarily  interested,  it  would  tend  to 
raise  the  commission  which  the  underwriter  would  have 

to  take.  Did  you  not  say  that? Mr.  French : I said 

ffiat,  but  I may  be  wrong.— Mr.  Samuel:  It  is  awfully 
difficifit  to  judge  how  much  difference  it  would  make, 
until  It  IS  in  force,  and  one  sees  how  frequently  it  is  used 
on  economic  arguments.  If  it  is  really  going  to  be  altered 
very  frequently,  once  a month  or  something  like  that, 
then  I suppose  it  would  make  a difference,  but  I was 
not  reaUy  thinking  of  it  being  altered  quite  so  often. 


4044.  Professor  Cairncross:  Suppose  that  it  is  altered 
by  2 per  cent,  upwards,  whenever  an  upward  movement 
is  necessary;  is  not  that  going  to  create  a jam  in  the 
new  issue  market,  from  time  to  time,  which  would  be 

really  awkward  from  your  point  of  view? Mr. 

Carnwath:  Surdy  we  are  not  going  to  contemplate  a 
completely  irresponsible  movement  of  Bank  Rate.  If 
Bank  Rate  is  going  to  move,  it  is  going  to  move  in  a 
certain  economic  climate.  Presumably  it  is  part  of  the 
job  of  the  issuing  house,  advising  their  clients,  to  con- 
sider that  economic  climate,  and  they  would  be  considering 
their  assessment,  in  the  light  of  that  and  of  the  possibility 
of  a movement  in  the  Bank  Rate.  Whether  it  moves 
2 or  1 per  cent.  I think  you  can  only  consider  it  in  the 
light  of  the  circumstances  at  the  time. 


4045.  You  point  out  in  your  memorandum  that  there 
are  quite  long  stretches  of  the  year  when  the  new  issue 
market  is  not  functioning,  on  seasonal  grounds.  Have 
increases  of  the  Bank  Rate  normally  been  followed  by  a 
similar  interval  in  which  issues  were  extremely  difficult? 
Mr.  Samuel:  No.  I do  not  say  it  makes  issues  diffi- 
cult to  raise.  It  causes  a delay,  because  there  is  a re- 
adjustment of  sights  to  the  new  basis  of  Stock  i^change 
prices ; and  I suppose  in  certain  cases  a drastic  raising 
of  Bank  Rate  in  the  sort  of  climate  which  happened  kst 
year  might  cause  a shodc  which  might  make  issues  difficult 
to  do,  because  people  might  suddenly  think  that  the  situa- 
tion is  worse  than  they  thought.  But,  generally  speaking, 
I would  think  that  the  actual  mechanical  fact  of  raising 
the  Bank  Rate  merely  means  a mechanical  adjustment 
of  rates.  It  might  in  certain  cases  make  borrowing  top 
expensive ; and  some  people  might  say  that  they  would 
not  go  ahead. 


4046.  Is  this  just  a matter  of  prices?  I have  always 
understood  there  were  times  when  the  new  issue  market 
was  in  effect  closed  to  issues,  because  it  would  be  tech- 
nically impossible  to  make  an  issue.  This  was  not  just 
a matter  of  whether  your  client  would  be  prepared  to 
accept  another  price,  but  really  that  it  would  be  impos- 
sible to  arrange  underwriting  and  subsequent  disposal 

of  stock.  Is  this  not  so? Mr.  Samuel:  I should  think 

it  would  be  true  for  a week  or  two  after  a really  big 
adjustment  of  rates,  because  it  means  a big  adjustment 
all  round.  I think  that  would  be  the  right  way  of  putting 
it. — Mr.  Carnwath : The  last  movement  of  the  Bank  Rate, 
which  was  a particularly  large  one,  had  surprisingly 
little  effect  on  the  long-term  rate,  with  which  we  are 
mostly  concerned.  As  you  will  remember,  a large  issue 
was  being  underwritten  in  the  City  at  the  time,  and  the 
terms  of  that  were  not  really  all  that  different  from  those 
at  which  you  can  underwrite  a similar  issue  today. 

4047.  Chairman : You  say  “ surprisingly  little  ”.  Were 

you  all  in  fact  surprised  by  the  smallness  of  the  move- 
ment in  the  gilt-edged  market  which  resulted? Mr. 

Carnwath : I do  not  think  I was  myself,  no ; perhaps 
“surprisingly”  was  not  the  right  word. — Mr.  Samuel:  1 
think  a lot  of  the  movement  had  been  discounted  in 
advance. 

4048.  Professor  Sayers:  May  we  come  back  now,  in 
the  light  of  what  we  have  just  been  saying,  to  my  ques- 
tion about  the  timing  of  Bank  Rate  changes?  Now  the 
chances  are  very  heavily  against  its  moving  between  one 
Thursday  and  the  next ; on  the  whole  that  does  not 
happen.  Suppose  that  it  became  usual  for  it  to  happen 
on  any  day  of  the  week,  say  at  the  opening  of  business 
on  any  day  of  the  week  ; would  you  be  much  diwoni- 

forted? Speaking  purely  as  an  issuing  house,  I think  it 

must  be  easier  to  know  on  which  day  a fluctuation  in  the 
rate  may  take  place. 

4049.  Sir  Oliver  Franks : Is  that  saying  that  freedom  is 

only  real  under  rules?  If  there  is  a rule  about  the  Bank 
Rate,  then,  as  issuing  houses,  you  think  freedom  means 
rather  less  after  modification  in  the  rules  about  the  Bank 
Rate,  i.e.,  it  becomes  more  difficult? ^Yes. 

4050.  Professor  Sayers:  How  substantial  is  this  point? 

Would  you  raise  a serious  argument  against  greater  free- 
dom in  the  timing  of  the  Bank  Rate  changes? Mr. 

Samuel:  No. — Mr.  Carnwath : It  is  just  one  of  the  things 
one  has  got  to  deal  wiffi. 

4051.  Professor  Cairncross:  Have  you  seen  any  indica- 
tion, since  the  last  increase  in  Bank  Rate,  that  the  queue  of 
appUcants  for  new  issues  is  diminishing?  Is  there  any 

marked  change? Mr.  Samuel : No,  1 do  not  think  it 

has,  on  ffie  whole.  I think  there  have  been  just  as  many. 
—Mr.  Carnwath:  It  is  difficult,  because  people’s  experi- 
ence varies. — Mr.  Samuel : There  have  been  some  very  big 
issues. 

4052.  There  were  large  numbers  of  big  issues  pending. 
If  you  take  the  more  immediate  evidence  in  the  last  two 
months,  is  there  any  indication  of  any  marked  falling  off? 
— Mr.  Carnwath : I would  say  there  was  some  indication. 
— Mr.  French : Yes.  I think  the  smaller  ones  have 
probably  sheered  off  a bit. 

4053.  Hie  C.I.C.  is  finding  rather  fewer  applications, 
and  I wondered  if  this  had  come  through  to  the  market? 

Mr.  Carnwath:  Whether  it  was  so  much  the  actual 

long-term  interest  rate  which  has  kept  them  off,  or  being 
rather  frightened  to  go  to  the  C.I.C.,  because  of  its  tougher 
attitude,  I do  not  know. 

4054.  Chairman:  Would  not  the  fact  that  these  very 
large  issues  have  taken  place  and  are  still  hanging  over 
the  market  tend  in  itself  to  keep  the  small  issues  back? — 
Mr.  French : Yes. 

4055.  Sir  Oliver  Franks:  Does  permission  have  to  be 
obtained  firom  the  authorities  for  the  timing  of  all  issues 

above  a certain  size,  or  for  all  issues? All  above  £1 

million  have  to  go  to  the  Bank  of  England ; all  below  £1 
million  have  to  go  to  the  Council  of  ffie  Stock  Exchange. 

4056.  When  you  are  dealing  witti  the  Bank  of  England, 
are  you  not  dealing  with  something  which  forms  and 
manipulates  a queue?  Is  that  the  case  with  lesser  issues 
with  the  Stock  Exchange,  or  is  that  a straight  formality? 
^The  Stock  Exchange  are  merely  acting  as  the  agent 
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of  Ihe  Bint  of  Enjlind,  but  thty  hays  besn  P'™ 
uon  at  a loner  level.  Where  there  is  a smaU  atnoimt  tt 
does  not  really  aSect  the  market  very  much,  so  it  can  be 
alloved  to  go  ahead. 

4057.  But  if  the  Bank  of  England  wished  to  hold  the 
way  dear  for  a particular  issue  of  some  sort,  it  could  maKe 
m wirties  effecuve  not  merely  with 
isioes  of  l\  million  and  up,  but  through  the  Stock 
PT^ht»«i|..  for  the  little  ones,  if  they  thought  it  necessary? 
1 am  not  quite  ^ure  how  it  works,  but  I imagine  so. 


4058.  Chairman-.  What  happens  with  this  marshaUmg 
of  issues  by  the  Bank  of  England?  Does  the  issuing  hotw 
take  up  the  question  of  the  timing  of  the  issue  with  the 

Bank  of  EngUnd? When  it  is  over  £1  million,  we  have 

to  go  thrmigh  the  Government  broker ; the  issuing  house 
can  do  k direct  with  him  if  it  wants  to  keep  it  secret,  ot, 
if  It  hai  a broker  acting,  he  will  normally  go  to  the 
Gomnment  broker. 


4059.  The  Government  broker  is  the  means  of  access? 
Yes. 


4060.  Do  you  have  arguments  about  what  jdace  you 
should  have  in  the  queue,  or  is  it  all  accepted  without 
demur?— Mr.  Samuel-.  There  is  not  always  an  active 
queue,  but  if  there  is  one  we  probably  put  our  claim  in 
for  the  date  we  want,  and  we  may  have  to  alter  it  later. — 
,Mr  Carnwath-.  One  is  trid  in  the  first  instance  by  the 
Capital  iMues  Committee,  when  cme  gets  Treasury  consent, 
whether  or  not  one  has  to  make  application  for  timing; 
and  then,  of  course,  depending  on  how  far  advanced  one 
is  widi  the  issue,  one  tries  to  get  one's  |dace  in  the  queue 
as  qukdtly  as  possible. 


4061.  You  go  to  the  Government  br<*o-  and  ask  for 

a date? Yes.  We  say:  “This  is  what  I would  like  to 

do.  Is  this  all  right?"  In  the  great  majority  of  cases,  it 
umaDy  a all  right ; there  is  not  usually  much  difficulty, 
unless  there  is  a really  big  issue  which  is  likely  to  fill 
the  market  during  that  time.  Then  you  are  jffobably 
warned  that  K would  be  wiser  to  put  your  programme  on 
a wed:,  or  iH-ing  it  back  a week,  if  you  can. 

4062.  Are  you  Krfd  the  reason  for  the  date  you  want 

not  being  acceptable? No. 

4063.  Froftstor  Sayers'.  Do  you  accept  the  change  of 
date  as  bdng  probably  in  your  own  ccmimercial  interests 

aniway? Mr.  CarnM/ath:  I think  so,  really.  I was 

trying  to  see  if  I could  remember  one  when  we  actually 
did  not  get  die  date  we  wanted.  It  usually  seems  to  fit  in 
fairly  well. — Mr.  Samueh  Of  course  the  very  big  ones 
have  to  be  very  much  put  in  at  the  ri^t  mcHnent. 

4064.  Sir  Oliver  Franks:  But  is  there  not  anything  out- 

side your  field  in  the  market?  There  is  a certain  amount 
of  marshalling,  or  inclusion  and  exclusion,  in  the  whole 
field : surely  local  authorities  think  that  they  are  either 
held  back  or  allowed  to  go  forward  in  relation  to  every- 
thing else  that  is  going  on  in  the  issuing  field‘> Mr 

Samuel : Yes.  local  authorities  and  Commonwealth  pro- 
jects.   Mr.  CornwfliA : There  is  probably  a different 

queue  local  auffiorities.  which  are  in  a different  class 
^ indusma!  debentures.  That  is  the  impression  one 
gets. 

4065.  Professor  Spm:  For  how  long  his  Biis  marshal- 
Imj  bten  going  on?  Is  it  purely  post-1939,  or  does  it  go 
lutther  back?— -I  was  surprised,  on  reading  the  life  if 
Lord  Norman  that  there  was  an  unofficial  arrangement, 

World  War,  m regard  to  foreign  issues  ; 
but  I Ihmk  It  has  only  been  official  in  any  wav  since 
the  Capital  Issues  Committee.  ^ ^ 

4066.  We  should  not  really  find  that  within  living 

memory  a Wtltm  operated  without  any  marshalling  a1 
all? 1 should  think  that  is  probably  right.  ^ 

4«7.  Chmrrmm  : You  spoke  just  now  as  if  the  variations 
that  «re  brought  about  were  really  a week  forwSd  o?  a 

iltno  that? am 

only  talking  of  my  own  experience ; in  practice  that  is  ™ 

40M.  Sir  Oliver  Frnnij:  Has  it  not  been  the  case  0 am 
not  speaking  from  know  edge  at  all  fprsrr,  *■  • 

^t^^a^ajy  happen  S 

exceptionally  big  issues, 


• — — - ' - —...I  hAJ  aM4^4l^UeU  1 

mr  mrwtM.  There  have  been  two 


the  BP  and  Shell  issues ; when  they  get  to  that  size  they 
are  controlled  not  in  weeks  but  in  months. 

4069.  Professor  Cairncross:  Do  rights  issues  take  their 

place  in  the  queue? If  they  were  big  enough,  they 

would.  They  aU  go  through  the  C.I.C. 

4070.  Sir  Oliver  Franks : Decisions  about  placing  in  the 

queue,  the  size  of  the  queue  and  the  co-ordination  of  the 
different  queues,  presuppose  certain  judgments  about  the 
amount  of  money  which  can  be  raised,  and  the  amount 
of  capital  investment  in  the  private  sector  which  is  possible 
or  desirable.  Are  these  general  oonsideratirms,  which  pre- 
sumably govern  the  action  of  the  authorities  in  the  way 
that  they  space  things  out  and  arrange  them,  communi- 
cate? Do  you,  as  issuing  houses,  know  how  much  capital 
investment  is  likely  to  be  made  in  six  months  or  twelve 
months,  or  is  that  not  said? We  are  given  no  informa- 

tion on  it,  no. 

4071.  Chairman:  What,  according  to  your  understand- 
ing, are  the  absolute  priorities  which  affect  this  order? 
There  are  the  Government’s  own  issues  for  which  the  way 

is  cleared,  I gather? Yes,  I think  that  is  considered 

to  be  so. 

4072.  Apart  from  that,  what  would  you  understand  had 
a priority  over  any  ordinary  issue  you  were  wanting  to 

bring  up? It  depends  very  much  on  the  industry,  and 

the  Government’s  opinion  of  what  is  important  in  the 
national  economy.  There  is  no  question,  as  things  go  at 
the  moment,  that  industries  which  have  a lot  to  do  with 
the  exports  field  would  have  a high  priority. 

4073.  This  is  apart  from  the  C.I.C’s  operations ; I am 
assuming  that  you  have  got  through  the  C.I.C.,  and  it 
has  given  you  consent,  subject  to  timing  being  arranged 

by  the  Bank  of  England? Mr.  Samuel:  I think  the 

only  consideration  is  what  would  appear  to  the  Treasury 
to  be  the  things  which  are  most  needed  at  the  time, 
according  to  their  size.  The  aim  is  also  very  much  not 
to  congest  the  market,  and  that  depends  on  the  size  of 
the  issue.  I thnnk  that  side  o^f  the  timing  is  almost  die 

most  important  part  of  it  But  we  are  not  told. Mr. 

Carnwath:  We  can  make  guesses  like  everybody  else, 
but,  on  the  whole,  we  have  not  had  much  trouble  with  it, 
except  on  the  very  big  issues. 

4074.  Professor  Cairncross:  Could  you  tell  us  what  you 

regard  as  a small  issue?  How  low  do  you  go? Mr. 

French : Lower  than  £1  mililionj  might  be  regarded  as  a 
small  issue. 

4075.  What  would  be  the  lowest  limit  that  you  handle? 
Mr.  Samuel : We  would  {a'obably  go  down  to  £50,000. 

4076.  Would  that  not  be  infrequent,  and  very  expen- 

ave? If  somebody  wants  £50,000  we  just  go  to  an 

insurance  company,  or  two  or  three  insurance  companies, 
and  place  it  strai^t  away.  Because  of  the  way  it  is  done 
it  would  probably  be  the  cheapest  form.  That  is,  of 
course,  subject  to  all  the  other  difiicultieis  ithere  are  with 
very  small  issues. 

4077.  Chairman : Ought  we  to  regard  a £50,000  placing 
as  being  exceptional,  or  something  thait  you  are  engaged 

in  year  in  year  out  on  quite  a scale? ^In  the  issuing 

houses  as  a whole  a great  deal  of  business  of  that  size 
:s  going  on. 

4078.  Professor  Cairncross:  When  the  Macraillau  Com- 
mittee locked  at  this  issue  they  regarded  £200,000,  in 
terms  of  1930  money  values,  as  about  the  lower  level. 
That  would  be  equivalent  today  to  certainly  well  over  half 
a mdlkon  pounds.  At  the  same  time  they  said  that  issuing 
houses  were  not  pardculady  interested  in  home  issues. 
Now  you  are  putting  it  to  us  that  nearly  ^ your  business 
is  in  home  issues  (so  that  there  has  been  a complete  change- 
over) and  that  you  are  prepared  to  go  down  to  £50,000 
Md  to  do  a fair  amount  of  buriness  in  issues  of  that  size, 
Woiffd  it,_  however,  be  a fair  assumption  that  most  issues 
of  .that  size  are  made  through  individual  brokers,  rather 

than  through  isst^g  houses? Mr.  Samuel:  No.  I 

would  think  that  it  is  possibly  more  the  other  way  with 
the  small  ones ; but  there  are  so  many  bodies,  not  all 
iMuing  houses,  which  deal  with  that  sort  of  thing.— Mr. 
French : We  do  not  often  raise  £50,000  for  aay  concern 
whose  shares  are  quoted  on  the  Stock  Exchange  already ; 
that  IS  possibly  rather  exceptional,  but  there  is  a-  lot  of 
buaness  mth  private  companies  and  quite  sTnall  companies 
wanli^  that  sort  of  amount  of  money,  or  more  or  less 
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4079.  Sir  Oliver  Franks:  And  taking  £50,000  as  the 

lower  Idmit,  and  going  up  to  £250,000,  would  it  be  true 
that  all,  or  practically  all,  of  the  issuing  houses  do  some 
of  that  business? Mr.  Samuel:  Yes. 

4080.  It  is  quite  generally  spread? Yes. 

4081.  Chairman:  Could  you,  ithrough  your  Association, 
give  us  figures  which  wotdd  ^ow  the  order  of  magnitude 
of  this  business?  Could  you  take  issues  of  up  to  £250,000, 
taking  £50,000  as  the  lower  limit  and  £250,000  as  the 
upper  limit,  and  give  us  an  idea  of  what  those  who  are 
members  of  the  Association  have  done  in  issues  within 

those  figures  in  a series  of  years? Mr.  Samuel:  I have 

not  got  those  figures.  I am  told  that  die  Midland  Bank 
already_ produce  them. — Mr.  French:  'Whedier  they  would 
deal  with  these  small  ones,  I do  not  know,  but  every 
month  they  produce  statistics  about  new  issues. 

^82.  Sir  Oliver  Franks:  The  interest  of  the  Committee 
is  in  the  number  and  idle  general  volume  of  capital  received 
at  the  different  steps  of  size.  If  you  go  back  to  the 
problems  of  the  Macmillan  gap,  the  things  which  you  are 
telling  us  now  are  directly  relevant  to  whether  there  is 

or  is  not  a gap  at  the  i^esent  time? ^We  say  in  this 

paper  that  there  are  specialist  organisations  to  provide  for 
the  requirements  of  smaller  companies. 

4083.  Professor  Sayers:  It  is  your  part  in  the  business 
that  we  want  It  is  the  number  of  transactions  and  the 
total  amount  of  money  involved,  taking  all  the  members 
of  your  Association  together. — -Chairman:  I think  you 
would  make  an  interesting  point  for  us,  if  you  could  give 
us  these  figures. — Mr.  Samuel : We  wfil  certainly  see  what 
we  can  do.* 

4084.  Professor  Sayers:  You  said  that  in  some  of  these 
small  transactions  the  obvious  thing  to  do  is  to  go  directly 
to  an  insurance  company,  and  see  if  you  can  place  it  with 
them.  Why  does  the  borrower  not  do  that  himself?  Does 
he  come  to  you  because  you  know  the  sort  of  places  where 

the  securities  mi^t  find  a home? ^Yes;  average 

borrower  of  that  kind  is  not  acquainted  with  the  City,  or 
the  people  in  it.  He  also  comes  to  die  issuing  house  for 
advice  on  what  he  can  do  and  how  he  can  do  it,  and  as 
to  the  form  of  security,  and  so  on. 

4085.  So  that,  even  though  the  operation  might  prove 
a very  simple  one  from  your  point  of  view,  you  can 

seriously  claim  that  you  do  perform  a service? We 

most  certainly  would  claim  that  very  strongly.  The 
financial  advice  given  to  people  of  that  sort  is  of  very  great 
help. 

4086.  Professor  Cairncross:  Where  the  issue  is  placed  in 
this  way,  there  is  presumably  no  quotation  because  there 

will  be  no  dealings  ? No  ; they  would  not  be  quot^ 

and  there  would  be  no  dealings  at 

4087.  So  in  most  of  the  small  issues  you  are  speaking  of 

there  would  be  no  subsequ«it  quotation? ^For  the  ones 

that  are  placed  that  way  there  would  be  no  dealings ; that 
happens  quite  a lot  in  larger  amounts. 

4088.  I wondered  if  there  were  any  small  issues  you 
were  thinking  of  that  involved  an  issue  to  the  general 
public  without  a placing  and  were  accompanied  by  an 

application  for  a quotation  and  permission  to  de^ 

It  is  done  occasionally ; you  do  see  prospectuses  coming 
out  for  companies  rf  £100,000  capital,  where  the  jffo- 
prietors  are  only  getting  rid  of  25  per  cent,  of  their  capital, 
and  are  getting  a quotation  of  their  shares,  often  to  get 
a valuation  for  estate  duty  purposes ; but  it  is  not  very 
easy.  Market  dealings  are  so  small  and,  as  far  as  getting 
a market  fOT  the  shares  is  concerned,  sales  are  not  easily 
made. 

4089.  What  is  the  approximate  cost  of  making  a small 
issue  compared  with  making  a large  issue?  Let  us  com- 
pare the  cost  of  placing  £100,000  firmly  with  an  issue  of 
at  least  fl  inillion.  The  cost  would  presumably  be  very 

different? Mr.  French:  There  are  a lot  of  different 

elemen'ts  in  this  ; it  depends  on  the  capital  to  start  with ; 
and,  if  they  have  to  pay  stamp  duty,  the  cost  goes  up 
straight  away.  But  I should  have  thought  2|  per  cent,  on 
a pilacing  of  £100,000  was  about  right. 

4090.  Professor  Sayers:  And  what  on  £I  million? 

2lfr.  French : Still  2i  per  cent. — Mr.  Carnwath : It  depends 
on  what  you  are  talkmg  about:  a debenture  issue,  a share 
issue,  issues  by  public  prospectus,  issues  to  shareholders. 
For  example,  an  issue  by  full  prospectus  in  accordance 

• See  Appendix  to  Minutes  of  Evidence. 
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with  the  Companies  Act  procedure  is  obviously  very  much 
more  expensive  than  if  you  issue  it  to  the  shareholders  on 
a cdrouter  letter. 

4091.  Professor  Cairncross:  I was  excluding  in  my  own 
mind  debentures  and  rights  issues,  which  are  quite 
different,  and  taking  an  issue  of  shares  that  would  be 
placed,  and  not  necessarily  accompanied  by  a prospectus? 

Mr.  French : The  percentage  tends  to  be  higher  on  the 

smaller  issue,  because  there  is  probably  almost  the  same 
amount  of  work  involved  in  raising  £100,000  for  one 
companiy  as  £1  miffion  for  anofiier ; but  I should  have 
thou^  it  was  roughly  2i  per  cent,  in  this  country. — 
Mr.  Carnwath:  2i  to  3 per  cent. — Mr.  Samuel:  The  over- 
heads—the  ^licitor’s  fee,  the  accountant’s  fee,  and  what- 
ever the  issuing  house  fee  is,  depending  on  h'ow  much  work 
it  does — would  not  vary  very  much,  but  that  is  not  the 
biggest  percentage  of  the  expense, 

4092.  You  are  not  suggesting  the  total  cost  to  the  pro- 

prietor of  the  business  is  measured  by  24-  per  cMit  of  the 
capital? Mr.  French:  £2,500 on  £100,000. 

4093.  No  more,  including  all  the  fees? 1 was  think- 

ing of  it  being  done  privately.  If  it  is  done  publicly,  with 
a doctment  with  people’s  names  on  it,  it  wotild  probably 
be  a bit  more  ; but  done  privately  you  keep  ie  fees  down. 

4094.  You  are  aware  that  the  published  literature  on 
this  indicates  figures  very  much  higher;  but  the  litera- 
ture relates  much  more  to  public  issues  with  prospectuses? 

^The  issuing  house  does  not  get  more  than  1 per  cent.. 

I think. 

4095.  Chairman : I gather  from  what  you  said  that  there 

are  great  variations  in  the  conditions  which  you  have  to 
assume  if  you  are  going  to  try  to  make  out  what  the  per- 
centage cost  is  in  the  operation? Mr.  Samuel : Yes. 

4096.  By  and  large  the  least  expensive  would  be  a 

direct  appeal  to  an  insurance  company  to  take  an  issue  of 
shares  firm? Yes. 

4097.  And  the  most  expensive  would  be  tire  full  issue  to 

the  public  on  a prospectus,  without  any  complications  like 
combining  an  oflter  for  sale  with  a rights  issue  to  share- 
holders, which  invo'lves  a prospectus  too,  I think? 

Mr.  Samuel:  Rights  issues  are  done  on  a circular. — ^Afr. 
French : That  washes  out  advertising ; if  you  have  to 
advertise  in  two  leading  London  papers,  that  is  £2,000 
straight  away,  which  is  equal  to  the  whole  of  the  rest  of 
the  cost  of  a £100,000  issue:  therefore  you  do  not 
advertise. 

4098. _  If  you  do  not  advertise  that  takes  you  off  the  full 

public  issue? Mr.  Samuel:  Yes,  to  have  a quotation 

you  have  to  advertise. — Mr.  French : That  is  very 
expensive. 

4099.  Professor  Cairncross:  On  the  figures  you  have  given 
(US  about  issues,  it  appears  that  most  issues  for  public  com- 
panies on  foreign  account  axe  not  done  ttirougb  members 
of  the  Issuing  Houses  Association.  You  indicate  in  para- 
graph 8 of  your  memorandum  that  o^y  £52  million  was 
raised  for  foreign  companies  through  members  of  the 
Issuing  House  Association,  and  £87  million  was  raised  in 
other  ways  for  companies  registered  abroad.  Is  that 

correct?  What  would  these  foreign  companies  be? 

Mr.  Samuel:  I do  not  think  I can  answer  that.  Would 
you  like  to  have  the  answer? 

4100.  If  there  is  a simple  answer  it  might  be  useful  to 

us? 1 should  think  the  answer  is  very  Ificely  mini-iifl 

and  finance  companies ; but  we  will  look  at  toat  and  let 
yo-u  know.f 

4101.  Is  not  the  com^tison  which  you  make  in  that 
paragraph  later  on  a little  misleading?  It  appears  to 
imply  that  the  amount  raised  through  the  market  for 
joint  stock  companies  represented  quite  a small  iroportion 
of  the  investment  carried  out ; but  if  you  deduct  depre- 
ciation, tax  payments  and  all  kinds  of  ofiier  elements 
from  the  profits  of  the  UX.  companies,  I think  you 
would  find  that  the  proportion  raised  through  the  market 

was  a very  much  higher  quantity  than  this? ^Yes.  Our 

figure  does  include  depredation. 

4102.  The  figures  I have  seen  suggest  that  something 
like  a third  of  net  new  investment  would  be  financed  by 
new  issues,  which  is  not  at  all  proporticmate  with  this 

paragraph? Mr.  Samuel:  If  you  subtract  depreciation, 

you  would  get  quite  a different  relation^ip. 

t See  Appendix  to  Minutes  of  Evidence. 

U3 


Printetd  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


300 


COMMITTEE 


ON  THE  WORKING  OF  THE  MONETARY  SYSTEM 


[Continued 


4 Fehrmry  1958] 


The  Hon.  P.  M.  Samuel,  M.C.,  T.IX, 

Mr.  H.  J.  S.  French,  O.B.E.,  and  Mr.  A.  H.  Carnwath 


410’  profennr  Sayers:  That  is  to  say  you  are  much 
more  imporunt  than  this  paragraph  would  seem  to  in<^ 
Ste^  tSng  on  now  to  the  paragraphs  m your  mem4> 
the  adequacy  oi  monetary  measures,  ^d 
,t>o4  na  a:  :he  comparison  of  circumstance  with  what 
we  had  before,  one  of  the  difficulties  that  has  been 

oui  before  us  more  than  once  has  been  that  the  Govern- 
™m  10  havo  chronic 

block  of  long-term  bonds  on  the  public.  This  looks  a 
hS  odd  *hcn  one  thinks  ot  the  rowth  o£  vanMs 
mvoiini  bodies  in  the  last  twenty  or  thirty  y^s  Does 
vour  experience  give  you  any  ideas  about  why  the  Govern- 
went  Km  this  chronic  difficulty  in  floating  its  long-term 
bocKis’’-— 'I  would  have  thought  that  up  to  now  it  had 
been  a auestkm  of  inflation,  with  people  not  wanting  to 
invest  in  long-term  gilt-edged  securing  more  than  is 
actually  needed  by  the  traditional  bodies,  like  the  insurance 
companies  and  banks,  which  have  to  have  a certain 
amount. 


4KM  Suppose  that  the  fears  of  inflation  were  sub- 
stantuUy  modified:  would  you  expect  the  Government 
to  be  able  to  float  a very  large  block  of  long-term  bonds, 
or  two  CH-  three  very  large  blocks,  so  that  it  could  raise 
appreciably  the  proportiem  of  the  national  debt  that  was 

m that  form? ^fr.  Samuel:  I would  have  thought  that 

it  needs  at  the  moment  a long-term  assurance  to  the 
pec^e  that  inflation  is  not  just  going  to  be  stopped  for 
4 tiKvn  term.  I am  not  saying  whether  this  is  {wacLicable ; 
bu!  the  need  is  to  get  awav  from  the  feeling  that,  even 
if  It  stops  for  two  or  three  years,  the  same  thing  starts 
2ill  over  again,  and  therefore,  as  has  happened  over  many 
year*,  the  value  oi  fixed  interest  securities  continues  to 
fo  down.  This  is  only  a pers«jal  opinion,  but  I would 
have  thought  that  at  the  moment  people  have  rather  lost 
their  faith  in  the  course  of  the  last  five  years.  It  has 
V-ffl  pointed  out  so  <rften  what  the  value  of  their  inv«t- 
ments  in  fixed  interest  securities  would  be  compared  with 
what  it  was  twenty  or  thirty  years  ago  that  the  general 
feehnf  is  that  they  do  not  want  to  invest  in  fixed  interest 
Government  securities  unless  they  have  an  assurance  fliat 

the  money  will  not  go  the  same  way  in  ten  years. 

Mr.  Carnwark : I think  it  is  really  a question  of  confidence 
in  the  will  and  ability  to  stop  the  depreciation  of  money. 
This  is  possibly  slightly  borne  out  since  the  last  move- 
ment in  Bank  Rate:  there  has  possibly  been  a sli^tly 
greater  readiness  of  people  to  take  fixed  interest  securities. 
—Mr.  Samuel:  Aether  that  is  long-term,  or  whether 
it  « because  people  feel  the  next  move  in  the  Bank  Rate 
will  be  down  and  that  it  is  therefore  a good  time  to 
buy  gilt-edged  securities,  but  not  necessarily  as  a long- 
leim  investment,  I do  not  know. 


4105.  Professor  Sayers:  They  have  been  able  to  get 
5J  to  54  per  cent,  on  kmg-term  bemds,  and  at  the  same 
time,  if  they  ke|rt  their  money  in  short-term  form,  they 
hive  been  able  to  get  54  to  6 per  cent,  gross.  H those 
figures  had  been  different  in  relation  to  each  other,  if. 
for  instance,  one  had  a 5-5J  per  cent,  yield  on  long-term 
bonds  and  the  short-term  rates  dowm  in  the  region  of, 
»y.  4-4}  per  cent.,  would  people  be  more  willing  to  go 

into  longs? No ; investment  of  large  sums  of  money 

must  ^lly  be  affected  by  pei^de’s  long-term  views  rather 
thin  by  compariswi  with  short-term  rates  at  the  moment. 
1 %ouki  have  thought  it  was  a question  of  confidence,  not 
a qurttion  of  comparing  the  rates  as  between  long-term 
and  the  short-term. 


4106.  Professor  Catrncross:  If  it  is  a matter  of  coni 
dence.  do  you  feel  you  could  look  forward  to  b 
fluctuations  m long-term  rates  of  interest  as  a means  < 
regulating  the  economy?  Do  you  think  it  is  practicab 
to  make  the  long-term  rate  fluctuate  a great  deal  withoi 
^siroying  the  confidence  you  were  referring  to’ — 
Profeswr  Sayers:  That  is  the  kind  of  policy  you  a 

>jemorandum? ^That  is  a long-ter 

long-term  policy  is  Govemme 
spending  itself.  There  you  come  on  to  very  trie! 

ground;  speaking  just  prLtical 
I wS  the  value  of  mone 

according  to  o 

tw:  perhaps  that  has  been  proved  a liti 

^ mernorandum  was  written  ; the  Bank  Rate  h 
monetary  policy  has  fae< 
combination  of  bo 
quke  s?e2ilJ^Sd  difficulty  of  making  prof 

«»suy,  and  therefore  the  inability  to  pass  ( 


wage  claims  and  that  sort  of  thing,  does  seem  to  have 
been  doing  what  one  imagined  it  would  do. 

4107.  Professor  Cairncross:  Supposing  the  atuation 

were  to  turn  right  round,  and  we  found  we  wanted  to 
encourage  long-term  investment  rather  than  discourage 
it,  do  you  think  it  would  be  easy  to  get  the  long  term 
rate  down  again? ^No,  I do  not  think  it  WK>uld  be. 

4108.  Does  this  not  make  it  rather  difficult  to  use 
long-term  rates  as  a regulator?  Are  not  the  practical 

difficulties  against  it? Mr.  Samuel : I think  the 

practical  difficulties  are  very  great.— Mr.  Carnwath : _ So 
much  depends  on  Government  policy  towards  spending, 
the  use  of  the  printing  press  and  all  that  sort  of  thing, 

4109.  That  is  rather  a different  point:  you  are_ saying 
that  savings  through  the  Budget,  for  instance,  might  be 
made  to  correspond  with  the  pressure  on  investment, 

rather  than  letting  the  price  of  savings  do  the  trick? 

Chairman:  In  your  paragraph  22  you  come  to  the 
conclusion: — 

“ It  follows  that  reliance  must  be  placed  in  the  main 
on  the  use  of  interest  rates  as  a means  of  rationing 
credit.” 

You  are  no  doubt  thinking  of  interest  rates  as  a restrain- 
ing element  and  not,  in  other  circumstances,  as  a stimu- 

iating  element? ^Yes,  as  a restraining  element.  “When 

you  say  “ stimulating  ”,  do  you  mean  that  low  interest  rates 
might  have  a stimulating  effect  or  perhaps  encourage 
people? 

4110.  When  you  are  going  to  think  of  the  possible  uses 
of  ffie  long-term  rate  of  interest  with  regard  to  the  rate 
of  investment,  you  may  think  of  possibly  wishing  to 
achieve  a low  long-term  rate  of  interest  at  a time  when 

you  wish  to  stimulate  the  economy? Mr.  Samuel:  If 

there  is  enough  capital  to  go  round,  then  you  would 
obviously  have  a low  interest  rate  as  well,  or  if  Govern- 
ment spending  were  not  so  very  great. — Professor  Cairn- 
cross:  You  would  like  to  have  a low  interest  rate. 

4111.  Mr.  Jones:  Are  you  not  saying  in  paragraphs 
21  and  22  that  you  would  give  precedence  to  the  use  of 
interest  rates  as  a means  of  rationing  credit?  As  I read 
the  first  complete  sentence  of  paragraph  22  you  seem  to 
be  making  an  entirely  negative  approach  to  this  question : 
you  are  setting  aside  everything  else,  and  putting  right 
at  ±e  centre  of  things  the  question  of  a high  interest  rate 

as  a means  of  controlling  credit? ^The  important  point 

about  the  high  interest  rate,  as  we  have  stressed,  is  that  by 
itself  it  is  not  effective : it  can  only  be  effective  with  the 
control  of  budgetary  policy  and  the  spaiddng  of  the 
Government.  In  fact,  as  we  have  actually  said,  interest 
rates  otherwise  have  not  stewed  inflatiem. 

4112.  Professor  Sayers:  So  that  if  the  country  wants  to 
go  in  for  much  more  capital  investment  you  would  say 
that  it  must  run  a much  bigger  Budget  surplus,  and  that 

the  job  caimot  be  done  by  regulating  interest  rates? 

Not  entirely  by  itself ; not  unless  the  monetary  policy  fits 
in  with  it. 

4113.  You  would  look  to  the  Budget  to  secure  the  main 

increase  in  saving? 1 think  that  is  the  way  it  would 

have  to  work. 

4114.  Professor  Cairncross:  But  you  would  also  want 

to  see  the  rate  of  interest  move  in  the  right  direction? 

Yes.  I think  according  to  how  the  economy  is  at  the  time 
interest  rates  must  be  moved  accordingly.  I do  not  think 
a high  interest  rate  by  itself  is  necessary  or  vital ; we  have 
not  said  that.  We  have  said  that  there  should  be  a high 
interest  rate  as  long  as  budgetary  policy  fits  in. 

4115.  Chairman:  How  do  you  envisage  the  long-term 
rate  of  interest  being  moved?  Simply  by  the  play  of 

supply  and  demand  or  by  some  process  of  control? 

Mr.  Carnwath : I think  by  supply  and  demand. 

4116.  Professor  Sayers:  But  you  think  the  supply  and 

demand  equation  should  be  well  doctored  by  the  operation 
of  the  Budget  surplus? Yes. 

4117.  You  do  not  in  fact  expect  the  rate  of  interest  to 
do  anything  very  useful  itself,  but  it  should  be  made  to  fit 

what  is  being  planned  in  general? .1  think  it  should  be 

allowed  to  affect  the  demand  for  capital.  I do  not  think 
It  has  done  so  at  any  time  since  the  war ; I do  not  think 
that  any  comipany  considering  investment  has  given  serious 
consideration  to  the  rate  of  interest  at  all  because  it  has 
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not,  at  any  stage,  practically,  since  the  war,  been  a real 
rate  of  interest  at  all,  owing  to  high  taxation  and  the  rate 
of  inflation. 

4118.  And  when  you  say  that  the  Budget  arrangements 

have  not  fitted  the  situation  hitherto,  you  mean  fliat  there 
has  not  been  a Budget  surplus  to  cover  a sufficient  amount 
of  the  country’s  capital  investment? Yes. 

4119.  You  ithink  that  our  Chancellors  should  have 
planned  our  country’s  capital  programme  much  more 

deliberately? Mr.  Samuel:  We  are  coming  down  to 

very  general  questions  now.  We  would  say  that  we 
cannot,  as  a country,  afford  to  spend  so  much.  When  it 
comes  down  to  the  question  of  where  to  get  it  from,  we 
can  see  at  this  moment  that  Governments  are  faced  with 
this  kind  of  problem,  whether  to  cut  -the  health  service 
or  this,  fliat  and  the  other,  or  whether  that  action  in 
itself  is  inflationary  because  it  is  passed  on  in  wages. 
Our  point  is  that,  so  long  as  there  is  a shortage  of  capital 
in  the  country,  so  long  as  we  are  not  saving  enough,  the 
Government  must  cut  down  on  something,  though  I do 
not  think  we  can  say  what,  and  that,  if  the  Government 
is  over-spending,  high  interest  rates  cannot  work  entirely 
by  themselves. 

4120.  Mr.  Jones:  In  paragraph  27  reference  is  made  to 
the  situation  of  capital  investment  in  Germany.  Has 
there  not  been  a tranendous  amount  of  self-financing  in 

Germany? ^Yes.  There  has  been  a great  shortage  of 

capital  ffiere,  and  that  is  why  the  cost  of  borrowing  has 
been  very  high.  But  she  has,  in  spite  of  that  high  rate, 
invested  a large  amoimt  of  her  gross  national  product. 

4121.  But  has  there  not  been  a higher  rate  of  self- 
investment  in  Germ-any? — — No,  it  comes  out  about  the 
same.  The  actual  figures  for  1956  are  that  she  invested 
23  per  cent  ctf  hw  gross  national  product,  and  here  we 
invested  22  per  cent.  That  is  gross  investment  as  a pro- 
portion of  gross  national  product.  One  figure  is  t^en 
from  the  National  Inccme  Blue  Book  and  the  oliher  from 
the  Deutsche  Bank  Economic  Review. 

4122.  Professor  Cairncross:  The  big  distinction  was  in 
the  size  of  the  Budget  surplus  that  was  being  run  in 
Germany  when  they  had  no  defence  espenditure,  rather 
than  in  the  degree  to  which  individual  companies  were 

ploughing  back  profits? Our  only  point  Aere  was  that 

high  interest  rates  by  themselves  do  not  necessarily  stop 
capital  investment. 

4123.  Sir  Oliver  Franks:  May  I ask  one  more  question 
on  the  rate  of  interest  on  long-term  gilt-edged  bonds? 
I think  you  said,  first  of  all,  that  you  think  that  rate  is 
reaUy  regulated  by  supply  and  demand ; secondly,  that  it 
had  not  been  accompanied  by  what  you  think  should  have 
gone  with  it  in  a time  of  heavy  demand  for  capital  invest- 
ment, namely  large  budget  surpluses ; and  thirdly,  that  if 
one  allows  for  inflation  perhaps  the  rate  of  interest  obtain- 
able has  even  been  negative  rather  than  positive,  "^y,  if 
that  is  so,  over  the  past  few  years  has  the  rate  of  interest 
been  so  low?  If  supply  and  demand  does  determine  the 
situation  and  all  these  other  things  are  true,  why  do  you 
think  we  have  not  in  fact  seen  here  the  sort  of  rate  of 

interest  that  they  have  enjoyed  in  Germany? Mr. 

Carnwath:  I wonder  whether  one  of  the  reasons  is  that 
some  of  the  main  suppliers  of  money  have  been  com- 
panies like  insurance  companies  whose  own  contracts  with 
other  people  have  been  in  money  terms  and  who  have 
therefore  been  able  to  pass  on  the  depreciation ; they 
have  not  therefore  been  so  much  interested  in  the  depre- 
ciation of  money,  and  the  law  of  supply  and  demand 
has  not  worked,  possibly,  quite  as  freely  as  it  should  have 
done. 

4124.  Professor  Sayers:  You  mean  that  they  have  got 
their  money  very  cheaply  and  therefore  have  lent  too 

cheaply? ^Yes ; and  I think  also  (again  I am  only 

speculating)  that  people  have  not  been  used  to  inflation 
in  this  country ; they  still  think,  or  have  until  recently 
still  thought,  that  a pound  was  worth  a pound,  and  the 
habit  of  saving  and  putting  their  money  back  dies  very 
hard.  I think  there  has  been  a time  lag  over  that. 

4125.  Chairman : Do  you  think  there  can  be  a premium 
in  interest  rates,  which  will  compensate  for  a loss  of 

confidence? ^It  is  getting  to  that  point  now,  possibly. 

I think  that  supply  and  demand  have  been  slow  to  take 
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effect  for  that  reason  possibly  over  the  years,  but  I think 
the  lesson  is  now  well  and  truly  rubbed  in. 

4126.  Professor  Sayers:  If  over  the  next  five  years  the 
demand  for  capital  remained  basically  very  high,  do  you 
think  that  it  could  be  moderated  by  resort  to  interest  rates 
appreciably  higher  than  we  have  seen  over  the  average 

of  the  last  five  years? Mr.  Samuel : So  long  as  inflation 

is  kept  in  check  at  the  same  time.  Obviously  if  inflation 
went  on  at  5 per  cent,  every  year  people  would  be 
prepared  and  are  prepared  to  pay  more  and  more  for 
their  money  as  long  as  they  can  pass  it  on.  I suppose 
that  you  could  put  on  a penal  rate. 

4127.  I am  trying  to  find  out  what  you  mean  when  you 
say  the  rate  is  determined  by  supply  and  demand.  Is 

the  demand  capable  of  being  squeezed  at  all? Surely 

the  answer  to  that  is  yes ; by  a rate  at  which  industry 
cannot  use  money ; because  it  could  not  profitably  use 
that  money  it  woifld  do  without  it  That  must  be  so. 

4128.  On  the  supply  side  do  you  think  an  altogether 
higher  range  of  interest  rates  would  increase  the  supply 
much?— — Mr.  Samuel : No,  I think  it  would  check 
demand  rather  than  stimulate  supply. — Mr.  Carnwath: 
The  interest  rate  is  not  expected  to  do  anything ; it  is 
supposed  to  equate.  It  is  the  rate  that  wiH  emerge  as  a 
result  of  the  'haiaince  od;  supply  and  demand. — Mr. 
Samuel:  Surely  .the  fact  that  there  is  a hi^  interest  rate 
cannot  give  you  more  capital ; it  will  merely  make  it 
uninteresting  for  some  people  to  use  the  supply  of  cajritai 
available,  so  that  there  might  be  more  for  offier  people, 

4129.  So  that  when  you  favour  greater  freedom  of 
interest  rates  to  move,  y^  are  looking  to  it  to  ration 

demand  rather  than  to  stimulate  supply? ^Yes,  I think 

that  is  so. 

4130.  But  you  have  not  much  faith  m it  as  a rationer 

of  demand? ^This  goes  very  much  hand  in  hand  with 

the  policy  of  the  Government.  By  itself  we  have  said  it 
is  not  effective  ; it  has  not  proved  to  be  effective. 

4131.  But  when.  I asked  what  else  you  wanted  done 
you  indicated  that  you  wanted  the  supply  of  cajatal 
increased  by  a Bud^t  surplus  ; that  is  to  say,  you  want^ 
the  supply  of  capital  to-  be  dncrea^  by  other  means 
than  by  raising  the  rate  of  interest.  If  that  is  the  position, 
wihat  has  bem  the  use  of  letting  the  rate  of  interest 

rise? If  we  followed  that  policy  fu-obably  it  would  not 

rise. 

4132.  You  would  say  that,  if  there  is  an  adequate 
Budget  surplus  to  take  care  of  an  abnormally  high  demand 

for  capital,  then  interest  rates  can  he  held  stable? 

Yes.  I think  toat  certaMy  so. 

4133.  Mr.  Jones:  In  paragraph  28  (e)  you  say: — ■ 

“ since  a high  rate  of  interest  is  not  necessarily 

incompatible  with  a high  rate  of  investment,  interest 

rates  should  be  allowed  to  move  to  whatevw  level  is 

necessary  to  equate  ffie  demand  for  resources  . . 

in  other  words  to  regulate  the  available  credit  for  invest- 
ment. Is  'Chat  not  an  argument  for  full  accommodation 
for  profitable  concerns?  What  about  industries  that  are 
less  profitable,  who  are  making  provisdon  for  strengthming 
toe  eoonomy  in  terms  of  exports  or  ^e  elimination  of 
imports?  Have  y-ffli  not  got  to  make  some  provision  for 
that  in  dealing  with  the  working  of  the  nraietary  system? 

^The  interest  rate  ^ something  which,  as  we  have 

said,  is  an  economic  -thing ; it  may  vary  with  supply  and 
demand  and  with  Government  policy.  Are  you  suggest- 
ing riiat  there  might  be  a different  rate  of  interest  for 
some  bodies  than  for  -others,  or  are  you  just  sajdng  a 
high  rate  of  in-terest  is  bad  -because  certain  films  cannot 
afford  it  althou^  they  may  be  doing  a good  j-ob? 

4134. _Do  you  regard  the  working  of  the  m-ooetary 

system  in  ’the  eoonomy  as  one  that  roust  not  take  account 
of  the  necessity  for  the  eoonomy  to  have  hi^  exports 
md  as  tow  as  possible  imports?  The  impression  I get 
is  that  it  is  a “ free-for  afl  ”,  provided  only  that  there 
are  the  resources  in  the  industry  concerned  for  new  in- 
vestment?  1 do  not  think  it  is  necessarily  that  some 

companies  are  able  to  afford  investment  ratoer  than 
others,  Whether  they  are  doing  eotoorts  <x  are  high 
priority  companies  or  not,  they  can  still  bOTrow  their 
money  whatever  the  rate  is.  If  there  as  a company 
making  a loss,  whatever  is  done  about  the  rate,  it  is  going 
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out  of  business.  You  cannot  legislate  for  a company  tliat 
is  badly  run. 

4135.  But  surely  the  developniOTt  of  exports  and  of 
alternatives  to  imports  wiflun  the  country  are  the  pillar 
upon  "whiich  to  are  able  to  deal  widi  our  balance  of 
paymeots?—— I do  not  think-  anybody  denies  the 
importance  of  exports  and  imports ; and  i do  not  thinV 
that  this  ccmld  possibly  have  meant  that  it  does  not 
have  regard  for  that.  Everybody  must  feel  that  that  is 
paramount.  But  you  cannot  differentiats  between  one 
business  and  another  in  the  rate  of  interest.  You  can 
differentdate,  and  they  are  differentiating  at  the  moment, 
by  means  of  tie  Capital  Issues  Committee.  But,  as  far 
as  the  rate  art  which,  they  raise  their  money  is  concerned, 
that  is  a matta'  of  supply  and  demand  and  Government 
policy.  You  cannot  ^fferentiate  between  a lot  of  very 
large  firms  which  can  afford  to  pay  the  money  and  firms 
which  cannot  afford  die  money  because  they  are  small, 
or  because  they  do  not  run  their  businesses  as  well.  I 
do  not  see  bow  you  can  say  that  hrTgb  interest  rates 
ffifimselves  are  “ anti-export 

4136.  As  I see  it  this  makes  provision,  for  selecting 
investaKnt  on  ttie  'basis  of  the  capacity  <rf  .the  industry 
to  provide  high  interest  rates.  What  about  selecting 
investment  on  the  basis  of  making  its  provision  for  the 
economy’s  fundamental  requirements?  Or  do  you  not 

accept  my  interpretation  of  this  paragraph? No,  I do 

not  I can  see  what  you  mean,  but  I do  not  accept  it. 

4137.  Chairman : You  have  said  before  that  a process 

of  controlling  the  demand  for  capital  resources  for  invest- 
ment by  selection  in  itself  is  a good  system,  or  socially 
acceptable? ^Yes. 

4138.  You  are  advocating  here  that  the  test  that 
regulates  the  demand  for  resources  for  capital  investment 
shoiffd  be  the  rate  of  interest ; but  widi  regard  to  the 
selective  control  by  the  Capital  Issues  Committee,  you 
say  it  is  a disagreeable  necessity  for  the  time-being,  and 
within  those  limitations  you  have  certain  proposals  to 

make  about  improving  it? ^That  is  correct.  We  do  not 

want  people  to  think  that  the  Capital  Issues  Committee 
is  somethmg  we  should  like  always  to  have,  if  there  were 
an  abundance  of  capital  to  go  round : we  think  it  is  a 
control  which  is  not  necessary  in  those  circumstances.  But 
since  the  economy  is  in  the  situation  it  is  we  should  like 
it  to  be  in  the  most  efficien-t  form  we  can  imagine. 

4139.  Within  those  terms  I think  there  is  something  in 
the  point  Mr.  Jones  is  making.  Really  you  are  saying 
that  the  inoper  control  is  the  rate  of  interest  and  not 

individual  ad  hoc  selections  by  some  body? ^Yes,  under 

normal  circumstances. 

4140.  That  brings  us  to  your  points  about  the  Capital 

Issues  Committee.  You  say  in  paragraph  36  that  in  your 
view  “ there  is  an  overwhelming  case  ” for  certain  amend- 
ments which  are  to  produce  “ greater  effectiveness  and 
despatch”.  So  your  criticisms  really  come  to  this  01  do 
not  say  they  are  small  ones) : first,  that  it  does  not  work 
quickly  enough  to  aid  in  the  efficient  conduct  of  issuing 
capital,  and  second  that  it  does  not  work  effectively  enough. 
I follow  the  points  about  quickness,  but  I am  not  quite 
clear  what  you  mean  when  you  say  there  is  an  over- 
whelming case  for  greater  effectiveness.  Do  you  mean 
tiiat  it  should  have  greater  impact  on  the  total  process  of 
making  issues  of  capital? ^No,  I do  not  mean  effective- 

ness in  that  way,  but  effectiveness  in  regard  to  executive 
functions.  I do  not  think  we  were  looking  at  it  in  the 
larger  context.  Perhaps  it  is  negative  in  its  effectiveness 
in  fiiat  it  has  to  do  so  very  much  more  work  than  perhaps 
it  should,  as  is  borne  out  by  the  small  amount  of  business 
which  gets  turned  down. 

4141.  Your  general  line  of  criticism  is  that  it  should  be 

more  independent  with  more  power  to  act  on  its  own? 

It  is  difficult  to  know  what  one  wants  to  set  up,  when 
one  tries  to  set  up  a different  body  that  is  better  than 
the  body  that  is  there.  We  feel  the  Capital  Issues  Com- 
mittee works  on  very  wide  directives  at  the  moment,  that 
it  has  in  itself  only  a very  small  secretariat  and  therefore 
all  the  work  has  to  be  done  by  voluntary  people,  and 
that  it  is  not  sufficiently  in  touch  with  the  various  depart- 
ments in  the  Treasury  and  the  B<md  of  Trade  and  so 
on  from  which  its  functions  stem.  The  result  is  that 
when  one  puts  up  a demand  for  a capital  issue  to  them 
ffiey  cannot  act  of  ttieir  own  accord ; they  have  to  send 
it  round  to  all  th«e  various  bodies,  particularly  if  it  is 


one  of  importance  to  find  out  their  views : to  find  out 
whether  that  particular  industry  is  in  favour  at  the 
moment,  and  what  the  various  effects  might  be  in  various 
ways.  We  think  that  if  it  were  m closer  contact  with 
Board  of  Trade  and  Treasury  officials  on  exactly  what 
they  wanted,  it  could  say,  for  instance,  that  a certain 
industry  would  automatically  have  top  priority  and  certain 
other  industries  have  no  priority  at  all.  That  might  vary 
in  the  course  of  a year.  The  Capital  Issues  Committee 
would  then  be  able  to  say,  in  case  of  a proposal  for  money 
to  be  raised  for,  say,  the  iron  and  steel  industry,  if  that 
was  top  priority,  that  they  did  not  need  to  ask  very  many 
more  questions,  once  they  had  been  told  what  the  money 
was  wanted  for ; the  Government  would  have  told  them 
that  this  was  something  thaf  it  was  very  much  prepared  to 
back  every  time  it  came  up,  so  that  they  could  deal  with 
it  themselves.  We  feel  that  it  would  work  very  much 
better,  and  we  feel  a great  deal  of  time  would  be  saved, 
if  it  were  to  make  decisions  instead  of  sending  it  romid 
to  various  bodies. 

4142.  So  really  it  ought  to  have  in  its  own  possession 
a general  brief  from  each  department  concerned,  to  be 
kept  up  to  date ; and  you  think  it  could  then  act  on  its 

own  without  further  reference? Mr.  Samuel-.  Yes. — 

Mr.  Carnwath : Any  issuing  house  in  the  City  that  knows 
its  job  generally  knows  what  the  answer  is  going  to  be 
before  it  puts  the  application  in.  It  seems  to  me  that, 
if  that  is  so,  the  body  that  is  in  much  closer  contact  with 
the  Government  shoffid  not  take  three,  four  or  five  weeks 
to  give  the  answer  when  it  knows  the  answer  in  the 
beginning. 

4143.  Do  you  know  because  you  have  visited  the  depart- 
ment concerned  and  had  a talk  first? One  knows  by 

experience;  one  frequently  advises  a client  that  it  is  no 
good  to  .put  in  an  application  because  it  is  tmlikely  to  be 
granted.  If  it  is  .possible  for  somebody  who  is  in  the 
market  to  give  that  sort  of  answer,  it  seems  to  me  that 
ffie  body  given  control  ought  to  be  able  to  exercise  it 
much  more  quickly  than  it  does  at  present. 

4144.  Professor  Sayers:  Are  you  bewildered  by  the 
answers  you  get  from  the  Capital  Issues  Committee? 
K you  reckon  in  general  to  know  what  the  answer  would 
be,  it  would  seem  to  follow  from  that  you  are  only  very 
rarely  bevdldered? — —Sometimes  on  capitalisation  of 
reserves;  not  much  bewildered  on  questions  of  raising 
new  money,  at  least  in  my  experience. 

4145.  Supposing  the  Committee  gave  reasons  for  its 
answers  as  a matter  of  course  to  .the  parties  immediately 
concerned,  would  you  feel  you  wo’e  any  wiser  than  you 

are  now? Mr.  Carnwath:  No. — Mr.  French:  It  woiffd 

take  longer  to  'give  its  reasons,  too. 

4146.  You  see  no  advantage  from  your  point  of  view? 

Mr.  Samuel:  No.  If  it  is  unususd,  one  can  probably 

find  out ; but  I thinV  normally  one  knows.  On  the  matter 
of  capitalisation  of  reserves,  which  we  have  said  we  do 
not  rtbink  should  be  under  control  at  all,  .those  are  the 
ones  which  have  caused  more  curiosity  because  they  do 
not  seem  to  have  formed  any  pattern  at  all. 

4147.  Chairman:  Can  you  give  practical  instances 
cases  where  you  have  made  applications  for  capitalisation 
of  reserves  and  have  found  the  results  bewildering  or 

inconsistent  with  previous  issues? Only  last  year  Great 

Universal  Stores  applied  to  capitalise  a large  amount  otf 
their  reserves ; it  was  turned  down  and  no  reason  was 
given  for  it.  There  did  not  seem-  any  reason  why  they 
should  be  turned  down ; their  reserves  were  there. 

4148.  But  that  would  only  be  odd  if  other  cases  which 

seemed  to  be  comparable  had  been  passed? ^That  is 

exactly  die  posirion ; suddenly  there  was  one  which  was 
not  passed,  and  no  one  quite  know  why.  It  is  bewalda'i:^. 
There  seems  to  be  a frequency  rule,  thou^  I do  not  know 
if  it  is  a rule  in  the  sense  that  it  is  written  down  in  Mack 
and  white : if  you  wash  to  capitalise  every  year  a certain 
amount  of  your  reserves,  say,  £50,000  every  year  for  five 
years,  you  suddenly  find,  after  you  have  done  three,  that 
you  are  not  allowed  to  do  the  others  because  of  the 
frequency  mile,  whereas  if  you  cajatalise  the  whole  of  the 
£250,000  in  one  year  you  probably  get  away  with  it.  That 
does  not  seem  to  m^e  sense.  Offiers  are  bewildering 
because  suddenly  one  is  turned  down  which  does  not 
appear  to  be  any  different  from  others. 

4149.  Professor  Cairncross:  Except  perhaps  that  it  is 

bigger? -This  was  certainly  big,  but  I do  not  believe 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


MINUTES  OF  EVIDENCE 


303 


4 February  1958] 


The  Hon.  P.  M.  Samuel,  M.C.,  T.D., 

Mr.  H.  J.  S.  French,  O.B.E.,  and  Mr.  A.  H.  Carnwath 


{Continued 


that  as  a pattern  that  would  be  so.  There  are  a lot  of 
the  small  ones  that  we  do  not  know  about 

4150.  Professor  Sayers:  Did  you  try  to  find  out  why 

it  was  tum^  down? Mr.  Samuel:  I do  not  think  we 

were  concerned  with  it.— Afr.  Carnwath:  I think  also 
there  is  a suspicion  that  the  Inland  Revenue  is  possibly 
using  the  capital  issues  control  to  get  over  certain  tax 
matters  in  regard  to  capitalisation  : for  instance,  capitalisa- 
tion in  the  form  of  redeemable  preference  shares. 

4151.  Chairman:  If  you  had  reasons  given,  would  you 
not  at  any  rate  have  some  light  upon  why  the  thing  was 

done? Mr.  Carnwath:  fi  we  are  speaking  about 

capitalisations  of  reserves,  we  do  not  think  these  should 
go  to  the  Capital  fesues  Committee  at  all.  It  is  not  a 
question  of  raising  new  money,  and  therefore  not  a proper 
subject  for  capital  issue  control  at  all. 

4152.  Professor  Caimcross:  Have  you  found  that  the 

delays  have  been  any  longer  since  the  limit  was  lowered 
from  £50,000  to  £10,000? ^No,  I do  not  think  so. 

4153.  You  would  not  expect  any  relief  from  an  increase 

in  the  limit  back  to  the  old  figure? A.  ^eat  relirf  to 

a lot  of  hard-working  people.  I think  it  would  also 
possibly  enable  the  Committee  to  devote  more  attention  to 
things  that  matter. 

4154.  Chairman : I should  also  like  to  hear  instances  of 
the  kind  of  thing  on  which  you  comment  in  paragraph 
41:— 

“ . . . having  in  mind  that  the  Committee’s  ter^  of 
rrference  were  to  ensure  .that  priority  of  capital  issues 
should  be  determined  according  to  their  relative  impor- 
tance in  the  national  interest,  it  has  at  times  seemed  as 
if  consent  has  been  given  in  cases  which  it  would  be 
difficult  to  justify  on  ffiese  grounds." 

Wbat  kind  of  cases  have  you  got  in  mind? Mr. 

Samuel:  Mostly  new  building. 

4155.  Professor  Cairncross:  Office  and.  commercial 

budldings? Mr.  Samuel:  Yes,  offices  and  commercial 

buildings  that  did  not  seem  in  aU  cases  to  be  a very  high 
priority  oompared  with  others. — Professor  Caimcross : 
You  ^ve  perbaiB  noticed  that  they  have  been  given  high 
priority  in  other  countries? Mr.  Samuel:  Yes. 

4156.  Chairman:  You  can  only  form-  a judgment  about 
their  relative  contribution  to  flie  nation^  interest  by 
comparing  .things  wffich  appear  to  have  been  passed  wth 

things  which  appear  to  have  been  refused? ^It  is  a 

matter  of  opinion  in  .those  cases,  I agree,  as  .to  what  is 
a priority  and  what  is  not  We  have  seen  consent  given 
in  cases  which  would  be  difficult  to  justify.  But  I lihink 
perhaps  over-emphasis  may  have  been  put  on  that ; I 
do  not  tbink  it  has  happened  a great  deal. 

4157.  Professor  Sayers:  You  do  not  even  know  for 
what  reasons  the  Committee  has  turned  down  some  of 
these  and  passed  others?  You  are  only  .guesamg  when 

you  impute  certain  reasons  to  them? ^That  is  true ; 

one  has  to  make  an  intelligent  guess  on  that 

4158.  Chairman : 'What  ofiier  kind  of  applications 
would  your  companies  discourage  on  the  grounds  that 

they  would  have  no  chance? Mr.  Samuel:  Certainly 

anybody  wanting  to  raise  money  for  a hire  purchase 
project ; and  probably  cranmercial  budding. — Mr. 
Carnwath:  I should  say  a brewery  company,  unless  he 
can  show  certain  special  features,  such  as  a substantial 
overdr^  position. 

4159.  Hire  purchase  is  covered  .by  the  instructions  to 

the  Capital  Issues  Committee ; what  other  things  in  your 
own  judgment? -Mr.  Samuel:  Somebody  manufactur- 

ing luxury  goods  for  the  home  market  we  would  advise 
not  to  go  to  the  Capital  Issues  Ccanmittee ; and  then 
tbeare  are  all  sorts  of  borderline  consumer  goods  that  are 
not  <jtiite  luxury ; with  them  one  does  not  quite  know. 
One’s  mind  would  vary  according  to  what  the  actual 
thing  being  made  was. — Mr.  Carnwath:  And  I lihink 
according  to  the  particular  company’s  .position.  If  it  had 
a large  oveidrait,  and  was  in  danger  of  running  down 
altogether  because  of  lack  of  capital  resources,  it  might 
have  a case  for  .the  Capital  ibsues  Committee  even  though 
there  was  low  priority  otherwise.  But  I am  only 
guessing. 


4160.  Professor  Sayers:  You  think  the  Capital  Issues 
Committee  feels  it  has  a <hity  to  make  life  eaaer  for 

the  hanks  in  squeezing  overdr^? Mr.  Samuel:  That 

is  a nice  point ; it  rather  depends  on  how  the  financing 
arose  originally,  I think.  If  somebody  obvioisly  in  a 
non^priority  category  has  managed  to  squeeze  £50,000 
or  £100,000  out  of  his  bank  to  enlarge  a business  which 
should  not  have  been  enlarged  at  Siat  time,  he  might 
very  well  fall  down  at  the  Capital  Issues  Committee ; 
but  I would  like  to  think  .that  banks  would  not  do  ffiat, 
If  there  is  a long  history  of  bank  overdraft  with  a 
growing  company,  and  there  was  danger  of  the  company 
going  out  of  business,  and  unemployment  being  caused 
and  that  sort  of  thing,  I suppose  liie  Capital  Issues 
Committee  might  t^e  a different  view.  But  I do  not 
think  one  could  say  that  the  fact  that  the  Capital  Issues 
Conamittee  did  take  that  view  would  encourage  the  bank 
to  '^ve  its  advance  on  a wrong  basis. 

4161.  Mr.  Jones:  As  I read  paragraph  39,  you  teU  us 
that  it  is  your  experience  ffiat  to  a surprising  extent 
consents  applied  for  have  been  granted,  ^at  does  that 
mean  in  relaticm  to  the  whole  volume  of  applications? 

1 think  we  have  qualified  that  later  and  said  why  that 

may  be  : first  of  ail,  tiie  greatest  infiuence  on  the  Capital 
Issues  Committee  is  its  mere  existence ; in-  other  words 
we  do  not  put  up  to  Capital  Issues  Committee  at  all 
things  that  are  Skely  to  be  tamed  down ; secondly, 
boards  of  directors  tend  to  raise  money  for  pr<^er 
purposes;  and  thirdly  most  of  their  applications  are 
valid.  We  are  drawing  attention  really  to  the  point  that 
a .lot  of  work  has  to  be  done,  by  the  Capital  Issues 
Comniittee  particularly,  in  order  to  pass  virtually  every- 
thing (not  everything  but  a large  percentage  of  it),  and 
suggesting  therefore  that  their  work  diould  be  made 
easier  on  the  lines  we  have  discussed, 

4162j.  Have  oonsenlte  been  made  “to  a surprising 
extent"  that  do  not  seem  to  fall  within  the  general 

common  denominator? 1 do  not  think  that  is  so,  but 

one  cannot  tell  oneself  what  other  applications  are'  put 
m by  other  people:  solicitors,  accountants  and  so  on. 

4163.  Professor  Caimcross:  Prom  your  own  experaaice 
what  proportion  -of  the  cases  coming  before  you  do  you 
noit  proceed  with  on  the  grounds  that  you  do  not  expect 

to  get  a consent? Mr.  Samuel:  Very  few,  as  far  as 

we  are  concerned.  I think  dt  is  fairly  widely  known  by 
accountants  too  what  the  situation  is.— Afr.  French:  I 
would  say  very  few. — Mr.  Carnwath : I would  qualify 
It  subtly,  an  that  we  have  rather  a large  number  of 
taewery  clients;  on  the  whole  we  warn  them  that,  if 
they  want  money,  they  have  to  put  up  a pretty  strong 


_ ‘fioH.  uviay  we  men  Know  what  happens  when  a dient 
is_  told  he  has  a poor  chance?  Does  he  seek  to  find 
his  money  an  some  other  way,  out  of  profits,  or  bv  cettine 
firm,  or  does  he  drop  it  com- 
pletely?-—Afr.  I would  have  .thought  that  it  is 

tauahy  dropped  or  put  aside.— Afr.  Carnwath:  Our 
certainly  scale  down  their  capital 
programmes  in  .the  light  of  (he  credit  squeeze. 

^They  have  enormous  arrears  of  maintenance 
to  catch  up  on  pubhc  houses  all  over  the  country.  With 
toe  removal  of  building  restrictions  they  suddenly  found 
^®ad,  and  they  were  under  great 
pressure  from  local  authorities  seeking  to  provide  these 
facilities.  Now  the  credit  squeeze  has  shut  down  on  them 
again,  and  they  are  having  to  rerist  very  9tr<»igiy. 

. Pf'ofessor  Cairncross:  Those  are  cases  where  there 
IS  a limitation  on  the  scale  of  capital  expenditure  If 
It  were  a case  of  entirely  new  flotation,  would  the  scheme 

be  dropped? That  would  depend  very  much  on  how 

strongly  they  wanted  it.  There  are  methods  of  finrfinp 
fresh  capital  which  do  not  entail  going  through  the  Caoital 
Issues  Committee.  ^ 


4167.  But  you  have  no  cases  you  can  think  of? 

We  personally  have  not. 

Chmrman : Mr.  Samuel.  I think  that  that  finishes  our 
questions.  We  are  very  much  obliged  to  you  and  your 
colleagues  for  the  help  you  have  given  us. 


{The  witnesses  withdrew.) 


{Adjourned  until  2.15  p.m.) 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


COMMITTEE  ON  THE  WORKING  OF  THE  MONETARY  SYSTEM 


4 Ftbrmry  1958] 


[Continued 


4168.  Chairman: 


Sir  Frederick.  Letih-Ross,  G.C.M.G.,  K.C.B.,  called  and  examined. 
Sir  Frederick,  we  are  very  much  therefore  very  difficult  to  get  it 


YOU  .cm  m 10  us.  Ac  nave  ail  read  them  widi  great 
care.  Your  memorandum.  I think,  is  oa 
putting  down  a number  of  headings  which  you  thou^t  of 
major  importance  for  us  in  setting 
We  should  like  to  follow  up  ?ome  of  the  pointers  you 
have  given  us  under  these  various  heads.  I take  it  the 
burden  of  your  first  note,  on  the  working  of  the  Bank 
Rate.  1$  that  for  a number  of  reasons,  to 
attention,  the  movements  of  Bank  Rate  in  the  recent  period 
have  failed  to  produce  what  I might  call  the  classic 
responses  that  might  have  been  expected  of  them  accord- 
ing to  standing  theory? Exactly. 

4169.  You  say  in  your  second  paragraph  that  the  in- 
creases m the  Bank  Rate  certainly  had  a marked  effect 
on  the  gilt-edged  market.  Can  you  elaborate  that  view 
lo  us,  because  we  have  heard  a great  deal  of  me  wy 
itt  which  the  movement  of  Bank  Rate  relates  itself  to 
ihe  rate  of  interest  obtainable  in  the  giit-edged  market? 

It  works  through  the  discount  rates  on  Treasury 

BiHs.  If  the  Bank  Rate  goes  up,  the  Treasury  Biff 
rate  will  go  up  to  aboutt  the  same  differential  to  the 
new  rate  as  the  Treasury  Bill  rate  in  the  previous  wed: 
had  to  the  old  Bank  Rate.  The  reason  for  that  is 
that  the  disccnint  houses  may  at  any  time  be  forced  into 
the  Bank  to  borrow  at  Bank  Rate,  which  is  a penal  rate, 
and  therefore  they  are  not  prepared  to  tender  for  Bills 
at  much  below  that  rate.  From  the  rate  of  discounting 
of  Bills,  it  tends  to  spread  through  the  rest  of  the  market. 
Of  course  there  are  variations ; normally  I would  have 
expected  ItHig-tenn  rates  to  be  considerably  more  and 
short-term  rates  to  be  considerably  less.  There  has  been 
very  little  difference  brtween  them  recently. 

4170.  It  was  the  gilt-edged  market  1 was  principally 
interested  in.  Is  it  simply  by  arbitrage  that  the  changes 

spread  out  into  medium  and  long-term? Yes ; it 

spreads  from  Bills  to  short-term  bonds  very  quickly ; and 
after  a![  the  shorter  bonds  tend  to  run  for  at  least  five 
years,  and  some  f<»  eight  years : so  you  get  to  what 
yiHi  can  call  the  middle-term  spread  then. 

4171.  Bills  and  short-term  bonds  you  can  regard  as 

being  directly  money  market  assets ; then  it  spreads  out- 
wards by  imperceptible  degrees? Yes ; and  the  in- 

crease in  the  Bank  Rate  may  affect  the  liquidity  of  the 
clearing  banks ; they  may  be  sellers  of  the  long-term  or 
middle-term.  In  fact  they  undoubtedly  were  a year  or 
two  ago. 

4172.  It  would  be  true,  though,  that  it  is  hard  to  estab- 
lish any  cwrelation  between  the  movement  of  Bank  Rate 

and  movements  in  the  gilt-edged  market? 1 have  never 

examined  it  in  detail,  but  I should  have  thought  there 
must  be  some  correlation,  perhaps  not  absolute  hut 
relative. 

4173.  Professor  Cairncross:  There  were  quite  large 
changes  in  the  gilt-edged  market  before  1951,  while  the 
8^  Rate  was  held  constant ; so  the  gilt-edged  market 
might  move  without  any  change  in  interest  rates,  and 

vice  versa? ^That  is  possible,  certainly  ; but  in  the  long 

periods  when  the  Bank  Rate  has  been  stationary  other 
considerations  have  been  much  more  important. 

4174.  Chairman:  We  have  an  interesting  phenomenon 

today,  m that  gilt-edged  prices  are  virtually  back  to  where 
they  were  before  the  alteration  of  Bank  Rate  in  Septera- 
.k  V "lost  people  have  at  least  a hope 

that  the  Bank  Rate  will  not  remain  long  so  high. 

4175.  In  (c)  of  the  fourth  paragraph  you  refer  to  the 

'■  “ A*  raost  the 
increase  of  Bank  Rate  may  act  as  a red  light  on  business 
sentiment  causing  a c^ain  caution  in  the  preparation 
of  expansion  plans.  This  is  a point  we  have  come  up 
against  a great  deal  in  what  we  have  already  heard.  Do 
you  attribute  as  much  importance  to  the  “red  light” 

Stel  m as  it  used  to  have 

attributed  to  it? 1 think  it  has  been  relatively  more 

gaoKJ^te  went  up  high,  money  was  tight,  and  it  wa-s 

• htenoranda  of  Evidence  Part  XIII  No.  22. 
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Nowadays  money  can 
be  got  at  a price ; but  there  is  this  sentimental  or  psycho- 
logical effect,  particularly  on  the  smaller  businesses,  1 
•gather ; I do  not  know  if  the  larger  businesses  would 
worry  much  about  it. 

4176.  Could  one  be  exact  about  what  it  is  a signal  of ; 
that  money  is  going  to  be  tight,  or  that  business  demand 
is  going  to  recede,  or  that  the  Government  is  going  to 

•try  to  do  what  it  can  to  make  it  recede? 1 think  it  is 

all  those  things. 

4177.  It  cannot  be  closely  analysed? No. 

4178.  Professor  Sayers:  You  used  the  phrase  “rela- 

tively more  important”,  and  in  what  you  added  you 
seemed  to  imply  that  you  did  not  attach  much  absolute 
importance  to  the  “ red  light  ” aspect.  Do  you  think  that 
the  change  has  rather  been  that  the  other  effects  of  the 
Bank  Rale  have  become  much  less  important? ^Y es. 

4179.  And  that  the  “red  light”  aspect  is  quite  unim- 
portant now? ^No,  I think  it  is  perhaps  more  important 

than  what  I migilit  the  direct  effects. 

4180.  Simply  because  the  direct  effects  have  become 

negligible? ^Negligible  for  big  business,  anyhow. 

4181.  If  the  “red  light”  influence  of  a rise  in  Bank 
Rate  is  something  of  which  we  are  to  take  note,  does  it 
follow  that  when  flie  Bank  Rate  goes  down  it  is  impossible 

to  avoid  a “green  light”  atmosphere? ^No,  I do  not 

think  it  necessarily  follows.  I should  say  that,  generally 
speaking,  it  is  much  easier  to  put  a brake  on  business  by 
increasing  the  Bank  Rate  than  to  give  a stimulus  to  busi- 
ness by  reducing  it.  That  is  one  of  the  problems  the 
Americans  are  up  against  at  present. 

4182.  Chairman:  But  take  a recent  case  when  the  IBank 
Rate  has  been  reduced;  let  us  say  February,  1957.  Did 
you  not  think  that  in  practice  it  was  taken  by  a very  large 
number  of  people  as  a sign  that  a “ green  light  ” was 
being  given,  and  that  they  could  go  ahead  with  business 

plans? suppose  there  was  a general  boom  going  on 

during  the  whole  time,  and  this  came  on  the  top  of  that. 

4183.  If  you  treat  the  movement  as  a “ red  light  ” when 
it  goes  up,  it  is  very  hard,  if  people  are  at  all  anxious 
to  take  it  that  way,  to  avoid  its  being  treated  as  a “ green 

light”  when  it  comes  down? ^Business  plans  would 

depend  on  the  general  expectation  of  trade  profits,  and 
that  might  not  be  so  good  as  the  “green  light”  would 


4184.  I was  wondering  whether  your  experience  had 
shown  that  it  could  be  regarded,  -^ea  it  dropped,  as 
a mere  technical  adjustment,  the  explanation  given  being 
that  it  was  a mere  technical  adjustment  to  the  money 
market’s  own  achieved  position,  or  whether  the  public 

must  be  expected  to  treat  it  on  a wider  basis? 

I have  not  looked  into  the  actual  figures  very  closely 
but  I should  have  thought  that  a drop  in  the  Bank  Rate 
would  have  much  more  effect  on  the  Stock  Exchange  than 
on  general  conditions  over  the  country.  Those  were  good 
all  through.  H anything,  I think  there  was’  a slight  ten- 
dency for  investment  not  actually  to  drop  but  not  to 
mcrease  so  much  last  year,  despite  the  fall  in  Bank  Rate. 

41 W.  Sir  Oliver  Franks:  You  start  off  by  reflecting 
on  the  successive  steps  by  which  the  Bank  Rate  was 
raised  to  5i  per  cent,  in  February,  1956,  and  stayed  there 
for  a year  until  February,  1957  ; and  the  reflections  which 
follow  are  largely,  I think,  in  the  light  of  the  experience 
of  a Bank  Rate  successively  raised  to  that  level  If  one 
thinks  about  levels  of  Bank  Rate,  and  therefore  corre- 
spondmg  interest  rates,  higher  than  Si  per  cent,  (we  have 
had  7 per  cent,  since  September  last,  and  one  might 
theoreticaUy  consider  8 or  even  9 per  cent.),  do  you  think 
that  the  disabilities  which  you  list  would  really  apply  with 
almost  equal  effect  to  these  higher  levels  of  interest  rates? 
— -I  would  have  thought  that  in  general  these  factors 
apply  just  as  much  as  at  the  lower  rates.  Both  the  advan- 
tages and  the  disadvantages  increase. 

_ 4186.  Do  you  see  any  special  disadvantages  in  trying  to 
Muence  the  state  of  ^airs  by  these  higher  levels  of  Bank 
Kate/  I think  m the  long  term  there  are  very  serious 
disadvantages ; the  tendency  must  be,  if  it  goes  on  long 
enough,  to  discourage  industrial  investment  which  is 
extremely  important  for  the  general  economy  of  the 
country.  When  the  Bank  Rate  was  raised  in  September 
a great  many  concerns  were  actively  engaged  in  expanding 
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their  business.  These  plans  had  probably  been  made 
during  the  previous  one  or  two  years ; they  were  in  full 
swing  and  could  not  be  altered.  I have  no  doubt  that,  as 
time  goes  on,  especially  if  there  is  a risk  of  tighter  money, 
businesses  will  tend  to  be  much  more  cautious,  in  develop- 
ing new  plans  for  expansion ; so  that  when  the  Bank 
reduce  the  Rate  and  turn  on  the  “ green  light,”  then  busi- 
nesses would  have  to  begin  planning.  It  might  take  an- 
other year  or  two  before  plans  got  under  way,  and  we 
might  have  a serious  recession. 

4187.  This  higher  level  of  Bank  Rate  might  have  a 
serious  effect  on  the  economy  in  so  far  as  it  caused  invest- 
ment plans  to  be  postponed,  or  not  proceeded  with,  and 
in  that  sense  it  might  have  effects,  possibly  bad  ones  in 
the  long  run,  which  lower  and  more  normal  levels  in  the 

Bank  Rate  would  not? 1 think  that  is  true.  A higher 

Bank  Rate,  like  7 or  8 per  cent.,  would  have  a serious 
effect. 

4188.  Chairman-.  Have  you  had  the  opportunity  to 

observe  effects  since  September? 1 hear  from  my  banks 

that  there  is  a certain  tendency  on  the  part  of  the  smaller 
businesses  not  to  press  their  requests  for  advances  so 
much.  On  the  other  hand,  the  position  is  still  at  a point 
where  the  total  demand  for  advances  is  always  pressing 
against  the  ceiling  which  has  been  fixed  by  agreement  with 
the  Government. 

4189.  Professor  Sayers:  When  you  were  talking  of  the 
possible  bad  effects  of  the  movement  of  Bank  Rate,  you 
spoke  of  the  danger  of  a reduction  in  investment ; but 
when  you  explained  how  this  would  come  about,  you 
spoke  not  of  investment  but  of  planning,  and  you  said 
that  the  impact  of  high  rates:  would  be  such  as  to  cause 
people  to  reconsider  their  plans.  Suppose  that  the  high 
rates  were  not  pushed  to  such  a height  as  to  create  unem- 
ployment ; is  there  any  reason  to  believe  that  they  would 
create  a reduction  of  investment?  Would  it  not  be  just 
a reduction  of  investment  plans,  so  that  realised  investment 

would  be  not  reduced  but  might  even  be  increased? 1 

am  regarding  planning  as  being  in  the  first  stage  of  the 
realisation  of  the  investment ; if  you  delay  the  planning 
you  will  delay  the  time  when  ie  investment  will  be 
acually  undertaken. 

4190.  But  if  you  reduce  the  load  on  the  economy,  is 
not  one  of  the  first  effects  likely  to  be  to  alter  the  speed 
at  which  plans  mature  into  actual  realised  additions  to  the 

capital  equipment  of  the  country? ^Not  necessarily.  I 

would  say  that  the  load  could  be  lightened  in  such  a way 
that  execution  could  be  made  very  rapid.  It  would  encour- 
age people  to  go  ahead. 

4191.  But  if,  by  rediucing  plans,  the  load  were  reduced, 

than  the  pace,  in  the  case  of  actual  realised  additions  to  the 
country’s  capital  equipment,  might  increase,  although  in- 
vestment plans  were  reduced  by  a rise  in  the  rate  of 
interest? And  that  might  leave  a gap  between  the  com- 

pletion of  the  plans  which  have  been  made  in  the  past  and 
the  initiation  of  the  plans  which  are  contemplated  for  the 
future. 

4192.  Yes,  but  in  the  state  of  affairs  which  we  are  en- 
visaging, surely  ±ere  will  have  been  plenty  of  plans  being 
thought  about,  and  the  reduction  of  them  would  be  hardly 
likely  to  lead  to  a gap  that  would  create  unemployment? 
^That  may  be  so.  It  is  anybody’s  guess. 

4193.  Chairman:  I am  not  clear  in  my  mind  why  the 
higher  Bank  Rate  should  have  any  particular  impact  on 
the  small  firm.  I can  understand  why  the  restriction  of 
credits  should:  its  range  of  manoeuvre  may  be  smaller, 
and  it  may  have  less  chance  to  turn  to  other  sources,  than 
the  larger  firm ; but  why  should  the  higher  rate,  in  itself, 

have  any  special  impact  there? 1 do  not  know ; I 

simply  repeat  what  I am  told.  I suppose  their  total 
resources  very  limited,  and  they  think  more  about 
the  actual  charges  than  the  larger  firms.  I suppose  that 
income  tax  has  the  same  effect  on  both.  But  a large 
business  man,  to  whom  I have  talked,  said  it  would  not 
make  any  difference  to  his  plans ; he  went  on  to  say : 
“ After  allowing  for  income  tax,  this  will  cost  me  3 per 
cent  or  4 per  cent. ; but  I do  not  go  in  for  investment 
unless  I can  rely  upon  it  getting  something  like  15  per 
cent.”. 

4194.  Sir  Oliver  Franks : Does  that  lead  one  to  suppose 
that,  at  the  end  of  1954,  during  1955  and  the  fi«t  part  of 
1956,  having  Bank  Rate  at  4^  to  5i  per  cent,  instead  of 
6 per  cent,  and  7 pw  cent,  meant  that  it  would  have  been 
relatively  insignificant  in  ohecking  the  iboom,  which-  was 


continuous  through  the  period? would  rather  take 

that  line,  although  my  view  is  that  the  Bank  Rate  has 
much  less  effect  than  the  operation  of  Government 
finances. 


4195.  Professor  Sayers:  Against  that  background,  have 
you  any  view  on  the  steps  by  which  the  Bank  Rate  should 
be  changed?  There  has  hitherto  been  a rather  loose  con- 
vention .that  it  has  gone  up  by  1 per  cent,  and  down  by 
one  half.  Would  it  seem  to  you  that  there  might  be 
advantages  or  disadvantages  on  balance  in  changing  the 
convemion  to  something  like,  say,  up  by  2 per  cent,  and 

dora  by  1? No,  I should  have  thought  there  is  a lot 

to  be  said  for  keeping  to  the  convention,  except  when  you 
want,  as  the  Government  did  last  Sqitember,  to  give  a 
general  shook  to  the  market.  I think  that  to  check  it  by 
4 .per  cent,  would  be  a bit  much. 


4196.  On  your  own  argument  about  the  Bank  Rate, 
would  it  be  a bit  much,  as  compared  with  2 per  cent. 

m the  old  days? 1 think  there  would  be  considerable 

diiBcuIties. 

4197.  What  would  those  difficu!ti«  be? For  one 

thing  the  cost  to  the  Budget  of  Treasury  Bills,  which 
would  go  up  roughly  the  same  as  the  Bank  Rate. 

4198.  lye  not  those  the  disadvantages  of  a high  Bank 

Rate  pohcy  anyway,  as  distinct  from  the  steps  by  which 
you  move? ^Yes. 

4199.  There  is  a convention,  too,  that  the  Bank  Rate  is 

generally  changed  only  at  the  weekly  meeting  of  the 
Court  of  Directors  of  the  Bank  of  England  ; moves  at 
other  times  are  regarded  as  exceptional.  Do  you  regard 
that  as  a useful  convention,  or  do  you  think  it  would 
be  better  to  have  the  changes  at  any  time  during  the 
week? No,  I would  attach  no  importance  to  that. 

4200.  You  would  have  no  objections  to  a more  fluid 

arrangement? tNo. 


_ ......  . uut.  uuc  Ui  yuui 

note  on  this  you  say : “ The  experience  on  the  Continent 
has  been  similar  to  that  in  this  country.  In  fact,  in  many 
countries  of  Europe,  Bank  Rate  increases  have  scarcely 
been  used  at  all ; the  main  deflationary  measures  taken 
in  regard  to  bank  credit  in  Europe  have  been  increased 
reserve  balance  or  liquidity  ratio  requirements  or  restric- 
tions on  rediscoimt  facilities  Would  1 be  right  in 
inferring  from  that  that  you  thought  .that  methods  of  that 
kind  might  be  usefully  introduced  or  employed  in  this 

country? ^No,  I would  not  like  you  to  infer  that, 

because  I do  not  think  they  have  been  very  effective  Take 
the  case  of  Germany:  in  1950  and  1951  ibe  central  bank 
imposed  on  the  commercial  banks  about  five  different 
ratios,  a ratio  of  advances  to  capital,  a ratio  of  debtors 
to  capital  and  reserves,  a ratio  of  inland  bills  discounted, 
and  so  on,  as  well  as  an  ordinary  liquidity  ratio.  These 
had  very  little  effect.  The  banks  got  round  them,  par.tly 
by  increasing  their  capital ; they  all  doubled  their  capital 
m three  years,  wlfich  made  quite  a big  difference  to  the 
effect  of  .these  ratios.  Then  the  central  bank  had  to  go 
to  ,&e  same  length  as  we  have  bad  to  go ; indeed  a litffe 
J called  for  a reduction  of  total  advances  in 
1951  ; and  th^  put  a strict  limit  on  the  rediscounting  of 
commeroial  bills,  which,  of  course,  is  much  more  important 
on  the  Conbnent  than  it  is  here.  Since  1952  these  extreme 
^aires  M puttmg  cedJings  on  bills  have  bad  little  effect 
1 parted  taking  up  surplus  resources’ 
from  the  m^keit.  During  each  of  the  last  five  years  the 
roughly  D.M.  1,000  million,  say 
£80  imlion  sterling,  off  the  market  The  result  is  to  keep 
toe  niarket  on  a level  basis,  and  prices  have  been  stabl^ 
taken  effective  measure  that  has  been 


4202.  Is  toat  what  is  referred  to  on  page  18  of  toe 

hrwhure  of  toe  InsUtut  Intesmational  d’Etudes  Bancaires 
whKh  you  smt  us:  “ The  operations  of  the  Central  Bank 
m Western  Germany  -in  selling  Treasury  Bills  and  neutral- 
ising toe  proceeds  seem  to  have  been  a vary  effective 
means  of  tightening  credit”? That  would  be  it. 

4203.  What  was  toe  process  of  “neutralising  the  pro- 
ceeds ”? Simply  that  toe  central  bank  sells  toe  bills  on 

the  market,  and  the  money  is  put  to  toe  credit  of ’the 
govemment ; but  as  the  govemniHit  has  a surplus  already 
the  credit  is  not  used.  The  result  is  toat  toe  government 
balances  went  up  from  DM.3,400  mn  in  1952  to 
DM.4, 500  mil.  in  1953,  to  DM.5,800  ran.  in  1954 
DM.6,600  rrm.  in  1955,  and  DM.7, 300  mn.  at  the  end  5 
1956  ; roughly  a thousand  million  marks  a year 
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4204.  Professor  Cairncross:  These  reflect  in  part  large 

Budget  surpluses  in  Germany? ^It  is  the  total  combined 

of  the  surpluses  and  of  the  s^es  of  bills. 

4205.  not  Germany’s  position  rather  difierent  frc«n 
our  own?  The  central  banJc  pursues  this  policy  in  order 

to  create  shortterm  government  debt. Yes,  that  is 

why  these  bills  were  created ; to  enable  the  central  bank 
to  tighten  money.  They  did  that  on  the  basis  of  a Bank 
Rate  which  was  never  higher,  I think,  'than  5i  per  cent. ; 
but  there  has  'been  stability. 

4206.  But  the  German  long-term  rates  are  high,  and 

have  been  higher? And  the  short-term  rates  are,  too. 

Another  example  is  Switzerland,  which  kept  its  Bank 
Rate  at  2 per  cent,  until  last  year,  when  it  went  up  to 
2i  per  cent.  It  also  has  a stable  currency  without  any 
inflation ; again  the  government  has  taken  measures  to 
neutralise  the  knport  of  gold  frcan  foreign  countries. 

4207.  Chairman : But  if  our  own  experience  shows  that 
the  use  of  the  weapon  of  movements  of  Bank  Rate  has 
bean  comparatively  ineffective  for  a number  of  years,  and 
if  you  do  not  thinlc  we  can  usefully  adopt  any  of  these 
Omtinental  methods  like  restricting  rediscount  facilities 
or  liquidity  ratio  requirements,  are  we  not  left  with  a 
rather  helpless  position  with  regard  to  the  con'trol  of  the 

money  supply,  or  the  restricticm  of  demand? 1 think 

restricting  rediscount  facilities  would  not  help  here  be- 
cause the  system  is  so  different ; rediscounting  is  simply 
of  Treasury  Bills,  and  you  cannot  stop  that,  unfortunately. 
The  liquidity  ratio  has  been  found  much  to  facilitate 
inflation  in  other  countries,  because  it  forces  the  banks  to 
take  up  Treasury  Bills  or  bonds.  I think  that,  if  any  of 
these  were  to  be  tried,  the  one  I would  prefer  would  be 
reserve  balances,  though  that  can  be  a great  nuisance, 
as  I know  from  experience,  in  countries  which  have  it. 

4208.  Professor  Sayers'.  You  mean  you  would  want 

to  control  the  money  supply  by  restricting  the  supply  of 
cash? Yes. 

4209.  And  what  woifld  be  the  immediate  effect  in  the 

present  system  of  a reduction  in  the  supply  of  cash? 

It  would  tighten  up  money  all  round,  I thiok. 

4210.  How  would  it  tighten  up  money? ^The  clear- 

ing ba'nks  would  have  to  keep  the  appropriate  percentage 
of  cash,  and  for  .that  purpose  they  would  either  have  to 
liquidate  seourities  ot  advances. 

4211.  But  if  the  clearing  banks  were  short  of  ca^, 
would  they  not  proceed  to  caU  money  from  the  discount 

market? 1 am  assuming  all  that  has  been  done.  The 

gap  would  appear  in  the  clearing  banks  or  the  discount 
market ; there  would  be  a shortage  of  money  in  the 
market  assets. 

4212.  But  if  flie  market  found  itself  short,  would  it 

not  go  to  the  Bank  of  England? ^It  would  temporarily, 

but  with  great  aversion. 

4213.  Supposing  that  the  discount  market  obtained  the 
necessary  cash,  the  system  would  be  supplied  -OTth  the 
cash  to  .restore  the  clearing  banks’  cash  ratio  to  8 per 
cent.,  at  the  expense  merely  of  a rise  in  .flie  Treasury 

Bill  rate.  Is  that  not  what  would  happen? ^I  do  not 

follow  you. 

4214.  Professor  Cairncross : Are  you  assuming  that  the 

supply  of  liquid  assets  in  the  money  market  has  already 
been  diminished  in  some  way,  cut  are  you  starting  from 
the  aituation  we  have  now?  In  other  words,  when  you 
put  forward  the  xestrictioD  of  the  supply  of  cash,  is  it 
assumed  that  there  is  great  liquidity  in  the  money  market 
or  that  something  else  has  been  done  to  restrict  the  supply 
of  liquidity? 5 would  assume  that  some  measure,  per- 

haps similar  to  those  in  use  in  Germany,  could  be  taken  by 
which  the  ca^  received  for  the  additional  notes  drawn  by 
the  banks  was  not  put  into  cdrculationi,  so  that  money  was, 
if  not  tightened  up,  at  least  not  allowed  to  expand. 

4215.  Chairman'.  It  is  the  pre-conditions  that  are 

piizzling  us ; as  I understand  it,  one  of  the  difficulties  is 
that,  with  the  volume  of  Government  short-term  borrow- 
ing, which  we  have  taken  more  or  less  as  a given  con- 
dition, the  heavy  maturities  year  by  year  of  Government 
loans  which  have  to  be  paid  off,  and  the  system  under 
which  the  Bank  of  England  acts  for  the  money  market 
as  the  lender  of  last  resort,  it  would  be  very  difficult  over 
a period  of  time  to  keep  the  cash  supply  down,  because 
the  hands  of  those  who  wish  to  keep  it  down  could  be 
forced  regularly  by  these  means? ^As  a temporary 


measure,  certainly ; it  can  be  re-adjusted,  as  you  say.  The 
discount  market  would  have  to  go  to  the  Bank  of  England 
and  get  rediscounts,  and  the  Treasury  Bill  rate  would  go 
up,  but  there  might  be  a stage  at  which  the  Treasury 
BiUs  were  not  tendered  for,  and  then  I suppose  the  Bank 
of  England  would  have  to  finance  them. 

4216.  Professor  Sayers:  The  Government  has  to  sell 

the  Treasury  Bills  somewhere,  has  it  not? Yes,  unless 

it  sells  other  things  instead. 

4217.  What  you  are  suggesting  therefore  is  that  the 
money  supply  may  be  controlled  by  a funding  operation? 
^Yes. 

4218.  Professor  Sayers:  It  is  that  and  not  the  condition 

of  cash,  as  such,  that  you  are  looking  at? ^The  two 

things  would  be  combined. 

4219.  Chairman:  The  one  would  not  be  much  good 

without  the  other? ^No. 

4220.  Professor  Sayers:  Would  you  agree  that  there 
has  been  a comparative  failure  in  Government  policy  in 
relation  to  the  size  of  the  floating  debt?-; — I think  there 
has:  long-term  funding  has  been  very  difficult. 

4221.  Why  do  you  think  that  has  been  so? ^The 

gilt-edged  market  certainly  had  very  few  friends  a year 
ago ; it  has  a few  more  friends  at  the  moment. 

4222.  How  do  you  think  the  Government  should 

increase  the  supply  of  friends? If  you  assume  that  a 

high  Bank  Rate  is  going  to  be  effective  with  regard  to 
restricting  business,  the  higher  rate  on  long-term  bonds 
might  have  the  effect  of  increasing  subscriptions  to  them. 

4223.  Supposing  that  the  authorities  thought  it  fit  to 
put  the  short  rate  down,  would  you  think  it  proper  that 
the  long-term  rate  should  be  kept  up,  in  order  to  main- 
tain an  inducement  to  people  to  go  into  the  gill-edged 

market? There  is  nothing  unreasonable  about  that;  I 

woifld  expect  it. 

4224.  Chairman : You  have  a note  on  the  Government’s 
funding  operations ; I would  like  to  ask  a few  questions 
on  that.  You  draw  attention  in  the  first  paragraph  to  the 
way  in  which  the  thing  is  done  now  and  its  effect,  that 
the  funding  process  is  a continuous  one.  You  go  on  to 
say  that  no  information  is  published  as  to  the  amounts 
of  any  issue  wWch  have  in  fact  been  taken  up  by  the 
public.  Do  you  think  it  would  make  any  material  con- 
tribution to  the  gilt-edged  market  obtaining  friends  if 

such  information  were  published? 1 do  not  know 

whether  it  would  get  any  friends,  but  it  would  give  some 
useful  information. 

4225.  At  the  moment  are  we  not  told  something  when 

an  issue  takes  place? Yes,  it  is  always  said  .to  be  over- 

subscribed ; that  is  the  main  thing  we  are  told. 

4226.  But  you  do  not  think  we  get  any  adequate  state- 
ment in  effect  as  .to  what  has  happened  to  the  issue? 

No.  I do  not  know  whether  it  is  important.  There  is  a 
great  deal  of  secrecy  about  it.  I should  have  thought  it 
would  be  useful  to  know  what  amount  is  really  taken  up 
by  the  public. 

4227.  Professor  Ccdrncross : You  do  not  think  it  would 
be  damaging  to  the  Government’s  credit  to  provide  this 

information  each  time? 1 should  not  have  thought  so, 

but  perhaps  I am  not  in  a position  to  judge  that, 

4228.  Professor  Sayers : Do  you  think  that  Government 
issues  and  bonds,  when  they  are  shown  on  a prospectus, 
should  be  underwritten  in  the  market  in  the  ordinary 

way? 1 think  fiiey  are  underwritten  at  the  present 

time. 

4229.  Yes,  but  by  the  Issue  Department? 1 should 

have  thought  that  was  less  expensive. 

4230.  Chairman:  It  is  less  expensive? Professor 

Sayers:  And  therefore  preferable? — ^Yes. 

4231.  Chairman:  You  say:  “The  open  market  opera- 
tions of  the  Bulk  of  England,  which  were  originally 
intended  to  reinforce  the  monetary  policy  of  the  authori- 
ties, are  now  frequently  used  to  condition  the  market  for 
a new  Government  loan  or,  at  least,  generally  to  assist  the 
debt  funding  operations  of  the  Government.”  Is  that 

remark  bas^  on  observation? ^It  is  inference  rather 

than  observation ; it  is  extremely  difficult  to  ascertain 
the  facts.  I have  examined  the  weekly  statements  of 
securities  held,  and  it  is  extremely  difficult  to  follow  what 
those  securities  represent  and  what  the  changes  represent. 
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This  was  very  marked  in  1954  and  1955 ; the  2 per  cent. 
Exchequer  stock,  1960,  was  issued  in  February,  1955 ; 
and  the  market  had  been  put  up  gradually  during  the 
preceding  tpwo  or  three  months.  My  recollection  is  that 
a small  issue  of  bonds  was  called  for  repayment  before 
ae  toal  date,  in  order  to  get  the  market  conditioned 
for  the  new  issue.  These  2 per  cent,  bonds  were  got  out 
at  par  on  the  15th  February ; the  Bank  Rate  was  raised 
to  per  cent,  ten  days  later.  As  a result,  these  bonds 
tell  five  points  m a month  and  ten  points  in  a year  That 
IS  the  sort  of  thing  I had  in  mind.  It  shook  the  confidence 
of  the  market  in  the  management  of  the  gilt-edged  issues. 

4232.  Would  you  say  that  an  incident  of  that  kind  pro- 
voked wide  criticism  by  people  in  the  market? Quite 

a considerable  amount  of  criticism  in  the  market. 

4233.  Professor  Ccdrncross:  Would  you  agree  that  any 
marked  change  in  loug-tenn  rates  is  bound  to  react  in  the 

gUt-edged_  market  in  this  kind  of  way? ^Yes  ; but  the 

question  is  whether  the  Government  should  issue  a loan, 
havmg  m mind  .that  the  Rate  will  be  init  up  ten  days 
later.  That  was  the  criticism. 

4234.  Would  you  then  have  all  Government  bonds 
issued  immediately  after  the  adjustment  of  Bank  Rate? 
Sometimes  the  Government  acts  to  its  own  surprise? 
^Yes;  that  may  be  possible. 

4235.  Chairman : How  far  are  these  defects  capable  of 
Iwinjg  corrected?  You  say  it  might  be  a good  thing  if 
the  information  could  be  published  as  to  how  much  of  an 
Ksue  is  taken  up  by  the  public ; but  how  much  else  can 

be  altered? ^The  Federal  Reserve  Bank  in  New  York 

gives  a great  deal  of  information  as  to  what  it  is  doing 
^ regards  its  funds,  and  I should  have  thought  that  the 
Bank  of  England,  without  doing  any  harm  to  Govem- 
mait  credit,  could  also  disclose  much  more  than  it  does. 

_ 4236.  Would  that  amount  to  stating  what  its  policy  was 

in  conducting  open  market  operations? 1 should  have 

thought  that  they  could  do  that.  They  could  do  it  as 
regards  the  past ; they  cannot  possibly  say  what  they 
would  do  in  the  future. 

4237.  Do  you  think  that,  if  that  information  was  made 
available  regularly  to  the  public,  it  would  increase  the 

•public’s  confidence  in  die  Government’s  policy? ^It 

would  increase  the  understanding  by  the  market  of  ttie 
GovCTnment’s  policy  and  intentions,  which  would  do  a 
great  deal  to  get  away  from  this  malaise.  Of  course, 
there  are  always  unofficial  contacts  going  on  beeween  high 
officers  of  the  Bank  and  the  market. 

4238.  But  this  is  a problem  which  is  always  going  on? 

^It  is,  but  I think  it  is  specially  important  with  regard 

to  the  discount  market,  b^use  after  all  they  are  the 
medium  .throu^  which  they  get  to  the  public. 

4239.  Chairman : Then  you  have  a note  on  the  Ex- 

change ^ualisation  Account;  I am  sure  that  some  qiies- 
1i<His  will  arise  out  of  that — Professor  Sayers:  I was 
puzzled  to  see  that  the  present  procedure  “ represents  a 
radical  departure”  from  the  procedure  under  the  gold 
standard.  As  I understand  it,  under  the  gold  standard, 
when  a favourable  balance  of  payments  led  to  an  inflow 
of  gold,  the  Issue  Department’s  holding  of  gold  was  in- 
creased, and  the  amount  of  notes  issued  by  the  Issue 
I^partment  was  increased  by  .the  same  absolute  amount. 
In  the  Banking  Department,  one  would  see  the  notes  held 
by  the  Banking  Department  up  by  that  same  amount ; and 
on  the  other  side  .the  bankers’  deposits  up  by  that  same 
amoimt.  Outside  the  Bank  of  England  the  banks  would 
have  their  cash  in  hand  and  at  the  Bank  of  England  up 
by  the  same  amoimt,  and  their  deposits  up  by  3ie  same 
amount.  There  could  then  be  a further  increase  in  the 
total  of  bank  deposits,  because  the  banks,  having  found 
their  cash  reserves  and  their  deposits  up  by  the  same 
absolute  amounts,  would  have  a rather  higher  ca^  ratio 
than  before.  All  that  would  happen  automatically ; you 
had  an  increase  in  the  supply  of  money  following  an 
inflow  of  gold.  A crucial  Ini  in  ffie  chain  was  the  link- 
age of  the  gold  holding  to  the  cash  supply,  and  another 
crucial  link  was  the  fact  that  the  supply  of  bank  deposits 
was  influenced  by  the  caA  position  of  the  banks.  Dp 
you  agree  that  that  was  ffie  old  system? ^Yes. 

4240.  Now  under  the  new  system,  we  have  an  inflow  of 
gold,  and  that  gold  is  sold  to  the  Exchange  Equalisation 
Account  The  effect  of  that  is  that  the  total  bank  deposits 
in  ffie  country  are  up  by,  say,  £lm.,  and  the  Exchange 


Equalisation  Account’s  gold  is  up  by  £lra.  The  Exchange 
Equalisation  Account  has  financed  that  purchase  of  gold 
by  selling  Treasury  Bills,  which  have  to  be  taken  up;  in 
the  first  instance  they  would  be  taken  up  by  the  banking 
system,  so  that  the  banks  and  the  discount  market,  have 
their  bolding  of  Treasury  BiUs  up  by  £lm.,  exactly  equal 
to  the  increase  in  bank  deposits.  The  inflow  of  gold  has 
increased  the  Exchange  Equalisation  Account’s  gold  hold- 
ing and  the  supply  of  the  bank  deposits  by  ffie  same 
absolute  amount.  The  liquid  .position  of  the  banks  is 
changed  by  there  being  an  extra  £lm.  of  Treasury  Bills  to 
be  held  by  the  banks ; those  Treasury  Bills  are  tht 
counterpart  of  the  increase  in  bank  deposits.  The  clear- 
ing banks’  position  is  now  that  ffieir  Treasury  Bills  and 
their  deposits  are  up  by  the  same  absolute  amount.  H 
they  are  working  now  on  the  basis  that  flieir  holdings  of 
liquid  assets,  including  Treasury  Bills,  detemiiue  how  far 
they  are  to  expand  credit,  then  you  have  the  conditions 
for  a further  increase  in  bank  credit  beyond  the  original 
£1  m.  Is  that  not  exactly  parallel  to  what  has  happened 

in  the  old  sysaem? •!  would  not  have  thought  so.  I do 

not  see  where  you  get  the  increase  in  bank  depoats.  The 
Exchange  Equalisation  Account  takes  money  out  of  the 
market  in  exchange  for  Treasury  Rills  and  places  it  in  the 
hands  of  whoever  supplies  it  with  gold  or  dollars,  and  the 
total  amount  of  deposits  is  not  altered. 

4241.  'But  under  the  old  sj^em  we  were  agreed  that  the 
effect  would  be  that  the  .people  in^orting  £1  m.  of  gold  and 
selling  it  to  the  Bank  of  England  would  make  an  addition 
of  £1  m.  to  bank  deposits ; now  in  the  present  system  they 
sell  It  through  their  banks  to  .the  Exchange  ^ualisation 
Account.  The  Exchange  Equalisation  Account  does  not 
get  it  for  noihiog;  it  has  to  pay  for  it.  It  can  pay  for  it 
in  sterling,  in  English  bank  deposits,  in  effect  by  drawing 
a cheque  on  the  Banking  Department  of  the  Bank  of  Eng- 
land, which  is  added  to  the  bankers’  deposits ; and  the 
pri^eds  of  that  cheque  go  to  “ the  people  ” who  have  sold 
gold  and  are  paid  into  their  banks.  So  clearing  banks 
deposits  are  fl  m.  up,  and  their  cash  at  the  Bank  of 

England  is  £lm.  up,  just  as  in  the  old  system? ^I  do 

not  agree,  in  the  old  system,  the  Bank  of  England,  were 
simply  inflating  the  money  supply,  whereas  the  Exchange 
Equalisation  Account  gets  Treasury  Bills  out.  which  are 
taken  by  file  market  and  not  by  the  Bank  of  England. 

, 4242.  Professor  Sayers:  But  what  do  the  people  who 

import  gold  sell  it  for? ^For  sterling,  and  the  sterling  is 

raised  by  Treasury  Bills. 


4243.  From  the  market,  including  the  banks? ^Yes. 

4244.  You  mean  .that  there  is  a possibility  that  the 
Exchai^e  Equalisation  Account  is  able  to  sell  Treasury 
BiUs  right  outside  the  banking  system,  to  industrialists 

or  even  directly  to  the  people  who  imported  the  gold? 

I think  It  very  likely  does.  I do  not  know  what  the  pro- 
cedure IS  with  the  South  African  Reserve  Bank,  but  I have 
no  doubt  that  it  gets  the  credit  with  the  Bank  of  England 
and  puts  it  directly  into  Treasury  BiUs. 

4^5.  But  there  is'no  reasem  to  suppose  -that  the  appetite 
of  the  outside  market  for  Treasury  Bills  has  gone  unjust 
because  somebody  has  imported  £1  m.  of  gold  To  the 
extent  that  this  is  possible,  it  was  also  possible  under  the 
old  system ; £lm.  might  be  wanted  for  hoarding 
^mewhere,  as,  for  example,  when  ,the  French  in  the 
twenties  wanted  Bank  of  England  notes  for  hoarding 
They  coifid  get  ffiem  by  selling  gold.  If  now  you  have  the 
Reserve  Bank  of  South  Africa  selling  gold  in  London  and 
taking  British  Treasury  Bills  dn  exchange,  die  impact  on 
the  system  is  the  same.  I cannot  see  what  is  :the  differ- 
ence, provided  you  assume  that  the  banking  sj^tem  now 

runs  on  the  basis  of  these  liquid  assets? ^I  have  always 

raderstood  that  the  intention  in  creating  this  Ecchange 
Equalisation  Account  was  to  insulate  the  market  here 
from:  .the  effect  of  gains  and  losses  in  exchange,  and  I 
should  have  thought  it  does. 


4246.  Profm  Cmmcrosi:  May  I just  interpose  one 
question  which  may  help  to  clear  .this  up  a little?  You 
may  have  in  your  mind,  Sir  Frederick,  the  possibility  of  ao 
inflow  of  capital  from  outside  Ms  country,  the  foreigners 
an  effect  parting  with  foreign  exchange  and  investing  the 
sterling  inweeds  m Tceasury  Bills.  If  that  happens,  then 
I thmk  what  you  say  would  be  correct,  and  we  would 
agree  with  it.  I think  the  question  put  to  you  bv 
Professor  Sayeis  relates  to  what  happens  when  there  is  a 
change  on  the  current  balance  of  payments.  I assume 
that,  while  at  ds  perfectly  fadr  to  say  .that  the  Exchange 
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Equalisation  Account  was  intended  originally  to  insulate 
the  economy  from  the  effect  of  capital  inflows  and  out- 
flows, it  was  not  meant  to  insulate  the  economy  from  the 

effect  of  an  adverse  balance  of  payments. ^It  was  meant 

to  even  out  the  fluctuations,  whatever  thedr  origin. 

4247.  Professor  Sayers:  'When  the  Exchange  Account 
was  established  it  was  not  assumed,  probably  rightly, 
that  the  banking  system  regulated  its  deposits  according 
to  the  supply  of  its  liquid  assets  ; it  was  assumed  that  the 
bantog  system  ran  on  a cash  basis.  Therefore,  though 
the  intentions  in  1932  may  have  been  what  they  were, 
and  may  have  been  realised,  the  effect  now  might  be 
different.  _ I am  only  wanting  to  establish  what  diforence 
there  is,  if  any,  between  the  procedure  now,  with  the 
Exchange  Equalisation  Account  running  as  it  does,  and 

the  procedure  prevailing  under  'the  gold  standard? 

The  essential  link  that  you  mentioned  when  describing 
the  working  of  the  gold  standard  •!  think  is  absolutely 
right : when  we  imported  gold  it  did  at  once  expand  the 
cash  basis  of  the  whole  economy. 

4248.  And  now  dt  expands  the  liquid  assets  basis? 
^It  may,  but  I think  that  is  dubious. 

4249.  It  is  no  more  dubious  surely  than  that  under  the 
old  system  an  influx  did  automaticaUy  increase  the  supply 

of  money? ^For  example,  if  the  Exchange  Equalisation 

Account,  instead  of  importing  physical  gold  here  buys, 
as  it  often  does,  dollars  in  New  York,  it  transfers  a 
certain,  credit  in  sterling  to  some  holder  of  dollars, 
British  or  foreign,  and  that  is  at  once  put  back  into 
the  market. 

4250.  That  is  surely  exactly  the  same ; there  is  an 

increase  in  bank  deposits  in  this  country? ^It  just  goes 

from  one  hand  to  another,  say,  from  a private  individual 
or  a number  of  private  individuals  to  the  Exchange 
Equalisation  Account,  and  then  into  the  name  of  an 
American  banlc. 

4251.  Chairman:  Suppose  that  the  operation  is  that 
the  Exchange  Equalisation  Account  pays  for  the  dollars 
by  running  off  tap  Treasury  Bills ; it  is  then  able  to  pay 
for  its  dollars  by  transferring  cash  from  the  public  account 
at  the  Bank  of  England  into  the  bankers’  deposits  with 
the  Bank  of  England ; in  other  words,  it  adds  to  ^e  cash 
outside  the  internal  system.  Does  that  not  then  add 

positively  to  the  cash  in  the  system? 1 should  imagine, 

from  what  I know  of  the  state  of  Government  accounts, 
that  if  it  did  that  on  any  scale  the  Treasury  account  would 
have  to  be  supplemented  at  once  by  issuing  fresh  Treasury 
Bills. 

4252.  I was  rather  assuming  that  that  was  indeed  a 
concomitant,  that  the  Treasury,  since  it  must  currently 
finance  itself,  must  add  to  the  outstanding  volume  of 
market  bills  by  raising  more  money.  Is  that  not  the 
basis  of  what  Professor  Sayers  was  putting  to  you  as  the 
normal  pattern  of  this  sort  of  transaction? — Certainly 
they  would  have  to  issue  Treasury  Bills ; but  the  money 
that  they  raised  would  also  be  invested  somewhere,  so 
the  total  supply  and  demand  would  remain  equal,  would 
it  not? 

4253.  Professor  Sayers:  The  two  sides  of  the  Bank’s 
balance  sheet  remain  equal,  but  the  two  sides  would  both 
be  ’higher  by  the  absolute  amount  of  the  gold  influx, 
which  is  what  used  to  happen  under  the  gold  standard? 
Sir  Frederick  Leith-Ross:  There  is  a considerable  dif- 
ference between  l!he  expansion  caused  by  the  increase  in 
Treasury  bills  and  .the  effect  of  the  import  of  gold  in  the 
old  days.  The  import  of  gold  would  have  meant  an 
expansion  of  eight  or  nine  times. — Professor  Sayers:  And 
this  causes  an  expansion  of  ithree  itimes,  roughly ; I agree 
vraith  that. 

4254.  Professor  Ccurncross:  Towards  the  end  of  your 
discussion  of  the  Exchange  Equalisation  Account  you 
make  a suggestion  that  it  might  be  better  for  the  Account 
to  be  returned  to  ±e  Bank  of  ^gland  and  for  its  position 
to  be  pubHshed  regularly  in  the  weekly  Bank  return  ; have 
you  in  mind  that  more  information  about  the  Exchange 
Equalisation  Account  might  be  made  public,  or  is  this  a 

matter  merely  of  a formal  account? nviinlf  it  should 

be  more  frequently  published;  it  would  not  then  attract 
quite  so  much  attention  as  it  does  every  month. 

4255.  Professor  Sayers:  You  are  thinking  primarily  of 

the  ^Id  and  dollar  assets  of  tde  Account,  which  you 
would  like  shown  weekly,  as  in  fact  they  used  to  be  under 
the  old  Bank  Return? ^Ycs. 


4256.  Chairman:  You  make  a suggestion  that  the 
sterling  which  the  Exchange  Equalisation  Account  receives 
for  the  sale  of  foreign  exchange  should  be  placed  in  a 
special  account  and  not  utilised  except  when  the  account 
again  is  able  to  purchase  foreign  exchange.  That  is  con- 
trasted with  the  present  system,  under  which,  I take  it, 
the  sterling  which  it  receives  is  lent  back  to  the 

Exchequer  on  tap  Bills  for  the  time  being? 'I  imagine 

so. 

4257.  If  it  is  not  made  available  to  be  lent  back  to  the 
Exchequer  for  the  time  being  by  tap  Bills,  pro  tanto  the 
Government  would  have  to  borrow  that  much  more  by 

Treasury  Bills  in  Jhe  market? ^Yes,  unless  it  was  in  the 

position,  that  it  always  aims  at  being  in,  of  having  a 
surplus. 

4258.  There  might  conceivably  be  a period  when  it 

was,  but,  by  Mid  large,  the  effect  would  be  as  I have 
said? ^Yes,  it  would. 

4259.  Professor  Sayers:  Would  it  not  be  the  same  as 
would  happen  if  there  was  an  inflow  of  gold  and  the 
Government  said  that  public  deposits  at  the  Bank  of 
England  must  be  raised  by  the  amount  of  .this  gold?  That 
would  be  a way  of  sterilising,  that  is  commonly  adopted 
on  the  Continent,  I believe ; and  that  can  be  done  what- 
ever is  happening  to  the  gold  position.  One  can  bring 
about  a ti^tness  in  ihe  money  market  by  doing  that  any 

day? As  long  as  the  government  is  not  overspending. 

It  would  mean  a permanent  credit  balance. 

4260.  Mr.  Jones : In  the  last  paragraph  on  the  first  page 
of  your  memorandum  about  flie  Exchange  Equalisation 
Account  you  say : — 

“ In  view  of  the  inflation  which  undoubtedly  exists 
in  our  economy,  the  question  merits  consideration 
whether  we  should  not  revert  to  a system  under  wWch 
losses  of  foreign  exchange  would  have  their  full  effect 
on  market  liquidity.” 

Are  you  not  arguing  the  same  position  here  that  drove 

us  off  the  gold  standard  in  1931? ^No',  not  exactly. 

I am  simply  saying  that  when  we  lose  gold  (as  I see  it ; 
other  people  take  a different  view)  it  has  very  little  ^ect 
on  our  internal  economy.  Before  1931  it  had  a very  big 
and  immediate  effect ; the  cash  basis  of  the  economy  was 
at  once  reduced  by  a loss  of  gold.  Since  we  went  off 
the  gold  standard  that  has  ceased;  but  I should  like  to 
see,  as  near  as  possible,  some  automatic  reaction  on  our 
domestic  money  market  when  we  lose  foreign  exchange 
assets. 

4261.  Professor  Sayers:  There  is  an  automatic  reaction, 
but  you  are  suggesting  that  we  ought  to  go  back  to  the 
proportion  of  nine  to  one  instead  of  the  present  propor- 
tion of  three  to  one.  Would  you  want  to  see  that  auto- 
matic reaction  whatever  the  source  of  the  gold  loss,  that 
IS  to  say,  whether  it  was  on  capital  account  or  income 
a«ount? — —Whatever  the  isource.  It  is  quite  true  that 
they  are  different  things  in  a way,  but  a country  must 
have  regard  to  its  capital  laabilities  as  weill  as  its  curiMt 
habihtaes.  The  only  thing  is  that  where  there  was  a big 
run  on  the  exchange,  this  suggestion  would,  I think,  be 
too  destructive  of  the  market ; so  I have  made  it  clear 
that  I would  give  a certain  discretion  about  the  extent 
to  which  this  principle  was  applied. 

4262.  That  is  in  fact  almost  the  pure  gold  standard 

^stem.  In  the  thirties,  after  all,  we  established  the 
pichange  Account  partly  because  we  did  not  want  to 
have  the  domestic  system  wposed  to  flie  effects  of  inflows 
and  out-flows  of  hot  money ; now  you  want  to  see  hot 
money  have  effects? ^Yes. 

4263.  Professor  Cairncross : If  the  balance  of  payments 
were  advise  in  conditions  of  increasmg  depression  in  the 
world,  and  if  our  exports  were  falling,  would  you  want 

to  put  that  kind  of  check  on  credit  in  this  country? 

I think  you  have  to  do  that,  or  else  have  a major  re- 
adjustment. 

42W.  Might  not  a major  re-adjustment  be  preferable? 
Would  you  feel,  m other  words,  to  put  it  in  its  crudest 
pm,  that  if  we  were  creatmg  unemployment,  or  suffering 
from  It  in  our  export  trade,  we  ought  to  reinforce  that 

unemployment  in  the  domestic  market? ^Is  not  this  a 

qu«tion  of  political  determination?  If  we  are  losing 
exepnge  ^that  is  a sign  ffiat  our  money  is  too  easy  and 
subject  to  ffie  variations  of  political  determination  I thmk 
we  ought  to  contract  it. 
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4265.  Just  what  have  you  in  mind  when  you  talk  about 

a major  re-adjustment? 1 mean  an  adjustment  in  the 

exchange  rate, 


42W.  Would  that  involve  devaluation  or  revaluation? 
^ One  according  to  ftofessor  Hawtrey,  the  other  accord- 
mg  to  most  other  peoiple. 


4267.  Chairman : Now  may  we  turn  to  your  note  on 
*e  capital  needs  of  industry?  You  mention  that  the 
banks  are  being  urged  to  give  further  support  to  the 
Finance  Corporation  for  Industry  although  they  are  them- 
selves labouring  at  the  same  time  under  Government 
appeals  to  cut  down  their  advances  to  what  at  first  sight 
look  to  be  the  same  ultimate  beneficiaries ; having  men- 
tioned  the  point,  do  you  think  the  .present  system  is 
wrong?  t-'No.  I think  the  F.C.I.  has  done  a very 
valuable  job ; but  I would  like  to  get  away  from  the 
restriction  on  the  banks  by  having  a stricter  control  of 
money  which  would  make  it  unnecessary  to  have  the 
ceiling  on  bank  advances. 


■ channelling  bank  money  for  the 

time  being  through  the  F.C.I.,  as  a form  of  selective 

mvestment,  is  a good  idea,  or  a bad  idea? ^The  banks 

do  not  like  it ; they  prefer  to  do  the  selection  themselves. 

4269.  Mr.  Jones:  In  the  last  sentence  of  this  note  you 


“ Investment  on  the  scale  desirable  is,  in  fact,  difficult 
to  reconcile  with  the  present  monetary  and  fiscal 
policy  ”. 


What  is  the  alternative ; direct  control  or  priority  for 

essential  investment? ^The  first  thing  I would  suggest 

would  be  an  alteration  in  the  fiscal  machinery  so  as  to 
give  more  encouragement  both  to  industry  and  to  indi- 
viduals to  save. 


4270.  Would  you  give  fiscal  preference  to  the  essentia! 

industries? ^I  would  give  more  fiscal  advantage  to 

saving  by  industry. 

4271.  Would  you  do  anything  in  the  field  of  investment 
allowances,  and  that  sort  of  thing,  in  respect  of  those 
industries  that  conserved  and  strengthened  the  economy? 
1 would  do  it  generally. 

4272.  You  would  not  have  selective  provision? ^I 

assume,  with  what  is  perhaps  only  rough  justice,  that  the 
market  itself  results  in  the  more  important  industries 
making  the  biggest  increases  in  their  capacity.  I think  it 
is  very  important,  much  more  important  today  than  before 
the  war,  that  industry  should  have  plenty  of  capital  for  de- 
velopment with  the  technological  advances  there  have  been. 
Investment  demand  is  likely  to  be  twice  as  big  as  before 
the  war,  and  I do  not  see  how  it  can  be  provided  when 
taxation  on  industry,  apart  from  the  investment  allowances 
and  initial  allowances,  takes  such  a very  high  proportion 
of  the  profits. 

4273.  Would  you  not  differentiate  against  the  luxury 
industries?  There  must  be  a tremendous  number  of  indus^ 
tries  and  a tremendous  amount  of  investment  in  the 
country  that  serves  inessential  purposes,  that  is  not 

necessary  for  the  economic  life  of  the  country? ^Do 

they  need  very  much  capital?  Pools,  for  instance,  do  not 
require  a lot  of  capital! 

d7.74.  Surely  there  must  be  a substantial  part  of  invest- 
ment that  is  taken  out  of  the  resources  of  profitable 
companies  'that  does  not  in  any  way  seek  to  strengthen 
the  economy  of  the  country  both  at  present  and  for  the 

future?  Would  you  do  an3dhing  about  that? cannot 

conceive  what  you  have  in  mind,  Mr.  Jones.  I should 
have  thought  that  any  company  only  developed  things  for 
which  there  was  a demand,  apart  'from  the  welfare  services, 
which  you  do  not  want  to  stop. 

4275.  Professor  Sffers:  You  have  said  you  would 
encourage  saving  within  industry ; would  you  also  take 

any  steps  to  encourage  personal  savings? Yes,  I should 

try  to,  perhaps  like  the  German  fiscal  system.  They  have 
a whole  series  of  tax  incentives  for  savings.  We  have 
it  for  life  insurance  but  for  nothing  else. 

4276.  Chairman:  Do  we  not  have  a number?  We 
have  a concession  on  National  Savings  Certificates,  a 
concessiem  on  small  amounts  of  income  in  the  Post  Office 
and  Trustee  Savings  Banks ; we  have  life  insurance  ; con- 
tributions to  pension  funds ; are  they  not  all  various 

forms  of  the  same  thing? Yes,  but  I think  the  most 

important  is  the  life  insurance.  You  mi^t  also  say  ffiat 


Premium  Bonds  are  a useful  way  to  save  with  ©lemptioa 
from  income  tax. 

4277.  Professor  Sayers:  Would  you  advocate  any  new 
steps  in  this  direction?— —In  Germany,  almost  every 
form  of  saving  allows  for  25  or  33J  per  cent,  exemption 
from  tax. 

4278.  You  would  not  think  the  rate  of  interest  has 

pything  to  do  with  it? It  has  something  to  do  with 

it ; but  exemption  >from  income  tax  has  a lot  to  do  with 
it  too. 

4279.  Chairman:  Do  you  think  the  differential  profits 
tax  system  is  an  encouragement  to  saving  by  industry? 

^li  the  rate  of  tax  on  distributed  profits  was  applied 

to  undistribuited  profits  it  would  certainly  be  a disincentive. 
I am  not  personally  familiar  with  all  the  problems  of 
industry ; I only  see  them  from  a banking  angle,  except 
in  one  case.  to  that  case  we  have  to  apply  a proviaon 
which  is  a great  deal  hi^ec  than  the  le.gal  depreciation  as 
furdier  depredation,  and  that  special  depreciation  is 
subject  to  ordinary  tax.  So  to  enable  us  to  put  £500  000 
mto_  that  we  have  to  earn  a profit  of  about  £1  n^on. 
I think  the  depredatnon  provisions  ou^t  to  be  made  mcffe 
generous. 

4280.  Sir  Oliver  Franks:  I think  you  aanim»  that  in 
most  cwuntties  of  the  world  probably,  and  very  probably 
on  our  own,  the  demand  for  capital  investment  is  likely 
to  contmue  to  be  much  hi^er  than  it  was  before  the  war 
and  for  quite  a long  time  Why  do  you  fed  that?  What 
would  you  enumerate  as  the  grounds  which  determine 

your  mind? ^The  Sputnik  for  one;  the  whole  general 

development. 

4281.  That  is,  so  to  speak,  the  technological  break- 
through?  ^Yes;  technological  development  has  been 

speeded  up  so  much.  What  I would  like  to  see  is  the 
encouragement  of  savings  and  I 'thmk,  inevitably,  some 
t^porary  slowing  down  on  the  expansion  of  consump- 
tion. I am  not  in  favour  of  .the  Russian  syst«n  but 
they  at  least  put  the  accumulation  of  capital  fo-r  industry 
above  t^sumptiou,  whereas  we  on  the  other  hand  tax 
capital  in  order  to  encourage  oonsumption. 

4282.  Given  that  'general  position,  and  if  interest  rates 

can  do  less  than  formerly  and  the  amount  that  interven- 
tions of  a monetary  kind  can  do  is  real  but  limited,  you 
would  want  to  see  as  the  prime  regulator  of  the  economy 
toe  Budget?  You  think  that  fiscal  provisions  are  all- 
important,  and  that  toe  monetary  provisions  come  in 
and  are  important,  but  secondary? ^They  are  both  im- 

portant, but  I think  that,  in  present  oonditd'ons  certainly, 
toe  fiscal  ones  are  much  more  effective  in  their  operation! 

4283.  Chairman : What  is  your  view  about  toe  effective- 
ness or  advantages  over  a long  period  of  time  of  the 
system  of  appeals  to  toe  banks  to  restrict  their  advances? 
Do  you  think  that  at  is  desirable  or  feasible  over  a period? 

It  -is  undoubtedly  feasible  but  I tbinlr  it  would  be 

bettCT  if  it  were  not  necessary. 

4284.  What  weighs  with  you  in  coming  to  that  view? 

^If  you  would  look  at  toe  last  sentence  of  my  note  on 

monetary  policy  and  inflatiem,  it  says: — 

“ The  ultimate  solution  has  to  be  found  in  toe  politi- 
cal and  social,  rather  than  in  the  technical  financial 
field.” 

I sh'Ould  like  to  add  to  that : — 

“In  the  technical  financial  field,  however,  it  would 
be  a help  if  toe  Bank  of  England  were  required  to  set 
aside  toe  deports  received  in  exchange  f.or  additional 
notes  issued  and  not  to  release  toem  except  for  toe 
purchase  of  g.oId  or  dollars.  Such  an  arrangHnent 
would  ait  least  put  a rtrake  on  the  inflationary  spiral.” 
That  is  toe  same  idea  as  I had  with  the  Exchange  Equali- 
sation Account,  but  I thought  it  would  apply  .better  in 
regard  to  the  issue  of  notes  toan  for  the  exchange,  because 
toe  amounts  involved  might  .not  be  of  such  a size  as  they 
would  be  at  the  time  'Of  an  exchange  run. 

4285.  Professor  Sayers:  But  no  matter  how  many 
arrangements  of  this  kind  are  made,  whether  attached  to 
the  note  issue,  the  Exchange  Equalisation  Account  or 
anything  else,  the  supply  of  money  can  only  be  tightened 
by  operation  on  the  liquid  assets  of  the  clearing  banks  • 

is  .that  not  right? Yes,  but  I would  prefer  to  say  that 

this  would  ■oidy  be  effective  if  toe  Budget  was  protierlv 

haianoArf  r t-  / 
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4286.  Unless  the  Budget  was  iproperly  balanced  it  would 

have  to  be  offset  in  another  way? ^Yes. 

4287.  So  far  as  the  operation  on  ^ liquid  assets  of 

the  banks  is  concerned,  is  not  the  linuting  factor  at  present 
not  the  absence  of  new  mechanics  of  kind  but  ie 
inability  of  the  authorities  to  push  their  funding  policy 
any  faster? ^Yes ; but  would  you  not  see  a slight  dif- 

ference between  an  increase  in  the  issue  of  notes  on  the 
one  hand  and  an  increase  in  Treasury  bills  on  the  other? 

4288.  Whatever  was  done  about  the  issue  of  notes  would 
not  affect  .the  authorities’  ability  to  exchange  long  secun- 
ties  held  by  the  general  public  for  liquid  assets  held  by 

the  banks,  would  it? ^That  is  quite  a different  field. 

Restricting  it  to  this  simple  proposal:  when  more  notes 
are  issued,  at  present  the  cash  paid  for  them  apparently 
goes  straight  into  the  Exchequer  account,  as  I understand 
it. 

4289.  If  you  had  this  simple  system  established  you 
would  have  to  offset  it  by  other  operations,  except  to  the 
extent  that  the  authorities  could  go  on  funding ; and  they 

can  go  on  funding  without  these  new  inventions? 

Or  if  the  Budget  was  balanced. 

4290.  The  'balancing  of  the  Budget  can  .be  done  without 

these  new  inventions,  if  it  can  be  done  at  all? ^It 

could  be,  but  ffie  issue  of  notes  is  at  present  one  of  the 
sources  by  which  the  Exchequer  accounts  are  balanced. 

4291.  It  is  a very  convenient  source,  but  it  does  not 

hinder  the  Government’s  funding  operations? Sir 

Frederick  Leith-Ross:  'Ho.— Professor  Sayers:  And  it 
does  not  hinder  the  Government’s  control  oi  the  supply 
of  money. 

4292.  Chairman : I think  we  have  come  .to  the  end  of 
OUT  questions  on  your  memorandum ; but  I should  be  glad 
if  you  could  give  us  a little  more  of  your  time  on  some- 
thing that  is  not  in  your  paper.  As  you  may  have  seen, 
it  is  the  intention  to  include  explicitly  in  our  inquiry  the 
question  of  the  constitution  of  the  Bank  of  England  and 
its  relations  with  the  Treasury  and  other  government 
organs.  Could  you  from  your  experience  give  us  any 
views  on  that  question?— —It  is  very  difficult  for  me  to 
give  you  any  views  which  are  not  the  views,  so  to  speak, 
of  the  layman  in  this  question.  I have  had  relations  with 
the  Bank  of  England  for  a great  many  years  but,  generaUy 
speaking,  my  relations  were  with  the  Governor  or  the 
Deputy  Governor  rather  than  with  members  of  the  Court. 
However,  I should  have  thought  it  was  absolutdy  essential 
for  any  central  bank  to  have  a proportion  on  its  board 
of  people  familiar  with  the  actual  working  of  the  situ^on 
in  the  market,  seen  from  the  market  angle  and  not  from 
the  official  angle. 

4293.  You  think  it  impossible  that  an  adequate  experi- 
ence of  what  is  going  on  in  the  market  could  be  obtained 
by  someone  who  was  a full-time  director  or  executive  of 

the  central  bank? ^They  might  be  able  to  get  hold  of 

the  facts,  but  they  might  not  be  able  to  get  hold  of  the 
spirit  or  the  “nose"  for  things  which  you  get  in  the 
market. 

4294.  You  do  not  think  it  could  be  done  by  what  I 

might  caU  contacts? do  not  know  any  central  ba^ 

that  does  not  have  a proportion  of  people  from  outside, 
probably  because  they  are  afraid  that  otherwise  the 
directors  of  the  bank  would  get  closed  up  in  an  ivory  tower 
and  not  be  able  to  appreciate  what  is  happenmg  in  the 
market. 

4295.  How  wide  is  the  “outside”  that  you  think  it 
desirable  they  should  be  drawn  from?  If  contact  wift  the 
market  that  they  deal  with  is  the  real  point,  should  it  not 

be  persons  from  that  market? ^In  many  cases  they  have 

actual  representatives  of  what  we  call  the  clearing  banks, 
Certainly  people  with  experience  in  trade  and  coi^CTce 
with  the  outside  world,  with  the  Western  hemisphere 
and,  in  the  old  days  certainly,  with  India  (though  perhaps 
that’ is  less  important  now)  are  necessary. 

4296.  Professor  Sayers:  There  has  been  a convention 
against  having  clearing  bankers  on  the  Court,  though  ^ere 
is  a laffier  sipecdal  exception.  Wooild  you  regard  it  as 
proper  for  the  Bank  of  England  to  include  clearing 

bankers  nowadays  in  its  Court? never  thought  that 

this  historical  prejudice  against  the  clearing  bankers  had 
any  real  foundadon. 

4297.  Chairman  : Do  you  think  for  the  purposes  you 
had  in  mind  that  it  is  essential  that  the  outside  people 


should  be  carrying  on  their  ordinary  business  while  acting 
as  directors  of  the  Bank,  or  would  it  be  enough  for  them 
to  have  had  previous  experience  and  then  pass  into  the 

full-time  service  of  the  Bank? should  have  thought  it 

was  important  that  they  should  have  cinrent  experience. 
They  would  very  soon  be  out  of  date  if  there  were  big 
changes  in  the  international  situation. 

4298.  “Current  experience”  meaning  literally  part-time 

service  to  the  Bank  and  part-time  service  outside? 

Yes. 

4299.  Mr.  Jones:  Is  there  any  more  reason  for  this  in 
the  Bank  of  England  than  there  would  be  for  commercial 
interests  to  be  associated  with  the  activities  and  policy 
of  the  Board  of  Trade  or  the  Trades  Union  Congress  with 

the  Ministry  of  Labour? 1 should  have  thought  they 

were  both  pretty  closely  associated. 

4300.  Professor  Cairncross:  You  say  you  do  not  know 
of  any  central  bank  that  does  not  have  outside  people.  If 
you  take  the  Federal  Reserve  Board,  the  Chairman  of 
which  is  an  ex-Treasury  official,  what  kind  of  contacts 

does  that  have  with  the  outside  market? forget  now 

how  they  are  constituted;  but,  after  aU,  although  they 
have  supervisory  and  overruling  powers,  they  are  not’ the 
operative  reserve  banks,  are  they? 

4301.  Professor  Sayers:  But  is  not  the  Federal  Open 
Market  Committee  of  the  Federal  Reserve  System,  wMch 
is  the  operative  body,  entirely  professional,  in  that  it 
consists  of  full-time  officers  of  the  Federal  Reserve 
System?— — Sir  Frederick  Leith-Ross : They  are  governors 
of  the  different  reserve  banks,  are  they  ncA'l— Professor 
Sayers:  They  are  the  governors  of  certain  of  the  reserve 
banks- 

4302.  Sir  Oliver  Franks:  We  shall  have  to  reckon  in 

all  this  with  the  much  greater  ease  with  which  people 
can  move  into  full-time  government  employment,  and  out 
of  it  again  into  full-time  private  employment,  in  the 
United  States.  I personally  regard  it  as  one  of  their 
strengths  that  people  who  may  have  done  ten  years,  shall 
we  say,  in  industry,  can  go  into  the  Federal  Reserve 
Board  wholetime  for  five  years  or  ten  years,  and  then 
go  back  again  out  of  the  Federal  Reserve  Astern  into 
industry.  Take  the  present  Chairman  of  the  Feder^ 
Reserve  Board:  it  is  perfectly  true  that,  before  he  went  to 
the  Federal  Reserve  Board  in  Washington,  he  had  been^an 
Assistant  Secretary  in  the  U.S.  Treasury ; but  before  that 
he  had  been  out  in  the  private  sector  as  the  President  of 
the  New  York  Stock  Exchange  for  a number  of  years, 
putting  through  a major  reform  of  that  body.  There  is 
this  pattern  of  “ in  and  out,”  that  is  the  advantage  of  a 
defect.  The  United  States  has  so  far  never  succeeded  in 
creating  a Civil  Service  or  a Foreign  Service  which  has 
been  a career,  in  the  way  that  it  has  in  this  country.  They 
have,  therefore,  relied  more  on  outsiders  being  brought 
in,  and,  as  the  sphere  of  Government  responsibility  has 
increased,  more  outsiders  are  brought  in  for  periods.  The 
system  has  some  advantages  which  offset  the  disadvantages 
that  it  also  has,  and  I think  we  have  to  bear  in  mind  that 
this  is  a fact  about  the  American  situation,  when  we  com- 
pare what  they  happen  to  do  with  what  they  happen  to 
do  here.  We  tend  to  make  the  whole  thing  more  rigid ; 
except  in  time  of  war  there  is  very  little  interchange. 
That  is  what  makes  it  difficult  for  us  to  avoid  the  part-time 
solution. — Professor  Cairncross:  As  I understand  it,  & 
Frederick,  you  are  not  in  favour  of  a solution  along 
these  American  lines? No. 

4303.  You  would  prefer  to  see  part-time  directors  whose 
primary  occupation  is  outside.  There  are  some  central 
banks  with  which  you  have  had  very  personal  associations. 
Did  you  find  in  ffiat  capacity  .that  you  wanted  to  make 
much  use  of  the  services  of  the  advisers,  or  other  members 
of  your  board  who  came  from  outside? — —Certainly  in 
the  rather  limited  field  of  which  I have  personal  experi- 
ence. The  National  Bank  of  Egypt  was  a semi-cential 
bank  and  had  certain  commercial  functions  as  well ; when 
I was  Governor,  I was  constMXtiy  consulting  with  part- 
time  directors ; but  perhaps  it  was  very  largely  on  com- 
mercial questions. 

4304.  Sir  Reginald  "Verdon  Smith : Do  you  see  a distinc- 

tion between  advisers  and  part-time  members  with  respon- 
sibility for  the  organisation? ^Yes.  I would  have 

thought  that  with  advisers  you  could  not  consult  them  with 
anyt^g  like  the  same  frankness  as  when  they  are  part 
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of  the  organisation.  You  have  to  be  much  more  cautious 
with  the  information  3«>u  give. 

4305.  To  the  extent  that  it  would  be  a positive  disadvan- 
tage?  1 think  so. 

4306.  Professor  Sayers:  You  mean  that  a director 

necessarily  feels  more  sense  of  responsibility  for  the  con- 
fidence which  he  has  received? should  have  thought 

so. 

4307.  Professor  Cairncross:  Would  you  agree  that,  if 
one  looks  back  over  the  last  twenty  or  thirty  years,  the 
Treasi^  has  tended  .in  ali  countries  to  take  more  of  a 
hand  in  the  determination  of  financial  poJacy ; and  that, 
even  in  the  sphere  of  the  central  banks,  more  has  tended 
to  be  decided  within  the  central  bank  than  by  contact  and 

association  witii  people  outside  it? 1 think  you  are 

probably  right  on  both  points,  but  I cannot  ^>eak  from 
peiTsonal  experioice. 

AZQZ.  Chairman:  Suppose  that  the  flow  of  general 
economic  and  financial  information  to  the  centra!  bank 
was  even  more  abundant  and  more  precise  than  I believe 
it  to  be  today ; do  you  think  that  would  diminish  the  im- 
portance of  having  part-time  directors  for  the  purpose  of 

keeping  in  touch  with  wihat  is  going  on? 1 think  that 

the  personal  imipressdon  of  the  really  ajble  fellow  is  worth 
a great  deal  more  than  volumes  of  priniL 

4309.  I suppose  that  primarily  the  central  bank’s  prob- 
lems, apart  from  the  strictly  market  ones,  are  concerned 
with  the  general  situation  rather  than  the  particular,  with 
the  general  economic  flow  of  affairs  ; I would  have  thought 
myself  there  was  some  difficulty,  unless  you  had  a very 
large  body  of  part-time  directors,  in  getting  anything  but 
a very  partial  aspect  of  the  picture  by  your  contacts? — 
They  cannot  all  be  “ Panoramas  ” ! 

4310.  Professor  Sayers:  Given  that  there  are  consider- 
able advantages  in  this  system,  there  are,  of  course, 
also  disadvantages : there  is  always  the  dilemma  of  how 
muah  a part-time  director  can  be  told.  Gtven  that  a 
great  deal  of  infonnatdon  to  the  central  bank  is  at  once 
highly  techmcal  and  highly  confidential,  is  it  possible  to 
keep  part-time  directors  sufficiently  well  informed  about 
what  is  being  done  to  enable  them  to  contribute  materially 
to  the  formation  of  policy  without  giving  them  altogether 
too  much  mformation,  given  that  they  are  engaged  in  busi- 
ng outside?  Do  you  think  it  is  possible  to  solve  that 

dilemma? think  that  is  really  a question  that  ought 

to  be  addressed  to  the  Governor  of  the  Bank  of  England ; 
I suppose  he  is  the  only  person  who  can  give  you  an 
answer.  But  I should  have  thought  that  he  could  direct 
the  searchlight  on  to  one  particular  point  without  revealing 
everything. 

4311.  Professor  Cairncross:  Suppose  that  the  Bank  of 

England  did  not  have  on  its  Court  any  group  of  part-time 
directors  drawn  from  the  city  or  industry  or  elsewhere 
in  this  country ; do  you  think  that  would  have  a preju- 
dicial effect  on  the  relations  between  the  Bank  of  En^and 
and  the  money  market  and  industry  in  this  country,  or 
on  the  relations  between  the  Bank  of  England  and  the 
Commonwealth  banks?  Do  you  feel  that  &is  might  give 
rise  to  a sense  of  exclusiveness  or  aloofness  on  the  part 
of  the  Bank?  Or  do  you  think  ffiat  is  rather  a secondary 
consideration? ^There  has  been  certainly  a feeling  some- 

times that  the  Bank  of  England  does  not  take  the  Com- 
monwealth banks  suffLcientiy  into  its  confidence,  but  I 
should  not  have  thought  that  the  internal  organisation 
of  the  Bank  of  England  would  affect  that. 

4312.  Chairman:  Would  you  care  to  say  anything  about 
what  you  think  is  the  measure  of  independence  that  a 
central  bank  should  enjoy,  if  any,  as  between  itself  and 

the  Government  or  the  Treasury? always  like  to  see 

a central  bank  taking  as  independent  a line  as  possible ; 
but  in  cases  where  it  is  contrary  to  the  Government, 
the  Government  view  must  of  course  prevail. 

4313.  Does  that  mean  that  in  fact  the  central  bank  can 
enjoy  no  independence  except  that  of  arguing  up  to  a 

point? depends  on  the  arrangements  between  the 

central  bank  and  the  Government.  For  example,  many 
central  banks  have  the  most  detailed  conventions  between 
them  and  the  government  setting  out  their  powers.  In 
Belgium  the  central  bank  was  able  to  stand  up  to  the 
government  and  tell  them  to  alter  the  whole  system  of 
raising  short-term  money,  because  of  the  provisions  of 
the  convention.  That  is  a case  which  showed  considerable 
power. 
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4314.  With  your  experience  of  these  different  possibili- 
ties do  you  favour  any  particular  one  for  this  country? 
Should  there  be  a convention  which  gives  the  Bank  of 
England  certain  defined  liberties,  or  should  there  be  none 

except  that  of  arming? ^These  conventions  seem  to  be 

alien  to  our  national  sympathies ; and  probably  a con- 
vention written  with  the  Bank  of  England  by  one  Govern- 
ment would  be  re-wiitten  by  the  next  one. 

4315.  Professor  Sayers:  Would  you  favour  the  degree 
of  independence  of  the  Bank  of  En^and  from  the 

Treasury  being  increased  or  decreased? Has  it  any 

independence  at  present  from  the  Treasury? 

4316.  Does  your  question  imply  that  you  think  that 
the  degree  of  independence  should  be  increased? — —I 
should  have  thought  that  if  possible  it  diould  be  increased. 

4317.  Chairman:  How  would  you  increase  it  except  by 
defining  some  position  which  at  the  moment  seems  to  be 

undefined? In  the  old  days  the  Bank  of  En^and  was 

in  reality  independent  of  the  Government  and  the  only 
thing  that  could  happen  was  that  when  there  was  a colli- 
sion of  wills  the  Government  could  force  the  Governor  of 
the  Bank  to  resign,  not  legally,  but  by  freezing  him  out. 
That  was  the  ultimate  sanction ; and  the  Bank  of  England 
certainly  used  its  powers  in  those  days. 

4318.  But  those  were  the  days  before  the  nationalisation 
Act  had  been  passed  and  a statutory  power  had  been 
inserted  for  the  Government  to  give  directions  to  the 

Bank? ^Yes.  In  those  days  there  was  a saying,  I think, 

fay  Lord  Norman,  when  he  was  the  Governor,  that  was 
repeated  to  me : “ My  job  is  to  think  out  what  the  Govern- 
ment wants  before  it  knows  it!" 

4319.  If  in  general  you  think  it  should  have  more 
independence  than  it  enjoys  today  I am  not  clear  how 

you  think  it  should  achieve  it? The  only  way  would 

be  for  the  consultations  that  must  take  place  between  the 
Treasury  and  the  Bank  to  be  more  or  less  on  the  old 
basis ; ^at,  unless  the  Treasury  had  a very  strong  objec- 
tion, the  Bank  of  England  made  up  its  mind  and  simply 
informed  the  Treasury,  as  a matter  of  personal  relation- 
ships. But  I cannot  believe  that  that  is  consistent  with 
the  system  under  which  a Chancellor  speaks  of  the  Bank 
of  England  as  being  his  “ creature  or  his  instrument. 

4320.  Professor  Cairncross:  Do  you  think  that  mone- 
tary policy  is  so  easily  detachable  from  economic  policy 
that  you  can  just  vary  monetary  policy  without  bothering 

about  the  rest  of  the  economic  policy? ^No.  I assume 

the  Bank  of  England  is  sufficiently  informed  of  wbat  the 
economic  policy  is  and  would  see  to  the  results  in  the 
monetary  system. 

4321.  Presumably  any  collision  would  imply  that  the 
Treasury  and  the  Bank  of  England  viewed  the  co-ordina- 
tion of  economic  and  monetary  policy  rather  differently? 

^Yes,  or  it  might  be  due  to  actual  factors  of 

administration. 

4322.  Chairman : What  are  the  demerits  of  the  Bank’s 

lack  of  independence,  as  you  see  it  today? ^It  is  very 

difficult  to  fix  that  precisely ; but  I have  the  impression  (it 
might  be  wrong)  that  abroad  there  is  not  the  same  regard 
for  the  Bank  of  England  today  as  there  was  twenty  or 
thirty  years  ago.  It  may  be  a question  of  personalities,  but 
I think  it  is  partly  the  relationship  between  the  Bank  and 
the  Government  which  has  impaired  its  prestige. 

4323.  Professor  Sayers:  On  the  thirty  years  I would 

agree ; but  twenty  years  ago  the  Bank  of  England  was, 
surely,  if  anything,  less  independent  of  the  Treasury  than 
it  is  today? — — 1 should  have  thought  that  twenty  years 
ago  it  was  certainly  working  in  close  co-operation  with 
the  Treasury,  but  still 

4324.  Do  you  not  agree  with  Lord  Norman’s  own 
account  of  the  position  in  1936  or  1937,  when  he  said 
in  effect  that  he  would  have  his  own  views  but  in  the 

last  resort : “ You  tell  me  what  to  do  and  I do  it  ”? 

That  does  not  seem  very  different  from  what  it  is  today, 
but  it  surprises  me. 

4325.  Sir  Oliver  Franks:  One  might  turn  today’s  posi- 
tion upside  down  aod  nuke  it  a bit  paradoxical.  This 
is  illustrated  by  the  Press  conference  at  which  Sir  Stafford 
Cripps  referred  to  the  Bank  as  his  “ creature  ” ; the 
journalists  went  on  to  say;  “Your  creature?  ",  and  he 
said : “ Yes,  but  creatures  develop  a will  of  their  own 

I think  a major  institution  does  develop  a person  and  a 
will  of  its  own,  and  in  a situation  in  which  there  are 
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no  rules  to  determine  .the  degree  of  its  dependence  I think 
it  tends  to  develop  power  in  proportion  as  there  are  no 
rules,  provided  that  it  is  dealing  with  the  facts  out  of 
which  policy  is  made.  The  Bai±  of  England,  of  course, 
is  dealmg  with  facts  out  of  which  policy  is  made ; it 
is  dealing  with  facts  of  the  market  from  day  to  day ; 
and  there  are  no  rules  which  limit  its  dependence:  so 
diat  it  is  in  a position,  I think,  to  exercise  very  great 
power  on  departments  of  the  Government  which  them- 
selves are  not  so  close  to  the  facts.  One  might  be  able 
to  argue  that,  while  constitutionally  it  is  dependent, 
de  facto  it  is  more  independent  than  it  used  to  be.  Would 
you  think  that  that  was  words  but  no  sense? No ; that 


is  a paradox  that  may  well  have  some  force.  I think 
it  depends  upon  the  relative  competence  of  the  man 
at  the  Bank  and  the  people  he  has  to  deal  with.  Some- 
times it  is  easier  for  an  institution  like  that  to  get  its 
own.  way  from  inside  rather  than  from  outside. 

4326.  Chairman-.  So  far  as  foreign  opinion  goes,  you 
think  the  Bank  suffers  to  some  extent  from  a lack  of  status 

today? have  that  impression  ; but  I would  not  like 

to  put  it  too  high. 

Chairman-.  I think  that  concludes  our  discussion,  Sir 
Frederick.  We  are  most  grateful  to  you  for  coming  along 
this  afternoon. 


(Adjourned  until  Thursday,  20th  February,  1958,  at  11.0  a.m) 
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African  sector  of  the  British  Overseas  Banks  Association,  called  and  examined. 


4327.  Chairman:  Mr.  Smith,  we  have  read  with  great 
care  the  memorandum*  you  have  been  good  enou^  to 
put  to  us  in  answer  .to  our  questions.  There  will  be  a 
number  of  questions  which  will  arise  out  of  what  you  have 
•told  us,  and  I think  it  would  be  most  convenient  if  we 
go  through  paragraph  by  paragraph,  and  then  questions 
on  the  various  points  come  from  members  of  the 
Committee  as  we  go  through.  In  the  first  section  you  are 
distinguishing  movements  of  fuuds  between  offices  in  the 
United  Kingdom  and  offices  in  territories  outside  the 
sterling  area  and  movements  of  funds  between  offices  in 
the  United  Kingdom  and  offices  inside  the  sterling  area. 
Then  you  say  that  ;the  greater  freedom  of  movement  with- 
in the  sterling  area  enables  better  advantage  to  be  taken 
by  the  public  disparities  in  interest  rates.  Then  in 
paragraph  6 you  point  out: 

“ The  extent  to  which  sterling  funds  accruing  to  the 
ova:seas  banks  in  London  are  retained  by  those  banks 
depends  on  the  degree  of  control  exercised  by  the 
authorities  in  'the  overseas  territories  concerned  over 
their  territories’  external  exchange  resources.” 

That  control,  I suppose,  takes  the  form  either  of  the 
institution  of  a CMitral  bank,  or  transfer  restrictions  im- 
posed by  the  territory  concerned? Mr.  Smith:  Yes, 

normally  by  the  legislation  of  -the  country  concerned.  F'Or 
example,  the  Union  of  South  Africa  has  legislation  which 
lays  down  ithat  .the  banks  operating  there  have  to  have 
assets  in  the  Union  equd.  to  their  liabilities,  plus  a measure 
of  capital.  So  far  as  the  Union  of  South  Africa  is  con- 
cerned, therefore,  we  have  to  have  a completely  closed 
exchange  position,  so  'that  we  do  not  retain  in  London 
balances  on  behalf  of  South  African  branches,  except  the 
permitted  working  balance  which  is  allowed  us  by  the 
central  bank. 

4328.  Which  territories  have  neither  a central  bank,  and 

whatever  control  results  from  that,  nor  transfer  re- 
strictions?  ^Within  the  sterling  area.  East  Africa  (that  is 

Kenya,  Uganda  and  Tanganyika),  Nigeria,  SSerra  Leone, 
and  of  course  South-West  Africa,  which  is  part  of  the 
Union.  Ghana  now  has  a central  bank.  Outside  the 
sterling  area,  the  counttries  without  central  'banios  are  the 
Sudan,  which  I believe  proposes  to  set  up  a central  bank 
shortly,  .the  Portuguese  territories,  and  one  or  two  other 
territories  where  British  banks  do  not  operate. 

4329.  Do  those  sterling  area  territories  in  Africa  which 

have  no  central  bank  have  no  transfer  restrictions? 

None  at  all. 

4330.  Professor  Ccdrncross:  What  proportion  of  your 
business  is  in  die  sterling  area  countries  in  Africa,  and 

what  proportion  is  outside? 1 can  only  spe^  for  my 

bank,  which  is  Barclays  D.C.O.,  and  I couild  not  give  you 
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the  exact  figures.  I would  say  that  60  to  65  per  cent,  of 
our  African  business  is  in  the  Union  alone. 

4331.  Have  you  many  branches  outside  the  sterling  area 

countries  in  Africa? Mr.  Smith:  We  have  about 

fifteen  branches  in  the  Sudan  and  about  ten  branches  in 
Libya. — Mr.  Wilson : The  Standard  Bank  of  South  Africa 
has  two  branches  in  Portuguese  East  Africa. — Mr. 
McQuin:  The  Bank  of  West  Africa  has  only  two  outside 
the  sterling  area,  at  Duala  and  Tangier. 

4332.  Professor  Sayers:  And  presumably  the  business 
between  those  branches  and  offices  within  the  sterling 

area  is  subject  ito  the  ordinary  controls? Mr.  Smith: 

They  are  subject  to  (•ocal  exchange  regulations,  which 
normally  follow  the  pattern  of  -the  U.K.  regulations. — 
Mr.  Wilson:  There  is  one  aspect  which  we  ought  to 
mention:  there  are  the  New  York  and  Hamburg  offices 
which  are  maiii^ned  by  our  banks,  and  which  do  very 
substantial  butiness  with  the  help  of  the  BaiJc  of  England. 

4333.  Professor  Cairncross:  I take  it  that  your  position 
in  Africa  rests  largely  on  .the  volume  of  trade  between 
this  country  and  the  African  territories,  but  that  you 

also  finance  .trade  involving  third  countries? Mr^. 

Smith  : We  do. 

4334.  And  trade  between  two  foreign  countries? 

can  only  speak  for  Barclays  Bank  D.C.O.,  but  I would 
have  said  we  did  little  or  no  finance  for  transactions 
between  two  foreagn  countT'ies.  But  we  handle  a lot  of 
transactions  between,  say,  ,fiie  United  States  and  Africa, 
and  between  Germany  and  Africa ; both  the  Standard 
Bank  and  ourselves  have  offices  in  New  York,  and  we 
and  the  Bank  of  West  Africa  ha  ve  offices  in  Hamburg. 

4335.  Are  you  in  competition  with  American  and  Ger- 
man banks  in  the  African  territories? ^No.  I would 

prefer  to  say  that  we  co-operate  with  than  or,  to  put  it 
another  way,  faclitate  .die  'business  which  the  domestic 
American  and  German  banks  have  with  those  sections  of 
Africa  where  we  are  represented.  We  do,  for  example, 
both  in  New  York  and  Hamburg  piuchase  bills  for  either 
German  or  American  exports  to  places  like  South  Africa, 
West  Africa  and  East  Africa,  ana  with  the  permission  of 
the  Bank  of  England  we  give  some  modest  sterling  over- 
draft facilities  to  our  Hamburg  and  New  York  offices  to 
carry  those  bills  for  a very  short  period. 

4336.  Are  these  all  sterling  bills? Mr.  Smith:  They 

are  sterling,  if  you  call  sterling  the  normal  currency  of 
the  African  territories. — Mr.  Wilson : I tbink  that  we  are 
in  competition  with  the  American  and  German  banks  to 
some  extent.  After  all,  we  are  running  a service  which, 
if  we  were  not  there,  they  would  have  to  do.  They 
.would  have  to  make  advances  against,  these  bills  and  I 
believe  they  frequently  do  that.— Mr.  Smith:  We  collect 
the  bills  for  thean,  of  course,  if  they  are  graating  local 
advances. 
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4337  The  American  and  German  banks  presumably 

have  no  branches  in  the  African  territories? ^No.  not 

in  the  .African  territwies. 


4338.  Professor  Sayers'.  WTien  a customer  <rf  yours  in 
South  Africa  exports  goods  to  the  U.S.A.,  that  leads  to 
an  irwreasc  in  your  balances  in  your  New  York  branch,  I 

wesume? Only  very  temporarily,  because  the  dollar 

woceeds  have  to  be  accounted  for  by  us,  course,  to 
the  South  African  Reserve  Bank,  in  the  same  way  as  a 
U.K.  exporter  would  have  to  account  to  the  Bank  of 
England. 

4339.  The  exchange  control  of  the  territory^  from  which 

goods  are  exported  would  see  to  that,  subject  to  your 
maintaining  a working  balance  in  New  York? Yes. 


4340.  Professor  Cmrncross:  You  axe  to  some  extent 

financing  trade  outwards  and  inwards? ^Yes. 

4341.  Chmrman-.  In  paragraph  7 you  refer  to  “those 

sterling  area  territories  which  do  not  have  a central  bank, 
do  not  impose  exchange  control  regulations  requiring  the 
surrender  ^ sterling  earnings,  and  have  currencies  linked 
to  sterling  at  par  ” whit*  have,  as  you  say  in  paragraph  8, 
“ no  alternative  means  employing  cash  reserves 
locally”? May  I at  this  stage  correct  slightly  para- 

graph 9?  That  paragrai*  was  perfectly  true  when  it  was 
written,  where  it  says  that  an  excess  of  sterling  exports 
would  tend  to  iffoduce  a running  down  of  the  territory’s 
sterling  balances,  but  that  in  practice  these  balances  remain 
constant  or.  if  anything,  tend  to  increase.  That  should 
perhaps  be  qualified  as  a result  of  the  current  high  Bank 
Rate  here,  which  has  led,  as  a result  of  other  considera- 
tioos,  to  the  balances  generally  running  down.  What 
has  been  happening  has  been  that,  to  smne  extent,  the 
U.K.  has  bera  exporting  overdrafts,  if  you  hke  to  put  it 
tl»t  way,  to  the  African  territories.  If  one  takes  a group 
of  Engiii^  companies,  or  a parent  ctHnpany  operating 
with  subsidiaries  in  Africa,  the  parent  company  at  one 
time  would  j^obably  have  danced  those  subsidiaries  frcsn 
its  own  resources,  bcsTOwing,  perhaps,  in  Lond<m  itself 
at  a comparatively  cheap  rate,  and  financing  the  sub- 
sidiaries. But  as  a result  of  the  credit  squee2B  here  there 
has  been  an  increasing  demand  for  local  overdrafts  from 
the  subsidiary  companies,  so  that  we  have  found  ourselves 
required  to  grant  increased  overdraft  facilities  in  Africa. 
Again,  some  hire  purchase  ccanpanies  who  found  their 
operations  restricted  in  this  country  have  endeavoured  to 
offset  ^at  by  increasing  their  turnover  in  the  African 
territories ; that,  again,  led  to  an  increase  in  the  demand 
for  the  banks’  facihties.  The  attractiveness  of  the  high 
rates  interest  which  are  available  on  short-term  money 
in  Loodon  has  also  led  to  some  reduction  in  our  deposits : 
people  who  would  normally  have  kept  cash  with  us  on 
deposit  at  a reasonable  rate  of  interest,  could  not  resist 
the  temptatiem  of  the  6^  per  cent.  Treasury  Bill  rate. 


4342.  Professor  Sayers:  What  kind  of  people  are  they? 
Arc  they  big  fading  corporations,  public  corporations  or 

private  individuals? 1 would  say  manufacturing, 

mostly,  or  pe^le  like  the  large  mining  groups. 


4343.  Has  ,lhe  movement  deposits  been  larger  than 
^ movement  of  overdrafts,  or  are  the  overdrafts  the 

bigpr  factor? Mr.  Wilson:  I wouM  say  the  latter, 

so  far  as  South  Africa  is  ctmeeraed.— Afr.  Smith : I would 
say  from  my  own  experience  that  we  have  lost  our  deposits 
ft  increased  our  overdrafts.  It  has  been  about 

Mty-fifty.  But  I would  not  say  the  whole  of  the  increase 
m over^afts  is  due  to  the  export  of  overdrafts  from'  the 
U.K.  That  would  be  due  to  other  things  as  well. 


4344.  Both  these  movements  have  been  substantial  in 
relation  to  youx  normal  level  of  London  funds? Yes. 


4345.  What  kind  cf  margin  of  interest  rates  causi 
th^  movenwots  to  appear?  Did  they  appear  before  < 

Mly  smee  the  7 per  cent.  Bank  Rate? Mr  Smith 

I hey  were  m evidence  to  some  extent  even  before  tl 
Rate.-Afr  Wilson:  I think  it  is  moi 
credit  ^uceze  than  the  actual  disparity  in  rates  of  ii 
tw«l  which  hM  caused  this  trend  to  take  overdrafts  ovei 
- attaction  t 


^ change  in  circumstances  wh 
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4347.  Is  that  substantially  the  reason  for  yoiir  quail- 

fication  and  amendment  of  that  paragraph? ^Yes.  As 

we  explained  m the  memorandum,  many  of  these  terri- 
tories have  tried  to  insulate  themselves  from  tlae  effect 
of  the  high  rates  which  have  been  imposed  here,  but  to 
some  extent  they  have  found  it  very  difficult ; for  exajnple, 
in  Rhodesia  when  the  London  Bank  Rate  went  up  to 
7 per  cent,  the  banks  were  specificaDy  requested  not  to 
make  any  changes  in  their  rates,  either  debit  or  credit. 
But  .they  have  not  been  completely  successful  in  insulating 
themselves  and,  as  a result,  only  a week  ago  Rhodesia 
had  themselves  to  institute  a credit  squeeze  in  order  to 
try  and  take  care  of  that  situation. 

4348.  Professor  Sayers:  In  some  of  these  territories  you 
have  said  that  you  are  required  by  local  regulations  in 
effect  to  balance  your  local  d^osits  and  locS  lendings? 
^Yes. 

4349.  When  there  is  a pull  by  London,  dn  the  shape  of 

an  unusually  high  interest  rate,  you  would  have  from 
those  territories  a disposition  to  lose  deposits  and  to 
import  overdrafts? Yes. 

4350.  That  would  throw  the  balance  out,  on  the  face  of 

it.  How  do  you  ded  with  that  situatiem? ^We  are 

i^ted  in  tie  extent  to  which  we  can  meet  the  demand 
for  increased  overdrafts  by  our  local  resources. 

4351.  So  if  local  deposits  go  down  through  people 

transferring  to  London,  you  have  to  cut  your  local  lend- 
ing?  ^Yes,  we  have  to  be  restrictive. 

4352.  Has  this  enforced  cutting  down  of  local  lending, 
by  the  attractiCHi  of  London  hd^  interest  rates  and  the 
credit  squeeze,  been  an  importanit  factor  in  any  of  these 

territsories  in  the  last  two  or  three  years? ^Yes,  I 

would  say  that  it  has  been.  Even  a year  or  eighteen 
moD-ffis  ago  we  had  to  restrict,  and  we  endeavoured  to 
bring  down  our  lendings  in  the  Union  of  South  Africa, 
for  example. 

4353.  So  these  local  regulations  operate  to  ensure  that 

the  creddit  squeeze  in  England  cannot  be  exported? 

Yes,  that  it  is  at  least  fimited  to  the  resources  of  the 
local  banks. 

4354.  Chairman:  Taknng  these  various  areas  all  over 
A&ica,  is  this  tendency  to  dry  up  your  funds  for  local 

lending  'both  noticed  and  resent^? Mr.  Wilson  : It 

is  certainly  noticed.  I do  not  know  whether  it  is  resented. 
— Mr.  Smith : It  has  not  been  sufiBciently  serious  to  have 
any  serious  effect  upon  our  customers. — Mr.  Wilson : It 
looks  'like  being  very  serious  in  Rhodesia,  but  ^at  is 
not  entirdy  due  to  ffie  credit  squeeze ; dt  is  partly  due 
to  the  worsening  of  the  balance  of  trade,  owing  to  the 
fall  in  the  price  of  copper. 

4355.  Professor  Cairncross:  Do  you  find  'bdg  variations 
in  the  rates  of  interest  dn  the  'various  African  ooimtries, 

ance  the  rise  in  the  Lo^ndon  Bank  Rate? Mr.  Smith : 

Yes.  Bi  many  of  ithe  .territo.ries,  for  example  in  West 
Africa  and  in  East  Africa,  the  rates  have  been  adjusted 
in  line  with  those  in  the  U.K.  It  is  only  in  some  terri- 
tories, such  as  Rhodesia,  where  we  have  been  specifically 
asked  by  ffie  central  bank  not  to  alter  the  rates,  that 
there  is  any  very  great  difference. 

4356.  If  there  were  no  central  bank,  you  would  auto- 

matically adjust  your  rates  in  line  wi^  the  London 
Bank  Rate? ^Yes. 

4357.  Sir  John  Woods:  To  the  extent  that  rates  have 
been  increased,  the  rale  of  interest  as  such  would  not  lead 
to  an  export  of  overdnaifits  ; dt  would  be  'the  credit  squeeze? 
^It  would  be  the  credit  squeeze. 

4358.  Professor  Sayers:  Is  there  any  reaction  of  local 

opinion  against  these  rises  in  interest  rates? Yes,  but  in 

only  a minor  degree.  There  is  a spirit  of  nationalism  <x 
independence  abroad  in  a lot  of  ttie  territories,  a'ud  we 
have  found  it  a Efltle  difficidt  sometimes  to  explain  to 
people  why  tiieir  rates  should  go  up,  merely  because  the 
London  Bank  Rate  has  gone  up. 

4359.  Professor  Cairncross:  In  the  case  of  Ghana, 

which  now  has  a central  bank,  did  the  rates  rise  ■svitb 
lie  increase  in  the  London  Bank  Rate? -They  did. 

4360.  Mr.  Jones:  Wien  you  refer  tO'  Rhodesia,  are  you 
referring  to  the  whole  Federation  or  to  Northern 

Rhodesia? To  the  Federation  of  Rhodesia  and 

Nyasaland. 

4361.  Chairman:  You  said  that,  whereas  a parent 
company,  before  the  credit  squeeze  at  any  rate,  normally 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


MINUTES  OF  EVIDENCE 


315 


20  February  1958]  Mr.  R.  D.  Smtib,  Mr.  B.  J.  McQuin  and  Mr.  W.  S.  Wilson 


\Continued 


financed  its  subsidiaries  by  borrowing  in  London,  you 
now  have  a correspcrading  application  from  the  local 
oompanies  for  the  oioney.  How  far  are  you  able  to 
meet  'these  applicaticms?  Is  it  simply  a traorfer  of  cre^ 
that  itakes  place,  or  is  it  in  the  tot^  result  a failure  of 
aedit?~I  would  say  that  gsierally  we  have  met  the 
demand,  where  the  request  has  been  a reasonable  one 
and  measures  up  to  'the  requirements  of  bank  standards. 

4362.  Sir  John  Woods:  That  does  not  have  any  bad 
effect  on  your  local  customers  who  are  not  subsidiaries? 
^No. 

4363.  Lord  Harcourt:  You  say  that  the  effect  on  your 

local  custcmers  has  n.'Ot  been  unduly  severe,  or  caused 
undue  criticism? ^Yes. 

4364.  Has  the  direct  linking  to  London,  particularly  of 

those  ternitories  not  having  a central  bank,  led  to  any 
great  critiokm  of  the  sterling  area  as  suoh,  and  the  work- 
ings of  ‘the  sterfloog  area? ^N'Ot  to  my  kn^owledge.  I 

have  heard  none  at  all. 

4365.  Profesor  Cairncross:  The  positton  you  are  putting 
to  us  is  one  in  which  some  of  the  West  Afrdcaai  coun'tries, 
which  have  large  sterling  balances,  are  suffering  fr'Can 
a steep  increase  in  interest  rates,  at  a time  when  by  draw- 
ing on  their  balances  in  London  they  could  keep  down 
rates  'of  interest.  Is  this  a position  that  they  view  wth 

equanimity? Mr.  Smith:  I do  not  know  what  they 

feel  about  it.  The  bulk  of  their  balances  are  represented, 
I imagine,  by  investments  which  they  cannot  readily  draw 
upon,  except  by  realisation,  and  I suppose  they  would 
hesitate  to  realise  their  investments  at  current  market 
prices. 

4366.  Your  liquidity  m West  Africa  is,  presumably, 

still  fairly  high? Quite  high. 

4367.  Your  liquidity  cannot  be  equal  in  all  directions 
al  round.  There  must  be  some  places  where  you  are, 
from  a local  point  of  view,  in  a rather  liquid  state.  Do 

you  appj.y  the  same  credit  price  throughout? Mr. 

Smith : Yes.  One  of  the  advantages  of  banking  in  various 
territories  as  we  do  is  that  one  can  meet  seasonal 
demands  m one  territory  by  ublising  some  of  the  larger 
credit  'balances  which  are  maintained  seasonally  in  other 
territories. 

4368.  Do  you  find  that  large  trading  corporations, 
which  would  normally  extend  a certain  amount  of  credit 
in  their  own  commercial  operations,  have  been  led  by 
the  higher  rate  of  interest  to  grant  credit  1^  regularly? 

No,  I cannot  say  that  I have  seen  any  evidence  of 

that. 

4369.  There  has  been  no  tightening  up  that  would  lead 

to  greater  reJuatance  to  import  stocks,  for  instance? 

No.  Where  UJC.  concerns  control  subsidiaries  abroad, 
and  where  they  finance  the  subsidi^ies  by  open  account, 
as  it  were,  they  wil  a^  for  remittances  or  transfers  to 
the  UJC.  rather  mcffe  freely. 

4370.  'Woidd  not  that  help  our  position  here? ^Yes ; 

it  would  bring  debts  due  from  South  Aifrica  home  to 
London  more  quickly. 

4371.  And  y^our  belief  is  that  this  is  a reaction  to  the 

tighrfmess  of  credit  m London? ^Yes.  I wou'ld  not  say 

the  figures  involved  would  be  highly  important,  but  it 
would  be  one  factor. 

4372.  Professor  Sayers:  Has  your  position  in  the  last 
decade  or  so  in  most  of  these  territories  been  that  you 
W'OuId  have  liked  to  lend  more  if  you  could  have  found 

good  borrowers? ^At  some  periods,  particularly  during 

the  war,  we  were  all  underdent  m those  territory,  but 
since  1946  there  has  been  a steady  and  increasing  demand 
for  advances,  which  we  have  been  able  to  meet.  \^at 
the  tarrdtories  still  lack  is,  perhaps,  medium  and  long- 
term credit  for  development  puiposes ; but  we  d'O  not 
feel  it  is  any  part  of  our  duty  as  bankers  to  provide  more 
than  temporary  borrowing. 

4373.  I was  wondering  whether  you  still  felt  under- 
lent  at  all,  err  had  done  immediately  before  the  credit 
squeeze.  iWouid  you  have  liked  to  have  seen  more  diort- 
term  borrowers  of  ±e  traditional  kind  a^ng  for  loans? 
Mr.  Smith : Again,  I can  only  speak  from  the  experi- 
ence of  my  own  bank.  I would  have  said  that  we  had 
an  adecpiate  demand  for  n'ormal  banking  advances. — 
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Mr.  Wilson:  I would  go  further,  and  say  the  demand  of 
good  cre<fi,tworthy  borrowers  exceeded  the  possibility  of 
accomiraodatjon,  particularly  in  East  Africa. 

4374.  Professor  Cm'ncross:  You  do  say  that  in  effect 

in  paragraph  10,  because  you  speak  cf  “ sterling  area 
territories  where  there  a a deficiency  of  local  deposits  ”. 
I assume  there  are  some  territories  in  Africa  where  y'OU 
lend  'by  drawing,  in  effect,  on  deposits  made  in  oier 
parts  of  the  contineint? Mr.  Smith:  Yes. 

4375.  Is  this  mainly  in  East  Africa? Mr.  Wilson: 

Speaking  for  miy  own  bank,  I would  say  that  in  South 
Africa,  also,  before  the  credit  squeeze  we  had  no  lack  of 
opportunity  for  making  good  bank'ing  advances,  but  there 
was  a tendency  even  then  to  become  overlent. 

4376.  It  is  rather  important  to  know  how  far  you  are 
prepared  in  your  business  to  make  advances  in  one 
country  sabstantialy  in  excess  of  the  deposits  in  that 

country? Mr.  Smith : One  would  nonnaJly  only  do 

that  as  a very  temporary  measure.  We  do  tend  to  meet 
seasonal  requirements. 

4377.  Chairtruin:  Where  you  say  that  London  funds 
may  be  “ invested  in  the  banks’  business  in  other  sterling 
area  territories  where  there  is  a deficiency  of  local 
deposits”,  we  must  read  -tha't  as  merely  meaning  a 

temporary  accommodation  to  meet  the  demand? ^Yes. 

I do  not  know  whether  Mr.  McQuin’s  experience  has 
been  the  same,  but  in  this  last  season  in  Nigeria  they 
are  producing  a record  groun<hmts  crop,  and  it  also 
happens  that  this  year  about  95  per  cent,  of  the  crop  is 
of  a higher  grade  than  normal,  and  they  are  enjoying  a 
hagt^r  price.  Moreover,  about  65  per  cent.,  or  even  more, 
ot  the  crop  came  forward  in  f<mr  weeks.  All  this  meant 
aat  we  lent  very  quickly  a lot  of  money  in  Nigeria,  and 
tor  a few  weeks  our  advances  in  Nigeria  mi^t  have 
been  m excess  of  our  Nigerian  deposits,  in  other  words, 
our  Nigerian  branches  were  overdrawn  at  head  of&ce. 

4378.  Professor  Sayers:  Do  the  big  trading  companies 

lend  much  'to  the  producers? ^They  grant  credit  but 

just  on  open  account,  as  it  were,  in  the  course  of  their 
trading. 

4379.  Professor  Cairncross:  But  substantial  sums  in 

total.? ^Yes. 

4380.  Mr.  Jones:  To  what  extent  has  the  contraction 
in  tm  mining  in  Nigwia,  and  the  fall  in  (fwice  of  copper 
in  Northern  Rhodesia,  resulted  in-  a lesser  demand  for 

expansion  and  thus_  in  wedit? ^Undoubtedly  the  fall 

m tl»  imee  of  tin  is  going  to  affect  very  seriously  these 
small  -miners  w:ho  operate  in  quite  large  nurabers  in  the 
Jos  area,  and  some  -of  them  may  even  find  it  difficult 
to  produce  tin  at  an  eccmomic  cost. 

4381.  Is  there  not  a contraction  in  the  market  for  tin? 

Has  there  not  been  some  rationalisation  in  ffie  amount 
of  tin  to  ibe  produced? ^Yes. 

4382.  What  effect  has  that  had  on  credit  seeking  in  an 

area  which  needs  capital  very  badly? iWe  have  not 

noticed  any  particffiar  effect  yet,  but  undoubtedly  these 
small  miners  will  find  it  extremely  difficult  to  cany  on. 
As  regards  Rhodesia,  as  Mr.  Wilson  mentioned,  .the  heavy 
drop  in  the  price  of  copper  has  mea^nt  a substantial  de- 
terioration in  the  balance  of  payments  situation  of  the 
Federation  of  Rhodesia  and  Nyasaland,  and  they  have 
endeavoured  to  cope  with  that  by  applying  a credit 
squeeze. 

4383.  To  .th'at  extent  there  is  a lesser  demand,  is  there, 

for  credit? Yes;  it  is  intended  to  operate  to  reduce  the 

demand  for  imports. 

4384.  Professor  Cairncross:  In  this  'paragraph  you  refer 

to  the  sterling  balances  accumulated  in  •Ix>nd'Cm  being  in- 
vested on  the  London  market  in  medium  or  short  dated 
securities.  How  long  are  the  maturities  that  you  are  pre- 
pared 'to  hold?  Do  you  take  ‘bonds  extending  beyond, 
say,  five  years,  or  are  you  thinking  here  mereliy  of  Trea- 
sury Bills? ^o,  I was  'thinking  here  of  five  year  bonds, 

Treasury  Bills  and  money  at  caU.  in  the  money  .market. 

4385.  Professor  Sayers:  You  would  not  normally  go 
beyond  five  yeans?— ^ — ^We  do,  but  that  I would  prefer  to 
regard  as  something  rather  different  from  the  employment 
of  these  balances. 

4386.  That  would  be  for  part  of  your  standing  capital 

so  to  speak? Yes.  ’ 

X3 
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4387.  Professor  Cairncrossx  We  have  no  indication  in 
this  submission  of  the  total  resources  at  the  disposal  of 
the  banks  in  the  African  centres,  either  in  aggregate  or 
individually.  Is  it  possible  to  give  us  a figure  of  the 

resources  in  funds? Mr.  Smith:  The  total  resources 

of  Barclays  Bank  D.C.O.  are  £600  million,  of  wWch 
deposits  account  for  £560  million  of  which,  I suppose, 
£230  million  are  raised  in  the  Union  of  South  Africa. 
The  rest  as  spread  throughout  the  African  territories  and 
the  Caribbean  and  the  Mediterranean. 

4388.  What  proportion  of  that  would  represent  Lon- 
don funds?  It  would  vary,  I suppose? ^Yes,  it  varies 

quite  substantially.  It  varies  seasonally.  The  amount 
employed  short-tenn  in  the  London  market  would  prob- 
ably be  of  the  order  of  £60  or  £70  million. 

4389.  We  are  really  interested  in  aggregate  figures.  1 

think  that  you  make  certain  returns  to  the  Bank  of 
England? ^Yes. 

4390.  Would  you  have  any  objection  to  the  publica- 
tion of  aggregates  based  on  these  returns  ; not  figures  for 

individual  banks,  but  aggregates? No,  I would  not 

mind.  The  Statistical  OfBce  of  the  Bank  of  En^and,  I 
think,  wil  have  most  of  the  statistics  that  you  are  likely  to 
require. 

4391.  Chairman:  Since  we  are  bringing  it  to  the  point 
of  asking  you  whefiier  you  see  any  objection  to  the  aggre- 
gates being  made  available,  we  ou^t  to  sharpen  the 
question  to  see  what  it  is  we  want. — Professor  Cairncross: 
It  is  the  resources  in  London  that  we  are  particularly 
interested  in  knowing  about.  It  would  be,  in  fact,  the 
same  heading  as  you  originally  submitted  to  the 

Macmillan  Committee? Mr.  Wilson:  I should  not  thiific 

our  Directors  would  object  to  that. — Mr.  Smith:  No,  I 
should  not  imagine  so,  as  long  as  we  were  each  giving 
our  individual  figures  to  somebody  like  the  Statistic^ 
Office  at  .the  Bank  of  England  for  amalgamation,  on  the 
understanding  that  they  would  only  be  published  as 
aggregate  figures.  There  is  a good  deal  of  jealousy  about 
the  various  territorial  figures,  which  could  be  of  use  to 
non-British  competitors,  if  they  were  disclosed. 

4392.  Professor  Cairncross:  The  suggestion  does  not 
specificaEy  relate  to  the  African  sector,  but  to  all  over- 
seas banks,  so  that  it  would  not  be  ithe  intention  to  ask 
for  totals  in  respect  of  your  group. — Professor  Sayers: 
We  shotild  want  some  split-up,  not  as  between  banks  and 
groups  of  banks  but  as  aggregates  for  all  overseas  banks, 
between  the  nature  of  .the  things  held ; what  part  is  bank 
deposits,  what  part  is  Treasury  Bills,  what  part  is  short 

bonds? Mr.  Smith:  Are  you  only  interested  in  the 

employment  of  short-term  funds  in  London?  That  does 
not  necessarily  represent  the  whole  of  the  banks’  liquidity, 
because  we  would  be  holders  of  Treasury  Bills  in  the 
Union  of  South  Africa,  and  in  other  territories. — 
Professor  Cairncross : There  would  be  an  interest  in  hold- 
ings of  London  sterling  bills ; that  is,  items  in  your  balance 
sheet  which  are  relevant  to  the  external  account  of  the 
United  Kingdom. — Chairman : We  will  write  to  you  and 
to  the  other  sectors  after  the  hearing,  to  let  you  know  with 
what  aggregates  we  hope  you  will  be  able  to  arm  us. 

4393.  Sir  Reginald  Verdan  Smith : Could  we  come  back 
to  your  lending  policy?  You  told  us  that  you  were  being 
pressed  to  provide  increased  overdraft  facilities  in  African 
territories,  particularly  for  United  Kingdom  companies 
who  could  not  get  those  facilities  here.  Is  it  any  part  of 
your  policy  to  regard  those  facilities  as  of  a long-term 
nature,  rather  than  as  purely  .temporary,  possibly,  with 

E.C.G.D.  backing? ^No ; all  .the  advances  that  we  grant 

are  normally  short-term  bank  lending.  To  a very  limted 
extent,  of  course,  one  sometimes  has  as  a matter  of  policy 
to  do  something  which  might  be  of  a three  or  four  years’ 
character,  and  one  knows  that  at  the  outset ; but  one 
grants  it  on' normal  banking  terms. 

4394.  And  you  would  regard  that  as  very  much  the 

exception? Yes.  The  demand  for  advances  has  been 

such  that  we  have  had,  on  at  least  ’two  occasions  in  the 
last  three  or  four,  years,  to  remind  branches  that  they  must 
be  particularly  selective,  and  that  we  could  only  consider 
advances  which  measured  up  to  correct  standards. 

4395.  So  these  particular  territories  which  are  deficient 

in  capital  resources,  and  want  to  see  capital  development 
programmes  carried  out,  would  not  really  be  able  to 
look  to  you  and  your  friends  .to  provide  financial  resources 
on  a long-term  basis  for  these  development  undertakings 
that  they  might  be  carrying  out? Except  to  the  extent 


that  we  in  Barclays  formed  in  1946  a subsidiary  company, 
Barclays  Overseas  Development  Corporation,  whose  sole 
purpose  in  life  is  to  provide  medium  and  long-term  finance 
for  development  projects  in  these  various  territories.  That 
does  not  operate  in  the  Union  of  South  Africa,  because 
they  have  their  own  industrial  development  corporation, 
which  is  a Government  sponsored  organisation.  Through 
that  subsidiary  company  we  are  granting  quite  a substan- 
tial amount  in  relatively  small  quantities  for  development 
purposes. 

4396.  Chairman:  How  does  that  obtain  its  finance? 

Does  it  borrow  from  you  on  long-term  or  overdraft? 

No,  initially  the  bank  put  up  about  £5  million  of  capital. 

4397.  Sir  Oliver  Franks:  It  is  in  your  balance  sheet  as 

an  investment? ^As  a fixed  asset  and  investment. 

4398.  Sir  John  Woods : Over  what  period  does  that  sub- 
sidiary lend  up  to? Mr.  Smith : Normally  not  exceed- 

ing ten  to  ffiteen  years. — Mr.  Wilson : For  long-term 
finance  the  banks  themselves,  apart  from  development 
finance  corporations,  have  made  certain  advances.  For 
instance,  in  the  Kariba  scheme  Barclays  and  we  are  lend- 
ing a long-term  sum. — Mr.  Smith : We  have  agreed  each 
to  invest  £2  •million  in  Federal  Government  loans,  which 
is  part  of  the  money  that  is  required  to  finance  Kariba. 

4399.  Professor  Cairncross:  Could  we  hear  a little  more 

about  your  operations  in  the  London  market?  Do  you 
operate  a good  deal  in  the  purchase  or  sale  of  bonds,  or  is 
it  mainly  in  Treasury  Bills? 'Treasury  Bills. 

4400.  Professor  Sayers:  Do  you  reckon  your  short- 
term bond  holdings  to  stay  put  through  the  year? 

Normally,  yes. 

4401.  Do  you  vary,  as  a matter  of  policy,  the  propor- 
tion in  which  you  hold  call  money  and  bills  in  Lradcsi? 

Mr.  Wilson:  We  always  keep  very  careful  track  of 

how  much  we  have  got  of  each  category.  Day  to  day 
it  varies  a litfle. — Mr.  Smith : Sometimes  it  is  just  a 
matter  of  arithmetic  whether  it  is  better  to  take  money  o5 
the  discount  market  or  sell  Treasury  bills. 

4402.  Do  you  have  regard  to  relaitive  rates? Yes. 

4403.  Professor  Cairncross:  What  would  you  do  if  you 
had  no  discount  maiket  in  wihich  to  em'plo'y  your  funds 

in  London? have  not' visualised  that  situation.  We 

would  have  to  keep  large  balances  with  the  Bank  of 
England,  I s'uppose,  or  with  &e  dearing  banks. 

4404.  Is  it  clear  that  your  funds  would  have  to  be  in 

sterling? 1 do  not  know  that  the  answer  is  necMsarily 

yes  to  that.  If  there  were  no  discount  market  here,  and 
I had  an  opportunity  of  employkig  ^e  surplus  at  a 
reasonable  rate  of  interest,  I ^ould  retain  it  in  the  local 
territory. 

4405.  And  build  up,  in  effect,  a market  there,  or  help 

to  do  so? ^Yes,  much  along  the  lines  of  the  precedent 

which  is  being  set  in  the  Union  of  South  Africa,  where  a 
discount  house  and  an  acceptance  h-ouise  have  been  set  up, 

4406.  Professor  Sayers:  Suppose  that  you  could  get 
reasonable  terms  from  a clearing  bank  for  these  balances 
that  are  held  in  She  disoount  market  from  day  to  day ; 
woifid  you  then  prefer  to  continue  holding  the  funds  in 

London? ^Again,  it  would  be  a matter  of  arithmetic, 

which  suited  us  better. 

4407.  You  would  have  no  objection  to  dealing  in  tbig 

way  -with  the  clearing  banks? No.  We  do.  of  course, 

deal  wiith  the  clearing  banks ; some  of  our  funds  are 
deposited  with  the  clearing  banks. 

4408.  Are  those  funds  that  you  place  with  the  clearing 
banks  subject  to  the  ordinary  dear’ing  banks  rules,  or 

do  they  have  ^>eoial  teams? They  are  subject  to  the 

normal  deposit  rates  and  the  normal  terms. 

4409.  Chairman:  In  paragraph  13  you  say:  “More 
latterly,  there  have  been  signs  of  increasing  reluctance 
overseas  to  follow  Bank  Rate  changes  automatically.’' 
Is  that  a r^eference  to  -what  you  have  told  us  about 

Bhodesia,  or  are  there  other  cases? No,  I am  thinking 

of  other  teoitories,  too  : for  example,  East  Africa.  They 
fdt  a little  diffident  about  increasing  the  rates  there 
b^ause  there  was  some  local  feeling  about  it.  They 
md  not  see  why  they  should  pay  London  rates,  or  why 
LondorT^**  should  be  affected  by  what  happened  in 

4410.  Sir  Reginald  Verdon  Smith:  Who  decides  such 

a matter  in  East  Africa? ^It  is  a matter  of  a decision 
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between  the  COTnmercial  banks  <^erating  thare.  There  is 
no  central  organisation.  There  are,  of  course,  >the 
Treasuries  of  the  local  Governments,  but  they  do  not 
exercise  nrndi  cooitrol  over  us  apart  from  exchange  control 
regulations. 

4411.  Sir  John  Woods'.  What  did,  in  fact,  happen  to 

rates? ^They  went  up. 

4412.  They  are  pretty  well  adjusted  to  the  London 

market? ^Yes. 

4413.  Professor  Sayers'.  When  there  is  a change  in  the 
London  Bank  Raite,  do  the  various  banks  operating  in, 
say,  Nairobi  or  Dar-es^Salaam  get  together  and  say : 

“What  shall  we  do  about  our  rates?” Yes.  What 

normally  happens  is  that  as  soon  as  there  is  a change 
in  the  Bank  Rate  a cable  goes  out  expressing  a view  from 
London,  and  ^ggesting  that  the  local  banks  get  together 
and  cable  their  recommendations,  which  they  do. 

4414.  Chairman'.  Except  in  Rhodesia  have  you  bad 
governmental  represKitotions  about  the  putting  up  of 

your  rates? South  Africa  is  a law  unto  itseif,  of 

course ; otheowise  no.  But  in  one  or  two  territories  we 
are  subjeot  to  other  legislation,  such  as  usury  acts  and 
things  like  that  in  places  like  Barbados  in  the  Caribbean, 
where  the  maximum  interest  rate  one  is  pennitted  to 
change  is  6 per  cent.  Malta  is  the  same. 

4415.  Mr.  Jones:  there  a oomplete  physical  ccmtrol 

on  the  export  of  capital  from  the  Union  of  South  Africa 
to  London? ^There  is  control,  yes. 

_ 4416.  So  that  at  the  moment  you  have  got  an  insulated 
situation,  which  rules  out  an  increased  Bank  Rate  in 

London,  so  far  as  South  Africa  is  concerned? 

Theoretically,  yes ; but  in  practice  South  Africa  has  not 
found  that  it  works  in  quite  so  watertight  a manner. 
There  is  an  expression,  I thinik,  which  has  been  used  of 
“'lags  and  leads”  ; people  have  delayed  sending  money 
to  South  Africa,  in  order  that  the  racmey  can  remain 
here  for  a little  while  to  get  the  benefit  of  London  rates. 

4417.  Chcdrman ; That  has  meant  a lack  of  waterti^t- 

ness? Mr.  Smith : I think,  so,  yes. — Mr.  Wilson : There 

is  only  one  actual  control  on  capital  transfers,  which  is 
that  for  South  African  residents.  If  they  want  to  send 
out  of  the  Union  a sum  in  excess  of  £10,000  they  must 
have  ofBoial  approval.  Any  foreign  investor  can  get  his 
money  out  without  any  trouble  at  all,  so  that  parent 
companies  with  subsidiary  companies  in  South  Africa 
can  make  large  transfers  from  South  Africa  to  this 
country  without  let  or  hindrance,  and  transfers  of  profits 
are  not  interfered  with  in  any  way. 

4418.  Lord  Harcourt:  There  must  be  large  movements 
of  capital,  too,  in  the  aggregate  rby  means  of  the 
Johannesburg  Stock  Exchange  and  the  London  Stock 

Exchange,  ■where  there  is  constant  arbi&age? Mr. 

Smith:  Yes.  For  the  ordinary  customer  there  is  no 
restriction  at  all. 

4419.  Mr.  Jones:  What  abooit  your  credit  terms,  say, 
in  'the  other  areas  of  Africa,  as  oompared  with  your 
credit  terms  in  the  Union?  What  are  your  terms  of 
lending?  Are  they  affected  by  these  conditions  that  are 

now  referred  to? 'No.  We  meet  the  dam'ands  or 

requests  fee  advances  dn  all  the  territories  as  they  arise, 
and  judge  each  of  .them  on  their  merits. 

4420.  A creditworthy  customer  at  Barclays  in  Britain 
would  pay  something  over  7 per  cent,,  perhaps  8 pct 
cent.  Let  us  assume  that  you  have  got  a different  Bank 
Rate  situatdon  in  the  Uni'On,  and  their  Bank  Rate  is 
not  so  irksome.  What  would  be  the  position  of  your 
bank  as  regards  providing  credit  in  those  circumstances? 
A borrower  would  pay  a rate  of  'about  6 per  cent. 

4421.  Sir  John  Woods:  The  last  sentence  of  para- 
graph 14  reads ; “ Overdraft  rates  have  therefore  also 
to  be  increased  both  to  meet  the  extra  cost  ^ raising 
deposits  and  to  check  the  increasing  pressure  eff  demand 
from  local  would-be  borrowers.”  You  said  earlier  on 
Mr.  Smith,  that  you  have  begun,  to  meet  the  additional 
demand  for  advances  coming  fi'Om  locally  based  sub- 
sidiaries of  U.K.  companies,  without  any  harm  to  any 
creditworthy  local  borrowers ; and  Mr.  Wilson  said  earlier 
on  .that  in  a good  many  of  the  tenratordes  there  was  no 
lack  of  local  creditworthy  borrowers  and,  in  fact,  there 
was  some  risk  •of  ibeing  overlait.  I am  wondering  whether 
fiiose  two  tilings  are  loally  quite  consistent,  or  whether  in 
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fact  'the  export  of  overdrafts  from  is  not 

a squeeze  on  creditworithy  local  .t>cyrrrofWers  / l 
only  say  that  from  my  experience  we  b.a-V'e  so  far  success- 
fuHy  met  ,the  demand  both  from  the  lo-cal  boiler  and 
from  the  bcarorwer  who  is  a subsidia-ry  ^ U.K.  corn- 
pany,  who-  previously  had  not  foaaamcJI  at  necessary  to 

bOTTOW. 

4422.  Am  I right  in  thinking  that,  i'rx  \uew  of  the  two 
staitements  made,  there  is  perhaps  a precarious  situation, 
and  that,  if  there  were  a coatkirthmS-  dsmand  Irom 
London,  you  might  find  yourself  facin'S  tO'O  Wg  a d^md? 

^It  "would  depend  on  the  extent  to  •wlii'ch  we  had  been 

able  to  maintain  or  increase  our  deposits  loca'lly,  and 
the  amount  we  'had  •been  caUed  apom  to-  grant  in  the 
way  of  advaac®. 

4423.  Professor  Cairncross:  Is  'this  a.  theoretical  case 
y-ou  are  giving  us  here,  or  have  you  got  some  country  on 
mind?  In  the  case  of  South  Africa-,  foar_  instance,  were 
rates  forced  up  when  the  Bank  Rate  'W'as  increased  here? 

'No,  they  remained  unchanged;  totit  within  the  last 

week  South  Africa  has  taken  the  step  of  increasing  what 
it  calls  its  pattern  of  rates ; it  has  incir-eiased  the  rate  for 
local  Treasury  Bills  and  things  of  -tlxa-t  soct,  and  the 
amount  paid  by  the  local  ftaance  corporation  ; that  is 
likely  to  be  reflected  by  a.n  increase  ira  rates  paid  by  the 
local  ooramercdal  -baiuks,  and  possibly  •the-re  may  be  some 
adjustment:  in  the  rate  charged  ■on  advances.  So  far  the 
lending  rate  in  the  Union  has  n-ot  been  changed  since 
Septembeor,  1955. 

4424.  Professor  Sayers:  Have  you.  dn.  •any  country  at 
all  raised  overdraft  rates  to  check  the  d-ncreasi-ng  pressure 

of  demand  from  local  would-be  bonrowers? ^No,  the 

only  change  we  have  made  is  to  increase  the  rate  so  as 
to  bring  it  into  a relation  with  the  XJ.K..  rate. 

4425.  Professor  Cairncross:  It  is  -t-lxie  increase  in  the 
rate  on  depoats  which  makes  you  poxt  mp  the  overdraft 

rate? Mr.  Wibon:  It  has  that  reaetion.  Putting  up 

the  interest  late  does  not  really  deter  borrowers. 

■4426.  Professor  Sayers:  It  is  this  last  sentence  in 
•paragraph  14  which  is  bothering  us.  I wondered  what 

you  meant  by  .that? Mr.  Smith : TTn©  paragraph  says 

that  changes  in  -the  Bank  Rate  here  bave  not  invariably 
brought  laibout  a corresponding  increase  or  decrease  in 
rates  overseas;  hut  .that  nevertheless  the  trend  is  for 
i-ocal  rates  to  follow  the  rates  here ; a-nd.  that,  if  we  have 
to  pay  more  by  way  of  credit  interest,  then  ipso  facto 
we  have  Co  charge  a bit  m-ore  ou  -our  lendings  in  order 
to  compensate  us  from  the  point  of  view  of  revenue. 

4427.  Sir  Oliver  Franks:  I follow  .tbe  general  argu- 
ment, but  we  are  being  narrow-mincled  -on  the  reasons 
you  give  at  the  oonclusLcm.  From  -wTnat  you  have  just 
saad,  the  first  reason  in  the  last  seantence  follows  but 
the  second  does  not:  you  have  to  prut  up  overdraft 
rates  to  meet  the  extra  cost  of  raising  deposits”  but 
what  about  checking  incr^d  pressure  of  demand  from 
local  would-be  borrowers”,  paxhcularly  if  putting  the 
rate  d<xsi  not  hatren  » choesfc  local  would-bc 
bon-OTers,  as  Mr  Wilson  SKd?  Is  thiis,  .a.  lorm  of  words 
which  one  tm*  to  me,  but  does  not  correspond  so 
acrarstdy  ,lo  the  sitnMion?— Certain  chronic  »d  pe“ 
sistent  Iboraowers  may  haye  been  told  to  got  their  acoomits 
down,  md  that,  « (hey  do  not.  the  nriate  rtilf  g?  ^y 
one  half  or  1 per  cent.  Bnt  -they  would,  be  parSy  excep- 

h.y.  sptfered  loss? ^No,  I do  not  thgjf 

4429.  Chairman:  In  paragraph  15  „ c 

to  possible  action  by  governments  in  repatriating 
sterling  holdings  in  London,  and  th-e.^ 

poBits. Professor  Sayers  I Do 

actually  shift  their  own  balances  about 

and  the  colonies? No.  I do  not  thinv 

just  a suggestion  that  it  might  be  useful  u 

the  territory  got  into  a situation  wh.ere  banks,  if 

banks,  by  reason  of  a shortage  of  local  -i-  „ commerci^ 
not  meet  all  the  loan  requirements  of  ti-, 
could  be  met  by  the  loca-l  governme.ri-f<a  territory,  if  it 
their  own  countries  some  of  their  Lo-nrf.-^  repatriating  to 
ucion  monies. 

4430.  Mr.  Jones:  Would  it  be  a rio-v.*  ■ 

looking  at  the  paper  as  a whole,  to  coticlurf inference,  ia 
point  you  make  is  the  undesirable  efF«  main 

•^<3ct  of  prolonged 
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higher  rates  of  interest  in  London  on  colonial  develop- 
ment and  trade? Undoubtedly  that  is  so  to  some 

extent. 

4431.  Professor  Cairncross:  You  are  also  anxious,  I 

think,  to  stress  the  disintegrating  efEect  on  the  sterling 
area  which  this  has? ^Yes. 

4432.  Professor  iSayerj:  Have  the  En^sh  hire  purchase 
finance  companies  advertised  for,  or  solicited  in  any  way, 

deposits  on  a big  scale  in  the  African  territories? ^They 

certainly  have,  particularly  one  of  them. 

4433.  Chairman-.  Where  do  you  see  them?  Are  there 

advertisements  in  the  local  papers? ^Yes. 

4434.  Professor  Cairncross : What  rate  do  they  offer? 

think  it  is  8 per  cent.,  and  I think  one  or  two  of 

them  may  offer  8^  per  cent. 

4435.  Chairman-.  Have  you  any  idea  how  far  they 

have  been  successful  in  attracting  money? have  only 

seen  figures  from  East  Africa  and  Malta.  They  might 
have  attracted  £500,000,  perhaps,  out  of  those  two  places 
taken  together. 

[The  witnesi 


4436.  Sir  John  Woods-.  Apart  from  the  interest  rate 
are  their  terms  for  deposit  common,  as  to  notice  for 

withdrawal  and  all  that? Mr.  Smith-.  I must  confess 

I have  never  read  their  prospectus  or  advertisements  in 
detail.  I think  their  deposits  are  on  demand — Mr. 
Wilson : Some  are  on  demand,  for  which  they  give  a 
lower  rate.  The  ones  in  Soufli  Africa  are  offshoots  of 
the  London  ones,  like  the  United  Dominions  Trust,  and 
their  methods  follow  very  much  the  same  pattern  as  they 
do  here. 

4437.  Chairman : I think  that  concludes  our  questions. 

Mr.  Smith:  Might  I ask  one  question?  Would  it 

be  appropriate  for  the  Committee  to  consider  the  possible 
effect  of  an  increase  in  the  price  of  gold?  It  is  something 
which  is  of  considerable  importance  to  this  continent  of 
Africa. 

4438.  It  is  no  good  taking  it  up  at  the  moment,  but 
if  there  is  anything  you  would  like  to  put  before  us  in 

a written  paper  we  should  be  pleased  to  have  it. 

Thank  you.* 

s yvithdrewf^ 


B.  Strath,  Esq.,  London  Manager,  and  W.  S.  Hunter,  Esq.,  Assistant  London  Manager,  the  Royal  Bank  of  Canada;  and 
J.  S.  Rodoerson,  Esq.,  London  Manager,  and  A.  I.  Fowler,  Esq.,  London  Accountant,  the  Canadian  Bank  of 
Commerce;  representing  the  Canadian  sector  of  the  British  Overseas  Banks  Association,  called  and  examined. 


4439.  ChcArman : We  are  much  obliged  to  you,  gentle- 
men, for  the  imemorandumt  you  .put  in  to  us.  There 
will  be  a few  questions  from  us  arising  on  its  contents, 
and  I think  it  is  most  convenient  if  I just  run  through 
it  in  due  order,  and  then  the  questions  will  arise  on  the 

subjects  as  we  go  along. Mr.  Strath:  Co-old  I raise 

one  point?  We  should  like  to  add  two  paragraphs  at 
the  end  of  the  memorandum,  to  read  as  follows: 

“ At  least  some  of  the  London  branches  of  Canadian 
banks  maintain  fairly  important  deposit  accounts  -with 
British  banks,  in  some  cases  as  a reciprocal  gesture  for 
business  passing  between  the  British  and  Canadian 
banks  but,  of  course,  frequenUy  in  cover  of  trade  com- 
mitments. 

The  London  R^resentative  of  one  Canadian  bank  has 
put  forward  the  viewpoint  that  the  authorities’  use  of 
monetary  measures  since  1951  has  brought  about  a 
curtailment  of  credit  to  clients,  and  at  the  same 
has  occasioned  a decline  in  deposits  by  the  fixing  of  a 
deposit  rate  out  of  proportion  to  the  rates  offering  on 
Government  Treasury  Bills.” 

4440.  There  may  be  something  in  that  last  paragraph 

on  which  we  would  like  to  ask  you  a question  in  due 
course.  Now  the  first  part  of  the  memorandum  is  mainly 
explanatory.  Are  there  any  questions  on  it? — Professor 
Cairncross:  How  many  of  the  Canadian  banks  Tnamtain 
branches  in  London? ^Five. 

4441.  Professor  Sayers:  Are  all  these  London  offices 
doing  active  banking  business,  or  are  any  of  them  barHIy 

more  than  representative  branches? ^They  are  :U1  active 

in  certain  fields,  principally  pertaining  to  Canada  and  offier 
countries  where  they  may  have  branches  for  foreign 
business. 


4442.  Are  U.K.  residents  among  the  customers  at  those 

banks? ^Yes. 

4443.  In  a substantial  way? Mr.  Rodgerson-.  Not  in 

a substantial  way.J 

4444.  Professor  Cairncross : There  are  no  branches  out- 
side of  London?  There  is  only,  I take  it,  the  head  office 

in  each  case? Mr.  Strath:  Four  of  the  banks  have 

West  End  branches  which  are  largely  itsed  for  the  con- 
venience of  visitors.— Mr.  Rodgerson:  lu  fact  service 
branches  for  our  clients. 


4445.  On  paragraph  5,  would  it  be  ri^t  to  say  that 
the  funds  of  the  Canadian  banks,  are  normally  held  in  the 
New  York  market  rather  (than  .to  any  extent  in  the  London 

m^ket? Mr.  Strath : The  dollar  funds.  We  in  London 

gold  the  sterling  surpluses  of  our  branches, 
t Memoranda  of  Evidence  Part  IV  No.  I5B. 

wiVnew;  While  the  total  of  deposits  and  advances 
ot  U.K.  residents  may  not  be  very  large  in  relation  to  the  re- 
sources of  the  London  branches.  U.K.  residents  are  important  to 
m » depositors  and  borrowers  and  do  deal  with  us  in  a sub- 
stantial way  ui  respect  of  their  overseas  operations. 


4446.  Would  this  be  a substantdaJly  sm^er  proportion 
since  the  -war,  than  it  was  before  the  war,  or  has  there 

been  no  great  change? We  have  increased  if  anything 

since  the  war. 

4447.  Not  a larger  proportion  of  .the  total  assets? 

No,  but  the  total  deposits  would  have  increased. 

4448.  The  proportion  of  Canadian  trade  carried  on  with 

this  country  has  declined  quite  substantially  in  relation 
to  total  Canadian  trade,  loolung  back  over  .the  last  twenty 
years.  Has  .this  meant  .that  the  place  of  London  offices 
of  the  Canadian,  banks  in  the  total  operations  of  the  banks 
has  declined  compared  -with  the  expansion  of  the  activities 
of  the  banks? suppose  (it  is  fair  to  say  tiiat,  com- 

paring tile  'total  expansion  of  the  various  Canadian  banla 
over-all,  with  the  London  operation  probably  the  percent- 
age rise  is  smaller. 

4449.  In  absolute  terms  probably  larger  ffian  before  the 

war? Mr.  Rodgerson : Definitely. 

4450.  Professor  Sayers:  Do  the  funds  you  hold  in 

London  just  happen  in  amount  as  a result  of  ffie  activities 
of  your  customers  in  trading,  or  do  you  deliberately  seek 
to  increase  your  London  funds  at  some  .tiTne^,  and  de- 
crease them  at  other  times? Mr.  Strath:  In  our  own 

case  they  just  happen.  We  do  not  seek  to  increase  or 
decrease.— Mr.  Rodgerson : There  is  just  one  feature  'that 
does  occasionally  crop  up,  and  that  is  that,  if  loan  de- 
mands or  overdraft  demands  are  made  on  us  where  our 
money  position  is  inadequate,  .then  we  have  .to  turn  to  our 
international  department,  in  Toronto  in  our  case,  for 
assistance,  and  they  place  sterling  at  our  disposal  here 
in  London. 

4451.  A change  in  rdaitionshdp  between  diort  rates  in 
London  and  short  rates  in  New  York  woiild  not  make  you 

alter  your  London  funds? Mr.  Strath:  No,  we  would 

not  help  to  do  it  unless  it  came  about  naturally,  and  as 
a result  of  business. — Mr.  Hunter:  Usually  the  initiative 
would  he  the  otiier  side. 

4452.  Chairman : By  “ the  other  side  ” do  yo.u  mean  the 

head  office  m Canada? ^Yes.  If  you  are  fbmVin£  of  the 

movement  of  short  term  funds  to  .th'is  country,  or  from 
this  country,  due  to  differentials  in  interest  rates  in  the 
two  centres,  then  we  can  say  .tiiat,  whereas  it  would  be 
ui^aly  that  we  would  get  any  .transfers  of  funds  to  the 
other  side,  we  have  seen  'transfers  from  the  other  side  to 
London. 

4453.  Sir  John  Woods:  You  say  in  paragraph  6 (i)  that 
there  was  a noticeaible  effect  in  1955,  hut  that  it 
_ diminished  as  ffie  cost  swaps  increased  and  Canadian 
interest  rates  began  to  harden  ”,  and  it  has  not  been  seen 
again.  _ Is  that  ©quivaient  ,to  saying  that  there  has  been 
no  noticeable  movement  of  short  term  funds  since  the 

Bank  Rate  rose  to  7 per  cent.? Mr.  Rodgerson:  That 

has  been  our  experience. 

• See  Memoranda  of  Evidence  Part  VI  No.  3. 
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4454.  Professor  Sayers : You  are  speaking  there  of  what 

happens  to  your  customers’  funds?  It  was  your  customers 
who  moved  funds  in  1955? Mr.  Hunter  : That  is  true. 

4455.  Chairman : With  regard  to  the  use  of  your  own 
funds  which  you  have  to  keep  in  the  short  terra  market 
because  they  are  part  of  your  liquidity,  is  there  some 
central  control  from  the  head  office  of  .the  deposits  that 

are  available  to  die  various  branches? Mr.  Streak:  In 

our  case  .the  sterling  depcKits  in  London  are  the  net 
sterling  deposits  .that  our  sterling  area  branches  have.  It 
is  automatic. 

4456.  If  there  was  a favourable  interest  differential  in 

New  York  against  London,  you  would  not  recave  m- 
struotions  to  run  down  your  sterling  balances  and  transfer 
them? No. 

4457.  Professor  Cairncross : Do  3*ou  find  they  fluctuate 

very  much?  Are  they  effective  working  balances? 

Mr.  Strath : Practically  all  our  sterling  is  the  net  position 
of  our  sterling  area  branches  in  the  Caribbean,  and  there 
are  seasonal  movements.  They  are  not  wide  movements. 
—Mr.  Hunter:  We  indicate  in  die  memorandum  that 
there  are  certain  seasonal  movements,  particularly  in  rela- 
tion to  the  West  Indian  fimds,  hut  apart  from  that,  of 
course,  there  are  daily  fluctuations  which  I would  say 
are  in  relation  to  our  total  deposits. 

4458.  This  is  inevitable  in  a working  balance.  From 

year  to  year  are  there  any  large  changes? Except  I 

would  say  ithat  there  has  been,  certainly  since  .the  war  and 
before  the  war  too,  from  the  beginning  of  the  war  cer- 
tainly a steady  growth. 

4459.  Has  'that  been  interrupted  at  any  time? Mr. 

Strath : There  has  been  no  noticeable  evidence  of  an 
interruption  in  that  steady  growdi  fliat  we  have  seen. 

4460.  What  do  you  do  with  your  London  funds?  Do 
you  have  much  in  the  call  money  market,  or  in  Treasury 

Bills  ? Our  funds  are  largely,  as  I said  before,  in  foreign 

business,  dancing  exports  and  imports.  We  have  gilt- 
edged  stocks.  Treasury  Bills,  and  call  money  in  the  dis- 
count market. 

4461.  Do  you  maintain  a fairly  fixed  liquidity  ratio? 

On  what  principle  do  you  dis'tribute  your  assets? Our 

position  is  such  ffiat  our  liquidity  is  very  great,  and  kept 
that  way,  and  we  never  have  a margin.-  so  close  that  we 
have  to  watch  it  very  carefully.  The  percentage  of  our 
liquidity  is  very  high  at  the  London  branch. 

4462.  Do  you  find  you  vary  your  assets  a good  deal 
as  you  move  in  and  out  of  short  bonds  or  Treasury  Bills? 

'No,  our  bank  does  not  move  out  and  in.  We  buy 

them  and  stay  in  ffiem  until  .they  fsdl  due,  and  then-  we 
try  to  find  something  else  .to  replace  them.  There 
may  have  been  cases  where  we  have  switched  for  some 
reason,  but  it  is  not  common. 

4463.  k it  true  of  Treasury  Bills  as  well  as  of  short 
bonds  -that  you  buy  them  and  hold  .them  -to  maturity? 
^Yes,  largely. 

4464.  Professor  Sayers:  Are  the  short  bonds  confined 
to  five  years  and  under,  or  do  you  hold  longer  ones? 

Mr.  Hunter:  We  have  never  had  anything  more 

than  five  years. 

4465.  Would  it  be  fair  to  say  .that  the  call  money  is 

the  most  variable  .part? Mr.  Rodgerson : hi  our  case, 

yes. — Mr.  Strath : I think  in  every  case. 

4466.  Chairman:  In  paragraph  6 (ii)  you  are  dealing 
with  the  position  in  the  Caribbean,  and  the  change  that 
you  anticipate  will  be  brought  about  when  a central  bank 
is  established  in  the  new  Federation  of  the  British  West 
Indies. — Professor  Cairnc?-oss:  You  say  fliat  .there  are 
funds  surplus  to  'tihe  requiremente  of  the  banks’  branches 
in  the  Caribbean  which  remain  on  deposit  in  the  London 
offices.  Does  .this  .mean  .that  .there  are  large  numbers  of 
bank  customers  in  the  Caribbean  in  relation  to  the  n-um- 
ber  of  .people  wishing  to  borrow  there,  and  that  you  have 

surpluses  of  funds  arising  ? ^Y es,  total  deposits  are  much 

greater  than  loans  in  the  Caribbean. 

4467.  It  is  not  just  a seasonal  matter?  This  is  con- 
tinuing?  -Deposits  fluctuate  seasonally,  but  are  much 

higher  than  advances  all  the  year  round. 

4468.  Professor  Sayers:  If  you  could  find  good  banking 

borrowers  .there,  would  you  be  glad  to  lend  more  in  the 
Caribbean? ^Yes,  with  a view  to  proper  liquidity;  we 


should  be  very  pleased  to  lend  money  in  the  Caribbean 
on  sound  transactions. 

4469.  Professor  Cairncross:  What  governs  your  decision 
to  bring  .that  money  for  deposit  -to  the  Lo-ndon  office 
rather  flian  to  put  it  on  deposit  somewhere  else  in  the 

world? Mr.  Strath:  The  fact  that  it  is  sterling.  It 

started  off  that  way  years  ago,  and  it  just  carried  on. — 
Mr.  Hunter:  The  currencies  in  ithe  territories  we  are 
talking  about  are  either  aterliiig  or  else  ffiey  are  linked  to 
and  have  a fixed  relation  with  sterling.— Mr.  Strath: 
Some  .them  are  expressed  in  dollars,  but  linked  with 
sterling. 

4470.  Professor  Sayers:  Have  you  had  any  hesitations 

about  carrying  it  on? -I  -have  never  heard  of  any,  not 

in  our  organisation  anyway.  It  has  never  even  been 
discussed. 

4471.  Professor  Cairncross:  These  funds  are  held  from 
your  point  of  view  presumably  in  order  to  finance  trade 
between  the  Caribbean  and  this  country  to  some  extent? 

Yes,  what  is  not  actually  borrowed  in  the  field  out 

there. 

4472.  When  Bank  Rate  rises  in  this  country  what 
happens  in  the  Caribbean?  Do  rates  go  up  in  line  with 

it? -They  are  always  adjusted,  but  they  do  uot 

necessarily  go  exactly  in  line. 

4473.  Professor  Sayers:  Do  .the  local  banks  get  together 
and  say : “ There  has  been  a change  in  Bank  Rate.  What 

had  we  better  do  about  our  local  charges?"? Mr. 

Fowler:  They  have  local  agreements  -between  the  banks 
in  these  various  countries. 

4474.  Lord  Harcourt : And  there  would  be  a local  con* 

ference  the  moment  a Bank  Rate  change  takes  place 
here? ^Yes. 

4475.  Professor  Cairncross:  Your  rates  here  would  be 

governed  by  the  current  market  rates  at  the  time? 

Yes. 

4476.  Chairirum : Given  the  establishment  of  the  central 
bank  of  the  .British  West  fodies,  are  you  envisaging  that 
the  surpduses  which  are  generated  at  the  moment  and 
kept  in  your  branches  in  London  wiU  be  on  deposit  with 

the  central  bank  there? Mr.  Strath:  That  is  in  our 

ronds. — Mr.  Hunter:  At  least  a part  of  them.— Mr. 
Strath : It  would  he  reasonable  to  carry  certain  deposits 
wiffi  the  central  bank,  whatever  other  arrangements  might 
anse  out  of  it 

4477.  Professor  Sayers : You  might  nevertheless  go  on 

holding  some  variable  London  balances? Yea,  we 

would  expect  that. 

4478.  Lord  Harcourt : With  the  establishment  of  a 
central  bank  in  the  West  Indies  would  you  expect  a 
probable  growth  out  there  of  a local  money  maAet 
whM-e  you  could  profitably  invest  funds  whkb.  otherwise 

would  come  to  this  country? Mr.  Strath:  I should 

think  so.  Certain  countries  issue  bonds  now,  but  there 
is  no  money  market  at  present. — Mr.  Hunter : Except  in 
Jamaica  they  are  now  issuing  local  Treasury  Bills. — Mr. 
Strath : That  is  something  comparatively  nev/. 

4479.  Chenrman : Are  these  three  months'  Bills? Mr. 

Hunter : Yes. 

4480.  Sir  John  Woods:  You  say  that  there  is  being 
created  in  this  area  a demand  for  investment  capital. 
Do  you  lend  money  at  long  tenn  for  investment  in  those 

territories? Mr.  Strath:  We  as  an  institution  do  not 

lend  very  much  long  term.  We  have,  I suppose,  a number 
<rf  transactions  longer  than  normal  bank  financing,  but 
we  do  not  have  very  much  of  it. 

4481.  Would  you  build  it  up  to  five,  seven  or  ten 

years,  or  not  so  much  as  that? ^I  would  say  below 

five  years,  and  not  very  many  of  them. 

4482.  Sir  Reginald  Verdon  Smith : Are  not  the  Canadian 
ba-QlM  precluded  by  Canadian  legislation  from  long  terre 

lending!? Mr.  Rodgerson : No,  but  at  the  present 

time  we  are  linuted  to  the  maximum  of  $250,000  in  any 
term  loan  within  the  borders  of  Canada  under  present 
credit  restrictions. 

4483.  Professor  Sayers:  Canadian  law  does  not  restrict 

your  lending  outside  Canada? Mr.  Strath:  The 

Canadian  Bank  Act  does  not  stop  branches  of  Canadian 
banks  lending  abroad,  but,  while  such  branches  are 
guided  by  lending  procedure  in  the  countries  where  they 
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are  located,  the  Canadian  Act  does  contain  certain  re- 
strictions. 

4484.  Professor  Cairncross : You  must  see  a fair  amount 
of  the  worl^gs  of  exchange  control.  How  does  it  work 
in  your  case?  Are  you  embarrassed  by  any  of  the 

exchange  control  regulations? United  Kingdom 

branches  of  Canadian  banks  are  bound  by  the  same  regu- 
lations as  any  other  bank  operating  here. 

4485.  Professor  Sayers : Do  you  see  a lot  of  “ leads  and 
la^”  in  paymait  over  the  exchanges?  When  sentiment 
is  swinging  against  sterling,  do  you  notice  your  customers 
behave  very  differently  in  the  time  at  winch  they  make 

sterling  payments? Mr.  Hunter:  We  refer  to  that 

in  paragraph  5 as  one  of  the  factors  which  might  affect 
our  balances  in  London.  It  is  evidenced  in  our  figures 
by  a falling  off  of  certain  balances.  At  the  time  of  the 
devaluation  rumours  last  year  there  was  a faffing  off, 
certaiifiy  in  Canadian  balances,  which  might  have  indi- 
cated there  was  some  deferment  of  remittances.  We 
cannot  say  that  the  drop  in  balances  was  due  to  this 
factor,  but  it  could  have  been. 

4486.  Chairman:  It  is  unidentifiable? Mr.  Strath: 

We  cannot  pin  it  down,  unless  we  know  of  a certain  case. 

4487.  Professor  Sayers : How  do  ideas  about  the  future 
of  sterling  appear  to  affect  your  customers?  Do  they 

do  their  business  any  differently? do  not  think  so. 

Discussions  on  that,  as  we  all  know,  are  quite  common, 
and  customers  might  question  Ihe  position  or  the  atuation  ; 
but  I cannot  say  that  there  is  any  way  we  could  msie 
anything  of  that  here.  A great  deal  of  it  is  purely  gossip. 

4488.  When  interest  rates  move  differently  in  London 
and  New  York,  and  a bigger  gap  than-  usual  appears,  do 
customers  of  yours  move  money  in  substantial  amounts 
from  New  York  or  from  Toronto  to  London,  or  vice 

versa?- ^There  was  quite  a movement  in  1955,  to  which 

we  refer  in  the  memorandum. 

4489.  You  saw  it  in  your  business? Mr.  Hunter: 

Yes. 

4490.  Was  (this  mainly  Canadian  resident  companies,  <x 

was  it  American  customers  of  yours? Mr.  Strath: 

Both,  but  quite  a number  of  Canadian  companies. 

4491.  What  was  their  interest  in  London?  Was  it  in 

English  Treasury  Bills? ^Yes,  that  was  the  only  evidence 

we  saw ; they  (bought  Treasury  Bills.  That  was  the  only 
investment  at  tihe  time  that  was  of  interest  to  them. 

4492.  There  was  no  interest  in  short  term  bonds,  for 

instance,  or  in  putting  money  on  deposit  at  the  English 
deposit  rate? ^Not  that  we  saw. 

4493.  It  appears  in  your  memorandum,  and  I have  seen 
it  stated  elsewhere  too,  that  in  the  last  six  months  the 
high  interest  rates  in  London  do  not  appear  to  have 
attracted  Canadian  money  as  they  did  in  1955.  Can  you 

account  for  that  difference? Mr.  Fowler:  "Die  forward 

premium  on  Canadian  dollars  killed  the  profit.  When 
Canadians  invest  money  in  sterling,  most  of  it  is  covered 
forward. 

4494.  Chairman:  That  premium  -is  stiff  operative  to- 
day?  Mr.  Fowler:  It  is  just  about  profitable  to  do  it. 

but  we  have  not  seen  any  evidence  of  investment  during 
the  last  feiw  months  in  Treasury  Bills.— Afr.  Strath: 
Neither  have  we. 

4495.  Professor  Sayers:  That  did  not  happen  in  1955? 

No,  because  the  premium  did  not  come  into  it  to 

the  same  extent ; there  was  stiff  a profit. 

4496.  Why  was  ‘there  that  difference  in  the  relation- 
ship of  .the  exchange  premium  to  the  interest  rate  i»twe«i 

the  two  dates? Mr.  Fowler:  The  governing  factor  of 

this  (premium  on  the  forwa^rd  .market  as  tiie  supply  and 
demand  element  caused  mainly  by  trade. 

4497.  I wondered  whether  there  was  anything  in  your 
experience  that  contributed  to  the  supply  and  demand 

situation  in  the  forward  exchange  market? 1 cannot 

think  of  any  particular  reason ; tiiere  are  so  many  things 
that  affect  this. 

4498.  Professor  Cairncross:  Is  it  affected  also  by  the 
strengffi  of  the  Canadian  dollar  in  relation  to  the  American 

d'Ollar? (The  Canadian  dollaa:  is  a good  deal  stronger 

now  than  it  was  in  1955. 

4499.  Lord  Harcourt:  In  1955  was  not  the  premium 

of  .4e  Canadian  dollar  over  the  New  York  dollar  ataost 
at  its  peak? Mr.  Strath:  It  had  not  reached  its  peak. 


4500.  Chairman:  Is  there  anything  on  .the  last  sec- 
tion? I think  we  have  covered  '&e  first  two  paragraphs ; 
then  we  have  your  ad'ditional  two  paragraphs.  Does  any- 
thing arise  on  the  second  of  those:  — 

“The  London  representative  of  one  Canadian  bank 
has  put  forward  the  viewpoint  .that  the  authorities’  use 
of  monetary  measures  since  1951  has  brought  about  a 
ourtailment  of  credit  to  clients,  and  at  the  same  time 
has  occasioned  a decline  in  deposits  by  the  fixing  of  a 
deposit  rate  out  of  proportion  to  the  rates  offering  on 
Governmeait  Treasury  Bills.” 

Mr.  Rodgerson:  The  very  fact  that  our  deposits 

have  gone  into  Treasury  Bills  has  precluded  our  placing 
at  the  disposal  of  our  cliente  the  assistance  wtiich  they 
have  (been  .requesting  from  time  to  time.  We  have  not 
had  the  funds,  so  it  is  axiomatic  that  when  the  Treasury 
Bill  rate  went  up  we  .might  be  .unable  to  service  our 
borrowing  customers. 

4501.  Professor  Sayers:  You  mean  some  of  your  cus- 
tomers operating  in  ffie  U.K.  with  accounts  in  your  Ixm- 
don  offices  shifted  from  'bank  .balances  to  Treasury  Bills? 
Yes. 

4502.  And  this  has  led  to  your  curtailing  your  lending 

in  your  London  offices? 'We  have  had  to  from  time  to 

time. 

4503.  Who  are  the  people  to  whom  your  lending  has 

been  curtailed? It  has  curtailed  our  participation  in 

the  money  -market. 

4504.  'It  is  curtailment  of  your  call  money,  your  credit 

to  money  market  clients? -And  .to  a lesser  extent  to 

our  borrowing  customers. 

4505.  By  “ borrowing  customers  ” you  mean  ordinary 

traders? Mr.  Rodgerson:  Commercial  accounts. — Mr. 

Strath : I do  not  know  whether  that  is  general ; k does 
not  apply  to  ourselves. 

4506.  Chairman : You  have  not  observed  any  such 

movement? .We  have  not  had  to  curtail  any. 

4507.  Professor  Sayers:  If  you  have  good  com-mercial 
customers  in  London  to  whom  you  are  lending,  and  you 
suddenly  fall  short  of  London  funds,  can  you  not 
reinforce  your  London  funds  by  drawing  on  head  office? 
Mr.  Rodgerson:  That  is  what  we  (have  had  to  do. 

4508.  Surely  .that  would  be  the  normal  recourse,  rather 
than  curtailing  credit  to  ordinary  commercial  customers? 
^That  is  true. 

4509.  Lord  Harcourt:  Would  it  be  a head  office  de- 

cirion  as  to  whether  they  were  prepared  to  make  avail- 
able additional  sterling? ^Yes. 

4510.  Professor  Sayers:  That  is  why  I find  the  state- 
ment in  this  paragraph  a little  surprising,  unless  the  clients 

are  purely  money  market  clients? It  is  the- money 

market  we  are  referring  to  here. 

4511.  Professor  Cairncross:  Could  you  'tell  us  who  are 
the  clients  who  withdraw  their  money  and  .buy  Treasury 
Bil^?  Are  they  mainly  large  oompanies,  and  not  private 

clients? Mr.  Hunter:  Iiidustrial  offices  and  merchants 

of  all  kinds  who  have  surpluses. 

4512.  Commercial  and  ind'Ustrial  undertakings? Yes. 

4513.  Professor  Sayers:  Do  these  customers  run  into 

dozens,  scores,  or  hundreds? Mr.  Strath:  In  our  case 

no  figure  like  'that.  Over-all  it  would  be  half  a dozen. — 
Mr.  Rodgerson:  The  number  is  not  im-pontant. 

4514.  But  the  money  is? ^In  our  case  yes,  quite 

important. 

4515.  Six  figures,  seven  figures? 1 can  think  of  one 

client  with  an  average  of  six  figures. 

4516.  Professor  Cairncross:  Do  you  act  as  agents  in 

the  purchase  of  Treasury  Bills,  or  do  they  buy  them 
themselves? ^They  acquire  them  in  the  money  market. 

4517.  I would  like  to  ask  you  something  about  the 
scale  of  your  operations,  of  which  it  is  a little  difficult 
for  us  to  form  any  impression  from  your  memorandum. 
You  may  recall  that  when  the  Macmillan  Committee  were 
taking  evidence  they  were  supplied  with  figures,  for  aU 
the  overseas  banks,  of  the  funds  held  in  London  in 
various  forms.  Treasury  Bills,  advances,  the  money 
market,  and  so  on.  I think  I am  right  in  saying  that  you 
make  a return  to  the  Bank  of  England  of  this  character. 
Would  you  have  any  objection  if  the  Bank  of  England 
were  to  make  available  to  us  aggregates  for  all  overseas 
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banks,  not  figures  for  particular  banks,  under  the  head- 
ings which  appeared  in  the  Macmillan  Committee  report? 
— Sir  Oliver  Franks-.  We  should  like  a split  of  the  use 
of  your  resources,  call  rnoney.  Treasury  Bills,  short  bonds, 
and  so  on  ; but  that  spUt  would  be  made  available  to  the 
public  not  banking  company  by  banking  company,  nor 
sector  iby  sector,  but  all  overseas  banks  aggregated 

together? Mr.  Strath:  I cannot  see  any  objection  to 

the  disclosure  of  aggregate  figures  covering  all  the  over- 
seas banks  together. — Mr.  Rodgerson : I think  it  would 
be  for  our  head  offices  to  lay  down  policy,  but  I cannot 
envisage  them  having  any  objections. 

4518.  Professor  Cmrncross:  Is  this  the  first  time  you 
have  been  asked  whether  you  would  have  objection  to  the 
publication  of  these  figures? ^Yes. 

(Xhe  witnes. 

{Adjourned  i 


4519.  Professor  Sayers : Do  you  supply  ithem  at  present 

to  the  Bank  of  England? Mr.  Strath-.  No.  Since 

credit  restrictions  were  imposed  in  the  United  Kingdom 
we  have  supplied  figures  to  the  Bank  of  England,  which 
are  quite  searching  and  informative. 

4520.  Chairman : We  will  let  you  have  a latter  indicating 

what  it  is  that  we  are  asking  you  for ; if  you  have  to  take 
it  up  with  your  head  oflfices,  we  shall  understand  that ; I 
think  we  shall  probably  press  you  to  get  your  head  offices 
to  agree! 1 cannot  envisage  any  difficulty  there. 

Chairman : Then  if  there  are  no  more  questions,  thank 
you  very  much,  gentlemen. 

y withdre-w.} 
til  2.15  p.m.) 


G.  L.  Davies,  Esq.,  Manager,  the  National  Bank  of  Nevv  Zealand  Ltd.,  C.  L.  Messnkr,  Esq.,  Manager,  the  Bank  of  Adelaide, 
R.  B.  ScoTCHER,  Esq.,  Deputy  General  Meager,  English,  Scottish  and  Australian  Bank  Ltd.,  representing  the  Australasian 
sector  of  the  British  Overseas  Banks  Association,  called  and  examined. 


4521.  Chairman:  Mr.  Davies,  we  have  your  memo- 
randum* for  which  we  are  very  much  obliged  to  you. 
There  wall  be  one  or  .two  questions  which  will  arise  firom  the 
Committee,  to  enlarge  upon  what  you  have  told  us,  and 
I think  it  will  be  most  convenient  if  we  go  through  your 
memorandum.  The  first  section  is  mainly  narrative. — 
Sir  Reginald  Verdon  Smith:  Could  we  leam  something 
about  the  “ special  services  ” ,to  assist  in  the  establishment 
of  new  industries  and  facilitate  investment,  referred  to 

in  paragraph  1? Mr.  Davies:  .For  New  Zealand  we 

would  give  the  ordinary  sort  of  service : advertising  that 
we  are  open  to  receive  inquiries  from  this  country  for 
industry,  telling  inquirers  about  capital  formation  and 
company  formation  in  New  Zealand,  and  the  sort  of 
industries  that  they  have  there,  and  answering  general 
questions  on  the  remittance  of  capital  to  New  Zealand. 

4522.  Tbas  would  be  in  .terms  generally  of  good  public 
relations  from  the  bank’s  point  of  view,  rather  than 
necesarily  advantageous  financial  terms  or  long-term 

credits,  or  anything  of  that  sort? ^Yes,  purely  public 

relations ; selling  New  Zealand  to  the  person  who  thinks 
he  might  go  to  New  Zealand  to  establish  himself  there. 

4523.  Chairman-.  Have  you  a special  branch  in  your 

organisation  for  these  special  facilities? Mr.  Davies: 

No,  not  a siraal  bran<^.  There  are  nine  Australasian 
hanks  operating  here  on  behalf  of  New  Zealand  and 
Australia,  five  operating  only  for  New  Zealand,  and  aU  of 
us  have  some  sort  of  special  department  to  deal  with 
special  inquiries  on  economic  development,  intelligence 
and  things  like  that. — Mr.  Messner:  That  is  the  case; 
and  we  would  make  inquiries  if  capital  were  required  for 
example  in  Australia. 

4524.  Sir  Reynold  Vvrdon  Smith : The  service  that  you 

provide  then  is  information,  not  finance? ^Very  largely. 

4525.  Chairman:  Would  you  do  any  work  in  the  way 
of  putting  people  in  touch  with  possible  sources  of  finance 

at  the  other  end? ^We  should  endeavour  to  do  so  if 

requested. 

4526.  Professor  Sayers:  Are  you  often  requested? 

Yes,  I had  two  last  we^  just  at  my  bank. 

4527.  Chairman : Then  you  say  in  paragraph  1 (a) ; — 

“ There  are  no  restrictions  on  the  moveiment  of  funds 
from  the  United  Kingdom  to  Australasia,  but  transfers 
of  funds  to  die  United  Kingdom  are  subject  to  exchange 
control  by  the  Australian  and  New  Zealand  authorities, 
and  this  tends  to  discourage  lie  movement  of  fonds  to 
those  countries  for  g>eculative  purposes.” 

— Professor  Ccdrncross : How  far  does  this  leave  you  free 

to  vary  your  holdings  of  sterling  in  this  country? 

Mr.  Scotcher:  As  thwe  exchange  controls  in  both  New 
Zealand  and  Australia  operate,  the  banks  are  left  with  a 
basic  volume  of  funds,  their  own  so  to  speak,  which  is 
basically  in  the  United  Kingdom.  The  rest  of  the  fimds 
result  from  movements  in  exchange  dealing.  The  result 
of  exchange  dealing  causing  variations  in  the  volume 
of  funds  actuaRy  held  for  the  time  being  in-  the  United 
Kingdom,  but  any  surplus  above  the  basic  sterling  hold- 
ing, or  any  deficiency  below  the  basic  sterling  holding,  is 
vulnerable ; a surplus  is  called  to  the  central  bank  con- 
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cemed  and  thereby  repatriated  to  the  Dominion,  and  a 
deficiency  will  be  provided  out  of  the  holdings  of  the 
central  bank  in  the  United  Kingdom.  As  a result,  the 
ability  to  vary  the  disposition  of  the  basic  funds  is  limited 
in  that  the  funds  themselves  are  limited ; if  they  are  greater 
for  the  time  being,  they  are  only  momentarily  greater. 

4528.  You  refer  to  basic  holdings.  Do  you  mean  that 
there  is  some  figure  agreed  upon  between  the  banks  and 

the  Commonwealth  Bank? Mr.  Scotcher:  That  is  a 

question  to  which  I do  not  think  we  can  give  an.  accurate 
answer,  because  each  bank  has  its  own  separate  arrange- 
ments. There  are  two  United  Kingdom  registered  banks 
operating  in  Australia  and  there  is  one  United  Kingdom 
registered  bank  operating  in  New  Zealand,  and  it  would 
be  reasonable  to  expect  that  ffiose  three  banks  would 
pnobaibly  have  nommaUy  a larger  .proportionate  basic 
investment  in.  the  United  Kingdom  than  the  others. — Mr. 
Davies:  There  is  a slight  variation  for  New  Zealand. 
There  we  have  from  the  central  bank  an  approximately 
agreed  figure  at  which  they  will  maintain  the  level  of  the 
overseas  assets  (that  is,  overseas  from  New  Zealand’s 
point  of  view)  held  by  the  trading  banks  in  London. 
Though  we  have  a trading  account  we  are  only  holding 
those  assets  as  agents  for  the  central  bank. 

4529.  In  the  case  of  Australian  banks,  am  I right  in 
assuming  tirat  they  have  very  little  latitude  in  varying 
from  the  given  figure?  ~-Mr.  Messner:  They  have  a 
basic  figure,  which  was  computed  af  the  outset  of  the 
war,  and  the  Banking  Acts  of  Australia,  1945  to  1953, 
provide  that  all  extra  beyond  that  is  to  be  turned  over 
to  the  Commonwealth  Bank  ; that  happens  monthly. 

_ 4530.  Professor  Sayers:  That  implies  that  the  disposi- 
tion of  Australia’s  London  funds  is  almost  entirely  a 

matter  for  the  Commonwealth  Bank’s  operations? Mr 

Messner:  To  a very  large  extent,  with  the  exception  of 
the  two  Australian  banks  which  Mr.  Scotcher  is  repre- 
^ntmg,  which  have  their  head  offices  here. — Mr.  Scotcher  ■ 
There  is  no  real  difference,  except  that  the  two  En^sh 
registered  companies  traditionally  held  a larger  volume 
of  theu  working  capital  in  London  than  the  other  banks, 
and  when  the  exchange  control  in  Australia  instituted  this 
method  of  accumulating  overseas  funds  in  the  centtal 
bank  rather  than  in  the  hands  of  the  trading  banks  the 
basic  sterling  investments  of  those  two  Banks  tended 
consequently  to  be  larger  than,  of  the  others.  But  exactly 
what  It  is  as  between  one  bank  and  another  one  does  not 
know. 

4531.  Chairman:  What  are  the  individual  banks’  work- 
ing balances  in  London  represented  by? ^In  the  main 

by  mvestments  in  gilt-edged  stodcs.  Treasury  Bills  and 
^y-to-day  loans  in  the  discount  market.  There  would 
be  some  movement,  of  course,  from  time  to  time  accord- 
ing to  the  degree  of  sterlit^  funds  required  to  surmort 
general  trading  movements. 

4532.  Professor  Cairncross : When  you  say  “ some 
movement”,  do  you  mean  seasonal  or  from  year  to  year? 

Mainly  seasonal : and  of  course  that  also  .means  from 

year  to  year : seasons  vary  from  year  to  year. 

4533.  Can  you  approach  the  Commonwealth  Bank  and 

secure  an  increase  in  your  normal  working  balance? 

Not  normally. 
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45M  You  miihc  slrtlob  your  faciUtlrs  a lUtlo  more  to 
-A/r.  Scotcher-.  Not  sub- 


AaHrjlj*n  b^nks  axe 


conceraed.- 


There  is  no  necessuj'  lor  ia<u,  ucl-o-loc  m 
“ Aminiiia  the  settlement  with  the  central  bank 

pl*ce  trwotWy.  and  conscquenUy  any  heavy  d^emand 
lilir^bein.-.Vfr.  Davies'.  New  Zealand  is  ^fferenl; 
K » SJtSl  It  is  controUed  by  the  central  ba^  and 
whal^slerto*  is  made  available  by  them  to  the  tradmg 
?ine  OT  the  basis  that  they  ^ decide  appro"- 
matdy  wtut  the  British  banks  operating  m Londcm  will 
require  to  finance  general  trade.  If  at  ^y  time  we  deade 
*e  want  n»re.  of  course  they  operate  the  statutory  ratio . 
there  is  this  system  in  New  Zealand  by  wduch  they  wiU 
lake  up  our  local  funds  so  that  we  cannot  buy  the  sterling. 

4Sts  Some  your  balances  are  held  in  ^H>rt-tenn 
booifa’;  would  we  he  right  in  assuming  these  holdings  are 
farfly  constant  or  do  you  operate  by  sale  as  ^ 

purchase? Mr.  Scotcher:  That  is  rafter  a difficult 

questioQ  to  answer  accurately.  So  far  as  the  two  United 
Kingdom  companies  are  coocemed.  their  btrfdings  are 
fairly  constant,  but  there  rray  be  a switch  &om  time  to 
time*  between  very  short  and  slightly  longer. 

4sjt)  .Ml  within  the  five-year  maturity,  I take  it? 

Mr  Scon  her:  I would  not  know  the  accurate  answer 
(o  that,  but  1 should  say  probably  yes.  There  might  be 
a switch  to  Treasury  Bills  at  some  stage.— Afr.  Messner : 
So  far  as  purely  Australian  banks  are  concerned,  I am 
afraid  I can  speak  only  for  ray  own  because  we  do  not 
aoierchange  our  information.  We  hold  a certain  fffo- 
ponion.  but  they  are  always  in  Australian  stocks  tm  the 
£oodon  market,  and  are  not  necessarily  ot  a shOTt-term 
jftaracter.  Indeed  we  aim  at  a long-term  character  wkfa 
— Mr.  Davies:  For  New  Zealand  I think  the  answer 
it  that  k is  fairly  coostant,  and  broadly  speaking  short, 
owing  to  the  fact  that  we  are  always  vulnerable  for  any 
surplus  balance  d[  sterling  held  rm  behalf  the  Reserve 
Rjnt  ; but  within  that  portfolio  we  would  operate  as  a 
oormal  bank  here : we  would  switch  if  we  thought  it  was 
right  or  fit  to  do  so 

4537.  That  would  mean  that  on  occasim  you  would 
led  short  bonds'.’ Yes. 


4538.  Professor  Sayers:  On  paragrajk!  1 (A)  when  there 
s a diange  in  Bank  Rate  here,  do  the  Austrahan  banks  at 
ooce  get  together  and  think  what  this  means  for  them, 

or  do  they  wait  and  see? ^We  get  together,  and  most 

of  the  changes  are  conqiletely  automatic.  Buying  rates 
for  bdh  will  alter;  the  Briti^  Ml,  that  is  financing  of 
exports  from  New  Zealand,  will  reflect  the  foreign  rate, 
wbich  for  this  purpose  is  the  Londcm  rate,  and  the  interest 
factor  in  the  bill  would  then  go  to  7 per  cent. 

Professor  Cflirncrojj : I have  scroe  difficulty  in 
recoocilmg  the  statement  at  the  end  of  this  paragraph; 
" no  movements  <rf  funds  occur  ”,  with  the  statement  at 
the  foot  of  the  page:  “ there  has  been  a significant  reduc- 
tioD  in  telegraphic  transfer  and  sight  business  and  an 
increase  in  requests  for  terms  iq>  to  90  days.”  This  appears 
to  MTvpjy,  in  effect,  a movement  of  funds ; but  perhaps 
not  a movement  in  fte  funds  owned  by  the  banks 

rtjwesaUed  bere? Mr.  Messner:  Customers  may,  but 

banks  do  not. 


4540.  Professor  Sayers:  You  say  customers  may;  d< 

cuuomers  commonly? Subject  to  exchange  cootioL 

4541.  Professor  Cairncross:  In  one  direction  only? 

From  that  angle,  yes. 

4542.  Chairman:  In  paragraph  3 you  say: 

"pie_  tightening  of  credit  conditions  on  the  Londo 
mark^  in  recent  years  appears  to  have  been  responsibi 
f«  the  increased  applications  for  facilities  in  Londo 
jAich  have  bero  experienced  by  the  Australasian  bank? 
We  P^ni  out  however  that,  within  the  limited  area  o 
thar  business  which  is  affected,  these  banks  conforr 
Wh  any  relevant  instructions  given  to  fte  Londo 
clearing  banks. 

& to  that  extCTt  applications  for  increased  facilities  fa' 
as  much  under  the  cred: 
vjueere  in  T.ondon  as  other  banks? Yes. 

4543.  Then  you  say:  — 

tightnes  of  credit  alsi 

SS  » JSqliSd I™®*”'"®  " '*■' 


Then  you  say  in  paragraph  4 (c)  that  one  further  result  of 
the  credit  squeeze  in  London  is  thait  local  applications 
become  larger  for  facilities  in  Australia  or  New  Zealand? 
Mr.  Scotcher:  Yes. 

4544.  I understand  the  reason  for  that,  but  what  hap. 

pens?  Are  you  in  a portion  to  meet  it? Mr.  Davies: 

Yes ; it  would  depend  entirely  on  what  the  purpose  was. 
Agahi  tatifing  about  New  Z^and,  it  is  our  function  to 
facilitate  fte  «cport  trade  of  New  Zealand.  Normally 
speaking  if  money  is  cheap  jhere  the  importer  tends  to 
borrow  ids  money  here,  but  if  fte  rate  here  is  7i  per  cent, 
and  the  rate  in  New  Zealand  is  ^ per  cent,  he  tends 
to  borrow  the  money  locally.  'We  would  endeavour  then, 
with  the  Australian  banks,  to  finance  that. 

4545.  Professor  Sayers:  In  recent  years  have  the  limits 

on  your  lending  to  good  banking  customers  in  Australia 
and  New  Zealand  been  set  by  request  from  the  Common- 
wealth Bank  and  the  Reserve  Bank  or  by  a limit  bo  fte 
demands  <m  the  part  of  customers,  or  has  there  been 
some  limit  set  fey  yourselves  because  of  your  liquidity 
position? Mr,  Scotcher:  So  far  as  Australia  is  coa- 

ched fte  limit  as  set  by  fte  central  bank’s  liquidity 
rwprirement. 

4546.  It  is  a central  bank  decision,  acting  through  your 

liquidity  position? ^Yes,  plus  some  directives  on  quali- 

tative lending. 

4547.  So  that  any  tendency  for  requests  for  bank  credit  to 
shift  from  England  to  Australia,  when  things  become  more 
diffictdt  in  England,  would  not  lead  tO'  any  appreciable 

in<TP^se  in  the  volume  of  bank  lending  in  Australia? 

Mr.  Davies:  For  New  Zealand  it  would  be  fair  to  say  it 
should  not,  but  I think  it  does  create  a demand.  It  is  con- 
trolled by  fte  pressure  of  fte  reserve  -ratio  system  operated 
by  fte  central  bank  upon  our  liquidity  ; but  in  an  import- 
ant producing  country  like  New  Zealand  where  the  life- 
blood is  exporting  the  banks  do  aU  they  can  to  facilitate 
fte  export  trade. 

4548.  Sir  John  Woods:  And  has  fte  result  been  ftat  you 
have  been  pushed  up  against  your  liquidity  proportion? 
— —Mr.  Davies:  Yes. — Mr.  Messner:  Our  experiettce,  and 
I .tihink-  it  is  quite  general  among  the  Australian  banks,  has 
been  that  ti^re  to  not  'been  a marked  trend  by  U.K. 
importers  for  such  accommodation  in  Australia.  So  far 
as  we  are  concerned  it  has  largely  emanated  from  con- 
tinental Europe.  I think  my  ooJleaigues  would  confirm 
ftat?— Mr.  Davies:  Yes. — Mr.  Scotcher:  Yes. 

4549.  Professor  Sayers : It  is  a switching  of  continental 

borrowing  to  Australia? Mr.  Messner:  Very  largely. 

There  is  not  a marked  trend  from  this  country. 

4550.  i'What  has  ton  fte  attitude  of  your  central  banks 
to  this  switch  of  continental  demand  for  credit?  Have 
ftey  allowed  you  in  effect  to  increase  your  total  of  credit 

outstanding  on  order  to  cope  with  this  new  trend? Mr. 

Messner : J would  say  no. — Mr.  Scotcher : I think  that  this 
point  we  are  discussing  at  the  moment  is  really  in  essence 
a switch  from  finance  traditionaly  obtained  by  way  of 
bills  to  finance  iby  way  of  direct  bank  advances  in  Aus- 
tralia, mamly  because  of  the  differential  borrowing  rates  in 
fte  different  sectors. 

4551.  Professor  Cairncross:  Have  not  these  continental 
demands  for  credit  previously  been  financed  from  London 

through  the  holding  of  sterling  bills  here? B-ut  those 

sterling  bills  are  supported  by  money  provided  in  the 
countries  of  origin. 

4552.  Are  they  financing  New  Zealand  exports  to  the 

CtMitinent  theii? iMay  I just  provide  an  example,  and  I 

speak  only  in  fte  .case  of  Australia.  Formerly  a bank  in 
Australia  would  buy  a bill  on  London  and  thereby  tie  up 
a certain  amount  of  ite  local  resources  until  that  bft  was 
paid,  and  the  resources  in  London  were  not  affected 
during  fte  term  of  ftat  bill  at  all.  Now  the  tendency  has 
been,  because  as  I say  of  the  differential  rates  of  interest 
^d  discount,  for  people  to  ask  for  bank  advances  in 
Australia.  To  ftat  extent  there  is  a greater  degree  of  tying 
up  of  funds  in  Australia. 

4553.  It  is  a ftift  in  the  assets  of  the  portfolio  of  the 

bank  from  bills  to  advances? Precisely,  although  the 

same  money  is  involved  in  both  cases. 

4554.  Chairman:  I rather  gather  from  what  you  said 
that  you  have  regarded  the  central  banks  in  the  two  areas, 
Au^alia  and  Neiw  Zealand,  as  ibeing  in  control  of  your 
credit  operations  by  their  power  tO'  operate  on  your 
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liquidity?: Mr.  Davies-.  Certainly  for  New  Zealand. — 

Mr.  Messner:  Certainly  for  Australia  too. 

4555.  It  has  been  an  effective  control? ^Yes. 

4556.  And.  it  has  not  needed  to  be  suipplemented  by 

requests? Mr.  Scotcher:  In  the  case  of  Australia,  of 

course,  there  is  statutory  support.  The  Bank  Act  of  1945 
and  its  sulK^uent  amendments  give  the  central  bank 
power  to  insist  on  a certain  degree  of  liquidity  and  to 
require  a proportion  of  reserve  deposits. 

4557.  Sir  Oliver  Franks:  This  is  the  system  of  special 

deposits? Mr.  Scotcher:  Exactly. — Mr.  Davies:  Ours 

is  slightly  different.  We  have  not  any  system  cf  special 
deposits  as  such  by  law,  but  the  central  bank  can  adjiKt 
the  ratios.  The  position  is  that  under  the  statute  the 
banks  have  to  have  frozen  at  the  central  bank  a minimuim 
of  7 per  cent,  on  demand  liabilities  and  3 per  cent,  on 
time  liabilities ; the  central  bank  can  raise  those  rates,  and 
they  are  at  the  moment  28  per  cent,  on  demand  liabilities 
and  15  per  cent,  on  time  liabilities.  That  is  operated 
quite  automatically, 

4558.  Has  the  special  deposit  system  in  Australia  been 
operated  regularly  by  the  central  bank,  or  is  it  only 

brought  into  operation  at  particular  moments? Mr. 

Scotcher : It  started  without  statutory  aufliority  during  the 
war  because  of  government  spending  caused  by  the  war, 
and  subsequently,  in  1945,  it  was  given  statutory  authority. 
There  have  been  various  amendments,  but  during  the 
whole  of  that  period  since  1941  or  1942  the  system  has 
bean  operating  ah  the  time. 

4559.  Professor  Sayers:  If  you  were  advising  anoliher 
country  on  the  form  of  its  banking  system  and  its  central 
bank  powers  is  this  Australian  system  one  which  you 
would  reoommend?^^— My  answer  to  that  is  a simple 
one : I would  say  yes,  provided  it  is  wisely  administered, 
and  provided  that  the  government,  or  the  central  bank, 
pays  a reasonable  return  on  ihe  funds  that  it  borrows 
from  the  trading  banks. 

4560.  How  would  you  fix  the  interest  rate?  What  rate 
would  you  consider  reasonable  in  relation  to  other  rates? 
— ^ — ^It  is  a verycomplicated  questionin  the  case  of  Australia, 
because  Australia’s  interest  rate  structure  is  rigidly  con- 
trolled. The  government  is  able  to  issue  Treasury  RtHr 
at  a discount  rate  of  1 per  cent,  today,  and  has  done  so 
for  a long  time ; but  that  rate  has  no  real  relation  to 
commercial  discount  or  interest  rates  whatsoever.  The 
maximum  rate  of  interest  for  bank  lending  to  the  public 
is  also  fixed  by  the  central  .bank,  and  it  takes  very  little, 
if  any,  cognisance  of  the  demand  or  supidy  of  money. 

4561.  How  would  you  fix  this  rate  of  interest  in  relation, 
say,  to  bank  lending  rates  to  good  customers?  Do  you 
think  it  should  be  much  lower,  or  should  it  be  ^ed  in 

relation  to  the  Treasury  Bill  rate? ^This  is  a matter 

which  requires  a great  deal  of  examinaition,  and  I am 
afraid  that  I have  not  come  prepared  to  answer  that 
question. 

4562.  Might  I put  a variant  that  perhajs  may  be  easier 
for  you  to  answer;  do  you  think  that  the  fixing  of  the 

rate  in  Australia  has  been  reasonable? 1 feel  it  has 

been  unreasonably  low  for  this  reason,  that  whereas  the 
government  throi^  the  central  bank  is  able  to  control 
this  rate,  and  does  control  it  at  a very  low  level,  it  does 
not  wntrol  and  is  not,  for  a nximber  of  mainly  con- 
stitutional reasons,  able  to  control  rising  costs.  Con- 
^quently,  whereas  it  does  control  the  income  of  the 
banks,  in  respect  of  the  income  arising  from  the  special 
accounts  wiiucdi  is  a considerable  part  of  their  assets,  it 
do«  not  ccajtrol  the  costs  of  banking.  So  from  that 
iwint  of  view  I suggest  the  sjBtem  is  unreasonable,  while 
that  interest  rate  is  so  low. 

4563.  Mr  Woodcock : This  is  not  a negotiated  rate? 

No. 

4564.  Sir  John  Woods : What  is  the  relatimiship  between 
the  rate  of  interest  on  special  deposits  at  the  central  bank 

and  the  rate  which  is  charged  on  bank  advances? Mr. 

Scotcher:  The  rate  of  interest  allowed  on  the  specif 
accounts  was  raised  as  from  1st  January  this  year  from 
ooe-quarter  of  one  per  cent,  per  annum  to  three-quarters 
cf  one  per  cent,  per  annum.  The  maximum  rat©  of 
interest  allowed  to  be  charged  to  customers  is  six  per 
cent,  .per  annum,  but  there  is  an  overall  directive  frcwn  the 
central  bank  that  the  average  rate  which  the  banks  obtain 


from  their  advances  to  the  ipuibhc  shall  not  exceed  five 
and  a half  per  c»nt.  per  annum. — Mr.  Davies:  For  New 
Zealand  the  position  is  somewhat  different.  We  receive 
no  interest  at  al  upon  our  statutory  balances,  and  if  our 
liquidity  is  such  that  w©  cannot  maintain  them  at  the 
correct  .percentage  the  Reserve  Bank  lends  us  the  money 
and  charges  us  seven  per  cent,  to  maintain  the  statutory 
balance. 

4565.  Professor  Sayers : That  seven  per  cent,  being  the 

official  rediscount  rate? ^That  is  right. 

4566.  Is  this  reserve  ratio  system'  on©  you  wonrid 

re^nimand  were  yoni  advising  taeiothec  country? 1 

think  it  is  eocceiilent  if  it  is  administered  properly. 

4567.  What  are  ,the  criteria  of  proper  administration? 
^W©  have  ibeen  discussing  this  ourselves  with  cen- 
tral bank  for  about  seven  years,  and  it  is  a little  difficult 
to  decide.  I would  think  that  the  central  bank  has  its 
eye  upon  the  general  economy  of  the  country,  and-  is 
entitled  to  take  steps  it  likes  provided  it  leaves  the 
banks  with  sufficient  resources  to  conduct  a satisfactory 
and  adequate  banking  system.  I think  it  can  be  sim- 
plified down  to  that. 

4568.  Chairman:  Would  Mr.  Messner  like  to  express 

a view  about  the  Australian  system? Mr.  Messner: 

Bound  uip  into  this  question  are  so  many  factors,  includ- 
ing, as  you  will  ibe  aware,  -the  proposed  legislation,  which 
was  put  forward  in  the  course  of  the  last  few  months 
and  which  has  gone  through,  for  1h©  severance  of 
the  central  banking  from  the  trading  banking  functions 
of  the  Commonwealth  Bank.  It  is  not  a question  that 
one  can  have  a vray  oomidered  view  about,  other  than 
a personal  one,  at  this  stage. 

4569.  With  its  drawbacks,  it  has  ibeen  your  experience 
that  the  special  deposit  system  has  been  an  effective 

system  to  achieve  what  it  intended  to  achieve? 

Mr.  Messner : It  was  voluntarily  offered  by  the  banks  in 
^e  early  part  of  the  war,  and  then  it  became  statutory 
in  1945,  and  of  course  has  continued.  There  are  proposals 
to  change  it  by  the  present  government  in  Australia. — 
Mr.  Scotcher:  In  Australia  a bill  which  has  not  yet  -been 
passed  by  parli^ent  seeks  .to  restrict  the  maximum  of  the 
proportion  of  special  accounts  to  the  deposits  of  the  banks 
to  25  per  cenlt.,  but  gives  the  central  bank  power  to  give 
45  days’  notice  t-o  increase  that  proportion,  to  some 
higher  figure.  The  .present  position  is  that  special  accounts 
are  working  at  an  average  of  about  20  per  cent,  of 
deposits. 

4570.  Mr.  Woodcock : Can  you  draw  on  the  special 

acoount  under  _ -penalty? ^By  airangament  -vrith  die 

central  -bank  it  is  possible  to  redasoouut  or  reborrow  at  a 
penalty , rate.  Wl^t  that  rate  is  is  a matter  of  arrange- 
ment between  the  bank  and  ffie  central  bank. 

4571.  Professor  Scsyers:  ODt  is  not  the  official  redisoount 

rate? ^There  is  no  oflScial  redisoount  rate. 

4572.  Mr.  Woodcock:  What  is  the  purpose  of  the 
special  deproit  system  ; to  fki'ance  government  short-tOTn 

expenditure? Mr.  Scotcher:  That  is  not  the  admitted 

purpose. — Mr.  Davies:  It  is  to  teke  the  banks’  money 
away  in,  order  to  stop  them  lending  it,  in  simple  terms. 

4573.  Mr.  Jones : To  reduce  the  liquidity  of  the  bank- 
ing systems  of  Australia  and  New  Zealand? Yes. 

4574.  Mr.  Woodcock : Does  it  vary,  or  is  it  a fixed 
sum? — I — ^In  New  Zealand  the  ratios  are  based  solely  upon 
a peicOTtag©  of  demand  -liabilities  and  dme  febiln'ties. 
which  in  the  main  are  our  deposits. 

4575.  It  does  mot  otherwise  vary  at  the  will  of  the 

government? ^N-ot  .the  basis ; only  the  rates  per  fimt. 

4576.  Lord  Harcourt:  In  maintaining  the  proportion 
of  your  demand  deposits  and  time  deposits  with  the 
R^erye  Bank  of  New  Zealand  do  you  withdraw  or 
deposit  additional  funds  daily,  o-r  weekly,  or  monthly? 
^I-t  is  worked  monthly. 

4577.  Professor  Sayers : If  I remember  ri^tly,  the  New 
Zealand  percentages  have  been  changed  fairly  freque^y 
m the  last  five  years?— —Very  frequently. 

4578.  Has  the  frequency  of  those  changes  -been  a 

niM^nce  tto  the  trading  banks? ^They  have  caused 

embarrassment  -as  they  are  so  sudden ; we  get  no  notice 
■rf  ffiem  at  all.  But  I am  -given  -to  understand  now  that 
the  present  government  would  pref^  not  to  have  so 
many  changes  as  there  have  been  in  the  las-t  five  years. 
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4579.  That  is  a govenunental  preference ; what  about 

the  tradkig  banks? ^Tbe  trading  banks  would  always 

like  lo  have  reasonable  notice  of  ^is.  It  is  very  difficult 
if  one  has  been  dealing  with  a custtxner  one  day  and 
has  committed  oneself  for  a £lm.  wool  shipment,  and  the 
next  day  one  finds  ratio  has  gene  up  from  23  to 
32  per  cent,  against  you. 

4580.  Mr.  Woodcock : Does  it  go  up  as  much  as  that? 

Ten  per  cent,  would  be  rather  an  exaggeration.  It 

has  gone  from  30  to  34 ; and  on  one  occasion  from 
15  to  22i.  ft  varies  ; k depends  by  how  much  the  Reserve 
Bank  wants  to  reduce  the  banks’  liquidity. 

4581.  Chairman:  What  is  the  actual  impact  of  sudden 
changes  of  that  kind?  What  do  you  do  to  put  yourselves 

right  with  the  law? We  have  to  debit  our  current 

aoioum  at  kie  central  bank  and  transfer  to  our  frozen 
account. 

4582.  How  do  you  put  yourselves  in  a position  to 

do  that  without  warning  at  short  notice? ^We  always 

endeavour  to  keep  sufficient  liquidity  to  enable  us  to  do 
that  if  the  increase  is  going  to  be  reasonably  normal. 
One  has  to  take  a view  about  that. 

4583.  Would  it  mean,  if  you  are  under  this  system, 
that  you  have  to  keep  as  a matter  of  practice  a margin 
of  liquidity  above  the  ratio  in  harvd  to  meet  any  sudden 

alteration  in  the  ratio? That  is  wiat  we  endeavour 

to  do ; but  in  fact  we  could  always  meet  it,  because 
the  central  bank  will  lend  to  us,  and  charge  7 per  cent. 
Since  we  cannot  lend  money  at  an  average  above  5 per 
cent.,  the  trading  bank  ten<k  to  get  the  money  back  as 
quickly  as  it  can. 

4584.  Professor  Cearncross:  But  you  do  try  to  main- 

t^  yourselves  in  a more  liquid  position  than  you  would 
if  the  system  dkl  not  obtain? ^Yes. 


times  of  credit  squeeze  in  Australia  the  money  markets 
outside  the  banks  have  been  very  active.  Australia  is  m 
a special  position  in  that  the  Federal  Government  under 
the  Act  of  Constitution  has  probably  (I  say  “ probably  ” 
because  I am  not  a lawyer)  .no  power  to  Oiperate  any 
restriction  of  credit  outside  the  banking  system,  so  that 
the  impact  of  a credit  squeeze  is  felt  not  only  by  the  banks 
but  also,  in  a different  way,  by  the  other  possible  lenders 
outside  the  banking  system. — Mr.  Davies:  If  1 could 
(answer  Sir  Oliver’s  point  based  on  our  experience  in  New 
■Zealand,  I would  say  that  bath  systems  within  my  know- 
ledge work  well,  but  to  be  effective  the  banks  must  have 
power  to  use  the  interest  weapon  ithemselves,  because  both 
systems  operate  against  the  banks  solely,  not  against  the 
customers.  Whilst  the  banks  get  penalised,  the  only  way 
they  can  make  it  more  difficult  or  less  attractive  to  their 
own  customers  is  to  make  the  rate  a penal  rate.  So  I 
think  one  is  complementary  to  the  other  and  I would  be 
the  opinion  that  if  you  adopt  either  of  .the  systems  the 
banks  must  have  powers  to  increase  -the  lending  rate. 

4591.  Professor  Sayers:  How  steeply  must  the  lending 
rate  rise  before  it  operates  as  a substantial  check  on 

borrowers? ^That  rather  depends  if  the  borrowing  is  in 

the  public  sector  or  the  private  sector ; dt  operates  much 
more  quickly  in  one  sector  than  the  other. 

4592.  I was  thinking  of  the  private  sector? ^I  could 

not  give  an  answer  on  that. 

4593.  Sir  Oliver  Franks:  The  effect  of  either  the  special 
deposit  system  or  the  variable  ratio  system,  when  the  gov- 
ernment wishes  to  ecert  a credit  squeeze,  is  primarily  to 
affect  the  capacity  of  the  banks  to  lend  ; but  subsequently 
and  alternatively  it  alters  the  sources  of  borrowing  for 

customers  and  make  them  pay  more  for  their  money? 

Mr.  Scotcher:  That  is  the  effect;  whether  it  is  the  inten- 
tion I do  not  know. 


4585.  Chairman:  Suppose  that  you  had  to  borrow  at 
7 per  cent,  from  the  central  bank  to  tide  over  your 
positiM,  and  you  could  not  get  it  in  immediately  from 
jour  clients’  advances ; would  you  fall  back  on  your 

investments? We  would  tend  to  borrow  fresn  the 

cenirri  lank  up  to  the  limit  of  our  investment  portfolio 
held  in  New  Zealand.  The  New  Zealand  trading  banks 
are  nM  aflowed  to  invest  in  government  loans.  They 
are  ^ways  losmg  those  that  they  have  held  as  they 
run  OT.  ■' 

Cairncross:  What  additional  liquid 
Kuif*  Zealand  they  would  be 

bills  receivable  mostly ; commercial  trade  Kilk 

tta  you  to  say 

J to  invest  in  future 

o iSe?  Bovernment  securities? It  is  difficult 

to  since  1943  under  the  Labour  sovemment. 

— Ni  of  statute  tow,  or  is  it  agreed? 

the  then  “ agreement  between 

reason  for  that? Mr 

SSremfeer^S  f^n  isTuej£“ 

“ew^'leS  Sd^aj-e®l‘Te?7SSr»Sl^ 

Sl’ks  o5  f?^^  of  commercial 

sensible.  D^ou  think  S f Procedure  was 

either  the  stv^ki  ^ “ ®o,  that  you  can  operate 

syuem  Md  variable  mUo 

even  »h<High  you  leav^  government, 

constant  throu^out  • or  absolutely 

the  rate  of  inK?hU  you  think  alternatively  that 

Mr.  Sewchef-  you  out? 

to  con^r  verrirZ^i  m ^ we  have  had 

cootroJitti  rate  of  a statutorily 

woulA-be  borrowwt*  of  credit  squeeze  is 

the  haakiag  outside 

It  has  been  very  noticeable  that  in 


4394.  Professor  layers:  There  is  a diversion? ^It  is 

a diversion  from  bank  credit  to  outside  credit.  May  I give 
an  example  of  that?  In  April  1956  the  Federal 
Government  of  Australia  asked  the  baniks  to  restrict  their 
lending  to  within  the  terms  of  a directive.  It  was  a wish 
nothing  more  than  a wish;  and  the  banks,  of  course' 
a^eed^to  co-operate.  At  the  same  time  tihe  Government 
said:  You  may  raise  your  interest  rates  to  a maximum 

of  6 per  cent,  from  the  previous  maximum  of  5 per  cent 
but  you  may  not  obtain  a greater  yield  than  5i  per  cent 
overall  per  annum.”  Then  they  wanted  to  deal  with  the 
tae  purchase  companies  who  are  very  active,  but  they 
had  no  powers ; so  they  called  a meeting  of  the  managers 
ot  the  hire  purchase  companies  and  asked  them^  as  a 
voluntary  effort,  whether  they  would  undertake  not  to 
increase  their  volume  of  business  beyond  a certain  figure 
tor  the  nrat  twelve  months.  The  responsible  companies 
agreed  to  do  that,  but  it  had  to  be  done,  because  of  ladc 
of  powers,  by  a request.  Now  the  hue  purchase  com- 
panies are  persistent  ’borrowers,  and  the  rates  that  they 
otter,  as  m most  countries,  are  very  much  more  attractive 
to  toe  lendi^  public  toan  those  offered  by  other 
institutions.  The  government  cannot  control  those  rates 
iL  u Similarly  with  other  lending  bodies  outside 

powers,  so  that  interest 
m-hSf  Ranking  system'  frequently  have  no  rela- 
tion whatever  to  the  rates  within  the  banking  system, 

“to  «»“  altemafive  Imding 

^ from  tie  banks  in  Au^alia? Mr. 

fbf  S • ™ '•f  to®  P“Min  ; there  are 

the  We  insnrance  compimes  ; and  varimis  other  com- 

all‘‘to  ^ ^ understand  it,  yon 

®ff«ts  on  the  prtwision  of 
*hJn  the  rates 

fto  vm  *9™“®  M put  on  the  banks. 

I ^ ^ anyone,  when  there  is  a credit  squeeze  try- 
S ISJS?  to'u>tolv®s  ontside  New  Zealand  in  LonZ 
or  elsewhere? Mr.  Davies:  For  New  Zealand  vw 

to  nZS,!'’'? I'  * “ “y-  S“P®  indLsUei 

to  Autorican  bankers,  and 

MnSrS^'S  z£?a?d.®“™  “ to  o'  *= 

thinking  not  principally  of  industry  but 
mamly  of  trading.  Do«  tra5e  al£  SitoL  a ^^’<£3 

of  Its  finance  from  outside? M you  .ore  talking  al3 

the  pnvate  sector  and  trade  to  New  Zealand. 
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no  New  Zealand  national  can  enter  into  any  commitoent 
overseas  without  the  central  link’s  authority.' — Mr. 
Messner-.  So  far  as  Australia  is  concerned,  in  my  ex- 
parience  it  has  been  extremely  limited  over  the  twelve 
years  I have  been  in  London.  It  is  governed  almost 
entirely  by  a scare  of  a change  in  Che  exchange  rates. 
Even  then  it  requires  in  most  instances  the  oonseot  of  the 
Australian  exchange  control. 


4610.  Professor  Sayers:  But  this  has  not  been  felt  to 
force  your  hand  as  regards  interest  rates  charged  to  all 

other  Australian  borrowers? It  has  not  been  allO'Wed 

to. 

4611.  Professor  Cairncross:  You  now  have  an  effective 

discrimination  between  transactions? Only  in  regard 

to  exports  of  wool.  It  is  limited  to  wool, 


4598.  In  external  trade  there  is  an  option  of  financing 
the  oiovement  of  goods  cither  through  extra  mtemal 
credit  or  through  external  credit.  I do  not  suppose  the 

system  of  control  affects  that  option? Mr.  Davies: 

No,  not  for  external  trade. 

4599.  So  if  rates  did  not  rise,  and  credit  was  restricted 
in  New  Ze^and,  and  external  trade  was  financed  to  any 
extent  within  the  country,  there  would  be  an  opportunity 

of  turning  to  resources  outside  New  Zealand? 1 would 

have  thought  so. 

4600.  You  do  not  notice  that  to  any  great  extent? 

No. 

4601.  Equally  in  your  paper  you  do  not  appear  to  lav 
a great  deal  of  stress,  when  oreit  is  restricted  in  Britain, 
on  a movement  .to  finance  external  trade  in  -New  Zealand. 
You  mention  some  degree  of  shift  but  you  play  it  down. 

Do  you  mean  to  imply  it  is  a limited  diift? It  is 

limited ; but  .there  is  a definite  trend,  depending  on  the 
differential  in  the  rates  in  the  main.  It  is  very  short- 
term, of  course  ; usually  covering  the  movement  of  goods. 

4602.  It  is  short-term,  but  the  magnitude  of  the  move- 
ment would_  be  what  mi-ght  be  of  most  importance  here, 
since  the  shift  would  endure  if  the  differential  in  interest 

rates  endured?- ^Yes,  other  than  as  happened  in  one 

of  our  exports  in  New  Zealand,  and  I ibhink  in  Australia : 
wool.  We  put  on  a differential  rate,  aln>ost  a penal  rate, 
so  that  it  was  up  to  the  levd:  of  (he  foreign  rate ; then 
they  tend  not  to  make  the  switch  quite  so  much. 

4603.  Does  this  apply  equally  in  Australia? Mr. 

Messner : Yes. 

4604.  From  what  source  would  the  finance  for  wood 

and  wheat  exports  from  Australia  come?  Would  it  be 
maMy  finance  from  this  country,  or  is  it  now  largely  Aus- 
tralian finance? We  expect  to  finance  the  shipmeots 

only  to  port  ctf  destination  in  any  case,  and  on  arrival 
of  .the  commodity  here  payment  is  expected. 

4605.  When  you  say  yo.u  finance  it  to  the  port  of  destina- 
tion, does  that  mean  that  the  bills  involved  are  held  by 
the  Australiaai  banks  or  that  some  are  in  the  London 

discount  market? ^In  my  experience  the  hntv.  ©yen 

over  all  these  years,  are  held  in  the  banks’  own  port- 
folios, at  present  at  any  rate. 

4606.  If  I have  understood  your  answers  correctly  the 
rise  in  interest  rates  here  may  have  the  effect  of  producing 
a spread  of  interest  rates  in  Australia  and  New  Zealand 
with  a higher  rate  of  finance  for  external  trade? — 
course  in  .the  exchange  buying  rate  in  Australia  we  apply 
the  Bank  Rate  of  Lond'on. 

4607.  There  is  then  no  differential? Mr.  Scotcher  -. 

It  has  been  a recent  .development  within  the  last  six 
months  that  for  the  first  time,  because  of  the  pressure 
from  importers  of  wool  in  particular  to  borrow  in  the 
cheaper  markets,  that  is  Australia  and  New  Zealand, 
the  .banks,  with  the  approval  of  the  central  banks  con- 
cerned, have  imposed  what  we  regard  as  a penal  rate  of 
interest,  that  is  today  8 per  cent.,  1 per  cent,  above  the 
Bai^  of  England  rediscount  rate,  to  transactions  which  m 
their  opinion  could  have  been  fi.nanced  in  the  traditional 
way  which  is  on  bills. 

4608.  Does  it  apply  equally  to  Australian  traders  en- 
gaging jn  similar  transactions? ^Yes. 

4609.  Chairman:  What  is  the  policy:  not  to  divert 

Australian  money  into  this  form  of  finiice? ^Yes.  It 

Was  felt  that  the  volume  of  money  engaged  in  financing 
the  export  trade  was  getting  greater  and  greater,  because 
of  the  longer  credit  required  or  demanded  by  buyers 
■of  commodities,  and  becaxise  interest  rates  in  .fcose  two 
primary  markets  were  lower  than  they  were  in  Europe, 
including  the  United  Kingdom.  Obviously  &at  teiuWcy 
Was  increasing  till  the  time  came  when  the  centraJ:  banks 
of  the  two  countries  agteed  ffiat  the  banks  should  employ 
the  interest  weapon  only  in  those  particular  cases. 


4612.  Professor  Sayers:  Not  wheat? ^Not  wheat. 

4613.  Professor  Cairncross:  Has  anything  of  the  same 

kind  happened  in  New  Zealand? Mr.  Davies : Yes  ; 

we  are  inclined  to  call  it  a disincentive  rate.  It  is  slightly 
different.  We  only  apply  the  disincentive  rate  if  the 
money  is  taken  in  New  Zealand  for  post-shipment  finance ; 
that  is  the  distinction. 


4614.  Prof essor  Sayers:  Do  you  mean  by  post-shipment 

post-arrival? No ; after  it  is  on  board  and  coming  to 

this  country.  The  New  Zealand  bank’s  funcfion  in  this 
is  to  finance  the  trade  between  New  Zealand  and  this 
country.  We  would  expect  the  exporters  to  use  the 
traditional  bill.  The  bill,  which  is  an  export  bill,  of 
oouise  attracts  the  London  Bank  Rate  of  7 per  cent.  ; we 
thought  it  was  wrong  to  let  them  borrow  at  the  advan- 
tageous trading  rate  for  the  duration  of  the  shipment,  so 
we  applied  a disincentive  rate.  But  we  do  not  binder 
them  Wihile  they  are  getting  ready  for  shipment;  only 
when  they  want  to  take  advantage  of  post-shipment  finance, 

4615.  Sir  Oliver  Franks:  In  what  you  have  been  saying 
there  is  an  example  of  a particular  purpose  being  achieved 
deliberately  by  the  governments  and  the  central  banks 
though  the  interest  rate.  If  they  had  wanted  to  achieve 
the  same  result  by  another  way,  could  they  have  done  it 

and  would  it  have  been  equally  effective? In  the  short 

run  I would  have  thought  no. 

4616.  And  in  the  longer  run? ^They  could  probably 

put  a ceiling  upon  advances  for  that  particular  kind  of 
commodity  in  the  long  run. 

, 4617.  Professor  Sayers:  Was  the  action  taken  at  the 

initiative  of  the  trading  banks  or  the  central  banks? 

Mr.  Scotcher : The  trading  banks. 

4618.  Chairman:  Does  the  disincentive  rate  in  fact  have 

a disincentive  effect? Mr.  Davies:  As  Mr.  &otcher  was 

saying,  it  has  only  been  operating  for  this  wool  season. 
Speaking  for  New  Zealand,  it  definitely  has  had  an  effect 
—Mr.  Scotcher : It  is  very  hard  to  tell.  This  happens  to 
have  been  rather  a weak  wool  season,  but  it  looks  as 
though  It  has  been  effective. 


4619.  Professor  Cairncross:  These  rates  presumably 
apply  also  to  shipments  to  the  Continent  where  rediscount 
rates  are  substantially  lower  than  they  are  in  this  country 
You  indicated_  earlier  that  there  was  a tendency  for  finance 
to  be  sought  in  New  Zealand  for  some  shipments  to  the 
Continent.  I have  difficulty  in  tying  these  two  things 
together.  Does  not  the  differential  in  rates  there  tend  to 
push  continental  finance  into  this  trade  rather  than  suck 

It  out  of  it? Mr.  Davies:  The  rediscount  rates  are 

m^nly  substantiaffy  lower,  but  the  trading  banks’  lending 
rates  to  the  continental  importer  are  not  so  much  lower. 


t,  Ti:  • ■ tr  i.  ^ control  or  issues  of  long-term  capital 

both  in  New  Zealand  and  Australia? Mr.  Davies-  In 

New  Zealand  definitely.— Mr.  Scotcher:  There  is  no  con- 
trol  m Australia  «cept  of  issues  by  government  agencies 
whiA  are  controlled  through  a committee  composed  of 
the  States  and  the  Federal  Governments. 


^ 4621.  It  would  be  open  to  a large  company  interested 
m the  wool  trade  to  make  a large  issue  freely  in  the  public 

market  for  the  purpose  of  obtaining  finance? There 

would  be  no  bar  whatever. 


4622.  Chtnrman : Are  there  any  more  questions  on  the 

paper? Mr.  Davies:  Will  you  allow  us  to  make  one 

point  on  the  last  paragraph  of  the  paper?  In  the  last 
sentence  we  say : 


However,  we  express  doubts  as  to  the  effectiveness 
of  such  pronouncements  unaccompanied  by  the  action 
necessary  to  enforce  the  required  economic  policy.” 

We  have  had  second  thoughts  about  that,  and  we  would 
like  'to  elaborate  a bit  by  adding  at  the  end : “ on  credit 
creatmg  orgai^ations  including  government  departments 
concerned  with  speodinig,”  The  point  we  are  making  is 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


326 


COMMITTEE  ON  THE  WORKING  OF  THE  MONETARY  SYSTEM 


20  February  1958] 


Mr.  G.  L.  Davies,  Mr.  C.  L.  Messner  and  Mr.  R.  B.  Scotcher 


that  it  is  no  good  putting  the  brakes  or  skids  upon  the 
banks  and  leaving  the  ofeer  organisations  out. 

4623.  Pro/mor  Sayers:  From  your  knowledge  of 
Australian  and  New  Zealand  and  British  conditions,  is 
there  any  great  difference  in  the  amount  of  exposition  of 
monetary  policy  in  our  various  countries  and,  if  so,  what 
IS  the  difference?  What  seems  to  be  the  moral  of  the 

differences? would  not  have  thought  there  was  very 

much  difference  between  New  Zealand  and  London  It 
is  the  sarne  sort  of  pattern : exhortations  by  the  Chancellor 
or  the  Minister  of  Finance,  the  central  bank  leading  the 
trading  banks,  the  trading  banks  co-operating. 

4624.  You  have  a Governor  of  the  Reserve  Bank  who 

was  brought  up  in  the  Bank  of  England’ ^No  • Mr 

Fussell  was  brought  up  in  the  National  Bank  of’ New 
Zealand,  which  is  our  bank.  He  left  us  and  went  with 
Mr.  Lefeaux  when  the  Reserve  Bank  was  first  started.  But 
he  has  spent  a considerable  time  over  a period  of  years 
on  visits  to  the  Bank  of  England. 

^25.  'Whalt  about  Australia? Mr.  Messner:  It  is 

rather  similar.  As  you  know,  we  have  Dr.  Coombs  who 
BaS  Governor  of  the  Commonwealth 

4626.  Sir  Oliver  Franks:  There  is  room  here  for 
diiferencw  of  practice  and  differences  of  opinion  without 
necessarily  being  very  clear  which  is  the  better.  For 
mstance,  the  American  Federal  Reserve  Board  attaches 
greater  importance  to  trying  to  put  over  what  the  purpose 
and  objwt  of  the  change  that  it  is  making  is  than  is 
always  the  case  here  in  England,  where  the  change  is  left 
to  speak  for  itself ; but  either  method  may  be  the  better, 
yihen  yom  central  banks  are  making  changes,  do  they 
try  to  make  clear  to  the  people  in  your  countries,  and 
more  particulwly  to  those  engaged  in  bu^ess  and  com- 
merce,  what  the  purpose  of  the  exercise  is  at  the  time  they 
make  me  change,  or  do  they  leave  the  change  to  have  its 
own  eff^?— -Afr.  Davies:  In  New  Zealand  they  would 
not  tend  to  do  very  much  more  than  is  done  here  — 
Mr.  bcotcher : In  Australia  a great  deal  of  publicity  is 
given  to  any  change  in  the  requirements  of  the  central 
oank  in  regard  to  interest  rates  or  special  accounts  and 
“ Australia  banking 
md  finanaal  affairs  are  very  much  political. — Mr 
I would  like  to  add  that  in  my  experience  the 
public  of  Austraha_  is  not  as  well  educated  in  these 
financial  tr^ds  as  is  the  geneial  public  in  the  United 
^gdom.-^ir  Oliver  Franks:  I would  not  wish  to  argue 
with  you  on  that,  but  even  here  we  are  puzzled  at  times. 

^27.  Professor  Sayers:  May  I ask  a general  question 

on  .the  paper?  I wonder  if  you,  with  your  exWence 
of  omer  countries  and  their  contacts  with  people  outside 
the  United  ‘Kingdom,  could  tell  us  something  of  how 
much  It  means  to  the  outside  world  when  the  London 
Bank  Rate  changes?  Does  the  outside  world  attach  great 
mportance  to  this,  and,  if  so,  on  what  sort  of  grounds? 
-~Mr.  Scotcher:  I think  that,  in  regard  to  Australia 
that  part  of  the  community  which  is  concerned  with 
im^rung  goods  or  exporting  goods  is  direcffy  concerned  • 
u-  that  a man  has  to  provide  finance 

himself  for  that  purpose  of  course  his  pocket  is  concerned 
too.  So  far  as  the  general  public  is  concerned  I should 
say  .that  they  take  very  little  interest.  In  Australia,  as  I 
mentioned  l»fore,  a fairly  independent  pattern  of  interest 
exists  (by  independent  ” I mean  independent  of  inter- 
national developments)  and  consequently  I do  not  think 
that  .the  man  in  the  street  is  concerned  at  all  whether  the 


Bank  of  England  rediscount  rate  goes  up  or  not ; certainly 
not  if  the  F^eral  Reserve  rate  moves. — Mr.  Messner:  I 
would  subscribe  to  that  so  far  as  Australia  is  concern^ 
and  would  merely  add  that  with  my  limited  knowledge  of 
a number  of  countries  of  the  world  I think  the  impact 
on  the  commercial  community  is  immediate,  and,  in  the 
case  of  the  recent  rise,  rather  stunning, 

4628.  Have  you  any  suggestions  as  to  why?—  Mt 
Messner:  1 can  only  give  the  impmsions  tihat  have  come 
b«dc  to  me.  In  the  finst  instance  it  was  unexpected  I 
gaffier.^^  In  the  second  instance  the  immediate  thought 
was:  “This  is  going  to  affect  my  pocket  greatly”  I 
personally  think  it  had  a psychological  effect,  partioularlv 
on  the  wool  mdustry,  with  whiich  we  have  a dose  nida- 
tion in  several  of  the  big  wool-processing  centres  of  fiie 
woiW  including  this  country.  That  is  purely  my  personal 
'Aem.-~Mr.  Davies:  It  is  a very  wide  question,  which 
depends  very  much  upon  definitions  and  on  such  filing 
as  world  opinion.  I do  not  ,fihink  I could  answer  that  In 
New  Zealand  I think  the  business  community  would  be 
most  interested,  and  would  probably  want  to  know  why  • 
certainly  the  academic  world  would.  The  ordinary  man 
in  the  street  would  not  be  terribly  interested,  except 
in  so  far  as  it  affected  his  particular  pocket.  But  there 
would  be  nothing  like  the  same  reaction  in  New  Zealand 
^ there  would  ibe,  say,  in  New  York  or  Zurich  or 
Dusseldorf  or  other  centres  of  the  world.  New  Zealand 
IS  much  farther  away,  and  I would  not  have  thought  it 
would  affect  the  people  of  New  Zealand  very  much. 

4629.  Professor  Cairncross:  There  would  be  no  feeline 
that  It  would  herald  higher  rates  all  round  in  New 
Zealand?  'No ; I think  they  have  sufficient  experience 
to  re^se  that,  whatever  the  Bank  Rate  is  put  at  here,  the 
people  of  New  Zealand  seem  to  leave  such  Bank  Rate 
as  they  have  alone. 

4630.  There  is  a question  which  we  have  been  putting 
to  all  other  representatives  of  overseas  banks  on  statistics 
Some  information  was  supplied  to  the  Macmillan  Com- 
mittee, and  IS  still  supplied  to  the  Bank  of  England  con- 
fidentially and  bank  by  bank.  Would  you  see  any  objec- 
tion to  ffie  publication,  for  all  the  overseas  banks  as  a 
group,  of  aggregates  of  the  figures  supplied  to  the  Bank 
of  England  relatmg  to  the  employment  of  your  funds  in 
I^ndon,  toe  magnitude  of  your  funds  and  .the  division 
betw«n  the  different  purposes  for  which  they  are  used? 

'At  a given  date,  or  a series  of  dates? 

to  the  Bank_  of  England ; I think  it  is  quarterly  but  I 
am  not  qmte  c^&m.~-Ch<drman:  What  we  had  in 
imnd  was  tlw  split  between  money  used  in  toe  discount 

raarkest,  m Treasury  Bills  and  in  short  bonds? Mr. 

^ would  have  thought,  speaking  quickly,  there 
w^gfve  difficulty  about  publishing  the  figures 

4632.  Pro/ejjor  Cairncross:  We  should  write  to  you 
and  make  it  clear  what  information  we  had  in  mind  but 
If  would  not  involve  the  return  of 
any  additional  .mfomiatioa  to  the  Bank  of  England.  What 
of  figures  relating  not  to  one 
bank  .but  to  toe  aggregate  of  all  toe  overseas  banks.- 
Chmrm^ : We  wffi  send  you  a letter  in  due  course  setting 
do^  clearly  what  it  is  we  would  like.  Perhaps  I may 
without  unfa^ess  say  that  we  have  asked  toe  other 
^oups,  and  I do  not  think  there  is  any  objection  from 
tfiem.  Mr.  Messner : I am  quite  sure  that  we  would 
have  no  objection. 

Chairman : Thank  you  very  much. 


{The  witnesses  withdrew) 

H.  Musker,  Esq.,  O.B.E.,  M.C.,  General  Manager,  British  Bank  of  the  Middle  Eait  <J  w p Pm,  a 
Chairman,  British  Overseas  Banks  Association,  London  Manager  Hongkong  and  sWe^ai 

W,  G.  ESQ.,  General  Managir,  Chartered  BaS^’repr^SI  tS'ESStSS  &““•  ““ 
Overseas  Banks  Association,  called  and  examined.  ^rmsn 

4633.  Chairman:  Mr.  Perry-AJdworth,  we  have  your 
memoraDdum,*  for  which  we  are  much  obliged;  there 
will  be  a few  questions  which  arise  on  it  for  you  to  enlarge 
upon.  We  will  take  it  through  and  see  what  questions 
come  out. — Professor  Cairncross:  On  paragraph  1, 
could  you  tell  us  which  of  the  overseas  banks  represented 

^ve  toeir  head  offices  abroad? Mr.  Perry-Aldworth: 

ine  Hongkong  and  Shanghai  Bank  is  the  only  one  of 
our  group. 


• Memoranda  of  Evidence  Part  VI  No.  15D. 


4634.  Chairman : In  paragraph  2 (c)  you  say : 

At  least  90  per  cent,  of  the  London  resources,  t.e. 
deposits  and  .branch  funds,  of  a typical  eastern  bank 
are  of  overseas  origin  or  association.” 

—Professor  Cairncross:  Could  we  have  some  enlarge- 
ment  on  this?  It  is  not  very  clear  to  me  exactly  what  is 
the  source  of  your  deposits  and  branch  funds  of  which 
you  speak?  Mr.  Pullen:  The  main  source  is  excess 
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[Continued 


deposits  in  countries  in  which  we  are  banking.  If  the 
lending  ratio  is  not  high,  we  transfer  them  to  London. 

4635.  Chairman:  Does  that  meaji  that  one  or  two  of 
the  oountnes  concerned  are  very  big  contributors  of  excess 

purees? Mr.  Perry-Aldworth:  Yes,  I would  say  so 

We  are  reaUy  trying  here  to  stress  that  we  do  not  go 
oirt  and  try  to  compete  with  the  clearing  banks  to  get 

_ money.  All  we  have  in  London  belongs  to 
deposi^rs  who  are  either  normally  resident  or  have  ofBces 
in  the  Far  East. 

4636.  Professor  Cairncross:  Does  this  90  per  cent 
relate  to  your  entire  funds  or  the  funds  that  you  employ 

m :Undon? Mr.  Perry-Aldworth:  The  funds  that  are 

m London.-— Mr.  Musker:  And  in  addition  to  branch 
funds  the  direct  accounts  of  customers  resident  overseas 
who  have  direct  accounts  in  London. 

4637.  I was  taking  diis  sentence  in  conjunctioii  with  a 
paragraph  later  in  which  you  refer  to  rates  charged  in 
some  parte  of  the  world,  which  appear  to  be  highly 
remunerative.  I was  a little  puzzled  that  such  a high 
proportion  of  your  funds  appeared  to  be  employed  in 
London  when  you  simultaneously  had  opportunities  for 

very  advantageous  use  of  the  money  in  the  East? Mr. 

Musker:  It  may  not  be  very  good  business  at  that  very 
mgh  rate  ; it  may  be  available  but  not  suitable.— Mr. 
Perry-Aldworth:  A good  deal  of  the  business  done  by 
indigenous  banks  would  not  be  handled  by  us  alt  any  rate 
of  interest. 

4638.  Chairman:  Is  that  because  of  the  nature  of  the 

business? Mr.  Perry-Aldworth:  The  nature  of  the 

bmmess  and  the  impossibility  of  controlling  many 
orientals. — Mr.  Pullen:  The  money  in  London  is  the 
excess  over  the  amount  we  can  lend  at  those  rates  on 
what  we  consider  reasonable  business. 

4639.  Professor  Cairncross:  What  proportion  of  your 

total  funds  would  be  in  London? Mr  Perry-Aldworth  • 

I have  never  worked  that  out  Our  books  are  in  Hong 
Kong,  and  I have  no  access  to  them.— Mr.  Musker-  In 
our  own  case  about  50  per  cent.— Mr.  Pullen:  In  ours 
about  30  pear  cent. ; we  have  total  assets  at  £220,000,000 
and  I should  think  we  would  be  working  with  £60.000  000 
or  £70,000,000  in  London.  ’ 

4640.  Chairman : Which  are  the  big  contributing  areas 

of  CTcess  reserves  today? Mr.  Perry-Aldworth : As  far 

as  I am  concerned,  Hong  Kong  and  Malaya,  including 
Singapore. — Mr.  Musker:  As  far  as  I am  concerned,  the 
Persian  Gulf. — Mr.  Pullen:  In  our  case,  Malaya  again, 
mainly. 

4641.  Professor  Sayers:  How  is  .the  proportion  of  these 
Londmi  funds  to  your  mtal  fixed?  D it  simply  a residual : 
you  lend  what  you  can  overseas  and  ie  rest  re  in  L<mdon? 

Mr.  Musker : Ei  my  case  we  lend  all  we  consider  wise 

overseas,  whidi  is  very  different  to  lending  all  one  can. 

4642.  Wise  in  relation  to  banking  standards? ^Yes. 

4643.  Not  wise  in  relation  to  total  reserves? ^We  keep 

an  adequate  cash  rraerve  overseas  to  meet  liabilities,  and 
the  sup>lus  is  employed  in  London.  In  my  own  area  in 
the  Midcfie  East  there  ds  no  money  market,  in  the  sense 
there  is  in  London,  where  one  can  use  day-to-day  money. 

4644.  Professor  Cairncross:  Do  you  find  an  increasing 

tendency  for  money  to  accumulate  in  these  countries  that 
can  be  transferred  to  London,  or  do  you  find  a trend  in 
the  other  direction,  that  you  have  more  and  more  oppor- 
tunity for  employing  money  locally? ^leaking  for 

myself,  with  increasing  oil  resources,  wealth  is  growing  in 
the  Middle  East. — Mr.  Pullen : As  far  as  we  are  ooncemed 
the  tendency  is  for  larger  borrowings  overseas.  The  bank- 
ing statistics  for  Malaya  show  that  from  December,  1954 
to  September,  1957,  there  was  an  increase  of  £40,000,000 
in  local  lending  which  was  offset  as  to  50  per  cent,  by 
withdrawals  from  London  and  as  to  .the  otow-  50  per  cent 
out  of  local  deposits,  which  shows  in  a new  country,  par- 
tiiciilarly  with  Government  help,  a tremendous  fillip  to  local 
Imding. 

4645.  So  the  trend  would  be  to  a higher  proportion  of 

yonr  total  assets  being  employed  outside  this  country? 

Our  resources  in  London  are  always  mniung  down  which 
is  rather  worrying. 

4646.  Chairman : I was  not  quite  dear  that  the  answer 

with  regard  to  the  Persian  Gulf  was  to  the  same  effect? 
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Mr.  Musker:  No,  the  ojpodte.— Mr.  Perry-Aldworth:  It 
does  fluctuate  very  considerably  from  month  to  month.  A 
lot  of  it  depends  on  political  considerations:  a lot  of 
money  was  taken  out  of  Malaya  at  the  eod  of  1956  at 
the  time  of  the  Suez  crisis,  but  it  is  gradually  trickling 
hack.  * 

4647.  Professor  Cairncross : It  would  be  true  that  some 
of  money  you  have  in  London  is  in  effect  in  the  form 
of  foreign  trade  bills  and  therefore  is,  in  effect,  financing 

external  trade? Yes.  It  comes  in  our  figures  given 

later  on.  It  is  all  employed. 

4648.  Chairman:  In  paragraph  2 (c)  you  say: 

“ A very  large  proportion  of  the  trade,  both  import 
and  export,  conducted  by  Aaan  countries  with  each 
other  m sterling  is  settled  through  the  British  Eastern 
banks  m London.” 

What  order  of  magnitude  are  you  speaking  about  in  con- 
nexion with  that  trade? Mr.  Perry-Aldworth:  China 

and  Japan  are  m the  transferable  sterling  area,  and  China 
cannot  do  anything  outside  the  area  at  all.  She  does  all 
her  foreign  trade  with  sterling.— Mr.  Pullen:  We  have  the 
c^'tinent  of  Europe  as  well ; as  far  as  we  are  concerned 
that  business  is  of  some  magnitude. 

4649.  Can  we  get  _M  indication  of  the  order  of  the 

magnitude  for  the  British  overseas  banks  as  a whede? 

Mr.  Perry-Aldworth : We  might  find  it  out  and  send  it 
to  yoiL  I do  not  think  any  of  us  could  speak  from 
memory  about  it. 

4650.  Professor  Ccdrncross:  When  you  refer  to  China 

I presume  you  mean  Communist  China? Yes. 

4651.  Sir  Oliver  Franks:  On  paragraph  4,  would  any  or 
all  of  you  be  prepared  to  tell  us  in  simple  terms  what 

was  the  Kuwait  gap  and  how  did  it  work? Mr 

Muster:  It  was  completely  miscalled  the  Kuwait  gap. 
m effect  the  Kuwaiti  lent  his  name  to  the  transaction  * 
the  real  transactions  were  done  in  Beirut. 

4652.  Would  you  be  prepared  to  describe  to  us  in  a 
^ely  hypothetical  case  how  such  a transaction  can  be 

begun,  carried  through  and  ended? In  Beirut  there  is 

a market  in  transferable  sterling.  It  is  quite  easy  for 
a Kuwaiti  to  acquire  transferable  sterling.  With  this 
teansferable  sterling  he  can  buy  American  securities.  You, 
Sir,  bvmg  in  England  can  remit  money  fr^y  to  Kuwait  • 
It  IS  in  the  sterlmg  area.  Your  agent  there  will  remit 
the  money  to  Beirut.  There  you  have  the  circle. 

4653.  Professor  Cairncross:  Money  was  moving  to 

Kuwait  and  from  there  to  Beirut,  and  at  that  point  American 
or  Canadian  securities  were  purdiased? ^Yes. 

4654.  These  securities  would  be  registered  in  the  name 

of  a resident  in  this  country? ^In  this  country. 

4655.  Can  that  still  take  place? Not  legally. 

4656.  But  it  was  legal  before? ^It  was  legal  before. 

4657.  Sir  Oliver  Franks : When  this  “ gap  ” was  dosed, 

what  happened? Mr.  Musker : It  is  finding  other 

channels. — Mr.  Pullen:  Ethiopian  trade  through  Aden  is 
another  leak,  for  instance.— Mr.  Perry-Aldworth-  But 
basically  a Kuwaiti  can  only  sell  to  a Kuwaiti  and  a Hong 
Kong  man  can  only  sell  to  a Hong  Kong  man.— Mr 
Musker:  The  anomaly  is  that  Kuwait  is  in  the  sterling 
area,  but  no  one  is  in  a position  to  enforce  the  Bank 
of  England  regulations.  Kuwait  is  an  independent  state. 

4658.  Chturman:  An  independent  state  under  British 

protection? ^Not  under  British  protection;  it  has  a 

treaty  which  governs  its  foreign  relations.  That  is  a big 
difference. 

4659.  Mr.  Jones:  If  this  circle  has  been  broken,  pre- 
cisely what  has  happened  to  break  it?  And  what  steps 
have  been  taken  to  ensure  that  another  circle  is  not 
conducted  simi^ly  to  the  one  which  led  to  this  leakage 

through  Kuwait? ^There  is  no  way  of  stopping  it; 

but  if  you  perform  such  a transaction  today  you  can  only 
do  it  illegally,  because  you  cannot  transfer  money  from 
here  to  Beirut ; you  would  not  get  a pemit  from  the 
Bank  of  England. 

4660.  Has  it  not  always  been  illegal? Not  to  remit 

money  to  Kuwait. 

4661.  Professor  Cairncross : Is  Kuwait  a member  of  the 

sterling  area? ^It  is  still  a member, 
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4662.  It  was  incumbent  on  flie  Kuwaiti  authorities  to 
prevent  the  removal  of  sterling  funds  from  Kuwait  to 

Beirut,  but  that  was  not,  in  fact,  enforced? ^They  were, 

and  are.  in  no  position  to  enforce  it. 

4663.  Sir  John  Woods-.  That  is  the  sort  of  transaction 

which  is  covered,  I suppose,  by  these  words: 

^ ”,  Beirut  and  to  some  extent  the  Persian 

Gulf,  in  which  the  exchanges  are  free  and  where  the 
movement  of  funds  is  by  no  means  governed  solely  bv 
the  flow  of  trade.” 

-^hmrman : I have  not  got  quite  clear  whether  the 
uansf«  _of  funds  which  have  reached  Kuwait  out  of 

Kuwait  into  the  Lebanon  is  now  imptKsible? It  is  not 

impossible. 

4664.  May  they  still  reach  Kuwait  in  the  same  volume 

as  before? Mr.  Muskeri  They  might  yes. — Mr. 

Pullen.'.  Trading  in  gold. 

4665.  Mr.  Jones'.  What  is  meant  then  w>hen  we  are  told 

toat  the  Kuwait  gap  is  closed? Mr.  Musker:  Very 

httle.— Mr.  Perry-Aldworth:  It  has  in  practice  meant 
that  there  is  appreciably  less  “ switch  ” sterling  available 
for  people  in  other  markets.— Mr.  Pullen:  Kuwait  is  no 
longer  creating  switch  sterling.— Mr.  Perry-Aldworth-  A 
Kuwaiti  cannot  sell  it  to  a Hong  Kong  man ; the  Hong 
Kong  man  has  to  find  somebody  out  there  to  eet  1^ 
sterling  into  U.S.  dollars. 

4666.  Professor  Cairncross:  Can  you  tell  us  what  was 
me  precise  measure  that  effected  the  change,  such  as  it 

-—Mr.  Musker:  The  Bank  of  England  no  longer 
permits  residents  of  the  United  Kingdom  to  acquire  dollar 
residents  of  the  sterling  area  outside  the 
United  Kingdom.  These  transactions  were  all  done  by 
the  Bank  of  England  consent  through  brokers  who  found 
customers. 

4667.  Chmrman : The  whole  market  in  American  and 

Canadian  securities  in  this  country  has  been  closed  and 
cannot  be  added  to  now? ^It  cannot  be  added  to  now. 

4668.  Mr.  Jones:  Is  this  taking  place  illegally? 

“Are  there  no  le^  from  sterling  into 
dollars?  , of  course  there  are. 

4669.  Thioosli  Kuwait? Mr.  Musker'.  Tiere  are 

anywhere  where  there  is  an  open  market— Mr 

Pullen  -.  Any  shipment  destined  for  Jordan  off-loaded  in 
Beinilt  creates  an  opportunity  for  a leak.— Mr.  Musker - 
No  country  has  yet  devised  a watertight  control  of  money 
It  IS  beyond  the  wit  of  man  to  invent  one.— Mr  Perry- 
Aldworth:  It  IS  now  more  difficult  for  the  resident  of  one 
part  of  the  sterling  area  to  get  hold  of  “ switch  ” sterling 
through  another  part  of  the  sterling  area.  It  has  been 
localised  to  that  extent. 


4670.  Professor  Cairncross:  There  are  .these  leaks : can 

you  form  any  judgment  as  to  .their  magnitude? Mr. 

Musker:  It  dq»nds  as  much  as  anything  else  on  the 
•Merence  between  the  transferable  sterling  rate  and  the 

^'^be 

4671.  Do  you  think  there  is  some  rate  of  discount  on 
transferable  sterlmg  which  gives  rise  to  them?  Would 

you  like  to  quote  a 'particular  percentage’’ Mr 

Musker:  I have  no  idea.  For  example,  the  leak  of  gold 
into  India  runs  into  millions  and  millions  and  millions  of 
pounds  a year,  nobody  knows  quite  how  much— Mr 
Pullen : It  IS  the  biggest  cff  all. 

4672.  Has  it  gone  on  for  long? Mr.  Musker:  For 

ffiousands  of_  years  and  probably  longer.— Mr.  Pullen: 
ineir  px<mt  is  c»lossal.  One  dapment  ffiey  caught  last 

^ smiigglers  lost,  but  that  did 

Musker:  That  loss  does  not  shake 
the  faith  of  the  ^ople  engaged  in  this  trade ; they  make 
aUowanc^  for  shipments  caught  by  the  Customs.— Mr 
sold  in  Zilrich ; it  goes  on 
ffiese  fast  dhow,  and  is  then  smuggled  into  India  through 
Pakistan  or  ^ect  off  the  western  coast.  They  no  longw 
go  to  Bombay  because  they  cannot  bribe  the  offickls 
there;  they  are  always  changing  them. 

46p.  That  gold  is  bought  mainly  for  sterling? Mr 


4674.  In  what  currency  is  this  gold  paid  for? Mr. 

Musker  : In  India  it  is  paid  for  in  rupee  notes.  The  great 
convenience  is  that  the  rupee  note  is  the  currency  of 
the  Persian  Gulf.  The  smugglers  hand  over  the  gold 
and  get  rupee  notes,  and  they  are  brought  back  by  dhow.s 
and  put  info  circulation.— Mr.  Pullen : Smuggling  gold  is 
probably  not  a bad  thing.  It  is  not  a wasting  asset  and 
It  can  always  be  pulled  out  of  the  ground  as  reserves  in 
India. — Mr.  Musker:  There  are  aeroplanes  arriving  in 
Kuwait  every  day  from  Beirut  with  cargoes  of  gold. 

4675.  Your  proposition,  as  I understand  you,  is  that  this 
gold  is  a loss  -to  the  sterling  area  central  reserve?— Mr 
Musker:  It  gets  out  of  the  control  of  the  Indian’ 
Government. — Mr.  Pullen : The  gold  need  not  belong 
to  the  sterlmg  area  in  the  first  place.  There  is  nothing 
to  stop  anyone  putting  the  gold  into  Europe,  Russia  if 
you  like.— Mr.  Musker : A lot  gold  h^  been  shipped 
rrcun  London  to  Beirut  against  payment  in  dollars,  with 
Bank  of  England  approval.  It  is  regular  business  • we 
help  the  shippers.— Mr.  Pullen:  And  throu^  Yanen. 
But  I think  that  the  leak  is  getting  less  and  less  in  respect 
of  gold  shipments  all  the  time. 

4676.  Chairman:  Is  that  because  of  the  comparative 
unattractiveness  of  Canadian  and  American  securities  for 

the  Ume  being? Mr.  Musker:  That  has  something  to 

do  with  It.— Mr.  Pullen:  Every  now  and  again  they  out 
someone  m gaol,  which  helps  a bit. 

4677-  Professor  Cairncross:  Would  it  make  a differ- 
ence if  the  discounlt  on  transferable  sterling  disappeared? 
Mr.  Musker  : The  gold  would  go  to  India  what- 
ever happened.  With  the  millions  of  marriages  every 
year  m India  the  demand  for  gold  is  insatiable : it  will 
go  on  for  ever.— Mr.  Pullen : Commodity  shunting  stops 
at  a certain  rate  in  transferable  sterling.— Mr.  Pern- 
Aldworth : When  the  discount  comes  down  to  about  3 per 
cent.  It  begins  to  stop. 

4678.  Can  I ask  why  you  quote  the  discount  on  trans- 
rerable  sterling  at  which  commodity  shimting  takes  place? 
Has  there  been  in  the  last  two  or  three  years  any  experi- 
ence of  commodity  shunting? Mr.  Perry-Aldworth-  I 

have  personally  no  knowledge  of  it,— Mr.  Pullen : I have 
not  seen  any  big  volume  since  the  days  when  the  Dutch 
were  mvolved  m it,  switching  their  tin  and  so  on  from 
Singapore  into  Amsterdam  and  then  out  on  to  the  United 
States  and  gettmg  doflars  which  should  have  accrued  to 
us.  Transactions  like  that  are  controlled  by  the  price. 

• ^ know  of  any  calculation  of  the  magnitude 

involved  in  those  days? ^It  is  impossible  to  tell  We 

saw  It  happenmg  in  tea  and  tin  and  rubber ; but  no  one 
on  earth  could,  I think,  hazard  a guess. 

46W.  Mr.  Jones:  There  are  still  a good  many  phates? 
These  Contmental  boys  are  always  pirates  at  heart  • 
STil“®  ready  to  take  advantage  of  any  divergence 

4681.  Chairman:  In  paragraph  5 you  say: 

“ The  eastern  banks  feel  themselves  obliged  for  poli- 
heal  reasons  to  subscribe  to  Government-sponsored 
development  corporations  in  the  territories  in  which  they 
operate.  ' 

That  holds  back  a certain  amount  of  your  other  funds 
exum  otherwise  come  to  London? To  a certain 

4682.  Then  you  say : — 

"The  funds  available  are  being  further  restricted  by 
ffie  formation  of  central  banks  to  which  Government 
deposits  formerly  used  by  the  eastern  banks  in  financ- 
ing trade  and  development,  are  being  transferred.” 
—Mr.  Pullen:  Tha  is  important:  Malaya  is  comm, 
along  now,  and  the  moment  tliey  become  a central  bant 
presumably  ^ the  Government  funds  wiB  be  lodged  with 
England  instead  of  ns.-Mr,  Perry-Aldworth  : 
And  the  other  bants'  funds  too.— Mr.  PuUen : Yes,  if  they 
make  I'ocal  clearing  bouses.  ^ 

4683.  Th^  may  require  deposits  from  you,  quite  apart 

Bank  Act  probably  will— Mr.  Perry-Aldworth:  That 
Will  mean  a big  dram  on  our  London  resources. 

4684.  Prof ef  or  Cdmcross:  Then  these  London  re- 
sources would  probably  be  turned  over  to  the  Bank  of 
England  through  the  Malayan  centr^  bank?—— Yes. 
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4685.  Chairman'.  Then  you  say: 

Another  factor  affecting  the  normal  movement  of 
nnds  through  the  eastern  banks  is  the  action  of  the 
Governments  in  some  British  Colonial  territories,  which 
Mve  Uken  advantage  of  high  rates  ruling  in  London  if 
these  have  persisted  over  a period,  to  remit  their  surplus 
tunds  to  London,  instead  of  leaving  them  in  their  own 
territories  to  be  employed  by  the  banks  in  the  financing 
of  trade  and  development.” 

Does  ^at  mean  that  you  have  recently  observed  an  in- 
crease tendency  of  these  British  colonial  governments 
to  take  advantage  of  the  high  rates  in  London  at  the 
expense  of  leaving  their  monies  on  deposit  with  eastern 

banks  locally? ^Two  governments  have,  to  our  own 

knowledge.  I would  rather  not  enlarge  on  that. 

4686.  Professor  Cairncross:  Could  you  enlarge  on  it  to 

this  atent:  could  you  tell  us  whether  in  those  cases  the 
colonial  governments,  in  order  to  obtain  those  funds, 
were  obhged  to  cut  down  their  expenditure  on  develop- 
inent,  or  restrict  their  expenditure  in  some  way,  or  whether 
tms  was  simply  loose  money  that  they  remitted? ^Pos- 

sibly at  the  time  it  was  loose  money,  though  they  were 
rather  foolish  about  their  investments  here,  and  they 
could  not  bring  the  money  back  when  it  was  needed  with- 
out taking  a capital  loss ; so  they  had  to  wait  until  the 
SKurihes  fell  due  and  then  bring  it  back.  That  meant 
that  they  had  to  get  money  from  us  and  run  down  our 
resources,  when  they  could  have  used  their  own  resources 
if  they  had  been  a little  wiser.  It  was  rattier  like  the 
Ideal  Bank. 

4687.  Chairman : Has  this  been  a matter  of  local  com- 
ment?  It  was  mentioned  in  our  Chairman’s  speech  last 

year,  and  my  head  office  particularly  asked  me  to  mention 
it  here. 


_ 4688.  Professor  Cairncross:  Do  you  think  in  these  cases 
It  was  the  high  rates  in  London  which  were  the  reason 
for  the  transfer? Yes. 


purchase  people  are  coming  into  our  markets  and  offering 
rates  which  we  cannot  touch.— Afr.  Pullen : Circularising 
our  customers  in  the  east. 

4695.  Mr.  Jones:  Are  you  telling  us  that  your  surpluses 
at  the  end  of  the  day  can  be  offered  by  you  to  the  discount 

market  at  6|-  per  cent.? ^It  depends  how  money  is  in 

the  discount  market ; if  they  are  fairly  well  supplied  it 
might  be  5|-  per  cent. 

4696.  Are  they  competing  for  your  money? Some- 

times. 

4697.  Under  circumstances  like  that  you  might  get  a 
wte ; but  supposing  you  are  offering  them  money? 

^Then  we  will  get  within  a quarter  or  half  per  cent 

at  the  most  away  from  that. 

4698.  Professor  Sayers:  You  said  that  you  have  in 
your  own  experience  seen  your  overseas  money  going  to 
the  London  hire  purchase  companies.  What  sort  of  magni- 

tade_  would  that  take? Mr.  Musker:  As  far  as  my 

district  is  concerned  I only  know  of  one  hire  purchase 
company  which  has  collected  some  accounts  in  Beirut,  and 

Sreat  magnitude.  But 'it  is 
the  effect  of  these  advertisements,  advertising  84-  per  cent 
that  is  bad.  ” 


4699.  You  mean  that  you  have  to  keep  up  your  rates? 
—I  do  not  think  that  the  companies  concerned  have 
rea^y  great  credit  overseas  in  spite  of  attractive  names  • 
It  has  a hardening  effect  on  rates  but,  so  far  as  I am 
concerned  I have  not  lost  any  money  yet. 


H/uu.  now  tar  is  the  effect  to  pull  up  rates  in  other 
countries  and  how  far  is  it  an  actual  diversion  of  funds? 
-~Mr.  Perry-Aldworth : I think  it  is  a diversion  rather 
than  a pulling  up  of  rates.— Mr.  Pullen:  We  see  remit- 
tances  going  to  the  hire  purchase  companies,  but  compared 
to  the  amotmts  that  are  diverted  into  Treasury  Bills  I 
would  regard  it  as  negligible. 


4689.  Professor  Sayers:  In  paragraph  7 you  stress  the 
usefulness  to  the  eastern  banks  of  the  London  money 
and  discount  market ; “ otherwise  the  eastern  banks’ 
surplus  liquid  funds  would  be  lying  idle”.  Would  life 
be  difficult  for  the  eastern  banks  if  there  was  no  discount 

market? Mr.  Pullen:  Extremely  difficult.  We  should 

not  be  able  to  lend  our  overnight  money. 

4690.  Not  even  to  the  clearing  banks? Mr.  Musker : 

It  would  depend  on  how  much  they  would  pay.— Mr. 
Pullen:  On  the  overnight  money  to  the  clearing  banks 
we  do  not  get  any  interest. 

4691.  You  mean  to  say  that  if  you  had  millions  to 
deposit  with  the  clearing  banks  overnight  you  could  not 
get  a bargain  with  them  to  get  some  interest,  if  you  were 

continually  doing  this? Mr.  Musker:  At  the  present 

time  I do  not  think  the  clearing  banks  would  give  us  that. 

4692.  Yes,  but  lihere  is  a discount  market  now.—  —Mr 
Perry-Aldworth : There  is  a highly  organised  set  of  runners 
who  go  round  ; we  should  have  to  supply  those  ourselves. 
— Mr.  Musker:  To  see  who  would  give  the  best  rate.  As 
it  is,  any  day  in  the  London  market  we  can  place  our 
surplus  funds.  Even  if  they  run  down  to  £250,000  at  the 
last  two  minutes  of  the  day,  we  can  place  them  at  an 
economic  rate,  6i  per  cent,  or  something  like  that. 

4693.  The  existence  of  this  highly  developed  market  is 

a great  convenience  to  you? Mr.  Perry-Aldworth : 

Tremendous. — Mr.  Pullen : I do  not  know  how  we  would 
work  without  it.  We  have  to  pay  quite  high  rates  on 
some  of  our  funds  abroad,  and  if  we  were  left  with  large 
surplus  amounts  it  would  be  extremely  difficult.  It  must 
be  remembered  that  as  eastern  banks  we  are  getting  very 
big  drawings.  It  is  nothing  to  get  a capital  transfer  of 
a couple  of  million  pounds,  and  that  may  happen  a couple 
of  times  a day.  We  have  to  keep  liquid.— Mr.  Musker: 
We  pay  interest  on  a much  higher  percentage  of  our 
deposits  than  the  banks  at  home  do.  We  have  to  pay 
interest  on  the  bulk  of  our  deposits,  to  get  them.  We 
are  subject  to  world  competition ; it  is  not  a closed  market 
as  it  is  in  England  where  clearing  banks  can  dictate  the 
terms,  if  Sir  Oliver  will  forgive  my  saying  so. 

4694.  Chairman:  Who  are  your  competitors  locally? 

■Who  are  offering  these  high  competitive  rates? Mr. 

Musker : Continental  banks ; and  even  London  hire 


-r.vx.  X5.UL  uuiy  uire  purcnase  companies  but  the  Britan 

Gover^ent  has  an  effect  on  these  funds  overseas? 

A big  effect.  Our  investments  for  our 
customers  in  Treasury  Bills  now  outstanding  at  any  one 
time  run  into  some  millions  of  pounds ; even  at  a really 
® “timate  probably  half  that  money  would  stick 
m 5i,  otherwise.— Mr.  Perry-Aldworth:  It  has  not  had 

much  effect  on  us. — Mr.  Musker:  Nor  on  us-  one 
^tomer  I know  has  asked  me  to  buy  Treasury  Bills  for 

4702.  Does  the  cKstence  of  this  competition  make  you 
again  about  the  rates  that  you  offer  for  deposits  in 

P^f'iy-Aldworth:  It  h^made 
Bntish  mem^bers  of  the  eastern  banks  think  again.  We 
Sa  clearing  banks  with  a view  to  narrowing 

4703.  Yon  do  tend  to  bid  up? ^It  we  are  Bouja  to 

lose  money.  W©  will  do  anything  .to  get  money. 

“07— Me. 

Verdon-Smith:  Are  these  hire  pur- 
^ase  companies  of  British  origin  or  Continental?- — 
Mr.  Perry-Aldworth:  There  is  only  one  British  one 
Baya°®  “ threatening  to  oSn  S 

4706.  Lord  Harcourt:  Is  there  an  opening  for  hire 

pumhase  busmess? ^We  do  not  know;  they  have^i 

4707.  Chairman : I_  did  not  follow  your  statement  that 

you  would  do  anything  to  get  money? Mr  Pullen' 

Always  with  mor^  reservations ; but  our  trouble  with  all 

i'Tcrease  in  nationalism  the 
amount  of  money  coming  to  London,  which  is  the  hard 
business,  is  being  restricted.  Because  of  controls 
wwything  goes  into  separate  watertight  compartments  ; so 
could  easily  attract  money  into  this  country 
^therto,  or  even  attract  money  to  give  us  surplus  local 
liquidity  in  our  balance  sheet  and  so  on, 
have  to  be  much  more  more  competitive.  The 

“ getting  narrower  Si 
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4708.  Lord  Harcourf.  The  existence  of  the  London  dis- 
count market  helps  your  competition  in  this? Mr. 

Pullen:  Yes.  To  be  without  it  it  would  knock  a hole  in 
our  profits.  It  certainly  helps  us  to  be  more  competitive. 
— Mr.  Musker:  We  do  not  bid  for  money  which  we 
cannot  use  profitably. 

4709.  Chmrman:  Can  we  assume  that  up  to  the  present, 
however  high  you  have  been  forced  to  bid  for  money, 

you  have  been  making  a turn  on  it? Mr.  Pullen : We 

are  turning  away  first  class  business  that  years  ago  we 
would  like  to  have  seen,  because  we  cannot  finance  it. 

4710.  Professor  Cairncross:  In  London  or  abroad? 

Abroad  where  we  earn  this  money.  You  must  have  a 
reservoir  of  big  local  deposits  to  do  it.  As  the  reservoir 
runs  down  so  we  have  less  and  less  elbow  room  for 
lending. 

4711.  Lord  Harcourt:  Have  you  less  ability  to  lend 

abroad  now  than  you  had? ^Yes. 

4712.  Professor  Cairncross:  I thought  at  the  beginning 
that  you  were  indicating  to  us  that  you  had  very  large 
London  funds  for  which  you  could  not  find  employment. 

Was  that  a misunderstanding? ^No  j we  have  suggested 

that  we  could  not  find  an  outlet.  For  example,  we  might 
get  a position  in  India,  where  our  loans  against  tea  or 
jute  and  so  on  might  be  above  our  local  deposits,  so  that, 
for  the  time  being,  if  we  wanted  to  keep  our  business, 
we  might  have  to  draw  a httle  on  London.  But  the  whole 
of  our  business  now,  as  it  gets  more  and  more  into  these 
compartments,  is  to  cut  down  lending  in  these  countries, 
and  we  have  more  and  more  to  reduce  business. 

4713.  Chairman:  You  cannot  find  locally  any  employ- 
ment for  that  part  of  your  money  which  you  put  in  the 

London  discount  market? That  is  a difficifit  picture 

to  giv^  because  in  some  countries  we  are  over-lending, 
while  in  others  there  are  great  reservoirs  of  funds  and 
because  of  exchange  control  regulations  we  cannot  switch 
them  round  as  we  would  like  to.  So  in  some  coimtries 
we'_  are  turning  down  business,  while  in  others  we  are 
trying  to  attract  funds  to  give  us  general  liquidity  in 
our  overall  balance  sheets. 

4714.  If  you  kept  some  of  your  surplus  funds  in  the 
local  area  could  you  find  any  liquid  employment,  in  the 
sense  that  money  in  the  discount  market  is  liquid  here? 

Mr.  Pullen : No.  In  India  there  is  overnight  money, 

but  there  is  no  money  market  in  any  place  we  operate. 
— Mr.  Perry-Aldworth : There  cannot  be.  We  might  lend 
overnight,  but  when  it  comes  to  an  indigenous  bank  we 
would  not  like  to  lend  to  them  on  long  term  securities 
fcff  which  there  are  few  buyers  locally  and  which  there- 
fore the  banks  have  to  take  up  anyway.  There  is  no 
short-dated  stuff  to  make  a market — Mr.  Pullen:  There 
has  been  an  attempt  once  or  twice  in  India  to  make  a 
money  market  but  it  has  been  entirely  unsuccessful.  There 
is  not  the  mechanism 

4715.  Professor  Cairncross : Are  we  ri^t  in  thinking  that 
the  business  you.  conduct  in  London  on  longer  term,  eithw 
m the  market  or  Treasury  Bills,  is  supplementary  to  the 
rest  of  yooir  business,  and  could  not  be  easily  curtailed? 
Completely. 

4716.  You  are  not  in  a position  to  transfer  and  take 

advantage  of  opportunities  abroad? Mr.  Pullen:  We 

are ; but  in  such  a case  taking  up  an  exchange  position 
comes  into  it,  and  the  various  risks  between  individual 
currencies,  and  so  on. — Mr.  Musker : la  my  area  there  is  a 
seasonal  demand  for  money.  Usually  a bigger  demand 
comes  in  the  autuirm,  when  crops  have  to  be  moved  in 
Syria  and  Iraq.  There  is  a seasonal  demand  for  money 
there,  and  then  it  eases  off. 

4717.  In  paragraph  II  you  say  that  you  have  about 
half  of  your  Ixwidon  funds  in  sterling  over<tafts  and 
foreign  trade  bills.  I take  it  that  you  would  not  want  to 
cut  that  down  substantially  in  order  to  make  money  avail- 
able in  a country  where  you  had  first  class  clients  seeking 

farther  aooommodation? Mr.  Pullen:  Those  sterling 

overdrtdts  are  for  overseas  customers ; it  might  be  a large 
rubber  company  or  something  like  4at. — Mr.  Perry- 
Aldworth  : Or  our  own  branches. 

4718.  Mr.  Jones:  From  what  is  said  in  paragraph  8 it 
wovjld  ^peax  that  where  there  is  a central  hank,  as  in 
todia,  Burma,  Pakistan  and  Ceylon,  a higher  Bank  Rate 
n London  has  no  effect  in  the  movement  of  funds.  To 


what  extent  does  a higher  Bank  Rate  in  London  affect  the 
sort  of  business  you  and  your  customers  have  to  do?  Is  it  a 
good  thing  or  a bad  thing?  I have  had  the  impression, 
as  I have  read  fiiis  paper,  that  you  shiver  at  a high  London 

Bank  Rate;  is  that  right? Mr,  Perry  Aldworth:  It  is 

very  hard  to  explain  it.  If  sometimes,  because  of  tike  use  of 
the  Bank  Rate,  interest  rates  on  trade  operations  here 
go  up,  local  rates  of  interest  out  there  must  move. — Mr. 
Pullen : It  is  very  difficult  to  dovetail  one’s  operations.  A 
man  may  be  shipping  rubber  from  Malaya  to  this  country. 
If  hitherto  it  has  been  financed  on  a sterling  overdraft,  and 
we  suddenly  put  that  rate  to  8 per  cent.,  then  the  man 
looks  for  ^temative  finance.  He  wiH  take  finance  in 
Malaya ; if  he  starts  doing  that,  and  he  is  taking  enough, 
we  have  to  pull  our  funds  back  ito  Malaya  to  meet  him 
there  at  their  much  lower  rate.  It  is  not  always  .possiWe, 
through  local  conditions,  pressure  from  governments  and  so 
on,  to  follow  London  leads  in  these  things.  Our  bill  rates 
even  for  eschange  quotations  are  based  on  the  interest 
for  the  time  en  route  on  the  sterling  rate,  but  it  does  not 
follow  that  a rise  in  rates  in  this  market  can  -be  enforced. 
We  would  like  to  enforce  a rise  in  this  market  imme- 
diately in  every  other  market  we  are  in,  but  we  cannot. 

4719.  Does  a rise  in  Bank  Rate  dislocate  business  in  the 

East,  so  far  as  you  can  see? Mr.  Perry-Aldworth : It 

takes  a little  time  to  adjust  itself. 

4720.  Chairman : You  can  push  your  London  funds  out 
and  meet  the  man  who  wants  accommodation  at  the  other 

end? Mr.  Perry-Aldworth : In  certain  places,  provided 

we  can  get  it  back  again. — Mr.  Pullen : Provided  we  are 
not  in  long  teim  Government  securities  which  immediately 
drop  on  the  rise  in  Bank  Rate. 

4721.  Mr.  Jones : W<mld  there  be  any  damping  in  trade 

in  consequence  of  this  movement? Mr.  Musker:  It 

makes  exports  from  this  country  more  expensive. — Mr. 
Pullen : There  has  been  a tendency  to  push  things  a bit 
towards  Germany.  Independent  countries  of  the  East  are 
very  much  inclined  to  look  to  the  rates  in  Deutschmarks 
every  time  sterling  becomes  too  dear  as  a means  of 
finance.  I have  noticed  that  in  the  Philippines,  and  in 
one  or  two  places  like  that. — Mr.  Perry  Aldworth : Indo- 
China  did  it  to  us. — Mr.  Pullen : We  had  an  order  from 
the  central  bank  to  cancel  all  letters  of  credit  in  sterling 
and  switch  them  into  Deutschmarks. 

4722.  What  effect  would  this  have  on  our  holdings  of 

foreign  exchange  in  England? It  would  always  lessen 

it,  the  moment  they  go  into  Deutschmarks  and  do  not 
come  through  London. 

4723.  professor  Sayers:  It  is  always  said  that  it  is  neces- 
sary in  times  of  acute  difficulty  to  put  the  Bank  Rate  up 
in  ordCT  to  inspire  foreign  confidence  in  London.  Do  you 
see  in  your  own  sphere  of  operations  any  evidence  of  that? 

Mr.  Pullen:  It  has  to  be  taken  in  conjunction  with 

general  confidence.  One  bank  from  our  area  had  many 
millions  of  pounds  in  the  London  market ; when  they  were 
getting  worried  about  sterling  they  switched  a lot  of  their 
resources  into  Deutschmarks  and  Swiss  francs. — Mr. 
Musker:  Before  19th  September  last  there  was  a lot  of 
switching  into  Deutschmarks  ; Middle  East  customers  were 
importing  goods  from  Germany  and  were  buying  their 
Deutschmarks  months  in  advance  of  when  they  needed 
them. 

4724.  What  was  it  that  happened  on  I9th  September 
that  mattered  to  these  people?  Was  it  the  rise  in  the 

Bank  Rate? No,  they  feared  for  the  rate  of  sterling 

during  the  two  and  fliree  weeks  preceding  the  I9tii 
September.  It  was  expected  that  sterling  would  have  to 
be  devalued. 

4725.  What  would  the  attitude  of  these  people  have 
been  df  Mr.  Thomeycroft  had  done  everything  he  did  do 

except  put  up  .Ibe  Bank  Rate? Mr.  Musker:  They 

would  not  have  taken  At  very  seriously. — Mr.  Pullen : They 
would  not  have  had  toe  confidence.  Money  is  gradually 
coming  back,  and  1 think  confidence  is  coming  back.  The 
Bank  Rate  is  the  important  factor  in  that, 

4726.  Is  it  so  to  these  people? ^Afr.  Pullen : It  shows 

our  determin'ation  to  protect  sterling. — Mr.  Perry- 
Aldworth  : Certainly  as  regards  the  Continent.  I do  not 
know  whethCT  the  Far  Eastern  people,  except  the  Japanese, 
were  affected.— Mr.  Musker : The  Middle  East  are  watch- 
ing very  closely  the  position  of  wage  demands.  That 
had  more  effect  toan  anything  else. 
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4727.  Chairman : Of  a number  of  factors  which  may 
^ect  the  confidence  in  sterling,  why  is  this  peculiar 

importance  attached  to  the  Bank  Rate  movement? 

iVfr.  Pullen : To  the  eyes  of  the  man  abroad  it  was  the 
only  definite  step  in  the  whole  of  the  measures  taken. 

4728.  Professor  Sayers:  You  mean  it  was  the  only 

ocne  that  was  headlined? ^Afr.  Musker:  It  was  head- 

lined, and  it  was  a mark  that  the  authorities  really 
intended  to  try  and  maintain  the  value  of  sterling. 

4729.  Sir  John  Woods:  It  is  sometimes  said  that  ■ 
marked  jump  in  the  Bank  Rate,  especially  to  very  high 

figures,  leads  to  a loss  of  confidence  abroad? Mr. 

Pullen : Theoretically  you  could  argue  that  way ; but  it 
is  not  so  unless  it  leads  to  a series  of  events. 

4730.  At  any  rate  it  is  not  so  in  your  experience? 

No.  I am  sure  the  fundamental  thing  for  confidence  was 
the  drastic  jump  in  the  Bank  Rate. 

4731.  Professor  Ccdrncross:  Suppose  the  rate  went  up 

to  9 per  cent. ; do  you  think  'that  would  reinforce  confi- 
dence?  Mr.  Pullen:  No;  I think  there  is  something 

uneconomic  about  that.— Mr.  Perry-Aldworth : I tbInV  a 
lot  depends  on  the  lewd  at  whi^  the  big  jump  takes 
place. 


4732.  Sir  John  Woods:  I observe  fiiat  the  authoritative 
source  for  what  I said  just  now  [Qn.  4729]  is  in  paragraph 
13  of  this  paper,  where  you  say : 

‘‘At  the  same  time  it  must  be  recognised  that  sudden 
and  sharp  increases  in  the  rate  are  apt  to  undermine 
confidence  abroad.” 


Mr.  Pullen:  1 think  that  is  true.  We  have  been 

treating  this  last  one  as  an  isolated  and  psychological  case. 

4733.  Professor  Sayers:  This  sentence  seems  to  suggest 
that  next  time  the  Bank  of  England  does  it  the  effect 

mght  be  the  -wrong  way? Mr.  Pullen:  I quite  believe 

mat  IS  true. — Mr.  Perry-Aldworth:  It  depends  upon  the 
tevel  at  the  psychological  moment  they  do  it. — Mr.  Pullen : 
Putting  it  down  might  be  a sign  of  ccmfidence  next  time. 

4734.  Sir  Oliver  Franks:  But  it  does  mean  there  is  no 
Chairman:  It  makes  its  effect  rather  unra-edict- 

able? Vm  ^ 


4735.  Are  your  impressions  derived  from  correspon- 
clTOce  from  the  area  in  which  people  expressed  these 
Reports  from  managers.— Mr. 
Pullen : T^s  with  visiting  people.— Mr.  Perry-Aldworth : 
mth  foreign  officials  in  London,  and  the  people 
who  axe  usmg  a lot  of  funds  in  London. 


4736.  Professor  Sayers:  CouId|  wb  narrow  it  down 

geographically? Mr.  Pullen:  I am  thiriVtiig  of  the 

Japanese  and  Chinese. 


4737.  All  tiiese  people  see  great  imporiance  in  the 

Bank  Rate? Mr.  Perry-Aldworth:  Yes. 

4738.  Have  you  any  idea  why? Mr.  Pullen : Most 

of  -those  concerned  are  bankers  themselves,  or  they  get 
thedr  knowledge  from  their  bankers.— Mr  Musker  ■ They 
are  pretty  keen.— Mr.  Pullen : They  know  as  much  as  we 
do.— Mr.  Perry-Aldworth:  lapan’s  trade  is  finan«-^d  in 
sterling ; it  matters  a lot  to  her  what  die  has  to  pay  for 
tha-t  sterling,  particularly  if  she  has  not  got  a lot  herself 
and  has  to  pay  for  it. 

4739.  Sir  John  Woods : Do  you  have  any  information 
about  people  other  than  bankers;  commercial  people  and 

exporters? Mr.  Pullen:  Yes,  in  fixing  rachanee 

forward. 


4740.  Professor  Sayers:  If  one  talks  to  &iglish  mer- 
chants and  industrialists,  it  is  often  difficult  to  convince 
them  .that  this  is  anyfiiiag  of  real  importance  by  itself? 

Mr.  Perry-Aldworth:  The  English  merchant  deals  in 

sterling  and  sterling  only,  but  the  man  abroad  has  to 
change  sterling  into  his  own  money.  He  is  taking  the 
exchange  position  into  account. 

4741.  iWiy  does  he  .think  that  the  Bank  Rato  move 

means  that  devaluation  is  less  likely? Mr.  Musker' 

I do  not  think  that  the  average  resident  in  the  Middle 
East  could  .give  you  a scientific  explanation  of  the  work- 
ing of  the  7 per  cent.  Bank  Rate. 

4742.  No  : but  if  we  are  to  make  up  our  minds  whether 

the  Bank  Rat©  should  be  used  for  this  purpose  or  not, 
we  -want  to  know  as  much  as  possible  of  what  lies  behind 
the  reaction? Mr.  Pullen:  It  would  not  ^ a regular 
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thing ; this  could  probably  have  happened  once  in  that 
psychological  moment — Mr.  Musker:  The  moment  the 
Bank  Rate  went  up  2 per  cent.  I increased  the  rate  of 
mterest  which  I paid  to  all  my  branches  who  have  accounts 
in  London.  Their  balances  immediately  began  to  grow ; 
they  are  many  millions  of  pounds  bigger  than  they  were  in 
September.  They  found  it  wiser  to  keep  their  funds  in 
London  and  cover  the  exchange  risk.  Perhaps  they  have 
taken  less  risk  in  business,  and  they  have  been  free  to  cut 
down  and  put  the  money  in  London.  That  is  the  effect  it 
has  had  on  our  own  branches.  I have  not  instructed 
them  at  all ; I have  merely  put  up  the  interest  rate.  Is  that 
a common  expwience? — Mr.  Perry-Aldworth:  To  some 
extent. 

4743.  Is  it  the  level  of  the  rate  or  was  it  the  jump  of 

2 per  cent,  which  was  the  important  thing? Mr. 

Musker:  The  level.  It  is  a very  attractive  rate. — Mr 
Perry-Aldworth:  It  was  the  jump  at  that  level. 

4744.  We  had  a jump  back  in  1952  of  \\  per  cent 

Was  that  jump  anything  like  as  significant’ Mr 

Musker:  No,  not  from  the  point  of  view  which  I just 
put  forward  of  the  effect  on  branch  balances  maintained 
in  London,  because  it  was  still  well  below  the  rate  which 
they  could  obtain  locally. 

4745.  You  get  a critical  level  of  Bank  Rate  after  which 

a jump  begins  to  pull  the  money  in? ^Yes. 

4746.  Where  would  you  put  that  critical  level? 

should  say  at  6 per  cent. ; it  begins  to  be  attractive  to 
get  5 per  cent,  without  any  risk  at  all  rather  than  say 
7 per  cent,  with  a little  risk. 

_ 4747.  Mr.  Jones:  Is  it  an  economic  consideration  or 
IS  It  a question  of  confidence  in  the  value  and  status  of 

the  pound? Mr.  Musker:  It  is  an  economic  consider- 

ation.— Mr.  Pullen:  There  is  another  side  to  it:  we  are 
talking  of  branches,  but  when  you  come  to  outside  custo- 
mers and  other  banks,  banks  in  Viet  Nam  and  so  on  I 
think  the  rate  is  of  less  importance  to  them  than  the 
confidence. 

4748.  Professor  Sayers:  Why  did  the  customers,  the 
people  in  trade,  ffiink  that  the  rise  in  Bank  Rate  made 
devaluation  less  likely?  Jt  was  taken  in  conjunction 
I think,  with  the  firmness  of  the  statement  and  all  the 
circumstances  at  that  time.  No  one  had  any  doubt  that 
the  Chancellor  and  the  Government  meant  what  they  said 
Before  we  were  always  a bit  frightened  that  they  would 
weaken  on  something. 

_ 4749.  Professor  Cairncross:  Would  it  be  your  view  that 
it  was  the  fact  that  this  rise  from  5 to  7 per  cent,  was 

something  new  that  impressed  your  customers? Mr 

Musker:  I cannot  really  analyse  it;  it  was  startling. 

4750.  Professor  Sayers:  It  is  rather  important  to  know 
whether_  this  is  something  merely  mythical  that  will  wear 
off  in  _ time,  or  whether  there  is  something  more  behind 

It  which  will  make  it  a reliable  instrument? Mr 

Pullen  : We  did  a survey  which  would  answer  Professor 
Say^  s question.  The  only  time  we  saw  appreciable  sums 
coming  to  this  country  which  we  could  attribute  to  a 
change  in  the  Bank  Rate  was  in  the  beginning  of  1956 
when  the  jump  was  from  to  5i  per  cent.  There  was 
already  confidence  in  sterling,  and  that  was  a purely 
economic  jump. — Mr.  Perry-Aldworth : Until  this  time.— 
Mr.  Pullen : No,  I have  not  seen  big  amounts  come  in. 

4751.  Chairman : In  paragraph  10  you  say 

“Thus  in  general  in  the  territories  covered  by  the 
Mstern  banks,  while  a change  in  interest  rates  in  London 
has  some  effect  on  the  remittance  of  funds  to  this 
country,  the  same  type  of  funds,  if  available,  would 
come  no  matter  what  the  rate  prevailing  here.” 

By  that  we  mean  the  sort  of  British  company  who 

owns  estates  and  tea  gardens  and  so  on.  The  moment 
they  earn  surplus  funds  the  tendency  is  to  bring  the  funds 
back  to  this  country,  whatever  the  rate.  They  do  not 
invest  them  locally. 

4752.  Professor  Cairncross:  Is  it  your  observation  that 

a rito  in  Bank  Rate  in  this  country  does  exercise  an  up- 
ward leverage  on  rates  in  other  parts  of  the  world? 

Mr.  Musker : It  does  exercise  an  influence ; if  you  can 
get  6i  per  cent,  on  a British  Treasury  Bill,  there  is  less 
inducement  to  lend  overseas.  In  Iraq  the  maximum  local 
rate  is  7 per  cent.  There  is  not  much  inducement  to 
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lend  in  Iraq  when  you  can  get  6i  per  cent,  in  British 
Treasury  Bills.  It  does  have  a subtle  effect  on  everyone 
in  their  study  of  business. 

4753.  Would  you  say  fliat  a change  in  the  London  Bank 
Rate  would  have  more  influence  on  rates  abroad  than 
would  a change  in,  say,  the  Federal  Reserve  discount 

rates? Mr.  Pullen:  That  does  not  have  any  effect  at 

all.  There  is  no  volume  of  trade  in  dollars ; that  is  prob- 
ably to  a certain  extent  the  answer  to  your  question,  in 
as  much  as  on  all  the  bills  for  trade  in  sterling  the  rate 
of  interest  ultimately  goes  higher  for  the  time  the  goods 
are  en  route.  That  must  in  its  turn  have  some  effect  on 
local  prices  and  local  rates. — Mr.  Perry-Aldworth : Once 
you  get  interest  rates  on  trade  bills  running  at  the  same 
level  as  local  rates  then,  if  a rise  comes,  both  rates  must 
ultimately  go  up. 

4754.  Have  you  seen  this  happen? ^Yes,  we  have 

seen  it  happen  in  Malaya  and  Hong  Kong,  where  they 
have  tried  to  resist  putthig  up  rates  and  they  eventually 
had  to. 

4755.  Sir  John  Woods:  On  your  fl.^es  for  securities 
in  paragraph  11,  are  those  primarily  short?— — Mr. 
Pullen : Two  thirds  are  short. 

4756.  ■^en  you  say  short,  you  mean  less  than  five 

years? Mr  Pullen:  Only  one-third  of  them  are  above 

five  years,  between  five  and  ten  years. — Mr.  Musker:  In 
our  case  three-quarters  are  less  than  five  years. — Mr. 
Perry-Aldworth:  As  far  as  I am  concerned,  with  my 
head  office  overseas,  my  main  ccHisideration  is  tax  free 
interest.  The  date  is  not  so  important. 

{Adjourned  until 


4757.  Chairman : We  are  trying  to  collect  aggregate 
figures,  for  the  overseas  banks  as  such,  of  their  London 
resources  and  the  distribution  of  those  resources.  They 
are  not  published  at  'the  moment,  except  by  collection 
from  the  balance  sheets  at  different  dates.  Would  you 
see  any  objection  to  your  figures  being  included  in  an 
aggregate? — —If  we  could  give  them  to  an  independent 
person  like  the  Bank  of  England,  who  would  be  pre- 
pared to  collect  them  and  not  divulge  them  to  com- 
petitors, we  would  not  mind  at  all. 

4758.  Professor  Cairncross:  You  do,  in  fact,  provide 

them  to  the  Bank  of  England  now? Mr.  Perry- 

Aldworth:  I suppose  we  did  originally.  Periodically  re- 
turns have  come  round  from  the  Bank  O'f  England  asking 
what  changes  we  had  made  in  holdings  of  certain  securities 
in  the  preceding  few  months. — Mr.  Pullen : We  did  not 
see  it. — Mr.  Musker:  We  do  not  do  it. 

4759.  Figures  were  supplied  to  the  MacmiMan  Cwn- 
mittee,  and  I understood  some  figures  had  been  collected 
in  the  meantime  by  the  Bank  of  England.  Perhaps  we 
could  pursue  this  widi  you  later,  and  suggest  what 
information  we  are  interested  in? — Chairman:  We  have 
suggested  to  the  other  sectors  that  we  send  you  a letter 
putting  in  black  and  white  what  we  want  you  to  contribute 
to  the  aggregate  figures,  if  you  could  supply  them  to  the 

Bank  of  En^and? Mr.  Perry-Aldworth:  That  would 

be  easiest.  I know  they  have  cofiected  figures  for  tie 
accepting  houses.  If  they  do  the  same  for  us,  we  should 
be  very  pleased. 

Chairman:  Thank  you  very  much.  We  are  much 

obliged  to  you  for  your  help. Mr.  Perry-Aldworth: 

Thank  you  Sir. 

1958,  at  11  a.m.) 
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THE  COMMITTEE  ON  THE  WORKING 
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Present; 

The  Rt.  Hon.  the  Lord  Radclifee,  G.B.E.  {Chairman) 


Proeessor  a.  K.  Cairncross,  C.M.G. 

The  Rt.  Hon.  Sm.  Oliver  Franks,  G.C.M.G.,  K.C.B.. 
C.B.E. 

The  Viscount  Harcourt,  K.C.M.G.,  O.B.E. 

W.  E.  Jones,  Esq.,  O.B.E.  (Questions 4760  to  5052  only) 
Professor  R.  S.  Sayers,  F.B.A 


Sir  Reginald  Verdon  Smith 
George  Woodcock,  Esq.,  C.B.E. 

Sir  John  Woods,  G.C.B.,  M.V.O. 

Mr.  R.  T.  Armstrong,  Secretary 
Mr.  G.  Penricb,  Statistical  Adviser 


William  Watson,  Esq.,  Chairman  of  the  Committee  of  Scottish  Bank  General  Managers;  Treasurer  and  a Director,  Bank  of 
Scotland;  and  A.  P.  Anderson,  Esq.,  General  Manager,  British  Linen  Bank,  representing  the  Committee  of  Scottish 
Bank  General  Managers,  called  and  examined. 


4760.  Chairman : We  are  much  obliged  to  you  for  your 
paper*,  Mr.  Watson.  May  we  take  it  page  by  page  and 
deal  with  the  questions  from  the  Committee  as  they  arise? 
You  deal  with  .the  questions  in  our  questionnaire.  The 
first  section  is  purely  explanatory,  covering  the  role  and 
function  of  the  Scottish  banks  in  the  monetary  system ; 
and  then  you  give  us  some  aggregate  figures  for  the  Scottish 
banks  as  a whole.  Are  there  any  questions  on  those 
figures? — Professor  Cairncross:  Why  is  k necessary  for 
you  to  give  us  figures  based  on  published  balance  sheets? 
Is  there  no  way  in  which  the  figures  for  the  Scottish  banks 

are  aggregated  independently  of  the  balance  sheets? Mr. 

Watson : No,  Sir  ; there  is  no  regular  return  of  aggregate 
figures  of  the  Scottish  banks  at  any  time  throughout  the 
year,  so  we  had  to  fall  back  on  the  balance  sheets,  which 
are  not  of  course  published  on  the  same  date. 

4761.  Each  of  you  make  returns  to  the  Bank  of 

England? ^We  make  returns  of  advances. 

4762.  Not  of  deposits?'-^— Not  of  deposits. 

4763.  You  provided  for  the  Macmillan  Conunittee  a 
great  deal  of  data  on  Scottish  bank  statistics,  and  the 
Macmillan  Committee  recommended  that  those  data  should 
continue  to  be  collected.  I always  understood  that  these 
were  collected  by  the  Bank  of  England  but  were  not 

published? ^They  have  not  been  collected  by  the  Bank 

of  England,  and  no  formal  request  has  ever  come  forward 
for  such. 

4764.  Perhaps  to  make  it  clear  I should  say  that  the 
figures  as  collected  by  the  British  Bankers  Association 

are  forwarded  to  .the  Bank  of  En^and? ^That  is  true 

of  advances. 

4765.  The  Bank  of  England  tell  us,  rightly  or  wron^y, 
that  they  obtain  from  the  British  Bankers  Association 
monthly  figures  showing  in  respect  of  the  Scottish  banks 
•the  total  for  coin,  notes  and  balances,  money  on,  call 
at  short  notice,  bills  and  other  accounts,  loans,  accept- 
ances, current  accounts  and  other  accounts,  and  they 

obtain  these  figures  monthly? Mr.  Anderson : We 

make  the  returns  to  the  British  Bankers  Association ; we 
were  not  aware  that  these  were  passed  on  to  the  Bank  of 
England.  But  these  returns  do  not  comprise  the  whole 
of  &e  figures  of  the  Scottish  Banks.  In  the  case  of 
deposits  it  is  a return,  purely  of  customers’  deposits,  not 
the  full  total. 

4766.  Is  not  that  a figure  of  more  interest  for  general 

purposes  than  the  aggregate? Mr.  Watson-.  It  could 

be,  yes. 

4767.  Chairman:  These  figures  were  published  by- the 

Macmillan  Committee,  and  you  had  no  objection  to  their 
appearing? ^No  objection  at  all,  no. 
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4768.  Would  you  have  any  objection  to  the  aggregates 

besing  pubhshed? ^We  would  have  no  objection.  I can 

see  no  reason  why  that  information  should  be  withheld. 

4769.  Professor  Cairncross:  At  present  it  is  rather  diffi- 

cult to  get  an  aggregate  figure ; you  have  to  go  through 
the  balance  sheets  which,  as  you  say,  are  for  different 
dates  of  the  year? One  would  agree  on  that. 

4770.  Could  you  tdl  us  a little  more  about  the  effects 
of  amalgamation  of  the  banks  in  Scotland?  There  have 
been  one  or  two  that  have  amalgamated  in  the  past  few 
years  ; has  that  had  the  effect  of  reducing  the  number 

of  branches? Yes.  I can  speak  with  a certain  amount 

of  knowledge  on  that,  since  my  own  bank  had  an  amal- 
gamation which  has  led  to  unification  of  branches  at 
certain  points.  It  has  to  be  approached  gradually ; there 
are  various  obvious  difficulties  in  the  way  of  qui(i  action, 
pch  as  the  retirement  of  managers,  or  otherwise  employ- 
ing them,  and  the  finding  of  suitable  physical  room  for 
a combined  office  where,  perhaps,  it  does  not  exist.  These 
things  take  time.  But  there  is  a process  going  on  of 
gradual  unification,  of  offices,  which  is  going  to  reduce 
the  overall  number  of  offices. 

4771.  Professor  Sayers:  You  expect  it  to  go  a good 

deal  further  .than  it  has  gone  already? ^Yes.  There  is 

another  amalgamation  now  under  consideration.  No 
doubt  when  that  is  consummate  a similar  move  will 
commence  in  that  combined  bank  to  the  one  that  I have 
been  describing.  In  my  own  bank  we  have  not  yet  got 
anywhere  near  the  final  possibilities. 

4772.  Professor  Cairncross:  You  would  agree  there  are 

rather  a large  number  of  bank  branches  in  Scotland  com- 
pared with  England? ^We  agree  with  that. 

4773.  Chairman:  You  refer  to  “monies  accepted,  at 

interest,  on  Savings  Account  and  Deposit  Receipt  Your 
savings  account  is,  I understand,  an  account  which  does 
not  begin  to  bear  int««st  until  the  money  has  been  with 
you  for  a stipulated  period,  and  the  money  is  then  with- 
drawable at  notice? Yes.  The  savings  account  bears 

interest  on  the  minimuni  monthly  balance  at  a rate  which 
the  banks  decide  is  the  appropriate  rate  in  the  circum- 
stances of  the  time  and  which  has  varied  according  as 
the  Bank  Rate  has  varied.  It  is  not  a fixed  rate  such  as 
operates  in  the  Trustee  Savings  Banks.  Accounts  bear 
interest  on  the  minimum  monthly  credit  balances  and  the 
money  can  be  withdrawn  at  any  time. 

4774.  Without  notice,  except  notice  of  withdrawal? — — 
Yes.  No  cheque  books  are  issued  on  these  accoimts, 
course. 

4775.  Professor  Cairncross:  Do  the  rates  of  interest 

vary  in  some  fixed  relationship  to  the  Bank  Rate? ^Not 

necessarily. 
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4776.  Chairman-.  What  does  determine  it? ^TheBank 

Rate  does  determine  it,  but  the  rate  of  interest  does  not 
necessarily  move  in  direct  relationship  to  the  Bank  Rate. 

4777.  Sir  John  Woods:  Deposit  receipts  are  also  with- 

drawable on  demand,  but  they  only  begin  to  earn  interest 
if  they  have  been  deposited  for  thir^'  days? Yes. 

4778.  Is  the  rate  of  interest  there  similarly  related  to 

the  Bank  Rate? ^Yes,  almost  identically.  At  the  present 

moment  the  rate  of  interest  on  deposit  receipts  is  the  same 
as  on  the  savings  account 

4779.  It  is  not  always  the  same? ^No.  When  money 

rates  go  down  it  is  possible  that  we  would  apply  in 
Scotland  one  rate  of  interest  to  a minimum  balance  of, 
say,  £500  in  a savings  account,  and  a lower  rate  of  interest, 
say  the  deposit  receipt  rate  if  that  were  lower  than  the 
savings  account  rate,  to  anything  in  excess  of  that  balance 
on  the  savings  account. 

4780.  Professor  Sayers:  This  paragraph  would  appear 
to  imply  that  all  the  interest-bearing  deposits  are  either 
on  savings  account  or  deposit  receipt,  and  that  you  have 
nothing  precisely  corresponding  to  the  English  deposit 

account;  is  that  right? Not  quite  right;  we  do  have 

deposit  accounts  in  our  London  offices. 

4781.  But  in  Scotland  it  is  either  deposit  receipts  or 

saving  account? ^That  is  correct.  There  is  no  such 

thing  as  a deposit  account  in  Scotland. 

4782.  Are  the  monies  on  deposit  receipt  all  available 

at  the  same  notice? Money  on  deposit  receipt  is  uplift- 

able  at  demand,  but  only  qualifies  for  interest  after  being 
deposited  for  one  month. 

4783.  Professor  Cairncross:  Are  they  chequeable? 
No. 

_ 4784.  Professor  Sayers:  Have  the  Scottish  banks  con- 
sidered instituting  accounts  on  which  the  deposits  would  be 
fixed  for  a considerable  period,  which  would  bear  a higher 

rate  of  interest? ^The  thought  has  crossed  our  minds,  but 

we  have  not  decided  to  adopt  such  a procedure  in  view 
of  the  complications  and  extra  cost  that  the  Scottish  banks 
would  be  involved  in. 

4785.  England  and  Scotland  are  rather  unusual  countries 
in  this  respect.  Why  should  Scotland  be  like  England 
and  unlike  most  other  countries  of  the  world  in  this? 

Mr.  Anderson:  England  and  Scotland  are  more  highly 

developed  financially  than  the  other  countries  you  speak 
of ; for  instance,  these  other  countries  have  no  money 
market  as  we  have  here  in  London.  I think  also  that,  if 
we  were  to  offer  higher  rates  on  deposits  at  longer  notice, 
the  effect  would  be  to  transfer  a certain  volume  of  money 
from  existing  savings  accounts  and  deposit  receipts  without 
actually  increasing  the  total  of  our  deposits,  so  that  any 
additional  money  we  attracted  by  offering  long  term  rates 
would  be  relatively  very  costly. 

4786.  Professor  Cairncross:  Have  you  had  any  incentive 

in  the  past  few  years  to  attract  more  deposits? ^No. 

4787.  Your  difficulty,  for  a time  at  least,  has  been  to 

employ  all  the  money  you  held? Our  difficulty  since 

the  war  has  not  been  to  employ  money ; our  difficulty 
is  related  to  the  restrictions  placed  upon  us.  If  we  had 
attracted  more  deposits  in  the  past  six  or  seven  years,  in 
the  absence  of  an  outlet  in  advances  we  would  have  had 
to  invest  these  sums  in  Government  securities,  and  the 
depreciation  in  our  investments  today  would  be  heavier 
than  it  already  is. 

4788.  Professor  Sayers : Do  you  feel  that  the  banks  have 
been  too  attractive  to  de;^sitors  for  the  last  few  years'^ 
Would  it  have  been  better  if  you  had  had  a smaller  volume 

of  deposits? Mr.  Watson:  I do  not  thinlr  so.  We  feel 

that  we  are  there  to  take  the  deposits  of  the  community 
in  Scotland,  to  the  extent  that  people  wish  to  deposit  their 
money  with  us.  We  do  not  try  to  influence  them  in  one 
way  or  another.  We  pay  what  we  consider  are  appropriate 
terms  for  the  use  of  the  money,  but  we  do  not  wish  to  go 
out  to  attract  money  at  higher  rates,  for  the  reasons  Mr. 
Anderson  has  stated. 

4789.  But  the  rates  you  pay  do  attract  deposits,  pre- 
sumably. Have  you  reduced  your  rates  at  all? No ; 

the  rate  structure  of  today  in  Scotland  would  bear  fair 
comparison  with  what  it  has  normally  been  in  timp.ii  of  a 
different  Bank  Rate. 


4790.  Professor  Cairncross:  The  relationship  to  the 
Bank  Rate  now  is  much  what  it  was  before  the  war,  say 

in  the  1920s? ^Possibly  the  deposit  rate  in  Scotland  today, 

being  lower  than  the  comparable  rate  in  England,  reveals' 
a slightly  different  position  than  prior  to  the  war,  when 
either  the  rates  were  level  or,  as  at  one  time,  Scottish  banks 
actually  paid  more  than  English  banks  for  deposits. 

4791.  You  think  the  rates  now  are  rather  below  the 

comparable  English  rates? The  deposit  rate  certainly 

is  below,  It  is  4i  per  cent,  at  the  present  time,  and  in 
England  it  is  5. 

4792.  Chairman:  Does  that  reflect  the  fact  that  there 

is  comparatively  less  opportuni'ty  in  Scotland  for  the  re- 
munerative use  of  your  money  when  you  get  it? Mr. 

Watson:  No,  it  is  not  for  .that  reason  that  the  rate  is 
lower  in  Scotland  'than  it  ds  in  England ; it  is  simply  that 
the  Scottish  banks,  having  sized  up  the  effect  of  the  move- 
ment in  rates,  did  not  feel  that  they  could  offer  the 
same  terms  as  can  be  offered  in  England  and  at  the  same 
time  make  a reasonable  profit.  We  always  understand  in 
Scotland  that  the  English  banks  succeed  in  earning  a much 
higher  income  from  charges  than  has  been  possible  hiffierto 
in  Scotland. — Mr.  Anderson : Also  since  1920  the  English 
banks  have  never  been  so  fully  invested  as  the  Scottish 
banks  have  been,  At  the  present  time  we  are  tied  to  an 
investment  portfolio  built  up  in  the  days  of  cheap  money, 
and  that  inhibits  us  from  offering  a larger  return  on  the 
money  deposited  with  us.  The  return  from  these  invest- 
ments is  under  3 per  cent,  on  cost. 

4793.  But  they  are  running  off  fairly  quickly?— ilfr. 
Anderson:  They  will  begin  to  run  off  now,  yes.— Mr! 
Watson:  There  is  the  further  point  that  the  proportion 
of  our  deposits  bearing  interest  is  much  higher  relatively 
than  in  England.  As  we  say  here  approximately  50  per 
cent,  of  the  total  deposits  are  held  on  interest-beariiiB 
accounts. 


4794.  Professor  Cairncross:  Has  there  been  a shift 
observable  to  you  towards  the  interest-bearing  accounts 
either  in  .the  last  few  months  or  in  the  years  when  the 

interest  rates  have  been  rising? Mr.  Watson : We  have 

observed  a shift  towards  interest-bearing  accounts,  and  I 
notice,speakingfrommyownknowledge,  a constant  upward 
rtrend  dn  ffie  total  of  our  savings  accounts  deposits.  In 
the  situation  where  total  overall  deposits  are  more  or 
less  static,  and  have  been  so  for  about  five  years,  it  is 
clear  that  the  interest-bearing  proportion  is  constantly 
rising. — Mr.  Anderson:  Throughout  my  experience  in 
bankmg  the  ratio  of  interest-bearing  deposits  to  total  de- 
posits has  been  much  higher  in  Scofiand  than  in  England 
Before  ‘the  war  the  proportion  in  Scotland  was  perhaps 
45  to  50  per  cent. ; in  England  it  was  about  30  per  cent. 
T^ay,  m -the  case  of  my  own  bank,  the  proportion  is 
55  per  cent,  and  it  is  still  rising  because  of  the  transfer, 
m rreent  monffis,  of  sums  from  current  account  to  interest- 
beanng  deposits  to  earn  the  higher  rates  now  obtaining. 


\^rtuirman.  « ^ j,vui  uuyicsajun  mai  mat  IS  Oue 

bo  a wish  to  mhi  higher  rates  and  not  to  a pause  in 
activity  which  leads  people  to  put  money  into  deposit 
accounts? Up  tni  now  I think  it  has  been  entirely  asso- 

ciate with  the  hige  rate  of  interest ; and  perhaps  people 
in  Scotland  are  a little  more  interest-conscious  than  thev 
are  in  England.  ’ 


rroressor  Cairncross:  Do  your  London  head 
offices  offer  the  same  rates  as  in  Scotland,  or  are  they 

very  to  to  rates  jn  England? Mr.  Walsorr.  They 

otter  the  English  rate. 

are  your  olients  free  to  transfer  their  de- 
posits to  London? Only  if  they  have  accounts  there 

originally. 

4798.  Mr.  Jones:  Is  there  a lesser  velocity  of  money 
and  ^eater  hqmdity  in  the  banking  system  in  Scotland 
ffian  in  England?— I would  not  say  that  liquidity  is 
greater , ^d  I would  say  that  the  velocity  of  depoats  in 
Scotland  is  on  a par  with  that  in  England. 

4799.  You  keep  the  money  working  as  hard  as  it  can? 
Mr.  Anderson : We  do  not  keep  the  money  working ; 

our  customers  keep  it  working.  * 

laud  agriculture  in  Scot- 

“ Not  only  by  .tradition  but  because  of  the  high  pro- 
portion of  small  undertakings  and  the  predominance  of 
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agriculture  in  the  Scottish  economy,  the  banks  have  been 
ithe  principal,  and  in  many  cases  the  only,  source  of 
working  capital  for  many  of  their  customers.” 

What  would  you  say  about  die  provision  of  finpTipj.  for 

agriouHural  undertakings  in  Scotland  today? Mr. 

Watson : The  agricultural  industry  by  and  large  gets  the 
finance  that  it  requires  from  the  Scottish  banks.  That 
section  of  our  advances  fonns  in  most  banks  the  largest 
individual  section.— Mr.  Anderson-.  Four  of  the  Scottish 
banks  are  the  shareholders  of  a separate  company,  the 
Scottish  Agricultural  Securities  Corporation,  which  attends 
to  the  long-term  needs  of  farmers. 

4801.  If  a man  wants  to  buy  a small  farm,  does  he  go 
to  the  Scottish  Agricultural  Securities  Corpmation  for  the 

money? ^He  may  go  to  the  Scottish  A^oultural 

Securities  Corporation,  or  he  may  go  to  bis  bank.  K 
he  goes  to  has  bank  at  the  present  owing  to  the 
directives  '*e  bank  is  obliged  to  refuse  him ; but  he  can 
still  get  it  from,  the  Sottish  Agricultural  Securities 
Corporation. 

4802.  Leaving  aside  the  restrictiocs,  would  you  have 

made  an  advance? If  the  advance  was  likely  to  be 

repaid  over  a short  period,  say,  seven  years,  the  bank 
normally  would  make  the  advance.  I am  speaking  here 
as  one  of  the  shareholder  banks. 

4803.  It  is  not  therefore  the  conception  of  lending 
capital  that  worries  you,  but  the  length  of  time  it  would 

be  outstanding? Mr.  Anderson:  Exactly. — Mr. 

Watson:  We  would  extend  credit  to  farmers  largely  on 
character,  background  and  faith  in  their  abilities,  just  as 
with  a normal  advance,  and  in  normal  times,  with  free- 
dom from  restrictions,  we  would  even  do  so  to  enable 
him  to  buy  a farm,  provided  the  situation  measured  up 
on  these  other  criteria  as  being  reasonable. 

4804.  Mr.  Woodcock:  Seven  years  again? ^It  could 

be,  but  retaining  in  theory  the  right  to  repayment  at 
demand. 

4805.  Chairman : There  would  be  three  kinds  of  credit 
involved:  for  the  seasonal  movement  of  paying  wages 
and  providing  material  for  the  crops ; for  the  improve- 
ment to  buildings  and  the  provision  of  agricultural 
machinery ; and  for  the  transfer  of  ownership,  \^en  the 
man  wanted  to  venture  his  money  in  buying  somebody 
else’s  farm.  Could  all  these  needs  be  catered  for  by 
the  banks  or,  altemaitively,  by  the  Scottish  Agricultural 

Securities  Coloration? Mr.  Watson:  My  bank  does 

not  have  an  interest  in  tire  Scottish  Agricultural  Securities 
Corporation.  Speaking  purely  as  a bank,  I would  say 
that  all  these  matters  can  be  taken  care  of  by  a bank, 
should  Che  circumstances  of  the  individual  requesting  the 
facilities  be  right  and  reasonable. — Mr.  Anderson : I would 
endorse  that. 

4806.  Sir  Oliver  Franks:  Does  fiiat  mean  that  the  con- 
siderations about  which  the  bank  would  have  to  be  satis- 
fied brfore  it  was  prepared  to  do  business  are  more 
important  than  the  exact  tenn  of  years,  that  the  years 

are  flexible  so  long  as  conditions  are  satisfi^? Mr. 

Watson : Yes,  so  far  as  credit  from  the  banks  is  concerned. 
Credit  from  ±e  Scottish  Agricultural  ^uriti«  Corpora- 
tion is,  I understand,  on  a fixed  repayment  basis. 

4807.  Professor  Sayers:  la  facing  a request  from  a small 

industrialdst  would  your  attitude  be  the  same? 

Broadly  speaking,  yes. 

4808.  You  would  be  prepared  to  lend  for  a quite  con- 
siderable period  to  enable  him  to  extend  his  factory,  to  put 

in  new  •machinery,  and  so  on? Provided  we  had  faith 

in  hkn,  and  had  reason  to  believe  that  he  was  likely  to 
succeed  and  that  this  would  help  him  to  do  so. 

4809.  In  such  a case  would  you  have  an  arrangement 

wifii  him  whereby  he  would  endeavour  to  r^ay  so  much 
per  year  of  his  loan? We  might  or  we  might  not. 

4810.  Mr.  Woodcock:  I rather  assumed  that  that  was 
implicit  in  what  you  said.  I did  not  get  the  impression 
that,  though  you  were  flexible  about  file  term  of  years, 
you  envisaged  a loan  necessarily  outstanding  for,  say, 
21  years,  which  would  'be  necessary  in  some  cases,  or 
that  you  bad  the  belief  that  the  man  would  be  able  to 

meet  your  demands  if  you  made  them  ; is  that  right? 

Yes.  It  is  stretdiing  things  a 'bit  to  talk  in  terms  of  21 
years.  Again,  it  depends  on  what  the  advance  was  origin- 
ally given  for.  So  often  it  happens  that  we  give  an 
advance  for  a particular  purpose  (I  am  talking  now  in 
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terms  of  freedom  from  restrictions) ; then  that  purpose  is 
accomplished  and  the  man  comes  back  and  we  continue 
to  extend  credit  to  him  over  a number  of  years,  but  for 
different  purposes.  To  complicate  the  position  a seasonal 
demand  operates  in  most  trades.  But  it  is  possible 
to  have  a customer,  and  a very  good  one,  who  is  a 
constant  borrower  from  the  bank  for  21  years. 

4811.  I was  thinking  of  the  case  where  a man  would 
not  be  able  to  repay  the  whole  of  it  except  over  a period 
of  21  years.  You  said  ttiat  the  banking  system  in  Scotland 
could  take  care  of  aU  cases.  Would  it  t^e  care  of  a case 
like  that,  or  do  you  bring  in  this  Scottish  Agricul.tiural 

Securities  Corporation  to  deal  with  such  a case? Mr. 

Anderson  and  I are  speaking  rather  as  two  different  parties 
on  this  matter ; but  at  the  present  time,  when  a man 
wants  to  buy  a farm  and  comes  to  my  bMik,  we  have  to 
tdl  'him : “ I a-m  sorry  but  we  cannot  help  you  ”. 

4812.  .Supposing  you  were  not  inhibited  by  any  direc- 
tions, could  you  accommodate  a man  who  obviously 
would  be  repaying  that  advance  in  driblets  over  21  years? 
Yes,  if  we  had  faith  in  his  background  and  the  situa- 
tion justified  it. 

4813.  Professor  Cairncross:  Would  you  take  security? 

^We  might  or  we  might  not ; it  would  depend  on  the 

nature  of  the  advance.  We  might  if  the  borrower  was 
a young  man  and  his  knowledge  and  ability  and  experience 
were  reckoned  good. 

4814.  Is  a substantial  proportion  of  your  advances 

unsecured? Mr.  Anderson:  I should  say  more  fban 

half ; about  60  per  cent.  I am  not  speaking  now  with 
knowledge  of  the  actual  percentages  in  my  own  bank 
in  the  last  year  or  two ; but  in  an  investigation  made 
five  or  six  years  ago  the  proportion  was  about  65  per 
cent,  in  volume  of  advances  unsecured.  The  percentage 
in  numbers  of  advances  is  not  quite  so  high  as  that.  But 
in  giving  any  figures  as  to  the  proportion  of  secured  and 
unsecured  advances  one  might  present  a misleading  pic- 
ture. Sometimes  the  security  is  of  a very  much  more 
tangible  nature  than  others.  For  instance,  if  we  lend  a 
sum  of  £1,500  or  £2,000  to  a young  man  starting  up  in 
business  on  his  own  and  take  the  sole  security  of  a lifa 
policy,  obviously  we  are  running  a considerable  risk.  Th< 
policy  protects  us  in  the  event  of  the  borrower’s  death 
but  it  does  not  protect  us  in  the  event  of  his  falling  inta 
ill  health  and  being  unable  to  earn  the  return  from  hi| 
business  which  would  enable  bim  to  repay  gradually  fail 
advances. 

4815.  Chairman:  Obviously. if  you  are  going  .to  get  a 
security  realisable  at  any  time  there  is  not  much  danger 

iayolv^? ^The  security  is  a hedge  against  something 

•going  wrong,  something  which  cannot  -be  foreseen  when 
the  loan  is  given.  We  have  no  wish  to  lend  money  in 
order  .to  realise  securities. 

4816.  But  it  is  a hedge  against  something  going  wrong. 
That  might  be  applicable  ito  almost  any  case  with  an 
advance  to  cover  any  period.  Does  it  cover  the  marginal 

case? Mr.  Watson:  It  covers  the  doubtful  customer, 

of  whose  background  we  might  not  be  very  certain  but 
who  is  prepared  to  support  his  request  with  good  security. 

4817.  Mr.  Woodcock:  What  is  the  size  of  your 

advances? Mr.  Anderson : Individual  advances  may  be 

anything  up  to  £1  million. 

4818.  Professor  Sayers:  In  lending  for  these  agricultural 
and  industrial  purposes  do  you  feel  that  .there  is  much 
competition  from  other  sources  of  credit,  or  have  the 

people  to  come  to  you  or  not  get  the  money  at  all? 

Mr.  Watson:  In  Ae  case  of  agriculture  at  the  present 
time,  if  a farmer  wishes  to  buy  new  machinery  and  comes 
to  the  bank  first  of  all  and  is  told  be  cannot  get  it,  he 
goes  and  gets  it  from  the  hire  purchase  organisations. 
There  is  that  alternative  source  of  ^ance  available  to 
him. 

4819.  Have  these  alternative  sources  been  growing? 

Mr.  Anderson:  Very  much  so.  There  has  been  very 
much  more  competition  from  the  hire  purchase  concerns 
because  of  the  fact  that  our  hands  are  tied. 

4820.  Professor  Cairncross:  Do  you  think  he  gets  more 

credit  from  his  merchants  than  he  previously  did? 

Mr.  Watson : He  has  always  had  a great  deal  of  credit 
from  his  merchants.  It  is  difficult  to  say  whether  it  is 
more  or  less  at  the  present  time.— Mr.  Anderson : I should 
thuik  rather  less  ; the  merchants  are  also  feeling  the  credit 
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squeeze.  Otherwise  I thiiii  the  smaU  mm  is  sutfemg 
more:  not  at  the  hands  of  the  banks,  but  die  general 
effect  of  tie  credit  squeeze  operates  to  the  disadvantage 
of  the  small  man  more  than  the  larger  operator,  despite 
the  fact  that  the  banks  individuaUy  are  more  inclined  to 
sympathise  with  the  smaU  man.  We  know  that  the  big 
man  can  get  accommodation  elsewher^  but  we  may  be 
denying  the  smaU  man  his  UveUhood.  Thus  we  should  be 
incUned  to  give  a borderline  case  a httle  more. 

4821.  Professor  Sayers:  Are  you  taUdng  now  of  api- 
culture alone  or  agriculture  and  industry? ^Agriculture 

and  industry. 

4822.  Chairman-.  Mr.  Watson,  is  your  experience  the 

same? Ur.  Watson:  Yes,  I think  so.  The  banks  my 

to  be  as  fair  as  they  can  in  this  matter,  and  not  to  penalise 
•the  smaU  man  too  much  or  put  to  out  of  businew,  but 
in  present  circumstances  it  may  be  more  difficult  than  it 
normaUy  is  for  the  smaU  man  to  cany  on. 

4823.  Professor  Calrncross:  Do  you  think  that  ffiere 
have  been  many  cases  in  which  your  chents,  after  being 
denied  a loan,  have  been  unable  to  obtam  the  necessary 

credit? Mr.  Watson:  I think  in  qmte  a number  of 

cases  denial  of  bank  credit  has  meant  that  the  project  has 
been  dropped.— Mr.  Anderson:  That  probably  applies  p 
all  levels,  despite  the  greater  abiUty  of  the  big  o^rator  to 
get  finance  elsewhere.  He  cannot  always  get  it. 

Le  people  who  have  such  a high  sense  of  pubhc  duty  that, 
when  the  situation  is  pointed  out  to  ffiem,  they  decide  to 
defer  .the  capital  expenditure  and  they  do  not  go  elsewhere. 
—Mr.  Watson : Yes.  I think  that  operates. 

4824.  Mr.  Woodcock : Do  you  vary  your  rates?— No. 
We  have  oui  minimum  rates  for  lendmg  on  cash  account, 
wffich  means  at  toe  fuUy  secured  rate,  and  at  overdraft 
rate.  These  are  fixed  from  time  to  time. 

4825.  Professor  Cairncross:  What  are  they  p the 
moment?— —The  cash  accoup  rate  is  8i  per  cent.,  and 
the  unsecured  overdraft  rate  is  9 per  cent. 

4826.  Professor  Sayers:  And  is  the  bulk  of  the  lending 

at  those  two  rates? ^Yes. 

4827  Sir  John  Woods:  Mt.  Watson  said  just  now  that 
he  thought  a number  of  projects  had  been  dropp^j^ause 
of  the  iMbiUty  of  some  people  to  get  finance.^  Would  you 
go  further  than  that?  Is  there  any 

of  cases  of  people  who  have  literally  been  forced  out  of 
busS— Mr.  Anderson:  I have  not  . had  ^ch 
expqiience  qf  people  being  foK''!  9“ 
have  bad  to  cut  thciT  coat  according  to  their  cio-t^oui 
thev  have  not  had  to  go  out  of  business  altogether.  There 
are^always  of  course,  a few  small  people 
hISinel.  Som  year  to  year,  but  I do  not  think  that  that 
trend  has  been  accentuated  by  the  present  position. 

4828  Professor  Cairncross:  Have  any  of  your  customer 
nut  h to  you  that,  since  there  is  more  unemployment  m 
§16  area,  toe  squeeze  should 

as  to  create  further  unemployment  in  Scotlana/  Mr. 
Watson  • We  often  get  complaints,  in  exercising  the  ctot 
sQueez”  of  the  effect  that  it  is  going  to  have  on  0^®  1®^®^ 
rtf  a particular  person’s  business  and  his  ca^city  to 
mr>inv  But  it  is  the  question  that  a customer  is  almost 
b7iSni£  to  raiao  as  it  aHeCa  hint  only,  and 

not  in  ffie  broad  general  sense. 

Professor  Sayers:  Have  you  seen  any  cases  of 
actua?'r£uction  of  the  labour  force  in  a firm  as  a result 

S tol  cTedit  squeeze?— Mr. 

ftoo  to’too''!  tatItTs  a littla  difficult  to  say 
inevitably  are. 


cyuauij 

4830.  Has  it  opor.W  at  all  to  cot  down  too  a^nnt  of 
"Iroadly  spcStSgN  should  have  though,  that 

unlikely  to  have  affected  that. 

4831  Mr.  Woodcock:  I believe  that  whisky  has  to 
mature  owi  a long  period,  anything  up  to  twelve  years. 
5o“  is  ffiat  finaioSl—Tho  period  depends  on  the 
nature  of  the  blender’s  trade.  He  can  seU  it  abroad  to 
some  eountries  when  it  is  still  very  young,  1,  2 or  3 yema 
I believe  whisky  has  to  be  four  years  old  before  it  can 


be  sold  to  the  American  market.  Our  impre^ion  is  that 
blenders  try  to  build  up  a revolving  stock  so  that  ffiey  can 
always  have  some  whisky  ready  for  sale,  and  -mey  ’take 
in  new  whisky  at  the  other  end.  The  cost  of  that  js  carried 
by  the  distillers  from  their  own  resources  in  the  great 
majority  of  cases. 

4832  They  do  not  come  on  you  then?  It  is  really  p^ 

of  the  fixed  capital? ^Broadly  speaking,  yes.  The 

blenders  tend  to  come  to  the  banks  to  enable  them  to 
finance  the  acquisition  of  suitable  blending  filhngs. 

4833  Professor  Cairncross:  Has  there  been  any  ten- 
dency since  before  the  war  for  public  compamw  operating 
in  Scotland  to  finance  their  business  without  resort  to 

the  bank,  or  to  go  to  England? Many  pubhc  companies 

have  always  gone  to  the  London  market  for  ffii^ce.  I 
would  not  say  that  the  recent  developments  in  the 

field  have  really  had  any  effect  on  their  decisions  m that 
way. 

4834.  You  have  noticed  no  particular  trend  for  the  com- 
panies in  Scotland  to  try  to  keep  out  of  debt? No. 

4835  What  about  the  new  American  (tom^niM 
and  Engli^  companies  which  operate  m ^otland. 
Would  they  normally  seek  accommodation  from  the 

Scottish  banks? ^They  seek  accommc^ation  both  from 

the  Scottish  and,  I think,  from  the  English  banks , and  they 
also  get  money  from  the  parent  company  if  it  is  an 
American  company  or  an  English  company. 
of  them  run  short-term  lines  of  credit  with  the  Scottish 
batiks. 

4836.  Yon  see  no  difference  between  their  behaviour  and 

the  behaviour  of  other  oompanite? ^No- 

to  Scotland  and  established  their  factories  there,  th^  are 
prepared  to  come  to  the.  Scottish  banks  if  the  banks  are 
prepared  to  give  them  facilities. 

4837  There  is  no  body  for  industry  ocmparable  to  the 
Scottish  Agricultural  Securities  Corporation.  Has  that  ever 

been  oont^plated? Mr.  Watson:  At  the.time 

setting  up  of  the  Scottish  Agricultural  SecuxiUes  Corpora- 
Uon  all  the  Scottish  banks  were  invited  to.  participate. 
Some  did  not  do  so,  so  only  four  out  of  the  six  are  repre' 
seated.- Mr.  Anderson:  All  the  Scottish  banks  are  share- 
holders in  the  I.C.F.C 

4838.  It  does  not  operate  in  Scotland,  does  it,  to  the 
Mtent  that  it  has  done  in  England ; or  has  there  been  a 

limited  demand? ^That  is  rather  a difficult  question  to 

answer.  The  I.C.F.C.  are  very  anxious  to  do  business 
in  Scotland,  but  they  have  not  been  successful  to  me  same 
extent  as  they  have  been  in  England.  That  may  be  b^use 
Scottish  requirements,  particularly  in.  regard  to  some  longer 
term  facilities,  have  been  more  readily  met  elsewhere,  per- 
haps from  the  Scottish  banks  or  from  other  sources,  than 
they  are  in  England. 

4839.  Would  you  say  diat  you  are  more  ready  to  make  a 

long-term  loan  to  a firm  than  the  English  banks? Mr. 

Anderson : Yes ; they  are  always  technically  repayable  on 
demand,  but  we  probably  do  allow  them  to  stand  for  a 
longer  peri'Od  than  the  English  banks  normally  do. — Mr. 
Watson : I agree  with  that,  as  far  as  my  knowledge  goes ; 

I do  not  speak  with  any  reil  knowledge  of  English  banking 
practice  in  this  mattK.— Mr.  Anderson : It  has  to  be  re- 
membered that  we  are  short-term  lenders ; we  may  make 
exceptions,  but  we  could  not  afford  to  make  exceptions  too 
generously,  because  otherwise  we  would  undermine  the 
foundation  of  our  business.  Our  deposits  are  all  repay- 
able on  demand  and  we  can  only  lock  up  a small  propor- 
tion of  these  deposits  for  a long  period. 

4840.  You  do  not  feel  that  there  is  a lack  of  an  institu- 
tion in  Scotland,  that  might  I’end  on  long-term  to  industry 

to  supplement  what  you  and  the  I.C.F.C.  are  doing? 

Mr.  Watson : We  do  not  think  there  is  any  gap  at  present 

4841.  Lord  Harcourt:  You  have  not  felt  that  there  is  a 
demand  or  a need  for  a fixed  term  advance  on  the 

American  pattern? small  proportion  of  our  advances 

have  taken  broadly  the  form  of  an  advance  entered  into  to 
achieve  a specific  purpose,  which  would  take  a number  of 
years  and  which  would  be  built  up  towards  a maximum 
and  then  gradually  be  paid  off.  That  may  fall  into  the 
category  you  have  in  mind.  In  making  that  advance  the 
bank  automatically  gives  up  its  right  to  call  for  repayment 
at  any  time. 


LL  any  vuuto. 

4842.  Sir  John  Woods:  Those  axe  the  ones  referred  to  in 
the  answer  to  question  1 (/)? ^Yes. 
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4843.  Chairman:  Is  there  any  measure  in  your  mind 
about  the  extent  to  which  you  can  go  in  for  this?  I 
suppose  that  you  have  your  own  capital  at  the  bank,  to 

be^n  with? ^We  would  regard  the  capital  as  reserve 

available  to  invest  in  any  manner  in  which  the  bank  would 
like,  such  as  the  holding  of  properties  or  that  sort  of 
thing  But  I do  not  thinlf  that  that  would  enter  into 
our  decision  as  to  what  percentage  of  our  deposits  we 
would  be  willing  to  advance  in  long-term  fixed  advances. 

If  I may  answer  your  question  this  way:  the  demand  for 
these  advances  has  not  yet  reached  the  stage  at  which  it 
has  been  necessary  to  say:  “There  must  be  no  more". 
But  that  stage  will  come,  and  I think  it  will  be  for  each 
bank  to  decide  according  to  its  own  ideas  what  is  sound 
in  that  respect  and  what  may  not  be  sound.  It  could  be 
that  the  proportion  would  be  a small  one,  say  somethmg 
like  5 per  cent,  of  total  advances. 

4844.  I suppose  in  considering  how  far  you  could  go 
the  state  of  your  investment  portfolio  would  matter  a 

good  deal? ^Yes ; if,  when  we  make  these  advances, 

funds  have  to  be  found  from  the  realisation  of  invest- 
maits.  that  is  a difficulty  in  the  present  situation. 

4845.  Professor  Sayers:  You  indicated  just  now  th^ 
the  demand  for  this  type  of  rather  long  advance  is 

growing.  Is  that  a noticeable  growth? 1 think  so,  in 

so  far  as  it  is  associated  wifii  the  establishment  of  new 
factories  and  new  plant  abroad,  involving  a long-term 
business  entered  into  by  contractors  in  this  country  for 
the  purpose  of  building  and  subsequently  erecting  such 
plant  and  seeing  it  into  operation.  I make  this  statement 
without  very  much,  evidence,  rattier  on  a feeling ; the 
indication  one  gets  is  that  Continental  bankers  are  pre- 
pared to  offer  these  facilities  and  that  Continental  con- 
tractors are  thereby  able  to  compete  with  British  counter- 
parts effectively,  and  that  there  is  a demand  emerging  from 
oontractors  for  similar  terms  in  ihe  banks  here. 

4846.  You  are  thinking  cf  the  particular  field  of  the 
export  of  equipment  on  these  big  contracting  jobs,  not 
of  any  general  increase  in  the  demand  for  long-term 

credit  in  Soottddi  industry? ^No ; though  there  h^ 

been  of  course  a demand  for  long-term  credits  for  ship 
building,  be  it  tanker  building  or  ore  carrier  ships.  That 
may  or  may  not  bo  a coatinuing  trend ; it  is  «£fficult  to 
say. 

4847.  Sir  Reginald  Verdon  Smith : Do  you  regard  this 
as  a welcome  development  or  a rather  unwelcome  duty, 
which  you  feel  obliged  to  recognise  for  your  customers? 

Mr.  Watson : Speaking  personally,  it  is  a developmMit 

which  we  welcome. — Mr,  Anderson:  It  all  depends  on 
the  state  of  our  advances  at  the  time  the  request  is  made. 
Our  real  function  is  short-term  lending,  and  if  we  got 
sufficient  short-term  lending,  up  to  40  or  45  per  cent  of 
our  deposits,  ttiere  would  be  less  inducement  to  do  tttis 
long-term  lending.  If,  on  the  ottiCT  hand,  our  advances 
were  at  a very  low  ebb,  as  happened  at  the  end  of  the 
war,  we  would  be  more  inclined  then  to  meet  the  demands 
for  long-term  loans.  We  shotild  have  felt  that  there  was 
not  a great  deal  of  risk  in  doing  this,  if  our  advances 
represented  only  15  per  cent,  of  our  deposits. — Mr. 
Watson : I agree  very  largely  with  Mr.  Anderson  on  this ; 
my  remarks  were  condition^  by  the  fact  that  our  overall 
lending  position  is  low. 

4848.  Chairman : Would  you  regard  the  long-term  loan 

as  desirable  if  you  made  its  terms  more  attractive  to  your- 
selves?  Mr.  Anderson:  I do  not  think  that  the  rate 

wotild  come  into  it.  Our  first  duty  is  to  see  that  our 
money  is  available  for  our  depositors  when  they  want  it 

4849.  I was  accepting  that ; but,  df  you  were  free  to 
choose,  would  you  expect  the  long-tenn  loan  to  be  more 
remunerative?^^— I would  not  say  so. 

4850.  Professor  Sayers:  Your  advances  are  now  below 

the  proportion  of  deposits  you  have  just  mentioned? 

Mr.  Watson : Yes. 

4851.  Do  you  think  that  the  gap  between  the  limit  you 

would  be  prepared  to  see  and  the  proportion  that  now 
exists  is  entirely  due  to  restrictions?  Would  the  volume 
of  advances  go  up  very  much  indeed  if  there  were  no 
restrictions? Mr.  Anderson:  If  there  were  no  restric- 

tions I would  expect  our  advances  to  increase.  They 
would  not  increase  so  rapidly  in  the  economic  climate  of 
today  as  two  years  ago,  but  they  would  still  increase. 
But  I do  not  visualise  in  my  lifetime  seeing  our  advances 


even  40  i«r  cent,  of  our  deposits.  It  would  be  a long 
time,  I think,  before  we  got  baiti:  to  that. 

4852.  Professor  Caimcross : Was  not  the  pre-war  pro- 
portion well  below  40  per  cent.? It  was  as  high  as  50 

pw  cent,  in  the  twenties;  it  fell  to  about  30  per  cent 
during  the  depression ; and  there  was  a slight  upward 
trend  just  immediately  before  the  war.  In  1912  the 
proportion  was  62  per  cent 

4853.  Professor  Sayers:  Would  you  be  prepared  to  go 

back  to  62  per  cent? Not  as  long  as  I am  general 

manager. 

4854.  Do  you  thintc  your  grandfather,  as  general 
manager,  had  many  mOTe  uncomfOTtafale  ni^its  than  you? 

would  not  say  that,  but  I think  my  predwessor  of 

fifty  years  ago  had  more  real  money  behind  him  than  I 
have  today.  We  had  been  in  existence  for  almost  200 
years  at  that  time,  and  had  ploughed  back  into  our  octi- 
tingencies  fund  quite  a large  sura  of  money.  That  repre- 
sented sovereigns,  and  therefore  formed  a bigger  buffer 
against  unforeseen  circumstances  than  our  contingencies 
account  does  today,  looking  to  the  heavy  inflation  in  the 
intervening  period. 

4855.  Your  position  was  mudj  stronger? Relatively, 

yes. 

4856.  Chairman:  Does  the  instability  of  value  in  your 
gilt-edged  'investments  contribute  to  your  reluctance  to 
see  the  ratio  of  your  advances  to  deposits  rise  much  more 

than  50  per  cent? Mr.  Watson:  1 do  not  think  we 

would  be  at  all  reluctant  to  see  an  increase  in  our 
advances  at  the  present  time. 

4857.  Not  at  the  present  time ; but  Mr.  Anderson  was 
indicating  that,  despite  the  fact  that  in  the  past  there  has 
been  a larger  proportion  of  advances  to  deposits,  he  would 
not  like  to  see  as  high  a proportion  nowadays,  even  if 

be  could  get  it? Mr.  Watson:  My  own  feeling  on 

■that  was  ttiat  it  would  depend  on  the  circumstances  of 
the  time.  If  there  were  a large  demand  for  bank  credit, 
and  it  was  in  accordance  with  public  policy  that  that 
demand  ^ould  be  met,  my  own  view  is  that  the  banks 
would  do  all  they  could  to  meet  it,  whatever  the  circum- 
stances of  the  time  might  be  in  relation  to  investment 
portfolio  values.  iMy  feeling  would  be  that  there  would 
be  a duty  on  the  banks  to  do  that,  if  it  was  expected 
of  them,  even  to  the  extent  of  taking  a loss,  if  such  loss 
were  necessary,  on  investment  holdings,  and  the  utilisation 
of  reserves  for  that  purpose.  I may  be  not  speaking  for 
the  Scottish  banks  as  a whole  on  this  matter,  but  that 
is  my  own  view. — Mr.  Anderson:  When  I said  that  I 
would  not  like  to  see  our  advances  at  60  per  cent.,  I 
had  in  mind  that  if  we  continued  to  hold  a liquid  ratio 
of  about  30  per  cent.,  and  had  60  per  cent,  in  advances, 
that  would  ^y  leave  us  with  10  per  cent,  in  British 
Government  securities.  I do  not  think  that  that  is  a 
situation  which  even  the  Government  would  like. 

4858.  Sir  John  Woods:  Whait  have  your  advances 

reached  since  the  war? Mr.  Anderson : 26  per  cent  in 

the  case  of  my  own  'bank. — Mr.  Watson:  My  figure  is 
27  per  cent.  As  to  the  ultimate  ratio  of  advances  to 
deposits  I would  mot  care  to  commit  myself  on  that  It 
would  depend  on  the  cdrcumstances. 

4859.  Professor  Sayers:  Given  that  the  advances  pro- 
portion is  so  low  compared  with  what  you  would  like 
to  see,  are  there  any  other  directions  in  which  you  might 
think  of  developing  your  advances  business  in  the  next 

decade? The  demand  for  advances  is  in  the  bands 

of  the  customers.  “ Other  directions  ” might  involve  other 
financial  engagements,  stimulation  of  the  hire  purchase 
field,  for  instance.  Was  your  question  directed  to  whether 
the  banks  would  be  prepared  to  advance  money  on  hire 
purchase? 

4860.  Yes.  I had  it  in  mind  that  the  Scottish  banks 
in  their  advertisements  do  not  woo  young  people  to  come 
in  and  fit  up  their  house  with  a loan  from  the  bank  or 
with  a hire  purchase  arrangement,  whereas  the  banks 
in  some  countries  do ; and  I was  wandering  if  you  had 
any  thought  of  raising  your  advances  proportion  by  going 

ioto  that  kind  of  field? Mr.  Anderson : We  already 

have  one  bank  competing  in  the  hire  purchase  field.  A5 
a matter  of  free  competition  we  would  have  had  to  do 
something  to  meet  that,  bad  our  hands  not  been  tied  by 
the  directives.  I do  not  say  that  necessarily  we  would 
have  gone  into  hire  purchase;  we  might,  for 
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have  developed  die  personal  loan  business,  wMdi  we  have 
always  been  engaged  in  to  some  extent  but  not  for  the 
purpose  of  enabling  the  borrower  to  acquire  consumer 
goo^. 

4861.  Mr.  Woodcock'.  You  did  say  that  you  were  more 
heavily  invested  than  the  English  banks.  Is  that  a purely 
temporary  situation?—  I would  hope  so,  but  it  has  been 
temporary  for  a long  period.  It  began  with  the  first 
war  when,  in  the  1914-18  war  and  the  years  immediately 
afterwards,  there  was  a very  heavy  inflation.  In  a period 
such  as  that  debtors  are  enabled  to  dear  their  obligations. 
Our  advances  fell  very  rapidly  during  the  first  war,  and 
the  Government  was  pressing  for  money.  We  invested 
in  Government  securities,  and  we  have  smce  never  really 
got  our  feet  clear  of  over-reliance  on  Government 
securities. 

4862.  It  has  not  been  ddhberate  policy? ^It  has  not 

been  deliberate  policy. 

4863.  Professor  Cmrncross-.  May  we  ask  about  your 
liquid  assets?  Your  liquid  assets  show  a lot  of  differ- 
ence from  those  of  the  English  banks.  You  hold  very 

few  Treasury  Bills? Mr.  Watson'.  It  depends.  The 

amount  of  Treasury  Bills  held  throughout  the  year  may 
vary  very  much  from  what  you  see  in  the  balance  sheets. 
It  depends  on  attractiveness  or  otherwise  of  the 
holding. 

4864.  Presumably  it  would  not  at  any  time  be  much 
more  than  double  the  figure  of  £24  million  for  discounts, 

which  includes  commercial  paper? Mr.  Watson'.  It  is 

unlikely  to  be. — Mr.  Anderson'.  The  holding  of  a bank’s 
Treasury  Bills  at  the  date  of  its  balance  sheet  may  well  be 
less  than  half  what  it  is  at  the  end  of  the  calendar  year,  if 
the  balance  sheet  is  produced  earlier.  Take  the  case  of  my 
own  bank,  balancing  on  the  30th  September:  the  normal 
trend  is  for  deposits  to  build  up  between,  say,  June  and 
the  end  of  the  calendar  year,  and  then  there  follows  a 
drain  upon  us  to  meet  taxation  demands.  By  the  end  of 
December  we  might  have  quite  a considerable  holding  of 
Treasury  Bills  maturing  at  dates  over,  say,  January,  Febru- 
ary and  March,  and  these  reMorce  our  liquidity. 

4865.  In  addition  to  what  you  hold  in  Treasury  Bills, 

you  have  substantial  advances  in  the  money  market  at 
call? Mr.  Watson:  Yes. 

4866.  And  these  might,  I suppose,  be  at  least  as  much 
as,  or  larger  than,  the  advances  made  by  the  English 

hanks  in  that  way,  relativdy  to  deposits? ^I  would  not 

have  said  so. 

4867.  You  have  a further  liquid  asset  in  the  form  of 
notes,  which  differ  from  the  assets  held  by  the  English 

banks  rince  they  are  your  own  notes? Mr.  Watson: 

They  are  a liability.  The  cover  against  the  note  issue 
appears  on  the  ofiier  side  of  the  balance  sheet. — Mr. 
Anderson : The  Scottish  banks  have  a larger  cash  holding 
than  the  English  banks,  proportionately. 

4868.  You  are  obliged  to  have  a larger  cash  holding, 

because  you  are  obliged  to  have  cover  for  your  own 
notes? ^Exactly. 

4869.  But  you  can  regard  the  holdings  of  Bank  of 
En^and  notes  as  cash  for  your  purposes,  even  though 
you  could  not  in  a sense  realise  that  cash?  It  is  backing 

for  the  Scottish  issue? ^Yes.  It  performs  a dual  function 

as  cover  for  the  note  issue,  and  as  part  of  our  general 
cash  reserves. 

4870.  Do  you  not  count  that  into  your  30  per  cent, 

liquidity  ratio? ^Yes,  we  do. 

4871.  Lord  Harcourt:  Is  there  any  great  advantage  in 

having  your  own  note  issue? Mr.  Watson:  We  have 

carefully  examined  that,  as  we  have  to,  from  time  to 
time,  and  we  are  satisfied  that,  at  the  present  level  of 
circulation,  it  is  still  advantageous  to  the  Scottish  banks 
to  have  their  own  note  issues  in  circulation. 

4872.  Is  it  a profitable  operation? ^It  is.  The  degree 

of  profitability  varies  from  time  to  time,  and  interest  rates 
play  their  part. 

4873.  Professor  Cairncross:  Are  you  not  involved  in 

certain  costs  because  of  the  issue  of  these  notes?  You 
have  to  sort  them,  since  your  practice  os  that  each  bank 
only  issues  its  own  notes? ^That  is  right. 

4874.  You  did  not  pursue  that  practice  during  the  war. 

Is  it  really  necessary?  Is  there  no  possibility  of  an  under- 
standing between  the  &ottish  banks  on  that  matter,  for 
the  interchange  of  their  notes? ^The  idea  has  been 


discussed  from  time  to  time,  but  no  satisfactory  solution 
has  been  found.  During  the  war  Scottish  banknotes  were 
declared  legal  tender,  and  therefore  had  indiscriminate 
value  everywhere. 

4875.  Have  you  made  any  estimate  of  what  it  costs  the 

Scottish  banks  to  sort  all  'these  notes? Yes,  we  have  our 

own  estimate  fairly  accurately  worked  out  in  man-hours. 

4876.  Can  you  give  us  any  idea  what  it  does  cost? 

Is  it  comparable  to  the  cost  of  sorting  cheques,  or  much 

less? Mr.  Watson:  Much  less. — Mr.  Anderson:  Only 

at  the  very  large  offices  does  it  mean  an  increase  in  staff : 
in  the  smaller  offices  it  is  a marginal  operation,  which  can 
be  undertaken  without  any  addition  to  ffie  staff. 

4877.  Lord  Harcourt : You  sort  those  notes  daily,  and 

you  return  them  to  the  issuing  bank? ^Yes. 

4878.  Professor  Cairncross:  What  is  the  opinion  among 

your  tellers? 'It  is  not  done  by  the  tellers,  as  a rule. 

I may  say  that  the  Scottish  banks  are  at  present  working 
on  the  idea  of  introducing  an  electronic  device  to  do  the 
sorting,  which  would  possibly  cut  our  costs  a little.  It 
certaiffiy  would  reduce  drudgery  on  the  part  of  the  staff. 

4879.  Professor  Sayers:  Has  there  been  much  change  in 
recent  years  in  methods  of  doing  work  of  this  kind,  such 

as  the  sorting  of  cheques? Mr.  Watson:  Yes.  These 

are  all  now  fihned  on  microfilm. 

4880.  Have  you  any  estimate  of  .the  reduction  in  the 

cost  of  these  operations? am  afraid  I have  not  that 

with  me  here.  But  the  employment  of  female  curators 
on  machines  for  recording  .the  bank’s  book-keeping  has 
undoubtedly  cut  the  overall  sdary  bill.  If  it  were  not 
for  the  fact  that  these  girls  were  there,  and  we  had  to 
employ  men  to  do  jobs  they  were  doing  in  the  past,  our 
salaries  bill  would  be  substantially  higher  than  it  is  today. 

4881.  Professor  Cairncross:  Can  I go  back  to  the  money 
which  you  advance  to  the  money  market?  What  is  your 
general  policy  there?  Are  you  merely  lending  what  you 
have  to  spare,  or  is  there  some  fixed  ratio  which  you  try 

to  maintain? ^We  are  lending  what  we  have  to  spare, 

but  what  we  have  to  spare  must  be  some  suitable  mini- 
mum, so  that  we  are  in  a position  to  meet  any  calls 
made  from  day  to  day. 

4882.  Do  you  have  some  understanding  with  the  dis- 
count market  about  rates? Yes,  we  have  an  under- 

standing which  provides  for  a particular  kind  of  money 
at  a very  kxw  rate,  which  is  callable  in  the  event  of  an 
emergency. 

4883.  On  much  the  same  footing  as  the  clearing  banks? 

Mr.  Watson : It  must  be,  though  I was  not  aware  of 

jt_ — Mr.  Anderson : It  is  a comparatively  recent  develop- 
ment. We  came  to  'this  arrangement  to  help  the  money 
market  when  interest  rates  were  raised  substantially  a 
few  years  ago.  Any  rise  in  .the  rates  hits  the  discount 
companies,  iMcause  of  their  holdings  of  short-term  bonds ; 
the  clearing  banks  decided  .that  they  would  not  pass  on 
the  full  effect  of  the  rise  in  rates  to  the  discount  com- 
panies at  that  time,  and  the  Scottish  banks  came  into 
line  with  a similar  arrangement,  governing  part  of  their 
lendings  to  the  market. 

4884.  Do  you  mean  that  you  charged  the  same  rate? 

^No ; we  normally  charge  slightly  less  for  our  money 

than  the  clearing  banks. 

4885.  Professor  Sayers:  You  said  that  your  calls  from 
the  discount  market  are  related  .to  your  desire  to  maintak 
a suitable  iminimufn  of  cash.  Would  that  suitable  mini- 
mum be  different  on  the  balance  sheet  date  and  other 

dates? Mr.  Watson:  Not  necessarily.  There  are  times 

throughout  the  year  when  the  bank  may  be  very  much 
more  liquid  than  it  is  on  the  balance  sheet  day.  It  depends 
on  the  circumstances  ; it  may  sometimes  be  sound  jmlicy 
to  keep  money  employed  in  .the  discount  market,  rather 
than  to  invest  it. 

4886.  When  one  of  the  Scottish  banks  is  making  up 
its  'balance  sheet,  does  not  the  discount  market  say : “ A 
Scotti^  bank  is  calling  heavily  today.  It  is  making  up 

its  balance  sheet.”  Is  there  any  reason  for  that? Mr. 

Watson:  No.  I think  .that  would  work  the  other  way. 
I 'have  never  heard  it  put  that  Mr.  Anderson:  I 

do  not  think  that  that  applies  to  the  Scottish  banks.  B 
may  apply  to  the  English  banks  with  their  monthly  make- 
up dates,  but  it  does  not  apply  to  the  Scottish  banks.  1 
think  that  the  Scottidi  banks  r^ard  their  cash  and  liquidity 
ratio  as  somewhat  more  flexible  than,  perhaps,  the.  English 
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banks  do.  It  has  become  almost  a fetish  in  some  quarters 
in  London  to  look  for  a 30  per  cent,  liquidity  ratio  as  a 
minimum. 

4887.  Are  you  thinking  of  the  cash  ratio?  The  banks 

call  in  order  to  raise  their  cash  ratio? Mr.  Watson: 

It  does  not  present  the  same  difficulty  to  the  Scottish  banks, 
by  reason  of  the  fact  that  they  have  these  large  cash 
holdings  against  their  note  issues. 

4888.  Profesor  Ccdrncross:  If  you  deduct  the  notes 

that  you  are  obliged  to  hold,  are  you  not  then  left  wiffi 
a fairly  small  proportion  of  cash  that  cannot  be  allowed 
to  fluctuate  greatly? It  does  not  fluctuate  greatly. 

4889.  What  does  fluctuate  is  the  distribution  of  your 
liquid  assets  between  Treasury  Bills  and  money  at  call? 
^That  is  right. 

4890.  And  there  will  be  periods  of  the  year  when  you 
are  relatively  large  holders  of  Treasury  bills,  which  you 

may  then  run  down  and  replace  with  money  at  call? 

Mr.  Watson : Yes. — Mr.  Anderson : Rates  vary  from  time 
to  time ; there  are  occasions  when  it  is  well  worthwhile 
turning  money  into  Treasury  Bills,  if  you  can  afford  to 
do  so,  for  a period  of  'three  months,  whereas  at  other 
times  the  margin  is  so  small  that  you  might  prefer  to  hold 
the  money  in  the  form  of  money  at  call  in  the  market. 

4891.  Professor  Sayers:  That  depends  on  your  taking  a 
view  of  what  money  market  rates  are  going  to  be  during 
the  nKt  three  mondis.  You  speculate  as  to  what  is  going 
to  happen  to  the  Bank  Rate  in  the  same  way  as  the 

discount  market  does? ^We  take  a view;  I would  not 

say  it  is  speculation.  If  we  are  anticipating  a reduction 
in  the  Bank  Rate  there  is  a very  strong  temptation  to  buy 
Treasury  Bills  maturing  at  three  months,  rather  than  to 
leave  money  on  the  market.  But  our  understanding  with 
the  market  is  such  that  we  never  denude  them  of  our 
resources ; each  bank  always  has  several  millions  with 
the  discount  market,  which  it  would  not  convert  into 
Treasury  Bills  simply  to  get  -the  benefit  of  a possible 
change  in  the  Bank  !^te. 

4892.  But  you  do  take  this  into  account  in  deciding 
how  much  to  hold  in  the  market,  and  how  much  to 

hdd  in  bills? ^To  some  extent.  In  my  own  bank  we 

build  up  Treasury  Bills  to  meet  the  tax  drain  in  the  first 
three  months  of  the  year,  but  at  other  times  we  normally 
prefer  just  to  leave  the  money  on  the  market,  unless  there 
is  a wide  discrepancy  in  rates. 

4893.  Is  the  managemait  of  your  liquid  assets  run  in 
London,  or  is  London  very  closely  under  the  supervision 

of  head  office? ^A  large  measure  of  discretion  is  given 

to  our  London  managers.  I do  not  think  it  would  be 
right  that  ithey  should  be  too  inhibited  in  what  they  are 
doing  on  the  market,  because  head  office  is  four  hundred 
miles  away.  But  itbey  keep  in  dose  touch  with  head 
oflice ; they  do  not  necessarily  report  to  head  office  before 
they  do  something,  but  they  report  to  us  after  it  is  done. 
We  are  not  left  to  find  out  two  or  ithree  days  later. 

4894.  One  of  the  Scottish  banks  owns  two  of  the  En^ish 
Does  the  Scottish  bank  ^ve  the  others  directions 

on  .their  .money  market  policy,  and  on  their  liquid  assets 

policy? Mr.  Anderson : I have  no  knowledge  of  that, 

but  I should  .think  it  extremely  unlikely.— Mr.  Watson: 
I think  it  is  most  unlikely  that  that  is  so. 

4895.  Similarly,  some  of  the  Scottish  banks  are  owned 
by  English  banks.  Do  .the  English  banks  concerned  give 

any  directions? Mr.  Anderson:  None  whatever.  If 

I may  say  so,  speaking  as  a Scotsman,  the  English  banks 
which  have  acquired  Scottish  institutions  have  acted  very 
wisely  in  leaving  the  control  of  the  Scottish  banks  entirely 
to  the  Scottish  boards.  I think  that  anything  else  would 
have  inflamed  Scottish  opinion.  So  far  as  I understand, 
all  the  banks  which  are  affiliated  to  English  banks  have, 
perhaps,  one  member  of  .the  English  board  on  ffie  Scottish 
board,  and  vice  versa,  and  if  there  is  a decision  to  be 
taken,  that  member  votes  along  with  the  other  members 
of  .the  board ; there  is  no  undue  influence  at  all  brought 
to  bear  from  the  south. 

4896.  At  the  end  of  this  introductory  section  you  mention 
the  services  that  are  provided  by  the  banks  for  customers. 
Do  you  envisage  any  great  extension  in  the  banking  habit 
in  Scotland,  a growth  in  the  use  of  banks  for  the  purpose 
of  making  payments  of  money  and  so  on? — 
Watson : We  see  an  upward  .trend  in  the  use  of  the  banks 
for  that  purpose.  It  looks  as  -though  it  may  continue. 


4897.  If  one  goes  back  30  years,  would  you  say  that 

there  has  been  a big  change? ^Yes,  a very  marked 

change  indeed. 

4898.  As  the  proportion  of  moderately  well-paid  work- 
men increases,  do  you  expect  to  see  more  and  more  of 

them  in  die  banks? Mr.  Anderson:  One  would  h<^ 

so.  I cannot  say  that  the  increase  in  the  business  to  which 
my  colleague  and  I have  referred  has  come  mainly  from 
workmen.  Workmen  in  Scotland  still  tend  in  many  cases, 
where  they  are  interested  in  saving  at  all,  to  use  the  Trustee 
Savings  Ba^s. 

4899.  What  about  the  mass  of  white  collar  workers? 

Mr.  Anderson:  A great  many  of  them  use  the  joint  stock 
banks. — Mr.  Watson : Many  use  the  savings  accounts  of 
the  joint  stock  banks. 

4900.  Mr.  Woodcock:  Is  it  illegal  in  Scotland  to  pay 

wages  by  cheque,  as  it  is  here? Mr.  Anderson:  Yes. 

4901.  Professor  Sayers:  Do  you  want  to  see  an  exten- 
sion of  this  buaness? Mr.  Watson:  We  would  be  very 

happy  to  see  that,  in  so  far  as  it  is  always  a good  thing 
to  .get  new  customers,  although  in  the  initial  stages  a lot 
of  these  accounts  would  not  be  remunwative  from  the 
bank’s  point  of  view.  We  would  Iflte  to  encourage  it 
none  the  less. 

4902.  Have  you  thought  bow  you  might  encourage  it? 
Have  you  toeoted  your  advertising  towards  it?  Have 
you  considered  the  question  of  banking  hours  in  relation 

to  dt? iWe  have  dhected  advertising  towards  it, 

although  .perhaps  not  as  much  as  mi^t  be  done  if  there 
were  a drive  in  that  direction.  As  regards  banking  hours 
in  Scotland,  we  have  an  hour’s  clo^g  of  the  banks  at 
lunch  time  from  12.30  to  1.30  pm.,  and  the  normal  day’s 
work  stops  at  3 p.m.  so  far  as  the  bank  is  concerned. 
We  have  considered  the  question  of  ertending  banking 
hours,  but  iwe  decided  against  it,  so  long  as  the  banks  are 
to  remain  open  on  Saturday  mornings.  If  that  were  to 
be  altered,  then  there  might  be  a change. 

4903.  What  about  nine  o’clock  in  the  morning?  What 
albooit  5.30  in  the  evening  on  one  or  two  evenings^  a 

week?  Has  that  been  considered? ^Not  tiiose  specific 

points ; .but  we  would  have  difficulty  in  making  staff 
arrangements  to  cope  with  that  sort  of  thing. 

4904.  Other  concerns  have  to  make  staff  arrangements  to' 
cope  with  the  hours  of  business ; I do  not  know  about 
Scotiand,  but  in  this  ooun,try  the  banks  used  to  keep  much 

longer  hours  than  fliey  do  now? ^The  Trustee  Savings 

Baiflc  have  a late  night  once  a week. 

4905.  Chairman:  Would  it  involve  you  in  extending 
the  number  of  your  branches  again,  if  you  had  a great 

many  of  these  small  indiUStrial  accounts? 1 do  not 

ii'hi.n.lf  so,  not  in  its  initial  stages.  If  we  saw  a tremendous 
expansion  in  the  use  of  the  banks  by  people  of  the  class 
we  are  talking  about,  then  it  might 

4906.  Professor  Sayers:  An  alternative  line  of  develop- 
ment,  of  course,  is  for  the  Post  Office  to  undertake  a 
lot  of  this  w<^,  as  it  does  in  many  other  countries.  If 
it  did  so,  it  might  take  a great  deal  of  existing  customers’ 
work  off  the  baifc,  and  might  well  reduce  flie  number 
of  smaller  customers  of  the  bants.  Would  you  envisage 

that  prospect  with  equanimity? We  should  not  regard 

that  waffi  favour. 

4907.  You  wo.uld  'like  to  keep  your  existing  customers, 

but  you  are  not  chasing  new  ones? Mr,  Watson:  We 

should  like  to  encourage  all  the  new  custcaners  we  can, 
in  all  &e  ways  open  to  us. — Mr.  Anderson:  Ihe  conti- 
nental coTiotries  whose  Post  Offices  have  given  these 
facilities  are  those  courtoies  which  have  not  a highly 
developed  branch  bank  system.  I doubt  very  much 
whether  the  Post  Office  could  compete  with  the  existing 
branch  banks  an  this  country  in  the  service. 

4908.  I am  sorry,  but  I cannot  accept  the  facts.  Do 

not  the  countries  in  which  these  systems  run  include 
oountries  which  are  fully  as  banked  as  England  and  Scot- 
land?.  ^That  is  not  my  experience.  In  Germany,  for 

instance,  the  number  of  branch  banks  in  relation  to  the 
population  is  much  lower  than  it  is  in  this  country. 

4909.  What  about  Switzerland,  Holland,  and  Sweden? 
— —I  ithink  it  is  true  there,  too. 

4910.  And  Norway?  They  are  very  fully  banked? 

They  may  have  quite  a number  of  banks,  but  they  do  not 
have  ffie  nuuilbOT  of  branches. 
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4911  I am  thiniing  of  banking  offices  in  relation  to 
populadoo ; I know  that  there  is  no  country  m the 
ttiat  can  rival  Scotland  in  that.  But  Norway  lavals  Eng- 
land?  Ihere  are  geographical  r^pns  for  that ; me 

country  which  comes  pretty  near  to  rivalling  Scotland  is 
Canada,  where  the  same  conditions  apply  and  where  you 
have  large  .tracts  of  sparsely  populated  counitry. 

4912.  And  Norway,  of  course,  is  comiparable  to  Scot- 
land?  Mr.  Anderson:  Yes,  but  they  do  not  have  the 

branch  bank  system  &at  w©  have.—Pro/essor  Sayers:  I 
think  you  will  find  they  do. 

4913  Mr.  Woodcock:  You  say  that  you  did  not  until 
recently  make  any  charge  for  current  accounts,  and  that 
even  now  it  is  modest.  Is  it  that  you  are  more  efficiKit 
than  the  English  banks,  or  are  you  subsidising  your 
current  accounts  at  the  expense  of  your  saving  and  deposit 

accounts? Mr.  Watson:  We  would  not  claim  any 

greater  efficiency  than  tiie  English  baidcs.  This  ds  a 
situation  which  the  Scottish  banks  have  allowed  to  exist 
for  a long  time.  In  Scofland  the  public  expected  Aeir 
banking  facilities  for  nothing,  and  that  has  had  its  effect 
on  the  Scottish  banks’  policy  on  investments;  it  has 
involved  the  Scottish  banks  in  taking  longer  term  iQV^- 
ments,  in  order  to  gain  a higher  yield  on  the  available 
investible  funds.  At  the  same  time  it  has  had  its  effect 
on  making  the  Scottish  banks  unable  to  pay  the  same 
rates  on  deposited  money  as  in  England  in  recent  years. 
It  is  our  hope  fiiat  by  levying  this  charge  which  has  just 
recently  been  devised  we  may  gradually  be  able  to  woik 
toward  a similar  situation  to  that  which  exists  in  England. 
—Mr.  Anderson  : In  the  twenties,  when,  as  I have  already 
mentioned,  we  were  heavily  invested  and  the  yield  on 
Government  securities  was  high,  we  benefited  as  compared 
with  our  P-Tiglisb  brethren,  who  kept  a lower  proportion  of 
investments;  at  that  time  upon  occarions  the  Scottish 
banks’  deposit  interest  rates  were  higher  than  they  were  in 
England. 

4914.  But  you  could  have  made  them  higher  still,  if 

you  had  charged  on  current  account? ^We  could;  but 

we  were  giving  the  service  free.  We  were  enabled  to  give 
the  service  free,  despite  the  rise  in  overhead  costs  after  the 
first  World  War,  brcause  of  the  high  level  of  our  invest- 
meuts  and  the  high  return  we  were  getting  on  those  invest- 
ments. In  the  twenties  the  average  return  on  our  invest- 
ments was  over  5 per  cent.,  whereas  at  the  momait  our 
present  portfolio  yields  around  3 per  cent,  on  cost 

4915.  Professor  Cairncross:  Your  method  of  charging 

is  by  the  number  of  cheques  passing  through? Mr. 

Watson:  It  has  been  up  to  now.  We  have  altered  the 
basis  to  a charge  per  notional  ledger  page  of  entries  (40 
entries),  so  that  the  charge  is  now  being  spread  over  both 
cheque  transactions  and  lodgements. 

4916.  Chairman : Then  you  deal  with  our  question  1 (a) : 
“What  action  is  taken  when  a change  in  Bank  Rate  is 
announced?  ’’  What  is  there  in  the  requirements  .of  your 
business  that  makes  it  necessary,  when  the  Bank  Rate  is 
changed,  that  you  should  adjust  your  overdraft  rate  and 

your  deposit  rate? ^A  rise  in  the  Bank  Rate  has  an 

immediate  effect  on  the  deposit  rate  in  London,  and  we 
have  to  revise  our  deposit  rate  upward. 

4917.  You  say  that  it  has  an  immediate  effect.  Do  you 
mean  that  it  is  the  arrangement  in  London  that  the  banks 

should  make  an  adjustment? ^Yes,  and  we  follow  it; 

and  because  of  the  higher  charge  for  deposited  money 
we  have  to  earn  a higher  income  from  overdrafts. 

4918.  Professor  Sayers:  In  implementing  the  requests 
of  the  Chancellor  about  the  reduction  of  bank  advances  in 
1955,  and  again  last  September,  did  the  Scottish  banks 
consult  with  one  another  on  just  how  the  adjustments 

should  be  brought  about? Mr.  Watson : Yes,  through 

the  Committee  of  General  Managers.  We  issued  instruc- 
tions following  the  1955  directive  as  to  the  manner  in 
which  we  would  expect  each  bank  to  carry  this  out.  'That 
manner  was  thoroughly  discussed  and  was  agreed,  and  was 
the  basis  of  a circular  to  our  managers.— Mr.  Anderson: 
That  circular  is  what  is  known  as  a general  circular  in 
Scotland.  Each  bank  sends  out  a circular  which  is  in 
identical  terms  to  the  circulars  sent  out  by  the  others. 

4919.  Mr.  Woodcock : What  preliminary  discussions  did 

you  have  before  you  sent  out  that  circular? Mr. 

W<^son:  We  had  a meeting  at  which  we  tried  to  interpret 
what  the  Chancellor  was  after. 


4920.  Did  you  understand  what  he  was  after? ^We 

knew  that  he  wanted  a “positive  and  significant  reduc- 
tion ” in  the  banks’  lendings  over  a comparatively  short 
period. 

4921.  Did  you  think  that  that  was  an  adequate  way  of 

putting  the  point  to  you? ^We  found  some  difficulty  in 

finding  out  exactly  what  was  meant  by  a “ positive  and 
significant  reduction”.  We  in  Scotland  did  not  feel  that 
the  level  of  our  advances  or  the  immediately  preceding 
increase  was  such  as  to  justify  any  request  for  a reduction 
at  all,  and  we  took  the  view  that  if  we  were  to  make 
a “ positive  and  significanit  reduction,”  it  could  well  be  less 
than  what  was  deemed  appropriate  in  die  south. 

4922.  How  did  you  deal  with  that  situation?  Did  you 

solve  it  entirely  on  your  own.? We  did,  exc^t  that  it 

came  to  be  known  by  us  that  the  English  banks  had 
decided  that  they  would  define  this  “positive  and  signifi- 
cant reduction  ” as  a reduction  of  10  per  cent,  in  the  level 
of  advances.  We  decided  in  our  Committee  that  ?i  per 
cent,  was  an  appropriate  figure  affecting  ourselves. 

4923.  And  nobody  higher  up  has  subsequraitly  challenged 

that  point  of  view? ^No ; but  as  a matter  of  fact  our 

reduction  went  further,  as  the  figures  show. 

4924.  Were  you  in  consultation  with  the  Englidi  banks? 
Not  dhecUy. 

4925.  You  did  not  know  what  the  Bank  of  England 

thought  about  your  deoisioa? ^No. 

4926.  Nor  the  Treasury? ^No. 

4927.  Professor  Sayers:  Did  the  Bank  of  England 

inquire  whajt  interpretation  you  were  putting  upon  this 
phrase? ^No. 

4928.  Did  you  volunteer  the  information? We  did 

not ; but  we  had  reason  to  believe  that  the  level  of  each 
bank’s  advances  was  very  closely  scrutinised  and  watched, 
and  there  has  been  at  least  one  case  where  a Scottish 
bank  was  c^ed  in  question  to  explain  what  appeared  to 
be  a move  contrary  to  what  was  expected  of  it. 

4929.  Mr.  Woodcock : Did  you  feel  a weakness  in  that 
you  had  to  work  on  your  own,  and  were  not  able  to  put 
your  questions?  Was  it  that  you  were  not  able,  or  you 

did  not  want,  to  put  any  questions? We  feel  capable 

of  putting  our  own  interpretation  on  requests  of  that  kind. 

4930.  Is  not  the  request  entirely  against  your  instincts 

as  bankers? Entirely. 

4931.  Professor  Sayers:  Did  you  consider  that  you  were 

adequately  consulted  before  the  1955  request  came? 

No- 

4932.  Chairman:  Weis  you  consulted? Mr.  Watson: 

There  was  no  consultation  at  all.  It  had  become  widely 
known  by  reason  of  a letter  which  appeared  in  The  Times 
about  a month  prior  to  this  request,  and  from  the  returns 
of  English  bank  lendings,  that  a very  substantial  increase 
was  going  on,  and  that  that  addition  was  causing 
embarrassment  in  more  than  one  direction,  so  we  were 
not  altogether  surprised  when  this  directive  emerged. — 
Mr.  Anderson : There  was  no  parallel  increase  in  Scottish 
bank  advances  over  the  period  that  Mr.  Watson  has 
mentioned. 

4933.  Professor  Sayers;  And  that  was  one  of  the  reasons 
for  your  deciding  that  a reduction  of  per  cent,  was 
“ ptsitive  and  significant  ” enough?- — —Mr.  Watson  : That 
was  the  reason. 

4934.  Professor  Cairncross:  In  arriving  at  that  figure, 
you  presumably  excluded  advances  to  the  nationalised 

industries? ^Not  at  that  'time,  but  we  have  done  so 

subsequently. 

4935.  You  quote  in  the  paper  a figure  of  9-6  per  cent., 
but  that  is  mot  strictly  comparable  to  the  per  centj 
since  it  excludes  changes  in  advances  to  the  nation^sed 

industries? We  fixed  that  figure  of  1\  per  cent,  in 

the  early  days  xmder  the  immediate  influence  of  this 
directive ; it  was  at  a later  stage  that  it  became  clear  that 
the  authorities  wanted  the  nationalised  industries  occluded. 

4936.  Was  .there  any  suggestion  made  to  you  at  any 
time  that  export  credits,  or  advances  against  export  credit 

guarantees,  should  equally  be  excluded? ^Not  at  that 

time.  In  our  own  interpretation  of  what  was  expected 
of  us  we  took  the  view  in  1955  that  certain  types  of 
advances  had  to  be  cut,  and  cut  very  substantially ; this 
included  advances  to  hire  purchase  concerns,  to  th* 
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private  individual  who  had  credit  for  'the  holding  of 
investments,  and  so  forth.  But  we  did  not  exclude  the 
possibility  of  making  new  advances,  while  achieving  this 
overall  reduction,  and  one  of  the  new  advances  that  might 
be  appropriate  would  be  an  advance  of  the  nature  that  you 
have  described.  TTie  directive  which  was  issued  last 
September  is  a quantitative  one,  and  there  is  a specific 
exception  for  medium-term  credit  for  a minimum  period 
of  three  years  covered  by  an  E.C.G.D.  policy.  These  are 
not  very  frequent  in  our  experience. 

4937.  There  are  substantial  advances  by  the  Scottish 

banks  to  .the  nationalised  industries? ^Yes  indeed.  We 

take  our  share  of  the  general  level  of  bank  credit  extended 
by  banks  throughout  Great  Britain. 


4938.  Did  that  decline  after  July,  1955? Mr.  Watson: 

It  has  come  down  as  a result  of  Government  policy. — 
Mr.  Anderson:  At  that  time,  in  July,  1955,  the  Scottish 
banks  took  up  a strong  attitude  in  regard  to  nationalised 
industry  borrowing,  arguing  that,  if  the  ordinary  run  of 
customer  was  to  suffer  some  reduction  in  credit,  the 
nationalised  industries  should  not  be  exempt.  As  a result 
of  that,  there  was  some  reduction  in  the  nationalised 
industries’  requirements  from  the  banks. 

4939.  Chairman : You  say  in  .the  answer  to  question  1 (b) 
that  to  give  the  quantitative  restriction  practical  effect 
“involves  a restriction  of  the  transfer  of  accounts  from  one 
bank  to  another  ; the  maintenance  of  this  arrangement 
beyond  a very  ^ort  period  is  regarded  as  extremely 
undesirable  and  over  a term  of  years  well  nigh  impossible.” 
’'i^at  are  the  reasons  which  make  it  not  only  extremely 

undesirable,  but  well  nigh  impossible  over  a period? 

Mr.  Watson : We  like  to  feel  that  the  banks  compete  freely 
with  each  other,  and  that  when  a customer  is  dissatisfied 
with  his  terms  he  is  entirely  free  to  go  and  chance  his 
luck  in  another  bank.  In  order  to  make  this  directive 
operate  we  have  .had  to  agree  among  ourselves  that,  where 
a bank  has  refused  facilities  to  a customer  on  grounds  of 
credit  restriction,  no  other  bank  can  give  that  advance. 


4940.  Mr.  Woodcock : But  surely  that  does  not  cut  out 

competition? ^There  might  be  a slight  difference  of 

interpretation  between  one  bank  and  another,  and  in  the 
climate  we  are  operating  in  at  the  moment,  namely  of 
a quantitative  directive  whereby  a bank’s  advances  are 
to  be  no  greater  on  the  average  than  the  previous  year,  it 
might  be  possible  for  one  bank  to  make  an  advance  which 
another  one  could  not. 

4941.  I would  have  thought  that  the  easiest  way  of 
competing,  where  you  would  get  the  most  competition, 
would  be  where  one  bank  was  willing  to  make  an  advance 
where  another  bank  was  not ; but  I would  have  thought 
that,  if  that  kind  of  competition  was  cut  out,  then  compe- 
tion’would  b^ome  all  the  keener  in  other  directions?—- — 
Mr.  Anderson:  I think  it  has  become  keener  m other 
directions. 


4942.  Sir  Reginald  Verdon  Smith : Has  the  number  of 

transferred  accounts  declined  during  this  period  of  restric- 
tion, over  what  was  customary  before? Mr.  Watson: 

it  is  difficult  to  give  other  than  an  impression ; one’s 
impression  is  that  the  number  of  accounts  that  are  chang- 
ing hands  is  less  than  normal. — Mr.  Anderson:  I would 
say  that  it  is  definitely  less  than  normal.  It  stands  to 
reason,  if  there  is  any  question  whatever  of  credit  resttaint 
having  been  put  on  an  account  under  the  terms  of  the 
directive,  and  that  account  is,  therefore,  not  transferable 
to  another  bank.  There  have  been  very  numerous  cases 
where  a customer  has  challenged  a decision  of  ^s  own 
livank  and  he  has  not  been  free  to  go  to  another  bank  to 
have’it  remedied.  He  may  go  to  another  bank  and,  as  a 
result  of  his  approach  to  tiiat  other  bank,  fiiey  rnay 
sueeest  to  the  &st-mentioned  bank  that  they  are  being 
just  a little  too  severe  ; but  that  does  not  happen  very  often. 

4943.  Professor  Cairncross:  Do  you  distinguish  between 
the  erounds,  when  turning  down  anyone?  Do  you  teU 
him  whether  he  is  being  turned  down  on  ba^ng  grounds, 

or  under  the  request? Mr.  Watson:  Yes,  m every 

case  the  customer  is  told  of  that. 

4944  So  if  he  is  turned  down  on  banking  grounds,  he 

can  bo’  to  another  bank  and  seek  accommodation? 

The  agreement  woiks  this  way:  no  bank  may^  take  an 
amount  from  another  bank  without  first  of  all  inquiring 
what  is  the  reason  for  the  transfer.  So  if  a customer  banks 
with  one  bank  and  goes  to  another  and  offers  his  business, 


then  it  is  the  duty  of  that  bank  to  inquire  from  the  first 
bank  what  is  the  reason  for  the  transfer.  That  applies 
not  only  to  accounts  that  are  overdrawn,  hut  to  those 
that  are  in  credit. 

4945.  Chairman : When  you  say  it  is  “ well-nigh  impos- 
sible” to  maintain  this,  have  you  in  mind  that  in  a 
practical  sense  it  becomes  impossible  over  a period  to  deal 
with  these  cases  of  what  is  a permissible  transfer  from 

one  bank  to  another,  and  what  is  not? ^Yes ; and  there 

is  also  the  reaction  of  the  public  who  use  the  banks  to 
be  contended  with.  We  feel  they  would  not  be  ready  and 
willing  to  put  up  with  this  sort  of  thing  indefinitely. 

4946.  On  general  grounds? Mr.  Watson:  Yes. — Mr. 

Anderson:  They  get  to  the  point  where  they  say;  “We 
will  have  as  little  to  do  with  the  joint  stock  banks  as 
possible.  We  will  go  elsewhere  for  our  requirements.” 

4947.  Mr.  Woodcock:  Where  do  they  go? -They  go 

in  some  cases  to  the  hire  purchase  finance  companies  ; in 
some  cases  to  the  discount  market  by  drawing  bills  ; and 
in  some  cases  in  the  past  they  have  gone  to  insurance 
companies,  although  I believe  the  insurance  companies 
have  also  received  a similar  directive  since  then. 

4948.  Mr.  Jones:  So  to  the  extent  that  the  banks  may 

have  restricted  credit  to  creditworthy  applicants,  that  is 
not  the  end  of  the  story? No. 

4949.  Could  we  look  at  this  in  relation  to  the  banks’ 
attitude  to  creditworthy  customers  in  what  might  be 
regarded  as  the  provision  of  credit  for  the  healthiest  ends 
of  the  nationsd  economy?  You  say  “The  banks  have 
some  evidence  of  new  businesses  being  severely  handi- 
capped by  restrictions  on  lending— particularly  regrettable 
in  the  case  of  those  whose  products  may  have  an  export 
potential  but  which  require  a period  of  trial  on  the  home 
market  in  the  first  instance.”  If  you  have  two  creditworthy 
applicants  for  credit,  one  whose  business  is  likely  to 
develop  export  market  and  another  who  has  a profit- 
able industry,  would  there  be  any  operation  of  selectivity, 
so  far  as  the  bank  manager  seeing  those  two  clients  for 

applications  was  concerned? ^It  all  depends  on.  the 

purpose  for  which  the  advance  is  desired.  If  the  advance 
is  desired  for  capital  ecpenditure,  and  the  goods  are  to  be 
placed,  in  the  first  instance,  on  the  home  market,  there 
would  be  no  question  whatever  but  that  the  bank  would  be 
compelled  by  the  directives  to  refuse  the  facilities.  'Hie 
meaning  of  this  here  is  that  we  occasionally  have  people 
coming  along  who  have  invented  a new  process,  and  they 
want  some  money  &om  the  bank,  in  addition  to  their  own 
resources,  in  order  to  develop  it.  According  to  the  direc- 
tives issued  to  the  banks  the  banks  must  refuse  advances 
related  to  capital  expenditure,  unless  the  product  is  destined 
for  the  export  market.  Now,  in  the  first  instance,  where  a 
new  invention  is  being  developed,  it  h«  to  be  tried  out  on 
the  home  market ; indeed  it  is  imperative  that  there  should 
be  a good  home  market  base  before  you  begin  exporting. 
That  is  what  is  meant  here,  that  there  are  some  of  these 
cases  which  potentially  have  an  export  demand  some  years 
ahead. 

4950.  Mr.  Woodcock : But  that  would  be  a criticism  as 
to  the  inadequacy  of  the  direction,  not  so  much  the  object 

of  the  direction? ^We  can  only  deal  with  the  directives 

as  we  get  iem. 

4951.  I think  Mr.  Jones  was  trying  to  get  at  a further 
point.  Suppose  that  you  have  two  people,  and  only  enough 
money  for  one.  Let  us  assume  that  from  the  bankers’ 
point  of  view  they  are  both  identically  creditworthy,  and 
ffiat  both  qualify  under  the  qualitative  directives,  and  that, 
if  you  had  the  resources  and  were  not  restrict^  by  the 
quantitative  directive  you  would  grant  the  credit  to  both 
of  them.  You  have  to  make  a decision : does  the  purpose 
come  into  it?  Do  you  take  a view  of  what  is  good  for 

the  economy,  in  that  sense? ^We  have  no  experience  of 

that  in  my  own  bank. 

4952.  Mr.  Jones : But  are  you  not  telling  us  in  this  last 
paragraph  that  the  instruction  that  you  have  to  carry  out 
may  be  anti-economic,  that  it  may  have  a dampening  effect 

upon  our  export  trade? Upon  our  export  potential 

some  years  ahead,  not  upon  our  immediate  export  trade. 
For  the  immediate  export  trade  we  have  hitherto  been  able 
to  give  all  the  assistance  necessary. 

4953.  You  mean  that  we  are  neglecting  to  do  something, 
in  consequence  of  this,  that  might  put  us  in  difficulties  in 
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the  years  ahead,  from  the  point  of  view  of  British  exports? 
^Yes. 

4954.  Professor  Sayers:  I am  woodering  how  deep  your 
objection  to  these  measures  goes.  Do  you  think  that  credit 
restriction  broadly  of  this  kind,  but  in  which  you  were 
more  closely  consulted  from  month  to  month  as  to  its 
operation,  its  exact  terms  and  so  on,  would  be  appreciably 
less  objectionable  than  the  present,  or  is  it  that  your 
objection  is  more  root  and  branch  and  you  would  prefer 

some  quite  different  kind  of  credit  restriction? ^We 

would  like  to  get  back  to  the  normal  coarse  of  credit 
restriction  which  was  operated  by  the  Government  through 
open  market  operations,  at  a time  when  they  could  make 
effective  use  of  the  open  market  operations. 

4955.  You  would  rather  have  a system  in  which  your 
liquid  assets  and  your  deposits  both  tended  to  contract,  so 
that  you  were  brought  up  against  the  need  for  reducing 
advances  if  that  was  what  the  economy  was  requiring? 
Yes. 

4956.  And  in  such  a system  you  would  feel  that  you 

could  carry  out  a restriction  of  advances  without  the  dis- 
advantages entailed  in  the  present  system? Mr. 

Watson:  I think  so.  We  would  like  to  do  away  with 
the  present  form  of  credit  restriction  altogether,  and 
operate  within  the  field  of  overall  monetary  controL 

4957.  You  do  not  think  that  an  overaE  monetary 
control,  forcing  you  to  restrict  your  advances,  would  lead 
you  into  anything  like  these  same  consultations  with  each 

It  woSd  be  possible  in  the  circumstances  to 

dispense  with  this  agreement,  which  we  do  not  like,  about 
the  interchange  of  accounts. 

4958.  Chairman:  If  you  were  placed  under  the  orthodox 
compulsion  of  having  your  deposits  shrunk,  and  fiierefore 
your  capacity  to  give  a certain  amount  of  credit  at  any 
one  time,  you  would  find  yourself  under  another  form  of 
restriction  in  your  advances,  and  each  bank  would  be  free 

to  t^e  its  own  decision? Yes;  and  depending  on  its 

own  reasonable  reserves  it  could  adjust  matters. 

4959.  You  are  envisaging  no  quantitative  or  qualitative 

points  made  for  you  by  the  Government ; as  bankers  you 
would  be  free  to  choose? ^Yes. 

4960.  What  would  guide  you  in  choosing,  within  the 
Hmitsi  which  the  situation  makes  possible,  between  one 
advance  or  another,  except  the  creditworthiness  of  the 

borrower? 1 do  not  think  there  is  anything  else  in 

the  circumstances.  We  would  not  be  caUed  upon  to  pro- 
ject our  minds  into  the  value  of  an  advance,  from  the 
national  point  of  view,  and  therefore  it  might  be  that 
the  quality  of  the  advance  from  the  banker’s  point  of 
view  would  be  the  criterion. 

4961.  Sir  John  Woods:  Would  you  not  yourselves  be 
taking  account  of  the  kind  of  case  which  you  mentioned 

in  the  last  paragraph  of  the  answer  to  question  1 (i>)? 

Mr.  Anderson:  In  normal  circumstances  there  would  be 
no  difficulty  whatever  about  granting  advances  of  this 
type,  provided  the  appEcamt  was  creditworthy. 

4962.  We  are  assuming  that  there  is  a “ conventional  ’’ 
squeeze  on  you,  which  is  making  you  selective  in  your 

advances. ^If  there  was  a conventional  squeeze,  we 

would  only  give  priority  to  iftiose  we  regarded  as  being 
in  the  nation^  interest. 

4963.  Sir  John  Woods:  That  is  an  added  criterion 
beyond  mere  creditworthiness. — Chairman : Is  it  not  quite 

an  enlargement  on  the  answer  I got  before? Mr. 

Watson : Yes ; I am  not  sure  whether  I agree  with  Mr. 
Anderson,  and  whether  he  is  visualising  the  circumstances 
which  I am  visualising. 

4964.  Professor  Sayers:  They  would  be  quite  novel  in 

your  experience? Mr.  Watson:  Yes. — Mr.  Anderson: 

{Adjourned . 


And  in  mine,  but  I can  visuaEse  the  position  where,  owing 
to  the  operation  of  a conventional  credit  squeeze,  one 
bank  is  in  a position  to  make  an  advance  and  another  is 
not,  and  therefore  there  is  no  reason  why  the  customer 
should  not  change  from  the  bank  which  is  not  in  a 
position  to  make  an  advance  to  the  one  that  is.  After 
all,  ^ a banker  who  is  now  in  a position  to  make  an 
advance  has  been  following  a more  conservative  poEcy, 
and  possibly  losing  a little  business  because  of  that,  and 
if  that  poEcy  has  proved  in  the  course  of  time  to  have 
been  a wise  one,  why  should  not  that  banker  get  something 
back  on  the  swings  that  he  lost  on  the  roundabouts? 

4965.  Chairman:  The  question  we  are  up  against  is 
whether  each  bank,  in  taking  its  decisions  about  the  quality 
of  ie  advances,  without  requests  made  by  the  Government, 
would  be  able  to  apply  in  practice  other  considerations 
than  the  creditworthiness  of  the  borrowers  as  they  came 

forward? Mr.  Watson:  Yes.  Advances  for  the  pure 

purpose  of  speculation  would  always  be  subject  to  the 
closest  scrutiny  and,  possibly,  denial.  But  we  have  often 
feh,  in  operating  the  present  squeeze,  that  many  advances, 
which  did  not  appear  to  qualify  under  the  directives  in 
the  earEer  stages  of  this  credit  squeeze,  might  in  the  end 
be  even  more  beneficial  to  the  country’s  economy  as  a 
whole  than  those  which  are  deemed  directly  to  benefit 
the  country’s  economy.  That  being  so,  with  freedom  to 
advance  in  any  direction  that  was  available,  the  quality 
of  the  borrower  would  surely  be  the  predominant  con- 
sideration in  these  hypothetic^  circumstances. 

4966.  Mr.  Woodcock : In  that  case,  there  is  no  reason 
why  you  should  operate  at  fixed  interest  rates ; on  that 
basis  you  would  be  entiUed,  and,  if  you  foEow  it  through 
logically,  required,  to  charge  what  the  .traffic  would  bear? 

Mr.  Anderson : I do  not  think  that  would  be  in  the 

interest  of  ffie  pubEc. — Mr.  Woodcock:  I do  not  know 
if  the  interest  of  the  pubEc  has  been  emerging  in  these 
last  questions. 

4967.  Professor  Sayers:  Could  we  pursue  it  a litde 
further?  You  agree  that  this  would  be  quite  a novel 

experience  throughout  aE  your  time  of  banking? 

Yes,  and  before  our  time.  I would  think  that  within  the 
last  fifty  years  there  has  been  no  advance  proposal  turned 
down  where  the  appUcant  was  deemed  credit  worthy,  and 
the  purpose  of  the  loan  was  approvable  in  Scotland. 

4968.  How  would  you  and  your  branch  managers  decide 

which  of  the  perfecUy  good  borrowers  you  would  turn 
away?  Have  you  not  been  used  to  saying  that,  if  a man 
brou^t  a good  banking  case,  you  would  lend? ^Yes. 

4969.  We  are  now  envisaging  a situation  in  which  you 
cannot  lend  to  everybody  of  that  kind,  and  there  is  no 
national  poEcy  telling  you  which  to  select.  How  would 

you,  in  fact,  do  the  selecting? Mr.  Watson : It  would 

tend  to  be  ffie  person  who  came  first,  provided  he  was  a 
suitable  borrower ; but  of  course  the  level  of  advances  at 
any  one  .time  is  not  an  exact  figure.  You  cannot  draw  a 
line  through  die  ledger  and  say : “ These  are  the  bank’s 
advances,  and  they  must  never  vary  ”.  Even,  in  the  hypo- 
thetical circumstances  we  are  envisaging  now,  it  might 
be  possible  to  give  to  the  person  to  whom  you  deny 
facihties  at  the  moment  aE  the  facEities  he  wants  if  he 
comes  back  in  sbc  weeks  or  two  months’  time ; and  you 
would  probably  teE  him  so. 

4970.  Professor  Cairncross:  Apart  from  that,  in  the 

particular  example  taken,  creditworthiness  would  tdl  in 
favour  of  an  expanding  business,  as  against  a business  that 
was  not  expanffing? ^Yes. 

4971.  And  you  would  take,  on  purdy  banking  grounds, 

a favourable  view  of  somebcxiy  who  was  likely  to  build 
up  a flourishing  export  business? ^Yes,  indeed. 

Chairman : I think  ffiat  we  wiE  break  off  for  lunch 
now,  and  come  back  again  at  2.15  p.m. 

mtil  2.15  p.m.) 


Mr.  Wn,LiAM  Watson  and  Mr.  j 

4972.  Professor  Cairncross:  Could  I go  back  before 
Jiily  1955,  and  ask  whether  in  your  lecoEectlon  your 
advances  were  then  restricted  by  any  Government  direc- 
tives, or  whether  the  level  of  ffie  advances  at  that  time 

reflected  the  level  of  demand? Mr.  Watson:  Prior  to 

July,  1955,  we  were  operating  under  a series  of  directives 
fliat,  had  been  issued  over  a period  of  years,  which  said 
from  time  to  time  that  certain  specific  forms  of  advances 


P.  Anderson  further  examined. 

were  or  were  not  to  be  encouraged,  and  we  were  bonom- 
ling  these  directives  to  the  best  of  our  ability.  It  is 
undoubtedly  true  in  my  recoEection  that  they  did  have  an 
effect  on  the  overaE  levd  of  the  banks’  advances  in 
Scotland. 

4973.  If  these  directives  had  been  removed  would  it 
have  had  a substantial  effect  on  your  total  advances? 
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It  is  conceivable  that  it  might,  though  it  would  be  truer 
to  say  6hat  the  demmd  for  credit  seemed  to  accelerate 
about  the  year  1955  to  a degree  which  possibly  might  not 
have  existed  in  the  years  prior  to  that. 

4974.  Is  there  any  period  in  the  last  ten  years  when 
in  your  judgment  advances  were  not  seriously  limited  by 

Government  directives? ^There  is  no  such  period  in 

my  recollection  of  recent  years.  This  goes  back  to  1940 
when  the  directives  on  lending  firsrt.  came  into  being. 
Throughout  the  war  years  the  demand  for  acooimnodation 
was  small,  the  Government  having  taken  over  in  very 
large  degree  the  financing  of  industry. 

4975.  Would  you  like  to  venture  a judgment  as  to  how 
serious  restriction  was  in  the  period  brfore  1955,  and 
what  proportion  of  additional  advances  might  have  been 

made? Mr.  Watson : I would  find  tihat  very  difficult 

at  this  stage.  Thinking  back,  I can  remember  certain 
advances  which  were  sought  that  had  to  be  declined. 
Just  what  they  would  amount  to  in  terms  of  percentage 
of  actual  advances  I find  it  almost  impossible  to  estimate, 
it  might  be  5,  10,  or  15  per  cent.  ; something  of  that 
order,  but  it  is  very  difficult  to  answer  positively. — Mr. 
Anderson:  If  we  eliminate  advances  for  speculative 
purposes  (which  were  decreed  to  be  improper  &om  1940 
onwards,  and  which  the  banks  would  largely  agree  should 
not,  particularly  under  present  canditions,  be  granted),  I 
ith.iiik  that  .there  was  a pent  up  demand  from  about  1946 
•until  1955,  during  which  time  we  had  directives  not  only 
ithat  certain  classes  of  advances  were  not  to  be  given, 
•but  also  that  other  classes  were  to  be  encouraged : 
e.g.  defence  expenditure,  exports,  agriculture,  and  so  on. 
In  .the  case  of  my  own  baifi:,  between  1947  and  1955,  I 
would  say  that  there  would  have  been  a very  material 
increase  in  advances  above  the  level  which  we  eventually 
readied,  had  it  not  been  for  'the  restrictive  effect  of  these 
directives.  I would  put  it  somewhat  higher  than,  my  col- 
league does. 

4976.  Since  the  rise  in  the  Bank  Rate  last  September 
have  you  experienced  any  marked  falling  off  in  the 

demand  for  bank  credit? ^Yes;  we  have  experienced 

a marked  failing  off  in  the  demand  for  bank  credit  from 
some  kinds  of  customers  from  the  lime  that  the  Bank 
.Rate  was  raised  to  7 per  cent  It  had  an  immediate 
effect.  Since  then  it  is  difficult  to  disentangle  the  effect 
of  the  rise  in  the  rate  from  the  effect  of  the  changing 
economic  olimate. 

4977.  Chairman:  What  kind  of  customers? People 

engaged  in  shipbinlding  and  heavy  industry  still  have 
long-term  order  boc^,  and  their  demands  are  certainly  not 
diminishing,  but  are  inclined  to  go  the  other  way.  But 
the  ;great  majority  of  mercbante  immediately  took  steps 
to  cut  their  stocks  ; ithey  felt  that  they  were  now  paying 
too  high  a rate  of  interest  for  the  carrying  of  these  stocks. 
That  feeling  has  been  reinforced  by  the  subsequent  feeling 
that  prices  are  more  likely  to  go  down  than  to  go  up. 

4978.  Would  the  distinction  between  the  classes  be 
those  whose  business  is  capable  of  rapid  oootraction  as 
opposed  .to  those  who  can  only  gradually  adjust  flieir  level 

of  activity? 'To  some  extent,  although  in  one  or  two 

special  instances  I know  of  people  who  had  plans  on  hand 
for  capital  eoopenditime  and  who  have  changed  their  plans, 
partly  as  a result  of  the  increase  dn  the  borrowing  rates, 
and  partly  as  a result  of  other  considerations.  But  people 
holding  stocks  of  raw  material  can  fairly  rapidly  run  these 
down,  and  that  has  been  done  to  some  extent,  where  they 
can  be  sure  of  replacements  as  required. 

4979.  Sir  John  Woods:  Would  it  be  too  much  to  say 

that  by  and  large  the  first  most  noticeable  effect  is  on 
stockholders? ^Yes,  I would  say  that  that  is  true. 

4980.  Professor  Sayers:  Stockholding  by  industrial  con- 
cerns, and  not  merely  by  merchants? 'More  on  the 

part  of  the  merchants  than  on  the  part  of  the  industrial 
concerns  ; it  takes  a little  longer  for  an  industrial  concem 
to  work  its  stocks  down  than  for  a merchant  with  a quick 
turnover. 

4981.  The  impact  you  saw  on  the  demand  for  bank 
credit  to  hold  stocks  was  mainly  mi  the  merchant  sdde? 

Mainly  on  the  merchant  side,  and  also  to  some  extent 

on  the  relic  of  the  personal  advances  made  many  years 
ago.  It  had  suited  many  such  customers  to  continue  to 
take  advantage  of  the  families  placed  at  their  dispossd  by 
the  banks,  and  since  probably  reduced  in  amount,  but  not 
entirdy  repaid ; .but  the  increase  in  Bank  Rate  and  the 
corresponding  increase  in  advance  rates  was  sufficdemt  in 
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some  cases  to  make  these  people  say : “ We  do  not  want 
to  borrow  any  longer  from  the  bank  at  8^  per  cent,  when 
we  only  get  a 6 per  cent,  return  on  our  investments. 

4982.  Did  that  extend  to  wholesalers  handling  mainly 

goods  going  into  the  retail  'trade  as  well  as  merchants  in 
raw  materials? •!  would  say  it  applied  equally  to  both. 

4983.  This  is  a matter  of  your  personal  experience? 

Mr.  Anderson:  It  must  be.  I can  only  speak  on  this 
subject  from  my  personal  experience,  and  etpeiience  may, 
and  frequently  will,  vary  frcan  bank  to  bank. — Mr. 
Watson:  I agree  broadly  wi^  Mr.  Anderson  on  the 
subject  of  the  running  down  of  stocks  by  merchants. 
There  must  be  a question  mark  abo'Ut  that,  as  to  whether 
it  is  wholly  due  to  a higher  rate  o^f  interest,  or  whelher, 
as  this  period  has  coinoided  with  some  fall  in  the  general 
level  of  commodity  prices,  some  downward  trend  was 
likely  to  continue.  From  my  experience  I have  seen  that, 

I have  also  seen  no  real  falling  off  in  the  demand  from 
the  retail  end  of  industry,  and  new  requests  coming  for- 
ward with,  in  certain  cases,  C.I.C.  consents  for  bank 
bcarowing,  which  as  a rare  thing.  Those  generally  fully 
replace,  if  not  more  than  replace,  any  relief  generated 
by  the  ruiminig  down  of  stocl^.  That  makes  the  control 
of  the  overall  lewel  of  advances  very  difficult ; without 
having  to  control  advances  to  the  average  level  of  last 
year  one  would  have  expected  to  see  the  level  increase 
somewhat. 

4984.  Mr.  Woodcock : Coaild  you  sum  up  whether  the 

effect  that  has  been  achieved  was  the  result  of  the  Bank 
Rate  or  of  the  other  factors  including  the  limitatdciiQ  on 
advances? 1 would  say  a combination  of  both. 

4985.  Not  any  one? Mr.  Watson:  No. — Mr. 

Anderson : I would  agree. 

4986.  Sir  John  Woods:  In  your  judgment  Bank  Rate 
at  7 per  cent,  'by  itself  would  not  have  held  advances 
dO'Wn  ; the  ■other  measures  were  necessary  in  conjimction? 

Mr.  Watson:  That  is  my  view. — Mr.  Anderson: 

Some  other  measures  were  certainly  necessary. 

4987.  Professor  Sayers:  So  far  as  you  ascribe  results 
to  the  change  in  Bank  Rate,  do  you  think  those  results 
depended  dn  an  important  measure  on  the  fact  that  Bank 

Rate  jumped  by  as  much  as  2 per  cent.? Mr.  Watson: 

The  impact  o-f  that  had  some  psydhologdcal  effect  on 
ceT'tam  dasses  of  borrowers. 

4988.  If  it  had  been  a jump  of  2 per  cent,  at  a much 
lower  range,  say  from^  3 per  cent,  to  5 per  cent.,  would 
it  have  affected  people  as  much,  or  was  there  an  important 
advantage  from  the  point  of  view  of  the  authorities  in  the 
fact  that  the  rate  had  reached  an.  altogether  higher  level, 
and  that  it  was  now  going  from  5 per  cent,  to  7 per  cent., 

and  not  from  3 per  cent,  to  5 per  cent.? Mr.  Watson: 

I would  say  that  the  fact  that  ik  was  an  actual  rate  of 
7 per  cent,  had  a beaiiog  on  its  effect,  and  that  a jump 
from  3 -per  cent,  to  5 per  cent,  would  not  have  had  the 
same  result. — Mr.  Anderson:  This  question  is  related  to 
the  higher  taxation  ruling  at  the  present  time.  A jump 
from  3 per  cent,  to  5 per  cent,  with  taxation  at  its  present 
level  does  not  hurt  nearly  so  much  as  a jump  from  5 per 
cent,  to  7 per  cent. ; and  even  7 per  cent  does  not  hit 
people  quite  so  hard  as  it  did  in  the  days  when  taxation 
was  much  lotwr. 

4989.  Chairman:  You  have  referred  to  the  virtual 

elimination  of  advances  for  ^eculative  purposes,  from 
which  I get  the  impression  that  they  -vrere  quite  a con- 
siderable element  of  bank  advances  before  1939? 

Mr.  Watson : Yes. 

4990.  Was  one  not  covered  by  the  Stock  Exchange 

ccMiditions  on  holding  speculative  accounts? ^Yes,  on 

stocks. 

4991.  Mr.  Woodcock:  These  would  always  have  to  be 

secured? a customer  wanted  to  put  £10,000  into  a 

certain  security  with  .the  'help  of  a bank  advance  ^ £8,000, 
we  could  put  it  up  against  the  shares  purchas^.  That 
sort  of  itransaotion  has  virtually  been  non-existent  since 
the  days  of  1939. 

4992.  Professor  Sayers:  Do  you  mean  stocks  in  the 
sense  of  paper  securities  or  in  the  sense  of  commodities? 
In  the  sense  of  paper  securities. 

4993.  Chairman:  Is  there  no  money  left  on  the  market 
itself,  in  the  hands  of  brokers,  as  far  as  the  banks  are 

concerned? Mr.  Watson:  Virtually  none  in  my 

experience. — Mr.  Anderson:  There  was  a marked  change 
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in  1929  in  respect  of  this  practice.  Even  between  1920 
and  1929  there  was  not  so  much  of  this  advance  business 
for  speculative  purposes  as  there  had  been  prior  to  1914, 
and  everything  was  tending  to  make  it  a little  more  diffi- 
cult for  people  to  risk  operating  on  borrowed  money  in 
the  Stock  Exchange.  From  1929  until  the  outbreak  of 
the  last  war  the  level  of  such  operations  was  very  much 
lower  than  it  bad  been  previously;  and  then  in  1940 
came  the  prohibition  from  the  Treasury.  That  imme- 
diately had  the  effect  of  reducing  such  accommodation 
still  further.  No  fresh  advances  have  been  granted  for 
this  purpose  since  1940.  That  goes  not  only  for  stocks 
and  shares,  but  also  for  stocks  of  commodities  outwilh 
what  is  regarded  as  reasonable  to  the  particular  business 
concerned. 

4994.  Professor  Sayers:  You  would  advance  to  enable 
a man  to  hold  stocks  if  this  was  in  the  ordinary  course 

of  his  business? ^Yes.  It  varies  from  trade  to  trade.  A 

manufacturer  who  requires  to  hold  three  months’  stocks 
could  borrow  for  that,  but  we  should  not  allow  him  to 
take  up  nine  months’  stocks  on  borrowed  money,  simply 
because  he  thought  he  would  speculate ; whereas  before 
1914  we  probably  should  have,  if  he  was  a credit-worthy 
borrower. 

4995.  Did  you  finance  any  appreciable  additions  to 
stocks  in  the  Korean  episode  for  people  who  thought  that 

raw  material  prices  were  going  up? ^No,  because  we 

were  under  the  directions  from  the  Treasury  that  we 
should  not  do  so.  In  any  event  we  should  not  have  been 
keen  to  do  it. 

4996.  Professor  Cairncross:  In  1951  advances  did  rise 

pretty  steeply? ^Yes,  but  there  were  other  reasons  for 

the  rise  at  that  time. 

4997.  Chairman:  You  would  not  doubt  that  in  that 
period  there  were,  by  one  means  or  another,  considerable 

additions  to  stocks? Mr.  Anderson:  There  may  have 

been,  but  it  was  not,  so  far  as  the  Scottish  banks  were 
concerned,  on  borrowed  money.  We  have  always  taken 
these  directives  very  .seriously  in  Scotland ; as  1 have  no 
doubt  they  do  in  England,  but  I can  only  speak  of 
Scotland.— Mr.  Watson:  If  we  were  aware  that  finance 
was  required  specifically  for  this  purpose  it  would 
undoubtedly  not  have  been  given. 

4998  Sir  Reginald  Verdon  Smith:  How  far  can 
merchants  be  planning  for  a situation,  arising  after  19th 
September,  in  which  they  reduce  stock  levels  and  pro 

tanto  their  borrowing  costs? It  is  perfectly  normal  in 

industry  to  find  a company  that  requires  to  buy  raw 
materials  holding  a stock  of  three  to  six  months’  require- 
ments. or  covering  itself  for  that ; but  it  is  equally  possible 
to  find  that,  when  they  think  the  price  is  going  to  fall,  they 
run  down  stocks  a bit,  and  then  buy  when  they  are  near 
exhausting  their  stocks. 

4999.  I was  tbinking  more  particularly  of  merchants’ 

stocks  rather  than  of  industrial  stocks  held  by  the  manu- 
facturer?  1 tbink  the  same  argument  applies,  possibly 

in  a modified  degree. 

5000.  Chairman:  If  more  money  is  required  in  a peri^ 
by  industry  for  expanding  requirements,  is  it  possible  for 
the  hanks  to  ensure  that  it  does  not  go  in  fact  into  a 

larger  stocking  up  programme? Mr.  Watson:  It  is 

very  difficult  for  the  banks  to  be  entirely  sure  of  that. 
A company  may  use  a grant  of  credit  in  various  different 
directions,  and  the  bank  really  cannot  direct  which  way 
it  is  to  be  used. — Mr.  Anderson : If  a customer  who 
had  no  bank  overdraft  came  along,  because  of  rising 
prices  perhaps,  saying  that  he  might  require  to  overdraw 
£40,000  for  this  purpose,  and  if  the  industry  was  an 
important  one  in  the  national  interest,  we  should  have 
no  hesitation  in  giving  the  accommodation  ; but  we  should 
be  very  careful  to  see  that  when  the  need  had  passed, 
if  it  did  pass,  the  accommodation  was  repaid,  or  that 
there  was  no  question  of  further  advances  being  given 
ostensibly  for  this  purpose  and  yet  put  to  other  uses. 

5001.  Mr.  Woodcock:  You  say  in  the  answer  to  ques- 
tion 1 (c) ; “ The  banks  themselves  must  always  pay  due 
heed  to  the  economic  barometer  in  tendering  advice  ’. 
How  do  you  form  a view  of  the  economic  barometer? 

V/hat  is  the  barometer  from  your  point  of  view? Mr. 

Watson:  It  is  some  assessment  of  the  probable  course 
of  economic  activity  based  on  a general  knowledge  of 
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business  activity  at  the  time,  on  commodity  price  levels 
and  so  on. 

5002.  What  is  your  machinery  for  forming  this  view? 

It  emerges,  in  my  experience,  from  constant  contact 

and  discussion  with  directors  and  with  chief  executives. 

5003.  You  do  not  maintain  special  staff? ^Not  for  -this 

purpose  at  present. 

5004.  How  do  you  transmit  this  view  .to  your  branch 
managers  who  have  to  opiate  it  eventolly?— ; — We  keep 
our  branch  managers  in  view  on  this  question  by  fre- 
quent contact  with  them. 

5005.  By  personal  contact? Mr.  Watson:  Yes, 

indeed.— Mr.  Anderson:  Next  Thursday,  for  instance.  I 
am  having  a meeting  with  our  branch  managers  in  the 
Edinburgh  area ; I shall  have  something  ,to  say  to  them 
and  I shall  then  throw  the  meeting  open  for  discussion, 
and  I will  try  to  the  best  of  my  ability  to  answer  all  the 
questions. 

5006.  What  preparation  will  you  make  for  .that  meeting 

yourself? M Mr.  Watson  has  indicated,  we  have  wide 

contacts  with  industry  in  Scotland ; we  are  continually 
discussing  ffiese  matters  with  our  directors  and  the  heads 
of  industry  ; we  read  widely  in  financial  and  other  publi- 
cations ; and  so  we  come  to  so-me  idea  of  what  we  think 
the  economic  trend  is  likely  to  be  over  a short  or  long 
period  ahead  according  to  circumstances. 

5007  You  do  not  employ  specialists  to  do  this  for  you? 
^No. 

5008.  Sir  Reginald  Verdon  Smith:  You  say  that  the 
banks  “ can  and  do  apply  brakes  to  over-optimism  on  the 
part  of  the  would-be  borrowers  ”,  and  then  you  go  on  to 
say  that  your  resources  have  always  been  ample  to  meet 
demands.  Would  you  regard  it  as  possible  that  there 
might  be  a situation  in  which  banks  apply  an  accelerator 
to  over-pessimism  on  the  part  of  unwilling  borrowers? 
Would  you  see  a situation  in  which  banks  would  be 

aggresavely  anxious  for  business? Mr.  Watson : It 

is  difficult  to  visualise  such  a situation.  The  potential 
borrower  must  have  some  belief  in  his  project  that  requires 
financing  before  he  comes  to  you,  and  eviai  if  it  were  to  be 
considered  the  banker’s  duty  to  mject  that  belief  if  it  is 
lacking,  he  does  not  have  the  knowledge  or  sufficient 
information  with  which  to  do  it.  If  it  is  lacking  it  must 
be  lacking  for  reasons  which  the  borrower  thicks  are 
good,  and  we  are  inclined  to  leave  it  at  that. 

5009.  We  are  looking  at  a situation  of  excess  demand 
and  inflation  at  the  present  time  ; but  that  is  not  necessarily 
the  only  picture  to  have  in  mind  ; and  .there  are,  of  course, 
advances  on  .the  part  of  bankers  in  some  parts  of  the  world 
who  are  aggressively  anxious  to  encourage  people  to 

engage  in  new  ventures? If  a bank,  by  following  such  a 

policy,  encourages  a customer  so  ito  expand  his  business 
that  eventually  he  fails  and  loses  his  money,  it  is  not  a 
very  desirable  outcome ; whereas  if  the  customer  himself 
assesses  the  position,  then  responsibility  is  his  so  far  as 
expansion  or  lack  of  expansion  is  concerned. 

5010.  Professor  Cairncross:  What  has  your  experience 
been  of  bad  debts?  Do  you  find  a proportion  of  bad 

debts  incurred  from  year  to  year? ^Tliere  is  a constant 

elanent  of  bad  debts,  which  varies  from  year  to  year  in 
amount.  The  d^ee  of  bad  debts  in  relation  to  total 
advances,  in  my  own  experience,  is  fortunately  small ; but 
within  that  small  degree  the  actual  amount  can  vary  quite 
sharply  from  year  .to  year.  Some  years  it  may  be  that 
nothing  happens  at  all  in  the  way  of  new  bad  debts,  and 
recoveries  exceed  what  has  gone ; in  other  years,  it  is  the 
other  way. 

5011.  It  would  be  well  below  one  per  cent,  of  your 

liabilities? ^Yes. 

5012.  Is  it  substantially  below  what  it  was  before  the 

war? Mr.  Watson:  Measured  as  a percentage  of  total 

liabilities,  yes. — Mr.  Anderson:  It  varies  so  much  fresn 
period  to  period.  In  the  early  twenties  the  bad  debt 
experience  was  low ; by  the  early  thirties  it  was  high. 
Immediately  after  the  war  it  was  again  Ihigh,  because 
banks  were  asked  during  -the  war  to  give  facilities  to 
industry  irrespective  of  the  actual  credit-worthiness  of  the 
borrower:  if  a man  was  engaged  in  very  important  war 
work  we  were  asked  to  support  him.  We  burned  our 
fingers  very  badly  as  a result  of  that  condition  in  some 
instances.  Over  the  past  seven  or  eight  years  the  incidence 
of  bad  debts  has  been  relatively  light,  but  we  have  quite 
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a large  number  each  year.  It  is  the  practice  of  all  the 
banks  in  Scotland  to  provide  for  bad  debts  each  year,  and 
the  provision  is  made  on  a liberal  basis  to  take  care  of 
any  possible  loss.  It  is  an  invariable  experience  that  there 
are  recoveries  of  some  of  these  debts,  and  these  recoveries 
may  in  certain  years  be  sufficient  to  offset  the  new  bad 
debts  which  have  emerged. 

5013.  I take  at  from  what  you  say  you  would  not  expect 

to  have  more  than  one  bad  debt  in  one  hundred  loans 
you  make? Mr.  Watson : I think  that  is  a fair  assess- 

ment. 

5014.  Mr.  Woodcock-.  I take  it  that  this  brake  you  say 
you  apply  to  over-optimistic  borrowers  is  a refusal  to 

grant  .file  advance? ^Yes  ; or  we  restrict  the  advance  to 

a lower  sum  ithan  requested. 

5015.  You  do  not  vary  the  rates  of  interest? ^This 

may  not  be  universal  practice,  but  in  some  banks  it  is 
customary  to  charge  a half  per  cent,  over  the  minimum 
rate  where  -there  is  a little  doubt  as  to  the  safety  of  the 
advance.  It  is  not  more  than  a half  per  cent,  in  any 
case. 

5016.  I would  have  thought,  in  the  light  of  what  you 
said  this  morning  about  the  desire  of  the  banks  to  compete, 
that  there  would  have  been  much  greater  flexibility  of  the 
rates  and  competing  with  rates,  and  that  it  would  not  just 
be  a question  as  to  whether  you  could  impose  a half 
per  cent,  penalty,  but  that  competition  would  take  you  to 
a point  at  which  different  baiflcs  would  vary  rates  quite 

considerably? Mr.  Watson:  Where  the  bank  sees  very 

heavy  over-drawing  on  the  part  of  a borrower,  the  bank 
would  deem  it  its  duty,  quite  apart  from  the  present 
restrictions,  to  restrict  the  amount  of  borrowed  money 
that  that  man  should  have,  because  of  the  risk_  that  he 
might  bankrupt  himself ; no  rate  of  interest  is  really 
going  to  be  an  effective  barrier  to  that  unless  it  is  absurdly 
high. 

5017.  No.  but  in  the  lower  ranges  you  could  compete 

for  business  by  a lower  rate  perhaps? ^Within  a half 

per  cent,  there  is  not  so  much  in  it. 

5018.  Professor  Cairncross:  Do  you  not  find  some  of 
your  larger  clients  are  beginning  to  go  to  the  English 
banks  to  get  bank  credit  there,  when  their  rates  are  sli^tly 

lower  than  yours? Mr.  Watson:  There  is  not  any 

marked  trend  in  that  direction.  Some  of  our  larger 
customers  have  been  bonowers  at  our  London  offices  for 
many  years,  and  get  file  benefit  of  lower  borrowing  rates 
from  our  own  London  offices. — Mr.  Anderson:  It  may 
be  in  some  cases  that  they  are  borrowing  in  London  on 
terms  on  which  they  could  not  borrow  elsewhere  in 
London.  In  England  the  “blue  chip”  rate  is  applicable 
only  to  the  very  large  companies,  whereas  it  is  possible 
that  some  of  the  Scottish  borrowers  at  our  London  offices 
are  getting  the  “ blue  chip  ” rate,  although  they  are  not 
strictly  speaking  entitled  to  it  by  English  standards. 

5019.  You  make  no  discrimination  in  Scotland  between 
the  large  borrower  and  the  small  in  the  rate  charged? 
^No. 

5020.  Your  discrimination  is  by  security? Mr. 

Anderson : It  is  by  security.— Mr.  Watson : It  is  possible 
that  a large  borrower  might  get  an  unsecured  advance 
in  Scotland  at  the  cash  account  rate ; .that  is  not  unknown. 
The  banks  recognise  that  .there  is  discretion  to  each  bank 
to  do  that  should  it  wish  to  do  so. 

5021.  Professor  Sayers:  But  not  to  go  below  that  rate? 
^Not  to  go  below  that  rate. 

5022.  You  will  be  aware  that  there  is  a convention  in 
English  banking  nowadays  that  the  liquid  assets  ratio 
shall  not  fall  appreciably  below  30  per  cent.,  and  some 
official  notice  has  been  taken  of  that.  Is  there  anything 

corresponding  in  Scottish  banking? ^We  are  aware  of 

this  conventional  30  per  cent,  liquidity  ratio,  and  we  have 
it  in  mind ; but  it  is  not  a fixed  and  firm  regulation.  It 
is  only  conventional  as  it  exists,  even  in  England  at  the 
present  time. 

5023.  Chairman:  Whether  it  is  stricfly  called  a con- 
vention or  not  it  is  effectively  recognised  by  the  English 

banks  by  arrangement  with  the  Bank  of  England? 

Mr.  Watson : Yes.— Mr.  Anderson : That  is  of  very  recent 
origin  It  started  as  what  I might  describe  as  a journalistic 
fetish  in  the  City.  So  far  as  the  Scottish  banks  are  con- 
cerned -we  have  always  regarded  the  liquidity  ratio  as  a 
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iMatter  entirely  for  ourselves.  For  instance,  in  the  twenties 
the  liquidity  ratio  was  as  low  as  20  per  cent,  in  Scotland. 

5024.  Professor  Cairncross:  And  in  the  thirties,  too? 

^Ii  may  have  been.  In  recent  years  we  have  seen  fit 

to  step  up  our  liquidity  ratios,  partly  perhaps  out  of  regard 
for  this  convention  in  the  City;  but  even  today  we  do 
not  regard  it  as  absolutely  essential  in  all  circumstances 
to  maintain  a liquidity  ratio  of  30  per  cent.  It  may  go 
up  to  35  per  cent.,  or,  as  in  the  case  of  one  hank,  to  40 
per  cent. ; but  in  other  cases  it  runs  down  at  certain 
periods  of  the  year  to  26  or  27  per  cent. 

5025.  These  percentages  include  all  the  cash,  including 

the  cash  held  as  reserve  for  the  note  issue? ^As  cover 

for  the  particular  bank’s  note  issue, 

5026.  Since  the  liquid  liabilities  have  been  rising  in 
relation  to  deposit  liabilities,  your  cash  has  inevitably  been 

rising  as  a proportion  of  yom  deposits? And  that 

has  enabled  us,  practically  forced  us,  to  show  a higher 
liquidity  ratio. 

5027  Professor  Sayers : During  the  last  three  years  the 
Governor  of  the  Bank  of  England  has  drawn  the  attention 
of  the  London  clearing  banks  to  this  30  per  cent.,  con- 
vention. Did  he  at  the  same  time,  or  at  some  other  time, 

communicate  on  the  subject  with  the  Scottish  banks? 

Mr.  Watson:  No. 

5028  Mr  Woodcock : You  said  this  morning  that  you 
would  prefer  to  be  subject  to  the  “ conventional ’’  squeeM 
on  your  liquidity ; if  you  have  this  enormous  flexibility  m 
Scotland,  is  that  likely  to  be  very  effective? — -What  we 
had  in  mind  was  a combination  of  op^  market  opera- 
tions and  interest  rates,  and  if  necessary  for  a short  time 
a directive  on  the  type  of  advance. 

5029.  Would  there  not  have  to  be  a directive,  if  you 
operate  with  a variation  as  large  as  between  20  and  40 

per  cent.? It  has  on  occasion  risen  very  high;  but 

lin  the  case  of  my  bank  on  the  last  balance  sheet  the 
liquidity  ratio  was  37  per  cent.,  including  the  cash  held 
against  notes  of  issue.  Eliminating  that,  and  eliminating 
(the  notes,  it  was  just  under  29  per  cent. 

5030.  Chairman : What  date  is  that? 28th  February, 

1957. 

5031.  Mr.  Woodcock:  Would  you  have  been  worried 

if  at  that  date  it  had  been  20  per  cent.? Yes. 

5032.  Professor  Sayers:  At  what  rate  would  you  have 
(become  worried  as  it  went  down  from  29  to  20  per 

seat.? Mr.  Watson:  Anything  under  26  per  cent. 

would  be  beginning  to  be  on  the  low  side. — Mr. 
Anderson:  In  Mr.  Watson’s  case  26  per  cent,  at,  say, 
August  or  September  would  be  not  too  low ; but  in 
February  it  would  be  definitely  too  low,  because  we  are 
then  still  in  the  middle  of  the  taxation  run-down.— Mr. 
Watson : This  liquidity  ratio  fluctuates  in  Scotland  quite 
markedly  throu^out  the  course  of  a ^anoial  year ; 
at  certain  periods  of  'the  year  it  may  be  high  for  various 
anticipated  and  good  reasons,  and  at  others  it  may  be 
a little  bit  below.  We  regard  this  ratio  as  possibly  a 
desirable  level  of  liquidity,  but  one  which  is_  designed  to 
take  up  the  slack  from  time  to  time,  and  again  to  receive 
the  overflow,  as  it  were,  not  as  a fixed  and  positive  sacro- 
sanct figure  at  ail  times. 

5033.  It  is  a figure  which  would  have  a fairly  effective 

minimum  on  purely  banking  grounds? Yes. 

5034.  Professor  Cairncross  \ Would  uot  the  situation 

be  very  different  in  Scotland  from  what  it  would  be  in 
England?  You  do  not  have  the  same  call  money  because 
you  can  keep  your  own  cash  in  the  tiU? ^Yes. 

5035.  And  the  seasonal  fluctuations  would  be  different, 

because  there  would  be  fluctuations  in  the  note  issue 
affecting  the  cash  reserves  as  well  as  the  fluctuations  in 
the  fiscal  receipts  and  payments? ^Yes. 

5036.  So  the  incidence  and  the  magnitude  of  the  fluc- 

tuatio'ns  is  different  through  the  year? Mr.  Watson : 

Yes.~Mr.  Anderson:  Speaking  generally,  the  level  of  the 
note  circulation  is  low  at  the  time  when  demand  for  with- 
drawal of  deposits  is  high. 

5037.  Sir  Reginald  Verdon  Smith:  Does  that  mean, 
going  back  to  the  answer  to  question  1 (c)  in  ihe  paper, 
•that  the  liquid  assets  ratio  is  not  in  fact,  although  it 
could  be,  by  itself  the  major  factor,  or  a major  factor 
by  which  you  determine  things,  but  is  the  result  of  a 
number  of  other  considerations  which  you  place  first? 
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Mr.  Watson:  Tiie  liquidity  ratio  is  not  itself  a 

determining  factor  at  a fixed  figure,  but  the  need  to  main- 
tain the  liquidity  position  is  always  present,  and  must  be 
observed.  We  regard  it  as  capable  of  flexibility  from 
time  to  time,  and  when  we  think  there  are  good  reasons 
to  expect  that  any  reduction  of  this  liquidity  ratio  will 
soon  be  put  right  we  let  it  run.  But  we  have  in  view 
the  figure  that  I mentioned,  something  like  26  per  cent., 
as  the  point  at  which  something  has  to  be  done  about  it. 

5038.  Professor  Cairncross:  It  may  be  important  to  see 
how  one  part  of  the  country  stands  in  relation  to  advances 
alone ; is  not  the  ratio  of  advances  to  deposits  rather 
lower  in  Scotland  than  it  is  in  the  rest  of  the  country? 

Has  not  this  always  been  true? Not  perhaps  before 

1914.  It  is  regrettable  that  the  demand  for  credit  in 
Scotland  does  not  seem  to  have  caught  up  with  the 
acknowledged  increase  in  deposits  to  the  same  extent  as 
it  has  in  England,  but  it  is  a fact. 

5039.  Chairman:  You  say  in  the  answer  to  question 
1 (d)  that  “ the  power  to  replenish  liquid  assets  is  a 
material  consideration  and,  so  far  as  possible,  portfolios, 
are  arranged  to  provide  a regular  succession  of  maturities, 
variations  in  holdings  being  made  to  secure  this 
objective.”  Is  there  any  difficulty  in  the  present  set-up, 
beginning  with  the  Treasury  Bill,  and  going  on  to  short 
bonds  and  maturities  throughout  most  years  ahead  of  us, 

in  arranging  that  regular  succession? ^There  should  be 

no  difficulty  at  the  present  time.  The  opportunity  to  re- 
arrange portfolios  since  the  war  has  now  been  taken  by 
most  of  the  Scottish  banks.  They  emerged  from  the  war 
period  with  rather  big  portfolios  in  some  cases. 

5040.  Sir  John  Woods:  You  say  that  there  has  been 
a general  tendency  to  invest  in  shorter-dated  stocks. 
Taking  that  in  conjunction  with  what  was  said  this  morn- 
ing I have  the  impression  that  in  all  probability  the 
Scottish  banks  have  been  in  longer  stocks  to  a 

greater  extent  than  the  English  banks? Mr.  Watson: 

That  certainly  was  true.— Mr.  Anderson:  I do  not  know 
whether  I would  say  “ much  ” ; but  to  a greater  extent,  yes. 

5041.  That  would  mean  that  you  have  not  as  big  a 

cushion  of  near-liquidity  as  the  English  banks  have? 

Mr.  Watson : That  is  possibly  true,  but  it  does  not  neces- 
sarily follow  from  your  question  ; it  might  be  possible 
that  we  have  longer  da*ed  securities  in  our  portfolios, 
but  that  we  still  have  relatively  as  much  in  the  way  of 
short-term  securities  avaUable.— Mr.  Anderson:  I would 
doubt  whether  on  the  average  the  Scottish  banks  have 
as  large  a proportion  of  their  investments  in  the  five- 
year  bracket  as  the  English  banks  have ; but  it  is  guess- 
work on  my  part  as  to  what  the  English  banks  have,  and 
as  to  what  the  competitor  banks  in  ^lland  have. 

5042.  Professor  Cairncross:  Do  you  not  think  that  it 
would  be  useful  if  figures  for  the  distribution  of  your 
investments  by  maturities  were  available  to  the  public? 
I do  not  suggest  that  each  individual  bank  should  disclose 
figures  of  that  Mnd,  but  rather  that  it  might  be  useful 
from  the  point  of  view  of  general  monetary  policy  if 
figures  were  published  that  showed  for  the  aggregate  of 
the  banks  bow  their  investments  were  distributed  between 

different  maturities? ^This  question  rather  takes  me  by 

surprise.  If  we  were  giving  this  information  in  global 
form  for  the  Scottish  banks  as  a whole,  and  if  from  that 
information  it  appeared  in  a certain  month  that  the  Scot- 
tish banks  were  going  longer  in  investments,  what  reaction 
would  the  public  have  to  that  announcement? 

5043.  Chairman:  Let  us  for  the  moment  leave  the 
public  out.  Suppose  that  you  were  a monetary  authority 
and  concerned  to  operate  a monetary  policy  on  behalf 
of  the  Government ; would  not  the  availability  of  the 

figures  on  this  question  be  important  to  you? Mr. 

Watson : It  might  quite  well  be  important,  and  the  Scot- 
tish banks  would  probably  be  willing  to  give  this  informa- 
tion, if  it  were  known  that  it  was  not  for  public  dissemin- 
ation. 

5044.  If  it  were  important  for  the  purposes  of  imple- 
menting monetary  policy,  and  I can  see  a reason  for 
saying  that  inevitably  it  would  be  of  some  importance, 
would  it  not  be  desirable  that  the  people  who  have  to 
operate  'the  monetary  policy  should  have  the  assistance  of 
public  knowledge  of  what  they  are  doing  and  public  dis- 
cussion of  the  measures  they  have  taken?  You  need  not 
answer  fiiat ; it  is  a purely  policy  question.  But  that  is  file 


basis  of  what  we  are  asking  you. — ^ — ^If  you  wish  me  to 
comment  on  the  question,  it  is  obviously  stateable ; but  is  it 
not  equally  true  that  hitherto  monetary  policy  has  been 
decided  and  framed  by  the  authorities  without  the 
knowledge  of  the  public  as  to  what  factors  they  take  into 
account  in  doing  so? 

5045.  Mr.  Woodcock:  Our  problem  is  whether  they 

have  done  it  well  or  not? Some  public  comment  on 

these  figures  might  be  misleading,  and  might  be  unhelp^l 
rather  than  helpful. 

5046.  Professor  Cairncross:  The  same  is  true  of  a great 

many  other  statistics  that  are  published  ; the  gold  reserves, 
for  instance. — Chairman : What  do  you  mean  by 

“unhelpful”? One  sometimes  wonders  whether  the 

intimation  that  the  gold  reserves  of  the  country  are  so 
much  every  month  is  a good  thing  for  the  country  to 
know.  It  seems  as  if  certain  opinions  are  formed  on  the 
basis  of  figures  which  are  similar  to  a photograph  of  a 
moving  train,  and  conclusions  are  drawn  that  have  the 
effect  of  exaggerating  subsequent  events. 

5047.  Sir  John  Woods:  Something  may  turn  on  what 
one  means  by  the  public.  There  is  a good  deal  of  in- 
formed, and  indeed  expert,  discussion  on  these  questions 
that  goes  on  in  public.  Is  it  not  a good  thing  that  people 
so  qualified  to  discuss  these  things  should  have  this  sort 
of  information,  because  they  will  go  on  discussing  it  even 
without  the  knowledge?— Pro/crror  Sayers : It  is  a 
question  whether  they  have  accurate  knowledge  or  in- 
accurate knowledge.  Is  it  not  in  the  interests  of  the  working 
of  the  system  that  the  knowledge  should  be  as  accurate 

as  possible? Mr.  Watson:  Most  decidedly. — Mr. 

Anderson : I hope  I am  not  going  off  at  a tangent  when 
I make  this  observation:  the  banks  are,  like  other  busi- 
ness concerns,  concerned  with  their  profit  and  loss  account. 
The  more  statistics  you  want  from  us  the  heavier  the  debits 
to  our  -profit  and  loss  account,  and  that  is  a matter  which 
as  business  men  we  must  take  into  account.  It  is  not 
that  we  are  unwilling  to  give  the  authorities  all  the  inform- 
ation that  they  need,  but  I doubt  whether  we  conceive  it 
as  our  duty  to  extend  befyond  that. 

5048.  Professor  Cairncross:  Do  you  at  any  time  inform 
the  Bank  of  England  what  your  maturity  distribution  is? 

Mr.  Anderson:  We  have  never  been  asked  for  that 

so  far  as  I am  aware.  We  were  asked  for  some  informa- 
tion recently,  but  I do  not  think  it  extended  so  far  as 
that. — Mr.  Watson : It  did  not  take  into  account  maturity 
dates.  Many  of  the  Chairmen  of  the  Scottish  banks 
make  intimation,  as  do  the  Chairmen  of  the  Enghsh  banks, 
in  a general  way  as  to  the  character  of  their  gilt  edged 
portfolios:  that  it  is  all  repayable  at  fixed  dates,  and  a 
certain,  proportion  within  so  many  years. 

5049.  It  is  rather  important  to  know  what  you  do  for 
your  purpose  on  this.  Do  you  have  a break  at  five  years? 
Do  you  distinguish  between  short  and  medium  twin 

bonds  for  your  purpose? Mr.  Watson:  Yes,  I can 

confirm  that ; and  each  bank  will  no  doubt  take  its  own 
way  after  that.  In  my  own  bank  we  go  from  five  to 
fifteen  as  the  next  category. — Mr.  Anderson : In  my  bank 
we  have  the  first  bracket  as  under  five  years,  the  next 
from  five  to  ten,  and  a third  from  ten  to  fifteen.  Any- 
thing over  fifteen  is  infinitesimal 

5050.  Professor  Sayers:  It  would  be  no  great  labour 

to  tell  the  Bank  of  feigland  what  .these  figures  are? 

Not  in  this  particular  respect.  When  I was  indicating 
the  costs  of  providing  statistics  I had  in  mind  requests 
varying  over  d much  wider  range. 

5051.  Mr.  Woodcock:  You  might  be  willing,  I under- 

stand, to  provide  some  information  to  the  Bank  of 
England  or  to  the  public  authoniities,  but  not  to  the  public 
generally.  But  it  would  not  cost  any  more  to  make  it 
public? ^There  is  this  trend  for  more  and  better  statis- 

tics. These  can  only  be  supplied  at  a cost  to  the  provider 
of  the  statistics.  Even  the  operation  of  the  credit  squeeze 
has  involved  the  banks  in  very  heavy  expenses ; it  takes 
twenty  times  the  lime  to  deal  with  an  application  for  an 
advance,  or  for  some  advances,  now  than  it  would  have 
done  before  the  war. 

5052.  Chairman : I think  we  appreciate  your  general 
point.  I do  not  know  what  charge  you  would  m^e 
against  the  Revenue  for  operating  Oie  P.A.Y.E.  system? 
^We  are  in  the  same  boat  with  other  people  in  regard 
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to  P.A.Y.E. ; perhaps  we  are  rather  more  vulnerable  on 
requests  for  statistics. 

5053.  Professor  Sayers:  On  the  last  paragraph  of  the 

answer  to  question  2,  given  the  disadvantages  of  the  pre- 
sent system  of  credit  squeeze,  have  the  Scottish  banks 
any  views  on  alternative  ways  in  which  bank  lending 
might  be  restricted,  df  the  authorities  decided  that  bank 
lending  should  be  restricted? Mr.  Watson:  We  recog- 

nise that,  if  at  any  stage  bank  lending  is  going  to  be  too 
high,  a directive  to  the  banks  as  prolably  the  most  effec- 
tive way  of  putting  a check  on  that.  But  in  order  that 
dt  should  be  fully  effective  we  consider  it  ^ould 
coupled,  as  on  this  last  occasion,  with  an  upward  move- 
ment in  interest  rates  and  proper  open  market  operations 
to  control  the  credit  base. 

5054.  Suppose  that  you  have  a situation  in  which  all 
the  banks  are  well  supplied,  not  only  with  liquid  assets 
that  they  consider  satisfy  their  present  liquidity  require- 
ments, but  also  with  such  a volume  of  Government  securi- 
ties that  are  getting  near  to  maturity  within  two,  three 
or  four  ye^,  that  even  very  big  open  market  sies  by 
the  _ authorities  still  leave  the  banks  with  a sufficient 
liquiffity;  if  that  is  the  situation  what  means  do  you 
consider  should  be  adopted  to  enable  the  authorities  to 

force  credit  restriction  quickly? ^It  would  have,  as  we 

see  it,  to  be  by  direct  request  in  .the  form  of  a directive. 

5055.  You  would  rather  have  a diieot  request  of  the 
present  kind  than  a system  like  the  Austrian  system,  for 
instance,  whereby  liquidity  is  absorbed  directly  by  the 

central  bank? ^We  would  rather  have  the  directive,  on 

the  assumption  that  the  directive  is  not  going  to  be  another 
lasting  tiling.  That  is  our  one  reservation  on  directives: 
they  come,  and  they  stay,  and  they  are  never  removed. 

5056.  Given  that  one  may  have  these  directives  for 
quite  a long  time,  long  enou^  for  the  disadvantages  to 
become  very  real,  is  not  some  alternative  worth  looking 
at? — In  the  particular  circumstances  which  you  are 
picturing,  it  would  seem  that  some  other  measure  might 
have  to  ibe  found ; but  the  particular  circumstances  fba^ 
you  are  describing  are  possibly  a little  remote. 

5057.  Are  they  so  very  remote  when  such  a large 

block  of  the  national  debt  is  short  term?  Am  I not  in 
fact  describing  the  present  situation  of  the  banks?  The 
Englidi  banks  are  certainly  well  stocked  with  Govern- 
ment securities  under  five  years,  and  we  believe  from 
your  Chairmetn’s  statements  that  you  are,  Over  and  above 
your_  conventional  liquid  assets  you  have  quite  a big 
cushion  which  you  could  use  to  support  your  liquid 
assets  if  .the  liquid  assets  were  reduced  by  open  market 
operations? Yes. 

5058.  Would  that  not  stultify  the  effect  of  a successful 

funding  policy  on  bank  credit? The  banks  are  prob- 

ably in  a position  to  minimise  the  effect  of  sudi  a policy. 

5059.  Tibat  is  Jihe  situation  I am  envisaging ; is  it  so 

very  far  from  the  present  situation? Mr.  Anderson: 

There  is  one  difference.  With  the  present  situation  the 
Goveanment  has  not  got  the  monetary  contr<i  by  natural 
processes  that  we  think  it  should  have ; in  other  words 
it  does  not  have  a balanced  budget. 

5060.  It  has  a balanced  budget  in  the  sense  that  its 

current  expenditure  is  more  than  covered? ^I  think  they 

would  need  to  go  a bit  further  before  they  could  get 
the  control  which  is  desirable  ; in  other  words  they  would 
need  to  get  to  .the  point  where  they  could  fund  a very 
large  portion  of  the  present  issue  of  Treasury  Bills  with- 
out recourse  to  the  banks. 

5061.  Are  we  not  in  precisely  the  situation  that  I said; 
that  the  banks  have  this  supply  of  near  liquid  assets  that 
would  stultify  anytiiing  the  Government  can  do  in  the  next 

couple  of  years? 1 cannot  see  it,  because  even  at  the 

present  time,  or  within  recent  years,  the  Govemmant  'have 
given  indications  to  the  banks  through  the  Bank  of  Eng- 
land that  they  would  expect  certain  new  issues  of  loans  to 
be  taken  up  from  the  proceeds  of  maturing  loans. 

5062.  Your  suggestion  is  that  there  should  be  a forced 

funding? It  is  not  a forced  funding,  but  an  indication 

of  the  Government’s  wishes. 

5063.  An  invited  funding  then? ^An  invited  funding. 

5064.  Chairman:  Were  you  referring  to  the  1951  serial 

funding  operation? ^I  cannot  just  give  you  precise 

dates ; but  there  have  been  occasions  when  ffie  Govern- 
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ment  have  intimated  that  they  would  expect  the  banks  to 
take  up  a new  issue  out  of  the  proceeds  of  the  maturing 
issue. 

5065.  How  does  that  intimation  come  to  you? 

Through  the  Bank  of  England  to  .the  Chairman  of  the 
Committee  of  London  Clearing  Bankers  and  to  the  Com- 
mittee of  Scottish  Bank  General  Managers. 

5066.  Professor  Cairncross:  How  often  has  this  hap- 
pened in  the  last  ten  years? It  could  be  often  if  the 

Government  was  at  all  anxious  at  the  time.  The  proba- 
bility is  that  in  many  cases  the  loans  matured  and  new 
loans  were  subscribed  in  the  ordinary  course. 

5067.  You  would  prefer  a forced,  I mean  “invited”, 

funding  to  any  other  system? 1 would. 

5068.  What  length  of  'bonds  would  you  be  prepared  to 

be  invited  to  take  up? ^That  is  rather  a difficult  ques- 

tion, but  I would  say  that  a bank  could  not  be  invited  to 
take  up  a bond  of  a longer  life  than  ten  years  at  the 
outside.  The  bank’s  normal  process,  in  the  case  of  a 
security  maturing  in  1958,  would  be  to  allow  it  to  mature 
and  buy  something  repayable  about  1968  or  shorter. 

5069.  Would  you  think  it  necessary  that  there  should 

be  any  sanction  behind  this  invitation? Is  there  not 

always  a sanction  behind  an.  invitation  from  the  central 
authorities? 

5070.  Chairman:  I do  not  quite  follow  that.  What 

is  the  sanction? There  is  the  Bank  of  England  Act,  for 

one  thing. 

5071.  It  has  never  been  put  into  operation? ^It  has 

never  been  put  into  operation,  but  it  is  in  the  background. 
I should  like  to  assure  the  Committee  that,  as  far  as  I 
know  ffiem,  bankers  are  most  anxious  to  do  what  is  best 
for  the  country,  df  only  because  they  believe  that  what  is 
best  for  the  country  is  also  best  for  the  bankers  in  the 
long  run. 

5072.  Supposing  you  did  get  into  a situation  in  which 
you,  having  in  mind  the  advantages  to  the  country,  did 
not  agree  with  the  action  being  taken  by  the  Baltic  of 

England? ^Iliere  have  been  many  such  occasions  in  the 

past. 

5073.  TEep  you  have  always  done  what  they  asked  you? 

^We  have  done  what  they  asked,  but  under  protest 

in  some  cases.  There  have  been  varying  degrees  of  protest, 
through  Chairmen’s  speeches  and  so  on. 

5074.  Professor  Sayers:  Would  you  prefer  this 

“ invited  ” funding  to  any  system  whereby  ffie  central 
bank  called  for  special  deposits,  comparable  to  ffie 
Australian  system,  or  a system  of  variable  reserve  ratios? 

Speaking  for  'myself  now,  not  for  the  Committee  of 

General  Managers,  i would  much  prefer  the  compulsory 
funding,  if  only  for  this  reason ; we  had  Treasury  Deposit 
Receipts  duidng  the  war,  and  I think  it  was  most  unfair 
that  tile  Government  allowed  a rate  of  interest  of  only 

per  cent,  per  annum  for  the  greater  part  of  the  time  these 
Treasury  Deposit  Receipts  were  in  operation.  What  hap- 
pened was  tiiat  there  was  inflation,  our  overheads  were 
mounting  year  by  year,  and  we  were  the  only  people  in 
the  country  who  were  not  allowed  to  increase  our  revenue 
in  order  to  offset  that  expenditure. 

5075.  The  attraction  of  an  “ invited  ” funding  is  that 

you  get  the  market  rate? ^We  get  the  market  rate 

5076.  If  the  Government  chooses  to  set  that  market 
rate  low  by  its  influence  at  the  short  end  of  the  market, 

you  would  take  it? ^That  would  apply  right  through 

the  system.  My  point  is  this.  Take  the  case  of  a bank 
with  deposits  of  £100m.  at  the  outbreak  of  war,  and  say 
that  these  deposits  rose  to  fl50m.  by  the  end  of  the  war. 
If  the  Governraent  siphons  off  that  £50m,  and  allows  a 
purely  nominal  rate  on  it,  then  that  is  out  of  all  pro- 
portion to  the  heavy  increase  of  the  overheads  of  the  bank 
during  the  period.  That  is  why  the  T.D.R.  system  operated 
unfairly.  It  also  had  the  disadvantage  that  it  was  not  a 
marketable  security,  and  we  as  bankers  have  always  upper- 
most in  our  minds  the  thought  that  the  customer  must  be 
able  to  get  his  money  when  he  wants  it ; so  that  from 
the  theoretical  angle  ffie  Treasury  Deposit  Receipt  is  not 
a good  instrument  from  the  banking  point  of  view. 

5077.  You  prefer  to  be  invited  to  take  a marketable 
security.  What  is  there,  from  the  point  of  view  of  the 
central  authorities,  to  prevent  you  from  marketing  those 

and  so  defeating  the  object  of  the  funding? .1  do  not 

see  how  you  can  get  away  from  that 
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5078.  You  could  get  away  from  it  by  compelling  the 
banks  to  take  an  unmarketable  security,  could  you  not? 

That  is  the  special  deposit  system? object  to  that  on 

the  ground  of  unmarketability. 

5079.  Professor  Cairncross:  You  feel  equally  strongly 
about  reserve  ratios  prescribed  by  monetary  authorities? 

^Yes,  because  I have  the  feeling  that  these  ratios 

would  be  in  operation  long  after  the  need  for  them  had 
passed.  Each  bank  is  in  the  best  position  to  determine 
what  liquidity  ratio  it  requires  itself.  I think  also  it  would 
have  complications  in  regard  to  the  gilt-edged  market.  If 
the  Govemmen.t  raised  the  liquidity  ratio  required  then  we 
should  have  all  the  banks  trying  to  sell  investments  at 
one  time. 

5080.  Professor  Sayers:  But  if  one  leaves  the  individual 
banks  entirely  free  to  determine  -their  liquidity  ratios, 
whether  they  do  or  do  not  sell  their  short-term  securities, 

the  authorities  have  no  control? ^Tbey  have  control  if 

they  are  balancing  the  Budget  and  are  in  a position  to 
exercise  strong  open  market  operations,  which  they  cannot 
do  for  any  length  of  time  at  the  present  day. 

5081.  But  that  depends  upon  what  the  rest  of  the  people 
are  doing  about  their  holdings  of  securities.  If  other 
people  are  tending  to  throw  securities  on  to  'the  market, 
or  if  concerns,  whether  nationalised  or  not,  are  selling  a 
large  amount  of  securities  in  order  to  finance  new  capital 
development,  .then  is  not  the  Government  up  against  the 

problem,  whether  it  is  balancing  its  Budget  or  not? 

it  can  take  steps  to  remedy  that. 

5082.  May  not  the  steps  take  a very  long  time  to  act  if 
they  are  limited  to  raising  the  rate  of  interest,  which  is 

your  other  suggestion? ^Not  only  raising  the  rate  of 

interest. 

5083.  What  else? Open  market  operations. 

5084.  You  mean  that  the  Government  should  press  the 
sales  of  its  long-term  bonds,  never  mind  whether  that 
forces  the  rate  of  interest  .to  20  per  cent,  or  30  per  cent.? 

1 was  thinking  more  of  the  Bank  Rate ; you  are  talking 

of  the  yield  on  Government  securities  now. 

5085.  I was  tbinkiug  that,  if  the  Government  is  to  do 
ever3dhing  to  the  banking  system  by  its  open  market  opera- 
tions, that  may  lead  it  into  open  market  operations  on 
such  a scale  .that  the  long-term  rate  of  interest  is  forced 
U|P  to  very  great  heights ; would  you  be  prepared  to 

envisage  that? would  not  like  to  see  it  going  up  to 

very  great  heights,  hut  I doubt  whether  that  would  in 
fact  happen  in  the  circumstances  you  mention.  We  have 
never  seen  that  in  the  past.  When  the  Government  had  full 
control  of  the  money  market  we  never  saw  rates  of 
interest  being  forced  up  to  very  large  heights. 

5086.  Professor  Cairncross:  Suppose  that  the  liquid 
assets  in  this  country  were  not  greatly  changed,  and  it 
was  necessary  to  operate  through  open  market  operations  ; 
these  would  presumably  reduce  total  bank  liabilities  quite 
substantially ; that  would  be  the  object  of  the  operations. 
The  banks  would  then  require  to  dispose  of  assets,  pre- 
sumably investments,  in  compensation  for  the  reduction 
in  their  liabilities.  These  heavy  sales  of  investments  would 

surely  produce  an  effect  onTong-tenn  rates? ^Yes,  they 

would. 

5087.  And  might  in  fact  be  very  difficult  to  make? 

I think  you  are  envisaging  far  heavier  sales  than  I hope 
would  be  necessary,  provided  .that  we  had  a balanced 
Budget  and  that  the  floating  debt  was  gradually  funded. 

I realise  that  the  Government  cannot  fund  a floating  debt 
of  £2, 000m.  in  a matter  of  months,  but  they  could  mike 
a start. 

5088.  Professor  Sayers:  If  they  >onIy  make  a start 
and  do  not  do  it  in  a matter  of  months,  then  it  may  wdl 

take  three  or  four  years? They  would  need  to  keep 

on  the  present  directives  for  that  period. 

5089.  You  would  rather  have  that  than  any  other 

system? Yes  I would. 

5090.  Chairman : I think  the  heads  of  your  objection 
to  the  Treasury  Deposit  Receipt  are  two;  (1)  that  it  pro- 
vided the  banker  with  an  asset  that  was  frozen  for  an 
indefinite  time  contrary  to  his  principles ; and  (2)  that  it 
enabled  the  authorities  to  fix  what  in  your  opinion  was 
an  unreally  low  rate  of  remuneration  on  that  deposit? 
^Yes. 

5091.  The  objection  to  the  compulsory  liquidity  ratio 
was  that  you  feared  that,  once  it  was  imposed,  it  might 


be  kept  on  for  an  unreally  long  period  of  time  without 
the  necessity  of  the  situation  requiring  it? ^Yes. 

5092.  Would  these  objections  be  mitigated  if  you  felt 
you  had  a more  constant  and  effective  relationship  with 
the  central  authority,  so  that  your  point  of  view  could 

be  actively  and  re^arly  reipresented? Mr.  Watson: 

We  have  ready  access  to  the  central  authorities,  and  we 
have  frequent  contact  with  the  Bank  of  England.  That 
applies  not  only  to  the  Chairman  of  the  committee,  but 
to  all  the  general  managers.  We  lare  not  in  any  way  out 
of  touch. 

5093.  Professor  Sayers:  But  in  July,  1955,  you  appear 

to  have  been  left  in  'the  odd? Yes,  in  July,  1955,  the 

request  came  on  us  without  any  prior  intimaticn ; that 
is  correct.  I think  I see  the  problem  which  is  being 
posed,  and  it  is  a very  difficult  one  to  whidh  to  provide 
a proper  and  effective  answer  in  all  circumstances.  I 
agree  with  Mr.  Anderson  that  we  should  be  very  sorry 
indeed  to  see  the  rednsti'tution  of  Treasury  Deposit 
Receipts  again,  and  also  to  see  this  ofiier  possibility  of 
deposits  with  the  central  bank.  Our  attitude  on  impost 
liquidity  ratios  remains  as  stated  in  our  written  sub- 
mission, that  we  do  not  like  them,  and  see  important 
disadvantages  in  them  coming  on,  and  fluctuating  and 
so  on. 

5094.  Is  at  not  a matter  ‘not  of  simply  saying  that 
there  are  disadvantages,  but  of  choosing  between  &e 
disadvantages  of  this  and  the  disadvantages  of  the  present 

system? Those  are  indeed  many,  'and  we  have  already 

referred  to  them,  but  we  are  persistent,  in  the  present 
state  of  affairs,  on  the  hope  that  the  need  for  continuance 
of  the  present  system  would  disappear  for  other  reasons. 
We  ^e  dealing  with  a necessity  to  control  credit  which 
has  arisen  because  of  special  drcumstances,  which  will 
not  always  be  with  us.  At  a time  when  trade  shows  a 
less  spontaneous  desire  to  expand  it  may  be  possible  to 
operate  the  present  system  as  we  have  had  dt  in  the  past. 

5095.  Sir  John  Woods:  In  your  answer  to  question  2 
you  say — “ . . . certain  automatic  chedcs  on  the  expansion 
of  purchasing  power  nc  longer  operate.”  Could  you  be 
a little  more  specific  as  to  what  you  mean  by  “ certain 

automatic  checks”? ^We  are  talking  about  the  Gold 

Standard,  and  ithe  effectiveness  of  interest  rates  at  a time 
when  taxation  was  much  lower. 

5096.  Chairman:  In  the  answer  to  question  3 you  say; 

“ Increases  in  Bank  Rate  resulted  in  substantial  with- 
drawals of  deposits  by  customers  for  investment  in 
Treasury  Bills.” 

What  class  of  customer  was  that? ^Larg©  industrial 

companies  who  happened  to  have  certain  liquid  funds 
with  us  at  the  time. 

5097.  Was  their  switch  primarily  .the  result  of  their 
having  a finaocial  manager  who  was  interest  conscious? 
^Exactly. 

5098.  Professor  Sayers:  For  the  Scottish  banks  as  a 
whole,  would  this  movement  run  into  seven  figures  or 

eight  figures? Mr.  Anderson:  I would  say  seven 

figures  for  each  bank.  In  the  case  of  my  own 
bank,  which  is  now  the  smallest  of  the  Scottish  banks 
by  virtue  of  the  amalgamations  which  have  taken  jriace 
el^where,  our  losses  here  would  be  in  the  region  of  a few 
millions.— Afr.  Watson:  It  might  well  be  eight  figures 
overall. 

5099.  Professor  Cairncross:  Over  what  period? Mr. 

Anderson:  That  was  just  over  two  years  ago,  in  1955.  We 
have  not  seen  a continuance  of  -that  tendency.  The  big 
money  deposi'ts  to  some  extent  have  gone.  We  had  a 
recession  in  deposits  at  that  time  of  several  million  pounds, 
which  so  far  has  been  permanent.  There  has  been  very 
little  variation  since  then. 

5100.  Sir  John  Woods : You  say ; 

“ It  is  not  apparent  that  this  restriction  has  contri- 
buted in  any  marked  degree  to  the  restraint  of  infla- 
tion. . . .” 

That  may  be  so ; but  is  it  not  possible  that  without  re- 
strictions the  inflation  would  have  been  worse? Mr. 

Watson : It  is  indeed  possible. 

5101.  You  are  not  implying  the  restrictions  had  no 

effect? ^No,  we  are  not  implying  that,  '^at  we  are 

trying  to  get  at  in  this  paragraph  is  that  we  see  other 
people  taking  on  the  function  of  banks.  I have  made 
clear  our  views  as  to  the  desirability  of  the  maintenance 
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of  these  directives  on  the  banks  as  the  most  acceptable 
of  the  several  alternatives,  but  I should  like  to  couple 
with  ^at  the  statement  that  we  want  to  see  proper  control 
exercised  over  competing  lenders. 

5102.  Professor  Sayers:  If  these  competing  lenders  are 
so  many  and  various,  if  there  is  such  an  expansion  of 
credit  between  traders,  for  instance,  that  the  aim  of  the 
restriction  on  bank  credit  is  being  substantially  defeated, 
you  surely  would  not  say  that  the  remedy  for  the  situation 
is  to  have  an  enormously  elaborate  mechanism  of  direct 

control  of  credit? ^No,  we  hate  controls  as  such ; but 

if  die  authorities  control  one  section  and  leave  another 
free,  which  seems  to  be  the  case  now,  then  finance  com- 
panies can  seek  all  the  money  they  can  get  from  the  public 
on  deposit  and  lend  it  more  or  less  at  their  own  discretion 
in  whatever  direction  they  like.  That  does  not  seem  to 
me  to  be  a desirable  state  of  affairs. 

5103.  It  follows  from  that  that  one  should  aim  either 
at  more  extensive  control  or  at  less  control.  When  I put 
to  you  the  possibility  of  having  less  control  of  the  present 
kind  you  said  that  you  would  rather  stick  to  the  present 
control.  The  alternative  of  having  more  control  might 

well  be  the  development  of  a Schachtian  system? ^Not 

as  a pemanency.  Our  feeling  in  preferring  the  directive 
is  in  the  hope  that  it  would  prove  a temporary  necessity. 

5104.  Professor  Cairncross:  In  the  answer  to  question 
4 you  refer  to  borrowers  who  are  “ inclined  to  defer  their 
negotiations  for  funding  arrangements”.  Are  bonowers 
from  the  Scottish  banks  in  a position  to  defer  these 
negotiations?  Are  they  not  under  some  pressure  from  the 

banks  to  push  ahead  with  fiieir  funding  arrangements? 

Yes  inde^  ; but  it  is  possible  to  find  a borrower  who  plans 
for  expansion  and  who,  having  indicated  that  he  would 
like  to  have  bank  credit  to  see  him  through  the  initial  stages 
of  this  operation  and  having  been  told  he  can  get  it  from 
the  bank,  then  gets  Capital  Issues  Committee  permission 
for  borrowing  on  these  terms. 

5105.  Your  point  here  is  that  he  may  hang  on  longer 
because  the  new  issue  market  is  difBcult  or  expensive? 

Mr.  Watson:  More  expensive,  yes.  In  fact  he  shies 

off  permanent  borrowing  as  long  as  he  possibly  can,  and 
continues  to  rely  on  the  bank,  in  some  indirect  way  pos- 
sibly, for  his  financing  needs.  We  bring  what  pressure 
to  bear  on  him  we  can,  but  he  may  seek  temporary  finance 
to  ease  him  out  from  another  quarter. — Mr.  Anderson: 
There  are  a few  cases  where  the  bank  borrowing  was  made 
under  Capital  Issues  Committee  consent.  Where  that  is 
the  case  it  is  a little  more  difficult  for  the  bank  to  press 
the  customer,  particularly  if  he  is  an  important  customer, 
lo  get  rid  of  his  bank  indebtedness  now  and  fund  the  debt. 

5106.  Sir  Oliver  Franks:  You  have  been  saying  that 
you  prefer  the  present  system  of  voluntary  restrictions  on 
our  banking  activities  to  an  enactment  which  would  re- 
strain them  in  one  of  a number  of  different  ways,  pro- 
vided that  it  is  a temporary  necessity.  Is  the  general  view 
of  the  Committee  of  General  Managers  in  Gotland  that 
the  nature  of  the  experience  we  have  had  during  the  last 
ten  years  is  in  fact  likely  to  prove  exceptional?  Take 
the  prevailing  high  demand,  the  tendency  to  push  demand 
on  resources  right  up  to  the  limit,  the  accompanying  in- 
flation, and  all  the  other  features  with  which  we  are 
kmiliar  ; do  you  think  that  it  is  reasonable  to  assume  that 
more  probably  than  not  these  will  not  characterise  the 
next  decade?  And,  if  that  is  not  so,  where  does  your 

main  argument  go? Mr.  Watson:  One  must  admit 

that  hoping  for  directives  to  remain  a temporary  necessity 
is  hoping  for  a lot.  What  governs  the  whole  situation  as 
we  see  it  more  than  anything  else  is  political  considerations. 
It  would  appear  to  be  a x«rfectly  valid  statement  on  pure 
economic  grounds  that  a situation  might  come  about 
whereby  neither  directives  nor  any  form  of  control  would 
be  necessary,  but  with  our  two  main  parties  equally 
wedded  to  a policy  of  full  or  near-full  employment,  and 
all  that  that  means  in  creating  demand  where  demand 
might  not  otherwise  exist,  we  have  to  admit  that  the 
prospect  of  overall  demand  falling  to  a point  at  which 
the  present  very  liquid  position  of  the  banks  is  altered 
and  the  banks  can  be  left  to  work  in  an  untrammelled 
way  is  unlikely.  It  is  unfortunate,  as  perhaps  you  have 
detected  from  our  answers,  that  the  influence  of  politics 
and  political  methods  is  a very  important  part  of  all  this 
present  difficulty  that  the  banks  are  now  faced  with.  But, 
briefly,  we  stick  to  our  answer,  which  is  that  we  prefer 
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the  devil  we  know  to  one  we  have  not  had.  We  fhinV 
that  by  and  large  it  has  worked  well ; we  do  not  think  it 
can  work  indefinitely ; we  make  it  clear  we  do  not  think 
that  this  is  a permanent  form  of  control.  It  may  be 
that  a form  of  invited  funding  will  have  to  take  its  place, 
but  we  approach  aU  these  various  other  methods  of  control 
with  a good  deal  of  reserve. 

5107.  Sir  John  Woods:  You  say  here:  — 

“ So  long  as  there  is  an  expectation  that  depreciation 
of  the  currency  will  oonfinue  in  line  with  the  experience 
of  recent  years,  interest  rates,  even  at  the  present  level, 
cannot  be  expected  to  exert  much  pressure  towards  the 
deferment  of  capital  expenditure.” 

You  are  contrasting  that  with  people’s  unwillingness  to 
fund  an  overdraft.  If  some  people,  at  any  rate,  regard 
the  rather  dramatic  rise  of  the  Bank  Rate  to  7 per  cent., 
plus  the  pronouncements  of  the  Government,  as  making 
a real  effort  to  check  inflation,  then  is  it  not  a little  early 
to  say  that  a 7 per  cent.  Bank  Rate  is  not  likely  to  have 

much  effect  on  deferring  capital  expansion? Mr. 

Anderson : I do  not  think  we  said  'that ; I think  we  said 
that  it  is  not  likely  to  have  much  effect  by  itself. 

5108.  Does  this  quotation  mean  interest  rates  un- 
accompanied by  other  measures? is  governed  by 

the  opening  clause : “ So  long  as  there  is  an  expectation 
that  depreciatiwi  of  the  currency  will  continue,  etc.”. 
You  have  to  get  rid  of  inflation. 

5109.  Was  not  the  7 per  cent.  Bank  Rate  obviously 
meant  to  be  a signal,  and  a dramatic  one,  to  everybody 
•that  the  Government  intended  one  way  and  another,  with 

other  measures,  to  stop  inflation? ^We  have  had  very 

many  assurances  over  the  past  few  years. 

5110.  You  have  not  had  a 7 per  cent.  Bank  Rate.  You 
have  not  had  an  absolute  ceiling  on  advances,  or  the 
restriction  of  die  programmes  of  nationalised  industries 
to  stabilise  the  figure.  May  there  not  be  some  people 
at  any  rate  who  take  it  quite  seriously  and  say:  “Here 
as  a good  chance  of  checking  inflation ; if  so,  let  us 
wait,  we  do  not  want  to  raise  money  at  8i  per  cent.”? 

^There  is  no  doubt  some  people  have  taken  that  view  ; 

but  in  .the  face  of  repeated  disappointments  of  Govern- 
ment action  following  Government  statements,  other 
people  are  more  dubious,  and  inclined  to  think : “ We 
shall  believe  that  inflation  has  stopped  when  we  see  that 
it  has  stopped.” 

5111.  I do  not  deny  there  are  many  doubting 
Thomases ; but  I thought  there  were  some  faithful 

followers  who  would  defer  capital  expenditure? Mr. 

Anderson : We  have  seen  some  evidence  of  people  defer- 
ring capital  expenditure. — Mr.  Watson:  This  note  was 
written  just  after  the  Bank  Rate  had  been  raised  to  7 
per  cent.  The  ©•pening  sentence  of  that  paragraph  which 
you  are  quoting  implies  what  we  have  in  mind:  “Until 
recently  movements  of  interest  rates  . . . had  not  by 
themselves  exerted”  etc.  We  reserved  judgment  on  the 
effect  of  the  7 per  cent.  Bank  Rate  at  that  time,  because 
we  had  no  evidence.  In  the  next  paragraph  we  go  on  to 
discuss  the  7 per  cent.  Bank  Rate. 

5112.  Is  that  not  mainly  in  relation  to  funding 

arrangements?  I took  it  that  you  were  contrasting  capital 
expenditure  on  building  factories  and  equipping  them 
and  so  on  on  .the  one  hand  and  funding  arrangements 
on  the  other? Mr.  Watson:  I am  sorry,  Mr.  Chair- 

man t we  have  not  expressed  our  views  clearly,  as  Sir 
John  has  pointed  out.  What  we  had  in  mind  was  that 
at  the  time  of  writing  this  we  did  not  have  enough 
evidence  to  say  what  the  effect  of  the  7 per  cent.  Bank 
Rate  was  going  to  be  either  on  those  who  wished  to 
borrow  for  capital  expenditure,  or  on  those  people  who 
had  money  and  wished  to  lay  it  out  for  capital  develop- 
ment. The  urge  to  do  that  obviously  exists  as  long  as 
per^Ie  think  if  they  do  not  do  it  this  year  it  will  cost 
more  next  year.  We  were  not  clear  whether  7 per  cent, 
made  any  difference  to  that. — Mr.  Anderson:  We  have 
also  been  a little  at  fault  in  the  construction  of  .the  second 
sentence.  We  start  off  by  saying:  “So  long  as  there  is 
an  expectation  that  depreciation  of  the  currency  will  con- 
tinue”. That  gives  the  impression  -that  we  feel  that  is 
still  the  position.  It  would  have  been  better  if  we  had 
written : “ If  there  is  an  expectation  that  depreciation  of 
the  currency  will  continue 
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<113  Chairman:  In  question  6 we  raised  this  point 
about  p«sibie  defects  in  the  law  of  Scotland.  I 
that  that  is  not  really  a question  you  want  this  committee 
•I:  go^ntol  th?rc  areoth?r  more  direct  organs  for 
ibml  aHeralions  in  the  law  of 

That  it  if  I mav  say  so.  very  fair,  Mr.  Chairman,  we 
h-ing  wi  in  this  memorandum 

leaal  differences  exist  b^ween  Scotland  and  England.  We 
LSd  E toSe  dtose  ironed  out  If  we  co^d  gain  your 
jUDPort  for  that  vww  it  might  help  us.  Scolti*  legal 
coronillecs  are  slow  to  move  in  a matter  of  this  kind. 

5114  On  general  grounds,  if  you  increa^  *e  power 
of  the  borrower  to  dedicate  his  assets  to  the  lender,  which 
ts  tthat  is  really  involved  in  facilitating  the  givmg  ot 
security,  vou  may  prejudice  the  interK^  of  a great  many 
other  persons  when  the  moment  of  crisis  comes : the 
.rcdiuir  or  the  employee,  all  those  who  are  normaUy  locA- 
ine  'o  the  assets  to  provide  their  debts  or  their  wages. 
There  is  an  advantage  in  favour  of  facilitating  cOTHnerce 


by  extending  the  range  of  the  security  or  the  easiness  of 

it ; but  is  there  not  also  an  argument  against  it? Yes, 

we  recognise  that. 

5115.  I feel  that  it  is  difficult  for  us  merely  to  consider 
the  facilitation  of  the  giving  of  security.  You  have  your 
other  avenues:  you  can  go  to  the  Scottish  Law  Reform 
Committee  or  to  the  Secretary  of  State  for  Scotland  to  alter 

the  law  of  ^tland? Indeed  we  could  do  so ; and,  if 

you  would  not  wish  to  make  any  reference  to  this,  we  are 
quite  happy  to  leave  it  at  that. 

Chairman:  I think  .it  would  be  better  that  you  should 
exercise  mwe  <hrect  pressure  elsewhere.  Are  there  any 
other  questions?  Then  we  have  spent  what  has  been  fr«n 
our  point  of  view  a very  useful  day,  and  we  are  very 
grateful  to  you,  gentlemen,  for  the  help  you  have  giv«i  us. 

Mr.  Watson : Thank  you  very  much  indeed  ; it  has 

been  a pleasure  to  be  with  you. — Mr.  Anderson:  Thank 
you,  my  Lord  Chairman. 


{Adjourned  until  Thursday.  TUh  February,  1958,  at  11  a.m.) 
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Director,  Mutual  Finance  Ltd.,  P.  J.  Gmavis,  Esq.,  a Director,  North  Cmtral  Wagon 


5116.  Chairman:^  We  would  like  to  take  the 
memorandum*  which  you  have  heen  good  enough  to 
give  us  through  page  by  'page,  and  see  what  points 
emerge  on  it  for  questioning.  You  open  by  giving  us  the 
names  of  the  twelve  members  that  comprise  the  Associa- 
tion,_ and  you  say  that  membership  of  the  Association  is 
restricted  to  companies  having  paid-up  capital  and  free 
reserves  of  not  less  than  £500,000,  wtuch  engage  in  hire 
purchase  finance  on  a national  basis.  Did  all  these  mem- 
bers come  in  at  one  blow,  or  have  there  been  admissions 

since  foundation? Mr.  Livsey.  The  admissions  since 

the  Association  was  formed  have  been  the  Astley  Industrial 
Trust  Ltd.  and  the  Wagon  Finance  Corporation  Ltd.  The 
Astley  Industrial  Trust  came  in  some  years  ago  and  tiie 
Wagon  Finance  Corporation  only  recently.  The  Scottish 
Midland  Guarantee  Trust  Company  also  came  in  not  at 
the  formation,  but  quite  a time  ago. 

5117.  How  long  have  you  existed  as  an  association? 
Since  1946. 

5118.  But  many  of  you  have  been  in  business  for  many 

years  before  that? Mr.  Livsey.  Yes.  For  instance, 

Mr.  Greaves’  company  goes  back  to  1861. — Mr.  Greaves-. 
North  Central  Wagon  and  Finance  Co.  Ltd.  is,  I 
ttiink,  the  oldest  in  the  country,  and  probably  the  oldest 
in  the  world. — >Mr.  Livsey:  The  British  Wagon  Co.  Ltd. 
goes  back,  I think,  to  1869.  United  Dominions  Trust 
goes  back  well  before  the  war. 

5119.  Do  you  have  a set  of  rules  governing  the  conduct 

of  your  members? ^We  are  a limited  company,  and  we 

have  a memorandum  and  articles  of  associahon  which 
set  out  our  objectives. 

5120.  What  are  the  objects  of  the  Association? ^We 

formed  it  in  1946  because  we  visualised  a lot  of  legislation 
and  negotiation  on  legislation.  Our  primary  object  is  to 
represent  the  industry,  if  one  can  call  it  that,  in  negotia- 
tions with  Government  departments,  banks,  and  people 
of  that  type. 

5121.  Sir  Reginald  Verdon  Smith:  Had  the  wagon 
companies  already;  considerably  diversified  their  interests 
before  nationalisation  of  the  railways,  or  was  the  liquidity 
created  by  compensation  and  so  on  a substantial  factor 

in  this  diversity? Mr.  Greaves:  They  had  appreciably 

diversified  their  interests,  starting  really  after  the  first 
world  war.  During  the  early  ’twenties  they  went  first 
of  all,  as  a natural  coroUary  to  rail  transport,  into  road 
transport  heavy  haulage  vehicles  ; and  then  into  motor 
vehicles,  and  plant  and  machinery  lof  all  types.  There  was 
a sizeable  payment  of  compensation  to  the  wagcm.  com- 
panies when  their  fleets  of  railway  wagons  were 
nationalised,  and  that,  of  course,  did  put  them  in  funds. 

5122.  Professor  Cairncross:  Are  all  the  members 
interested  in  consumer  finance  as  well  as  industrial 

* Memoranda  of  Evidence  Part  VI  No.  7. 


finance? Mr.  Livsey:  You  wiU  have  to  define  “con- 

sumer finance  ” for  us.  We  have  never  yet  been  able 
to  define  it. 

5123.  Jn  the  case  of  motor  cars  it  would  be  very 
difficult.  Perhaps  if  I ask  you  whether  you  all  engage  in 
Saucing  durable  goods  for  sale  to  consumers,  that  would 
be  easier?- — ^We  cover  the  complete  range.  Apart  from 
motor  vehicles  we  finance  machinery,  contractors’  plant, 
machine  tools,  and  'then,  mostly  by  block  discounting,  we 
handle  what  we  call  the  smaller  and  domestic  units.  The 
agreements  on  domestic  units  are  mostly  entered  into  by 
the  vendor  with  the  customer,  and  we  then  discount  a 
proportion  of  those  agreements,  with  recourse  to  the 
vendor,  of  course. 

5124.  You  do  not  give  in  your  memorandum  any  indica- 
tion of  the  magnitude  of  the  block  discounting.  Can  you 

give  us  any  impression  of  it? Mr.  Greaves : It  would 

vary  enormously  from  company  to  ccmpany.  "Those 
figures  are  not  separated  out  by  'the  Board  of  Trade,  and 
it  would  mean  going  to  every  individual  company  and 
asking  them  to  disclose  tiieir  actual  analysis  of  out- 
standings as  between  block  discounting  and  ordinary  hire 
purchase. 

5125.  An  estimate  of  the  outstanding  balance  of  about 
£40  million  or  £50  million  has  been  published.  Do  you 

think  that  is  unreasonable,  as  an  aggregate? 1 should 

thmk  It  is  a reasonable  figure ; buit  it  is  a very  wide  guess. 

.5126.  Chairman:  Is  that  part  of  the  figure  of  £200 
milhon  that  you  give  'Us  in  paragraph  2 as  “ due  directly 

to  retailers  and  others”? Mr.  Livsey.  Finance  houses 

do  not  return  to  the  Board  of  Trade  the  business  they 
do  on  block  discounting,  because  that  is  mostly  returned 
by  the  people  that  .enter  into  the  agreements. 

5127.  Are  they  normally  the  collecting  agency? ^Yes  • 

they  collect  and  render  accounts  monthly. 

5128.  You  refer  on  the  bottom  of  page  1 to  “ numerous 
small  hire  purchase  companies”.  Is  there  any  means  of 
knowing  the  number  of  operating  units  in  this  business"’ 

-; — I do  not  think  there  is.  The  Board  of  Trade  some 
Iturne  ago  estimated  dn  (the  (region  •of  1,200,  and  Iheiy 
probably  have  the  most  reliable  information  ; but  they 
told  us  ^en  that  it  was  purely  an  estimate. 

5129.  Lord  Harcourt:  Do  many  retailing  or  manufac- 

turing organisations  in  this  country  own  their  hire 
purchase  organisations? A great  number. 

5130.  Normally  would  it  be  a subsidiary? ^Mostly  a 

subsidiary. 

Professor  Sayers:  You  say;  “No  member  of  the 
Finance  Houses  Association  is  controlled  by  a manufac- 
turing or  retailing  organisation.”  Is  any  member  controlled 

by  any  other  organisation? Mr.  Livsey:  Mr  Greaves’s 

company  is  controlled  by  the  Prudential  Assurance  Corn- 
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pany.  My  own  company,  Mutual  Finance  Ltd.,  is  con- 
trolled by  Thomas  Tilling. — Mr.  Greaves'.  Scottish 
Midland  Guarantee  Trust  Ltd.  is,  of  course,  controlled 
by  the  Commercial  Bank  of  Scotland.  I think_  in  the  case 
of  the  last  two  mentioned  companies  it  is  virtually  one 
hundred  per  cent,  control,  and  in  the  case  of  North  Central 
Wagon  and  Finance  the  Prudential’s  holding  is  just  over 
50  per  cent. 

5132.  Are  those  all  the  cases? Mr.  Livsey : "nie others 

are  completely  independent  Lombank  Ltd.  is  a sub- 
sidiary of  Lombard  Banking  Ltd.,  but  for  all  practical 
purposes  it  is  one  company. 

5133.  Professor  Cairncross:  How  many  of  the  members 

of  your  Association  operate  overseas? Mr.  Greaves'. 

Seven,  according  to  my  calculations. 

5134.  Chairman'.  Do  fiiey  take  deposits  overseas  too? 

. Certainly  in  some  cases  they  do,  and  I should  imagine 

in  all  cases. 

5135.  Professor  Sayers'.  By  advertising  overseas?—— 
Mr.  Greaves:  I should  imagine  so,  but  as  my  own  com- 
pany does  not  operate  abroad  I have  not  any  specific 
information. — Mr.  Livsey : Most  of  them,  of  course,  have 
credit  facilities  with  the  banks  overseas  as  we  have  here. 

5136.  Professor  Cairncross'..  Would  it  be  right  to  say 

the  overseas  business  is  a fairly  limited  proportion? 

Mr.  Livsey:  I should  say  very  limited. — Mr.  Greaves: 
The  Chairman  of  United  Dominions  Trust  said  in  to 
statement  two  years  ago  that  it  was  anticipated  that  in 
the  very  near  future  more  than  half  of  their  profits  would 
come  from  overseas.  I imagine  in  their  case  at  any  rate 
the  proportion  is  substantial. — Mr.  Livsey : Apart  from 
United  Dominions  Trust  the  excursion  overseas  of  the 
companies  has  been  quite  recent,  and  I should  say  none 
of  that  business  is  included  in  the  figure. 

5137.  Professor  Sayers:  Is  it  confined  to  the  sterling 

area? ^The  sterling  area  and  Canada. 

5138.  Chairman:  You  say  in  paragraph  7,  where  you 
are  giving  a list  of  the  activities  of  Finance  Houses,  that  in 
addition  to  this  primary  function  of  providing  medium- 
term  finance  for  the  acquisition  of  durable  goods  “ some 
Finance  Houses  carry  on  activities  as  bankers  in  v^ing 
degree  (including  financing  exports).”  What  activities 

do  you  cover  by  “acting  as  bankers”? would  say 

acting  in  every  sense  as  bankers : the  operation  of  current 
accounts,  acceptance  of  deposits,  the  granting  of  overdraft 
facilities. 

5139.  Professor  Sayers:  Drawing  of  cheques? Yes. 

In  the  case  of  my  own  company  the  current  banking  and 
granting  of  overdrafts  is  very  much  restricted  to  people 
such  as  motor  traders  from  whom  we  do  receive  hire 
purchase  business.  It  is  not  a service  we  offer  generally 
to  the  public. 

5140.  Lord  Harcourt:  It  is  an  ancillary  service  to  a 

hire  purchase  relationship? Supplementary  to  our 

normal  hire  purchase  business. 

5141.  Professor  Sayers:  Do  you  clear  cheques  through 

your  clearing  banks? -Yes;  in  the  case  of  my  own 

company  cheques  come  through  the  clearing  with  the  help 
of  the  Westminster  Bank. 

5142.  Have  you  ever  thought  of  applying  for  member- 
ship of  the  London  Clearing  Houses? We  have  just 

been  advised  that  we  are  to  be  included  in  the  Bankers’ 
Almanac  for  next  year,  which  has  given  us  a thrill. 
We  then  may  get  on  with  the  clearing  house  problem ; 
we  have  contemplated  setting  up  our  own  clearing  house. 

5143.  Sir  John  Woods:  Any  foreign  exchange  business? 
^No. 

5144.  Chairman : In  paragraph  8 you  are  dealing  with 
the  period  of  the  normal  financing  of  hire  purchase 
arrangements,  and  you  refer  there  to  “ equal  monthly 
instalments  over  periods  varying  between  12  and  24 
months.  The  latter  period  is  the  maximum  at  present 
permitted  for  plant,  machinery,  motor  vehicles  and  a wide 
range  of  goods,  but  it  is  safe  to  say  that  in  the  absence 
of  all  controls  the  average  period  for  payment  would  be 
somewhere  in  the  region  of  18  to  24  months  from  the 
commencement  of  the  agreement.”  How  far  with  regard 
to  those  kind  of  goods  have  the  terms  imposed  upon  you 
as  to  the  length  of  agreements  varied  what  would  be 
normal  practice  if  ffiere  was  no  control?—; — ^The  longer 
periods  used  to  be  used  for  plant  and  machinery,  coaches, 


and  that  kind  of  thing.  I would  not  say  that  the  24 
months  limit  has  to  any  great  extent  restricted  our  business. 
At  one  period  it  was  18  months,  and  that  did  restrict  it 
very  much.  As  always  happens  with  controls  we  have 
developed  other  ways  of  doing  the  business.  For  instance, 
most  of  us  today  are  financing  quite  a lot  of  equipment 
for  open-cast  coal  mining,  where  the  price  of  the  piece 
of  machinery  is  anything  from  £60,000  to  £100,000  per 
unit.  People  find  it  impossible  to  pay  for  that  over  two 
years,  so  we  have  developed  a simple  hire  agreement, 
iDstea’d  of  the  hire  purchase  agreement,  which  means  that 
they  can  never  become  the  owners,  but  the  business  comes 
outside  the  control  order.  However,  on  the  ordinary  run 
of  business,  motor  vehicles  and  the  smaller  units  of 
machinery,  I do  not  think  the  24  months  is  restrictive 


at  all. 

5145.  Would  that  correspond  Jo  the  pre-war  pattern 
when  there  were  no  controls  on  the  duration  of  agree- 

jHHits? Mr.  Livsey  \ Yes,  eicept,  of  course,  in  the  cases 

I have  instanced  of  expensive  machinery,  expensive 
coaches,  when  we  would  have  done  three  or  four  possibly 
years  on  hire  purchase  agreement. — Mr.  Greaves:  Four 
years  is  by  no  means  an  unreasonable  period  for  a new 
long  distance  heavy  haulage  lorry,  for  instance,  costing 
£5,000. 


5146.  What  life  do  you  ^e  a lorry  of  that  kind  in 

commercial  work? ^A  very  long  life.  The  chassis  will 

last  for  anything  up  to  ten  to  fifteen  years.  It  may  have 
a new  body  or  a new  cab  fitted,  but  the  high-class  vehicles 
will  last  a very  long  time. 


5147.  Professor  Cairncross:  There  is  nothing  said  here 
specifically  about  consumers’  durables  ; I take  it  that  what 
you  say  as  to  period  would  apply  there  too  even  more? 

Mr.  Livsey:  It  is  mostly  a shorter  period,  because 

that  is  coming  into  a much  lower  price  category. 


5148.  Would  it  be  right  to  say  that  the  existing  controls 
bear  rather  more  heavily  oo  the  business  firms  than  on 

the  private  consumer? Mr.  Greaves:  There  is  no  doubt 

about  .that  at  all.— Mr.  Livsey:  Until  fairly  recently  in 
relation  to  the  total  period  of  control,  items  of  machinery 
were  not  subject  to  control  at  all.  They  first  came  under 
control  when  the  deposit  was  put  up  to  50  per  cent.,  in 
February,  1956. 

5149.  In  the  case  that  you  quoted  where  a rental  agree- 
ment has  been  in  use,  do  you  take  property  in  equipment? 

Mr.  Greaves : It  is  a principle  of  our  business  that 

we  should  always  own  the  goods  which  we  are  letting. 
—Mr.  Livsey:  With  the  hire  purchase  agreement  at  the 
end  of  the  period  the  customer  pays  a nominal  sum  to 
purchase  the  equipment  from  us,  but  with  the  rental 
agreement  he  can  never  become  the  owner.  The  advantage 
to  him  is  that  he  can  charge  ffie  whole  of  the  rentals  he 
pays  for  tax,  and  we  have  to  pay  income  tax  on  the 
whole  of  the  rental  we  receive.  On  the  hire  purchase 
we  only  pay  on  the  charges  we  make  to  the  customer,  and 
he  can  only  set  that  off  for  tax. 

5150.  Chairman : How  far  has  this  simple  hire  arrange- 
ment got?  Is  it  widely  practised? ^It  is  very  widespread 


now. 


5151.  Professor  Cairncross:  Did  you  ever  do  this  for 

railway  equipment? Mr.  Greaves:  Yes,  we  let  out 

fleets  of  railway  wagons  on  simple  hire  agreements,  as  well 
as  on  hire  purdiase  agreements. 

5152.  Lord  Harcourt:  In  paragraph  9 you  mention 
the  credit  sale  agreement.  Could  you  just  explain  the 

difference  between  that  and  the  others? Mr.  Livsey: 

In  the  case  of  credit  sale  fee  title  to  the  goods  imrnediately 
passes  to  the  customer ; we  do  not  retain  the  title,  and 
he  agrees  to  pay  by  instalments.  If  he  defaults,  there  is 
a clause  that  the  whole  of  the  amount  becomes  payable : 
our  only  remedy  if  he  did  not  pay  would  be  to  take 
proceedings  for  recovery  of  the  money. — Mr.  Greaves:  TI 
is  a simple  debt  payable  by  instalments. 

5153.  Chairman:  How  far  does  the  security,  in  the 

ordinary  sense,  matter  in  all  this  kind  of  business?  In 
the  credit  sale  agreement  are  you  not  left  with  oiily  the 
prospect  of  bringing  an  action  in  the  county  court  if  any- 
thing goes  wrong? Mr.  Livsey : That  is  right. — Mr. 

Greaves : The  credit  sale  is  only  practised  as  a rule  where 
we  have  recourse  to  the  original  vendor  of  the  goods  and 
he  guarantees  the  transaction  ; in  the  ordinary  course  of  our 
business  the  security  in  the  value  of  our  goods  is  all- 
important.  We  are  well  protected  on  that  side  by  these 
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control  orders,  which  have  specified  minimum  down  pay- 
ments ; consequently  at  all  times  the  value  of  our  goods 
should  be  in  excess  of  the  outstanding  finance  and  nearly 
always  is. — Mr.  Livsey.  Provided  that  the  minimum 
deposit  laid  down  in  the  order  is  a figure  which  does  help : 
we  had  a period  when  the  minimum  was  15  per  cent., 
and  then  we  had  a short  period  with  the  minimum  fixed  at 
20  per  cent. ; that  is  quite  inadequate  in  our  experience. 
We  feel  that  nothing  less  than  25  per  cent,  is  satisfactory. 

5154.  The  amount  of  re-taldng  that  you  do  is  minimal, 

is  it  not? Mr.  Livsey:  Yes,  and  has  been  so  since  the 

end  of  the  war.  Before  the  war  we  did  quite  a lot  of  re- 
taking of  motor  cars,  but  when  we  had  that  period  after 
the  war  when  second  hand  motor  cars  were  selling  at  a 
premium  we  rarely  got  things  back ; when  a man  could 
not  pay  he  went  round  the  trade  and  got  an  offer  for  the 
vehicle  and  sold  it  and  paid  us  off.  There  are  really  very 
few  re-possessions. — Mr.  Greaves:  To  re-possess  is  the 
last  thing  in  the  world  we  want  to  do,  and  at  the  outset 
we  take  precautions  to  see  that  the  down  payment  is 
sufficient  to  maintain  our  equity. 

5155.  Is  it  really  the  amount  of  the  down  payment  that 
is  the  essential  thing,  rather  than  the  theoretical  right  to 

re-possess  yourself? Mr.  Greaves:  I would  say  that 

that  is  the  most  important  thing.  The  principle  to  be 
aimed  at  in  hire  purchase  is  to  see  that  at  all  times  the 
hirer  is  in  possession  of  an  article  which  is  worth  more 
than  he  owes  on  it. — Mr.  Livsey : We  do  not  rely  entirely 
on  the  physical  security ; we  have  carefully  checked  the 
financial  standing  of  the  proposed  hirer.  We  have  no 
s^ing  organisation  for  any  re-possessions  we  make ; the 
most  we  can  do  with  a motor  car  is  sell  it  to  the  trade, 
and  we  find  their  views  on  values  are  very  different  when 
we  ask  them  to  buy  back  from  when  fiiey  sold  to  us. 
Machinery  and  machine  tools  would  present  a very 
difficult  problem  if  we  had  to  re-possess  and  re-sell. 

5156.  I know  that  when  you  have  block  discounts  you 

have  recourse  against  the  retailer  who  is  handing  you  over 
the  debts,  but  do  you  always  have  recourse  against  the 
supplier? Very  rarely,  I should  say,  on  normal  business. 

5157.  Professor  Cairncross:  Do  you  do  any  business 

in  accounts  receivable? Mr.  Greaves:  Certain  members 

of  this  Association  do  it,  but  it  is  the  exception  rather 
than  the  ride. — Mr.  Livsey : Mutual  Finance  do  it  through 
a subsidiary.  Sales  Intermediate  Credit  Ltd. 

5158.  In  relation  to  the  amount  of  business  on  this 

in  the  United  States  it  is  very  small? ^Very  small. 

5159.  Chairman:  What  is  the  difference  between  dealing 

in  accounts  receivable  and  block  discounting  and  credit 
sa_Ie? Mr.  Greaves:  Between  dealing  in  accounts  re- 

ceivable and  credit  sale  very  little ; but  there  is  all  the 
difference  in  the  world  between  these  and  block  discounting 
hire  purchase  agreements,  when  we  buy  contractual  righte 
including  ownership  erf  the  goods. — Mr.  Livsey : Credit 
sale  has  really  only  developed  to  a certain  extent  because 
of  control  orders.  The  minimum  period  is  usually  nine 
months,  and  on  accounts  receivable  the  maximum  period  is 
90  days,  or  three  months,  and  the  amounts  usually  m our 
experience  are  collected  from  the  debtors  at  an  average  of 
about  eight  weeks,  I should  say,  from  the  date  of  the 
invoice. 

5160.  Professor  Cairncross:  Is  there  any  indication  that 
this  kind  of  business  of  turning  over  accounts  to  you 

is  increasing,  or  that  there  is  a demand  for  it? la  the 

case  of  my  own  company  it  has  increased  very  substan- 
tially, but  I think  that  that  is  a temporary  position  owing 
to  the  restricted  credit  available  from  normal  sources. 

5161.  You  mean  bank  credit? ^Yes. 

5162.  Sir  John  Woods:  I follow  the  point  that  the 
credit  sale  agreement  has  expanded  because  it  is  free  of 
control  up  to  nine  months.  Supposing  that  the  control 
were  to  go,  do  you  think  this  business  would  disappear, 
or  has  it  any  other  advantages  compared  with  hire 

purchase,  or  the  ordinary  rental? would  say  it  is  no 

advantage  at  all.  It  is  disadvantageous,  I think.  It  is 
just  a method  of  evading  the  payment  of  deposit. 

5163.  Chairman:  When  you  speak  about  the  effects  of 
these  various  forms  of  control  that  have  been  imposed 
on  the  terms  of  trade,  do  you  think  you  could  distinguish 
between  the  effects  of  increasing  the  minimum  deposit  and 
the  effects  of  shortening  the  term?  So  far  as  shortening 
the  term  goes,  I gather  from  what  you  say  that  it  had  very 
little  observable  effect  so  far  as  dealing  in  consumer  goods 


goes,  but  it  has  an  effect  upon  the  heavier  goods,  plant 
and  machinery,  bought  by  industry.  To  some  extent  you 
have  been  able  to  get  round  that  by  the  simple  hire 

agreement? Mr.  Livsey:  It  does  affect  very  much 

the  trade  in  the  ordinary  motor  car  if  the  period 
is  too  short.  My  opinion  is  that  there  is  a much  greater 
restriction  if  the  period  is  shortened.  For  instance  the 
restriction  to  18  months  had  a much  greater  effect  than 
putting  up  the  deposit  to  33^^  per  cent,  In  the  one  case 
it  is  a matter  of  putting  an  old  car  in  in  part  eichange,  which 
very  largely  covers  the  deposit,  or  drawing  a sum  out  of 
the  bank  to  ^y  the  deposit  with ; but  when  you  shorten 
the  period  it  is  a question  of  how  far  the  person’s  income 
can  afford  the  large  monthly  payments  necessitated  by  the 
shorter  period. — Mr.  Greaves : If  there  is  a shortening  of 
the  period  there  is  a tendency  for  people  to  over-commit 
themselves  on  hire  purchase ; they  can  enter  into  the 
agreement  quite  easily  if  the  deposit  is  low,  but  it  means 
that  their  monthly  payment  is  high  if  the  period  is  re- 
stricted. If  there  is  an  increase  in  -the  minimum  down 
payment,  our  experience  generally  is  that  business  slows 
down  for  a while ; but  gradually  people  accumulate 
deposits,  or  get  used  to  the  new  state  of  affairs,  and  we 
do  find  that  it  gradually  creeps  back  again. 

5164.  Professor  Cairncross:  With  the  higher  instalments 
you  think  there  is  a continuing  decline  in  the  amount  of 

business? Mr.  Livsey:  Yes  ; with  a shorter  period  it  is 

really  a permanent  dechne. — Mr.  Greaves:  If  the  thing 
gets  too  severe  we  then  get  avoidance  devices  coming  in, 
and  people  coming  to  us  for  finance  of  an  alternative  type, 
such  as  a simple  hire  agreement. 

5165.  Chairman:  And  with  your  very  good  experience 
of  reliability  of  debtors,  it  would  not  be  an  impossible 

shift? Not  impossible ; but  it  is  something  we  would 

do  with  reluctance.  Our  proper  business  is  hire  purchase, 
and  we  seek  to  stay  in  that  business.  If  we  are  forced  to 
an  alternative  means  of  giving  credit,  then  we  are  pre- 
pared to  consider  that,  but  we  like  at  all  times  to  be  the 
owners  of  the  goods  let  out  on  proper  hire  purchase 
agreements. 

5166.  Do  you  think  many  consumers  have  a figure  per 

week  or  per  month  in  their  mind  to  which  they  are  pre- 
pared to  go? ^Undoubtedly. 

5167.  If  they  pay  off  one  kind  of  debt  they  enter  into 
a new  transaction,  and  get  back  to  the  previous  figure? 

Mr.  Livsey:  An  indication  of  that  in  relation  to 

motor  cars  is  that  practically  every  trader  tells  us  that 
the  customer  is  not  at  all  interested  in  what  he  is  going  to 
be  diarged  ; aU  that  he  asks  is  bow  much  a month  it  will  be. 
We  have  agreed  a scale  of  maximum  charges  to  the  cus- 
tomer, and  the  dealers  are  very  cross  about  it  in  the  motor 
car  trade  ; they  say  the  customer  is  not  interested  in  what 
it  is  going  to  cost  him  in  all,  but  how  much  it  is  per 
month,  I would  not  say  that  in  relation  to  the  industrial 
side,  namely  machinery,  machine  tools ; but  with  the 
average  person,  the  man  who  takes  the  motor  cai,  I do 
not  think  he  is  a little  bit  interested  in  the  capital  cost ; 
he  wants  a motor  car,  and  if  it  is  so  much  a month  he 
can  afford  it. 

5168.  Lord  Harcourt:  And  if  you  stretch  the  terms 

by  an  extra  three  months  and  reduce  the  monthly  paymmt, 
that  means  he  can  buy  a more  expensive  car  without 
paying  undue  attention  to  it? ’That  is  so. 

5169.  Professor  Cairncross:  Do  you  operate  any  kind 
of  check  on  the  credit  standing  of  your  customers,  if 
they  are  private  persons  or  business  people,  to  see  in 

what  other  directions  they  are  committed? Mr.  Livsey : 

We  do  not  get  a statement  as  to  their  other  liabilitie.s. 
On  the  normal  size  of  transaction,  if  the  man  has  a bank 
we  make  the  usual  batjc  inquiry  from  the  point  of  view 
of  the  amount  of  monthly  payments.  If  he  has  not  a 
bank  we  take  a status  rept^  from  one  of  the  agencies 
which  record  county  court  judgments ; but  we  have  no 
detailed  information.  On  units  of  machinery,  contractors’ 
plant,  we  have  audited  accounts  of  the  company. — Mr. 
Greaves:  Many  oompanies  ask  on  'their  proposal  forms 
what  other  hire  purchase  commitments  the  proposer  has, 
but  we  have  no  means  of  checking  up  on  the  infor- 
mation supplied. — Mr.  Livsey : The  Finance  Houses  Asso- 
ciation have  recently  arranged  a credit  register  which 
we  will  'get  into  operation  on  the  1st  April.  Under 
that  we  shall  each  register  with  the  Association’s  accoun- 
tants customers  who  have  more  than  £10,000  outstanding 
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with  us.  That  should  prevent  them  running  up  to  what 
one  company  may  feel  is  a reasonable  limit,  and  then 
going  to  other  companies. 

5170.  Professor  Sayers:  What  is  your  bad  debt  experi- 
ence in  the  various  fields? Mr.  Livsey:  For  my  own 

company  over  the  seven  years  since  1950  losses  written 
off  and  those  estimated  which  are  not  yet  closed  come 
out  at  0T3  of  one  per  cent,  of  turnover ; but  I would 
say  that  has  been  an  abnormal  experience  since  the  war. 
Before  the  war  I would  say  it  was  roughly  0-25  of  one 
per  cent.— Mr.  Greaves:  I should  think  that  is  typical. 

5171.  Sir  John  Woods:  That  is  the  net  loss  after  taking 

credit  for  re-sales  of  re-possessed  goods? ^Yes. 

5172.  Did  you  have  any  worse  experience  than  that 

during  the  slump  in  the  thirties? Mr.  Livsey : No ; 

we  came  through  it  very  very  well  indeed.  Even  dunng 
the  last  war,  although  we  all  had  a very  large  number  of 
re-possessions  when  the  war  commenced,  we  mostly  came 
through  without  heavy  losses.  It  has  been  my  experience 
over  thirty  years  that  generally  speaking  the  people  m 
this  count^  are  willing  payers:  they  wish  to  pay,  and  if 
they  can  pay  they  will  pay. 

5173.  The  purport  of  my  question  was  whether,  m 
circumstances  like  those  of  1929,  1930,  and  1931,  people 
could  not  pay,  or  whether  .they  could  and  did ; it  seems 

they  did? Mr.  Greaves:  1939-40  was  a very  good  test. 

A great  number  of  motor  cars  were  under  hire  purchase 
then,  and  our  losses  in  flie  long  run  were  very  sm^. 
We  had  a great  number  thrown  back  on  our  own  hands, 
and  cases  where  the  hirer  could  not  pay  simply  because 
he  had  gone  into  the  forces,  and  had  no  earnings  out  of 
which  to  pay  bis  normal  rental ; but  in  the  long  run 
our  losses  were  very  small  indeed, 

5174.  Lord  Harcourt:  1939/1940  was  probably  the 

time  of  maximum  re-possessions,  owing  to  the  changed 
situation  of  individuals? Mr.  Livjey:  Yes. 

5175.  Chairman:  To  conduct  your  businesses  on  this 
large  scale  do  you  not  need  a number  of  offices  distributed 

all  over  the  place? Mr.  Greaves:  We  all  have  offices 

all  over  the  country,  rather  like  insurance  companies  do ; 
not  large  offices,  relatively  small  ones.— Mr.  Livsey: 
That  is  file  meaning  of  the  qualification  “operating 
nationally 

5176.  Professor  Sayers:  About  how  many  offices  have 

the  twelve  comipanies  between  them? Mr.  Greaves: 

500  at  a guess, — Mr.  Livsey : I think  that  is  quite  a modest 
estimate. 

5177.  How  much  of  the  total  business  of  the  finance 
companies  would  you  say  was  credit  on  motor  vehicles? 
1 dioulfi  say  about  70  per  cent. 

5178.  And  a substantial  part  erf  the  remaining  30  per 

cent,  is  on  industrial  equipment? Mr.  Livsey:  8 to 

10  per  cent.~Mr.  Greaves:  It  depends  whether  you  me^ 
in  units  or  money.  The  machinery  tends  to  gat  into  big 
figures,  particularly  eaiith  moving  machinery.  I should 
say  about  10  per  cent. 

5179.  Lord  Harcourt:  What  proportion  of  motor  car 

sales  are  financed  by  hire  purchase? Mr.  Livsey  : 

Surprisingjy  few.  The  only  reMable  statistic  we  have  is  in 
relation  to  new  vehicles,  because  we  have  our  own  bureau, 
H.P.  Information  Ltd.,  with  which  almost  every  company, 
whether  within  the  Finance  Houses  Association  or  not, 
registers  its  hire  purchase  transactions  for  motor  vehicles. 
We  can  compare  the  muivber  of  transactions  registered 
with  the  number  of  new  registrations  issued  by  the 
Ministry  of  Transport.  It  was  as  lo^w  as  14  per  cent,  of 
registrations  of  all  new  cars  a few  years  ago ; today  it  is 
22  per  cent,  for  new  passenger  cars,  and  29  per  cent,  for 
commercial  vehicles. — Mr.  Greaves : For  second-hand 
vehicles  one  can  only  giuess,  because  there  is  no  informa- 
tion as  to  the  number  of  second-hand  car  deals  which 
take  place  in  any  given  month.  H I had  to  quote  a figure, 
it  would  be  that  not  less  than  40  per  cent,  of  second- 
hand cars  are  bought  on  hire  purchase,  but  it  inigto  quite 
well  be  much  more. 

5180.  Professor  Sayers:  Have  you  noticed  since  the 

credit  squeeze  began  a tendency  for  rather  larger  firms 
than  before  to  use  your  facilities? ^Yes. 

5181.  Has  there  been  a great  increase  in  the  number  of 

firms  using  you  for  plant  and  machinery? ^Not  a great 

increase  yet. 


{Continued 


5182.  But  a noticeable  change  in  the  kind  of  firm  who 

would  come  to  you? 1 should  not  like  to  be  very 

definite  about  that ; I should  say  the  trend  is  increasing, 
but  it  is  not  yet  very  marked. 

5183.  Mr.  Livsey  did  say  earlier  that  the  expansion  of 
business  in  recent  years  had  been  very  much  related  to 

the  squeezing  of  other  sources  of  credit? Mr.  Livsey: 

I was  referring  to  the  accounts  receivable,  not  to  hire 
purchase. 

5184.  Chairman:  Does  the  industrial  use  of  hire  pur- 
chase run  in  certain  defined  lines  of  goods?  You  have 
referred  very  often  to  earth  moving  machinery  and  heavy 

vehicles? Mr.  Greaves:  Yes,  it  does.  The  restricting 

factor  iffiere  is  the  period.  Industrial  plant  cannot  be 
satisfactorily  financed  over  24  months  unless  it  is  plant 
which,  by  its  intrinsic  nature,  has  a very  high  earning 
capacity  in  relation  to  its  value.  Earth  moving  equipment 
is  ideal  for  that  because  its  initial  earning  capacity  is  very 
great  indeed.  Farm  tractors  are  another  example.  But 
for  things  like  heavy  lathes  or  milling  machines  one 
wants  a longer  period  to  finance  them  satisfactorily  on 
a hire  purchase  agreement. 

5185.  Professor  Sayers:  It  is  the  things  that  do  not  wear 
out  in  a month,  tout  do  wear  out  in  less  than  five  years? 
^That  is  the  sort  of  thing. 

5186.  Professor  Cairncross:  Would  you  be  prepared  to 
do  business  where  a period  of  more  than  five  years  was 

involved  if  there  were  no  restriction? Subject  to  our 

being  able  to  get  money  for  the  requisite  period,  One  of 
our  main  difficulties  is  that  we  cannot  match  the  period 
of  our  borrowings  with  the  period  of  our  agreements. 

5187.  Professor  Sayers:  You  do  sedc  to  do  so? Mr. 

Greaves:  I would  like  to  equate  them  more  closely,— 
Mr.  Livsey : The  other  factor  too  in  the  more  long  term 
agreemeut  is  the  uncertainty  of  what  money  will  cost 
us  throughout.  We  cannot  adjust  our  charge  'OU  our  exist- 
ing contracts,  as  a building  society  can  on  a mortgage. 
T^te,  for  instance,  the  recent  increase  of  2 per  cent,  in 
Bank  Rate ; in  relation  to  the  business  on  our  books  at 
19th  September  we  are  bearing  .the  whole  of  that  2 per 
cent.  When  Bank  Rate  falls  we  have  an  advantage, 
because  &ere  is  no  change  in  the  charge  cunent 
transactions.  But  to  try  and  predict,  certainly  in  these 
days,  Bank  Rate  and  the  cost  of  our  money  for  a period 
of  five  years  or  more  ahead  ds  quite  dangerous. 

5188.  Sir  John  Woods:  You  are  to  a large  extent 

borrowing  short  and  lending  medium? It  depends 

what  you  mean  by  medium.  We  are  operating  on  six 
months  to  three  years.  Within  that  qualification,  I agree. 
Before  the  restrictions  were  placed  on  hire  purchase  credit, 
we  were  borrowing  short,  because  the  money  was  always 
payable  to  the  bank  at  call,  though  in  practice  that  never 
happened.  We  knew  the  banks  would  always  give  us 
reasonable  notice  of  any  reduction.  Now  we  are  on  a 
different  basis,  because  we  are  all  borrowing  so  much 
money  on  short  term  deposit  on  a maximum  of  six 
mout^’  notice  ; so  to  that  extent  we  really  are  boirowing 
short  and  lending  medium. 

5189.  Professor  Sayers:  If  you  were  free  to  issue  deben- 
tures on  a fairly  big  scale,  could  you  easily  do  so  on  such 
terms  that  would  allow  you  to  go  into  financing  of 

more  long  lasting  plant? Mr.  Greaves : I think  so. 

The  best  illustration  there  is  that,  when  the  wagon  com- 
panies each  used  to  run  their  fleets  of  railway  wagons  on 
hire  purchase  agreement  for  three,  five  and  seven  years, 
it  was  tiieir  imactice  to  enter  into  agreements  for  the 
hire  of  the  wagons  with  option  to  purchase  in  fairly  big 
units,  and  then  to  borrow  the  money  on  terminable  deben- 
tures for  similar  periods.  These  debenture  issues  are  still 
extant  in  two  wagon  companies,  to  a total  of  nearly  £5 
million  'outstanding,  and  they  go  on  revolving;  as  the 
debentures  run  off  they  are  renewed  for  three,  five  or  seven 
years. 

5190.  Is  there  a very  big  field  that  you  would  like  to 

get  into? 1 think  there  is  uitiraately.  We  should  be 

misleading  you  if  we  said  that  there  is  an  immediate  very 
large  demand  for  hire  purchase  of  industrial  machinery, 
but  I think  it  is  something  which  is  there  and  will  grow. 

5191.  Chairman:  Where  are  these  debenture  issues 

renewed?  Are  they  public  issues? Mr.  Greaves:  No, 

it  'is  generally  fairly  private  money.  Both  the  companies 
concerned  are  up  in  the  north,  and  the  money  generally 
ico'mes  from  ioo^  people,  initiroduced  by  I'ooal  Heitors, 
istockibrokeffs,  and  that  sont  of  Ibhing.  I would  not 
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like  cto  say  it  is  by  any  means  a national  issue. — Mr. 
livsey:  Before  these  restrictions  became  so  rigid  we  were 
developing  to  some  extent  on  the  basis  of  a five-year 
unsecured  note,  which  rather  covers  the  point  you  had  in 
mind : we  knew  the  cost  of  the  money,  and  we  knew  the 
money  was  there  for  five  years.  But  those  were  placed 
with  institutions. 

5192.  Restrictions  have  put  a stop  to  that? Mr 

Livsey:  For  over  £50,000,  and  now  over  £10,000  we 
have  to  get  C.I.C.  permission,  which  they  are  not  likely 
to  give.  In  normal  times  it  is  quite  a good  method  of 
financing  provided  that  one  does  not  have  too  great  a 
proportion  of  resources  on  that  basis ; our  business  is  to 
a great  extent  seasonal,  and  if  we  have  fixed  capital  of 
whatever  nature  we  are  going  to  be  paying  out  at  one 
period  of  the  year  on  money  we  are  not  using. 

5193.  What  in  your  view  as  the  ideal  source  of  finance? 
^The  joint  stock  banks. 

5194.  Professor  Sayers:  You  like  to  borrow  from  them 
and  then  lend  to  the  people  who  are  buying  the  goods? 

^Yes.  For  many  years  we  borrowed  from  the  joint 

stock  banks,  and  it  was  a very  happy  reJationship:  we 
were  only  paying  for  money  as  we  used  it,  and  we’  had 
a feeling  of  security,  aud  .the  banks  knew  just  to  what 
extent  one  was  credit-worthy,  and  how  far  one  should  go. 
1 am  quite  sure  that  it  is  the  most  satisfactory  form  of 
borrowing  for  our  business. 

5195.  Lord  Harcourt:  To  what  extent  do  you  use 

acceptance  credits? Quite  a lot.  We  regard  them  in 

very  much  the  same  way  as  joint  stock  banks.  One  has 
to  be  careful  in  the  selection  of  the  acceptance  credit.  I 
had  a very  unhappy  time  at  the  time  of  the  Continental 
troubles ; I had  acceptances  of  £250,000  called  in  on  one 
day,  and  I had  to  go  round  to  the  joint  stock  banks  and 
ask  them  to  take  these  over.  Since  fiien  we  have  exer- 
cised great  care  as  to  which  acceptance  house  we  have 
Used. 

5196.  Professor  Sayers:  I can  see  that  the  relationship 

with  the  banks  and  accepting  houses  is  very  happy  from 
your  side ; but  what  is  the  advantage  to  >the  banks  and 
the  accepting  houses  that  go  in  for  'this,  rather  than  doing 
the  business  directly? Mr.  Greaves:  I think  the  advan- 

tage is  that  we  know  how  to  do  the  business,  and  the 
banks,  with  the  ^eatest  respect,  would  probably  not, 
if  -they  had  to  do  it  'themselves.  There  is  a considerable 
amount  of  know-how  in  this  business.  And,  of  course, 
it  does  mean  that  we  bear  any  loss  ourselves  and  the 
banks  do  .not. — Mr.  Livsey:  It  re^Iy  means  that  the 
banks  finance  the  hire  purchase  of  the  country,  using 
specialised  organisations  for  that  purpose,  and  they  have 
the  cash  and  the  capital  reserves  of  the  finance  companies 
as  security  for  their  loans.  When  I spoke  of  a “ happy 
relationship  ”,  I was  not  'thinking  of  it  so  mudi  from  the 
point  of  view  of  the  value  of  the  borrowing  as  the  faot 
that  it  really  was  a happy  relationship ; we  are  on  excel- 
lent terms  with  our  banks,  and  we  can  always  go  and 
discuss  our  problems  with  them  and  go  and  get  advice 
from  them.  And  we  'have  .the  feeling  that  they  keep  us 
within  reasonable  borrowing  bounds. 

5197.  Chairman:  What  measure  of  accommodation 
would  you  expect  a bank  to  give  a hire  purchase  oom- 

pamy? Mr.  Livsey:  I have  always  regarded  round 

about  4i  to  5 times  capital  and  free  reserves  as  being  a 
safe  operating  margin  for  a hire  purchase  toance  com- 
pany.— Mr.  Greaves : At  the  risk  of  disagreeing  with  my 
Chairman,  I would  say  that  that  should  be  qualified  by 
the  particular  company  in  .question  as  to  its  size,  its 
experience  and  its  management.  If  you  have  a small 
company  with  capital  and  reserves  of  £10,000,  it  would 
be  unwise  for  a bank  to  lend  that  company  anything 
like  the  same  ratio  in  relaltion  to  its  capital  and  reserves 
as  it  would  for  an  old  established  company  with  capital 
reserves  of  £4  or  £5  million. — Mr.  Livsey : Yes.  I 
answered  in  the  general  sense,  as  I am  sure  the  Chair- 
man wished  me  to  do.  Obviously  in  the  case  of  Mr. 
Greaves’s  and  ray  own  companies  our  bankers 
would  toke  into  account  our  parent  companies. 
But  over  the  whole  range  of  hire  'purohase  borrowing 
we  used  to  'base  that  ratio  on  putting  ourselves 
in  the  position  that  whe±er  the  customer  paid  \as  each 
month  or  not  we  had  to  pay  the  banks.  One  could  reach 
the  pcaition  that,  if  one  put  no  reasonable  limitation  on 
one’s  borrowing,  though  ultimately  one  would  collect  all 
the  money  outstanding  on  agreements,  one  might  reach 
a position  with  arrears  such  that  one  just  could  not  pay  the 


banks  what  was  due  to  them  each  month.  The  basis  was 
that  we  had  to  allow  for  a certain  percentage  of  arrears 
to  ensure  each  month  that  despite  those  arrears  we  could 
lu  effect  pay  off  the  arrears  to  the  bank  out  of  capital  and 
reserves. — Mr.  Greaves:  Five  times  was  the  co'mmonly 
accept^  nile  in  the  days  when  we  were  free  to  borrow 
from  the  banks ; but  I think  a growing  appreciation  of  the 
essential  liquidity  of  our  business  might  well  now  justify 
a substantial  increase  in  the  ratio. 


5198.  You  envisage  a bank  supplying  some  measure  of 
credit  to  a hire  purchase  concern,  varying  with  seasonal 
requirements,  but  standing  behind  it  and  supplying  credit 

year  m year  out  on  a certain  basis? Mr.  Livsey  • Yes 

Before  the  war,  provided  that  the  company  was 'being 
sensibly  managed  the  credit  was  really  fixed ; unless  there 
was  a general  move,  or  a Treasury  or  Bank  of  England 
suggesbon  or  something  like  that,  we  knew  the  credit  limit 
we  had  was  there  in  effect  permanently. 


5199.  Professor  Ccdrncross:  Do  you  mean  a ratio  of 

five  to  one  in  terms  of  bank  credit  or  total  borrowings  to 
capital  and  reserves? Total  borrowings. 

5200.  What  proportion  would  be  from  the  banks,  and 

what  proportion  from  other  lenders? ^At  the  present 

lime  only  a small  proportion  from  the  banks ; at  the  end 
of  our  last  financial  year  my  company  were  borrowing 
just  over  £600,000  from  the  banks,  and  just  over  £2  million 
on  shcfft  term,  deposits. 


5201.  And  before  the  war  what  would  the  proportions 

have  been? ^It  was  all  from  the  banks.  We  did  not 

take  deposits. 


5202.  Professor  Sayers:  And  you  would  like  it  to  be 

from  the  banks  again? ^I  would,  if  we  could  be  sure 

mat  that  was  going  to  remain.  In  the  short  period  of 
five  or  six  months  when  fhe  restrictions  were  lifted  I 
mcreased  the  limits  of  my  own  company  with  the  banks, 
and  undertook  to  give  notice  to  repay  all  deposits  We 
gave  notice  to  many  of  our  depositors  to  repay ; and  then 
within  five  or  six  months  the  restriction  came  down  again, 
and  we  had  to  go  back  to  the  depositors  again. 

5203.  Sir  John  Woods:  Is  it  ri^t  to  infer  from  that  that 
if  you  were  free  to  borrow  from  the  commercial  banks 
as  you  used  to  be  you  would  be  content  not  to  seek 

deports? Mr.  Graves:  I would  not  like  to  say  that 

it  might  not  be  desirable  to  borrow  some  longer  teim 
money  as  they  do  in  Australia,  for  three,  five  or  seven 
years,  on  debentures  or  on  unsecured  loan  notes,  to  give 
a certain  proportion  of  longer  term  resources  at  a fixed 
rate. — Mr.  Livsey : I am  reasonably  sure  that  the  principal 
com.pames  would  borrow  much  more  heavily  from  the 
banks,  as  they  used  to  do,  than  on  short  term  deposit  if 
we  oould  'Only  be  assured  that,  as  soon  as  we  had  discarded 
the  .deposits,  the  restrictions  were  not  going  to  come  down. 

5204.  Professor  Cairncross:  Have  you  any  figure  that 
would  allow  us  to  judge  how  much  bank  credit  you  enjoy 

at  the  nwOTient? It  is  difficult  to  give  overall  figures. 

Taking  the  case  of  my  own  company  the  creffit  limits  on 
the  reduced  basis  amount  to  £1,300,000,  but  we  have  been 
asked  to  keep  to  our  avCTage  borrowings  for  the  year 
up  to  September  30th  last,  which  in  the  case  of  my 
company  only  amount  to  £375,000.  We  can.  go  up  to 

£1,3W,000  to-morrow,  but  the  understanding  with  our 
bankers  is  that,  even  if  we  did  that,  we  would  average  out 
over  the  year  at  not  more  than  our  £375,000. 


5205.  Professor  Sayers : This  imderstanding  arises  from 

the  Chancellor’s  request? Yes.  I accept,  and  I am 

sure  we  all  accept,  ffiat  the  requests  and  reductions  which 
have  been  made  by  our  .bankers  have  all  been  with  a wish 
to  comply  with  Treasury  wishes.  We  are  not  blaming  our 
bankers  at  ail  for  w^at  has  happened. 

5206.  Professor  Cairncross:  The  figures  published  by  the 

Government  show  a total  indebtedness  of  finance  com- 
panies to  the  banks  of  £30  million? Mr.  Greaves:  I 

should  think  £25  million  of  that  might  be  to  our  members. 

5207.  And  how  ranch  total  credit  do  you  have  at 
y<^  disposal,  excluding  capital  and  reserves:  £100 

milhons,  or  much  more? Considerably  more  than  that, 

iocluding  deposits  and  everything  else  ; over  £150  million 
I should  think  ; but  I sh-ould  like  to  confirm  that. 


5208.  So  the  bank  credit  will  be  less  than  a quarter 
on  that  basis? ^Yes. 


5209.  Professor  Sayers:  What  sort  of  proportions  are 
the  other  sources  of  credit  in  that  total? They  vary 
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enormoiisiy  from  company  to  company.  Some  companies 
have  taken  deposits  from  the  public  for  a number  of 
years  ; some  have  only  just  started  doing  it. 

5210.  Would  your  members  be  willing  to  give  us  a 
figure  aggregaited  for  the  group?— -Mr.  Livsey : I am  sure 
we  could  supply  the  figures  at  any  date  you  wish.* 

5211.  Professor  Cairncross'  It  would  be  useful  to  the 
Committee  to  have  some  indication  of  the  increase  that 
you  have  been  able  to  enjoy  in  deposits  or  other  sources 
of  funds  since  the  contraction  or  the  flattening  out  of 
bank  credit  to  you.  It  is  very  difficult  to  judge  whether 

it  is  large  or  small? ^The  restriction  of  credit  to  hire 

purchase  companies  has  been  operating,  except  for  a few 
months,  since  1947.  In  1947  the  Bank  of  England  asked 
ffie  banks  and  acceptance  houses  to  limit  their  credits  to 
the  then  existing  limits,  which,  of  course,  were  rather  low 
in  1947,  as  we  had  not  recovered  from  the  war.  That 
has  really  gone  on,  with  two  reductions,  continuously  from 
1947,  with  one  break  of  five  or  six  months  ; but  you  have 
in  mind  the  period  since  1952? 

5212.  Since  the  middle  of  1955,  when  the  screw  was  put 
on  a good  deal  tighter.  In  .the  last  two  or  three  years 
you  have  probably  been  more  active  in  seeking  deposits 

from  outside  sources  than  previously? ^Very  much 

more,  yes. 

5213.  It  is  the  magnitude  over  that  period  that  would  be 
of  most  interest  to  us.  We  should  like  an  analysis  showing 
the  break-up  between  bank  loans,  including  acceptance 
houses,  deposits  and  any  other  sources  from  the  middle 

of  1955  to  .the  end  of  last  year? We  will  let  you  have 

that.* 

5214.  Sir  Reginald  Verdon  Smith : With  regard  to  the 
deposits  themselves  are  there  any  significant  characteristics 
of  the  sources  from  which  fliey  come : private  individuals, 
small  traders,  businesses,  any  particular  significant 

sources? Mr.  Livsey.  It  varies  with  the  companies. 

Some  companies  advertise  very  extensively,  and  attract 
deposits  from  moderate  people,  perhaps  of  £500  or  £1,000. 
In  the  case  of  my  own  company  we  do  not  advertise, 
and  the  deposits  come  from  industrial  sources  with  which 
the  directors  of  my  company  or  of  the  parent  company 
are  connected,  .though  we  do  not  usually  borrow  from 
the  parent  company. — Mr.  Greaves : My  company 

advertise,  but  we  do  not  take  the  smaller  deposits.  We 
get  quite  a lot  of  substantial  deposits  from  industrial 
sources,  and  quite  a lot  from  individuals. 

5215.  Lord  Harcourt : What  is  the  smallest  deposit  you 

take? ^In  my  own  company  £500. 

5216.  That  is  a fixed  limit? ^Yes. 

5217.  Chairman : Do  you  advertise  varying  terms  upon 
which  you  will  receive  the  deposits? — |-Yes.  Generally 
speaking  .the  commonest  terms  on  which  deposits  are 
taken  are  either  at  six  months’  or  three  months’  notice. 

5218.  Is  that  equally  true  when  you  are  dealing  with 

industrial  lenders? Mr.  Greaves'.  Yes. — Mr.  Livsey. 

We  all  offer  about  .the  same  rates : Bank  Rate  for  money 
at  one  month’s  call,  1 per  cent,  over  Bank  Rate  for  money 
at  three  months,  and  \\  per  cent,  over  Bank  Rate  for 
money  at  six  months  caU,  with  a minimum  of  4i  per 
cent. 

5219.  Professor  Sayers:  Are  these  deposits  very  volatile? 

Mr.  Livsey.  Ours  are,  because  we  get  moaiw  like 

purchase  tax  or  income  tax  monies  deposited  with  us, 
and  there  is  rather  a large  amount  going  out  about  the 
end  of  the  year.  But  I imagine  the  smaller  deposits  of 
£500  remain.— Mr.  Greaves : They  are  stable  ; I think  in 
the  majority  of  cases  the  smaller  deposits  from  individuals 
are  savings. 

5220.  Lord  Harcourt:  Do  they  stay  with  you  for  a 

considerable  period? ^Yes. 

5221.  Chairman:  Have  you  observed  any  greater 
difficulty  in  obtaining  the  deposits  you  want  over  the  last 
two  years?— —Mr.  Livsey:  No;  on  the  contrary,  my 
own  experience  has  been  that  we  really  have  had  more 
funds  than  we  require  to  finance  the  business  coming  in. 
In  my  own  case  we  may  have  an  industrial  concern  which 
has  £100,000  or  £150,000  on  deposit  with  us  asking  us 
to  take  another  £50,000  or  £100,000.  We  do  not  really 
want  it,  but  we  are  frightened  -that  if  we  do  not  take  it 
they  will  go  to  another  company,  so  we  take  it.  I have 


• See  Appendix  to  Minutes  of  Evidence. 


been  in  the  position  of  having  money  on  deposit  at  the 
bank  at  5 per  cent.,  and  paying  as  much  as  7 or  7^  per 
cent,  for  it  to  keep  the  good  will  of  the  depositor. 

5222.  If  you  were  free  to  draw  the  bulk  of  your  finance 
from  the  banks,  it  would  be  the  least  expensive  way  of 

getting  your  money? ^It  would.  Of  course,  the  banks 

have  fixed  by  agreement  a fairly  high  minimum  charge  for 
the  hire  purchase  companies:  one  per  cent,  over  Bank 
Rate,  with  a minimum  of  5 per  cent.  We  are  paying  the 
banks  8 per  cent,  at  the  present  time ; so  our  one-and-a-half 
per  cent,  over  Back  Rate  for  money  at  six  months  caU  is 
not  reaUy  very  excessive. 

5223.  Lord  Harcourt : In  the  case  of  the  companies  that 

take  the  very  small  deposits,  does  that  involve  a vast 
amount  of  work? Mr.  Greaves:  It  must  do. 

5224.  And  the  smaller  the  deposits  the  more  volatile 

they  are? ^I  have  not  much  experience  of  it,  but  I 

would  not  say  that  that  is  so.  I think  there  is  a great 
number  of  deposits  of  £100  or  £200  that  are  stable  and 
represent  genuine  savings. 

5225.  Professor  Cairncross:  Do  you  try  to  observe  any 

proportion  between  cash  and  liquid  assets  and  toti 
assets? Mr.  Livsey:  We  do  not  have  a recognised  per- 

centage, as  the  commercial  banks  do.  Certainly  in  relation 
to  deposit  money  we  keep  a very  careful  eye  on  the 
amounts  payable  at,  say,  three  and  six  months,  and  the 
amounts  we  are  collecting  each  month,  We  have  always 
endeavoured  to  project  those  two  figures  ; we  assume  that 
we  get  simultaneous  notice  to  repay  aU  the  deposits  on  the 
same  day,  because  of  an  international  catastrophe,  or  some- 
thing like  that,  and  we  then  try  to  work  out  our  graj* 
so  that  the  very  worst  that  could  happen  would  be  that 
we  should  have  to  stop  doing  business  for  a month  or 
two,  so  that  our  payments  coming  back  would  repay  our 
depositors.  Payments  each  month  are  ten  ^r  cent,  of 
the  total  outstanding,  but  we  have  to  visualise  that  the 
circumstances  which  caused  tis  to  receive  notice  simul- 
taneously to  repay  all  depositors  would  reduce  that 

amount. Mr.  Greaves:  I think  it  is  true  to  say  that 

we  do  not  put  cash  aside  specifically  against  excessive 
calls  on  deposits ; but  we  all  of  us  have  regard  at  all 
times  to  our  undrawn  credit  lines  as  reserves  on  call  for 
unforeseen  repayment  of  deposits. 

5226.  Professor  Sayers : Do  you  hold  any  other  form  of 
asset  than  hire  purchase  paper,  apart  from  a working  bank 

balance? Yes ; a certain  amount  of  our  funds  are 

invested  in  buildings  for  our  offices,  but  other  than  that 
the  majority,  say  90  per  cent.,  of  our  assets  are  in  hire 
purchase  agreements. 

5227.  No  Treasury  Bills? On  occasion  companies 

in  this  Association  have  had  Treasury  Bills,  but  that  has 
only  been  because  they  have  at  that  date  been  in  possession 
of  more  funds  than  they  could  use. 

5228.  They  would  not  reckon  to  hold  some  Bills? 

Mr.  Livsey:  We  cannot  afford  to  pay  what  we  have  to 
pay  for  our  borrowing,  and  keep  any  substantial  amount  in 
Treasury  Bills  at  a lower  rate. — Mr.  Greaves : Nor  is  there 
any  necessity  for  it,  if  a company  manages  its  affairs 
so  that  it  has  undrawn  credit  lines  available, 

5229.  Professor  Cairncross:  What  type  of  business  do 

you  do  in  the  financing  of  exports? Mr.  Greaves: 

My  own  company  does  the  export  of  motO’T  vehicles 
to  America  and  Canada,  chiefly  on  three  months’  bills. 
The  other  companies  do  similar  sorts  of  transactions ; but 
I have  not  a great  deal  of  information  about  what  other 
companies  do. — Mr.  Livsey:  I think  it  is  very  largely 
confined  to  the  financing  of  motor  vehicles. — Mr.  Greaves: 
We  do  not  actually  act  as  principals,  buying  and  selling 
merchandise  abroad. 

5230.  Chairman:  Have  you  got  any  kind  of  formula 
for  the  distribution  of  your  liabilities  as  between  short  term 

and  longer  term  deposits? Generally  speaking  we  prefer 

to  have  our  deposits  at  six  months’  notice,  if  we  can  get 
them.  Three  months’  notice  is  less  desirable ; and  the 
majority  of  us  are  not  very  keen  on  taking  any  substantial 
volume  of  deposits  at  less  than  three  months.  But  I do 
not  think  there  is  any  hard  and  fast  rule  about  it. 

5231.  Then  in  paragraph  21  you  draw  attention  to  the 
extreme  flexibility  of  the  restrictions  that  have  been 

imposed  upon  you  from  time  to  time? Mr.  Greaves: 

Yes.  I think  that  is  a very  mild  way  of  putting  it! — 
Mr.  Livsey : It  appears  that  the  Board  of  Trade  are  now 
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very  anxious  to  try  and  keep  the  present  terms  stable. 
They  have  been  stable  for  quite  a long  period,  and  I fbinic 
that  the  President  of  the  Board  of  Trade  wishes  very  much 
to  avoid  these  sudden  changes.  It  makes  it  very  difficult, 
not  only  for  the  finance  companies  but  for  manufacturers 
and  retailers. 

5232.  Professor  Sayers:  You  have  mentioned  the  dis- 
comfort in  'the  restrictions  of  Che  credit  you  gel  from 
the  banks,  and  there  .is  obvious  discomfort  in  these 
variations  in  the  terms  of  trade  oooitrol.  If  there  is  to 
be  some  way  of  controlling  credit  of  this  kind,  which 

way  seems  to  you  the  least  evil? The  terms  of  trade 

control.  It  is  a very  useful  control.  America  used  it 
throughout  the  war  on  what  they  called  the  “ Regulation 
W ” ^an,  and  it  was  very  successful  there.  Its  great  value 
to  the  country,  particularly  as  we  now  have  the  statistics 
with  'the  Board  of  Trade,  is  that  the  Government  can 
regulate  the  amount  of  hire  purchase  which  is  being 
transacted  an  any  section  of  industry.  If  the  Treasury  see 
■that,  for  instance,  lone  month  diera  is  a trranemdous 
increase  in  the  sale  of  television  and  radio  on  hire 
purchase,  they  only  have  to  move  up  the  deposit  ot 
shorten  the  period  to  check  that  We  had  an  sample 
of  that  during  the  -petrol  rationing  period  when,  with  the 
minimum  deposit  at  50  per  cent.,  as  it  then  was,  and  the 
Suez  business,  the  motor  trade  was  in  a very  ted  state. 
To  hdp  them  the  Board  of  Trade  reduced  the  minimum 
deposit  on  motor  cars  and  light  vehicles  to  20  per  cent., 
and  ithere  was  an  immediate  and  .tremendous  increase  in 
the  hire  purchase  oi  those  goods. 

5233.  Chairman : If  we  are  going  to  rely  for  thiis  pur- 
pose on  temts  of  trade  control  only,  how  it  help 

being  variable  and  flexible? Mr.  Livsey:  It  must  be 

flexible  ; at  must  be  variable.  It  is  ffie  great  value  of  the 
teiTOS  ccautrol  that  it  can  be  so  flexible.  The  trouble  has 
been  in  our  view,  with  great  respect  to  the  Board  of 
Trade,  that  in  that  terrible  period  of  crmstant  changes 
they  were  not  using  it  sensibly. — Mr.  Greaves:  I tbi-nk 
that  .the  risk  of  frequent  changes  is  dim.inishte  to  some 
extent  by  virtue  of  the  increase  in  knowledge  which  the 
Board  of  Trade  has  gained  of  our  business,  which,  makes 
them  less  liable  to  chop  and  change  their  minds  about  it 

5234.  Professor  Sayers:  But  if  that  derives  from  a 
decision  that  this  is  a control  that  should  not  be  regarded 
as  a flexible  one,  that  does  not  help  us  much.  Are  you 
not  in  fact  putting  it  forward  as  at  any  rate  the  least 

undesirable  of  the  flexible  controls? Yes.  We  were 

get^g  changes  at  one  time  at  the  rate  of  one  a monffi, 
which  is  quite  impossible  for  any  industry.  Obviously 
one  could  not  object  to  a fiedble  control  which  changed 
perhaps  once,  or  even  in  exceptional  circumstances  twice, 
a year.  That  would  be  reasonable,  and  we  could  plan 
our  business  accordingly ; but  we  cannot  conduct  our 
buriness  when  flie  coD'troIs  change  to  a marked  degree  in 
a p«iod  of  a month,  and  .then  change  back  again. 

5235.  Are  you  spei^ng  of  manageability  of  your  own 
business,  or  of  the  industrial  changes  that  lie  behind? 
— —Of  both. 

5236.  You  think  that  the  industries  that  are  concerned 
here  would  be  quite  willing  to  stomach  changes  of  once 

or  twice  a year? Mr.  Greaves:  I do  not  thinV  they 

would  be  willing,  but  I think  they  have  got  rather  used 
to  doing  it. — Mr.  Livsey : What  .is  important  is  that  when 
the  change  is  made  it  should  not  be  such  a violent  one. 
For  instance,  suddenly  to  make  the  minimum  deposit 
SO  per  cent,  all  round,  even  on  machinery  or  on  earth- 
moving  equipment  at  £100,000  a unit,  does  tremendous 
damage.  It  is  disastrous  for  industry. 

5237.  Chairman : Is  the  kind  of  industry  whose  goods 

you  are  dealing  in  one  which  needs  a smooth  and  regular 
flow  to  be  efficient? Mr.  Greaves:  Yes. 

5238.  If  the  authorities  are  going  to  rely  upon  an 
instrument  of  control  which  by  its  own  nature  must  mean 
that  from  time  to  time  sudden  alterations  of  pressure  are 
imposed,  must  they  not  contemplate  throwing  that  industry 

from  tame  to  time  out  of  gear? Mr.  Livsey : I think 

that  the  F.B.I.  have  made  that  point  very  strongly ; they 
set  up  a oommittee  specially  to  consider  it,  We,  ^ course, 
should  like  the  country  to  be  in  a position  where  we  did 
not  have  controls ; I tiiink  we  all  accept  that  there  must 
be  some  control  in  present  circumstances,  but  we  feel 
that  the  most  satisfactory  control  is  the  terms  of  trade 
control  because  of  the  very  fact  that  it  is  flexible.  We 


are  not  suggesting  that  it  should  not  be  flexible : we  tbiTiV 
that  is  its  great  value  ; but  it  has  not  been  wisely  used  in 
the  past.  The  other  .trouble  is  that  .the  Board  of  Trade 
do  not  consult  wi^  any  trade  association  before  the 
changes  are  made.  For  instance,  we  would  have  advised 
them  very  strongly  against  fixing  such  a low  mmirnum 
deposit  as  15  .per  cent.,  which  they  did  at  one  lime.  We 
should  'have  said  equally  that  50  per  cent,  would  have  had 
serious  effects  on  a large  section  industry.  They  consult 
us  on  intended  permanent  legislation,  but  they  cannot 
agree  to  consult  at  all  ■on  statutory  instrumeiits. 

5239.  Professor  Cairncross:  Suppose  you  were  in  the 
same  position  as  the  oommercdal  'bankers,  and  had  to 
maintain  your  outstanding  credit  at  a constant  leved, 
woifld  you  choose  to  make  use  of  the  existing  device^ 
or  would  you  think  up  some  other  method  of  securing 

that  result? Mr.  Greaves:  I think  the  main  weapon 

we  would  use  ourselves  would  be  a control  over  minimum 
deposits  and  period  of  repayment. 

5240.  You  would  not,  for  instance,  want  to  cut  out 

particular  lines  of  business? Mr.  Greaves:  1 think  we 

wotild  do  ffiat  as  well. — Mr.  Livsey:  When  the  credit 
squeeze  came,  and  when  we  suffered  a 15  per  CKit  cut 
m our  bank  credit,  in  or  around  December,  1955,  some 
companies  had  to  close,  or  did  close,  quite  a large  number 
of  dealers’  accounts  without  any  warning  at  aU  But  I 
agree  with  Mr.  Greaves  that  'the  better  way  from  our 
podnt  of  view  would  be  to  achieve  it  by  shortening  the 
period  and  increasing  .the  deposits,  because  we  would 
then  be  maintaining  our  dealer  connection,  which  is  really 
our  g'Oodwill. 


5241.  Professor  Sayers:  Suppose  that  you  were  asked 

to  put  a ceiling  on  your  outstanding  credit,  which  you  say 
you  would  do  by  altering  the  terms  of  payment ; in  that 
case  you  would  be  free  to  decide  for  yourselves  just  how 
you  would  alter  the  terms  of  payment? ^Yes. 

5242.  This  would  overcome  your  difficulty  about  not 

being  consulted? Certainly. 


5243.  And  would  you  prefer  a control  of  this  Mod  to 

one  of  official  control  of  the  terms  of  payment? ^As 

long  as  there  has  to  be  control  of  the  terms  of  trade  I 
would  rather  it  was  an  official  control  because  that  puts 
everybody  in  the  same  position.— Mr.  Greaves-  One  of 
the  great  merits  of  the  terms  of  trade  control  is  that  it 
IS  fair ; it  operates  exactly  the  same  for  everybody  and 
the  public  can  see  that  it  operates  in  the  same  way  for 
everybody.  The  public  knows  that  if  it  goes  to  one  com- 
pany It  will  get  the  same  answer  as  if  it  goes  to  another 
company.— Mr.  Livsey : Before  we  had  the  terms  of  trade 
control  and  when  we  had  the  monetary  control  we  were 
m the  absurd  position  that  the  Electricity  Board  and  the 
Gas  Board  could  give  unlimited  facilities  for  cookers  and 

Jand  of  thing,  using  the  country’s  money,  and  we 
could  not  compete  with  that  because  we  were  being  cut 
down  on  our  creffit.  The  terms  of  trade  control  applies 
equally  to  the  nationalised  bodies  as  it  does  to  the  finance 
companies. 

5244.  If  the  circumstances  demand  violent  changes  in 

Government  economic  policy,  what  shape  would  you  wish 
them  to  take? Mr.  Greaves:  Terms  of  trade  control. 


5245.  The  more  one  concentrates  the  range  of  controls 
the  more  violmt  each  change  has  to  be.  Do  you  still 

hold  to  your  view,  even  taking  account  of  that? Yes 

Financial  controls  are  very  difficult  for  us. 


5246.  Lord  Harcourt:  From  what  you  have  been 
saying,  I take  it  that  the  cost  of  your  borrowing  is  a minor 

element? Mr.  Greaves:  Relatively.— Mr.  Livsey:  It  is 

a minor  element,  because,  as  I have  said,  70  per  cent  of 
our  business  is  motor  business,  and  customers  are  not  the 
least  bit  interested  in  what  the  cars  are  costing  them,  hut 
only  in  how  much  a month  they  are  going  to  pay.  So 
within  reason  we  have  no  difficulty  in  maintaining  a 
reasonable  margin  in  what  we  have  to  pay  for  money  and 
the  return  we  get  on  it. 


5247.  Professor  Sayers:  But  there  must  come  a point, 
as  interest  rates  rise,  where  the  difference  to  the  monthly 

payments  becomes  significant.  What  point  is  that? 

That  .is  a very  difficult  question  to  answer,  and  I think 
the  answer  is  probably  that  it  is  the  difference  between 
being  able  to  buy  a new  car  and  being  able  to  buy  a 
second-hand  car ; or  being  able  to  buy  a second-hand  car 
at  £800  and  a second-hand  car  at  £400. 
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5248.  The  economic  conditions  of  the  country  may  make 
it  desirable  that  people  should  swing  to  some  extent  from 

buying  an  £800  car  to  buying  a £400  car? ^The 

Government  can  do  that  on  the  terms  of  trade  control. 

5249.  Yes,  but  at  what  point  does  the  rate  of  interest 

become  significant? Mr.  Greaves-.  I think  it  would 

become  significant  at  a different  point  for  one  person 
as  compared  with  another.  For  instance,  commercial 
users  of  hire  purchase  are  decidedly  rate-conscious.  They 
will  'inquire  from  one  company  and  another  company  as 
to  what  their  rates  for  hire  purchase  are.  The  ordinary 
individual  who  goes  and  buys  a motor  cycle  on  hire  pur- 
chase is,  I think,  completely  unconscious  of  the  rate ; he 
is  only  interested  in  the  weekly  or  monthly  payment. 

5250.  The  industrial  side,  including  in  that  commercial 
lorries  and  so  on,  is  affected  appreciably  before  anybody 

else? Mr.  Livsey.  Undoubtedly..  It  affects  us,  of 

course  ; we  enter  into  hire  purchase  agreements  at  a fixed 
rate  for  a period,  and  an  increase  in  the  interest  rate 
means  that  we  have  to  finance  the  very  considerable  items 
we  have  on  our  books,  on  which  we  cannot  put  up  the 
interest  charges,  out  of  money  which  is  costing  ±at  much 
more  than  when  we  entered  into  the  agreement. 

5251.  Lord  Harcourt:  That  has  an  effect  on  your 

profit  and  loss  account,  but  not  to  a great  extent  on  the 
amount  of  credit  available? ^That  is  true. 

5252.  How  do  you  deal  with  this? Mr.  Greaves:  We 

take  it  on  the  chin,  as  it  were. — Mr.  Livsey:  We  get  com- 
pensation, of  course,  when  the  rates  go  down,  though  we 
find  we  get  the  increases  when  things  are  at  a peak,  and 
reductions  when  they  are  low. 

5253.  Chairman:  What  has  been  your  experience  since 

last  September  with  regard  to  new  agreements? Mr. 

Greaves:  We  put  our  charges  up. 

5254.  Has  that  had  any  effect  on  the  business? 

It  is  difficult  to  say,  because  we  do  not  know  wbat  our 
business  would  have  been  if  our  rates  had  not  gone  up. 

5255.  Sir  John  Woods : Was  there  a considerable  switch 

between  one  type  of  customer  and  another? Mr. 

Greaves:  No. — Mr.  Livsey:  I would  say  that  it  has  had 
no  effect  at  all. 

5256.  Chairman : Can  you  not  contrast  it  with  1956  and 

1955? 1955  was  a tremendously  heavy  year  for  turn- 

over, probably  an  all-time  record  for  all  finance  bouses ; 
and  then  1956  was  a poor  year. 

5257.  Professor  Sayers:  But  you  said  that  the  industrial 
user  was  more  rate-conscious ; does  he  ever  get  to  die 
point  of  saying : “ This  is  too  much  for  me ; I must  wait  ”? 

Mr.  Greaves:  I have  known  cases  where  this  has 

happened. 

5258.  At  what  rates  does  it  begin  to  bap^n? ^People 

get  used  to  fluctuations  in  rates.  Immediately  after  the 
Bank  Rate  went  up  to  7 per  cent,  people  were  scared  of 
paying  the  larger  interest  rates,  but  after  a period  they 
gradually  got  used  to  a new  level  of  rates  and  came  back 
again.  It  is  difficult  to  say  whether  it  was  entirely  due 
to  the  higher  rate  or  partly  due  to  a general  check  in  the 
economy  due  to  this  shock  rate. 

5259.  You  attach  some  importance  to  the  shock? 

Undoubtedly. 

5260.  This  was  something  quite  different  from  a rate 

going  up  from  3 to  5 per  cent.? ^Yes. 

5261.  Sir  John  Woods:  But  if  there  was  a check, 
whether  by  reason  of  shock  or  otherwise,  it  was  temporary, 

as  far  as  you  can  judge? ^Yes.  I think  that  is  very 

often  our  experience,  as  when  the  terms  of  trade  controls 
are  altered.  For  example,  if  the  minimum  deposit  is  put 
up  from  20  to  33-f  per  cent.,  there  generally  seems  to  be 
a check  in  business  for  a while ; then  people  accumulate 
the  necessary  extra  money  to  pay  the  higher  deposit,  and 
they  get  used  to  the  fact  that  a 33|  per  cent,  deposit  is 
the  normally  accepted  thing,  and  gradually  they  start 
buying  again. 

5262.  Lord  Harcourt:  I think  the  answer  to  the  point 

I was  enquiring  about  has  emerged  in  our  conversation : 
that  if  the  terms  of  trade  control,  and  particularly  the 
length  of  the  contract  period,  is  altered,  the  weekly  or 
monthly  cost  rises  much  more  steeply  than  if  the  cost 
of  money  is  increased,  and  that  therefore  it  is  a more 
«ective  check  to  the  amount  of  outstanding  credit  than 
a rise  in  the  cost  of  money? Undoubtedly. 


5263.  Professor  Cairncross:  But  your  preference  for  the 
terms  of  trade  control  is  not  based  on  the  fact  that  it 
limits  your  business  more  effectively ; it  is  presumably 
based  on  a view  about  the  embarrassments  to  which  you 
are  put  by  monetary  controls  and  the  denial  of  credit 
on  which  you  had  been  counting.  What  puzzles  me  is 
that  you  do  appear  to  have  been  successful  in  obtaining 
funds  ; you  have  made  up  what  the  banks  used  to  provide, 
and  more.  The  existing  controls  .permit  you  to  expand, 
where  the  terms  of  trade  control  might  not  have  done 
this.  But  you  still  prefer  to  have  -the  terms  of  trade 

control? ^Yes.  Monetary  control  seems  to  operate  very 

unfairly  ; somebody  can  always  find  a way  round  it.  But 
that  is  not  so  with  the  Board  of  Trade  orders  as  they  are 
at  present ; we  all  find  them  reasonably  fair,  and  we 
operate  well  within  them,  and  within  the  spirit  of  them. 

5264.  It  is  the  fairness  of  it  that  appeals  to  you  as 

a justification  for  it? Mr.  Greaves:  Yes. — Mr.  Livsey: 

I would  say,  not  'taking  a selfish  view  at  all,  that  from 
the  national  point  of  view  it  must  be  more  effective,  be- 
cause, as  I have  said,  with  the  Board  of  Trade  now  taking 
reliable  statistics,  it  is  possible  not  only  to  control  the 
total  volume  of  hire  purchase,  but  to  control  it  in  par- 
ticular sectors  of  industry.  You  cannot  do  that  with 
monetary  control.  But  why  both  should  be  required  we 
have  never  understood. 

5265.  Chairman : In  paragraph  26  you  say  in  effect 
that  you  have  never  had  any,  mercy  from  the  Capital 

Issues  Committee? ^We  just  had  that  short  period  of 

about  six  months  when  we  all  rushed  in  and  increased  our 
capital. 

5266.  Professor  Sayers:  Have  you  tried  lately,  or  do 

you  think  it  is  no  good  trying? 1 do  not  think  aay  of 

us  have  tried,  because  with  the  requests  which  the  Treasury 
have  made  to  the  banks  on  hiire  purchase  it  is  quite  clear 
what  would  be  the  result. 

5267.  Professor  Cairncross:  Would  you  agree  that  if 

monetary  and  terms  of  trade  controls  operate  side  by  side 
they  do  to  some  extent  support  one  another?  If  the 
aim  is  to  deprive  you  of  access  to  bank  credit,  your 
financial  requiremeo'ts  are  for  some  time  diminished  be- 
cause of  the  trade  controls,  so  that  you  find  you  need 
less  access  to  bank  credit  to  cope  with  .the  same  volume  of 
business  ; is  not  that  your  experience? ^Yes,  it  is  so. 

5268.  Have  you  ever  been  embarraKed  by  this  reduc- 
tion in  'the  requirements  ■cf  funds?  Have  'there  been  times 
at  which  the  increase  in  the  mijLimum  deposit  left  you 

in  an  almost  excessively  liquid  state? Mr.  Livsey. 

Yes,  in  1956,  when  we  had  the  50  per  cent,  minimum 
deposit,  none  of  us  was  using  .the  resources  we  had.  We 
had  very  large  surplus  resources,  and  it  resulted  in  cut- 
throat competition  between  companies,  which  benefited 
the  public. 

5269.  Sir  John  Woods:  You  say  at  the  end  of  para- 
graph 27 : “ Ample  evidence  of  this  is  to  be  found  in  the 
number  of  newspaper  advertisements  inviting  deposits 
for  little  known  companies  having  small  paid-up  capitals 
and  reserves.”  Do  you  know  whether  the  terms  they  offer 

to  depositors  are  different  from  yours? Mr.  Livsey: 

Some  of  the  small  ones  are  offering  up  to  9i  per  cent.  I 
was  told  by  one  of  our  bankers  only  two  weeks  ago 
that  he  had  seen  a pamphlet  issued  by  some  small  com- 
pany which  said  'that  it  was  talcing  deposits  at  three  months 
pd  six  months,  but  that  up  to  £500  could  be  withdrawn 
iiTunediatdy  on  notice ; then  right  at  the  end  of  the  bo^, 
in  very  small  prkt,  it  said  that  that  only  applied  if  new 
deposits  coming  dn  were  sufficient  to  meet  the  payments 
going  out ; and  that  applied  even  on  the  three  and  six 
months’  notice.  But  I would  not  say  'there  is  any  great 
evidence  that  any  of  the  smaller  companies  are  acting 
foolishly. 

5270.  These  companies  you  refer  to  are  all  in  your 

line  of  business,  are  they? Mr.  Greaves : It  is  difficult 

to  know  from  'these  newspaper  advertisements  whether 
some  of  the  companies  are  in  fact  hire  purchase  companies 
at  ah ; I think  some  are  advCTtising  which  are  not  doing 
htre  purchase  business. 

5271.  Professor  Sayers:  What  business  are  they  doing? 

Greavcj;  There  are  one  or  two  companies  of 
recent  birth  which  have  been  advertising  for  deposits, 
and  I do  not  think  anybody  knows  what  business  they 
Me  doing. — Mr.  Livsey:  Questions  were  asked  in  the 
House  of  CommcHis  about  a hire  purchase  ccanpany  in 
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the  Tiorth-west  -which  was  advertising  for  deposits,  and 
about  the  Corporation  taking  its  advertisements  on  their 
’^es.  At  that  time  this  company  emphasised  in  all  their 
literature  that  they  did  not  transact  hire  purchase  business. 
What  they  did,  I think,  was  to  buy  hotels,  buildings,  and 
all  manner  of  industrial  activities,  but  not  hire  purchase, 
but  the  Member  immediately  assumed,  because  they  were 
asking  for  deposits,  that  they  were  a hire  purchase 
company. 

_ 5272.  Chairman : You  make  the  point  in  paragraph  35 : 
“ Finance  houses  provide  their  customers  with  credit  at  a 
charge  which  is  fixed  at  the  outset  and  cannot  be  varied 
during  the  course  of  the  transaction  which  may  cover  a 
period  of  years.”  How  much  weight  are  we  to  give  to 
that?  Is  there  a serious  attempt  to  weigh  the  possibilities 
involved  in  having  to  finance  over  the  period,  whatever 

it  is? Mr.  Greaves'.  We  do  make  some  attempt,  of 

course. — Mr.  Livsey:  Yes,  but  very  little.  None  of  us 
ever  contemplated  the  2 per  cent,  increase  last  September. 
In  a long-term  contract  we  must  take  into  account  the 
possibility  of  increases. 

5273.  At  the  end  of  paragraph  35  you  say  that  prior 
to  the  raising  of  the  Bank  Rate  in  September,  1957,  to 
the  excepticxnal  rate  of  7 per  cent,  the  scales  of  charges 
operated  by  members  of  your  Association  were  broadly 
speaking  no  higher  than  they  were  in  1938.  Can  you  tell 
the  Committee  what  your  average  cost  of  money  in  1958 

was,  ^ opposed  to  1938? We  were  paying  one  per 

cent,  over  Bank  Rate  mostly,  with  no  minimum  ; if  the 
Bank  Rate  was  2 per  cent,  we  should  have  been  paying 
3 per  cent.,  as  compared  with  8 per  cent  today.  The 
reason  we  have  been  able  to  maintain  approximately  ttie 
same  rates  that  we  had  before  the  war  is  that  the  units  we 
finance  are  valued  at  about  three  times  what  they  were, 
which  means  that  we  now  get  roughly  the  same  charges 
on  one  .transaction  that  we  did  on  three  transactions 
before  the  war,  while  the  cost  of  handling  has  increased 
but  not  in  the  same  proportion. 

5274.  Professor  Sayers:  But  your  clerks  presumably 

■want  an  income  three  times  as  big? Mr.  Livsey:  It 

has  not  gone  up  in  proportion. — Mr.  Greaves:  I think 
there  will  always  be  savings  by  increasing  your  physical 
turnover. — Mr.  Livsey  : I have  recently  financed  quite  a 
number  of  earth-moving  machines  at  £60,000  to  £65,000  : 
that  was  an  unthought  of  figure  before  the  war,  and  the 
income  on  that  is  very  substantia],  but  the  handling  cost 
is  no  greater,  if  as  great,  as  on  a £500  motorcar. — Mr. 
Greaves:  1 think  competition  between  us  has  also  kept 
rates  down. 

5275.  Is  it  anything  to  do  with  the  ratio  of  your  turn- 
over to  your  capital? 1 should  not  like  to  answer  that 

question  without  research. 

5276.  Professor  Cairncross:  May  I come  back  to  the 
terms  of  trade  control?  Some  of  the  business  that  finance 
companies  do  (I  do  not  know  whether  this  would  apply 
to  members  of  your  Association)  involves  financing  stock- 
ing by  motorcar  dealers  and  others.  In  the  case  of  business 

of  that  kind  does  the  ta-ms  of  trade  control  operate? 

Mr.  Livsey : It  does ; and  it  has  brought  about  a rather 
unfortunate  position,  about  which  we  are  all  rather 
worried.  If  a vehicle  invoiced  by  the  manufacturers  is 
financed  on  a hire  purchase  agreement  the  dealer  has 
to  pay  a deposit,  at  present  one-third  down.  When  he  had 
to  pay  50  per  cent,  down  he  just  could  not  find  it.  We 
were  then  forced  on  to  a business  where  we  do  not  enter 
into  a hire  purchase  agreement  at  all ; we  give  the  dealer 
an  open  credit.  He  signs  a three  months’  bill,  which  we 
try  to  attach  to  the  particular  transaction ; but  we  are 
really  out  on  a limb  now,  with  quite  a large  amount  of 
money  out  which  is  in  fact  unsecured. 

5277.  Lord  Harcourt : You  are  going  into  the  acceptance 

business? Rather  worse  than  the  acceptance  business, 

1 think.  You  do  tie  up  your  acceptances  with  goods ; all 
we  have  is  a bill  which  really  means  nothing  at  all  except 
that  we  present  it  for  payment.  There  is  no  security  with 
it,  and  we  have  no  underlying  security  because  we  do 
not  own  the  vehicles. 

5278.  Professor  Cairncross:  The  dealers  have  to  make 

the  down  payment? ^Yes. 

5279.  Chairman:  The  goods  are  not  identifiable? 

We  put  on  the  bill : " Value  received,  Austin  (or  whatever 
it  is)  motorcar  chassis  No.  so-and-so  ” ; but  we  have  no 
security  at  all,  and  we  are  not  at  all  happy  with  quite 
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a lot  of  the  money  we  are  putting  out,  which  is  supposed 
to  be  used  for  stocking  and  is  being  used  for  different 
purposes.  We  suspect  that  some  dealers  are  doing  their 
own  hire  purchase  with  the  money  we  put  out  for  stocking. 

5280.  Professor  Sayers:  When  the  proportion  to  be 
paid  down  was  increased  to  50  per  cent,  the  effect  was 
not  to  force  the  dealer  to  cut  his  stocks  of  cars,  but  to 
force  you  and  the  dealer  to  arrange  the  credit  differently? 

^That  is  right.  The  same  amount  of  stocking  went  on, 

but  outside  the  control  order. 

5281.  Sir  Reginald  Verdon  Smith : You  said  one  of  the 
possible  advantages  of  a terms  of  trade  control  system  was 
from  the  public  interest  that  it  makes  it  possible  to  deal 
by  sectors  of  industry.  Does  this  not  really  lead  into 
all  sorts  of  problems  of  definition,  or  has  it  been  found 

easy  to  define  the  sort  of  products  that  you  cover? Mr. 

Livsey : The  control  order  now  has  many  categories  but 
they  are  clearly  defined.  We  have  no  difficulty  in  dis- 
tinguishing the  terms  of  trade  control  in  relation  to  the 
various  categories  of  goods.  It  is  all  set  out  very  clearly 
in  the  order.  We  have  one  great  omnibus  clause  at  the 
bottom  which  includes  anything  they  have  not  put  in 
above. — Mr.  Greaves : There  are  marginal  cases,  but 
they  have  not  presented  any  difficulties  at  all. 

5282.  Professor  Cairncross:  May  I ask  what  contact 

you  have  with  the  monetary  authorities? Mr.  Livsey: 

We  have  no  contact  at  all  direct  with  the  Bank  of 
England.  When  we  have  wished  to  discuss  questions 
generally  affecting  our  members  we  have  been  able  to 
discuss  them  with  the  Chairman  of  the  Executive  Officers’ 
Committee  of  the  Clearing  Banks.  We  have  always  had 
access  there,  and  we  still  have,  and  so  far  as  they  have 
been  able  they  have  been  extremely  helpful  to  us. 

5283.  Your  main  contact  would  be  with  the  Board  of 

Trade,  not  with  the  Treasury? Mr.  Livsey : The  Board 

of  Trade  and  the  Treasury.  If  we  wish  to  send  a deputa- 
tion to  the  Treasury  to  see  the  Economic  Secretary  or 
the  Financial  Secretary,  we  have  no  difficulty  in  being 
received  there. — Mr.  Greaves:  I think  that  we  should  ^d, 
if  -we  were  received,  that  it  would  be  much  more  at  arm’s 
length  than  if  we  went  to  the  Board  of  Trade.  Our 
relations  with  the  Board  of  Trade  are  extremely  good,  and 
they  have  gone  to  a great  deal  of  trouble  to  leam  about 
our  business  and  administer  it  in  accordance  with  such 
learning. — Mr.  Livsey : The  difference  is,  I think,  that  the 
Board  of  Trade  have  set  up  a section  to  deal  specifically 
with  the  hire  purchase  control  orders,  so  that  the  people 
we  see  at  the  Board  of  Trade  are  dealing  daily  with  the 
subject  we  are  discussing.  With  the  Treasury  is  it  a very 
different  position.  I would  say  that  the  Executive  Officers’ 
Committee  of  the  Clearing  Banks  is  a far  more  useful 
source  lhan  the  Treasury,  because  they  understand  our 
problems,  and  with  the  Treasury  -we  are  just  one  of  many. 

5284.  Chairman:  Would  you  regard  yourselves  as 
having  a suitable  working  arrangement  with  the  Board  o£ 

Trade? Very  much  so.  And  I would  say  that,  so  far 

as  the  officers  of  the  Board  of  Trade  are  permitt^,  they 
are  extremely  helpful. 

5285.  You  would  not  say  the  same  about  your  relations 
with  ffie  Treasury?  You  could  get  in  to  them,  but  only 

if  you  insists  on  going? ^Yes.  We  have  never  been 

sent  for  by  the  Treasury  as  we  have  by  the  Board  of 
T^ade.  For  instance,  when  the  Board  of  Trade  was  con- 
sidering the  introduction  of  a bill  to  control  borrowing  by 
finance  companies,  we  were  in  constant  consultation  wkh 
them  as  the  drafts  were  being  prepared. 

5286.  Lord  Harcourt:  The  Board  of  Trade  is  in  fact 

your  parent  department? 1 would  say  so. 

5287.  Professor  Sayers:  If  you  want  to  make  repre- 
sentations about  the  control  of  the  amount  of  bank  credit 
you  are  allowed  to  have,  do  you  make  those  representa- 
tions to  the  Board  of  Trade  or  through  the  Chairman 
of  the  Committee  of  Executive  Officers  of  the  Clearing 

Batiks? ^Through  the  Chairman  of  the  Executive 

Officers’  Committee. 

5288.  And  you  look  to  him  to  carry  the  message  to  the 

Bank  of  England? Yes.  A rather  absurd  instance  of 

that  is  that  when  the  Government  reduced  the  deposit  on 
motorcars  to  20  per  cent.,  to  stimulate  hire  purchase  in 
motorcars,  we  saw  the  Chairman,  and  said;  ‘"nie  Gov- 
ernment have  achieved  their  objective.  The  business  is 
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pouring  in.  Can  we  have  back  some  of  that  15  per  cent, 
cut  in  bank  credit?”  The  Chairman  was  very  sympathetic, 


to  the  Bank  of  England,  or  rto  the  Treasury,  through  that 
Committee. 

andlvenfV'thV  Con^tteV;  biit  we  were  not  given  that  Chairman;.  Thank  you ; we  have  had  a very  interesting 
15  per  cent.  back.  But  I think  we  have  a clear  channd  mornmg.  We  are  .much  obliged  to  you. 

(The  witnesses  withdrew) 

(Adjourned  until  2.15  p.m.) 


R S Davenport  Esq  of  Equity  Credit  Co.  Ltd.,  J.  W.  Hontrods,  Esq.,  of  Campbell  Discount  Co.  Lt±,  and  R.  G. 
Kirkpxtrick’esq.  of  Marlborough  Finance  Ltd.,  representing  The  Industrial  Bankers’  Association,  called  and  examined. 


5289.  Chairman:  Gentlemen,  we  will  take  lie  mano- 

randum*  which  you  have  been  good  enough  to  supply  to  us 
through  with  you  and  see  what  questions  arise  out  of  it. 
You  begin  by  giving  us  the  compc«ition  of  your  Associa- 
tion, and  the  necessary  qualifications  fOT  any  company 
which  seeks  membership.  How  long  had  your  member 
companies  been  in  the  business  before  the  Association  was 
formed?  Are  they  all  long  established? Mr.  Kirk- 

patrick: The  majority  of  these  companies  are  post-war 
formations,  but  not  all. 

5290.  Professor  Cairncross:  Are  they  public  companies? 

Some  of  them  are,  but  I think  that  none  of  them  is 

public  in  the  sense  of  having  a public  quotation  for  its 
shares. 

5291.  The  distinction  will  be  on  the  basis  of  filing 
; you  do  not  know  whether  any  company  files 

accounts  wi&  .the  Registrar? think  that  some  do; 

but  the  point  is  not  very  material,  because  all  these  com- 
panies without  exception  make  their  full  accounts  freely 
available  to  any  member  of  the  public  who  inquires  for 
them.  We  should  regard  it  as  undesirable  if  any  company 
were  to  decline  to  give  the  fullest  pos^We  information 
about  its  affairs  in  that  way;  it  is  an  obligation  of 
mesmbersbip  of  the  Association  to  publish  accounts  not 
more  than  sbt  months  from  the  end  of  the  normal 
accounting  date. 

5292.  Mr.  Woodcock : Does  .that  mean  that  you  would 
expel  thOTi  unless  they  gave  a satirfactory  explanation? 
Definitely.  There  mi^t  be  some  special  circum- 
stance causing  undue  delay  in  the  publishing,  but,  unless 
a satisfactory  explanation  were  forthcoming,  a member 
would  be  expelled. 

5293.  Would  expulsion  worry  a member? li  a 

member  were  to  be  expelled,  the  Association  would 
announce  the  fact,  which  could  hardly  be  to  the  credit 
of  the  ccMupany  ooocemed. 

5294.  You  would  announce  .the  bare  fact? do  not 

think  we  could  do  more  than  announce  the  bare  fact. 

5295.  Suppose  they  anticipated  you  by  resigning,  would 

you  announce  that  fact? Mr.  Kirkpatrick : That  I do 

not  know.  It  is  not  a posddon  that  has  arisen. — Mr. 
Davenport:  The  resignafion  of  a member  in  .the  ordinary 
course  would  not,  I think,  call  for  any  public  announce- 
ment. If  it  were  that  a member  had  anticipated  action 
by  the  Council  and  had  reogned,  .then  I think  that  we 
should  probably  make  a public  announcement  of  the 
resi^ation,  and  explain  the  reasons  why  we  made  it 
public. 

5296.  What  advantage  to  a company  is  there  in  being 

in  the  Association? Mr.  Kirkpatrick:  We  think  that 

membership  of  the  Association  carries  with  it  a certain 
halhnark,  in  the  sense  that,  if  a company  can  announce 
the  fact  that  it  is  a member  of  the  Association,  the  public 
at  large  then  knows  straightaway  that  it  complies  with 
certain  minimum  requirements  in  certain  respects  that  are 
important  to  the  .public,  particularly  .from  an  investment 
point  of  view. 

5297.  Chairman:  How  are  the  requirements  for  mem- 
bership actually  brought  to  the  mind  of  the  public,  so 
that  there  would  be  any  significance  in  saying : “ I am 

a member  of  the  Association”? In  the  first  place, 

members  are  encouraged  to  publicise  the  fact  that  they 
are  members.  So  far  as  the  Association  is  concerned,  we 
have  continuous  inquiries  from  .members  of  the  public 
as  to  what  the  Association  is ; we  have  literature  which 
we  make  freely  available,  setting  out  the  main  require- 
ments, and  we  accompany  that  by  a list  of  the  names 
and  .addresses  of  the  member  companies. 

• Meinotanda  of  Evidence  Part  VI  No.  9. 


5298.  Professor  Sayers:  Have  you  circulated  any  such 

particulars  to  the  financial  papers? ^The  whole  of  the 

financial  press  is  fully  aware  of  the  Association,  of  its 
membership  requirements  and  of  the  names  of  the 
members. 

5299.  Professor  Cairncross:  Can  you  give  us  any 

impression  as  to  the  size  of  your  companies? ^Possibly 

an  indication  would  be  to  say  .that  the  total  assets  of  all 
eight  member  companies  are  approximately  in  the  region 
of  £5  million  at  the  present  time. 

5300.  And  what  funds  do  they  dispose  of? That  1 

cannot  say,  other  than  that  in  the  aggregate  it  must  be 
within  the  borrowing  limitations  that  the  Association  lays 
down. 

5301.  Professor  Sayers:  Has  any  company  applied  for 

membership  and  been  refused? ^Yes. 

5302.  On  account  of  non-fulfilment  of  the  conditions 

stated  here? Yes. 

5303.  What  is  the  significance  of  “inter  alia”  in  this 
sentence:  “Companies  seeking  membership  . . . must, 

inter  alia,  conform  ”,  etc.? We  mention  here  the  main 

requirements ; one  should  refer  to  the  rules  to  see  the  full 
requirements  of  membership. 

5304.  Mr.  Woodcock : How  were  the  rules  drawn  up? 
They  were  drawn  up  at  the  inception  of  the  Associa- 
tion by  a sub-committee  set  up  for  the  purpose. 

5305.  How  can  they  be  altered? ^To  alter  the  rules 

we  should  have  to  caU  a general  meeting  of  the  members 
of  the  Association,  and  propose  a resolution  to  modify 
the  rules  in  a stated  manner,  and  have  that  resolution 
passed  by  a two-thirds  majority. 

5306.  One  company,  one  vote? Yes. 

5307.  Professor  Sayers:  I gather  you  say  there  that 

your  liquidity  requirements  are  what  they  are  because 
you  have  drawn  a close  parallel  between  yourselves  and 
the  clearing  banks? ^To  a degree. 

5308.  You  say  that  10  .per  cent,  must  be  in  cash  or 
Treasury  Bills ; the  clearing  banks  say  8 per  cent,  in 
cash.  And  then  you  call  yourselves  bankers.  What  do 
you  mean  to  convey  by  the  word  “banker”?  What 
functions  do  you  think  are  appropriate  to  you  as  bankers? 

^Very  simply  I should  say  that  the  banking  function 

in  this  connection  is  the  receipt  of  funds  from  one  section 
of  the  community  in  the  form  of  deposits  and  the  granting 
of  creto  facilities  to  other  sections  of  the  community. 
That  seems  to  us  a basic  banking  funcdon:  to  borrow 
on  the  one  hand  and  to  Iraid  on  the  other. 

5309.  Would  you  describe  the  building  societies  as 

bankers? ^A  building  society  is  in  rather  a special 

position,  in  so  far  as  the  terms  on  which  it  borrows  are 
quite  dissimilar  from  the  terms  on  which  it  lends,  particu- 
larly in  regard  to  period.  As  far  as  we  are  concerned  the 
credit  facilities  which  we  give  are  mainly  short  term.  Fot 
most  of  OUT  companies  the  monies  that  are  out  on  hire 
purchase  agreements  are  liquidated  at  _a_  fairly  rapid  rate, 
so  that  fiiere  is  a high  degree  of  liquidity. 

5310.  It  is  the  shoituess  of  your  lending  that  you  think 

is  important? Yes. 

5311.  What  about  your  borrowing  ; is  that  like  die  work 

of  the  joint  stock  banks? ^The  borrowing  js  not  quite 

so  short  as  compared  with  joint  stock  banks,  in  so  far  as 
quite  a lot  of  money  is  on  notice  up  to  six  months. 
Most  companies  have  a scale  whereby  they  are  prepared 
to  repay  certainly  limited  sums  on  demand,  greater  sums, 
say,  on  one  month’s  notice,  more  still  on  three  months 
and  the  remainder  eventually  perhaijs  <mi  six  months.  That 
would  vary  from  one  company  to  another. 
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5312.  Chairman:  Do  you  regard  yourselves  as  being 

under  an  obligation  to  receive  deposits  under  your  terms 
from  anybody  who  offers  them  to  you? ^Yes. 

5313.  Professor  Sayers:  Do  you  receive  much  in 

deposits  repayable  on  demand? The  most  usual 

practice  is  for  a company  to  provide  that  the  first  £100  of 
any  sum  deposited  is  repayable  on  demand. 

5314.  That  causes  interest  at  the  agreed  rate?— At  the 
agreed  rate. 

5315.  Is  it  withdrawable  by  cheque  payable  to  a third 

party? Mr.  Kirkpatrick:  No. — Mr.  Huntrods:  Our 

company  has  an  intermediate  position  here ; although 
no  cheque  books  are  issued,  we  find  that  we  are  quite 
fr^uently  requested  to  make  payments  from  accounts  to 
third  parties,  and  in  such  an  event  a document  equivalent 
to  a cheque  is  drawn  up,  stamped  and  duly  signed  and 
the  remittance  made  in  the  normal  way. 

5316.  Chairman:  What  kind  of  third  party  is  that? 

Would  they  be  trade  accounts? ^It  is  difficult  to  say 

One  frequently  gets  a request  to  pay  £15  14s.  2d.  from 
^meone’s  account  to  John  Jones  or  to  the  Charrington 
Cc^  Company  or  so  forth,  so  that,  although  they  are 
technically  not  current  accounts  we  find  they  have  a 
tendency  to  operate  in  that  way. 

5317.  Lord  Harcourt:  What  is  the  average  size  of  your 

d^osits? Mr.  Davenport:  In  the  case  of  my  company 

the  average  would  be  about  £250.— Mr.  Huntrods : Our 
3;yerage  year  was  about  £280.— Mr.  Kirkpatrick : I 
should  think  that  is  a -fairly  representative  figure — Mr 
Huntrods:  They  fluctuate  very  widely  from  small  accounts 
of  £50  to  £60  to  large  accounts  of  £4,000  and  £5,000  That 
is  the  average. 

5318.  Chairman:  From  where  do  you  draw  these 

resources?  Who  is  your  'typical  depositor? Mr 

Kirkpatrick : Largely  from  the  public. 

5319.  Professor  Sayers:  In  advertising  for  or  soliciting 
deposits  from  the  public  do  you  attach  importance  to  the 
^e  of  the  word  “ banker  ” in  describing  your  Association, 
if  not  your  company?  None  of  the  companies  uses  it 

m Its  own  description? ^The  majority  of  companies 

certainly  describe  themsdves  as  industri^  bankers.  It  is 
important,  I think,  to  describe  what  one  is  in  an  advertise- 
ment, and  it  is  a question  of  finding  a tarn  which  has 
become  accepted  as  describing  the  particular  business  that 
we  carry  on. 

5320.  For  various  official  purposes,  for  junta  nre  for 
the  purposes  of  the  Companies  Act,  the  Liland  Revenue 
tile  Capital  Issues  Committee,  the  Bank  of  England  Act’ 
you  would  not  'be  described  as  bankers?— — ^No.  That 
as  because  we  only  operate  in  one  sectcx  of  banking ; in 
other  words,  we  do  not  offer  a complete  banking  service 
with  current  accounts,  and  all  the  normal  services  that 
a joint  stock  bank,  for  example,  offers. 

5321.  Lord  Harcourt:  What  is  the  average  term  of  your 

depoats?  Are  most  of  them  at  three  months’  or  six 
months’  notice? It  depends  upon  the  nriatp,  of  repay- 

ment adopted  by  each  individual  conipany  and  the  size 
of  the  naidividual  deposit 

_ 5322.  Ihe  length  of  notice  vari«  normally  with  ffie 

size  of  the  deposit? Broadly,  but  there  are 

to  .that,  in  so  far  as  some  companies  will  offer  a slightly 
higher  rate  of  interest  if  the  rn'Cniey  is  deposited  on  six 
months’  notice  as  against,  say,  three. 

5323.  Professor  Cairncross:  Is  there  a miTiimiiTT< 

deposit? — ^ — ^It  varies  from  one  company  to  another,  but 
most  companies  have  a minimuTn  It  mi^t  be  anything 
from  as  low  'as  £5 ; but  many  companies  have  a minimum 
of  £50  and  many  also  £100 ; purely  on  the  basis,  I tKint- 
that  it  costs  money  to  administer  a deposit  account,  and 
any  sum  less  than  £50  is  not  an  economic  proposition. 

5324.  You  do  not  allow  your  customers  to  get  into 

debit? ^No. 

5325.  Lord  Harcourt:  Is  there  a great  turnover  in  these 

deposits  or  do  you  find  that  in  practice  they  stay  with 
you? ^In  practice  I would  say  they  are  very  stable. 

5326.  Professor  Sayers:  Wiat  proportion  of  your  total 

resources  comes  from  deposits? ^It  varies  considerably 

from  one  company  to  another,  even  within  our  own 
Association.  Some  companies  have  a very  considerable 
proportion  of  their  funds  on  the  form  of  deposits  ; others 
have  relatively  little. 
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5327.  Would  you  be  prepared  to  tell  the  Committee  for 
pubhcation  the  distribution  of  your  liabilities,  either  for 
each  company  or  for  the  aggregate  of  the  members  of  your 

Association? ^I  think  we  could  supply  that.  We 

publish  the  aggregate  deposits  of  our  members  at  quarterly 
intervals  in  the  financial  press,  but  not  other  resources ; 
bank  loans,  for  instance.  We  also  issue  quarterly  the  total 
of  cash  and  Treasury  Bills,  for  the  purpose  of  showing 
that  we  are  maintaining  the  liquidity  ratio.  We  also 
publish  the  aggregate  of  our  total  outstandings  on  hire 
purchase  and  other  credit  documents. 

5328.  So  there  are  the  capital,  and  borrowings  from  the 

banks  and  other  sources,  which  are  unpublished? 

Except  in  the  annual  accounts. 

5329.  Chairman : Perhaps  you  would  supply  us  with  the 
aggregate  figures  giving  the  distribution  of  your  liabilities 
between  deposits,  bank  credit,  your  own  capital,  and  any 
other  sources. — Professor  Cairncross:  Perhaps  you  would 
be  good  enough  to  let  us  have  a copy  of  the  last  balance 
sheet  for  each  company ; and,  if  possible,  it  might  be 
initerestmg  to  us  to  see  the  balance  sheets  as  they  stood 
two  or  three  years  ago,  if  they  are  still  available  — 
Chairman:  We  will  let  you  have  a letter  after  this, 

putting  clearly  down  what  it  is  we  would  like  to  have? 

Mr.  Kirkpatrick:  We  will  do  our  best  to  supply  that* 

5330.  Mr.  Woodcock : To  whom  do  you  lend  money? 

The  bulk  of  the  business  is  in  the  form  of  hire 

purchase  and  credit  sale. 

5331.  Wiat  do  you  mean  by  the  bulk ; 98  per  cent? 

Mr.  Davenport:  To  be  a member  of  the  Association  you 
must  do  at  least  75  per  cent,  of  your  business  in  instalment 
trading,  hire  purchase,  credit  sale  or  something  of  that 
nature. 

5332.  'What  about  the  rest? Mr.  Davenport:  A 

certain  amount  of  business  is  done  in  other  respects  by 
way  of  debentures,  or  loans  of  Qiat  type,  mainly  to  the 
sort  of  people  with  whom  we  are  in  business  relationship 
on  hire  purchase.— Mr.  Kirkpatrick : That  is  a relatively 
small  aspect  of  the  business ; the  bulk  of  the  business  is 
in  the  form  of  hire  purchase,  credit  sale  and  other  similar 
credit  docoments. 

5333.  I gather  that  ffiis  10  per  cent  that  you  have  for 
cash  and  Treasury  Bills  is  not  necessarily  the  case  in 
each  company,  because  you  say  here  that  it  may  be  10  per 

cent,  or  30  per  cent.? Mr.  Davenport:  Whether  it 

is  10  per  cent,  or  30  per  cent,  is  dependrat  upon  tile 
maturity  of  the  deposits  against  which  the  reserve  is  kept, 
but  in  every  case  it  must  be  made  up  of  cash  and  Treasury 
Bills. 

5334.  On  what  terms  do  you  lend?  Do  you  lay  down 

conditions  about  repayment  of  credits? Mr.  Kirk- 

patrick: The  Govenunent  lays  down  conditions  for  us 
in  respect  of  hire  purchase.  There  is  a maximum  period 
of  24  months.  As  far  as  hire  purchase  agreements  are 
concerned  they  are  normally  for  12,  18  w 24  troT'ths 

5335.  Are  all  the  loans  of  these  companies  to  individuals 
or  firms  for  a particular  hire  purchase  transaction? — — 
Yes,  on  hire  purchase  or  credit  sale. 

5336.  Professor  Sayers:  Do  you  do  block  discounts? 
Mr.  Davenport : A certain  amount. 

5337.  Mr.  Woodcock:  Supposing  you  are  deafing  with  a 

firm ; do  you  lend  the  firm  money,  and  they  make  the 
individual  transaction? ^Yes. 

5338.  What  repayment  arrangements  do  you  make  with 

them?  That  is  not  necessarily  covered  by  any  regula- 
tions?  It  is  autcanatic,  because  the  resources  that  we 

make  available  to  the  firm  would  be  tied  to  the  period  of 
the  documents  that  they  are  providing  to  us.  They  are 
using  those  resources  to  give  hire  purchase  facilities 
to  their  customers.  They  themselves  are  limited  to  24 
months.  The  resources  of  ours  that  they  are  going  to  use 
will  therefore  come  back  to  us  in  ffiat  period. 

5339.  Lord  Harcourt:  They  Iiodge  with  you  the  hire 

purchase  agreements? ^That  is  ri^t. 

5340.  Professor  Cairncross:  You  take  over  their 

customers’  accounts? Mr.  Davenport:  Yes,  but  the 

dealer  would  continue  to  collect  on  those  accounts  from 
his  customers. — Mr.  Huntrods:  The  normal  system  is  for 
the  firm  ooncemed,  to  come  up  with  a great  pile  of 
agreements ; these  are  vetted,  and  we  advance  a percentage 

• See  Appendix  to  Minutes  of  Evidoice. 
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of  the  nominal  value  of  those,  that  is  the  cash  ^ice  le^  would  still  want  to  accept  money  from  the  public  on 
deposit  The  dealer  will  collect  the  instalments  from  hB  deposit  as  well. 

customers  on  his  agreements  which  are  left  with  us,  and  5353^  Because  of  the  security  of  longer  term  or  for 

he  will  repay  by  bill  of  exchange  or  bankers  order  the  reason? Mr.  Kirkpatrick:  Bank  facilities  are,  at 

advances  made  against  those  documents.  any  rate  technically,  withdrawable  at  very  short  notice, 

5^41  Mr  Woodcock:  On  what  terms  do  you  lend  although  in  practice  no  doubt  a bank  would  be  rather 

mnnev^  The  customers  have  to  pay  back  on  die  terms  more  sympathetic  than  that.  With  deposits  we  are  borrow- 

Sm  down  oS  SffaSe  purchase  agrLment ; do  you  lay  ing  over  a wide  field,  and  it  is  un^ely  that  at  any  given 

Swn  S tenrS  of  yom  loan  to  the  dealer? Mr.  time  more  than  a very  low  percentap  of  the  people  who 

Huntrods-  We  do  precisely.— Mr.  Davenport:  Take  the  have  lent  us  money  will  want  it  back ; therefOTe  they  are 

svstera  we  use  in  our  particular  company:  we  take  the  more  stable.— Mr,  Dmenpori:  I think,  t«>,  that  a lot 

averSe^eriod  of  the  block  of  agreements  that  the  dealer  of  companies,  given  freedom,  woifid  go  for  a form  of 

has  l<^ged  with  us,  some  at  12  months,  some  at  18  months,  financing  which  they  have  not  yet  been  ^t)le  to  do,  ju 

some  at  24  months  • that  might  work  out  at,  say,  19  least  in  the  post-war  years,  and  v^ch  would  enable  them 

months  Then  we  say  that  that  is  the  period  within  which  to  obtain  their  finance  more  on  the  sarne  tenns  on  which 

he  must  return  the  resources  which  are  made  available  they  are  placing  their  money  out  : probably  by  Je  issue 

ne  must  icimu  ui  unsecured  notes  on  one,  two,  three,  four  and  five-year 


he  must  return 
to  him. 

5342.  Chairman : It  is  the  instalments  wMch  wiU  be 

coming  in  under  those  agreements  which,  in  fact,  will 
provide  the  money  to  pay  you  off? ^That  is  correct. 

5343.  Lord  Harcourt:  The  dealer  collects  the  instal- 
ments ; does  he  pay  them  over  to  you  monthly?  He 
pays  over  monthly,  but  what  he  pays  may  not  be  exacdy 
related  to  the  payments  which  he  collects. 

5344  Professor  Cairncross:  Is  he  merely  an  agent? 

^He  is  an  agent  in  so  far  as  he  is  virtually  collecting 

on  behalf  of  the  company  which  is  giving  him  the  dis- 
counting facility. 

5345.  Sir  Reginald  Verdon  Smith : Who  is  the  principal 

in  the  hire  purchase  agreement? ^The  principal  would 

be  the  dealer  himself.  The  agreement  would  he  between 
him  and  his  customer.  Theoretically  what  the  finance 


securities. 

5354  Where  would  you  look  for  that  type  of  finance  if 

you  were  free? One  would  probably  seek  it  through 

the  medium  of  the  Stock  Exchange,  trying  to  get  it  as 
an  equity  stock  freely  available  and  issued  to  the  pubhc. 

5355  Sir  John  Woods:  I understand  that  it  is  a neces- 
sary membership  qualification  for  your  Association.  IhaX 
members  must  provide  facilities  for  receipts  for  deposits ; 
to  use  your  exact  words ; — 

" Members  are  required  to  employ  not  less  than 
75  per  cent,  of  their  assets  directly  in  hire  purchase 
or  credit  instalments  financed  within  the  United 
Kingdom,  and  to  provide  facilities  for  the  receipt  of 
deposits,  loans  and  other  forms  of  borrowing.” 

You  are  very  firmly  in  the  business  of  seeking  deposits 
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company  does  is  to  purchase  the  agreement  from  the  the  public ; you  cannot  be  in  this  Association  umess 

dealer  and  one  of  the  terms  of  that  purchase  is  that  the  yo^  do ; is  that  right? — ;-The  rule  merely  says  that  we 

dealer’ will  continue  to  collect  the  instalments  on  behalf  are  required  to  provide  facilities  for  the  receipt  01  aeposits, 

of  the  purchaser,  that  is  the  finance  company,  and  remit  i^ans  and  other  forms  of  borrowmg ; that  is  tairiy  wiaeiy 

what  he  collects  or,  in  fact,  what  he  should  collect  whether  drawn.  The  extent  to  which  we  provide  facilities  is  not 

he  collects  or  not:  because  he  also  guarantees  that  he  j^jd  down.  The  first  part  is  very  precise:  we  have  to 

will  be  able  to  collect.  employ  not  less  than  75  per  cent,  of  the  assets  directly 

5346  Professor  Cairncross:  So  there  is  a theoretical  in  hire  purchase,  etc.  ^ f .-u- 

rate  of  repayment  on  the  basis  of  the  bits  of  paper  that  5356.  Nobody  could  remain  ^ 

he  lodges^  with  you,  and  he  has  to  comply  with  that  tion  and  say  he  was  gomg  to  rely  entirely  on  ba^  «e^t 

although  the  rate  at  which  he  receives  money  from  his  or  whatever  other  source  he  liked,  and  decline  to  acMpt 

“ . * ..... ,1 <1  Tn--*  frrttr.  ,t>iP  nnWir.  1 would  that  be  riKhl/ inat 


custoiners  may  not  exactly  agree? ^That  is  correct. 

5347.  Sir  John  Woods:  You  have  an  agreement  with 
hm,  and  he  has  a series  of  agreements  with  individual 
people;  your  security  ds  diat  second  lot  of  agreements? 
- — ^That  is  right. 

5348.  Chairman:  You  actually  buy  by  your  discounting 

operation  the  right  to  enforce  those  agreements,  and  you 
employ  the  de^er  as  collecting  agent? That  is  right. 

5349.  Has  there  been  in  the  case  of  your  companies  a 
shift  from  Hanking  accommodation  in  the  last  three  years 
to  other  sources  of  finance,  owing  to  the  credit  squeeze? 


deposits  from  the  public ; would  that  be  right? 
would  seem  to  be  so. 

5357.  Chairman : What  do  you  understand  by  the  word 
" facilities  ” there?  How  much  does  it  commit  you  to? 

I think  it  means  no  more  than  a willingness  to  accept 

deposits. 

5358.  Professor  Sayers:  That  implies  the  establishment 

of  at  least  one  ofBce.  Does  it  imply  the  establishment 
of  more  than  one  office? ^No. 

5359  You  simply  say:  “I  am  in  Park  Lane,  at  such 
and  such  a number,  and  I will  receive  deposits  ” ; that  is 


mer  sources  01  liuaucc,  uwiug  uic  ViCUit  ,lo,v.riifc9 

•Mr.  Kirkpatrick:  There  has  been  no  shift  in  .the  providing  faciljties  for  the  receipt  of  deposits? 


-Yes. 


sense  that  companies  have  done  without  bank  facilities 
which  were  av^able  to  them ; but  there  has  been  a shift, 
in  a sense  that  tiere  has  been  a complete  freezing  of  the 
amounts  that  the  Hanks  can  advance  to  companies  of 
this  kind.  Therefore  the  companies  are  obliged  to  seek 
other  resources  elsewhere. 

5350.  Because  your  business  has  been  growing? Yes. 

5351.  Professor  Sayers:  Do  you  finance  the  increasing 

business  entirely  by  going  outside  the  banks? ^Yes, 

because  owing  to  Treasury  directions  the  joint  stock 


5360  Do  you,  in  fact,  have  many  branch  offices? 

That  varies  very  much  from  one  company  to  another. 
One  company  may  have  one  office;  another  company 
may  have  anything  up  to  a dozen  offices. 

5361.  How  many  offices  in  total  have  the  eight  mem- 
bers?  1 am  afraid  I do  not  know ; we  could  find  that 

out.* 

5362.  You  have  told  us  that  during  the  last  two  years 
you  have  been  increasingly  relying  on  deposits.  Have 

, you  been  opening  more  offices  at  the  same  time? 

banks  are  unable,  although  they  would  be  very  happy  There  is  a tendency  in  that  direction. 

from  a busing  point  of  view,  to  incrwse  the  faciliti«  5363.  Has  the  attraction  of  deposits  been  one  of  the 

they  were  giving  at  a certain  date.  In  fact  tihey  had  to  f^^tors  in  determining  the  rate  at  which  new  offices  are 

cut  them  by  15  per  cent  opened? ^That  is  hard  to  answer.  A company  does 

5352.  Chairman : From  the  point  of  view  of  running  not  necessarily  opra  a branch  office  purely  for  the  receipt 
your  own  business  cheaply  and  effectively,  would  you  of  deposits,  hut  it  may  well  open  a branch  office  for 

prefer  to  get  your  increased  finance  from  the  banks? the  earning  of  business  on  the  other  side ; the  two  are 

Bank  facilities  have  certain,  very  definite  advantages.  For  complementary. 

example,  if  one  is  dealing  with  motor  vehicles  on  hire  5364.  Has  the  collection  of  deposits  been  regarded  as 

purchase,  the  business  is  a seasonal  one,  and  it  is  a very  ^ material  factor? In  so  far  as  deposits  have  tended 

great  convenience  to  be  able  to  call  on  bank  resources  steadily  to  increase  that  must  mean  an  increase  in  the 

for  overdrafts  and  so  on  when  one  needs  them,  and  volume  of  business  being  done,  and  an  increase  in  the 
only  to  pay  for  the  money  when  one  wants  it.  From  that  j^^e  of  organisation,  which  in  itself  would  tend  to  lead 
point  of  view  most  companies  would  welcome  increased  jq  opening  of  new  branches. 

reliance  on  bank  facilities.  But  I think  that  many  com-  

parties,  even  - if  banking  facilities  were  fredy  available,  * See  Appendix  to  Minutes  of  Evidence. 
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5365.  Yes,  but  when  deciding  whetlier  or  not  to  open 
a branch  in  Sheffield,  for  example,  have  you  said : “ If 
we  go  there  we  shall  be  in  a good  position  to  develop 
our  business  in  such  and  such  fields,  and  we  shall  be 
collecting  rather  more  deposits  in  the  West  Riding  than 

we  had  been  doing”.  Does  that  happen  at  all? 1 

would  not  say  that  by  opening  a branch  office  you 
encourage  deposits.  Deposits  are  activated  more  by  press 
advertising,  I would  say,  than  by  having  an  office  in  a 
place.  An  office  is  merely  the  facility  for  the  receiving 
of  money  once  you  have  encouraged  it  by  other  means. 

5366.  You  regard  press  advertising  as  the  chief  means 

of  attracting  deposits? Mr.  Kirkpatrick : I would  think 


5367.  Is  the  rate  of  interest  th&t  you  offer  an  attraction? 

^The  rate  of  (interest  must  obviously  be  a big  factor 

when  a person  is  deciding  whether  to  make  an  investment 
or  not. 

5368.  You  describe  press  adverting  as  youi  principal 

means  of  attracting  deposits : the  rate  of  interest  is  there- 
fore not  the  principal  factor? ^Tbe  rate  of  interest  is 

usually  featured  in  the  press  advertisement. 

5369.  Professor  Cairncross : Do  all  your  members 

advertise  in  the  press? ^Yes. 

5370.  Is  ^this  a requirement  of  your  rules? No. 

5371.  Chairman:  What  makes  you  feel  so  clearly  that 

the  rate  of  interest  is  an  important  element  in  the_  attrac- 
tion? Do  you  find  that  members  of  the  public  who 
deposit  with  you  are  interest-conscious? ^Yes. 

5372.  Is  it  the  comparative  advantage  you  can  offer 

over  some  other  favourable  use  of  their  money  which  you 
thiific  is  attractive? ^I  think  that  is  an  important  factor. 


5373.  What  you  would  regard  yourselves  as  competitive 

with,  from  that  point  of  view? Mr.  Kirkpatrick : It  is 

hard  to  know  where  the  funds  that  one  receives  have  come 
from,  but  we  know  that  some  come  from  building  socie- 
ties. Some  may  have  come  from  other  forms  of  invest- 
ment too. — Mr.  Davenport:  We  compete  surely  with  all 
other  forms  of  short  term  investment  where  there  is  no 
risk  of  fluctuating  capital ; that  excludes  the  Stock 
Exchange. 

5374.  Mr.  Woodcock:  You  are  really  competing  for 
money  already  saved ; you  are  not  concerned,  or  you  do 
not  in  your  answers  give  me  the  impression  of  being  ^o- 

cemed,  to  encourage  savings? Mr.  Kirkpatrick:  That 

is  incorrect.  We  find  quite  frequently  that  a member 
of  the  public  will  open  a deposit  account  with  a relatively 
small  sum,  say  £50,  and  execute  a banker’s  order  for  the 
payment  to  us  for  the  credit  to  .that  account  of  a certain 
sum  per  month.  We  encourage  members  of  the  public 
to  use  the  deiposit  accounts  for  savings  purposes. 


5375  If  you  were  really  concerned  to  encourage  saving 
YOU  would  be  concerned  with  branch  offices  that  would 

helD  people  to  save? ^We  would  not  regard  the  mere 

establishment  of  branch  offices  as  a very  effective  means 
of  encouraging  deposits.  Advertising  is  the  most  effective 
means  of  doing  that. 

5376  Surely  it  is  also  an  additional  encouragement  if 
there  is  some  place  at  which  people  can  de^it  ffieir 

looney? Mr.  Davenport:  A lot  of  them  take  it  to  a 

joint  stock  bank  where  they  can  put  it  to  the  credit  of 
the  finance  company. 

5377  But  they  have  to  go  through  what  some  people 
would  'consider  a rather  elaborate  procedure  by  making 

an  order  on  the  banker  to  transmit  it  to  you? ^I  do 

not  think  that  they  would  be  involved  m very  much 
less  trouble  if  they  actually  called  at  one  of  our  offices. 
They  would  have  the  money  in  cash  or  by  way  of  cheque, 
and  a lot  of  offices  supply  them  with  a_  paying-ra-book. 
They  have  merely  to  enter  the  amount  in  the  paying-in 
book,  take  it  along  to  the  bank  and  hand  it  over  the 
counter.  _ ... 

5378  Professor  Sayers:  The  building  societies  in 

attractiiig  deposits  have  been  very  much  con^med  to 
develop  a system  of  steady  saving  each  month  of  regular 
amounts  on  deposit,  and  have  given  a higher  rate  of 
interest  on  such  forms  of  deposits.  Do  you  gave  a h^her 

rate  of  interest  on  such  re^ar  deposits?- Mr.  Kirk- 

nntrirk-  Bv  and  large  no;  but  it  has  to  be  remembered 
mat  this  is  a fairly  new  form  of  investment,  and  therrfore 
time  has  to  be  given  for  the  development  of  this  type  of 
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facility.  Various  companies  axe  thinking  of  that  sort  of 
thing  at  the  moment,  but  it  is  probably  early  days  yet  to 
embark  on  a scheme  of  that  kind.  But,  as  I say,  we  do 
encourage  the  saver  who  wishes  to  accumulate  from 
income  by  as  far  as  possible  giving  him  facilities  to  m^e 
that  relatively  easy. 

5379.  Another  form  of  attracting  deposits  that  has  beet 

common  in  other  quarters  in  this  country  for  two  hundred 
years  or  so  is  to  allow  the  custc»ner  the  facility  of  i-awing 
on  it  by  cheque  to  a third  party.  You  have  stated  that 
you  do  not  do  that.  Have  you,  in  fact,  considered  attract- 
ing deposits  in  this  way? By  and  large  we  have  not, 

most  of  us,  found  the  need.  We  have  not  found  the 
desire  on  the  part  of  our  depositors  for  that  sort  of 
facility.  The  most  that  we  get  is  a request  from  a deposi- 
tor at  a certain  date  to  pay  from  his  account  to  a third 
party  a certain  sum  of  money,  and  we  are  quite  happy 
to  arrange  that  for  him. 

5380.  I am  thinking  not  of  what  the  customer  asks  you 
to  do,  but  of  the  facility  you  offer  to  the  customer  in  order 

to  attract  him? Mr.  Kirkpatrick:  We  do  not  in  any 

way  publicise  a facility  of  that  kind  for  the  purpose  of 
attracting  depewits. — Mr.  Huntrods:  We  do  not  generally 
envisage  entering  the  commercial  banking  field  as  such, 
and  one  would  be  very  much  on  the  edge  of  it  in  doing 
that. 

5381.  But  you  do  attach  importance  to  the  use  of  the 

word  “ banker  ”? Mr.  Kirkpatrick : Yes. — Mr. 

Huntrods:  We  regard  ourselves  as  bankers  of  a special 
kind.  We  think  that  historically  there  has  been  more  than 
one  form  of  banking  and  that  we  have  not  seen  the 
last  form  yet. 

5382.  Professor  Ctnrncross:  What  sets  a limit  to  your 
activities,  a shortage  of  funds  or  a limitation  of  the  demand 

for  the  accommodation  you  can  give? Mr.  Davenport: 

It  varies  from  time  to  time.  Currently  it  is  probably 
shortage  of  funds  on  the  part  of  companies. 

5383.  If  you  attracted  increased  deposits,  would  you 

attract  more  business? ^Within  limitations. 


5384.  Mr.  Woodcock:  Does  that  mean  that  you  do 
not  have  to  compete  with  each  other  on  the  banking 

side? ^It  might  seem  as  if  that  would  be  the  effect, 

but  it  does  not  actually  happen  in  that  way. 

5385.  Do  you  compete  with  each  other? We  do 

indeed. 

5386.  What  form  does  this  competition  take? It 

may  take  various  forms.  In  the  main  I should  say  it  takes 
the  form  of  service  to  the  dealer  with  whom  one  is  trans- 
acting business,  the  manner  in  which  one  handles  his 
business  for  him  and  the  terms  on  which  one  is  able  to 
offer  facilities  for  bis  customers. 

5387.  Do  you  vary  your  charges? ^Yes  indeed.  The 

only  variation  we  can  make  in  these  days  of  controls 
is  variation  of  rates  and  charges. 


5388.  To  what  extent  do  they  vary? should  imagine 

there  may  be  not  very  much  more  tiian,  say,  a 10  per  cent, 
range  of  variation  between  rates ; the  difference  might 
be  as  low  as  1 per  cent  on  charges  between  particular 
companies. 

5389.  Is  your  own  rate  of  interest  which  is  charged  to 
the  borrower  on  hire  purchase  the  same  for  everybody? 
^No. 


5390  To  what  extent  does  it  vary? It  may  vary  to 

as  much  as  10  per  cent,  of  the  charge ; that  is  to  s^, 
if  the  charge  was  10  per  cent  in  one  case,  it  might  be 
11  per  cent,  in  another  or  9 per  cent,  in  another. 


5391.  Sir  Reginald  Verdon  Smith:  When  you  wctc 
speaking  of  the  possible  growth  of  business,  you  said  that 
it  could  be  increased  “ within  limitations.”  Is  this  a field  m 
which  those  limitations  are  narrow?  What  has  been  the 
rate  of  growth,  for  example,  over  the  last  five  years? 

—One  of  the  major  factore  here  is  the  Government 

controlling  orders.  However  much  money  was  placed  at 
the  disposal  of  the  finance  companies  at  the  present  time, 
with  the  present  control  there  must  be  a hmit  to  the 
amount  of  business  that  will  be  available  to  them. 

5392.  Professor  Sayers:  If  those  Government  restrictions 
were  removed  do  you  think  that  there  would  be  great 
opportunity  for  expansion  of  business  of  a kind  that  you 

would  care  to  do? 1 certainly  think  there  would  be 

room  for  considerable  expansion. 

2 A 3 
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5393.  D0» 

c„.a.B  dirccaoBS,  ye,. 

5394.  Frofe^sor  Sayers’.  Whidi  diiectjons? ^ProtoWy 

on  a number  of  domestic  articles. 

5396.  A smaUer  ioifial  paymeat,  aad  fterefoie  larger 

monthly  instalments? ^Yes. 

5397.  t^rkpaXk  ■■ 
S^SA?ry^=.it;1rL  eae  eompany  to 

L'Strr:  f SI  a.f  Sof'..,  Stef  01  eo.- 
panics  probably  less  than  halt. 

Me  aSSe=  SSe 

tendency  diere  is  to  specialisation. 


5410.  Professor  Sayers:  Do  you  lend  at  the  same  rate  , 

of  interest  to  all  your  borrowers,  or  does  it  vary? . 

It  vmes. 

5411.  What  sort  of  range? ^Excluding  where  we 

introduce  a mmimnm  charge,  which  as  a money  charge 
rathw  than  a rate  po"  cent,  charge,  it  would  probably 
vary  for  certain  companies  and  for  certain  classes  of 
merchanihse  from  what  we  should  regard  as  a v«:y  high 
rate,  12i  per  cent,  flat,  to  what  today  would  be  regarded 
as  very  low,  6 per  cent.  flat. 

5412.  The  variation  would  be  by  dasses  of  mer' 

chandise? Classes  of  merchandise  and  size  of 

transaction. 

5413.  is  it  by  size  of  borrower  at  all? 'Not  neces- 

sarily by  size  of  borrower ; but  one  would  be  influenced 
in  that  direction,  because,  generally  speaking,  the  bigger 
borrower  is  the  type  of  borrower  who  seeks  more  com- 
petitive quotations. 

5414.  You  find  these  people  are  interest-conscious? — - 
The  bigger  people  are  more  interest-conscious. 

5415  Did  you  find  at  all  that,  when  the  rates  were 
raised  against  them  steeply,  as  they  were  last  autumn, 


ncS  do  businey  d.o,  wore  goibg  to 
5400.  Professor  Cairacross.  Ktrkpettrick : Some  of  them  may  not  toe; 


2»v;-t*sr="«=~ 

justified  it.  

5401  Would  you  offer  more  than_  Wo  i 

th,ir.k  so.  NormaUy,  before  these 

of  it  was  regarded  as  quite  normal  to  do  a new  car  wiin 
75'  -ner  cent  down  payment  and  the  balance  spr^d  ov^ 
l i toee  ?eis.  With  plant  and  mac^nery  of 

ki?ds  oS  Ln  go  even  further  than  tiiat ; one 
might  go  as  high  as  four  to  five  years. 


but  I would  not  accept  that  generally.— Mr.  Huntrods: 
When  the  cost  of  money  went  up  for  the  companies  on 
their  own  borrowings,  at  first  charges  were  put  up  by 
a sort  of  general  movement ; but  it  became  fairly  obvious 
that  the  depressing  effect  of  the  high  Bank  Rate  and 
the  other  measures  was  going  to  make  money  a little 
easier  to  gat  than  business,  and  in  certain  cases  there 
has  been  a tendency  to  lower  charges  slightly,  or  at  any 
rate  to  get  rid  of  the  additions  that  were  at  first  put  on. 

5416.  When  there  was  a reaction  to  these  higher  rates, 
was  it  among  particular  groups  of  customers,  or  was  it 

fairly  widely  sprinkled  over  all  customers? Mr. 

Davenport:  It  was  restricted  to  the  commercial  customer. 


5402  Which  type  of  business  do  you  think  is  most  business  man,  the  man  who  considers  things  of  that 
restrict^  by  the  present  regulations?  From  what  you  ^ j^g^ct  the  private  domestic  individual, 

hm  to  sS  woBia  yon  not  think  thnt  mdustnal  plant 
restricted  relatively? 1 would 


nave  relativelv? 1 would  5417  Could  you  differentiate  according  to  class  of 

nS?iSS”Sik  tot  It  is  mme  logical  under  j^esent  memhandise  at  all? -I  do  not  think  it  was  particular 

SnSns  to  restrict  -tot  class  of  merchandise  but  I to  any  industry  or  type  of  person, 
should  say  tot  domestic  articles  are  in  fact  the  most 
effectively  restricted  under  the  present  terms  of  trade 
control. 


5403.  You  are  putting  k to  us  that  some  of  these  buyers 
of  industrial  equipment  would  normally  have  been  offw^ 


5418  Had  you  ever  noticed  any  effects  from  changes 

in  interest  rates  before  last  autumn? Yes,  we  have 

noticed  the  effects  of  increases  before ; but,  of  course, 
there  has  been  no  increase  so  steep  as  ithat  which  we 

01  mausinai  .beunb*  , experienced  last  autumn  on  any  previous  occasion  in  our 

fiiree  to  five  years,  where  at  present  they  are  restricted  experience. 

to  two  years,  so  that  the  limitation  is  apparently  more  attach  importance  to  the  steepness  of  the 

severe ; you  do  not  expect  tot  any  change  m toe  terms  j_»j.gase7 in  one  step. 

of  trade  there  would  lead  to  any  big  increase  m business?  increase  r u o t- 

^No  Whwe  it  is  necessary  for  a company  to  do  so  5420.  Was  that  because  it  was  a very  strange 

it  can,  and  does,  meet  its  obligations  over  two  years.  It  occurrence,  or  would  you  suppose  that  an  increase  ot 
could  meet  them  much  more  adequately  and  much  more  equal  steepness  again  would  have  the  same  kind  _oi 

l<wicaily  if  it  were  given  three  or  four  years  in  which  effect? 1 think  an  increase  of  equal  steepnMS  taking 

todo  ».  place  on  top  of  what  we  have  already  had  would  always 

5404.  Chairman:  But  you  do  not  think  toe  effect  of  have  that  effect.  , - . 

limitoig  the  permissible  period  to  24  montos  in  the  case  542I.  Sir  John  Woods'.  Would  it  have  that  effect  from 

of  industrial  customers  has  penned  back  business? ^Yes,  whatever  level  the  steep  rise  took  place? ^As  far  as 

I do.  It  has  done  so  particularly  amongst  toose  people  finance  companies  are  concerned,  there  is  a minimum  at 
who  are  not  willing  to  commit  themselves  for  a shorter  .^bich  toe  finance  company  can  borrow  either  from  banks 
period  than  that  in  which  they  feel  they  are  able  to  meet  depositors,  however  low  toe  Bank  Rate  g«s. 

— -x-1  i-  minimum  rate  on  borrowings  from  the  banks  is  5 

per  cent.,  and  they  probably  have  to  pay  a minimum  ol 
5i  or  6 per  cent,  to  their  depositors.  So  movements  or 
the  Bank  Rate  between  2 per  cent,  and  4 per  cent,  have 
no  noticeable  effect  on  finance  companies,  and  conse- 
quently there  is  no  change  in.  their  charge  to  the 
customers. 

5422.  So  the  absolute  level  is  of  some  importance?- 
Yes,  in  its  effect  upon  our  customers. 

5423.  Lord  Harcoun:  S per  cent,  to  7 pet  cent.  « 

important,  and  7 per  cent,  to  81  pet  cent,  would  be  even 
more  noticeable? ^Yes. 

5424  Chairman:  So  far  as  you  can  say  from 

experience;  do  you  think  'tfie  deterrmt  effect,  on 
customers  persists,  or  do  you  think  w!lmediatte 

reaction?-— My  own  impression  is  that  it  is  an  immed 
one  which  does  not  persist. 


toe  obligation ; among  the  more  careful  customers,  in 
fact. 

5405.  Professor  Cairncross:  And  vsiy  often  toe  smaller 

customers? ^Yes  indeed. 

5406.  Mr.  Woodcock : When  you  lare  lending  torough 
a dealer  and  he  is  in  a sense  your  agent,  do  you  expect 

him  to  bear  some  part  of  the  risk? ^Yes;  he  sdects 

toe  customer,  and  he  carries  toe  risk  of  that  customer 
not  carrying  out  his  obligation. 

5407.  But  you  lend  the  money  more  or  less  directly 

fiirough  ‘him  as  an  agent? No ; we  acquire  the  contract 

fr<wn  him  on  condition  that,  having  chosen  and  entered 
into  tot  oonitract  himself,  he  is  'prepaied  to  support  it. 

5408.  Do  you  lend  100  per  cent,  of  his  own  outgoings? 
No. 


5409.  What  percentage? — 
between  66|-  and  75  per  cent. 


-It  normally  would  vary 
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5425.  Sir  John  Woods'.  Is  that  true  of  what  you  call 
the  business  customer  as  well  as  the  private  customer? 
1 think  so. 


5426.  Mr.  Woodcock'.  Under  the  heading  “The 

industrial  bankers’  Unction  and  place  in  the  financial 
mechanism  ” you  speak  of  credit  sale  agreements.  I 
understand  that  in  the  United  States  there  are  lots  of 
credit  arrangements,  including  one  which,  if  I understand 
it  aright,  is  of  this  kind : ithat  the  customer  can  get  &om 
a big  retail  Store  a revolving  credit,  of  $100  or  whatever 
it  is,  which  he  has  more  or  less  permanently,  but  he  has 
to  repay  the  amounts  of  purchases  to  maintain  it  at  that 
level.  Do  you  finance  that  kind  of  thing?  Is  there  any- 
thing of  that  sort  of  thing  in  this  country? Mr. 

Davenport : It  is  quite  considerably  done  in  this  country, 
but  more  by  retafiers  and  people  of  that  sort  than  by 
finance  companies.  I do  not  know  of  any  finance  com- 
pany which  operates  that. — Mr.  Huntrods:  That  is  known 
as  a budget  account. 

5427.  'What  is  covered  by  your  credit  sale  agreement? 
Is  it  another  name  for  hire  purchase  or  is  it  something 

else? Mr.  Davenport:  The  reason  why  credit  sale 

has  developed  so  much  over  recent  years  is  because  a 
certain  proportion  of  credit  sale  business  is  outside  the 
terms  of  trade  control  orders  ; provided  the  period  does 
not  exceed  nine  months,  there  is  no  restriction  on  the 
amount  of  the  initial  payment.  Consequently,  where  the 
initial  payment  is  the  important  factor  people  tend  to 
buy  on  credit  sale  and  repay  over  nine  months  without 
having  to  make  any  high  initial  payment,  instead  of  on 
hire  purchase. 

5428.  Lord  Harcourt:  In  whom  is  the  ownership  of 

the  property  vested? ^The  title  passes  to  the  customer 

straight  away  ; it  is  just  an  open  credit. 

5429.  Chairman:  Has  your  experience  of  operating 
those  been  satisfactory  in  the  sense  of  a small  percentage 

of  losses? ^I  think  the  general  experience  has  been 

surprisingly  satisfactory. 

5430.  That  takes  you  back  through  the  whole  post  war 

pM-iod? Yes 

5431.  Professor  Cairncross:  Do  I gather  that  you  do 
not  do  any  business  at  all  in  taking  over  accounts  from 

retailers  other  than  on  hire  purchase  business? Hire 

purchase  or  credit  sale. 

5432.  Mr.  Woodcock:  Would  you  object  to  financing 
budget  account  business,  or  have  you  not  been  asked? 

^The  difficulty  is  the  handling  of  it.  It  is  extremely 

difficult  to  handle,  because  one  has  a day  to  day  fluctuating 
balance.  If  we  could  find  a way  of  dealing  with  it  we 
should  probably  try  to  do  it. 

5433.  Professor  Cairncross:  It  is  done  by  finance  com- 
panies abroad? Yes  : in  America  in  particular. 


5434.  Chairman : Then  you  say : 

“ . . some  industrial  banking  houses  also  discount 

bills  of  exchange  related  to  movements  of  goods, 
and  others  make  medium  term  advances  avaUable 
to  approved  applicants  which  are  secured  by  deben- 
tures. mortgages  and/or  guarantees  and  indemnities.” 
Is  this  financing  activity  confined  to  particular  kinds  of 

trade? ^It  is  not  necessarily  confined  to  any  particular 

trades  Generally  speaking  the  finance  compames  grant 
facilities  of  this  sort  to  the  dealer  customers  with  whom 
they  are  in  other  relationship  on  their  hue  purchase 
business  A dealer  may  be  selling  motorcars  or  furniture, 
or  something  of  that  kind,  and  passing  the  finance  com- 
pany hire  purchase  business  from  time  to  tune ; and  then 
he  seeks  a facility  for  his  own  purposes,  either  way 
of  bill  discounting  or  debenture  advance,  and  the  finance 
company  provides  it. 

5435  So  it  is  done  indirectly  with  the  kind  of  business 

normally  dealing  with  hire  purchase  goods? Generally 

speaking  that  is  so. 


5436  Professor  Sayers:  Are  these  loans  for  very  long 

periods'? So  far  as  finance  companies  are  concerned, 

they  try  to  restrict  them  to  the  same  sort  of  terms  as  for 
their  ordinary  hire  purchase  business ; but  there  is  no 


restriction  on  the  term. 


5437  Mr  Woodcock:  Is  there  any  restriction  on  the 
use  to  which  they  can  put  the  money?  Do  you  advance 
money  for  ordinary  worbng  capital,  for  example. 
30500 


GeneraUy  speaking  companies  would  not  do  that  for 
ordinary  working  capital  purposes ; there  would  be  some 
specific  purpose  for  which  the  funds  would  be  required. 

5438.  On  your  side  do  you  make  it  a coodition  that  it 
is  for  some  specific  purpose  and  not  for  the  general 

purpose  of  the  business? Mr.  Kirkpatrick:  One 

example  is  the  stocking  plan  facilities. — Mr.  Davenport : 
Generally  speaking  the  advance  is  made  for  a specific 
purpose,  but  I would  not  have  thought  that  the  finance 
company  necessarily  followed  it  through  to  ensure  that 
it  was  in  fact  used  for  that  purpose. 

5439.  Professor  Cairncross:  How  do  you  view  the 

application  of  your  advances  for  the  purposes  of  stocking, 
let  us  say,  by  motor  car  dealers?  Is  this  a line  of  busine^ 
you  favour? Mr.  Kirkpatrick : It  is  not  a line  of  busi- 

ness that  one  would  seek,  but  it  is  a facility  one  has  to 
give  to  a dealer  with  whom  one  is  in  normal  business 
relationship. 

5440.  Because  he  might  go  to  another  company? 

Mr.  Kirkpatrick:  That  is  what  it  amounts  to.— Mr. 
Davenport:  The  average  finance  company  thinks  it  is 
a great  nuisance  having  to  do  it  at  aU. 

5441.  Lord  Harcourt:  It  is  in  fact  the  provision  of 

working  capital? is. 

5442.  If  the  car  dealer  said  he  wanted  to  build  a 
new  garage,  and  he  asked  you  to  lend  him  £3,000  or 

£5,000  for  this  purpose,  woiild  you  do  that?-^ Yes,  in 

certain  circumstances;  generally  speaking,  provided  we  can 
be  repaid  on  a monthly  basis  within  the  period  that  we 
normally  deal  with  our  moneys,  that  is  about  the  three 
year  period. 

5443.  If  he  says;  “My  wife  wants  me  to  buy  a new 

house”,  would  you  lend  money? Mr.  Davenport: 

No.— Mr.  Huntrods:  There  is  a minority  of  transactions, 
certainly  in  my  own  company,  where  we  have  been  right 
outside  the  hire  purchase  field ; in  areas  not  even  remotely 
related  to  it  We  have  financed  direct  import  and  export 
business,  sometimes  .by  straight  bill  discounting,  sometimes 
taking  the  shipping  documents,  and  in  other  ways. 

5444.  How  has  this  business  come  to  you?  Have  you 

sought  it? We  have  not  sought  it ; it  has  come  to  us. 

5445.  Professor  Cairncross : What  kind  of  business  is  it? 
Are  you  thmVing  largely  of  motor  car  exports,  or  is  there 
other  business  of  this  type?— —No,  we  have  ^anced 
aeroplanes  to  buyers  in  the  Middle  East  on  credit  terms 
of  about  six  we^,  and  we  have  financed  the  movement 
of  goods  .from,  let  us  say,  Germany  to  countries  inside 
and  outside  the  sterling  area.  It  is  something  we  have  felt 
our  .way  on. 

5446.  'They  are  rather  exceptional  transactions,  I gather? 

^They  started  as  exceptional;  but,  within  a strict 

limit  in  our  own  minds  as  to  how  much  we  are  prepared 
to  commit  to  it,  they  are  tending  to  become  habitual. 

5447.  Chairman : Would  it  be  your  in^ession  that  when 
this  business  is  brought  to  you  it  is  diverted  from  more 

normal  channels  like  banking  accommodation? can 

think  of  one  case  where  it  was,  and  for  an  interesting 
specific  reason.  In  regard  to  one  specific  export  of  aero- 
planes the  financial  status  of  the  exporting  company  was 
such  that  thedr  bankers  would  not  have  granted  a credit 
by  overdraft ; they  would  have  been  most  unwise  to  do 
so.  We  looked  at  the  transaction,  went  into  the  credit 
with  the  foreign  tank,  and  we  said;  “This  in  itself  is 
perfectly  sound ; providing  we  have  control  of  the  trans- 
action, we  will  do  it” 

5448.  Lord  Harcourt:  When  you  advance  money  edthw 
for  the  provision  of  working  capital  o-r  for  the  building  of 
a garage  or  something  else  which  is  ancillary  to  your 
customer’s  normal  business,  do  you  take  any  contract  or 
agreement  from  him,  that  he  will  do  all  his  hire  purchase 

with  you? Mr.  Davenport:  No,  we  do  not;  but  I 

ftivnlf  we  hope  to  have  that  relationship  with  him. 

5449.  It  is  justifiable  to  hope  that  it  will  have  that 

effect ; but  there  is  no  formal  agreement? Mr.  Kirk- 

patrick : There  would  be  a sort  of  understanding,  I suppose, 
but  there  is  no  obligation.— Mr.  Huntrods:  I know  of 
companies  who  do  in  fact  have  agreements  of  that  sort ; 
whether  they  are  worth  anything  or  not  I would  not  know. 

5450.  Professor  Cairncross:  Do  you  regard  yourselves 

as  transacting  business  which  is  in  any  way  different  from 
tiiat  of  tile  larger  finance  houses?  You  call  yourselves 
industrial  bankers  and  the  finance  houses  call  themselv« 
finance  bouses? Mr,  Davenport:  As  you  will  see  if 
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you  look  down  tte  list  of  members  of  the  Finauce  Houses 
Association,  the  majority  of  the  membere  describe  them- 
selves in  their  literature  and  in  their  advertismg  as 
industri^  bankers. 

5451.  Then  you  would  say  that  there  is  no  differmce  but 
that  of  size?—— Mainly  sire. 

5452.  Professor  Sayers'.  Have  you  sought  inclusion  in 

the  Bankers'  Almanac? Mr.  Dmenporf.  As  an  indi- 

vidual company,  no.  I do  not  know  -that  any  members 
of  this  association  have. — Mr.  Huntrods '.  No,  certainly  not 

5453.  Chairman:  You  caE  yourselves  “industrial 

bankers,”  but  you  are  not  in  industry  yourselves  and,  if 
I understand  you  aright,  only  a small  part  of  your 

is  devoted  to  supplying  goods  to  industry.  Wiat  is  the 
idea  that  is  suppo^  to  be  conveyed  by  “industrial’? 

Mr.  Davenport:  The  only  company  that  could 

answer  that  would  be  the  first  company  to  introduce 
that  description  of  its  activities.  Some  company  at  some 
time  did  in  fact  describe  what  it  was  doing,  which  is  the 
same  as  we  are  doing  now,  and  said  that  it  was  an  mdus- 
trial  banker  carrying  on  an  industrial  banking  ^cdon. 
Since  that  time  it  has  become  commonly  known  that  th<»e 
engaged  in  .this  business  describe  themselves  as  industrial 
bankers  carrying  on  an  industrial  banker’s  practice,  but  I 
doubt  if  any  one  of  .them  would  be  able  to  answer  the 
question  which  you  quite  rightly  ask.  I do  not  think 
there  is  a logical  answer  to  it  except  that  it  has  just 
happened. 

5454.  It  does  not  mean  anything  special,  like  supplying 

plant  and  machinery  and  so  on? ^No  ; there  are  plenty 

of  people  who  call  themselves  industrial  bankers  who 
do  nothing  in  plant  and  machinery  at  all. 

5455.  Mr.  Woodcock:  On  your  section  on  “Relations 

wifli  the  joint  stock  banks  ”,  are  any  erf  the  banks  share- 
holders in  any  of  these  companies? ^Not  to  my  know- 

ledge. 

5456.  Professor  Ccdrncross:  Are  any  of  your  compames 
owned  by  other  organisations,  industrial  or  financial? 
Not  to  my  knowledge. 

5457.  Lord  Harcourt:  The  Board  of  Trade  have  pub- 

lished an  estimate  that  there  are  in  existmee  something 
in  the  neighbourhood  of  1,200  small  hire  purchase  com- 
panies at  the  moment.  You  have  eight  members  at  the 
mOTient ; the  Finance  Houses  Association  has  twelve.  Do 
you  anticipate  an  enormous  influx  of  people  into  your 
Association  when  they  have  the  necessary  -trading  experi- 
ence to  qualify  under  your  rules? Mr.  Kirkpatrick: 

Many  of  these  finance  companies  in  the  1,200  are  purely 
offshoots  of  other  businesses  with  a purely  restricted 
purpose.  Many  of  them,  for  example,  are  purely  to  deal 
with  the  hire  purchase  business  of  a particular  organisa- 
tion. Many  of  them  operate  in  very  limited  spheres  with 
no  ambition  to  go  beyond  those  limitations.  &>,  although 
no  doubt  with  the  passage  of  time  we  expect  the  member- 
ship of  the  Association  to  increase,  the  figure  of  1,200 
finance  companies  has  no  relationship  whatever  to  it. 
One  cannot  envisage  the  I.BA.  having  as  many  as  100 
menibers  at  any  time  in  the  near  future. 

5458.  Chairman:  Then  you  deal  with  .the  arguments 
against  direct  bank  participation  dn  hire  purchase. — 
Professor  Severs:  Would  you  have  any  objection  to 
greater  activity  by  the  banli  in  .this  field,  if  they  chose 

to  tike  the  risks  and  assume  the  burdens? ^It  depends 

what  you  mean  by  “objection”.  It  would  be  natural 
that  we  should  hardly  welcome  competition  from  the 
banks  in  the  field  of  hire  purchase.  Our  general  view  in 
this  is  that  hire  purchase  business  is  already  being_  com- 
petently handled  by  those  companies  who  have  specialised 
in  that  field  and  who  have  acquired  over  a period  the 
necessary  techniques,  and  we  do  not  therefore  see  the 
necessity  for  the  baris  to  participate  in  that. 

5459.  The  experience  you  have  acquired  gives  you  an 

advantage  which  must  give  you  some  protection  from  the 
incursion  of  new  competition ; but  that  is  no  reason  for 
fearing  competition? 1 do  not  think  .there  is  any  fear. 

5460.  You  say; — ^“The  Association  opposes  the  possible 

extension  ” etc. ; what  do  you  mean  by  “ opposes  ” there? 
I should  have  tiiought  that  you  would  have  had  faith  in 
the  advantage  of  the  experience  .Ihat  you  have  gained  and 
you  would  rather  say  that  .the  Association  could  not  care 
less? Mr.  Huntrods:  As  regards  technique  and  experi- 

ence I do  not  think  it  could ; but  there  might  be  some- 
thing to'  be  said  in  the  general  direction  that  the  banks 


are  in  a privileged  position ; they  are  the  repositories  of 
everybody’s  money,  including  ours. 

5461.  They  have  certain  advantages  that  you  have  not. 
You  might  say  they  have  greater  facilities  for  collecting 

deposits,  for  instance? do  not  .think  that  is  a 

competitive  advantage  one  need  fear. 

5462.  It  enables  them  to  get  the  money  at  much  lower 
rates  than  you  are  getting  it.  What  are  you  paying  now? 

Mr.  Kirkpatrick : On  deposits  the  most  common  rate 

is  8 per  cent,  or  8i  per  cent. 

5463.  And  the  banks  get  it  at  about  5 per  cent.  The 

bante  certainly  have  an  advantage  there? Mr. 

Huntrods:  There  I think  you  are  coming  to  the  heart  of 
the  matter.  A finance  company  takes  a special  risk, 
operates  a specialist  technique,  and  pays  the  rate  for  the 
class  of  capital  to  undertake  that  risk.  If  the  banks  are  in 
possession  of  the  great  bulk  of  the  money  supplied,  on 
perhaps  half  or  more  of  it  they  are  paying  no  interest 
and  they  could  enter  this  or  any  other  business  field,  using 
their  depositors’  money. 

5464.  And  taking  the  risks? ^And  taking  the  risks, 

which  would  be  proportionately  small  to  them  though 
absolutely  the  same  in  .the  business  involved.  That  gives 
them  a special  advantage. 

5465.  Are  you  not  arguing  in  fact  that  society  should 

welcome  the  extension  of  the  banking  interests?  I agree 
that  4at  might  not  be  consistent  with  your  Association 
“ opposing  ” ; but  I am  trying  to  find  out_  what  your  Asso- 
ciation means  by  saying  it  “ opposes  ” this,  and  why? 

May  I put  this  in  another  way?  Supposing  the  banks 
decided  suddenly  that  they  liked  the  look  of  the  shoe 
manufacturing  industry,  and  that  shoe  manufacturing 
industries  generally  had  to  raise  capital  on  the  market 
at,  say,  6 or  7 per  cent.  There  would  be  something  to 
be  said  against  the  one  set  of  institutions  in  the  country 
which  does  not  have  to  pay  the  rate  for  a particular  class 
of  capital  entering  the  manufacturing  market  under  what 
is  essentially  a false  costing  position. 

5466.  But  there  is  no  particular  rate  that  can  be  labelled 
as  ie  rate  for  shoe  manufacturing,  if  somebody  else, 
having  assembled  money  from  various  sources,  chooses  to 
take  the  risk  of  going  into  that  business.  Why  suppose 
that  the  rate  for  money  for  hire  purchase  business  is 

8 per  cent,  rather  than  5 per  cent,  or  3 per  cent.?-^ We 

would  rather  base  it,  generally  speaking,  on  the  same 
grounds  as  those  on  which  we  have  tended  to  dislike  the 
participation  of  the  nationalised  boards  in  hire  purchase, 
in  that  &ey  used  to  get  money  at  privileged  rates. 

5467.  What  do  you  . mean  by  “the  Association 
opposes”?  Do  you  just  mean  that  you  dislike  it  as 

individual  trading  concerns? Mr.  Kirkpatrick:  We 

are  not  in  favour  of  it. — Mr.  Davenport : I think 
“ opposes  ” is  the  wrong  word.  There  is  no  ground  for 
opposing  it  at  all. 

5468.  Mr.  Woodcock : I thought  you  were  going  a bit 
fu:^er,  and  saying  in  effect  that,  even  if  the  banks  could 
do  this,  they  nevertheless  should  not  do  it. — Professor 

Sayers:  But  that  is  not  your  meaning? ^The  only 

.ground  for  objection  is  that  the  field  is  already  well  cared 
for  as  it  is  at  present  organised,  and  that  it  is  unnecessary 
to  add  further  complications  to  that  field. 

5469.  That  is  hardly  an  objection,  is  dt? One  must 

be  careful  here  to  distinguish  present  conditions  and  con- 
ditions of  complete  freedom.  There  would  be  no  objection 
under  conditions  of  complete  freedom  ; but  there  would  be 
a lot  of  objection  under  present  conditions. 

5470.  Chairman:  You  do  not  think  it  would  threaten 
your  reliance  on  the  banks  for  finance  if  they  went  into 

this  business  themselves? 1 do  not  think  it  has  been 

the  experience  in  America  ; provided  that  one  has  normal 
conations  where,  if  one  is  unable  to  get  the  support  of 
the  banks,  one  is  free  to  seek  support  elsewhere. 

5471.  Professor  Ccdrncross:  I thought  you  were  going  a 
little  further,  and  suggesting  that  there  was  something 
improper  in  the  banks  venturing  their  depositors’  money 
in  this  way ; that  if  the  money  were  at  call  it  was  unwise 
of  the  banks,  and  perhaps  in  some  ways  a breach  of  faith 
to  the  depositors,  if  they  put  it  into  this  kind  of  business. 

Are  you  putting  forward  this  kind  of  proposition? 

Mr.  Huntrods:  No,  not  at  all. — Mr.  Kirkpatrick:  There 
is  of  course,  a very  large  question  here,  and  one  can 
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develop  aE  sort  of  theories  about  it ; but,  as  far  as  the 
Association  is  concerned,  our  view  is  as  stated  here,  and 
nothing  more : we  feel  that  the  field  is  already  adequately 
catered  for  by  the  people  who  are  in  it,  and  that  therefore 
there  is  really  no  necessity  for  the  banks  to  participate  in 
it.  That  is  broadly  as  is  stated  here,  with  the  exception  that 
the  word  “ opposes  ” is  perhaps  too  strong. 

5472.  Professor  Cairncross:  You  say  a little  later  on : — 

“ During  1957,  althou^  hire  purchase  credit  made  a 

marked  recovery  from  the  low  levels  of  1956,  total 

outstandings  at  the  end  of  October  were  still  only 

90  per  cent  of  those  at  the  end  of  1955.” 

Is  this  altogether  a measure  of  the  hire  purchase  business 
you  are  doing?  Does  it  not  also  depend  on  the  deposits 
made  by  those  entering  into  hire  purchase  agreKnents? 

^The  outstandings  as  far  as  we  are  concerned  is  a 

measure  of  the  business  that  we  are  doing,  of  our 
turnover. 

5473.  Supposing  that  the  initial  deposit  is  doubled,  then 
the  total  sales  might  go  up  while  the  outstandings  went 

down? Mr.  Huntrods:  They  mi^t,  .but  they  would 

not ; because  if  the  deposit  is  doubled,  that  undoubtedly 
restricts  .the  number  of  sales. 

5474.  Lord  Harcourf.  For  how  long? Mr. 

Huntrods:  It  depends  on  file  general  economic  climate, 
and  fee  movement  of  incomes  and  prices,  and  confidence 
and  everything  going  wife  that. — Mr.  Davenport:  It 
pushes  purchases  forward ; I do  not  think  it  stops  them. 

5475.  It  does  not  in  fact  deter  business  completely; 
it  merely  postpones  it,  and  once  feey  have  time  to 
catch  up  wife  fee  initial  deposit  feen  the  thing  goes 

forward  exactly  as  it  was  before? Mr.  Kirkpatrick: 

Yes. — Mr.  Davenport:  That  applies  mainly  with  domestic 
arrtides.  In  a lot  of  oranmercial  fields  a machine  is 
wanted  at  the  time,  and  it  is  perhaps  no  longer  of  any 
use  at  a later  date,  or  fee  firm  has  lost  fee  opportunity 
at  a later  date. 

5476.  Professor  Sayers:  It  appears  to  be  your  con- 
tention here  feat  bank  credit  and  Ihe  credit  extended  on 
hire  purchase  move  together ; but  surely  if  you  take  a 
longer  period  than  is  covered  in  this  paragraph,  say 
from  1951  on,  hire  .purchase  credit  has  risen  substantially 
oVM-  that  period,  while  bank  credit  has  not?  The  two 
things  do  not  necessarily,  over  several  yeais_  at  least, 

move  in  parallel? Mr.  Kirkpatrick:  The  point  we  are 

•trying  to  make  is  not  so  much  that  they  move  in  parallel 
as  that  they  axe  not  directly  competitive.— Mr.  Davenport: 
A rise  in  one  does  not  create  a drop  in  fee  ofeer. 

5477.  Professor  Cairncross:  I had  formed  a slightly 

different  impression  of  your  point,  which  seemed  to  me 
to  be  that,  where  severe  .restraints  were  placed  on  commer- 
cial bank  credit,  if  these  restraints  were  of  a more  ex- 
tensive character  and  affected  the  terms  of  trade  under 
which  goods  could  be  sold  under  hire  purchase,  feere 
might  be  a reduction  simultaneously  in  hire  purchase  credit 
outstanding.  Is  not  that  a somewhat  more  exact  descrip- 
tion?-  Mr.  Kirkpatrick:  These  figures  were  quoted 

purdy  to  show  that  the  expansion  of  one  form  of  credit 
was  not  alt  .fee  expense  of  fee  othCT ; nothing  more. 

5478.  But  the  governing  phrase  is  surely: — “subjected 
to  approximately  equally  severe  restriefion  ” ; I do  not 
know  how  you  judge  feat,  except  by  looking  at  the 

result  in  each  case;  fee  argument  is  circular? Mr. 

Davenport : The  following  words  are  important : “ neither 
can  for  long  gain  much  benefit  at  the  expense  of  the 
other.” 

5479.  Is  feat  entirely  true?  If  you  take  fee  rather 
longer  period  between  1951  and  1956,  the  banks  have 
been  under  considerable  pressure  not  to  extend  additional 
advances  ; there  has  been  some  pressure  on  hire  purchase, 
but  you  have  surely  succeeded  in  obtaining  command 
over  additional  resources  during  feat  period  and  in 

extending  credit? ^That  surely  is  covered  by  this,  if 

they  are  “subjected  to  approximately  equally  severe 
restriction”  over  that  longer  period.  I suppose  it  is  fair 
to  assume  that  hire  purchase  has  suffered  less  severe 
restriction ; and  feat  the  banking  restriction  has  been 
more  consistent  over  that  period,  whereas  wife  hire 
purchase  it  is  up  and  down. 

5480.  How  do  you  establish  whether  feere  has  been 
an  equally  severe  restriction  unless  you  look  at  the  resulte 


in  each  case?  If  you  are  looking  at  fee  results,  feey 
would  appear  to  suggest  feat  hire  purdiase  restrictions 
have  not  prevented  an  increase  although  restrictions  on 

the  banks  have  prevented  an  increase? Mr.  Huntrods : 

Over  fee  1951-56  period  my  colleague  here  was 
probably  correct  in  suggesting  feat  over  fee  earlier  part 
of  fee  period  ^re  purchase  was  subjected  to  a less  efficient 
restriction,  but  in  the  period  from  February,  1956,  when 
Mr.  Macmillan’s  really  severe  restrictions  came  on  and  we 
were  subjected  to  severe,  and  in  fact  discriminatory, 
restrictions  throu^  our  bankers  at  fee  dictates  of  fee 
Treasury,  then  I think  we  suffered  rafeer  more  than  fee 
banks. 

5481.  Are  you  not  proving  too  much?  In  that  period 
what  you  had  to  deal  wife  was  an  actual  withdrawal  of 
resources  from  you,  and  you  have  succeeded  in  making 
that  up ; fee  banks  suffered  no  withdrawal  of  resources? 

Mr.  Huntrods:  There  are  two  sides  to  this.  The 

main  restriction  on  our  business  has  surely  been  fee  terms 
control  in  combination  with  .fee  financial  restrictions,  Md 
in  1956  they  were  very  severe.  The  proof  of  fee  pudding 
was  in  the  eating : ihire  purchase  outstandings  fell  20  per 
cent ; it  was  a most  imcomfortable  year.  But  I am  quite 
certain  that  in  the  state  of  business  confidence  which  then 
prevailed,  had  both  finance  houses  and  banks  been  free 
to  operate  in  their  respective  credit  fields  both  would  have 
greatly  enlarged  feeir  lendings. — Mr.  Davenport:  The 
material  thing  to  show  is  feat  neither  gains  at  fee  expense 
of  the  other.  Perhaps  over  the  longer  period  hire  purchase 
companies  have  expanded  whereas  bank  advances  have 
stay^  still ; but  they  have  not  expanded  at  fee  expense 
of  the  banks. 

5482.  It  is  Dot  very  clear  to  me.  In  fee  case  of  fee 
joint  stock  banks  it  is  not  possible  for  them  to  compete 
for  deposits  by  raising  feeir  interest  rates  in  fee  way  it 
is  possible  to  with  hire  purchase.  It  is  part  of  your  coo- 
tention,  as  I understand  it,  feat  fee  interest  rates  are  only 
a limited  fraction  of  your  total  costs,  a much  lower 
fraction  of  costs  than  in  fee  case  of  the  commercial 
banks.  If  that  ds  so,  and  you  find  your  operations  are 
in  difficulty  because  you  have  not  got  fee  necessary 
resources  to  conduct  them,  you  can  afford  to  put  up  your 
rates  of  interest  in  a way  which  the  commercial  banks 
cannot.  If  therefore  the  squeeze  is  operated  exclusively 
on  fee  monetary  side  you  are  much  less  vulnerable  than 

are  the  commercial  banks? ;We  say  that  we  do  not 

in  any  way  compete  with  fee  joint  stock  banks  on  fee 
taking  of  deposits. 

5483.  It  is  your  contention  feat  the  additional  funds 
you  have  had  are  not  taken  out  of  bank  deposits.  How 

can  you  establish  that? Mr.  Huntrods:  I think  ooe 

establishes  that  from  the  fact  feat  there  is  at  any  one 
moment  roughly  speaking  a total  supply  of  money,  the 
gcea.t  bulk  of  which  is  fee  deposits  in  the  clearing  banks. 
If  someone  writes  a cheque  to  fee  finance  company  to 
place  a deposit,  the  banks’  deposits  as  a whole  are  com- 
pletely untouched,  because  on  fee  following  morning  fee 
finance  company  puts  it  back  exactly  where  it  was,  either 
in  feat  bank  or  in  another.  The  banking  system  as  a 
whole  has  lost  nothing ; feere  is  no  variation  in  total 
bank  deposit. 

5484.  The  level  of  bank  deposits  is  govern^  by 
circumstances  quite  different  from  the  deposits  of 
fee  industrial  inkers ; fee  .resources  of  industrial 
bankers  may  increase  in  relation  to  fee  resources 
at  the  disposal  of  the  commercial  banks  if_  customers  of 
the  banks  make  deposits  wife  the  industrial  bankers.^ — 
Professor  Sayers:  T^e  total  liquidity  of  fee  community 
has  increased,  although  .fee  amount  of  the  bank  deposits 
is  the  same  as  before.— Pro/ewor  Cairncross:  What  you 
are  saying  is  entirely  correct ; but  it  does  not  mean  feat 
financial  intermediaries,  fee  industrial  bankers,  for 
instance,  may  not  expand  in  relation  to  ocHomercial  tenks 
while  the  supply  of  money  remains  constant  _ This  is 
exactly  what  has  been  happening.  I do  not  put  it  to  you 
feat  the  industrial  bankers  are  alone  in  this  respect ; that 
would  be  quite  false ; nor  do  I put  it  to  you  that  this  is 
something  which  has  been  going  on  only  over  the  past 

five  or  six  years? Mr.  Davenport:  I suppose  it  does 

have  fee  effect,  if  feat  money  comes  out  of  a private 
customCT’s  deiposit  at  the  bank  into  fee  finance  company's 
deposit,  feat  the  money  is  used  in  a way  in  which  it 
would  not  have  been  used:  fee  banks  would  not  have 
used  it  for  hire  purchase.  In  ofeer  words,  we  are 
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creatine  an  addition^  demand  fw  a certain  class  of  go^. 
That  is  the  effect ; but  we  are  not  dn  fact  m competition 
with  the  banks  in  the  monetary  system  for  deposits. 


5485  You  are  in  competition  with  the  Government? 
—We  may  wkl  be  in  competition  widi  the  Government, 
but  the  Government  has  ways  and  means  of  dealing  with 
us.  We  are  <mly  trying  to  establish  here  that  we  do  not 
compete  with  the  banks. 

5486  What  would  happen  would  be  that  the  commercial 

hanV-j  would  find  .themselves  obliged  to  restrict  th«r  loans 
to  the  Govemmeort,  and  it  would  be  that  money  in  effect 
which  was  used? ^Yes. 

5487.  Chairman:  Then  you  come  to  “Restrictions  on 
hire  purchase  You  do  not  oppose  the  exercise  of  some 
form  of  overall  control  of  the  level  of  hire  purchase  credit, 
given  anything  like  the  present  conditions,  but  you  think 
that  the  terms  of  trade  control  is  not  only  the  really 
effective  way  to  achieve  the  purpose,  but  much  more 

satisfactory  than  control  of  the  sources  of  money? 

Mr.  Huntrods:  Yes. 


5488.  Professor  Sayers:  You  say  that  “ since  both  rases 
and  falls  in  the  volume  of  hire  purchase  credit  can  make 
no  direct  impact  on  the  'total  money  supply,  it  follows 
that  hire  purchase  controls  should  be  regarded  as  a 
purely  subsidiary  monetary  weapon  Is  not  that  a 
non  segui^ur^  It  may  be  so,  but  it  does  not  follow 
frtMn  the  beginning  of  the  sentence.— Sir  Oliver  Franks: 
While  it  may  be  true  that  variations  in  the  volume  of 
hire  purchase  credit  do  not  affect  the  total  money  supply, 
they  may  affect  something  else,  that  is  the  level  of 
demand? Mr.  Davenport:  Yes. 


5489.  And  the  level  of  demand  may  be  an  objective 
of  monetary  policy,  and  therefore  one  cannot  readily 
argue  that  this  as  a weapon  of  monetary  policy  is 
insignificant  on  the  ground  that  it  does  not  increase  the 
money  supply ; the  point  is  what  it  does  to  demand? — 
Mr.  Davenport:  Yes. — Mr.  Kirkpatrick:  The  emphasis 
here  is  not  that  this  is  a monetary  weapon  which  is 
insignificant,  but  rather  that  it  is  perhaje  less  important 
than  a weapon  to  be  used  in  a case  where  the  total  money 
supply  has  increased.  In  other  words,  we  feel  that  perhaps 
too  much  emphasis  has  been  placed  upon  the  evils  of  hire 
pnirchase  as  an  inSationary  business,  ignoring  certain  other 
factors  which  are  a good  deal  more  influential  in  that 
respect 

5490.  Chenrman : Then  you  describe  how  variations  in 
the  control  have  a disruptive  effect  upon  the  manufac- 
turing side  which  lies  behind  the  production  of  these 
goods  you  are  interested  in.  How  much  have  you  seen 

of  the  upsets  of  manufacturing  industry? ^Afr. 

Davenport:  The  motor  trade  itself  is  a very  fair  example 
of  that.  At  the  time  when  the  50  per  cent,  deposit  restric- 
tion was  brought  in  in  1956  it  had  an  immediate  effect. 
The  radio  trade  from  time  to  time  has  also  reacted 
violently  to  these  restrictions.  It  has  an  immediate  dis- 
ruptive effect ; that  is  probably  caught  up  with  later  on, 
but  the  fact  remains  it  does  have  that  disruptive  ^ect. 


5491.  Professor  Sayers:  Is  this  something  that  you  have 
seen  through  your  contacts  with  these  trades? — -I  would 
not  like  to  say  we  have  seen  that  etclusively  because  of 
our  contacts  in  particular  with  the  trade. 


5492.  Sir  Oliver  Franks:  It  is  one  thing  to  hold  a 
general  opinion  on  grounds  which  are  probably  adequate ; 
it  is  another  thing  to  be  able  to  supply  direct  empirical 

evidence  from  one's  own  trade?  Can  you  do  that? 

Mr.  Davenport : I do  not  think  we  are  in  sufficiently  close 
contact  with  manufacturing  industry  to  be  able  to  say 
that. — Mr.  Huntrods:  I have  seen  .two  small  cases.  There 
was  one  small  radio  and  electrical  manufacturing  business 
which  was  prospering  before  1956,  and  then  in  three  or 
four  months  it  was  driven  out  of  business,  There  was 
no  doubt  that  the  reason  for  that  was  the  restriction  of 
sales  through  those  hire  purchase  controls.  I have  seen 
another  case  of  a business  going  under ; it  was  importing, 
so  perhaps  the  Government  wanted  it  fo,  but  it  was  also 
dependent  on  hire  purchase  for  its  saJes  and  the  effect 
of  1956  was  to  bankrupt  it.  They  may  be  unimportant, 
but  I have  seen  those  two. 

5493.  Chairman Accepting  your  theme  about  its  effect, 
I do  not  see  how  it  is  to  be  avoided  if  the  Government 
^ going  to  use  varktions  in  the  terms  of  trade  control. 
The  terms  must  be  adjusted  from  time  to  time  to  meet 


the  circumstances,  and  the  new  terms  must  be  imposed, 

I suppose,  without  very  much  warning? Mr. 

Kirkpatrick:  There  is  a tendency  for  the  terras  control 
to  be  varied  to  too  great  an  extent:  for  example,  there 
was  a move  from  a 20  per  cent,  minimum  down  payment 
to  a 50  per  cent,  minimum.  That  was  a very  severe 
movement.  Furthermore,  these  changes  take  place  far 
too  frequently.  We  feel  that  it  is  a control  which  should 
be  used  with  far  greater  discrimination. 

5494.  With  milder  effects,  therefore? ^Yes.  The  motor 

industry  is  an  example  of  this.  At  one  time  there  was 
a 50  per  cent,  minimum  initial  payment  which  had  quite 
a depressing  effect  on  the  industry,  and  then  representa- 
tions were  made  by  the  industry  itself  to  the  Government, 
and  the  control  was  eased  down  to  20  per  cent. ; and  tiie 
whole  picture  immediately  changed  almost  overnight. 

5495.  Professor  Cairncross:  When  that  happens  there 
is  presumably  a repercussion  on  the  production  pro- 
grammes of  the  motor  industry,  so  that  that  industry  is 
very  much  affected  by  changes  in  hire  purchase  terms? 
^Yes.  . 

5496.  Lord  Harcourt:  If  the  terms  of  trade  orders  are 
to  be  used  as  regulators,  how  can  you  avoid  than  bang 
either  frequent  or  violent?  You  have  either  to  have 
them  at  infrequent  intervals  with  rather  fierce  effects,  or 
you  have  to  put  up  with  them  being  rather  frequent  with 
mild  effects.  If  they  are  to  be  used  as  efficient  regulators, 

how  can  you  get  over  both  those  difficulties? That 

may  be  so;  hut  I think,  particularly  in  the  case  of  the 
motor  industry,  that  timing  is  very  important.  The  motor 
industry  is  very  seasonal,  with  an  upsurge  of  business  nor- 
mally in  the  spring  and  summer.  If,  for  example,  restric- 
tions are  eased  and  a considerable  volume  of  business  is 
done  in  the  spring  and  summer  such  that  the  Government 
feel  that  it  is  going  too  far,  they  may  then  perhaps  in 
the  mid-summer  put  severe  restrictions  on,  at  the  time 
when  the  trade  is  beginning  to  eater  into  its  slack  period 
anyway.  The  effect  is  very  depressing,  and  that  is  not  a 
good  thing. 

5497.  From  the  point  of  view  of  hire  purchase  com- 
panies which  is  preferable?  Do  you  prefer  frequent 
variations  of  a slight  degree  in  the  terms  of  trade  order, 

or  less  frequent  but  more  severe? Mr.  Davenport:  I 

would  have  thought  the  more  frequent,  less  severe. 

5498.  You  can  adjust  yourselves  quite  easily  to  those? 

1 think  so.  One  of  the  other  complaints  of  finance 

companies  is  the  illogicality  in  the  application  of  some  of 
these  restrictions..  For  instance,  when  the  Board  of  Trade 
brought  everything  within  the  range  of  50  per  cent,  in 
1956,  commercial  vehicles  were  lumped  with  radio  sets, 
private  cars,  and  plant  and  machinery.  It  ail  came  into 
the  same  kennel,  all  at  the  same  rate.  One  had  the  im- 
pression that  it  was  legislation  against  a system,  or  an 
attempt  to  restrict  overall  demand  without  regard  to  the 
interests  of  a particular  demand  within  the  overall  demand. 

5499.  Professor  Cairncross:  It  had  the  effect  of  checking 

investments  in  commercial  vehicles.  It  was  really  directed 
against  any  specific  things  which  were  purchased  on  hire 
purchase,  without  regard  to  what  these  were? ^Yes, 

5500.  Sir  John  Woods : If  the  iatention  ctf  the  Govern- 
ment is  to  restrict  demand,  is  not  this  probably  the  quickest 

and  most  effective  weapon  at  their  command? It  is 

certainly  the  quickest;  I would  not  have  gone  so  far  as 
to  say  it  is  the  most  effective  weapon. 

5501.  It  is  the  quickest,  and  it  is  very  effective? ^It 

is  effective,  in  so  far  as  hire  purchase  itself  is  a material 
factor  in  the  overall  demand. 

5502.  Professor  Sayers:  Surely  if  it  were  not  effective 

the  changes  would  not  be  disruptive? Mr.  Davenport : 

That  is  right. — Mr.  Huntt^ds:  I think  at  bottom  we  have 
a feeling  in  our  hearts  (I  do  not  know  how  accurate  I 
am  in  this,  or  how  far  my  colleagues  agree  with  me) 
that  when  it  comes  to  a question  of  checking  overall 
demand  the  Government  says : “ Hire  purchase  is  easy ; 
let  us  have  a go  at  that  ”,  rather  than  taking  more  difficult 
^d  fundamental  measures  to  reduce  the  overall  level  of 
incomes,  if  that  is  what  they  wish.  It  is  as  though  we 
have  too  much  attributed  to  us  and  too  great  a responsi- 
bility.—Mr.  Davenport:  1 always  have  the  impression 
that  they  make  much  play  and  publicity  about  restrictions 
on  hire  purchase,  as  though  they  are  going  to  be  a cure 
for  all  our  ills  and  evils ; at  the  same  time  we  feel  that 
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not  enough  attention  is  given  to  the  individual  application 
of  their  restrictions  on  various  types  of  merchandise  within 
the  control.  One  would  have  thou^t  that  perhaps,  if  it 
was  necessary  to  make  a deposit  of  50  per  cent,  for  radio 
sets,  it  was  not  necessary  to  have  a deposit  of  50  per 
crat.  on  productive  plant  and  machinery. 

5503.  Why  this  discrimination? ^Presumably  one  is 

more  essential  to  the  country  than  the  other.  We  get  the 
impression,  because  there  is  this  similarity  of  restriction 
on  all  types  of  goods  that  are  'bought  on  hire  purchase, 
that  it  is  a restriction  of  means  of  purchase  rather  than 
an  attempt  to  channel  investment  in  certain  directicsis. 

5504.  Why  not  assume  equally  that  it  is  an  attempt 

to  out  total  demand  quidkly? 1 one  can  draw 

a parallel  there  with  directive  to  the  banks.  Surdy 
the  directive  to  tie  banks  is  a discretional  directive ; it 
asks  the  banks  to  do  certain  things.  It  says  a complete 
negative  to  hire  purchase ; it  presaimably  does  not  give  a 
complete  negative  to  things  oosncerned  with  export  and 
things  of  that  kind.  We  get  appEcations  for  hire  pur- 
chase facilid'es  for  plant  and  maohinery  'that  is  going 
to  improve  or  increase  production  of  goods  for  export, 
but  because  it  is  wanted  on  hire  purchase  it  must  come 
under  the  saime  restriction  as  buying  a wireless  set ; die 
buyer  must  find  50  per  cent,  deposit  and  repay  the  balance 
in  24  months. 

5505.  B'Ut  tihat  may  be  because  the  Government  thinks 
this  is  the  quickest  way  to  out  .total  demand,  not  because 
it  has  its  knife  into  hire  purchase,  nor  because  it  has  its 

knife  into  either  lorries  or  radio  sets? 'Would  you  not 

expect  that  that  would  be  accompanied  by  a similar  direc- 
tive to  the  banks  to  stop  all  advances,  or  cut  all  advances 
by  50  per  cent,  or  25  per  cent.? 

5506.  Chairman : I thank  you  have  made  your  point ; 

that  you  get  the  impression,  from  the  way  that  this  is 
being  dealt  with,  that  the  Government  is  strildn'g  at  an 
activity,  and  you  think  it  mi^t  strike  more  discriminately 
at  the  activity ; on  the  other  hand,  it  is  an  activity  which 
does  not  make  as  large  a contribution  to  what  is  troubling 
the  Government  as  others? Yes. 

5507.  Professor  Cairncross:  Would  you  rather  ‘be  asked 
to  behave  as  the  commercial  banks  are  a^ed  to  ‘behave 

and  keep  within  a ceiling  of  outstanding  credit? Mr. 

Kirkpatrick-.  That  wo-uld  ‘be  very  difficult  to  enforce  or 
administer.  ■!  cannot  see  how  that  could  operate.— Mr. 
Davenport-.  I think  it  could,  but  it  would  be  very  difficult. 
We  should  be  put  in  the  same  difficulty  as  joitut  stock 
barks  are  put  in  at  the  .present  time. 

5508.  Lord  Harcourt-.  You  iwefer  the  terms  of  trade? 

Mr.  Davenport:  Yes. — Mr.  Huntrods:  It  would  be 

more  difficult  in  any  case.  We  enter  into  agreements 
which  will,  we  hope,  be  liquidated  at  a certain  rate ; 
it  would  be  very  difficult  ‘to  eater  into  just  so  many  as 
to  make  up  the  balance.  One  imagines  the  ordinary  bank 
manager  has  a certain  number  of  overdrawn  customers, 
and  it  is  fairly  easy ; they  will  probably  go  up  to  their 
limits  anyway  and  be  can  out  one  off  and  let  another 
in,  because  the  total  is  fluctuating,  in  his  day  to  day  man- 
agement. But  all  our  lendings  are  going  down,  and  it  is 
difficuU  to  match  ffie  amount  fiiey  are  going  down  with 
new  business. 

5509.  Professor  Sayers:  Does  your  new  business  come 

in  ohunks? It  tends  'to. 

5510.  Chairman:  I thiiuk  you  make  the  point  that  it 
is  not  just  that  quantitative  restrictions  in  the  loans  you 
make  would  be  difficiflit  for  you  lo  administer,  but 
that  you  ‘think  the  system  of  working  through  terms  of 

control  provides  a fair  basis  among  yourselves? Mr. 

Davenport:  Yes ; it  affects  everybody  equally,  the  big  and 
the  sn^. 

5511.  Sir  John  Woods:  You  say  further  on  that  the 

demaud  f'or  hiire  purchase  credit  is  little  affected  by  varia- 
tions in  the  short-term  rate  of  interest,  You  have  in  the 
course  .otf  this  afternoon  qualified  that  a little,  saying  that 
there  can  he,  and  indeed  there  has  been,  a distinct  check 
to  the  volume  of  business  ; but  you  think  on  the  whole 
it  is  temporary? ^That  was  the  result  of  a perhaps  ex- 

ceptionally violent  change ; and  it  applies  to  the  industrial 
customer  rather  than  ‘£e  domestic. 

5512.  I thought  you  said  that  Y'OU  had  experienced  a 
reaction  to  a higher  rate  of  interest  well  b^ore  Bank 
Rate  went  to  7 per  cent.?— — ‘I  do  not  think  so.  I do  not 


think  in  ray  experience  we  ‘have  over  had  to  react  to  so 
large  an  increase  ourselves. 

5513.  I thought  you  said  that  you  had  had  a tampocary 
reaction  to  higher  interest  rates  at  a time  when  we  moved 
from,  say,  31  per  cent,  to  5 per  cent.?— — -On  this  last 
occasion  there  was  .of  course  a more  no;ticeable  effect 
because  of  the  exceptionally  large  increase  which  ‘We  had 
to  impose  at  ‘that  time ; but  I think  ±ere  always  is  an 
effect  with  an  increase  in  our  rates,  .not  amongst  the 
domestic  and  private  users  of  hire  purdiase,  but  among 
the  commorcdal  and  industrial  users,  the  people  who  are 
interest-conscious. 

5514.  In  other  words  it  is  customarily  quite  small  and 

only  temporary? Mr.  Davenport:  Yes. — Mr. 

Kirkpatrick:  Raising  the  ra'te  of  interest  is  not  an 
effective  weapon  for  the  purposes  of  controlling  hire 
purchase  because  the  effect  is  not  great  and  .is  likely  to 
be  ‘temporary. 

5515.  Sir  Oliver  Franks:  I should  like  to  ask  one 
rather  general  question  which  does  not  arise  immedi- 
ately from  the  paper  before  us.  A rec^t  report  of  the 
Organisation  for  European  Economic  Co-operation 
which  was  reflecting  on  Western  Europe  generally,  in- 
cluding .ourselves,  fore»w  a very  considerable  expansion 
of  sales  of  consumer  durables  over  the  next  decade.  It 
foresaw  more  or  less  an  approximation  in  our  part  of  the 
world  to  the  use  cf  those  ‘things  that  is  now  customary 
in  America.  Do  you,  abstracting  the  interference  of 
Governments,  'think  that  'there  is  an  indefinite  expansion 
ahead  over  ‘±e  next  decade  for  your  type  of  business, 
not  as  a theoretical  view  but  on  the  basis  of  your  actual 
experience  of  things  over  the  last  five  years,  or  do  you 
see  a fairly  early  limit?  This  is  partly  a question  of  the 
social  structure  of  our  society  and  changes  of  laste  and 
so  on ; but  it  would  be  very  inter'csting  to  know  what 

your  quite  gener-al  reflections  are  on  that  question? 

Mr.  Kirkpatrick:  My  own  view  is  that,  ignoring  short- 
term fluctations,  the  general  trend  is  definitely  one  of 
continuous  steady  expansion  over  quite  a long  period. — 
Mr.  Davenport:  I would  support  'that  to  this  extent:  I 
think  for  quite  a long  period  there  will  be  a steadily 
expanding  demand  for  the  type  of  goods  in  which  we  are 
concerned,  and  I think  ithait,  because  .of  the  general 
economic  'trend,  ‘there  will  be  a greater  demand  for  our 
type  of  facility  ‘to  enable  people  to  have  the  use  of  those 
goods,  because  they  will  not  otherwise  be  able  to  have 
tiiem ; they  will  have  so  many  other  demands  on  their 
incomes.  Possibly  over  the  next  few  years  incomes  will 
not  grow  so  quickly  as  in  the  past ; for  that  reason  there 
may  be  greater  demand  for  our  type  of  facilities  in 
acqiiirdng  ‘those  goods.  But  I doubt  very  much  whether 
in  this  counitry  (he  nature  of  the  people  is  such  that  they 
will  commit  ffiemselves  ‘to  the  extent  that  die  American 
people  have  already  done  so. 

5516.  Mr.  Woodcock:  Is  not  there  something  of  a 
tendency  to  build  the  goods  you  would  normally  finance 

into  the  house  itself  now? ^To  some  extent  I think 

that  is  so  ; ithings  like  wardrobes,  dressing  tables,  electric 
fires,  refrigerators  and  so  on  are  no  longer  separate 
aT‘ticles. 

5517.  Lord  Harcourt:  In  which  case  the  building 

societies  finance  ‘than? ^Yes  ; credit  sale  is  involv^. 

5518.  Sir  John  Woods:  Was  your  answer  to  Sir 
OlivCT  Franks  related  to  consumer  goods  only  or  to  the 

whole  field,  including  plant  and  machinery? 1 think 

one  is  probably  related  'to  the  other.  My  own  view  is  that 
demands  for  our  type  of  finance  for  plant  and  machinery 
will  also  grow  as  people  get  to  realise  that  it  is  the  most 
appropriate  means  for  acquiring  plant  and  machinery. 

5519.  Do  you  think  consumer  goods  business  is  likely 

to  grow  more  than  the  other? would  not  have  thought 

so.  I would  say  that  they  would  probably  expand  at  about 
the  same  rate  in  relation  to  each  other;  but  at  this  time 
plant  and  machinery  does  form  a compara-tively  small 
volume  of  .the  total  done  on  hire  purchase. 

5520.  Lord  Harcourt  : We  have  got  very  used  in  our 

own  minds  to  certain  things  bring  particularly  susceptible 
to  hire  purchase  contracts.  Have  you  seen  recently  a 
marked  tendency  for  hire  purchase  agreements  to  be 
taken  out  on  new  ranges  of  goods?  Are  you  providing 
facilities  for  a wider  range  of  goods  ffian  you  have  done 
traditionally? .1  would  have  thought  not,  because  of 
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the  limitation  of  the  resources  at  our  disposal.^  Generally 
yaking  the  ^ance  companies  are  not  having  to  seek 
new  fields  in  order  to  use  their  funds.  H,  for  instance, 
some  retailer  of  some  type  of  article  which  he  thinks  is 
appropriate  to  instalment  selling  comes  along  now,  he 
probaWy  has  some  difficulty  in  finding  a finance  company 
who  will  finance  him  in  that  new  field ; whereas  if  there 
were  more  money  available  that  probably  would  be 
mcouraged. 

5521.  Sir  John  Woods:  Do  you  do  “durables”  like 

travel  abroad? tbink  that  undoubtedly  will  come,  not 

as  a means  of  trying  to  finance  intangibles,  but  because  if 
a man  with  a family  wants  to  go  on  holiday  it  is  a very 
expensive  business,  and  be  has  to  find  a way  he  can 
provide  for  that  out  of  income. 

552Z  Even  if  be  has  to  pay  for  one  holiday  over  five 

years? 1 i-binlr  he  would  do  so  each  month,  for  the 

rest  of  his  life  even. 


5523.  Professor  Sayers:  When  you  were  comparing 
America  wilh  ourselves  just  now  you  spoke  of  the  com- 
mitment of  the  American  as  something  that  might  be 
imrivalled  here  in  the  future.  Were  you  thinking  of  the 
average  proportion  of  a man’s  income  that  he  will  commit 

in  this  way? ^Yes.  I think  the  Americans  are  prepared 

to  use  borrowed  money  to  a much  wider  extent  than  would 
be  acceptable  over  here.  There  is,  for  instance,  a good 
deal  of  what  they  call  small  loan  business,  where  you 
take  a small  loan  to  pay  the  doctor’s  bill  or  to  pay  the 
child’s  school  bill,  or  something  of  that  kind. 

5524.  Lord  Harcourt:  It  is  largely  a questicm  of  habdt 

You  can  get  used  to  the  personal  loan  quite  easily? 

I certainly  think  holidays  will  come  as  a matter  of  habit. 

Chairman : 1 think  that  has  brought  us  to  the  end  of 
the  questions.  We  are  very  mtich  obliged  to  you. 


{Adjourned  until  Tuesday,  4th  March,  1958,  at  11.00  a.m) 
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Present: 

The  Rt.  Hon.  the  Lord  Radcliffb,  G.B.E.,  {Chairmart} 

Professor  A.  K.  Cairncross,  C.M.G.  George  Woodcock,  Esq.,  C.B.E.  (Questions  5525  to 

The  Rt.  Hon.  Sir  Oliver  Franks,  G.C.M.G.,  K.C.B.,  ^621  only) 

Sir  John  Woods,  G.C.B.,  M.V.O. 

The  Viscount  Harcourt,  K.C.M.G.,  O.B.E.  Mr.  R.  T.  Armstrono.  Secretary 

Professor  R.  S.  Sayers,  F.B.A.  Mr.  G.  Penrice,  Statistical  Adviser 

Sir  Reginald  Verdon  Smith 

The  following  witnesses,  representing  the  Federation  of  British  Industries,  called  examined: 

Sir  Norman  Kipping,  J.P.,  Director-General,  F.B.I. 

H.  T.  Weeks,  Esq.,  C.M.G.,  Chairman,  Economic  Policy  Committee,  F.B.I. 

Deputy  Chairman,  TTie  Trussed  Concrete  Steel  Co.  Ltd. 

A.  A.  Shenfeld,  Esq.,  Economic  Aidviser,  F.B.I. 

5525.  Chairman:  Sir  Norman,  as  you  know,  one  of 
the  members  of  the  Committee  is  a member  of  the  Council 
of  the  Federation  of  British  Industries  ; I should  put  it  on 
record  that  he  has  taken  no  part  in  the  preparation  of  your 
memormidum. 

We  are  very  grateful  not  only  for  your  memorandum* 
but  for  the  work  you  have  done  in  our  interest  in  your 
questionnaire.  Could  Mr.  Weeks  tell  us  what  the  build-up 
of  the  memorandum  itself  is ; in  other  words,  how  far 
it  represents  your  own  interpretation  of  the  answers 
extracted  by  the  questionnaire  and  how  far  it  depends  on 

experience  which  you  have  gathered  elsewhere? Mr. 

Weeks:  I ought  to  make  the  obvious  points  on  ^e 
imperfections  of  this  sort  of  inquiry.  It  was  broadcast  to 
the  whole  of  the  membership  of  the  F.B.I. ; we  got  a 
return  of  about  a third.  We  are  not  in  a position  to  say 
whether  that  ithiid  is  really  representative  of  the  whole 
membership,  or  how  far  the  whole  membership  is  repre- 
sentative of  industry.  And  there  is  always  the  risk  of 
bias;  that  people  filled  in  the  questionnaire  because  they 
were  affected  by  the  questions.  If  they  were  not  affected, 
they  would  then  possibly  tend  not  to  reply.  We  are  not 
in  a position  to  say  therrfore  die  extent  to  which  the  1,500 
or  so  firms  are  representative. 

We  have  endeavoured  in  the  fir^  part  of  our  paper  to 
comimejit  on  the  answers  received ; the  second  part  was 
written-  with  these  replies  in  front  of  us,  but  has  been  dis- 
cussed both  with  the  Economic  Policy  Committee  and  the 
Grand  Council  and  therefore  brings  in  other  points  of 
view,  and  does  not  confine  itself,  in  the  type  of  comments 
made,  to  the  fairly  -factual  information  in  the 
questionnaire. 

5526.  You  have  referred  to  your  earlier  publicafimi, 
entitled  Britain’s  Economic  Problems  and  Policies.  To 
some  ectent,  I assume,  the  memoranduim  we  have  her©  is 
based  upon  that  booklet,  which  itself  is  probably  based 

upon  other  research? Based  upon  a similar  process  of 

internal  discussion  ; but  there  was  no  other  specific  inquiry 
which  was  put  out  as  a background  to  the  booklet.  As 
you  say,  1he  evidence  we  have  given  to  you  is  consistent 
with,  and  to  some  extent  a summary  of,  what  we  said 
rather  more  fully  in  -the  booklet. 

5527.  What  is  signified  by  “intemai  discussion”? 

Sir  Norman  Kipping:  It  might  be  simplest  if  we  refer 
to  this  booklet.  The  process  c£  preparation  of  that  was  a 
fairly  lengthy  one.  ^ the  first  place  a small  group  was 
set  up  of  economists  who  were  working  in  business,  which 
prepared  a first  draft.  That  was  then  discussed  by  the 
F.B.l.’s  Economic  Policy  Committee  at  two  or  three  meet- 
ings and  one  weekend  meeting.  In  other  words  the 
booklet  expressed,  as  far  as  it  is  possible  to  get,  the  con- 
sistent view  of  a number  of  people.  Then  it  was  again 
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discussed  at  Grand  Council  before  being  finally  issued. 
I might  add  -that  the  Economic  Policy  Committee  itself  is 
quite  a large  and  pretty  representative  group  of  about 
thirty-five  or  forty  members.  They  spent  a we^end  on  the 
draft  prepared  by  the  working  party ; it  got  a pretty 
thorough  preparation  brfore  it  was  put  to  the  governing 
body. 

5528.  What  range  of  industry  would  be  represented  by 

the  material  we  get  from  you?  Is  it  primarily  manufac- 
turing industry? ^AQ  manufacturing  and  only  manu- 

facturing. I should  say  there  are  very  few  industries 
excluded ; none  probably  of  any  significance. 

5529.  Professor  Ccdrncross:  When  you  say  at  the 
beginning  of  Appendix  1 to  your  document  that  the  ques- 
tionnaire was  sent  to  aU  manufacturing  members  of  the 
Federation,  do  you  mean,  it  was  sent  to  all  members  of  the 

Federation? ^There  is  a single  category  of  raem-bership 

which  consists  not  of  maniffacturers  but  of  sides  of  com- 
merce which  are  of  service  to  the  manufacturer.  There 
are  probably  a dozen  banks,  and  a few  insurance  com- 
panies, and  a few  other  people:  categories  which  associate 
themselves  with  the  Federation  .through  that  group,  but  do 
not  play  an  active  part  in  formation  of  its  policy. 

5530.  The  firms  who  replied  seem  to  be  roughly  equally 

divided  as  to  size  between  the  three  groups  you  have  used ; 
but  there  would  naturally  be  in  this  country  a much  larger 
number  of  firms  employing  less  than  200  people  than 
films  employing  over  700  people? ^Yes. 

5531.  So  your  sample  is  much  more  representative  of 
the  larger  firms  than  it  would  be  of  the  smaller  firms? 

Mr.  Weeks:  I am  not  quite  sure  about  that.  The 

number  should  not  be  proportionate  to  the  number  of 
firms  but  to  the  employment  of  firni.s  in  that  size.  Ideally 
we  should  have  one  reply  representing  20,000  employees, 
whether  employees  in  firms  employing  10,000  or  more,  or 
200  or  less. 

5532.  Have  you  made  a comparison  from  that  point 

of  view  to  see  how  representative  it  would  be? Mr. 

Shenfield:  No ; but  it  is  true  that  the  rate  of  return  was 
much  better  amongst  the  larger  firms  -than  the  smaller 
firms.  There  is  a correlation  between  the  rate  of  return 
and  the  size  of  the  firms.  The  groups  we  have  here  do 
not  match  the  sizes  of  the  firms  in  our  membership ; in 
other  words  the  rate  of  return  amongst  the  small  people 
was  very  -bad. — Sir  Norman  Kipping:  May  I remind  you 
of  the  distribution,  in  British  manufacturing  industry, 
of  employment  in  relation  to  .the  size?  There  are  about  10 
million  people  working  in  British  industry,  of  whom 
4 millio-n  work  either  for  themselves  or  in  firms  of  less 
than  a hundred  employees ; the  remaining  6 million  work 
in  15,000  establishments  which  employ  more  than  a 
hundred  people.  Of  these  15,000,  there  are  79  establish- 
ments employing  more  than  5,000  ; 407  employing  more 
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than  2,000,  1,130  employing  more  than  1,000,  and  2,8M 
employing  more  than  500.  Of  4he  407  emplo^g 
than  2.000,  242  are  in  engineemg  and  ve^clM,  hi  n 
metal  manufacture,  25  in  food,  drink  tobacco  M m 
chemicals,  15  in  textUes  and  2 in  clothing.  These 
were  correct  for  1955,  and  there  is  no  reason  to  think 
there  has  been  much  change.  The  employmg  power  of 
the  big  firms  is,  of  course,  higher,  and  if  you  were  to 
seek  one  reply  for  every  20.000  employees  you  would 
have  to  have  a greater  percentage  of  rephes  fay  bigger 
firms  than  by  the  smaller  ones.— Afr.  Weeks:  As  Mr. 
Shenfield  has  said,  the  relative  response  was  greater  from 
the  larger  firms  ; but  there  is  the  further  problem  that  our 
membership  is  more  representative  of  large  firms,  too. 
—Sir  Norman  Kipping:  Percentagewise  it  is.  The  mem- 
bership reflected  in  the  Grand  Council  voting  is  that  out 
of  just  under  8,000  firms  about  a half  employ  less  than 
200  peoi^e;  but  that  is  a very  much  smaller  percentage, 
prop>ortionate  to  the  total  number  of  firms,  than  all  the 
big  firms,  whose  representation  is  over  90  per  cent,  in 
membership.  But  the  significance  of  that  numerically 
large  number  of  small  &ms,  in  relation  to  employing 
power  in  British  industry,  is  not  nearly  as  great  as  the 
figure  of  15,000  I have  given  as  the  total  number  of  firms 
employing  more  than  a hundred  people.  It  is  sheer  non- 
sense in  my  opinion  to  trot  out  the  figure  that  there  are 
70,000  firms  in  British  industry.  It  may  be  true ; but 
enormous  numbers  of  them  are  one-man  decorators, 
tailors  or  garages.  I think  it  is  much  more  significant  to 
note  that  there  are  15,000  firms  employing  more  than  a 
hundred  people.  Those  below  that  figure  are  nearly  all 
sub-contractors  and  repairers  and  v^y  small  shops  con- 
cerned only  with  the  dcsnestic  trade  and  community  trade 
very  often. 


5533.  Were  most  of  the  firms  to  whom  you  wrote  public 

companies? Mr.  Shenfield:  I imagine  the  majority 

would  have  been ; but  Aere  may  have  been  a pretty 
large  minority  of  private  companies.  We  have  never 
analysed  the  membership  to  see  what  proportion  of  it 
consists  <rf  private  companies. — Sir  Norman  Kipping:  It 
would  be  sheer  coincidence,  but  I should  have  thought  that 
a cross-section  of  our  membership  was  typical  of  the 
structure  of  British  industry  as  a whole. 


5534.  Looking  at  your  tables,  it  may  make  a difference 
to  some  of  the  answers  whether  one  is  looking  at  pre- 
dominantly public  companies  or  private  companies,  since 
tshe_  public  companies  usually  have  readier  access  to 

capital? Mr.  Shenfield : I should  say  that  amongst  the 

people  who  made  returns  there  was  a majority  of  public 
companies ; that  do«  not  necessarily  mean  that  there  was 
a majority  of  public  companies  amongst  aU  the  people 
we  sent  the  questionnaire  to. 

5535.  Professor  Sayers:  All  this  makes  it  rather 
important  Jo  know  why  two-thirds  of  the  firms  threw  the 
qutetionnaire  into  the  wastepaper  basket.  Have  you  any 
indication  at  all?  there  any  reason  to  suppose  that 
these  questions  have  not  affected  these  people  in  a serious 
way,  or  was  it  impatience  with  the  questionnaires  circulated 

by  the  F.B.I  and  other  bodies? Mr.  Shenfield:  I am 

not  Slue  that  we  promoted  this  very  efBcienlly.  We  have 
done  another  exercise  recently  in  which  ie  rate  of  return 
was  very  much  better  than  in  this  case;  I think  we 
promoted  that  a little  better.— A/r.  Weeks:  It  looked  rather 
formidable  as  a piece  of  paper  and,  as  Mr.  Shenfield 
says.  It  was  probably  not  put  over  as  well  as  it  might 
have  been.  On  the  question  of  why  people  did  not 
reply,  we  have  no  evidence  at  all.— Afr.  Shenfield:  It 
was  midsummer,  and  a sizeable  number  of  people  wrote 
to  us  afterwards  and  said  .that  they  were  sorry  not  to 
have  replied,  but  they,  or  the  key  men  concerned,  bad 
been  on  holiday  at  the  'time. 


5536.  Mr.  Woodcock:  Was  this  rate  of  return  of  30 

per  cent,  below  your  average? Sir  Norman  Kipping: 

We  do  not  very  often  send  out  questionnaires.— Mr. 
Shenfield:  In  a more  recent  one  on  a different  topic 
we  sent  out  750  questionnaires  and  received  542  rephes 
before  the  deadline,  and  another  100  after  the  deadhne 


5537.  Th^  were  to  some  extent  big  people? h'. 

Shenfield . Yts.— Sir  Norman  Kipping:  I think,  too,  th 
the  sort  of  qu^ions  asked  would  be  a bit  ove^  the  he: 
<a  a large  number  of  the  small  companies. 

CafrnCTOw:  Does  the  information  y. 

'to  these  questio 

imgM  now  be  modified,  or  a different  view  taken  by  yo 


members? Mr.  Shenfield:  I think  not  with  this  earlier 

questionnaire.  I think  that,  if  we  had  asked  last  summer 
the  questions  that  we  asked  in  our  recent  questionnaire, 
we  should  have  got  different  answers  &om  those  we 
recently  got;  but,  of  course,  ±e  second  questionnaire 
asked  different  questions. — Sir  Norman  Kipping : It  might 
be  helpful  if  we  brought  something  up  which  is  not  in 
our  official  evidence  at  the  .moment.  For  entirely  different 
reasons  we  recently  launched  a survey  of  industrial  trends, 
which  invited  people  to  commeat  on  ffieir  ecperience  in 
the  past  six  months  on  matters  ranging  from  the  trend 
that  had  been  experienced  in  hours  of  work,  the  numbers 
employed,  new  orders,  profit  margins,  level  of  output, 
movements  of  stock  levels  on  deliveries  and  so  forth.  It 
was  accompanied  by  a bit  of  crystal  gazing  for  three 
months  forward,  and  some  questions  about  capital 
expenditure.  One  or  two  of  the  answers  from  the  rather 
selective  but  not  bad  sample  of  the  542  out  of  the  750 
invited  to  reply,  do  show  one  or  two  trends  which  bear 
upon  what  we  have  said  to  you.  We  should  be  happy 
to  submit  Shis  as  supplementary  evidence ; but  we  should 
feel  some  hesitancy  about  publication  of  the  forecasts  of 
future  price  movements  and  so  on,  which  could  be  very 
harmful  to  the  industries  if  published. 

5539.  Chairman ; I can  give  you  a reasonable  assurance 
that  it  would  not  .be  available  4o  the  public  for  another 

year  or  so.  Would  that  meet  that  difficulty? We  might 

even  then  not  be  entirely  happy  about  publishing  the 
crystal  gazing,  just  because  it  was  only  crystal  gazing  and 
has  not  validity. 

5540.  It  is  earier  for  us  if  we  do  not  ask  you  today 

about  anything  that  you  do  not  feel  quite  safe  in  saying 
for  publication.  If  it  is  only  the  forecasting  that  you  are 
unhappy  about,  I do  not  think  it  would  embarrass  us  not 
to  have  that. — ^ — Sir  Norman  Kipping:  I think  we  could 
take  a decision  right  away  to  put  this  in,  if  you  would 
like  it,  excising  only  the  section  that  refers  to  forecasting, 
— Mr.  Shenfield : I take  it  we  do  not  mind  putting  in  the 
expectations  of  capital  expenditure? — Sir  Norman 

Kipping:  No. — Chairman:  We  should  welcome  a sight 
of  the  document  on  that  basis.* 

5541.  Professor  Cairncross:  Does  the  information  you 

now  have  suggest  a reduction  in  capital  expenditure  that 
can  in  any  way  .be  traced  to  the  increased  cost  of  borrow- 
ing, or  is  it  impossible  to  isolate  the  factors? Mr. 

Weeks:  We  did  not  attempt  to  isolate  factors.  As  you 
will  see,  we  asked  for  replies  to  show  the  size  of  com- 
pany, and  the  main  activity  {within  five  different  groups) 
and  then  the  questions,  where  we  simply  asked  for  “up", 
" same  ”,  or  ‘‘  down  ” to  be  marked.  We  had  returns 
from  269  companies  in  metals,  engineering  and  vehicles, 
27  in  building  and  building  majterials,  86  in  textiles, 
clothing  and  footwear,  36  in  food,  drink  and  tobacco  and 
124  in  “ oQier  manufacturing  ”.  Of  the  542  replies,  146 
came  from  companies  employing  more  than  2,000 
employees,  107  from  those  employing  between  701  and 
2,000,  157  from  those  employing  between  200  and  700, 
and  132  from  those  employing  fewer  than  200.  The 
sampling  is  not  statistically  representative  ; but  we  do  not 
think  that  a more  precise  weighting  of  the  replies  would 
greatly  modify  the  total  analysis.  So  far  as  industrial  repre- 
sentation is  concerned,  “ building  and  building  materids" 
can  really  be  regarded  as  referring  to  building  mutpirial!! 
only  since  we  had  very  few  building  firms  in.  “ Food, 
drink  and  tobacco”  is  probably  somewhat  under-represented 
and  “ other  manufacturing  ” probably  somewhat  over- 
represented, in  .terms  of  employment  in  those  groups. 
“ Metals,  engineering  and  vehicles  ” and  “ textile,  clothing 
and  footwear  ” are  about  right.  On  capital  expenditure 
we  distinguish  between  expected  disbursements  in  1958 
compared  with  1957  and  expected  authorisations  for  new 
expenditure  in  1958  compared  with  1957,  simply  as  a 
factual  statement.  On  plant  and  machinery  there  is  a fair 
balance  between  ups  and  downs  for  disbursements,  hut 
buildings  show  a rather  larger  number  of  downs  than 
ups.  Those  trends  are  very  considerably  strengthened 
for  authorisations  as  oppose  to  actual  disbursements ; 
there  is  a very  large  number  of  downs  on  buildings  and 
nearly  as  many  on  plant  and  machinery. — Sir  Norman 
Kipping:  I should  like  to  draw  attention  to  .the  last 
section,  where  this  is  summed  up  in  graphic  form.  You 
will  see  that  the  pressures  are  obviously  being  fdt  oa 
prices  and  on  profits ; and  it  gives  a striking  picture  of 
the  decline  in  capital  auffiorisations  and  capital 
expenditure. 

• See  Memoranda  of  Evidence  Part  VII  No.  8A,  Appendix  3. 
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5542.  Is  this  an  inquiry  you  propose  to  conduct  in  future 

at  regular  intervals,  or  is  it  once  for  all? Mr.  Weeks: 

We  have  not  committed  oursd.ves,  but  if  the  results  are 
found  to  be  interesting  I think  we  shall  repeat  it,  not 
necessarily  at  regular  intervals. 

5543.  In  the  same  detail? ^No,  nor  with  the  Ramp. 

questions  necessarily ; but  on  the  same  technique,  because 
the  recipients  have  found  it  easy  to  reply,  and  to  r^ly 
quickly,  which  is  a great  ^vantage. 

5544.  In  issuing  this  and  the  earlier  questionnaires  to 
your  members  did  you  take  account  of  what  National 
Institute  of  Economic  and  Social  Research  is  doing  and 
seek  to  fill  out  the  information  they  get,  or  is  this  aU 
entirely  independent?^ — ^We  had  been  told  the  National 
Institute  might  be  doing  something  of  this  sort,  but  we 
were  told  that  in  fact  their  work  was  confined  mainly  to 
analyses  of  balance  sheets  and  so  forth.  The  purpose  of 
this  was  much  more  an  immediate  quick  picture  of  the 
current  atmosphere  than  anything  else. 

5545.  The  analysis  of  balaiwe  sheets  provides  results 
that  are  extremely  interesting  taken  in  conjunction  with 
your  questionnaire.  For  instance,  the  degree  to  which 
companies  run  an  overdraft  is  one  of  the  matters  on  which 
you  comment  here ; and  you  point  out  that  industry  has 
been  very  liquid  over  the  past  few  years.  This  would  also 
appear  from  a balance  sheet  analysis  ; but  there  is,  as  far 
as  1 can  judge,  some  inconsistency  between  the  replies  you 
have  received  and  the  evidence  of  the  balance  sheets, 
which  seems  to  point  towards  a much  larger  proportion 
of  companies  having  no  overdraft.  Your  figures  suggest 
that  about  86  firms  out  of  the  1,595  had  no  overdraft 
during  the  period  1950  to  1956 ; the  National  Institute 

analysis  suggests  a very  much  higher  proportion? Mr. 

Shenfield:  It  might  very  well  be,  because  our  sample  is 
not  representative.  Only  one-third  of  those  invited 
replied ; and  it  was  biased  in  favour  of  size.  I think  that 
both  of  those  factors  would  tend  to  make  for  a smaller 
proportion  of  companies  not  having  an  overdraft ; but  it 
is  very  hard  to  say. — Mr.  Weeks:  I think  that  figure 
comes  from  paragraph  10  (i)  of  our  appendix.  We  did  not 

a qu^tion  about  that,  of  course ; this  was  merely  the 
numiber  of  people  who  chose  to  add  this  infonnation. 

5546.  Professor  Sayers:  If  one  thinks  of  the  boom  as 
running  at  any  rate  from  1955  to  1957,  one  would  expect 
a large  numiter  of  long  scale  capital  plans  to  be  made 
during  ithe  years  1956  and  1957,  plans  Qiat  would  involve 
expansions  and  replacements  and  so  on  over  a considerable 
period,  and  .that,  without  any  decline  in  the  intention  to 
add  to  capital,  the  level  of  authorisations  would  dec-line 
pretty  steeply  after  that.  Is  the  big  deoUne  in  " authorisa- 
tions expect^  ” shown  here  to  be  accounted  for  at  all  in 
that  way,  or  is  there  a genuine  expectation  that  plans  to 

be  implemented  fairly  soon  are  going  to  come  down? 

Mr.  Weeks : I should  have  thought  that  in  part,  certainly, 
without  anything  happening  one  would  expect  to  find  a 
decline ; but  this  is  comparing  1958  and  1957,  and  I should 
have  thought  the  authorisation  boom,  so  to  speak,  was 
in  1955,  and  that  already  in  1957  the  new  intentions  were 
falling  off.  But  there  are  no  figures  to  support  this. 

5547.  Chcdrman : How  far  do  your  replies  to  this  recent 
questionnaire  run  in  line  with  the  Board  of  Trade’s  recent 

publication  about  plans  for  industrial  expansion? Mr. 

Weeks : As  far  as  I remember,  the  Board  of  Trade  flares 
are  on  expected  expenditure  and  not  on  authorisations. 
—Mr.  Shenfield:  K we  are  to  place  very  ranch  credence 
in  these  figures,  ours  show  a raflier  gloomier  picture ; but 
of  course  they  are  not  expressed  quantitatively  in  the 
sense  of  amounts  of  money ; they  oifiy  give  the  number  of 
people  going  down  and  up,  and  that  can  have  very  many 
different  interpretations. — Sir  Norman  Kipping:  Neverthe- 
less, on  a pretty  big  sample  fairly  carefully  selected,  dis- 
bursements on  balance  are  not  expected  to  fall  this  year 
but  authorisations  are;  so  I think  that  to  some  extent 
supports  Professor  Sayers’s  thought  that  authorisations  still 
working  themselves  out  and  having  to  be  paid  for  in  both 
buildings  and  plant  were  made  at  rates  higher  than  new 
authorisations  expected.— Mr.  Weeks:  Obviously  expendi- 
ture on  buildings  could  be  expected  to  fall  off  brfore 
expenditure  on  plant,  because  buildings  are  for  the  most 
part  paid  for  l»fore  the  plant  comes  in.— Sir  Norman 
Kipping : There  are  some  surprises  in  the  r^rd  of  stock 
movements,  in  answer  to  question  7,  where  rises  during  the 
past  six  months  are  reported  rather  more  frequently  than  we 
should  have  guessed. 


5548.  Professor  Cairncross:  There  is  a disparity  between 

raw  materials  and  final  products? Sir  Norman  Kipping: 

Yes.— Mr.  Weeks:  I think  perhaps  that  we  might  have 
expected  that  six  months  ago,  by  last  August  (this  was 
sent  out  in  February)  to  find  stocli  of  raw  materials  going 
down,  but  one  must  remember  that  raw  materisds  have 
been  brought  forward,  and  I think  that  in  many  cases 
deliveries  have  come  forward  rather  more  rapidly  than 
expected. 

5549.  Professor  Sayers:  Has  the  rise  in  stocks  of  finished 

goods  resulted  from  inability  to  sell? Sir  Norman 

Kipping:  We  find  it  extremely  hard  to  be  sure  of  the 
explanation.  It  is  probably  a mixture  of  various  things. 
One  does  know  that  the  retailer  and  wholesaler  are  order- 
ing much  shorter  and  forcing  stock  holding  back  on  the 
manufacturer  and  producer  industries,  ‘\^^ether  that  is 
because  the  retailer  is  being  squeezed  for  credit,  or  because 
he  is  taking  a gloomy  view  of  the  market,  is  something 
one  can  only  guess  at  this  stage.  In  this  connection  you 
have  ask^  us  if  we  can  collect  infonnation  on  the  com- 
parison between  trade  credit  and  bank  credit.  That  will 
involve  us  in  anoffier  questionnaire  of  some  sort,  and  when 
we  get  answers  to  that  I think  we  might  be  able  to 
sort  out  the  explanation  for  this  greater  holding  of  stocks 
of  finished  goods.  It  is  rather  surprising,  though,  to  find 
that  in  the  metals,  engineering  and  vehicles  field  the  holding 
of  stocks  and  finiriied  goods  has  been  rising ; that  is  not  so 
characteristically  liable  to  suffer  from  the  retailers’  atti- 
tudes.— Mr.  Shenfield : It  suggests  that  it  is  getting  harder 
to  sell  even  in  the  intermediate  ranges  of  industry. — Mr. 
Weeks:  It  is  surprising  to  find  a comparative  con- 
sistency in  the  “ up  ” to  ‘‘  down  ” ratio  between  tectiles 
and  doting,  which  is  essentially  retail  distribution,  and 
metals,  engineering  and  vehicles. 

5550.  Professor  Cairncross:  You  have  already  collected 
some  ioformation  in  your  earlier  questionnaire,  where  you 
show  the  changes  over  the  past  three  years  in  the  pro- 
portion of  trade  debtors  to  itumover.  This  si^esits  tha-t 
there  has  been  an  expansion  in  trade  credit  over  the 
past  three  years,  though  it  is  not  clear  from  these  figures 
whether  it  has  gone  up  steadily  throughout  the  period  or 
rose  less  in  1957  than  in  previous  years.  T^s  appears 
to  be  true  of  firms  in  each  group.  Is  it  posrible  to  lo<A 
at  the  figures  and  say  whether  ^e  bagger  firms  were  net 

^vers  or  takers  of  credit? Mr.  Shenfield:  We  had  a 

numter  of  covering  letters  widi  the  answer  to  this  earlier 
questionnaire,  a goodly  manber  of  which  dealt  with  this 
point  on  the  lines : “ although  we  say  trade  credit  has 
lengthened,  we  do  not  say  it  has  lengthened  by  much.” 
I then  personally  interviewed  a few  people,  and  I found 
the  same  kind  of  view;  that  trade  credit  was  lengffieodng 
but  the  degree  of  lengthening  was  not  very  significant.  I 
cannot  say,  however,  that  that  was  a very  representative 
sample  in  edtber  case. 

5551.  Are  you  speaking  of  recent  events  or  nine  months 

ago? ^Nine  months  ago. 

5552.  Is  there  any  evidence  that  it  is  still  lengthening? 
We  do  not  know. 

5553.  It  may  be  useful  if  we  make  available  to  the 
F.B.I.  witnesses  the  data  with  which  the  Central  Statistical 
Office  has  provided  us  on  this,  indicating  from  balance 
sheets  what  has  been  happening  to  the  trade  debtor  and 
trade  creditor  items,  and  ask  for  their  comments  on  the 
figures,  We  are  chiefly  anxious  to  establish  whether  there 
has  been  in  the  past  few  years  a tendency  for  trade  credit 
to  expand  when  bank  credit  has  been  limited,  whether 
we  can  expect  that  the  two  will  in  future  move  together. 
We  should  like  to  know  whether  you  have  formed  any 
judgment  as  to  whether  the  normal  pattern  is  one  in  which 
trade  credit  and  bank  credit  expand  simultaneously,  or 
whether  a new  pattern  has  been  introduced  in  the  past 
five  or  six  years? — Professor  Sayers:  And  whether  the 
pattern  differs  after  Sepiteaniber  1957  from  immediately 

before  September  1957? Mr.  Shenfield:  It  would  be 

impossible  for  us  to  pronounce  upon  that  at  this  stage, 
but  it  is  a matter  we  could  cCTtainly  look  into. 

5554.  Professor  Cairncross:  Another  point  put  to  us 
is  that  there  is  a pronounced  tendency  for  .the  burden  of 
carrying  stocks  to  be  pushed  back  towards  the  manufac- 
turer from  the  retailing  end.  Sir  Norman  was  commenting 
on  this  earlier.  Have  you  any  indications  of  a movement 

of  that  kind? Sir  Norman  Kipping:  I cannot  answer 

that  statistically,  but  in-  many  dozens  of  contacts  with 
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maniifacturers  I hear  that  so  often  as  to  be  sure  it  is 
real. 

5555.  Professor  Sayers:  Is  it  because  retailers  are  not 

able  to  get  credit  as  easily  as  they  were? Sir  Norman 

Kipping:  I cannot  give  the  reasons.  It  may  be  a mixture 
of  what  outlays  the  retailer  has  had,  probably  coupled 
with  credit  restrictions,  which  have  resulted  in  his  forcing 
back  stock  holding  to  the  manufacturer ; but  it  is  quite 
marked. — Mr.  Weeks:  The  same  point  is  made  in  a few 
csovering  letters  to  this  last  questionnaire,  that  the  retailers 
and  wholesalers  were  holding  off  somewhat ; but  it  is 
very  difficult  for  a manufacturer  to  say  whether  that  is 
because  the  retailer  is  not  selling  or  whether  he  ts 
deliberately  reducing  stocks. — Sir  Norman  Kipping:  This 
is  the  worst  month  of  the  year  in  which  to  judge  this 
point,  both  because  it  is  always  a sticky  month  just  after 
the  Christmas  bwm,  and  also  because  of  the  quite  large 
proportion  of  products  affected  by  purchase  tax  and  the 
antidpatioE  of  possible  Budget  changes. 

5556.  Mr.  Woodcock:  Would  you  not  have  expected 
that  since  the  war,  at  least  till  comparatively  recently, 
retailers  would  have  held  more  than  their  normal  pre-war 

stocks,  with  shortages  and  possibilities  of  price  rises? 

Mr.  Shenfield:  That  would  be  countered  to  a considerable 
extent  in  the  consumer  field  by  purchase  tax  regulations ; 
that  is  quite  important. — Mr.  Weeks:  I should  have 
thought  that  that  influence  disappeared  two  or  three  years 
ago. 

5557.  Professor  Cairncross:  Would  it  be  possible  for  you 
to  analyse  the  answers  to  questions  already  put  on  trade 
credit,  so  as  to  show  whether  there  is  any  tendency  for 
particular  industries  or  for  the  large  companies  to  be 

showing  an  increase? Mr.  Weeks:  There  is  a bit  of  a 

clue  here  on  itbe  large  and  small  company  question, 
although  we  are  showing  as  larger  companies  here  those 
with  over  700  employees : the  “ up  ” and  “ down  ” ratio 
does  not  seem  to  be  very  much  different. — Sir  Norman 
Kipping : If  the  Committee  would  care  to  suggest  the  exact 
type  <«  question  it  would  like  answered,  we  should  be 
pleased  to  see  if  we  could  incorporate  that  in  a 
questionnaire. 

5558.  Chairman:  I think  we  could  evolve  some  ques- 
tions, and  send  them  to  you  later.  May  we  now  run 
through  the  appendix  to  your  memorandum  and  see  what 
questions  arise  on  it?  In  paragraph  4 you  are  dealing  with 
sources  of  funds  ; you  say  there  are  marked  differences  in 
the  extent  of  recourse  to  share  issues.  Are  we  to  concen- 
trate on  the  words  “ share  issues  ” there,  or  does  that  mean 

raising  capital  in  the  market  generally? Mr.  Shenfield: 

The  share  issue  is  what  was  asked. — Mr.  Weeks:  That 
was  simply  a comment  on  the  replies  to  that  question. 

5559.  Professor  Cairncross:  The  word  “share”  here 

includes  debentures? Mr.  Weeks:  No;  equity  shares. 

— Mr.  Shenfield:  Again  these  figures  only  indicate  fre- 
quencies, not  amounts. 

5560.  Lord  Harcourt:  In  the  last  two  sentences  on  para- 
graph 4 you  talk  about  the  smaller  companies  and  then 
you  say:  “ It  is  likely  that  in  some  cases  this  may  be 
the  result  of  lack  of  knowledge  of  the  machinery  available 
for  raising  fimds”.  Do  you  find  there  is  sdU  a great 
ignorance  among  smaller  people  as  to  how  they  may  raise 
capital?— — ^There  is  some  ignorance ; I do  not  know 
whether  you  could  call  it  great.  A lot  would  not  come 
to  our  knowledge,  because  the  person  concerned  would 
probably  go  to  his  banker  and  the  banker  would  tell  him. 
But  we  are  not  without  evidence  of  small  firms  who  have 
somehow  not  got  that  information. 

5561.  "Who  are  still  in  difficulties? Mr.  Shenfield: 

Yes,  certainly  in  recent  months. — Sir  Norman  Kipping: 
And  that  applies  to  medium  term  credit  as  well. 

5562.  Professor  Sayers:  Is  it  because  they  have  been 

unable  to  raise  money  in  their  accustomed  ways? ^To 

some  extent. 

5563.  And  their  ignorance  is  not  on  how  to  raise  money 
in  general  but  how  to  raise  money  in  ways  different  from 

the  channels  to  which  they  have  been  used? ^Yes ; or, 

in  the  present  circumstances  of  stringency,  without  giving 
up  control.  That  is  a very  important  matter  in  the  case 
of  a small  man. 

5564.  Professor  Cairncross : Were  you  surprised  by  the 
results  obtained  from  ithe  questionnaire  showing  the  in- 


fluence of  the  cost  of  borrowing  on  the  willingness  to 
borrow? Mr.  Weeks:  I do  not  think  so. 

5565.  You  would  have  expected  figures  of  this  kind? 
Mr.  Shenfield:  Something  like  -that,  yes. 

5566.  Sir  John  Woods:  In  paragraph  13  you  indicate 
that  quite  a considerable  proportion  of  firms  are  affected 
by  interest  rates ; but  you  say  'that  only  179  out  of  a 
total  of  1,595  were  affected  by  the  rises  in  early  1955,  as 

though  you  thought  that  was  small? ^The  difference  is 

between  interest  rates  as  a major  factor  and  interest  rates 
as  a factor.  A large  number  of  people  treat  interest  rales 
as  a factor,  but  on  those  two  historical  occasions  very  few 
regarded  die  changes  as  a major  factor. 

5567.  Professor  Sayers:  But  -the  179  refers  to  the  major 

factor? ^Yes ; that  is  a very  small  in-o-poriion  of  the 

1,595.  It  is  about  12  per  cent. 

5568.  When  you  say  this  is  the  kind  of  figure  that  you 
would  have  expected,  do  you  mean  .that  it  is  what  you 
would  expect,  given  the  talk  you  had  heard  from  business 
men  during  period,  or  do  you  mean  that  it  is  much 
what  you  would  have  expected  in  rdation  to  what  you 

believe  would  have  happened  in  previous  periods? ^It 

was  partly  the  r«ult  of  what  one  heard  orally  from  people 
concerned,  and  partly  from  known  matters  such  as  the 
blunting  influences  on  the  effect  of  a rke  in  interest  rates, 
some  of  which  we  set  out  in  our  evidence ; adding  all 
those  together,  I think  one  would  not  have  been  surprised 
-that  the  rise  of  ij  per  cent,  did  not  affect  the  great 
majority  of  business  decisions. 

5569.  Do  you  not  find  .this  figure  of  179  out  of  1,595 
astonishingly  high?  This  is  the  most  surprising  thing  to 
me  in  'the  whole  of  the  papers  you  have  put  before  us. 

Mr.  Weeks:  It  is  very  ffifficult  to  throw  one’s 

mind  back  to  what  one  expected.  Certainly  at  the  time 
we  saw  this  there  was  no  great  surprise.  It  is,  of  course, 
difficult  to  know  how  people  are  going  to  interpret 
“ major  factor  ” ; I think  one  has  to  assume  that  they 
read  .the  following  questions  as  well ; “ did  it  cause  you 
to  modify  market  expectations?  to  defer  or  reduce  an  in- 
vestment project?  to  modify  your  views  about  stocks?” 
If  they  did  any  of  those  things,  even  if  'they  decided  not 
to  raise  stocks  quite  as  much  as  they  had  previously, 
then  it  may  be  suggested  that  that  was  regarded  as  a major 
factor. 

5570.  Professor  Sayers : And,  therefore,  they  would  be 
■in  the  179? — Chairman:  We  can  regard  the  people 
shown  under  (ii),  (i),  (c),  (d)  and  (e),  in  3ie  section  about 
interest  rates  as  -those  who  because  of  the  rise  of  H per 
cent  in  Bank  Rate  in  early  1955  took  an  adverse  decision 

with  regard  to  investment,  either  fixed  or  in  stocks? 

Yes ; but  to  what  extent  we  are  not  able  to  say.  We 
were  trying  to  get  at  the  extent  to  which  it  was  a general 
red  light,  and  something  which  affected  a particular 
decision,  which  might  therefore  be  said  .to  follow  from 
the  change  in  the  rate  of  interest. 

5571.  Professor  Cairncross:  But  you  also  found  that 
more  people  reduced  their  investment  because  of  the 
rise  .in  cost  than  because  of  any  danger  signal  that  they 

attributed  to  the  rise  in  rates? Mr.  Shenfield:  It  is 

difficult  to  interpret  because  some  of  these  are  dupli- 
cations : some  firms  might  appear  in  (fc)  and  (c)  and 
also  perhaps  in  (d).  And  .then  ffie  difficult  question  arises 
for  the  person  m^ing  the  return  to  decide  which  was  the 
major  factor  in  his  own  mind.  Still,  the  figures,  as  far 
as  .they  go,  show  what  you  are  suggesting. 

5572.  But  the  material  question  is  the  one  the  Chairman 
was  formulating;  how  many  of  the  179  firms  ffid  in 

fact  reduce  their  investment,  either  fixed  or  in  stocks? 

Mr.  Weeks : Yes.  It  is  a question  of  reducing  investment 
which  before  tha<t  they  WKe  on  .the  point  of  deciding  to 
undertake. 

5573.  How  many  firms  are  under  either  (6),  (c),  (d) 

or  (e)  without  duplication? Mr.  Weeks:  We  cannot 

tell  you  without  running  the  cards  through. — Chairman : 
Could  you  do  that  for  us.  It  may  only  be  a very  small 
duplication  involved,  but  it  might  turn  out  to  be  quite 

substantial Mr.  Weeks:  Yes.*— -Sir  Norman  Kipping: 

The  impression  reaching  me  at  that  rime  was  that  the 
factors  listed  in  paragraph  18  of  the  main  paper  were 
of  the  greatest  importance  ; it  was  hard  to  know  whether 
the  interest  rate  had  been  an  isolated  factor  in  the 


• See  Memoranda  of  Evidence  Part  VII  No.  8A,  Appendix  2 
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decisions  that  were  reached,  or  the  possibly  changing  atti- 
tude towards  the  expectation  that  inflation  would  continue. 
As  this  paragraph  points  out,  ii  people  were  expecting  a 
5 per  cent,  a year  inflation^  then  the  relation  of  that  to  .the 
cost  of  bonowing  becomes  an  extremely  important  con- 
sideration. 

5574.  Professor  Sayers:  This  was  in  January  and 
February,  1955.  If  in  fact  the  expectation  of  inflation  was 
strengthening  at  that  time,  it  makes  this  figure  of  179  all 

the  more  surprising? Sir  Norman  Kipping:  Yes,  it 

does. — Mr.  Shenfield : But  it  might  have  been  something 
of  this  kind : that  the  gMieral  atmosphere  in  which  that 
change  was  made  might  have  been  effective  for  a very 
short  time,  that  is  to  say,  a persra  having  to  take  a 
decision  might  have  been  impressed  by  what  was  said  in 
public  for  a few  weeks  and  his  decision  might  then  have 
been  affected ; and  then,  very  shortly  after,  he  might 
have  decided  that  the  Government’s  measures  were  not 
going  to  ibe  as  successful  as  they  thought.  The  whole 
influence  .might  be  very  transitory. 

5575.  He  is  being  a^ed  this  question  fiwo  years  later ; 
would  that  not  tend  to  discount  any  transient  influence? 
^Yes. 

5576.  Professor  Cmrncross : I took  this  question  in  con- 
junction with  another  one  that  surprised  me ; the  answers 
to  the  questions  in  the  questionnaire  on  .the  influence  of 
taxation  appear  to  show  that  higher  taxation  since  the 
war  has  not  caused  the  majority  of  firms  to  want  a higher 
rate  of  return  on  investment.  This  would  seem  to  suggest 
■that  they  were  not  very  interest  conscious.  Do  you  find 

that  a surprising  answer? Mr.  Weeks:  One  might  have 

expected  to  find  a higher  proportion  of  them  saying: 
“ Yes  ” th^  we  got. 

5577.  Would  you  think  that  firms,  if  asked  to  say  what 
they  regarded  as  a reasonable  gross  rate  of  return  before 
the  war,  wotfld  have  given  rather  similar  rates,  and  shown 

an  avwage  rate  of  return  of  15  to  20  per  cent.? Sir 

Norman  Kipping : It  as  frightfully  hard  to  generalise.  If 
you  asked  a typical  cotton  manufacturer  whether  higher 
taxatirai  since  the  war  had  caused  him  to  require  a 
hi^er  gross  rate  of  return,  he  would  say  sourly  that  it 
was  no  good  hoping  for  a higher  return ; it  could  not  be 
had  anyhow.  In  other  w^ords,  market  considerations  would 
come  in  here,  and  it  would  perhaps  only  be  those  who 
could  exercise  some  choice  in  the  matter  who  would  reply 
to  .the  question  at  all. — Mr.  Shenfield : It  is  very  hard  .to 
judge  the  reliability  of  the  answers  to  that  question,  where 
we  are  asking  people  .to  cast  their  minds  back  twenty 
years  or  so. 

5578.  You  do  not  think  .they  were  thinking  in  terms 
of  the  rate  of  return  on  turnover  rather  than  on  capital? 

iNo.  I .think  the  next  question  would  have  cleared 

their  nundsof  any  doubt  about  .that. 

5579.  .Is  it  dear  from  the  analyses  you  have  done 
whether  Ihe  firms  that  did  show  some  response  to  the 
TKe  in  the  BaiiV  Rate  were  firms  that  normally  expected 
a low  return  on  new  investment  or  firms  that  normally 

expected  a 'high  return? Mr.  Shenfield:  No.  These  are 

cross-analyses  which  we  did  not  do.  We  did  not  think 
the  questionnaire  was  worth  it  at  that  stage. — Mr.  Weeks: 
It  could  be  done,  of  course. — Professor  Sayers : It  would 
be  of  great  use  to  us  if  we  could  have  a very  considerable 
analysfe  of  these  179  Aims  who  regarded  the  rise  in  Bank 
Rate  early  in  1955  as  a major  factor  ; showing  what  kind 
of  firms  iey  were,  and  in  what  brandi  of  industry ; and 
if  that  could  be  related  to  the  answers  those  firms  gave 
to  the  questions  on  the  influence  of  taxation  that  would 
be  very  helpful.* 

5580.  Professor  Cairncross:  From  the  replies  to  the 

later  questions  which  you  put  about  .the  fall  in  Bank 
Rate  in  February,  1957,  it  seems  that  that  did  not  have 
any  great  effect  on  expectations  or  on  investment  deci- 
sions?  ^Yes. 

5581.  Professor  Sayers:  Have  you  any  impressions  at  all 
as  to  what  happened  as  a result  of  September,  19577 

You  have  no  questionnaire  covering  this? Mr.  Weeks: 

No,  we  'bad  no  questionnake  to  deal  witii  that.  My  impres- 
sion would  be,  first  of  all,  that  some  of  the  decisions  to 
postpone  investment  had  been  taken  before  that.  I do  not 
iihinlf  that  the  .feeling  was  that  there  was  a weakening 
of  the  market,  so  to  speak,  for  investment  before  Septem- 
ber. The  immediate  effect  was  not,  I think,  a sudden 

• See  Memoranda  of  Evidence  Part  VII  No.  8A,  Appendix  2. 
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decision  to  postpone  something  which  was  just  about 
.to  be  decided  upcm. ; things  went  through  for  a time.  In 
a sense  the  effects  have  catha  more  recentiy  begun  to 
accelerate.  That  is  based  on  my  impression  of  what 
is  happening  in  the  building  industry ; the  first  reaction 
was  not  a sudden  postponement  of  orders  about  to  be 
placed,  as  one  might  expect,  but  a later  reaction  has  been 
mat  furthCT  schemes  have  not  come  forward.  Looking 
back,  it  is  difficult  to  tell  how  far  it  was  simply  the 
7 per  cent,  alone,  or  how  far  at  was  a sort  of  general 
atmosphere  for  a time ; how  far  it  was  technical,  so  to 
speak,  and  how  far  psychological.  But  my  impression 
is  that  the  effect  on  investment  in  particular  was  very 
much  greater  than  the  previous  per  cent,  rise  in  January 
and  February,  1955. — Sir  Norman  Kipping:  I should  like 
to  add  one  or  two  impressions  to  that.  I think  people 
made  up  their  minds  ffiat  the  September  measures  were 
likely  to  work,  that  they  were  determined  enou^ ; so 
they  began  to  forecast  the  ending,  or  the  rapid  slowing 
down,  of  inflation.  Then  I think  ffiat  in  several  important 
commodities  world  production  began  for  the  first  time 
for  many  years  to  overtake  the  demand,  and  they  ceased 
to  become  scarce.  Of  course,  it  is  well  known  that,  with 
commodities  like  steel,  in  times  of  scarcity  people  commit 
themselves  for  a long  time  ahead  to  ensure  a supply.  We 
can  see  in  this  later  questionnaire  that  they  were  still 
having  to  take  delivery  of  mat«ials  at  the  rates  they  had 
committed  themselves  for ; but  these  old  commitments  are 
running  out,  and  new  orders  placed  with  steel  mills  and 
in  other  commodity  markets  are  falling,  enabling  people 
for  reasons  quite  apart  from  the  7 per  cent.  Bank  Rate 
to  reduce  their  stock  commitments.  This  de-stocking, 
what  the  Americans  call  an  “inventory  shake-out”,  is 
very  characteristic  of  what  seems  to  be  going  on  at  the 
moment.  These  factors,  in  other  words  market  trends 
generally,  may  have  had  far  more  to  do  with  it,  I would 
have  thought,  than  the  technical  effects  of  interest  , rates, 
although  there  is  a complex  interaction  between  the  two. 
Psy<h.ologically,  with  what  seems  now  to  be  happening,  I 
beheve  that  ffie  most  important  factor  of  all  is  what 
opinions  are  about  the  future  of  inflation : if  people  really 
feel  that  this  is  at  an  end  then  the  interest  rate  becomes 
a very  much  more  important  element  in  decisions  than 
if  there  is  a forecast  of  continued  inflation. 

5582.  What  was  tiieir  view  on  the  future  of  inflation  in 

the  period  January/February,  1955? ^That  it  would 

continue,  I would  say.  I think  that  in.  January  and 
February,  1958,  there  is  a much  more  hopeful  view  that 
it  will  be  mastered.  Of  course,  everybody  is  watching 
what  happens  on  the  wage  front  which  might  send  it  off 
again,  but  there  is  a more  hopeful  view  of  it 

5583.  Are  you  not  again  underlining  the  surprising  size 

of  this  figure  of  179? 1 do  not  think  we  have  seen 

it  that  way,  but  it  is  a very  interesting  point. 

5584.  Sir  John  Woods:  Would  .the  7 per  cent.  Bank 
Rate  itself  make  a good  many  people  think  there  was 

going  to  be  a rapid  slowing  down  in  inflation? ^It 

would,  of  course,  play  its  part,  very  largely  isy<^ological, 
in  their  estimate  of  the  future  of  inflation. 

5585.  From_  that  point  of  view  it  is  one  of  your  major 

factors? Sir  Norman  Kipping:  I think  that  must  be 

admitted. — Mr.  Weeks:  It  would  be  very  difficult  to  say 
what  would  be  the  effect  if  in  1955,  instead  of  going 
up  by  two  jumps,  from  4 to  5|  per  cent.,  Bank  Rate  had 
gone  in  one  jump  from  4 to  6 per  cant.  I think  that  that 
one  jump  might  possibly  have  been  more  of  a shock, 
and  caused  people  to  think  again,  than  the  two  successive 
increases.  Again,  7 per  cent,  is  a high  figure ; it  is  an 
alarming  figure  and  the  point  at  which  a man  begins 
seriously  to  ithink  about  ^ cost  of  borrowing,  and  the 
cost  of  over-stocking. 

5586.  Chairman:  Would  it  follow  from  what  you  have 
said  that  before  1957  there  have  never  been  conditions 
ruling  or  expectations  present  which  would  enable  interest 

rates  to  have  an  effect? Not  interest  rates  as  ffiey  were, 

I would  have  thought. 

5587.  Sir  John  Woods:  There  are  two  factors,  as  Mr. 
We^s  said:  it  may  be  the  substantial  jump,  as  St  might 
be  .from  4 to  6 per  cent.,  or  it  may  be  a jump  to  an 
absolutely  high  level,  If  in  January/February,  1955,  the 
Bank  Rate  had  gone  from  4 .to  6 per  cent,  in  one  go, 
would  that  have  had  a materially  greater  effect  than  what 
in  fact  'happened?  If  there  were  179  firms  who  did  take 
notice  of  what  actually  happened,  is  .it  possible  that  a 
dramatic  jump  would  have  had  a proportionately  greater 
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When  a company  looks  at  a project  there  are  so  many 


effect?  Have  you  any  view  ^nsiderabie  laciors  iiuiueuvjAi©  uu<-  -k-a.  aa.  .aicaawu<u  a-viua- 

The  absolute  size  of  the  jump  ^ ^ bilities,  market  prospects,  cost,  and  hundreds  of  factors 

importance,  partici^arly  as  we  a e taltog  f ^eigh.  j should  like  my  comment  to  be  taken 

rates  of  interest  and  what  after  ail  we  are  .®  r,TEV.an  t.tv»  H^.ieton  tr*  miwp:  an/?  f:-.:-- 

of  is  net  after  tax.— 5iV  Norman  Kipping-  I ttuiu 
people  thought  of  the  Bank  Rate  as  baying 

fha  fiiotit  frrvm  .^terlins  than  the  curbing  of  inve 


Rt"home:-Mr.  W,^h:  It  is  diffijtdt  to  ^ 
February,  1955,  was  not  long  after  the  cessation  cl  tald- 
ing  controls,  and  there  was  cieariy,  as  ^n  as  the 
control  ceased,  a very  large  pent-up  desare  to  have  &esh 
building  investment.  That  certainly  came  out.  and  it 
might  have  gone  forward  even  against  a 2 per  cent,  suanm 
risT'because  1955  was  a fairly  ‘boom  year  for  industraal 
development. 


as  meaning  that  when  the  decision  to  move  and  the  tkiiiig 
of  the  move  were  in  any  doubt  boards  tended  to  go  ahead 
on  the  inflationary  argument,  rather  than  defer  the  matter 
for  MX  months  for  another  thought. 


5595.  Yes,  hut  what  is  the  inflationary  argument?  Is 
it  j'USt  that  the  cost  to  them  the  new  investment  will 
rise?  Is  there  not  the  other  side  too,  that  it  is  going  in 

money  terms  to  be  worthwhile? Mr.  Shenfield : That 

must  be  assumed.  If  it  was  not  so,  they  would  not  make 
the  investment  at  ah. 


5588.  Professor  Sayers:  You  have  spoken  of  &e  dif- 
ference between  going  from  4 to  6 per  cent,  and  ^ing 
from  5 to  7 per  cent. ; you  indicated  that,  when  the  JJanx 
Rate  gets  up  to  6 or  7 per  cent.,  it  is  a mu^  more 
business  than  when  it  is  down  at  3 or  4j  per  cent.  _ At 


5596.  Chairman : Is  there  not  a great  deal  of  purely 
competitive  investment,  not  conceived  on  the  basis  of  a 
pure  calculation  about  the  cost  or  profitability  of  invest- 
ment, but  really  forced  upon  firms  by  a vague  uneasi- 
ness about  what  their  competitors  are  doing? Sir 

Norman  Kipping:  I find  that  difficult  to  answer.  One 


DUSmess  uiau  wucu  n io  i—  u;,n,v, 

what  point  would  you  say  that  it  b^mes  ^ ofthrohMarteristics  of  the  post-war  period  has  been  fte 

businessmen  would  take  more  n r enormously  rapid  technical  change,  and  a very  great  deal 

« of  BRW  initial  inveatoant.-has  raflacted  tta  atalu,. 


businessmen  would  take  more  notice 


need  to  be  up-to-date  and  in  the  van  with  a new  product. 
That  might  he  an  answer  to  your  question  if  you  are 
thinking  in  those  terms.  But  take  for  example  the 
development  of  the  petro-chemical  industry;  I do  not 
know  if  you  could  say  that  those  developments  were  forced 
upon  companies  by  the  knowledge  that  if  they  did  not 
do  it  someone  else  would  {to  some  extent  that  would  be 
so)  or  by  the  belief  that  when,  say,  polyethylene  sheet  is 
developed  it  will  find  world  markets  and  be  iffofitable  in 
its  own  right  regardless  of  any  other  considerations,  I 
think  it  is  very  hard  to  distin.gU‘ish  between  these  thiags, 

hi^h^iTit  imnortit  if  they  b'ecorne  used  to  higher  rates?  5597.  Professor  Cairncross:  Do  you  not  agree  that  a 
tokTmus.  .be  , fJctor  bol  bow  far  absdofe  and  large  part  of  the  eondiho  d ^ ^ 


according  to  whether  there  is  ap  expectation  that  inflation 
will  continue  or  not.  It  certainly  seemed  to  me  betore 
the  increase  to  7 per  cent.,  in  the  first  place  that  it  must 
be  a 2 per  cent,  rise  to  have  any  serious  effect  in  itsel, 
and  secondly,  that  it  would  not  be  impossible  that,  if 
7 iper  cent,  was  combined  with  the  expectation  of  a 
continuing  5 per  cent,  inflation,  after  a time  even  7 per 
cent,  might  be  absorbed  as  part  of  the  pattern  of  the 
post-war  economy. 

5589.  Had  we  been  talking  in  1952  or  1953  most  people 
would  have  regarded  a 4i  or  5 per  cent.  Bank  Rate  as 


bow  far  relative  it  is  very  difficult  to  say. 


of  the  order  books  of  the  firms  making  the  investment, 
technical  advance  almost  inevitably  being  incorporated  in 

the  new  baiidings? 1 'think  those  two  things  interact. 

Take  the  advance  in  the  size  of  electric  generating  equip- 
ment ; there  might  be  full  order  books  or  not,  but  the  sheer 

^.av-3  ..-AW  s,.A.AA.5,  — -A . - -A  technical  advance  in  the  size  of  the  equipment  would 

be  no  way  of  holding  back  capital  development,  would  ^nyoive  new  buildings  capable  of  handling  the  bigger  manu- 

there? Sir  Norman  Kipping:  I think  that  is  true.  The  facture  It  would,  incidentally,  increase  the  capacity  of 

sort  of  remark  one  heard  far  too  often  from  _ people  m cornpany.  So  there  is  a complex  of  the  two  considera- 


5590  You  keep  coining  back  to  the  expectations  of 
inflation.  Surely,  they  must  be  of  a very  limited  kind? 
If  people  really  based  their  businesses  on  a belief  that 
prices  were  going  to  rise  5 per  cent,  a year,  there  would 


control  of  very  large  companies  was  an  admission  that 
many  a boardroom  decision  to  go  ahead  was  ifltkuately 
swayed  by  some  such  consideration  as : “ If  we  put  it  off, 
it  (will  only  cost  us  another  5 per  cent,  at  'the  end  of  the 
year ; so  we  will  lean  in  the  direction  of  doing  the  thing 
now  ” ; a very  demoralising  basis  for  reaching  decisions, 
which  was  recognised  increasingly  as  the  years  went  on, 
until  finally  ‘that  attitude  and  bdief  is  reflected  very  much 
in  theproiblems  examined  in  our  booklet. 

5591.  And  that  has  occurred  a number  of  times  within 

your  experience? -Sir  Norman  Kipping : Yes  ; I heard 

a lot  of  that,  and  undoubtedly  there  was  reality  in  it ; 
and  it  increasin^y  came  to  be  recognised  that  that  was  so 
and  &at  it  was  a very  bad  thing. — Mr.  Weeks:  And  an 
expression  of  regret  that  the  money  had  not  been  spent 
a couple  of  years  sooner. — Mr.  Shenfield:  It  is  not  so 
much  a case  of  a firm  belief  that  there  wdi  'be  a continua- 


tions every 'time.  In  regard  to  the  expansion  of  a new 
product  one  cannot  talk  about  the  size  of  order  boc^; 
for  example,  with  things  like  petro-chemical  developments 
there  is  no  order  book ; the  product  is  iraimagined  by 
the  customer.  It  is  only  when  the  firm  offers  it  to  him 
that  they  know  he  is  going  to  buy,  for  instance,  terylene, 
or  some  new  product.  The  faith  of  the  company  has  to 
be  a judge  of  whether  the  market  can  or  cannot  be 
developed. 

5598  Mr.  Woodcock:  Would  there  not  be  assumed 

order  books? ^There  would  be  market_  research,  but  ! 

think  there  is  a distinction  between  that  kind  of  case  and, 
shall  we  say,  the  case  of  a machine  tool  builder  who  has  a 
standard  product  that  does  not  change  very  much. 

5599.  I am  not  sure  the  distinction  is  quite  as  sharp; 
I think  it  is  still  relevant  to  Professor  Cairncross  s 


miitu  <1  Cdso  All  a uiiu  ucucu  uiaL  tucic  yyui  lic  a wuLiu'ua-  j,  XQIUR.  n js  soil  ic-ji/rauL  iv..  ».  a-x— --  — , - , , 

tion  of  inflation  at  so  much  per  cent,  a year  as  a vague  that  they  would  have  a conception  in  iiuna,  not  tn 

feeling  that  there  will  be  some  continuation  which  throws  they  necessarily  had  orders ; as  you  say,  they  could  not 

1V.X  .4&XAF..A.— ■ A.A.frA  .1  n + -r>  .... ai..  .a— AAA^.ini  TiToc  not  produccd. '~Ptojessor 


the  decision  into  the  balance,  and  defermines  that  in  fact 
there  will  be  expansion  where  otherwise  there  might  have 
been  caution. 


5592.  Looking  back  over  the  fifties,  at  what  stage  do  you 
think  that  that  argumeoit  became  an  important  one  in 

swaymg  decisions? Sir  Norman  Kipping:  I was 

tempted  to  say  1956  or  1957,  but  Suez  had  some  queer, 
tenvporary  contorting  effects  on  attitudes  and  opinions, 
and  I would  have  to  think  it  over  before  being  sure 
whether  it  was  1956  or  not, 


when  the  product  was  uvi.  , 

Cairncross:  The  point  is  surely  that  investment  depen^ 
to  some  extent  on  sheer  animal  spuiU,  as  was  ^ 
If  people  feel  a tide  is  running  with  them  they  'wiii  ^ 
out  the  new  ideas,  and  there  is  a high  level  of  investment , 
whereas  in  other  circumstances  there  may  be  just  as  many 
interesting  ideas  but  less  investment.  _ But  this  M not, 
I think,  purely  a question  of  expectation  about  prices  , 
it  is  relevant  to  the  influence  of  interest  rates,  I umm- 
stand  what  you  are  saying,  it  is  that  soine 
was  brought  forward  in  effect  because  it  would  cm 
more  if . deferred.  Now,  if  it  is  brought  forward  lO 
response  ultimately  to  long  order  books,  and  if  it  ^ 
the  effect  only  of  extending  the  order  books  of  the  nrms 


5593.  You  are  inclined  to  ,put  it  as  late  as  1956? 

Mr.  Weeks:  1 should  have  thought  that  in  1955  people 

were  certainly  thinking  that  way.  As  I said,  with  cAicuwm 

buMing  mvestaent  there  w,a  also  the  effect  ot  the  rumowl  1hOT“thtt  ‘margiMl  iniuence  may  not 

of  controls,  which  was  obviously  an  impoitant  factor.  employment  at  all.  It  may  leave  u 

5594.  Mr.  IfooiIcocA::  From  your  answers  it  sounded  inflationary  pressure  on  the  economy  , 

• -.aSi  though  the  consideration  was  the  cost  of  the  invest-  determining  factor. Mr.  Weeks:  1 am  nm  sur^ 

meat,  'that  is  to  say  the  prices  for  capital  goods,  not  the  quite  follow  the  point:  but  one  factor  ■wmcn 

profitabihty,  of  .die. investment? Sir  Norman  Kipping:  the  timing  of  the  decision  to  invest  must  have  been  m 
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length  of  delivery  for  machine  tools  and  plant  and  equip- 
ment ; if  one  knew  it  was  on  eighteen  montbs’  or  two  years’ 
delivery  one  would  naturally  have  to  take  a very  long 
view,  and  would  also  tend  to  take  an  earlier  decision,  if 
one  believed  that  future  demand  was  strong  enough  to 
justify  the  investment  in  question. — Sir  Norman  Kipping-. 
Perhaps  I can  make  a shot  at  answering  Professor 
Caimcross’s  point,  if  you  will  not  mind  my  arguing  from 
the  particular  to  the  general  by  taking  this  sort  of  case : 
a company  manufacturing  industrial  solvents,  which  are 
not  peculiarly  liable  to  rapid  technical  change,  is  going 
to  gauge  its  requirements  for  the  future  on  its  forecast 
of  the  demand  from  other  industries  or  from  the  export 
markets.  It  can  see  the  rising  curve,  and  realises  that  at 
a certain  point  it  wiU  have  to  provide  additional  facilities. 
Now,  in  doing  so  it  will,  of  course,  modernise  and  adopt 
new  methods,  and  the  new  plant  will  be  quite  different 
from  the  one  before.  That  company,  I think,  has  to  make 
a judgment  how  far  it  will  allow  its  own  tecimical  develop 
ments  to  progress  before  it  takes  the  decision  to  build 
in  order  to  meet  tWs  new  rising  market.  In  that  sort  of  case 
the  decision  to  build  would  be  made  much  earlier  than 
otherwise  if  there  was  an  expectation  of  inflation,  because 
the  advantage  of  waiting  for  more  research  and  development 
before  making  a decision  to  build  would  be  offset  by  the 
disadvantage  of  the  higher  cost  of  the  development  ii 
there  is  going  to  be  continual  inflation.  There  are  a lot 
of  things  of  that  sort,  where  the  moment  to  reach  a 
decision  to  build  is  flexible  within  twelve  or  twenty-four 
months. 

5600.  If  that  is  so,  would  any  increase  in  interest  ratM 
by  itself  be  likely  to  influence  the  investments?^  I think 
you  are  laying  stress  on  expectations  about  inflation  rather 
than  on  interest  rates? — ^ — Sir  Norman  Kipping:  Is  tt  not 
the  relationship  of  the  one  to  the  o;ther?  Paragrapih  18 
of  our  main  paper  points  out  that,  if  die  one  practically 
offsets  the  other,  then  the  interest  rate  is  not  very 
prominent  in  the  mind  of  the  board  taking  the  decision. 
If  the  interest  rate  is  very  high  and  clearly  not  only  adds 
to  costs  but  also  affects  .the  estimate  of  the  likelihood  of 
inflation  being  defeated,  then  it  has  a bearing  in  those 
two  ways,  I should  have  thought. — Mr.  Weeks  : One  may 
be  expecting,  so  to  speak,  an  over-refinement  in  analysis. 
Inflation  is  not  considered  aipart  from  the  buoyancy  which 
we  have  come  to  associate  with  an  inflationary  period. 
From  the  point  of  view  of  the  decision  to  invest  I do 
not  tbink  people  say : “ Shall  we  do  this  if  we  have 
inflation  and  buoyancy,  or  not  if  we  have  inflation  but 
no  increase  in  effective  demand  ”?  The  two  things,  quite 
naturally,  come  to  be  very  closely  associated. 

5601.  We  are  usually  thinking  of  changes  in  interest 
rates  alongside  other  measures,  and  it  may  on  occasion 
be  these  offier  measures  which  are  responsible  for  (Ranging 
the  general  atmosphere  and  making  people  think  inflation 
is  coming  to  an  end.  Suppose  that  we  abstract  from  these 
other  measures  and  what  has  been  happening  in  the  world 
in  the  past  year  ; do  you  think  the  Bank  Rate  at  7 per 
cent,  would  have  checked  flie  inflationary  forces  that  were 

at  work  if  that  had  been  the  only  measure  taken? 

Mr.  Shenfield:  Ex'tremely  unlikely  just  by  itself. 

5602.  Chairman:  Can  you  isolate  the  factor  in  that 
way?  What  ground  have  you  to  go  on  that  would  cause 

you  to  form  a view? If  you  take  the  interest  rate 

simpliciter,  thm  it  becomes  just  a case  of  making  a 
calculation— the  cost  of  the  investment  and  the  expected 
return ; as  there  is  always  such  a considerable  margin  of 
safety  in  calculations  of  the  expected  return  it  is  unlikely 
that  a rise  in  interest  rates  of  2 per  cent,  or  even  3 per 
cent,  and  perhaps  more,  or  a level  of  interest  rates  of, 
say  7 per  cent,  coidd,  after  aEowing  for  taxation, 
materially  affect  the  decision.  But,  of  course,  if  all  the 
other  factors  are  present,  then  it  becomes  another  matter, 


5603  Professor  Sayers:  You  speak  of  calculations.  Are 
calculations  made  in  whioh  the  interest  rate  is  taken  as 

a factor  before  investment  is  made? Mr.  Weeks: 

Yes  • I think  that  5 per  cent,  is  taken  as  the  rate  of 
interest.  Perhaps  .that  is  an  exaggeration ; but  perhaps  it 
has  an  element  of  trath:  I do  not  think  that  the  actnal 
rate  is  taken  with  any  precision.— Mr.  Shenfield:  If  it 
was  dime  on  borrowed  capital  it  would  be,.~~Sir  Norman 
Kipping : 1 have  read  a lot  of  project  reports  in  my  time, 
examining  the  pros  and  cons  in  their  many-sided 
aspects  wbicb  companies  look  over  before  they  reach  a 
decision.  This  element  in  the  calculation  of  .the  validity 
of  the  whole  project  is  there  on  paper,  but  it  does  not 


30500 


figure  as  a principal  consideration  in  the  average  project. 
There  is  far  more  estimating  of  costs  of  production  related 
to  probable  selling  prices  and  demand  treads  and  all 
that  kind  of  thing  which  determines  the  validity  or  other- 
wise of  a project. 

5604.  179  firms  have  said  they  took  notice  of  it  at 
this  particular  juncture.  In  what  form  does  it  appear 
there?  Does  a Finance  Director  ever  say  in  looking  at 
these  projects:  “But  you  have  based  this  on  the  wrong 

rate  of  interest.  You  must  re-calculate”? do  not 

think  we  are  competent  to  answer  that. 

5605.  Perhaps  you  cannot  be  expected  to  answer  the 
question  in  that  form.  Has  it  occurred  within  your 
Kcperience?  I am  trying  to  find  how  this  became  a major 

factor  with  179  firms? Sir  Norman  Kipping:  I am 

beccmiing  nervous  about  how  weE  the  question  was  under- 
stood .by  these  179  people. — Mr.  Shenfield:  I do  not  think 
the  179  merely  took  account  of  the  rise  in  interest  rates 
alone ; they  took  it  in  the  context  of  the  other  measures. 
It  is  not  expEcit  in  the  answers. — Sir  Norman  Kipping : 
We  could  go  back  to  these  179  firms,  and  cross-question 
them  about  this>  and  perhaps  get  more  information. 

5606.  It  is  rather  vital  to  our  discussions.  We  have 
had  so  many  people  teU  us  over  so  many  years  that,  at  any 
rate  in  the  manufacturing  industries,  1he  rate  of  interest 
hardly  affects  these  decisions  at  aE,  and  one  has  come  to 
think  that  whatever  else  Bank  Rate  changes  can  do  ffiey 
cannot  do  anything  much  about  investment  in  the  manu- 
facturing industries.  But  you  are  providing  us  with 
evidence  to  the  contrary,  and  it  is  important  to  us  to 

check  just  what  that  evidence  amounts  to? Mr.  Weeks: 

Ought  we  not  to  make  a distinction  between  decisions  on 
fix^  investment  and  decisions  on  stocks?  After  aU,  stock 
decisions  can  be  very  short  term  decisions ; it  is  the  fixed 
investment  decisions  with  which  you  are  concerned. 

5607.  Chairman:  There  must  be  quite  a lot  of  over- 
lapping in  these  figures ; a lot  of  people  must  have 
answered  “ yes  ” on  more  than  one  of  the  subsidiary 

questions  here? Mr.  Shenfield ; Yes ; and  furthermore, 

a man  might  have  said  “ yes  ” to  the  main  question  if  he 
had  regarded  the  rise  in  the  Bank  Rate  as  a red  Eght  of  a 
general  character,  without  having  any  particular  effect 
on  any  calculations  he  made.  I would  suspect  that  a large 
number,  perhaps  most,  of  the  179  said  “ yes  ” not  because 
of  any  calculations  but  because  they  regarded  Bank  Rate 
as  a red  light. 

5608.  Professor  Sayers:  We  want  to  know  whether  it 
is  the  red  Eght  element  that  matters,  or  whether  there  is 
a serious  cost  element  in  their  reaction  to  changes  in  the 

Bank  Rate? Mr.  Weeks:  You  are  really  interested  in 

the  69  who  deferred  or  reduced  a project  because  of  the 
effect  of  the  increased  interest  rate  on  costs,  are  you  not? 
On  stocks,  the  reaction  shown  is  a very  natural  and  proper 
one. 

5609.  Even  that  we  want  to  know  about.  After  all,  a 
very  eminent  person  in  this  field  thought  thirty  years  ago 
that  he  had  exploded  the  idea  that  interest  rate  changes 

had  any  effect  on  stocks? Sir  Norman  Kipping:  I 

should  think  that  there  is  a very  strong  overlapping 
element ; in  the  answers  to  (a)  and  (d)  we  can  find  that 
out,  of  course.* 

5610.  Chairman:  You  were  speaking  about  investment 
projects  in  which  the  various  factors  that  make  it  a ques- 
tion of  whether  or  not  a project  is  profitable  are  laid  down 
on  paper.  I suppose  that  at  that  stage  a conipany  is  not 
faced  with  the  question  by  what  process  it  is  going  to 
raise  money  for  the  project,  whether  to  borrow  on  long 
term  debentures  at  the  current  rate  of  interest,  or  to  do 
it  out  of  its  own  resources  and  hope  to  borrow  later,  or  to 
bOTTotw  short  term  for  the  moment  and  'borrow  later  on 

more  favourable  terms.  That  aE  comes  later? Sir 

Norman  Kipping : There  is  aE  the  difference  between  the 
investment  ^ £5,000  by  a smaE  firm,  and  the  kind  of 
money  that  a large  oil  company  has  to  find.  The  latter 
must  take  very  muc^  into  consideration  the  cost  of  borrow- 
ing, but  I should  have  thought  that  the  former  probably 
does  not.  Lying  in  between  are  many  different  kinds  of 
factors.  The  amount  of  self-financing  that  goes  on  in 
industry  probably  blunts  the  effect  of  borrowing  rates  in 
the  case  of  aU  those  companies  who  can  deal  with  a high 
proportion  of  their  ©cpansions  from  their  own  resources. 
That  was  certainly  in  t'he  early  post-war  period  a very  big 
factor.  One  so  often  heard  people  say:  “We  have  the 

* See  Memoranda  of  Evidence  Part  VII  No.  8A,  Appendix  2. 
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money  and  have  just  been  waiting  for  the  chance  of  carb- 
ine out  the  developments  we  wanted  to  carry_  out  . ao 
I should  have  thought  that  the  interest  rate  might  be  one 
that  was  coming  increasingly  into  importance  as  the  stored- 
up  savings  had  been  spent 


5611.  Professor  Sayers:  This  would  sugg^t  that  it  is 
very  irrmortaint  indeed  for  people  respoostble  for  e<^oimc 
policy  to  be  fully  informed  of  the  liquidity  position  or 

industrial  concerns? ^Yes;  we  have  tried  to  help  them 

to  conie  by  that  knowledge  in  connection  with  Board  ot 
Trade  inquiries  and  so  on. 

5612.  Chairman-.  It  at  the  time  the  really  important 
decision  was  being  made  on  a project  me  company  was 
not  concerned  with  the  actual  worry  of  raising  the  money 
it  would  be  forced  to  bring  in  a more  or  less  conventional 
rate  of  interest,  of  the  kind  that  Mr.  Weeks  spoke  of? 

tbinV  ^at  there  is  a lot  in  what  Mr.  Weeks  said, 

although  it  is  imprecise. 


5613.  Professor  Sayers:  Is  it  conventional? Mr. 

Weeks:  The  company  might  look  either  at  the  interest  on 
the  capital  or  at  the  expected  gross  return  on  investment.  Jl 
it  looks  at  interest  on  capital,  say,  of  5 per  cent.,  it  really 
makes  very  little  difference  to  the  decision  whether  to  go 
ahead  or  not,  whether  it  says  5 per  cent.,  4 per  cent,  or 
6 per  cent.  Alternatively,  if  it  ignores^  interest  on  capital 
and  looks  for  a gross  return  on  the  investment  of, 

25  per  cent.,  it  does  not  matter  whether  it  is  paying  4,  5 
or  6 per  cent ; it  is  well  within.  The  real  uncertainty  is 
not  ,±at,  but  what  the  capitail  cost  of  the  project  is  going  to 
be,  future  price  levels,  demand  and  so  on. 


5614.  That  ds  exactly  whait  -the  university  lecturer  says 
when  he  is  lecturing.  He  is  describing  ittie  position  cor- 
rectly when  he  says  that? Mr.  Weeks : In  my  limited 

experience,  yes. — Sir  Norman  Kipping:  I agree;  I think 
that  is  broadly  true. 


5615.  You  will  see  why,  after  having  had  years  of  that, 

one  finds  these  figures  so  surprising? One  must  come 

ba^  to  the  other  factors.  To  attempt  to  isolate  this  point 
as  i it  really  determines  things  is,  in  my  opinion,  unwise. 
It  is  a complex  of  factors,  and  this  expectation  of  inflation 
has,  I am  sure,  been  a very  prominent  consideration  in 
that  complex. 


5616.  Lord  Harcourt:  My  experience  as  a partner  in 
an  issuing  house  is  relevant  to  what  Professor  Sayers  was 
saying.  I cannot  remember  a case  where  a company  has 
come  to  my  firm,  and  asked  what  the  cost  of  money  would 
be,  or  how  it  could  be  raised,  until  long  after  they  had  a 
plan  in  adstence.  I think  that  the  plan  is  drawn  up  first, 
and  fiien  they  go  to  -their  financial  advisers  who  tell  fihem 
what  is  the  most  econo-mical  way  of  raising  money  at 
that  moment  and  how  it  can  be  done.  I thiink  that  one 
of  the  reasons  for  tha.t  is  -that  the  drawing  up  of  these 
plans  takes  such  a time  that  to  ask  what  the  cost  of  mcmey 
was  before  starting  to  plan  would  have  little  meaning. 
—Professor  Sayers:  Does  a shift  from  one  range  of 
interest  rates  that  has  prevailed  over  the  years  to  another 
range  that  prevails  over  a further  period  of  years  still 

leave  ths  rate  interest  ineffective? 1 diould  like  to 

draw  attention  to  the  very  different  cost  budld-up  in 
different  sides  of  industry.  ThM’e  are  very  many  in  which 
labour  cost  is  25  p«  cent,  of  total  cost ; there  are  some 
in  which  labour  cost  is  2 per  cent,  of  the  total  cost.  In 
those  cases  the  cost  of  ithe  plant  and  the  buildings  to  house 
it  becomes  a very  much  more  significant  factor  in  the  total 
cost.  Flour  inilliEg  is  that  sort  of  case.  I should  have 
thought,  without  being  able  -to  spe^  of  it  as  a known 
fact,  that  -the  cost  of  raising  money  might  be  very  much 
more  important  to  .the  flour  milling  type  of  case  than  it 
would  be  to  the  generality  of  manufacturing  industry.  I 
should  thi^  -too  that  in  the  building  of  new  ships  the  same 
consideration  would  'be  much  more  prominent.  We  are 
only  talking  here  of  file  generality  of  manufacturing 
industry.  That  ought  to  -be  realised,  because  it  mi^t 
quite  an  important  distinction. 

5617.  Sir  Reginald  Verdon  Smith:  Is  there  not  another 
to  this?  A great  deal  of  capital  expenditure  so 

wassiiied  is  in  fact  a total  of  a very  large  number  of  small 
decBions  taken  throughout  the  period  ; in  relation  to  those 
ueoMions  all  sorts  of  practical  considerations  of  the  market 
su^.as  have  been  mentioned  are  really  far  more  relevant 
^ joa]or  considerations  than,  the  cost  of  money? 


5618.  Professor  Cairncross:  In  paragraph  35  of  your 
main  paper  you  rather  toy  with  die  idea  of  estaWishintr 
a fund,  or  seeing  a fund  established,  to  help  men  starting 
in  -industry  wilihout  any  financial  reso-urces.  Can  you.  teU 
us  exactly  what  you  have  in  mind  here?  Is  at  somethiae 
akin  to  -the  Nuffield  money  that  was  available  immediately 

before  the  war? Mr.  Shenfield:  We  have  to  admit 

that  this  is  -rather  nebulous.  Quite  what  the  constitution  of 
this  fund  would  be  I do  not  think  we  really  decided 
We  think  that  it  would  be  something  worthy  of  considera- 
tion by  industry  or  by  city  houses,  but  we  really  have  not 
developed  it. 

5619.  Wihat  do  you  regard  as  the  magnitude  of  this 
problem?  -Do  you  think  it  ds  a serious  one,  or  are  there 

only  a small  number  of  people  involved? Mr.  Weeks- 

As  far  as  I recall,  this  really  sprang  from  the  feeling  that 
in  the  past  a lot  of  promising  young  men,  had  been  even 
a “ kick-off  ” 'by  Mends  or  other  people  who  before  the 
war  would  have  had  some  money  which  -they  were  pre- 
pared to  invest.  They  were  prepared  to  give  -that  type 
of  rather  i»rscmal  support,  and  -take  a chance  on  expeote- 
tion  of  quick  profit.  This  had  produced  some  very  good 
enterprises  and  very  good  people.  That  type  of  suppwt  is 
now  lacking.  It  was  felt  as  something  which  had  been 
in  the  past  personal,  and  .possibly  had  to  be  institution- 
alised to  give  the  same  opportunities  for  peo^e  of  that 
type  to  start.— sSi>  Norman  Kipping:  Yes.  This  is 
the  problem  of  the  disappearance  of  the  personal  backer 
One  finds  a largish  mimber  of  individualB,  whom  one  could 
probably  describe  as  inventors,  a proportion  of  whom 
have  got  something  good,  which  they  develop  with  the 
help  of  their  own  resources  to  a point  where  one  can  see 
what  it  is.  They  then  want  backing,  and  they  used  to  be 
able  to  find  backers.  It  is  a risky  type  of  investmeiit, 
because  one  is  dependent  upon  one  single  man,  quite  apart 
from  the  ability  to  judge  the  project,  and  the  one  single 
man  can  get  run  over  by  a bus.  Whether  we  can  ever 
therefore,  replace  the  old  .personal  backer  by  an  institu- 
tional backer  I should  have  thought  was  a point  of  the 
greatest  doubt  -What  in  fact  happens  to  these  men  in  the 
end,  when  they  find  they  cannot  -make  .their  way  on  the 
basis  of  private  backing,  is  that  they  are  absorbed  by 
bigger  companies  who  are  willing  to  say;  “I  like  the 
look  of  your  thing.  I offer  you  a job,  and  you  can  come 
and  develop  it  in  the  company  That  is  a course  which 
these  men  do  not  like,  because  they  think  they  are  gobg 
to  be  swamped  and  will  lose  control  of  the  thing.  They 
would  prefer  a private  backer,  or  some  institution  that 
would  back  them.  It  was  knowledge  of,  that,  and  the 
belief  that  there  might  be  an  -institutional  solution,  that 
led  people  to  make  these  suggestions. 

5620.  Sir  John  Woods:  Is  there  really  any  factual  evi- 
dence of  .the  existence  of  such  people? Yes,  I think 

so.  I have  come  across  quite  a few  personally  that  had 
been  drawn  to  my  attention,  and  I have  q>cken  to  the 
chairmen  of  companies  of  the  sort  that  would  be  likely 
to  take  on  -that  kind  of  a risk,  and  I have  -heard  a lot  more 
about  it  through  doing  so.  I could  quote  cases ; I could 
even  name  companies  who  have  had  experience  of  this 
kind  and  who  have  backed  such  men.  I wifl  quote  one 
case;  a man  devoted  his  thinkinig  to  the  control  of  the 
flow  of  liquids,  and  he  hit  upon  methods  of  measuring 
with  great  precision  the  volume  or  wei^t  of  a liquid 
•being  fed  into  a receptacle.  Its  .practical  use  would  be 
filling  of  ampoules  with  dangerous  drugs,  or  something 
of  that  kind.  It  .was  a clever  development,  backed  by  one 
or  two  reasonable-tooking  patents,  and  he  got  to  the  stage 
of  getting  orders  to  fill  millions  and  millions  of  capsules 
with  anti-toxic  drugs,,  and  that  sort  of  tiimg.  Then  he 
began  to  spread  out  into  other  sides  of  industry  whkh 
would  benefit  from  a strictly  co-ntrolled  liquid  measure- 
ment ; for  instance,  he  -made  experimental  and  successful 
apparatus  for  coating  television  tubes  by  his  methods. 
Obviously  he  wanted  much  more  backing,  to  the  tune  of 
a 10,000  sq.  ft.  building  and  a bit  of  working  cap-ital,  and 
so  forth.  He  struck  the  greatest  difficulty  in  getting  it  by 
any  other  means  than  absorption  by  one  of  probably  half 
a dozen  companies  whose  business  it  could  be  to  get  into 
that  field.  He  very  much  wanted  to  run  his  own  show  and 
not  be  absorbed  into  a big  company,  -and  there  was  a peat 
search  for  a possible  iba^er,  that  led  to  ultimate  failure, 
The  backer,  after  all,  would  have  been  dependent  on  the 
life  and  health  of  the  one  man.  He  was  absorbed  by  a 
bigger  company.  I have  evidence  of  quite  a srtream  of 
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that  sort  of  thing  coming  up  every  year ; probably  twenty 
or  thirty  cases. 

5621.  Lord  Harcourf.  You  talk  in  this  paragraph  about 
the  abhity  to  keep  the  man  with  the  bright  idea,  in  this 
country ; is  it  your  positive  experience  that  there  is  more 
opportunity  for  .this  sort  of  man  abroad? Sir  Norman 


Kipping : I could  not  say  that ; I do  not  know  how  that 
came  to  be  there. — Mr.  Shenfield:  Well,  it  was  vaguely 
linked  with  the  temptations  of  North  America. 

Chairman : We  will  break  off  now.  I understand  that 
we  shall  not  see  you  -after  iundh,  Sir  Nonmaa ; I am  sorry, 
but  we  understand. 


(Sir  Norman  Kipping  withdrew) 

[Adjourned  until  2.15  p.m.) 

Mr.  H.  T.  Weeks,  C.M.G.,  and  Mr.  A.  A.  Shbnheld  further  examined. 


5622.  Chairman:  I .think  we  had  covered  paragraphs 
6 and  7 of  the  appendix  to  your  memorandum.  May  we 
come  to  your  next  heading,  the  influence  of  taxation,  and 
see  what  the  answers  you  got  amounted  to  on  that?  You 
say  that  only  23  per  cent  of  .the  firms  stated  that  their 
inv»tment  decisions  since  1951  had  been  materially 
affected  by  favourable  changes  in  investment  allowances 
and  15  per  cent,  by  unfavourable  changes.  About  600 
firms  answered  these  questions ; 369  had  been  .materially 
affected  by  favourable  trends  and  230  by  unfavourable 

ones.  There  were  no  answers,  I take  it,  from  the  rest? 

Mr.  Weeks:  That  is  right.  Even  those  figures  include 
some  double  counting  of  .people  who  repHed  “ yes  ” to 
both  questions  and  said  that  they  had  been  materially 
affected  by  both  favourable  and  unfavourable  changes.. — 
Mr.  Shenfield : Changes  took  place  at  different  times,  of 
course.  The  majority  of  the  returns  were  silent  on  this. 

5623.  A very  considerable  majority  .must  have  been 
silent,  ^ihiat  is  your  impression  of  the  amount  of  Muence 
on  investment  or  investment  plans  these  changes  in  initial 

allowances  are  capable  of  making? Mr.  Weeks:  1 was 

rather  surprised  with  the  size  of  the  figures.  They  were 
much  more  than  1 expected  to  see. 

5624.  Professor  Sayers : Is  it  not  a question  of  timing : 
whether  or  not  investment  decisiais  were  deferred  or 

brought  forward  by  changes  in  allowances? Mr. 

Weeks:  It  is  a question  of  'timing  essentially,  but  even 
so  I think  I wouH  not  have  expected  the  figure  to  be 
quite  so  hi^. — Mr.  Shenfield:  Nor  would  I.  I ha.ve  not 
enough  'first  hand  knowledge,  but  I have  fotmd  it  very 
rare  to  discover  an  industrialist  who  will  say  that  he 
made  an  investment  decision  because  of  the  investment 
aUowanoes,  still  less  because  of  the  initial  allowances. 

5625.  Would  the  efficacy  of  these  changes  be  much 
affected  by  the  liquidity  position  of  firms?  Supposing  that 
by  various  devices  British  industry  were  made  much  less 
liquid  would  it  tiien  be  more  senritive  to  Ibis  kmd  of 

change? Mr.  Weeks:  I would  have  thought  so.  but 

that  is  purely  personal  speculation. 

5626.  Looking  back  over  the  actual  experience,  would 
you  say  that  the  changes  were  more  effective  as  the 

liquidity  of  English  industry  declined? Mr.  Weeks: 

We  have  no  evidence  bearing  on  that.— Mr.  Shenfield: 
It  would  be  very  hard  to  test,  even  if  in  the  future  we  had 
annual  changes  in  investment  allowances,  for  example, 
and  could  make  a running  comparison  with  liquidity 
changes ; but  as  we  had  only  two  changes  in  investment 
allowances  it  would  be  a most  difficult  exercise.  Mr . 
Weeks:  It  might  be  possible  to  do  a cross  analysis  on 
these  questions  with  others  at  the  moment  of  time  we 
are  talking  about. 

5627.  Chairman : Then  may  we  go  through  your  main 
paper?  At  the  end  of  paragraph  3 you  say:  “As  might 
be  expected,  in  so  far  as  rises  in  interwt  rates  did  have 
a direct  influence  on  the  business  decisions  of  those  who 
returned  the  questionnaire,  its  effect  was  greater  in  the 
field  of  stocks  .than  in  that  of  fixed  investment.”  What 
are  the  reasons  which  led  to  it  having  a more  direct 
impact  df  that  is  your  experience,  on  stocks  than  on 

fixed  investment? Mr.  Weeks:  It  is  more  easy  to  vary 

expenditure  on  stocks  than  on  fixed  investment ; expendi- 
ture on  fixed  investment  is  already  determined  by  previous 
conditions,  and  by  a whole  programme. — Mr.  Shenfield: 
Stock  decisions  him  on  taking  a short-term  view,  as 
opposed  to  a long-term  view. 

5628.  Professor  Ccdrncross:  You  do  not  attach 

importance  to  1he  fact  that  the  rate  of  interest  would  be 

a substantial  proportion  of  the  cost  of  holding  stock? 

Mr.  Weeks:  One  would  consider  that,  too, 

5629.  Chairman:  We  are  speaking  of  manufacturers’ 

stocks  in  this  connection? ^Yes. 
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5630.  And  you  think  .that  the  interest  element  involved 
in  that  part  of  the  firm’s  business  is  a matter  of  calculation 

as  to  what  they  intend  to  do? ^Yes ; my  own  personal 

experience  was  that  it  was  only  when  we  had  a Bank 
Rate  of  7 per  cent,  that  I really  began  to  consider  what 
an  expense  it  was  to  hold  the  stock  level  in  steel  which 
I had  regarded  as  being  traditionally  necessary. 

5631.  Professor  Cairncross:  In  the  case  of  steel,  have 
you  any  idea  what  proportion  interest  is  of  the  total 

cost?  Is  it  50  per  cent.? would  not  like  to  say.  It 

depends  on  the  varieties  earned.  There  are  too  many  other 
factors. 

5632.  Would  it  not  bo  a high  proportion? It  can 

be  a considerable  item,  and  one  which,  if  one  feels  that 
the  forthcoming  supplies  are  going  to  be  adequate,  can 
be  avoided.  A reduction  of  stocks  is  also  the  quickest 
and  easiest  way  to  reduce  an  overdraft  position ; and,  if 
one  W'ishes  to  carry  on  with  ^temative  investment,  one 
can  finance  that  temporarily  on  lower  stocks. 

5633.  Chairman:  It  is  no  good  planning  for  an  expan- 
sion of  your  works  if  you  are  going  to  reduce  your 

stocks? Mr.  Weeks:  The  amount  of  stock  one  has 

held  -for  so  many  years  has  not  reahy  -been  entirely  a 
logical  decision.  In  steel,  in  particular,  it  is  a question 
of  getting  deliveries  when  one  can.  The  moment  ffiere 
is  a change  in  climate,  one  then  begins  to  think  what 
reserve  one  should  normally  allow,  and  the  answer  is, 
perhaps,  10  weeks’  stock,  hi  a sc^city  position,  one  does 
not  Iflie  to  forego  deliveries. — Mr.  Shenfield:  In  1956 
manufacturers  bought  all  the  steel  they  could,  regardless 
of  price  or  cost.  But  steel  is  an  exceptional  case ; if 
the  stock  figures  here  related  .to  steel  only  they  would 
give  a Very  different  picture. 

5634.  The  impact  is  on  those  who  are  running  an  over- 
draft ; it  is  not  a notional  calculation? Mr.  Shenfield : 

I should  not  have  thought  so. — Mr.  Weeks:  No. 

5635.  Sir  Reginald  Verdon  Smith : I should  thinV  that 
it  ako  indluded  work  in  progress,  and  thwefwe  was  rele- 
vant ito  the  whole  volume  of  one's  manufacturing  pro- 

graimlme,  rather  than  simply  to  one  period? 1 think  in 

this  case  it  has  been  pre^  wdl  interpreted  in  that  way ; 
but  materials  can  be  adjust’cd  more  easily  than  work  in 
progress. 

5636.  Chairman:  Then  you  say;  “Little  is  known  to 
the  Federation  about  the  effects  of  the  decisions  of  the 
Capital  'Issues  Conunittee.  However,  of  the  companies 
which  returned  .the  questionnaire  none  .was  refui^  per- 
mission to  issue  capital  by  the  Capital  ^ues  Committee 
during  1951-1955,  and  only  a liny  number  were  refus^ 
in  1956-1957.  A slightly  greater  miimber  of  companies 
were  deterred  'by  the  expectation  of  refusal  from  attempt- 
ing to  issue  capital,  but  the  number  was  still  extremely 
small,  even  in  1956-1957.” — Professor  Ccnrncross:  You 
do  not  show  the  ratio  between  these  two.  There  is  no 
way  of  judgii^  from  what  you  tell  us  what  the  proportion 
is  of  companies  who  'would  like  to  apply  and  are  deterred 

from  applying  for  permission  to  make  an  issue? Mr. 

Weeks:  iWe  cannot  go  beyond  the  figures  here. — Mr. 
Shenfield : iWe  gave  .the  very  small  numbers  who  replied  to 
this  question. 

5637.  Chairman:  Are  not  .the  numbers  of  refusals  or 

expectations  of  refusal  almost  negligible? ^Yes. 

5638.  Professor  Sayers:  Even  taking  into  account  those 
who  were  deterred  by  the  expectation  of  refusal,  does  it 
not  seem  that  the  effect  .of  flie  existence  of  lie  Capital 
Issues  Committee  has  been  very  slight  indeed  in  this  field? 

Mr.  Weeks : That  would  be  our  impression  from  the 

figures. — Mr.  Shenfield:  Unril  midsummer  1957. 

5639.  In  paragraph  9 you  say : “ There  is  some  evidence 
that  the  London  bill  market  is  increasingly  being  used 
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instead  of  bank  overdrafts  for  short-term  fiance.  Is 
that  not  a credit  squeeze  phenomenon? ^It  has  cer- 

tainly happened  recently.  It  applies  only,  so  far  as  1 
know,  to  a very  small  number  of  very  large  firms,  whose 
bills  are  acceptable  to  the  market. 

5640.  Axe  they  confined  to  'pa^rticular  tirades?  -As 
they  are  very  large  firms,  they  are  not  really,  because  they 
have  a very  wide  spread  of  interests. 

5641.  Chairman:  Oil  is  the  one  that  genially  crops  up 
in  this  connection.  Is  that  your  expenence.  Mr. 
Shenfield:  I .think  I can  mention  the  Dunlop  Rubbeff 
Company  Ltd.  as  an  example  ; that,  of  course,  has  a v^ 
wide  spread  of  manufacturing  processes.— Mr.  Weeks: 
This  was  brought  in  ibecause  one  or  two  people  said  they 
were  doing  .this,  and  therefore  we  thought  we  diould  leler 
to  it  We  certainly  could  not  quantify  it. 


5642.  Professor  Sayers : Is  it  _ a credit  squeeze 

phenomeaion ; from  &e  date  does  it  ooit  seem  so? 

Mr.  Shenfield : I guess  it  is. 

5643.  Do  you  expect  it  to  go  much_  further?  ^It  is 
hard  to  say.  It  depends  on  the  relative  advantages  ot 
borrowing  from  the  banks. 

5644.  Lord  Harcourt:  You  are  .talking  about  the  trade 

bill  here,  ’I  imagine,  and  not  the  bank  acceptance? 

Mr.  Weeks : That  is  right. 

5645.  Do  you  see  any  evidence  or  any  tendency  for 

companies  to  hold  Treasury  Bills? ^No. 

5646  I understand  that  in  the  United  States  a pro- 
portion of  Treasury  Bils  is  held  by  quite  a large  mimber 
of  manufacturing  companies.  Have  you  any  idea  why 
here  the  tendency  should  be  retarded,  or  so  little  in  evi- 

demce? Mr.  Weeks:  No.— Mr.  Shenfield:  Until  fairly 

recently  it  would  not  have  paid  to  hold  any  shorMenm 
funds  liquid  in  the  form,  of  Treasury  Bills,  but  it  is  true 
that  in  the  last  twelve  months,  or  perhaps  more,  it  might 
have  done.  I .think-  there  is  a great  deal  to  be  attributed 
to  habit  here.  It  is  a strange  thing  for  British  manufac- 
turing enterprise  to  consider. 

5647.  Professor  Cairncross:  The  holding  of  Treasury 
Bills  and  short  bonds  by  non-bankdng  companies  makes  a 
substantial  difference  to  the  authorities’  grip  of  the  money 
supply.  Do  you  think  fiiis  might  be  developed  further? 
It  is  not  impossible. 

5648.  Professor  Sayers:  The  holding  of  Treasury  Bills 
by  industrial  concerns  is,  in  the  main,  a new  thing  since 
1954 ; if  they  have  taken  to  Treasury  Bills,  why  should 
they  not  .go  on  to  trade  bills?  Is  there  any  reason  for 
them  to  stop  experimenting  in  ways  of  holding  thedr  assets? 

^Ihere  are  circumstances  in  which  I think  it  might  be 

attractive  to  ithem ; and  the  toriei  of  ithe  habit  of  holding 
money  in  other  ways  could  be  overcome.  But  we  have  no 
evidence  of  anybody  actually  holding  Treasury  Bills  at 
the  moment. 


5649.  Chairman:  Then  I ithink  we  have  covered  your 
views  on  &e  effectiveness  of  monetary  measures  and  the 
problems  of  inflation.  Are  there  any  more  questions  on 
that? — Professor  Sayers : In  paragraph  17  you  say, 

. . the  possibility  must  be  (taken  into  account  that  it  [the 
raising  of  interest  rates]  may  have  undesirable  side-effects 

What  have  you  in  mind  there? Mainly  the  effect  on  the 

cost  of  servicing  the  Government  Debt. 

5650.  In  paragraph  19  you  say,  “ Moreover,  the  effec- 
tiveness of  a hi^  Bank  Rate  dqjends  very  much  on  the 
firmne^  with  which  long-tem  yidds  are  made  to  conform 

to  it.”  What  had  you  in  mind  (there? Such  action 

taken  by  the  monetary  auth/orMes  as  -will  bring  the  whole 
structure  into  line  with  a higher  Bank  Rate. 

5651.  What  kind  of  action  do  you  think  they  should 

take? Mr.  Shenfield:  That  is  not  so  easy.  I think 

we  should  say  that  that  is  what  we  would  like  to  hear 
from  you  in  due  course!— Mr.  Weeks:  I would  suggest 
that  the  wording  should  be  changed  to  “ would  conform  ” 
rather  than  “ .made  to  conform  ”. 


5652.  Chairman : We  are  very  much  interested  in  this. 
W«  wondered  if  you  could  contribute  anything  as  to  just 

what  considerations  could  be  involved? Mr.  Shenfield : 

I would  not  like  to  commit  myself  offhand. 

Sayers : This  is  an  aspiration  but  not  a 


5654.  Professor  Cairncross:  In  paragraph  20  you  say 
“ Thirdly,  the  loss  of  productive  capacity  which  very  high 
interest  rates  .force  upon  (the  economy  by  choking  back 
investment  may  be  very  heavy.”  This  is  in  line  with  the 
view  that  high  interest  rates  have,  by  themselves,  a marked 

effect  on  productive  investment? ^Yes.  It  is  defectively 

stated.  It  really  means  “ the  whole  policy  of  dear  money 
and  bank  directives,  of  which  the  central  part  may  be  a 
rise  in  interest  rates 

5655.  You  mean  measiuxes  to  put  up  interest  rates  would 

choke  back  investment  more  than  the  Other  elements  in 
demand? iWe  say,  of  course,  “ may  be  very  heavy 

5656.  Professor  Sayers:  When  you  talk  about 

“choking  bade  investment”,  do  you  not  mean  choking 

back  invesilment  plans? Choking  back  investment  plans 

is  rigiht,  yes. 

5657.  We  want  high  interest  rates  because  we  want  a 
hi^  level  of  investment  to  be  maintained,  not  because  we 

want  it  choked  back  ; is  -that  not  right? Yes ; but  the 

operation  of  the  high  inleresk  rate  is  to  prevent  some  in- 
vestment  from  (taking  pflace  which  otherwise  would  have 
taken  place. 

5658.  Yes,  hut  if  you  talk  about  investment  in  this  way 
do  you  not  mean  .total  investment?— Pro/es-jor  Cairncross: 
The  figures  you  showed  us  this  morning  did  not  suggest 
that  'investment  had  yet  been  choked  off  too  much;  on 
the  other  hand  it  suggested  that  authorisations  had  been 

cut? Mr.  Weeks:  It  simply  oouftnms  the  point.  In 

very  simple  terms,  file  figures  suggest  that  up  to  or  just 
before  September,  the  rate  of  interest,  whether  or  not 
accompanied  by  other  things,  was  not  very  effective,  and 
that  since  then  the  rate  of  interest  phis  other  things  (and 
who  can  say  how  much  is  due  to  one  thing  and  how  much 
to  another)  has  had  some  effect.  At  least  that  is  a 
judgment  one  can  make  from  the  figures. 

5659.  Professor  Sayers:  I cannot  follow  this  sentence, 
if  you  substitute  “inve^ent  jfians  " for  “investment”' 
and  if  you  do  not  substitute  “investment  plans”  for 

“ investment  ”,  then  I still  cannot  follow  the  sentence? 

I am  not  -quite  sure  what  your  distinction  is  between 
investment  and  investment  plans.  What  do  you  mean? 

5660.  That  the  (boom  goes  at  too  high  a pace  because 

people  are  trying  to  do  too  many  things  at  once ; that  tlie 
way  of  checking  the  demand  is  to  (make  people  come  into 
the  market  for  less  goods ; hut  you  do  not,  unless  you 
reduce  rthe  total  employment  of  resources,  reduce  the  level 
of  investment ; in  fact  it  may  have  'the  effect  increas- 
ing it? ^Yes,  but  I 'Would  have  .thought  that  the  in- 

dication at  the  moment  was  .that,  certainly  in  .the  buil<ing 
industry,  ,fiie  total  resources  of  industry  were  Hkely  to  be 
greatly  under-emploiyed  next  year  and  later  this  year. 

5661.  You  are  doing  as  Mr.  Shenfield  did;  you  are 
taking  a particular  part  of  investment.  Is  not  what  is 

relevant  here  the  trend  of  total  investment? Ur. 

Shenfield ; I am  not  sure  that  we  would  persist  in  that 
third  statement,  on  reflection.. — Professor  Sayers:  It  is  an 
argument  that  is  commonly  used,  and  we  find  it  here. 

5662.  Professor  Cairncross : In  paragraph  21  you  corre- 
late inflation  with  Goveni'ment  expenditure,  not  with  the 
size  of  the  Budget  deficit.  Is  it  your  view,  taking  this 
paragraph  with  some  others  in  the  document,  that  a redu> 
tion  of  Government  ex^nditure  will  reduce  inflation,  but 
that  an  increase  in  taxation  might  have  the  opposite  effect? 

^The  ifiwo  are  not  necessarily  the  same,  of  course:  a 

reduction  in  Government  expenditure  might  not  reduce 
inflation  ; it  depends  on  the  circumstances  in  which  it  takes 
place  and  on  what  else  has  'been  done  in  the  econany, 
But  iwe  think  that,  if  aU  other  things  remain  equal,  then  a 
reduction  of  Government  expenditure  -would  reduce 
inflation. 

5663.  I am  looking  forward  .to  para-graph  30,  'where 

you  seem  to  dismiss  the  usefulness  of  Budgetary  manipula- 
tion?  ^We  did  not  take  paragraph  29  and  30  . as  far 

as  wo  might  have  done,  because  we  came  across  some  ex- 
tremely difficult  matters  which  we  preferred  not  to  pro- 
nounce upon  at  that  stage.  If  we  were  asked  to  give  our 
view  on  the  relation  of  the  Budget  deficit  or  surplus  to 
the  inflationary  problem  it  would  be  very  difficult,  bec^se 
there  is  a conflict  of  views.  I think  the  preponderant  view 
among  us  is  -that  a budgetary  surplus,  obtained  by  a 
higher  level  of  taxation  than  is  necessary  to  pay  for  the 
current  -Gover-nmeinit  experudi'ture,  is  'both  infla-tionary  aul 
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deflationary,  and  that  in  some  circumstances  it  can  be 
more  inflationary  than  deflationary ; though  we  readily 
admit  that  ±ere  are  circumstances  in  which  it  may  be 
more  deflationary  than  inflationary. 

5664.  Sir  John  Woods:  You  are  talking  of  ahove-the- 

line  surpluses? ^Yes  ; but  there  we  come  to  the  difficult 

question  of  'financing  below  the  line  in  regard  to  nation- 
alised industry  and  other  types  of  national  expenditure, 
which  make  it  difficult  to  make  prescriptions  for  the  future 
of  the  surplus. 

5665.  Professor  Cairncross:  At  any  rate  you  are  more 

certain  tiiat  a reduction  in  Government  expenditure  would 
have  a moderating  effect  than  you  are  tiiat  an  increase 
in  the  size  of  the  Budget  surplus  would  have? ^Yes. 

5666.  Then  in  paragraph  22  you  refer  to  finding  work- 
able criteria  to  govern  public  investment.  Have  you  any 

suggestions  as  'to  what  criteda  they  mighf  he? Mr. 

Weeks:  I am  afraid  the  answer  is  no.— Mr.  Shenfield: 
One  might  personally  suggest  some,  but  we  have  no 
authority  to  suggest  anything  on  bdialf  of  the  Federation. 

5667.  Professor  Sayers : Why  do  you  say  in  paragraph 
23 : “ It  is  now  probaWy  itoo  late  to  look  to  funding  for 

an  immediate  attack  on  the  credit  base”? We  were 

thinking  of  the  high  cost  of  funding  at  the  moment,  with 
short-term  rates  being  as  high  as  they  are  and  long-term 
rates  having  been  made,  to  some  extent,  to  approximate 
to  them. 

5668.  But  then  you  contemplate  ‘that  ffie  rate  of  interest 
should  'be  put  up  to  an  unprecedented  level,  if  this  is  the 

method  necessary  to  control  investment? Mr.  Weeks: 

We  do  not  see  a necessary  contradiction  .there.  As  a 
rneans  of  dealing  with  a temporary  inflationary  situa- 
ticm,  it  need  no.t  be  a very  long-lived  affair,  in  which 
case  one  ‘indght  delay  funding  in  the  hope  that  rates 
might  com©  down. 

5669.  This  seems  to  come  back  .to  the  disputed  sentence 
about  making  long-term  rates  of  interest  conform  to  the 

movement  of  short-rterm  rates? Mr.  Shenfield:  Yes, 

there  is  to  some  extent  a contradiotion  thece,  because  that 
does  pre-suppose  that  the  remedy  will  have  to  take  some 
considerable  time.  Nevertheless,  it  is  a matter  of  judg- 
ment, one  would  say.  It  may  take  some  consider- 
able time  and  yet  it  may  still  be  justifiable  to  dday 
funding  on  the  score  of  expenditure.  That  would  be  a 
very  difficult  matter  to  assess. 

5670.  You  think,  in  other  words,  that  one  can  choke 
off  inflation  by  putting  up  rates  to  a point  at  which 
people  still  do  not  regard  long-term  bonds  as  a good 

buy? Mr.  Shenfield:  It  is  possible. — Mr.  Weeks:  If 

you  go  through  .the  stage  of  high  Bank  Rate  in  which 
long-term  rates  be  more  or  'less  in  sympathy,  you  are 
causing  yourself  budgetary  problems  in  the  future,  but 
you  ‘may  find  you  have  a succeeding  situaticm  in  which 
funding  becomes  more  attractive,  assuming  in  the  mean- 
time 'that  ‘there  are  other  measures  to  avoid  inflation. — 
Mr.  Shenfield : It  'im^t  .turn  out  tiiat  the  true  long-term 
rate  of  interest  might  be  probably  higher,  in  which  case 
it  would  be  expedient ; but  it  would  require  some  pretty 
good  crystal  gazing. 

5671.  But  you  are  crystal  gazing  here  in  pro-supposing 
that  the  long-term  rates  are  likely  to  fall.  I am  afraid 
you  cannot  have  it  both  ways.  To  come  now  to  your 
paragraphs  on  directtives  on  bank  advances,  I would  like 
to  whether  your  members  feel  that  they  have  been  at 
aid  hurt  by  the  restriction  of  bank  competition  implicit 
in  the  latest  phase  of  the  credit  squeeze?— -Mr.  Weeks: 
There  is  nothing  to  suggest  they  have. — Mr.  Shenfield: 
Not  much:  a small  roinority  of  cases. 

5672.  Chairman : Then  you  refer  to  the  control  of  new 
issues  in  paragraph  26 : you  say : “ . . . the  criteria 
applied  by  the  Capital  Issues  Committee  are  not  made 
public  But  you  know  the  directions  under  which  they 

operate ; those  are  all  published? For  flie  outside 

observer  'it  is  difficult  to  see  how  they  are  in  fact  applied. 

5673.  When  you  say  “criteria”  you  mean  what  led 

them  to  deal  in  a .particular  way  with  a particular  case ; 
you  are  really  saying:  “Let  us  have  statements  available 
to  the  parties”? Mr.  Weeks:  Yes. 

5674.  Have  you  heard  much  dissatisfaction? ^Every- 

body who  is  turned  down  as  ‘irritated  by  the  fact  that  no 
reason  is  given. 
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5675.  Does  that  apply  .to  capitalisation  issues,  which  is 
rather  a separate  branch  of  the  Committee’s  activity,  or 
does  it  apply  generally  to  people  who  want  to  raise 

capital? Mr.  Shenfield:  As  far  as  the  evidence  we 

have  -is  concerned,  it  is  general ; but  of  course  We  have 
so  liMe. 

5676.  Sir  Reginald  Verdon  Smith : Is  it  implicit  ‘in  what 
you  say  in  paragraphs  27  and  28  that  you  feel  that  the 
operation  of  hire  purchase  controls  can  be  extremely 
damaging  to  particular  sectors  of  industry,  and  that  that 
impression  has  been  derived  from  a great  deal  of  evidence 

within  the  Federation? Mr.  Weeks:  The  sudden  and 

unpredictable  impact,  yes. — Mr.  Shenfield : That  is  the 
view  which  has  been  repeatedly  put  to  us  by  the  repre- 
sentatives of  the  industries  concerned.  1 cannot  say  we 
have  checked  it ; but  there  seems  to  be  no  dissent  amongst 
them. 

5677.  Chairman:  Do  you  categorise  .them  as  light 
engineering,  ot  do  you  'include  things  like  furniture  in 

that? ^Yes,  the  furniture  people  have  said  the  same 

'thing  as  tiie  refrigerator  and  washing  machine  manu- 
facturers. 

5678.  Professor  Ccdrncross:  Are  not  these  to  some 
extent  marginal  items  in  consumer  demand,  and  therefore 

(Very  liable  to  fluctuate? Yes;  but  the  complaints 

srdate  to  the  difficulties  that  are  thus  created  in  manu- 
facture as  regards  forward  planning,  and  so  on.  They 
are  not  just  complaints  about  lack  of  demand  at  a 
particular  momenL 

5679.  There  is  a general  issue  which,  I would  like  to 
put  to  you  on  paragraph  33.  Is  it  your  feeling  liat  the 
high  level  of  investment  in  industry  in  the  last  few  years 
has  used  uip  a number  of  opportunities  for  investment 
that  wiE  not  continue  at  the  same  rate  in  the  future,  and 
that  'therefore,  if  the  rate  of  interest  does  rise,  the  demand 
for  capital  for  investment  may  show  a substantial  and 
continuing  reduction?  Has  there  been  a “ once  and  for 
all”  element  in  the  investment  boom  in  the  last  few 

years? Mr.  Weeks : There  must  have  been  something 

of  'that,  I tbinV ; it  would  be  a question  of  how  much 
and  how  important. — Mr.  Shenfield : I coifld  easily  believe 
that  there  Im  been,  but  I do  not  kn-ow  of  any  evi^nce 
to  show  that  there  has  been. 

5680.  Would  it  be  your  view  that  a large  part  of  the 
investment  in  the  last  few  years  has  been  a diiwt  product 
of  the  inflation  that  has  been  going  on,  and  the  expansion 
in  the  order  books  of  firms  making  these  goods?  If 
demand,  as  measured  in  terms  of  orders  on  industrial 
books,  was  increasing,  were  Anns  not  then  tempted  to 
make-  extensions  of  a capital  character  that  were  based 
on  an  illusion  that  demand,  in  real  terras,  could  extend 
to  the  level  it  had  reached  in  money  terms?  To  that 
extent,  would  not  that  element  in  investment  be.  pressed 

out  once  inflation  disappears? iMr.  Weeks:  I would 

have  thought  the  deciaon  to  invest,  in  real  terms,  would 
depend  very  much,  on  the  expectation  of  things  in  five 
year’s  time,  or  in  ten  years. — Mr.  Shenfield : But  some  of 
it  will  turn  out  to  be  illusion  if  we  end  inflation:  that 
m-ust  happen.  Some  of  the  decisions  taken  under  the 
influence  of  inflation  must  prove  wron^g ; but  we  have  not 
yet  succeeded  in  st'Opping  inflation,  so  we  do  not  yet  know 
which  decisions  will  prove  to  be  false. 

5681.  It  is  very  relevant  to  our  inquiry  to  form  some 
judgment  of  what  the  continuing  level  of  investment 
is  likely  to  'be  at  a given  level  of  interest.  Do  you  rbinV 
it  is  likely  to  be  in  hne  roughly  with  the  level  running 

in  the  last  few  years? Mr.  Shenfield:  1 think  that  it 

would  be  possible  for  it,  as  a percentage  of  the  gross 
national  product  to  be  brought  near  the  level  it  has  been, 
even-  if  we  ended  inflation,  unless  the  end  of  inflation 
toc^  the  form  of  a deep  recession ; and  then  clearly  there 
would  be  an  immediate  change.  But  if  one  could 
imagine  (it  is  perhaps  far  too  optimistic  to  be  envisaged 
at  all)  that  we  eased  ourselves  out  of  inflation  and  into 
a nice,  pleasant  plateau  which  would  enable  real  expansion 
to  take  place,  I see  no  reason  why  the  proporti'on  of  the 
gross  national  product  going  into  fixed  investment  sho-uld 
fall  very  much,  if  at  all.  I think  it  may  well  fa-E 
initiaEy. — Mr.  Weeks:  With  fairly  stable  .prices,  I should 
have  thought  that  even  wth  a moderately  high  rate  of 
interest  a good  deal  of  investment  could  and  would  be 
imdertaken. 

5682.  Professor  Sayers:  Putting  Professor  Caimcr-oss’s 
question  in  another  way,  are  industrial  firms  stEl  feeling 

2B4 
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buildings  thought  that  there  are  a very 

Engiland,  who 

SveTal  now  ?lant  is  desirable  withm  a reasonably 
short  time. 

5683  And  you  think  that  would  ranam  true? ^Yes. 

5684.  Chairman  -,  is  that  in  the  field  ‘f 

mvention  is  going  rapidly  ahead? ^Partly  that,  hut 

»lfiy  also  where  technological  mymmn  is  not  gomg 

so  fast  but  where  the  bmldm^.  are  old,  badly 
St,  inconvenient,  or  badly  laid  out,  m which  ca*.  vnthOTt 
ll«  expectation  of  a very  great  rettm  on  cap;  al,  a to 
could  nevertheless  justify  scrapping  the  old  braidings  and 
re-building  because  of  the  operating  economies  it  would 
get  in  the  process. 

5685  You  think  that  pet^le  are  very  coosoious  of  the 
need  to  rearrange  the  work,  quite  apart  from  new  build- 

jng-J Mr  Weeks'.  Yes.— Mr.  Shenfteld'.  I would  not 

say  that  there  is  anything  startling  about  that;  I should 
have  thought  that  was  a natural  thing  to  expect,  except 
in  days  of  dei^ession. 

5686.  Professor  Cairncross:  Is  not  the  rate  of  industrial 
investment  very  high  in  this  country  in  relation  to  pre-war 

experience? Mr.  Shenfield : Yes  ; but  so  is  the  level 

of  emplovment.  If  one  is  talking  about  a plateau  in 
which  we  have  3 or  4 per  cent,  unemployment,  it  would  be 
vastly  superior  to  anything  we  had  between  the  wars,  and 
would  have  some  influence  on  the  rate  of  investment. — 
Mr.  Weeks:  I think  also  there  has  been  some  investment 


(it  is  impossible  to  say  how  much)  which  has  directly 
followed  from  the  shortage  of  labour  and  the  desire  to 
have  better  working  conditions  in  one’s  buildings,  because 
one  can  hereby  attract  labour. 

5687.  Many  of  these  factors  which  arise  in  conditions 
of  more  intense  employment  would  not  appear  in  con- 

ditions  of  less  intense  emplojmieut? ^They  would  be 

less  strong. 

5688.  Professor  Sayers:  We  are  trying  to  discover,  I 
think,  how  much  of  the  old-fashioned  trade  cycle  there  is 
in  the  present  situation.  How  far  is  the  nature  of  the 
recent  investment  md  its  motives  stich  that  there  must 
be  a down-turn  in  investment  demand  at  current  rates 

of  interest? it  is  difficult  to  go  beyond  the  fact  that  in 

1959,  under  present  possibilities,  there  wdl  be  a lov^h 
level  of  investment. 

5689.  Will  that  be  by  way  of  a repercussion  of  the 
American  situation,  or  will  it  Ije  something  inherent  in  our 

own  current  internal  situation? Mr.  Weeks:  I should 

have  thought  it  was  something  inherent  in  our  own 
current  internal  situation. — Mr.  Shenfield:  I do  not  see 
how  you  can  tell  how  much  of  investment  is  of  a true 
cyclical  character ; at  least  I do  not  see  how  yon  can  do 
it  except  by  probing  into  each  investment. 

5690.  Chairman : I think  that  brings  us  to  the  end  of 
your  Tnain  paper.  There  are  one  or  two  questions  of 
further  analysis  and  information  which  we  wiU  tidy  up 

with  you  afterwards,  if  we  may? We  will  proceed  with 

the  further  analysis  on  these  figures  and  let  you  have 
the  results  in  due  course. 


The  following  additional  witnesses,  also  representing  the  Federation  of  British  Industries,  called  and  examined : 

J.  L.  S.  Steel,  Esq.,  Chairman,  Overseas  Trade  Policy  Committee,  F.B.I.,  and  a Director,  Imperial  Chemical 
Industries  Ltd. 

M.  A.  Fiennes,  Esq.,  Managing  Director,  Davy  and  United  Engineering  Co.  Ltd. 

Norman  Hinton,  Esq.,  a Director,  Simon-Carves  Ltd. 

A.  L.  Please,  Esq.,  Overseas  Director,  F.B.I. 


5691.  Chairman:  May  we  now  tom  to  your  pap^  on 
exports*,  and  run  through  it  paragraph  by  paragraph  and 
see  what  questions  arise  on  it?  First  you  begin  by  deal- 
ing with  the  adequacy  of  the  finance  of  short-term  exports. 
In  your  view  no  real  problem  is  raised  in  regard  to  that 
What  is  the  factoring  service  you  refer  to  in  ^ragraph  3? 

Mr.  Sted : That  is  a ccanmon  practice  in  the  United 

States,  I have  not  first  hand  experience  of  how  it  works, 
but,  as  I understand  it,  manufacturers  sdl  to  factors  who 
buy  outright  and  la-oceed  to  seU.  They  are  not  whole- 
salers, in  the  sense  erf  selling  on  a commission  basis ; 
they  are  outright  purchasers  who  in  effect  finance  a pro- 
portion of  the  sales  of  the  manufacturer. — Mr.  Hinton: 
It  is  in  the  dwnestic  market  of  the  United  States,  and  not 
for  expwts. 

5692.  Then  we  pass  on  to  medium-term  credit.  Here 

you  say  in  paragraph  4:  “there  is  again  no  lack  of 
sources  of  finance.  In  order  to  tap  these  sources,  how- 
cvw.  It  is  essential  to  the  manufacturer  that  he  should  be 
able  to  insure  the  credit  risks  ” ; aud  so  we  pass  on  to 
the  ^port  &edits  Guarantee  Department.  .Accepting 
tMt  It  IS  E.C.GD.  policy  not  to  cover  the  whole  risk 
but  lo  cow  various^  percentages  between  80  and  95  per 
cent.,  IS  It  not  possible  for  the  manufacturer  to  insure 
to  cover  the  balance? ^No. 

f^lnton : I do  not  think  it  is  the 
n^al  thing  for  insurance  companies  to  deal  in  this  kind 
I.  remember  a case  when  it  was 
Et  compames  were  tried  and  Lloyds  too, 

but  nobody  was  prepared  to  insure  the  balance 

of  L.CO.D.?— I should  think  that  probably  had  a pood 
pr=^il”to‘‘‘Mde“te'™ 

do  M think  so  “”*■  <>■'  risk? 1 

5696.  Chairman : Has  the  tj  r*  tv  v j . 

w?r!7”doTS^ 
of  


what  extent  it  was  doing  it  before  the  war.— Mr.  Hinton : 
E.C.G.D.  was  certainly  in  existence  before  ; my  own  com- 
pany  effected  a Russian  contract  for  heavy  capital  goods 
in  the  early  thirties,  and  I think  we  had  a 90  per  cent 
cover  on  it. — Mr.  Please:  Ever  since  1929  they  have 
insured  this  kind  of  risk,  as  a result  of  the  recommenda- 
tions of  the  MacMahon  Comim.ittee.  That  is  when  they 
toerfe  this  type  of  cover,  although  the  cover  has  been 
extended  in  various  directions. 

5697.  In  effect  this  type  of  cover  has  always  been  in 

their  hands  and  not  in  those  of  the  insurance  market? 

Yes. 

5698.  Professor  Sayers:  There  used  to  be  risks  of  this 
kind  before  1929 ; I suppose  they  were  then  taken  by  the 

merchants? Mr.  Please:  It  was  taken  after  1921  in  an 

entirely  different  shape  and  form.  There  was  the  Trade 
Facilities  Act,  and  the  old  E.C.G.D.  before  that ; accord- 
ing to  the  reports  made  at  the  time  the  risk  was  so  large 
that  the  E.C.G.D.  was  being  run  more  or  less  at  a loss, 
and  it  looked  as  if  it  was  an  indirect  subsidy  to  exports. 
—Mr.  Hinton:  You  appreciate  we  are  not  interested  in 
this  insurance^  for  all  countries ; not,  for  instance,  for 
Australia,  Africa  or  America.  It  is  only  where  there  is 
a genuine  risk,  or  we  feel  there  is  a risk,  that  we  need 
the  insurance. 

_ 5699.  Professor  Cairncross : In  domestic  credit  insurance 

IS  it  possible  to  obtain  100  per  cent,  cover? In  the 

only  type  of  business  I know,  which  is  capital  goods,  we 
have  never  even  considered  it  for  the  domestic  market. 

5700.  The  Trade  Indemnity  Corporation  Ltd.  covers  a 
large  portion  of  the  mainly  domestic  market ; do  they 

offer  100  per  cent,  cover  in  practice? Mr.  Hinton:  I 

have  no  experience  of  that. — Mr.  Fiennes:  In  the  capital 
goods  trade  in  this  country  one  is  generally  dealing  with 
substantial  concerns ; it  has  never  even  occurred  to  me 
that  it  would  be  necessary  to  insure  credit  risk  on  the 
sort  of  business  with  which  we  are  concerned. 

5701.  Chairman:  You  rather  indicate  that  it  is  a matter 
PI  policy  with  E.C.G.D.  to  leave  some  margin  uncovered? 

Mr.  Steel:  That  is  our  impression.  It  has  Iseen 
suggested  that  the  reason  for  this  is  that  it  is  considered 
that  It  would  be  unfair  to  ask  E.C.G  D to  insure  the 
manufacturers’  profit,  and  the  figure  of  85  per  cent,  has 
apparently  been  chosen  to  some  extent  as  an  approxima- 
tion of  the  difference  between  the  actual  cost  to  the  manu- 
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facturer  and  the  amount  o£  money  he  hopes  to  get  at 
the  completion  of  his  contract.  If  that  be  the  case,  our 
view  is,  first,  that  on  many  occasions  it  would  be  un- 
reasonable to  expect  the  manufacturer  to  get  as  much  as 
15  ^r  cent,  profit  in  the  face  of  the  competition  which 
he  is  likely  to  encounter  from  other  countries ; and 
secondly,  that  the  manufacturer  still  has  a substantial  in- 
terest in  carrying  out  the  contract  satisfactorily,  quite 
apart  from  being  at  hazard  himself  for  15  per  cent,  of 
the  total  sum  involved.  A large  proportion  of  the  kind 
of  business  we  are  talking  about  is  going  into  the  relatively 
under-developed  countries,  where  this  type  of  business 
is  increasing,  where  the  difficulties  of  estimating  the  exact 
cost  of  the  job  are  substantial,  and  where  a whole  lot  of 
unforeseen  changes  may  occur  in  the  course  of  completing 
the  contract.  Those  have  to  be  borne  as  a matter  of 
ordinary  commercial  and  technical  practice  by  the  manu- 
facturer, and  the  manufacturer,  so  far  as  he  has  represented 
to  the  F.B.I.,  regards  that  as  for  Mm  a sufficient  stake  to 
make  him  take  a real  and  proper  interest  in  the  business, 
and  considers  that  it  is  consequently  not  necessary  to  put 
him  at  hazard  for  IS  per  cent,  of  the  total  value  of  the 
contract  in  order  to  make  him  take  a real  and  satisfactory 
interest  in  the  completion  of  the  job. 

5702.  Sir  John  Woods:  The  ordinary  manufacturer 

would  say  that  he  had  his  own  risks  with  regard  to  his 
manufacturing  methods,  and  so  on,  and  that  in  the  ‘‘  good 
old  days  ” before  the  war  it  was  no  part  of  the  manu- 
facturer’s job  to  shoulder  these  financial  risks,  whether 
arising  from  political  trouble  or  insolvency,  or  anything 
of  that  kind? ^That  is  so. 

5703.  I suppose  .the  E.C.G.D.  answer  is  that  that  may 
be  true,  but  that  is  not  any  reason  for  saying  that  the 

whole  of  this  risk  should  be  borne  by  the  taxpayer? 

Mr.  Steel : I do  not  know  what  the  official  answer  of  the 
E.C.G.D.  is  ; all  we  know  is  that  in  practice  they  are 
not  prepared  to  insure  more  than  85  per  cent,  of  the  risk. 
— Mr.  Hinton : Apart  from  the  risk  on  what  we  call  the 
f.o.ib.  sterling  side,  we  cannoct  insure  the  local  currency 
expenditure,  which  in  the  type  of  contract  I am  interested 
in,  such  as  coking  plant  and  power  stations,  is  quite  a 
substantial  part,  perhaps  25  per  cent,  on  a £5  million 
contract.  We  take  all  the  risks  on  that ; the  only  insur- 
ance we  get  is  the  85  per  cent,  on  the  sterling  costs. 

5704.  Lord  Harcourt:  If  you  want  to  insure  a large 
contract  against  these  risks,  do  the  E.C.G.D.  insist  on 

insuring  aO.  your  exports? ^No.  They  have  what  is 

called  a blanket  policy,  which  really  covers  what  is 
described  here  as  medium-term  exports ; a blanket  policy 
means  that  one  insures  everything  which  comes  within  a 
certain  range  of  export  creffit,  If  one  enters  into  that, 
one  insures  everything  and  one  gets  more  competitive 
rates,  and  certainly  there  are  other  advantages.  It  is  limited 
to  contracts  under  £1  million,  and  extending  to  about  four 
years.  Over  that  it  is  an  ad  hoc  arrangement.  But  the 
E.C.G.D.  do  not  compel  one  to  take  out  a blanket  policy 
as  a condition  for  covering  one  particular  contract. 

5705.  Any  manufacturer  exporting  from  this  country 

is  at  liberty  to  insure  or  not  insure  with  E.C.G.D.  as  he 
likes? ^Yes. 

5706.  Professor  Cairncross : Is  this  true  of  short-tmn 

insurance? ^I  am  not  very  conversant  with  short-term, 

but  I am  .pretty  certain  it  is  the  same;  that  one  has  no 
ne^  to  insure,  but  also  on©  can  take  out  a blanket  policy 
which  does  cover  all  one’s  exports  in  that  range. 

5707.  Lord  Harcourt:  I understood  that  in  return  for 
this  service  of  insurance  you  were  required  to  put  anyway 

a proportion  of  ail  your  risks  thiou^  E.C.G.D.7 Mr. 

Hinton : No,  there  is  no  compulsion  at  all ; it  is  a volun- 
tary aiiangemenit  with  E.GG.D. — Mr.  Fiennes:  K one 
insures  ad  hoc,  the  cost  per  cent,  is  more  than  if  one 
insures  all  one’s  export  contracts ; that  is  to  enable 
E.C.G.D.  to  take  the  rough  with  the  smooth. 

5708.  Chairman:  That  in  itself  would  not  be  an  un- 
reasonable situation? No,  I would  not  regard  that  as 

unreasonable ; one  cannot  expect  to  go  and  insure  only 
the  bad  risks  and  get  just  the  same  rate  as  one  would 
if  one  was  insuring  all  of  them.  I wonder  if  I might 
make  a point  on  the  subject  Of  E.C.G.D.’s  cover.  I am 
the  managing  director  of  a medium  sized  engineering 
cxnnpany,  and  it  is  a feature  of  the  business  that  in  a lot 
of  thKe  oases  we  have  a contract  which  is  very  large 
in  relaftiMi  to  our  turnover  ; therefore,  when  we  are  putting 


15  per  cent,  of  our  contract  price  at  risk,  we  are  also 
putting  what  may  be  regarded  as  a very  large  proportion 
of  one  year’s  profit  under  risk.  When  any  of  these  propo- 
sitions occurs,  we  have  to  look  at  it,  to  weigh  up  the  risk 
which  easts,  and  what  we  stand  to  gain  and  what  we  can 
lose  if  we  do  lose.  Without  going  into  a lot  of  calculation, 
I think  it  wotdd  be  righit  to  say  that  the  fact  that  we  can 
only  normally  cover  85  per  cent,  with  'the  E.C.G.D. 
leads  us  to  quote  a higher  price  than,  we  should  offier- 
wise  do ; and.  in  the  process  we  undoubtedly  lose  a pro- 
portion of  business.  The  fact  that  we  have  to  give  a 
higher  price  arises  from  cold  business  calculation ; I 
understand  that  E.C.G.D.  r^ard  it  as  naughty  that  we 
should  do  that,  but  we  have  to  get  the  right  sort  of 

return  for  our  oompany  without  involving  ourselves  in 

unjustified  risks.  In  general  I would  say  that  :the  price 
becomes  a higher  price  by  reason  of  the  fact  that  we 
can  only  insure  85  per  cent. 

5709.  Chairman : You  have  to  shift  on  to  the  purchaser 

the  additional  premium  which  would  be  required? 

Yes ; it  varies  from  case  to  case,  but  I can  recollect  a 
recent  case  of  a contract  which  we  lost  to  the  Germans, 

where  w©  reckoned  that  over  die  whoile  of  the  credit 

period  we  were  really  at  ridt  for  an  average  of  8 per  cent, 
of  our  total  contract  price.  My  own  company  considered 
that  8 per  cent,  was  too  much  r^,  and  we  quite  frankly 
put  up  the  price,  so  that  if  the  banks  exercis^  their  righit 
of  recourse  against  us  in  respect  of  the  uninsured  15  per 
cent,  we  had  something  in  the  kitty  lo  pay  that.  But  our 
sacrifice  would  have  b^  more  than  our  profilt.  That  was 
a cold  commerdai  calculation  we  took,  but  it  resulted  in 
the  loss  of  the  contract. 

5710.  Professor  Cairncross:  When  you  seek  to  have 
100  per  cent,  cover,  are  you  thinking  ecclusively  of  the 
transfer  risk  or  are  you  thinking  also  of  the  insolveicy 

risk? Mr.  Hinton:  We  are  reaEy  thinking  of  the  risk 

wMch  we  do  not  like  to  take,  or  should  not  take,  which  is 
the  political  risk ; that  is  completely  outside  oiir  control. 
As  to  insolvency,  if  we  lost  on  that  account  it  would  be 
because  we  had  chosen,  a bad  customer ; but  we  feel 
rather  strongly  about  the  political  risk.  It  is  difficult 
to  say  what  -we  think  the  percentage  should  go  up  to ; 
all  I wo-nid  say  is  that  we  think  it  should  be  higher  than 
85  per  cent,  at  this  stage. 

5711.  Even  on  insolvency? On  insolvency  it  should 

be  more. 

5712.  Do  you  not  think  that  firms  should  have  some 

incentive  to  choose  good  customers? Before  we  get 

any  E.C.G.D.  insurance  at  all,  the  E.C.G.D.  themselves 
vet  'the  customer  and  decide  whether  he  is  a go^  risk  ; 
so  they  take  some  of  the  responsibility  there.  They  will 
not  igive  the  insurance  unless  -they  are  satisfied. 

5713.  Bearing  85  per  cent,  of  the  risk  as  they  do,  is  it 

not  a natural  tiling  that  they  should  want  to  vet  him? 

I agree. 

5714.  Is  it  not  equally  natural,  jf  they  are  offering 
favourabile  tenns  of  insurance,  tbait  they  sboifid  want  to 
offer  an  indemnity  on  rather  less  than  100  per  cent,  of 

the  contract? Mr.  Hinton : I could  agree  with  you 

that  It  should  not  be  100  per  cent.  All  that  I say  is  that 
It  should  be  more  than  85  per  cenit.  The  15  per  cent, 
wntingency  is  ^read  over  a nutdber  of  years  where  a 
large  oapi'tail  project  is  involved,  whilst  the  position  is 
aggravated  where  there  is  an  accumulation  of  such 
contingencdes.— Afr,  Fiennes:  It  is  part  of  our  job  to 
Satisfy  ourselves  as  lo  the  credit-worthiness  of  our 
customers.  Where  we  are  dealing  with  a simiple  business 
where  we  are  going  to  be  paid  90  per  cent,  by  the  time 
we  ^p  the  go^  and  the  remaining  10  per  cent,  later.  I 
do  not  think  85  per  cent,  is  unreasonable ; but  who-e  ffie 
period  of  paymenit  and  the  risk  extends  over  a number  of 
years  aifter  completion,  I feel  we  need  greater  protection 
against  the  credit  risk.  I thank  most  of  us  engaged  in  'this 
field  would  regard  the  real  protection  needed  as  b^g 
against  the  political  and  transfw  risks,  against  foreign 
exchange  going  wrong,  against  devaluation  of  sterling, 
against  (Kctatorships,  and  all  those  things  which  can 
happai. 

5715.  Sir  John  Woods:  Have  the  F.B.I,  oontidered, 

instead  of  taking  90  per  cent,  of  the  total  risk,  the  possi- 
bility of  haring  a contract  insured  100  per  cent,  excluffing 
profit?- Mr.  Steel:  We  have  not  given  official  con- 

sideration to  that ; 'but  from  conversations  I have  had  that 
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would  meet  to  a very  substantial  extent  the  of 

many  members.  It  is  the  political  hazard  which  is  in- 
calciiilaihle  from  the  point  of  view  of  the  average  exporter 
of  'this  type  of  goods,  and  on  which  he  does  want  100  per 
centt.  cover.  He  would,  I think,  in  many  cases  be  pre- 
pared quite  wililingly  to  shoulder  a balance  of  the  com- 
mercial ri^  attach^  in  connection  with  the  p<Ksi'ble 
insolvenicy  of  the  customer.  I do  not  know  whether  it  is 
possthle  in  practice  to  have  two  kinds  of  policy,  or  ^ether 
it  is  bettear  to  merge  the  premium  for  the  political  risk  and 
the  commercial  riric  and  cover  only  90  per  cent,  or  95  per 
cent. ; that  is  a matter  of  technical  scope  in  connection 
with  E.C.G.D.  The  main  uadra-lying  business  is  that  the 
exporter  from  this  country  cannot  help  the  political 
hazard,  and  he  may  not  have  a sufBciemt  disposition  of  his 
export  orders  to  spread  his  ride. 

57il6.  Lord  Harcourt:  1 suppose  the  bulk  of  to 
medium-^term.  credit  is  required  for  the  export  of  capital 
goods,  and  those  capital  goods,  when  going  to_  under- 
developed countries,  as  most  of  them  do,  are  being  sold 
to  a public  body  of  some  kind,  or  a semi-Govemment 
agency  ; and  thait  therefore  from  your  point  of  view  you 
consider  the  political  risk  greater  tiian  if  you  were  selling 

to  a private  customer ; is  that  so? ^Not  necessarilj^ ; 

the  political  risk  we  have  been  referring  to  is  primanly 
the  risk  of  our  inability  to  get  sterling  for  the  payment, 
even  if  the  ultimate  buyer  has  got  all  the  necessary  local 
cash  in  the  till  to  meet  his  commitments. 

5717.  That  Is  what  1 would  call  the  piiraary  political 
ride  ; but  when  dealing  with  the  under-developed  countries, 
do  you  not  also  enter  into  a secondary  political  risk,  that 
you  are  selling  to  a Government  or  semi-Government 

agency  who  may  have  their  policy  radically  altered? 

That  is  always  a posability,  and  one  that  must  be  in  the 
mind  of  anybody  selling  to  a Government  or  semi-Govern- 
menit  agency  overseas : but  whether  the  hazard  in  that  case 
is  greater  dn  total  than  the  hazard  of  selling  to  a private 
emnpany  is  a matter  which  would  'have  'to  be  decided  in 
each  particular  instance. 

5718.  Sir  Reginald  Verdon  Smith:  As  Mr.  Steel  was 
saying,  the  lack  of  anytMng  greater  .than  85  per  cent, 
cover  puts  a manufacturing  exporter  from  to  county 
at  a disadvantage  with  a foreign  competitor.  Is  it  within 
your  knowledge  that  aH  'foreign  ocunpetitors  have  an 

advantage  in  this  partioular  respect? Mr.  Fiennes:  I 

have  heard  it  said  that  the  insurance  the  Germans  get 
is  less  ftEa-n  85  per  cent  I went  over  to  Geimany  last 
year,  and  talked  about  it  to  some  of  them ; thesy  were 
rather  cagey  and  did  not  say  very  much,  but  they  tried 
to  give  me  the  impression  that  She  insurance  they  got 
was  less.  But  when  we  get  to  the  facilities  given  by  the 
American  Export-Import  Bank,  one  understands  that  the 
credit  is  advanced  without  any  recourse  to  manufacturers 
at  all,  and  of  course  for  a very  much  longer  term. 

5719.  Chairman:  That  is  credit  advanced  at  the  other 

end? Mr.  Fiennes:  Yes,  advanced  to  the  oustomexs. — 

Lord  HcB-court:  That  is  the  traditional  way  it  used  to 
happen. 

5720.  Professor  Cmrncross:  Do  I understand  you  are 
saying  that  85  or  100  per  cent  credit  is  advanced  in  that 

way? Mr.  Hinton : Less  than  100  per  cent. ; 60  per 

cent.,  I be^eve,  as  a loan  to  the  customer.  If  we  had  a 
similar  arrangement  here  we  could  insure  the  vthole 
contract  with  E.C.G.D.  The  E.C.G.D.  has  two  types  of 
policy  ; the  ordinary  contract  works  policy,  when  a credit 
is  not  visualised,  and  the  banker’s  guarantee  policy,  an 
unconditional!  guarantee  policy  which  is  absolutely  essen- 
tial for  long-term  credit,  if  one  wishes  to  have  a credit  of 
seven  (to  eight  years.  It  Ins  been  acknowledged  that  you 
can  get  a better  cover  for  political  risk  on  a manufac- 
turer’s policy ; but  in  the  case  of  the  unconditional 
guarantee  there  is  a flat  insurance  cover  of  only  85  per 
cent. ; that  is  where  we  feel  there  is  some  hardship  ^own 
on  the  manufacturer.  After  all,  the  15  per  cent,  is  spread 
over,  in  lessening  amount,  a period  of  possibly  right  yearn. 
I do  not  think  there  is  worry  about  the  ordinary  straight- 
forward contract  policy. 

5721.  We  are  speaking  now  about  long-term  or  medium- 

term? ^There  'is  hardly  any  difference ; E.C.G.D.  has 

oirily  one  division,  the  medium-term  division,  which  deals 
with  tile  whole  lot. 

5722.  There  is  a difference  in  the  type  of  contract,  a 
difference  'between  'the  conSlipucjtioTi  of  a steel  works  and 


a shipbuilding  contract.  One  -might  have  a division, 

and  call  one  long-term  and  the  other  medium-term? 

They  overlap  a lot  in  my  own  case  ; we  do  entirely  capital 
goods,  and  we  build  small  plants  which  take  two  or  three 
years,  and  large  ones  which  take  five  years.  Where  the 
division  is  I do  not  know. 

5723.  I asked  the  question  because  I had  in  mmd  a 

particular  issue,  which  is  the  pre-shipment  risk  involved 
in  some  of  these  contracts.  Is  it  not  right  to  say  that 
E.C.G.D.  cannot  give  pre-shipment  insurance  cm  construc- 
tional contracts? That  is  rather  a sweeping  statement. 

I have  oome  mtoss  it,  but  under  very  strange  circum- 
stances. Without  boring  you  I would  say  that  it  is  where 
we  put  up  a proposal  that  we  should  have  part  of  the 
starling  side  of  the  contract  paid  in  local  currency;  in 
that  case  E.C.G.D.  did  say  they  could  not  give  pre-shipt- 
ment  insurance,  why  I do  not  know. 

5724.  I may  have  been  misinformed,  but  I gathered 
E.C.G.D.  had  stiffened  quite  considerably  on  this  in  die 

last  few  months? Mr.  Fiennes:  They  have  stiffened  in 

respect  of  theiterm.—Afr.  Steel : There  is  a podnit,  in  relation 
to  paragraph  4,  about  the  minimum  sum  of  £250,000 
which  the  E.C.GT).  will  at  present  guarantee.  We  have 
had  substantial  representafion  from  our  membership  that 
that  figure  is  unreasonably  high  in  a number  of  special 
cases  ; such  things  as  ©arfli  moving  ^uipment  and  heavier 
transport  vriiicles.  I have  had  it  maitioned  by  Mr. 
Hinton  on  my  right  in  connection  witii  the  type  of  busi- 
ness his  company  does  from  time  to  time,  the  erection  of 
gmalt  sulphuric  acid  plants ; it  is  quite  possible  that  in 
the  course  of  a year  or  less  -there  may  be  a series  of 
orders,  none  of  them  approaching  the  £250,000  mark,  but 
in  aggregate  subst-anti^y  exceeding  dt  It  is  extremely 
difficult  for  tile  companies  involved  to  finance  that  busi- 
ness in  tile  absence  of  the  gwantee  from  E.C.G.D.,  and 
our  memibership  feel  'there  is  a substantial  case  for ' a 
reduction  in  this  sum  of  £250,000  to  cover  this  other  type 
of  business.  It  would  not  necessarily  be  desirable  to 
do  it  m ev«y  case,  'but  they  would  like  to  see  a more 
flexible  attitude. 

5725.  Chairman:  What  information  had  you  gathered 
from  the  represratations  which  have  been  made  about 

toe  reasons  f-or  this  minimum? We  have  not  any 

deftote  information,  except  in  so  far  as  we  understand 
that  it  lirniis  the  number  'otf  special  cases  with  whidi 
E.C.G.D.  has  to  deal,  and  consequently  dt  limits  the  range 
of  investigations  and  work  they  have  to  undertake.  We 
have  noit  heard,  as  far  as  I kn'OW,  any  reason  other  than 
that ; with  toe  possible  exception  that  it  might  be  necessary 
to  have  greater  discrimination  among  the  potential  cus- 
tomers of  E.C.G.D.,  because  it  would  perhaps  tend  to 
hiing  into  toe  system  a number  of  manufacturers  of  less 
weight  and  importance  than  those  who  already  avail 
themselves  of  these  facilities. 

5726.  Then  we  come  to  long-terim  credit  in  para- 
graph 5 ; it  is  in  this  sphere,  you  say,  -that  “ a re-appraisal 
of  the  meth-ods  of  export  finance  and  an  appreciation  of 
future  requirements  are  most  needed.”  Then  you  make 
toe  point  that  in  the  United  Kingdom’s  export  trade 
“itoe  proportion  of  more  specialised  engineering  goods 
is  steadily  increasing.” — Professor  Cairncross : If  a 
British  firm  undertakes  a contract  overseas  for  construc- 
tion, does  it  require  more  capital  than  if  it  accepts  a 
shnilar  contract  at  home,  in  toe  sense  .that  a larger  pro- 
portion. of  ithe  value  of  the  contract  would  be  outstanding 

at  any  one  time? Mr.  Fiennes:  It  is  more  a question 

of  long-term  credit.  Substantially' there  would  be  no  very 
great  difference,  because  it  is  an  almost  universal  prac- 
tice of  heavy  capital  goods  raamffacturers  to  require  the 
customer  to  contribute  very  substanti^y  to  .the  financing 
of  toe  w-ork  in  progress,  financing  the  construction  of  the 
job.  It  is  a fairly  common  practice  -f-or  home  orders  for 
these  large  contracts  (steel  works  equipment  would  be  a 
good  example)  to  ask  toe  customer  to  pay  about  80  per 
cent,  of  the  contract  value  of  toe  w-ork  done  each  mcaith 
or  each  quarter ; -then  he  is  expected  to  pay  10  per  cent, 
on  delivery  and  toe  10  per  cent,  outstanding  12  months 
or  so  later,  at  the  end  of  toe  retention  period.  The  ideal 
kmd  of  export  'contract  we  hope  to  get  without  any  credit 
terms,  and  we  rather  improve  on  that:  we  expect  an 
overseas  customer  to  put  d-own  10  or  20  per  cent,  when 
he  signs  the  contract.  But  we  should  still  expect  90 
per  cent,  in  total  by  shipment  f.o.'b.  and  the  remainbg 
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10  per  cent,  outstanding  after  the  retention  period.  In 
terms  of  financing  the  execution  of  projects,  I do  not 
thi'nk  any  more  working  capital  is  required  for  an  export 
contract  than  at  home.  The  thing  only  be«)mes  greatly 
complicated  where  credit  terms  are  involved,  in  the  light 
of  some  recent  devdopment. 

5727.  Lord  Harcourt:  As  I understand  it,  E.C.G.D. 
have  a limit  of  time  beyond  which  they  are  not  prepared 
to  insure  what  you  might  call  long-term  credit.  A great 
part  of  the  goods  which  we  are  discussing  this  afternoon 
are  goods  which  one  could  not  expect  to  be  amortised  in 
that  period ; .therefore  the  E.C.G.D.  cover  does  not  really 
meet  the  importer’s  proiblem,  which  stems  from  a lack 
of  development  of  the  cajntal  market  in  his  own  country, 
which  prevents  him  from  borrowing  tWe.  Is  that  right? 

Mr.  Steel:  That  is  very  largely  the  case. — Mr.  Hinton : 

And  he  cannot  borrow  on  this  market  either. 

5728.  He  used  to  borrow  in  this  market ; now  he  can- 
not, and  he  is  thrown  back  on  his  own  capital  market? 

Mr  Steel:  Or  on  loans  from  the  World  Bank,  or 

similar  institutions  ; hut  clearly  E.C.G.D.  goes  in  no 
isense  towards  the  point  of  financing  the  payment  by 
instalments  of  .the  plant  which  is  exported  from  this 
country.  The  type  of  plant  which  is  specially  under  con- 
sideration at  this  moment  is  the  kind  of  plant  which  could 
only  be  amortised  out  of  profits  over  a substantial  period 
of  time,  fifteen  or  twenty  years  in  the  ordinary  course  of 
events ; and  the  ^oblem  is  re^ly  the  financing  of  the 
construction  of  that  plant  from  .the  customer’s  end. — 
Mr.  Fiennes:  Two  conditions  may  arise:  the  customer 
in  the  under-developed  country  may  want  outright  the 
capital  to  finance  the  construction  of  a project ; or  the 
customer  may  have  the  capital  in  his  own  currency  but 
does  not  have  the  sterling  which  the  British  manufacturer 
wants  it  paid  in.  As  to  jthe  first,  no  facility  which  has 
recently  been  offered  will  enable  finance  to  be  provided 
from  this  country  over  a period  which  is  necessary  to 
amortise  a large  capital  project.  On.  the  other  hand,  the 
kind  of  cover  which  is  offered  will  in  some  circumstances 
enable  the  customer  to  find  the  sterling  that  we  want  the 
contract  sum  paid  in.  For  example,  he  may  have  seven 
years  to  find  the  sterling  instead  oif  three  years.  It  is 
important  to  make  that  distinctdon. 

5729.  Chairman : You  have  eliminated  in  paragraph  6 
the  classic  possibility  that  the  loan  was  raised  in  the  capital 
market  here,  and  the  manufacturer  bad  no  trouble  about 
it  from  the  point  of  view  of  credit.  Now  you  have 
eliminated,  under  present  E.C.G.D.  policy  cover,  anything 
like  as  long  as  the  period  of  .time  involved  for  the  pur- 
chaser to  pay  out  of  his  own  resources.  Are  there  no 
institutions  in  this  country,  forgetting  E.C.G.D.,  who  are 

prepared  to  provide  the  finance  required? Mr.  Steel: 

Although  banks,  and  possibly  insurance  companies  and 
such  institutional  investors,  might  be  prepared  in  certain 
circumstances  to  advance  money  or  make  loans,  in  fact 
on  long-term  no  one,  as  far  as  we  kno-w,  would  be  pre- 
pared to  do  it  on  this  type  of  business  without  the 
guarantee  through  E.C.G.D.  or  some  other  Government 
institution  that  •fiiey  would  be  paid  on  the  due  date. 

5730.  Professor  Sayers:  Why  must  it  be  by  a Govern- 
ment institution? — Chairman:  What  is  the  difference 
between  this  and  the  tanker  finance  arrangement  under 
which  the  banks  drop  out  first,  the  insurance  companies 
come  next,  and  the  pension  funds  take  the  latest  slice? 

^The  distinction  is  that  the  payment,  in  the  case  of 

the  steel  works  or  the  coke  oven  plant  in  South  America, 
has  to  come  from  Brazil,  the  Argaatine  or  another  South 
American  country ; whereas  ithe  payment  for  the  tanker 
fleet  is  not  dependent  on  the  conditions  in  a specific  over- 
seas territory  with  all  the  political  and  financial  hazards 
attached. 

5731.  Sir  John  Woods:  There  have  been  one  or  two 
cases  where  a bank  has  been  willing  to  lend  for  a period 
to  finance  an  export'  to,  for  example,  Australia,  without 

export  credit? ^I  have  no  personal  knowledge  of  that, 

but  I should  think  it  is  very  probable. 

5732.  I have ; but  in  that  case  I understand  that  the 
bank  themselves,  for  their  own  reasons,  would  not  be 
prepared  to  lend  beyond  seven  years  at  most.  Do  you 

have  any  view  on  that? Mr.  Hinton:  The  banks 

usually  limit  their  lending  for  medium  or  long  term  to 
seven  and  a half  years,  and  insurance  companies  do  not 


like  to  come  in  on  shorter  than  ten  years.  There  is  that 
gap  of  2\  years  at  least. 

5733.  Chairman : That  is  a gap  in  the  suitability  of 

credit  to  particular  lenders? That  is  one  of  the  prob- 

lems. But,  even  if  we  could  cover  the  gap,  we  should 
stiU  have  .to  persuade  E.C.G.D.  to  give  the  iusuraoce ; they 
limit  their  insurance  to  five  years  from  .the  date  of  com- 
pletion, which  is  usually  a period  of  seven  and  a half  to 
eight  years  at  most  from  the  date  of  contract. 

5734.  I am  trying  to  make  out  whether,  without  the 
assistance  of  a Government  agency,  it  would  be  possible 
to  find_  motive  forces  in  our  own  economy  that  would 
face  this,  and  whether  that  is  due  in  fact  to  an  unwilling- 
ness to  take  the  risk,  or  whether  it  is  a term  of  credit 

we  are  not  interested  in  providing? Mr.  Steel:  There 

are  two  things:  first,  there  is  this  gap  of  two  or  three 
years  in  relation  to  the  term  of  credit,  because  the  shorter 
term  is  attractive  to  the  banks  for  technical  reasons  and 
the  longer  term  attractive  to  insurance  companies  or 
other  institutions  for  internal  reasons.  But,  irrespective 
of  that  gap,  we  have  no  reason  to  believe  from  our  ex- 
perience that  there  is  any  number  of  institutions  willing 
to  loan  money  for  this  period  without  cover  from  E.C.G.D. 
That  is  the  second  point.  At  the  moment  E.C.G.D.  cover 
from  the  date  of  signing  of  the  contract  to  five  years 
after  completion  is  about  seven  and  a half  years,  which 
happens  to  coincide,  to  the  best  of  our  information,  with 
the  period  for  which  the  banks  are  prepared  to  lend. 
We  have  no  knowledge  or  experience,  as  far  as  I know, 
what  would  happen-  if  E.C.G.D.  would  guarantee  beyond 
five  years  after  completion,  and  we  had  then  to  go  to 
institutions  and  see  if  we  could  raise  the  money. 

5735.  Sir  John  Woods : Are  not  E.C.G.D.  obligated  on 

that  limit  on  export  credits  to  five  years  from  shipment 
by  agreement  with  other  credit  institutions  in  Western 
Europe? ^Yes.  that  is  so. 

5736.  If  it  could  be  shown  that  purely  from  the  point 

of  view  of  British  manufacturers  exporting  heavy  capital 
goods  it  was  a good  idea  to  extend  ^e  term,  aU  the  other 
credit  insurance  people  would  do  the  same.  Do  you 
think  that  in  those  circumstances  there  would  be  any  net 
gain  to  this  country? Mr.  Hinton:  Not  all  the  coun- 

tries are  members  of  the  Berne  Union.  Countries  like 
Japan  and  America  are  outside  it,  and  I think  ^Igium 
as  well.  Our  main  difficulty  on  this  extended  credit  over 
a period  of  7^  years  comes  from  contracts  backed  by 
the  Ex-Im  Banks  which  go  up  to  ten  or  twelve  years. 
We  have  got  a case  in  point ; the  Japanese  Ex-Im  Bank 
financing  textile  machinery  for  India.  These  people  are 
outside  the  Berne  Union,  and  it  is-  a matter  of  competing 
against  them. 

5737.  How  seriously  do  you  think  this  has  affected  the 

export  market? Mr.  Fiennes:  There  are  very  substan- 

tial works  which  might  be  available  to  this  country  if 
the  credit  were  available, 

5738.  Professor  Cairncross:  Is  it  your  suggestion  that 

capital  would  be  forthcoming  from  this  country? Quite 

frankly  I do  not  know. 

5739.  Does  not  there  imderlie  these  questions  the  issue 
of  how  much  capital  this  country  can  provide  to  foreign 

countries? Mr.  Steel:  We  have  been  trying  to  state 

the  practical  position  from  the  point  of  view  of  the  ex- 
porter from  this  country.  We  are  of  the  opinion  that 
more  business  overseas  would  be  available  if  ffie  British 
riianufacturer  by  one  means  or  other  were  enabled  to 
give  longer  credit  terms.  At  the  same  time  we  are  very 
conscious  of  the  undesirability  of  entering  into  a competi- 
tive race  in  credit  terms  with  the  other  main  manufacturing 
countries  of  the  world.  In  addition^  too,  we  fully  realise 
that  the  amount  of  credit  which  this  country  can  afford  to 
extend  in  the  form  in  effect  of  unrequited  exports  for  a 
substantial  period  of  time  must  be  Ihnited.  We  cannot 
assess  the  importance  of  that  in  the  national  economy  ; 
aU  we  can  do  is  to  point  out  that  there  are  these  practical 
difficulties  from  the  point  of  view  of  a member  selling 
overseas,  and  that  in  our  opinion  manufacturers  would 
be  able  to  get  a larger  volume  of  export  business  of  the 
type  we  are  discussing  if  it  were  possible  to  give  somewhat 
extended  credit  terms. 

5740.  Chairman : A good  deal  of  the  force  of  that 
seems  to  depend  upon  your  theme  that  the  future  level 
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of  exports  in  this  country  depends  increasingly  upon  this 

kind  of  export.  How  much  can  you  enlarge  on  that? 

Not  substantially.  It  is  already  an  important  part  of 
British  exports;  and  it  is  also,  I think,  a matter  which 
is  not  disputed  that  certain  of  the  conventional  type  of 
exports  from  this  country  of  consumer  or  near-consumer 
goods  are  certainly  not  expanding,  and  in  many  cases 
are  diminishing.  We  see  no  likeliood  of  a change  in 
that  trend.  The  obvious  example  is  the  cotton  textile 
industry  of  the  non-specialised  type.  There  may  be  other 
examples  in  some  of  the  more  old-established  forms  of 
chemical  products,  merely  because  of  continuing  increase 
in  local  manufacture  overseas  and  the  gradual  tilling  of 
the  market  by  local  products.  On  the  other  hand,  we  see 
prospects  of  increase,  perhaps  substantial  increase,  in 
novel  products,  and  in  those  engineering  products  where 
the  specialised  and  traditional  skills  of  country  still 
give  a substantial  advantage  over  any  local  manufacturer 
in  the  under-developed  countries.  What  we  have  there- 
fore to  consider  is  our  competitive  position  in  that  type 
of  manufacture  in  relation  to  manufacturers  in  Germany, 
France,  the  United  States  and  so  on.  It  is  in  that  con- 
nection where  possible  competition  in  credit  terms  as 
one  of  the  elements  in  competition  arises.  We  feel, 
although  we  have  no  means  of  checking  this  definitely, 
that  there  is  a chance  of  a substantial  increase  in  the 
volume  of  this  type  of  export. 

5741.  Professor  Cairncross:  Would  it  also  be  possible 
that  a number  of  contracts  have  gone  to  other  countries 
even  at  higher  tender  prices  because  better  credit  terms 

have  been  offered ; in  South  America,  for  example? 

Mr.  Fiennes : I have  heard  it  said  that  that  has  obtained 
in  South  America.  I was  discussing  a case  this  morning 
where  quite  a substantial  contract  was  placed  abroad  at  a 
higher  price  than  the  British  manufacturers  quoted,  be- 
cause credirt  facilities  were  available.  But  I must  admit 
my  information  on  that  subject  has  not  been  extensive. — 
Mr.  Hinton : A very  good  example  of  what  we  have  been 
talking  about  is  the  case  of  India  and  the  three  large  steel 
works  which  were  to  be  built.  The  first  oue  went  to 
Germany  with  good  oredit  terms;  the  second  went  to 
Russia  on  probably  better  credit  terms ; and  we  had  a 
very  big  struggle  to  get  the  third,  which  fortunately  we 
did.  If  we  had  not  been  able  to  give  good  credit  terms, 
and  on  that  not  only  E.C.G.D.  helped  us,  but  the  Govern- 
ment itself,  we  should  probably  have  been  out  of  India 
for  a long  time  in  steel  works.  There  is  going  to  be  a 
fourth  steel  works  in  the  next  five  year  plan ; there  will 
be  extensions  to  these  others.  We  are  at  leasit  competitive 
now  in  that  we  are  in  the  country  If  we  had  not  got 
that  third  steel  works,  we  should  probably  have  been  out 
for  good. 

5742.  Professor  Sayers;  In  the  case  of  the  first  and 
second  which  went  to  other  people,  was  the  British  price 

lower? Mr.  Hinton:  We  were  not  even  approached; 

they  were  selected  contracts. — Mr.  Fiennes:  la  the  case 
of  the  Russian  credit  teruK  .there  are  presumably  political 
implications,  but  it  would  be  wrong  to  ignore  them,  be- 
cause they  are  likely  to  be  with  us  for  some  time  and 
we  may  have  to  consider  what  to  do  about  it.  What 
we  know  about  the  Russian  teims  for  this  steel  works 
as  compared  wth  the  kind  of  terms  given  in  this  country 
really  adds  up  to  this : the  Russians  asked  for  no  down 
payments  at  all,  and  on  each  consignment  of  machinery 
delivered  c.i.f.  Indian  port  credit  was  raised  for  the  value 
of  that  machinery,  repayable  in  twelve  annual  iostalments 
carrying  interest  at  the  rate  of  2i  per  cent.  There  is  no 
reason  to  doubt  that  that  is  substantially  true.  On  our 
side,  on  the  other  hand,  on  a total  f.o.b.  sterling  value 
of  roughly  £50  million,  Her  Majesty's  Government  gave 
a direct  loan  of  £15  mHlion  and  a consortium  of  London 
banks  gave  a seven  year  credit  for  another  £11^  million, 
making  £26^  million  altogether.  Thus  rougUy  half  the 
value  was  able  to  be  financed  over  seven  years  (as 
opposed  to  twelve)  with  interest  at  I per  cent,  above  Bank 
Rate,  as  com'pared  with  2i  per  cent.  I think  that  kind  of 
comparison  should  be  noted,  though  I am  not  suggKting 
we  should  put  ourselves  into  a position  to  beat  the  Russian 
tenns. 

5743.  Sir  John  Woods:  You  have  been  discussing  this 
rather  m terms  of  competitive  advantage  as  agaiust  other 
people,  and  particularly  in  terms  of  getting  nearer 
to  matchii^  the  sort  of  terms  which  the  Export-Import 
Banks  ®ve.  Do  you  think  there  is  anything  in  the  argu- 


ment that,  if  credit  tmns  for  these  long-life  capital  goods 
were  extended  to  something  like  fifteen  years,  or  ten  years 
which  woifid  be  better  than  nothing,  there  would  be  ad- 
vantage all  round,  .in  that  more  schemes  would  come 
from  other  under-developed  countries  which  would  other- 
wise not  come  forward  at  al? Mr.  Steel:  Yes,  I thmtr 

that  there  would  ibe  a greater  rate  of  economic  develop- 
ment in  the  under-developed  territories  if  they  were  able 
in  effect  to  raise  money  more  readily.  To  a certain  extent 
at  least  the  rate  of  their  development  must  depend  on  the 
avaiiability  of  finaiice  and  not  by  any  means  exclusively 
on  the  availaibility  of  technical  help  or  technical  sOdills  in 
the  countries  coocemed.  We  do  feel,  therefore,  that  to 
some  extent  at  least  the  mwe  rapid  development  of  &ese 
countries,  added  and  sustained  in  this  way,  would  he  ^ 
medium  and  long-teilm  benefit  to  the  exporters  of  otiier 
goods  from  this  country.  There  must  be  in  many  cases 
instances  where  tiie  installation  of  certain  forms  of  primary 
plant,  whether  they  happen  to  be  power  stations,  glass- 
works, or  anything  like  that,  will  give  rise  in  a very  short 
period  of  time  to  exports  from  this  country  of  tire 
materials  that  those  factories  will  require.  In  addition, 
too,  we  get  at  least  the  srteady  flow  of  spare  part  orders 
and  replacements,  and  flirough  standardisation  of  equip- 
ment a certain  likelihood  of  continuing  business  in  the 
same  line  of  country. 

5744.  You  said  that  some  advantage  of  this  kind  would 
come  from  their  ibeing  able  to  borrow  more  readily.  It 
is  not  only  being  able  to  borrow  more  readiliy  but  being 
able  to  borrow  on  terms  which  enaitde  them  to  amortise 

the  money  they  raise  over  the  real  life  of  the  asset? 

Yes. 

5745.  Professor  Cairncross:  Cannot  all  of  these  coun- 

tries borrow  from  the  International  Bank  for  Reconstruc- 
tion and  Development  on  terms  more  favourable  than  they 
could  from  us? Mr.  Steel:  I think  that  the  Inter- 

national Bank  does  not  make  loans  to  individuai  com- 
panies or  private  enterprises,  but  only  to  governments  and 
with  a government  guarantee. — Mr.  Fiennes:  And  con*, 
tracts  have  to  be  jmt  out  to  tender,  I think. — Lord  Har- 
court:  To  competitive  tender.  The  International  Bank 
win  lend  to  .the  individual  company,  but  requires  a govern- 
ment guarantee. 

5746.  Professor  Cairncross:  The  rate  of  interest  may 

now  'be  rather  an  important  factor  then? Yes. 

5747.  Do  you  find  that  at  current  rates,  even  where  the 
credit  could  Ibe  made  available,  this  has  some  influence  on 

the  source  of  country  of  supply? Mr.  Hinton : I have 

not  had  any  direct  experience  of  that ; but  my  own  com- 
pany was  tendering  for  a very  big  plant  in  Italy  and  our 
terms  of  credit  were  at  Ihe  time  quite  attractive,  based  on 
7i  years,  but  we  did  hear  that  lower  rates  of  interett 
were  quoted.  Unfortunately  the  Bank  Rate  went  up  to 
7 per  cent,  during  the  negotiations  and  the  rate  of  interest 
was  geared  to  Bank  Rate ; the  contract  is  in  abeyance, — 
Mr.  Fiennes : Ftchti  my  experience  I think  that  we  prob- 
ably lost  more  jobs  due  to  the  credit  term  being  a little  bit 
shorter  than  the  Germans  can  offer  than  to  their  rates  of 
interest  being  lower ; in  one  way  or  another  the  Germans’ 
usual  arrangements  were  more  flexible.  We  lost  a large 
job  in  Portugal  recently  because  of  the  seven  year  limit 
on  the  credit  guarantee  (seven  years  from  the  signing  of 
contracts) ; there  is  a lot  of  evidence  to  show  that  the 
German  arrangements  in  fact  added  up  to  ten  years,  and 
that  was  more  decisive  in  the  minds  of  the  Portuguese 
than  the  rate  of  interest.  It  was  said  that  in  this  particular 
case  the  Germans  were  associated  with  a Belgian  con- 
cern ; the  Belgians  are  not  parties  to  the  Berne  Union. 
Wo  endeavoured  to  counter  it  by  splitting  the  contract 
into  two  stages,  but  without  success.  We  regarded  lie 
credit  arrangements  here  as  rather  inflexible  in  the  circum- 
stances. 

5748.  Professor  Sayers:  You  have  joist  givem  a German 
ffitample  ; but  the  Germans,  like  us,  have  had  rather  high 
interest  rates  and  interest  rates  would  not  be  a factor 
makinig  stron/g  difference  in  competition.  If  you  took  a 
con^arison  with,  say,  the  United  States,  would  yon 

^swer  the  questdon  a bit  differently? Yes  ; but  I think 

it  wooild  not  be  a comprehensive  answer ; in  the  par- 
ticular case  I have  in  mind,  the  Tata  Iron  and  Steel 
Company,  which  went  to  an  American  concern'  on  an 
Inteniational  World  Bank  loan,  the  interest  rates  were 
similar,  but  in  fairness  we  should  say  .the  term  was  very 
raiudh  longw ; and  the  Americans  offered  to  do  this  job 
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very  quickly  indeed,  far  more  quickly  than  we  could  in 
the  circumstances.  The  answer  to  your  question  is  not 
clear  cut,  I am  afraid,  because  there  are  often  other 
factors. 


5749.  Chairman : In  paragraph  9 1 think  the  main  theme 
is  thait  you  want  a comimon  policy  among  the  banks  in 
dealduig  with  finance  in  ithis  -wa-y.— Professor  Sayers : Do 

you  dMke  competition  in  banking? Mr.  Hinton : This 

land  of  business  is  oomparaitively  new,  I tbinlr,  in  bank- 
ing oird.es.  In  the  last  three  or  four  years  several  banks 
(one  in  particular  and  others  folowang)  have  been  rather 
edUghtened,  from  the  manufacturers’  point  of  view,  and 
have  given  aU  the  assistance  necessary.  Other  banks  have 
imt  seen  their  way  to  view  it  in  the  same  light ; possibly 
they  feel  that  they  can  make  as  much  money  by  investing 
money  elsewhere.  Jf  there  is  going  to  be  an  increase  in 
this  form  of  credit  given  by  the  joint  stock  banks  it  seems 
to  us  that  there  may  come  a point  where  dt  may  be  the 
enlightened  banks  who  have  to  go  on  iacreasing  credit. 
We  felt  that  it  would  be  better  if  there  were  some  common 
pohcy  amongst  joint  stock  banks,  so  “fiiat  they  would 
share  the  'business  proportionateliy,  or  if  there  was  some 
me^  of  gefting  together  on  some  kind  of  common 
po^.  We  can  see  the  day  arisdng  when  no  more  money 

be  available  to  us,  even  though  one  or  two  banks 
have  been  willing  to  lend  us  the  money. 

5750.  Chairman : A common  policy  might  drag  you 

back  rather  than  push  you  foiward? Mr.  Fiennes : Only 

in  so  far  as  there  was  a common  policy  not  to  lend. 

5751.  Professor  Cairncross\  This  is  really  a pdous  hope 
aat  all  banks  will  catch  up  with  the  enlightened  ones?— 
Chairman-.  You  have  found  sympathetic  help  from  cer- 
tain banks  but  have  not  found  other  banks  ready  to  come 

into  this  field? Mr.  Hinton : I do  not  tb.inlf  that  the 

element  of  competition  comes  into  it,  because  interest 
rates  must  be  geared  to  the  bank  rate ; there  cannot  be 
much  adjustment  there. 


5752.  Professor  Sayers : If  the  banks  were  free  from  the 
present  governmental  oontwd  of  thdr  running,  woitid  you 
not  expect  your  ends  to  be  served  better  by  competitive 
banks,  witti  a wiUmgness  on  your  part  to  tranrfer  your 
custom  to  the  bank  which  showed  the  greatest  disposition 
to  be  enteipi^ng  m this  field?  I find  it  awfuly  difficult 
to  swaHcw  from  you  these  compl^ts  against  private 

ent^nse? Mr.  Hinton : I think  that  the  enlightened 

baaks  are  at  an  advantage,  in  that  they  are  more  likely 
to  atoact  c^er  types  of  business.— Mr.  Fiennes:  I think 
that  the  ,pomt  is  really  this  : sometimes  in  the  commercial 
world  OTe  is  asked  at  rather  short  notice  whether  credit 
could  be  provided.  One  does  not  want  to  be  in  a position 
where  one  h«  to  go  round  the  city  hat  m hand  finding 
out  if  anybody  will  produce  the  money.  One  wants  to 
know  whether  there  is  a policy,  and  whether  the  banks 
are  wnirag  to  lend  money,  without  having  to  go  round 
to  find  it. 


5753.  The  banks  told  us  in  evidence  that  it  is  open  to 
bigness  men  to  transfer  thdr  accounts  from  one  to  the 
other.  It  would  seem  from  their  evidence  that,  apart  from 
the  recent  credit  squeeze  conditions,  an  induetiialist  was 
perfectly  free  to  switch  his  custom  to  the  bank  that  by 

and  large  gave  Mm  the  best  service.  Is  not  that  so? - 

Mr.  Hinton:  In  theory,  yes  ; but  there  are  practical  diffi- 
cuWies.  If  you  have  been  used  to  one  bank  for  a long  time 
and  they  knmv  your  system  it  is  not  quite  as  easy  to 
switch  from  that  bank  to  anotiier. 


5754.  Sir  Reginald  Verdon  Smith : In  paragraph  9 you 
refer  in  ratiier  complimentary  terms  to  Air  Finance  Ltd. 
Does  that  provide  a precedent  that  you  regard  as  desirable 
in  oth«r  directions?— — I do  not  know  the  actual  workings 
of  it,  but  in  theory  I think  something  like  that  would  be 
very  usetM.  But  to  be  of  any  use  a consortium  or  cor- 
poration Mke  that  would  have  to  be  wel  capitalised ; it 
would  run  into  many  tens  of  miltioTis  it  would  have'  to 
have  large  funds  or  guarantees  available,  wMch  would 
ultimately  have  to  come  from  the  insurance  companies  or 
joint  stock  banks. 


5755.  You  say  that  “ the  manufacturer  is  entitled  to 
expect  that  raising  finance  for  exports  should  be  expedi- 
tious ”,  and  so  on,  and  “ should  not  prejudice  his  ability 
to  quote  firm  prices  to  his  customers.”  'What  point  had 

you  in  mind  there? Mr.  Hinton:  By  firm  prices  we 

mean  fixed  prices  plus  escalation  clauses,  biased  on 
statutory  increases  in  labour  and  material  costs.  We 


oannot  quote  a firm  price  because  we  do  not  know  what 
IS  gomg  to  be  the  rate  of  interest  ri^t  through  the  con- 
tract period,  since  the  interest  rate  chargeable  would  be 
tied  to  Bank  Rate. — Mr.  Steel:  We  cannot  offer  a definite 
rate  of  interest  for  credit;  we  are  obliged  to  quote  a 
rate  of  int«-est  wMch  is  tied  to  Bank  Rate. 

5756,  Sir  Oliver  Franks:  That  could  readily  be  altered, 

but  might  be  more  expensive? Mr.  Hinton:  I have 

had  tile  experience  of  trying  a bank  on  a fixed  rate  of 
interest  o.ver  a period:  they  would  not  play.— Professor 
Sayers:  You  want  more  time  to  go  to  anothra-  bank 
tiiat  will  play. 

^757.  Chairman:  The  representatives  of  the  Discount 
Market  Association  said  to  us  that  they  would  be  in  this 
business  of  long-term  financing  quite  readily,  if  the  out- 
standing debts  created  pooduced  a negotiable  instrument. 

Have  you  given  thought  to  that? Mr.  Steel : We  have 

not  entered  into  the  technicalities  of  the  banking  position, 
Mcause  we  had  no  one  dn  a position  to  advise  us  on 
me  points  at  issue.  There  is  one  other  point  wMch  has 
been  represented  to  us : that,  whereas  many  years  ago  a 
customer  was  financed  by  a loan  from  this  country  and 
had  all  the  money  required  to  pay  his  bills  on  tiie  due 
dates,  we  have  now  got  away  from  that  to  the  point 
where  in  certain  cases  the  customer  is  financed  from  this 
end  by  accepting  houses  or  others  who  are  prepared  to 
guarantee  his  payments  subject  to  E.C.G.D.  background 
guarantees.  We  are  informed  that  there  has  been  a 
tendency  recently  for  the  E.CX5.D.  so  to  conduct  their 
business  as  to  make  the  manufacturer  here  the  real 
borrower,  and  not  the  customer  overseas.  That  is  a point 
which  has  given  rise  to  substantial  difficulty  in 
many  cases,  because  of  the  Umitatioa  of  the 
borrowing  powers  of  the  manufacturer.  His 
position  might  be  excellent,  he  might  be  wholly 
reputable ; but  he  might  have  some  previous  loan  charge 
which,  limited  the  total  amount  of  his  borrowings  from 
other  sources.  In  a case  like  tiiis  he  may  well  be  faced 
with  an  opportunity  of  doing  business ; he  may  get  cover 
from  the  E.C.G.D. ; he  could  go  to  a bank,  but  he 
has  to  borrow  and  it  would  take  him  outside  his  borrow- 
ing powers  ; so  he  has  regretfully  to  abandon  the  project 
completely. 

5758.  Professor  Sayers:  'Whm  the  purohasetr  used  to 
do  the  borrowing,  he  often  had  to  pay  very  high  rates  of 
interest  indeed,  md  he  could  sometimes  gef  no  more 
money  at  any  ^ice.  What  you  seem  to  be  conveying  is 
that  it  is  scanetimes  difficult  to  get  mois  capital  for  these 
purposes,  and  that  a high  price  has  to  be  paid  in  this 
country  for  that  capital.  Is  that  not  what  it  comes  to? 

Mr.  Hinton : No,  I do  not  think  so.  oppose  that 

some  companies  are  quite  willing  to  undertake  to  carry 
out  a contract  for  a job  in  Brazil ; if  the  only  way  in  which 
tiiey  can  be  financed  for  that  job  is  by  borrowing  them- 
selves, with  background  guarantee  from  E.C.G.D.,  then 
they  may  well  go  .beyond  the  limit  of  thek  borrowing 
powers. 

5759.  Professor  Cairncross:  This  goes  back  to  the 
question  I put  to  you  much  earlier  when  I asked  if  more 
capital  was  requked  by  British  firms  in  meeting  a foreign 
^tract.  Are  you  not  now  putting  to  us  that  the  firm 

is_  put  to  the  limit  of  its  'borrowing  capacity? Mr. 

Fiennes:  That  is  what  I meant  to  try  to  answer,  when 
I said  that  in  normal  times  it  did  not,  subject  to  things 
which  had  been  happening  very  recently.  To  quote  an 
actiial  case:  my  company  have  a contract  at  the  moment 
in  Spain  with  a firm  which  said  it  wanted  some  credit, 
not  because  it  had  not  money  in  pesetas,  but  bemuse 
it  oould  not  raise  the  sterling  in  time.  With  the  balp  of 
an  E.C.G.D.  guarantee  a cash  advance  facility  was 
arranged.  The  terms  of  this  are  in  effect  that  the  manu- 
facturer sends  his  claims  for  payment  to  the  lender,  and 
the  customer  repays  over  a period  o£  years.  E.C.G.D. 
guarantees  that  to  the  extent  of  85  per  cent,  the  banks 
having  rwourse  to  m for  the  15  per  cent,  of  the  credit 
outetanding  at  any  .time.  That  has  been  operating  quite 
satisfactorily ; similar  contracts  have  been  done  in  many 
countries.  E.C.G.D.  have  now  suddenly  reversed  tiiis 
We  have  miother  inquiry  from  Spain  at  the  moment  from 
a very  big,  substantial  company  for  a similar  large  con- 
tact worth  £1  milliosn.  We  went  to  E.C.G.D.  and  said : 

“ Will  you  insure  a cash  advance  facility  similar  to  these 
other  cases?”  They  said:  “No;  we  will  not  do  that 
now  ; you  have  to  borrow  the  money  this  time.  The  way 
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wbKb  I!  wOl  work  is  this:  you  must  ask 
for  promtwxy  notes,  and  we  will  guarantee  tlim  to 
otenTrf  S5  per  cent ; but  our  gu^an^  swH  not 
3iS>e  uni  tS  goods  have  been  shipped  and  accepted 
by^  csatoener.*'  As  to  what  acceptance  n^s  m thu 
^lat  I do  not  know ; on  strict  inl«pretatioQ  it  pora- 
“ when  the  goods  are  erected  and  rea^ 
work  ■■  It  means  in  any  event  that  we  shall  n^  be 
aMe  to  discount  these  jwOTiissory  notes  untU  the  goods  are 
shfsecd  and  po«ibly  not  until  a year  later.  So  we  said 
to  KcG  D • “ We  cannot  do  this  contract  without  progress 
rnymcms  . our  financial  structure  is  set  ^ on 
1^  cuM.'fTwr  pays  as  we  incur  expenditure.  So  E.C.G.D. 

••  We  w^  give  you  a pre-shipment  payment  policy 
.n  addtion  to  the  credit  policy  ; you  take  that  to  b^k 
and  they  will  advance  you  the  money  you  want.  We 
went  to  the  bank  : the  bank  said:  “We  are  sony;  we 
are  short  at  the  moment."  In  fact,  if  we  are  paid  25  per 
cent,  before  shipment  and,  say,  10  per  cent,  is  left  tUI 
the  end  trf  the  retention  period,  we  are  going  to  want 
£650.000.  which  we  have  got  to  b«row  to  execute  that 
eootracl.  We  cannot  do  it,  because  we  should  greatly 
exceed  our  borrowing  powers  if  we  did ; it  would  be 
tmpouthic  for  us  to  borrow  that  money  from 
the  bank.  So  the  thing  goes  round  and  round.  I 
have  had  to  say ; “ If  we  cannot  go  back  to  a cash 
advance  facility  we  shall  simi^y  ha-re  to  write  to  the 
riMtomer  and  say  we  cannot  do  it."  We  have  tried 
K>  find  differeot  conditions,  but  we  still  cannot  get  it. 
I think  Um  is  almost  the  most  important  thing  that  has 
happened  rKoitly  in  regard  to  finance  sports.  Seven 
year  credits  on  capital  goods  c<m  tracts  whidi  represent 
a high  proponioa  of  a company’s  armiial  turnover  just 
cMUMt  it  uadertaken,  because  the  finance  esmot  be  d^t 
wiili  in  diat  way. — Mr.  Hinton : I entirely  agree.  I 
think  tfus  is  a moM  important  and  distressing  change 
■I  E.C.G.D.  pe&cy.  It  seems  to  have  arisen  in  1957.  We 
cannot  laida-staod  why  they  have  changed  over  from 
the  cash  advance  faciity,  which  -was  very  ^ple  to 
operate,  and  cheap  from  the  borrower’s  point  of  view, 
became  he  only  paid  interest  on  his  day  to  day  balances. 
We  do  not  understand  why  they  have  changed  the  prin- 
erpie.  They  have  given  an  odd  reason:  something  to 
do  With  the  fact  that  under  the  banker’s  unconditional 
guaraalee  they  are  not  allowed  to  withdraw  their  insur- 
ance at  any  tune.  If  they  can  withdraw  their  insurance 
«a  tie  proBjBSory  notes,  that  in  itself  is  rather  disturb- 
ing from  the  nunufacnirer’s  point  of  view;  he  after  all 
a the  ^ower  in  this  case.— Mr.  Fiennes  : We  take  the 
view  that  it  u not  our  business  to  borrow  this  money ; 
»e  we  in  buimess  as  engineers,  not  as  finance  houses. 
He  have  had  to  take  a financial  risk  and  accept  some 
r^ourse  i*e  have  accepted  that  to  a reasonable 
^ pledge  your  company 

S CMTIMUS  sums  <rf  money  is  quite  out 

business,  and  is  rendering 
export  buuneis  of  this  kind  impracticable.  * 

57^.  ChairmM:  This  means  that  you  guarantee  the 
^ quite  (dear  Whether 

wants  to  temg 

which  i,  pr-oSTwhSL 

. Tu'  If  you  were  building  a steel 

place  ai  soon  acceptance  would  take 

P«a..e  aj  soon  as  payments  were  made,  with  no  out^and- 


ing  obligations? should  expect  in  more  cases  that 

acceptance  would  be  on  delivery  itself.  The  problem  does 
n(5t  arise  when  building  plants  in  this  country  as  no  long 
term  credit  or  E.C.G.D.  cover  is  involved. 

5161.  Chairman:  Is  “acceptance”  really  quite  an 

appropriate  phrase?  You  get  progress  payments  on  cer- 
tificates, and  then  you  get  agreed  retention  money  at  the 
end,  released  only  a year  after  the  thing  has  been  woik^- 
ing  satisfactorily.  There  is  not  a moment  of  acceptance. 

is  there? Mr.  Fiennes:  It  may  weU  he  that  a device 

could  be  introduced  in  a contract  document,  but  the 
E.C.G.D.  guarantee  is  not  operative  until  the  goods  are 
shipped.— Mr.  Hinton : I do  not  know  whether  that  hap- 
pens in  the  case  of  progress  payments, 

5763.  Sir  John  Woods:  Did  Mr.  Hinton  say  that  under 

an  unconditional  banker’s  guarantee  the  E.C.G.D.  cannot 
withdraw  ±eir  cover,  but  mder  a manufacturer’s  policy 
they  can? ^Yes.  They  can  tell  us,  say,  to  stop  ship- 

ments under  a manufacturer’s  policy. 

5764.  For  any  reason  which  pleasesi  them? Mr. 

Hinton:  Yes,  absolutdy  at  their  discretion. — Mr.  Fiennes: 
They  put  it  into  each  contract,  hut  I have  never  known 
it  happen.  Presumably  -they  could  only  do  it  in  the  event 
either  of  the  customer  geting  insolvent  or  there  being  diffi- 
culties limiting  it— Mr.  Hinton:  Those  would  probably 
be  the  reasons ; we  have  had  this  very  problem. 

5765.  Sir  John  Woods : You  say  at  the  end  of  paragraph 
9 ; “ the  trraid  of  the  country’s  export  itrade  seems  increas- 
ingly likely  to  require  some  new  initiative”.  I take  it 
that  ffiat  refers  to  the  general  considerations  mentioned 
in  paragraph  5 ; you  are  not  thinking  of  some  special  initia- 
tive to  look  after  pressures  on  the  export  trade  that  may 

arise  in  1958? Mr.  Steel:  No;  that  refers  to  the  long 

term  trends. 

5766.  Chairman:  Y-cm  are  dealing  in  paragra^  10  with 
the  special  situation  of  the  civil  engineering  contractor? 

^Yes.  Since  this  was  written  we  have  been  informed  that 

the  special  posatioa  of  the  civil  en^neering  contractor  is 
being  put  forward  in  separate  evidence.  We  had  no 
chance  of  excluding  at  from  this  document,  but  we  feel 
that  it  would  be  much  better  for  the  specialists  in  that 
rather  unusual  industry  to  make  their  own  case  ; we  have 
not  a specialised  knowledge  of  it. 

5767.  Are  there  any  other  questions  on  this  export 

paper? Lord  Harcourt:  At  the  end  of  .paragraph  8 are 

you  there  making  a positive  recommendation  for  the  in- 
stitution in  this  country  of  an  Ex-Ikn  bank?: Mr.  Steel : 

No.  A numbM-  of  mranbers  of  the  FH.l.  feel  it  desirable 
to  mention  the  existence  of  the  Export-Import  Banks  in 
this  connection,  and  some  of  tile  possible  implications ; 
but  there  is  a wide  variation  of  opinion.  There  is  no  com- 
mon view  as  to  the  desirability  or  otherwise  of  a similar 
institution  in  this  country.  It  would  be  not  unfair  to  say 
that  a substantial  view  is  that  it  would  be  better  to  utilise 
existing  facilities  more  fully  and  to  improve  those  exist- 
ing facilities,  ratiier  than  at  tiiis  time  to  start  a new  institu- 
tion. I am  speaJdiig  without  any  statistical  background  on 
this,  but  that  is  my  impression  of  the  majority  view.: — 
Mr.  Hinton : The  only,  advantage  of  something  similar  to 
that  would  be  to  cover  this  gap  of  24  years  to  which  we 
referred  [cf.  Qns.  5732-34].  There  does  not  seem  any 
other  means  of  covering  it  at  the  moment. 

Chairman : Then  I think  that  completes  our  questions 
on  your  memoranda.  We  are  much  obliged  to  you  for  the 
help  you  have  given  us. 


(Adjourned  until  Thursday.  20th  March.  1958.  at  11  a.m.) 
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MINUTES  OF  EVIDENCE  TAKEN  BEFORE 


THE  COMMITTEE  ON  THE  WORKING 
OF  THE  MONETARY  SYSTEM 

TWENTY-THIRD  DAY 

Thursday,  20th  March,  1958 


Present: 

The  Rt.  Hon.  the  Lord  Radcliffe,  G.B.E..  Chairman 


Professor  A.  K.  Cairncross,  C.M.G. 

The  Rt.  Hon.  Sir  Oliver  Franks,  G.C.M.G.,  K.C  B 
C.B.E. 

The  Viscount  Harcourt,  K.C.M.G.,  O.B.E. 

W.  E.  Jones,  Esq.,  O.B.E.,  (Questions  5851  to  6086  only). 
Professor  R.  S.  Sayers,  F.B.A. 


George  Woodcock,  Esq,,  C.B.E.  (Questions  5768  to 
5922  only). 

Sir  John  Woods,  G.C.B.,.  M.V.O. 

Mr.  R.  T.  Armstrong,  Secretary 
Mr.  G.  Pbnrice,  Statistical  Adviser 


Chairman,  Accepting  Houses  Committee,  and  a Managing  Director,  Baring  Brothers  & Co. 
Ltd.,  A^rotre  MACKINNON,  Esq.,  D.S.O.,  M.C.,  T.D.,  Deputy  Chairman,  Accepting  Houses  Committee,  and  Chairman,  Brown 
Shipley  & Co.  Ltd.,  and  J.  V.  Macartney-Filgate,  Esq.,  M.C.,  T.D.,  a Managing  Director,  Lazard  Brothers  & Co  Ltd. 
representing  the  Accepting  Houses  Committee,  called  and  examined. 


5768.  Chairman : We  have  all  read  your  memorandum*, 
and  are  most  grateful  to  you  for  the  careful  preparation 
that  has  gone  into  it.  I should  like  to  work  through  it, 
taking  the  questions  as  they  arise.  I would  like  you  to 
enlarge,  if  you  would,  on  ithe  Committee  ilsdf  aud  how 
it  came  to  he  formed.  There  are  seventeen  members.  Is 
the  qualification  for  membership  really  determined  by  the 
fact  -that  a member’s  accqptances  are  available  for  discount 

ait  the  Bank  of  Bn^and? Sir  Edward  Reid : Yes ; their 

acceptances  can  then  be  discounted  at  fine  rates  in  the 
market. 

5769.  Has  it  always  consisted  of  the  same  seventeen 

members? No.  It  started  on  the  5th  August,  1914. 

A meeting  was  called  rather  hurriedly  in  the  office  of 
Frederick  Huth  & Co.  and  the  representatives  of  twenty 
accepting  houses  met  in  order  to  agree  on  a uniform  pro- 
cedure for  handling  the  probleins  Of  the  moratorium  that 
had  just  been  declared.  A oomimittee  of  six  was  formed 
then  to  deal  with  that ; it  was  called  the  Accepting  Houses 
Committee,  and  out  of  that  the  present  Committee  has 
developed.  It  continued  to  deal  with  -the  practical  prob- 
lems of  such  things  as  Trading  with  the  Enemy  Regulations 
and  matters  of  .that  kind  in  the  early  part  of  the  1914-18 
war,  and  it  continued  in  existence  in  a rather  informal 
and  desultory  way,  now  and  .then  handling  one  mattar 
or  another  which  was  of  interest  to  accepting  hoiKcs. 

It  was  not  really  until  1936  that  two  things  happened 
which  gave  it  a more  .positive  existence.  The  first  thing 
that  happened  was  that  the  British  Govemmeni-  instituted 
a clearing  for  trade  and  payments  between  this  country 
and  Spain.  In  1934  the  Government  had  introduced  legis- 
lation giving  itself  the  power  .to  introduce  clearing 
arraugMuents.  The  reason  why  that  was  introduced  was 
that  Germany  had  declared  a transfer  moratorium  and  the 
British  Government  had  ontearvened  to  try  to  get  justice 
for  British  creditors  and  tradersi ; the  negotiations  were 
then  going  very  badly,  and  it  was  thou^t  tiiat  they  Tn,ight 
break  down  in  which  case  a clearing  would  have  been 
instituted.  As  it  turned  out  that  proved  unnecessary  ; but 
two  years  later  a clearing  was  intr^uced  for  ^ain.  The 
essence  of  a clearing  ds,  of  course,  that  ffie  proceeds  of 
imports  from  the  country  in  question  to  this  country 
get  put  into  an  account  and  used  to  pay  debts  or  to 
pay  our  oiporters  to  that  country.  For  that  it  is  necessary 
to  know  what  the  debts  are.  There  were  a certain-  number 
of  banking  claims  on  Spain,  and  the  Accepting  Houses 
Committee  represented  the  accepting  houses  for  providing 
information  about  those  claims.  It  was  found  that  the 
banking  daims  could  not  be  dealt  with  in  the  framework 
of  the  trade  clearing,  and  special  arrangements  had  to  be 
made.  The  Accepting  Houses  Committee  became  officially 
the  liaison  between  the  Government  and  the  accepting 
houses  for  ibis  purpose.  I had  been  appoiinted  a memiber 
of  the  Cleaning  Otogs  Advisory  Coimmd'tlt'ee  when  Jibe  Aot 
was  passed,  and  so  I became  involved  in  these  Spanish 
anranigememits,  and  accordingly  it  was  on  that  occasdon 
* Memoranda  of  Evidence  Part  VI  No.  1. 


that  I was  invited  to  become  a member  of  the  Accepting 
Houses  Committee. 

The  other  thing  that  haj^ned  was  that  this  Committee 
had  had  a more  or  less  informal  existence  In  the  office 
of  Frederick  Huth  & Co.,  and  a member  of  the  staff  of 
Frederick  Huth  had  been  its  secretary.  In  1936  Frederick 
Huth  gave  up  business  and  the  Committee  had  then  to 
take  an  office  of  its  own  and  engage  staff.  Thus  it  became 
a body  with  a separate  organisation,  and  Mr.  Houseman, 
who  had  ibeen  the  secretary  since  its  inception  when  on 
the  staff  of  Frederick  Huth,  basame  the  secretary. 

Then  there  came  the  outbreak  of  war  and  the  bringing 
in  of  exchange  control  regulations.  A great  desd  of 
the  day  to  day  administration  of  the  exchange  regulations 
was  entrusted  to  the  banking  oommunity  and  to  the  accept- 
ing houses.  'Wha.t  came  out  of  that  was  that  membership 
of  the  Accepting  Houses  Committee  meant  that  one  was 
automatically  an  authorised  dealer  in  foreign  exchange, 
and  the  stamping  of  Form  E.1  relating  to  sterling  transfers, 
which  was  an  dimportaiiit  part  of  ffie  exchange  control 
regulations,  was  entrusted  to  us  as  well  as  to  the  clearing 
banks.  At  that  Itiime  and  for  that  purpose  the  list  of 
members  was  revised ; some  houses  wbidi  had  given  up 
or  practically  given  up  active  business  dropped  out,  and 
one  or  -two  other  houses,  who  had  never  joined  the 
Committee  before  because  they  had  not  happened  to  be 
involved  in  any  of  the  probleins  handled  by  .the  Com- 
mittee, joined  it.  That  was  in  1940,  so  ItOaat  then  die 
Committee  ibeoame  fully  representative  of  all  tihe  accept- 
ing bouses  doing  active  business. 


When  we  took  an  office,  engage  staff  and  all  the  rest 
ithere  were  discussions  as  to  whether  we  ou^t  not  to 
draw  up  some  rules,  or  a oonstitutcion.  After  discussion 
we  came  to  the  conclusiiou  we  ooiild  get  on  very  w&U 
without  any,  and  so  we  have  no  written  rules  at  all. 


5770.  Have  any  firms  joined  since  1940? ^Yes. 

Antony  Gibbs  & l^ns  in  1946,  Arbuthn-ot  Latham  & Co. 
Ltd.  and  S.  Japhet  & Co.  Ltd.  in  1952,  and  most  recently 
S.  G.  Warburg  & Co.  Ltd.  a year  ago ; when  they  took 
over  Seligman  Bros,  who  are  already  members,  but  they 
themselves  bad  to  be  elected  as  members. 

5771.  Is  there  any  system  for  a regular  review  of  mem- 
bership? I suppose  it  would  be  very  important  for  any 
one  doing  or  wanting  to  do  accepting  business  that  his 
acceptances  should  be  taken  by  the  Bank  of  England? 

One  does  not  join  the  Committee  in  order  to  have 

one’s  acceptances  taken  by  the  Bank  of  England.  It 
happens  the  other  way  round:  the  acceptances  have  to  be 
taken  by  the  Bank  of  England  before  there  is  any  question 
of  joining  the  Committee. 

5772.  If  they  are  taken,  is  one  automatically  eligible 

to  jom  the  Committee? ^No  ; we  are  our  own  masters 

I should  ttodnk  that  toe  two  would  go  together  but  nobody 
can  become  a memiber  of  the  Accepting  Houses  Committee 

we  ©ledt  him.  I have  no-  doubt  that  we  and  the 
Bank  of  England  would  fedl  the  same  way. 
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5773.  Are  there  any  firms  doing  acceptance  business 
whose  acceptances  are  taken  by  the  Bank  but  who  do  not 

belong  to  your  Committee? ^You  would  have  to  ask 

the  Bank  of  England  whose  acceptances  they  take ; I 
would  not  necessarily  know  that.  But  there  are  many 
other  houses  who  accept  bills.  There  are  some  very  well 
known  and  highly  regarded  merchant  firms  accepting  bills 
to  finance  their  own  business.  There  is  no  restriction  on 
accepting  bills ; question  is  whether  one  can  find 
somebody  to  <hscount  them. 

5774.  I rather  had  the  impression  from  the  opening 
of  your  memorandum  that  in  fact  any  accepting  house 
whose  acceptances  are  taken  by  the  Bank  would  be  more 

or  less  automatically  a member  of  the  Committee? 

Naturally  we  would  want  them  in  because  we  want  our 
Oommittee  to  be  representative ; but  'before  any  new  mem- 
bare  come  tin  ithere  are  private  talks  with  the  Bank  of 
Eugland.  Are  you  really  asking  whether  we  might  hold  a 
view  different  from  the  Bank  of  England? 

5775.  I was  asking  to  see  whether  such  a situation  had 

ever  arisen? ^It  never  has;  and  I should  say  that 

conditions  would  have  to  change  very  materially  before 
that  ever  did  happen.  But  in  fact  we  should  have  to  sit 
round  the  table,  and  elect  a new  member ; we  always 
have  done  that. 

5776.  In  paragraph  3 you  refer  to  “ dutiw  or  respon- 
sibilities entrust^  to  the  clearing  banks  (with  the  privi- 
leges which  those  duties  or  responsibilities  may  carry  wifii 
them)  ” being  equally  entrusted  to  members  of  the  Accept- 
ing Houses  Committee.  What  have  you  in.  mind  on  that: 

the  helping  with  exchange  control  regulations? ThCTe 

are  three  things:  (1)  we  are  authorised  dealers  in  foreign 
exchange;  (2)  we  are  authorised  depositories  of  bearer 
l^ds ; and  (3)  we  are  exempted  dealers  imder  the  Pre- 
vention of  Frauds  Act,  Those  three  privileges  come  auto- 
matically to  members  of  the  Accepting  Houses  Com- 
mittee, but  at  presfflit  none  of  those  really  means  any- 
thing, because  the  list  of  authorised  depositCffies_  and 
exempted  dealers  is  far  wider  than  the  membership  of 
our  Committee.  At  the  outbreak  of  war  it  meant  some- 
thing, but  with  the  general  liberalisation  of  the  adminis- 
tration of  exchange  control  the  list  has  become  very  much 
wider,  and  any  house  which  might  qualify  to  join  the 
Conunittee  in  future  woiffd  undoubtedly  be  all  these  things 
already. 

5777.  How  do  you  categorise  the  duties? ^As  autho- 

rised dealers  m foreign  exchange  we  have_  to  see  that  the 
rules  are  kept.  One  is  enabled  to  authorise  this,  that  or 
the  other ; but  we  have  to  be  quite  sure  that  we  are  in 
fact  authorised  to  authorise  anything  we  do  authorise. 
In  the  foreign  exchange  field  there  has  to  be  the  least 
possible  dislocation  and  business  has  to  be  decentralised  ; 
the  banking  community  has  to  be  trusted  to  see  that  the 
control  is  carried  out,  and  carried  out  efficiently.  The 
members  of  the  Accepting  Houses  Committee  have  those 
duties. 

5778.  Professor  Sayers:  You  draw  our  attention  to  the 
fact  that  accepting  houses  are  not  by  any  mean  the  only 
people  accepting.  Taking  all  the  bills  that  are  held  in 
London,  what  proportion  do  you  think  are  acceptances 

of  your  members?! ^The  chart  in  our  paper  gives  ffie 

total  hills  drawn  and  our  acceptances  outstanding.  For 
die  purpose  lOf  ithis  chart  each  bouse  made  a retum  to 
the  Bank  of  England,  who  added  up  the  totals  and  gave 
them  to  the  Commiktee ; .that  is  the  basis  of  that  figure 
of  our  acceptances.  The  figure  irf  ‘bdMs  drawn  as  an 
estimiate  'based  on  sttamp  duty  takings. 

' 5779.  Could  you  give  us  any  idea  who  are  the  people 
who  account  for  the  gap  between  those  two  figures,  and 

in  what  sort  of  proportion  they  are  responsible? Sir 

Edward  Reid : There  are  many  trade  acceptances  by  firms 
who  accept  bills  to  finance  their  own  trade.  Then  a good 
many  trade  bills  are  discounted  by  the  exchange  banks. 
There  is  a great  deal  of  Eastern  trade,  for  instance,  that 
gets  dealt  with  in  a slightly  different  way:  the  exporter 
draws  upon  the  importer,  the  importer  being  a client  of 
the  exchange  bank,  and  ithe  exchange  'bank  buys  the  biil. 

5780.  Chairman : Before  we  go  on,  f'or  the  iptur.poses  of 
record  would  you  give  us  a definition  of  the  trade  biH? 
A bill  accepted  by  a trader. 
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5781.  Withotit  any  other  name  on-  it? ^It  can  have 

other  names  as  it  passes.  Then  the  clearing  banks  do 
quite  an  acc^ance  business. 

5782.  Professor  Sayers:  Would  that  be  bigger  than 

yours? -They  do  not  show  their  acceptances  separately 

from  various  other  things ; but  'my  guess  is  that  the  total 
of  'their  acceptances  Is  smaller  tba'a  ours. 

5783.  Professor  Cairncross:  The  clearing  banks  show 
a total  of  £500  million  for  “acceptances,  endorsements, 
etc.”  Your  view  would  'be  .that  the  'bulk  of  'that  is  not 

acceptances? ■!  fhink  you  must  ask  the  clearing  banks 

that. 

5784.  The  view  put  forward  here  is  <lhat  your  members’ 
acceptances  form  about  a fi^  'Of  the  total  bills  existing 
at  any  one  time ; four-fif'Chs  must  therefore  be  accepted 
elsewhere.  Do  you  think  the  'trade  bills  you  have  been 
referring  to  represent  the  bulk  of  the  difference?^^— I 
should  'tik'iTtk  probably ; but  it  is  very  difficult  to  say.  BiBs 
axe  used  for  all  sort  of  purposes.  The  dBcount  market 
could  tell  you  that  far  'better  'than  we  could. 

5785.  One  discount  house  gives  .particulars  of  the  »urc« 
of  acceptance  of  'the  bills  which  it  holds ; and  in  this 
casp'  the  proportion  of  ffie  acceptances  by  the  members  of 
your  Committee  is  very  high,  about  three-quarters  of  the 
total.  Would  it  be  true  that  much  the  larger  proportion 
of  the  'bills  held  by  the  discount  houses  are  bills  accepted 

by  members  of  your  Committee? A great  many  trade 

bills  negotiated  by  the  exchange  banks,  that  is  to  say  the 
banks  with  branches  abroad,  never  come  Mo  .the  discount 
•market  at  aU;  they  are  held  by  the  banks.  A certain 
amount  of  our  btlls  are  drawn  by  traders  abroad  and  are 
negotiated  by  the  exchange  banks  and  do  not  come  under 
this  type  -of  'thing,  but  I should  think  that  a larger  propor- 
tion of  our  acc^)itauces  find  their  way  directly  to  the 
discount  market  than  of  'trade  bids ; and  of  course  they 
pr^er  them. 

5786.  Professor  Sayers:  Are  any  of  your  acceptances 
held  by  your  own  memibers ; not  by  the  acceptor  himself 

but  by  another  accepting  house? -Yes  ; we  keep  accounts 

for  banks  abroad  who  negotiate  'bills  and  send  them  to 
us.  We  may  hold  bills  on  other  accepting  houses  in  a 
term  remittance  account  for  the  client  abroad ; or  they 
may  ask  us  to  discount  them. 

5787.  Professor  Cairncross:  Is  ‘this  a practice  that  varies 
between  one  house  and  another?  'Does  any  house  specialise 

in  holding  hills  to  any  extent? Sir  Edward  Reid:  It  'is 

not  prknanily  our  'business  to  discount  bank  acceptances. 

I ■would  -tihiicnlr  .that  as  a generd  rule  we  would  only  hold 
Kiiiiig  for  abroad  who  send  them  to  us  'to  hold  them 

for  them. — Mr.  Macartney-Filgate:  We  miight  buy  a 
parcel  of  hills  in  the  inarkest;  if  we  bought  £50,000  or 
£100,000  bills  in  the  market  that  parcel  ma^t  well  include 
acceptances  'Of  'Othej  hoiaes,  or  it  mighit  tom  out  that  they 
were  acceptances  of  joint  stock  'banks ; they  would  be 
one  or  the  other. 

5788.  Chairman:  You  would  'be  buying  them  as  an 

investment  of  your  own  assets? 'We  would  buy  them 

as  a form  of  liquidity. 

5789.  Professor  Cairncross:  This  is  not,  however,  a 
preferred  investment?  You  would  prefer  to  buy  Treasury 

Bills  rather  than  bills  .arising  in  that  way? Sir  Edward 

Reid  : Our  Wll  holdings  are  very  largely  Treasury  Bills. 

5790.  Professor  Sayers:  In-  'paragraph  5 ithere  are 
references  to  the  general  current  banking  business  of  the 
accepting  houses.  What  are  the  sources  of  deposits  held 
at  ffie  accepting  houses?-  Do  they  come  from  people  who 
are  having  bills  accepted  hy  you?  —A  substantial  part 
of  the  deposits  of  most  of  us,  perhaps  of  all  of  us,  would 
come  from  banks  or  other  companies  abroad.  An  in- 
dustrial company  in  this  country  would  not  keep  an 
account  for  drawing  its  wage  cheques  and  so  on  with  us. 
It  would  keep  it  with  the  clearing  banks.  As  we  have 
said  here,  to  some  extent  the  banking  that  we  do  is 
ancillary  to  other  services  that  we  render  to  our  customers. 
It  may  be  in  connection  with  acceptance  credits,  with 
foreign  exchange  business,  with  issue  business,  with  looking 
after  pension  funds ; there  is  a variety  of  specialised  ser- 
vices that  we  render,  and  our  customers  may  keep  acooutiits 
with  us  for  that. 
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5791.  It  is  not  predominantly  any  particular  one  of 
ttiese?  The  position  used  to  be,  I believe  (certainly  it  was 
said  to  be),  that  the  accepting  houses  required  customers 
who  had  drawn  bills  on  them  to  deposit  with  th«n  brfore 
the  maturing  of  the  bill  sufficient  money  to  meet  the  bill, 
and  that  this  was  the  origin  of  a large  part  of  the  deposits. 
This  was  staited,  for  instance,  in  .the  various  accounts  of 

the  1914  crisis.  Has  this  ceased  to'  be  so? 1 do  not 

thiTilf  .that  this  is  so  at  all.  Take  the  case  of  a bank  abroad 
keeping  an  account  with  one  of  us : we  may  accept  bills 
for  account  of  that  bank ; we  may  also,  and  probably 
would,  have  a lot  of  business  of  paying  cash  under  sigih 
credits.  For  meeting  these  sight  bHls  they  would  have 
to  keep  a balance,  hut  not  for  the  term  bills. 

5792.  They  are  not  tied  up  with  the  accepting  business? 

Sir  Edward  Reid : No,  not  at  ah. — Mr.  Mackinnon : 

We  ail  have  a certain  number  of  private  clients,  who 
are  just  ordinary  users  on  an  ordinary  current  account 
basis  ; but  'that  is  a very  small  dde  of  our  business. 

5793.  Professor  Cairncross:  Is  it  possible  to  give  any 
impression  of  the  proportion  of  your  business  which  is  on 
foreign  account?  Is  it  of  the  order  of  half,  or  a much 

smaller  propontioa? Sir  Edward  Reid:  I do  not  know 

what  the  proportion  is.  I should  think  it  would  vary  very 
much,  not  only  among  houses  but  from  time  to  time. 
Family  businesses  very  often  keep  family  accounts,  and 
if  it  a large  famhy  there  are  a lot  of  aojounts,  in  which 
private  investments  and  other  matters  are  looked  after. 

5794.  Chairman : The  holders  of  these  private  accounts 

treat  you  as  ordinary  bankers? ^Yes. 

5795.  Sir  John  Woods:  Do  you  accept  time  deposits? 
^Yes. 

5796.  Professor  Sayers:  On  the  same  terms  as  clearing 
bankers?  Are  you  tied  by  the  clearing  bankers’  rule  of 

seven  days  only? ^We  were ; but  there  has  been  a lot 

of  correspondence  between  us  and  the  clearing  banks  on 
feat  over  a period  O'f  years.  Before  1955  the  clearing 
banks  had  a minimum  period  of  twenty-one  days.  We 
had  put  to  the  clearing  bankers  toat  that  was  too  long  a 
period,  but  they  stuck  to  it  and  we  went  :^oug  with  them 
in  order  to  keep  in  line.  In  1955  we  returned  to  the 
charge ; diey  recognised  that  our  arguments  were  reason- 
able, and  toe  period  was  reduced  to  seven  days.  In  1956 
we  told  iflhem  that  we  were  embarrassed  at  having  to  refuse 
interest  for  diorter  period  to  our  foreign  clients  who  could 
easily  get  it  ^ewhere.  We  agreed  with  ithe  banks  to 
maintain  the  principle,  to  which  they  attached  great 
importance,  of  no  interest  on  currenit  accouo'ts,  but  our 
rule  now  is  that  deposit,  accounts  may  be  for  any  period 
and  that  interest  rates  on  deposit  accounts  are  to  be 
at  the  discretion  of  ithe  accepting  house  coiKeroed.  So 
we  can  have  call  deposits  just  as  the  Eastern  banks  do. 
The  clearing  banks  took  note  of  this,  but  said  that  they 
would  not  change  their  own  rules.  Our  attitude  to 
th^e  is  of  necessity  rather  difEerent  from  that  of  the 
clearing  banks.  We  work  witti  them,  and  keep  m line 
with  them  when  we  can,  but  as  our  business  is  not 
sJtereotyped  we  always  resowe  to  otnselves  the  liberty 
to  treat  ejKeptional  cases  in  exceptional  ways ; at  the 
same  time  they  have  our  assurance  that  that  liberty  will 
not  be  abused. 

5797.  You  indicated  as  a reason  for  your  brea^g 
away  from  the  clearing  bank  rule  that  you  were  noticing 
that  oQiar  people  were  not  bound  by  the  seven  day  rme. 

Who  were  those  people? The  discount  market,  for 

instance.  They  were  paying  interest  from  day  to  ^y 
to  our  riienis,  and  we  were  precluded  from  doing  that, 
until  we  alter^  it 

5798.  Was  it  the  rising  level  of  rates  in  the  discount 

rates  that  forc^  this? Sir  Edward  Reid:  No,  not  the 

rising  level ; it  w^  the  fact  that  this  "was  happemng. 
Rates  were  not  so  high  in  diose  days.  It  was  ffie  fact 
that  the  discount  market  were  able  to  take  depoats  on  a 
csdl  basis. — Mr.  Mackinnon : And  some  of  th^  were 
axjtively  seeking  .them,  too,  on  'the  Conti .nent  and  elsewhere. 

5799.  .What  is  your  general  rate  for  depoats  now? 
Have  you  anything  that  you  would  call  a fairly  rtable 
level  of  rates  in  the  last  six  monffis?-  ■ Sir  Edward  Reid . 
The  ordinary  rate  is  the  same  as  'that  of  the  dearmg 
banks. 

5800.  Does  that  apply  to  a large  proportion  of  your 

deposits? ^Yes,  that  is  more  or  less  a standard  rate. 

30SOO 


5801.  Professor  Cairncross:  You  refer  in  paragraph  6 
to  an  “active  trustee  business’’.  How  large  is  this  trustee 
business?  Does  it  involve  extensive  dealing  in  bonds, 

for  instance? ^Yes.  There  are  two  kinds  of  trustee 

business : one  is  to  act  as  executors  of  wills,  trustees  of 
settlements,  and  custodian  trustees  of  pension  funds  and 
things  of  that  kind  ; the  other  is  in  tie  field  of  industrial 
trusteeship,  trustees  for  debenture  stocks  and  so  on.  The 
trustee  for  a debenture  st.ock  has  the  mortgaged  properties 
mortgaged  to  him,  and  there  is  no  question  as  a rule  of 
dealing  in  securities  there.  The  other  business  (the  wills, 
the  settlements  and  so  on)  does  involve  the  handling  of 
investments. 

5802.  Chcdrman : You  must  have  a lot  of  sinking  funds 

to  look  after? ^Yes.  We  have  to  purchase  debenture 

stocks  OT  arrange  for  drawings  when  the  trust  deed  provides 
for  that. 


5803.  Professor  Cairncross:  If  you  take  that  part-  of 
the  business  that  involves  actually  holding  securities,  would 
it  run  to  several  hundred  millions  of  pounds,  or  is  it 

much  less? Mr.  Macartney-Filgaie:  I think  several 

himdred  millions  is  too  high. 

5804.  Lord  Harcourt:  With  the  very  rapid  growth  of 
pension  funds,  this  business  must  be  increasing  quite  con- 
siderably in  volume?— — Sir  Edward  Reid:  Very  much. 
In  the  last  few  years  it  has  increased  a great  deal.  We 
are  not  always  necessarily  acting  as  trustees  but  often 
as  investment  advisers. 


5805.  Professor  Ccdrncross:  Are  you  under  any  obliga- 
tion to  provide  information  about  your  trustee  business 

to  anyone? ^No.  It  is  very  stripy  confidential ; we 

could  not  disclose  it. 

5806.  I meant  the  aggregate  amount  of  investments  you 

hold  as  trustees? ^We  have  never  been  asked  for  it. 

5807.  Chairman:  In  paragraph  13  you  are  giving  a 

typical  instance  of  the  provision  for  facilities  at  the  request 
of  an  importer  to  open  a letter  of  credit  in  favpur  of  a 
foreign  shipper.  The  customer  in  that  case  is  the  importer, 
I take  it? ^Yes. 


5808.  And  therefore  the  charge  for  commission  is  a 

charge  that  you  make  to  him? ^Y es. 

5809.  So  although  it  is  a credit  in  favour  of  the  foreign 
gbipper,  uo  foreign  exchange  is  collected  by  way  of  an 

invisible  earning  by  that  kind  of  operation? ^Not  when 

it  is  for  account  of  a British  importer. 

5810.  Professor  Cairncross:  On  the  other_  hand  the 
value  of  our  imports  measured  c.i.f.  would  include  the 

value  of  the  commission? No;  cost,  insurance  and 

frei^t  does  not  include  the  acceptance  commission  pro- 
vided for  the  importer. 


5811.  Chairman:  In  paragraph  17  you  say: 

“ When  the  credits  are  granted  for  foreign  account 
the  remuneration  attaching  thereto  swells  the  invisible 
exports  of  t^  country.” 

)oes  that  cover  the  case  where  the  commission  charged 
or  the  provision  of  the  accepting  house’s  name  is  a charge 

0 a foreign  customer? ^Yes. 

5812  Professor  Cairncross:  Is  it  possible  to  indicate 
inything  about  the  magnitude  of  your  credits  for  foreign 

account? ^I  think  that  the  bulk  of  our  term  draft 

lusiness  is  done  for  British  accounts,  but  I do  not  know 
vhat  the  proportion  is.  Much  of  what  we  call  cre<m 
lusiness”  consists  of  paying  cash  against  documenri  ^d 
[oes  not  (involve  actually  giving  any  c^  ; a aeal 
>f  this  is  done  for  foreign  account  I Should  say  fbat  we 
Id  more  si^t  business  for  foreim  account  than  term 
jusiness  at  the  moment,  particularly  now  ffiat  exch^ge 
estrictions  have  stopped  documentary  credits  on  a toim 
Jiafit  basis  for  account  of  one  country  outside  the  sterling 
irea  in  favour  of  another  country  outside  the  sterhng  area. 

5813.  But  even  before  that  there  would  have  been  a big 

irop  in  relation  to  what  had  been  customary  m the 
iwenties? ^An  enormous  drop. 

5814.  At  that  time  most  of  your  busmss  appeared  to 
involve  credit  for  foreign  account?-^ — -The  demand  for 
domestic  credit  really  only  grew  up  in  ffie  thirties  on  the 
large  scale  at  which  it  is  now  going.  The  proportion  of 
foreign  to  domestic  has  changed  very  much. 
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5815.  Chairman:  How  and  why  is  that? ^The 

hazards  of  dealing  in  some  parts  of  the  world  greater 
than  they  used  to  be ; and  there  are  all  sorts  of  exchange 
restrictions  and  difficulties.  Those,  I thi^,  are  the  two 
reasons  which  have  reduced  the  foreign  busmess. 

5816.  Professor  Cedrncross:  Does  not  the  foreigner 
now  obtain  credit  more  readily  locally  than  in  l-ondon? 

Is  he  not  under  less  pressure  to  come  to  London,  to  finance 

his  trade? ^uite  often  that  is  so ; but  be  haE  to  pay 

for  his  import  in  a currency  which  the  sMpper  is  willing 
to  receive.  To  take  a thecretical  case  which  may  ot  may 
not  actually  have  haippened:  if  Finland  wants  to  import 
coffee  from  Brazil,  the  BraziUans  mi^t  not  partncularly 
want  finumaiks  and  ilihe  Finns  might  not  have  any 
cruzeiros ; such  busmess  WiOuld  normally  be  financed  by 
opening  a sterling  credit  in  London.  It  may  be  opened 
on  a sight  basis  or  on  a term  draft  basis.  It  depends 
partly  on  the  custoni  of  the  trade,  and  pantly  on  the 
relative  cost.  In  some  countries  local  finance  is  very 
expensive,  and  the  fact  .that  there  has  been  a discount 
on  forward  f^terling  has  from  time  to  time  reduced  the 
cost  ci  sterling  CTedit  for  foreign  account. 

5817  There  has  also  presumably  been  a decline  in  the 
amount  of  credit  offered  to  members  of  the  sterling  area 
in  relation  to  what  wordd  have  been  .typical  in  the  twenties. 
Surely  there  must  have  been  a rise  in  banking  facilities  ra 
the  sterling  area?— — Sir  Edward  Reid:  It  has  changed, 
There  used  .to  be,  for  instance,  a very  large  business  done 
in  London  accepting  term  drafts  for  imports  into  the 
United  States  of  Australian  wool.  So  fax  as  I know, 
that  has  practically  all  gone,  thou^  there  is  some  of  it 
stiV, — Mr.  Macartney-Filgate:  The  post-war  foreign 

exchange  rcstrictuons,  which  prevented  a lot  of  this  credit 
work  being  done  here,  drove  foreigners  .bo  other  sources, 
and  it  is  difficult  to  get  people  back  when  they  have  found 
other  working  methods.  I think  we  have  lost  a lot  of 
foreign  business  through  the  immediate  .post-wai  exchange 
regulations. 

5818.  Sir  John  Woods:  You  explained  .that  various 
hazards  reduced  the  credit  available  fw  foreign  borrowers, 
but  you  say  in  paragraph  20:  “ Simultaneoudy  with  this 
the  demand  for  credit  by  domestic  borrowers  increased 
substantially.”  What  were  the  reasons  for  that?-; — Sir 
Edward  Reid:  The  main  reason  was  a long  period^  of 
cheap  money  which  made  acceptance  credits  for  the  time 
being  appreciably  cheaper  than  a bank  overdraft.  Bank 
Rate  remained  at  2 per  cent,  from  June  1932  until  August 
1939.  A bank  overdraft  is  usually  given  on  .the  basis  of 
so  much  above  Bank  Rate  with  a mi0im.um  of  so  much: 

1 per  cent,  above  Bank  Rate,  with  a minimum  of  5 per 
cent,  is  a well  .known  condition.  It  means  that,  whenever 
Bank  Rate  is  4 .per  cent  or  less,  the  overdraft  rate  is  5 
per  cent.  But  when  Bank  Rate  is  2 per  cent,  our  bills 
go  at  1 per  cent,  or  sometimes  less,  and  even  with  our 
acceptance  commission  an  acceptance  credit  is  consider- 
ably cheaper  than  a bank  overdraft ; so  where  the  under- 
lying business  is  suitable  for  an  acceptance  credit,  which 
is  by  no  means  in  every  case  where  a bank  overdraft  is 
given,  it  becomes  advantageous  to  take  an  acceptance 
credit.  During  that  long  period  of  a 2 per  cent  Bank 
Rate  domestic  borrowers  became  aware  of  it  and 
accustomed  .to  the  bill.  That  was  the  main  factor  which 
brought  that  business  up  just  at  diat  time. — Mr.  Macarfney- 
Filgate : There  was  a period  in  lie  thirties  when  the  dis- 
count rate  was  -^ths  per  cent,  while  Bank  Rate  was 

2 per  cent. 

5819.  Would  you  say  in  respect  of  transactions  which 
lend  themselves  to  acceptance  credit  that  there  is 
periodicaly  a swing  between  .that  and  bank  advances, 

according  to  the  relative  cheapness  of  the  two  ways? 

Sir  Edward  Reid:  Certainly. 

5820.  Mr.  Woodcock : Is  your  commission  always  the 
same  whatever  the  amount  or  the  source  of  the  borrowing? 
No ; it  varies. 

5821.  Does  it  vary  a lot? No,  it  becomes  fairly 

standard.  We  are  not  a rate-fixing  body  in  any  way  ; 
everybody  is  at  liberty  to  charge  whatever  he  likes.  But 
there  are  certain  large  credits  given  to  industrial  borrowers 
in  .this  country  in  which  most  of  us  participate,  so  that 
we  ah  know  what  .the  commission  as  in  those  cases.  There 
is  rather  a tendency  to  say;  "If  so-and-so  pays  so  much, 
this  other  client  should  not  pay  less  ”,  or : “If  so-and-so 
pays  so  much,  we  cannot  expect  somebody  else  .to  pay 
more”.  That  tends  to  standardise  the  charge  for  first 


class  British  credit  takers ; but  tiie  charge  does  vary  accord- 
ing ito  the  nature  of  the  business  done  and  to  some  «tent 
according  .to  the  demand.  If  we  are  all  rather  full  up, 
we  may  need  a little  more  taupling  ,to  take  a new  ohent 
than  if  we  are  not. 

5822.  Is  the  size  of  'the  undertaking  a factor  too? 

Mr.  Mackinnon:  The  size  of  the  individual  firm  would 
be  a factor. 

5823.  I meant  .the  size  of  the  demand  on  you? Sir 

Edward  Reid:  That  would  not  make  any  difference  to 
the  rate.  But  a small  firm  might  have  to  pay  a little 
bit  more  than  a large  firm. 

5824.  Professor  Cairncross:  What  is  the  normal  range 

of  your  accepting  conunission? For  a first  class 

borrower  H to  H per  cent.,  I should  say. 

5825.  But  rising  above  that  for  business  involving  per- 
haps larger  risks? 5iV  Edward  Reid:  Yes.— Mr. 

Mackinnon:  I should  think  3 per  cent,  would  be  about 
the  top. 

5826.  Mr.  Woodcock:  So  the  range  is  li  to  3 per  cent.? 

Mr.  Macartney-Filgate:  1 think  that  3 per  cent. 

would  be  exceptional.— Mr.  Mackinnon : I have  seen  3 per 
cent. 


5827.  Professor  Sayers:  Over  the  last  thirty  years  you 
must  have  had  a great  de^  of  expaience  of  the  swing 
according  to  the  relative  rates  between  bills  and 
bank  advances  for  home  trade.  I imagine  that 
there  is  some  business  that  is  done  by  bank  over- 
draft that  never  comes  to  the  bill  at  all,  other  business 
that  has  throughout  that  period  normally  been  done  by 
bills,  and  some  that  has  been  swinging  according  to  the 
relative  rates.  Could  you  tdl  us  in  what  .trades  the 
bin  has  held  its  ground  fairly  firmly  all  the  time  and 

in  what  trades  it  swings? Sir  Edward  Reid:_  In  the 

merchanting  business  generally  the  bill  has  held  its  own, 
but  the  average  merchant  (I  can  speak,  for  instance,  with 
experience  business  with  the  Liverpool  cotton  merchants 
over  a period)  will  have  an  account  with  a clearing  bank 
and  facilities  from  an  accepting  house.  In  ,l3ie  da3^  when 
cotton  from  America  used  to  be  paid  for  by  a 60-day 
sterling  bill,  the  accepting  house  or  the  bank  would  accept 
those  bills.  When  it  came  to  holding  cotton  in  store  untfi 
file  -miilfe  wanted  it,  .the  merchant  would  use  either  a bank 
overdraft  or  an  acceptance  credit  according  to  which  was 
cheaper.  In  that  type  of  merchanting  business  is  cut  very 
fine,  and  they  are  always  looking  at  the  odd  sixteenth  per 
cent,  In  some  other  businesses  the  reliability  of  the  facili- 
ties is  more  important  than  'the  odd  axteenth  per  cent.  The 
rn'erchanting  business  generally  is  one  where  bills  have 
continued  and  where  it  is  custornary  .to  pay  for  an  import 
by  opening  a commercial  credit ; and  that  tends  to  go 
on  unless  it  becomes  unduly  expensive  for  a long  period. 

5828.  What  are  the  commodities  that  have  swung  quite 
decidedly  from  bill  finance  to  overdraft  finance  in  the  last 
thirty  years?  Is  bill  finance  used  much  in  petroleum 

importing? It  is  used  not  necessarJly  only  for  imports 

of  .petroleum  into  this  country  buit  also  for  shipments  of 
petroleum  elsewlheTe.  I have  seen  bills  used  for  petroleura 
quite  a lot.. 

5829.  Is  that  trade  that  would  swing  between  the  over- 
draft; and  the  biU? Yes,  I should  think  it  would. 

5830.  What  about  tobacco? Yes,  quite  a lot  of  bills 

are  used  in  the  tobacco  trade. 

5831.  Is  that  financing  that  swings  between  bills  and 

overdrafts? ^Impcnts  of  tobacco  tend  to  be  financed  by 

bills,  and  the  work  in  progress,  when  .the  tobacco  is  already 
here  'and  ffie  dgareffies  are  bdng  made,  more  by  overdraft. 

5832.  What  about  sugar? ^There  have  been  a lot  of 

bills  used  for  sugar. 

5833.  Is  that  a trade  that  swings? 1 should  think  it 

5834.  'When  there  is  a swing  in  favour  of  the  use  of 

bills  consequent  upon  a change  in  relative  rates,  are  the 
accepting  houses  able  to  face  that  demand  with 
equanimity?  Are  they  able  to  cope  with  the  demand  fully, 
or  do  they  sometimes  feel  that  they  are  being  over- 
extended?  1 have  never  yet  known  a period  when  the 

accepting  houses  as  a whole  have  been  full  up.  There 
have  been  occasional  times  when  one  house  which  happens 
to  have  had  heavy  demands  and  has  a large  amount  out- 
sjtanding  has  had  enough  for  the  luiomeiit,  and  decides 
to  stand  aside  ; but  the  accepting  houses  as  a whoie  have 
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been  •well  able  to  cope  -with  all  tie  demands  that  have 
been  made  on  (them  np  to  now. 

5835.  Mr.  Woodcock:  Are  you  speaking  of  the  accept- 
ing bouses  as  a whole,  or  j-ust  of  your  members? Of 

the  seventeen  members. 


sions  the  cost  of  the  sterling  commitment  was  such  that 
it  became  very  expensive.  There  was  a swing  of  £12 
miUion  on  that  one  credit  alone  due  to  a number  of 


le  SBveiuccu  mcuiucia. 

5836.  Professor  Sayers:  When  a particular  house  feels 

full  up  in  a particular  direction,  it  would  respond  to  the 
situation  simply  by  declining  to  do  as  much  business  in 
that  particular  line ; it  would  not  respond  by  putting  up 
its  rate? ^That  is  right. 

5837.  Do  the  total  amounts  of  your  acceptances  in  fact 
vary  a great  deal  according  to  how  cheap  your  finance 

is  as  compaied  with  bank  overdraft? ^That  is  one  of 

the  factors,  no  doubt ; but  I think  that  it  is  probably 
the  general  price  level  that  is  the  biggest  influence. 

5838.  Professor  Cairncross:  You  show  over  the  peric^ 
for  1956  to  1957  a big  increase  in  acceptances,  and  a big 
increase  in  bills  drawn.  Is  there  any  special  explanation 

of  this? do  not  think  there  is.  There  are  so  many 

different  factors. 

5839  Professor  Sayers:  It  was  at  a time  when  com- 
modity prices  were  on  the  whole  falling? ^The  demand 

for  credit  was  at  that  time  very  great  A few  days  ago  1 
sot  the  figure  for  the  end  of  December,  1957,  and  our 
acceptances  are  reduced  by  about  10  per  cent ; the  figure 
has  gone  down  from  £130-6mn.  to  £119-4mn. 

5840.  It  is  still  above  the  level  of  two  years  ago? 

Yes 


es.  ...  * 

5841.  Professor  Cairncross:  Is  it  possible  for  ^a^ 

whether  Are  demand  aam=  ™ 


whether  the  demano  came  iroin  suuil.cs 
Kingdora  or  from  sources  outside  the 
— ?From  both.  There  was  certainly  a demand  within  the 
United  Kingdom,  and  in  the  latter  part  of  l^t  year  the« 
was  a fairly  large  demand  from  the  Continent,  I think 
SgelV  Suse  they  could  buy  three  monAs  forward 
Sriing  so  cheaply  that  the  cost  of  obtammg  sterling  ^edit 
SaV^help.  But  I should  think  that  the  domestic  demand 
was  the  greater  contributor  to  the  mcrease. 

5842  Do  yon  think  that  too  wta  soma  ats«iatmh 

bS— ! 5'offnS  tok  so.  There  is  tro  doubt 

Maf h - lSr««aeS 

or  reduced  as  a result  of  the  crediit  sque^. 


renuceu  as  *• — * , _ „,t,„ 

ourye  ot  bills  and  chart 

I make  itself  “^ndlf  topLts  aid 

SI  Ktnd«'vto'of  imposts  and 

'’'sms.'  Mote  a diflerence  .in  sioja. ; httle  difference  in 
trend? very  defimte  rise  lU  trend. 

for"4t.,«*i^"acSSInc«^ 

ito?to  Are  value  of 

siderable  volume.  Ld  sterling 

-d  on  other  occa- 


5847.  Sir  Edward  Reid  mentioned  a domestic  demand 
for  credit  as  accounting  for  some  of  this  rise  in  acceptances 
in  the  last  two  years.  Was  that  on  account  of  new 
customers,  or  was  it  that  the  old  customers  were  opening 
more  credits,  or  were  the  old  standing  credits  being  more 

fully  used? Sir  Edward  Reid:  A little  of  all  that,  I 

should  say.  My  own  experience  was  that  existing  lines 
were  tending  to  be  rather  more  fully  used. 

5848.  Were  there  also  new  customers? Yes. 

5849.  Did  those  new  customers  come  after  they  had 

had  difficulties  with  their  clearing  banks? Sir  Edward 

Reid:  No,  I do  not  think  so. — Mr.  Macartney-Filgate: 
Would  it  not  be  again  a case  where  there  were  customers 
with  both  overdraft  facilities  and  acceptances?  Very  often 
these  acceptance  facilities  are  fixed  for  a year. 

5850.  Are  you  suggesting  that  when  they  are  told  that 
they  must  not  increase  their  overdraft  they  begin  to  use 

their  acceptance  facilities  more  fully? It  may  happen 

that,  if  we  commit  ourselves  to  granting  a line  of  credit 
to  a customer  which  he  can  use,  say,  until  March,  1959, 
and  if  he  is  not  using  that  in  full  and  he  has  readied  his 
limit  on  Ms  overdraft  facilities,  he  may  tend  to  use  the 
acceptance  line  to  a greater  extent  I can  only  speak  for 
my  own  firm,  but  we  are  facing  virtually  nothing  of  a 
demand  for  acceptance  facilities  to  replace  what  I might 
call  a squeezed  overdraft. 

5851.  Chairman:  'What  is  covered  by  the  words  you  use 
in  paragraph  20;  “ ...  in  some  quarters  in  the  City  a 
certain  preference  is  stUl  expressed  for  the  bill  assodated 
wiffi  international  trade”?  Is  that  on  policy  grounds? 

Sir  Edward  Reid:  Yes;  in  some  quarters  in  the 

discount  market  there  is  a tendency  to  prefer  an  inter- 
national bill. 

5852.  On  the  general  feeling  that  it  is  good  for  the 

health  of  this  country? ^Yes. 

5853.  Professor  Cairncross:  When  you  say;  “A  sub- 
stantial part  of  the  ciKomercial  credit  business  of  _ the 
accepting  houses  is  now  devoted  to  home  trade”,  is  it 
possible  for  you  to  give  any  indication  of  the  magnitude 

of  that  trade? Sir  Edward  Reid:  There  is  no  bard 

and  fast  rule,  but  in  my  own  firm’s  business  the  position 
at  present  is  that  about  80  per  cent,  of  our  outstanding 
acceptances  are  for  home  account  and  about  20  per  cent, 
for  foreign  account — Mr.  Macartney-Fiigate:  Our  propor- 
tion at  'die  moment  is  almost  the  same. 

5854.  Is  that  the  proportion  between  home  trade  and 
foreign  trade,  or  between  home  and  foreign  sources  of 

drawing  of  die  bills? Between  domestic  and  foreign 

customers.  A lot  of  the  home  business  is  for  international 
trade,  Imt  what  I mean  by  home  business  is  that  the 
customer  to  whom  we  look  for  repayment  is  in  this  country. 

5855.  My  question  was  rather  directed  to  the  other 

issue;  what  propordon  of  new  acceptances  would  be  in 
respect  of  trade  taking  place  between  one  British  business- 
man and  another? Sir  Edward  Reid:  It  would  be  a 

very  much  smaller  proportion.  I cannot  tell  you  exacdy. 
—Mr.  Macartney-Filgate:  On  the  definition  used  for  the 
credit  squeeze,  internal  finance  in  our  case  is  very  small 

5856  Chairman:  'What  is  involved  in  your  argument 
in  paragraph  27?  When  Bank  Rate  ch^ges,  ffie 

of  the  commission  charged  to  the  customer  is  not  auMted  ; 
those  two  things  have  no  necessary  connection  with  each 
other.  But  if  he  takes  an  accepted  biU,  Bank  Rate  having 
eone  up  to  be  discounted  in  the  London  money  market 

he  is  going  to  get  less  money  for  his  bill? Sir  Edward 

Reid:  Yes. 

5857  Does  it  not  follow  from  that  that  there  is  some 
diversionary  effect  if  the  rate  at  some  foreign  centre  which 

he  can  resort  to  is  comparatively  more  favourable? 

Yes. 

5858  Is  that  an  observable  result  of  raising  the  com- 

parative rate  in  London  against  the  rates  somewhere 
else? ^Yes.  , • v 

5859  Is  there  a de  between  the  fact  that  it  has  been 
accented  by  the  London  house  which,  as  you  pointed  out, 

e . ..  onH  market  tn 


wMch  he  resorts  to  discount  bis  biU?  For  instance,  if 
a customer  had  a sterling  bill  accepted  by  a well  known 
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London  house,  and  it  turned  out  that  owing  to_  the_  rise 
of  Bank  Rate  he  would  get  less  from  discounting  it  m 
London  than  he  could  in  New  York  or  Amsterdam  would 
he  take  it  off  at  all  to  he  discounted  there? — -No,  I do  not 
think  a sterling  bill  accepted  by  a ^ndon  accepting 
house  would  be  discount^  cheaper  in  New  York  ot 
Amsterdam.  I doubt  indeed  whether  it  could  be  4s- 
counted  there  at  all.  If  anybody  in  New  York  or 
dam  wanted  London  paper  they  would  come  to  the  dis- 
count market  and  get  it  there ; that  is  the  market  for  that 
paper. — Mr.  Macartney-Filgate:  The  discount  rate  m 
London  would  still  apply ; the  business  would  not  have 
left  London. 


5860.  Professor  Sayers:  Have  you  any  evidence  of  any 
of  your  acceptances  travelling  in  this  way  to  a foreign 

centre? do  not  think  so.  There  are  overseas  houses 

or  governments  which  keep  money  here  in  London  ; mey 
might  leave  it  with  the  discount  market,  but  there  is  a 
tendency  to  buy  Treasury  Bills  and,  I suppose,  bank  biUs. 
London  is  still  a place  where  a great  many  overseas 
concerns  keep  a part  of  their  reserves. 


5861.  Would  a New  York  bank,  not  having  _an_  office 
but  merely  a correspondent  in  London,  and  wishing  to 
put  money  into  the  London  market  to  take  advantage  of 
the  higher  rate,  normally  buy  U.K.  Treasury  Bills?—— 
Sir  Edward  Reid:  Yes.— Mr.  Mackinnon:  Particularly 
at  the  moment,  because  of  the  divergence  in  the  ratw 
of  the  U.S.  Treasury  Bill  and  the  U.K.  Treasury  Bill. 
The  U.K.  Treasury  Bill  is  an  attractive  thing  to  hold  just 
now. 

5862.  It  would  seem  on  the  face  of  it  that  it  might 
be  more  profitable  for  them  to  buy  ba^  bills,  but  you 
believe  that  they  do  not  do  that?-  Sir  Edward  Reid: 
I do  not  know.  I have  no  actual  experience  of  that. 


5863.  After  all  the  yield  on  the  bank  bill  is  higher, 
and  we  believe  a bank  bill  is  as  good  as  a Treasury  Bill? 
Mr.  Mackinnon:  Yes. — Sir  Edward  Reid:  It  is  per- 
haps a matter  of  courtesy  that  the  British  Government  gets 
a sJighdy  betteir  rate. 

5864.  Mr.  Woodcock:  Was  this  never  done? It  has 

been.  I remember  thirty  years  ago  a period  when  we 
regularly  bought  packets  of  bank  bills  for  a continental 
bat^. 

5865.  Professor  Cairncross:  So  it  is  the  normal  practice 
that  bills  will  be  sent  for  acceptance  to  the  centre  where 

it  is  intended  to  discount  them? Sir  Edward  Reid : Yes. 

—Mr.  Macartney-Filgate : There  would  not  necessarily  be 
a movement,  but  there  might  be  an  inquiry  by  some 
foreign  users  of  London  acceptance  facilities  to  try  and 
get  a similar  facility  in  Amsterdam  if  the  rates  there  were 
lower.  But  then  they  would  be  drawing  in  florins,  and 
sterling  would  not  come  into  it. 

5866.  Chairman:  The  acceptance  and  the  market  in 

which  the  bill  is  to  be  discounted  are  tied  together? 

Yes. 


happen  like  that? Mr.  Macartney-Filgate:  We  should 

have  emphasised  that  we  were  talking  about  foreign  risks 
when  we  said  that,  not  domestic  business. 

5871.  Mr.  Woodcock:  You  do  say  “economic  and 

financial  tendencies  in  the  world  generally”? ^Th»e  is 

a tendency  today,  for  instance,  toward  a fall  in  commodity 
prices  which  may  put  some  countries  into  balance  of 
payments  difficulties.  We  might  not  want  to  extend  our 
commitments  in  those  countries,  or  there  may  be  a 
political  factor  in  one  country,  and  we  may  think  they 
are  heading  for  a revolution ; there  might  he  exchange 
difficulties,  and  we  should  not  get  paid  when  the  bill  was 
due. 

5872.  That  is  not  a general  tendency  as  tbe_  first  one, 

falling  commodity  prices,  was? “General”  is  perhaps 

not  quite  the  right  word. 

5873.  Professor  Sayers:  You  mentioned  earlier  that  over 
the  last  few  months  the  figures  show  a sizeable  decline  in 
acceptance.  Is  this  related  to  the  deliberate  drawing  in 
of  horns,  or  is  it  simply  to  the  extent  that  commodity 

price  are  falling? Sir  Edward  Reid:  The  reduction 

of  acceptances  in  my  own  firm  is  due  to  two  tbmgs : 
(1)  a deliberate  reduction  of  certain  dometic  credits  in 
reponse  .to  the  creffit  squeeze,  and  (2)  the  retriction 
mentioned  in  paragraph  5 (.b)  of  Annex  2 to  our  answer 
to  your  question  1 : 

“Documentary  credits  to  cover  purchase  by  one 
country  outeide  the  sterling  area  from  another  country 
outside  file  sterling  area  could  only  be  made  available 
by  sight  drafts,  that  is  to  say  that  the  accepting  of 
term  drafts  for  foreign  account  is  now  only  permissible 
to  finance  trade  in  which  the  seller  of  the  goods  in 
whose  favour  the  credit  is  opened  is  in  the  sterling  area.” 

I cannot  tell  you  more  than  that,  but  we  are  probably 
fairly  typical. 

5874.  Chairman:  Are  there  any  questions  on  Annex 
No.  1,  on  the  London  foreign  exchange  and  bullion 
markets? — Professor  Sayers:  Could  we  be  told  some- 
thing about  the  forward  exchange  market?  Do  your 

members  take  a very  large  part  in  this  market? Some 

do. 

5875.  Is  there  a very  large  and  active  market  not  only 
in  dollars,  but  also  in  ffie  principal  West  European 

currencies? Yes,  in  American  and  Canadian  dollars 

and  in  European  currencies. 

5876.  Are  all  the  dealers  in  London  banks  or  accepting 
houses? — r-There  are  brokers,  of  course. 

5877.  But  the  actual  dealers,  and  the  people  with  whom 

they  deal  in  other  centres,  are  exclusively  banks? Sir 

Edward  Reid:  I ^o^d  think  so,  yes. — Mr.  Mackinnon: 
Exclusively. 

5878.  Professor  Cairncross:  Would  the  foreign  banks 
with  whom  you  deal  hold  open  positions  in  forward 

sterling  and  a variable  position  in  sterling? ^I  could 

not  speak  for  foreign  banks  as  a whole,  but  the  ones 
with  whom  I deal  keep  a very  closed  position. 


5867.  Professor  Sayers:  The  last  sentences  in  para- 
graph 28  seem  to  indicate  that,  if  economic  and  financial 
tendencies  in  the  world  were  adverse  and  things  looked 
more  risky,  the  accepting  houses  would  contract  the  total 

of  their  acceptances.  Is  that  so? Sir  Edward  Reid: 

Yes ; if  a particular  country  looks  in  a bad  way  we  would 
tend  either  not  to  give  a credit  that  we  were  asked  to, 
or  not  to  renew  one  which  fell  due. 

5868.  Would  this  relate  to  what  was  happening  in  par- 

ticular countries  and  particular  trades  rather  than  in  the 
world  in  general?— — Sir  Edward  Reid:  Yes. — Mr. 

Macartney-Filgate:  It  is  really  a question  of  the  ability 
of  our  debtor  to  remit  the  funds  to  meet  the  bill  when 
due.  Our  debtor  may  be  so'lvent,  but  we  may  have  doubts 
whether  the  exchange  controd  of  the  country  concerned 
would  permit  the  remittance  of  stenling  when  needed. 

5869.  You  are  thinking  very  much  of  particular  groups 
of  risks  here,  rather  than  of  general  tendencies  in  the 

world  at  large? Sir  Edward  Reid:  Yes.  I do  not 

think  that  the  world  is  in  such  a bad  way  that  we  would 
pve  up  business  altogether  1 

5870.  I was  rather  reading  fiiese  two  sentences  as  in- 
dicating that  you  took  a view  of  the  world  and  said : “ We 
bad  better  . cut  down  our  acceptances  ”.  Does  it  not 


5879.  Would  there  be  foreign  banks  who  hold  open 

positions  in  forward  sterling? ^There  is  no  means  of 

knowing  that. 

5880.  Professor  Sayers:  Dealers  in  London  are  allowed 
to  keep  a certain  position  for  working  purposes,  which 
can  vary.  Can  it  vary  within  very  wide  limits,  or  are 

the  limits  narrow? Mr.  Macartney-Filgate:  1 do  np.t 

tbinlc  the  limits  fixed  for  them  are  really  relevant,  because, 
speaking  on  our  own  case,  'and  I itbink  in  most  cases,  we 
keep  our  books  even  for  dealing  purposes.  We  obvio^y 
have  a certain  margin  (I  have  not  got  the  figure  in  mind) 
in  case  we  are  caught  overnight  and  cannot  keep  even, 
but  as  far  as  my  own  firm  is  concerned  we  like  to  see 
that  we  keep  an  even  bock. 

5881.  Lord  Harcourl'.  That  is  in  fact  the  general 

practice? ^Yes. 

5882.  Professor  Cairncross:  Is  that  true  in  each  currency 

independently? ^Yes.  What  our  counterpart,  the  man 

to  whom  we  sell  dollars,  does,  we  have  no  means  of 
knowing. 

5883.  Did  you  find  last  autumn  that  there  was  any 

substantial  increase  in  the  volume  of  transactions?  Did 
they  vary,  say,  between  the  period  before  the  rise  in 
Bank  Rate  and  that  after  the  rise  in  Bank  Rate? 1 
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should  like  to  check  up  on  that,  but  I do  not  think  they 
did.  Most  of  it  was  actual  business  which  involved  cash 
payments. 

5884.  We  are  naturally  interested  in  the  way  in  which 
movements  in  commercial  credit  either  reflect  themselves 
in  the  forward  exchange  market  or  can  themselves  be 
affected  by  the  forward  ecchange  market.  It  is  commonly 
said  that  last  autumn  there  were  movements  in  commercial 
credit  of  quite  major  magnitude.  Is  it  your  impression 
feat  this  was  not  reflected  in  the  forward  exchange  market 

at  all? Sir  Edward  Reid'.  One  particular  continental 

friend  of  ours  made  pretty  large  forward  purchases  of 
sterling  which  seemed  to  be  taking  advantage  of  the  dis- 
oount  edfeetr  to  cover  sterling  credit  used  here,  or  to  meet 
oomiuercial  coanmilments ; but  it  is  very  difficult  to  answer 
that  question  generally  without  looking  further  into  it. 
Even  if  we  did  I do  not  know  that  we  would  be  able  to 
get  anywhere. — Mr.  Macartney-Filgate:  One  might  draw 
a false  conclusion.  If  a foreign  'bank  rings  us  up 
in  order  to  carry  out  an  exchange  operation,  we  do  not 
know  what  lies  behind  that  operation.  It  may  be  one 
hundred  per  cent,  commercial,  or  it  may  be  one  hundred 
per  cent,  speculative ; we  cannot  tell.  But  if,  on  the 
other  hand,  a British  firm  in  this  country  wanted  to  sell 
sterling  forward,  he  would  have  to  produce  a commercial 
reason  for  doing  so. 

5885.  And  you  would  see  only  that  side  of  transactions? 
^WeonJy  see  one  side  of  the  transaction. 

5886.  Chairman:  Would  anybody  be  in  possession  of 
enough  information  to  be  able  to  deal  with  the  question  as 

a whole? Sir  Edward  Reid\  I suppose  the  Bank  of 

England  might ; I do  not  think  anybody  else  would. 

5887.  Would  they  be  in  possession  of  the  motives  that 
move  the  various  operators  on  the  other  side  of  the  fence? 
1 should  not  t^k  so. 


5888.  Lard  Harcourt:  Tliey  would  only  be  in  possession 
of  more  information  than  fee  private  bouses  on  the  net 

position  that  arises  from  a multitude  of  transactions? 

Yes. 

5889.  Chairman : If  one  can  only  deal  with  this  in  the 

net  I do  not  see  how  one  can  answer  this? Mr. 

Macartney-Filgaie:  I do  not  think  one  could  possibly 
answer  it. 


5890.  Professor  Sayers:  In  paragraph  32  you  say 
“Provided  that  changes  in  Bank  Rate  ^^e  suitably 
backed  up  by  open  market  operations  ...” 

What  does  “ suitably  backed  up  by  open  market  opera- 
tions” mean? Sir  Edward  Reid:  By  credit  restric- 

tion. The  point  is  made  in  the  next  sentence; — 


'’‘In  the  second  place  fee  market  will  not  react  in 
fee  manner  which  could  normally  be  expected  if 
Government  budgetary  and  debt  management  poocy 
results  in.  a continuous  expansion  of  the  Treasury  BiU 
issue ; feis  must  inevitably  frustrate  any  attempts  to  use 
normal  open  market  techniques  ”. 

5891.  Chairman : Do  you  mean  operafiions  in  the  money 
market  or  operations  an  the  long  term  market,  whra  you 

say  “open  market  <^terations ”? Bofe  r but  I was 

femking  of  the  ^ect  on  fee  money  market. 

5892.  Professor  Sayers:  You  mean  here  in  “Pro- 

vided dianges  in  Bank  Rate  are  made  effective  in  fee 
old  sense  ”? Yes. 


5893  Is  feat  so  under  current  conditions,  that;  “Pro- 
vided changes  in  Bank  Rate  are  suitably  backed  up  by 
open  market  operations,  any  desired  degree  of  cr^it 
r^triotion  can  be  brought  about  ? Would  fee  o^n 
market  operations  to  which  you  have  refe^ed  r^uce  fee 
volume  of  liquid  assets  available  ,to  fee  banks?— Mr. 
Macartney-Filgate:  I would  have  thought  that  it  was 
more  do  fee  bond  market  feat  they  would  achieve  success. 

5894  What  is  fee  criterion  of  suitability  here?  ^at 

is  “suitable  backing”? ^If  the  ^ufeorities  Bank 

Rate  with  the  object  of  making  credit  more  difficffit  and 
more  scarce,  and  go  into  the  market  and  sell  Government 
securitiw,  is  that  not  .going  to  take  money  out  of 
circulation? 


‘iSQf  Must  not  the  securities  sold  be  beyond  fee 

market'  ranae? reacts  on  the  money  market.  The 

joint  stock  banks  come  into  it  as  a result  of  that  operaticxi. 
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5896.  So  the  securities  sold  must  be  beyond  the  money 
market  security  range,  or  Treasury  Bills  sold  to  the  public? 

This  is  almost  suggesting  a conflict  of  action  between 

the  Bank  of  England  and  the  Treasury.  Suppose  that 
the  Bank  of  England  raises  Bank  Rate  in  order  to  restrict 
credit ; if  the  Treasury  is  at  the  same  time  enlarging  the 
credit  base  then  the  Bank  of  England  action  is  made  to 
feat  extent  less  effective.  A foreign  banker  pointed  out  to 
me  once  feat  we  had  perfected  the  money  market  to  such 
a point  that  we  had  rranoved  from  the  Bank  of  England 
the  power  to  operate  on  fee  credit  base,  because  the 
Govemment  could  enlarge  fee  credit  base  as  fast  as  fee 
Bank  of  England  restricted  it. 

5897.  When  you  refer  to  the  raising  of  rates  of  interest 

here,  what  rates  of  interest  have  you  in  mind? -Sir 

Edward  Reid:  What  we  had  in  mind  was  feat  the  autho- 
rities in  the  past  seem  to  have  .shrunk  from  using  the 
interest  rate  weapon.  We  had  not  a particular  rate  in 
mind. 


5898.  Which  rates  do  you  think  that  they  should  have 

raised  but  fed  not  raise  at  any  time? A good  example 

was  when  they  raised  Bank  Rate  by  a half  per  cent  in 
January  1955.  That  was  obviously  not  enough,  and 
they  to  raise  it  by  a further  1 per  cent,  a month 
later. 


5899.  If  you  are  thinking  of  Bank  Rate,  why  do  you 

say  “ rates  of  interest  ”? Mr.  Macartney-Filgate : Bank 

Rate  really  affects  all  the  others ; when  Bank  Rate  goes 
up  the  joint  stock  banks  readjust  their  lending  rate  and 
their  call  money  rate,  fee  discount  market  adjust  the  bill 
rate,  and  the  whole  bond  market  in  its  turn  reacts.  I 
do  not  that  a 6 per  cent.  Bank  Rate  has  ever  dis- 
suaded an  industrialist  from  borrowing  money  if  he  saw 
fee  means  of  making  a profit  on  the  borrowed  money. 
K he  pays  6 per  cent,  on  his  debentures,  about  half  of  feat 
is  charged  against  'taxation.  6 per  cent,  does  not  deter 
people  from  borrowing  when  trade  is  good.  A 10  per 
cent  Bank  Rate  (to  pick  a figure  out  of  fee  hat)  would 
make  people  pause,  just  as  the  present  7 per  cent  is 
rather  clamping  down  on  the  new  issue  market:  people 
do  not  want  to  saddle  themselves  with  a 61-  per  cent 
bond  for  twenty  years. 


5900.  When  you  say  that  the  authorities  shrank  from 

raising  rates  of  interest,  do  you  think  that  they  were 
right  to  shrink  from  raising  any  rate  except  by  raismg 
Bank  Rate? ^There  is  no  other  rate  they  can  raise. 

5901.  You  mean  there  is  no  other  rate  they  do  raise? 

^Unless  they  want  to  make  a present  to  the  purchaser. 

For  instance,  a new  issue  of  Govemment  bonds  would 
be  made  approximately  at  current  market  rates.  Bank 
Rate  is  fee  only  rate  which  fee  authorities  can  raise  mfe 
the  object  of  all  other  rates  being  raised  more  or  less 
in  conformity,  which  does  automatically  happen. 

5902.  So  in  fact  you  are  thinking  about  fee  authorities’ 

action  on  Bank  Rate? ^Yes. 

5903  Professor  Cdrncross:  From  what  you  say  in 
paragraph  35  it  seems  that  Treasury  Bills  show  a frough 
in  the  first  quarter  of  the  year,  when  conmercial  bii^ 

show  a peak?- Sir  Edward  Reid:  Yes.  The  peak  m 

commercial  bills  in  the  early  part  of  fee  year  is  due  to 
seasonal  movements  of  commodities.  Treasury  Bills  are 
governed  by  entirely  different  considerations.— Mr 
Macartney-Filgate:  The  ratio  of  to  ba^ 

bills  is  such  that  the  reduced  volume  of  Trea^ 
has  a much  greater  percentage  of  effect  on  the 
in  the  market  than  the  increased  volume  of  bank  bills. 

5904.  Professor  Sayers:  In  paragraph  36,  when  you 
talk  about  “the  total  value  of  U.K.  trade”,  you  mean 
in  effect  U.K.  external  trade? ^Yes. 

5905  Professor  Cairncross:  It  would  seem  from  your 
charts  ’that  the  bills  outstanding  represent  only  a small 
fraction  of  fee  volume  of  British  trade,  about  a third, 
and  that  fee  acceptances  by  your  mernlwr  hoiaes  are  m 
turn  a very  limited  fraction  of  th«e  bills.  Of  fee  totfe 
bills  drawn,  some  fraction  is  said  to  represent  trade 
between  foreign  countries.  One  would  not  expect  on 
feat  kind  of  relationship  too  close  a symmetry  between 
the  movement  of  bills  drawn  and  movement  of  total 

UK.  trade? -Sir  Edward  Reid:  No;  but  I suppose 

a relatively  constent  proportion  ■of  British  trade  is  financed 
by  bills. 
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5906.  Is  that  particular  fraction  of  trade  mainly  com- 
modity trade? suppose  so. 

5907  You  discard  completely  in  this  discussion  the 

trade  between  two  foreign  countries  as  an  element  m the 
situation.  Are  we  right  in  supposing  that  this  is  a very 
small  fraction  of  the  total  business? AX  present. 

5908  Or  even  in  the  past,  in  the  period  covered  here? 

^Are  you  including  trade  be^een  a country  m the 

sterhng  area  and  a country  outside  the  sterling  area? 

5909.  I am  (including  that  in  trade  between  foreign 
countries  for  this  purpose,  because  that  would  not  be 

reflected  in  British  trade? It  is  difficult  to  say  how 

much  it  is.  Imports  into  the  Continent  or  into  Japan 
of  Dominion  wool,  for  instance,  would  probably  be 
finianced  by  sterling  bdUs,  but  I dio  not  know  what  the 
aroiount  of  it  would  be. 

5910.  I really  want  to  know  what  proportion  of  the  bills 
drawn  represents  trade  of  which  the  United  Kingdom 

does  not  form  one  of  the  terminals? Mr.  Mac^tney 

Filgaie:  Not  a great  deal.— Sir  Edward  Reid:  RelaUvely 
little,  from  our  actual  experience ; but  I could  not  estimate 
a figure. 

5911  This  trade,  and  the  acceptance  and  discount 
businew  arising  from  it,  has  often  featured  in  discussions 
on  the  invisible  earnings  of  this  country.  Is  it  your 
impression  that  it  is  not  in  fact  a large  ^oportion  of 

the  total  business  in  the  City? is  difficult  to  say. 

There  are  certain  commodities  for  which  the  Continent 
traditionally  pays,  or  opens  credits,  in  London.  There  is 
a large  volume  of  business  done  by  opening  sighit  creda-ts  m 
London,  but  I cannot  give  you  any  estimate  of  what  the 
turnover  is,  nor  of  the  number  of  bills  drawn  in  the  sterling 
area,  paid  or  accepted  for  South.  Americain  or  Eastern 
account  In  my  own  experience  it  im  vmied  a lot ; ftere 
have  been  times  when  it  has  been  quite  big,  and  then  times 
when  it  has  fallen  o2.  I should  not  like  to  hazard  a 
guess  as  to  how  much  it  was. 

5912  Chairman:  What  causes  it  to  rise  and  fall? 

Sir  Edward  Reid:  All  sorts  of  reasons.  Cost  is  the  mam 
element,  but  there  are  other  reasons.  For  example,  for  a 
few  years  my  own  firm  used  to  finance  the  exports  of 
Austinalian  produce  in  large  amounts  to  Canada  and  the 
United  Kingdom.  The  business  was  done  in  London  and 
the  necessary  credit  was  provided  in  London.  That 
went  on  for  a few  years,  and  then  it  stopped  because  the 
exporters  in  AustraJia  said  that  they  would  gert  .the  finance 
locally  fpKn  an  Austoaldan  bank.  I do  not  know  that 
there  was  much  in  tiie  cost ; probably  the  Australian  hank 
said:  “This  is  rather  nice  business  ; why  not  let  us  have 
some  of  it?  Evoi  that  sort  of  reason  can  create  quite 
big  fluotuafioos  up  or  down. — Mr.  Macartney-Filgate: 
There  have  been  some  bilateiai  tirade  agreements  which 
have  out  out  this. 

5913.  Bilateral  trade  agreements  being  a product  of 

difficulties  between  two  countries? ^Difficulties  between 

two  countries  in  their  balance  of  payments.  Brazil,  for 
instance,  drew  up  a number  of  bilater^  trade  agreements, 
which  were  ultimately  funded,  if  I might  use  that  word,  in 
what  is  called  “ The  Hague  Club  ”.  For  a long  period 
there  were  bilateral  agreements  of  this  kind,  and  they 
crop  up  now  and  again,  to  prevent  the  financing  of  trade 
through  London,  by  means  of  clearing  accounts  chiefiy. 

5914.  Lord  Harcowt:  Those  clearing  accounts,  being 

under  pressure  from  various  organisiataons,  tended  to 
reduce  the  voluime  of  trade? That  may  be  one  of  the 


5915.  Sir  John  Woods:  After  noticing  the  Bank  Rate 
rises  in  1955  and  1956  you  come  in  paragraph  41  to  your 
conclusion; — 

“Thus  although  some  connection  can  be  traced 
between  the  volume  of  bills  outstanding  and  the  level 
of  Ba:^  Rafte  it  is  not  consistent  and  the  chamges  m the 
volume  of  bills  can  equally  convincingly  be  explained 
as  being  due  to  other  causes.” 

Is  that  oooiclusioii-  affected  at  all  by  experience  between 
September  19th  last  year  and  today?  Was  there  any 
noticeable  drop  in  bill  business  when  the  Bank  Rate  went 
to  7 per  cent.? Sir  Edward  Reid:  Yes.  Our  accept- 

ances have  fallen  from  £130m.  odd  to  £119m.,  by  nearly 
10  per  cent. 

5916.  Professor  Caimcross:  Against  the  normal  seasonal 

movement? ^Against  the  normal  seasonal  movement; 

but  I mentioned  two  reasons  which  in  my  own  firm’s  case 
caused  the  reduction,  neither  of  which  was  Bank  Rate. 

5917.  Sir  John  Woods : That  experience  would  not  alter 
your  general  conclusion?  You  think  there  were  other 

reasons  than  Bank  Rate? ^There  certainly  are.  We 

were  all  a^ed  to  ocune  in  on  this  credit  squeeze,  and  the 
exchange  control  has  stopped  the  acceptance  of  bdls  for 
trade  between  two  non-stenHng  area  oo^Intraes. 

5918.  Professor  Sayers:  May  I ask  Sir  Edward  to  go 
back  to  his  very  early  years  and  to  tell  us  whether  at  any 
time  in  his  experience  the  volume  of  bills  outstanding  did. 
seem  to  respond  markedly  to  changes  in  the  level  of  Bank 

Rate? Sir  Edward  Reid:  I could  not  answer  that,  1 

am  afraid,  without  having  studied  the  question.  If  yon 
would  like  some  research  done  on  this  question  I will 
see  what  I can  do. 

5919.  I personally  should  be  very  interested  indeed,  but 
I cannot  press  it  as  a matter  for  .the  Committee.  Then  I 
wonder  if  you  have  noticed  in  general,  or  over  the  last 
ten  years,  any  change  in  demand  for  acceptance  credits  to 
finance  the  holding  of  stocks  of  commodities?  Is  there 
any  connection  between  that  and  movements  in  interest 
rates?  I am  thinking  not  of  the  shift  between  bank  over- 
draft and  bill  finance,  but  rather  of  the  possible  effect 
of  the  cost  of  short  term  borrowing  in  general  upon  the 

willingness  of  people  to  hold  stocks  of  commodities? 

Sir  Edward  Reid : The  merchant,  of  course,  will  want  to 
hold  his  stock  of  commodities  to  be  able  to  satisfy  his 
customers. — Mr.  Mackinnon:  It  must  depend  a lot  on 
the  period  of  time.  The  bill  after  all  only  runs  for  six 
months,  and  if  it  is  stock  credit  then  the  acceptance  fades 
out  and  the  man  has  to  find  some  other  form  of  fbiance. 

5920.  Do  you  not  accept  bills  that  are  used  to  finance 

the  holding  of  commodities? Mr.  Mackinnon:  Pro- 

vided they  are  self-liquidating,  but  not  otherwise. — Mr. 
Macartney-Filgate : We  would  not  allow  a manufacturer 
to  finance  what  one  might  call  his  permanent  stock  bold- 
ing by  bills. — Mr.  Mackinnon : Timber,  for  instance,  may 
com©  in  for  a period  of  seasoning,  or  anything  of  that 
sort. 

5921.  Do  you  find  that  people  are  less  anxious  to  keep 
their  stocks,  or  are  more  anxious  to  hold  on  to  stocks, 

if  money  is  cheap? Sir  Edward  Reid:  I would  say 

they  are  more  influenced  by  what  they  expect  the  price 
of  their  stocks  to  be  when  they  sell  them. 

5922.  This  is  not  a matter  on  which  your  own 

experience  really  throws  any  light? ^No. 

Chairman : I think  we  will  break  off  now ; may  we 
continue  after  lunch? Sir  Edward  Reid:  Certainly. 


{Adjourned  until  2.15  p.m.') 


Sir  Edward  Reid,  Bt.,  O.B.E.,  Mr.  Angus  Mackinnon,  D.S.O.,  M.C.,  T.D.,  and  Mr.  J.  V.  Macartney-Filgate,  M.C., 
T.D.,  recalled  and  further  examined. 


5923.  Chairman:  We  had  reached  paragraph^  45,  and 
our  question  on  the  effectiveness  in  economic  policy  today 
of  monetary  measures,  with  particular  reference  to,  firstly, 
movements  of  short-term  interest  rates.  You  say  that 
movements  in  short-term  interest  rates  have  been  ineffec- 
tive as  an  instrument  for  controlling  the  amount  of  physi- 
cal stocks  held.  It  is  often  said  that  the  short-term 
interest  rate  and  its  movement  bears  particulMly  upon 
that.  Had  you  anything  particular  in  your  mind  from 
youi  own  observation  with  refaence  to  physical  stocks? 

Sir  Edward  Reid:  We  are  saying  that  it  does  not 

appear  to  have  had  any. 


5924.  It  might  in  theory,  but  has  not,  so  far  as  your 

observation  goes,  in  pracitioe? Sir  Edward  Reid:  I 

tfiiiTik  I am  Tiii^  in  saying  not  at  all. — Mr.  Macartney- 
Filgate:  From  ^e  financing  end,  yes.  I would  say  that 
one  or  two  industaial  comipamies  with  whadh  we  are  con- 
nected have  tended  to  reduce  their  stocks,  if  their  Wpe  of 
biKiuiess  is  such  that:  they  indulge  in  the  luxury  of  carrying 
heavy  stocks  when  they  Ihink  prices  are  going  up. 

5925.  Is  that  because  they  represent  a fairly  easily 

contractable  iiart  of  their  total  financing?  If  they  want 
to  their  business  a little  they  can  do  it  in  that 

manner  more  quickly  and  easily  than  elsewhere? If 
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they  are  using  a raw  material  which  has  a very  free 
market,  I have  seen  one  or  two  cases  where  it  was 
thou^t  that,  if  Uki®  could  be  a saving  of  several  hun<ked 
thousand  pounds,  which  at  1 per  cent,  interest  made  a 
difference  of  a few  thousand,  it  worth  doing  because 
the  stock  was  available  and  could  be  easily  replenished. 

5926.  They  can  restore  the  position  at  short  notice  if 

they  want  to? ^Yes.  That  can  only  apply  in  certain 

things  and  certain  commodities,  because  a very  complex 
industry  which  has  to  carry  a great  number  of  subsidiary 
bits  and  pieces  would  have  to  carry  a heavy  stock  made 
up  of  a large  number  of  different  components.  A manu- 
facturer with  a lot  of  bought-out  parts  cannot  afford  to 
run  those  down ; but  a man  who  is  carrying  copper  for 
the  manufacture  of  copper  rods  would  be  more  affected 
by  his  view  on  the  price  of  copper  than  by  the  cost  of  the 
money  for  running  stock. 

5927.  I was  thinking  primarily  of  raw  material  stocks ; 
I think  you  were  travelling  on  to  semi-processed  stocks? 

^Yes,  I have  moved  away  from  acceptance  credits ; 

we  could  not  finance  some  of  the  things  I have  mentioned. 
But  I would  have  thought  with  raw  materials  the  price 
trend  of  the  material  would  have  a greater  impact  than 
the  cost  of  carrying. 

5928.  Could  you  distinguish  at  all  between  the  kind  of 
industry  or  activities  in  which  some  impact  is  made  by 

the  interest  rate  and  the  others? 1 think  an  industrialist 

ought  to  do  that ; I do  not  think  I am  really  competent. 

5929.  This  is  only  from  your  own  observation? ^Just 

one  or  two  companies  I happened  to  discuss  the  matter 
with. 


5930.  Professor  Sayers'.  This  is  not  speculation  as  to 
what  might  be  expected  to  happen  but  an  account  of 

what  did  happen? ^Yes,  of  what  has  hapjwned.  People 

tend  tio  carry  bagger  stocls  when  they  consider  the  price 
is  low. 

5931.  Mr.  Jones:  There  has  been  a fall  in  commodity 
prices  throughout  the  world.  WouW  there  be  a tendency 
to  buy  and  maintain  and  even  build  up  stocks  in  'those 
conditions,  bearing  in  mind  that  short-term  interest  rates 

are  higher? Mr.  Macartney-Filgate:  I hesitate  to  go 

outside  my  own  business  on  'that. — Sir  Edward  Reid:  It 
is  very  difficult  to  generalise  on  that. 

5932.  Professor  Sayers:  When  the  rate  of  interest  goes 
up  do  expectations  of  some  check  to  the  movement  of 

prices  have  any  effect  at  all  on  views  on  stocks? Mr. 

Macartney-Filgate : I would  not  have  thought  so ; these 
are  mostly  world  prices. 

5933.  Chairman:  Has  there  been  any  difference  in  what 
you  have  seen  or  heaid  since  September  of  last  year?-— 
Yes  I would  have  thought  there  was.  This  is  the  first 
time  we  have  had  an  8 per  cent,  overdraft  rate.  It  is 
just  getting  to  the  point  where  it  does  make  people  think. 

5934.  Professor  Sayers:  What  about  the  5 per  cent. 

Bank  Rate? 1 do  not  believe  that,  when  the  Bank 

Rate  was  5 per  cent,  or  5i  per  cent,  and  the  overdraft 
rate  was  1 per  cent,  over  that,  and  people  were  gettog 
tax  relief  of  almost  half  of  their  financing  costs,  that 
it  caused  them  to  hesitate  at  alL 

5935.  Do  you  the  extent  of  the  jump  is  at  all 
important  on  the  attitude  of  people  carrying  stocks?-— 
I would  not  have  thought  so.  It  is  not  the  extent  of  the 
jump  but  the  actual  cost,  leaving  out  the  psychological 
factor  of  what  comes  next. 


5936.  You  mentioned  a minute  ago  that  on  the  whole 
commodity  prices  are  governed  by  world  conditions.  In 
the  first  half  of  1952,  there  was  a world  faU  in  many 
commodity  prices,  and  it  seemed  on  the  face  of  it  to  be 
associated  with  a world-wide  rise  in  interest  rates.  Were 

the  two  connected? 1 think  it  was  still  partly  the 

collapse  of  the  post  Korean  war  movement.  But  it  is 
almost  impossible  to  separate  out  the  influences. 

5937  It  is  possible  to  argue  that  the  shake-out  of  the 
world  commodity  position  was  accentuated  by  the  harden- 
ing of  interest  rates  all  over  the  world,  or  almost  ail  over 
the  world,  at  that  time.  Did  you  see  anything  ffiat  y?ould 

lend  support  to  that  view  or  contradict  it? Not  in  my 

own  ffim. 
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5938.  Chairman : Then  in  paragraph  49  you  say: — 

“ So  far  as  international  movements  of  money  are 
concerned,  differences  in  interest  rates  between  different 
centres  are  still  effective  given  two  conditions,  namely: — 

(i)  absence  of  official  interference  with  the  free  flow 

of  funds,  and 

(ii)  absence  of  overriding  fears  regarding  currency 

stability.” 


r would  have  thought  those  two  sub-heads  have  been  pretty 
effective  elements  in  post-war  experience.  Have  they  not 

really  dominated  the  scene? ^ir  Edward  Reid:  Yes, 

certainly,  particularly  the  latter,  as  far  as  this  country 
is  concerned. 

5939.  Professor  Sayers:  Is  not  this  in  fact  a circum- 
locutory way  of  saying  that  differences  in  interest  rates 

between  different  centres  have  ceased  to  be  effective? 

Sir  Edward  Reid:  Nearly,  perhaps,  but  not  quite. — Mr. 
Macartney-Filgate:  There  has  been  a certain  movement 
of  Mnds,  for  instance,  from  America  to  this  country.  On 
ffie  other  land  because  of  lack  of  confidence  it  has  all 
b»n  cov.ered  on  the  forward  exchange  market,  whicb  has 
gradually  ooun't«‘acted  the  differential  between  the  two 
interest  rates. 


5940.  Chairman : Forward  covering  when  movemrait  of 
short-term  money  'takes  place  is  almost  accepted  form? 
1 ^ould  have  Ihou^t  so. 

5941.  Professor  Cairncrass:  Would  that  have  been  true 

in  the  1920s  or  the  1930s?  Is  this  something  'that  goes  a 
long  way  back? dare  say  that  there  was  free  move- 

ment in  the  1920s. 


5942.  Lord  Harcourt:  I would  have  thought  that  after 
the  shock  of  1929,  and  certainly  from  1931  on,  there 
always  was  forward  covering  to  close  the  position.  Vi'ould 

that  be  your  impression? So  long  as  one  could  take 

gold  out  of  the  Bank  of  England  1 dare  say  there  was 
not  much.  As  to  the  1930s  I would  not  like  to  say. 

5943.  Mr.  Jones : For  what  period  forward  would  this 

covering  be  effected? Most  of  the  money  sent  over 

here  is  put  into  Treasury  Bills,  and  covered  'three  months 
forward. 

5944.  It  would  not  cover  any  investment  beyond  three 

months? It  might. 

5945.  In  circumstances  where  it  did  cover  more  than 

three  months  would  there  be  forward  purchase  of  the 
initial  currency? ^There  is  a forward  market. 

5946.  Beyond  three  months? ^In  dollars,  yes. 

5947.  To  what  extent  would  forward  buying  be  effected? 

Is  twelve  months  a reasonable  period? ^We  are  talking 

purely  about  movements  of  short-term  money ; but  there 
are  cases  of  manufacturers  in  this  country  getting  contracts 
abroad,  payable,  shall  we  say,  in  dollars,  who  might  be 
selling  those  dollars  forward  quite  a long  way:  a year,  or 
two  years. 


5948.  Professor  Sayers:  When  an  American  bank  buys 
Treasury  Bills  and  covers  forward,  does  not  its  sale  of 
sterling  in  the  forward  market  have  to  be  covered,  on  the 
basis  of  what  you  were  telling  us  this  morning,  by  some 

bank  in  the  market  buying  spot  dollars? ^Yes;  or  it 

might  be  able  to  match  a forward  contract  the  other  way. 

5949  It  can  only  attract  fresh  matching  in  the  forward 
market  if  a movement  of  the  forward  rate  brings  in  pwpk 
in  support  of  forward  sterling.  On  the  experience  of  the 
last  year  or  two  is  not  the  weight  of  the  trauMction  brough 

pretty  quickly  on  to  the  ^ot  market? -There  have  b^ 

some  quite  wide  movements  in  the  spread  between  _tht 
spot  and  the  forward  rate  without  the  spot  rate  mo’nng 
In  other  words,  if  one  can  get  6 per  cent,  on  money  nerc 
and  2i  per  cent,  in  the  United  States,  quite  a lot  of  monej 
mi^t  come  over  here  which  would  just  happen  to  mee 
a ^mand  for  spot  dollars  for  some  quite  diff«rent  rea^ 
so  .that  the  spot  rate  might  remain  unchanged  but  toe 
forward  rate  would  move  because  at  that  moment  there 

__11 — C .......l.'mw  t.llQTl  "were 


5950  Would  you  say  that  the  potential  forward  demand 
for  sterling  that  can  be  brought  in  by  a 

forward  rate  is  very  limited? ^Yes  ; I should  think  it 

is  more  ironed  out  by  arbitrage  transactions. 

5951.  Which  means  forcing  the  rate  on  to  the  spot 
It.  is  difficult  to  separate  out  all  the  influences 
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bearing  on  a free  market  where  tiiere  are  financial  move- 
ments, commercial  movements,  trade  movements  and 
everything  going  on  at  the  same  time.  Only  somebody 
who  is  sitting  in  a dealer’s  room  and  watching  these  things 
closely  could  form  even  a rough  opinion.  I am  not  a 
foreign  exchange  expert  and  I would  hesitate  to  talk  much 
about  that. 

5952.  You  really  do  not  want  to  say  whether  the  forward 

market  is  fairly  elastic  or  not? personally  would  not 

want  to  make  a comment  on  that. 

5953.  hi  paragraph  48  there  is  a statement:  — 

'*  It  would  appear  that  since  the  end  of  the  war  long- 
term interest  rates  also  have  moved  within  too  small 
and  too  low  a range  to  be  effective  as  a deterrent  to 
borrowing.” 

What  range  of  movonent  would  you  think  would  be  big 
enough,  and  what  range  would  be  •high  enough,  to  be 
effective  as  a deterrent  to  borrowing  under  current  con- 
ditions?—Sir  Edward  Reid:  It  is  very  difficult  to  say 
until  we  reach  it,  but  I would  have  thought  file  rat« 
that  we  have  been  having  now  are  getting  near  to  it. 
There  have  still  been  large  issues  of  debenture  stock  made, 
but  I Think  people  have  been  thinking  twice. 

5954.  Why  have  they  been  thinking  twice?  Is  it  just 
that  the  novelty  of  these  rates  is  beginning  to  have  some 
effect,  or  is  it  that  the  rates  are  too  costly  for  the 

•business? ^It  is  very  difficult  to  say ; the  attitude  of 

different  borrowers  must  vary.  Some  will  take  the  view ; 
“I  know  I am  going  to  want  fiiis  money  ; even  at  present 
rates  I had  better  make  sure  of  having  it.”  Your  question 
really  is  whether  the  cost  of  this  borrowing  makes  an 
operation  uneconomic. 

5955.  Whether  it  is  because  of  that  that  people  are 

beginning  to  think  twice? Sir  Edward  Reid : I would 

have  thought  not.— Mr.  Macartney-Filgate : There  is  the 
expectation  of  what  is  going  to  happen  next  and  how 
long  one  can  bold  out.  If  at  7 per  cent,  one  ffiinks  the 
next  move  is  d'Owniwards  and  one  can  bold  on  six  momChs 
before  bonrowiiig,  one  postpooes  whatever  it  was  one 
was  planmiDg  to  do,  if  it  is  postpooable ; if  one  thinks 
the  next  rate  movement  is  going  to  be  upwards  then  one 
probably  arranges  one’s  borrowing  now. 

5956.  What  about  your  actual  spending? ^If  a firm 

has  SOTie  capital  development  plan  which  it  can  eithw 
do  now  or  in  six  months’  time,  and  it  thinks  that  in  six 
months’  time  the  Bank  Rate  will  ccane  down  and  borrow- 
ing will  be  cheaper,  it  would  tend  to  postpone  it  for 
six  months. 

5957.  They  postpone  borrowing,  but  not  spending? 

Once  they  have  file  money  they  can  spend  it,  because 
they  have  bonowed  it  for  that  purpose.  I am  talking 
of  long-term  borrowing. 

5958.  “What  have  you  in  mind  in  paragraph  50 : the 
perverse  effects  of  official  requests? — -Sir  Edward  Reid : 
We  &ve  an  example  of  it;  the  banks  and  accepting 
houses  have  all  been  asked  to  reduce  the  facilities  given 
to  hire  purchase  finance  companies.  The  result  has  been 
that  ffiey  have  been  soliciting  deposits  from  the  public 
insKead  of  getting  what  they  want  from  the  banking  com- 
munity. The  auth'Orities  just  have  not  achieved  the  effect 
that  they  wanted  of  reducdng  the  am^ount  of  hire  purchase 
finance  gr^anted.  AU  that  has  happened  is  that  many 
hire  purchase  finance  companies  tlnoughout  the  country 
are  taking  direct  deposits  from  aU  and  sundry. 

5959.  And  paying  for  them ; there  has  been  this  effect. 

that  hire  purchase  finance  has  become  dearer? 1 

suppose  so,  yes, 

5960.  Sir  Oliver  Franks:  I was  not  quite  sure  that  I 
understood  paragraph  51.  If  one  takes  as  a possible 
statutory  relation  a power  to  vary  liquidity  ratios,  and 
compares  that  wifli  requests  to  bankers,  I am  not  quite 
clear  why  the  one  impinges  less  than  the  other  upon 
traditional  flexibility.  I see  that  it  impinges  less  upon 
traditional  usage ; but  in  whal  sense  is  the  one  less 

flexible  than  the  other? Mr.  Macartney-Filgate:  So 

long  as  iit  is  not  governed  by  statutory  regulation  we  can 
meet  an  emergency  of  one  of  our  customers  under  the 
request.  I think  the  Bank  of  England  would  accept  that 
in  some  particular  case  there  might  be  an  urgent  need 
for  a'  short  p«iod  to  take  steps  which,  were  we  statutorily 
controlled,  would  bring  us  below  our  statutory  ratio.  Most 


of  these  requests  are  left  to  file  hankers  to  interprert  and, 
as  long  as  they  interpret  them  in  good  faith,  knowing 
what  the  authorities  want,  they  have  more  elbow-room 
than,  if,  when  they  reached  a certain  figure,  they  must 
stop  by  law. 

5961.  Professor  Sayers:  If  advances  are  to  be  restricted 

to  a certain  amount,  it  is  better  to  do  it  by  request  than 
by  statutory  regulation? -Yes. 

5962.  You  do  not  mean  that  the  present  system  we  have 
of  requests  to  bankers  would  be  better  than  the  various 
alternative  ways  of  diecking  the  bankers  in  thedr  lending, 
either  by  market  operating  or  by  statute? — -Certainly 
I prefer  not  to  have  them  checked  by  statute.  Market 
operations  are  in  themselves  flexible,  because  whatever 
market  operations  may  be  carried  out  the  axe  does  not 
fall  on  a precise  figure  on  a precise  day ; there  is  still 
some  elbow-room. 

5963.  Suppose  that  you  were  choosing  between  a 

request  to  bankers  to  keep  their  advances  down  to  a cer- 
tain figure,  and  a requ'Cst  to  hankers  to  keep  their  liquidity 
ratios  up  to  40  per  cent. ; which  would  y-ou  prefer?- 
There  is  no  question  of  statutory  regulation  here,  but  of 
choosing  between  two  requests. 1 would  prefer  a re- 

quest to  limit  advances  to  a certain  figure,  because  I think 
I could  work  it  more  easaHy.  But  this  is  not  a good  ques- 
tioin  to  put  to  me ; it  is  a question  for  the  j-odnt  stock  batiks, 

5964.  Chairman:  Now  we  come  to  paragraph  59,  on 
the  “ financing  of  capital  goods  exports  involving  medium- 
tenm  finance,  that  is  to  say,  finance  covering  periods  of 
up  to  five  years  from  the  date  of  shipment,”  in  which 
you  say  acceptiug  houses  may  become  involv^.  You  deal 
with  the  situation  before  the  second  world  war,  when  the 
City  London  was  one  of  the  principal  financial  centres 
•where  overseas  -borrowers  could  raise  long-term  loans  'by 
means  of  bond  issues;  “since  the  war  . . . that  has 
not  been  feasible.”  You  say : “ there  has  emerged  a n.ew 
type  of  business,  namely,  the  arranging  of  ad  hoc  medium- 
term  loans  to  finance  individual  contracts.”  Then  y-ou  say  in 
paragraph  61 : “ the  British  manufacturer  is  unable  to 
offer  -the  credit  required  from  his  own  resources  and 
cannot  or  is  unwilling  to  borrow  the  funds  on  his  own 
account  from  his  bankers  because  his  balance  sheet  would 
be  seriously  distorted  and  his  statutory  -borrowing  powers 
might  be  exhausted  or  even  exceeded  if  be  did  so.” 
Speaking  geueraiy  from  your  knowledge  of  the  large 
■manufacturer  in  other  countries  who  is  concerned  with 
this  kind  of  contract,  is  there  anywhere  where  you  find 
the  manufacturer  atie  or  expected  to  carry  this  kind 

■of  finance  on  his  own  resources? ^Nearly  European 

countries  have  one  or  other  form  of  state  insurance  for 
exports  of  this  type.  They  vary  in  the  extent  to  which 
they  wiU  guarantee  exports,  but  they  all  have  some  powers 
and  they  have  nearly  all  of  them  used  them.  I ou^t 
perhaps  to  say  that,  when  I define  medium-term  finance 
as  involving  a period  of  up  to  five  years  from  ship- 
ment, I oifiy  say  that  'because  that  is  the  m.'ost  ttat 
can  be  done  under  the  system  of  export  credit  guaran- 
tees in  this  country ; I do  not  regard  five  years  necessarily 
as  medium-tenn  finance. 

5965.  B it  inevitable  that  the  state  should  be  the  facili- 
tating agent  for  this  purpose?  You  find  it,  you  say,  at 
present  in  all  ±ese  European  arrangements ; you  -find 

it,  in  another  form  no  doubt,  in  America? ^Yes,  in 

the  fonn  of  the  Export-Jmipoit  Bank.  The  normal  com- 
mercial risks  would  be  capable  of  being  insured  in  the 
normal  way  in  the  insurance  market,  but  not  the  two 
major  risks,  the  political  risk  and  the  exchange  transfer 
riric.  Any  manufacturer  is  capable  within  reason  of  satis- 
fying himself  about  the  standing  of  his  client,  even 
thou^  five  years  is  a long  time ; most  of  the  purchase's 
of  ttus  type  of  equipment  are  very  substantia  corpora- 
tions, But  the  losses  which  would  be  invoilved  in.  the 
event  of  war  or  of  the  stopping  of  sterling  remittances, 
which  is  a political  act  o'utside  the  power  of  _ the  over- 
seas customer,  are  elements  which  cannot  be  insured  at 
the  present  time  in  the  City  of  London. 

5966.  Professor  Sayers  : Why  cannot  'Lloyds  cope  with 

risks  of  this  kind? -I  do  not  know  whether  it  is  in 

their  statutes,  or  whether  it  is  the  size  of  the  risk.  After 
all,  one  cannot  insure  anything  on  land  in  this  country 
against  war  risks.  If  I may  take  the  simplest  case  of 
a ship  being  built,  one  may  insure  a^inst  'war  risks 
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when,  it  is  afloat  under  marine  insurance,  hut  one  cannot 
insture  it  against  war  risks  while  it  is  being  built 

5967.  It  is  in  fact  a fable  that  you  can  insure  anything 

at  Lloyds? ^Yes. 

5968.  Chairman:  These  special  risks  which  you  have 
been  drawing  attention  to  have  been  present  now  in  a 
great  deal  of  overseas  trade  for  a number  of  years ; they 
are  not  new  elements  of  ri^.  There  must  be  accumulat- 
ing a great  deal  of  experience  about  the  actual  significance 
of  that  risk,  so  far  as  one  can  express  it  in  terms  of  a 
premium.  As  they  become  a norroal  feature  of  inter- 
national  trade,  and  as  experience  accumuilates,  why  are 
they  not  capable  of  being  expressed  by  an  insurance 

premium? ^The  view  which,  an  insuirer  would  have 

taken  <m  the  likelihiood  of  war  in.  Egypt  in  1952,  bas^g 
his  views  on  experience  up  to  date,  would  have  bwn  very 
difiE«reot  from  his  view  in  1956. 

5969.  I follow  that ; .but  very  great  unexpected  events 
are  in  fact  covered  by  insurance  and  always  have  been  •. 
the  San  Francisco  earthquake,  and  the  Kingston  fire. 
Why  do  these  differ  in  kind  from  the  kind  of  risk 
which  has  to  be  faced  anywhere  by  insurers?— — Possibly 
in  the  extent.  I do  not  know,  as  I say,  whether  Lloy^ 
and  the  insurance  companies  refuse  this  type  of  risk 
by  some  rule  of  their  own,  or  because  of  its  size,  or 
because  cover  can  foe  obtained  somewhere  else ; ^ I 
know  is  that  they  will  not  do  it. 

5970.  Is  it  your  impression  that  the  state  organisations 
on  the  Contineot  run  at  a loss,  and  that  the  taxpayer 
carries  some  margia  of  risk ; or  that  they  can  be  in 

fact  run  without  cost  to  die  public? 1 do  not  know 

what  their  experience  has  been,  but  I should  not  imagine 
that  it  is  very  different  from  the  experience  here,  where 
the  Report  Credits  Guarantee  Department,  except  for  the 
years  of  &e  Brazilian  ddfficuities,  was  puttring  a surplus 
into  the  Ej^equer  every  year. 

5971.  Sir  John  Woods:  Do  these  European  insuring 

•institutions  limit  the  amount  of  any  contract  they  wifi 
cover,  as  in  the  case  of  E.C.G.D.? ^Yes. 

5972.  They  do  not  normally  take  100  per  cent.? 

They  none  of  them  take  100  per  cent. 

5973.  Does  it  follow  from  that  that  flie  Europe^  manu- 
facturer who  gets  the  benefit  of  these  facilities  is  himself 
bearing  part  of  th^  risk,  or  have  they  other  means  of 

laying  it  off? ^All  I know  is  that  the  state  insurance 

covers  a limited  percentage ; whether  there  are  private 
interests  who  take  over  .the  balance  I do  not  know. 
But  in  this  country,  even  if  private  interests  were  allowed 
to  take  over  the  balance,  E.C.G.D.  would  not  allow  them 
to.  It  is  one  of  the  requirements  of  E.C.G.D.  that  the 
manufacturer  ^all  be  interested  in  the  risk.  Evm  if 
a manufacturer  with  85  per  cent  E.C.G.D.  cover  could 
insure  the  remaining  15  per  cent,  with  Lloyds,  E.C.G.D. 
would  withdraw  their  guarantee  if  he  did. 

5974.  Chairman:  Do  you  think  any  valuable  result  is 

pr'Oeured  by  leaving  the  manufacturer  with  these  uncovered 
percentages? ^None  at  all. 

5975.  Sir  John  Woods:  Is  not  the  net  result  that 

the  manufactura:  puts  up  his  price? If  he  can.  He 

tries  as  far  as  he  can  to  be  his  own  insurer  by  an 
increase  in  the  price. 

5976.  Professor  Sayers:  Would  not  fliat  equally  apply 

to  a continental  supplier? ^Yes.  E.C.G.D.  m^e  two 

points,  to  the  best  of  my  knowledge:  first,  that  if  a 
manufacturer  or  an  exporter  can  contract  out  of  all  the 
risk  iby  insuring  100  per  cent,  he  will  be_  careless  and  will 
not  worry  about  what  it  is  he  is  shipping;  that  he  will 
behave  in  a dishonest  manner,  to  put  it  in  plain  wwds. 

5977.  Might  not  that  result  be  produced  by  any  form 

of  ordin^y  insurance? It  mi^t,  yes.  These  paihculai 

contracts  are  almost  always  carried  out  by  firms  of  good 
standing  who  are  just  as  jealous  of  thdr  good  name  as 
they  are  of  their  monetary  risk,  and  who  have  every 
interest  an  fulfilling  the  terms  of  their  extract.  Under 
flieir  contract  they  could  not  sh^  lubbah.  The_  other 
point  whidi  the  E.C.G.D.  make  is  that  it  is  a pimciple 
of  credit  insurance  that  the  insured  person  must  have  a 
continuing  interest  in  the  ride. 

5978.  Mr.  Jones:  E.C.G.D.  make  provision^  for  iiwur- 
aince.  Is  there  any  difference  between  their  position 


and  the  position  of  the  Export-Lnport  Bank  in  America? 
I>o  the  Export-Bnport  Bank,  jn  addition  to  providing 

insurance  against  risk,  also  provide  credit  themselves? 

They  provide  cash,  yes. 

5979.  So  it  is  an  institution  of  a much  more  all- 

embracing  type? Yes.  They  always  provide  the  loan 

to  the  foreign  'borrower,  so  that  they  not  only  do  the 
financing  but  they  carry  the  whole  of  the  risk  of  the 
loan  which  they  grant,  which  may  or  may  not  be  the 
whole. 

5980.  Lord  Harcourt:  The  percentage  of  loan  whkh 
they  make  is  more  limited  than  our  E.C.G.D.  cover ; 
it  is  limited  to  60  per  cent. — Sir  John  Woods:  They 
provide  the  cash  and  do  the  borrowing ; they  do  not, 

as  far  as  I know,  insure  at  all? ^No,  I do  not  think 

so ; 'they  axe  their  own  insurers.  The  difficulty  about 
the  15  per  cent,  which  E.C.G.D.  will  not  cover  is  that, 
as  I understand  it,  they  are  not  prepared  to  discriminate 
between  manufacturers  in  this  country.  I have  pointed  out 
that  with  the  great  films  in  this  country  there  would 
be  no  degree  of  difference  in  the  care  wifli  which  they 
executed  their  contract  or  the  services  they  performed, 
wheffier  they  bore  15  per  cent,  risk,  no  risk,  or  100  per 
cent  risk,  and  that,  for  people  of  that  sort,  for  reasons 
which  we  give  I think  later  in  this  memorandum,  there 
should  be  something  better  than  85  per  cent  cover.  If 
it  was  some  small  intermediary  in  some  obscure  corner 
of  London  who  was  shipping  these  things  out  he  wottld 
not  get  the  same  amount  of  insurance ; but  the  Depart- 
ment say  they  cannot  discriminate  between  firms  in  this 
country. 

5981.  Have  you  ever  heard  it  suggested  that  the 
Department  should  cover  the  whole  contract  with  the 

exception  of  the  manufacturer’s  estimated  profit? ^The 

Department  argue  that  the  15  per  cent,  is  largely  the 
manufacturer’s  profit.  That  is  their  main  argument,  apart 
from  the  •tW'O  principles  I have  mentioned. 

5982.  Chairman : One  hopes  there  is  a certain  percent- 
age of  profit ; I do  not  know  whether  15  per  cait.  is 

realistic  in  the  competitive  markets  of  today? ^I  should 

have  thought  it  was  on  the  high  side. 

5983.  SirJobnWoods:  In  paragraph  62  you  say : — 

“As  a general  rule,  British  financial  institutions  will 

not  grant  medium-term  credits  to  foreign  bodies  if  they 

can  only  look  to  the  foreign  borrower  or  to  foreign 

guarantees  for  repayment  of  such  loans.” 

When  you  say  “ foreign  ” do  you  include  Commonwealth 

countries? ^No.  I know  personally  of  two  five  year 

credits  to  a CommiOTiwealth  country,  for  which  no 
E.C.G.D.  guarantee  was  required. 

5984.  Chairman : In  the  old  days  when  the  City  floated 
foreign  loans  and  asked  the  British  investor  to  subscribe 
the  money,  he  was  asked  to  lend  his  money  to  a foreign 
borrower  without  auy  state  guarantee  or  anything  else? 

^Yes,  but  he  was  using  his  own  money  and  it  was 

up  to  him  to  decide  to  risk  it  or  not.  This  form  of 
finance  is  provided  by  the  banks  who  are  using  other 
people’s  money. 

5985.  Professor  Sayers:  Before  1914  the  London,  banks 
uwested  very  krgeJiy'  in  foreign  railway  bonds.  It  was 
not  particularly  their  own  money;  wlhat  is  the  difference 

rwjiw-? 1 wouM  say  it  is  very  different  now.  The 

financial  morali^  of  tihe  world  has  changed  a good  deal, 
and  their  ability  to  meet  tfaedr  oWigatkos.  It  may  be 
that  the  figures  of  investments  in  the  banks’  balance 
sheets  today  are  made  up  of  very  different  components 
from  what  comprised  their  investments  before  1914.  To- 
day, except  in  the  case  of  certain  Commonwealth 
countries,  my  experience  has  been  that  they  would  not 
lend  money  overseas.  Moreover,  if  tiiey  held  foreign 
bonds  in  the  old  days,  fliey  could  always  sell  fliem,  if  they 
thought  that  things  were  going  wrong  in  that  country,  but 
they  cannot  under  this  system. 

5986.  They  had  to  take  their  chances  on  the  market ; 

it  would  sometimes  dry  up  in  a particular  security? 

Yes,  but  there  was  a market.  In  this  particular  form  of 
finance  there  is  no  market,  as  things  stand.  If  I got  a 
joint  stock  bank  to  grant  this  credit,  from  the  moment 
he  has  issued  his  letter  of  credit  he  is  on  that  commitment 
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to  the  bitter  end,  it  may  be  for  seven  years ; he  has  no 
way  of  getting  out  if  he  sees,  lookmg_  quite  a distance 
ahead,  political  or  financial  trouble  building  up  in  that 
country. 

5987.  You  are  sa'ying  in  eSect  that  the  British  financial 
institutions  will  not  now  go  into  this  kind  of  risk  as  they 
used  to  and  that  therefore  the  Government  should  under- 
write the  exporters’  risks? J am  not  quite  saying  that, 

because  I do  not  know  what  they  used  to  do  before  lie 
first  war ; I accept  your  statement  on  that.  But  I still 
maintain  that  holding  a marketable  bond,  no  matter  how 
narrow  a market,  is  very  different  from  bemg  tied  irrevoc- 
ably over  seven  years  to  lend  money  to  that  country, 
whatever  it  might  be. 


5988.  Chairman : The  statement  you  make  here  is : 

“ As  a general  rule,  British  financial  institutions  will 

not  grant  medium-term  credits  to  foreign  bodies ” 

b that  a rule  that  has  taken  shape  since  the  last  mr, 

or  is  it  the  product  of  the  disasters  after  1929? It  is 

mesrely  my  experience  in  trying  to  do  this  bnsdness  sauce 
the  last  -war.  It  did  not  arise  before,  because  tihere  was 
a foredgn  bond  market  in  London.  I do  not  think  these 
medium-term  credits  listed  at  all  before  the  war. 


5989  Professor  Cairncross:  Would  it  not  also  be  true 
that  in  the  old  days  the  kind  of  construction  projects 
involved  abroad  did  not  incorporate  so  much  British 
machinery  as  is  sometimes  now_  incorporated  in  projects 

like  steelworks  and  power  stations? ^In  the  case  of 

long-term  loans  issued  in  the  City  of  London  before  the 
war  the  currency  of  course  could  be  spent  anywhere.  A 
man  could  bonow  £10m.  and  then  go  and  buy  German 
machinery.  He  could  not  do  that  today. 

5990.  Have  you  any  idea  as  to  the  magnitude  of 

medium-term  credits  now? ’The  volume  of  medium- 

term  crests  running  at  tiie  present  time  and  underwritten 
by  E.C.GD.  is  about  £200m. 

5991.  How  far  short  do  you  feel  that  falls  of  what 
might  be  required  to  finance  this  proportion,  which  is 
quite  a small  proportion,  of  total  British  exports? — —It 
is  the  other  way  round:  what  is  required  is  the  ability 
to  meet  the  demand  from  abroad  to  the  extent  to  which 
we  can  afford  to  sell  ovx  products  on  credit. 


5992.  I accept  that,  but  I was  suggesting  that  there  was 
some  kind  of  ceiling  to  the  requirement,  which  would  be 
set  by  the  proportion  of  our  exports  consisting  of  goods 

ultimately  mcorporated  in  these  foreign  contracts? 

I could  not  suggest  a figure.  The  order  book  of  most 
manufacturers  of  this  type  of  equipment  is  fairly  full  at 
the  present  time.  What  you  are  getting  at,  I suppose,  is 
what  is  required  year  by  year  to  ensure  full  employment 
in  this  country. 

5993.  Not  at  all,  no.  Perhaps  I might  put  the  point 
to  you  ia  more  detail  in  this  way.  If  we  had  a little  more 
latitude  as  to  what  we  could  lend  abroad,  we  would  have 
the  alternative  of  throwing  upon  the  London  market 
loans  on  the  pre-19U  model  or  putting  up  rather  more 
money  throng  the  banks  with  E.C.G.D.  guarantees  aicmg 
the  lines  you  are  recommending  here.  I am  suggesting 
that  the  second  alternative  would  be  likely  to  involve 
only  a limited  capital  requirement  in  comparison  with  the 

flrst? ^Yes,  because  what  governs  the  demand  for  these 

metUum-term  credits  is  not  only  the  potential  orders  from 
abroad  'but  the  abili.ty  of  the  British  manufactmer  to 
compete  with  his  opposite  number  in  Germany,  France, 
Switzerland  or  anywhere  else.  Up  to  the  present  we 
have  found  that  we  have  never  yet  failed  to  be  able 
to  say  that  cash  was  available  if  the  contract  was  awarded 
to  our  customer  in  this  country. 

5994.  But  diere  must  be  some  cases  where  contrarts 
are  lost  because  the  foreign  purchaser  is  not  offered  the 
credit  that  he  would  consider  adequate,  or  to  an  extent 

which  he  can  perhaps  obtain  elsewhere? ^Whicn  he 

can.  cartiadnly  obtain  from  the  Export-Import  Bank ; m 
appropriate  cases,  he  can  get  up  to  fifteen  or  eigmera 
years,  but  he  has  got  .to  buy  American  equipm^t  which, 
by  and  large,  is  more  expensive  than  the  same  thing  from 
Europe. 

5995.  But,  if  what  you  are  telling  us  is  true,_  then  the 
additional  medium-tenn  credit  that  could  fruitfully  be 
used  by  British  exporters  in  present  circumstances  is  not 


large?^ ^The  additional  medium-term  credit  additional 

to  what  they  are  using  now  is  thM’e,  to  the  best  of  my 
knowledge,  if  they  want  it,  but  liimted  to  five  years. 
Contracts  are  lost  not  through  the  inability  to  get  this 
credit  but  through  the  inability  to  offer  more  than  five 
years’  creto  post  shipment. 

5996.  Sir  John  Woods : The  Berne  agreement  I under- 
stand, liTTiits  the  continental  credit  insuring  bodies  to  the 
same  term  as  E.C.G.D.,  or  indeed  the  banks,  limit  them- 
selves here:  roughly  speaking  to  seven  years  from  the 
date  of  contract.  From  the  point  of  view  of  the  length 
of  insurance  one  can  get,  there  seens  to  be  nothing  in 
it  between  this  country  and  those  other  countries  which 
ha've  credit  insurance  institutions  according  to  the  rules 
of  the  Berne  Union.  Is  it  your  suggestion  that  the  other 
countries  do  not  stick  to  the  rules  of  the  Berne  Union? 

Certainly  some  countries  have  been  able  to  get  nine 

years’  credit  out  of  foreign  manufacturers.  The  other 
day  a big  group  in  fiiis  country  were  concerned  in  getting 
a contract  in  Portugal,  which  they  lost,  to  a Belgian- 
German  consortium  very  largely  on  the  term  of  credit 
offered.  ,Wtbough  the  state  insurance  organisation  of  the 
country  involved  said  that  it  had  stuck  to  the  rules,  what 
in  fact  was  done  was  that  the  export  credit  finance  risk 
was  insured  for  fi.ve  years  post  shipment,  but  the  terms  of 
repayment  were  such  that  by  five  years  post  shipment 
a very  large  proportion  had  been  repaid.  The  manu- 
facturer who  borrowed  from  his  banker  got  this  credit 
on  the  basis  that  it  was  insured  up  to  the  fifth  post- 
shijHnent  year  and  that  he,  the  manufacturer,  undertook 
to  repay  the  balance  to  his  banker  over  the  remaining 
two  or  three  years.  That  was  a risk  which  he  could 
take,  because  &©  outstanding  balance  after  seven  years 
(two  years  manufacturing  and  five  years  after  shipment) 
was  comparatively  small ; most  of  it  had  been  repaid  at 
the  end  of  .the  seventh  year.  There  might  be  a few  hundred 
thousand  pounds  outstanding,  but  the  manufacturer  was 
quite  good  enough  for  that  amount  and  his  bank  took 
his  word  for  it.  Here  E.C.G.D.  will  not  insure  a portion 
of  a contract.  Given  a contract  which  calls  for  annual 
repayments  over  ten  years,  if  they  were  asked  energy 
to  give  seven  years’  cover  to  the  bank  lamd  leave  the 
•last  three  years  uncovered,  they  would  not  do  that. 

5997.  if  I understand  you  aright,  they  will  not  do  it 

because  they  say  it  is  contrary  to  the  rules  of  the  Berne 
Union? ^It  is  contrary  to  the  ndes  of  the  Berne  Union. 

5998.  Chairman'.  In  the  case  you  were  quoting  the 
manufacturer  was  left  with  quite  a margin  of  risk  to 

carry? ^Three-tenths,  or  it  might  have  been  a little 

less. 

5999.  I think  it  was  a nine-year  arrangement.  Are  both 

Belgium  and  •Germany  parties  to  the  Berne  Union? 

Yes,  they  are.  But  it  is  maintained  that  the  Berne  Union 
is  a union  of  state  insurers,  and  that  all  file  Beme  Union 
calls  for  is  that  &e  state  insurance  organisations  should 
not  give  guarantees  beyond  five  years  ipost  shipment.  It 
is  argued  that  the  Berne  Union  cannot  restrict  the  private 
relationship  between  a manufacturer  and  his  banker 
about  borrowing. 

6000.  Is  there  an  accepted  view  as  to  why  the  Beme 

Agreement  chooses  five  years  as  the  period? 1 do  not 

know. 

6001.  Lord  Harcourf.  'When  was  the  Beme  Union 

formed? 1934. 

6002.  Professor  Sayers:  On  paragraph  64,  would  you 
define  a little  more  closely  what  you  mean  by  “ a high 

degree  of  liquidity”?; Sir  Edward  Reid:  There  is  no 

fixed  rule  for  the  accepting  houses,  but  we  have  to  keep 
a much  hi^er  degree  of  liquidity  than  the  joint  stock 
banks,  for  two  reasons:  firstly,  the  joint  stock  banks 
have  so  many  deposits  all  over  the  place  that  it  evens 
out  more  or  less,  whereas  we,  or  some  of  us  at  least, 
have  a few  very  large  ones  which  can  fluctuate  very  much 
wiitWn  a few  da5^ ; one  house  may  find  a large  proportion 
of  its  total  depoats  in  relatively  few  acoounte.  Secondly, 
the  lacceiptiing  of  'bslB  is  a large  'part  of  our  business,  and 
those  ibffls  have  to  be  met  on  miaturity  whatever  happens. 
If  our  client  cannot  meet  them,  or  even  if  somebody 
has  put  a cheque  in  the  wrong  envelope  and  it  does  not 
come,  those  bills  have  to  be  met.  They  are  nearly 
always  met  by  the  drawer,  but  they  •might  not  be.  So, 
for  both  those  reasons,  we  have  to  be  a good  deal  more 
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liquid  than  the  clearing  banks.  But  our  business  is  such 
that  we  can  use  our  commonsense,  looking  at  our  liabili- 
ties.* 

6003.  What  degree  of  liquidity  do  you  aim  at?  How 
much  in  cash  ; how  much  at  the  Bank  ; how  much  in  call 

money  'plus  Treasury  Bills? ^The  composite  figures  are 

are  follows:  on  31st  December,  1957,  the  seventeen 
accepting  houses  together  had  £9,800,000  cash; 
£62,600,000  call  money ; £28,000,000  discounts ; and 
£37,200,000  British  Government  securities.  They  also  had 
advances  amounting  to  £52,800,000.  Against  that  their 
deposit  liabilities  were  £159,500,000. 

6004.  Lord  Harcourt:  And  bills  accepted  about  £130m.? 
£119m.  in  December. 


6005.  Chairman:  You  add  deposits  and  acceptances 

together  for  the  purposes  of  measuring  'liabilities? 1 do 

not  know  that  we  add  them  together,  but  they  are  both 
factors  in  considering  the  liquidity  we  want  to  keep. 


6006.  Professor  Sayers : You  have  liabilities  under  both 

heads,  but  they  are  not  purely  additive? That  is  so. 

6007.  What  proportion  of  your  Government  securities 
would  be  under  five  years? — -Sir  Edward  Reid : I cannot 
speak  for  all  fie  honises,  'but  -I  think  tihe  majority  would 
be  undec  five,  or  perhaps  under  seven  years.— Mr. 
Macartney-Filgate:  In  our  case  100  per  cent,  I should 
think,  would  be  five  years  or  less.* 

6008.  You  mentioned  how  your  deposits  move  up  and 

down  a great  deal.  I presume  that  the  main  strain  is 
taken  in  your  call  money ; that  is  the  thing  that  varies 
most? ^Yes. 

6009.  Did  the  accepting  houses  generally  experience 
a big  run-down  of  deposits  during  the  first  three  weeks 
of  September  last  year? — -Sir  Edward  Reid:  Yes,  they 
did,— Mr.  McKinnon:  In  August/ September,  noticeably. 

6010.  We  know  the  story  from  one  of  the  acceptmg 
houses ; was  tiie  wcperience  that  was  revealed  anything 
like  a typical  experience  for  accepting  houses  in  that 

period? Sir  Edward  Reid:  I could  not  deal  with  that 

without  asking  them ; I do  not  know. 

6011.  Professor  Cairncross:  You  did  not  regard  the  ex- 
perience referred  to  as  unusual? — Professor  Sayers:  I 
believe  thait  it  was  said  in  the  evidence  before  the  Parker 
Tribunal  that  the  experience  last  September  was  not  a very 

extraordinary  thing? Mr.  Macartney-Filgate : I can 

only  speak  from  personal  experience;  it  was  very  un- 
usual. 


6012.  Chairman : In  paragraph  65  you  come  on  to  the 
point  that  the  E.C.G.D.  bankers’  guarantee  is  only  a,vajl- 
able  whCTe  an  amount  of  at  least  £250,000  for  a single 
order  is  tnivolived. — Sir  Oliver  Franks:  It  is  quate  an 

important  point,  I think? ^From  the  manufacturers 

pcrint  of  view  at  is  a very  major  point.  _ So  often  an 
exporter  in  this  country  wifi  get  a semes  m orium 
possibly  all  for  .fhe  same  commodity,  and  aifi  for  the 
same  country,  and  they  add  up  to  considerably 
£250,000.  But  unless  one  individual  order  is  for 
this  particular  form  of  guarantee  will  not  be  forthcoming. 
As  an  example  of  that,  there  is  a big  programme  m Br^U 
for  road-making  which  calls  for  a contract  from  me 
manufacturer  ito  provide  certain  heavy  _ terth-movmg 
machinery  over  a period  time,  "pie  imtm  order  is 
going  to  be  for  so  much,  and  it  is 
though  it  is  not  in  the  contract,  that  that  will  be  followed 
by  others.  The  initial  order  in  that  particular  case  was 
for  something  like  £150,000,  and,  if  that  was  satisfacto^, 
there  was  going  to  be  a series  of  orders  over  a penod 
of  time  which  would  have  amounted  to  several  milhon^s. 
But  in  order  to  get  into  this  it  was  essential  to  get  me 
initial  order,  and  the  initial  order  could  not  be  und«- 
writien  in  this  manner  because  it  was  less  than  £250,0iX). 

6013.  Chairman:  I would  suppose,  from  the  way jou 

put  this  paragraph,  that  this  point  has  been  quite  often 
brought  to  the  attention  of  the  Export  Credit  Guarantee 
Department,  but  somehow  they  are  immovable  on  the 
subject? ^Yes. 

6014.  Sir  John  Woods:  The  effect  is  that  the  manu- 
facturer can  get  the  first  type  of  guar^tee,_bu  not  the 
unconditional  banker’s  guarantee? — ;-^at  is  ^igW.  In 
other  words,  he  has  either  to  finance  it  himself  borrow 
from  his  banker  on  the  security  of 

policy  There  has  been  discussion,  which  I do  not  thinK 


• See  Appendix  to  Minutes  of  Evidence. 


even  now  has  been  satisfactorily  solved,  as  to  whether  the 
assignment  of  an  ordinary  E.C.G.D.  policy  would  be 
proof  against  a receiver,  because  it  has  not  been  tested 
in  the  courts.  We  are  advised  that,  if  the  claim  on 
E.C.G.D.  is  in  a certain  manner  it  would  be  proof  against 
a liquidator,  and  if  it  was  not  it  might  fail.  So  in  order 
to  get  the  initial  £150,000  the  manufacturer  would  have 
to  borrow  on  the  ordinary  contracts  policy,  if  he  was  in 
need  of  cash. 

6015.  Lord  Harcourt:  What  underlies  the  refusal  of 
E.C.G.D.  to  give  bankers’  guarantees  for  smaller  sums 

than  £250,000? 1 think  mat  it  is  largdy  a wish  to 

restrict  the  v<^ume  of  such  guarantees,  and  the  work 
which  (those  guarantees  involve;  and  on  .the  grounds 
that  for  an  order  of  less  man  £250,000  the  manufacturer 
should  follow  me  usual  course  and  borrow  me  money 
himself. 

6016.  Mr.  Jones:  Have  me  Department,  having  regard 
to  the  tremendous  volume  of  insurance  that  mey  have 
been  called  upon  to  undertake,  bad  any  very  difficult  risks 

to  meet  overall? ^They  have  had  some  risks  which 

have  turned  out  badly.  They  have  a statutory  limit  as  to 
me  amount  which  they  can  guarantee,  which  is  now, 
under  me  normal  operation  of  the  Act,  £750m. ; when 
they  run  short  they  go  to  Parliament  and  ask  for  addi- 
tional powers,  as  mey  have  done  for  me  jast  tiiree  times. 

6017.  Is  it  a fact  mat  me  jffemiums  mey  have  collected 
for  this  particular  service  have  more  man  covered  me 

risks  mey  have  had  to  undertake? ^Yes ; with  me 

exception  of  me  Brazilian  year,  when  mey  had  to  pay  out 
very  big  daims,  mey  have  consistently  each  year  paid  in 
a surplus  to  me  Exchequer. 

6018.  What  would  be  the  effect  on  out  external  trade 
if  amounts  of  less  than  £250,000  were  covered  by  the 

E.C.G.D.? ^It  would  help  a very  great  deal  in  certsdn 

industries. 

6019.  What  industries  would  be  mostly  affected ; the 

engineering  industry? ^Yes,  nearly  dl  ctf  this  is 

engineering  in  one  form  or  another.  Two  specific  cases 
I will  give  you,  because  I have  bad  experience  of  mem : 
heavy  earth-moving  machinery,  and  motor  buses,  trucks, 
heavy  trucks  and  mat  sort  of  thing. 

6020.  Sir  Oliver  Franks:  They  are  characterised  as  all 
being  semi-caintal  equipment  of  moderate  but  not  very 

long  life? ^But  we  do  not  get  five  years  post  shipment 

on  it. 

6021.  Professor  Sayers:  The  units  are  moderately  small : 

mey  are  not  like  electricity  generating  plants? ^No.  I 

might  not  ifio  speak  too  generally  .of  five  years  post  sitip- 
ment ; me  period  for  which  E.C.G.D.  will  underwrite 
varies  according  to  the  nature  of  me  equipment.  On  motor 
•truAs  the  limit  is  three  years. 

6022.  Sir  Oliver  Franks:  You  gave  three  reasons  for 
the  existence  of  me  five  year  limit;  are  mose  reasons 
which  have  occurred  to  you  in  the  course  of  your  ex- 
perience and  dealings  with  the  Department,  or  are  they 
also  me  reasons  which  the  Department  itself  gives  if  one 

They  are  me  reasons  the  Department  will  give. 

On  me  £250,000  limit  on  bankers’  guarantees,  what  I have 
said  is  based  on  me  impression  I have  formed  in  chscuss- 
ing  it  with  them  ; the  major  one  is,  I think,  the  desire  not 
to  open  the  doors  of  this  form  of  guarantee  to  the  smaller 
firms. 

6023  Professor  Cairncross:  You  mentioned  a possibility 
of  an  order  for  £150,000  from  Brazil  for  earm-moving 
machinery.  What  was  me  period  of  credit  mat  would 
have  been  involved  there? Four  years  post  shipment. 

6024.  So  that  to  mat  degree  it  was  distinct  from  the 
type  of  contract  which  is  normally  covered  by  the  bankers 
guarantee?  There  would  be  the  ordinary  contracts 
guarantee  indemnifying  the  export ; is  not  the  bankCT  s 
guarantee  intended  to  deal  wim  capital  goods  and  for 

much  longer  periods  of  credit? ^That  is  right.  It  lifts 

the  weight  of  financing  off  the  manufacturer,  because  me 
person  committed  then  to  find  the  money  is  the  customer  ; 
and  it  also  absolves  the  manufacturer  from_  having  to 
borrow  mis  money,  or  use  his  own  money  in  mis  one 
transaction,  over  a period  of  seven  years. 

6025.  The  period  of  the  loan  is  not  something  which 

is  laid  down  ; it  is  £250,000  for  whatever  period  up  to  rive 
years? ^^at  is  so. 
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6026.  Mr.  Jones:  When  the  Department  have  taken  the 
risk  of  an  undertaking,  say,  in  Brazil,  and  the  Brazilian 
Government  will  not  provide  exchange  for  ihc  purpose 
of  canying  out  .that  purchase,  are  there  not  meajis  later 
on  when  the  situation  or  resources  of  the  Brazilian  Gov- 
ermnent  change,  for  that  debt  to  be  honoured?  It  is  not 

a permanent  risk? ^It  is  a risk  which  continues  until  it 

disappears.  The  Brazilian  Government  stopped  payments  ; 

E.C.G.D.  .then  reimbursed  the  exporters  on  this  side 
up  to  the  proportion  which  had  -been  guaranteed,  and 
die  Department  then  became  the  creditor  of  Brazil.  There 
was  then  a series  of  conversations  between  the  .two  Govern- 
ments and  ie  Brazilians  made  an  offer  to  remit  that 
sterling  over  a period  of  so  many  years,  so  much  every 
year,  and  as  that  sterling  came  across  it  was  divided  in 
the  propoiTtiion  of  90  and  10  -between  Che  Depaitoent  and 
the  exporter. 

6027.  Chairman:  Does  the  Department  regularly 

become  the  creditor? ^No ; it  lays  down  that  the  holder 

of  a gnaraiRee  shall  take  such  steps  ss  the  Department 
may  require  to  recovK-  the  debt.  It  is  a policy  of  the 
Department  not  to  allow  a foreign  customer  to  know  that 
his  liabilities  have  been  guaranteed  by  E.C.G.D.  Nearly 
every  foreigner  knows  it  perfectly  well,  but  no  banker  who 
issues  a letter  of  credit  to  a foreign  customer  is  allowed 
to  mention  it. 

6028.  Sir  Oliver  Franks:  We  never  do;  we  are  always 

told  by  our  foreign  customer. ^Yes,  it  is  invariably 

known. 

6029.  Chairman:  So  you  do  not  get  the  strength  of 
the  Department  behind  you  when  it  takes  on  a guarantee, 
and  the  manufacturer  or  exporter,  or  whoever  it  is,  is 

supposed  to  stand  in  front  and  do  the  negotiations? 

That  is  what  they  lay  down  in  their  policy.  I have  not 
yet  found  myself  in  the  position  of  finding  out  what 
E.C.G.D.  want  me  to  do,  hut  they  always  include  it  as 
a condition  that  the  banker,  under  a banker’s  guarantee, 
or  the  manufacturer,  under  a contracts  policy,  shall  take 
^ the  steps  he'  can  “ and  such  steps  as  the  Department 
may  require  ”. 

6030.  Lord  Harcourt : Efe  acts  as  the  agent  for  the 

Department? Yes. 

6031.  Chairman:  1 should  rather  have  expected  to  see 
the  insurers  ta-king  over  negotiations  themselves  and 

handling  all  that? That  did  happen  in  the  case  of 

Brazil;  it  became  an  inter-govemmMit  consultation.  If 
it  was  due  to  governmental  action,  that  is  to  say  to 
stoppage  of  sterluig  remittances,  and  was  not  due  to  any 
action  on  the  part  of  the  foreign  customer,  I think  that 
course  would  always  be  adopted.  But  if  it  was  bankruptcy 
on  the  part  of  the  customer,  then  it  would  be  the  manufac- 
turer who  would  do  most  of  the  work. 

6032.  Sir  John  Woods:  In  paragraph  65,  you  say: 
“the  fcport  Credits  Guarantee  Department  dislike  tie 
method  of  granting  cash  advances  to  the  overseas  pur- 
chaser.” Do  you  -know  the  reason  for  their  dislike  of 

that  method? think  the  main  reason  is  that  the 

Department  reserve  the  right  to  -withdraw  tiieir  guarantee 
at  any  moment  if,  in  their  own  judgment,  they  think 
that  further  work  on  .the  contract  or  further  shipments 
to  the  dmiporter’s  country  wiH  result  din  a loss  and  there- 
fore a claun  on  public  funds.  They  think  that  they  there- 
fore have  the  right  to  say  to  a man  who  is  manufacturing 
a fleet  of  diesel  locomotive : “ You  must  stop  work 
because  we  .think  the  country  concerned  is  about  to  have 
a revolution  or  is  going  to  fail  on  its  'balance  of  pay- 
ments They  undertake  to  compensate  the  manufac- 
turer for  the  frustration  of  that  contract  in  much 
same  way  as  they  would  do  if  there  was  a default,  what 
they  cannot  compensate  for  (and  I have  argued  this  with 
them  many  times)  is  the  loss  of  the  manufacturer’s  good 
name,  in  a case  where  the  manufacturer  breaks  his  con- 
tract for  no  reason  apparent  .to  bis  customer.  For 
example,  if  somebody  was  shipping  equipment  -under  a 
big  order  to  a -foreign  country,  and  the  Departoent  took 
fright  and  thou^t  tiiere  was  going  to  be  a crisis  in  that 
country,  and  called  upon  the  manufacturer  _ whom  we 
are  now  discussing  to  break  his  contract,  and  in  fact  that 
crisis  did  not  develop,  the  good  name  of  that  manufac- 
turo-  in  that  country  would  be  gone  for  ever.  That  is 
incapable  of  compensation,  as  I see  it. 

6033.  Chairman:  The  manufacturer  cannot  reveal  why 
he  is  doing  that? ^That  is  why  it  arose.  If  the  credit 


is  granted  to  a foreign  borrower  it  takes  the  form  of 
an  irrevocable  credit  which  we  are  bound  to  pay  if 
the  pieces  of  paper  which,  under  the  letter  of  credit, 
ju^y  the  action  of  payment  are  presented  to  us.  We 
would  not  accept  a guarantee  wihdch  raigirt  be  removed 
from  us  during  it!he  'Idfeliime  of  that  credit  umless  we 
were  allowed  to  write  into  -the  credit  the  fact  that  this 
cr^t  was  available  unless  the  Export  Credits  Guarantee 
Department  told  us  to  terminate  it.  That  -was  some- 
thing the  Department  would  not  allow,  and  they  there- 
fore said : “ fi  you  will  not  issue  an  irrevocable  letter  of 
credit  agaanst  a revocable  guarantee,  we  must  find 
another  way  of  doing  it  which  wfil  still  enable  us  to 
wi^draw  our  guarantee  if  we  want  to.”  So  they  came  to 
the  second  method,  by  which  we  do  not  communicate 
with  the  foreign  borrower  at  all ; we  write  to  'the  British 
manufacturer,  and  we  agree  to  -buy  from  him  the  pr-omis- 
sory  notes  -which  he  receives  from  his  overseas  customer. 
We  are  then  able  to  say  to  the  manufacturer : “ We  shall 
stop  buying  these  notes  the  Department  so  direct  us,” 
so  there  is  no  disclosure  to  the  -foreign  customer  that  the 
Department  is  in  the  picture. 

6034.  Sir  John  Woods : So  there  is  no  relation^p  with 

the  •uitimaite  importer? -No  relatioo^-p  at  all. 

6035.  Chairman : The  manufacturer  is  still  left  in  some 

•uncertainty? ^In  considerable  uncertainty. 

6036.  Sir  John  Woods:  This  provision  about  the  De- 
partment being  free  to  withdraw  their  cover  at  their 
discretion  has  been  in  the  contracts  for  quite  some 

; but  is  it  not  true  to  say  that  they  have  never  exer- 
cised the  right? ^Except  in  the  Brazilian  case;  and  of 

course  on  Egypt,  but  that  was  obviously  a special  case. 

6037.  Professor  Cairncross:  In  either  of  these  cases 
was  any  long-term  construction  work  affected  extending 
over  a peritxl?-— -Not  to  ray  knowledge,  but  we  are 
only  one  of  the  houses  doing  this  business.  The  other 
reason  why  the  Department  dislike  cash  advances  to  -the 
foreign  customer  is  that  it  calls  on  each  occasion  for  a 
financial  contract  between  the  bankers  here  and  the  cus- 
tomers overseas.  Each  of  these  is  inevitably  diff^ent  in 
form  from  the  others,  and  it  therefore  throws  a certain 
amount  of  work  on  the  E.C.G.D.  in  studying  each  of 
these  contract.  As  regards  the  purchase  of  promissory 
notes  from  the  manufacturer,  on  the  other  hand,  there 
is  a standard  and  very  brief  form  of  guarantee,  which 
covM-s  one  sheet  of  paper. 

6038.  Sir  Oliver  Franks : Do  you  consider  that  this 
administrative  convenience  -makes  for  good  public  policy? 
^No.  The  promissory  note  systmi  involves  an  enor- 
mous number  of  complications,  -because  -we  have  to  invent 
a document  which  remains  within  the  terms  of  the  Bills 
of  Exchange  Act  and  yet  does  all  the  tilings  which  the 
credit  requires  and  the  terms  of  the  contract  call  for. 

6039.  On  the  first  of  the  reasons,  the  desire  not  _ to 

reveal  to  the  fmeign  customer  that  E.C.G.D.  stands  behiiud 
the  credit,  have  representations  been  made  to  the  Board 
of  Trade  or  to  the  Treasury  to  point  out  that,  when  a 
secret  is  as  open  as  this  one  in  fact  is,  it  do^  not  make 
very  much  sense  to  preserve  the  position?— —IWr. 
Macartney-Filgate:  That  has  not  been  done,  to  my 
knowledge  at  any  rate. — Sir  Edward  Reid : I know  of 
one  case  where  &e  fact  was  disclosed  by  the  Board  of 
Trade.— Mr.  Macartney-Filgate:  There  have  been  a 

number  of  cases  where  Ministers  have  disclosed  it  to 
foreign  customers,  certainly.  I should  say  that  for  con- 
tracts of  £5  million  and  over  I a-m  told  that  the  Depart- 
ment will  still  give  adequate  guarantees  for  the  old  form 
(rf  cash  advance.  But  the  objections  to  the  promissory 
note  system  are  really  two-fold : we  either  have  to  expand 
the  promissory  note  to  such  a figure  as,  under  seven 
years’  discount,  would  produce  what  a manufacturer 
wants  and  that,  of  course,  looks  horrible  to  the  foreign 
customer ; or  else  we  have  to  work  out  a curious  docu- 
ment rrtiich  is  a promise  to  pay  a given  sum  and  to  pay 
interest ; and  then,  as  the  payments  to  the  manufacturer 
are  quite  different  in  timing  and  progression  from  the 
repayments  which  are  assured  by  this  promissory  note, 
we  have  to  enter  into  a very  complicated  plan  by  which 
the  amount  of  tiie  promissory  note  is  reduced  at  various 
times  • the  interest  liability  is  reduced,  and  we  oome  into 
grave  danger  of  finishing  up  with  a document  which  is  not 
^ pr-oji^j3sory  note  under  the  Bills  of  Exchange  A.ct,  On 
the  other  hand,  with  the  cash  advance  to  the  buiyer,  once 
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one  has  establi^ed  one’s  letter  of  credit  (and  it  really 
does  not  need  such  careful  vetting  by  the  Board  of 
Trade  Solicitor,  because  it  goes  through  the  hands  of 
many  solicitors  before  it  emerges)  the  procedure  is  so 
simple.  One  is  establishing  with  the  foreign  customer 
when  one  is  paying  money  out  to  him  that  the  interest 
runs  from  day  to  day,  and  the  man  is  bound  by  his 
acknowledgment  of  your  advices. 

6040.  Chairman:  Has  anybody  ever  used  this  method 

of  ^scounting  for,  say,  a seven-year  period? ^Not  for 

seven  years ; we  have  bad  experience  of  a shorter  period. 

6041.  Normally  you  would  try  to  work  out  an  interest 

arrangement? ^Yes,  because  it  would  be  very  difficult 

to  persuade  a foreigner  that  he  should  pay  approximately 
£105,000  in  order  to  get  £90,000  worth  of  goods ; and 
also  because  of  this  fundamental  problem,  which  has 
been  put  to  me  by  several  manufacturers.  If  the  principle 
of  die  interest-bearing  promissory  note,  with  a rate  written 
into  it,  is  adopted,  the  customers  are  used  to  talking 
to  bankers  about  die  rate  of  interest,  but  when  the 
manufacturer  starts  talking  about  rates  of  interest,  they 
get  into  a great  deal  of  difficulty  and  argument.  First  of 
aiH,  the  customer  thinks  that  the  credit  granted  to  him  is 
somewhere  in  the  price,  and  once  he  is  persuaded  that 
it  Is  not,  then  he  does  not  see  why  the  manufacturer 
should  charge  such  an  exorbitant  rate  of  interest  as  he 
says  the  banks  do.  He  tMcks  the  manufacturer  should 
be  a more  easy-going  person  than  the  banker.  I am  told 
these  discussions  go  on,  and  I think,  there  is  something 
in  it. 

6042.  Professor  Cairncross : On  paragraph  67,  has  there 
been  any  suggestion  that  the  banks  might  act  together  to 
deal  widi  this  problem  of  commitoents  on  unsuccessful 
tenders?  Presumably  any  one  of  them  might  have  some 
money  tied  up  in  this  way,  but  a group  of  banks  taken 

together  would  be  unlikdy  to  have  it  tied  up? ^We 

have  not  had  any  difficulty  yet  in  raising  money,  except 
when  it  is  a very  big  fi^e,  and  then  one  has  to  go 
round  and  find  a consortium  of  banks.  Your  point  is 
that  a bank  does  not  want  to  commit,  say,  £15  million 
of  its  funds  to  one  contract,  if  it  is  likely  to  learn  six 
months  later  that  the  contract  has  not  been  obtained? 

6043.  That  is  the  point  that  I fliink  you  are  making 

here? If  one  goes  to  a group  of  banks,  one  gets  the 

£15  million.  It  is  just  rather  'more  work  for  die  managers 
of  the  credit. 

6044.  Mr.  Jones:  Is  that  the  sort  of  thing  they  do  in 

Germany? -The  position  is  gready  eased  because  the 

German  batiks  get  a piece  of  paper  which  they  can 
negotiate  and  sell.  In  many  coututeies  the  banks  have  a 
rediscount  facility  with  an  ad  hoc  organisation  which,  in 
its  turn,  can  rediscount  with  the  central  institution.  A 
bank  in  Germany  does  not  necessarily  get  full  up  widi 
these  loans,  because  it  gets  a bill  of  eschange  which  it 
can  seU  to  the  central  institution  and  start  again. 

6045.  Is  there  not  a consortium  of  banks  working  to- 
gether to  deal  with  these  applications  for  credits? 

I think  that  it  is  very  much  the  same  in  Germany  as  here, 
though  I have  not  any  real  knowledge:  one  goes  first 
to  the  manufacturer’s  own  banker,  who  may  or  may  not 
want  to  commit  himself  to  deal  with  that  size  of  trans- 
action. If  he  does  not,  one  goes  to  another  who  may 
be  larger-minded,  or  to  a group  who  each  take  a pro- 
portion. In  principle  we  speak  to  the  manufacturers’ 
own  banker  first,  to  see  whether  he  would  like  to  do  it. 

6046.  Lord  Harcourt:  If  ffie  G^man  hankers  receive 

a negotiable  instnument,  it  makes  it  very  much  easier ; the 
manufacturer’s  own  banker  can  n^otiate  the  whole  loan, 
even  though  he  may  not  have  the  slightest  intention  of 
keeping  it,  because  he  can  immediately  lay  it  off? ^Yes. 

6047.  Sir  John  Woods:  Is  the  reason  why  we  cannot 

have  a negotiable  instrument  that  the  E.C.G.D.  refuse  to 
appear  in  the  situation,  so  far  as  the  customer  is  con- 
cerned?  ^I  do  not  think  so,  because  we  could  get  a 

negotiable  instrument  upon  which  one  could  put  an 
E.C.G.D.  endorsement  aftCT  the  customer  had  had  it.  The 
objection  to  it,  according  to  my  discussions  with  the  Bank 
of  England,  is  that  we  riiould  be  creating  a new  form  of 
Government  paper,  over  which  ffie  Bank  said  they  would 
have  no  control.  It  is  true  that  we  should  be  creating 
a new  form  of  Government  paper,  but  they  would  have 


complete  control  over  its  creation.  We  have  to  get  the 
consent  of  the  Foreign  Exchange  Control  Committee  and 
the  consent  of  the  Capital  Issues  Committee  before  we 
do  one  of  these  seven-year  credits,  so  that,  just  as  Exports 
Credits  discriminates  as  to  what  it  will  underwrite  and 
what  it  will  not,  so  in  my  opinion  could  the  authorities 
discriminate  as  between  what  volume  of  these  medium- 
term  credits  they  require  to  be  done  and  what  limit  there 
was  ; and  if  the  limit  was  reached  we  would  have  to  resort 
to  other  things. 

6048.  Chairman:  Their  hand  would  be  forced  into 
creating  this  new  form  of  Government  paper  by  means 

of  the  Export  Credits  Guarantee  Department?; Except 

that  before  they  can  issue  that  guarantee,  if  it  concerns 
a foreigner  (which  it  always  does)  it  has  to  be  brought  up 
to  the  Foreign  Exchange  Control  Committee. 

6049.  Professor  Cairncross:  If  E.C.G.D.  issue  the 
guarantees,  the  total  of  paper  would  really  not  increase: 

it  would  change  its  form? ^Under  present  conditions, 

no ; because  there  is  still  money  available  under  the  old 
law.  It  would  simplify  matters  because  one  would  do 
it  more  quickly.  The  ffirst  bank  would  take  it. 

6050.  Chairman : In  paragraph  68  you  are  dealing  with 
the  suggestion  which  has  been  made  of  a new  institution 
to  be  set  up  for  the  specific  purpose  of  providing  medium- 
term  export  finance.  You  say:  “The  advantages  of  this 
are  not  apparent.  The  problem,  if  there  is  one,  is  not  a 
lack  of  institutions ; it  is  to  find  a mwe  simple  and  direct 
way  of  tapping  the  funds  which  could  be  available  ^ 
a suitable  instrument  were  offered.  What  is  needed  is 
a negotiable  document.”  Then  you  suggest  that  an  appro- 
priate portion  of  the  foreign  customer’s  indebtedness 
coifid  be  evidenced  by  promisso^  notes.  What  is  meant 

by  “appropriate”? ^Appropriate  in  the  sense  of  the 

proportion  which  the  Department  would  guarantee.  We 
do  not  mean  to  imply  that  85  per  cent,  is  the  appropriate 
proportion. 

6051.  If  it  issues  an  unconditional  guarantee,  that  is 

a Treasury  Bill,  in  effect? ^Yes,  or  a short-term  bond. 

6052.  A short-term  bond  is  more  appropriate ; and  there 

would  be  no  lack  of  people  ready  to  find  money  for 
that? At  the  right  rate  of  interest. 

6053.  Sir  John  Woods:  Would  it  have  to  be  an  un- 

conditional guarantee,  and  so  go  against  the  present  policy 
of  the  Department  to  retain  the  liberty  to  withdraw  cover 
if  they  desire? ^Yes. 

6054.  This  would  bring  the  E.CG.D.  into  the  open? 

In  this  country,  but  not  more  than  it  is  already 

abroad,  because,  though  that  negotiable  instrument  would 
have  to  be  signed  .by  the  borrower,  as  a promissory  note 
is  today,  the  guarantee  of  the  Department  or  H.M.G. 
could  be  attached  when  the  promissory  note  was  received 
back  in  this  country  from  the  borrower.  Di  fact  it  would 
be  exactly  as  it  is  today,  when  the  promissory  note  goes 
out  to  the  foreign  customer,  and  he  signs  it  and  it  comes 
back  to  this  country ; what  happens  to  it  after  that  he 
has  no  idea. 

6055.  Chairman : But  if  it  becomes  a negotiable  instru- 
ment in  whatever  market  can  deal  with  that  kind  of  short- 
term bond,  would  not  reports  reach  him  about  his  paper? 

^I  do  not  tihink  any  more  reports  than  reach  him  now. 

Bt  is  pure  fiction  in  90  cases  out  of  100  that  the  foredgn 
customer  does  not  know  that  there  is  the  E.C.G.D. 
guarantee. 

6056.  Lord  Harcourt:  Surely  99-9  per  orat.  know  that 
they  would  not  get  the  credit  anyway  if  it  was  not 
guaranteed  by  E.CG.D.  The  momwit  they  receive  credit 
facilities  they  know  instinctively  that  they  are  guaranteed? 

^The  most  embarrassing  thing  is  when  the  foreign 

customer  asks  what  proportion  of  the  money  represents 
the  E.C.G.D.  premium! 

6057.  Chairman : In  paragraph  69  you  draw  our  atten- 
tion to  a number  of  points  which  arise  from  your 
experience  with  manufacturers  with  whom  accepting 
houses  have  worked.  We  have,  I think,  discussed  the 
£250,000  minimum  limit  and  its  implications ; We  have 
discussed  the  amount,  if  any,  whidi  should  be  left  at  the 

manufacturer’s  risk. would  like  to  make  a point  on 

that,  if  I may;  it  is  not  just  15  pw  cent,  on  one  contract 
over  this  peric^  of  seven  years.  One  manufacturer  may 
get  six  or  seven  large  contracts,  and  in  the  end  the  con- 
tingent liability  which  he  has  to  show  on  his  balance  sheet 
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can  reach  a point  where  it  might  embarrass  his  ordinary 
bank  borrowing.  It  also  raises  the  difficult  question,  w^ch 
is  very  important  from  the  manufacturer's  point  of  view, 
as  to  when  he  can  bring  into  his  profit  and  loss  account 
the  profit  on  that  contract.  If  we  assume  that  his  profit 
is  15  per  cent.,  he  cannot  regard  that  as  a profit,  wMe 
he  risks  having  to  reimburse  it  This  is  perhaps  an  admini- 
strative problem,  but  it  could  make  the  profit  and  loss 
account  of  a big  manufacturer  quite  unreal  one  way  or 
anofiier. 

60'58.  It  is  an  accumulating  figtire,  and  it  could  make 
the  balance  sheet  very  awkward  when  you  get  to  the 
height  of  the  accumulation? Yes. 

6059.  I do  not  see  how  you  will  ever  escape  that 

difficulty? ^Yes  ; but  the  less  the  recourse,  the  less  the 

distortion  and  the  less  the  headache  for  the  manufacturer. 

If  he  can  carry  out  a contract  in  this  country  without 
any  of  these  liabilities  attact^  to  it,  and  the  business  is 
there,  there  is  a very  big  temptation  to  take  that  business 
rather  than  to  respond  to  this  call  for  exports  and  be 
rewarded  by  having  a 15  per  cent.  liability  for  seven 
years. 

6060.  Is  there  anything  on  (g),  the  point  about  delays? 

^That  is  based  on  manufacturers’  reports,  although 

the  banks  have  also  had  considerable  experience  of  it. 

6061.  How  much  importance  do  you  attach  to  (A),  the 
Department’s  refusal  to  limit  cover  to  political  and  transfer 
risks?  I assume  this  is  solely  in  order  to  keep  the  overall 

premium  down?/ 1 was  asked  by  some  of  our  immediate 

customers  to  raise  this  point.  It  is  possibly  that ; and  I 
can  imagine  some  rather  complex  legal  points_  arising 
as  between  transfer  risk  and  credit  risk.  For  _ instance, 
if  a man  was  not  po-mitted  to  remit  the  sterling  when 
he  should  have  done  and  he  became  insolvent  subsequent 
to  that  date,  I do  not  know  what  the  liabfiity  would  be 
on  that  point,  but  I can  see  there  would  be  difficulties. 

6062.  Professor  Cairncross:  On  (f),  would  you  give 
us  illustrations  of  these  cases  where  the  period  of  credit, 

in  your  view,  is  too  short? Some  manufacturers  would 

say  that  for  heavy  lorries  and  earth-moving  equipment  it 
should  be  much  more  than  ffiiee  years. 

6063.  Chairman : Then  in  paragraph  70  you  make  the 
point  that  if  E.C.G.D.  shows  a surplus,  which  I gather 
has  happened  in  most  years,  that  ought  to  go  back  to 

the  customer? ^This  is  a very  controversial  point ; but 

many  manufacturers  will  argue  that,  inasmuch  as  there 
is  a surplus  every  year  of  premiums  over  outgoings  it  is 
a form  of  taxation,  and  that  surpluses  should  be  retained 
and  used,  as  any  insurance  company  would  use  them, 
lot  quoting  better  terms.  After  all,  the  terms  which  the 
Department  quote  are  almost  incapable  of  discussion, 
because  there  is  no  yardstick  to  measure  them  by : there 
is  no  competitive  body  which  is  prepared  to  do  business 
more  cheaply.  The  only  yardstick  one  can  measure  them 
by  is  the  surplus  at  the  end  of  each  year,  and  over  the 
years  it  looks  as  though  the  premium  has  been  too  high. 

6064.  Sir  John  Woods:  I oppose  they  must  keep  a 
reserve ; and  then  something  like  what  happened  in  the 

case  of  Brazil  wipes  out  aU  the  surplus? ^There  had 

to  be  a supplementary  grant  that  year,  but  every  year 
since  1954  there  has  been  a surplus. 

6065.  Professor  Sayers:  Does  not  that  fact  ever  excite 
the  appetite  of  private  interests  in  the  insurance  world? 

"Aere  has  been  discussion,  I believe,  of  an  alternative 

scheme,  which  would  be  ithe  setting  up  of  some  body  to 
do  ffiis.  In  the  earlier  years  that  would  have  to  have 
some  Government  commitment  behind  it,  until  it  built 
up  reserves ; and  ffiere  has  been  a suggestion  of  re- 
insurance with  the  Government.  But  nobody  has  ever 
taken  any  active  steps.  As  I say,  I am  not  quite  sure 
whether  they  are  not  prevented  by  one  regulation  or 
anoflier  from  doing  it. 

6066.  Sir  John  Woods:  On  paragraph  71  ; if  the  Export- 
Import  Bank  steads  its  activities  as  it  has  done  recently, 
would  not  the  fact  that  it  can  lend  up  to  eighteen  years 

give  it  a considerable  competitive  edge?. Yes  indeed: 

and  the  danger,  as  I see  it,  is  that  if  there  is  a general 
recession  and  American  industry  becomes  rather  more 
active  in  seeking  foreign  markets  and  the  Export-Import 
Bank  go  with  them,  the  impact  on  fiiis  cotintry  might  be 
very  serious. 


6067.  Professor  Cairncross:  Do  you  think  that  foreign 
countries  would  be  anxious  to  incur  future  dollar 

liabilities? think  there  are  always  some  countries 

who  are  ready  to  incur  liabilities. 

6068.  Dollar  liabilities?  Have  not  many  countries 

hesitated  a great  deal  before  doing  so? 1 think  they 

have,  but  I would  not  like  to  be  downright  on  this  point, 

I think  the  chief  objection  from  borrowing  from  the 
Export-Import  Bank  is  that  they  have  to  buy  their  equip- 
ment in  America,  which  has  been  very  expensive. 

6069.  And  also  means  repayment  in  dollars? Yes. 

6070.  Sir  John  Woods:  If  the  American  depression 

should  deepen,  the  price  of  their  exports  might  come 
tumbling  down  a long  way? Certainly. 

6071.  Professor  Cairncross:  It  is  not  your  object  in 
paragraph  71  to  suggest  that  it  is  appropriate  to  offer 

terms  of  credit  equal  to  the  life  of  the  assete? We  are 

speaking  there  purely  on  the  financial  basis  and  not  on 
the  balance  of  payments  basis.  Whether  we  could  afiord 
to  do  that  is  another  matter.  We  are  saying  that,  if  we 
give  money  to  a man  to  build  an  electric  power  station 
and  we  aipect  to  get  repaid  in  seven,  years,  we  are  relying 
on  him  finding  some  oflier  source  of  finance  to  repay  us, 
because  he  certainly  cannot  have  recouped  enough  from 
the  earnings ; it  has  only  had  five  years  in  operation  in 
which  to  pay  off  the  whole  of  this  cost. 

6072.  Unless  some  part  of  the  cost  is  met  from  local 

capital? ^There  is  the  civil  engineering ; but  the 

E.C.G.D.  are  saying,  in  effect,  that  the  supply  of  plant 
for  the  station  must  be  paid  for  within  five  years  of  its 
commission. 

6073.  You  would  not  welcome  a change  in  the  world, 
by  which  it  became  habitual  to  give  credit  abroad  for 
periods  equal  to  tbe  length  of  life  of  steelworks,  power 
stations,  and  so  forth,  at  the  cost  of  the  manufacturer 

or  at  the  cost  of  report  credit  guarantee  finance?/ ^That 

was  the  view  of  the  authorities  with  regard  to  the  Trade 
Facilities  Act,  although,  of  course,  the  number  of  transac- 
tions to  which  riiat  was  applied  was  very  much  smaller 
than  what  it  would  he  today.  It  would  have  to  be 
restricted  to  some  major  schemes,  such  as  an  entire  power 
station  or  steelworks.  All  we  are  pointing  out  here  is 
that  it  is  unreal  to  expect  repayment  in  five  years  after 
commissioning.  It  means  that  E.C.G.D.  are  in  fact 
encountering  an  additional  risk,  which  may  merely  replace 
the  different  kind  of  risk  they  would  have  in  having  the 
loan  outstanding  for  fourteen  years. 

6074.  From  the  point  of  view  of  the  borrowing  com- 

pany, ffiey  would  take  a medium-term  credit  if  they  cannot 
get  a long-term  credit? Yes. 

6075.  Do  you  feel  that  we  have  to  accept  as  an 
inevitable  long-term  trend  that  more  and  more  long-term 
requirements  will  ^ met  through  medium-term  credits? 

1 would  not  like  to  crystal-gaze  on  that.  It  is  so  much 

bound  up  with  balance  of  payments  problems  in  the 
countries  concerned. 

6076.  Mr.  Jones:  Do  the  Iron  Curtain  countries  enter 

into  the  E.C.G.D.  field  as  customers? 1 do  not  know 

of  any. 

6077.  Sir  John  Woods : What  about  Poland? Poland, 

yes, 

6078.  Professor  Cairncross:  You  look  upon  this  as  a 
major  long-iterm  change  in  the  way  in  which  p»ple  lend  to 

other  countries? ^Yes  ; I am  really  saying  that,  as 

bankers,  we  are  lending  money  to  the  borrower  without 
knowing  how  he  is  going  to  repay  it,  because  we  know 
he  cannot  repay  it  out  of  his  own  earnings  withm  the 
period- 

6079  You  make  an  exception  in  favour  of  the  Inter- 
national Bank? ^The  International  Bank  operates  under 

rules  according  to  which  file  Government  of  the  country 
concerned  guarantees  the  repayment  of  the  loan. 

6080.  True ; but  many  of  the  cases  you  are  discussing 

hero  involve  Governments  only? ^Yes. 

6081.  Chairman:  If  this  kind  of  lending  could  have  the 
shape  of  being  merged  with  a certain  kind  of  local  frnance, 
the  first  tranche  could  come  back  at  the  external  level, 
and  the  second  tranche  would  he  left  to  be  rnet  over  a 

long  period  intemaJly? What  we  are  lending  is  the 

money  required  for  the  purchase  in  this  country  of  what 
ffiey  need,  so  that  aU  that  has  to  be  repaid  by  our 
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borrower.  It  is  a question  how  he  gets  the  sterling. 
A power  station  is  not  directly  producing  sterling,  but 
is  presumably  improving  the  economy  of  the  country 
concerned,  and  therefore  improving  ftie  availability  of 
sterling  from  the  total  resources  of  the  country  for  a 
remittance  to  us ; but  in  order  to  get  hold  of  that  sterling 
the  customer  has  to  have  the  local  currency  wi^  which 
to  buy  it.  In  the  case  of  the  steelworks  it  is  slightly 
different.  The  Indian  Government  told  me  that  they 
expected  at  an  early  stage  to  start  exporting  more,  and 
thus  get  direct  earnings  themselves ; but  in  something 
like  electrification  of  the  railways,  where  there  are 
no  foreign  currency  earnings  by  the  borrowing  corpora- 
tion itself  it  has  to  buy  foreign  exchange  with  local 
currency,  and  it  cannot  earn  that  amount  of  local  currency. 

6082.  Professor  Cairncross : It  is  the  generation  of  local 

currency  which  is  uppermost  in  your  mind  in  the  presenta- 
tion here? ^Yes,  it  must  be,  because  so  many  of  these 

projects  do  not  themselves  earn  foreign  currency,  and  if 
they  do  they  almost  certainly  have  to  turn  it  into  the 
central  institution. 

6083.  Sir  John  Woods:  You  say  that  in  pre-war  years 

the  problem  now  being  considered  was  at  times  met  by 
the  facilities  offered  by  the  former  Trade  Facilities  Act. 
The  purpose  of  the  Trade  Facilities  Act  was  basically 
to  provide  employm«it  at  home,  so  that  it  was  not 
delibCTately  designed  to  meet  the  sort  of  problem  we  are 
talking  about  here? ^No. 

6084.  And  from  that  point  of  view  it  was  automatically 

rather  selwtive? ^It  was  selective,  and,  as  I said  earlier. 


in  the  case  of  insurance  the  Government  guarantee  was 
on  'the  paper  arising  from  the  system  of  financing.  The 
great  advantage  was  that  the  proportion  which  is  now 
guaranteed  by  E.C.G.D.  then  took  the  form  of  a bond 
which  could  be  sold  to  an  insurance  company  or  some- 
thing, and  the  portion  which  the  manufacturer  had  to 
carry  in  many  cases  took  the  form  of  equity  capital  in 
the  foreign  company.  There  were  cases  where  the  under- 
taking was  so  sound  that  it  was  possible  to  sell  those 
shares,  so  that  tmder  the  old  Trade  Facilities  Act,  although 
a percentage  (and  I think  it  was  more  than  15:  more 
like  30)  was  left  to  the  manufacturer,  it  was  left  to  him 
in  a form  in  which  be  could  dispose  of  shares,  so  that 
he  got  rid  of  his  recourse  as  well  as  everjdhing  else. 

6085.  I think  in  fact  the  amotint  guaranteed  under  the 

Trade  Facilities  Act  was  normally  not  more  than  60  per 
cent.? 60  to  65  per  cent. 

6086.  The  balance  would  be  fotmd  either  by  equity  or 
second  debenture  or  something  of  that  kind ; but  the 
manufacturer,  it  is  true,  was  not  left  with  this  guarantee 
of  a credit  risk  which  is  no  part  of  his  normal  business? 

He  was  left  with  something,  but  it  was  something 

he  could  sell  if  it  was  a sound  undertaking.  There  is  no 
piece  of  paper  today  which  will  enable  a manufacturer  to 
get  rid  of  that  15  per  cent  liability. 

Chairman:  Are  there  any  more  questicHis  on  the 
paper?  Then  I think  we  have  come  to  the  end  of  our 
questions,  gentlemen ; and  we  are  very  much  obliged  to 
you  all  for  your  day’s  help.  It  has  been  very  illuminating 
to  us. 


{Adjourned  until  Friday,  21st  March,  1958,  at  11.0  a.m.) 
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6087.  Chairman  : The  Committee  are  very  much  obliged 
to  you  for  coining  and  -giving  your  help,  Lord  Kennet. 
You  stressed  in  your  answer*  to  my  letter  that  your  func- 
tion on  the  Capital  Issues  Committee  is  advisory.  You 

are  concerned  to  advise  the  Treasury? Lord  Kennet: 

T^t  is  so.  , . 

6088.  You  do, not  deal  with  applications  that  concern 

the  financing  of  the  nationalised' industries? No. 

6b89!  Since/l956  -you  have- not  [ been  concerned  with 

local  authorih'  financing? ^That  is  so.  We  were  before 

that. 

6090;  But  otherwise  there  pass  ^through  the  itan^-  of 
your' Committee  the- applications  for  raising  mopey , either 
by  issue  of  shares  or  by  loan  in  the  private. sectqf? — ^ 
All  those  that  falT  under  the  controlling  ordersj  There 
is  nd.other'big  exception  than  those  you  have  mentioned. 


6091.  You  have  been'  Chairman  of  the  Ccmlmittee  since 

September,  1939? ^Yes.  The  Committee  is  a descenc^nt 

of  a previous,  Committee,  the  Foreign  Transactions 
Advisory  Committee.  That  ceased  to  be  what  it  was  when 
exchange  control  was  instituted,  but  it  was'continuw  as  tlw 
Capital  -Issues  Committee ; so  altogether  it-  has  been  in 
existence  for:  22  years. 


6092.  I understand  that  you  have  seeo.  the  paper  on,  the 
capital  issu^  control  which  the  Treasury  havC;-mbniittM 
to  us..  In  paragtaph  ,5  of- that  paper,  they -gave  us-^e 
names  of  the  present  members,  of -the  C<«amittee-;:  iWe 
were  told  that  the  members  are  unpaid.-  In:  appomtm^ 
to  the.  Committee  is  a balance,  maintained  as  to.  ^ Kind 
of  experience ■■'yhich;  the  members  have  to -support  them? 

^Yes,  I 'think  mat  has-been;§o,  I should  say  broadly 

spealcing  that  the  idea  was  -tfeat.it  ^uld  roEffesent  experi- 
ence both  from,  the  industtial.fiide.fiad^frjQm  the  financ^ 
aide.  I think,  you  wiU.fiud  that,  niaprtamed-.  throughout 
the  existence  -of  . the  Comniittee  and  at  .the  present  tune.  ; 

6093.  'L<)okitfg  the 'Yiames;  I 

Lister  ; he  comes  from  the'  en^neetftig  side' of  iddnstxy? 

-^^Yes."  -‘  _■  . 

■ 6694.  And- Sir’ Tiit^S- Barlow  was, in  the 

was  -he  not?— -He  has,  had  groat  expenence-of  Lan- 
cashire textile  industries  altogether,  and  ^ ^ 

the  cotton  angle;  and  he  is  f^.a  banker,  of  comse. 

■ 609i  And'  the  .Wers' 

that  kind  .of  thing?; — -Sir  Thomas  Fraz«,JQsman«,. 

Mr -Berry  the.  issuipg  houses  Sir  Qtm 

has  always  been  s«pebo4y  .acquaiaW' 

Entland,'  4nr.,-wmobpdy  acquaiMted  the  Stocb 

Exqhange.'  L’ ■ d > : - : ' •-  ' ; ' ' 

• sm Has  aiiy 

«*.,♦!  As- ' -Af'  : trt  ■’make’ 'S  regular  cnange  « 


6097.  Do  you  thinV  that  there  is  anything  to  be  said 

for  some  regular  system  of  change  of.  that  Idnd?  , 1 
see  the  point,  of  course ; nevratheless  I shpqld  say  that 
long  experience  of  the  wodt  of  the  Committee  JS  eff«o 
moce  important.  - ...j  | , 

6098.  Suppose  that  one  served  for  five  yearn  or  ^ 
years,  then  there  was  a regular  diange ; do  you  think 

chat  would  be  a pity? 1 should  be  reluctant  to 

encourage  that,  from  die  point  of  the  efficiency  of  the 
Committee. ' I think  its  efficiency,  is  better  maintained  by 
the  close  co-operation  over  long  periods. 

6099.  Sir  Thomas  Barlow  came  on  in  1952 ; before  that 
the  last  appointmait  was  Mr.  B^y  in  1947.  What 

caused  file  vacancies  which  they  filled? one  case 

there  was  a death  and  in  another  case  a retirement,  not 
by  request;  1 need  hardly  say,  but  for  flie  perscoal  reasons 
of  file  retiring  member. 

iSIOO.  I should  like  to  get  an  idea  of  the  method  by 
which  the  applications  which  come  to  you  are  dealt  with. 
Perhaps  we  could  first  of  all  look  at  the  kind  of  mstruc- 
tioh  that  you  have  from  the  Treasury  oa  the  po^y  you 
are  to  follow.  Does  that  still  depend  mainly  on  the 
letter  of  4th  December,  1951?^— That  is  the  basis  of- it 
6l01'.  Since  then'particular  iastructioQs.or  guidance  hwe 
been'^yen'  you  frcHU  time'|:o,fimB?  . ■ .^^at  is,  J^ini^ 
say,  a ootuSmiouS' process.'  ^ 

'■  6102.  We- Mvte  bfeen  giyten'- in,  file  appendix  to 
Treasury  papCT  the  .sfnbsequeiif  lett^  or  instnictioos'  that 
reached  you,-  with  one  exception.  It  seems  to  me, 
IcxAing  at  this'  from  outside,  th^t  the  instmcuon  that  yM 
got  in  the  letter  of  4th  December,  1951,  is  of  a very  wde 

gen^  order.  Would  .you  agree  with  that? ^It  is 

inde^. 

6103.  You  are  given  as  your  genial  test  file  coatribu- 
tson  which  an  applicaticm  can  make  “ to  the  surmounting 
csf  our  present  difficulties”.  This  is  to  be  your  baac 
criterion,  and  then  certain  inrftFuctions  are  ^Ven  as  to 
what  is  to  enjoy  priority,  ^d.  ther^  are  rrferen^t,to 
desirable  markets,  basic  deficiencies,  and  effici^j  .^d 
economic  use  of  resources,  and  then  to  d^uragmrat  « 


fc^ 

ao^s iT' ■ Those  are '-aH'- wide  phrases  that-  heed  ■*  -g^ 


m-'ora&'  to'giye  8 fecsh  oufioc*. . ^ 


* Memoranda  of  Evidence  Part  IV  No.  4. 


deal  of  iaterpretatkm.'  HoW  is  th£  process 
which  the  interpretation  cf  those  phrases  has  been  flpphedT 
Is-there  constat  exchange  between  your  €otmt}itt|®. 
the  Treasury? — —The,  working  of  the  process 
all  ffie  'knowledge  bT  the  applicant 
the  control  as  pubUshed ; and^  secondly  the  applies^ 
fonui'  which-  sura'Hes'  the  mdo&sary  mfoj^on.  ^ lhat 
come*  in  'toithe-^staff  'of 'the  Cbrnmattee,  who  «amine  the 
replies- Ireceived  from  the  applicant  and  ^certain  wh^her 
oi-not,  €»  their-:expOT«iCtf  of-  the'  working  of  the  C^- 
mittee,  'ti»  necessary  iaformatiPn  which  the  Commutee 
win  Tequire -has  :been  supplied'  on  the  application 
fonn;.' ‘ If  in  any -way  it  is  defidenL  and  the  necessary 
infonnation  for  f<Hmation  of  a judgment  has  nert  bera 
sapplied.'by  the- applicant,  they  indicate  that  to  the 
appheant  and  request  further  information  upon  this 

2D 
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topic.  The  application  is  referred  to  the  related  Depart- 
ment, from  which  the  Committee  has  a report  upon  the 
application.  When  all  that  has  been  done,  the  application 
comes  before  ‘tihe  Committee,  which  forms  a judgment  as 
to  whether  it  is  in  accordance  with  the  policy  as  directed. 

6104.  Does  it  often  arise  that  you  say  to  the  Treasury : 

“ We  have  a difficult  case ; what  do  you  think  we  ought 
to  do  in  applying  your  instructions?”,  or  do  you  find  you 
can  really  form  your  own  interpretation  without  refer- 
ence?  1 cannot  think  of  any  case  where  we  have  gone 

back  to  the  Treasury  and  said:  “What  about  this?"  1 
think  you  may  take  it  that  it  is  not  necessary  to  have  any 
consultations  with  the  Treasury  on  the  applications.  A 
recommendation  is  made,  and  if  the  Treasury  does  not 
understand  the  recommendation,  it  may  ask  for  explana- 
tions : but  -that  is  very  seldom. 

6105.  Is  your  recommendation  a simple  “ aye  ” or 

“ no  ”,  as  it  were,  or  do  you  submit  a reasoned  recom- 
mendation to  the  Treasury? ^Tnfrequenfly  fhe  latter ; 

occasionally  the  Committee  add  a note  of  explanation  as 
to  why  the  recommendation  is  made,  because  it  knows  that 
the  Treasury  would  welcome  such  a further  explanation. 

6106.  It  is  your  own  judgment  that  leads  you  to  decide 

whethK  to  .put  the  explanatory  note  on  or  not? Yes. 

6107.  The  Treasury  told  us  that  certain  cases  were  dealt 
with  in  a special  way;  those  in  which  you  were  recom- 
mending refusal,  and  those  that  involved  an.  application 
for  over  a million  pounds.  What  is  there  that  is  different 
in  your  treatment  of  such  cases  as  between  yourselves 

and  the  Treasury  and  others? We  do  not  know  about 

that.  The  Treasury,  I understand,  has  given  you  some 
information  as  to  how  the  Treasury  deals  with  it  but  that 
is  not  a matter  in  which  we  have  any  say. 

. 6108.  The  impression  I got  from  them  was  that  these  two 
categories  involved  something  like  a special  reference 
from  you  to  them ; but  you  would  not  recognise  that? 

^No,  I am  aware,  of  course,  that  there  has  sometimes 

been  one  procedure  at  the  Treasury  and  sometimes 
another,  but  it  is  not  a matter  in  which  we  have  a voice 
at  all. 

6109.  Professor  Cairncross'.  Would  you  append  your 

reasons  in  every  case  where  refusal  is  recommended? 

Not  in  every  case ; only  where  we  think  that  it  may  not 
be  clear  why  it  is  rejected.  In  ordinary  cases  it  is  per- 
fectly dear  to  the  Treasury  why  it  is  rejected. 

6110.  Chairman : We  have  learned  already  that  it  is  aito- 

gether  exceptional  for  your  advice  not  to  be  taken  by  the 
Treasury,  Before  that  stage,  are  there  a number  of  cases 
each  year  in  which  there  is  further  discussion  between 
you  and  them  before  they  accept  your  view  one  way  or 
the  other? ^No,  that  would  be  very  exceptional,  too. 

6111.  So  it  would  be  true,  as  a result  of  this,  to  say  that 

the  effective  burden  of  applying  this  control  lies  with 
your  Committee ; it  is  very  rare  for  the  Treasury  to  take 
a different  view? ^I  should  not  accept  that  as  a pro- 

position. The  authority  is  entirely  with  the  Treasury. 
The  Committee  is  purely  an  advisory  committee.  The 
decision  is  the  decision  of  the  Chancellor  of  the  Excheqtier. 

6112.  I quite  appreciate  the  constitutional  shape  of  it; 
but  it  does  seem  that  what  you  decide  does,  except  in  a 

very  few  cases,  amount  to  the  effective  decision? ^That 

has  been  how  it  has  worked. 

6113.  Mr.  Woodcock:  Is  there  a large  staff? 

Fourteen. 

6114.  Do  they  specialise?  Do  you  have  departments  for 

different  industries? Mr.  Songster:  No.  There  is  a 

staff  of-  seven  handling  the  applications  ; with  myself  that 
makes  eight.  The  rest  are  clerical  staff. 

6115.  Lord  Harcourt:  The  seven  are  what  you  might 

call  examiners? ^Yes,  and  they  prepare  cases  for  sub- 

mission to  the  Committee. 

6116.  Mr.  Woodcock  : Any  case  may  go  to  any  one  of 
the  seven ; you  have  not  found  over  a period  that  some 
man  acquires  a special  knowledge  of  one  type  of  industry? 
Do  not  these  applications  involve  fine  opinions  about  such 
things  as  the  prospects  of  an  industry  or  a particular 

product? Lord  Kenner:  What  the  staff  has  to  be 

eixpeit  in  is  what  the  Committee  will  require,  in  relation 
to-  the  directives,  to  decide  the  application  ; they  have  to 
be'  experts,  ;in  other  words,  not  in  weighing  the  merits 

. • ','qu  i\f 


of  the  application,  but  in  deciding  whether  there  is  the 
necessary  information  to  come  to  a decision  on  the  merits. 

6117.  But  is  not  the  question  of  merits  a ticklish  one; 

for  example,  on  whether  a new  product  is  likely  to  suc- 
ceed or  not? There  we  are  very  largely  dependent  upon 

the  recommendation  of  the  production  department. 

6118.  Are  your  staff  civil  servants? Mr.  Sangster: 

Yes ; they  are  members  of  the  Treasury  staff,  appointed 
to  prepare  the  cases  for  submission  to  the  Capital  Issues 
Committee. 

6119.  What  rank  are  they? Executive  grade,  from 

Executive  Officer  up  to  Chief  Executive  Officer. 

6120.  Chairman:  I think  it  follows  from  what  you  said 
that  we  must  think  of  them  as  doing  administrative  work  ; 
seeing  that  the  instructions  of  the  Committee  are  carried 

out  and  the  necessary  information  collected? Lord 

Kennet:  That  is  no  doubt  the  appropriate  adjective. 

6121.  Professor  Cairncross:  Does  the  Committee  ever 
delegate  a decision  in  any  case  to  members  of  the  staff? 
Never. 

6122.  Chairman:  The  general  letter  of  4th  December, 

1951,  sets  out  certain  instructions  about  priorities  which 
are  to  be  given.  How  is  that  worked?  Are  you  given 
by  the  Treasury  any  general  conception  of  the  resources 
that  may  be  regarded  as  available  each  year  for  capital 
investment? ^The  answer  to  that  is  quite  clear;  it  can- 

not be  a quantitative  decision.  It  must  be  a qualitative 
decision  upon  the  nature  and  the  purpose  for  which  it  is 
intended. 

6123.  So  it  is  a sort  of  qualifying  inspection,  to  see 
whether  the  proposal  is  the  kind  of  thing  covered  by  the 

instruction? "Qualifying"  is  I think  the  right  word; 

the  question  is  whether  it  is  of  the  quality  which  is 
favoured  or  the  quality  which  is  not  favoured. 

6124.  Professor  Sayers:  No  regard  is  paid  to  the  amount 

asked  for? Let  me  distinguish:  the  total  amount  of 

capital  investment  may  require  grave  consideration  from 
the  point  of  view  of  the  national  economy,  but  that  is  not 
the  point  from  which  the  amount  of  an  application  is 
regarded.  The  point  from  which  the  amount  of  an  appli- 
cation is  regarded  is  whether  the  amount  is  appropriate  to 
the  project  defined  and  approved  in  Ihe  application. 

6125.  You  do  not  consider  whether  you  have  not  already 
recommended  too  many  applications  in  a particular  line 
during  the  year  to  allow  any  further  applications  in  that 

particular  line  of  business? In  such  a matter  we  should 

have  to  depend  on  the  recommendation  of  the  department 
whidh  is  acquainted  with  that  branch  of  industry. 

6126.  Chairman:  How  can  this  idea  of  -too  large  a 
flow  of  applications  for  particular  purposes  be  dealt  with, 
if  you  are  given  no  overall  view?  Do  you  get  advice 

from  the  departmenit  to  that  effect? Yes  ; the  advice  we 

get  from  the  department  i.s  as  to  whether  the  object  of  the 
application  is  in  the  national  interest  or  not.  As  regards 
the  amount,  the  department  will  in  an  appropriate  case 
criticise.  If  the  department  criticises  the  amount  in  any 
particular,  then  we  give  due  weight  to  the  criticism  of  the 
department.  We  on  the  other  hand  may  ourselves  dis- 
tinguish : we  may  believe  that  in  some  respects  the  amount 
seems  excessive.  Let  me  give  an  example  of  that:  we 
may  have  to  consider  a big  application,  part  of  which  is 
for  capital  expenditure,  and  part  for  working  capital  to 
be  increased  as  a result  of  the  increased  production.  We 
should  naturally  criticise  the  amount  of  the  working 
capital  which  is  asked  for  in  relation  to  the  increased 
production  which  has  been  recommended  by  the  depart- 
ment. 

6127.  That  is  a criticism  brought  to  bear  upon  the 
amount  of  money  that  is  asked  for  in  relation  to  the 
purpose  to  which  it  is  directed.  I was  wondering  if 
anybody  could  work  a system  under  which  the  depart- 
ment said:  “In  the  course  of  this  year  you  have  had 
a great  many  applications  for  building,  say,  commercial 
premises  or  offices,  and  we  think  that  you  ought  to  cut 

down  this  new  one,  simply  for  that  reason”? ^That  is 

not  a very  favourable  instance,  if  I may  say  so,  because 
an  application  to  finance  office  building  would  be  looked 
upon  as  not  having  any  priority  unless  it  was  very  strongly 
supported.  But,  if  it  was  a question  of  additional  plant 
in  ffie  steel  industry,  for  instance,  we  should  have  to  de- 
pend upon  She  advice  of  the  depakm^t  as  to  whether  or 
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not  this  was  to  the  national  advantage,  to  the  extent  asked 
for  in  that  year. 

6128.  Professor  Sayers:  Would  the  department  advise 
you  only  in  relation  to  the  specific  application  before  them? 

No.  If  the  deiartment  were  to  take  so  narrow 

a view  as  that  I imagine  the  department  would  not  be 
fulfilling  its  proper  function. 

6129.  The  department  might  recommend  you  to 
recommend  a refusal  in  a particular  case  because  there 
bad  already  been  such  a great  flow  of  money  into  this 

industry  during  the  year? That  would  come  to  us, 

perhaps,  in  the  form  of  advice  from  the  department  that 
they  thought  the  facilities  for  the  production  of  this  par- 
ticular form  of  article  were  already  adequate. 

6130.  Mr.  Woodcock:  Would  that  be  given  to  you 

generally  at  any  time,  or  only  in  relation  to  a particular 
case? A particular  case. 

6131.  Never  generally? ^No,  not  by  a department. 

6132.  Professor  Cairncross:  You  mentioned  a moment 
ago  that  you  thought  an  application  in  respect  to  offices 
would  be  given  no  priority;  do  you  derive  that  from 
your  instructions  or  from  what  the  departments  tell  you? 

1 think,  if  I may  say  so,  that  we  derive  that  from 

common  sense.  We  always  carefully  scrutinise  expenditure 
upon  office  accommodation  alone,  and  it  would  have 
to  be  supported  by  some  special  circumstances. 

6133.  Do  you  regard  office  accommodation  as  in  a 

different  light  from  factory  accommodation? ^It  would 

require  more  careful  attention,  and  perhaps  a rather  more 
conservative  approach,  than  expenditure  on  actual 
production. 

6134.  Professor  Sayers:  Are  there  any  other  preferences 

you  apply  through  the  exercise  of  common  sense? 

I hope  we  apply  it  in  all  cases, 

6135.  Here  you  are  in  effect  putting  very  low  on  the 
list,  and  therefore  as  highly  eligible  for  refusal,  the  building 
of  office  premises.  That  attitude  you  do  not  base  on  the 
instructions  you  have  received  from  the  Chancellor,  nor 
do  you  base  it  on  any  advice  you  have  received  from  the 
department ; you  base  it  on  the  exercise  of  common 
sense.  Is  there  any  other  category  of  investment  that 

you  place  similarly  low  for  similar  reasons? 1 hope  the 

Committee  will  not  think  that  I have  been  selecting  office 
accommodation  as  having  some  particular  black  mark. 

6136.  The  purpose  of  my  question  is  to  find  out  what 
are  the  other  items  that  might  be  put  alongside  office 

accommodation? 1 should  like  to  generalise  then,  and 

ask  you  to  merge  the  case  of  office  Mcommodation  into 
our  general  approach  to  all  cases,  which  is  to  see  whether 
there  is  any  unnecessary  expenditure  involved  in  an 
application  for  a good  purpose. 

6137.  Professor  Cairncross:  Do  you  have  in  your  mind 
certain  categories  of  expenditure  that  you  regard  as  of 

rather  low  priority? We  have  our  directives  from  the 

Treasury  as  to  priorities.  I have  explained  ithat  “ priority  ” 
is  h^-e  a qualitative  priority. 

6138.  Sir  John  Woods:  In  paragraph  19  of  the  Treasury 
paper,  it  says : “ The  Committee  are  asked  to  recommend 
against  investment  for  production  or  distribution  or  pro- 
vision of  services  in  the  home  market  which,  in  the  ]udg- 
meat  of  the  Committee  is  not  urgent  and  can  therefore 
be  postponed  (e.g.  shops,  offices).”  Are  there  any  other 

things  you  can  add  as  examples? ^That  is  a very  wide 

direction  both  in  its  intention  and  its  application,  and 
urgency  and  necessity  are  now  judged  on  a ^rict  standard 
in  accordance  with  the  Chancellor’s  directives,  again  in 
relation  to  the  advice  received  from  the  department  con- 
cerned as  regards  to  what  extent  the  application  possesses 
the  necessary  qualifications. 

6139.  You  do  not  feel  able  to  specify  any_  other  cate- 

gories, like  shops  or  offices,  which  are  scnitinised  particu- 
larly carefully? — /Chairman:  There  is  ithe  phrase 

“ inesseuitial  goods  ” in  the  governing  letter  of  4th  Decem- 
ber, 1951;  I imagine  it  has  rather  grown  out  of  that?—; — 
That  is  where  we  should  have  to  look  for  cases  coming 
under  the  heading  to  which  Sir  John  has  referred:  the 
production  of  inessential  goods  for  the  home  market  where 
there  is  no  export  market  and  no  necessity  or  ^urgency 
for  their  prodtwtion  in  the  home  market. 
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• 6140.  Professor  Cairncross:  In  interpreting  ffie  word 
“ essential  ” does  your  Committee  rely  on  its  own  judgment 

or  bufid  on  consultations  wKh  departments  in  cases? 

Rather  the  latter ; but  I would  not  say  that  there  might 
not  be  a case  in  which  it  would  be  so  obvious  that  the 
production  of  the  goods  was  neither  necessary  nor  essential 
that  the  Committee  would  not  rely  on  that  factor,  to  which 
I perhaps  rather  imprudently  referred : common  sense. 

6141.  Is  not  the  difficulty  with  common  sense  that  it  is 
sometimes  a little  difficult  to  exercise?  Take  hotels,  for 
example:  some  people  might  think  them  inessential,  but 

notice  they  are  singled  out  as  of  special  essentiality? 

he  principal  factor  of  essentiality  in  the  hotel  applications 
is  the  foreign  tourist  traffic. 

6142.  In  considering  these  applications  is  it  the  Com- 
mittee which  judges  that  the  hotels  are  under  this  category, 

or  the  department  consulted? -We  get  ffie  Board  of 

Trade’s  report  on  the  hotels. 

6143.  Pro fessor  Sayers : On  the  specific  cases? On  the 

specific  cases. 

6144.  The  Board  of  Trade  makes  up  ojts  mind  wbidi 

future  hotels  are  inessential? ^The  Board  of  TYade  gives 

us  information  on  the  subject. 

6145.  Mr.  Woodcock:  If  you  have  first  the  Treasury 
directions,  and  then  the  department’s  interpretation  in  par- 
ticular cases,  does  this  not  begin  to  look  a very  small 
and  unimportant  job,  hardly  worth  calling  'together  very 

busy  people  for? ^That  is  hardly  for  me  to  say.  We  do 

not  always  agree  with  the  department. 

6146.  Chairman  : Do  you  call  the  departments  in  to 
your  Committee  ito  discuss  their  views  or  criticise  them? 
^No  ; we  get  their  written  rqport. 

6147.  It  is  always  on  paper? ^Yes. 

6148.  Does  the  secretariat  work  it  out  with  the  depart- 
ment?  ^There  ds  a good  deal  of  to-ing  and  fro-ing. 

6149.  Mr.  Jones:  Do  you  find  yourself  at  any  time  in 

a position  to  reject  the  advice  erf  the  department  con- 
cerned?  ^Yes. 

6150.  Do  they  come  back  then,  or  accept  your  decisiwia? 

Is  any  action  taken  by  a department  on  youi  recoounenda- 
tion  lor  a decision,  you  have  gone  against  (he  depart- 
ment?  1 do  not  know.  It  does  not  come  to  us.  The 

Treasury  does  not  tell  us  if  they  do. 

6151.  Sir  John  Woods:  It  would  be  between  the  Treasury 

and  the  dapantmen'l? do  not  know  if  the  Treasury 

goes  to  the  department  and  says : ” What  are  you  about?  ” 

6152.  Mr.  Jones:  Do  you  recommend  consent  as  well 
as  refusal  of  applications  against  the  advice  of  the  depart- 
ment?——R might  just  as  wdl  be  one  as  the  other. 

6153.  Professor  Sayers:  When  there  hds  B6ert  to-ihg 
Sind  £ro-ing  between'  the.  secretariat  and  a department  on 
a partioulair  case,  does  the  Committee  ask  the  Secretary 

to  explain  to  k the  department’s  view  on  the  case? 

It  would  be  not  infrequent  that  aftM*  first  consideration  of 
the  case  the  Committee  should  refer  some  aspect  of  it 
back  to  the  department  for  further  advice. 

• 6154.  Chairman:  Do  you  build  up  records  which 
categorise  closely  the  applications  that  have  been  passed 

or  rejected  year  by  year? do  not  think  there  is  any 

very  particular  analysis  made  of  the  cases ; gener^ 
statistics  are,  I believe,  being  prepared. 

6155.  Would  it  help  yoil  in  dealing  "with  this  ikfgg 
volulne  of  api^ications  to  ha're  a fairly  oloqe  analij'jfe  or 
what  you  have  dealt  in  'the  jiast  and  see  ■^at  JlpW 
you  were  running  pn,  so  that  you  cotild  ‘keep  to  them  ifa 
one  year,  of  depart  from  them  in  another?- — ^Actually 
I not  tiiink  it  would  help ; I tiiink  tiiat  ffiat  aspect  of 
cdiitr^  of  the  national  economy  must  be  more  for  the 
Treasury  and  . the  departments.  We  decide  the  application 
pn  the  merits  of  the  case. 

6156.  Professbr  Cairncross:  Wbiild  you  'decide  the 
application  in  ihe  same'  way  m each  successive  year 

it  were  submitted?  Suppose  that  for  some  reason  or 
another 'the  Treasury  wants  tp  curtail  investment  and  asks 
you  to  be  more  rigorous ; if  the  same  application  came 

before  you,'  would  you  give  it  the  same  treatment? 

That  would  depttid  on  whether  "we  had  had  a fresh 
directive  on  the  subject.  -If  we  had  had  either  a general 
or  'particular  new  directi've,  then  the  same  application 
-be  differen-fly  dealt  wiffi  after  the  new  directive  from 
what  it  was  before. 
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6157.  Would  the  directive  be  one  which  ruled  out  a 

ntimber  of  possible  types  of  application,  or  would  it 
merely  instruct  you  to  be  more  rigorous  in  your  interpre- 
tation of  the  word  “ essential  ”? Sometimes  one,  some- 

times the  other ; we  have  had  both.  For  instance,  as  is 
well  known,  there  was  tlie  big  general  direction  to  be 
extremely  economical  in  1956 ; I am  afraid  we  referred 
to  it  as  “ the  squec2e 

6158.  Do  you  find  it  possible  to  interpret  that  regulation 
except  by  deciding  that  certain  types  of  goods  will^  no 
longer  qualify  for  recommendation,  or  do  you  continue 

to  look  at  each  case  on  its  merits? ^The  Committee 

works  rather  in  reference  to  the  words  “urgent  anti 
essential  The  result  of  the  squeeze  is  that  cases  which 
might  have  been  admissible  before  that  may  no  longer  be 
considered  urgent  or  essential. 

6159.  Mr.  Woodcock’.  What  period  must  elapse  before 
you  would  receive  an  application  submitted  for  the  second 

time? ^That  requires  a little  explanation.  It  is  often 

Said  that  there  is  no  court  of  appeal  from  the  Committee. 
That,  of  course,  is  perfectly  true,  in  the  commonly 
accepted  sense  of  the  word  “ appeal  A committee,  after 
ail,  is  not  a count ; and  there  is  no  other  body  which  is 
not  the  Treasury  which  could  give  a different  recommenda- 
tion to  the  Treasury ; in  that  sense  there  is  no  appeal 
court.  • In  a very  practical  sense,  however,  there  is  np 
reason  whatever  why  any  applicant  should  nO't  put  in  his 
application  as  often  as  be  pleases,  and  as  a matter  of 
fact  they  sometimes  do.  It  sometimes  but  not  very  often 
happens  that  the  result  of  the  rejection  of  an  application 
is  that  further  explanations  are  given  by  the  applicant, 
and  some  circumstance  comes  out  which  puts  a com- 
pletely different  aspect  on  the  application,  which  the  man 
had  never  thought  of  stating  before,  and  that  may  possibly 
result  in  his  getting  a favoxirable  recomanendaition  instead 
of  a negative.  He  may  appeal  in  the  sense  that  he  may 
almiy  as  often'  as  he  hke^ ; but  we  do  not  encourage  it 
unless  he  has  new  matter. 

' 6160-  take  a case  where  a man  applied,  say,  in  January 
last  year,  and  you  turned  him  down ; and  after  a reason- 
able time  has  elapsed  (he  has  not  just  thrown  it  back  to 
you  as  soon  as  he  can  rewrite  it),  you  get  the  identical 
application,  say  this  January ; and  in  the  meantime  you 
have  had  no  further  directions : would  that  be  administra- 
tively dealt  with  by  the  staff? No, 

6161.  It  would  still  come  to  you,  and  go  through  the 

paraphernalia  of  reference  to  tl»  department  again? 

Yes,  it  would. 

6162.  Professor  Sayers’.  In  such  a circumstance  you 
would  not  consider  yourselves  bound  by  your  own 

precedent? We  are  not  bound  by  our  own  precedent, 

but  we  should  not  come  to  a different  decision  if  there 
was  no  difference  in  the  case. 

6163.  Even  if  the  general  circumstances  of  the  economy 

appeared  to  your  common  sense  to  have  changed? ^The 

common  sense  to  be  applied  in  this  case  is  not  ours  but 
that  of  the  Chancellor  ^ the  Exchequer.  If  he  has  not 
given  us  a fresh  directive,  we  must  assume  that  there  is  no 
change. 

6164.  Professor  Caimeross’.  The  change  musit  be  re- 
corded officially  in  a directive  to  you? ^An  application 

submitted  after  a new  directive  had  been  indicatw  to  us 
might  receive  a different  recommendation  from  what  it 
would  have  received  before, 

6165.  Chairman:  I have  the  impression  from  what  you 

have  been  telling  us  that  the  advice  of  the  department 
is  an  important  dement  in  the  process  of  forming  a 
recommendation.  You  have  ad  hoc  advice  on  virtually 
every  case  from  a department? That  is  so. 

6166.  I supijose  the  department  you  are  most  in  refer- 
ence to  for  this  purpose  is  the  Board  of  Trade? You 

might  fairly  say  that  the  Board  of  Trade  is  the  most 
frequent ; but  I cannot  think  of  any  department  which 
does  not  sooner  or  later  come  in : the  Ministry  of  Power, 
the  Ministry  of  Transport,  the  Ministry  of  Agriculture. 

6167.  Sir  John  Woods:  And  the  Ministry  of  Supply? 
^Yes,  that  is  very  important  indeed. 

6168.  Lord  Harcourt:  Do  you  give  quite  a large  pro- 
portion of  partial  consents?  Do  you  reduce  a large 
proportion  of  applications,  because  you  think  an  amount 
^ capital  applied  for  is  extravagant  m relation  to  the  pro- 

)t6i  jproposed? ^No,  not  a large  proportion  ; I should 

say  mat  it  was  exceptional  but  not  infrequent. 


6169.  Chairman:  How  often  is  departmental  advice 

overruled  by  your  Committee? Seldom,  but  it  happens, 

6170.  I should  like  just  to  get  a little  more  detail  about 

the  course  applications  take.  They  begin  with  a ques- 
tionnaire from  your  Committee  for  the  applicant  to  fill 
in? Yes. 

6171.  The  completed  questionnaire  is  scrutinised  to  see 

whether  the  answers  then  given  are  given  as  fully  as 
required? Mr.  Songster:  Yes. 

6172.  The  next  course  is  then  to  go  to  whatever  is 

regarded  by  your  secretariat  as  the  right  department  to 
take  a look  at  it ; the  Committee  do  not  see  anything  at 
this  stage? ^That  is  correct. 

6173.  Do  you  find  it  difficult  to  get  the  answer  back 

out  of  the  department? We  ask  them  to  reply  within 

ten  days,  and  generally  speaking  they  keep  to  that ; so 
that  we  can  expect  the  delay  between  the  receipt  of  an 
application  and  presentation  to  the  Committee  to  be  about 
fourteen  days.  Sometimes  it  has  exceeded  that,  naturally. 

6174.  After  he  has  answered  the  questionnaire,  does  the 
applicant  see  you  at  all?  Docs  he  get  a chance  of  know- 
ing what  the  department  has  said  about  bis  application, 
for  instance?-—— Mr.  Songster:  No.  Any  applicant  is 
welcome  to  come  and  see  the  secretariat,  but  the  Com- 
mittee never  see  the  applicant  at  all. — Lord  Kennet:  The 
Secretary  does  not  mean  that  he  is  not  accessible. 

6175.  Chairman:  No,  I did  not  take  it  that  way;  but 
I wondered  what  could  be  done  about  a view  or  a fact 
being  included  in  a departmental  report,  that  the  applicant 

might  well  fed  he  could  controvert? In  a difficult  case 

where  there  is  any  doubt  the  Committee  asks  the  depart- 
ment to  talk  to  the  applicant  again. 

6176.  Is  it  habitual  that  the  applicant  has  seen  the 

department  himself  at  some  sta^e? 1 should  not  say 

habitual,  but  it  is  common  in  difficult  cases. 

6177.  Professor  Sayers:  Docs  the  Secretary  ever  advise 

the  applicant  to  ace  the  department? Not  before  the 

case  has  been  (to  the  Committee.  If  the  Cuinmlttce  have 
some  doubts,  they  sometimes  suggest  that  the  applicant 
should  be  advised  to  get  in  contact  with  tbe  production 
department. 

6178.  Mr.  Jones:  The  number  of  applications  that  has 
been  rejected  has  increased  within  the  last  two  years  ; has 
that  put  any  greater  weight  of  responsibility  for  giving 
advice  upon  the  secretariat?— No  weight  of  responsi- 
bility. It  has  naturally  caused  additional  work ; but  an 
applicant  has  the  opportunity  of  seeing  the  secretariat  and 
he  is  advised  that  if  he  wants  to  re-submit  his  application 
he  must  produce  fresh  facts. 

6179.  Mr.  Woodcock:  You  tell  him  what  would  be 

covered  by  fresh  facts? It  is  very  difficult  to  specify 

or  -to  generalise  as  to  what  the  fresh  facts  are.  The 
thing  first  is  to  advise  him  to  tell  anything  he  has  not 
already  told  the  Committee. 

6180.  It  seems  to  me  from  what  has  been  said  that  tbe 
Committee  must  be  in  a sense  the  representative  or  the 
advocate  of  the  applicant.  The  applicant  depends  to  a 
very  large  extent  on  your  Committee.  He  is  engaged, 
from  his  point  of  view,  in  a very  serious  matter;  he 
needs  money  to  engage  in  business.  He  has  a right  to 
have  his  application  fully  considered,  which  involves  the 
right  to  be  told  what  is  objectionable  about  his  applica- 
tion. If  he  is  in  that  position,  where  does  he  gel  it  from? 
Docs  not  a responsibility  rest  on  you  for  seeing  that  his 
case  is  properly  presented  and  that  things  are  not  allowed 

to  go  by  default? The  nature  of  the  control  and  of  the 

information  required  is  now  very  well  known  publicly, 
and  the  legal  and  the  accounting  professions  are  also 
well  acquainted  with  it,  so  that  it  would  be  infrequent 
that  an  application  is  presented  omitting  any  really 
material  facts.  If  an  application  is  presented,  and  on 
the  face  of  it  there  is  some  reason  to  suppose  that  material 
facts  have  not  be«i  included,  then  the  Secretary  will 
inform  the  applicant  before  it  goes  to  the  Committee. 
If  it  comes  to  the  Committee,  and  it  is  still  apparent 
that  there  is  some  material  fact  not  includeil  in  the  applica- 
tion, then  it  will  be  refened  back  for  further  information. 
If,  owing  to  ithe  nature  of  the  way  it  is  put  forward,  th«e 
is  nothing  , on  tbe  surface  of  the  information  supplied  to 
suggest  that  something  has  been  omitted,  then  it  may  be 
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that  the  application  is  rejected,  but  I do  not  see  any 
remedy  for  ’that  except  a further  application,  which  is 
quite  frequent  in  cases  of  refusal,  from  which  it  may  turn 
out  that  the  applicant  has  omitted  to  mention  some 
material  fact. 

6181.  But  there  might  be  a matter  of  opinion  which 
ought  to  be  very  closely  argued.  The  view  of  the  depart- 
ment must  be  opinion  in  .the  last  event ; it  is  a judgment 
about  the  facts.  Does  the  applicant  have  a chance  to  put 

his  point  of  view,  as  against  the  department’s? If  he 

has  supplied  in  his  application  form  all  the  necessary 
and  relevant  information  to  form  a decision,  the  answer 
would  'be  in  the  negative. 

6182.  Professor  Sayers:  Does  the  Secretary  disdose 

to  the  applicant  the  reasons  given  by  a department  why  an 
ap^ication  should  be  refus^? Mr.  Sangster:  No. 

6183.  Chairman:  I know  that  it  has  been  the  Com- 
mittee’s practice  not  to  allow  an  applicant  whose  applica- 
tion you  are  in  favour  of  refusing  to  appear  before  you 
and  put  his  case ; therefore  I imagine  you  do  not  think 
it  is  the  right  thing  to  do.  What  are  the  objections  to  it? 
We  gather  he  does  not  know  what  the  department  has  said 
about  it  when  it  comes  before  you.  Would  it  be  unreason- 
able to  give  him  a chance  of  knowing  what  the  objections 

to  his  application  are  and  trying  to  meet  them? Lord 

Kennet:  The  practical  answer  to  that  is  that  from  his 
application  we  judge  whether  all  relevant  circumstances 
have  been  declared  or  not.  If  we  are  not  informed  about 
the  relevant  circumstances,  then  it  is  referred  back,  at 
the  earlier  stage  by  the  staff,  or  afterwards  by  the  Com- 
mittee, to  obtain  that  further  information.  After  we  have 
obtained  all  the  relevant  information  on  the  matter,  then 
it  does  not  seem  to  me  that  any  further  purpose  could 
be  served  by  discussion  about  matters  which  have  already 
been  present  to  the  mind  of  the  Committee. 

6184.  Lord  Harcourt:  The  applicant  is  entirely  ignorant 
of  the  basis  on  which  the  department  has  recommended 
that  his  application  should  be  refused ; and  therefore,  if 
he  is  merely  filling  in  a questionnaire  without  knowing 
what  the  contrary  arguments  are,  it  seems  to  me  that  be 
does  not  havo  an  adequate  opportunity  of  presenting  his 
case  fully.  He  can  answer  a questionnaire  as  fully  as  he 
possibly  can,  but  unless  he  knows  what  the  contrary 
arguments  are,  it  is  very  difficult  to  fill  it  up  in  the  most 
beneficial  way  to  himself  as  the  applicant. — Professor 
Sayers:  It  is  not  a matter  entirely  of  having  the  full 
information.  It  is  a matter  of  argument,  of  making  sure 
that  the  applicant  has  used  the  most  effective  arguments 
for  his  purpose,  in  the  knowledge  of  the  arguments 
tha'thavebeen  put  forward  against  it? — ^-I  can  well  under- 
stand the  frame  of  mind  of  the  applicant.  He  deserves 
sympathy:  nevertheless,  in  my  experience  of  the  adminis- 
tration, I should  say  that  the  case  for  or  against  an 
application  i.s  without  doubt  ascertainable  and  is  ascer- 
tained from  the  information  which  ha.s  been  supplied  in 
writing  and  after  di.scussion  with  the  department. 

6185.  Mr.  Jones:  Are  there  any  cases  on  record  where, 
following  the  reply  of  the  department  concerned,  it  has 
been  necessary  for  the  .secretariat,  before  submitting  that 
case  to  the  Committee,  to  0‘btain  further  information  from 
the  applicant,  and  to  deal  with  certain  matters  that  have 

arisen  from  the  reply  of  the  department? Mr. 

Sangster : There  have  been  such  cases. 

6186.  Are  they  frequent,  or  are  they  the  exception?—^ — 
They  are  the  exception. 

6187.  Mr.  Woodcock:  Let  us  take  an  example  of  what 
might  be  a particular  case.  Let  us  say  that  a man  wants 
to  extend  his  works,  or  even  start  a business,  for  making 
some  fancy  kind  of  paper.  We  will  assume  that  everybody 
would  agree  that,  in  so  far  as  he  proposes  to  make  and 
sell  this  paner  in  this  country,  it  is  inessential:  it  is  merely 
a fancy  thing,  which  might  help  to  please  the  cust^CT 
hut  would  not  be  put  as  high  as_a  steelworks.  All.  the 
facts  are  known.  Nobody  denies  his  capacity  to  make  this 
paper ; nobody  denies  that  for  domestic  consumption  it  is 
not  essential,  but  hus  case,  essentially,  is  that  he  could 
create  a market  for  this,  and  he  could  sell  this  abroad. 
Does  he  have  to  have  an  order  book  before  that  is 

accepted? Lord  Kennet:  That  is  really  asking  the 

question.  I think,  whether  a new  invention  at  its  start  has 
any  chance.  Of  course  it  has. 

isi88.  How  does  it  get  its  chance?  Supposing  the 
department  on  their  judgment  of  export  possibilities  does 
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not  agree  with  him ; since  it  is  new,  it  is  something  he 
cannot  prove.  He  is  very  confident  himself,  and  has  every 
reason,  from  his  own  experience,  to  think  that  this  thing 
will  be  a good  British  export ; but  somebody  in  the 
department  does  not  think  so,  and  looks  at  this  and  says : 

“ Here  is  an  application  to  invest  £1  million  on  something 
which  is  immaterial,  and  in  niy  opinion  its  export  prospects 
are  not  worth  it.”  That  is  really  what  it  must  come  to. 
What  does  the  man  do  in  those  circumstances?  Does  he 

have  to  sit  back  and  take  it? In  the  circumstances  of 

some  new  article  on  the  market,  and  so  on,  we  should 
always  need  the  advice  of  the  department  which  has  more 
direct  ^owledge  of  that  industry  and  its  comparative 
industries.  They  might  often  'take  an  oncoming  view, 
even  since  the  closer  limitation  of  credit  because  of  the 
squeeze.  I can  remember  quite  a number  of  cases  of- new 
products  which  have  gone  ahead  with  the  recommendatioi 
o£  the  department.  Occasionally,  I think  rarely,  th 
department  says:  “No,  we  do  not  think  there  is  an- 
prospect  for  this  at  all.”  Then  the  Committee  will  look 
at  the  case  and  make  its  own  judgment  as  to  whether  they 
think  there  is,  or  not,  any  prospect.  If  they  think  that 
there  is,  they  will  disagree  with  the  department  and  they 
will  give  it  a favourable  recommendation ; if  they  do  not, 
and  the  department  seems  to  have  a common  sense  view, 
they  make  a contrary  recommendation. 

6189.  You  are  in  the  position  there  of  'being  the  advo- 
cate of  the  applicant.  That  is  your  function  at  that  stage? 

Not  unless  the  Committee  has  not  got  before  it  every 

circumstance  which  it  considers  relevant  to  the  lU^tehcy 
and  necessity  of  the  project,  and  its  prospects.  1 

6190.  All  that  the  applicant  can  put  down  on  paper  is 
some  .general  statement  on  his  hopes.  You  look  at  that 
and  you  form  a judgment,  but  there  is  no  chance  of  him 
meeting  your  general  views.  This  is  not  a . question  of 
fact ; he  does  not  deny  that  perhaps  his  process  is  not 
new,  or  that  his  stuff  is  a triviality ; the  simple  point  is 
that  he  could  sell  this  abroad.  He  has  to  say  that  on 
paper.  Is  that  all  he  can  do?  Can  he  not  meet  the  man 
who  does  not  take  his  optimistic  view,  and  argue  it  out 

with  him? 1 am  not  for  a moment  ignoring  the  desire 

of  ^e  inventor  or  of  the  enterprising  projector  to  have 
his  say  in  interviews  and  so  on,  but  I think  this  control 
works  without  doing  any  injuiy,  either  to  the  applicant 
or  to  the  national  interest,  by  obtaining  all  the  relevant 
particulars  in  the  way  in  which  we  do. 

6191.  Sir  John  Woods:  You  feel  that  if  all  the  facts 
are  disclosed,  and  assuming  they  are  disclosed  and  known, 
a process  of  argument  and  counter-argument  about  the 
application  of  those  facts  to  the  criteria  which  yoti  have  laid 
down  for  you  by  the  Treasury  would  not  in  fact  change  the 

view  of  the  Committee? 1 would  rather ' generalise  a 

little,  and  say  that  I do  not  think  the  way  In  which  the 
present  control  ivrorks,  with  the  very  careful  preparation 
of  all  the  relewa'Ut  circumstances;  works  either  against  tiie 
interests  of  the  Individual  or  the  national  interest, 

6192.  Chairman:  It  would  help  us  if  we  could  .have 

supplied  to  the  Committee  the  form  of  questionnaire  that 
you  use.  It  is  a regular  set  form  ; it  does  not  vary,  I 
gather? Mr.  Sangster:  No. 

6193.  Could  we  have  some  copies? Certainly  I will 

supply  those. 

6194.  Do  you  find  that  most  applications,  a-t  any  rate 
those  involving  largish  sums,  are.  handled,  by , ejtpitrt 

accountants  or  fintis  of  solicitors?: tord  Ker\net,i 

tically  always.  . . ■.<  m. 

6195.  Do  you-  find  a distinct  difference,  when  applica^ 
tions  relate  to  smaller  sums',  in  the  'bands  through,  which 

they  come  and  'the  way  in  which  they  are  presehf^?- 

There  has  .been  an  .enormous  improvement,  from  the 
Dodnit  of  view  of  -good  administration.  In  the  old  years 
long  since,  before  the  control  was  understood  and  when 
it  was  a novelty,  the  Committee  was  .much  troubled  and 
sometimes  embarrassed  by  what  I might  call  the  amateur 
application  mad©  without  advice.  As  time  has  gone  on, 
I would  say  that  the  course  of  business  is  so  well  kno-wn 
that  very  seldom  indeed  do  wc  get  an  dll-prepared  appli- 
cation. 

6196.  Even  in  the  case  of  quite  small  sums? Lord 

Kennet:  The  limit  is  down  to  £10,000  now;  but  even 
when  one  is  dealing  with  £10,000  one  thinks  twice  about  it 
and  takes  professional  advice.  But  unsatisfactory  applica- 
tions do  still  sometimes  occur ; in  such  cases  the  Secretary 
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always  takes  partioular  care  to  assist  the  appHcant. — Mr. 
Songster:  The  secretariat  know  the  type  of  mformation 
the  Committee  want,  and  if  that  information  is  not 
supplied  when  the  application  first  comes  in  they  ask  the 
applicant  to  furnish  the  additional  facts.  Otherwise  the 
case  would  be  referred  back  by  the  Conunittee,  asking 
the  secretariat  to  produce  .that  information.  So  we  endea- 
vour to  submit  to  the  Committee  an  applicatio'n  as  fully 
prepar^  as  possible. 

6197.  And  do  you  find  that,  in  dealing  with  the  smaller 
sums,  you  have  to  do  more  spontaneous  work  on  your 

own  to  get  the  thing  right  for  them? Not  so  much  for  the 

smaller  sums  as  in  dealing  with  the  provincial  applicants, 
who  have  been  drawn  into  the  control  as  a result  of  the 
reduction  of  the  limit  from  £50,000  to  £10,000. 

619S’  Professor  Cairncross : You  seem,  in  fact,  to  reject 
about  one  in  four  of  the  cases  between  £10,000  and 
£50,000.  In  the  first  half  of  the  last  year,  of  the  aj^ltca- 
tions  in  that  range  for  commercial  and  industfrial  issues, 
yop.  rejects  applications  to  the  value  of  £4  million,  and 
you  allowed  applications  to  the  value  of  £I3'8  million. 
That  seems  to  me  a very  high  proportion?— -Lo/'rf  Kennet : 

It  is  very  difficult  to  base  general  conclusions  on  statistics 
about  the  way  the  Committee  works.  One  large  hopeless 
application  may  give  the  figures  a swing  in  a direction 
which  looks  as  though  the  Committee  has  been  turning 
down  a lot  more  applications  than  at  haS, 

6199.  I am  not  basing  myself  on  what  hapiaened  in  one 
particular  period;  the  proportion  I _ mentioned _ holds 
quarter  by  quarter,  and  has  held  ever  since  the  limit  went 

down  to  £10,000? Afr.  Songster:  That  is  aMuramg 

that  all  'the  applications  under  £50,000  are  approximately 
the  same  value.  I think  those  figures  cannot  be  taken  as 
ropf  esentiing  one  in  four  of  applications. 

'■  6100:  Cdhld  we  have  the  figures? 1 will  ask  the 

slatiatical  sbttlon  if  fiiey  can  produce  them  for  you. 

'••6201.  Is-  the  number  of  applications  you  now  have  for 
amounts  under  £50,000  approximately  equal  to  ithe  number 
that  you  have  for  amounts  above  £50,000? ^Yes. 

6202.  You  have,  in  fact,  roughly  doubled  the  work  of 

the  Committee? ^Yes. 

6203.  This  means  that  yOiU  now  handle  something  like 

eighty  cases  each  week? “Yes. 

6204.  What  is  the  average  time  that  the  Committee  gives 
to  each  ca.atl'^hrafman : Do  you  not  have  great'  dif- 
ficulty in  dealing  with  the  tery  great  volume  of  money 
involved  in  the  applications,  and  the  number  of  the  applica- 
tions.— ~Lord  Kennet : In  the  manner  which  has  already 
been  described  the  information  is  collected,  analysed  and 
arranged  by  the  staff,  who'  obtain  all  the  information  which 
will  be  required  by  the  Committee  to  make  a recommenda- 
tion on  the  case,  That  is  then  set  out  in  a prdcis  on  the 
case,  giving  all  the  necessary  information,  which  may 
run  to  pages  and  pages.  Those  pr&is  are  circulated  to 
each  member  of  the  Committee  as  soon  as  they  are  ready, 
and  arrive  throughout  the  week,  so  that  the  members  of 
the  Committee  Have  a full  account  of  every  case  days 
before  the  Cemmittee  meeting.  If  I niay  say  so.  they  study 
them  with  >the  greatest  industry  and  attention,  form  their 
own  judgment  on  them;  and  note  them.  They  thus  arrive 
at  the  weekly  Committee  meeting  with  their  cases  prepared. 
The  cases  are  taken,  in  turn  ; each  rqeraber  gives  his  own 
View  of  the  case,  and  with  the  assistahCe  of  the  previous 
study  it  can  be  reduced  to  a discussion  On  each  case  vyhlch 
leads  to  a prompt  conclusion.  It  is  very  seldom  that 
conclusions  are  not  the  same  all  round  the  table.  Of 
course,  it  takes  a longer  time  for  discussion  when  different 
views  have  been  formed  by  the  various  members  of  the 
Committee. 

6205.  It  would  not  really  be  possible  to  have  discussions 

of  any  length  about  each  case  in  turn,  in  view  of  the 
number  with  Which  you  are  dealing ; is  there  some  process 
of  weeding  them  out  automatically? ^There  is  no  auto- 

matic weeding  out ; the  weeding'  out  does  itself,  because 
the  great  majority  of  the,  cases  would  be  straightforward. 

• 6206.  Sir  John  Woods:  That  amounts  to  saying  that  the 
effective  work  done  by  the  Committee  is  very  largely 
homework? ^Yes,  and  very  regular  homework  it  is. 

. Mr.  Jones:  But  how  can  that  help  the  Committee 
.their  work  in  a co-ordinated,  co-operative  sort  of 
Viris?.  In  view  of  what  takes  irf.ace,  does  it  not  look  as 
though,  .substantially,  decisions  are  tentatively  arrived  at 


by  the  secretariat  and  confirmed  by  the  Committee? 

No,  Believe  me,  that  is  a complete  misconception. 

6208.  What  focal  consideration  can  the  Committee  as  a 
whole  give  'to  every  individual  case  coming  before  it, 
when  there  are  eighty  cases  coming  before  it  on  one  day? 

The  first  important  consideration,  from  that  point  of 

view,  is  that  the  majority  of  the  cases  will  be  normal  cases 
of  a kind  in  w^ich  the  CommiDtee  is  extremely  well  versed. 
They  fall  into  a certain  pattern  in  which  the  concluaon 
is  easily  arrived  at,  and  has  been  arrived  at  by  each 
individul  beforehand,  and  the  conclusions  of  all  the  mem- 
bers are  found  to  coincide.  The  remainder  of  the  cases 
will  be  cases  which  present  doubt  or  difficulty,  and  need 
further  enquiry.  They  will  form  the  subject  of  discussion, 
but  the  discussion  will  take  place  amongst  the  members  of 
the  Committee,  who  are  already  well  acquainted  with  all 
the  relevant  aspects  of  the  case.  Under  those  circum- 
stances, it  is  possible  to  get  through  the  business. 

6209.  I would  have  thought  that  it  would  have  been 
impossible  for  a Committee  of  four  or  five  people  to  deal 
with  half  this  number  of  cases,  even  having  regard  to  the 
fact  that  the  individual  backgrounds  of  those  cases  were 

known  to  members  of  the  Committee? would  be 

quite  impossible  if  they  were  all  .subject  to  doubt,  but  the 
great  majority  of  them  will  fit  into  well-ascertained 
patterns,  and  the  conclusion  will  be  arrived  at  indepen- 
dently, but  similarly,  by  mcmber.s  of  the  Committee  before 
they  come  into  the  room.  For  the  remainder.  I assure 
you,  you  are  underrating  the  ability  of  members  of  the 
Committee  each  in  turn  to  expres.s  with  the  utmost  clarity 
and  extreme  certainty  in  a very  short  time  his  view  of  the 
case. 

6210.  Are  there  minority  views  in  the  Committee  fr^ 

time  to  time? 1 do  not  remember  a case  in  which 

we  have  not  arrived,  ultimately,  at  a unanimous  decisjOT. 

I can  remember  many  cases  in  which  we  started  with 
differing  view.s,  and  we  have  been  able  to  approximate 
them. 

6211.  Profwsor  Sayers:  These  are  matters  where  judg- 
ment of  essentiality  and  urgency  are  called  for.  Is  it 
not  strange  that  half  a dozen  men  should  be  able  to  agree 
so  very  quickly  on  such  a large  number  of  case,s,  on  those 

very  difficult  matters? 1 can  only  answer  that 

being  acquainted  with  the  work  of  the  Committee  1 do 
not  find  it  strange. 

6212.  Professor  Cairncross:  Do  you  think  that  it  would 
be  impossible  to  devolve  on  the  Chairman  or  the  Secretary 
of  the  Committee  a decision  on  the  cases  which  you  feel 
fall  into  a defioiie  pattern,  on  which  members  of  the 
Committee  are  unlikely  to  form  ditferent  opinions? — - 
To  a large  extent  that  is  done.  In  practice  1 go  through 
the  cases,  and  all  those  which  arc  absolutely  routine  I 
can  mark  as  such. 

6213.  Have  you  formed  any  view  about  the  lower  limit 
which  has  been  set  at  present?  I recognise  that  this  is 
not  a matter  on  which  your  recommendations  as  a Com- 
mittee would  necessarily  bind  the  Treasury,  have 
you  formed  any  view  of  whether  £10,000  or  £50,00^or 
any  other  limit,  would  be  an  appropriate  one?-- — -That 
has  not  been  discussed  by  the  Committee,  and  j should 
not  think  it  would  be  appropriate  for  us  to  discuss  it, 
unless  it  wore  referred  to  us  by  the  Chancellor. 

6214.  You  have  no  personal  view  on  that? l have 

so  many  personal  views,  but  I am  here  as  the  Chairman 
of  the  Committee. 

6215.  Chairman:  If  you  feel  precluded  from  expressing 
it,  then  you  must  not  do  it;  but  it  would  help  9* 
course,  because  of  your  experience  of  this,  if  you  did 

express  a view? 1 think  I should  not.  It  would  be 

only  a preliminary  view,  until  I got  views  from  the  other 
members  of  the  Committee,  who  have  much  more  experi- 
ence of  the  actual  issue  market,  and  that  sort  of  thing, 
than  I have. 

• 6216.  May  1 take  your  mind  to  one  branch  of  your  field, 
and  that  is  applications  which  deal  with  capitalisation  of 
reserves?  Do  they  form  jart  of  the  more  difficult  branch 

of  your  work? No,  an  easy  branch. 

6217.  Does  that  mean  that  the  principles  on  which  you 
are  required  to  work  in  dealing  with  them  are  easier  to 

interpret  than  on  other  cases?- No;  I should  say  the 

facts  are  simpler. 
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6218.  What  principles  do  you  apply? must  refer 

to  our  directive  on  this : 

“ In  making  recommendations  regarding  bonus  issues 
and  issues  containing  a bonus  element,  the  Committee 
should  bear  in  mind  that  all  of  the  following  require- 
ments are  also  to  be  fulfilled:  that  the  application 
relates  as  a single  operation  to  the  capitalisation  of  true 
reserves.  . . 

There,  for  instance,  comes  the  question  of  whether  it  is  a 
recent  revaluation.  If  it  is  a recent  revaluation  we  may 
doubt  whether  it  is  a true  reserve  or  not. 

6219.  Do  you  not  find  it  difficult  to  ascertain  and  apply 

the  conception  of  whether  it  is  a true  reserve  or  not? 

Not  generally.  After  all,  a typical  reserve  is  the  sort  of 
reserve  built  up  out  of  profits. 

6220.  You  are  supposed  to  be  dealing  throughout  with 

revenue  reserves,  are  you  not? ^Yes.  Then  the  directive 

continues : 

“ . . . and  is  one  which  will  benefit  the  stability,  credit 
or  eflUciency  of  the  undertaking,  and  that  it  does  not 
take  a form  which  will  enable  tax  liabilities  to  be 
reduced." 

That  is  with  reference,  particularly,  to  the  issue  of  re- 
deemable preference  shares  and  debentures. 

6221.  Apart  from  cases  of  redeemable  preference  shares 
and  debentures,  does  that  third  category  raise  a difficult 

question? ^There  is  the  question  of  the  company  which 

has  distributed  capital,  and  then  proceeds  to  replace  U 
with  a bonus  issue.  There  are  variou.s  tax-dodging  devices 
of  this  sort,  which  the  Inland  Revenue  dislikes. 

6222.  Could  not  they  be  dealt  with  more  appropriately 

by  the  Inland  Revenue? ^They  could  be  much  more 

efficiently  dealt  with  by  the  Inland  Revenue,  if  it  had  the 
power  to  do  so. 

6223.  I want  to  come  to  the  question  of  the  publication 
of  reason.s  for  refusing  the  applications,  and  my  impression 
is  that  a certain  amount  of  the  comment  which  the  absence 
of  reasons  arouses  very  often  relates  to  these  cases  of 
capitalisation  of  reserves.  Do  you  see  an  objection  to 
the  publication  of  reasons  where  the  applications  are 

refused? 1 am  going  to  venture  a personal  opinion 

here,  and  I am  not  speaking  as  Chairman  of  the  Commit- 
tee. My  personal  opinion  is  that  it  would  not  make  for 
good  administration.  I believe  that  administration  is  more 
effective  when  it  is  conducted  on  the  present  basis  than 
it  would  be  if  it  were  extended. in  the  manner  which  you 
suggest. 

6224.  1 am  not  quite  sure  what  is  covered  by  the  interests 
of  administration ; but  would  it  not  be  desirable  that  the 
person  who  has  had  his  application  refused,  and  has  seen 
another  application  passed,  should  be  able  to  know,  for  his 
own  enlightenment,  why?  Is  not  that  really  due  to  him? 

You  arc  rather  taking  me  beyond  my  functions  in  the 

Committee.  That  is  really  a question  for  my  lord  and 
master,  the  Chancellor,  because  the  decisions  are,  not  only 
in  form  but  in  substance,  his.  The  final  decision  upon 
the  matter  of  publishing  reasons  must  rest  on  Treasury 
Ministers. 

6225.  1 quite  accept  that,  but  I was  wondering  whether 
it  would  impede  the  effective  working  of  the  Committee, 
if  reasons  were  made  public.  I think  you  were  rather 

hinting  that  you  thought  it  would  a minute  ago? 1 gave 

that  as  my  'personal  opinion.  My  personal  opdnion  is  that 
the  Committee  is  more  efficient  for  its  purpose,  and  also 
in  the  interest  of  the  public,  including  the  applicants, 

Vorking  in  the  manner  in  which  it  works  at  present. 

6226.  Could  you  enlarge  at  all  on  the  reasons  for  that 

opinion? Only,  as  I think  I have  already  mentioned, 

that  I think  the  process  of  previous  examination  and  con- 
sideration, which  I have  already  described,  succeeds  in 
eliciting  everything  that  is  relevant,  and  I do  not  think  that 
individual  discussion  with  the  applicant  would  do  anything 
by  way  of  adding  to  the  ascertainment  of  what  is  relevant. 

6227.  Is  it  not  rather  a separate  point  as  to  whether,  if 
he  has  had  no  opportunity  of  presenting  his  case  before 
you,  it  would  not  be  reasonable  and  satisfactory  for  your 
work  if,  when  ffie  thing  is  refused,  the  reasons  why  should 

be  made  public? ^That  is  va  further  matter  which,  1 

think,  I must  leave  to  the  Treasury  for  an  expression 
of  opinion.  The  function  of  the  Committee  is  to  make 


their  recommendations  to  the  Chancdlor,  and  the  Treasury 
decides.  Whether  they  should  give  reasons  for  their 
decision  or  not  is  a matter  upon  which  I hardly  ought  to 
have  an  opinion. 

6228.  If  we  were  able  to  persuade  them  that  there  was 
no  reason  why  the  reasons  should  not  be  given,  it  would 
not  materially  impede  the  working  of  your  Committee? 
^It  would  not  impede  it,  but  it  might  delay  it. 

6229.  Professor  Cairncross : You  mentioned  earlier  that 
your  Committee  had  always  reached  unanimity  in  its 
recommendations ; does  the  Treasury  sometimes  overturn 
your  recommendation,  and  issue  a different  decision? 

1 think  you  would  not  go  over  to  the  second  hand 

in  counting  on  your  fingers  the  number  of  cases  where  that 
has  happened,  and  I think  you  would  find,  when  you 
looked  at  .ffiem  that  there  was  always  some  special  reason. 

6230.  There  are  times  when  the  application  is  granted 
subject  to  certain  conditions,  or  subject  to  a limitation  as 

to  amount? ^The  only  condition  I can  think  of  is  the 

source  of  borrowing,  on  which  under  the  Chancellor’s 
direction  we  are  instructed  to  limit  bank  borrowing  to  the 
utmost.  Of  course  the  timing  of  any  issue  over  £100,000 
is  under  strict  control,  but  we  are  not  talking  of  ffiat. 
As  to  limitation  of  amount,  certainly  ; applications  are  cut 
down  sometimes. 

6231.  If  an  application  is  cut  down,  is  that  in  any  way 

the  outcome  of  negotiation  with  the  applicant,  or  is  it  a 
unilateral  decision? Unilateral. 

6232.  Is  it  a decision  taken  by  your  Committee  or  .by 

the  Treasury,  or  a recommendation  made  by  you  in  the 
first  place? am  only  speaking  now  of  the  recom- 

mendations of  the  Committee  as  accepted  by  the  Treasury. 

It  would  be  a recommendation  of  the  Committee. 

6233.  The  Treasury  would  not  subsequently  introduce  a 

limitation  of  their  own? 1 do  not  know,  I think  they 

would  tell  me  of  any  case  where  consent  was  issued  other 
than  as  recommended,  and  I cannot  think  of  any  case 
of  the  Treasury  limiting  the  amount  after  we  had 
recommended  consent. 

6234.  Lord  Harcourt:  Do  you  know  of  any  cases  where 
an  arbitrary  cutting  down  of  the  amount  appli^  for  has 

to  the  abandonment  of  the  project? It  is  possible 

that  I might  not  get  to  know  of  that.  I cannot  think  of  any 
conspicuous  case  which  has  come  to  my  attention  through 
the  newspapers,  or  dn  that  sort  of  way. 

6235.  Have  you  any  record  of  the  number  of  people 
who  have  applied  to  your  Committee,  have  been  given 
consent,  and  then  have,  in  fact,  not  gone  ahead,  or  have 

allow^  the  consent  to  lapse? No,  we  do  not  know  at 

adl. 

6236.  Do  you  have  many  cases  of  people  who,  before 
the  expdry  of  the  six  months’  'period  of  validity  of  a 

consent,  come  back  for  an  extension  of  permission? 

Mr.  Songster : Yes,  that  frequenUy  happens,  especially  in 
cases  where  building  is  concerned,  and  owing  to  delays 
•they  are  unable  to  complete  the  building  and  the  bor- 
rowing within  the  prescribed  period. 

6237.  Professor  Cairncross:  You  mentioned  earlier  that 
some  of  iffie  provincial  applicants  did  not  seem  to  know 
the  ropes,  and  were  liable  to  make  submissions  that  were 
incomplete  or  unsatisfactory.  Have  you  found  that  this 

continues  to  be  true? ^The  £10.000  limit  has  been  in 

force  now  for  two  years,  and  we  are  finding  that  the 
applications  from  the  provincial  appheauts  are  steadily 
improving. 

6238.  Would  a substantial  num^ber  of  the  recommenda- 

tions for  rejection  relate  to  these  provincial  applica- 
tions?  ^No  greater  proportion  than  from  any  other  area, 

6239.  You  do  not  think  the  incompleteness  tells  against 

them? Definitely  not.  The  Committee  makes  its 

recommendation  on  the  merits  of  the  case. 

6240.  But  you  agree  that  the  f«ts  presented  have  a 
bearing  on  the  decision  taken,  and  if  the  facts  are  not  all 

there  that  may  not  assist  the  applicant? If  the  facts 

are  not  all  there  the  Comnniittee  asks  tor  them  to  be 
provided. 

6241.  Chairman:  Would  it  be  difficult  to  institute  a 
system  of  following  up  wheftier  applications  which  are 

granted  are,  in  fact,  utilised? Lord  Kennet:  1 do  not 

know  what  the  Treasury  would  tjbink  of  that.  Would 
it  not  be  thought  rather  inquisitorial? 

2D4 


30500 

Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


414 


COMMITTEE  ON  THE  WORKING  OP  THE  MONETARY  SYSTEM 


il  -March,  1958]  The  Rt.  Hon.  Lord  Kennbt,  G.B.E.,  D.S.O.,  D.S.C.,  and  Mr.  G.  G.  Sanoster  [Continued 


■’6242  It  must  be  very  relevant  to  the  purpose  for 
Miich  the  control  exists ; if  a large  volume  are  only 
paper  consents,  and  they  fall  to  the  ground,  the  actual 
flow  is  very  different  from  that  which  would  appear?- 
Yes  from  the  statistical  point  of  view,  that  might  have 
significance.  I think  it  is  worth  departmental  considera- 
tion. 

6243.  Professor  Cairncross ; Is  your  Committee  ever  con- 
sulted on  general  policy  Issues?  Are  you  invited,  by  the 
Treasury  to  express  a view  on  how  the  control  of  capi^l 

issues  might  be  altered  or  amended? ^Tbe  Chancellor 

of  the  Exchequer  has  sometimes  been  good  enough  to 
consult  the  Committee  through  me  when  he  is  consider- 
ing some  new  directive,  or  something  like  that,  to  see 
whether  the  Committee  has  any  contribution  to  make  to 
his  decision.'  The  original  communications  which  1 re- 
ceived long  since  from  ;the  Chancellor  of  the  Exchequer 
who  set  the  Committee  up  encouraged  the  Chairman  of 
the  Committee  to  approach  the  Chancellor  of  the 
ikchequer  if  he  ever  needed  to  explain  anything,  or  make 
any  suggestions  and  so  ph. . That  has  been  occasionally 
done  throughout  the  years.  , 

’ 6244.'  Are  you  'consulted,  for ' instance,  about  the 
machinery  for  the  timing  of  issues? No. 

6245.  That  is  entirely  with  the  Bank  of  England? 

Issues  over  £100,000  have  to  go  to  the  Bank  to  get  into 
the  queue. 

6246.  Chairman:  Do  you  get  complaints  at  any  time 

about  their  fate  in  the  queue? ^They  would  nd  bring 

Uiem  to  the  Capital  Issues  Committee,  because  they  know 


it  is  not  our  affair.  I am  also  a private  individual,  of 
course  1 

6247.  Sir  Oliver  Franks : If  there  are  no  more  questions 
on  our  proper  subject  matter,  would  it  be  possible  to  ask 
Lord  Kennet  whether  he  would  be  willing,  in  his  purely 
personal  capacity  as  a member  of  the  City  of  Ixmdon  over 
many  years,  to  give  any  purely  personal  views  on  one  or 
two  of  the  topics  to  which  we  have  been  specifically 
asked  to  direct,  our  attention  as  ft  Committee,  such  as, 
for  example,  the  relations  of  the  Bank  of  England  with 

the  Treasury? it  would  not  be  gravely  inconvenient 

to  the  Committee.  I should  prefer  not  to  deal  with  these 
more  general  topics  on  the  same  occasion  as  I have  been 
here  as  the  Chairman  of  the  Capital  Issues  Committee. 
BUit  if  I could  pMSibly  bo  of  a.ssistance  to  the  Com- 
mittee on  any  other  matter  on  another  occasion,  I should 
bo  most  willing  to  do  my  best. 

6248.  Chairman:  That  is  very  kind  of  you.  I wonder 
if  you  could  think  it  over.  The  relation  between  the 
Bank  and  the  Treasury  is  one  point  which  is  vitally 
important  to  us,  and  has  been  referred  to  us,  and  the 
other  question,  based  on  that,  Is  the  proper  constitution 
of  the  Bank  of  England  under  present  conditions.  If  you 
felt  you  could  oITcr  us  any  views,  based  on  your  long 

experience,  we  should  welcome  them  very  much? -I 

could  certainly  offer  an  opinion. 

Chairman:  That  is  all  anybody  can  do.  Thank  you 
very  much.  Lord  Kennet.  We  are  most  grateful  to  you 

and  Mr.  Sangsler  for  your  help. Lord  Kennet:  I am 

grateful  for  the  patience  with  which  you  have  heard  my 
tong  exposition. 


{Adfpurnid  until  Thursday,  Zlth  March,  1958,  at  10.30  a.m.) 


f 


Joa  oL» 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


MINUTES  OF  EVIDENCE  TAKEN  BEFORE 


THE  COMMITTEE  ON  THE  WORKING 
OF  THE  MONETARY  SYSTEM 


TWENTY-FIFTH  DAY 

Thursday,  27th  March,  1958 


Present; 

The  Rt.  Hon.  the  Lord  Raocliffe,  G.B.E.,  Chairman 


The  Rt.  Hon.  Sir  Oi.tVRR  Franks,  G.C.M.G.,  K.C..B., 
C.B.E. 

The  VisrouFfT  Harcourt,  K.C.M.G.,  O.B.E. 

W.  E.  Jones,  Esq.,  O.B.E.  (Questions  6412  to  6549 
only). 


Professor  R.  S.  Sayers.  F.B.A. 

Sir  John  Woods,  G.C.B.,  M.V.O. 

Mr.  R.  T.  Armstrong,  Secretary 
Mr.  G.  Penrice,  Statistical  Adviser 


Sir  Edward  Thompson,  J.P.  Chairman  and  Joint  Managing  Director,  John  Thompson  Ltd.,  E.  N.  Griffith,  Esq., 
Chairman  and  Joint  Managing  Director,  Rotary  Hoe.s  Ltd.,  and  R.  A/  Pittman,  Esq,,  Chairman,  Council  Member  and 
Secretary  respectively  of,  and  representing  The  British  Engineers’  Association,  called  and  examined, 


6249.  Chairman : We  dioaild  like  to  run  throufdi  your 
memorandum*.  .Sir  Edward,  and  sec  what  questions  arise 
on  it  if  there  is  anything  you  would  like  to  add  by 
way  of  filling  it  out,  that  would  be  welcome.  Your 
Association  is,  you  tell  us,  the  representative  trade 
associaitlon  for  mechanical  engineering,  and  engineering 
expWts  account  for  nearly  40  per  cent,  of  the  total  visible 
exports.  Within  the  engineering  field  the  major  section 

is  the  mechanical  engineering  industry. Sir  Edward 

Thompson-.  The  British  Engineers’  Association  is  a rather 
unique  association  in  that  it  is  almo.st  entirely  advisory 
for  its  members ; it  is  not  a price-fixing  association.  The 
members  consist  of  various  trade  associations  in  the 
mechanical  engineering  industry,  and  of  .the  larger  indivi- 
dual firms.  We  are  members  of  the  Federation  of  British 
Industries,  and  speak  for  the  mechanical  engineering 
industry  through  the  Federation.  We  have  also  close 
contact  with  other  large  associations,  such  as  the  Society 
of  Motor  Manufacturers  and  Traders  and  others,  on 
common  problems. 

6250.  How  long  has  your  Association  been  going? 

Mr.  Pittman-.  Since  1912. 

• ,6251.  In  paragraph  2 say:  "Engineering  exporters 
wfao  are  eng^ed  in  exporting  have  found  that,  increas- 
ingly, purchasers  seek  to  place  on  the  exporter  the  respon- 
sibility of  providing  finance”.  Can  you  enlarge  upwi 
the  main  causes  which  have  led  to  the  purchaser 

expecting  to  be  flnanc^  by  the  exporter? Sir  Edwetrd 

Thompson : The  general  lack  of  money,  and  credit  prob- 
lems in  the  various  countries  to  which  we  export 

6252.  Is  it  lack  of  fordgn  exchange  In  those  countries? 

1 should  say  so.  Immediately  after  the  war,  with 

Ciountries  like  Egypt,  we  sometimes  got  payment  of  one- 
third  down  with  the  contract ; (bey  had  plenty  of  sterling 
balances  which  they  wanted  to  make  use  of.  Now  that 
situation  has  changed,  and  many  countries,  India  particu- 
larly, are  wanting  credits  in  excess  of  five  years. 

6253.  Is  dt  mainly  the  lacfc  of  foreign  exchange  in  the 
importing  country,  or  because  the  nature  of  the  thing 
going  to  be  sold  is  such  that  they  could  not  pay  for  it 

except  over  a period  of  years? Mr.  Griffith:  In  the 

earlier  years  after  the  war  there  was  such  a shortage  of 
goods  that  the  competition  to  get  them  enabled  the 
manufacturer  to  have  money  deposited  in  London  before 
shipment.  As  increased  competition  arose,  especially 
after  Germany  came  into  the  market,  there  was  com- 
petition to  sell  goods  ; and  one  of  the  chief  fonns  of 
competition  is  supplying  the  finance.  ■ 

• 6254.  Professor  Sayers:  It  is  really  a phenomenon  of 
the  disappearance  of  the  sellers’  market  rather  _ than 

anything  to  do  with  credit  tightening? Mr.  Griffith: 

Up  to  a pennt.  Another  thing  is  that  many  countries  are 
clamouring  for  a standard  of  living  far  beyond  what  they 
Were  accustomed  to  before  the  War,  which  they  have 
not  got  the  resources  to  do,  while'  other  countries  are 
clamouring  to  keep  their  own  people  employed  and  are 
helping  to  pro^dO’the  finance. — Sir  Edward  Thompson: 

• Memoranda  of  Evidence  Part  VII  No.  7. 


In  many  countries  ft  is,  aS  here,  a question  of  trying  to 
spend  loo  much  on  investment  too  quickly. 

6255.  Chairman:  Is  thds  competition  in  the  sellers’ 

maricet  a special  condition  of  the  last  few  years?' 

Mr.  Griffith : It  has  increased  in  the  last  few  years,  and 
during  the  last  six  months  the  posiUon  has  got  worse.  In 
my  vicsw  that  deterioration  will  go  on-  through  this  year 
at  least.  It  is  unybody’s  guess  how  long  the  depression 
will  last  in  America,  which  of  course  affects  commodity 
prices  and  so  on ; if  they  get  out  in  three  years  we  shall 
be  lucky. 

6256.  Sir  John  Woods:  Have  you  found  already  that 
there  has  been  a considerable  falling  off  in  export  demand? 

Sir  Ed-ward  Thompson : Jt  depends  oh  the  product. 

No  dbubt  competifion  is  increasing  very  much.  And 
another  problem  comes  into  it:  even  in  file  Common- 
wealth, with  a nationalistic  outlook  every  country  is  trying 
to  prt^uce  more  and  more  in  its  own  country,  even  if 
it  is  uneconomic  to  do  so. 

6257.  Have  you  noticed  as  a result  of  these  conditions 

in  the  last  few  months  a general  diminution  in  inquiries 
from  abroad? Sir  Edward  Thompson : It  is  very  diffi- 

cult for  me  to  answer  for  the  whole  of  the  ya.riety  of  manu- 
facturers who  are  members  of  ithe  British  Engineers’ 
Association,  m^d  I can  only  give  my  answer  on  wbat  I 
know  of  our  own  firm.  I should  say  there-  is  a reduction. 
—Mr.  Griffith : Except  in  the  motor  car  industry. 

6258.  Chairman:  We  have  to  ask  for  generalisations 
from  you,  since  you  represent  the  Association. ; but,  if  I 
follow  you,  the  terms  of  credit  which  can  be  givm  by  the 
exporter  have  become  a very  important  element  in  success 

or  failure  in  obtaining  foreign  orders? Sir  Edward 

Thompson : Yes. 


6259.  Lord  Harcourt:  Do  you  find  that  pressure  for 
eredit  is  extending  outside  the  real  capital  goods  market? 
Are  foreign  importers  tending  to  press  for  credit  on  some 
lines  oh  which  in  the  normal  course  of  ^Vents  they  wojlld 
not  ask  for  credit  it  all?- — Sir  Edward  ,r/iompJoh:  We 
only  represent  capital  ,aild  semi-capital  goods  mdustrtw.'-^ 
Mr.  Griffith:  Many : Countries  kre  giving  crechrto  ffieif 
peasants  on  small  machinery.  For  example,  in  Italy  thejr 
give  up  to  three  years’  credit  free 'of  interest.  We  are 
coiripeting  With  those  people. 

6260.  Professor  Sayers:  Who  is  giving  the  credit? — ^ 
It  is  under  the  Fanfani  law. 

6261  Is  the  credit  tied  to  the  purchase  of  Italian 

machinery? ^Yes;  and  they  have  such  high  import 

dutieSi 


6562  But  surely  this  is  a reason  why  you  do  not  need 
credit  facilities  here,  if  the  importer  is  already  getting 

them? ^That  is  for  the  big  co-operative  society,  which 

is  the  biggest  industry  in  Italy';  they  handle  80  per  cent, 
of  the  total -grain,  imported  or  internal. 

6263.  Chairman:.  They  arrange  internal  credits  up  to 
three  years?— — It  is  a big  scheme,  connected  with  anfi- 
Communist  propaganda  on  the  reduction  of  starvation  in 
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southern  Italy,  They  are  encouraging  the  peasant,  and 
giving  him  his  machinery  on  three  years  credit. 
course  there  is  a very  large  private  trade  as  well.  Tne 
majority  of  the  English  importers  go  (through  private  trade. 
That  is  an  exceptional  case,  of  course. 

6264.  Professor  Sayers:  You  are  producing  it  as  an 

exception  to  the  general  rule? It  is. 

6265.  Chairman:  In  paragraph  3 you  say  that  the 
financing  of  the  contract  is  the  responsibility  of  the  manu- 
facturer involved,  and  the  present  Government  policy  of 
restriction  on  overdrafts  will  affect  the  abilip'  to  exj^ort ; 
and  that  a company  may  be  unable  to  raise  additional 
overdraft  facilities  to  carry  out  the  work.  This  financing 
of  the  contract  from  the  manufacturing  exporters’  own 

resources  would  be  a very  heavy  burden? .Sir  Edward 

Thompson : The  credit  squeeze  is  very  serious,  particularly 
on  the  smaller  firms  who  may  be  developing  some  new 
speciality  in  engineering  which  has  got  very  good  export 
possibilities.  It  is  very  difficult  for  the  small  manufacturer 
to  finance  not  only  the  working  capital  necessary  for 
expansion  but  the  time  lag  of  manufacture. 

6266.  But  I understand  that  if  you  go  to  your  bank  and 
say : “ I want  finance  for  an  export  cotitraot  ”,  the  Govern- 
ment restriction  does  not  apply.  Does  it  not  work  out  that 

way? 1 would  not  like  to  say  that  it  does  not  apply. 

We  have  had  every  help  in  financing  certain  large  con- 
tracts, but  with  the  high  Bank  Rate  the  burden  still  comes 
on  the  firm. 

6267.  Professor  Sayers:  AUhpugh  you  may  get  the 

finance,  the  height  of  the  Bank  Rate  is  an  impediment  to 
your  trade? 1 would  say  so. 

6268.  High  interest  rates  are  affecting  your  business? 
1 would  say  they  affect  business  in  general,  yes, 

6269.  But  confining  it  to  firms  within  your  Association? 

Sir  Edward  Thompson:  I would  say  they  are.— Mr. 

Griffith : Anything  that  puts  up  costs  is  bad. 

6270.  Chairman:  Is  it  your  observaticm,  ao  far  as 
members  ot  your  Association  go,  that  it  has  in  fact  affected 
your  ability  to  obtain  the  orders  you  think  you  otherwise 

would  have  obtained? can  give  you  a particular 

case:  in  my  own  case  our  overdra.fit  facilkies  were  reduced 
from  £500,000  to  £250,000.  This  is  in  a seasonal  trade. 
Our  biggest  market  for  agricultural  machinery  is  the 
United  States.  We  have  to  ship  in  November-December 
for  deWvery  to  the  farmers,  who  buy  about  March  or 
April  on  the  west  coast  and  later  on  the  east  coast.  We 
have  to  start  manufacturing  in  August,  and  build  up 
for  a peak  selling  period  of  probaWy  a month  or  six 
weeks  seven  or  eight  months  later.  We  have  to  carry 
that  for  all  that  time,  .and  that  is  why  we  want  these 
overdraft  facilities.  If  those  are  restricrted,  then  the 
total  we  send  to  the  States  wilR  be  restricted  also, 

6271.  Professor  Sayers:  Are  they  restricted? ^They 

will  be ; we  shall  be  resrtricted  from  the  normal  business 
point  of  view.  If  we  think  our  bank  is  not  going  to  go 
beyond  it,  we  shall  reduce  our  whole  level  of  production. 

6272.  Sir  John  Woods:  On  the  hypoflicsis  that  the 
financing  of  export  contracts  is  free  of  the  credit  squeeze, 
then  I should  have  thought  you  ought  to  have  been  able 

to  get  the  accommodation  from  your  bank? It  is  not 

a contract ; that  is  the  difference. 

6273.  Does  that  make  all  the  difference  as  to  whether 
or  not  that  variety  of  export  would  be  free  of  the  credit 
squeeze  like  other  exports?  Have  you  put  that  point 

to  the  bank? ^They  know  the  whole  of  our  bu^ess  ; 

we  give  them  monthly  reports.  One  of  the  points  is 
that  in  this  particular  case  we  have  our  own  company 
in  the  U.S.A.,  and  we  thus  cannot  get  export  trade 
guaranteed  by  the  Expont  Credits  Guaran.tee  Department ; 
so  we  have  no  backing  for  bills. 

6274.  Professor  Sayers:  You  say  ifhat  fhe  bank  knows 
everything  about  your  business ; they  know  what  you 
want  cr^it  for.  Are  they  restricting  the  amount  they 
lend  you  on  credit  squeeze  grounds,  or  on  purely  banking 

grounds  that  they  do  not  like  this  business? ^They 

assess  it  on  our  total  worth  and  on  our  bricks  and  mortar. 

6275.  That  is  on  banking  grounds,  not  credit  squeeze 

grounds? ^No,  not  credit  squeeze  grounds  ; but  there 

is  an  element  of  credit  squeeze  in  this,  because  we  have 
always  enjoyed  £500,000,  and  now  we  are  down  to  less. 
If  we  pressed  a bit  we  might  get  more  ; I think  we  should. 


[Continued, 


6276.  Chairman ; The  general  run  of  our  evidence  has 
been  that  up  to  now  there  has  'been  no  lack  of  the  finance 
required  to  oany  on  export  contracts,  but  that  the  system 
is  such  that  there  may  be  a lade  in  the  future.  Are  you 
indicating  to  us  that,  so  far  as  your  Association  is 
concerned,  there  has  been  a lack  already,  and  the  credit 
squeeze  cut  down  on  what  might  otherwise  have  been 

available? Sir  Edward  Thompson:  I think  the  banks 

have  been  extremely  helpful  in  providing  finance  for  export. 
But  when  a small  firm  has  a definite  overdraft  limit,  and 
i't  takes  time  to  deal  with  an  application  for  an  increase, 
one  may  get  some  inquiry  coming  along  immediately, 
within  a month,  and,  though  6he  banks  are  fairly  easy, 
having  this  very  fix^  overdraft  limit  it  has  that  sort 
of  psychological  effect ; added  to  which,  of  course,  the 
higher  interest  rate  is  another  matter.  But  I think  that 
if  there  is  a definite  overdraft  limit  and  an  insistence 
on  ^e  credit  squeeze,  and  one  is  told  that  it  is  going 
to  be  very  difficult  to  give  more,  and  probably  a hope 
or  request  is  expressed  that  one  can  bring  the  overdraft 
hmiit  down,  that  has  a psychological  effect  on  the  smaller 
firms. 

6277.  It  has  a limiting  effect  on  their  minds? ^Yes. 

6278.  Lord  Harcourt:  If  one  was  more  specific  in  a 
request  for  an  overdraft  and  in  dealing  with  the  bankeff ; 
if  one  said:  “I  want  so  much  overdraft  for  worWng 
capital  at  home,  and  I want  so  much  additional  to  cover 
th'is  contract  and  that  contract  abroad  " ; do  you  think 

one’s  negotiations  with  the  banks  would  be  easier? 

I have  found  It  easier  when  we  have  a big  inquiry  for  an 
expOTt.  Then  we  go  to  the  bank  and  say:  "This  is  a 
special  job,  involving  two  or  three  years’  credit,  can  you 
help  us?”  In  many  cases  they  have  helped  us,  working 
also  tihrough  merchant  bankers.  But  the  bank  axe  very 
interested  to  know  what  are  likely  to  be  the  total  of  one’s 
demands  on  big  contracts,  and  'it  is  very  difficult  to  tell 
them,  because  one  may  have  big  tenders  outstanding 
throughout  the  world,  which  may  be  outstanding  for 
several  months. 

6279.  Do  you  think  it  is  easier  for  the  large  firm  which 
has  a very  largfe  overseas  contract  to  get  that  financed  by 
the  bank  than  it  is  for  a smaller  firm,  or  even  for  a large 
firm  which  deals  in  a very  large  num’ber  of  small  contracts 

abroad? Sir  Edward  Thompson:  I would  think  so. 

The  larger  firm  generally  has  closer  contact  with  a bank, 
although  my  experience  is  that  the  bank  manage^  in 
industrial  districts  are  very  good  indeed ; but  there  is  no 
doubt  the  bigger  firm  dots  gel  more  pull. — Mr.  Griffith: 
There  is  the  smaller  type  of  firm  which  does  not  get 
contracts  as  such.  One  has  to  take  a view  of  the  pro- 
duction level,  and  buy  one’s  material.  Up  to  last  year 
some  material  was  on  as  much  as  a year  or  eighteen 
months’  delivery.  It  is  better  now,  but  one  still  has  to 
take  a view  of  one’s  level  of  production.  We  have  no 
knowledge  when  we  take  that  view  whether  the  product 
is  going  to  Australia  or  New  Zealand,  where  we  do  not 
need  an  export  guarantee  because  the  money  is  in  London 
before  we  start,  whether  it  is  going  on  the  home  market, 
whether  it  is  going  to  America  or  to  other  markets.  So 
our  overdraft  facilities  arc  based  on  a general  prospect 
rather  than  on  a particular  country  where  the  goods  are 
going  to ; we  do  not  know  that  up  to  the  last  momesit. 

May  I develop  a little  the  help  the  E.C.G.D.  is  and 
where  we  think  it  falls  down?  The  E.C.G.D.  at  the 
moment  is  only  covering  about  one-sixth  of  British 
exports.  That  one-irixth  probably  covers  the  smaller  firms 
in  a bigger  proportion  than  the  large  firms.  One  can 
imagine  that  the  larger  firms  with  their  own  good  and 
established  agents  abroad  would  not  wish  to  cover  the 
commercial  risk  ; there  is  not  any  commercial  risk  in  those 
cases.  On  the  offier  hand  there  are  certain  countries  where 
there  is  a very  big  commercial  risk,  and  other  countries 
where  there  is  a very  big  political  risk.  Take  Finland: 
the  average  importing  firm  there  is  extremely  .sound,  but 
the  political  risk  is  very  great,  On  the  other  hand  take 
Canada  or  the  United  States:  there  is  no  possibility  of 
the  dollar  going  sour  and  not  being  available,  but  for  the 
small  firm  the  commercial  risk  is  very  great.  We  are 
suggesting  that  a large  number  especially  of  the  larger 
firms  are  not  using  E.C.G.D.  because  they  only  want 
cover  for  ipolitdcal  risk,  which  caanert  be  underwrittwi 
anywhere  etee,  and  they  do  not  wish  to  have  the  com- 
mercial risk  covered.  We  have  had  cases  where  our  small 
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agents  in  Canada,  owing  to  their  not  being  paid  by  their 
farmers  because  they  have  got  three  or  four  years  of 
wheat  in  stock,  are  slow  at  getting  the  money.  The  agent 
says  that  he  cannot  pay  us,  and  E.C.G.D.  say  that  they 
will  not  pay  us  unless  we  sue  our  agent.  We  do  not  wish 
to  sue  our  agents,  so  the  E.C.G.D.  cover  is  comipletely 
useless.  We  are  forced  to  have  it  because  we  wish  to  cover 
Finland ; therefore  we  have  to  cover  the  business  in 
Canada.  The  theory  in  spreading  the  risk  was  to  make  a 
lower  overall  rate ; but  it  has  distorted  the  business,  be- 
cause in  the  more  difficult  countries  it  should  bear  a 
higher  rate  because  of  the  risk,  quite  legitimately,  and  there 
would  be  no  difficulty  in  getting  it.  We  could  sell  goods  in 
the  Argentine  and  get  two  or  three  times  the  value,  where- 
as in  the  highly  competitive  places  the  cost  of  insurance  is 
loaded  to  cover  the  bad  risk.  We  suggest  that  the 
E.C.G.D.  should  'take  on  its  real  function,  which  is  the 
covering  at  the  wporter’s  option  of  the  .political  or  com- 
mercial risk  ; and  that  they  should  also  quote,  as  they  do 
at  Lloyd’s,  for  a particular  risk  or  a particular  country. 
The  exporter  should  be  allowed  to  pick  his  risk  and  pay 
the  proper  rate ; he  will  accept  it,  even  if  it  is  much  higher, 
as  Jong  as  he  can  divorce  the  political  ri^  from  'the 
commercial  risk. 

6280.  Chairman : How  far  is  there  an  alternative  insurer 

in  this  country  apart  from  E.C.G.D.? ^There  is  nothing 

for  the  political  risk. 

6281.  Must  it  be  a Government  department?  Is  it 

inconceivable  that  it  should  go  to  Lloyd’s? Mr. 

Griffith-.  They  will  not  do  it.  They  would  cover  the 
coimmereial  risk,  if  it  oould  be  divided  from  the  politncal 

Edward  Thompson : Another  thing  is  that  if 
one  wants  a special  credit  from  the  bank  for  a m^um 
or  long  term  oontraot,  the  bank  almost  invariably  inaiats 
on  having  an  E.C.G.D.  guarantee  for  that  credit ; whereas 
if  one  did  not  require  the  money,  it  is  possible  that  one 
wouM  not  insure  with  E.C/3.D.  That  of  course  puts  up 
the  price. 

6282.  Sir  Oliver  Franks-.  What  is  there  to  prevent  the 
exporter  from  loading  his  costs  differently  from  the  spread 
of  the  E.C.G.D.  'premiums?  If  you  imagine  a trader 
trading  with  a dozen  countries,  of  which  he  regarp  one 
as  a really  bad  political  ride,  and  because  of  that  he 
insures  all  his  business,  including  that  to  'the  eleven  pod 
risk  countries,  why  cannot  he  put  the  whole  of  his 
EC  G.D.  charge  on  to  his  pricing  for  the  one  bad  country? 

If  he  were  doing  a steady  trade  with  all  those  various 

countries  ffiat  might  be  possible,  but  engineering  exports 
are  not  like  that.  We  may  occasionally  get  one  big 
contract  in  a very  doubtful  country,  while  the  bulk  of 
our  businras  may  be  in  countries  which  are  reasonably 
stable. 

6283.  Chairman : Is  it  your  suggestion  that  E.C.G.D. 

should  always  be  available  for  insuring  the  pohUcal  nsk, 
if  resorted  to  by  an  export  house,  and  that  it  should 
also  be  available  for  insuring  the  commercial  nak  ot 
any  particular  contract,  but  only  the  exporter  a»s 
for  it,  and  that  the  ex^rter  should  be  able  to  go  ebe- 
’shere  if  he  wants? Yes. 

6284.  Sir  John  Woods'.  Do  you  add  that  in  relation 
to  political  risk  you  would  like  the  E.C.G.D.  to  give  you 
the  choice  of  whether  you  insure  a particular  contract 
or  not? — - — Sir  Edward  Thompson:  Yes. — Mr.  Griffith: 
That  you  do  not  have  to  cover  all  your  business  or 
nottdng. 

6285.  Sir  Oliver  Franks:  You  accept  that  in  that 

the  rates  would  have  to  go  up? ^Yes.  Further  to  mat, 

there  is  the  question  of  the  proportion  of  the  ndc  which 
an  exporter  cannot  cover.  The  argument  used  by  the 
E.C.G.D.  is  that  it  is  an  old  axiom  of  insurance  that 
the  insurer  should  take  part  of  the  ridt  so  as  to  prevent 
fraud.  I suggest  that  it  is  also  an  old  axiom  of  insurance 
that  there  must  be  faith  on  boffi  sides,  and  that 

it  is  up  to  the  insurer  to  know  his  client  and  to  know 
the  risks  he  is  running.  If  the  E.C.G.D.  argummt  is 
valid,  I suggest  that  it  would  be  an  excellent  thing  if 
all  E.C.G.D.  insurance  went  through  brokers.  The 
underwriter  knows  his  broker  and  the  broker  keeps  his 
underwriter  straight.  The  broker^nderwriter  system  is  an 
excellent  system.  If  a system  of  broker-underwriter  oould 
be  solely  used,  I think  it  would  be  an  improvement. 
As  it  is,  the  whole  onus  of  knowing  the  client  can  fall 
On  to  the  offieij^  of  E.C.G.D.,  which  is  perhaps  not  fair. 
A smaU  firm’s  overdraft  facilities  from  its  banker,  in  the 


ordinary  way  of  business,  are  based  on  its  credit- 
worthiness ; it  may  have  a ij^oduct  which  it  can  sell  in 
vast  quantities  abro^  yet  its  trade  is  limited  by  its 
overdraft  facilities,  plus  E.C.G.D.  cover.  If  it  is  turning 
over  its  capital  two,  three  or  four  times  a year,  the 
15  per  cent,  which  E.C.G.D.  will  not  cover  nui^t  repre- 
sent 80  per  cent,  of  its  total  capital ; and  if  we  came 
into  a bad  time  like  1929,  a lot  of  small  firms  might 
be  completely  bankiupt,  and  today  should  be  looked  upon 
as  over-trading  if  they  are  doing  too  much  export.  If 
we  could  insure  the  whole  risk,  it  would  relieve  a lot  of 
people's  minds. 

6286.  Professor  Sayers:  Why  do  you  take  notice  of  the 
argument  that  the  riisk  must  be  shared  by  the  insured? 
Everywhere  one  finds  advertisements  in  which  the  insur- 
ance people  are  saying ; “ You  must  insure  yoiir  house 
fully;  are  you  fully  insured?”  No  one  could  pret'Mid 
for  a moment  that  this  is  an  old  axiom  of  insurance.  Why 
do  you  not  quote  these  advertisements  to  the  E.C.G.D.?’ 
— Chairman:  The  E.C.G.D.  may  have  meant  that  it  was 

an  old  principle  of  credit  insurance? ^Yes.  1 am  vary 

glad  that  you  are  with  me  on  that. 

6287.  Sir  John  Woods:  Assuming  that  is  what  was 
meant,  and  that  it  was  an  original  principle  of  E.C.G.D., 
the  reason  was  to  prevent  fraud.  Is  that  what  tiiey  said? 

If  a firm  was  selling  spring  fashion  frocks  Co  America 

some  had  got  past  their  season  and  had  to  be  scrapped, 
the  firm  could  ship  all  these  goods  out,  and  get  an 
E.C.G.D.  cover  and  claim  the  cover  on  the  lot.  If  there 
was  a broker  between,  he  would  know  the  client ; the 
broker  would  help  E.C.G.D.  in  this.  They  would  soon 
sort  out  the  chaff  from  the  wheat. 

6288.  Chairman : You  suggest  that  the  outstanding  risk, 
the  5,  10  or  15  per  cent.,  should  be  covered  by  a supple- 
mentary policy.  Is  there  any  po.int  in  dividing  it  into  itwo 

policies? Mr.  Griffith:  No,  I do  not  think  so;  but  I 

think  that  extra  15  per  cent,  is  worth  a little  more  premium. 
—Sir  Edward  Thompson : On  the  bigger  contracts  another 
point  comes  in.  With  a complete  scheme  we  have  to  put 
the  plant  into  commission  and  guarantee  the  proper  per- 
formance. In  any  case  we  should  probably  not  get  paid 
until  the  plan  was  built  and  working,  and  we  may  get  5 
per  cent,  or  10  per  cent,  carried  over  for  two  years  as 
retention  money ; the  manufacturer  has  to  carry  that  on 
top  of  everything  else.  But  the  E.C.G.D.  look  upon  this 
extra  10  per  cent,  or  15  per  cent,  as  profits, 

6289.  Sir  John  Woods : The  principle  is  that  they  insure 
a contract,  and  they  assume  inside  the  contract  a 10  or 

15  per  cent,  preffit? Sir  Edward  Thompson:  1 think 

that  is  so. — Mr.  Griffith : In  a manufacturing  industry, 
what  is  a profit?  I might  sell  goods  in  February  and  I 
might  have  a very  bad  second  half  year  ; although  I might 
say  I had  made  20  per  cent,  on  the  goods  I sold  in  Febru- 
ary, by  the  end  of  the  year  I should  have  made  a loss, 
because  of  the  spread  of  overheads. 

6290.  Chairman : What  is  there  wrong  in  your  insuring 
that  element  in  the  contractual  sum  that  represents  the 

profit  on  that  particular  transaction? Sir  Edward 

Thompson : We  have  to  build  up  our  estimates  and  our 
prices  at  the  beginning  of  the  year,  and  we  have  to  base 
those  prices  on  what  we  estimate  our  output  will  be  in  that 
year.  We  have  a break-even  point.  If  trade  drops,  what 
we  had  estimated  as  profit  is  no  longer  profit,  and  may 
indeed  be  a loss.  So  although.  E.C.G.D.  may  say  they  are 
D'Ot  prepared  to  insure  ■ profits,  it  is  not  necessarily  a 
profit ; it  is  a margin. 

6291.  Sir  John  Woods:  I have  one  further  question 
about  this  15  or  10  per  cent.  Is  it  the  practice  among 
manufacturers,  where  they  have  to  carry  the  credit  risk, 
that  they  correspondingly  load  the  price  in  order  to 

protect  themselves  against  the  15  per  cent.? Mr. 

Griffith : So  far  we  have  always  been  able  to  add  the  insur- 
ance risk  to  our  price ; but  that  is  not  the  point.— S/r 
Ed-ward  Thompson : We  have  to  cover  the  premium,  but  I 
doubt  if  we  can  afford  to  cover  the  extra  15  per  cent,  if 
we  are  going  to  get  the  job. 

6292.  Chairman:  It  would  not  be  a regular  element  in 

costing  the  contract? ^No. 

6293.  Professor  Sayers:  In  paragraph  3 there  is  a sug- 
gestion that,  where  long-term  finance  facilities  are  granted 
for  five  to  seven  years,  movements  in  the  Bank  Rate  can 
absorb  a material  proportion  of  the  profit  margin.  Is 
that  necessary?  When  you  get  long-term  finance  facilities, 
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can  you  not  get  them  at  a fixed  rate  of  interest? Sir 

Edward  Thompson-.  That  fixed  rate  of  interest  is  hased 
on  what  .the  Bank  Rate  may  be  at  the  present  time. — 
Mr.  Griffith : One  cannot  have  a bill  of  exchange  with  a 
life  of  more  than  three  months. 

6294.  Professor  Sayers:  I agree,  but  are  there  not  plenty 

of  other  ways  of  getting  finance? Sir  Edward  Thomp- 

son: For  most  people  the  point  of  E.C.G.D.  cover  is  to 
be  able  to  negotiate  a bill  of  exchange.  One  has  to  go 
to  the  bank  every  three  months  to  re-negotiate  a bill  of 
exchange,  and  pay  another  lot  of  stamp  duty. 

6295.  Chairman:  When  you  are  talking  about  long 
term  finance  facilities,  the  facility  may  take  the  form  of 
a bill  of  exchange  which  is  renewed  every  three  months? 
Yes. 

• 6296.  Professor  Scfyers : There  seem  to  be  considerable 

disadvantages;  why  not  get  a bank  advance? Mr. 

Griffith:  On, a big  contract,  yes ; but  when  one  is  selling 
goo^  one  cannot  do  it ; one  must  have  a bill  of  exchange 
signed  by  a customer  abroad,  which  one  discounts. — Sir 
Edward  Thompson:  I should  like  to  put  a point  for  the 
smaller  manufacturer.  Many  small  engineering  firms  in 
the  Birmingham  district  have  potential  export  capabilities. 
Our  Association  is  trying  to  get  together  some  joint  selling 
organisation  to  help  those  people ; but  they  are  not  in 
the  same  position  as  the  big  firms  to  know  how  to  get 
finance.  If  credit  finance  could  be  made  easier  for  tho.se 
smaller  firms  which  form  a very  large  proportion  of  the 
engineering  industry,  I am  sure  we  could  not  only  maintain 
but  increase  our  exports. 

6297.  Sir  Oliver  Franks:  Is  that  an  argrunent  for  having 
a branch  of  the  Export  CrediUs  Guarantee  Department  in 

the  Midlands? Sir  Edward  Thompson:  I think  they 

have  one  at  Birmingham  ; but  I was  thinking  generally. — 
Mr.  Griffith:  A broker  system  would  cover  that. 

6298.  Professor  Sayers:  A broker  system  would  not 

cover  the  point  about  the  interest  rate? No,  it  would 

cover  the_j5olnt  of  the  15  per  cent. 

6299.  Chairman : In  paragraph  4 you  are  suggesting  the 
creation  of  something  on  the  lines  of  an  exiiort  finance 
corporation. — Professor  Sayers:  You  say;  “ it  i.s  felt  that, 
given  encouragement,  it  should  not  be  beyond  the  ability 
of  the  institutions  of  the  City  of  London  to  form  such  an 
organisation  ”.  Why  should  any  encouragement  be  neces- 
sary, if  this  is  a real  need  towards  which  people  would 
be  prepared  to  pay?  Should  not  the  City  of  London  be 
capable  of  finding  sufficient  enterprising  people  to  set  up 
such  an  organisation  in  response  to  the  demand  for  it, 

without  any  encouragement? Mr.  Griffith:  Without 

encouragement  they  have  not  done  it.— 5jV  Edward  Thomp- 
son : We  are  pointing  ou.t  the  need  for  it  and  for  seeing  if 
it  oould  be  done  as  soon  as  funds  are  available. 

6300.  Chairman:  Is  the  difficulty  behind  it  that  such  a 
thing  has  been  positively  not  encouraged  by  the  authorities, 
on  the  view  that  this  long-term  finance  is  not  a thing  we 

can  afford? Mr.  Griffith:'  If  one  had  a corporation  on 

the  lines  of  the  Export-Import  Bank  or  the  German  A.K.A., 
with  M-discounting  faeilitles  through  the  Bank  of  England, 
there  might  be  adequate  finance  for  industry.  Another 
very  interesting  suggestion  was  made  by  Sir  Francis  Glyn 
about  six  months  ago,  that  perhaps  the  finances  of  the 
insurance  companies,  backed  by  Government  guarantee, 
could  be  used  to  finance  this  organisaition.  Another 
interesting  thing  happened  during  the  last  fortnight;  the 
London  County  Council  and  the  Manchester  City  Cor- 
poration are  going  to  go  into  the  markets  lo  buy  equity 
shares.  Other  corporations  will  probably  do  this,  and 
there  will  be  a general  permanent  lock-up  as  the  years 
go  on  of  more  and  more  of  the  best  equities ; that  in 
itself  would  be  inflationary.  The  other  big  buyers  of 
equity  shares  are  the  insurance  companies.  If  one  counter- 
balanced the  anticipated  purchases  by  these  Corporations  of 
equity  shares,  by  encouraging  insurance  companies  no.t  to 
go  solely  to  the  market  but  to  make  some  of  their  finance 
available  to  the  Export  Finance  Corporation  suggested,  it 


might  be  a source  of  finance  which  it  is  suggested  is  not 
available  to  the  banking  channels  of  the  City  of  London 
to-day. 

6301.  You  say  in  paragraph  5 .that  the  E.C.G.D.  has 

given  a very  fine  service? Sir  Edward  Thompson: 

Certainly,  within  its  limits. 

6302.  Then  you  stress  quickness  of  movement  as  being 
important  and  not  always  available.  The  next  points  we 
have  already  covered.  In  paragraph  10  you  say  that  a 
quite  small  item  can  last  twenty  years.  Is  there  anybody 

who  would  get  20  years'  credit? Mr.  Griffith:  No, 

we  were  not  suggesting  that  period  of  credit.  The  point 
is  that  the  size  of  the  .thing  should  not  have  any  relation 
to  the  credit  worthiness  of  it. 

6303.  Is  thfiffe  anything  you  want  to  enlarge  upon  in 

paragraph  13? Sir  Edward  Thompson:  I have  in  mind 

a large  power  station  contract  for  Australia,  where  we 
bad  special  banking  facilities  and  E.C.G.D.  cover ; we 
could  not  get  E.C.G.D.  cover  for  the  part  of  that  con- 
tract which  was  specified  and  had  to  be  supplied  from 
Germany.  If  it  was  a small  article,  forming  part  of  a 
machine,  which  was  .shipped  here  from  Germany  and 
■then  .shipped  abroad,  wc  should  get  the  cover,  but  where 
it  is  part  of  a large  contract  which  ha.s  had  to  be  made 
and  shipped  direct  from  Germany  to  be  built  up  on  a 
site  in  a country  abroad,  the  E.C.G.D.  will  not  give  us 
cover  for  the  goods  made  in  and  shipped  directly  from 
Germany,  although  we  should  be  responsible  for  ,the  whole 
contract. 

6304<  Is  there  anything  else  on  the  paper? On  the 

point  of  business  subsidiaries  in  pari^raph  12,  it  may  be 
rather  difficult  to  surest  that  E.C.G.D.  facilities  could 
be  arrang^  on  a reciprocal  basis  in  non-Commonwealth 
countries ; but  in  the  Commonwealth  it  might  be  h^ful 
for  the  wholly  owned  subsidiaries  of  British  firms.  These 
overseas  subsidiaries  of  British  companies  are  a great 
advantage  in  the  sterling  area,  and  if  .their  trade  with 
foreign  countries  could  be  assisted  in  some^way  it  might 
be  a help;  but  perlinps  that  is  rather  outside  the  scope 
of  this  inquiry. 

6305.  Is  .there  anything  else  you  want  to  raise? 

Mr.  Griffith:  It  is  .probably  beyond  the  scope  of  this 
Committee,  but  I do  suggest  that,  if  gold  wa,s  re-valued 
It  would  solve  mosl  of  these  problems.  I should  also 
like  to  draw  your  attention  to  the  terms  of  a recent  offer, 
which  I have  seen,  from  the  Export-Import  Bank  to  a 
client  abroad.  Firstly  exporters  can  be  granted  a line  of 
credit  not  exceeding  SIO  million  in  any  one  year,  which 
can  be  extended  outside  the  country  to  distributors.  If 
I were  in  New  York  that  would  give  me  $10  million 
which  I could  pass  on  to  distributors  abroad,  and  they 
could  pass  it  on  again  to  their  clients.  Secondly,  they 
offer  better  terms  than  France  and  Germany,  who  are 
giving  five  years.  They  charge  2 per  cent,  per  annum 
interest  on  the  amount  guaranteed,  li  per  cent,  on  the 
amount  guaranteed  as  service  charge  on  transactions 
maturing  from  one  to  three  years,  li  per  cent,  from  thr« 
to  five  years.  It  is  interesting  to  know  what  ones 
“ enemy  ” is  doing. 

6306.  Sir  John  Woods:  There  is  the  point  on  the  other 
side,  that  normally  in  respect  of  any  particular  activity 
they  do  not  advance  more  than  60  per  cent.;  the  other 

40  per  cent,  has  got  lo  be  found  somewhere? Mr. 

Griffith:  They  will  give  an  all-risk  guarantee  up  to  75 
per  cent,  of  the  balance  remaining  after  the  20  per  cent 
down  payment. — Sir  John  Woods:  That  os  60  per  cent, 
of  the  total. 

6307.  Chairman:  Is  it  your  experience  that  this  bank 
does  not  cover  anything  like  as  large  a percentage  of  the 

risk  as  E.GG.D.? Mr.  Griffith:  I think  E.CG.D.  gives 

better  cover,  but  on  the  other  hand  it  is  rather  nice  to 
be  given  an  omnibus  lump  sum  and  get  on  with  it  and 
do  what  you  like. — Sir  Edward  Thompson : E.C.G.D.  is 
an  insurance. 

Chairman:  I .think  that  completes  our  questions;  we 
are  very  much  obliged  to  you  for  your  attendance. 


(The  witnesses  withdrew.) 
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J.  R.  Mbad,  Esq.,  J.P.,  Chairman,  Taxation  Committee,  Bertram  Nelson,  Esq.,  C.B.E.,  J.P.,  Member,  Taxation 
Committee,  and  David  Gray,  Esq.,  Secretary  General,  representing  the  Engineering  Industries  Association,  called  and 


examined. 

6308.  Chairman : If  you  would  have  your  memorandum* 
in  front  of  you,  Mr.  Mead,  we  will  work  through  it,  and 
see  what  questions  arise:  if  there  is  anything  you  want 
to  enlarge  upon  from  your  own  side,  you  are  at  liberty 
to  do  so.  Would  you  first  tell  us  briefly  what  purposes 

are  served  by  your  Association? Mr.  Mead'.  The 

Association  was  formed  in  1940  to  deal  with  problems  of 
excess  profits  tax  and  other  problems  arising  from  direct 
taxation  and  the  finance  of  war  production.  It  has 
aepanded  in  its  terms  of  reference  since  then.  The 
Financial  Problems  and  Taxatiem  Committee,  of  which  I 
am  Oiairman,  deals  very  largely  with  direct  taxation 
problems  and  such  things  as  purchase  tax  and  the  like. 
There  are  other  branches  of  the  Association’s  _ activities, 
such  as  mutual  transfer  of  capacity  .and  technical  prob- 
lems ; it  is  not  a sectional  association.  There  are  sectional 
trade  associations,  for  nuts  and  .bolts  and  machine  tools 
and  all  that  sort  of  thing,  but  the  E.I.A.  comes  between 
those  sectional  associations  and  the  large  national  associa- 
tions which  cover  industry  as  a 'whole.  We  try  to  cover 
the  whole  of  the  engineering  industry  in  all  its  aspects. 

6309.  By  what  method  are  you  able  to  obtain  the  views 
of  your  members  on  a subject  of  this  kind?  Do  you 
have  regular  meetings  of  representatives,  and  send  out 

questionnaires? Yes.  The  Association  is  divided  up 

on  a regional  basis  ; the  regions  coincide  with  those  of  the 
Ministry  of  Supply.  That  is  a structure  which  originated 
during  the  war.  The  regions  are  sub-divided  into  groups ; 
there  are  17  in  the  Metropolitan  area  alone.  As  a source 
Qf  information  we  circularised  a questionnaire,  but  we 
got  a rather  limited  response. 

6310.  When  did  you  send  the  questionnaire  round? 

In  November,  1957.  The  response  was  not  large  enough 
for  us  to  tabulate  the  results  in  an  elaborate  form,  but 
views  have  been  conveyed  to  us  on  quit©  a large  scale 
from  group  meetings  through  group  secretaries  to  regional 
secretaries,  and  collated  at  regional  level.  We  feel  there- 
fore that  we  have  been  able  to  form  a fairly  reliable 
overall  view  of  our  members’  experiences  on  the  various 
nutters  dealt  with  in  the  memorandum  in  that  way. 

6311.  In  paragraph  2 you  open  by  saying: 

“The  ‘Credit  Squeeze'  has  led  many  engineering 

■businesses  (particularly  small  and  medium  sized  busi- 
nesses) to  postpone  or  cancel  plans  for  new  plant  and 

for  the  expansion  of  sales.’’ 

How  much  is  that  built  up  out  of  the  factual  information 

you  have  been  able  to  collect? Mr.  Mead'.  It  is  based 

on  the  'Proportion  of  complaints,  if  that  is  the  right  word  ; 
on  &e  apprehension  which  members  have  expressed. 
That  is  one  of  their  leading  apprehensions.  When  you 
ask  people  these  questions  they  are  always  rather  loth  to 
be  speeme,  and  my  personal  view  is  that  this  postponement 
or  abandonment  of  expansion  schemes  has  been  caused 
rather  through  psychology.  They  are  schemes  that  have 
probably  never  in  fact  commence  to  be  embarked  upon. 
A member  is  inclined  to  say  to  us:  “ If  it  was  not  for 
taxation,  or  the  difficulty  that  I foresee  in  getting  me 
money  to  do  the  job,  I would  have  done  so  and  so ; but 
with  taxation  being  what  it  is  and  the  bank  being  cagey 
about  lending  me  any  money  for  so  and  so,  the  whole 
thing  is  not  worth  while,  so  I did  not  pursue  it.”  Would 
you  agree,  Mr.  Nelson,  that  there  is  a lot  of  psychology 
in  'this?— Mr.  Ne/rort : Yes. 

6312.  The  credit  squeeze  in  the  ordinary  sense  covers 
a period  of  years.  You  are  using  it  in  that  sense? — ■ — 
Mr.  Mead'.  Yes. 

6313.  Do  you  think  the  impression  you  convey  here 
has  been  one  which  is  cumulative  as  the  credit  squeeze 

has  tightened,  particularly  after  1957? 1 would  say  so. 

The  pressure  which  has  been  put  on  recently,  which  has 
received  a wave  of  publicity,  has  rather  caused  these 
apprehesnsioos  to  come  to.  light.  The  very  appointment  of 
your  Committee,  and  the  publicity  that  has  attended  it,  .and 
the  questionnaires  that  have  gone  round  from  various 
sources,, have  highlighted  that. 

6314.  Professor  Sa'yers'.  Would  you  have  written  this 
first  sentence  in  such  a document  as  this  in  1955  or  in  the 
first  half  of  1956?  The  banks  were  under  very  strict 
instructions  at  that  time,  and  interest  rates  had  already 
risen  quite  a way  ; and  the  credit  squeeze  was  much  talked 
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about.  Had  you  at  that  time  any  such  impression  of  post- 
ponement or  cancelment  of  plans? A far  less  strong 

impression  Aan  recently.  In  1955  and  1956  the  credit 
squeeze  had  been  in  existence  for  a time,  and  I think  the 
initial  excitement  had  died  down ; it  had  come  to  be 
rather  an  accept^  thing  and  its  significance  had  relaxed 
somewhat. 

6315.  But  in  1955  and  1956  it  intensified  so  far  as 
official  announcemenits  and  action  were  concerned? — “ 
In  1955  there  was,  as  you  say,  an  iateasdfl.cation,  and  the 
credit  squeeze  was  a topic  of  discxission.  But  there  is  a 
tendency  always  for  these  things  to  die  down.  Possibly 
it  was  by  early  1957'  that  the  engineer  had  become  rather 
used  to  the  credit  squeeze,  and  found  it  not  such  a 
ddsastro'us  measure  as  he  originally  thought  it  might  be. 

6316.  Professor  Sayers:  By  “dying  down”  do  you 
mean  that  they  were  getting  money  more  easily? — -No, 
not  necessarily ; but  on  the  whole  a sJi^t  relaxation 
was  experienced.  Then,  of  course,  the  brake  came  on 
again  suddenly  and  'heavily  in  1957,  and  possible  .projects 
people  had  begun  to  think  about  during  this  period 
of  what  seemed  to  be  slight  relaxation  were  scotched 
again.  That,  I think,  is  the  practical  experience  th^t  our 
mem'bers  are  trying  to  put  over  to  us. 

6317.  You  are  saying  in  effect  that  the  projects  that 
are  postponed  or  cancelled  are  projects  that  are  at  the 
moment  still  only  very  vague  intentions,  and  that  in  the 
realm  of  capital  development  vague  intentions  take  a 
lot  of  time  to  mature  into  de'ftnite  plans  and  stjll  longer 
to  mature  inito  actual  work,  such  as  putting  up  buildings? 
Yes. 

6318.  Does  not  that  seem  to  suggest  that  the  intensifi- 
cation of  the  credit  squeeze  in  1957  would  be  affecting 
activity  in  1959  or  1960,  rather  than  in  1957  and  195&7 
Yes,  I would  agree  with  that. 

6319.  The  quick  effects  on  economic  activity  were 
negligiWe,  so  ^ as  your  experience  was  concerned?— 
Yes. 

6320.  Chairman:  The  credit  squeeze  has  consisted  of 
measures  taken,  appeals  issued  and  directives  given. 
Could  you,  from  your  experience  of  your  members,  say 
which  of  those  things  you  think  has  been  the  more 
important  one  in  having  this  effect  upon  capital  plans? 

^I  think  movements  in  interest  rates  have  on  the  whole 

had  less  effect  than  the  actual  availability  of  bank 
finance.  The  difference  between  6 per  cent,  and  8 per 
cent,  on  a bank  overdraft  is  not  a good  thing,  but  1 
feel  the  engineer,  if  he  was  keen  enough  and  confident 
enough  in  expansion,  would  say  that  the  ektra  2 per  cent, 
was  chargeable  for  tax  anyhow, ' and  that  he  would 
have  to  get  that  back  off  the  customer.  I do  not  think 
that  is  good,  economics. 

6321.  Professor  Sayers:  You  say  “keen  enou^”  and 
“oonfidedit  eno'ugh”;  are  there  not  some  men  some* 
times  who  are  not  quite  keen  enough  to  do  it  when 
money  is  going  to  cost  them  10  per  cent.,  but  are  keen 

enou^  to  do  it  if  it  costs  them  only  6 per  cent.? 

Certainly. 

6322.  One  in  a hundred? ^There  would  be  quite  a 

big  stratum  of  i^ose  marginal  cases. 

6323.  So  the  interest  fates  might  affect  a' ' stftall  per: 

oentage  of  people? Yes. 

6324.  At  what  level  does  it  begin  to  affect  them  at 
all  seriously?  Does  it  affect  people  all  the  way  up  the 
scale,  or  Is  there  some  level  at  which  they  really  begin 

to  sit  up  and  take  notice? One  tends  to  talk  about 

interest  in  terms  of  paying  5 per  cent,  on  one’s  money. 
That,  of  course,  is-  cheap,  but  it  was  not  cheap  before 
the  credit  squeeze  started,  when  one  could  borrow  money 
from  the  bank  at  5 per  cent.  I •flunk  an  engineer  will 
be^n  to  think  about  the  cost  of  his  money  when  it  goes 
over  5 per  cent. 

6325.  Lord  Harcourt:  Is  that  largely  beca'use  5 per 
cent,  on  his  money  is  a standard  allowance  when  he  is 

costing? 'Mr-  Mead : It  is  rather  a bold  statement,  but 

I would  say  so. — Mr.  Nelson:  I think  that  there  are 
perhaps  two  factors  in  the  Bank  Rate  position.  The  first 
depends  entirely  .on  what  section  of  the  engineering  ind'us- 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


420 


COMMITTEE  ON  THE  WORKING  OF  THE  MONETARY  SYSTEM 


27  March  1958.]  Mr.  J.  R.  Mead,  J.P.,  Mr.  Bertram  Nelson,  C.B.E.  J.P.  and  Mr.  Dav[d  Gray  {Continued. 


try  one  is  looking  at.  Where  capital  costs  are  important 
in  relation  to  total  costs,  a change  in  the  rates  of  interest 
is  more  significant.  For  an  engineer  making  anything  in 
relation  to  nuclear  energy,  where  labour  charges  are  low  and 
capital  costs  are  high,  a change  in  the  rate  of  interest  may 
mSce  a pro'ject  quite  impossible,  because  the  cost  of  his 
capital  determines  whether  it  goes  on  ; the  high  rate  of 
interest  completely  stops  development,  since  that  rate  <rf 
interest  is  one  of  the  main  elements  of  his  cost  of  produc- 
tion. The  second  element,  which  is  reflected  in  all  sectiorus 
of  the  industry,  is  that  a high  interest  rate  may  be  taken  as 
a danger  sign,  and  may,  therefore,  warn  people  from  going 
ahead  too  actively  with  the  development  programmes. 

6326.  Professor  Sayers : This  is  what  your  members  say? 

Yes.  The  first  element  depends  on  which  section  of 

the  industry  you  are  looking  at. 

6327.  Chairman:  Is  there  some  level  of  interest  above 

which  it  begins  to  be  regarded  as  high? Anything  over 

5 per  cent,  is  regarded  as  high,  perhaps  exceptional. 

6328.  Sir  Oliver  Franks:  Was  it  not  the  ca.se  in  the 
North  of  England  during  the  second  half  of  the  nineteenth 
century  and  the  early  part  of  this  century,  that  whatever 
the  Bank  Rate  one  on  the  whole  paid  5 per  cent,  for  one’s 
money  to  the  bank?  It  was  only  when  the  Bank  Rate 
went  really  high  that  people  were  called  upon  to  pay  more, 

brut  they  never  paid  less? Mr.  Mead:  I think  that  is 

so  historically.  When  I first  began  to  know  anything  about 
interest  rates  as  a junior  articled  clerk  I always  thought  in 
terms  of  5 per  cent. 

6329.  Chairman:  Are  you  thinking  about  between  the 

wars? ^Yes. 

6330.  You  were  comparing  the  effect  of  interest  rates  as 
part  of  the  credit  squeeze  with  the  availability  of  credit? 

Yes.  From  the  information  that  we  have  received 

from  our  members  the  availability  of  credit  exercises  their 
minds  to  a far  greater  extent.  This  arises  because  for  the 
small  and  medium  sized  firms  who  predominate  in  our 
Association  itheir  source  of  extra  money  for  la  long  lime 
past  has  been  the  bank,  and  their  'imagination,  has  no! 
extended  very  far  beyond  that.  The  provivSi-on  of  capital 
for  fixed  assets  is  not  a ‘function  of  banking ; we,  as  an 
Association,  recognise  that  and  approve  iit.  But  the  fact 
remains  that,  particularly  in  times  of  prosperity,  profits 
earned  have  repaid  existing  overdraft  facilities  used  for 
trading  and  thus  released  those  faciliLies  for  fixed  asset 
investment.  , In  times  outside  the  credit  squeeze  the 
ennneer  has  bepn  used  to  going  along  tO  the  bank,  and 
cc^eiting  the  Odd  five  of  ten  thousand  pounds  for  his 
factory  extension,  in  the  knowledge  that  he  will  be  able 
to  amortise  it  out  of  the  fruits  of  that  extension  within  a 
reasonable  time,  and  'the  banks  have  been  prepared  to 
accept  that  point  of  view. 

6331.  They  have  left  him  in  possession  of  that  line  of 
credit? — ^ — ^That  is  right. 

6332.  Sir  John  Woods:  What  Is  a reasonable  time  in 
practice?  How  long  would  you  expect  before  repaying  to 

the  banks? 1 would  say  five  years  ; if  one  can  amortise 

on  a 20  per  cent,  basis,  one  makes  good  use  of  the 
capital  investment  and  derives  a proper  return  from  it 
A high  level  of  taxation  on  profits  rather  actuates  against 
that  amortisation,  but  'between  the  wars  the  five  year 
amortisation,  with  direct  taxation  at  a lower  level,  was  a 
fairly  good  speculation. 

6333.  Professor  Sayers:  When  we  began  on  this  point 
you  were  saying  that  before  the  credit  squeeze  the  banks 
used  to  be  prepared  to  play  on  the  basis  of  a period  of 
years.  Are  you  saying  that  five  years  is  the  sort  of  period 

on  which  the  banker  would  ,play? 'Prior  to  the  cr^it 

squeeze  directives  he  would  have  played  on  a longer  period. 
Five  years  was  the  period  which  I think  the  engineer 
would  have  hoped  -to  amortise  over.  I seem  to  remefnber 
banks  saying:  “You  can  have  £10,000,  which  we  shall 
expect  you  to  repay  at  the  rate  of  £1 ,000  a year.”  I believe 
that  actually  happened. 

6334.  Chairman : Are  we  to  think  of  medium  and  small 
sized  engineering  businesses  as  normally  equipped  with 

a bank  overdraft? Not  by  any  means  all  of  them. 

There  is  a varied  cross  section  among  those  .types  of  firms 
within  my  own  experience.  There  are  a tremendous 
number  of  small  and  medium  sized  engineers  who  rely 
on  a bank  overdraft  and  always  have  done ; and  with 
high  taxation  they  have  never  been  able  to  extricate  them- 
selves from  that  position  by  the  time  the  working  direc- 


tors have  drawn  an  adequate  remuneration.  But  it 
depends  on  the  original  structure ; I am  a practising 
accountant  in  the  'Midlands,  and  there  are  still  plenty 
of  family  engineering  companies  among  my  clients  who 
have  a credit  balance  at  the  bank. 

6335.  And  who  would  not  expect  to  resort  to  the  bank 

for  loan  faci'lities? No ; but  'it  is  not  always  the  com- 

pany that  has  the  credit  balance  at  the  bank  who  wants 
to  be  the  most  progressive  as  regards  expansion,  One 
tends  t-o  find  ilhat  it  is  the  man  who  has  the  overdraft  who 
wants  some  more  to  do  some  expansion. 

6336.  Is  there  nothing  which  determines  how  a com- 

pany likes  to  be  financed  except  its  history  and  struc- 
ture?  Not  entirely : there  are  technical  considerations. 

You  might  have  two  engineering  firms  doing  similar  work 
and  the  same  volume  of  ■work,  one  working  on  free  issue 
material  and  the  other  having  to  buy  its  own.  The  firm 
that  has  to  buy  the  castings  and  machine  them  wants 
far  more  working  capital  than  the  firm  that  has  been 
provided  with  the  castings  which  it  machines.  The  difier- 
ence  in  .the  amount  of  working  capital  requirements  of 
two  firms  who  employ  the  same  number  of  people  and 
pay  the  .same  amount  of  wages,  earning  the  same  amount 
of  profit,  can  be  amazing. 

6337.  Professor  Sayers:  Has  the  business  of  free  issues 

changed  at  all  in  credit  squeeze  times? Mr.  Mead: 

Somewhat,  as  we  say  in  paragraph  17 ; but  I would  not 
say  that  it  has  changed  a lot.  I have  not  come  acroa 
much  experience  of  changes ; have  you,  Mr.  Nelson?— 
Mr.  Nelson : No.  There  does  not  eeom  to  be  any  appre- 
ciable change  in  that. 

6338.  It  is  a way  in  which  a firm  could  push  its  own 

credi,t  squeeze  'problems  on  to  somebody  else? Mr. 

Mead:  It  is  certainly  a way  in  which  it  can  be  done. 

6339.  But  is  not? '1  do  not  think  a Jot.  The  people 

who  issue  are  usually  the  larger  firms,  and  it  would  be 
dangerous  for  them  to  try  and  shift  the  financial  burden 
to  a smaii  sub-coniLractor  who  might  lose  production. 

6340.  Chairman:  In  and  out  of  the  engineering  industry 
there  are  firms  that  habitually  look  to  the  bank  for 
finance  for  development,  expecting  to  be  aMowed  between 
five  and  twenty  year.*?  in  order  to  repay  the  finance  pro- 
vided. Over  the  last  few  yeans  there  has  been  a restriction 
on  availability  of  credit.  You  say  that  ha.s  made  an  impact? 
Yes. 

6341.  Professor  Sayers:  You  say  the  thing  which  has 
made  most  impact  is  the  refusal  of  banks  to  supply 

permanent  capita'l? Mr.  Mead:  Yes. — Mr.  Nelson: 

Many  a Ann  comes  to  the  bank  with  the  knowledge  that 
if  a new  line  starts  up  that  inevitably  means  more  work- 
ing capital.  'Many  firms  can  manage  capital  out  of  their 
own  resources,  but  in  .the  'past  they  felt  that  if  they  were 
succes.sful  with  their  sales  they  could  go  to  the  bank 
with  the  certainly  of  getting  temporary  overdraft  facilities. 
Now  .there  is  more  uncertainty  about  the  facilities  being 
available,  the  feeling  being  that  with  the  credit  restriction 
it  is  not  possible  to  plan  big  developments  with  the 
certainty  the  bank  will  help. 

6342.  Chairman:  Do  you  think  that  either  of  these 
elements,  the  interest  rate  or  the  restriction  on  the  avail- 
ability of  credit,  has  been  as  important  as  a general  fwl- 
ing  that  the  level  of  trade  was  going  to  be  lower  owing 

to  the  operations  of  the  credit  squeeze? -They  came 

at  different  times ; the  anticipation  of  recession  came 
much  later. 

6343.  Sir  Oliver  Franks:  Would  you  say  that  peopl* 
began  to  take  the  possibility  of  a recession  in  trade  quite 
generally  into  their  thoi«hta,  so  that  it  affected  their  ^t- 

look? Mr.  Mead:  The  average  small  and  medium 

sized  engineer  has  very  little  knowledge  of  the  national 
economy ; he  does  not  study  the  financial  press  daily ; 
he  read.s  the  popular  press.  In  July  last,  before  the  rise 
in  Bank  Rate,  reading  the  popular  press  he  would  have 
judged  that  we  were  in  a boom  period ; he  would  not 
have  realised  .that  there  was  any  danger  around  the 
comer,  and  was  probably  in  a frame  of  mind  to  consider 
expansion  schemes,  and  to  go  out  and  try  and  get  the 
money  at  the  then  rate  of  interest,  and  push  bis  business 
along  at  full  pressure. 

6344.  When  did  they  be^n  to  think  recession  was 

possible? -September  was  the  first  tame  that  in  gomg 
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round  the  country  I heard  suggestions-  from  members  that 
there  might  be  the  beginnings  of  recession. 

6345.  It  is  difficult  -to  disentangle  the  effect  on  people’s 
expectations  of  the  GovK-nment  measures  announced  in 
September  from  the  eff-eot  of  their  own  reflections  on 
the  course  of  trade  in  the  world  and  in  this  country. 
How  far  oou'ld  you  disentangle  the  times  at  which  these 

different  lines  of  thought  came  into  play? ^It  is  very 

difficult,  because  I do  not  think  that  the  majority  of 
the  smi^er  engineers  would  be  clear  in  their  own  minds 
as  to  what  actual  factor  had  encouraged  them  to  make 
this  statement.  My  own  feeling  is  that  the  impact  of  the 
increase  of  the  Bank  Rate  had  made  most  of  them  think 
more  closely  about  this  matter,  and  there  mighit  have 
been  at  the  same  time  on  the  fringes  of  the  big  industrial 
areas  the  beginning  of  a slight  recession  anyway. 

6346.  If  you  look  at  the  general  figures  for  all  industrial 
production  over  the  period  from  last  Soptamiber  to  now, 
they  have  been  almost  stationary  and  any  movement  has 
been  a tiny  rise ; so  that  broadly  thin-gs  were  good  and 
they  stayed  good.  On  the  other  hand  at  some  point 
in  last  autfumn  I suppose  a number  of  people  began  to 
become  aware  that  things  were  not  quite  so  good  <m 

the  American  oontinent? Mr.  Mead'.  That  is  right. — 

Mr.  Gray:  I think  that  so  far  as  medium  and  small 
engineering  firms  were  concerned  there  had  been  what 
the  Prime  Minister  described  as  good  times,  and  that 
there  wias  some  time  in  Au^t  and  September  last  year 
on  the  fringes  of  the  industrial  areas  (taking  the  London 
area,  for  example,  in  places  like  Poole,  Boumemouith 
and  Southampt-on)  a sli-^t  steadying.  It  certainly  could 
not  be  called  a recession ; but  there  was  more  thought 
about  where  the  next  job  was  coming  from. 

6347.  That  was  already  happening  before  September 

19th? ^Yes. 

6348.  You  have  referred  to  the  London  area  and  points 
south-west.  Mr.  Nelson,  you  a-re  probably  more  direc^ 
acquainted  with  the  norlh-west ; do  these  remarks  bring 
any  echo  in,  your  mind,  or  was  the  experience  different 

in  the  north-west? Mr.  Nelson : It  varies  very  much 

from  section  to  seotiion  in  the  indusliry.  The  machine 
tool  industry  will  begin  to  think  about  a depr-easion  rather 
before  the  manufacturer  of  consumer  goods.  I think  that 
there  are  no  precise  data  which  would  enable  one  to  say 
that  there  was  a sudden  change  of  atmosphere. 

6349.  Can  you  point  to  any  evidence  of  the  softening 

of  the  bcx)m  psychology? ^A  dramatic  change  came, 

I think,  with  the  rise  in  the  American  unemployment 
figures. 

6350.  That  was  considerably  later? Before  that  cer- 

tain sections  of  the  engineering  industries,  such  as  the 
radio  and  television  industry,  were  beginning  to  wonder 
about  future  orders. 

6351.  Has  Mr.  Mead  any  comment  for  the  Midlands 

on  this  particular  point? Mr.  Mead:  Mr.  Nelson  has 

mentioned  machine  tools ; the  Midlands  are  conwroed 
there.  The  impact  on  the  machine  tool  industry  in 
last  six  months  has  been  severe.  They  are  making  capital 
equipment,  and  the  accentjuation  of  the  credit  squeeze, 
following  upon  the  rise  in  Bank  Rate  and  its  effect  on 
expenditure  on  capital  equipment,  has  bean  most  marked 
in  its  impact  on  the  machine  tool  trade. 

6352.  Chairman : Had  not  the  machine  tool  order  books 

been  declining  for  some  years? ^They  had  been  levelliag 

off ; now  they  have  gone  below  that  datum  line  on  the 
graiph.  That  would  appear  to  be  due  to  this  curtailment 

capital  expenditure.  Although  the  overall  _ national 
pr-oduotion  figures  have  remain^  fairly  level  it  is  our 
apprehension  as  the  Eoganeering  Indus^es_  Association 
that  productive  level  is  being  maintained  without 
the  requisite  modernisation  of  plant  taking  plac».  We 
come  back  to  fixe  remaria  that  we  made  earlier ; an 
important  pant  of  the  impact  of  the  credit  squeeze  process 
is  not  felt  immediately ; it  is  going  to  be  felt  in  1959  to 
1960.  We  have  tried  to  express  in  our  report  that  we 
are  apprehenave  that  this  country,  .through  too  long 
a continuation  of  the  credit  squeeze  as  it  affects  fixed 
capital,  is  going  to  damage  its  productive  eflBcdency. 

6353.  Professor  Sayers:  The  decline  in  the  order  books 
of  the  machine  tool  industry  has  been  going  on  for  some 
considerable  time ; in  what  month  in  1957  did  ffie  machine 

tool  industry  begiii  to  “^nk  that  the  shoctening  ^ order 


books  was  perhaps  going  raither  far  and  that  difficult 

times  mi^t  be  lying  ahead? ^I  would  say  that  severe 

apprehension  coincided  more  or  less  with  the  Bank  Rate 
increase. 

6354.  Sir  Oliver  Franks:  Coincided  or  was  caused  by? 

How  far  do  you  recollect  opinions  expressed  to  you  by 
your  clients  and  others  actually  operating  in  the  engineer- 
ing industry? Mr.  Mead:  I think  that  there  had  been 

a considerable  slowing  down  before  September  last,  which 
was  accentuated  by  the  crisis  in  September. — Mr.  Nelson : 
Up  to  September  there  was,  perhaps,  an  inquiring  mind 
about  the  possibilities  of  recession  rather  than  an  acute 
anxiety ; with  the  monetary  measures  taken  in  September 
there  was  some  decline  of  activity. 

6355.  Professor  Sayers:  What  bad  you  in  mind  in  using 

the  phrase  “ and  for  forming  a queue  of  eligible  bor- 
rowers ” in  paragraph  9? -We  bad  in  mind  that  if  any 

body,  public  or  otherwise,  desires  to  get  capital  on  the 
market,  it  has  to  go  through  a procedure  of  being 
mar^alled  into  a queue. 

6356.  Is  this  true  of  the  medium  and  small  sized 

engineer? Not  of  the  small  engineer.  We  say  h«re: 

“ The  decisions  of  ithe  Capital  Issues  Committee  generally 
affect  only  the  larger  manufacturers”.  Of  course  there 
are  side  effects  which  affect  the  small  manufacturer  ; there 
is  a genuine  shortage  of  savings. 

6357.  Have  you  heard  of  any  larger  concern  being  put 

into  a queue  of  eligible  borrowers? ^Yes.  There  is  no 

question  about  that.  I can  assure  you  there  are  well 
known  cases  where  public  authorities  have  had  to  wait 

6358.  Chairman : What  sort  of  body  do  you  mean  by 

public  authorities ; the  local  authority? ^Tbat  type,  or 

public  boards  of  one  kind  or  another. 

6359.  Sir  John  Woods:  You  are  not  implying  that  the 
forming  of  the  queue  is  a function  of  the  Capital  Issues 

Committee? No,  but  the  shortage  of  savings  has  a 

bearing  on  the  Capital  Issues  Committee.  The  forming 
of  the  queue  is  done  by  the  pressure  of  would-be 
borrowers. 

6360.  Chairman : On  hire  purchase,  I want  to  see  how 
much  of  your  expwience  from  your  members  lies  behind 
this,  in  paragraph  1 1 : 

“ Frequent  alterations  of  policy  have  had  catastrophic 

results.  They  have  caused  violent  fluctuations  in  the 

demand  for  finished  goods,  and  these  fluctuations  have 

interfered  with  the  smooth  flow  of  production  . . 

Have  you  observed  results  which  can  be  described  as 
“ catastrophic  ”,  or  is  that  rather  a vigorous  way  of 
approach? It  is  a vigorous  term,  deriv^  from  a vigor- 

ous member  of  the  association  who  is  purely  an  engineer. 

6361.  What  is  his  business? Domestic  heating 

appliances. 

6362.  What  has  happened  to  justify  Ibe  general  state- 
ment that  “ frequent  alterations  of  policy  have  had 
catastrophic  results ”?——M/‘,  Nelson:  The  effect  can 
show  so  much  more  rapidly  than  the  effects  of  other 
monetary  measures.  The  Bank  Rate  and  credit  restric- 
tions take  time  to  work  out ; but  whai  hire  purchase 
terms  axe  altered,  producers  lose  a lot  of  their  sales  and 
may  get  stock  coming  back  from  wholesalers  and  ret^lers. 

6363.  Are  you  speaking  of  pmehase  tax  or  hire  pur- 
chase restrictions? Mr.  Nelson:  Hire  purchase  re 

strictions. — Mr.  Mead:  The  same  applies  to  movement* 
in  -purchase  tax. 

6364.  You  have  observed  among  your  members  that 
when  there  is  a change  in  the  terms  of  repayment  or  the 
amount  of  deposit  required,  that  has  an  immediate  effect 

on  the  producing  side? Mr.  Nelson : Yes-.  The  effect 

may  be  temporary : when  the  public  gets  used  to  it,  they 
may  resume  buying.  But  for  the  time  being  a change  in 
hire  purchase  restrictions  has  an  effect  much  the  same  as  a 
change  in  the  rate  of  purchase  tax, 

6365.  Have  the  effects  proved  to  be  temporary  in  your 

experience? Mr.  Mead:,  Sometimes,  yes.  The  hire 

purchase  restrictions  have  been  varied  either  way  fairly 
frequency,  so  that  the  reactions  are  temporary  ; they  tend 
to  wear  off,  in  my  opinion.  If  -the  housewife,  say,  is  sud- 
denly asked  to  put  down  40  per  cent,  on  something  to- 
morrow morning,  she  cannot  stand  that  and  she  does  not 
buy  it.  If  it  is  still  40  per  cent,  three  -months  later  she 
has  another  talk  with  her  husband.  These  dislocations 
tend  to  smooffi  out  after  a time,  but  they  are  quite  violent 
when  the  alteration  takes  place.  There  is  another  aspect 
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of  this  hire  purchase  question;  owing  to  the  shortage  of 
fixed  capital  fadlities  which  we  have  been  talking  about, 
engineering  firms  have  resorted  to  hire  purchase  Cor  the 
acquisition  of  machinery. 

6366.  On  a large  scale? On  quite  a largo  scale. 

As  you  probably  know  there  ware  a number  of  hire 
purchase  companies  who  acquired  liquid  resources  as  a 
result  of  nationalisation  and  have  applied  those  resources 
to  hire  purchase  facilities  in  a big  way. 

6367.  You  mean  the  wagon  companies? ^Yes;  and 

the  small  and  medium  sized  firms  have  used  those  com- 
panies to  a very  great  extent.  So  the  hire  purchase 
restriction  alterations  have  had  an  important  effect  on  the 
capital  equipment  as  well  as  the  consumer  goods  industries, 

6368.  Professor  Sayers:  So  that  if  the  Government  is 

looking  round  for  measures  that  will  have  a quick  effect 
while  other  measOTes  are  getting  going,  these  liave  con- 
siderable attractions? — —Mr.  Mead : I would  say  so. — 
Mr.  Nelson:  I should  not  have  rised . the  word 

“ attractions 

6369.  From  the  point  of  view  of  getting  those  effects 

they  arc  atttactive? -Mr.  Mead : Yes. 

6370.  Chairman : You  have  seen  these  dislocations  on 
the  producing  side  ; have  you  seen  disastrous  effects  in  the 
sense  that  concerns  have  gone  out  of  business  because 

of  this,  or  docs  it  pick  up  after  this  awkward  pause? 

I cannot  recall  a case  of  a firm  going  out  of  business,  but 
I have  seen  dislocation  of  .sales  caused  through  this  reason, 
and  the  consequent  piling  up  of  stock.s  all  along  the  chain 
from  the  manufacturer  to  the  retailer.  The  retailer’s 
stocks  rise,  and  he  cannot  buy : therefore  the  wholesaler’s 
stocks  silt  up,  and  he  cannot  buy : and  so  the  manufacturer 
gets  tied  up.  It  has  absorbed  financial  resources  which 
alight  otherwise  be  available  for  capital  projects. 

6371.  Professor  Sayers':  To-  the  extent  that  it  causes 
•financial  strain  at  aU  these  stages  surely  it  is  not  causing 
effikts  on  production ; if  the  two  things  are  complementary, 
the 'mOTe  preissure  thcre  is  of  increasing  stocks  the  less 
is  production  being  interfered  with  by  these  measures. 
You  cannot  say  that  there  Is  a double  effect:  is  it  not 
partly  one,  partly  the  other?"  I think  that  you  are 
probably  right;  they  will,  of  course,  jDUt  the  brake  on 
the  production  of  that  particular  article  at  Ihc  manu- 
facturer level, . 

6372.  But  the  possibility  of  taking  it  out  partly  in  one 
form  and  partly  ki  another  helps  to  avoid  catastrophic 
results? — ^Yes. 

6373.  The  effects  are  fairly  widely  spread,  in  fact? 


6374.  Lord  Harcourt:  You  said  just  now  that  if,  after 
a sudden  rise  in  the  down  payment  on  hire  purchase,  tlic 
terms  remained  the  same  over  a period  of  months,  the 
housewife  then  probably  talked  it  over  with  her  husband 
and  bought  after  all.  Do  you  think  that  that  decision  is 
due  to  a growing  familiarity  with  the  terms,  or  is  it  that 
that  particular  family  has  ^nerally  put  aside  the  money 

to  meet  the  extra  deposit? Mr.  Mead:  Both,  1 think. 

They  have  to  saVe  up  that  extra  bit  of  deposit  which 
would  take  them  another  month  or  ’two.  That  is  probably 
more  important  than  the  growing  familiarity,  beca-use  they 
are  only  going  to  pay  few:  ;the  thing  once  ■whether  they  pay 
30  or  40  per  cent,  deposit.  It  is  an  interesting  problem 
to  consider  what  particular  articles  a family  will  do  with- 
out altogether  because  of  the  increased  difficulty  of  hire 
purchase  terms  and  what  they  are  determined  to  have 
anyhow.— Mr.  Nelson : It  depends  if  the  family  purse  has 
enough  surplus  money  •to  buy  with  the  increased  deposit ; 
if  so,  and  if  they  think  that  the  restrictions  arc  likely  to 
continue  for  some  time,  they  will  not  gain  by  wailing. 


6375.  Sir  John  Woods:  YoU  say  in  paragraph  15:  "In 
general,  industry  is  not  aware  of  the  very  flexible  nature 
of  tlie  facilities  offered  by  the  I.C.F.C."  Why  is  that? 
I.C.F.C.  developments  are  no  doubt  talked  about  in  the 
Board  of  Trade  Journal  and  the  literature  of  the  National 
Union  of  Manufacturers,  and  indeed  in  your  own  Associa- 

tjc>n? Mr.  Gray:  The  Chairman  of  the  I.C.F.C.  has 

been  kind  enough  to  write  articles  for  our  own  journal, 
but  the  fact  is  that  the  average  small  engineer  would  not 
read,  for  instance,  the  Board  of  Trade  Journal, 

6376.  He  would  read  your  own  would  read 

ours;  but  he  looks  upon  the  I.C.RC. 

finance  and  is  a little  bit  worried  about  it.  Ho  is  not 
close' enough’ W it,  as  he  is  to  the  bank.  He  understands 


what  a banker  docs ; but  he  is  rather  afraid  that  if  he 
comes  to  I.C.F.C.  he  will  be  faced  with  a horde  of 
accountants.  The  smaller  man  does  not  really  under- 
stand it. 


6377.  Lord  Harcourt:  If  the  local  bank  manager  were 
to  recommend  that  he  went  to  I.C.F.C.,  would  he  go? 

Mr.  Gray : He  probably  would  if  the  bank  manager 

took  him  by  the  hand  and  led  him  there.— Mr.  Mead: 
He  would  take  his  advice;  there  are  a number  of  cases 
where  ihe  bank  manager  has  recommended  I.C.F.C. 
There  is  apprehension  among  the  medium  sized 
undertakings  lest  they  lose  control.  They  think 
I.C.F.C.  are  going  to  come  in  and  appoint  a director. 
Nothing  can  be  further  from  the  truth ; I think  the 
IC.F.C  arc  doing  their  best  to  counter  that,  and  it  is 
very  desirable  that  that  sort  of  propaganda  on  behalf  of 
l.C.I'.C.  should  go  on. 

6378.  Chairman:  Do  y^ou  think  that  that  is  breaking 

down  this  position?. 1 think  a breaking  down  process 

i.s  going  on  now. 

6379.  In  paragraph  16  you  say;  “There  seems  to  be 
no  doubt  whatever  that  now  more  credit  is  taken  and 
more  credit  i.s  given  throughout  the  engineering  industry.’’ 
From  what  period  docs  that  «xpan.sion  of  trade  credit 

begin  to  date? ^Thero  has  been  a steady  and  gradual 

expansion  over  the  past  three  years  or  so. 

6380.  Who  is  taking  the  strain?  If  more  credit  is  being 

given  and  taken,  somebody  must  be  providing  it? 

The  small  firm  comes  off  worst,  in  my  experience,  in 
engineering.  I can  say  from  perwaai  knowledge  that 
very  big  prms  in  ihe  Midlands  employing  a large  number 
of  subcontractO'TS  arc  owing  for  at  least  one  month’s 
supplies  more  now  than  they  were,  say.  two  years  ago. 
That  is  a very  vital  thing  to  the  small  subcontractor  who 
relies  on  their  cheque  coming  in  at  the  due  date  for 
payment  of  wage.s  and  for  stocks,  I know  small  engin- 
eoring  men  who  have  to  go  and  see  their  bank  manager 
every  Friday  morning  ami  say:  “The  cheque  has  not 
arrived,  I»Icase  can  1 have  my  wages?  I am  sure 
it  will  come  on  Monday.”  'I  hey  then  have  to  go  back 
lo  llic  firm  and  say:  “Please  send  my  cheque  by  Monday 
so  that  1 can  pay  my  wages.” 


6381.  Sir  Oliver  Franks:  The  Government  has  caus^ 
the  ba'nks  to  reduce  credit ; here  is  an  extension  of  credit. 

Are  the  two  phenomena  related  or  not? 1 think  so. 

I have  just  said  that  this  tendency  has  been  apparen 
for  rouglfiy  three  years.  'I  he  credit  squeeze  was  first 
mentioned  somewhere  round  about  that  time ; the  ex- 
■tension  of  credit  .taken  has.  coincided  with  the  cr^t 
squeeze.  A company  which  had  bank  overdraft  taciliti« 
which  it  was  using  for  trading  realised,  when  the  credit 
.squeeze  came  into  operation,  that  it  must  conserve  its 
bank  resources  for  fixed  capital  requirements,  because 
it  was  not  going  lo  be  able  to  go  to  the  bank  and  get 
iiddilional  facilities  for  fixed  capital  requirements,  and  so 
decided  to  conserve  resources  by  paying  monthly  accounts 
a month  later. 


6382.  Is  that  view  which  you  have  just  exrH"essed  the 
resuk  of  your  own  reflection,  or  is  it  derived  from  your 
actual  experience  of  what  other  people  have  done/ 

It  is  derived  ■from  actual  expcnetice,  in  a limited  nunjbei 
of  cases  with  which  1 have  personal  contact. 


6383,  And  the.se  are  the  reasons  which_  led  them,^® 

act  as  they  did  then? 1 have  in  my  mind  two  firm 

who  'have  deliberately  <paid  a bit  later  because  ‘hey  have 
said-  “We  have  got  to  keep  well  within  our  overdraft, 
as  wo  nughit  want  £10,01)0  to  buy  some  new  plant. 

6384.  Now  may  I ask  you  a more  theoretical  ques- 

tiem?  1 suggested,  and  you  agreed,  that  over  this  thre^ 
year  period  there  has  been  a contrary  movement  of  banx 
credit  on  the  one  hand  and  trade  credit  on  ‘he  other. 
Do  you  think  that,  if  the  contraction  of  bank  credit  went 
far  enough,  you  would  find  the  two  types  of  credit  ceasing 
to  work  one  against  the  other,  but  coming  back  mw 
line?- — Mr.  Mead:  I wouW  say  not  necessanly.  It 
very  difficult  question.  You  are  really  asking  me,  1 minx, 
whether  a rather  revised  credit  term  arrangement  having 
been  established,  that  is  going  to  be  a permanent  amng^ 
ment  or  will  adjust  itself  through  other  factors.  I imnx 
it  may  well  be  far  from  permanent ; but  it  may  weu 
extend  far  beyond  the  time  when  there  is  an  amendment 
in  the  bard:  arrangements.  Once  people  are  , 

giving  and  taking  a couple  of  months’  or  three  montn 
cre^t,  ,that  .atate  of  affairs  may  well  continue.  Mr. 
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Nelson:  I doubt  whether  rthere  is  any  simple  answer  to 
your  question.  Two  or  three  years  ago,  if  a bank 
manager  said:  “You  must  bring  down  your  overdraft 
by  10  per  cent”,  the  automatic  reaction  to  that  was: 

“ Can  we  tidte  longer  credit  from  our  customers?  ”.  'Hiat 
was  the  easiest  thing  to  do.  That  process  has  continued 
for  a lengthy  period.  It  all  depends  on  the  state  of  the 
market.  If  materials  are  in  short  supply  you  will  pay 
promptly.  On  the  other  hand,  if  there  is  a recession 
about  and  your  supplier  wants  to  seli  to  you,  in  that 
case  you  can  pay  him  late.  It  all  depends  on  supply  and 
demand. — Mr.  Mead:  The  trouble  was  ithat  until  com- 
paratively recent  times  base  metals  and  so  on  were  in 
short  supply,  and  the  small  firm  had  to  pay  promptly  to 
get  the  goods.  That  is  a position  that  has  r^axed  a bit 
recently.  Reverting  to  the  last  question  about  whether 
this  long-term  credit  fadiion  would  prevail,  I had  second 
thoughts  while  Mr.  Nelson  was  talking.  I think  there  is 
still  a lot  of  psychology  in  this.  I have  two  clients  in 
mind  who  like  to  get  their  bills  paid  if  they  can  pay 
them.  One  in  particular  has  become  more  liquid  in 
recent  months,  since  Christmas ; I saw  the  managing 
director  only  last  week,  and  he  said : “ We  don’t  owe  a 
bill.  We  have  paid  everybody  spot  off.”  He  need  not 
have  done  that,  because  he  had  established  two  months’ 
credit  last  year,  but  he  voluntarily  paid  up  to  date.  That 
is  sound  psychology,  which  I think  is  still  extant  in  the 
engineering  industry,  and  which  might  counter  my  pre- 
vious answer. — Mr.  Nelson:  You  may  get  a special 
reason  for  paying  up  to  date : for  instance  the  possibility 
of  a surtax  direction.  There  is  no  simple  answer  to  the 
question ; there  are  so  many  factors  involved. — Mr. 
Mead:  Discounts,  of  course,  have  a big  influence  on  it, 
and  the  discount  procedure  has  been  very  erratic  in  the 
engineering  industry ; at  one  time  nobody  is  giving  dis- 
counts, and  at  other  times  they  are  offering  discounts 
to  try  to  get  the  money  in. 

6385.  That  would  help  particularly  in  Birmingham,  and 
in  the  Blade  Country,  would  it  not,  where  things  do  move 
with  the  market  all  the  while?  It  is  a genuine  piece  of 

the  early  nineteenth  century  still  existing? That  is 

right. 

6386.  Chairman:  In  paragraph  19  you  say:  "There  is 
a general  complaint  that  the  monetary  restrictions  have 
enforced  reduction  in  stocks  in  many  sectors  of  the 
engineering  industry.  This  has  had  to  be  achieved  by 
buying  supplies  in  smaller  quantities  than  is  desirable,  at 
prices  that  are  less  economical.” — Sir  Oliver  Franks:  "rhe 
statements  in  this  paragraph  presuppose  that  before  the 
monetary  restrictions  stocks  held  in  many  sectors  of  the 
engineering  industries  were  right,  and  that  therefore  these 
inconveniences  followed  on  r^ucing  them.  Do  you  think 

that  tthat  in  fact  is  so? No.  In  certain  diireotions  they 

were  too  high,  as  you  will  know,  particularly  in  steel. 
A lot  of  stockpiling  has  gone  on  ever  since  .^e  end  of 
the  war.  We  have  not  said  so  here ; perhaps  we  should 
have. 

6387.  That  sort  of  (thinning  of  sitocks  is  healthy  to  the 

economy? Yes,  I quite  agree ; and  I think  that,  quite 

apart  from  the  general  discussions  round  this  table,  there 
has  been  a settling  of  stocks  at  a more  sensible  level  over 
recent  years.  I would  not  associate  that  too  much  with 
the  credit  squeeze ; but  there  was  stockpiling,  which  has 
been  cured. 

6388.  Looking  at  the  last  few  months,  can  you  recoUwt, 

again  from  your  experience,  any  particular  times  at  which 
you  would  say  the  tendency  to  reduce  stocks  either  began 
or  was  accelerated,  or  would  you  say  that  .that  has  not 
happened?  Up  to  the  end  of  the  third  quarter  of  1957, 
according  to  .published  statistics,  stocks  did  not  go  down  ; 
and  there  does  not  seem  to  have  been  any  decline  in 
the  fourth  quarter  of  1957.  In  the  engineering  industry 
what  is  your  experience? 1 do  not  think  my  ex- 

perience would  coincide  with  the  published  statistics.  I 
would  have  said  that  there  had  been  a tendency  for  stocks 
to  reduce  over  a period  of  two  years.  I will  not  say 
that  it  goes  right  back  to  the  beginning  of  credit  squeeze, 
but  it  would  have  followed  some  twelve  months  later. 
But  that  may  be  because  certain  basic  commodities  used 
in  the  engineering  industry  became  in  less  short  supply 
and  therefore  this  stockpiling  element  went  out  of  it. 

6389.  Thinking  of  two  years  ago,  you  just  do  not  know 
whether  it  was  having  to  pay  5^  per  cent,  on  money,  or 
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metals  coining  into  easier  supply? Both,  I should 

imagine,  were  contributory. 

6390.  That  could  be,  but  do  you  think  that  both  really 

did? ^To  some  extent. 

6391.  You  think  that  two  years  ago  people  were  paying 

attendon,  to  the  price  of  money  in  rdation  to  stocks  in 
the  industry  you  are  acquainted  with? ^Yes. 

6392.  Professor  Sayers:  To  the  price  of  money  as 
distinct  from  the  availability  of  bank  credit?-— Mr. 
Nelson:  1 should  doubt  whether  the  Bank  Rate  had  very 
much  to  do  with  it. — Mr.  Mead : I come  back  to  what  I 
said  before:  the  availability  of  money  is  a more  im- 
portant factor  than  the  easing  of  supplies,  but  you 
cannot  disregard  either. 

6393.  You  would  place  most  emphasis  on  the  difficulty 

about  getting  credit? ^Yes. 

6394.  But  not  exclusively  on  that? No. 

6395.  Sir  John  Woods:  If  we  accept  that  there  was  a 
good  deal  of  overstocking,  then  the  reduction  of  stocks, 
buying  supplies  in  smafiar  quantities,  would  not  have  these 

effects  you  mention  here? No,  they  would  not  have 

that  effect  dming  the  period  in  which  the  stocks  were 
being  reduced  from  an  .unduly  high  level  to  a reasonably 
high  level ; but  I think  we  would  go  on  to  say  that  as 
a result  of  the  stringent  credit  squeeze  conditions  since 
September  last  some  engineers  would  say  that  they  can- 
not afford  to  carry  the  stocks  which  they  would  like  to, 
even  under  the  revised  conditions. 

6396.  They  cannot  affOTd  to  carry  the  stock  necessary 
for  norn^  production?: — . — That  is  right. 

6397.  In  this  paragraph  you  are  saying  that  the  total 

effect  of  monetary  measures  is  tending  to  put  costs  up, 
which  is  contrary  to  the  classic  view  of  the  situation. 
Would  you  agree  that,  apart  from  the  question  of  stocks 
of  raw  materials,  the  effect  of  these  restrictions  would 
make  everybody  look  hard  at  their  work  in  progress  and 
try  and  reiiuce  the  amount  of  that,  particularly  by  pushing 
their  production  through  faster? Yes. 

6398.  And  if  so  is  there  not  a considerable  increase 
in  productive  efitciemey,  leading,  if  anything,  to  lower 

costs? ^Provided  they  can  _ push  their  production 

through  faster  by  managerial  efficiency.  But  we  had  in  mind 
here  that  you  can  always  buy  in  bulk  cheaper  than  you 
can,  ibuy  in  small  quantities.  Some  of  the  manufac- 
tur(jrs  have  been  reduced,  through  lack  of  financial  re- 
sources. to  buying  in  small  quantities  and  working  on 
shorter'  schedufes,  and  that  goes  right  through  the  chain 
of  subcontractors  in  which  we  as  an  association  are  so 
interested.  For  instance,  one  might  have  a subcontractor 
for  a motor  car  firm  who  was  given  big  orders  with 
good  runs  and  good  delivery  schedules,  and  he  was  there- 
fore able  to  buy  economically  in  bulk.  Nowadays  they 
do  not  get  those  runs  ; they  get  shorter  runs,  and  they 
dare  not  buy  the  bulk  quantities  on.  the  most  economical 
terms  (a)  'because  they  have  not  got  the  money  available 
and  (b)  because  they  are  not  sure  that  they  are  going 
to  get  a repeat  order,  which  will  get  them  out  of  trouble 
if  they  overbuy.  As  a result  their  whole  tempo  tends 
to  decrease.  Through  that  they  do  not  necessarily  get 
more  efficient  production ; they  are  not  pushing  the  pro- 
cesses through  their  factory  quicker.  They  are  pushing 
them  through,  at  the  same  speed.  But  they  are  more 
apprehensive  about  the  whole  position,  because  their  order 
book  is  not  the  same. 

6399.  Is  it  your  judgment  from  what  you  have  ob- 
served in  those  parts  of  industry  wd'lh  which  you  are 
concerned  that  the  total  effect  of  these  monetary  measures 

is  to  lead  to  higher  costs? Mr.  Mead:  No,  I do  not 

think  so,  other  than  through  wage  increases  and  increased 
prices  of  raw  materials,  which  I think  are  outside  the 
terms  of  refwence  of  the  question.  I do  not  think  that 
the  cost  of  manufacture  within  the  factory  and  within  the 
control  of  the  engineer  has  bewi  affected.— Mr.  Nelson: 
The  short-term  effect  may  result  in  at  least  some  ex- 
penditure and  lead  to  better  productivity,  but  the  long- 
term effect  may  be  the  reverse ; if  one  cannot  increase 
one’s  plant  as  one  ought  to  do  the  long-term  effect  of 
monetary  measures  may  be  to  reduce  the  efficiency  of  the 
industry. 

6400.  Chairman:  Then  we  pass  on  to  your  more 
general  comments. — Sir  John  Woods:  In  paragraph  29 
you  say:  “Although  these  firms  are  willing  to  stabilise 
•their  profits  and  their  dividends,  it  is  impossible  for  them 

2E 
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to  iinance  higher  production  costs  if  the  profit  margin  is  to 
be  subject  to  limitations.”  Are  they  willing  to  stabilise 
their  profits  and  their  dividends?— Pro/cwor  Sayers'.  Or 

did  you  perhaps  mean  ‘even  if’? Mr.  Mead:  If  the 

value  of  money  stayed  constant  I think  these  people 
would  be  satisfied  to  stabilise  their  profits  and  dividends. — 
Mr.  Nelson:  Many  firms  do  not  expect  a very  great 
increase  in  profit  per  annum.  As  long  as  it  is  just  about 
the  same,  they  pay  the  same  dividends,  and  they  are 
content  to  plough  the  rest  back  into  reserves  for  future 
development.  But  when  monetary  values  change,  then 
the  problem  gets  much  more  difficult. 

6401.  Sir  John  Woods:  They  are  content  to  stay  in 
that  walk  of  life  to  which  God  has  called  them  ; they  do 

not  look  to  expansion? ^They  look  to  expansion,  but 

they  are  content  with  a fairly  stabilised  dividend  and  for 
any  balance  which  is  available  to  go  either  to  reducing 
prices  or  into  capital  developments  for  the  future. 

6402.  Chairman:  Then  in  paragraph  31  (ii)  you  throw 
out  the  idea:  “The  main  need  now  is  probably  for  a 
body  which  can  provide  relatively  small  sums  (say,  up  to 
£10,000)  on  a three  to  seven  years  loan,  to  aid  a develop- 
ing 'business.”-^ir  Oliver  Franks:  Does  what  is  said 
here  really  fit  with  what  you  were  saying  earlier  about 
the  general  willingness  of  banks,  when  the  credit  squeeze 
was  not  on,  to  advance  money  for  five  to  ten  years  for 
capital  purposes,  to  be  repaid  on  a reducing  basis  year 

by  year? Mr.  Mead:  This  is  to  replace  the  facility 

that  one  used  to  be  able  to  get  from  the  bank. 

6403.  So  that,  if  the  credit  squeeze  came  back  and  the 
banks  reverted  to  what  used  to  be  normal,  something 
additional  would  not  he  required?  Is  that  reading  your 

thought  rightly,  or  is  it  reading  too  much  into  it? 

I would  be  inclined  to  agree  with  you.  I believe  there  is 
a tendency  now  for  precisely  that  facility  to  be  obtainable 
from  an  insurance  company,  for  buildings,  not  for  plant, 
buildings ; even  for  as  low  a figure  as  les.s  than  £10,000. 
Right  up  until  'this  moment,  for  a good  firm  with  a 
good  project,  for  factory  building  it  is  far  easier  to 
borrow  £40,000  than  £4,000.  That  is  my  practical 
experience. 

6404.  Chairman:  Why  do  you  think  that  difference 

arises? Mr.  Mead:  They  do  not  know  where  to  go 

for  £4,000,  because  the  Institutions  that  migj>t  be 
interested  in  a £40,000  project,  possibly  buying  the  free- 
hold and  leasing  it  back,  are  not  interested  in  the  £4,000 
job. — Mr.  Nelson:  Thirty  years  ago  the  small  man. with 
the  well-established  business,  where  there  were  possibilities 
of  growth  and  considerable  finance  wa.s  required,  would 
perhaps  have  had  three  or  four  wealthy  friends  who  would 
back  him  ; the  wealthy  friends  no  longer  exist.  If  he 
goes  to  his  bank  he  will  get  some  temporary  facilities, 
but  ithey  wii'll  not  see  him  through.  In  LScotland  they 
have  finance  houses  to  deal  with  fbis  sort  of  thing,  but 


these  have  not  grown  up  in  provincial  England,  and  there 
is  probably  some  room  for  the  small  finance  houses. 

6405.  Lord  Harcourt:  When  you  talk  about  the  rich 
friend,  who  had  great  and  intimate  personal  knowledge, 
surely  that  backing  was  normally  in  the  form  of  equity 

financing? In  the  initial  stage  it  would  be  a personal 

loan ; and  then  it  would  probably  become  a private 
company,  and  he  would  lake  some  equity  capital. 

6406.  In  trying  to  substitute  a corporation  for  the  private 
friend,  one  comes  back  immediately  to  the  difficulty  of 
the  man  running  the  business  being  afraid  that,  if  he 
sells  any  of  ’his  equity  to  this  corpomtion,  the  business 
may  lose  its  family  characteristics ; yet  I do  not  see 
how  you  can  quite  replace  that  by  a corporation  which 

is  mordy  expeoVed  to  make  loans? Mr.  Nelson:  I 

agree,  The  corporation  must  have  some  interest  in  the 

—Mr.  Mead:  Is  that  not  one  of  the  difficuilies 
underlying  the  propaganda  about  the  flexibility  of  the 
l.C.F.C?  The  I.C.F.C.  do  take  equity  interests  in  some 
of  li'hdr  projects,  but  I can  quite  see  that  a corporation  of 
that  kind  could  not  in  pract.icc  have  an  enormous  number 
of  holdings  in  cquiKie.s  in  an  enormous  number  of  quite 
small  companies  who  wanted  £4,000  or  £5,000.  That 
seems  to  be  a particular  type  of  requirement  that  is 
terribly  difficult  to  cater  for. 

6407.  There  arc  one  or  two  specialised  investment  trust 
companies  which  have  really  gone  out  to  do  this  very 
thing,  and  who  are  prepared  to  hold  a multitude  of  very 

small  investments? Mr.  Mead:  Yes ; the  solution  may 

be  to  extend  that.— Lo/'t/  Harcourt:  It  may  well  be  a 
contribution  towards  it,  if  wc  can  get  that  better  known 
to  the  people  you  have  in  mind. 

6408.  Professor  Sayers:  In  paragraph  32  you  refer 
to : “a  new  monetary  policy,  a policy  which  will  en- 
courage higher  savings.”  Does  this  mean  a monetary 

policy  which  will  encourage  higher  savings? Mr. 

Nelson:  It  means  a general  policy. 

6409.  You  were  thinking  of  other  measures,  not 

moiiotary  measures? Yes. 

6410.  Chairman:  Then  on  exports  you  make  some  sug- 

gestions in  paragraph  36.  Are  not  (1)  and  (ii)  in  fact 
existing  policy  and  practice? Yc.s. 

6411.  You  .say  in  (v):  “Medium-sized  engineering 
companies  .should  l>c  encouraged  to  make  increasing  use 
of  promissory  notes  ”.  Is  not  the  real  question  who 
would  lake  them?  What  they  want  is  some  body  who 

will  buy  them  from  them  at  a reasonable  discount? 

Mr.  Mead:  Yes,  I think  the  banking  practice  is  some- 
w'hat  restricted  at  the  moment ; I believe  there  is  a 
restriction  on  three  to  six  month  notes. 

Chairnum ; I think  that  concludes  our  questions ; thank 
you  very  much,  Mr,  Mead.  Wc  are  very  grateful  to  you 
and  your  colicagucs. 


[The  witnesses  withdrew) 
[Adjourned  until  2.15  p.m.) 


Lieutenant-Colonel  R.  B.  Verdin,  O.B.E.,  T.D.,  D.L.,  Deputy  President  and  Chairman  of  the  Executive  Committee, 
Brigadier  A.  F.  L.  Clive,  D.S.O.,  M.C.,  Chairman,  Finance  Commlttoc.  and  John  Waters.  Eso..  Finance  Officer,  representing 


The  Country  Landowners’  Association,  called  and  examined. 

6412.  Chairman:  Would  you  have  your  memorandum* 
in  front  of  you,  Colonel  Verdin,  so  that  we  can  run 
■through  it  with  you?  We  shall  have  a few  questions 
as  we  go  through,  and  at  some  points  I expect  you  can 
enlarge  upon  it  for  us.  The  first  paragraph  is  intro- 
ductory ; iffien  in  paragraph  2 you  say  : 

“This  Association  is  concerned  in  the  matter  of  credit 
primarily  from  the  point  of  view  of  the  agricultural 
landowner,  upon  whom  devolves  the  obligation  to  pro- 
vide and  improve  the  fixed  equipment  of  the  land.  To 
fulfil  these  obligations  satisfactorily  the  landowner  needs 
to  be  able  to  borrow  at  a rate  of  interest  which  is  both 
reasonable  and  stable.” 

This  is  your  experience  up  to  date,  I take  it? Lt.-Col. 

Verdin:  There  is  the  fact  that  it  fluctuates.  Our  com- 
plaint is  that  ten  years  ago  it  was  3^  per  cent.,  and 
now  it  is  7 per  cent,  for  exactly  the  same  improvement ; 
and  the  return  we  get  from  it  under  the  Agriculture  Act 
has  no  bearing  on  what  we  are  paying  for  it. 

• Memoranda  of  Evidence  Part  VUI  No.  2. 


6413.  You  represent  the  landowner,  who  is  either  the 

owner-occupier  or  else  the  person  who  has  let  out  the 
farm  to  tenants? Yes. 

6414.  Am  I right  in  thinking  that  throughout  you  have 
found  that  credit  is  available ; it  is  the  terms  that  are 

the  difficulty? That  is  right.  There  is  no  complaint 

about  the  way  the  Agricultural  Mortgage  Corporation 
and  the  Lands  Improvement  Company  operate. 

6415.  The  Agricultural  Mortgage  Corporation  and  the 
Lands  Improvement  Company  and  the  banks,  I suppose, 

are  your  normal  credit  sources? The  banks  do  not 

profess  to  lend  money  for  long-term  improvement. 

6416.  Would  you  like  to  differentiate  between 

they  profess  to  do  and  what  they  have  done?_  Ob- 
viously a bank  has  to  maintain  that  point  of  view  m 
general,  but  in  practice  I imagine  landowners  have  found 
a rather  different  relationship  between  themselves  and  the 
banks? ^Yes. 
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6417.  Are  the  Agricultural  Mortgage  Corporation  and 
the  Land  Improvement  Company  easy  to  get  at?  How 

far  are  they  spread  with  offices  all  over  the  country? 

They  have  only  got  London  offices. 

6418.  Then  you  say: 

“The  rates  of  interest  charged  by  these  bodies  are, 
however,  influenced  by  the  Bank  Rate  in  force  at  the 
time  a loan  is  made.  Both  are  at  present  asking  7 per 
cent.,  and  the  rate  agreed  when  the  loan  is  negotiated 
operates  throughout  the  whole  rwayment  period  which 
varies  between  10  and  40  years  for  improvement  loans 
or  20  and  60  years  for  mortgage  loans.” 

As  the  general  rate  of  interest  rises  or  falls,  which  may 
be  marked  by  the  movement  of  the  Bank  Rale,  the  terms 
which  these  special  bodies  ask  for  a loan  rise  or  fall  with 
it? ^ITiat  is  correct. 

6419.  They  do  not  ask  you  to  pay  interest  throughout 
the  period  at  rates  which  vary  with  the  rise  and  fall  of 

the  Bank  Rate? No.  Whatever  rate  is  in  force  at  the 

time  one  instigates  the  loan  remains  good  for  the  whole 
time,  even  if  it  is  forty  years. 

6420.  Professor  Sayers:  And  they  change  their  rates 

whenever  the  Bank  Rate  changes? Lt.-Col.  Verdin: 

More  or  less  so ; it  does  not  automatically  follow  on 
the  Bank  Rate,  but  in  practice  it  d<xs.—Brigadi<er  Clive : 
There  is  sometimes  a slight  timelag. 

6421.  Sir  John  Woods:  Is  it  normally  at  Bank  Rate? 

It  is  now  7 per  cent.? Lt.-Col.  Verdin:  No,  I do  not 

think  it  is  fair  to  say  that  it  is  normally  at  Bank  Rate. 

It  is  normally  not  far  off  Bank  Rate.  It  is  usually  a little 
cheaper  than  the  banks. 

6422.  Chairman : It  you  go  to  a bank  for  anything  which 
looks  like  being  a continuous  line  of  credit  you  will  find 
yourself  paying  probably  1 per  cent,  above  Bank  Rate, 

whatever  it  is  from  time  to  time? Yes;  at  some  banks 

it  is  half  per  cent,  if  you  are  a good  client,  but  I per  cent, 
would  be  normal. 

6423.  But  from  the  Agricultural  Mortgage  Corporation 
and  the  Lands  Improvement  Company  it  is  at  whatever 
happens  to  be  the  ruling  rate  at  the  time  of  the  negotiation 
of  the  loan,  and  you  are  fixed  with  that.  How  would  you 
work  it  otherwise,  without  a subsidised  rate  of  interest 
which  would  save  you  from  the  consequences  of  the 
general  rate  of  interest  being  high  when  you  took  your 

loan? We  rather  thought  that  it  was  for  the  financial 

experts  to  provide  the  answer,  and  for  us  to  make  the 
complaint  that  it  was  unfair. 

6424.  Why  is  it  unfair? Brigadier  Clive:  I am  not 

quite  sure  about  unfair,  but  I think  that  it  is  not  Rt 
economic.  Suppose  that  I do  an  improvement,  I 
borrow  the  money  at  7 per  cent. ; the  rate  may  fall  to 
3 per  cent,  but  I continue  paying  7 per  cent,  for  forty 
years.  That,  I think,  is  not  right.  But,  what  is  more 
important,  I would  say,  is  that  I must  work  out  whether 
it  is  worth  while  doing  that  improvement  and  whether  the 
farm  can  pay  interest  to  me  for  that  money.  I may  work 
out  that  I am  going  to  borrow  that  rnoney  at  4 per  cent. 
During  the  course  of  negotiations,  which  may  take  a 

to  get  the  approval  of  the  Ministry,  to  get  ffie  deeds 
through  and  the  plans  out,  I may  then  find  I have  to 
borrow  the  money  2 or  3 per  cent,  higher  than  I had 
estimated.  Since  one  works  on  a very  narrow  rnar^n, 
that  might  quite  easily  make  that  improvement  impossible 
for  the  tenant  to  pay  for.  In  fact  I am  not  improving 
the  full  capability  of  that  land,  because  it  has  become 
uneconomic  during  that  period. 

6425  Mr.  Jones:  What  would  be  the  difference  between 
a landlord  in  the  agricultural  industry  borrowing  money 
at  6i  per  cent,  to  build  new  farm  buildings  or  to  build  a 
new  farmhouse,  and  somebody  going  to  a building  society 
to  borrow  money  at  6^  per  cent,  over  a period  of  twenty 

to  forty  years? 1 believe  that  with  a building  society 

the  interest  demanded  varies  roughly  according  to  the 
Bank  Rate  ; one  may  start  at  6i  per  cent,  and  if  things  go 
well  one  may  find  oneself  later  on  paying  less;  say  H 
per  cent.  That  is  not  the  case  for  us  if  we  are  raisnng 
a mortgage  or  borrowing  money  for  a long-term  improve- 
ment winch  has  a twenty,  thinty  or  ysat-  ufe. 

There  is  no  change  in  that.  One  difficulty  is  that, 
if  flie  rate  of  interest  charged  goes  up  _during_  the  period 
of  the  paying  up  of  that  thing,  and  it  is  slanting  to  earn 
money  in  i^e  way  of  i^eaper  or  more  reasonable  food, 

30500 


you  may  find  you  are  paying  3 or  4 pCT  cent,  more 
for  your  money  fiian  the  farmer  can  gat  from  bis  farm 
and  repay  you, 

6426.  Professor  Sayers : Equally,  you  may  get  the  benefit 

of  a fall  lin  the  rate? ^But  you  do  not  borrow  money  at 

7 per  cent,  to  make  improvements,  because  it  is  not  posable 
for  the  tenant  or  the  owner-occupier  to  get  that  money  out 
of  the  improvement  in  the  way  of  return. 

6427.  That  is  to  say,  a rise  of  interest  rates  against  you 
tends  to  check  the  amount  of  improvement  that  is  done? 
^Very  definitely. 

6428.  Chairman:  That  is  your  experience  in  the  land- 
owning world? Yes. 

6429.  Professor  Sayers : Is  that  check  a substantial  one? 

Does  it  mean  that  5 per  cent,  or  10  per  cent,  of  im- 
provement schemes  are  held  back? Lt.-Col.  Verdin: 

I should  have  said  that  at  'the  moment  it  is  fairly  sub- 
stantial ; I think  that  has  been  shown  by  the  evidence 
on  the  farm  improvement  scheme.  It  is  remarkable,  if 
you  look  at  the  statistics,  what  a small  amount  of  money 
has  been  lent.  The  figures^  are  very  much  less  than 
was  anticipated.  From  enquiries  we  have  made  it  app^rs 
that  the  smaller  owners,  perhaps  some  of  the  more  im- 
pecunious landowners,  the  people  who  have  to  borrow 
the  money  rather  than  get  it  from  outside  sources,  are 
being  deterred  at  the  moment. 

6430.  Chairman:  Is  the  improvement  scheme  a statu- 
tory scheme  under  which  you  get  one-third  grant? 

Yes ; a one-third  grant  for  certain  specified  irnprovements. 
The  high  rate  of  interest  is  bound  to  affect  it. 

6431.  Because  the  other  two-thirds  have  got  to  be 

found? ^Yes- 

6432.  Mr.  Jones : With  what  impetus  did  farm  improve- 
ments proceed  when  money  was  cheaper  than  it  is  now: 
say  up  to  1954  when  you  would  have  been  borrowing 

money  at  3i  per  cent,  or  less? ^The  capital  invested  in 

agriculture  by  landowners  and  farmers  has  not  increased, 
althou^  the  cost  has  gone  up,  since  1949  or  1950 which 
shows  that  when  it  was  cheaper  there  was  more  inclination 
to  invest. 

6433.  Professor  layers:  On  what  grounds  do  you  sug- 
gest that  your  part  of  ithe  community  should  be  insulated 

from  the  efliects  of  rising  interest  rates? That  is 

always  a difficult  one  to  answer ; it  is  because  we  have 
to  commit  ourselves  for  that  large  number  of  years,  and 
because  there  is  no  known  way  at  the  moment  of  re- 
couping the  cost.  Whether  we  borrow  the  money  at 

or  7 per  cent.,  the  only  increased  rent  we  are  allowed 
on  our  capitsil  is  the  increased  rental  value  of  the  holding 
due  to  the  improvement.  But  the  increased  rental  value 
does  not  differ  at  all  according  to  the  rate  of  interest 
charged.  In  tihe  farm  price  review  farm  prices  are  fixed, 
as  you  know,  after  the  costs  of  the  industry  are  assessed, 
and  among  the  costs  of  the  industry  is  an  item  ' Rent 
and  Interest  That  “ interest  ” does  not  relate  to  mort- 
gage interest  in  any  way  at,  all ; it  only  relates  to  the 
farmers’  trading  interest,  that  is,  interest  on  overdrafts. 
All  morlgage  interests  ('that  is  all  owner-occupiers’  interest 
on  money  borrowed  to  buy  their  farms,  or  landowners’ 
interest  on  money  borrowed  to  make  improvements)  is 
compensated  in  the  rental  figure,  which  is  merely  assessed 
according  to  the  amount  the  tenant  farmers  are  paying 
in  rent. 

6434^.  Chairman:  When  you  make  an  improvement 
which  is  going  to  vary  the  tenants’  rent,  how  is  the  new 

rent  fixed?  Is  it  by  arbitration? It  is  nearly  always 

agreed,  but  if  we  do  not  agree  it  goes  to  arbitration,  and 
the  arbitrator  is  instructed  to  fix  the  increased  rent  due 
to  the  improvement  as  the  increased  rental  value  of  the 
holding.  That  really  means  the  extra  value  in  farming 
the  holding  with  the  improvemenrt  that  has  been  made.  It 
(is  the  value  to  the  holdiing ; not  to  the  owner  or  occupier, 
but  to  the  holding. 

6435.  Professor  Sayers:  You  have  explained  the  cir- 
cumstances that  render  you  exposed  to  the  effects  of 
changes  in  the  rale  of  interest,  but  you  have  not  explained 

why  you  should  be  insulated? We  feel  that  we  should 

be  insulated  because  we  can  be  compelled  to  carry  out 
these  improvements.  If  rates  of  interest  are  high  the 
ordinary  private  individual  need  not  spend  money  ; he 
can  vrait  until  there  is  some  favourable  time.  But  we 
have  Pant  II  of  the  Agriculture  Act,  which  can  be  used 
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to  compel  a landowner  to  carry  out  an  improvement.  This 
has  been  in  existence  but  has  very  seldom  been  used 
against  the  landowner  ; it  has  achieved^  its  object  by  per- 
suasion in  most  cases.  On  the  whole  it  has  not  worried 
us  a great  deal ; but  there  is  a new  clause  in  the  Bill 
ait  present  before  Parliament,  which  is  to  take  the  place 
of  Part  II  of  the  1947  Act,  which  gives  the  tenants  the 
right  to  go  to  the  Agricultural  Land  Tribunal,  and  the 
Agricultural  Land  Tribunal  the  power  to  direct  the  owner 
to  carry  out  any  improvement  which  is  required  on  the 
holding  in  order  to  comply  with  any  existing  or  future 
enactment ; that  includes  all  the  milk  and  dairy  regulations 
and  the  safety,  health  and  welfare  regulations. 

6436.  Chairman:  You  have  always  been  exposed? 

In  theory  we  have  always  been  exposed  under  Part  II  of 
the  1947  Act,  but  in  practice  it  has  not  been  very  vigorously 
implemented.  It  has  only  been  implemented  when  it  has 
been  a case  of  a bad  landowner,  which  we  would  support 
in  every  way.  But  under  this  new  Bill  the  tenant  will 
have  this  power  to  compel  his  landlord  to  carry  out  all 
this  work  required,  for  instance,  to  comply  with  the  milk 
and  dairy  regulations,  without  any  economic  safeguard  as 
far  as  we  can-  see  at  the  moment.  There  is  no  doubt  that 
it  is  going  to  be  used  a tremendous  amount.  Obviously, 
if  it  is  a smallholding  on  which  we  may  think  it  rather 
uneconomic  to  comply  with  the  milk  and  dairy  regulations 
the  tenant  is  going  to  be  very  anxiou-s  that  we  rfiould  spend 
the  money  and  is  going  to  make  many  applications.  If 
the  Land  Tribunal  so  direct,  -then  we  are  compelled  to 
carry  it  out,  whatever  the  rate  of  interest  is. 

6437.  Mr.  Jones : How  do  you  fix  the  rent  of  a farming 
hereditament?  Do  you  say  that  the  farm  has  so  much 
arable  land,  so  much  dairy  farming,  and.  therefore  it  should 
^ let  at  so  much  per  acre?  Would  that  include  the 
buildings  plus  an  amount  for  the  house?  How  would  you 

proceed,  Wause  all  these  are  interdependent? The 

rent  is  fixed  nominalliy  by  an  arbitrator.  In  the  past  the 
only  instructions  they  had  were  “ Rent  properly  payable 
There  is  a new  instruction  whicli,  if  it  goes  through,  will 
be  based  on  the  -open  market  letting.  ^ AH  those  thing.s  you 
mentioned  are  taken  into  consideration.  The  farm  with 
a good  farmhouse  is  likely  to  fetch  a larger  rent,  and  the 
buildings  have  some  influence.  But  the  main  influence  is 
undoubtedly  the  quality  of  the  land.  Considering  that  a 
very  high  proportion  of  the  value  of  the  land  is  contained 
in  the  buildings  and  farmhouse,  it  does  not  have  a pro- 
portionate effect  on  the  rent.  It  is  the  quality  of  the  land 
which  is  the  main  factor  in  determining  the  rent. 

6438.  Professor  Sayers:  The  ground  on  which  you  claim 
insulation  from  interest  rates  is  that  you  can  be  com- 
pelled to  carry  out  the  work ; is  not  this  a rea.son  which 
refers  not  to  anything  which  has  happened  in  the  past 

but  -to  a proposal  now  before  Parliament? ^Theoretically 

to  what  has  happened  in  the  past  as  well ; and  also  we 
have  tried  to  be  good  landlords.  We  come  under  criticism 
if  we  do  not  put  our  farms  right.  It  is  no  excuse  under 
the  rules  of  good  estate  management  to  wait  until  interest 
rates  fall. 

6439.  Lord  Harcourt : Is  not  your  complaint  really  that 
when  you  make  these  improvements  you  are  unable, 
because  of  circumstantial  restrictions  on  rent,  to  ensure 

that  the  tenant  farmer  pays  you  adequate  interest? 

Brigadier  Clive:  I think  that  is  true.  We  borrow  the 
money,  say,  at  7 per  cent. ; we  have  to  add  to  that,  to 
get  a fair  and  proper  return  to  which  we  are  entitled  under 
the  Act,  depreciation  (at  30  years  that  takes  3 per  cent.), 
and  something  for  redundancy:  there  is  always  a fear 
that  your  new  pigstys  or  silage  pit  or  covered  yard  will  in 
the  course  of  its  lifetime  become  redundant  because  of 
changes  in  farming  ideas  as  to  what  is  required.  Finally 
there  is  the  upkeep,  which  could  mean  3 per  cent.  That 
adds  up,  probably,  to  14  per  cent,  which  has  to  be  repaid 
as  interest  from  that  improvement.  If  we  put  in  £1,000 
worth  of  improvement,  we  have  to  get  an  increase  of  £140 
from  that  rent ; it  has  to  produce  that  much  more  reason- 
ably priced  fo^.  On  a smallholding  of  140  acres  that 
means  £1  an  acre.  Can  the  tenant  find  that  and  leave 
himself  with  a reasonable  livelihood? 

6440.  Mr.  Jones:  Supposing  that  was  a scheduled  im- 

provement and  the  landowner  was  required  by  some  sort 
of  direction  to  carry  it  into  operation,  would  it  cost  you 
£1,000  or  £666? £666. 


6441.  So  in  those  circumstances  you  would  have  to  have 

14  per  cent,  of  £666  and  not  of  £1,000? Brigadier 

Clive:  But  that  did  not  obtain  until  the  other  day.— 
Lt.-Col.  Verdin:  Even  if  we  could  get  the  14  per  cent., 
eventually  the  rental  value  of  that  farm  is  still  the  same. 
The  fact  that  we  got  a higher  rent  at  one  moment  would 
only  mean  that  it  would  reduce  the  amount  of  rent  that 
could  be  paid,  so  to  speak,  for  the  rest  of  the  farm. 

6442.  Chairman:  You  seem  to  me  to  be  saying  that 
many  of  these  holdings  are  not  capable  of  justifying  the 
capital  put  into  'them  because  you  cannot  get  an  economic 

return? That  is  true  of  many  of  the  smaller  holdings 

on  the  poorer  land.  I was  also  trying  to  put  over  that  a 
farm  is  only  capable  of  paying  a certain  rent ; it  is  only 
capable  of  producing  a certain  amount  of  food.  It  has  its 
•total  rental  value,  which  may  be  £1,000;  and  if  I reckon 
£140  on  the  improvement  the  rest  of  the  farm  rental  value 
is  reduced  to  £860,  but  if  I can  get  the  money  at  4 per 
cent,  and  need  only  charge  7 per  cent.,  -the  return  on  the 
rest  of  the  farm  rises  to  £930.  Even  if  I could  always 
get  the  economic  rent  on  what  1 had  to  spend,  it  would 
still  level  itself  out  in  the  end.  It  does  not  increase  the 
rental  value  of  the  holding  as  a whole. 

6443.  That  is  the  point  which  paragraph  3 is  putting? 
Yes. 

6444.  Lord  Harcourt : In  tha-t  paragraph  are  you  talking 
about  the  rental  value  &&  would  be  determine  by  arbi- 
tration or  are  you  talking  about  the  rental  value  on  the 

re-letting  of  a farm  with  vacant  .possession? 1 am  not 

talking  about  the  re-letting  of  a farm  with  vacant  posses- 
sion, because  we  have  not  sufficient  statistics  and  informa- 
tion to  give  a concrete  an.swer  on  that.  But  although 
there  is  a very  small  percentage  of  rent.s  that  go  to 
arbitration,  the  negotiated  rents  follow  Uiem  very  closely. 
That  is  one  of  the  things  that  I think  will  come  out  of  the 
Oiun'bi'iidge  survey  laiL  the  'present  inomenit  being  carried  out 
on  rents. 

644.5.  So  you  are  complaining  about  the  arbitrated  rent 
and  not  the  value  of  the  holdings  in  the  open  market ; 
in  other  word.?,  it  is  -the  .statutory  limitation  in  rents  which 
is  really  the  dilUculty  from  the  landowners’  point  of  view? 
^Ycs. 

6446.  Chairman:  1 do  not  see  what  the  .statutory  Ikni- 

lalion  is? ^Therc  are  the  in.structions  to  arbitrators. 

Theoretically  it  should  not  be  different  whether  it  is  done 
through  an  arWtrator  or  open  market  letting,  and  it  may 
be  that  it  is  not;  we  have  not  sufficient  statistics  to  give 
a definite  answer. 

6447.  If  the  current  return  on  investment  in  farming 
land  and  building.?  fluctuated  with  the  current  return  on 
other  forms  of  investment,  so  that  it  went  up  ^d  down 
with  the  current  rate  of  interest,  is  there  anything  in  the 
statutory  requirement  about  the  return  from  the  holding 

which  would  stand  in  your  way? No,  I suppose  that 

is  correct.  But  in  practice  it  does  not  allow  the  tenant 
to  pay  any  more  because  it  has  been  taken  into  account 
at  'the  price  -review-  These  fluctuations  in  the  assessment 
of  farm  costs  are  not  being  taken  into  account. 

6448.  Mr.  Jones:  Is  there  an  arbitration  after  every 

improvement  scheme  has  been  carried  out? Remark- 

ably few,  because  up  to  date  landowners  have  in  most 
cases  probably  not  carried  out  improvements  unless  they 
have  agreed  the  rent  with  the  tenant  first. 

6449.  Lord  Harcourt:  The  agreed  extra  rent  will  not 

be  14  per  cent.? Brigadier  C/iwr:  Nothing  like  it.-- 

Lt.’Col.  Verdin:  Of  course  there  are  tax  rebates,  which 
do  help  in  practice. — Brigadier  Clive:  The  normal  figure 
charged  in  my  part  of  the  country,  which  is  Herefordshire, 
is  round  about  8 per  cent.  No  farmer  would  dream 
paying  more  than  8 per  cent,  no  matter  what  the  landlord 
does ; and  that  barely  covers  the  cost  of  borrowing  the 
money. 

6450.  Chairman:  Who  makes  up  these  Arbitration 

Tribunals? Lt.-Col,  Verdin:  At  present  the  Lord 

Justice  appoints  the  arbitrators,  but  under  the  new  BiU 
the  Lord  Chancellor  is  going  to  do  so. 

6451.  What  sort  of  realm  are  they  drawn  from?—  ^All 
the  related  professions:  surveyors,  land  agents  and  auc- 
tioneers. But  that  is  not  quite  the  point  we  are  making 
here ; it  is  the  way  of  assessing  the  rent  and  interest  figui* 
in  the  price  review  that  we  are  complaining  about. 
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6452.  Lord  Harcourt:  Is  it  your  experience  that,  once 

there  have  been  one  or  two  or  three  arbitrations  in  a 
district,  that  will  tend  to  fix  the  rental  value  of  land  in 
that  area  for  a oonsiderable  time,  irrespective  of  what  con- 
dition the  other  farms  are  in? ^Undoubtedly.  Most 

people  know  the  results  of  arbitrations,  and  they  fix  their 
rent  according  to  what  they  think  the  arbitration  would 
have  been  if  it  had  been  on  their  farm.  1 think  they 
follow  the  pattern  set  very  closely. 

6453.  Mr.  Jones:  Supposing  you  had  got  three  farms 
equal  in  area  and  equal  in  qu^ty,  but  not  similar  in  farm 
buildings  and  modernisation,  would  the  Arbitration 
Tribunal  in  dealing  with  those  three  simultaneously  be 
likely  to  fix  the  same  standard  of  rents  for  the  whole 

j,},ree? No.  The  one  with  the  worst  building  would 

be  set  lowest.  Good  buildings  would  tend  to  increase  the 
rent,  but  nowhere  near  by  the  amount  of  the  interest 
that  would  be  payable  on  the  cost  of  carrying  out  similar 
work  on  the  other  holdings. 

6454.  Are  rents  fixed  on  land,  including  buildings  and 
the  house,  or  are  they  fixed  separately  on  land  and 

buildings  and  house? ^They  are  fixed  simultaneously  on 

the  whole  lot ; there  is  just  one  rent  for  all  three.  As  I 
said  earlier,  the  question  of  whether  the  buildings  are 
good  or  bad  is  not  nearly  sufficiently  taken  into  account 
in  fixing  the  rents. 

6455.  In  calculating  what  the  tenants  have  to  pay,  do 
arbitrators  make  a build-up  on  the  basis  of  the  economic 
value  of  the  land,  on  the  basis  of  the  economic  value  of 

the  buildings  and  on  the  quality  and  type  of  house? 

A number  of  arbitrators  have  told  us  how  they  arrive  at 
the  rents.  Most  of  them  have  some  sort  of  system: 
so  much  for  the  farmhouses,  so  much  for  the  land,  and 
then  a plus  or  mintis  adjustment  according  to  the  buildings. 
Burt  there  is  no  fixed  or  recognised  method  of  doing  it. 


6456.  Chairman : But  what  a holding  of  that  size  work- 
ing efficiently  would  get  out  of  annual  farm  prices  and 
the  amount  of  money  that  may  have  gone  into  any 
particuHar  installation  which  makes  up  thait  unat  are  not 

regarded  as  relevant? Not  really,  only  that  it  may  help 

the  costs  of  production  'by  reducing  the  cost  of  labour 
or  possiWy  rtl^t  of  feeding  sftufis. 

6457.  At  the  end  of  paragraph  6 you  say: 

“ It,  therefore,  seems  reasonable  for  landowners  to 
exipect  protecUon  from  the  repercussions  of  a high 
Bank  rate.” 

That  of  course,  is  a question  of  policy ; either  you  have 
protection  or  else  you  defer  the  borrowing  for  improve- 
ment until  the  rate  of  interest  comes  down? Brigadier 

Clive:  Which  we  cannot  always  do. 


6458,  You  are  threatened  with  a statutory  danger  of 
being  compelled  to  carry  out  the  work?  Lt.’Col. 
Verdin:  We  have  had  threats  in  the  last  ten  years  but  the 
new  clause  is  obviously  going  to  be  used  a great  deal 
more  than  the  one  in  the  past, 

6459.  In  paragraph  7 you  say  that  the  Government 
should  give  the  Agricultural  Mortgage  ^rporation  and 
the  Lands  Improvement  Company  “ some  form  of  hnancial 
assistance  so  as  to  enable  them  to  offer  more  reasonable 
and  stable  terms  for  agricultural  loans,  in  particular  tor 
Improvement  Loans  which  are  such  a useful  complement 
to  the  Farm  Improvement  Scheme.  By  stable  there 

you  mean  unvarying  over  the  years? ^I  not  think 

we  could  probably  go  so  far  as  to  say  completely  unvary- 
ing. We  have  obviously  passed  into  a very  different  era 
today  from  1947.  But  we  would  not  want  them  to 
fluctuate  every  six  months  or  every  year  according  to  the 
Bank  Rate.  The  fluctuation  should  be  narrower  than  it  is 
at  the  moment.  We  should  like  to  see  a firm  statutory 
rate  for  all  time ; that  would  probably  be  unrea^abl^ 
but  if  dt  could  be  confined  so  that  it  only  altered  very 


occasionally  if  there  was  a definite  change  in  the  trend 
of  long  term  interest  rates  that  would  be  better. 

6460.  Professor  Sayers:  You  are  referring  to  fluctuations 

in  the  rates  at  which  new  loans  are  available?  It  is  not  a 
matter  of  fluctuations  during  the  term  of  the  loan?  _ All 
loans  are  at  fixed  rates  all  their  lives? ^That  is  right. 

6461.  Chedrman : And  you  are  asking  us  to  consider  that 
the  Government  ought  to  make  it  possible  for  these 
reasonably  low  fixed  rates  of  interest  to  be  offered  to 
landowners  on  improvement  loan  regardless  of  the  rate 
at  whi<i,  the  Government  may  be  having  to  ^rrow 

money? ^Yes,  as  regards  any  temporary  fluctuations  in 

rates.  There  is  a great  difference  between  Improvement 
loans  and  mortgages.  Ordinarily  from  either  of  these 
companies  we  can  get  a mortgage  or  an  improvement 
loan.  With  a mortgage  one  can  ordinarily  spend  the 
money  how  you  like,  though  we  have  not  been  able  to 
recently  because  there  have  been  restrictions  attached  to 
them.  We  are  not  asking,  therefore,  that  we  should  have 
any  special  type  of  pr^erence  whh  that  type  of  mortgage. 
But  the  improvement  projects  have  to  be  inspected  and 
valued  and  approved  by  the  Ministry  before  we  can  get 
the  loan,  and  therefore  it  is  very  easy  to  confine  them  to 
prudent  expenditure ; it  would  be  very  easy  even  to  confine 
them  to  expenditure  necessary  in  order  to  comply  with  the 
farm  improvement  scheme.  There  would  be  no  question 
of  giving  preferential  rates  for  money  that  was  not  being 
wisely  expended  on  loan.  It  could  be  an  administrative 
rather  than  financial  control. 

6462.  Would  I be  right  in  thinking  that  the  kind  of 
thing  for  which  you  borrow  money  under  the  improvement 
scheme  is  the  kind  of  wependiture  on  which  you  would 

get  some  tax  benefit? Yes,  either  in  a maintenance 

claim  or  a capital  expenditure  claim. 

6463.  I was  thinking  of  a capital  expenditure  claim, -7-;- 
Occasionally  you  can  get  the  maintenance  claim  if  it  is 
replacement. 

6464.  Professor  Sayers:  The  element  of  compulsion 
would  seem  to  provide  a possible  reason  for  special 
assistance  for  this  improvement  work  at  all  times,  and  no 
doubt  that  has  been  considered  by  the  Government ; but 
why  should  financial  assistance  to  such  schemes  be  in- 
creased at  a time  when  circumstances  have  made  a rise 
in  interest  rate  necessary?  What  is  the  reason,  for  that 

suggestion? Brigadier  Clive:  That  this  is  a primary 

industry ; it  is  in  the  interest  of  the  country  to  provide 
food  at  a reasonable  price. 

6465.  Is  not  that  always  so,  whether  rates  of  interest 

are  high  or  low? Brigadier  Clive:  We  have  been  led 

to  understand  that  it  is  even  more  important  at  the 
present  time.  We  have  been  encouraged  in  every  sort  of 
way  and  we  are  really  asking  that  it  should  be  made 
possible  for  us  to  do  our  job,  which  we  can  be  compelled 
to  do,  which  is  to  provide  the  capital  for  these  improve- 
ments. It  is  much  more  difficult  when  we  have  to  borrow 
at  high  rates.— Lf.-Col.  Verdin : I am  quite  sure  it  would 
pay  Tliere  are  these  support  prices  for  agriculture,  cost- 
ing £290  million,  and  on  top  of  that  this  £50  million  spread 
over  ten  years  for  farm  improvement  schemes  ; if  we  had 
a preferential  rate  of  interest  you  would  get  the  money 
put  into  the  land,  I believe,  even  cheaper  than  the 
£5  million  a year  that  the  farm  improvement  scheme  is 
costing. 

6466.  Is  not  that  a case  for  more  financial  assistance  to 

farm  improvement? For  a different  method,  perha;^: 

injecting  through  cheap  credit  rather  than  by  some  other 
means. 

Chairman : I think  you  have  put  the  point  quite  clearly 
for  us.  I think  that  completes  our  questions,  gentlemen  ; 
thank  you  very  much  for  your  assistance, 


(The  witnesses  withdrew.) 
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'the  holder  for  some  time,  and  there  would  be  great  alarm 
and  disapproval  if  there  were  any  suggestion  of  amalga- 
mating farms  into  bigger  size.  In  answer  to  your  question 
as  to  what  would  be  the  minimum  size  which  a farm 
should  be,  as  I say  it  is  very  difficult  to  generalise,  but 


6467.  Chairman : Mr.  Blair,  may  we  go  through  your 

memorandum*  paragraph  by  pamgrapli  and  see  what  ques- 
tions come  up?  In  the  first  paragraph  you  say:  Before 

the  second  world  war  agriculture  had  'been— with_  me 
exception  of  the  .period  of  the  first  world  war— in  a 
eeneral  state  of  depression  for  many  years  ; and  you 
draw  the  inference  from  that:  “Consequently  agriculture 
is  probably  more  under-capitalised  than  any  other  in- 
dustry I have  not  always  seen  it  stated  in  those  terms. 
How  do  you  approach  a statement  of  that  kind?  Mr. 
Lorimer : There  was  not  the  money  or  the  profit-earning 
capacity  in  the  industry  to  finance  the  capital  investment 
that  was  required;  during  the  thirties  large  scale  capital 
investment  in  fixed  equipment  of  agricultural  land  was 
not  Justified  on  economic  grounds, 

6468.  You  mean  .that  one  could  not  get  a return  from 

the  land  to  justify  putting  one’s  money  into  it? ^Yes ; 

rents  were  low  and  there  was  no  suri>lus  out  of  revenue 
to  invest,  and  no  attraction  to  invest  either. 

6469.  Lord  Harcouri:  Therefore  .the  standard  of  main- 
tenance fell  very  seriously? Mr.  Lorimer-.  'Yes,  I think 

so  ; but  much  was  done,  as  I think  we  have  said,  although 
the  money  was  not  really  .there  directly. — Lieut.-Coloml 
Cameron : In  many  cases  death  duties  .had  taken  such  a 
toll  that  with  a lot  of  landowners  in  Scotland  this  money 
just  was  not  there. 

6470.  Mr.  Jones:  Was  land  profitable  in  those  ciTCum- 
stances  to  the  landlord  himself?  Was  he  earning  money 

from  his  farm  lettings? Lieut. -Colonel  Cameron:  Not 

in  tbo^  days,  in  the  .thirties. — Mr.  Blair : Broadly  speaking 
in  those  days  the  average  landlord  would  be  earning  very 
little  return  indeed  from  his  investment  in  agricultural 
land. 

6471.  Chairman:  But  do  you  think  this  is  partly  a 
reflection  of  some  economic  defect  in  the  size  of  the 

holding? ^Afr.  Lorimer:  I do  not  think  so;  I would 

say  it  was  a general  economic  con.dition  of  .igricullore 
between  tho  wars.  Perhaps  the  .size  of  the  holding  might 
have  some  bearing  on  it ; if  you  have  an  estate  with, 
say,  30  small  farms  the  percentage  costs  of  maintenance 
and  improvement  work  per  acre  will  be  very  much  heavier 
than  in  the  case  of  an  estate  with  perhaps  ten  large  farms. 
The  tendency  now,  which  is  being  encouraged  by  Gov- 
ernment policy,  is  to  try  and  amalgamate  these  uneconomic 
small  places. 

6472.  Mr.  Jones:  Would  you  say  that  the  average  farm 
in  Scotland  was  very  .much  less  In  size,  and  that  the 
capacity  of  the  farms  in  -terms  of  efficiency  was  less 

in  Scotland,  .than  in  England? ^No ; I think  in  terms 

of  efficiency  the  standard  of  farming  is  better  in  Scotland 
than  in  England. 

6473.  Yet  you  say  in  paragraph  1 that  you  havc_  an 

under-capitalised  land  system? ^Yes.  I think  that  is  a 

question,  of  degree.  For  all  we  know  the  position  may 
be  worse  in  England  than  in  Scotland,  from  the  point 
of  view  of  under-capitalisation. 

6474.  Chairman:  What  would  you  regard  as  the  satis- 
factory unit  to  work  for,  in  a case  first  of  all  of  dairy 

farming  and  then  of  arable  farming? ^It  is  not  a point 

on  which  one  can  generalise.  Conditions  over  Scotland 
are  so  different  that  what  might  be  an  economic  sized 
dairy  unit  in  one  part  of  the  country  would  be  considered 
uneconomic  elsewhere.  So  much  depends  on  .the  quality 
of  the  land.  In  the  highland  parts  of  Scotland  we  have 
sheep  farms  ranging  from  5,000  to  20,000  acres  and  more. 

6475.  What  would  you  regard  as  being  the  undesirably 

small  unit? Mr.  Lorimer:  A farm  of  pcrhap.s  100  acres 

or  a little  under  .presents  considerable  difficulties.  I am 
thinking  of  the  small  dairy  farm  where  there  is  no  hired 
labour;  the  standard  of  living  of  these  farmers  is  low 
and  is  probably  Ies.s  than  the  average  farm  worker,  On 
the  other  hand  the  farmer  there  has  the  satisfaction  of 
being  his  own  master  and  so  on,  which  one  cannot  assess 
in  terms  of  money. — Mr.  Blair:  It  is  very  difficult  to 
generalise  on  this  question  of  size.  In  Aberdeenshire,  for 
instance,  the  average  size  the  holding.?  is  very  small, 
as  far  as  arable  farms  are  concerned  ; at  a guess  probably 
about  70  acres.  But  there  again  there  is  the  independence 
of  sjMrit  and  view,  and  the  fact  that  the  family  has  been 
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T should  say  certainly  not  very  much  less  than  100  acres. 
—Mr.  Lorimer:  I would  agree  with  that.  If  one  is  going 
to  take  on  hired  labour  one  probably  wants  something 
about  double  the  size.— Mr.  Blair:  The  independent  family 
farmer  with  a son  working  can  perfectly  well  carry  on  a 
farm  of  about  100  acres. — Lt.-Col.  Cameron:  If  you  are 
dealing  with  a sheep  farm  of  course  you  want  something 
very  much  bigger. 

6476.  Mr.  Jones : Suppose  that  you  had  a farm  of  100 
acres,  paying  a rent  of,  shall  we  say,  £2  an  acre ; how 
much  of  that  would  you  regard,  as  a landlord,  as  being 
required  for  depreciation  of  the  holding  itself  ; of  the 

buildings  and  the  things  that  do  depreciate? Mr. 

Lorimer:  It  depends  very  much  on  the  condition  of  the 
fixed  equipment.  If  it  is  in  need  of  repair  it  might  easily 
use  the  whole  of  the  rent,  and  might  even  show  a defi- 
ciency ; whereas  if  it  had  been  modernised  perhaps  25  per 
cent,  or  so  might  be  a fair  figure. 

6477.  Suppose  that  you  were  making  the  return  for 
income  tax  purposes,  and  you  were  dealing  with  a specific 
farm  earning  £200 ; what  would  you  think  was  fair  and 
reasonable  to  set  against  the  earning  of  that  £200  to  you 

as  landlord? It  is  difficult  to  generalise,  because  the 

circumstances  of  each  individual  farm  will  vary  so  much ; 
but  taking  an  estate  as  a whole  with  a number  of  farms, 
it  is  a well  known  fact  that  in  many  cases  the  expenditure 
on  maintenance,  repairs,  improvements  and  so  on  will 
exceed  the  total  rental  of  the  estate.  If  you  apply  that 
to  the  individual  farm  the  an.swer  might  be  much  the 
same,  although  of  course  it  will  vary  from  farm  to  farm. 
After  all  work  is  done  on  a routine  basis ; one  tries  to 
tackle  something  one  year  and  something  else  the  next. 

6478.  Chairman:  In  paragraph  3 you  say; 

“ Under  existing  conditions  the  accumulation  of 
capital  cither  to  slock  and/or  buy  a farm  is  very  diffi- 
cult. The  question  of  whether  the  existing  monetary 
and  credit  system  is  sufficiently  flexible  to  enable  a 
man  with  a relatively  small  amount  of  capital  to  make 
a start  in  the  agricultural  industry  .should  be  thoroughly 
examined  ”. 

Quite  apart  from  the  operations  of  the  credit  squerae  in 
the  last  year  or  two,  where  would  a new  entrant  l^k  for 
the  finance  which  would  enable  him  to  start?  To  the 

local  bank? ^Thc  bank  would  probably  help  to  some 

extent,  and  local  auctioneers  would  probably  help.  I 
have  heard  of  cases  (it  was  probably  more  common  before 
the  war  than  now)  where  the  landowner  who  had  let  a 
small  farm  might  him.self  gland  good  for  some  credit 
whilst  the  man  got  on  his  feet. 

6479.  Have  not  the  banks  been  good  friends  to  farmers 

in  Scotland? Lt.-Col.  Cameron : It  is  generally  accepted 

that  they  have. 

6480.  Profe.ssor  Sayers:  When  you  say  the  auctioneers 
would  help,  do  you  mean  that  the  auctioneer  would  m 
effect  act  as  a broker,  putting  the  man  in  touch  witn 
monied  people  who  would  lend,  or  do  you  mean^  that 
the  auctioneer  would  lend  out  of  his  own  capital? 

Mr.  Lorimer:  He  might  actually  give  a credit. 

6481.  Out  of  his  own  capital? Yes. 

6482.  Lord  Harcouri:  Is  that  quite  a common  practice? 

Mr.  Lorimer:  Yes;  it  would  be  on  condition  that 

the  man  sold  all  his  stock  through  that  auction  mart. 
Mr.  Blair:  It  is  a common  practice,  but  it  is  not  a very 
good  one,  because  it  ties  the  particular  farmer  to  the 
particular  auctioneering  firm.  "That  can  have  dangerou 
results. 

6483.  Chairman : Has  all  this  become  much  xnore  diffi- 
cult in  the  last  two  or  three  years,  under  the  creau 

squeeze? Mr.  Lorimer:  I would  say  so.  I think  since 

1955  farmers  as  a whole  have  relied  much  more  on 
auctioneers  and  their  feeding  stuff  merchants  and  s® 
for  credit  than  was  the  case  immediately  after  the  war. 

6484.  Professor  Sayers:  Do  you  mean  the  banks  are 

lending  less  to  farmers  in  Scotland? 1 would  not  a y 
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that  they  are  lending  less,  but  I think  farmers  are  in  need 
of  more  credit. 

6485.  Atc  they  finding  that  the  banks  will  not  lend  them 
the  extra  credit  they  need?— — -They  may  get  credit  from 
an  auctioneer  free  of  linterest ; that  is  sometimes  done,  pro- 
vided that  the  farmer  sells  all  his  stock  through  the 
auction  mart. 

6486.  Has  this  increased  reliance  on  auctioneers’  credit 
and  so  on  continued  or  been  accelerated  during  the  last 

three  years? ^It  probably  would  be  fair  to  say  that 

it  has  been;  hut  it  was  pretty  prevalent,  I understand, 
before  the  war. 

6487.  Have  not  the  auctioneers  felt  the  credit  squeeze? 

Mr.  Lorimer:  I should  think  the  leading  auctioneers 

have  probably  been  able  to  build  up  fairly  substantial 
reserves,  but  I speak  without  knowledge  of  the  details — 
Mr.  Blair:  In  the  last  three  years  most  auctioneer  firms 
will  have  made  substantial  profits,  because  of  the  high 
prices  of  agricultural  products. 

6488.  Chairman:  Your  general  impression  is  that  they 
have  been  able  to  step  in  to  help  in  this  par.ticular  field, 
to  the  extent  to  which  the  banks  have  had  to  draw  in 

their  horns? Mr.  Lorimer:  I would  not  say  that  the 

position  has  been  met  wholly  or  satisfactorily  by  reliance 
on  auctioneers  or^  feeding  stuff  merchants. 

6489.  Professor  Sayers:  Has  there  been  any  difficulty 
at  all  about  short  term  credit  for  farmers  in  the  last 
three  years? — Chairman:  I think  this  really  applies  to 

capital  to  stock  or  buy  a farm? Mr.  Lorimer:  Yes, 

but  I think  we  deal  with  Professor  Sayers’s  point  later. 
— Mr.  Blair:  On  the  question  of  capital  to  stock  and 
buy  a farm,  although  one  knows  that  the  banks  are  well 
disposed  towards  the  farming  community,  since  the  credit 
squeeze  they  have  looked  with  more  close  scrutiny,  and 
rather  negatively  than  positively,  on  applications  for  loans 
for  buying  and  stocking  a farm — Lt.-Col.  Cameron : For 
purchase  of  a farm  they  have  not  been  nearly  so  ready 
in  the  last  year  or  two  to  lend.  If  it  is  a question  of 
helping  for  improvements,  that  is  a different  matter. 

6490.  In  paragraph  6,  when  you  speak  of  the  falling 
trend  of  capital  investment  in  agriculture  and  forestry, 
what  period  are  you  asking  us  to  think  of  there?  The 

post-war  period? Mr.  Lorimer:  Yes.  Over  the  last 

four  or  five  years  official  figures  have  borne  out  that  capital 
investment  In  agriculture  has  been  falling  as  compared 
with  .the  rire  in  investment  in  other  industries,  although 
that  is  not  necessarily  correct  with  regard  to  other  in- 
dustries over  the  last  year  or  so. 

6491.  Professor  Sayers:  What  are  the  reasons  for  this 
falling  trend?  Is  it  because  agriculture  has  already  been 
so  well  stocked  up  with  capital  in  the  earlier  years  that 

there  is  not  the  incentive  to  invest  so  much  now? 

Mr.  Lorimer:  I would  have  .thought  that  it  was  more 
due  to  farming  being  less  profitable  than  it  was. — Mr. 
Blair:  It  is  really  the  landlord’s  lack  of  incenitive  to 
invest  capital  in  agriculture  because  his  return,  is  so  poor. 
He  does  not  get  sufficient  return,  from  his  agricultural 
investment  ito  be  able  to  save  enough  capital  to  put  back 
into  it ; and  he  is  ^sinclined  to  put  new  capital  into  it 
when  he  is  getting  very  little  return  from  the  money. 

6492.  Chairman:  Are  we  to  think  of  this  particular 
point  that  he  cannot  pass  on  the  costs  as  being  a product 
of  the  last  three  or  four  years? — ^I  should  think  it  has 
been  general ; as  ccMts  of  everything  have  gone  up,  so 
the  inclination  to  invest  capital  in  farm  develoiwnent  has 
diminished. 

6493.  Professor  Sayers : You  mentioned  that  the  rates 
of  interest  were  rising  against  the  investing  landlord ; 
woiffd  you  say  that  has  been  an  important  factor  in 

causing  this  falling  trend? Mr.  Blair:  Certainly  I 

would.— Mr.  Lorimer:  In  a sense  rents  are  inflexible  in 
regard  to  the  rate  of  interest  on  money.  We  are  now 
in  a period  of  high  interest  rates,  and  there  is  no  way 
of  adjusting  rents  to  meet  these  high  rates  of  interest,  if 
you  want  to  borrow  money  for  landlord’s  improvement. 
Rents  are  fixed  over  a period  of  years,  and  what  might 
be  a realistic  additional  rent  a few  years  ago  for  some 
improvement  which  the  landlord  undertake  to  carry  out 
has  very  little  relation  to  current  conditions  today. 

6494.  Chairman : How  inflexible  are  the  rents  for  this 
purpose?  They  are  not  actually  7,  14,  21  year  rents,  or 
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anything  like  that? In  Scotland,  where  the  system  is 

quite  different  from  England,  quite  a number  of  farm 
leases  are  for  periods  of  7,  14  and  21  years. 

6495.  We  are  to  think  of  that  as  quite  a typical  form 

of  rental  tie-up? Fairly  typical,  although  it  is  less 

typical  than  it  used  to  be.  There  are  a lot  of  leases  now 
in  Scotland  on  a yearly  basis,  but  it  has  always  been  the 
traditional  system  in  Scotland  to  have  these  long  leases. 

6496.  Is  a landlord  under  an  obligation  to  execute  addi- 
tional improvements,  or  is  he  free  to  negotiate  with  the 
tenant  that,  if  he  is  to  do  it,  he  must  have  so  much  more 

rent  out  of  it? If  a landlord  carries  out  an  improvement 

during  the  currency  of  a lease  of,  say,  seven  years,  at  the 
request  of  or  in  agreement  with  the  tenant,  he  would  be 
entitled  to  some  additional  rent ; but  it  is  very  difficult  to 
negotiate  an  additional  rent  with  a tenant  which  will 
mean  that  the  landlord  is  not  out  of  pocket  on  interest 
and  the  cost  of  carrying  out  that  improvement.  It  is 
difficult  to  put  across  to  the  average  tenant  farmer  that 
it  costs  around  7^  per  cent,  to  borrow  money  and  that  it  is 
also  necessary  to  have  something  to  amortise  the  cost  of 
improvement.  The  tenant  farmer  just  does  not  seem  to  be 
receptive  to  that. 

6497.  Mr.  Jones:  Would  a landowner  have  to  borrow 
money  at  H per  cent,  for  improvement,  and  if  he  was 
undertaking  an  improvement  would  he  have  to  find  the 

Cull  capital  cost? He  probably  would,  yes.  The  money 

has  got  to  come  from  somewhere. 

6498.  But  is  there  not  any  provision  for  grants? 

Yes,  there  is  a 33i  per  cent,  grant,  but  on  the  net  cost  of 
the  improvement  it  is  difficult  to  get  that  rate  of  interest 
plus  amortisation. 

6499.  Professor  Sayers : If  rates  of  interest  were  to  fall 
over  the  next  five  years,  would  you  expect  that  to  stimulate 

investment  in  improvements? Mr.  Lorimer:  I think 

it  would. — Mr.  Biair:  I should  have  thought  that  that 
would  undoubtedly  be  a stimulant  in  encouraging  land- 
lords to  accept  requests  from-  tenants  for  improvements. 

6500.  Chairman : Is  there  some  traditional  rate  of  interest 
which  a tenant  regards  as  reasonable  and  acceptable  for 

him  to  pay  on  the  additional  improvement? Mr.  Blair : 

Yes.  5 per  cent. ; and  any  attempt  on  the  part  of  a land- 
lord to  try  and  encourage  his  tenant  to  give  a higher  rate 
than  5 per  cent,  has  in  my  experience  been  completely 
useless.— Lr.-Col.  Cameron:  It  is  often  very  difficult  to 
get  anything  like  5 per  cent.  Costs  have  been  going 
up  and  the  rates  of  borrowing  going  up.  but  the  tenant 
feels  he  should  pay  the  same  sort  of  proportion  as  he  has 
always  paid,  and  we  find  it  very  difficult  to  get  him  to 
pay  even  5 per  cent,  on  the  net  cost  of  the  improvement 
the  landlord  feels  he  is  bound  to  make. 

6501.  Five  per  cent,  is  the  figure  you  try  to  get,  and 

depreciation  and  such  refinements  as  obsolescence  do 
not  get  any  consideration  at  all? ^None  at  all. 

6502.  We  ought  to  distinguish  for  this  purpose  between 

the  position  of  the  ovmer-occupier  and  the  position  of 
the  landowner  with  tenants,  and  the  inflexibility  arises  out 
of  the  general  attitude  of  tenants  towards  the  cost  of 
improvements? Mr.  Blair:  Yes. 

6503.  Then,  passing  on  to  paragraph  10,  you  have 

observed  a considerable  growth  in  the  use  of  hire  pur- 
chase in  the  provision  of  agricultural  machinery? Mr. 

Lorimer:  Yes. 

6504.  Professor  Sayers:  Is  this  to  be  associated  at  all 
with  the  difficulty  of  getting  credit  in  other  directions,  or 
is  this  a growth  which  has  been  going  on  for  some  time 

and  has  just  continued? It  has  been  going  on  for  some 

time,  and  has  possibly  been  accelerated  fay  the  credit 
squeeze. 

6505.  When  the  farmer  wants  credit  of  this  kind,  bow 
does  he  get  it?  Does  he  get  it  through  the  supplier  of 

the  equipment? Sometimes  through  the  supplier.  The 

Federation  sponsor  a scheme  for  hire  purchase  which  is 
being  made  use  of  to  some  extent,  by  which  farmers  can 
get  equipment  at  a slightly  cheaper  rate  than  by  going 
direct  to  a hire  purchase  company. 

6506.  Mr.  Jones:  Have  you  some  sort  of  banking 

arrangement? ^No,  it  is  purely  an  arrangement  with 

the  Lettish  Midland  Guarantee  Trust  Company.  In- 
stead of  the  supplier  getting  the  commission,  the  Federa- 
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tion  gets  the  benefit  of  the  commission  and  passes  it  on 
to  the  member  concerned. 

6507.  Professor  Sayers:  You  say  that  you  do  it  at  a 
slightly  cheaper  rate.  Farmers  are  generally  said  to  be 
very  fussy  about  rates  of  interest.  Suppose  that  they  were 
able  to  get  hire  purchase  finance  2 or  3 per  cent,  cheaper 
than  they  now  can ; would  you  expect  that  to  lead  to  an 
appreciable  increase  in  hire  purchase  credit  outstanding? 

Mr  Lorimer:  I would  not  like  to  express  an  opinion 

one  way  or  the  other.— Mr.  Blair : As  I understand  it  the 
farmer  can  get  it  broadly  speaking  in  two  ways,  one 
through  (this  Scotitish  Mid:land  Guarantee  Trust  Company, 
whdeh  (S  a respectable  offshoot  of  one  of  the  Scottish  banks, 
and  ouherwise  by  going  dlreot  to  ithe  seller  of  equipment,  it 
would  be  a great  improvement  if  the  period  within  which 
he  has  to  repay  his  instalments  were  extended  beyond  the 
present  two  years.  That  is  in  many  cases  a hardship ; he  has 
to  pay  back  his  money  before  he  has  really  had  time  to 
get  the  fullest  use  out  of  ithe  equipment  and  get  some 
profit  out  of  it. 

6508.  Chairman : Do  you  think  that  this  two  year  limit 
has  stemmed  back  a good  deal  of  purchasing  which  would 

otherwise  have  been  done  of  this  kind  of  machinery? 

Mr.  Blair : That  would  be  my  impression,  but  it  is  not  any 
more  than  an  impression. — Mr.  Lorimer:  I think  it  is  a 
definite  defect  in  the  credit  system  as  far  as  agriculture 
and  forestry  are  concerned  that  there  is  not  really  any 
adequate  facility  for  mediiun  'term  loans.  By  some  form 
of  extension  of  the  hire  purchase  system  it  might  be 
possible  to  fill  that  gap, 

6509.  Lord  Harcourt:  Ate  you  thinking  in  terms  of  five 

to  ten  years? ^Yes. 

6510.  Chairman:  Do  not  some  of  the  manufacturers  do 

a big  hire  purchase  business  in  this  field? Mr.  Lorimer : 

Yes. 

6511.  Professor  Sayers:  Does  the  farmer  ever  ask  his 
banker  to  lend  him  money  on  terms  comparable  to  these, 
that  is  to  say,  for  a period  of  years  on  a reducing  basis? 

Lieut.-Colonel  Cameron:  Not  to  my  knowledge.  I 

do  not  think  ithe  banks  would  deal  with  that  sort  of  thing. 

I do  not  think  they  would  like  it  very  much ; they  prefer 
farmers  to  go  direct  to  these  hire  purchase  companies. — 
Mr.  Lorimer:  I think  a bank  would  either  grant  a straight 
overdraft  without  any  time  limit,  or  they  would  refuse 
credit  altogether, — M^.  Blair : One  of  the  reasons  why  the 
banks  would  not  go  in  for  anything  like  that  is  that  in 
Scotland  one  cannot  pledge  movables, 

6512.  Chairman:  You  have  not  altered  the  law  of  Scot- 
land to  make  it  possible? ^Unfortunately  not,  no;  or 

perhaps  it  is  a good  thing  that  we  have  not! 

6513.  Professor  Sayers:  Docs  this  not  imply  some  diffi- 
culty for  the  hire  purchase  companies? Mr.  Lorimer: 

In  &at  case  the  goods  are  only  hired  and  the  purchase 
does  not  become  effective  until  the  final  instalment  has 
been  paid  ; ownership  does  not  pass. 

6514.  Sir  John  Woods:  You  say  in  paragraph  12:  “the 

rates  of  interest  at  which  these  two  companies  lend  money 
are  governed  by  the  Bank  Rate”,  and  in  the  next  para- 
graph there  are  certain  phrases  which  make  me  wonder 
whether  they  vary  with  Bank  Rate? Yes,  they  do. 

6515.  For  what  sort  of  period  do  these  loans  run? 

The  Scottish  Agricultural  Securities  Corporation  will  lend 
on  the  security  of  land,  and  they  will  lend  for  varying 
period,  similar  to  a building  society,  five  or  ten  years ; 
even  twenty  years  is  not  unusual  if  you  borrow  the  money 
to  buy  a farm. 

6516.  Lord  Harcourt:  What  is  the  longest  term  for 

which  .they  will  lend? Forty  years. 

6517.  Chairman:  If  I understand  it,  when  a man  goes 
to  one  of  these  corporations  the  rate  at  which  he  can 
borrow  is  roughly  speaking  the  current  rate  of  interest 
of  the  day ; therefore  it  ds  affected  by  the  movements  of 
interest  which  have  taken  place.  Once  he  has  borrowed 

he  gets  a fixed  rate  for  the  whole  period  of  the  loan? 

Mr.  Blair:  Yes. 

6518.  You  do  not  want  him  to  have  the  kind  of  loan 
which  says : “ You  shall  pay  at  a rate  which  is  equivalent 
to  the  current  Bank  Rate”  or  1 per  cent,  or  i per  cent. 

over? Mr.  Lorimer:  We  are  asking  for  a uniform 

rate,  and  a cheaper  rate  than  the  present  rate,  which  1 


think  a lot  of  people  find  embarrassing  and  extremely 
expensive. 

6519.  You  mean  that  year  in  and  year  out  any  land- 
lord would  be  able  to  go  to  one  of  these  corporations, 
and  whatever  mi^t  be  the  rate  of  interest  for  the  time 
being,  he  would  'be  entitled  to  get  the  same  rate  of 
interest  as  they  were  offering  last  year  to  another  land- 

owner? Lt.-Col.  Cameron:  Yes,  a fixed  rate. — Mr. 

Blair:  Admittedly  one  cannot  visualise  that  dit  should  be 
fixed  at  a certain  figure  always,  but  it  should  be  some- 
thing which  does  not  always  fluctuate  automatically  with 
the  Bank  Rate. 

6520.  Professor  Sayers:  Is  there  any  reason  why  this 
rale  should  be  insulated  from  the  general  movement  of 

irvlerest  nates? Mr.  Lorimer:  I think  the  reason  is  that 

agricultural  amprovemenls  or  investment  in  forestry  are 
much  longer  term  investment  than  a lot  of  industrial 
invostmenit ; 'the  money  takes  longer  to  turn  over.  In 
the  case  of  forestry  it  takes  perhaps  the  lifetime  of  the 
person  who  planted  the  trees,  On  that  premise  I think 
there  probably  is  a case  for  a .slightly  lower  rate. 

6521.  But  is  not  that  a general  case  for  subsidy  of 
capital  invesimeiU  of  that  kind,  whatever^  the  rate  of 
interest  happens  to  be  in  the  market?  It  is  not  a case 
for  higher  .subsidies  just  when  capital  happens  to  be  short 
in  the  community  in  general,  and  therefore  rates  of 

interest  are  higher? 1 would  not  say  it  is  so  much 

as  a subsidy  a.s  a que,stion  of  priority  for  certain  forms 
of  investment.  If  we  want  to  encourage  agricultural  in- 
vestmenit,  then  -perhaps  it  should  be  given  a slightly 
preferential  rate. 

6522.  But  is  not  that  an  argumen.t  which  applies  year  in, 

year  out? -Following  the  argument  out  to  its  logical 

conclusion,  it  is  conceivable,  I suppose,  that  in  an  era 
of  very  cheap  money  we  might  be  paying  at  something 
slightly  above  the  Bank  Rate,  if  we  had  a fixed  rate 
of  4 per  cent,  year  in  and  year  out. 

6523.  Tha-t  would  seem  to  be  not  meeting  your  require- 
ment that  investment  of  this  kind  should  be  encouraged 

as  a normal  thing? Lt.-Col.  Cameron:  Would  not  a 

fixed  rate  of  in-terest  be  the  sort  of  cncouragomenl  needed? 

If  one  knew  where  one  stood,  and  that  one  was  going 
to  pay  a -regular  5 per  cent.,  or  whatever  it  might  be,  for 
a certain  number  of  years,  perhaps  one  would  feel  that 
after  itliat  number  of  years  one  would  sec  some  return 
on,  that  money,  instead  of  having  to  borrow  money  on  a 
fluctuating  rale  and  being  very  uncertain  of  the  terms 
one  was  going  to  get.  That  is  a discouragement  to  in- 
vesting money  in  agriculture,  and  we  feel  that  as  a very 
long  term  venture  there  should  'be  some  encouragement 
by  means  'Of  a fixed  rale  of  interest  to  people  to  put  money 
into  the  agricultural  industry. — Mr.  Blair:  The  long  term 
nature  of  the  investment  is  an  important  point.  One 
does  not  want  to  visualise  having  to  wait  until  one  may 
have  a Bank  Rate  of,  say,  4 per  cent,  or  less,  to  go  in 
for  a loan  for  agricultural  purposes  or  for  landlords’ 
fixed  equipment.  The  landlord  would  he  happier  if  he 
could  have  a lower  rate  of  interest  than  the  present  existing 
high  rate,  spread  over  a period  of  years. 

6524.  That  is  surely  true  of  anybody  who  is  thinking 
of  borrowing,  not  just  farmers?  What  is  peculiar  about 

the  land  atuation? -Mr.  Lorimer:  Tiie  long  term  nature 

of  investment  in.  land;  it  is  a long  time  until  you  get 
any  return  on  it. — Mr.  Blair:  In  the  case  of  industry  a 
com'pany  docs  not  very  much  mind  whether  they  have 
to  pay  6 per  cent,  or  7i  per  cent,  on  the  cost  of  borrowed 
money,  because  they  lose  half  of  it  in  their  income  tax. 
I am  not  sure  that  that  really  applies  so  favourably  m 
the  case  of  a farmer  or  in  the  case  of  a landlord,  who 
cannot  set  off  the  amortisation  of  his  capital  investment 
in  his  accounts  for  income  tax  purposes. 

6525.  If  you  put  the  argument  that  way  you  are  arguing 

that  the  rate  of  interest  should  only  be  allowed  to 
fluctuate  where  fluctuation  docs  not  matter,  and  where- 
ever  it  does  any  work  it  should  be  prevented  from  work- 
ing. I am  -trying  to  find  something  which  is  peculiar  to 
the  investment  in  land.  You  have  produced  an  argument 
which  is  peculiar  to  all  very  long  term  investment,  it 
has  always  been  recognised,  that  it  is  just  that  kind  or 
investment  which  is  exposed  particularly  to  changes  m 
the  rate  of  interest.  That  is  nothing  to  do  with  the 
difference  between  farming  and  landowning  on  one  side, 
and  other  things? Mr.  Blair:  But  is  not  the  impact 
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of  'tlie  effect  of  high  interest  rates  much  more  acute  in 
investment  of  money  in  land  and  farming  than  it  is  in 
industry?— Mr.  Lorimer:  As  we  mentioned  earlier,  one 
just  cannot  get  Scottish  tenants  to  pay  7i  per  cent,  plus 
something  for  amortisation. 

6526.  Chairman : Whenever  the  current  rate  of  interest 

for  borrowing  rises  above  some  norm  like  5 per  cent., 
it  becomes  uneconomic  for  the  landlord  to  borrow  for 
improvements? Yes. 

6527.  Lord  Hwcourt:  The  differential  between  the  norm 
and  the  current  rate  is  entirely  at  the  landowners’  expense? 

Yes,  and  if  a landowner  goes  on  with  improvements 

now  he  will  not  be  getting  it  back  in  the  form  of  addi- 
tional rent,  because  he  just  will  not  get  it  out  of  the 
tenants. 

6528.  Chairman ; But  what  is  the  connection  between 
that  point  and  the  point  we  were  on  just  now,  that  land- 
owners  ought  really  to  be  allowed  always  to  borrow,  year 
in  and  year  out,  roughly  speaking  at  the  same  fixed  rate 

regardless  of  what  the  current  rate  of  interest  may  be? 

Lf.-Cof.  Cameron : Is  not  the  landlord’s  duty  a continuous 
duty?  We  cannot  put  off  our  improvements  until  a suitable 
time  when  borrowing  is  cheaper.  We  have  to  continue 
with  improvements,  because  otherwise  buildings  and  so 
on  get  more  and  more  dilapidated,  and  a landownw  is 
forced  to  spend  money  on  improvements,  quite  irrespective 
of  the  rate  at  which  he  has  to  borrow  money.  Most  land- 
owners  in  Scotland  have  very  little  liquid  resources ; they 
have  to  borrow  the  money  to  do  this  sort  of  work,  and  it 
would  be  much  more  satisfactory  for  them  if  they  could 
foresee  some  more  fixed  rate  of  interest. 

6529.  Can  one  take  it  as  a generalisation  that  this  kind 
of  expenditure  is  not  capable  of  being  defened  until 
times  when,  for  good  general  reasons,  the  rate  of  interest 

is  lower? ^Not  over  a period  of  years;  they  might 

perhaps  defer  it  for  a year. 

6530.  Sir  John  Woods:  Ls  there  any  particular  reason 
why  exactly  the  same  considerations  should  not  apply  to 

a manufacturer’s  buildings  and  plant  and  machinery? 

Mr.  Blair:  I think  so;  surely  the  difference  is  that  the 
landlord  is  bound  under  statute  to  provide  the  fixed 
equipment.  Unless  he  is  able  to  negotiate  with  a tenant 
who  is  able  to  afford  a reasonable  rent,  he  is  very  largely 
in  the  hands  of  the  arbiter  to  fix  that  rent,  which  inay  be 
a completely  inadequate  return  on  the  interest  which  he 
has  to  pay  to  borrow  the  money  to  spend  on  the  fixed 
equipment.  That  position  does  not  really  relate  to 
borrowing  in  industry. 

6531.  Chairman-.  What  is  this  statutory  obligation  p 
provide  fixed  equipment?  ■•••Mr.  Lorimer:  Under  the 
present  law,  which  may  possibly  be  changed, _ a direction 
can  be  served  on  a landlord  to  provide  additional  fixed 
equipment,  if  the  Agricultural  Executive  Committee  con- 
siders that  the  fixed  equipment  is  inadequate  _ for  the 
proper  cultivation  of  the  farm.  If  a direction  is  served 
and  confirmed,  that  fixed  equipment  has  got  to  be  provided. 

6532.  Who  serves  the  direction? ^The  Secretary  of 

State.  If  a direction  is  confirmed,  it  entitles  a landlord 
to  go  to  arbitration  as  to  what  additional  rent  he  should 
be  paid  in  respect  of  the  provision  of  that  particular  im- 
provement, unless  he  can  negotiate  the  additional  rent  with 
his  tenant.  The  arbiter  is  given  no  direction  as  to  how 
he  is  to  fix  that  rent ; he  might  in  an  extreme  case  say : 

“ I do  not  think  this  farm  is  worth  any  more  rent  than 
you  are  being  paid  now  ”.  The  landlord  might  have  had 
to  invest  a considerable  sum  of  capital  and  get  no  return 
on  it  at  all.  Alternatively  the  arbiter  might  fix  an  addi- 
tional rent  which  perhaps  represented  3 per  cent,  on  the 
capital  expenditure. 

6533.  Professor  Sayers:  Has  not  this  its  parallel  in  the 

directions  which  a factory  inspector  can  serve  on  an 
industrial  employer,  or  a sanitary  inspector  on  a house 
owner? Yes. 

6534.  Sir  John  Woods:  Have  there  been  many  such 

directions? Quite  a number  ; and  sometimes  they  issue 

a warning  notice  which  is  more  or  less  equivalent  to  a 
direction.  If  this  change  in  the  law  goes  throu^,  the  pro- 
vision of  fixed  equipment  will  be  regulated  by  the  terms 
of  .the  lease.  We  have  very  detailed  leases  dn  Scotland 
dealing  with  provision  of  fixed  equipment  by  the  landlord, 
and  what  die  obligations  of  the  tenant  are  in  regard  to 
maintenance,  and  so  forth ; if  the  landlord  is  not  pro- 


viding what  he  ought  to  under  .the  lease  then  the  tenant 
will  be  able  to  go  to  arbitration,  and  if  an  arbiter  issues 
an  award  saying  that  something  must  be  provided,  it  will 
have  to  be  provided.  The  same  procedure  will  follow  in 
regard  to  rent  fixing,  to  represent  interest  on  the  cost  of 
whatever  has  been  provided. 

6535.  Mr.  Jones:  What  proportion  of  arbitrations  are 

there  in  this  particular  field  as  against  negotiated  agree- 
ments between  the  landowner  and  the  tenant? 

Negotiated  agreements  are  very  much  more  frequent  than 
arbitration,  because  ecperiences  of  landowners  generally 
with  arbiters  on  the  question  of  rental  values  have  not 
been  very  happy  in  Gotland. 

6536.  You  feel  you  get  more  out  of  direct  negotiations 

than  you  do  out  of  arbitration? ^Yes;  and  in  the 

majority  of  cases  the  relationship  between  landlord  and 
tenant  is  good  and  some  sort  of  compromise  solution  can 
usually  be  arrived  at. 

6537.  To  what  extent  did  you  keep  up  with  the  sort  of 

improvements  which  were  necessary  to  farming  in  Scot- 
land, when  interest  rates  were  much  lower? A great 

deal  was  done  during  the  war  and  the  immediate  post-war 
period.  Not  as  raudi  is  being  done  now  generally  as  was 
done  in  the  years  between  the  war  and  1955. 

6538.  But  you  have  been  feeling  the  strain  of  higher 

interest  rates  since  about  1954-55? Yes. 

6539.  You  are  doing  less  now  than  you  were  doing 

before  1954/55;  in  retrospect  do  you  consider  that  you 
rriight  have  done  mere  before  1954-55  in  this  particular 
field? 1 do  not,  because  there  was  a lot  of  accumula- 

tion of  arrears,  which  could  not  be  dealt  with  during  the 
war  and  were  being  dealt  with  after  the  war.  So  there 
was  a great  amount  of  work  in  that  immediate  post-war 
period,  which  also  coincided  with  lower  interest  rates. 

6540.  Chairman ; Turning  now  to  paragraph  20  on 
special  pdamting  loans,  'that  relates  to  the  particular 
area  of  the  derdiot  woodlands  in  Scotland,  some  of  which 

are  derelict  as  a result  of  wartime  deforestation? Mr. 

Lorimer:  Yes,  to  quite  a considerable  extent.  The 
Zuckerman  Report  recommends  the  improvement  and  de- 
velopment of  forestry  dn  the  marginal  hill  areas,  as  a social 
problem. — Mr.  Blair : One  of  the  points  which  we  do  find 
is  important  is  where  we  say:  “ Many  timber  merchants, 
and  particularly  the  smaller  merchants,  rely  on  bank  credit 
for  financing  their  operations ".  The  effect  of  that  has 
been  that  with  these  high  interest  rates  merchants  are 
laying  off  buying  timber  from  timber  producers,  pro- 
prietors and  others  in  Scotland.  That  tendency  has  been 
apparent  more  noticeably  since  high  interest  rates  have 
been  dn  force. — Lieut.-Colonel  Cameron : That  is  so.  The 
smaller  merchanits  especially  may  find  it  a little  bit  harder 
to  get  credit  from  their  banks,  and  may  be  overstocked 
themselves,  or  for  other  rea.sons  are  finding  things  a little 
difficult,  It  reacts  very  hardly  on  the  forest  owner,  who  is 
finding  it  very  difficult  at  the  moment  to  dispose  of  his 
thinnings  and  so  on. 

6541.  Were  the  timber  merchants  in  general  overstocked 

before  this  movement  set  in? 1 think  it  varies  a lot. 

"They  seem  at  times  to  be  overstocked,  and  other  times  not. 

I think  they  probably  were,  but  I would  not  like  to  be 
categorical  on  that ; I do  not  know  enough  about  it. 

6542.  Lord  Harcourt:  Are  they  trying  deliberately  to 
reduce  their  stocks?  Is  that  one  of  the  reasons  why  they 

are  not  buying? Mr.  Lorimer:  They  certainly  would 

not  want  to  carry  heavy  stocks  at  the  moment,  because 
they  are  not  certain  which  way  the  market  is  likely  to 
go.  If  prices  are  more  likely  to  come  back  further, 
obviouriy  they  do  not  want  to  carry  heavy  stocks. 

6543.  Professor  Sayers:  Is  this  related  rather  to  changing 
market  conditions  tiian  to  changes  in  credit  conditions? 
Mr.  Blair : I should  think  it  is  a combination  of  both. 

6544.  Can  you  date  it  more  exactly?  Is  it  since  Septem- 
ber, or  was  it  apparent  in  the  summer? Lt.-Col. 

Cameron : I should  say  since  September ; it  started,  1 
think,  just  before  that,  but  it  has  certainly  been  accentu- 
ated lately. — Mr.  Blear : It  certainly  has  been  more  notice- 
able since  September.  I think  I am  right  in  saying  that 
the  timber  merchant  does  not  have  the  same  treatment 
from  the  banks  that  agricultural  tenants  would  have ; he 
is  treated  more  as  a commercial  venture,  and  he  therefore 
cannot  be  financed  to  carry  greater  stocks. — Mr.  Lorimer: 
The  Federation  feels  that  this  is  particularly  unfortunate. 
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Whea  there  is  a forestry  expansion  scheme  and  a dedica- 
tion scheme  for  forestry  which  all  Governments  since  the 
war  have  i^en  trying  to  push  'as  hard  as  they  can  with 
a view  to  making  this  country  by  the  end  of  this  century 
dependent  to  the  extent  of  one-third  on  home  timber, 
it  does  not  get  o2  to  a very  good  start  if  the  economic 
condition  of  the  industry  is  allowed  to  deteriorate. 

6545.  Chairman:  Would  the  current  recession  in  the 
demand  for  timber  by  timber  merchants  have  much  effect 
upon  these  long  term  schemes?— —I  understand  that  that 
is  so ; I am  informed  that  the  rate  of  planting  by  private 
woodland  owners  will  probably  fall  quite  a bit  this  year, 
due  to  these  conditions. 

6546.  Lord  Harcourf.  Is  that  due  to  an  inability  to 
sell  thinnings  from  young  plantations?  Is  it,  in  other 

words,  that  the  cash  is  not  there? Mr.  Lorimer:  I 

wouild  say  'both  thinnings  and  selection  fellings.  The  cash 
is  just  not  there  to  carry  on  with  the  planting  programme 
at  the  rate  that  many  owners  would  like  to  do  it. — Lt.-Col. 
Cameron:  There  is  uncertainty  about  the  future  market 
in  timber,  and  a lot  of  smaller  people,  particularly,  who 
have  had  it  in  mind  to  go  in  for  forestry  and  to  start 
planting,  and  have  been  encouraged  to  do  so,  are  holding 
back  at  the  moment  because  of  the  difficulty  of  getting 
the  money,  and  particularly  because  of  the  uncertainty  of 
the  market.  Until  that  uncertainty  is  resolved  it  is  very 
difficult  to  foresee  any  increase  in  planting. 

6547.  There  are  two  rather  different  problems:  one  is 

the  problem  of  credit,  and  the  other  is  anticipation  of  the 
future  trend  of  timber  prices  in  the  world? Li.-Col, 

(Adjourned  until  Tuesday, 


Cameron : I think  they  are  both  combined.— Mr.  Lorimer: 
They  reinforce  oui  argument  that  there  should  be  a stable 
form  of  credit  available  for  agriculture  and  forestry,  and 
then  landowners  would  know  where  they  were. 

6548.  Would  they  know  where  the  future  price  of  timber 

was  going  to  be? Mr.  Lorimer:  No,  quite. — Mr.  Blair: 

It  is  tied  up  with  uncertainty  about  the  future  price  of 
timber  and  the  high  interest  rates  on  money.  The 
encouragement  given  by  the  Forestry  Commission  to  the 
small  owner  to  replant  land  available  for  timber  planting 
contrasts  with  the  small  woodland  owner’s  lack  of  conB- 
dence  in  the  future.  He  does  not  know  where  he  is  going 
to  stand  as  regards  timber  prices,  and  he  has  even  less 
encouragement  if  he  has  to  pay  such  a high  rate  of  interest 
on  any  development  money  that  he  is  going  to  put  into 
the  timber. 

6549.  Chairman:  Then  in  paragraph  29  you  come  to 
short-term  credit.  Have  you  observed  any  drift  of  this 
nature  from  bank  credit  to  other  terms  of  credit  in  the 

last  year? 1 do  not  know  whether  I would  put  it  quite 

as  high  as  that ; but  I think  the  tendency  has  been  for 
more  carrying  of  farmers  by  auctioneers,  and  more  carry- 
ing of  purchases  of  farm  equipment  through  hire  purchase 
companies. 

Chairman : You  then  come  to  medium-term  credit,  and 
you  end  with  reference  again  to  the  importance  from 
your  point  of  view  of  stability  in  rates  of  interest.  I think 
that  completes  our  questions.  Thank  you  very  much  for 
your  help,  gentlemen. 

1st  April,  1958,  al  11  a.m.) 
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representing  The  Retail  Distributors  Association  Incorporated,  called  and  examined. 


6550.  Chairman:  We  have  read  your  memorandum* 
carefully ; if  1 may  say  so,  it  is  a very  carefully  thought 
out  paper.  Would  It  be  convenient  if  we  worked  through 
it  'With  you,  to  see  what  questions  we  want  you  to  enlarge 

upon? Mr.  May:  Yes,  Sir.  I would  like,  if  I may, 

to  apologise  for  the  fact  that  the  memorandum  is  not 
backed  up  more  in  the  way  of  statistics  but  urifortunately 
Mr.  Barber,  who  was  the  Director  of  our  Association, 
died  in  the  early  part  of  last  year,  and  Mr.  Dunse  did 
not  join  us  until  the  autumn  ; we  were  not  able,  therefore, 
to  do  as  much  work  on  this  as  we  ought  to  have  done. 

6551.  You  say  in  your  memorandum  that  the  views  of 
your  Association  reflect  the  experience  of  the  large  depart- 
ment stores  in  the  United  Kingdom.  'How  far  ought 
we  to  regard  you  as  confined  to  the  large  department 

stores? ^We  arc  not  confined  entirely  to  the  lar^e 

department  stores.  A substantial  part  of  our  m^bership 
consists  of  (he  large  groups,  but  we  have  many  individual 
stores  as  well  which  are  mainly  of  the  larger  department 
store  type. 

6552.  In  paragraph  3 you  say : 

“ In  genera],  therefore,  among  the  meiribers  of  the 
Association,  the  restrictions  on  bank  credit  have  had 
little  effect  on  stock  levels  ; indeed  over  the  period  under 
review,  although  the  total  bank  advances  to  the  retail 
trade  has  steadily  fallen,  the  monetary  value  of  the 
stocks  held  has  almost  as  steadily  increased.” 

Can  you  enlarge  on  the  process  by  which  bank  advances 
to  (he  retail  trade  have  steadily  fallen?  Is  that  for  the 

period  of  the  credit  squeeze? ^Yes.  These  are  total 

retail  trade  figures,  not  department  store  figures.  We 
have  no  separate  figures  for  bank  'advances  to  department 
stores. 

6553.  Would  it  'be  your  impression  that  over  this  period 
the  stores  whose  experience  you  reflect  have  steadily  taken 
less  bank  credit?— —Mr.  Rowntree:  The  smaller  ones 
have  probably  remained  more  or  less  the  same ; the 
larger  ones  I would  not  know  about.— Mr.  May:  The 
larger  ones  have  been  about  the  same  again.  This,  I am 
afraid,  was  a contrast  between  general  retail  trade  and 
our  own  experience ; we  have  no  separate  figures  for 
department  stores. 

6554  Professor  Sayers:  Do  your 'members  depend  much 

on  bank  overdrafts? For  a long  time  it  has  been  the 

general  practice  to  finance  peaks  of  requirements  m mat 
way ; the  main  use  in  our  trade  of  bank  overdrafts  has 
been  for  that  purpose. 

6555.  You  mean  seasonal  fluctuatiora? — -Yes ; they 
mean  pretty  considerable  fluctuations  in  working  capital 
requirements. 

6556.  Chairman : Any  store  expects  to  have  an  agreed 

line  of  credit  with  a bank? Most  stores  have  a litrut 

on  their  bank  overdraft,  but  they  do  not  necessarily  use 
it  all,  certainly  not  all  the  time. 

6557.  You  would  expect  it  to  approach  the  agreed 

limit  at  the  time  of  your  seasonal  pressure? Yes,  it 

♦ Mempranda  of  Evidence  Part  VII  No.  13. 


does  not  always  go  up  then,  but  March  and  April,  and 
again  about  October  and  November,  approaching  the 
Christmas  trade,  are  when  we  expect  the  department 
stores  to  have  their  overdrafts  up  to  the  maximum. 

6558.  Lord  Harcourt:  Do  you  know  if  your  members 

use  acceptance  credits  for  the  peak  periods? Mr.  May : 

I do  not  think  (hey  do. — Mr.  Rowntree : 1 know  of  no 
cases  of  that. 

6559.  Professor  Sayers:  Have  many  of  the  overdraft 

limits  been  reduced? Mr.  May : I do  not  know  of 

any  oases. 

6560.  Is  that  true  not  merely  of  the  period  before 
September,  1957,  but  also  after  September,  1957?-; — 
Mr.  Rowntree:  There  may  perhaps  have  been  marginal 
r^uctions  in  response  to  requests  for,  broadly  speaking,  a 
10  per  cent,  cut,  but  I would  not  (hink  there  is  anything 
else  that  has  been  done.— Mr.  May:  I do  not  know  of 
any  cases,  Wt  it  is  a matter  which  we  have  not  questioned 
our  mem.bers  on  individually. 

6561.  Sir  John  Woods:  In  paragraph  4 you  say:  — 

“It  may  be,  however,  that  had  the  restrictions  not 

existed,  among  the  smaller  firms  at  least,  plans  for 

expansion,  which  have  not  been  entertained,  would  have 

been  proceed^  with. . . 

Is  that  a bit  of  intelligent  theorising  or  have  you  actual 
knowledge  of  expansion  plans  being  abandoned  or  deferred 

because  erf  the  restrictions? 'We  are  talking  about 

the  pre^eptember  period  here,  I 'have  personal  knowledge 
of  one  or  two  minor  projects ; that  is  all.  I would  say 
it  was  marginal. 

6562.  Professor  Sayers:  Have  you  anything  to  say  in 
modification  of  this  in  the  light  of  experience  since 

September? Yes.  I would  still  say  that  there  has  been 

no  noticeable  effect  on  the  carrying  of  stocks,  but  I 
would  say  that  there  has  been  an  appreciably  tighter 
position  about  the  cancellation  or  not  starting  of  capital 
expenditure  projects  since  last  September. 

6563.  Chairman:  Because  of  bank  advances  being  under 
any  particular  pressure,  or  for  some  other  general  reasons? 

^Partly  because  of  bank  advances  being  under  pressure 

and  partly  for  other  reasons,  such  as  the  general  economic 
effect  of  the  September  measures.  In  our  trade  I think 
the  general  effects  are  more  important  than  the  specific 
measures. 

6564  Sir  John  Woods : You  would  not  say  that  it  was 

particularly  the  Bank  Rate? 1 think  the  Bank  Rate 

is  dl  relatively  minor  importance  as  far  as  we  are 
concerned. 

6565.  Sir  Oliver  Franks:  There  must  be  a point  at 

which  (bat  view  would  have  to  be  modified? Yes, 

•but  if  one  takes  the  interest  rate  in  isolation  it  is  not  a 
factor  that  worries  us  very  much ; it  is  the  general 
economic  effect  and  the  general  outlook  that  is  our 
concern  If  there  was  a continued  inflationary  outlook 
generally,  then  it  might  be  worth  while  paying  8 per  cent. 
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6566.  I 'Understand  that,  but  one  could  not,  I think, 
apply  your  argument  at  all  levels  of  rates  of  interest  in 
quite  the  same  way.  inhere  must  be  a point  at  which 
the  rate  of  interest  by  itself  bites,  I think,  for  everyone? 

Certainly ; it  depend-s  on  the  length  for  which  you 

tie  yourself  up.  That  must  be  true. 

6567.  Sir  Reginald  Verdon  Smith:  You  were  speaking 

just  now  of  variations  in  stock  levels  due  to  seasonal 
changes ; what  sort  of  range  of  variation  is  there  in 
stock  levels  other  than  for  seasonal  purposes?  Is  the 
range  one  of  10  per  cent,  either  way  on  a norm,  or 
50  per  cent.? Mr.  May:  I should  have  said  some- 

thing about  5 per  cent,  on  either  side  of  the  figure  that 
one  was  wanting  to  be  at. — Mr.  Royvntree : I would  have 
thought  perhaps  slightly  wider  than  that : between  5 and 
10  per  cent. 

6568.  Would  that  be  a great  deal  less  than  the  variation 

for  seasonal  purposes? Yes,  a great  deal  less. 

6569.  5fr  Oliver  Franks:  When  a department  store  is 
ordering,  it  must  be  very  much  influenced  in  what  and 
how  much  it  orders  by  its  estimates  of  trading  demand. 
What  is  the  period  in  time  which  would  normally  separate 

the  ordering  from  the  effective  sale? Mr.  Rowniree : 

It  would  vary  with  the  class  of  trade. — Mr.  May : The 
average  rate  of  stock  turnover  is  something  over  five 
times  a year,  so  that  the  average  period  would  be  between 
two  and  two  and  a half  months  from  the  time  of  delivery 
until  the  time  of  sale.  The  time  between  ordering  until 
delivery  depends  very  much  on  one's  business ; one  may 
be  ordering  for  delivery  a year  or  fifteen  months  ahead 
or  for  delivery  tomorrow.  The  average,  1 should  say, 
would  be  of  the  order  of  three  months.  Do  you  agree, 
Mr.  Rowntree?— Mr.  Rowniree:  Yes. 

6570.  If  we  take  -five  or  six  months  as  being  the  average, 
how  does  a department  store  come  to  a view  of  what 
the  likely  level  of  consumer  demand  for  its  products 
will  be?  i'\^at  'factors  does  it  take  into  consideration, 
or  what  measures  does  it  look  to?  Or  is  it  esscntia'IIy 

hunch  and  flair  based  on  experience? Mr.  May : As  fur 

as  my  own  business  as  concerned,  every  six  months  we  have 
a sales  estimate  conference ; we  get  together  the  trading 
side,  the  financial  side  and  our  economic  experts,  and 
in  the  end  wc  usually  come  to  an  'agree.mcnt  on  what 
we  think  demand  is  going  to  be  like  on  the  ba.sis  of  the 
previous  year’s  experience.  We  are  generally  witliin  a few 
per  cent,  of  the  results. 

6571.  Is  the  effect  of  this  paragraph  6 really  to  .say  that 
in  the  process  of  determining  what  you  will  order  and, 
therefore,  what  your  stock  level  will  be,  the  rate  of  interest 
at  any  level  which  we  have  known  over  the  last  six  years 

is  not  a very  important  factor? Mr.  May:  I would 

have  said  so,  yes. — Mr.  Rowniree:  1 would  agree  with 
that. 

6572.  Chairman : Does  your  experience  of  the  last  six 
months,  with  a higher  rate  of  interest  Ihan  wc  have  had 

since  the  war,  alter  your  outlook? Mr.  May : Not  if 

one  isolates  the  rate  of  interest  as  a single  factor.  It 

I the  indirect  effects  rather  than  the  direct  effects. 

6573.  So  far  as  one  can  isolate  the  rate  of  interest 

s a factor,  your  view  remains  as  you  have  said? Yes, 

6574.  Professor  Sayers:  Suppose  that  the  Government 
nad  taken  all  the  various  measures  it  did  take  last 
September  except  the  change  in  the  rate  of  interest ; what 
do  you  think  the  effect  would  have  been  on  your  trade? 
Would  you  have  still  felt  this  necessity  to  tighten  belts 

a little? Mr.  May:  We  certainly  should  so  far  as 

capital  expenditure  projects  were  concerned,  but  wo  should 
not  have  felt  it  necessary  yet  'to  drop  our  stock  levels— Mr. 
Rowniree:  The  question  for  us  is  rather:  if  the  Bank 
Rate  had  not  been  included  in  the  measures,  what  effect 
that  would  have  had  on  the  public.  Their  interpretation 
of  the  measures  would,  I think,  have  affected  our  attitude 
towards  stocks  and  the  future  level  of  trade.  It  is  rather 
an  indirect  effect  than  a direct  one. — Mr.  May : One  cannot 
dissociate  from  this,  moreover,  the  effect  of  Ihe  measures 
on  the  general  level  of  prices.  For  instance,  the  future 
course  of  building  prices  and  the  prices  of  equipment 
is  a very  considerable  factor  in  some  of  our  decisions 
about  whether  to  proceed  with  special  plans  now  or  to 
wait  for  a little  while.  All  that  is  part  of  the  general  effect 
of  the  monetary  rates. 

6575.  Chairman:  In  Section  {b)  you  go  on  to  analyse 
several  reasons  why  in  all  your  experience  up  to  now  the 


cost  of  borrowing  has  not  been  a dominant  factor  in 
decisions  either  on  stock  levels  or  capital  investment 
plans. — Professor  Sayers:  Which  rates  of  interest  are  most 
relevant  for  your  business  purposes,  bank  overdraft  rates, 
or  the  rates  at  which  debentures  can  be  sold,  or  what?— 
Mr.  May:  It  varies  from  business  to  business.  It  depends 
whether  the  business  is  of  a type  which  would  normally 
go  to  the  money  market  or  finance  itself  in  some  other 
way.  Most  of  the  larger  businesses  would  normally  use 
bank  overdrafts  only  on  a .short  term  basis.  They  must 
have  long  term  finance  if  they  are  going  to  expand  and 
there  it  is  much  more  a quc.stion  of  the  rates  of  interest 
on  a capital  issue  than  the  rate  on  bank  overdrafts.— Mr. 
Rowniree:  I think  that  is  broadly  true,  but  in  the  small 
department  stores  they  would  be  more  concerned  with  the 
bank  overdraft  rate. 

6576.  Do  the  smaller  stores  normally  look  to  help  from 

the  banks  in  financing  capital  development? 1 think 

normally  not,  except  for  very  short  periods ; but  I think 
it  would  be  true  to  say  (though  the  evidence  I have  for 
this  is  a little  patchy,  to  say  the  least)  that  the  amount  of 
bank  borrowing  which  is  used  to  finance  stock.s  has  some- 
what increased  in  the  last  four  or  five  years. 

6577.  Chairman:  You  make  the  point  in  paragraph  6 

of  your  memorandum  that  “ firms  do  not  generally  contrast 
the  profitabilily  of  internal  and  external  investment  when 
determining  the  disposal  of  reserves.”  That  is  a general 
observation,  but  is  it  from  what  you  have  seen? Yes, 

6578.  Professor  Sayers:  Where  do  the  small  stores  go 

for  their  money  for  capital  development? Mr.  May: 

to  a very  considerable  extent  the  trade  has  financed  itself 
out  of  retained  profits  as  well  a.s  out  of  bank  advances.  In 
retail  trade  and  department  store  trade  as  a whole,  there 
is  a itendcncy  to  have  recourse  much  lcs.s  to  the  making 
of  issues  and  to  the  money  market  than  there  is  in  industry 
generally.  We  have  some  figure.s  on  that  in  paragraph  15 
which  show  that,  at  any  rate,  up  to  1953,  the  retail  trade 
sought  finance  this  'Way  .to  a much  lc.sscr  extent  than 
industry  in  general ; 7 per  cent,  of  new  fund.s  for  the  retail 
trade  against  an  average  of  14  per  cent,  for  manufacturing 
and  distribution  firms. 

6579.  Where  does  the  rest  of  the  money  come  from? 

f think  they  must  finance  themselves  almost  completely 
out  of  retained  profits. 

6580.  Cluiirnum:  You  mention  in  paragraph  10  certain 
expedient  which  have  been  resorted  to,  such  as  raising 
money  on.  properly,  which  has  been  quite  a feature.  Can 

you  enlarge  on  thaL? Mr.  May : 1 should  have  thought 

that  that  applied  'm-ore  to  the  larger  stores  than  to  the 
smaller  ones  ; .the  previous  question  was  with  regard  to  the 
smaller  firms. — Mr.  Dunse : I have  knowledge  of  one  case 
where  a substantial  developmimt,  having  regard  to  the  size 
of  the  store,  has  so  far  been  financed  entirely  out  of  bank 
advances,  the  redemptiem  of  the  bank  advances  coming 
out  of  retained  profits. 

6581.  Professor  Sayers:  Over  a period  of  years? 

Since  about  1952. 

6582.  Lord  Haranirt : Has  there  been  a great  increase 
in  the  financing  of  department  stores  by  the  sale  and 

the  leasing  back  of. their  properties? Mr.  May:  I 

should  not  have  called  it  a great  Increase  but  there  has 
certainly  been  an  increase.  I know  of  a number  of  cases 
where  it  has  been  done  in  the  last  six  or  seven  years. 

6583.  Is  that  •bccau.se  of  the  credit  squeeze,  or  is  it 
a change  of  climate  in  that  the  stores  think  that  there 

is  no  advantage  in  owning  real  property? Mr.  May: 

I do  not  think  department  stores  as  a whole  liave  reached 
the  point  where  they  would  sooner  not  own  their  buildings. 
I think  that  in  those  cases  where  it  has  occurred  it  has 
been  purely  a capital  raising  operation. — Mr.  Rowniree: 
In  some  cases,  because  .some  of  the  smaller  businesses  are 
family  businesses,  considerations  of  death  duties  have 
come  into  the  question. 

6584.  Chairman:  Is  the  resort  normally  to  an  insur- 
ance company? Mr.  May:  Yes. — Mr.  Rowniree:  To 

pension  schemes  in  some  cases. — Mr.  May:  And  certain 
big  charities  have  done  it  in  the  past.  1 believe  it  has 
been  true  even  of  some  of  the  pension  funds  of  sorne  oi 
the  nationalised  undertakings,  though  I do  not  know  oi  any 
recent  cases. 

6585.  Professor  Sayers:  Do  the  building  societies  come 

into  this  field  at  all? Mr.  Rowniree:  I do  not  know 
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at  a case. — Mr.  May.  I have  not  heard  of  any.  It  is 
rather  outside  their  field,  I think. 

6586.  Chairman:  Passing  now  to  the  Capital  Issues 
Committee  in  paragraph  8 of  your  memorandum,  I take 
it  that  the  stores  for  whom  you  speak  have  not  had  any 
great  experience  of  having  to  apply  to  the  Capital  Issues 

Committee? Mr.  May:  That  is  true  of  the  smaller 

stores,  is  it  not,  Mr.  RowntreeV — Mr.  Rowntree:  Yes. 

6587.  Simply  'because  the  capital  market  is  not  their 

normal  point  of  resort? Mr.  May:  Yes. 

6588.  Professor  Sayers'.  Have  the  larger  stores  been  to 

the  Capital  Issues  Committee? Some  of  them  have. 

6589.  What  has  been  the  result? ^In  most  cases  they 

have  got  what  they  asked  for ; but  I thi^  they  have 
mostly  only  gone  when  they  were  pretty  confident  that 
they  would  get  consent. 

6590.  Chairman : What  do  you  think  that  confidence 

is  founded  on;  soundings  somewhere  beforehand? 

Not  soundings  of  the  Capital  Issues  Committee.  I can 
only  speak  about  otu-  own  organisation,  but  we  should 
not  dream  of  going  without  having  all  the  professional 
advice  that  we  ought  to  have. 

6591.  That  would  mean  referring  it  to  a firm  of  accoun- 
tants who  were  experienced  in  capital  issue  applications? 
^Yes,  bankers,  accountants,  solicitors  and  stocicbrtrfters. 

6592.  Sir  Oliver  Franks:  Would  your  professional 
advisers  in  turn  tend  to  see  what  the  views  of  the  Govern- 
ment department  responsible  for  the  general  interests  of 
retail  trade  would  be?  I suppose  it  would  be  the  Board 
of  Trade ; are  you  in  touch  with  them  at  the  point  at 
which  you  decide  whether  to  go  forward  or  not  directly 

or  indirectly  through  your  professional  advisers? Mr. 

May : To  the  best  of  my  knowledge,  no. — Mr.  Rowntree : 
Since  the  end  of  Khe  post-war  restrietdons  I do  not  think 
we  have  been  in  touch  with  the  Board  of  Trade  at  all 
on  .these  things.  Previously,  we  were  in  fairly  frequent 
contact  on  various  things. 

6593.  It  would  be  right  to  assume  that  in  this  important 

section  of  trade  people  contemplating  capital  expansion 
and  faced  with  <he  C.I.C.  control  would  not  normally 
go  round  to  talk  to  someone  in  some  branch  of  the  Board 
of  Trade,  to  see  whether  they  thought  it  was  a reason- 
able proposition? Broadly  speaking,  I think  that  would 

be  true. 

6594.  Professor  Sayers:  And  yet  paragraph  9 would 
seem  to  indicate  that  the  C.I.C.  has  been  a very  con- 
siderable deterrent.  What  has  been  .the  basis  of  this 

shyness? Mr.  Dunse:  I do  not  really  know  the  basis, 

partly  because  I am  new  in  this  sphere  of  activity ; but 
there  is  a definite  conviction  amongst  many  retailers, 
particularly  .the  smaller  firms,  that  applications  to  the 
Capital  Issues  Committee  are  a waste  of  time  because 
consent  will  not  be  forthcoming.  It  has  stemmed  largely, 
so  far  as  I can  trace  it,  from  people  who  have  had 
applications  turned  down  talking  to  tiheir  colleagues  and 
to  people  in  other  firms,  and  because  there  is  a lack  of 
explanation,  in  many  cases,  or  detailed  knowledge  as  to 
how  the  C.LC.  arrives  at  its  conclusions. 

6595.  Sir  John  Woods:  You  do  in  fact  give  one 
reason:  — 

“ There  is  a feeling  among  retailers  that  the  Capital 

Issues  Committee  places  a very  low  priority  on  the 

capital  requirements  of  the  retail  trade.  . . 

Is  that  what  you  are  referring  to? 'Whether  that  is 

true  or  not  we  do  not  know,  but  that  is  the  belief  we 
find  on  talking  to  many  people. 

6596.  It  is  a fact  that  that  is  the  belief  ; .but  you  do  not 

know  what  die  reasons  are? ^Yes. 

6597.  Professor  Sayers:  It  would  seem  implicit  in  this 
also  .that,  if  there  had  not  been  this  fear  of  refusal  by 
the  Capital  Issues  Committee,  a great  many  applications 
Would  have  come  forward  and  a great  many  plans  would 

have  come  forward.  Is  that  so? 1 think  nwre  would 

have  oome  forward,  but  whether  it  would  be  a great 
many  or  not  I do  not  know. 

6598.  You  say  the  Committee’s  impact  is  “ very  much 
greater " than  the  number  of  applications  would  seem 

to  suggest? Mr.  Rowntree : It*  is  a very  difficult  thing 

to  get  down  to.  This  may  be  used  in  conversation  as 
ffie  reason  why  people  do  not  go  ahead,  but  it  may  not 
in  fact  be  the  real  reason. 


6599.  Lord  Harcourt:  The  effect  of  this  unwillingness 
to  go  to  the  Capital  Issues  Committee  must  have  been 
a tendency  to  distribute  a smaller  proportion  of  profits, 

and  to  plough  back  more  for  future  development? 

I think  so,  yes. 

6600.  You  are  not  suggesting  that  the  retail  trade  as 

a whole  has  given  up  ideas  of  ^tpansion  because  of  the 
difficulty  with  .the  C.I.C.? No., 

6601.  Chairman:  This  paragraph  deals  mainly  with 
two  things:  the  impact  of  the  C.I.C.  and  its  attitude 
upon  an  application  or  a likely  application,  and  the  other 
expedients  which  have  been  resorted  to  because  of  that. 
Oa’Q  you  marry  cme  with  the  other?  Do  you  think  there 
has  'been  for  one  reason  or  another  a number  of 

expansion  plans  abandoned  foe  lack  of  finance? Mr. 

May : I think  that  that  is  true  since  last  Septembw,  but 
I do  not  think  it  was  true  before  last  September.  There 
ware  some,  I know,  but  not  a high  proportion.  I think 
that  retained  profits  have  been  used  in  certain  cases  : 
freeholds  have  been  sold  and  other  special  arrangements 
have  been  made. 

6602.  This  share  exchange  device,  althou^  it  attracts 

attention,  is  not  very  widespread,  is  it? Mr.  Ro'wntree: 

1 do  not  think  so. 

6603.  I take  it  that  paragraph  11  covers  questions  of 

capitalisation  ■of  reserves? Mr.  Dunse:  Yes. 

6604.  Professor  Sayers:  That  has  had  no  repercussion 

on  plans  for  capital  development? It  does  not  have 

repercussions  on  plans  for  capital  devel^ment  directly, 
but  it  might  be  argued  tliat  it  has  an  indirect  effect.  For 
example,  I have  been  told  by  several  firms  that  their 
inability  to  capitalise  reserves  and  redress  their  balance 
sheets  makes  life  more  difficult  for  .them.  I am  talking 
now  of  private  companies  as  regards  the  surtax  legislation 
on  closed  co^rpotations.  It  has  some  effect  on  their  ability 
to  plough  back ; they  might  fool  it  pr.udent  to  distribute 
more  than  they  would  do  if  they  did  not  feel  it  a risk 
from  Che  point  'Of  view  of  the  surtax  directiem, 

6605.  Chairman : And  it  introduces  the  complication 

of  take-over  bids? Yes. 

6606.  We  then  come  to  Section  (4)  “ Change  in  the 
terms  on  'Which  Hire  Purchase  Finance  is  available  — 
Sir  Reginald  Verdon  Smith:  In  paragraph  13  you  say 
that  many  of  the  Association’s  members  finance  their  own 
hire  'purchase  trade ; can  you  give  us  a general  indication 
of  the  way  in  which  this  is  done?  Is  it  done  by  special 

subsidiary  companies? Mr.  May:  M'Ost  of  the 

members  finance  it  within  their  own  company.  Some  of 
us  have  had  separate  hire  purchase  companies,  but  they 
have  been  financed  fram  the  general  pool  of  'the  group’s 
finances  so  there  was  no  special  advantage;  we  have 
stopped  that  now. 

6607.  Lord  Harcourt:  With  hire  purchase  has  there 
been  an  additional  strain  on  the  working  capital  of  these 

firms? Mr.  May:  Not  very  much  ; but  there  has  been 

some.  Hire  purchase  balances  as  such,  leaving  out  of 
account  for  the  moment  extended  credit,  are,  1 am  sure, 
lower  today  than  they  were  two  or  three  years  ago,  when 
we  had  a period  without  any  restriction  of  any  sort. — 
Mr.  Rowntree:  The  normal  picture  would  be  that  any 
store  which  did  find  itself  having  difficulty  in  financing 
hire  'purchase  would  tend  to  re-finance  a 'portion  with  the 
hire  purchase  companies  ‘by  the  block  discounting  system 
just  to  tide  it  over  the  period  of  the  strain. 

6608.  Professor  Sayers : Is  there  a seasonal  swing  in  the 

amount  of  hire  purchase  outstanding? Mr.  Rowntree: 

Not  very  much,  I think. — Mr.  May:  It  usually  drops 
back  a bit  in  the  first  half  of  the  year  and  rises  in  the 
second  half  of  the  year,  but  it  is  not  a very  large  swing. 
Department  store  trade  generally  is  larger  in  the  second 
half  of  the  year  than  it  is  in.  the  first  half  of  the  year. 

6609.  Chairman:  In  section  (e)  you  deal  with  the 
“Availability  of  finance  other  than  'Banks  and  Hire 
Purchase  Finance  Companies  ’’.  You  say  in  para- 
graph 14:  — 

“Where  it  has  been  necessary  to  go  to  the  market 

for  funds,  the  general  experience  of  the  large  firms  has 

been  that  these  funds  have  been  readily  forthcoming. 

Any  change  which  has  been  detected  has  been  that  of 

a greater  market  sensitivity  to  terms.’’ 

What  do  you  think  is  the  cause  of  that? Here  again, 

we  are  speaking  about  the  period  before  last  September, 
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It  depends  what  sort  of  security  one  is  issuing,  of  course  ; 
some  of  us  were  finding  that  there  was  a greater  sensitivity 
on  fixed  interest  issues. 

6610.  Does  that  mean  reluctance  to  take  themV- — 
Nobody  goes  to  the  market  unless  he  is  pretty  confident 
that  he  is  going  to  get  his  terms  accepted  ; but  we  found 
no  case  before  September  where  anybody  got  to  the  point 
of  wanting  to  make  an  issue  and  had  not  found  that 
money  would  be  available. 

6611.  We  now  pass  on  to  section  (f):  ‘‘Changes  in  the 
use  and  organisation  of  Consumer’s  Credit”.  You  say 
that  the  usual  practice  of  stores  has  not  been  modified  ; 
and  then  you  say : — 

“ As  regards  credit  given,  the  average  length  of  credit 
to  customers  on  normal  accounts  in  the  period  under 
review  has  probably  shortened  slightly ; but  this  is  due 
to  improvements  in  office  systems  rather  than  to  any 
impetus  from  monetary  measures  to  reduce  the  amount 
of  credit  granted.” 

Has  there  been  any  change  in  that  general  pattern  since 

September,  1957? No.  There  have  been  one  or  two 

odd  cases  where  the  amount  of  balances  outstanding  from 
customers  has  gone  up,  but  I think  that  has  been  as  much 
due  to  the  ’flu  epidemic  in  the  autumn,  which  made  it 
difficult  to  maintain  staff  in  credit  offices,  as  to  anything 
else.  Generally  speaking,  the  proportion  of  balances  out- 
standing has  remained  extremely  constant  over  the  last 
two  or  three  years. 

6612.  And  on  the  supply  side;  has  there  been  any 
change  in  your  practice  of  trying  to  settle  your  suppliers’ 

accounts  promptly? It  is  much  too  profitable  a 

business  for  us  to  go  back  on  that  if  we  can  possibly 
help  it. 

6613.  Professor  Sayers-.  Can  you  tell  us  anything  about 
the  really  long-term  trends  in  this,  both  as  between  you 
and  your  suppliers  and  between  you  and  your  customers? 
Has  the  trading  basis  become  more  a cash  basis,  or  has 
credit  trading  tended  to  increase,  if  one  looks  back  not 

just  over  years,  but  over  decades? Mr.  Rowntree-.  If 

there  is  still  time,  it  seems  to  me  that  it  would  be  better 
for  some  of  the  facts  to  be  got  out,  because  the  impres- 
sions that  one  retains  at  the  end  of  a period  of  that  sort 
are  very  often  apt  to  be  misleading.  The  most  characteristic 
experience  since  the  war  has  been  the  change  in  the  type 
of  person  who  uses  a monthly  credit  account.  _ Very 
many  of  our  account  customers  are  now  people  in  the 
middle  ranges  of  income  who  before  the  war  would  not 
have  allowed  themselves  to  enter  anything  to  an  account 
and  prided  themselves  on  the  fact  that  they  never  owed 
a penny  to  anyone.  They  would  have  been  predominantly 
cash  cu.stomers  pre-war.  but  some  of  them  do  have 
monthly  accounts  now,  and  many  more  of  them  use  hire 
purchase  and  other  forms  of  extended  credit. 

6614.  Are  you  referring  to  the  same  individuals,  or  is 

it  the  new  generation  that  is  growing  up  that  has  different 
habits? 1 think  it  is  the  new  generation  that  is  grow- 

ing up,  though  they  may  also  be  influencing  their  parents 
in  their  habits. 

6615.  The  tendency  is  for  credit  trading  with  customers 

to  increase? Mr.  Rowntree : Credit  has  stayed  about 

■the  same  in  proportion  but  I think  it  would  other- 
wise have  shown  a very  sharp  decrease.  That  would  be 
my  guess ; I do  not  know  whether  I would  be  borne  out 
by  the  figures  on  that— Mr.  May:  I should  not  like  to 
give  a firm  opinion  without  getting  hold  of  the  figures, 
r should  have  said  that  the  monthly  credit  had  probably 
either  stayed  round  about  the  same  or  perhaps  dropped 
back  a little,  but  there  has  been  a considerable  increase 
in  forms  of  long  term  credit.  That  is  purely  guesswork, 
and  if  a firm  answer  is  wanted  to  thi.s,  I should  be  grateful 
if  we  could  have  notice,  and  we  could  try  and  get  some 
figures  out. 

6616.  Lord  Harcouri:  When  you  talk  about  a monthly 

credit  account,  is  that  the  account  that  is  rendered 
monthly? Yes. 

6617.  How  long  after  the  rendering  of  the  account  do 

you  reckon  to  receive  your  payment? Mr.  May.  I 

would  say  that  one  has  roughly  six  to  eight  weeks  of 
credit  sales  on  one’s  books  at  a time.  That  is  an  average 
figure ; there  are  tremendous  variations.  Would  you 
agree,  Mr.  Rowntree?— Mr.  Rowntree:  Yes. 

6618.  Professor  Sayers:  What  about  the  suppliers’  end? 
Mr.  May:  Guessing  again,  I would  have  thought 


that  the  general  practice  had  been  to  pay  more  promptly, 
if  anything. — Mr.  Rowntree:  T think  that  is  so.  That 
would  need  some  study,  because  there  is  a change  in  the 
terms  which  our  suppliers  characteristically  give.  It  lends 
to  run  by  trades.  My  impression  would  be  that  the  trades 
which  now  give  a discount  for  prompt  settlement  are 
slightly  larger  in  number  than  they  were  pre-war.  In 
other  words,  the  practice  has  extended  a little.  That 
would  again  be  an  impression,  and  I do  not  recollect 
any  figures  to  prove  it. 

6619.  But  neither  at  the  customer  end  nor  the  supply 
end  has  there  been  any  such  marked  change  as  impresses 
itself  upon  your  notice  and  makes  detailed  investigation 

quite  unnecessary? Mr.  Rowntree:  I think  that  is 

true  What  changes  there  have  been  have  perhaps  been 
in  the  direction  of  shortening  rather  than  lengthening.— 
Mr  May:  But  over  a long  period  this  is  very  much 
guesswork.  We  none  of  us  rciilly  look  at  pre-war  figures. 

If  you  would  like  a real  answer  to  these  questions  perhaps 
we  can  get  some  information  for  you. 

6620  Sir  Oliver  Franks:  In  relation  to  the  post-war 
period  would  you  say  that  the  reason  why  you  have 
been  able  to  give  the  answers  that  you  have  just  given  is 
really  that  the  demand  of  your  consumers  has  been  so 
steadily  buoyant,  apart  from  quite  minor  variations,  that 
the  flow  of  trade  through  the  department  stores  and  from 
the  suppliers  has  really  been  uninlcrrupled.  so  that  these 
questions  of  the  level  of  slocks,  the  methods  of  financing, 
the  degree  of  credit  extended  to  customers,  or  obtained 
from  suppliers,  have  more  or  less  gone  along  relatively 
unexamined  because  you  were  borne  up  on  the  tide  of 

consumer  spending? In  common  with  other  people 

we  have  been  borne  along  very  comfortably,  except  for 
1952  1 would  not  like  it  to  be  suggested  that  we  do 

not  watch  these  figures  fairly  carefully  as  we  go  along, 
especially  in  recent  years ; it  is  difficult  to  look  back 
before  the  war. 

6621.  Profess-ar  Sayer.v.  You  said:  " ■ • ■ except  for 
1952”  I wonder  il  you  would  tell  us  very  shortly  some- 
thing of  that  experience,  and  particularly  whether  in  your 
exporicuce  the  1952  upset  related  at  all  to  changes  m credi 

condition.s  at  that  time? 1 would  not  have  thought  at 

all. 

0622.  It  was  purely  a demand  phenomenon? Mr. 

May : 1 would  have  thought  that  it  wa.s  the  obverse  of 
the  preceding  boom  and  the  rapid  full  of  raw  material 
prices.— Mr.  Ro-rvntn-e:  Particularly  wool  prices.— Mr. 
May:  There  was  a very  great  change  in  the  retail  tri^e, 
business  was  booming  in  1951,  but  in  August,  1951,  it 
moved  right  round. 

6623.  Lord  harcouri:  Can  you  tell  us  at  ail  what 
proportion  of  your  suppliers  would  be  wholesalers  and 
what  proportion  would  be  munufaclurersV  How  much  or 
■the  department  stores’  ordering  is  done  ^ire^ /——Mr. 
May : il  varies  to  some  extent  according  to  the  type  or 
store,  ’but  the  amount  purchased  from  wholesalers  is 
relatively  m^csl  now. — Mr.  Rowntree : I think  it  » small. 

6624.  The  bulk  would  be  direct  ordering  from  the 

manufacturer? Mr.  May : Yes. 

6625.  Professor  Sayers:  Would  k be  loo  much  trouble 
to  make  a small  inquiry,  on  the  results  of  which  one  could 
rely,  about  the  trends  in  credit  from  suppliers  and  to 
customers?  If  we  could  take  a few  points,  not  nKcssaniy 
a continuous  line,  starting  from  1925,  1 think  k would 

be  useful:  say,  1925,  1930,  1935,  1950  and  1955? 

We  will  certainly  see  what  wc  can  do.  It  is  a question 
the  records  being  still  available.  We  have  not  got  suen 
figures,  and  we  shall  have  to  go  to  our  members. 

6626.  A few  firms  that  could  give  a representative 

sample  would  be  sufficient. Do  you  want  both 

from  suppliers  and  credit  extended  to  customers^  in  aa 
forms  in  a single  figure,  or  instalment  credit  in  one 
and  monthly  credit  in  another? 

6627.  If  the  hire  purchase  business  could  be  sepa«te<3, 

it  would  be  useful? Mr.  May:  That  will  be  difficult 

but  we  will  try  and  see  what  we  can  do. — Mr.  Rowntree  • 

I think  we  can  separate  hire  purchase  in  the  later  years, 
but  possibly  not  in  the  earlier  years.* 

S&IZ.  Chairman:  There  is  nothing  new  about  the 
practice  of  settling  with  suppliers  under  discount  terms. 

is  there? 

• See  Appendix  to  iMinute*  of  Evidence. 
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6629.  You  say  that  it  may  tiave  spread  to  one  or 

two  new  trades  in  the  course  of  time? ^Yes. 

6630.  Professor  Sayers:  Do  the  rates  ol  discount  in  such 

cases  change  at  all  as  interest  rates  in  the  financial  world 
change? Mr.  Rownlree : They  have  been  extra- 

ordinarily steady. — Mr.  May : It  might  be  so  if  there  was 
a general  change  in  the  level  of  interest  rates  which  was 
likely  to  last  over  a very  long  period ; but  by  and  large  it 
is  no  more  directly  dependent  on  real  interest  rates  than 
are  the  service  chajges  in  hire  purchase  or  other  forms  of 
credit. 

6631.  Chairman:  Does  each  trade  have  an  accepted 
discount  rate,  or  ds  there  a general  trade  rate  for  this 

purpose? ^There  are  two  or  three  sets  of  rates.  With 

any  supplier  there  is  usually  more  than  one  rate  accord- 
ing 'to  the  period  of  credit  taken. 

6632.  Sir  Oliver  Franks:  Could  you  tell  us  what  they 

are? Mr.  May : The  normal  rate  is  2i  per  cent,  for 

monthly  settlement. — Mr.  Rowntree:  Very  often  coupled 
with  3J  per  cent,  for  settlement  within  seven  days. 

6633.  Chairman : We  now  pass  on  to  consumer  demand. 
You  say  in  paragraph  18:  — 

“The  Association’s  impression  ds  that  in  tdie  main  the 
restriction  of  bank  advances  has  had  little  overall  effect 
on  the  level  of  consumer  demand.’’ 

Then  in  paragraph  19  you  goon; — ■ 

“ Talking  first  the  case  of  restrictions  on  hire  purchase, 
undoubtedly  when  initial  payments  are  raised  and  the 
periods  of  repayment  shortened  there  is  an  immediate 
fall  in  hire  purchase  sales.  But  whether  this  fall  is 
permaneut,  or  represents  an  overall  cut  in  consumer 
spending  in  favour  of  savings,  is  questionable,  In  part 
it  appears  that  the  expenditure  is  diverted  to  other  classes 
of  merchandise  in  Ihe  form  of  either  cash  sales  or  of 
hire  purchase  sales  for  goods  of  lower  value ; in  part 
it  appears  that  the  fall  is  merely  a postponement  until 
such  time  as  the  'increase  in  the  required  deposit  has  been 
saved.’’ 

How  far  can  one  put  one’s  finger  on  points  like  that?  Is 

it  just  a general  impression? Mr.  May:  It  is  partly  a 

general  intpression.  One  can  put  one’s  hands  on  the 
figures  for  hire  purchase,  but  the  extent  to  which  money  is 
being  diverted  into  cash  sales  must,  I think,  remain  a 
general  impression  from  the  movement  of  turnover  figures. 

6634.  Was  this  “down  trading’’  and  purchase  of  goods 

of  lower  value  but  still  on  hire  purchase  terms  a notice- 
able phenomenon? Mr.  May:  Not  so  much  in  our 

own  experience,  but  I believe  some  others  have  found  it. 
Have  you  any  details  of  this,  Mr.  Dunse? — Mr.  Dunse: 

I have  no  concrete  figures ; it  is  a view  which  has  been 
stron^y  expressed  by  some  people  to  whom  I have  talked, 
but  it  flows  in  part,  I think,  from  their  knowledge  of 
their  own  hire  purchase  sales,  when  there  has  been  some- 
thing like  the  restrictions  imposed  this  time  last  year, 
when  the  impact  on  the  higher  value  goods  was  noticeably 
greater  than  on  the  lower.  Nobody  can  say  definitely 
whether  the  fact  that  the  hire  purchase  sales  of  lower 
value  goods  do  not  react  quite  so  sharply  is  because 
of  that  switch  from  higher  to  lower  value  goods,  but 
the  .belief  in  the  trader’s  mind  is  that  it  is.  Beyond 
that  I cannot  take  you. 

6635.  Is  this  subject  covered  by  consumer  research 

inquiries? No. 

6636.  Sir  Reginald  Verdon  Smith:  But  the  effect  in 
the  change  of  restrictions  would  be  so  marked  in  the 
minds  of  traders  that  there  would  be  an  immediate 
reappraisal  of  inventories  and  orders  in  order  to  move 

into  a different  price  category? Mr.  May:  Before 

the  last  restrictions  were  brought  in  there  was  a period 
of  quite  free  hire  purchase  trading^  and  something  of 
a hire  purchase  boom.  The  immediate  effect  of  intro- 
ducing the  restrictions  was  to  bring  down  hire  purchase 
sales  by  anything  up  to  50  per  cent.  Hire  purchase 
affects  particularly  heavily  a certain  cl^s  of  goods,  so 
that  there  naturally  would  be  a slowing  down  in  the 
placing  of  orders  and  a tendency  to  keep  stocks  not 
too  high  immediately  thereafter. 

6637.  Chairman:  Since  you  are  very  much  in  touch 
with  manufacturers  as  your  suppliers,  can  you  tell  us 
the  effect  of  these  dislocations  on  the  manufacturers?-^-; — 
The  tendency  must  be  surely  that  they  get  stocks  piling 
up  a litffe  bit  and  replan  their  production. 


6638.  I wondered  how  much  you  had  seen  of  it? 

Not  very  much. 

6639.  Professor  Sayers:  Do  you  pass  the  fluctuation 

pretty  completely  back  to  the  suppliers? Mr.  Rowntree: 

It  is  passed  back  only  at  one  jump.  Our  orders  will  .be 
decreased  for  that  type  of  thing  fairly  immediately,  but 
we  do  not  pass  it  back  to  the  extent  that  we  cancel 
outstanding  orders,  or  anything  of  that  sort.  Existing 
commitments  with  a manufacturer  would  usually  be 
run  off. 

6640.  So  that  when  there  is  a fall  in  consumer  buying 
due  to  some  sudden  change  of  this  kind,  your  stock 

does  tend  to  run  up? Yes,  the  effect  is  for  it  to  run 

up  and  that  has  to  be  dealt  with. 

6641.  Lord  Harcourt:  But  you  do  not  normally  cancel 
orders  with  manufacturers;  you  accept  the  extra  burden? 
^We  take  that  burden. 

6642.  When  you  say  that  there  is  a tendency  to  switch 
to  goods  of  lower  value,  are  you  meaning  there  that  a 
man  wanting  to  buy  on  hire  purchase  and  only  having 
a certain  amount  of  money  available  will  buy  a smaller 
or  cheaper  ice-box,  or  that  he  will  say : “ I have  so 
much  money  which  I was  going  to  put  down  for  an 
ice-box.  but  it  is  not  now  suflicient  for  the  deposit,  and 

therefore  I will  buy  something  else’’? ^The  answer  to 

■that  must  be  guesswork.  I think  that  the  standard  picture, 
at  least  in  the  North,  is  that  of  a household  setting  aside 
a sum  for  ‘hire  'purchase  repayments  in  relation  to  weekly 
income,  Tfaerrfore  they  will  choose  one  of  the  two 
alternaffves,  'but  I do  not  think  it  is  typically  one  alternative. 
They  may  either  buy  a cheaper  ice-box  or  something 
different. 

6643.  Chairman:  Then  you  go  on  in  paragraph  20 
to  the  distortions  in  the  pattern  of  consumer  demand ; 
and  you  speak  of  the  credit  sale  which  is  not  controlled 
so  long  as  it  does  not  exceed  nine  months.  Is  this 

growth  of  credit  sales  a major  phenomenon? Mr. 

May:  No.  It  has  tended  to  do  this  on  each  occasion 
when  hire  purchase  has  been  restricted ; it  has  done  so 
more  this  time  because  the  restriction  has  been  heavy. 
This  is  one  of  the  longest  periods  in  which  we  have  had 
such  a heavy  restriction. 

6644.  Sir  Reginald  Verdon  Smith : So  that  it  is  cumula- 
tive 'in  its  incidence? Mr.  Rowntree : Yes. 

6645.  Sir  John  Wood.t : If  the  hire  purchase  restrictions 
are  taken  off,  does  the  credit  sale  tend  to  fall  again  and 

the  ordinary  hire  purchase  take  over? 1 would  expect 

it  to,  'the  controlling  factor  being  the  amount  the  customer 
has  to  find  for  the  deposit  or  the  first  instalment. 

6646.  Chairman:  Which  would  the  department  stores 
prefer  to  have,  hire  purchase  or  credit  sales?  Does  it 

make  much  difference? Mr.  May:  It  takes  less 

capital  to  finance  a given  volume  of  credit  sales  than  hire 
purchase  sales,  because  the  credit  sale  is  completed  in  nine 
months.  Clearly  we  should  prefer  at  the  present  moment 
anything  which  occupied  capital  for  a lesser  time,  but  if 
there  was  plenty  of  capital  available  for  all  of  us  we 
should  want  to  have  both  to  the  maximum  extent  we  could. 
There  is  this  difference,  that  in  the  case  of  hire  purchase 
the  ownership  of  the  goods  does  not  pass  until  a final 
instalment,  whereas  in  credit  sales  it  passes  at  the  outset  of 
the  transaction. — Mr.  Rowntree:  It  has  become  'the 

practice  to  make  a credit  examination  before  granting 
credit  loans,  but  repossession  is  an  academic  problem. 

6647.  Lord  Harcourt:  What  is  your  experience  of 

repossession? Mr.  May:  It  very  seldom  happens.  1 

think  there  has  been  rather  more  at  the  lower  level  of 
trade ; I have  no  information  and  cannot  speak  about 
that.  In  the  department  store  world  it  has  been  a weapon 
in  reserve  that.is  used  just  occasionally. 

6648.  Professor  Sayers:  You  said  just  now  that,  if  there 

were  not  the  difficulties  of  capital,  then  you  would  want 
to  have  both  credit  sales  and  hire  purchase  business  to  the 
maximtim  extent  you  could.  You  prefaced  that  by  some 
remark  about  the  present  state  of  the  capital  market 
or  the  credit  market,  indicating  that  you  felt  at  present 
restricted.  Did  that  imply  that  one  of  the  effects  of  'this 
feeling  of  restriction  is  the  inability  to  extend  credit  sales 
and  hire  purchase  finance  generally,  even  if  the  regula- 
tions permitted  it? 1 think  the  question  we  were  trying 

to  answer  was  which  we  would  prefer.  I said  that  at 
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preseat,  because  we  had  not  all  the  capital  in  the  world, 
we  preferred  to  see  extended  credit  sales  gcdng  ahead, 
because  .the  credit  sale  is  all  over  in  nine  raonths. 

6649.  This  is  an  indication  of  the  way  in  which  the 
present  state  of  the  capital  market  is  influencing  your 

minds? It  would  influence  us,  I think,  if  we  were 

allowed  to  drop  our  deposits  on  hire  purchase ; but  we  are 
not  to  the  best  of  my  knowledge,  restricting  facilities  in 
extended  credit  and  hire  purchase  which  we  are  offering 
our  customers  within  the  limits  of  the  present  statutory 
regulations. 

6650.  Suppose  that  those  regulations  were  taken  off,  bul 

the  present  credit  and  capital  difBculties  more  generally 
remained ; would  you  then  feel  restricted  by  inability  to 
get  sufBcient  funds? Mr.  May:  There  may  be  a possi- 

bility of  that,  I am  afraid.  We  should  have  to  think 
very  hard.— Mr.  Rowntree:  If  there  were  an  equivalent 
hire  purchase  boom  to  1955  or  if  there  was  a big  swing-over 
to  hire  purchase,  we  should. — Mr.  May : On  your  assump- 
tions business  might  not  be  so  good. 

6651.  I am  trying  to  envisage  a situation  in  which  the 
special  restrictions  of  hire  purchase,  credit  sales  and  ah 
that  have  been  taken  off,  but  business  conditions  in  general 
are  booming,  or  near  boomang ; and  I am  wondering  what 
would  be  in  such  circumstances  the  effects^  of  a more 
general  credit  restri<^on,  not  directed  at  hire  purchase 
transactions  or  any  particular  transactions,  but  a restric- 
tion that  you  would  feel  as  an  inability  to  get  much  credit 
at  the  bank,  or  to  sell  debentures  on  attractive  terms.  How 
effective  would  such  a general  restriction  of  credit  be  in 

hampering  your  trade? Are  you  assuming  that  there 

would  be  no  credit  available  to  finance  houses? 

6652.  I am  assuming  that  you  would  find  (tifficultics  and 

would  have  to  pay  high  interest  rates? The  fact  that 

we  had  to  pay  high  rates  would  not  matter. 

6653.  But  the  difficulty  of  getting  money  from  tiie 
banks,  or  from  finance  houses  or  insurance  corapames, 

might  seriously  affect  your  business? If  we  were  in  a 

state  of  affairs  where  generally  speaking  the  couu'try  was 
very  prosperous,  but  for  some  reason  the  retail  .trade  was 
debarred  from  getting  capital,  then  we  should  obviously 
have  difficulty  in  financing  all  we  wanted  to  do,  and  mi^t 
have  to  choose  between  different  alternatives. 

6654.  You  would  put  the  difficulty  entirely  on  the  lack 

of  availability  and  not  at  all  on  the  rate  of  interest? 

Mr.  May : Not  at  aE  on  rates  of  interest,  lonless  the  rates 
were  very  high.— Mr.  Rowntree:  There  would  come  a 
point:  what  that  point  is,  I do  not  know.  It  certainly 
has  not  been  in  the  background  of  our  minds  even  since 
September. — Mr.  May:  It  would  be  a pretty  queer 
economy,  would  it  not? — Professor  Sayers:  It  would  be  a 
different  one  from  what  we  have  had  lately. 

6655.  Chairman:  Then  you  go  on  to  the  effects  of 
purchase  tax;  and  then  we  come  on  to  our  question 
whether  you  had  any  suggestions  for  improving  present 
arranganents  for  short-medium  and  long-tenn  finance. 
You  say  that  the  iarge  finn  would  say  that  existing 
arrangements  are  quite  adequate,  and  that  what  is 
required  is  not  new  arrangements  for  finance  but  an 
increase  in  the  overall  stipply  of  capital  funds  and  the 
removal  of  all  arbitrary  restricticms  on  the  capital  market ; 
but  that  for  tiie  smaller  firm  “ etisting  arrangements  are 
probably  less  than  adequate  ” ; that  “ taxation  bears 
especiaUy  heavily  on  their  ability  to  plough  back  profits, 
since  many  are  liable  to  a surtax  direction  if  they  do  not 
distribute  what  the  Special  Commissioners  consider  to  be 
a reasonable  amount”.  We  know  this  point  about  the 
peculiar  position  of  the  tightly  held  concwns  that  may 
come  under  this  special  jurisdiction,  but  are  there  many 
examples  in  this  field  of  directions  which  have  actually 

been  made,  or  is  it  just  a general  shadow,  as  it  were? 

Mr.  Dunse : I have  certainly  spoken  to  quite  a number 
of  peo^ple  under  this  shadow,  but  I could  not  quantify 
it  for  you. 

6656.  Then  you  say  that  estate  duty  is  a severe  handi- 
cap. What  firms  “caJinot  go  to  the  open  market  as, 
by  their  nature,  they  are  unable  to  offer  suitable  terms 
and  conditions  ”? — Professor  Sayers:  They  can  go  to  the 

insurance  companies  ; do  they? Mr.  Dunse : The  diort 

answer  is  that  they  go  nowhere.  They  can ; but  ag^ 
I am  advised  by  those  that  have  been  searching  for  capital 
in  the  last  few  years  that  it  is  often  very  difficult  to  gel 


capital  in  any  significant  quantities  without  some  term 
or  condition  which  involves  participation  and  ccmtrol. — 
Mr.  May : One  remedy  that  has  been  sought  is  the  sale 
of  the  fre^old. 

6657.  Do  they  ever  go  to  the  I.C.F.C.?  This  institu- 
ition  was  set  up  to  supply  just  this  kind  of  requirement, 

and  the  word  “Commercial”  appears  in  its  title? 

Mr.  Dunse:  I do  not  think  they  have  been ; I do  not 
know  why  not. 

6658.  Chairman:  What  kind  of  remedy  have  you  in 
mind?  If  they  have  a ring  of  family  ccainections  round 
them  which  have  money  to  spare,  they  can  look  for 
financial  help  without  the  question  of  control  which 
always  seems  to  come  in  at  this  point.  But  if  that  social 
situation  has  changed,  can  they  hope  to  get  finance  in 
the  way  they  want  it  without  having  to  concede  some 

form  of  partnership  or  participation? ^We  have  not 

gone  so  far  as  thinking  what  the  answer  might  be ; we 
just  saw  the  problem.  I should  have  thought  that  it 
would  be  a good  thing,  if  there  was  an  answer,  to  find 
the  answer,  because  quite  often  these  firms  are  at  the 
stage  where  participation  of  outside  interests  and  control 
in  the  management  of  .the  firm  is  not  necessarily  going 
to  be  a good  idea ; the  firm  is  not  yet  large  enou^  to 
have  that  outside  intervention.  This  is  all  rather  theoreti- 
cal, I am  a;fraid;  but  there  does  seem  to  be  a ring  of 
truth  and  jtistification  about  their  arguments  and 
ccffioplainte. 

6659.  Professor  Sayers:  But  these  are  arguments  of 
which  the  I.C.F.C.  is  very  much  aware,  and  in  its  dealings 
with  small  concerns  it  makes  very  considerable  conces- 
sions in  order  to  overcome  the  difficulty.  What  is  the 

inadequacy  of  this  ensting  arrangement? Mr.  Dunse : 

The  probable  reason  for  the  lack  of  approaches  to 
I.C.F.C.  from  the  retail  side  may  stem  from  the  wartime 
conditions  in  which  retailing  obviously  had  a very  low 
level  of  priority ; it  is  assumed  that  while  capital  generally 
is  short  the  I.C.F.C.’s  acceptances  of  proposals  will  tend 
to  be  on  things  that  have  a higher  priority  than  retailing. 

6660.  Chainnan:  You  cannot  help  us  further  because 

nobody  has  tried  his  luck? So  far  as  I know:  we 

could  find  out  whether  that  had  'been  done. 

6661.  Sir  Reginald  Verdon  Smith : You  are  dealing  in 
this  paper  with  the  monetary,  and  in  particular,  the  capital 
factors  affecting  the  smaller  firm.  One  is  familiar  with 
problems  affecting  snuller  firms  in  manufacturing,  small 
farmers  and  small  traders  in  your  line  of  bigness.  I 
am  rather  left  with  the  impression  that  this  is  part  of 
a phenomenon  affecting  the  general  charaoter  of  business 
in  manufacturing  industry,  and  that  the  small  man  has 
many  problems.  Is  it  in  fact  the  case  that  iu  retail  busi- 
ness there  is  a marked  general  change  in  the  character  of 
organisations  and  the  size  of  firms,  and  .that  a.  variety  of 
reasons,  capital  and  monetary,  have  created  a trend  which 

is  difficult  for  the  small  trader? 1 think  that  perhaps 

thCTe  is  this  tendency ; in  many  cases  the  smaller  tradCT 
has  had  a very  expensive  site  and  buildings,  and  it  is 
doubtful  whethCT  in  presenit  day  conditions  he  is  really 
making  an  adequate  profit  to  service  the  present  day  values 
of  it  When  ithose  problems  overcome  him  tie  tends  to 
get  taken  over.  But  I would  have  thought  that,  in 
retailing  in  particular  perhaps,  the  small  business  more 
or  less  adaptwi  to  the  sire  of  its  local  community  is  able 
to  make  quite  a reasonable  profit,  ^d  probably  to  plough 
back  sufficient  to  deal  with  most  of  its  capital  requirements, 

6662.  Lord  Harcourt:  Leaving  a takeover^  bid  out  of 
account,  has  there  been  a mark^  tendency  since  the  war 
towards  amalgamation?— — ^Tbere  has  been  a fairly  steady 
stream  since  1953  ; it  slowed  down  just  after  the  war. 

6663.  Was  that  amalgamation  by  way  of  absorption  of 

the  family  business  by  bigger  businesses,  or  the  amalga- 
mation of  several  fanaily  businesses  designed  to  make  an 
economic  unit? ^Absorption  was  the  typical  picture. 

6664.  Chairman : Tlien  we  have  your  general  observa- 
tions on  the  use  of  monetary  measures.  Are  there  any 
questions  on  that? — Sir  John  Woods : Is  it  your  impression 
in  this  that  monetary  measures  ought  to  have  bean  taken 
both  earlier  and  in  a more  drastic  fashion,  or  would  you 
say  it  is  the  one  or  the  other?  Is  it  your  impression  that 
this  was  a case  of  too  little  too  late,  or  was  it  primarily 

a question  of  timing? think  we  felt  that  it  was  on 

the  late  side ; not  necessarily  too  late  to  judge  from  the 
effects  since,  but  it  would  have  been  mudi  more  helpful 
to  have  bad  it  earlier. 
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6665.  I do  not  mean  the  7 per  cent,  of  September,  1957. 
I -was  recalling  that  we  had  tihe  first  warnings  of  inflationary 
tendencies  in  1954,  hut  nothing  happened,  I think,  until 
January,  1955,  when  there  was  a relatively  small  rise  in. 
the  Bank  Rate.  Do  you  thio.k  that,  if  measures  had  been 
taken  earlier  than  they  were  taken,  they  need  not  have 
been  so  severe,  or  that  they  should  have  been  both  earlier 

and  severer,  or  what? think  we  felt  that  if  .they  had 

been  taken  earlier  they  need  not  have  bear  so  severe,  but 
they  ought  to  have  been  severer  than  they  wctb.  There  was 
a moment  when  hire  (purchase  restrictions,  for  instance, 
were  suddenly  taken  off,  only  to  be  reimposed  much  more 
heavily  about  nine  months  later.  At  the  time  we  found 
it  difficult  to  see  why  we  had  complete  relaxation. 

6666.  In  other  words,  you  feel  thwe  was  rather  a 

gingerly  approach? Certainly,  yes. 

6667.  Professor  Sayers'.  You  mentioned  the  Ime 
purchase  restrictions  just  now.  Have  you  in  mind  that 
there  could  advantageously  have  been  greater  »verity_  in 

using  other  measures?  If  so,  which? ^Yes ; in  making 

less  credit  genemlly  available  through  monetary  measures 
of  one  kind  or  another. 


6668.  Chairman-.  Your  general  observations  are,  I 
think  wholly  devoted  to  the  use  of  interest  rates  ; you  say 
that  they  really  are  the  true  measure  if  properly  apphed. 
but  they  have  not  been  properly  applied  and  therefore 
have  not  been  effective.  Effective,  to  do  what,  in  your 
view  (forgetting  last  September)?-— Mr.  Dunsc:  Bank 
Rate  had  been  moving  by  jumps  of  one  h^  and  1 per 
cent.  I think  we  would  say  that  moves  of  1 per  cent., 
even  assuming  that  .that  was  going  to  jack  up  the  general 
rate  of  'interest,  were  not,  for  ffie  reasons  we  have  given, 
going  ito  influence  anyone’s  .thinking  very  much.  In  so  far 
as  people  look  at  the  Bank  Rate  as  an  indicator  and  an 
earnest  of  the  Government’s  intention,  a move  of  1 per 
cent.  nevCT  convinced  .anybody.  There  was  no  very 
drastic  result,  in  so  far  as  it  failed  to  influence  peoples 
thinking  and  to  convince  them  there  was  going  to  be 
any  drastic  result,  It  failed  to  have  any  effect  upon  then 
commercial  decision. 

6669.  Could  you  say  what  are  the  conditions  which 
show  that  a use  of  the  interest  rate  has  been  fully  eS.ec- 
tive?  Is  it  stability  of  price  which  demonstrates  its 

effectiveness? Stability  of  prices  would  be  one  fact. 

The  effect  of  the  2 per  cent,  rise  last  September  has  hem 
to  cause  people  .to  review  their  ideas  much  more  seriously 
than  in  the  past. 

6670.  Professor  Sayers:  Was  it  the  2 per  cent,  or  was 
it  Mr.  Thomeycroft’s  reference  to  the  supply  of  money  / 

I think  it  was  probably  the  accumulation  of  most 

factors,  but  I am  &nking  largely  out  loud,  and  not 
perhaps  reflecting  the  views  of  members  of  the  Associa- 
^n;  the  2 per  cent.  Bank  Rate,  a greater  rigidity  on 
bank  advances  than  there  had  been  in  the  past,  or  m the 
way  it  was  going  to  be  secured,  various  other  statements 
of  intention  and  steps  taken,  and  an  indication  of 
results  as  they  started  to  emerge ; I should  think  all  those 
played  a part. 

6671  Why  do  you  persistently  refer  to  the  rise  in  Bai± 
Rate  as  one  of  the  things  that  impress  people,  although  m 
your  own  businesses  you  say  that  the  rate  of  mterest  m 

this  sort  of  range  just  does  not  matter  at  all? Mr. 

Rowntree:  The  distinction  in  our  minds  is  that  we  m 
the  main,  in  the  business,  are  considering  our  estate  of 
what  'the  customer  is  going  to  want  from  us,  rather  than 
the  direct  impact  of  a changed  Bank  Rate  on  the  financing 
of  our  stocks. 

6672  You  are  in  no  peculiar  position  in  this,  are  you? 

^No  It  perhaps  is  that  the  rates  have  not  yet  reached 

the  point  at  which  we  have  taken  them  into  account. 
Maybe  we  ought  to  have  taken  them  into  account  more 
than  we  have  done ; but  in  fact  retailers  generally  have 
not  given  this  factor  any  high  priority.  It  has  been  our 
estimate  of  what  our  customers  would  want  that  has  beesi 
the  guiding  factor. 

6673.  Sir  John  Woods:  Did  the  increase  of  Ba^  ^te 
to  7 per  cait.  last  September  make  you  say:  We  ffimk 

this  may  have  a real  effect  on  our  customers  ‘ Was  it 
effective  on  your  minds  in  that  sense?— — Mj.  May:  it 
was  effective  I think,  as  an  inffication  that  m that  way 
and  all  the  other  ways  it  did  look  as  if  the  Government 
were  intending  to  rwuce  inflation.  It  was  the  size  of 
the  movemoit. 
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6674.  Plus  all  the  other  measures ; but  the  particular 
size  of  the  movement  was  one  element  in  your  minds? 
Mr.  Rowntree:  Yes. 

6675.  Chairman:  I would  deduce  from  tiaat  that  what 
is  effective  is  whatever  measure  or  set  of  measures  the 
Government  of  the  day  can  take  which  make  people  be- 
lieve that  demand  is  going  to  be  reduced,  and  that  there 
is  nothing  peculiar  about  the  rale  of  interest.  Is  that  an 

unfair  deduction? ^I  think  that  .the  rate  of  interest  by 

itself,  without  other  measures  of  some  sort  to  bring  it 
right  home,  woidd  not  by  itself  achieve  results. 

6676.  Professor  Sayers:  Would  you  put  it  the  other 
way  round,  and  say  that  all  the  other  measures  taken 
wifliout  a change  in  the  rate  of  interest  would  have  been 
sufficient  evidence  of  the  Government’s  determination  to 
have  the  effect  for  which  people  were  looking?  I find  it 
very  difficult  to  reconcile  your  view  that  the  rate  _ of 
interest  does  not  matter  in  your  business  with  the  view 
that  it  is  an  important  ingredient  in  the  Government’s 

announcement? Mr.  May:  We  are  talking  parochially 

about  business  of  our  own  type.  The  extra  amounts  of 
money  which  we  want  are  relatively  marginal  as  against 
an  overall  increase  of  2 per  cent. 

6677.  Are  you  peculiar  in  .that? ^No ; with  other 

businesses  presumably  the  same  thing  applies. 

6678.  Then  why  suppose  anybody  will  be  affected  by 
the  rate  of  interest  even  with  other  measures?  I was 
asking  you  to  compare  the  two  situations,  one  in  which 
all  the  measures  taken  last  September  are  taken,  and 
the  other  in  which  all  the  measures  are  taken  except 

the  change  in  the  interest  rate? One  would  want  a 

controlled  experiment  to  get  the  answer  to  that. 

6679.  You  did  give  an  answer,  in  that  you  said  you 
took  notice  of  this  rise  in  Bank  Rate.  You  thought  it  was 
an  indication,  of  the  Government’s  determination.  We 

have  had  the  experiment? ^We  have  not  had  all  these 

measures  without  it  and  also  with  it.  That  is  what  I 
meant  by  a controlled  experiment.  It  is  very  difficult 
to  disentangle  any  action  from  its  psychological  effect. 

It  is  also  difficult  to  disentangle  actions  from  the  circum- 
stances of  the  time  when  they  are  taken.  But  a 2 per 
cent,  rise  in  the  Bank  Rate  did  certainly  make  a very 
great  impact  on  the  business  world.  It  was  taken  seriously 
and  in  our  view  produced  results. 

6680.  Sir  Reginald  Verdon  Smith:  Did  members  of  the 

Association  notice  a reduction  in  the  Bank  Rate  a fort- 
night ago? ^We  noted  it,  yes. 

6681.  Did  it  appear  to  have  any  significance? It  is 

still  a pretty  high  rate. 

6682.  Would  the  change  in  itself  have  affected  your 

thinking? ^No. 

6683.  Sir  Oliver  Franks:  You  said  that  your  own  con- 
siderations about  the  levels  of  stocks  you  would  hold, 
how  you  would  finance  your  business  and  so  on,  had 
not  been  affected  by  the  different  levels  of  Bank  Rate 
we  have  experienced  over  the  last  six  years ; and  that 
you  did  pay  attention  to  the  2 per  cent,  move  on  19th 
September  last,  but  in  what  you  called  the  indirect  way, 
because  you  thought  it  would  affect  the  economy  in  whi(^ 
your  customers  live  and  therrfore  the  demand  coming 
back  on  you.  Now  it  seems  to  me  that  saying  these  two 
things  should  lead  you  perhaps  to  the  one  or  the  other 
of  two  possible  consequences.  One  is  a point  of  view 
which  I thi-nk  you  rejected,  that  this  retailing  business 
is  peculiar  and  therefore  immune  from  effects  which  the 
rest  of  the  community  notices,  so  that  you  go  on  as  it 
were  imscathed  with  the  right  to  take  into  account  the 
rest  of  the  community  not  being  unscathed  by  the  2 per 
cent.  The  other  is  that  it  might  be  the  case  that  the 
effect  on  the  rest  of  the  community  was  essentially  not 
a real  difference  in  their  calculations  of  what  to  do  and 
what  not  to  do,  but  a difference  in  their  expectations 
of  the  determination  of  the  Government,  that  this  was 
not  taken  as  anything  but  a symbol  that  the  Government 
at  least  intended  to  be  effective.  Do  you  agree  with  that? 

Mr.  Rowntree:  I think  it  is  as  a symbolical  and 

intangible  factor  that  we  take  it  into  account.  I do  not 
know  whether  it  is  fair  to  say  we  pay  no  direct  attention 
to  it.  What  we  are  trying  to  say  is  that  the  direct  effects 
on  us  do  not  carry  as  much  weight  as  these  other  con- 
siderations in  our  normal  thinking.  We  are  not  saying 
whether  we  are  right  or  wrong  in  that, 

2F 
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6684.  You  think  that  the  community  generally  takes 

a large  movement  of  the  Bank  Rate  up  and  down  to  be 
a very  important  indication  of  the  Government’s  inten- 
tions?  would  not  like  to  .say  they  do  a.s  a regular 

thing.  I think  they  did  in  September  last,  where  that  was 
the  thing  that  caught  their  minds.  I am  .sure  there  was  a 
change  in  the  feeling  of  people : they  thought  that  this 
time  the  Government  was  really  going  to  check  the 
inflationary  tendencies. 

6685.  It  was  that  rather  than  any  noticeable  and  observ- 
able change  in  the  world  as  a whole  at  that  time  which 
influenced  people’s  minds?  If  you  remember,  the  fact 
that  the  American  economy  was  running  down  began  to 

be  noticeable  about  then? Mr.  May:  Yes.  That  was 

really  what  I meant  when  I said  you  could  not  dissociate 
it  from  those  circumstances. 

6686.  One  might  try  to  dissociate ; do  you  think  it 

would  be  unprofitable  to  do  so? Not  unprofitable,  but 

{The  witne.v. 

{Adjourned  t 


rather  too  difficult  for  us.  1 think  we  should  still  have 
thought  very  hard,  if  there  had  been  a 2 per  cent,  increase 
of  the  Bank  Rate  plus  a general  look  as  though  the 
Government  were  determined  to  do  something,  even  if 
it  had  not  been  for  the  American  position  and  the  con- 
current circum.stances  in  Western  Europe  and  this  country. 

6687.  Sir  Reginald  Verdo/i  Smith:  With  these  impres- 
sions in  your  minds  did  you  in  fact  do  anything  dilferent 

in  your  policies? 1 do  not  know  what  the  trading 

policies  of  all  my  colleagues  in  the  Association  were,  but 
I called  a meeting  of  all  my  directors  of  buying  immediately 
after  that,  and  lissued  fresh  instructions  about  our  buying 
policy:  not  materially  dilferem  but  .slightly  different  from 
the  previous  ones.  I think  that  probably  there  would 
have  been  generally  a very  slight  change  of  climate. 

Chairman:  The  matters  with  which  we  have  been  deal- 
ing arc  right  in  the  centre  of  our  problem.  We  are  very 
grateful  to  you,  gentlemen,  for  an.swcring  our  questions. 

s withdrew) 
til  2.15  p.ni.) 


C.  Horton,  Esq.,  President,  J.  Diamond,  Esq,,  Vice  President,  A.  WiiriTLii,  Esq.,  P.  B.  Ivi-HJiHiociE,  t„SQ.,  and  Miss  G.  S. 
Page,  Secretary,  representing  The  Federation  of  Wholesale  Orgiinisutions,  called  and  examined, 


6688.  Chairman:  Mr.  Horton,  wc  have  all  read  your 
memorandum*  through;  you  have  arsuccl  it  so  well  that 
we  do  not  liunk  tUeio  arc  a groat  many  yucstious  wuicii 
will  arise  on  it.  May  we  just  go  through  it  paragraph  by 
paragraph?  You  'tell  us  ’Ihat  you  arc  represcmtoitive  of 
those  organisations  which  are  concerned  with  the  wholesale 
distribuuon  in  Great  Britain  and  Northern  Ireland  of  basic 
coosumer  goods,  and  you  give  us  the  constituent  member 
organisations  in  the  second  iparagraplh.  Then  you  give  us 
the  back'ground  of  ithe  views  you  express.  How  arc  they 
huilt  up?  What  kind  of  discussion  or  questionnaire  have 

you  used  to  get  this  material? Mr.  Horton : When  wc 

had  your  odginai  invitation  and  the  list  of  que, slums  on 
which  you  wanted  our  views,  we  dealt  with  it  in  two 
ways.  We  hud  a preliminary  discussion  wiLlt  our^  own 
council,  and  .then  wc  sent  U to  our  individual  conslilticnl 
organisations  and  asked  them  for  the  views  that  Ilicy  miglil 
have  on  the  particular  iuspcols  of  the  question.  The  vicw.s 
we  have  received  from  •them  have  been  woldeti  logclhcr 
in  the  repont  which  you  now  .have. 

6689.  So  all  your  members  had  ouf  ^ list  of  questions 

to  express  their  views  on? That  is  right. 

6690.  Then  you  give  us  a description  of  the  build-up  of 
the  wholesale  organisation;  and  .the  main  functions  of 
the  wholesaler  are  summarised  in  paragraph  8.  In  para- 
graph 6 you  say : 

“Furthermore,  tlie  fact  is  in-cscapublc  that  even  where 
manufacturers  dLstributo  directly  to  the  retailers  an 
important  measure  of  wiliolcsale  organisation  has  to  be 
maintained  and  operated  by  the  njanufaclurcr  concerned 
within  his  framework." 

How  common  a practice  is  it  for  'IhiB  manufacturer  to 

distribute  direct  to  retailers? It  varies  according  to  the 

industry.  If  I may  take,  for  example,  the  radio  industry, 
with  which  Mr.  Diamond  and  I are  .particularly  concerned, 
the  tendency  there  is  for  quite  a uuimbeir  of  manufacturers 
to  distribute  direct  to  .the  retailer.  On  the  other  hand 
quite  a number  also  go  through  the  wholesaler. 

6691.  How  do  these  things  build  themselves  up? Mr. 

Horton : If  I may  again  quote  the  radio  industry  as  an 
example,  when  the  radio  .industry  first  came  into  being 
there  were  no  manufacturers,  wholesalers,  or  retailers  as 
such,  and  the  industry  developed  from  the  bits  and  pieces 
which  were  supplied  particularly  as  constructor  kits. 
The  chief  .lino  of  distribution  in  that  case  was  through 
the  motor  wholesaler,  and,  there  being  no  retail  outlets, 
he  used  his  motor  trade  retailer  as  the  outlet  in  that  con- 
nection. With  ’the  development  of  the  industry  certain 
manufacturers  first  of  all  became  constructors  of  se.ts  ; in 
other  words,  they  bought  the  components  from  the  whole- 
saler and  assembled  the  set,  and  then  marketed  it  under 
their  own  name.  From  that  developed  the  radio  manufac- 
turer as  we  now  know  him.  At  that  time  the  whole  of 
the  distribution  was  through  the  wholesaler.  But  just 
prior  to  the  war  some  of  the  manufacturers  felt  that  they 
could  do  better  by  cutting  out  the  wholesaler  and  going 
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direct  to  the  retailer,  and  there  has  beep  a tendency  that 
way.  On  Hie  other  hand  tlUTc  have  been  oa.se.s  of  manu- 
facturers who,  having  tried  direct  representation,  have 
come  back  to  the  wholesaler.  Mr.  Jiiherid^e : I represent 
the  electrical  wholesalers*  side.  In  the  minds  of  many 
of  the  members  of  the  public  the  olcctricul  and  radio  side 
are  synonymous,  but  in  fact  the  pattern  of  dLstribution  is 
very  diirorent  lin  .Uie  purely  electrical  side  which  covers  the 
installation  of  material.^,  the  equipment  whitsh  a contractor 
uses  in  infitalling  lighting  anti  wirings  and  the  industrial 
equipment,  ami  also  to  a certain  extent  the  domestic 
appliance  .side.  In  that  case  it  has  very  largely  been  built 
up  on  wlurk'sali:  dislribuliun.  A maiiulacturing  firm  which 
is  a hmiSLihold  name,  at  a recent  conference  celebrating 
its  fortieth  anniversary,  paid  Irihiile  to  the  fact  that  with- 
uuL  wiioicsaiu  disUibulion  it  would  never  have  established 
its  name  as  a national  name  as  it  has  now.  The  point 
we  are  making  in  paragraph  6 is  that  whoever  distributes, 
be  it  the  manufacturer  or  the  wholesaler,  somebody  has  to 
perform  the  wholesale  function. 

6692.  Is  there  a lendcncy  for  the  wholesale  function 
to  be  carried  by  the  maiuiractiirer  in  the  old  established 

trades,  like  textiles  or  hardware? Mr.  Whittle:  If 

1 may  speak  on  behalf  of  the  hardware  side  of  the  industry, 
hardware  wholesalers  .slock  a vast  range  of  line.s;  in  the 
normal  way  between  6,000  and  lO.WlO  UilFcrent  types 
of  lines.  So  it  is  more  general  for  the  wholesaler  to 
perform  the  function  of  distribution  rather  than  the 
manufadurer.  It  is  only  in  the  ca.se  of  goods  where  the 
appliance  is  costly,  for  example  a powered  lawn  mower, 
that  the  manufacturer  would  think  it  more  desirable  to 
go  direct.  Direct  reprcscnlalion  would  be  necessary  where 
the  manufacturer  has  to  provide  an  after-.sales  service.— 
Mr.  Diamond:  The  tendency  has  been  for  the  manu- 
facturer to  go  direct  in  the  case  of  goods  of  large  unit 
values.  In  the  radio  trade  component  are  invariably 
distributed  by  the  wholesaler ; and  the  .same  applies  in 
the  electrical  industry. 

6693,  In  paragraph  8 (i)  you  say: 

“The  wholesaler  assists  manufacturers  by  giving  them 
a prompt  ca.sh  settlement.  Similarly,  he  helps  retailers 
by  credit  which  he  allows  them.  Indeed  a very  sub- 
stantial proportion  of  the  capital  employed  in  the  whole- 
sale trade  is  required  for  credit  facilities." 

I suppose  that  is  rather  a simplified  statement  of  the 
whole  situation.  What  qualifications  are  there  of  the 
.statement  that  the  wholesaler  assists  manufacturers  by 
giving  them  a prompt  cash  settlement?  Presumably  there 
is  some  rule  in  this.  When  you  find  some  difficulty 
about  financing  yourselves,  and  bank  overdrafts  more 
difficult  to  obtain  than  other  forms  of  credit,  is  there 
no  extension  of  the  credit  as  between  the  wholesaler 

and  the  manufacturer? ^The  only  time  when  there  is 

any  real  extension  between  the  manufacturer  and  the 
whoIe.saler  is  in  times  of  difficulty  when  there  is  a fall 
off  in  sales.  Then  frequently  the  manufacturer  will  try 
and  prevail  upon  the  wholesaler  to  take  larger  stocks, 
and  make  a very  big  effort  to  clear  his  own  stocks,  and 
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he  will  combine  that  with  an  advertising  programme  as 
well.  In  sudi  instances  when  manufacturers  ask  for 
that  Kctra  co-operation  they  do  prescribe  an  extra  month 
or  two  of  credit,  if  necessary ; but  by  and  large  specified 
terms  are  3i  per  cent,  discount  for  settlement  in  seven 
days  or  2\  per  cent,  for  monthly  settlement.  There  are 
exceptions,  of  course ; some  manufacturers  demand  net 
terms  whether  they  are  paid  monthly  or  in  seven  days. 

6694.  When  sales  get  diflicult,  and  things  do  not  move 
so  freely  into  the  hands  of  the  consumer,  who  in  your 
opinion  holds  the  (burden  of  carrying  the  stocks,  the 

retailer,  the  wholesaler  or  the  manufacturer? ^Usually 

all  three. 

6695.  Impartially  distributed  between  them? It  is 

fairly  well  spread,  but  if  there  is  serious  overnproduction, 
then  it  is  the  manufacturers  who  carry  the  heaviest 
weight.  Then  they  usually  get  rid  of  stocks  throu^ 
the  big  stores  or  the  multiple  chain  shops ; in  the  last 
emergency  you  find  that. 

6696.  Is  that  at  a knock-down  price? Mr.  Diamond: 

Usually  a knock-down  price,  yes. — Mr.  Whittle:  Certain 
commodities  are  susceptible  to  seasonal  influences,  par- 
ticularly in  the  hardware  trade:  for  example,  oil  heaters. 
If  one  has  a mild  winter  the  wholesaler  is  left  with  very 
substantial  stocks  on  his  hands,  and  he  will  bear  the 
burden. 

6697.  Mr.  Jones:  You  have  indicated  the  terms  of  the 

supplier  to  the  wholesaler : per  cent,  discount  for  settle- 

ment in  seven  days  and  2f  per  cent,  for  monthly  settle- 
ment. What  arc  the  terms  between  you  and  your  customers, 
^etetailers?— — Mr.  Horton:  Thesame. 

6698.  What  is  involved  in  the  latter  part  of  this  para- 
graph under  " financing  ”,  where  you  say ; 

“ Indeed  a very  substantial  proportion  of  the  capital 
employed  in  the  wholesale  trade  is  required  for  credit 
facilities.” 

How  much  would  you  say  is  required  because  of  extended 

credit,  and  for  how  long? It  is  difficult  to  say  exactly 

how  mucii.  In  limes  of  trade  recessiom  and  difficulty  the 
retailer  tends  to  take  considerably  longer  than  a month 
to  pay  Cor  his  account.  The  normal  trading  period  in  most 
trades  is  that  the  account  is  payable  thirty  days  after 
delivery  of  the  goods,  and  the  wholesaler,  if  he  is  to 
maintain  the  djsi'ributiO‘n  of  the  manufacturer,  has  to 
keep  pretty  closely  lo  those  limits ; but  the  retailer  doe.s 
tend  to  require  extended  credit.  Wc  find  that  in  serious 
times  the  credit  taken  may  be  up  to  two  months  or  more. 

6699.  Have  you  any  sort  of  rough  calculalioii  of  the 

amount  of  your  accounts  that  are  settled  within  thirty 
days,  and  are  therefore  eairning  trade  discounts^  and  those 
that  are  not  settled  within  that  period  under  present  con- 
ditions, and  how  the  present  compares  with  the  past  before 
we  reached  the  recession? 1 have  no  actual  statistics. 

6700.  Is  it  worse  now  than  it  was  twelve  months  ago? 

Mr.  Diamond:  Yes.  it  is  somewhat  worse.  I would 

say  there  has  been  a falling  off  of  trade,  but  I do  not 
think  I would  say  there  is  a decided  recession  yet. 

6701.  As  wholesalers,  you  are  requiring  more  working 

capital? ^Ycs. 

6702.  Why  are  you  requiring  more  working  capital  in 

April.  1958,  than  you  were  requiring  in  April,  1957? 

Because  the  .seasonal  demand  for  most  goods  has  come 
to  an  end  quicker  during  the  period  from  January  until 
now  than  it  did,  for  example,  last  year.  There  has  been 
a smaller  demand  from  the  beginning  of  January  to  the 
end  of  March  than  there  was  last  year. 

6703.  You  do  not  associate  that  with  any  form  of 

recessiom? ^I  would  not  say  it  is  a serious  recession  ; 

it  is  a falling  off  of  demand.  I can  only  talk  about  some 
industries ; but  one  of  the  reasons  why  dealers  have  been 
requiring  bigger  credit  has  been  that  they  have  not  been 
able  to  secure  overdrafts  themselves,  and  have  gone  io  their 
wholesalers  to  for  a longer  time  to  pay.  Their  over- 
drafts have  been  shortened  by  their  bankers,  and  they 
are  asking  for  more  credit  from  us.  Also  they  have  to 
carry  the  burden  of  purchase  tax  their  shomders,  and 
that  is  quite  a heavy  burden  in  many  industries. 

6704.  Chairman:  The  next  section  is  fairly  general: 
then  we  come  to  the  section  on  “ Effect  of  the  authorities 
use  of  monetary  measures”. — Sir  Oliver  Franks:  You 
say  .in  paragraph  20  that  there  has  been  an  attempt  in 
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general  to  limit  the  supply  of  money  by  restrictions 
imposed  or  -threatened  and  that  these  restrictions  have 
not  proved  efficacious.  What  does  that  mean?  Had  you 
in  mind  that  they  were  not  efficacious,  in  the  sense  that 
the  supply  of  money  was  not  limited,  or  did  you  have 
in  mind  that,  while  the  supply  of  money  was  limited,  the 
wider  objectives  which  .the  Government  had  in  view  were 

not  attained? Mr.  Horton:  The  spending  power  is 

still  there,  so  that  the  supply  of  money  has  not  really 
bera  restricted. 

6705.  And  “ not  efficacious  ” means? ^That  the 

restrictions  have  not  really  achieved  the  object  which  the 
Government  had  in  mind  in  imposing  them. 

6706.  The  object  being? ^To  restrict  spending  power. 

6707.  You  feel  that  the  various  things  which  the  Gov- 
ernment has  done,  whether  by  increasing  the  Bank  Rate 
or  imposing  restrictions  on  hire  purchase,  or  whatever  it 
may  have  been,  really  have  not  altered  the  readiness  of  the 

supply  of  money  at  all? We  feel  that  the  demand  for 

the  goods  has  still  been  there ; as  we  say  in  paragraph  20 
the  demand  for  consumer  goods  has  shown  no  serious 
tendency  to  fall  off  until  recently.  I read  only  yesterday 
that  in  hire  purchase  the  fall  off  has  been  about  43  per 
cent,  as  compared  with  a year  ago ; but  during  the  year 
there  has  certainly  been  no  slackening  off  in  the  demand 
for  goods.  Therefore  we  feel  that  the  effect  aimed  at 
has  not  really  been  achieved. 

6708.  Professor  Sayers ; But  at  the  end  of  paragraph  23 

you  refer  to  the  restriction  of  stock  due  to  credit 
measures.  Who  has  been  restricting  stock  on  account  of 
credit  measures? Both  the  retailer  and  the  wholesaler. 

6709.  Have  you  evidence  of  specific  cases? ^Yes.  Our 

experience  is  that  retailers  in  particular  are  tending  to  buy 
hand  to  mouth  instead  of  putting  goods  in  stock. 

6710.  Has  that  been  due  in  your  knowledge  to  the 

credit  measures? ^We  assume  that  it  must  have  been 

because  they  have  not  got  the  financial  resources  to  put 
goods  into  stock. 

6711.  It  is  no  more  than  an  assumption  on  your  part? 
^Yes. 

6712.  Sir  Oliver  Franks:  When  you  say  “ assumption  ”, 

I take  it  to  mean  that  you  think  that  that  is  what  must 
have  been  the  case;  but  if  you  said  you  knew  it  as  a 
matter  of  fact,  then  you  would  be  aware  of  certain 
individual  cases  of  customers  who  were  ordering  from  hand 
to  mouth  and  had  told  you  that  it  was  because  they  had 

no  cash  to  do  otherwise? Mr.  Horton:  We  can  only 

speak  from  our  experience ; orders  placed,  added  to  the 
long  period  taken  over  payment,  must  have  some  b^nng 
on  the  question  we  are  discussing. — Mr.  Diamond:  There 
is  a decided  tendency  for  retailers  to  order  more 
frequently  but  in  far  smaller  numbers.  They  hesitate  before 
buying  in  any  quantity  at  all  these  days,  and  they  virtually 
buy  according  to  the  demand  they  are  experiencing. 

6713.  Chairman:  So  in  your  experience  the  smaller 
numbers  covered  by  each  single  order  is  matched  by  a 

greater  frequency  of  orders? There  is  a greater 

frequency  of  orders,  but  .they  are  all  very  much  smaller. 

6714.  Professor  Sayerj:  Since  when  has  this  been? 

Since  last  September  approximately. 

6715.  Was  it  noticeable  at  all  before  September? 

Not  to  anything  like  the  same  degree.  There  was  an 
approaching  drift. 

6716.  Sir  Oliver  Franks:  When  you  talk  with  your 
customers,  do  you  get  any  information  from  them  about 
why  over  this  six  months  period  they  have  behaved 
differently  from  the  way  in  which  they  behaved  before, 
and  why  orders  are  more  frequent  and  smaller  in  this  last 

six  months  ? have  the  opportunity  of  speaking  virtually 

all  day  long  to  olieots,  ei'ther  at  our  Trade  counters  or  over 
the  telephone.  Their  explanation  is  that  the  public  are  far 
more  critical  and  cautious  in  their  buying,  and  the  dealer 
is  therefore  hesitant  to  take  a chance  on  bis  purchasing. 
He  will  buy  what  he  is  able  to  sell  readily. 

6717.  Your  customers,  the  dealers,  might  be  drawing  in 
their  horns  as  a result  of  the  announcements  of  Govern- 
ment policy  that  were  made  on  September  19th  last,  not 
because  they  affected  them  directly  -but  because  they  felt 
that  demand  was  likely  to  be  different:  they  were  thinking 
that  the  measures  might  have  altered  the  expectations  of 
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their  customers.  Are  you  saying  that  your  dealers  have 
altered  their  behaviour  in  relation  to  you  because  of  the 
feeling  that  their  customers’  demands  are  changing,  and 
not  directly  because  of  what  the  Government  announced, 
and  that  the  relevance  of  the  Government  announcements 
to  you  is  that  they  are  indirectly  reflected  in  customers’ 

demand? What  occurred  in  the  latter  part  of  September 

cast  a very  dark  shadow  over  buying  in  general.  At  the 
Radio  Exhibition,  which  took  place  the  last  week  in 
August  and  the  first  week  in  September,  dealers  came 
from  the  length  and  breadth  of  Great  Britain  in  a very 
buoyant  mood.  They  had  not  a large  carry-over  stock 
from  last  summer  and  were  very  optimistic.  Then  m the 
middle  of  September  that  dark  shadow  came. 

6718.  But  did  the  shadow  put  the  dealer  directly  in  the 

shade  or  did  it  fall  over  the  customers,  and  because  the 
customers’  views  bad  changed  make  the  dealers  alter 
theirs?. would  say  a combination  of  the  two. 

6719.  Can  you  point  to  what,  in  the  Government’s 
announcements,  was  more  important  than  other  things  in 
making  this  change  of  mood  or  casting  the  shadow?  Was 
it  what  they  said  about  bank  advances,  or  what  they 
said  about  the  Bank  Rate,  or  was  it  what  they  said  about 

Government  expenditure? 1 would  say  all  these  things, 

plus  the  fact  that  there  was  also  a veiled  threat  that  if 
those  measures  did  not  succeed  even  sterner  measures 
would  be  taken. 

6720.  Would  it  have  made  any  difference  to  the  length 
or  darkness  of  the  shadow  if  the  Government  had  said 
all  the  rest,  including  'the  suggestion  that  if  this  was  not 
enough  more  would  .be  done,  but  had  not  said  anything 

about  the  -Bank  Rate? Mr.  Horton-.  I think  the  Bank 

Rate  was  probably  the  final  thing  that  hastened  the 
shadow,  because  that  presupposed  a tightening  of  money 
resources  and  the  difficulty  of  getting  advances  and  that 
sort  of  thing,  and  the  hint  that  that  was  possibly  only 
a stage. 

6721.  Could  w»  put  it  in  a form  to  which  you  ami 
your  colleagues  could  answer  yes  or  no  to  this?  Do 
you  think  that  the  marginal  element  in  the  change  of 
mind  of  your  dealers  or  their  customers  was  the  sudden 
change  of  the  Bank  Rate  to  7 per  cent,  in  Scplembcr 

[ast? Mr.  Horton-.  Yes,  plus  the  difficulty  of  hire 

purchase.— Mr.  Diamond:  I think  that  jump  fj-jghtenud 
a lot  of  people.  Had  it  been  done  by  degrees,  1 per 
cent,  at  a time,  it  might  not  have  had  so  decided  an 
influence. 

6722.  Mr.  Jones:  Have  the  wholesalers,  and  has  .trade 
generally,  been  affected  by  the  controls  on  credit  from 

the  banks? Mr.  Horton:  Yes.  The  principal  use 

which  the  wholesaler  makes  of  bank  advances  is  to  meet 
his  commitments  in  regard  to  purcha.se  tax,  and  the 
tendency  at  the  bank  has  been  to  make  less  credit  available 
to  him  in  that  respect. 

6723.  Then  your  difficulties,  in  the  situation  of  a 
damping  down  of  trade,  have  been  attributable  to  two 
factors:  an  increase  in  the  rate  you  had  to  pay  for  any 
credit  advanced,  and  in  the  second  place,  a reduction  of 
the  working  capital  that  was  normally  made  available  on 

a short-term  basis  by  the  banks? Yes ; we  could  not 

get  the  loan,  and  if  we  could  get  ,the  loan  we  had  to  pay 
more  for  it. 

6724.  Professor  Sayers:  You  gave  a very  decided 
answer  when  you  were  asked  if  the  jump  in  the  Bank 
Rate  had  anything  to  do  with  it ; and  you  have  added 
since  that  this  meant  that  you  had  to  pay  more  for  your 
bank  credit.  Would  you  put  more  directly  why  do  you 
attach  such  importance  to  the  jump  in  the  Bank  Rate? 

1 think  the  jump  in  the  Bank  Rate  was  first  put  to 

us  by  Sir  Oliver  Franks  as  to  the  effect  of  that  upon  our 
customer,  either  the  retailer  or  the  public.  The  answer 
that  we  should  have  to  pay  more  was  related  to  the 
effects  of  the  Government’s  policy  on  bank  advances  to 
the  wholesalers  as  such.  The  wholesaler,  as  I have  said, 
normally  carries  quite  a big  bank  overdraft,  which  i.s 
largely,  though  not  entirely,  to  meet  his  quarterly  commit- 
ments in  regard  to  purchase  tax.  That  is  being  made  more 
difficult  for  us  because,  where  formerly  the  bank  was 
prepared  to  advance  the  money,  they  are  becoming  more 
difficult  in  view  of  the  Government’s  instruction  ; and 
because,  where  the  money  is  also  available,  we  have  to 
pay  a higher  rate  of  interest  for  it.  So  the  wholesaler 
has  to  pay  more  for  the  accommodation  he  temporarily 
requires  to  meet  his  commitments  on  purchase  tax,  and 


at  ■the  same  -time  he  gels  nothing  for  the  collection  of 
Che  tax.  Under  normai  conditions  it  costs  him  quite  a 
big  percentage  to  aot  as  the  lax  collector,  but  he  is  'havitig 
to  pay  even  more  under  present  conditions.  Added  to  that 
is  'the  fact  that,  as  We  have  mentioried  previously,  the 
retailer  is  now  -taking  longer  to  meet  his  commitments ; 
the  money  accruing  to  -the  wholesaler  during  the  period  of 
purchase  tax  is  ooaiidng  slower  and  slower  into  his 
possession. 

6725.  Chairman : Where  does  all  this  get  us  to?  The 

wholesaler  has  his  line  of  credit  from  Che  bank,  mainly  used 
for  purcha-w  tax,  restricted,  and  he  has  also  to  pay  more 
for  accon>modalion  from  the  banks ; the  retailer  has  had 
his  credit  cut  down  ; the  customer  is  reported  to  be  more 
cautious  and  critical  in  whether  he  will  make  a purchase 
or  not;  but  in  spite  of  ail  that  there  has  only  been  a 
slight  slackening  in  tlio  ultimate  demand  from  the  custo- 
mer?  Mr.  Dimnoiul:  No.  When  I said  there  was 

not  a recession,  I was  thinking  in  terms  of  a recession  like 
the  one  we  read  so  much  abou-L  in  the  papers  today  in 
America.  I do  -not  want  to  go  so  far  as  to  view  it  as  a 
really  serious  rccc.<sion,  but  ithere  has  definitely  been  a 
slaakenlng  in  the  demand.  Dealers  are  continually 
emphasusing  that  llic  public  has  not  as  large  an  amount 
of  spcndiing  -money  today.  They  are  not  working  overtime 
at  week  ends  and  during  the  week.  A lot  of  the  luxury 
or  soml-luxury  articles  they  were  able  to  purchase  a year 
ago  they  are  not  aible  to  purchase  now.  That  has  caused 
the  dealers  to  'become  more  cautious  and  not  to  take 
a chance  in  putting  in  larger  stocks  'than  they  deem 
essential. 

6726.  ThiiiL  is  the  radio  trade.  What  about  the  others? 

1 pul  that  as  far  as  radio,  electrical  and  musical 

trades  are  concerned. 

6727.  Sir  Oliver  Franks : That  is  not  the  case  with  soft 

goods? Mr.  Horton  : No. 

6728.  That  is  why  wc  are  interested  in  wha.t  Ihe  range 

of  trade  is.  Can  you  tell  us  about  hardware? Mr. 

Whittle:  'i'hc  tendency  in  the  latter  months  ha.s  been  very 
similar  to  lluil  outlined  by  Mr.  Diamond.  During  1957 
the  grapli  of  sale.s  followed  very  closely  the  1956  pattern ; 
in  the  -peak  month  it  wa.s  a little  higher.  Then  there  was 
a drastic  falling  away  during  NovonTber,  December  and 
January.  .Siiles  should  now  begin  to  improve  accordi^ 
to  our  trade  'pattern,  but  in  the  latter  few  months  1 shoula 
.say  that  trade  is  not  .so  good  as  in  the  early  part  of  1957. 

6729.  Professor  Sayers:  That  is  of  sales  by  the  whole- 
saler to  the  retailer? <30116  so. 

6730.  Chairman : And  the  electrical  trade? Mr. 

Ethm-itlpe:  1 do  not  wish  to  comment  on  Mr.  Diamonds 
romaiis;  'Mr.  Diamond  is  interested  in  the  electrical  and 
radio  trades. 

6731.  Profe.ssor  Sayers:  .Suppose  that  last  September 
when  your  trades  had  been  fairly  buoyant  the  Govern- 
mciU  had  done  nothing  except  make  a very  steep  increase 
in  Bank  Rate;  what  would  have  been  the  effects  -cm 

your  trades? That  is  a hypoUieticnl  question,  and  it  is 

awfully  difficult  to  know  the  effect  of  a hypothetical  qiws- 
tion  on  a trad*.  Is  not  the  answer  that  the  jwyhcolcgic^ 
effect  on  trade  generally  of  the  sudden  jump  in  the  Bank 
Rate  was  sufficient  to  jolt  'trade  as  a whole  in  this  country 
into  a knowledge  of  the  financial  difficulty  in  wiiioh  tlw 
country  was,  on  the  balance  of  payments?  I ^ 
think  one  oiin  say  what  would  have  been  the  effect  on 
trade  of  one  individual  thing;  but  I would  say,  spe^ng 
personally,  that  the  psychological  effect  of  this  woum  have 
been  sufliciai't,  because  it  wiis  the  psychological  cff«t_ot 
the  7 per  cent,  which  shook  trade  generally  into  realising 
the  difficulties. 

6732.  You  stress  that  it  would  be  a psyohological 

and  it  would  be  general ; nothing  peculiar  to  the  wholesale 
trade? 1 am  not  suggesting  .that  it  was. 

6733.  And  why  do  you  think  people  wotdd  h®  s® 

impressed  by  this  measure? Mr.  Diamond:  I think  it 

spreads  a little  further.  There  was  a series  of 
There  was  -the  resignation  of  the  Chancellor  very  shOTtiy 
afterwards,  and  -the  talk  about  this  country  vis-&-vis  other 
countries;  that  had  an  ill  effeot,  and  the  papers  made  so 
much  of  it  at  the  .tme.  People  became  somewhat  clouay 
in  their  outlooks;  -they  were  confused  in  t^ir  rnands, 
they  were  worrit  as  to  the  future.  They  just  did  not  know 
how  to  interpret  it  all  or  what  the  effect  of  it  was  going 
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to  be.  That  seemed  to  be  the  general  consensus  of 
opinion. 

6734.  Coming  to  paragraph  25,  in  your  eKperience  was 
capital  expenditure  abandoned  or  postponed  as  a result 

of  the  Septemiber  measures? Mr.  Horton:  In  so  far 

as  certain  of  our  own  members  are  concerned,  definitely. 
They  have  had  to  postpone  plans  for  extension  of 
premises,  and  so  on.  In  some  cases  they  are  still  using 
premises  that  are  entireljf  unsuitable,  which  they  have 
perhaps  outgrown,  and  which  in  normal  times  they  would 
have  rebuilt  or  enlarged;  but  for  the  time  being  they 
have  to  put  that  into  cold  storage. 

6735.  Chairman:  But  you  would  not  have  looked  to 

your  banks  to  finance  that  kind  of  expenditure,  would 
you? ^Partly  we  might  have  done. 

6736.  Tenqjorarily? Temporarily  and  partly. 

6737.  Professor  Sayers:  Which  part  of  the  Govern- 
ment’s measures  had  this  effect? ^The  instruction  to 

the  banks  and  the  increase  in  the  Bank  Rate ; the  fact 
that  the  money  now  is  not  there  for  them. 

6738.  Sir  Reginald  Verdon  Smith:  What  sort  of  capital 
expenditure  do  wholesalers  incur?-— Premises,  facilities 
generally,  vehicles. 

6739.  Lord  Harcourt:  Handling  equipment? Yes, 

and  invoicing  and  calculating  machines,  and  servicing. 

6740.  Sir  Reginald  Verdon  Smith:  Do  fixed  assets 
form  a substantial  part  of  the  capital  employed,  or  a 
small  part?— Quite  a big  part. 

6741.  Professor  Sayers:  Paragraph  42  refers  to  small 
concerns.  Would  you  say  that  the  small  concerns  are 
discouraged  because  the  level  of  interest  rates  is  now  so 
high  .that  their  profits  cannot  bear  these  rates  of  interMt, 

or  is  it  that  they  expect  interest  rates  to  fall? iJiiTik 

it  is  the  former,  Sir ; so  far  as  most  industries  are  con- 
cerned the  wholesaler  is  the  small  concern.  _ There  are 
very  few  wholesalers  who  are  public  companies. 

6742.  When  you  say  “ presen.t  rates  of  interest  ” are 
you  thinking  of  any  particular  range?  At  what  rate  of 
interest,  does  the  wholesaler  begin  to  sit  up  and  say: 

“I  cannot  afford  this”? Mr.  Diamond:  The  Bank 

Rate  had  ronained  fairly  static  for  a goodly  period  of 
time.  I would  say  above  6 per  cent.,  just  speaking 
broadly. 

6743.  That  is  to  say,  when  he  has  to  pay  6 per  cent.? 

No ; when  Bank  Rate  goes  above  6 per  cent,  he 

becomes  really  concerned. 

6744  In  1955  and  1956,  the  Bank  Rate  was  moving  up 
but  it  was  still  below  6 per  cent.  Were  wholesalem  then 
not  at  all  worried  by  the  rises  in  the  Bank  Rate?  ^1 
think  they  were  always  concerned.  Interest  on  borrow- 
ing was  always  part  of  .their  everyday  expenses  and  they 
had  to  try  and  keep  that  down  to  as  low  a level  as 
possible.  Probably  a sli^t  increase  would  have  made 
them  more  cautious,  and  they  would  probably  stoar  less 
and  would  try  to  cany  it  from  that  angle;  but  it  is 
rather  hard  to  say. 

6745.  But  I am  going  back  to  the  actoal  facts  of 

1955-56  • do  you  remember? 1 do  not  think  they  were 

unduly  wcffried,  but  .they  were  concerned,  as  a passing 
phase,  shall  we  say. 

6746.  But  the  concern  becomes  altogether  greats  when 

the  Bank  Rate  goes  above  6 per  cent.? Mr.  Etheridge : 

Then  there  is  serious  concern. 

6747.  Chairman : Would  it  be  that  in  1955  and  1956 
you  were  not  concerned  about  the  level  of  demand  m 
the  way  you  have  been  during  the  last  six  months?  ■ 
Mr.  Diamond:  As  far  as  my  particular  trade  was  ooo- 
cemed,  in  1955  and  1956  the  summers  were  not  so  go^, 
but  the  other  parts  of  the  year  were  quite  go^.  But 
this  last  year,  1957,  the  summer  was  very  good  mdeed 


as  far  as  the  radio,  electrical  and  musical  trades  were 
concerned,  and  gave  that  buoyant  outlook  at  the  time 
of  the  ra^o  exhibition  which  was  not  fulfilled  later.  The 
summer  trade  was  definitely  better  than  that  of  the  pre- 
vious year  ; I think  there  was  a certain  amount  of  caution 
because  trade  had  fallen  off  in  that  period  of  the  year 
in  the  previous  year. — Mr.  Whittle ; Perhaps  I can  give 
you  an  indication  as  to  the  state  of  concern  experienced 
by  the  wholesalers  in  the  hardware  trade  on  the  question 
of  interest  on  borrowed  moneys.  From  our  statistics  we 
see  that  the  average  gross  margin  of  a wholesaler  in  our 
particular  line  of  trade  is  18  per  cent.  His  net  profit 
after  paying  his  administration,  occupancy,  selling  cost, 
warehousing,  etc.,  totals  approximately  3 per  cent.  Out 
of  that  3 per  cent,  he  pays  1-4  per  cent,  in  tax ; 0'03  per 
cent,  in  dividends ; and  0-4  per  cent,  on  interest  for 
borrowed  monies.  Out  of  a net  profit  of  approximately 
3 per  cent,  that  is  a considerable  proportion.  That  is  the 
sales  experience  of  1956,  which  was  a very  good  year. 

6748.  Lord  Harcourt:  In  paragraph  60  you  say: 
"Forward  dating  of  invoices  in  order  to  keep  factories 
clear  of  stock.  . . What  are  the  implications  of  that? 

Mr.  Diamond : When  production  exceeds  demand  the 

manufacturers  will  get  together  with  the  wholesalers  and 
with  the  retailers,  and  come  to  some  arrangement,  or 
make  a suggestion  that,  if  they  will  take  in  stock  and  try 
to  activate  the  sale  of  that  stock,  and  push  it  for  all  they 
are  worth,  instead  of  dating  the  invoice,  say.  for  1st  April 
they  will  date  it  for  1st  May  or  even  1st  June.  AJso, 
for  example,  suppose  that  in  an  industry  in  which  seasonal 
demand  really  manifests  itseH,  manufacturers  find  that 
they  habitually  build  up  stocks  in  the  month  of  September  ; 
they  will  frequently  go  to  the  wholesaler  or  retailer  in  July 
or  June  and  say : “ You  can  have  your  invoices  dated 
two  months  ahead  if  you  will  take  delivery  now”. 

6749.  Tho  wholesaler  or  retailer  gets  a longer  term  of 

credit  without  losing  his  rate  of  discount? ^Yes. 

6750.  Sir  John  Woods:  In  paragraph  58  you  say; 

" Mortgages  for  20  years  have  been  extended,  in  some 
cases  for  a further  seven  years,  as  an  alternative  _ to 
repaying  the  enhanced  interest  demanded.  Such  action 
•by  the  building  societies  is  damaging^  to  morale  and 
causes  loss  of  confidence  in  the  sanctity  of  contract.” 

I am  afraid  I do  not  follow  that ; what  contract  is  not 
being  honoured?'  Mr.  Horton:  This  is  not  solely  a 
wholesaler’s  problem.  We  took  this  opportunity  of  deal- 
ing with  the  question  of  loans,  and  so  on.  Tho  building 
societies  have  increased  their  terms  to  borrowers,  or  given 
them  the  opportunity  of  extending  the  period  of  their 
mortgage.  There  is  a contract,  implied,  if  not  actual, 
between  the  building  society  and  the  borrower,  and  the 
period  is  according  to  the  length  of  time  that  the  borrower 
agreed.  This  is  not  a wholesaler’s  problem  as  such,  but 
it  does  seem  a little  hard  that  the  building  society  should 
be  able,  particularly  in  the  case  of  middle-aged  people, 
to  extend  the  mortgage  for  a further  period  or  requue 
an  enhanced  interest.  That  is  what  we  mean  by  the 
sanctity  of  contract.  A borrower  undertakes  to  abide 
by  certain  commitments  when  he  goes_  to  the  building 
society,  and  the  building  society  on  their  part  underlie 
certain  commitments  to  him  as  a member  of  the  public 
and  a borrower.  The  building  society  are  perfectly 
entitled  to  it,  I presume,  since  they  are  having  to  pay 
more  for  the  money  that  they  are  borrowing  ; but  it  does 
seem  an  almost  endless  sparring  if  a contract  entered  into 
can  be  set  arid©  by  one  party. 

Chairman:  1 see  the  point.  I thi^ 
our  questions.  We  are  very  much  obligi 
Mr.  Horton:  Thank  you  for  giving  us  t 
both  of  putting  forward  the  memorandum 
ing  before  you. 


that  completes 

id  to  you. 

he  opportunity 
and  of  appear- 


(The  witnesses  withdrew.) 
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The  following  witnesses,  representing  The  Fanners’  Unioia  of  the  United  Kingdom,  called  and  examined . 

J A Montgomery  Esq.,  Chairman,  Economics  and  Taxation  Committee,  the  Nation^  Farmers’  Union. 
D A.  Carter  Esq  Vice-Chairman,  Economics  and  Taxation  Committee,  the  National  Farmers  Union. 
F ' Vincent,  E^.,  C^rmur,,  Milk  and  Dairy  Produce  Committw.  the  National  Farmers’  Union. 

J Knowles,  Esq.,  General  Secretary,  the  National  Fanners’  Union. 

A.  Wenegarten,  Esq.,  Chief  Economist,  the  National  Farmers’  Union. 


6751.  Chairman : We  have  ail  r^d  your  mempranduin,* 
Mr.  Montgomery ; may  we  take  it  through  paragraph  by 
paragraph  to  see  what  questirais  arise  out  of  your  material 

that  we  want  you  to  enlarge  upon? Mr.  Montgomery : 

If  YOU  would  wish  it  that  way,  my  Lord  Chairman.  1 
had  not  thought  that  we  would  go  throu^  some  of  the 
statistical  work  which  you  have  had  the  opportunity  of 
studvine  AU  your  people  are  bankers  and  specia^te  m 
econWs  and  finance  and  that  sort  of  t^g,  and  have 
been  on  this  job  a good  while  and  know  the  background 
to  these  matters.  We  are  farmers ; we  are  not  spKiahsts 
in  these  other  things.  I thought  perhaps  we  could  help 
you  best  by  telling  you,  as  we  see  _th^,  the  needs  of 
aericulture  for  extra  money  to  come  in  from  outside  into 
ow  businesses,  and  going  throu^  the  presmt  sourc«. 
(riving  you  some  guidance  as  to  where  they  fall  somewhat 
^ort  of  the  needs  of  the  industry  m the  particular 
categories  in  which  they  fall. 

6752  We  have  had  it  very  oonveniraitly  set  out  in  your 
memor'andum,  divided  into  the  main  heatogs  of  Lo^- 
Torm  Credit  Institutions  ”,  and  Short  and  Medium  Term 
C^t  Institutions".  We  will  just  see  what  questions 
arise  from  us  which  we  may  want  you  to  enl^ge  upon. 
1 can  assure  you  that  we  will  not  trouble  you  with  statistus 
loo  much.  In  paragraph  2 you  give  us  your  of 

long-term  credit  institutions  as  ‘ those  which  are  prepued 
to  advance  money  fcxr  the  purchase  or  improve^t  of 
land  and  buildings  for  a period  of  ten 
Then  in  paragraph  3 you  go  on: 

the  two  main  sources  of  long-term  cr^t  m England  ^d 
Wales  are  the  Agricultural  Mortgage  Corporation  and  the 
S SprovenSnt  Company",  the  Scottish  Agncultur^ 
Securities  Corporation  Ltd,  doing  a comparable  job  in 
Scotland.  In  Northern  Ireland  you  have  the  spwial 
anangonents  for  government  loans  undCT  the  Devdop- 
meat  Loans  (N.I.)  Act.  1945.  The  A.M  C.  mak«  loans 
to  owners  and  owner-occupiers  for  the  purchase  or 
improvement  of  farms  and  buildings  for  a minirnum  period 
of  twenty  years,  and  a maximum  period  of  sixty  years. 
The  present  interest  rate  is  7 per  cent.  The  Corporation 
is  prepared  to  make  loans  to  landlords  and  o^er- 
occupiers  for  certain  specified  improvements  to  land  and 
buildings  on  the  basis  of  terminable  rents  charged  on  the 
land  improved,  repayable  half-yearly  for  a penod  not 
exceeding  forty  years.  When  you  get  a terminable  rent 
charged  in  that  way  on  a loan  made  .to  a landlord,  does 
it  form  part  of  the  charge  which  falls  on  the  farming 

tenant? ^Yes,  it  becomes  a rent  on  the  land ; it  is 

usually  included  as  part  of  the  rent,  hut  should  the  farm 
change  ownership,  it  is  of  course  a standing  charge  on 
the  property. 

6753.  It  is  part  of  the  annual  sum  the  tenant  has  to 

meet? It  would  be  calculated  either  as  an  extra  factor 

to  the  rmt  or  within  the  rent.  It  would  be  the  landlord’s 
decision  whether  he  showed  it  separately  or  not. 


6754.  Is  the  tenant’s  consent  needed  before  a landlord 
puts  in  an  improvement  of  this  kind?  It  is  going  to  carry 

interest,  I take  it,  on  the  current  rates  at  7 per  cent.? 

That  is  the  problem  of  all  these  long-term  loans ; they 
carry  a fixed  interest  charge  over  a period  of  years  with 
severe  penalty  clauses  if  one  wishes  to  pay  off  earlier. 
That  is  one  of  the  points  on  which  we  think  there  is  an 
opportunity  to  make  an  improvement. 

6755.  If  the  landlord  wants  to  put  in  a farming  improve- 

ment under  this  sdieme,  does  the  .tenant  have  to  be  con- 
sulted before  it  is  put  in? Mr.  Montgomery  : More 

frequently  it  would  be  1he  tenant’s  wish  that  soine  improve- 
ment  would  be  made. — Mr.  Vincent:  The  difficulty,  in 
my  experience,  is  to  get  the  landlord  to  do  it ; even  ff  the 
tenant  is  willmg  to  pay  the  extra  rent  concerned  it  is 
difficirit  to  get  the  lantord  to  spend  the  money. — Mr. 
Montgomery : The  tenant  would  not  be  able  to  do  it  on 
his  own  ; it  is  a landlord’s  scheme. 

6756.  Sir  John  Woods:  You  have  said  that,  if  this  was 
done,  the  cost  of  the  improvement  in  terms  of  interest 
was  a charge  on  the  land  ; does  that  mean  that  for  that 
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tenant  the  rent  is  increased  proportionately? That 

would  be  so,  whether  the  landlord  does  the  improvement 
with  his  own  money  or  on  borrowed  money.  If  he  uses 
his  own  money  it  is  a clear  cut  arrangement ; if  he  borrows 
money  from  either  of  these  bodies  it  becomes  a fixed 
charge  on  the  land  until  it  is  paid  off,  and  the  tenant 
would  expect  to  pay. 

6757.  What  happens  if  the  tenant  changes,  and  a new 
rent  has  to  be  negotiated  with  a new  tenant?  Is  this 
improvement  still  more  or  less  offered  to  ,±e  other  tenant, 
or  is  it  merely  a question  of  negotiating  a new  rent  in 

terms  of  the  then  market  for  agricultural  land? Mr. 

Montgomery : The  latter  would  be  the  case.  The  land- 
lord would  have  1he  opportunity  to  let  the  farm  for  the 
best  rent  that  he  could  get  in  the  light  of  getting  a 
responsible  tenant,  and  the  fact  that  the  tenant  had  to 
pay  the  interest  on  the  improvement  loan  would  be  rather 
■his  affair. — Mr.  Winegarten:  The  rent  charge  is,  so  to 
speak,  ffie  lender’s  security.  The  landlord  is  the  only 
man  who  can  borrow  from  either  of  these  bodies  for 
improvement  purposes.  If  he  carries  out  an  improvement 
he  will  charge  the  tenant  an  increased  rent,  but  it  is  the 
landlord  who  is  responsible  for  the  debt  to  the  Lands 
Improvement  Ck>mpany  or  the  Agricultural  Mortgage 
Corporation,  and  that  debt  is  secured  on  the  land  itself 
and  not  on  the  person  occupying  the  land.. 

6758.  Chairman:  Does  he  get  back  the  interest  charge 
that  he  has  to  pay  out  of  the  tOTant  when  rates  are  as 

high  as  they  are  at  present? Mr.  Montgomery:  If  we 

were  starting  today,  and  I was  your  tenant  and  asked  for 
improvements  in  the  land,  you  would  point  out  that 
this  would  mean  an  increased  rent ; I would  say  yes, 
and  it  would  he  my  intention  to  pay.  Times  change, 
and  perhaps  land  values  change,  and  perhaps  profitability 
in  farming  changes,  and  I depart.  Someone  else  comes 
in  in  my  place  and  you  would  have  to  lake  whatever  the 
current  value  of  rents  would  be. — Mr.  Vincent:  In  many 
cases,  even  before  the  Bank  Rate  went  up,  the  extra 
rent  which  the  tenant  would  have  to  pay  for  any  improve- 
ment has  often  been  much  higher  than  the  Bank  Rate ; 
as  much  in  some  parts  of  the  country  as  8 per  cent. 

6759.  I suppose  it  may  have  to  take  into  account 

depreciation  and  obsolescence  of  the  building? Mr. 

Vincent : Yes.— Mr.  Montgomery : Improvement  loans  are 
made  by  the  Lands  Improvement  Company,  and  the 
Agricultui'al  Mortgage  Corporation  operate  the  same 
system  in  a small  section ; but  .there  is  very  little  money 
being  taken  up  under  these  heads.  Most  of  the  advances 
of  the  Agricultural  Mortgage  Corporation  are  direct  loans 
on  the  security  of  the  property  and  not  on  an 
improvement. 

6760.  Why  do  you  think  so  comparatively  little  resort 

is  being  made  to  the  improvement  loan? ^Possibly  the 

straight  loan  from  .the  AJM.C.  was  a more  convenient 
way  of  doing  it. 

6761.  Do  both  have  to  be  inspected  and  approved  by 

the  Ministry  of  Agriculture? ^The  improvement  loan 

does,  but  not  the  general  loan. 

6762.  Do  you  think  that  has  some  bearing  on  the  resort 

to  one  or  the  other? Mr.  Montgomery:  Probably. — 

Mr.  Winegarten : Our  experience  from  the  survey  is  that 
the  complexities  of  the  method  of  applying  for  the  loan 
and  the  formalities  of  infection  have  had  a restrictive 
effect.  The  Lands  hnprovement  Company  lent  £170,000 
last  year,  according  to  their  own  figures ; that  is  in  the 
year  ending  December,  1957,  which  goes  beyond  the 
figure  in  our  paper.  Table  2 in  our  paper  shows  that 
the  sums  loaned  have  been  very  small  over  the  years.  The 
Agrio^tural  Mortgage  Corporation  under  the  heading  of 
improvement  loans  had  only  £115,000  outstanding  at 
3 1st  March,  1957,  as  compared  with  a figme  of  £30m. 
on  the  mortgage  side,  It  seems  to  be  the  impression  of 
our  county  branches  that  the  rather  complicated  way 
O'f  geitting  a loan  under  the  Improvement  of  Lands  Act 
procedure  has  had  a restrictive  effect. 

6763.  Professor  Sayers:  Is  there  any  evidence  that  the 

Agricultural  Mortgage  Corporation  has  been  failing  to 
satisfy  the  remaining  part  of  the  demand? Mr. 
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Montgomery : The  criticism  we  have  had  on  the  operation 
of  tiiat  is  that  they  are  cumbersome  in  the  way  they 
operate.  There  is  a good  deal  of  formality  which  is 
rather  putting  off.  There  are  fairly  high  initial  charges 
for  inspections  and  valuations  and  that  sort  of  thing,  which 
have  to  be  home  by  the  individual ; and  by  far  and  away 
the  biggest  deterrent  at  the  moment  is  this  high  rate  of 
interest  which  has  to  be  canied  over  such  a long  period. 
At  times  like  these,  when  borrowing  is  made  twenty,  forty 
or  sixty  years  ahead,  we  know  there  are  going  to  be 
changing  rates  of  interest  in  the  meantime,  and  it  is  a 
heavy  burden  for  anybody  to  go  in  and  borrow  at  present. 

In  our  opinion  the  Government  ought  to  stand  behind 
the  A.M.C.  at  these  particular  times,  when  interest  is 
out  of  relation  to  the  true  value  of  money  for  other 
reasons,  in  order  to  check  inflation  or  for  some  other 
purpose,  and  then  presently,  when  there  was  a change  in 
the  Bank  Rate,  and  the  rate  of  interest  in  .the  money 
market  was  lower,  the  A.M.C.  would  take  up  the  money 
from  that  source  and  the  Government  would  withdraw. 
This  would  be  a cushioning  effect,  to  prevent  this  big 
variation  of  interest  rates  impinging  too  hard  on  some- 
thing which  is  of  a long-term  character. 

6764.  Mr.  Jones : Does  the  Government  make  any  grants 
towards  these  schemes  ediiier  for  land  improvement  or 

for  improvement  of  cajrital  buildings? ^Not  in  the  way 

of  a remission  of  interest ; but  fee  Government  at  the 
moment  are  prepared  to  grant-aid  improvements  of  fixed 
capital  equipment  in  agriculture  of  certain  types,  which 
have  to  be  approved,  to  the  extent  of  one-feird  of  the 
capital  cost. 

6765.  Chairman : There  is  a wide  range  of  things  that 
can  be  approved  for  which  one  will  get  a grant ; and  that 
leaves  the  person  who  wants  to  do  the  improvement  to 
find  two-thirds  from  his  own  resources,  or  by  borrowing? 
That  is  right. 

6766.  Mr.  Jones:  Does  feat  mean  that  every  improve- 
ment scheme  either  for  building  a house  or  for  land,  costs 

the  industry  66  per  cent,  of  what  is  expended? ^Yes,  that 

is  right ; but  dwellinghouses  are  not  included  as  part  of  it 
There  are  certain  ofeer  'things  which  would  not  be  in  it 
but,  without  going  into  a long  story,  it  covers  a good 
many  of  the  normal  buildings  that  a farm  requires. 

6767.  So  interest  would  be  paid  at  7 per  cent,  on  66| 

per  cent,  of  the  total  cost? Mr.  Montgomery:  Yes.— 

Mr.  Vincent : Another  .thing  in  connection  with  fee  A.M.C. 
which  has  an  adverse  effect  on  people  taking  up  loans  is 
fee  penal  clause,  if  the  borrower  wants  to  redeem  before 
the  appropriate  time.  I do  not  know  the  exact  scale,  but 
he  has  'to  pay  a penalty  if  he  wants  to  pay  off  before 
the  appropriate  time.— Mr.  Montgomery:  If  he  came 
in  now  at  7 per  cent.,  and  he  wanted  to  get  out  in  five 
years’  time  because  he  could  take  up  the  money  some- 
where else  at  3 per  cent.,  there  would  be  a heavy  penally. 
The  A.M.C.  say,  not  unreasonably:  “We  took  up  the 
money  to  finance  your  scheme  when  rates  were  high,  and 
now  you  will  have  to  pay  to  the  end  of  the  time  or  pay 
such  a penalty  as  will  recoup  us.”  It  is  because  of  the 
long-tenm  operation  of  this  type  of  iborrowing  that  we 
suggest  the  Government  should  stand  behind  this  par- 
ticular item.  If  it  is  their  wish  feat  this  in^rovem^t 
should  he  done  and  they  ore  willing  to  grant  one-feird 
of  it,  why  saddle  the  other  two-thirds  with  an  interest 
charge  if  they  could  have  'promoted  expansion  at  a lesser 
rate? 

6768.  Professor  Sayers:  Are  you  suggesting  that  all 
enterprises  of  capital  development  that_  involve  borrowing 
for  a very  long  period  should  be  similarly  subsidised  at 

times  of  high  interest  rates? 1 am  not  keen  on  big 

variations  of  interest  rates  at  all.  I do  not  think  it 
is  in  the  general  interests  of  the  community. 

6769.  Did  you  not  suggest  just  now  that  the  Government 
should  stand  behind  and  allow  the  industry  to  have  fee 
money  at  a lower  rate  of  interest  fean  the  market  rate, 
not  on  'the  ground  that  this  is  fanning,  but  on  the  ground 

feat  these  are  long-term  commitments? ^Yes,  my 

suggestion  is  feat  the  Government  should  do  it.  _ I do 
not  think  it  would  be  possible  for  them  to  do  it  for 
every  industry. 

6770.  Then  why  for  one? ^There  are  exceptional 

things  already  in  agriculture.  We  have  a grant  scheme 
already.  They  do  not  put  up  one-third  of  the  money 
for  industrial  buildings,  as  far  as  I know. 
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6771.  What  is  fee  case  for  adding  further  to  the 

subsidy  for  agricultural  improvement? ^The  only  case  ! 

could  make  on  that  would  be  fee  place  of  agriculture  in 
the  national  economy. 

6772.  But  that  is  a thing  that  would  apply  year  in, 

year  out;  you  are  now  suggesting  that  'there  should  be 
an  extra  subsidy  at  times  of  dear  money,  at  times  when 
the  community  seems  to  be  short  of  capital.  Wiat  is 
the  special  justification  for  some  stability  in  the  interest 
rate  for  agriculture? Mr.  Winegarten:  The  main  justi- 

fication, from  our  point  of  view,  lies  in  fee  structure  of 
agriculture  and  its  access  to  fee  money  market  generally. 
Agriculture  consists  of  a very  large  number  of  small  umts  ; 
fee  joint  stock  form  of  organisation  is  not  particularly  to 
be  found  in  the  industry.  If  industrial  enterprises  seek  to 
borrow  for  permanent  equipment  they  have  access  to  a 
very  highly  organised  money  market.  The  Macmillan 
Committee  in  1931  noticed  there  were  gaps  feere,  and  an 
attempt  was  made  to  fill  those  gaps,  I believe  25  years 
afterwards.  In  agriculture  we  fed  there  is  this  special 
difficulty  of  raising  money,  not  only  to  buy  farms  but 
to  put  capital  into  restoring  fee  equipment  after  roughly 
a century  of  neglect.  The  Government  scheme,  which 
is  a ten-year  scheme,  launched  as  part  of  fee  long-term 
assurances  in  1956,  provides  grant-aid  of  one-feird  of 
the  capital  cost  on  certain  defined  improvements  on 
certain  holdings ; the  criteria  for  eligibility  pretty 
stiff,  as  we  know  from  fee  number  of  rejections.  At 
the  same  time,  the  owner,  or  in  some  cases  the  tenant 
(it  is  much  more  difficult  in  fee  case  of  the  tenanp  has 
to  find  two-thirds  of  the  finance.  If  he  can  find  it  out 
of  his  own  resources  there  is  no  problffln,  and  he  can 
take  advantage  of  the  grant.  But  many  people  _ are 
deterred  'because  they  cannot  raise  the  balance.  Neither 
the  A.M.C  nor  fee  Lands  Improvement  Company  axe 
attractive  sources  because  of  these  factors:  fee  high  rate 
of  interest,  particularly  at  the  present  time,  fee  formalities, 
and  fee  commitment  of  a fixed  redemption  period.  _ It 
is  submitted  on  our  side  feat  fee  rate  for  borrowing 
for  a period  which  in  the  case  of  fee  A.M.C.  can  extend 
up  to  sixty  years  ^ think  in  the  Lands  Improvement 
Company  it  is  forty  years)  should  not  be  influenced 
unduly  by  a rate  of  interest  whose  origin  and  impact 
are  supposed  to  be  perhaps  of  a temporary  chM'acter. 
We  have  already  seen  a 7 per  cent.  Bank  Rate ; it  is 
now  6 per  cent. ; tomorrow  it  may  he  5 per  cent.  But 
the  man  who  is  under  an  oibligation  to  improve  Ws 
efficiency,  and  cut  his  unit  costs  of  production,  which 
is  what  the  Government  is  asking  fee  industry  to  do 
all  the  time,  cannot  get  on  -wife  the  job  because  of  these 
rigidities,  if  I may  use  that  term,  in  fee  money_  market 
in  so  far  as  agriculture  is  concerned.  The  basic  justifica- 
tion lies  in  fee  structure  of  the  industry  itself. 

6773.  Chairman:  H you  had  fee  fullest  and  easiest 
access  to  fee  capital  market  for  long-term  finance  at 
a time  when  the  interest  rates  for  feat  kind  of  finance 
were  high,  you  would  be  facing  the  same  difficulty ; you 
would  be  expected  to  commit  yourself  for  thirty,  forty 
or  'fifty  years  at  fee  current  high  rate  of  interest.  It  is 
not  fee  access  to  fee  capital  market  feat  makes  fee  dif- 
ference.—Pro/cwor  Sayers:  Mr.  Winegarten  made. out  a 
very  full  case  for  special  facilities  for  access  to  fee  capital 
market  at  ail  times,  but  is  not  that  something  quite 
diffCTent  (torn  saying  that  agriculture  should  be  protected 
from  whatever  happens  to  be  the  going  rate  when  that 

going  rate  gets  past  a cCTtain  level? Mr.  Montgomery : 

We  make  no  apology  for  this ; we  realise  we  are  asking 
for  a preferential  arrangement  for  agriculture.  The 
other  day  I was  at  a committee  charged  'wife  advising 
fee  Government  on  fee  administration  of  these  long-term 
improvement  sdiemes.  The  Ministry  are  concerned  about 
fee  number  of  applications  put  forward  which  have 
not  been  foll.owed  up.  We  were  asked  as  a committee 
how  it  came  about.  All  we  could  say  was  feat  people 
were  not  able  to  find  fee  other  two-thirds  of  fee  money, 
which  is  not  altogether  surprising.  It  is  a long  way 
from  the  harvest  period  now,  in  fee  dead  of  winter,  and 
they  just  have  not  got  fee  money.— Mr.  Winegarten: 
Professor  Sayers  said  that  I was  suggesting  special  access 
at  aU  times.  That  is  one  way  of  looking  at  it ; I would 
regard  it  as  an  attempt  to  place  agriculture  in  the  same 
position  in  regard  to  access  to  fee  savings  of  fee  country 
as  industry.  Whether  you  regard  feat  as  preferential 
treatment  or  special  access  is  a matter  of  terminology. 
To  us  it  is  a case  of  levelling  up. 
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6774.  Yes,  'but  is  not  that  a <juite  different  point  from 
protecting  agriculture  from  a particular  phase  in  the 
interest  rate?— I agree.  I think  on  that  that  we  have 
in  mind  that  it  might  be  necessary  for  the  Government 
from  time  to  lime  to  use  finance  for  the  purpose  of 
stabilising  the  interest  rate,  but  at  the  same  time  we  are 
not  seeing  an  arbitrarily  low  rate  of  interest.  We  have  in 
mind  that  it  might  be  possible  to  average  out  the  long-term 
rate  for  agricultural  investment.  In  other  words,  if  Bank 
Rate  ever  fell  down  to  2 per  cent,  again  we  would  not 
expect  this  long-term  rate  to  keep  track  with  it.  We 
recognise  that  this  might  involve  occasionally  special 
assistance. 

6775.  Lord  Harcourt : You  are  really  saying  that,  when 
Bank  Rate  is  high  and  the  objeot  of  the  Government  as 
to  discourage  capital  investment,  the  agricultural  industry 
should  not  be  subject  to  that  control,  because  the  Govern- 
ment recognises  the  special  needs  of  agriculture  by  the 
33-1-  per  cent,  grant.  But  does  not  the  Government  also 
say  that  at  the  moment  when  they  want  to  damp  down 
total  investment  in  the  country  they  think  agriculture 
should  be  a contributor  to  that  damping  down  process, 
and  therefore  agriculture  must  pay  a high  rate  of  interest? 

Mr.  Montgomery.  If  that  is  the  view,  wo  would 

accept  that  as  being  so  ; we  would  accept  that  for  agricul- 
ture there  was  going  to  'be  a 7 per  cent,  or  6 per  cent, 
rate  of  interest  as  on  the  re.st  of  the  development  project.^ 
of  the  country.  But  we  look  at  it  with  slightly  different 
eyes,  maybe  because  we  are  associated  with  ihc  price 
review  procedure,  where  public  money  is  closely  asso- 
ciated with  agriculture.  This  would  be  a way  of  spending 
public  money  in  such  a way  that  the  interMt  rate  would 
be  low,  and  farmers  would  therefore  not  want  such  a big 
support  price,  in  the  years  ahead,  We  do  not  see  quite 
such  a conflict  between  one  thing  and  another  as  perhaps 
you  gentlemen  not  in  agriculture  would  sec.  I say  that 
lest  you  should  think  we  are  looking  at  it  oddly.— M/'. 
Winegarten : I think  the  Committee  arc  trying  to  find  out 
the  special  reasons  which  would  justify  this  special  sort 
of  treatment.  If  I may  make  another  attempt  to  deal 
with  that  question  I would  be  grateful.  As  Mr.  Mont- 
gomery has  stated,  we  are  faced  with  this  price  review 
annually,  in  which  on  the  one  hand  the  Government  tries 
to  minimise  the  cost  to  the  taxpayer  of  support  for 
agriculture  and  on  the  other  hand  we  try  to  ensure^  a 
reasonable  level  of  remuneration  for  the  agricultural  in- 
dustry, in  accordance  with  the  Agriculture  Act.  The 
investmenit  flow  in  agrulcjullture  differs,  I think,  from  the 
flow  in  other  industries.  O'ne  of.  the  objects  of  the  Bank 
Rate  is  after  all  to  affect  'the  flow  of  stocks  and  so  on  ; that 
hardly  applies  to  the  sort  of  investment  which  we  are 
discussing  in  this  particular  context,  which  tend.s  to  be 
gradual  and  fairly  steady.  For  years  the  industry  has 
been  feced  with  a challenge  of  decisively  reducing  its  unit 
costs  of  production.  The  general  object  of  that  exercise 
is  to  put  the  industry  in  a po.sition  to  sustain  rather  lower 
levels  of  support  prices  as  compared  with  the  present. 
The  Government  said  to  us  at  the  latest  price  review : 
“You  will  take  the  cut  of  £19m.  in  the  guarantees,  and 
you  will  try  to  maintain  your  level  of  income  by  making 
further  improvements  in  your  efficiency.”  In  part  that 
requires  investment  in  the  short,  medium  and  long-term 
fields.  We  are  dealing  here  specifically  with  the  long- 
term as  regard-s  this  point  of  the  rate  of  interest,  and 
we  would  say  that  the  industry  is  faced  with  this  challenge 
not  in  six  months’  time,  not  in  a year's  time,  not  in  two 
years’  time,  when  the  natio^nal  position  may  perhaps  be 
easier  from  an  interest  rate  point  of  view,  but  today, 
when  interest  rates  are  at  a high  level.  On  the  one  hand 
the  Government  are  placing  this  obligation  on  the  farming 
industry,  and  on  the  other  hand  the  facilities  are  not 
there  to  enable  the  job  to  be  done  to  the  degree  it  ought 
to  be  done.  For  that  reason  we  suggest  that  (here  is  a 
case,  having  regard  to  the  long-term  character  of  this 
investment,  for  achieving  some  averaging  out  of  the 
interest  rates,  which  might  from  time  to  time  involve 
Government  assistance. 

6776.  Chairman:  It  comes  to  this:  you  want  to  fit 
it  into  a whole  social  policy  with  regard  to  the  treatmen't 
of  agriculture.  You  say  that,  if  you  are  expected  to  carry 
specially  high  interest  rates  such  as  the  market  carries, 
then  it  does  not  fit  into  the  rest  of  the  social  policy  the 
Government  envisage  towards  agriculture? think  that 


is  a fair  way  of  putting  it,  if  you  say  “social  and 
economic  ”. 

6777.  Sir  John  Woods:  A lot  of  discussion  has  ranged 
round  the  fact  that  these  long-term  loans  are  for  such 
•A  long  period,  from  forty  'to  .sixty  years.  You  do  not  like 
the  idea,  and  I can  quite  see  why,  that  you  .should  be 
saddled  with  a rate  of  interest  which  may  be  a temporary 
thing  for  as  long  as  forty  to  sixty  years.  Why  is  it  that 
these  loans  are  of  such  a long  duration?  Is  it  because 
of  the  nature  of  the  indu.stry,  the  durability  of  the  im- 
provements, the  length  of  time  it  lakes  for  these  improve- 
ments to  come  out  in  improved  profits,  and  so  on  ; or  is 
it  that  the  forty  ito  sixty  years  is  part  of  a social  policy 

towards  agriculture? -Mr.  Montgomery:  The  recovery 

of  capital  put  into  agriculture  is  probably  slower  than  it 
would  be  in  other  industries. 

6778.  Suppose  tha'l  you  hud  free  acccs.s  to  the  capital 
market  in  the  same  way  as  any  other  people,  do  you  think 

you  would  get  loa.as  of  forty  to  sixty  years? Mr. 

Montgomery:  I do  not  know.— Mr.  Winegarten:  Indus- 
trial companies  borrow  inddinildy, 

6779.  Would  it  bo  cconomioally  justified? Mr. 

Montgomery : If  the  rate  of  interest  was  level  'throughout 
the  ipeniiHl,  one  would  not  be  very  iar  wrong,  but  it  is 
having  iliO  'lake  'Up  the  imoney  ait  the  present  high  rate 
which  prejudices  the  future. 

6780.  Suppose  'that  you  had  access  to  the  capital  maricet, 
What  ■would  the  lender  say?  Would  he  lend  you  money 
for  forty  to  sixty  'years,  •or  would  he  say  it  should  be  ten, 

fifteen  or  Iwouty  years? ^Thcrc  arc  more  tenders  on 

your  side  of  ithc  table  than  on  this  side  I 

6781.  Chairmm:  In  paragraph  9 you  refer  to  joint 
slock  bank.s  as  having  bW  important  providers  of  long- 
term credit  'to  the  .industry.  How  far  have  faitmers  been 
accustomed,  up  to  the  recent  period,  to  look  to  ihc  banks 

for  longiterm  credit? ^They  do  not  look  with  succe.ss 

an'y  longer.  We  ouly  have  a rather  broad  assossmcnl  of 
tho  amounts  of  imoncy  as  to  which  agriculture  is  indebted 
to  the  'banks  long-term  and  .short-term.  T'he  figure  is  given 
here  that  55  to  60  per  cent,  of  the  total  bank  advances  were 
on  account  of  farming  opcratii>ns ; presumably  the 
remainder  was  on  long-term.  Wo  do  know  that  banks  at 
one  time  were  prepared  'to  entertain  a mortgage  on 
properly. 

6782.  How  much  can  you  tell  us  from  your  expwienoe 
about  tho  banks’  practice  in  that  way? — -Mr.  Vincent: 

I had  ito  buy  two  of  my  farms  eighteen  months  ago;  I 
wanted  to  have  some  bank  accommodation  and  1 was  told 
there  was  none. 

6783.  Before  the  credit  squeeze  came  on.  was  it  riormal 
to  look  to  the  bank  as  a likely  provider  of  a line  of 

long-term  credit? Mr.  Carter:  I was  able  to  do  that 

myself  just  'before  the  credit  squeeze  came  on ; I bought 
farms  on  a bank  overdraft.  It  is  not  a very  pleasant 
position  to  be  in  today,  when  the  only  thing  I can  do  other 
than  carry  on.  with  the  bank  is  to  go  to  the  Agricultiual 
Mortgage  Corporation  and  sign  myself  over  for  a mint- 
rmim  of  twenty  years  or  a maximum  of  sixty  years  at 
7 per  cent. 

6784.  Before  the  credit  squeeze  you  would  have  been 
fairly  happy  to  have  bought  or  improved  your  farm  on  a 

bank  overdraft? Mr,  Carter:  I 'thought  so  about  five 

or  ten  years  ago;  ■!(  may  not  be  so  good  as  I thought  it 
was. — Mr.  Vincent:  I would  have  done  it  through  the 
bank  if  I could.  T had  to  take  up  a mortgage,  not  from 
the  A.M.C.  but  through  aa  insurance  company. 

6785.  'Profe.i.iQr  Sayers:  Is  this  change  in  the  operations 
of  banks  a definite  closing  down  on  facilities  for  agriem- 

tuTc? Mr.  Winegarten:  From  1951  onwards  the  banks 

have  been  under  directives  from  the  ChanceJlor  or  the 
Exchequer  about  lending.  In  the  case  of  agriculture  long- 
ternri,  and  even  medium-term,  lending  has  been  frowned 
upon.  That  is  not  to  say  that  one  cannot  find  instances 
even  in  'this  period  where  banks  have  made  special  long- 
term arrangements  for  certain  purposes,  but  by  and  larg.®' 
according  to  the  'best  information  that  we  'have,  the  big 
expansion  this  sort  of  agriciil'tural  lending  that  occurrM 
lip  until  about  1951  came  abruptly  to  an  end.  One  would 
imagine  from  'the  very  recent  figures  of  bank  advances 
to  agriculture  that  there  has  been  a substantial  reduchon 
in  this  kind  of  lending.  For  example,  in  February.  1957, 
advances  to  agriculture  were  £220in. ; in  February,  1958, 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


MINUTES  OF  EVIDENCE 


447 


1 April,  1958]  Mr.  J.  A.  Montgomery,  Mr.  D.  A.  Carter,  Mr.  P.  Vincent,  [Continued 

Mr.  J.  Knowles  and  Mr.  A.  Winbgarten. 


they  bad  dropped  tio  £207m.  Although  we  can  only  infer 
the  poin't,  since  the  banks  cannot  provide  statistics  on 
this,  we  would  imagine  the  bulk  of  (that  reduction  has 
been  on  the  long  and  medium-term  loans ; people  have 
been  adted  'to  re-finance  in  one  way  or  another.  The  only 
known  figure  of  this  is  the  Ministry  of  Agriculture’s  state- 
ment quoted  in  paragraph  9 of  our  (paper  that  55  to  60 
per  cent,  of  ibank  advances  for  agriculture  were  for  produc- 
tdon  operations,  i.e.  the  finance  of  wages,  fertilisers,  and 
the  other  ordinary  annual  expenses.  Of  the  balance  of  40 
to  45  per  cent,  according  to  infoinroation  obtained  by 
the  'Ministry  of  Aigriculture,  the  ibulk  consists  of  lending 
f.or  the  ipurdhase  of  farms  or  for  (permanent  imiprovemenits, 
though  there  is  a certain  element  of  loans  to  livestock 
dealers  and  that  sort  of  thing  that  creeps  into  this  figure. 
— Mr.  Montgomery:  On  the  basic  question  as  to  what 
extent  we  expect  tihat,  when  the  credit  squeeze  is  over, 
the  banks  will  re-enter  this  field  of  long-term  lending,  I 
do  not  think  we  have  any  information. 

6786.  You  would  like  the  banks  to  re-enter  this  fidd? 
— -Only  if  it  was  going  to  be  a true  mortgage.  I do 
not  think  that  an  individual  would  be  wise  to  take  an 
advance  repayable  on  demand  on  something  that  be 
intended  to  hold  for  a long  time. 

6787.  One  of  your  members  said  that  he  did  do  this 

and  another  that  he  would  have  done  if  he  coidd? 

Mr.  Montgomery : I think  neither  of  these  gentlemen 
would  have  doine  it  if  they  were  not  in  the  exce^onal 
position  of  being  wdil  known  to  the  hank. — Mr.  Vincent: 

I think  imy  'bank  would  have  done  it,  except  for  the  fact 
that  even  before  the  credit  .squeeze  there  were  restrictions 
on  their  credit  facilities,  and  they  were  told  they  were  not 
to  take  u.p  any  such  com'mitments  on  long-term.  As  I 
said,  I did  it  through  insurance  companies,  which  was 
cheaper  and  easier  than  through  the  A-M.C. — Mr.  Carter: 

I realised  that  it  was  not  very  sensible  to  borrow  long- 
term credit  that  could  be  recalled,  at  the  end  of  each 
year  at  any  rate,  as  the  bank  loan  can  be ; but  at  that 
time  I thought:  “I  can  place  it  somewhere  else.”  At 
the  present  moment  I am  wondering  whether  I could  place 
it  anywhere  else  at  7 per  cent. — Mr.  Vincent:  I was  not 
worried  about,  that  angle  of  it,  because  I have  diealt  with 
our  particular  bank  for  several  years,  and  I do  not  think 
they  would  have  been  harsh  in  that  respect. 

6788.  I thought  farmers  had  been  used  to  borrowing 
in  this  way  from  the  banks  for  generations,  and  that  it 
was  of  mutual  benefit  and  convenience.  I thought  it 
was  something  that  both  the  farmers  and  the  banks  would 
like  to  do  again.  Are  you  suggesting  .that  this  is  an 
access  to  money  that  you  are  quite  prepared  to  see  go 

for  good? Mr.  Montgomery:  We  should  not  like  any 

access  that  people  had  found  useful  going  for  good.  Pre- 
sumably my  colleagues  would  make  use  of  this  facility, 
and  far  be  it  from  me  to  make  a suggestion  that  would 
preclude  them  from  a free  choice.  But  we  would  not 
have  thought  it  was  the  proper  source  of  borrowed 
capital  for  the  projects  that  they  have  in  mind.  If  they 
thought  they  could  presently  take  out  a more  favourable 
long-term  loan,  that  is  another  question. — Mr. 

Winegarien:  The  order  of  magnitude  ctf  bank  advances 
for  long-term  purposes  is  fairly  substantial,  even  if  we 
do  not  know  the  exact  figures.  We  think  that  one  of 
the  reasons  why  it  has  grown,  despite  the  fact  tbait  we 
are  constantly  being  told  by  the  banks  that  their  main 
purpose  is  short-term  seasonal  lending,  is  that  the  diffi- 
culties in  raising  finance  from  the  specialist  institutions, 
in  the  main  the  Agricultural  Mortgage  Corporation,  have 
persuaded  farmers  to  go  to  'the  banks  for  this  purpMe. 
In  the  days  of  cheap  credit  there  was  no  particular  diffi- 
culty in  renewing  an.  overdraft,  but  technically  it  was 
subject  to  immediate  recall.  The  man  who  borrows 
money  either  to  buy  a farm  or  to  finance  the  erection 
of  a building  on  a farm  which  is  going  to  have  a long 
life  is  placed  in  an  awkward  petition,  if  in  a period  of 
credit  squeeze  the  'bank  says  it  musit  ‘be  paid  off  at 
rather  a quicker  rate  than  was  envisaged  when  the  arrange- 
ment was  first  made,  f know,  from  experience  of  our 
Credit  Service  Unit,  where  we  try  to  help  farmers  to 
present  their  case  to  the  banks  'better  than  they  can  do 
it  themselves,  that  some  banks  have  specific  arrangements, 
and  may  advance  money  to  the  fanmer  for  ten  yeaB  on 
the  basis  of  reducing  the  overdraft  by  so  much  a year ; 


but  1 (believe  there  is  nothing  to  bind  the  bank  whatwer  ; 
the  (borrower  might  be  obliged  to  re-finance  'by  getting  a 
morbgaige  in  certain  circumstances.  Yet  in  the  peiiod  of 
cheap  credit  this  facility  iwas  used  ; the  figures,  which  show 
quite  an  increase  from  about  1946  onwards,  suggest  that 
in  that  period  >a  lot  of  this  tyipe  oif  lending  took  place, 
although  some  of  it  dates  bade  to  pre-W'ar  years.  At  any 
rate,  it  is  the  uncerta(inty  of  that  facility,  despite  the  fact 
that  it  has  other  attractions,  that  suggests  to  our  minds 
that,  if  the  banks  keep  to  their  f'unction  of  short-term 
'iendin'g,  then  .the  proper  course  is  to  improve  the  facilities 
for  long-term  and  medium-t6r(m  lending.  Then  we  think 
we  will  'Use  'bank  lending  for  its  proper  purpose,  itamely 
short'term  finance, 

6789.  Chairman : It  rather  follows  from  what  you  have 
been  saying  that  it  is  the  experience  of  some  years  of 
credit  difficulties  that  has  brought  home  to  the  agricul- 
tural world  that  banking  overdrafts  are  not  permanent? 

Mr.  Winegarten : Regrettably  so. — Mr.  Montgomery ; 

I suppose  the  Agricultural  Mortgage  Corporation  is  for 
the  farmer  what  .the  building  society  is  for  the  would-be 
buyer  of  his  house.  One  would  not  advocate  the  taking 
up  of  money  from  a bank  when  the  building  society  is 
there.  But  they  have  a different  system  of  charging  a 
different  rate  of  interest  at  different  times. 

6790.  In  paragraph  12  you  refer  to  fbe  range  of  varia- 
tion in  interest  rates  according  to  the  nature  and  period 
of  the  loan,  the  amount  of  risk,  and  the  level  of  Bank 
Rate.  Do  you  find  there  are  sizeable  variations  according 

to  the  amount  of  risk? Mr.  Winegarteri:  I think 

sizeable  would  not  be  .the  right  expression.  It  is  extreir>ely 
difficult  to  get  reliable  information  on  this  point.  We 
know  that  there  is  a minimum  of  1 per  cent,  over  Bank 
Rate,  For  the  purpose  of  the  price  review  we  get  some 
sort  of  average  figures  from  the  .Ministry  and  also  through 
our  own  questions  to  the  banks.  They  suggest  that  the 
average  per  bank,  if  I can  put  it  that  way,  could  vary 
by  as  much  as  one  half  per  cent.,  but  within  a particular 
bank’s  figure  we  do  not  know  whether,  say,  at  the  present 
lime  when  we  know  it  is  a minimum  of  7 .per  cent.,  some 
banks  will  charge  some  clients  8 per  cent,  and  offier 
clients  6i  per  cent. ; we  can  get  very  little  information. 
But  we  are  told  that  the  risk  element  enters  into  it. 

6791.  You  are  clear  there  is  not  a fixed  tariff  on  which 

you  get  your  money? ^We  are  reasonably  clear,  but 

we  cannot  be  precise  on  that. 

6792.  Mr.  Jones:  Is  there  any  form  of  credit  outside 
th(ose  we  have  been  looking  at  that  is  made  available 
to  farmers  and  agriculturalists?  We  have  learned  in 
another  connection  that  agricultural  credit  has  been  made 
available  under  certain  circumstances  by  people  associated 
with  the  industry.  Is  that  sort  of  thing  happening,  so 
far  as  the  National  Union  of  Farmers  is  concerned? 
Are  there  (business  interests  closely  allied  with  the  activities 
of  the  farming  industry  that  make  credits  to  farmers  out- 
side the  banks  and  hire  purchase  companies  and  things 

like  that? Mr.  Montgomery:  Agricultural  merchants 

offer  credit  in  the  way  suggested.  It  is  a peculiar  arrajnge- 
ment ; they  .put  an  additional  charge  on  the  invoice,  with 
a discount  if  you  pay  within  a mO(nth,  and  so  much  <fis- 
oount  if  you  pay  within  two  m-onffis.  It  is  an  addition 
to  the  (purchase  price  for  .which  a ded'UCtion  can  be  made 
if  payment  is  made  within  a certain  time.  Then  a great 
many  merchants  charge  on  outstanding  debts  beyond  ffiat 
pomt.  Then  there  are  things  like  the  Fatstock  Marketing 
Corporation,  which  is  just  starting,  with  the  idea  of  help- 
ing to  finance  producers  in  the  industry. 

6793.  What  about  auctioneers,  and  people  like  that? 

There  are  some  cases  where  the  auctioneer  has  an 

autumn  sale  and  the  farmer  perhaps  does  not  pay  a 
proportion  of  the  debt  until  the  spring  when  he  sells 
his  stock,  again  through  the  same  auctioneer,  when  pre- 
sumably the  stock  has  increased  in  value  and  he  recoups 
himself. 

6794.  He  builds  his  stock  up,  having  bought  it  on  the 
basis  of  credit  that  is  made  available  to  him  by  the 
auetdemeer? — —There  is  some  financin'g  of  stock  pur- 
chases in  this  way.  Of  course  it  is  a fairly  expensive 
form  .of  bo.rrowin!g ; ffie  auctioneer  also  has  to  b(jrrow 
to  [finaii'ce  him. 

6795.  Is  it  more  or  less  advantageous  than  going  to  the 
banks?  Or  is  this  done  because  the  banks  do  not  make 

available  these  credits? Our  opinion  is  that  it  is  the 

banks’  job  to  finance  this  sort  of  seasonal  requirement  of 
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credit.  We  do  not  think  that  the  farmers  should  be 
indebted  to  the  merchants ; they  should  pay  their  bills 
promptly  and  gel  .their  discounts,  and  should  not  have 
to  pay  interest  to  the  merchants.  We  know  the  banks 
can  do  it  more  cheaply,  and,  looking  at  the  figures,  we 
think  they  should. 

6796.  Sir  John  IVoods:  You  say  the  agricultural 
merchants  rivals  the  banks,  from  which  I assume  they 
advance  something  not  very  unlikvi  the  banks  i._00 

million? ^Thcy  rival  the  banks  in  magnitude  a.s  lenders  ; 

they  are  not  competitive  with  the  bunks. 

6797  What  sort  of  terms  do  you  get  from  merchants? 

Mr  Wini'parlen:  Out  of  the  total  of  interest  on 

debt  calculated  for  the  purpose  of  .the  price  review,  it 
is  reckoned  that  about  half  represents  payments  by  farmers 
to  the  banks  and  the  other  hall'  represents  interest  on 
merchants’  credits  and  hire  purchase  facilities.  Hire  pur- 
chase is  a growing  source,  of  course.  It  is  extremely 
difficult  ,to  get  an  average  rate  of  interest  for  merchants 
debts,  but  we  should  say,  on  the  ba,sis  of  an  inquiry 
which  we  carried  out  a year  ago  for  the  purpose  of  the 
price  review,  that  it  can  in  certain  circumstances  be  as 
high  as  25  per  cent.  That  is  not  an  average  figure  ; it 
depends  upon  the  period  for  which  the  credit  is  taken 
out  and  upon  the  commodity.  If  you  were  to  ask  me 
to  name  .a  mean  figure,  I should  pul  it  in  ilic  range  «l 
15  ,to  20  per  cent,  on  merchants’  debts  at  the  current 
level  of  Bank  Rate,  When  ilhe  Bunk  Rate  alters,  that 
range  would  come  down  a bit.  On  hire  ipurohase  debt 
the  impression  we  get  is  that  the  rate  of  interest  would 
be  of  the  same  order  of  magnitude. 


6798.  Sir  Reginald  Verdon  Smith:  Is  that  a mark-up 
on  the  standard  price,  or  is  that  an  annual  rate  of 

interest? Mr.  Montgomery:  To  give  you  an  example: 

I buy  a ton  of  fertilizer  or  feedingstuff  co.sting,  say,  £30. 
There  would  be  an  addition  put  on  it  of  £1,  or  pcrhap.s 
30s.  If  I pay  within  a month  there  would  be  a permitted 
deduction.  Perhaps  if  I pay  within  two  months  i1 
will  be  somewhat  less;  but  some  merchants  say  just  a 
month  and  nothing  more.  If  I do  not  pay  within  the  lime. 

I have  lost  the  discount.  If  I pay  it  within  a month  and  _a 
day,  obviously  that  is  a very  high  rale  of  interest  but  if 
I .then  did  not  have  to  pay  any  interest  and  I still  owed 
him  in  three  months’  time  and  ho  did  not  charge  any 
further  interest,  the  pound  I had  lost  would  be  spread  over 
three  months.  TJvat  is  why  it  l,s  not  easy  to  calculate. 
If  one  does  not  pay  promptly,  it  makes  no  dillcrencc  to  the 
rates  on  borrowing  from  the  banks ; if  one  i.s  unable  to 
pay  one’s  merchant  promptly,  then  we  reckon  it  is  not 
the  cheapest  way  to  finance. — Mr,  Winegarten : To  give 
you  a simple  arithmetical  example:  .if  the  mark-up  is  30s. 
a ton  on  a ton  of  cattle  food  costing  £30  a ton.  which  is 
not  unreailistic,  and  that  30s.  is  lost  .because  three  .moivlhs’ 
credit  hs  taken,  the  rale  of  interest  is  20  per  cent. 

6799.  Sir  John  Wood.i\  And  it  is  in  fact  a ratc_  of 

interest  on  borrowed  money?  Presumably  the  original 
price  includes  a profit  to  the  merchant? Y es. 

6800.  Professor  Sayers:  Why  does  a farmer,  in  spite 
of  these  high  rates,  borrow  from  the  merchants  instead 

of  from  the  banks? Mr.  Montgomery:  We  think  that 

a lot  of  them  probably  have  difficulty  in  obtaining  any 
credit  from  .their  banks.  Then  there  are  cases  like  that 
of  Mr.  Carter,  where  the  farmer  is  indebted  to  the  banks 
for  his  farm  and  might  hesitate  to  ask  for  more.  Other 
people  are  already  indebted  in  other  ways  on  medium 
term  borrowing,  where  they  have  bought  machinery  and 
used  bank  money  to  do  it,  or  bought  young  livestock 
with  the  intention  of  selling  it  three  years  hence ; and 
because  they  have  taken  up  credit  for  a medium  term 
period  already  from  the  banks,  they  are  hunting  for  other 
sources  of  credit,  and  they  find  it  easy  and  convenient 
to  lean  on  the  merchant  instead  of  paying  their  bills 
promptly.— Mr.  Vincent:  With  some  of  the  smaller  ones 
there  is  also  the  psychological  aspect.  In  my  younger  days 
it  used  to  be  looked  upon  as  something  to  be  ashamed  of, 
if  one  had  nothing  at  the  bank,  in  the  same  way  as  some 
people  have  refused  to  ask  for  National  Assistance  because 
it  used  to  be  looked  upon  as  a stigma  to  come  under 
the  Poor  Law.  There  is  stiil  some  influence  of  that  kind 
on  some  of  the  older  members  of  the  farming  community 

■ and  some  of  the  smaller  farmers.— Mr.  Knowles:  And  a 
rather  more  intimate  and  personal  relationship  exists  between 
the  merchant  and  the  farmer  than  between  the  farmer  and 
the  bank  manager. 


6801.  Chairman:  Do  you  not  find  that  the  bank 
manager  in  rural  areas  is  in  fairly  close  relationship  with 

the  farmer? Mr.  Montgomery : .Supposing  that  he  were, 

tlien  I would  say  that  the  man’s  merchant  would  be  even 
closer.— Mr.  Vincent:  It  is  an  easy  way  of  doing  things 
as  well,  this  “ contra  sales  " business. — Mr.  Knowles : There 
is  'the  “ contra  ” arrangement ; if  there  is  some  corn  to  be 
harvested  there  is  often  a running  balance,  and  an 
arrangement  like  this  is  convenient, — Mr.  Vincent:  The 
bank  managers  I have  had  to  deal  with  and  others  that 
[ know  of  have  been  mo.sl  kind  and  helpful  in  their  deal- 
ings, and  most  friendly  in  their  relation.ships  with  me,  at 
any  rale. 

6802.  And  undor.slaiiding  of  your  problems? Mr. 

Vincent:  Yes.— Mr.  Monlgomery:  There  is  a diflerence 
in  atmosphere ; the  farmer  going  to  his  bank  to  ask  for  an 
increase  in  his  overdraft  would  have  to  take  his  hat  oS 
and  wipe  his  feet,  in  a manner  of  speaking,  whereas  he 
eiin  go  straight  into  his  pi'oventler  nicreham  and  say  he 
wants  live  tons  of  cuke,  knowing  quite  .well  that  he  will 
not  bo  piiylng  .for  that  l'<w  xix  months.  Mr.  Vincent: 
Often  llic.se  days  he  does  it  over  ,lhe  telephone  and  does 
not  .go  over  to  ills  merchant  at  all.  1 Oo  a!II  my  business 
(»vcr  the  telephone. 

6803.  You  nienlion  hire  purchase  as  a source  of  credit. 
Have  you  observed  :i  considerable  growth  of  borrowing 
covering  the  purchase  of  farm  machinery  and  so  on? 
.And  ciiltlc,  to  some  extent. 

6804.  Arc  we  to  look  at  that  partly  as  the  result  of  the 

difficulty  of  getting  general  finance  from  the  bank? 

Mr.  Montgomery:  Some  banks  will  advise  their  clients  to 
use  this.  This  is  very  easy  to  get  into,  because  the  seller 
of  Ihc  machine  says:  “You  can  easily  get  terms  to  pay 
over  a.  period  And  it  is  paid  off  in  3 or  4 years ; the 
farmer  knows  that  it  will  not  be  recalled  provided  .that 
ho  .keeps  up  the  mt>n.t'hly  .payments.  The  .bank  loan  is 
suibject  to  recall. 


6805.  As  regard.s  getting  machinery  through  hire  pur- 
eha.se,  has  there  been  much  eflccl  from  the  requirement 
of  a bigger  depo.sit  and  the  limitation  of  the  term  in  which 
ll  has  to  bo  repaid?  — -Mr.  Winegarten:  February,  1956 
lo  May,  19.57  the  minimum  deposit  was  50  per  cent.  The 
figures  which  Hire  Purchase  Information  Ltd.  got  out  on 
vurj<>u.s  aspects  of  the.so  transactions  showed  a decline  to 
.such  an  extent  that  the  Agricultural  Engineers  Association 
bcciimo  very  hot  under  the  collar  about  the  impact  of 
this,  In  Miuy,  1957.  the  inininuim  deposit  requirement 
wa.s  reduced  lo  one-third  on  agricultural  machinery;  I 
think  the  ligures  will  show  that  there  has  been  some 
upswing  since  then.  -Mr.  Vinee/u:  'Die  result  of  that  has 
been  that  the  people  who  .sell  agricultural  machinery  have 
had  a lot  more  money  owing  lo  them.  A friend  of  mine 
who  runs  such  a business  has  a procedure  whereby  a bill 
is  .sent  out  at  the  end  of  a quarter  or  month  to  his  clients, 
and  a reminder  goes  out  every  .succeeding  rnonlh.  They 
do  not  come  to  his  personal  attention  until  they  have 
had  four  reminders.  Previously  he  had  had  four  p»ple 
on  his  books  in  this  position,  and  he  added  40  people  to 
that  .in  the  month  of  June. 

6806.  So  .that  there  was  quite  a strong  immediate  effect, 
but  it  may  be  only  temporary?  --  -'We  do  not  know. 

6807.  Then  you  go  on  to  the  Agricultural  Goods  and 
Services  .Scheme  and  the  Agricultural  _ Revolving  Loan 
Fund. — Sir  Reginald  Verdon  Smith:  Is  it  true  lo  sa;^  that 
it  is  really  a means  of  providing  a .salvage  operation/ 

Mr.  Monlgomery : Farmers  cannot  make  use  of  it  unless 
they  can  show  that  they  cannot  get  credit  elsewhere. 
’lihi.s  stipulation  holds  back  would-be  borrowers,  for  they 
do  not  wish  to  ad.mit  their  financial  position.  1 was 
talking  lo  our  County  Agricultural  Olliccr,  and  ne  ap^ 
quite  a lot  of  lime  with  me  on  this.  Sonic  of  them 

for  two  years  and  .then  swim  away  on  their  own  pcrtecuy 
well  ; others  have  just  made  use  of  it  and  did  not  ever 
get  free.  Mr.  Knowles:  ll  is  the  last  resort  of  the  indivi- 
dual because  he  docs  not  like  the  declaration  .that  g«s 
with  it.  It  also  brings  in  virtually  the  whole  of  his 
crcdiior.s. 

6808.  Chairman:  How  public  is  it? It  is  recorded. 

and  all  his  other  creditors  have  acces.s  to  the  knowledge. 


6809.  Is  there  anything  more  here? Mr.  Winega^en. 

Just  one  point:  the  Agricultural  Revolving  Loan  buna 
has  been  brought  to  an  end.  much  to  our  chagrin, 
Montgomery : It  was  started  with  counterpart  funds  iiom 
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American  Aid  ; now  that  has  been  recalled  and  the  Govern- 
ment are  going  to  wind  up  the  scheme. — Mr.  Winegarlen : 
There  are  no  more  applications  from  yesterday.  This 
was  in  fact  Ae  only,  and  very  limited  and  specialist,  source 
(rf  medium  term  cr^it  in  England,  Wales  and  Sootlamd. 

6810.  Sir  Oliver  Franks:  Was  it  fully  used? ^It  started 

very  slowly,  but  the  latest  figure  that  I have  for  February 
shows  that  the  applications  for  loans  had  exceeded 
£600,000.  The  loans  granted  at  1st  February  amounted  to 
£433,000. 

6811.  That  does  not  mean  that  that  much  money  was 
outstanding ; that  means  that  was  the  cumulative  total 

of  loans  granted? 1 think  that  is  so.  Some  repayments 

have  been  coming  in,  of  course,  since  1953. 

6812.  Was  there  any  period  that  you  know  of  in  the 
lifetime  of  the  Revolving  Loan  Fund  in  which  all  the 

money  available  to  it  was  in  fact  being  taken  up? 

The  Ministry’s  published. statements  do  not  enable  me  to 
answer  that  precisely,  My  impression  is  that,  since  loans 
were  normally  made  for  four  years  and  in  some  cases  for 
five  years,  and  .since  .this  started  in  1953,  though  it  did 
not  get  under  way  till  about  1955,  we  had  about  reached 
the  point  where  the  money  was  used  ; but  that,  I am 
2ifnajd,  can  only  be  an  impresaon. 

6813.  Chairman:  Then  you  pass  on  in  paragraph  20  to 
give  us  a summary  of  County  Branch  views.  Should  I 
be  right  in  thinking  .that  what  we  are  looking  at  is  oom- 
posod  primarily  of  Uhe  views  which  you  have  outlined 
ailready,  and  that  we  are  going  .in  more  detail  over  the 
same  iground?— -Afr.  -Montgomery : To  some  degree,  yes. 

6814.  Sir  John  Woods:  In  paragraph  21  you  say. 
‘‘Whilst  it  is  premature  to  attempt  to  assess  the  reper- 
cussions of  these  stops  on  agricultural  borrowings,  it 
should  ’be  noted  that  on  this  occasion  [re.  September, 
1957]  the  Government  has  not  drawn  the  attention  of  the 
banks  to  the  importance  of  farming  operatiems.”  On 
previous  occasions  was  there  a special  warning  to  the 

banks  to  look  after  farmers? Mr.  Knowles:  Yes ; we 

made  representations  on  these  occasions,  and  it  was 
indicated  that  the  intention  was  that  tihe  banks  should 
continue  with  their  existing  treatment  of  agriculture. — 
Mr.  Winegarten:  In  the  latter  part  of  1951  and  the 
beginning  of  1952  advances  for  agricultural  production 
were  bracketed  with  the  export  and  defence  industries. 
Then  in  the  summer  of  1955,  when  the  Chancellor  asked 
the  banks  to  make  a “ positive  and  significant  ” reduction 
in  the  amount  of  their  outstanding  advances,  the 
Economic  Secretary  of  the  day  indicated  in  a parliamentary 
reply  that  he  hoped  the  banks  would  continue  to  recognise 
the  importance  of  agricultural  production.  That  was  of 
a less  specific  character  than  what  can  aptly  be  called  a 
directive  in  1951.  On  the  most  recent  occasion,  however, 
there  has  been  no  such  special  reservatiom  for  agriculture. 

6815.  Professor  Sayers:  Did  you  nvake  representations 
on  the  latest  occasion?— — Certainly. 

6816.  Sir  Reginald  Verdon  Smith:  On  the  end  of  the 
paragraph  27,  is  there  evidence  that  sales  of  produce  at 

lower  prices  has  occurred  on  a large  scale? Mr. 

Montgomery:  We  think  so.  There  is  a rush  of  grain 
on  to  the  market  at  harvest  lime  to  collect  the  money. 

6817.  Professor  Sayers:  You  ascribe  that  in  this  sen- 
tence to  the  higher  interest  rates.  Do  you  stick  to  that 

view? It  was  more  the  need  to  get  money  than  interest 

rates.  Perhaps  if  the  farmer  could  have  borrowed  the 
money  from  the  bank,  he  might  have  held  his  crop  a 
little  longer ; but  he  might  find  it  easier  to  itake  less  for 
his  crops  than  to  try  to  borrow  money. 

6818.  Mr.  Jones:  How  does  it  re.?ult  in  increased 

financial  responsibility  in  these  circumstances  for  the 

Exchequer? With  the  deficiency  payment  system,  where 

the  Government  makes  up  the  difference  between  the 
market  price  and  the  guaranteed  price  level,  if  the  market 
price  is  low,  it  makes  a bigger  gap  to  be  filled  with 
Treasury  money. 

6819.  If  farmers  go  into  the  market  with  their  produce 
in  order  to  get  more  adequate  facilities  for  meeting  their 
obligations,  does  the  artificially  low  price  in  these  cir- 
cumstances qualify  to  be  taken  into  account  in  fixing  the 
amount  that  is  payable  by  the  Exchequer  as  a deficiency 

payment? Mr.  Montgomery:  The  lower  the  price, 

the  bigger  the  deficiency  payment  and  the  greater  the 
commitment  for  the  Treasury. — Mr.  Vincent:  On  the 
average  price  for  the  period. 


6820.  So  that  in  circumstances  where  a farmer  unloads 
his  produce  directly  to  the  market,  the  amount  of  money 
that  he  has  got  for  his  produce  is  taken  into  account  when 
the  deficiency  payments  are  reckoned  up  between  the 

industry  and  the  Exchequer? Mr.  Montgomery:  All 

sales  are  taken  into  account.  An  individual  farmer  who 
uiiload-ed  his  grain  at  once  at  a pioor  market  price  would 
get  less  for  it  in  total  than  people  who  were  in  a better 
position  financially  and  wiho  could  keep  it  until  the  market 
price  was  co'nsiderably  higher,  because  each  would  get 
the  same  deficiency  payment  per  cent,  at  the  end  of  the 
period  (for  wheat  the  deficiency  payment  is  calculated  in 
five  separate  periods,  apd  for  'barley  the  year).  We  feel 
that  if  farmers  were  able  to  keep  this  grain  off  the  market 
at  the  harvest  glut  period  then  there  couild  be  a higher 
average  market  price  for  the  crop,  so  that  the  deficiency 
payment  would  be  reduced. — Mr.  Vincent : In  addition  to 
that,  the  man  who  had  to  dump  his  grain  might  receive 
a prlice  which  was  below  the  average,  so  that  he  would 
lose  so  much  per  ton  oven  when  he  got  his  deficiency 
paymeait. 

6821.  Professor  Sayers:  But  this  results  from  tightness 

of  credit  and  not  from  anything  else? Mr.  Mont- 

gomery : He  might  not  be  able  to  borrow.  People  are 
less  worried  about  the  rate  of  interest  than  about  their 
abUity  to  get  the  credit. 

6822.  Sir  John  Woods:  Might  we  know  a little  more 
about  the  credit  organisation  on  the  lines  of  a building 
society,  which  has  ben  started  in  Scotland,  and  which  you 

mention  in  paragraph  38? Mr.  Montgomery:  It  has 

only  just  started.  I do  not  know  whether  there  are  many 
figures  on  it  yet.  It  is  a mortgage  with  a moving  rate  of 
interest,  as  far  as  I understand  it. — Mr.  Knowles:  Yes. 
There  is  a great  deal  more  flexibility  than  is  available 
normally.  I saw  the  Chairman  of  this  only  two  days 
ago,  and  he  said  the  demand  was  increasing  quite  sub- 
stantially. 

6823.  Chairman:  Is  it  mainly  for  long  term  credit? 

Mr.  Winegarten:  It  is  called  the  Farmers’  and 

General  Investment  Building  Society.  It  has  very  broad 
terms  of  reference:  — 

“ A Building  Society  has  now  been  formed  under  the 
above  style  whose  primary  purpose  is  to  serve  agricul- 
ture and  its  allied  industries  It  intends  to  devote  itself 
fo  provide  the  medium  of  investment  on  traditional 
Building  Society  lines  coupled  with  a specialised  service 
to  provide  loans  on  security  of  heritable  estate,  which 
may  consist  of  farms,  farm  buildings,  smallholdings, 
dwellinghouses.  etc.” 

6824.  Mr.  Jones:  Who  .provides  the  capital,  and  who 

are  its  depositors? Shares  can  be  taken  up  by  members 

to  a maximum  of  £5,000.  It  is  opening  its  doors  to  share 
capital,  and  will  lend  that  money  to  people  who  want 
to  buy  farms  or  raise  money  by  mortgage  in  order  to 
improve  the  permanent  equipment  of  their  holdings. 

6825.  Chairman : Then  in  paragraph  44  you  say ; “ In 

the  Unions’  view,  the  farmers’  inability  to  take  advantage 
of  the  modern,  highly  organised  capital  market  brings 
with  it  the  need  for  effective  and  flexible  agricultural  credit 
facilities  ”,  and  you  go  on  to  enlarge  upon  that.  Are  there 
any  questions? Mr.  Vincent : On  the  Farm  Improve- 

ment Scheme  mentioned  in  paragraph  45,  a number  of 
people,  as  Mr.  Montgomery  said,  are  not  proceeding  with 
tihe  scheme  because  of  lack  of  money.  I had  two  or 
three  improvement  schemes  on  the  stocks  myself  and 
had  estimates  for  one  or  two  of  them.  I had  rather  a 
backlog  of  neglect  to  make  up:  four  cottages  are  in 
need  of  modernising.  I had  a scheme  for  those,  and  one 
for  a penmanent  surface  to  a road,  for  a new  dairy,  and 
other  schemes ; and  then  last  year  when  we  only  got 
half  our  noraial  yield  for  our  spring  sown  crops  I shelved 
all  those  until  iater  on,  because  this  year  I am  go-ing  to 
have  to  pay  income  tax  on  a profitable  previous  year.  I 
am  ±erefore  in  the  position  of  not  proceeding  with  these 
things  which  I ought  to  do  on  my  farm,  because  there  is 
no  way  in  which  I could  raise  the  moneiy  on  medium 
term  in  order  to  spread  it  over. 

6826.  You  have  not  the  available  sources  of  medium- 

term  credit  you  would  like  to  have? ^No;  I had 

seasonal  assistance  from  my  bank  but  all  the  money 
has  been  tied  up  in  buying  the  farm.  It  is  only  short-term 
credit,  of  course,  and  the  extent  of  it  is  unknown.  It 
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depends  -on  all  sorts  of  things,  but  I am  not  prepared  to 
20  and  ask  for  medium-term  credit  at  this  stage  until 
I see,  in  the  light  of  Government  policy  and  weather 
conditions,  what  sort  of  a year  I am  going  to  have  this 
year.  I shall  wait  till  this  year  is  over  before  I commit 
myself  about  improvements. 

6827.  In  paragraph  47,  you  criticise  the  credit  institu- 
tions for  their  “relative  inflexibility What  had  ^u 
in  mind  when  you  used  this  term?  Did  you  mean  that 
levels  of  interest  rates  followed,  roughly  speaking,  the 
Bank  Rate,  or  the  current  long-term  rates  of  interest, 

or  that  they  are  rigid  in  their  policies,  or  what? 

Mr.  Montgomery:  We  drew  this  information  from  the 
replies  from  the  members  in  the  branches. 

6828.  Sir  Oliver  Franks:  You  do  not  think  the  first 

two  letters  of  “ inflexibility  ” have  crept  in.  by  mistake? 

After  what  I have  said  you  might  nearly  assume  thatl 
The  inflexibilities  are  set  out  on  the  next  page:  the 
cumbrous  procedure  and  formalities ; low  valuations, 
which  means  that  the  A.M.C  may  not  be  prepared  to 
lend  what  you  thought  the  farm  was  worth  and  what 
you  paid  for  it.  They  make  a very  conservative  estimate 
of  value,  on  which  they  will  lend  about  two-thirds. 

6829.  Chairman ; Do  you  support  these  complaints  as 

representing  the  Unions’  views? Mr.  Winegarten : The 

complaint  is  pretty  widespread  that  the  valuers  tend  to 
look  at  ie  farm  not  as  an  economic  enterprise  but  at 
the  break-up  value.  We  can  only  tell  you  what  a large 
number  of  our  members  say  by  way  of  criticism.  This 
is  not  something  which  has  just  come  to  light  We 
were  getting  this  sort  of  cMnplaint  about  the  A.M.C. 
within  the  relatively  easier  days. 

6830.  Do  you  thmV  the  subject  of  valuations  is  ihe 

main  complaint? Mr.  Winegarten:  1 do  not  think 

it  is  the  main  complaint,  but  it  is  one  of  them. — Mr. 
Vincent:  Another  complaint  is  that  an  A.M.C.  mortgage 
would  cost  more  over  the  period  than  a mortgage  from 
an  insurance  company.  In  my  cwn  case  I worked  it 
out  over  twenty  years,  and  it  would  be  a oonsidm.ble 
amount  of  money. 

6831.  Because  of  the  fees? Mr.  Vincent:  Not  neces- 

sarily just  the  fees,  but  the  whole  procedure  right  through. 
Whether  it  is  a different  way  of  calculating  the  amounts 
of  repayment  and  interest,  I do  not  know ; but  certainly 
it  would  have  cost  me  much  more  by  A.M.C.  than  it 
will  do  throu^  the  insurance  -market.  As  far  as  the 
amount  was  concerned,  I got  pretty  well  the  amount  I 
had  in  mind. — Mr.  Montgomery:  There  is  a sort  of 
general  disappointment  about  A.M.C.  It  was  brought  in 
with  Government  support  with  the  object  of  “making 
money  available  at  reasonable  rates  of  interest  to  agricul- 
ture ”.  Yet  there  has  not  been  a lot  erf  money  loaned  in 
all  these  years.— Mr.  Winegarten : And  nobody  has  ever 
defined  “reasonable”  in  the  1928  Act,  -but  in  fact  the 
Corporation  has  lent  by  reference  to  the  cost  of  raising 
money  on  dabenlnires  in  the  money  market ; and  it  was 
rather  unfortunate  -that  they  borrowed  money  ait  the  very 
high  rates  just  ib^ore  the  cheap  money  period. 

6832.  Are  there  any  questions  about  short-term  credit, 

in  paragraph  50? Mr.  Montgomery:  We  have  very 

little  quarrel  with  the  way  in  -which  the  banks  operate 
in  the  counhes.  Most  of  our  people  are  leaning  on  the 
banks,  and  expect  to  be  carried  in  the  short  term.  We 
know  that  short  term  drifts  into  medium  term:  perhaps 
not  with  the  wish  of  the  bank ; but  it  just  happens  that 
the  overdraft  carries  on.  We  do  know  that  a lot  of  'people 
are  borrowing  with  the  banks  short  term  and  medium  term 
where  the  situation  I described  has  arisen,  and  that  ju-e- 
dudes  future  borrowing  and  so  presses  them  into  more 
expensive  sources  of  credit  elsewhere.  I should  like  to 
say  only  one  other  thing  about  short-term  borrowing. 
We  have  to  allow  for  variations  for  weather  conditions, 
the  slow  turnover  process,  (one  crop  a year  and  longer 

{Adjourned  until  Thursday, 


than  that  if  you  go  into  the  fattening  of  bullocks  <x 
something  like  that) ; it  is  not  easy  either  for  a ^nrower 
to  borrow  or  for  a lender  to  lend  on  that  basis.  It  is 
not  like  a shop,  where  you  can  pretty  well  calculate  the 
monthly  turnover  and  the  rate  of  margin  and  the  finan- 
cial position  of  -the  enterprise  is  established.  We  know 
that  quite  a dot  of  people  are  reluctant  to  'borrow  from 
the  banks ; they  lean  heavily  on  their  -merobanits  when 
they  should  perhaps  -be  borrowing  (from  the  banks  to 
enable  them  to  pay  -their  bills  promptly. 

6833.  Is  the  gap  that  'Weighs  upon  you  -most  heavily 
the  agricultural  medium-term  credit?—^ — -Yes,  and  we 
think  that  the  banks  are  carrying  -more  than  they  would 
willingly  do  in  this  particular  field  of  credit  We  have 
raised  this  question  of  medium  term  credit  with  the 
Government,  as  we  had  been  invited  to  do  after  the  1957 
price  review.  We  showed  -them  the  proposal  that  we  make 
in  these  paragraphs,  and  expanded  it  somewhat  in  flieir 
hearing ; they  were  interested  in  the  project,  but  said  that 
they  doubted  whether  -the  Government  would  be  willing 
to  support  a scheme  in  the  present  atmosphere  <rf  a 
restricted  credit  -policy,  and  'that  as  your  Committee  was 
studying  this  particular  subject  and  would  be  reporting  to 
the  Government  in  due  course,  they  thought  that  Ministers 
would  not  wish  to  make  any  move  till  they  heard  from 
you.  It  is  in  this  sphere  that  we  think  there  ^ the  greatest 
need,  which  would  relieve  the  banks  somewhat ; and  we 
fhink  ,tha-t  at  least  part  of  the  money  could  be  found  within 
the  machinery  of  the  price  review,  from  funds  that  would 
be  available  to  go  into  ocHumodity  ‘prices  but  would 
instead  be  used  in  a credit  scheme  'Which  would  be  ftw 
the  long-teirm  .benefit  of  -the  industry  'through  bringing  up 
to  date  'iese  partioiilar  pieces  of  machinery  that  would 
bidiig  'forth  cheaper  production  later  on. 

6834.  Sir  Oliver  Franks  :■  Would  that  really  be  taxpayers’ 

money  in  the  end? Mr.  Knowles:  There  is  an  argu- 

ment as  .to  whose  'it  is,  that  has  not  been  resolved  yet ; 
but,  'if  a grant  has  been  made  to  .the  indust^  or  an 
individual,  presumably  it  becomes  'his  at  some  time,  if  he 
likes  to  apply  it  'himself  for  his  own  benefit  and  pull 
himself  up  by  his  own  boot  straps. 

6835.  You  mean  this  -money  would  be  used  this  way 

instead  of  going  on  to  the  prices? Mr.  Knowles: 

Yes ; after  ,the  global  figure  bad  been  agreed. — Mr.  Mont- 
gomery : If  I remember  ari^t,  -it  was  a -point  they  said 
w-ould  be  considered.  I do  not  think  they  were  prepared 
to  give  a decision. — Mr.  Knowles : I reaUy  do  not  think 
we  could  answer  yea  or  nay  to  that  one,  as  to  whether 
the  money  became  .the  absolute  property  of  (be  Coipora- 
tion  concerned. — Mr.  Winegarten:  Once  the  price  of  a 
particular  review  commodity  has  been  determine  whether 
it  be  milV  or  wheat,  the  producer  receives  that  price  and 
that  becomes  his  -income.  The  fact  that  the  Exchequer 
may  be  supporting  it  if  the  market  price  may  fall  bel-ow 
the  guaranteed  level  is  taxpayer’s  end  of  it.  But  once 
the  guarantee  is  on,  the  faoner’s  income  is  influenced 
accordingly.— Mr.  Knowles:  From  what  we  see  at  the 
moment,  there  should  be  no  real  difBculty  about  establish- 
ing this,  once  we  can  get  the  nucletis  of  the  resources  to 
begin  it ; and  they  need  not  be  over-substantia].  May  I 
mention  one  'point  'before  we  close?  My  colleague  here 
have  quoted  some  of  their  own  experiences ; I think  tlie 
Committee  should  be  warned  that  -they  are  -perhaps  dightly 
above  ttie  average  in  the  facilities  they  can  cmnmand  1 
should  not  like  you  to  take  their  general  assumptions  as 
applying  absolutely  ail  round. 

Chairman : No ; I tbink  we  would  allow  for  that.  I 
think  that  has  -brought  us  to  the  end  of  our  questions. 
We  are  very  much  obliged  to  you  and  your  colleagues, 

Mr.  Montgomery. Mr.  Montgomery:  Thank  y-ou,  my 

Lord,  for  the  very  courteous  reception  you  have  given-  to 
us.  Should  there  be  any  otiier  information  which  we  can 
provide  at  any  time,  we  shall  be  very  happy  to  do  so. 

I7th  April,  1958,  at  11.00  a.m.) 
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Present  : 

The  Rt.  Hon.  the  Lord  Radcuffe,  G.B.E.,  Chairman 

PHOPBSSOI  A.  K.  Caknchoss,  C.M.G.  ° ® ' “ 

The  Viscoxwt  Harcoort,  K.C.M.G.,  O.B.E.  ® 

W.  E.  JONES,  Esq.,  O.B.E  T-  AlSMSTRONO,  Secretary 

PROFESSOR  R.  S.  SAYERS,  F.B.A  M»-  G-  Penrice,  Slalislical  Admser 

Sir  Reginald  Verdon  Smtth 

G D Frazer  Esq  CB.E.,  Dliector  of  Savings,  Post  Office  Savings  Department,  oaHed  and  examined, 
we  have  .all  found  .y^J  SS.  lall  saS‘g?iS  ye“S.  .We  have  ,re|eateffiy 


wc  iiavc  Oil  I.KJU1M  rWAJ  AA..w«w._o  ^ -tl, 

should  like  to  run  through  your  mam  memorandum  tnm 
you,  and  see  what  questions  arise  on  it.  In  par^apn  2 
you  are  giving  us  a general  view  of  the  services.  Tlnou^- 
out  your  memorandum  you  draw  our  attention  to  the  fact 
that  die  actual  volume  of  the  investment  in  these  seiyiMS 
has  been  declining  from  die  high  level  at  the  end  of  the 


against  small  savings  in  recent  years. 

seen  in  the  papras  this  sort  of  thing:  How  can  the  Post 

Office,  paying  2i  per  cent.,  compete  with  building  swietiK 
offering  3 and  3^  per  cent,  free  of  income  tax,  and  with 
genial  level  of  interest  rate  much  higher  than  inai  / 


6837  What  do  you  think  is  the  main  reason  for  the 
comparative  drift  away  from  these  services  into  what  we 
will  assume  for  the  moment  are  other  forms  of  savings? 

A large  amount  of  the  money  put  into  die  Savings 

Bank  and  Defence  Bonds  was  put  for  specific  purposes, 
and  because  opportunities  for  spending  it  did  not  mse 


:u  AAVJAA.  wv  AA.6-  A — - , 6840.  You  think  the  general  savings  pubUc  has  become 

war?  ■ Mr.  Frazer:  In  the  case  of  lie  Savings  Bank  much  more  interest  conscious? In  the  last  uve  years, 

and  in  the  case  of  Defence  Bonds,  yes ; not  so  much  for  yg5_ 

Saving  Certificates.  Pr^nium  Savmg  Bonds  are  a Harcourt:  Do  you  thirfii  that  the  vast 

completely  new  factor.  erowth’  in  group  life  and  pension  schemes  have  had 

any  effect  on  the  small  saver? ^Not  on  the  small  saver, 

no.  hi  fact  I think  .that  the  vast  sums  which  have  been 
built  up  in  small  savings  have  really  been  .the  bat^bone 
of  ithe  higher  investment  in  endowment  and  whole  We 
insurance  policies.  The  man  who  makes  provision  tor 

xjyjAyi  EEAEAEVAV.,  AWA  c . tus  demisB  or  for  his  descendants  is  normally  the  man 

during  .the  war  owing  to  restrictions  in  consumption  and  so  something  behind  him  in  some  other  forms 

on  • obviously  after  the  war,  as  soon  as  goods  became  savings.  I do  not  think  that  the  insurance  companies 
more  plentiful,  and  when  people  settled  down  to  the  ways  ^^^uld  have  done  so  well,  were  it  not  that  .there  is  this 

of  peace  again,  there  were  in  fact  imperative  inducanents  reserve  of  £6,000  millions  for  people  to  fall  back  upon, 

to  spend.  It  is  quite  likely  that  the  Mission  in  applicable  to  the  big  group  schemes,  where 

produced  a desue  for  people  to  the  employee  is  msured  by  his  firm  under  a schrane  drawn 

from  Defence  Bonds  for  investment  m .their  own  busi  where  the  premium  is  in  fact  deducted 

nesses  ; the  Defence  Bond  is  &e  sm^  mvestmrat  factor  9 y ^ wages? 1 should  think  .that  the  numbers  of 

of  the  business  man  and  the  middle  class  naan,  to  a much  , „ ^ relativdy  small.  If  my  information  is 

larger  extent^ than  die  casual  saver.  In  correct,  it  is  only  selected  employees  foe  whom  the  em- 

Bank  Rate  became  an  instrument  of  olivOT  does  that  sort  of  thing,  rather  than  for  his  workmen 

Defence  Bonds  were  continuafiy  lagging  m flieu  rate  as  such  people  as  a young  accountant  whom 

compared  wii^  outside  rates  of  interest,  althou^  tte  ^e  employer  wishes  to  keep  with  him,  or  a smart  young 

was  oontmuaUy  bem^  increased,  up  executive  whom  the  employer  does  not  want  to  lose  to 

...  - ^ competitor,  as  an  inducement  to  keep  .them  in  their 

service.  At  file  same  time  employers  have  to  some  extent, 
I b^eve,  assisted,  and  still  are  assisting,  the  generality 
of  their  employees  to  save  for  the  purposes  of  reaping 
a lump  sum  in,  say.  Savings  Certificates  in  ten  or  twenty 
years  period ; but  fiiat  is  not  quite  what  you  are  referring 


new  Defence  Bond,  which  goes  against  the  bend  of  Batik 
Rate,  may  in  my  view  reverse  the  trend  of  investment  m 
Defence  Bonds ; I am  looking  forward  to  very  good 
savings  figures  from  the  new  Defence  Bonds. 

6838.  I appreciate  there  are  plenty  of  reasons  for  with- 
drawals over  the  years,  but  there  are  other  competitive 
forms  of  savings  which  have  not  suffered  a net  decline  in 
that  sense.  Of  the  three  things  which  one  can  offer, 
which  are  I suppose  the  rate  of  interest,  the  service  given, 
and  the  liquidity,  whidi  do  you  think  is  the  important 
element  which  leads  the  new  savings  to  go  cornparatively 
into  other  media  and  not  into  yours? Biding  socie- 

ties have  been  a great  competitor  of  ours.  Thesr  interest 
commenced  to  go  up  from  H per  cent,  somewhere  round 
about  1952,  and  the  interest  to  the  saver  has  always  been 
free  of  income  tax.  When  they  were  only  paying  U 
per  cent,  they  were  not  a very  important  competitor ; but 
when  they  got  to  rates  of  3 and  3i  per  cent.,  with  certam 
of  the  smaller  and  more  adventurous  societies  offering  even 
hi^er  figures  thau  those,  they  became  a much  more 
important  competitor.  It  may  be,  too  (although  I have 
no  evidence  to  this  effect),  that  the  hire  purchase  finance 
companies,  with  their  vwy  hi^  rates  of  8 per  cent,  or 
more,  which  are  freely  advertised,  have  also  to  some 
extent  been  competitors  with  the  Post  Office  Savings  Bank 
rate  of  2i  per  cent  and  our  other  rates  of  interest 

• Memoranda  of  Evidence  Part  IV  No.  9. 


6843.  Professor  Cairncross:  You  mentioned  a moment 
ago  that  in  the  past  five  years  the  public  have  become 
more  interest  conscious.  Presumably  that  should  be  re- 
flected in  a more  rapid  .run  down  in  your  deposits,  but 
that  has  not  been  true  in  the  Post  Office  Savings  Bank? 

^j<[o  j in  faot  our  deposits  have  increased.  The  trouble 

is  that  withdrawals  have  ako  increased.  There  has  been 
a run  down,  in  the  balance  of  the  Post  Office  Saving  Bank 
from  a maximum  of  something  like  £1,980  million  in  1946 
to  £1,680  million,  despite  the  addition  of  some  £41  million 
of  interest  evoy  year. 

6844.  Mr.  Jones:  That  is  a run  down  of  approximately 

£300  million ; is  not  that  £300  million  equal  to  about 
5 per  cent,  of  the  total  National  Savings? ^Yes. 

6845.  And  the  commodity  vailue  of  £1,982  million  then 
would  be  about  one  and  a half  times  what  it  would  be 
today,  so  that  actually  there  are  substantially  less  resources 
in  file  Post  Office  Savmgs  Bank  than  there  were  in  1946? 
^Ves. 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


452 


COMMITTEE  ON  THE  WORKING  OF  THE  MONETARY  SYSTEM 


[Continued 


17  April,  1958] 


Mr.  G.  D.  Fraier,  C.B.E. 


6846.  You  have  to  go  fast  to  .romaiii  static  in  your 

total  holdings ; if  you  pay  out  £500  million,  you  have 
got  to  secure  £500  million  in  deposits? Yes. 

6847.  Professor  Sayers:  But  when  you  have  said  all 

that  about  the  switch  of  money  from  the  Savings  Bank 
to  other  uses,  ithere  does  appear  to  be  quite  a large  block 
of  Post  Office  Savings  Bank  deposits  that  are  more  or 
less  insensitive  to  interest  rate  changes,  that  people  hold 
for  ithe  convenience  and  various  advantages  that  the  Post 
Office  can  give? ^That  is  true. 

6848.  Professor  Cairncross:  Between  1950  and  1953 
there  was  a fall  of  about  £200  million ; but  after  1953 
the  fall  was  no  more  than  about  £60  million  over  an 
equivalent  period  of  time.  That  seems  to  me  to  indicate 
not  a more  rapid  rate  of  run  down  but  a much  less  rapid 

rate  of  'run  down  in  the  last  three  years? ^Yes,  £380 

million  of  deposits  were  in  respect  of  release^  benefit 
monies  of  people  coming  out  of  the  Services,  in  1946, 
1947  and  a little  in  1948.  Those  release  benefit  monies 
were  quickly  withdrawn. 

6849  But  my  question  related  only  to  the  period  since 
1950.  The  bulk  of  'the  reduction  in  balances  occurred  m 
the  period  1950  -to  1953  ; since  'then  k has  been  really 

remarkably  low,  I should  have  thought? Ycii.  We 

were  taking  heart  from  the  fact  'that  t'lie  rate  of  diapanity 
between,  withdrawals  and  deposits  was  docreu.sing,  and  we 
were  hoping  that  this  was  a good  .sign,  but  dn.  tho  last 
year  1 am  afraid  that  the  trend  has  become  bad  again, 

6850.  Chairman:  Have  you  got  figures  for  la.st  year? 

Yes.  Sir.  The  figures  of  deposits  and  withdrawals  for 

Uie  year  195V  were : —deposits,  £45/  million;  wiUturuwais, 
£507  million;  interest,  £41  million;  balance,  £1,678 
million. 

6851.  Professor  Cairncross:  That  represents  a reduction 

of  only  £10  million? ^Yes.  When  I.  said  that  we  had 

a 'bad  year,  I had  in  mind  'the  financial  year:  we  have 
had  three  rather  bad  months  since  the  beginning  of 
January,  when  normally  we  ^ould  have  good  m'Oiiith.s. 
For  ithe  calendar  year  net  withdrawal,'}  were  £50  miliion'; 
for  'the  financial  year  as  a whole  the  net  wi'l'hdrawal  was 
£64  million. 

6852.  What  it  all  adds  up  to,  surely,  is  .lhait  the  bulk 
of  Ithe  deposi'Us  in  tihe  Post  Office  Savings  Bank  are  com- 
paratively constant,  and  do  not  respond  to  any  great 
extent  to  changes  <of  interest  rates?  If  you  oompwe  the 
8 per  cent,  paid  by  the  hire  purchase  companies  with  the 
2i  per  cent,  which  you  pay,  ds  it  not  a little  surprising 
how  little  is  withdrawn  from  the  Post  Office  .'Javin®?  Bank? 

Yes;  it  is  'true,  as  Professoir  5ayecs  said,  Uiat  there 

is  a large  bulk  of  our  money  which  in  impervious  to  the 
alfraotions  of  a higher  rate  of  intcrcsl. 

6853.  Professor  Sayers:  And  even  'the  last  three  moii'llrs 

would  seem  to  bea'F  that  ouit? Yes. 

6854.  Chairman:  I .thought  Ihc  tenor  of  your  evidence 
was  that  the  Savings  Bank  deposit  was  very  largely  im- 
pervious to  the  current  rate  of  interest,  whereas  Ihe  Defence 
Bond  is  the  one  which  is  more  directly  up  against  it?— — 
The  Defence  Bond  is  up  against  it ; but  we  have  to  take 
into  account  that  it  is  only  the  injection  of_  this  £41 
million  a year  of  interest  which  .prevents  the  Savings  Bank 
figures  going  down  much  more,  Net  withdrawals  are 
much  more  than  the  -reduction  in  the  net  balance  shewn 
in  the  last  column  O'f  the  table  in  Appendix  A. 

6855.  Professor  Sayers:  Why  diould  people  be  expecLed 
automatically  not  merely  to  save  ihoiir  interest  but  to  add 

ift  to  this  treasure  chest  they  have  put  aside? In  many 

cases  what  we  call  the  good  savers,  those  Who  keep  their 
money  in,  are  often  blissfully  unaware,  or  do  nO't  express 
any  very  great  desire  to  know,  how  much  interest  they 
have  got  until  their  book  comes  up,  maybe  sifter  t'hiree  or 
four  years  ; then  we  put  in  three  lots  of  interest.  They  arc 
our  best  types  of  savers : they  give  us  the  least  trouble  by 
way  of  work  in  the  number  of  transactions,  and  they 
contribute  to  the  balance  most  by  way  of  deposits  and 
a minimum  of  withdrawals. 

6856.  Lord  Harcourt:  The  more  casual  the  customer. 

the  better  the  saver? 1 do  not  think  he  is  ca.sual;  I 

think  in  many  cases  he  is  very  syslcmatic,  becau.se  he 
makes  a large  deposit  at  the  beginning  of  the  year  and 
ffien  forgets  about  .flie  Saving  Bank.  The  casual  depositor 
is  <xno  who  ten'ds  to  treat  his  Savings  Bank  account  as  a 


currenit  account.  There  is  a great  increase  an  the  kind 
of  depositor  who  uses  his  Savings  Bank  account  largely 
as  a current  account. 


6857.  Professor  Sayers:  Is  that  an  increase  which  has 

taken  place  largely  since  the  war? Yes. 

6858.  ITiat  ought  to  be  put  alongside  the  facts  you 
have  given  us,  wJiiioh  tended  to  .s,uggcsl  the  imperviousness 
of  ,llie  bulk  of  depo.sit.s  'to  interest  dillercnces.  If  in  fact 
you  have  had  a big  .increase  in  current  account  business 
in  'tieso  years,  should  not  ilihat  have  meant  that  your 

balances  had  been  going  up  by  that  much? Not 

necessarily.  There  has  been  of  cour.se  a great  amount  of 
WiRhdii-iiwiil,  not  by  people  who  use  llie  Savings  Bank 
as  a curreii'l  account  bank  bii.1  by  people  who  have  had 
their  money  in  there  and  take  it  out  in  order  to  make, 
say,  a fairly  .substantial  deposit  on  a house, 

6859.  Has  thiil  been  conliniiing,  or  is  it  something  that 

was  confined  largely  to  the  early  post-war  years? 

We  do  not  know  why  our  dcpixilloirs  withdraw  their  money, 
and  much  of  ihe  evidence  that  I give  to  the  Committee 
arises  firom  what  we  believe.  Wc  are  not  like  a commercial 
bank  whidi  ha.s  personal  knowledge  of  its  cuslomeirs.  We 
have  about  20,1)00  withdrawals  every  day  by  notice  to  the 
Past  Office,  and  about  120,000  every  day  up  lo  £10  on 
Post  Offices  on  demand,  We  have  no  means  whatever 
of  tcUing  you  for  whtil  purptisc  that  money  on  demand 
is  required,  and  only  a very  ephemeral  knowledge  for 
what  purpose  the  money  that  is  drawn  by  notice  is 
roquiriM  for.  But  we  can  sometimes  tell  from  the  payee 
of  a crossed  warrant.  If  .it  is  a building  .society,  wo  can 
mako  a very  good  gu«w  Ihat  this  is  required  for  deposit 
on  a hOLi.se  or  for  the  purpose  of  investing  in  a building 
socieity.  rt  i.s  only  from  that  slandpoint  that  1 can  give 
you  linformalion.  I do  not  pretend  that  it  i.s  at  all  detailed, 
and  I would  not  like  the  Commillco  to  think  that  we  haw* 
speoifio  knowledge  of  exactly  what  iiappens  to  the  money 
withdrawn  from  the  P-iwl  Office  Savings  Bank. 


6860.  But  what  would  seem  to  be  more  interesting,  and 
somelhing  wihieh  would  have  in  be  kxikcd  into  in  a rather 
different  way.  ks  this  growth  of  current  aocminl  business. 
Thait  docs  seem  lo  me  to  'threaten  some  invalidation  of 
the  conclu.sion  that  the  Po.st  Office  .Savings  Bank  balances 
are  impervious  to  changes  of  interest  rales.  Could  you 
take  a i'ample  check,  not  on  withdrawals  al  any  time 
fcmt  on  the  behaviour  of  aecounls?— - -Yes. 


6861.  You  have  a definite  impres-sion  yourself  that  the 
current  account  busines-s  has  increased  considerably,  and 
llial  is  an  im.prcssion  which  1 do  not  find  at  all  sur- 
prising. But  if  that  has  been  responsible^  for  substantial 
holdings  of  balances,  and  that  has  been  increasing,  then 
would  it  not  appear  that  the  more  resting  type  of  deposit 
has  been  going  down  more  than  we  had  .supfwsed?  - 
The  percentage  of  people  who  definitely  use  their  accounts 
as  current  accounts  is  small;  only  2 per  cent.;  out  it  is 
2 per  cent,  of  23  million,  which  means  about  460,(w  de- 
positors. who  will  have  anything  up  lo.  and  over,  80  iraos- 
actions  a year. 


6862.  Does  the  average  balance  of  thc_  current  account 
depositors  work  out  at  anything  substantial?-— I canimt 
give  you  that  figure  precisely.  The  average  balance  over- 
all is  ii'bout  £88.  Bui  wc  do  know  that  quite  a large  num- 
ber of  our  current  account  depositors  use  their  accounts, 
by  way  of  deposits  for  putting  in  their  salary  cheques, 
and  'by  wsiy  of  withdrawals  for  withdrawing  most  oi  u 
throughout  the  course  of  the  current  month,  and  tnac 
they  leave  virtually  nothing  in  the  account  at  the  en 
of  the  month. 


6863.  To  the  extent  that  it  Ls  those  people,  as  I sup- 
pose it  mainly  is,  the  total  of  their  outstanding  balaww 
would  not  be  a very  big  proportion  of  your  total  oe^n 

liabilities,  would  it? Mr.  Frazer:  No.--C/min«^- 

You  say  you  do  not  encourage  current  account  oaniLJUB 
business  in  paragraph  5 of  Appendix  A. 

6864.  Professor  Cairncross:  May  wc  a.sk  al»ut 
interest  rate  policy?  The  interest  rate  has  nev^  ^ 
chang^  since  the  Post  Office  Savings  Bank  started. 

No. 

6865.  As  you  irtiow  in  your  Appendix,  half  the 

tors  have  balances  under  £10.  Do  they  not  create 
disproportionate  to  any  return  which  you  have  on  m 
money? ^Yes. 
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6866.  But  you  do  not  penalise  them  by  depriving  ±em 

of  interest? ^No. 

6867.  In  that  way  you  are  very  different  from  the  com- 
mercial hanks,  who  pay  more  on  one  kind  of  account 
than  on  the  other  kind  of  account.  Has  it  ever  been  con- 
sidered whetiher  you  might  introduce  a distinction  between 

deposits  larger  than  some  minimum,  figure? ^Yes,  but 

its  has  been  rejected ; we  feel  it  is  impracticable. 

6868.  Your  expenses  of  management  have  risen  more 

than  sixfold  since  before  the  war ; at  the  same  time  the 
deposits  have  risen  roughly  threefold.  Why  have  the 
costs  gone  up  in  nearly  twice  the  proportion  of  the  de- 
posits?.  Deposits  have  gone  up,  as  you  say,  three 

times ; and  the  average  wages  of  staff  have  gone  up 
quite  three  times.  If  we  had  had.  as  would  have  been  not 
unreasonable  to  increase  our  staff  pari  passu  with  the  in- 
crease in  the  total  number  of  deposits  and  the  increase 
in  the  num'ber  of  depositors,  and  we  had  had  to  increase 
the  average  wage  paid  to  ffiat  increased  staff,  the  costs 
of  the  Savings  Bank  -would  have  increased  even  more 
than  they  have. 

6869.  Do  you  know  any  commercial  bank  whose  ex- 
penses of  management  have  gone  up  sixfold? have 

no  knowledge  of  commercial  banks.  I should  hesitate 
to  say  that  their  experience  has  been  on  a par  with  ours. 

6870.  You  do  not  want  to  put  it  to  us  that  some  part 
of  the  reason  for  this  lies  in  additional  services  provided 

for  your  depositors? No.  By  and  large  no  additional 

services  have  been  provided  to  depositors.  We  have 
a few  additional  services  such  as  the  periodic  payment 
service ; we  had  that  before  the  war.  We  have  discarded 
certain  .services,  such  as  cruising  credits  and  things  of  that 
discription,  becau.sc  they  were  hopelessly  uneconomic. 

6871.  Sir  Reginald  Vcrdan  Smith-.  How  do  you  arrive 
at  this  item  " expenses  of  management  ”?  Doesi  it  include 
an  allocation  of  costs  from  Post  OlHce  activities  all  over 

the  country? ^Yes,  it  -includes  everything.  It  include.s 

the  staff  of  roughly  9,000  at  the  Savin.gs  Bank  ; it  includes 
the  unit  crests  which  are  allowed  to  sub-postmasters  for 
the  work  they  do  for  the  Savings  Bank 

6872.  It  is  a unit  credit  per  transaction? Yes,  based 

upon  transactions. 

6873.  However  large  or  small  the  tran.saction,? Yes. 

It  incites  an  allowance  for  the  cost  of  establidied  staff 
at  post  office-s  -in  respect  of  the  work  they  do  for  the 
Savin-gs  Bank,  and  it  includes  all  services,  such  as  priD,ting 
and  so  on,  ancillary  to  the  running  of  the  Savings  Bank. 

6874.  Professor  Sayers ; Looking  at  it  over  a period, 

one  would  expect  that  amount  to  rise,  in  relation  to  two 
factors;  first,  the  increase  in  the  n.umiber  of  transactions, 
and  second,  the  increase  in  rates  of  wages ; the  balances 
of  depositors  and  the  size  of  the  transactions  would  have 
very  little  bearing  on  this.  Do  those  two  factors  fully 
account  for  this  rise? Yes. 

6875.  Then  there  must  have  been  quite  substantial 

increases  in  the  number  of  transactions? ^There  has 

been  a substantial  increase. 

6876.  Why  has  there  bean,  that  increase  in  the  number 

of  transactions? ^To  some  extent  the  increasing  current 

account  worx  means  that  the  total  number  of  transactaons 
per  depositor  tends  to  rise. 

6877.  Professor  Cairncross:  If  this  is  so,  are  you  not 
performing  services  which  are  akin  to  those  of  the  Trustee 

Savings  Banks  in  many  ways? ^There  are  many  things 

that  we  do  not  do  that  the  Trustee  Savings  Banks  do. 

6878.  The  Trustee  Savings  Banks  have  increased  their 
business  since  the  war.  They  have  a larger  volume  of 
deposits.  For  one  thing,  they  run  Special  Investment 
D^artments.  Have  you  contemplated  doing  anything  of 

that  kind? ^We  have  contemplated  it,  but  we  have  not 

thou^t  it  was  a good  thing. 

6879.  They  do  introduce  a distinction  between  fbe  rates 
paid  to  depositors  of  different  kinds;  you  would  prefer 
not  to  do  that  in  the  Post  Office  Savings  Bank?  We 
feel  certain  that,  if  we  initroduced  a Special  Investment 
Department,  much  of  the  “ good  ” money,  if  I may  use 
that  term,  would  be  transferred  to  it.  _ The  Saying  Bank 
Fund  could  not  possibly  stand  the  increase  in  interest 
charges  which  would  arise.  We  are  not  like  the  Trustee 
Savings  Banks,  who  can  invest  their  Special  Investment 
Department  money,  in  certain  things,  such  as  local  loans, 
at  6 or  6i  per  oeot.  All  the  money  in  the  Post  Office 


Savings  Bank,  according  to  the  Post  Office  Savings  Bank 
Act,  must  be  invested  in  gilt-edged  securities.  It  costs, 
as  you  will  be  able  to  see,  roughly  £8  million  to  service 
^ per  cent,  of  interest. 

6880.  Suppose  that  people  continue  to  make  use  of  the 
Post  Office  Savings  Bank  to  hold  current  accounts,  but 
on  a scale  that  rises  from  2 -per  cent,  to  5 per  cent,  or 
10  :per  cent.  Would  this,  judging  from  the  figures  that  you 
have  given  here,  make  very  serious  inroads  into  the  in  terest 

you  can  then  offer? ^We  are  to  some  extent  able  to 

control  the  current  account  aspect  of  the  Savings  Bank. 
The  limit  on  deposits  is  £500  in  any  one  year.  We  have 
held  on  to  that  maximum  annual  investment,  and  we  would 
not  like  to  see  it  rise,  because  if  it  were  higher  it  would 
encourage  the  deposit  of  salary  cheques.  There  are  not 
many  people  receiving  salary  cheques  who  could  invest 
twelve  .monthly  salary  cheques  totalliQ.g  under  £500  in  the 
course  of  the  year ; so  by  restraining  -the  investment 
poten.tial  to  £500  a year,  we  fed-  that  we  are  keeping  out 
the  deposit  of  salary  cheques  to  a very  large  extent. 

6881.  Chairman:  But  your  general  attitude  is  that  you 
do  not  want  the  current  account  system  -to  be  operated 
in  the  Savings  Bank  ; you  do  not  thihk  it  is  youx  function? 
^Yes. 

6882.  And  you  can  always  introduce  rules  which  will 

discourage  the  use  of  -it  for  that  purpose? ^There  is  a 

very  difficult  point:  to  what  extent  is  an  account  a current 
account?  Different  people  may  have  different  ideas.  We 
might  say  that  we  would  restrict  the  number  of  trans- 
actions to  so  many,  -and  after  that  we  would  regard  it  as 
a cun-ent  account ; but  that  would  be  extremely  difficult 
to  administer.  In  certain  cases  one  comes  across  an 
account  which  is  operated  as  a current  account,  which, 
nevertheless,  has  a very  large  business.  Take  a business 
man,  for  exam-ple,  who  uses  his  account  for  his  business : 
He  pays  in  cheques,  and  he  draws  on  the  money  for 
domestic  purposes.  We  could  offend  depositors  by  say- 
ing: “You  have  had  so  many  withdrawals,  and  that  is 
all  you  are  entitled  to  for  this  year  Restrictions  and 
rules  of  that  description  are  imipracticable  in  a large 
organisation  such  as  this,  where  we  have  to  deal  with 
roughly  350,000  transactions  a day.  If  we  had  to  be 
weighing  up  what  these  people  were  doing,  whether  they 
were  using  their  accounts  as  curren  t accounts,  or  genuinely 
as  Savings  Bank  accounts,  we  would  get  nowhere. 

6883.  Professor  Sayers:  May  I suggest  an  entirely 
different  approach?  Could  you  offer  a current  account 
service  (which,  obviously,  from  your  experience  of  people 
using  this,  is  a thing  much  in  demand),  on  which  you 
would  pay  no  interest  at  all,  or  very  little  interest,  and 
simply  insist  that  people  must  keep  a positive  credit 
balance?  Have  you  considered  that  hiving-off  of  the 

current  account  business? No,  we  have  not.  We  have 

thought  .that  it  would  not  be  practicable  to  distinguish 
between  types  of  accounts  within  the  one  organisation. 

6884.  Would  noit  this  be  another  department?  One 
would  not  call  it  the  Post  Office  Savings  Bank  ; one  would 
say  the  Post  Office  offers  these  two  services  (as  is  done 
in  a number  of  countries) : a Savings  Bank,  and  a current 

account  service. We  have  always  operated  as  the  Post 

O^e  Savings  Bank,  and  we  have  always  frowned  upon 
the  use  of  the  Savings  Bank  for  current  account  purposes. 

6885.  Nevertheless,  the  current  account  use  has  de- 
veloped, is  developing,  and  may  one  day  threaten  your 
income  and  expenditure  account  quite  seriously,  quite 

apart  from  the  administrative  complications? ^Yes,  1 

quite  agree  that  it  might.  But  on  a “ bad  ” current  account 
(in  the  sense  of  the  kind  of  accounts  I have  described, 
where  the  depositor  pays  in  money  at  the  beginning  of 
the  month,  and  withdraws  the  loit  throughout  the  month) 
the  amount  of  interest  payable  would  be  very  little  indeed. 
One  would  not  be  withholding  much  -from  the  current 
account  depositor.  The  saving  would  be  that  we  would 
not  have  to  calculate  bow  little  they  were  earning. 

6886.  Exactly,  and  you  would  not  have  to  service  them 
at  -the  counter  on  the  account  of  the  Post  Office  Savings 
Bank  ; ffiis  increasing  work  that  is  burdening  your  budget 

would  be  avoided? 1 wonder  wuether  it  would.  Ihe 

next  development  from  that  would  be  to  do  as  the 
commercial  banks  do,  and  pay  interest  on  deposit  accounts, 
but  charge  for  current  account  work. 

6887.  iBut  in  other  countries  -this  work  is  done  by  the 
Post  Office,  edthei  ait  no  charge  or  -ait  a very  trivial  charge  ; 
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nothing  like  the  charge  that  the  commercial  banks  Ibavo 
to  impose.  After  all,  the  commercial  banks  are  not 
perfectly  organised  for  this  type  of  business.  The  Post 
Office  has  tremendous  advantages  over  them  for  this 
type  of  business.  Why  would  it  be  more  expensive  in 

this  country  than  elsewhere? Mr.  Frazer:  Are  you 

referring  to  the -postal  cheques  sy&teml—Professor  Sayers: 
Yes.— Mr.  Frazer:  The  postal  cheque  system  in  those 
countries  has  made  the  headway  that  it  has  largely  because 
the  commercial  banks  are  not  developed  to  the  extent 
that  they  are  here.  If  the  commercial  banks  had  been 
developed  as  well  in  the  Continental  countries  as  they 
are  in  this  country,  they  probably  would  not  have  had  a 
postal  cheque  system.  The  Post  Offices  have  stepped  in 
where  the  commercial  banks  have  not  been  able  to  fill 
the  bill. 

6888.  Is  not  this  a travesty  of  the  facts,  if  I may  say 
so?  Have  not  the  commercial  banks  developed  their 
small  customer  business  in  this  country,  at  considerable 
expense  to  the  customers,  because  there  has  not  been,  a 
Post  Office  facility  of  this  kind  in  this  country?  I put 
that  to  you  as  a fairer  view  of  history  than  the  one  you 

gave? If  you  are  putting  to  me  not  that  we  should 

have  a different  kind  of  Savings  Bank  but  that  we  should 
have  a postal  cheque  system,  the  ramifications  of  that  are 
rather  outside  my  own  responsibility  as  Director  of 
Savings.  This  brings  into  question  the  money  order 
service,  the  postal  order  .service,  and  every  remittance 
service  that  the  Post  Office  arranges.  _ I do  not  feel  t^t 
I am  capable  of  giving  a closer  opinion  than  that  the 
Post  Office  Savings  Bank  could  not  lake  on  a postal 
cheque  system  W’ithoul  very  grave  consideration,  not  only 
by  my  own  department  but  by  all  other  departments  ot 
the  Posi  Office,  and  probably  by  other  authorities  outside 
the  Post  Office. 

6889.  Chairman : Your  funds  are  invested  for  you  oy 

liie  National  Debt  Ccon-missioners? ^Yes,  Sir. 

6890.  Was  1910  the  last  year  when  your  annual  account 

produced  any  deficit? ^That  is  so. 

6891.  The  income  consists  of  the  interest  accruing  firom 

the  securities;  the  expenditure  is  'interest  paid  lo  dopositon;, 
expen, ses  of  maniagemcnt,  and  properly  allocated  doprecia- 
lion  provision,  and  the  surplus  goes  in  every  year  to  tihe 
Treasury? ^That  us  so. 

6892.  How  does  it  coune  about  that  every  year  there 

is  a charge  f'Or  depreciation  of  securities? That  as  not 

my  responfi’bility ; I am  not  brought  into  this  question 
of  how  much  shall  be  hived-off  for  the  depr^iation  of 
securities.  It  is  the  responsibility  of  the  National  Debt 
Commissioners  and  the  Treasury. 

6893.  You  have  no  'power  to  query  it? 1 have  no 

power  to  query  it,  neither  have  I any  power  to  query 
how  our  deposits  shall  be  invested. 

6894.  Professor  Cairncros.s' : Is  -it  equally  true  titat,  when 

repayments  have  to  be  made  and  funds  have  to  be  realised 
you  have  no  say  in  'the  decision  about  wbioh  funds  wili 
be  realised,  and  'that  that  is  entirely  a matter  £■&:  the 
National  Debt  Commissioners? Yes. 

6895.  Professor  Sayers : At  the  end  of  puagr-aiph  6 you 

refer  to  'the  maximum  holding  of  600  units  of  National 
Savings  Certificates;  that  limit  is  just  being  raised  to 
1,000  units.  You  suggest,  on  the  basis  of  how  these 
Certificates  are  held,  that  the  advantage  to  savings  of 
such  an  -increase  would  be  'marginal.  There  is,  lof  course, 
the  important  point  of  the  development  of  the  savings 
habit ; considering  the  fall  in  the  value  of  mon^,  the 
limit  may  well  have  operated  to  chock  the  habits  of 
sections  of  ^the  community  which  one  would  like  -to  see 
saving  m-oire.  The  fact  that  the  additional  amount  invested 
is  only  marginal,  is  not  really  a serious  argument  against 
it? ^No. 

6896.  Sir  Reginald  Verdon  Smith : In  paragraph  6 you 
say:  “What  would  'be  of  decided  advantage  would  be 
for  more  savings  to  come  from  'the  wage  packet  and  for 
such  savings  to  be  kept  .invested  for  a reasonable  time  ”. 
I think  we  should  all  agree  with  that  in  general ; have 
you  any  particulaff  thought  how  this  advantage  might  be 

gained? ^No.  The  National  Savings  Committee  do  a 

great  deal  of  work  in  encouraging  cycle  schemes  in 
industry  and  in  offices,  whereby  so  much  is  collected 
week  by  week,  and  when  15s.  has  been  collected  a Certi- 
ficaie  is  handed  by  the  Group  Secretary  to  the  saver ; 


if  that  'habit  could  be  extended  considerably,  and  if  flie 
money  could  remain  in,  which  is  another  important 
proviso,  then  1 think  that  one  could  say  Hhat  the  savings 
habit  was  becoming  a realised  objective  in  this  country ; 
but  1 do  not  think  tliat  is  so  yet. 

6897.  You  were  thinking  more  in  terms  of  Ceitificates 
than  salary  cheques  or  weekly  wage  packets  going  straight 

into  the  Saving  Bank? ^Ycs.  I would  prefer  it  for 

Savings  Certificates  ; there  -is  also  a direct  -transfer  scheme 
for  saving  (through  the  Savings  Bank,  and  that  scheme  is 
excellent  so  far  as  lit  goes,  but  we  find  it  expensive,  it 
involves  ait  least  twelve  deposi'ts  in  the  course  of  the  year, 
and  'too  much  -of  ;thc  money  comes  out  too  quickly  after 
it  is  put  in.  Tlie  average  number  of  transaotaons  in  such 
a scheme  lis  of  -the  order  of  17  a year,  whereas  the  average 
overall  as  about  4i-.  With  Savings  Certificates,  the  same 
thing  docs  not  apply.  The  work  'is  done  by  the  Group 
Secretary  lo  a greater  extent  'than  it  is  when  the  money 
is  saved  through  t'he  vSavings  Bank.  The  Certificate  ds 
sol'd  at  the  Post  Ollicc,  the  coun'torparts  come  to  the  head- 
quarters of  .the  Cc-rtilicale  Divi.don.  they  are  filed  away 
under  the  'holder’s  nunabor,  and  then  we  can  forget  about 
thorn.  So  long  as  that  money  slays  in  a Tca.sonable  length 
of  time,  we  arc  quite  happy  with  that  kind  of  savings.  I 
regard  my  function  as  Director  of  Savings  as  being  to 
deal  with  ilhc  'maximum  ii-mount  of  savings  at  the  minimum 
amount  of  cost  lo  the  Government. 


6898.  Professor  Suyer.\  : When  wc  are  thinking  of  the 
use  of  these  schemes,  wc  have  lo  tvnsider  who  these 

Group  Secretaries  arc.  Are  they  volunlai'y? Purely 

voliuntary. 

6899.  Do  they  do  this  job  in  their  own  time,  or  are 
they  people  in  factories  who  are.  by  arrangement  with 

the  management,  doing  work  in  the  firm’s  time? 1 

think  'much  of  it  is  of  that  order.  and_I_thmk  that  many 
enlightened  managements  reckon  that  it  is  a justified  pd 
usertil  expense  for  them  lo  undertake  to  promote  savings 
amongst  their  workers. 

6900.  Mr.  Jonc.v:  In  the  -National  Savings  move- 

ment arc  not  the  trade  -unions  associated  with  local  man- 
agemont  in  industry  for  these  periodical  drivcs?_The  man 
.signs  a form,  cither  in  the  factory  or  in  the  colliery  yard; 
Unit  is  put  up  to  the  miinagcmcnl.  and  the  managomCTt 
from  then  on  make  systematic  transfers  from  wages  oiUier 
to  the  Post  Office  .Savings  Bank  or  the  Trustee  .Savings 
Bank? ^Yes. 

6901.  And  there  is  no  cost  at  all  to  the  banking  bodies? 
not  in  a collection  like  that. 


6902.  The  maniigcmcnl  pay  jn  the  amount  deducted, 
and  it  is  paUl  in  cn  'bloc  in  relation  lo  the  nurnwr  ol  per- 
•.sons  concerned,  wiilh  their  names  and  oiddr^es,  so 
that  there  is  no  administrative  co.st  on  that  basis?-?— Not 
until  the  cheque  gets  t^o  us,  with  the  schedule  showing  me 
list  of  the  'peopk  to  whom  the  various  portions  ot  me 
money  have  to  be  credited. 

6903.  'It  is  labour  .saving  and  expense  saving 
point  of  view  of  getting  the  deposits ; I am 
about  what  happens  after  the  deposits  have  'been 

Yes.  .So  long  as  the  money  slays  m a rea^awe 

time,  -they  are  savings  well  worth  encouraging;  'but  wne^ 
as  is  sometimes  the  ca.se.  a man  asks  for  il  a weex 
be  taken  oil  his  money  and  pul  into  savings,,  and  mm, 
almost  before  the  money  can  be  credited  lo  his  accom 
he  is  round  at  the  Savings  Bank  trying  to  get  the  money 
oU't  again,  that  is  excessive  work  for  the  Office  ot 
Trustee  Savings  Bank,  and  ha.s  virtually  no  savings  value 
at  all  to  the  Government. 

6904.  But  the  Savings  Movement  has 

importance  to  this  aspect  of  . j_ 

been  a good  deal  done,  particularly  within  the  last  sa 
ysilTS.  There  is  no  edvunlege  lo  o rnan  to  have  ti 
tlcduclcd  .per  week  from  h.s  *'5,£  S 

of  saving,  -atnl  then  going  across  to  the  Post  OItte  ar^ 
drawing  it  back.  To  what  extent  would  y>“  ““S 
this  savings  by  transfer  of  amounts  frcOT  ^ 

the  saving.^  movement,  and  has  provided 

Post  Office  Savings  Bank? Not  a ye|7  large 

These  schemes  account  for  about  £7  million 

£1,700  million  in  the  Post  Office  -Savings  Bank,  and  al» 

£28  million  in  the  Trustee  Savings  Banks.  Obviously 

kind  of  scheme  is  better  managed  locally  ^ *j,gy 

accounting.  The  men  prefer  it  that  way, 

can  go  round  to  the  local  Trustee  Saving  say 

ing  that  the  money  has  bee«  sect  to  th«n  by  cheque,  y 
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the  day  'before,  and  if  they  want  it  quickly  they  can 
have  it  quickly.  Wifli  the  Post  Office,  they  have  to  send 
the  .book  to  us  just  to  have  die  money  entered  in  their 
book.  We  are  not  as  popular  for  direct  transfer  work 
with  industrial  workers  as  are  the  Trustee  Savings  Banks. 

6905.  Chairman : When  you  raise  the  limit  on  the  hold- 
ing of  Savings  Certificates,  as  you  have  done  on  a num- 
ber of  occasions  since  the  war,  I suppose  the  .immediate 
impact  is  that  you  get  a great  deal  of  applications  coming 

in? Yes  ; there  will  be  large  sale.s  at  Post  Offices  from 

the  1st  May,  after  this  latest  increase. 

6906.  Would  you  regard  those  as  being  new  savings,  or 

are  they  primarily  a shift  of  money  from  other  invest- 
ments?  ^We  do  not  know,  but  obviously  a large  num- 

ber of  the  people  who  will  buy  up  to  1,000  units  will  be 
people  who  will  write  a cheque  on  their  local  bank 
accotmt  for  £300  to  buy  Savings  Certificates.  It  has 
this  virtue,  that  perhaps  the  money  is  then  fixed  to  savings 
for  a longer  iperiod  than  it  would  be  if  it  remained  in 
their  bank  account,  because  they  have  to  keep  the  money 
in  seven  years  in  order  to  reap  the  full  advantage  of 
the  interest  arrangements.  Though  the  average  rate  is 

per  cent.,  it  is  much  less  in  the  earlier  years,  and  then 
rises  to  over  8 per  cent,  in  the  last  two  years. 

6907.  Is  it  not  more  likely  to  come  out  of  another  in- 
vestment which  has  been  realised  for  the  purpose,  rather 

than  lioose  money  in  a bank  account? ^We  do  not 

know.  I would  think  iQiat  much  of  it  would  come  out  of 
oomimercdal  banking  accounts,  but  much  of  it,  of  course, 
will  come  from  enoashmenjts  of  old  Certificates  to  reinvest 
in  the  exitended  issue. 

6908.  Mr.  Jones:  You  say  that  48  per  cent,  of  the 

amount  invested  in  the  Tenth  Issue  is  .in  maximum  hold- 
ings, but  that  these  maximum  holdings  are  held  by  oom- 
parartiivelly  few  people.  Is  that  an  indication  that  they 
are  the  sort  of  peopflc  who  would  have  money  to  save 
and  invest  in  any  case,  as  they  have  other  savings,  and 
that  there  might  merely  be  a transfer  of  savings  when  the 
limit  is  raised  from  600  to  1,000  un.its? ^Yes. 

6909.  Professor  Cairncross : Do  you  know  tiie  number 

of  people  who  hold  Certificates? Yes.  The  numbers 

are  subject  to  very  conffiderable  flucluaition. 

6910.  You  give  us  no  figures  comparable  to  those  pro- 
vided for  deposits  in  the  Savings  Bank,  showing  the  pro- 
portion of  large  holdings  .to  small  holdings.  Is  it  possible 
to  give  any  indiication  how  far  Certificates  are  con- 
centrated in  a limited  number  of  hands,  or  how  far  'they 

are  spread? One  has  to  take  a sample  over  miUioos 

of  holdings.  That  takes  a very  long  time.  The  trouble 
is  that  the  situation  tends  to  change  very  quickly,  depend- 
ing upon  the  dilferenit  conditions  at  the  different  times, 
and  the  different,  services  offered.  For  example,  I 
mentioned  the  way  the  Savings  Certificates  are  purchased 
by  cycles ; there  is  a deduction  from  wages  of,  say,  half- 
a-crowo  a week,  and  ithen  the  saver  is  given  a Certificate 
when  the  total  so  deducted  reaches  15s.  In  all  too  large 
a number  of  cases,  as  soon  as  a man  gets  a Certificate 
he  writes  out  an  applicaition  to  have  the  money  refunded 
to  him.  The  counterpart  of  ithat  Certiflcaite  gets  to  the 
headqmrters  of  the  Savings  Centificaite  Division  and  is  piM 
in  his  holding,  under  his  registered  number.  Often  that  is 
the  only  counterpart  in  that  holding,  because  he  makes 
a habit  of  saving  his  money  by  'half-a-crown  a week  ^d 
taking  it  out  again  when  he  gets  a Cer.tifica!te.  He  gives 
himsdf  trouble,  and  he  gives  us  trouble.  At  one  period 
of  time  that  holding  is  a live  holding,  butt  as  soon  as  the 
applioa-tdon  to  repay  that  Certificate  comes  ^ong,  and  .the 
counterpart  is  taken  out  of  that  holding,  within  a day  or 
two  that  holding  is  a dead  holding,  in  the  sense  that  there 
are  no  counterparts  there.  That  change  in  the  ratio  of 
live  holdings  ito  dead  holding  is  all  too  frequent  to  enable 
us  to  give  a very  exact  picture  of  the  number  of  live 
holdings,  but  at  any  particular  moment  of  time  we  think 
there  are  about  lOi  mi’llion  live  holdings  of  fevings 
Cwtificartes. 

6911.  This  is  only  relevant  to  the  people  who  are  at 
the  lower  end,  I was  asking  you  about  the  numbers  who 
hold  substantial  totals  ■of  Savings  Certificates  in  the  same 
way  as  in  the  case  of  .the  Post  Office  Savings  Bank,  where 
there  seems  to  be  a large  number  of  dormant  accounts. 
Can  you  say  something  about  the  people  who  hold  £300 

or  more? ^Yes.  I have  given  certain  figures  to_  show 

the  extant  Co  which  the  amount  of  money  held  in  the 

30500 


various  issues  of  Savings  Certificates  is  held  in  maximum 
holdings. 

6912.  Professor  S^ers:  You  must  have  some  way  of 
enforcdug  this  maximum.  How  do  you  know  that  a 

holder  has  gone  beyond  the  limit? ^We  count  the 

number  of  counterparts  in  'the  file,  ^aud  if  they  are  at 
any  time  in  excess  of  the  permitted  holding  of  Savings 
Certifioaltes,  then  we  tdl  the  holder  that  he  has  exceed^ 
the  limit,  and  require  him  to  encash  the  excess. 

6913.  You  have  individual  files? Yes.  There  are 

many  millions  of  files. 

6914.  Chairman:  Somebody  is  regularly  checking  to 
see  that  no  individual  holder  is  getting  beyond  his  maxi- 
0ium? — ' — ^That  is  so.  If  the  lunil  is  1,000,  as  it  will  be 
from  the  1st  May,  when  the  holder  has  as  m'any  as  950 
tmits  a red  seal  is  Stuck  on  the  holder’s . card,  and  that 
warns  (the  a&sisCant  who  is  doing  the  work  that  that  hold- 
ing is  very  dose  to  the  limit.  When  she  puts  in  another 
counterpart,  shidl  we  say  lof  100  uniits,  she  counts  the  lot 
and  sees  that  .there  are  1,050,  and  we  immedjatdy  write 
to  the  holder  and  ask  him  to  encash  the  excess. 

6915.  Professor  Sayers : This  check  muat  give  you  soane 
guide  on  the  araountt  of  the  big  holdings.  A great  many 
files  must  be  looked  att,  to  see  if  they  have  reached  the 

950  figure? Yes,  but  .that  is  rather  different  from  taking 

& detailed  sample. 

6916.  Lord  Harcourt:  They  are  not  tabulated? 

There  is  no  tabulation. 

6917.  Profesor  Cairncross:  Is  it  possible  to  give  us  some 
idea  of  the  distribution  of  holdings?'  The  figures  you 
give  here  relate  to  a series  of  diflierent  issues ; that  is  the 
numbers  held  to  rthe  maximum  for  each  issue,  separately. 
This  does  not  really  convey  to  us  any  very  dstinct 

impression. 1 admit  that  figures  more  on  the  lines  of 

the  figures  given  for  the  Savings  Bank  would  be  of  more 
value  to  the  Committee.  But  one  cannot  take  a small 
sample,  if  it  is  to  he  of  any  use  to  the  Committee.  The 
statisticdans  wotild  have  to  go  over  the  whole  run  of  the 
files ; and  there  are  about  25  million  different  holdings,  of 
which  we  est-imate  that  about  15  million  are  dead  holdings, 
and  lOi  million  or  so  are  live  ones.  I will  ask  the 
statisticians  whether  they  could  take  some  kind  of  sample 
which  would,  enable  me  to  give  you  some  information  of 
•the  kind  you  want.  I will  lot  you  have  the  figures  as 
quickly  as  I can.* 

6918.  In  paragrajh  9 you  say  that,  although  you  have 
no  official  information,  you  are  convinced  that  Premium 
Savings  Bonds  arc  being  bought  by  people  who  have 
never  hitherto  cultivated  the  savings  habit.  Is  this  based 

on  evidence,  or  why  do  you  come  to  this  conclusion,? 

It  is  the  pattern  of  purchases  which  is  leading  mo  to  the 
opinion  that  Premium  Savings  Bonds  are  being  purchased 
by  people  who  have  not  bean  savers  before.  At  die  outset, 
in  NovembCT,  1956,  48  million  bond  .units  were  sold  in  the 
first  month,  of  which  28  per  cent,  were  in  denominations 
of  500  {the  maximum  holding)  only  about  2' 5 per  cent,  in 
single  units.  'By  December,  1957,  .the  paittern  had  changed  ; 
in  that  month  only  9-6  per  cent,  of  the  bond  units  were 
sold  in  the  500  denomination,  and  7-5  per  cent,  were  sold 
in  the  one  unit  'bonds — ^that  is  three  times  as  many  for  the 
single  unit,  .and  only  one-third  as  many  for  the  £500  bond. 
By  now  15-9  per  cent,  is  being  purchase  in  denominations 
of  ten  units. 

6919.  Professor  Sayers:  Why  do  you  think  those  small 
amounts  arc  coming  from  people  who  would  not  otherwise 

have  saved? ^To  a large  extent.  It  is  a hunch.  I imagine 

that  it  spreads  from  the  football  pools, 

6920.  But  the  pools  have  not  suffered? ^Not  yet,  no. 

I do  not  think  that  people  who  invest  in.  the  ^ols 
regularly  are  necessarily  people  who  invest  in  small  savings 
regularly.  I may  be  wrong,  but  one  has  to  have  hunches, 
and  the  fact  that  7-5  per  cent,  is  being  purchased  monthly 
in  single  units  does  encourage  me  to  believe  that  ffiis  is 
being  purchased  with  mon,ey  which  would  not  have  come 
into  savings,  if  Premium  Savixxgs  Bonds  had  not  been 
there.  I think  it  might  either  have  gone  in  some  other 
form  of  expenditure ; or  conceivably  into  the  pools. 
You  say  that  the  pools  have  not  been  hit ; one  wotild  have 
tbou^t  that,  with  the  huge  prizes  they  were  giving,  thek 
investment  ought  to  be  going  up.  I do  not  think  that  is 
the  case.  We  have  a continuing  fund  of  investment  in 
Premium  Savings  .Bonds.  It  now  stands  at  £153  milMon. 
We  feel  that  regularity  of  investment  in  Premium  Savings 

• See  Appe-n''l'ix  to  Minutes  of  Evidence. 
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Bonds  may  very  well  mean,  that,  one  of  these  days. 
Premium  Savings  Bonds  will  reach  a level  of  investment 
comparable  with  Savings  Certificates.  The  larger  the  fui^ 
sets  the  larger  will  be  the  prize  fund  month  by  month. 

It  imnped  from  £260,000  in  December,  1957,  to  £460,000 
in  January,  1958.  It  will  be  over  £500,000  by  June  of  tlus 
year  If  investmaits  keep  on  as  they  are  going,  it  ought 
to  be  of  the  order  of  £1  million  per  month  in  about  two 
years'  time,  and  we  ^all  then  be  really  competitive,  as 
regards  the  amount  of  the  prize  money,  with  the  pools. 
We  shall  be  able  to  talk  of  £1  million  to  be  distributed 
in  respect  of  an  investment  where  the  inv^or  is  not 
losing  tkis  money.  I think  that  will  be  of  its^  a very 
consddCTable  encouragement  to  people  to  get  in  on  thus 
investment  more  and  more;  it  will  advertise  itself.  I 
speak  very  much  as  an  optimist  with  r^rd  to  Premium 
Savings  Bonds! 

6921.  Lord  Harcourt:  In  paragraph  9 you  say: 
heavy  eocashments  do  not  take  place  in  December,  it  is 
likely  .that  the  amount  of  prize  money  will  increase.”  I 
f{>Vp  it  that  those  heavy  encashments  did  not  take  place? 
^They  did  not. 

6922.  Professor  Cairncross:  Have  you  noticed  any 

reaction  on  Savings  Certificates  sales? is  difficult 

to  say.  Premium  Savings  Bonds  started  three  months  after 
the  10th  issue  of  Savings  Certificates,  when  the  new  issue 
at  4}th  per  cent,  was  bringing  in  abnormal  amoimts  of 
investment  That  investment  went  on  up  to  June,  1957. 
Since  June,  1957,  Savings  Certificates  have  failed  to  hold 
their  own,  new  purchases  as  against  repayments.  Quite  a 
number  of  things  have  contributed  to  that,  I believe.  The 
summer  months  are  never  very  good  months  for  invest- 
ment in  savings,  because  they  are  the  holiday  months; 
and  on  19th  S^tember,  with  the  Bank  Rate  going  up 
to  7 per  cent.,  I think  that  not  only  did  the  Defence 
Bond  siffier  a bad  reaction,  but  also  Savings  Certificates, 
because  I think  the  small  .investor  compares  thra  with 
building  society  investment.  The  building  societies  were 
able  to  ofE^  considerable  inducements  in  the  way  of 
non-taxable  interest,  and  tie  money  is  paid  half-yearly ; 
whereas,  the  hold«'  only  gets  the  ibenefit  of  his  4jth  per 
cent,  in  Savings  Certificates,  inrovided  he  keeps  his  money 
in  tor  7 years.  So  I think  that  the  failure  of  Savings 
Certificates  to  hold  itheir  own  since  June,  and  particularly 
ance  September,  has  not  been  so  much  due  .to  the  com- 
, petition  of  Premium  Savings  Bonds  {although  it  is  quite 
'PossLHe  that  regular  savers,  who  might  have  invested 
ki  ^vings  Certificates,  have  turned  over  to  Premium 
Savings  Bonds),  as  to  tiie  non-competitive  aspects  of  small 
savings  generally  at  a time  of  high  interest  rates. 

6923.  Was  there  an  increase  in  the  rate  of  encashment 

of  Certificates  after  September? Yea.  From  June  of 

last  year  up  to  .the  present  lime,  with  the  exception  of 
■three  weeks  in  JanuaTy  of  .this  year,  encashments  of 
Savings  Cesrtificates  have  been  consistently  in  excess  of 
new  .purchases. 

6924.  Were  encashments  higher  than  they  had  _ been 

running  at  previously? 1 have  not  those  particular 

figures  here ; hut  I do  not  think  there  has  been  any 
great  change  in  a had  picture. 

6925.  Chairman:  In  paragraph  11,  you  come  to  the 
important  po'int  that  you  are  .making,  that  you_  arc 
“coovincsd  that  ffie  solution  to  the  problem  of  National 
Savings  does  not  lie  in  the  direction  of  more  savings 

services  Would  yo^u  enlarge  on  that? 'I  have  thought 

•very  closely  &om  time  to  'time  of  what  new  savings  sen'ices 
the  Government  could  offer,  but  I feel  that,  having  intro- 
duced Premium  Savings  Bonds,  there  is  nothing  else  left. 

6926.  It  is  rather  noticeable  that  the  one  which  is  rising 
at  the  moment  is  the  one  that  has  been  introduced  only 

in  the  last  two  years? ^Yes ; we  touched  upon  an  aspect 

of  human  psychology  which  the  Government  had  always 
fought  shy  of  before,  and  which  appears  to  be  paying 
dividends  now.  But  I do  not  believe  that  there  is  any 
other  scope  for  that  kind  of  thing. 

6927.  Professor  Sayers:  Is  it  possible  that  there  was 
something  in  the  newness  of  the  thing  which  was  attrac- 
tive, and  that  if  you  brou^t  out  a new  savings  method 

every  five  years  you  would  eucourage  saving? In  the 

sense  that  there  are  new  issues  of  Savings  Certificates  and 
new  issues  of  Defence  Bonds  with  different  interest  rates, 
for  a time  they  become  novelties  and  encourage  new 
savings,  and  I should  have  thought  that  one  could  refer 


to  them  almost  as  new  types  of  savings.  But  1 have  gone 
very  closely  in  my  own  mind  into  other  possible  aspects 
of  saving,  such  as  encouraging  people  to  save  for  retire- 
ment, for  example,  and  I feel  that  the  field  is  already  a 
pretty  wide  one  to  anybody  who  has  the  ability  to  save 
and  the  wiU  to  save,  for  whatever  purpose  he  may  want 
to  save. 

6928.  That  does  not  meet  the  point  that  the  novelty 
of  a device  may  have  effects  in  encouraging  people  to  save? 

^I  do  not  think  that  had  very  much  to  do  with  it ; 

1 am  loc^ng  forward  to  Premium  Savings  Bonds  being 
a success  ten  years  from  now. 

6929.  Sir  Reginald  Verdon  Smith : Do  you  consider,  in 
that  same  sort  of  connection,  that  questions  of  nomencla- 
ture are  important?  For  example,  the  use  of  the  word 
Defence  Bond  at  the  present  time  might  be  something 
of  an  anachronism,  and  some  other  description  might  be 

more  appealing? “A  rose  by  any  other  name  may 

smell  as  sweet  ”,  perhaps,  although  I have  always  thought 
that  Defence  Bond  was  a very  good  word.  It  was  a good 
word  during  the  war,  and  I think  that  it  is  applicable  now, 
because  it  is  the  defence  of  the  economy  that  the  National 
Savings  Committee  would  wish  people  to  have  in  mind 
when  they  are  considering  Defence  Bonds. 

6930.  Supposing  you  brought  out  a retirement  bond. 

Would  that  fetch  the  money? Not  necessarily.  If  we 

brought  out  a bond  such  as  a retirement  bond,  there  would 
obviously  have  to  be  restrictions  on  it;  that  it  mu^ 
remain  there  until  such  time  as  the  person  wanted  it  for 
the  purpose  for  which  he  originally  invested  his  money, 
that  is  for  when  he  retired.  I think  that  people  who 
have  the  pre-vision  to  make  provision  for  their  retirement 
are  already  doing  so,  as  far  as  practicable  to  them  indi- 
vidually, and  that  it  does  not  follow  that  bringiog  into 
the  savings  field  a particular  bond  called  b.  retireinent 
bond  would  serve  any  purpose  that  the  existing  services 
could  not  serve. 

6931.  Chairman:  In  paragraph  12  you  say  that  we  inust 
not  consider  National  Savings  in  isolation,  and  that  they 
must  be  considered  in  relation  to  other  avenues  for  savings. 
You  also  say:  “Competition  in  interest  rates  between 
the  National  Savings  Services  and  these  institutions  is 
hardly  desirable  and  can  work  to  the  prejudice  of  the 
interests  of  toe  community  as  a whole  ”.  But  if  you  do 
not  regard  the  interest  rate  as  competitive,  I do  not  quite 
see  where  one  gets  to.  Is  there  very  much  left,  except 
a comparison  of  the  services  which  one  or  other  renders/ 

^The  building  societies,  particularly,  are  very  touchy 

upon  an  increase  in  the  interest  rates  in  the  small  savings 
services.  They  regard  any  larger  opportuniti«  in  small 
savings  as  something  which,  to  some  extent,  takes  money 
which  might  go  to  them.  They  are  already  in  considerable 
difficulties  in  attracting  enough  funds  to  lend  on  mortgages, 
and  if  they  cannot  get  enough  they  have  to  put  up  their 
rates  on  their  borrowing  and  therefore  on  their  lending, 
rather  undesirably  from  the  point  of  view  of  those  people 
who  already  have  mortgages  with  them. 

6932.  I appreciate  that  point  of  view,  but  you 

that  your  services  were  running  down  steadily,  and  that 
what  you  offered  was  not  competitive  with  other  Rennes 
of  the  same  kind,  would  you  not  have  to  give  ettKtive 
competition?  Is  not  that  what  you  are  domg  wito  the 

new  Defence  Bond? ^That  is  true.  It  is  a matter  of 

compromise.  We  must  not  forget  that  this  country  is 
about  the  best  savings  country  in  the  wcffld.  11  per  cent, 
of  personal  incomes  last  year  was  saved  ; that  is  somethi^ 
which  is  not  approached  by  any  country,  even  by  me 
United  States,  where  savings  in  insurance  and  though  the 
banks  are  regarded  almost  as  a necessity  of  life. 

6933.  1 do  not  see  how  you  can  avoid  to  some  extent 

bedng  competitive  with  interest  raites? ^I  quite  agrw; 

my  argument  is  ithat  it  is  a matter  compromise  all  the 
time. 

6934.  Professor  Sayers:  Is  it  not  'because  .&ere  is  this 

competition  for  savings  in  so  many  ch^els  that  our 
savings  position  is  as  strong  as  it  is? That  is  true. 

6935  Might  you  not  say  that  competition  on  interest 

rates  was  desirable? As  I see  it  toe  Goye^ent  can 

alwavs  set  as  much  money  as  it  wants  if  it  is  prepared 
to  pay  a high  enough  rate  of  intwest.  If  it  intr^uced 
a Savings  Certificate  'tomorrow  paying  8 per  cent,  fr^  ot 
income  tax.  and  put  up  the  Savings  Bank  rate  to  5 wr 
cent.,  and  other  rates  pari  passu,  there  would  be  no  trouble 
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about  small  savings.  But  wiio  is  going  to  provide  the 
money  to  pay  the  interest  on  investments  of  that  nature? 
Obviously  the  function  of  Government  must  be  to  borrow 
money  at  all  .times  as  cheaply  as  possible.  I agree  that, 
if  it  finds  ‘that  dt  cann.ot  borrow  money  because  it  is  trying 
to  borrow  too  cheaply,  it  has  to  step  up  its  interest  rates ; 
but  I feel  that  interest  rate  competition  between  the  various 
very  estimable  social  savings  services  which  are  run  jd 
to  country  is  rather  bad  for  .the  community  as  a whole, 
because  if  there  as  going  to  be  an  upward  surge  of  interest 
rates  because  of  competition,  .then  the  general  taxpayer, 
who  often  is  a man  who  is  not  in  a position  to  save,  has 
got  to  tod  tile  interest. 


6936.  That  is  an  argument  against  raising  interest  rates, 
not  agtiinat  oompetiition.— Pro/fisror  Cairncross:  If  there 
is  no  competdliion,  you  are  presumably  thinVing  in  terms 
of  rates  that  are  fixed,  or  do  not  change  very  much,  and 
then  the  rate  ait  which  you  operate  beccanes  a little 

arbitrary? 'Not  necessarily.  Obviously  there  must  be 

some  change  in  the  level  of  interest  rates  depending  upon 
outside  conditions.  It  is  no  good  the  Government  ofier-ing 

per  cent.  Defence  Bonds  when  the  level  of  interest 
rates  in  outside  investment  is  of  .the  order  of  5^  to  6 pst 
cent.  It  is  not  my  function  to  fix  interest  rates,  but  it 
does  seem  to  me  that  the  line  of  poUcy  ^ould  be  to  oner 
as  low  an  interest  rate  as  will  attract  as  much  money  as 
possible,  and  to  keep  out  of  the  picture  any  sense  of 
compelation  in  interest  rates  with  other  avenues  of  savings, 
building  societies,  etc.,  so  as  to  have  all  of  them  encourag- 
ing the  public  generally  to  indulge  in  -the  funt^on  of 
saving  to  the  maximum  potential  of  each  individual  person. 

6937.  Chairman : I follow  your  general  idea,  but  I w^ 
wondering  how  dt  could  ever  be  applied  in  ^actice.  If 
you  wanit  .to  have  National  Savings  at  all  and  not  let  it 
all  go  into  otiier  avenues,  it  seems  to  me  you  have  to 

keep  yotm  eye  on  the  terms  offered? ^That  is  what 

happens  in  praotice. 

6938.  Sir  Reginald  Verdon  Smith:  At  the  end  of 
paragraph  13  .it  seems  to  me  very  much  in  your  mind  that 
there  is  a large  area  of  potential  savings  amongst  we^ly 
paid  employees  who  are  not  paid  by  salary  cheque.  Ito 
you  feel  that  this  is  a very  important,  area  of  large  potential 

savings? ^I  am  inclined  to  think  that  much  more  could 

be  saved  by  industrial  workers  than  is  being  saved.  As 
I have  said,  the  level  of  investment  in  direct  transfer 
schemes  is  very  low.  I would  exclude  the  very  con- 
siderable 'body  of  people  who  are  regularly  saving  money 
as  individuals  by  going  to  the  Post  Office  or  the  Trustee 
Savings  Banks  and  depoating  their  money  from  tame  to 
time  and  I would  even  exclude  die  large  nuira.ber  of 
people  for  whcnn  hire  purchase  is  so  important,  who  put 
so  much  money  from  the  weekly  wage  packet  to  pay  for 
hire  purchase  .that  .there  is  no  .possibility  of  saving.  But, 
excluding  those  factors,  I still  beliesve  that  tiiere  as  some- 
thing more  which  could  .be  done  df  these  people  .had  die 
will  to  save.  I think  the  ability  is  there. 


6939.  Is  this  impression  supported  by  any  a.nalys»,  1^ 
sample  survey  work  or  anything  else,  of  savings  hab^ 

amongst  particular  groups? ^An  Oxford  group  made 

an  investigation  into  savings  three  or  four  years  ago,  and 
wrote  a book  about  dt.  Their  view  was  that  a large 
proportion  of  the  public  did  not  save.  They  were  of 
the  impression  that  what  one  rrught  term  middle  class 
people  and  salaried  individuals  were  ™ore  prone  to 
ave  than  those  who  were  paid  weekly  and  who  were  in 
fact  industrial  workers. 


6940.  In  a time  when  much  att^on  is  focused  on  ^e 
consequences  of  redistobution  of  income,  to  try  to  arrive 
at  some  sort  of  order  of  magnitude  on  this  does  seem  to 
me  very  inlteresting.  In  terms  of  what  you  are  saying,  and 
^KiT1Ving  in  terms  of  an  insured  population  .of  20  milhon 
people,  I would  have  thought  that  the  amounts  involved 
in  the  existing  direct  transfer  schemes  are  noit  in  fart  wry 
■large  They  may  -be  large  in  ter.ms  of  the  personal  effort 
or  thrift  of  riie  .people  involved,  but  in  terms  o-f  potenti^ 
savings,  las  a means  of  increasing  the  total  volume  ot  the 
Savings  Bank  per  annum,  would  a figure  of  £25  milhon 
be  a very  'large  figure  in  your  mind?— —No.  On  the 
other  hand  there  are  19  milhon  industrial  workCTS  in  this 
country,  and  I feel  that  if  the  savings  habit  was  regularly 
practised  by  them  to  ithe  extent  of,  say,  £10  net  savings 
a year,  that  would  bring  in  £190  milhon.  Some  of  that 
money  is  already  coining  in,  because  some  of  these  people 
are  already  savers,  but  I do  not  feel  that  a large  pro- 
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portion  of  than  are,  and  I think  that  much  more  can  be 
done.  I do  not  mean  this  in  any  way  as  criticism  of  the 
National  Savings  Committee,  whose  workers  are  doing  a 
magnificent  job  of  work;  I simply  mean  that  it  is  an 
average  type  tiiat  one  meets  fairly  regularly  who  just 
does  not  save.  His  commitments  are  not  such  that  he 
cannot  save,  but  he  prefers  to  spend  his  money.  I think 
this  does  apply  very  much  to  .the  young  adolescents,  and 
the  National  Savings  Committee  are  thinking  very  closely 
how  to  inculcate  tiie  habit  of  saving  amongst  the  youth 
of  this  country. 

6941.  Chairman:  We  now  come  to  these  points,  which 

are  a nummary  of  the  various  folders  attached  to  the  paper. 
We  have  covered  a good  number  of  them  in  a more 
general  way  already. — Mr.  Jones:  On  Point  4,  are  we 
right  in  drawing  the  oondusion  that  a good  deal  of  the 
holdings  of  Savings  Certificates  is  really  gilt  edged  invwt- 
menjt  on  the  pant  of  people  who  are  uring  money  rather 
than  savings,  having  regard  to  the  fart  that  48  per  cent, 
of  the  Tenith  Issue  is  held  by  people  who  hold  the  maxi- 
mum amount  of  certificates? -Yes. 

6942.  So  the  additional  400  units  that  can  now  be  pur- 

chased might  not  give  rise  to  a greater  degree  of  savings, 
but  might  result  in  people  seeking  a greater  and  more 
rewarding  rate  of  interest  on  that  investment,  and_  trans- 
ferring from  other  investments? Yes;  and  it  is  also 

possible  that  older  certificates  which  are  not  now  paying 
such  a “high  rate  of  interest  as  the  Tenth  Issue  wiH  be 
encashed  and  the  proceeds  used  for  purchasing  more  of 
tile  Tenth  Issue  certificates. 

6943.  What  'hap^ns  to  the  holder  of  Savings  Certificates 
who  has  not  taken  sufficient  interest  to  encash  and  re- 
invest at  the  maturity  of  the  earlier  issues,  having  re^id 
to  the  fart  that  the  present  rate  of  interest  in  the  seven 
year  certificates  of  the  Tenth  Issue  is  higher?  Is  there  a 
dispcssition  on  the  part  of  a lot  of  people  to  lose  money, 
or  do«  the  Savings  Department  make  provision  for  pay- 
ing interest  on  uncashed  certificates  that  have  reached 
matturity?  Is  any  provision  made  fcff  rewarding  any  loss 
that  has  'been  sustained  by  failing  to  encash  and  transfer? 

No.  The  holder  of  Savings  Certificates  continues  to 

earn  interest  at  varying  rates  however  long  he  chooses  to 
keep  ilhem  in.  If  eventually  he  comes  to  encash  the  certi- 
ficates we  do  not  say;  “ If  you  had  only  re-invested  those 
certificates  dn  the  Tenth  Issue  you  would  have  been  paid 
4i  per  cent,  instead  of  the  2 per  cent,  which  these  old 
certfficates  are  paying  you."  We  must  leave  that  entarely 
to  the  wish  of  the  holder. 

6944  Chairman : He  remains  fixed  on  the  terras  of  his 

•issue  as  long  as  he  holds  it? ^Yes.  Even  if  he  forgets, 

for  however  long  bis  certificates  are  held,  he  gets  a rate  of 
interest  every  year  appflicable  to  the  particular  issue.  For 
example.  First  Issue  certificates  purchased  at  15s.  6d.  in 
1916  are  now  worth  58s.  Od.  They  were  paid  a rate 
of  interest  of  about  5 per  cent,  for  iflie  first  ten  years ; 
then  for  a further  ten  years  they  were  paid  a rate 
of  interest  which  was  rather  less  than  5 per  cent. ; and 
after  they  had  been  held  for  .twenty-two  years  .there  was 
a fixed  rate  of  dnteresit,  which  was  noit  so  much  a rate  of 
interest  as  an  increment  on  oaptol  of  a fixed  amount  year 
by  year  ; at  was  one  Quilling  a year. 

6945.  Is  it  a common  feature  of  all  your  issues,  once 
they  reach  maituritty,  ithat  from  tthat  time  onwds  one  gets 
an  annual  dnoremeiit  which  is  fixed  and  .is  irrespective  of 

the  capital  to  which  it  is  added? ^Yes  ; and  tiie  greater 

the  cajHital  ifhe  lower  tibat  increment  represents  in  terms  of 
interest. 

6946.  Mr.  Jones : Let  us  assume  that  someone  who  has 

not  gone  into  this  thing  very  deeply  has  got  fifty  Saving 
Certificates,  of  the  Seventh  Issue,  wbddi  were  not  encased 
and  ithe  proceeds  reinvested  when  those  certificates  reached 
maturity.  Would  the  rate  of  increment  applicable  to  the 
Seventh  Issue  continue  on  the  capital  value  of  those 
matured  certificates? ^Yes. 

6947.  Then  would  not  someone  dn  that  pohtirti  lose 

money?  He  would  not  be  making  the  most  of  his  invest- 
ment?  all  depends  on  wbai  the  holder  wants  to  do 

wiffi  his  money.  Suppose  ttiiat  he  has  Ninth  Issue  Certi- 
fioates  and  .he  holds  them  for  ten  years,  and  then  reinvests 
in  the  Tenth  Issue.  If  he  found  at  the  end  of  another 
three  years  he  wanted  his  money  out,  .he  would  be  far 
worse  off  having  re-invested  in  the  Tenth  Issue  than  if  he 
kept  the  money  for  that  extra  tiiree  years  in  the  Ninth 
ksue ; the  rate  of  interest  at  the  beginning  of  the  Tenth 
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fasue  is  very  iow,  and  it  ds  only  by  keeping  the  Tenth 
Issue  for  the  full  seven  years  thait  he  would  reap  the 
benefit  of  Ihe  full  4i  per  cent.  We  are  very  careful  to 
avoid  giving  any  advice  to  holders  of  Savings  Certificates, 
because  if  Siey  find  Uhat  •toeir  circumstances  are  such  tliat 
the  advice  tve  give  them  results  in  their  earning  less  initerest 
than  ithey  might  otherwise  have  done  if  they  had  not  taken 
the  advice,  the  tendency  would  be  to  blame  us.  We  give 
them  al  ithe  literature  that  a reasonable  man  ought  to 
have;  I quite  agree  mud)  of  it  is  unintelligible  to  many 
people,  but  we  cannot  do  much  more  'than  that. 

6948.  Chairman'.  You  oritici.sc  the  Dafence  Bond  be- 
cause it  is  a one  way  option  in  favo-ur  of  the  holder  : 
he  can  always  take  his  money  out,  if  the  curreriit  rate 
of  interest  is  higher  than  he  is  igetting  on  his  bond,  and 
re-invesit  it  somewhere  else,  and  he  is  not  exposed  to 
the  market  in  so  doing.  ]s  it  an  instrument  to  which 
you  attach  value  among  the  series  of  National  Savings 

securities? ^Tfae  Defence  Bond  has  regrettably  ceased 

to  attract  .die  very  'great  amount  of  attention  that  it 
got  during  the  war  years.  I would  like  to  see  this  new 
5 per  cent,  issue  help  to  bring  bad:  the  Defence  Bond 
to  what  I think  is  a iposition  of  deserved  popularity. 
1 do  not  look  upon  the  Defence  Bond  as  being  necessarily 
a security  which  is  only  attractive  to  the  investment- 
minded  man ; I think  that  ipoople  who  have  relatively 
very  little  can  often  get  the  best  advantage  from  invest- 
ment in  Defence  Bonds.  For  example,  take  Ihe  man  who 
B retiring  on  a pension  of  £350  .to  £400  a year  with 
£1,000  lump  sum  on  rctireiment.  £1,000  invested  in  5 per 
cent.  Defence  Bonds  brings  him  in  an  extra  £1  a week 
on  which  he  does  not  have  to  >pay  tax  provided  his 
total  income  is  below  £440  a year.  It  strikes  me  thait 
that  is  'quite  a useful  avenue  of  investment  on  that  £1,000, 
and  an  a sense  it  is  better  than  Savings  CM-tificates, 
because  we  pay  £25  interest  every  six  months.  That  would 
be.  a very  useful  investment  for  that  particular  kind  of 


case,  'though  one  cannot  call  it  a Retirement  Bond,  because 
it  erften  serves  purposes  other  than  that  of  retirement. 
That  is  merely  one  instance  in  which  rhe  Defence  Bond 
could  in  my  view  be  very  usefully  employed  by  persons 
whom  we  'iook  upon  as  being  on  a very  low  scale 
income. 

6949.  Sir  Reginald  Verelcm  Smith:  What  sort  of  policy 
apparatus,  apart  from  the  advice  of  the  National  Savings 
Committee  on  such  matters  as  you  spdee  of,  exists  as 
between  yourself  as  Director  of  Savings  and  the  Chancellor, 
or  Treasury  officials,  in  relation  to  ithe  sort  of  policy 

issues  which  you  have  been  talking  about  this  morning? 

I littve  very  close  relations  with  the  Home  Finance  Division 
of  the  Treasury ; they  usually  ask  my  advice,  or  I ask 
theirs,  on  policy  generally  with  regard  to  small  savings. 
The  implementation  of  ipolicy  through  regulations  is  done 
very  doseily  in  collaboration  with  the  Treasury,  and 
whcronecessiiry  witihtheNalional  Debt  Commissioners  and 
the  National  Savings  Committee.  We  also  maintain 
friendly  and  quite  close  relations  with  the  Trustee  Savings 
Banks,  although  we  are  to  a very  considerable  extent 
competitors  with  Them  in  the  Savings  Bank  field.  In 
rewent  years  the  Trustee  Savjng.s  Banks  Act  of  1949 
resulted  in  their  number  of  offices  increasing  from  850 
to  the  present  figure  of  1,350,  and  that  is  largely  respon- 
sible for  the  improvemenit  in  their  development  since 
the  war.  That,  broadly  .speaking,  Ls  the  range  of  the 
co-operation  and  ooUaboralion  in  savings  policy  generally 
as  it  affects  my  department. 

6950.  Professor  Sayers:  Do  you  ever  meet  the  National 
Debt  Commissioners  to  discuss  \with  them  what  .they  do 

wUh  your  money? No.  The  responsibility  for  the 

investment  of  the  Post  Office  .Savings  Bank  Fund  is 
that  of  the  National  Debt  Commissioners. 

Chairman:  Thank  you.  .We  are  very  much  obliged 
to  you. 


{The  w/fwe.w  withdrew.) 
{Adjourned  until  2.15  p.m.) 


H,  WiLMOT,  Eaq.,  C.B.E.,  Chairman  and  Managing  Director  Beyer,  Peacock  & Co.  Ltd.,  Cl.  Coi,LiNCiWOOD,  tlsq.,  T.D., 
Managing  Director,  The  Vulcan  Foundry  Ltd.,  and  G.  R.  Curry,  Esq.,  Past  President,  Member  of  Council  and  Director 
respectively  of  and  representing  the  Locomotive  and  Allied  Manufaclureis’  Association  o!' Great  Britain,  called  and  examined. 


6951.  Chairman:  Mr.  Wjimot,  we  have  all  read  your 
m^orandum*  carefully,  and  have  k in  mind.  It  starts 
off  'Wiilh  an  Introduction  to  give  us  the  place  of  the  loco- 
motive industry ; then  you  go  on  in  section  2 to  the 
case  for  a -Brilish  Export/Jniport  Bank,  and  yoiu  compare 
the  .possibilities  -of  such  an  organisation  in  this  country 
with  what  us  done  in  the  U.S.A.,  lin  Japan,  in  Western 
Germany,  in  France,  and  in  the  iNcthcrIands.  Then  you 
go  into  Ihe  details  of  how  the  Export  Credits  Guarantee 
Department  is  worked,  ■and  reach  the  conclusion  tiiat  the 
faciUties  for  the  capital  equipment  exporter  as  provided 
HI  London  are  inadequate.  Then  you  go  on  to  the 
attitude  of  HjM.  Government,  about  which  we  have 
heard  something  more  in  the  last  two  days  in  the  Budget 
debate.  Then  you  have  a third  heading  on  ideas  for  a 
Commonwealth  development  tfinanjce  organisation.  Perhaps 
we  might  run  through  it  with  that  break-up  in  our 
minds?  Mr.  Wiimoi:  We  arc  here  to  answer  your 
quMtions,  but  .tWs  memorandum  has  a number  of  pages, 
and  a Jot  of  things  are  ancillary  to  the  main  proposition. 
May  I just  for  one  moment  outline  what  is  our  main 
proposition? 

6952.  May  I just  tell  you  what  is  the  chief  point  in  our 
minds?  The  terms  upon  which  E.C.G.D.  guarantees  are 
given  do  not  seem  to  'be  absolutely  dbced,  because  there 
•have  been  alterations  made  jn  the  last  day  or  two ; 
we  are  even  more  interested  in  the  actual  difficulties  that 
you  experience  in  getting  the  .finance  from  the  City  of 
London,  whether  :based  upon  the  E.C.G.D.  guarantees  or 
not.  What  goes  wrong  in  the  provision  .ctf  the  money 

that  you  want?  Where  are  .the  gaps? Yes.  If  I may 

take  up,  say,  three  or  four  minutes’  time,  I would  like 
just  to  take  three  main  headings.  First,  you  are  quite 
right  in  saying  that  we  consider  that  in  respect  of  our 
industry  the  facilities  provided  by  the  E.C.G.D.,  though 

• Memoranda  of  Evidence  Part  VII  No.  10. 


good,  arc  inadequate  for  modern  conditions.  The  length 
of  credit  is  inoi  sufiicient,  the  degree  of  flexibility  allowed 
is  not  reafetic,  and  tliat  the  Treasury  view,  so  far  as 
we  understand  it,  that  wc  must  not  involve  ourselves  under 
any  circunis,lances  in  some  kind  of  lintcrnational  credit  race 
is  unrcallsliic.  Wo  are  already  a.s  a nation  involving 
ourselves  in  international  races  in  the  education  of  tech- 
.niciaiisS,  and  in  armamcnits.  If  a race  is  involved  in 
«edit  for  exports,  it  would  not  'be  illogical  to  participate 
m such  a credit  race ; it  would  .only  be  the  third  race 
in  ithe  same  programme.  We  .believe,  therefore,  that 
some  modification  of  E.C.G.D.  is  overdue.  We  think 
•that  the  length  of  credit,  which  .at  prc.«nt  is  limited  to 
five  years,  should  'be  limited  to  twenty  years,  with  a 
4e^ee  lof  flexibility  -according  to  the  nature  of  the  product, 
and  the  cr^it-worthiness  .of  the  customer.  At  the  moment 
five  years  is  ’quite  unrealistic  in  the  inlornational  market. 

;^ondly,  it  so  happens  ithat  the  joint  stock  banks  and 
EG.G.D.  both  have  a sort  of  common  term  of  five  years. 
We  do  not  think  that  that  was  because  they  had  some 
arrangement  between  themselves ; it  ju.st  so  happened, 
Our  competitors  arc  talking  in  'terms  of  eight  to  ten 
years.  Ten  years  is  too  long  for  the  joint  stock  banks 
and  too  short  for  those  funds  such  as  insurance  funds 
which  require  an  investment  of  greater  length.  We 
believe  .that  the  need  for  some  kind  of  central  export 
financing  body  (what  it  is  called  is  immaterial)  is  urgent. 
It  is  vital  to  the  export  trade  of  this  country,  and  when 
I say  “ our  export  trade  ” I do  not  mean  the  export  of 
silk  stockings  or  handkerdiiefs,  I mean  the  export  ■of 
major  capital  items.  E.C.GT>.  is  limited  by  its  terms  of 
reference : the  banks  are  limited  because  they  are  not 
willing  to  lend,  even  supported  by  E.C.GJ3.  ;^arantees, 
longer  than  five  years  or  thereabouts.  Our  competitors 
are,  as  I say,  offering  eight,  nine,  ten,  twelve  years  credit, 
and  we  think  that  something  needs  to  be  done  about  it. 
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The  ithird  point  is  this.  The  Treasury  say  that  they 
cannot  in  law  discriminate  in  favour  of  the  exporter. 
We  wish  .to  say  from  our  industry,  amateurs  though  we 
may  .be  in  law,  that  that  is  illoigical.  The  whole  basis 
of  law  lis  the  basis  of  discrimination  not  between  citizen 
and  citizen  qua  citizenship,  hut  of  .the  behaviour  of 
citizens  dn  the  face  of  the  law.  The  whole  basis  of 
Briti^  law  is  to  penalise  the  man  who  does  the  things 
which  ithe  laws  says  are  disadvantageous  to  the  com- 
munity. There  .is  nothing  illogical  in  a general  proposition 
that  the  law  should  also  help  those  citizens  who  arc  doing 
those  things  which  the  Government  says,  and  the  nation 
says,  are  vital  in  the  interests  of  our  national  existence. 

I .think  that  this  Committee  would  not  .go  'beyond  its 
terms  of  reference  if  it  were  to  decide  whether  exporting 
is  desirable  or  necessary  or  vital  .to  our  existence  and  the 
standard  of  life.  If  you  say  it  is  desira.ble,  that  is  a nice 
theoretical  proposition  that  we  can  play  with  ; if  you  say 
it  is  necessary,  that  is  something  we  can  think  about ; 
but  if  you  say  it  is  vital  to  the  emiployment  of  our  .people, 
then  it  directly  affedts  the  standard  of  life  of  ithe  nation. 
We  maintain  that  our  exports  determine  this,  that  the 
whole  standard  of  life  our  nation  and  the  maintenance 
of  full  em,ploymenit  depend  upon  our  ability  to  export 
in  face  of  international  compedtion. 

This  is  a technical  industry.  It  is  not  like  selling,  as 
I said  'before,  silk  stockings  or  handkerchiefs.  If  we 
are  out  of  a traditional  market  once,  we  are  probably 
out  for  years,  .because  now  standards  and  now  specifications 
are  set ; the  specifications  and  standards  of  other  countries 
become  the  current  practice.  .It  is  doubly  hard  to  get 
back  into  a territory  or  into  a market  that  has  once 
been  lost, 

6953.  We  should  like  to  get  from  you  some  measure  of 
how  far  the  handicaps  to  which  you  draw  our  attention, 
and  from  which  you  say  you  suffer  in  comparison  with 
competitors  from  other  countries,  are  a threat  for  the 
future,  or  are  causing  actual  loss  of  business  today.  Can 
you  provide  figures  as  to  the  course  of  business  over 

the  last  few  years  in  export  markets? It  is  very  difficult. 

We  can  tell  you  the  orders  we  have  lost,  and  what  we 
think  are  the  reasons  why  we  lost  them.  We  cannot  be 
quite  sure  that,  .had  those  reasons  been  removed  we  would 
have  got  the  contracts,  though  we  believe  we  would. 

6954.  Some  orders,  as  you  say,  have  gone  elsewhere, 
and  the  reason  may  well  be  what  you  say ; but  then 
other  orders  may  have  been  obtained  in  their  iplace,  and 
the  volume  of  your  business  may  still  be  showing  a 
satisfactory  course.  You  have  not  given  us  any  li^t  on 

that. 1 am  not  entitled  to  speak  for  the  industry  as 

a whole,  but  I am  entitled  to  speak  for  my  company.  In 
my  company  we  find  the  utmost  difficulty  today  in  meeting 
the  very  serious  con>p6tition  of  Italy,  of  Germany,  of 
Japan  and  of  the  United  States.  In  the  case  of  the 
United  States  there  is  a case  on  record  of  a contract  in 
India,  which  went  to  the  United  States  because  the  credit 
was  tied  to  the  United  States,  at  a price  which  is  roughly 
twice  the  price  that  the  British  quoted ; in  other  words, 
India  took  advantage  of  credit,  and  in  so  doing  paid  twice 
the  price  they  would  have  had  to  pay.  We  could  not 
offer  them  the  credit,  because  E.C.G.D.  and  the  banks 
would  not  meet  us.  We  are  not  asking  for  any  favour 
from  the  British  nation ; we  are  asking  that  the  British 
nation  should  decide  whether  exports  are  vital,  and  that,  if 
exports  are  vital,  the  British  nation  should  put  us  _dn  a 
competitive  position  vis-ii-vis  our  internalional  coempetitors. 

6955.  I appreciate  that  there  are  great  difficulties,  and 
no  doubt  you  to  some  extent  are  able  to  cope  with 
them : but  have  they  led  to  a decrease  over  the  last  few 

years  in  your  export  business? Mr.  Curry;  In  general 

terms  we  as  an  exporting  industry  view  the  future  with 
considerable  trepidation.  I should  like  briefly  to  quote 
certain  remarks  of  our  President,  Sir  George  Nelson: — 

“ ...  In  a world  which  is  hungry  for  the  type  of  plant 
we  manufacture,  for  the  generation  and  application  of 
electrical  energy,  the  outstanding  problem  is  how  to 
bridge  the  gap  between  the  sales  of  primary  products 
from  the  newly-developing  countries  and  the  purchase 
of  hi^  quality  machinery  to  aid  in  the  development  and 
improve  the  standard  of  living  in  th«e  countries.  It 
seems  to  me  that  we  must  do  more  than  has  been 
found  possible  in  post-war  years  to  spread  the  period 
over  which  capital  equipment  is  financed. 


We  see  from  the  operations  of  the  American  Export/ 
Import  Bank  that  where  capital  projects  are  undertaken, 
the  term  'Under  which  loans  are  repaid  can  be  up  to 
20  years  or  even  longer.  It  is  clear  that  long-term 
financing  is  a competitive  weapon  as  well  as  the  quality 
and  price  of  the  product.  It  is  also  true  that  it  wiU 
help  the  newly-developing  country  to  make  the  best  use 
of  its  resources  if  instalment  payments  can  be  spread 
over  sufficient  time  to  allow  the  newly-acquired  plant  a 
period  of  operation  Which  will  itself  help  to  pay  for  it. 
This  .is  not  a new  theory  but  it  is  one  which  requires 
urgent  study  with  special  reference  to  this  country’s 
export  of  capital  goods.”  . . . 

We  view  with  alarm  and  trepidation  the  fact  that,  for 
example,  the  American  locomotive  industry  created  vast 
capacity  to  dieselisc  the  American  railways.  It  has  now 
more  or  less  completed  that  task,  and  it  has.  got  to  fill 
that  capacity  ; it  is  looking  towards  the  export  markets  of 
the  world,  and  it  is  using  the  medium  of  the  U.S.  Export/ 
Import  Bank.  It  has  concentrated  in  its  early  years,  as  we 
have  tried  to  show  in  Appendix  B of  our  memorandum, 
on  Latin  Ameirica,  but  we  have  now  considerable  indica- 
tions fliat  it  is  turning  towards  the  Commonwealth.  Our 
prospects  as  an  exporting  industry  are  extremely  alarming, 
because  of  the  sort  of  problems  that  we  have  tried  to 
outline  in  our  evidence.  It  so  'happens  that  some  of  our 
memtbers  have  had  some  of  the  gaps  filled  with  what  we 
have  'long  sought,  whidi  is  a home  market  from  the 
British  Transport  Commission.  We  are  participating  in 
the  modernisation  programme.  But  in  terms  erf  exports 
we  are  extremely  worried,  because  we  cannot  see  beyond 
the  next  year  or  so.  As  Sir  George  Nelson  says,  long- 
term financing  is  a competitive  weapon  which  our  com- 
petitors seem  to  be  using  more  effectively  than  we  are 
able  to  do  at  the  present  time. 

6956.  How  'are  order  books  going  with  regard  to  the 

export  business? Mr.  Wilmot;  They  do  not  exist  in 

the  terms  that  we  thought  of  three  or  four  j^ears  ago. 
They  have  gone  .right  down ; there  is  no  question  about 
that.  If  you  wanted  a statistical  note  of  this,  we  oould 
easily  produce  it  for  you,  -but  you  can  take  it  that  the 
locomotive  exports  of  this  country  are  steeply  on  the 
downgrade.  We  are  extremely  worried. 

6957.  Lord  Harcourt;  Are  we  talking  in  terms  of  steam 

locomotives  or  diesels? Mr.  Curry;  All  types:  steam, 

diesel,  electric,  shunters,  underground, 

6958.  Professor  Cairncross;  Is  it  your  view  that  not 
only  in  non-sterling  markets  but  also  in  sterling  markets 

we  are  losing  ground  to  other  countries? Mr. 

Wilmot;  Yes. 

6959.  Excluding  India  for  the  moment,  in  the  whole 

of  the  sterling  area? Y es. 

6960.  Who  is  obtaining  these  markets? Germany  and 

the  U.S.A. 

6961.  Is  Germany  as  successful  as  the  United  States? 
Mr.  Curry ; Sometimes  one,  sometimes  the  other. 

6962.  Have  you  any  evidence  that  the  Germans  in 
selling  these  locomotives  have  access  to  capital  on  terms 

different  from  you? Mr.  Curry ; We  have.  We  have 

an  announcement  that  an  additional  revolving  fund  for 
the  long  term  financing  of  German  export  orders  is  to  be 
set  up  by  the  Minister  of  Federal  Property.  But  Ger- 
many has  not  been  the  leading  source  of  loss  of  orders 
to  us  in  this  particular  field.  It  is  undoubtedly  the 
Americans. — Mr.  Wilmot : Except  in  the  case  of 

Heaschels,  who  have  been  very  unwise  in  their  policies : 
they  took  orders  at  such  low  prices  that  they  found 
themselves  in  extremely  difficult  financial  conditions,  and 
in  fact  the  company  has  had  to  be  reorganised. 

6963.  In  ithat  case  it  was  a question  of  price  and  not 

of  terms  of  credit? Mr.  Curry;  Yes,  but  it  seems  to 

us  material  to  draw  the  Committee’s  attention  to  Western 
Germany  which  we  have  always  understood  is  a classic 
case:  a problem  largely  of  a creditor  nation,  with  its 
export  surplus  conditions,  which  yet  needs  to  set  up  a 
revolving  fund  whereby  its  credit  terms  can  be  lifted  from 
the  present  four  to  five  years  maximum,  under  which  we 
are  operating  under  difficulty,  up  to  eight  to  ten  years, 
for  projects  in  newly  developed  countries.  Germany, 
with  an  export  surplus,  seems  to  recognise  that,  if  one 
is  to  do  business  in  capital  exports,  one  has  to  move 
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into  the  orbit  of  eight  to  ten  years,  while  we  are  firmly 
bedded  down  to  the  E.C.G,D.’s  five  years. 

6964.  Chairman:  I do  not  want  to  get  off  the 
immediate  point  being  put  to  you.  The  Export/Imporl 
Bank  in  the  United  States  has  had  these  long  term  credits 
for  a number  of  years.  Has  there  been  some  change 
in  the  terms  it  has  offered  within  the  last  two  or  three 
years  which  accounts  for  your  loss  of  markets  to  them? 

Mr.  Wilmot:  In  our  business  contracts  are 

eventually  signed  in  respect  of  business  which  originates 
five  or  six  years  earlier.  There  is  a project ; that  project 
has  to  be  developed,  designs  have  to  be  considered,  the 
traffic  potentialities  have  to  be  reviewed  and  so  on.  It 
is  not  possible,  as  in  the  case  of  consumer  goods,  for 
example,  to  point  to  a list  of  offers  from  the  world,  and 
say:  “This  is  what  goes”.  Britain  has  in  our  industry 
a certain  amount  of  inbuilt  goodwill  in  these  overseas 
markets.  That  goodwill  is  changing  rapidly,  partly  because 
of  the  technical  differences  in  locomotives  as  locomotives. 
Had  the  world  still  been  tied  to  steam  locomotives,  this 
proposition  would  not  have  been  as  clear,  but  the  world 
is  turning  from  steam  locomotives  to  diesel  locomotives, 
and  to  straight  electrification.  In  those  conditions  it  is 
reasonable  for  a foreign  power  to  instruct  its  railway 
officials  to  investigate  the  world,  and  commissions 
of  all  kinds  of  railways  have  been  all  round  the  world 
on  this  kind  of  .thing.  They  usually  have  three  principal 
questions  to  answer  when  they  get  back  home:  (I)  What 
is  the  best  (not  “ is  the  British  the  best  ”)  for  the  new 
type  of  technique?  (2)  What  are  the  delivery  terms? 
(3)  What  are  the  prices,  and  what  sort  of  contract  can 
you  make?  I am  very  proud  to  say  for  this  industry 
that  technologically,  in  spite  of  our  big  brothers  over 
the  ocean  in  America,  nobody  has  yet  proved  that  an 
American  product  is  better  than  a British  product,  or 
that  a German,  Japanese,  French  or  Italian  product  is 
better  than  a British  product.  We  do  not  ask  for  any 
protection  for  our  technological  resources.  The  only 
thing  we  ask  is  to  be  put  on  competitive  terms  in  rela- 
tion to  the  finance  terms  of  credit  This  nation  is 
prepared  at  any  moment  to  finance  unemployment  with- 
out question ; we  believe  that  it  is  a better  proposition 
that  this  nation  should  finance  employment,  Either  you 
finance  unemployment,  or  you  finance  employment 
which  brings  full  employment  to  your  people  with  all 
the  benefits. — Mr.  Curry:  You  can  conclude  from 
Appendix_  of  our  evidence  that  the  British  locomotive 
industry  is  in  effect  out  of  Latin  America.  That  is  a 
very  serious  state  of  affairs.  We  have  long  been  suppliers 
to  Argentine  and  Brazil ; but,  as  we  have  tried  to  say, 
once  you  are  out,  in  terms  of  locomotives,  you  are  out 
for  forty  years,  and  probably  for  all  time. 

6965.  Have  the  terms  of  credit  lengthened  in  your 

experience  in  the  last  year  or  two? Mr.  Wilmot:  In 

the  last  ten  years  they  have  lengthened  very  considerably. 
One  never  knows  at  the  date  of  quotation  what  your  com- 
petitor is  going  to  quote.  That  is  why  we  are  asking 
that  your  Committee  should  recommend  to  Her  Majesty’s 
Government  that  there  diould  be  some  flexibility  in 
E.C.G.D.,  with  an  upper  limit  of  twenty  years,  but 
according  to  weM-informed  opinion  about  the  honesty  of 
the  buyer,  his  financial  standing  and  the  potentialities  of 
the  repon  which  he  proposes  to  develop  by  this  means. 
We  think  that  to  have  a rigid  frozen  period  of  five  years 
is  unrealistic  under  modern  conditions. 

6966.  As  far  as  the  financial  position  goes,  is  this 
your  proposition:  that  unless  you  have  an  E.C.G.D. 
guarantee  you  cannot  get  finance  to  cover  any  of  these 

medium  term  credit  arrangements  and ? ^That  is 

only  half  the  proposition,  if  I may  say  so. 

6967.  I meant  it  to  be  half . Assuming  that 

E.C.G.D.  had  its  terms  modified  to  meet  the  whole  of  our 
conditions,  we  stffll  could  not  find  the  money. 

6968.  If  you  will  let  me  just  ask  my  question,  I shall 

probably  arrive  at  the  end  you  want.  Is  it  right  so  far, 
that  unless  you  have  an  E.C.G.D.  guarantee  you  cannot 
hope  to  get  the  finance  that  you  want? Yes,  you  can- 

not go  to  any  financial  institution  and  get  what  you  want. 

6969.  Within  the  range  of  time  covered  by  the  E.C.G.D, 
guarantees,  have  you  failed  to  get  the  finance  you  want 
for  any  contract  you  have  been  interested  in  up  to  date? 

^Not  within  that  range.  The  point  is  that  the  range 

has  been  inadequate.  It  so  happens  [hat  the  City  generally 


takes  the  same  vieiw  about  period  as  the  E.C.G.D.  As 
I have  said,  we  think  that  that  was  coincidental. 

6970.  Have  you  any  reason  to  fear  that  within  the  terms 
which  E.C.G.D.  guarantees  make  possible  you  will  not 
be  able  to  get  the  finance  that  you  want  in  die  future  for 
medium  term  anangements?  Are  funds  running  short? 

1 have  not  referred  this  to  the  industry  ; I have  been 

its  President  on  two  occasions,  and  I think  I am  entitled 
to  speak  for  it,  but  this  is  a personal  opinion.  In  the 
absence  of  some  action  along  the  lines  we  have  indicated, 
I consider  that  as  an  export  industry  we  shall  be  dead 
ten  years,  or  even  five  years,  from  now.  It  is  declining 
so  rapidly  that  many  thousands  of  people  are  going  to 
be  unemployed  unless  the  British  Transport  Commission 
fills  the  gap,  which  it  is  obvious  they  cannot.  They  have 
not  the  demand ; no  programmes  that  have  been  pub- 
lished could  possibly  fill  the  gap  that  is  going  to  be 
created  unless  something  is  done,  and  done  fairly  quickly. 

6971.  My  queslion  was  a very  limited  one.  It  was 
about  the  finance  within  terms  the  E.C.G.D.  provide,  or 

may  provide ; they  may  alter . Mr.  Chairman, 

please!  One  does  not  know  what  conditions  may  alter. 
If  the  conditions  as  of  today  persist,  I cam  only  say  that 
what  the  Chancellor  said  the  day  before  yesterday  in  his 
Budget  speech  is  begging  the  question.  It  does  not  even 
touch  the  problem,  if  those  cemditions  are  not  materially 
altered  this  industry  as  an  exporting  industry  is  going  to 
disappear. 

6972.  Do  listen  to  my  question.  I am  trying  to  find 
out  what  the  rituation  is.  I am  asking  about  the  avadl- 
abtiity  of  finance  in  the  City  of  London  for  what  is  or 
may  be  covered  by  E.C.G.D.  guarantees.  Thait  is  quite 

a limited  question. Whait  is  the  point:?  If  the  City 

will  give  credit  for  five  years,  and  if  the  E.C.G.D.  will 
cover  you  up  to  85  or  even,  as  tiie  Chancellor  now  says, 
90  per  cent.,  what  is  lihe  advantage  of  that,  if  our  com- 
petitiois  can  give  eight  or  ten  years? 

6973.  Mr.  Jones:  Which  competitors  would  those  be? 

A customer  could  get  that  credit  from  the  Export/Import 
Bank  of  the  United  States  of  America ; can  you  tell  us 
where  else  in  the  world  similar  conditions  would  be 
available? Germany,  Italy. 

6974.  Art  the  moment? Mr.  Wilmot:  At  the  moment. 

— Mr.  Curry : We  can  give  you  an  example.  An  electrifi- 
ficatioa  project  for  the  Chilean  railways  worth  S21  million, 
including  56  electric  locomotives,  went  to  an  Italian  group. 
We  know  that  it  was  between  one  of  our  own  people  or 
the  ItaMans,  and  we  know  tiiat  the  credit  terras  were  the 
deciding  factor.  The  Italians  got  the  order ; the  terras 
were  5 per  cent,  payment  on  the  placing  of  the  order, 
5 per  cent,  on  delivery  and  the  remaining  90  per  cent, 
over  ei^t  years  in  six-monthly  instalments. 

6975.  TOiat  organisartion  in  Italy  provided  the  credit? 
^The  Italian  Government. 

6976.  Professor  Cedrncross:  Directly? Yes. 

6977.  Not  throu^  any  financial  institution? ^We 

understand  through  an  Italian  consortium,  which  is  par- 
tially Governmeut  financed.  We  understand  that  the 
Italian  Government  made  available  finance  to  enable  the 
Italian  consortium  to  quote  tiiese  credit  terms. 

6978.  Mr.  Jones:  A consortium  of  banks  in  Itsdy  made 

the  creffit  available,  and  it  was  guaranteed  by  the  Italian 
Government ; is  that  what  you  are  saying? ^That  is  so. 

6979.  Can  you  tell  us  of  any  otiier  evidence  that  you 
have  of  a similar  character?  That  is  one  outstanding 

case ; what  other  cases  are  there? Mr.  Wilmot:  If  you 

refer  to  Appendix  B in  our  document,  you  will  see  specific 
examples  of  the  intervenition  of  the  Ametrican  Export/ 
Import  Bank  over  two  years  from  April,  1955  to  April, 
1957. 

6980.  Professor  Cairncross:  Surely  many  of  these  con- 

tracts would  never  have  been  placed,  if  there  bad  been 
no  credit  provided  by  the  United  States  Export/Import 
Bank? '1  would  not  accept  that. 

6981.  Surely  in  many  of  those  cases  the  loans  are  really 

to  the  Governments  themselves,  for  a variety  of  purposes, 
at  ithe  instance  of  tiie  American  Government ; the  loan 
was  not  for  the  purpose  of  buying  .this  or  that,  but  was 
intended  to  be  ma^  to  that  country? 'We  do  not 
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know  what  political  conditions  may  determine  the  attitude 
of  a Government  toough  its  financial  organisations. 

6982.  Are  you  not  .pretending  .to  too  much  ignorance? 

In  1956  a loan  of  $500  mn.  was  made  .to  this  country ; 
you  refer  to  it  in  your  paper.  Is  not  this  the  largest 
single  loan  made  hy  (the  Export /Import  Bank,  and  is  it 

not  clearly  also  a Government  transaction? Mr. 

Curry : iWe  do  not  refer  .to  the  loan  made  to  this  country 
in  our  evidraice. 

6983.  You  do  include  it,  hut  you  do  not  say  specifically 

where  the  $500  mn.  .went. Mr.  Curry.  We  are  only 

trying  to  say  that  these  loans  in  Appendix  B are  loans 
to  raUways  which  have  reached  the  stage  of  urgent  rehabih- 
tation,  where,  other  things  beang  equal,  we  should  have 
had  a better  chance  of  competing  in  the  normal  way  if 
the  Americans  had  not  moved  into  these  markets. — Mr. 
Wilmot ; Or  if,  per  contra,  we  had  equivalent  competitive 
financi^  facilities  available. 

6984.  Chairman:  We  want  to  make  the  best  of  your 
evidence  if  you  will  aOow  us  to.  We  quite  follow  that 
in  this  appendix  there  is  a list  of  contracts  which  have 
gone,  it  may  well  he  ^>ecialiy  because  of  the  terms  of 
credit  offered,  elsewhere  than  to  British  manufacturers ; 
but  I would  like  to  get  some  idea  of  the  oontracts  which 
you  have  obtained.  On  what  credit  terms  have  you 

obtained  contracts? Afr.  Curry:  We  are  still  able  to 

get  by,  largely  in  the  Commonwealth,  within  the  E.C.GJ>. 
five-year  umbrella,  and  from  certain  Commonwealth 
markets  that  are  not  requiring  long  term  credit.  That  is 
at  the  moment  working  in  what  you  might  call  the  easier 
Commonwealth  markets.  For  the  future 

6985.  I really  want  to  get  .the  present  picture  if  you 
will  help  us  to  get  it.  In  (tiie  published  figures  for  external 
trade  exports  of  railway  vehicles  were  still  diowing  a 
rising  trend  up  .to  £45-3  mn.  in  1956 ; and  the  figure  was 

£41-9  mn.  in  1951. Mr.  Wilmot:  Official  statistics 

relate  to  something  which  is  normally  twelve  months 
earlier ; in  fact  they  relate  to  oontracts  which  were  in 
practice  made  two  years  earlier  than  that,  and  to  negotia- 
tiations  which  began  one  or  two  years  earlier  than  that. 
So  any  statistic  which  is  up  to  date  relates  to  negotiations 
which  took  place  four  or  five  years  ago,  when  things 
were  not  quite  the  same  as  they  axe  today.  We  were  in 
those  days,  as  you  well  knew,  in  a period  of  what  has 
commonly  'been  called  the  sellers’  market,  and  we  are 
now  ill  what  is  known  as  a .buyers’  market.  The  chill 
east  winds  .of  world  competition  are  blow.ing  round  our 
rather  .bare  knees,  and  with  devastating  effect. 

6986.  Professor  Sayers:  Is  it  the  chill  east  winds  that 

you  are  camplaining  of,  or  .the  change  in  credit  terms? 

Mr.  Wilmot:  We  are  not  complaining.  We  do  not 
know  whether  in  the  over-all  economy  of  this  nation 
our  industry  is  expendable  or  not.  iWe  are  asking  you 
to  (take  into  oonsideiation  the  facts  of  the  case  before 
you  write  (this  industry  off  as  an  exporting  industry. 
Traditionally  it  is  an  important  export  industry.  We  can 
deliver  'goods  which  are  technically  speaMng  equal  to 
any  in  the  world,  ibut  if  we  axe  not  put  into  a position 
where  we  can  be  financially  competitive  with  o.ur  overseas 
competitors,  we  are  here  to  itell  you  'that  this  industry, 
whki  employs  many  .thousands  of  men,  is  not  going  to 
employ  those  men  much  cLonger  in  the  export  market. 
We  ask  the  Government  and  (tire  nation  to  consider 
whether  it  would  prefer  to  finance  the  unemployment  of 
our  men,  which  it  will  do  under  the  law,  and  without 
question,  or  whether  it  would  prefer  to  spend  a very  small 
fraotaon  of  that  amount  in  helping  us  .to  be  financially 
competitive  with  our  competitors  overseas. — Mr.  Curry : 
Could  we  -ask  you  not  to  ibe  guided  here  by  the  railway 
vehicle  statistics?  Wagons  and  rail  cars  axe  probably  pre- 
dominant in  itlhat  figure.  The  locomotive  industry  is  a 
special  case,  and  the  railway  vehicle  statistics  are  mis- 
leading. In  the  next  two  or  three  years,  with  these  chill 
east  winds  surrounding  our  particular  industry,  the  trend 
of  Ibe  railway  vehicles  statistics  mi^t  stddl  be  flat ; but  the 
locomotive  industry  looks  with  trepidation  and  alarm  at 
the  years  1959  and  1960.  That  may  not  necessarily  apply 
in  the  carriage  and  wagon  industry,  but  that  is  all  wrapped 
up  in  ithat  particular  statistic. 

6987.  Professor  Cairncross:  You  mention  in  your  paper 
a loan  of  £5m.  to  the  Argentine  Government  for  the  pur- 
chase of  steam  locomotive  spares,  arranged  by  a City 
30500 


organisaticm,  which  was  conditional  upon  the  money  being 
spent  in  the  United  Kingdom.  Did  'tiie  loan  go  through? 

Are  the  steam  locomotive  spares  now  on  order? Mr. 

Collingwood : Yes,  to  a limited  extent  they  are.  We  could 
not  take  tiie  full  amount  .because  the  finance  was  limited 
to  a term  which  allowed  insiifficient  time  for  the  manufac- 
ture of  these  items. 

6988.  If  the  period  of  tiieloan  bad  been  longer,  then ? 

Mr.  Wilmot:  Then  the  amount  of  the  orders  would 

have  'been  quadrupled. — Mr.  Curry:  Instead  of  getting 
orders  for  steam  locomotive  spares  for  £5m,  by  the  time 
it  been  circumscribed  by  (these  conditions,  we  prob- 
ably did  very  well  to  finish  up  •'with  orders  adding  up  to 
£2m. 

6989.  Sir  Reginald  Verdon  Smith : I wonder  if  we 
could  go  .back  to  that  part  of  the  discussion  when  the 
Chairman  put  a question  dealing  with  'the  E.C.G.D.  I 
was  not  clear,  from  what  Mr.  Wilmot  said,  whether, 
apart  i&om  E.C.GJ>.  policies,  his  Association  had  any 
evidence  of  difficulty  in  obtaining  adequate  funds  for 

credit  for  this  type  of  conitract? Mr.  Wilmot:  If  Sir 

Repaid  would  read  the  City  column  in  The  Times  of 
this  morning,  he  would  read  how  the  City  Editor  of  The 
Times  reacts  on  .that  very  point. 

6990.  I am  asking  you  .the  question.  I know  the 
Editor’s  view ; I want  to  know  whether  the  locomotive 

manufaoturers  .have  any  evidence  on  this  .point? ^We 

entirely  concur  in  the  views  of  the  Gty  Editor  as  printed 
in  The  Times  this  morning. 

6991.  Have  you  had  particular  cases  where  you  have 
had  negotiations  which  have  failed  .because  the  bankers 
in  .the  City  of  London  have  been  unable  to  provide  funds? 

^They  are  hesitant  about  Ithe  five  years,  but  that  is  not 

the  point ; the  point  is  that  the  five  years  is  totally  inade- 
quate io  the  competitive  intemational  market.  In  practice 
a firm  has  Ito  negotiate  with  the  custo.mer  first  of  all  in 
relation  to  a possible  demand ; thm  it  has  to  have  an 
official  enquiry  from  .that  potential  customer : then  it  goes 
to  tile  E.C.G.D. 

6992.  I appreciate  the  procedure,  but  one  has  to  try 
to  find  where  are  the  various  points  of  difficulty.  It  is 
clear  that  many  people  think  there  is  a .point  of  difficulty 
about  the  terms  which  the  E.C.GD.  are  in  a position  to 
offer.  It  is  also  allied  .that  if  the  E.C.G.D.  were  able  to 
offer  insurance  policies  for  a longer  period  of  years  the 
City  of  London  would  not  be  able  or  would  be  unwilling 
to  provide  funds  also  over  a longer  period  of  years.  I 
want  to  find  out  whether  there  is  any  substantial  evidence 
for  saying  that  about  the  availability  of  funds  in  the  City? 

^Ihe  availability  of  the  .funds  in  the  City  is  something 

we  know  nothing  of ; we  are  not  Gty  peo^e.  What  we 
do  know  is  that  our  banks  look  over  their  shoulders 
very  carefully  up  to  the  five  years  to  which  the  E.C.G.D. 
is  pr^ared  to  go.  The  belief  of  our  industry  is  that, 
even  if  it  should  be  provided  that  E.C.G.D.  could  go  up 
to  a flexible  twenty  years,  there  would  still  be  a need  for 
some  central  financing  export  organisatiion  in  the  City  of 
London,  other  than  .the  joint  stock  'banks.  We  do  not 
believe  that  the  joint  stock  banks  would  go  beyond  ffie  five 
years,  from  conversations  we  have  had  confidentially  with 
them  on  .this  ; they  believe  that  that  is  too  long  for  them. 
On  the  other  hand  the  insurance  companies  regard  it  as 
too  short.  We  believe  that  this  is  a problem  which  ought 
properly  to  'be  put  at  the  dining  table  as  it  were  lof  the 
Chancellor  of  .the  Exchequer ; it  should  .be  right  on  his 
plate  before  .the  soup.  We  think  ffiat  tire  Chancellor  has 
every  right,  being  ffie  custodian  of  the  finances  of  our 
nation  to  say  that  it  is  .better  to  expend  a fraction  of  the 
money  in  order  to  maintain  our  vital  export  trade  rart'her 
than  pay  (five,  six,  ten  or  twenty  .limes  as  much  in  order 
to  finance  unemployment.  You  cannot  move  technicians 
from  the  locomotive  industry  to  making  anti-biotics,  or 
anything  else  which  the  Government  may  say  is  easily 
exportable ; you  have  eiither  to  find  those  men  employ- 
ment in  the  trades  they  know  .or  you  have  to  finance 
ffiek  unemployment.  Financing  .their  employment  is  only 
a fraction  of  the  cost  to  this  nation  of  financing  their 
unemployineat. 

6993.  Mr.  Jones:  We  understand  quite  well  that  you 
are  putting  before  us  proposals  for  extending  credit  in 
order  that  this  export  developmenit  can  .take  place.  We 
are  anxious  to  find  out  whether,  when  you  have  got 
2G4 
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provision  for  the  insurance  'Of  a particular  piece  of  export- 
ing 'business,  you  ever  have  any  difficulty  at  all  ia  getting 
credit  for  five  years  from  the  bank?  Have  you  any  cases 
where  ithe  .bank  has  refused  to  give  you  credit  up  to  five 

years? ^Not  up  to  five  year.s ; but  five  years  is  totally 

inadequate. 

6994.  We  understand  that,  but  there  is  not  a case  on 

record  iwhei®  credit  has  been  withheld? Mr.  Wilmot: 

No. — Mr.  CHrry:  Tlhe  Chancellor  has  said  that,  if  our 
competitors  were  to  press  for  terms  for  a particular  type 
of  export  beyond  -those  normally  insurable  in  this  country, 
and  our  exporters  found  themsclve-s  excluded  from  busi- 
ness, we  should  be  'bound  to  consider  extending  our  cover. 
We  are  saying  to  the  Committee  that  we  are  there  now. — 


Mr.  Wilmot : The  ChanceJllor  is  saying  in  effect  that,  if  the 
horse  has  already  bolted  from  the  stable  he  will  now 
consider  the  question  of  painting  the  door.  It  is  not  a 
practical  .proposition  to  paint  the  door  of  -the  stable  after 
the  horse  has  gone ; k does  not  get  you  anywhere. 

6995.  Profe.m>r  Sayers : f thought  you  said  if  the  horse 

went  he  would  be  gone  for  40  years? Mr.  Curry:  All 

the  horses  have  not  gone ; we  are  trying  to  keep  the  ones 
we  have  'got. 

Chairman:  We  fully  appreciate  the  points  you  are 
making ; we  shoaild  come  to  a close  now,  before  we  get 
too  involved  in  the.se  metaphors,  as  we  have  other  people 
coming.  Thank  you  very 'much  for  your  help,  gentlemen. 
Mr.  Wilnint : Thank  you  very  tniich,  Mr.  Chairman. 


(The  witnesse.s  withdrew) 


The  following  witnesses,  representing  The  Export  Group  for  the  Constructional  Industries,  called  and  examined. 

J.  M.  Latnq,  Esq.,  Chairman  of  the  Council  of  the  Export  Group  for  the  Constructional  Industries,  and  Managing 
Director,  John  Laing  & Son  Ltd.,  E.  C.  Beck,  Esq.,  Director,  John  Mowlcm  & Co.,  Ltd.,  R.  D.  CitAi.CRAFT,  Esq.,  Director, 
George  Wimpey  & Co.,  Ltd..  Sir  Richard  Costain,  C.B.E.,  Chairman  and  Joint  Managing  Director,  Richard  Costain  Ltd., 
W.  H.  McFadzean,  Esq.,  Chairman  and  Managing  Directoi-,  British  Insulated  Callendar’.s  Cable.s  Ltd.,  Hector  McNeil, 
Esq.,  Managing  Director,  Babcock  & Wilcox  Ltd.,  Frank  Taylor,  Esq.,  Chairman  and  Managing  Director  of  Taylor 
Woodrow  Ltd.,  W.  A.  de  Vioier,  Esq.,  Chairman  and  Managing  Director,  Acrow  Engineers  Ltd.,  and  R.  W.  Tonn,  Esq., 
Director,  The  Export  Group  for  the  Constructional  Industries. 


6996.  Chairman:  iMr.  Laiug,  we  have  all  read  your 

memorandum*  tbrou^  very  carefully,  and  you  can  take 
it  that  the  points  which  you  make  are  fairly  familiar  to 
the  Committee  -by  now  because  we  have  had  them  from 
various  sources.  To  get  the  best  out  of  what  you  can 
offer  us  today  with  your  wide  range  of  experience,  we 
rfjould  want  not  to  dwell  too  much  uipon  details  of  the 
E.C.G.D.  forms  of  'guarantee  .but  to  'get  your  general 
picture  of  the  world  situation  with  whiefrtyou  have  to 
oope  in  your  overseas  business,  and  what  is  amiss  in  a 
large  way  with  the  arrangemenl.s  of  finding  finance  for 
your  long-term  contracts.  I think  you  can  take  it  as  a 
general  assumption  that  wo  would  lihink  it  amiss  if  the 
contractor  had  to  find  out  of  his  own  resources  the  finance 
for  these  five,  six,  seven  or  ten  year  contracts.  May  we 
run  through  the  memorandum  you  have  given  u.s  on  .that 
basis  and  see  what  questions  arise?  First  of  all  there  is 
an  analysis  of  the  coinstructional  industry.  Then  you 
give  us  figU'res  of  overseas  contracts  oibtained  for  the 
twelve  month  periods  ended  March,  1955,  March,  1956, 
and  .March,  1957.  Have  you  anything  w.hich  would  indi- 
cate the  order  of  events  up  to  March,  1 958? Mr.  Lainp : 

Nothing  definite,  Wc  Ih'ink  iit  is  .going  to  .be  around  the 
same  figure  as  for  March,  1957. 

6997.  Professor  Cairncrem-.  Are  most  of  these  contract-s 

in  the  sterling  area? No;  quite  a large  proportion  of 

these  are  in  Caii'ada,  and  there  are  signs  that  (here  may 
be  an  .increasing  amount  in  South  America  shortly, 
although  there  has  hardly  been  any  so  far, 

6998.  But  well  over  half  .tihe  total  would  be  lin  the  sterling 

area? Mi\  Laing:  That  is  right,  and  about  one-third 

of  the  total  in  Canada. — Mr.  Taylor:  We  have  suggested 
to  ’the  Govemmeat  that  it  would  be  desirable  that  they 
should  build  up  a figure  of  the  potential  overseas  contract- 
ing, building  and  civil  engineering  work  available,  but 
so  far  they  .liave  not  done  so.  If  I were  to  give  an  esti- 
mate, I would  say  probably  the  total  potential  work  over- 
seas is  between  £2,000m.  and  £3,000m.  per  annum, 

6999.  Your  suggestion  is  that  the  information  provided 

by  the  Government  should  be  .similar  to  the  I-atin- 
American  project  information  published  by  Construecidn, 
which  you  have  circulated  to  us  with  your  paper ; not 
just  a total,  but  a complete  list  of  potemtial  projects,  with 
some  details  about  them? Quite  so. 

1000.  Chairman : Historically  was  not  Latin  America 

very  much  a field  for  British  civil  engineering? Mr. 

Laing:  Yes,  it  wa.s ; today  if  is  almost  totally  neglected. 
One  of  our  members  here  will  be  awarded  a contract  very 
shortly  .in  Latin  America,  but  other  than  that,  on  the  purely 
civil  engineering  side  as  opposed  to  the  mechanical,  almost 
nothing  has  been  done  since  the  war.  Ijafcin  America  is 
the  place  where  the  American  Export/ Import  Bank  is 
probably  busiest : f think  that  has  a lot  to  do  with  it. 
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7001.  Professor  Cairncross:  Have  the  British  firms 
represented  here  tondered  in  Latin  America  in  the  past 

with  success? Mr.  Laing:  Yes  they  have.  May  I ask 

individual  firms  to  talk? — Afr.  McNeil:  My  company 
have  put  in  substantial  tenders  in  South  America.  We 
have  had  a certain  amount  of  businswi,  hut  in  the  last  fern 
years  the  competition  from  America,  which  is  very  largely 
sustained  by  the  Export/Impi>rt  Bank  and  to  a degree  by 
the  World  Dank,  has  been  something  we  have  been  unable 
to  meet,  particularly  on  (he  length  of  credit  which  they 
arc  able  to  give. 

7002.  You  arc  putting  it  to  us  that  this  is  one  of  the 
main  reasons  why  contracts  have  not  come  to  this 

country? Mr.  McNeil:  Definitely. —Afr.  Chalvraft: 

From  the  civil  engineering  point  of  view,  my  company 
firiit  went  to  Peru  in  1955  for  .some  harbour  work,  on  a 
contract  worth  about  £21m.  on  six  years’  credit.  We  were 
invited  to  .take  on  further  works  in  other  parts,  hut  we 
were  not  able  to  make  the  necessary  arrangements  through 
R.C.G.D.  Now  wc  understand  that  one  of  those  projects 
is  shelved  aljogether ; as  regards  llic  other  one,  I think  a 
firm  'Of  British  con.sulfing  engineers  arc  proceeding  with 
plans  and  investigations  on  a much  larger  scale  than  was 
originally  confomiplaited  willh,  wc  believe,  the  object  of  a 
World  Bank  loan.  Wc  shall  tender  for  that  in  competition 
in  due  cour.se.  Tn  Pern  a number  of  other  projects  have 
cropped  up  from  itime  to  time,  but  wc  have  not  been  able 
to  arrange  finance  for  thorn  ; and  since  then  the  Govern- 
ment has  changed  and  they  have  cut  down  rather  on  work, 
amd  the  only  thing  there  now  is  the  possibility  of  an 
extension  to  our  existing  contract. 

7003.  Chairman:  You  say  you  have  not  been  able  to 
arrange  finance  for  that : what  went  amiss?  Was  it  that 
you  could  not  got  an  E.C.G.D.  guarantee  because  of  the 

length  of  time? In  this  particular  case  it  was  the 

period  of  time.  The  E.C.G.D.  originally  offered  seven 

original  scheme  it  was  finally  arranged  at 
SIX.  Whep  the  Peruvian  Government  came  along  with 
the  extension,  they  had  becin  advised  by  the  World  Bank 
people  that  their  commitments  on  m^ium  term  credit 
were  rather  too  much,  taken  together,  and  they  co.uld 
not  take  ^ything  less  than  eight  years.  We  could  not 
get  anything  more  than  six  years  at  that  time,  and  the 
Peruvian  Government  were  not  prepared  to  do  it  on  that 
basis. 

7004.  So  if  fell  .through  because  -of  the  E.C.G.D.  rule? 
^Yes, 

7005.  Sir  John  Woods:  It  is  not  dear  to  me  whether 
the  Mmitaition  of  time  on  the  E.C.G.D.  credits  leads  to 
British  manufacturers  or  civil  engineers  losing  a job  to 
competitors,  or  whether  it  is  more  that  the  project  simply 

does  not  come  to  fruition  at  all? In  this  case  it  was 

not  a question  of  losing  to  competitors ; it  just  did  not 
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come  to  fruition  at  all,  though  oine  job  may  come  out  by 
a World  Bank  loan  instead. 

7006.  Has  the  civil  engineering  Industry  lost  much  busi- 
ness to  competitors  because  of  this  , limitation  of  .the 
length  of  credit?  In  electnical  and  mechanical  engineering 
it  is  not  easy  to  find  particular  cases  where  you  know 
you  have  lost  the  job  to  a competitor  because  of  this 
limitation,  and  1 wondered  whether  your  experience  was 

the  same  or  different? Mr.  Taylor:  We  have  a case 

at  the  present  time  where  we  were  tendering  for  a dam 
and  a hydro-electric  power  station  in  Iran,  valued  at 
approximately  £28m.  The  longest  terms  we  were  able  to 
arrange  for  E.C.G.D.  cover  plus  extras  were  ten  years.  The 
contract,  twe  are  now  advised,  has  'been  awarded  to  a 
Swiss-German  consortium  who  have  advanced  tiie  credit 
over  fifteen  years  at  rather  less  interest  than  we  were 
having  to  pay. 

7007.  Chairman : Do  you  'know  where  the  Swiss/German 

finance  came  from? ■!  understand  that  the  majority  has 

come  from  the  Swiss  banks.  There  are  also  a number 
of  bonds  which  will  he  discounted  in  America. 

7008.  Sir  John  Woods:  Has  the  consortium  got  the 

benefit  of  any  credit  insurance? Mr.  Taylor:  I believe 

not. — Mr.  Laing:  I think  we  miss  a lot  of  things  which 
we  do  not  go  for  because  we  cannot  go  for  them.  The  case 
of  Latin  America  is  a .typical  example.  We  are  competing 
with  the  U.S.  Expont/Import  Bank  who  are  going  to  give 
a twenty  year  loan  in  the  first  place.  It  is  no  good  talking 
to  'a  potential  client  who  is  interested  in  a twenty-year 
loan  if  we  cannot  match  that. 

7009.  That  is  as  against  the  Export /Import  Bank  ; what 

about  other  countries  which  have  credit  insurance  arrange- 
ments and  which  are  members  of  the  Berne  Union? 

We  have  instances  of  the  Germans ; a .particular  case  is 
the  Maracaibo  bridge,  about  which  Mr.  de  Vigier  would 
perhaps  like  to  say  something  ; and  a steelworks  in  Portugal 
has  been  done  on  terms  much  longer  than  the  normal 
Berne  Union’s  length  of  time. — Mr.  McFadzean:  I 
believe  .that  is  a oom'bination  of  export  credit  from  Ger- 
many for  a period  of  seven  years,  plus  a loan  through  a 
consortium  of  bankers  over  <a  further  period. 

7010.  If  I have  understood  other  evidence  we  have 

heard  correcQly,  a split  of  (that  kind,  in  which  the  credit 
insurance  organisation  takes  say  seven  years  and  there 
is  a balance  of  liability  left  over  to  be  taken  by  the  manu- 
facturer or  someone  else,  is  supposed  to  be  contrary  to  the 
terms  of  the  Berne  Union? ^Yes,  I would  say  so. 

7011.  Chairman:  But  in  ithe  Portuguese  case  you  are 
speaking  oif,  where  seven  years  is  covered,  who  finds  the 

money  on  the  basis  of  the  credit  insurance? Mr.  Laing: 

I do  not  know  how  the  Germans  are  arranging  to  do 
that. — Mr.  de  Vigier:  1 was  last  week  in  Venezuela, 
where  there  is  a £60m.  contract  for  the  Maracaibo  bridge, 
A German  firm  has  the  contract.  I was  speaking  to  the 
director  in  charge  of  the  contract,  and  he  told  me  the 
financing  came  mainly  from  the  Ruhr  steel  industry, 
coupled  with  the  Dresner  Bank.  The  reason  why  the 
Ruhr  steel  industry  is  interested  in  such  a contract  is  fairly 
obvious  : the  German  firm  of  civil  engineers  would  buy 
all  the  steel  from  the  Ruhr  ; even  all  the  cars  around  the 
contract  would  all  be  German  cars,  and  all  the  plant 
wmes  from  Germany.  The  German  steel  industry  is 
interested  in  Gernnan  plant  going  to  Venezuela 
because  they  can  .produce  the  steel  for  that  plant. — Mr. 
Todd:  There  was  an  announcement  in  .the  “Financial 
Times  ” of  27rih  Mardi  <rf  a combination  for  development 
work  arranged  by  the  German  Minister  of  Federal 
Property,  whereby  the  Frankfurt  'Export  Credit  Bank  was 
to  'be  the  operator  of  a revolving  fund  of  DM.  250m.,  by 
which  credit  would  (be  extended  from  the  normal  four  to 
five  years  .to  eight  to  ten.  I would  expect  that  “ Hermes  ” 
would  be  insuring  the  first  part  and  this  Frankfurt  Export 
Credit  Bank  would  be  insuring  the  second  part.  I should 
think  that  was  contrary  to  (the  Berne  Union. — Mr. 
McFadzean : We  have  had  quite  a success  with  Venezuela, 
but  in  other  parts  of  South  America  it  has  been  the  sanie 
as  for  Mr,  NcNeil.  One  of  the  problems  is  the  amount 
of  time  that  is  necessary  for  getting  (Out  a technical  speoifi- 
catiO(n  for  these  estimates.  Unless  you  can  ascertain  fairly 
quickly  that  you  can  get  EG.G.D.  cover  and  also  that  you 
can  get  fin.ance,  it  is  frankly  not  worth  the  commercial 
risk  to  make  all  the  preparations, 


7012.  Is  it  your  general  expej-ience  ithat  it  is  difficult 
to  get  ahead  with  E.C.G.D.  aind  bring  your  proposals  to  a 

point  where  you  can  take  action? ^I  pay  very  high 

tribute  to  E.C.G.D.  personally  ; the  trouble  is  that  it  is 
not  flexible  enough,  One  has  to  get  a tailor-made  job, 
and  then  go  round  the  city  and  find  the  finance. 

7013.  Would  you  just  explain  a O-ittlc  more  what  you 
mean  by  “n'Oit  flexible  enough”  in  regard  to  E.C.G.D.? 
^It  is  this  question  of  .period  more  than  anything. 

7014.  Sir  John  Woods : You  are  sayirijg  that  it  is  much 
easier  to  negotiate  an  arrangement  with  your  foreign 
customer,  quite  apart  from  the  question  of  period,  if 
before  you  start  you  kniow  for  that  project  you  can  have 
E.C.G.D.  cover ; but  that  E.C.G.D.  are  perhaps  a little 
liable  to  say : “ We  .will  certainly  consider  that  very 
sympathetically  once  you  have  brought  us  a considered 

worked  out  and  negotiated  scheme”? ^That  is  a very 

real  point,  I believe,  because  one  only  gels  a limited 
amount  of  time  to  dete(rmine  whether  one  is  going  to 
tender  or  not.  For  a contract  on  which  large  credit  and 
therefore  large  insurance  is  wanted,  one  'hesitates  before 
putting  in  a tender  .unless  one  is  satisfied  fliat  one  can,  in 
the  event  of  getting  the  tender,  cover  oneself  and  finance 
oneself.  We  consider  ourselves  manufacturers  and  not 
financiers. 

7015.  Chairman:  Have  you  found  it  difficult  to  lap 

the  resources  in  the  City  that  you  want? Mr. 

McFadzean:  For  certain  countries,  yes. — Mr.  Laing:  The 
figures  revealed  today  are  rather  illuminatinig : E.C.G.D. 
did  £29m.  worth  of  work  last  year  'On  the  basis  O'f  bankers’ 
guarantees.  That  is  indicative  of  the  difficulties  Ohait  in- 
dustry faces  ; £29m.  i.s  a very  small  sum  compared  with 
the  kind  of  work  we  could  do, — Mr.  McF<Klzean:  Our 
experience  has  been  that  immediately  after  .the  war  the 
thing  got  out  of  control  {we  certtainly  lost  <i  very  big  job 
in  Venezuela  to  the  Germans  on  much  longer  credit) ; then 
things  seemed  to  improve,  and  people  were  playing  more 
together ; 'but  recently  ,it  has  been  going  the  other  way. 
and  credit  oomipetition  certainly  exists  again. — Mr.  Beck: 

I thlTik  on  this  Mr.  McFadzean  is  talking  of  manufactured 
good.s  rnither  .than  civil  engineering;  it  is  a very  different 
picture  where  W'c  go  to  try  and  sell  a civil  engineering 
contract,  because  where  E.C.G.D.  are  concerned  we  have 
not  got  a satisfactory  form  rOsC  contract  that  allows  us  to 
go  and  borrow  money  at  all ; so  I do  not  think  anybody 
has  ever  done  it  on  an  .E.C.G.D.  policy  as  far  as  civil 
engineering  is  concehied. 

7016.  Because  of  the  diflficulities  about  acceptance  which 

you  mention  an  your  paper? Mr.  Beck:  Yes. — Mr. 

Laing:  Even  in  the  case  of  the  steel  works  in  India,  I 
believe  the  civil  engineering  side  is  out.side  the  agreement. 
— Sir  Richard  Costain:  Jusit  after  .the  war  my  company 
spenf  quite  a lot  of  money  trying  to  get  into  South  America, 
and  all  Ihe  tame  we  found  that  the  credit  offered  by  the 
American  banking  people  beat  us  every  lime.  We  pulled 
out  of  there  altogether  about  six  years  ago,  because  the 
U.S.  Export/Import  Bank  .had  a complete  grip  on  the 
situation.  There  is  of  course  an  E.C.G.D.  problem  ; but 
the  main  problem  is  much  more  that  of  tied  loans,  not 
only  in  .South  America  but  in  the  whole  world. — Mr. 
Laing:  From  ithe  point  of  view  of  manufacturers,  once 
the  Americans  get  in  on  the  el'cotrical  side  it  means  that 
the  .pattern  has  been  set  for  future  years. — Mr.  McFadzean : 
Yes.  'One_  particular  job  in  Venezuela  was  for  a large 
telephone  installation,  and  in  a developing  country  like 
that,  where  Ithey  are  starting  from  sorartoh,  it  involves 
construction ; and,  as  I am  sure  the  Committee  fully 
appredates,  once  they  adopt  American  feohniquea  and 
American  standards,  it  is  awfully  difficult,  when  'they  come 

tto_  get  them  to  change  over  to  some 
other  standard.  It  is  something  of  growing  importance, 
doing  complete  jobs  not  just  the  manufacture  of  the 
equipment,  in  these  developjing  countries,  where  they  are 
short  of  technical  people,  they  always  want  the  job  not 
only  manufactured  but  also  installed  and  handed  over  to 
operate  ; you  cannot  divorce  the  manufacturing  side  from 
the  oonstru(rtional  side  because  one  is  as  impwrtanit  as 
another.  It  is  frightfully  important,  on  the  electrical  side 
to  try  !to  .get  the  British  technique  and  standard  in  at  the 
outset,  so  that  when  they  come  to  extend  or  replace  they 
hesitate  a very  long  time  before  swinging  over  to  American 
or  German  standards. — Mr.  de  Vigier  : It  is  not  only  the 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


464 


COMMITTEE  ON  THE  WORKING  OP  THE  MONETARY  SYSTEM 


17  April  1958]  Mr.  J.  M.  Laing,  Mr.  E.  C.  Beck,  Mr.  R.  D.  Chalcraft,  [Continued 

’ Sir  Richard  Costain,  C.B.E.,  Mr.  W.  H.  McFadzean,  Mr.  Hector  McNeil, 

Mr.  Frank  Taylor,  Mr.  W.  A.  de  Vigier  and  Mr.  R.  W.  Todd  


cootraot  itself  which  is  of  importance  from  the  export 
point  of  view ; it  is  the  whole  way  of  life  which  is  brought 
to  itbe  contract.  If  one  goes  to  a contract  like  the  Kaiiba 
scheme  in  Rhodesia,  one  finds  ItaHan  goods  of  all  kinds 
on  that  contract,  as  & result  of  which  the  local  natives 
are  getting  used  to  Italian  products  and  ask  for  them. 
That  means  that  ^e  other  industries  benefit  through  that. 
Again  in  Baghdad  the  big  national  bank  has  been  built 
by  a German  firm  ; even  ithe  windows  were  imported  fr<»n 
Germany,  as  a result  of  which  those  people  will  get  used 
bo  that  l^d  of  window  and  ask  for  that  on  other  contracts. 
The  constructional  industry  can  be  a tremendous  spear- 
head for  tie  export  industries  over  all  the  other  fields  of 
activities  connected  with  the  contract. 

7017.  Then  we  craie  to  section  7,  on  ithe  U.S.  Export/ 
Import  Bank  and  its  activities ; you  say  that  development 
loans  are  made  for  periods  falhng  within  the  15  to  20 
year  bracket — Professor  Cairncross:  Are  not  many  of 
these  loans  made  bo  the  country  concerned  in  advance  of 
specific  projects?  Would  not  such  loans  have  only  a very 
general  clause  indicating  the  itype  of  thing  on  which  the 

money  would  be  spent? Mr.  Todd:  I would  say  that  is 

rather  ithe  exceptional  case.  The  general  case  is  the 
specific  project,  ibut  in  three  or  four  of  the  South  American 
countries  they  have  made  very  large  authorisations  of  the 
order  of  SlOOm.  to  be  spent  on  the  general  economy  of 
the  country  and  projects  of  the  public  utility  type.  They 
may  advance,  say.  SlOOm.  to  the  Argentine  Government, 
but  that  SlOOm.  has  to  be  spent  on  American  goods  and 
services,  even  feough  they  may  not  define  all  the  projects 
in  advance. 

7018.  Is  not  this  becoming  the  more  common  form  of 
loan?  Take  1!he  figures  you  give  here,  for  instance:  if 
you  take  out  the  $500m.  to  the  United  Kingdom,  the  two 
largest  loans  left  are  the  Argentinian  and  Brazilian  ones 
which  are  of  ithis  character,  and  when  these  two  are  taken 

out  there  is  only  rather  less  than  $200m.  left? -I  agree 

feat  this  seems  to  be  something  that  has  come  up  more 
often  in  recent  years ; but  I do  not  think  there  is  much, 
if  any,  difference  in  the  end  result.  They  are  still  tied  to 
American  goods  and  services. 

7019.  There  is  a certain  difference  between  a project 
which  might  never  be  carried  out  at  all  unless  the  fcport/ 
Import  Bank  intervened  with  money  and  a project  which 
is  going  to  be  carried  through  anyway,  and  which  the 
country  concerned  is  prepared  lo  finance.  If  you  are 
taking  the  Argenitinian  and  Brazilian  cases  here,  are  not 
many  of  the  projects  rather  of  the  first  category  than  fee 
second ; they  would  not  be  carried  out  unless  fee 

Americans  had  lent  the  money  to  these  countries? Mr. 

McNeil : I have  imown  two  or  three  cases  where  certain 
plant  was  about  to  be  ordered,  not  very  extensive  in 
character,  where  the  British  quotation  was  the  most  com- 
petitive ; but  at  that  point  either  the  American  agent  or 
some  other  enthusiast  brought  in  the  Export/Import  Bank 
and  that  immediately  diverted  fee  order  to  America.  It 
was  ri^t  on  the  point  of  bang  ordered  when  this  last 
device  has  been  employed. 

7020.  Would  this  be  in  Latin  America? Mr.  McNeil ; 

Latin  America,  from  Mexico  right  down. — Mr.  Todd:  My 
interpretation  of  the  loan  to  the  Government  of  Brazil  of 
SlOOm.  tied  to  railroads  would  be  feis : those  Brazilian 
railroads  were  constructed  by  the  British  ; they  have  lasted 
40  or  50  years,  and  this  is  fee  Americans  getting  in  for  the 
reconstruction  and  re-equipping.  So  far  as  Latin  America 
is  concerned  a representative  of  the  World  Bank  who 
addressed  an  F.B.I.  meeting  recently  told  us  that  fee 
World  Bank  were  trying  to  put  the  economy  of  one  of  the 
Latin  American  countries  in  a better  shape,  and  that  they 
were  succeeding,  until  the  Export/Import  Bank  came  along 
and  offered  a substantial  loan.  He  made  that  comment: 
that  they  not  only  came  in  but  they  pushed  the  World 
Bank  out. 

7021.  Sir  John  Woods:  So  far  as  a contractor  is  con- 
cerned in  any  case  does  he  normally  get  from  fee  Report/ 
Import  Bank  a loan  of  60  per  cent.,  70  per  cent.,  80  per 

cent,  or  100  per  cent,  of  the  value  of  the  contract? 1 

feitk  that,  so  far  as  fee  contractor  is  concerned,  be  can 
get  80  per  cent,  from  fee  Export/Import  Bank  and  has 
to  find  20  per  cent  from  his  own  resources  or  otherwise. 


7022.  Presumably  he  will  try  to  get  fee  20  per  cent. 

frean  the  custcaner? Mr.  Todd : Yes. — Mr.  McFadzean : 

The  difficult  point  of  recourse  comes  in  here.  There  is 
quite  a distinction  on  fee  constructional  side  between  a 
job  being  carried  out  with  an  Export/Import  loan  and  a 
job  ibeing  carried  out  with  fee  help  of  an  E.C.G.D. 
guarantee,  ^^ere  there  is  an  item  of  dispute,  if  the 
contractor  has  a loan  from  the  Export/Import  Bank  and  a 
single  item  is  in  ddspule,  it  is  only  that  amount  that  is 
kept  outstanding,  whereas  here  you  will  know  the  trouble 
one  has  with  recourse  on  the  constructional  side. — Sir 
Richard  Costain : Outfflde  fee  World  Bank  and  British 
finance,  any  loan  made  from  any  country  has  strings  tied 
to  it,  and  very  strong  strings.  In  practice  people  are 
unlikely  to  ^borrow  money  from  France,  but  I tried  on  one 
occasion ; I could  have  .borrowed  money  feere  for  the 
Middfe  if  I bad  spent  90  per  cent,  oi  the  money  in 
France.  We  could  not  do  it ; it  was  not  a physical 
possibility.  Every  country  bas  something  similar  to  the 
Export/Import  Bank  except  Britain. 

7023.  Professor  Cairncross:  Would  you  not  except  the 
Swiss  here?  We  have  had  a reference  to  fee  use  of 
Belgian,  Swiss  and  other  funds  by  a consortium  of  banks. 
British  banks  do  not  appear  to  resort  to  any  consortium 

of  'that  kind  to  finance  contracts? ^The  Swiss  have  been 

known  on  two  occasions  to  lend  money,  but  there  are 
not  very  many  Swiss  contractors,  and  the  banks  have  a 
lot  of  money. 

7024.  Professor  Sayers:  You  mention  the  Norwegian 

organisation ; is  feat  a Government  undertaking? Mr. 

Todd:  No,  I do  not  think  so.  It  probably  represents 
mostly  Norwegian  industry ; shipping  and  other  interests. 

7025.  Chairman : I see  the  insurance  companies  come 
into  the  Norwegian  consortium  for  supporting  engineering 

exports? ^This  statement  was  included  to  be  compre- 

hensdve.  We  do  not  put  Norway  down  as  a serious  con- 
tender in  this  field,  but  we  wanted  'to  put  in  as  much 
information  as  we  could  on  this  subject. 

7026.  It  leads  me  to  ask  you  if  you  have- had  contact 
with  insurance  companies  in  this  country  from  fee  point 

of  view  of  obtaining  finance  for  these  contracts? Sir 

Richard  Costain:  Insurance  companies  by  and  large  like 
a longer  term  of  loan  ; something  more  like  a 20  year 
loan.  One  of  fee  post  war  problems  has  been  this  period 
of  five  to  fifteen  years  ; insurance  cranpanies  do  not  really 
play  in  this. 

7027.  You  have  found  that  this  gap  is  a reality? 

Sir  Richard  Costain:  Yes. — Mr.  McFadzean:  Seven  to 
12  years  particularly. 

7028.  Professor  Sayers:  From  your  point  of  view  would 

something  on  the  Norwegian  pattern  fill  the  bill? Mr. 

Todd:  We  should  welcome  anything  that  would  find  the 
money  under  conditions  in  which  our  industry  could  use 
it.  We  are  not  tied  to  anything.  We  should  like  to  see 
an  ample  supply  of  money  without  the  technical  difficulties 
of  acceptance  such  as  we  experience  with  E.C.G.D. 

7029.  Lord  Harcourt:  Something  after  the  Norwegian 
pattern  would  enable  both  the  banks  who  are  interested 
with  fee  shorter  term  money  and  the  insurance  companies 
to  loan  to  industry  via  the  organisation ; it  would  be  a 
medium  whereby  both  long-term  and  short-term  lenders 
could  provide  funds  irrespective  of  the  actual  loans  against 
which  fee  money  is  going  to  be  re-lent. — Professor  Sayers: 
Have  you  tried  to  get  such  an  organisation  started  up  in 

this  country? ^There  is  no  risk  money  available  unless 

it  is  backed  by  an  E.C.G.D.  guarantee.  No  one  is  prepared 
to  lend  money  in  these  risky  markets  unless  it  has  a 
bankers’  guarantee  behind  it.  That  is  what  makes  E.C.G.D, 
so  important  in  this. 

7030.  Professor  Cairncross : Quite  large  sums  of  money 
are  pro-vided  through  fee  Commonwealth  Development 
Finance  Corporation  to  finance  things  like  the  Kariba 

Dam? Sir  Richard  Costain:  Their  loans  do  not  have 

strings  on  them  like  other  country’s  loans  do.  They  have 
money  in  an  Italian  firm  in  Nigeria,  which  is  a rather 
odd  situation. — Mr.  Todd:  The  Commonwealth  Develop- 
ment Finance  Corporation  has  not  been  a large  operator. 
It  has  been  in  existence  for  about  four  years  and  has  lent 
about  £14m.,  most  of  which  goes  to  the  investment  type 
of  project  rather  than  to  the  constructional  type  of  project. 
£3m.  of  that  went  to  the  Kariba  Dam. 
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7031.  Professor  Sayers:  What  is  there  about  this 
business  which  makes  it  so  difficult  for  the  City  of  London 
to  cope  with?  The  size  of  the  risk  does  not  seem  so 
enormous  as  compared  with  the  size  of  a catastrophic 
fire  in  one  of  the  world’s  leading  cities  or  even  the  loss 

of  a Britannia  aircraft.  What  makes  it  so  difficult? 

Mr.  Laing:  I think  the  difficulty  is  that  one  is  asking 
the  City  to  take  risk  capital  for  a period  of  years  at 
ordinary  debenture  rates.  The  borrowers  overseas 
naturally  want  this  money  at  cheap  rates. — Mr. 
McFadzean : There  is  another  point,  too ; I 'think  it  is 
a question  of  the  gap  between  the  recognised  terms  of 
lending  money.  The  joint  stock  banks  lend  on  a day-to- 
day  overdraft  for  a few  years  at  most,  and  the  insurance 
companies  prefer,  as  we  understand  it,  long-term  loans. 

I am  sure  that  it  is  this  gap  between  six  or  seven  years 
and  fifteen  years  that  does  not  make  it  very  attractive  to 
the  City. 

7032.  Have  you  not  tried  to  persuade  the  City  to  do 

differently  and  follow  the  example  of  Norway? Sir 

Richard  Costain:  I spent  pracdcaUy  the  whole  of  my 
two  years  as  Chairman  of  our  Council  trying  to  persuade 
the  City  to  do  it.  AU  the  time  they  said : “ If  you  get 
the  guarantees  right,  we  wUl  play”,  but  we  have  never 
succeeded  in  getting  the  export  guarantee  situation  right. 
They  say  that  the  money  is  available,  but  I am  not 
absolutely  sure  that  it  is.  You  talked  about  a Britannia ; 
if  there  is  an  order  for  20  Britannias,  and  10  are  delivered 
but  not  paid  for,  you  can  keep  10  back ; hut  you  cannot 
fly  a dam  out.  It  is  there,  on  the  spot. — Mr.  Todd:  Sir 
Richard  Costain  asked  the  Accepting  Houses  Committee 
when  <we  met  them  why  they  did  not  find  money  on  the 
scale  they  did  at  the  beginning  of  the  century,  and  the 
answer  was  that  income  tax  was  then  2s.  6d,  in  the  pound ; 
there  is  not  now  the  return  on  the  money  that  tak« 
account  of  present  economic  circumstances  and  the  credit- 
worttiiness  of  the  iborrower.  That  is  why  we  are  always 
forced  back  on  the  E.C.G.D.  guarantee.  When  large 
sums  were  found  by  the  City  for  development  overseas, 
largely  in  Latin  American  countries,  it  was  on  the  basis 
that  the  City  owned  the  equity  in  the  project,  or  that  they 
had  a concession.  They  sometimes  made  several  hundreds 
per  cent.,  they  sometimes  lost  the  lot ; but  they  could  still 
make  a business  of  it.  Today  all  they  can  get  is  a 
debenture  return  of  5 or  6 per  cent.,  with  the  present  rates 
of  taxation : and  they  still  run  the  risk,  if  they  have  not 
got  an  E.C.G.D.  guarantee,  of  losing  ±e  lot.  It  just  is  not 
a 'business  proiposition  ; they  can  employ  the  money  better 
at  home. 

7033.  Norway  is  a country  which  has  rather  higher 
taxation  than  the  U.K.,  but  diey  have  managed  to  fliink 

up  how  to  do  it? Mr.  Laing : I think  it  was  unfortupate 

we  quoted  Norway.  We  do  not  know  how  much  Norway 
does  and  what  kind  of  work  it  does.  I have  a suspicion 
that  it  does  it  in  shipbuilding  and  things  like  that  more 
than  in  construction. 

7034.  Lord  Harcourt:  Against  long-term  charters? 

Yes. 

7035.  Chairman:  You  say  that  you  spent  a long  time 
trying  to  find  available  sources  of  finance  in  the  City  for 
your  purposes,  and  the  answer  came;  “ Get  your  E.C.GJD. 
guarantee  right,  and  dien  we  shall  be  able  to  play  ”.  Does 
getting  the  EX^.G,D.  guarantee  right  mean  finding  a 
Government  guarantee  that  has  no  qualifications  or  snags 

about  it  at  aU? Sir  Richard  Costain:  No,  it  simply 

means  fiiat  as  soon  as  the  contractor  is  entitled  to  a 
part  payment  the  E.C.G.D.  will  pay  up  on  guarantee  if 
the  country  defaults ; in  other  words,  if  a dam  is  half 
built  and  £2m.  has  'been  paid,  that  should  be  considered 
to  free  the  contractor  and  to  free  ttie  private  banker,  and 
E.C.G.D.  should  pay  a country  defaults  in  payment. 
The  whole  problem  has  always  been  'that  it  takes  five 
years  to  build  a dam ; at  the  end  of  five  years  payments 
are  then  starting  to  be  due,  and  the  buyer  finds  every 
excuse  why  he  should  not  pay.  So  the  contractor  has  not 
got  his  acceptance,  and  up  till  now  the  E.C.G.D.  say  fhat 
they  will  not  pay  until  the  client  has  given  complete 
acceptance. 

7036.  It  all  comes  back  to  that  point  again? Mr. 

Laing:  It  comes  to  tiwo  points:  acceptance,  and  secondly 
length  of  loan,  even  if  we  get  the  acceptance  right. 

7037.  On  an  ordinary  large-scale  contract  in  this  country 
a contractor  has  a smoothly  organised  scheme  for  certifi- 


cates signed  by  the  architects,  and  those  are  you  warrants 
for  getting  payment  against  what  he  certifies.  Is  there 
nothing  oomparaible  once  you  are  launched  on  a large- 
scale  contract  overseas? — -Sir  Richard  Costain : It  is  not 
comparable  in  this  sense  of  the  word,  that  people  abroad 
are,  putting  it  quite  bluntly  and  frankly,  not  quite  so 
honest.  With  a payment  like  that  in  ffiis  country  there  is 
no  guarantee  that  the  employer  is  accepting  the  work ; 
it  is  just  a payment  on  account. 

7038.  I know  ’that,  but  it  does  provide  money? ^It 

provides  money. 

7039.  Is  not  that  the  relevant  point? Mr.  Beck  : 

They  will  normally  pay  the  money  abroad. — Mr.  Laing : 
But  E.C.G.D.  will  not  accept  that  as  acceptance  of  that 
portion  of  'the  contract ; therefore  we  cannot  make  terms 
through  them  at  all. — Mr.  McFadzean:  Another  difficulty 
in  certain  overseas  countries  is  getting  them  to  accept 
arbitration.  If  one  goes  to  litigation  that  can  hold  one 
up  for  about  five  years  before  it  has  gone  through. 

7040.  If  yiou  can  work  a system  under  which  you  get 
the  release  cff  moneys  periodically  as  you  work  your 
contract  even  under  these  overseas  contracts,  you  arc 
bringing  your  finance  back  again  according  to  the  release 
of  ffie  money ; you  are  not  out  of  the  whole  of  your 

money  on  the  whole  period  of  the  contract? Mr. 

Laing:  On  a normal  contract  no,  'but  on  a contract  that 
has  to  be  financed  imder  the  E.C.G.D.  they  will  not  accept 
that  as  acceptance. — Sir  Richard  Costain : You  are  at  risk 
all  the  tame.  I was  not  satisfied,  though  ths  is  only  my 
own  personal  opdnion,  that  if  we  had  got  the  E.C.G.D. 
problems  cleared  up  the  City  would  really  have  found  the 
moneys,  for  the  reasons  Mr.  Laing  has  been  explaining 
earlier. — Mr.  Laing : I should  like  to  revert  to  this  question 
of  tied  loans,  if  I may.  We  have  already  said  earlier  that 
ours  is  a very  risky  indust^ ; ail  of  it  is  risky,  but  par- 
ticularly ffie  cavil  engineering  side.  In  paragraph  6 we 
say : “ Much  mcfft  important,  however,  it  [sc.  the  tied  loan] 
ensures  that  the  goods  and  services  are  sold  at  remunerative 
prices.”  That  is  one  of  the  things  that  we  would  like 
to  see  achieved  in  this  country  in  our  overseas  work.  If 
a loan  is  tied,  one  is  ireasOTafaiy  certain  that  the  price  one 
gets  has  a fah  margin  of  profit.  One  will  probably  be 
competing  with  several  of  one’s  own  nationi^s,  but  one 
will  not  be  competing  with  the  world. — Mr.  Beck : 1 heard 
of  a case  the  ■other  day;  the  British  Goveniment  lent 
Malta'  some  money  Ito  do  oonstmctdon  work  in  VaHetta 
harbour,  and  Mr.  Mintoff  had  said  in  no  uncertain  terms 
that  he  wanted  British  money  but  was  not  having  a British 
contractor  at  any  price. — Sir  Richard  Costain : My  firm 
have  protested  to  ffie  Government  about  a case  in  which 
the  British  are  finding  the  money  but  a Dutch  firm  wiD 
get  ifihe  contract. 

7041.  Professor  Sayers:  It  does  not  sound  in  either  of 

those  cases  as  if  credit  is  the  trouble? Mr.  Laing:  In 

that  particular  case  it  is  a GovCTnment  loan  to  another 
country  which  is  in  no  way  tied. — Mr.  Taylor:  The 
Export  Group  has  suggested  to  tiie  Minister  of  State’s 
Overseas  Advisory  Council  that,  if  the  Government  do 
not  want  to  see  tied  loans,  that  a hint  might  be  given 
to  British  manufacturers  or  contractors  that  certain  loans 
mi^t  be  made  available  if  'flie  contractors  went  to  those 
countries,  tried  to  negotiate  orders  for  tiie  goods  required, 
or  contracts  f'or  the  wtffk  they  want,  and  made  a promise 
that  (they  would  endeavour  to  lobtain  the  money  in  Britain. 
We  think  there  would  be  no  adverse  effect. 

7042.  Professor  Cairncross:  When  Sir  Ridhard  Oostain 

says  that  the  sources  of  finance,  with  certain  exceptions, 
have  conditions  attached  is  he  suggesting  that  there  are 
not  substantial  moneys  from  elsewhere  without  conditions? 
Do  you  tibiiTiV  that  for  almost  all  'the  projects  now  carried 
out  by  one  oountiy  or  anoither  tiie  money  is  advanced  by 
the  country  carrying  out  the  projects  and  with  the  condi- 
tions attached? Sir  Richard  Costain:  With  a lot  of 

strings  attached  ; I do  not  say  in  every  case,  but  in  almost 
ah. 

7043.  My  reason  for  querying  liliis  is  that,  when  you  take 
(he  example  of  'the  ’Gerimaii  corpoiation  AKA,  the  moneys 
that  you  mention  here  are  so  small.  Take  Fund  A,  where 
credits  are  granted  for  12  oi  48  mon'ths ; the  (total  amount 
mentioned  here  is  DM  270,000,000? — Mr.  de  Vigier:  In 
■the  case  of  Gear-many  the  vast  majority  of  the  competition 
comes,  as  in  the  case  of  the  Maracaibo  -bridge,  from  the 
steel  -industry  os  a whole. 
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7044.  In  that  case  it  is  not  the  faot  .that  thra-e  is  a 
consortium,  but  rather  that  some  way  round  is  found 
each  time  for  provision  of  the  money  on  condition 
that  the  orders  are  placed  in  the  country  supplying  the 

capital? Affr.  Todd:  There  are  these  vast  industrial 

structures  in  Germany ; they  do  not  always  puH  off  the 
grandiose  schemes  tto  get  into  the  papers,  but  very  often 
they  do.  Recent  reports  were  that  Krupps  were  entering 
into  oontraots  with  Poland  for  £40,000,000  covering  hydro- 
electric schanes,  etc.  There  is  that,  plus  the  fact  that  Ger- 
man industry  of  that  nature  very  largely  owns  the  German 
banks,  and  it  goes  forward  as  a solid  phalanx.  That  does 
not  exist  in  ithis  country ; I am  not  saying  it  should,  but 
that  is  the  nature  of  the  competition.  One  is  not  com- 
paring like  with  like  ; what  we  have  put  in  ffie  papiCT  for 
Germany  does  not  add  up  to  very  much,  but  that  is  the 
small  part  that  we  experience  of  German  industry. — Sir 
Richard  Costain : In  Italy  Fiat  are  enormous.  In  France 
it  works  very  differently.  I do  not  know  where  they  get 
the  money  from,  but  the  French  .banks  allow  credit,  .though 
they  put  conditions  to  it.  French  firms  have,  to  my  know- 
ledge, put  some  £50,000,000  into  Kenya  in  the  last  three 
or  four  years. 

7045.  Professor  Sayers:  That  is  without  an  exp>oit- 

impwrt  bank?-— S/r  Richard  Costain:  Yes. — Mr.  de 
Vigier:  French  contractors  are  mainly  financed  by 

Schneider.  We  are  supplying  a French  company  now, 
which  is  being  financed  -by  Schneider.  We  had  small 
dealings  wiffi  a scheme  in  the  Port  of  Colombo,  also 
financed  with  Schneider.  About  Kariba,  it  was  rather 
interesting  that  we  had  to  send  to  Fiait  copies  of  the 
drawings  we  sent  to  the  Italian  contractors. — Sir  Richard 
Costain:  I created  a fuss  about  Kariba  two  or  three 
years  ago,  and  they  told  me  two  years  ago  that  they 
were  nearly  goLo'g  to  throw  me  out  of  .the  country ; 
but  they  now  agree  that  evMything  I said  was  right. 
The  Italians  are  sweeping  thro^h  'the  county,  putting 
the  Europiean  labour  out  of  jobs,  and  getting  nearly 
all  .the  jobs  there  are.  Four  Ministers  I saw  out  there 
within  the  last  .month  said  what  a great  mistake  it  was 
to  allow  the  Italians  into  Rhodesia  from  a British 
point  of  view. — Mr.  McFadzean:  We  are  faced  with 
great  competition.  We  are  anxious  to  meet,  and  beat  it. 
But  the  'trouble  is  that,  when  credit  is  wanted  beyond 
a certain  stage,  there  is  no  place  here  that  one  can  go  to ; 
there  is  no  centre,  no  pipeline  between  the  constructional 
and  manufacturing  industry  and  the  City.  It  is  a question 
of  individual  negotiation  with  E.C.G.D.  The  time  taken 
in  these  negotiations  is  very  important.  The  pleas  I would 
make  on  behalf  of  this  industry  are  these  two  main  points : 
can  we  have  a pipeline  to  the  City,  a centre  to  which 
one  can  go  to  talk  to  expwrts  and  get  a quick  decision, 
which  might  be  financed  by  the  banks ; and  secondly, 
can  E.C.G.D.  be  made  more  flexible  in  covering  some 
of  these  real  difficulties,  such  as  the  questions  of  acceptance 
and  recourse,  so  that  we  can  compete  on  level  terms  with 
people  overseas. — Mr.  McNeil:  At  the  present  time  the 
gap  between  what  can  be  .offered  with  the  backing  of 
E.C.G.D.  and  the  competition  that  defeats  us  is  usually 
only  a matter  of  two  or  three  years,  but  that  is  all  that 
they  require  in  order  to  defeat  us  at  the  present  time.  The 
Expx>rt-Import  Bank  have  the  facility  of  giving  up  to  20 
years ; so  that  we  need  somewhere  the  piossibility  of 
facilities  for  a far  greater  length  of  term  than  has  so  far 
been  envisaged.  I am  quite  sure  that  the  competition  wiD 
just  extend  their  facilities  to  meet  whatever  we  .put  forward 
up  to  a certain  pioint. — Mr.  de  Vigier:  I would  also  like 
to  make  a further  point ; the  pjsychological  advantage  of 
the  United  States  Exp>ort-Imp>ort  Bank.  If  a contractor 
is  backed  by  the  United  States  Export-Import  Bank  and 
the  question  of  dishonesty  arises,  the  contractor  has  far 
more  chance  to  get  his  claim  settled  if  it  is  backed  by  the 
United  States  Export-Imp>ort  Bank,  because  that  country 
would  be  frightened  to  do  something  which  would  prevent 
them  from  getting  another  loan  in  the  future  from  the 
Bank ; whereas  if  a British  contractor  goes  in  as  a lone 
wolf,  he  is  not  so  protected. 

7046.  Professor  Cairncross:  This  implies  that  you  are 
not  optimistic  about  getting  private  capital  in  any  shape 
without  converting  it  into  a gilt  edged  loan?  You  are 
contemplating  that  the  Government  either  provides  the 
money  diTectly,  or  erects  the  transaction  into  a gilt-edged 

loan? Mr.  McFadzean : Or  that  all  the  people  will  get 

together  and  form  this  corporation  ; as  long  as  they  stand 
by  it  is  good  enough  for  us. 


7047.  That  is  a different  proposition ; there  you  are 
talking  not  in  terms  of  E.C.G.D.  but  in  terms  of  finance 
which  would  run  the  risk,  and  you  told  us  that  you  do 
not  think  ftom  your  own  experience  and  effort,  that  the 
circumstances  now  are  conducive  to  the  formation  of  a 
consortium  for  which  capital  is  provided  ^ivately  and 

bears  a risk? Mr.  Laing:  Unless  the  people  who  are 

going  to  provide  the  capital  also  have  a slice  of  the 
equity  I do  not  tbinV  there  is.  Take  the  Middle  East  as 
an  example:  1 cannot  see  any  group  giving  a loan  to, 
say,  Syria,  at  6 per  cent,  with  no  capital  gain  at  the 
end  of  it. 

7048.  Sir  Reginald  Verdon  Smith:  Is  your  problem 
entirely  different  from  the  one  in  the  aviation  field?  Is 
not  Finance  Ltd.  a specimen  of  the  sort  of  thing  that 
you  are  talking  about?  Is  not  tiiat  the  sort  of  banking 

machinery  that  you  want  to  see? Mr.  Todd:  I think  so, 

subject  to  the  fact  that  diflereoit  industries  have  different 
characteristics.  Air  Finance  Ltd.  is  the  finance  corpora- 
tion designed  for  the  aircraft  industry,  and  from  what  we 
have  seen  it  is  doing  a good  job  for  the  aircraft  industry. 
If  we  had  a .«pTniiar  corporation  which  took  account  of  our 
own  characteristics  we  would  be  quite  happy. 

7049.  But  this  was  formed  as  an  arrangement  betwera 
bankers  and  the  industiry,  and  the  industry  had  a hand  in 
the  initiation.  Would  you  not  wish  to  do  the  same  sort 
(rf  Oimg  rather  than  suggest  necessarily  a Govemmeot 

concern? ^Again  we  must  bring  Hamlet  back  into  the 

play,  in  the  shape  of  the  E.C.G.D.  bankers’  guarantees.  I 
do  not  think,  as  I understand  the  position,  that  Air  Finance 
Ltd.  would  have,  as  it  has  at  the  moment,  overdrafts  to 
the  tune  of  £15,000,000  unless  there  were  E.C.G.D.  backers’ 
guarantees  in.  the  background. 

7050.  Professor  Sayers:  There  we  two  quite  different 
points : there  is  the  point  about  modifications  of  E.C.G.D. ; 
and  there  .is  the  .point  about  finance.  Assuming  that  the 
modifications  of  E.C.G.D.  are  achieved,  then  from  the 
point  of  riew  of  the  provision  of  credit  is  not  this  sort  of 
consortium  between  the  Qty  and  industrial  oonceras  in- 
terested in  the  manufacture  of  the  goods  or  their  supply 
the  sort  of  private  enterprise  project  providing  credit  which 
you  are  in  faot  advocating?  Is  this  not  an-  example  of  it 
workinig,  and  is  it  not  something  that  the  bankers  can 
achieve  without  necessarily  asking  the  Government  to  do 

it? Mr.  McFadzean : I agree  that  this  fals  into  two 

parts.  K a consortium  of  bankers  provided  the  finance 
we  would  be  perfectly  happy.  But  surely  the  consortium 
of  bankers  is  going  to  want  some  guarantee,  becatise  we 
as  .manufacturers  and  constructional  people  would  not  be 
interested  in  getting  the  finance  on  the  understanding  that 
if  things  went  wrong  it  came  back  to  us  in  total ; therefore 
the  cr^t  guarantee  must  remain,  either  to  the  consortium 
or  the  manufacturers. — Mr.  Taylor:  When  a contractor 
takes  a contract  overseas  he  goes  to  the  country  and  starts 
building  and  fixing  his  expenditure  in  ffiat  country ; 
whereas  with  an  aircraft  it  is  built  in  this  country  and  at 
the  time  of  delivery  the  manufacturer  knows  pretty  Well 
whether  the  country  can  pay  or  otherwise.  I think  that  is 
a fundamental  difference. 

7051.  Chairman:  Are  you  saying  that  it  is  difficult  to 
get  away  from  the  E.C.G.D.  part  in  these  two  things, 
because  in  the  case  of  a constructional  contractor’s  work 
it  is  inherently  difficult  to  give  a satisfactory  E.C.G.D. 

guarantee  with  regard  to  it? Mr.  Laing:  We  think  it 

could  be  done  very  easily.  We  have  regularly  put  up 
recommendations  to  E.C.G.D.  wbich  we  think  are  fair  and 
reasonable,  but  which  they  apparently  do  not. 

7052. 1 may  be  a Little  ignoran.t  about  this,  but  I was  not 
very  satisfied  about  the  proposals  that  you  put  in  the 
second  part  of  your  paper.  But  suppose  that  you  could 
easily  get  a sati^ctory  guarantee ; would  there  then  be 
any  difficulty  in  getting  satisfactory  finance  from  non- 

Govemment  sources? According  to  what  Sir  Richard 

Costain  was  told  in  the  City,  there  would  be  no  difficulty. 
But  we  that  come  to  the  second  point:  the  length  of  time 
of  the  loan. 

7053.  Professor  Sayers:  And  is  it  because  of  that  seccmd 
point  that  you  want  to  have  a consortium  to  deal  with  and 
do  not  wish  to  take  advantage  of  competition  between  the 

banks? Mr.  McFadzean:  It  is  because  of  that,  and 

also  because  of  the  cost  of  the  effort.  It  is  a VMy  expensive 
matter  making  these  tenders,  and  having  to  go  round 
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and  do  so  much  private  individual  negotiation  instead  of 
having  a reoognis^  address  to  whiob.  one  could  go  where 
there  would  he  a concentration  of  experts  on  finance. 

7054.  Lord  Harcourf.  Air  Finance  fulfils  that  need  for 

the  aircraft  industry? Mr.  Laing : If  we  had  something 

like  Air  Finance,  .tailored  fOT  our  particular  requirements 
as  far  as  time  was  concerned,  and  if  we  could  cover  this 
question  of  E.C.G.D.  guarantee,  we  should  be  very 
satisfied  with  the  results. — Mr.  McFadzean:  I agree 

entirely  about  that.  It  comes  back  to  die  point  that 
Constructdonal  Finance  LM.  would  have  to  be  prepared 
to  lend  the  money  without  recourse  on  the  manufacturer, 
or  the  E.C.G.D.  policy,  which  does  not  meet  the  require- 
ments of  the  construction  andus^,  would  have  to  be  so 
adjusted  that  Constructional  Finance  Ltd.  would  have 
recourse  to  E.C.G.D.  'and  not  to  the  manufacturer.  And 
it  is  important,  I suggest,  to  bear  in  mind  that  constmctdoai 
leads  on  to  the  sale  of  goods ; if  we  can  solve  the  con- 
struction problems,  by  and  large  we  are  bound  to  help 
the  sale  of  goods  and  professional  serv«»s  from  this 
country. — Mr.  Laing:  Ttus  is  going  to  come  to  a head 
with  atomic  pcwer  stations  overseas.  A large  portion  of 
those  are  manufactured  goods,  and  it  costs  a matter  of 
£100,000  to  prepare  a tender  for  a large  atomic  power 
station.  Nobody  is  going  to  spend  that  much  money  if 
he  does  not  know  where  his  source  of  finance  is  at  the 
end.  The  contractor  must  have  that  all  lined  up,  and  must 
have  a vehicle  through  which  to  work.  And,  of  course, 
witii  an  atomic  power  station  five  or  seven  years’  credit  is 
no  use  at  all. 

7055.  Sir  John  Woods:  We  have  been  talking  about  this 
on  the  basis  that  if  money  is  to  be  got  from  the  City 
E.C.G.D.  cover  is  required  for  any  contract  overseas. 
That  is  not  really  true,  is  it?  If  one  is  thinking  of  a 
contract  in  Australia  or  New  Zealand  or  South  Africa, 
there  is  no  reason  why  finance  should  'not  be  arranged, 
provided  the  Government  will  agree,  with'out  E.C.G.D. 

cover? Mr.  Taylor:  Yes;  of  approximat^y  £100 

million  of  work  done  now,  maybe  not  more  than 
£10  million  is  insured  under  E.C.GJD. 

7056.  Mr.  Jones:  Who  are  the  guarantors  for  the 
remaining  £90  million?  Suppose  that  there  was  a d'rfault 
in  respect  of  part  of  ithat  £90  million  not  covered  by 
kisurance  in  this  country,  who  would  be  responsible 

overseas  for  meeting  ithe  losses? ^In  Ghana  we  are 

doing  work,  and  if  the  Govemment  did  not  pay  for  that 
it  would  be  our  loss. 

7057.  Are  all  these  Government  contracte,  then,  that 

you  are  talking  about? No,  there  are  coU'Cracts  for 

private  individuals. 

7058.  Chairman:  But  they  carry  no  guarantee  except 
with  the  person  with  whom  you  have  made  tiie  ctmtract? 

Mr.  Beck:  Those  are  not  on  long-term  loans,  or 

even  medium-term  loans ; th^  are  mainly  being  paid 
monthly  as  we  go  ^■ong,  as  in  this  country. 

7059.  Mr.  Jones:  Is  there  a special  degree  of  credit 

worthiness  in  this  particular  field? Mr.  Beck:  Yes. 

That  is  more  important  than  anything  else  ; die  contractor 
wori^  on  iflie  site  and  must  be  sure  of  the  integrity  and 
honesty  of  his  customer. — Mr.  Taylor:  At  the  moment 
'furkey  has  no  sterling ; so  E.C.G.D.  have  stopped  giving 
any  cover  for  Turkey  for  .Che  .time  bemg. 

7060.  What  propcctdon  of  the  business  that  you  have 
to  do  abroad  needs  to  be  covered  by  insurance,  as  against 
the  part  of  the  business  you  can  rely  upon  in  terms  of 
credit  worthiness?  Is  it  50/50  or  is  it  75/25,  or  what  is 

it? Mr.  McFadzean:  This  is  a very  difficult  question. 

If  we  are  going  to  attempt  to  broaden  our  markets,  we 
must  attempt  to  increase  exports  in  undeveloped  countries  ; 
those  are  essentially  the  countries  that  require  export 
credit.  Where  there  is  a risky  political  situation  we  as 
commercial  people  feel  we  should  be  insured. 

7061.  Is  it  substantially  the  undeveloped  areas  of  the 

world  which  are  worrykig  you? ^Where  credit  guarantee 

is  concerned,  yes. 

7062.  Professor  Cairncross:  You  say  you  crrald  treble 
the  work  overseas ; is  that  intended  to  refer  exclusively 
to  those  countries  or  to  the  total  contracte  you  car^ 

out? Mr.  Laing:  We  believe  we  could  treble  it  in 

various  territories,  but  the  majority  of  the  increase  would 
be  more  work  in  the  undeveloped  countries  or  the 


developdng  countries.  That  would  include  places  like 
Latin-American  countries,  which  you  might  say  are  haif- 
deveioped. 

7063.  In  practice  perhaps  no  more  than  10  per  cent,  of 
the  work  done  at  present  is  subject  to  E.C.G.D. 

guarantee? Mr.  Taylor:  We  are  doing  the  maximum 

work  overseas  without  E.C.G.D.  cover  that  we  can  do. 
If  we  are  to  increase  the  volume,  we  must  have  E.C.G.D. 
cover. — Mr.  Laing:  The  risky  areas  are  in  the  Middle 
East  and,  to  a lesser  extent,  India ; and  then  there  is 
very  cousiderable  potential  in  Latin  America. 

7064.  Professor  Sayers:  It  is  for  the  development  of 
this  new  business  you  are  making  these  proposals  rather 

than  for  the  present? Mr.  Beck:  It  is  new  to  us,  but 

the  other  countries  are  aU  going  there.  We  see  German. 
French  and  Italian  competitors  going  to  these  places. 

7065.  Professor  Cairncross:  Can  we  pursue  this  one 
stage  further?  Of  the  money  going  into  this  at  the 
moment  a very  substantial  proportion,  probably  half, 
comes  from  the  International  Bank  for  Reconstruction 

and  Development? iMr.  Laing:  The  U.S.  Export- 

Import  Bank  ri  lending  three  or  four  times  as  much  as 
the  World  Bank. 

7066.  If  you  take  out  the  $500  million  that  we  got  from 
the  Export-Import  Bank  last  year,  the  position  looks  rather 
different.  World  Bank  lending  is  of  the  order  of  $500 
million,  and  it  has  risen  quite  steeply  during  the  last 
three  years.  Last  year  I think  we  may  take  it  that 

the  World  Bank  did  lend  more? Mr.  Todd:  In  the 

six  months  ending  31st  December,  1957,  the  Export- 
Import  Bank  lent  $468  million.  World  Ba^  lending  for 
1955  was  $274  million,  for  1956  $283  million,  and  for 
1957  $332  million. 

7067.  I think  you  will  find  that  those  Export-Import 
iBank  figures  are  total  commitments,  while  the  World 
Bank  figures  are  actual  disbursements.  At  any  rate, 
without  arguing  about  precise  magnitudes,  it  is  quite  a 
steeply  rising  total  for  the  World  Bank.  They  concentrate 
both  on  the  under-developed  countries  and  on  loans  of 
the  order  of  fifteen  years,  and  they  do  not  make  tied 
loans ; but  you  appear  to  have  some  reservations  about 

the  World  Bank? Mr.  Laing:  Three  quarters  of  the 

amoimt  they  are  lending  is  lent  in  dollars,  which  means 
that  the  people  who  are  borrowing  have  expressed  a 
desire  to  have  the  loan  in  dollars  because  they  want  to 

spend  it  on  dollar  goods  for  some  reason  or  another. 

Sir  Richard  Costain:  Although  it  is  called  the  World 
Bank,  because  of  its  physical  situation  the  American  con- 
tractors of  all  shapes  and  sizes  get  a material  advantage, 
as  Mr.  Eugene  Black  himself  has  said.  And  these  under- 
developed countries,  like  Brazil,  consider  it  to  be  an 
American  Bank  and  consider  it  preferable  to  give  work 
to  the  American  people  rather  than  to  anybody  else. 
— Mr.  McNeil:  The  World  Bank  recruit  their  engineering 
staff  and  their  assessors  almost  entirely  in  America  and 
■they  are  United  States  citizens,  and  they  naturally  know 
American  equipment  and  are  very  strongly  biased  towards 
it. 

7068.  Lord  Harcourt : The  chief  consulting  engineer  for 

the  last  three  years  has  been  an  Englishman? He  is 

in  a terrific  minority. 

7069.  Professor  Cairncross:  Let  us  make  a number 
of  favourable  assumptions;  first  of  all  that  World  Bank 
lending  in  the  next  few  years  achieves  a much  greater 
volume ; secondly,  that  there  is  no  Miticular  American 
flavour  about  the  consequence  of  me  loan,  We  then 
get  free  from  the  tied  loan  system  in  these  countries  in 
which  you  want  to  do  a large  amount  of  business.  Would 
you  still,  because  of  political  risks,  want  E.C.G.D.  cover, 
on  a scale  which  under  its  existing  terms  you  could  not 
get? — ^ — Sir  Richard  Costain:  If  we  had  a World  Bank 
guarantee  we  should  not  want  one.  But  if  (he  contract 
is  taken  on  with  the  country,  and  the  country  could  divert 
that  money  for  some  other  use,  we  should  want  E.C.G.D. 
cover  because  of  that  risk. 

7070.  But  there  is  no  possibility  of  World  Bank  money 
being  diverted.  Assuming  the  World  Bank  continues  to 
increase  would  you  still  wish  to  have  other  facilities  in 

this  conntry? Mr.  Titylor:  Yes.— Mr.  Laing:  There  are 

many  instances  where  our  members  have  got  contracts 
which  have  been  financed  by  World  Bank  loans.  But 
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those  are  competed  for  by  every  country  under  the  sun, 
and  the  competition  is  open  competition  and  one  is  not 
necessarily  comparing  like  with  like  as  far  as  performance 
or  ability  of  firms  is  concerned.  In  certain  cases  Britain 
and  the  United  States  are  worldng  under  great  _ dis- 
advantages, as  our  labour  costs  are  very  much  higher 
than,  say,  the  Italians’.  In  the  case  of  Kariba  we  put  in 
a tender,  which  took  us  a lot  of  time  to  do,  and  we 
reckoned  the  difference  between  the  rates  we  had  to  pay 
the  British  craftsman  and  the  rates  the  Italians  are  in  fact 
paying  amounted  to  something  between  £3  and  £4  million 
on  a £30  million  contract.  That  is  one  of  the  reasons 
why  we  diould  not  necessarily  benefit  so  much  as  other 
countries,  particularly  Italy,  if  World  Bank  loans  increased. 

7071.  Chairrrum  \ Given  a World  Bank  loan  to  a country 
that  wants  to  achieve  some  development  project,  then 
that  project  is  open  to  competition,  as  you  say.  But  if 
it  is  an  area  where  you  need  insurance  against  the  political 
risk  will  you  not  still  find,  if  they  can  offer  better  credit 
terms  for  carrying  out  the  contract  than  you  can,  that 
you  will  have  the  same  E.C.G.D.  impediment  as  befc«:e? 

Mr.  McFadzean : Yes,  but  in  an  assessment  of  credit 

worthiness  one  is  influenced  by  the  fact  that  die  World 
Bank  is  giving  a loan. 

7072.  Sir  John  Woods:  I am  not  clear  about  this 
wanting  E.C.G.D.  cover  where  there  is  a World  Bank 
loan.  I would  have  aipected  that  the  World  Bank  itself 
would  police  its  own  loan  so  that  the  funds  could  not 

be  diverted  to  some  other  purpose. Mr.  McFadzean: 

We  have  taken  jobs  financed  by  the  World  Bank  without 
an  E.C.G.D.  guarantee. — Mr.  Beck:  The  World  Bank 
loaned  so  much  to  Abyssinia  for  a development  pro- 
granane.  The  money  is  paid  to  the  Abyssinian  Govern- 
ment for  that,  and  how  much  they  pay  is  purely  in  the 
bands  of  the  Abyssinian  Government. 

7073.  Lord  Harcourt:  That  is  not  so.  Every  single 
contract  is  under  the  direct  control  of  the  Technical 
Operations  Department  of  the  Bank,  and  the  Bank  dis- 
burse the  money.— Chairman : Then  the  difficulty  I was 
trying  to  clear  up  would  not  arise. — Mr.  Laing:  There 
are  cases,  such  as  Kariba,  where  the  World  Bank  is  putting 
in  a iportion  of  the  .finance  and  the  rest  is  raised  by  all  sorts 


of  other  means.  In  that  kind  of  case  we  might  want  to 
have  cover  from  E.C.GJD. 

7074.  I think  that  completes  our  questions,  Mr.  Laing; 
is  there  anything  you  would  like  to  add  arising  out  of 

our  discussion? Mr.  Laing:  I should  like  to  make  one 

point.  We  believe  that  our  industry  is,  as  Mr.  de  Vigier 
has  said,  the  spearhead  of  industry  generally  from  Britain, 
and  we  know  that  we  can  ecpand  our  overseas  activities 
very  considerably  indeed.  I mentioned  earlier  the  ques- 
tion of  atomic  energy;  that  is  just  one  item.  With 
atomic  energy  and  hydroelectric  power  and  so  on,  if  we 
can  get  into  the  position  where  Britain  is  able  to  finance 
complete  schemes  right  through  from  the  design  and 
constmctk>n  to  the  complete  sale  of  them,  I am  quite 
sure  that  we  can  expand  our  industry  very  consider^ly. 
I will  go  back  a few  years  to  the  origins  of  the  Kariba 
scheme.  My  own  firm  was  interested  with  a group  that 
was  trying  to  raise  the  finance  for  the  whole  of  Kariba. 
The  Rhodesian  Government  was  quite  satisfied  that,  if 
we  could  raise  tiie  finance  under  reasonable  terms  (and 
they  told  us  what  broadly  were  reasonaible  terms),  they 
could  negotiate  the  contract  with  our  group  for  the 
Kariba.  That  fell  through,  as  you  know.  That  is  the 
kind  of  thing  tiiat  can  happen  more  and  more  in  the 
underdeveloped  countries  of  the  world. — Mr.  McFadzean : 
I do  not  think  we  should  get  the  World  Bank  out  of 
proportion,  because,  valuable  as  that  concern  is,  it  still 
is  not  doing  everytiung.  One  is  up  against  competition 
from  other  countries,  like  Germany,  and  we  have  simply 
got  to  compete  against  that. — Sir  Richard  Costain:  I 
should  like  to  stress  this  question  of  sterling  as  a trading 
commonly ; we  ^ould  not  let  contractors  in  other  parts 
of  the  world  have  the  use  of  it  at  5 per  cent. — Mr. 
de  Vigier:  I should  like  to  stress  that  in  the  United  States 
there  are  insurance  companies  and  banks,  as  in  this 
country ; yet  they  found  it  sufficiently  important  to  found 
the  Export-Import  Bank.  They  must  have  had  a good 
reason  for  doing  so,  and  the  good  reason  surely  was 
that  where  American  money  is  being  used,  American 
contractors  and  American  goods  are  being  used,  thus 
backing  the  home  industry. 

Chairman:  Thank  you  very  much,  gentlemen.  This 
has  been  a very  helpful  afternoon. 


(Adjourned  until  Thursday,  24th  April,  1958,  at  II  a.m.) 
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7075.  Chairman : Will  you  have  your  memorandum*  in 
front  of  you,  gentlemen?  It  is  very  informative,  and  we 

should  like  to  go  through  the  main  points  with  you. 

Mr.  Trustam-.  May  I suggest,  Sir,  as  a preliminary — 
Mr.  Walters  and  I are  here  as  Chairman  and  Deputy 
Qiainnan  and  not  as  investment  experts.  We  are  con- 
cerned with  the  overall  investment  but  not  with  day-to-day 
market  operations.  That  is  the  province  of  my  colleagues 
Mr.  Lochhead  and  Mr.  Murray.  I should  be  glad  to 
answer  any  general  questions,  hut  anything  on  the 
technical  side  might  be  sensibly  addressed  to  them. 

7076.  It  is  quite  convenient  to  us  if  you  settle  among 

yourselves  who  is  to  deal  with  the  various  questions.  You 
distinguish  in  the  role  of  insurance  companies  as  investors, 
between  the  functions  and  characteristics  of  your  life 
business  and  the  functions  and  characteristics  of  the 
general  business.  Then  you  give  us  a note  in  paragraphs 
12  and  13  about  overseas  life  and  general  business.  In 
effect  that  means  that  overseas  business  generates  its  own 
fund  of  investments  in  the  country  in  which  the  business 
is  conducted? ^Very  largely. 

7077.  What  qualifications  of  “ very  largely  ” are  there? 
Is  it  not  becoming  more  and  more  habitual  for  countries 
to  require  the  retention  of  at  any  rate  a proportion  of  the 
funds  representing  business  done  in  their  own  country? 

^Tbat  is  correct.  There  is  the  enforced  retention  of 

funds  overseas  ; there  is  the  voluntary  retention  of  funds 
overseas,  where  we  must  demonstrate  that  we  are  par- 
ticipating in  die  activities  of  the  country  and  not  merely 
bleeding  it  and  bringing  out  everything  we  can ; and  of 
course  there  are  sometimes  exchange  restrictions  in  these 
other  countries  which  prevent  our  remitting  funds.  On  the 
other  hand  we  aim  at  bringing  home  the  maximum  possible 
subject  to  those  considerations,  and,  as  a minimum,  bring- 
ing home  enough  to  pay  in  this  country  the  expenses_  that 
arise  in  this  country  with  relation  to  the  overseas  business. 
For  example,  if  we  pay  British  tax  on  that  overseas 
business,  we  must  bring  back  at  least  sufficient  money  from 
that  country  to  pay  our  British  tax  on  that  business  trans- 
acted in  that  country.  Those  are  roughly  the  guiding 
principles. 

7078.  The  general  picture  is  one  in  which  you  conduct 
operations  from  the  head  office  here,  but  each  country 
generates  and  retains  its  own  funds  and  investments  accord- 
ing to  the  business  done.  Is  that  right? — — -I  would  think 
that  slightly  over-stated.  That  implies  having  nothing 
accruing  to  this  country  in  the  way  of  remittances. 

7079.  How  far  should  we  qualify  it?  Naturally  you 

have  a claim,  which  most  countries  would  recognise,  to 
return  to  the  head  office  the  expenses  of  conducting  the 
business  from  head  office.  There  is  also  the  profit  element. 
Is  there  difficulty  about  .that? No,  that  does  not  matter. 

7080.  Professor  Cairncross:  Do  you  have  any  latitude 
in  the  moving  of  funds  for  investment  between  one  coun- 

* Memoranda  of  Evidence  Part  VI  No.  10. 


try  and  anoflier?  Do  you  in  fact  move  any  substantial 
suras  between  one  country  and  another,  if  you  are 
obliged  to  retain  the  funds  arising  in  the  country  in  which 

the  insurance  is  transacted? ^You  mean  as  between  one 

country  and  another  country  abroad?  I would  say  no ; 
the  traffic  is  almost  entirely  as  between  this  country  and 
the  various  countries  overseas  where  we  trade. 

7081.  In  that  case,  are  you  free  to  bring  here  for  invest- 
ment any  substantial  proportion  of  the  funds  arising 

abroad? Subject  to  the  three  considerations  that  I 

mentioned : statutory  retention  of  reserves  in  that  country 
overseas,  voluntary  retention  of  funds  there,  and  exchange 
restrictions  in  that  country,  which  may  preclude  you,  either 
for  a shorter  or  a longer  time,  from  bringing  home  what 
you  want  to  bring  home. 

7082.  How  far  is  there  any  capital  transfer  between 
insurance  business  transacted  abroad  and  this  country? 

^I  find  it  dfficult  to  give  any  precase  answer  to  that, 

beyond  the  fact  that  it  does  work  out  that  we  are  as  a mini- 
mum able  to  bring  home  sufficient  to  pay  our  CTpenses 
here  on  ffiat  foreign  business. 

7083.  That  is  your  costs  ; it  is  not  capital.  Are  we  to 

think  in  effect  that  there  is  no  capital  movement? ^Yes, 

I ihinV  that  is  correct.  The  capital  which  we  have  invested 
in  those  countries  overseas  is  the  result  of  accumulated 
earnings  over  the  years,  which  have  been  built  up. 

7084.  You  give  us  in  paragraph  12  the  proportion  of 
your  general  business  overseas  to  the  total  general  busi- 
ness. Can  you  also  tell  us  how  much  of  your  life  business  is 

transacted  abroad? Mr.  Murray  ■ I would  hesitate  to 

give  a figure  without  asking  the  offices  for  information 
which  we  have  not  got. 

7085.  Is  ahe  proportiion  10  per  cent,  or  20  per  cent., 

say? Mr.  Murray:  I would  say  dt  be  of  the 

order  of  20  per  cent. — Mr.  Trustam : Certainly  not  of  the 
order  of  60  per  cait. 

7086.  Chairman:  fo  there  an  increasing  tendency  for 
the  funds  representing  overseas  business  to  be  retained 
for  one  reason  or  another  an.  the  territory  in  which  the 

business  is  done? ^Yes,  with  varying  degrees  of  emphass 

in  different  countries.  There  may  be  legisJaitioii,  as  for 
instance  in  some  South  American  oomutries,  which  puts 
increasing  pressure  to  that  end ; on  the  other  hand  in  a 
ooutttry  like  Australia  there  has  been  no  change  an  the 
factors  governing  our  movements  of  money  at  all. 

7087.  No  technical  change ; but  is  there  an  increasing 
feeling  an  'the  countries  concerned  that  business  there 

must  be  repaid  by  investments  made  '(here? ^Yes.  The 

provision  of  capital  to  Australia  (there  is  a good  deal  of  talk 
about  Britain  not  providing  enough  capital  for  Australia’s 
development)  in  a sense  includes  not  'taking  out  of  Australia 
what  one  can  reasonably  'leave  there.  I do  not  by  that 
mean  to  suggest  that  there  is  any  spe<aal  problem  in 
relation  to  Australia  ; it  is  just  part  of  me  general  picture. 
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7088.  Professor  Cairncross:  Do  you  not  find,  dn  some 

of  'toe  Jess  developed  oountries  ait  any  rate,  difficulty  as 
regards  putting  your  money  linto  suitably  Mquid  invest- 
ments? Are  you  able  rto  find  shout-term  investments  com- 
parable to  shoit-term  Government  Bills? Mr.  Lock- 

head:  We  have  not  'in  the  ordinary  way  put  it  in  short- 
term,  even  on  the  general  side.  Generally  speaking  we 
can  pu.t  money  on  deposit  alt  a ’bank,  and  there  are 
indigenous  Government  securities  o£  varying  maturities 
wWch  meet  toe  needs  of  most  of  'toe  oomipames  doing 
business  in  toose  countries. 

7089.  Are  we  to  understand  that  your  general  funds  are 

only  to  a vei-y  limited  extent  tied  up  in  this  way? The 

whole  of  our  holdings  in  Treasury  Bills  are  trifling  ; there- 
fore there  cannot  be  very  much  of  our  general  funds  in 
Treasury  Bills.  We  did  not  divide  toe  holdings  between 
life  funds  and  general  funds  in  our  table,  since  we 
•imaging  that  this  Committee  would  be  more  interested 
in  knowing  the  volume  rather  than  the  source  from  wihich 
toe  investments  sprang. 

7090.  Do  toe  figures  'in  paragraph  34  cover  life  funds 

only  or  general  funds  'as  well? Mr.  Lochhead:  All 

our  funds, — Mr.  Murray:  One  would  expect  the  pro- 
portion, of  gener^  branch  funds  in  Treasury  Bills  to 
be  more  than  toe  proportion  of  life  branch  funds  in 
Treasury  Bills;  bult  as  the  total  of  life  funds  so  far  out- 
weighs toe  total  loE  general  funds  it  is  'im'posssible  to  say 
what  toe  actual  figures  related  ito  general  and  life  funds 
separately  would  come  out  at. 

7091.  In  some  of  'the  oarlior  paragraphs  of  the  paper 
you  emphasise  the  need  to  be  able  to  realise  yo'ur  capi'tal 
qmckly  >oii  the  ganeral  buriness.  What  forms  lOf  invest- 
ment do  you  consider  suitable  for  that  purpose,  if  you  say 
that  Treasury  KUs  are  not  particularly  impontant  here? 

Mr.  Lochhead:  Short-dated  Government  stocks  or 

cash.. 

7092.  Professor  Sayers : You  mean  by  short-dated  under 

five  years? Not  as  a rule.  There  is  a practical  problem 

here.  The  investments  we  hold  overseas  are  generally 
speaking  dashed  by  legislation  or,  if  not,  they  are 
“bogged  down.”  in  the  country  for  the  reasons  -Mr. 
Trustam  has  mentiemed.  We  do  not  want  to  have  .securi- 
ties that  turn  over  'too  rapidly  or  too  frequently,  such 
as  bills  or  short-dated  investments  ; we  would  rather  have 
sometoing  whdoh  is  going  to  be  there  for  a reasonable 
period  of  time,  for  purely  administrative  reasons.  To  buy, 
for  example,  Treasury  BiUs  woidd  mean  an  awful  business 
every  three  months ito  have  'to  renew  them. 

7093.  Professor  Cairncro.ss:  Would  what  y'OU  say  be 

equally  applicable  to  toe  home  'business? Not  quite, 

because  there  are  no  deposit  regulations  here. 

7094.  But  you  would  still  show  toe  same  reluctance  to 

'cst  in  TreasU'ry  Bills? Except  as  a very  temporary 

d casual  circumstance. 

7095.  Professor  Sayers:  And  what  'about  the  Govem- 

,ent  bonds  under  five  years? ^There  is  very  little 

avestment  in  toem  at  all.  For  one  'thing  toe  bank.s  are 
nore  interested  m toem,  and  that  pushes  the  price  up  ; they 
therefore  'become,  to  that  extent,  less  laittraotive  to  us. 

7096.  Mr.  Jones:  What  proportion  of  the  British  Govern- 

ment and  Government  guaranteed  securities  in  the  life 
funds  and  in  the  general  funds  shown  at  item  2 of  Table  I 
in  your  paper  are  short-term,  under  five  years,  what  pro- 
portion are  medium  term,  and  what  proportion  are  long- 
term?  have  not  got  the  slatistios  broken  down  to  thiat 

extent;  but  in  general  terms  I should  say  that  the  bulk 
of  the  Government  securities  in  toe  life  funds  would  be 
towards  'the  end  of  the  range,  practically  nothing  under 
five  years,  and  very  little  between  five  and  ten ; whereas 
in  the  'general  funds  you  would  find  the  centre  of  gravity, 
as  one  might  csall  it,  much  nearer  the  beginning. 

7097.  You  are  saying  that  the  £1,127  million  of  Govern- 
ment securities  in  the  life  funds  are  overwhelmingly  in 

long-dated  securities,  anything  up  to  15  to  20  years? 

Longer  than  that. 

7098.  Where  would  you  put  the  average  date  of  the 
£154  pidllion  invested  in  Government  securities  for  toe 
general  funds?  You  might  want  toe  money  at  any  time 
between  one  year  and  15  years.  Would  the  average  there 

be  m^'ura-dated  rather  than  long-dated? Medium- 

dat^ ; 10  to  20  years.  We  do  not  invest  in  short-dated 
stocki)  on  the  general  funds  with  the  idea  of  a particular 


investment  falling  dn  to  meet  a particular  liability.  The 
.■ihortoess  is  merely  to  ensure  some  degree  of  stability  in 
the  price. 

7099.  Professor  Sayers:  I tliought  that  this  £370  millions 
invested  for  the  general  funds  was  essentially  a reserve 
against  contingen't  liabilities,  and  that  you  had  to  keep  it 
pretty  liquid  because  of  the  risk  of  a catastrophic  loss  now 
and  again  ; and  that  therefore  you  had  a decided  preference 
in  your  general  funds  for  the  .rather  short-dated  securities. 

Are  you  saying  that  toat  is  not  .so? Only  partially  so, 

The  .preference  for  the  short-dated  is  to  ensure  soime 
measure  of  stability  in  value,  but  you  can  get  the  other 
desirable  feature,  namely  marketability,  .in  other  than 
shorts. 

7100.  Professor  Cairncross:  Do  you  regard  a ten-year 

investment  as  one  calculated  to  give  stability? Mr. 

Murray : Relatively  so. 

7101.  Professor  Sayens:  But  there  have  been  very  big 

movements  in  the  prices  of  ten-year  bonds  over  toe  last 
ten,  years ; yet  you  regard  these  as  appropriate  securities  for 
your  general  funds? Yes. 

7102.  You  are  quite  'happy  to  see  these  prices  moving 

about  as  they  do? Mr.  Murray : There  are  other  liqiaid 

resources  here  quite  apart  from  iheso;  debentures  fonn 
probably  quite  a subsUntial  part.  It  would  be 
impossible  to  say  without  getting  the  statistics,  but  there 
are  probably  in  these  holdings  of  debenture  and  loan  stocks 
quite  a 'lot  of  short-term  loan  stocks  running  out,  or  fairly 
short. — Mr.  Trustam:  We  do  not  take  Ihe  view  that  those 
£370  millions  have  to  be  immediately  and  liieraliy  liquid; 
otherwise  we  would  just  leave  them  an,  the  bank  as  cash. 
As  between  a 15-year  bond  and  a 30-year  bond,  the  bias,  if 
we  are  investing  for  the  general  funds,  is  generally  towards 
the  shorter  term,  but  no  more  toan  that.  You  referred 
to  toe  fluctuation  of  a ten-year  bond;  if  one  had  very 
considerable  ncM  to  realise  quickly,  and  the  price  of  one’s 
ten-year  'bonds  had  moved  lagainst  one,  toat  would  be  too 
bad.  They  probably  would  not  have  moved  so  violently 
as  the  longer  bonds.  At  any  rate  at  .toe  short  end  we  finish 
with  some  volume  of  Treasury  Bills,  which  would  be  our 
first  line  of  defence. 

7103.  Chairman:  We  are  not  at  all  critical  of  the  way 

in.  which  you  do  your  business ; it  is  toe  reason  why  you  do 
it  which  is  the  point  to  which  we  arc  directing  you.  I 
think  we  all  felt  a liliile  surprised  to  find  that  dn  the  invest- 
ment of  the  general  funds  there  was  a readiness  to  go  ^ 
long  in  the  investments  as  you  seem  to.  The  reason  for  it, 
as  I understand  it,  is  toat  a better  yield  is  obtainable  in. 
the  medium-term,  because  there  are  a large  number  of 
other  takers,  such  as  the  banks,  for  the  short-term? Yes. 

7104.  Profes.sor  Cairncross:  Do  cash  holdings  both  in 
general  and  life  business  come  under  item  9 in  Table  I, 
or  is  there  a separate  holding  for  cash  which  does  not 

appear? Mr.  Lochhead:  Table  1 only  includes  invested 

as-sets  and  not  current  assets.  On  Table  II  we  have  included 
current  assets  as  well. 


7105.  Chairman:  Could  you  define  for  us  current  assets, 

so  .that  we  may  see  what  is  excluded  there,  apart  from 
cash  itself? Mr.  Trustam:  Agents'  balances,  outstand- 

ing premiums  and  miscellaneou.s  items  like  that. 

7106.  Lord  Harcourt:  What  proportion  of  your  reserve 
for  unexpired  risk  (we  are  talking  about  the  general 
funds,  where  every  contract  is  an  annual  contract)  is  hew 

in  cash? 1 could  not  quote  figures,  but  a very  minuw 

proportion.  Wo  do  not  aim,  as  a matter  of  general  P®h 
to  keep  a reserve  for  unexpired  risk  in  cash  at  all,  but 
the  money  or  assets  that  we  hold  against  that  liabiuty 
should  be  in  such  a form  as  to  be  fairly  readily  realisable 
if  we  need  it.  Otherwise  we  invest,  and  our  problem  as 
regards  cash  is  merely  to  ensure  that  we  have,  from  wccK 
to  week,  sufficient  to  cope  with  our  trading  requirements. 

7107.  Professor  Cairncross:  If  you  meet  with  _some 
unfortunate  catastrophe  and  have  to  find  funds  quicxiy, 
where  do  you  find  them?  Which  of  your 

you  realise?  Is  there  .some  standard  procedure,  or  aoe 

it  vary? ^No,  it  would  vary.  Obviously  one^'OTiw  sen 

what  is  readily  marketable  and  what  one  could  sell  wit 
the  least  disadvantage  to  oneself. 

7108.  You  have  not  a designated  list  of  assets  or  types 
of  assets  which  you  hold  against  such  eventualities/ 

Not  in  that  specific  way.  We  have  cash ; we  rnay 
money  on  deposit  account  with  the  banks  i[?i, 

money  in  current  account) ; we  may  have  Treasury  B 
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7109.  Chairman : I suppose  you  find  yourselves  tapping 
a bit  of  all  these  assets  so  as  not  to  load  the  market  in 

any  one  particular  way? Naturally  one  would  choose 

to  use  first  the  assets  which  were  of  the  least  advantage. 

7110.  Mr.  Jones:  To  what  extent  is  there  switching 
of  assets?  According  to  Table  II  the  total  invested  was 
£405  million  in  1956,  Could  we  be  told  how  much  of 
this  £405  million  was  switched  from  other  investments 

and  how  much  was  invested  from  surplus  funds? Mr. 

Lochhead:  The  third  column,  which  is  the  difference 
between  the  first  and  second  columns,  probably  answers 
the  question  adequately.  The  second  column,  totrd  dis- 
investment, represents  redemptions  of  holdings,  the  draw- 
ings of  bonds,  and  voluntary  sales  on  the  part  of  the 
companies.  The  £405  million  represents  the  actual  invest- 
ment made,  which  includes  not  only  the  new  money 
collected  but  also  what  we  call  turnover  money:  so  the 
net  figure  is  really  £259  million. 

7111.  Lord  Harcouri:  Would  it  not  be  fair  to  say  that 
your  first  line  of  reserves  is  your  ^emiuims  which  are 
coming  in  the  whole  time,  and  which  you  can  refrain 
from  investing  but  use  instead  to  meet  a current  claim? 
Quite. 

7112.  Professor  Sayers:  The  net  amount  accruing  each 
week  on  the  general  funds  surely  cannot  be  so  very  big, 
because  every  week  there  are  hosts  of  small  claims  which 
add  up  to  quite  a lot,  and  there  is  also  the  cost  of  running 
the  offices.  Surely  there  is  not  all  that  much  profit  in 

this  business? ^It  may  be  pertinent  to  mention  the 

figures  given  in  the  Board  of  Trade  returns.  They  relate 
to  life  business  and  general  business  together,  but  the  bulk 
of  the  cash  figures  mentioned  will  be  general  business  only. 
Cash  and  stamps  at  the  end  of  1956  was  £134  million. 
The  bulk  of  that  will  be  in  the  general  funds  and  repre- 
sents the  working  balances  of  general  insurance  business 
throughout  the  world.  It  i.s  not  all  here,  but  then  all 
catastrophes  do  not  happen  in  this  country,  of  course. 
The  first  line  of  defence  is  to  run  down  the  working 
balance.  If  you  find  you  run  it  down  too  much,  you 
do  not  invest  any  new  accretions,  small  though  they  be 
from  week  to  week.  Then  if  you  want  more  you  would 
go  to  your  shorter-dated  investments,  those  showing  the 
least  loss  ; and  so  on. 

7113.  Do  you  ever  change  from  cash  into  Treasury 

Bills  in  the  general  funds? Only  to  a very  limited 

extent. 

7114.  Professor  Cairncivss:  You  do  not  hold  out  the 
prospect  to  us  that  you  will  eventually  become  important 

purchasers  of  Treasury  Bills? ^It  is  most  unlikely. 

There  has  been  a suggestion  of  a .tendency  in  recent 
months  for  the  general  departments  and  the  life  depart- 
ments to  go  a little  more  into  Treasury  Bills  than  has 
been  customary ; the  increase  shown  in  paragraph  34, 
where  the  inorease  in  the  total  is  much  faster  than  the 
increase  in  tihe  total  funds,  bears  'that  out. 

7115.  Chairman:  Why  should  th^  be  unattractive, 
considering  you  as  organisations  which,  so  far  as  the 
general  funds  go,  have  .to  keep  large  current  balances? 

Is  iit  the  yield  factor? ^Today  the  return  on  Treasury 

Bills  is  a real  point,  but  in  normal  times  it  is  not. 

7116.  Professor  Cairncross:  But  even  at  the  current 

rates,  you  stiU  do  not  expect  to  see  any  buying  of  Treasury 
Bills? ^No. 

7117.  In  what  way  do  you  hold  your  British  govern- 

ment securities?  Would  tliese  and  the  oflier  stocks  men- 
tioned here  be  held  in  the  name  of  the  insurance^  company 
concerned,  or  is  it  a nominee  holding,  or  is  it  held  in 
some  odier  way? ^It  is  the  practice  of  insurance  com- 

panies almost  unanimously  to  hold  their  securities  in  their 
own  names.  The  use  of  nominees  among  insurance 
companies  is  very  rare  indeed. 

7118.  Chairman:  On  Table  II,  are  we  to  regard  the 
distribution  which  you  give  us  for  1956  as  being  at  all 

typical? 1 would  say  -that  this  is  a fair  representation 

of  what  has  happen^,  and  what  would  happen  at  the 
present  time.  One  might  find  a little  reduction  in  the 
amount  of  mortgages,  if  and  when  the  building  societies 
found  themselves  with  a little  more  lendable  money. 

7115.  Professor  Cairncross:  Does  a substantial  part  of 
the  sum  in  item  1 shown  as  mortgages  repre^t  advances 
to  your  own  clients  for  'the  purchase  of  private  houses? 
— ^-Certainly  ; about  half. 
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7120.  You  must  be  quite  an  important  element  in  the 

house  propCTty  market? Mr.  Murray : Very  important 

at  the  m'Oment. — Mr.  Lochhead:  But  it  is  still  small, 
relative  to  what  the  building  societies  do.  If  we  are  right 
that  about  half  of  this  is  mortgages  on  private  houses,  it 
means  that  there  was  net  investment  of  about  £40  million. 
Compared  with  what  the  building  societies  do,  that  is  still 
pretty  negligible. 

7121.  Would  you  perhaps  be  prepared  to  lend  more 

freely  on  a proipCTty  where  building  societies  have  at 
lini'es  shown  a disinclination  to  make  loans?  Is  there  a 
distinction  there? ^The  general  run  of  mortgage  invest- 

ment in  insurance  companies  as  a whole  is  very  much 
wider.  The  sort  of  investments  that  they  like  fo'r  mort- 
gages are  more  ilbe  shop  property  type. 

7122.  Office  buildings? Office  buildi'ngs  particu- 

larly ; and  then  perhaps  flats  and  residential  properties 
coming  a very  low  third:  whereas  the  building  societies 
are  much  more  confined. 

7123.  Do  you  draw  a distinction  in  giving  a mortgage 

between  old  proiperty  and  new  property? We  generaUy 

tend  to  follow  the  Gilding  societies  very  closely.  We  do 
not  want  to  be,  and  in  fact  we  are  not,  competitors  with 
them  in  any  sense.  The  increase  is  due  to  a great 
extent  to  the  shortage  of  funds  in  the  building  societies. 
I would  say  that  the  volume  we  have  done  in  recent  years 
since  the  shortage  developed  is  exceptional. 

7124.  Chairman:  Is  the  business  that  you  do  in  this 
way  mainly  for  people  who  are  in  other  contractual 
arrangements  with  you  as  policy  holders,  or  does  it  come 

as  a general  ipolicy? It  is  generally  business  with  policy 

holders. 

7125.  Professor  Sayers:  Do  you  expect  .to  increase  it? 

Not  if  the  building  societies  come  back  with  fuE 

funds  to  take  their  place. 

7126.  Professor  Cairncross:  Are  we  to  understand  that 
only  a limited  proportion  of  what  you  put  here  as 

mortgages  represent  advances  to  local  authorities? 

Advances  to  local  authorities,  including  mortgages,  would 
come  under  item  9. 

7127.  Professor  Sayers:  So  this  is  all  property  mort- 
gages f'or  private  purchase? Yes. 

7128.  Would  you  say  tliat  about  half  of  .Ihem  is  repre- 
sented 'by  moderately  big  business  in  drops  and  blocks  of 

flats? Mr.  Muiray:  Probably. — Mr.  Lochhead:  We 

are  not  much  interested  in  small  mortgages,  except  houses. 

7129.  If  one  can  compare  the  figures  in  Taible  II  wifii 
those  in  Table  I,  your  proportion  of  mortgages  seems  to  be 

going  up,  even  apart  from  lihe  small  house  businsss? 

Mr.  Murray : This  may  not  be  typical.  It  niight  reflect 
loans  to  the  smaller  companies,  who  'have  had  difficulty  in 
getting  bank  advances,  and  so  have  come  to  the  'insurance 
companies  and  'got  mortgages  from  them.  The  amount  we 
invested  in  this  in  1956  is  big  in  relation  to  the  pr^ortion 
of  our  total  assets  we  have  invested  in  this  way  in  other 
years. 

7130.  Professor  Cairncross:  The  proportion  of  your 

funds  invested  in  mortgages  has  risen  very  steeply  in  the 
past  six  or  seven-  years.  In  six  years  have  you  not  just 
about  doubled  the  am'Ount? Yes-. 

7131.  Professor  Sayers:  Is  the  mortgage  business,  apart 

from  .the  house  busin'ess,  going  to  continue  to  increase? 

Mr.  Lochhead : I should  not  etpeot  it  to  go  on  increasing. 
The  .general  long-term  trend  in  regard  to  mortgages  is 
downwards.  In  1871  the  proportion  of  mortgages  was 
about  60  per  cen-t..  of  .the  whole,  and  now  it  has  come 
down,  as  you  see,  to  about  14  per  cent.  That  trend  is 
matched  -by  a conresponding  increase  in  the  holdings  of 
debentures.  It  is  really  a reflection  of  the  disappearance  of 
the  small  unit,  which  would  go  for  a mortgage,  and  the 
appearance  ctf  the  big  unit,  whidh  normally  goes  for 
debentures. 

7132.  Chairman:  The  debenture  is  almost  entirely  an 
■industrial  and  commercial  security  ; the  mortgage  covers  a 
wider  field,  and  takes  you  into  the  private  field  of  course? 
^Yes. 

7133.  Professor  Cairncross:  Is  there  any  organised 
market  for  these  mortgages?  Once  you  have  taken  them, 

do  they  stay  wd'lh  you? Mr.  Lochhead : Yes.  There  is 

a market  in  local  authonity  mor.tgages,  but  the  others  come 
to  us  through  the  banks  and  chartered  accountants,  and 
mostly  through  our  own  clients. — Mr.  Trustam  : There  are 
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two  factors  involved  here:  our  desire  or  lack  of 
for  mortgaiges,  and  the  avaidabiLity  or  lack  of  availabdlily 
of  mortgages.  A lot  depends  on.  Ihe  second  factor.  There 
are  -phases  where  in  the  course  of  several  months  there 
does  not  seem  to  be  very  much  coming  along  on  attractive 
terms  in  the  mortgage  world.  That  position  can  change, 
and  ithat  becomes  quite  active  and  on  attractive  terms.  We 
would  therefore  find  (hat  our  mortgage  investmenis  had 
increased,  but  dt  could  very  largely  have  arisen  not  from 
some  policy  decision  we  made  two  years  ago  but  merely 
because  opportuniitiies  have  shown  themselves. 

7134.  The  bii.siness  is  brought  to  you  ; it  is  not  that  you 

go  particularly  in  search  of  it? Mr.  Lochhead:  That  is 

true. 

7135.  Mr.  Janes : Why  are  you  not  investing  to  a greater 

degree  dn  gilt-edged  than,  is  shown  in  this  table? There 

are  at  least  two  reasons,  and  possibly  a thiixi  reason  for  our 
action  dn  this  regard.  The  first  is  that  gilt-edged  readied 
a condderably  higher  proportion  during  the  war  than 
now  holds  good,  and  there  is  a tendency  to  allow  that  to 
run  down  to  a more  reasonable  proportion.  Before  the 
1914  war  practically  no  gilt-edged  were  held  by  insurance 
companies,  par.tly  because  there  was  not  very  much  to  hold. 
The  two  wars  .altered  ^at  oompletely  and  pushed  them  u,p 
to  very  high  proportions  indeed.  Our  tendency  now  is  to 
invest  elsewhere,  so  that  the  proportion  shall  fall,  thought 
not  &e  absolute  figure.  That  has  not  fallen  despite  'the 
fact  that  there  is  eventually  a point  where  one  di.sinvesls 
whether  one  likes  it  or  not  (e.g.  Victory  Bond  Drawings). 
The  second  reason  is  the  greater  attraction  of  yield  from 
other  investments  giving  sufficient  security  for  our  purpose. 

7136.  From  the  last  part  of  your  reply  it  would  seem 
that  it  is  rather  a question  of  proditability  than  propor- 
tion?— ^t  is  also  a question  of  profitability. 

7137.  Chairman:  Has  this  tendency  to  adjust  the  dis- 
proportion of  the  portfolio  produced  by  the  war  years 

exhausted  itself  yet? should  think  it  must  be  getting 

pretty  near  it.  That  is  my  personal  opinion.  But  it  is 
very  difficult  to  answer  'that  question  ; and  T do  not 
know  that  it  would  be  .safe  to  draw  conclusions  from 
what  happened  after  the  first  war. 

7138.  Did  it  take  a long  time  then? It  is  difficult 

to  get  homogeneous  -.statislics.  I have  vstalistios  relating 
to  ten  life  companies,  which  are  not  as-sociated  with  any 
general  business  and  do  not  have  any  material  amount  of 
business  outside  Great  Britain,  and  therefore  you  could 
take  them  as  'being  fairly  homogeneous.  The  proportion 
in  gilt-edged  stocks  which  these  ten  companies  held 
before  the  1914  war  was  0-3  per  cent. ; in  1920  it  had 
risen  to  35-2  per  cent,  ; by  1925,  some  six  years  after  the 
end  of  the  war,  it  had  .risen  to  39'5 ; it  then  fell  quite 
rapidly  to  15  per  cent,  in  1940.  ft  .shot  up  to  28  per  cent, 
towards  the  end  of  the  second  war  anti  reached  a peak 
of  3T8  per  cent,  after  nationalisation.  The  fall  after 
the  first  war  went  on  for  nearly  twenty  years ; we  arc 
only  thir'teen  years  at  the  moment  from  the  end  of  the 
second  war. 

7139.  Lord  Harcourt:  Was  15  per  cent,  the  low  point? 

^That  was  the  low  point  in  this  quinquennial  series. 

Possibly  it  was  a little  bit  lower  in  1939,  because  in  1940 
there  had  been  some  war  loans.  These  particular  life 
offices  would,  'from  our  own  knowledge,  be  rather  less 
in  gilt-edged  than  the  generality,  so  that  these  figures 
would  be  too  low  to  be  representative  of  the  whole 
market,  so  far  as  the  minimum  is  concerned. 

7140.  Profe.<!sor  Sayers:  But  the  15  per  cent,  of  the 
la’te  thirties  is  a long  way  below  the  29-9  per  cent,  of 

1956? ^The  comparable  figure  for  'these  particular 

offices  was  25'3  per  cent. 

7141.  Professor  Cairncross:  You  are  not  suggesting 
that  after  each  war  it  is  natural  to  go  back  to  ■where 
you  were  before  that?  That  did  not  happen  alter  the 

first  world  war? No ; the  question  of  availability  rules 

there. 

7142.  But,  looking  to  the  future,  if  Government  paper 

becomes,  as  it  has  become  in  the  past,  a rising  fraction 
of  the  total  lon  the  market,  ought  'this  not  to  be  reflected 
in  your  iporCifolio? It  has  -been. 

7143.  The  proportion  of  the  new  money  invested  in 
ordinary  stocks  and  shares  in  1956  was  rather  under 
20  per  cent.  The  average  man  thinks  that  you  have  been 
pushing  money  into  equities  rather  hard,  but  that  propor- 


tion is  not  very  diilerent  from  the  share  of  equities  in  the 
average  book  value  of  your  total  holdings  in  1956  shown  in 
Table  I.  Would  It  be  a reasonable  deduction  that  the 
proportion  of  your  funds  in  stocks  and  shares  has  not  been 
rising  very  rapidly  in  the  last  few  years,  -or  has  there 

been  any  change  in  trend.s? No,  it  would  be  incorrect 

to  say  that  the  funds  in  equities  have  not  been  increasing 
appreciably  in  the  last  few  year.s.  Very  roughly,  the 
equities  in  the  last  four  years  have  increa,sed  by  60  per 
cent. 

7144.  Professor  Sayers:  Profc.s.sor  Cairncross  was  talking 

.about  ordinary  slocks  ami  .shares,  your  item  7.  Item  8 ds 
real  property  and  ground  rcnl.s ; would  not  a proportion 
of  that  in  fact  ho  invested  ; would  it  not  be  rack-rented 
property? ^Ve«. 

7145.  Could  you  give  a guess  a.s  to  how  much  of  the 
£29  m.  net  investment  under  that  item  in  1956  would 
represent  equity  investment  unci  how  much  would  be  fix^ 

in'terest? The  'bulk  of  it  would  be  equity,  but  it  would 

be  equity  which  has  a very  fixed  interest  clement  about 
it ; if  iit  Wii.s  let  for  99  yeans  at  a fixed  rent  'there  would 
be  no  equity  about  it. 

7146.  t was  thinking  of  equity  as  rack-rented  property 

on  7,  14,  2I-ycar  leases? Wc  reckon  that  £6  million 

is  for  our  own  new  property  development.  That  leaves 
£26  million  of  the  total  inveslmcnt.  I am  afraid  I could 
not  divide  it  up.  or  even  guess  at  it  with  any  safety. 

7147.  5/r  Reginald  Verdon  Smith:  Are  these  figures 

broadly  similar  in  the  offices,  or  would  there  be  very 
wide  differences  in  practice  in  different  offices? Con- 

siderable differences.  Some  -offices  .specialise  particularly  in 
mortgages,  and  others  have  hardly  any.  Some  offices 
have  a 'much  higher  -proportion  than  16  -per  cent,  in 
equities,  and  others  have  a considerably  .smaller  proportion. 
Some  offices  will  not  touch  preference  shares  ; other  offices 
specialise  in  real  property  investments  ; and  others  will 
not  touch  them  at  all.  The  pattern  is  kaleidoscopic. 

7148.  Professor  Sayers:  How  big  arc  the  switching 
operations  in  gilt-edged,  referred  to  in  Note  3 to  Table  II, 

in  total  value  every  year? Hundreds  of  millions  of 

pounds. 

7149.  III  which  part  of  the  market  arc  those  switches? 

'Mo.slly  in  the  medium  and  long-dated  stocks,  10,  20 

and  over  20  years. 

71.50,  Thc.se  arc  going  on  all  the  time? -Ail  the 

time. 

7151.  What  are  your  rclalion-s  with  the  Slock  Exchange? 
Arc  these  switches  going  through  particular  big  brokers 
in  the  gilt-edged  market,  or  are  they  very  widely  .spread? 

T would  say  not  very  widely,  because  there  arc  only  a 

small  number  of  broking  firms  who  specialise  about  that, 
and  unless  they  can  give  the  service  they  arc  not  much 
good  to  the  client  ; but  there  are  quite  a number,  about  six 
really  big  ones,  which  give  the  service. 

7152.  Arc  you  in  and  out  of  the  .short  market  at  all? 
^No,  not  really. 

7153.  What  would  you  say  is  your  shortest  active  bond? 

Do  you  go  down  as  low  as  five  years? One  has  to 

bear  in  mind  that  a bond  starts  oft  as  being  a medium- 
dated  bond  and  in  ten  years’  time  it  is  a short  bond. 

7154.  Yes,  but  I am  talking  about  the  short  bonds. 

Do  we  get  out  of  them?  Oh  yes.  we  do  a bit  of  leap- 
frogging. 

7155.  Chairman:  What  is  the  cause  of  the  switching? 
Is  it  that  each  olficc  carries  out  adjustments  to  its  liabilities, 
which  leads  it  to  have  a different  distribution,  or  is  it  the 

yield  which  is  regarded  in  itself? It  is  not  the  yield; 

it  is  really  distortions  in  the  market, 

7156.  Profe.ssor  Sayers:  You  are  just  active  market 

operators,  getting  an  advantage  where  you  can? 

main  thing  is  'to  keep  Ihe  spread  level  with  our  own  'poli- 
cies, We  may  find  our.selve.s  for  a short  time  in  an  invest- 
ment which  Is  quite  unsuitable,  but  we  expect  to  go  back 
and  close  that  deal  within  a matter  of  six  months. 

7157.  Professor  Cainicro.ss:  Your  intervention  is  never 

in  the  character  of  jobber? No. 

7158.  Do  you  ever  lend  stock  or  bonds  to  the  brokers? 
Yes. 

7159.  Is  this  done  by  many  companies? No,  I would 

not  think  so.  My  own  company  docs. 
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7160.  Do  you  leave  money  on  deposit  with  the  brokers? 
Not  as  a rule. 

7161.  Lord  H(xrcourt'.  You  might  occasionally  put 

money  with  a broker  for  seven  days,  I suppose? Mr. 

Murray : It  is  done,  but  I should  not  think  it  is  done  very 
generally. 

7162.  Professor  Cairncrass:  Would  any  of  the  stocks 

and  shares  here  in  .items  5,  6 and  7 of  the  Table  II  be 
unquoted? Mr.  Lochhead ; Definitely. 

7163.  A substantial  proportion? 1 would  not  like  to 

say  substantial,  but  quite  a proporitiion  of  the  debentures 
and  loan  stocks  would  be  unquoted. 

7164.  What  kind  of  slocks  would  they  be?  Would  they 

be  blocks  you  look  up  where  a company  was  trying  to 
raise  more  capital? ^They  would  probably  be  placings, 

7165.  In  fairly  small  quantities? Small  quantities 

per  investment. 

7166.  How  far  down  would  you  go  in  size? ^That 

would  entirely  depend  on  the  company.  Big  companies 
would  not  be  bothered  with  small  amournts  because  of  the 
administrative  difficulty,  but  a small  company  would  take 
smaliler  amounts ; so  tire  market  is  extremely  oaffioho. 

7167.  What  do  you  mean  by  small ; about  £10,000? 

My  company  would  take  £10,000,  but  nort  too  often. 

7168.  It  is  not  very  easy  for  us  to  judge  from  the  table 
how  far  any  of  the  items  may  represent  investment  abroad 

or  loans  to  foreign  oomipanies? You  get  an  indication 

in  items  3 and  4 ; items  5,  6 and  7 will  cover  quite  a bit, 
but  it  is  very  difficult  to  say  how  much. 

7169.  It  would  be  probably  fairly  smail,  apart  from  such 
investment  as  is  made  by  British  companies  in  their  own 

operation? 1 should  say  ithey  would  be  small,  but  I 

could  not  possibly  quantify  it. 

7170.  Is  this  a table  which  you  have  produced  especially 
for  'the  Committee  or  an  analysis  which  you  do  regularly? 
It  is  a special  table. 

7171.  It  would  not  be  possible  for  you  to  give  us  this 

for  some  earlier  year? It  would  be  possible,  but  not 

very  easy. 

7172.  Lord  Harcoiirt-.  On  Table  III  (amounts  subscribed 

to  new  issues),  docs  that  include  underwriitings  left  with 
the  undeiwrilcrs? ^Ycs. 

7173.  Professor  Cairncross:  Are  the  figures  shown  in 

column  3 of  Table  III  comparable  with  tlie  figures  in  the 
first  column  of  Table  H? Yes. 

7174.  On  Table  111  there  is  no  heading  for  Government 

securities? ^Ihere  were  no  Government  issues  .that  year. 

7175.  Mr.  Jones'.  In  the  final  sentence  of  paragraph  21 
you  say : " It  is  very  unusual  for  insurance  offices  an  the 
aggregate  to  own  more  .than  20  per  cent,  of  the  equity 
capital  of  any  public  company."  To  what  extent  would 
a 20  per  cent,  holding  enable  ilhe  insurance  company  to 
have  control  of  the  undertaking?  Would  not  a 20  per 
cent,  holding  be  fairly  substantial,  say,  in  a shareholders’ 

meeting  in  modern  days? ^That  is  teue ; 20  per  cent. 

would  be  a potent  proportion  ; but  whether  one  cotild  say 
it  would  be  potent  to  the  extent  of  being  able  to  control 
the  undertaking  is  another  anatter.  One  •might  be  able  to 
exercise  a very  strong  effect  on  a particular  f'esoiution,  but 
one  would  only  do  that  once,  if  it  was  wrongly  done. 
Twenty  per  cent,  would  not  be  enough  if  the  others  ga’H.ged 
up  against  one. 

7176.  Nevertheless  the  influence  of  ithe  investment  would 

be  very  strong? Yes. 

7177.  Professor  Sayers:  Would  not  that  sentence  be 
almost  equally  true  if  you  had  vwitten  15  per  ceat.  and 

not  20  per  cent.? ^The  number  of  companies  involved 

in  the  Actuaries  Investment  Index  was  215.  The  i>umiber 
of  companies  holding  in  the  aggregate  more  than  20  ^per 
cent,  was  8 out  of  215  ; if  we  had  said  15  per  cent,,  that 
would  have  added  another  12. 

7178.  Chairman:  What  is  the  insurance  companies’ 
general  approach  to  this  question  of  holdings  in  public 
companies?  Do  you  not  want  to  regard  yourselves  as 
investors  only,  so  that  you  have  no  policy  which  leads 

you  to  try  to  exercise  managerial  contr'Ol? Mr. 

Trustam:  Our  policy  is  yery  much  the  reverse  of  trying 
to  exercise  managerial  control  of  companies  whose  shares 
we  hold.  If  we  cannot  put  it  on  a higher  moral  plane 
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than  this,  we  have  all  our  time  very  well  occupied  in  trying 
to  run  our  own  businesses,  without  any  of  the  complica- 
tions that  would  arise  from  an  inclination  to  run  other 
businesses  as  well  as  insurance. 

7179.  When  from  time  to  time  some  crisis  in  policy 
does  arise,  then  you  are  forced  into  expi'essing  an  attitude, 
just  because  you  are  substantial  holders?  I think  we  oan 

all  recall  a recent  case? ^Thalt  is  the  only  case  1 ever 

heard  of. 

7180.  Sir  John  Woods:  The  control  Mr.  Jones  was 
talking  about  would  only  come  into  play  if  something  hap- 
pened in  the  company  which  led  you  to  feel  that  your 

investment  was  perhaps  not  as  safe  as  it  might  be? 

Yes. 

7181.  Mr.  Jones:  I think  thait  that  is  generally  appre- 
ciated ; but  is  it  not  qinte  clear  from  what  is  said  in 
these  four  paragraphs  that  in  relation  to  the  general 
economy  the  insurance  companies  are  in  a very  vital 
position,  so  that  the  authority  and  standing  of  the  insur- 
ance companies  in  the  monetary  field  is  probably  greater 
today  than  it  has  ever  been  in  ithe  history  of  insurance 

business? Mr.  Lochhead:  Yes,  that  is  so. — Mr. 

Trustam:  And  that  involves  a high  degree  of  responsi- 
bility. 

7182.  To  what  extent  do  your  investments  take  you 
beyond  the  three  aspects : the  responsibility  of  safeguard- 
ing the  interests  of  your  policy  holders,  the  proportions  in 
'the  portfolio  of  your  investments,  and  the  question  of 
profit-making?  Do  y'Ou  go  beyond  those  three  aspects? 
No. 

7183.  So  that  the  interesits  of  the  general  economy,  in 

terms  of  planning  what  is  best  for  the  nation  as  a whole, 
would  not  be  one  of  the  major  considerations  of  the 
British  Insurance  Association  and  individual  insurance 
compauiies? ^Not  directly. 

7184.  Chairman:  How  far  are  we  to  take  what  you 
say  in  section  4 aibouit  co-operation  with  the  aulhorities? 
Are  you  prompted  from  time  tO'  time  as  to  what  kind  of 
investment  you  should  or  should  not  favour  for  your 
funds?  If  you  are,  that  is  surely  not  quite  the  same  thing 

as  you  "Were  saying? It  is  not  quite  that.  Fr^om  time 

to  time,  when  a certain  pattern  of  policy  is  necessary 
in  the  country’s  initeresCs,  we  may  be  told  of  that  policy. 

7185.  Professor  Sayers:  By  whom  are  you  told? It 

comes  down  frojn  the  Treasury  through  the  Bank  of 
England. 

7186.  You  have  a letter  from  the  Chancellor  of  the 

Exchequer  to  the  Governor  sent  on  to  you? Yes. 

7187.  Bow  often  has  that  happened  in  the  last  five 

years? ^Three  or  four  times. 

7188.  Has  any  such  letter  said;  " My  previous  letter  is 

now  withdrawn”? 1 cannot  recollect  such  a case. 

7189.  fc  each  request  just  added  to  all  those  that  have 

gone  before? Mr.  Trustam : Bach  request  stands  on 

its  own  feet.  I am  sorry  that  I have  not  any  wording 
in  my  mind. — Mr.  Lochhead:  Each  request  stands,  and 
then  a new  one  is  added  to  it ; an  old  request  eventually 
becomes  a kind  of  vestigial  remnant. 

7190.  Chairman:  I shall  not  understand  this  unless  you 
make  it  more  concrete.  What  kind  of  things  have  you 
been  asked  to  do  and  what  kind  of  things  have  you  been 

asked  to  avoid  doing? Mr.  Trustam:  Normally  we 

should  gat  a copy  of  anything  the  Chancellor  had  written 
to  the  Sank,  and  possibly  a copy  of  anything  the  Bank 
had  written  'to  the  clearing  banks ; and  ffien  we  are  asked 
to  ensure  that  our  investment  ^licy  and  our  lending 
policy  should  conform  to  the  current  national  policy,  and 
not  conflict  with  it : for  instance,  we  may  be  asked  to 
put  the  emphasis  on  dhe  etpont  trade,  to  go  slow  on 
matters  such  as  hire  purchase  finance,  property  develop- 
ment of  a speculative  nature,  and  so  forth.  There  is 
nothing  specific,  but  it  is  a guide  to  the  kind  of  thing 
that  should  be  avoided  at  the  time  in  the  country's  interest. 

7191.  Is  that  comparable  to  the  directions  given  to  the 

Capital  Issues  Committee,  which  are  ultimately  made 
public? ^They  should  be  paxallel. 

7192.  Profesor  Cairncross:  How  do  you  inform  the 

memtoers  of  your  Associaition? We  send  a copy  of 

what  we  get  to  every  member  of  our  Assodalion. 
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7193.  These  letters  reach  the  ohainnan  of  every  insur- 

ance company  in  the  country,  but  they  are  not  made 
public? ^Yes. 

7194.  Professor  Sayers:  Are  any  steps  taken  to  ascertain 
whefther  the  companies  are  conforming  to  these  requests? 

No,  I do  not  think  so.  We  get  written^  acknowledge- 

menls  from  our  members,  confirming  in  writing  that  they 
will  coniform  to  the  policy  in  accordance  with  the  requ^. 
But,  that  promise  having  been  given,  there  is  no  quesftdon 
of  checking  up  in  detail  that  they  keep  their  word. 

7195.  Chairman:  Is  there  any  system  by  which  the 

various  companies  discuss  with  each  other  their  under- 
standing and  interpretation  of  the  general  requests? ^No. 

7196. 1 do  not  want  to  stress  the  word  “ system  ” ; is  there 

a practice  under  which  discussions  do  take  place? 

would  have  thought  not.  iMy  thought  would  be  that  one 
would  probably  find  two  extremes,  one  where  it  is  quite 
clear  that  the  light  is  green,  and  the  other  where  it  is 
quite  clear  that  the  li^t  is  red,  and  in  between  there  is  ah 
area  'less  well  defined.  In  that  case,  if  it  is  going  to  help, 
one  may  quite  in, font)  ally  discuss  with  one’s  colleagues  if 
they  are  meeting  this  kind  of  problwn,  and  find  out  what 
view  tiiey  take  of  it ; but  I would  hesitate  to  describe  that 
either  as  a practice  or  a system  in  any  formal  way. 

7197.  Professor  Sayers:  You  have  said  in  your  memo- 
randum : “ there  is  a very  wide  field  in  which  difference 
of  <^inion  could  exist  That  is  obviously  true  with  this 
sort  of  request.  Do  you  in  fact  have  much  discussion 

about  the  interpretation  of  these  requets? -Mr. 

Trustam:  Not  a great  deal. — Mr.  Lochhead:  Very  little. 

7198.  Lord  Harcourt:  Do  members  ever  refer  specific 

difficul'ties  to  file  B.I.A.? ^Afr.  Trustam:  Y«. 

7199.  Would  those  be  discussed  in  the  B.I.A.? ^They 

norm^y  would  not  be  discussed  in  the  B.IA.,  but  if  a 
member  had  a problem  where  bis  own  board  did  not 
see  a clear  indication  how  they  should  be  handling  an 
inquiry,  he  might  come  to  the  Chairman  of  the  B.I.A.  and 
ask  bim  whether  he  had  any  information  about  how  other 
people  were  dealing  with  this  kind  of  problem. 

7200.  Professor  Sayers:  Have  any  of  ±e  requests  hither- 
to made  been  clearly  in  conflict  with  what  the  companies 

would  have  done  had  there  not  been  such  a request? 

Mr.  Lochhead:  Yes.  Not  always ; sometimes  the  restriction 
has  been  a let-out  for  us,  but  frequently  it  has  been,  a real 
restraint.  That  is  where  the  difficulty  arises:  the  problem 
is  not  defined  very  dearly,  it  cannot  be ; and  many  com- 
panies may  have  to  interpret  it,  some  one  way  and  some 
the  other.  On  the  marginal  case  you  get  differences  of 
opinion. 

7201.  Professor  Cairncross:  When,  you  say  that  a greater 
readiness  to  explain  the  wishes  of  the  authorities  would 
help  offices  in  their  efforts  to  co-operate,  what  exactly  have 
you  in  mind? — —One  of  our  principal  difficulties  is  the 
instruction  to  apply  .to  the  small  advances  of  under  £10,000 
the  same  rules  as  the  C.I.C.  would  apply  to  larger  ones. 
We  are  left  in  very  much  doubt  as  to  what  the  rules  are 
or  how  they  would  aprply  ; the  C.I.C.  is  entirely  silent,  and 
we  are  guessing.  That  was  one  of  the  points  we  had  in 
mind.  We  can  co-operate  better  if  we  are  brought  into 
confidence  a little  more. 

7202.  Chairman : The  Treasury,  I gather,  originate  these 
requests.  Do  you  have  any  opportunities  of  discussing 

yo'Ui  diffioulfies  with  them? Mr.  Trustam : No.  Any 

discussion  would  be  between  oiuselves  and  the  Bank  of 
England. 

7203.  The  Bank  of  England  no  doubt  speaking  with  the 
mind  of  the  Treasury.  Do  those  discussions  t^e  place? 
From  time  to  time. 

7204.  Professor  Sayers:  Have  you  gone  back  to  file 
Governor  of  the  Bank  of  England  at  any  time  and  said 
that  such  and  such  a request  was  being  very  difficult  to 
interpret  or  to  apply  in  i^rticular  cases,  and  asked  what 
it  meant,  and  how  you  should  behave  to  meet  the  request? 

^Yes,  but  not  q,mte  in  the  way  you  ask  it;  not  in,  a 

formal  way  appertaining  to  a particular  category  of  restric- 
tion. But  if  there  is  a problem  on  which  we  do  not  scan 
to  be  able  to  get  a reliable  clearance  of  our  minds,  we  do 
not  hesitate  to  go  to  the  Bank  and  talk  it  over  with  them 
to  get  their  views.  They  obviously  will  not  want  to  give 
us  a specific  ruling  on  an  individual  problem,  but  they  can 
talk  to  us  and  give  us  their  own  imterpretation  of  how  that 
type  of  problem  should  be  met. 


7205.  These  requests  refer  to  matters  in  which  you  are 
competing  with  each  other  to  a large  extent ; do  you  find 
that  in  the  course  of  time  the  competition  between 
operators  who  are  under  these  vague  injunctions  tends  to 
undermine  a request ; that  the  man  who  takes  one  view  of 
a jjToposition  finds  that  his  competitor  is  taking  another 
view  more  favourable  to  his  own  interests,  and  therefore 
that  gradually  the  force  of  a request  gives  way  under  the 

cranpulsion  of  that  competition? cannot  recollect  a 

single  instance  of  that  kind  in  all  my  experience.  I cannot 
think  of  any  competition  arising  from  what  I would  regard 
as  an  immOTal  suggestion. 

7206. 1 was  not  thinking  of  it  as  an  immoral  suggestion  ; 

I was  thinking  o-f  the  honest  difference  of  opinion? If 

you  mean  a proposition  which  a competitor  appears  to  be 
willing  to  do,  and  which  I think  runs  counter  to  the  national 
Interest,  I cannot  recollect  a sin'gle  instance  in  my  own 
case. 

7207.  The  local  bank  manaiger  has  ihis  problems,  and  is 
very  much  aware  of  what  his  competitor  imight  be  doing ; 
and  experience  has  shown  that  the  force  of  a request  to  <he 
banks  has  come  to  .be  undermined  in  course  of  time.  ‘Why 
should  the  esperieoce  of  the  insurance  offices  be  different? 
Mr.  Lochhead : No  doubt  thwe  is  an  element  of  influ- 
ence in  the  way  in  which  you  look  at  a proposition  accord- 
ing to  what  your  business  interests  may  be ; but  Mr. 
Trustam’s  point  was  that  it  does  not  arise  very  often.  When 
it  does,  there  is  a good  deal  of  excitement  about  it,  and  a 
certain  amount  of  pressure  and  moral  suasion  is  applied, 
because  we  all  want  to  rplay  ball  with  the  authorities  as  far 
as  we  ipossibly  can.  When  we  get  these  “ honest  differences 
of  opmion  ”,  it  is  only  a question  of  one  or  two  people 
getting  together  and  saying:  “This,  just  won’t  do.”  The 
one  who  yells  is  the  company  that  is  going  to  lose  msurance 
business. 

7208.  Lord  Harcourt : The  difference  in  experience  be- 
tween the  insurance  companies  and  the  banks  perhaps  is 
explicable  in  that  the  locd  bank  manager  has  considerable 
diwretion  for  loans,  whereas  loan  policy  in  the  insurance 

companies  is  all  centralised  at  head  offices? ^That  is 

true ; that  would  account  for  some  of  the  difference. 

7209.  Afr.  Jones : On  this  question  of  co-operation  with 
the  aufijorities,  could  you  tell  us  anything  that  the  Govern- 
ment have  a^ed  the  insurance  companies  to  do  as  a 
specific  request?— Pro/essor  Sayers:  May  I ask  a supple- 
mentary before  the  answer  is  'given?  We  have  been  falVing 
so  far  about  the  requests  that  are  more  or  less  in  line  with 
C.IG.  requests.  Have  there,  since  the  end  of  the  war,  been 
other  request,  of  a different  kind,  from  the  authorities ; 
to  give  you  an  example  (although  I do  not  want  this  to  be 
the  only  kind  of  request)  requests  to  participate  in  the 
takmg  up  of  particular  issues  of  Government  securities? 

No,  Sir,  none ; nothing  since  the  pressure  put  on  us 

to  subscribe  for  the  Finance  Coiporation  for  Industry. 

7210.  Mr.  Jones:  WTiat  sort  of  pressure  was  that? 

Mr.  Trustram : We  were  told  that  tffis  was  a necessary 
piece  of  machinery,. to  nurse  back  to  health  some  of  our 
different  problems,  and  that  it  had  to  have  the  capital  back- 
ing of  people  prepared  to  take  a re^onsible  view ; that 
certain  categories  of  people  were  being  approached,  the 
Bank  of  England,  investment  trusts,  insurance  companies ; 
would  the  insurance  companies  play  their  part?  There 
could  be  only  one  answer  to  such  a question.  It  was  not 
an  investment  question ; it  was  a question  concerning 
something  proposed  for  the  well-being  of  the  country’s 
industrial  affairs.  The  answer  was  yes. 

7211.  Chairman : The  pressure  was  an  appeal  communi- 

cated to  you  'by  the  Bank  of  England  to  do  this  in  the 
national  interest? Yes. 

7212.  But  the  kind  of  requests  you  have  had  specifically 
from  the  Bank  on  beh^  of  the  Treasury  fiuough  the 
years  have  been  rouighly  parallel  to  the  directions  given 

to  the  C.I.C.? ^Yes.  Apart  from  the  request  to  support 

Government  securities  during  the  war,  I cannot  fihinV  of 
anything  else  arising  until  we  got  into  the  credit  squeeze 
and  its  rdated  problMns. 

7213.  Mr.  Jones:  Has  the  credit  squeeze  made  very 
much  difference  in  the  way  you  allocate  your  investments? 
You  point  out  in  paragraphs  41  and  42  the  gap  that  easts 
in  the  restriction  of  credit,  and  the  outlets  available  toougb 
the  finance  companies  charging  a hi^er  rate  of  interest 
.^e  the  insurance  companies  doing  anything-in  the  provi- 
sion of  capital  to  those  finance  houses  wltich  make  this 
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money  available? ^That  is  one  of  the  things  we  are 

asked  not  to  do  under  the  correspondence  sent  to  us 
by  tile  bank. 

7214.  Is  that  the  sort  of  co-operation  you  are  giving  to 

the  authorities? ^Yes. 

7215.  Professor  Sayers : In  paragraphs  22  to  24  you  deal 

with  the  effects  of  inflation  on  the  insurance  companies. 
How  has  inflation  affected  the  deveiopment  of  ithe  general 
life  business  of  the  companies  for  private  individuals? 
The  growth  of  life  funds  during  the  last  few  years  has 
apparently  been  due  largely  to  the  group  schemes ; is  that 
right? Mr.  Lochhead:  Yes. 

7216.  Is  the  impression  right,  that  individual  life  ^Hcies 
outstanding  have  not  been  increasing  pari  passu  with  the 

fall  in  the  value  of  money? The  sum  assured  on  each 

poMcy  probably  has  been,  hut  the  volume  and  number  of 
policies  have  been  slowing  down,  or  not  increasing  so 
rapidly. 

7217.  On  the  whole,  if  you  take  any  'thousand  people,  the 
amount  •they  have  insured  on  their  life  policies  has  not 

been  keeping  up  with  the  rise  in  prices? 1 should  agree 

with  iMt. 

7218.  Do  you  expect  that  trend  to  disappear,  or  is  it 
simply  that  people  have  not  caught  up  with  inflation  in  their 

life  business? 1 would  say  they  have  not  caught  up,  and 

some  of  Aem  are  getting  too  old  to  do  it. 

7219.  As  fhe  younger  ones  grow  up  you  etp^  the  body 

of  individual  business  to  grow? ^I  would  ■^tlt  so. 

7220.  You  do  not  'think  this  decline  is  the  other  side  of 

the  medal  to  the  growth  in  ^onp  business?; ^At  die 

present  moment  there  is  a sufficient  volume  outside  ithe  fieQd 
of  group  business  to  keep  the  pot  boiling,  but  if  group 
business  extended  still  'further  beyond  its  hold  at  the 
moment,  'then  I think  you  are  quite  right : as  ithe  obverse 
of  the  medal,  the  individual  business  would  inevitaibly  go 
down.  I 'do  not  know  of  any  sign  as  yet  that  group  business 
is  crowding  out  private  business. 

7221.  On  the  whole  you  would  regard  the  great  increase 

in  group  business  as  additional  business? ^Yes. 

7222.  Professor  Cairncross:  Your  funds  are  roughly 

three  times  whM  they  were  pre-war  ; but  prices  have  risen 
nearly  three  times  since  before  the  war.  So  the  rise 
in  insurance  fun^  'is  really  remarkably  small.  You  have 
lately  been  accumulating  more  quietly ; fliere  was  a long 
pause  iu  the  war  and  you  have  been  overtaking  the  ground. 
So  today,  counting  iu  'the  group  schemes,  people  are  prob- 
ably insured  to  the  same  extent  as  before  the  war  in  relatirai 
to  incomes,  or  rather  less? ^I  diould  say  rather  more. 

7223.  Incomes  have  risen  more  than  three  times,  and 

prices  a little  less,  so  that  in  relation  to  incomes  probably 
it  is  rather  less  and  in  relation  to  prices  it  is  probably 
rather  more? ^Yes. 

7224.  What  kind  of  picture  have  you  in  mind  for  the 
next  'ten  years?  Do  you  think  the  growth  in  your  funds 
will  continue  at  the  sort  of  rate  recorded  in  the  last  two 

or  three  years  f'Or  a further  ten  or  twenty  years? 1 

should  think  almost  certainly. 

7225.  You  do  not  see  any  likelihood  of  people  being 

over-insured? ^No ; in  any  case  even  if  we  do  not  take 

on  any  new  bi:ainess,  the  funds  will  increase,  because  it  is 
a while  before  many  claims  arise  in  life  business. 

7226.  I was  thanking  also  in  terms  of  annual  additions  to 
the  funds,  the  amount  available  for  net  investment.  Do 
you  expect  that,  as  an  amount,  to  grow  or  to  remain  at 
the  present  level?  Do  you  think  the  funds  raised  by 
insurance  companies  will  make  a bigger  contribution  to 
national  savings  as  time  goes  on,  or  do  you  think  they 

may  begin  .to  be  a smaller  proportion? Mr.  Trustam: 

There  will  he  a tendency  to  go  on  growing,  although  pos- 
sibly not  at  'the  rate  we  have  seen  in  comparatively  recent 
times. 

7227.  And  do  you  loc^  to  the  group  schemes  more 

perhaps  than  to  individual  insurance  policies? As  a 

new  factor,  yes ; but  beyond  ithat  we  look  to  the  Me 
companies’  organisation  for  the  improvement  in  tiie 
development  of  life  insurance.  I would  be  surprised  to  find 
it  standing  still ; normally  it  would  not  stand  stiO, 

7228.  Professor  Sayers : Looking  not  at  amounts,  but  at 
numbers  of  people,  and  leaving  ^ide  the  very  small 
business  of  what  is  really  insurance  against  funeral  costs, 
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are  more  people  now  going  in  for  life  assurance  individu- 
ally?  Mr.  Lochhead:  Yes. 

7229.  Do  you  expect  that  numbeir  of  people  to  grow? 
Yes. 

7230.  What  makes  you  expect  that? Mr.  Lochhead: 

Because  of  the  genertd  improvement  in  education.  I do  not 
mean  by  education  popular  education ; I mean  the  educa- 
tion of  our  salesmen  and  staff.  They  are  all  the  time 
improving  'their  methods.  Of  course  it  comes  down,  to  the 
education  of  the  population  as  well ; they  become  more 
insurance-minded. — Mr.  Trustam : It  is  a concomitant  of 
an  improved  standard  of  living. 

7231.  Lord  Harcourt:  Looking  at  ordinary  life 

insurance,  is  the  percentage  of  witii-profits  business 

growing  in  relation  to  the  without-profits  business? 

Mr.  Lochhead:  Unfortunately  the  without-profits  figures 
include  a whole  lot  of  miscellaneous  classes.  If  you  were 
to  ask  whether  the  percentage  of  with-profits  business  on 
pure  life  and  endowment  insurance  is  growing,  I should 
say  that  it  is  growing,  under  the  impact  of  inflation. 

7232.  Professor  Sayers:  Are  the  outstanding  policies 

pred'Ominantly  with-profits? Yes ; but  the  non-profit 

business  as  a whole  includes  a lot  of  short-term  pMcies 
and  so  forth. 

7233.  I have  a question  on  paragraph  27,  headed  “ The 

necessity  for  matching  assets  and  liabilities  I am 
talking  about  life  business  only.  Taking  into  account  the 
last  two  lines  of  the  paragraph,  you  seem  to  be  saying 
two  rather  inconsistent  .things : ffiat  this  is  a simple  busi- 
ness of  having  liabilities  maturing  at  such  and  such  dates 
and  investing  the  funds  to  matdi  those  dales ; or  alterna- 
tively that  the  emjAiasis  may  be  influenced  temporarily  by 
current  conditions  and  the  anticipated  'trend  of  intaest 
rates,  and  that  the  pace  at  which  you  invest  your  funds 
and  the  securities  you  choose  may  be  influenced  from  week 
to  week  by  your  view  of  the  market.  Which  is  the 
predominant  factor? ^The  second  is  the  least  pre- 

dominant ; that  has  merely  been  put  in  as  a kind  of 
caveat.  Sometimes  the  companies  hold  up  their  invest- 
ment f'Or  a short  time,  accOTding  'to  their  view  of  current 
conditions  and  anticipated  trends ; that  is  not  an  unusual 
proceeding. 

7234.  Do  you  mean  by  that  .that  whole  months  and 
years  go  by  without  your  departing  from  your  general 

principle  of  matching  assets  and  liabilities? would 

say  years,  not  months. 

7235.  Sometimes  you  go  to  sleep  in  your  investment 

policy? Mr.  Murray : We  never  go  to  sleep. 

7236.  I am  trying  to  understand  which  horse  you  are 
riding,  and  when? — —Mr.  Lochhead:  We  ride  the 
matching  horse  as  a general  rule.  Occaaonally  we  may 
get  off  it  temporarily,  but  very  temporarily. 

7237.  Mr.  Murray  smd  you  are  never  off  the  other 

horse? Mr.  Murray : I am  sorry ; I would  say  the 

answer  to  this  depends  on  how  strong  a view  a manager 
takes.  He  h^  bis  funds,  and  his  general  view  would  he 
that  these  funds  as  a whole  should  be  roughly  matched 
with  his  liabilities;  the  disposition  of  the  assets  as  to 
time  will  be  roughly  matched.  If  he  thi'nks  very  strongly, 
let  us  say,  tint  there  is  going  to  be  a fall  in  interest 
rates,  he  may  be  willing  to  go  Icmger.  The  extent  to 
which  he  will  break  this  balancing  bedwera  has  assets  and 
his  liabilities  d^eods  entirely  upon,  the  strength  of  bis 
view. 

7238.  Are  you  taking  a view  all  the  time? ^We  are 

n-Oit  changing  all  the  time. 

7239.  I am  not  asking  .that ; I am  asking  whether  you 
are  in  fact  taking  a market  view  this  week  and  next 

and  the  week  after  that,  and  so  on? Mr.  Murray : We 

are  constantly  looking  at  it  and  watching  it ; we  may  for 
a long  peri'Od  think  that  it  looks  about  right,  and  do 
nothing  unusual ; then  we  might  think  th^  interest  rates 
were  going  to  rise  and  then  wo  might  take  action.  But 
we  are  always  watching  it. — Mr.  Trustam:  That  word 
“ matching  ” ^ould  not  be  taken  in  any  mathematical 
sense  at  all ; it  indicates  a broad  bias.  In  our  life  business 
we  do  not  have  to  be  short,  because  broadly  speaking 
there  will  be  no  need  to  be.  So,  if  it  will  sui't  me  best 
from  an  investment  point  of  view,  I can  afford  to  invest 
for  as  long  as  I like ; but  there  is  nothing  to  stop  me 
from  going  shorter,  if  I think  that  market  conditions  are 
2H3 
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such  that  it  would  pay  me  to  ibuy  medium  securities  now 
and  re-invest  in  10  years’  time,  and  I am  satisfied  that 
the  market  result  of  that  operation  would  be  worthwhile. 
So  there  is  a broad  bias  in  favour  of  matching  liaibilities 
with  securities,  provided  other  things  are  equal,  and  pro- 
vided it  meets  requirements  on  market  and  investment 
considerations. 

7240.  This  behaviour  would  seem  to  point  to  periods, 
that  might  amount  to  some  weeks,  when  you  feci  that 
interest  rates  are  going  to  rise  and  you  stay  out  of  the 
market  completely  for  weeks.  Is  that  a fair  description? 

Mr.  Lochhead:  Yes;  I might  be  in  the  short  market 

pro  tern. ; I might  leapfrog  when  the  itime  becomes  ripe,  or 
I might  keep  it  in  cash,  but  not  for  long. 

7241.  You  suggest  earlier  that  you  are  not  constantly 
in  the  sh<wt  market ; it  is  on  the  whole  a question  of 
timing  of  your  long  investments.  You  are  predominantly 
buyers,  and  it  is  a question  of  when  you  buy ; even  with 
big  amounts  accruing  for  investment  you  may  be  holding 

off  the  long  market  for  a matter  of  weeks? ^Yes,  or 

even  months. 

7242.  When  you  do  this,  you  do  it  because  you  think 
that  long  'bonds  are  going  to  be  cheaper  next  month, 

or  possibly  next  week? Mr.  Truxtam:  That  is  right, — 

Mr.  Lochhead : I do  not  think  we  wcaild  play  on  a week 
or  two  ; it  would  not  be  worthwhile. 

7243.  If  you  felt  that  over  the  next  year  gilt-edged  prices 
were  more  likely  to  go  down  than  up,  you  would  be 

rather  slow  in  your  buying? Yes,  or  we  would  buy 

something  temporarily. 

7244.  What  sort  of  factors  would  make  you  inclined 

to  speculate  on  a fall  in  the  gilt-edged  m'arket? 1 would 

not  like  you  to  think  that  what  you  describe  as  a 
speculation  on  a fall  in  gilt-edged  is  a practice  we  are 
indulging  every  day ; it  is  a very  rare  occurrence. 

7245.  I was  using  the  word  “speculate”  in  a purely 
neutral  way;  you  would  be  taking  a view  of  the  market. 
What  sort  of  factors  would  lead  you  to  expect  that  gilt- 
edged  prices  were  going  to  fall,  and  to  thjnk  that  you 

had  better  go  slow  in  your  'buying? Mr.  Tru.\tam : The 

usual  market  considerations.  If  we  foe!  there  is  not 
sufficient  interest  in  the  market  and  it  looks  as  though 
it  would  be  a bit  difficult,  then  we  can  say : “ There  is  no 
hurry ; we  can  afford  to  wait.  Perhaps  there  is  a local 
authority  across  the  way  asking  for  short-term  money, 
so  that  we  can  invest  this  money  in  such  a way  until  we 
feel  less  uncertainty  in  our  minds,  and  we  can  say:  “ Let 
us  make  this  permanent”. 

7246.  We  have  been  used  in  the  last  few  years  to 
market  conditions  in  which  gilt-edged  prices  moved  frac- 
tionally, day  by  day  and  hour  by  hour,  They  have  in  fact 
moved  down  over  a period  of  years  30  or  40  points,  but 
it  has  been  a very  gradual  business,  day  by  day  and 
week  by  week.  How  would  you  feel  if,  in.stead,  the 
market  sometimes  moved  by  a step  of  five  points  or  ten 

points Mr.  Murray : We  would  think  t'hat  it  would 

be  completely  wrong ; it  would  be  .impossible  for  the 
market  to  move  like  that  unless  it  was  directly  manipulated. 

7247.  I om  thinking  of  manipulation? ^If  the  Gov- 

ernment were  to  come  into  the  long-term  market  and 
move  it  in  jumps  of  five  or  ten  points,  we  would  -think 
that  was  quite  uncalled  for. 

7248.  I was  not  thinking  of  the  reasons  for  it ; I am 

asking  what  would  be  your  reaction  if  it  were  done? 

Mr.  Tricslam:  'We  .should  thoroughly  dislike  it ; this  would 
introduce  an  element  of  gam-bling. 

7249.  You  are  gambling  now  in  the  sense  that  you 

have  'to  deal  in  a market  in  which,  over  a period  of  years, 
these  enormous  price  changes  take  place  ; and  the  Govern- 
ment take  actions  which  help  to  promote  these  price 
charges;  they  change  the  .Bank  Rate  at  a particular  time, 
and  they  can  change  it  by  quite  a bit.  Suppose  that  they 
were  to  change  quite  sharply  the  yield  offer^  on  the  long 
bond,  in  the  same  way  as  they  change  the  yield  on 
Treasury  Bills ; how  would  you  feel? You  will  under- 

stand that  the  price  changes  we  get  now  do  not  matter, 
since  once  we  are  invested  we  are  covered. 

7250.  In  that  sen.se  such  a market  would  not  upset  you 
any  more  than  a market  in  which  these  price  falls  or  price 

rises  are  gradual ; is  that  so? Yes,  tha-t  is  true.  It 

would  introduce,  to  my  mind,  rather  an  element  of 
gambling  as  regards  the  timing  of  investment ; we  could 


no  longer  afford  to  say ; “ Let  us  make  up  our  minds  in 
the  next  two  weeks.” 

7251.  Is  there  not  an  element 'oE  gambling  now? No, 

because,  whether  we  are  in  luck  or  out  of  luck,  it  is  by 
something  which  is  quite  low  over  our  whole  amount.  It 
does  not  matter  if  we  miss  the  advantage  now  for  the  few 
points’  difference  of  which  you  were  speaking.  But  if  it 
meant  missing  a big  advantage  or  getting  a big  advantage, 
then  it  would  become  a fetter,  which  I think  would  tend 
to  be  a 'bad  influence, 

7252.  Profea.ior  Cairnrro.rs:  You  spetik  of  matching 
assets  and  liabilities  as  if  your  liabilities  were  fixed,  and 
in  a sense  no  doubt  that  is  true  ; but  if  you  have  with-profits 

policies  surely  ultimately  they  are  not  fixed? Mr. 

Locliluuid : Yes.  they  arc,  because  the  liability  is  not  a 
liability  until  it  is  declared  -as  a boou.s.  Once  it  is  declared 
k is  fixed  in  flic  same  way  as  the  sum  assured  is  fixed. 

7253.  But  to  the  extent  you  are  competing  with  other 

people  who  are  offering  with-profits  policies  witli  a bigger 
return  than  yours,  you  arc  approaching  the  character 
of  an  investment  trust? ^To  some  extent. 

7254.  Have  you  not  then  got  to  'think  .seriously  about 
how  to  get  the  maximum  return  on  your  investments?  It 
is  not  just  a question  of  automatically  matching  the  period 
of  your  investments  to  the  period  of  your  liabilities.  Is 
there  not  a certain  difference  there,  and  do  you  not  very 
soon  get  over  to  the  other  kind  of  policy,  where  you  are 
offering  the  insured  person  a still  more  speculative  policy, 
in  which  case  you  would  pul  the  whole  of  your  investments 

in  equities? That  would  be  a fatal  policy.  Wo  feel  the 

proposition  that  we  offer  in  this  with-profils  policy  will 
stand  on  its  feet  even  with  what  one  might  call  a normal 
bonus  rate. 

7255.  Within  the  range  of  ordinary  investment  trust 

business? Yes ; that  could  be  achieved  with  no  invest- 

ment in  equities  at  all.  But  knowing  that  that  money,  when 
received  years  hence,  is  going  to  have  a very  much  lower 
purchiising  power  than  the  'premiums  received  in  -payment 
for  it,  we  are  driven  to  seek  to  increase  the  money  value, 
not  pw  tanto  with  the  fall  in  the  value  of  money  but  some- 
where in  that  direction.  We  therefore  go  into  equities. 

7256.  May  not  your  policy  holders  be  in  the  frame 
of  mind  (hut  they  think  a fall  in  the  value  of  money  is 
a possibility,  and  would  prefer  a policy  that  gave  them  a 

more  adequate  hedge  on  that? 1 know  what  you  are 

thinking  of.  I can  only  say  that  pn  the  whole  we  find 
we  can  sell  -our  policie.?,  and  they  are  wanted  in  the  form 
that  we  offer  them. 

7257.  Professor  Sayers:  Do  pctvple  still  behave  as 

though  there  was  always  going  to  he  inflation? 1 would 

not  say  that ; we  get  a higher  proportion  taking  with- 
profiis  policies  now,  but  it  arise.s  for  other  reasons  -too. 
Whenever  bonus  rales  arc  good  we  lind  that  the  proportion 
of  with-profits  rises,  and  vice  versa. 

7258.  Professor  Cairnews.s:  You  do  not  offer  the  alter- 

native? Are  there  any  policies  in  this  country  of  the 
character  I was  referring  to? 1 do  not  think  any. 

7259.  They  exist  in  other  countries  and  they  have  not 
proved  altogether  unpopular  there,  What  makes  you  think 

people  would  not  want  them  here?- One  can  only  judge 

by  the  demand.  I may  be  wrong;  next  week  the  demand 
may  arise,  and  if  it  does,  it  will  he  met.  But  I under- 
stand from  those  who  handle  life  bu.sincss  that  there  are 
some  very  grave  disadvantages,  though  I am  afraid  I am 
not  competent  to  deal  with  them. 

7260.  Chairman : You  say  in  paragraph  50 : 

“ So  long  as  borrowers  can  see  a prospect  of  earning 
on  borrowed  money  enough  to  cover  the  cost  of  borrow- 
ing and  leave  a margin  for  an  adequate  profit,  they  are 
not  likely  to  be  greatly  concerned  with  the  rate  of  interest 
charged  on  the  accommodation.  A rise  in  the  borrowing 
rate  will  narrow  the  profit  margin  unless  the  borrower 
is  able  to  increa.se  his  prices.  If  profit  margins  were  to 
shrink  or  to  become  incapable  of  expan.sion  without 
the  risk  of  loss  of  trade  through  excessive  prices,  changes 
in  rates  of  interest  would,  no  doubt,  begin  to  have  direct 
effect  on  the  amount  of  timing  of  borrowing.  Recently 
we  have  seen  signs  of  such  a position  developing.” 

H'Ow  much  can  you  enlarge  on  that? ^1  am  afraid  we 

cannot  go  any  further  than  that.  People  come  to  us 
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and  ask  what  the  rate  of  interest  would  be ; when  we 
tell  them,  they  generally  pull  long  faces  and  the  business 
disappears. 

7261.  Is  this  since  September  1957  as  distinct  from 

before  then? ^No,  I should  say  it  was  before  September 

1957  as  well.  Everybody  recognised  that  the  post- 
September  1957  phase  was  not  likely  to  be  of  very  long 
duration,  and  lenders  like  ourselves  (I  am  not  referring 
to  the  banks)  did  not  put  their  rates  up  for  new  loans  to 
anything  like  the  extent  that  the  Bank  Rate  had  been 
raised ; people  like  ourselves  'think  that  there  is  no  con- 
nection '^tween  the  Bank  Rate  and  the  long-term  lending 
rate,  or  that,  if  there  is,  it  is  mmimal  and  remote. 

7262.  When  did  you  see  signs  of  this? Last  summer, 

if  not  a little  earlier. 

7263.  September  1957  in  your  experience  really  made 

very  little  difference? ^Very  little. 

7264.  Professor  Cairncross:  What  rates  do  you  charge? 

At  a certain  rate  of  interest  we  reach  a stage  where 

we  are  not  prepared  to  lend  at  all.  It  gets  so  high  as 
to  be  almost  unconscionable,  and  causes  a lack  of  good 
relations  between  borrower  and  lender  ; and  we  prefer  not 
to  lend.  It  is  easier  for  the  banks,  because  they  can 
alter  the  rate  just  like  that,  but  we  have  to  have  some 
permanence  about  the  rate  of  interest.  If  you  start  charg- 
ing a rate  justified  in  the  conditions  of  September,  1957, 
in  a year’s  time  it  may  look  shocking. 

7265.  On  mortgages  what  kind  of  rates  do  you  charge? 

At  the  'Present  momemt,  6i  -per  cent,  or  7 per  cent., 

perhaps  shaded  a bit  to  old  clients. 

7266.  Professor  Sayers'.  Is  that  the  sort  of  rate  which 

makes  people  he-sitate  about  whether  to  go  ahead  in  that 
kind  of  business? Mr.  Trustani:  Yes. 

7267.  At  what  level  of  rales  did  you  begin  to  hesitate 

as  rates  went  up  in  the  fifties? Mr.  Lochhead:  Some 

borrowers  rather  fancy  them.selves  as  borrowers,  and  any- 
thing over  5 per  cent,  is  very  high  ; with  others  it  may 
be  6 per  cent. ; and  others  will  not  even  begin  to  look 
askance  until  wo  charge  thorn  more  than  7 per  cent.  I 
believe  .that  to  some  extent  their  view  on  the  interest  rate 
is  governed  by  the  margin  they  have  on  what  they  are 
dealing  with. 

7268.  You  mention  three  rates,  5 tper  cent.,  6 per  cent, 

and  7 per  cent.  Was  it  quite  deliberately  that  you  said 
5 per  cent.,  6 per  cent,  and  7 per  cent.,  rather  than  2 per 
cent.,  3 per  cent,  and  4 per  cent.,  or  8 per  cent.,  9 per 
cent,  and  10  per  cent?  Is  that  the  sort  of  range  at  which 
people  begin  to  get  interest-conscious? ^Ycs. 

7269.  Chairman : When  you  saw  this  developing  in  the 
summer  of  1957,  was  it  because  recently  you  had  raised 

your  rates? Mr.  Lochhead:  The  rates  were  going  up, 

yes— Mr.  Murray:  I .think  Ihe  decreasing  expectation 
of  making  .profits  had  a lot  to  do  with  it.  Before  that, 
when  an  industrialist  came  and  talked  to  us,  wanting 
£50,000  or  £100,000,  he  came  very  full  of  the  idea  that 
he  could  not  really  help  making  a profit.  As  time  went 
on  and  things  were  getting  difficult,  it  would  get  to  the 
stage  where  he  was  not  so  sure,  I think  that  had  more 
to  do  with  it  than  the  fact  that  the  rates  were  getting  a 
bit  higher. 

7270.  Professor  Sayers:  When  did  you  notice  that 

change ; in  the  middle  of  1957,  or  earlier? Mr. 

Lochhead : I should  have  thought  earlier. — Mr.  Trustam : 
It  is  difficult  to  give  a time  with  precision ; it  is  not 
something  which  happens  on  a certain  day.  One  gradually 
becomes  aware  that  .this  inquiry  has  been  withdrawn, 
and  then  that  inquiry ; but  one  has  no  .precise  date  in 
one’s  mind  at  which  that  happens. 

7271.  But  this  subtle  change  in  the  attitude  of  borrowers 

was  already  occurring  .before  September  1957? ^Yes. 

7272.  Chairman:  In  paragraph  60  you  say:  "^e 

growth'  of  the  practice  of  overseas  buyers  seeking  facilities 
for  deferred  payments  spread  over  long  periods  has  created 
new  problems.”  Is  it  the  general  'fact  that  the  term  of 
finance  which  is  involved  in  this  is  unattractive  to  you 
because  of  the  iterm  alone? Mr.  Lochhead : Yes. 
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7273.  Professor  Sayers:  It  is  too  short? Par  too 

short. 

7274.  Mr.  Jones : What  does  it  require  to  be  : 10  years? 
15  years  .for  preference. 

7275.  Chairman:  You  are  not  rigid  in  looking  to  all 
your  investments  to  give  you  that  length?— No,  we 
have  a pattern,  a spread.  We  do  not  want  to  have  too 
muob  at  the  short  end,  because  probably  most  life  funds 
today  are  matched  by  investments  which  are  too  short, 
not  too  long. 

7276.  Professor  S^ers:  If  you  were  able  tO'  obtain 
really  good  rates  of  interest  in  this  business,  would  you  fee 

prepared:  to  lend  on  a 5-to-15  year  range? One  or  two 

compaaies  might,  .but  most  would  not ; they  would  not 
be  attracted  by  a high  rate  for  five  years,  not  knowing 
what  they  would  -get  on  re-investment.  They  would  much 
rather  haive  investments  at  the  high  rate  today  going  for  a 
longer  period. 

7277.  Chairman : U a Corporation,  suob  as  you  outline 
here  was  created,  which,  could  do  the  short-term  and 
med.ium-teim  lending,  wo.uId  you  have  any  reluctance  to 
lend  it  your  money  if  it  gave  you  fifteen  year  mvestment? 
1 do  not  think  so ; we  lend  to  the  Agricultural  Mort- 
gage Corporation,  which  is  rather  similar.  There  we 
could  'have  gone  direct,  except  that  the  units  are  too  small. 

7278.  Sir  John  Woods:  When  you  talk  here  of  the 
Corporation  holding  a revolving  portfolio  of  short-term 
paper,  are  you  initerpreting  short-term  as  anything  up  to 

ten  years? ^Not  so  long  as  ten  years;  I had  afeo.ut  five 

years  in  mind. 

7279.  So.me  of  the  problems  of  overseas  buyers  seeking 
facdlities  relate  to  the  fact  that  the  term  cannot  he  exitended 
beyond,  say,  seven  years.  Suppose  that  this  situation  were 
ohan.ged,  if  possible  with  E.C.G.D.  cover,  where  necessary, 
so  as  to  extend  the  period  to  something  like  ten  years ; 
would  the  insurance  com.panies  then  .be  directly  initerested 

in  propositions  of  that  kind? ^I  do  not  think  so,  .because 

the  ten  years  would  be  subject  to  annual  repayments,  so 
that  the  average  term  would  be  only  five  years.  But  I am 
talking  in  ter,ms  of  the  present  climate  of  interest  rates, 
which  is  such  that  we  want  to  have  investments  as  long 
as  .possible  in  the  interests  of  ouii  .policy  holders.  If  the 
rates  of  interest  became  much  less,  we  should  be  only 
loo  delighted  to  invest  in  a few  short  securities,  because 
our  wcpectation  would  be  that  rates  would  go  up. 

7280.  Chairman : It  is  not  the  nature  or  complication  of 

this  kind  of  finance  that  E.C.G.D.  .guarantees  that  is  the 
deteirren't ; it  is  at  the  .present  time  the  unattractiveness  of 
the  length  of  invesibment  offered? ^That  is  so. 

7281.  Professor  Sayers:  If  you  were  in  a consortium 

with  other  people,  would  yo.u  take  the  long  end  of  it? 

We  did  that  in  the  tanker  finance  arrangement ; we  took 
the  lOH'g  end  and  somebody  else  took  the  medium  and 
short. 

7282.  You  would  be  quite  willing  to  do  .that? ^Yes. 

7283.  Professor  Cairncross:  You  act  as  trustees  on 

behalf  o.f  your  policy  holders  to  a great  extent? ^We  are 

not  legally  trustees,  but  we  behave  as  if  we  were  trustees. 

7284.  Do  you  have  large  holdings  on  behalf  of  your 
po.licy  holders,  other  than  acting  as  trustees  in  debenture 

issues? ^Yes  ; many  of  our  companies  act  as  executors 

and  trustees  for  policy  holders,  or  even  for  strangers: 
generally  speaking  the  stranger  becomes  a policy  holder, 
if  one  is  awake! 

7285.  Can  you  give  any  indication  as  to  the  magnitude 

of  this  business? Mr.  Walters:  The  Royal  Exchange 

Assurance  administer  trusts  through  a Trustee  Department ; 
taking  all  kinds,  -private  trusts,  debenture  issues  and  all  that 
sort  of  thing,  that  Department  administers  something  like 
£300  million. 

7286.  I have  seen  no-  esMmarte  anywhere,  however 
approximate,  of  the  total  trustee  holdings  of  insurance 
companies.  I should  have  thought  this  figure  would  have 

been  of  some  considerable  interest. Mr.  Lochhead:  It 

would  be  quote  easy  to  get  out  figures  showing  the  total 

2H4 
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n-arranal  amount ; those  would  be  sdmilar  to  those  pub- 
lished by  the  Publ'ic  Trustee. 

7287.  Lord  Harcourt:  Oould  it  be  broken  down  into 
Cvvo  parts : trusts  which  you  actually  admindster  and 

debeifture  stock? ^Yes,  we  could  show  a separate  figure 

for  deibenture  stocks  covered  by  us  as  trustees. 

(The  witne. 

(Adjourned 


7288.  Proje.isor  Cairncrons ; Would  these  exclude  super- 
annuation funds? Yes ; they  would  cover  purely  trusts 

under  wills,  scl'tloments,  and  so  forth. 

Chairman-.  Perhap.s  you  would  let  the  Secretary  have 
the  figures  in  due  course,"  I think  that  completes  our 
questions  ; we  are  much  obliged  to  you,  gentlemen. 

■s  withdrew.) 
itil  2,15  p.m.) 


Fred  Bentley  Esq,  a Director,  the  Halifax  Building  Society,  Alexander  MEiKi-r,.  Esq.,  General  Manager  and  a Director, 
WoSS’S^  BuildiAg  Society,  and  C.  G.  Garratt-Holden,  Esq.  Chairman.  Deputy  Chairman  and  Secretary 
respectively  of  and  representing  The  Building  Societies  Association,  called  and  ex.imincd. 


7289.  Chairman : Would  you  have  in  front  of  you  the 
excellent  memorandumt  wUh  which  you  kindly  supplied 
us?  We  wili  look  through  it  with  you  U>  see  if  there 
are  any  questions.  In  your  first  seotion  you  are  explaining 
die  role  and  function  of  building  societies  in  the  monetary 

system;  you  have  a long  history? Mr.  Bentley.  We 

certainly  have. 

7290.  You  say : “ In  the  early  years  the  societies  were 
small  and  numerous,  but  their  number  has  gradually  de- 
clined as  their  total  size  has  grown.  . . . The  twenty 
years  between  the  two  wars  .proved  to  be  a lime  ot  excep- 
tionally rapid  expansion.’’ — Profc.mir  Cairncroxs : Y ou 
say  that  about  two^thirds  o^f  the  houses  privately  built 
between  the  wars  are  believed  to  have  been  bought  by 
their  occupanls  with  the  help  of  a building  society.  Would 

you  think  that  you  sHIl  meet  that  proportion? Mr. 

Bentley.  Probably  since  the  war  a hltle  less  than  that. 
I have  no  firm  statistics,  but  my  impression  is  more  like 
50  per  cent,— Mr.  Meiklc : I entirely  agree,— Mr.  Bentley : 
Local  authorities  have  been  more  active  in  the  field  of 
assisting  house  purchase  since  1 948. 

7291.  Chairman:  KBstoricaJly  I suppose  the  building 
society  was  an  organisation  for  getting  hou.ses  built,  not 
for  the  transfer  of  houses  from  one  person  to  another? 
The  6m:^asis  was  upon  building  houses  raithcr  than 

acquiring  them? would  not  say  that.  U-sually  the 

building  industry  built  the  houses  knowing  that  builtling 
sodety  funds  were  available  for  financing  the  occupier. 
Going  back  to  (he  very  beginning,  I would  say  that  socie- 
ties did  help  to  finance  houses  built  by  the  building 
industry  ; but  in  more  recent  years  building  societies  have 
devdoped  what  we  oall  a building  mortgage  or  instalment 
plan,  whereby  a man  can  get  his  mortgage ; and  similarly 
the  building  industry  can  build  houses  in  quantity  and 
get  instalments,  although  that  type  of  finance  Is  left 
principally  to  the  banks. 

7292.  Professor  Cairncro.'is:  Do  you  draw  any  distinc- 
tion between  an  application  Cor  a loan  in  resp^  of  an 
old  house  and  an  appHoaition  in  re.spect  of  a house  that 

is  being  built? Generally  I would  say  no,  but  in 

recent  years  under  credit  restriction,  when  societies  have 
bcCT.  having  a much  greater  demand  for  home  loans  than 
feey  have  had  funds  to  saitisfy,  some  societies  have  con- 
centrated most  ocE  their  resources  upon  financing  the  pur- 
chases of  newer  houses.  Most  societies  are  quite  Willing 
to  lode  ait  the  older  bouse  that  gats  a good  valuation. 

7293.  My  friends  tell  me  it  is  difficult  to  get  a loan  if 
you  want  to  buy  an  existing  house,  and  much  easier  if  you 

want  to  buy  a big  new  house.  Is  that  unusual? ^It 

might  apply  in  certain  areas,  but  (hat  is  not  tihe  general 
experience.  Something  like  290,000  loans  were  made 
last  year,  and  I would  estimate  that  a third  of  those  were 
©■n  houses  built  before  1918. — Mr.  Meikle:  The  statistics 
for  the  year  1956  show  that  somewhat  less  'than  50  per 
cent,  of  all  our  loans  were  made  on  the  security  of  newly 
built  houses.  I have  no  reason  lo  believe  the  proportion 
has  altered  vitally  in  1957. 


over  the  year  for  mortgage  advances,  and  each  branch, 
according  to  its  size  in  'the  organi-sation,  is  given  an 
allocation.  We  .then  leave  it  to  the  managers  themselves 
to  decide  how  best  to  use  the  money  which  is  available. 
Generally  it  can  be  saW  that  a manager  prefers  to  help 
the  small  man  rather  than  the  large  man ; ho  would  rather 
recommend  three  loans  of  £1,000  than  one  loan  of  £3,000. 
That  is  my  experience. — Mr.  Meikle:  I support  what  Mr. 
Bentley  has  said,  and  would  add  that  in  general  a very 
liigh  degree  of  priority  is  given  to  the  would-be  borrower 
who  has  held  an  investment  in  the  building  society,  who 
has  been  saving  syslcmaticiilly  W'illi  the  society  for  the 
purpose  of  providing  a deposit  on  a house  one  day.  In 
general  managers  prefer  (he  smaller  loan,  not  .so  much 
necessarily  in  order  to  save  money  but  in  order  to  try  to 
accommodate  the  genuinely  small  person  buying  a £2,000 
house.  He  is  usually  preferred  to  the  man  who  may  be 
buying  a £10,000  house,  who  will  be  told  to  make  arrange- 
ments elsewhere, — Mr.  Bentley.  When  credit  restriction 
became  somewhat  severe  two  ycitrs  ago,  some  socictie.s, 
I 'think  quite  rightly,  decided  that  if  they  were  to  restrict 
too  severely  loans  on  now  houses  .they  would  embarrass 
the  building  industry ; tho.se  board.s  of  directors  as  a 
nmUcr  of  policy  would  alliwafo  a proportion  of  their 
available  restnirces  to  now  liou.ses  in  order  to  keep  the 
house  building  iiidu.slry  going. 

7295.  I.s  it  not  curious  that,  if  rising  intorc.st  rates  were 
in  part  aimed  at  a restriction  of  investment,  funds  should 
be  diverted  toward.^  mainUiining  current  building  rather 
than  towards  making  (ho  maximum  use  of  existing 

hou.ses? 1 oould  not  .speak  for  Government  policy; 

the  overall  effect  has  beon  that  there  has  been  a reduction 
in  'the  volume  of  h'Ouse  building  both  by  private  builders 
and  Ihe  local  authorities,  but  we  rather  sensed  that  the 
Govornmen't  did.  not  want  to  have  too  .severe  an  effect 
upon  the  production  of  new  houses.  The  result  of  the 
riiLsing  of  tlio  Bank  Rate  and  higher  Interest  rat'CS  has  not 
been  lo  damp  tlown  'the  demand  for  home  loans. 

7296.  Profe.m)r  Sayers:  How  do  you  know  precisely 
what  the  Government  wcniUl  like  your  movement  to  do? 
Do  you  receive  any  requests  through  the  Government,  the 

Bank  of  England  or  from  the  Treasury? Usually  we 

have  to  read  between  the  lines  of  parliamentary  debates 
and  the  published  statomenls  of  Ministers. 

7297.  Have  you  never  since  the  war  a,s  a movement 
received  a request  fr-om  the  Government  or  from  the  Bank 

of  England? Mr.  Garratt-Holden:  We  have  had  no 

official  reprc.scntalion  .since  tiie  war  from  the  Government, 
■the  Bank  of  England  or  the  Capital  Issues  Committee  as 
to  the  policy  which  sliould  be  followed  on  the  matters 
which  you  have  been  asking  about. 

7298.  Or  on  any  other  matter? No  ; there  have  been 

no  official  representali'ons  on  building  societies’  policies. 

7299.  Professor  Cairncross:  No  one  has  ever  laid  down 
policy  as  to  the  capital  payments  made  when  the  house 

is  being  purchased? Mr.  Bentley:  We  have  complete 

freedom  from  any  direction  or  suggestion  to  that  effect. 


7294.  If  you  have  rather  less  funds,  or  rather  more  calls 
on  your  funds,  how  is  your  policy  adjusted?  How  do 

you  decide  who  is  to  obtain  a loan  and  who  is  not? 

Mr.  Bentley:  Each  society’s  board  of  diirectors  will  have 
a different  policy.  I can  only  speak  for  the  society  where 
I have  had  most  experience  in  that  respect.  The  Board 
decide  how  much  money  they  arc  likely  to  have  available 


7300.  We  have  been  told  of  pressure  brought  in  various 

ways  on  various  people.  You  are  in  the  hire  purchase 
business  without  having  receaved  any  requests  or  pressure 
at  all? Mr.  Meikle:  No  pressure,  direct  or  indirect. 

7301.  Professor  Sayers:  Have  you  at  any  time  made 
any  approach,  formal  or  informal,  lo  any  Government 
body  to  ask  what  they  wanted  you  to  do,  or  have  you 


• Note  by  witness:  On  3Ist  December,  1957,  members  of  the  Brilisli  Insurance  Association  administered  £80  million  trust  and  other 
funds  fexduding  pension  funds).  This  figure  is  based  on  book  values.  In  addition,  members  acted  as  trustees  for  issues  of  debenture 
stock,  loan  stock  and  unit  trusts  amounting  to  £855  million  on  the  same  date. 

f Memoranda  of  Evidence  Part  VI  No.  4,  which  includes  figures  for  1957  fsec  Qn  7329) 
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been  entirely  independent? Mr.  Bentley : I should  say 

that,  since  the  Bank  Rate  went  up  to  7 pCT  cent.,  we 
have  had  informal  talks  at  >the  Treasury  each  month. 

7302.  At  your  instigation,  or  at  the  Treasury’s? 

Mr.  Garratt-Holden : At  the  Treasury’s  instigation. 

7303.  WTiat  sort  of  thing  has  been  said  to  you  there? 

Mr.  Bentley : We  have  usually,  opened  the  conference 

by  giving  information  as  to  the  trends  of  our  business. 
We  gat  returns  monthly  from  a group  of  societies  sufficient 
to  enable  us  to  judge  the  trends.  We  have  been  concerned 
to  see  the  extent  of  withdrawals.  We  have  kept  the 
Treasury  informed  of  the  trends  of  business,  and  have  been 
able  to  oonwy  to  them  our  thinkiri'g  on  ffie  question  of 
interest  rates:  whether  we  were  going  to  be  able  .to  hold 
the  line  as  we  have  done,  or  wheffier  :they  could  anticiipate 
that  societies  would  under  competition  be  obliged  to  move 
the  mortgage  rate  above  6 per  cent.  That  is  the  sort  of 
thing  we  have  discussed  monthly. 

7304.  It  has  been  exchange  of  information,  not  questions 

of  policy? ^No  questions  of  policy ; just  exchange  of 

information.  I ought  to  add  that  Lord  Mackintosh, 
Chairman  of  the  National  Savings  Ccanmittee,  has  attended 
these  conferences. 

7305.  These  conferences  have  happened  entirely  since 

September  19lh  la«3t,  never  before? Mr.  Bentley. 

Never  before. — Mr.  Garratt-Holden : No.  We  do 

of  course  meet  Treasury  officials  from  time  ito  time, 
but  within  tihe  last  twenty  years  we  have  never 
asked  them  what  they  ilhought  about  so  and  so,  we 
have  had  no  oilicial  repre.senlations,  no  hint  from  the  Gov- 
ernment that  they  intended  to  do  this,  that  or  .the  other  in 
any  matter  of  policy. — Mr.  Bentley:  We  have  not  made 
any  disclosure  ^ these  conferences  to  the  press  or  outside. 
We  thought  it  was  im'ponlant  that  there  should  be  no 
publicity  for  the  fact  that  we  wore  confenring  monthly  with 
the  head  of  the  National  Savings  Movement. 

7306.  It  is  pure  exdiange  of  information ; would  it 

embarrass  you  if  thus  were  known? Mr.  Bentley: 

I do  not  >(ihtnk  it  would  erabanrass  us ; but 
there  might  have  been  press  comments,  becau« 
the  building  societies  have  bean  subject  to  a fair 
amount  of  prodding  from  the  financial  journals  with  su.g- 
gestuons  that  we  were  trying  to  live  in  a world  of  our  own. 
We  have  felt  'that,  if  they  were  apprised  of  the  fact  that 
we  were  having  exchanges  of  confidences  each  moriith  at  the 
Treasury,  there  might  be  some  speculations  which  would 
not  please  us. — Mr.  Garratt-Holden:  On  the  question 
of  publicity  1 ought  to  add  that  the  Trea.sury  was  anxious 
that  the  fact  that  these  exchanges  were  taking  place  should 
not  be  disclosed. 

7307.  Chairman : That  will  'be  recorded  in  the  minutes 
of  evidence;  but  you  yourselves  'Would  see  no  emibarrass- 
ment  in.  general  if  it  was  known  'that  from  time  to  time 
you  wore  in  contact  with  the  monetary  authorities  or  the 

National  Savings  'Movement? ^No.  It  was  at  the  request 

of  the  Treasury.* 

7308.  Do  you  regard  the  National  Savings  Movement  as 
a competitor  for  the  money  that  comes  to  you  on  deposit? 
Mr.  Bentley : Yes,  for  a proportioni  of  it. 

7309.  What  would  you  rogaird  as  the  other  less  important 

competitors? ^The  hire  purchase  finance  houses  over  the 

last  two  years;  and  of  course  local  authority  mortgages 
have  been  increasing  in  recent  years.  Then  there  is  the 
Stock  Exchange  .in,  a subsidiary  position,  and  the  gilt-edged 
market ; all  those  are  alternative  sources  for  the  deposit  of 
savings. 

7310.  Professor  Sayers:  Do  you  have  any  other  con- 
tact at  any  .time? ^T'he  Governor  of  the  Bank  of 

England  issued  an  open  invitation  to  .me  on  the  afternoon 
of  ithe  day  on  which  the  Bank  Rate  was  raised  to  7 per 
cent.  I went  to  sec  hiim,  and  he  was  kind  enough  to 
explain  all  the  circumstances  in  which  the  abnormal  Bank 
Rate  had  be®i  imposed  and  expressed  the  hope  that  it 
would  not  embarrass  the  building  societies.  He  hoped  that 
the  impact  would  not  be  too  bad,  and  suggested  that  I 
should  come  and  see  him  again  if  we  got  into  difficulties. 
I have  not  had  need  to  .take  advantage  of  the  suggestion  to 
sec  'him  again. 


* Note:  At  the  request  of  the  witnesses  the  Treasury  has  con- 
firmed that  it  has  no  objection  to  the  publication  of  the  answers  to 
Questions  7301  to  7307. 


7311.  Is  iChat  the  only  occasion  when  you  have  been  to 

the  Bank  of  England? ^Yes. 

7312.  Chairman:  Do  you  make  any  general  returns  to 

the  Bank  of  En^and? ^No. 

7313.  Professor  Sayers:  You  make  returns  under  the 

Building  SocieMes  Acts? ^Yes.  We  render  all  our  returns 

to  the  Offief  Registrar  of  Friendly  Societies. 

7314.  Do  you  render  any  O'Cher  official  return  at  all? 
'No. 

7315.  Chairman:  I think  you  said  that  generally  speaking 

building  societies  do  not  regard  the  financing  of  'the  build- 
ing of  houses  as  being  within  their  ambit? Mr. 

Bentley : Not  within  the  prime  amibdts,  shall  I say,  because 
the  amounts  involved  are  too  considerable.  The  banking 
industry  is  .the  source  for  finance  when  a builder  is  putting 
up  100  or  200  houses  on  an  estate. 

7316.  The  point  of  the  distkuotion  is  the  scale  of  the 

finance  that  is  involved? ^Yes. 

7317.  Sir  Reginald  Verdon  Smith:  In  paragraph  15  you 
say  that  the  role  of  the  building  socie.ties  “is  the  dual 
one  of  encouraging  .thrift  and  home  ownership.  It  involves 
giving  assistance  to  the  building  industry  while  ofEsetting 
inflationary  tendencies  ’’.  Does  it  in  fact  involve  giving 

assistance  to  the  building  industry  as  such? The 

readiness  of  building  socaeties  to  provide  finance  for  the 
purchase  of  houses  by  owner-occupiers  is  giving  assistance 
to  the  building  industry. 

7318.  Only  indirectly? ^Yes.  The  building  contractor 

knows  that  when  he  has  finished  hiis  houses  building 
societies  arc  willing  to  make  loans.  He  gets  his  finance 
from  the  bank  first,  'and  ithe  building  society  replaces  the 
bank  lending  ait  a liiltile  later  stage. 

7319.  Professor  Cairncross:  May  we  ask  you  about 

your  depositors?  You  speak  in  paragraph  16  about 
“ a form  of  diireotional  saving,  which  has  a strong  and 
W'idespread  appeal."  Do  many  of  your  deposilors  contem- 
plate buying  a house? Yes,  they  do. 

7320.  Is  this  the  prime  reason  they  leave  their  money 

with  you? One  of  ithem.  That  is  the  sort  of  thing 

wo  encourage.  We  like  the  man  who  puts  down  a few 
pounds  a month  to  be  an  investor,  and  wherever  possible 
we  wiiU  show  that  man  a favour  if  he  has  an  experience 
of  several  years  of  saving  in  .the  society  and  wants  that 
Mttle  ext'ra  to  buy  bos  house.  The  society  is  likely  to  go 
all  'Out  to  help  him. 

7321.  Of  the  £400  milMon  invested  over  the  years  what 

proportion  would  be  of  this  type? 1 could  not  tell  you 

that.  There  is  no  distinction  in  ithe  books  of  the  society. 
We  do  not  even  necessarily  know  when  a man  who  comes 
to  make  a withdrawal  is  using  the  withdrawal  money  to 
buy  & house ; it  os  not  necessary  to  go  to  the  same  society 
to  gat  assistance  on  mortgage.  Those  of  us  who  deal 
with  montgage  applications  in  quantjity  know  a good  pro- 
portion of  cases  where  the  applicant  has  a previous  con- 
nection with  the  society  as  an  investing  member,  because 
the  papers  rerveal  it, 

7322.  Chairman:  Is  .the  depositor  a difleretvt  person 
from  the  shareholder  in  all  cases,  or  do  the  same  people 
have  shareholdings  and  deposit  holdings,  and  does  one 

merge  into  the  other? Some  deposilors  will  also,  have 

share  accounts. 

7323.  Is  it  usual  for  a man  to  transfer  his  deposit 

from  time  to  itim,e  inito  a shareholding? Over  the  recent 

years  <that  has  been  a trend  which  has  been  interesting 
to  observe.  Thetotal  deposit  balances  with  building  societies 
are  gradually  falling ; .the  extra  secuiiLty  of  capdital  with 
the  lower  yield  is  not  proving  so  attractive  as  it  used  'to  be. 
The  indication  is  that  the  public  now  considers  the  share 
i-nvestment  as  safe  enough.  There  is  a drift  from  deposits 
to  shares  in  most  soedetdes. 

7324.  Mr.  Jones:  There  ds  not  very  much  difference  in 

rates  ? ^Half  per  cent. ; occasionally  a quarter  per  cent. 

7325.  Chairman:  What  about  the  tax  position  of  the 

deposit?  Is  it  the  same  as  for  'the  shareholding? The 

depositor  gets  his  interest  paid  without  KabMiity  on  his 
part. 

7326.  Professor  Cairncross:  Why  have  shareholdings 
increased  much  more  than  deposits  da  the  last  few  years? 
Because  'Of  the  half  per  cent,  better  yield. 

7327.  You  are  very  sensi'tive  to  this  difference  to 

interest  rates? ^We  are.  The  new  money  is  generally 
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flowting  into  shares,  and  .there  is  ilihis  siteady  drain  from 
deposits  into  shares  by  people  who  want  the  extra  half 
per  cent,  rather  than  .the  extra  security. 

7328.  Mr.  Jones : To  what  extent  is  iihis  saving  from 

frugal  .aims?  What  proportion  of  your  shareholders  and 
of  your  depositors  have  got  very  small  holdings  with 
the  societies? 1 could  not  answer  die  question  specific- 

ally ; but  we  favour  very  much  the  small  man’s  savings. 
MiOSt  societies  are  pushing  a regular  savings  feature.  If 
I can  speak  for  my  own  society,  we  have  something  like 
£36  million;  at  the  present  .time,  all  of  which  has  been 
saved  tlwough  regular  monthly  instalments.  The  maximum 
we  take  is  £10  a month  dn  that  department. 

7329.  Chairman-.  In  Table  I you  give  us  dn  the  fifth 
column  liquid  funds  as  a percentage  of  total  assets  over 

the  years.  Have  you  ithe  1957  figure  available? We 

have  just  had  ithe  1957  figures  from  the  Regd-strar  of 
Friendly  Societies,  but  I am  afraid  we  have  n.ot  worked 
that  one  out  It  is  not  much  different,  I am  sure  ; about 
15  'per  cent.  tMay  I say  that,  if  the  Committee  would  li.ke 
copies  o-f  the  memorandum  retyped  with  the  1957  figures 
added,  we  should  be  happy  to  supply  them. 

7330.  Thank  you ; that  woulld  be  very  helpful.  How 
far  does  this  liquidity  percentage  represent  a rule  laid 

dojvn  by  your  Association  or  a working  .practice? 

A condition  of  membership  of  the  Assooiaition  is  that  each 
society  must  show  a 7i  ,per  cent,  liquidity  ratio  in  its 
accounts. 

7331.  In  paragraph  19  you  say: 

“ ...  it  has  been  for  some  years  a condition  of 
membership  of  the  Assooiaition  that  a society  must  show 
dn  each  balance  sheet  funds  in  hand  (cash  and  trustee 
securities)  amO'Untdng  to  not  less  than  7i  per  cent,  of  its 
lotM  assets.” 

Is  that  the  same  thing  as  your  liqmdity  percentage  in 

Table  I column? ^The  liquiLdity  percentage  in  the  table 

is  the  actual ; 7^  per  cent,  is  a minimum,  If  a society 
falls  below  that,  it  is  invited  to  go  out  of  membership. 

7332.  Is  there  any  condition  as  to  itlie  length  or  nature  of 

investments? They  must  all  be  'trustee  securities. 

7333.  No  emphasis  on  short-term  securities? Only 

by  recommendation  of  the  Council.  We  have  a brochure 
we  issue  and  strongly  recommend  re.striodion  of  trustee 
investments  to  short  and  medium  date,  and  warn  against 
investment  of  long  date. 

7334.  Professor  Sayers:  Have  you  any  idea  how  much 
of  this  £278  million  referred  to  dn  paragraph  19  consists 
of  short  securities,  say,  -up  to  five  years,  and  how  much 

is  longer? ^No ; we  have  not  any  break  down.  Some 

societies  .show  in  their  balance  sheets  the  break  down  of  the 
amount,  but  only  a few.  In  most  societies  they  are  bulked 
together.  The  total  will  include  corporation  loans,  mort- 
gages of  the  rates,  which  form  a popular  part  of  building 
society  investment. 

7335.  You  do  not  as  a society  get  any  special  figures 

on  this? ^No. 

7336.  Chairman : There  would  be  a general  policy, 

reflected  in  your  brochure,  to  keep  your  liquid  funds  in 
reasonably  short-term  investments? ^Yes. 

7337.  Professor  Sayers:  Would  you  object  to  providing 

the  Committee  with  copies  of  the  brochure? Not  at 

all.* 

7338.  Profe.t.sor  Cairnaws:  Would  this  show  the  value 

of  your  annual  purchases  of  Government  securities? 

Mr.  Bentley:  Wc  get  returns  from  our  members  which 
we  collect  in  a private  and  confidential  quarterly  docu- 
ment. They  are  available  if  required. — Professor 
Cairncross:  We  should  be  glad  to  see  them,  if  we  may.* 

7339.  Chairman:  Then  the  table  includes  a column  of 
the  percentage  of  assets  retained  as  reserves.  Paragraph 

26  deals  with  the  reasons  for  reserves  being  retained. 

Yes.  The  figure  last  year  slipped  to  4'4  per  cent. 

7340.  The  general  theory  is  it  should  be  5 per  cent.? 

We  continue  to  adhere  to  our  recommendation  that 
5 per  cent,  is  the  id^l  for  a society  to  work  to. 

7341.  Professor  Sayers:  That  is  for  the  shares  as  well 

as  the  deposits? Yes,  Sir. 

7342.  Chairman-.  In  paragraph  16  you  say:  “ More  than 
97  per  cent,  of  the  total  amount  inve.sted  in  building 
societies  belongs  to  private  individuals”.  Has  there  .been 
a tendency  over  the  last  three  years  for  larger  sums  to  be 

• See  Appendix  to  Minutes  of  Evidence. 


offered  to  you  for  deposit? Not  more  so  than  in  the 

previous  period ; in  fact,  1 think,  over  the  last  three  years 
larger  sums  have  'been  accepted  .to  a far  less  extent  than 
they  were.  The  effect  of  credit  restriction  caused  these 
larger  investments  to  floiw  out  too  rapidly  for  the  building 
societies’  liking,  and  lessons  have  been  learned  from  that. 

7343.  The  money  mi^t  be  on  offer  still  but  it  is  not 

consistent  with  your  policy  to  want  to  take  it? That  is 

right. 

7344.  Professor  Sayers : In  attracting  the  personal  saver 
you  mention  regular  saving  as  something  you  like  very 
much:  the  commitment  on  the  part  of  l.he  saver  to  pay 
so  much  per  month.  I notice  that  some  societies  give 
better  terms  in  interest  on  .such  savings,  others  do  not. 

Why  is  there  that  difference? Mr.  Bentley:  Very  few 

do  not  give  .better  terms  for  regular  savings.  All  societies 
I have  in  mind  give  an  extra  quarter  per  cent,  or  half 
per  cent.,  or  'pay  a bonus  after  a period  of,  .say,  three  years 
of  consistent  savings.  Normally  it  is  the  practice  to  allow 
a iinore  attractive  rate,  with  a limitation  of  £10  or  £20 
per  month  as  a maximum  qualifying  to  attract  the  higher 
rate. — Mr.  Mciklc:  There  has  been  a very  curious  geo- 
graphical difference  for  no  good  reason  at  all.  The 
Northern  societies,  such  a.s  the  .Halifax,  have  been  pushing 
subscription  shares  ever  since  they  were  founded.  These 
sharc.s  have  only  come  to  the  metropolitan  area  quite 
recently. 

7345.  Chairman:  Do  you  find  them  popular? Mr. 

Mcikle:  They  arc  becoming  increasingly  popular. — Mr. 
Bentley : 1 would  say  'that  at  is  rather  harder  to  get  people 
in  the  North  saving  than  it  was  twenty  years  ago.  I 
think  the  Welfare  Slate  has  something  to  do  with  that. 
The  Halifax  does  not  open  no  many  regular  savings 
accounts  to  day  as  twenty  years  ago. 

7346.  Profes.s-or  Sayers : The  difference  between  societies 

has  been  ibocoming  lc.ss? Yes.  This  custom  has  .spread 

to  the  metropolis  in  the  last  few  years. 

7347.  Chairman:  In  Table  HI  you  give  us  in  the  third 

column  the  amounts  withdrawn  in  1954,  1955  and  1956. 
Those  are  mounting  figure.s.  Was  there  the  same  experi- 
ence with  withdrawals  in  1957?^ The  figures  for  1957 

are  £336  million  withdrawn,  and  £432  million  invested. 
The  heavy  impact  of  withdrawals  has  been  a rather  worrjf- 
ing  feature  of  building  society  operations  under  credit 
restrictions. 

7348.  Can  you  enlarge  on  the  main  reasons? 1 would 

say  that  difficulty  in  obtaining  bank  finance  is  one  of  ihe 
Important  reasons.  If  a small  busine.ss  man  finds  difficulty 
in  getting  finance  from  his  banker,  and  if  he  has  a credit 
balance  with  a building  .society,  he  will  withdraw  his 
balance.  Again  the  .rate  of  interest  comes  into  it,  if  he 
iind.s  he  has  to  pay  8 per  coni,  to  his  bank  on  an  overdraft. 
Then  hire  purchase  re.striction.s  are  causing  more  people 
to  pay  cash,  These  have  had  influences  on  building  .society 
withdrawals,  which  have  been  running  at  a higher  rate 
•than  we  like. 

7349.  What  importance  would  the  third  reason  have  in 

your  mind? Mr.  Bentley:  I would  not  place  it  in 

impiortance  with  the  other  two  factors  I have  mentioned, 
but  I think  it  is  a factor. — Mr.  Mciklc:  There  is  one 
other  'thing  .1  would  like  to  add:  withdrawals  in  the  event 
of  death,  Building  society  moneys  arc  paid  out  at  par : 
an  executor  who  finds  other  securities  in  an  estate  depre- 
ciated naturally  goes  to  the  assets  which  are  not. 

7350.  The  first  impact  falls  on  you? ^The  first  impact 

falls  on  the  bank  and  the  building  society. 

7351.  Mr.  Jones-.  To  what  extent  arc  depositors  and 
shareholdons  with  the  building  societies  changing  their 
investments,  having  regard  to  the  higher  rates  of  interest 
obtaining  .these  days?  Would  any  substantial  part  of  these 

withdrawals  be  attributable  to  those  cau.scs? ^Yes,  I 

thank  so.  We  have  investors  interested  in  the  gilt-edged 
markets,  and  when  prices  are  low  and  bargains  available 
there  are  occasions  when  we  suffer  an  outflow  of  our 
funds  into  the  Stock  Exchange. 

7352.  Has  that  been  more  marked  since  1955  or  from 

September  1957  than  before? Mr.  Bentley:  We  have 

a general  impression  that,  when  Stock  Exchange  activity  is 
very  low  and  people  are  afraid  of  los.scs,  they  go  to  the 
bu'ilding  societies,  and  that  in  a rising  market  they  go  from 
the  building  societies  into  the  equities  or  gill-edged. 

7353.  Do  not  the  figures  seem  to  back  up  your  impres- 
sion?  They  do.  I would  like,  if  I may,  to  give  an 

explanation  of  one  figure  in  Table  V.  We  show  in  the 
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second  column  the  net  balance  from  Table  III,  that  is  the 
net  inflow  into  the  investors’  accounts ; then  in  the  third 
column  we  show  the  principal  repaid  on  montgage  accounts 
from  Table  IV ; and  then  we  add  those  two  together  to 
arrive  at  the  total  savings  figure  in  the  fourth  column. 
TTie  principal  repaid  on  mortgage  accounts  is  really  built 
up  of  two  factors,  the  amounts  repaid  in  borrowers’ 
monthly  instalments,  which  we  regard  as  money  saved  by 
the  borrower,  and  principal  repayments  on  sales  of 
properties,  which  could  not  be  described  as  money  saved. 

If  I were  to  be  asked  for  an  estimate,  I would  say  that  a 
half  of  the  figure  in  column  3 of  Table  V is  attributable  to 
sales  of  houses  and  final  repayments  of  mortgages,  and 
the  other  half  ito  personal  savings ; so  that  to  get  true 
personal  savings  one  should  deduct  flOO  million  from  the 
£363  million  in  the  last  column. 

7354.  Professor  Cairncros.'!:  Why  is  there  such  a steep 
decline  in  the  amount  in  19567  Will  ic  continue  for  19577 

^The  1957  figure  is  £370  million : 1956, 1 think,  saw  the 

first  impact  of  really  severe  credit  restriction  upon  the 
building  societies.  The  first  reaction  of  building  societies 
to  the  onset  of  this  in  the  middle  of  1955  was  to  imipose 
restrictions  upon  lending.  We  felt  .the  impact  of  heavy 
withdrawals,  and  societies  decided  to  build  up  their  liquidity 
in  order  to  be  in  a position  to  meet  withdrawals  if  they 
occurred.  That  accounts  for  the  fall.  Lending  has  been 
increased,  as  1 mentioned,  to  £370  millions  in  1957. 

7355.  Would  each  branch  manager  be  given  a restricted 

slice  of  funds  that  he  could  use? With  the  large  society 

that  is  the  way  it  operates. 

7356.  Is  he  given  any  directive,  other  than  that  he  should 

try  to  give  preference  to  the  smaller  borrower? Mr. 

Bentley.  The  Association  gives  no  lead  to  members  on 
that.  As  for  my  own  society  conditions  arc  so  differenit 
in  the  many  towns  throughout  the  area  in  which  it  operates 
that  was  decided  to  leave  it  to  the  discretion  of  the 
managers. — Mr.  Meikle : In  our  case  the  first  priority  was 
the  one  1 mentioned  a little  while  ago,  of  the  existing 
investor ; then  the  small  borrower ; then,  going  back  to 
the  question  of  loans  on  new  houses,  every  effort  was  to 
be  made  to  persuade  the  builders  relying  upon  us  to  cut 
down  their  future  building  programme,  so  that  we  would 
not  have  to  disappoint  them.  That  produced  a decline  in 
the  number  of  applications  for  loans  for  newly  built  houses. 
Apart  from  that  it  was  a case  of  flr.st  come,  first  served. 
This  was  done  partly  by  directive  and  partly  by  delegation 
of  authority  to  the  local  branch  manager. 

7357.  Chairman-.  You  think  of  yourselves  as  highly 

decentralised  societies  in  matters  of  policy? Mr, 

Bentley.  Yes,  we  do.  Branch  offices  conduct  their  own 
accounts  and  considerable  responsibility  rests  on  their 
shoulders. 

7358.  Professor  Sayers:  Do  you  think  the  local  branch 
manager  in  turn  acts  in  a highly  individualistiic  way,  or  is 
he  very  conscious  of  what  other  branch  managers  of  other 

societies  in  the  district  are  doing? We  encourage  our 

branch  managers  do? It  is  all  subject  to  head  office 

with  the  managers  of  other  societies,  to  avoid  cut-throat 
competition  and  guaid  each  other  against  the  odd  rogue 
who  goes  from  one  society  to  another. 

7359.  Profes.wr  Cairncross:  Where  would  you  think  in- 
tending borrowers  went  in  1956  when  they  found  they  could 

not  get  money  from  you? ■!  think  .they  went  round 

a few  societies,  and  normally  got  what  they  -wanted.  Some 
would  go  to  the  local  authority  and  I think  some  would 
abandon  for  the  time  being  buying  a house. 

7360.  There  was  a drop  in  the  total  that  would  indicate 

that  some  people  were  disappointed? ^Yes. 

7361.  Professor  Sayers:  I have  detected  a tendency  for 
some  societies  to  offer  better  terms  for  investments  by 
shareholders  which  are  fixed  for  a period  of  years.  Not 
all  the  big  societies  do  dais,  but  some  of  them  do.  Why  are 

some  of  them  apparently  standing  out  against  that? 

The  general  consensus  of  opinion  is  against  the  plan.  Some 
of  us  feel  tha-t  now,  at  a time  of  high  interest  rates,  is 
certainly  not  the  time  to  accept  investments  at  still  hi^er 
rates  of  interest  and  fix  them  for  three  years.  If  the  Bank 
Rate  were  to  fall  once  or  twice  over  the  next  three  years, 
and  if  the  composite  rate  of  tax  which  the  building  society 
is  obligated  to  pay  increases,  this  would  be  a very  bad 
bargain  before  long. 

7362.  The  difference  is  due  to  some  of  you  taking  more 
account  of  the  possibilities  of  rates  of  interest  dropping 


than  others  are  doing?  It  is  not  that  some  of  you  are 
against  this  idea  io  general?-— It  is  a variety  of  reasons. 

It  has  been  for  discoission  what  sort  of  a lead,  if  any, 
the  Council  of  the  Association  should  give.  Up  to  date 
the  matter  has  been  settled  by  individual  boards  of  direc- 
tors, and  with  seven  hundred  building  societies  one  gets 
a variety  of  views.  My  personal  view  is  that  under  the 
stress  of  competition  some  societies  are  looking  round 
for  a method  of  giving  something  a little  bit  better  than 
the  next.  They  find  tliis  term  share  is  a device  for  giving 
an  extra  quarter  per  cent,  or  half  per  cent.,  and  so  doing 
better  than  their  neighbours. 

7363.  Your  borrowers  are  borrowing  for  very  long 
periods,  and  in  general  their  rpreference  will  he  for  a 
fixed  rate,  so  that  they  know  where  they  s-tand  from  the 
beginning  of  the  contract.  If  this  fixed  .term  for  deposits 
and  shares  spread,  would  you  hope  to  hold  to  fixed  terms 
for  your  existing  borrowers  more,  though  the  terms  for 

new  borrowers  might  well  be  varied? ^That  is  the 

theory ; but  the  man  who  borrows  at  6 iper  cent,  borrows 
in  the  hope  of  not  paying  6 -per  cent,  for  the  next  twenty 
years.  We  say  that,  if  there  was  ever  a time  for  building 
societies  going  in  for  term  shares,  lit  -was  when  rates  were 
low;  but  then  the  investor  would  not  be  interested  in 
fixing  his  rate  at  the  low  level. 

7364.  You  take  the  view  that  rates  arc  high  now  in 

relation  to  what  they  are  going  to  be? Mr.  Bentley. 

Yes ; we  feel  that  rates  are  high  and  that  ;there  is  more 
likelihood  of  a fall  from  the  present  level  than  a rise. — 
Mr.  Meikle  \ This  term'  share  business  has  been  a very 
recent  development,  since  'the  memorandum  was  prepared. 

It  is  not  at  all  widespread  yet.  None  of  the  large 
societies  offers  these  term  shares,  though  it  may  well  come. 
We  b^r  in  mind  our  borrowers;  we  have  given  conces- 
sions to  borrowers  by  way  of  rebates  when  interest  rates 
were  falling  and  we  felt  that  our  charge.s  were  too  high. 
One  also  has  to  bear  in  mind  that  every  borrower  has  a 
legal  right  of  redemption ; if  rates  wore  to  fall  and  we 
were  unable  to  give  a borrower  a concession,  he  would 
borrow  an  equivalent  amount  of  money  elsewhere  at  a 
lower  rate  of  interest,  and  we  should  be  left  with  this 
long-term  capital  on  which  we  could  not  get  an  economic 
yield. 

7365.  Is  it  your  intention  to  move  towards  greater 

fixity  of  rates  or  greater  flexibility  of  rates? Mr. 

Bentley : Not  to  move  in  favour  of  fixed  rates  in  the 
long  term  ; tradition  is  against  that. — Mr.  Meikle : 1 agree. 
We  much  prefer  the  present  flexibility  of  investor’s  interest 
rates,  which  have  moved  some  half-a-dozen  times  in 
the  last  seven  years. 

7366.  Although  that  implies  flexibility  for  the  rates  you 

charge  to  the  borrower? Exactly. 

7367.  It  does  mean  that,  when  rates  in  general  go  up, 
you  have  to  put  up  your  rates  not  only  to  new  but  to 

old  borrowers  too? Mr.  Bentley:  They  have  taken  it 

very  well  indeed,  relying  upon  our  being  fair  and  reducing 
when  circumstances  permit. 

7368.  Chairman ; Tn  paragraph  24  you  speak  about 

your  liabiiitiy  to  profits  tax.  Have  you  not  got  a change 
in  the  Budget? Mr.  Bentley:  We  have;  a little  con- 

tribution towards  our  annual  additions  to  reserves. — Mr. 
Garratt-H olden:  We  can  thank  Lord  Radcfiffe  for  that. 

; — Mr.  Bentley : Yes,  my  Lord,  your  report  helped  us  very 
much. 

7369.  Professor  Cairncross:  In  paragrapn  28  you  say 
that  in  an  ordinary  case  a society  will  advance  between 
75  and  80  per  cent,  of  the  valuation.  Is  this  true  of  all 

societies,  or  is  there  a wide  variation  in  practice? 1 

would  say  'that  as  a generality  the  normal  lending  limit 
is  75  or  80  per  cent. 

7370.  WTien  credit  is  being  restricted  is  there  a certain 

tendency  to  restrict  that  ratio? ^That  is  one  of  the 

weapons  which  would  be  used  by  a branch  manager  with 
discretion.  He  might,  in  order  to  keep  up  the  number  of 
accepted  loans,  and  to  avoid  having  to  say  no  to  every- 
one applying,  say  that  he  would  keep  down  his  lendings  to 
66f  per  cent. 

7371.  You  have  no  detailed  information  about  what  the 
branch  managers  to  keep  dn  close  and  friendly  contact 
supervision. 
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7372.  It  is  your  understanding  that  at  present,  if  anyone 

were  to  approach  a branch  manager  for  a loan,  he  could 
expect  75  or  80  per  cent,  in  almost  any  part  of  the 
country? ^Yes. 

7373.  I am  told  that,  if  one  tries  in  Glasgow  to  borrow 
money  for  an  old  house  one  will  find  only  two  building 
societies  at  most  who  will  lend  one  the  money.  Is  that 

statement  in  your  view  correct  or  incorrect? 1 should 

want  a definition  of  an  old  house  in  Glasgow. 

7374.  A house  built  some  time  ago? Mr.  Bentley  \ 

A house  built  between  the  wars?  I should  be  very 
surprised  to  hear  that.  But  my  experience  is  limited  to 
my  own  society ; I cannot  tell  you  what  other  societies 
are  doing  in  Glasgow. — Mr.  Meikle:  I should  be  vary 
surprised  if  that  was  true,  if  by  an  old  house  you  mean 
a house  built  between  the  wars  and  a house  in  contrast 
to  a flat.  I have  not  the  slightest  reason  to  sxippose  there 
is  any  undue  restriction  placed  on  loans  on  that  class  of 
house. 

7375.  Does  the  statement  apply  to  a house  built  before 

the  first  world  war? It  might  well,  as  far  as  the  ratio 

of  75  or  80  per  cent,  was  concerned,  but  I do  not  think 
that  it  would  be  true  .that  no  loan  would  be  forthcoming 
on  a lower  basis.  I would  also  think  that  the  location  of 
the  property  is  important  in  Glasgow. 

7376.  The  statement  made  to  me  referred  to  Glasgow 
itself,  and  implied  not  that  one  could  get  something  lc.s,s 
than  75  per  cent.,  but  that  one  would  get  nothing.  You 

think  this  is  an  exaggeration? Mr.  Meikle:  I think 

it  is  an  exaggeration,  though  I do  not  think  it  is  entirely 
untrue  I was  bom  and  brought  up  in  Glasgow,  and 
1 know  the  city  well ; I take  a special  interest  in  my 
society’s  activities  there,  and  it  is  contrary  to  ray  own 
experience.— Mr.  Bentley.  It  depends  on  whether  these 
old  houses  have  been  modernised  or  not.  Many  boards 
have  resolved  that  unless  they  are  modernised  they  will 
not  advance  on  them.  That  is  a direct  encouragement 
for  them  to  be  modernised  as  much  as  they  can  be. 

7377.  In  the  other  cases,  where  the  advance  may  reach 
90  or  95  per  cent.,  you  speak  of  one  of  the  forrns  of 
additional  security  authorised  by  the  Buiiiding  Societies 
Act.  Do  you  have  in  mind  here  chiefly  guaraiilMS_  by 

an  insurance  comp-any? That  is  one  of  the  principal 

means  by  which  an  applicant  could  get  a 90  per  cent, 
loan  There  is  additionally  since  1954  the  implementing  of 
section  5 of  the  Housing  Act.  1949,  which_  enables  a local 
authority  to  give  a guarantee ; the  extra  risk  is  shared  by 
the  Exchequer,  the  local  authority  and  the  building  society 
in  equal  parts.  Some  40,000  loans  of  that  character  have 
been  made.  Unfortunately,  due  to  credit  restriction, 
it  ha.?  not  hud  the  succc.>is  Ihc  building  societies  hoped  for 
at  the  time  we  negotiated  it  with  the  Ministry. 

7378.  Normally  the  premium  will  be  added  into  the 

amount  of  the  loan? In  the  case  of  the  insurance 

company’s  guarantee ; there  is  no  premium  with  the  local 
authority  guarantee. 

7379.  Sir  Reginald  Verdon  Smith : Are  your  valuations 
carried  out  by  your  own  valuers,  or  are  they  professional 

valuations  in  all  cases? It  varies  from  society  to  society. 

Some  employ  their  own  qualified  surveyors,  some  employ 
surveyors  in  private  practice,  and  some  societies  have  a 
combination  of  the  two  systems. 

7380.  Chairman:  On  paragraph  34,  is  it  the  normal 
form  of  a building  society  mortgage  that  the  rate  is  not 
fixed  for  the  period  of  the  mortgage  but  is  adjustable 

according  to  the  rale  current  for  new  loans? It  lias 

been  general  since  about  1946  to  have  an  interest  variation 
clause  contained  in  the  mortgage  deed. 

7381.  That  altered  the  pre-war  pattern? It  did. 

7382  Was  the  pre-war  pattern  a fixed  rate? It  was 

a fixed  rate,  but  with  the  society  having  the  power  which 

enabled  it  to  negotiate  a higher  rate. Mr.  Meikle:  Or, 

in  the  case  of  southern  societies,  the  device  from  1935 
to  1946  was  a clause  by  which  the  rate  of  interest  was 
related  to  the  level  of  Bank  Rate. 

7383.  Professor  Cairncross:  Would  it  be  possible  for 

you  to  give  us  partiiculars  of  the  rates  which  have  pre- 
vailed since  the  war? Yes,  certainly.* 

7384.  Professor  Sayers:  In  geneial  have  you  beeai 
moving  in  the  direction  of  getting  the  rates  flexible 
throughout  the  oonlract,  not  on  the  basis  of  Bank  Rlatc 
or  any  outside  rate,  but  on  the  basis  of  your  own  rat^ 

• See  Appendix  to  Minutes  of  Evidence. 


for  deposits? Mr.  Bentley:  Yes.  The  rate  which  we 

have  to  pay  to  get  our  money  controls  the  rate  at  wbidi 
we  lend  it  o^lt. — Mr.  Meikle ; There  is  no  reference  to  the 
deposit  rate  in  the  mortgage  deed.  The  rate  on  the 
mortsage  is  expressed  as  being  entirely  at  the  discretion 
of  ithe  board,  subject  to  their  not  charging  to  existing 
borrowers  a higher  rate  than  the  rate  at  that  time  being 
charged  on  new  advances, — Mr.  Garratt-Holden:  That 
principle  is  being  written  into  local  authority  mortgages ; 
they  have  decided  to  adopt  the  building  societies’  technique 
of  having  a variable  rate  in.  the  mortgage  deed  instead  of  a 
fixed  rate. 

7385.  Chairman:  Is  it  normally  secured  in  fhe  mort- 
gngc  deed  that  tihe  rate  of  interest  should  be  reduced 

if  and  when  the  rates  for  new  loans  go  down? Mr. 

Bentley:  The  terms  of  the  olau.se  vary;  sometimes  it  is 
secured,  sometiimcs  it  is  left  to  the  discretion  of  fhe 
boRTd.  In  that  case  it  is  usually  secured  by  competition. 

7386.  In  normal  circum.st'ancesi,  when  your  interest  rates 
change,  this  will  not  allcct  monthly  payments  made  by 
borrower,  but  the  period  over  which  rei>aymen>t  takes 

Usually  the  sodcly  gives  the  borrower  the 

option  of  paying  the  s:imc  subscription,  or  having  the 
subscription  rccalciihited  and  paying  a little  more  each 
month  for  the  original  term.  The  majority  of  borrowers 
o(T(l  for  the  former. 

7387.  Pwfes.sor  Savims:  Much  the  greater  part  of  them? 
Yes. 


7388.  Profcs.sor  Cainurass:  In  fact,  many  of  them  may 
hardly  be  aware  that  they  arc  opting  in  that  way,  I sup- 
pose. K they  take  no  action  the  option  is  automatically  in 

favouir  of  extending  the  period? Mr.  Bentley:  Usually 

the  letter  from  the  society  giving  notice  of  the  increase 
makes  it  that  way  for  eii.se  of  correspondence.  It  prob- 
aiblly  says;  “If  you  want  to  know  the  period  to  which  it 
is  extended,  we  will  cakuhitc  it  if  you  a.sk  us.  —Mr, 
Meikle:  A high  proptvrtion  of  all  mortgages  give  the 
borrower  the  inalienable  right  to  maintain  the 
sub^ription ; '(hcroforc  he  need  not  lake  action,  though 
he  is  invited  to  do  so. 

7389.  Would  it  be  true  that  in  rcsccnt  years  anybody 
borrowing  from  a building  society  may  find  at  to®  end 
of  a substan'lial  period  of  lime  that  he  ha.s  paid  remark- 
ably liittle  oir  his  piorlgagc? — Yes, 

7390.  Is  that  brought  home  to  him  in  any  way?-— - 
Mr.  Bentley:  That  is  in  the  case  when  ihc  buildmg  Rociely 
advance  is  for  an  unduly  long  penioii.  The  Couned  ^ 
the  A.ssociation  is  on  record  as  rccommend'ing  a maxim^ 
of  25  ycaim.  .Some  sociciic^i  went  longer  than  that,  ano 
it  is  in  those  cases  lliat  this  dillicully  arose. 

7391  Profi\i.ior  Sayers:  Hut  even  on  a iwcnty-fivc  year 
contract  the  cfl'cct  of  a rise  in  rales  from,  say,  four  to 
six  per  cent,  can  have  devastating  clfccts  on  the 
oif  the  monthly  payment  that  goes  to  repayment  of 

Mr  Bentley:  It  can  have  quite  a serious  eR«t.  t 

agree.  Where  the  lengthening  was  undue,  the  buildmg 
societies  would  exert  their  influence  to  pt  a man 
a IHilie  bit  more.  He  would  do  so  if  lie  was  a sensi^e 
man,  because  a man’s  prime  objectwe  is  to  pay 
mortgage  and  get  his  deeds.  —Mr.  Meikle:  This  is  at  m 
heart  of  our  problem.  I think  we  have  learned  som 
lessons:  one  of  them  is  that  It  h V017 
long  as  25  yours,  and  the  second  is  the  need  for  bringing 
home  to  the  borrowers  the  consequences  of  any  suen 
increase.  A 25-yoar  term  would  extend  to  37  years  as  a 
resuiit  of  the  range  of  increase  you  mention. 

7392.  And  what  happens  if  in  the  37  years  the  go 

to  8 per  cent.? All  we  can  hope  for  is  that  we  su^“° 

in  persuading  the  borrower  to  face  up  to  }be 
position,  or  that  there  is  a downturn  instead  of  an  increase 
in  the  rates  ; it  has  to  be  one  or  the  other. 

7393.  Sir  John  Woods:  What  is  the  aoiu^  position  as 
between  the  borrower  increasing  his  payment  or  ext^rung 

the  term?  Is  it  optional? It  is  at  the  optton  ^ to® 

borr.oweir,  but  the  sodcity  would  encourage  him  to  increase 
the  payment. 

7394.  But  in  the  case  where  there  was  a sharp  “cmse 
of  interest  rates  and  the  period  went  up  to  37  ye^s,  n 
the  borrower  insisted  on  that  the  building 

have  to  accept  Lt? ^There  are  exceptions,  but  in  general 

it  would  be  so. 
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7395.  Professor  Cairncross:  Have  you  found  in  the 
past  few  yeans  that  many  borrowers  have  accelerated  the 

raite  of  repayment  of  thetr  mortgages? Mr.  Bentley: 

That  happens  quite  normally,  irrespective  of  an  increase 
in  rates.  Many  borrotvMS  pay  more  voluntarily. 

7396.  With  the  higher  rates  of  interest  now  prevailing 
has  there  been  any  accelenation  of  movement  in  excess 

of  wihiaft  you  have  become  accustomed  to  expect? Mr. 

Bentley:  I would  say  yes. — Mr.  Meikle:  My  own  society 
sent  out  eighty  thousand  circulars  to  borrowers  advising 
them  CO  increase  their  payments.  The  immediiate  response 
was  from  tern  thousand  to  do  so ; and  we  gradually  built 
up  to  a fifty  per  cent,  response.  The  additions  are  very 
small,  because  it  does  not  require  much  more  money  per 
month  to  cover  a one  per  cent,  increase  on  a debt  of 
£1,000. 

7397.  Professor  Sayers:  Have  these  increases  resulted 
in  their  not  merely  paying  more  in  order  to  offset  the 
higher  interest  charge,  but  also  paying  off  the  capital 

faster  than  brfore? Mr.  Bentley  : I would  say  so.  My 

experience  is  that  many  borrowers  make  part  repayment 
of  £10  or  £20  just  as  the  money  comes  handy,  in  order  to 
get  the  deeds  all  the  quideer. 

7398.  Have  they  been  doing  that  on  a greater  scale  since 

interest  rates  rose? would  not  think  so.  I think  that 

is  a normal  trend,  irrespective  of  the  rates  of  interest. 

7399.  Chairman:  When  interest  rates  fall,  what  is  the 

procedure? ^The  first  step  would  be  to  reduce  the  in- 

vestors’ rate,  usually  by  three  months’  notice,  and  then 
to  follow  that  by  a reduction  in  the  mortgage  rate.  We 
should  hope  that  the  borrower  would  continue  again  to  pay 
the  same  subscription. 

7400.  Professor  Sayers : The  object  would  be  to  main- 
tain ^e  same  raite  of  instalmcn't  payments  but  to  shorten  the 

neriod  of  repayment? ^That  is  so.  The  content  of 

Interest  in  each  instalment  payment  would  'be  less  a'nd 
the  capital  repayment  content  more. 

7401.  Chairman:  In  paragraph  40  you  say:  “Building 

society  investments  can  be  withdrawn  on  'giving  notice, 
without  fee  and  without  loss  of  capital  ’’.  Is  that  a statu- 
tory obligation? No.  It  is  prescribed  by  the  rules  of 

each  society.  The  society  must  state  in  the  rules  the 
terms  under  which  shares  of  the  society  can  be  withdrawn. 

7402.  What  length  of  notice  do  you  require? ^Usually 

six  months  for  the  larger  amounts,  in  order  to  offset  the 
power  ilo  call  in  a mortgage  on  six  months’  notice.  Theoreti- 
cally, d’f  all  investors  wanted  their  money  out,  they  would 
have  to  wait  six  months  ; it  would  take  six  months  to  get 
in  ithe  money. 

7403.  But  you  waive  that  roquireraenit  of  notice? 

Mr.  Bentley : Yes.  It  is  the  objective  to  meeit  the  investor 
wherever  possible. — Mr.  Meikle:  There  is  a statutory 
requiremenit  that  deposit  monies  may  only  be  accepted  on 
the  basis  dtet  the  minim'Um  period  is  one  month.  That 
stems  from  fee  Building  Societies  Act.  Share  monies 
are  governed  by  the  rui'es  of  the  society  concern'ed. 

7404.  Then  we  come  to  Section  IV : the  effect  of  changes 
in  monetary  policy.  lu'  paragraph  49  you  say : 

“ Building  society  rates  do  not  follow  every  movement 
of  the  Bank  Rate  and,  per  contra,  ithey  vary  at  times 
when  there  has  been  no  recent  change  in  'the  Bank  Rate. 
Where,  however,  a change  in  the  Bank  Rate  is  a symp- 
tom or  a forerunner  of  changes  in  the  general  level  of 
rates,  societies  are  bound  to  be  affected,  though  the  effect 
is  often  slow  to  come  about  and  not  always  the  same  as 
the  change  in  Bank  Rate.’’ 

What  is  the  d'aterminiag  cause  of  that  kind  of  valuation? 

Mr.  Bentley : The  difficifity  of  the  societies  in  getting 

the  money  in  from  the  investing  public. 

7405.  Is  that  a matter  which  your  Council  would  deal 

with  by  recommendation? Mr.  Bentley : Yes,  but  only 

by  recommendation.  The  individual  societies  have  com- 
plete fre^om  to  act  on  interest  rates  as  they  like. — Mr. 
Meikle : There  have  been  times  during  the  period  we  are 
considering  -when  the  Bank  Rate  has  not  moved  at  all,  but 
the  building  society  rates  have  risen. 

7406.  Professor  Sayers:  Between  1931  and  19397 
Yes. 

7407.  Chairman : Your  competition  for  deposits  with 

the  other  forms  of  savings  led  you  to  take  this  action? 

Yes  ; the  general  level  of  rates  r^ose  or  fell. 


7408.  Professor  Cairncross : On  paragraph  47,  how  great 

is  the  con3petition  of  other  lenders  on  mortgage?  You 
are  'by  far  the  .biggest? Mr.  Bentley : On  mortgage,  yes. 

7409.  3s  the  competition,  such  that  the  rates  you  charge 
have  to  respond  to  the  rates  charged  'by  other  lenders,  or 
do  you  set  the  pattern? — ^ — ^The  rates  we  charge  are  in- 
fluenced at  times  by  the  rates  changed  by  other  lenders.  I 
am  thinking  particularly  of  local  authorities,  when  the 
Public  Works  l,oan  Board  rate  is  low,  and  the  local 
authorities  are  lending  at  4 per  cent.,  or  something  Ifice 
that,  it  tends  to  depress  the  building  society  rate  ; we  have 
to  come  down  in  order  to  get  the  mortgage  money  out. 

7410.  Chairman:  But  the  .general  thing  is  that  the  rates 

you  charge  on  mortgages  are  determined  by  what  you 
have  to  pay  to  get  your  money? ^Yes. 

7411.  And  what  you  pay  to  get  your  money  on  deposit 
or  on  shareholding  is  largely  determined  by  what  other 

people  are  offering  for  the  use  of  money? ^That  is 

another  influence  and  tends  sometimes  to  narrow  the 
margin. 

7412.  Professor  Sayers:  In  general  you  seem  to  say  that 
it  is  the  comipetitioa  for  money  with  other  channels  of 
savings  which  forces  your  hand,  rather  than  competition 

for  mortgage  business? ^It  ebbs  and  flows  over  the 

years.  There  axe  times  -when  building  societies  are  com- 
peting for  mortgages  and  reducing  the  rate  competitively  ; 
at  other  times  they  are  looking  for  investments,  as  today, 
and  some  are  finding  means  of  offering  a slightly  higher 
rate  to  make  their  terms  attractive. 

7413.  You  say  at  the  end  of  paragraph  49  that  the 
effect  'Of  changes  lin  the  general  level  of  rates  is  often 
slow  to  come  about.  Am  I right  in  thinking  that  this  is 
bMauso  the  buildj'ng  societi'es  axe  slow  to  make  up  their 
minds  whether  this  is  a lasting  change,  ■or  is  it  simply 

that  they  wait  for  competition  to  force  their  hands? 

I think  there  is  an  element  of  both.  We  are  very 
reluctant  to  change  at  all,  because  it  causes  a lot  of  work. 
There  is  a reluctance  on.  the  part  of  the  Council  of  the 
Association  to  make  a recommendation,  hoping  that  it 
may  not  be  necessary  to  change.  We  are  occasionally 
accused  of  dragging  our  feet  on  that  very  subject ; but 
I think  we  axe  wise  to  do  so. 

7414.  Chairman:  Apart  from  the  amount  of  work 
caused  is  there  not  a general  policy  to  wish  to  maintain 

stable  rates  for  social  reasons? Mr.  Bentley ; Yes  ; our 

investors  and  borrowers  do  not  like  to  be  disturbed. — 
Mr.  Meikle : The  Times  oince  wrote : “ Stability  of  interest 
rates  is  one  of  their  greatest  virtues  We  accept  that  as 
a very  fair  statement  of  our  policy. 

7415.  Professor  Cairncross:  In  paragraph  53  you  say 
that  you  are  advised  that  there  is  no  legal  obligation  upon 
a building  society  to  ensure  that  C.I.C.  consent  has  been 
obtained  for  loans  over  £10,000.  Has  this  ever  been  tested 

in  the  courts? Mr.  Bentley:  I think  not.  Building 

societies  take  -the  precaution,  although  they  are  advised 
that  there  is  no  legal  obligation  .to  do  so.  The  practice 
of  a society  making  an  advance  in  excess  of  £10,000  is 
for  the  society’s  solicitors  to  see  that  the  applicant  has 
obtained  the  consent  of  the  Capital  Issues  Committee. 
The  recommendation  of  the  Council  is  designed  to  secure 
that. 

7416.  Chairman:  In  paragraph  54  you  say  that  the 

demand  for  houses  is  probably  as  hi^  as,  if  not  higher 
than,  it  has  ever  been.  Would  that  be  'true  as  you  stand 
today? Yes. 

7417.  Professor  Cairncross:  The  falling  off  in  your 

advances  does  not  represent  faffing  off  in  demand? 

No. 

7418.  Do  you  notice  any  sbdft  in  the  demand  towards 
snialler  or  cheaper  houses?  Do  you  find  that,  when  the 
•rate  of  interest  goes  up,  the  kind  of  house  in  respect  of 

which  you  are  aSced  to  make  a loan  changes? 1 think 

there  is  a slight  effect  in  that  direction.  We  rdate  lending 
to  income ; often  a man  with  an  unduly  I'ow  income  will 
seek  to  buy  a house  beyond  his  means,  and  he  will  be 
advds^  in  his  own  interests  to  look  for  a cheaper  house. 
That  has  ffie  effect,  I think,  of  concentrating  the  demand 
on  a cheaper  type  of  house  when  interest  rates  are  pushing 
up  the  cost. 

7419.  Sir  Reginald  Verdon  Smith:  Do  building  societies 

take  any  a'ceount  of  caravans? A caravan  is  not 

something  on  which  we  can  take  security. 
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7420.  Professor  Sayers : Is  the  kind  of  security  you  can 

take  limited  by  the  Building  Societies  Act? ;lt  must  be 

a first  mortgage  on  freehold  or  leasehold  ratate  in  the  U.K. 

7421.  Chairman-.  In  the  course  of  your  answers  to  our 

questions  you  have  stressed  the  independence  of  the 
societies  from  your  Association.  You  have  this  central 
Council  which  makes  fairly  detailed  recommendations  for 
the  conduct  of  business  by  die  members  of  the  Associa- 
tion ; are  we  to  take  lit  .that  those  recommendations  are 
in  fact  efiiective?  Is  there,  within  the  limits  of  its  recom- 
mendations, central  control? ^I  would  not  go  so  far  as 

to  say  central  control.  But  there  is  effective  acceptance 
of  the  reoommondatlons,  most  gratifyingly  during  the  last 
few  months.  We  have  been  extremely  ploased_  that  boards 
of  directors  have  accepted  the  lead  we  have  given. 

7422.  How  is  the  Council  elected  and  organised? 

We  'have  24  members  elected  by  the  members  of  the 
Association,  each  for  a term  of  three  years,  with  one^third 
retiring  each  year-.  Additionally  there  are  nine  district 
Association  representaitives.  They  are  elected  by  the 
regional  Associations,  which  are  afliliated  .to  the  parent 


body.  So  we  have  a Council  of  33,  with  power  to 
co-opt  u.p  to  6, 

7423.  How  often  do  you  meet? Each  month.  Com- 

mittees meet  on  a Wednesday  afternoon,  Thursday 
morning  and  Thursday  afternoon,  and  the  Council  meet 
and  receive  the  reports  from  the  chairmen  of  committees 
on  the  Friday  morning. 

7424.  You  meet  in  London? ^Ycs. 

7425.  Profes.wr  Cairncross\  Suppose  thait  in  time  to 
come  you  bad  a lot  of  money  and  nobody  wanted  to 
borrow  for  house  purcha-se  ; would  you  contemplate  other 

activities? Mr.  Bentley:  I think  that  we  should  not 

favour  seeking  any  other  fields  than  house  property  or 
trustee  securities,  preferably  short  dated. — Mr.  Meikle: 
During  the  period  of  cheap  money  wo  met  the  situation 
by  avoiding  any  vncrciuse  in  our  ius.sct.s ; in  one  or  two 
instances  by  putting  a very  low  limit,  at  one  time  £100, 
on  the  amount  any  one  porison  could  invest  in  any  one 
building  society  per  year. 

Chairman:  I .think  that  completes  our  que.stions.  Thank 
you  very  much  gentlemen.  We  are  much  obliged  to  you. 


{Adjourned  until  Thursday,  24th  April,  1958,  at  11.00  a.m.) 
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7426.  Chairman : We  are  much  obliged  to  you  for  your 
memorandum,*  Mr.  Touche ; we  should  like  to  run  through 
it,  to  see  what  questions  arise  out  of  it.  You  say  in 
paragraph  3 : 

“ The  Association  includes  among  its  members  almost 

all  the  investment  trusts  whose  stocks  are  quoted  on 

Stock  Exchanges  in  the  United  Kingdom.” 

There  are  282  members  of  the  Association.  Have  you  any 
idea  as  to  how  many  investment  trusts  there  are  in  the 

country  that  do  not  belong  to  your  Association? Mr. 

Touche:  To  answer  that  question  properly  one  would 
have  to  make  “ investment  trusts  ” precise.  There  are 
investment  holding  companies,  as  we  mention  later  in 
our  evidence,  which  are  not  really  investment  trusts  in 
the  sense  an  which  we  are  speaking  of ; .that  is,  trusts 
formed  for  coileolivie  investmmt. 

7427.  Their  capital  in  effect  is  held  privately? Yes. 

I believe  that  the  number  of  investment  trusts  quoted  on 
Stock  Exchanges  is  not  much  greater  than  the  number 
of  members  of  our  Association. 

7428.  Professor  Cairncross:  There  are  also  many  trusts 

with  shares  not  quoted  on  the  Stock  Exchanges? Yes  ; 

private  conii^nies  formed  for  holdiing  family  moneys  in 
a group  whSch  are  not  quoted.  We  do  not  know  the 
number  of  .those  at  all. 

7429.  You  have  no  idea  of  the  assets  of  these  trusts, 

of  the  aggregate  amount  held  in  that  way? Mr. 

Touche:  No. — Sir  Edwin  Herbert:  There  is  no  precise 
definition  of  an  investment  trust,  but  broadly  speaking 
we  regard  as  being  an  investment  trust  a company  which 
raises  money  from  the  public  with  the  specific  object  of 
making  a collective  investment  We  would  not  regard  a 
family  fund  as  being  what  we  call  an  investment  trust. 

7430.  If  there  anything  intermediate  between  the  two, 
where  the  money  is  subscribed  by  different  people  not 
members  of  one  family  and  the  shares  are  not  given 

Stock  Exchange  quotation? Mr.  Touche:  We  do  not 

know.  No  doubt  there  will  be  some  cases,  but  it  is  diffi- 
cult to  see  why  a company  should  be  formed  in  that  way. 
— Sir  Edwin  Herbert:  I would  hazard  a guess  that  they 
must  be  very  few  indeed  in  relation  to  the  privately- 
controlled  company  or  the  investment  trust  in  the  sense 
we  use  the  term. 

7431.  Mr.  Woodcock:  You  have  no  rule  about  member- 
ship?  ^No. 

7432.  Being  joint  stock  companies,  of  course,  they  have 
to  conform  to  the  requirements  of  the  Companies  Act. 

Has  your  Association  any  additional  requirements? 

Mr.  Gammell:  The  requirements  are  that  the  company 
shall  have  a capital  which  is  quoted  on  the  Stock 
Exchange ; apart  from  that  it  is  at  the  discretion  of  the 
general  committee  to  decide  whether  an  applicant  is 
suitable  to  be  a member. 

7433.  There  is  nothing  that  the  Association  lays  down 
in  addition  to  what  is  laid  down  by  the  Companies  Act? 
^The  main  requirement  would  be  that  capital  profits 

• Memoranda  of  Evidence  Part  VI  No,  11. 


arising  from  the  realisation  of  assets  should  not  be 
distributed  as  dividend. 

7434.  Chairman : Is  that  not  a fiscal  point? Mr. 

Touche:  It  is  not  only  a fiscal  point:  it  is  the  point  as 
between  the  company  and  its  shareholders  as  to  how  the 
company  shall  be  conducted. 

7435.  You  would  make  that  a firm  requirement,  what- 
ever the  taxation  law  was? Mr.  Touche:  Yes. — Sir 

Edwin  Herbert:  For  the  purpose  of  drawing  a clear 
distinction  between  the  investment  company  and  the 
finance  company. 

7436.  Then  you  say  in  paragraph  4 : 

“256  of  the  members  or  91  per  cent,  in  number  and 

probably  a greater  percentage  in  value  of  the  total 

membership)  had  assets  totalling  over  £1,142  million 

at  their  last  balance  sheet  date.” 

Was  there  any  particular  reason  for  taking  256  members? 

Mr.  Touche : Yes.  We  circularised  our  members  for 

information.  Naturally  the  answers  we  got  were  not  all 
on  the  same  basis,  and  we  felt  that  we  could  only  put 
together  answers  where  the  figures  gave  a true  comparison. 
That  256  includes  nearly  all  the  members ; there  was  only 
a small  number  whose  answers  could  not  propeily  be 
induded  in  the  total,  for  some  purely  statistical  reason, 

7437.  Then  you  contrast  that  with  the  assets  of  the  same 
companies  in  1949.  What  are  the  main  causes  which  have 
led  to  the  increase  of  the  assets  that  the  investment  com- 
panies hold?  You  speak  later  on  in  your  memorandum 
as  if  the  raising  of  new  moneys  by  Issues  had  not  been 

a very  large  source  of  this. We  did  not  mean  to  imply 

that  the  raising  of  new  money  bad  not  been  considerable. 
We  have  figures  for  255  of  ffiese  trusts,  which  show  that 
the  net  new  money  raised  in  cash  from  the  public  in  the 
last  nine  years  is  £92  million.  On  top  of  that  in  the  same 
period  those  255  trusts  retained  revenue  profits  of  £43i 
million  after  taxation.  That  makes  £135  million,  I think 
it  must  follow  that  the  remainder  of  the  increase  is  due  to 
a rise  in  the  value  of  investments. 

7438.  Mr.  Woodcock : That  £92  million  may  be  a switch 

in  so  far  as  you  know? 'We  do  not  toow  where  the 

shareholders  got  the  money  from:  it  may  have  been  by 
sale  of  other  investments. 

7439.  Professor  Cairncross:  Do  you  have  these  figures 

year  by  year? These  figures  were  provided  in  answer 

to  a questionnaire  sent  out  for  the  purpose  of  this  evidence. 

7440.  The  questionnaire  did  not  call  for  annual  figures? 
— Mr.  Touche : No.  We  took  1948  as  the  new  Companies 
Act  came  into  force  then.  From  that  time  onward  we 
have  a series  of  companies’  accounts  which  are  more  or 
less  uniform.  We  wanted  to  see  what  the  changes  bad 
been  between  the  first  date  when  we  had  that  uniform 
series  of  accounts  and  the  latest  balance  sheet.— 5i>  Edwin 
Herbert : We  can  summarise  die  answer  to  the  Chairman’s 
question  [7437]  in  this  way.  The  difference  between  £1,142 
million  and  £619  million  is  accounted  for  by  four  factors: 
investment  of  reUined  profits.  £43i  million  for  the  255 
companies ; the  investment  of  money  newly  raised,  £92 
million  ; the  genuine  improvement  in  the  prosperity  of  the 
companies  in  which  we  invested,  thereby  increasing  their 
value,  for  which  we  cannot  possibly  give  you  a figure  ; and 
the  balance  is  due  to  the  change  in  the  value  of  money. 
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7441.  Chairman:  Has  the  amount  of  new  money  raised 
been  roughly  the  same  each  year  throughout  the  years? 
—Mr.  Touche : In  the  years  immediately  following  the 
war  it  was  not  the  practice  of  the  Capital  Issues  Coni- 
mittee  to  permit  investment  trusts  to  raise  new  money.  It 
was  only  later  oti,  in  1953,  that  there  was  a relaxation.— 
Sir  Edwin  Herbert : So  now  a fairly  substantial  proportion 
of  our  new  money  must  be  channelled  savings  in  some 
form  or  another.  I cannot  say  exactly  what  it  was.  During 
the  ten  years  which  we  cover  in  this  memorandum  there 
has  been  a growing  tendency  on  the  part  of  insurance  com- 
panies to  invest  their  moneys,  which  mainly  come  fmm 
premiums,  which  in  turn  are  savings,  in  equity  stocks.  One 
of  the:  fairly  few  form.s  of  investment  of  the  insurance  com- 
panies in  equities  ha.s  been  through  the  medium  of  invest- 
ment trusts ; quite  a substantial  part  of  the  new  money 
which  has  come  in  through  the  new  issues,  not  all,  but  1 
should  say  most  of  it  (I  cannot  give  the  figures  as  they  arc 
not  available  at  all),  has  undoubtedly  come  from  the  insur- 
ance world.  That  must  be  regarded  as  channelling  genuine 
savings  into  industry  by  two  stages : through  the  insurance 
companies  and  then  through  the  investment  trusts. 

7442.  Mr.  Woodcock : Why  do  the  insurance  companies 
put  the  money  in  investment  trusts,  when  the  insurance 

^mpanies  are  investment  trusts  themselves? They  are  ; 

but  I think  the  answer  as  that  the  growing  venture  of  the 
insurance  companies  into  the  equity  market  was  rather  a 
novel  thing  ten  years  ago,  and  was  not  by  any  means 
regarded  in  the  insurance  world  as  being  a very  desirable 
practice,  and  they  have  gone  into  investment  trusts  to  get 
a wider  spread.  Quite  a nurrBbcr  of  insurance  companies 
who  have  got  a greater  spread  of  their  risk  in  the  equity 
market  by  investing  in  investment  trust  shares  have  prob- 
ably cut  down  on  investing  their  own  funds  direct.  The 
insurance  companies  only  invest  a relatively  small  part  of 
their  total  assets  in  the  equity  market  for  obvious  reasons, 
and  it  has  been  a real  convenience  to  the  insurance  com- 
panies to  get  this  extra  spread  without  having  to  put  more 
than  a proper  percentage  into  the  equity  market  at  all. 

7443.  Mr.  Jones:  To  what  extent  would  you  say  that 
insurance  companies’  subscriptions  to  the  investment  tru.sts 

have  developed  in  the  last  ten,  years  since  1948? 1 do 

not  think  we  could  give  you  .a  figure,  though  no  doubt  the 
insurance  companies  could  ; but  I would  .stiy  that  it  is  a 
substantially  growing  len.dency. 

7444.  Profe.ssor  Ctiinicros.s : Is  the  interest  they  have 

acquired  part  of  the  £92  million  in  cash  you  referred  to,  or 
are  they  buying  on  the  market? Both.  I cannot  dis- 

tinguish 'b^een  the  two. 

7445.  Do  you  think  the  investment  trusts  would  have 
raised  substantially  larger  sums  from  tlie  public  if  they 
had  had  freedom  to  go  to  the  capital  market?— Mr. 
Touche : I think  certainly,  because  as  soon  as  they  had  that 
freediun  they  started  to  do  so. 

7446.  Have  there  been  recent  cases  in,  which  the  Capital 

Issues  Committee  has  turned  down  applications? Mr. 

Touche:  I do  not  remember  any. — Mr.  Cammcll:  I believe 
one  company  had  an  applioation  referred  back,  and  it  was 
granted  on  second  application. — Sir  Edwin  Herbert : 
There  have  b«n  a variety  of  conditions  imposed  by  the 
Capital  Issues  Committee  on,  the  witent  to  which  new 
moneys  might  be  utilised  in  purchasing  dollar  securities, 
etc.  I would  not  like  to  define  them,  because  they  have 
varied  from  month  to  month  and  have  been  unpredictable. 

7447.  Chairman : Have  these  conditions  restricted  the 

use  of  your  money  even  in  buying  the  dollar  securities 
which  are  available? Yes. 

7448.  professor  Sayers:  You  say  that  those  conditions 

have  been  changed  continually.  Have  the  investment  trusts 
argued  about  them  at  all? No. 

7449.  Have  the  restrictions  been  policed  or  in  any  way 

supervised? No. 

7450.  The  Capital  Issues  Committee  have  simply  told 

you  the  money  cannot  be  used  in  certain  ways  and  (hey 
leave  it  at  that? ^Which  to  the  investment  trusts  is  virtu- 

ally a legal  obligation. 

7451.  How  does  the  Capital  Issues  Committee  dis- 
tinguish between  the  use  of  money  newly  raised  and  the 
use  of  money  becoming  available  by  the  sale  of  previously 

held  securities? 1 do  not  think  those  conditions  could 

ever  be  very  effective ; however  honestly  they  are  carried 
out  they  are  inherently  much  less  than  100  per  cent,  effec- 


■LivB  for  the  very  reaso'n  which  Professor  Sayers  is  putting 
to  me.  lit  is  perhaps  for  that  reason  that  in  recent  days  the 
C.I.C.  seem  to  have  been,  less  anxious  to  put  such  condi- 
tions than  they  were  originally.  But  they  have  definitely 
acted  as  a brake. 

7452.  Chairman:  When  you  send  in  your  applications 
to  the  C.I.C.,  you  do  not  have  any  i>ersonal  contact  with 

Uie  Committee? ^None  at  all,  Sir.  I was  hoping  that 

Professor  Sayers  would  indicate  how  one  could  have  an 
argument  with,  the  Capital  Issues  Committee! 

7453.  Might  you  not  ask  them  to  receive  a deputation? 
1 have  never  heard  of  that  happening. 

7454.  Professor  Cairncross : Leaving  lusiclc  the  problem 
of  dollar  securities,  and  taking  the  recent  deci.sions  of  the 
C.I.C.,  do  you  think  that  the  nttc  at  which  the  investment 
trusts  as  a group  are  expanding  and  acquiring  now  money 
is  in  keeping  with  tlic  natural  development  of  the  trusts. 

or  is  it  rastriclcd  by  any  of  these  regulations? Mr. 

Touche : There  arc  .so  many  other  factors  which  influence 
(he  raising  of  now  money  that  it  is  diflicult  to  know  what 
is  meant  by  the  natural  d.evelopment  of  the  'trusts.  For 
■instance,  we  would  like  to  raise  now  money  wiion  we  think 
iaveslmcnts  arc  cheap;  on  the  other  hand,  that  ds  just 
the  time  it  .Is  dillkult  to  raise  new  money.  Equally  we  do 
not  want  to  have  indigestion;  we  do  not  want  to  have 
more  fund.s  I'D  invest  in  a given  period  than  wo  can  handle. 

It  i.s  very  much  a pragmatic  mailer,  but  1 should  have  said 
tliat,  since  wo  were  allowed  comparative  freedom  by  the 
C.I.C.,  development  has  gone  on  in  u steady  sort  of  way 
having  regard  to  the  condition,  of  the  market  at  the  time. 

7455.  Would  you  expect  the  next  ten  years  to  involve 
the  subscription  in  cash  of  somclhing  like  another  £100 
million,  or  is  there  a pj-ospect  that  you  might  gather  a 

little  more  .sipecd? 1 find  it  very  difficult  to  say.  This 

£92  million  covers  a period  of  Ics.s  than  ton  yearn,  because 
for  the  first  years  in  that  period  we  were  not  able  to 
make  issues.  I should  liavc  thought  that  it  Iiad  been  going 
on  at  quite  a goixl  pace  and  that  it  was  likely  to  continue, 

7456.  Chairmun:  I under-sUmd  that  your  portfolios 
change  according  to  your  use  of  new  money ; is  the  busi- 
ness of  switching  from  one  .security  to  another  on  con- 

sidcraliom  of  yield  a function  of  an  investment  trust? 

No,  we  do  not  do  much  of  that,  Normally,  when  wc  find 
an  investment,  wc  hojic  that  it  will  prove  a satisfactory 
pcrmanciU  invcwtmciu,  and  wc  do  not  have  in  mind 
.switching  from  one  to  the  oilier. 

7457.  I3o  you  do  much  sw.itching  in  the  gilt-edged 

market? Our  holdings  in  the  gill-cUgcd  market  consist 

largely  of  toinporanily  un, invested  fund.s  and  would  not  be 
held  for  any  lime. 

7458.  You  feel  able  to  make  u generalisation  in  those 

term.s? Yc.s,  nowaday.s,  Before  the  war  it  was  fairly 

common  for  a,n  hvveslincnt  trust  to  hold  considerable 
qiiantil'ies  of  giU-csigutl  .slocks,  but  tlial  is  unusual  now. 

7459.  Pr<)fc.wor  Sayers:  To  the  extent  that  you  are  in 
the  gilt-edged  market,  at  which  end  are  you?  Do  you  buy 

predominanlly  short-s  or  longs? ^'rhat  would  vary  from 

trust  to  trust.  1 do  not  think  I can  make  any  generalisation 
about  that. 

7460.  Professor  Cairncross:  You  imply  that  holdings  of 

Treasury  Bills  are  not  large? 1 dare  say  this  is  true  in 

relation  to  the  total  a.s.scls  of  Uie  invc.stmcnl  trusts. 

7461.  Might  it  n^ot  in  the  aggregate  come  to  a pretty  big 
figure?  Have  you  any  indication  what  the  total  holdings 

of  Trca.?ury  Bills  would  run  at? 1 am  afraid  I can 

give  no  indication  of  that ; but  I could  say  that  the  total  of 
un.in,vcsted  funds  of  the  normal  invesUucnt  trust  would 
not  exceed  about  two  or  three  per  cent,  of  the  total  funds 
available  to  that  trust.  There  again  you  must  distinguish: 
in  a rising  market  we  would  tend  to  be  more  fully  invested 
than  in  a falling  market.  Over  the  la.st  year  we  have 
been  more  liquid  than  we  normally  are,  because  we 
think  better  investment  opportunities  are  likely  'to  come. 

7462.  By  how  much  would  the  uninvested  funds  fluc- 
tuate? Would  they  get  as  high  as  five  per  cent,  of  total 

a.sscts? .Spread  over  the  whole  range  of  trusts  I do 

not  think  it  would  gel  a.s  much  a.s  five  per  cent. 

7463.  Even  if  you  took  the  view  that  market  conditions 

were  highly  abnormal? Investment  tru.st  managers  do 

not  take  an  extreme  view  of  anything,  and  would  not  8° 
largely  liquid.  It  would  be  an  unusual  company  that 
would  do  that. 
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7464.  Professor  Sayers:  Might  it  be  a matter  of  £20 

or  £30  millions? Mr.  Touche:  It  might  be  something 

of  that  order. — Sir  Edwin  Herbert : I should  like  to  give 
an  illustration  from  one  company  I am  directly  concerned 
with.  We  hold  assets  worth,  I suppose,  about  £25  million 
or  thereabouts.  We  raised  £1  million  of  new  money  just 
before  Christmas  from  our  ordinary  stockholders.  We  are 
now  in  the  unprecedented  position  of  having  .practically  the 
whole  of  that  £1  million  invested  short-term,  and  the  only 
emotion  that  stirs  in  our  hearts  is  to  look  forward  to  the 
day  when  we  can  get  it  away.  It  is  virtually  on  deposit ; 
we  have  a high  proportion  of  fixed  interest  securities  which 
we  want  to  get  rid  of  as  soon  as  possible  when  other  forms 
of  investment  appear  to  be  attractive. 

7465.  Professor  Cairncross:  In  paragraph  6 you  refer  to 
unit  itrusts.  Ihey  have  not  achieved  the  populari'ty  in  this 
country  that  they  have  in  the  United  States.  Have  you 
any  comment  on  that?  Why  should  the  predominance  of 
the  investment  trust  in  the  old  style  continue  here  while 
in  the  United  States  the  unit  trusts  seem  to  have  made 

much  more  headway? Mr.  Touche : I am  reluctant  to 

say  very  much  about  unit  trusts,  because  they  are  not 
members  of  our  Association,  and  I believe  they  are  giving 
evidence  to  you  on  their  own.  What  you  say,  of  course, 
is  true ; the  mutual  funds  in  America  have  had  a very  big 
success.  It  may  to  some  «ctent  be  due  to  superior  American 
salesmanship.  A mutual  fund  or  unit  trust  involves  two 
aspects : first  of  all,  the  managing  of  investments,  which  is 
the  sort  of  thing  we  do ; but  on  top  of  that  to  make 
a successful  operation  the  unit  trust  has  to  have  a consider- 
able organisation  to  advertise  and  sell  the  units.  It  may 
be  that  the  American  pressure  methods  have  been  directed 
more  into  that  second  channel  than  the  British. 

7466.  Do  you  find  the  cost  of  acquiring  shares  in  your 
trusts  a considerable  impcdimonl  to  expansion  of  the 
investment  trust  movement?  Your  shares  have  to  be 
bought  and  sold  on  the  Stock  Exchange,  whereas  units  in 
a unit  trust  can  be  sold  back.  Buying  shares  can  involve 
quite  substantial  costs  to  a small  investor  ; do  you  know 
whether  this  restrictsiinvestment  in  investment  trusts  to  rather 

larger  investors? mdgliit  be  so  ; halders  of  units  in 

a unit  trust  can.  look  in  'Mhe  paper  every  day  and  see  what 
the  price  is,  and  they  know  they  can  buy  or  sell  at  that 
advertised  price.  In  the  case  of  our  kind  of  trust  the 
shareholder  cannot  necessarily  do  that.  There  are  not 
necessarily  dealings  in  a particular  trust  every  day ; and 
even  if  there  were  dealings  yesterday,  it  would  not  follow 
that  one  could  come  in  today  and  buy  or  sell  the  stock, 
because  of  the  narrowness  of  the  market. 

7467.  Professor  Sayers:  Have  you  any  idea  of  the 
average  individual  holding  in  the  investment  trust?  How 
many  shareholders  are  represented  by  this  figure  of  £1,100 

million? iWe  tried  to  get  some  indication  on  that,  but 

we  did  not  think  the  figures  that  came  up  to  us  were 
statistically  defensible.  We  did  not  therefore  put  anything 
in,  but  I can  say  something  if  it  is  not  taken  too  seriously, 

7468.  An  order  of  magnitude  would  ibe  of  interest? 

198  trusts  gave  us  their  shareholders  divided  between 

these  classes : insurance  companies,  investoent  trusts, 
pension  funds,  unit  trusts,  nominees  and  .private  holders. 
We  added  all  those  figures  together  to  get  the  total  number 
in  each  class ; but,  as  you  will  appreciate  the  same 
insurance  company,  for  instance,  may  have  shares  in 
several  different  .trusts  and  may  appear  several  tiroes  over, 
On  that  admittedly  erroneous  basis  the  number  of  private 
holders  in  these  198  trusts,  including  whatever  overlapping 
there  may  was  nearly  200,000. 

7469.  Professor  Cairncross:  You  had  no  figures  of  the 

assets  they  covered? ^The  typical  holding  (I  cannot  say 

an  average  holding  because  this  is  an  average  of  averages) 
was  £1,2W  nominal. 

7470.  Chairman : Should  we  distinguish  further  between 
the  holders  of  the  debenture  and  preference  stocks,  which 

are  a fairly  large  element  of  investment  trust  capital? 

Yes  ; the  figures  I have  given  relate  to  the  ordinary  share- 
holders. 

7471.  I had  an  'impression  you  would  find  a larger  pro- 
portion of  the  private  holders  in  the  preference  and  deben- 
ture stock.  Would  that  .be  unfounded?-^ — Mr.  Touche : 
I should  have  Ihou^t  so ; I should  have  thought  you 
would  have  found  insurance  companies  more  heavily 
represented, 'in  the  debenture  stocks,  certainly,  and  to  a less 
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extent  in  the  preference  stocks. — Sir  Edwin  Herbert: 
Those  being,  so  to  speak,  the  older  holdings  of  the 
insurance  companies. 

7472.  Sir  Reginald  Verdon  Smith:  In  pairagnaph  11 
you  say:  “A  characteristic  of  investment  trusts  is  their 
capital  ‘ gearing  ’.  There  are  few  trusts  whose  share 
capital  does  not  include  a proportion  of  preference  shares  ”. 

Is  that  hostoricail  or  is  there  some  particular  reason  of 
convenience?  Does  it  remain  the  same  now  as,  say, 

before  the  war? Mr.  Touche:  Originally  it  was  quite 

common  for  a trust  to  be  formed  and  issue  capital  of  one 
class,  and  then,  after  a little  time,  for  that  class  to  be 
split  into  preference  and  ordinary,  so  providing  two  classes 
of  security:  one  a security  carrying  a fixed  return  and 
a comparatively  high  degree  of  safety,  and  the  other  a 
more  speculative  security  but  capable  of  producing  a 
higher  return.  It  was  quite  common  for  this  to  be  split 
as  to  60  per  cent,  preference  and  40  per  cent,  ordinary. 
That  fashion  has  gone  and,  partly  as  a result  of  the  profits 
tax,  trust  companies  prefer  to  issue  debentures  rather  than 
preference  stocks  now,  which  has  slightly  altered  the 
pattern. — Sir  Edwin  Herbert:  Since  the  Budget  the 

preference  shares  may  conceivably  come  back  into  their 
own. 

7473.  This  would  not  be  greatly  different  from  the 

practice  and  position  of  other  sorts  of  joint  stock  com- 
pany?  Mr,  Touche:  No. 

7474.  Chairman:  In  paragraph  14  (d),  you  say: 

“ they  subscribe  to  new  issues  which  are  too  small  for 

a public  offering,  or  made  at  times  when  the  public 

is  unwilling  to  invest,  or  by  companies,  in  too  early  a 

stage  of  development  for  a public  offering." 

That  service  would  be  of  some  importance  to  our  inquiry, 
if  we  can  get  a certain  amount  of  enlargement  by  way 
of  detail  on  it.  How  much  can  you  tell  us?  What  scale 
of  activity  does  this  represent  on  the  part  of  investment 

trusts? 1 really  cannot  say.  I should  not  have  thought 

it  was  very  large.  These  investments  would  mostly  be 
unquoted,  and  if  you  look  at  the  balance  sheets  of  invest- 
ment trusts  the  unquoted  investments  are  not  normally 
very  large,  although  in  some  groups  much  larger  than  in 
others. 

7475.  Professor  Cairncross:  How  small  a block  would 
an  investmmt  (trust  be  prepared  to  accept  in  companies 

of  this  type? That  would  vary  according  to  the  size 

of  the  trust.  Some  would  be  interested  in  an  investment 
of  £2,000  ; others  would  not  be  interested  in  an  investment 
of  less  than  £20,000. 

7476.  Professor  Sayers:  Is  this  an  activity  related  to 
very  few  of  the  investment  trusts  or  do  many  of  them 

(Undertake  it? Many  of  them  undertake  it.  It  is 

frequently  done  through  groups  of  trusts  in  the  City 
which  have  contact  with  the  capital  market,  and  with 
people  who  want  to  raise  money ; blocks  of  shares  in 
companies  which  ate  promising  but  not  yet  ripe  for  being 
dealt  in  on  the  Stock  Exchange  are  often  placed  with 
investment  trusts. 

7477.  Chairman:  Through  issuing  houses? It  could 

be,  or  through  brokers  ; or  even  direct 

7478.  Sometimes  that  is  with  a view  to  their  becoming 

marketable  securities? Mr.  Touche:  Yes.— S/r  Edwin 

Herbert:  I do  not  think  one  ought  to  attach  too  much 
importance  to  quoted  and  unquoted.  The  existence  of 
this  sort  of  institution,  of  which  the  investment  trust  is 
one  example,  is  what  virtually  makes  possible  the  opera- 
tion of  raising  money  by  a placing  ramer  than  by  a full 
prospectus  and  public  issue  to  the  public  at  large.  If  it 
were  not  for  such  institutions  it  wotild  be  difficult  to  see 
how  the  system  of  placing  could  operate.  It  is  a great 
advantage  to  the  relatively  small  company  to  have  ffiat 
form  of  marketing  available  to  them ; it  is  possible  to 
market  quite  small  blocks  of  shares  in  that  way. 

7479.  Professor  Cairncross:  How  small  a company 
would  an  investment  trust  be  prepared  to  take  unquoted 
shares  in?  I am  not  thinking  of  the  amount  of  money 
subscribed  by  the  trust,  which  would  presumably  only  be 
a small  portion  of  the  total  capital  of  the  company,  but 
of  the  size  of  the  company.  'Would  a company  with  a 
total  capital  of  £50,000  be  about  the  smallest,  or  would 

you  back  still  smaller  companies? Mr.  Touche:  Yes. 

It  is  entirely  a question  of  what  the  investment  trust  think 
of  the  prospects  of  the  business  concerned.  They  might 
decide  to  back  quite  a small  business,  if  they  thought 
highly  of  it. 
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7480.  Professor  Sayers:  A company  with  total  assets 

much  below  £50,000? 1 personally  would  not  favour 

businesses  much  smaller  than  that,  but  it  might  well  be. 

7481.  Professor  Cairncross:  Do  you  know  of  any  oases 
under  £50,000  where  an  investment  trust  has  taken  an 
interest?-'-  Sir  Edwin  Herbert : Yes ; I can  think  of  a 
number  of  companies  where  my  own  trusts  have  taken 
sm^l  holdings  in  quite  small  companies. 

7482.  Professor  Sayers:  Are  any  of  the  'investment  trusts 
specialists  in  this  work? — —Mr.  Touche:  Yes.  For 
instance,  the  Charterhouse  Investment  Trust  has  a sub- 
sidiary called  the  Charterhouse  Industrial  Development 
Company,  which  takes  up  shares  in  small  businesses  which 
are  not  quoted  on  the  Stock  Exchange,  provides  them  with 
a certain  amount  of  capital  in  that  way  and  nurses  them 
often  to  the  point  where  a quotation  can  he  got,  and  the 
capital  can  then  be  dealt  in  on  the  Stock  Exchange. 
There  are  one  or  two  companies  which  do  that.  A very 
sirriilar  function  is  carried  out  by  the  Estate  Duties  Invest- 
ment Trust,  which  takes  large  blocks  of  unquoted  shares 
in  order  to  enable  the  owners  to  meet  death  duties. 

7483.  D'Oes  it  get  its  capital  from  other  investment 

trusts? Mr.  Touche : Members  of  our  association  sub- 

scribed a great  deal  of  ■the  capital.  Maybe  otliers  sub- 
scribe also ; I do  not  know. — Sir  Edwin  Herbert:  E.D.I.T., 
or  “Edith”  as  we  call  it  in  the  City,  is  run  by  the 
same  people  as  run  the  I.C.F.C.  Their  operations  are 
sabstantially  facilitated  by  having  the  institutions,  in- 
cluding the  investment  trusts  at  the  back  of  them.  One 
of  the  difficulties  that  I.C.F.C.  and  “Edith”  have  is 
that  they  have  not  got  unlimited  funds  available.  If  either 
“ Edith  ” or  the  I.C.F.C.  takes  on  a company  and  nurses 
it  through  its  initial  stages,  there  comes  a time  when  it 
cannot  get  busy  and  do  that  for  somebody  else,  unless 
it  can  dispose  of  the  holding  it  has  already  got.  There 
is  a sort  of  recognised  practice,  Hut  when  it  has  _got^  such 
a company  to  a certain  point,  the  I.C.F.C.  or  “ Edith  ” will 
go  round  and  say : “ We  have  brought  this  up  so  far ; 
how  about  you  taking  it  on  now?  ”,  even  though  it  may 
not  yet  be  a quoted  security.  That  is  aniolher  link  Ja 
the  chain  which  makes  tliis  financi'flg  of  small  holdings 
easier  than  it  otherwise  would  be. 

7484.  Sir  Reginald  Verdon  Smith:  Is  the  investment  trust 
then  prepared  to  regard  that  as  a fairly  long-term  invest- 
jnenl?— Edwin  Herbert:  Yes;  we  regard  ourselves 
as  virtually  partners  in  the  business,  There  is  no  pressure 
to  sell  at  all.  We  would  not  dream  of  buying  unless 
we  ware  prepared  to  stay  for  a virtually  indeiinile  period. 
—Mr.  Touche : Even  a company  having  a quotation,  and 
in  which  we  have  already  considerable  shareholdings, 
will  often,  come  to  us  if  it  needs  more  money. 

7485.  It  is  under  the  wing  of  the  investment  trust  once 

the  investment  lis  made? Or  closely  associated ; it 

depends  on  the  size  of  the  holding. 

7486.  Professor  Cairncross : Is  'there  normally  some  limit 

on  the  total  assets  you  seek  to  acquire  in,  this  way? 

An  individual  trust  would  not  seek  to  hold  the  whole 
or  the  majority  of  the  assets  in  a company,  hut  five  or  six 
trusts  accustomed  to  operating  as  a group  may  very  well 
between  them  hold  the  whole  of  the  share  capital  of  a 
company. 

7487.  Chairman:  I have  the  impression  from  your 
answers  that  this  is  a rather  more  important  activity  of 
the  investment  trusts  than  your  first  answer  suggested? 

Mr.  Touche : Yes  ; but  dn.  relation  to  the  total  funds 

of  investment  trusts  it  is  not  very  large, — Sir  Edwin 
Herbert:  That  must  be  so,  because  by  definition  we  are 
speaking  of  small  companies. 

7488.  Professor  Sayers:  If  you  are  holding  between 
you  the  whole  of  the  ordinary  capital  of  a company,  the 
amount  of  time  you  have  to  give  to  it  must  be  quite  out 
of  proportion  to  the  amount  of  your  assets  ithat  are  tied 

up  in  this  way? Mr.  Touche:  Yes.  To  hold  the  whole 

of  the  capital  would  be  an  extreme  case ; but  there  would 
be  cases  where  we  would  hold  enough  to  give  control. 

7489.  Does  the  exercise  of  that  control  take  up  much  of 

your  time? It  may  well  do,  and  it  can  produce  some 

severe  headaches. 

7490.  Do  you  have  specialists  on  your  staff  to  take  care 

of  (these  cases? Mr.  Touche:  We  have  on  our  staffs 

people  of  varying  experience,  but  except  in  those  com- 
panies which  make  this  kind  of  ithing  a large  part  of  their 
buskiess  one  'would  not  normally  expect  to  find  specialists 


devoted  entirely  to  'this  side  of  the  business.  We  try 
and  get  good  managenicot  for  these  companies,  and  then 
leave  them  aIone.~5'j>  Edwin  Herbert : Quite  frequently 
we  call  on  the  services  of  specialists  to  represent  us  on 
the  board,  eitoex  'as  chairman  or  as  an  ordinary  director. 

7491.  Who  would  they  be;  accountants? Sometimes 

accountants ; it  depends  entirely  upon  tlie  type  of  company. 

7492.  Mr.  Jones:  Would  you  play  a substantial  part  on 

the  ^ards  of  these  undertakings? Yes. 

7493.  Would  you  have  'three  or  four  members  on  the 

board  in  certain  circumstances? One  cannot  lay  down 

any  rules  at  all,  because  the.se  'things  are  virtually  partner- 
ships. Each  case  is  looked  at  on  merits,  considering  the 
finances  of  the  company  and  the  people  operating  it. 
Sometimes  we  might  have  to  have  two  or  three  dii'ectors 
on  the  board,  hut  normally  if  we  have  one  good  man, 
particularly  if  he  is  chairman,  that  is  enough. 

7494.  In  a number  of  cases  you  will  have  an  overwhelm- 
ing part  'Of  the  capital.  In  drcumstance.s  like  that  how  do 

you  as  an  Investment  trust  manage  the  undertaking? 

If  we  had  put  the  .chairman  in  to  'look  afiter  it,  probably 
he  would  be  an  expert  from  somewhere  or  other,  and  the 
refit  of  the  board  wo'iild  k.now  he  hud  eiil'her  the  whole 
or  the  majority  of  the  shareholders  behind  him.  He 
would  be  worth  three  or  four  ordinary  directors. 

7495.  Mr.  Woodcock:  Generally  you  are  not  interested 

In  control  at  all? ^No. 

7496.  It  seems  to  me  that  whether  you  have  control 
or  not  it  is  almost  accidental ; it  depends  entirely  upon 
the  facts  of  individual  cases.  Tn  cases  where  you  may 
have  substantial  shareholdings,  you  are  still  not  interested 

in  using  that  to  get  representation  on  the  board? 

Indeed  not.  We  ^y  want  ropresanlalion  if  we  thd'nk  it 
necessary  to  protect  the  investment, 

7497.  Professor  Sayers:  What  do  you  mean  by  the 
claim  in  paragraph  14  (e)  that  the  tru.sts  “ are  a stabilising 
influence  m markct.s  at  Limts  of  temporary  crisis”?  Are 
you  thinking  that,  when  you  'buy,  you  buy  to  hold, 
.so  that  in  times  of  temporary  cr.isis  you  are  not  depressing 
markets  by  throwing  in  your  holdings?  Is  it  no  more 

than  that? Mr.  Touche:  Yes.  We  are,  to  use  the 

common  term,  “strong”  holders,  not  “weak”  holders, 
and  would  not  be  frightened  out  of  our  holdings  by  the 
price  dropping  two  shillings. 

7498.  You  are  not  rushing  in  to  support  the  market 

when  .the  price  drops  two  shillings? Mr.  Touche:  Not 

unless  we  think  the  fall  in  price  unjustified.  If  we  can 
have  it  at  a 'bargain  level,  we  might  increa.'ie  our  holdings. 
—Sir  Edwin  Herbert : In  a period  of  depressed  prices 
you  are  much  more  likely  to  find  the  investment  trust 
m the  market  as  buyers,  not  sellers. 

7499.  But  if  you  are  not  in  normally  as  sellers  at  all, 
that  may  not  mean  very  much.  Withholding  of  purchases 

may  have  a depressing  effect  on  markets? 1 would 

not  like  to  give  the  impression  that  at  times  like  the 
present  we  are  entirely  inactive.  It  would  be  a mistake 
to  suppose  the  investment  trusts  are  not  purchasing  invest- 
ments today:  they  are,  on  a substantial  scale.  It  is  only  a 
■nxatlor  of  relaitive  act-lvity. 

7500.  I was  just  wondering  how  much  there  was  in 
this  claim.  It  i."!  simply  that  you  do  not  easily  throw  your 

hand  in? That  is  so.  We  can  never  be  a forced 

seller ; we  do  not  have  to  sell  for  estate  duty  purposes, 
and  the  board’s  policy  is  to  buy  things  we  are  prepared  to 
hold  for  a long  time.  For  instance,  in  my  group  of 
companies  we  have  invested  quite  heavily  in  Canada  and 
the  United  States,  on  the  view  that  we  would  buy  things 
wo  would  hold  and  more  or  less  forget  about  for  15  to 
20  years.  It  is  a great  ccunfort  to  know  that  considerame 
blocks  of  shares  in  important  concerns  are  held  by 
investors  with  that  outiook. 

7501.  So  this  claim  is  really  fliat  you  are  not  a de- 

stabili-sing  influence? Mr.  Touche:  Anybody  who  is  a 

potential  de-stabilising  influence  and  refrains  from  de- 
stabilising might  call  himself  a stabiliser. 

7502.  Mr.  Woodcock:  Does  the  15-25  per  cent,  to 
which  you  refer  in  paragraph  15  refer  purely  to^e 

proportion  of  income  retained  for  investment? ^Yes. 

That  is  the  proportion  of  Income  returned  for  investment ; 

the  whole  of  the  capital  profits  are  retained. 
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7503.  Chairman:  Then  you  say  in  paragraph  17: 

“ In  the  helief  that  inflation  was  likely  to  be  a 

continuing  factor,  investment  trusts  have,  in  post-war 

years,  invested  little  in  long-term  Government 

bonds . . .” 

That  statement  seems  to  take  it  up  from  1945  till  the 
present  day  without  distinction  ; there  is  probably  some 
qualificati<»i  of  that.  Have  you  since  the  end  of  the  war 
been  avoiding  investment  in  long-term  Government 

bonds? ^Tho^e  has  been  a tendency  all  the  time, 

as  contrasted  with  our  pre-war  practice,  to  move  out  of 
all  bonds. 

7504.  Is  that  because  you  were  adjusting  an  unbalanced 
war-time  situation?  Had  you  found  that  .you  had  become 
too  full  of  Government  bonds  compared  with  pre-war? 

^No ; I do  not  think  so.  It  was  the  desire  to  avoid 

an  erosion  of  capital  caused  by  the  depreciation  of  the 
currency  to  which  bonds  are  tied. 

7505.  Professor  Sayers:  Ever  since  1945  you  have 

taken  the  view  that  inflation  is  likely  to  continue? 

Mr.  Touche:  We  are  a group  of  people  who  take  a 
number  of  different  views,  but  by  and  large  we  are 
of  one  mind  on  that. — Sir  Edwin  Herbert:  Before  the 
war  it  was  the  recognised  practice  of  most  investment 
trusts  to  regard  their  fixed  interest  securities  (there  is  no 
distinction  for  this  purpose  between  Government  bonds 
and  other  forms  of  fixed  interest  security)  as  the  things 
which  were  going  to  bring  in  a steady  income  out  of 
which  they  could  pay  their  dividend  in  good  or  bad 
times.  Such  investment  was  therefore  considered  to  be 
sound  practice,  except  for  certain  trusts  which  always 
specialised  in  shares.  It  was.  quite  obvious  immediately 
after  the  war  that  they  were  going  to  lose  more  in  the 
fall  in  the  value  of  those  securities  than  they  gained  by 
stability  of  income,  and  the  trusts,  I think  almost  without 
exception,  one  by  one  began  to  shift  over  to  the  other 
policy.  They  did  not  all  start  at  the  same  lime ; some 
were  more  conservative  than  others.  But  I would  say 
that  by  a few  years  ago  the  movement  was  in  full  swing 
almost  universally. 

7506.  That  would  seem  to  imply  that,  if  inveslmeat 
trusts  as  a whole  became  persuaded  that  inflation  had 
come  to  an  end  (hey  would  become  serious  buyers  of 
Government  securities  on  an  appreciable  scale.  Would  a 

change  of  view  change  your  habits? Mr.  Touche:  I 

do  not  think  that  it  would  have  that  effect.  It  would 
be  one  of  the  factors  that  would  cause  us  perhaps  to 
buy  more  fixed  interest  securities  ; but  normally  we  should 
buy  debentures  of  commercial  companies  and  so  on,  as 
giving  a higher  yield  than  Government  securities.  That 
would  be  only  one  of  the  factors,  because,  quite  apart 
from  inflation,  the  ordinary  share  should  in  a successful 
company  tend  to  grow  by  reason  of  the  fact  that  part 
of  the  profits  are  ploughed  back  every  year  to  add  to 
the  assets.  Even  if  there  was  no  inflation,  we  would  not 
necessarily  go  back  in  a wholesale  way  into  fixed  interest 
stocks. 

7507.  Chairman:  Why,  if  you  did  return  to  fixed  interest, 
would  you  return  to  industrial  debentures  because  of  the 
higher  yield  compared  with.  Government  loans?  That 

difference  existed  before  the  war? Mr.  Touche : Before 

the  wax  the  great  bulk  of  our  fixed  interest  holdings  were 
industrial  debentures  and  preference  shares,  and_  not 
Government  loans. — Sir  Edwin  Herbert:  As  I pointed 
out  a moment  ago,  there  is  no  distinction  in  our  mind, 
for  iche  purpose  of  this  question,  between  different  kinds  <rf 
fixed  interest  security.  I would  agree  that,  if  we  were 
once  convinced  by  experience  that  inflation.’  was  no  longer 
much  of  a risk,  there  would  be  a tendency  to  go  back 
to  the  pre-war  policy,  which  I tried  to  describe;  bait  I 
thi-ntf  it  would  take  us  many  years  to  be  convino^  after 
the  experiences  we  have  gone  through. 

7508.  Mr.  Jones:  Suppose  that  your  gilt-edged  ca|Htal 

investment  involved  no  question  of  capfial  eavjsion ; what 
sort  of  interest  would  you  look  for  on  the  sor-t  of  capital 
investment  you  made  in  gilt-edged? ^I  think  it  is  impos- 

sible to  answer  that  question ; it  is  like  putting  the  cart 
before  the  h’Ofse.  We  should  get  the  best  rate  we  could 
see  going  at  that  time.  That  is  the  way  these  rates  get 
fixed ; we  do  not  fix  a notionfll  rate  and  fhen  work 
backwards. 
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7509.  In  present  circumstances  what  would  you  consider 

reasonable? ^At  the  present  time  my  own  trust  have 

£I  million,  as  I mentioned,  invested  in  securities  which 
are  available  from  six  days’  to  six  weeks’  notice,  and  we 
are  getting  an  overall  yield  of  6J  per  cent,  on  that  money. 

7510.  Professor  Sayers:  Before  1914  fixed  interest 
securities  commanded  a fairly  stable  market  value ; long- 
term rates  of  interest  did  not  vary  very  greatly  from  year 
to  year  over  a period  of,  say,  ten  years.  Suppose  that,  for 
f’easons  of  policy,  the  authorities  saw  to  it  that  the  long- 
term rate  did  vary  appreciably  from  year  -to  year,  so  ttiat 
the  market  value  of  your  fix^  interest  securities  varied  a 
good  deal  from  year  to  year ; assuming  that  you  had  a 
comfortable  feeling  that  inllat'ioo  was  Mded,  would  you 
nevertheless  wnnt  to  go  hack  to  fixed  interest  securities  on 

an  appreciable  scale? Sir  Edwin  Herbert:  It  would 

depen’d  whether  the  ofiieirs  could  beat  them  in  attractive- 
ness of  yield  and  prospects.  My  company  have  on  the 
whole  ooncentraited  on  equity  invesitmen'ts  al  the  way 
through,  and  I doubt  very  much  whether,  even  if  pre-war 
conditions  were  re-established,  we  should  go  much  for 
fixed  interest  securities ; but  there  may  be  other  trusts  with 
other  conditions. — Mr.  Touche:  I personally  would  agree 
with  that,  because  I think  one  wants  to  lay  out  one’s  money 
in  a way  capable  of  growing. 

7511.  Is  not  that  a reason  for  leaving  the  fixed  interest 

security  alone  entirely,  or  not  going  into  it  much? 

Before  the  war  we  had  this  &ced  interest  quota  as  a 
stabiLisikig  inflixence,  as  has  been  menluioned ; now  that  it 
has  ceas^  to  be  a stCabilisintg  influence,  it  has  very  IMe  to 
recommend  it. 

7512.  If  you  got  back  to  the  days  when  you  did  not  think 
of  inflation  as  one  of  the  facts  of  life,  you  have  in’dicated 
that  you  wo'Uld  have  some  inclination  to  go  part  of  the  way 
back  to  fixed  interest  securities.  I am  trying  to  take  that 
case,  but  supposing  one  variant  from  the  old  position: 
that  the  market  prices  of  these  fixed  interest  securities 
varied  a good  deal  during  their  lives.  That  would  be 
something  different  from  the  pre-1914  days.  Would  tl^t 

variant  affect  your  iwclinaldons? It  introduces  an-other 

factor  into  the  position,  in  that  it  would  then  be  very 
important  to  buy  at  the  right  time.  There  would  then 
devetop  a kind  of  fixed  intar-est  market  rather  like  the 
jsquity  market,  with  bull  markets  and  bear  markets,  and 
ilt  mighit  be  iimipiortainit  to  do  things  like  reducing  the  load 
when  one  thought  the  market  was  about  to  break,  keeping 
one’s  money  in  some  safer  form,  and  going  in  again  once 
the  market  had  reached  bottom. 

7513.  You  think  you  would  be  in  and  out,  and  would 
not  go  in  for  fixed  investment?  At  present,  once  you 
buy  a security  your  presumption  is  that  you  are  going  to 
hold  it ; suppose  that  you  were  in  fixed  interest  securities, 
but  that  their  market  value  was  up  and  down  over  the 
years  ; would  you  then  change  your  habits  and  go  in  and 

out  as  the  market  moved? Sir  Edwin  Herbert:  I do 

not  think  so ; I think  we  should  act  in  accordance  with 
our  general  policy:  if  we  thought  the  interest  yield  over 
the  life  of  the  stock  was  worth  having  when  we  bought  it, 
we  should  probably  go  on  holding  it. 

7514.  And  you  would  try  to  concentrate  your  purchases 

in  the  period  when  the  market  rate  was  high? It 

would  not  come  out  in  quite  so  intellectual  a way  as 
that ; it  would  simply  be  that  at  a given  moment  of  time 
we  had  so  much  money  to  invest,  and  we  should  look 
at  everything  available  at  the  time  on  the  merits.  I 
would  accept  your  view  that  if  the  bugbear  of  inflation 
were  removed,  the  taboo  on  fixed  interest  securities  would 
be  removed  to  some  extent. 

7515.  And  this  variability  of  market  conditions  would 

not  be  a hindrance? ^No : we  buy  ordinary  shares 

knowing  perfectly  well  that  they  are  bound  to  fluctuate. 

7516.  Chairman:  In  the  investment  trust  your  capital 

structure  has  a good  deal  of  influence  on  the  kind  of 
security  you  can  invest  in? ^Yes. 

7517.  If  you  have  a number  of  companies  issuing  their 

preference  shares  at  a time  when  interest  rates  are  high, 
I suppose  that  they  cannot  afford  to  take  a low  yielding 
fixed  interest  security  to  any  large  extent? ^No. 

7518.  Mr.  Woodcock:  Have  you  any  preference  at  all 
as  between  Government  stock  and  fixed  interest  industrial 
stock?  One  has  always  been  led  to  assume  that  in  the 

long  run  the  difference  was  a real  difference. Mr. 

Touche : The  greater  security  behind  the  contract  in  the 

212 
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case  of  Government  stocks  causes  them  to  give  a lower 
yield.  For  instance,  you  could  buy  Government  stocks 
to  yield  5 per  cent.,  but  a debenture  in  an  industrial  com- 
pany would  give  you  6 per  cent,  on  the  money,  and  a 
preference  share  might  give  you  7 per  cent. 

7519.  I am  only  representing  that  the  market  rate  is 
proof  of  a real  difference  in  risk,  for  large  quantities  and 

a long  period? Sir  Edwin  Herbert-.  All  sorts  of  things 

come  ktto  it ; for  example,  what  are  trustee  securities  and 
what  are  not.  If  you  take  a trustee  security,  all  trust 
funds  are  eligible  as  buyers  of  that  security,  and  therefore 
the  price  is  likely  to  be  higher  and  the  yield  lower.  If 
you  take  a corresponding  security,  which  may  be 
intrinsically  as  good  as  the  other,  but  for  which  trustees 
are  not  eligible  as  holders,  then  it  is  improbable  that  you 
will  be  able  to  sell  that  security  on  the  market  at  the  same 
price.  In  consequence,  those  who  can  buy  it  find  they 
can  get  a higher  yield  on  it. 

7520.  You  would  like  to  be  able  to  take  advantage  of 

the  imperfections  of  the  market? ^We  cannot  insure 

against  these  things.  I wish  we  could ; we  should  find 
our  business  much  easier. 

7521.  Professor  Cairncross'.  In  paragraph  19  you  give 
some  figures  on  the  distribution  between  fixed  interest  and 
equity  holdings.  Could  you  make  any  guess  at  the  per- 
centages that  would  be  given  for  fixed  interest  and  equity 
holdings  for  a pre-war  year?  Would  it  be  between  these 

two  percentages? Mr.  Touche-.  Generalisation  is  very 

dangerous,  because  various  trust  managements  _ have 
particular  prejudices  which  they  pursue  ; but  I think  it 
would  be  fairly  typical  to  say  that  for  a date  in  the_ middle 
'thirties  it  would  be  much  closer  to  the  1949  distribution, 

7522.  Not  higher  on  the  side  of  fixed  interest? It 

might  well  be  higher ; we  might  have  hftd  50  per  cent,  or 
less  in  equities  in  the  middle  ’thirties. 

7523.  You  do  not  show  here  what  proportion  of  fixed 
interest  holdings  were  in  Government  bonds,  nor  do  you 
show  the  absolute  figures ; but  on  a rough  showing  this 
implies  that  between  1949  and  1957  you  disposed  of  about 

half  your  portfolio  of  fixed  interest  holdings? It  does 

not  foUow  that  we  disposed  of  as  much  as  that.  We  must 
have  disposed  of  some,  but  it  does  not  necessarily  follow 
that  this  change  of  percentages  is  wholly  due  to  sales. 

7524.  If  you  do  the  arithmetic,  it  implies  an  actual 
disposal  of  something  like  £100  million.  1 know  there 
has  been  some  depreciation,  which  accounts  for  part  of 
the  total  drop  in  percentage,  and  1 am  taking  that  into 
account.  But  it  is  impossible  to  judge  from  the  figures 

how  much  of  that  represents  Government  bonds? -Very 

little  would  represent  Government  bonds ; the  kind  of 
fixed  interest  stocks  we  are  accustomed  to  hold  are  higher 
yield  ones. 

7525.  Have  you  got  the  absolute  totals  for  Government 

bonds? Mr.  Touche:  No,  I am  afraid  I have  not; 

but  I know  that  clement  would  be  comparatively  small. 
Most  of  that  would  be  industrial  debentures. — Sir  Edwin 
Herbert-.  Or  preference  .shares. — Mr.  Touche:  And  to 
some  extent  foreign  government  bonds. 

7526.  Even  in  1949  your  holdings  <rf  Government  bonds 

were  quite  small? ^Yes ; for  a permanent  investment 

we  normally  want  a higher  yield  than  we  get  on  Govern- 
ment bonds.  If  we  hold  Government  bonds,  it  would  be 
because  we  have  temporary  uninvested  funds,  and  we 
should  only  hold  them  for  a comparatively  short  time. 

7527.  Sir  John  Woods:  You  said  earlier  on  that  your 
holdings  of  gilt-edged  were  small,  and  represented  money 
awaiting  other  investment ; but  you  could  not  say  whether 
you  were  predominantly  in  short  or  medium  or  long, 
because  different  trusts  have  difference  policies.  But  I 
must  say,  reading  paragraphs  16  and  17  together  it  seems 
a clear  inference  that  you  are  in  the  short  end  ; is  that 

right? Mr.  Touche : Some  companies  certainly  are,  but 

even  if  one’s  object  is  only  to  hold  for  a short  time,  one 
does  not  necessarily  buy  a short  bond  ; for  instance,  if 
last  September,  when  the  Bank  Rate  was  raised  to  7 per 
cent.,  someone  thought  it  more  likely  that  rates  of  interest 
would  fall  rather  than  rise  over  the  next  twelve  months, 
he  might  even,  for  the  purpose  of  a twelve  months’  invest- 
ment, have  bought  long-dated  stock,  because  if  the  rates 
of  interest  did  in  fact  fall,  that  stock  would  rise. — Sir 
Edwin  Herbert : And  the  leverage  would  be  greater. 

7528.  It  would  be  true  on  the  whole  that  your  tendency 

would  be  to  be  short? Mr.  Touche : Yes.  That  would 

be  the  safest  course  to  take ; if  one  knows  one  wants  &e 


money  for  another  purpose  in  six  months’  to  a year’s  time, 
one  takes  no  risk  if  one  takes  short.  The  longer  one  goes 
the  more  risk  one  takes. — Sir  Edwin  Herbert:  I know 
cases  where  people  bought  3i  per  cent  War  Loan  or 
“ Daltons  " at  that  time.  It  in  quite  a sensible  view  ; if  one 
is  convinced  that  money  rates  are  only  temporarily  at  that 
figure  and  are  going  to  fall,  then  the  possibility  of  an 
increase  in  capital  values  is  greater  on  the  longs  than  the 
shorts. 

7529.  Professor  Cairncra.ss:  I would  like  to  ask  you  a 
general  question  about  the  .sample  you  took  of  the  150 
members  of  your  Association,  which  is  referred  to  in  para- 
graph 19.  I assume  that  this  was  in  connection  with  the 
general  circular  sent  out  earlier.  It  may  be  that  there  are 
some  matters  of  detail  we  should  want  to  pursue  on  the 
basis  of  this  sample  ; you  do,  I prosumc,  have  rather  more 

crude  data  than  are  summarised  here? Mr.  Touche: 

A little  more. 

7530.  If  we  wanted  to  know  something  about  the  size  of 
and  distribution  of  assets  in  the  1 50  trusts,  you  would  be 

ahdo  to  give  us  somathiug  on  tiiat? We  could  give  you 

their  total  assets. 

7531.  But  tiherc  is  njot  mudi  dcDail?  Are  the  equity 

holdings  or  the  fixed  interest  holdings  broken  down? 

No. 

7532.  Chairman:  The  two  comments  you  make  upon 
the  working  of  the  Capital  I.ssues  Committee  (assuming 
the  neeessiliy  for  its  cxisiloncc)  arc  the  lack  of  reasons 
for  the  Treasury  decisions  that  are  ba.sed  on  its  advice, 
and  the  time  consumed  going  through  the  process.  Is  the 

lime  element  considerable  in  general? In  these  matters 

every  day  is  vital,  Supposing  an  issuing  house  has  made  a 
contract  with  an  industrial  company  that  it  will  issue  £10 
million  debenture  slock,  and  then  it  has  to  get  approval 
of  the  terms  from  the  C.I.C.,  the  issuing  house  or  the 
underwriters  are  at  risk  until  the  issue  cun  be  launched, 
and  in  the  course  of  time  before  it  is  actually  launched 
something  may  break  out,  like  Suez,  or  a Sputnik,  and 
the  basis  of  the  market  is  entirely  alter^, 

7.533.  Must  the  C.I.C.  come  at  the  end  of  this  process? 
Is  k inevitable  that  the  issuing  house  cannot  go  to  the 

C.I.C.  uriiUl  it  is  at  risk  in  this  sense? Mr.  Touche: 

I'he  C.I.C.  will  give  some  sort  of  discretion  about  the 
price ; they  may  say  that  the  .slock  can  be  issued  at  not 
less  than  sucii  and  such  a price.— Sir  Edwin  Herbert : And 
they  always  give  you  six  months  in  which  to  do  it,  and  it 
is  not  difllcuk  in  suitable  cases  to  get  an  extension.  I do 
not  want  to  be  too  critical  of  the  CI.C,,  because  within 
the  limits  of  their  very  dilllcult  position  they  do  the  best 
they  oan  to  fit  in  with  the  mechanism  of  the  market.  But 
the  plain  fact  of  the  matter  is  that  one  cannot  do  things 
snap,  as  one  used  to  be  able  to  do ; whether  the  C.I.C. 
consent  comes  at  the  beginning  or  the  end  of  the  process 
there  is  inevitably  a longer  period  of  uncertainty.  There 
must  either  be  uncertainty  as  to  the  terms  on  which  it  will 
be  possible  ultimately  'to  issue  the  new  capital,  or  un- 
certainty as  to  whether  the  underwriters  are  really  com- 
mitted. There  must  be  one  or  the  other,  and  there  may  be 
both  of  those  uncenfiaintiee ; and  the  thing  we  all  dread 
more  than  anything  else  is  uncertainty  of  any  kind. 

7534.  Even  when  the  C.T.C.  have  approved,  you  have  to 

go  and  stand  in  the  queue? It  depend.?  upon  the  magni- 

tude of  the  issue.  Issues  of  our  own  capital  are  almost 
aJways  in  the  form  of  rights  issues  made  to  existing  share- 
holders, and  we  do  not  have  to  queue  up  at  the  Bank  of 
England  for  thiose, 

7535.  Profe.ssor  Sayers:  Does  the  C.I.C.  lay  down  con- 
ditions about  the  price  for  each  issue? Yes. 

7536.  Are  those  conditions  easily  understandable? 

The  figures  are  perfectly  dear.  Whether  one  can  keep 
within  them  depends  how  things  are  when  one  comes  to 
make  the  issue.  They  leave  a reasonably  wide  gap,  and 
only  in  exceptional  cdircumstances  would  one  have  to  go 
back  to  them  on  price.  But  I have  had  cases  in  the  past 
where  they  have  fixed  a price  in  relation  to  the  existing 
price  of  ordinary  stock  which  I felt  was  perfectly  unjusti- 
fied, although  you  would  get  it  on  the  market. 

7537.  1 do  not  want  to  misunderstand  this ; when  you 

say  they  fix  a price,  is  it  that  you  have  to  give,  as  part  of 
the  informataon  yew  supply,  &e  price  at  which  you  are 
proposing  to  issue?  Do  they  alter  your  proposal,  and  say 
they  will  approve  this,  but  not  that? ^They  are  v«y 
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much  mcffe  liberal  than  they  used  to  be ; but  there  was  a 
time,  some  years  ago,  when  they  were  qiute  rigid  in  fixing 
what  they  thought  was  the  proper  price.  I could  give  you 
one  instance  where  the  directors  rrfused  to  issue  the  stock 
at  that  price,  alhough  they  could  have  got  it  on  the  market. 

7538.  Professor  Caimcross:  Do  you  know  of  any  cases 
in  which  a new  investment  trust  has  gone  to  the  C.I.C.  for 

permission  to  make  an  issue? Yes,  one  with  which  I 

am  connected,  which  was  formed  two  or  three  years  ago ; 
there  was  no  trouble  about  it  at  all. 

7539.  Chairman : In  paragraphs  29  and  30  you  say : 

“ There  has  been  a general  movement  of  investment 
away  from  the  United  Kingdom,  South  America  and 
the  Asian  countries  of  the  Commonwealth  towards  the 
United  States  and  Canada.  Although  Exchange  Control 
has  restricted  investment  outside  the  sterling  area,  it 
has  been  possible  to  buy  securities  in  the  United  States 
and  Cana^  within  the  framework  of  the  dollar  pool.” 
Then,  you  say  in  paragraph  33  : 

“ The  dollar  investments  selected  by  investment  trusts 
have  greatly  increased  in  value,  They  have  strengthened 
the  dollar  resources  of  the  Sterling  Area,  and  increased 
its  dollar  income.” 

What  is  covered  by  the  words  “it  is  possible  to  buy 
securities  in  the  United  States  and  Canada  within  the 
framework  of  ±e  dollar  pool”?  Do  you  mean  that  you 
can  supplement  the  nesouices  of  the  doUiai  pool  with 
appropriate  consents,  by  bringing  in  more  securities  from 
the  United  States  and  Canada,  or  that  there  is  a fixed 
doUar  pool  in  which  you  can  become  large  investors,  by 
taking  over  from  other  holders  in  this  country? — -Sir 
Edwin  Herbert:  Not  necessarily  in  this  country. — Mr. 
Touche : There  is  a dollar  pool.  Whether  it  is  fixed  or 
not,  and  precisely  what  its  boundaries  are,  how  it  gets  fed, 
increased  or  reduced,  I do  not  know.  It  would  be  very 
interesting  to  know.  We  can  buy  what  are  called  invest- 
ment dollars  at  the  premium  which  you  can  see  in  the 
paper  every  day ; at  the  moment  it  is  about  5 p«  cent. 
I understarid  that  the  dollar  pool  represents  the  holdings  of 
United  Kingdom  residents  in  dollar  securities  as  'they  were 
at  the  beginning  of  exchange  control,  to  which  are  added 
from  time  to  time  dollar  assets  which  come  into  ^e  hands 
of  United  Kingdom  residents  in  some  way  or  other.  We 
are  permitted  under  the  exchange  control  regulations  to 
buy  these  dollars  from  other  United  Kingdom  residents ; 
it  is  a transaction  not  with  a foreign  resident,  but  with 
another  United  Kingdom  resident.  Having  bought  the 
dollars,  at  a premium,  we  are  then  permitted  to  invest  them 
in  any  security  quoted  on  a recognised  stock  exchange  in 
the  United  States  or  Canada,  and  we  have  to  fill  up 
certain  forms  for  the  exchange  conitrol  to  show  how  we 
have  dealt  with  the  dollars. 

7540.  As  persons  acquiring  these  investment  dollars  in 

the  market,  you  cannot  tell  the  source  from  which  they 
originate? No. 

7541.  Sir  John  Woods:  Is  the  only  way  in  which  you 

can  get  dollar  securities  by  buying  investment  dollars? 

The  only  way  wi'thout  going  to  .the  exchange  control  wl'th  a 
proposition  and  getting  a specific  consent  to  be  allowed 
dollars  at  the  ordinary  rate  of  exchange. 

7542.  Does  'that  happen  very  much? ^The  Bank  of 

England  would  not  allow  that  for  portfolio  investment, 
which  is  file  kind  of  investment  we  do.  If  one  were  a 
British  company  wanting  to  start  a company  in  Canada, 
a purchase  of  dollars  at  the  ordinary  rate  for  direct  invest- 
ment might  very  likely  be  allowed. 

7543.  So  far  as  the  operations  of  your  trusts  are  con- 
cerned, fiiese  transactions  are  conduct^  solely  in  terms  <rf 

investment  dollars? Mr.  Touche:  Yes. — Sir  Edwin 

Herbert : I should  not  like  to  go  on  record  as  saying  that 
no  investment  trust  had  ever  made  an  investment  outside 
the  sterling  area  except  as  a portfolio  investment  through 
the  dollar  pool.  There  have  been  cases  where  such  invest- 
ments have  'been,  made  by  investment  trusts  with  direct 
Treasury  consent. 

7544.  Professor  Sayers:  They  have  been  of  the  direct 

investment  type,  not  portfolio  investment? Yes. 

7545.  Sir  John  Woods:  That  would  not  account  for 

a significant  part  of  the  total  increase  in  your  holdings  of 
dollar  securities? No. 

7546.  Chairman : If  you  are  an  investor  in  a ventee, 
and  you  get  a xiifiits  offer  by  virtue  of  your  existing 
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holding,  do  you  get  permission  to  take  it  up? Mr. 

Touche:  No ; we  have  to  buy  the  investment  dollars  on 
the  market  in  ifiie  same  way  as  for  ordinary  inivestmemt 

7547.  Sir  Reginald  Verdon  Smith : Did  I have  the 
impression  at  the  beginning  of  this  discussion  that  you  said 
that  United  Kingdom  resident  holders  of  investment  dollars 

were  not  the  only  possible  source  of  dollars? Sir  Edwin 

Herbert : I would  rather  not  go  into  that ; the  definition 
of  a United  Kingdom  resident  is  a bit  of  a problem. 

7548.  Professor  Sayers : Mr.  Touche  said  that  investment 
dollars  have  to  be  obtained  in  the  market  in  order  to 
provide  dollars  on  the  purchase  of  American  securities 
through  an  American  stock  exchange.  Is  there  no  market 
for  American  securities  in  London?  If  I,  as  a resident 
of  the  United  Kingdom,  am  a holder  of  American  securi- 
ties, can  I not  sell  them  in  the  London  imarkot  and  get 
security  sterling  for  them,  and  cannot  that  security  sterling 
then  be  bought  by  you  at  the  appropriate  price,  for  use 
by  you  in  buying  in  'the  London  market  American 

securities? Mr.  Touche:  Yon  can  sell  your  American 

securities  in  the  London  market,  but  you  will  get  ordinary 
sterling  for  that,  and  you  cannot  wkh  that  ordinary  sterling 
•buy  further  American  securities. 

7549.  Do  I not  get  security  sterling  when  I sell  an 

American  security? 1 understand  security  sterling,  f'Or 

which  we  see  the  quotaitions  in  the  paper  every  day,  to  be 
sterling  assets  belongiag  to  nonresident  holders ; in  other 
words,  it  is  the  counterpart  of  our  investment  dollars. 

I did  not  think  that  a United  Kingdom  resident  could 
hold  security  sterling. 

7550.  A United  Kingdom  resident  can  switch  from  one 

American  security  to  another? ^Yes,  but  security  sterling 

does  not  enter  into  it.  A United  Kingdom  resident  holding 
shares  in  General  Motors  can  instruct  his  American  broker 
to  sdl  General  Motors  and  buy  Fords. 

7551.  He  would  have  to  have  an  American  broker? 

No,  it  could  be  d'One  by  an  English  broker,  certainly. 

7552.  Professor  Caimcross:  The  English  broker  would 
put  through  both  transactions  on  the  American  market? 

^Yes ; or  he  could  do  it  on  the  London  market  if  there 

waa  a market  in  that  particular  share. 

7553.  That  is  a switch  by  a resident  in  this  country ; but 
he  must  not  allow  dollars  to  accru©  to  his  own  account  at 
any  point  in  the  transaction?  You  are  saying  there  is  a 

way  out  of  dollars,  but  there  is  no  way  back? ^A 

United  Kingdom  resid'ent  holds  an  American  investment. 
That  investment  has  been  registered  with  the  exchange 
ooDtrol ; it  is  an  approved  investment.  He  decides  to  sell 
that  investment,  and  so  instructs  his  broker.  He  can  do  it 
direct  with  a broker  in  New  York,  or  with  e broker  in 
London.  The  broker  will  sell  that  investment,  and  the 
American  bank  which  holds  the  investment  will  give  it  out 
and  receive  in  the  dollars.  This  will  be  reported  to  the 
exchange  control;  the  eeJler  will  be  allowed  to  hold  Khose 
dollars  for  a limits  period,  atpresent  six  months.  After  that 
he  must  either  re-iuvest  those  dollars  or  surrender  them  to 
exchange  control.  If  in  the  course  of  the  six  months  he 
finds  another  investment  he  wants  to  buy,  he  can  operate 
through  his  American  or  London  broker  in,  the  same  way, 
and  bis  bank  will  be  instructed  to  receive  delivery  of  this 
investment  and  pay  out  the  dollars  to  pay  for  it. 

7554.  It  is  a little  difficult  to  follow  the  phrase  that  your 
dollar  investments  have  ^rengthen^  the  dollar  resotirces 
of  the  sterling  area  and  increased  its  dollar  income,  since 
the  main  source  of  the  dollar  securities  purchased  by  the 
investment  trusts  has  presumably  been  other  residents  in  the 
sterling  area? — —Sir  Edwin  Herbert:  I wish  I could  be 
sure  exactly  how  those  tbin'gs  work  bdiind  the  scenes ; but 
I strongly  suspect  that  the  dollar  pool  is  widened  from  time 
to  time  by  the  influx  of  something  or  other ; the  Committee 
could  find  this  from  the  Bank  of  England  better  than 
from  any  other  source,  but  I suspect  that,  when  Americans 
or  other  non-residents  sell  British  stocks,  somehow  or  other 
the  proceeds  of  that  ^ into  the  dollar  pool,  because  when 
Americans  are  buying  Britidi  stocks  the  premiinn  on  the 
security  dollar  always  seems  to  fall.,  There  must  be  some 
connection  between  the  two. 

7555.  Professor  Sayers:  If  you  are  suggesting  that  the 

securities  W'hich  have  come  in  through  the  Kuwait  and 
various  other  gaps  have  added  to  United  ^ngdom  dollar 
investments,  that  is  some  consolation  for  the  loss  of  dollars 
through  the  gap,  but  surely  there  is  no  additional  strength 
in  that? ^The  real  point  we  bad  in  mind  is  that  by 
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making  these  investments  in  past  years  we  have  enabled  the 
sterling  area  to  share  in  the  growth  of  American  and 
Canadian  prosperity. 

7556.  Chairman:  The  emphasis  is  really  on  the  first 
sentence:  that  over  the  years  they  have  greatly  increased  in 

value?  They  have  been  very  good  investments? They 

have  'been  very  good  investments  ; we  may  have  put  SlO  in 
ten  years  ago  which  may  be  worth  S40  or  $50  today  ; that 
is  unquestionably  a strengthening  of  the  dollar  resources. 

7557.  Mr.  Woodcock : It  would  be  very  good  business 

to  do  that? It  has  been,  done  in  America. 

7558.  Professor  Cairncross:  If  the  150  members  who 
supplied  you  with  this  information  are  a representative 
sample  of  your  holdings  of  dollar  securities,  this  represents 

a rise  of  over  £300  million  since  1949? -Mr.  Touche: 

The  figure  for  these  150  members  is  £225  million. 

7559.  Have  you  a figure  for  the  total  assets  of  these  150 

mernib^? The  value  of  their  investmente  i«  £716 

million; ; other  assets  would  be  negligible. 

7560.  Do  you  consider  yourselves  as  holding  a very 
large  fraction  ^ the  dollar  securities  available  in  this 

country  and  traded  in  on,  the  home  market? ^We  do  not 

normally  trade  on  the  London  market  in  dollar  securities ; 
but,  if  you  are  asking  what  proportion  of  the  total  dolliir 
seairities  held  by  U.K.  residents  is  held  by  us.  as  com- 
pared with  the  proportion  held  by  insurance  companies, 
private  individual  and  so  on,  I have  no  idea. 

7561.  Chairman:  In,  section  IV,  you  deal  with  the 

authorities’  use  of  monetary  measures  since  1951.  Does 
your  Association  have  any  direct  contact  with  the  mone- 
tary authorities? Mr.  Gammell:  No.  We  are  a pro- 

tective associaitiott  only.  Our  Association  has  no  oontrol 
or  say  in  the  day-to-day  management  of  our  member 
companies. 

7562.  Is  there  contact  on  matters  of  policy  with  the 

monetary  authorities,  either  through  your  Association,  or 
through  some  gathering  of  representative  leaders  in  the 
investment  trust  world? Sir  Edwin  Herbert:  No. 

7563.  Professor  Sayers : Has  the  Governor  of  the  Bank 
of  England  ever  invited  a representative  of  your  body  to 

see  him? Mr.  Touche:  I am  not  aware  of  that  ever 

having  happened. 

7564.  Chairman : Do  you  get  circulars  or  letters  emanat- 
ing from  the  Treasury  or  Bank  of  England  distributed  to 
you  asking  for  your  oo-operation  in  certain  things,  actively 
or  otherwise?— — Sir  Edwin  Herbert:  I cannot  recall  one. 
— Mr.  Touche:  The  only  thing  of  that  nature  that  I can 
recall  was  when  the  Finance  COTpomtion  for  Industry  was 
formed.  It  was  made  known  to  us  that  we  were  expected 
to  subscribe  a certain  amount  of  capital. — Mr.  Gammell: 
It  was  arranged  with  the  Governor  of  the  Bank  of  England. 

7565.  'What  was  the  actual  machinery  used?  Did  the 

Governor  send  letters  round  the  investment  trusts? ^I 

was  not  in  the  office  at  the  time,  but  so  far  as  my  memory 
goes  from  the  files  it  was  done  in  conversation  between,  the 
Governor  and  the  Chairman  of  the  Association. 

7566.  Sir  Reginald  Verdon  Smith : You  have  never  been 
asked  to  follow  an  investment  policy  which  affected  you 
favourably  in  certain  directions  and  unfavourably  in 

others? Mr.  Touche:  No  attempt  has  been  made  to 

influence  our  investment  policy. 

7567.  Except  for  the  F.C.I.? ^Yes.  As  I say,  we  were 

asked  to  support  that  when  it  was  formed,  and  we  sub- 
scribed a certain  amount  of  capital  to  iL 

7568.  Professor  Sayers:  You  say  you  have  no  doubt 
that  monetary  controls  since  1951  have  had  a marked 
effect.  Are  you  able  to  differentiate  between  the  various 
controls,  and  say  which  of  the  various  'things  tihat  have 

been  done  has  seemed  to  you  to  have  most  effect? 

The  raising  of  the  Bank  Rate  has  had  an  effect  in  dis- 
couraging certain  business  undertakiings,  which  were 
rendered  very  much  less  profitable  by  that.  Tiien  the 
restriction  on  the  amount  of  advances  by  banks  has  had 
the  effect  of  stopping  certain  activities  which,  could  not  be 
financed  because  no  one  would  lend  money.  There  was 
also  a considerable  effect  created  'by  the  hire  purchase 
restrictions. 

7569.  Have  any  of  these  effects  come  under  your  notice 

in  the  course  of  your  business? Yes.  Taking  the  last 

first,  the  companies  in  which  we  had  Lnvestmente  which. 


made  goods  for  sedling  on  hire  fwrehase  suffered  a decline 
■in  profits.  Then  there  was  the  diflSculty  of  raising  capital ; 

1 personally  experienced  that  in  trying  to  raise  some  money 
to  finance  'ihe  building  of  or©  carriers.  It  was  so  difficult 
that  the  financing  of  one  had  to  be  abandoned 
altogether. 

7570.  it  the  restriction  of  bank  advances  which 

caused  that? ^Yes. 

7571.  The  two  examples  you  have  given  do  not  refer 
to  the  Bank  Rale.  When  I asked  you  this  question,  the 
Bank  Rate  seemed  to  'be  the  thing  that  leapt  to  your 
mind  as  'the  outstanding  measure.  Have  you  seen  any 

effect  of  that? The  effect  of  raising  of  the  Bank  Rate 

is  to  raise  interest  rates  all  along  the  line ; companies  are 
deterred  from  borrowing,  if  the  rate  gets  so  high  that 
they  think  again  about  going  on  with  thedr  capital 
investment. 

7572.  Have  you  seen  such  cas«  in  the  businesses  in 

which  you  are  invested? It  is  difficult  to  know  under 

what  hewing  a thing  like  this  would  come.  For  instance, 
wo  have  an  investment  in  a company  whidi  is  short  of 
fimds.  It  was  tpropoaing  to  raise  funds,  and  then  the 
Bank  Rate  was  raised,  and  restriction  was  imposed  upon 
further  advances.  It  decided  'to  postpone  some  develop- 
ment that  it  had  in  mind,  in  the  hop©  that  the  market  for 
Iwrowing  would  become  easier. 

7573.  You  have  seen  such  cases? Yes. 

7574.  ,Many? would  not  say  many,  although  my 

opinion  is  tt^  it  has  had  throughout  industry  quite  an 
effect ; it  would  only  impinge  upon  those  companies  who 
were  at  the  point  when  they  were  actually  needing  to 
borrow  at  ^at  moment. 

7575.  Chairman : In  the  instance  referred  to  there  was 
the  double  influence  of  the  rise  of  the  Bank  Rate  and  the 
credit  squeeze ; it  would  be  difficult  to  differentiate  as  to 
which  is  the  prime  mover  in  the  decision  not  to  go  ahead? 

Sir  Edwin  Herbert : One  has  to  test  by  looking  against 

the  background  of  wha,t  would  happen  if  controls  were 
not  there,  and  whether  one  knows  about  the  internal 
workings  of  a particular  'business  or  not  is  largely  a 
matter  of  chance.  T can  think  of  more  than  one  case 
where  the  sequence  of  cvonLs  has  been  this:  if  these 
controls  had  not  been  .there,  the  company  would  have 
.said:  “ We  arc  going  to  do  so-and-so  ; we  shall  therefore 
want  some  more  capital,  We  want  to  make  an  issue  of 
perhaps  debentures  in  twelve  months'  time,  and  we  shall 
■probably  want  to  make  an  issue  of  ordinary  capital  in  a 
furth'er  twelve  months’  time”;  or  the  other  way  lound 
as  the  case  may  be.  Then  up  goes  the  Bonk  Rate,  and 
they  say : “ It  would  not  be  economical  to  issue  those 
debentures  in  twelve  months’  time  on  these  terms,  so  we 
shall  have  to  carry  on  with  bank  finance  in  the  mean- 
time,” The  bank  would  say : “ Splendid  ; we  can  extend 
OUT  business  with  you  ” ; but  then  there  is  the  restriction 
of  bank  advance.s,  and  the  bank  manager  says : “ I am 
very  sorry,  but  I cannot  do  that  as  a result  of  pressure 
put  upon  me  by  the  Treasury.”  The  net  result  is  that 
either  more  money  is  provided  from  internal  finances,  or 
certain  capital  projects  are  abandoned  or  postponed  for 
some  time,  or  both  those  things  happen.  I am  certoin 
that  the  cases  I know  of  personally  are  fairly  typical 
cases ; .that  there  has  been  quite  a substantial  pK>stpone- 
ment  of  capital  expenditure  projects  by  reason  of  the 
conjoined  effect  .of  the  Bank  Rate  and  credit  restriction 
operating  in  the  sequence  I have  tried  to  describe. 

7576.  Sir  John  Woods:  Would  that  sequence  have 
applied  before  the  Bank  Rate  went  up  to  7 per  cent,  in 

(he  cases  you  quote? 1 think  it  always  operates  when 

there  is  a rise  in  the  Bank  Rate ; when  one  can  borrow 
money  at  x per  cent.,  aaid  then  suddenly  finds  that  one 
has  to  pay  l.jr  per  cent,  more,  one  says:  “ Let  us  put  it 
off  as  I'Ong  as  we  possibly  can.” 

7577.  Professor  Sayers:  You  mean  that,  whenever  the 

Bank  Rate  goes  up,  a good  many  people  think  that  rates 
arc  going  to  be  lower  later  on? 1 think  so. 

7578.  Mr.  Touche  said  that  the  rise  in  file  bank  rate 
raises  rates  of  interest  generally.  Is  that  your  view  of 
how  the  market  has  behaved?  You  would  say  that  the 
falling  tendency  of  gilt  edged  prices  over  the  last 
seven  years  has  been  fo  a considerable  extent  caused  by 

the  raising  of  the  Bank  Rate? Mr.  Touche:  Yes. — Sir 

Edwin  Herbert : It  ie  not  the  only  factor. 

7579.  But  to  a considerable  extent? ^Yes. 
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7580.  Professor  Cairncross:  You  did  not  menrtion  any- 
thing about  eiKhang©  control ; have  rdaxations  in  ex- 
change oonitrol  had  any  effect  on  the  investment  policy 

of  the  investment  trusts? Mir.  Touche:  We  would 

like  relaxations  of  exchange  control,  because  it  would 
be  much  easier  for  us  to  carry  on  our  business  and  to 
make  investments  in  any  part  of  the  world  we  thought 
most  favourable  for  investment. 

7581.  You  do  not  think  that  anything  that  has  hap- 
pened in  the  management  of  the  system  of  exchange 
control  has  really  had  any  effect  on  your  business  in  the 

last  five  or  six  years? The  fact  of  exchange  control 

itself  has  had  an  effect  upon  our  business;  are  you  referring 
to  something  in  particular? 

7582.  The  decision  to  support  the  transferable  sterling 

rate  in  the  spring  of  1955? ^The  transferable  stearlang 

rate  would  noit  affect  us  at  all.  We  deal  almost  entirely 
through  the  dollar  pool,  or  else  we  cannot  deal  at  all. 

7583.  The  premium  may  be  affected? Mr.  Touche : 

Yes,  the  dollar  pramdum  goes  up  and  down ; it  is  not 
ilways  easy  to  see  the  reasons  for  the  movement.  It  must 
be  to  some  extent  related  to  supply  and  demand,  but 
it  is  often  very  puzzling. — Sir  Edwin  Herbert:  I never 
understood  why  it  shot  up  to  15  per  cent,  sihortly  after 
the  Dank  Rate  was  raised.  I do  not  see  bow  you  can 
relate  it  to  the  raising  of  the  Bank  Rate.  There  must 
have  been  a sudden  cessation  of  demand  by  United  States 
ciMzens  for  British  securities,  which  must  in  turn  have 
caused  some  oon.'traoti'on  in  the  doiEar  pool;  but  how  it 
works,  I do  not  know. 

7584.  If  there  were  no  restrictions  on  the  purchase  of 
fOTeign  exchange  would  your  dirtri'butiion  of  investments 
between  American  and  other  British  and  Commonwealth 
securities  and  so  on  be  very  different  from  what  it  now  is? 

Mr.  Touche : Theffe  might  be  a little  more  movement 

out  of  the  United  Kingdom  to  the  hard  currency  areas. 
We  can  move  there  at  the  price  of  paying  the  premium  ; 
if  the  price  was  lowered  by  the  removal  of  the  premium, 
we  might  move  a few  mcffc  pounds  there,  but  I do  not 
think  it  would  bo  very  majca". 

7585.  You  regard  the  impediment  as  no  more  than  the 

premium  you  have  to  pay  for  the  security  dollars? 

As  regards  the  United  States  and  Canada,  that  is  so. 
There  is  a further  impediment  in  that  we  are  resitrictcd  to 
well  known  stocks  quoted  on  the  Stock  Exchanges  over 
there,  and  from  time  to  time  there  arise  opportunities 
for  investment  outside  that  in.  private  companies  and 
private  ventures,  from  which  we  are  at  present  excluded, 
and  in  which  we  would  like  to  participate. 

7586.  Profe.isor  Sayers:  Is  that  an  exchange  control 

restriction? Yes ; I understand  the  object  of  that  to 

be  that,  if  those  securities  have  to  be  commandeered  at  any 
time,  they  will  be  readily  marketable. 

7587.  Chairman : As  between  equities,  what  makes  you 
such  determined  switchers  from  United  Kingdom  equities 
into  United  States  and  Canadian  equities?  Is  it  not  the 

yield  factor? Sir  Edwin  Herbert:  To  some  extent. — 

Mr.  Touche : Ultimately,  everything  is  a yield  factor ; 
if  you  take  the  long  view  over  the  whole  life  of  the 
investment,  it  is  the  yield  factor  which  decides.  But  it  is 
based  upon  what  we  believe  is  a better  economic  climate 
and  a better  political  climate. 

7588.  The  insecurity  of  capital  in  file  United  Kin'gdom? 

On  the  political  side  there  is  the  insecurity  of  capital 

in  the  United  Kingdom,  com, pared  with  the  very  capitalist- 


minded  economy  on  the  other  side  of  the  Atlantic ; and 
also  on  the  economic  side  they  have  a much  bigger  invest- 
ment per  man  in  thedr  industry,  and  they  keep  on  putting 
up  this  investment ; and  thedr  mdustriai  growth  is  greater. 
Also  fiiey  are  not  as  mature  a country,  in  the  sense  of 
industrial  development,  as  we  are ; they  are  still  to  some 
extent  in  a pioneering  phase,  particularly  jn  Canada. 

7589.  Professor  Sayers:  Would  you  ratpect  the  propor- 
tion to  show  a further  rise  in  the  next  ten.  years? ^In 

value,  yes.  These  figures  are  based  on  values,  and  there- 
fore r^ect  not  only  'the  movement  ctf  funds,  but  changes 
in  value.  I would  expect  it  to  rise  rather  than  fall, 

7590.  I am  not  speaking  of  appreciation  ; I assume  that 

would  be  an  automatic  adjustment  on  the  portfolio? 

Mr.  Touche:  I would  think  that  funds  are  more  likely 
to  flow  westward  than  eastward. — Sir  Edwin  Herbert: 
Quite  a num'ber  of  the  American  securities  have  'been  very 
attractive  from  tbe  point  of  view  of  yield. 

7591.  Chairman:  Over  the  period  of  years? Yes; 

and  not  only  attractive  from  that  point  of  view.  There 
is  a whole  range  of  attractive  investments  still  available 
to  the  ^blic  in  the  States  and  Canada  which,  owing  to 
nationalisation,  is  no  longer  available  here ; for  example, 
the  whole  range  of  public  utilities,  electricity,  gas,  water, 
pipe  lines,  etc.  These  are  excellent  investment  in  them- 
selves, and  particularly  attractive  having  regard  to  double 
taxation  relief,  because  ,they  have  a high  tax  component 
in  them.  In  the  investment  'trusts  we  have  invested  very 
largely  in  that  range  of  securities.  If  we  still  had  elec- 
tricity and  that  kind  of  thing  to  invest  in  over  here,  we 
might  not  have  been  so  attracted.  It  is  part  of  the 
process  of  spreading  one’s  funds  over  as  many  industries 
as  possible ; 'when  there  are  these-opportunities  available 
with  excellent  rates  of  yield  and  good  growth  prospects, 
it  seems  foolish  not  to  take  them.  They  have  all  risen 
substantially  in  price  since  we  acquired  our  holdings,  and 
we  are  pretty  well  spread  over  the  United  ^ates  and 
Canada  in  the  public  utility  field. 

7592.  Professor  Ccdrncross:  Does  it  not  strike  you  as 
odd  .that  you  should  be  able  to  find  high-yielding  invest- 
ments in  a country  which  has  such  an  abundance  of 

capital  compared  with  this  country? It  may  present 

an  interesting  economic  problem ; but  when  the  money 
comes  in,  we  are  very  pleased  to  see  it. 

7593.  Professor  Sayers:  Is  there  a bigger  gap  between 

[he  yield  of  these  securitiets  in  the  United  States  and  Urutad 
States  Government  securities  than  one  could  find  between 
any  securities  near  that  class  here  and  British  Govern- 
ment securities? Sir  Edwin  Herbert:  There  has  been. 

Take  a stock  like  American  Telephone  and  Telegraph: 
I believe  that,  with  double  taxation  relief,  profits  tax  and 
everything  else  taken  into  account,  the  effective  yield  on 
that  stock  here  is  of  the  order  of  per  cent. — Mr. 
Touche:  It  would  be  to  a company  that  did  not  pay 
profits  .tax,  and  it  would  'be  very  nearly  that  if  the  com- 
pany was  liable  to  profits  tax. — Sir  Edwin  Herbert:  TTiat 
is  a stodc  which  has  paid  the  same  dividend  for  thirty 
years,  and  is  virtually  a gilt-edged  stock  for  all  practical 
purposes.  One  can  go  through  the  whole  range  of  public 
utilities  dn  the  United  States  and  in  Canada  and  find 
many  similar  stocks. 

Chairman : I think  that  completes  our  questions ; thank 
you  very  much,  gentlemen. — Sir  Edwin  Herbert:  May  we 
leave  with  you  some  speoknan  repoiTs  of  two  or  three 
of  the  better  known  investment  trusts,  in  case  members 
of  the  Committee  would  like  to  see  them? 


[The  witnesses  withdrew.) 
[Adjourned  until  2.15  p.m.) 


Lewis  G.  Whyte,  Esq.,  and  J.  G,  S.  Gammell,  Esq.,  M.B.E.,  Directors,  Bank  Insurance  Trust  Corporation  Ltd.,  called 
and  examined. 


7594.  Chairman:  Would  you  mind  having  in  front  of 

you  'the  memorandum*  which  you  sent  fo  us?  How  long 
have  the  Bank  Insurance  Trust  Corporation  been  in 
active  life? Mr.  Whyte:  Since  about  1933. 

7595.  Were  you  one  <rf  the  first  in  this  country? 

One  of  the  first,  but  not  actually  the  first ; in  about  the 
first  three. 

7596.  You  say  in  paragraph  2 that  there  is  no  published 
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figure,  but  that  the  total  amount  of  money  invested  in 
unit  trusts  in  Great  Britain  is  believed  to  be  about  £75 
million,  of  which  you  are  responsible  for  one-third.  iWhat 
are  the  fields  of  investment,  roughly  speaking,  of  the  other 

two-thirds? ^Nearly  all  the  others  are  general  unit 

trusts  covering  a miscellanea  of  industrial  investments. 
There  are  one  or  two  that  specialise  like  ourselves  in 
particular  types  of  sectirities,  but  by  and  large  the  majority 
are  a general  collection  of  industrial  securities. 

7597.  Would  that  be  industrial  equities? ^Yes. 

2 I 4 
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_ . country  and  tiie  United  States  of  America, 

7598.  Professor  Cairncross:  The  7^^  TC^war  Is  ^?unit  trust  here  hindered  to  some  extent  by  greater 

here  is  rather  less  than  *e  usual  estmate  for^^^^^  LiJative  restrictions? ^Yes.  I think  in  a way  the  ti^ 

years.  Has  there  been  a fall?—Th^e  figure  be^  i operate  is  unfortunate:  it  u 

war  was  wtimated  to  bej>ver  £80  million^  Jhe  Prevention  of  Fraud  Act.  This  Act  was  brought 

war  and  for  some  penod  afterwards  the  Ueasury  Qia  ^ nothing  m the  way  of 

not  allow  any  new  issues  gO  000  so  Jhere  ,^„ager^nt. 

was  ^jgr^dual  seepage ; I .think  that  was  the  reason 

, 7599.  In  1 i'dlay!  BlTto  mMUi  of  loefetolion,  is  not  tho  UpiM 

UK  only  two  y«rs  in  which  ^ ^believe  I have  not  studied  the  Acts  under  which  the  United  Statw 

increase,  and  m some  ot  me  oiner  g ps  mutual  funds  operate,  but  I do  know  they  are  allowed 

that  to  be  also  the  case.  ,„T>r(«imately  very  much  greats  freedom  in  the  way  of  their  loading  and 

7600.  Would  the  figures  you  give  ^ pr<motion  expenses. 

represent  the  value  of  the  underlying  a ^ 7616  Fro/error  Cn/rncrorr:  Is  there  any  inter-connection 

7601.  C/i<«‘rmfln:  You  oompare  the  situation,  an  'this  .b^t^veen  the  mutual  funds  and  the  insurance  companies  in 

country  with  the  "open-end”  investment  oompanies  (jie  United  States? Some  of  them  have  arrangements 

situated  in  the  United  States  of  Amenca.  Why  do  you  insurance  companies  for  temporary  assurances  to 

think  that  there  is  such  a comparaUve  paucity  ot  ^Ppoi-  unpaid  balances  of  these  amounts  sold  on  the  instal- 

tunity  for  this  type  of  mvestment  on  this  «untcy  / but  I think  the  conneotion  ends  there. 

think  fliere  are  tW)  main  ^sons:  7^17  jbe  insurance  companies  do  not  make  use  of  the 

that  in  America  .tteya»  »ld  mil*  mittaal  fiin*  for  «ie  invSlmam  of  their  funds? 

A«"of^XS^  “liould  ibe  surprised  if  they  do,  but  I do  not  know  for 

SS'aSitffii'ofto “nhSs'’?S«"thnn  to  M“rad°thom.  7618.  CMrmon ; .You  refer  in  3Jo_a_period 


of  enforced  standstill.  What  is  the  actual  reference  you 

have  in  mind? ^The  Capital  Issues  Committre  did  not 

Rive  any  sanction  for  any  new  creation  of  units  beyond 
the  ration  of  £50.000  from  the  beginning  of  the  war  until 
1953  ; that  was  the  enforced  standstill,  and  there  was  no 
way  of  getting  round  it.  That  no  longer  applies. 

7619.  Professor  Sayers-.  Did  you  protest  against  this? 

^Yes,  we  tried  many  times.  Wo  could  get  sanction  for 

conversion  or  replacement,  but  not  for  the  creation  of 
new  units. 

7620.  Chairman:  When  you  speak  of  the  creatiem  of 

760‘i.  Professor  Cairncro^.  But  the  WMlif^Tualfy  .bT^^olv«l^:"l^^^^ 

„.h,  tr,  the  oercentase? ^Thev  have  of  money? meant  that  in  thiwe  ^ys  we 


7602  Is  there  any  reason  on,  our  set-up  why  more 
viRorous  selling  should  not  be  possible;  is  it  some  statutory 

difficulty? ^There  is  one  statutory  difficulty : ffiere  is  a 

reluctance  to  allow  unit  trusts  to  charge  more  than  2 per 
cent  in  their  selling  price  to  cover  promotion  «Efn^®5; 
In  America  fiiey  can  charge  about  8 per  cent.  I txuiik  that 
in  the  case  oS  one  unit  there  was  a Mtle  relaxation 
recently,  but.  at  any  rate  the  loaihng  charge  would  not 
allow  a very  large  selling  organisatioii. 

7603.  Professor  Sayers:  Who  controls  ’this? ^The 

Board  of  Trade,  by  regulation. 


-They  have 

vx  ,iuw..wj  . ...  — - .-~nnA 

could  not  enlarge  the  unit  fund  'by  more  than  £50,000. 

7621.  That  would  mean  a selling  operation  under  -which 

you  took  in  money  for  more  unitholders? ^Yes ; we 

were  able  to  supply  people  from,  those  who  were  selhug 
back  to  us,  butt  we  could  not  expand  the  total  sum  by  more 
than  £50,000  in  any  one  year  for  any  one  unit. 

7622.  Sir  John  Woods:  Whatever  the  size  of  the  unit? 
^Yes. 

7623.  Chairman : Out  of  what  resources  does  the  m^ 
who  sells  his  unit  'back  ito  you  draw  his  money? — 
normal  practice  and  custom  the  managers  buy  that  baik 
from  him  at  a price  rather  in  excess  of  what  he  is  entifled 
to  receive  under  ilhe  Trust  Deed,  which  is  really  a bare 
minimum  pro  rata  to  the  selling  price  of  his  underlying 
securities. 

7624.  What  resources  are  used?— —The  managers’  own 
capital. 

7625.  'What  is  the  system  under  which  the  managers  put 

xj  VXX.UVXJ  vxx  ..e,.  up  ithe  reserve  capital  to  bo  used  for  these  purpose?-  • 

7610.  Chairman : You  mentdorued  the  retarding  influence  In  a sense  the  managers  are  really  corporate  jo  wers. 

of  legislation  as  the  other  reason  for  the  slowness  of  growth  They  buy  back  from  people  who  want  to  sell  to  th«n. 

over  here? 1 think  another  one  is  that  there  is  some-  If  ithiey  have  enough  bought  back,  they  can  supply  to  new 

whait  of  a roluofance  dn  this  oountay  when  dt  comes  to  pu-rchasors.  If  the  new  pu.rchas^  out-number  the  sdl^, 
people  advertising  or  pushing  any  type  of  investment,  end  they  have  to  create  now  units.  We  ^ S®t 

I think  that  is  a thing  that  can  only 'be  gradually  overcome,  oemsont  to  any  now  issue  above  £10,000,  buit  w have 

761 1.  Reluctance  at  what  end  ; in  the  investor  to  take  the  aJ^ys  bad  that  consent  so  far,  since  the  enforced  stand- 

investment? At  the  receive  end,  yes.  Perhai®.  at  is  a still  was  removed. 

legacy  from  the  old  days  of  share  pushing.  I think  this  is  7626.  Are  there  any  rules  as  to  ffie  amount  m 

Rraduallv  being  overcome,  but  a lot  remains  to  be  done  capital  that  must  be  put  into  a unit  trust? No,  but  i 

before  it  is  wholly  overconae.  think  the  Board  of  Trade  must  approve  wery  unit  sch^e, 

and  asked  for  an  increase  in  the  percentage  allowed  in  the  7627.  Professor  Cairncross : Are  there  iMge  nun^r 

urice  of  the  unit? Mr.  Whyte : I think  that  is  one  of  of  williiys  buyers  of  additional  units?  Do  the  unit  trusu 

ffie  reasons.  They  are  still  a little  bit  shy  of  doing  anything  have  to  igo  to  the  C.I.C.  frequently  for  ap^oval  of  lur^ 
♦Hfl*  TTiiffiit  he  classified  as  aeeressive  share  otishinE. — issues?— — Our  own  expedcnce  has  been  that,  we  


have  discretion  to  .raise  the  percentage?- 
discretion^  arid  recently  they  did, 

7605.  Professor  Sayers:  Have  they  been  asked  to  raise 

it? .We  know  'they  have  been  asked  by  one  trust ; we 

have  not  asked  ourselves. 

7606.  Chairman:  Would  it  make  a very  significant 

difference,  if  you  were  allowed  up  'to  8 per  cent.? ^It 

would  help  very  much.  I do  not  think  the  traffic  oould 
bear  anything  like  8 peir  cent.,  but  some  modification, 
perhaps  to  3 per  cent.,  would  undoubtedly  'help. 

7607.  Professor  Cairncross:  Surely  it  is  not  your  conten- 
tion that  the  American  average  is  8 .per  cent. ; is  not  that 

the  upper  limit? ^That  is  the  upper  limit,  but  in  some 

cases  It  ds  very  near  that,  I believe. 

7608.  Chairman:  How  do  you  sell  today? 'My  own 

corporation  sell  by  advertising,  and  we  'have  -three  outside 
represen'tatives  who  call  on  tine  professional  agents;  the 
sto^brokers,  bankers,  accountants  and  solicitors. 

7609.  Sir  John  Woods:  For  the  private  individual  you 

rely  entirely  on  advertising? Yes. 


that  mi^t  be  classified  as  aggressive  share  pushing.- 
Sir  John  Woods:  I because  I suppose  fliis  was  going 
on  when  I was  at  the  Board  of  Trade  and  I do  not  ever 
fuAnwn.'hftr  having  heard  the  subject  mentioned. 

7613.  Professor  Sayers:  You  mentiooed  legislative 
restrietkm  as  tbou^  there  was  some  difference  here 


issues? Our  own  experience  hs«  been  that  w _ 

for  usually,  £500,000  at  a time  (on  tiie  last  occasioa  it  was 
£1  million)  and  that  lasts  us  for  six  or  twelve  months ; 
so  ffiere  is  not  a great  frequency  of  application. 

7628.  Mr.  Jones : Have  you  a queue  exf  applicante  f<» 
units  at  any  time? -We  have  never  had  any  imsatisnea 
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applicants  since  the  C.IG.  conditions  were  relaxed.  During 
the  'ban  we  did  have  a queue  of  unsatisfied  applicaruts. 

7629.  Was  it  'material? It  was  difficult  to  measure 

them,  because  all  we  could  do  was  just  to  say  no.  We 
qU'Ot^  a bid  price,  but  none  w^ere  on  offer. 

7630.  Professor  Cairncross:  At  the  moment  you  axe  not 

limited  by  the  operations  of  the  C.I.C.? since 

1953  we  hawe  always  got  consents,  and  we  have  no  fear 
that  they  will  not  be  forthcoming  in  the  fuituxe. 

7631.  Does  this  inhibit  you  from  a promoti'On  caunpaign, 

or  is  it  the  2 per  oeat.  you  referred  to  earlier? ^The  fear 

of  not  geting  consenit  from  the  C.I.C.  does  not  inhibit  us 
at  all  in  our  promotion  campaign. 

7632.  Chairman : In  your  own  concern,  which  is 
obviously  one  of  ithe  very  big  elements  in  the  whole  move- 
m«it,  you  are  concerned  with  the  equity  shares  of  banks, 
insurance  companies  and  investment  trust  companies.  That 
seems  like  spreading  the  unitholders’  risk  over  the  people 
who  themselves  spread  the  risk,  in  effect  doing  it 

twice  over? ^The  omgki  of  oonfinimig  it  to  banks  and 

insurance  companies  was  that,  when  these  units  were 
formed,  these  share  prices,  particularly  in  the  case  of 
insurance  companies,  were  very  high,  and  a lot  of  people 
shied  off.  That  applied  to  a Emited  extent  to  banks. 
Because  of  capital  changes  that  argument  does  not  ai^ly 
very  much  now.  As  regards  investment  trusts  there  is  a 
duplication  of  spread,  'but  one  of  the  igreat  difficulties  of 
investment  trust  stocks  is  that  the  market  is  pretty 
restricted’ ; we  really  convert  that  restricted  market  imto  an 
eixtremely  free  one. 

7633.  By  your  undertaking  always  to  purchase  the  unit 
Yes.  We  advertise  and  undertake  to  maintain 

a market  both  ways  in  10,000  units, 

7634.  What  can  you  tell  us  about  the  habits  of  the  unit 
holders,  with  your  25  years’  experience?  You  claim  that 
one  of  the  advantages  is  that  these  are  long-term  invest- 
menits.  figures  can  you  give  whdcih  would  demionstrsute 

^jjat? 1 do  not  think  there  are  any  specific  figures  I 

can  give,  but  it  has  been  our  experience  that  in  times  of 
crisis,  when  prices  have  been  knocked  downwards,  if 
anything  the  unit  holder  has  oome  in  and  bought.  He 
has  not  been  at  all  prone  to  panic.  And,  equally,  when 
there  is  a boom  on  and  prices  are  going  up,  that  is  the 
time  that  normally  we  get  more  sales  back. 

7635.  That  suggests  he  is  a rather  sophisticated  investor? 

He  is,  curiously  enough,  We  have  the  greatest 

admiration  for  him. 

7636.  Where  does  he  come  from? ^The  average 

holding  is  about  £600.  He  is  ithe  smaller  investor  (though 
we  have  a few  bigger  ones) ; he  is  the  professional  man, 
the  artisan,  the  man  who  is  perhaps  frightened  of  dealing 
directly  with  the  Stock  Exchange  because  he  feels  that 
he  does  not  quite  'understand  it.  It  is  rather  difficult  to 
generalise,  but  it  has  certainly  not  yet  reached  the  weekly 
wage  earner  except  in  a very  minor  way. 

7637.  If  you  get  these  movements  in  favour  of  selling 
and  buying,  he  must  be  a man  who  follows  the  movements 

of  the  Stock  Exchange  very  closely? ^He  can.  see  the 

price  quoted  every  day,  but  we  have  no  idea  to  what 
extent  he  watches  it  every  day.  All  one  can  say  is  that 
basically  he  does  seem  to  be  rather  a long-term  investor. 

7638.  Professor  Cairncross:  What  is  your  turnover? 

In  our  last  financial  year  we  sold_  approximately 

3 million  units  and  we  bought  back  l-J  million.  For  the 
current  year  our  turnover  is  a little  bit  more.  It  is  some- 
thing like  sales  of  3 to  4 million  a year  and  perhaps 
rather  less  than  that  bought  back. 

7639.  Chairman : What  is  your  average  number  of  units 

outstanding  in  the  year ; how  many  millions?-; ^lust 

over  £25  million  in  money,  which  in  terms  of  units  must 
be  about  30  million. 

7640.  And  in  the  course  of  a year  how  much  comes  in 

for  you  to  re-purchase? 1-J  million  units ; about  4 

per  cent,  of  the  total. 

7641.  Professor  Sayers:  Are  those  sales  back  bunched 

at  all  over  the  year? ^No,  I do  not  think  they  are. 

There  are  a few  professionals  who  watch  the  price  rather 
carefully,  but  I think  the  main  reason  for  sales  back  is 
that  estates  of  deceased  persons,  or  people  who  require 
the  money,  look  to  these  units  first  when  security  prices 
on  the  market  are  depressed.  I would  say  that  selling 
for  reasons  of  price  is  a miiior  facstor. 


7642.  I was  thinking  not  so  much  of  reasons  of  price ; 

is  it  a matter  of  fright  occasionally? ^There  is  a small 

amount,  naturally,  but  it  has  never  been  a significa,nt 
factor. 

7643.  Chairman:  Do  you  by  your  rules  limit  the  per- 
missible amount  of  ■units  that  any  one  person  can  hold? 
^No,  Sir. 

7644.  Is  there  any  scheme  that  is  related  to  regular 
contributions  adding  to  the  number  of  units  over  a period? 

^We  have  no  organised  scheme,  but  if  anyone  wants 

to  pay  £5  a month  we  accept  it  willingly.  We  are  discussing 
at  the  moment  whether  we  cannot  make  this  more 
organised. 

7645.  Do  you  find  it  a feature  that  you  have  regular 

increments? ^Yes;  we  are  noticing  more  and  more 

people  are  putting  in  £10  or  £20  every  few  months,  and 
3’uite  a lot  of  them  sign  forms  for  the  automatic  re- 
investment of  the  dividends. 

7646.  Mr.  Jones:  Systematic  saving? ^Yes. 

7647.  Professor  Cairncross:  Do  you  have  arrangements 

with  any  firm  to  undertake  collection  of  savings? 

There  is  no  firm  that  organises  the  collection  of  instal- 
ments. We  have  an  arrangement  with  the  Scottish  banks, 
but  that  is  rather  different. 

7648.  I understood  this  was  done  by  some  other  trust? 

One  trust  has  recently  arranged  with  the  banks  here 

to  receive  savings  and  pass  them  on  to  the  managers,  but 
I do  not  know  of  any  trust  that  has  employed  any  outside 
firm  to  collect  the  savings. 

7649.  Sir  Reginald  Verdon  Smith : Did  you  mean, 
Professor  Cairncross,  that  employers  of  large  numbers  of 
work-people  might  perhaps  provide  a service  for  their 
employees? — Professor  Cairncross:  I was  thinking  of  the 
arrangement  •betW'eein  Munioipail  and  Geneipal  Securities 

Ltd.  and  the  United  Steel  Company. ■!  'have  studi^ 

that,  but  I do  not  know  what  success  that  has  had, 

7650.  They  refer  to  that  as  a thrift  plan.  Does  your 

trust  run  anything  of  that  general  description? Not 

yet,  but  we  have  in  mind  that  we  should  do  something. 

7651.  Mr.  Jones:  Your  figures  are  In  relation  to  the 
Bank  Insurance  Trust  Corporation,  which  is  responsible 

for  assets  of  £25  million? ^Yes,  I am  speaking  only 

for  that. 

7652.  You  Cold  us  that  you  boughit  back  from  holders 
nwllion  units,  and  that  you  hiii  investment  in  new 

units  of  3 million ; that  would  he  a growth  of  million 
units  per  year.  Is  that  about  the  basis  of  your  extension 
and  development  today?  Would  that  represent  the  develop- 
ment that  is  taking  place  in  the  funds  of  the  Bank  Insurance 

Trust  Corporation? Yes.  It  is  probably  the  first  year 

since  before  the  war  that  there  W'as  any  substantial  progress 
made  by  any  one  group,  and  we  hope  this  is  really  just 
a very  small  beginning  of  what  can  he  done. 

7653.  Chairman:  When  'you  say  you  have  in  mind 

possible  thrift  schemes,  could  you  tell  us  in  a little  more 
ooincrete  way  what  you  have  in  mind?  A favourable  con- 
cession to  those  who  have  paid  regular  Bns.talments? 

What  we  have  in  mind  is  to  devise  some  scheme,  probably 
by  bankers’  orders,  whereby  payments  are  to  be  made  in 
multiples  of  one  figure  at  regular  intervals.  We  are  dealing 
in  our  group  with  pretty  sound  investments,  and  for  that 
reason  have  a very  low  management  charge.  We  feel 
that,  if  we  made  ithe  instalment  facdldti'es  too  complicated, 
it  would  increase  our  expenses  so  much  that  we  would  have 
to  pass  it  on  to  the  unitholdar,  which  would  not  be 
desirable.  So  we  should  have  such  a scheme  in  a very 
simple  straightforward  way. 

7654.  What  figures  would  you  put  forward  which  justify 
the  'view  'that  you  were  a natural  resort  of  the  small 

investor? One  reason  is  that  he  gets  a very  wide 

spread : he  is  not  running  any  particular  risk  in  any  one 
industry.  Another  is  that  he  has  his  money  managed  by 
expert  mhimgers.  We  oouM  deroonaCtiate  that  'with  our 
fflcperience  over  the  last  ten  or  twelve  years,  where  there 
has  (been,  particularly  in  the  units  with  a large  element 
of  investment  trusts,  a very  remarkable  growth. 

7655.  Those  are  the  arguments  why  the  small  investor 
diould  go  to  the  unit  trust.  Have  you  any  figures  to  show 
that  he  does?  Have  you  figures  which  show  what  the 

average  unit-holding  in  your  organisation  is? Yes ; it 

is  £600. 
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7656.  Professor  Cairncross : What  has  been  the  capital 
appreciation  in  the  underlying  asse^  over  the  last  ten 

years? It  varies  for  each  unit.  The_  most  successful 

have  been  investment  trust  units,  on  which  over  the  last 
ted  or  eleven  years  the  income  lias  almost  trebled,  ana 
the  capital  gone  up  about  2i  times.  The  average  in  another 
one  which  has  a large  element  of  investment  trusts  is  very 
nearly  the  same. 

1657.  Chairman-.  And  the  difference  between  _ going 
direct  to  the  investment  trust  and  being  a holder  is  that 

vou  give  him  marketability? Complete  marketability, 

and  he  is  never  in  a position  of  not  being  able  'to  come  to 
us  at  any  time  of  the  day  and  sell  back  to  us. 

7658.  Sir  Reginald  Verdon  Smith:  You  say  the  average 
holding  is  £600.  Have  you  any  evidence  of  who  those 

holdMs  are,  or  what  .their  income  grouips  rraght  be? we 

have  them  analysed  to  quite  an  extent  according  to  pro- 
fession. I am  afraid  I have  not  got  .the  figures  with  me, 
but  they  do  consist  of  a large  collection  of  differenit  profes- 
sions and  occupations.  I vrould  say  that  .the  mam  con- 
centration is  in  the  £500  to  £1,500  income  bracket;  not 
below  iffiat  so  much. 

7659.  Chairman:  Have  you  ever  done  any  profession^ 

sampling  of  your  holders? ^Not  yet;  we  contemplated 

doing  it,  and  got  part  way,  and  then  did  not  go  any 
further  with  it. 


7660.  Professor  Cairncross:  What  is  the  normal  way  of 
introduction  of  unitholders?  Do  they  generally  come  to 
you  through  the  banks,  or  is  there  any  particular  group 

of  agencies  who  predominate? ^The  banks  provide  a 

lot  of  our  customers  ; stockbrokers  also  a lot ; accountants 
and  solicitors  provide  rather  less.  There  is  recureent 
advertising,  and  then  every  now  and  then  we  have  a bulk 
offer  of  units  which  is  supponted  by  fiaiiiliy  extensive  adver- 
tising ; that  we  find  brings  in  a lot  of  new  unitholders. 

7661.  Is  one  of  the  prlnoLpal  attractions  of  the  scheme 

that  that  brings  in  .the  banks  as  interested  parties ; not 
that  ’liiey  neccssar'ily  advepiuse,  but  'they  may  be  able  to  give 
favourable  terms  for  their  intervention  or  assistance? 


Yes. 


7662.  You  refer  in  paragraph  16  to  the  Trustee  Saving.s 
Banks.  When  you  make  use  of  the  Trustee  Savings  Banks 

is  this  only  for  particular  types  of  units? ^Thc  Trustee 

Savings  Banks  are  agents  who  produce  a very  Jirmtod 
amount  of  business ; it  is  almost,  you  might  say,  casual 
part  time  employment. 

7663.  Mr.  Woodcock  ; What  do  you  pay  them? 

Exactly  the  same  rate  of  commission  as  any  other  agent ; 
that  is,  two-thirds  of  the  Stock  Exchange  commission.  It 
varies  with  different  sizes  of  units. 


7664.  You  say  in  paragraph  17  "The  managers  are 
required  to  conform  to  the  regulations  of  the  Board  of 
Trade  but  although  they  are  numerous  and  circumscribed 
they  have  not  felt  them  to  be  serious  deterrents  to  the 
expansion  of  the  movement."  This  seems  to  contradict 
what  you  said  earlier;  I thought  you  were  making  a 

complaint  about  the  regulations? 'There  are  .two  facets 

of  this.  There  are  the  actual  regulations,  which  we  have 
found  can  be  coped  with  and  do  not  really  hinder  us ; 
but  as  regards  the  general  atmosphere,  it  is  .the  title  of  the 
Act.  and  the  mere  fact  that  tibe  Goveimiment  had  to  bring 
in  this  Act  at  that  time  that  has  been  a restraining  influence, 


7665.  Chairman : Do  you  have  to  bning  in  a reference 
to  the  Prevention  of  Fraud  (Investments)  Act  of  1939  in 
your  literature?  Otherwise  I do  not  quite  see  how  it  is 

brought  to  the  mind  of  the  potential  investor? 1 am 

not  quite  certain  whether  we  are  bound  to  do  that.  I think 
it  is  more  the  fact  that  before  the  war  the  whole  unit  trust 
movement  got  a thoroughly  bad  name.  It  has  taken  a long 
time  to  live  that  down.  We  had  a feeling  four  or  flve  yeacs 
ago  that  it  was  really  being  lived  down  and  we  were  in  the 
early  stages  of  convalescence. 

7666.  It  is  the  bad  name  that  .the  movement  had  in  the 

late  thirties  rather  than  the  fact  or  the  title  of  this  law 
that  is  a hindrance  to  your  development? 1 think  that 


7667.  To  whom  would  you  look  for  help  in  the  further- 
ance of  your  work?  You  have  banks  and  Trusts 
Savings  Banks  ^ready.  There  are  the  authorities;  who 

eise?  Would  you  look  to  the  Stock  Exchange? ^The 

Stock  Exchange  help  quite  a bit,  but  there  is  still  a sur- 


prising amount  of  jealousy;  they  think  we  are  taking 
business  from  them.  In  fact  we  really  help  them,  because 
we  buy  the  underlying  securities ; but  there  is  that  atmo- 
.sphere  of  comipetildon.  What  wouM  help  more  than  amy- 
Ihing  else  is  an  expression  of  opinion  by  the  Government 
that  this  .was  considered  a very  satisfactory  means  of 
saving,  along  with  the  package  of  Government  savings 
for  the  sm^l  saver. 


7668.  Professor  Sayers:  Do  you  want  the  Governor  of 

the  Bank  of  England  to  give  an  after  dinner  speech  for 
you? ^It  would  help. 

7669.  Chairman : You  would  like  some  mark  of  fiscal 

recognition  of  your  movement? ^That  would  help,  not 

only  for  whatever  fiscal  tbenofits  there  would  'be  but  for  the 
implLcation  behind  them. 

7670.  Mr.  Woodcock:  In  paragraph  19  you  say:  “If 

administrative  facilities  could  be  arranged  whereby  dis- 
tributions amounting  to  not  more  than,  say.  £15  gross 
(comparable  to  the  concession  in  respect  of  P.O.  Savings 
Bank  interest)  could  be  paid  before  deduction  of  tax,  the 
.small  investor  would  be  encouraged."  When  you  say 
before  deduction  of  tax  do  you  mean  that  tax  would  not 
be  charged? It  would  be  liable  but  not  charged. 

7671.  The  depositor  in  the  Post  Office  Savings  Bank  is 
limited  as  to  what  he  can  put  in;  £500  a year,  with  a 
total  of  £3,000.  Would  you  accept  the  same  limitations 
if  you  had  the  concession?  Would  you  be  prepared  to 

limit  it  to  the  small  saver  as  defined  in  those  terms? 

I think  the  larger  saver  would  not  bother  to  claim  this 
benefit  if  granted.  It  would  on.ly  be  the  small  person 
who,  if  he  cooties  in  n'ow,  gets  taxed  at  the  full  rate  aoid 
would  prohably  not  get  it  back  because  he  does  not  know 
how  to  daim  it. 

7672.  Professor  Sayers:  Ho  would  get  no  financial 

advantage? Not  in  the  end,  except  in  so  far  as  he  does 

not  at  present  claim  it  or  know  how  to  claim  it. 

7673.  The  Post  Office  Savings  Bank  limits  its  interest 
(o  2i  per  cent,  a year,  Would  you  accept  that  limitation? 

A limit  of  2i  per  cent,  would  be  quite  contrary  to  the 

icrm.s  of  the  trust  deed  under  which  we  operate, 

7674.  Mr.  Woodcock:  I do  not  see  why  you  are 

claiming  the  equivalent  concession  unless  you  are  pre- 
pared to  accept  the  equivalent  limitations? ^The  motive 

behind  this  is  looking  to  the  future.  We  hope  that  ye 
shall  reach  the  wage  earner  on  the  factory  floor  as  they 
have  done  in  America.  If  he  is  putting  £50  or  £100  in, 
he  is  really  going  to  be  deterred  by  the  income  tax. 

7675.  Professor  Sayers:  Is  not  the  analogy  wrong? 
Should  not  the  analogy  be  not  with  the  Savings  Bank 
depositor  but  with  small  holders  of  public  bonds  on  the 
ordinary  Bank  of  England  or  Post  Office  register,  where, 
if  the  half-yearly  interest  is  under  £5,  the  tax  is  not 

deducted  at  source? ^1  agree;  that  would  be  a much 

better  analogy. 

7676.  Chairman : Then  the  Revenue  authorities  are  left 

to  chase  the  receiver  of  the  small  amount  of  interest 
instead  of  him  chasing  them? ^Yes. 

7677.  Professor  Cairncross:  You  make  no  analysis  of 
the  proportion  of  distributions  which  would  be  under 

£15  gross? No  ; if  I could  guess,  it  would  be  something 

like  one  quarter  of  the  total. 

7678.  Mr.  Woodcock : You  say : “ Many  small  investors 
have  difficulty,  through  lack  of  knowledge,  in  reclaiming 
the  amount  of  tax  to  which  they  are  entitled  and  they  ^e 
deterred  from  investing  for  this  reason.”  That  is  not 
my  experience ; mostly  small  people  know  much  more 
than  big  people  about  these  things.  Is  this  just  an 

opinion  or  is  it  your  experience? It  is  very  largely  an 

opinion,  because  normally  we  are  not  in  direct  touen 
with  the  would-be  investor ; he  goes  through  the  rewg- 
nised  channels.  Perhaps  in  a few  months’  time  we  shall 
have  better  experience,  as  a result  of  the  over-the-counter 
scheme  in  Scotland. 

7679.  Chairman:  Would  it  not  be  worth  your  wbUe 

to  attach  a small  tax  advisory  branch  to  these  organisa- 
tions?  Yes,  it  might  well  hwp. 


7680.  Professor  Sayers:  You  say  in  paragraph  21  that 
you  think  that  the  unit  trust  movament  is_  capable  of  play- 
ing a very  much  larger  part  in  swelling  the  total 
personal  savings.  In  what  ways  are  you  thmlung  th^it 
can  play  a very  much  larger  part? Mr.  Whyte:  The 
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justification  for  that  is  the  incipient  growth  at  present,  and 
the  feeling  that  if  we  could  get  this  moveanent  known  over 
a very  much  wider  field  there  would  be  a very  big  growth 
in  the  amount  of  money  invested  in  Unit  Trusts — Mr. 
Gammell'.  The  start  of  this  over-the-oountCT  scheme  in 
Scotland  has  uncovered  the  fact  that  there  is  a latent 
demand  of  savings  seeking  investment  of  this  ty.pe.  We 
do  not  pretend  that  what  we  have  done  so  far  has  solved 
the  problem,  but  we  do  feel  that  there  is  real  evidence 
that  the  demand  is  there,  if  we  can  find  the  right  way 
of  meeting  it. 

7681.  Sir  John  Woods'.  I am  not  sure  what  you  mean 
by  “ helping  indirectly  to  provide  capital.”  Do  you  imply 
by  that  that,  if  you  «pand,  you  can  lap  an  additional 
source  of  savings  which  is  really  seeking  employment,  or 
would  you  simply  be  taking  money  away  from  another 

form  of  such  investment? Mr.  Whyte:  We  think  we 

can  encourage  saving ; we  think  that,  if  we  can  make  a 
man  who  does  not  know  whether  to  save  or  spend  see 
that  he  would  have  a profitable  investment,  we  can 
induce  him  to  save. 


7682.  What  woul  happen  to  the  additional  savings? 

Th^  would  supply  money  f<H-  the  underlying  assets  and 
thus,  at  one  or  two  removes,  for  commerce  and  industry. 


7683.  Professor  Cairncross:  You  do  not  think  you 

might  be  diverting  the  money  from  gilt-edged? Mr. 

Whyte : Quite  a fait  would  be ; but  we  do  think  that,  in 
addition  to  that,  if  we  can  get  a man  to  believe  fiiat  he 
really  has  got  a good  form  of  investment  which  will  give 
him  a good  and  safe  return  for  his  money,  we  could 
influence  him  to  save  a bit  more  than  he  is  doing  at 
present. — Mr.  Gammell : In  Scotland  there  are  large  quan- 
tities of  money  still  wrapped  up  under  the  mattress ; it 
is  still  the  experience  of  every  Scottish  bank  that  every 
week  a large  number  of  notes  are  returned  which  have 
been  'burnt  accidentally  in  the  home,  and  that  sort  of 
thing.  That  is'  the  type  of  savings  we  feel  could  be 
mobilised  by  a scheme  of  this  kind ; instead  of  being 
sterile  in  the  teapot  it  would  be  helping  the  economy. 

7684.  Professor  Sayers'.  It  is  not  an  increase  in  total 
savings  you  are  thlnkikig  of  buit  repladng  part  of  the 
national  debt  on  wQiioh  the  Government  has  to  pay  no 
inilerest  at  all  by  ollDer  forms  of  secunity  ; is  that  right? 

Not  enitnreiLy.  I thfok  that,  once  they  had  starts 

getting  the  habit,  we  could  foster  the  whole  saving  habit. 
Certainly  wo  have  found  with  ithis  over-the-counter 
business  that  we  have  had  a very  remarkable  numiber  of 
repeats ; a man  has  come  in  and  bought  his  oragnnal 
£10  comes  back  the  fdlowing  month.  We  have  tapped  a 
completely  new  range  of  people  that  we  were  not  tapping 
at  all  before. 

7685.  Mr.  Woodcock : New  to  you ; but  they  may  not 

be  new  savers? We  cannot  tell  where  they  found  the 

money. 


7686.  Professor  Cairncross : You  are  hopeful  of  spread- 
ing thrift  in  Scotland? ^Yes. 

7687.  Chairman:  How  do  you  handle  the  imderMng 

investments?  Are  you  free  to  change  at  will? Mr. 

Whyte:  Yes,  within  the  limitations  of  the  trust  deed. 
Although  theoretically  we  require  the  oonrent  of  the  trustee, 
as  long  as  the  trustee  is  satisfied  with  the  general  manner 
in  whidh.  tliey  are  managed  we  are  really  free  to  change 
them  at  will. 

7688.  Do  you  subscribe  for  new  issues  at  a-li?— — 
Usually  where  there  is  a new  issue  of  a stock  already 
held  in  our  portfolio  we  try  to  take  it  up  if  we  can. 

7689.  Professor  Sayers:  Do  the  unit  trusts  do  under- 
writing?  ^The  unit  trust  as  such  does  not  do  any 

underwriting.  The  managers  do  so  din  a small  way,  but  it 
is  a very  small  part  of  their  business. 

7690.  Professor  Cairncross:  How  do  you  rate  the  danger 
that  the  unitholders  might  seek  to  liquidate  their  holdings 
at  some  moment  of  time  and  oblige  the  managers  to 
utdulge  equally  in  liquidation  in  the  Stock  Exeb^ge? 

Is  it  a real  danger  or  not? Mr.  Whyte:  In-  th* 

years  of  our  experience  it  has  never  been  an  ^barrass- 
ment.  We  have  never  had  so  many  units  sold  back  to 
us  that  we  have  had  to  force  out  own  holdings  of  stocks 
on  the  market,  lit  has  been  one  of  tihe  surpnses,  because 
I believe  that  one  of  the  great  fears  when  unit  trusts  were 
formed  was  that  thwe  would  be  excessive  hquidatioos 
of  units,  it  has  not  happened  yet,  and  we  doubt  very 


much  if  it  will. — Mr.  Gammell:  I was  in  New  York  last 
autumn  when  they  had  a fairly  substantial  break  on  Wall 
Street ; I think  prices  feOi  more  than  they  had  done  for 
25  years.  I made  particular  inquiries  about  this  point, 
and  I understand  fiiat  the  Massachusetts  Investment  Trust, 
which  is  the  biggest  in  the  United  States  and  has,  I think, 
funds  of  $1,000  million,  was  a continuous  buyer  through- 
out the  break.  It  was  buying  before  and  during  the  break 
and  afterwards  ; it  had  nO'  experience  ■whatever  of  its  fund 
unwinding.  I talked  to  some  managers  of  funds  in 
America,  and  their  experience  is  that  thedr  funds  grow 
more  or  less  oonitdnuiously ; during  periods  of  great  public 
hesitation  and  alarm  they  find  the  thing  flattens  out,  but 
they  have  never,  within  the  last  25  years,  had  experience 
of  imwindiog  funds, 

7691.  Chairman:  As  more  units  are  sold  and  therefore 
the  potential  liability  to  buy  them  out  in  a bad  time 
increases,  do  the  reserves  available  to  the  managers  rise? 

Mr.  'Whyte:  They  have  been  rising  more  or  less  in 

conformity  with  the  increased  amount  of  units  outstanding. 
In  relation  to  the  present  amount  we  are  satisfied  that  our 
resources  are  more  than  ample.  In  the  last  year  only 
half  of  them  have  been  employed  at  any  one  time  in 
looking  after  stock  bought  back  by  us. 

7692.  WhCTe  does  the  additional  rise  in  reserve  come 

from?  Is  it  from  money  put  in  by  the  management? 

No,  it  is  an  accumulation  of  past  profits. 

7693.  Sir  John  Woods:  Do  unit  trusts  have  any  sort  of 
convention  as  to  the  ratio  between  managers’  capital  and 

the  value  of  the  underlying  assets? 1 do  not  think  so. 

I think  the  Board  of  Trade  may  have  their  own  idea  as 
to  what  is  acceptable  and  what  is  not : we  do  not  know. 

7694.  There  as  no  one  idea  which  is  commonly  held 

among  unit  trusts  themselves? Mr.  Gammell:  No. 

7695.  Chairman-.  Do  the  American  trusts  claim  some 
tax  position  which  is  more  favourable  to  the  unit  trust, 
as  against  some  other  forms  of  investment,  which  is  not 

available  in  this  country? No,  Sir ; the  difference  is 

the  stamp  duty  difference.  They  operate  on  a very  much 
wider  margin  as  far  as  their  expenses  go,  but  thedr 
published  quoted  prices  of  buying  and  selling  do  not 
look  very  different  from  the  oorresponding  prices  in  this 
country.  The  possible  spread  between  the  buying  and  the 
selling  prices  per  unit  in  this  country  os  about  20s.  to 
21s.  or  21s,  3d.  That  is  a vea7  wide  spread,  and  a very 
large  part  of  the  addition  is  made  up  of  stamp  duty.  The 
Americans  can  operate  on  an  equivalent  spread,  but 
instead  of  part  of  it  being  stamp  duty  they  use  the  extra 
for  promotion,  expenses.  Their  tax  system  is,  of  course, 
different  from  ours  in  rthat  they  do  not  have  this  deduction 
of  tax  at  source,  as  yon  know ; so  they  do  not  have  the 
comidicationi  ctf  reclamation  for  the  small  investor  which 
we  have  here.  That  is  a distinotiem,  which  makes  it  more 
favourable. 

7696.  Professor  Cairncross:  If  you  make  a comparison 
with  endowment  assurance,  in  this  country  there  is  a tax 
concession  on  that  which  you  do  not  enjoy.  Is  ttiat  also 

the  position  in  the  United  Stat«7 ^The  United  States 

have  no  comiparable  concession  on  endowment  assur- 
ances. In  the  Un'irted  States  and  in  Canada  whole  life 
assurance  forms  the  vast  bulk  of  the  policies  written, 
whereas  in  this  country  endowment  assurance  probably 
forms  the  bulk  of  it.  But,  as  with  the  life  assurance 
movement,  so  with  ithe  unit  trust  movement;  both  are 
sold  from  door  to  door  in  the  United  States  and  in 
Canada  by  individual  salesmen  to  the  individual  customer 
or  edienit,  whereas  in  this  counitry  the  majority  of  Britiish 
assurers,  other  than  life,  operate  throu^  agents,  and  the 
unit  trusts  also  operate  throu^  agents.  There  is  a dif- 
ference in  technique  there,  which  is  not  due  so  much  to 
differences  an  law  as  to  diffenetices  in  habits  between-  the 
oountries. 

7697.  Is  the  2 par  cent,  stamp  duty  levied  on  sales?  I 
am  speaking  now  not  of  transactions  in  the  underlying 

assets  but  of  your  transactions  with  unit  holders. Mr. 

Whyte : They  do  not  pay  -twace ; it  is  paid  on  the  pur- 
chase of  the  underi^-ng  securities,  and  when  we  quote  a 
price  for  the  unit,  it  includes  all  expenses,  including  the 
2 per  cent,  stamp  duty. 

7698.  Professor  Sayers:  If  a fund  is  never  in  the 
position  of  having  to  unwind  at  all,  why  does  the  stamp 

duty  have  to  be  passed  on  to  the  unit-holder? Mr. 

Gammell : Stamp  duty  is  payable  when  units  are  bought 
back. 
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7699.  But  I thought  you  said  fliat  the  stamp  duty  is  only 
navable  •on  the  underlying  securiti^  and  not  on  ;tr^s- 

Scdons  in  units? Mr.  Whyte-.  The 

which  the  unit  is  sold  is  calculated  on  the  b^is 
ofEered  price  of  all  the  underlying  secuKtate,  whe^r  they 
have  recently  been  bought  oi  not,  plus  the  stamp  duty, 
Dlus  the  normal  Stock  Exchpge  commisstOT  and  plus 
the  agent's  oommission ; so  with  every  purchase  the  pnr- 
diaser  is  iDdirecdy  paying  stamp  duty. 

7700  Yes  but  the  quesLioo-  is  of  direct  paying.  Yw 
said  as  I understood  it,  .that  the  stamp  duty  has  to  be 
naid  to  the  Government  when  there  aire  transacU.cme  in 
die  underlying  securities  .but  not  when  there  are  traM- 
actions  in  units.  Did  I understand  you  correcfly  on 

that? Mr.  Gammell:  No;  2 per  cent,  starnp  duty  is 

Dayable  to  the  Government  if  wo  buy  back  a unit  from  an 
^iug  unit-hioader.  'Where  the  ore^ion  of  new  unute  is 
conc^ed,  the  new  unit-holder  only  pays  stamp  duty 
once;  'ho  effectively  pays  to  the  managers  the  cmt  ot 
the  underlying  security,  plus  stamp  duty,  Md  as  far  ^ 
he  is  concerned  thait  is  the  end  of  it.  If  uniits  are  bougto 
back,  2 per  cent,  stamp  duty  is  payable.  If  a unit  is  resold 


to  another  holder  within  two  months,  the  second  trans- 
action goes  on  a ten  ahillling  stamp;  if  the  resale  takes 
place  after  two  months  another  2 per  cent,  stamp  duty  is 
payable.  So.  if  the  managers  keep  a book  and  do  not 
liquidate  within  a period  of  two  months,  then  stamp  duty 
is  payable  again.  If  a unit-holder  sold  units  to  another 
unit-holder  stamp  duty  would  be  payable. 

7701.  Chdrmatv.  Then  in  paragraph  22  we  come  to 
points  which,  you  say,  “ would  help  materially  to  enable 
the  unit  trust  movement  to  fulfil  its  proper  role  in  the 
financial  system.”  They  really  boil  down  to  helping  the 
unit  trust  movement.  Some  lead  to  ease  of  access  as 
between  the  intending  unit  trust  bolder  and  the  unit  trust : 
then  theno  is  cheapness  of  acquisition;  and  the  third 
point  is  the  possible  inducement  by  tax  concessions, 
absolute  or  such  as  would  relieve  the  interest  of  deduction 

of  tax  at  source? Mr.  Whyte : Yes  ; and  perhaps  also 

direct  encouragement  to  the  Trustee  Savings  Banks  either 
to  form  itheir  ovra  unit  trusts  or  to  adopt  an  attitude  of 
official  approval  to  unit  trusts. 

Chairman  \ I think  that  completes  our  questions,  Thank 
you  very  much,  gentlemen ; we  are  much  obliged  to  you, 


{A^ourned  until  Friday,  25th  April,  1958,  at  II. 00  a.m.) 
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Professor  A.  K.  Catrncross,  C.M.G. 
Professor  R.  S.  Sayers,  F.B.A. 
George  Woodcock,  Esq.,  C.B.E. 


Sir  John  Woods,  G.C.B.,  M.V.O.  (Questions  7702  to 
7865  only) 

Mr.  R.  T.  Armstrong,  Secretary 
Mr.  G.  Penricb,  Statistical  Adviser 


L A.  Ellwood,  Esq.,  Via^Chairmm,  G.  H.  Ross  Goobby,  Esq.,  I.P.,  and  F.  W.  Bacon,  Esq.,  representing  The  Associati™ 
of  Superannuation  and  Pension  Funds,  called  and  exammed. 


7702.  Chairman:  Would  you  take  the  memorandum* 
which  you  "were  good  enough  to  send  us,  so  that  we  can 

ask  you  a few  questions? Mr.  Ellwood:  First  of  all 

may  I apologise  for  the  absence  of  our  Chairman,  Mr. 
Henry  Lesser,  who  had  hoped  to  be  ^ here,  but_  has  un- 
foiituniateliy  bad  a recrudescence  of  an  influesiza-like  germ, 
and  lis  in  'bed  with  a fever  this  morning.  I propose  ta 
d^  with  the  introduction  in  general  .terms,  and  wh«i 
it  gets  into  figures  to  ask  my  colleagues,  who  are  actuaries, 
to  explain  a little  more  the  details.  We  have  said  that  we 
have  not  sent  a 'quesitioTmaire  to  our  mamibers,  and  I should 
perhaps  first  explain  why  we  took  that  view.  When  one 
is  asking  for  voluntary  replies  to  requests  for  informa- 
tion one  Im  to  convince  people  of  the  purpose  of  one’s 
questions,  their  relevance  and  so  on.  We  felt  that  a 
questionnaire  which  we  bad  sent  out  in  1954,  and  which 
was  analy®^  and  put  into  the  leaflet  of  statistics,  dated 
1st  June,  1956,  which  you  have,  gave  the  information  at 
that  date;  but  if  as  a result  of  .the  oral  evidence  this 
morning  it  appears  that  there  are  questions  we  could  ask 
of  our  members  to  elicit  more  definite  facts,  we  should 
be  only  too  pleased  to  put  that  in  hand. 

7703.  You  can  take  it  that  we  have  all  read  your 
memorandum  carefully  and  discussed  it  among  ourselves, 
so  I do  not  think  there  will  be  many  questions.  In  para- 
graph 4 of  your  memorandum  you  say  that  your  Associa- 
tion represents  some  1,150  schemes.  Each  one  would 
have  its  own  trust  deed  governing  it,  I take  it.  Is  fliere 
any  model  form  of  trust  deed  to  which  they  are  expected 

to  oo^oni),  apart  from  revenue  purpo^? No.  We 

analyse  the  various  kinds  of  schemes  in  paragraph  17 ; 
there  is  such  a variety  that  there  could  be  no  one  model 
form.  We  have  been  asked  to  prepare  one,  but  the 
laiv^ers  will  rmderstand  the  nervousness  of  any  lawyer 
to  put  forward  a m^el  form  which  may  not  meet  par- 
ticular requirements  which  ought  to  be  more  closely 
analysed  at  the  start. 

7704.  The  powers  of  investment  would  depend  in  each 
case  entirely  upon  the  plan  formed  by  those  who  founded 

the  trust? Yes,  and  one  hopes  there  were  powers  to 

alter  the  trust  de^,  so  that  those  investment  dauses  may 
be  revised  every  ten  years,  whiiih  is  the  experience  of  the 
funds. 

7705.  That  is  the  experience  of  the  older  ones  being  from 
dme  to  time  brought  up  to  date,  and  extended  investment 

powers  taken? Some  of  the  very  earliest  ones  did  not 

give  power  to  alter  at  all,  and  -there  they  might  need  to  go 
to  the  Court. 

7706.  Did  the  earlier  ones  tend  to  tie  the  trustees  down 

to  the  ordinary  definition  of  a trustee  security? ^That 

was  current  thought  at  the  beginning  of  the  century,  until 
the  thir.ties,  I sh^d  say. 

7707.  And  one  would  'b^in  to  mark  a tendency  to 

extend  the  i-ange  for  peimitt^  inv-estmeut  from  that  time 
on? ^Thatdsso. 

7708.  Professor  Cairncross:  Would  many  schemes  still 
require  investment  in  gilt  edged  and  other  trustee  securities? 

* Memoranda  of  Evidence  Part  VI  No.  18. 


iMany  of  the  small  schemes  have  that  still,  and  are 

hesitating,  waiting  for  a lead  as  to  how  they  shall  ait« 
them. 

7709.  Sir  John  Woods : Have  there  been  many  applica- 
tions to  the  Count? do  not  think  so. 

7710.  Chairman:  Any  new  scheme  formed  now  would 

be  unhkely  to  restrict  investment  to  trustee  secunLbies? 

Most  unlikely. 

7711.  What  kind  of  range  would  you  wtpect  an  up-to- 

date  trust  deed  to  permit? Mr.  Ellwood:  The  fashion 

now  ds  to  make  it  a.s  wide  as  possible  and  .then  put  a few 
limitations  by  way  of  direotion  to  eliminate  foreign 
and  very  risk-involving  investments. — Mr.  Ross  Goobey : 

It  is  the  praotioe  nowadays  not  to  put  limitations  in  the 
trust  deed  but  leave  it  to  the  good  sense  of  the  commoCtee 
operating  the  trust  deed  to  make  their  own  limdtaitions 
from  time  to  time. 

7712.  They  are  given  really  the  full  power  of  an  ordinary 

investor? That  is  the  general  tendency  t-oday,  and  the 

policy  we  adv-ocate  as  an  Association. 

7713.  Professor  Sayers:  Do  m-ost  trustees  n-ow  have 

freedom  to  go  into  unquoted  securities? ^Yes. 

7714.  And  do  they  oommoniy  do  so? Mr.  Ross 

Goobey : Sometimes,  but  not  to  any  great  extent. — Mr. 
Ellwood:  I would  say  it  depends  on  the  sire  of  the  fund 
and  the  ability  to  obtain  advice  on  that  sort  of  thing. 
Smaller  funds  will  keep  out  of  them. 

7715.  Where  do  they  go  for  advice? Mr.  Ellwood: 

Again  it  depends  on  size.  Some  have  whole  time  invest- 
ment managers  and  actuaries  like  Mr.  Ross  Goobey.  The 
smaller  funds  rely  on  their  actuaries  to  find  suitable  advice. 
One  tries  to  take  it  beyond  the  stodcbroker  or  bank  as 
soon  as  one  is  large  enough  to  get  a check-up  of  market 
opinions,  the  requirements  ctf  the  funds  being  long  term 
and  the  advice  normally  available  being  short  term. — Mr. 
Bacon : Some  firms  employ  one  of  the  merchant  banks 
to  advise  them. 

7716.  Chairman:  There  is  quite  a close  tie-up  between 
a number  of  those  houses  and  particular  penaiom  funds? 
— Professor  Sayers:  Presumably  it  would  be  through 
those  houses  ^at  the  funds  would  obtain  unquoted  stocks? 

Mr.  Bacon : I would  say  unquoted  were  the  exception 

rather  than  the  rule  if  one  means  securities  of  comMmes 
as  distiaot  from  mortgages. — Mr.  Ross  Goobey:  These 
private  companies  come  from  a variety  of  sources;  1 
would  not  say  necessarily  only  from  merchant  banks.  But 
I do  not  tMiik  ilt  is  a sognificaiLt  amount  yet. 

7717.  Chairman:  Would  the  lack  of  marketability  be  a 

detenrenit? Mr.  Ross  Goobey : Not  at  all,  bemuse  we 

take  tie  view  that  we  are  in, vesting,  we  hope,  for  all  time, 
and  are  only  -interested  in  the  income.  The  likelihood  of 
sale  does  not  cross  our  minds  at  the  time  of  investment. — 
Mr.  Bacon:  Mark^bility  is  a growing  need  of  closed 
ftmds. 
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7718.  Professor  Cairncross:  You  are  speaking  of  an 

industrial  company? ^Yes. 

7719.  Has  there  .been  a tendency  to  switch  to  mortgages 

or  advances  on  house  purchase? Mr.  Ross  Goobey: 

There  has  been  a slight  increase  in  the  amount.  Not  many 
companies,  I think,  use  their  pension  funds  _as  a means 
of  providing  loans  for  the  employees.  That  is,  I gather, 
the  point  behind  yotir  question.  We  do  not.  I think  Mr. 
Ellwood  has  experience  the  other  way.— Mr.  Ellwood : In 
times  of  low  interest  they  were  useful.  Again  one  must 
go  outside  the  Tnastee  Act,  which  regards  seven  years  as 
the  limit  of  a term,  to  take  a term  of  20  to  25  years ; 
but  even  that  is  a short  term,  and  one  may  not  be  able 
to  fix  long  term,  so  one  may  have  one’s  money  coming  in 
at  inconvenient  times.  They  were  regarded  as  useful,  but 
the  growing  opinion  is  that  you  must  look  to  the  long- 
term nature  of  funds  for  imvestiments,  and  that  may  make 
mortgages  less  attractive.  'My  own  fund,  for  example, 
found  it  useful  for  a time  for  house  purchases,  especially 
to  staff,  but  we  stopped  that  on  growing  interest  rates 
because  it  was  better  for  us  to  go  long  term,  longer  even 
than,  twenty  years. 

7720.  You  regard  long  term  as  over  twenty  years  from 

this  point  of  view? Mr.  Ellwood : Perhaps  forty  years ; 

but  the  laotuaries  must  speak  to  that. — Mr.  Ross  Goobey  \ 
Yes,  forty  years.  In  fact  the  general  tendency  in  the 
pension  funds  is  to  be  as  undated  as  possible. 

7721.  Sir  John  Woods:  With  all  the  risks? Mr.  Ross 

Goobey:  In  gilt  edged,  yes.— Mr.  Bacon:  Other  things 
being  equal,  and  on,  the  assumption  interest  rates  are  likely 
to  fall. 

7722.  Professor  Coirneros’j : The  figures  in  paragraph  4 
together  'Wifii  the  ones  in  paragraph  6 suggest  that  you 

covo'  two-thirds  of  private  pension  funds? Mr. 

Ellwood:  In  amount,  not  number,  There  are  a lot  of 
smaill  firms  which  just  exist  on  'their  own,  with  no  need 
of  a central  association. 

7723.  Are  the  total  assets  of  the  funds  increasing  fairly 

rapidly? Mr.  Bacon : Yes ; one  would  expect  the  figure 

to  increase  as  the  size  of  the  fund.s  grow.s.  I should 
imagine  it  would  be  many  years  before  most  of  them 
would  reach  a stationary  position. 

7724.  Chairman:  What  are  the  sources  of  that  £100 

million  annual  increase? Mr.  Ross  Goobey : Em- 

ployees’ and  employers’  contributions,  and  Interest  on 
existing  investments.  Most  funds  are  in  the  state  where 
the  contributions  of  the  employees  and  of  the  omiployers 
are  themselves  quite  sufficient  to  meet  all  outgoing,  and 
the  whole  of  the  interest  income  falls  to  be  imm^iately 
reinvested. 

7725.  Professor  Cairncross:  Have  you  made  any  esti- 
mate of  what  the  eventual  size  of  the  funds  will  be? 

My  own  fund  anticipates  being  about  50  per  cent,  greater 
than  it  is  ait  the  present  time. 

7726.  Professor  Sayers:  You  mention  the  number  of 
members  covered  by  the  scheme  as  about  two  million. 

Is  this  number  increasing? Mr.  Ross  Goobey:  I think 

so.— Mr,  Ellwood:  The  sources  of  entries  are  new  funds 
being  formed  by  employers  and  by  the  growth  of  em- 
ployers’ concerns.  They  are  still  on  the  increase. 

7727.  Chairman:  You  find  a constant  accrotion  of  new 

funds  every  year? ^Yes. 

7728.  Mr.  Woodcock : Has  this  speeded  u.p  at  all  lately? 

1 do  not  think  we  have  any  means  of  knowing  the 

rate.  It  seems  to  be  steadily  going  on.  Perhaps  just  at 
the  moment  it  is  the  reverse  because  people  arc  saying : 
“ We  will  leave  over  for  a year  the  formation  of  a scheme, 
until  we  know  what  sort  of  changes  are  coming  on  a 
national  basis  ”. 

7729.  Do  you  think  the  shortage  of  labour  since  the 
war  has  encouraged  employers  to  try  to  hold  their  labour 

more  by  pension  schemes  than  before? ^Therc  has 

been  a notable  increase  since  the  war,  year  by  year. 

7730.  Sir  John  Woods:  Are  members  in  industrial 
schemes  mainly  salaried  staff,  or  are  there  many  weekly 

paid  staff  in  these  schemes? ^Both,  buit  generally  in 

separate  funds. 


7731.  Professor  Cairncross:  The  figures  in  your  pam- 
phlet show  that,  out  of  282  new  funds  since  1945,  171 
are  for  office  staff  only,  19  for  works  staff  only,  and  92 
for  both.  Do  you  know  whether  there  is  any  marked 
tendency  for  the  third  or  second  of  these  groups  to  in- 
crease in  relation  to  the  first?  Arc  the  newer  schemes 

beginning  to  apply  more  to  works  staff? Mr,  Ellwood: 

1 should  say  they  are,  subject  to  the  temporary  hesitation 
I referred  to  just  now. — Mr.  Bacon:  A firm  will  quite 
often  start  off  with  an  office  staff  scheme  and  extend  it 
to  cover  the  works  at  a later  stage. 

7732.  Sir  John  Woods:  When  they  get  to  that  situation, 
is  it  true  that  most  of  the  schemes  are  compulsory,  that 

it  is  a condition  of  employment  to  join  the  scheme? 

Mr.  Ellwood : On  the  staff  side  they  can  be  compulsory. 
On  the  works  side,  because  of  the  Shops  Act,  1902,  it 
varies ; we  are  not  sure  whether  a fund  of  this  kind 
is  to  be  regarded  as  within  that  Act.  Many  take  the 
view  that  it  is,  and  make  factory  schemes  optional  and 
not  compulsory. 

7733.  Mr.  Woodcock : How  do  you  cla.ssify  the  miners’ 
scheme?  Is  that  a classified  sdicme  by  your  standards? 

Mr.  Ross  Goobey:  They  have  both  staff  and  works 

schemes. — Mr.  Bacon : The  same  would  apply  to  other 
nationalised  industries. 

7734.  I thought  the  miners’  scheme  was  rather  unique, 

in  its  range  at  any  rale? Mr.  Ro.ss  Goobey:  No,  I do 

not  think  so,  but  it  gets  a lot  more  publicity. 

7735.  Chairman:  In  paragraph  6 you  say:  “The  esti- 
mated value  of  the  assets  of  all  the  pension  schemes  in 
the  United  Kingdom,  excluding  tho.se  arranged  with  Life 
Offices,  is  about  £1,700  million,  and  these  a.ssets  are 
bciiev^  to  be  incre>asing  at  the  rate  of  about  £150  million 

annually  ’’. Mr.  Bacon : Thc.se  figures  have  been  super- 

•seded  by  the  figures  quoted  in  the  House  of  Commons  on 
31.st  March  last.  A comparable  figure  to  the  £1,700 
million  'i.s  probably  about  £1,625  million,  which  is  the 
figure  for  internally  .administered  schemes  and  nationalised 
industries. 

7736.  What  would  bo  the  source  of  the  figures  quoted 

in  the  House,  to  which  you  are  referring? A.s  far  as 

I know,  a survey  undentaken  by  the  Government  Actuary’s 
Department. 

7737.  Professor  Cairncross:  The  figure  here  of  £1,700 

million  is  your  own  independent  estimate? ^That  _ Is 

sim,ply  a build-up  from  the  figurc.s  given  in  the  Phillips 
Committee’s  Report. 

7738.  Sir  John  Woods:  Can  you  give  a revised  figure 

for  the  rate  of  increase? That  is  more  difficult,  because 

that  figure  wa.s  not  among  the  figures  quoted  in  the  House. 
They  gave  the  contributions  and  the  pension  payments, 
and  the  difference  .between  those  two  was  £124  million; 
we  have  to  add  on  to  that  the  interest  income,  which 
might  be  between  £50  million  and  £60  million,  and  knock 
off  the  other  outgoings  such  as  returned  contribution^ 
lump  sum  benefits  and  so  on  ; so  I should  think  the  £150 
million  is  not  very  wide  of  the  mark.  It  might  be  a little 
more  than  that. 

7739.  Profe.ssor  Cairncro.vs:  Do  the  figures  in  paragraph 

6 relate  to  1954? Mr.  Ra.'is  Goobey:  No  ; they  were 

brought  up  to  date  on  the  basis  of  the  1954  figures. 

7740.  You  give  no  indication  in  paragraph  6 as  to 
tlie  way  in  which  ffiese  assets  are  invested.  Have  you 
any  data  on  that  subject  showing  the  distribution  between 

gilt-edged  and  other  investments? Mr.  Ellwood:  Some 

information  was  compiled  by  Professor  Morgan  of  Swan- 
sea, who  addressed  his  own  questionnaire  to  members  ot 
our  Association  and  received  replies  from  a little  more 
than  half  of  ffiem.  So  there  is  available  the  resmt  oi 
that  somewhat  limited  enquiry.  I can  put  in  copies  of 
that  if  'that  would  assist. 

7741.  I think  it  would  be  very  useful  if  we  did  ^ye 

that.  Has  tbi«  been  published? It  was  publishw  m 

our  O'wn  periodical  Superannuation  for  July,  1957.  1 
have  some  copies  available ; may  I draw  your  attention 
to  the  table? 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


MINUTES  OF  EVIDENCE 


501 


25  April,  1558]  Mr.  L.  A.  Ellwood,  Mr.  G.  H.  Ross  Goobey,  J.P.,  and  Mr.  F.  W.  Bacon.  {Continued. 


PENSION  FUNDS  ASSETS  AND  THEIR  DISTRIBUTION 


Brit.  Govt.  ..."I 
Other  Govts.  . . . > 
Brit,  local  auths.J 

Commercial  and 
Industrial 

Banks  and 
Insurance 

Nationalised 

iNDtraXHIES 

Miscellaneous 

Total 

1953 

1955 

1953 

1955 

1953 

1955 

1953 

1955 

1953 

1955 

£m. 

129-3 

% 

51-3 

fm. 

135-8 

% 
41 '6 

£m. 

13-8 

% 

54-1 

£m. 

15-0 

% 

47-3 

£m. 

69-0 

% 

67-8 

£m. 

98-9 

% 

59'8 

£m. 

11-4 

% 

62-9 

£m. 

13'2 

% 

58'4 

£m. 

223-5 

£m. 

262-9 

Debentures 

29 '4 

11-7 

41'5 

12'7 

3-9 

15-3 

5-6 

17-7' 

M 

6-1 

1-7 

7-5' 

Preference 

23-1 

9-2 

260 

8'0 

1-5 

5-9 

1-8 

5-7 

26-7 

26-2 

51-6 

31-2 

0'9 

50 

1'5 

6-6 

138'7 

233-7 

Ordinary 

48-7 

19-3 

97'0 

29-7 

2-4 

9-4 

4'6 

14-5. 

1-0 

5-5 

2-4 

I0'6. 

Mortgage  and 
Real  Property 

14-9 

5-9 

18-1 

5-5 

2-5 

9-8 

2-9 

9-1 

1-8 

1-8 

6-0 

3'6 

2-7 

14-9 

3-0 

13-3 

21 '9 

30-0 

Other  investments 
and  Cash  ... 

6’7 

2'7 

8-3 

2-5 

1-4 

5-5 

1-8 

5-7 

4-3 

4-2 

8'9 

5-4 

1-0 

5-5 

0-8 

3-5 

13-4 

19-S 

Totals 

251-9 

326-7 

25-7 

31-7 

101-8 

165-4 

17-8 

22-4 

397-5 

546-4 

(Reproduced  from  “ The  Assets  of  Superanmiation  FUnds  and  their  Distribution  ”,  by  Professor  E.  Victor  Morgan;  Superannuation, 
July,  1957.) 


7742.  Chairman:  Would  you  describe  the  members 

of  your  Association  who  oontributed  to  ithas  as  providing 
a representative  section? 1 think  it  is  fairly  represen- 

tative, so  that  one  can  use  it  as  a “ Gallup  poll  ”,  if  I 
might  use  that  convenient  expression. 

7743.  Professor  Cairncross:  Would  it  be  fair  to  con- 
clude from  ithe  figures  collected  by  ProfessM  Morgan 
that  the  distribution  of  your  assets  is  not  very  Afferent 

from  that  of  the  insurance  companies? Mr.  Bacon: 

I should  think  that  the  insurance  companies  on  the  whole 
had  a smaller  proportion  in  equities. — Mr.  Ross  Goobey : 
The  difference  in  the  taxation  position  of  pension  funds, 
the  fact  that  their  income  is  free  of  tax,  tends  to  make 
equities  more  attractive  to  pension  funds. — Mr.  Bacon: 
The  Life  Office  figures  are  affected,  of  course,  by  the 
fact  that  during  -the  war  £h^  put  adl  .their  money  into 
Government  securities.  The  distribution  they  lactually  have 
is  not  necessarily  the  distnirbution  they  wwild  like.  That 
is  why  their  p^oeotage  in  equities  may  'be  lower  tban 
they  would  like  to  have. 

7744.  Are  not  their  figures  in  terms  of  nomined  values 
and  yours  in  terms  of  market  values?  That,  I would 
think,  rather  alters  the  apparent  balance  of  assets  in  the 

gortfolio.  If  the  necessary  corrections  were  made,  yotir 
guies  might  come  more  close  to  those  of  the  insurance 

offices? Mr.  Ross  Goobey : Yes,  but  I think  on  balance 

the  pension  funds  have  a larger  proportion  in  equities. 

7745.  If  this  Committee  were  'to  conduct  some  further 
survey  on  this  as  a committee,  would  you  be  sympathetic? 

Would  you  feel  this  was  something  worth  doing? Mr. 

Ellwood:  We  should  certainly  assist  yCiU,  through  the 
memba-ship,  to  get  information.  The  only  reservation 
our  members  wO'Uld  want  >10  make  would  be  that  aggre- 
gates should  'be  used  and  not  figures  for  individu^  funds. 
— Professor  Cairncross:  We  could  certainly  give  that 
under  taking. 

7746.  Chairman:  Do  you  think  there  has  been  any 

marked  change  in  distribution  since  1955? Mr.  Ross 

Goobey : I should  say  there  has  been  a steady  tendency 
for  the  proportion  in  equities  to  increase. 

7747.  It  showed  a wry  sharp  increase  between  1953 

and  1955? ^I  should  imagine  'that  rate  of  increase  has 

at  least  been  maintained. 

7748.  Professor  Cairncross:  It  would  not  'be  your  view 
however  that  there  had  been  any  disinvestment  in  Govern- 
ment securities,  but  rather  an  increased  flow  of  funds  to 

equities? 1 think  there  would  be  outstanding  cases  of 

sales  of  Government  securities. 

7749.  Professor  Sayers:  Big  cases? ^Ves. 

7750.  Chairman:  Would  any  conditions  you  can 

enwsage  alter  that  movement?  What  about  rates  of 
interest,  bearing  in  mind  that  one  of  your  points  is  that 
the  primary  oonsideTation  for  a pension  fund  in  deter- 
miniTig  its  investment  policy  is  the  overall  rate  of  interest? 
1 ^ not  itbi.TiW  any  improvementt  could  be  made 


that  would  alter  that.  I think  there  is  a growing  aware- 
ness on  the  part  of  investors  for  pension  funds  of  the 
historical  advantages  of  equities.  We  all  know  the  future 
is  vailed  in  mystery ; tiiat  is  no  doubt  the  only  thing 
which  prevents  more  advan.tage  being  takien  lof  the  higher 
yields  and  other  advantages  'Obtainable  on  equities. 

7751.  Professor  Sayers:  If  you  stress  the  yield  factor 
so,  it  would  seem  to  follow  that,  if  the  yields  on  Govern- 
ment securities  rise  relatively  to  other  yields,  the  funds 
will  tend  to  buy  more  Government  stocks  rather  than 

less? ^Relatively ; but  dt  is  a question  of  actual  yields. 

They  have  not  yet  achieved  the  state,  which  I have  often 
said  might  be  attained,  when  the  rate  of  yield  obtainable 
on  equities  is  very  much  lower  'than  British  Government 
securities. 

7752.  I was  not  suggesting  that  the  yield  on  Govern- 

meiilt  securities  might  become  higher  than  that  on 
equities,  but  that  lie  relation  between  the  two  changed 
in  favour  of  tiie  Government  securities.  What  if  ffiat 
happened? It  does  happen  from  time  to  time  now. 

7753.  It  does;  but  if  that  was  a clear  tendency  over  a 
oonridepable  period,  would  the  funds  be  attracted  back 

into  the  gilt-Mged  market? 1 suppose  they  might  be. 

But  the  yield  of  an  ordinary  share  has  quite  a different 
meaning  from  the  yield  of  a Brititit  Government  security. 
That  is  really  the  basic  question : whalt  is  the  yield  of  an 
ordinary  share?  History  has  ^own  that  it  turns  out  to  be 
quite  different  from  whait  it  was  when  it  started  out, 
because  of  the  increase  in  dividends  which  is  possible  and 
has  ib^  experienced  ki  ordinary  shares,  and  is  not 
possible  in  British  Government  securities. 

7754.  Yes,  but  you  do  in  fact  take  a view  on  these 

thin^  when  you  buy  then? ^It  is  just  looking  at  the 

fiadts  of  the  past  two  hundred  years. 

7755.  And  looking  to  the  next  two  hundred? ^The 

facts  of  the  past  are  so  obvious  to  read.  There  is  an 
appreciatiion  cA  those  facts,  and  willingness  to  take  suffi- 
cient iii^. 

7756.  Professor  Ccarncross:  Is  it  trust  in  equities  or 

distrust  of  gilt-edged? There  is  no  distrust  of  gilt- 

edged,  because  after  aM  a pension  fund  is  only  interested 
in  income.  Nobody  has  questioned  the  income  of  gilt- 
edged.  It  is  the  greater  trust  in  equities,  or  appreciation 
of  the  possible  advantages,  and  a greater  willingness  of 
trustees  to  take  an  overalU  ri^. 

7757.  Chairman:  You  make  the  point  in  paragraph  16 
that  constant  adjustment  upwiards  of  salary  scales  throws 
out  the  adtuarial  calculation  on  which  your  investments 
have  been  based ; the  equity  seems  to  be  the  natural  hope 

of  dealing  wittt  that  maladjustment? Mr.  Ross 

Goobey : 'fiiere  are  two  schools  erf  .thought  on  this  subject. 
One  looks  upon  ^uitaes  as  tiie  means  of  overcoming  in- 
flationary tendencies,  and  the  other  considers  that  a trustee 
wa^es  to  get  the  best  possible  result  with  bis  investments, 
and  chooses  equities  for  that  reason,  not  because  he  is 
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forced  to  try  to  use  ithem  to  keep  up  'with  inflation. 
Anotiher  way  of  dealing  with  inflatiion  is  by  the  actuary 
making  an  allowance  for  inflation  in  his  calcula^ons. 
Mr.  Bacon  may  say  this  is  a very  difficult  thing,  but  it  can 
be  done  that  way. — Mr.  Ellwood  \ There  is  a changing 
phdloso^y  on.  Iheso  things,  and  there  are  lEmtors 
putting  the  brake  on  the  change  towards  inveslnng  100  i«r 
cent,  in  equities:  one  is  the  la-wyer  sajydng  that  equihes 
by  &edr  very  nature  must  have  a risk  in  them,  and  the 
burden  on  the  trustees  in  selecting  them  is  a heavy  one ; 
and  the  other  is  the  accountant  who  says : “ You  must 
show  .the  position  periodically  to  your  members,  and  when 
you  get  a great  depreoLation  during  a year  or  two  of  your 
equities,  showing  what  may  be  £2,000,000  lost,  that  is 
uncomfortable."  Mr.  Ross  Goobey_  wilil  say  that  it  does 
not  matter  because  it  is  ironed  out  in  the  end ; but  there 
are  ifcose  two  voices  of  caution,  and  they  may  be  the 
more  heard  in  the  smaller  fitims. 

7758.  Under  these  trust  deeds  you  probably  provide  f<w 
quinquenDiol  revaluations.  From,  time  to  time  in  recent 
years  you  must  have  found  deficiencies  emeirged.  Do  they 
normally  provide  for  the  company  makiing  additional 

oonltribuMon?' Mr.  Bacon:  That  is  very  much  the 

current  practice ; the  employer  in  effect  guarantees  the 
fund  and  undertakes  to  pay  in  what  is  required  over  and 
above  whiaJt  the  employees  pay.  There  are  some  older 
funds  where  ifcere  is  a fixed  contribution  from  the  em- 
ploye, and  if  there  is  a deficiency  the  decision  has  to  bo 
taken  bow  it  is  to  be  dealt  with,  wherther  the  benefits  are 
to  be  'reduced  or  contribution  by  ^her  side  increased. 
The  cuirrenit  pnacltdce,  I would  say,  is  genetrally  that  the 
eniFdoyer  undenakes  to  make  the  deficiency  good,  and 
that  k one  of  reasons  why  (there  has  been  an  increasang 
tendency  to  inveslt  in  equities.  It  is  true  lihiat  the  actuary 
may  be  able  to  make  more  alkwance  for  increasing  in- 
flation ; neveiithelessi  ttie  employer  has  to  pay  for  the 
additional  cost,  and  if  he  can.  reduce  that  cost  by  investing 
in  some  security  that  is  going  to  apprecdate,  that  is 
obviously  an  advantage  to  him. 

7759.  Professor  Sayers:  Is  it  your  pecuMor  taxation 
position  that  makes  the  equity  so  very  attractive  to  you? 

That  is  one  of  the  oontributing  factors.  Hitherto  the 

yields  on  equities  in  general  have  'been  higher  than  gilt- 
edged  securities,  and  that  additional  income  is  fr^  of 
tax  and  accumulartes  free  of  tax.  That  makes_  quite  a 
pfmqiHfffiaHlft  difference,  but  it  is  not  the  only  point. 


present  time  one  has  to  give  up  a yield  of  something  like 
a half  per  cent,  to  go  into  a dated  stock.  One  has  to  make 
up  one’s  mind  -whertiher  that  is  woirth  while  on  a twenty 
year  stock.  Similar  circumstances  often  apply. 

7764.  Professor  Sayers:  Before  1914  the  prices  of  the  un- 
tiatcd  G'ovemment  securities  were  fairly  stable.  In  the  last 
fifteen  years  they  have  lost  a 'great  deal  of  their  value, 
and  gone  down  and  down.  If  the  future  pattern  of  things 
was  that  these  gilt-edged  prices  at  the  long  end  suffered 
not  a continuous  depreciation  hut  big  swings  Ujp  and 

down,  would  that  bother  you  at  all? Mr.  Bacon : Not 

from  an  actuarial  point  of  view,  as  far  as  the  market  value 
of  securities  is  concerned ; because  in  a 'Rowing  fund 
you  do  not  have  to  realise.  There  are  occasional  difficul- 
ties from  the  accounting  ipoint  of  view.  If  you  want  to 
make  an  exchange,  for  example,  you  might  have  to  realise 
a book  loss.  That  'is  a different  question.— Mr.  Ross 
Goobey : There  is  a reluctance  on  the  rart  of  many  trustees 
to  take  a bo^  loss.  As  far  as  petiodical  valuations  go,  I 
think  those  funds  which  arc  .more  greatly  in  British  Gov- 
ernment securitiies  arc  more  embarrassed  today  even  than 
those  who  invested  'a  great  deal  in  equities.  Those  that 
started  their  equi,ly  campaign  in  1955  must  obviously  be 
ombarras-sed. 

7765.  Sir  John  Woods:  Embarrassed  in  what  sense? 

BhKWing  a loss  on  their  balance  sheet? Yes,  in  that 

the  quinquennial  valuation  happens  to  take  place  now 
when  prices  are  down.  The  question  arises  what  happens 
•vthen  valmliion  shows  a defloioncy.  In  the  past,  when 
the  majority  of  the  fund  was  in  gilt-edged  securities,  the 
tiatuairiy  quite  rij^lly  took  the  view  that  this  was  only  a 
ivaluatean  in  point  of  time,  that  there  'was  no  question  of 
winding  the  fund  up,  and  that  the  seouriilies  would_  oome 
back  to  iheir  value  in  due  course  ; generally  speaking  no 
aoooiunt  was  taken  of  that  temporary  dopreedation.  Now, 
with  the  increasing  number  of  equities  included  in  the 
portfolio,  a fund  may  come  to  a position  where  a defi- 
ciency occurs  and  they  cannot  make  the  same  obvious 
statement,  although  there  is  no  doubt  that  there  are  fluc- 
tuations, and  it  just  depends  which  day  of  the  week  the 
valuation  is  made  whait  answer  one  gels.  Accountanls  ore 
coming  more  and  more  to  the  opinion  that  these  valuations 
in  point  of  time,  so  far  os  our  investmcn.ts  are  concerned, 
need  not  worry  the  tru-stecs  quite  so  much.  It  is  more  a 
question  of  'making  sure  that  one’s  actuarial  foriwasts  are 
kept  more  up  to  date, 

7766.  Chairman : Under  this  scheme  the  _ company 


7760.  For  the  pri'vate  perston  the  difference  is  absoiliiilely  making  go^  any  deficiency  shown  by  ^e  quinquenniti 

ivial  if  you  take  a long  view? Mr.  Ros.s  Goobey  : valuation  does  not  get  it  back  when  the  fund  has  a good 

. ..  ....  _£c._*  -£ '*-"1  2 pr”  ra---  mUof  ie  nrtint  —.Mr. 
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trivial,  „ . 

Yes,  but  the  accumulating  effect  of  an  extra  2 per  cent, 
per  annum  is  quite  significant. — Mr.  Ellwood : We  should 
just  mention  here  the  point_  in  paragraph  19,  that  there 
are  many  companies  whose  investments  are  not  attractive 
to  a fund  ib^use  the  rate  of  income  tax  when  allowing 
for  double  taxation  relief  is  a low  one. — Mr.  Bacon:  In 
very  round  figures  a difference  of  1 per  cent,  in  the  rate 
of  interest  may  make  a difference  of  20  per  cent,  in  the 
cost, 

7761.  Professor  Cairncross:  Are  there  many  funds  which 
have  gone  over  to  the  100  per  cent,  equity  proportion? 

Mr.  Ross  Goobey:  I do  not  think  there  is  any  fund 

which  has  achieved  100  per  cent,  in  equities.  There  is  at 
least  one  fund  which  has  that  as  its  ultimate  goal. 

7762.  Do  you  think  there  is  an  increasing  tendency  for 
the  private  pension  funds  to  aim  for  something  like  that? 

Mr.  Ross  Goobey : No,  I think  it  will  be  a long  while 

before  we  get  to  that  stage,  but  there  is  a movement 
towards  a much  higher  percentage. — Mr.  Ellwood:  One 
might  .put  it  this  way : advisers  of  funds  ten  years  ago 
would  have  regarded  50  per  cent,  in  equities  as  an  unrea- 
sonably high  average,  but  now  they  would  regard  it  as 
one  they  want  to  attain  as  quickly  as  they  can. 

77'63.  Sir  John  'Woods:  The  broad  picture  is  that  you 
are  'interested  in  income ; .partly  'because  of  fears  about 
inflation,  there  has  been  a oonsiderable  switch  from  gilt- 
edged  into  equities,  and  it  looks  as  though  .that  is  con- 
tinuing; but  k you  are  in  a fixed  interest  secunty  you 
are  not  worried  about  gilt-edged  depreciation  from  time  to 
time?  You  would  in  fact  be  .jn  the  very  long  end 

of  gilt-edged? Mr.  Ross  Goobey:  Yes,  Generally. 

if  we  are  going  to  be  in  gilt-edged  we  would  normally  be 
in  the  united  or  very  long  term. — Mr.  Bacon:  That  is 
subject  again,  of  course,  to  the  actual  yield.  At  the 


year? Mr.  Ross  Goobey:  That  is  the  point.— Mr. 

Bacon : .Only  in  the  sense  that  the  contributions  may  be 
reduced  at  a later  stage  if  a surplus  emerges. 

7767.  The  oom.pany  do  not  get  much  out  of  that? 

No. 

7768.  Professor  Sayers:  Coming  back  to  the  Iwk  loss 
that  has  to  be  taken  when  you  switch  from  gi'lt-edged, 

I thought  you  said  earlier  that  in  general  you  reckoned, 

once  having  made  an  investment,  to  hold  it? Mr- 

Ross  Goobey:  We  were  speaking  then  about  unquoted 
securities. 

7769.  I .thought  your  statement  was  more  general? — - 
It  is  general ; that  is,  provided  that  circumstances  do  not 
change.  But  I think  that  you  are  leading  up  to  toe  fact 
that  we  may  have  a British  Government  security  ana 
circumstances  may  have  arisen  when  that  stock  gets  out 
of  line  with  another  stock,  and  it  may  be  advisable  to 
go  to  the  more  attractive  st'Oek  at  that  moment. 

7770.  More  attractive  from  the  point  of  view  of  yield ; 

on  the  long  view  you  have  gained? ^Yes. 

7771.  Do  you  do  a lot  of  this  switching? ^Tbere  is 

a certain  amount  done.  If  your  question  is  addressea 
to  my  fund,  we  have  no  gilt-edged. 

7772.  When  such  a switch  takes  place,  ne^  the  bock 

loss  be  an  embarrasemeut? Mr.  Ross  « 

need  not  be,  but  one  of  the  traditions  trustees  hare  is  mat 
they  do  not  like  showing  a loss.— Mr.  Bacon:  Fr^  tne 
long  term  point  of  view  obviously  one  only  mak«  ne 
exchange  if  it  is  going  to  improve  the  ^ 

fund;  but  the  accountants  usually  take  the  to«, 

when  a stock  is  sold  at  a bock  loss,  .the  l«s  to  be 
written  off;  therefore  there  is  an  app^ent  reductira  m 
the  size  of  the  fund,  and  if  .there  is  no  mvestmen*  reserve 
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to  balance  it,  that  has  to  be  shown  in  the  accounts  at  the 
end  of  the  year.  That  is  a psychological  obstacle,  because 
Ae  trustees  have  to  show  a loss  to  members. 

7773.  I am  trying  to  find  out  how  attractive  long  term 
gilt-edged  may  be  ,to  you  in  the  future,  and  to  see  how 
far  your  point  of  looking  simply  at  the  yield  will  carry 
you.  If  you  have  the  opportundty  to  buy  gilt-edged 
“Eternities”  with  a yield  of  6 to  7 per  cent.,  the  fact 
that  during  the  lifetime  of  the  fund  those  securities  may 
go  up  and  down  a good  deal  does  not  seem  on  the 
face  of  it  to  be  a matter  of  grave  concern  to  you? — 
Professor  Cairncross : You  would  rather  have  a high  yield 

in  gilt-edged  than  a low  yield  on  something  else? 

It  may  be  a matter  of  concern  if  they  go  up  too  far, 
because  that  means  that  the  return  on  the  investment  of 
new  money  is  going  down.  That  is  much  more  important 
than  a boc^  loss  on  existing  ^ets. 

7774.  Professor  Sayers:  But  it  is  not  a reason  for 

selling  out? No ; you  asked  the  general  question 

whether  it  was  a matter  for  concern.  I was  saying  that 
the  reduction  of  return  on  new  money  is  more  a concern 
than  the  reduction  of  market  value. 

7775.  Chairman:  In  paragraph  21,  you  are  saying  in 
effect  that  from  time  to  time  you  pause;  you  gather  in 
your  resources  for  the  time  being  and  keep  them  liquid 
while  you  try  to  measure  the  future  course  of  interesit 

rates? Mr.  Ross  Goobey : Or  hope  'to  sit  'back  watching 

prices  go  down. 

7776.  Sir  John  Woods:  You  are  taking  a view  on 

yield? ^Yes. 

7777.  Chairman:  Do  you  find  that  these  pauses  take 

place  from  year  to  year,  or  only  on  special  occasions?' 

Mr.  Ross  Coobey : I should  think  only  once  every  three 
or  five  years. — Mr.  Ellwood:  On  some  occasion  of  politi- 
cal nervousness,  or  that  sort  of  thing. — Mr.  Ross  Goobey : 
There  may  be  short  periods  where  some  people  “ take 
a view  ” ; they  may  decide  not  to  buy  before  the  Budget, 
or  there  is  a saying;  “sell  in  May  and  go  away”:  that 
is  taking  the  view  markets  are  going  to  soften  in  the 
summer.  One  hears  all  these  little  sayings  by  investment 
managers. 

7778.  Professor  Sayers:  We  are  thinking  here  of  funds 
accruing  for  investment  at  the  rate  of  something  between 
a hundred  and  two  hundred  million  pounds  a year.  In 
any  one  year  when  there  is  a scare  for  some  reason  or 
another,  how  much  of  them  would  be  put  into  shorts 

because  of  the  current  fears? fairly  insignificant 

figure. 

7779.  A few  millions? A few  millions  would  cover 

it. 

7780.  Professor  Cairncross:  Have  you  any  idea  what 
proportion  is  normally  held  in  Treasury  Bills,  short  bonds, 

or  anything  of  that  kind? 1 should  say  less  than 

1 per  cent. 

7781.  Professor  Sayers:  The  amount  •becoming  available 
for  investment  is  something  of  the  order  of  £3  nuUion  a 
week.  How  much  might  be  deferred  for  a matter  of 
weeks,  not  years?  How  much  might  go  into  Treasury 
Bills  or  other  very  short  term  paper,  because  you  thought 
that  this  year  April  happened  .to  'be  a rather  bad  month 
for  going  into  long  term  securities  and  you  felt  inclined 
to  wait  itill  the  auitumn  or  at  any  rate  till  .the  summer  and 

see  how  wage  claims  go? Mr.  Ross  Goobey : We  have 

no  concrete  figures  as  an  Association  of  that  sort,  but  I 
should  say  it  is  very  small. — Mr.  Bacon : i would  agree. 
I should  have  thou^t  it  was  only  when  there  was  a fairly 
strong  expectation  of  some  sort  of  financial  upheaval.-— 
Mr.  Ross  Goob^ : Our  job  is  investment  Every  time 
we  are  not  investing  we  are  losing  ground.  One  can  be  too 
clever  at  holding  ibadc,  and  one  is  liable  to  be  shot  at 
if  one  is  not  doing  .the  joib. 

7782.  Sir  John  Woods : In  the  recent  months  you  would 

‘have  been  ail  tugbtt  in  shouts? Yes. 

7783.  Professor  Sayers':  On  some  views  you  might  very 

reasonably  take,  you  might  well  run  your  holdings  of 
shorts  by  £50  million  or  so  during  a period  of  two  months ; 
but  you  do  not  in  fact? No. 

7784.  Professor  Cairncross:  Your  eyes  are  all  the  time 
on  the  price  of  longs  and  never  on  &e  price  of  shorts? 
^Yes. 
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7785.  If  you  ran  up  Treasury  Bills  it  would  be  because 

you  did  not  like  the  price  of  long  term  investments? 

Yes. 

7786.  Sir  John  Woods:  In  the  last  sentence  of  para- 
grapfli  22  you  miake  the  obvious  point  that,  whjere  people 
have  had  to  sell  recently,  the>'  have  made  heavy  losses. 
Tie  general  case  you  are  putting  to  us  is  rather  on  the 
basis  that  you  never  do  sell ; you  only  change  a security  if 
y.ou  see  one  thiat  on  the  I'ong  view  Looks  better  from  tie 
point  of  view  of  yield.  What  circumstances  have  you  in 

mind  here? ^There  are  some  funds  which  are  running 

down : closed  funds.  The  conipany  may  have  made  a 
decision  that  a certain  section  should  .be  wound  uip,  and 
that  the  next  batch  of  employees  should  go  into  another 
fund.  In  those  circumstances,  as  the  assets  are  kept 
enitiirely  separately,  it  may  from  time  to  time  become  neces- 
sary to  realise  funds  to  pay  beneficiaries  of  the  closed  fund. 
But  these  closed  funds  are  a very  small  proportion  of  the 
whole. 

7787.  Professor  Sayers:  Are  these  closures  foreseen  or 

unforeseen? Mr.  Bacon:  Quite  a lot  of  closed  fun^ 

arose  as  a result  of  nationalisation  of  industries. — Mr. 
Ellwood:  The  unforeseen  element  is  the  decision  of  an 
employer  to  go  out  of  a branch  of  business ; that  has  its 
effect  on  the  fund. — Mr.  Ross  Goobey : There  may  he 
decisions  by  employers  to  make  a new  scheme  coniteihuitory 
rather  than  non-contributory,  and  the  other  one  gradually 
runs  down  ; then  one  has  to  apply  a different  approach  to 
injvestmenit  than  on  the  conitinuing  ones. 

7788.  Chairman:  On  paragraph  24  (i),  what  have  you 
in  mind  as  to  the  .permissible  range  of  expansion  of  trustee 

securities,  or  is  that  quite  -general? Mr.  Ellwood:  It 

would  be  a question  rather  of  finding  some  flexible  -means 
of  indicating  a large  range  of  companies  and  undertakings 
whose  o-rdinary  shares  have  proved  right  in  the  past  and 
locA;  like  proving  so  in  the  future. 

7789.  It  is  equities  you  have  in  mind  as  things  to  be 

included  in  the  extended  range? Mr.  Ellwood:  Yes; 

but  we  realise  the  need  -for  review  and  flexibility.  We 
bould  not  just  have  a Trustee  Aot  that  specified  them  once 
for  all. — Mr.  Ro.ss  Goobey : That  was  put  in  more  for 
'the  benefit  of  those  fundts  mentioned  eiarlier  with  more 
restricted  trust  deeds,  that  may  have  to  go  to  the  Court  to 
get  them  changed. 

7790.  You  handle  these  large  accretions  of  new  funds 
every  year.  Do  you  have  any  contact  with  monetary 

authorities  about  policy  in  the  use  of  them? Mr. 

Ellwood : No,  only  in  an  indirect  way  like  any  investment 
corporation.  We  have  nothing  as  an  Association. 

7791.  Do  you  .get  circulars  addressed  to  you? ^No. 

7792.  Professor  Sayers:  iHas  the  Governor  of  the  Bank 

of  England  ever  to  your  knowledge  invited  any  represen- 
tative of  your  organisation  to  go  and  see  him? No. 

7793.  Have  the  Treasury  ever  invited  you  -to  go  along? 
No. 

7794.  Chairman:  Would  it  embarrass  you,  or  would 

you  welcome  it? ^I  do  not  fthink  so. 

7795.  Professor  Sayers:  Have  you  ever  felt  you  would 

like  to  go  and  talk  to  them? ^No ; only  on  the  Inland 

Revenue  side,  where  we  have  excellent  relations.  Beyond 
that  it  is  not  apparent  that  there  is  a need  for  it. 

7796.  In  the  last  ten  years  you  must  have  wondered  a 

good  deal  what  was  going  to  happen  to  interest  rates. 
Have  you  never  felt  in  that  context  that  you  wished 
you  could  understand  what  the  monetary  authorities  were 
up  to?  Do  you  think  that  the  monetary  authorities  have 
been  unreasonably  secretive  about  their  motives  and  inten- 
tions?  1 think  they  are  'bound  to  be. 

7797.  You  accept  the  position? Mr.  Ross  Goobey: 

It  never  occurred  to  me  .that  we  were  in  a position  to 
go  and  ask  them.  I presume  no  other  branches  of  invest- 
ment think  they  have  the  same  powers. 

7798.  I am  not  thinking  here  of  what  the  monetary 
auithorities  would  say  to  you,  but  of  what  the  monetary 
authorities  might  say  to  the  public  at  large  that  would 
help  you  in-  your  understanding  of  what  was  happening 
about  interest  rates.  -Have  you  never  felt  that  there  was 
this  secretiveness? — ^ — Mr.  Bacon:  It  would  certainly  be 
helpful  from  the  actuarial  point  of  view  to  be  told  more 
about  interest  rates,  because  in  the  valuation  one  of  the 
elements  is . the  interest  rate;  and  the  more  light  one 
could  get  on  it  the  better. 

2K 
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7799.  But  here  is  a field  in  which  the  Government 
authorities  take  action  that  leads  to  very  big  changes  in 
the  cliinate  in  which  you  work.  Have  you  never  felt 
that  those  actions  taken  by  the  authorities  require  defence 
and  explanation,  or  are  they  to  be  itaken  as  changes  in 

the  weather? Mr.  Ellwood:  I should  have_  said  that 

more  illumination  would  be  welcome,  hut  'fiiat  it  had  not 
occurred  to  us  that  we  could  put  forward  py  construc- 
tive suggestions  for  the  giving  of  that  illumination  which 
would  not  embarrass  the  authorities ; light  shed  abroad 
will  shine  on  others  as  well  as  us.— Mr.  Bacon:  My  own 


feeling  is  that  the  authorities  face  difficult  circumstances 
from  time  to  time,  and  we  have  had  to  take  what  they 
do  as  the  best  'that  could  be  done  at  the  time ; to  take 
it  for  granted  so  to  speak. 

Chairman:  Thank  you,  Mr.  Ellwood;  we  are  very 

grateful  to  you  and  your  colleagues  for  your  help. 

Mr.  Ellwood:  If  there  is  any  way  in  which  we  can  help 
to  throw  any  further  light  on  questions  prompted  by 
your  inquiries,  we  shall  be  only  too  pleased  to  do  so. — 
Chairman : We  are  much  obliged. 


[The  witnesses  w^thdre^v.) 


F R Althaus,  Esq.,  swiior  partner  in  Pember  & Boyle  Ltd., 

‘ W.  GreenweU  & Co.,  and  C.  D.  Morley,  Esq.,  Secretary  of  the 
c^ed  and  examined. 


G.  H.  GREENWEtL,  Esq.,  M.C.,  D.L.,  senior  partner  in 
Council,  representing  the  Council  of  the  Stock  Exchange, 


7800.  Chairman : We  are  much  obliged  for  die  memo- 

randum put  in  by  the  Council  of  the  Sto^  Exchange. 
You  can  jtt  we  have  all  read  it  throu^  so 
that  the  questions  that  we  put  will  mostly  be  enlarge- 
ments of  ,the  points  you  have  made  to  us.  In  addition 
there  may  be  some  new  ■points  we  ^want  to  travel  thr^gn 
with  you.  You  say  .in  paragraph  1 : ‘ • the  depatb^ 

from  the  gold  standard  in  1931  imparted  an_  entirely  new 
look  to  investment  . . What  have  you  m mmd  when  ^u 

say  that? Mr.  Althaus:  A new  concept  of  ffie  control 

of  credit  and  its  repercussions  on  investment  m general. 
The  market  was  previously  very  much  influenced  by  the 
movement  of  gold  from  one  centre  to  another.  After 
1931  that  became  a more  remote  factor. 

7801.  Professor  Sayers:  Is  it  entirely  new?  Do  you 
not  watch  the  movement  of  the  reserves  from  month 
to  month  very  much?  The  behaviour  of  the  m^ket  swms 

to  suggest  ffiat  yon  do? We  do  indeed ; but  I think 

at  that  time  the  general  background  was  not  quite  so 


marginal  as  it  is  today. 

7802  You  are  thinking  here  of  what  happened  in  the 
years  dmmediately  following  1931,  rathCT  than  comparing 
now  with  before  1931? ^Yes. 


7803.  Chairman : You  say  in  paragraph  2 : 

“ The  war  led  to  an  enormous  growth  in  the  National 
Debt  although,  unlike  its  predecessor,  it  was  financ^ 
by  the  issue  of  consistently  low-interest  securities.  It 
was  inevitable,  therefore,  that  the  gilt-edged  holdings 
of  all  types  of  investor  should  be  quite  dispropor- 
tionately increased.” 

Then  you  refer  to  the  new  financing  of  the  undertakings 
which  have  been  nationalised  “ by  the  issue  of  still  more 
^t-edged  stock,  destined,  in  the  first  instance,  for  the 
Departments,  and  not  necessarily  rdated  to  the  resources 
or  inclinations  of  the  general  body  of  investors.”  How 
far  does  your  criticism  in  that  last  sentence  go?  I think  1 
am  right  in  saying  .that  the  occasion  for  these  issues  was  a 
situation  as  between  the  industry  and  its  bankers;  tot  w^ 
watched,  and  when  the  level  of  the  industry  s bank 
advances  was  seen  to  be  approaching  a certain  figure  a new 
issue  was  expected  to  provide  more  permanent  finance. 
Are  you  saying  those  came  at  times  which  were  really  uL 

adjusted  for  the  market? We  had  in  n^d  that  the 

superimposition  of  financing  of  this  type,  which  repla^ 
other  types  of  investment  which  had.  been  oi^  to  me 
liik-inig  a.nd  convenience  of  investors,  on  top  of  the  already 
swollen  amount  of  gdlt-edged  securities  created  by  the 
war,  created  additional  embarrassment. 

7804.  But  was  not  the  .type  of  investor  who  had  been  in 
these  nalion^jsai  industries  brfore  laxgdy  to  s^e  t^ 
of  man  who  would  be  interested  an  gilt-edg^? — -Not 
entirely  ; diversification  of  investment  is  one  of  the  things 
which  investors  look  for  and  like. 

7805  Diversification  because  cf  to  interest  or  the  kmd 
of  acti-rity  which  they  represent,  or  because  ^ to  maturity 

or  the  terms? ^Mainly  diversification  of  to  type  of 

activity. 

7806  Sir  John  Woods:  I am  puzzled  by  some  words  at 
to  end  of  paragraph  2:  “.  . . to  determinaaon  of 
investors  to  adapt  their  policy  as  far  as  toy  could  to  a 
situation-  whiii  attracted  as  well  as  threatened  tom. 

What  situation  was  that? ^The  situation  which  attracted 

tom  was  the  tendency  for  interest  rates  to  he  driven  down 
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at  the  time ; and  the  threat  was  first  of  all  to  removal 
of  a type  of  investment  whidi  might  suit  thek  purposes 
better,  and  also  possibly  the  greater  .threat  which  ultimately 
lay  in  the  over-cheapening  of  money. 

7807.  Professor  Cairncross:  Would  you  think  that  to 
market  value  of  gilt-edged  at  present  is  a higher  pr-opoction 
of  the  total  dealt  in  on  the  Stock  Exchange  than  before  the 

■war? ^I  could  find  that  out ; I would  rather  not  say 

off  hand.  I should  say  in  all  probability  yes,  because  the 
total  amount  of  gilt-edged  before  the  war  was  some 
£8,000  iffillions  nominal,  and  to  present  nomiinal  value 
of  Government  and  Government-guaranteed  stocks  is 
£18,300  Tnilliom«5  odd  out  of  a total  market  value  of  £35J 
thousand  million. 

7808.  There  was  a daiqilacement  in  the  early  post  war 

years  in  favour  of  gilt-^ged? Yes,  in  so  far  as  in- 

dustrial securities  were  being  removed  from  the  market, 
and  investors  were  receiving  gdlt-edged  in  substitution. 

7809.  And  because  of  to  increase  in  the  National 

E)ebt? And  because  of  the  increase  in  to  National 

Debt 

7810.  Has  there  not  been  a substantial  change  in  the 

position  since  1945  rator  in  the  opposite  direction,  speak- 
ing now  in  market  values? ^Yes. 

7811.  Would  you  agree  too  that  there  have  been  a 
number  of  clients  for  securides  of  all  kinds,  who  have 
incr-eased  in  importance  since  the  war,  and  who  normally 
would  be  attracted  by  giilt-edged  investments:  insurance 
companies,  pension  funds,  and  so  on ; although  in  practice 
they  do  not  seem  to  have  shown  very  much  appetite  for 

giit-edged? Yes,  I think  that  would  be  fair.  I think 

part  of  their  disincimiation  arose  not  entiiedy  from  inflation, 
but  because  they  got  so  heavily  over-loaded  with  gilt- 
edged  securities  during  the  war,  when  tore  was  an  under- 
standing that  toy  should  apply  their  new  money  in  that 
way. 

7812.  Chairman : That  would  be  partticulaiily  true  of  the 

insurance  compames,  I imagine? was  thinking 

especially  of  those. 

7813.  Would  it  be  your  impression  that  the  position  has 
now  stabilised  itself,  and  tot  they  have  adjusted  their 
proportions?— — ^I  riiould  say  tot  with  to  appearance  of 
rather  greater  stability  on  the  economy  institutional 
investors  generally,  and  insurance  companies  in  particular, 
are  more  inclined  to  regard  gUt-edged  purely  as  inivestmeait, 
and  to  measure  them  against  other  investments. 

7814.  My  question  was  more  limited:  has  the 

disequilibrium  in  their  portfolios  as  a result  of  the  war 

now  worked  itself  out? Mr.  Althaus:  I would  say  yes. 

I fbi-nlc  it  is  probably  in  the  course  of  adjustment  in  the 
contrary  sense ; but  I would  like  to  know  my  ooll-eagues’ 
views  on  that. — Mr.  GreenweU:  I should  think  not  from 
recent  oonveisatioos.  It  is  difficult  to  generalise,  because 
they  pursue  ditoent  policies  to  scone  extot,  but  I would 
say  tiiat  the  di^roportioti  still  exists  in  a good  many 
companies.  Taking  to  question  as  a whole,  the  invest- 
ment policy  of  the  pension  funds  has,  I think,  tended  to 
create  a di^opOTtionate  amount  of  buypg  ordinary 
shares,  because  they  have  to  make  provision  f-cw  rather 
diff«-ent  eventualities  from  tbcBe  which  an  insurance 
company  has  in  mind.  The  insurance  companies’  liabili- 
ties are  in  pounds  sterling  for  a certain  amount  at  a certain 
time  in  to  original  contract ; to  pension  funds  are  not 
quite  in  tot  position. — Mr,  Althaus:  If  I may  qualify  that 
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a little,  there  is  always  the  spur  of  compeitiMo(E  with 
insurance  companies.  In.  so  far  as  thfdr  with-profits 
policies  are  concerned,  that  element  of  pound  for  pound 
is  not  absolutely  everjdhing  in  their  consideration.  But  I 
agree  in  general  with  what  Mr.  Greenweli  says. 

7815.  Sir  John  Woods’.  The  first  movement  of  Bank 
Rate  in  1951,  to  which  you  refer  in  paragraph  4,  was  in 
itself  very  small ; nevertheless  you  say  here  that  many 
institutional  funds  had  to  revise  their  pantfolios  drastic- 
ally. Am  I right  in  thinking  that  was  because  of  the 
feeling:  “Now  we  are  gettiDg  movemenits  of  rates  2 per 
cent,  is  unnaturally  low.  This  may  not  be  the  end  of  the 
matter  ; we  irray  see  the  rates  going  considerably  higher  ”? 
think  that  would  be  fair. 

7816.  It  was  more  a psychological  thing  ithan  the  actual 

movement  itself? ^What  marfiters  about  Bank  Rate 

movemenits  is  what  ithe  trend  is,  as  we  say  in  our  memo- 
randum. It  is  UQt  whether  it  is  going  from  2 to  per 
cent.,  but  what  bappems  after  that. 

7817.  Professor  Cairncross:  You  say:  “The  first  half 
of  1952  accordingly  saw  markets  in  winch  large  quantities 
of  undated  and  long-dated  stocks  were  jettison^  . . 

Of  course  they  were  not  itom  up ; somebody  bougto  'them. 
Have  you  any  idea  who  ifhe  buyers  would  be  in  those 

circumstances? 1 could  not  be  certain  here,  but  it  may 

be  [that  ihe  kindly  spirit  which  broods  over  these  things 
may  have  displayed  a little  compassion  on  that  occasion. 

7818.  Professor  Sayers:  Are  you  certain  about  who  did 

the  jettisoning? “ Jettisoned  ” is  perhaps  unfortunate ; 

I am  afraid  it  is  my  own  word,  and  I apologise  for  it  if 
it  is  wrong.  In  fact  there  was  an  unremilrting  stream  of 
sellers,  and  sellers  in  such  large  qtraiitdties  that  they  were 
compelled  to  take  very  much  lower  prices.  You  will 
be  able  to  see  from  the  tables  we  have  submitted  to  you 
the  e?aterut  of  the  faUs  wtoioh  took  place.  May  I remind 
the  Oommatttee  of  the  sort  of  situattion  wihich  prevailed 
then.  As  long  as  the  2 per  cent.  Bank  Rate,  which  had 
Stood  for  so  long,  was  still  there,  some  people  came  to 
regard  the  optional  redemption  date  on  3|  per  cent.  War 
Loan  las  likely  to  become  ,the  effeofive  redemption  date. 
There  were  many  people  who  heJd  War  Loan  during  the 
years  toat  money  was  getting  cheaper,  when  the  price 
rose  to  over  one  hundred,  who  regarded  it  in  some  sense 
as  a potenitial  short  dated  security.  It  may  have  been  an 
over-hazardous  thing  to  do,  but  a lot  of  fairly  responsible 
people  did  in  fact  do  that  vwy  thing. 

7819.  Surely  the  trig  break  in  the  price  of  War  Loan 
which  made  people  change  thdr  minds  about  whethw  it 
was  going  to  be  redeemed  or  not,  came  in  the  autumn  of 

1949,  not  after  1951? ^RigM  up  to  1951  there  was  still 

a fatting  of  War  Loan.  I ^nk  that  the  change  d Bank 
Rate  in  1951  more  or  lees  put  a seal  on  the  changed 
situation. 

7820.  I suggest  that  the  change  in  market  opinion  was 
going  on  for  seme  time  before  that ; otherwise  how  can 
you  explain  the  continual  rise  in  the  yields  on  the  longer 
gilt-edged  from  February,  1947  I thank,  right  down  to 

1949,  1950,  and  1951? ^That  centainly  had  been  going 

on,  but  I .think  tbk  the  shift  in  Bank  Rate  gave  the  final 
warning  .thait  there  was  no  Hkeldhood  of  a return  to  the 
conditions  ^ the  previous  time.  I am  thinking  back  a 
very  considerable  period,  as  you  can  appreciate,  and  there 
have  been  many  movements ; so  I can  only  give  the  best 
answers  ;that  I can. 

7821.  Chairman:  You  were  asked  by  Professor 

Cairncross  who  were  the  buyers  of  gilt-edged  when  there 
was  a great  volitme  of  selling  in  the  first  part  of  1952. 
I did  not  really  want  you  to  leave  your  answer  quite  in 
the  form  you  made  it ; but  if  you  cannot  tell  us  anything 

about  it,  then  you  caanoL am  in  no  position  at  ail 

to  say  tins,  and  I give  it  wdfth  the  greatest  reserve ; but, 
when  the  market  is  under  pressure,  it  is  not  unusual, 
if  the  pressure  gets  severe  enough,  for  it  to  get  a hand 
either  from  the  Issue  Depailmenit  of  the  Bank  of  England 
or  from  the  National  Debt  Commissioners. 

7822.  I thought  it  was  like  lhait ; since  you  live  in  the 
market  we  would  like  to  know  what  the  market  knows 
about  it.  Your  in^ession  is  that  there  is  official  support 

in  general? ^Whrai  the  pressure  gets  very  severe.  One 

would  suppose  that  the  authorities  ooncemed  have  a 
special  interest  in  the  maintenance  of  some  semblance  of 
order  in  the  market,  and  when  it  is  a question  of  someone 
not  being  able  to  s^  £5  or  £10  .millions  of  stock,  there  is 
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generally  speaking  only  one  buyer  with  the  resources  and 
the  courage  needed  to  do  that.  It  does  occasdcaaliy  happen 
that,  when  large  iustitutional  funds  think  the  market  is 
at  (he  bottom,  they  will  take  a large  slice  of  somefthing 
running  duto  many  millions,  but  iit  is  less  usual  when  the 
ftrend  looks  as  though  it  has  set  in ; and  then  I should 
iguess  tiiat  there  is  occasionally  a relief  expedition  from 
tile  authorities.  But  it  is  entirely  ^esswork,  and  I would 
not  like  it  to  be  thought  to  be  anything  else. 

7823.  Professor  Sayers:  Can  we  distinguish  here 
between  on  the  one  hand  the  market  facing  a continuing 
trend,  a continuing  pressure  of  sales  in  big  quantities  by 
somebody,  and  on  the  other  hand  a situation  wWdi  is 
short-liv.^,  one  in  which  the  market  as  demoralised  and 
the  authorities  then  step  in  and  buy?  Clearly  they  did 
so  in  October-November  1949  ; do  they  also  relieve  the 
market  of  appreciable  amounts  of  stocks  when  to«-e  is 
a continuing  pressure  of  sales  suoh  as  you  are  talking  of 

in  paragraph  4? ^I  should  'have  thou^t  that  they  do 

not  do  that  in  ordinary  circmnstancesi  This  is  a long 
time  ago,  but  I think  some  institutional  funds,  in  the 
post-war  years  when  itiie  market  was  rising,  had  become 
possessed  of  War  Loan,  and  even  in  some  cases  of  very 
large  holdings  of  2i  per  cent.  Treasury  Stock ; when  it 
became  quite  clear  that  the  market  was  turning,  and  it 
became  a question  of  devaluation  and  so  on,  there  were 
funds  which  were  absolutdy  impelled  to  get  rid  of  these 
things  ; that  is  why  I used  the  word  “ jettisoned  ”.  They  . 
were  no  longer  suitable  for  their  portfolios,  and  tiiat  was 
what  gave  the  particular  impetus  to  the  fall  in  undated 
securities. 

7824.  Who  were  the  buyers? 1 can  only  guess  that 

on  this  occasion,  because  it  was  rather  a questi<m  o; 
public  interest,  fliey  may  well  have  found  their  way  int 
some  fund  under  offlcdal  control. 

7825.  You  would  say  that  of  a period  other  th 

October-November  1949? 'It  could  be,  yes.  I thi 

that  all  these  questions,  if  I may  say  so  with  respe. 
can  be  answer^  with,  great  accuracy  by  the  Goven 
ment  broker  or  .the  National  Debt  Commissioners ; I am 
only  guessing,  and  my  guess  is  probably  a very  poor 
one. 

7826.  Chairman:  For  the  moment  we  are  interested  in 
what  the  market  thinks  happens  ; there  are  other  m'-ans 
of  finding  out  what  axtoially  happeried.  It  is  of 
importance,  I think,  to  know  what  is  believed  .to  happen, 
and  that  is  why  I am  really  trying  to  go  into  this  in  some 

detail  with  you? J 'think  that  what  is  believed  to  happen 

is  that,  when  the  market  get  into  difficulties,  they  may  get 
some  assistance  if  the  difficulties  are  serious  enough,  but 
it  will  never  be  as  much  assistance  as  the  market  would 
like  to  have. 

7827.  How  <rften  in  any  one  year  would  thae  be  an 
impression  in  .the  market  tJmt  there  was  official  intervention 

in  support  of  the  market? ^Very  seldom.  Occasion^y, 

if  there  is  a weak  trend  for  the  time  being,  it  may  be  that 
sinking  fund  purchases  of  4 per  cent  Funding  Loan  and 
3i  per  cent.  Conversion  Loan  appjear  to  be  used  for  that 
purpose ; but  I should  have  thou^t  &at  the  actual  inter- 
ventions to  steady  Che  thing  up  were  not  very  frequent, 
and  only  exCTdsed  under  the  strongest  pressure. 

7828.  You  'have  sp>oken  of  .two  occasions,  the  autumn 
of  1949  aud  early  in  1952.  Are  there  other  periods  that 

spring  to  your  mind? 1 should  not  like  to  say ; it  is 

too  difficult. 

7829.  Professor  Cairncross:  You  would  not  suggest 

early  last  year? ^No,  I do  not  thi-nk  so,  to  any  very 

great  extent.  One  of  the  things  whddi  has  influenced 
this  pwsitioin  a little  is,  I think,  the  fact  that  the  Natkmal 
Insurance  Fund  has  been  a growing  fund. 

7830.  In  i>aragrapih  21  y'OU  say:  “The  Departments,  it 
is  believed,  do  from  time  to  time  buy  stocks  other  than 
the  sihortest  dated.”  I take  it  that  what  you  are  putting 
to  us  art  rtbe  moment  is  tiiat  in  Che  first  half  of  1952  the 
iU'terventioin  was  not  just  in  stocks  other  than  tiiort  dated 
but  in  the  stocks  at  the  exitreme  end  of  the  maturity  range, 
the  undated  and  very  long  dated  stocks.  I take  it  that 
it  is  your  view  rtlat  the  peculiar  feature  in  the  first  half 
of  1952  was  the  sharp  drop  in  prices,  the  large  sales  of 
stock  of  that  kind,  and  tiie  mtervention  by  the  authorities 

in  that  market? ^Yes.  What  we  had  in  mind  as  much 

as  anything  else  on  the  particular  para^ph  that  you 
have  just  quoted  is  that,  whae  'the  authorities  have  stock 
for  s^e  by  tap,  they  are  believed  to  encourage  the  purcha^ 
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of  their  tap  stoclcs  'by  ttalcdnig  other  stocks  in  return.  As  I 
said  before  they  do  not  always  fulfil  the  market’s  best 
expectation ; the  uninformed  guess  "would  be  that  they 
might  only  take  half  the  stock  which  was  oflcareo  ui 
return  for  -whatever  was  taken  from  them. 

7831.  It  lis  your  view  that  in  the  first  half  of  1952  the 
authorities  were  purchasing  lihe  very  long  da)ted  and 

undated  stocks? think  that  is  quite  possible ; and 

I have  no  doubt  that  as  an  offset  to  that  they  were  selling 
to  the  people  who  had  to  restore  their  balance  sheet 
position  some  of  the  other  stocks  off  die  official 
portfolios. 

7832.  There  had  been,  as  Professor  Sayers  put  to  you, 
a considerable  drop  in  gilt-edgi^  prices  well  before  1952, 
Is  it  the  distortion  between  dillerent  maturities  that  you 
think  was  .peculiar  at  that  time?  You  lay  stress  on  the  sal« 

of  undated  stocks? mentioived  .that  they  were  jettwoned 

in  favour  of  those  with  medium  and  short  maturi'lies._  1 
come  back  all  the  time  to  the  fact  that  this  is  a question 
of  adjustment  of  the  balance  sheet  positions  where  soi^ 
form  of  public  certificate  is  necessary,  and  where  the 
retention  of  those  stocks  would  produce  an  embarrassing 
ffltuation.  I do  not  think  that  anything  more  is  amplicd  in 
paragraph  4 of  the  memoranduim  than  that. 

7833.  Is  it  possible  to  document  this,  in  the  sense_  that 
you  can  show  the-  turnover  in  undated  stocks  at  tliflt  time? 

^No  I am  afraid  that  is  not  pos.sible.  There  is  no 

statistical  information.  It  was  considered  some  years  ago, 
and  recommendations  for  statistical  surveys  were  brought 
in  by  a committee  over  which  I presided,  bu,t  it  _d,id  not 
meet  with  sufficient  general  approval  to  be  canned  into 
^oot. 

7834.  Chairman ; I think  it  follows  from  what  you  said 
in  an  answer  just  now,  and  I think  also  from  paragraph  21, 
that  the  possibility  of  offioial  intervention  in  support  of  the 
market  when  it  is  reasonable  is  not  unwelocmie  to  you  at 
the  Stock  Exchange?  You  would  like  to  see  it  on,  a 

larger  scale  than  you  thihk_  you  have  seen  it? ^Not 

neoessasily,  no.  We  should  like  to  go  on  on  our  own  feet 
as  long  as  we  can,  but  occasionally  the  pressure  is  large, 
when  lihese  dots  of  £10,  £15,  or  £20  millions  come  along, 
as  they  do  from  time  to  time,  and  that  is  rather  a large 
undertaking  in  an  uncertain,  outlook, 

7835.  But,  given  that  the  occasion  is  special  when  you 
want  intervention,  I rather  thought  you  would  like  to  see 

it  on  a larger  scale  than  in  fact  took  place? 1 think  I 

said  that  it  did  not  take  .place  on  the  scale  which  the  people 
who  were  loaded  with  stock  would  have  liked  to  see.  Tliat, 
of  course,  is  quite  a natural  wish  on  their  part.  I think 
generally  speaking  the  position  of  the  Stock  Exchange  in 
this  matter  would  be  that  we  are  of  immense  value  to  the 
authorities  as  a soundiri'g  board,  as  a yardstick  and  as  a 
market,  and  that  therefore  we  do  not  feci  that  it  is  in- 
appropriate if  we  get  a little  encouragement  from  the  other 
end  from  time  to  time. 


7836.  Suppose  that  was  an  avowed  policy  (I  dare  say  it 
is) ; you  would  not  have  to  introduce  anything  that  was 
upsetting  to  the  position  of  the  market  with  this  possibility 

of  official  intervention? No,  Sir,  I certainly  would  not 

want  to  do  that,  and  I do  not  think  anyone  would  wiish 
it  done,  or  wish  to  do  it.  In  so  far  as  anyone  wan,ts  to 
do  anything  they  want  to  •preserve  a liquid  market. 

7837.  Professor  Cairncross'.  The  intervention  that  you 
are  putting  to  -us  in  the  paragraph  we  are  discussing  is  one 
in  -which  the  departments  are  buying  and  selling  simul- 
taneously. You  are  not  sugg^esting  that  the  departments 

should  be  plain  buyers  of  stock,  are  you? 1 think  that 

there  might  be  occasions  on  which  it  would  be  very  helpful. 
There  are  many  occasions  on  which  they  are  sellers ; one 
might  say  they  are  permanent  sellens.  I cannot  see  any- 
thing wildly  extreme  in  thinking  they  might  occasionally  be 
buyers. 

7838.  Professor  Sayers:  Given  the  flow  of  maturities 

there  has  been,  and  the  flow  of  maturities  that  is  to 
come,  and  given  the  Government’s  methods  of  issuing 
stocks,  must  not  the  authorities  necessarily  have  be^  and 
continue  in  the  normal  course  to  be  predominantly  sellers, 
even  though  they  are  buying  at  the  same  .time? Yes. 

7839.  The  Government  broker’s  operations  must  at  times 

be  very  ’muah  the  biggest  operations  in  the  market? 

Yes. 


7840.  That  is  obviously  true  at  the  short  end  of  the 

market;  or  would  you  question  that? 1 would  agree. 

except  for  this  qualdfacation : I do  not  think  that  it  is  ever 


the  policy  of  the  depai-tments  to  press  stock  on,  the  market. 

I am  thinking  mainly  of  their  chief  function  as  sellers.  'Hhey 
supply  stock  when  it  is  wanted,  and  they  do,  as  far  as  I 
kn'OW,  encourage  the  demand  by  regulating  the  steps  at 
which  they  raise  the  price  of  the  stock  they  have  for  sale 
and  the  volume  of  stock  whiich  they  will  sell  at  each  stop ; 
but  they  will  not  go  to  the  market  when  it  is  a dull  day, 
and  someone  has  said  socmelhing  unj>leasan,t  in  Peru,  and 
say : “ Now  you  have  to  buy  £10  millions  of  stock  from 
us." 

7841.  They  cannot  force  people  to  buy? ^No.  The 

jobbers  will  make  a price  in  stocks ; but  I should  say  Chat 
it  is  the  general  bdief  .that  they  are  not  invited  by  the 
official  sellers  to  take  stocks  unless  they  see  a prospect  of 
someone  buying  them.  Occasionally  as  the  taps  draw  near 
their  close,  the  jobbers  may  take  rather  more  slock  from  the 
sellers  tlmn  they  would  otherwise  do ; but  in  the  ordinary 
way  they  would  not  load  themselves  up  unduly  with  stock, 
and  the  Government  broker  would  not  expect  them  to  take 
stocks  unduly  if  they  were  not  in  demand. 

7842.  You  have  spoken  of  the  Government  broker  edging 

up  his  prices? do  not  know  that  I used  that  exact 

word  ; it  m'ight  represent  roughly  what  happens. 

7843.  Is  that  in  your  view  an  important  element  in  the 

funding  oponvtions  of  the  Government? Wc  liave  said 

here  that  the  condition  in  which  stock  is  most  likdy  to 
be  sold  in  large  volume  is  on  a steadily  rising  market.  It  is 
a funny  thing,  but  the  very  knowledge  that  there  is  stock 
for  sale,  and  ttet  the  price  will  ibe  'rai.sed,  does  dn  fact 
help  to  achieve  that  end. 

7844.  Chairman:  Hem  do  you  know  that  the  price  will 

be  raised? ^1  think  it  is  'Ptirt  erf  tlie  traditional  tech- 

nique; but  oeoasionaLly  the  seller  may  encourage  intending 
buyers  by  .intimialin-g  that  •the  tap  price  will  shortly  be 
rais^,  and  'fficre  is  not  mueh  more  at  a given  level. 

7845.  Such  intimations  are  passed  down? ^Yes. 

7846.  Professor  Sayers:  From  the  Government  bi-'Okcr? 
■!  should  say  eo. 

7847.  So  •that  you  know  in  the  imarket  that  he  is  operat- 
ing continuailiy  in  certain  slocks? 1 do  not  think  there 

is  any  question  about  it.  It  would  be  an  unusual  stock 
which  was  not  aviaMajblo  from  the  outset. 

7848.  But  if  y-ou  know  abways  •that  ho  is  a seller,  is  it 

a fact  that  you  do  not  know  when  he  is  a buyer? ^Yes, 

I think  that  is  so.  We  know  that  at  certain  times  there 
will  be  sinking  fund  'monies  available  for  certain  stocks ; 
the  best  known  are  the  4 per  cent.  Funding  Loan  and  the 
3i  percent  Conversion  Loan,  1961  or  after. 

7849.  Y>ou  know  at  certain  times  he  will  bo  buying  those 

stocks? ^Yfts ; but  one  does  not  know  wihat  the  market 

situation  is,  and  'wfliellicr  in  fact  they  will  bo  ready  to 
supply  that  demand  from  their  books  without  having  any 
notable  olToot  on  the  prices  of  that  stock. 

7850.  Chairman:  Let  'US  soc  how  much  -you  do  know 

one  way  and  another  about  now  issues,  ft  is  a »fe 
assuTopuon  that  each  now  issue  rwiiU  be  on  tap  for  a lime 
after  issue? ^Yes. 

7851.  Do  you  know  how  much  of  the  ori^nal  issue  is 
going  to  ibe  on  the  tap  and  how  much  has  been  taken  up? 
^No. 

7852.  Do  you  know  for  certain  when  the  tap  runs  dry? 

^Yes,  I think  we  do.  Sometimes  there  is  a slightly 

oounplicated  situation,  because  the  lap  officially  runs  dry, 
but  one  or  two  barrels  manage  to  get  scraped  and  a little 
more  stock  docs  in  fact  find  its  way  out  after  the  tap  is 
said  to  have  been  closed ; but  generally  speaking  when 
the  tap  is  closed  we  know  about  it. 

7853.  While  the  tap  is  running,  do  you  know  at  all  how 

much  is  still  available ^No;  it  is  a question  of  inspired 

guessing. 

7854.  Professor  Sayers:  When  the  tap  is  first  opened, 
there  are  published  guesses,  which  may  or  may  not  be 
near  the  truth,  about  how  much  there  is  to  come  out  of 
the  tap  and  how  much  is  left  with  the  Government 
departments  after  the  lists  have  been  closed.  Would  it 
make  any  difference  to  the  behaviour  of  the  markets  if 
instead  of  having  those  unofficial  guesses  you  had  an 
official  statement  on  how  much  had  been  taken  up  by 

flie  imblic? should  have  thought  that,  from  the  pO'int 

of  view  of  the  seller,  he  was  more  likely  to  do  well  if 
there  was  not  a precise  knowledge  of  what  he  stiU  had 
to  sell. 
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7855.  Chairman : Suppose  that  we  approach  it  not  from 
the  point  of  view  of  'the  seller,  but  from  the  point  of  view 
of  the  health  of  the  market,  and  of  general  confidence  in 
this  method  of  Government  issue ; do  you  think  ‘iere  is 
anything  that  is  not  made  public  already  that  could  be 

made  public? 1 do  not  see  how  they  could  reaBy  make 

public  anything  more  than  is  known  already.  It  ds  largely 
a matter  of  guesswo±  what  goes  on,  but  there  is  a fairly 
regular  pattern  to  these  things ; in  the  early  stages  of  a 
tap  it  will  remain  on  offer,  probably  at  a relatively 
favourabde  price  corn-pared  with  existing  securities  to 
eDoounage  switching.  A great  deal  of  absorpti'on  of  new 
issues  is  effected  by  way  of  switching.  But  in  the  later 
stages  the  tap  runs  rather  more  by  sharper  steps  on 
smaller  amounts. 

7856.  Would  it  be  true  to  say  that  by  this  method  no 
one  ever  knows  what  the  effective  price  of  the  issue  has 

been  for  any  of  these  stocks? Nobody  not  among  the 

initiated. 

7857.  Is  that  a deterrent? -No,  I do  not  fiiink  so. 

One  guesses  a lot  about  these  things,  but  there  is  no 
definite  knowledge. 

7858.  Professor  Sayers : When  other  people  make  issues 
a statement  is  published  afterwards  saying  how  much  has 
been  taken  up  by  the  underwriters.  Do  you  think  that 

makes  for  health  in  the  markets? ^Yes,  I think  it  does, 

because  the  amounts  involved  are  not  very  much,  and  then 
people  have  a measure  of  the  task.  Where  you  are  -talking 
in  scores  or  hundreds  of  millions,  the  amounts  are  so 
large  that  they  roust  in  any  case  go  in  the  first  place  largely 
to  deparfimontal  funds,  arid  I do  not  think  that  any  infor- 
mation on  that  would  get  one  anywhere.  There  is  usually 
a slight  indication  -of  the  extent  of  the  outside  interest 
in  a new  loan,  because  the  amount  which  is  allotted  in 
full  may  -be  smaller  and  the  residual  percon-tage  may  be 
lower ; but  I do  not  think  that  it  would  help  anyone  very 
much  to  know  that  in  fact  £100  or  £200  or  £300  mlllkwis 
are  left  to  be  disposed  of.  I do  not  think  that  it  would 
be  any  better  to  know  the  nature  of  that  enonmous  task, 
than  it  is  just  to  go  plodding  along,  and  for  people  to 
buy  the  stock  when  it  looiks  on  reiiativoly  favourable  tenms 
against  other  stocks. 

7859.  Is  there  not  always  speculation  on  how  much  is 

being  left  with  the  departments? Mr.  Althaus:  There 

is  a lot  of  official  -infonmation  people  would  like  to  have 
if  they  could,  but  I do  not  believe  that  it  would  in  fact 
serve  any  very  useful  purpose.  I do  not  think  it  would 
benefit  us  very  much. — Mr.  Greenwell:  I am  rather 
prejudiced  on  this  matter,  because  I do  not  like  open 
market  operations,  although  I see  they  are  in  present 
conditions,  or  have  been,  necessary.  I think  it  is  better 
to  know,  as  we  know  today,  that  68  per  cent,  of  the  New 
Zealand  loan  was  not  taken  up  than  not  to  know  that ; 
and  I feel  exacitTy  the  same  way  about  Government  financ- 
ing. I see  your  point,  but  I do  not  think  it  would  be  in 
practice  a good  thing  for  the  Government  to  reveal  these 
figures  that  are  altering  from  day  to  day  and  hour  to 
hour,  or  that  it  would  -be  practical  policy.  As  with  the 
exchange  control  it  -seems  to  me  that  the  Government 
must  keep  these  operations  secret.  It  is  not  so  much  a 
question  of  keeping  them  secret  ; it  just  is  not  possible 
to  keep  the  home  public,  the  foreign  public  or  anybody 
else  informed  about  day-to-day  operations. 

7860.  I am  not  thinking  of  day  to  day  operations ; I 
am  thinking  of  the  result  of  an  issue  by  prospectus.  Take 
the  New  Zealand  -loan  this  week : £20  millions  was  the 
announced  amount  of  issue,  and  public  statements  were 

(Adjourned  u 


made  afterwards  about  how  much  was  left  with  the 
underwriters.  A Government  prospectus  appears  in  just 
the  same  way ; the  same  form  is  gone  through,  except 
that  afterwards  there  is  a statement,  which  is  a travesty 
of  the  truth,  that  the  issue  was  over-subscribed.  There 
are  then  various  unofficial  speculations  about  how  much 
is  left  with  the  underwriters  (that  is,  the  departments), 
a.nd  the  market  does  in  fact  know  within  very  broad 
limits  how  much  the  Government  has  managed  to  sell 
to  -the  public.  Would  there  be  any  objection  from  the 
market’s  point  o-f  view  -to  the  British  Government  coming 

into  line  with  other  issuers  -of  stocks  in  this  way? 

Mr.  Althaus'.  I cannot  see  what  objection  there  would  be 
from  the  market ; I am  merely  thinking  of  the  general 
interest.  If  anyone  says:  “Do  you  want  information, 
or  would  you  rather  not  have  information  ”,  of  course 
we  would  say:  “I  would  sooner  have  information,” 
But  I feel  that  there  must  be  two  sides  to  this  thing. 

7861.  I am  asking  you  about  your  side? ^The  more 

information  we  have  about  everything  the  happier  we  axe. 

7862.  Chairman:  Let  me  put  a concrete  case  to  you. 
There  was  an  issue  of  per  cent.  Funding  Stock  1999/ 
2004  in  February  last  year  at  an  issue  price  of  80.  I 
believe  that  was  sold  down  by  the  G-overnment  in  the 
course  of  the  year  to  a price  of  63.  Was  that  ever 

officially  made  known? do  not  think  it  was  officially 

made  toown,  but  the  only  source  of  supply  would  be 
likely  to  be  from  that  quarter,  and  people  would  therefore 
assume  in  fact  that  that  was  the  way  of  -it.  Once  again 
I think  this  arose  fr-om  the  position  that,  as  far  as  we 
know,  the  Government  never  force  stock  on  anybody, 
or  not  in  any  notable  quantity ; when  the  position 
appeared  to  have  changed,  then  buyers  came  along,  and 
the  Government  did  not  withhold  stock.  In  fact  a sub- 
stantial amount  of  stock,  running  into  tens  of  millions, 
changed  hands  at  prices  about  63  to  65,  and  this  could 
only  have  come  from  the  Government. 

7863.  To  get  rid  of  it,  as  was  done,  in  the  course  of 

the  year  after  issue,  a price  as  low  at  63  had  to  be 
accepted? Yes. 

7864.  Do  you  not  think  that  there  would  be  public 
advantage  after  the  event  is  over  in  it  being  known  what 

the  effective  price  of  the  issue  was? ^That  is  a difficult 

question.  For  me  as  an  individual  it  would  bo  an 
excellent  thing  to  know,  but  I am  thinking  of  its  impact 
on  Government  credit ; that  is  why  I am  hesitating.  It 
is  no  great  advertisement  for  an  issue  that  it  is  offered 
at  80  and  its  effective  price  is  60. 

7865.  Professor  Sayers:  The  facts  are  in  a very  broad 
way  known  in  relation  to  these  things.  Lord  Radcliffe 
kn-ows  that  this  stock  was  sold  at  that  price.  Have  you 
not  already  the  disadvantage  from  the  point  of  view 

of  Government  credit? think  that  to  the  extent  that 

it  would  go  on  the  record  and  stand  for  all  time  that 
they  had  borrowed  this  stock  at  whatever  the  rate  was 
when  in  fact  it  claimed  to  be  an  entirely  different  rate, 
that  would  create  a difficult  situation.  In  a more  stable 
market  it  might  be  very  reasonable ; but  in  a time  of 
violently  moving  prices  and  interest  rates  it  might  be 
damaging  to  Government  credit,  even  though  it  were 
known  that  they  suffered  from  this  fall  in  file  market. 
It  is  a very  difficult  question ; I do  not  know  what  the 
answer  to  it  is. 

Chairman:  It  is  one  in  which  we  are  naturally  much 
interested.  I think  this  would  be  a convenient  moment 
to  break,  and  you  could  think  about  your  answer. 

til  2.15  p.m.) 


Mr.  F.  R.  Althaus,  Mr.  G.  H.  Grbenwell,  M.C.,  D.L.,  and  Mr.  C.  D.  Morley  further  examined. 


7866.  Professor  Sayers:  When  we  were  talking  this 
morning  about  what  happens  when  there  are  big  changes 
in  the  posriitioii  taken  by  a large  body  -of  imvestiors,  one 
of  the  dates  we  did  not  menti-on  was  1955.  In  the  first  half 
of  1955  the  dealing  bainks  are  known  to  have  sold  some- 
thing like  £250m.  of  gilt-edged  securities  in  a matter  of  a 
few  months,  and  pr-obaWy  of  two  months  or  so.  Whwi 
those  transactions  were  gdng  through  (and  they  were  all 
put  throu^  the  Stock  Exdhange,  I understand)  was  the 

market  feeling  greatly  strained? Mr.  Althaus:  They 

would  undouftedly  fed  the  straih  if  p&ople  were  getting 
30500 


disinvested  on  anything  like  that  scale.  The  actual  amount 
of  the  clearing  banks’  investments,  taking  the  average  of 
the  monthly  figures,  fell  from  £2, 321m.  in  1954  to 
£2, 149m.  in  1955  and  to  £l,978m.  in  1956. 

7867.  I am  thinking  of  the  first  half  of  1955.  The  pub- 
lished figures  show  that  there  were  about  £2S0m.  gilt- 

edged  securities  sold.  'Who  bought  those  securities? 

That  is  very  difficult  for  me  to  say,  but  I should  guess 
once  more  that  a good  deal  of  it  went  to  various  depart- 
mental funds. 

?K3 
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7868  We  know  from  figures  submitted  to  us  already  that 
tbal  was  not  so.  Where  did  they  go?  I ask  this,  because  for 
many  years  previously  to  tbait  it  had  bean  gener^y  said 
that  if  the  banks  ever  had  to  unload  at  all  quiddy  it  would 
just  break  the  market ; in  fact  it  all  went  off  very  smoothly. 

Who  came  in  and  took  those  stocks? 1 do  not  thiioik  I 

can  tell  you.  I have  very  little  doubt  that  at  the  time 
my  firm,  like  a number  of  othere,  was  ooncemed  in.  these 
things,  but  it  as  not  very  easy  to  go  back  in  detaal.  It  is 
not  indeed  very  easy  to  know  where  the  stock  goes,  because 
when  a broker  sells  stock  it  goes  iniCo  the  jobber's 
nominees’  names,  and  he  very  seldom,  unless  the  traiis- 
aotiion  is  married  up  which  happens  in  a smal'l  minori.ty 
of  cases,  knows  who  the  buyere  are,  Jobbers  would  un- 
doubtedly know  the  name  unless  they  went  into  nominees’ 
names  once  more;  but  I am  afraid  I cannot  say  where 
they  did  or  did  not  go. 

7869.  Did  you  know  at  the  time  that  these  big  sales 

were  sales  by  the  banks? ^The  brokers  who  were  hand- 

ling (the  business  could  hardly  fail  to  know  it. 

7870.  But  was  it  generahy  known?  Was  it  a matter  of 
common  knowledge  in  (the  gilt-edged  market  that  these 

heavy  sales  by  banks  were  takkig  place? think  it 

would  almost  certainly  become  clear.  Fd(rat  of  all  those 
jobbers  who  were  doing  the  business  would  see  whait  names 
the  Stock  was  comiing  out  of ; and  also  people  would  see 
fiioim  the  dealing  banks’  returns. 

7871.  It  did  become  apparenit? 1 do  not  think  that 

would  surprise  anyone  very  much.  There  is  sometimes  a 
pattern  of  sales.  Certain  ba’0'ke(r8  might  be  associated  with 
certain  types  of  institution.  In  the  case  of  my  own  firm 
we  have  very  tight  security  and  we  pride  ourselves  that 
peo^e  do  not  know  who  the  sellers  or  buyers  are ; but 
it  can  be  deuced.  It  is  not  on  accoutnit  of  anyone  shouting 
lit  about  that  the  thing  becomes  known  ; it  is  really  a pattern 
more  than  anything  else.  It  might  follow  from  a study  of 
b^k  advances  and  deposits  and  the  like,  and  from  returns 
of  investments. 

7872.  Would  the  origin  of  brg  sales  generally  become  a 
m'aitter  of  common  knowledge  an  the  market  fairly  quickly? 

do  not  think  that  a consistent  trend  0(E  disinvestment 

by  a particular  type  of  investor  oould  go  on  unduly  long 
without  it  being  noticed  ; but  very  often  a very  large  trans- 
action will  be  done  ’and  there  will  be  no  change  in  the 
price  level  at  all ; it  is  a matter  of  oompleite  secrecy  between 
the  client  and  the  broker  and  the  jobber.  In^vidual  trans- 
actions between  particular  institutions  migliit  well  not  be 
known  at  all. 

7873.  And  the  buyers  would  not  be  known  in  general? 

^Thcy  would  not  generally  be  known ; bu,t  I must 

qualify  ftat,  because  it  was  published  winhin  the  last  day 
or  two  that  the  clearing  banks  had  iaoreased  thear  invest- 
ments materially  in  the  last  month.  A great  deal  of  the 
business  thait  happens  is  tied  up  with  switching.  Some  of  it 
is  done  ou  a study  of  charts,  some  is  what  we  call  parity 
switches,  They  go  on  all  the  time  with  a very  small  margin 
of  profitability  between  closely  simiilar  stocks,  and  very 
often  that  may  arise  through  the  relative  cheapness  of 
something  whodh  the  Govemmont  derpattanants  have  on 
offer. 

7874.  If  you  do  not  know  on  the  whole  who  the  sellers 
and  buyers  are,  do  you  know  when  fhe  sellea:  or  the 

buyer  is  the  Government  broker? In  certain  types  of 

business,  we  might  well  know  it.  Suppose  that  I had 
heard  that  there  had  been  a purchase  of  £10m.  5^  per.  cent 
Fundin.g  Stock ; I would  know  for  certain  that  the  seller 
must  be  the  Government.  Wholher  I know  who  the  buyer 
was  would  depend  whether  I was  well-informed  ot  not. 

7875.  That  is  because  of  the  circumstances  of  the  par- 
ticular stock? ^Yes.  One  can  attribute  corta-in  types  of 

business  to  contain  types  of  operator,  but  not  with  complete 
certainty  ; only  with  a feeling  of  probability. 

7876.  Chairman : Would  I be  right  in  thinking  that  the 

Government  broker  does  not  deal  exclusively  with  buying 
or  selling  for  the  Government  account? ^That  is  cor- 

rect ; that  is  anoliher  complicating  factor. 

7877.  Professor  Sayers-.  If  he  (was  selling  a stock  that 
had  been  dealt  in  by  the  market  for  a long  time,  you 
would  be  unlikely  to  know  it  was  the  Government  broker 

Wlbo  was  selmg? 1 ntight  very  well  not  know.  I should 

hc^  that  I might  not  know  that  the  Government  broker 
had  been  dealing  at  all,  because  it  is  his  business  and  the 
business  of  the  people  he  deals  with  to  'be  discreet.  It  is 


only  the  nature  of  certain  types  of  business  which  leads 
you  to  attribute  it  to  certain  types  of  people. 

7878.  If  you  found  that  a group  of  Government  stocks 
were  coming  out  on  the  'market  very  easily,  at  prices  that 
seemed,  in  relation  to  previous  .prices,  bargain  prices,  what 

would  you  deduce? It  might  arise  in  various  ways. 

The  (Whole  mechanism  of  selling  by  tap  involves  keeping 
the  tap  stock  just  that  much  cheaper  than  other  stocks ; 
tap  stocks  would  always  be  a little  bit  below  the  current 
level  iu  normally  predictable  circum-stances.  If  another 
stock  were  offered  immensely  cheap,  I could  conclude  one 
of  two  things;  I .might  be  wrong  over  both  of  them.  I 
should  think  either  that  the  bu.siness  (had  been  mishandled, 
or  that  dho  client  had  done  what  some  clients  do:  spread 
the  orders  among  a number  of  brokers  who  met  in  the 
middle  of  the  market,  competed  with  one  another  and 
ruined  their  business. 

7879.  You  would  not  deduce  anything  particular  about 

the  origin  of  tihe  business? No,  'I  do  not  think  so. 

7880.  You  are  no  doubt  very  much  concerned  when 
there  is  going  to  be  a now  Government  issue  at  the  price 
at  which  the  i.ssue  is  going  to  be  made.  ^Supposing  that 
the  authorities  decided  for  reasons  of  their  own  that  they 
wanted  to  see  the  gill-cdgcd  yields  rather  higher  in  the 
medium  or  long-tenm  market,  just  as  they  do  in  the  short- 
term (tiarket  now,  and  accordingly  deliberately  rput  the 
price  of  a new  issue  under  the  .market  of  recent  days ; 

what  would  you  expect  to  be  the  effect  on  markets? 1 

do  not  think  that  we  very  often  got  it  that  way.  I am 
only  talking  for  myself  and,  as  you  have  probably 
gathered,  I am  not  awfully  good  at  this  sort  of  thing  ; but 
1 think  that  the  market  would  be  more  likely  to  be  regu- 
lated by  the  terms  of  -the  is.sxic  than  by  the  specific  price  of 
the  issue. 

7881.  You  are  tolling  me  that  this  is  a thing  that  the 

axitihoriMles  are  urtlikoly  to  do;  I accept  that.  1 am  simply 
a.skii'iig  how,  if  they  deoided  for  reasons  of  their  own  to  do 
it,  ma'i4ceis  wemki  reaol? 1 do  not  kn'OW. 

7882.  Lot  me  refer  to  an  actual  incident.  When  in 
February  1957  the  Bank  Rato  was  reduced  from  5i  per 
cent,  to  5 per  cent,,  it  might  have  been  expected  that  gilt- 
edged  prices  would  rise.  In  fact  the  authorities  let  it  be 
known  that  they  would  go  on  selling  their  stocks  at  the 
same  prices  as  before  ; that  is  to  say,  they  did  not  want 
prices  to  rise.  What  was  the  reaction  of  the  market  to 

that  situation? ^The  market  moves  year  by  year  one 

way  and  another,  and  I should  be  very  reluctant  to  answer 
specific  questions  about  specific  movements  without  refer- 
ence to  imy  records. 

7883.  I urn  not  thinking  of  what  happened  to  market 
'prices ; tiliey  stayed  us  they  were,  the  Government  broker 
selling  at  uhosc  .prices.  What  happened  to  other  buyers  and 
sellers.  Did  they  in  general  shy  oil  the  market  entirely? 
Was  there  a dead  market  as  a result,  or  did  people  go  on 
buying  in  Ihe  usual  way?  Was  there  a flood  of  purchases? 

Without  recollecting  very  clearly  what  happened  in 

this  .particular  instance,  I would  say  it  would  depend 
enormously  on  the  pressure  on  money,  the  general  nature 
of  the  news  at  the  time,  and  so  on.  In  so  far  as  we 
have  said  that  a rising  market  tends  to  tempt  buyers 
O'f  securities  that  are  for  sale,  the  appreciation  that  the 
authorities  were  apparently  determined  not  to  have  a 
rising  market  would  tend  to  put  off  intending  buyers  to 
some  extent.  Whether  they  had  to  invc.st  or  not  would 
depend  on  whether  their  balances  were  excessive  or  what 
was  the  nature  of  the  alternative  capital  offerings  at  the 
'time;  the  gilt-edged  market  is  only  one  of  the  markets 
which  claim  the  funds  of  the  institutional  investors  who 
really  govern  these  things. 

7884.  Why  .should  they  tend  to  postpone  purchase? 

It  is  probably  a human  feeling  that  people  prefer 

to  buy  if  they  think  that  the  market  is  going  in  the  direc- 
tion which  will  show  their  purchase  to  have  been  justified. 
That  is  apart  from  whether  they  want  just  to  invest 
money ; many  people  like  to  invest  money  at  a gO(M 
rate,  but  the  good  rate  probably  implies  that  events  will 
justify  the  investment  in  due  course  and  be  reflected  in  a 
higher  price. 

7885.  You  think  they  are  more  encouraged  by  a rise 
in  the  price  between  the  day  before  yesterday  and  yester- 
day than  they  are  encouraged  by  a fall  in  price  between 

the  day  before  yesterday  and  yesterday? In  day  to 

day  business  I should  say  that  they  are  human,  and  thal 
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is  the  particular  response  they  make  to  that  set  of  con- 
ditions. But  when  there  has  been  a very  heavy  fall  and 
they  are  quite  certain  that  the  thing  is  somewhere  near 
the  bottom,  that  there  is  a change  in  the  economic  or 
political  outlook,  or  any  of  the  things  which  might  find 
reflection  in  an  improved  market,  ithen  the  attempted 
buying  at  the  lower  level  will  probably  be  at  least  as 
large,  if  not  as  successful,  as  the  ones  who  come  in  on 
a rising  market.  What  makes  these  tap  issues  go  (I 
must  a^ays  come  back  to  that)  is  the  knowledge  that 
the  price  is  going  to  be  raised,  and  that  it  is  therefore 
better  to  buy  now  than  to  buy  later.  But  that  did  not 
happen,  of  course,  in  the  case  of  the  “ Eternity  ” issue  to 
which  the  Chairman  has  referred. 


7886.  Is  not  all  this  on  a very  short  view?.  On  a 

long  view  one  can  say  that  between  1947  and  1957  the 
prices  of  gilt-edged  securities  were  in  general  falling  each 
year,  nearly  every  year  lower  than  the  last ; but  people 
did  go  on  buying? ^Yes,  to  some  extent. 

7887.  Is  it  not  just  a matter  of  whether  they  buy  today 
or  tomorrow  that  is  affected  by  the  day-to-day  course 
of  prices?  People  are  not  put  off  by  the  fact  that  prices 

have  been  falling  over  a period? 1 should  like  to 

put  it  this  way:  if  you  put  to  a man  two  propositions, 
(1)  “ the  market  is  not  looking  very  good,  and  I think 
interest  rates  are  going  to  rise ; if  you  have  some  money 
for  investment,  will  you  buy  now?  ”,  arid  (2)  “ I think 
interest  rates  are  rather  high,  and  I think  the  market 
will  improve,  will  you  buy  now?  ",  I think  he  would  be 
more  likely  to  respond  to  the  hope  that  the  market  would 
improve  and  that  rates  would  fall  than  to  the  uncertainty 
of  knowing  whether  the  market  might  further  deteriorate. 
Where  it  is  a matter  of  investing  against  contractual 
obligations  like  an  insurance  company,  and  he  has  got 
beyond  a certain  limit  and  dare  not  remain  uninvested 
too  long,  he  would  probably  delay  buying  if  he  thought 
the  market  was  either  going  to  stay  where  it  was  or  go 
down. 


7888.  At  the  moment  the  long-term  market  is  on  more 
or  less  a per  cent,  basis,  and  there  are  a good  many 
people  still  holding  back.  If  the  Government  made  an 
issue  now  on  a 6 per  cent,  basis,  would  people  say; 
“ This  is  an  extraordinarily  high  rate ; it  is  bound  to  go 
down  over  the  next  year  or  two?  ” Would  ^ey  come  m 
and  buy,  not  necessarily  on  the  first  day  hut  in  the  course 

of  the  first  few  weeks?, 1£  there  were  this  5-i  per  cent. 

stock  on  offer,  and  for  no  discernible  reason  suddenly 
the  Government  made  a 6 per  cent,  issue,  I think  the 
average  man  would  rather  look  the  gift  horse  in  the 
mouth. 

7889  Supposing  the  action  were  explained  and  defended 
by  the  Government? ^That  would  be  a novel  procedure. 


7890  It  would  be  a novel  procedure ; it  would  be 
different  from  the  one  of  the  last  few  years  when  the 
authorities  have  in  fact  almost  doubled  the  rate  over  a 
period  of  years  without  ever  defending  their  actions 
seriously ; but  people  have  gone  on  buying  gilt-edged. 
They  are  not  buying  them  as  much  as  the  Government 
would  like  them  to,  but  they  are  going  on  bu;^ng  them ; 

is  that  not  right? ^Yes ; there  are  always  buyers  for 

gilt-edged  stock.  There  are  two  kinds  of  influences  which 
improve  a market.  One  is  a host  of  sm^  orders  and 
the  other  is  a succession  of  large  orders.  The  iramM^e 
repercussion  on  the  market  of  500  orders  to  buy  £1|000 
is  infinitely  greater  than  one  order  to  buy  £im.,  which 
will  not  help  the  market  at  all.  Therefore  one  cannot 
really  tell  what  is  moving.  The  market  might  go  up  i 
or  i because  a lot  of  stock  had  been  boU:^t  off  me  tap  and 
that  had  advanced  the  tap  price  and  eve^body  thought 
the  market  advance ; or  it  could  be  that  the  myestOT 

might  be  advised  by  his  banker  or  broker  or  read  m his 
newspaper  that  these  rates  were  favourable  and  he  might 
come  in.  Any  of  those  things  might  move  the  marke^  but 
different  factors  and  certaiinly  very  differemt  amounts  of 
stock  sometimes  move  the  market. 


7891.  If  next  Thursday  the  Bank  Rate  were  put  do<vra 
to  5 per  cent,  and  on  the  same  day  Government  made 
a further  issue  by  prospectus  of  a fairly  long-tesrm  stock 
at  5i  per  cent.,  what  do  you  think  would  be  the  response, 
not  )ust  on  the  first  day  but  dunng  *e  first  we^s?-— 
I do  not  know.  I ttiink  people  would  wonder  what  they 
were  playing  at. 
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7892.  That  would  be  the  immediate  reaction? Mr. 

Althaus-.  I do  not  know.  I would  like  to  ask  Mr. 
Greenwell  how  he  would  answer  the  question..— 
Mr.  Greenwell:  The  hypothesis  is  that  the  Bank  Rate  is 
put  down  next  Thut^ay  by  1 per  cent,  to  5 per  c^.  and 
the  Government  that  eveoiiTg  makes  a further  issue  of 
short  sto<±  at  5i  per  cent.? 

7893.  That  it  makes  an  issue  of  a fairly  long  stock  at 
a yi^  equal  to  that  obtainable  next  Thursday  morning ; 
that  is  to  say,  they  deliberately  would  not  take  advantage 

of  the  effect  on  markets  of  the  drop  in  Bank  Rate? 

But  &ey  would  be  taking  advanta^ ; tiiat  is  precisely 
what  they  would  be  doing. 

7894.  I am  asking  Wihat  advantage  they  would  get. 

What  response  wO'Uid  they  get? That  is  a very  difficult 

question,  to  answer.  The  lowering  of  the  Bank  Rate  _hy 
a half  per  cent,  might  tend  to  stimulate  or  create  or  main- 
tain interest  in  the  gilt-edged  market  more  than  if  they 
actually  brought  it  down  by  1 per  cent.  One  cannot  tell 
until  it  happens  what  the  collective  feeling,  which  after 
all  is  not  confined  to  this  country,  would  be.  The  feeling 
might  be  that  this  was  the  end,  and  that  we  should  stay  on 
a 5 per  cent.  Bank  Rate  until  after  the  autumn,  crisis 
occurs  or  passes  or  does  not  occur ; or  the  feeiliing  might 
be  that  the  Government  m'ight  soon,  see  their  way  to 
come  down  to  4 per  cent.  Th,at  question  I should  not  care 
to  answer  at  all'. 

7895.  There  is  no  fbregione  oondusdon  ? Mr.  Green- 

well: None  at  all.— Mr.  Althaus:  As  I said  earlier,  what 
matters  is  what  people  s-uppose  to  be  the  trend  of  the 
Bank  Rate.  5 per  cent,  mi^  mean  one  of  several  things 
acoordi'n.g  to  what  people  expected  to  be  the  furtiier  trend. 

7896.  At  present  in  trying  to  estimate  the  trend  you  have 
virti^ly  notbing  to  go  cm  in  the  way  of  public  statements 
by  the  authorities.  Mi^t  not  the  situation  develop  quite 
differently  if  the  authorities  did  say  a good  deal  of  what 

they  intended? 1 think  it  might.  Of  course  very  much 

of  a limitinig  factor  is  the  extent  of  the  demand  for  capital. 
An  issue  lice  the  latest  New  Zealand  one,  or  £5m.  or 
£I0m.  for  a municipality,  according  to  the  time  it  comes 
out  and  whether  it  is  i per  cent,  too  dear  or  ^ per  cent,  too 
cheap,  may  affedt  the  market  for  the  time  b^g.  If  we 
are  going  to  have  very  large  loads  of  these  things, _ and 
£40m.  or  £50m.  for  an  oil  company  and  so  on,  will  be 
a factor  'which  will!  govern  people  a great  deal  in  deciding 
wheliher  or  not  they  will  buy  gilt-edged  at  5i  per  cent,  or 
any  other  rate.  It  is  a question  of  the  availability  _ of 
money.  The  insurance  offices  find  it  difficult  to  apportion 
evesn.  .their  large  and  growing  resources  suitably  among 
fhe  various  contenders  for  the  money. 

7897.  This  pressure  of  demand  for  funds  is  of  course  a 

reason  for  a hi^  yield  on  capital? Quite.  It  was  in 

counection  with  your  theoretical  lowering  eff  the  Bank 
Rate  that  I thought  I should  niienition  that,  but  it  is  rather 
hypothetical  m that  sense. 

7898.  Professor  Cairncross:  You  were  earlier  la'ying  a 
great  deal  of  stress  on  Bank  Rate  as  a factor  in  the  move- 
ment of  gi'It-edged  yields,  and  you  have  now  drawn 
attention  to  other  factors  which  are  dlearly  ctf  some 
impoptanice.  There  was  an  initial  period  after  the  war 
when  Bank  Rate  did  npt  change  and  when  the  price  of 
gilt-ediged  changed  quite  violenti.y,  and  there  was  a later 
periiod  in  'whlcii  Bank  Rate  did  change  and  gilt-edged 
also  nroved,  at  some  periods  pp  but  on.  the  whole  down 
in  price.  If  you  look  back  over  the  experience  of  the  last 
ten  years,  do  you  think  that  Ba'nk  Rate  has  been  one 
of  the  major  factors  detennining  -ffie  course  of  gilt-ediged 
prices,  or  do  you  think  other  elements  in  the  situation  are 

more  anpontant? ^I  should  say  that  the  jump  to  7 per 

cent,  was  certainly  a major  factor.  I should  think  that 
the  condition  of  the  economy  itself  was  probably  much 
more  ^ a factor  in  the  previous  years,  except  in  so  far 
as  any  doctrinaire  view  of  cheaper  or  dearer  money  might 
come  into  the  picture. 

7899.  When  Bank  Rate  is  changed  'is  it  the  Change  in 
the  level  of  Bank  Rate  that  in  your  'view  is  important  in 
determining  the  reactiooi  of  the  gilt-edged  market,  or  is 

it  some  expectation  about  -what  may  follow  that? 1 

think  it  is  the  expectation  of  what  may  follow.  The  Bank 
Rate  dots  the  “ i ”s  and  crosses  the  “ t ”s.  There  are 
occasions  in  which  Bank  Rato  movements  are  discounted 
fully  in  advance ; ‘there  are  others  in  which  they  are 
partially  discount^ ; and  there  arc  some  in  which  they 
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are  not  discounted  at  all.  According  to  people’s  expecta- 
tion so  will  the  effect  of  the  actual  declaration  oif  the 
change  be  determined. 

7900.  Chairman : With  the  various  forms  of  security  in 
the  gilt-edged  market  it  seems  that  a change  in  Bank 
Rate  is  like  a senies  of  trucks  shunting : it  moves  all  die 
rartes  down  the  line.  It  affects  the  bill  rate,  whidh  is  a 
three-months  rate,  and  then  it  stretches  out  year  by  year 
into  the  medium  and  long-term  field.  Do  you  agree? — - 
It  depends  to  what  extent  that  ha's  been  discounted,  and 
what  the  further  expectation  is.  There  was  a recent 
occasion  when  Bank  Rate  followed  the  bill  rate. 

7901.  Professor  Cairncross\  May  I pu.t  the  question  to 
you  from  a different  angle.  Do  you  see  any  reason  why 
shont-term  rates  should  approximate  in_  any  way  to  the 
long-term  return  on  giU-edged?— — -I  think  probably  that 
would  depend  on  the  level  of  the  market.  When  money  i.s 
very  dear  the  yields  may  frequently  cross ; they  crossed, 
for  example,  in  1931  ; they  crossed  in  some  yeat  in  the 
1920s;  and  fliey  crossed  at  one  time  during  this  very 
hectic  period.  But  that  is  really  a matter  of  prices  moving 
up  and  down  a point  or  two  with  ithe  undue  effect  which 
that  has  on  the  shorter  securilies  as  compared  with  the 
longer  ones.  When  one  has  a sudden  unexpected  develop- 
ment the  tendency  is  for  the  shorts  to  reflect  the  thing  at 
once  and  to  over-ioflect  it ; a quarter  or  half  a point  may 
be  knocked  off  or  added  to  them  because  of  some  tem- 
porairy  difficulty  of  would-be  sales  or  intending  purchases 
or  something,  When  the  market  settles  down  those  things 
get  straightened  out  a good  deal.  But  I suppose  at  times 
the  rates  might  approximate  and  at  other  >times  they  might 
not.  These  are  very  ^fficult  questions  for  me  to  answer 
ait  all  satisfactorily. 

7902.  Do  you  think  that  a quite  substantial  redudubn 
in  ^ort-term  rates  would  m present  okcumstances  neew- 

sarily  have  much  effect  on  gilt-edged  yields? 'In  so  far 

as  changes  of  rate  in  these  different  categories  ore  reflected 
by  rises  or  falls  in  the  securities  lin  that  group,  the  aarnost 
inevitable  result  is  that  people  who  study  these  things  find 
difforentials  which  a,re  excessive  and  adapt  their  policy 
accoidingly.  If  in  their  judgment,  which  may  be  quite 
wrong  the  yield  on  middle-dated  stocks  ha'.s  fivUen  too 
much  or,  on  the  other  hand,  if  it  has  risen  too  mucli,  as 
happened  when  there  were  furth'cr  bank  sales  not  so  long 
ago,  'toen  the  'thing  does  tend  to  adjust  itself.  I do  not 
think  one  can  lay  down  any  rule  about  what  doo-s  or  does 
not  happen;  all  one  can  say  is  that  excessive  movements 
in  any  direction  lin  any  particular  group  -of  investments 
attract  attention  'and  tend  to  bo  adjusted,  paat  us  not  a 
vary  sati^aotory  answer,  I am  afraid,  but  lUt  is  the  best 
I can  do. 

7903.  Chairman:  In  paragraph  4 you  call  altention  to 
something  which  you  seem  to  feel  ought  to  :be  avoided  •. — 

'•  . . and  within  eight  months  of  their  issue  Exchequer 
2 per  cent.  1960  had  fallen  by  10  points  to  90,  and 
Funding  3 per  cent.  1966-68  by  20  points  to  80," 

If  you  ore  going  to  have  a flexible  Bank  Rate  and  a 
credit  squeeze,  which  is  part  of  the  cause  to  which  you 
attribute  this,  how  can  you  avoid  this  kind  of  movement 
taking  place?  A violent  adjustment  shortly  after  the  terms 
of  issue  had  been  selected  for  'these  two  stocks  was 
obviously  highly  embarrassing,  but  how  can  you  avoid 

that? do'  not  think  you  can  avoid  it  All  wo  say 

in  our  memorandum  is : — ' 

“'In  fact,  falls  of  this  magnitude  in  newly-issued 
securities  have  at  least  temporarily  shaken  'the  confidence 
of  important  investors  . . ." 

I am  not  suggesting  that  monetary  policy  should  be  adapted 
to  the  convenience  of  .the  institutional  or  other  investors. 

7904.  Professor  S^ers:  Are  you  not  saying  that 
monetary  policy  as  it  has  been  operated  during  the  last 
years  has  in  f&ct  been  very  damaging  to  Government 

credit? In  the  general  context  of  what  was  happening 

to  the  economy. 

7905.  Professor  Cairncross:  Would  we  be  right  in 
interpreting  what  you  say  as  meaning  that  any  sudden  or 
violent  changes  in  long-term  interest  rates  would  be  bound 
to  react  on  the  Government’s  credit  with  institutional  and 

other  investors? ^Yes,  I think  that  is  a fair  inference. 

Investors  try  to  get  into  the  background  of  their  thoughts 
all  the  time  the  pattern  of  events,  the  pattern  of  cause 
and  effect,  and  any  cause  which  led  to  such  dramatic 

a$  these  is  an  every-day  event.  Falls  of  20  per 


cent,  or  more  in  British  Government  securities  are  after 

dramatic  effects.  I think  it  is  part  of  the  pattern  of 
what  is  in  Ihe  mind  of  the  investor,  and  therefore  he 
probably  romembors  it  when  he  comes  to  judge  future 
situations. 

7906.  Chairman : Sh-ould  one  deduce  from  'that  that  one 
(ou^iit  to  find  a way  of  handling  the  thing  which  did 
ifiiot  violantly  shake  the  Governmenit’s  credit  in  that  way? 

^Yes,  but  I do  nolt  sec  how  you  can.  If  they  are 

going  to  use  interest  rates  as  part  of  their  armoury  they  are 
bound  'to  inflict  these  hunts.  The  fact  is  that  these  things 
change  extremdl'y  ra.pidly.  When  Bank  Rate  as  a weapon 
was  n'dt  u.s^  in  csonjunclion  with  a credit  .squeeze,  and 
iwhon,  in  illio  old  years,  £5m.  or  £10m.  of  gold  went  out 
■and  they  puit  up  the  Bank  Rule  1 per  cent,  and  gold 
came  in  .froim  Amsierda.m,  New  York  and  Brussels  the  next 
day,  the  effect  on  the  long-term  rale  was  nothing ; Consols 
■might  move  a quarter  of  a point.  The  bill  rote  and  the 
bond  ntuto  might  change,  but  the  long-itonm  rail©  did  not. 
Therefore  in  this  new  world,  'this  painful  world  for 
investors  in  this  respect,  it  is  something  of  a novelty  to 
find  ithnit  a portfolio  which  Is  supposed  to  represent  some 
measure  of  .permanent  security  is  cajmble  of  undergoing 
such  violenit  changes.  It  is  .something  which  investors 
iromom.bcr. 

7907.  Is  not  yioatr  conumcjit  diiroctod  to  the  violence  of 

the  adju-stmemt? Yes.  Wc  .arc  merely  trying  in  this 

preamble  ito  ptiint  the  picture  a.s  it  was.  how  investors 
were  feeling,  bccau,sc  wc  thoiight  it  n>ighit  be  helpful 
to  the  Comjniillec,  It  is  not  im.plying  any  particular 
criticism  about  how  the  thing  should  or  should  not  have 
'been  done,  becau.se  I doubt  whether  .stockbrokers  would 
(be  very  much  botlor  at  doing  it  than  anyone  else. 

7908.  Profe.ssor  Cairncross:  Is  it  y-otir  view  that  the 
•action  of  the  desiring  banks  is  of  particular  importance  in 
ToktioTj  to  the  movement  of  gilt-edged  prices?  Whatever 
one  may  tiiiink  of  wihnl  happened  in  1955,  would  you 
say  that,  if  the  clearing  banks  were  known  to  be  buyers 
■and  sellers,  this  hail  ti  disproportiionale  effect  on.  gilt-edged 

'prices? it  wiviikl  depend  a -grcait  deal  on  whait  type 

of  security  was  being  liought.  If,  for  example,  they  were 
'buying  a yearling  or  somalhing  like  that,  it  would  have 
no  cfleot.  I'f  they  were  going  for  a ten  of  fifteen  year 
(bond,  it  might  have  a considerable  clleot.  Jt  would  depend 
what  kind  of  offerings  there  were.  If,  for  example,  they 
wanted  Exchequer  5J  iper  cent.,  1066,  lha.t  might  be  a 
'thing  which  woiuld  be  available,  an.'d  there  would  be  little 
effect.  If,  on  the  other  hand,  filiey  wanted  to  buy  £50m. 
of  2-i  per  cent.  Consols,  which  I do  not  'l.h.ink  is  very 
likely,  the  effect  would  l>c  eleolrdc. 

7909.  The  mere  fact  that  they  wore  net  buyers  in  some- 
thing wi'th  a life  of  more  'than  five  years  would  not  of 

itself  'have  an'y  special  significance? ^That  would 

coptalnly  encourage  invcstorTi,  but  it  is  always  known  that 
■the  banks  have  to  buy  at  the  most  awkward  momcnils  and 
they  have  to  sell  at  the  least  conveniont  time,  and  therefore 
the  elieot  on  an  investor  would  not  bo  quite  so  impressive 
as  some  other  types  of  buying  might  bo.  But  any  buyer, 
whether  iit  is  a group  of  'banks  or  insurance  companies 
or  pension  funds,  either  by  buying,  or  by  selling,  or  by 
abstention  fr^om  buying  in  cer.tain.  circumstances,  can 
influence  the  market.  As  I told  you,  'the  general  body  of 
small  investors,  if  they  suddenly  come  on,  can  have  a 
tremendous  effect. 

7910.  You  would  not  single  out  the  banks? 1 would 

not  single  out  the  banks,  ahhougb  they  can  be  very  impont- 
awt ; all  those  people  can  be  of  great  jmponlancc. 

7911.  Professor  iS’ayeri':  There  has  been  something  like 
a tradLlion  in  the  past  that  Bank  Rate  normally  goes  up 
by  1 per  cent,  and  down  by  a half  per  cent.  If  the  pre- 
sumption in  the  future  were  that  the  Bank  Rate  went  up 
by  2 per  cent,  and  down  by  1 per  cent.,  would  you  expect 
the  disturbance  of  the  'gilit-edged  market  to  be  greato 

than  it  used  to  be? People  would  probably  be  much 

more  cautious  before  they  bou^t.  They  might  buy  wth 
greater  enthusiasm  when  Bank  Rate  was  7 per  cent.,  but 
■they  would  be  very  careful  aboU't  bwing  when  it 

5 per  cent,  if  they  thought  there  was  7 per  cent,  waiting 
for  ithem. 

7912.  Chairman:  In  paragraph  15  you  refer  to  official 
operations  by  the  authorities  which  you  categorise  in  two 
mainforans: — 
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“ (a)  Sailing  stock  off  tihe  Deparbmenits’  poiitfolios, 
e.g.  stocla  Mceailtly  issued  and  atfiil  held  by  lihetm, 

(Z>)  Purchase  of  the  next  maturity  against  sales  of 
other  stocks  probably  short  dated.” 

Then  you  say : — 

“ These  openatiions  and  the  manner  in  which  they  are 
conducted,  have  become  tiho  predoiminanit  (technical 
factor  affecting  the  behaviour  of  the  gilt-edged  market.” 
Do  you  mean,  by  that  th'at  it  is  the  level  of  rates  set  by 
the  current  offerings  of  the  stocks  which  are  still  in  the 
Departmen'ts’  hands  which,  really  determine  the  gilit-edged 

market’s  aitititude  towards  yields  generally? ^In  most 

carcumstenoes  I should  say  yes.  But  obviously  where  all 
the  other  ocmditions  are  unfavourable  and  there  is  no 
demand  for  the  stock  at  all,  and  the  economic  situation 
deteriorates  oritically  between  the  time  of  issue  and  the 
time  (if  oonteimpla't^  punchase,  then  it  would  not  be  true 
to  say  that.  I must  say  oruce  more  that  this  is  only  a 
personal  view ; these  are  very  difficult  questions  to  answer. 

7913.  I appreciate  that;  on  the  other  hand  this  is  the 

Council  of  the  Stock  Exchange’s  memorandum  and  I 
want  to  he  sure  I understand  what  they  are  wanting  to 
tell  us? am  quite  happy  about  answering  that  ques- 

tion ; it  is  just  that  the  general  range  of  questions  is 
extremejy  difficult,  and  does  not  in  all  cases  entirely 
arise  from  what  we  have  written.  I am  answering  the 
questions  to  the  best  of  my  ability ; \ do  not  pretend 
they  are  very  clever  answCTS. 

7914.  Professor  Cairncross:  In  paragraph  20  you  say; 

" tap  stocks  were  sold  at  rising  prices  up  to  the  very 
eve  of  the  raising  of  the  Bank  Rate  to  7 per  cent.”  ; that 
was  last  September.  Is  that  intended  to  imply  that 
anything  untoward  had  been  in  progress  before  Bank 
Rate  went  up  to  7 per  cent.?  Does  this  give  expression 

to  a grievance  of  the  Stock  Exchange? 1 would  not 

say  a grievance.  It  is  merely  a perfectly  straightforward 
Observation  that  the  taps  were  operating  up  to  the  eve 
of  this  dramatic  change  in  Bank  Rate.  Tliat  did  in 
fact  mislead  a great  number  of  people,  I have  no  doubt 
not  intentionally. 

7915.  Chairman : That  is  consistent  with  what  you  said 

in  your  previous  paragraph,  that  it  really  sets  the  pattern 
for  the  gilt-edged  market? ^Yes. 

7916.  Professor  Cairncross-.  You  feel  this  is  inevitable 
in  conditions  in  which  the  Government  bro'fcer  may  have 

to  be  in  the  market  all  the  time? Of  course  the 

Government  do  make  certain  exceptions ; they  never  for 
example  deal  on  a Thursday  morning. 

7917.  Chairman:  That  is  rather  a short  period? 

Quite,  but  it  is  just  something  that  does  not  happen ; it 
shows  that  they  are  aware  there  might  b©  hazards  for 
the  people  they  are  dealing  with.  I do  not  think  anybody 
complains  about  it,  because  the  market  Is  there  to  make 
prices.  If  they  have  commitments  in  £lm.,  £5m.  or  £10m. 
stock  and  something  happens,  of  course  it  Is  very  unfor- 
tunate for  them.  Certainly  on  this  occasion  the  market 
was  caught  very  much  on  the  wrong  foot ; probably  if 
there  had  not  been  these  sales  right  up  to  the  last 
moment  they  might  not  have  ben  caught  on.  the  wrong 
foot.  There  is  no  complaint  about  it ; it  is  just  a 
statement  oi  fact. 

7918.  Professor  Cairncross:  Would  you  think  it  prefer- 
able that  Bank  Rate  should  be  changed  not  at  stated 
intervals  or  on  specific  days  of  the  week  but  from  time 

to  time? ^I  can  only  guess,  because  it  is  before  my 

time ; hut  I imagine  the  present  method  must  have  lasted 
since  1694,  and  has  appeared  to  be  satisfactory  in  prac- 
tice. To  live  constantly  under  the  shadow  of  j»ssible 
Bank  Rate  diange  would  be  very  harmful  to  business,,! 
shoul4  think  myself ; the  devil  you  know  is  better  than 
the  devil  you  do  not. 

7919.  Professor  Sayers:  In  paragraph  27  you  say : “The 
overseas  investor  is  not  at  present  a major  factor  in  the 

gilt  edged  market.”  Is  that  true  of  the  last  year? 

I think  directly  it  is  probably  true.  Of  course  there  is 
no  doubt  that  the  5i  per  cent.  Funding  Stock  has  appealed 
to  some  non-resident  funds  ; but  where  money  is  attracted 
from  overseas  as  a temporary  measure,  it  would  go  into 
the  discount  market.  It  might  well  spill  over  from  that ; 
the  discount  market  might  find  they  were  short  of  bills 
and  long  of  money,  and  they  might  then  go  and  buy 


a .bond  and  that  once  mor^  on  the  basis  of  this  shunting 
which  the  Chairman  mentioned,  going  from  category  to 
category,  might  go  right  through  the  list  a little,  I do 
not  know  what  the  operations  ^ some  of  the  oil  sheikhs 
are;  it  may  be  that  they  are  large  investors  from  time 
to  time.  But  taking  it  by  and  large,  there  is  no  evidence 
to  show  the  foreign  investor  is  keenly  interested  in  gilt- 
edged  stocks  at  present. 

7920.  In  saying  “ the  last  year  ” I was  deliberately 
taking  in  the  last  few  months  beifore  19th  September. 
Was  there  no  noticeaible  pressure  of  sales  by  the  overseas 

investors  in  that  period? do  not  think  that  there 

was.  In  so  far  as  they  were  mobile  I thirdc  they  had 
already  moved. 

7921.  In  spite  of  Mr,  Keswick’s  evidence  before  the 

Parker  Tribunal? Yes,  I should  have  said  so.  I 

think  that  was  a special  case.  Mr.  Keswick,  as  I under- 
stood the  evidence,  applied  a certain  amount  of  personal 
pressure  and  appealed  to  patriotic  feeling  to  stop  people 
doing  something  which  in  fact  they  had  b(sen  wanting  to 
do  for  a long  time,  but  I would  not  like  to  be  at  all 
specific  about  that 

7922.  In  jfhe  last  year  overseas  central  banks  and  cur- 
rency boards  are  believed  to  have  unloaded  a certain 
amount  of  gilt-edged  securities  in  the  market.  Would  they 

be  all  ^ort-dated  bonds? 1 should  have  thought  as  far 

as  possible,  yes.  I could  not  say  whether  individual  cur- 
rency boards  might  not  have  got  loaded  up  rather  far 
ahead.  Anyone  who  was  likely  to  want  to  disinvest 
would  probably  have  stayed  as  near  to  the  shore  as  he 
could ; .but  these  are  matters  beyond  my  knowledge. 

7923.  Chairman : Then  we  come  to  your  section  4.  Do 
you  consider  that  it  would  be  feasible  for  nationalised 
industries’  borrowings  to  be  launched  on  their  own  credit? 

1 should  have  thought  it  was  a very  difficult  task  at 

present. 

7924.  I was  not  asking  exactly  on  the  situation  at  the 

moment.  Is  it  that  the  amount  of  their  'borrowing  would 
be  inconvenient  in  general,  or  that  the  security  they  could 
offer  would  be  unsatisfactory  unless  supported  by  govern- 
ment guarantee? Mr.  Althaus : I should  say  the  answer 

to  the  second  part  is  yes  ; and  of  course  the  amounts  likely 
to  be  needed  under  their  expansion  schemes  and  so  on 
would  be  so  large  'that  they  would  .be  beyond  the  resources 
of  the  ordinary  issuing  m'achiinery,  wihich  can  possibly  take 
care  of  amounts  'Up  to  £50m.  or  ipossibly  £100m.,  but  no.t 
more  I should  have  thought. — Mr.  Greenwdl : It  is  quite 
out  of  the  question  for  Idle  natiomaiised  ind.usiiriies  to  come 
to  the  market  like  an  ordinary  industrial  company,  because 
we  have  not  yet  got  a yardstick  for  measuring  whether  they 
work  at  a rprofft  or  not.  There  could  'be  such  a yardstick, 
hut  it  is  not  in  existence  for  people  to  see.  TOere  is  not 
the  machinery  in  'the  nationalised  industries  to  make  ii,em 
autonomous  borrowers ; it  would  have  t'O  be  created. 
They  could  not  borrow  apart  from  Government  peimis- 
sion  ; all  sorts  of  questions  have  to  'be  settled,  as  to  whether 
they  are  'going  to  get  the  capital  or  not  going  to  get  the 
capital,  and  all  sorts  of  other  questions,  I should  have 
thought  that  (they  clearly  could  not  go  to  the  market  as 
autono'mous  borrowers  at  the  moment.  I do  not  think  that 
size  would  necessarily  militate  against  them  coming  to  the 
nnarket  through  other  channels  than  at  present.  We  have 
not  had  much  expenience  of  foreign  government  loans  in 
t'he  market  -on  any  big  scale;  but  I 'think  the  size  could 
be  managed  toy  a consortium  lof  the  issuing  banks.  What 
determines  whether  the  size  is  to  be  big  or  not  is  the 
investor,  and  I think  the  investor  would,  like  to  be  able  to 
say  that  he  had  invested  in  railways,  dectricity,  gas  and 
so  on  again,  which  'he  cannot  do  today. 

7925.  It  would  restore  diversity? ^It  would  restore 

diversity  and  make  aJloW'once  for  people’s  likes  and  dis- 
likes. Perhaps  it  would  toe  a long  business  to  do,  tout  I 
think  it  is  possible  that  if  investors  'Were  given  a chance  to 
invest  in  t'his  type  of  activity  again  they  would  like  to  do 
it.  Undesirable  things  might  happen ; the  credit  of  the 
railways  might  appear  to  be  better  than  electricity,  or 
vice  versa ; but  that  always  was  so.  I think  dt  would  be 
possible  that  it  could  happen. 

7926.  Professor  Cairncross:  When  the  nationalised 
industries  financed  themselves  in  .the  .gilt-edged  market, 
were  their  issues  at  a price  in  line  with  that  of  direct 

Government  issues? Mr.  Greenwell:  Entirely. — Mr. 

Althaus:  They  were  Government  guaranteed  stocl^. 
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7927.  In  tile  case  of  local  authorities  is  there  not  a 

difference  in  .the  yield  'basis? Mr.  Greenwell:  Yes; 

it  arises  partly  out  of  sentiment  and  partly  on  grounds  of 
marketability.  Naturally,  with  an  English  borough  which 
has  a comparatively  small  debt,  its  securities  are  very 
tightly  held  by  ^people  who  live  in  the  borough  and  like 
the  borough  ; so  there  is  a narrow  market  and  the  price 
tends  to  be  lower  for  that  reason.  It  could  be  higher  for 
that  reason,  but  it  tends  to  be  lower  because  of  unmarket- 
ability.  Some  boroughs  appear  better  to  outsiders  than 
others  ; some  counties  appear  financially  more  stable ; but 
essentially  it  is  all  the  same. 

7928.  It  is  not  the  fear  of  their  not  meeting  their  obliga- 
tions?  Mr.  Greenwell:  No,  not  at  ail.  It  is  sentiment 

and  'marketability.— Mr.  Althaus:  I agree.  On  the  point 
of  fear  of  defaxilt,  there  was  a time  when  the  West  Ham 
Corporation  took  a different  view  about  its  obligations 
and  the  Ministry  cracked  down  on  them  and  took  over 
at  once. 

7929.  Professor  S^ers:  There  was  no  default? No, 

but  that  was  their  intention,  as  far  as  I recollect,  and  it 
was  when  the  risk  that  something  of  that  kind  might 
happen  arose  that  the  Ministry  intervened. 

7930.  Professor  Cairncross:  Recollections  of  that  have 

no  influence  on  tije  yields  of  local  authority  stocks? 

No,  none  whatever. 

7931.  Professor  Say  err:  Would  there  not  seem  to  be 
therefore  some  advantage  from  the  point  of  view  of  public 
au^orities  and  local  government  authorities  borrowing 
entirely  throu^  the  central  Government,  if  there  is  this 

slight  ^fference  due  to  lack  of  marketability? ^I  suppose 

there  might  be  from  the  Government’s  point  of  view,  but 
I dare  say  the  bonower  would  prefer  to  preserve  has 
identity  if  he  could.  Those  who  have  'good  cr^it  will  not 
necessarily  want  to  cloak  that  by  going  to  the  central 
authority.  It  is  one  of  these  problems  that  arose  ovw  local 
loans  and  so  on,  but  I do  not  think  that  any  of  these 
corporations  are  really  keen  on  submerging  themselves,  as 
far  as  il  know.  They  are  proud  of  themselves ; I think 
they  run  their  business  extraordinarily  well,  and  they  are 
prepared  to  stand  up  to  the  test  of  the  market. 

7932.  Chairman:  When  you  begin  to  deal  'With  the 
question  of  local  authorities’  borrowing  you  say:  — 

“Owing  to  the  enormous  increase  in  their  capital 
requirements,  corporations  and  local  auffiority  borrowing 
has  now  become  a major  factor.” 

You  do  not  want  us  to  understand  by  that  ffiat  there  are 
currently  a great  many  very  large  demands  upon  your 

market,  do  you? ^No.  They  would  like  to  if  they  could. 

There  is  a large  queue  of  borrowers  at  the  Bank  of 
England,  and  from  time  to  time,  when  the  general  con- 
dition of  &e  market  appears  to  warrant  it,  the  Bank  of 
England  gives  authority  for  an  issue  to  be  made.  There 
is  a goieral  understanding  that  the  terms  must  be  agreed 
so  that  there  shall  be  as  little  interference  with  or  damage 
to  the  orderly  marketing  of  securities  as  may  be ; it  oould 
be  that  in  a competitive  market  one  municipality  might 
offer  terms  just  a quarter  or  a half  per  cent,  too  dear, 
or  five  years  or  two  years  t'OO  long,  and  that  might  bring 
the  whole  galit-edged  market  to  a Stop.  Oddly  enou^  if 
a municipal  loan  is  a failure  it  acts  as  a damper ; in  that 
sense  municipal  borrowing  has  a great  influence  in  the 
market 

7933.  'Who  settles  the  terms  for  each  intending  corpoca- 

tion  borrower;  its  own  issuing  house? Yes,  its  own 

issuing  house ; but  the  issuing  house  is  not  entirely  free. 
They  must  confer  with  the  olficdal  representative,  that  is 
the  Government  broker,  to  agree  the  general  basis  and  to 
get  the  Bank’s  authority.  The  Governmen't  broker  is  our 
go-between.  He  will  say:  “ You  can  now  go  on  Thursday 
wedc  if  you  are  ready,  and  if  you  and  your  people  still 
want  to;  rwhat  terms  are  you  thinking  of?”  Then  the 
general  'basis  of  offering  is  agreed  with  the  Government 
broker. 

7934.  The  Government  broker  is  acting  on  'behalf  of  the 

Bank  of  Engl'and? ^Yes. 

7935.  He  keeps  a list  of  intending  applicants? -Yes. 

7936.  At  that  stage  the  actual  proposed  terms  are  not 

part  of  the  hst? ^They  are  a matter  for  negotiation. 

Pnacticaly  all  these  issues  are  done  by  brokers,  hardl'y  ever 
in  my  other  way.  The  tentative  terms  are  first  agreed 
between  the  borrower  and  the  broker.  That  will  involve 
fhiTigR  which  do  not  reafiy  affect  the  market,  such  as  the 


spread,  what  expense  ratio  there  is  to  be  and  so  on,  which 
indudes  the  stamp  duty  and  underwriting  costs  and  so  on. 
The  basic  proposition  which  will  come  before  the  public 
in  the  prospectus  must  'be  acceptable  to  the  central  autho- 
rity. I would  not  suppose  that  they  would  say  that  half 
a point  here  or  there  was  more  latitude  than  they  were 
prepared  to  grant ; but  the  final  tenms  agreed  with  ■the 
authority  wM  be  very  close  to  the  ones  which  are  accept- 
able to  the  Bank  of  England. 

7937.  Does  the  time  at  which  you  get  out  of  the  queue 
depend  on  the  terms  you  want  to  borrow  on  being  more 

or  less  acceptable? No,  not  at  all.  Place  in  the  queue 

depeU'ds  on  a variety  of  factors ; and  there  would  be 
considerable  priority  for  someone,  for  example,  who  had 
a maturing  loan.  There  must  be  scores  of  wouid-ibe 
borrowers  on  the  list ; I could  not  say  how  rnany. 

7938.  Professor  Sayers:  Is  not  the  queue  generally 

known  in  the  market  to  be  very  long? Yes. 

7939.  Has  it  not  been  continuing  for  a very  long  time 

now? Yes. 

7940.  Has  not  its  existence  been  a “ bear  ” factor  all  the 

time  in  the  market? A restraining  factor  rather  than  a 

“ bear  ” fiiotor,  I should  say. 

7941.  It  has  continually  been  a factor  preventing  the 

market  from  rising  far? 1 do  not  think  it  is  entirely 

so,  because  if  the  trend  of  the  market  is  all  right  then 
a loan  probably  is  likely  to  achieve  success  and  not  to 
clutter  the  place  up.  It  is  when  there  is  just  a margin 
of  doubt,  which  might  arise  either  from  the  terms  or 
from  general  uncertainty,  such  as  bad  news  in  the  paper 
overnight  or  any  one  of  a thousand  things,  that  that  just 
disturbs  the  very  tiny  margin  between  success  and  failure. 

It  is  only  a tiny  margin  ; the  thing  is  eifiher  a great  success 
or  a dismal  failure. 

7942.  But  the  long  continuance  of  this  great  queue  sug- 
gests there  have  not  been  very  many  times,  or  not  very 

long  times,  when  .the  queue  could  be  unloaded  a bit? 

I think  that  is  probably  right.  They  are  anxious  for  them 
to  come  as  fast  as  they  can,  but  then  along  comes  £20m. 
New  ifealand,  or  £50m.  or  £60m.  f'OT  l&eli ; they  all 
affect  what  is  going  to  be  practicable  in  the  gilt-^ged 
market. 

7943.  Chairman:  How  many  local  authority  borrowmgs 

have  been  let  loose  in  the  last  six  months ; four? 

think  a littile  more  than  four,  but  not  many ; about  half  a 
dozen.  I cannot  quite  tie  it  down  in  terms  of  time,  but 
iQiey  are  fairly  mo<^  in  number. 

7944.  And  cme  borrower  can  always  get  put  back  by 
some  other  kind  of  barrower  having  priority,  as  you  say? 
— — One  of  the  factors  restraining  municipcifties  has  been 
the  penal  rate  from  thedr  point  of  view.  They  have  gone 
to  great  lengths  to  borrow  seven-day  money  at  7 per  cent, 
and  things  Ike  that,  whidi  is  obviously  not  an  entirely 
healthy  state  of  aff^.  Th«-e  is  always  the  mortgage 
market  as  an  alternative.  Investment  there  also  is  obviously 
Hmited ; if  the  nate  is  ri^t,  the  money  is  probably  there, 
but  the  municdpalities  have  been  unwilling  to  commit  thwn- 
selves  ^ twenty  years,  which  is  really  what  the  lenders 
have  wanted,  at  6 per  cent,  or  more.  That  is  partly  why 
everything  has  been  gummed  up,  and  why  there  has  been 
this  tremendous  amount,  which  some  people  say  is  as 
much  as  £70toi.,  lioose  in  seven-day  money. 

7945.  You  say  in  paragraph  40 : “ Corporation,  and  local 
afuthorilty  financing  is  at  the  present  time  one  of  the  most 
imporCant  problems  affecstiing  the  gilt-edged  market.”  One 
'therefore  wants  to  see  what  posable  aOitemotives  to  putting 
them  on  the  gilt-edged  market  there  are.  One  pcn^bility 
which  you  menition  is  the  system  of  borrowing  by  tender. 

Who  uses  tender  today? ^Water  companies ; I do  not 

think  anyone  else  at  ail.  The  tender  system  was  probably 
■wry  appropriate  for  Hnall  borrowing  but  quite  possibly 
not  for  large.  In  view  of  this  difficulty  we  suggested 
that  other  methods  might  be  examined.  For  example,  the 
kind  of  thing  which  might  happen  is  that  the  permissible 
discount  on  the  issue  of  stock  might  be  widened  so  that  a 
municipaMty  could  issue  a 3i  per  cent  stock  at  80,  as  ffie 
Government  did  in  two  instances.  That  might  app^  to 
funds  which  assess  their  yield  on  the  net  bMS.  A large 
number  of  these  municipal  loans  are  written  by  insurance 
offices  ; most  of  the  insurance  funds  are  net  funds,  and  they 
are  not  really  keen  investors  in  these  sort  of  things.  Or 
there  mi^t  be  a consortium  of  small  municipalities,  to  get 
•them  out  of  the  way ; or  we  might  revert  to  the  issue  of 
local  loans.  We  might  have  aU  sorts  of  ingenious  thinpa 
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like  rate-aDDipounded  loans.  Bilt  I do  not  think  in  the 
end  that  we  are  going  to  get  away  from  the  faot  that 
there  are  not  enough  savings  to  enable  these  people  to 
oome  in  in  a steady  stream. 

7946.  How  do  you  handle  an  issue  by  trader?  Is  it  done 

throu^  the  broker? Yes  ; I have  very  little  experirace 

of  this  technique. 

7947.  It  works  satisfactorily? ^Yes,  but  they  are 

rather  modesit  amounts,  and  a tenderer  does  not  know 
whether  he  is  going  to  get  invested.  The  borrower  knows 
waithdn  feute  that  he  is  going  to  get  the  best  possible  price, 
because  if  die  broker  does  not  get  him  the  best  price 
possible  he  is  not  going  to  be  used  again.  I doubt  whether 
the  tender  method  would  really  achieve  anything.  There 
would  still  be  stock  overhanging  the  market,  whichever 
way  one  did  it.  We  suggest  examining  these  methods  be- 
cause they  may  be  some  help  to  the  problem,  but  basically 
the  thing  is  that  ±ere  is  not  raough  money  for  aU 
candidates. 

7948.  Professor  Sayers:  You  use  the  term  “orderly 
markeiling”  in  paragraph  37  in  relation  to  the  queue. 
That  ffi  presumably  not  your  phrase ; you  are  quoting  some- 
thing there? — Yes. 

7949.  When  the  queue  is  a very  l<mg  queue  for  a very 
long  time,  it  is  not  possable  to  argue  that  ite  purpose  is 

to  secure  orderly  marketing? ^That  is  the  daim ; and 

I think  in  fact  that,  if  one  threw  all  these  borrowers  on 
the  market  they  would  possibly  all  get  the  money,  but 
it  md^t  be  at  10  per  cent,  or  15  per  cent.  If  it  Is  in  the 
interests  of  the  Govemiment  to  keep  rates  at  a certain  level 
they  will  not  do  it  by  having  constant  offerings  of  fixed 
interest  securities  on  the  same  basis.  They  all  fail  after  a 
ceatadn  point. 

7950.  It  is  a miatKer  of  proteotion  of  the  existing  level 

of  gilt-edged  prices? ^Yes. 

7951.  Professor  Cairncross:  In  paragraph  43  (1)  you 
say:  “ there  is  great  dffioulity  in  the  marking  of  securities 
of  companies  with  balance  sheets  totalling  under  £250,000.’’ 

Is  the  figure  of  £250,000  intended  precisely? Mr. 

Gnenwell : No  ; it  is  just  that  it  is  more  difficult  to  market 
small  amounts  than  large.  It  gives  rise  to  scandals  very 
bifltra  ; one  has  to  have  an-  initroducttioo,  one  cannot  spread 
the  thing  widely  enough  to  begin  with,  and  if  it  is  good 
not  enough  people  get  die  shares. 

7952.  It  is  not  just  the  cost  you  have  in  mind? ^Not 

entirely  ; it  ^ves  rise  to  these  positions  that  one  sometimes 
gets  when  a share  is  introduced  to  the  Stock  Exchange, 
because  it  is  too  small  to  put  on  a pr-og>ectus  to  the  public. 
One  has  to  find  some  means  of  getting  it  to  somebody. 
Whoever  gets  it  has  an  immediate  profit,  perhaps ; when 
they  do  it  is  oonsideirable,  and  when  they  do  not  it  is  not. 
In  any  case  it  is  expensive. 

7953.  Companies  wth  'balance  sheets  totalling  £250,000 

might  be  able  to  get  private  placing  of  their  shares.  You 
are  speaking  here  of  marketing  on  Stock  Exchange  quota- 
tions?  ^Yes;  placing  is  not  really  our  business.  Our 

business  is  to  deal  in  shares  that  are  quoted  rather  than 
ones  that  are  not  In  fact  we  do  deal  occasionally  in 
stocks  and  diares  (before  they  are  quoted ; for  example,  the 
capital  for  commercial  televisicsi  had  to  be  raised  privately 
because  it  was  t-oo  speculative  to  do  otherwise.  But 
broadly  speaking  we  do  not  concern  ourselves  until  the 
thing  is  ripe  for  proper  quotation. 

7954.  What  -would  the  figure  have  -been  here  before  the 

war? ^Approximately  the  same,  I should  think. 

7955.  In  money  terms? -I  should  have  thought  so, 

yes. 

7956.  In  that  sense  you  are  able  to  market  securities  in 

smaller  companies  now  than  you  did  before  the  war? 

Because  there  -is  a change  in  the  value  of  money,  yes.  In 
fact  there  was  a great  deal  more  marketing  of  sm^er 
amounte  than  that.  It  was  done,  and  led  to  scandal,  and 
had  to  be  stopped,  in  various  periods  of  Stock  Exchange 
activity  ; just  'brfore  1929,  f-or  instance,  undoubtedly  a large 
number  of  -small  companies,  that  ought  not  to  have  seen 
the  light  of  day,  did.  Now  it  is  made  very  much  more 
difficult  for  those  propositions  to  get  into  the  form  in 
which  they  are  dealt  with  on  the  Stock  Exchange. 

7957.  You  have  tightened  up  the  regulations? -Very 

much  indeed. 

7958.  You  do  not  see  any  way  round  fliis?  There  is 
bound  to  be  difficulty  dealing  in  the  shares  of  small  com- 


panies?  If  you  have  in  mind  the  question  of  issuing 

small  amounts  of  capital  for  small  oompanies  on  the  Stock 
Exchange,  I would  not  entirely  regard  it  as  a difficulty. 
There  is  a type  of  security  which  is  probably  better  not 
dealt  in  on  the  Stock  EjKhange  from  the  point  of  view 
of  the  protection  of  the  invest-or. 

7959.  You  refer  to  the  I.C.F.C.  and  you  suggest  there  is 
room  for  expansion  in  th'is  field.  I am  not  clear  what  you 
mean  by  expansion  ; would  you  like  to  see  other  institutions 
compete  with  I.C.F.C,  or  the  I.C.F.C.  iteelf  doing  m-ore 

business? ^We  feel  that  the  principle  of  the  I.C.F.C.  is 

'a  good  one ; it  is  a pr-oteation  to  the  public,  and  a help  to 
the  small  buain,ess  man  in  getting  his  business  from  a one- 
man  -business  into  its  final  stage.  There  is  always  the 
type  of  person  who  comes  to  us,  and  we  advise  him  to  go 
to  I.C.F.C.  as  the  first  step ; he  may  be  somebody  with 
£50,000  or  £60,000,  and  wanting  £100,000.  We  had  not 
thought  out  anything  very  constructive  when  we  wrote 
those  phrases. 

7960.  Do  the  clients  to  whom  you  give  that  advice  come 

back  satined  or  dissatisfied? would  say  they  are  satis- 

fied, although  they  often  do  not  come  back  to  thank  us! 

I have  never  heard  of  anybody  being  dissatisfi^  with  that 
advice.  That  is  always  a very  dangeroia  stage  for  a man 
who  has  worked  a business  up  himself,  when  he  wants  to 
borrow  -more  money  and  he  will  not,  or  cannot,  go  to  his 
bank.  That  is  the  moment  when  be  can  get  into  wrong 
hands,  hi  a srase  he  has  got  to  take  a partner.  He  is  a 
man  who  has  needed  to  know  nothing  at  all  about  finance, 
and  he  may  get  into  difficulties. 

7961.  It  IS  very  important  to  see  what  can  be  done  about 

these  people  at  that  stage  in  their  business  career.  I had 
the  impression  that  a large  number  of  people  who  would 
have  liked  money  and  were  recommend^  to  I.C.F.C.,  were 
not  successful  in  indudag  I.C.F.C.,  to  put  up  money, 
although  they  might  have  had  reasonable  prospects  in 
present  circumstances.  I wondered  whether  that  affected 
your  (belief ; whether  you  thought  that,  if  there  were 
some  competition  and  the  man  could  go  to  an  alternative, 
he  might  persuade  one  man  where  he  failed  to  persuade 
the  other? -That  is  a very  Hg  question.  I have  abso- 

lutely D.O  doubt  tihat  there  are  plenty  of  other  sources ; 
what  fliey  are  it  is  not  my  business  to  know,  and  I do  not 
know,  but  I have  not  any  doubt.  People  are  getting  loans 
today  which  they  cannot  get  either  from  banks  or  insurance 
oompanies ; an  emtdrely  new  lot  of  people  are  doioig  loans 
even  on  house  property. 

7962.  At  very  high  rates  of  interest? ^Yes,  naturally. 

I imagine  that  in  the  same  sort  of  way  people  who  find  they 
axe  turned  d-own  by  the  I.C.F.C.  can  and  do  go  elsewhere. 

7963.  Would  you  agree  that  the  people  who  come  to 
you  with  a capital  of  under  £250,000  are  not  dways  very 

knowledgeable? ^Usually  they  are  the  reverse  of 

knowledgeable. 

7964.  They  may  not  know  who  to  go  to.  Their  banker 
is  the  first  person  they  would  approach  ; but  if  they  want 
fixed  long-term  capital  the  banker  might  not  be  prepared 
to  give  them  what  they  need.  The  I.C.F.C.  would  be 
the  next  institution  -to  recommend  them  to.  After  that 
is  there  very  much,  apart  from  institutions  that  lend  on 
onerous  terms  and  might  not  really  be  designed  for  this 

purpose? That  is  the  position  as  I see  it.  Of  course, 

there  have  been  people  who  have  managed  to  get  over 
that  difficulty  long  before  there  was  any  I.C.F.Q  There 
was  the  classic  instance  of  Lord  Nuffield,  who  at  one  tt'-rrn» 
made  the  jump  from  bicycles  to  a motor  firm.  He 
never  came  near  the  City  until  much  later. 

7965.  Taxation  was  rather  lower  then ; it  is  more  diffi- 
cult nowadays  to  indulge  in  self-financing? 'Possibly ; 

but  I am  nevra  quite  prepared  to  concede  that  point. 

7966.  Chairman : Do  you  think  Lord  Nuffield  received 
help  from  the  class  of  investor  with  an  annual  surplus 

income? ^Yes,  I think  he  did.  I know  one  or  two 

of  the  investors. 

7967.  He  would  find  the  money  because  he  had  local 

contacts,  and  he  was  a young  man  with  an  idea. 

Yes ; and  he  found  fixed  capital  too,  because  he  never 
lost  -any  of  his  equity. 

7968.  Do  you  find:  with  these  people  who  come  to  you 
wanting  more  money  that  one  of  their  great  fears  is 
that  if  they  get  more  money  they  may  lose  part  of  their 

control? Yes,  very  frequently.  That  is  almost  the  first 

thing  in  the  mind  of  a man  who  has  built  up  Ms  own 
business. 
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7969  If  I liRve  understood  you,  in  the  case  of  the 
small  companies  there  is  a difflcuity  that  if  you  are  going 
to  put  their  shares  round  you  will  have  trouble  on  the 
basis  of  allotment;  and  also  you  could  not  generate  a 

free  market? ^That  is  another  thing.  It  can  lead  to 

undesirable  results  in  many  ways. 

7970.  Professor  Cmrncross:  In  your  experience,  do  you 
think  toe  insurance  companies,  the  investment  trusts  and 
other  institutions  do  provide  substantial  suras  for  small 

^Insurance  companies  I would  say  not.  _ One 

of  ie  many  things  governing  insurance  companies  is 
they  dislike  intensely  being  in  a position  where  they  mi^t 
ever  have  control  of  a company.  They  avoid  that 
deliberately,  as  a matter  of  policy,  I expect  instances 
could  be  cited  of  an  insurance  company  doing  that,  but 
I doubt  if  they  would  take  the  equity  of  a small  com- 
pany. Somefenes  they  do,  if  there  are  specaal  reasons, 
but  broadly  speaking  they  prefer  not  to. 

7971.  You  rbinV  it  would  be  more  normal  that  they 
would  take  a block  of  shares  giving  them  10  per  crat. 

or  20  per  cent,  interest  in  the  company? ^Yes;  they 

would  not  like  a big  interest. 

7972.  Professor  Sayers:  Is  the  Government  broker  your 

sole  channel  of  communication  with  flie  monetary  autho- 
rities?  Mr.  Althaus:  I think  the  Chairman  of  the 

Council  always  has  access  to  the  Governor  of  the  Bank 
of  England ; and  one  of  the  Deputy  Chairmen  keeps  in 
regular  contact  with  the  Bank  of  En^and  on  any  material 
points.  But  if  I wanted  to  make  an  issue  for  somebody 
(not  only  an  issue  for  a municipality  but  any  sort  of 
issue),  I would  want  to  sed:  the  approval  of  the  audiori- 
ties ; and  if  Mr.  Greenwell  were  handling  an  mdustrial 
issue  he  would  want  to  be  on  the  right  side  of  the  autoon- 
ties  over  the  time  of  issue.  We  should  do  that  with  the 
Government  broker. — Mr.  Greenwell:  More  thm  that, 
we  have  to  have  permission.  We  must  go  to  the  Govern- 
ment broker  for  our  place  in  the  queue.  If  we  do  an 
industrial  issaie,  as  we  are  doing  at  this  moment,  we  must 
go  to  the  Govenmient  broker  and  say : “ We  wish  to  raise 
f?,rp,  or  £3m.  on  debenture  for  a limated  company ; here 
is  our  time  table,  will  yon  approve  k?”  It  is  a^roved 
for  say,  today.  We  are  not  aware  that  New  Zealand 
may  be  coming  into  the  market  for  £20  million  the  same 
day ; we  are  given  our  place  in  the  queue.  It  is  n^  a 
place  in  the  queue  in  a sense,  because  the  queue  is  a 
queue  of  craiporartion,  GovemmeDJt  and  colonial  Iwanrowers, 
anii  tJie  industrial  requiremenite  have  to  be  fitted  in  on  top 
of  that.  IndiUstnial  requirements  sometimes  are  more  and 
sometimes  less  iir^iortant  from  the  point  of  view  of  the 
Government  brdcer. 

7973.  Would  the  contact  of  the  Chairman  and  Deputy 
Chairman  of  the  Council  of  the  Stock  Exchange  with  the 
Govemcff  of  the  Bank  of  England  be  limited  to  matters 


of  the  rules  of  the  Exchange,  practice  on  the  Exchange 
and  so  on,  or  would  their  (Hussions  have  a wider  field? 

Mr.  Morley : They  would  be  on  general  policy,  but  not 

monetary  policy. — Mr.  Althaus : On  any  matters  of  interest 
to  the  Qrty. 

7974.  'Do  you  mean  that  Stock  Exchange  opinion  about 
the  way  the  Government  is  oondnicting  its  business 
generally  Tnight.  be  represented  quite  infoimally  through 

this  chanael? Mr.  Morley:  It  might  be,  but  I do 

not  ib,inV  aay  soich  representations  have  bera  made ; I 
think  it  is  more  on  day-to-day  matters. 

7975.  Otherwise  it  is  all  done  through  the  Government 

broker? Mr.  Greenwell:  Yes. 

7976.  It  is  a matter  of  geftting  approval,  not  merely  a 

matter  of  discussing? M far  as  timing  is  concerned  it 

is  a quesfitMi  of  the  approvd.  of  the  Government  broker. 
So  fej  as  terms  are  concerned  it  is  a quesitatwi  for  the 
C.I.C  We  have  two  fences  to  gat  over. 

7977.  Chairman:  Is  it  in  fact  a standing  conditioD 
of  the  CJ.C.  appiovd  that  you  should  get  the  Govern- 
ment broker’s  approval  of  your  date  of  issue,  or  is  that 

not  applied  to  industrial  issues? ^The  two  things  are 

both  necessary ; as  to  which  comes  first,  I would  have 
thought  one  cleared  the  C.I.C.  first  before  one  wasted 
the  time  of  the  Goveimment  broker  asking  for  a date. 

7978.  Does  the  CJ.C.  make  a standing  rule  when  giving 
approval  that  you  have  to  clear  your  date  of  issue  with 

the  Government  broker? 1 oright  to  know  the  answer 

to  that  o&and ; I would  have  thought  that  was  one  way  it 
happened. 

7979.  If  there  is  a C.I.C.  condition,  what  happens  to 
you  if  you  do  not  get  the  Government  broker’s  approval? 

^That  has  not  arisen,  because  this  is  not  under  our  own 

nfies ; it  is  purdy  permissive.  Thae  are  very  few  people 
about  who  like  doing  things  that  upset  the  Government 
broker ; I do  not  think  jt  would  be  ^>od  business  to  do  it. 
You  might  be  f'Orced  to  do  iit  by  a particulairly  violent 
borrower. 

■ 7980.  Professor  Sayers:  Had  not  the  queue,  and  the 
business  of  agreeing  a date  with  the  Govenuneait  broker, 
already  come  into  existence  before  1939  for  some  issues? 
Mr.  Althaus : It  certainly  existed  in  the  case  of  muni- 
cipal issues.— Mr.  Greenwell:  Not  for  industrial  issues. 
I do  not  know  about  foreign  loans,  but  I do  not  think 
it  applied  there. 

7981.  Did  it  not  apply  to  foreign  loans?  There  was  the 
Fordgn  Transactioos  Advisory  Committee,  which  was  the 
forarunner  of  the  C.I.C.? ^I  do  not  know. 

Chairman : Thank  you  very  much,  gentlemen ; we  are 
very  grateful  to  you  for  your  memorandum  and  your 
atten<£nee  this  afternoon. 


{Adjourned  until  Tuesday,  6thMay,  1958,  at  11  a.m) 
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7982.  Chairman : We  have  two  memoranda  in  front  of 
us,  416  memorandum  from  the  National  Savings  Com- 
mittee and  the  memorandum  from  the  Scottish  Savings 
Committee.*  We  have  all  read  them,  and  looked  at  your 
figures  and  graphs,  and  seen  what  questions  we  would 
like  to  ask  you  on  them.  Would  you  like  to  take  the  two 
memcffanda  separately?  That  would  mean  separate 
questions  aibout  Scotland,  after  we  had  run  ihrou^  the 

National  Savings  Committee’s  memorandum. Lora 

Mackintosh:  Shall  we  itry  taking  fliem  together?  We  do 
everytiting  tc^ether. 

7983.  We  will  not  .tie  ourselves  down,  then,  if  any 
questions  aibout  Scotland  arise  as  we  go  through  the 
National  Savings  Committee’s  paper.  One  realises,  reading 
through  your  memoranda,  timt  the  habits  of  different 
sections  of  the  papulation  are  vit^  to  your  savmgs  move- 
ment, and  you  must  get  a great  deal  of  information  about 
hahite,  and  what  people  respond  -to,  from  your  widespread 
OTgamsation ; but  have  you  conducted  regular  samite 
inquiries  through  any  of  Uiese  or  other  special  agencies? 
You  refer  to  the  Oxford  Institute  of  Statistics  at  one 

point? One  of  our  difficulties  is  that  we  have  not  got 

exact  statistics,  apart  from  the  Oxford  survey,  and  the 
one  by  the  Central  Statistical  Office,  both  of  which  are 
somewhat  out  of  date  now.  We  shotild  like  (I  think  every- 
body would)  to  have  a lot  more  statistics  on  personal 
savings  As  it  is,  we  have  to  feel  the  pulse  of  the  people 
through  our  200,000  groups ; we  get  a VH-y  dose  idea  of 
what  the  public  are  thinking,  but  it  is  not  statoticai,  and 
some  of  the  condusions  we  cenne  to  may  not  fherefare  be 
sti^y  acevurate. 

7984.  You  have  to  go  by  impression,  but  it  is  impression 

based  on  widespread  contacts? ^Yes. 

7985.  Do  you  akn  to  condua  any  regular  statistical 
inquiries? — -Only  through  our  own  workers.  For 

when  we  started  on  television  advertising  for 
the  first  time,  we  had  a number  of  workers  form  thm- 
selves  into  panels  in  different  parts  of  tiie  country.  They 
go  round  asking  the  members  of  their  groups  what  they 
^llinlf  about  the  tdevisiosn  advertising,  and  things  hlce 
ffiat  We  are  not  as  good  as  we  should  .be  on  the  statisttcal 
Side.  It  is  not  our  fault ; we  have  not  got  the  money  or 
the  organisation.  We  should  need  Treasury  help  to  get 
more  exact  statistical  information.  We  should  hke  to 
have  it  very  much. 

7986.  Professor  Sayers : If  you  had  Treasury^  help,  do 
you  rhintr  you  Imve  got  the  basic  organisation  wtoch  would 
enable  yon  to  expand  this  part  of  .ffie  sery^?  lA^rd 
Mackintosh:  No,  I do  not  think  we  have,  pe  mem  ^d 
women  in  'the  steeet  groups  are  not  train^  to  rt.  We 
^ould  hove  to  go  outside  for  it. — Sir  John  Erskine.  I 
quite  agree. 

7987.  Chairman : Do  you  both  think  that  you  would  be 
in  altogether  a stronger  position  if  you  ha^  from  toe 
to  time,  statistical  enquiries  conducted  about  savmgs 

habits? Sir  John  Erskine:  I think  it  woffid  be  very 

interesting  to  us,  but  I do  not  think  it  would  be  of  any 
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very  great  practical  advantage  to  the  movement  as  pre- 
sently constituted.  We  are  limi.ted  in  the  field  in  which 
we  operate.  It  would  certainly  'be  exceedingly  interesting 
to  get  general  statistical  information,  but  I could  not 
see  it  being  justified  as  an  expmditure  in  our  movement. 
— Lord  Mackintosh : I was  going  to  say  the  same  thing. 

I thinV  it  would  help  US  when  we  come  before  a Com- 
mittee 'like  tiiis,  and  it  would  hdp  the  Treasury,  but  I do 
not  think  it  would  have  very  much  practical  efiect  on  our 
day  to  day  work. 

7988.  One  of  your  papers  outlines  a number  of  possible 

new  forms  of  national  savings  and  ways  of  adjusting  them 
to  suit  particular  needs  or  motives ; your  inquiries  into 
that  would  not  materially  be  helped  by  statistical  informa- 
tion?  ^No,  I do  not  think  so.  Half  the  time  we  are 

working  wifli  the  psychological  factor  more  than  the 
economic  factor,  in  dealing  with  our  total  of  nearly  ten 
miltion  members. 

7989.  Professor  Carncross:  You  say  in  paragraph  2 
that  “ the  greater  part  of  the  total  [jc.  sum  outstanding  in 
National  &vings]  is  owned  by  a small  minority  of  the 
total  holders.”  Would  you  say  there  has  bean  any  greater 

spread  in  file  post-war  years  .than  in  the  pre-war  yeaaS? 

Lord  Mackintosh:  Yes,  undoubtedly. 

7990.  You  think  that  the  holding  >is  less  concentrated 

now  .than  it  used  (to  he? Lord  Mackintosh:  Very 

much  so.— Sir  John  Erskine : Very  much  so,  and  growing. 
— Lord  Mackintosh:  I should  think  that  before  the  wax 
it  was  confined  largely  to  the  well-to-do,  and  self-employed 
p«son%  such  as  the  shopkeeper  and  the  farmer.  The 
great  expansion  has  been  in ' the  factories.  We  always 
had  the  schools,  but  our  expaosion.  in  factories  is,  much 
wnier,  and  there  were  no  street  group  organisations  before 
tile  war. 

7991.  "Wien  you  say  that  “ about  half  ithe  adult  popu- 
lation hold  national  savings  in  one  form  or  anotiiff”, 
do  you  not  think  the  proportion  might  have  been  just 

about  as  high  before  the  war? Mr.  E.  C.  H.  Jones: 

We  have  no  statistics  'that  would  help  to  answer  that 
question. 

7992.  Would  it  ibe  your  impression  tiiat  the  proportion 
of  the  peculation  that  holds  national  saving  in  one  form 

or  another  is  greater  now  than  before  itiie  wm? JU>rd 

Mackintosh:  Very  much  so.  During  the  war,  we  must 
have  doubled  or  itreWed  the  number  of  pecple  holding 
National  Savings.— 5ir  John  Erskine:  In  Scotland  in  the 
coal  industry  some  years  ago  we  found  very  little  organised 
saving.  That  n-ow  is  steadily  growing.  We  get  quarterly 
statistics,  and  each  quart©:  shows  a greater  number  of 
savers  and  greater  individual  savings.  That  has  never 
gone  back  since  we  started  to  keep  records  of  it. 

7993.  The  total  of  national  savmgs,  in  the  forms  that 
you  cover,  does  not  appear  to  have  shown  very  much  of 
an  increase  in  the  last  ten  years.  The  change,  th'erefore, 
mflst  'have  taken  place  during  the  war.  Have  you  noticed 

miy  conlinuinig  movement  since  the  war? Lord 

Mackintosh : It  jumped  up,  from  1938  to  March,  1946,  by 
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£4,000  million ; from,  then  to  today  it  has  only  gone  up 
£700  millioQ.  In  the  last  ten  years  it  has  only  gone  up 
£300  million,  but  of  course  dt  is  an  entirdy  different 
thing.  During  the  war  it  was  easy ; there  was  plenty  of 
money,  and  the  patriotic  appeal  was  overwhelming.  We 
only  had  to  put  the  guns  and  the  ’planes  in  Trafalgar  Square 
and  people  could  see  what  the  money  was  for.  Today 
we  have  to  talk  about  'the  dollar  gap  and  inflation,  which 
is  a very  different  story,  and  ffiere  is  every  inducement  to 
people  to  spend  their  money.  I think  it  is  wonderful 
that  we  have  made  any  progress  at  all. 

7994.  Mr.  W.  E.  Jones : It  is  essential  for  you  to  work 
hard  and  go  with  some  speed  to  mamtain  the  balance  of 
savings,  because  there  are  substantial  withdrawals.  You 
are  doing  reasonably  weE  in  that  field ; in  any  case  you 
are  not  going  back,  at  any  rate  at  the  moment.  To  what 
extent,  in  view  of  the  fact  that  nationail  savings  are  held 
to  the  extent  of  about  80  per  cent  of  itheir  value  by  some- 
thing like  20  or  25  per  cent,  of  the  holders,  do  you  think 
that  national  saving  are  being  secured  from  other 
branches  of  investment,  particularly  having  regard  to  the 
new  limitt  of  holdings  of  Savings  Certificates?  Is  fliere 
a 'tranrfer  from  other  forms  of  investment  to  national 

savings? ^Yes,  it  is  going  on  ah  the  time.  There  are 

three  classes  of  savers.  There  is  the  weU-to-do  saver_: 
the  surtax  payer  who  buys  bis  quota  as  soon  as  there  is 
a new  issue,  'because  it  is  very  much  in  his  interest  to  do 
so  and  who  would  do  a great  deal  more  if  there  were 
no  limits.  I do  not  know  what  is  the  percentage  jn 
numbers  of  those.  Then  there  ds  the  self-employed  man, 
such  as  'the  farmer  and  the  shopkeeper.  He  probably 
owns  as  much  as  the  very  rich  man.  Those  two  are 
interest-conscious.  Theu  by  far  the  greater  percentage 
in  numbers,  perhaps  75  per  cent.,  are  the  genuine  smaE 
saveiB,  The  changing  about  between  one  security  and 
anoiex,  into  buil^og  societies  and  Qien  back  to  us,  is 
mostly  at  the  top  end.  The  middle-class  person  does  a 
little  hit  of  it,  and  probably  the  smaE  saver  is  not 
influenced  very  much  at  all 

7995.  Would  Sir  John  say  the  same  for  Scotland,  that 
when  the  limit  on  'the  holding  of  National  Saving  Certifi- 
cates is  raised,  there  is  a transfer  of  savings  from  one  form 
of  savings  to  another,  to  the  advantage  of  the  national 

savings  movement? Sir  John  Erskine:  There  is  no 

doubt  about  that.  When  an  opportunity  arises  for  further 
investment  in  some  of  these  securities  wi'th  which  we  are 
deaaiing,  there  is  an  influx  of  money  from  the  better 
able-to-invest  class.  They  switch  from  another  type  of 
investment  to  this  particular  one.  It  always  happens,  each 
time  there  is  a change  in  the  ability  to  make  an  invest- 
ment. It  inflates  our  figures  and  it  upsets  comparisons 
to  some  extent,  because  a great  number  of  sraaE  savers 
are  not  affect'^  by  that.— Lord  Mackintosh-.  There  is 
some  switching  between  our  own  securities,  for  instance 
between  the  Trustee  Savings  Banks  and  the  new  Defence 
Bonds  out  this  week.  Some  of  the  money  comes  out 
of  our  friends  the  Trustee  Savings  Banks,  but  they  do 
not  reaEy  mind,  because  that  is  what  they  are  there  for, 
to  provide  a place  for  the  amounts  to  accumulate ; then 
we  try  and  get  them  into  a more  permanent  form  of 
investment  where  they  are  likely  to  stop  for  seven  years. 
A man  puts  his  few  shillings  a week  into  a group  in  a 
factory ; then  he  gets  £50  or  £100  and  he  buys  some 
certificates,  and  then,  when  he  gets  £500,  he  buys  some 
Defence  Bonds.  There  is  something  for  everybody.  We 
get  competition  from  building  societies,  and  in  the  North 
from  loc^  authorities ; Yorkshire  and  Lancashire  people 
are  very  fond  of  investing  with  local  authorities,  and 
quite  rightly  so.  Their  competition  helps  to  increase 
savings ; there  is  switching,  but  I think  the  end  resul't  is 
that  there  is  more  saving  than  there  would  be  otherwise. 

7996.  Chairman : You  make  that  general  point  in  your 

third  paragraph,  where  you  say  that  wi'th  all  the  move- 
ment to  and  fro  between  different  forms  of  savings  media, 
particularly  with  the  help  of  the  group  system,  you 
think  you  have  savings  which  would  not  have  taken 
place  at  all  otherwise? Certainly. 

7997.  Professor  Sayers:  Leaving  the  switdiing  aside, 
and  looking  at  the  formation  of  savings  habits,  what 
young  people  who  are  just  ^beginning  to  earn  good  money 
are  doing  is  something  very  important,  from  tine  point  -ctf 
view  of  the  future  <rf  the  savings  movement.  Is  your 
impression  that  among  such  people  the  savings  habit  is 
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more  or  less  developed  now,  as  compared  wifli  ten  or 

twenty  years  ago? Lord  Mackintosh:  I would  think 

that  it  is  developing,  although  not  as  fast  as  we  would  like. 
Before  the  war  young  folk  probably  had  very  little  to  save. 
Now  so  many  of  them  get  such  very  large  salaries  that 
between  18  and  25  they  are  probably  as  well  able  to  save 
as  they  ever  wiE  be  in  their  lives.  We  have  a committee 
sitting  now,  to  look  into  the  question  of  encouraging 
and  helping  savings  in  youth,  and  we  are  interviewing 
aU  sorts  of  workers  and  youth  organisations  of  any  sort. 
We  have  not  neglected  them ; we  get  them  in  the  schools, 
we  get  them  in  the  factories,  and  we  get  them  when  they 
go  into  the  forces.  The  savings  in  the  forces  are  very 
good ; more  than  50  .per  cent,  of  aE  service  men  are  saving 
regularly.  But  we  feel  we  could  do  a great  deal  more. 

I thiTilf  it  is  growing,  tout  not  Rowing  quick  enough.— i'fr 
John  Erskine:  We  are  conscious  of  the  importance  of 
the  educational  side,  of  getting  into  young  people  some 
idea  of  the  use  and  the  appropriate  handling  of  money, 
and  we  have  been  helped  very  materially  over  the  years 
by  the  school  teacher.  If  one  attends  a gathering  of 
savings  workers  in  Scotland,  one  finds  a very  large  pro- 
portion of  both  men  and  women  teachers  throughout  the 
whole  of  the  country.  Very  often  in  these  smaU  country 
schools  the  teachers  have  carried  on  their  savings  groups, 
and  have  continued  to  make  them  available  to  former 
pupils  who  have  left  school,  and  who  continue  to  save 
through  (fliese  agencies.  We  have  appreciated  very  hi^y 
the  help  we  have  bad  from  the  teachers.  But  in  fairly 
recent  times,  as  a result  of  the  dispute  with  the  Educational 
Institute  of  Scotland  on  the  matter  of  salaries  and  pensions, 
the  Institute  decided  to  advise  its  members  to  diwontiuue 
the  collection  of  savings  in  schools.  The  argument  is  .that 
the  teachers  have  specific  duties,  to  which  this  savings 
duty  is  rather  disturbing.  We  had  hoped  that  that  ban 
would  be  withdrawn,  but  there  was  a newspaper  report 
on  the  3rd  May,  which  read; 

“ Scottish  teachers  are  to  continue  the  ban  on  the 
coUedtion  of  national  savings  in  schools,  a motion  that 
it  be  rescinded  having  been  rejected  by  a large  majority 
at  a meeting  o.f  .the  Coundl  of  the  Educational  Institute 
in  Edinburgh.  The  movers,  representing  Angus  local 
association,  argued  that  enforcement  of  toe  ban  was 
a serious  matter  in  remote  places,  where  there  were  no 
other  facOities  for  saving.  Mr.  Kenneth  Macdonald, 
Glasgow,  moving  the  successful  motion,  said  that  toe 
Institute’s  imembers  were  teachers,  not  bankers  or  money 
collectors,  and  they  needed  aE  their  time  for  the  job 
for  which  they  were  paid.  Practically  every  viEage  in 
Scotland  was  provided  with  a Post  Office,  where  parents 
could  use  the  facihties  of  'the  Post  Office  Savings  Bank.” 
That  is  toe  up^to-date  decision  of  the  Institute,  and  we 
are  sad  about  it,  because  it  is  not  so  much  just  toe  collec- 
tion cff  toe  savings,  but  the  educational  aspect  of  the 
matter,  which  is  so  important.  But  it  is  fair  to  say  that, 
although  there  'is  that  official  ban  from  that  body,  there 
are  many  teachers  who  are  carrying  on  despite  that.  Th^ 
have  not  aU  given  up,  by  any  means,  particularly  in  country 
schools. — Lord  Mackintosh:  We  are  not  as  badly  off  in 
England.  We  had  a temporary  ban  while  the  teachers 
had  their  'disagre«nent  with  the  Ministry  of  Education  on 
pensions,  and  for  about  eight  months  they  did  suspend 
colleotion  in  school  groups ; but  80  per  cent,  have  come 
back.  But  toe  eduoatioi^  system  is  in  toe  melting  pot 
at  the  moment  in  many  ways,  and  we  feel  that  one  of 
the  best  'ways  is  to  take  a long  view  and  to  re-educate 
young  teachers  coming  in,  not  about  the  knporlance  of  the 
national  savings  movement,  but  the  importance  of  young 
people  learning  how  to  manage  their  affairs.  That  is  a 
national  educational  function.  I am  in  communication 
with  PhiEp  Morris,  the  Chairman  of  the  Committee  of 
Vice-Chancellors,  who  has  promised  to  help  us  in  toe 
universities  in  toe  oounitry  by  having  in  our  speakers  and 
taking  in  our  literature.  The  schools  were  our  main 
support  in  toe  first  stages  of  this  movemen-t ; they  were 
the  mainstay  of  the  movement  and  we  do  not  want  to 
lose  them. 

7998.  Chairman:  You  attach  jgreat  importtance  to  your 
group  system  iu  toe  organ'isation  of  nation‘s  savings. 
Could  you  enlarge  a little  upon  what  toe  organisation 

involves?  Is  it  mainly  in  places  of  employment? ^We 

start  with  toe  schools  ; there  our  work  does  not  raise  a lot 
of  money,  but  is  very  important  educationaEy.  During 
toe  last  40  years  many  generations  of  school  children  have 
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passed  fhrougii,  Hie  great  majority  of  wLom  must  for 
some  years  have  been  members  of  the  savings  group ; it 
means  that  more  tihan  half  the  population  of  the  country 
have  been  through  it.  We  tibink  that  is  most  important 
from  an  educational  point  of  view.  Nod  come  the  street 
groups : over  a million  houses  are  visited  every  week  by 
one  of  the  voluntary  workers,  to  collect  2s.  6d.  or  5s.  from 
the  housewife.  That  is  educational,  too,  because  if  you  get 
Mother  on  your  side,  she  has  a word  with  the  younger 
members  of  the  family  who  are  working,  and  with  Father 
too.  But  80  per  cent,  of  the  money  comes  from  group 
saving  in  places  of  employment,  where  money  is  earned. 
That  is  obviously  the  psycholo^cal  moment  to  get  it.  We 
would  like  more,  of  course ; our  trouble  with  this  factor 
is  that,  while  we  have  fairly  good  coverage  in  places  of 
employment  employing  500  or  more,  neariy  80  per  cent, 
of  the  population  works  in  places  with  under  500 
entployees,  and  they  are  much  more  difficult  to  organise. 
We  do  not  know  whether  the  Treasury,  through  pressure 
on  the  Trustee  and  the  P<rat  Office  Savings  Banks,  might 
get  them  to  give  a Iktle  more  help.  The  trouble  with  the 
small  firms  is  that  they  have  not  enough  spare  clerical 
staff  to  do  it.  They  have  probably  only  a couple  of  girls 
in  the  office,  and  they  cannot  put  anybody  eke  on  the 
work  of  collecting  savings.  But  if  we  could  double  the 
number  of  our  groups  in.  the  small  places  of  employment, 
we  would  touch  a lot  more  people.  Then  we  have  the 
groups  in  all  sorts  of  clubs ; women’s  clubs,  women’s 
institutes,  townswomen’s  guilds,  rotary  clubs,  and  cluls 
and  pubs  generally.  Then  there  is  the  savings  section- 
in  the  forces,  of  which  Air  Chief  Marshal  Sir  Hugh 
Saunders  is  head.  So  we  have  ei^t  or  nine  millioa 
people  every  week  saving  through  our  groups,  with 
200,000  volurutary  workers.  B-ut  that  is  only  where  it  starts. 
Take  my  own  firm,  where  there  are  5,000  workpeople,  with 
84  per  cent,  of  them  in  the  savings  group ; they  save 
£200,000  a year  through  deductions  in  pay,  but  they  save 
another  £200,000  privately  through  the  loc^  Savings  Bank. 
If  they  get  a little  windfall  or  legacy,  or  something  like 
tltat,  ffiey  wail  put  it  in  quietly ; they  do  not  want  their 
pals  to  know  that 

7999.  In  paragraph  5 you  give  a figure  of  £6,300  million 
for  the  total  outstanding  of  national  savings,  and  a figure 
for  die  average  wi'thdrawals  per  annum  over  the  past  five 
years  of  £1,224  million.  So  over  the  five  years,  just  about 
the  whole  of  the  aggregate  sum  invested  has  been  turned 
over.  Is  that  not  a heavy  range  of  withdrawals?  Does  it 

surprise  you?  Is  k heavier  than  earlier  years? No ; we 

expeoted  heavier  withdrawals  when  the  war  ended,  and 
when  the  goods  began  to  come  back  into  the  shops. 

8000.  Professor  Cairncross:  Is  not  that  a little  mislead- 
ing? Surely  these  axe  withdrawals  which  are  counter- 
b^anced  to  a large  extent  by  deposits  by  the  same  persons. 
Wien  you  speak  in  this  paragraph  of  new  savings,  you  are 
presumably  thinking  of  new  savings  by  different  people,  but 
in  practice  there  might  be  a good  deal  of  depositing  nsoney 
with  the  Post  Office  Savings  Bank  or  the  Trustee  Savings 
Bank,  and  a subsequent  withdrawal  da  the  course  of  the 
year.  Are  you  in  a poakioo  to  make  a di^motion  between 
the  two  ty^  of  withdrawals?  Do  you  know  how  far 
seasonal  wi'thdrawals  acoounit  for  this  large  figure? — ^ — ^We 
do  for  the  Slavings  Banks.  This  huge  turnover  c<wnes 
because  of  the  savings  in  the  Post  Office  and  the  Tlukee 
Savings  Banks.  It  is  a much  smaller  turnover  when  it 
comes  to  Savings  Certificates  and  Defence  Bonds ; and 
Premdum  Bonds,  strange  to  say,  have  the  smallest  ttuTiover 
of  all ; it  is  less  than  3-^  per  cent,  per  annum.  The  baidcs 
are  brooming  used  more  and  more  for  semi-current 
account  purposes.  A lot  is  itaken  out  for  Christtnas  and  a 
lot  for  holidays ; but  there  is  a surplus  left,  and  an 
increasing  surplus  each  year. 

8001.  The  weight  of  this  figure  falls  on  the  Savings 

Banks  side? Lord  Mackintosh:  Yes. — Mr.  Gabriel: 

In  the  past  year  or  two,  particularly,  the  wei^t  has  tended 
to  fall  on  the  Certificates  as  well,  because  of  the  credit 
squeeze.  1 ffidnk  we  have  suffer^  quite  a 1-ot  throu^ 
lagging  in.  the  variation  in  the  rates  of  interest  on  our  own 
securities.  Previously  we  suffered  tremendously  on  the 
Savings  Bank  side,  particularly  as  a great  deal  <rf  the  post- 
war gratuities  of  the  figjhting  men  went  into  the  Post  Office 
Savings  Bank,  and  then,  when  the  goods  oame  on  to  the 
market,  there  were  very  large  withdrawals  of  those 
gratuities. 

8002.  You  have  not  at  any  time  attempted  in  the  post- 
war years  to  take  these  two  opposite  tendencies  apart. 


and  see  how  fast  some  people  were  -using  up  their  savings, 
and  how  others  were  accumulating  fresh  savings,  have 

you? Mr.  E.  C.  H.  Jones:  We  could  only  get  this 

type  of  information  from  social  surveys ; <the  only  evidence 
we  have  to  offer  derives  from  general  impressions. 

8003.  If  you  have  these  general  impressions,  would  you 
not  have  expected  that,  once  the  savings,  built  up  in  war- 
time and  unexpended,  had  been  used  in  ffie  post-war  years, 
the  residual  saving  would  have  begun  to  show  themselves 
in  additions  to  the  total  of  actual  savings,  where,  in  fact, 

you  have  had  no  very  spectacular  increase? Mr. 

Gabriel : I think  that  wotild  have  happened  after  Hie  with- 
drawals from  the  Savings  Banks  towards  the  beginning  of 
the  1950s  ; but  then  wiffi  the  intpoduction  of  the  policy  of 
monemry  controd,  raising  the  rate  of  interest  and  so  forth, 
from  1951  onwards  our  figures  have  been  very  much 
affected  by  the  variati'cais  in  the  rates  of  interest.  In  other 
words,  >the  people  who  would  be  saving  -through  the  Savings 
Banks,  the  withdrawals  having  taken  place,  would  then 
have  started  to  accumulate  again ; but  the  figures  were 
offset  by  the  very  large  withdrawals  which  tave  taken 
place  from  the  Defence  Bonds  and  CerMfioates  I have 
mentioned,  particuilarly  in  the  last  year  or  two. 

8004.  You  make  this  point  in  -paragraph  8,  and  you  cite 
the  yeare  1952-53  in  evidence ; but  the  graphs  suggest  that 
the  movement  in  >the  aggregate  represented  the  outcome  of 
very  divergeoit  tendencies  in  the  constituent  items.  There 
was  very  little  change  in  the  trend  in  Trustee  Savings 
Bank  deposits  in  ithat  period ; Defence  Bonds  went  down 
steadily  ; the  Post  Office  Savings  Bmk  deposits  took  a 
bit  of  a plunge  which  oootinu^,  and  National  Savings 
Certificates  actually  increased  after  a dip.  Is  it  not  a 
little  accidental  .that  the  years  1952-53  riiould  have  shown 

a net  diminution  in  total  small  savings? Mr.  Gabriel: 

I think  there  was  also  another  factor  which  first  came  into 
the  picture  in  1952-53,  and  that  was  the  fact  ffiat  taxation 
on  file  Post  Office  Savings  Bank  interest  began  to  take  its 
effect  on  depositors.  There  were  a lot  of  withdrawals,  and 
people  resMtted  the  fact  that  they  were  having  to  pay 
tax  on  the  interest.  A lot  of  money  was  withdrawn  from 
the  Post  Office  Savings  Bank  at  that  time  in  1952-53. — 
Lord  Mackintosh : During  those  years  our  rates  of  interest 
on  most  securities  were  a bit  out  of  line.  One  cannot  sell 
goods  if  they  are  not  worth  buying ; at  that  time  our  goods 
were  a little  bit  shop-soiled. 

8005.  Chairman : But  if  you  throw  the  emphasis  on  the 

rates  of  interest  being  out  of  Ihie  with  other  things  else- 
where, are  you  not  telling  us  that  your  investors  in  national 
savings  are  greatly  interest-conscious? Lord  Mackin- 

tosh: Mudi  more  than  they  used  to  be. — Mr.  E.  C.  B. 
Jones:  The  figures  for  the  Post  Office  Savings  Bank  are 
not  the  best  possible  guide  to  the  movement  of  small 
savings  in  the  post-war  years,  for  two  reasons:  (1)  war 
grartudfties  were  paid  into  accounts  in  the  Post  Office 
Savings  Bank,  and  that  must  have  accounted  for  a good 
deal  of  money  coming  in  and  going  out  during  ffie  imme- 
diate post-war  period  ; and  (2)  during  the  war  building 
societies  were  allowed  to  place  large  sums  in  the  Post  Office 
Saving  Bank,  and  withdraw  those  amounte  over  a period 
of  years  after  flie  trar.  The  Post  Office  Savings  Bank 
figures  are  vitiated  to  some  extent,  by  that  kind  of  thing. 

8006.  Professor  Cairncross:  If  you  take  the  period  from 

1950  onwards,  in  -the  Ordinary  Dqpartoents  of  the  Trustee 
Savings  Banks  they  were  paying  2i  per  cent.,  and  the  Post 
Office  Savings  in  fact  was  ai^  paying  2^  per  cent. 
The  trend  is  very  markedly  different  in  ttie  two  institutions  • 
so  is  it  not  dear  that  the  rate  of  interest  alone  does  not 
acootmt  for  the  movement  of  the  funds  in  the  two  institu- 
tions, which  are  the  two  largest  we  are  discussing? 

Lord  Mackintosh : I agree  ; and  there  is  the  better  service 
which  the  Trustee  Savings  Banks  are  able  to  give.  That 
is  through  no  fault  of  the  Post  Office  officials ; it  is  just 
the  nature  of  the  beast.  The  Post  Office  has  a hundred 
and  one  thmgs  to  do,  whereas  the  Trustee  Saving  Banks 
have  nothing  to  do  but  look  after  Hie  interests  of  the 
depositors.  That  gives  them  very  much  the  edge  on  the 
Post  Office.  Then,  latterly,  they  have  had  the  Spedal 
Investment  Departments,  where  they  have  been  able  to  give 
up  to  4 per  cent.,  which  the  Post  Office  have  not  done. 

8007.  You  do  not  give  us  in  your  memorandum  the 
rates  paid  in  the  ^>edal  Investment  Departroenfs,  since 

1953.  Could  these  rates  be  made  available  to  us? - 

Yes.  Of  course,  different  banks  vary ; since  the  Bank 
Rate  went  to  7 pw  cent.,  some  of  them  have  gone  to 
4 per  cent,  and  some  even  to  4i  per  cent 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


518 


COMMITTEE  ON  THE  WORKING  OP  THE  MONETARY  SYSTEM 


6 May,  1958] 


I Lord  Mackintosh,  D.L.,  J.P.,  Mr.  E.  C.  H.  JoNK,  C.B.E., 

H.  G.  D.  Gabrkl,  Sir  John  Maxwell  Erskinb.  G.B.E.,  D.L.,  J.P.  and  Mr.  A.  Garrow,  O.B.E. 


8008.  Chairman-.  Each  bank  is  at  liberty  to  fix  its  own 

raite  in  the  Special  Investment  Department? Yes. 

8009.  Since  1949  there  is  a continually  rising  line  of 
deposits  in  the  Special  Investment  Departments.  _ Over 
that  period  there  must  have  been  varying  rates  of  interest 
being  paid  on  those  deposits.  You  say  that  since  Septem- 
ber, 1957,  they  have  reached  4 per  cent,  or  _ more ; is 

that  the  average  of  the  rates  paid? No,  I think  that  is 

more  than  the  average.  I was  talking  of  the  top  rates. 
The  average  would  still  be  under  4 per  cent.  But  the 
Trustee  Savings  Banks  will  have  more  information  on 
that. 

8010.  Professor  Sayers-.  That  accounts  for  the  increase 
in  the  Special  Investment  Departments ; it  does  not 
account  for  the  rise  in  the  Ordinary  Departments,  on 
which  the  2i  per  cent,  rate  applies,  in  1949-51,  at  a 
time  when  the  Post  Office  Savings  Bank  was  still  coming 

down  very  sharply? That  is  the  time  when  they  were 

beginning  their  biggest  period  of  expansion ; they  were 
opening  several  hundred  new  branches  a year.  For  the 
first  time  they  had  really  gone  to  town  on  new  branches. 

8011.  Professor  Cairna-Oss:  The  proposition  put  to 
us  in  paragraph  8 ds  that  a rise  in  interest  rules  was  re- 
sponsible for  the  dip  in  national  savings  m 1952-53. 
Does  that  explanation  quite  agree  with  the  sharp  rise 
from  1954  to  1957,  when  interest  rates  were  again  rising 

steeply? Mr.  Gabriel:  It  is  a question  of  whether 

our  rates  of  interest  keep  in  line  with  the  general  level 
of  interest  rates.  Sometimes  our  securities  lag  behind 
the  rise,  and  if  variations  take  pQaeo  rather  rapidly  our 
securities  do  not  follow  quickly.  For  instance,  w©  have 
only  3U8t  had  a change  in  the  Defence  Bond  rate.  It  had 
been  the  same  for  two  years,  but  during  that  time  the  rates 
of  interest  varied  considerably,  with  the  result  that  there 
have  been  repercussions  on  our  figures. 

8012.  But  for  the  years  quoted,  1952-53,  the  rales  of 
interest  did  not  change  very  greatly,  as  compared  with 
the  change  between  1955  and  1957.  As  I understand  it, 
it  would  be  necessary  to  show  each  of  the  savings  media 
here  to  show  the  movement,  and  that  is  not  very  apparent? 

Mr.  E.  C.  H.  Jones:  The  Trustee  Savings  Banks 

provide  services  to  'the  local  inhabitants ; for  example, 
they  accept  cheques  in  payment  of  wages  into  the  bank, 
and  they  pay  the  rates  of  monrbers  having  acounls  in 
Che  bank.  The  amount  accumulated  in  these  banks  is 
attracted  by  that  kind  of  thing,  probably  more  than  by 
the  rate  of  interest  paid. 

8013.  Sir  John  Woods:  Does  not  that  imply  that  the 
rate  of  'interest,  at  any  rate  so  far  as  the  Trustee  Savings 
Banks  is  concerned,  is  not  as  important  as  all  that,  and 

that  the  giving  of  the  service  will  outweigh  it? ^Except 

that  it  is  significant  that  there  is  a .steeper  rise  in  the  Special 
Investment  Departments,  than  in  the  Ordinary  Dcparl- 
ments. 

8014.  I was  not  saying  it  had  no  importance ; I was 
doubting  whether  it  had  the  importance  you  attributed  to 

it  in  this  paper? Lord  Mackintosh:  For  the  ordinary 

small  saver,  the  worker  who  is  saving  out  of  earnings 
each  week,  who  is  really  our  main  concern,  I put  the 
factors  in  this  order  of  importance : first  of  all,  security  ; 
they  want  to  feel  that  the  money  is  safe ; secondly,  they 
want  to  feel  able  to  get  it  when  they  want  it ; and  only 
third,  the  rate  of  interest.  They  seem  more  conscious  of 
an  income  tax  concession  than  of  an  extra  -J  per  cent, 
on  the  rate  of  interest. 

8015.  Professor  Cairncross:  There  are  four  graphs  in 
front  of  us ; the  Post  Office  Savings  Bank  and  Defence 
Bonds  show  a downward  trend,  and  the  Trustee  Savings 
Banks  and  Savings  Certificates  an  upward  trend.  In  the 
two  that  show  a dip,  I think  it  is  your  conUmtion  that 
either  there  is  considerable  interest  sensitivity,  or  else 
there  are  other  circumstances  which  would  lead  you  to 
expect  a reduction,  as  in  the  case  of  the  Post  Office 
Savings  Bank.  In  the  other  two  cases.  National  Savings 
Certificates  and  Trustee  Savings  Banks,  you  are  dealing 
much  more  with  the  savings  of  the  average  working  man, 
and  in  those  two  cases  you  have  had  a continuous  rise 
with  some  reaction  to  interest  rates,  but  perhaps  not  a 

very  swift  or  marked  reaction? Lord  Mackintosh : I 

would  agree  with  that. — Sir  John  Erskine:  So  far  as 
Scotland  is  coocemed,  Scottish  people  are  vejy  conscious 


of  the  Trustee  Savings  Banks,  which  have  been  established 
many  years  in  Scotland.  In  so  far  as  groups  are  con- 
ccraicu,  and  Uie  development  of  groups  in  places  of 
omploymeni,  and  so  on,  a very  large  part  of  the  collection 
tb.ei-6  goes  to  the  Trustee  Savings  Banks,  and  not  to  the 
Post  Oliice. 

8016.  Professor  Sayers:  Is  that  because  of  a dillerence 

io  service,  or  simply  historical  accident? Sir  John 

Erskine ; it  is  rather  that  tire  Trustee  Savings  Banks  have 
helped  in  the  enoouragemcm  of  groups  and  have  done  aLI 
they  can  to  bring  in  the  money.  I suppose  they  do  it  on 
a competitive  basis;  they  want  the  money,  and  they  attract 
it  by  Ibis  special  approach  that  they  make  to  the  problem. 
The  Post  Olllce,  as  Lord  MackintosJt  has  said,  is  much 
less  personal.— Lord  Mackintosh:  But  it  is  also  a liistoricai 
fact  that  the  Trustee  Savings  Banks  have  made  much 
greater  headway  in  Scotland  during  the  last  ccnilury.  Just 
as  lihe  build'ing  sooiolics  at  one  stage  in  Yorksliire  and 
Lancashire  ouilslrippcd  evea-ybody  else,  so  have  the  Trustee 
Savings  Dank.s  in  Scotland.  It  is  only  in  this  last  cciutury 
that  the  'rruslec  Savings  Banks  have  got  in  in  En^nd. 

8017.  Prafexwr  Cairncross:  Has  the  increase  in  the 
mmrber  of  brandies,  to  wliioh  you  refer  in  your  memoran- 
dum. occurred  largely  in  England,  or  has  it  been  spread 

all  over  the  counlry? Largely  in  England,  and  par- 

lUcutorly  in  die  south  of  England  ■whore  there  was  more 
scope. 

8018.  Chairman:  There  is  one  thing  I want  to  add  to 
your  general  siutiimary  of  this  case.  The  itrcnd  of  deposiits 
in  the  Special  Investment  Deparlmcnls  is  much  steeper 
Uvan  the  trend  of  deposits  in  the  Ordinary  Departments. 

Do  they  both  give  the  same  service? Mr.  Garro-iv:  In 

all  respeols  except  withdrawals.  In  the  Ordinary  Depart- 
mcnit  wMidrawals  are  on  demand  whatever  the  sum,  as 
against  the  Post  Olllce  Savings  Bank,  wihere  £10  is  the 
limit  on  demtind.  In  the  case  of  tlie  Special  Investment 
Department,  the  usual  rule  is  one  monith’s  notice  for 
wuithdrawal. 

8019.  That  would  tend  to  tell  slightly  against  the 

popularity  of  that? Lord  Mackintu.'ih:  That  is  the 

reason  why  they  give  the  increased  rate  of  interest.— 
.Vir  John  Erskine:  But  l-!ie  increased  rate  of  interest  has 
attracted  deposits  from  the  ordinary  department. 


8020.  llml  is  what  I was  coming  to._  They  tolh  pvc 
exactly  the  same  facilities,  with  the  slight_  detriment  of 
the  time  of  notice  in  the  case  of  tlie  Spwial  Investment 
Department ; yet  the  bulk  of  the  popularity  has  gone  to 

the  Special  Investment  Dopartment? Professor  Sayers: 

Tit  would  seem  to  follow  from  wliat  has  been  said  that 
one  of  die  mii.sL  eiroolive  wtiys  of  encouraging  saving  in 
this  country  Ls  to  have  ntore  and  nwre  ollices  of  Trustee 

Savings  Banks.  Is  that  a fair  inference? Lord 

Mavkinw.\h:  'I’hal  is  true  of  saving.  We  have  not  said 
anything  about  ,tlic  publicity  .side  of  the  savings  movement, 
whidr  is  quite  an  iitnxirtant  side.  It  is  not  enough  to 
convince  people  that  thrift  is  a good  idea  ; wo  have  to  make 
k easy  for  them.  That  is  why  we  have  to  go  to  the  factory. 
Therefore,  the  more  branches  there  are  the  more  people 
save.  But  I think  tlrcrc  is  .still  a great  deal  of  room  for  the 
Trustee  Savings  Banks  in  the  south  of  England, 


8021.  Do  you  question  whether  it  is  economic?  At 
first  si^U  k looks,  extravagant  to  have  the  second-best  sites 
of  the  little  towns  and  big  villages  being  taken  by  T^stM 
.Savings  Banks  ollices,  when  there  are  already  other  banta 
on  the  best  sites.  Wliy  is  it  that  the  other  banks  axe  not 
gelling  this  business?  What  are  the  differences  in  facilities 

that  are  imiwrtant  to  people? 1 think  you  should  ask 

Sir  Oliver  Franks  Vhall 


8022.  I am  not  asking  why  the  big  banks  have  not 
made  the  ell'orl;  I am  asking  what  are  the  differences 
between  what  the  big  banks  do  and  what  the  Trustee 
Savings  Banks  do,  which  attract  people  to  Trustee 
Banks.  You  have  been  arguing  that  the  expansion  of  the 
Trustee  Savings  Banks  has  been  quite  a big  element  in  the 
development  of  savings  in  this  country  since  the  war,  ana 
when  we  ask  how  tiiey  have  got  the  new  dej^its  an 
important  part  of  your  answer  is  that  their  facilities  are 
faciiUics  that  people  like.  What  are  the  faohtie  tha 
people  like,  which  they  get  at  the  Trustee  Savings  Banp, 

which  they  do  not  get  elsewhere? ^With  the  Trustee 

^vdngs  Banks,  that  is  the  only  thing  they  have  to  do- 
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I shouild  think  people  oould  get  nearly  as  good  service 
at  any  joint  stock  bank,  butt  Iheiy  seem  to  prefer  a IMe 
thing  on  their  own. 

8023.  The  joint  stock  bank  doses  at  3.00  p.m.  and  much 
earlier  on  Saturdays.  Wibat  tkne  does  the  Trustee  Saving 

Bank  dose? Mr.  Garrow:  It  varies  from  place  to 

place.  An  important  .point,  if  I may  mention  it,  is  that 
the  working  man  is  against  being  seen  going  into  or 
coining  out  of  a joint  stock  bank. 


8024.  Mr.  Woodcock:  What  about  ibank  charges? 

Lord  Mackintosh : As  Mr.  Woodcock  reminds  us,  there 
is  no  charge  for  operating  a Trustee  Savings  Bank  account. 
It  is  borne  'by  the  Treasury  in  the  margin  they  allow.  So 
it  is  cheaper.  Then  it  is  not  quite  so  pretentious.  There 
is  generally  more  time.  But  I think  thait,  when  the  time 
comes  that  they  want  a chequea)ble  accountt,  then  they  go 
to  the  banks.  I am  sure  the  Trustee  Savings  Banks  are 
recruiting,  without  knowing  it,  for  the  joint  stock  banks. 
It  is  the  beginning  of  savings. — Sir  John  Erskine : There 
is  a great  ipride  in.  Scotland  in  the  Trustee  Savings  Banks. 
In  so  far  as  the  joint  slock  'banks  are  concerned  my  bank 
was  the  birthplace  of  not  a of  the  Trustee  Savings 
Banks.  They  were  carried  on  usually  with  the  local 
manager  (agent  as  we  used  to  call  him)  acting  in  the  double 
capacity,  and  it  was  only  when  they  got  to  a certain  size 
that  they  hived  off.  We  have  never  felt  there  was  anything 
contrary  to  a useful  purpose  in  .that  collaboration,  because 
if  we  get  (people  used  to  savings  the  chances  are  that 
they  will  come  to  the  joint  stock  banks.  Th^  do ; what- 
ever may  ibe  said  about  the  working  iman  going  in  to  the 
joint  stock  bank,  they  do  'build  up  from  the  Trustee 
Savings  Banfe,  and  come  and  open  a current  account. 

8025.  Mr.  W.  E.  Jones:  Is  it  not  true  that  in  the  com- 
munity life  of  the  working  class,  particularly  in  the  North, 
heavy  reliance  is  placed  upon  three  movements,  the  Co- 
operative movement,  the  Building  Society  movement  and 

the  Trustee  Savings  Banks  movement? Lord 

Mackintosh:  I 'would  agree  entirely. 

8026.  We  are  shown  here  that  from  March,  1949  to 

1957  there  has  been  a itamble  in  holdings  of  Defence  Bonds 
from  about  £980  million  to  about  £750  million.  Are  there 
any  figures  available,  which  would  show  us  what  part 
of  that  Defence  Bonds  holding  has  been  redeemed  on  the 
basis  of  the  bonds  coming  to  maturity,  and  what  pro- 
portion of  it  has  veen  suibjeot  to  six  mouths  notice? 

Mr  Gabriel : We  have  .the  figures  here  of  those  that  were 
redeemed  before  maturity,  and  those  that  were_  r^eemed 
on  maturity,  since  1954.  In  1954  £47^  million  was 
redeemed  before  maturity  and  £31i  million  on  maturity ; 
in  1955  £53  million  before  maturity  and  £43}  million  on 
maturity;  in  1956  £117  million  before  maturity  and  £48 
million  on  maturity ; and  in  1957  £88  million  before 
maturity  and  £20  million  on  maturity. 

8027.  Mr.  Woodcock : You  expect  that  to  shift  now  that 
you  have  the  new  Defence  Bond ?^^— Lore!  Mackintosh: 
Now  that  we  have  a new  Defence  Bond.  As  those  figures 
show,  in  the  last  two  years  dt  has  been  out  of  line. 

8028.  Mr.  W.  E.  Jones:  It  has  .been  aSected  by  the  rate 

of  interest? ^Yea. 

8029.  Mr.  Woodcock : And  it  is  this  class  ^ savi^ 
which  is  subject  to  your  comment  that  it  is  affected  by 

the  rate  of  interest? Lord  Mackintosh:  Ye&.—Mr. 

Gabriel : And  it  is  not  only  with  the  recent  issue,  but  with 
earlier  issues  held  'by  people. 

8030.  Chairman : Do  you  regard  the  Defence  as 

being  directly  in  competition  with  the  ordinary  Govern- 
ment short  0(T  medium  term  bond? JLord  MackintMh: 

Not  entirely  bwause  it  has  some  other  ad;Vantages  which 
a small  family  trust  likes  very  much ; but  generally  peak- 
ing, yes. 

8031  Mr  Woodcock:  And  in  oompetitioo:  with  building 

societies,  too? ^Yes.  There  is  no  doubt  that,  generally 

speaking,  Drfence  Bonds  are  affected^  by  the  rate  of 
interest  more  than  any  other  of  our  securities. 


8032.  Professor  Cairncross:  It  would  se^  from  the 
figures  for  the  Post  Office  Savings  Bank,  which  may  ^ 
different  from  the  other  savings  channels  here,  that  with- 
drawals form  a hi^er  proportion  oi  ih.e  ou^a^mg 
balance  now  than  before  the  war.  Would  you  think  t^ 
fliis  was  true  in  the  aggregate  as  well?  Would  the  ratio, 
which  is  1 to  5 since  the  war,  look  very  different  before 
the  war? Mr.  E.  C.  H.  Jones:  Again  we  have  no 
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figures  that  would  help  us  very  much,  but  the  general 
impression  is  no.  The  post-war  gains  have  been  very  much 
affected  by  the  faot'(M's  I men'tioned  earlier  of  the  post-war 
gratuities  and  the  building  society  amounts.  It  is  very 
difficailt  to  arrive  at  any  firm  decisiO'ns  concerning  the  flow 
of  money  in  and  out  'of  the  Post  Office.  One  can  say  in 
general  that  it  has  follo'wed  the  pattern  which  Lord 
Mackinitbsh  has  mentdoned  in  national  savings  as  a whole, 
that  as  a result  of  'the  last  war  national  savings  in  the  post- 
war period  are  more  widespread  than  they  were  before. 
There  is  more  money  coming  in,  in  both  the  Post  Office 
and  other  forms,  and  more  going  out. 

8033.  Is  the  'turnover  of  deposits  with  the  Trustee 

Savings  Banks  more  rapid  than  before  the  war? JLord 

Mackintosh : I should  say  it  was.  The  habit  ■of  using  the 
Savings  Bank  account  as  a semi-curreot  acco'unt  is  quite 
a recenit  development.  Before  the  war  it  was  used  purely 
to  save  for  the  loniger  term.  Now  a lo't  of  salaries  are 
actually  paid  into  ■die  Trustee  Savings  Bank  and  taken 
out  through  the  rest  of  the  month.  I would  say  the  turn- 
over is  two  or  .three  times  more. — Sir  John  Erskine:  In 
Scotland  there  are  a great  many  oases  where  firms  pay 
in  the  salaries  of  their  staffs  and  employees  direct  'to  the 
Savmgs  Bank  at  the  end  of  every  month,  and  of  course 
the  employees  draw  on  these  amounts  at  fr^uent  intervals  ; 
that  creates  a bigger  (turnover. 

8034.  I'D  those  cases  is  itheie  a Emit  to  the  proporticm 
of  a man's  wage  paid  in,  or  ■axe  there  cases  in  which  the 
whole  of  .die  wage  is  paid  in  to  the  Trusitee  Savings  Bank? 

Mr.  E.  C.  H.  Jones:  The  whole  of  the  wages  or 

monthly  salary  Cheque  is  paid  in  to  the  Trustee  brings 
Bank.  This  is  a practice  which  is  growing,  but  I would 
not  like  to  say  that  it  constitutes  a big  part  ^ the  deposits 
in  the  Trustee  Savings  Banks. — Lord  Mackintosh:  No, 
but  it  is  growing.  It  is  often  done,  of  course,  with  the 
joint  stock  banks  ; but  (it  is  something  new  to  be  happening 
in  .die  Trustee  Savings  Bank. 


8035.  Mr.  Woodcock:  You  have  youi  direct  transfer 
schemes,  when  a man  determines  what  part  should  be 

paid  'in? ^Yes,  we  have  three  million  people  in  industry 

who  are  doing  most  <rf  the(ir  saving  through  the  Trustee 
Savings  Bank  through  deductions  from  pay  of  5s.  or  10s. 
a week.  The  peoiple  in  my  own  firm  average  25s.  a week  ; 
I do  not  know  how  Ithey  do  it.  It  is  deducted  from  their 
pay  each  week  and  'paid  in  at  the  end  of  each  week  to 
the  Trustee  Savings  Bank.  That  is  our  nmin  method  of 
conecting  savings  from  places  oi  anployment,  and  I would 
like  to  see  it  extended  even  further. 

8036.  Are  they  more  Equid  than  other  forms  of 

savings?  Do  (th^  come  'OUt  more? ^Not  as  much  as 

the  sSaries.  They  are  hewing  to  save  .that  amount  mostly 
for  short  teem,  for  holidays  or  Christmas,  and  after  fliree 
or  fow  or  six  months  some  of  it  comes  out. 


8037.  Chairman : Would  you  care  to  say  anything  rnore 
about  your  genial  policy  with  regard  to  competition 
between  savings?  You  are  running  a movement  in  which 
there  are  -diese  various  media,  which  to  some  extent 
obviously  compete  among  themseives ; but  you  also  can 
have  competing  sources  outside.  You  say  in  your  evidence 
that  you  have  no  direct  working  association  with  other 
agencies,  (tiiat  is  to  say,  building  societies.  How  do  you 

actually  decide  how  far  it  is  ilo  be  active  competition? 

The  Treasury,  of  cowse,  has  the  last  word.  During  ffie 
war  the  budding  sooieities  had  a represieiitata've  on  the 
National  Savings  Committee,  and  so  had  the  insurance 
companies,  but  we  are  friendly  competitors  now.  I 
should  like  to  see  some  imofficia.1  get-togeti^r  of,  »y,  the 
life  'insurance  people,  'the  b'uilding  societies,  the  (co- 
operative soedeties  and  oursdves ; we  miglit  meet  twice 
a year  wiffi  no  fixed  agenda,  just  to  get  to  knw  each 
other  better.  At  least  we  might  decide  on  methods  of 
getting  more  statistical  information  (than  we  have  now. 
I do  not  know  if  I am  talking  out  of  turn  here,  but  since 
last  September,  when  Bank  Rat©  went  up  to  7 i«r  cent., 
the  Treasury  have  called  together  once  a .month  repre- 
sentatives of  the  building  societies  and  myself  and  the 
Treasury ; we  have  compared  notes  every  month,  and 
have  'both  promised  that  neither  side  would  steal  a m^cn 
on  the  other.  The  result  is  that  building  societies  have 
not  put  their  rates  up,  and  we  did  not,  until  the  dangw 
was  over  and  the  Bank  Rate  was  coming  down.  We 
found  it  very  useful  to  talk  over  these  problems,  because 
I have  been  a building  society  man  longer  than  a savings 
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8038.  That  is  interesting.  It  has  start^,  from  what 

you  know,  in  the  last  six  months? Just  with  the  building 

societies  ; we  might  enlarge  it. 

8039.  Do  you  think  it  is  likely  to  be  permanent? 

We  would  welcome  iit  if  the  Treasury  gave  their  blessing 
toil.  I would  like  to  see  it  tried  out. 

8040.  Professor  Sayers'.  Do  you  th^  the  eixiatence  of 
these  meertinigs  has  anything  to  do  with  the  comparative 
downess  with  which  the  rates  of  your  movement  were 
adjusted,  and  the  lack  of  any  response  in  building 
societies’  interest  rates  lo  .the  movement  in  other  mterest 

rates  in  September? 1 think  it  is  alrnost  entirely  due  to 

that  monthly  meeting.  Both  of  us  would  have  jumped  our 
fences  before  we  did,  if  we  had  not  had  .this  friendly  talk. 

8041.  And  in  looking  forward  to  a oonitinuance  of  these 
friendly  talks,  would  it  be  in  your  mind  that  you  mght 

moderaite  the  competitive  movement  of  interest  rates? 

Yes,  I think  it  would  have  that  effeOt.  It_  would  atop  us 
from  eoiiUng  cross  with  each  other  and  doing  silly  things. 

It  would  undoubtedly  help, 

8042.  You  do  not  think  it  would  stop  you  from  doing 

senffl'ble  things? ‘K  could  work  both  ways. 

8043.  Mr.  Woodcock:  But  your  coimpMtion  is  really 
wkh  spending.  You  do  not  care  a great  deal  wherc  they 
save  as  long  as  (hey  do  save?— — 4No,  we  are  friendly  rivals. 
We  are  like  members  of  a teat  team  ; we  like  to_  look  at 
our  ovwi  averages  for  the  club.  The  great  thing  is  to  get 
people  to  save  ; it  is  only  secondary  where  they  put  it. 

8044.  Afr.  W.  E.  Jones : In.  paragraph  9 you  say : “ There 
has  been  evidence,  although  it  oannoit  be  measured,  that 
individuals  failing  to  secure  accommodatioo  from  their 
bankers  have  had  resort  to  the  enoashmeat  of  national 
savings.”  Suppose  the^t  there  bad  been  no  restriction  in 
Kanif  credit  to  cr^twortby  customere,  but  that  there  had 
been  a hi^  Bank  Rate,  would  you  have  expeaed  a juuch 
lower  encashmenit  of  natdonai  savings?— —Undoubtedly.  1 
think  we  lost  many  millions,  especially  during  the  last 
twelve  months,  through  the  credit  squeeze.  Take  a man 
used  to  working  on  an  overdraft:  of  £1,000 ; it  came  to 
Christmas  time,  and : “ I am  sorry,”  said  the  bank  manager, 
“1  cannot  do  at.”  What  does  he  do?  He  looks  around 
alt  what  he  has  got,  and  Savings  Centifleates  are  the  first 
thing  he  gelts  his  bank  manager  to  encash.  It  has  been 
accentuated  by  the  fact  that  the  Rent  Restriction  Act  has 
made  more  people  want  to  buy  houses,  and  they  have  then 
found  the  building  soedetdes  want  a bi^er  dopc^t.  Again, 
they  go  to  ifche  bank  manager  and  he  says : ‘ I am  sorry.” 
Then  out  again  oomes  another  batch  of  Savings  Certificates. 
We  must  have  lost  hundreds  of  miillions  in  the  last  eighteen 
mont^. 

8045.  Mr.  Woodcock:  Suppose  that  the  bank  manager 
had  been  able  to  say;  “ Yes,  but  at  10  per  cent.,  not  7 " ; 
have  you  any  impression  ^at  10  per  cent,  would  have  made 
them  chink?  At  7 or  7i  per  cent,  would  .they  not  still  have 

borrowed  from  the  banks? -Lord  Mackintosh'.  Yes, 

though  Ubat  would  be  regarded  as  a high  rate. — Sir  John 
Erskine : Although  National  Savings  Certificates  could  not 
be  assigned  officially,  it  was  quite  common  practice  for 
customers  who  wanted  temporary  faoilhtiea  to  deposit 
centiifioates  with  a repayment  form  signed,  I would  not 
have  thought  that  the  rate  of  interest  for  a very  short 
period  w<^d  have  been  a serious  factor.  I thank  the 
manager  would  simply  say  that  he  could  not  do  it,  and 
then  the  man  would  encash  National  Savings  Certificates. 

8046.  Mr.  Jones:  But  in  no  case  would  you  have  a 
atuatdon  where  the  bank  which  was  refusing  credit  on  the 
normal  basis  of  restriction  would  advance  £600  or  £700 
more  because  there  was  £600  or  £700  worth  of  Naitional 
Sailings  Certificates  or  Defence  Bonds.  That  would  not 
make  any  difference,  surely ; the  man  would  have  to 

encadi? Lord  Mackintosh:  That  is  correct.  That  is 

Vihat  we  have  suffered  from.  That  is  why  our  figures 
have  been  so  bad^ — partly  the  rate  of  interest  and  partly 
the  credit  squeeze. 

8047.  Chairman : You  spoke  of  7i  jjct  cent,  as  some- 

thing which  would  be  regarded  as  a high  rate.  I think 
probably  you  had  in  mind  for  temporary  accommoda- 
tion?  ^Yes,  for  temporary  accommodation.  I think  a 

man  would  rathw  pay  tihat  than  sacrifice  some  hard-earned 
savings  ; he  would  hope  it  would  not  be  for  long. 

8048.  Have  you  in  mind  any  rate  of  interest  which  would 
be  regarded  as  the  dividing  line  between  the  bi^  rate  and 


somauhing  less? The  good  old  5 per  cent.  I think  any- 

body is  suspicious  of  anything  over  5 per  cent.,  and  rather 
pleased  with  anylbing  less. 

8049.  Would  you  say  that  is  true  al  oven  the  country? 

Lord  Mackintosh:  Yes. — Sir  John  Erskine:  1 would 

say  so. 

8050.  I gather  from  the  end  of  paragraph  15  that  opinion 
as  represcmled  hy  conferences  and  local  representatives  does 

represent  the  saver  as  being  interest  conscious? Ji^rd 

Mackintosh : The  people  who  come  to  these  conferences 
are  the  key  workers ; they  are  not  the  ordinary  workers 
that  run  the  Idttie  groups.  There  is  also  a sprinkling 
of  bank  managers  and  stockbrokers,  people  of  consequence 
and  thoughtful  peoplle.  it  does  not  mean  to  say  diat  they 
represent  entirwy  the  view  of  the  ordinary  man.  They 
wound  -be  more  likely  to  be  conscious  of  this  than  the 
rank  and  file  of  our  workers.  Bat  our  key  workers  are 
very  conscious  indeed,  more  so  probably  than  they  need 
be  somdtime.s. 

8051.  in  paragraph  16  you  say  (hat.  you  are  ftequeiutiliy 
UiPged  lK>  adopt  new  media  by  your  voluntary  wonkers,  and 
you  oulJ'ine  three  possible  lanes:  to  attract  the  middle- 
aged,  to  attract  (he  young,  and  an  o^nisaldomal  anrange- 
menf  wiiih  uniiL  trusts.  Evaderutly  it  is  your  view  that  die 
range  of  possdiblo  media  for  sUmulaling  savings  is  not 
clo^? — -<3ortainly  not.  lit  must  be  apparent  to  you  tto 
1 am  no  eoonomiist  or  expeot  in  these  things,  not  as  nwch 
as  my  friend  Sir  John  Enskine  here,  1 look  upon  the  facts. 
’As  Mr.  Iv^csniiiMan.  putt  it,  when  he  was  Qbencellior,  In  my 
first  initervieiw  wilfa.  him:  “You  are  the  sales  departaienit 
of  the  Treasury  ”,  and  he  asked  if  wo  were  good  salesmen'. 
We  did  not  ha'ppen  to  be  at  that  moment ; so  I said  “ Let 
us  have  a look  at  the  goods.  If  the  goods  are  not  right 
you  cannot  sdll  them.”  I look  upon  myself  as  the  se^ 
deipantmenit.  The  Treasury  and  (he  Post  Office  are  the 
irtanufucluring  side  of  the  business.  They  make  the 
goods  ; wc  sell  them,  la  business  there  is  always  a tug-of- 
wiar  between  the  factory  side,  who  want  -to  have  things 
streamlined,  os  few  lines  as  po^ble,  as  few  difikulties, 
no  diircroncc  in  pucks  and  weighis,  and  the  salesmen, 
who  always  want  aomelhing  new,  somethirtg  toi'lor-made, 
as  iit  were.  Business  oonstiiiUites  a tug-of-war  in  deciding 
between  those  two.  Now,  the  manufaccuring  side,  the 
Post  Office  and  fhe  Treasury,  are  inclined  to  over-estamiaie 
and  exaggenaite  diflicullacs,  jusk  as  a salesman  is  apt  to 
undcr-estimale  the  difficulties.  So  when  we  come  to  our 
conferences  we  su'ggesit  to  the  Treasury  this  sort  of  new 
inveabmeriit  and  the  otiier.  This  may  often  not  be  praotfcal, 
but  k is  our  job  to  tcjU  them  wwat  wc  think  wdH  sell, 
and  these  three  here  arc  always  coming  up.  The  .Savings 
Certificate  ibtdf  when  it  was  introduced  was  a very  novel 
■thing.  Look  what  it  has  done;  nearly  £2,000  million  now. 
Premium  Bonds  are  the  beat  bait  ait  the  moment.  So  we 
Hhouild  n’Oit  dose  our  eyes  to  anything  new ; I realise  there 
may  be  great  ddtiiculties,  but  I think  we  shiouid  be  always 
searching  for  something.  These  are  some  suggestions. 

8052.  On  (a)  and  (A),  the  middle-aged  and  the  yw^ 

pecple,  have  you  in  mind  fiscal  concessions? 'With 

regard  to  the  pendon  one,  I think  we  would  not  get  away 
with  anyitihing  unless  th«e  was  some  income  (ax  conce^ 
siooi,  as  there  is  with  life  insrurancc.  We  have_  lidue 
schenrtes  now  (there  are  thousands  <rf  them  going  in  the 
country)  where  a worker  in  a small  office  or  a anwll 
firm  can.  buy  Savings  Certificates  under  a scheme  wMch 
buys  them  an  annuoily  when  they  mature.  But  we  are 
ihandiiicapped  because  we  cannot  offer  them  any  taxaa<» 
concesrions.  I do  not  say  it  is  poseiWe,  but  we  wcuid 
like  it  looked  Into.  The  one  for  youth  is  nw.  Sey^l 
countries  on  the  Coutinonit  have  given  special  faoilafies 
for  youth  in  the  rate  of  interest,  espedaLly  for  whm  th^ 
are  getling  married  and  timn^  like  that.  It  is  a bit  _«rty 
for  us  to  say  about  that ; when  we  have  our  committees 
worked  through  on  youth  we  may  have  some  suggest!^ 
to  make.  But  we  frcquwitly  ask  the  Treasury  and  Post 
Office  f-or  something  to  help  pensions,  and  we  have  “cyw 
got  anywhere  yet.  On  the  unit  trust  idea,  I like 
general  idea  of  encouraging  the  man-dn-ihe-street  to 
in  carefully  selected  and  managed  iiares,  but  ^ 
practical  and  political  dangers  of  doing  this  through  the 
savings  movement,  which  after  all  is  active  on  behalf  ® 
the  Government.  Nevertheless,  I think  some 
voluntary  movement  which  attracts  un^id  service,  1»« 
our  votantary  workers,  would  seem  to  be  needed  to  p(K 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


MINUTES  OF  EVIDENCE 


521 


6 May,  1958]  Lord  Mackintosh,  D.L.,  J.P.,  Mr.  E.  C.  H.  Jones,  C.B.E.,  [Continued 

Mr.  H.  G.  D.  Gabribi.,  Sir  John  Maxwell  Erskine,  G.B.E.,  D.L.,  J.P.  and  Mr.  A.  Gabrow,  O.B.B. 


tbese  plans  over  wiltlhiouit  hanoipeiriiiig  ahem  with  great  over- 
bead c»sts.  How  oan  3^u  bamess  those  two?  1 do  not 
know  whether  something  like  the  IJZ;.F.C  coulid  be  set 
up,  who  would  manage  toe  units.  The  savings  movement, 
ail  its  experience,  couid  help  by  doing  thedr  pubiioity 
for  them.  Some  of  cnir  voluntary  woitows  oSer 

them,  and  people  could  take  them  up  or  not  as  they 
wish^,  as  toey  do  now  with  Premium  Bonds  (we  never 
oompei  any  worker,  because  some  people  object  to 
Premium  Bonds  cai  principle  ; it  is  just  up  to  them  whether 
they  push  them  or  sell  them  or  menrtion  them).  And  if 
there  was  some  Oovemmeot  inSdituitioD  that  woidd  vet  the 
iHU't  tmidts  90  that  they  were  pen&ctily  safe,  we  could 
perhaps  leave  it  to  the  voluntary  effon^  of  those  woricers 
who  like  to  do  somethdmg  about  it.  I think  the  princLpie 
is  good,  but  I see  dangers  in  the  Oovemment  having 
aoyithiinig  to  do  wilth  it. 

8053.  Sir  John  Woods'.  In  the  experience  of  your 
grootps,  with  your  woluoitary  woikeis,  have  you  oome 
across  any  signs  of  reluotiance  to  save  by  the  various  media 
which  you  use  on  the  grounds  that  the  value  of  money 

is  depreciating  all  the  time? Yes ; that  is  undoubtedly 

our  (toieif  handdoap. 

8054.  It  is  noticeable? ^Yes,  and  I wonder  why  we 

have  g)olt  on  as  well  as  we  have  the  lasit  ten  years ; it  is 
extiaondmary. 

8055.  That  is  one  reason  behind  the  suggestion  of  this 
unit  trust? — ^ — ^Yes. 

8056.  Professor  Sayers:  When  would  you  say  that  it 
hrst  became  a subStantiaQ  factor,  tbits  fear  that  the  savings 
would  lose  their  value? — —Mr.  E.  C.  H.  Jones:  Wathm 
the  last  two  years. — Sir  John  Erskine : I would  say  wiiUiin 
the  last  four  years. 

8057.  Sir  Oliver  Franks:  There  is  a great  deal  of  dif- 
ference between  the  answer  “ in  the  last  two  years  ” 
and  the  answer  “in  the  last  four  years  ”.  In  the  first 
half  of  1957  in  a number  of  parts  of  the  community  for 
the  first  time  the  citizen  of  this  country  distrusted  bis 
currency,  and  it  became  sufficiently  widespread  to  attract 
notice  abroad.  It  became  one  of  the  main  factors  affect- 
ing the  economy ; it  was  a new  thing  for  Britain.  Now, 
it  may  well  be  that  in  the  groups  of  people  who  saye 
through  the  different  arms  of  the  savings  raovament  this 
does  not  apply  in  toe'  same  way ; that  it  is  not  a matter 
of  two  years,  but  of  four  years,  that  it  was  building  up 
a little  under  the  surface  before  this  more  overt  state 
of  mind  manifested  itseflf  in  the  first  half  of  1957.  Would 

you  say  four  and  not  two? Sir  John  Erskine : I would 

rather  think  four. — Mr.  Carrow : Yes. — Lord  Mackintosh : 
I can  scarcely  remember  when  it  was  not  an  issue  since 
the  war  ; I would  say  quite  five  years. 

8058.  We  are  not  talking  about  the  rate  of  inflation ; 
we  are  talking  about  toe  effect  of  that  rate  of  inflation 
having  sunk  into  people’s  minds  and  become  a motive 

for  distrusting  the  money  that  they  use? Lord 

Mackintosh:  They  have  ib«n  told  'that  toe  £1  is  nw 
worth  only  14s.  6d.,  and  so  on,  and  the  advice  they  get  is: 
“ Spend  toe  brass ; what  a fool  you  are  to  save  it.” 
We  hear  a lot  about  it.  Personally,  I do  not  think  it 
has  as  much  effect  on  saving  as  you  would  expect  it  to 
have.— Mr.  E.  C.  H.  Jones:  I think  toe  effect  has  been 
accelerating  in  the  last  'two  years.  It  has  been  a factor 
over  a period  of  perhaps  five  years ; I think  it  was  dow 
to  develop,  but  certaioly  in  the  last  two  years  we  have 
heard  a great  deal  more  about  it. 

8059.  And  you  thiito  it  has  affected  people’s  actions? 

Mr.  E.  C.  H.  Jones : Yes. — Sir  John  Erskine ; I have 

been  faced  on  several  occasions  with  people  saying  to 
me:  “ How  can  you  reconcile  with  your  couscieoce  taking 
money  from  people  when  the  indications  are  that  it  is 
going  to  have  a lower  purchasing  power  when  toey  get 
it  back?”— iorif  Mackintosh:  I have  had  all  sorts  of 
abusive  letters  calling  me  robber,  thief  and  pirate.— Sir 
John  Erskine : I have,  too. 

8060.  Chdrmm:  Are  you  able  to  0ve  convincing 

answers  to  that  question? Lord  Mackintosh:  I think 

so.  I say:  “’What  would  you  do  with  the  nroney  if  you 
did  not  put  in  in  national  savings?  There  is  only  ixo- 
perty  and  equities,  and  look  what  equities  have  done. 
With  property  unless  you  have  a lot  of  money  you  caimot 
start.  Even  if  money  buys  5s.  less  in  five  years  tame, 
it  is  better  to  save  it  than  to  find  yourself  with  two 
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wireless  sets,  both  of  them  out  of  date.  It  is  no  good 
buying  for  toe  sake  of  buying;  you  had  better  have  15s. 
and  have  it  safe.” — Chairman-:  1 think  that  is  very 
forceful. 

8061.  Mr.  Woodcock:  Is  not  the  surprising  thing  that 

despite  the  vocal  comment  and  criticisms  national  savings 
have  not  suffered  as  much  as  you  might  have  expected 
from  this? It  is  quite  remarkable. 

8062.  There  is  a difference  between  what  people  say  and 
what  toey  do?- — —Lord  Mackintosh : We  have  to  get 
nearly  £1,400  million  in  before  we  start  to  score  a plus 
at  all.  H we  can  only  hold  the  reservoir,  that  is  an 
achievement. — Sir  John  Erskine:  It  is  important  to  bear 
in  mind  this  enormous  figure  of  potential  spending  power. 
If  I am  faced  with  the  argument : “ Why  not  withdraw 
it  and  spmd  it?”,  I come  back  with  “ Are  you  encouraging 
withdrawing  this  very  large  sum  and  spending  it,  because 
then  you  wiE  have  inflation  doubly  confounded?”  It 
works  with  certain  people.  I think  it  is  quite  marvellous 
toat  all  these  voluntary  people  throughout  toe  country 
assist  toe  Govemment  in  maintaininig  this  very  large  reser- 
TOir.  What  could  be  put  in  place  of  tout  I really  could 
not  tell,  because  k requires  the  stimul'us  of  constant 
promptiog  to  Iceep  it  filled  up. 

8063.  Professor  Cairncross:  When  was  the  unit  trust 
idea  first  drawn  to  your  attention?  Is  this  an  idea  which 

goes  back  many  years,  or  is  it  a recent  one? Lord 

Mackintosh:  I do  not  think  I ever  heard  it  mentioned 
untE  four  or  five  years  ago.  Then  it  began  to  be  talked 
about  and  we  got  letters,  and  members  of  both  Houses 
of  Parliament  have  been  to  see  me  about  it.  But  I do 
not  think  this  demand  has  come  from  our  workers  at  ail ; 
it  comes  from  the  economists  and  politicians.  I think 
it  is  a facility  that  would  be  in  the  interests  of  the  country 
and  everyone  else  if  there  is  a practical  way  of  doing 
it,  ibut  I do  not  want  you  to  think  toat  the  ordinary  worker 
is  crying  out  for  this. 

8064.  But  you  say  that  it  is  an  idea  that  commends 

itself  to  many  voluntary  workers? ^Yes,  we  have  had 

restflutions  at  conferences.  But  they  are  al  people  who 
have  come  right  to  toe  top  of  the  -movement ; toey  are 
intelligent,  the  readers,  the  thinkers.  Of  the  eight  or  nine 
million  people  who  are  saving  regula.rly  through  us  I do 
not  think  one  lin  a toousaud  has  ever  thought  of  it. 

8065.  Lord  Harcourt : Js  the  accent  always  on  the  unit 
trust?  Has  no  one  given  consideration  to  toe  managed 

trust? ^I-t  is  just  the  word  which  came  first  ito  my  mind. 

it  is  a chance  for  the  ordinary  man  to  have  a well-managed 
mixed  bag, 

8066.  Professor  Cairncross:  Are  the  Trustee  Savings 
Banks  prohibited  from  handling  unit  'truat  certificates? 

Do  they  sell  them  over  the  counter? Mr.  E.  C.  H. 

Jones:  Yes,  they  do. — Lord  Mackintosh:  I do  not  .think 
so. — Sir  John  Erskine : The  joint  stock  banks  do  in 
Scotland.  I have  never  heard  in  Scotland  toe  idea  of  unit 
trusts  bemg  Enked  up  to  the  savings  movement.  I have 
heard  people  talk  c&  the  advantages  which  might  accrue 
in  'bringing  the  working  man  into  the  .purchase  of  unit 
trust  certificates.  When  toe  pr-omoters  of  a particular 
unit  decided  to  ask  the  jornt  stock  banks  to  sell,  toey 
spoke  to  me  about  it  and  asked  if  I would  come  along 
and  purob^e  toe  first  unit.  Feehng  that  it  was  all  towards 
thrift,  I saw  nothing  incompatible  with  my  position  as 
chairman  of  toe  Scottish  ^vings  Committee  in  going 
to  the  joint  stock  'bank  with  the  oflicials  and  buying  some 
of  .the  unite  for  my  grandchildren.  I am  in  favour  of  toe 
idea ; but  I have  great  difficulty  in  seeing  how  it  can  be 
linked  up  with  a saving  movement  the  pattern  of  which  is 
to  coUeot  money  directly  for  toe  State. 

8067.  Professor  Sayers:  Have  the  other  suggestions 

for  pensions  and  young  people  come  from  below? 

Lord  Mackintosh:  Yes,  frequently.  We  never  have  a 
conference  without  them,  especially  the  pensions  idea, 
coming  up. 

8068.  Chairman:  Are  there  any  special  points  in  the 
Scottish  meanoraindum  that  anyone  would  like  to  raise? 
We  have  covered  a great  deal  of  it  in  our  questions. 
—Professor  Cairncross:  In  the  table  in  paragraph  3 no 
figures  are  .given'  for  Trustee  Savings  Banks  Sped'al  Invest- 
ment Departmente  before  1954.  Does  tots  mean  that  toe 
loanee  outetanding  for  Scotland  is  not  available  for  that 
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year? Sir  John  Erskine : Until  that  date  the  accumu- 

lated balance  of  the  Special  Investment  De^partments  was 
not  included  in  the  national  figures  at  all. 

8069.  Chmrman-.  You  mean  they  were  not  treated  as 

a branch  of  national  savings? ^No,  the  argument  being 

that  proceeds  of  these  deposits  do  not  necessarily  go 
directly  to  Treasury. 

8070.  Mr.  W.  E.  Jones-.  Are  these  figures  additional 

to  the  £6,300  million,  or  are  they  part  of  it? Sir  John 

Erskine-.  Part  of  it.— Lord  Mackintosh:  Our  figures 
include  Scotland  and  Northern  Ireland. 

8071.  Professor  Cairncross:  .Spedal  Investment  Depant- 
ment  figure  are  available,  and  have  been  submitted  to  us, 
for  Great  Britain  before  1954.  Presumably  you  have  them 

for  So^nd  in  that  case? Sir  John  Erskine:  We  should 

have  to  get  .them  from  the  Trustee  Savings  Bank ; we  do 
not  have  them*. 

8072.  Chairman:  Would  it  ^ort  circuit  it  if  we  asked 

them  direct?  We  are  seeing  them  .this  afternoon. Sir 

John  Erskine : Yes ; we  should  only  have  to  them.— 
Lord  Mackintosh : We  work  very  closely  with  the  Trustee 
Savings  Bank.  We  are  very  happy  together.— Mr.  E.  C.  H. 
Jones : The  Special  Invesftment  Departments  of  the  Trustee 
Savings  Banks  were  closed  during  the  war;  they  did  not 
offer  that  facility.  It  was  re-opened  at  some  period  after 
the  war. — Lord  Mackintosh : During  .the  war  the  banle 
could  not  invest  with  corporations,  because  they  were  all 
borrowing  temporarily. 

8073.  In  paragraph  6 you  distinguish  between  the 
attitude  of  the  different  classes  of  saver  and  the  differwit 
nffidia  fliey  go  for. — Mr.  W.  E.  Jones:  Do  you  have  a 
spunt  when  tiiere  is  a new  issue,  or  an  exteaision  of  the 
Ikndt  on  the  maxamvHn  number  of  Savings  Certificates,  as 

recently  it  has  gone  up  from  600  to  1,000  units? Lord 

Mackintosh : Yes.— Mr.  Gabriel : The  weekly  .rates  would 
go  up  about  three  .times  the  normal  sales,  and  that  would 
continue  for  about  a month. 

(_The  witnes: 
{Adjourned  ui 


8074.  Would  that  be  the  outcome  of  switching  of 

deposits  and  inveslmeats? Mr.  Gabriel:  To  some 

extent.— Sir  John  Erskine:  I have  some  very  well-off 
friends  who  say : “ I have  taken  up  the  fuU_  quota  f<* 
myself,  my  wife  and  my  family.”  That  is  not  in  a proper 
sense  new  small  savings.  They  have  drawn  it  from  some 
other  source  and  put  it  in  to  t^e  advantage  of  it  for  their 
own  particular  purposes. — Z^rd  Mackintosh:  -Sometimes 
people  criticise,  but  nothing  succeeds  like  success.  If 
national  savings-  figures  are  good  and  doing  well,  then 
the  ordinary  mau-in-the-street  thinks  it  is  a good  thing 
to  do.  If  our  figures  week  after  week,  month  after  month, 
are  depressing,  then  the  idea  gets  about : “ What  is  wr<mg 
with  national  savings?”  We  have  to  have  a shot  in  the 
arm  now  and  again. 

8075.  To  what  extent  do  you  think  the  value  of  investing 
in  national  savings  is  known,  and  to  what  extent  has  the 
knowledge  of  the  value  of  them  increased  in  consequence 
of  these  extensions  from  time  to  time?  Would  you  expect 
new  savings  in  National  Savings  Ceftificates  apart  from  the 

extension  to  holders  in  consequence  of  ithis? Yes,  all 

the  'time.  And  something  entirely  new,  like  Premium 
Bonds,  no  doubt  brings  millions  of  people  in ; in  fact 
Premium  Bonds  were  baited  for  the  people  to  whom  the 
difference  beitween  3i  per  cent  ^d  3i  per  cent  does  not 
mean  a thing.  Millions  of  pounds  go  on  pools  every  week 
and  they  were  not  playing  thedr  part  in  the  contribution 
at  all ; so  we  tempted  the  bait  for  ifiiem.  It  was  meant 
just  for  those  people,  not  for  the  regular  savCT.  I remembe' 
speaking  the  Archbishop  of  Canterbury  at  then  intro- 
duction. He  was  against  -them,  and  I followed  him  at  a 
public  meeting.  I said  I knew  the  church’s  job  was  to 
save  sinners ; I did  not  know  it  was  ithedr  job  to  stop 
sinners  saving.  It  was  something  new,  and  it  has  brought 
in  nullions  who  were  not  in  the  movement  before. 

Chairman:  That  woxild  make  a very  good  slogan!  I 
tViinV  that  completes  our  questions ; thank  you  very 
much.  Lord  Mackintosh  and  Sir  John. 

withdre-w.) 
til  2.15  p.m.) 


The  following  witnesses,  representing  the  Trustee  Savings  Banks  Association,  called  and  examined:— 

Sir  Kenneth  Stewart,  G.B.E.,  J.P.,  Chairman,  T.S.B.A.,  and  Chairman,  Manchester  and  Salford  Tn^tee  Savings 
Bant,  A.  HiWasoN,  EsQ..  C.B.E,  Deputy  Chaiiman,  T.S.B.A.,  and  a Trusts,  Edinbmgh  Saving  Bant  A.  TSora, 
Esq.,  O.B.E.,  J.P.,  Hon.  Secretary,  T.S.B.A.,  and  General  Manager,  Savings  Bank  of  Glasgow,  and  C.  L.  Lawton,  Esq., 
O.B.E.,  LL.D.,  Chief  Actuary,  York  County  Savings  Bank. 


8076.  Chairman : You  have  been  kind  enough  to  send 
us  a memorandum  ;t  we  should  like  to  run  through  it  with 
you,  First  you  describe  the  general  history  and  organisa- 
tion of  the  Trustee  Savings  Banks,  and  you  give  us  a 
figure  for  the  funds  of  the  banks.  Are  we  to  think  of 
the  funds  in  paragraph  3 covering  depoats  in  the  Special 
Investment  Departments,  the  Ordinary  D^artments,  in 
the  Stodc  Depaiteoents,  and  the  sur^uses? — —Sir  Kenneth 
Stewart:  Yes;  and  .that  has  increased  by  just  under 
£50  m.ilb«n  in  1957,  ito  £1 ,298,600,000. 

8077.  In  your  description  of  the  Ordinary  Depaifment 
you  refer  to  the  National  Debt  Office.  I should  like  to 
be  clear  as  to  the  relationship  between  tile  Trustee  Savings 
Banks  on  toe  one  side  and  the  National  Debt  Office  on 
the  other.  You  turn  in  all  the  money  that  comes  in  to 

you  to  toe  National  Debt  Office? ^In  toe  Ordinary 

Department,  yes,  except  what  we  retain  for  our  till  money. 

8078.  They  then  handle  the  investment  of  toose  funds 

in  Government  securities  witoont  reference  to  you? 

Without  any  reference  whatsoever.  I think  it  was 
Gladstone  who  once  said  toat.  as  far  as  .the  Trustee 
Savings  Banks  were  concerned,  if  the  Government  chose 
to  chuck  the  money  into  the  sea  it  would  not  make  the 
slightest  difference ; the  deposits  were  guaranteed  by  flie 
Consolidated  Fund  of  Great  Britain  to  toe  trustees,  and 
how  the  National  Debt  Commissioners  invested  toe  money 
was  their  business. 

8079.  And  the  guarantee  is  a guarantee  from  the  Govern- 
ment to  the  trustees  of  pound  for  poimd  of  the  sums 
turned  in  to  them,  plus  a rate  of  interest  whfch  toe 

Treasury  fixes? ^Which  the  Treasury  fixes.  The 

rate  has  been  £2  17s.  6d.  pw  cent.,  that  is  £2  lOs.  paid 

• See  Qn.  8142. 
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to  our  dq>oaitoTs  and  7s.  6d.  for  running  the  show,  and 
■toe  Treasury  'have  increased  that  to  £3  per  cent,  from 
toe  21st  May,  which  is  toe  beginning  of  our  half  year. 

8080.  Then  toe  surplus  of  income  which  yon  are 

referring  to  in  paragra^  9 is  a surplus  which  arises  from 
toe  investments  which  the  Natioi^  Debt  Office  make 
with  your  fimds  and  which  is  not  need-ed  to  oovex  the 
fixed  interest  they  pay  to  you? ^That  is  ri^t. 

8081.  Quite  krge  suhb  seem  to  'be  involved ; nearly 
£7  million  for  the  six  years  1950-56.  Why  toould  not 
the  Trustee  Savings  BanV.s  get  toe  benefit  of  toat  surplus? 

Because  it  is  none  of  our  buaine®  whatsoever ; what 

toe  Treasury  choose  to  do  with  the  money  they  receive 
from  us  is  entirely  their  business.  They  guarantee  that 
they  will  look  after  the  money  toat  we  hand  over  to 
them ; how  they  invest  it  and  what  they  do  with  it  is 
their  own  business. 

8082.  Professor  Sayers:  You  invest  it  with  toe  Treasury 

compulsorily? Campitisorily. 

8083.  At  a fixed  rate?— — At  a fixed  rate. 

8084.  And  toat  is  toe  cost  .to  the  Treastiry  of  this  part 

of  toe  national  debt? That  is  right. 

8085.  Chairman:  Does  it  cost  them  much  to  put  the 
money  into  the  Govenunent  securities  which  they  buy? 

Surely  -they  have  motoing  to  do  except  invest  it? ^That 

is  p^eotly  true.  At  one  time  many  years  ago  they  made 
a loss  on  toeir  investments,  but  for  very  many  years  they 
have  an  actual  profit  on  the  difference  between 

the  fixed  rate  toey  paid  us  and  what  toey  were  able  to 
■invest  it  for. 

8086.  Somewhere  at  the  back  of  my  mind  I have  toe 

date  of  1910-11  as  the  last  time  when  there  was  a 
deficiency? Dr.  Lawton:  It  was  1909. 
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8087.  Professor  Sayers'.  Is  not  that  deficdency  entirdj 
initamd  to  the  Exchequer?— — Sir  Kenneth  Stewarf.  Yes. 

8088.  Chairman:  But  the  cost  of  running  the  Trustee 
Stavings  Bank  organisation  falls  upon  the  rate  of  intere^ 

which  is  paid  to  you? ^Yes ; the  7s.  6d.  per  cent,  paid 

to  us  over  and  above  die  amounlt  we  have  to  pay  to  our 
depoatois  was  the  rate  which  we  have  had  to  keep  wadiin, 
somehow  or  another. 

8089.  Out  of  !that  you  have  to  meat  the  costs  of  running 

the  movement,  including  buying  or  renting  premises? 

Yes. 

8090.  Lord  Harcourt:  What  happens  if  one  of  the  banks 

exceeds  the  differential? ^They  do  often.  When  the 

I^t  Office  Savings  Bank  was  opened  in  the  sixties,  most 
©■f  ffie  Trustee  Savings  Banks  in  the  south  of  England  shut 
up  and  handed  everything  to  the  Post  Office.  We  have 
be«i  recovering  that  in  the  last  ten  years  or  so,  with  the 
resuiit  that  the  southern  banks  have  op^ed  a very  great 
number  of  offices,  it  takes  something  like  an  average  of 
£750,000  per  office  to  cover  the  cost.  It  takes  many  years 
to  come  up  to  thk  amount,  and  in  the  meantime  a great 
many  of  these  offices  are  running  not  at  7s.  6d.  per  cent, 
but  at,  say,  12s.  6d.  or  13s.  6d.  per  cent.  We  have  a 
mutual  assistance  scheme,  by  which  banks  Wbo  have  a 
surplus  over  and  above  the  amoun'ts  they  require  for  run- 
ning their  banks  pay  it  into  a central  pool,  which  is  divided 
out  to  help  die  banks  who  at  present  are  Still  on  the  wrong 
side.  This  mutual  assistance  scheme  between  all  the  banks 
was  formed  in  1948,  in  order  that  development  imght  be 
enabled  to  go  ahead,  and  that  those  banks  who  have  no 
resources  of  dieir  own  should  be  helped  by  the  resources 
of  rich  banks,  such  as  Glasgow,  who  contribute  something 
like  £50,000  a year  into  this  pool. 

8091.  Is  that  the  contribution  scheme  to  which  you  refer 

in  paragraph  12? ^Yes. 

8092.  Professor  Cairncross:  If  Glasgow  did  not  con- 
tribiite  ^0,000  a year  in  this  way,  what  would  happen 

to  that  money? ^It  would  simply  go  into  their  surplus 

and  be  paid  in  with  the  rest  their  fimds  into  die  National 
Debt  Office,  and  would  be  invested  by  them,  just  the  same 
as  the  deposits  from  every  other  kind  of  money  that  comes 
in. 

8093.  Chcdrman:  It  would  be  interest-bearing  at  the 

same  rate? ^^aody. 

8094.  Professor  Cairncross:  And  would  remain  to  the 

crediit  of  the  Glasgow  bank? ^It  would  remain  to  the 

credit  of  the  particular  bank  concCTned. 

8095.  What  is  to  prevent  a large  number  of  additicmal 
Trustee  Savings  Banks  setting  themselves  up,  if  they  can 
rely  , on  this  guarantee  -that  if  they  are  .unable  to  cover 

their  costs  they  can  draw  on  the  pool? We  have  an 

assocaation  in  which  we  all  work  togelther  in  these  things. 
No  bank  can  set  up  wuithont  being  supplied  wilh  some  sort 

capital  which  has  to  come  from  this  mritual  assistance 
fund,  or  some  such  thing,  or  from  the  National  Debt  pffi« 
in  CMtain  individijal  cases ; therefore  the  whole  thing  is 
under  pretty  complete  control  in  that  way.  No  new 
Trustee  Savings  Bank  can  set  up  wdShout  the  backing  and 
help  oi  the  Association,  or  without  the  ^rmisaon  of 
the  National  Debt  Office. 

8096.  How  would  a new  Trustee  Savings  Bank  set  itself 

up? ^I  can  give  you  an  example.  Some  years  ago  we 

were  asked  to  set  up  a new  Trustee  Savings  Bank  in 
Bristol.  £40,000  was  advanced  by  a good  many  banks 
in  ord»  to  sujjpQy  the  necessary  capital  to  set  up  a new 
bank,  to  build  a new  building  for  the  head  office,  and 
to  finance  the  opening  of  some  branches.  A couple  of 
branches  were  handed  over  by  another  bank  that  was 
already  establidied  in  Bristol.  Sto  the  Bristol  Trustee 
Savings  Bank  was  set  up,  and  the  trustees  find  themselves 
today  running  their  concern  stnll  at  a very  heavy  loss, 
because  it  takes  some  years  to  set  up  a bank  ; last  year  they 
made  a loss  of  £18,000  on  four  or  five  offices.  That  was 
met  by  the  miutual  assistance  fund.  In  die  couise  of  time 
diat  £18,000  a year  loss  will  gradually  diminish ; we  will 
look  after  it  with  the  m^iftual  assistance  fund  in  the  mean- 
time. In  the  couree  of  time  .they  can  put  a cePtam  amount 
every  year  towards  paying  back  that  £40,000.  The  mutual 
assisitance  fund,  if  it  has  the  rncmey  to  spare,  will  hdp 
to  pay  that  off  also ; if  it  has  not,  in  the  course  of  the 
next  twenty  or  thirty  years  the  trustees  wall  perhaps  be 
able  to  pay  off  th^  debt.  Loans  between  banks  are  always 
free  of  interest. 
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8097.  Do  you  ever  wand  up  a bank? ^No,  but  we 

sometimes  amalgamate  banks.  If  some  bank  is  in  a bit 
of  a difficulty,  or  anytlhing  of  that  sort,  a neighbouring 
bank  usually  amalgamates  with  it  and  tekes  it  over ; 
some  richer  bankshdps  it  out  in  that  way. 

8098.  ■'Who  takes  the  iniitialive  in  these  mailers,  for 
insitance  in  an  amalgamation  or  in  founding  a new  bank? 

In  the  founding  of  the  new  bank  at  Bristol  the 

initiative  came  originally  from  Sir  Stafford  Cripps.  He 
was  the  Member  of  Pl^ament  for  one  of  the  Bristol 
constituencies,  if  you  remember,  and  he  was  asked  wh^er 
a Trufittee  &vdn^  Barik  could  not  be  esrtabiidied  in  Bristol. 
He  referred  die  matter  to  the  Association ; I,  as  chair- 
man of  the  Assocaation,  called  together  a meeting  to  decide 
how  We  could  do  that,  and  by  a series  of  arrangemenits  we 
gradfually  set  it  up.  The  National  Debt  Office  had  a very 
great  to  do  with  it ; they  advanced  the  money  from 
the  Qosed  Bank  Fund  to  a certain  extent  When  banks 
gave  up  in  the  rixties,  there  was  a certain  amount  of  money 
left  over,  which  all  went  into  the  National  Debt  Office 
and  was  retained  in  a fund  called  the  Qosed  Bank  Fund. 
That  has  been  lying  there  and  gradually  accumulating 
interest.  That  was  used  to  a certain  extent;  and  the 
Manchester,  Liverpool,  and  Glasgow  Banks  and  a whole 
lot  of  other  per^e  h'dped  to  advance  money. 

8099.  Chcdrman : When-  the  rate  of  interest  allowed  on 
your  balances  by  the  National  Debt  Office  is  fixed  by  the 
Treasury,  do  the  Trustee  SJavings  Banks  have  any  say  in 

die  matter? ^A  very  great  di^  indeed.  In  fact  there 

has  been  a very  toii^  negotiation  for  the  lasit  three 
months,  in  which  a good  many  of  us  have  had  to  spend 
a good  deal  of  time.  We  have  been  negotiating  with  the 
Treasury  and  the  Ifetional  Debt  Office  as  to  what  we 
An^blt  to  have,  and  we  have  bad  to  put  up  all  the  argu- 
ments we  can  to  sh'ow  what  we  require.  In  the  end  we 
came  to  an  agreement  on  £3  Os.  Od.  per  cent. 

8100.  Mr.  Jones:  Having  regard  to  the  substtantial 
amounlt  of  deposits  you  handle,  would  you  say  that  the 

slaff  you  employ  are  small,  m^um  or  substantial? 

Dr.  Lawton : I think  we  have  rathe’  more  than  4,000  staff 
in  total  I work  to  a sfDaadard,  which  I think  is  probably 
nrui^  the  same  with  other  banks,  of  10,000  transactions 
per  year  per  mernb^  of  the  staff. — Sir  Kenneth  Stewart: 

I cannot  give  you  the  total  number  of  transactions,  I am 
taftnard  ; bult  it  K pretty  large.  I suppose  our  staff  is  bettween 
4,000  and  5,000  for  running  this  concern. 

8101.  That  is  over  the  82  hanks? ^Yes. 

8102.  Chairman  : Is  die  acouimuloition  of  surffluses  by 

the  National  Debt  Office  year  by  year  since  1909  regarded 
as  a rejevant  consideration  in  fiHng  the  rate  of  interest 
today? ^No.  The  rate  of  interest  payable  to  the  deposi- 

tors has  been  £2  10s.  per  cent,  for  a very  great  number  of 
■years.  The  rate  paid  to  us  has  varied ; for  many  years 
h was  £2  17s.  6d.  per  cent. ; for  three  years,  from  1951 
to  1954,  it  was  £2  16s.  per  cent.,  and  then  it  was  restored 
'in  1954  or  1955  to  £2  17s.  6d.  per  cent.  From  the  21st 
May  next  it  is  to  be  £3  Os.  Od.  pec  cent.,  that  is  £2  lOs.  Od. 
per  cent,  for  interest  to  depositors  and  lOs.  Od.  per  cent 
for  management  expenses. 

8103.  I had  in  mind  that,  if  you  were’ slowed  a hi^er 
rate  of  interest  by  the  Treasury,  you  might  be  able  to 

'aJliow  a hii^er  rate  of  interest  to  your  depositore? 

There  you  get  Ito.  a very  vexed  question  mdeed. 
When,  during  lihe  time  of  Dr.  Dalton  the  rates  of  interest 
■were  2i  per  cent,  generally,  there  was  naturally  a great 
deal  of  controversy  on  the  sribject  of  whether  the  rates- 
paid  by  the  Post  Office  and  the  Trustee  &viings  Banks  to 
meir  depoeitore  sibiould  be  allowed  to  lemaiin  at  2-i  per  cent, 
or  sbouM  be  reduced.  After  a great  deal  of  discern  it 

pointed  out  that  this  had  been  a rate  which  had 
laone  on  for  a very  great  number  of  years  • and  that 
it  would  be  undesirable  to  alter  it.  Our  fwbng  generally 
'is  that  we  are  quite  coritent'to  allow  that  histone  rate  to 
Iremiadn.  The  fact  of  the^  matter  is  that  both  in  the  case 
Cf  the  Post  Office  and  the  Trustee  Savings  Banks  Ordin^ 
Department  a very  great  number  of  peofde  begin  their 
savings  in  that  particular  ■way.  In  our_  particular  case  fm 
many  years  there  has  been  a gradual  increase  of  300,000 
accounts  a year  ; it  does  not  matter  very  much  to  them  in 
the  initial  stages  whether  they  get  2\  per  cent,  or  3-^  per 
cent,  or  4 per  cent,  i do  not  believe  it  would  make  very 
'raucih  difference  to  the  number  of  people  who  start^  tlhear 
bavings  in  that  particular  ’way.  The  effect  of  it  is  a 
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little  Aifferant.  Wibat  happens  is  this ; when  ouitside  rates 
of  interest  are  low  the  average  deposit  per  dqwsator 
is  a good  deal  h^er  than  under  present  circumstances 
Vhen  ou^de  rates  of  interest  are  hi^  Last  year  we  had 
^bout  7,600,000  adtive  depositors  in  the  Ordinary  Depart- 
ineuts  with  an  average  deposit  per  head  in  the  region 
bf  £100;  ten  years  ago  we  had  a good  deal  fewer 
depo^ors  hut  their  average  deposit  per  head  was  more 
like  £150. 

8104.  Bat  over  the  last  few  years  has  not  the  Special 
•Investment  Oepartiment,  which  has  paid  increasin^y 
higher  rates  of  interest,  shown  a much  bigger  increase  than 

the  Ordinary  Depaitraent? ^A  very  much  bigger 

increase ; tot  the  two  departments  have,  I think  I may 
say,  a completely  different  function.  The  Ordinary 
Department  is  the  department  m which  it  is  extremely 
convement  for  all  those  who  want  to  begin  saving  to  put 
their  money.  They  begin  saving  'Girough  that.  The 
Special  Investment  Department,  which  is  in  competition 
with  every  kind  of  buffding  society  and  evaything  else, 
is  where  people  who  have  accumulated  £100  or  £200 
go  when  they  want  to  get  the  best  rate  of  interest  they 
can.  'We  offer  them  the  facilities  of  the  Special  Invest- 
ment Department ; they  may  transfer  to  that,  or  they 
may  transfer  to  National  Savings  Certificates  or  to  Defence 
Bonds  or  any  other  type  of  more  permanent  saving  that 
gives  them  the  best  rates  possible. 

8105.  Mr.  Jones'.  It  is  necessary  for  a person  depositing 

in  the  fecial  Investment  Department  to  have  at  least 
£50  in  file  Ordinary  Department? ^Tbat  is  right. 

8106.  To  what  extent  do  they  transfer,  when  the  deposit 
reaches  a figure  of  over  £50,  from  the  Ordinary  Depart- 
ment to  the  Special  Investment  Department?  Is  there  a 

substantial  amount  of  movement  these  days? A very 

sutartantial  amount  of  movement 

8107.  Has  that  been  recent  or  is  it  something  which  is 

operatmg  over  a long  process  of  years? you  go 

back  to  1935  or  1936,  there  was  a larger  amount  of 
deposit  in  the  Sfpecial  Investment  Department  than  there 
was  in  the  Ordinary  Department,  because  33  per  cent, 
of  our  depositOTS  in  the  Ordinary  Department  had  money 
in  the  Special  Investment  Department  as  well.  That  really 
meant  fiat  as  a general  rule,  when  they  bad  got  over 
fie  £50  which  they  needed  to  have  in  the  Ordinary 
Department,  they  put  it  into  fie  Special  Ihvestonent 
De^rtment.  From  1939  until  1951  or  1952  fie  rate  we 
coiSd  offer  in  fie  Special  Investment  Department  was 
no  larger  than  in  fie  Ordinary  Department  Since  then 
the  rates  of  interest  fiat  we  have  been  able  to  offer  in 
the  Special  Investment  Department  have  steadily  risen  up 
to  something  like  4 per  cent,  hi  a very  few  cases  it 
has  gone  up  to  per  cent.,  but  fie  average  is  somewhere 
around  4 per  cent.  A larger  and  larger  proportion  otf 
our  depositors,  although  it  is  only  up  even  now  to  the 
extent  <xf  about  20  per  cent,  as  compared  with  33  per 
c«it.  before  the  war,  are  inclined  to  transfer  to  fie  Special 
Investmait  Department  once  they  have  got  their  £50  in 
fie  Ordinary  Department. 

8108.  'Why  do  you  require  £50  in  the  Ordinary  Depart- 
ment to  qualify  for  deposit  in  fie  ^>ecial  Investment 

Department? ^The  original  theory,  and  I <binV  it  was 

quite  a sound  one,  was  that  a person  needed  to  have  £50 
in  his  current  account  to  draw  on ; that  he  should  not 
put  it  an  into  fie  Special  Investment  Department,  which 
was  intended  as  a permanent  thing  for  him  to  keep  it 
in.  A depositor  is  always  drawing  bits  out  and  putting 
bits  in,  and  it  would  be  highly  unsatisfactory  if  he  were 
doing  that  in  fie  Special  Investment  Department.  We 
think  it  is  extremely  desirable  fiat  he  should  have  accumu- 
lated £50  in  the  Ordinary  Department  to  allow  for  that 
kind  of  thing. 

8109,  Professor  Cairncross:  Was  the  £50  figure  fixed 

before  the  war? ^Dr.  Lawton-.  It  was  fixed  in  1891 ; at 

that  time  it  was  just  about  fie  limit  of  fie  amount  that 
could  be  held  in  fie  Ordinary  Department.  At  fiat  time 
fie  Special  Investment  Department  was  a very  much 
looser  sort  of  thing,  practically  unqualified  by  relations 
(there  was  simply  a single  section,  section  16  of  the  1863 
Act).  It  might  quite  well  have  beai  fiat  one  of  the 
reasons  for  fi^g  that  sum  at  £50  was  that  the  authorities 
did  not  want  what  was  regarded  as  fie  legitimate  business 
of  Trustee  Savings  Banks  spilling  over  entirely  into  this 


very  free  and  toperfectly  defined  supplementary  business. 
That  figure  of  £50  has  stood  unchanged  for  66  years. 

8110.  In  that  case  it  must  be  much  easier  to  become  a 
depositor  in  fie  Special  Investment  Departrnent  than  it 
used  to  be? — Sir  Kenneth  Stewarf.  Yes.. 

8111.  But  none  fie  less  tbe  proportion  of  the  depositors 
wifi  the  Special  Investment  Department  is  considerably 

less  now  than  it  was  before  fie  war? ^Yes,  because  it 

has  not  had  time  to  grow.  The  high  rates  of  interest 
started  in  1913  or  1914  and  went  on  until  1933  ; the 
Special  Investment  Departments  had  twenty  years  to 
grow.  So  far  they  have  only  had  a short  time  to  grow, 
but  they  are  growing  all  fie  time. 

8112.  What  would  ’be  fie  pre-war  differen,tial  between 

fie  return  on  fie  two  forms  of  deposit? Dr.  Lawton: 

I am  not  sure  what  was  fie  rate  allowed  in  the  Specif 
Investment  Department  in  1910,  1911  and  1912  ; I am  told 
it  was  2i  per  cent.  It  went  as  high  as  4 per  cent,  in  the 
immolate  post-war  inflationary  period,  about  1920,  and 
then  gradually  came  down,  and  was  ruoniDg  at  about  2i 
per  cent,  after  fie  time  of  the  War  Loan  conversion  in 
1932. 

8113.  But  by  1938-9  had  it  risen  again? Sir  Kenneth 

Stewart:  No,  after  fiat  it  gradually  went  down,  because 
we  were  gradually  cut  off  ifrom  investenents  in  mortgages 
and  fiat  sort  of  thing.  In  fie  war  fie  Government  took 
fie  whole  thing  under  control,  and  we  were  not  able  or 
allowed  to  pay  more  than  2^  per  cent,  in  fie  Special  Invest- 
ment Department.  We  could  not  have  afforded  to,  in  any 
case ; we  could  not  invest  it  in  anyfiing. 

8114.  Was  it  chiefly  through  local  authority  mortgages 

fiat  you  were  able  to  obtain  a better  return? Dr. 

Lawton : Tbat  did  lhappen.  The  policies  of  different  banks 
in  the  percentage  of  local  authority  mortgages  fiat  they 
would  have  in  fieir  portfolio  probably  varied  quite  a lot. 
Under  fie  1918  Act  one  was  so  very  restricted  in  invest- 
ment, and  when  fie  short  term  rate  became  more  or  less 
nominal,  as  it  did  after  1932,  one  was  driven  either  to  take 
a longer  .term  security  or  else  to  go  into  a local  authority 
loan.  The  restrictions  imposed  in  1918  were  very  much 
lightened  by  an  Act  of  1934.  By  then  dt  was  really  difficult 
to  get  enough  money  to  allow  depositors  a rate  somewhat 
in  excess  of  fie  rate  payable  in  the  Ordinary  Department. 

I believe  in  my  own.'  bank  we  had  from  75  to  80  per  cent, 
in  mortgage  loans  at  that  time ; I do  not  know  wh^w  that 
was  typical. 

8115.  Is  the  main  reason  for  fie  differences  in  return 

obtainable  in  different  Trustee  Savings  Banks  on  Special 
Investment  Department  funds  fie  degree  to  which  invest- 
ment took  place  in  local  aufiordty  mortgages? Sir 

Kenneth  Stewart:  No,  I do  not  third:  fiat  is  fie  case.  The 
position  today  is  rather  interesting  in  that  particular  respect, 
^nerally  speaking  the  average  throughout  is  tbat  about 
70  per  cent,  of  fie  Special  Investment  Depaiitmedit  money  is 
in  coiporation  mortgages,  graduated  over  the  years  lafier 
carefully;  fie  remaining  30  per  cent,  is  in  Govemment 
securities,  20  per  cent,  of  it  fairly  short-term.  We  are 
having  a good  deal  of  discussion  wifi  the  Treasury  at  fie 
present  as  to  what  that  proportio-n  should  be.  Their  view, 
which  is  afeo  the  view  of  quite  a numibra-  of  our  own  people, 
is  fiat  fie  prcpoPtion  of  70  per  cent,  of  corporation  mort- 
gages compart  to  30  per  cent,  of  Government  securities  is 
not  a Very  good  preportion,  and  fiat  it  ought  to  be  a higher 
percentage  in  Govemment  securities,  which  are  saleable 
after  all,  even  if  there  may  be  a loss  on  fiean. 

8116.  The  .proportion  presumably  differs  pretty  widely 

between  one  bank  and  another? Sir  Kenneth  Stewart : 

I think  it  does,  but  not  quite  so  widely  as  one  would  think. 
— Dr.  Lawton:  A bank  whidh  goes  in  for  a rather  high 
percentage  of  mortgage  loans  will  probably  try  to  correct 
things  by  having  a rather  bi^er  proporticai  of  very  liquid 
assets  like  Treasury  Bills.  A bank  whose  proportion  of 
mortgages  is  a little  lower  may  extendi  its  portfolio  to  rather 
later  years.  But  those  kinds  of  internal  variations  are  with- 
in the  limits  of  the  sanctioning  powers  of  fie  Natira  Debt 
Commissioners ; the  Coinmissioners  must  sanction  every 
mortgage,  every  change  of  interest,  every  investment. 

8117.  You  mean  fiat  even  in  fie  Spraal  Investment 

Department  fie  Trustees  cannot  make  any  investment  with- 
out the  sanction  of  fie  National  Debt  Office? Dr. 

Lawton:  That  is  so;  since  1919  they  have  had  to  have 
that  sanction. — Sir  Kenneth  Stewart:  That  does  not  raise 
any  difficulties  at  aH. 
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8118.  You  say  in  your  memoranduini  that  there  was  at 
one  time  a seven  year  limitation  on  investaien.t  in  mortgages 
which  has  ranee  been  removed.  Was  that  limitation  im- 
posed by  the  National  Debt  Cranmissioners  or  by  the  local 

authorities  themselves? Mr.  Thomson'.  I do  not  tibinV 

there  was  a limit  imposed  on  mortgages  ; there  was  a limit, 
strange  as  it  may  seem,  of  50  per  cent,  on  maricetable 
securities.  That  is  why,  as  Sir  Kenneth  has  just  said,  many 
of  the  banks  had  a larger  portfolio  of  mortgage  loans  than 
some  of  the  others.  Their  main  interest  was  to  give  the 
biggest  possible  flat  yield  to  the  depositor ; not  being  oewn- 
mercial  institutions  they  were  not  concerned  about  making 
a profit  on  the  sale  of  marketable  securities  hut  they  were 
anxious  to  get  a fairly  constant  yield  that  they  coifld  pass 
on  to  the  depositors.  In  that  sense  the  mortgages  offered 
an  advantage. — Dr.  Lawton : The  seven  year  minimum  was 
imposed  by  order  under  the  Local  Authorities  Loans  Act, 
1945.  I do  not  know  that  that  applied  to  Scotland.  That 
meant  that  we  could  not  make  a loan  repayable  sooner 
than  at  sevea  years,  even  by  means  of  a break  clause. 
The  only  thing  that  was  provided  for  in  the  order  was 
something  that  was  more  or  less  equivalent  to  the  Savings 
Bank  stress  clause  which  we  have  to  have,  which  is  only 
used  in  fee  case  of  emergency. 

8119.  Over  what  period  did  this  last? ^Up  to  1954  or 

1955.  The  only  way  of  .getting  out  of  it  was  to  go  in  for 
an  instahneuit  repaiyment  loan,  where  we  could  get  so  much 
of  our  principal  coming  back  year  by  year. 

8120.  Lord  Harcourt  : How  is  fee  investment  policy  of 

a Special  Investment  Department  formulated  and  con- 
trolled?  Sir  Kenneth  Stewart’.  The  manager  and  the 

trustees  of  a bank  take  counsel  togerther  as  to  what  invest- 
ments they  should  make,  and  everything  feey  do  has  to 
have  fee  consent  of  the  National  Debt  Office.  The  National 
Debt  Office  to  a certain  extent  controls  fee  directions  in 
which  we  are  allowed  to  go  or  ought  to  go.  For  instance 
in  the  Manchester  bank,  when  things  are  going  well, 
perhaps  we  may  get  £100,000  in  a wedc ; we  then  find 
out  from  various  brokers  as  to  what  investment  suits  us 
besrt.  We  like  to  have  a fairly  even  amount  of  money 
becoming  due  each  year ; for  example,  if  we  found  that 
we  had  rather  a smaller  amount  than  we  should  have 
coming  due  in  fee  year  1976,  we  should  try  to  get  some 
sort  of  security  feat  was  likely  to  become  due  about  that 
year,  so  as  to  keep  our  portfolio  in  a fairly  even  state. 
We  also  have  to  be  very  careful  to  see  feat  we  have  a 
sufficient  amount  of  money  liquid  so  that  we  can  imme- 
diately lay  our  hands  on  it.  A depositor  in  fee  Special 
Investment  Department  has  to  give  us  a month’s  notice 
before  wiithdrawinig  ; we  have  to  see  feat  we  have  a really 
sufficient  amount  of  money  liquid  in  a month,  and  we 
have  to  have  other  money  that  is  liquid  at  a rafeer  later 
date.  That  is  continually  being  laid  down  for  us,  after 
discussion  with  the  National  Debt  Office,  so  feat  the 
liquidity  position  is  always  .pretty  well  under  control. 
Lately  we  have  been  discussing  feat  very  liquidity  position 
again  with  fee  Treasury,  so  as  to  be  sure  feat  we  are 
in  a suf&iently  liquid  position  to  meet  any  emergency  feat 
we  can  imagine  arising. 

8121.  The  actual  proposal  originates  from  the  manager 
and  the  triBtees  of  each  individual  bank? — ^ — ^Yes. 

8122.  And  that  proposal  is  forwarded  to  fee  National 

Debt  Comnussiooers,  who  approve_  it? ^Yes.  In  the 

ordinary  everyday  transaction  feere  is  no  doubt  about  the 
approval  : it  is  only  when  somebody  gete  a bit  out  of  step 
that  fee  National  Debt  Office  ohe^  on  them  and  say: 

“ You  must  think  again  on  this.” 

8123.  Wife  dated  mortgages  you  try  and  spread  the 

maturities  over  various  years  so  feat  you  have  a certain 
amount  coming  in  each  year? ^Yes. 

8124.  You  may  be  holding  gilt-edged  securities  which 
you  'bought  twenty  years  ago ; when  those  become  short- 
dated  Government  securities  do  you  normally  allow  them 
to  mature  or  do  you  then  switch  to  longer-dated  mattiri- 

^ ties?— — Sir  Kenneth  Stewart : Every  case  is  rafeer 
’different  in  that  respect.  In  our  own  case  we  have 
switched  just  lately.  Mr.  Thomson  can  say  what  they  do 
as  a rule  in  Glasgow.— Mr.  Thomson’.  We  exercise 
prudence  in  that,  always  having  in  mind  a degree  of 
Uquidity ; for  inriance  we  sold  £350,000  of  3 per  cent. 
Savings  Bonds  1960-70  and  applied  fee  proceeds  to  the 
30500 


purchase  of  4i  per  cent.  Conversion  Stock  maturing  in 
1963  ; over  fee  course  of  fee  years  since  we  first  bought 
those  Savings  Bonds  we  have  written  them  down  to  a b(»k 
value  which  I am  glad  to  say  is  below  present  day  market 
value,  so  we  mtite  a profit  in  feat  and  we  are  getting  a 
better  return.  We  exercise  some  foresigibt  and  prudence 
in  what  we  do  in  fee  way  of  switching,  dfways  care 
that  we  do  not  lose  in  fee  transaction,  unless  fee  loss 
sustained  a>t  the  time  of  .fee  switch  is  more  than  likdy  to 
be  made  up  by  fee  refem  we  get  on  the  new  investment. 
These  thin^  are  under  review  very  constantly  in.  fee  case 
of  our  own  bank. — Mr.  Harrison : I think  I may  say  that 
the  tendency  has  been  to  increase  our  liquidity. 

8125.  Mfewe  do  you  Io<A  for  fee  recnidtinent  of  your 

trustees? iSir  Kenneth  Stewart  ■.  In  the  provincial  cities 

of  this  country  we  look  amongst  the  principal  buraness 
people  in  the  jiace.  Perhaps  Mr.  Thomson  could  give 
a list  of  fee  Glasgow  trustees. — Mr.  Thomson : Generally 
peaking  feey  are  taken  from  people  bdoi^ging  to  the 
professions  who  are  likely  to  be  of  use  .to  fee  bank  in 
fee  exercise  of  their  knowledge  of  one  kind  or  another. 
We  have  solicitors  and  srtockbrokers,  chartered  accountants, 
as  well  as  warehousemen  and  ex-Lord  ^ovosts,  so  feat 
we  have  the  business  commuindty,  and  the  community  at 
large,  pretty  weli  represented.  The  Lord  Provost,  wife 
his  knowledge  of  municipal  affairs,  cam  v«y  often  give 
us  advice  when  we  want  to  build  an  office  in  a feu  feat 
belongs  to  the  Corporation.  There  is  a wise  discretion 
used  in  the  appoinitoienit  of  our  trustees,  but  feey  are  all 
voluntary,  as  you  know ; feey  give  their  services 
gratuitously,  and  .they  are  all  very  attentive  to  feeir  duties. 

8126.  Chairman : And  ail  these  gentlemen  cannot  switch 

out  of  one  security  and  make  another  investment  without 
fee  consent  of  fee  National  Debt  Office? ^That  is  so. 

8127.  Professor  Sayers : What  kind  of  investment  do  fee 

National  Debt  Office  object  to? Sir  Kenneth  Stewart’ 

I can  give  you  a simple  example  of  feat.  If  a bank  whose 
liquidity  is  not  sufficiently  up  to  the  standard  laid  down 
by  [fee  National  Debt  OflSce  as  de^able  seeks  consent 
to  invest  £50,000  in  sewne  long-dated  secmdty,  the  National 
Debt  Office  will  write  .back  and  say : “ W^e  would  think 
that  you  would  .be  ibetter  advised  to  cancel  that  and 
invest  in  somBthing  feat  is  more  liquid”.  That  con- 
tinually happens,  because  sometimes  banks'  get  a very 
tmiptmg  offer  of  a long-dated  stock,  when  the  National 
Debt  Office  consider  they  should  take  somefeing  more 
liquid.  It  is  just  a genial  check ; it  does  not  happen 
very  often. 

8128.  Chairman  : And  who  represents  .fee  active  direc- 

tkm  of  the  Nationai  Debt  Office? ^The  Comptroller 

General,  Mr.  Kiiwan,  and  his  Assistant  Con^troUer,  Mr. 
Mdleman.  They  take  fee  very  deepest  interest  in  everything 
that  is  done  in  fee  Trustee  Savings  Banks ; feey  travel 
all  over  fee  country  looking  at  fee  Trustee  Savings  Banks 
and  visiting  all  the  head  offices  and  finding  out  from  them 
what  they  think  about  things.  They  are  most  active  and 
most  interested;  it  is  nothing  like  a dead  hand,  I can 
assure  yo'U. 

8129.  Professor  Sayers:  And  is  their  veto  on  investaents 
absolute?— Kenneth  Ste’warf.  Their  control  on 
investments  is  absolute  if  feey  choose  to  use  it. — Mr. 
Harrison : I cannot  remember  any  occasion  on  wMdi  they 
have  objected  to  any  investment  .feat  Edioburgh  has  pro- 
pos^.— iS'iV  Kenneth  Stewart:  No,  but  there  are  stMller 
banks  than  Efenbui^I 

8130.  Chairman:  And  .this  is  all  within  fee  range  of  the 

permittied  securities ; •wi'fem  feat  range  feey  can  object  to 
any  particifiar  transaction? ^Xhey  can. 

8131.  Sir  Oliver  Franks:  And  fee  surplus  of  any  par- 

ticular bank  must  be  invested  in  fee  same  way  as  fee 
depositors’  money? ^Exactly  fee  same  way. 

8132.  Chairman : In  paragraph  38  there  is  a reference  to 
the  pa'yment  of  s^ary  credits  ; what  exacstly  is  fee  salary 

credit? Sir  Kenneth  Stewart:  A firm  paying  its  clerks, 

and  so  on,  will  often  ask  each  clerk  which  bank  he  would 
like  'his  salary  paid  through,  and  feey  feen  send  the  salary 
cheque  straight  to  fee  bank.  A great  many  clerks  choose 
fee  Trustee  Savings  Bank ; their  salary  cheques  are  feen 
paid  through  the  Trustee  ^vings  Bank,  and  fee  clerk 
comes  and  visits  fee  Trustee  Savings  Bank  when  it  is 

2L4 
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convenient  to  him  and  draws  out  what  he  wants.  It  js 
current  account  business,  we  cannot  get  o<ver  that;  but 
it  brings  the  right  kind  of  depositor,  our  type  of  depostor, 
into  our  offices,  and  gets  them  usm  to  using  our  offices. 
We  consider  it  of  value  within  limitations.  We  do  put 
a limiit  on  it;  if  we  find  .that  it  is  overwhelming  our 
offices,  we  just  say  that  we  are  sorry  but  we  cannot  take 
it— Mr.  Thomson : In  Glasgow  the  salary  credit  scheme 
is  .becoming  an  embarrassment  to  us,  and  a service  that 
is  provided  with  little  or  no  prdit  at  all.  In  Scottand, 
as  Professor  Cairncross  knows,  we  suffer  from  "what  i 
would  venture  to  suggest  is  a monopoly  on  the  part  of  the 
joint  stock  banks.  They  have  a common  charge  which 
they  make  for  .their  services,  and  it  falls  ^ry  h^vily  in 
my  view  on  the  Trustee  Savings  Banks.  The  jomt  stock 
b^s  say  .to  us:  ‘'Every  £100  you  put  into  any  of  our 
banks  will  cost  you  9d.”,  and  when  we  get  a com^ite 
cheque  'feom  Rolls  Royce  or  some  big  firm  which  pay 
Iheiir  salaries  through  our  agency,  wc  have  to  pay  9d.  per 
cent,  for  the  privilege  of  putting  that  into  pur  current 
Ecoounit.  We  get  nothing  at  all  by  way  of  allowance 
the  large  current  balances  which  are  always  held,  amiount- 
ine  every  week  to  no  less  than  £700,000.  Usit  year  we 
'raid  £6,000  to  the  joint  stock  banks  for  putting  our  money 
Qo  the  bank.  They  have  r^ed  It  to  9d.  tos 
it  Will  probably  cost  us  between  £9,000  and  £10^000. 
Mioreover,  because  they  have  raised  their  charges  to  Mioir 
bwn  current  account  ouslomcrs,  we  are  getting  a lot  «l 
ineople  from  the  joint  Stock  banks  who  formerly  held 
mnrent  acoounts  (here  for  wages  and  salary  mirposw,  com- 
ing to  us,  where  they  gat  the  service  for  nothing.  We  are 
be^ning  to  find  now  that  it  is  not  only  diflicu.it  to 
them  the  quick  attenilion  they  expect  on  the  first  of  the 
inonith  or  die  end  of  the  month,  biA  it  a an  embarra^- 
toent  to  us  because  it  Is  a service  giiven  free  at  a oo«  to 
burselves.  I would  say  broadly  speaking,  although  there 
hra  exceptions,  that  the  salary  credit  scheme  is  not  for 
Us  a profitable  business.— S/r  Kenneth  Stewari ; lit  docs 
vary  in  different  places.  We  do  not  find  it  any  partacuiur 
difficulty  in  Manchester,  as  a matter  of  fact ; these  seripus 
bnises  have  not  arisen  wlUh  us  yet.  If  they  do,  wc  sli-al’] 
tave  to  out  il£  down. 

8133.  Mr.  Jones-.  Do  you  make  any  oharge  for  this 
service? No,  we  do  not. 


8134.  Lord  Harcaurt:  If  there  is  a large  growth  in  this 
system  throughout  the  country,  would  it  be  the  inl^tiw 
of  the  Trustee  Savings  Banks  to-  make  a change  for  it, 
or  would  you  go  back  to  the  Treasury  and  ask  for  a larger 

differential? Mr.  Thomson-.  We  have  salary  croduLs 

“paid  into  our  bank.s  in  d.iflerent  ways.  In  my  bank,  i.v 
we  have  a composite  dieciuc  which  comes  from  a firm 
Tepresent'ing  perhaps  200  employec-s,  we  say  I'O  the 
employer  that  we  will  perform  this  service  (which  savra 
’him  a certain  amoumt  of  adm.Lniistralion  expenses)  if  he  'wiT! 
pay  us  ninepence  for  each  item  which  we  have  to  advise 
to  our  various  branches  in  res.peot  of  his  employees.  He 
sends  us  a cheque  cenlrally  and  we  have  to  send  to  perhaps 
'tihdity  either  offices  an  advice  of  the  nmounl  of  sa'kry 
contained  in  this  compose  cheque.  That  costs  us  postage 
tod  work.  Some  of  them  are  very  hapi>y  to  give  us 
toiinepeince  for  that  service.  They  save  twopence  on  each 
cheque  Which  might  otherwise  have  been  involved,  as 
■well  as  other  things  that  you  know  better  than  I do. 
But  fliere  are  many  other  emplo;yees  who  get  a salary 
cheque  and  who  oomc  in  as  inffividuals : we  do  not  .say : 
“Is  ithis  a salary  cheque?  ” ; we  take  it  as  a cheque  pay- 
able to  him  as  payee.  There  arc  many  hundreds  of  (hose. 
When  we  can  identify  the  .source  of  the  cheque  aind  the 
employer  is  gestting  some  advantage  we  feel  justified  in 
charging,  but  we  have  no  jusrtiification,  nor  are  we  allowed, 
to  make  a charge  on  our  depositors  for  a service  of  that 
kind  in  the  Ordinary  Department.  That  is  the  difficulty 
with  which  wc  are  faced. 


8135.  .'5o  that  in  fact  you  already  are  charging  for 

your  salary  transfer  service? We  do.  I do  not  know 

whether  that  is  peculiar  to  our  own  bank.  We  do  it  aOso 
in  ffie  case  of  miners  who  are  removed  from  the  pK  where 
they  should  be  paid.  The  National  Coal  Board  say  to  us : 
“ We  are  going  to  send  you  a cheque  every  week  for 
thirty  or  forty  miners  and  they  will  come  in, to  your  office 
and  Bft  the  pay”.  We  cannot  jusrt  hand  ffiem  their 
•pay ; wc  have  to  make  a deposit  entry,  and  they  are  in 
faot  depoMtiors.  They  come  in  on  Friday  night  and  lift  out 
the  deiwat  that  was  rrade  the  day  befiOTe.  THus  all  takes 


iliime  and  we  have  to  exercise  care,  and  so  we  make  a 
vitergs  for  ffiat  service. 

8136.  Chairman-.  To  the  Coal  Board? Yes. 

8137.  Professor  Cairncross'.  The  figures  in  Appendix  A, 
'showing  salary  credits  and  withdrawals  during  one  quarter 
in  1957  show  an  excess  of  credits  over  withdrawals  during 
■Iha't  quarter  of  about  £lm.  I lake  it  that  would  not  be 
■typical ; you  are  not  constantly  in  surplus  on  salary  credits 
and  addling  to  your  credits  each  quarter  at  the  rate  of 
‘about  £lra.  in  consequence  of  the  service  you  perform? 

Dr.  Lawton : No  doubt  there  will  be  variations,  but  1 

‘was  very  surpnisod  at  one  of  our  offices  on  Tees- 

side  to  find  that  in  thoir  salary  accounts  there  was  an 
'average  balance  of  £200.  That  is  really  very  good,  and 
ithnil  was  growing,  Even  so,  the  arithmetic  of  it  is  rather 
devastailing ; £2M  moans  £1  for  management  expenses; 
if  we  have  a monthly  cheque  and  a monthly  withdrawal 
Ithat  is  24  transactions;  if  we  have  24  transactions  each 
costing  Is.  to  l.s.  6d.  we  are  out  of  pocket.  We  do  not 
make  a charge,  but  wo  say  that  we  will  not  accept  a bulk 
halary  credit  from  a firm  wiiithoul  inquiry  of  the  leoal 
'branch  manager  as  to  whether  he  can  absorb  that  in  his 
business.  Wo  do  not  very  much  like  the  idea  of  charging  ; 

Hit  mighit  be  the  only  possible  way  of  comtrol,  but  we  should 
'profesr.  if  wo  found  that  we  really  coidd  not  burden  a 
ixirtioullftr  office  with  any  more  fairly  substantial  firm 
crcdiits,  to  say : “ We  are  sorry ; we  cannot  take  on  this 
luldiitional  one.” 

8138.  T take  ii  you  wou.ld  not  have  the  balances  standing 
to  the  cr^it  of  ffiose  covered  by  the  schemes  listed  in 
Appendix  A? — ’—Not  here.  I am  bank  “ R ",  which  was  a 
sample  b«au.se  we  have  not  got  tho.se  accoun.ts  segregated. 

8139.  Professor  Sayers:  Sir  Kenneth  Stewart  said  that 
the  depositor  comes  when  it  is  oonvenaent  to  him  ; do  you 
arrange  the  hours  of  opening  in  such  a way  as  to  fadlitate 

tihe.'vc  visits? Sir  Kenneth  Stewart : Yes,  I think  we  do. 

We  are  n'ormaUy  open  from  10  a.m.  to  3 p.m. ; anything 
cxitra  varies  with  various  banks  according  to  their  oirciim- 
.■itancofi,  In  the  Manohoster  bank  we  are  open  from  10 
n.'m.  to  5 p.m.  on  M’ondays,  and  on  Fridays  in  ail  the  banks 
out.sicic  the  centre  oT  the  city  wc  shut  at  3 p.m.  and  <^en 
again  from  5 p.m.  until  7 p.m.,  so  as  to  suit  the  particular 
customs  of  the  people  in  various  places. 

8140.  Chairman:  At  the  end  of  your  memorandum  you 
make  some  re*nark.s  about  new  opportunities  for  the 
Trustee  Savin'gs  Banks  in,  the  future,  “if  they  are  enabled 
to  take  advantage  of  them  with,  as  in  the  early  days,  the 
onooiiragoment  of  the  State.”  I follow  that  the  salary  credit 
and  all  that  goes  with  it  may  be  too  experusive  for  the 
Trustee  .Savings  Bank  to  handle  if  it  is  developed ; but 

where  are  the  new  opportunibics  going  to  lie? Smply  in 

diffvelopment.  In  1946  wc  had  770  offices;  if  I remomi^ 
aright,  wc  have  1,333  today,  and  we  find  that  it  is  bringing 
U9  in  at  the  rate  of  300,000  or  400,000  new  depositexE  a 
year  in  the  Ordinary  Departments.  Wherever  we  put 
up  a new  office  a great  number  of  people  come 
in  to  invest.  Of  course,  the  pulling  up  of  new.officM 
is  a very  expensive  miatler,  and  we  have  to  keei>  it 
within  such  bounds  as  are  necessary.  For  instance,  if  I 
may  take  the  London  Bank  a.s  an  example,  the  London 
Bank  of  cour.se  suffered  most  when  the  Post  Office 
was  opened ; practically  speaking  all  the  London  Trustee 
.Saving  Banks  .shut  down.  In  the  last  ten  years  fifty 
or  sixty  new  branches  have  been  opened  in  London ; 
they  are  .steadily  increasing  their  deposits,  almost  all 
in  the  Ordinary  Doparlmcnl.  at  a rate  of  £50,000  per 
office  per  annum.  ,It  lakes  fifteen  years,  and  perhaps 
a liille  longer  in  London  becau.se  expenses  are  a bat  higher 
in  I.ondon  than  in  the  provinces,  for  a bank  to  reach  a point 
a1  which  it  covers  its  cewt.  For  this  reason  offices  can  only 
be  opened  as  wc  can  afford  to  open  them.  That  is  where 
the  muitual  a.s.siStance  scheme  comes  in,  in  helping  to  open 
these  offices,  because  any  surplus  that  there  is  over  goM 
towards  development  and  paying  back  debts  that  one  bank 
makes  to  another,  and  tha.t  sort  of  thing.  We  were  discuss- 
ing this  morning  wheithcr.  if  you  asked  as  sttch  a qu^ion, 
we  should  .<!Uggest  that  there  were  any  fresh  facilities  we 
wanted,  and  there  are  none.  We  are  carrying  on  very 
nicely  and  steadily  on  the  way  we  are  going  ; all  we  want 
is  to  have  enou^  money  to  pay  our  expenses.  We  do 
not  want  an  extravagant  amount  paid  us  for  running  the 
show,  but,  if  we  cmi  carry  on  as  we  are  doing  and  expenses 
do  not  increase  too  much  and  inflation  does  not  become 
too  bad,  with  the  help  of  the  surplus  we  ate  able  to  make 
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from  our  prefUty  steady  increase  in  funds  every  year,  we 
are  hoping  that  we  will  he  able  to  carry  oiJt  a preifcty 
steady  line  of  developmenlt, 

8141.  What  then  lies  behind  your  words  in  paragraph 
53  about  the  new  opportunities?  What  are  you  looking  for  in 

that  prospect? When  I wrote  this  I was  looking  very 

mudh  at  the  problem  that  we  were  nirniing  up  against  at 
the  time,  inasmuch  as  we  were  getting  7s.  6d.  per  cent., 
and  we  were  not  able  to  run  our  show  at  7s.  6d.  per  cent. 
The  staitutory  limit  on  what  the  Government  were  allowed 
to  pay  us  was  7s.  6d.  per  cent  Under  the  new  Act  that 
was  passed  this  year  the  limit  that  the  OovernmeDt  can 
pay  us  has  been  put  up  to  12s.  6d.  per  cent,  and,  by  negioda- 
tion  with  the  Governmenit,  we  have  received  wihat  is  to 
us  at  presenit  an  entirely  satisfactory  rate  of  10s.  per  cent. 
On  that  we  hope  we  will  be  able  to  make  a sufficient 


measure  to  enable  m to  carry  on.  If  we  had  got  less 
•than  10s.  per  cent,  we  would  have  been  very  unhappy  be- 
cause it  would  have  cramped  our  style  badly. 

8142.  Professor  Cairncross:  I have  one  rather  ^eoial 
question  to  put  to  you.  We  have  been  given  some  figures 
for  the  Special  Investment  Departments  of  the  SooCtidi  Trus- 
tee Savings  Banks  over  the  past  three  years  but  not  for 
earlier  years.  Would  it  be  possible  for  us  to  have  figures 
of  the  deposits  in,  withdrawals  from  and  balance  out- 
sianxling  in  the  Special  Investment  Departments  of  the  Scot- 
tish Trustee  Savings  Banks  for  each  year  from  1946  to 

19537 Mr.  Harrison:  We  will  certainly  get  those 

figures  out  and  send  them  to  you,  if  we  may*. 

Chairman : 1 .think  that  completes  our  questions, 
Sir  Kenneth.  We  are  much  obliged  to  you  and  your 
cbllleagues  few  your  help. 


ijhe  witnesses  withdrew^ 


The  following  witnesses,  representing  the  Multiple  Shops  Federation,  called  and  examined: — 

W.  Crawt,  Esq.,  Managing  Director,  Tyler  and  Co.  Ltd.,  O.  H.  Frost,  Esq.,  M.B.E.,  M.C.,  Chairman,  New  Day 
Furnishing  Stores  Ltd.,  W.  G.  McClelland,  Esq.,  Managing  Director,  Law’s  Stores  Ltd.,  J.  C.  Butler,  Esq.,  M.B.E.,  Director, 
Multiple  Shops  Federation. 


814-3.  Chairman:  We  are  much  obliged  to  you  for 
sending  us  this  memorandum, f which  I note  you  have 
collected  from  a number  of  sources  with  which  you  are 
in  contact.  Perhaps  you  would  have  it  in  front  of  you 
and  see  if  there  are  any  questions  we  want  to  follow  up. 
You  say : 

“ The  Committee  has  asked  the  Federation  for  evi- 
dence of  the  effects  upon  metnibers  of  the  authorities’ 
USB  of  m-onetary  measures  since  1951,  and  of  the  effects 
of  these  measures  upon  consumer  spending.  . . .” 

If  I follow  the  purport  of  your  memorandum,  your  general 
answer  is  really  almost  unqualified,  that  the  effects  have 

very  small  in  those  fields? Mr.  Butler:  That  is 

the  burden  of  the  evidence  which  various  members  sup- 
plied to  me.  I think  it  is  possible  that  some  of  the 
gentlemen  here  might  want  to  qualify  it  rather  more  than 
I have  done  in  the  statement. 

8144.  Perhap.s  that  would  be  a good  way  to  start, 

because  the  impression  I had,  reading  the  memorandum 
as  a whole,  was  that  so  far  as  planning  developments  or 
extensions  is  concerned,  and  spending  money  for  that 
purpose,  the  effect  of  the  monetary  measures  taken  had 
been  very  small,  though  occasional  instances  cropped  up 
of  'somebody  who  had  been  influenced ; and  that  with 
regard  to  consumer  spending  the  effect  again  was  very 
small,  at  any  rate  up  to  September,  1957  ; and  that  even 
since  September  last  year  the  observable  influence,  at  the 
time  this  information  was  collected  at  any  rate,  was  very 
small.  What  qualifications  would  you  like  to  make  upon 
that  as  a general  statement  of  what  you  have  been  able 
to  observe? Mr.  McClelland:  As  far  as  I am  con- 

cern^ I would  say  that  we  have  seen  no  perceptible 
influence  of  the  measures  -on  consumer  spending;  and 
certainly  they  have  had  no  effect  on  our  own  carrying 

stoc^  of  commodities,  which  is  determined  by  other 
factors  whose  importance  is  very  much  greater  than  that 
of  the  cost  of  finance. 

8145.  Would  you  just  outline  those  other  factors? — ^ 
First  of  all  we  have  to  avoid  being  out  of  stock  both  in 
our  branches  for  our  customers  and  in  our  warehouse 
for  our  branches.  We  regard  that  as  of  primary  import- 
ance ; indeed  we  think  that  if  we  tend  to  become  out  of 
stock  in  our  warehouse  then  our  branch  rnanagers  tend 
to  carry  higher  stocks  because  of  the  uncertainty  of  getting 
prompt  delivery.  So  what  you  might  call  buffer  stocks 
are  set  so  as  to  be  adequate.  So  far  as  replenishmrat 
stocks  are  concerned,  we  try  to  balance  the  cost  of  getting 
a lot  of  consignments  and  the  cost  of  holding  stocks. 
We  turn  over  our  stocks  very  rapidly ; we  only  hold  in 
the  whole  business  about  five  to  six  weeks’  stock,  so 
that  any  change  in  interest  rates  per  annum  is  very  small 
as  a proportion  ot  turnover.  In  addition,  there  is  the 
risk  of  goods  becoming-  unsaleable  and  the  cost  of  storage 
and  so  forth.  Those  are  the  main  other  factors  and, 
when  we  have  looked  at  all  those,  interest  plays  a very 
small  part. 

8146.  I suppose  that  in  the  grocep^  business. the  stock- 
holding  is  almost  inflexible ; there  is  not  much  that  can 
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make  you  vary  the  volume  of  stock  you  hold? ^We 

could  order  a smaller  quantity  at  a tune  and  more  fre- 
quently. That  W'Ould  increase  the  work  in  certain  depart- 
mentsi  and  if  we  were  forced  to  reduce  our  commitments 
temporarily  we  would  certainly  incur  that  extra  cost. 

8147.  Professor  Cairncross:  You  have  not  been  in- 
fluenced by  lack  of  finance?  You  have  always  been  free 

to  choose  the  level  of  stocks  you  have  wanted? ^Yes. 

It  has  so  happened  that  we  have  always  looked  too  pessi- 
mistically at  our  requirements  for  finance,  and  we  had 
made  arrangements  with  our  bank  in  advance  of  restric- 
tions coming  in  several  times ; th-ose  arrangements  wei;p 
maintained.  So  far  as  fixed  capital  is  concerned,  we  have 
fdt  a very  strong  effect  since  19th  September  on  the 
property  market.  We  have  been  trying  to  dispose  of 
various  smal  shops  to  independent  retailers,  because  we 
do  not  Wnk  they  are  an  economic  proposition  with  us, 
and  rince  19th  September  . the  market  for  that  type  of 
property  has  flopped  completely.  At  the  same  time  there 
have  been  one  or  two  cases  where  we  have  been  interested 
in  acquiring  branches  which  were  in  good  sites  run  by 
independent  retailers  and  not  run  economicalliy,  efficiently 
and  profitably.  In  some  cases  the  vend'or  has  been, 
prepared  to  take  out  a debenture  from  us  and  finance 
toe  transaction  that  way,  but  in  one  other  case  the 
amount  has  been  large,  and  we  have  been  deterred  from 
continuing  negotaations  because  of  the  amourut  being 
so  large.  So  far  as  that  is  concerned  it  would  be  true 
to  say  that  our  present  overdraft  limit  and  the  difficulty, 
which  we  have  not  pressed  very  far,  of  raising  finance  in 
other  ways  have  deterred  us. 

8148.  Sir  John  Woods:  Was  -that  the  cost  of  the  finance 

or  the  non-avai'Iability  of  it? ^The  non-availability. 

8149.  Chairman:  Has  Mr.  Frost  any  qualifications  to 

make  to  your  general  line? Mr.  Butler:  I dioidd 

explain  that  for  certain  reasons  Mr.  Frost  did  not  contri- 
bute written  information  at  the  time  we  were  collecting 
it,  but  we  had  the  opportunity  of  addng  him  to  come  today 
and  I am  glad  he  was  able  to  accept  the  invitation.  Mr. 
Frost  will  be  able  to  put  a point  of  view  which  is  certainly 
not  in  this  written  statement. — Mr.  Frost:  The  members 
of  this  Federation  have  only  one  thing  in  comimon : we 
aU  own  a large  number  of  sh<^  individually.  Apart  fr-om 
that  OUT  interests  are  very  divergent  and  mverse ; if  the 
points  of  view  that  we  put  to  you  may  seem  at  variance 
one  with  the  other,  it  is  for  that  reason.  I am  here  today 
as  a representative  of  a hire  purchase  furniture  firm  and 
therefore  my  problems  are  very  different  from  those  that 
have  been  outtined  by  Mr.  Mi^elland.  In  our  case  we 
not  only  have  the  general  monetary  limitations  which  the 
Government  have  imposed  but  we  have  also  the  arbitrary 
and  discriminatory  legislation  which  has  been  directed 
against  hire  purchase  trading  in  general.  Whereas  I think 
that  the  general  run  of  retail  traders  have  not  suffered 
materially  in  regard  to  these  points  which  have  already 

• Note:  The  witness  subsequently  informed  the  Committee  that 
the  figures  asked  for  were  not  available. 
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been  touched  upon,  the  hire  poirbhase  furniture  _ trade, 
indeed  any  hire  purchase  trade,  is  in  a very  different 
position.  With  the  recent  measures  since  September  we 
have  suffered  very  much  indeed  in  that,  as  our  .busuness 
has  to  be  financed  on  a long-term  basis  and  theref  ore  we 
are  dependent  on  borrowing  large  sums  of  money  in  rela- 
tion to  our  business,  the  effect  of  a material  increase 
in  Bank  Rate  does  come  very  much  into  our  planning  for 
the  present  and  for  the  future. 

8150.  Do  your  stores  carry  their  own  hire  .purchase? 

They  find  the  finance  for  iit  themselves? ‘We  find  the 

finance ; we  have  done  so  for  some  years  for  all  our  own 
contracts. 

8151.  Lord  Harcourf.  Do  you  ever  make  use  of  the 

block  discount  facility? ^We  have  not  done  so  for  the 

last  three  years  since  I have  been  chainman  of  the  com- 
pany. Before  .that  it  was  done  in  a certain  measure. 

8152.  Professor  Sayers:  It  is  the  rate  ait  which  you  have 
to  pay  for  finance  that  you  feel  has  changed  heavily  against 
you  since  last  September?  You  are  not  thinking  of  any 

other  changes? Just  that  partioular  change  in  regard  to 

the  monetary  system.  I do  not  know  how  ifar  the  Com- 
mittee is  concerned  with  the  other  measures  which  were 
introduced  .which  were  not  of  a .monetary  nature,  that 
have  affected  the  nature  and  operation  of  the  business. 

8153.  Chairman:  We  should  like  to  hear  from  you 
about  them,  but  we  want  to  follow  it  point  by  point  as 
we  go.  Do  you  normally  get  your  finance  from  the  bank? 

From  the  banks,  yes,  With  hire  purchase  contracts 

that  have  to  be  financed  on  average  for  about  2i  years  the 
volume  of  finance  we  require  is  very  materiial  in  relation 
to  our  turnover.  The  other  ohanges  to  which  Professor 
Sayers  has  referred  are  matters  which  largely  concern  the 
public  and  the  reaction  to  the  .purchase  of  our  goods.  If 
limitations  or  restrictions  are  inuposed  on  the_  methods  of 
trading  they  have  a bad  effect  on  the  public.  By  and 
large,  however,  my  own  view  is  that  these  special  and  dis- 
criminatory measures  which  are  taken  against  particular 
trades  do  not  really  serve  a useful  purpose  in  the  interest.s 
of  the  communicy  as  a whole,  because  by  darmming  up 
the  pressure  of  inflation  in  one  hole  they  merely  cauM 
it  to  flow  with  greater  strength  through  another.  That  os 
what  has  been  happeming  in  the  last  three  years  to  hire 
purchase  business. 

8154.  Professor  Sayers:  But  this  is  something  that  was 
not  changed  last  September?-  ■ ■ No.  I am  looking  over 
a longer  period.  I am  saying  in  regard  to  last  Soptember 
that,  contrary  to  what  the  general  run  of  the  merobers 
of  the  Federation  have  said,  which  was  that  these  things 
have  not  materially  affected  their  busings,  I think  they 
have  affected  hire  purchase  business  materially. 

8155.  Chairman : What  did  you  not  do  after  the  change 
last  September  that  you  had  been  doing  before,  or  what 

did  you  do  that  you  had  not  been  doing  before? ^We 

had  to  take  very  careful  acount  of  every  item  of  both 
revenue  and  capital  expenditure.  The  expense  of  finance 
was  so  heavy,  and  so  heaiVily  increased,  that  it  made  a 
material  difference  ito  our  plaiirung  both  for  present  and 
future  needs.  We  just  had  to  cut  our  suit  according  to 
our  cloth. 

8156.  Do  you  mean  you  took  in  less  stock? No,  1 

do  not  think  it  would  be  true  to  say  that  we  took  m less 
stock ; but  we  were  very  careful  about  what  we  bought, 
and  we  also  tried  to  extend  our  arrangements  with  manu- 
facturers and  other  suppliers  in  regard  to  deliveries.  In 
other  words,  whereas  before  it  would  have  .paid  us  to 
take  in  large  quantities  to  our  wareh'ouses  and  carry  them 
on  our  own  account,  we  now  have  to  plan  carefully  for  ^ 
our  purchases  to  come  in  at  what  we  think  are  the  right 
times  in  regard  to  the  sales  we  anticipate.  We  have  had 
to  do  a very  much  greater  managerial  job  in  our  busmess 
than  we  had  to  do  before.  I am  not  saying  that- in  many 
ways  that  is  not  a great  advantage  ; it  .puts  people  on  rtheir 
toes. 

8157.  How  do  the  manufacturers  from  whom  you  take 
your  stock  regard  your  new  and  more  selective  form  of 

ordering? ^They  have  been  ready  to  meet  us  because 

they  have  suffered  in  their  turn  at  the  change  in  our 
business.  It  has  been  a co-operative  effort  betweeo 
suppliers  and  retailers. 

8158.  Professor  Sayers : Even  if  you  have  not  taken  a 
deci^  to  reduce  stocks,  your  more  selective  ordering 
must  have  had  the  effect  of  reducing  ^the  amount  you  have 


on  hand  at  any  tame? a small  measure ; but  with 

a group  of  multiple  stores  <we  have  some  130)  a minimum 
stock  has  to  be  maiciitained  in  each  store,  and  below  that 
we  cannot  go  if  we  wi.sh  to  maintain  our  business.  We 
have  to  multiply  everything  by  130,  so  that  the  movement 
between  minimum  and  maximum  is  really  very  small. 

8159.  How  else  can  you  save  money,  except  by  reducing 

the  amount  you  had  outstanding? ^We  do  not  achieve 

very  maiteiiial  reduotions. 

8160.  Then  what  is  the  point  of  the  exercise? ^To 

reduce  whatever  you  can  reduce,  because  we  are  having 
to  pay  so  much  more  for  our  finance. 


8161.  Even  a little  saving  is  quite  a lot  of  trouble? 

Our  final  net  profit  does  not  leave  so  much  over  that  we 
can  afford  to  flirow  away  money  we  could  otherwise  save 
with  a little  careful  planning. 

8162.  Chairman:  I got  'the  impression  from  what  you 
said  that  you  went  for  the  more  certain-selling  lines  of 
stock  and  took  no  chances  a.bout  things  you  might  have 

to  hold  on  to  for  a period? 1 am  .sorry  if  I conveyed 

that  impression  ; I did  not  wish  to  do  so.  I was  itrying 
to  say  that  we  have  to  maintain  in  each  of  our  many 
branches  a mLnimum.  stock,  which  has  to  be  a fairly  repre- 
sentative collection  of  all  the  good.s  we  normally  sell, 
Among  tho.se  goods  we  would  naturally  have  certain 
articles  which  were  not  selling  as  readily  as  others. 


8163.  There  is  no  margin  for  play  in  that  aspect  of  it? 
^No. 

8164.  Professor  Cairncross:  If  I understood  you  aright, 

you  are  also  using  your  power  to  call  forward  supplies 
at  a time  when  you  think  they  will  be  readily  .saleable.  If 
that  as  so,  that  would  seem  to  cast  on  to  your  suppliers 
more  of  the  burden  of  carrying  what  would  nornmUy  be 
stocloed  on  your  own  premises? ^That  is  so. 

8165.  In  that  sense  you  would  also  be  economising  in 
finance  but  partly  at  the  expense  of  your  suppliers.  There 
the  question  put  to  you  earlier  is  porlineait;  do  your 
suppliers  resent  the  additional  finance  they  are  then  called 

upon  to  put  up,  and  are  they  able  to  carry  the  burden? 

So  far  as  our  experience  goes  they  have  been  able  to 
carry  the  burden.  We  have  had  no  complaint  from  that 


source. 

8166.  Does  it  mean  also  that  you  have  tended  to  order 

■in  smaller  lots  than  before? 'Wo  have  endeavoured  to 

get  manu&oturers  to  spread  deliveries;  wc  have  not 
actually  ordered  in  smaller  lots.  We  have  given  them  the 
production  runs  which  they  require  'in  order  to  get  the 
b«t  prices,  but  we  have  persuaded  them  to  phase  their 
deliveries  over  longer  perioas. 

8167.  In  effect  they  have  the  option  of  either  carrying 

more  stocks  themselves  or  chopping  up  the  order  and 
raising  .the  purchase  price? Yes. 

8168.  Lord  Harcourf.  Are  all  your  sales  on  hire  pur- 
chase terms? ^No,  they  arc  not.  I have  jotted  d^ 

the  figures  of  my  company’s  trading  from  the  year  1954. 
which  was  the  year  before  the  restrictions  were  introduced 
in  February,  1955.  At  that  time  the  hire  purchase  element 
in  our  business  was  94  per  cent,  and  the  cash  element 
was  5-66  per  cent.  In  1955,  there  were  roughly  three 
mont'hs  only  of  restrictions ; the  hire  purchase  element 
was  only  90  jw  cent.  In  1956  it  dropped  to  53  per  crot. ; 
■in  1957  it  was  29  per  cent.,  and  in  thi.s  year  to  date,  which 
covers  nine  months  of  our  financial  year,  it  is  28  per  cmL 
As  against  .that  the  credit  .sales  were  negligible  m 1954, 
i peir  cent. ; and  they  have  progressively  increa^  m 1955 
to  2 per  cent.,  in  1956  to  32  per  cent.,  and  m 1957  to 
58  per  cent.,  at  which  figure  they  remained  this  current 
year.  The  cash  figures  have  varied  from  5 p«  cent,  m 
1954,  to  7 per  cent,  in  1955,  14  per  cent,  in  1956,  12  per 
cent,  .in  1957,  and  14  per  cent,  this  year,  to  al^ngn 
■the  restrictions  'have  had  the  effect  of  curtailing  me 
purchase  business  on  a long-term  basis  they 

that  business  into  the  credit  sale  business.  That  is 
concrete  example  of  my  point  that  by  damming  up 
inflation  in  one  direction  it  is  merely  diverted  m anotner. 

8169.  The  credit  sale  'has  a maximum  of  nine  months? 
^Ves. 

8170.  What  has  happened  to  the  total  volume  o« 

ness? ^The  total  volume  of  business  today  is  iv  pw 

cent,  of  what  it  was  in  1954,  before  the  restrictions  were 
introduced. 
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8171.  Professor  Sayers:  DM  the  Septemiber  changes 

have  any  effect  oo  your  capital  pttans? ^Yes,  they  dad, 

in  that  we  were  cora(p^od  to  resitniot  planning  operations 
in  regard  to  redecoraition:  and  rd:iiriiiMng  of  our  shops. 

It  is  LBually  done  on  a fairly  long-tenm  pilan  and,  in  view 
of  the  exipense  of  money,  w©  felt  lihat  we  had  to  postpone 
a great  deal  of  that  work. 

8172.  You  said  “in  vieiw  of  the  expense  of  money”; 

was  it  the  expense  rather  than  the  non-availability  that 
dhedc^  you? ^th  in  our  case. 

8173.  But  the  rate  of  interest  did  enter  into  it?-; ^The 

rate  of  iniereSt  was  the  main  facttor  because  at  the  time  you 
are  referring  to  we  had  ainple  funds.  In  a hire  purchase 
business  one  is  always  ocfllleatiing  money  few  2-J  years  after 
a transaction  has  been  made.  The  position  we  are  now 
in  is  &at  1958  is  the  crucial  year  and  the  critical  y^_  for 
the  hare  purchase  business  as  a result,  of  the  restriotioos 
imposed  in  1955. 

8174.  Chairman:  CritBcal  in'  what  sense? ^That  we 

have  exhausted  al  the  money  that  was  coming  m to  us  as 
a result  of  ooUeCtdons  chi  transactions  made  in  1955. 

8175.  You  said  ttuat  it  wias  the  hi^  cost  of  money  that 

made  you  defer  this  programme  of  redewration  and 
alteration.  Is  it  inherenit  in  that  thiM  y<mr  view  was  that 
the  cost  of  money  would  be  less  hii^  in  the  reasonably 
near  fixture? think  it  is,  yes. 

8176.  Professor  Sayers:  You  say  that  the  rate  of 
interest  maiiteired  a great  deal  from  September  onwards ; 
had  this  rising  trend  si, nee  1951  mattered  at  alii?  Were  the 
rates  that  were  payable  in  1955,  for  instance,  a deterrent? 

^Not  the  rates  in  themselves.  One  has  to  take  two 

things  in  oonjunCtion  in  oonBidening  the  effect  of  these 
things.  If  the  hire  purohiase  trade  had  been  allowed  to 
ccm'itiinue  wiithout  reslriotions,  without  hindrance  of  a 
serious  nature  wlhicAi  the  Govemmeint  imposed,  it  wO'UJd 
not  have  maitrtered  so  much  about  the  rate  of  interest  or 
the  availaWllty  of  money. 

8177.  You  are  talking  now  about  before  Septom,ber, 

1957? Yes. 

8178.  But  you  think  the  rise  to  7 per  cent,  ctid  rnake  the 
rate  of  interest  begin  to  matter? — I think  it  did,  com- 
bined with  the  othiCT  reatnictions  on  hire  purchase. 

8179.  Suppose  that  there  had  not  been  any  restrictions 
on,  say,  hire  purchase  in  September,  1957,  that  Bank 
Rate  had  been  put  up,  and  that  there  had  been  no  other 
change  special  to  your  trade  at  all ; would  you  have 
become  more  selective  in  your  purohasing  and  have  post- 
poned this  rodeooratioin  of  shops  and  so  on?  -Mr. 
Frost:  I think  w©  should  have,  yes. — Mr.  McClelland: 
Could  I come  in  on  this  question  of  redeooratdon  and 
so  on?  Earlier  I mentioned  one  case  where  the  extra 
difficulty  in  raising  money  ptobabiy  had  a marginal  effect 
on  our  decision  to  drop  negotiations  for  a business,  but 
that  is  only  an  isolated  case;  in  general  we  have  been 
spending  a good  deal  on  our  exdsfiing  premises.  In 
djatinotion  to  my  colleague  her©  I would  like  to  say  that 
in  most  of  these  cases  we  have  thought  when  the  time 
cemes  th^  the  need  wUl  brook  no  delay  . A districit  may 
be  expanding  and  developing  ; other  distriats  may  be  going 
downihilll  and  be  subject  to  tium  dleanance ; some  Siops 
therefore  may  need  to  be  enlarged  while  others  may  have 
to  be  closed.  At  the  same  time  we  are  in  the  middle  of  a 
technical  revolution  (conversion  to  self-service  and  thimgs 
like  that)  in  the  grocery  trade.  There  are  a lot  of  personal 
factors,  managemepfflt  factors  and  the  possibditty  of  nedgh- 
bouriog  buildmgs  beooming  available  and  things  like  that 
whi^  in  OUT  oonoem  have  made  it  in  many  cases 
essentd'al  to  go  ahead  wiith  redeooraitiixin.  It  may  not  be 
just  redecjoration  ; it  may  reconstruotion,  it  may  be  any- 
thing. In  fact  we  have  stepped  up  our  programime  since 
credit  became  tighter. 

8180.  Mr.  Jones:  Does  that  arise  from  having  reserves 

available  fw  this  sort  of  developrnent  and  for  the  main- 
tenance of  decoration,  or  does  it  mean  that  you  are 
prepared  to  bonrow  the  money  and  pay  the  higher  rate 
of  interest? ^We  have  been  working  on  a bar*  over- 

draft. We  have  been  wall  wiiiflhdn  the  facility  allowed,  but 
we  have  bean  incurring  a Idabiiiliy  for  interest  over  the 
whole  time  of  which  I am  speaking. 

8181.  Then  wiiithout  reserves  you  would  go  on? 

Yes,  without  reserves,  except  m the  shape  of  ejfltra  and 
UQU^  over^a;^  Realities. 


8182.  Chairman:  Has  Mr.  Crawt  atiy  csocnmenitB  to 

make? Mr.  Crawt:  I am  concerned  with  the  wine  and 

spirit  trade;  our  bdggeiSt  problem  today  is  the  effect  of 
the  spreadiiug  of  the  spendling  power  of  the  puibiic.  We 
now  find  that  the  Christmas  trading  takes  up  a larger 
percentage  of  the  year’s  business  than  ever  before.  Our 
present  experience  is  that  we  do  in  Decemlber  probably 
one-fifth  or  one-sixth  of  the  total  year’s  trade,  so  that  the 
financing  of  stock  in  front  of  Christmas  is  a very  real 
problem,  by  reason  of  the  very  high  level  of  duty  which 
is  paid.  We  have  had  to  look  very  closely  at  our  level  of 
stocks  at  branches  ; it  is  so  easy  to  have  money  lying 
idle  in  unused  stodcs,  but  bearing  in  mind  the  high  rate  of 
duty  we  have  had  to  give  it  very  much  closer  attention 
than  we  ever  did  before.  Then  many  of  us  have  been 
leaning  on  the  distillers  rather  more  than  we  ever  did 
before.  Instead  of  buying  under  'bond  and  financing  the 
duty  as  we  cleared  we  have  been  buying  duty  paid  and 
takdng  the  thirty  days’  CTedit. 

8183.  This  is  since  Septeroiber? ^Yes,  and  it  has  been 

mowing  a bit  lately.  Of  course  since  Septemiber  non©  of 
us  has  yet  shipped  a full  vintaige  of  claret  or  burgundy ; 
none  of  us  has  shipped  a full  vintage  of  claret  or  burgun^ 
since  the  1955  vintage,  and  none  of  us  knows  whether  we 
are  going  to  ship  a 1957  vintage  because  we  do  not  know 
the  quality  of  the  wine  yet,  although  some  ma/y  have 
financed  forward' ; but  if  we  do,  the  financing  forward  is 
going  to  be  an  imimense  problem,  partioularliy  keying  in 
m,ind  that  spa^  restricts  ibottldng  in  under  bond  s-tores 
and  bottling  in'  duty  paid  stores  requires  financing  of 
duty.  So  we  have  to  consider  the  financing  of  duty 
and  the  laying  down  of  stocks,  which  is  for  a long  period 
of  years,  and  the  tendency  is  that,  if  we  are  not  carrful, 
we  shall  find  ourselves  losing  the  quality  level  of  wine 
by  reason  of  .the  problems  of  financing  and  the  laying 
down  of  stocks.  Many  of  us  have  the  view  that  that 
might  seriously  interfere  with  the  tourist  trade  in  this 
country  by  reason  of  the  fact  that  the  quality  level  of 
wine  may  not  be  available  to  the  extent  that  it  should 
be.  We  have  found,  too,  that  there  has  been  a growth  in 
the  day-toMay  purchasing  of  repetitive  lines.  I am  dealing 
now  with  the  cash  purchases  of  the  public.  Instead  of 
buying  their  week’s  req-uirements  they  are  more  and 
more  buying  on  their  day-to-day  level,  because  of  not 
wishing  to  finance  it  forward  even  for  a week  for  them- 
selves. We  also  find  with  credit  transactions  that  a grow- 
ing percentage  of  our  customers  finance  from  month  to 
month,  and  if  we  miss  the  first  weekend  of  a month  in 
the  delivery  of  the  statement  of  account  for  the  previous 
month’s  supplies  we  miss  the  settlement,  and  have  to  wait 
until  the  next  month.  We  have  the  feeling  that  more  and 
more  of  •the  people  who  live  on  a monthly  income  take 
their  monthly  bills  the  first  weekend  of  the  month  and 
deal  with  the  trills  which  are  to  hand ; having  dealt  with 
those  they  have  expended  their  resources,  and  any  that 
come  in  after  that  have  to  wait  until  the  following  month. 
That  is  a very  'bad  thing  from  our  point  of  view  psycho- 
logically because  in  the  second  month  the  account  looks 
large  and  the  customer’s  immediate  reaction  is:  “We 
must  cut  down  on  this  because  we  are  spending  too  much 
in  this  direction.”  That  is  a bad  thing  as  far  as  we 
are  concerned. 

8184.  The  big  unknown  problem  is  the  standard  of  the 

1957  vintage? That  may  w^  be.' 

8185.  Professor  Sayers:  Is  it  your  overdraft  hmits  that 

are  bothering  you  there? ^Yes.  If  one  bad  had  over- 

draft arrangements  prior  to  September  of  last  year  over 
the  Christmas  period,  I am  told  that  it  has  not  been 
difficult  to  have  those  overdraft  arrangements  continued 
over  last  Christmas,  with  some  understanding  about  future 
Christmases ; but  if  one  did  not  have  overdraft  amnge- 
mentis  in  the  past  it  is  very  difficult  if  not  impossible  to 
get  those  arrangements  made  for  the  future. 

8186.  There  is  no  basic  ration  of  credit? Hiat  is 

true. 

8187.  Two  among  you  have  referred  to  the  overdraft 
limits  as  being  the  effective  limits  rather  than  any  difficulty 
of  getting  an  increased  overdraft  or  an  increased  use  of 
overdraft  facilities.  The  agreed  limits  with  the  banks 
appear  to  be  the  effective  limit  from  your  point  of  view 
on  the  cxeffit  available.  Is  that  ri^t,  Mr.  McClelland? 
Mr.  McClelland:  In  our  case  it  is. 
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8188.  You  were  not  worried  about  increasing  jour  over- 
draft ; you  had  pleaify  of  room  ibelow  the  limits? — — 
Mr.  McClelland-.  That  is  correat.  iWe  had  previouay 
increased  our  overdraft  to  the  limit  they  were  prepared 
to  grant  us.— Mr.  Crawt : I am  always  wonied  at  over- 
drafts on  the  present  rates,  because  the  t<»m  for 
manoeuvre  in  the  price  structure  of  a spirit  which  suffers 
a very  heavy  duty  is  very  small  indeed  and  does  not  permit 
of  high  financing  rates. 

8189.  That  is  another  point ; it  is  the  agreed  limit  with 

the  bank  that  is  bothering  you  in  the  first  instance? 

Mr  Crawt:  Yes.  With  expansion  of  business  one  must 
have  a higher  limit.  The  wine  and  spirit  trade  is  mostly 
concerned  with  that  limit  in  front  of  Christmas.— Mr. 
Frost-  In  our  case,  we  are  given  to  understand  the  banks 
had  special  instructions  to  treat  the  hire  purchase  firms 
rather  more  severely  than  other  customers. 

8190.  Chairman:  Let  me  mention  one  or  two  other 
general  impressions  I have  formed  from  your  memo- 
randum. and  see  how  far  you  would  regard  them  as  correct 
and  how  far  any  of  you  would  qualify  them.  I was  struck 
by  the  number  of  members  , who  answered  your  question- 
naire who  seem  regularly  to  finance  their  development  out 
of  retained  profits.  Do  you  think  that  is  a representative 
pattern?  AH  of  you  here  today  have  spoken  rather  of  the 
bank  overdraft  as  being  the  source  of  development  finance? 

Mr  Butler : As  I said  at  the  beginning,  I could  not 

say  that  the  group  of  membens  who  s^plied  jifformation 
were  a cross-section  of  the  multiple  retailing  trade ; 
but  certainly  of  those  who  did  reply  to  me  it  was  a yety 
common  fact  that  they  relied  very  largely  if  not  exclusively 
on  their  own  resouces  in  the  form  of  retained  profits. 
—Mr.  Craivf:  It  depends  very  much  on  whether  exipanaon 
in  the  way  of  new  branches  and  so  on  is  by  freehold  or 
leasehold.  Many  multiple  groups  do  their  expansion  under 
leasehold  arrangements,  but  a firm  expanding  by  way  of 
freehold  cannot  finance  it  out  of  its  own  resources  except 
on  a very  limited  scale.  Big  expansion  must  be  financed 
by  leasehold  interest,  and  that  is  contrary  to  the  policy  of 
many  companies.— nMr.  McClelland : It  also  depends  on 
the  rate  of  expansion.  For  a number  of  years  we  were 
expanding  at  a rate  which  was  dotenmined  by  the  fact 
that  a new  generation  of  executives  were  still  finding 
thedr  feet.  During  that  period  we  could  finance  our 
expansion  out  of  profiits  and  a relatively  modest  increase 
in  OUT  overdraft.  Since  one  does  not  always  ren>lace  equip- 
ment in  the  same  form,  we  usually  include  depreciation 
in  the  funds  availaible  for  new  expenditure  on  fixed 
capital ; but  there  comes  a time,  I suppose,  in  many 
busunesses  where  for  one  reason  or  another  circumstance 
seem  favourable  to  taking  the  bull  by  the  horns,  and  it  is 
in  those  circumstances  I think  one  tends  to  rely  more  and 
ne^s  to  rely  more  on  outside  finance.  That  has  been 
our  case. 

8191.  It  seems  that  certainly  up  to  Septemiber  last  many 
of  your  members  had  found  alternative  finance  fairly 
abundant ; they  found  places  they  could  turn  to  when  the 
bat^  were  not  able  to  help  them  further.  What  is  your 

kmipression  about  this? ^In  our  case,  Mr.  Chainman,  I 

think  that  was  so ; finance  was  freely  available. 

8192.  I think,  Mr.  McClelland,  you  said  you  had  not 
looked  very  far  on  this  question,  of  raisdag  alternative 

finance  rather  than  development? ^We  had 

not  looked  very  far,  parffy  because  wc  had  a lot  of 
other  commitments  on  hand  which  were  going  to  be 
covered  by  our  overdraft  facililies.  Wc  happen  to  be  in 
a very  strong  position  with  a great  amount  of  freehold 
in  our  own  possession,  and  we  thought  that  at  any  time  if 
press^  we  could  have  turned  that  freehold  into  liquid 
capital. 

8193.  Lord  Harcourt  : Have  you  in  fact  sold  and  leased 

back  any  properties  in  the  last  four  years? Mr. 

McClelland : No. — Mr.  Crawt : We  have  not,  but  we  arc 
having  to  give  serious  consideration  to  it  now-.  We  have 
reached  the  limit  of  our  own  resources  for  expansion 
in  freehold  properitdes,  -bat  not  the  expansion  in  leasehold 
premises.  Mr.  McCIdland  mentioned  the  rather  novel 
form  of  finance  by  purchasing  a property  and  taking  out  a 
debenture  for  it.  That  is  out  of  the  ordinary  so  far  as 
raising  money  from  banks  or  other  orthodox  sources  is 
concerned.- Mr.  McClelland:  Purchasing  a going  concern 
it  k someUmes  possible,  depending  on  the  motive  of  the 
vendor. 


8194.  Professor  Cairncross:  May  I ask  you  something 
about  'the  replies  you  received  on  trade  credit?  I have 
formed  the  impression  from  some  of  the  answers  given 
today  that  many  of  the  big  multiples  have  been  able  to 
obtain  additional, credit  from  their  suppliers,  and  have  at 
the  same  time  been  under  pressure  to  give  additional 
credit  ,to  ithoir  customers.  When,  th'at  happens  are  the 
terms  on  which  the  credit  is  received  or  given  altered?'  Is 
a higher  rate  of  discount  offered  to  customers  and  a higher 

rate  of  discount  required  by  the  supplier? Mr,  Crawt: 

In  the  wine  trade  the  answer  is  no  in  both  cases. 

8195.  There  is  no  change? ^No  change.  No  discount 

is  given  'to  'tlhc  cusibomer,  and  the  terms  of  purchase  from 
.supplier®  arc  related  in  tihe  majority  of  cases  to  quantity 
rather  tbtm  to  times  of  payment. 

8196.  Y'OU  said,  as  I understood  you,  that  you  had 

drawn  miorc  on  the  credit  that  diaLiUens  offer? That  is 

so. 

8197.  But  they  do  not  alter  the  term®  of  payment? 

No,  because  their  terms  are  related  to  quantities  of  pur- 
chase ■ it  is  a question  of  buying  power,  not  of  length 
of  crediiit.  But  wheceas  six  to  seven  months  ago  they 
woiikl  have  b«n  quote  easy  if  one  had  gone_  beyond  tIhe 
ithinty  days’  credit  tloat  they  gave,  and  got  into  forty  or 
forty-five  days,  now  if  one  is  one  day  beyond  the  thirty 
days  one  Im  a telephone  cali  to  renrind  one  that  the 
account  has  not  been  paid. 

8198.  Thete  is  nio  suggestion  of  an  in'terest  charge? 

No. 

8199.  And  no  dkoounit  for  pT'Ompt  setillement? Mr. 

Crawt:  "Flo.— Mr.  Frost:  In  the  case  of  the  furniture  trade 
the  poaiildon  is  the  otW  way  round.  In  normal  edroum- 
stance  the  rCtaiilCT  gets  the  beat  possible  discount  for 
paymeniL  by  cash,  and  the  amount  of  discount  va,rles  on 
a sliding  scale,  whiich  diiffens  with  different  supplier®  as 
to  vMha.L  the  shonlfall  of  that  discount  wli'l  be  for  particular 
lengths  of  extended  credit  terms,  and  there  is  an  overall 
discount  available  on  quantity  purchases;  si>  as  one  extends 
one’s  credit  one  sacrifices  one’s  discounts  and  rebates. 

8200.  Have  the  tennw  changed?  Have  the  rotes  implicit 

in  that  changed? No,  they  have  been  fairly  conslaitf 

i.n  Ihe  furniture  trade  and  allied  inudca  for  a longi^ 
period. 

8201.  In-  spate  of  a movement  of  the  Bank  Rate  firom 

2 to  7 per  cent? By  and  large  there  has  been  very 

little  ohaofie.  Furniture  manufacturers  have  been  under 
a good  deal  of  preetsure  through  slackness  of  business 
and  are  anxious  to  gel  business  on  any  terms. 

8202.  Is  lihis  also  true  in  the  grocery  trade? Mr. 

McClelland:  In  the  grocery  trade  there  is  a clear  distinc- 
«non  between  quantity  discounts  and  sobtlement  discounts. 
Invoices  are  either  for  a seltlcment  discount  or  net; 
some,  usually  for  provision.?  which  have  a quick  turn- 
over and  large  volume,  are  marked  “net  seven  days”. 
Incidenitally,  we  Imvc  ^guH'  to  pay  after  fourteen  days 
instead  of  seven,  with  only  one  objeolicm  out  of  30  sup- 
pBlers.  Other  net  invoices  we  pay  after  four  weeks.  The 
settlement  discounts  are  either  2d.  in  the  pound  or  li 
or  per  cent.,  and  the  leniglih  of  credit  is  so  retotsveSy 
short  that  it  always  pays  us  to  fake  advantage  of  those 
dl.'wounrts. 

8203.  Again  there  is  no  change  in  the  rate  of  discount 

in  Ihese  setitkmen'ts? ^There  has  been  none. 

8204.  In  (he  memorandum  there  are  some  references  to 
this,  and  it  does  seem  that  .suppliers  have  not  objected 
greatly  to  more  advantage  being  taken  of  the  credit  they 

ollar'/ Mr.  Crawt:  I woidd  subscribe  to  that  vaew 

as  it  obtained  at  the  time  of  the  memorandum,  but  there 
has  been  a considerable  liglitenlng  up  since.  I would  not 
subscribe  to  that  view  today. 

8205.  There  scem'cd  to  be  different  views  as  to  the 
relative  cost  of  trade  credit  and  bank  credit.  In 
graph  16  there  is  a reference  to  drcumslances  in  which 
“it  was  actually  cheaper  to  use  trade  credit  . . . 

it  was  to  borrow  from  the  banks’’,  but  in  paragrajai  8 
another  membw  seems  to  imply  that  trade  credit  was 
certwniy  more  costly.  Is  this  scmelhdng  on  which  there 

are  wide  differences? Mr.  Butler:  The  reference  m 

paragraph  16  is  n'Ot  to  any  of  the  cxmipanies  represented 
here.  A very  large  company  in  the  food  trade  gave  us 
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liial;  mforrnatiioin.  I do  not  tihink  tlhe  two  references 
necessarily  oonULot ; iVhiis  oomiianiy  patiticularLy  says  “ in 
one  or  two  cases". 

8206.  I formed  the  impressiion  that  Che  mecniorandum 
laid  more  stress  on  the  efEeots  of  higher  initereat  rates 
and  ^e  credit  squeeze  generally  on  capital  expansion  and 
repilaceimenlt  Uhian  on  the  efEeots  on  Che  holding  of  stocks. 

I am  'therefore  a liCMe  surpnised  to  find  that  at  least  two 
of  the  replies  we  have  had  today  imply  that  stock-holding 
either  has  been  affeclted  or  is  Hkely  to  be  afieoted  by  the 

ddfflcuilty  of  finance? Mr.  Butler:  There  was  no 

doubt  aboult  Che  sftatemenits  whidh  oame  to  me ; in  so 
far  as  people  they  bad  been  affeot'Cd  by  the  moneitary 
measures  they  mostly  quoted  eoamples  of  effeots  on  Chedr 
capital  expenditure.  The  effects  on  stook^ldinig  vary 
according  to  the  rate  of  stock  turn.  If  the  Sdocks  turn 
over  veoy  quickly,  then  a higher  interest  rate  is  n'Ot 
•likely  to  have  such  an.  effect  as  if  the  stocks  turn  over 
slowly. — Mr.  Crawt : I think  Idiat  is  a point  of  paramount 
imiportancB,  the  quesSion  of  the  turnover  of  stock  and 
the  value  of  gross  profit  in  the  stock  sold.  If  a firm  is 
trading  in  whisky  and  gin  where  the  margins  of  profit 
to  the  neitailer  are  15  per  cent,  gross,  and  if  ovct  the 
Chrlslimas  peri'Od  it  has  to  hold  those  by  reason^  of  the 
physiol  problem  of  geutiiig  them  into  the  Shops  in  front 
of  Christmas  for  ten  weeks  or  so,  then  it  does  become 
a viM'ly  impoitant  m'aifiter ; but  if  one  is  talking  of 
financing  bourgeods  wines  on  which  the  margins  of  gross 
pro&  may  be  around  30  per  cent.,  then  it  is  a very 
different  ptroposajtion. 

8207.  I was  impressed  by  the  fact  that  you  and  Mr. 
Frost  have  laid  some  stress  on  the  effect  on  stock-holding 
of  diCRcuill'ies  of  obtaining  adequaiCe  finance.  I appreciate 


that  you  have  a very  slow  turnover  compared  worth  others. 

Mr.  Butler:  The  rate  of  stock  tran  may  be  the 

expiration  of  that.  There  was  one  other  point,  in  case 
it  has  not  sufficdenitly  come  to  Jhe  surface,  that  was  made 
by  several  members,  about  the  somewhat  arhitraTy 
incadence  of  quantitative  reatriotions.  lit  seems  in  qu^e 
a numiber  of  oases  to  mean  the  loss  of  an  opportunity 
which  does  not  necessarily  recxir.  People  have  cited 
■the  loss  of  an  oppoipbuiiil'y  to  invest  in  particular  kinds 
of  plant  and  machinery;  Mr.  McClelland  referred  to  fhe 
oppontUinirtiy  of  acquiring  a panticuilar  site,  which  is  a 
non-neourring  opportuniirtiy  perhaps,  and  even  such  per- 
sonal PaotKHS  as  having  one’s  executive  team  at  the  right 
pitch  ; that  team  is  not  necessanily  together  when  the 
finance  becomes  available  again. 

8208.  Lord  Harcourt:  'What  is  the  tot^  membership 

of  your  Federaition? 'For  what  it  is  worth,  we  have 

500  members.  There  are  probably  1,100  or  1,200  mulitiple 
companies  in  the  country,  but  this  is  rnoit  a case  where 
ri'Umibers  indicate  size ; our  members  proibably  account 
for  tWK>4thn'rds  or  even  toree-quartars  of  the  trade  done 
by  muikipie  rotailere. 

8209.  Professor  Cairncross:  How  many  of  your  mem- 
bers replied  to  the  questionnaire  you  sent  out? ^Twenty. 

8210.  So  that  when  you  menti'on  say  one,  two  or  even 
three  of  your  memtbers  giving  similar  replies,  that  is  a 

fairly  large  fraction,  of  tihe  total? ^Yes,  but  with  ^oh 

small  numibers,  of  course,  it  is  difficult  to  say  that  it  as 
ten  per  cent,  or  fifteen  per  cent. 

Chairman:  Thank  you.  We  are  very  grateful  to  you, 
gentlemen,  for  coming  this  afternoon. 


(Adjourned  until  Wednesday,  14f/i  May,  1958,  at  11  a.m) 
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C.  H.  Pollard,  Esq.,  C.B.E.,  Qty  Treasurer,  Kingston  upon  Hull; 

F.  Smith,  Esq.,  M.B.E.,  City  Treasurer,  Peterborou^; 

Sir  Harold  Banwell,  Secretary,  A.M.C. 


8211.  Chairman:  We  are  much  obliged  to  you  for  the 

paper*  which  you  sent  in  to  us,  which  has  been  most 
helpful.  We  should  like  to  ask.  you  some  questions  arising 
out  of  it.  As  you  know,  we  are  seeing  the  County  Councils 
Association  later  in  the  day,  so  that  we  must  distinguish 
in  our  questions  between  those  things  which  are  more  your 
special  concern  and  those  which  are  their  concern.  You 
represent  aH  county  'boroughs  and  non-icounty  boroughs 
in  England  and  Wales,  and  all  but  one  of  the  metropolitan 
boroughs? Alderman  Hill:  Yes. 

8212.  You  have  'given  -us  in  Table  C an  analysis  <rf  your 

borrowing  for  two  recent  yean.  It  would  appear  that 
much  die  largest  single  part  of  your  borrowing  is  con- 
cerned with  your  housing  obligations ; neit  to  that  would 
come  your  responsibilities  for  education ; then  sewerage 
and  water  supplies ; and  then  highways.  Would  this 
roughly  be  the  pattern  over  the  years? Yes. 

8213.  In  paragraph  3 you  give  us  an  analysis  of  the 
purposes  for  which  finance  is  sought  othawise  than  from 
rates  and  from  the  Exchequer.  'Would  it  be  .possible  'to 
give  us  some  rough  idea  of  the  'proportion  of  your  capital 
expenditure  in  a year  that  is  carried  by  'Exoh^uer  grant? 

Mr.  Pollard:  I do  not  think  we  can  give  you  that 

figure. 

8214.  Professor  Cairncross : Is  it  of  the  order  of  50  per 

cent.? A table  published  iby  .the  Institute  of  Municipal 

Treasiurers  giving  the  summary  of  debt  outstanding  shows 
that  housing  represents  no  less  than  £2,305  million,  educa- 
tion £381  million,  and  other  services  £365  million.  Educa- 
tion is  the  one  which  is  mainly  concerned  with  a specific 
grant.  The  housing  grant  is  granted  on  a unit  basis,  and 
a large  proportion  of  the  bousing  debt  is  met  from  the 
rents  the  houses  as  distinct  from  Govamment  grants 
or  local  authority  payments.  I would  not  think  that  as 
much  as  50  per  cent,  of  our  total  capital  expenditure  was 
met  by  the  Government. 

8215.  Are  you  able  to  tell  us  how  far  you  finance 

yonr  capital  ecpenditure  out  of  revenue? Again  we 

have  no  statistics  available  in  print,  but  we  could  very  well 
provide  that  information  for  the  Committee  very  quickly.t 

'8216.  Chairman : Perhaps  .you  would  send  the  Secretary 
what  you  have  on  this.  If  you  finance  capital  expenditure 
out  of  revenue  do  you  get  into  any  difficulties  with  your 

grants  from  the  ceotr^  Government? ^No,  because 

where  we  are  dealing  with  a grant  earning  service  we 
arrange  in  advance  with  the  department  concerned  to 
ensure  that  they  accept  the  expenditure  for  grant 
purposes.  In  many  cases  we  have  a general  kind  of 
approval  for  amoun'te  not  etceeding  a certain  sum  for 

charging  in  the  year  of  account. 

• MemorMida  of  Evidence  Part  DC  No.  1. 
t See  Appendix  to  Minutes  of  Evidence. 


8217.  Professor  Cairncross:  Have  you  .been  under  any 

pressure  to  increase  the  resort  to  ordinary  revenue  to  meet 
capital  expmditure? ^No. 

8218.  Has  the  increase  in  capital  charges  had  that  effect 

to  any  extent? ^There  is  no  doubt  that  the  local  autho- 

rities have  decided  to  meet  capital  expenditure,  within 
limitations,  from  revenue,  in  a number  of  cases,  rather 
than  tMrT'OW,  ibecause  of  increased  rates  of  interest ; but 
what  they  can  do  is  very  limited.  I am  speaking  of  the 
laT'ge  bidk  of  authorities ; for  the  larger  aumorities,  whM-e 
±e  ^product  of  a Id.  rate  is  £50,000  to  £60,000  or  more,  it 
is  a very  different  proposition  when  dealing  with  expendi- 
ture from  revenue. 

8219.  Professor  Sayers:  Has  this  tendency  to  meet 
capital  expenditure  out  of  revenue  because  of  the  high 
interest  rates  come  only  since  last  September,  or  ~was  there 

already  a change  in  that  direction  brfore  September? 

IxKal  authorities  have  increas-in^y  been  trying  to  meet 
capital  eKpeoditure  from  revenue  rather  than  borrow  for 
it  I only  wanted  to  indicate  that  I thought  there  may  have 
been  some  impetus  >to  that  by  reason  of  the  rates  of 
interest. 

8220.  Would  you  put  any  period  to  that? ^No ; it 

has  been  going  on  for  a very  long  time. 

8221.  A matter  of  some  years? Indeed,  yes. 

8222.  Sir  Oliver  Franks:  Can  anyfliing  be  said  about 
the  peri'Od  of  the  additional  impetus?  Did  that  only 
come  since  last  &ptembM-,  or  did  it  go  back  a bit  further 

in  time?- It  is  difficult  to  answer  that  question  in  a 

definite  way.  Local  authorities,  over  'the  past  few  years 
in  particular,  have  been  tending  more  towards  this  method 
oi  financing  capital  expenditure,  again  within  limitations. ; 
when  I use  the  word  “ impetus  ” in  rdation  to  the  period 
from  last  September  I think  it  is  reJatively  small  even  then. 

8223.  The  point  of  the  -question  is  to  find  out,  if  pos- 
sible, what  in  fact  in  the  experience  of  the  people  who 
may  or  may  not  have  been  affected  by  the  higher  cost 
of  money  has  been  the  influence  upon  them:  whether 
it  has  'been  suibstantial,  or  real  but  small,  or  none.  M 
the  impetus  to  meeting  capital  ^penditure  out  of  revenue 
has  really  grown  in  this  period  in  which  the  cost  of 
money  has  been  dearer,  we  should  have  direct  empirical 
evidence  on  one  part  of  the  field.  That  is  why  the 
question  is  an  important  one  for  us  to  ask,  and  why  it 

is  important  .for  us  to  know  if  we  can  be  told? Mr. 

Pollard:  The  only  answer  I would  fed  able  to  give 
would  be  that  it  is  not  substantial ; it  is  relatively  small 
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because  the  period  is  so  short.  Without  further  informa- 
tion direct  from  authorities  I could  not  be  more  d^nite 
than  that.— Mr.  Smith'.  I would  agree  that  it  is  quite 
small,  but  the  smaller  authorities  in  particular  have,  I 
tbinV^  been  inclined  to  look  more  carefully  at  the  possi- 
bility of  financing  capital  expenditure  out  of  revenue  in 
the  last  nine  months  or  so,  than  possibly  they  were  pt6- 
viously.— Mr.  Pollard:  This  does  not  refer  only  to  impetus 
springing  from  the  local  authorities.  In  many  cases 
Government  d^artments  have  probably  withhdd  loan  • 
sanction ; it  may  be  that  some  authorities,  if  they  have 
had  loan  sanction  withheld  and  the  amount  has  been 
within  their  compass,  have  decided  to  meet  the  cost 
from  revenue. 

8224.  Profesor  Sayers:  That  is  to  say  that  the  with- 

holding of  loan  sanction  on  central  Government  grouni^ 
has  not  succeeded  fully  in  holding  down  capital  expendi- 
ture?  In  these  small  cases  that  I am  trying  to  refer  to. 

I would  say  that  that  is  a fair  summing  up  of  the 
situation. 

8225.  This  would  relate  to  small  capital  schemes? 

Yes. 

8226.  Chairman:  You  have  several  times  used  the 
phrase  “ wi&in  limitations  ” when  speaking  of  what  they 
could  do  in  the  way  of  raising  capital  expenditure  out 
of  revenue.  What  had  you  in  mind  there ; the  impossi- 
bility, for  the  large  monies  involved  in  a scheme,  of 

raising  it  out  of  rates? ^Yes.  If  a scheme  is  going 

to  cost,  say,  £100,000  and  the  product  of  a Id.  rate  is 
£2,500  it  is  just  impossible  for  a local  authority  to  put 
it  on  to  the  rates  in  one  year. 

8227.  Professor  Cmmcross:  -So  far  as  one  can  judge 

from  the  figures  there  were  two  periods  in  which  the 
revenue  ainplus  rose  rather  sharply,  first  in  1952-53  and 
second  in  1956-57.  This  is  not  just  for  municipal  cor- 
porations but  for  ail  local  authorities.  These  two  periods 
happened  to  coincide  with  periods  in  which  local  authori- 
ties were  under  considerable  difficulty  in  borrowing  or 
had  to  pay  higher  rates.  Would  it  be  within  your  recol- 
lection mat  these  would  be  two  periods  of  marked  change 
in  resorting  to  revenue  surpluses? No. 

8228.  Are  there  any  specific  items  of  capital  expendi- 
ture which  you  would  normally  expect  to  toance  out  of 
revenue? — ^ome  kinds  of  recurring  expenditure  that 
might  many  years  ago  have  been  the  subject  of  loan 
sanctions  and  loans.  The  construction  of  new  roads,  for 
example,  may  ibe  financed  by  a number  of  authorities 
direcdy  from  revenue  because  that  is  an  item  that  recurs 
every  year.  It  is  rather  difficult  to  give  you  other  illus- 
trations ; but  in  schools,  for  example,  there  are  cases 
where  extensions  are  made  from  time  to  time,  and  they 
are  regular  in  their  incidence.  These  cases  are  increasingly 
being  met  from  revenue  instead  of  by  borrowing.  One 
instance  occurs  to  me  from  the  past,  in  order  to  try  to 
illustrate  the  kind  of  thing  I mean ; in  my  young  days 
it  was  the  practice  of  electricity  authorities  owned  by 
local  auffiorities  to  bonow  for  providing  electricity  meters. 
It  came  to  be  recognised  in  the  1920s  that  this  was 
ridioulous,  because  it  got  to  the  stage  where  we  were 
spending  more  on  loan  charges  than  we  needed  to  spend 
on  meters  in  the  year ; and  the  system  was  chang^. 
It  applies  only  in  a minor  degree  in  connection  with 
water  undertakings  because  meters  for  water  is  not  a 
very  -.big  thing.  It  is  that  kind  of  thing,  recurring  expendi- 
ture of  -that  nature  that  can  be  met  from  revenue  in  the 
year  in  which  it  is  incurred. 

8229.  There  are  no  items  you  can  think  of  that  would, 

more  readily  than  others,  be  transferred  from  the  category 
where  you  would  borrow  the  finance  for  capital  expendi- 
ture to  the  category  where  you  would  reily  on  revenue? 

Mr.  Pollard:  Offhand  I cannot  ffiink  of  any  particular 
items.  I tbiTiik  we  have  all  tended  to  judge  fliis  by  amount 
rather- -than  by  purpose. — Mr.  Smith:  Most  non-county 
boroughs  limit  it  by  amount ; in  other  words,  if  the  cost 
of  a capital  project  is  going  to  be  under  or  just  about 
£2,000,  we  think  it  is  wrong  to  .borrow  because  of  the  long 
spread  of  interest  and  the  ultimate  penal  cost.  Most  of 
the  non-county  borougla  would  not  borrow  for  anything 
tmder'  £2,000,  and  that  would  not  necessarily  apply  only 
to  reoErriog  items.  I have  in  mind,  for  instance,  a better 


mess  room  for  the  police,  imiprovements  to  public  con- 
veniences and  such  small  items ; if  they  are  under  £2,000, 
we  should  generally  not  go  to  the  market,  but  finance  them 
out  of  revenue,  spreading  the  expenditure  over  two  years 
if  necessary. — Mr.  Pollard:  One  of  the  more  modem 
developments,  although  it  has  been  going  on  for  some  time, 
is  ffie  development  of  financing  capital  expenditure  through 
capital  fun^  wMch  is  mentioned  later  in  ffie  memo- 
randum. 

8230.  Chairman : In  paragraph  5,  you  say; 

“ Loans  from  the  Public  Works  Coniimissioners  may 
‘be  obtained  by  most  sraaMer  corporations,  but  are  avail- 
able only  to  a limited  extent  to  the  larger  corporations.” 

I think  I know  what  you  have  in  mind  in  drawing  that 
distinction,  'but  what  is  it  based  on?  Is  it  based  on  the 
view  that  the  larger  corporation  has  access  to  other 
means  of  borrowing  which  are  not  open  to  the  smaller 

corporation? ^Perhaps  that  is  putting  it  too  definitely. 

The  Public  Works  Loan  Board  scrutinises  applications  from 
larger  local  auliorities  m.'uch  more  closely  than  applications 
from  gmaltiW  authorities.  We  know  that  that  must  be  so, 
because  the  smaller  authorities  in  the  a^egate  have 
obtain^  the  vast  majority  of  their  requirements  from  the 
Public  Worla  Lmn  Board,  whereas  the  larger  authorities 
find  it  very  difficult  to  get  ad.vances  from  the  Public  Works 
Loan  Board  at  alL 

8231.  You  would  accept  as  the  justification  for  that  diffi- 
culty ffiat  they  regard  .toe  larger  authorities  as  having  access 

to  other  means  of  ‘borrowing? 1 am  not  arguing  the 

point,  ^ I may  say  so,  but  merely  stating  it.  The  case 
that  is  made  is  that  the  larger  authority  has  m-uch  better 
access  to  the  open  market  than  tiie  smaller  authority  is 
b^e^  to  have.  ' 

8232.  In  paragraph  6 you  say : — 

“As  regards  lendtog  on  mortgage  by  the  general 
pubHc,  this  is  usually  in  rdatively  small  individual  sums, 
but  this  method  was  very  highly  dovdoiped  in  many 
localities  b^re  toe  wat  and  has  been  renewed  on  an 
increasing  scale  in  the  past  few  yeais.  This  espedaliy 
apphes  in  the  north-west  of  Englaad,  but  is  being 
incxeasingly  used  in  other  parts  of  ffie  country.” 

I would  like  to  know  what  you  can  tell  us  about  this 
partioulhr  form  of  borrow^?  Would  -the  sources  tapped 
by  the  municipal  corporations  for  this  puipose  be  mainly 

local  to  them^ves? ^In  general  it  is  the  local  money 

that  B brought  in  by  the  local  authorities,  but  it  is  by 
no  means  confined  to  money  from  local  pwple.  In  my 
own  particular  instance  I have  received  loans  from  much 
wider  areas  than  my  immediate  tocality.  I think  tiiat 
would  be  the  experience  of  most  of  miy  colleagues. 

8233.  When  you  say  the  general  public  locally,  would 
they  ^ instituticais  workiiig  in  your  area  who  would  find 

this  money?-" Some  of  them  ; but  when  we  say  general 

public  we  are  rather  thinking  in  terms  of  individual  loans; 
For  insmnce,  people  may  have  £100  and  want  to  lend  it. 
If  they  have  any  knowledge  of  this  kind  of  thing,  they  are 
following  advertisements ; in  many  cases  they  m^ely  come 
in  and  inquire,  they  niay  lend  £100  or  £1,0(X).  The  local 
institutional  lenders,  like  trusts  and  so  on,  also  come  into 
thk  ipictfure. 

8234.  What  about  the  Trustee  Savings  Banks? Mr. 

Pollard:  I look  on  the  Trustee  Savings  Banks  as  the 
institution^  itype  of  lender.  The  Trustee  Savings  Banks 
lend  all  over  the  cotimtry.  If  tiiere  is  a local  Trustee 
Savings  Bank  it  may  very  well  be  that  the  local  Treasurer 
and  the  Actuary  of  the  Savings  Bank,  tiirough  their 
respective  comandfitees,  have  a close  'liaison  and  a good  deal 
of  the  money  is  lent  locally ; but,  on  the  other  hand,  a 
great  deal  of  the  nJoney  is  lent  elsewhere.-^-M'r.  Smith : 
ff  iriay  be  of  iafereSt  on  that  point  to  give’an  example: 
about  two  years  ago  we  derided  that  we  would  launch 
a local  campaign  by  advertising  in-  our  local  press  and 
that  brou^t  in  about  £650,000  from  about  1,000  diffe'ent 
people.  We  think  we  skimmed  the  I'Ooal  mon'Cy  ; we  tried 
again  d^een  months  later  and  the  result  -was  £150,000. 
It  is  interesting  from  my  point  of  'view,  as  besides  being 
the  City  Treasurer  I am  ako  the  local  Secretary  of  the 
Savings  Committee ; during  that  pMtiod  when  we  were 
advertising  I know  that  the  receipts  of  local  savings  tended 
to  fall ; in  other  words,  we  WCTe  skimming  it  off  for  the 
oorporation  and  it  was  coming  from  somewhere  else. — 
Alderman  Hill:  The  Trustee  Savings  Banks  suffa:  in  the 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


MINUTES  OF  EVIDENCE 


535 


14  Afoy,  1958]  Alderman  J.  W.  F.  Hill,  C.B.E.,  Alderman  E.  Swale,  D.F.C.,  J.P.,  [Continued 

Mr.  C.  H.  Pollard,  C.B.E.,  Mr.  F.  Smith,  M.B.E.,  and  Sir  Harold  Banwell 


same  way. — Mr.  Pollard-.  There  is  a great  deal  of  interest 
in  this,  if  I may  say  so.  I am  also  a Trustee  of  our  Savings 
Bank  and,  like  Mr.  Smillh,  I am  closely  associated  with  our 
Savings  Committee  as  its  Chairman.  ' From  the  local 
authority’s  angle  it  is  very  much  easier  administratively  to 
borrow  £100,000  through  the  Savings  Banks  than  to  borrow 
100  seiparate  loans  of  £1,000  each ; and  the  Savings  Bank 
keep  their  fadiities  for  withdrawal  and  so  on  available 
for  their  depositors.  I do  not  give  that  as  (he  sole  reason 
for  the  arrangements,  but  one  has  to  try  and  balance  these 
factors  in  borrowing  procedure. 

8235.  Do  you  regard  yourselves,  as  municipal  corpora- 
tions, as  oompeting  with  each  oher  for  the  resources  of 

the  general  public  on  fiiese  loans? ^We  are  competing 

with  each  cither. 

8236.  Because  you  advertise  oultside  your  own  area? 

Yes,  indeed ; you  will  find  adventisements  in  the  national 
daily  press,  the  weddy  press  and  the  Sunday  ^ess,  and 
you  will  find  too  that  local  aulhiorieies  from  quite  dhtant 
parts  of  he  oouutry  are  advertising  in  newspapers  in  other 
distant  parts  of  the  country. 

8237.  Professor  Ccdrncross : "What  is  the  period  of  these 

loans? depends  on  .the  time ; at  the  preseot  time  the 

general  period  'probably  varies  from  about  two  to  five 
years  for  &e  type  of  borrowing  that  we  are  discussing 
now. 

8238.  Is  there  csomplete  freedom  as  to  the  period? ^As 

far  as  the  authority  is  concerned,  yes  ; we  choose  our  own 
periods.  The  only  .thing  that  time  of  us  who  borrow  in 
this  way  cannot  do  now  that  we  used  to  do  before  the 
war  is  to  take  a loan  for,  say,  five  years  and  then  let  it  run 
at  six  mon±s’  notice. 

8239.  Chairman : Are  you  not  prMQised  a better  future 
wiA  regard  to  that?- — -The  Treasury  have  promised  us 
that  as  soon  as  the  current  perd'Od  of  restriction  is  eased 
they  are  in  favour  of  allowing  this. 

8240.  Professor  Sayers : You  mentioned  that,  when  your 

mortgages  were  being  pushed  locally  and  a large  amount 
was  obtained,  the  locd  national  savings  and  the  Trustee 
Savings  Bank  suffered.  Would  you  say  that  moat  of  the 
money  obtained  on  mortgage  was  money  that  would  other- 
wise have  been  going  into  Trustee  Savings  Banks,  build- 
ing socdfifties  and  various  national  savings? Mr.  Smith: 

Yes.  I itfhiinif  the  people  who  lenit  money  to  us  would 
norm'ally,  if  we  bad  not  been  advertising,  have  put  it  into 
a building  sooiefty,  national  savings  or  the  Trustee  Savings 
Banks.  I think  it  is  .the  same  money. 

8241.  They  are,  on  the  whole,  people  who  are  very  much 
alive  to  the  possibili-ties  of  investing  money  in  these  other 

ways? Yes,  indeed.  Perhaps  it  is  not  too  indiscreet  to 

say  that  in  my  case  a lot  of  the  money  that  comes  in  is 
farming  money.  I am  thinking  pairticulaxly  of  the  Fen 
district,  which,  is  an  extremely  profitable  fanning  area ; 
that  money  came  into  us  in  large  amounts,  but,  if  we  had 
not  been  advertising,  they  are  the  type  of  people  who  would 
certainly  have  put  their  money  into  gilt-edged  or  trustee 
securities  of  some  other  sort. 

8242.  Sir  Oliver  Franks : We  have  been  told  in  evidence 
before  ithis  Committee  that  the  general  public  pays  very 
Uttie  attention  to  interest  rates,  and  evidence  has  been 
offered  to  show  that  the  volume  of  short  term  personal 
savings  remains  much  toe  same  'through  toe  years ; but 
what  you  have  just  been  saying  rather  suggests  to  me  that 
quite  large  secitkms  of  the  public  are  in  fact  conscious  of 
interesft  rates  and,  given  that  they  are  saving  anyhow,  are 
quite  prepared  to  exercise  their  judgment  about  where  to 
put  their  savings,  putting  them  where  toe  interest  rates  are 
bi^.  Now,  is  (that  so?  Would  you  say  that  in  your  part 
of  toe  ooun'try  a lot  of  people  with  £100  or  £500  or  £1,000 
to  put  away  somewhere  to  earn  interesft  compare  what  they 
can  get  here  and  there,  or  woidd  you  say  that  on  tl« 

whole  toey  do  not? Mr.  Smith : I would  say  that  they 

do,  chiefly  for  this  reason:  that  most  of  'these  small 
investors  go  to  their  'bank  manager  for  advice  in  the  first 
place.  If  it  is  a question  of  £100,  £300  or  £400,  I think 
his  first  answer  would  be  to  put  it  into  national  savings, 
which  is  tiax  free ; if  toey  have  toeir  quota  of  savings,  or 
if  it  is  over  £1,000  toe  'bank  manager  would  obviously 
advise  them  to  go  where  toey  can  get  the  highest  rate  of 

30500 


interesft.  The  bank  manager  must  do  toat. — Mr.  Pollard : 

I think  there  is  something  to  be  said  f'or  toe  point  of  view 
thait  the  general  public  have  a sense  of  interesft  sates.  The 
Trustee  Savings  Bank  in  my  area  found  toat  toey  lost  quite 
a lot  of  their  deposits  when  the  .terms  on,  Savings  Ctetifi- 
oates  were  improved.  I think  that  is  a case  in  point.  It 
is  now  being  found  in  .the  savings  bank  world  toat  toey  are 
'having  to  compete  with  these  hi^er  rates  of  interest  in 
ordCT  not  only  to  gat  deposits  but  to  retain  what  toey  have. 
There  is  always,  clearly,  inertia  in  a certain  amount  of  the 
savings ; toat  is  proved  ^ the  mass  of  savings  certificates 
toat  stil  remain  of  earlier  issues  that  could  be  altered  by 
the  people  who  own  them  if  they  wanted  to,  and  by  toe 
amount  of  money  in,  savings  bahks,  where  savings  banks 
have  provided  two  or  three-tier  rates  of  interest  in  their 
Special  Investment  Departments  and  yeft  quite  substantial 
amounts  remain  at  toe  lowest  rates  of  interest.  There  is 
one  other  point  that  I would  like  to  make  here:  it  is  not 
always  rates  of  dntereat  that  induce  toe  local  person  to 
invesit  his  money  with  his  local  authority.  There  is  still 
an  element,  particularly  in  toe  north-west  where  I come 
from  originaHy,  of  local  patriotism,  or  even  of  knowing 
toat  “ toe  money  is  in  toe  Town  Hall."— ..fWerman  Hill:  I 
would  agree  with  toat.  Speaking  as  a solicitor,  I tHirk 
many  smal  business  peo^e  have,  say,  £500  lying 
idle  in  fthe  bank  and  seeing  an  appeal  from  the  Chairman  ca 
the  Finance  Committee  would  be  moved  partly  by  self- 
interest  and  partly  by  'I.ocal  feeling,  and  would  put  their 
money  into  this. 

8243.  Chairman : I rather  gather  from  what  you  say  that 
you  do  not  think  toat  there  is  any  means  of  tapping  toese 
additional  resources  here ; that  in  effect  there  is  a good 

deal  of  competitdon  and  what  can  be  got  is  being  got? 

Mr.  Pollard:  I would  thank  toat  is  so. — Mr.  Smith:  So 
would  I. 

8244.  Lord  Harcourt:  By  and  large  what  is  being  got  by 
one  .bonower  is  a diversion  from  other  forms  of  saving? 

Mr.  Pollard:  I do  not  tbink  there  is  much  of  toe 

“ money  in  toe  stocking  ” business.  I think  even  amongst 
toe  community  where  toat  used  to  apply  toey  have  got  out 
of  that  haibit,  with  toe  strong  publicity  of  National  &vings. 
— Sir  Harold  Banwell : Particularly  in  toe  north-west  there 
is  strong  feeling  about  this ; our  .own  people  think  that 
they  can  get  a certain  amount  of  money  into  the  T'OWn  Hall 
which  no  one  else  can  get 

8245.  Chairman : They  can  draw  money  which  nobody 

else  can  draw? Alderman  Swale : Yes,  particularly  from 

the  smaller  borrowers ; their  local  feeling  is  quite  intense. — 
Sir  Harold  Banwell : Tbat  is  where  we  come  back  to  toe 
six  months’  notice  'which  we  like  so  much.  They  like  to 
have  toe  feeling  toat  they  can  gat  it  cnit  quite  quickly.  In 
fact,  as  I 'undCTStaud  it,  they  very  rarely  do  want  it  quickly. 
That  also  'was  an.  asp^  of  our  loans  which  appealed  to 
those  peculiar  p»ople  who  seemed  only  to  come  to  the  Town 
Hail.--^r.  Pollard : There  is  a wide  expwrience  of  loans 
•that  have  been  put  in  at,  say,  three  years  and  then  left  at 
six  months’  notice,  which  have  remained  for  years  and 
years  and  have  not  been  touched  at  all,  unless  the  local 
authority  decides  that  toe  rate  of  interest  is  too  high. 

8246.  Professor  Sayers:  Is  toe  local  authority  free  to  fix 

its  own  nates  of  interest? ^Absolutely. 

8247.  No  Treasury  restriction.? N'One  whatsoever. 

8248.  Chairman : It  is  part  ctf  your  paper  that  you  ougirt 

to  be  given  freer  access  to  the  Public  Works  Loan  Board 
for  your  loans,  because  there  are  other  means  of  controlling 
your  expKnditure.  But  suppose  toat  some  swt  of  prin- 
dijjle  was  introduced  that  you  could  have  accommodation 
with  the  P.W.L.B.  in  proportion  to  the  amount  you  raised 
outside  by  to©  local  means ; would  that  be  a workable 
principle? ^Y es. 

8249.  Do  you  think  there  would  be  any  value  in  it? 
If  you  do  tap  some  resources  which  would  not  be  available 
otherwise  is  it  not  very  desiiable  toat  they  should  have 

theffiT  oppontundty  lending  maintained? thank  there 

would  be  a value  .in  it,  but  I think  it  varies  considerably  up 
and  down  toe  country.  The  smaller  authorities  who  are 
getting  85  to  90  cent,  of  toeir  requirements  would  not 
want  that  to  be  redriced  by  some  fixed  proportion  that  they 
could  obtain  from  the  PuWic  Works  Loan  Board.  I think 
I must  add  that  most  local  authorities  would  like  to  see 
the  Public  Works  Loan  Board  arranganien,ts  a good  deal 
more  fledble,  a good  deal  less  rigid. 

2M 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


536 


COMMITTEE  ON  THE  WORKING  OF  THE  MONETARY  SYSTEM 


14  May,  1958} 


LL,  C.B.E.,  Alderman  E.  Swale,  D.F.C.,  J.P., 

Mr.  F.  Smith,  M.B.E.,  and  Sir  Harold  Banwell 


[Continued 


8250  Sir  Oliver  Franks:  What  is  the  interpretation  of 

flexible  " in  that  context? One  has  a lot  of  praedure 

to  go  throng  before  ever  a loan  is  advanced,  Tnere  is 
still  a tendency  for  the  Public  Works  Loan  Board  to  r^uire 
to  tie  a loan  to  a loan  sanction.  No  modem  local  authonty 
of  any  size  does  that  now ; they  must  have  loan  sanction 
cover  for  the  loan  but  they  never  tie  a loan  to  a loan 
sanction. 


8251  Chairman : Do  you  mean,  that  they  want  to  tie  the 
money  you  borrow  to  the  adtual  expenditure  that  is  con- 
cerned and  not  let  you  have  a general  fund  of  money  yw 

can  advance  for  different  purposes? They  require  to 

see  a loan  sanction  against  which  they  arc  oslenaibly 
advancanig  the  loan.  Butt  when  a loan  gels  into  toe  hands 
of  a local  auiihoritty  that  keeps  a consolidated  loans  fund, 
for  example,  it  loses  its  idenitity  immediateay. 

8252.  Is  the  oonsolddaied  loans  fund  spreading  very 

njimjh? ^Yes,  and  the  Government  in  the  current  Local 

Government  'Bill  are  providing  that  any  local  authority 
over  a certain  size  can,  if  it  wishes,  operate  a oomsoliidated 
loans  fund,  and  any  bdUw  that  size  may  do  so  with 
tibe  approy^  of  the  iMinistor  of  Housing  and  Local 
Government. 

8253  So  they  are  favouring  it  and  supporting  it? 

Yes,  indeed.  Up  to  now  it  has  always  been  a case  of 
having  to  obtain  the  power  in  a local  Aot. 


8254.  Professor  Cairncross : When  you  consider  ^borrow- 
ing, is  the  rate  of  initerest  'Ihat  is  in  your  mind  in  raising 
the  money  the  average  that  wiiili  be  charged  from  ine 
consolddated  fund  to  the  particular  service  that  is  beiixg 

gjianced? ^Thece  is  no  doubt  that  in  operating  the 

oomsoiidated  loans  fund  we  work  on  an  average  rate  of 
interest,  so  that  when  we  axe  dealing  with  repayments 
that  cover  a long  term,  say  30  years,  we  use  the  average 
rate  of  initerest ; but  I think  it  should  always  be  in  the 
minds  of  the  members  of  a finance  oommd'litee  of  a local 
authority  that,  when  actually  borrowing  the  money,  they 
are  wot  necessarily  paying  the  average  rate  of  imteresl ; 
they  may  he  paying  2 per  cent,  more  ilhan  the  average. 

8255.  The  particular  dopantmenits  of  u local  authority 
when  submititing  sotomes  for  approval  by  the  authority 

know  tot  [they  wia  be  debited  by  Itlte  average  rate? 

Yes. 


other  service,  so  that  whether  it  shows  a profit  or  loss  will 
be  governed  by  the  oonsoHdated  and  not  the  currant 
rate? ^That  is  so. 

8260.  In  that  case  the  outmit  project,  whatever  it  is, 
once  launched,  is  not  debited  for  the  full  cost  to  the 
autihonity  but  only  wllh  the  average  of  past  borrowings? 

Yes,  and  the  other  services  have  a counterbalance,  in 

■the  inoreased  average  rate  which  they  are  charged. 

8261.  You  do  not  regard  it  as  a subsidy? ^No, 

because  the  local  authority  is  one  person. 

8262.  You  offer  ithe  oonsumer  many  services,  and  it  does 
matter  Do  the  ’consumer  which  group  of  services  he  is 
olfeV'ed  and  on  what  terms.  If  he  is  boiing  offered  houring 
at  a renit,  for  instance,  which  is  I'Ower  than  would  be  in 
keeping  with  ■the  loan  charges  currently  -incurred,  then 

'housing  Is  being  subsidised? Alderman  Hill:  It  is  an 

internal  subsidy. 

8263.  Chairman:  With  a consolidated  loan  fund,  over 
the  period  of  years  the  average  rate  which  the  oorporation 
is  going  to  pay  for  Us  boCirowing  'is  evened  out  initernally. 
— Professor  Sayers : But  that  is  a different  average. 
Apart  from  the  subsidy  point  I am  trying  to  think  how 
imipOTtant  this  choice  of  interest  rates  is,  Whichever  rate 
is  discussed  when  the  .project  is  being  discu.ssed,  does  it 
affect  the  decision  whether  to  build  the  school,  or  bridge, 

or  the  block  of  houses,  or  whatever  it  is? Alderman 

Hill:  'It  does  not  necessarily  affect  the  expenditure.  If 
the  expenditure  is  dictated  by  actual  need,  for  instance  by 
public  policy  for  education  or  housing,  it  does  not  affect 
It  at  all. — Mr.  Pollard : Alderman  Hill  is  right  in  the  broad 
general  point,  but  there  must  be  cases,  for  example  in  the 
case  of  'beginning  a new  water  scheme,  where  an  autho- 
rity might  decide  to  defer  the  beginning  of  a scheme  if 
interest  rates  arc  high  in  the  hope  that  the  interest  rates 
will  become  more  favourable  and  not  involve  the  local 
authority  in  long  lorm  high  interest  rates  which  might 
only  mean  a trantsfer  of  the  charge  on  to  the  water  con- 
.sumers.  That  might  happen;  indeed,  I know  it  has 
happened.  However,  there  are  certain  schemes,  like  new 
drainage  schemes,  or  an  expansion  of  the  sewerage  scheme, 
that  just  cannot  wadt. 


8256.  Tiheu  in  ithedr  thin'kin-g  on  the  snibject  they  are 
bound  to  be  influenced  by  the  average  ra-ther  than  the 

caUToilt  rate? ^That  may  be,  but  then  it  has  to  come  to 

the  finance  oommiittee,  and  -flhey  have  the  whole  of  the 
facts  btforo  'them  in  making  recommendations  to  the 
council  as  iio'whothex  or  not  the  scheme  shall  be  approved, 

8257.  Chairman:  The  spending  departments  -work  on 

the  average  rathar  than  the  cuT.rent  rate? It  is  so  ; but, 

of  oouTse,  if  money  is  to  be  borrowed  at  6 or  7 per  cent., 
even  ithough  the  average  rate  may  bo  4 or  5 per  coat.,  it 
is  dear  that  that  6 or  7 per  cent,  has  to  be  paid,  and  paid 
by  somebody. 

8258.  And  those  responsible  for  borrowing  have  the 
cfumrent  rate  of  initerest  and.  the  average  rate  of  interest  in 

their  mdnids? Mr.  Pollard:  Yes. — Sir  Harold  Banwell: 

I have  just  asked  Alderman  Swale  and  Mr.  Pollard  which 
figure  toy  their  ooonoil,  the  rate  ■at  which  they  are 
borro-wing  or  'the  average  rate;  and  I have  had  a differenl 
answer  from  different  sides!  Mr.  Pollard  says  that  in  the 
case  of  his  council  be  tells  them  the  consolidated  rate, 
while  Alderman  Swale  tells  me  that  in  his  non-county 
borough  they  work  on  the  actual  rate  at  which  they  will 
borrow,  and  the  consolidated  rate  is  not  disclosed  to  the 
committee  at  that  stage.. — Alderman  Swale : I do  not  think 
any  raember  outside  the  chairman  of  the  finance  commit- 
tee knows  to  average  rate! — Mr.  Pollard : In  my  finance 
comumDtee,  it  is  on  to  'basis  of  ithe  consolidated  rate. 
M I indicated  a few  momemits  agio  it  is  that  rate  that 
really  applies  over  the  period  of  the  loan.  The  immediate 
rate  <A  6 per  cent,  or  whatever  it  may  be  will  be  (we  hope, 
perhaps  -wrougly)  a relatively  short  term  affair,  ithough  it 
affedts  'the  average  rate  and  so  we  have  to  keep  that 
average  rate.  But  the  whole  ctf  my  finance  committee, 
and  not  cwily  to  chairman,  know  the  rates  of  interest 
tot  are  being  paid  on  Loans  reported  at  any  meeting. 

8259.  professor  Cairncross:  But  the  accounting  that  is 
done  subsequently  for  each  department  must  be  on  the 
basis  of  the  consolidated  rate,  whether  for  housing  or  any 


8264.  So  the  view  of  what  is  absolutely  necessary  and 
nrust  'be  started  this  year  is  perhaps  not  at  all  elastic  for 

some  things  but  is  a little  elastic  for  other  things? Yes, 

I think  that  is  fair. 

8265.  Has  this  tendency  to  defer  schemes  because  of 
the  high  interest  rates  been  at  all  noticeable  since 

Saplember? Mr.  Pollard:  I do  not  know  of  a Irt  of 

instances.  One  reads  of  civic  offices,  or  new  public  baths, 
having  been  deferred  until  limes  are  more  opportune ; 
that  refers,  by  implication  at  least,  to  the  current  high 
interest  rates. — Alderman  Hill:  Where  you  have  a bridge 
scheme,  as  in  my  city,  that  has  to  go  through,  the  con- 
sequential street  improvements  and  so  on  can  quite  well 
wait  for  a time. 

8266.  Professor  Cairncross:  Do  you  think  the  high 
interest  rates  have  had  any  effect  on  housing  program'ines 

drawn  up  by  corporations? Alderman  Swale:  I do 

not  know  if  it  is  general  all  over  the  country,  but  I 
would  say  yes.  We  found  on  an  examinafion  of  our 
reservoirs  that  one  of  to  banks  needed  attention, 

had  to  go  for  a loan  sanction  last  October  for  a £100,000 
job.  That  has  just  got  to  be  done,  whether  the  interest 
rate  is  5,  10  or  20  per  cent.  We  have  to  do  that,  and 
we  could  not  do  it  out  of  revenue.  So  far  as  housing  is 
concerned,  we  cut  it  down  to  slum  clearance  only  until 
the  interest  rate  eased;  it  has  eased,  and  now  we  have 
started  again.  1 thought  at  the  time  that  it  would  probably 
last  six  months  or  so,  but  actually  it  has  come  down  a 
little  sooner  then  even  I expected ; and  we  have  started  a 
smaller  programme  of  housing  other  than  slum  clearance. 
That  is  how  we  have  tackled  it,  and  I think  ftat  is  a 
reasonable  approach  whidh  has  been  adopted  by  other 
authorities. 

8267.  Professor  Sayers:  What  about  education?-^ 
Alderman  Swale:  That  has  to  go  on.—Afr. 
development  programme  is  more  or  less  arranged  with  tne 
Minis^  of  Education. 
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8268.  And  the  elaboration  of  schools  (if  that  is  the 

proper  word)  is  not  affected  by  the  rate  of  interest? 

Alderman  Hill:  By  and  large  I should  think  not. — Mr. 
Pollard : Not  by  the  rate  of  interest,  although  there  have 
been  alteirations  in  the  plans  of  sdhools  by  the  Ministry  of 
Education. 

8269.  Sir  Oliver  Franks : That  is  administrative  action? 
Yes,  from  the  centre. 

8270.  Professor  Cairncross:  And  goes  ba<dc  a long  way 

to  the  late  1940s? ^Yes. 

8271.  Sir  Oliver  Franks:  The  spending  policy  of  the 
Government  as  expressed  in  the  education  programme  so 
far  as  your  authorities  are  concerned  just  goes  ahead? 
Indeed  it  does. 

8272.  The  interest  rate  is  not  relevant  to  it ; you  just 

pay? Yes. 

8273.  Lord  Harcourt:  Am  I right  in  thinking  that  in 
educational  improvements  the  local  authorities  receive  the 

bulk  ^ their  finance  by  way  of  grant? ^No.  We 

provide  the  whole  of  the  capital,  and  the  grant  is  paid  on 
the  basis  of  loan  charges. 

8274.  The  central  Government  services  die  loan? 

Yes ; the  Government  pays  a grant  towards  the  service 
enlarges,  of  60  per  cent,  in  .the  case  of  aduication  and  50  per 
cent,  in  the  case  of  health. 

•8275.  Chairman:  This  is  including  whatever  is  needed 

for  the  sinking  fund? ^Yes.  it  covers  interest  and  capital 

repayment  charges. 

8276.  Sir  Reginald  Verdon  Smith:  AMeTman  Swale 
told  us  about  his  own  housing  programme ; was  the 
decision  on  the  housing  programme  related  solely  and 
exclusively  to  the  question  of  interest  charges,  or  to  any 
general  considerations  of  Government  policy  aliout  capital 

expenditure,  or  more  broadly? Alderman  Swale: 

Purely  to  interest  charges,  because  it  would  have  led  to 
sudh  a iproiblem  as  regard  rents ; if  it  were  to  have  gone  on 
for  any  length  of  time  we  just  could  not  have  faced  the 
interest  rates. 

8277.  Sir  Oliver  Franks : You  have  said  that  these  deci- 
sions about  the  housing  programme  were  taken  last 
September  in  the  belief  that  the  period  of  really  high 
rates  would  be  for  six  months  or  a year  ; in  fact  it  turned 
out  to  be  a little  less.  Am  I right  in  inferring  from  that 
that  the  rate  begins  to  bite  at  7 per  cent,  but  short  of 

that  you  feel  that  you  need  not  worry? Not  quite,  no. 

That  has  some  bearing  on  it ; but  I related  that  to  the 
question  of  rents  and  looking  at  the  capacity  to  pay  of  the 
people  for  whom  we  provided  the  houses.  Some  of  us 
were  getting  worried  about  that,  and  felt  that  if  there  was 
a depression,  it  might  be  really  difficult. 

8278.  Are  you  not  putting  in  proper  language  and  in  its 

proper  context  what  I put  rather  crudely,  namely,  that  the 
7 per  cent,  rate  in  that  context  did  bite,  whereas  up  to 
that  point  you  had  not  felt  in  the  same  way  that  the 
interest  rate  did  bite? That  is  right. 

8279.  Woitid  that  be  general? Mr.  Pollard:  What 

has  happened  in  Chesterfield  has  not  necessarily  happened 
elsewhere.  My  own  authority  has  not,  as  far  as  I can  see, 
put  any  brake  on  housing  at  all.  They  have  taken  the  vi«w 
that  housing  in  our  area  must  go  on. — Alderman  Hill : 1 
think  that  would  be  the  more  general  experience ; we  took 
^at  view  also. — Mr.  Pollard:  I know  there  may  be  an 
influence  on  rents ; the  difference  may  be  that  some  autho- 
rities may  allo-w  rents  to  be  influenced  by  the  increased 
rates  of  interest,  and  others  would  say  that  rents  must 
not  be  influenced  by  that  and  the  charge  must  fall  on  the 
rates. — Sir  Harold  Banwell:  It  is  a difficult  question; 
motives  may  have  been  mixed.  In  some  cases  it  stof^wd 
because  the  general  subsidy  for  houses  had  ceased ; there 
were  other  cases,  clearly,  that  we  know  of,  where  it  was 
done  on  interest  grounds,  but  I would  agree  with  Mr. 
Pollard  that  the  number  of  them  would  not  be  very  great. 

8280.  Professor  Sayers:  May  I ask  Alderman  Swale 
another  question?  You  said  that  when  you  took  this 
dTCision.  you  did  it  in  the  belief  that  the  high  interest  rates 
might  last  six  months  or  a year.  Suppose  that  you  had 
taken  the  view  that  these  high  interest  rates  had  come  to 
stay  for  a long  time,  five  years  or  perhaps  longer ; would 

your  decdsioo  have  ibeen  the  same? Alderman  Swale : I 

do  not  thinlf  it  would. 

3CS00 


8281.  iWould  you  then  have  gone  ahead  with  your 
housing  programme?— — I think  we  should  have  had  to, 
yes.  1 am  afraid  it  was  a purely  personal  policy  tiiat  1 
managed  to  put  across  with  my  collea^es.  It  was  my 
ow‘n  sumimiag-up  of  the  situation  at  that  time. 

8282.  To  you  the  important  point  was  that  loans  were 

temporarily  extraordinariliy  dear? Yes. 

8283.  Chairman:  You  mention  in  paragraph  9 a market 

in  short  term  loans ; where  do  you  go? Mr.  Pollard: 

We  go  to  a variety  of  sources.  To  give  examples  from 
my  own  particular  experience,  I have  quite  a large  amount 
from  local  companies.  A ooirtpany  with  some  project  in 
view  may  have  money  available  for  that  project,  but  may 
want  to  make  the  best  use  of  it  they  can  in  tiie  meantime. 
They  can  get  more  money  by  lending  it  to  the  local 
au'thoritiy  on  short  term  in  this  way  than  they  would  if 
they  either  put  it  on  deposit  with  their  bankers  or  put  it 
into  Treasury  Bills  ; so  they  bring  it  to  the  local  autiiority. 
There  is  a certain  'amount  of  money  in  areas  of  that  kind. 
Other  money  comes  from  quite  different  sources ; through 
brokers  in  the  City  of  London,  for  instance. 

8284.  You  go  l!0  the  City  for  part  of  your  money  then? 
Yes. 

8285.  Would  that  be  true  of  the  smaller  coiporations? 

Mr.  Smith : Yes.  Most  of  the  sirialler  corporations 

go  direct  to  brokers  in  the  City  for  their  requirements  over 
and  above  the  proportion  they  can  get  from  the  Public 
Works  Loan  Board. 

8286.  Professor  Sayers:  When  you  say  brokers  in  the 

City,  just  what  kind  of  firm  are  you  thinking  of? Mr. 

Smith : They  call  themselves  mortgage  brokers. — Mr. 
Pollard : For  example  two  'firins  do  a great  deal  of  this : 
the  Short  -Loan  and  Mortgage  Company,  and  Long,  Till 
and  Colvin  ; there  are  others  W'ho  do  not  do  quite  so 
■much  perhaps  but,  nevertheless,  do  quite  a large  amount, 

8287.  Chairman:  They  are  specialists  in  thisfidd? 

Yes,  they  specialise  in  this  kind  of  business.  They  know 
we  have  to  try  and  get  these  short  loans,  and  their  clients 
are  apparently  people  who  do  not  want  to  tie  up  their 
money  for  any  length  of  time  'but  are  willing  to  lend  it 
on  terms  of  seven  days’  notice  or  one  month’s  notice. 

8288.  Professor  Cairncross:  And  this  is  again  for 

periods  up  to  sixty  days? It  may  last  much  longer  than 

that.  There  is  a market  in  short  terra  loans  for  three 
months  and  then  at  one  month’s  or  seven  days’  notice. 
It  may  go  up  to  eleven  months  or  twelve  months,  as  the 
case  may  be,  but  if  it  runs  over  we  should  come  into 
the  stamp  duty  range. 

8289.  Chairman:  So  if  one  goes  out  the  brokers  will 

bring  others  in? Mr.  Pollard:  Yes. — Mr.  Smith:  We 

have  had  a lot  of  seven  day  money,  and  we  have  had 
it  for  several  months. 

8290.  Professor  Cairncross:  Would  you  raise  that  on 

the  market? Mr.  Pollard:  Yes;  they  do  quite  a lot 

of  this  seven-day-money  business  now. 

8291.  Sir  Reginald  Verdon  Smith:  Are  you  making  a 
distinction  between  lending  on  mortgage  and  these  loans 
so  far  as  the  form  of  security  or  the  type  of  lending  is 

concerned? It  is  quite  different  in  the  form  of  security. 

Where  we  borrow  on  mortgage  we  issue  a mortgage  deed 
containing  the  full  clauses  of  charges  on  the  rates,  and 
so  on,  but  when  we  get  one  of  these  short  term  loans  we 
simply  do  it  on  receipt. 

8292.  Without  security? ^Without  the  security  of  a 

mortgage  deed. 

8293.  Chairman : One  of  your  recommendations  is  that 
you  should  have  power  to  issue  local  bills.  Wiat  does 

that  mean? ^Power  for  a local  authority  to  issue  bEIs 

charged  on  its  own  revenue. 

8294.  And  it  would  expect  them  to  be  taken  up  any- 
where?  Yes,  indeed;  they  are  usually  done  through 

the  City. 

8295.  Professor  Cairncross:  You  do  not  issue  bills? 

Some  local  authorities  have  power  to  issue  bills,  but 

there  is  an  embargo  at  the  present  time. 

8296.  Has  it  always  required  an  Act  of  Parliament? 

^Yes.  My  authority  has  power  to  issue  bills  only 

to  order  and  now  they  are  not  acceptable  in  the  market ; 
we  have  not  done  it  for  a long  time. 
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8297.  Professor  Sayers'.  Whose  embargo  is  it?- 

Treasury’s.  . . , 

8298.  Professor  Cairncross:  Woilld  local  authoii-ties 

like  to  be  free? ^Yes. 

8299.  lord  Harcourt:  How  long  has  this  embargo 

been  in  operation? Since  the  beginning  of  the  war, 

and  it  has  never  been  restored  to  us. 

8300.  Professor  Sayers:  Have  you  asked  for  it  to  be 

restored? ^Yes.  ^ 

8301  Persistently? We  have  persisted  m all  things 

that  have  gradually  led  tis  to  the  position  we  are  m now 
since  the  war.  I cannot  remember  the  last  time  this 
was  actually  discussed ; I think  it  was  within  the  last 
eighteen  months. 

8302.  Sir  Oliver  Franks : Do  the  Treasury  go  into  the 
matter  of  policy  when  discussing  it,  and  explain  not 
what  their  attitude  is  only  but  what  are  the  reasons  which 
lead  them  to  their  attitude?  In  other  words,  do  they  trwL 

U as  rational  beings? ^Yes  they  are  vep-  good.  We 

have  a standing  committee  with  Treasury 


nuiLional  debt  where  possible,  the  effect  of  what  they  were 
doing  in  regard  to  the  smaller  local  auithorities  in  depriving 
lliem  of  access  to  .the  P.W.L.B.  and  therefore  making  them 
borrow  shonl,  was  making  them  go  liquid  when-  the  general 

aLin  of  policy  was  to  make  people  go  long? Mr. 

Pollard'.  Only  in  the  course  of  our  discussions  with  the 
Treasury  olBceTS.  At  our  regular  meetings  of  the  standing 
commiiUtcc  we  have  pointed  out  the  difficulties  that  have 
been  caused-  to  local  authorities,  and  especially  the  smaller 
ones,  in,  any  withdinawal  of  P.W.L.B.  faoililies ; and  we 
tevc  discussed  this  question  of  short  loans  and  its  effect 
upon  gencrarl  borrowing  policy. 

8311.  Bull  have  you  ar^ed  that  it  was,  so  to  speak, 

weakening  the  general  policy  of  the  Government? 1 do 

not  remember  that  that  point  has  actually  been  put  in 
that  way. 

8312.  Chairman:  We  should  like  to  ask_  you  about 

your  position  on  the  capital  market.  '1‘he  denial  of  access 
iK)  P<W.L.B.,  a-t  any  rate  for  the  larger  corporations, 
iinvolvcs  the  view  that  you  should  be  able  to  meat  your 
borrowing  needs  on  the  capital  market  by  issues  of  stock. 
That  does  not  work,  I gather,  under  present  conditions ; 

you  cannot  get  to  the  market? It  is  very  difficult.  I 

must  not  fwiy  loo  much  about  it,  a.s  1 have  just  been  there, 
but  that  was  only  because  my  local  authority  was  on  the 
list  that  is  kept  of  local  authorities  wishing  to  com©  to 
the  market,  and  our  turn  came. 


hito  the'dS  things  and'  tell  ua  why  we 

cannot  do  them,  even  though  we  do  not  necessarily  accept 
the  reasons. 

8303.  Chairman:  What  are  the  reasons? ^They  have 

not  riven  US  a reason  why  we  should  not  issue  bills , 
they  have  merely  said  that  Treasury  policy  is  not  to 
allow  us  to  do  it  at  -the  present  time. 

8304.  Professor  Sayers:  They  do  not  ever  say  why  it 

is  not  Treasury  policy? Mr.  fallard:  1 cannot  recall 

that  iiey  have  ever  given  us  a reason  tor  it>  other  than 
the  need  to  control  the  general_bc>rrwing  of  local  autho^ 
ties. — Sir  Harold  Banwell : It  is  difficult  to  oury_  all  these 
things  in  one’s  mind.  -We  have  been  to  the  Mmistxy,  ^d 
w©  saw  the  present  Minister  of  Housing  and  Local 
Government  when  he  was  Financial  Secretary  to  the 
Treasury.  They  made  a statement  to  us,  m which  they 
went  to  some  lengths  to  explairi  why  they  coiMd  no t allw 
us  to  do  certain  things  w©  had  asked  for.  1 sjto^d  not 
like  to  call  on  my  memory  to  give  you  that  inlormution, 
in  case  it  would  be  unfair,  but  1 can  see  no  reason  why 
we  should  not  provide  that  document. — Chairman,  v/c 
should  like  to  see  it,  if  you  will  let  us  have  a copy. 

8305.  Professor  Cairncross:  Has  there  been,  an  increased 

resort  to  the  short  'term  market,  particularly  to  toe  mort- 
gage brokers,  in  recent  years  I Mr.  Smith . Yes,  with- 
out question,  particularly  among  the  smaller  authorities.  ..  r.  v '-’  - . 

amfi  Have  vou  anv  estimate  of  the  figures  of  short-  consents  until  the  Bank  of  Tmgland  say:  Yo^  turn  hu 

8306.  Have  y<m  any  u » come."  We  have  to  make  it  dear  in  our  prospectus  and  to 

term  finance  ot  this  kana;  r?io.  !n-r  '‘he  Miimslry  and  to  the  Treasury  that  wc  have  sufficaeni 

8307.  Pireeumably  it  wooiid  conie  under  the  hwcung  w sanction.?  to  cover  the  amount  for  which  we  are 

“Outer  Loans”  in  Table  A ; would  y-ou  ^ asking  on  the  market.  The  Bank  of  England,  in  my  case 

the  bulk  of  “Other  Loans' '/ Mr,  Pollard:  1 ihii  K i ^-md  I naliher  assume  in  most  cases),  will  get  in  touch  with 

would  form  the  bulk,  of  these  figures.  'borrower  who  wishes  to  go  on  the  market  and  say : 

8308  If  y-ou  take  the  longer-'teran  mortgages  that  you  ••  we  think  your  turn  may  be  getting  very  near  ” (that  is  as 

referred  to  eanlder,  have  you  any  view  about  the  properii^  far  as  wc  usually  got  in  the  first  stage)  “and  you  had 

in  which  the  raorlgiages  are  provided  by  members  of  the  baiter  get  the  necessary  approvals."  The  approvals  are 
tnibldc  and  by  inatutuitions— is  the  public  the  chief  su.p-  quit©  ea.sy  to  got,  provided  -that  all  the  preliminanes  have 
^er  or  is  it  the  instituitions? have  noit  the  informa-  been  compflied  with,  whicli  they  usually  have;  in  my^par- 


8313.  What  do  you  do  to  got  on  the  Ui^?  How  does 

thiis  work? So  far  as  wc  arc  concerned,  we  act  always 

Ihrou'gh  ^e  Bank  of  England  and  the  Government  broker ; 
we  just  ask  that  our  name  be  placed  on  the  list,  through 
the  Bank  of  England  in  our  particular  case.  I take  it 
that  any  other  authority  wiill  do  it  either  in  that  way  or 
else  pcihaps  tihtougl'  own  bankers  and  through 
brokers  in  Lond'On,  who  wiill  then  got  the  name  put  on  the 
lisit. 

8314.  To  get  youT  name  qiialiiflcd  for  the  Mst  you  have 

not  to  go  lo  the  C?apil{il  Issues  CorrumiiWce? No.  Before 

wc  can  issue  srtoclc  we  must  have  loan  sanctions,  and  before 
we  Kin  effect  the  actual  issue  we  must  have  both  Treosury 
consent  and  the  consent  of  the  Miini.sier  of  Housing  and 
i.ocdl  Government,  unless  we  have  a private  Act,  which 
replaces  the  Mindster. 

8315.  Having  got  those  in  your  hand,  you  can  Chm  go 

to  the  Bank  of  England  and  say : “ Put  me  on  the  list  ’’ ; 
is  that  how  it  works? No ; we  do  n<rt  u-sually  got  these 


tiou’ before  me.  W«  oouild  g«t  some  idea  of  thflit  if  the 
Committee  would  like  to  have  it.  . 

8309.  You  are  incumlnig  debt  and  are  likely  to  go  im 
doing  90 ; at  the  moment  you  are  left  to  depend  ^ your 
own  resources  to  borrow  locally  what  you  can.  You  tell 
us  that  you  do  not  think  there  is  much  more  that  the 
ffeneral  public  can  contribute  in  the  form  of  moptgages ; 


■tdcular  case  it  was  merely  a letter  by  return  of  post  from 
both  tlie  Treasury  and  the  Ministry.  Then  the  Bank  of 
England  see  representatives  of  the  authority,  and  the 
process  is  gone  through  of  deciding  upon  the  terms  and 
dates,  always  subject  lo  the  market  being  right  at  the  pro- 
posed date  of  the  issue, 

8316.  You  say  that  terms  arc  decided.  Who  fixes  the 


you  are  tterefore  relying  imipliciliy  either  on-  short-term  actual  rate  of  interest  and  the  terms  of  issue  that  you 

finance  or  on  the  insti'luliional  supply  of  long-term  finance,  want? My  experience  over  a long  time  is  that  the  Bank 

It  would  nuke  some  difference  to  our  attitude  to  hear  the  of  England  indicate  to  us  the  kind  of  terms_  that  they 

rdative  importance  to  you  of  the  private  person  and  the  think  will  be  acceprtable  to  the  market,  and  it  is  then  for 

instiitotions. Mr.  Pollard : We  can  get  this  jntorma-tion  us  to  decide  whether  those  terms  are  acceptable  or  not  or 

quite  readily.— ^Werman  Hill:  We  could  got  cither  a whether  to  ask  the  Bank  if  they  can  alter  them  slightly, 
sample  for  you  or  full  particulars. — Professor  Cairncross : When  rates  of  interest  are  high,  one  tends  to  waitf  to  con- 


AU  we  need  is  a rough  indication,  not  precise  particulars. — 
Chairman:  Pemhaps  you  wouJid  send  us  something  in  due 
course,  t 

8310,  iSiV  Oliver  Franks:  Have  you  ever  taken  it  up 
with  the  Treasury  that,  when  general  Government  policy 
seemed  to  be  to  compress  credit  and  to  fund  the 

* The  witness  later  informed  the  Committee  that  the  docu- 
ment in  question  did  not  deal  with  the  matter  of  issues  of 
bi^  by  local  authorities. 

t See  A«>endbt  to  Minutes  of  Evidence. 


■traeft  the  period  of  the  stock  ; when  they  are  lower  we 
might  like  lo  take  it  a 1x4  'longer,  and  so  on ; but,  apart 
from  the  period  and  the  final  decision  of  the  price  of  issue, 
the  rale  of  interest,  I find  in  my  experience,  is  mostly  a 
foregone  oonolusion.  We  take  it,  and  the  rest  of  the  terms 
flow  from  that. 

8317.  Mr.  Jones:  How  often,  when  stock  is  being  raised 
in  the  local  ^vernment  market,  do  you  have  an  jssue  or 
stock  of  more  Ihan  one  local  authority?  For  instance, 
when  the  Kingston  upon  Hull  issue  was  raised,  there  was 
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one  coincidentally  on  the  same  terms  for  Swansea.  Is  that 

the  usual  pKK^ure? 'No ; I think  that  was  the  first 

since  1921.  The  question  of  stock  issues  has  been  dealt  with 
hitherto  on  the  basis  of  one  auithoruty  only  going  into  the 
market  for  an  issue,  but  on  this  occawon  the  Bank  of 
England  thou^^t  that  these  two  aurthorities  might  very  well 
go  to  the  market  together.  I do  noit  know  what  really 
decided  that. 

8318.  Chairman-.  The  Bank  was  the  oiiarriage  broker, 

so  to  speak? ^Yes,  entiirely. 

8319.  Professor  Sayers:  You  said  fliat  the  Bank  of 
En^and  teSIs  you  eventually  (that  your  turn  is  about  to 
oome.  Do  you  beflieve  that  it  is  just  a matter  of  turn, 
that  you  are  on  a hat  and  when  all  the  people  above 

you  on  the  list  have  been  crossed  off  it  is  you  next? ^We 

accept  the  bona  fides  of  the  Bank  of  England  in  this  matter. 

I have  no  doubts  that  they  deal  with  diis  quite  fairly. 

8320.  Yes,  but  is  it  piureJy  a matter  of  the  time  of 

getting  on  the  list? ^It  is.  Of  course,  when  the  time 

comes  for  some  authorities,  they  may  not  want  to  go 
on  those  terms,  and  so  thefy  withdraw  ; but  then  the  next 
one  comes  up  in  turn. 

8321.  How  long  'bad  you  been  on  the  list  before  you  had 

your  recent  issue? ^^te  a long  time ; several  years, 

Hul  ^ould  have  gone  into  the  market  eighteen  months 
before  we  did  go,  on  a private  placing ; we  were  more 
or  less  all  fixed  for  a pnvate  placing  of  £lm.  when  the 
Stock  "Exchi^ge  said ; “ No  more.” 

8322.  Mr.  Jones:  You  oould  not  go  on  to  the  market 

for  less  than  £3m.? ^We  could  have  done  so  on  a 

private  placing.  Up  to  that  .time,  when  we  were  just  about 
to  go  and  were  then  told  that  they  had  stopped  altogether, 
there  had  been  many  authorities  with  the  right  to  go  on  to 
the  market  for  £lm.  placed  privately ; not  publicly  adver- 
tised, and  fiiat  sort  of  thing.  That  is  what  we  were  doing  ; 
it  was  a stock  issue  for  £lm.  Now,  as  you  say,  the  £3m. 
minimum  has  been  put  on. 

8323.  Who  would  find  the  money  in  a private  placing: 
the  insurance  companies  and  superannuation  funds  and 

the  rest? 1 do  not  know  where  the  brokers  went  to. 

I can  only  assume  they  went  to  places  like  insurance 
companies. 

8324.  Professor  Sayers : Was  there  a queue  for  private 

pladngs  as  well  as  other  issues? ^There  used  to  be,  until 

these  were  ruled  out. 

8325.  Sir  Oliver  Franks:  Who  used  to  manage  th'at 

queue? So  far  as  I know,  the  Bank  of  En^and  and 

the  market. 

8326.  Professor  Sayers:  Did  you  put  your  name  down  on 

the  list  for  that? ^We  put  our  names  down  on  the  list 

for  a stock  issue,  and  we  were  then  told,  in  about  October, 
1956,  that  if  we  were  interested  there  was  the  possibility 
of  a private  placing.  We  were  interested,  but  nobody 
else  was  when  it  came  to  the  point ; so  we  had  to  wait 
for  our  turn  to  oome  for  a public  issue. 

8327.  You  were  told  by  the  Bank  of  England? ^Yes, 

8328.  Chairman:  Was  it  envisaged  that  the  takers  of 
private  plaoiags  would  later  put  the  stock  on  the  market? 
^Yes ; a Stock  Exchange  quotation  was  taken. 

8329.  It  was  merdly  a way  of  geitting  it  out? ^Yes. 

8330.  Sir  Oliver  Franks:  In  youir  description-  of  the 
process  of  raisang  money  in  this  way,  you  spoke  at  first  of 
the  Bank  of  England  and  the  Govemmenit  broker,  but  I 
think  the  description  which  you  gave  was  that  it  was  aU 
Bank  of  England.  Where  does  the  Govemment  broker 
oome  into  it  in  your  experience?  Is  he  in  the  room  when 
you  discuss  issue  with  the  Bank?  What  does  he  do, 
not  as  a matter  of  policy  but  amply  as  a maitter  of 

historical  fact? 1 should  make  it  clear  that  I am  talking 

only  of  my  own  experience.  Hull  have  always  been  with 
the  Bank  of  England,  because  they  used  to  be  our  bankers 
in  the  old  days  when  they  had  an  agency  in  Hull,  but  they 
no  longer  have  one.  On  previous  occasions  we  have,  on 
more  than  one  occasion,  had  the  presence  of  the  broker 
employed  by  the  Bank ; I suppose  Mr.  Mullens  or  some- 
body has  brcn  there,  and  if  there  has  been  any  question  to 
answer  he  has  joined  in  the  ddscussdon,_  but  usually  not 
i^ess  invit^  to  do  so  by  the  representatives  of  the  Bonk. 
The  Deputy  Governor,  and  on  one  or  two  occasions  the 
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Governor  himsdif,  has  chaired  the  meeting,  which  oom- 
prised  representatives  of  my  authority,  representatives  of 
the  Bank  and  the  broker.  But  I cannot  recall  that  there 
was  any  representative  of  the  broker  present  on  this  last 
occasicm. 

8331.  What  would  the  differences  be  in  the  case  of  a 
oonvparabie  local  authority  which  did  not  happen  to  have 

this  historical  link  with  the  Bank  of  England? Mr. 

Pollard : I do  not  think  I can  answer  that.  Swansea  came 
wiifth  UB  to  the  Bank  ; I do  niot  know  whether  or  not  they 
have  historical  connections  wiitti  the  Bank  of  England. 

I have  assumed,  because  this  list  is  with  the  Bonk  of 
England,  that  they  deal  with  it  in  the  final  circumstances, 
but  I am  afraid  I cannot  be  definite  about  that — Sir 
Harold  Banwell:  I have  always  assumed  that  other 
authorities  have  dealt  with  the  Bank  of  Engliand  ; but  I do 
not  know.  I can  find  out  quite  easily.* — Mr.  Pollard: 
Other  brokers  'than  the  ones  I have  menitnioaied  are 
enTjjIoyed  in  many  issues.  The  corporations  go  through 
the  head  offices  of  their  banks ; but  at  what  point  they 
then  gat  in  oontacft  with  or  meeit  the  Bank  of  England,  I 
do  not  know. 

8332.  Chairman:  In  paragraph  26  of  your  memo- 
randum  you  say  that  several  corpoiaitli'Oiis  have  been  wait- 
ing for  some  time.  We  have  heard  about  the  length 
-of  time  that  Kingston  upon^Hull  were  wai-ting;_can  you 

give  us  anything  more  precise  in  the  way  of  time? 

Alderman  Hill : I do  not  think  I can. 

8333.  But  we  are  to  think  of  it  in  terms  of  years  and 

niOt  mouths? ^Yes. 

8334.  Professor  Sayers:  Can  you  remember  any  time 

since  the  war  when  there  was  not  a queue? Mr. 

Pollard : No,  I cannot. 

8335.  Professor  Cairncross:  WTien  you  are  waiting  for 

a period  of,  say,  two  years,  are  you  able  to  proceed  with 
the  project,  or  is  it  held  up? ^We  have  to  go  on  bor- 

rowing from  other  sources. 

8336.  You  go  ahead  on  'the  basis  of  the  loan  sanotSon 

and  raise  the  money? 'Having  got  loan  sanctions  when 

we  put  our  name  on  the  lisit  two  years  ago,  we  may  have 
used  them  up  in  the  meantime,  and  we  have  got  others. 

8337.  Professor  Sayers:  So  this  queuing  up  cannot 
influence  oapiital  spending,  except  to  the  extani  that  5^ 
are  being  pushed  on  to  other  means  of  borrowing,  which 
may  force  you  to  terms  which  are  so  unfavouraible  that 
there -are  hesitations  such  as  AMenman  Hill  suggested? 
^That  could  be. 

8338.  Professor  Cairncross:  Suppose  that  a local 

auith'ority  is  not  adding  progresri-vely  Co  its  debt  tm- 
porarily  borrowing ; wouild  it  be  in  any  w^  inhibited 
from  proceeding  wi^  a capital  issue  because  it  oodd  not 

foresee  further  I'Oan  sanoticms? ^When  the  time  of  its 

stock  issue  oomes,  it  has  Co  have  sufficient  loan  sanctions 
or  debt  that  it  is  paying  off.  It  may  be  paying  off 
morltgages  and  replacing  them  with  stock. 

8339.  la  it  quite  dear  that  an  authoriity,  oiuce  it  has 
loan  sanction,  will  go  ahead  with  capital  expenditure  and 
noit  be  deterred  by  the  fact  that  it  cannot  make  a public 

-issue  there  and  ifhen? 'No,  it  wlU  not  be  dateired;  it 

will  'borrow  it®  imoo'eiy  from  other  sources.  It  may  even 
happen  that,  k'nowing  its  name  is  on  ithe  list,  it_  will  go  on 
borrowing  in  this  short-lterm  wiay  for  quite  a Idine,  just  to 
finance  iitsellf  temiporarily. 

8340  Suppose  that  the  period  extended  not  to  one  year 
but  to  three  years,  or  seemed  likely  to  be  longer,  would 

this  stiT  not  inhibit  local  authorities? ^I  do  not  thiii 

so.  Stock  issues  are  only  one  method  of  financing  their 
capital  expenditure,  and  if  they  have  financed  it  in  so^ 
other  way  by  ^e  time  their  turn  comes,  Qiey  have  to  give 
up  their  turn  for  a stock  issue. 

8341.  Is  there  no  limit  to  the  amount  of  shorMenm 
debt  that  a 1-ocal  authority  is  willing  to  _ incur?—;— 
Mr.  Pollard:  Any  Treasurer  must  ke^  his  authoraty 
^vised  as  to  the  extent  of  die  monies  borrowed  on_  this 
short-term  basis,  and  it  must  at  any  time  be  a relatively 
small  proportion  of  the  total  oapit^  debt  of  the  aumo- 
j-yfy, — Alderman  Hill : There  is  a limit  of  disiwetion. 

8342.  Suppose  that  the  capital  market  became  much 
tighter,  and  the  local  authori^  had  to  liook  forward  to  a 
delay  of  five  years ; would  it  stiH  'regard  five  years  as  easy 

• See  Appendix  to  Minutes  of  Evidence. 
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to  bridge? Mr.  Pollard-.  If  there  is  capital  expenditure 

to  be  incurred,  the  local  authority  will  just  have  to  ra'isa 
the  money  from  other  sources,  if  it  can.  Up  to  now, 
local  authorities  have  found  the  only  real  difficulty  the 
high  rat«  of  interest. 

8343.  Professor  Sayers:  You  suggested  a minute  ago 
that  a City  Treasurer,  if  he  saw  the  shorMerra  debt  of 
his  author^  mounting,  might  well  feel  that  he  had  to 
advise  his  committee  that  this  amount  of  short-term  habahty 
was  beaming  very  large  in  relation  to  the  authority’s 
resources.  Were  you  then  stadng  merely  a theoretical 
possibility,  or  were  you  thinking  of  somebody’s  experience? 
^No,  I was  not  thinking  of  anybody’s  experience. 

8344.  It  is  a theoretical  po^ibdWty? It  is  a point 

that  a Treasurer  m^ust  bear  in  mind. 

8345.  Is  it  a -point  that,  to  your  knowledge,  has  ever 
caused  a Treasurer  to  put  this  consideration  before  his 
con^mittee?— — ^ cannot  tell  you  of  an  individual  Treasurei 
who  has  done  that;  but,  as  far  as  '1  personally  am 
ccnCemed,  I always  watch  it,  and  I do  not  allow  more 
than  I 'toink  is  wise, 

8346.  'Is  there  not  a possdbdlity  of  conflict  bettween 
that  statem«it  and  the  statement  that,  if  the  money  has 

to  ibe  spent,  it  has  to  be  raised  and  will  be  raised? 

No;  when,  a local  authority  has  reached  a point  where 
it  has  a certain  proportion  of  its  debt  in  this  short-term 
foam,  it  ought  to  be  looking  into  the  longer-term  and  more 

money  rather  than  allowing  too  great  a proportion 
of  its  borrowing  to  be  short-term  money. 

8347.  Chairman:  So  the  capital  expenditure  of  your 

local  authorities  falls  mainly  on  housing,  education  and 
drainage  services ; but  the  expenditure  which  has  taken 
place  under  those  heads  up  to  now  has  not  been  materially 
hdd  up'  either  by  the  lack  of  access  .to  the  P.'W.iL.’B.  or  to 
lie  capital  market? ^No.  I do  not  think  so. 

8348.  By  one  means  or  another,  by  strictly  short-term 
borrowing,  or  access  to  the  mortgage  market,  or  from 
institutional  souices,  you  have  been  able  to  get  the  money? 
^Yes. 

8349.  Therefore  the  effect  of  this  lack  of  relationship 

with  -the  P.W.LJB,  or  with  the  capital  market  i.s  that  the 
costs  have  been  heavier  on  what  you  have  done? -Yas. 

8350.  Mr.  Jones:  Whatever  credit  you  have  required 

you  have  been  able  to  get,  but  the  burden  you  are  com- 
plaining about  is  the  -price  at  which  you  have  been  able 
to  secure  it? Yes. 

8351.  Professor  Cairncross:  What  interest  rates  have  you 

been  paying? 'When  the  Bank  Rate  was  7 per  cent,  we 

were  paying  7 per  cent,  and  more ; some  people  paid  as 
much  as  7^  per  cent.  There  wa.s  unfortunately  a case  of 
somebody  who  paid  8 per  cent.,  and  it  was  made  rather 
a fuss  about,  to  the  regret  of  mairy  of  us ; but  rates  of 
7i  per  cent,  were  asked  for  and  paid,  and  rates  of  7 per 
cent,  have  been  paid  over  the  period  since  the  Bank  Rate 
was  7 per  cent.,  especially  for  the  short-term  money. 

. 8352.  Mr.  Jones:  Was  there  a substantial  amount  of 
money  raised  temporarily  on  short-term  at  8 per  cent.? 

^No ; the  only  infoimation  I have  is  that  one  small 

local  authority  on  the  south  coast  paid  8 per  cent,  for 
some  money  which  it  borrowed.  It  was  not  a large  sum. 

83  53.  What  proportion  of  borrowing  would  you  say  had 
been  undertaken  by  local  authorities  on  short-term  at  7 per 

cent,  or  Jfc  per  cent.? 1 cannot  answer  the  questmn 

in  terms  of  money ; I can  only  say  that  we  were  having 
to  pay  that  for  all  our  short-term  money  while  the  Bank 
Rate  was  7 per  cent. 

8354.  Was  there  a good  deal  of  borrowing  at  that  rate 

by  local  authorities? ^Yes. 

8355.  Was  it  at  seven  days’  notice? The  majority 

was  probably  at  seven  days’  but  there  was  quite  a lot 
borrowed  at  2,  3 and  4 years’  notice. 

8356.  Are  there  substantial  local  government  loans  out- 
standing of  2 to  3 years’  duration  at  7 per  cent,  to  7i  per 

cent,  at  the  moment? ^There  may  be  at  7 per  cent.  That 

is,  of  course,  substantial  in  relation  to  the  amount  required 
in  the  period  we  are  referring  -to ; not  substantial  in 
relation  to  the  total  debt. 

8357.  Professor  Cairncross:  Are  you  putting  to  "us  that 
the  rate  of  interest  paid  by  local  authorities  has  risen  more 
over  the  past  years  t}ian  the  rate  of  interest  paid  by  the 


central  Government? ^We  were  not  putting  that  to  you 

in  any  way ; we  have  not  taken  that  line  in  our  comment, 
and  I had  not  intended  to  take  that  line  in  anything  that 
I have  said. 

8358.  Do  you  think  that  the  rates  paid  by  local  autho- 
rtities  have  risen  more  than  the  rates  that  the  centra] 

Government  has  paid? 1 do  not  think  that  they  have 

risen  more  than  (he  rates  that  the  Government  have  had 
to  pay.  I think  that  the  lines  have  been  going  up  together 
more  or  less  in  parallel. 

8359.  Professor  Sayers:  From  February  to  September 
of  last  year  the  Bank  Rate  was  5 per  cent.  During  that 
period  at  what  rale  were  you  borrowing  the  bulk  of  the 

money  that  was  being  borrowed  at  that  time? Around 

5 per  cent,  and  5i  per  cent. 

8360.  Professor  Cairncross:  I would  have  thought  that 

you  were  suggesting  that  the  exclusion  from  the  facilities 
which  the  Public  Works  Loan  Board  previously  offered 
did  have  a -penal  effect  on  you,  and  that  you  were  now 
paying  rates  that  were  higher  than  you  would  have  paid 
if  ■you  had  access  to  the  Public  Works  Loan  Board.  Have 
you  not  felt  that  you  were  being  penalised  twice,  once 
by  the  rise  in  interest  rates  and  once  by  the  exclusion  from 
access  to  (he  capital  market  on  the  terms  that  you  had 
previously  enjoyed? ^We  have  said  in  this  memo- 

randum that  we  think  that,  if  the  facilities  of  the  Public 
Works  Loan  Board  had  been  available  to  us,  interest  rates 
in  the  market  outside  the  Public  Works  Loan  Board  might 
very  well  have  been  more  favourable  to  us.  The  ground 
for  that  is  the  fact  that,  if  the  market  knows  we  cannot 
get  it  from  anywhere  else,  it  is  an  automatic  reaction  that 
they  should  obtain  the  best  price  they  can  for  their 
money.  We  feel  that,  if  the  Public  Works  Loan  Board 
had  been  available,  perhaps  they  would  have  been  a little 
more  lenient  in  the  rales  of  interest,  because  they  would 
have  known  then  that  they  had  a competitor  who  could 
provide  us  with  money  at  (heir  standard  rates  of  interest. 
We  also  think  that  the  Public  Works  Loan  Board  was 
mistaken  in  putting  the  rates  of  interest  up  when  they  did, 
at  the  oii'tset  in  September,  to  the  high  rates  that  they 
chose.  They  have  reduced  them  now,  and  they  are  more 
in  lino  with  what  we  think  the  market  is  at  present ; but 
wo  think  that  their  putting  them  up  as  they  did  caused  the 
market  rates  to  move  against  us  to  a greater  extent  than 
they  mi^t  have  done. 

8361.  Chairman:  In  paragraph  28  (h)  you  say:  “The 
Public  Works  Loan  Commissioners  should  be  free  at  all 
times  to  'lend  to  municipal  corporations,  provided  their 
advances  are  made  at  current  rates  of  interest.”  What  do 

you  cover  by  current  rates  of  interest? Rates  in  the 

gilt-edged  market ; municipal  loans  have  always  had  a 
high  status. 

8362.  I'hey  have  paid  a little  higher  than  Government 

loans? Yes,  as  a general  rule. 

8363.  Would  you  think  it  fair  to  per^uate  that 

difiercnce  on  the  ground  that  the  nvarketability  of  muni- 
cipal loans  is  less? 1 do  not  see  why  the  difference 

should  be  perpetuated  at  all.  We  pay  the  operating 
expenses  of  the  Public  Works  Loan  Board  by  what  they 
charge  us  over  and  above  the  rate  of  interest,  and  I do 
not  see  why  we  should  pay  more. 

8364.  But  you  always  have  done? Tradition  may  be 

a good  thing  in  certain  directions,  but  we  do  not  think 
that  this  is  one  of  them. 

8365.  Lord  Uarcourt:  Marketability  has  a certain  bear- 
ing on  it? 1 would  have  thought  there  was  always  a 

high  demand  for  local  authority  stocks. 

8366.  But  not  quite  in  the  same  volume? ^There  is 

not  the  same  volume  as  of  Government  stock,  but  I would 
have  thought  theye  was  always  a good  dwnand. 

8367.  Professor  Sayers:  Going  back  to  paragraph 
28  (a),  do  you  know  of  any  reason  for  this  minimum  of 

£3  million  on  the  size  of  a stock  issue? We  were  just 

told  that  the  £3  million  was  regarded  as  the  minimum 
amounit  for  which  stock  issues  should  be  made  now, 
in  view  of  the  fact  that  there  were  so  many  people 
waiting  for  stock  issues. 

8368.  Lord  Harcourt:  The  minimum  of  £3  million  only 

applies  to  public  issues? Mr.  Pollard:  We  cannot  have 

anything  other  than  public  issues  now,  because  private 
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placaogs  have  been  stopped. — Mr.  Smith:  I ithink  the 
minimum  was  put  at  £3  million  to  shorten  the  queue. 
Eighteen  months  ago  there  were  so  many  people  waiting 
that  they  said:  “We  will  shorten  the  queue  by  putting 
a minimum  of  £3  million  on  the  size  of  issues. — Mr. 
Pollard : A local  authority  with  100,000  to  150,000  people 
has  in  the  past  gone  on  to  the  stock  market  for  a loan  of 
£1  million  or  £U  million.  There  were  a lot  of  these 
people,  we  gather,  in  the  queue  ; it  was  thought  desirable 
to  shorten  Sie  queue,  and  the  way  chosen  to  shorten  dt 
was  to  put  that  minimum  on.  That  has  meant  that  those 
pei^e  have  had  to  go  into  the  mortgage  market  and 
compete  there,  and  get  their  money  in  the  best  way  they 
could ; and  they  have  not  been  given,  according  to  the 
information  we  have  heard  from  time  to  time,  the  facili- 
ties the  Public  Works  Loan  Board  to  the  extent  that 
would  have  helped  them  out  of  the  difficulty  they  were 
placed  in,  if  they  wanted  to  go  there. 

8369.  Have  they  protested  against  this  procedure? 

They  have  protested  against  the  minimum  of  £3  million. 

8370.  And  have  they  been  given  any  explanation? 

None,  other  than  we  have  said. 

8371.  Professor  Sayers:  Nobody  bos  suggested  that  the 
amount  of  money  to  be  raised  has  been  r^uoed  by  tiiis 

procedure? ^No  ; it  is  just  a difference  in  'the  method. 

We  have  suggested  that,  if  .the  minimum  of  £3  million  is 
to  continue,  two  authorities  should  be  allowed  ito  go 
together  for  £H  million  each,  or  one  fpr  £1  million,  and 
the  other  for  £2  million,  which  would  still  be  an  issue  of 
£3  million. 

8372.  And  this  has  been  refused? ^Yes. 

8373.  Have  you  been  given  a reason? ^No. 

8374.  Mr.  Jones:  Could  it  in  some  circumstances  be 
sounder  finance,  in  your  experience,  to  seek  to  raise  an 
issue  of  stock,  say,  of  £2  million  rather  than  £3  million? 
1 do  not  see  any  point  of  sound  finance  in  the  differ- 
ence between  the  two  figures,  so  long  as  the  money  is 
covered  by  the  appropriate  loan  sanction  and  the  need 
for  capital  expenditure.  If  'the  local  authority  has  to 
spend  £3  million  there  is  no  sounder  finance  in  having 

million  rather  than  £3  million,  if  it  has  to  get  the 
balance  in  another  way. 

8375.  Profes.sor  Cairncross:  Is  tiie  suggestion  that  the 
smaller  authorities  have  more  difficulty  in  getting  finance 
in  other  ways  tiian  the  large  borrowers,  that  the  larger 

borrowers  have  more  access  to  the  mortgage  market? 

They  are  the  people  who  go  for  the  £3  million  as  well. 
It  is  the  intermediate  authority  that  seems  to  have  had  the 
most  trouble,  the  one  with  a population  of  100,000  to 
150,000.  Such  an  authority  may  find  it  difficult  to  digest 
a £3  million  stock  t^ue  at  once.  They  have  been  used  to 
borrowing  regularly  from  the  mortgage  market  and  having 
a stock  issue  periodically  for  £1  million  or  £Ii  million. 

8376.  Mr.  Jones:  Would  it  no't  be  more  convenient  for 
many  of  the  larger  authorities  that  have  raised  money, 
say  by  mortgage  arrangements,  to  go  for  an  issue  of  £2 
million  rather  than  £3  million,  and  would  they  not  prefer 

to  do  it? It  depends  on  the  circumstances  and  the 

time.  I cannot  say  to  you  that  it  is  more  convenient 
to  go  for  £2  million  than  £3  million.  It  might  be  more 
convenient  to  go  for  £5  million  than  for  £3  million ; it 
depends  on  the  authority’s  commitments. 

8377.  Chairman : To  take  out  everybody  under  £3 
million  was  a way  of  cutting  down  the  list  of  p»ple  who 
wanted  to  reach  the  capital  market  through  tlus  means  ; 
but  surely  you  do  not  improve  it  from  that  point  of  view 
by  letting  two  smaller  operators  come  on  the  same  day. 
because  you  merely  add  to  the  amount  of  pressure  on 

that  particular  capital  market? think  it  must  be 

acc^ted  that  it  adds  to  the  pressure,  but  we  think  the 
local  authorities  ought  to  have  the  facilities. 

8378.  Professor  Cairncross:  Do  you  seriousdy  expect 
a big  increase  in  the  amount  of  capital  you  are  able  to 
raise  through  stock  issues?  The  figures  in  table  A do 
not  suggest  that  in  the  last  five  years  there  has  been  any 

increase. ^That  is  because  local  authorities  have  not 

been  allowed  on  the  market ; there  have  been  plenty  of 
them  waiting.  I imagine  that  at  the  moment  the  largest 
of  the  English  local  authorities  is  waiting  to  go  on  to 
the  stock  market  at  the  present  time,  judging  by  press 
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reports  of  resolutions  passed  by  that  particular  council  ; 
as  a rule,  when  resolutions  of  this  kind  are  passed,  it 
means  that  the  issue  is  imminent,  and  these  resolutions 
must  have  been  passed  two  or  three  weeks  ago  now. 

8379.  Professor  Sayers:  On  what  ground  do  you  eepert 

there  to  be  more  issues  in  the  next  five  years? ^It  is 

a hope  rather  than  a view.  Freedom  of  acc«s  to  the 
capit^  market  was  only  restored  to  us  four  or  five  years 
ago,  except  for  conversion  of  stock. 

8380.  Sir  Reginald  Verdon  Smith:  Would  you  expect 
the  waiting  list  to  have  twenty  names  or  fifty  names  on 

it? 1 do  not  know,  but  I would  expect  much  more 

than  twenty. 

8381.  Chairman:  Your  point  seems  to  be  that  you 
should  be  relieved  of  your  dependence  on  the  mortgage 
market,  rather  than  that  you  should  have  two  authorities 

making  up  the  £3  million  minimum? 1 agree;  this 

is  only  a suggestion,  if  we  cannot  have  that. 

8382.  Professor  Cairncross:  On  paragraph  28  (/),  we 
should  like  to  'know  a little  more  aibout  the  extent  to 
which  the  local  authorities  were  able  to  take  advantage 
of  national  savings  raised  locally  before  the  war?— -A 
local  authority  had  the  right  to  go  to  the  P.W.L.B.  for 
up  to  half  the  amount  of  money  invested  in  national 
savings  in  its  area,  and  the  Board  could  not  say  it  nay. 

8383.  Professor  Sayers:  Was  that  at  any  special  rate  of 

interest? No,  at  ffie  current  rates  of  the  Public  Works 

Loan  Board. 

8384.  Chairman:  The  idea  being  that  if  you  gave  your 
support  locally  to  the  national  savings  campaign,  you 

should  get  something  back? It  was  a kind  of  reward 

for  the  amount  of  work  pu.t  into  national  savings  locally. 

8385.  Lord  Harcourt:  On  paragraph  28  (c),  what  are 

the  advantages  which  the  Association  thinks  lie  in 
“ maturity  ’’  loans  rather  than  loans  repayable  by  instal- 
ments?  For  an  authority  operating  a consolidated  loans 

fund  it  is  more  satisfactory  to  have  loans  for  fixed  paioifc 
than  to  be  repaying  them  year  by  year.  When  it  is 
repaying  loans  by  instalments,  it  only  means  that  it  has 
to  find  other  loans  to  replace  them  as  its  operatiOTS 
proceed,  whereas  when  it  has  a loan  for  a fixed  pon« 
it  does  not  repay  it  to  the  lender  until  the  end  of  the 
fixed  period,  but  the  provisiou  it  makes  in  its  revenue 
account  for  repayment  goes  into  the  consolidated  loan 
fund  and  is  used  over  and  over  again.  Therefore  instep 
of  repaying  on  maturity  and  borrowing  again,  a lot  ^ 
us  have  for  many  years  been  repaying  to  the  Public  Works 
Loan  Board  every  half-year  and  borrowing  that  back 
from  them  during  the  year  as  well  as  other  monies. 
Maturity  loans  would  'be  advantageous  both  frcrni  the 
point  of  view  of  financial  method  and  from  the  of 
view  of  administrative  costs ; to  put  it  quite  frankly,  the 
majority  of  authorities  prefer  maturity  loans  to  instalment 
loans. 

8386.  la  it  not  really  a quesitioin  of  where  the  anking 
fund  lies,  in  other  words,  of  whetiier  you  have  the  use 

of  it  or  'Whether  you  genuinely  redeem  the  loan? ^Most 

of  us  do  not  operate  sinking  funds  nowadays. 

8387.  No,  but  you  said  that  you  make  ^vision  in  your 
revenue  acoou'ut  every  year ; is  not  that  in  fact  a sinking 

fund? ^Yes,  but  what  happens  is  that  today  we  do 

n'ot  create  a sinking  fund ; we  treat  the  surplus  as  re- 
deemed and  repay  this  to  the  ooosoEdated  loan  fund.  I 
am  sorry  ^ I am  getting  a Ettle  oonipkeated,  but  it  is  a 
very  simple  process  in  actual  operation. 

8388.  Professor  Cairncross:  Do  the  local  authorities  lend 

to  one  an'other? ^There  is  a certain  amount  of  lending 

between  authorities ; not  to  any  extenlt,  I wonild  ray,  on  a 
permanent  basis,  except  perhaps  in  so  far  _as  superann-ua- 
tion  fund  monies  are  ooncCTned,  butt  there  is  quite  a bit  of 
lending  on  a temporary  basis.  'On©  local  authority  might 
have  a surplus  and  lend  it  to  another  authority  for  a month 
or  six  weeks  'whil^  the  surplus  is  there. 

8389.  This  is  done  informally?-  Mr.  Smith:  Just 
between  'the  itwo  Treasurers! — Mr.  Pollard'.  One  issues^  a 
receipt  to  the  other.  It  is  quite  informal,  from  that  point 
of  'view. 

8390.  Mr.  Jones:  Would  you  describe  the  operations 
that  are  summarised  in  paragraph  32  (2)?  It  says ; “ The 
Government  already  have  the  means  of  resitriotingj  the 
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capital  investment  of  local  auttiorities  by  refusing  to  ispe 
a loan  sanction.”  That  means  that  they  can  say  whether 
or  not  the  money  can  be  raised  and  the  project  can  be  got 
on  with.  You  go  on  to  say  that  thris  could  be  more  effec- 
tive than  creating  the  necessity  for  local  authorities  to 
pay  penal  rates  of  interest.  Oould  you^  tell  us  how  that 
operates,  as  you  see  it  in  the  present  circumstances,  and 
how  it  would  operate  if  your  proposal  were  carried  into 
operation,  and  you  had  a direct  control  rather  than  a rate 

of  interest  burden? ^We  are  not  asking  for  a control; 

I would  like  to  make  that  quite  clear  to  start  with.  We 
are  trying  to  say  that  if,  in.  the  national  interest,  the  Gov- 
ernment bediefve  it  necessary  to  reduce  capdtal  expenditure 
by  local  authorities,  Iheiy  have  the  means  at  thedr  disposal 
to  limit  that  capital  expenditure  through  the  loan  sanction 
procedure.  If  they  refuse  sanction,  the  lo<al  authority 
cannot  Ikotow  the  money  to  meet  the  expenditure. 

8391.  Chairman : And  that  applies  to  short4erm  as  much 

as  to  longterm? ^Yes.  We  only  have  a limited  power 

to  borrow  ^ort-term  for  meerting  our  temporary  require- 
ments in  revenue  matters.  Capital  expenditure  must  be 
covered  by  loan  sanotioins  or  by  private  Aet  of  Parlia- 
ment. 

8392.  Professor  Cairncross:  The  Doan  sanotSons  you 

require  cover  all  capital  expenditure? lAU  that  for 

which  we  have  ito  borrow. 

8393.  It  is  not  each  item  of  capital  expenditure  which 

must  be  approved? ^No.  If  we  meet  it  from  revenue  or 

from  a capdtal  fund,  which  every  authority  baa  power 
to  set  up  now,  then  we  do  not  need  loan  sanotion,  because 
we  do  not  come  into  the  market.  The  loan  sanotion  is  only 
to  authorise  us  'borrowing  the  money. 

8394.  Was  'there  any  system  of  this  kind  before  the  war? 
There  was. 

8395.  Any  form  of  local  authority  borrowing,  even  on 
mortgage,  has  always  required  central  Government 

approval? Mr.  Pollard:  Anything  we  borrow  must 

either  be  covered  by  authority  of  a private  Act  of  Parlia- 
ment or  by  loan  sanction,  issued  by  an  a]7propriule  Mini.s- 
ter,— d’/r  Harold  Banwell:  Waterloo  Bridge  is  the  classic 
example  of  this.  The  L.C.C.  built  that  bridge  originally 
without  obtaining  a loan  sanction  ; the  Government  of  the 
day  would  not  give  them  the  sanction  because  they  could 
not  make  up  their  mind  what  to  do  about  the  re-building 
of  Charing  Cross.  I think  they  subsequently  repeated  and 
let  them  borrow  the  money. 

8396.  Mr.  Jones:  Is  (there  much  capital  expenditure 
going  on  out  of  resources  'and  balances  of  local  authorities? 

Mr.  Pollard:  I think  'there  is  quite  a useful  amount. 

I cannot  say  how  high  a propontion,  boca'use  I have  not 
got  any  figures. 

8397.  Are  rates  being  levied  at  -the  moment  by  local 
authorities  for  'the  purpose  of  meeting  capital  expenditure 
in  'this  situation?— —I  understand  that  some  authorities 
levy  a specific  amounit  in  their  rate  budget  to  cover  capital 
expenditure  to  be  met  out  of  revenue. 

8398.  Professor  Cedrncross:  When  you  seek  loan  sanc- 

tion nowadays,  presumably  the  central  Government  wants 
to  satisfy  itseif  about  the  purpose  for  which  the  loan  is 
raised,  and  therefore  does,  almost  by  implication,  vet  the 
capital  expenditure? ^Yee,  that  is  so. 

8399.  Was  that  true  before  the  war? ^Yes,  in  the 

sense  that  the  local  authority  had  to  make  a case  'to  the 
particular  Ministry  for  the  loan  sanction,  and  so  they 
had  to  send  particulars  of  the  expenditure.  Occasionally, 
rather  more  often  since  the  war,  the  M'inistry  would 
go  into  the  scheme  and  satisfy  themselves  about  it.  If 
I might  give  aa  example,  quite  recently  imy  authority 
were  building  some  houses  in  conneclion  with  a water 
scheime.  They  were  building  these  houses  at  the  head 
works,  and  they  were  very  costly ; and  the  Ministry, 
examining  the  proposal,  felt  that  the  houses  were  really 
t(x>  costly,  even,  bearing  in  mind  the  particular  situation 
of  building  and  so  on.  By  arrangement  my  authority 
have  agre^  to  reduce  the  amount  of  their  request  for  a 
loan.  That  is  an  ansfance  of  the  kind  of  collaboration 
that  goes  on. 

8400.  You  still  have  the  right,  presumably,  to  propose 

the  capital  expenditure  that  you  want  to  incur? Yes. 


8401.  You  would  like  also  some  freedom  of  expression 
in  deciding  what  capital  expenditure  to  incur,  just  as  any 

company  or  industry  has? Yes,  we  like  to  feel  that 

wc  have  our  freedom. 

8402.  Just  how  much  freedom  do  you  have? ^There 

is  no  restriciion  upon  any  scheme  that  we  can  put  forward. 
Our  discretion  is  aibsolute  in  what  we  can  put  forward. 

8403.  If  you  say  that  the  central  Government  has  the 
means  of  restricting  capital  investment,  do  you  not  mean 
in  effect,  to  put  it  crudely,  that  you  would  prefer  the 
central  Government  to  operate  on  capital  expenditure  by 
cutting  you  down  by  a system  of  ceilings  or  by  deciding 
item  by  item,  rather  than  that  you  should  be  given 
fre^om  to  choose  what  you  will  do  at  a given  rate  of 
interest?— ^ir  Harold  Banwell:  Paragraph  32  has  to 
be  read  in  relation  to  paragraph  20.  We  feel  that  there  are 
certain  items  of  capital  expenditure  where  we  have  little 
controd.  It  is  Government  policy  that  schools  should  be 
built,  and  iwe  have  to  build  them. 

8404.  Chairman:  We  do  not  want  to  make  it  more 

coimplicated  than  it  need  be.  You  are  saying  that  in  the 
system  of  loan  sanction  there  is  a very  direct  form  of 
restriction  on  oapita'l  expenditure? Mr.  Pollard:  When- 

ever the  Government  wish  to  apply  that  kind  of  restriction. 

8405.  You  do  not  want  it  to  'be  ttltercd  to  any  other 

.system  ? ^No,  and  we  do  not  want  it  to  be  so  interpreted 

that  we  want  this  to  apply  at  all  times : but.  if  the 
Government  feel  it  is  necessary  in  the  national  interest  to 
rastriot  our  capital  expenditure,  this,  we  believe,  is  a 
better  way  llhan  our  having  to  pay  what  we  regard  as  penal 
rates  of  in'terest. 

8406.  But  as  regards  education,  it  is  inherent  in  what 
you  have  'been  Idling  us  that  the  Government  compels 
you  to  spend.  Exactly  what  docs  that  mean:  that  it 
offers  you  con.siderablc  financial  assistance  if  you  do 

spend?- Alderman  Hill:  The  Ministry  of  Education  lays 

clown  a standard  for  the  number  of  children  in  a class 
or  for  the  condiilions  under  which  the  .schools  have  to  be 
run.  When  wc  'bui-ld  housing  estates  wc  have  to  build 
schools : wc  have  H'O  option  as  to  whether  we  can  build 
a .sduwl  or  not;  and  when  it  is  built  there  is  a minaraum 
.standard.  That  is  part  of  national  policy. 

8407.  It  is  the  standard  that  delermints  the  level  of 

expenditure? Alderman  Hill:  Yes,  the  cost  per  place. — 

Mr.  Pollard:  There  is  great  pressure  on  the  need  for 
advanced  technological  education  at  the  present  time.  We 
began  a new  college  of  technology  when  the  rates  of 
interest  were  between  31  per  cent,  and  4 per  cent.,  but 
I'he  great  (weight  of  expenditure  has  been  running  on  us 
over  this  past  recent  period,  with  very  high  r.atc.s  of  interest 
on  the  money  which  wc  borrow  at  the  time  we  ere 
borrowing  it.  That  kind  of  pressure  from  central  sources 
cannot  be  avoided,  having  regard  to  the  national  policy 
in  Ihcso  matters ; and  wc  have  to  carry  it  out.  We  have 
to  raise  the  money : and  wc  gef  our  grant  on  the  loan 
chargas,  not  on  the  capital  money  that  wc  have  to  find, 

8408.  Historically,  I suppose,  the  private  Act  of  Parlia- 
ment was  the  source  of  local  authority  borrowing  ; has  this 
system  of  loan  sanctions  only  come  into  being  recently? 

Mr.  Pollard:  No,  it  has  been  going  for  a long  time. 

It  was  lin  the  Public  Health  Act,  1875. — Alderman  Hill: 
There  was  control  of  the  u.sc  ■of  capital  for  revenue  pur- 
poses after  1835,  when  it  was  easy  for  one  particular 
generation  of  planners  Jo  squander  the  whole  heritage. 
It  really  goes  back  to  the  iirst  Public  Health  Act. — Sir 
Harold  Banwell:  By  and  large  Ihe  general  tendency  has 
been  (to  ireplace  (the  detailed  use  of  Lean  sanotion  by  other 
methods  of  sedng  what  the  local  authority  was  doing  m 
detail,  particularly  over  the  last  ten  years.  That  is  a matter 
very  much  at  i.ssue  now  bertween  the  Association  and 
Govemmenit  dopartmen-ts. 

8409.  Professor  Cairncro.ss : I am  still  at  a loss  to  know 
what  you  arc  proposing  should  happen,  when  the  Govern- 
ment wants  to  cut  local  authority  cap(ital  expenditure  by  10 

per  cent,  or  20  per  ceti't.? Mr.  Pollard:  I am  sorry  if 

it  is  not  as  clear  as  it  ought  to  be.  We  are  saying  that, 
if  the  Government  say  that  I'Ocal  govemmen(t  expenditure 
must  be  cut  by  10  per  cent.,  the  way  to  do  it  is  by  Issuing 
10  per  ceoil,  less  loan  sanations. 

8410.  To  every  single  authority? No. ; if  there  is  a 

matter  of  changing  the  policy  in  itWs  direction,  the(y  must 
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make  the  decision  as  to  'which  loan  sanction  shall  or  shall 
not  be  granitied. 

8411.  llheiy  must  decade  between  projeots? ^Between 

pnojecits  and  between,  auithoritdes. 

8412.  Would  you  prefer  that? Mr.  Pollard:  We 

would  prefer  it  at  dmes  of  necessary  restricition  to 

increased  rates  of  interest  of  a penal  character. 

Alderman  Hill : We  had  discussions  witii  the  Ministry  last 
year,  and  we  said  ithat  we  would  rather  .they  did  this  on  a 
discretiionaTy  basis.  We  are  saying  tihat,  if  there  is  a 
need,  there  'is  a weapon  readily  at  hand ; we  do  not 
parfticulanly  care  for  it. 


8413.  You  would  rather  the  cenitnal  Government  wielded 
a direct  weapon  than  left  it  Co  the  local  authorities  to 

react  in  some  general  direction? Sir  Harold  Banwell: 

We  cannot  reaat  in  the  way  you  are  suggesting  in  terms 
of  edtucaition  ; whether  we  like  it  or  noit,  'the  standard  has 
been  sat,  and  we  have  to  cany  it  out. 

Chairman : Thank  ■you  very  raiuoh,  gentlemen ; I -think 

that  completes  -our  questions. Alderman  Hill:  Thank 

you,  nny  Lord  ; and  raa'y  I add  that  if  there  is  any  further 
information  we  can  get  for  you  we  shall  be  very  ^ad 
to  do  so. — Chairman:  Thank  you  -very  much.  We  are 
very  much  obliged  for  your  help  (this  morning. 


{The  witnesses  withdrew.) 


(Adjourned  until  2.15  p.m.) 

The  following  witnesses,  representing  the  County  Councils  Association,  called  and  examined: 
T.  M.  Bland,  Esq.,  T.D.,  Vice-Chairman,  Executive  Council,  C.C.A.; 

W.  J.  Bennett,  Esq.,  C.B.E.,  Chairman,  Local  Government  Finance  Committee,  C.C.A. ; 
N.  Doodson,  Esq.,  County  Treasurer,  Lancashire; 

T.  Watson,  Esq.,  County  Treasurer,  Derbyshire. 


8414.  Chairman : Mr.  Bland,  -you  'have  given  us  a very 
good  and  infoiimative  paper.*  Would  you  have  the  paper 
in  front  of  you,  and  we  wil  see  what  questions  arise  on  it. 
The  first  three  -paragraphs  are  dnlroduotcgy.  You  say  that 
oouruty  councils  were  established  by  the  Local  Government 
Act,  1888,  and  are  principally  concerned  with:  — 

“ . . . the  provision  of  educational  instruotion ; the 
care  of  deprived  children ; welfare  of  the  aged  and 
infirm  ; fire  protection  ; ithe  provision  of  health  services  ; 
(the  oonsitruotion,  maintenance  and  'impovemenl  of  high- 
ways and  bridges ; and  ito  a share  in  the  admanisitration 
of  county  ;^ice  force®  . . .” 

Am  I ni^t  in  thinking  that  (he  biggest  range  of  that 
activity  is  the  educational  service ; then  come  the  health 
ser\ices,  the  high'ways  and  bridges,  and  the  country 
police? Mr.  Bland : Yes. 

8415.  Professor  Cairncross:  Is  housing  not  a resipon- 

sibiiity? Mr.  Bennett : Not  of  Ihe  couxi'ty  co'unoils. 

8416.  Who  then,  is  in  charge  of  rural  housing? ^The 

rural  district  councils,  urban  district  councils  or  boroughs 
are  the  official  hotising  authorities.  County  councils  could 
apply  to  become  housing  authorities,  but  apart  from  the 
l^don  County  ^unoil  I do  not  think  any  county 
council  has  in  fact  applied  to  'become  la  housing  authority. 

8417.  Chairman:  You  have  q,uiite  large  building  activi- 
ties in  cO'nnectiion  with  educatiion? ^Yes,  that  is  the 

largest  shce  of  local  government  expenditure,  over  which 
we  have  practically  no  control  at  all ; standards  are  set. 

8418.  “ No  conitrol  at  all  ” ; cocdd  you  enlarge  on  that? 

Mr.  Bennett:  If  I could  use  the  case  of  Essex  as  an 

example,  thwe  we  have  new  (towns,  the  overspill  of  London 
and  so  on,  and  we  ha've  just  got  to  do  it.  For  instance, 
in  ithe  year  before  'last  16,000  school  children  'moved  from 
London  into  Essex.  16,000  school  children  means  40  new 
schools  at  £im.  a itime,  and  it  ds  a sheer  impossdbdlity  ito 
cope  with  (that  en-ormous  increase  in  population  .thrust 
into  the  county.  I do  not  mean  by  that  that  we  object 
to  it ; it  is  juat  a physical  impossibility  'to  provide  all 
the  'necessaries  wiithin  -a  given  -time.  Finance  is  niot  a 
factor,  because  we  must  provide  the  minimum  accommoda- 
tion for  the  new  entrants.  That  goes  for  all  'the  counties 
around  London  and  possibly  for  oflier  parts  of  the  country 
which  have  an  overspd'll  problem. — Mr.  Bland:  Even  for 
counties  with  no  overspiM  problems,  wh'ere  they  oni'y  'have 
the  iproblem  of  parents  having  children,  it  is  simply  a case 
of  fulfilling  the  statutory  obligation  laid  upon  them  by  ffie 
Government  to  provide  education  for  the  children ; and 
the  standards  of  building  for  educatdon  are  laid  down 
again  by  the  central  Government. 

8419.  Your  statutory  obligation  ds  imposed  upon  you, 

but  in  very  general  terms.  It  ds  then  interpreted  for  you 
in  more  detail  by  the  standards  whldh  the  Ministry  has 
power  to  reqtiire  you  to  observe? ^Yes. 

8420.  Within  the  range  of  those  two  things  you  have  to 
do  the  best  y'OU  can  to  raise  the  necessary  money  from 
yotir  resources?' — —Mr.  Bennett:  That  is  so. 

* Memoranda  of  Evidence  Part  IX  No.  2. 


8421.  Supplemented  by  Government  assistance? Mr. 

Bland : Supplemented  over  the  years  in  servicing  the  loans, 
but  n-ot  supplemented  in  the  initial  borrowing,  which  is 
rather  an  important  point. 

8422.  You  say  it  would  'be  cheaper  if  the  grant  were 
made  without  calling  upon  you  to  raise  the  total  amount 

of  money  by  borrowing? do  not  think  “ cheaper  ’’  is 

the  right  word. 

8423.  -More  econ'omical? Mr.  Bland:  It  -would 

be  better  economics,  I think.— Afr.  Doodson : The  Govern- 
ment would  raise  the  money  on  their  own.  terms  of  credit, 
and  local  authorities  would  be  relieved  of  a large  slice 
of  their  obligation,  which  would  reduce  the  amcnint  of 
cotmpetition  in  the  mortgage  market  and  elsewhere 
amongst  local  authorities. 

8424.  The  money  would  cane  from  a source  which  the 
Government  would  rely  upon  as  the  central  authority,  not 

frO(m  the  sources  you  can  tap  as  a local  authority? 

Mr.  Doodson:  Yes. — Mr.  Bennett:  It  is  tied  up  with 
the  question  of  financing  from  revenue.  If  ffie  Govern- 
ment financed  from  revenue  it  would  be  a considerably 
cheaper  cperation  as  far  as  the  Government  is  concerned, 
as  they  are  financing  at  least  60  per  cent,  of  the  expendi- 
ture today. 

8425.  Mr.  Jones:  Do  you  mean  that,  if  a county  council 

is  spending  £1  million  on  schoofls  in  a given  period, 
£600,000  of  that  would  be  the  proportion  that  the  Gov- 
ernment would  provide,  'leaving  you  to  finance,  on  the 
basis  of  the  raising  of  capital  and  the  payment  of  interest, 
the  remaining  £400,000? ^That  is  so. 

8426.  Would  that  be  easy  to  accomplish?  Do  you  see 

any  difficulty  in  operating  a policy  like  that,  leaving  the 
central  Government  to  raise  the  capital  in  respect  of  its 
grant  and  leaving  the  county  council  or  the  local  autho- 
rity to  raise  the  remaining  proportion? Mr.  Doodson: 

Indeed  not.  At  the  present  time  the  Ministry  of  Transport 
have  an  anrang^ent  rather  on  those  lines,  under  which 
the  local  authority  gets  a grant  towards  the  cost  of  certain 
road  schemes  and  is  le(ft  to  finance  in  whatever  way  it  likes 
its  own  proportion  of  the  capital  expenditure. 

8427.  Chairman:  The  difference  is  betw.e€n  the  Gov- 
ernment (making  itself  responsible  for  a share  of  the 
expenditure  and  making  itself  responsible  for  a share 

of  the  cost  of  borrowing  for  the  expmditure? Mr. 

Bennett : That  is  what  it  comes  to. 

8428.  Professor  Sayers : May  I go  back  to  the  expendi- 
ture? You  said  that  the  expenditure  is  determined  by  the 
national  policy,  and  the  standards  are  laid  down  separatdy. 
We  have  been  talking,  by  way  of,  for  instance,  expendi- 
ture of  £1  million  on  a scheme.  Is  the  £1  million  deter- 
mined precisely  by  the  national  standards  laid  down,  or 

is  there  any  play  at  all  for  local  determinations? No  ; 

die  minimum  standards  set  by  the  Ministry  are  so  cut 
that  it  is  with  extreme  difficulty  that  authorities  are  able 
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to  get  down  to  that  standard.  All  sorts  of  su'btCTfuge  have 
to  'be  exercised  in  cutting  out  bits  and  , pieces  an  order  to 
get  dowi  to  it. 

■8429.  So  one  expects  'to  find  ithe  same  standards 
'universally? Yes. 

8430  I am  told  that  in  one  of  the  English  cto-untaes 
every  new  secondary  school  is  now  provided  witlh  ite  o^ 
itheatre.  Does  that  mean,  from  what  yon  have  said,  'that 
every  new  secondary  school  tbroughcut  the  OTuntoy  is 

provided  with  its  own  theatre? Mr.  Bennett:  If  you 

^e  thinking  of  Coventry,  that  is  ra^er  a special  case , 

I do  iwt  'think  we  can  argue  from  the  Coventry  theail^. 
That  is  the  o^nly  one  I know. — Mr.  Watson:  CovCTtry 
will  have  sacrificed  some  other  standard  nn  its  sohooi 
building,  piO'ba'bdy  its  finishes,  and  will  h^o  exercw^ 
other  economies  if  it  has  spent  more  on  its  .theatre.  The 
way  in  which  it  o.perates  is  that  a certam_  figure  JS  ^wed 
par  .place  provided,  and  'there  is  some  latitude  withm  that, 
but  only  to  that  extent. 

8431.  So  there  is  no.  questd'on  of  spading  rather 
par  place  df  the  county  decides  that  it  is  worth  while  r 

Z No.t  only  would  there  be  nO'  grant  on  any  excess,  but 

■the  Mi'nistiy  wO'Uld  not  approve  a loan  sanction,  I imagme, 
8432  That  applies  to  ed'ucatdon.  Docs  the  same  rigi'dity 
O'f  amount  spent  apply  to  other 

Yes  In  the  case  of  police  houses  and  publtc  hcH'lth  the 
departments  concerned  in  each  case  have  tlic  same 
dice  of  control  as  .ttie  Ministry  o(  Education  has  OTor 
schools— Mr.  Walson : Except  (hat  tl  as  not  MnlmlW  ito 
a cost  .per  ixnit ; but  the  Government  department  would 
approve  the  plans,  or  make  suggesting  for  irnodification 
of*^  plans  .to'  reduce  the  cost,  and.  then  vvoiuld  only 
approve  a loan  sanction  for  a competitive  tender  oti  ithe 
■basis  of  those  approved  plans ; th^  ^ 

that  extent.  But  in  the  case  of  welfare  (children  s homes 
are  an  example;  that  is  a 50  per  cent,  grant-aid^  service) 
there  axe  no  two  problems  exactly  alike,  aind  there  is  not 
the  same  standardisation  of  accomm'Odutio.n  thrO'Lighouit 
the  oouTitry.— Mr.  Bland:  There  is  unforbmnately  eqiia 
Go'ver.nmont  co.ntnol,  We  have  to  get  every  detail  approved 
before  we  can  get  loan  sainction. 

8433  So  ithere  is  complete  rigidity  in  .the  cxpendi'tuire? 

Mr  Bennett:  Yes.  We  must  submit  our  tender  as 

well  to  the  Government  department,  and  very  ofiten  they 
say  that  they  think  it  is  too  high  and  we  must  go  back 
and  'think  again,  alter  it,  or  out  down  the  floor  space  of 
the  building,  in  order  to  get  down  to'  .a  pre-determuied 
figure  set  at  the  Ministry  level. 

8434.  So  that  exactly  how  the  .money  is  spent  may  'be 

subject  to  some  local  variation,  but  the  mo.ney  speinit  is 
(xwi'lroll^  centrally? Centrally. 

8435.  It  would  seem  to  follow  from  that  that  the  case 

with  which  loans  can  fee  O'btain'ed  and  the  rates  of  i ntcxc.st 
that  have  to  be  paid  on  them,  have  no  bearing  at  all  on 
the  amount  speai't? ^That  -is  very  much  our  point. 

8436.  Professor  Cairncross:  Exactly  what  is  meant  by 
calling  this  local  government  capital  expendature  ratbetr 
than  central  Government  capital  expenditure?  What 
would  the  diff.erence  be  if  the  oentral  Government 
said;  “These  will  be  O'ur  soh-ools’? — -It  is  local 
ffovernment  expenditure  in  the  sense  that  40  pw 
cent  of  it  is  borne  by  ithe  'local  authority.  It 
is  local  expanditure  'to  national  standards.  The  oontrol- 
inz  interest  is  the  man  who  pays  the  piper ; the  body 
that  pays  60  .per  cent,  (.that  is  to  say,  the  M inasfiy  of  Educa- 
tion) is  going  to  exercise  some  control,  and  eff^ve  con- 
trol over  the  'total  expenditure,  and  they  decide  the 
standards.  It  all  comes  down  to  what  is  the  conception 
of  education.  There  axe  two  views:  ooie  view  is  that 
education  is  a national  service  locally  administered.  The 
other  view  is  that  it  is  a local  service  to  Miinislry  stan- 
dards It  is  a play  with  words,  -but  it  is  rather  important ; 
there  is  a distinct  difference.  Hertfordshire  and  Essex  are 
adjoining  counties.  We  each  decide  to  'build  a four 
form  entry  school ; we  have  different  raemods  perhaps  O'l 
providing  the  accommodation,  a little  local  ingenuity  and 
so  on  by  our  architects,  and  all  the  rest  of  it;  minor 
differences. 

8437  But  when  you  say  you  decide,  what  do  you 
decide?  Do  you  decide  the  time  _at  which  the  school  will 

'be  'built,  or  where  it  will  be  built? ^No,  the  tame  at 

which  the  school  is  built  as  determined  entirely  by  the 


number  of  children  to  be  catered  for.  We  have  a town 
development  scheme  at  the  moment  for  5,000  houses. 
Five  thousand  houses  is  going  to  mean  nearly  10,000 
children ; which  means  that  10,000  children  have  to  be 
worked  through  the  schools.  We  have  to  plan  it  ahead 
so  that  the  schools  and  the  houses  arc  provided  at  the 
same  time ; we  have  no  control  over  it.  Once  we  have 
determined  that  we  are  going  to  build  5,000  bouses  then 
we  must  incur  the  necessary  expenditure  to  provide  the 
essential  minimum  services,  of  which  education  is  the 
largest  part, 

8438  What  about  'the  replacement  of  an  old  school 

by  a new  one? We  would  like  to  do  that,  but  we  have 

not  been  able  to  do  it  so  far.  It  may  be  done  in  some 
parts  of  the  country,  but  in  my  own  part  of  the  country 
we  are  so  involved  in  providing  new  accommodation  that 
we  have  to  wait  until  this  artificial  development  comes  to 
an  end  before  we  can  really  improve  the  old  rural  schools 
which  were  built  in  the  1860s  and  thereabouts. 

8439.  Does  the  central  Government  tell  you  that  you 

have  to  wait,  or  do  you  decide  to  wait? No  ; there  is 

a physical  limit  .to  the  amount  of  work  we  can  do  in  a 
year  They  can  give  us  us  much  money  as  they  like  but 
wo  can  only  spend  so  'much  a year.  In  Essex  we  have 
been  trying  to  spend  £5  million  a year  for  the  last  ten 
years  • we  succeeded  for  the  first  time  last  year,  although 
we  have  £17  million  worth  of  work  on  the  drawing  board 
and  children  are  still  having  .their  education  in  back 
rooms  and  huts.  The  deciding  factor  is  the  sheer  physiol 
impossibility  of  providing  the  labour  and  materials  for 
the  necessary  services  for  people  suddenly  imposed  on  us. 

8440.  Why  should  you  be  obliged  by  the  central  Gov- 
ernment to  build  new  schools  whereas,  if  it  is  an  old 
school,  the  controlling  factor  is  not  the  central  Govern- 
ment’s decision  but  the  physical  impossibility  of  doing 

itV Mr,  Watson:  Essex  have  not  reached  the  stage  at 

which  they  can  consider  substituting  new  schools  for  old. 
but  if  they  could,  and  had  the  physical  capacity,  the 
Mini.slry  would  control  it.  Each  local  authority  has  to 
.submit  a capita!  building  programme  two  years  ahead 
which  i.s  approved  after  modification.  If  a new  problem 
were  'to  come  along,  like  overspill,  something  would  be 
taken  out  of  the  programme  and  the  overspill  put  in  m 
its  place  as  a more  urgent  problem.  If  there  were  to  be 
any  restriction  of  capital  expenditure  on  building  pro- 
grammes already  approved,  then  the  Ministry  would 
decide  just  which  schemes  had  to  be  set  back.  In  my 
own  ooun'ty  'two  ruiral  reoTgamsation  schemes  have  had 
to  bo  .taken  out  and  set  back  two  years  just  because  ot 
the  credit  squeeze. 

8441 . Chairman : 'What  dn9tiruinwn.t  wo.uld  it  use  to  give 
cffocit  itio  that  dcdsi'O'n?  It  has  already  'a.pproved  yo^ 
programme,  I gather,  a year  or  two  ahead ; it  has  given  Us 
sanction  for  the  building  involved;  the  loans  have  been 
approved,  How  do  they  pull  you  up  and  say  that  you 

have  to  alter  it  or  reduce  it? ^They  would  ask  for  a 

revision  of  the  programme.  If  the  authority  insisted, 
then  the  final  arbiter  would  be  refusal  of  loan  sanction. 

8442.  We  must  assume  that  loan  sanction  has  not  been 

given? ^The  loan  sanction  is  not  given  until  you  get 

to  the  point  of  tenders. 

8443.  Professor  Cairncross:  Is  it  reasonable  to  suppose 
in  the  light  of  what  you  have  said  that  if  Ihe  central 
Government  itself  assumed  the  responsibility  of  bui  ding 
schools  and  did  not  involve  .the  local  authorities  at  aih 
the  rate  at  which  school  building  would  go  forward  would 

be  exactly  what  it  is  now? Mr.  Bennett:  I would  not 

say  that. 

8444.  What  differences  would  be  involved?  _ What  lafi- 

tode  do  you  enjoy? Mr.  Watson:  The  Mimslry  eym 

fix  the  starting  date  for  each  major  project ; they  contro* 
the  rate  of  school  building  to  that  extent. 

8445.  Is  that  not  an  additional  reason  for  thinking  that 
transfer  of  responsibility  to  the  .central 

(which  I am  not  in  any  way  suggesting)  wo^d  not  essen 

tially  alter  .the  volume  of  capital 

Bland:  I daabt  myseUt  it  wodd  »lter  ™ 'g 

capital  expenditure.-Mr.  IVamn:  ■ “’‘"'L 

not  alter  it  very  much ; there  might  be  soine  shg 
alteration  ot  siting.  The  tear  ot  local  authont.es,  >f  w 
had  central  direction  ot  that  sort,  would  be  that  mere 
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would  be  some  yardstick  laid  down  to  apply  to  the  whole 
country  ; at  the  present  time  there  are  certain  parts  of 
the  country  where,  because  the  local  authority  or  possibly 
the  building  industry  are  in  a more  favourable  position 
than  in  other  parts  of  the  country,  one  can  get  an  extra 
school  or  two. 

8446.  At  the  discretion  of  the  local  authority? Mr. 

Bland ; “ Discretion  ” is  not  the  word. 

8447.  Professor  Sayers-.  At  the  initiative? It  mighit 

be  at  the  initiative  of  the  local  authority. 

8448.  Then  in  such  a case  the  amount  of  capital  expen- 
diture would  be  influenced  by  local  decisions? Mr. 

Bland : Yes,  in  such  cases  I 'believe  that  so 
much  is  allocated  to  the  Ministry  of  Education  for 
school  building,  out  of  which  the  Ministry  in  turn 
allocate  to  the  individual  local  authorities  who  have 
put  forward  their  programmes.  I should  think  that 
in  the  case  of  every  county  council  in  the  country  the 
programmes  put  in  are  always  greater  than  the  amount 
that  is  finally  authorised  by  the  Ministry,  and  ^at  invari- 
ably every  local  authority’s  building  programme  has  been 
cut  down  before  it  is  finally  carri^  out. — Mr.  Watson-. 
It  is  really  a form  of  block  grant. 

8449.  Mr.  Jones  -.  Do  you  mean  that  (die  Ministry  of 

Education  have  a financial  programme  agreed  with  all 
the  local  authorities,  that  you  can  submit  schemes 
only  up  to  that  maximum  amount,  and  the  amount  allo- 
cated will  be  substantially  less  than  that  'amount? 

Mr.  Bland ; No.  But  in  the  end  the  amount  allocated  is 
always,  I should  say,  less  than  the  amount  that  the  local 
authority  if  left  entirely  to  themselves  would  consider  they 
ought  to  spend. 

8450.  Something  else  has  been,  said  about  the  physical 

incapacity  of  local  authonilies,  .particularly  authorities  Hike 
the  Esseoc  OountLy  Council,  to  provide  themselves  with  the 
sort  of  capital  resources  that  they  require  for  their  social 
services.  If  they  programme  to  get  things  done,  whatever 
they  can  get  done  physically  will  fall  far  short  of  what 
is  required? Mr.  Bennett:  Quite. 

8451.  In  this  field  of  education  are  there  any  circum- 

stances where  there  would  be  substantial  numbers  of  chil- 
dren whoare  not  in  school  at  all  at  .this  stage? ^Youinust 

qualify  the  teem  “ school  ” ; we  have  them  in  church  halls, 
village  halls  and  all  sorts  of  huts  and  things.  The  childreo 
are  receiving  some  kind  of  ediucation  in  all  sorts  of  sub- 
standard buildings. 

8452.  Would  you  have  any  children  outside  educational 
provision  in  the  county  of  because  of  your  inability 
to  mobilise  all  the  physical  resources  that  you  require? 

^There  could  not  be  'because  we  have  an  obligation  to 

provide  education  for  the  children,  and  we  should  do  it  in 
any  way  possible.  Even  in  London  we  have  the  same  situa- 
tion ; we  have  rooms  over  shops,  we  have  half  a oonivent 
and  other  empty  buildings  being  used  for  schools.  In  other 
words,  the  children  are  being  catered  for  in  a very  sub- 
standard way ; they  are  not  in.  school  buildings  as  a distinct 
type,  but  in  all  sorts  of  odds  and  ends  of  comers.  But 
there  are  no  children  in  Essex  who  are  not  receiving  some 
kind  of  education. 

8453.  Professor  Cairncross:  According  to  what  you  are 
putting  to  us,  the  decisions  that  are  taken  on  total  capital 

expenditure  are  decisions  of  the  central  Government? 

Decisions  of  the  central  Government  entirely  and  in  detail. 
We  do  not  get  a block  grant ; they  do  not  say:  “ Here  is 
£500,000 ; spend  it  the  best  way  you  can.”  They  want  to 
know  flie  details  of  each  individual  item,  and  they  will  even 
come  through  in  the  course  of  the  year  and  tdl  us  that 
owing  to  natiomal  condition®  we  shall  not  be  able  to  com- 
plete the  original  pTOgramme. 

8454.  Chairman : The  sanction  being  the  grant  control? 

Mr.  Watson:  And  the  starting  dates  if  the  scheme 

has  not  begun. 

8455.  Professor  Sayers:  What  about  the  other  services, 

police,  welfere,  health,  fire,  etc.? Mr.  Bennett:  On 

police  services  Mr.  Bland  has  more  exiperdence,  but  I think 
he  will  agree  with  me  that  the  Home  Office  exercise,  if 
anything,  tighter  oon,trol  than  even  the  Ministiy  of  Educa- 
tion.— Mr.  Bland : More  •rigid  and  more  detailed,  and,  we 
think,  an  administratively  uneconomical  degree  of  control. 


8456.  What  about  health  and  welfare? Mr.  Watson : 

The  same  kind  of  control ; they  approve  a capital  expendi- 
ture iprogramme  each  year  and  invariably  cut  the  propo^ 
of  the  local  authority. 

8457.  Professor  Cairncross:  Are  there  any  items  in  the 
capital  eoepeoditure  which  you  are  supposed  to  finance  from 

revenue  from  time  to  time? Mr.  Bland:  It  is  not  a case 

of  what  we  are  supposed  to  do  ; it  is  what  we  want  to  do. 
We  want  to  finance  more  from  revenue  than  we  are 
allowed  to. 

8458.  Why  are  you  mot  allowed? Mr.  Bland:  Because 

the  central  Government  does  not  want  to  pay  a grant  in 
the  first  year ; they  prefer  to  spread  their  grant  over  the 
servicing  of  the  loan  in  latw  years. — Mr.  Watson:  On 
education  they  control  capital  expendature  out  of  revenue, 
on  which  up  to  now  they  have  paid  grant  on  expenditure 
up  to  the  product  of  a 3d.  rate.  They  have  cut  that  down 
■for  1958-59. 

8459.  Chairman : In  paragraph  9 1 you  say : — 

" In  ithe  present  period  of  'higher  interest  rates  there  is 
an  incentive  to  finance  capital  expe^iture  from  revenue. 
The  initiative  of  individual  authorities  in  this  matter  is 
restricted  by  the  exiistance  of  departmental  limitations  on 
the  amount  of  capital  expenditore  chargeable  to  revenue 
which  will  be  a&iitted  for  grant  in  a financial  year, 
chiefiy  in  iShe  case  of  the  education  and  health  services. 
A Idniit  of  an  amount  equivalent  to  the  proceeds  of  a 
3d.  rate  is  imposed  by  the  Minister  of  Education, ; the 
Minister  of  Health  wul  not  admit  for  grant  any  item 
of  capital  expenditure  exceeding  £2,000  for  the  purchase 
of  land  or  buildings  or  £10,000  for  other  items,  or  exceed- 
ing the  product  of  a Id.  rate,  unless  special  'approval  has 
been  given.” 

Has  there  been,  some  change  in  that? Mr.  Doodson : 

The  change  is  that,  since  ithe  document  was  prepared,  the 
Ministry  have  announced  that  as  from  1958-59  there  is  a 
limit,  of  £3  m.  for  the  country  as  a whole,  on  the  amoimt  of 
capital  expenditure  to  be  financed  in  this  way,  and  on 
allocation  of  this  £3  m.  has  been  made  to  individiual  educa- 
tion authorities  on  the  'basis  of  scb'ool  population.  In  the 
case  of  my  own  county,  for  instance,  it  has  resulted  in  the 
amount  we  -would  like  to  ^end  in  this  way  bdng  reduced 
by  nearly  50  per  cent. — Mr.  Watson:  In  our  case  it  has 
r^uced  it  by  one-third. — lAfr.  Bennett:  I should  have 
thought  financing  from  revenue  was  an  aspect  of  national 
saving. 

8460.  Your  .point  is  that  with  all  these  measures  it  is 

positively  discouraged? Mr.  Bland:  It  is  prohiWted 

beyond  a very  small  figure,  which  local  authorities  can 
never  iindersitaiid. 

8461.  Sir  Reginald  Verdon  Smith:  Does  anyone  know 
how  the  £3m.  compares  wiith  the  product  of  a 3d.  rate? 

Mr.  Watson : We  ithink  it  is  somewhere  between  one- 

half  and  two-ithirds  of  what,  it  was.  f-n  Lanoashiie  it  is 
about  half,  in  Derbyshire  itwoithirds ; but  everybody  is 
suffering  a .reduction  of  some  kind. — Mr.  Doodson:  It 
does  represeat  a substantial  cut. 

8462.  Professor  Sayers:  If  there  was  not  this  limit, 
would  local  auth'OiTities  of  their  own  free  wiH.  finance 

more  capital  expenditure  out  'of  revenue? Mr.  Bland: 

Definitely. — Mr.  Watson : Certainly  while  interest  rates 
are  high. 

8463.  Does  it  depend  on  that  to  some  extent? 

Mr.  Bland:  It  certainly  influences  it.—^r.  Doodson: 
There  is  a grea-ter  incentive  while  interest  rates  are  so 
high. 

8464.  Has  there  been,  more  spending  on  capital  projects 
out  of  revenue,  'within  the  limits  set  by  the  central 

Government,  since  dntereqt  rates  went  up? Mr. 

Doodson : We  have  tuo  precise  information  on  that,  but 
I W'Ooild  say  yes. — Mr.  Bland:  I should  have  thought 
und.ouibtedly  so. — Mr.  Bennett : In  Essex  we  spend  to  the 
limit  of  our  powers  from  revenue  as  a matter  of  deliberate 
policy. 

8465.  And  before  interest  rates  were  high  you  were  not 

spending  to  the  limit? .We  always  did  .in  Essex. 

8466.  Mr.  Jones:  What  are  the  capital  projects  you 

w^ould  undertake  out  of  revenue,  in  view  of  the  fact 
that  .these  capital  projects  are  grant  earning  from  the 
central  Government? We  shorfld  mot  do  it  on  educa- 

tion except  to  a limited  extent  in  Essex,  but  we  should  do 
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8476  Taible  3 gives  figures  of  the  outstanding  debt.  Then 
in  Table  4 you  give  the  changing  debt  structure.  If  I 
follow  your  point  there,  the  significant  thing  is  the  change 
in  the  percentage  of  debt  from  source  1,  that  is  stock 
and  mortgages,  to  source  2 over  the  period  of  years  from 
1948  to  1956.  Reliance  on  stock  and  mortgages  has  gone 
down  approximately  from  61  iper  cent,  to  27  per  cent., 
and  on  the  Public  (Works  .Loan  Board  has  gone  up  from 
25  per  cent,  to  54  per  csnt.— Professor  Catrncross : And 

, , . . youT total  debt  baa  trebled.  iDo  you  expect  your  debt 

decide  to  go  beyond  the  limtt.t  we  just  pay  the  lot,  and  you  y^te  for  a very  long  period? 


at  on  health  and  on  welfare  services,  and  on  other  service 
where  the  bulk  of  the  cost  would  normally  fall  on  the 
rates. 

S467  Have  any  of  the  capital  projects  whicb  you  have 

undertaten  out  of  revenue  been  grant  earning?- brane 

of  them  partially  so.  We  have  to  be  very  careful  on  that. 

There  is  a limit  set  on  the  amount  of  capital  expenditure 
out  of  revenue  qualifying  for  grant  aid,  and  the  Oovern- 
ment  will  not  pay  grant  on  anything  over  the  limit.  It  we 

decide  to  go  beyond  the  liraftt  we  just  pay  the  lot,  and  you  ui,  luaiuB  ~ f-r  - t.. 

would  not  expect  reasonable  men  to  do  that  when  tney  j g^_  ^he  main  thing  is  education.  The  fifteen- 

could  get  a grant.  If  it  is  a service  where  we  have  to  meet  j.  .progj-amme  which  all  local  education  authorities  were 
the  whole  cost  on  the  rates  we  feel  that  is  within  our  required  to  provide  under  the  1944  Act  and  which  is 
control,  and  to  that  extent  we  utilise  the  facility  of  financ-  probably  five  years  in  arrears,  now  visualises,  particularly 
ing  capital  expenditure  from  revenue.  regard  to  the  expansion  of  the  technical  education 

R4kS  Professor  Sayers:  You  have  all  agreed  that  with  programme  in  the  last  year  or  two,  that  for  the  next  10 
interest  rates  at  the^  present  level  county  councils  are  or  20  years  there  will  be  ever  increasing  capital  expendi- 
disposed  to  finance  capital  expenditure  out  of  revenue  up  ture  on  education. 

to  the  limit,  whatever  it  is,  fixed  by  the  Government,  and  Chairman ; And  this  shift  in  the  structure  of  your 

Mr.  Bennett  said  that  Essex  had  8one.up  to  the  ^Loan  Board  lo^s  being 

limit.  What  usedjo  mnd.  avaiiable  to  you  to  a largar  «tant7— Yas^  and 


interest  rates  reached  their  present  level?- 


the  fact  that  it  became  compulsory  to  borrow  from  the 


My  ^ guess  svonld  be  &a.  the 

would  have  gone  Up  to  the  Tnaximurn.  Would  year  agree ( 

—Mr  Watson ; Our  policy  before  the  war  m my  present  g478.  You  were  given  no  other  access  / — :~‘Mr.  Watson: 
countv  was  to  go  up  to  about  the  product  of  a 6d.  rate  other  access.— iMr.  Doodson  : In  particular  no  stodc 
in  meeting  capital  expenditure  out  of  revenue.  During  issues.— iMr.  Watson:  1957  would  show  a very  rapid  de- 

and  after  the  war  when  our  capital  expenditure  was  OnW.,'  .w^rVe  T r>nn  .Rnpro  riercentaire  of  tht 

limited,  we  met  the  whole  of  it  out  of  revenue  and  repaid 
what  loans  we  could.  When  capiital  expenditure  began 


to  develop  and  low  interest  rates  came  in  at  .the  same  time, 
as  a matter  of  policy  my  council  said:  "We  will  tprroy' 
for  everything  so  that  we  can  spend  more  money.  ’ We 
had  been  seven  or  eight  years  without  any  capital 
expenditure  at  all,  and  every.thing  was  in  arrears. 
Gradually,  as  interest  rates  have  risen,  my  council  have 
gone  more  for  capital  expenditure  out  of  revenue  when 
they  could,  but  that  is  only  a very  small  proportion  of 
the  total, 

8469.  Professor  Cairncross:  As  T understand  you,  when 
you  speak  of  using  revenue  to  meet  capital  expenditure  you 
are  not  assuming  that  the  capital  expenditure  itself  alters 
as  a result  but  rather  that  the  method  of  finance  falls 

more  on  revenue  and  less  on  borrowing? Mr.  Bennett : 

Quite. 

8470.  I am  not  clear  whether  “ capital  payments  ” as  you 
refer  to  ithem  in  Table  2 are  the  same  as  “ capital  forma- 
tion” in  Table  1?  Capital  payments  might  involve  the 

repayment  of  outstanding  loans,  for  instance. Mr. 

Watson:  That  is  not  the  intention. 

8471.  The  litems  in  Table  2 are  comparable  with  the 

figures  in  Table  1? Mr.  Doodson:  Yes. 

8472.  There  is  a reference  in  paragraph  9 to  approxi- 
mately 90  per  cent,  of  the  capital  expenditure  of  local 
authorities  being  financed  by  borrowing.  Presumably  the 

remaining  10  per  cent,  comes  from  revenue? Mr. 

Bennett:  The  remaining  10  per  cent,  is  entirely  within  the 
control  of  the  ooundl ; no  sanctions  are  needed  for  that 
odd  10  per  cent.— Mr.  Watson:  Some  of  this  will  be 
capital  expenditure  financed  out  of  revenue,  even  though  it 
may  be  controlled ; there  are  also  small  items  of  capital 
expenditure  which  some  Government  departments  are  pre- 
pared to  allow  to  rank  for  grant  without  close  scrutiny. 

8473.  10  per  cent,  is  your  estimate,  then,  not  of  capital 


Cline  in  the  Public  Works  Loan  Board  percentage  of  the 
total. 

8479.  Professor  Sayers:  Until  the  end  of  1952  yow 
ipost-war  borrowings  were  entirely  through  the  Public 

Works  Loan  Board? ^That  is  so,  subject  to  a very  small 

margin  from  other  sources. 

8480.  Since  then  the  pro.portion  of  other  borrowings 

on  mortgage  and  so  on  has  been  rising?: Mr.  Watson: 

.Steadily,  and  in  the  last  year  or  two  since  the  Public  Works 
Loan  Board  .have  stopp^  lending  money  to  local  authori- 
ties except  in  the  Ia.st  resort,  and  there  have  been  few 
stock  is.sucs,  it  is  wholly  being  financed  outside  with  the 
excetplion  of  a few  small  auithorities. — Mr.  Doodson: 
Bciwecn  1956  to  1958  stock  has  been  issued  to  the  extent  of 
£50m.  for  all  county  councils  in  England  and  Wales;  of 
that  £50m.  £35m.  was  for  the  London  County  Council 
■which  is  not  included  in  Tabic  4 ; in  other  words,  only 
£15m.  of  stock  was  issued  on  behalf  of  the  other  county 
councils  in  England  and  Wales. 

8481.  Chairman:  To  what  sources  do  you  go  for  your 
mortgage  moneys,  .since  that  seems  to  be  your  only 

possible  outlet  fo.r  the  imomont? Mr.  Wat.ion:  Apart 

from  i'ntornal  funds  dike  su-peranniuation  funds,  mainly  to 
the  local  government  mortgage  market ; specialised  broking 
firms. 

8482.  Who  makes  the  market ; the  firms  in  London? 

They  are  mainly  in  London.  There  is  a big  one  in 

Chester  for  the  northern  authorities.  The  other  main 
development,  which  has  not  alTected  county  councils  very 
much,  has  been  the  Treasury  sanction  to  issue  mortgages 
■for  short  periods.  Many  boroughs,  but  few  county  coun- 
cils, are  raising  money  direct  from  the  public  on  mortgage 
for  .periods  or  two  to  seven  years  by  advertising  in  the 
press. 

8483.  What  is  the  .public  for  this  purpose? Mr. 

Watson:  Small  investors  mainly,  1 should  think ; but  this 
i,s  a kind  of  financing  more  peculiar  I think  to  the  north- 


expenditure  financed  out  of  revenue  but  of  the  expenditure  i^^gt  than  to  any  other  part  of  the  country.  Mr.  Doodson 
that  is  within  .the  discretion  and  control  of  the  local  has  more  experience  of  that,  because  I think  he  is  borrow- 
authority  without  individual  detailed  vetting  by  the  govern-  jng  j.n  that  way. — Mr.  Doodson : We  are  getting  only  a 


meat? Mr.  Watson : I would  say  the  10  per  cent,  is  very 

largely,  if  not  wholly,  capital  expenditure  financed  out  of 
.revenue.— Mr.  Doodson : That  is  so  ; .It  is  very  largely 
capital  expenditure  financed  out  of  revenue,  or  financing 
in  minor  ways  by  the  use  of  capital  funds. 

8474.  Is  this  intended  to  refer  to  your  own  group  of 

county  councils  or  to  all  local  authorities? County 

councils, 

8475.  Chairman : Borrowing  would  not  include  the  use 

of  internal  funds? Mr.  Watson:  No,  but  I think  it 

would  include  the  application  of  any  capital  receipts.  If 
we  sold  property  we  could  apply  that,  but  again  the 
application  of  the  proceeds  would  be  subject  to  Govern- 
ment sanation  in  each  case. 


very  .s.mall  proportion  of  our  requirements  in  that  way. 
Speaking  rather  more  generally,  in  the  north-west  the 
local  mortgage  market  has  been  pretty  active,  particularly 
in  pre-war  years  ; there  was  a lot  of  relatively  small  saving 
amongst  private  individuals  which  enabled  many  local 
authorities  to  cope  fairly  easily  with  their  capital  expendi- 
ture in  ithose  days.  But  ithat  as  a source  which  does  not 
help  county  councils  a very  great  deal,  because  the  require- 
■ments  of  county  councils  are  so  very  much  greater,  and 
in  any  case  many  county  councils  have  felt  there  must 
not  be  competition  between  the  county  council  and  its 
own  county  districts  ; so  in  many  cases  the  county  council 
has  said : " Let  the  county  districts  take  the  local  mort- 
gage market  and  we  will  seek  to  raise  our  money  by  other 
means.” 
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Mr.  T.  M.  Bland,  T.D.,  Mr.  W.  J.  Bennett,  C.B.E.,  [Continued 

Mr.  N.  Doodson,  and  Mr.  T.  Watson 


8484.  If  you  observe  that  policy  it  cuts  you  off  from 

the  local  market? Mr.  Doodson:  It  does. — Mr.  Watson: 

That  in  fact  is  what  has  hapipened  Ito  us ; we  have  not 
entered  the  local  mortgage  market  because  of  that.  It 
would  put  up  the  rates  for  the  county  districts  in  my 
county. 

8485.  Then  you  turn  to  other  brokers  who  put  you  in 
touch  with  clients  in  London,  and  you  get  some  money 

by  advertising? Mr.  Watson:  Not  by  advertising  at 

all ; we  do  not  take  from  the  public  at  all.  It  is  all  through 
lookers, — Mr.  Doodson : Or  Trustee  Savings  Banks. — Mr. 
Watson : That  is  so  in  the  case  of  some  authorities ; we 
cannot  do  that.  We  are  not  a trustee  authority  because 
we  have  not  issued  housing  bonds. 

8486.  You  will  be  under  the  pending  Bill. Mr. 

Watson:  Under  the  pending  Bill,  but  not  at  the  moment. 
We  cannot  take  building  society  money  either. — Mr. 
Bennett:  We  have  tried  local  loans  in  Essex,  but  it  has 
not  been  successful.  The  boroughs  are  well  in  the 
market  and  there  are  certain  local  loyalties  ; I am  afraid 
•the  wicked  county  council  is  looked  at  askance  1 — Mr. 
Bland:  It  is  quite  insignificant  over  the  country  a§  a 
whole. 

8487.  Professor  Sayers:  Is  this  because  local  feeling 

is  with  the  borough  rather  than  with  the  county? Mr. 

Bennett:  I would  say  so.  Take  a mao  with  £200  or 
£300 ; he  has  a certain  pride  in  his  local  authority,  and 
if  they  'are  offering  6^  per  cent.,  he  would  just  as  soon 
lend  it  to  them  and  help  them  rather  than  the  county 
council.  It  is  largely  psychological. 

8488.  Mr.  Jones : You  say  ‘tfaflit  oouhty  councils  in  the 
main  do  not  advortiise  inviiitaitiiO'ns  for  mortgage  subscrip- 
tions because  they  are  anxious  to  give  the  fullest  possible 
facility  (to  their  oounty  distirjats.  If  itiha.t  is  so,  to  what 
extent  are  non-county  boroughs,  urban  district  councils 

and  rural  district  councils  inviting  mortgage  loans? 

Mr.  Bennett:  I cannot  give  you  an  answer  on  that;  I 
do  no  t know  the  ma'tional  piotare. — Mr.  Doodson : Not 
only  do  county  councils  in  many  cases  not  wish  to  inter- 
fere too  much  with  the  county  district  mortgage  market 
but,  more  than  that,  they  realise  that  the  contributions 
which  that  could  make  towards  the  county  council  capital 
expenditure  would  be  relatively  small  in  any  case. 

8489.  Are  any  of  the  authorities  that  are  subordinate 
to  the  county  council  themselves  compelled  to  go  into 
the  imarket  for  montgage  loans  fro'm  the  public  generally? 
^Yes,  indeed. 

8490.  Are  they  advertising? Yes. 

8491.  Chairman:  Your  resources  -are  mainly  w(hat 
brokers  can  j)ut  you  in  touch  with,  either  in  London  or 
other  big  cities  like  Chester,  and  the  Trustee  Saving 
Bank.  What  kind  of  lenders  do  the  brokers  put  you  in 

touch  with  for  this  purpose?  Institutional  lenders? 

Institutional  lenders,  yes ; and  sometimes  building  societies. 

8492.  Professor  Cairncross:  When  you  say  “institu- 

tional lenders  ” do  you  mean  insurance  companies,  invest- 
ment trusts,  and  such  groups? Mr.  Watson:  Yes;  and 

pension  funds,  but  not  very  much  of  that  now. 

8493.  Your  debt  stmuoture,  as  you  show  it  in  Table 
4,  must  have  changed  substantially  in  the  past  two  years. 
In  that  period  I assume  that  the  Public  Works  Loan 
Board  has  not  been  able  to  meet  the  same  proportion  of 
your  requirements  as  in  the  past ; or  has  it  still  been 
the  principal  source  from  which  you  have  drawn  your 

funds? Mr.  Doodson:  In  1954-55  the  provision  made 

for  P.W.L.B.  Joans  lo  all  local  authoriiMes  was  £353m.  It 
fell  to  £331m.  in  1955-56,  £109m.  in  1956-57,  £92m.  in 

1957- 58  ; and  ilhe  (provision  in  the  Budget  for  1958-59  is 
£65m.  of  whicih  £52m.  wil'l  be  covered  by  repaymeaits 
from  local  authorities,  leaving  a net  .provision  in  the 

1958- 59  budget  of  £I3m. 

8494.  Chairman : Those  figures  are  gross  new  lend- 
ing?  ^Yes.  Gross  new  lending  has  been  reduced  from 

£353m.  in  1954-55  to  £65m.  in  1958-59.  Incidentally, 
there  has  been  a more  than  corresponding  increase  in 
advances  to  nationalised  industries ; the  figure  has  gone 
up  from  £7Sm.  in  1954-55  ito  £507m.  Ln  1958-59. 

8495.  Professor  Cairncross : If  you  are  not  able  to  get 
accommodation  from  the  Public  Works  Loan  Board,  you 
must  have  been  thrown  to  a much  greater  extent  on  the 

mortgage  market  than  in  the  past? Mr.  Watson : And 

on  short-term  borrowing. 


8496.  Have  you  been  able  tto  get  sboirtHteipm  accommo- 
dation?  ^At  a price. 

8497.  What  would  be  the  normal  source  from  which 
you  get  short-term  accommodation,  and  at  what  price 

would  you  get  it? Mr.  Watson : Again  brokers ; the 

same  brokers  in  most  instances — Mr.  Doodson : Discount 
houses,  industry,  bamkis,  a liitSle  foredgn  money. 

8498.  Is  it  well  organised  as  a market,  or  is  it  a Ettle 

haphazard? 1 would  say  it  is  fairly  well  organised 

as  a market.  There  are  three  or  four  firms  which  deal 
with  this,  and  then  local  authorities  have  tried  to  do 
a liittle  oiganisalion  iby  runnluig  loan  buireaux.* 

8499.  Between  themselves? ^Yes. 

8500.  Would  the  amounts  involved  there  be  sub- 

stanfial? ^No,  I think  the  largest  loan  bureau  last  year 

turned  over  about  £18m.  That  does  not  mean  per- 
manent finance  of  £18m. : it  means  £18m.  turned  over. 

8501.  That  is  for  all  local  authorities,  not  just  county 

councils? For  all  local  authorities  within  the  area 

of  this  one  particular  loans  bureau,  which  is  in  my  part 
of  the  country. 

8502.  Lord  Harcourt : What  is  the  longest  period  which 

you  consider  to  he  short  in  the  short-term  market? 

Mr.  Doodson:  364  days. 

8503.  Chairman : I would  like  to  be  sure  wihat  picture 
you  are  giving  us  of  the  Public  Works  Loan  Board  and  of 
this  difficulty  of  getting  on  the  Stock  Exchange  with  a stock 
issue.  Is  it  that  you  have  not  been  able  to  get  the  money 
you  needed  for  the  services  which  you  had  to  carry  out 
owing  to  Government  policy,  or  is  it  your  view  that  it 

is  a needlessly  expensive  way  of  getting  the  money? 

Mr.  Bland : We  all  have  our  own  opinions  on  the  details 
of  this ; some  of  us,  for  ins.tance,  may  think  the  Public 
Works  Loan  Board  a more  valuable  institution 
than  others.  But  I think  we  all  feel  that  there  should 
be  some  means  by  which  local  authorities  carrying  out 
Government  policy  should  be  able  to  borow  at  roughly  the 
same  rate  of  interest  as  the  nationalised  industries.  Wc 
feel  that  they  should  be  able  to  do  it  through  some  cen- 
tralised agency,  which  would  avoid  the  enormous  amount 
of  administrative  waste  that  goes  on  in  scratching  around 
individually  like  this.  We  should  also  be  able  to  do  it 
more  equitably  that  way ; it  is  inequitable  that  borrowing 
should  be  cheaper  for  the  ratepayer  in,  say,  Lancashire  or 
the  West  Riding  of  Yorkshire  than  in  Rutland.  We  think 
it  is  extravagant  not  only  for  the  ratepayers  but  for  the 
central  Government  that  we  should  be  paying  higher  rates 
of  interest  than  could  be  obtained  if  there  were  some  form 
of  centralised  agency.  Personally  (I  do  not  know  that 
everybody  would  agree  with  me)  I am  not  particularly 
enamoured  of  the  Public  Works  Loan  Board.  But  it  is 
still  there  in  the  last  resort,  though  it  is  very  much  a last 
resort. 

8504.  Professor  Sayers:  Do  I understand  that  this 
move  away  from  the  Public  Works  Loan  Board  has  not 
affecsted  the  amount  borrowed  at  all  but  only  the  terms 
on  which  you  could  get  the  money  that  you  had  to  have 

anyway? That  is  so  ; it  has  not  affected  the  amount 

borrowed  in  any  way. 

8505.  How  much  has  it  affected  .the  cost  of  the  money? 
Have  the  rates  you  have  had  to  pay  gone  up  by  more 
than  the  cost  of  central  Government  borrowing  has 

gone  up  in  this  period? Mr.  Watson : I think  so.  When 

the  Government  altered  .their  policy  for  local  authorities 
and  said  they  were  to  borrow  on  the  terms  of  their  own 
credit  or  on  the  terms  of  credit  of  local  authorities  of 
good  standing,  the  Public  Works  Loan  Board  rates  were 
fixed  on  that  basis  and  were  increased  to  more  than  the 
Government  rates  of  borrowing.  But  it  is  a fact  that, 
in  trying  to  borrow  mortgage  money  in  the  mortgage 
■market  now,  a local  ouithoiaity  must  pay  more  (than  (the 
Puihlic  Works  Loan  Board  rate ; (there  is  no  money  avail- 
able at  the  Public  Works  Loan  Board  rate  in  the  market. 

8506.  So  that  .the  rate  you  have  had  to  pay  has  gone 

up  in  three  ways,  and  these  ways  are  additive : first  there 
is  the  general  rise  of  interest  rates ; secondly  there  is  toe 
difference  between  good  local  authority  credit  rates  as 
reflected  in  the  Public  Works  Loan  Board  rates  and  the 
rates  for  Government  borrowing ; and  thirdly  there  is  the 
extra  cost  you  have  to  pay  because  you  are  forced  outside 
the  Public  Works  Loan  Board  for  some  of  your  money. 
Is  that  right? ^That  is  so. 

• See  Appendix  to  Minutes  of  Evidence. 
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{Continued 


8522.  Chairman:  You  say  in  paragraffli  30 : 

“ Since  access  to  the  .money  market  was  restored  to 
local  authorities  as  from  1st  January,  1953,  eight  English 
county  councils  have  issued  stock  and  at  ithe  beginning 
of  July,  1957,  fourteen  counties  were  on  the  waiting 
list,  the  application  of  longest  standing  having  been  made 
in  January,  1955.” 

"Professor  Ctdrncross : In  view  of  what  you  said,  “ the 
application  of  longest  standing  ’’  must  .be  one  that  is  still 


8507.  How  much  per  cent,  b it  on  account  of  'the  last 

item?  Is  .it  i per  cent,  or  i per  cent.? Mr.^  Watson: 

I cannot  toll  you ; we  are  waiting  for  a st<Kk  issue,  and 
I am  not  iprepared  to  -pay  the  7 par  cent,  that  is  being  asked 
for  mortgage  money  at  the  moment,  so  that  I am  not  up 
to  ^te  with  market  prices. — Mr.  Doodson:  It  is  not 
really  possible  to  give  a specific  answer  to  that  question 
because  conditions  do  vary  so  much  between  'authority  and 

auithorily.  — ^ - . 

8508  Are  you  agreed  that  there  is  a difference,  .that  standing? Mr.  Bennett:  If  it  is  over  £3  million;  it 

more  has  to  be  paid  outside  the  Public  Works  Loan  is  under  £3  million  it  has  probably  been  struck  off  the  list. 

Board? Mr.  Watson:  Yes,  ! think  that^can  be  shown  


I the  returns  for  any  week  in  the  published  returns  of 
brokers. 

8509.  'Mr.  Watson,  you  have  just  said  .that  you  are 

waiting  for  a slock  issue.  How  long  have  you  been  now 
in  the  queue? ^TJwo  years. 

8510.  Is  that  a coiinmoa  time  to  be  in  the  queue? 

Mr.  Bennett  i Essex  has  been  in  it  two  years. 

8511.  How  .much  over  two  years? ^Afr.  Bennett:  We 

went  on  just  about  two  years  ago.— Mr.  Doodson: 

Lancashire  has  been  on  'about  2\  years. 

8512.  Are  you  going  up  the  list  or  down?— —Mr. 

Doodson:  1 have  no  definite  information;  it  is  hardly 
moving.— Mr.  Bennett:  We  put  ourselves  on  for  £3  miHion 

two  years  ago ; 'last  year  it  was  raised  to  £5  million.  We  -o  - . 

^ve  now  raised  it  to  £10  million.  We  are  still  fifteenth  Hav^s  you  ^protested 


8523.  Sir  Oliver  Franks:  When  a county  council  decides 
■that  it  'Wiishcs  to  issue  slock  .what  is  the  actual  process  it 

goes  through?  Who  secs  whom? Mr.  Doodson:  It  is 

a matter  of  seeing  the  issuing  house  to  notify  .them  to  make 
a stock  issue,  and  then  they  put  yo^u  down  on  a iiist, 
whidh  I (believe  is  kept  at  the  Bank  of  England. 

8524.  They  would  act  as  your  in.lcnmedi.ary  throughout? 

Mr.  Doodson:  Yes.— Mr.  Watson:  And  they  would 

tciU  UQ  when  we  are  coming  up  so  that  we  could  Lake  the 
necessary  statutory  resolutions,  and  produce  the  loan  sanc- 
tions to  cover  the  issue.  We  would  in  fact  act  wholly  on 
their  arlvice. 

8525.  Professor  Sayers:  You  said  you  had  made  pro- 
tests about  the  .queue;  have  you  made  them  otherwise 
than  to  the  issuing  houses  acting  as  your  intermediary? 


1 the  q'ueue ; I do  not  know  what  it  is  'going  to  be  for 
in  the  end. 

8513.  Professor  Cairncross:  How  long  is  the  mon^ 

borrowed  for  in  the  meantime? ^In  the  meantime  the 

temporary  borrowings  are  very  short  periods.  .We  are 
now  thinking  about  three  months.  We  have  ibeen  doing 
it  on  a seven  day  basis,  which  is  a headache  to  everybody ; 
and  "we  have  a heavy  overdraft  of  about  £2  million  on 
our  good  friends  the  'banks. 

8514.  You  never  get  to  the  point  where  you  think  you 
might  have  to  .bonrow  on  mortgage  for  five  years  to  sec 

you  through  to  the  front  of  the  queue? Mr.  Wfflson: 

Not  at  Jhese  rates.— Mr.  Doodson:  It  would  .be  difficult 
to  raise  substantial  sums  on  a -five  year  mortgage  at  the 
present  time,  because  the  people  with  mortgage  money  in 
largish  sums  'are  demanding  10, 15  or  20  years. 

8515.  'Would  I ibe  right  in  suppling  that  you  can  raise 


of  England? Mr.  Watson : Tiherc  have  been  no  official 

.protests  at  aJl  from  the  associations  of  local  authorities. 
■Whether  any  local  authority  has  made  protests  other  than 
trying  to  put  pressure  on  their  issuing  houses,  I do  not 
know.  I have  not  heard  of  any.— Mr.  Bland:  We  do 
not  think  it  very  much  use.  We  feci  that  these  jssura  are 
so  controlled  by  general  Government  policy  it  really  is 
wasting  time  to  protest  'to  any  Government  department. 
We  feel  that,  as  soon  as  the  Government  think  it  right,  it 
will  so  move. 

8526.  Have  you  noticed  various  'public  statements  by 
the  CluncoUor  of  the  Exchequer  and  the  Governor  of  the 
Bank  of  England,  sayinig  that  the  policy  of  the  Government 
was  to  turn  short-term  idebt  into  long-term  debt?  Have 

you  not  quoted  those  statements  to  the  authorities? 

Mr.  Bennett:  Not  as  an  association. 

8527.  Chairman:  You  regard  Government  ipolicy  as 

immovable  on  this  matter? Only  three  months  ago  we 

last  had  'lliis  .matter  up  in  Essex.  They  are  ''“7 


money  on  short-term,  say  for  under  a year,  at  the  going  __ 

rate  which  is  a high  rate,  or  you  can  raise  it  for  ten  craev';'*wV  WCTe  told  'that  we  were  no't  dn  the  first  ten. 

or  longer,  (but  that  the  period  in  betW(5en  is  (more  dillioult  ? ^ ^ riever  get  anylhing  further  than  that. 

1 should  say  that  up  to  ten  years  is  a difficult  period  » ....  

for  large  sums. 

8516.  Lord  Harcourt:  Because  the  lenders  of  large 
amounts  are  looking  for  'long-tenm  investments? 

Exactly. 


8528.  Have  you  worked  out  tihe  extra  cost  of  borrowing 

as  you  have  to? Mr.  Dennett : I do  not  think  we  are 

very  anxious. — Mr,  Watson:  At  the  moment  those  « 
us  who  can  do  so  borrow  short  term  in  the  hope  that  the 
long-term  rate  will  come  down,  even  if  slightly.  It  ,is 
so  much  cheaper  to  borrow  at  a higher  rate  now,  if  m 
the  next  two  years  the  rate  is  going  to  fall  1 .per  cmt. 
We  ^ould  save  a certain  amount  of  money.  I am  content 
to  be  on  the  'list,  which  allows  mo  to  'borrow  short  term 
'Without  any  criticism  from  .the  Treasury. 

8529.  Chairman : At  the  end  of  paragraph  24  you  say : 

“ to  meet  the  capital  expenditure  which  can  no  tefiger 
be  financed  out  of  borrowings  from  the  [Public  Worxs 
Loan]  Board  local  auhorities  arc  having  to  seek  alterna- 
tive sources  'to  the  extent  of  between  £300  million  and 
£400  miliion  annualdy." 

From  what  you  have  told  us  this  afternoon  they  are  in 
fact  at  present  finding  those  sources? Yes. 

8530.  Sir  Reginald  Verdon  Smith : .Is  that  £400  million 
all  new  money  or  partly  replacement  of  existing  debt? 

Mr.  Doodson : That  is  all  to  meet  current  capital  expen- 
diture. 

8531.  CAairman:  You  sayin  paragraph  33: 

“County  Councils  are  empowered  iby  the  Local  uqv- 

ern'ment  Act,  1933,  to  raise  loans  by  mortgage.  Unlike 
stock,  mortgages  are  not  trustee  secunU«  umess,  me 
authority  has  been  authorised  to  issue  housing  bonds. 

The  new  Local  Goverament  Act  will  alter  that? Mr. 

Watson : That  is  so. 

which  will  L® thi*  ft  ^ 


8517.  Professor  Sayers:  Have  you  ever  .protested  against 

the  queue? Mr.  Bennett:  We  have,  but  it  does  not 

make  any  difference. 

8518.  Have  you  ever  been  given  a reasoned  answer? 

Mr.  Benneff : Not  what  we  call  a reasoned  answer  ; 

it  is  a matter  of  opinion  what  is  a reasoned  answer. 
—Mr  Doodson:  Apart  from  the  L'ondon  County  Council 
issue  in  February,  1958  there  have  been  no  county  council 
issues  at  all  since  January,  1957. 

8519.  Sir  Reginald  Verdon  Smith:  Is  that  not  for  want 

of  trying  on  (the  part  of  county  councils? Indeed  not ; 

a lot  of  us  have  our  names  down  in  the  queue. 

8520  Not  only  down  but  actively  wanting  to  proceed 

at  the  first  opportunity? IWe  were  told  last  year  .that 

there  was  not  the  slightest  hope  of  getting  a stock  jssito 
before  the  summer  or  autumn  of  this  year,  even  if  .the 
issues  went  on  in  the  way  they  were  going  at  that  time; 
since  then  there  has  been  a slowing  dovra  of  local 
authority  issues. 

8521  Mr  Jones:  .When  you  get  your  stock  issue, 
whether  it  be  for  £3  million  or  £5  million,  will  you  then 
redeem  a good  deal  of  this  mortgage  and  short-term  debt 
as  well  as  making  provision  for  the  capital  developments 

you  have  in  hand? ^A  lot  depends  on  the  amount  of 

the  issue  we  get,  but  I cannot  think  we  shall  get  an  issue 
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naimber  of  years  ago,  becaiise  so  .many  of  lihe  investment 
funds  thait  previouSy  were  partioulady  interested  in.  local 
aiuthoiaty  mortgages  are  now  going  more  fox  equity  shares., 
I do  not  diink  the  market  is  so  wide  as  it  was  for  local 
authorities  in  that  respect. 

8533.  In  panagraiii  35  you  say : 

“ Other  restoictions  imposed  by  the  Treasury  reqirire 
that  new  mortgages  diaJi  be  for  a definite  term  and  iit 
must  not  ibe  a provision  that  after  reaching  'the  stipulated 
date  for  repayment  or  renewal  it  may  continue  to  run 
on  at  notice.” 

Did  you  say  that  that  restriction  had  been  dropped? 

It  has  not  been  dropped,  tout  it  is  intended  to  drop  it 
when  circumstances  permit. 

8534.  How  old  is  that  restriction?  Does  it  go  toack  to 

the  war? Mr.  Doodson:  Yes. — Mr.  Watson:  It  is  only 

in  the  last  two  or  three  years  that  the  Treasury  have 
allowed  these  short-term  mortgages  'below  seven  years  at  all. 

8535.  In  paragraph  40  you  come  on  to  deal  with  the 
method  of  'temporary  borrowing.  There  is  a growing 

reliance  on  temporary  borrowing,  I gather? Yes,  there 

is  no  douibt  about  .that. 

8536.  You  say: 

“ there  appears  ito  be  a growing  tendency  for  industry  /to 
lend  money  temporarily  surplus  to  requirements  to  local 
aur&orities  and  at  rates  whidh  compare  favourably,  from 
a lendiOT’s  point  of  view,  with  ibamk  depoat  rate  and  the 
yield  on  Treasury  Bills.  At  itiie  time  of  .preparation  of 
this  evidence  local  authorities  are  paymg  about  7 per  cent, 
for  temporary  money  compared  with  the  /bankers’  deposit 
rate  of  5 per  cent.  a,nd  the  current  Treasury  Bill  rate 
of  approximately  6f  per  cent.” 

^That  has  dropped  rou^ly  toy  one  per  cent,,  with  .the 

fall  in  Sank  iRate. 

8537.  Professor  Ceiirncross:  Can  you  give  us  any  indica- 

tk)>n  how  much  of  this  tempotnary  honrowi/ng  there  is? 

Mr.  Dood.<!on:  The  figure  for  1956  is  not  .more  than  £4 
millions.  The  returns  are  o,nly  submitted  every  two  years 
and  the  form  for  1958  will  not  be  ready  until  Septembw 
of  this  year.  If  'the  Committee  wished,  we  could  submit 
a further  paper,  t^ing  out  a sample  of  all  county  oouncils. 
It  would  rather  more  dilficult  to  do  it  for  all. — Professor 
Cairncro.is : I think  we  can  wait  until  the  figures  appear  in 
the  ordinary  way. 

8538.  Chairman:  Then,  to  pass  on,  your  general  point 
in  paragraph  46  is  that  the  counity  councils’  need  for  money 

when  they  want  to  raise  it  is  am  inflexible  social  need? 

Yes. 

8539.  Professor  Sayers:  There  is  S0'me_  quailfication 
of  it  at  the  end  of  .paragraph  47.  I wonder  if  any  further 
qualification  is  to  be  'made  if  one  looks  at  .the  period  since 

the  enquiry  mentioned  there  was  put? Mr.  Watson:  I 

should  say  .^c  qualification  is  very  slight  indeed.  There 
are  very  few  authorities  which  have  amended  their  capital 
programmes  because  of  high  interest  rates.— Mr.  Bland: 

I should  be  su.rpris/Jd  if  'there  were  any  amendment  at  ail. 
—Mr.  Watson:  My  view  is  th^  my  authority  would  go 
on  with  its  capital  expenditure  if  the  rate  of  interest  were 

, 10  per  cent,  or  even  12  per  cent. — Mr,  Bennett:  The 
steadily  i/ncreasing  rate  is  a very  important  factewr,  and 
the  authorities  are  very  oaref’Ul  not  to  drive  tiiat  too  far. 

8540.  Professor  Cairncross:  I think  we  are  -being  given 
two  pictures.  I understood  the  capita  expenditure  was  not 
withm  your  oon'lrol:  that  it  was  <iio,tated  to  yiou  by  the 
central  Government?  "Mr.  Watson:  Dictated  as  to 
maximum.  The  authority  might  be  prepared  to  embark 
on  expenditure,  'but  at  the  moment  tiie  capital  programmes 
are  really  bare  essentials  of  the  vario^  services  which, 
regardless  of  interest  rates,  -must  be  carried  out,  and  in  fa^ 
were  carried  out  in  this  local  government  sector  because  of 
this  reason. 

8541.  What  were  the  eight  local  authorities  reteed  to 
here  deterred  from  diolng ; touil'di'ng  swimming  baths? 

Mr.  Doodson:  Building  county  offices,  in  o^ne  case.  Fifty- 
three  out  of  the  sixty-one  county  councils  said  -Itoe  had 
been  no  abandonment  or  deferment:  three  saad  there  had 
been  deferment  affecting  sma'H  sdiemes  and  four  others 
spewed  schemes  amounting  to  £175,000.  In  the  c^  of  one 
authority  the  topdnion  was  there  had  been  some  deferment; 
ithey  could  not  say  exactly  what  it  was. 


8542.  Something  not  so  dosely  connected  with  the  central 

Government’s  schemes? Mr.  Bland:  For  instance,  new 

courts. 

8543.  Professor  Sayers:  Your  most  recent  answers  have 
been  directed  to  telling  us  that  the  capital  works  of  the  local 
authorities  'are  at  the  bare  minimum,  and  that  any  further 
rise  in  interest  rates  would  lead  to  no  change  in  pro- 
grammes. Suppose  that  rates  of  interest  were  very 

materially  reduced ; would  there  be  an  increase? Mr. 

Bennett : Not  in  my  case. 

8544.  Because  you  are  liini.ted  by  building  capacity? 

Mr.  Bennett:  We  have  five  years’  work  in  hand  at  the 
moment.  The  interest  rate  does  not  influence  it  at  all. 

I should  say  for  all  the  big  authorities  that  would  be 
common.  There  might  be  small  authorities,  one  or  two 
little  counties,  where  it  m'igbt  be  effective,  but  the  overall 
picture  is  that  the  local  authority’s  expenditure  would  not 
increase  by  any  reduction  in  dnteresit  rates. — Mr.  Watson: 

I would  want  to  qualify  that  a little,  in  that  I think  my 
authority  would  wish  to  push  Government  departm«its  a 
little  harder  if  interest  rates  went  down.  That  was  the 
experience  after  the  war. — Mr.  Doodson:  I would  agree 
with  that. 

8545.  Chairman : Then  you  say  in  paragraph  48  that  you 
have  had  several  appeals  by  -the  Government,  which  no 
doubt  you  have  carried  out.  When  was  the  most  recent 

appeal? Mr.  Bennett:  Last  year. — Mr.  Bland:  In  fact 

they  did  the  pnining  themselves. — Mr.  Bennett:  We  come 
back  into  further  education  here,  because  that  is  one  field 
where  a substantial  reduction  could  be  made ; in  the 
other  field  they  are  very  small  investments. 

8546.  Professor  Sayers:  Coming  to  paragraph  58,  do 

-the  county  councils  want  the  £3  million  minimum  for  stock 
issues  to  be  dropped? Mr.  Watson : Yes. 

8547.  Have  you  asked  Cor  it  to  be  dropped? Yes; 

that  was  refused. 

8548.  Were  you  given  any  reasons? Mr.  Doodson: 

The  reason  given  was  that  it  was  to  reduce  the  pressure 
on  'the  issue  market. — Mr.  Watson : The  proposal  was  put 
from  the  County  Councils’  Association  that  three  or  more 
county  councils  with  £1  million  requirements  might  come 
together  and  go  in  the  list  for  £3  million  or  more,  but  that 
'has  been  turned  down  very  recently. 

8549.  Chairman : If  you  apply  this  £3  million  limit  to  the 
county  councils,  and  take  out  all  that  do  not  want  to 
borrow  £3  million,  /that  assumes  that  councils  with  require- 
ments for  less  than  £3  million  have  an  easier  means  of 

finding  .money  elseiwiheire? It  .assumes  it,  tout  those  who 

are  issuing  stocks,  say,  for  £1  million,  which  two  or  three 
county  councils  have  done  by  private  issue,  have  found 
it  relatively  simple,  because  the  whole  amount  of  it  was 
taken  up  by  three  or  four  large  institutions.  We  would 
very  much  like  to  be  able  to  revert  to  that  practice  of 
private  placing. 

8550.  You  are  not  allowed  to  do  that  either? Mr. 

Bland : No.  One  assumes  that  it  is  deliberate  policy  to 
limit  the  demand  on  the  capital  market  and  keep  the  local 
authorities  in  the  mortgage  market. 

8551.  Professor  Sayers:  It  does  not  affect  your  capital 

needs  at  all? ^No.  Admittedly  if  they  did  make  it 

easier  for  the  smaller  counties  to  band  together  and  come 
•together  to  the  market,  it  would  only  mean  the  queue 
would  be  longer. 

8552.  Chairman:  Do  you  think  it  is  a fact  that  the 

county  council  with  smaller  requiremen/ts,  which  may  be 
•the  smaller  county  council,  can  more  easily  find  money 
outside  stocks  issue? 1 do  not  think  so. 

8553.  Has  the  selection  of  £3  million  rather  'than  £2  or 
£4  million  worked  paiticulaily  to  the  disadvantage  of  county 

councils  rather  'than  other  authori-ties? Mr.  Watson: 

One  does  not  know  what  /boroughs  ware  in  the  list 
for  smallw  amounits,  butt  so  far  as  one  knows  the  private 
placings  that  were  allow^  o-f  f 1 million  were  mainly  county 
council  issues.  There  were  very  few  borough  private 
placings  that  one  knows  of ; but  there  is  not  much  pub- 
licity given  to  it. 

8554.  Could  you  say  the  experience  with  the  £3  million 
minimum  has  produced  a tendency  to  borrow  more  than 

might  actually  be  needed? Mr.  Doodson:  I do  not 

think  one  can  say  that. — Mr.  Watson:  There  has  been 
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no  issue,  and  itime  lias  gone  on,  so  that  those  who  might 
have  gone  for  £2  .million  are  now  ready  to  borrow  £4 
inilliMi. 

8555.  Mr.  Jones:  'Might  not  an  iaue  of  £3  million  be 

more  th'an  a co'unty  coundl  required? Mr.  Bland : 

It  would  be  much  too  big  for  my  county,  which  is  one 
of  the  fairly  small  ones,  though  not  among  the  smallest. 

8556.  So  if  you  were  afforded  the  privilege  to  issue 

£3  TnilfHon  worth  of  stock,  you  might  have  a situation 
where  you  had  more  money  than  you  required,  and  there 
would  be  a waste  of  the  national  credit.  Oould  it  happen 
like  'that? Mr.  Bland:  No.  We  must  have  loan  sanc- 

tions to  cover  it.— Mr.  Watson : It  means  that  we  must  be 
able  to  visualise  ecpenditure  within  <the  next  two  or  three 
years  for  that  issue. 

8557.  Could  you  see,  say  in  Derbyshire,  a situation  m 

which  you  coi£d  be  more  efficiently  served  by  a stock  issue 
of  £2  raffier  than  £3  million? ^Not  in  Derbyshire  be- 

cause our  capital  expenditure  is  running  at  £2  million  a 
year,  but  I could  see  it  in  the  case  of,  say,  Shropshire ; 
there  a £2  .rn-Ulion  stock  issue  woidd  cover  three  or  four 
years’  requirements,  which  one  mi^t  think  reasonable. 

8558.  When  an  auiChority  like  youre  raises  £3  million 
worth  of  stock,  does  it  redeem  mortgage  stock  and  redeem 
short  (term  loans  as  well  as  making  provision  for  forward 

capital  development? ^It  would  have  to  be  partly  for 

the  redemption  of  short  term  money  and  partly  forward 
deiWopment.  When  our  turn  comes,  we  ^all  look  closely 
itjOur  requirements  and  decide  just  what  the  issue  should 
be.  It  be  subject,  .to  agreement,  but  it  will  certainly 
have  to  be  more,  if  we  can  get  it,  rthan  the  figure  on  the 
Ust  now. 

8559.  To  the  extent  therefore  that  you  redeemed  diort- 

term  loans  and  mortgages,  there  would  be  money  avail- 
able for  the  provision  of  further  credit? ^Yes. 

8560.  Professor  Cmrncross : In  paragraph  60  you  say : 
“Action  by  the  banks  does  not  appear  to  have  had  any 
general  effect  on  coimty  councils’  arrangements  for  meet- 
ing that  short-term  requirement  ” ; but  you  say  in  para- 
graph 44  that  some  county  councils  have  been  refused 
overdraft  facilities  pending  the  raising  of  stock.  Has  this 
been  common?  You  imply  here  that  tbe  inability  to 
make  a stock  issue  at  the  time  you  like  has  put  you  in 
some  difficulty  because  the  banks  have  not  always  been 
prepared  to  give  "you  an  indefinite  overdraft  and  you  have 

had  to  go  elsewhere? Mr.  Doodson:  La  a minority 

of  cases. 

8561.  When  it  has  occurred  have  you  been  able  to  get 
acconomodation  at  the  lower  rates  referred  to  in  paragraph 

60? ^Yes.  Finance  has  been  secured  in  some  way  or 

other. 

8562.  Cheaper  than  the  banks? ^Possibly,  yes.  The 

difference  at  the  moment  would  be  about  i per  cent. 

8563.  Chairman:  In  paragraph  87  you  refer  to  money 
bills  for  temporary  finance.  Do  you  know  the  reason 
why  you  are  not  allowed  to  use  that  instrument  today, 


except  in  a few  cases? ^No.  The  Treasury  apparently 

do  not  like  it.  They  possibly  consider  it  unnecessary  com- 
petition in  the  money  market.  Perhaps  that  is  rather  an 
unfair  observation : it  may  be  that  they  had  some  experi- 
ence with  a few  authorities  who  have  had  the  power  to 
issue  them;  but  they  are  still  being  issued  and  one  does 
not  hear  of  such  difficulties. 

8564.  Professor  Sayers:  How  can  you  say  the  Treasury 
do  not  like  it?  Do  they  not  do  it  themselves  on  an 

enormous  scale? ^They  do  not  like  it  for  local 

authorities. 

8565.  Chairman : You  cannot  think  of  any  reason  why 

their  use  should  not  be  allowed? ^No. 

8566.  Then  we  come  to  the  summary  of  concisions. 

Are  we  right  in  thinking  that  it  is  one  of  your  principal 
propositions  to  us  you  are  treated  less  favourably  than  the 
nationalised  industries,  that  your  capital  expediture  is 
under  a more  rigorous  control  than  the  capital  expendi- 
ture of  the  nationalised  industries? Mr.  Bland:  I 

should  say  that  our  chief  complaint  is  that  we  should  be 
where  they  are.  Carrying  out  Government  policy  we 
should  be  able  to  borrow  virtually  at  Government  rates. 

8567.  Professor  Cairncross:  You  refer  in  paragraph  78 
to  the  fact  that  you  are  paying  a half  per  cent,  more  than 
the  nationaOsed  industries.  Is  that  a major  point  in 

your  evidence  today? Mr.  Watson:  Not  a major 

point,  I think,  We  feel  a little  hurt  that  the  nationalised 
industries  have  taken  the  place  that  we  used  to  enjoy 
vis-d-vis  the  Public  Works  Loans  Board.  We  cannot  go  to 
the  Exchequer  as  we  used  to  be  able  to.  Someone  else 
is  getting  the  money,  and  at  favoured  rates ; but  we  think 
our  services  are  such,  and  are  so  controlled  by  tbe 
Government,  that  we  ought  to  be  virtually  on  the  same 
terms  as  the  Government  in  the  matter  of  financing  our 
expenditure. — Mr.  Bland-.  We  also  complain  that  our 
task  is  made  much  more  difficult  administratively  with 
the  amount  of  messing  about  that  has  to  be  done.  We 
have  to  the  money  as  and  where  we  can. — Mr. 
Watson : We  get  a little  incensed  when  we  see  ourselves  in 
competition  with  each  other.  One  only  has  to  look  at 
the  national  papers ; some  authorities  offer  more  than 
others.  One  in  the  Midlands  offers  at  a higher  rate  than 
an  authority  in  the  north-west.  It  is  unfortunate  that  this 
should  be  happening,  we  think  ; it  is  all  the  same  kind  of 
expenditure,  the  same  kind  of  security,  and  it  ought  to 
be  at  a levd  rate. 

8568.  Chairman:  I thought  you  did  not  really  expect  to 
rely  on  local  money,  so  that  the  local  element  of  money 
does  not  matter.  Do  you  not  go  for  your  money,  when 
you  cannot  go  to  the  Public  Works  Loans  Board,  to  a 

centre  like  London  or  Chester? Mr.  Bland:  Even 

there  we  are  competing  with  each  other  through  our 
brokers. 

8569.  Do  you  not  get  some  sense  of  security  from 

the  fact  you  are  competing  with  each  other? ^Not 

with  money  as  ^ort  as  it  is  today. 

Chairman.  I think  that  completes  our  questions.  We 
are  much  obliged  to  you,  gentlemen. 


(.The  witnesses  withdrew) 

L.  A.  Wilson,  Esq.,  Chairman,  and  R.  E.  Liddiard,  Esq.,  representing  the  British  Federation  of  Commodity  Associations* 
Ltd.,  c^ed  and  examined. 


8570.  Chairman : In  ithe  paper*  which  you  have  been 
good  enough  to  send  us,  you  begin  by  telling  us  ffie 
history  of  how  the  Federation  came  into  existence,  and 
you  sa.y:  “The  trade  associations  which  the  Federation 
represents  provide  rules  for  mem'bership  and  a framework 
of  discipline  and  a power  of  sanctions  fiiat  has  been  found 
esseotiall  in  the  arrangements  made  between  the  commodity 
markets  and  the  Bank  of  England  for  banking  activities.” 

Would  you  enlarge  on  that? Mr.  Wilson:  Possibly 

“found  essential  in  file  arrangements”  could  be  mislead- 
ing ; it  might  be  better  to  say  that  the  sanctions  which 
were  required  in  iniplementiiig  the  schemes  of  the  Bank 
of  England  require  that  market  executives  should  be  able 
to  exercise  control  over  their  members,  in  the  case  of 
infringements  of  the  regulations  or  trade  ■ getting  out  of 
hand.  That  is  what  is  meant. 

8571.  What  sort  of  thing  happens?  If  there  were 
breaches  of  exchange  control  regulations,  would  they  be 
repocted  by  the  auGiorilies  to  the  Federation’s  governing 

• Memoranda  of  Evidence  Part  YII  No.  3. 


body? It  would  not  be  to  the  Federation:  it  would 

be  to  tbe  respective  trade  associations  ; and  if  it  came  to 
the  notice  of  the  authorities  that  there  had  been  infringe- 
ments of  exchange  regulations  I imagine  most  of  the 
associations,  certainly  the  one  I am  more  closely  associated 
with,  would  take  very  strong  disciplinary  action,  even  to 
the  extent  of  exipelling  them. 

8572.  Do  you  fine  them  at  all? There  have  been 

occasions  of  fines,  but  I cannot  recall  a case  of  expul- 
sion or  fin*  in  connection  with  the  Bank  of  England 
s^emes. 

8573.  Professor  Cairncross:  Can  you  tell  us  what  com- 
modities are  now  covered  by  the  associations? Wool ; 

chemical  and  dyestuffs  trades ; edible  nuts ; general  pro- 
duce, by  which  we  mean  gums,  peppers,  spices  and  that 
sort  of  thing ; cotton ; cattle  food ; copper  ; jute  ; metals ; 
oil  and  tallow  trades  ; shellac ; sugar ; rubber  ; and  timber. 
Some  of  these  commodities  are  divided  up  among  more 
that)  one  association.  There  are  about  twenty-two 
altogether. 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


MINUTES  OF  EVIDENCE 


551 


14  May,  1958] 


Mr.  L.  a.  Wilson  and  Mr.  R.  E.  LrooiARD 


[Continued 


8574.  You  include  practically  all  of  the  major  staple 

commodities? iWith  the  exception  of  grain  and  cocoa. 

8575.  Professor  Sayers:  In  paragraph  3 you  mention 
■the  ttendancy  to-  diift  over  Hihe  years  froin  acceptances  iatO' 
cash  advances  and  overdrafts.  Has  there  heen  any  accelera- 

•tion  of  that  tendency  since  the  war? Mr.  Liddiard: 

This  Federation  did  not  exist  .before  'the  war,  and  I am 
not  really  old  enough  to  know  how  it  worked  before  the 
■war.  If  you  compare  the  immediate  ■post-war  period 
with  the  present  the  number  of  bills  are  increasing ; but 
at  the  present  mo^ment  and  over  most  of  the  .post-war 
period  the  rates  for  cash  advances  .have  been  more  attrac- 
itive  than  Ithose  for  bffls,  whioh  also  enttail  a oommiidmanit 
for  a longer  period. 

8576.  Chairman:  You  also  .make  the  point  that  you 
do  not  have  to  take  more  money  than  you  need  fro-m  day 
to  day  on  a banker’s  line  of  credit.  Is  it  also  to  any 
extent  the  fact  that  in  the  case  of  the  ■bank  overdraft  you 
think  the  banker  mi^t  be  a Uttle  more  tender? — 
would  doubt  ithaiL  To  some  estent  ithere  is  also  Ithe  point, 
which  affects  trades  with  certain  foreign  countries  that 
ask  for  60  or  90-tday  drafts : if  jthey  are  drawn  in  Ijondon 
there  remains  final  recourse  against  the  hader  who  also  h^ 
■his  name  on  the  bill.  This  point  is  partioulmly  valid  if  the 
bills  'are  on  a foreign  bank  in  iJon^n  whkii  mi'ghlt  dose 
down. 

8577.  Professor  Cairncross : Have  you  observed  a shift 
in  individual  trades  over  long  or  short  periods  of  time 
in  response  to  differences  in  interest  rates?-; — The  Federa- 
tion has  not  a secretariat  to  be  able  to  give  that  sort  of 
answer,  if  I could  bring  that  ■back  to  a single  commodity, 
sugar,  there  are  undoubtedly  times  when  producers  ask 
for  credit  facilities  ; by  &at  means  very  often  the  London 
biiU  ’is  introduced  in  the  movement  of  their  goods.  In 
other  words,  sometimes  they  prefer  to  get  their  payment 
immediately,  and  it  is  financed  in  London ; on  other 
occasons  they  prefer  to  wait  until  die  goods  arrive  and 
get  their  money  when  the  .buyer  pays  ■for  it. 

8578.  Professor  Sayers:  Later  on  you  talk  about  the 
use  of  day-to-day  call  money ; you  say  that  such  day-to-day 
borrowing  “has  its  obvious  dangers  unless  kept  within 
very  close  bounds.”  Do  you  mean  dangerous  to  the 
borrowers  or  dangerous  to  someone  else?-;-;— A com- 
modity trader  requires  sufficient  credit^  facilities  behind 
him  in  proportion  to  the  commodities  which  be  is 
handliug.  K be  is  taking  all  his  money  to  finance  goods 
afloat  on  a twenty-four  hour  call,  and  he  finds  they  are 
all  called  in,  he  may  find  himself  without  even  the  second 
line  of  defence  and  in  trouble. 

8579.  The  answer  to  my  question  is  that  the  dangers  you 
were  thinking  of  are  dangers  to  the  iborrowers?-— Mr. 
Liddiard : Dangerous  to  the  •trader  as  a .method  of  financ- 
ing.—Mr.  Wilson : if  I could  supplement  that,  the  merchant 
does  not  always  know  when  documents  are  to  .be  presented 
to  him.  He  may  .not  always  be  able  to  tell ; he  may  get 
a ^eat  weight  of  docmnents  to  take  up. 

8580.  Chairman : Then  you  go  on  in  paragraph  4 : 

“ At  no  time  during  the  recent  credit  squeeze  ba-ye 
the  commodity  markets  .been  seriously  hampered  in  their 
operations  by  inadequacy  of  the  credit  facilities  available 
to  them.  There  is  evidence,  however,  that  tight  monw 
conditions  which  have  been  experienced  almost  through- 
out the  world  have  had  a marked  influence  in  lowering 
ttbe  prices  of  the  ooiinmoditias  in  iwhcdb  Ibey  tirade.  Con- 
sumers have  been  encouraged  to  reduce  their 
inventories.  ...” 

Professor  Sayers : What  evidence  have  you  in  mind 

there? It  has  been  the  experience  of  both  produces  of 

orimary  commodities  and  merchants  handling  them  in  the 
Murse  of  shipment  and  distribution  that  if  they  were  to 
avoid  the  embarrassment  of  the  credit  squeeze  they  must 
get  rid  of  dieir  goods  as  -quickly  as  possible  or  hold  less 
stock. 

8581.  You  are  speaking  here  of  what  has  happened  to 

people? 1 am  speaking  of  recent  history,  yes. 

8582  This  is  not  speculation  on  what  might  have 

happened? iMr.  Wilson : No,  that  has  been  an  ex^n- 

ence— Mr.  Liddiard:  It  .is  a little  difficult  to  know  whi^ 
came  first,  the  falls  ■in  the  commodity  prices  or  the  credit 
squeeze  We  have  stated  it  here  that  the  tight  money 
brou^t  about  the  falls.  I think  it  is  not  fair  to  put  such 
a complete  emphasis  on  tight  money,  -because  it  also 
depends  to  some  extent  on  the  crops.  In  certain  commodi- 
ties we  have  had  a shortage  of  supplies,  followed  by  greater 
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surpluses,  and  the  greater  surpluses  have  required  more 
financing.  Tight  money  on  top  of  that  has  accelerated  the 
fall  in  price  ; it  is  not  necessarily  the  sole  reason  for  it. 

8583.  You  are  now  speculating  about  reasons.  The 
statement  there  is  that  there  is  evidence  that  there  has  been 
a marked  influence  in  lowering  the  prices.  What  is  the 
evidence?  Has  it  been  the  experienceof  your  mem.bers  that 
because  people  have  not  been  able  to  get  credit  on  previous 

terms  Ibey  have  bought  less,  or  what? Again,  I should 

like  to  bring  it  back  to  a single  commodity : rubber  in  this 
case.  I ifbiiniV  tbeire  is  defimiite  evidance  that  the  iti^  money 
conditions  reduced  the  forward  and  current  buying  in  the 
world,  '^diucildoa  (remained  fairly  static.  That  cannoit 
change  quite  so  quickly.  Therefore  there  was  automatic- 
ally a position  of  under  buying  which  produced  the  lower- 
ing of  price.  Evidence  that  the  drying  up  of  buying  is  due 
to  the  tight  money  can  only  be  found  out,  by  people  such 
as  ourselves,  in  discussion  with  manufacturers  or  producers. 
The  fact  they  are  cutting  down  production  means  that  they 
cannot  see  so  far  ahead. 

8584.  Have  your  members  actually  learned  this  from 

people  with  whom  they  were  .trading? Mr.  Wilson : 

The  Chairman  of  the  Rubber  Trade  Association  said  at 
their  annual  meeting  in  February  last : — 

“ The  effect  of  the  credit  squeeze  and  the  tight  money 
coodi/tions  aimosa  ithmoughO'iit  itihe  woirld  ds  I believe  p^.tly 
responsible  for  the  present  somewhat  depressed  price  of 
natural  rubber.  Whether  you  be  a producer,  consumer 
or  imCTChant,  it  has  been  an  economic  necessity  to  reduce 
holdings  to  a minimum.  Consumers  have  therefore 
bought  less  in  order  .to  reduce  inventories,  and  producers 
and  merchants  have  been  anxious  sellers  for  the  same 
reason.  Markedly  easier  money  conditions  have  recently 
been  established  in  the  United  States  and  some  con- 
tinental countries,  and  ithe  'alleviation  of  our  present 
financial  restrictions,  even  if  only  in  a small  way,  would 
prove  a stimulant  to  our  market.” 

Those  remarks  are  made  in  the  light  of  the  Chairman’s  own 
experience  in  a considerable  business  with  world  wide 
rainifications,  and,  as  ;Mr.  UUiaiid  has  just  said,  we  know 
these  things  from  discussion  among  o-urselves,  from  experi- 
ence. We  do  not  analyse  .fljese  reasons.  We  do  not  keep 
records  or  prepare  statistics,  and  it  is  very  hard  to  produce 
anyAing  in  figures. 

8585.  Chairman:  This  question  of  separating  cause  and 

effect  from  each  other  is  one  of  the  most  difficult  things 
we  come  up  against,  and  we  should  like  to  get  your  own 
experience.  I gather  from  what  was  being  said  when  a 
question  of  “ under  buying  ” arose,  -that  one  of  the  ques- 
tions  which  emerged  was  ^e  expense  or  shortage  of  money. 
Did  I understand  you  to  say  that? Mr.  Liddiard : Yes. 

8586.  Professor  Sayers:  'Has  iit  Ibeen  at  all  noticeable 

whether  the  easier  money  conditions  that  have  been  experi- 
enced almost  itihxofuighout  the  iwoild  in  ithe  last  four  srrrooths 
have  had  a marked  influence  in  raising  the  prices  of  com- 
modities?  ^The  easier  money  conditions  are  rather 

patchy  in  the  world.  We  are  fluffing  the  contrary  is  rather 
tie  case  ; a large  number  of  countries  are  without  foreign 
exchange  and  their  purchasing  is  in  fact  very  much 
restrictSi. 

8587.  Sir  Oliver  Franks:  We  are  really  talking  about 
carrying  sBooks  over  a period;  it  md'ghit  ibe  merchanits’ 
stocks ; it  might  be  manufacturers’  stocks.  If  I under- 
stood it  rightly,  you  have  been  saying  that  for  a period 
of  time  there  has  been  a tendency  to  reduce  stocks  both 
among  producers  and  among  mo-chants,  and  .that  a part 
cause  of  this  has  been  tight  and  dear  money.  But  I have 
an  impression  that  o'ver  most  of  1957,  stocks  in  this 
country  did  not  fall.  Now  I think  that  stocks  in  -the 
sense  in  which  1 am  using  the  word  includes  work  in 
progress,  wffich  is  not  what  you  are  talking  about ; but 
over  what  period  would  you  say  that  stocks  in  -the  sense 
to  which  you  are  referring,  namely,  raw  materials  or  raw 
food  stuffs,  have  tended  to  fall,  so  far  as  your  own 
experience  and  that  of  people  with  whom  you  are  m 

direct  contact  goes? 1 think  in  dtis  type  of  conmodity 

trade  the  physical  level  of  stocks  in  a country  is  as  a 
rule  of  littie  direct  bearing  on  ithe  price.  The  producer 
is  producing  for  delivery  later,  and  it  is  the  impact  c)f 
drying  up  of  forward  purchasing  .that  will  lower  the  basic 
world  commodity  price  level. 

8588.  When  did  that  factor  of  reduced  forward  buying 

become  noticeable? Mr.  Wilson:  I think  .the  first 

2N 
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fma,ior  aafin®nce  was  American  Government  stockpiling 
•wihich  iias  .lindoubtedly  imd  an  efi«t_on  Mnsumers  and 
on  manufacturers ; whetihea:  or  not  it  is  claimed  as  stock- 
piling for  strate^c  purposes  only,  they  know  the  stocks 
are  ithare. 

8589.  That  is  in  fact  an  admin'istrative  decision  and 
not  a markek  factor  of  the  mairloet,  though  it  has  ooio- 

sequences  on  the  market? It  is  the  most  potent  factor. 

Then  we  have  missed  the  specoilator  ficom  most  of  these 
marJ»ts  since  1939.  The  effect  of  the  speculator  ibuying 
forward  and  paying  a premium  enabled  the  merchant  to 
(impoint  and  carry  slocks,  thereby  performing  a seirvice  in 
the  movement  of  these  commodities,  Those  ane  two 
general  facts  which  have  an  effect  on  the  price. 

8590.  Jf  you  contrast  the  first  six  months  of  1957  with 
the  second  six  months  of  1957,  wouW  you  say  that  there 
was  any  nodceable  difference  in  (the  anoount  of  forward 

buying  or  not,  lin  some  major  commodities? Mr. 

Liddiard : One  must  take  them  dmdiiwidiU'al'ly,  (because  they 
are  so  individual.  If  you  take  sugar,  there  was  a firemen- 
dorus  difference.  Historically  .there  it  was  as  nrach  a 
supply  and  demand  feature  as  anything  to  do  with  the 
fiina,nrJai  situation ; buying  in.  (the  first  half  of  the  year 
was  so  high  that  it  lifted  the  world  price,  and  in  the 
second  half  it  came  down.  For  the  first  few  imonlh.s 
of  'this  year  there  is  an  atmosphere  of  la  surplus  to  come 
which  has  held  nearly  all  ooiuntries’  buying  back  to 
the  minimum,  That  is  holding  the  price  down.  There 
are  other  factors  such  as  ihe  buying  of  the  Iron  Cu,r- 
tain  countries ; they  have  come  in  for  big  blocks  on 
occasions,  and  have  thus  supported  the  price. 


have  la  note  explaining  it.  If  wc  should  wi.sh  to  ask  any 
further  questions  on  it  after  that,  we  would  ask  you  to 
come  back  again. By  all  means,  my  LordJ. 

8596  Professor  Cfli'mcro.M;  Does  the  infonmation  in, 
naragraph  6 about  the  total  lurnovur  in_  commodities, 
which  you  say  may  be  set  at  £750  million  to  £1,000 
million,  cover  just  the  commodities  covered  by  the  mem- 
bers of  your  Association? Mr.  Wiiion:  I think  we 

would  have  to  admit  that  it  covcr.s  a wider  field  than  our 
own  members.  It  was  intended  to  refer  to  commodities 
generally  and,  as  I said,  there  are  stirnc  not  now  represented 
in  the  Federation.  Again,  very  few  conimodity  trade 
associations  keep  records  of  turnover.  It  is  only  where 
there  is  a fiatil'lcimc.nit  >houso  wihorc  contnaots  are  registered 
that  actual  figures  arc  available  ; but  it  is  possible  to  build 
up  fair  estimates  of  general  turnover.  In  1944  this 
Federation  carried  out  a survey  of  what  wc  called  the 
invisible  trade,  that  is  to  say  the  trade  which  does  not 
touch  these  shores.  It  is  quite  dated  now,  but  we  did  get 
some  very  accurate  figures  then  from  members  which  in 
turn  covered  only  a proportion  of  the  markets,  and  we 
arrived  at  a figure  of  approximately  £400  million. 
Allowing  for  increases  In  prices  recently  we  do  not  think 
it  would  be  a wild  figure  to  reckon  about  £750  million 
lo  £1,000  million  approximately  of  business,  the  physical 
side  of  which  docs  not  touch  this  country.  -Wr.  Liddiard-. 
One  can  check  this  against  the  Bunk  of  England’,s  reports 
on  the  turnover  through  their  schemes,  most  of  which  are 
within  the  commodity  groups  wc  arc  discussing.  They 
take  It  as  “ salM  to  non-sterling  area  destinations  ”,  and 
I think  in  1956  that  was  of  the  order  of  £420  million  to 
£430  million, 


8591.  Is  not  this  still  a ohaug©  in  physical  quantity 
nyarbflmgiing  die  market  and  actl,ng  on  prices,  rather  than 

the  bigh  cost  of  money? 1 think  that  is  itrue;  but  I 

do  not  honestly  'know  how  you  can  divide  .those  two 
in  the  minds  of  prospective  'buyers. 

8592.  I am  not  pretending  these  are  easy  questions. 

The  problem  is  to  see  from  your  direct  experience  of 
•these  matters  how  much  cor.tain.ty  we  can  find:  it  may 
be  it  cajuiiot  be  found.  I am  really  .pursuing  the  ques- 
tions ■j'ust  .to  see  what  you  realily  think  when  .pres-ved? 

I tWn,k  'the  degree  of  influence  that  the  supply  of  imoncy 
has  is  iquite  secondary  to  the  statistical  position  of 
■tile  lindiviidual  commodity  coincernod.  The  slalisticaJ 
poffltion,  I think,  plays  the  most  predominant  part;  then 
the  tightness  or  otherwise  of  imoney  probably  has  an 
adiding  or  a detracting  effect. 

8593.  Professor  Cairncross:  In  paragraph  5 you  say: 

“ During  ithe  .period  of  high  interest  rates  in  Loitidon  and 
of  the  consequent  widening  of  the  forward  prcm,ium 
at  which  many  ourrencies  hiavc  been  quoted  in  terms  of 
sterling,  .there  has  been  a certain  tendency  to'  i,nvoice 
exports  in  terms  of  dollars,  marks,  or  o ther  ouirrcncics  ”. 
Have  you  noticed  some  widening  of  the  discoun,t  O'H  for- 
ward sterling. in  consequence  of  the  raising  of  interest 

rates  in  London? 1 would  dike  to  ask  a banker  that 

question:  I do  not  know.  This  came  from  some  of  o-ur 
merchant  Ibankers*. 

8594.  Are  you  able  to  teJI  us  by  way  of  illustration 
what  co.mmodities  lhave  (been  inivoiced  in  this  way  in 

recent  months? Mr.  Wilson-.  I should  like  notice  of 

(that  question.  If  it  is  important  I would  like  to  su.bmit 
the  evidence  a little  latert . 

8595.  It  is  suggested  later  in  the  paragraph  that  this 
phenomenon,  wMch  I .must  confess  is  new  to  me,  “ is  a 
reiuindar  that  aibnocmaJIy  dear  money  in  the  London 
market  and  the  attendant  discount  on  forward  sterling 
must  in  the  long  cun  'be  dinimicad  to  .the  use  of  sterling  as 
the  ouirency  most  widely  used  in  .international  commodi.ty 
•trading.”  The  high  rates  in  sterling  maiy  be  iinimicaJ  to 
the  use  of  sterling  as  an  i'nter.natio-nal  currency,  .but  1 do 
not  tbii^  we  have  had  this  par'ticudar  reason  put  to  us 
before.  We  would  .be  interested  for  any  further  informa- 
tion you  have. — Chairman-.  Perhaps  you  would  let  us 

• Note  by  witness  to  Qn.  8593;  The  answer  to  the  question  would 
appear  to  be  that  high  interest  rates  attract  “ hot  money  ” from 
abroad  and  the  covering  exchange  operation  adds  to  the  pressure 
on  the  currency  and  results  in  a forward  discount. 

t Note  by  witness  lo  Qn.  8594;  It  is  not  possible  to  say  what 
particular  commodities  may  have  been  invoice  in  other  currencies 
th^  sterling  but,  in  general,  such  practice  would  apply  where  a 
British  concern  operates  through  oversea  associated  firms  which 
could  benefit  by  invoicing  in  a hard  currency. 


8597.  Sir  Oliver  Franks:  From  the  order  of  the  thought 
in  paragraph  6 it  would  soom  that,  while  the  bulk  of  the 
trade  is  in  commoditie.s  which  never  touch  the  shores  of 
this  country,  it  is  the  total  turnover  of  these  cornmodity 
markets  which  may  be  set  at  £750  to  £1,000  million;  so 
that  may  presumably  include  Iwlh  what  comes  to  this 
oouinllry  an.cl  wihat  .is  dealt  w.ilh,  nevor  reaching  this  oO'Uritry? 

1 do  no  think  so.  I am  .sure  these  particular  figures 

of  £750  million  lo  £1,000  million  arc  meant,  if  they  have 
not  been  clearly  expressed,  as  the  invisible  lr.ide  not  to 
this  country. 

8598.  Profe.ssor  Perhaps  wc  could  be  given 

two  figures  in  that  case:  one  for  _an  estimate  of  the 
volume  or  turnover  of  trade  which  includes  both  items, 
and  one  excluding  actual  imports  into  this  country? — - 
We  will  certainly  do  our  best,  but  it  is  a very  difficult 
one  to  find  oul§. 

8599.  Chairman : 1 wonder  if,  after  these  queries  today, 
you  would  check  up  with  whoever  formed  the  calculations 
and  let  lus  know  whether  there  is  any  enlargement  you 

would  like  to  make  on  them? Mr.  Wilson:  We  are  in 

process  of  trying  to  arrive  at  something  like  accurate 
figures,  but  it  is  very  difiicult.  Wo  have  been  working  on  it 
for  some  weeks. 

8600.  What  happens  on  the  po.si  hoc  inspection  of 
commodity  scheme  accounts,  referred  to  in  the  earlier  pari 

t Note  by  witness  to  Qn.  8595;  H is  important  to  this  point  that 
high  rates  of  interest  of  themselves  have  very  little  effect  on  the 
choice  of  currency  used.  It  is  the  relative  mte  bctw«n  sterling  and 
other  possible  currondes,  say  the  dollar  nr  the  dcutschmark,  and 
the  degree  of  stability  on  the  forward  exchonge  premium  or 
discount.  As  a rule  the  forward  discount  settles  at  a figure  which 
makes  the  cost  of  financing  in  sterling  very  similar  lo  the  cost  in 
other  currencies.  It  is  during  the  period  that  these  are  out  of  1'"® 
that  finance  and  trade  is  taken  to  any  cheaper  market.  If  the 
movement  of  internal  rates  is  rapid,  the  movement  in  forward 
exchange  rates  becomes  a disquietening  factor  and  foreign  traders 
are  inclined  to  withdraw  into  u steadier  currency.  This  may  well 
bo  a reason  for  the  action  of  moving  internal  rates  violently,  but 
each  time  use  is  made  of  such  a weapon  confidence  is  lost  and  the 
harder  it  is  to  persuade  them  to  return  to  sterling  trading. 

^Note  by  witness  lo  Questions  8596~98:  The  total  turnover  of 
the  commodity  markets  could  be  divided  into: — 

(a)  imports  into  and  the  re-exports  from  the  U.K.  (available 
from  Board  of  Trade  returns); 

(b)  trade  to  non-sterling  area  destinations  from  sterling  area 
(^excluding  the  U.K.)  or  non-sterling  area  origins  (available 
from  the  Bank  of  England  in  so  far  as  scheme  commodities 
are  concerned): 

(c)  trade  to  sterling  area  destinations  excluding  exports  from 
the  U.K. 

It  is  confirmed  that  the  estimate  of  £750  mn.  to  £1,000  mn. 
to  trade  under  (b)  and  (c);  trade  not  touching  the  shores  of  the  U.K.- 
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of  paragraph  7?  The  operations  are  carried  out  and 
finished,  I suppose,  by  ithe  itime  ithe  inspection  takes  place? 
Mr.  Liddiard : Yes. 

8601.  What  happens?  Are  people  sent  for? ^No. 

The  Bank  of  England  people  send  representatives  to  the 
offices  of  the  firms,  and  they  make  inspection  and  enquiry. 

8602.  If  the  inspector  docs  not  approve  or  queries  some- 
thing, what  happens? 1 presume,  to  begin  with,  he 

takes  it  up  with  iChe  firm  concerned.  If  he  is  no<t  satisfied, 
that  goes  back  to  the  Bank,  and  the  Bank  under  the 
scheme  will  either  take  it  up,  if  it  is  a matter  they  think 
the  market  should  deal  with,  or  if  it  is  an  illegality  they 
will  presumably  deal  with  it  direct. 

8603.  You  have  not  actually  had  experience? Mr. 

Wilson : No  experience  of  any  complaint,  but  plenty  of 
experience  of  the  machinery  working. 

8604.  These  accounts,  so  long  as  they  are  properly 

operated,  arc  outside  exchange  control? Yes. 

8605.  Professor  Cairncross:  You  know  of  no  case  in 
which  the  Bank  of  England  has  expressed  hesitation  about 

these  schemes? None  whatever.  Every  one  of  these 

markets  has  a 'liiaison  committee  with  the  Bank  of  England 
which  meets  regularly,  as  well  as  these  individual  inspec- 
tions of  books.  After  Inspection  has  been  carried  out  it 
may  occasionally  be  suggested  ,that  there  should  be  some 
veiy  slight  adjustment  of  internal  bookkeeping,  and  they 
have  called  attention  to  that ; but  that  is  very  different 
from  any  irregularity. 

8606.  Chairman : At  the  meetings  of  .these  liaison  com- 

mittees you  do  not  remember  any  question  of  any  sub- 
stance arising  out  of  an  insipecLion  being  brought  up? 

No.  The  Bank  now  has  relaxed  a groat  deal ; it  does  not 
inspect  as  frequently  or  as  many  accounts  ; nor  do  we 
have  as  many  meetings.  Wc  discuss  every  subject  con- 
nected In  any  way  wi  th  the  market. 

8607.  Professor  Cairncross:  Are  there  still  countries 

prepared  to  buy  commodities  for  sterling  which  they  are 
not  prepared  to  buy  for  dollars? Yes*. 

8608.  You  are  s&i’U  free  to  sell  ito  tbose  co'uoiitnies? 
Yes. 

8609.  Doe.s  that  happen  on  a substantial  scale? Yes. 

8610.  The  Bank  of  England  have  never  suggested  these 

transactions  should  be  limited  In  any  way? ^The  Bank 

have  always  said  thait  we  may  sell  goods  >to  any  country 
provided  that  we  get  payment  from  the  appropriate 
account. 

8611.  This  applie.s  to  all  exports  independently  of  the 

country  concerned? Mr.  Wilson:  I cannot  say  for  ail 

exports.  Those  purchased  for  dollars  may  not,  I agree, 
reach  this  country  and  may  therefore  never  appear  as 
imports. — Mr.  Liddiard : The  bulk  of  it  would  be  direct 
movement.  

• Note  by  witness  to  Qns.  8607  et  seqg.:  It  may  not  have  been 
appreciated  when  the  questions  were  put  that  for  the  purpose  of 
commodities  under  Bank  of  England  schemes  dollars  and  trans- 
ferable sterling  are  convertible  abroad  and  only  vary  to  the  extent 
that  the  official  and  free  market  rates  vary.  By  the  growth  of  the 
trade  in  commodities  produced  in  both  dollar  and  non-dollar 
areas  being  handled  in  sterling  many  countries  are  now  only 
buying  in  sterling.  In  addition  traders  abroad  sometimes  buy  in 
sterling  although  their  own  Government  allocates  dollars  to  them. 


8612.  There  os  no  restriction  as  to  the  countries  and  cur- 
rencies that  are  acceptable? Only  the  ordinary  exchange 

control  restrictions.  If,  for  example,  we  sell  sugar  to  China 
we  must  obtain  transferable  sterling,  because  China  is  in 
the  transferable  sterling  area  ; we  cannot  take  French 
francs  ; buft  thiat  is  'the  only  resitrictiioin. ; ithe  nonmal  restric- 
tion of  trade  between  the  U.K.  and  that  country. 

8613.  When  these  markets  were  re-opened  and  dealings 
were  freed,  was  there  an  increased  resort  to  purchases  from 
dollar  sources  for  sale  against  sterling?  I am  excluding 

the  grain  case. 'I  think  that  is  certainly  true.  The 

entrepot  trade  was  limited  before  these  schemes  came  into 
force,  at  a time  in  which  the  total  movanent  of  many 
commodities  was  on  the  increase,  and  the  commodity  com- 
panies in  iLondon  by  this  facility  undoubtedly  obtained 
more  of  the  world  movement. 

8614.  That  is  not  quite  the  point  I was  on ; the  question 
is  whether  the  change  that  took  .place  at  that  time  and 
progressively  over  the  past  few  years  has  been  one  involv- 
ing extensive  purchases  for  dollars  and  sales  to  countries 
not  themselves  prepared  to  buy  for  dollars  but  prepared  to 

buy  for  sterling? Mr.  Liddiard : 1 am  not  sure  we  could 

answer  that  questdoni  very  wel,  because  dn  cemtaiin  oouoltiies 
traders  have  access  to  dollars  or  sterling;  while  other 
countries  still  keep  controls  on  that.  The  total  volume 
that  is  dn  fact  .bought  in  sterling  is  larger ; the  amount  of 
trade  flowing  through  London  from  the  dollar  area  to  the 
tranrferable  sterling  area  is  undo.ubtedly  growing.  I do 
not  quite  know  how  we  could  differentiate  between  those 
countries  which  do  not  want  to  spend  their  dollars  and 
those  which  would  spend  dollars,  because  if  they  have 
sterling,  some  of  them  at  least  could  go  and  obtain 
dollars  with  'that  sterling. — Mr.  iWilson:  Is  not  this  a 
question  which  really  only  the  Bank  of  England  can 
answer?  They  have  the  records  of  all  the  commodity  trans- 
actions and  all  schemes  operating.  They  must  see  this 
picture  all  the  time : wc  do  not,  except  for  the  figures  we 
see  from  the  Bank  of  England,  which  we  promptly  have 
to  return  and  are  not  allowed  to  retain.— -Mr.  Liddiard : If 
1 may  bring  it  down  to  the  particular  and  again  take 
sugar,  which  is  my  own  commodity,  and  Japan:  Japan 
was  initially  a dollar  buyer.  Over  the  last  few  years 
there  is  no  doubt  that  she  has  been  buying  far  more  sugM' 
for  sterling  than  she  was  .before.  .'VNhether  that  sterling 
derives  from  sterling  trade  under  the  Anglo-Japanese  trade 
arad  ipayimen.ts  arnangamemts  or  whether  ik  is  dollars  gran'ted 
by  their  exchange  control  and  converted  into  sterling, 
1 am  not  sure ; they  do  have  that  facility  now. 

8615.  Has  there  been  a change  in  the  exchange  control 
regulations,  permitting  sales  to  Japan  to  be  against  sterling 

rather  than  dollars? As  soon  as  this  scheme  came  into 

force,  and  as  long  as  the  .proifit  received  from  Japan  was 
in  sterling,  we  could  take  sterling  or  dollars. 

8616.  It  has  nothing  to  do  with  any  change  on  the  .part 

of  the  Bank  of  England? ^No.  It  is  entirely  in  the  hands 

of  the  recipient  country. 

Chairman:  Thank  you  very  much,  iMr.  Wilson  arid 
Mr.  Liddiard,  .for  your  help.— —Mr.  Wilson:  1 am  afraid 
the  subject  is  very  highly  technical,  Mr.  Chairman ; J 
would  like  to  be  able  to  supplement  it,  if  your  Committee 
has  second  thoughts  on  other  questions  which  you  would 
like  to  put  to  'US. — Chairman : If  so,  we  will  let  you 
have  them ; any  help  you  can  give  us  will  always  .be 
welcome. 


(Adjourned  until  Thursdcfy,  15fA  May,  1958,  at  11  a.m.) 
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of  the  Export  Credits  Guarantee  Department,  called  and  examined. 


8^17.  Chairman-.  You  have  given  us  an  eacellent 
memorandum*  with  a great  deal  of  information  in  it,  which 
we  shall  all  have  in  front  of  us ; I should  like  you  to  have 
it  an  front  of  you  iloo.  I think  we  have  briefed  you  in 
advance  wiUh  1-he  nature  of  .the  various  suggestions  and 
comments  on  the  work  of  the  Department  which  we  have 
recedved  from,  outside  witnesses.  There  is  one  preliminary 
question  I should  like  you  to  take  up  and  enlarge  upon 
before  we  begin  to  run  throng  your  paper,  and  that  is 
the  nature  of  your  rolaEonship  with  the  Berne  Union. 
You  give  us  'the  history  of  it  in  paragraphs  92  to  95  of 
the  document ; the  Union  is  “ an  international  associa- 
tion of  credit  insurers  set  up  in  1934  by  four  founder 
members  ”,  the  United  Kingdom,  France,  Italy  and  Spain. 
“ Since  1934,  the  number  of  mensbers  has  risen  to 
eighteen  ...  in  sixteen  countries  plus  one  associate 
member,  the  Export-Import  Bank  of  Washington,  D.C. 
The  Union  now  employs  a full-time  Secretwy-General.” 
Would  I be  right  in  thinking  about  the  Union  that  it  is 
not  an  association  upon  vvhich  Governments  are  directly 

represented  but  it  is  an  association  of  credit  insurers? 

Mr.  Owen-.  It  is  an  association  of  credh  insurers. 

8618.  What  relationship  have  the  governments,  who  I 
suppose  in  many  cases  stand  behind  iChe  credit  insurers, 
got  towards  this  association?  Do  they  take  pant  at  all 

in  its  deliberations? Government  play  no  part.  The 

people  who  attend  the  meetings  of  the  Berne  Union  are  the 
actual  practising  credit  insurers. 


8619.  Thenyousay:  — 

" 93.  The  main  objects  of  the  Union  are  ‘ to  work  for 
the  rational  development  of  credit  insurance  in  the 
international  field  ’ by  providing  for  the  exdwnge  among 
members  of  dnformaition  and  views.  To  this  pur^e 
various  meetings  are  held  and  a considerable  amount  oi 
correspondence  is  entered  into. 

“94.  The  Union’s  Management  Oommdttee  has  the 
power  to  set  up  a Technic^  Sub-Committee  consisting 
of  experts  from  several  member  organisations  who  study 
partiouiar  problems  of  credit  insurance  pranciples  and 
t^hniqucs.  The  views  of  all  members  are  normally 
sought  before  a final  report  'is  made,  and  the  queshons 
are  discussed  at  the  Annual  Meeting  which  has  been 
held  every  year  tince  1947. 

“ 95  In  addition  the  Union  seeks  to  establish  a com- 
mon approach  to  the  creiit  terms  upon  which  members 
are  prepared  to  insure  business.” 

If  the  reports  are  made  and  resolutions  adopted,  have  they 
no  binding  effect  other  than  as  declarations  of  a given 

principle? ^They  have  no  binding  effect.  No  member 

makes  commitments,  or  asks  any  other  member  to  nj^ake 
commitments,  but  as  a result  of  the  discussions  which 
* Memoranda  of  Evidence  Part  IV  No.  6. 
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take  place  on  the  many  problems  common  to  all 
credit  insurers,  irrespective  ctf  nationality,  it  is  usualy 
possible  to  detect  a code  of  sound  credit  insurance  practice 
from  which  any  .memiber  knows  lOhat  he  departs  at  his 
peril.  But  it  is  at  bis  personal  patnl,  or  rather  the  pen! 
of  has  company,  because  he  makes  no  comimitments  and 
no  one  asks  him  to  make  any  oommitments.  What  we  are 
all  dnteres.ted  in  as  credit  insurers  is  the  praocice  of  sound 
credit  insurance:  the  practice  of  that  form  of  insurance 
whith  exists  ito  make  sound  credit-giving  safer. 

8620.  With  regard  to  .that  no  doubt  important  element 
of  the  cominTOii  problem  which  involves  the  length  of 
the  terms  of  credit  insured  may  not  some  countries  be 
in  a very  different  posdtion  from  other  countries  from 
the  point  of  view  of  what  they  think  sound  and  wise? 
How  as  that  met  lin  'Uhe  discussions  on  what  to  do?-; — 
There  is  very  little  difference  between  the  point  of  view 
of  the  various  credit  insurers  as  to  what  is  sound  and 
wise  from  the  credit  insurance  point  of  view  ; I personally 
have  Httle  douibt  that,  if  credit  insurance  were  to  be  left 
in  the  hands  of  professional  practitioners  of  cretht 
insurance  wu>thout  governmental  interference  there  would 
be  a marked  similarity  bawcen  the  results  of  that  prac^e. 
It  does,  however,  happen  that,  by  nature  of  the  relation- 
ship between  the  credit  jnsiurers  and  the  Governments 
which  stand  ibehind  the  credit  iusorers  in  one  form  or 
another  circumstances  do  exist  in  other  countries,  as  they 
could  exist  in  this  country,  where  the  administration  issues 
an  order  to  the  credit  insurer  to  do  a certain  thing.  The 
credit  insurer  may  advise  against  it;  he  may  say:  If 

I do  thte  the  consequences  of  the  doing  of  tms  on  the 
rest  of  my  business  will  be  such  and  such,  and  the 
consequences  of  the  doing  of  this  on  my  relations  with  my 
fellow  practitioners  in  other  countries  will  be  such  and 
such  ”.  But  that  advice  can  in  the  last  resoirt  be  thrown 
out  of  the  wiindow,  and  an  instruction  can  be  issued  by 
the  adm'indstration  to  the  credit  insurer.  In  such  cases 
there  is  no  remedy,  We  may  discuss  it,  after  the  credit 
insurer  has  reported  that  he  has  done  something  which  is 
so  wddeliy  inconsistent  wiith  what  he  knows  to  be  the 
general  view  of  himself  and  bds  colleagues  on  sound  credit 
insurance  practice  that  he  ought  to_  bring  it  to  the  notice 
of  others;  we  may  deplore  k,  but  in  the  last  resort  there 
is  no&ing  we  can  do  about  it.  In  our  discussions,  how- 
ever and  in  the  interests  of  the  world  practice  of  credit 
insurance  on  sound  business  lines  we  do  seek  so  to  conduct 
our  operations  that  the  hands  of  the  professional  prac- 
titioner of  credit  Insurance  in  any  country  are  made  as 
strong  as  possible. 

8621.  What  does  that  mean  in  practice?  What  is 

represented  by  “are  made  as  strorug  as  possible ”? 

It  means  tljat  he  will  obviously  be  involved  an  arguments 
with  the  administration  of  bis  individual  country.  We  are 
prepared,  to  join  with  our  colleagues,  the  credit  insurers 
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Mr.  R.  H.  Owen,  C.M.G.,  Mr.  R.  W.  Burktit, 
Mr.  a.  F.  Toms  and  Mr.  K.  W.  Cottbrill 


from  crthac  oountfies,  in  ithe  preparation  of  reports  and 
stores  which  will  indeed  contain  an  expression  m the 
views  of  woiM  credit  insurance  opinion,  whdch  •!  do  not 
thin  If  any  country  would  lightly  disregard. 

8622.  Would  sudi  a report  or  resolution  be  imde 
public,  or  would  it  be  transmitted  through  the  national 

association  lo  .the  government? 1 cannot  speak  for 

idle  practice  of  my  colleagues  in  other  «untnes,  but  1 
imaciac  that  in  most  oases  it  would  be  made  known  by  fte 
credit  insurer  to  the  government  which  was  standing  be- 
hind him,  either  in  whole  or  in  part  •,  but  it  woidd  n^ 
be  made  known  to  the  outside  world.  The  dekterations  of 
the  credit  insurers  are  kept  extremely  confidential. 

8623.  Sir  John  Woods'.  This  implies  that  the  credit  in- 
surance  institutions  as  such  attempt  on  occasions  to  make 

a united  front  against  any  individual  government? it 

does  not  work  quite  like  that.  There  would  be,  for  ex- 
ample, no  question  of  the  Berne  Union  as  a body  taking 
a united  stand  against  the  German  government,  or  the 
Swedish  government,  or  the  government  of  the  United 


Kingdom. 

8624.  No ; but  you  attempt  to  get  a concerted  view  from 

the  professional  credit  insucera  related  to_  what  you  think 
is  sound  praotice,  and  you  expect  the  individual  credit 
insurer’s  institution  in  any  country  to  unake  a stand  for  that 
praotice  against  its  own  administration? >1  would,  yes. 

8625.  You  spoke  a good  deal  about  insuring  on  sound 

piincdples.  That  sounds  to  me  as  though  one  of  your  mam 
objects  is  the  solvency  of  your  own  undertaking  m each 
case? ^It  is. 

8626.  You  would  pift  that  right  in  tiie  front  of  your  con- 
sideration?  ^Rflghf  hi  the  front. 

8627.  Is  that  so  in  ail  the  other  institutions? ^Yes, 


it  is. 


8628.  And  are  tiiey  in  fact  solvent? They  all  seek 

solvency ; and,  speaking  frran  impressions  I have  without 
reference  to  any  figures,  that  aim  at  solvency  is  in  fact 
achieved.  I know  of  no  cases  of  insolvency,  except  one  or 
two  small  ones,  which  by  reason  of  the  smiallness  of  their 
business  are  unable  to  ^read  theiir  risks  on  the  same 
scale  that  the  very  large  companies  like  my  own  company 
do,  if  I can  call  mine  a company.  Circumstances  do  arise 
where  a small  oomipany  may  suffer  totniporarily  severe 
losses  in  Australia,  in  Brazil,  in  Turkey,  in  Colombia,  in 
Egypt,  to  mention  the  obvious  countries  which  have  caused 
the  most  loss  to  credit  insurers  over  the  past  six  or  seven 
years.  There  might  well  be  a time  in  the  history  of  a 
small  company’s  accounts  in  which  it  would  show  very 
substantial  losses  owing  to  the  necessity  for  it  to  make 
disbursements  and  to  wait  for,  in  some  cases,  many  years 
before  'the  recoveries  actually  flow  in.  But  apart  from  that 
particular  kind  of  difficulty  about  the  small  company,  the 
large  companies  all  maintain  their  solvency. 

8629.  Lord  Harcourt:  Are  the  accounts  of  all  these 
oornpanies  publish^?— No. 

8630.  If  they  atre  oot  published  are  they  available  to 

the  oiler  merrtbetrs  of  the  Berne  Union?; ^They  are 

available  to  othetr  members  of  the  Berne  Union,  but  under 
reciprocally  confidential  arrangements. 

8631.  C/ia/rman:  You  say:  “the  Union  is  making  a 
firm  stand  against  demands  for  excessively  long  credits 

I quite  understand  the  dmpoirttance  of  that.  Would  the 
present  practice  your  department,  which  I understand 
to  be  seven  years  from  the  date  <rf  the  contract,  or  five 
y^rs  from  shipment,  be  the  result  of  the  Union’s  policy? 

Not  altogether.  Seven  years  from  date  of  contract 

is  not  an  ah^lute  maximum.  In  so  far  as  there  is  a 
maximum  at  al  in  the  thinking  of  the  Department’s  Ad- 
visory Council  about  the  period  from  date  of  contract,  it  is 
probably  in  the  neighbourhood  of  ten  years.  What  reaHy 
matters  is  what  we  oak  the  credJt  period,  and  here  our 
terminology  is  not,  I think,  on  all  fours  with  the  termino- 
logy used  by  the  professional  banking  world.  What  we  oal 
the  credit  period  is  the  period  after  shipment.  The 
maximum  terms  whdch  the  Advisory  Oounedi  have 
authorised  us  to  underwrite  have  been  a total  span  of 
terms  of  payment  within  which  the  period  of  years  after 
shipment  has  been  made  is  not  more  than  five.  This  may 
in  ^t  result  (I  have  an  actual  case  in  mind)  in  a total 
period  of  ciric  insursmee  of  as  much  as  nine  years.  There 
wek  be  a contract  on  which  the  firart  year  after  the 
oontraot  was  signed  was  spent  in  drawing  offices,  three 


more  in  the  process  <j£  manufacture,  and  then  five  from 
delivery  to  oompletion  of  payment.  Overseas  countries 
wiill  tend  to  represent  that  to  the  outside  world  as  a nine 
year  credit.  In  banking  terminology  it  may  be  a nine  year 
credit ; in  credit  insurance  terminology  U is  not  a nine 
year  creffit,  but  a five  year  credit  after  shipment. 

To  com©  to  your  question,  to  wluch  that  was  by  way 
of  footnote:  so  far  as  we  are  concerned  the  decisive  voice 
as  to  whether  we  shrill  or  shall  neft  insure  a particular  span 
of  terms  of  payment  is  the  Department’s  Advisory  Council. 
When  a proposition  is  put  to  the  Advisory  Council  we 
make  our  departmental  comments,  and  included  in  those 
departmental  oomimcnts  will  obviously  be  what  we  think 
is  likely  to  be  the  practice  of  the  other  credit  insurers  ; but 
we  have  not  made  any  commitments  which  bind  our  hands, 
any  more  than  the  other  credit  insurers  have  made  com- 
mitments which  bind  their  hands.  What  binds  our  hands 
is  the  direction  of  the  Advisory  Council.  Under  the 
carious  oonstitutional  position  of  the  Department  an  ex- 
ceptional range  of  authority  is  by  convention  rather  than 
by  statute  vested  in  the  memibers  of  the  Advisory  Council. 
We  are  in  fact  a Government  department  charged  with  the 
respooslbiliity  of  carrying  out  a vast  trading  operation  (I 
think  we  are  not  one  of  the  least  successful  of  the  country’s 
nationail  trading  concoms) ; and  .since  1930  the  conduct  of 
the  tirading  policy  of  this  operution  has  been  left  by 
successive  generations  of  Ministers  in  the  hands  of  the 
Advisory  CYmndl.  There  is  no  precedent  for  Ihe  Govern- 
ment of  the  day  declining  to  accept  the  advice  of  the 
Advisory  Council  on  a matter  of  trading  policy  which  the 
Government  have  left  in  the  hand.s  of  the  Council. 

8632.  Where  would  a change,  such  as  the  recent  change 
announced  in,  the  Budget  speech  from  £250,000  to  £100,000 
with  regard  to  the  minimum  size  of  a guarantee  to  bankers, 
emanate  from?  Would  it  be  from  a recommendation  of 

the  Advisory  Council? ^The  Advisory  Council  had  at 

an  earlier  stage  envisaged  wiith  approval  the  situation  which 
would  arise  if  the  Department  were  to  supplement  its 
.standard  guarantees  .by  giving  guarantees  from  a particular 
stage  in  the  history  of  the  contract  and  at  the  instance  of 
the  exporter  to  the  exporter’s  banker.  That  principle  was 
made  known,  to  and  approved  by  the  Advisory  Council 
many  years  before.  The  administrative  machinery  adopted 
in  1954  to  keep  under  control  a measure  which  could  have 
had  some  inflationary  significance  when  the  facility  was 
made  more  generally  available  for  the  bringing  forward  of 
finance  for  large  capital  goods  contracts  was  a matter  of 
atoinistrative  detail.  The  rules  which  the  Department 
applied  from  1954,  when  the  facilities  were  introduced  on 
a generalised  bari.s,  until  Ihc  present  lime  were  worked 
out  beitween  the  departmeiils  concerned,  namely  the 
Treasury  and  E.C.G.D.  and  the  Board  of  Trade.  The 
diagnosis  of  the  situation  which  led  departments  and 
Mini-sters  to  the  conclu.sion  that  some  relaxation  was 
required  was  made  initially  by  departments ; we  were 
asked  if  it  would  produce  any  particular  administrative 
complications  or  any  impact  on  our  trading  policy.  At 
this  stage  I consullted.  the  Chairman  and  (he  Deputy  Chair- 
man of  the  Advisory  Council,  and  they  both  took  the  view 
that  whether  the  qualifying  limit  was  £250,000  or  £100,(^ 
was  merely  a maLter  of  adimini.strative  detail,  with  which 
on  its  present  scale  the  Ad.visory  Council  need  not  really 
concern  themselves,  once  we  had  assured  them  that  the 
impact  on  the  main,  scheme  would  be  comparatively  slight. 

8633.  Is  the  rule  of  five  years  only  from  dale  of_ shipment 
one  which  we  may  attribute  to  the  views  and  poilicy  of  the 
Advisory  Council?— That  is  oorject. 

8634.  As  you  say  we  have  made  no  commitments  with 
regard  to  this  point  to  our  colleagues  on  the  Berne  Union, 
what  does  the  Union’s  “ firm  stand  against  the  demand  !« 
excessively  long  credits’’  refer  to?  Is  there  a resolution 
passed  by  the  Union  which  lays  down  permi-sable  terms 

and  length? ^Not  anything  so  formal  as  that ; but  there 

are  recorded  in  the  proceedings  of  the  Union  discussions 
on  what  we  all  regard  as  the  desirable  horizon  of  risk,  and 
particular  kinds  of  contract  and  particular  kinds  of  goods. 
As  I found  coming  in  as  a newcomer  five  years  ago  to 
credit  insurance,  there  is  a remarkable  unanimity  of  view 
bkween  the  practising  credit  insurers  about  the  terms  of 
payment  which,  from  the  sound  conwnercial  credit  insur- 
ance point  of  view,  are  appropriate  to  particular  kin^  of 
contracts  and  particular  kinds  of  goods ; but  there  is  no 
formal  binding  resolution. 
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8635.  Sir  John  Woods:  It  seems  that  five  years  after 
delivery  is  the  principle  laid  down  by  the  Adivisory  Council, 
and  feat  in  some  mysterious  way  it  is  also  so  in  fee 
general  run  of  credit  insurance  institutions,  though  there  is 
no  commitment  iby  the  members  of  fee  Berne  Union-  Is 

that  the  true  picture? ^Yes ; the  true  picture  is  feat  the 

commercial  credit  insurer  in  this  country,  as  in  other  coun- 
tries, finds  it  iinipossible  to  take  a commercial  man’s  judg- 
ment of  the  future  over  a period  which  involves  a credit 
period  after  shipment  of  more  than  five  years.  That  is 
the  view  of  our  Advisory  Counoil.  It  is  also  the  view  of 
our  counterparts  in  other  countries. 

8636.  Is  there  no  Treasury  influence  in  this  at  all? 

No ; this  is  credit  insurance  trading  as  advised  by  the  body 
of  independent  commercial  and  financial  opinion  on  our 
Advisory  Council. 

8637.  Professor  Cairncross:  Is  this  view  based  on  any 
examination  of  fee  outcome  of  longer  credit?  Have  you 
tried  to  establrish  whether,  when,  you  have  extended  medium 
and  longife  credit  insurance,  those  particular  transactions 
have  been  less  profitable  in  the  lonig  run  than  the  others? 

If  I can  interpret  .the  view  of  fee  Department's 

Advisory  Council,  feere  does  come  a point  in  time  at 
which  fee  commercial  credit  insurer  draws  a line  and  says : 

“ Any  terms  of  payment  in  excess  of  these  terms  of  payment 
partake  of  the  character  of  investment”.  The  Depart- 
ment’s Ad-visory  Council,  rightly  or  wrongly,  have  drawm 
that  line  at  five  years.  There  is  a difference  in  function 
between  the  export  credit,  which  a seller  provides  in  order 
to  enable  his  buyer  to  purchase  at  a more  comfortable 
rate  in  relation  to  his  capital  structure,  and  the  financing 
of  a project  out  of  Income.  -We  feel  feat  once  the  credit 
insurer  ventures  into  this  field,  which  is  fee  field  I referred 
to  as  investment,  he  is  not  in  fact  insuring  the  credit- 
worthiness of  the  buyer  .but  is  insuriiig  also  the  efficiency 
and  ability  of  the  adminislratiion  of  fee  scheme  in  question 
to  operate  in  a iprofitable  fashion,.  It  is  a different  quality 
of  risk,  if  I could  .put  it  that  way.  My  Council  have  felt 
that  the  right  place  to  draw  that  line  is  at  five  years.  I do 
not  think  it  is  based  on  any  particular  sdenlific  assessment ; 
it  is  ba^  on  the  kind  of  impression  and  hunch  that  the 
very  expenienced  men  who  serve  on  our  Advisory  Council 
have  from  fee  conduct  of  other  businesses.  Under  our 
statutory  powers  it  would  strictly  speaking  be  possible  for 
US  departmentaJly,  and.  out«de  the  scope  of  the  credit 
insurance  scheme  as  the  scheme  is  today  being  interpreted 
and  worked,  to  venture  into  this  new  and  different  field ; 
but  it  would  require  a totally  different  approach  and  totally 
different  techniques. 

8638.  It  does  not  seean  'to  me  feat  .this  distinction  is  in 

practice  followed.  If  a manufacturer  ships  machinery  and 
plant  direct  to  a power  station  abroad,  on,  say,  five  year 
credit  terms,  would  not  that  transaction  qualify  for  credit 
insurance? ^Yes. 

8639.  Is  that  not  essentially  the  type  of  transaction  you 
dislike  bringing  within  the  compass  of  credit  insurance? 

^No,  we  do  not  mind  bringing  it  within  the  compass  of 

credit  insurance  ; in  fact  we  do  a vast  amount  of  business 
of  feat  very  character.  But  we  should  find  difficulty  in  bring- 
ing within  the  compass  of  credit  insurance  an  obligaltion  on 
the  part  of  fee  buyer  to  pay  which  involved  a period  of 
credit  after  shipment  of,  say,  ten  years. 

8640.  In  'that  case  you  are  making  the  distinction  turn  on 
the  iwriod  of  credit.  That  is  not  fee  distinction  I thought 
you  were  drawing  earlier  as  one  between  on  fee  one  hand 
investment  in  fixed  capital  from  which  income  would 
accrue  in  due  course  and  on  the  other  the  ordinary  transac- 
tion in  something  which  is  bought  and  then  disposed  of, 
and  the  proceeds  applied.  I do  not  quite  see  the  force  of 
your  five  years  as  you  now  put  it  to  us ; is  it  not  rather 

arbitrary? Five  years  is  arbitrary,  for  this  reason : we 

are  charged  to  administer  a credit  insurance  scheme  on  a 
commercial  basis.  The  Government  rely  on  the  Advisory 
Council  to  aipply  the  commercial  judgment.  The  Advisory 
Council  say:  “We  are  prepared  to  foresee  a horizon  of 
ri^  for  five  years  after  shipment,  but  not  beyond  that.” 

8641.  And  all  fee  other  members  of  the  Berne  Union 

subscribe  to  roughly  fee  same  period? All  the  other 

members  of  fee  Berne  Union  seem  to  go  through  the 
same  sort  of  mental  process ; it  is  without  any  deliberate 
and  conscious  contriving.  I suggest  that  is  because  they 
are  most  of  feem  very  experienced  practitioners  of  the 
art  of  credit  insurance. 
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8642.  Chedrman : Do  you  find  that  in  practice  the  other 

memibers  of  the  Berne  Union  have  been  able  to  main- 
tain a firm  line  about  this  five  .years  after  shipment? 

There  have  been  very  few  examples  in  the  last  five  years 
of  what  could  be  regarded  as  a breach  in  fee  line. 

8643.  Are  the  examples  spread  evenly  over  the  five  years, 
or  has  there  ibeen  an  increasing  tendency  with  fee  change 

in  conditions? ^There  has  been  an  obvious  pressure 

in  the  course  of  fee  past  two  or  three  years  to  see  the  five 
years  made  six  or  seven.  A certain  amount  of  that 
pressure  springs  from  the  overseas  buying  countries  which 
are  anxious,  as  I indicated  in  fee  evidence,  to  play  off  one 
credit  insurer  against  another,  to  play  off  one  source  of 
supply  againslt  another,  and  to  postpone  as  long  as  possible 
the  evil  day  when  they  will  have  to  make  any  payments  for 
anything.  We  know  that  a .great  deal  of  feat  goes  on, 
and  fee  only  safeguard,  indeed  we  think  fee  most  effective 
safeguard  in  the  interests  of  comnaerce  and  industry  in  this 
country,  against  the  momentum  which  is  gathering,  to  fee 
embarrassment  of  commerce  and  industry  in  th»  country, 
is  the  collaboration  and  the  discussion  which  can  and  does 
take  place  .between  credit  insurers.  In  fee  past  two  or  three 
years,  so  far  as  we  know,  credit  insurers  under  pressure 
from  their  Governments  have  probably  been  forced  to 
give  way  to  that  pressure  to  an  increasing  extent ; but 
at  the  moment  I cannot  recall  over  five  years  more  than 
about  five  cases. 

8644.  Sir  John  Woods : It  has  been  put  to  us  in  evidence 
that  in  one  particular  case  a British  firm  lost  a contract 
in  Portugal  because,  although  credit  insurance  was  given 
within  the  limits  you  have  described  of  five  years  after 
delivery,  a further  period  of  credit  was  allowed  to  the 
customer  .for  another  three  years  or  something,  and  was 
taken  either  'by  the  exporter  or  by  some  other  institution 
in  the  country  of  fee  exporter,  so  that  the  buyer  had  a 
total  credit  period  after  deBvery  of,  say,  eight  years, 
although  only  five  were  taken  by  the  credit  insurance 
institution,  'We  were  told  that  this  facility,  if  you  can 
call  it  such,  would  not  be  allowed  by  your  Department ; 
and  fee  suggestion  put  to  us  in  evidence  was  that  feat 
was  an  instance  in  which  the  Berne  Union  “ rules  ” were 
breached  in  favour  of  the  foreign  exporter.  Is  this  un^r- 
standing,  feat  export  credit  .guarantees  should  not  be  given 
in  respect  of  a contract  involving  credit  over  a longer 
period  than  five  years  after  delivery,  erven  though  you  are 
not  in  it  .for  more  than  five  years,  sponsored  by  the 
Advisory  Council  and  generally  agre^  to  .by  the  Berne 

Union? My  Advisory  Council  have  reconsidered  within 

the  past  few  weeks  feat  very  question  of  what  we  call  in 
our  jargon  “ part  period  cover  ”.  The  Advisory  Council 
agree  unanimously  that  this  is  a .practice  to  .be  avoided. 
They  take  the  view  that  the  transaction  which  is  not  insur- 
able on  account  of  creditworthiness  of  the  buyer,  or  the 
market,  or  fee  suitability  of  the  credit  period,  or  for 
any  other  reason,  cannot  be  considered  a good  risk,  and 
to  insure  a part  of  it,  and  feus  to  encourage  what  the 
Advisory  Council  considers,  taking  the  risk  as  a whole, 
to  ibe  bad  'business,  .would  be  ipoor  commercial  practice. 
That  is  not  only  the  view  of  my  Advisory  Council,  which 
they  wore  invited  to  reconsider  within  fee  past  couple  of 
months ; it  ds  also  a subject  which  has  (been  investigated 
by  a technical  sub-committee  of  fee  Berne  Union,  which 
reported  to  a general  meeting  of  the  Berne  Union.  This 
sub-oommittee’s  conclusion  was  that  part  period  cover,  to 
cover  only  part  of  a risk  which  in  turn  is  objectionable, 
is  bad  business ; fee  Berne  Union  agreed  feat  that  con- 
clusion represented  the  best  and  soundest  credit  insurance 
practice. 

8645.  That  goes  back  to  fee  general  view  feat  it  is  not 

sound  credit  insurance  policy  to  go  further  than  five  years, 
that  being  admittedly  an  arbitrary  period? Yes. 

8646.  Your  general  position  ds  this,  if  I have  it  right, 
You  are  credit  insurers  and  not  investors.  In  so  far  as 
you  provide  insurance  for  .what  you  call  medium  term 
capital  goods  it  may  or  may  not  be  fee  case  feat  the 
ordinary  investment  period  for  borrowing  for  such  a 
project  might  be  tea  years  or  fifteen  years  ; that  is  not 
your  business.  You  are  there  for  the  specific  purpose  of 
insuring  credit.  .While  it  is  true  that  your  arrangements 
facilitate  fee  provision  of  finance,  you  draw  a sharp  dis- 
tinction between  fee  facility  for  sound  export  credit  and 
anyth'ing  'beyond  feat  which  would  run  into  what  one 
might  call  the  normal  investment  period  in  heavy  capital 
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goods.  Is  that  light? ^That  is  ibroadly  speaking  cor- 

rect. That  is  the  way  in  which  under  Ministerial  direc- 
tion we  are  at  present  exercising  our  statutory  powers. 

8647.  Sir  Oliver  Franks:  M tihc  five  years  as  such  must 
always  .be  an  arbitrary  limit,  in  the  sense  that  you  have  to 
draw  the  line  somewhere  and  just  where  is  a matter 
simple  decision,  do  you  think  that  the  distinction  which 
you  have  draiwn  ibeliween  a commercial  transaction  and 
investment  really  helps  in  determiining  whereabouts  that 
line  should  'be?  It  would  seem  to  me  that  whale  con- 
ceptually there  is  a clear  distinction  'between  the  com- 
mercial transaction  and  capital  investment,  in  fact  the 
“ all  right-ness  ” of  some  of  these  large  proj^ts  as  com- 
mercial transactions  really  turns  on  their  ability  to  pay, 
and  you  may  get  into  a tangled  world  dti  which  the 
distinodon  becomes  blurred.  How  can  you  or  your 
Advisory  Council  iby  reflection  on  these  clear  concepts 
get  to  toe  point  of  time  which  is,  say,  between  41  and 

51  years? t^nk  it  is  largely  a matter  of  hunch. 

What  I have  said  about  toe  investment  conception  is  an 
attempt  to  interpret  some  of  the  toings  that  will  have 
been  going  on  in  the  minds  of  our  city  advisers  who 
bring  a great  deal  of  varied  experience  to  toe  conduct 
of  toe  credit  insurance  business.  In  the  last  resort  they 
either  feel  that  a thing  is  right  and  should  be  done,  or 
they  feel,  ailhough  they  .may  not  be  able  to  set  ou't  a I 
the  reasons  in  the  order  in  which  they  find  them  cogent, 
that  something  is  wrong  and  they  do  not  like  it ; and 
it  will  not  :be  done. 

8648.  Sir  John  Woods:  i would  have  expMted  .that 
youT  city  advisers  would  sometimes  feel  that  there_  W'St® 
projects  for  which  it  was  rea'sonable,  from  the  point  of 
view  of  toe  customer  and  toe  nature  of  tttie  asset  and  when 
it  begins  to  earn  its  keep  and  so  on,  that  the  credit 
period  should  be  not  five  years  after  delivery  but  ten 
years  Is  not  that  indeed  the  way  in  which  toese  things 

used  to  be  financed  lin  the  old  days? They  appreciate 

that  there  can  be  a need  for  that  sort  of  thing ; mo 
sort  of  need  whidi  the  International  Bank,  and  iLhe 
Export-Import  Bank  through  its  development  loans,  exist 
to  satisfy. 

8649.  Is  there  .nothing  hero  which  exists  to  satisfy  that 

need? The  City  is  stiU  with  us. 

8650.  Lord  Harcaurt : The  City  is  not  allowed  to  lend 

overseas  for  long  periods. ^That  is  a matter  outside  my 

d^artmental  competence. 

8651.  Professor  Cairncross:  Has  the  five-year  period 

existed  for  very  .long,  or  is  it  compaTatively  recent? 

We  have  be«ai  insuring  appropriate  capital  go<^s  contracts 
on  these  terms  certainly  since  'the  late  thirties. 

8652.  Is  not  the  true  distinction  on  the  five-year  period 
one  in  respect  of  toe  type  of  indebtedness?  Five  years 
is  significant  in  bankmg  and  the  di'seount  market ; is 
not  that  the  real  distinction?  It  is,  if  you  like  the  period 
of  credit  rather  than  'the  underlyiing  transaction  which 

interests  you? ^Ves,  it  is  the  credit  period  which 

interests  us ; and  our  view  is  limited  by  our  ability  or 
mability  to  see  .forward  what  risks  may  actually  eventuate. 

8653.  Is  it  not  the  liquidiity  of  the  debt  which  interests 
you? — —Mr.  Burkitt:  This  developed;  it  began  with 
thirty-day  business,  and  it  has  gradually  been  extended, 
until  it  has  reached  wihat  some  people  think  is  a dan- 
gerously long  period.  That  is  how  it  has  grown  up. 

8654.  Chairman:  Professor  Cairncross  was  putting  to 
you,  I think,  that  toe  five-year  period  had  a relevance  to 
the  kind  of  .period  which  would  be  attractive  to  those  who 

had  to  find  credit  for  the  person  in-sured? Mr.  Owen: 

I do  not  think  we  really  take  that  into  account.  We 
regard  toe  qualifications  for  a five  year  credit  as  a 
project  of  a certain  type  or  size,  and  a project  which 
can  be  reasonably  financed  by  a certain  pattern  of  terms 
of  payment. 

8655.  Professor  Cairncross:  Let  me  put  it  to  you  in 

these  terms : if  it  were  possible  to  draw  a negotiable 
instrument  which  could  'be  subscribed  in  the  City  of 
London  for  a period  not  just  of  three  months  but  of, 
say,  seven  years  from  Che  date  of  shipment,  and  accepted 
in  the  City,  would  you  perhaps  revise  your  judgment  as 
to  the  period? 'My  Advisory  Council  would  not. 

8656.  Sir  John  Woods : Are  we  not  really  approaching 
the  point  of  saying  that  the  Advisory  Cooinoil  takes  the 
view  toat  it  ia  too  risky  to  guarantee  credit,  oi  if  you 


like  to  invest,  lin  respect  of  large  capital  projects  more 

■than  five  years  after  delivery? 1 think  that  would 

be  'a  fair  description  of  the  point  of  view  of  toe  Advisory 
Council. 

8657.  Sir  Oliver  Franks:  You  say  toat  that  view  is 
broadly  the  one  which  is  also  arrived  at  .by  the  other 
professional  credit  insurers ; would  it  be  fair  to  assume 
that  'therefore  any  views  that  the  Treasury  may  have  from 
time  to  time,  which  might  change  in  emphasis,  about 
the  desirability  or  otherwise  of  unrequited  exports  are 
quite  irrelevant  to-  'the  conduct  of  the  credit  insurance 
scheme  which  is  carnied  out  with  the  advice  of  the  Advisory 

Council? If  the  Treasury  changed  their  view,  as  you 

sugigest,  about  .unrequited  exports,  it  would  be  quite  possi- 
ble for  us  without  additional  legislation  to  give  our  guaran- 
tees in  respect  of  longer  terms  of  payment,  as  indeed  the 
Chancellor  indicated  in  .llie  lust  Budget  speech ; but  toat 
would  have  to  be  a totally  different  kind  ot  operation, 
and  would  mean  dilTorcnt  administrative  procedures, 
different  types  of  inquiries,  dilfcrcnt  types  of  guarantees ; 
in  short  a type  of  administrative  operation  quite  separate 
from  tire  conduct  of  the  commercial  credit  insurance 
scheme. 

8658.  Chairman:  Outside  the  field  of  the  Advirory 

Council? Outside  the  field  of  the  Advisory  Council. 

8659.  You  .would  still  under  current  practice  expect  it 
to  be  self-supporting,  and  toe  premia  taken  would  cover 

the  operation? ^The  sdioijic  is  not  in  existence  today, 

and  it  is  very  difficult  for  me  to  forecast  what  might  be 
m the  minds  of  Her  Majesty’s  Ministers  at  the  time  when 
they  might  wish  to  introduce  it  ;_but  successive  Ministers 
'have  shown  no  parliiculair  disposition  to  have  our  statutory 
powers  exercised  in  a way  which  leaves  them  and  the 
mdustry  of  this  country  opw  to  the  charge  of  a concealed 
suibsidy. 

8660.  Have  you  not  in  fact  operated  in  certain 

guarantee  .schemes  without  being  under  the  wing  of  the 
Advisory  Council? We  have. 

8661.  Have  those  been  self-suppopling? ^Thcy  have; 

indeed  they  have  made  a small  profit.  It  is  extremely 
important  that  they  should  for  the  sake  of  our  rdations 
with  the  United  States.  The  special  facalitdcs  which  we 
offer,  which  we  call  dollar  market  policies,  and  which  are 
unusually  risky,  are  underwritten  under  section  2 of  the 
Export  Ouaraatecs  Act.  1949 ; the  United  States  are 
aware  that  toe  account  of  section  2 business  are  made 
available  at  a small  charge  to  anyone  who  wishes  to  get 
hold  of  them,  and  they  know  that  implied  oommatments 
have  been  made  to  Parliament  by  successive  legislation 
that  even  under  section  2 of  the  Act  credit  insurance 
judgment  will  still  be  applied,  and  that  credit  insurance 
operaiion.s  carri^  out  under  section  2 of  the  Act  will 
be  operated  on  a self-supporting  basis. 

8662.  If  you  get  beyond  this  five  years  after  shipment 

you  get  into  a fldld  that  you  say  is  beyond  u horizon  that 
can  w scanned? ^Beyond  the  horizon  that  our  com- 

mercial advisers  are  prepared  to  scan,  and  to  which  they 
are  prepar^  to  apply  their  views  as  commercial  men 
pronouncing  on  a reasonable  commercial  risk. 

8663.  It  would  mean  toat  the  rate  of  prenuum  for  this 
longer  period  would  be  almost  a speadalion,  because  you 

were  taking  a risk  incapable  of  being  scanned? ^We 

should  do  our  best  to  reduce  it  to  rational  principles,  but 
it  would  be  extrcmel'y  speculative. 

8664.  Professor  Cairncross:  Is  not  this  in  the  nature 
of  insurance,  that  you  cannot  tell  just  what  risk  you 

talcing? It  depends  on  the  kind  of  insurance.  _ Th«e 

are  certain,  types  of  insurance  where  actuarial  pnnoiiwes 
are  delectable  and  can  be  applied;  and  there  are  other 
-types  of  insurance,  of  which  credit  insurance  is  one.  where 
insurers  cannot  apply  actuarial  principles,  but  where  they 
will  apply  certain  trading  princiiries  and  take  certain 
prudent  safeguards,  which  may  or  may  not  be  right.  For 
example,  if  I may  talk  quite  imaganalively,  toe  fact  that 
there  has  been  no  appreciable  failure  of  the  rains  m 
SouiUh  Asia  for  the  past  ten  years  does  not  mean  anything 
so  far  as  toe  next  five  or  the  next  ten  or  the  next  twenty 
yeans  arc  concerned. 

8665.  To  take  toe  practical  implication  of  this,  the 
reluctance  to  antoark  on  a pjeriod  longer  than  five  years 
really  does  not  spring  from  your  fears  toat  any  longer 
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period  would  involve  loss  on  the  total  of  transactions? 

- — It  springs  from  the  fact  that  my  Advisory  Council 
decline  to  take  a view  on  it,  and  that  up  to  the  present 
Her  Majesty’s  Ministers  have  not  felt  that  the  advantages 
of  having  this  done  under  section  2 as  a new  type  of 
operation  outweigh  the  disadvantages. 

8666.  Professor  Sayers'.  Near  the  beginning  you  said 
that  the  scheme  was  based  on  sound  principies.  You 
have  also  said  that  this  operation  is  based  on  the  advice 
of  the  Advisory  Council  and  so  on.  What  is  the  sound 
prindpie  that  deftermdnes  this  five  year  limit,  and  does 

not  make  it  four  years  or  six  years? ^The  practices 

and  conventions  in  international  trade.  It  may  be,  for 
example,  sound  corriimeroiai  practice  that  table  glassware 
should  be  sold  on  thirty  days  or  ninety  days,  or  whatever 
it  is.  We  would  decline  to  insure  consignments  of  table 
glassware  on  three  years’  credit  because  it  is  not  the 
practice  of  the  'trade;  it  is  not  the  practice  of  the  sound 
exporting  business  man,  either  in  this  country  or  in  any 
other  country.  We  hope  we  are  not  d-eluding  ourseflves 
if  we  say  toat  we  are  in  'pretty  close  touch  with  commerce 
and  industry  in  this  ooumtiry,  both  through  our  contacts 
with  individual  firms  and  also  fiirough  our  contacts  with 
organised  comiii'erce  and  industry,  the  trade  assocjations, 
the  Federaticm  of  British  Industries,  and  so  foBtib.  We 
know  through  our  contadts  with  them  what  the  con- 
ventional pattern  of  the  terms  of  payment  is  in  any  trade, 
an'd  'if  we  do  not  we  have  only  to  a^.  We  know  from 
our  other  sources  of  information  what  the  conventional 
pattern  of  terms  of  payment  is  in  international  tra<^ ; 
there  is  an  international  convention  or  custom  by  which 
the  pattern  of  terms  of  payment  is  a certain  period. 
All  that  we  take  into  account.  Any  applicalnon  to  us 
for  the  insurance  of  business  on  terms  of  payment  widely 
inconsistenit  with  the  conventional  terms  on  which  traders, 
uninsured  as  well  as  insured,  are  doing  th«r  business 
would  not  be  locked  upon  by  us  or  by  the  Advisory 
Council  wiith  approval. 

8667.  Chairman'.  It  would  be  oonsisteut  with  that 

position  that  if,  in  the  case  of  these  long  term  and  large 
scale  constructional  and  other  contracts,  international 
terms  of  credit  were  found  to  be  extending  (which  is  a 
posfflbility)  you  would  feel  that  it  would  be  quite  proper 
to  follow  those  terms? es,  I think  so. 

8668.  Surveying  the  next  few  years,  do  you  see  a likeli- 
hood of  the  terms  of  credit  in  that  kind  of  operation 

lengthening? ^I  can  see  the  pressures  for  them  to 

lengthen,  but  I would  by  no  means  regard  it  as  hopeless  to 
attempt  to  hold  the  terms  of  payment  where- they  are  to- 
day. They  are  not  over-long,  and,  as  I understand  it,  they 
suit  the  m'ach'inery  and  resources  of  ibanking  oircies  here 
and  suit  also  a very  wide  range  indeed  of  British  exporters 
who  view  the  ipushing  of  terms  of  payment  even  to  the  five 
years  which  we  will  insure  with  considerable  dismay. 
Only  a few  weeks  ago  I was  tal'king  'to  the  chairman  of 
one  'of  the  leading  industrial  groups  in  this  country,  to  get 
his  views  on  this  topic  ; his  view  was  that  he  has  to  have 
a very  large  amount  of  cash  in  real  short  term  business 
(he  is  in  .llhe  capital  goods  business)  m order  thait  he  can 
carry  the  business  that  he  has  today  on  terms  up  to 
five  years.  It  seems  to  me  very  much  in  Ithe  national 
interest  that  by  every  device  we  should  prevent  Uiese  terms 
from  'lengthening,  and  that  we  should  at  all  costs  avoid  a 
credit  race,  which  I am  sure  would  bring  a great  deal  of 
national  disadvantage  ito  'this  country,  and  perhaps  distress 
to  many  elements  in  commerce  and  industp^.  But  there 
will  'be  those  on  your  Oommittee  who  know  infinitely  more 
atout  ithis  than  I do. 

8669.  I do  not  want  to  question  your  -view  that  we  do 
not  want  a credit  race ; I was  really  wanting  your  view  as 
to  whether  the  race  was  on,  and  whether  the  impulse  ivas 

capable  of  being  resisted? ^There  are  signs  of  runners 

lining  up  for  a race,  but  I do  not  regard  it  as  hopeless  to 
attempt  to  cancel  the  race. 

8670.  Sir  John  Woods:  It  is  true  that  there  is  a possi- 
bility of  a credit  race,  'and  there  are  certain  apprehenao^, 
as  you  well  know,  in  this  country  that  we  might  get  left 
behind  in  the  race.  The  other  point  of  view  is,  for- 
getting about  terms  of  payment  for  the  manufacturers,  and 
looking  at  it  from  the  'point  of  view  of  the  customer,  that 
certain  business  may  not  'materialise  at  all,  or  not 
matwialise  for  a very  I'ong  time,  unlws  the  customer  is 
somehow  or  other  enabled  to  borrow  his  money  and  repay 


it  over  a 'longer  period.  There  must  be  'great  force  in  your 
argument  that  'the  manufacturer  himself  will  not  want  to 
see  'his  .terins  of  payment  extended  over  a long  period  ; 
what  some  'Of  the  critics  have  been  trying  to  find  is  a way 
in  which  the  customer  can  borrow  for,  say,  15  years  and 
the  manufiaoturer  gets  paid  on  the  ordinaiy  terms  of  credit. 

I gather  from  what  you  have  been  saying  that  you  may 
well  think  that  there  is  something  in  this  but  that  it  is  not 
your  'business,  at  laoiy  rate  under  section  1 of  the  Act,  to 

try  and  fill  that  gap? It  could  not  be  done  under 

section  1 of  the  Act,  so  long  as  my  Advisory  Council  holds 
its  present  views  ; and  since  they  have  expressly  reafBrnaed 
those  views  in  the  'past  loouple  of  m'Oinths,  1 tbiak_  lie 
answer  is  that  it  would  not  toe  done.  There  are  possibilities, 
of  course,  under  section  2 'of  the  Act,  ‘but,  .as  I have  said, 
it  'will  have  to  be  the  kind  of  operation  •■which  we  have  not 
hitherto  done,  the  kind  of  oiperaltion  which  would  in'volve 
^imost  projort  toy  project  the  same  'kind  of  exhaustive, 
detailed  'investigation  that  the  staff  of  the  International 
Bank,  and  the  staff  of  the  Export-Import  Bank  on  the  de- 
velopment loans  side,  'go  in  for.  This  may  niot  have  been 
necessary  In  the  days  'of  OLty  lof  London  lending  in  the  19th 
century,  tout  I understand  that  the  quality  of  the  administra- 
tion in  projects  'then  could  be  'assured  in  other  •ways  which 
are  not  practicable  today. 

8671.  I can  dlluStnate  what  I mean  by  another  example, 
not  from  the  nineteenth  century  but  the  twentieth  century. 

I have  seen  guarantees  given  to  debenture  stock  put  up 
by  a foreign  'buyer  extending  over  15,  20  or  sometimes  25 
years  ; but  it  did  not  take  15,  20  or  25  years  to  pay  the 
builder  of  the  ship  or  whatever  it  'was.  Is  not  that  what 
we  are  all  striving  after? Yes. 

8672.  Chairman:  That  really  arose  by  way  of  'intro- 
duction to  your  general  position  ; i't  covered,  as  I expected, 
rather  a ■wide  fidd ! 1 think  that  it  will  now  probably  be 
convenient  for  our  purpose  to  go  thr-ough  the  memo- 
randum and  pause  when  iwe  come  to  any  particular 
question  which  arises.  In  'paragraph  6 ■you  sa'y 

“The  insurance  facilities  afforded  toy  E.C.G.D.  are 
administered  and  accounted  'for  under  three  separate, 
though  inter-related,  schemes  . , . : 

(a)  the  Creddrt  'Insurance  Scheme,  under  which 
nearly  90  per  cent,  of  the  Department’s  business  is 
done ; this  includes  all  that  export  business  which  the 
Department’s  Advisory  Council  advises  may  be  under- 
written as  a icommercial  pc'Opositi'Oin.  . . . 

(b)  the  .Special  Guarantees  Scheme,  under  which 
guarantees  may  .be  given  in  the  national  mterest  where 
the  Advisory  Oouncdl  is  unable  to  advise  that  the 
business  can  toe  underwritten  on  a commercial 
basis  . . . 

(c)  the  Economic  Assistance  Scheme  ...” 

I 'gather  that  th'is  last  has  had  very  little  operation  up  to 

date? ^It  depends  on  what  is  meant  by  “very  little”. 

Under  this  Econ'omic  Assistance  Scheme  we  have  within 
the  past  five  years  'given  a £10  million  loan  to  Pakistan 
and  a £10  million  I'Oan  to  Persia ; and  we  have  given 
Yugoslavia  very  substantial  amounts  of  assistance  from 
1947  U'p  to  the  present  time.  The  total  amount  involved 
is  smal'l  in  relation  to  the  vast  si2e  lof  business  which  we 
do  under  section  1 of  the  Act  but  it  might  be  deemed 
to  be  large  in  relation  to  another  criterion. 

8673.  Sir  John  Woods:  Are  sums  ad-vanced  under  the 
Economic  Assistance  Scheme  in  resp^  of  particular 

projects,  or  are  they  just  general  assistance? ^They 

could  be  advanced  in  relation  to  particular  projects,  or 
particular  aspeott  of  poficy.  They  have  to  be  tied  to 
satMy  the  requirements  .of  our  Act ; the  £10  million  loan 
to  Pakistan,  for  example,  was  related  to  measures  designed 
to  increase  production  of  foodstuffs  in  Pakistan,  but  a 
•loan  could  equally  well  'be  tied  to  the  ibuilding  of  a nuclear 
power  station,  'the  establishment  of  a new  transport 
auftority,  or  the  ibuilding  of  a new  port,  or  any  major 
pr<^eot.  We  should  be  loath  to  see  them  tied  to  the 
purchase  of  consumer  g'Oods, 

8674.  In  the  case  of  'Pakistan  it  was  put  .in  that  general 
form?  It  was  not,  for  example,  related  to  a particular 

irrigation  scheme? ^No;  it  was  to  assist  measures 

designed  to  increase  food  production. 

8675.  In  paragraph  16  you  refer  to  the  iatermed'iate 
field  of  “ quasi-capital  ” goods.  Is  that  the  scheme  which 
is  sometimes  cal^  the  “ extended  term  ” scheme?  What 
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is  'the  |»riod  of  credit  insurance  in  'the  " quasi-capital " 

goods  scheme? ^Not  exceeding  three  yiears  after 

Siipment. 

8676.  In  that  field  yoti  reqmre  a whole  turnover  or  a 

spread  of  'business  guarantee ; why  is  that  necessary? 

It  is  another  aspect  of  die  whole  turnover  princdple, 
referred  'to  two  paragraphs  earlier.  The  origin  of  that 
priinciple  is  to  be  found  some  'twenty-five  years  ago,  when 
the  Niemeyer  Committee  was  sot  up  to  report  to  the 
Government  ■on  what  ought  to  be  done  about  the  up  to 
that  time  disastrous  recxwd  'the  Department  had  had  in 
conducting  credit  insurance.  One  of  the  recommendations 
of  tb«t  Committee  was  that  'the  Department  should  operate 
on  oommercial  lines  and  seek  a spread  of  business,  like 
any  other  insurance  company.  Altliough  'the  business 
then  was  very  small,  nevertheless  'those  resipoasiblo  for  its 
raanagonent  at  the  time  imposed  for  the  first  time  this 
insistence  (and  in  those  days  it  was  an  absolutely  firm, 
unvarying,  rigid  insistence)  on  the  application  of  the 
whole  turnover  pninc^le  to  the  Department’s  short  term 
tru^n^.  It  was  the  successful  application  of  that  principle 
that  rescued  the  Department  from  tiie  disrepute  and  bank- 
ruptcy into  whidi  it  had  sunk  in  ■the  1920s,  and  which 
established  it  on  the  firm  and  solvent  foundation  which 
still  applies  today.  In  1945,  as  indicated  there,  we  fdt 
able  'to  relax  the  full  rigour  of  the  “ whole  turnover 
or  nothing"  principle  as  applied  to  the  Deparlmont's 
short  term  'business.  From  men  we  have  been  prepared, 
and  we  are  prepared  today,  to  consider  insuring  an 
exporter’s  short  term  'business  on  an  “acceptable  spread” 
that  is  to  say,  we  are  prepared  to  discuss  with  him,  in 
the  li^t  of  the  'business  'that  he  has  done,  and  the  light  of 
the  business  that  he  expects  to  do,  what  be  the  spread 
of  risk  which  will  'be  reasonable  'both  from  his  pouit  of 
view  as  the  eooporter,  and  from  'oui  point  of  view  as 
■iie  insutef.  The  same  sort  of  .pmciiple  is  carried  over 
and  applied  in-  the  ^ere  which,  in  our  jargon,  we  call 
“extended  terms 

8677.  Do  you  Imve  to  get  a spread  of  risk  with  each 

particular  company? ^Yes. 

8678.  You  might  have  a company  which  did  quite  a 
large  export  business,  but,  say,  80  per  cent,  of  that  business 
might  be  in  what  is  regarded  as  a safe  market,  such  as  some 
Ckmmionwealth  countries.  On  the  face  of  it  it  looks  a little 
hard  that  that  company  daou'Id  have  to  insure  a very  large 
proportion  of  its  business  when  all  it  really  wants  to  cover 
is  10  or  20  per  cent.  I accept,  -of  course,  that  you  have 
to  get  a good  spread  ; but  have  you  got  to  do  it  company 
by  company?— —We  think  that  is  the  way  of  doing  justice, 
and  being  seen  to  do  justice,  to  all  firms. 

8679.  Chairman:  Surely  that  does  not  arise  out  of  a 
recommendation  of  the  Niemeyer  CommiLLee?  I should 
lave  thought,  subject  to  what  you  say.  that  a recommenda- 
tiioa  that  the  Department  should  operate  on  oommercial 
principles  and  seek  a spread  of  business  means  that  it 
should  not  concern  itsdf  only  with  a few  lines  in  the 
business  which  it  dealt  with,  not  that  it  should  require  each 
person  wishing  to  insure  to  give  it  the  whole  of  his  turn- 
over?— ' — ^I  do  not  think  that  is  what  the  Niemeyer  Com- 
mittee had  in  mind ; certainly,  that  is  not  the  way  in 
which  successive  Mindrters  and  officials  since  1929  have 
interpreted  it. 

8680. 1 see  that  as  the  result ; but  it  struck  me  when  you 
salid  it  that  it  reall'y  was  not  the  point  that  you  were  dealing 
with.  You  say  it  has  'been  interpreted  differen,tly? — ^ — ^The 
main  trading  principle  is  still  the  application  in  the  short 
term  field  of  the  " whole  turnover  ” or  “ acceptable  spread  ’’ 
principle,  by  which  alone  can  we  get  such  a substantial 
cushion  against  all  kinds  of  risks  as  to  enable  us  to  under- 
write on  a specific  basis  medium  term  contracts.  Medium 
term  contracts  are  underwrutten  specifically,  and  have 
always  been  underwritten  specifically,  but  the  only 
reason  we  can  do  that  today  is  that  80  per  cent,  of  our 
business  today  relates  to  short  term  business,  and  mostly 
to  oonsumer  goods. 

8681.  People  always  use  the  word  subsidy  in  these  days  ; 
but  the  fact  is  that  short  term  business  to  some  extent 
carries  the  medium  term  business  and  thus  enables  you 

to  reduce  the  premium  for  medium  term  busine.ss? It 

does  not  enable  us  to  reduce  the  premium  ; but  by  teason 
of  its  size  and  its  spread  over  the  markets  of  the  world,  and 
because  of  the  short,  comparatively  oontroillable  terms  of 


payment,  the  short  term  business  provides  a cu^ion  which 
enables  us,  as  an  insurance  company,  to  take  the  quite 
considerable  ^ocks  we  'have  had  to  take  lin  the  past  few 
years. 

8682.  Professor  Cairncross:  What  proportion  take  the 
“ ajoceptable  spread " principle,  rather  than  the  “ whole 

turn'over  ’’? Mr.  Cotterill:  The  proportion  of  “ selected 

markets  ’’  policies  to  the  whole  is  relatively  small,  certainly 
no  more  than  10  per  cent. 

8683.  90  per  cent,  pefer  to  have  all  their  markets  in- 
cluded?  Mr.  Owen:  Yes. 

8684.  We  have  had  it  put  in  evidence  by  one  Ann,  which 
had  an  agent  in  Canada,  that  it  would  be  very  awkward 
to  take  recourse  aga'inst  an  agent  of  the  company  at  the 
request  of  E.C.G.D.  As  I understand  it,  what  you  are 
tolling  us  is  that  it  would  be  open  to  someone  in  this 
position  to  ask  for  the  exclu.rion  of  that  one  market.  Would 

that  be  in  any  circumstances  acceptable  to  E.C.G.D.? 

Mr.  Owen:  It  might  be;  equally  it  miglit  not.—Mr. 
Cotterill:  It  would  depend  on  what  he  left. 

8685.  It  seems  that  only  10  per  cent,  of  your  clients 
on  short  term  business  have  taken  advantage  of  the  loop- 
hole offered  in  1945.  Is  that  because  you  limit  the  number 

that  you  arc  prepared  to  make  this  concession  to? 

Mr.  Owen:  No,  it  is  not  limited;  that  is  the  result  of 
a process  of  negotiation  with  firms,  on  a firm  by  firm 
basis.  The  largeness  of  this  90  per  cent,  who  opt  for 
“ whole  turnover  ’’  is  not  by  Itself  a tribute  to  the  eloquence 
and  advocacy  of  the  Department’s  staff.  We  find  that 
bankers  are  usually  disced  to  indicate  to  their  clients 
that  there  are  certain  advant'ages,  from  the  financial  point 
of  view,  in  havlnig  a “ whole  turnover  ’’  policy.  There  is 
another  advantage:  an  exporter  who  has  a “whole  turn- 
over’’ poliicy  with  us  gets  our  most  favourable  rates. 
Select'ion  implies  selection  against  us,  and  an  exporter 
whose  policy  is  rated  on  a “selected  market"  basis  pays, 
for  obvious  reasons,  higher  rates  than  an  exporter  who 
gives  us  the  whole  ^ the  business. 

8686.  I notice  that  whan  you  speak  of  the  spread  of 
business  you  speak  entirely  in  terms  of  markets,  and 
not  in  terms  of  lines.  TTie  whole  emphasis  of  what 

you  are  putting  to  us  is  in  terms  of  markets? Mr. 

Owen:  That  is  correct.  What  my  predecessors  of  twenty- 
five  years  ago  would  have  thought  about  this,  I am  not 
quite  saixe,  but  today  we  do  not  have  to  worry  about 
getting  a spread  of  business  over  lines.  The  business  is 
so  vast  that  we  are  adequately  cushioned  against  disasters 
that  might  prevail  in  individual  export  trades  from  this 
country, — Mr.  Cotterill:  We  do  not  do  a “select^  lines" 
policy  for  an  individual  manufacturer. 

8687.  Chairman:  Docs  the  Trade  Indemnity  Company 

impose  on  the  people  it  insures  the  condition  that  it  is 
given  an  acceptable  spread  of  business  or  whole  turn- 
over?  Mr.  Owen:  If  your  Committee  would  like  to 

have  evidence  about  the  trading  jjohey  of  the  Trade 
Indemnity  Company  I would  prefer  that  you  took  it  from 
themselves.  I only  know  a little  about  what  they  do,  and 
still  less  about  why  they  do  what  they  do.  The  evidence 
that  has  been  senit  in  by  us  because  you  asked  us  about 
the  Trade  Indemnity  Company  was  in  fact  written  by  that 
company,  to  'Whom  I felt  I had  to  explain  the  circum- 
stances. I would  prefer  not  to  have  to  answer  questions 
about  I'heir  trading  po-licy. 

8688.  I understand  that,  jf  it  all  comes  fr<wn  them. 

Are  they  not  only  dealing  with  short  term  credit? That 

is  correct. 

8689.  They  say  in  paragraph  75:  “The  policies  issued 

by  the  Trade  Indemnity  Company  fall  into  two  main 
categories.  The  first  consists  of  Whole  Turnover  Policies 
under  which  the  trader  insures  the  whole  of  his  busi- 
ness ....  The  second  cat^ory  consists  of  Specific  Account 
Policies  which  cover  part  of  the  trader’s  transactions  or 
even  single  contracts.”  It  lotrfcs  as  though  they  run  two 
separate  lines,  which  are  open  to  the  trader  to  take  up 
as  he  pleases  ; but  you  do  not  know? 1 am  not  sure. 

8690.  Professor  Cairncross:  Do  you  regard  yourseives 

as  in  active  competition  with  the  Trade  Indemnity  Com- 
pany?  ^They  cover  a very  small  sector  of  the  exporting 

fidd.  The  range  of  risks  against  whidi  the  Trade 
Indemnity  Company  insures  is  comparatively  limited; 
it  is  only  the  so-caJl^  commercial  risk.  In  addition,  their 
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ex?x>rt  credit  insurance  is  not  widely  Sjpread ; the  over- 
whelming part  of  their  credit  insurance  business  is  internal, 
within  the  U.K. 

8691.  Lord  Harcourt:  From  certain  evidence  that  we 
have  heard  there  seams  to  be  a certaini  resentment  about 
this  esnftmcament  of  the  “ acc^table  spread  of  business” 
principle,  and  cet*tain  witnesses  have  expressed  a preference 
for  a relaxation  of  toat  rule,  ooupled  with  the  payment  of 
considerably  higher  premiums  for  the  business  which  they 

do  want  to  insure.  Would  that  not  be  possible? It 

would  not  be  possible  without  doing  such  a degree  of 
violence  to  the  Department’s  principle  of  solvency,  and 
its  hopes  of  maintaining  that  solvency,  as  would  give 
me,  as  an  official  respcmsible  for  advising  the  President  of 
the  Board  of  TVade,  grave  doubts  as  to  whether  he  would 
not  be  in  an  extremely  embarrassing  position  in  a year  or 
two  on  the  outcome  of  the  underwriting  account.  I have 
no  doubt  at  all  that  many  exporters  in  this  coimtry  would 
like  to  see  us  operate  on,  the  basis  of  their  own  hand- 
pick^ selection  of  the  worst  risks  in  the  world ; but  with 
great  respect  to  those  exporters  we  had  that  in  the  1920s, 
when  the  scheme  sank,  as  I said,  into  bankruptcy  and 
disrepute  through  an  attempt  to  run  a credit  insurance 
scheme  on  the  basis  of  insuring  only  the  exporters’  hand- 
picked insurance  of  the  worst  risks.  It  just  cannot  be 
done ; and  the  extent  to  which  we  can  control  our  business 
by  the  use  ^ the  premium  weapon  is  extremely  limited. 

8692.  Chairman  '.  You  could  not  find  a premium  that 
would  safely  match  the  risks,  if  they  were  pul  tipon  you 

by  the  man’s  own  selection? ^That  is  quite  correct.  If 

we  were  to  reverse  our  policy  now,  we  would  be  throwing 
to  the  winds  the  experience  of  very  nearly  forty  years, 
the  first  ten  of  which  showed  us  what  happens  if  you  try  to 
do  this  sort  of  thing.  Over  the  last  thirty  years  we  have 
insured  in  peace  and  war  something  between  £5,000  and 
£6,000  million  worth  of  export  trade  on  a solvent 
basis,  so  that  we  have  today  a small  underwriting  reserve 
of  £12  million ; and  we  have  been  able  throughout  the 
period  progressively  to  lower  the  cost  and  extend  the 
range  of  the  insurance.  We  feel  that  those  results  con- 
stitute at  any  rate  prima  facie  evidence  that  we  are  on 
the  right  lines  as  we  are. 

8693.  Professor  Cairncross".  You  say  in  your  memoran- 
dum that  in  1930  the  buyers’  insolvency  was  the  only 
insured  cause  of  loss.  Does  this  imply  that  at  the.  time 
you  are  speaking  of  political  risks  were  not  insured  at 

all? That  is  correct.  It  was  only  in  the  course  of  the 

thirties  that  we  began  to  make  our  first  tentative  experi- 
ments towards  devices  by  which  the  political  and  transfer 
risics  could  be  reduced  to  a manageable  administrative 
insurance  proposition. 

8694.  So  when  you  spoke  of  the  selection  of  the  worst 
possible  risks  at  the  period  when  the  scheme  was  in  deficit, 
you  were  referring  to  the  selection  of  individual  com- 
merciEd  risks,  not  of  markets  which  might  be  particularly 

susceptible  to  exchange  control? There  was  not  very 

much  exchange  control  in  those  days. 

8695.  No,  but  if  this  proposition  is  put  to  you  now, 
that  it  might  be  open  to  an  exporter  to  select  his  own 
markete  at  an  acceptable  premium,  does  your  point  apply? 
Yes. 

8696.  You  cannot  cite  your  past  experience  to  estabSidi 

that,  since  you  have  no  past  experience? Mr.  Cotterill: 

The  selection  that  was  practised  against  us  in  the  twenties 
was  essentially  selection  of  business  geographically,  or 
contract  by  contract.  There  was,  I agree,  no  selection  of 
risks  because  we  were  only  covering  one  ride. 

8697.  Suppose  that  it  were  suggested  that  there  should 
be  a separation  of  commercial  and  political  risks  in  the 
broad  sense,  with  separate  rates  of  premium  for  each  ; 

would  you  see  any  objection  to  that? Mr.  Owen:  We 

should  see  grave  objection  to  any  idea  of  splitting  the 
risks.  A concession  on  those  grounds  would  fly  in  the 
face  of  the  Department’s  main  trading  principle,  that  only 
by  maximising  the  business  of  all  kinds  at  all  times  can 
we  devise  a scheme  which  will  withstand  the  shocks  of 
countries’  balance  of  payments  difficulties  from  time  to 
time,  and  continuously  offer  commerce  and  industry  in 
this  country  the  widest  possible  spread  of  risk  for  the 
longest  possible  time  at  the  lowest  possible  rate.  We  can 
only  get  that  by  running  a vast  business  ; if  we  start  taking 
chips  imd  slices  off  it,  our  business  becomes  less  vast. 


and  our  capacity  to  give  our  very  valuable  services,  which 
are  widely  appreciate!  in  commerce  and  industry,  is 
reduced. 

8698.  You  seem  to  ‘be  rather  pessirnistic  in  saying  this. 
You  cover  at  present  aibout  one-eighth  of  total  British 
exports.  Your  fear,  as  I interpret  what  you  say,  is  that 
you  would  lose  a lot  of  business  on  the  commercial  side 
if  you  separated  commercial  and  political  risks.  Might 
you  not  gain  more  business  on  the  political  side?  Might 
you  not  attract  some  of  the  seven-eighths  which  you  do 

■not  at  present  cover  at  all? ^The  proportion  of  business 

which  we  insure  may  not  look  large,  but  the  scale  on 
which  commeroe  and  industry  in  this  country  manages  to 
do  its  business  on  cash  terms,  even  cash  with  the  order, 
is  a never-ending  source  of  surprise  to  me. 

8699.  Have  you  made  any  examination  of  why  seven- 
eighths  of  the  total  exports  do  not  result  in  contracts 

with  E.C.G.D.? ^That  is  a subject  which  is  under  more 

or  less  continuous  study.  We  did  an  investigation  some 
two  or  three  years  ago.  There  is  a variety  of  complex 
reasons : there  is  the  one  t^t  I have  given,  that  much  of 
the  business  is  in  fact  done  on  cash  terms  ; secondly, 
there  is  the  business  which  is  done  by  a few  vast  concerns 
which  are  so  large  as  to  be  able  to  carry  their  own  insur- 
ance. There  are  not  many  of  them,  but  there  are  some, 
and  they  are  extremely  important.  Then  there  is  a 
volume  of  commodity  merchanting  busliness  which  finds 
even  out  very  low  premium  rates  rather  too  much  to  be 
carried  by  merchants’  narrow  margins.  Then  there  are 
the  firms  whose  business  is,  they  think,  adequately  spread, 
with  the  overwhelming  proportion  in  markets  that  they 
tend  to  regard  as  continuously  safe.  Those  are  the  major 
classes. 

8700.  Lord  Harcourf.  Why  can  you  not  divorce  the 
commercial  from  the  political  risk?  It  is  something  which 
is  frequently  done  by  insurance  companies.  If  you  go 
to  insure  your  car  with  a company  they  do  not  say ; 
“Certainly,  on  condition  that  you  insure  your  house 
against  fire  ” ; they  do  not  ask  for  all  your  business. 

■^^y  can  you  not  separate  the  risks? ^I  do  not  think 

that  is  a fair  parallel.  Such  experience  as  we  have  had 
seems  to  us  to  indicate  that  the  best  interests  of  the  insur- 
ance scheme  are  served  by  not  splitting  risks,  and  so  we 
do  not  split  them. 

8701.  Sir  John  Woods:  That  is  a very  robust  and 

general  answer.  Could  I make  it  easier  for  you?  Are 
you  not  really  saying  that  you  cannot  afford  to  diminish 
your  total  turnover  and  give  the  services  you  do? ^Yes. 

8702.  Is  not  the  political  risk  greatest  in  the  medium 

term  business, Mr.  Owen : Not  necessarily. — Mr. 

Cotterill : It  can  be  argued  that  it  is  less, 

8703.  'Why?  The  longer  the  time,  surely  the  greater 

the  risk? ^Political  risks  impinge  far  more  sharply  on 

consumer  goods,  which  a buying  country  can  do  without, 
than  on  capital  goods,  which  it  cannot. 

8704.  Would  it  damage  you  all  that  much  if,  in  respect 
of  the  meffium  term  contracts,  you  allowed  a split 
between  the  political  and  commercial  risks?  Are  not 
those  exporters  on  the  whole  fairly  wel  able  to  assess 
the  credit  risks,  but  quite  incapable  of  being  able  to  do 

anything  about  the  political  risks? Mr.  Owen:  May 

I ask  what  advantage  the  exporters  would  get? 

8705.  There  would,  presumably,  'be  less  premium  to  pay? 

^ot  at  all.  Once  the  range  of  our  insurance  field 

ca'me  to  be  reduced,  it  would  no  longer  continue  to  be 
possible  for  us  to  maintain  the  very  low  rates  of  premium 
which  our  vastness  makes  it  possible  to  provide. 

8706.  That  is  assuming  that  the  total  range  of  your 
business  would  be  reduced ; ,hut  I do  not  see  why  it 
should  be. — Professor  Cairncross : How  did  you  get  along 
bef'ore  the  war,  when  political  risks  were  not  covered? 
Surdy  you  had  about  as  high  a proportion  of  the  total 
possible  business  then  as  you  have  now?—- The  average 
premium  charged  before  the  war  on  the  Department’s 
short  term  business  for  insolvency  risks  alone  was  bdween 
12s.  6d.  and  25s.  per  cent.  The  average  premium  charged 
today  for  the  Department’s  short  term  business,  under  the 
comprehensive  guarantee,  is  less  than  10s.  per  cent. 
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8707.  With  the  political  risks  coivered? ^Everything ; 

a package  insurance  offer. 

8708  The  risks  covered  are  miKh  wider  than  they  were 
before  the  war  at  the  higher  rates  of  premium ; this  is 
not,  however,  the  outcome  of  a bigger  _ turnover?  _ 
There  are  various  reasons.  One  reason  is  that  the  size 
of  the  Department’s  business  has  multijAied  roughly  ten 
times  since  1939.  The  size  oE  the  Department's  busing 
in  1939  was  aibout  £50  millions ; today  it  is  about  £500 
millions. 

8709  I see  from  Appendix  1 that  you  covered  10  per 
cent,  of  total  British  exports  in  the  year  1941  ; you  now 
cover  14  per  cent,  You  do  not  now  cover  a very  much 
higher  proportion  of  British  exports  than  before  the  war? 
^That  is  quite  correct. 

8710  Your  expansion  in  turnover  reflects  the  expansion 

in  British  exports ; it  is  not  a change  in  the  habits  or 
praS:se  of  gc.G.D.? 1 wonM  not  exclude  those. 

8711  Sir  John  Woods:  What  are  the  arguments  a^inst 
insuring  the  political  risks  100  per  cent,  as  distinct  from 

90  or  95  per  cent? ^The  main  argument,  again,  is  an 

argument  based  on  the  experience  not  only  of  the  cr^it 
insurers  in  this  counltry.  ourselves  and  indeed  the  Traho 
Indemnity  Company  too,  but  of  credit  insurers  everjAwhcrc 
in  the  world.  I cannot  use  better  words  to  explain  this 
principle  than  the  words  used  by  the  man  who  probably 
more  than  anybody  else  is  responsible  for  the 

of  the  device  of  credit  insurance:  Mr.  Cuitnbert  Jteain, 
whose  name  appears  throughout  the  recent  history 
Lloyds’  insurance  institution.  The  trading  principle  'which 
he  was  able  to  identify  with  great  imagination  and  vision 
in  those  days  (I  am  noiw  speaking  of  40  or  50_  years  aw) 
is  that  “the  insured  must  bear  part^^  the  risks  on  his 
own  account,  to  induce  him  to  consider  his  buyers  With 
discrimination,  to  avoid  over-trading,  and  to  pursue  his 
debtors  with  proper  vigour  when  the  first  signs  of  finan- 
cial difficulty  arise  At  the  time  when  Cuthbent  Heath 
enunciated  that  principle  it  was,  so  far  as  he  was  con- 
cerned a hunch,  but  its  validity  has  been  proved  by  the 
experience  of  credit  insurers  in  every  country  in  the  world 
since  it  was  first  enunciated.  No  credit  insurer  of  any 
importance  in  the  world  goes  beyond  85  per  cent,  in 
respect  oi  commercial  risks,  nor  beyond  90  per  cent,  in 
reject  of  political  risks. 

8712.  Professor  Sayers:  But  this  principle  surely  docs 

not  apply  to  the  political  risk? 'Most  certainly  it  applies 

to  the  political  risk. 

8713.  Then  why  not  to  all  insurance? 1 ani  unaware 

of  the  principles  on  which  all  insurance  is  conducted.  I 
can  only  talk  about  credit  insurance. 

8714.  Chairman:  But  you  must  bo  quite  familiar  with 
ordinary  insurance  principles.  You  insure  your  house 
or  your  car  and  your  goods?  I insure  thean  against 
the  onset  oi  disasters  over  which  I can  have  no  control, 
either  before  they  happen,  during  their  happening,  or 
after  (hey  have  happened.  The  essential  difference  is 
that,  even  in  the  case  of  the  political  risk,  we  place  great 
reliance  on  the  ingenuity  and  the  resource  of  individual 
British  exporters  who  hold  our  policies  in  avoiding  risks 
arising,  and,  when,  they  do  arise,  in  salvaging  as  much  as 
possible  of  their  interests  from  the  wreck.  Our  experience 
shows  that  that  reliance  is  not  misplaced. 

8715.  The  .point  being  put  to  you  is  that  the  political 
risk  is  very  much  the  kind  of  thing  which  you  just 
described,  with  regard  to  insuring  one’s  house  against 
fire,  or  one’s  oar  agamst  damage:  it  is  something  which 
a man’s  own  care  and  attention  is  not  able  to  cope  with? 

Yes;  but  once  the  disaster  takes  place  it  would  be 

quite  wrong  to  assume  that  there  is  nothing  that  the 
insured  exporter  can  do  about  it.  There  is,  on  the  con- 
trary, fr'Om  our  experience  in  dealing  with  insured  ex- 
porters to  whom  we  have  paid  claims  in  the  last  five 
years  in  Australia,  Brazil,  Turkey,  Colomibia  and  Egypt, 
a very  great  deal  that  the  exporter  can  do  and  has  done 
about  it. 

8716.  But  surely  that  is  done  in  the  case  of  ordinary 

insurance  by  the  insurer  taking  over  the  name  and  the 
poation  of  the  person  he  has  insured? ^We  feel  that 


the  best  interests  of  E.C.G.D.  as  an  insurance  company 
are  served  if,  instead  of  having  a small  handful  of  oivil 
servants  taking  over  this  vast  risk,  we  create  a situation 
in  which  we  have  all  the  ingenuity  and  resources  of 
British  industry  behind  us  in  the  execution  of  salvage 
and  recovery  operations. 

8717  They  have  the  5 per  cent,  which  is  loft  uncovered 

by  y^u? ^They  generally  have  more  than  5 per  cent. 

5 per  cent,  only  applies  to  the  post-shipment  risks  in 
consumer  goods  business.  We  do  not  afford  cover  in 
excess  of  90  per  cent,  in  the  large  medium  term  contracts. 

8718.  Professor  Cairncross:  But  are  not  these  the 
very  contracts  where,  in  a sense,  you  might  more  readily 
make  a concession.,  or  go  above  90  per  cent.?  You  are 
dealing  there  with  a limited  group  of  large  transactions, 
in  the  course  of  which  something  may  arise,  in  the  form 
of  exchange  control,  which  would  render  payment  void? 

^Which  would  interfere,  wc  would  hope  temporarily, 

with  Ihe  capacity  and  the  desire  of  the  buyer  to  make 
payment  across  the  exchanges. 

8719.  Do  you  think  in  tho.se  cases  that  the  shipper 

is  able  to  exert  himself  iisofullyV is  surprising  what 

he  can  do. 

8720.  Professor  Sayers:  The  householder  can  and  will 
do  quite  a lot  if  his  house  catches  fire.  Is  it  not  the  same? 
1 do  not  think  so.  In  any  case,  the  insurance  com- 
pany does  not  pay  100  per  cent. ; it  only  pays  the  replace- 
ment value  of  the  axtidcs, 

8721.  But  all  insurance  companies  prcs.s  'their  customers 
to  insure  fully.  In  fact,  they  seem  to  think  one  is  being 

quite  improper  if  one  does  less.  Is  not  that  so? Mr. 

Owen:  I do  not  think  it  is  improper.— Mr.  Durkiti:  You 
will  not  get  more  than  the  replacement  value  of  a car, 
whatever  you  insure  it  for. 

8722.  Chairman:  But  that  is  not  on  the  principle  of 

leaving  the  insured  with  u percentage  of  n.sk? Mr. 

Owen:  This  i.s  a very  specialised  form  of  insurance.  It 
is  easy  to  adduce  principles  which  apply  elsewhere  in  the 
insurance  field,  and  fed  'that  Uiey  should  apply  in  the 
field  of  credit  insurance,  If  that  were  to  be  the  case, 
the  constilulion  of  the  export  credit  insurance  market  in 
the  world  today  would  be  very  different  from  what  it  is ; 
Lloyds  could  and  would  be  doing  it,  instead  of  having 
passed  the  self-denying  ordinance  which  they  passed 
thirty-five  years  ago,  under  which  they  do  not  do  it. 

8723.  I think  the  point  .put  to  you  wii.s  not  quile_  the 
sime  point.  I can  quite  understancf  Mr.  Heath's  principles 
when  aipplicd  to  the  ordinary  case  of  consumer  goods ; 
he  had  'it  in  mind,  1 think,  that  one  must  not  find  a 
purchaser  and  tlien  throw  the  whole  burden  of  the  risky 
contract  on  the  insurer.  What  is  being  pul  to  you  is 
this  rather  special  consideration  of  the  large  contract  on 
long  term,  when  the  nature  of  the  contract,  and  the 
person  who  is  carrying  out  the  contract,  are  such  that 
you  can  redy  upon  his  gixid  faith  and  his  wish  to  carry 
the  thing  through  and  gel  what  he  can  out  of  it,  without 

■any  further  security? ^So  fur  as  large  medium  term 

contracts  are  CMicerned,  our  experience  shows  that  ways 
and  means  seem  to  be  open  to  our  expiirlers  to  effect 
salvage  and  recovery,  which  -would  probably  not  be  open 
to  us.  Thus  is  one  of  the  arguments  against  the  credit 
insurer  appearing  openly  as  a principal.  If  there  are 
difFiculties,  the  'buyer  can  present  dinicullie.s  as  existing 
to  impede  him  making  payment  across  the  ^changes  to 
his  supplier.  If  he  know.s  that  hi.s  supplier  is  at  no  loss 
and  that  the  loss,  if  any,  i.s  being  suffered  by  a •vast, 
faceless  GO'Vcrnment  insurance  machine,  ho  is  not  likely 
to  bestir  himsdf  very  actively  to  make  payment  of  the 
amounts  which  are  owing.  That  is  one  reason  why  -we 
prefer  to  keep  the  fact  of  credit  insurance,  even  in  the 
large  medium  term  contracts,  completely  seerd  belw^ 
•the  insured  exporter  and  ourselves,  and  rely  on  the 
insur^  exporter  and  his  efforts  and  his  skill  to  get 
back  the  money  which  is  due  to  him. 

Chairman:  That  has  raised  another  point,  on  which  I 
am  sure  there  are  some  questions ; but  I think  we  TOght 
break  off  now.  and  start  again  at  2.15  p.m.,  if  fhat  is 
convenient  to  you. 


{Adjourned  until  2.15  p.m.) 
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8724.  Chairman:  When,  we  broke  o£E,  Mr.  Owen,  you 

made  an  allusion  to  a principle  fliat  the  fact  of  credit 
insuranoo  should  he  kept  secret  between  the  exporter  and 
the  Departoient.  How  far  does  'that  principle  go?  Does 
it  put  the  exporter  under  an  obligation  not  to  let  it  be 
known  by  'his  customer  that  he  is  applying  for  credit 
insurance? Mr.  Owen:  It  is  intended  to  do  so. 

8725.  Can  it  'bo  kept  secret  in  that  way? ^We  are 

under  no  illusions  as  to  the  extent  to  wihidh  it  can  be 
kept  secret.  Undoubtedly  there  have  been  leaks,  and 
very  embarrassing  leaks  they  have  proved  to  be.  There 
is  a variety  of  reasons  why  we  ask  exporters  to  keep  this 
secret  and  why  we  retain  in  the  last  resort  the  right,  if 
an  exporter  discloses  even  the  fact  of  insurance,  to  refuse 
to  pay  under  the  policy.  One  is  thait  this  is  a contract 
of  the  utmost  good  faith  between  the  insurer,  that  is 
ECGD  and  the  insured,  that  is  the  policy  holder,  and 
strictly  speaking  it  is  no  business  of  the  buyer  whether 
the  contract  is  insured  or  not.  As  buyer  his  relations 
are  with  his  seller ; he  makes  a contract  with  him. 

If  the  exporter  does  allow  it  to  be  known  that  the  con- 
tract is  insured,  then  we  can  have  two  rather  differen 
sorts  of  oomrtotions.  In  the  first  place  we  feel  toat 
the  odds  are  that  a ibuyer  who  knows  that  the  export 
is  insured  as  to  90  per  cent.  wiH  not  behave  with  *e 
same  loyalty  to  his  oibBgations  as  if  he  thought  the  exporter 
was  not  insured.  Put  in  more  specific  t^,  we  feel 
that  -buyers  abroad  will  wish  to  retain,  for  example, 
the  Boodwill  of  United  Kingdom  exporters,  like  the 
English  Electric  Company  and  the  Bristol  Aeroplane  C^- 
pa^,  'but  that,  if  they  thought  that  in  the  event  of  their 
failing  to  honour  their  obligatioris  it  would  not  be 
the  English  Electric  Company  or  the  Bristol  Aeroplane 
Company  that  would  really  suffer  any  damage,  but  merdy 
again  that  faceless  Government  insurance  machine,  the 
S are  that  they  tvould  be  leM 

due  payments  than  otherwise  would  ibe  the  case.  ThM, 

T admit  is  arguable ; but  we  have  a certain,  body  ^ 
evidence  which  justifies  us  in  the  filing  that  worth 
while  pursuing  the  practice  of  that  particular  principle. 

8726.  Do  you  not  avoid  that  danger  by  keeping  the 

exporter  at  risk  for  some  percentage? ^Ycs ; but  me 

margin  of  profit  on  commercial  contracts  varies,  and  me 
margin  of  profit  could  be  such  that  the  exporter,  having 
been  covered  as  to  90  per  cent.,  still  has  some  small 
fragment  of  it  left. 

8727.  Professor  Sayers:  But  he  tftill  loses? He  stili 

loses  some  of  his  profit. 

8728.  Sir  Oliver  Franks:  .Is  it  not  one  of  the  difficul- 
ties that  this  is  a very  open  secret?  For  example,  I have 
discovered  that,  in  relation  to  tiwo  fairly  large  propositions, 
one  of  which  matured  and  one  of  which  did  not  mature, 
for  exports  from  this  country  involving  the  E.C.G.D.,  me 
foreign  parties  concerned  had  been  jnformM  about  me 
situation  and  about  the  possibility  of  an  E.C.G.D.  guaraii- 
tee  by  Ministers  of  the  Crown.  In  other  cases  to  my 
knowledge  they  had  been  informed  by  the  officials  ot 
their  embassies  who  advise  them  on  commercial  matters 
The  whole  thing  seems  .to  be  extremely  well  known,  and 
I have  been  rather  at  a loss  to  see,  even  if  the  advantage 
were  as  you  describe  them,  that  the  situation  was  not  in 

fact  unreal? ^We  agree  that  this  is  a very  opeQ  sf  ret 

We  agree  that  there  have  been  leaks.  We  agree  that  me 
commercial  intelligence  resources  of  the  di^t^ats  m Lon- 
don'are  sometimes  quite  oonsideiable.  But  we  are  suit 
averse  to  relying  the  principle,  for  this  reason,  whwh 
is  rather  more  important  than  iie  other  one.  it  it  be- 
came known  that  the  Department’s  rate  on  a 
transaction  for  a particular  counitry  was  a named 

and  that  the  Department’s  rate  on  another  transaction, 
identical  except  for  the  buying  country,  was  another  rafa 
we  could  have  a situation  in  which  the  rates  ctf  pramiurn 
charged  by  the  E.C.G.D.,  .which  after  all 
ment  of  Her  Majesty's  Govemmmt, 

Shbject  od  diplomatic  representations.  Indeed  I have 
known  it  to  be  made  the  subject  of  diplomatic  represen- 
tations. lit  is  not  possible  to  .conduct  a cr^t  inst- 
ance business  on  the  basis  of  being  diplomatically  agr^ 
able  to  all  the  buying  countries.;  it 
The  only  safeguard,  therefore,  is  to  insist  that  '“e  ex 
porter  shall  not  disclose  the  information;  if  we  tmd 


out  that  he  has  disclosed,  and  if  we  find  out  that  loss 
has  supervened  because  be  has  disclosed,  we  should  be 
fully  within  our  rights  in  refusing  to  pay  any  claims  on 
the  policy.  We  are,  however,  under  no  illusions  as  to 
the  extent  of  the  leakages  that  take  place. 

8729.  I understand  your  disciplinary  attitude,  but, 
when  the  secret  is  as  open  as  it  is,  it  seems  to  me  that 
it  is  difficult  to  sustain  it.  I have  not  in  fact  ever  known 
anyone  on  .the  foreign  side  who  did  not  know  about 

it,  and  fro.m  his  diplomatic  advisers. -I  think  we  ought 

to  stick  to  it.  Some  overseas  buyers  to  our  knowledge, 
according  to  our  information  from  exporters,  have  taken 
umbrage  at  what  they  think  is  an  expression  of  doubt 
regarding  their  creditworthiness. 

8730.  I can  see  that  these  problems  are  necessarily 
involved,  but  it  still  seems  to  me  unclear  that  you  avoid 
them  by  maintaining  the  principle,  .when  the  facts  are 

going  the  other  way? We  do  our  best  to  maintain  the 

principle.  Within  the  last  six  months  I have  personally 
signed  a letter  Ito  every  policy-boMer  reminding  him  of 
his  obligations  ’and  of  the  embarrassing  consequences 
which  will  ensue  both  for  him  and  for  ourselves  if  this 
principle  of  confidentiality  between  insurer  and  insured 
is  not  maintained.  To  a certain  extent  there  is  some 
parallel  with  banking  practice:  if  an  uninsured  exporter 
cannot  give  the  credit  which  a buyer  requires  for  some 
reason  connected  with  some  risks  between  himself  and  his 
banker,  we  feel  it  is  unlikely  that  he  will  say  to  bis 
customer : “ I cannot  give  you  this  credit  for  which  you 
ask  because  my  banker  will  not  trust  me  any  further. 

If  he  is  unlikely  to  do  ffiat,  can  be  not  apply  ffie  same 
principles  and  practice  in  his  relations  with  his  credit 
insurer?  Why  do  we  have  to  come  into  it  at  all? 

8731.  There  seems  to  me  to  be  a difference;  the  bank 

is  scrupulous  about  discussing  the  affairs  of  its  customers 
but  does  not  mind  if  the  customers  talk  about  their 
relations  with  the  bank ; you  are  in  the  opposite  position 
of  minding  whether  the  customers  talk..  J raise 
general  question  because  I happen  to  think  that,  when 
things  can  be  public  without  damage,  it  is  a good  thing 
that  they  should  be.- ^I  agree. 

8732  In  this  case,  given  that  there  well  might  be 
reasons  for  keeping  it  secret  if  one  could,  it  seems  to  me 
that  the  knowledge  is  sufficienUy  widespread  as  to  r^ove 
a good  deal  of  the  strength  of  the  argument;  theretfore  J 
wonder  whether  in  fact  the  balance  might  not  he  m 

leaving  it  open?' 1 do  not  think  so,  because  of  the 

risks  that  our  whole  system  of  premium  ratmg  could 
in  the  last  resort  be  made  the  subject  of  diplomatic 
representations  if  it  was  known. 

8733  Is  the  Foreign  Office  aware  of  thait  aspect  of  it? 

Mr.  Owen:  The  Foreign  Office  would  not  greatly 

mind  whethra  credit  insurance  was  conducted  on  the  basis 
of  friendly  diplomatic  representations  or  not ; the  ettects 
would  fall  on  the  credit  insurer.  I personally  would 
find  it  difficult  to  reconcile  the  open  disclosure  of  our 
rates  and  the  risk  of  diplomatic  representations  with  rny 
responsibilities  as  the  Accounting  Officer  for  what  ought 
to  be  a solvent  credit  insurance  scheme,  fixe  sol- 
vency of  which  would  be  gravely  impaired  our  rates 
were  to  be  made  the  subject  of  diplomatic  repr«en- 
tations.— 5/r  Oliver  Franks:  That  seems  to  me  still  to 
be  a position  of  theory  rather  than  of  fact. 

8734.  Professor  Sayers:  Are  open  statements  by  Minis- 
ters of  the  Crown  to  be  described  as  leaks  in  this  con- 
text?  1 was  not  aware  of  .the  circumstamces  ot  the 

case  to  which  Sir  Oliver  Franks  referred.  Circumstances 
do  arise  where  information  can  properly  be  disclosed; 
they  are  exceptional. 

8735  Sir  John  Woods:  The  Indian  steel  contract  was 
one?— ^Yes ; birt  that  was  a very  exceptional  case,  where 
part  of  the  financing  'Was  being  done  on  a 
Government  basis,  using  statutory  powers  through  the 
E.C.G.D. 

8736  I realise  that  it  was  a vra-y  exceptional  hut 

Blit  there  is  a case  where  it  ms  ’-‘S™ 

Bie  Goven«men,1B.  I sbohM  have  thou*t  mfh  ar  Okw 
that  moBt  of  these  transaotroos  are  in  fact  known  to  the 
KStomera.  If  that  is  so,  onitt  not  toese  ropercu^ons  on 
yonr  rate  stonoture  and  on  your  solyenoy  to  have  made 
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themselves  fela  already? It  is  a matter  of  opinion  how 

widdy  they  have  gone,  The  views  which  you  have  just 
expressed  suggesit  that  disdlosuje  of  this  inforraaiion  in 
antical  cases  to  customers  has  gone  very  widely.  Tltat  is 
not  quite  in.  acscordance  with  our  impressions. 

8737.  Sir  Reginald  Vcrdon  Smith : Did  the  letter  in 
whddh  you  drew  the  attention  of  policy-holders  to  the 
need  for  confidentiality  produce  a numiber  of  replies  of 
any  interest  or  significance? — ; — Mr.  CotterUl ; It  product 
a number  of  replies.  The  main  central  point  of  the  roplaes 
was  the  apparent  discrepancy  between  the  fact  ’that  the 
Department  publicises  its  facilities  in  general  terms,  but 
neverthdess  requires  oonfidentialitiy  for  individual  trans- 
adtions.  This  was  a reasonable  point  withlin  limits,  and 
I wonder  how  far  Sir  Oliver's  point  is  not  in  fact  caught 
up  with  it.  We  do  publicise  our  facilities  in  general  terms ; 
and  certain  overseas  buyers  write  from  time  to  time  and 
say.  “We  know  that  all  British  exipofters  are  insured  with 
E.C.G.D.  We  have  read  this  account  of  thdr  services.” 
Tlus  is  a vary  different  matter  from  the  relationship 
between  a partiaular  buyer  and  sefler,  and  between  insurer 
aud  insured,  wMch  we  regard  as  confidential. 

8738.  Sir  Oliver  Franks:  I was  referring  to  the  buyer 
who  Shops  around  in.  the  counitnies  of  Western,  Europe 
and  compares  the  credit,  instance  rates  as  wdll  as  the 

prices,  our  own  included,  and  comes  to  a conclusion. 

Mr.  Owen:  We  cannot  stop  the  indiscreet  or  careless 
German,  Frenjch  or  Bnilish  exporter  disdosing  in  the 
make-up  of  his  price  the  specific  element  for  cr^it  insur- 
ance, but  all  oredik  insurers  of  whatever  nationality  are 
unanimous  toait  we  should  do  ever.yitl3iing  we  can  to  stop 
this. 

8739.  Chairman : Have  you  ever  in  fart  voided  a policy 

on  the  ground  of  disclosure  of  this  kind? 'Not  to  my 

knowle«^e.  There  is  a further  reason  wihy  in  the  interests 
of  the  exporter  it  is  undesirable  that  the  fact  and  the  cost 
of  insurance  should  be  made  known.  If  both  the  fact 
and  the  cost  are  made  known,  there  is  nolhiihg  to  slop 
the  buyer,  accompanied  by  his  diplomiaUc  represcufativo 
in  London,  cal'Hng  on  us,  and  oven  if  we  refuse  to  see 
him,  calling  on  the  Board  of  Trade,  and  starting  a process 
of  negotiation  on  the  credit  terms.  He  wiWl  obviously 
seek  to  putt  us  in  the  position  in  which  we  say  something 
he  can  use  -to  the  erntbarrassment  of  the  United  Ki'ngidom 
firm  from  whom  he  is  seeking  credit.  We  feel  that  it  is  to 
the  advantage  of  ewerybody,  including  the  suppliers  whose 
cred'it  die  buyers  are  seeking,  if  the  wboile  respon'sibilit'y 
is  centralist  openly  and  efficiently  in  the  hands  of  the 
seller.  If  the  ^ycr  wants  suppliers’  credit  he  must  talk 
to  the  suppSier.  The  supplier  will  teUI  him  if  he  is  prepared 
to  give  him  any  credit  at  all,  and,  if  ho  is,  subject  to  what 
conditions ; and  Lite  extent  to  which  the  supplier  feels 
it  necessary  to  'be  supported  by  credit  insurance  is,  we 
suggest,  no  business  of  the  buyer  whatsoever. 

8740.  The  supplier’s  dealings  with  the  customer  on  those 
terms  must  depend  on  hds  knowing  whether  he  himself 
can  get  credit  insurance  at  that  time,  and  under  what 
tenms.  tome  of  the  people  we  have  heard  have  said 
that  they  had  some  diffieuilliy  in  knowiirug  where  they  stood 
with  you  early  enough  to  be  able  to  carry  out  their 
negotiations  with  their  customer.  I would  like  to  know 
how  you  would  enlarge  on  that  asp^  of  it.  How  soon 

can  a man  know  whore  he  stands  with  you? As  soon 

as  he  is  in  a posiition  to  draw  reasonably  firm  outlines  of 
the  type  of  oontraat  into  which  he  proposes  to  e,nter. 
There  is  no  difficulty  about  this  at  all.  There  is  no  dafll- 
culty  'in  gerttiing  an  answer  an  writing  at  the  earliest 
possible  moment  that  the  outlines  are  reasonably  firm  ; or 
if  he  rings  us  up  ait  2.30  this  afternoon  and  says : I am 

seeing  a buyer  at  4 o’clock  ”,  gives  us  his  name,  his  address 
and  some  informatflon  about  the  oiroumstances  of  the 
oontraat,  provided  the  customer  can  produce  the  essential 
information,  he  will  have  his  answer  by  4 o’clock. 

8741.  Sir  John  Wood.s:  I should  say  that  that  was  true 
in  respect  of  shortderm  policies.  I am  not  so  sure  it  is 
true  in  the  medu-um->teirm  ones  where  the  negotiations  for  a 
contract  in  competition  with  other  people  may  be  a long- 
drawn-out  process?— Afr.  Owen:  Perhaps  Mr.  Toms 
would  say  a word  about  the  mediumr^erm  ones,  as  that 
is  his  departmenlt.  'Mjy  impression  is  that,  provided  the 
information  is  aufladentSy  exact  and  we  know  what  the 
tenm  the  {^oposed  contract  acre  and  we  know  who  the 


buyer  is,  if  he  is  a private  buyer  or  swnc  sort  of  public 
authority,  what  his  connection  is  or  can  be  made  with  the 
central  financial  machinery  in  the  buying  country,  if  this 
is  a big  capital  goods  contract:  provided  in  short  that  he 
can  give  suflicrient  information  to  our  underwriters,  there 
is  no  reason  why  he  should  not  have  an  answer  almost  in 
a matter  of  minutes. — Mr.  Toms : If  ho  has  our  compre- 
hensive cover  he  knows  which  markets  arc  covered  (that 
is  an  argument  in  favour  of  the  “whole  turnover”  type 
of  policy)  and  the  question  becomes  one  of  whether  we  caa 
agree  the  solvency  of  the  buyer  for  'Bhe  amount  required. 
In  liie  case  of  spcoilic  underwriting  dealing  with  the  ok- 
cumstances  of  a piuHicular  contract,  all  the  circumstances, 
such  as  the  buyer,  ffio  terms,  the  gixxls,  the  shipment 
period  aiul  any  other  special  feature  of  the  c»nlract,  may 
have  some  bearing  on.  the  underwriting,  and  it  is  very 
difficult  to  give  any  firm  cindication,  still  less  a commitment 
that  cover  will  be  available,  until  the  exporter  himself 
«in  provide  firm  answers  lo  tliose  questions.  We  always 
try  as  early  as  possible  lo  give  an  indication  in  principle 
whether  or  not  -cover  w.El  be  forthcoming,  and  what 
further  infoimaition  will  be  required  before  wc  can  confirm 
it. 

8742.  Cltiiirman:  It  .sounds  a very  difficult  business, 

if  I may  say  so? 1 am  afraid  it  always  is  when  wc  are 

dealing  with  oontracts  on  a contract  by  contract  basis, 
but  in  my  experience  the  criticism  amounts  to  no  more 
than  that,  and  the  people  who  can  supply  the  Information 
rcquiirod  to  make  even  a preliminary  judgment  will  get 
that  preliminary  judignwwt  front  as  at  a very  early  sitage. 
They  may  even  get  an  indication,  or  a bracket  of  indica- 
tion, of  premium  rates,  which  they  need  for  costing 
purposes.  They  can  g«  that  quite  early,  provided  they 
give  us  suffldenit  information  lo  form  a judgment, 

8743.  These  oontrticw  must  emerge  as  fairly  complicated 
legal  documents ; there  must  be  difUciilitiics  which  emerge 
on  that?— —Indeed,  yes. 

8744.  Will  not  your  premium  ultimately  depend  on  an 

assessment  of  what  all  those  will  amount  to? Yes, 

but  tor  obvious  reasons  we  try  and  avoid  getting  too  in- 
volved in  the  (x>ntractual  details.  Wc  ask  for  certain 
fundamental  information  about  the  contract. 

8745.  Sir  John  Woods:  The  suggestion  we  have  been 
getting  is  that  it  does  put  the  negotiator  who  is  in  a strongly 
competitive  position  in  a very  difficult  spot,  because  he 
docs  not  know  at  any  given  time  whether  his  cwnpelitor 
has  already  struck  the  vital  blow ; in  general  terms  it 

seems  to  bo  very  irruportant  to  gel  this  indication? 

One  must  not  underestimate  the  ddUcullies  of  the  Depart- 
ment. A good  many  of  these  contracts  take  two  or  three 
years  for  the  negotiations  to  be  completed,  and,  if  the 
Department  were  to  commit  itself  with  absolute  certainty 
lo  »ving  cover  on  that  eontract,  within  that  period  of 
two  lo  three  years  catastrophes  might  occur  in  which  the 
Department  would  be  facing  a certain  loss  and  could 
ofaviouflly  not  go  thro^h  with  the  underwriting.  The 
exporter  gets  an  indication  or  a decision  in  pincii^e,  but 
the  absolute  certainty  of  cover  cannot  be  given  until  we 
are  ready  to  make  a firm  offer,  which  means  until  the 
exporter  is  ready  to  disclose  the  details  of  the  contract  he 
wants  to  insure. 

8746.  Of  course  contracts  of  this  type  take  two  or  three 
years  to  negotiate;  but  it  constitutes  a difficulty  for  the 
negotiator  if  he  has  not  got  something  reasonably  firm  to 

go  on? Mr.  Toms:  The  Department  is  well  aware  of 

these  difficulties  and  will  stand  behind  the  exporter  as 
long  as  it  is  humanly  possible  to  do  so. — Mr.  Owen : I see 
no  way  out  of  this  difficulty  except  the  way  to  which  Mr. 
Toms  referred:  close  and  intimate  contact  between  the 
Department  and  exporters.  I think  that  in  large  measure 
that  already  does  prevail ; but  we  cannot,  for  reasons  with 
which  you  wliJl  sympathise,  make  firm  commitments  in  the 
middle  of  1958  that  by  the  middle  of  1960  we  shall  be 
prepared  to  meet  commitments  in  respect  of  a certain  size 
on  a certain  country.  On  the  last  occasion  when  a very 
large  Supplementary  Estimate  was  debated  on  the  floor 
of  the  House  of  Commons  in  tiie  eariy  part  of  1953,  when 
we  had  to  go  to  the  House  and  ask  for  a large  additional 
sum  to  pay  for  our  disibursements  on  the  Brazilian  default, 
there  was  a certain  body  of  opinion  on  the  floor  of  the 
House  regarding  the  length  of  time  fliat  the  Department 
bad  remained  open  to  insure  new  business  after,  so  the 
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critics  urged,  the  red  lights  were  painfully  apparent. 

It  is  for  that  sort  of  reason  that,  although  we  are  prepared 
to  give  indications,  nevertbeJess  we  like  to  reserve  until  as 
near  as  possible  the  signature  of  the  contract  the  firm 
comrutment  that  if  the  exporter  gets  the  contract  on  those 
terms  we  will  insure  it. 

8747.  That  is  a slightly  different  thing.  It  is  not  because 
you  do  not  know  quite  enough  about  the  project  and 
contract ; you  are  saying  that  where  there  is  any  doubt 
at  ai  about  what  the  creditworthiness  of  a country  mi^t 
be  two  years  hence  you  cannot  commit  yourself  until 

much  nearer  the  date. was  trying  to  deal  with  what 

I thought  to  be  the  source  of  difficulty  in  your  mind: 
the  apparent  Slowness  and  reluctance  of  the  Department  in 
giving  indicaticxis.  We  hope  we  are  not  slow ; we  try  not 
to  be  slow.  There  will  always  be  peorie  who  think  we 
do  not  work  nearly  as  fast  as  we  should.  We  try  to  give 
indications  to  exporters  with  the  minimum  delay  possible, 
but  these  can  orily  be  dadlcations ; we  cannot  make  firm 
commitments,  for  reasons  that  I have  tried  to  explain, 
until  much  nearer  the  actual  assumption  of  the  obligation. 

8748.  Sir  Reginald  Verdon  Smith : I have  heard  it  sug- 
gested that  it  would  'be  more  coniVeD.i6nt,  at  any  rate  to 
the  supplier,  that  a firm  quotation  rather  than  an  indica- 
tion should  be  given,  >but  that  it  should  only  be  open  for 
a comparatively  short  period  and  that  it  should  be  known 
thwi  to  expire,  as  many  offers  are  in  ordinary  commercial 

companies.  Is  that  a practical  possibility? Not  cmly 

is  it  a practical  possibDity,  but  it  is  somelhing  which  we 
regU'larly  do. 

8749.  On  large  medium-term  contracts? Mr.  Owen: 

Yes,  that  is  regular. — Mr.  Toms:  I am  not  quite  sure 
how  that  would  help  Sir  John’s  point  about  the  certainty 
of  cover,  because  a firm  quotation,  on  which  the  Depart- 
ment commits  itself  and  on  which  the  exporter  by  taking 
up  the  offer  of  cover  can  insist  upon  a guarantee,  can 
only  be  made  when  we  have  sufficient  information  to  be 
satisfied  that  it  is  a reasonable  risk. 

8750.  So  that  in  fact  it  is  not  a firm  offer  when  made? 

A firm  offer  can  only  be  made  if  the  Department  is 

prepared  thereupon  to  issue  a guarantee  on  those  terms  and 
conditions. 

8751.  I am  suggesting  that  it  is  a prop^ition  which  is 
reasonable,  assuming  that  you  have  the  information  you 

want? ^That  is  always  done  as  soon  as  we  have  enough 

information,  It  is  valid  for  a period  which  we  think  will 
pve  the  exporter  time  to  complete  his  negotiations,  usually 
a matter  of  two  to  three  months,  and  if  at  the  end  of  that 
time  he  has  not  completed  his  negotiations  he  can  apply 
for  a renewal.  If  'the  circumstances  are  raichanged  we  shall 
be  quite  prepared  to  renew  it.  Once  we  have  reached  tlie 
stage  of  making  a firm  quotation  the  exporter  has  the 
certainty  that  he  can  accept  it  at  any  point  of  lime  and 
put  us  on  risk. 

8752.  The  difficulty  here  being  arriving  at  firm  quota- 
tions?  iWe  do  not  want  to  commit  ourselves  to  a firm 

quotation  until  we  have  sufficient  information  from  the 
exporter. 

8753.  The  impression  sometimes  seems  to  have  gained 
currency  that  this  is  one  of  the  problems  which  is  for  some 
reason  more  difficult  in  this  country  than  it  is  in  other 
countries.  Would  it  be  within  the  Department’s  know- 
ledge that  practice  in  other  countries  differs  from  ours,  is 

in  some  way  more  flexible  or  to  the  contrary? Mr. 

Owen : From  the  many  conversations  I have  had  on  these 
technical  matters  with  credit  insurers  in  other  countries, 
their  procedural  approach  to  these  things  is  identical  with' 
our  own. 

8754.  Chairman:  Do  these  medium-term  contacts 

involve  you  in  a lot  of  legal  work  in  assessing  the  signifi- 
cance of  the  tenns? ^Not  always.  We  leave  to  the 

exporter  the  responsibility  for  drawing  up  the  contract 
in  the  terms  which  he  has  described  to  us.  He  asks  us 
to  underwrite  on  a certain  basis.  If  he  says : “ I have 
drawn  up  a draft  contract;  wiH  you  have  a look  at  it 
to  see  that  it  is  all  right  and  conforms  to  the  intentions 
contained  in  our  exchange  of  letters?”,  we  do  not  have 
the  resources  to  cope  with  that.  We  have  to  leave  the 
responsibility  fairly  and  squarely  on  the  exporter  to  draw 
his  contracts  in  such  a way  as  is  valid  under  either  the 
law  of  this  country  or  the  law  of  the  buying  country. 


whichever  system  has  to  apply,  so  that  the  results  of  the 
coQtract  achieve  the  ends  which  we  have  suggested. 

8755.  If  you  had  your  own  legal  department  to  deal 
with  the  assessment  of  what  these  terms  stand  for  or 

involve,  would  it  help  you  to  act  quicker? ^I  do  not 

think  so  ; I think,  indeed,  that  it  would  slow  the  machine 
down,  bwause  we  should  have  to  have  grafted  on  to  our 
organisation  experts  in  the  law  and  practice  of  all  the 
countries  where  we  underwrite  risks.  That  woidd  mean 
that  before  any  obligation  was  assumed  the  contract  would 
be  looked  at  iby  the  firm’s  administrative  and  executive 
staff,  by  the  firm’s  legal  advisers  and  by  our  legal  advisers. 

We  are  normally  quite  content  to  leave  the  responsibility 
for  drawing  the  contract  fairly  and.  dearly  and  prudently 
on  the  exporter  because,  as  you  will  recollect  from  our 
disousaons  before  lunch,  we  have  deliberately  created  a 
situation  in  which  it  is  to  the  exporters’  advantage  to 
act  with  the  same  care  and  prudence  being  insured  as  they 
would  if  they  were  uninsured. 

8756.  I wondered  whether,  if  you  provided  a central 
service,  the  fact  that  you  are  dealing  over  a period  of 
years  with  the  laws  of  a great  variety  <rf  countries  might 
enable  you  to  speed  things  up  with  your  advice  and 

knowledge? ^We  find  as  a rule  that  with  these  large 

medium-term  contracts  firms  have  access  to  the  legal 
services  in  this  country  and  through  their  agents  to  1^1 
advisers  overseas  so  as  to  mdee  sure  that  a contract  is 
aooeiptable  and  adminlistrabile  by  the  law  of  whatever  coun- 
try is  ooncCTned.  There  is,  however,  a dass  of  case  where 
we  do,  as  a Department,  play  quite  a large  part  in  the 
actual  process  of  documentation ; that  relates  to  the 
drawing  up  of  bank  guarantees,  particularly  the  kind  of 
bank  guarantees  on  which  we  have  underwritten  certain 
risks  in  the  United  States.  These  are  extremely  complex 
documents.  We  have  been  able  with  the  advice  of  our 
legal  advisers  to  underwrite  on  the  basis  of  new  types  of 
security.  This  applies  particularly  in  the  aircraft  world. 
We  do  play  a part  openly  in  this  kind  of  documentation, 
involving  our  leg^  advisers  here,  exporters’  legal  advisers, 
banks’  legjJ  advisers,  and  do  the  case  of  the  United 
States  our  own  legal  adviser  attached  to  our  New  York 
office.  Broadly  speaking  that  is  the  only  kind  of  case 
where  we  wish  to  play  a part  in  the  building  up  of  the 
legal  documentation  relating  to  a contract  to  which  we 
give  insurance. 

8757.  Sir  Reginald  Verdon  Smith : I had  wanted  to  ask 
you  about  the  apparent  inconsistency  of  the  United  States 
situation  and  what  you  say  about  confidentiality  in  all 
other  cases.  When  you  use  the  word  “openly’’,  you 
do  mean  that  your  representatives  are  engaged  in  the 

negotiations  with  banks  and  customers  concerned? 

Yes,  but  we  like  to  think  that  those  are  vary  exceptional 
cireumstances.  We  have  these  principles  to  which  we  like 
to  f-ling  as  long  as  we  possibly  can,  but  we  are  not  so 
rigid  and  so  inflexible  that  we  wit  not  depart  from  them 
when  circumstances  make  that  the  reasonable  thing  to  do. 

8758.  Professor  Cairncross:  It  has  been  put  to  us  in 

evidence  that  it  might  be  open  to  the  exporter  to  insure 
elsewhere  the  15  per  cent,  that  ffie  E.C.GJ3.  will  not 
insure,  but  that  E.C.G.D.  would  rule  that  out.  & this 
so? ^That  is  so. 

8759.  On  what  grounds  would  you  rule  it  out? 

On  the  same  grounds  that  I was  trying  to  describe  to  you 
before  lunch:  we  like  to  leave  a sufficient  measure  of 
responaibilitiy  with  tihe  exporter  on  his  own  account  to 
ensure  that  he  wisl  behave,  bedng  insuie4  with  the 
same  degree  of  prudence  and  skill  as  he  would  if  he  were 
not  insured.  We  could  not  be  assured  of  that  same  degree 
of  prudence  and  rfdl  if  we  deliberately  created  a siitiuation 
an  which,  if  a ooUoquia'lism  may  be  forgiven,  he  could  not 
care  less. 

8760.  Do  you  believe  that  he  might  be  able  to  find 
another  insurance  agency  which  might  be  interested?  Is  it 

a re^  question  or  is  it  an  acadeandc  one? 1 have  heard 

reports,  how  wdll  authenticated  I am  not  really  in.  a 
position  to  saiy,  that  this  organisation  or  that  company 
might  be  prepared  to  take  a share  of  the  uncovered  ten 
or  fifteen  per  cent. 

8761.  Mr.  Jones:  Do  reject  much  insurance 

business,  shout  term  or  medium  term? ^We  reject 

business  from  tikne  to  time  on  partioular  countries  where 
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for  the  time  'being  the  economlic  ou'll'ook  is  so  bleak  m to 
make  thorn-  tonporatiljy  umnsumbfe  There  ^ c^aai 
cxrtmtries  which  could  be  nam^  where  the  piosipecirs  of 
their  paying  anything  for  any  impoite  over  the  next  ax 
or  twd’Ve  mionlhs  is  negHgible.  Tho»  counlnes  for 
obvious  reasons  we  are  not  prepared  to  insure,  and  there- 
fore .propositions  Cor  those  counitnies  would  be  rejected. 
Apart  from  that  dass  of  case  I do  not  think  there  is 
biSiness  that  we  rejedt.  We  mdgbt  of  course  re^t 
insurance  on  grounds  connected  with  the  pattern  of  terms 
of  paymenit;  take  my  example  from  ^ore  lun^:  we 
would  not  insure  table  gjljassware  on  three  years  crediit 
terms.  Or  if  an  ej^rter  came  to  us  and  said : I can  get 

a lovely  oontnaot  for  a power  station  worth  £5  miilicm, 
and  the  terms  of  payment  are  nothing  by  the  hm.e  of 
shininenit  and  .twenty-five  per  cent,  three  years  ailtcr  the 
power  station  has  been  in  workanig  order ; will  you  insure 
itet?”,  the  answer  would  be  “no”. 

8762.  Et  would  appear  that  about  ndnety-niiie  per  cent, 
of  appfldcatioDS  for  undenroMng  are  granted.  _ Is  ttot 

what  you  are  saiydng  in  eSeat? Mr . Owen . I 

they  probably  are,  yes.— Mr.  Toms:  I ^o  not  know  what 
the  percentage  is  on  mediutn-tterm ; but  the  lengto  of 
time  that  negotiations  take  does  give  us  an  op^rUinnty  to 
influence  negotiations,  we  hope  for , good.  _ are  very 
oonscdous  that  underlying  the  Act  is  a kind  of  general 
dureotive  that  we  shoiild  encourage  exports,  and  it  is  some- 
times possible,  at  least  on  my  side,  for  the  Dqpartment  to 
suggest  anOlher  way  in  whidh  the  transaotion  codd  be 
c^red  which  would  make  it  insurable  althou^  the 
original  terras  proposed  to  us  did  not  look  too  good,  tr  a 
proposition  .is  on  the  face  of  it  unacceptable  we  try  and 
say  on  what  .terms  we  would  be  pr^ared  to  insure  it,  it 
the  exporter  corM  negotiate  ithose  terms,— Mr.  Owen  \ 4>o 
far  as  shott.lerm  business  is  concerned  my  itnpreraion  is 
that  we  give  affirmative  answers  to  the  vast  bulk  of  me 
propositions  that  are  put  to  us ; indeed  we  have  to  in  the 
interests  erf  speed.  We  know  that,  try  as  we  can,  we 
never  work  quite  as  fast  as  the  conumenOkil  commomity 
would  like  to  see  us  work ; 'but  on  'the  _short  term  side 
we  empSoy  a device  we  call  our  “ non-vol'tiing  lim'it  ” ; that 
means  that  we  say  to  our  insured  exporters : “ We  will  give 
you  in  advance  adthority  to  make  oorn'miitmcnts  on  these 
terms  up  to  these  figures.  Below  the.se  figures  do  not  con- 
sult us;  do  it  yourselves.  We  wi'Il  back  you;  wo  wiill 
rdy  on  yoitr  judgment.”  That  is  yet  another  example, 
if  I may  say  so,  of  the  virtues  in  the  praotice  of  leaving 
an  ewpoiter  some  of  the  risks  for  his  own  account.  If 
we  created  a situation,  where  none  of  the  rifik  was  to  the 
exporter’s  account,  we  could  not  apply  a service  which  in 
the  short  tenm  sector  is  wadely  welcomed  as  giving 
exporters  a degree  of  delagaited  authority  to  make  oom- 
mitimeiiits  without  a^ing  us. 


8763.  Chairman:  Do  you  employ  brokers  for  under- 
writing?  ^Not  for  underwriting.  We  employ  brokers 

for  the  procurement  of  buianess  and  for  the  seevioing  of 
polioies,  which  means  the  interpreting  of  the  Department’s 
procedural  needs  to  the  exipoiiter,  but  the  responaibili'ty 
for  underwiking,  subject  to  the  exception  of  the  non- 
vetting  lE'miir,  is  vested  in  the  Departmenil’s  officers.  In  the 
last  resort  it  is  pubilic  ifends  which  are  at  slake,  and  my 
responsibilities  as  the  Acoouniting  Officer  for  the  Depart- 
ment in  respect  of  the  public  funds  are  absolute ; I can 
be  called  to  account,  as  you  know.  So  we  use  brokers  aniy 
for  sal«  and  service. 


8764,  Docs  not  a broker  stand  between  you  and  the 

exporting  customer  who  wants  insurance? Mr. 

Cotterill:  CWy  if  the  exporter  himself  so  desdres;  he 
can  approach  us  direct. 

8765.  Woitid  not  a broker  give  you  a giuarantee,  in 
pradtice,  of  tiie  g<^  faith  of  the  penson  seeking  insurance? 
—Mr.  Burkitt:  I think  perhaps  you  are  thinking  of 
the  tooker  at  Lloyd’s  who  'is  part  of  Ihe  machine.  He  is 
quite  different.  The  external  broker  in  commeroiai  terms 
is  really  a sales  organisation  and  nothing  else. 

8766.  A sales  organisation  covering  What? Acting 

»n  our  'behalf  fat  'his  own  'benefit.  He  os  paid  oomraiSMon 
by  us  on  the  buaness  he  'brings  to  us. 

8767,  Do  you  not  I'ook  to  him  to  some  extent  to  secure 
that  the  buiness  he  brings  to  you  is  satisfactory  business? 

nMr.  Owen : Only  satisfactory  in  so  far  as  criteria  of 
vze  and  quality  are  coocemed. 


8768  Professor  Sayers:  What  does  quality  mean  in  that 

context? lit  means  that  we  would  weloorae  an  approach 

from  a broker  who  brouglit  us  propo-sitions  of  the  value, 
say,  of  £10  million  in  the  bettor  markets  of  the  world  more 
cordially  than  we  W'OOild  welcome  an  approach  from  a 
broker  who  brought  us  propositions  valued  £50  million 
in  soinie  of  thelees  reputable  nuitkels  of  the  world. 

8769.  Sir  Reginald  Vmhn  Smith : Does  a broker  in  this 
context  mean  a member  of  any  defined  professional  group? 
Generally  speaking  it  has  to  be  a member  of  the  Cor- 
poration of  Brokers ; someone  who  is  habitually  engaged 
in  the  praotice  of  insurance  broking. 

8770.  Sir  Oliviir  Franks : And  is  thtil  true  in  all  the  coses? 

Mr.  Burkitt:  That  he  .should  be  habitually  engaged  is 

Msen'lial  for  ouir  recognising  him  as  a broker  ; we  do  not 
d'O  that  unless  we  are  reasonably  .wtisfied  that  he  is  a 
reputable  person,  and  is  doing  a job  in  this  direction. — Mr. 
Owen : The  occasional  intenmodiary,  who  sought  to  procure 
cover  of  a certain  size  on  an  individual  proposition,  which 
is  the  sort  of  activity  which  has  in  commercial  terms 
neither  ance-stry  nor  poster, ity,  would  find  it  voiy  difficult  to 
convince  iw  that  ho  was  performing  a service  of  a character 
and  quality  and  con'liniuiiy  which  would  ju.siify  us  as  re- 
garding hi.m  for  our  purpose  as  an  insurance  broker. 

8771.  Lord  Harcourt:  How  large  u proportion  of  your 
clients  employ  their  own  brokers  to  negotiate  the  terms  of 
contracts  and  policies  with  you?— —Mr.  Owen:  My  im- 
presgion  is  that  about  dnvo-fifths  of  our  bu.sin«!s  is  brokered. 
— iMr.  Burkitt : I 'believe  it  ds  about  tiwo-fifths  of  the  number 
of  .policy  holders,  'but  in  fact  it  is  lltc  hirgcr  value  policies 
whicJi  are  'brokered,  and  thorefore  I think  over  half  the 
business  by  value  is  briAerod.— Mr.  Owen:  We  are  not 
soldy  dopondenl  on  .the  brokws  for  our  .selling  and  servic- 
ing organisation.  We  have  fifteen  offices  in  the  provinces 
staffed  'by  the  Dopartinent,  whose  business  it  is  to  make 
our  facilities  better  known,  to  sell  ll»  services  and  to 
minister  to  (he  needs  of  policy  holdor-s  during  the  currency 
of  tholr  policies.  So  the  exporter  who  docs  not  want  to 
liolher  with  brokers,  and  prefers  to  talk  to  us  direct,  can 
do  ao,  iiirui  can  find  lin  these  fifteen  different  centres  in  the 
provincc-s  members  of  the  staff  rendy  and  able  to  minister 
to  Ills  interests.  But  if  an  cxporlcr  uses  brokers  for  all 
his  in.surancc,  and  flnd.s  it  convenient  to  use  a broker  for 
hi.s  dealiH'ps  with  us,  there  is  no  objection  at  all  from  our 
point  of  view, 

8772.  Mr.  Jones:  Do  you  regard  yoursdf  as  a public 

secmicc  or  as  a commercial  undcrlaking'? iWo  regard 

ourselVM  as  both,  with  one  reservation : we  are  ia  business 
to  provide  this  service  a.s  extensively.  a.s  continuously  and 
as  cheaply  as  possible ; we  are  not  in  busincfs  to  make  a 
profit,  We  have  so  to  conduct  our  commercial  affairs  as 
to  make  sure  that  we  break  even  ; in  spite  of  the  vast 
volume  of  risks  we  underwrite  we  have  to  cn.suro  that  the 
basuneas  is  »o  conducted  that  there  is  no  cost  to  the  lax 
payer.  We  try  to  uchiisve  that  result  by  applying  certain 
Iradiing  principles.  So  we  are  in  a sense  both,  with  that 
one  reservation. 

8773.  Chairman : In  paragraph  25  you  say : 

“The  ^eaieral  aim  in  fixing  premium  rates  under  tise 
Scheme  is  to  achieive,  taking  one  year  with  another, 
an  overall  level  of  inoome  sufficient  to  balance,  but  not 
greatly  to  exceed,  net  claims  payment.^  plus  the  adminis- 
trative expenses  of  the  Scheme.  Hiis  is  the  only  standard 
against  which  the  corrwtnoss  of  E.C.G.D.  premium 
charges  can  be  measured  in  any  absolute  sense.  Indi- 
vidual rates  have  only  a relative  significance.” 

I do  not  think  I understand  exactly  what  you  are  wanting 
to  tell  us  in  that  sentence? — -Only  that  we  are  interested 
in  having  a suifioient  .size  of  income  to  enable  u«  to  pay 
the  cost  of  administering  (he  scheme  and  pay  doims  under 
the  policies,  but  not  in  having  more  than  that. 

8774.  When, you  say: 

“This  is  the  only  standard  against  which  the  cwrect- 
ne.ss  of  E.C.G-D.  premium  charges  can  be  measured  in 
any  absolute  sense.” 

what  is  the  point  you  make  there?  You  do  not  average 
out  your  premuums  and  charge  an  average  premium  to 

everybody? ^No.  We  buUd  up  the  premium  stnict^e  in 

a somewhat  oomiijlex  way.  We  charge  by  the  tenn  of  pay- 
ment, For  “cash  against  documents”  terms  we  charge  a 

i-ftrtam  rate ; and  pr<^eawve4y  a little  more  for  60  days, 
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90  days,  180  days,  one  year,  two  yeare,  three  years,  five 
years  aftei  ^ipment.  Then  there  are  five  classes  oif  ooun- 
ti’ies.  Tlie  structure  is  designed  on  the  letpenience  of  the 
past  and  the  anticipations  of  the  future,  to  produce  a certain 
level  of  income  which  will  enable  us  to  carry  out  the 
scheme. 

8775.  Professor  Cairncross'.  How  can  you  tdl  whether 

you  really  are  in  balance  or  not?  Does  not  the  success  of 
the  scheme  depend  on  whether  you  have  an  adequate 
reserve?  Since  you  do  not  know  what  the  future  risks 
are,  is  it  not  a matter  of  judgment  whether  the  reserve 
you  have  built  up  is  sufficient? Yes. 

8776.  So  that  your  solvency  at  any  moment  in  time  is  a 

matter  of  judgment? Our  hopes  of  future  solvency 

may  be  a matter  of  judgment,  but  our  solvency  at  any 
particular  moment  of  time  is  a matter  of  fact.  We  can 
give  you  the  figures  for  the  position  at  the  end  of  March, 
1958  ; we  can  tell  you  that  at  31st  March,  1958,  the 
cumulative  trading  accounts  of  the  credit  insurance  scheme 
since  1st  April,  1930,  showed  a certain  result. 

8777.  Sir  John  Woods-.  That  is  in  respect  of  transactions 

completed  at  that  date? Yes. 

8778.  Chairman : The  une*pired  risks  at  the  close  of  any 
one  year  must  be  enormous.  You  have  not  reserves  against 
those  risks,  in  the  sense  that  a commercial  organisation 
would  have  reserves,  but  you  have  an  account  which  shows 

that  up  to  that  point  you  turn  out  a balance? ^Yes. 

At  31st  March,  1958,  we  had  reserves,  which  are  held 
for  us  by  the  Treasury,  amounting  to  just  under  £13m. 
The  commitments  then  amounted  to  about  £452m.  By 
conventional  commercial  standards  those  were  not  large 
reserves ; but  when  circumstances  have  required  us  to 
ms^e  paymcnls  in  excess  of  the  size  of  the  reserve  held 
for  us  by  the  Treasury  we  have,  in  efCoct,  taken  an  over- 
draft on  the  Treasury,  by  means  of  the  Supplementary 
Estimate  procedure. 

8779.  Do  the  Treasury  in  fact  hold  a specific  reserve 

for  you  out  of  the  accumulations  of  past  years?; Mr. 

Owen:  They  hold  it  notionally,  and  pay  us  notional 
interest  on  the  notional  reserve. — Mr.  Burkin : The  only 
measure  of  reserve  for  insurance  companies  of  which  I am 
aware  is  that  required  by  the  Board  of  Trade  under  the 
Insurance  Companies  Act,  which  is  a certain  proportion 
of  the  premium  income.  The  exact  proportion  escapes 
me  (it  may  be  double) ; but  I know  that  ours  is  above 
that  at  the  moment. 

8780.  Professor  Cairncross:  Is  that  for  life  assurance 

or  general  assurance? General  assurance. 

8781.  Sir  Oliver  Franks:  In  paragraph  26  you  give  in 
a general  way  the  range  of  rates  which  might  apply  to 
medium-term  policies.  How  do  those  compare  with  the 
rates  which  your  opposite  numbers  in  rival  countries  would 
offer?  Are  they  in  effect  the  same,  or  do  they  differ  a 

bit?  If  so,  which  way? Mr.  Owen:  They  differ  from 

case  to  case.  The  rates  of  premium  which  cr^it  insurance 
companies  in  other  countries  charge  spring  from  the  nature 
of  the  business  that  they  do.  the  nature  of  the  external 
trade  which  they  do,  the  size  of  the  business  which  the 
insurance  company  does  and  the  particular  premium 
policies  adopted  by  the  company  in  question.  There  are 
variations. 

8782.  I realise  that  an  exact  reply  is  not  possible,  but 

is  it  possible  to  produce  a reply  which  is  valid  as  a 
general  impression? 1 think  we  can  say  pretty  confi- 

dently that  United  Kingdom  exporters  are  at  least  ^ 
well  served  by  their  cr^it  insurance  companies  in  this 
country  as  far  as  cost  is  concerned,  leaving  other  things 
out  of  account,  as  their  competitors  in  Western  European 
countries. 

8783.  Mr.  Jones:  What  about  Germany,  for  instance? 
'That  is  true  for  Germany. 

8784.  Sir  Reginald  Verdon  Smith : In  paragraph  29,  you 
say: 

“ The  Board  of  Trade  Solicitor  has  further  advised  that 
the  wide  powers  under  Section  2 of  the  1949  Act  must 
be  construed  * in  a reasonable  manner 

Has  this  proved  to  be  a serious  limitation? Mr.  Owen : 

No,  it  has  not.  The  particular  case  of  which  my  colleague 
reminds  me  was  one  where  the  benefit  to  United  Kingdom 
interests  was  debatable.— Mr.  Cotterill ; It  was  questionable 
whether  it  was  not  too  remote  for  this  purpose. 
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8785.  Sir  John  Woods : Not  for  the  first  time  I am  not 
sure  I understand  what  the  Board  of  Trade  Solicitor 
means.  Is  it  just  a general  cautionary  restricting  phrase? 
^Yes. 

8786.  Sir  Oliver  Franks:  It  means  that  any  action 
which  the  Department  takes  should  be  one  which  it  would 

be  prepared  publicly  to  defend?; Mr.  Cotterill:  Yes. — 

Mr.  Owen:  And  in  relation  to  the  statutory  powers. — 
Mr.  Toms:  We  do  occasionally  have  applications  which 
are,  as  Mr.  Cotterill  has  said,  only  very  remotely  oonnected 
with  exports. 

8787.  Lord  Harcourt : You  say  in  paragraph  34: 

“ 1953-54  included  heavy  payments  under  guarantees 
mainly  relating  to  reports  to  Iran  and  U.S.A.  and  turned 
the  balance  into  a debit  one  of  £128,000.” 

The  Iranian  exports  I understand  quite  easily.  What  was 

tihe  failure  in  U.S.A.  in  1953-54? Mr.  Owen : I do  not 

think  we  can  say  more  than  something  in  general  terms 
because  it  is  somebody  else’s  secret,  and  might  be  identified. 
But  pwhaps  I might  clear  up  some  of  the  mystification 
that  I think  is  in  Lord  Harcourt’s  mind  if  I say  that  oddly 
enough  from  the  point  of  view  of  the  U.K.  credit  insurer 
the  United  States  and  Canada  represent  two  of  the  worst 
insolvency  risks  in  the  world. 

8788.  Professor  Ccdrncross:  Are  you  happy,  then,  when 
it  is  suggested  that  these  markets  be  omirtrf  from  the 
business  which  is  brought  forward  to  you  by  an  exporter? 

^That  depends  on  what  kind  of  importer  we  are  asked 

to  ibe  underwriter  on.  There  are  some  importers  in  the 
United  States  who  are  extremely  poor  risks,  others  who 
are  good  risks,  and  others  who  are  poor  risks  which  with 
[certain  particular  kinds  of  addiitional  guarantees  and 
reinforcements  can  just  be  made  reasonable  risks. 


8789.  Mr.  Jones:  You  are  guaranteeing  credits  on 

exports  to  Poland.  Have  there  been  defaults  there? 

Mr.  0-wen : The  record  of  Che  Polish  State  has  been  very 
good, — jiff,  Jones:  You  seem  to  be  advocating  East-West 
trade!.' 


8790.  Sir  Reginald  Verdon  Smith : Where  does  the 
initiative  lie  in  the  application  of  the  Economic  Assistance 
scheme.  Are  you  approached  because  the  Government 
wishes  to  make  a move  in  a certarin  direction,  or  because 
some  large  development  project  is  contemplated  and  the 

government  in  question  needs  to  organise  funds? 

Within  departmental  cirdes  in  this  country  the  initiative 
is  usually  taken  by  one  of  the  political  departments,  based 
on  the  reports  of  our  diplomatic  mission  in  the  country 
concerned.  The  Foreign  Office  or  the  Commonwealth 
Relations  Office  will  examine  the  reasons  for  gaving  econo- 
mic assistance  to  such  and  such  a country,  for  wibatever 
purposes,  to  see  how  cogent  they  are.  There  may  well 
be  good  political  reasons  why  out  of  the  United  Kingdom’s 
limited  oapaoity  to  give  economic  assistance  some  should 
be  given  at  this  time  to  that  country  for  whatever  the 
purpose  may  be.  It  could  be  a general  kind  of  purpose, 
like  the  foM  production  programme  in  Pakistan,  or  it 
could  be  for  the  eteoution  of  a .particular  project.  There 
are  examples  of  both.  Circumstances  could  arise,  of 
course,  where  the  overseas  country  itself  took  the  initiative. 
Its  urgent  desire  to  carry  out  a particular  project,  its 
inability  to  raise  credits  from  dsewhere,  its  knowledge  of 
the  fact  that  a plea  for  economic  assistance  through  the 
United  Kingdom  at  a particular  time  might  be  favourably 
received,  might  lead  it  to  make  an  approach  to  the  U.K. 
Government. 


8791.  Chairman:  If  you  give  economic  assdstanoe  under 
this  section,  let  us  say  for  a food  production  project  som^ 
where  can  the  mroney  be  spent  locally?  Is  there  no  tie 

up  with  the  U.K.? ^AU  the  money  must  be  spent  on 

g«ds  and  services  of  U.K.  origin, ; otherwise  it  is  not 
strictly  within  the  Act. 

8792  Sj>  Reginald  Verdon  Smith : This  is  a credit,  not 

a guarantee? ^That  is  an  export  credit  granted  by  us 

under  section  3 of  the  Act. 


8793.  Lord  Harcourt:  It  is,  in  fact,  E.C.G.D.  acting 

as  an  export-import  ’bank. ^Yes.  We  get  the  money 

from  the  Consolidated  Fund ; the  Consolidated  Fund 
puts  us  in  funds  and  we  in  turn  pay  the  money  out. 
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8794.  Professor  Cairncross : Do  you  determine  the  rMe 

of  interest  in  those  cases  or  is  it  laid  down  oy  the 
Treasury? It  is  laid  down  by  the  Treasury. 

8795.  Sir  Reginald  Verdon  Smith:  Have  you  had 
suffident  experience  to  feel  that  as  an  instrument  it  w^d 
be  capable  of  more  expanded  use  if  required/-— -Yes, 
so  far  as  the  E.C.G.D.  departmentaliy^ 


accident-  I happen  to  have  known  them  in  my  many 
different  incarnations  over  many  years.  So  far  as  the 
dianging  office  holders  are  concerned,  many  of  them  I 
know  already ; those  whom  I do  not  know  I like  to 
set  to  know.  Th-at  is  not  only  true  of  me,  but  that  is 
true  of  the  general  division  of  my  Department,  part  of 
whose  duties  it  is  to  study  continuously  trade  practice 
and  the  needs  of  all  branchc.s  of  commerce  and  industry 


as  1110  —.j  --  --  , ana  me  neous  vj.  mi  v — 

is  no  difficuity ; but  the  wider  use  of  our  powers  under  insurance.  All  that  work  and  contact  takes 

section  3 raises  financial  problems  which  are  the  concern  ,j^y  poiiejiguc.  Mr.  Coltenll,  is  in  I think 

of  the  Treasury.  I may  say  continuous  contact  with  trade  aswiations 

8796  Professor  Cairncross:  In  paragraiph  49  you  say  and  chambers  of  commerce  large  tmd  small,  as  vrell  as  with 
that  inLre  credit  up  to  three  years  on  quasiHcapital  the  bodies  organised  at  national  level,  like  thcj^dcrahon 

BC»ods  There  are  some  cases  where  perhaps  a rather  of  Bnili.sh  Industries,  the  Association  of  Bf'hsh  Chambers 
kaiger  period  mi-^t  be  appropriate.  Have  you  consider^  of  Comimerce  and  the  Naliiomil  Union  of  Manufacturers, 

going  above  three  years? ^When  we  speak  of  quasi-  Would  you  take  advice  from  the  kind  of  associa- 

capital  goods  we  are  thinking  of  small  hanslormere,  ^hat  you  have  mentioned  on  the  .subject  of  the 

-iiivto-N'cii  motors.  Durrminz  machinery,  and  that  kind  ot  


el^ical  motors,  pumping  machine^,  and 
thing  which  is  conventkmally  sold  in  the  markets  of  the 
world  on  something  like  eighteen  months  to 
In  the  case  larger  single  orders  three  years  is  probably 
reasonable. 

8797  It  was  put  to  us  that  in  the  case  of  earth  moving 
equipment  and  things  in  that  category  rather  rnore  Uian 
toee  years  would  sometimes  be  appropriate?- — Mi. 
Owen:  Rather  more  than  three  years  has  been  given  m 
respect  of  earth  moving  equipment.— Mr.  Toms:  ihc 
qu^on  of  appropriate  credit  terms  is 
cu'Iit,  but  we  are  open  to  argument  from  the  tiode  on  this. 

8798.  There  is  no  fixed  limit? ^If  the  order  has  other 


UIULJUII  .ill*,  ......  . - 

currently  prevailing  icrm-s  of  trade  with  regard  to  your  five- 

year  limitation? Yes  indeed.  It  would  not  be  anything 

like  the  first  time  that  1 have  discussed  terms  of  payment, 
for  example,  with  the  B.K.A.M.A.  Ommcil  and  individual 
niembcrs  of  it. 

8804.  If  yifti  have  a fixed  rule  with  regard  to  the  five 
years,  as  I think  yon  have,  do  you  check  up  the  validity 
of  that  rule  in  consiilliUion,  or  i.s  it  no  good  discussing  it 
with  them  owing  to  the  rule? — 1 would  not  say  that  it 
was  no  good  disciising  it  with  them,  because  obviously  if 
circumstances  arise  in  terms  of  world  trade  where  the 
liimilations  on  the  horizon  of  my  Advisory  Coundl's  fore- 
sight are  impeding  the  Dopartmenfs  capacity  to  give  an 

« ..  ..  1-  J _ . k 1,.  flMll.i.V.  , mini., ..If  *(*n* 


fpa'tliTM  which  seem  to  put  it  in  a category  deserving  urgent  and  much  needed  service  to  British  industry,  that 
tortBcr  credit  and  it  is  reasonable  to  insure  that  transaction,  ig  something  of  which  wc  should  have  to  take  account. 

H But  we  nrc  not  there  yet.  There  arc  some  industries  in 

this  country  which  take  the  view  that  they  would  like  to 


we  are  quite  willing  to  consider  it. 

8799.  Sir  John  Woods:  There  must  be  quite  marginal 
cases  which  can  slip  in  between  extend^  and  medium? 

Mr.  Owen:  Certainly.  The  position  can  be  best 

illustrated  by  taking  two  examples  at  the  end  of  the  scale. 

If  an,  exporter  wanted  to  sell  one  piece  of  equipment  to 
a buyer  in  Brpaiaill,  Itie  odds  are  that  that  one  piece  of 
equipment  would  be  sold  on  something  like  twelve  months 
CTedit  or  less.  On  the  Other  hand,  if  £10m.  worth  of 
earth  moving  equipment  was  required  in  order  to  bund 
some  vast  new  national  highway  from  one  side  to  the 
other  in  India  or  the  Argentine  or  something  jiko  that, 
tJiHi  obviously  the  terans  of  credit  which  we  should  be 
prepared  to  oontemplate  for  iLnsurance  would  be  very 

8800.  Professor  Safers:  A similar  arg^ml  wooM  poinj  j,”  IS™  a“wt  lorthcr'out!' 
to  elasticity  in  the  five-year  limitation  ; but  you  are  not  in 
fact  elastic  in  your  five-year  limitation?— —No. 

8801.  Chairman:  You  made  this  point  in  paragraph  64: 

“ However,  credit  is  a dynamic  concept  in  the  inter- 
national as  in  the  national  field,  and  it  is  not  easy  to 
deteranine  at  any  one  point  in  time  wihethcr  the 
credit  terans  of  payment  demanded  or  proposed  in  rela- 
tion  to  a particular  transactaon  are  excessive  or  merely 
itbe  expression  of  a rapidly  changing^^  situation  in  the 
world  market  for  the  goods  in  question.” 


u.,  in  E.C.G.D.  u.se  all  our  powers  and  all  our 
infiiience,  national  and  inlern{itio9isil.  to  .see  that  if  anything 
the  terms  of  payment  are  shortened  rather  than  lengthened, 

8805.  I suppose  you  might  at  limes  find  these  bodies 

promipiiiig  you  to  do  something  which  your  present  rules 
do  not  allow  for? ^That  is  not  unknown. 

8806.  ,I  imagine  llial  that  would  then  be  referred  to  the 
Advisory  Council  wiith  a report  of  the  representations 
received,  and  it  would  then  be  for  thorn  to  decide  whether 

they  would  give  way  toil? We  would  ccnainly  make  it 

known  to,  and  discuss  it  with,  the  Advisory  Council. 
Up  to  the  present  where  wc  have  made  known  these  cas« 
to  them  they  liave  not  felt  any  disposition  to  push  their 


Then  you  go  on: 

"ECGD.  take  advice  in  their  efforts  to  deal  with 
this  probiem,  from  national  and  international  b_^ies. 
At  the  national  level  there  is  dose  liaison  with  Trade 
Assodations  and  other  representative  bodies  who,  esp«i- 
ally  in  the  field  of  consumer  goods  and  commodities, 
t able  to  advise  the  Department  on  the  terms  of  pay- 


' 8807.  Sir  John  Woods:  On  paragraph  62, 1 am  not  quite 
sure  that  1 follow  this  business  of  the  “regulators  . 
Could  you  eiabonile  it  just  a little  for  me? ^The  circum- 

stances where  .some  form  of  regulator  is  usually  requirM 
arc  where  wc  are  beginning  to  be  sotnowhal  uncertain 
about  the  economic  outlook  in  a particular  country,  and 
we  are  not  prepared  to  underwrite  unlimiu^ 
that  country.  We  have  to  devise  some  meth^  ot  making 
sure  that  our  risks  are  reduced  to  the  minimum,  and 
at  the  same  time  that  when  exporters  approach  us  for 
cover  on  a deteriorating  situation  they  are  doing  it  with 
their  eyes  wide  open  a.s  to  the  risks.  One  obvious  form 
of  regulator  is  to  nut  up  very  sharply  the  rat«  ot 
premium.  But  we  found,  odd  :is_it  niay  seem,  irwi 
experience  in  dealing  with  business  with  Brazil  and  Turkey 
on  the  eve  of  the  Brazilian  and  Turkish  "disasters  that 
a sharp  and  sleep  increase  in  rales  to  positively  pwai 


-are  able  to  aavise  me  j-^apaiuucm  *jii  .u*.  v*  ui»u  —.r-;—  ' -.i.-j 

ment  currently  being  employed,  not  by  individual  expor-  dimensions,  so  far  from  damping  down  busing,  resuiiM 
* u,.«  4-1,0  irarift  oe  a whnle."  in  a more  desocrate  rush  than  ever  to  get  »n  ana  gei 


tens,  but  by  the  trade  as  a whole.’ 

Assuming  you  keep  the  liaison  aotively  going,  I imagine 
that  keeps  you  curreiatly  up  to  date  with  regard  to  con- 
sumer goods  and  oomm-odities.  What  use  is  the  trade  asso- 
ciation to  you  when  you  get  beyond  the  field  ot  consume 

goods? ^If  we  wanted  advice  on  current  practice  in 

a sphere  of,  say,  heavy  electrical  plant  and  equipment 
we  have  the  British  Eleotrioal  and  Allied  Manufacturers 
Association  to  adc.  EquaEy  in  the  mechanical  engineering 
field  we  have  the  British  Engineers  Association, _and  for  the 
aircraft  industry  we  have  the  Society  of  British  Aircraft 
Construettors. 

8802  What  have  you  got  in  the  way  of  active  liaison 

with  them?  How  does  the  -thing  work? 1 personally 

have  a dose  personal  friendship  with  the  permaneiat  execu- 
tives in  Aasoedations.  That  is  owatly  by  historical 


niorc  desperate  rush  than  ever  to  get  i--  - - 

the  cover  while  the  going  was  good.  There  are  “ 
the  extent  to  which  the  use  of  the  rale  method  will  keep 
risk.s  under  control.  An  alternative  method  whicri  tias 
been  discussed  from  lime  lo  time  is  to  vary  the  percentage 
of  cover.  If  an  exporter  comes  to  us  with  a proposition 
on  a deteriorating  risk  we  do  not  refuse  to  do  it  at  aR 
but  we  offer  lo  cover  60  per  cent,  or  50  per  cent,  ot  tne 
risk.  But  wo  have  a certain  reluctance  lo  use 
regulator  for  a variety  of  reasons,  one  of  which  is  mat 
we  hold  ounselvcs  out  to  commerce  and  industry  at  large 
as  their  .supporters  by  way  of  credit  insurance  in  good  times 
and  in  bad,  and  we  like  to  maintain  the  full  tango  w 
cover  to  the  very  last  possible  moment.  The  other  typ« 
of  regulator  mentioned  hwe  are  underwriting  devices  to 
enable  us  to  try  and  keep  some  control  of  a risk  la  a 
deteriorating  situation. 
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8808.  Sir  Oliver  Franks : They  are  ways  of  moderating 

demand  on  your  services? ^Yes. 

8809.  Sir  John  Woods'.  Naturally  raising  the  premium 
tends  to  moderate  the  demand.  The  device  which  was 
puzzling  me  was  the  limit  on  annual  maturities ; it  seems 
rather  an  automatic  kind  of  device  and  it  would  make  it 
difficult,  as  far  as  I can  see,  to  differentiate  as  between 
one  form  of  export  and  another.  It  really  .must  almost 
operate  on  the  basis  of  first  come,  first  served ; if  you 
put  a total  limit  on  the  amount  of  risk  you  are  taking  in 

a particular  country,  it  has  that  element  of  rigidity? 

Mr  Owen-.  I agree  that  there  is  an  element  of  rigidity, 
though  it  may  not  be  absolute ; for  example,  we  may  be 
prepared  at  a particular  time  to  continue  to  offer  short 
and  extended  term  insurance  because  the  volume  is  small 
and  the  ri^  period  is  comparatively  short,  -but  not  to 
take  on  large  single  medium-term  commitments  until  the 
situation  becomes  clearer.  But  ■!  agree  there  is  that  sort  of 
element  of  rigidity  about  it.— Mr.  Toms : But  the  alternative 
might  be  equally  difficult  to  contemiplate,  that  the  Depart- 
ment’s officers  should  have  to  judge  between  the  desirability 
of  one  export  against  another,  everybody  making  his  own 
case. 

8810.  Sir  Oliver  Franks-.  In  so  far  as  it  was  successful 

it  would  'be  invidious? ^Yes.  I think  that  puts  it  yery 

well. 

8811.  Professor  Cairncross:  When  you  insure  the  whole 
turnover  of  an  exporter,  do  you  charge  different  premia 

in  respect  of  different  markets? Mr.  Owen:  We  rate 

each  market.— Mr.  Burkitt : And  on  each  length  of  credit 
in  each  market. 

8812.  Chairman:  Am  I right  in  supposing  that  there  is 

no  one  in  the  United  Kingdom  except  yourselves  who  is 
prepared  to  give  credit  insurance  covering  the  political 
and  transfer  risk? ^Noone, 

8813.  It  is  inherent  in  a lot  of  what  you  said  to  us 
this  morning  that  you  must  have  a .very  large  turnover 
in  order  to  carry  this  kind  of  risk.  Would  i be  nght 
in  supposing  that,  owing  to  the  volume  of  the  business 
offered  to  you,  you  feel  there  will  not  ibe  anyone?-— 
Mr.  Owen:  I .should  think  it  extremely  unlikely.- Mr. 
Burkitt:  Lloyd’s  have  a dccLsdon  forbidding  their  memibers 
to  indulge  in  IhLs  kind  of  iasurance.  They  had  every 
opportunity  of  doing  it  before  we  ever  came  into  the 
field,  and  they  deliberately  refused. 

8814.  When  you  say  “this  kind  of  insurance”  what 

exactly  do  you  moan  'by  that? All  credit  insurance. 

I think  I am  rij^t  in  saying  that  re-insurance  under 
strictly  controlled  conditions  is  covered  by  Lloyds. 

• 8815.  That  is  credit  insurance.  I was  thinkmg  of  cr^it 
insurance  against  transfer  risks,  and  I had  it  in  mind 
that  it  is  unlikely  that  anybody  else  would  touch  that, 
owing  to  the  very  large  turnover  of  busdness  requir^  to 
cover  that  kind  of  thing?  Do  you  agree  wth  •- 

Yes.  I just  thought  there  might  possibly  be  a flavour  ot 
monopoly  about  it. 

8816  Sir  Oliver  Franks:  Are  you  not  in  fact  a mono- 
poly?  Mr.  Burkitt:  We  have  no  inon0|poly  powers.— 

Mr.  Owen:  Anyone  who  likes  'is  quite  free  to  start. 

Sir  Oliver  Franks:  Certainly.  It  is  not  a matter  of 
principle  ; you  merely  enjoy  the  fact. 

8817.  Sir  John  Woods:  Arising  out  of  what  you  say 
in  paragraph  95  about  the  Berne  Union’s  objects,  have  you 
any  knwWge  of  this  new  German  financing  instimtion 
which  has  been  talked  about  just 

We  have  very  little  information  about  it,  b^  we  jrave 
no  grounds  for  believing  that  fhere  is  anything  m to 
new  financial  institution’s  activities  which  implies  that  <wr 
German  counterpart  are  prepared  to  insure  longer  terms 
of  credit  than  we  ourselves  are. 

8818.  You  mean  that,  so  far  as  you  kriow,  it  is  a 

separate  institution  of  a direct  financial  kind,  not  an 
insurance  agency? R is  not  an 

if  the  earUer  parallel  is  foUowed  finance  OT’y 
forthcoming  on  the  “Hermes”  guaranty.  ?? 

a limiting  factor  is  to  be  found  in  the  ri^  which  the 
insurer  is  prepared  to  envisage,  and  I believe  that  the 
German  horizon  is  still  the  same  as  ours. 

8819.  It  is  not  yet  certain  that  this  will  only  proyiue 
finance  on  the  basis  oi  a Hermes  guarantee?  it  is 
not  certain  ; we  do  not  know  that. 


8820.  Sir  Reginald  Verdan  Smith : Is  there  any  published 

report,  year  book  or  any  other  document  of  the  Berne 
Union? It  is  all  kept  extremely  secret. 

8821.  How  did  it  come  about  that  the  Export-ImipO'rt 
Bank  became  an  associate  member  of  the  Berne  Union, 

and,  unique  in  that  respeset? ^As  credit  insurers  we 

all  recognise  that  the  Export-Import  Bank,  as  it  has  great 
powers  for  good,  has  also  great  powers  for  iU.  If  it  chose 
it  could  exercise  those  powers  in  a why  which  would  be 
inconsistent  with  the  'trading  approach  of  the  credit  insurer. 

The  ■^port-import  Bank  d'oes  two  very  different  kinds  of 
things:  it  gives  its  development  loans,  after  scrutiny  of 
the  merits  of  such  and  such  a project,  usually  for  very 
long  periods  of  time,  for  repayment  over  fifteen  or 
twenty  years ; ibut  in  addition  to  that  it  ^ves  exporter 
credits.  It  only  gives  those  exporter  credits  in  circum- 
stances where  finance  from  non-offiedai  sources  is  not  forth- 
coming, and  until  the  very  recent  past  the  terms  on  which 
the  ^port-Im'port  Bank  gave  exporter  credits  were  identi- 
cal for  ail  practical  purposes  with  the  terms  of  payment  on 
which  credit  insurers  would  insure  similar  goods.  It  is 
demonstrably  in  the  interest  of  ail  -of  us  that  the  trading 
policy  and  the  mental  approach  of  the  credit  insurers  and 
the  Export-Import  Bank  on  these  exporter  credits  shall 
be  as  dose  as  they  can  possibly  be  got.  There  is  a large 
sphere  of  our  activities,  therefore,  in  which  credit  insurers 
and  the  Export-Import  Bank  have  got  a common  interest 
in  this  question  of  terms.  We  are  also  interested  in  th 
economic  outlook  in  the  countries  where  we  are  under 
writing  risks  and  where,  though  they  are  not  underwritini 
risks,  they  are  taking  risks  with  their  own  money.  Theri 
is,  therefore,  scope  for  collaboration  between  all  credit 
insurers  and  the  Export-Import  Bank.  There  is  a great 
advantage  to  be  derived  from  a process  of  mutual  wit 
.sharpening  ibelween  the  Export-Import  Bank  and  credit 
insurers  in  regard  to  .the  economic  outliook  in  most 
countries  in  the  world.  Although  the  Export-Import  Bank 
are  not  credit  insurers,  it  was  this  obvious  identity  of 
interests  between  the  credit  insurers  and  'ffie  Export-Import 
Ifenk,  coupied  with  the  desirability  from  the  credit  insurers’ 
point  of  view  of  exposing  the  Export-Import  Bank  as 
frequency  as  possible  to  what  we  like  to  consider  sound 
credit  insurance  doctrine,  that  made  us  all  welowne  them 
when  they  were  prepared  to  allow  themsdlves  to  be  con- 
sidered for  associate  membership  in  this  association  of 
credit  insurers. 

8822.  Sir  Oliver  Franks:  Apart  from  members  and 

associate  members,  do  you  have  any  observers  at  the 
meetings  of  the  Berne  'Union? Only  from  the  Inter- 

national Bank. 

8823.  Sir  John  Woods:  As  far  as  the  Export-Import 

Bank  is  concerned,  the  cynical  would  think  that  the  arrange- 
ment is  grand  for  the  Export-Import  Bank  ; ‘it  merely  shows 
them  what  they  have  to  beat. ^The  same  applies  to  any- 

body who  goes  to  the  meetings ; but  advance  commitments 
are  not  made.  Discussions  take  place  in  general  terms, 
and  there  is  no  guarantee  that  for  special  reasons  any 
member  there  may  not  do  something  rather  unusual  for  a 
special  purpose. 

8824.  Sir  John  Woods:  I am  aware  of  that;  but  the 
cynical  view  would  be  .that  the  ExpOTt-Import  Bank 
were  the  last  people  to  have  in.  Bnl  perhaps  I should 
n'Ot  have  said  that! — Sir  Oliver  Franks:  You  prefaced 

it  by  saying  it  was  a cynical  view! H'ow  far  it  is 

possible  to  influence  the  course  of  Export-Import  Bank 
policy  I am  not  quite  sure.  In  a fortnight’s  time  I shall 
know  much  more  about  it  than  I do  now,  because  I toll 
have  tried  to  do  it. 

8825.  I take  it  that  these  exporter  credits  from  the 
Export-Imiport  Bank  mean  lending  money  to  the 

American  expOTters? Mr.  Burkitt:  The  Bank  says  th^ 

provided  the  purchaser  will  produce  20  per  cent,  cash 
down  and  provided  the  settler  will  put  up  20  per  cent, 
at  his  own  risk,  it  will  buy  outri^t  the  purchaser’s  paper 
for  the  other  60  per  cent. 

8826.  Does  the  length  o£  period  over  which  the  cus- 
tomer repays  correspond  roughly  with  the  Bame  Union 

SSerwritmg? Mr.  Owen:  It  does;  but  toe  have 

been  one  or  two  examples  m the  last  yew  which  have 
rather  disturbed  us,  and  we  hope  it  may  be  p^ble  to 
persuade  the  Export-Import  Bank  to  go  back  to  the 
^actices  fthey  were  adopting  a couple  of  years  ago,  which 
were  really  -quite  unexceptiocia'ble. 
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8827.  Sir  John  Woods:  Oa  Appendix  I,  is  it  p<^Me 

t©  have  fignres  of  preminin  income  in  1957-58  divided 
betfWEeo  short  term  policies,  ectended  short  term  and 
mediriBn  term? am  not  sure  that  it  will  be  adminis- 

tratively practicable  to  separate  short  term  and  extended 
term.  We  can  give  you  a combined  figure  for  the  two, 
and  a separate  figure  for  medium  term  business.  I wiH 
send  that  to  the  Secretary,  if  I may.* 

8828.  Chairman:  Then  we  come  to  Part  H,  on  the 
role  of  Export  Credits  Guarantees  in  ithe  monetary  and 
credit  system.— John  Woods:  I want  to  ask  about 
guarantees  of  cash  advances  to  the  customer.  We  had  it 
put  to  us  Strongly  in  evidence  that  it  would  be  much 
to  the  advantage  of  many  exporters  if  tiie  Department 
cotfid  give  more  freely  than  they  have  been  giving  a 
direct  banker’s  guarantee  for  a credit  raised  by  die 
custorrvH-,  You  say  here  that  you  only  do  that  exceptatm- 
aJly;  I am  not  sure  that  I understand  why  you  are 
increasiagly  reluctant,  as  it  appears,  to  give  that  kind 
of  facility. ' In  par^aph  7 (a)  of  Part  III  you  give  two 
reasons:  the  first  is  'that  ‘‘the  banks  will  extend  such 
fadkties  only  to  the  extent  that  they  are  guaranteed ; it 
B contrary  to  fundamental  credit  insurance  practice  to 
guarantee  100  per  cent  of  the  credit  givai.”  That  may 
be;  but  you  are  not  here  in  direct  contact  at  ah  with 
the  manufacturer,  and  I do  not  see  much  reason  why  the 
manufacturer  must  always  have  a stake  in  the  credit  if 
somebody  is  prepared  to  lend  money  to  his  customers. 
The  second  reason  is : “ the  Department  may  not  be  able 
to  take  recourse  to  the  exporter  as  easily  as  it  is  enabled 
to  do  where  the  bank  finances  the  exporter  by  discounting 
his  bills.”  I have  the  feding  that  the  second  is  the  more 
HnpoittaEt  argument;  would  you  expand  it  for  me? — — 
Mr.  Toms:  We  like  to  have  the  manufacturer  as  our 
insured  for  two  reasons : one  is  the  pMosophical  reason, 
if  I can  put  it  that  way,  that  the  Act  says  that  we  shall 
give  guarantees  to  exporters ; the  second  is  the  practical 
reason,  that  if  the  exporter  is  joined  to  the  Department 
in  a contract  of  insurance  we  can  use  the  exporter  to  help 
with  recoveries  aftCT  a daim  has  been  paid;  we  can  use 
has  knowledge  of  the  buyer  and  of  the  technical  side 
of  the  contract  much  more  easily  than  we  could  if  we 
were  guaranteeing  a cootraot  between  a bank  and  an 
overseas  borrower. 

8829.  In  other  words,  you  are  in  a position  to  put  the 
squeeze  on  the  unfortunate  manufacturer  one  way  and  not 

the  other  way? i would  say  on  the  defaulting  buyer 

rather  than  on  the  “ unfortunate  manufacturer  ”,  because 
our  concern  is  to  recover  .file  money  from  abroad  if  it  is 
possible  to  do  so. 

8830.  'Is  this  at  all  concerned  with  the  fact  that,  where 
you  have  a policy  wifii  the  manufacturer,  that  policy 
contains  a provision  whereby  you  may  at  any  time  at  your 
discretion  withdraw  cover?— ^No  ; the  recourse  point  'is  a 
sli^tly  different  one.  Jn  the  case  of  the  bankers’  guarantee 
which  is  given  when  an  exporter  discounts  his  bills  with 
a bank,  we  take  recourse  to  that  exporter  for  any  amounts 
which  we  may  have  to  pay  the  bank  'because  of  our  obliga- 
tions to  them  which  woidd  not  have  been  payable  to  the 
exporter  had  the  transaction  'been  simply  insured  under  a 
standard  policy.  'If  the  guarantee  is  given  on  a contract 
between  the  bank  and  the  overseas  buyer,  we  really  ought 
to  write  a conditional  guarantee  which  says  that  we  shall 


• The  witness  subsequently  supplied  the  following  additional 
information: — 

SECTION  1 BUSINESS,  1957-58 
Short  and 

extended  term{')  Medium  term 
No.  £mn.  No.  £mn. 
Guarantees cuiieiit  at  31.iii. 58  4,288  544-5  800  238-2 

Business  declaredly 422-9  60-6 

Claims  paid 1-924  2-751 

Recoveries  3-494  1-370 

Premium  income  ...  ...  2-009  2-834 

0)  It  is  not  administratively  practicable  to  show  figures  for  short 
tena  and  extended  term  business  separately,  but  the  Department 
estimates  ^at  extended  term  business  accounted  for  about  3 per 
cent,  of  the  business  declared  and  about  10  per  cent,  of  the  premium 
income  earned  for  short  term  and  extended  term  business  combined 
in  1957-58. 

O Value  of  goods  shipped  from  the  U.K.  in  the  year  under 
contracts  covert  by  E.C.G.D.  guarantees,  as  declared  by  exporters 
to  the  Department. 


not  be  liable  for  loss  if  the  buyer  fails  to  pay  for  one  of 
the  causes  Aat  we  do  not  cover,  for  instance,  breach  of 
contract  or  warranty.  But  such  a conditional  guarantee 
would  scarcely  ibe  acceptable  to  the  bank.  That  is  the 
problem;  so  long  as  we  have  recourse  to  the  exporter 
we  can  say  that  we  are  restricting  our  coverage  to  those 
causes  of  loss  which  we  cover  imder  the  standard  credit 
insurance  scheme,  because  the  recourse  to  the  exporter 
covers  any  difference. 

8831.  Is  not  that  what  I call  putting  the  squeeze  on  the 

exporter? Mr.  Toms:  I think  we  should  rather  look  at 

it  this  way:  that  we  do  not  want  to  give  any  unconditional 
guarantees  to  cover  finance  absolutely,  because  that  is  rathe- 
differen,t  from  credit  insurance. — Mr.  Owen : The  scheme  is 
designed  to  enable  ^ance  to  'be  brou^t  forward.  Finance 
win  not  come  forward  unless  it  is  covered  100  per  cent  An 
unconditional  guarantee  for  100  per  cent,  flies  directly  in 
the  face  of  credit  insurance  principles,  and  the  'best  way 
in  which  we  can  safeguard  our  position  is  to  secure  the 
services  of  the  very  sHlful  manufacturers  as  aUies. 

8832.  I see  some  advantages  in  that  from  your  point 
of  view,  but  from  the  point  <3  view  of  the  manufacturer 
there  are  great  advantages  about  the  case  where  you  insure 
the  cr^it  given  to  the  customer.  If  it  is  done  the  other 
way  round,  the  way  you  prefer,  the  -manufacturer  has  to 
get  bills  or  promissory  notes,  and  has  to  try  to  raise  money 
on  the  basis  of  discounting  those  bills  or  selling  the  notes. 
As  those  bills  cannot  ibe  discounted  and  the  notes  cannot 
be  sold  until  ^ter  the  goods  have  been  accepted  by  the 
customer,  the  man-ufacturer  has  to  stand  out  of  his  money, 
if  it  is  a long-teim  contract,  for  quite  a long  tikne.  He  is 
someti-mes  told  to  go  and  borrow  from  his  bank  on  the 
basis  of  these  uninsured  notes  or  bills ; but  ins  bank  may 
say  that  they  are  under  instructions  of  high  authorily  to 
restrict  their  lending  and  they  cannot  do  it.  Alternatively, 
the  manufacturer  -may  find  himself  being  told  to  go  and 
borrow  sum§  of  -money  which  may  be  verj[  large  in 
relation  to  his  turnover  (especially  if  it  is  a relatively  small 
turnover  on  a few  large  contracts)  which  (a)  be  ou^t  not 
in  prudence  to  borrow,  or  (i)  he  may  not  be  allowed  to 
borrow  by  reason  of  his  articles  of  association.  This 
kind  of  situation,  we  are  told,  does  put  great  hindrances  in 
the  way  and  has  in  several  cases  led  to  manufacturers  not 

tendering. Mr.  Toms:  There  is  a real  danger  that 

credit  insurance  given  in  this  seiBe  may  -be  used_  as  a 
basis  for  trying  .to  overcome  a difficulty  we  feel  is  not 
at  the  moment  soluble  through  credit  insurance.  We  ha-ye 
taken  the  view  that  these  guarantees  ought  to  be  in 
ail  ways  consistent  with  the  credit  insurance  scheme  we 
have  describe. 

8833.  Chairman:  T wonder  if  I could  be  quite  clear 
what  your  position  is.  You  have  -been  outlining  to  us 
the  view  that  the  purpose  of  credit  insurance  is  to  take 
cate  of  the  position  of  the  person  assured,  and  that 
it  is  a direct  matter  between  him  and  the  insurer ; 
that  the  instrument  brought  into  existence  for  the  purpose 
of  protecting  'his  -position  should  not  be  affected  by  the 
question  how  he  can  raise  money  "upon  it,  but  is  some- 
thing outside  the  concern  of  credit  insurance? ^Yes,  I 

tbink  that  is  fair ; and  the  bank  guarantee  was  added  to 
this  to  give  additional  protection.  The  Chancellor  described 
it  in  1954  as  beins  only  for  “ those  manufacturer®  who  have 
to  finance  creffit”  ; those  are  the  operative  words:  manu- 
facturers who  have  to  finance  credit.  He  went  on  to  say 
that,  to  the  extent  to  which  the  bank  guarantee  was  given 
by  the  'Department,  the  City  -would  find  the  flnanw  wiffiout 
recourse  to  the  manufacturer  himself.  The  logical  inter- 
pretation of  that  to  the  credit  insurer  is  that,  if  he  gives 
a credit  insurance  guarantee  from  the  date  the  contract 
is  signed,  that  leaves  the  manufacturer  to  raise  any  neces- 
sary finance  on  his  own  resources  or  -from  such  credit 
as  he  can  raise  until  the  time  the  bank  guarantee  becomes 
operative.  From  that  point  in  time,  that  is  for  the  credit 
period  proper,  the  bank  which  agrees  to  finance  the 
business  wiU  get  the  additional. protection  of  an  uncondi- 
tional guarantee ; durirsg  that  -period  .the  credit  insurer  is 
under  an  unconditional  obligation  to  pay  the  bank  and  has 
no  say  in  whether  or  not  the  cause  of  loss  was  one  which 
he  would  normally  have  insured.  That  is  the  real  prob- 
lem. A difficulty  in  giving  insurance  simply  against  a 
financial  contract  between  a U.K.  bank  and  an  overseas 
bonower  is  ffiat  that  is  the  only  oomm-ercial  document 
upon  which  the  credit  insurer  can  rely ; he  has  no  othw 
protection.  He  can  make  no  exclusions. 
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[Continued. 


8834.  f^rofessor  Cairncross:  Are  the  residual  causes  of 

loss  in  I^riactice  importanl? thank  they  are. 

8835.  *S'z>  John  Woods-.  What  sort  of  things  are  diey? 

of  contr£K>t  or  wairanty,  and  any  form  of 

contribudioTy  loss.  We  rely  on  the  exporter  to  behave 
prudenttly,  to  get  a good  contract  and  to  do  th-ait  he 
can  to  r>Tevent  and  imnimise  loss  and  so  on ; but  we 
cannot  la.'y  that  obligation  on  a bank,  which  is  not  in  that 
sense  cO'CLdiuctinig  a commercial  transacticn  at  alL 

8836.  .f^rofessor  Coirncross'.  How  do  you  arrive  at  the 
judgment  of  importance  in  practice?  Has  it  in  fact  been 
3tour  esperience  that,  where  you  have  given  a guarantee 
to  the  t>a.nk  and  the  bank  has  given  credit  to  the  buyer, 
the  Department  has  suffered  substantially  as  a result  of 
being  liJaable  to  take  recourse  on  an  exporter  for  the 

other  forms  of  loss  that  you  referred  to? ^The  cases 

where  we.  have  guaranteed  an  overseas  loan  arrangement 
have  n<>t  been  very  many,  and  tihey  have  been  in  respect 
of  raChor  large  and  specdaiised  contracts.  I do  not  recall 
any  case  where  we  would  have  had  to  have  recourse  to 
the  exporters  for  one  of  these  causes  of  loss ; but  that 
is  beoaixse  of  the  nature  of  the  transaction. 

8837.  That  may  be,  but  if  you  had  swallowed  the  gnat 

as  wel  as  the  camel  would  you  have  been  any  worse? 

This  paxTticular  type  of  facility  does,  in  fart,  relieve  the 
bank  of£  a great  many  obligadoos  and  rids ; I think  if 
we  were  not  very  careM  about  this  we  should  be  faced 
with  ttie  prospKrt  cf  doing  it  for  everybody. 

8838.  Sir  Oliver  Franks:  You  speak  as  if  tie  manu- 
facturer, he  was  tightly  controlled,  would  be  idle 

and  wcKuld  not  woiry  about  great  loss ; I would  have 
fhmighr.  that  most  manufacturers  of  sttanding  are  very 
jealous  of  their  good  name,  and  would  be  very  anxious 
to  pursxx'e  their  proper  advantage  and  to  do  ah  that  they 
can  in  ■whatever  circumstances  come  along  for  their  own 
good  rea.sons.  One  could  emphasise  too  much  the  neces- 
sity of  li'aving  the  manufacturer  tighdy  cooitroMed  by  the 

Depantanent? think  it  is  not  only  a question  of 

morality  ; it  is  enabling  the  manufaotairer  to  trade  beyond 
bis  capiital  sitructure. 

8839.  Professor  Sayers:  The  more  requirements 

E.C.G.E5.  put  on  him  the  bigger  die  capital  structure  he 

reqrBiress  ; is  not  that  ah  you  mean  by  toat? Is  it  not 

the  more  trade  he  wants,  the  bigger  the  capital  strurture 
he  sboixXd  have? 

8840.  Sir  John  Woods:  Yes,  but  there  seems  to  be  an 
argumemt  in  this  that  it  is  die  business  of  the  manufac- 
tiuirer  tlo  enlarge  his  capital  to  such  an  extent  that  he 
can  also  become  a moneylender.  That  does  not  seem  to 

me  to  t>e  ri'ght. Mr.  Owen ; I do  not  think  that  is  quite 

right.  Surely  the  argument  is  that  for  the  period  of 
financin'S  work  in  progress  a manufacturer,  with  She  asist- 
anoe  of  bis  bank,  ought  to  have  adequate  capital  resources 
at  his  cJispos^  for  the  financing  of  work  in  progress. 
Once  i-T->e  work  is  completed  and  accepted  by  the  buyer, 
then  from  that  date  the  manufacturer  is  dear  of  the 
whole  Twroiblem  of  credit-^ vinig,  except  so  far  as  this  tiny 

is  concerned  in  respect  of  which  there  is  re- 
course to  the  manuifax3turer ; toe  bank  takes  the  problem 
of  cre«3it-giving  off  his  shoulders.  But  it  •'  jue  that 
infonmiaition  has  come  our  way  which  v*v>  mtenpret  as 
evidenio©  that  there  are  some  manufacturers  who  are 
madeqxiately  capitalised  today  for  the  financing  of  work 
iR  progress. 


progress. — Professor  Severs:  That  is  something  mlirdy 
different  from  the  argument  about  toe  amount  of  capital 
a man  should  have,  which  was  the  reason  you  gave  me. 

8842.  Lord  Harcourt:  You  said,  Mr.  Toms,  that,  if 
this  system  was  carried  out,  it  would  enable  people  to 
over-trade  in  reSaition  to  their  working  capital ; but  when 
this  business  was  done  in  the  traditional  way  nobody  ever 
said  that  a fordgn  loan  md^  not  ibe  made  because  an 
exporting  company  would  iBhraeby  be  eoaded  to  over- 
trade. •'What  it  did  was  to  provide  the  foreign  loan.  The 
foreign  loan  provided  toe  progress  payments ; toat  money 
is  not  now  available,  and  toereEore  a large  working  capdtEd 
is  now  required. Mr.  Owen:  There  are  two  alterna- 

tive onestbods  of  finance.  One  is  the  cash  advance  facility 
to  (the  buyer,  which  has  certain  credil  insurance  disadvan- 
tages. Akhouigh  we  do  not  exclude  it  altogether  and 
toat  is  a way  in.  which  our  .guarantees  can  >be  used,  never- 
theless we  prefer  to  keep  it  for  the  exceptional  case.  We 
prefer  the  other  way ; and  we  'hope,  and  indeed  we  observe 
from  what  is  -going  on,  that  a vasit  majority  of  manufac- 
turers in  this  country  are  able  to  cope  adequately  wito 
large  capitsd  goods  contracts,  resting  themseilves  for  work- 
ing capital  for  the  work  in.'  progress  on  toe  financial 
accommodalaon  that  they  will  get  from  their  banks  with 
the  bactoinig  of  the  Department’s  standard  pol^,  which 
is  exempt  by  Treasury  ddrective  from  toe  credit  squeeze 
arrangements.  The  manufacturer  has  his  standard 
policy,  issued  direct  to  him.  His  bark  will  .be  able  to 
make  up  its  own  mind  as  to  toe  estMit  of  the  financial 
nccornnsodation  that  it  give  ifira  for  toe  work-in- 
progress  period,  on  toe  basis  of  toe  Department’s  standard 
policy.  Once  the  ‘goods  are  acceprted  a totally  different 
situation  arises.  The  whole  burden  of  credit  ®ving  can 
be  unloaded  on  to  toe  bank,  on  the  basis  of  our  uncondi- 
tional guarantee  to  the  bank,  which  supports  toe  bank  as 
to  90  per  cent,  of  -the  credit,  so  that  it  only  requires  to  be 
supported  as  to  10  per  cent,  by  toe  resources  of  the 
manufacturer. 

8843.  Chairman:  'Whai  you  use  toe  phrase  “once  the 
goods  are  accepted  ”,  in  regard  to  constructional  oontraots, 
for  such  toings  as  power  stations  and  irrigation  works, 
does  tout  not  really  mean  ccanpletion  of  the  oontraot  or 

after? ^There  is  a difference  'between  toe  two  kinds  of 

cases  to  which  you  have  referred.  The  electrical  industry 
have  been  able  satisfactorily  to  demonstrate  to  us  that 
acceptance  of  goods  can  take  jilace  within  a very  short 
period  la^r  the  completion  of  >tbe  actual  manufacturing 
of  toe  plant.  There  can  be  then  a period  of  between  four 
and  five  years  after  toe  goods  have  'bera.  accepted  during 
which  payments  are  stiM  to  be  made,  and  90  per  cent,  of 
the  amountt  of  credit  outstanding  during  toat  period  can 
be  and  is  covered  by  toe  Department’s  'unconditional 
guaranttee.  So  &r  as  oonsitructional  work  is  concesmed,  toe 
•kind  of  work  which  is  being  done  in  building  roads,  dams, 
bridges,  in  ithat  case  we  agree  that  it  is  very  difficult  to 
define  toe  ipoinit  of  acceptance.  We  have  had  long  discus- 
sions with,  toe  trade  .assodation  representative  ‘Ctf  ithis  par- 
ticular industry,  the  Export  Group  for  toe  Constructional 
Industries,  atid  we  have  'been  able  to  go  a loi^  'way  with 
them  to  meet  the  realistic  needs  of  toeir  particular  industry 
and  devise  a 'metood  satisfactory  .to  us  and  retostic  and 
reasonable  to  them,  providing  for  acceptance  in  certain 
sitages.  ‘We  are  prepar^  to  look  at  each  case  on  its  merits 
and  to  go  as  far  as  we  possibly  can.  m establishing  toe 
concept  of  acceptance  in  Instalments,  so  that  our  uncondi- 
tional guarantee  to  toe  oontraotor’s  banker  can  be  dated 
&om  as  early  a moment  as  possible. 


8841  That  would  vary,  of  oouise,  from  company  to 
comj»a;^y.  the  old  days  these  people  borrowed  their 
money  in  London,  and  then  arranged  teams  of  pa'yment 
with  t£Ke  manufacturer,  who  got  prc^ess  paymenits._  Those 
progress  payments  were  part  of  his  working  capital  for 
fimaocii-ng  his  work  in  progress.  He  has  difficulty  today 
because  his  ousStomer  ^ nolt  in  funds  to  give  him  progr^ 
paynn^snJts-  On  theory  toe  proper  way  of  doing 
toat  fcff  him  to  increase  his  capiM,  but  I am  not  sure 
that  is  right,  '^toy  is  it  wrong  thatt  toe  overseas  customer 
shoulti  'be  pM  in  funds  so  toat  the  transaCtioo.  could  go 

on  as  it  used  to? Mr.  Toms : I do  not  think  it  is  our 

toeorv  that  he  toouid  inorease  his  capital,  but  it  is  om 
'4etv  present  Ministerial  directives  do  not  -w^t  CTedi 

insurau-C®  need  to  bridge  toat  gap.  There  is  an  insurant 
reason  I toink,  why  we  should  not  insure  unoondtoonally 
which  is  raised  during  ih©  peiri'Od  of  work  in 

30500 


8844.  Sir  John  Woods : Have  you  not  in  fact  ‘given  a few 
guarantees  of  credit  to  toe  custoiiier?  ■ A few,  yes. 

8845.  So  under  itihe  Act  you  have  power  to  do  toat? 

Yes. 


8846.  This  poMcy  which  you  are  outlining  to  xis  is  an 

admdndstra.tdve  policy,  so  to  speak? ‘R  is  a matter  of 

traffing  prudence. 


8847  Mi.  Toms  said  that  one  fear  is  toat  if  you  went 
very  far  with  tois  idea  you  iwould  be  forced  into  a position 
of  doing  it  for  everybody.  I suggest  to  ^ that  that 
is  perhaps  a little  unjustified.  I do  not  «e  why  you  Stwuld 
not  be  praCty  selective.  We  have  had  it  on  evidence  from 
good  and  reputable  people  toat  ‘because  of  toe  daffic^y 
of  'borrowing  to  cover  work,  in  progress  they  have  had  to 
refrain  from  tendering  for  jobs  which  toey  had  a good 
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Mr  R.  H.  Owen,  C.M.G.,  Mr.  R.  W.  Burktit, 
Mr.  a.  F.  Toms  and  Mr.  K.  W.  Cottbrill. 


[Conlinued. 


obance  o£  Mining.  I do  not  think  illhat  we  can  accept 
it  as  a igeneral  answer  Oo  all  lihjose  cases  that  they_  ought 
to  have  more  cafrilal.  Would  Ibis  not_  bear  rc-exarmnation 
from  .the  podnit  of  view  of  being  considered  on  a selective 

basis? Mr.  Burkitf.  Might  I make  bold  to  put  a 

oourtter  question  to  that?  I fully  accept  your  coitlention 
that  there  is  this  difficulty  with  the  manufacturer  which 
did  not  exist  ‘b^ore  ithe  war  ; but  twhy  do  irom 

that  to  aseuitiing  that  credit  insurance  should  lilL  the 
By  definition  credit  insurance  is  meant  to  do  something 
diBerent. 

8848.  I merely  quote  yonr  omi  Jiaper  whwj  you  say 
that  you  have  become  a means  of  bringihg  forth  finance  I 

Mr.  Burkitt : PerfecilJly  true : we  do  not  however  claim 

that  could  cure  all  the  woiild’s  ills.— Mr.  Toms:  If  I may 
BO  back  ito  the  case  I think  Sir  John  may  have  had  in 
mind,  .the  question  there  was  not  entirely  one  of  raising 
more  capital  ibut  of  a limitaition  which  was  im.posed  by  the 
company  on  itself,  lit  is  igoing  a little  far  to  suggest  that 
credit  insurance  should  fM  the  gap  rather  than  the  com- 
pany’s own  structure. — Mr.  Owen:  It  ts  after  alil  the 
oornpany  want  to  give  ithe  credit. — Mr.  B«rA:i/f:  Wt 
may  I place  E.C.G.D.  on  record  as  fuly  agreeing  with  Sir 
John  Woods  that  there  is  a gap?— Mr.  Owen:  I agree; 
there  is  a gap. 

8849  Professor  CfltVncroi'f : In.  section  7 of  part  II  you 
refer  to  promissory  notes  that  were  drawn  by  toe  govern- 
ments of  toe  U.S.S.R.  and  Afghamistan,,  iguarantced  ^ 
ECOD  and  sold  by  toe  Government  broker  on  toe 
London  market.  Would  you  regard  this  method  of  opera- 
tion as  superseded  now  by  the  economic  assistance 
facalitdes  under  section  3 of  the  EXjport  Credits  GuarantMS 

Act7 ^Not  necessarily.  Xt  is  still  theoretically  possible, 

but  toere  are  financial  difflcoilties.  Those  of  our  col- 
leagues with  whom  we  have  discussed  tins  feel  that  the 
implications  of  the  restoration  of  this  practice  would 
produce  more  disadvantages  than  advantages.  There  are, 
I understand,  weighty  internal  financial  reasons  why  the 
extension  of  this  device,  although  theoretically  |pos,-?iblc, 
would  not  really  be  a ve^y  good  idea.  But  this  i.s  really 
right  outside  iny  department. 

8850.  What  was  the  maxiraum  'period  for  wh'idh  these 
promissory  notes  were  issued? ^Five  years. 


8851.  And  none  were  issued,  I take  it,  after  1939? 

That  is  correct. 

8852.  In  section  8 (</)  of  part  II  you  refer  to  the  practice 
of  rediscounlting  credhs  by  central  'banks  in  Belgium, 
Canada  France  and  Germany.  Is  this  a suggesUon  you 
are  prepared  to  consider  for  adoption  in  this  country? 

Certainly ; but  how  reasonable  it  is  is  not  for  us  to 

judge. 

8853  Professor  Sayers:  Have  you  discussed  it  at  all 

nt  the  Bank  of  England? We  know  that  toe  Bank  of 

England  has  had  this  under  con.sdderation.  But  these  are 
questions  which  should  be  adtoessed  to  the  Treasury  or  the 
Bank  of  England. 

8854.  Professor  CaSrncro.ss:  Would  it  be  your  impres- 
sion that  in  some  of  the  other  countries  that  are  members 
of  toe  Berne  Convention  this  method  of  finance  of  exports 
supplies  a substantial  part  of  total  export  credit,  and  that 
toerefore  itheir  use  of  the  credit  guarantee  mechanism  is 

perhaps  not  so  extensive  as  an  this  country? Mr. 

Owen:  I do  not  know.—Mr.  Co/ren7/:  Even  where  there 
is  a redi.sooun:ting  mechani-sm  in  effect,  in  many  cases  credit 
insurance  of  the  iininsaotion  to  which  the  paper  refers  is 
a pre-oond.ition  of  the  rediscounting. 

8855.  Lord  Harevm : We  have  bad  it  represented  to  us 
tout,  if  there  were  a negotiable  form  of  export  credit 
guarantee  that  wrwild  niuoh  facilitate  toe  provision  of 
finance.  Am  I right  in  .thinking  that  there  is  no  form 
of  credit  insurance  given  by  E.C.G.D.  at  the  moment  which 

is  capable  of  being  negotiated? Mr.  Owen:  That  is 

correct  E.C.G.D.  had  at  one  time  powers  to  guarantee 
by  endorsement,  and  thereby  to  create  a ncgotiable  instru- 
ment ; .these  were  used  on  a small  scale  in  toe  thirties,  but 
were  withdrawn  for  administrative  reasons  in  1939  under 
the  shadow  of  impending  war  finance  procedures  and 
regulations.  They  have  not  been  restored. 

8856.  Can  you  tell  us  why  those  powers  have  not  been 

restored? ^That  i.s  again  w question  to  be  addressed  to 

toe  Treasury  or  the  Bank  of  England,  or  both. 

Chairman : 1 Chink  that  brings  us  to  the  end  of  a full 
day.  Thank  you,  Mr.  Owen  ; we  arc  much  obliged  to  you 
and  your  colleagues. --Mr.  Owcfr.  Thank  you,  Sir. 


(Adjourned  until  Thursday,  22fid  May,  I95S,  at  Il.OO  o.m.l 
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Present: 

The  Rt.  Hon.  the  Loro  Radcuffe,  G.B.E.,  Chairman 
Professor  A.  K.  Cairncross,  C.M.G. 


The  Rt.  Hon.  Sir  Oliver  Franks,  G.C.M.G.,  K.C.B., 
C.B.E. 

The  Viscount  Harcourt,  K.C.M.G.,  O.B.E. 

W.  E.  Jones,  Esq.,  O.B.E. 

Professor  R.  S.  Sayers,  F.B.A. 

Sir  Reginald  Vbrdon  Smith 


George  Woodcock,  Esq.,  C.B.E. 


Sir  John  Woods,  G.C.B.,  M.V.O.  (Questions  8993  to 
9139  only) 

Mr.  R.  T.  Armstrong,  Secretary 
Mr.  G.  Penrice,  Statistical  Adviser  (Questions  8993 
to  9139  only) 


The  following  witnesses  representing  the  Council  of  Scottish  Chambers  of  Commerce,  called  and  examined : 
W.  I.  French,  Esq.,  D.S.O.,  O.B.E.,  T.D.,  President.  Glasgow  Chamber  of  Commerce, 

MATTm^ltoL*^^?/j^oint  Secretary,  Council  of  Scottish  Chambers  of  Commerce. 


8857.  Chairman:  We  are  much  obliged  to  you  for 
your  memorandum*  which  we  have  all  read  through.  If  you 
will  have  it  in  front  of  you,  we  will  ask  you  to  amplify 
certain  parts  of  it  from  your  own  experience.  You  say 
that:  “The  Council  of  the  Scottish  Chambers  of  Com- 
merce has  in  membership  sixteen  Chambers  in  ^tland 
and  represents  collectively  about  seven  thousand  Scottish 
firms  giving  employment  to  many  thousands  of  P^Ple. 
That  gives  you  a wide  coverage.  Would  what  follows  in 
your  paper  have  been  drawn  by  any  questionnnaire  process 
from  the  people  who  make  up  the  body  of  your  Council? 

Mr.  French:  It  was  drawn  up  by  a committee  or 

about  eighteen  people  broadly  based  parts  oi 

Scotland  and  representing  various  sectors  of  industry. 

8858.  You  have  a theme  which  arises  for  the  first  time 
in  paragraph  5 : 

“ The  varying  fiscal  policies  on  initial  capital  allow- 
ances and  investment  allowances  have  had  a disturbing 
effect  on  business  planning.” 

What  have  you  in  mind  there?  Do  you  mean  thait  in  your 
own  experience  people  .planning  their  busings  have  been 
much  influenced  by  the  prospect  of  what  allowances  ti^y 

are  going  to  get? ^It  vanes  from  case  to  case.  Thwe 

is  no  doubt  that  the  frequent  change  m 'these  made 
some  business  people  rather  cynical.  They  ™8ht  i^an 
csipital  operation  under  one  code  of  allowa^,  and  by  ^e 
lime  lit  was  carried  through  , in  the  ®*^teme  case  th 
allowance  would  have  been  withdrawn  altogether  for  a 
time  ; in  a few  other  cases  it  was  made  more 
project  that  might  take  two  or  .three  years  to  Plan  ^ 
out  might  finish  under  very  different  rates  from  those 
obtaining  when  it  was  first  planned. 

8859.  If  they  become  cynical  about  it 
disturbed,  because  they  do  nM 

imponauce  to  the  actual  ohauges7—  ^s  a 

rather  stronger  word  than  perhaps  I should  have  used. 

8860.  Do  you  think  from  experience  the  ra^ 

or  the  rates  expected  have  had  a sizeable  influence  on 
business  planning? should  say  so. 

8861.  Which  has  had  the  most  : the  investment 

ance  or  initial  allowa,nce7 investment  allowaoce 

was  very  attractive  while  it  was  in  force. 

8862.  Are  there  particular  kinds 

in  which  they  have  more  si-^ificance  *an  others/  it 
deoends  on  the  type  of  trade.  Certain  tradM  that  use 
a larce  auantitv  of  fixed  assets,  that  is  machinery, 
and  Imildings,  are  obviously  more  affected  than  a merchant- 
ing  business  which  holds  stocks. 

8863.  Professor  Cairncross:  Do  you  know  of  cas« 
where  investment  was  put  in  hand  that  would  not  have 
been  mit  in  hand  but  for  the  investment  allowarwe? — -1 
could  not  quote  a specific  case,  but  in  conversation  with 

• Memoranda  of  Evidence  Part  VII  No.  2. 


industrialists  one  bears  that  certain  projects  may  be  very 
attractive  while  the  allowance  is  good,  so  that  at  is  v«-y 
disturbing,  say  eighteen  months  later,  when  .the  bricks  and 
mortar  are  going  up,  to  find  the  allowance  has  changed. 

By  then  one  is  oomimitted  and  must  make  the  best  of  it. 

8864.  Chairman:  It  is  not  your  experience  that  when 
the  change  makes  a project  less  favourable  it  prevents  the 

project  from  being  carried  out? In  the  extreme  case 

it  possibly  might ; I am.  thinking  of  the  buUdrag  of  shije. 

8865.  Have  they  not  always  received  rather  special 

consideration? ^They  have  indeed  had  more  generous 

treatment ; tout  at  one  stage  it  was  cut  down  even  tor 
ships.  And  I think  I am  right  in  saying  that  at  that  tune 
one^did  hear  of  a few  contracts  being  cancelled  on  these 
grounds,  though  not  very  many. 

8866.  Mr.  Woodcock:  In  paragraph  7 you  say  .that  a 
trend  “whidi  has  not  by  any  means  been  umversally 
welcomed,  has  been  the  leniency  for 

on  a national  basis  . . . ’ Obviously  it  is 

that  it  has  not  been  universally  welcomed ; but  who  objecte 

to  it? think  it  is  .the  rigidity  that  is  objected  to.  It 

may  be  that  circumstances  are  different  in  one  part  or  me 
country  from  another.  For  exan^le  it  is  knwn  ^® 
cost  of  living  dn  Scotland  is  rather  cheaper  than  it  is  m 
l^ndon.  There  is  no  doubt  there  as  a ngidity  that  was 
not  present,  say,  25  years  ago. 

8867  Are  you  saying  that  wages  in  Scotland  should  be 
lower  because  the  cost  of  Uving  is  lower?— I sup^e 
that  is  the  implication  of  what  I said;  but  it  is  only 
a matter  of  de^ee.  We  were  really  trying  ^ P^^ 

of  the  memorandum  to  review  the 
place  since  the  time  of  the  Macmillan 
was  one  thing  that  was  quite  clear,  thsare  was  a 
rigidity  in  wages  which  was  not  present  25  years  ago. 

8868.  You  say  lliat  this  "prevents,  in  “j, 

the  most  effleiont  firms  from  livina 

That  is  so ; they  might  have  attracted  them  by  paymg 
more. 

8869.  That  is  not  the  same  ipoint  as  saying  that  wagw 
are  hieher  because  the  cost  of  Uving  is  lower?  -^t 
? allSve  question  aU  through.  . The  POint  m that 
paragraph  is  that  wages  are  more  rigid  than  they  were. 

8870  'Rigid  downwards,  but  who  stops  anylx^y  from 

naving  above  the  trade  union  rate? 'It  can  always  be 

§one  within  the  economic  context  of  the  P®rt^r  . 
but  the  firm  must,  we  hope,  operate  at  a profit,  and  wages 
is  a factor  in  the  cost  of  production. 

8871.  But  you  say  that  this  syst^  is  preventing  firms 
from  attracting  labour.  I do  not  know,any^ng  :n  the 
wstem  of  national  negotiations  that  is  able  to  ^ stop 
^olovers  from  paying  more  than  the  agreed  rates? 
Mr%ench : That  is  true,  and  of  course  it  is  known  in 
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Mr  W.  I.  French,  D.S.O.,  O.B.E.,  T.D.,  Mr.  R.  M.  Carnegie 
and  Mr.  Matthew  Neil. 


Scotland  tiiat  certain  employers  do  do  it. — Mr.  Neil\ 
That  is  why  the  phrase  “ in.  theorjf  at  least ''  appears.  It 
is  known  that  employers  do  not  in  fact  stick  to  agreed 
rates  in  many  cases. 

8872.  It  is  not  this  system  then,  which  is  the  cause  of 

the  trouble.  Would  not  the  same  thing  happoi  if  Ihe 
agreements  were  local?  Are  there  not  efficient  and  in- 
efficient firms  within  the  same  town? Mr.  French: 

The  key  word  of  that  paragraph  is  “ rigidity  We  are 
not  entering  into  a detailed  examination  of  wages,  but 
there  is  no  doubt,  in  tracing  the  developments  of  ithe  last 
five  years,  that  there  is  a rigicLity  which  was  not  present 
25  years  ago. 

8873.  There  is  a tendency  in  wage  rates,  which  has  been 
going  on  for  25  years  or  more,  to  establish  a national 
rate ; but  there  is  also  a tendency  to  adopt  a system 
of  payments  by  result  which  does  not  lead  to  rigidity 
at  all,  which  gives  the  efficient  firm  every  chance,  I should 
have  thought,  of  improving  the  earnings  of  their  people 
— Professor  Cairncross:  Some  firms  offer  more  overtime 

rather  than  raise  their  rates  to  get  more  labour? 

That  is  the  practice. 

8874.  And  wages  vary  between  differen.t  parts  of  the 
country  and  between  different  firms ; they  are  rather 

higher  in  England  than  in  Scotland? That  is  generally 

believed,  though  there  are  always  important  exceptions. 

8875.  Chairman  \ In  paragraph  9 you  are  talking  about 
the  development  of  the  use  of  hire  purchase  in  regard 
to  plant  and  equipment.  Apart  from  motor  vehicles, 
what  kinds  of  plant  and  equipment  have  you  observed 
being  acquired  for  industrial  purposes  on  hire  purchase? 

Motor  vehicles  are  the  biggest  single  instance;  but 

there  is  a growing  tendency  that  any  type  of  machinery 
can  now  be  obtained  on  hire  purchase. 

8876.  Would  you  put  it  as  high  as  that? ^That  is 

very  wide;  but  I would  say  a very  large  range. 

8877.  You  are  thinking  not  only  of  mobile  machinery 

but  also  of  fixed  plant? Yes;  for  example  a loom. 

8878.  Professor  Sayers:  Has  this  been  increasing  in  the 

last  three  or  four  years? do  not  think  that  the  giant 

businesses  are  doing  it,  but  I think  there  is  that  tendency 
among  the  smaller  businesses. 

8879.  Mr.  Woodcock:  Surely  nobody  buys  a single 

loom? 'It  might  be  an  additional  loom. 

8880.  That  surprises  me.  Generalising  from  my 
experience  in  Lancashire,  I should  have  thought  one 

either  had  500  looms  or  nothing? Take,  for  example, 

a carpet  loom ; ithat,  as  you  know,  :is  a very  big  piece 
of  plant. 

8881.  A company  would  not  acquire  capital  assets  on 

hire  purchase? It  is  possible.  You  will  see  many 

advertisements  inviting  them  to  do  so. 

8882.  They  would  not  start  a mill  of  500  looms  with 

all  the  preparatory  machinery  and  what-not  on  hire  pur- 
chase?  That  is  a big  proposition ; but  it  would  be 

possible  in  these  times  to  finance  small  extensions  in 
that  way, 

8883.  Mr.  Jones:  Is  this  tendency  to  acquire  capital 
equipment  on  hire  purchase  a steady  development  or  is 
it  something  that  has  developed  substantially  within  a 

short  period  of  time? The  impression  I have  is  that 

it  has  grown  rather  more  quickly  during  these  last  few 
years.  One  has  only  to  read  the  trade  papers,  and 
indeed  the  newspapers,  to  see  the  advertisements  of  com- 
panies that  will  give  these  facilities ; and  one  has  read 
articles  which  show  that  the  practice  is  becoming  more 
widespread.  It  is  in  part  due  to  the  restrictions  on  bank 
advances. 

8884.  You  said  that  this  was  substantially  limited  to  the 
smalle-  business  industrial  undertakings ; do  you  mean 

undertakings  with  a capital  of  £15,000  or  £20,000? 1 

would  say  rather  bigger  than  that ; but  not  the  larger  public 
companies.  Larger  private  businesses  perhaps,  and 
medium  and  small  private  businesses  certainly. 

8885.  The  larger  private  undertakings  are  doing  this, 

then? would  say  yes,  without  having  investigated  in 

detail  any  cases.  It  is  a course  they  would  have  to  con- 
sider, if  it  was  essential  to  obtain  new  plant  and  other 
methods  of  doing_  it  were  not  available.  Again  I would 
.emphasise  that  it  os  probably  ifihe  medium  ito  Bmaller 
ones  who  are  for  the  most  part  doing  it, 


8886.  Chairman:  This  does  provide  these  smaller  oon- 
ceras  with  a way  to  provide  finance  for  capital  for 

development,  which  is  a point  you  make  later  on? 

Yes,  tliat  is  so. 

8887.  Professor  Cairncross:  In  paragraph  16  you  say;  — 

“ . . . projects  which  would  be  useful  to  the  economy 

are  having  to  be  cut  back  because  bank  finance  is  not 

available.” 

And  you  go  on  to  elaborate  that  in  paragraph  18,  where 
you  say  that  the  lack  of  credit  has  forced  some  companies 
to  reserve  such  liquid  resources  as  they  have  for  purposes 
of  trade  credit.  Is  this  a mutter  of  observation  or 
theoretical  speculation? It  was  discussed  in  our  com- 

mittee, and  there  is  no  doubt  that  the  committee  had  in 
mind  particular  cases.  It  i.s  not  pure  theory. 

8888.  Is  it  something  which  is  thought  to  have  become 

more  important  in  Ihe  course  of  the  la.st  six  months? 

Mr.  French:  I would  say  .so. — Mr.  Neil:  After  we  had 
submitted  our  memorandum  we  were  asked  to  undertake 
an  enquiry  as  part  of  a national  enquiry  by  the  Associa- 
tion of  British  Chambers  of  Commerce.  The  result  of 
the  questionnaires  sent  out  suggests  that  people  are  being 
stretched  all  the  way  along  the  line.  40  or  perhaps 
even  50  per  cent,  of  those  who  replied  to  the  question- 
naire said  that  their  trade  debtors  were  very  much  higher 
than  they  would  regard  as  normal.  That  would  refer 
specifically  lo  the  last  eight  months,  since  September,  1957. 

8889.  In  that  case  they  arc  being  obliged  to  give  more 
credit.  Do  they  raise  the  cost  of  that  ci^it  or  the  terms 

on  which  it  is  offered? Mr.  French:  Most  businesses 

are  reluctant  to  do  .that  until  It  becomes  absolutely  essen- 
tial. It  creates  a certain  amount  of  loss  of  goodwill  to 
start  charging  interest  on  overdue  accounts  unless  it  is 
a custom  of  the  trade  as  it  da  in  some  cases. 

8890.  Do  you  know  of  any  changes  that  have  occurred 

in  the  discounts  offered  for  ca.sh  payment? Mr.  Nell:  I 

think  there  has  not  been  much  up  till  now ; firms  have 
been  accepting  the  po.sitlon.— -Mr.  French:  Obviously  one 
docs  not  wish  lo  damage  goodwill, 

889],  In  the  interests  of  preserving  goodwill  cash  has 
been  used  for  the  purpose  of  extending  credit  and  this  has 

reacted  on  the  fixed  capital  investment  programmes? 

That  Is  so. 

8892.  Has  that  been  particularly  marked  in  any  type 

of  industry  or  is  it  normal  throughout  industry? Mr. 

French:  T should  not  think  it  was  particularly  marked  in 
heavy  industry,  but  I would  say  trmt  over  the  range  of 
industry  otherwise  it  is  a fcalure, — Mr.  Carnegie:  I would 
agree  that  generally  throughout  industry  people  arc  taking 
as  much  credit  a.s  they  can  normally  gel,  and  for  that 
rca.son  flnri.s  find  it  very  difficult  in  many  ways  to  extend 
their  fixed  a,sseta  very  often  when  they  would  like  .to. 

8893.  Wlio  is  the  net  recipient  of  the  credit?  If  every 
business  were  receiving  credit  at  the  same  time  ns  giving 
it  the  net  effect  might  not  he  very  great.  Is  it  the  retailer 

who  is  receiving  the  credit  in  the  end? ^The  retailer 

is  receiving  credit  in  the  end,  but,  as  I say,  it  follows  down 
the  line. 

8894.  Mr,  Jones:  Right  to  the  manufacturers? In 

many  ca.ses,  yes  ; very  much  eo. 

8895.  How  would  yooi  say  this  extension  of  credit  is 
shared  as  between  the  manufacturer  and  the  wholesaler? 

Have  you  got  any  ideas? Mr.  Carnegie:  I have  no 

idea.— iMr.  French:  It  i.s  difficult  to  express  a ratio; 
people  tend  to  take  what  they  can  get  away  with. 

8896.  Professor  Cairncross:  Is  it  simply  (he  absence 
of  bank  credit,  or  is  it  the  difficulty  of  raising  money  at 
reasonable  rates  of  interest,  or  the  difficulty  of  making  new 

issues  on  the  Shock  Exchange? ^The  particular  problem 

this  arose  from  was  the  diversion  of  funds  for  capital 
improvements  to  the  financing  of  general  busines.s.  I 
would  imagine  that  the  restrictions  on  bank  credit  had 
fundamentally  a good  deal  to  do  with  it.  Take,  for 
example,  a retail  business  that  at  one  time  of  the  yep 
operates  on  an  overdraft.  I do  not  doubt  that  it  still 
gets  an  overdraft  up  to  a certain  limit,  but  it  has  been 
curtailed  and  that  starts  the  process. 

8897.  Have  you  indications  that  a large  number  of 
people  have  been  refused  bank  advances  that  you  would 

normally  have  expected  to  get  them? Mr.  French:  We 

do  hear  of  cases ; in  conversation  with  business  friends 
one  equally  hears  of  cases  where  they  say : “ There  is  no 
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use  in  going  to  Gie  'bank  because  we  know  we  wdU  not 
get  it.” — Mr.  Neil : In  this  recent  questionnadre  the  figure 
for  people  who  said  that  since  Septeiiuber,  1957,  they  had 
been  rrfused  bank  advances  or  had  them  drastically 
reduced  was  26  per  cent. 

8898.  Professor  payers:  The  advances  of  the  Scottish 

banks  have  not  fallen  very  m^uch  in  that  period? Mr. 

French:  No,  but  equally  they  have  noit  increased. 

8899.  Professor  Cairncross:  Is  it  your  point  that  the 
turnover  of  business  has  been  expanding  but  that  bank 
credit  has  not  been  keeping  pace,  and  that  this  has  exer- 
cised a squeeze  on  a large  number  of  businesses  in  the 

area? Bank  advances  are  pretty  much  what  they  were ; 

but  one  might  expect  them  to  have  advanced  a bit  without 
the  true  volume  of  credit  'being  any  greater  than  it  was, 
due  to  the  effect  of  inflation. 

8900.  Is  what  has  been  hapj^ning  in  Scotland  different 
from  what  has  been  happening  in  other  parts  of  the 
country,  or  is  it  your  view  that  there  has  not  been  any 

marked  difference? ^That  is  a difficult  question  to 

answer,  because  our  main  basis  of  information  is  Scotland. 
We  make  (he  point  at  the  start  of  our  repo^rt  that  we 
do  not  tffink  ffiere  were  many  differences  between  Scotland 
and  other  parts  of  the  country,  and  I would  imagane  that 
that  applies  to  this  matter  also. 

8901.  Professor  Sayers:  You  say  specifically  in  para- 
graph 16 : “ projects  which  would  be  useful  to  the  economy 
are  having  to  be  out  baok  because  bank  finance  is  not 
available.”  Is  it  that  bank  finance  is  not  available  directly 
for  these  purposes  or  is  it  that  this  expansion  in  trade 
credit  coming  back  from  the  retailers  who  have  been 
denied  bank  credit  is  resuitin'g  in  projects  being  cut  back? 

^I  would  say  that  -both  these  factors  have  an  effect. 

Paragraph  18,  I think,  deals  more  with  your  second 
factor. 

8902.  When  you  say  “ projects  which  would  be'  useful 
to  the  economy,”  are  you  meaning  projects  to  expand 
capacity  or  projects  to  replace  assets  which  are  wearing 

out? ^To  expand,  no  doubt,  in  certain  cases  ; to_  renew 

by  a more  efficient  piece  of  plant ; that  sort  of  thing. 

8903.  And  you  have  specific  instances  behind  this 

general  statement? ^We  know  of  instances,  yes. 

8904.  Chairman : You  are  satisfied  that  they  are  projects 
for  which  bank  finance  would  normally  have  been  the 
appropriate  form  of  finance?^— —That  opens  up  another 
question.  There  is  no  douibt  that  in  the  initial  stages 
very  often  a bank  loan  is  obtained  for  such  a purpose, 
though  I am  aware  that  it  is  not  regarded  as  a proper 
method  of  financing  long-term  capital  expenditure. 

"8905.  Professor  Sayers:  And  were  the  Sootti^  banks  in 
fact  commonly  giving  credit  for  these  purposes?-— Their 
policy  has  never  been  greatly  different  from  the  other 
banks. 

8906.  I am  asking  about  their  practice? — 1 would  not 
say  there  is  any  'mariced  variation  in  iprMtice ; a good  many 
of  them  are  now  under  English  direction. 

8907.  I am  not  .thinking  of  any  difference  between,  the 
En^ffh  banks  and  the  Scottish  banks ; I am  trying  to  get 
at  the  actual  practice  of  Ihe  Scottish  .bankers  before  and 

smce  the  credit  squeeze? Mr.  Carnegie:  I think  the 

banker  is  prepared  to  try  to  get  round  the  fact  that  it 
is  not  a fix^  asset  that  he  is  financing,  and  that  to  that 
extent  he  is  prepared  to  finance  a certain  amount  of 
fboed  assets  exp>enditure,  in  the  hope  that  at  the  end  of  the 
day  the  profits  are  going  to  be  suf&ient  to  reduce  the  over- 
draft over  a pericS,  shall  we  say,  of  a few  years. 

8908.  Has  this  practice  been  curtailed  much  in  the  last 

year  or  two  years? Mr.  Carnegie:  I would  say  that 

the  banks,  having  been  given  a brief  to  tty  to  rediKie 
their  advances  by  10  per  cent.,  have  had  in  some  cases 
to  curtail  faoi.lities  that  they  might  otherwise  have  given. — 
Mr.  French : Where  a company  has  some  novel  idea,  or 
wants  to  finance  a greater  voltime  of  business,  it  goes  in 
the  first  instance  to  its  bank  ; as  a result  of  the  directives 
the  banks  have  had  to  refuse  this  kind  of  thing. 

8909.  Why  in  that  case  has  not  the  volume  of  advances 

fallen  .much? It  may  be  because  there  are  always  indus- 

tries which  are  on  work  of  importance  to  defence  or 
exports.,  which  get  rather  mwe  favoured  treatment.  I 
am  not  sure  that  a banker  would  admit  that,  but  it  may 
be  that  it  is  these  cases  that  keep  up  the  volume  ctf  advances 


to  what  it  was.  The  pattern  of  the  advances  may  .be  differ- 
ent from  what  it  was  ten  or  twenty  years  ago. 

8910.  Is  it  different  from  what  it  was  two  years  ago 

in  the  Scottish  banks? Mr.  French:  I have  not  seen 

any  recent  analysis.— <Mr.  Neil:  I would  say  it  was ; and 
I think  it  is  true  to  say  that  retail  trade  is  one  of  the  fields 
in  which  they  have  cut  down  more  than  others.. — ^Afr. 
Carnegie : With  the  (all  in  commodity  prices  bank  advances 
to  persons  who  deal  in  commodities  have  fallen. 

8911.  That  is  a factor  that  has  enabled  the  banks  to 

reduce  advances  without  maJdng  life  uncomfortable  for 
retailers.  Is  it  not  very  difficult,  when  one  takes  account 
of  such  factors  as  that,  to  believe  that  there  has  been  any 
substantial  curtailment  of  advances  in  these  other  direc- 
tions?  iMlr.  French:  I have  not  seen  figures  for  ffie 

Scottish  banks,  .but  I have  a table  here  in  the  Scottish 
Bankers’  'Magazine  for  the  British  banks  as  a whole,  which 
shows  considerable  changes  in  the  make  up  of  the  total. 

8912.  Professor  Cairncross:  You  mention  in  paragraph 
1 8 that  there  'has  been  some  effect  on  the  holding  of  stocks 
as  well  as  on  plans  for  capital  extension  and  replacement, 
So  far  as  there  has  been  such  an  effect,  that  must  have 
reduced  the  need  for  trade  credit ; but  have  you  specific 

evidence  in  fact  on  slocks? ^Business  is,  of  course, 

a very  flexible  thing ; but  if  a 'manufacturer  decided 
to  take  in  more  stodcs  and  went  to  his  banker  and  said : 
“This  will  involve  an  increase  in  my  overdraft,  which  I 
hope  to  liquidate  sh^ortiy  ”,  he  would  probably  be  refuser 
that  accommodation. 

8913.  That  is  a manufacturer  ; am  I 'wrong  in  assumh 
that  stocks  here  referred  also  to  stocks  held  by  wholesale 

and  retailers? ^In  general,  unless  there  has  been  a chani 

in  prices,  their  object  is  to  hold  stocks  as  small  as  du 
reasonably  can.  I was  thinking  more  of  a manufacturei 
st^. 

8914.  Professor  Sayers : Have  you  any  instances  in  mil 
of  actual  contraction  of  stocks  for  financial  reasons? — 
Mr.  Neil : Not  in  our  oonvmittee,  but  it  has  been  im,plie 
in  the  answers  to  the  questionnaire  that  we  have  sen 
out  since  then.  A number  of  firms  were  a^ed  to  sa; 
what  was  the  general  trend  ■of  trade  in  their  own  par 
ticular  industry  or  sphere  of  commerce,  and  some  of  the® 
attributed  the  contraction  which  they  said  they  hai 
experienced  to  ithe  fact  that  their  customers  were  runnin, 
down  stocks. 

8915.  It  was  somebody  else,  not  •tiiemselves? ^Yes, 

but  it  was  having  an  impact  on  them. 

8916.  But  it  was  what  they  thought  about  somebody 

else  and  not  certain  knowledge?^ Mr.  Neil:  Yes,_  I 

suppose  so. — Mr.  French:  There  is,  of  course,  the  point 
that  if  a wholesaler  has  sold  stocks  and  his  customers 
take  longer  to  pay,  he  has  not  ^t  a fund  of  money  to 
buy  in  new  stocks.  If  in  these  circumstances  he  went  to 
the  bank  at  the  present  juncture  I doubt  if  he  would  get 
very  much  in  the  way  of  additional  advances. 

8917.  Our  talk  so  far  has  all  been  in  terms  of  the 
availability  of  bank  credit.  Has  the  rate  of  interest 

charged  hy  the  banks  made  any  difference? ^I  do  not 

think  that  anybody  in  business  welcomes  a high  rate  of 
interest. 

8918.  'But  does  he  act  differently  when  it  comes? 

Mr.  French : Probably  not ; and  certainly  not  in  the  first 
instance.  We  make  the  point  elsewhere  that,  with  the 
present  level  of  taxation,  a raising  of  the  interest  rate  is 
not  necessarily  so  keenly  felt  at  the  business  level. — Mr. 
Neil:  That  question  also  was  asked  in  the  questionnaire, 
and  of  those  who  replied  approximately  one-third  (I  was 
surprised  at  the  size)  said  that  they  had  taken  steps  since 
September,  1957,  to  reduce  overdrafts  because  of  tiie  cost. 
— Mr.  French : TTiat  was  a sample  inquiry. — Mr.  Neii : 
And  I think  has  to  be  treated  with  reserve.  We  tend  to 
get  replies  from  those  who  are  feeling  sore.  It  probably 
does  not  accurately  represent  the  porition. 

8919.  Professor  Cairncross:  It  is  a little  difficult  to 

reconcile  with  the  move  in  total  advances? ^Yes. 

8920.  Professor  Sayers:  In  paragraph  17  you  say: — 

“ Bills  of  Exchange  have  been  re-introduced  or 

increased  in  certain  trades.  ...” 

■Which  trades? Mr.  French : I understand  in  the  timber 

trade. 

8921.  But  in  that  trade  they  have  been  used  continuously 
since  the  war.  Or  do  you  suggest  that  for  a given  volume 

of  trade  in  timber  more  bills  are  now  being  drawn? 

I understand  so. 
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8922.  Lord  Harcourf.  Would  these  Vfjf  ® 

bills  or  bank  acceptances? 1 would  imagine  trade  bills. 

R923  Professor  Sayers:  Are  there  any  other  trades? 
—Mr  S the  only  one  on  which  we  have 

sDccific  inforniation,  but  this  comes  from  Sir  John 
Camobell  who  was  a member  of  our 
French:  Sir  John  has  a wide  knowledge  of  these  things, 
and  he  said  that  it  extended  to  several  trades. 

R924  I wonder  if  I might  be  told  the  meaning  of  the 
thal  parn/reph  ^ 

indications  that  this  may  be  SO.  What  is  this  / i ne 
ipeeches  of  certain  bank  chairmen  over  recent  months 
have  itrdicatetl  that  they  view  wrth  some  concerir  the 
amount  of  Snance  that  has  been  got  outside  banking 
channels. 

8925.  This  is  nothing  within  your_own 

No ' this  is  not  a peculiarly  Scottish  point,  aUhough  it 
is  a fact  that  one  Scottish  bank  chairman  did  refer  to 
it  specifically.  , • 

8926.  Chairman:  While  we  are  on 

interest  rates  may  we  take  your  paragraphs  24  and  31, 
a^d  te  what  can  tell  us  from  your  own  direct 
experience  about  the  rates  of  interest  that  are  referred 
to  there?  You  say  in  paragraph  24 : 

“Where  business  is  profitable  some  concerns  will  be 
prepared  to  pay  very  high  ratea, 
that  some  finance  companies  are  offering 
for  deposits  and  lendmg  money  at  14  per  cent,  to  16 
per  cent.” 

That  is  gathered  from  reading? Yes,  that  is  so. 

8927.  You  go  on : 

“It  is  also  reported  that  bills  are  being  discounted 
on  account  of  foreign  houses  at  as  high  a rate  as  13 
per  cent ” 

What  informatiwi  have  you  on  that  particular 
Mr  Neil:  There  was  a reference  m the  Manclicsur 
Guardian  of  5th  November,  1957:  Business  tnen  who 

have  been  refused  overdraCt.s  .to  finance  new  prodiwliw 
have  been  advised  to  raise  money  .0" 
market.  There  they  find  that  rnoncy  « 
the  cost  is  shocking.  A trade  bill  can  be  cliscounteo  on 
[hi  SnlrrSel  at  15  hr  16  per  ceht  wteh  cum- 
pares  with  8 or  9 per  cent,  charged  on  overdraft. 

8928  Lord  Harcourf.  This  does  not  spring  from  your 

own  experience? Mr.  French : W©  have  no  particularly 

Scottish  (instance  in  mind. 

8929  Chairman:  Does  the  reference  to  Zfirich  ratia 
in  paragraph  31  come  from  the  Manchester  Guardian  too? 
’iSr  French:  It  is  based  on  the  Manchester  Ouurd^n 
article,  and  it  is  making  an  assumption 

these  paragraphs  again,  and 

written  nearly  six  .months  ago,  one  would  have  to  ^ 
the  climate  has  rather  changed  Ja  these  last  f(W  months, 
Srhw  n il  Ihc  last  f»w  w«ks.  I doubt  f 
^ the  same  readiness  now  to  get  accommodation  at  such 
fanitastic  rate®;  but  that  is  a development  since  our  com- 
mittee sat. 

8930.  Lord  Harcourf.  In  your  ^r&A  personal  experi- 
ence have  you  seen  any  of  this  ZUnch  finance?  Not  in 
my  direct  experience. 

8931.  Professor  Cairncross:  In  paragraph  31  at  the  ^ 
of  the  page  you  refer  to  “ more  selecuve  effects  , that  is 
pidtou  up  asdn  und  doult  with  in  tho  opnctuding  tmra- 
Braoh  When  you  speak  of  more  sel«tive  effects  do 
you  mean  selective  between  projects  rather  than 

areas? ^Yes.  although  wo  know  that  there  may  be 

particularly  difficult  areas, 

8932.  Is  it  in  your  mind  that  monetary  policy  do«  not 
as  a rule  exercise  any  pre-seiected  impact  on  P^rUcular 

areas  of  the  country? 1 do  not  think  that  monetary 

policy  has  a particularly  adverse  effect  on  any  particular 
sectCHT  of  the  country, 

8933  You  have  noticed  nothing  happening  in 
consequence  of  the  .increase  in 

restriction  of  bank  credit  in  Scotland  that  in  your  view 
differs  substantially  from  what  has  happened  in  other 

parts  of  the  country? Mr.  French : I personally  have 

noticed  nothing  of  that  sort. — Mr.  Carnegie : I agree. 

8934.  Chdrman : We  come  in  paragraph  32  to  the 
Caintal  Issues  Committee.  Have  your  members  had  much 


direct  contact  with  the  organisation  of  the  C.I.C.? 

Mr.  French : I would  imagine  that  certain  of  them  have 
quite  a lot  of  contact. 


8935.  Where  they  have  put  in  applications? 
a period. 


—Yes,  over 


p&liUU. 

8936.  Professor  Cairncros.r.  You  say  the  absence  of 
reasons  for  decisions  by  the  C.l.C.  is  not  a matter  of 
wiwance?  You  would  prefer  that  no  reatons  were  given? 
_ I .think  dt  would  be  very  dangerous  if  a case  law  were 
built  up  on.  that  sort  of  enjibject. 

8937.  Chairman : Supposing  one  merely  thought  of  the 
feelings  of  the  .person  who  has  had  an  application  refus^ 

and  does  not  know  wliy? Even  if  ho  were  ^ly  told 

confidentially  why  his  application  been  I 

think  you  would  find  ihat  it  would  become  common 
knowledge. 

8938.  T agree,  but  would  there  'be  much  harm  in  the 

information  being  given  publicly? Mr.  Carnegie:  We 

discussed  it  fairly  closely  in  our  commiUcc,  and  we  came 
to  the  conclusion  .that  no  rcason.s  should  be  givem. 

8939.  And  that  was  becuu.se  of  the  fear  of  gelling  a 

rigid  system  of  precedents  built  up? 1 think  that  must 

have  been  it. 

8940.  Lord  Harcourf.  Have  you  noticed  any  bewilder- 
ment amongst  your  members  at  having  an  applic^ilion 
refused? — -Mr.  French:  I do  not  mysdf  know  of  any 
recent  cases.  We  appreciate  that  the  Committee  must 
operate  under  .governmental  policy,  and  ^e  jvcrc  rather 
iMlincd  to  leave  it  at  that.  It  was  thought  that  it  had  a 
useful  function.  It  is  appreciated  that  the  ratio  of  ds 
dcclsion.s  must  change,  depending  on  the  policy  laid  dowi 
for  it  from  (time  to  i.lme,  I do  not  know  whether  Mr. 
Carnegie  knows  of  any  recent  grievances  he  has  heard  of 
per.soiiiilly,---A/r.  Carnegie:  Over  a period  one  has  heard 
a certain  amount  of  groans,  but  our  committee  were 
prepared  to  accept  that  111111  wa.s  .inevitable. 

894!  There  Is  no  feeling  that  the  distance  betwep 
t oiKkm  ami  rdinburgh  or  Cilasgow  places  you  at  a diR- 
advuivlagc?- - Mr.  French:  None  whatever. 

8942.  Sir  Oliver  Franks:  Really  wliat  your  committee 

did  wa.s  to  fed  that  the  C.l.C.  wa.s  part  of  Government 
and  therefore  you  ruust  expect  it  to  behave  like  the  rest 
of  the  Governmcnl? ^I'o  a very  large  extent  that  is  so. 

8943.  Sir  Reginald  Verdon  Smith : In  paragraph  34  you 
say;  — 

“ A view  was,  however,  expressed  that  the  .smaller 

business  i.s  at  a disadvantage  when  it  comes  to  seeking 

C.l.C.  consent  ” 

and  there  arc  several  other  points  where  the  small  business 
is  thought  to  be  at  a disadvantage,  including  the  j»int  we 
were  discussing  on  paragniph  19  about  restrictions  on 
bank  advances  and  other  sources  of  credit  avuiluble.  is 
there  a strong  feeling  of  grievance  in  your  committee  that 
smaller  firms  are  at  a disadvantage  in  a number  of  r«pccts 
from  the  financial  point  of  view  : and.  if  .so,  wo^d 

care  to  develop  that  a little? Mr.  Carnegie:  The  c^- 

mltlee  were  to  a certain  extent  divided  on  Itus.  ine 
bankcM  said  that  they  would  always  be  prepar^  to  gvw 
the  smaller  man  credit  for  capital  assets,  but  the  general 
feeling  round  the  table  was  that  the  .snullcr  nian  was  at 
a disadvantage  when  it  came  to  going  to  the  big  finance 
houses  to  get  credit.  He  was  not  of  the  same  status. 
I am  talking  of  projects  of  up  to.  say.  £20,000. 

8944.  Mr.  Jones:  Were  you  thinking  in  terms  of  appli- 
caitions  to  infflurance  companies  and  places  like  thi^  rather 

than  banks? No.  I do  not  think  so.  Our  feeling  wm 

that  insurance  oompanies  were  not  rcidly  interested  m 
applications  under  £50,000. 

8945.  Profc.s.snr  Cairncross:  Is  this  the  origin  of  the 

gap  which  you  refer  to  later  in  paragraph  46,  where  you 
speak  of  the  .problem  of  providing  perm^nl  capit^o 
the  smaller  company  in  need  of  from  £5.000  to  ^5,^/ 
Is  it  your  view  that  this  is  a common  gap  tbrwghout  we 
country  or  do  you  think  it  is  a k>cal  one  m the  arw 
you  are  most  lamiliar  with? 1 iWuk  that 

have  thought  that  it  was  not  a local  gap.  but  that  it  apguw 
throu^out  the  country.  But  the  feeling  of  the  comnutice 
was  that  it  definitely  applied  in  Scotland. 

8946.  You  are  speaking  here  primarily  of  the 

of  permanent  capital.  TTie  banks  would  not  generally  be 
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very  happy  about  providing  that  kind  of  sum  to  a small 

company? The  bankers  were  inclined  to  say:  “We 

would  help  them  ”,  but  the  other  members  of  the  com- 
mittee, the  businessmen,  thought  that  when  it  comes  down 
to  hard  facts  and  practice  'that  does  not  actually  take  place ; 
the  banker  says : “ No,  it  is  for  capital  purposes ; 1 cannot 
help  you.” 

8947.  You  are  speaking  here  of  an  invostment  involving 
a considerable  risk  burt.  possibly  carrying  a proportionately 
higher  return.  The  small  company  approaching  a bank 
will  have  to  offer  security  when  it  has  only  limited  ^ets 
against  which  to  borrow  and  will  pay  a rate  which  is  likely 
to  be  fixed  independently  of  the  type  of  loan  made.  Do 
you  think  there  .is  scope  for  loans  to  a company  of  that 
kind  on  possibly  different  terms  and  perhaps  at  higher 

rates  by  a different  institution? Our  feeling  was  that 

there  was  a need  for  such  a finance  company,  providing 
finance,  shall  we  say,  under  £50,000. 

8948.  Lord  Harcourf.  This  is  the  need  primarily  to 

replace  the  old  private  security  holder? ^Yes. 

8949.  Professor  Sayers:  Is  Uiis  need  not  being  met  by 

the  I.C.F.C.? Further  on  in  the  memorandum  we  say 

that  the  I.CP.C.  axe  becoming  too  respectable.  I tiiink 
wo  sliould  qualify  that  .by  saying  .that  the  I.C.F.C.  were 

dn  the  number  of  projects  -they  could  finance,  and 
for  that  reason  they  were  able  to  choose  .the  better  ones 
rather  th^  the  poorer  ones. 

8950.  Professor  Cairncross:  Do  you  fed  that  it  is 
desirable  that  there  .should  be  one  institution  alone  con- 
cerned in  this  work,  or  do  you  think  some  competition 

might  help? Our  commiUee  felt  very  .strongly  that  some 

competition  would  help. 

8951.  In  some  countries  .it  is  the  cu,stom,  where  develop- 
ment is  under  consideration,  .to  .rc-in-sure  part  of  the  bank 
loan  at  a central  in.stitulion.  Would  you  consider  that 
that  might  be  an  innovation  that  would  bo  useful  in  this 

context? ^Yes  ; but  the  vSeotsman  is  always  rather  chary 

al»ut  paying  a high  premium,  and  I am  not  sure  whether 
the  idea  of  the  rciinsurlng  of  the  loan  would  catch  on. 

8952.  Professor  Sayers:  These  are  loans  that  would  bear 

a rather  higher  rate  than  the  Scotsman  normally  pays  to 
his  bankers? Yes. 

8953.  In  fact  a higher  rate  would  be  appropriate  for 

the  risk  mvolvod? ^Yes. 

8954  If  the  business  were  undertaken  by  subsidiaries 
of  the  existing  banks  so  that  the  channel  was  a ready 
one,  and  the  Bank  of  England  or  some  otter  cmtral 
insdtution  stood  b^ind  the  subsidiaries  for  this  business, 
would  the  Scotsman  take  his  business  of  this  kind  to  thKc 

institutions  readily? 1 would  have  thought  so.  We 

discuss^  in  the  committee  the  question  whether  the  banks 
should  not  form  development  companies. 

8955.  Each  bank  separately? ^Yes,  or  a consortium. 

The  difficulty  with  those  smaller  loans  as  the  supervision 
of  them,  and  it  was  felt  in  the  commiitteo  «hat  the  banks 
were  the  people  best  able  to  keep  in  touch  wath  the  small 
man  who  wa,s  getting  £20,000,  but  who  probably  dad  not 
want  to  pay  accountants  to  the  same  tune  as  the  bigger 
firm. 

8956.  Professor  Cairncross:  The  banker  is  in  fact  in 
constant  contact  with  these  small  people  and  know  then 
circumstances?  Mr.  French:  The  tenkiing  menibCT  of 
the  committee,  Sir  John  Campbell,  did  not  regard  it  as 
necessarily  part  of  the  banks’  function  to 

money  in  financing  a company  of  this  sort.  WhethCT  that 
is  a pojulLarly  Scottish  point  of  view  or  not  I do  not 
know. 

8957.  Lord  Harcourf.  Scotland  was  the  home  of  fte 
investment  trust  movement.  Have  any  of  the  Scottish 
investment  trust  groups  formed  subsidiary  or  associated 
cmip’mies  specifically  deigned  to  meet  this  questoon  of  the 

provision  ctf  new  equity  capital? Mr.  Carnegie : I think 

it  is  generally  fair  to  say  that  Scottish  investment  trusts 
have  not.  Scottish  investment  trusts  have  been  built  up 
over  the  yearn  on  the  basis  .that  they  took  into  fihrar 
portfolio  marketable  securities,  and  a gr^t  many  of  tte 
groups  are  not  prepared  to  take  a high  percentage  of 
unmarketable  securities  into  tteir  portfolios.  There  are 
exceptions,  but  there  are  not  very  many. 

8958.  Have  any  of  the  groups  sought  to  get  round  that 

dimculty  by  themselves  forming  a particularised  ^mpany 
to  do  this  business? ^The  only  one  that  I know  ot 


is  the  Glasgow  Industrial  Finance  Development  Company, 
which  takes  .an  interest  in  smaller  private  firms,  the  idea 
being  that  they  should  bring  them  along  until  they  were 
able  to  float  them  off  to  the  public. 

8959.  Professor  Sayers:  Has  there  been  a big  demand 

for  the  services  of  that  company? No,  there  has  not 

really  .been  a .big  demand,  I would  say  because  when 
they  come  to  float  the  company  publicly  they  feel  that  if 
they  get  a Xxindon  quotation  they  will  have  a better 
market ; so  that  at  the  end  of  the  day  they  would  rather 
go  to  London. 

8960.  Professor  Cairncross-.  Are  you  speaking  of  com- 
panies with  a capital  of  £50,000,  £100,000,  or  more? 

I think  they  start  as  that,  and  they  hope  that  they  will 
grow. 

8961.  Is  it  not  true  also  that  there  is  a problem  in 
floating  the  companies? — —Mr.  French : I understand  that 
that  is  so.  Of  course,  if  I could  make  a genial  point, 
our  committee  appreciated  that  it  is  a peculiarly  difficult 
problem  at  the  .present  to  provide  finance  suitable  for 
small  but  developing  business^.  There  is  always  a 
tremendous  risk  in  the  thing,  and  the  forceful  personalities 
who  are  operating  these  businesses  do  not  always  see 
the  risks  ; they  only  see  the  grand  .prospects  ahead  if  only 
they  can  get  that  money. 

8962.  You  think  that  one  cannot  make  large  profits 

unless  one  has  that  type  of  personality? ^The  whole 

economy  of  this  country  was  buih  up  on  that  sort  of 
business,  and  it  is  an  unfortunate  feature  of  the  times 
that  it  is  to  some  extent  stifled  at  the  present  time. 

8963.  Professor  Sayers:  You  keep  stressing  “ the  present 
time  Is  this  something  which  is  a passing  phase,  or 

is  not  this  a problem  which  is  always  with  us? ^It  goes 

buck  to  1914. 

8964.  Chairman : That  marks  the  point  when  the  local 

man  with  resources  to  spare  which  he  was  .prepared  to 
venture  began  to  die  out? ^Tbat  would  be  the  begin- 

ning of  the  process,  The  pro.blem  is  less  acute,  but 
still  in  our  view  rather  acute,  in  the  case  of  the  small 
but  well-established  business  that  wishes  to  expand,  to 
raise,  say,  an  extra  £20,000.  It  may  be,  as  Mr.  Carnegie 
said,  that  in  the  past  the  banks  did  .help  for  a time, 
on  an  understanding  that  sooner  or  later  more  permanent 
arrangements  would  be  made ; just  at  the  moment  they 
do  not  feel  able  to  do  that. 

8965.  Lord  Harcourt:  Do  you  think  that  this  gap  is 
due  to  the  fact  that  the  company  is  .trying  to  raise  loan 
capital,  whereas  it  should  perhaps  be  financing  i^If  with 

equity  capital? Mr.  Carnegie:  1 think  .that  is  true. — . 

Mr.  French : It  may  be  ; but  I have  known  oases  where 
people  would  be  prepar^  (o  give  a share  of  equity,  but 
that  rather  increases  the  capital  risk. 

8966.  Professor  Cairncross:  The  kind  of  person  you 
were  .speaking  of  before  does  not  like  to  part  wjjh 
equity,  and  naturally  takes  a more  favourable  view  of 

his  prospects? ^I  would  agree  that  Qiey  do  not  wish 

to  part  with  control ; I was  just  saying  that  there  are 
cases  where  they  would  be  prepared  to  give  a share  of 
the  equity,  only  that  may  not  be  so  attractive  to  the 
prospective  lender. 

8967.  Lord  Harcourt : It  might  be  more  attractive? 

It  might  te  more,  it  might  be  less. 

8968.  Chairman:  Then  you  pass  to  the  subject  of 
security  over  moveables.  Suppose  that  there  was  a great 
movement  in  Scotland  to  introduce  the  amenities  of  the 
floating  charge  and  the  equitable  security,  and  this  Com- 
mittee did  not  exist ; what  would  you  do?  Is  there  a 

Scottish  Law  Reform  Committee? ^Yes,  Sir.  There 

is  .a  development  since  this  memorandum  was  sent  to  you. 
The  Scottish  Law  Reform  Committee  has  very  recendy 
instituted  an  inquiry  on  fliis  very  subject,  and  that  is 
very  recent  news. 

8969  What  is  the  status  of  that  committee?  Is  it 

appointed  by  the  Lord  Chancellor? ^By  the  Lord 

Advocate. 

8970.  And  it  has  had  referred  to  it  this  particular 

subject  for  possible  amendment  to  the  law? ^Yes. 

8971  I think  that  we  ought  to  Irave  it  in  the  hands 

of  that  Committee? ^Possibly  so.  Could  I m^e  one 

Doint?  Particuiady  in  Glasgow  and  the  West  of  Scotland 
a large  number  of  American  undertakings  'have  recently  set 
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up  v«ry  large  factories,  and  fhey  are  understood  to  be 
doin®  very  wdl.  From  these  circles  surprise  and  sometimes 
disappointment  is  expressed  at  this  particular  point,  that 
there  is  nothing  equivalent  to  a floating  charge  in  Scotland. 

8972.  Do  they  rely  then  partly  on.  local  bank  or  other 

finance? would  imagine  they  would  do  so  if  they 

could,  They  would  iprobaibly  get  it  where  they  find  it 
cheapest. 

8973.  Professor  Cairncross-.  The  point  is  most  commonly 
made  to  you,  I think,  by  people  on  the  industrial  estates, 

who  do  not  own  their  own  factories? ^That  ds  so.  and 

who  may  in.  some  cases  even  hire  their  plant. 

8974.  Professor  Sayers:  You  make  a proposal  in  para- 

graph 64  about  Savings  Certificates.  Is  this  a proposal 
that  has  been  put  forward  through  the  National  Savings 
Movement? do  not  know  whether  it  'has. 

8975.  Mr.  Woodcock : You  say  that  the  current  issue  of 
Saving  Certificates  has  to  'be  held  for  ten  years  to  reach 

maturity ; dt  is  actually  seven  years. Mr.  Carnegie : 

TTrat  issue  was  brought  into  being  since  this  memoranduim 
was  written. 

8976.  Chairman:  Have  we  not  had  the  seven  year 

issue  since  .^ril,  1956? Mr.  French:  But  we  still  ifeel 

that  there  might  in  the  present  context  be  advantage  in 
an  even  shorter  Certificate. 

8977.  In  paragraph  63  you  are  dealing  with  the  Savings 
Batiks. — Mr.  Woodcock:  What  you  say  is  not  altogether 
fair.  You  are  speaking  only  of  the  Ordinary  Departments 
of  the  Trustee  Savings  Banks.  Do  they  not  have  a higher 
rate  of  interest  in  the  Sped'al  Investment  Departments? 
^Yes.  but  not  very  much  higher. 

8978.  We  have  been  told  that  some  are  as  high  as  4 per 

cent ; in  one  case  it  is  per  cent. ^That  certainly  is 

better,  but  I do  not  know  whether  in  these  times  one 
would  necessarily  call  that  an  attractive  rate. 

8979.  Professor  Cairncross:  Do  you  think  there  would 
be  any  increase  in  thrift  if  rates  of  interest  were  higher? 

Our  com'mittee  thought  that,  but  I agree  it  is  rather 

a difficult  point  to  prove. 

8980.  Professor  Sayers:  And  that  the  shorter  term 

Savings  Certificates  would  also  encourage  thrift? ^The 

idea  of  shorter  term  Savings  Certificates  was  to  encourage 
thrift,  and  also  to  discourage  indiscriminate  spending  at 
the  time  this  memorandum  was  written.  You  will  recollect 
that  a decrease  in  consumption  was  not  at  that  td'me  looked 
on  as  a bad  thing. 

8981.  Do  you  think  that  the  rise  in  interest  rates  from 

their  level  of,  say,  six  or  seven  years  ago  has  stimulated 
thrift? In  so  far  as  the  savings  movement  is  con- 

cerned I would  say  no,  'because  the  rates  have  remained 
the  same.  It  may  be  that  if  Savings  Banks’  interest  rates 
had  risen  during  that  period  deposits  today  would  be 
greater. 

8982.  Savings  Certificate  interest  has  risen  quite  appre- 
ciably?  It  has  not  got  quite  the  flexibility  of  a deposit 

in  a Trustee  Savings  Bank  or  in  the  Post  Office  Savings 
Bank  either. 

8983.  Mr.  Woodcock : Have  you  any  reason  to  think 
that  a rise  in  interest  rates  would  increase  savings ; not 

just  deposits  in  the  Post  Office,  but  savings? All  I can 

say  is  that  that  view  was  generally  held  in  our  coemmittee  ; 
we  realise  that  it  would  have  to  be  put  to  the  test, 

8984.  Sir  Oliver  Franks:  It  could  be  argued  that  it 
has  been  put  to  the  test,  and  that  since  interest  rates 
have  risen  personal  saving  has  risen  in  a very  marked 
degree.  There  ds  no  doubt  about  the  fact  that  the  two 
have  marched  together;  the  figures  show  that.  The 


problem  is  to  know  whether  the  one  is  the  cause  of  the 
other.— I agree  that  saving  has  risen  over  the  period. 
Our  feeling  was  that  the  Savings  Banks  were  perhaps  a 
little  .bit  out  of  step,  and  that  if  their  rates  had  risen 
that  continued  increase  in  total  savings  might  have  gone 
up  even  more. 

8985.  Mr.  Woodcock:  The  sale  of  Savings  Certificates 
last  week  went  up  by  £10  million,  with  no  change  in  the 

interest  rate? ^I  agree  one  cannot  always  account  for 

these  iparticular  movements,  I understand  from  general 
conversation  that  .people  are  more  inclined  to  save  at  the 
present  moment  than,  .perhaps,  they  were  even  when  this 
report  was  written,  because  there  ds  a little  more 
uncertainty. 

8986.  The  £10  million  increase  was  because  the  limit 

on  holdings  was  increased ; that  is  not  new  saving? 

Mr.  Neil : No.  that  is  a transfer. 

8987.  Professor  Sayers:  You  say  that  your  committee 
took  the  quite  decided  view  that  thrift  would  be  encouraged 
by  higher  'interest  rales.  Could  you  elaborate  the  reasoning 

that  led  them  to  .that  view,  or  was  it  just  a hunch? 

Mr.  French : It  was  a hunch,  but  it  was  the  opinion  of  a 
number  of  fairly  well-informed  people  considering  the 
matter  as  best  they  might. 

8988.  Chairman:  I.s  it  youx  impression  that  over  the 
years  the  Scottish  public  generally  has  become  more 
conscious  of  the  dilTerences  and  importance  of  interest 
rates  by  a process  of  general  education?— —Mr.  French: 
It  is  a difficult  question  to  auwor.  From  1932  to  1951 
rates  were  low ; young  'pooplo  have  had  to  be  educated, 
and  older  people  have  had  to  be  re-educated,  in  interest 
matters  since  the  change  of  policy  in  1951. — Mr.  Neil: 
We  had  some  indication  about  this,  not  d propos  saving 
but  d propos  hire  purchase,  which  reflects  people’s  spend- 
ing. iWe  were  a'Wiured  by  representatives  <w  retail  traders 
on  the  committee  that  interest  rates  had  no  effect  whatever 
on  hire  purchase  transactions,  and  people  never  looked 
tU  them. 

8989.  Sir  Oliver  Franks:  It  is  a question  of  the  weekl;y 

payment? ^They  looked  at  the  weekli^  payments ; if 

tliey  could  afford  tiiem  they  bought  the  thing,  and  if  they 
could  not  they  did  not. 

8990.  Lord  Harcourt:  They  did  not  even.  look  at  the 

number  of  weekly  payments  very  scriou.sly? Mr.  Neil: 

No,  I do  not  think  so ; the  question  was  whether  it  lay 
within  the  capacity  of  the  weekly  income  to  take  it.  I 
.suppose  to  that  extent  that  rather  perhaps  undermines 
what  we  have  been  saying. — Mr.  French : Not  necessarily, 
l'>eoause  thi.s  is  a large  country,  and  .some  buy  by  hire 
purchase  and  some  do  not. 

8991.  Mr.  Woodcock:  If  the  rate  of  interest  does  not 
stimulate  real  saving,  will  not  an  increase  in  the  rate  on 
deposits  in  the  Post  Office  and  Trustee  Savings  Banks 
accentuate  the  difficulty  .we  have  'been  dealing  with  most 
of  the  morning?  Will  it  not  throw  money  into  these  that 

might  otherwise  be  available  for  industry? ^That  is  a 

very  difficult  question  to  answer,  because  one  is  to  some 
extent  in  the  realm  of  hypothesis,  But  we  did  have  the 
feeling  that,  if  the  Savings  Banks’  rate  were  more  flexible, 
that  might  be  a way  of  increasing  the  total  volume  of 
savings. 

8992.  W'OuId  you  be  interested  to  know  that  at  the 
Annual  Assembly  of  .the  National  Savings  Movement  last 
Saturday  a motion  to  achieve  what  you  suggest  in  p^a- 

graph  63  was  defeated? 1 understand  the  Savings 

Movement  as  a whole  does  not  in  fact  share  our  view. 

Chairman : I think  'that  completes  our  questions  ; thank 
you  very  much,  Mr.  French.  .We  are  much  obliged  to  you. 


[The  witnesses  withdrew.) 


(Adjourned  until  2.00  p.m.) 
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The  following  witnesses,  representing  the  Trades  Union  Congress,  called  and  examined: 

J.  A.  Birch,  Esq.,  Chairman,  Economic  Committee,  T.U.C.,  General  Secretary,  Union  of  Shop  Distributive  and  Allied 
Workers, 

H.  CoLLisoN,  Esq.,  Member,  Economic  Committee,  T.U.C.,  General  Secretary,  National  Union  of  Agricultural  Workers 


L.  Murray,  Esq.,  Secretary,  Economic  Committee,  T.U.C., 
F.  Jones,  Esq.,  Assistant,  Research  Department,  T.U.C. 

8993.  Chairman:  We  have  your  memorandum*  in  front 
of  us,  'Mr.  Birch,  and  we  have  all  read  it  through  care- 
fully. It  has  been  very  helpful  to  us,  and  con.tains  a great 
deal  of  informative  material  for  our  work.  I am  pro- 
posing, if  you  will  all  have  it  in  'foont  of  you,  to  run 
through  it  paragraph  by  paragraph,  and  we  will  see  what 
questions  arise  on  it  from  members  of  the  Committee. 
You  have  a point  at  the  end  of  paragraph  1 about  the 
position  of  the  Bank  of  England  since  nationalisaticin. 
You  say  : — 

“ This  transfer  of  responsibility  has  not  however  been 
reflected  in  a more  revealing  account  of  the  Bank’s 
activities  in  its  published  returns  and  annual  reports, 
and  an  important  task  for  the  Radcliffe  Committee  will 
be  to  remove  the  air  of  mystery  that  still  surrounds  the 
operation  of  monetary  policy  and  .the  part  played  in 
it  by  the  Bank.” 

What  have  you  in  mind  particularly  there?  Is  it  a 
question  simply  of  enlarged  publication  of  material  that 

you  are  talking  about  in  “.the  air  of  mj^tery”? 

Mr.  Birch : Yes,  so  far  as  information  is  concerned,  that 
is  what  we  have  in  mind.  We  have  always  thought  that 
there  ought  to  be  a closer  link  between  the  Treasury  and 
the  Bank,  and  indeed  a greater  measure  of  control  over 
the  iBank,  but  the  sort  of  thing  we  have  in  mind  here  is 
whether  a sort  of  parallel  to  the  Economic  Survey  could  be 
produced  annually  by  the  Bank:  a financial  survey,  a 
review  of  the  monetary  situation  and  the  policy  which 
has  ibeen  followed  during  the  year  and  why  it  has  been 
followed,  with  some  indication  too,  which  we  feink  would 
be  useful,  of  details  of  the  Bank’s  open  market  operations 
during  .the  year. 

8994.  Would  it  follow  from  what  you  are  saying,  if  you 
envisage  anything  like  a financial  review  of  the  year,  which 
would  obviously  enlarge  upon  questions  of  policy  and  the 
policies  followed,  that  you  would  want  to  be  sure  that  there 
was  a very  close  relationship  between  the  Bank  and  the 

Treasury? 'Indeed  ; closer  than  there  is  at  present,  both, 

in  the  governmental  interoon'nection  and  in  the  actual 
control  of  the  Bank’s  operation. 

8995.  Since  you  are  speaking  of  what  you  say  is  a 

lack  of  adequate  connection,  what  is  your  criticism? 

We  have  not  made  any  pronouncement  on  the  recent 
Parker  Tribunal  Report,  but  we  should  have  thought  that 
there  was  a case  for  reviewing  the  governing  body,  and  for 
direct  representation  of  the  Treasury  on  it. 

8996.  Professor  Cairncross:  At  the  official  level? 

Yes,  indeed. 

8997.  Chairman:  Mere  representation  on  the  official 
level  might  not  be  sufficient  to  make  very  much  difference? 
^Tihe  two  things  would  go  together.  If  more  informa- 
tion was  published,  I think  that  that  would  reveal  if  there 
was  not  ffie  kind  of  control  being  exercised  or  the  close 
working  which  we  wlant  to  see. 

8998.  Professor  Cairncross : How  do  you  .think  it  would 
reveal  that?  'Would  not  the  Bank  of  England  be  at  special 
pains  to  make  sure  anything  they  said  was  endorsed  by 

the  Treasury  before  puiblication? Presuimatoly  it  would 

only  report  on  what  it  had  actually  done.  There  would  be 
no  “ cooking  ” of  the  report,  in  the  sense  of  meeting  any- 
body’s wishes  •,  it  would  expose  any  differences,  if  there 
was  not  a full  inter-relationship  'between  what  the  Treasury 
thought  should  be  the  policy  and  .the  actual  working  of 
the  Bank. 

8999.  Are  you  envisaging  then  that  what  the  Bank  of 
England  would  normally  produce  would  be  something  that 
was  fully  in  line  with  wihat  the  Treasury  thought,  or  are 
you  assuming  that  the  Bank  of  England  might  'take  an 
independent  line  from  time  to  time  and  'Underline  what  it 

thought  in  its  annual  report? Afr.  Birch:  We  would 

not  expect  the  Bank  to  become  a 'political  instrument  of  the 
Government  any  more  than  the  Treasury  itself  is.  After 
all,  the  general  principles  on  which  the  Treasury  works 
whatever  Government  is  in  'power  would  be  applicable. 

It  would  not  be  a case  of  political  control  in  that  sense, — 
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Mr.  CoUison:  Is  there  not  some  confuaon  here?  The 
idea  we  are  mooting  is  that  the  report  should  explain  what 
has  been  done  and  why  it  has  been  done.  It  ^ould  not 
seek  to  make  or  dictate  policy  but  just  to  eX'pIain  the  reason 
for  action  taken. 

9000.  Sir  Oliver  Franks : When  you  say  that  you  have 
dO'Uhts  about  the  existing  relationship  between  -the  Bank 
and  the  Treasury,  those  doubts  might  centre  on  uncertainty 
about  whether  the  Bank  and  ttie  Treasury  each 
always  know  about  the  other’s  broad  policies  or,  even  ii 
they  do,  whether  they  always  act  on  the  same  broad 
policies.  But  one  could  imagine  a situation  in  which  there 
was  a good  deal  'Of  ooillaboration  and  exchange  of  thought 
on  broad  policy  but  the  two  institutions  each  rather  went 
their  own  way  on  day-to-day  operations  ; and  of  course  the 
day-to-day  operatdoinswouldbemakingpolicy  'by  accretion, 
90  to  speak.  When  you  express  the  views  that  you  do,  is  it 
lack  of  contact  .in  all  the  day-to-day  woricings,  or  lack  of 
contact  in  the  making  of  broad  policy,  that  yo'U  have 

primarily  in  mind? Mr.  Birch:  Obviously  we,  and  J 

think  the  country,  would  want  to  be  assured  that  the  day- 
to-day  operations  of  the  Bank  were  in  conformity  with  the 
long-term  policy,  or  the  policy  for  a given  period,  that  the 
Treasury  had  decided  upo.n.  We  are  not  accusing  the 
Bank  of  not  being  in  line ; it  is  just  that  we  do  not  know 
whether  they  are.  There  is  not  'the  information  available 
from  time  to  time.  We  get  the  suspicion,  which  may  be 
quite  unfounded,  that  the  Treasury  is  really  being  forced 
into  positions  of  having  to  accept  situataons  by  reason  of 
the  Bank’s  actions,  -but  there  is  no  real  evidence  at  the 
moment. 

9001.  If  one  has  doubts  an.d  is  not  sure,  there  must  be 

some  reason  for  doubting.  Presumably  over  a period  of 
time  you  have  wondered  at  some  things  that  have  hap- 
pened, and  thou,ght  it  possible  that  they  showed  a diver- 
gence of  initiative? Yes. 

9002.  What  sort  of  thing  .makes  you  have  the  doubts? 

Mr.  F.  Jones:  perhaps  we  could  give  a fairly  recent 

example.  In  July  last  year  the  Chancellor  in  the  House 
of  Commons  made  a speech,  on  the  economic  situation  in 
which  he  referred  .to  what  he  called  the  wage-cost  inflataon  ; 
in  the  course  of  it  he  said  that  deflation  alone  was  not  the 
answer.  But  In  September,  by  when,  it  is  true,  the  econ.om'ic 
situation  had  worsened  externally,  the  Chancellor’s  pro- 
nouncemenjts  were  very  different  on  inflation.  He  put  great 
emphasis  on  cutting  demand;  he  put  great  emphasis  on 
other  things,  too.  From  our  point  erf  view  there  was  quite 
a change  in  the  Chancellor’s  view  of  what  polidies 
were  appropriate  between  July  and  Septemiber ; and  we 
feel  that  the  Bank  had  probably  a great  deal  to 
do  with  what  happened  in  September.  What  we  do  not 
know,  though  at  least  we  have  a clearer  idea  now  as  a 
result  of  the  Tribunal,  is  just  what  relationship  there  is 
between  the  Bank  and  the  Chancellor,  and  how  far  the 
Bank  can,  by  its  views  of  what  should  happen  to  Bank 
Rate,  even  precipitate  some  action  on  the  part  of  ffie 
Government  which  we  might  question.  These  are  things 
about  which  we  cannot  in  fact  be  specific,  because  we 
are  not  inside  the  circle  of  the  Government  in  which  these 
decisions  are  taken.  But  we  have  doubts. 

9003.  And  that  was  an  occasion  for  doubting? — ' — ^That 
was  an  occasion  for  doubting. 

9004.  Mr.  Woodcock : Take,  for  example,  today’s  re- 
duction in  the  Bank  Rate  to  Si  per  cent. ; is  your  point 
that  it  will  be  left  to  .people  to  speculate  on  what  is  b^ind 

this  move? Mr.  Birch : We  may  get,  some  time  after 

the  event,  perhaps  next  week,  a statement  from 
Government  which  may  have  some  relation&hip  to  fliis 
move.  Then  we  shall  wonder  whether  the  move  was  made 
knowing  that  the  statement  would  be  made,  or  whether 
the  statement  is  made  after  the  event  in  order  to  reconcile 
it  with  Government  policy. 

9005.  Professor  Cairncross:  May  I be  quite  clear  on 
this?  I am  not  now  speaking  about  the  annual  financial 
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survey,  where  I think  -what  you  are  asking  for  is  a factual 
account  of  the  events  of  the  past  year,  but  of  the  relation- 
ship between  the  Treasury  and  the  Bank  of  England.  Is 
it  your  view  that,  if  there  is  a disagreement  between  the 
two,  that  disagreement  should  be  brought  to  light  and 
should  be  made  known  to  the  public  rather  than  he 

hushed  up  and  fought  out  inside  the  Government? 

That  is  really  the  whole  point  of  our  suggestion  here. 
These  things  after  all  are  matters  of  very  important  public 
pchlicy,  and  the  obscurity  that  sometimes  seems  to  hide 
them  is  not  a good  ttiing  from  the  point  of  view  of 
public  opinion. 

9006.  But  is  it  also  your  view  that  there  should  be 
disagreements  from  time  to  time  between  the  Treasury 
and  the  Bank  of  England ; that  the  Bank  of  England 
should  not  be  obliged  always  to  accept  without  question 

the  view  of  the  Government? ^That  is  bound  to  happen 

under  any  kind  of  system.  Presumably  Ohere  will  be 
differences  in  the  Court  of  the  Bank  now.  We  are  not 
suggesting  that  every  difference  of  lhat  kind  should  be 
the  siibject  of  public  debate ; but  on  the  major  course 
of  activity  for  which  the  Bank  is  responsible,  which  has 
an  important  bearing  on  Government  policy,  and  on 
which  in  turn  Government  policy  has  an  important  bear- 
ing, if  there  are  differences  then  I thi.nk  it  is  proper  that 
the  .public  should  know  about  them. 

9007.  Chairman:  It  is  sometimes  said  that  in  America 
they  have  a system  under  which  there  are  two  indepen- 
dent forces,  the  Federal  Reserve  on  one  side  and  the 
Government  on  the  other,  and  that  they  are  both  able 
to  report  to  the  public  what  their  views  were  and  what 
their  policies  were.  That  may  be  a right  or  a wrong 
account  of  America ; is  it  what  you  think  would  be 

healthy  in  this  country? Mr.  Birch:  No,  I do  not 

thlii  so.  I would  not  like  this  to  be  the  subject  of 
acute  political  differences.  Many  organisations  arc 
interested  in  this ; we  ourselves  are  interested  in  this  from 
the  point  of  view  of  the  unions  who  have  to  decide  their 
own  policy  on  wages  and  other  matters.  I suppose  it 
can  be  said  from  the  point  of  view  of  businc.ss  itself 
that  it  has  to  peculate ; it  has  to  decide  what  is  going 
to  be  the  line  of  policy  in  the  coming  months.  I think  it 
would  remove  a good  deal  of  speculation  if  these  things 
were  discussed  more  openly  than  they  are  at  the  present 
time,  and  it  would  be  to  the  advantage  of  both  .sides, — 
Mr.  Murray:  We  do  not  envisage  that  the  Bank  on  the 
one  hand  and  the  Treasury  in  its  Economic  Survey  on  the 
other  are  going  to  produce  radically  different  reports 
of  what  has  happened  during  the  year,  and  disclose 
radical  differences  of  policy.  We  think  that  the  Bank 
itself  may  be  so  acutely  aware  of  the  danger  of  this  that 
it  will  in  its  own  actions  tend  to  conform  more  to  the 
Government’s  needs  and  desires  on  policy  than  perhaps 
it  has  up  to  now,  If  it  is  conscious  that  at  some  stage 
it  will  have  to  make  a report,  and  that  those  who  read 
between  the  lines  will  seek  to  trace  divergences,  the  Bank 
will  want  to  avoid  that  kind  of  thing  and  will  therefore 
tend  to  harmonise  its  policy  with  and  become  miore 
responsible  and  responsive  to  Governmejit  policy. 

9008.  Sir  Oliver  Franks:  So,  turning  it  the  other  way 

round,  you  do  not  feel  any  reason  for  doubting  whether 
at  present  or  over  the  past  few  years  the  Bank  might  not 
be  too  readily  subservient  to  the  Treasury  and  Govern- 
ment views? Mr.  Birch:  No,  we  would  not  take  that 

view,  not  on  the  experience  of  the  last  few  years ; indeed 
it  is  very  difficult  to  think  back  to  any  time  when  that 
could  be  said. 

9009.  Mr.  W.  E.  Jones:  Is  not  this  an  appeal  to 

establish  clarity  and  remove  mystery? Mr.  Murray: 

There  is  mystery  in  another  sense:  the  public  at  large, 
including  many  trade  unionists,  are  only  dimly  aware  of 
what  happens  in  this  field,  and  we  feel  that  it  would 
be  beneficial  to  them  and  give  them  a better  general 
understanding  of  some  of  the  mystique  which  surrounds 
these  operations. 

9010.  Professor  Cairncross:  You  would  agree  that 
where  a change  in  Bank  Rate  is  under  discussion  it  is 
rather  difficult  to  have  two  points  of  view  ventilated  in 

advance? Mr.  Birch : Yes  indeed  ; one  has  to  consider 

the  whole  position  of  foreign  opinion  and  so  on.  It  would 
not  be  possible  to  bring  all  these  things  into  public  debate 
before  the  event.  But  even  after  the  event  this  mystery 
persists,  and  we  see  no  advantage  to  be  gained  from  the 
point  of  view  of  foreign  exchange  or  anything  else  in 
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perpetuating  this  once  a situation  has  clearly  developed. 

I think  it  would  help  .the  public  (I  am  talking,  of  course, 
of  the  informed  public)  and  the  people  who  are  responsible 
in  various  organisations  for  guiding  policy  to  assess  what 
is  happening  now  and  what  may  happen  in  the  future, 
if  they  had  some  such  account  as  this  of  what  was  done 
last  year,  why  it  was  done  and  what  the  effect  was. 

9011.  Your  suggestion  earlier  was  for  an  annual 
financial  survey.  Do  you  feel  that  something  more 

frequent  than  that  might  be  of  service? ^I'he  statistics 

that  are  published  now  could  be  very  well  examined  to 
see  whether  they  are  still  the  ones  that  are  desirable  in 
the  context  of  present  conditions,  or  whether  they  should 
he  enlarged.  1 mentioned  an  annual  report  because  we 
were  trying  to  draw  a comparison  between  the  Economic 
Survey  and  a financial  survey  ; the  two  things  would 
probably  help  each  other. 

9012.  You  do  not  think  a monthly  bulletin  or  report, 

even  a brief  one,  might  help? Wo  have  not  considered 

that  as  a firm  proposition.  As  I said,  we  feel  that  there 
is  a case  for  reviewing  the  slalislics  that  are  published 
now,  seeing  whether  they  meet  the  needs  of  today  and 
whether  they  should  be  revised  in  any  way  or  increased. 

9013.  Sir  Oliver  Franks".  Suppose  there  was  this  annual 
financial  report  as  the  .sister  or  brother  of  the  Economic 
Survey ; if  the  explanation  of  the  background  against 
which  itn  important  move  in  Bank  Rale  has  been  made, 
and  therefore  the  reasons  justifying  it,  are  to  have  the 
clarifying  force  which  I think  you  were  desiring,  then 
would  not  that  statement  have  to  be  made  not  as  part 
of  an  annual  survey  but  pretty  well  concurrently  or  just 
after  the  change?  Are  you  not  asking  for  that  too? 

Mr.  Birch:  Yes, — Mr.  Murray:  We  are  rather 

pushing  at  an  open  door,  as  it  appears  to  have  been  the 
intention  of  the  Governor  himself  to  give  more  publicity 
to  decisions  and  rea.sons  for  decisions.  We  think  this  is 
carrying  it  one  .stage  further  in  the  same  direction  as  he 
is  desirous  of  going. 

9014.  Chairman:  I take  it  the  instrument  cho.scn  must 
depend  on  the  people  using  it ; but  by  and  large  your 
theme  is;  '”I'ell  us  more  what  you  have  done  and  tell 
us  why  you  have  done  it”? — Mr.  Birch:  Yes. 

9015.  Profcs.mr  Saycr.\:  You  are  looking  for  these  state- 
ments from  the  Bank  of  England? - - Yes,  the  Bank 
would  be  responsible. 

9016.  This  would  not  be  an  agreed  Government  state- 
ment?  No : it  would  bo  independent,  in  the  sense  that 

it  would  be  an  explanation  by  the  Bank  of  what  it  is 
doing. 

9017.  These  points  about  the  desirability  of  hearing 
more  from  the  Bank  .seem  to  me  to  be  based  on  tbe 
assumption  that  you  do  want  a separate  Hank  of  England, 
separate  in  the  sense  of  being  a body  that  has  its  own 
independent  and  decided  views,  although  it  is  working 

in  with  the  Treasury.  Am  I right  in  that? Mr.  F. 

Janes : Certainly  not  independent  in  the  sense  of  making 
policy;  but  independent  in  the  sense  that  the  Bank  has 
a day-to-day  job  which  is  quite  different  from  the  day- 
to-day  job  of  the  Treasury,  and  which  will  presumably 
continue.  Wc  are  anxious  that  at  the  policy-making  level 
it  should  be  abundantly  clear  that  the  Treasury  view, 
reflecting  the  Government  view,  is  the  one  that  prevails, 
and  that  there  should  be  no  separate  Bank  view  of  policy. 
We  envisage  that  the  Bank  itself  will  make  statements 
about  the  Bank’s  actions,  and  will  explain  them  very 
much  more  clearly  than  perhaps  has  been  done  in  the 
past. — Mr.  Birch:  If  I may  risk  an  Irishism,  wc  are  saying 
in  effect  that  we  can  have  a Bank  which  is  still  independent 
to  a large  extent  in  its  functions  but  is  a good  deal  more 
.subservient  to  the  Treasury  than  it  is  at  the  present  time. 

9018.  You  are  in  fact  drawing  a distinction  between  its 

technical  operations  and  the  decisions  on  policy? ^Yes. 

9019.  But  if  these  commentaries,  the.se  statements  on 
changes  in  the  direction  of  policy,  were  to  add  anything 
they  would  have  to  be  based  on  the  fact  that  the  Bank 
had  not  merely  the  capacity  to  conduct  technical  opera- 
tions but  had  a mind  of  its  own.  Are  you  prepared  to 
concede  that  measure  of  independence  of  thought?-  • 
Mr.  F.  Jones:  It  would  have  a mind  of  its  own,  but  we 
think  that  any  statement  it  made  should  be  agre^  with 
the  Government.  It  would  have  a mind  of  its  own 
because  it  would  be  engaged  on  specific  tasks. 

9020.  Is  there  not  a real  difficulty  here? — F. 
Jones:  There  is  a difficulty,  yes. — Mr.  Birch:  It  is  where 
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technic^  operations  merge  into  policy  that  the  difficulty 
arises.  I do  not  .think  we  would  like  to  be  very  dog- 
matic about  that  point.  Indeed  one  of  the  difficulties 
is  that  to  make  firm  proposals  or  suggestions  in  this 
direction  one  would  have  to  have  the  information  first, 
and  that  is  not  readily  available. — Mr.  F.  Jones : Some- 
times we  have  been  confused  because  of  partial  explana- 
tions. (When,  Bank  Rate  went  down  per  cent,  at  the 
beginning  of  1957,  the  Bank’s  explanation  was  that  they 
were  following  the  market,  but  we  know  that,  if  the  Bank 
had  wanted  ithe  market  to  do  something  rather  different, 
it  could  have  had  a considerable  influence  upon  it.  The 
Bank  said  that  reducing  Bank  Rate  was  a technical  matter  ; 
but  it  had  policy  implications.  It  is  this  sort  of  mystery 
which  we  want  clarified. 

9021.  You  did  not  accept  the  statement  that  it  was  a 

purely  technical  operation? ^No. 

9022.  Sir  John  Woods'.  You  were  not  satisfied  with  the 
Bank’s  explanation  that  it  was  a technical  adjustment 
following  the  market.  What  other  form  of  explanation 

would  have  met  your  views  at  that  time? Mr.  Colli- 

son:  The  technical  operations  of  the  Bank  are  in  pur- 
suance of  a policy  which  should  in  our  view  be  Govern- 
ment policy.  Tte  technical  operation  is  undertaken  by 
the  Bank.  The  explanation  they  should  give  is  just  as 
to  the  detail  of  the  technical  operation  and  bow  this 
affects  the  pursuance  of  policy. 

9023.  Professor  Sayers'.  You  would  confine  your  annual 

reports  and  so  on  to  that  kind  of  statement? ^No  ; 

that  ds  apart  from  the  annual  report.  I am  talking  about 
a statement  on  such  a thing  as  a change  in  Bank  Rate ; a 
technical  operation  which  has  an  end  of  Government  policy 
in  mind.  The  Bank’s  explanation  should  be  that  they 
have  done  this  as  a technical  operation  in  pursuance  of 
a certain  policy. 

9024.  Sir  John  Woods : If  you  were  unhappy  about  the 
explanation  which  did  in  fact  come  from  the  Bank  at  that 
time,  wha.t  sort  of  other  technique  would  have  resolved 

your  troubles? Mr.  F.  Jones'.  We  should  have  liked  a 

further  explanation  than  we  were  given.  The  one  we 
were  given  did  not  seem  to  stand  up  completely,  because 
what  was  not  said  by  the  Bank  was  why  m this  instance 
they  were  prepared  to  follow  the  market  and  were  not 
wanting  to  influence  the  market. 

9025.  Mr.  Woodcock : Was  not  this  a case  where  you 

got  what  you  wanted ; you  got  an  explanation? We 

got  an  explanation  which  we  felt  was  only  partial. 

9026.  Chairman : If  it  was  really  a technical  operation 
what  more  could  they  say  to  explain  it  .than  that  it  was  a 

technical  operation? Mr.  Birch'.  A lot  of  so-called 

technical  operations  these  days  are  really  policy,  or  have 
an  effect  on  policy,  on  which  there  are  acute  differences 
of  opinion. 

9027.  Professor  Cairncross'.  The  more  technical  this  is 
the  more  diilicult  it  becomes  to  distinguish  the  Bank  of 

England  view  from  the  Government  view? We  are 

not  here  to  represent  the  City  in  any  way,  neither  are  we 
here  to  decry  the  City  and  its  operation  ; but  we  feel,  and 
I think  a lot  of  our  people  do,  that  .the  Bank  is  still 
too  dose  to  the  City,  and  .that  that  is  not  necessarily  a 
good  thing  from  the  point  of  view  of  the  national  interest 
and  Government  policy.  That  is  really  the  underlying 
point ; we  are  trying  .to  put  it  quite  mildly,  without  pro- 
voking any  harsh  feeling  about  it 

9028.  Chairman : I should  have  thought  you  might  have 

said  that  there  is  so  little  general  knowledge  about  what 
is  involved  in  caJIing  a Bank  Rate  change_  a technical 
operation  that  it  is  not  enough  to  explain  it  by  saying 
it  was  technical? ^Thank  you  very  much,  Mr.  Chairman. 

9029.  Professor  Cairncross:  Is  it  your  view  that  rela- 
tions between  the  Bank  of  England  and  the  Treasury 
should  be  very  much  the  same  as  relations  let  us  say 
between  the  National  Coal  Board  and  ^e  Ministry  of 

Power,  or  do  you  see  differences? It  is  an  interesting 

line  of  thought.  We  have  always  said  that  industry  should 
serve  the  nation,  and  we  think  .that  is  equally  true  of  the 
financial  industry.  I do  not  think  you  could  carry  the 
parallel  too  far;  there  are  so  many  different  forcra  at 
work  in  the  City,  and  it  is  not  the  same  as  a straight- 
forward industrial  process.  But  by  and  large  it  is  a 
question  of  whether  the  Bank  is,  and  is  clearly  seen  to 
be,  serving  the  national  policy,  or  whether  it  is  wrvijig 
seme  narrow  interest  in  the  normal  market  operations  of 
die  City.  That  is  leaEy  as  far  as  we  can  go. 


[Continued. 


9030.  Sir  Reginald  Verdon  Smith : I still  find  it  difficult 
to  follow  the  distincilior  you  are  drawing.  Is  it  that  you 
are  unhappy  about  the  present  relationship  because  you 
kno'W  of  circumstances  in  which  you  feel  that  the  Bank 
of  England  has  acted  in  a manner  contrary  to  the  national 
interest ; or  is  it  that,  not  having  been  informed,  you  fear 
that  there  may  at  some  time  be  such  a situation ; or  is  it 
a twnviotlon  that  there  ought  to  be  a different  sort  of 
relationship  between,  the  .Bank  and  .the  Treasury,  and  the 

Bank  and  the  City? Mr.  Birch:  It  may  be  that  if  we 

had  more  information  we  should  not  be  so  suspicious ; 
we  should  not  .be  saying  there  is  a need  for  this  closer 
relationship.  When  we  are  considering  our  own  state- 
ments on  economic  policy,  we  have  to  use  the  Information 
that  is  available,  and  our  general  feeling  at  the  moment  is 
that  we  ought  to  press  for  this  bigger  measure  of  control 
by  the  Treasury  of  ithe  Bank.  If  more  dnforrmatiou  proved 
that  that  was  an  unnecessary  measure,  that  there  is  a 
greater  connecdon  and  greater  control  .than  we  suspect, 
then  obviously  our  point  of  view  would  be  modified  to 
that  extent.  That  is  why  the  question  of  more  information 
and  the  question  of  control  are  linked. — Mr.  Murray: 
We  are  in  very  much  .the  same  position  as  we  often  are  in 
relation  to  the  activities  of  industry  itself there  we  are, 
perhaps  not  unnaturally,  suspicious  and  curious,  and  we 
wonder  whether  certain  things  are  happening  which 
evenitualdy  we  find  out  are  not  in  fact  happening.  That  is 
all  we  are  asking  for  in  relation  to  the  Bank. — Mr.  Birch : 
As  we  say  at  the  end  of  our  first  paragraph,  we  are  not 
just  asking  the  Bank  to  do  this ; we  are  hoping  that  your 
commiltee  may  be  able  to  shed  some  light  on  this  problem 
as  a result  of  your  deliberations. 

9031.  Professor  Cairncross:  When  you  initially 

introduced  the  .subject  of  closer  relationship  between  the 
Bank  of  England  and  the  Treasury  you  spoke  of  Treasury 
representation  on  the  Court  of  Governors.  Had  you 
thought  about  ilho  staff  of  the  Bank  of  England  in  relation 
to  the  staff  of  the  Treasury  here?  Have  you  any  views 

about  relationships  between  the  two? Mr.  F.  Jones: 

Part  of  the  difficulty  as  we  see  it  is  that  the  Bank  is  very 
much  a separate  bc^y  with  its  own  staff.  It  appoints  its 
own  staff,  and  we  have  doubts  as  to  whether  the  Bank  staff 
and  the  Treasury  staff  at  a policy-making  Jevel  and  even 
lower  down  really  see  eye  to  eye,  and  about  the  sort 
of  training  .the  Bank  people  are  given  that  the  Treasury 
people  do  not  get,  and  v/ce  versa.  One  of  the  questions  in 
our  minds  is  how  far  it  is  necessary  to  have  interchange 
of  staffs.  But  these  are  not  matters  on  which  we  have 
come  to  definite  conclusions,  and  certainly  not  matters 
which  we  could  include  in  out  writteai  evidence.  These 
are  matters  which  we  look  to  you,  -vfrith  your  better  faciilities 
for  getting  information  and  seeing  people,  to  tell  us  more 
about, 

9032.  But  you  had  thought  of  an  interchange  between 

the  two  as  a possibility? ^The  position  of  the  T.U.C. 

is  that,  because  of  the  difficulty  of  reaching  final  con- 
clusions, we  have  not  made  any  recommendations  as  to 
what  should  actually  happen ; but  we  are  telling  you 
what  is  in  our  minds. 

9033.  Mr.  W.  E.  Jones:  Docs  your  inquiry  go  to  the 
extent  of  consultation  within  the  two  departments  as  well? 

Yes.  Pant  of  'the  difficulty  is  that  wc  do  not  know  how 

much  consultation  already  lakes  place ; but  again  we  feel 
on  the  whole  from  >what  we  hear  that  very  ilittle  does  take 
place,  and  certainly  not  enough. 

9034.  Mr.  Woodcock : But  you  woiffd  be  a good  deal 

more  satisfied,  if  not  happier,  if  you  knew  just  exactly 
what  happens? ^Precisely. 

9035.  Chairman : These  are  points  which  you  are 

directing  our  attention  to  rather  than  trying  to  solve  for 
us? Mr.  Birch:  If  you  please. 

9036.  Perhaps  we  ought  to  pass  on. Sir  John  Woods: 

At  the  end  of  paragraph  4 you  say ; “ interest  rates  were 
kept  low  The  short  rate  was  kept  low ; but  did  the 

long  rate  remain  stable? Mr.  F.  Jones:  The  long 

rate  was  not  stable ; it  did  in  fact  reach  about  3^  per  cent, 
before  the  Labour  Government  went  out  of  office ; but 
we  would  certainly  consider  .that  low  compared  with  the 
present. 

9037.  Professor  Sayers:  Therewas  a rise? ^Yes  ; once 

the  Dalton  “cheap  money”  policy  had  been  given  up, 
then  the  long-term  rate  tended  to  reflect  market  forces. 
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9038.  'Would  you  say  that  it  was  raised? ^No ; it 

was  allowed  to  go  up.  The  Govern’ment  had  been  'trying 
to  fceep  it  down  and  gave  up  the  attempt,  really  from 
the  lime  of  Sir  Stafford  Cripps.  I do  not  think  there 
is  much  doubt  as  to  the  quite  clear  change  in  Govern- 
ment policy  from  an  attempt  to  force  the  long-term 
raite  down  when  Dalton  was  Chancellor  to  one  of  allowing 
the  long->term  rate  to  go  up  once  that  policy  was 
abandoned. 

9039.  That  indicates  that  there  was  a choice  here? 

Mr.  Birch-.  It  is  a matter  of  speculation  as  to  how 

far  this  would  have  gone.  Whether  the  Labour  Govern- 
ment, if  it  had  continued_  in  office,  would  have  felt  it 
desirable  to  take  some  special  steps  to  recover  the  position 
one  cannot  say. 

9040.  I am  not  thinking  of  what  would  have  happened 
if  the  Labour  Government  had  continued  in  office ; I 
am  'thinking  of  what  did  happen  during  their  period  of 

office.  I think  you  said  it  was  allowed  to  rise? 

Mr.  F.  Jones:  It  must  be  said  that  the  market  ceased  to 
believe  that  the  Government  had  ffie  power  to  force  the 
long-term  rate  down  to  2i  per  cent,  and  keep  it  down. 
There  was  a m<Mnent  ■when  2\  per  cent,  was  achieved  by 
Mr.  Dalton,  tout  afterwards  the  long-term  rate  moved  up. 
The  question  is  one  of  great  difficulty,  and  I do  not 
think  any  economists  or  financial  people  have  really 
decided  how  far  the  Government  could  have  gone  on 
and  how  far  in  fact  it  was  forced  to  stop;  but  there 
was  a change  in  policy.  There  was  a Government  decision 
no  longer  to  try  to  compel  the  market  to  accept  2i  per 
cent.  You  are  asking  whether  the  Governmenit  was 
forced  to  do  that  or  whether  the  Government  could 
have  continued  to  force  the  market.  Perhaps  the  answer 
would  ibe  that  the  market  could  not  be  driven  too 
far  without  other  things  having  'to  happen ; and  one 
of  itihe  fadors  twas  the  «ctemal  situation,  which  of  course 
was  deteriorating.  iWe  recognise  that  there  are  limits 
to  how  far  the  Government  can  go  in  manipulating  the 
long-term  rate  of  interest,  'but  on  the  whole  we  are 
inclined  to  think  that  the  Government  can  do  very  much 
more  with  .the  long-term  rate  of  interest  than  alfow  the 
market  to  determine  it;  we  think  the  Government  can 
play  quite  an  important  part. 

9041.  And  you  think  it  could  have  done  during  this 

period?. You  are  asking  us  to  answer  a question 

which  I do  not  think  can  toe  answered.  I do  not  think 
there  was  any  real  agreement  at  the  time  amongst  Govarn- 
ment  advisers  and  othor  economists  as  to  what  shou'Id 
h'appen, 

9042.  Chairman:  That  brings  us  to  the  point  in  para- 
graph 29,  where  you,  are  dealing  .not  with  what  might 
have  happened  in  the  past  but  what  should  happen  in 
the  future.  Are  there  any  questions  on  that? — Professor 
Cairncrass:  As  I understand  it  you  are  putting  two  proposi- 
tions to  us:  (1)  that  movements  in  the  rale  of  interest 
do  not  have  the  effect  on  investment  that  perhajw  at 
one  time  they  may  have  had,  and  (2)  that  movements 
in  the  rate  of  interest  are  subject  to  a measure  ^ control 
by  the  Government.  What  precisely  is  this  measure  of 
control?  In  the  last  sentence  of  paragraph  29  you  refer 
to  “direct  open  market  operations  designed  to  influence 
long-term  rates ".  What  kind  of  operations  have  you 

m iTtHud  .there? ^We  aivisage  that  it  would  not  toe 

necessary  for  the  Government  to  do  .more  than  sell 
long-term  stocks,  to  have  the  effect  of  keeping  the  medium 
and  long-term  rates  of  interest  up ; or  buy  .to  keep 
the  rates  down.  That  is  the  sort  of  operation  the 
Government  is  able  to  follow  if  it  wishes. 

9043.  You  would  have  the  Government  operate  in  its 

own  debt? see  no  reason  why  it  should  not  do  that. 

9044.  Chairman : Have  you  considered  the  effect  upon 
those  who  deal  in  the  market,  and  their  confidence  in 
the  maiket,  if  the  Government  were  known  to  be 

operating  for  this  purpose? We  feel  that  the  situation 

would  not  be  so  very  different  from  the  one  at  the 
present  time.  If  the  Government  moves  the  Bank  (Rate 
with  the  intention  of  affecting  other  interest  rates,  then 
it  seems  to  us  that  the  maiket  is  'bound  to  know  the 
view  the  Government  is  taking.  In  the  same  way,  if 
the  Govemmen't  operated  in  its  debt,  the  market  would 
be  :bound  to  know  what  view  the  Government  was  taking, 

9045.  Professor  Sayers:  If  the  Government  tried  by  this 
rneraiu  to  keep  rates  down,  but  the  market  broadly  took 
the  view  that  this  position  the  Government  was  taking  up 


was  not  likely  to  toe  tenable  for  any  considerable  length 
of  time,  would  it  not  have  the  pu'^ely  technical  consequence 
that  the  Government  would  have  to  buy  an  enormous 
amount  of  long-term  securities?  They  would  have  to 
monetize  .the  debt,  as  we  say,  on  a very  big  scale  indeed? 

-Mr.  Birch : This  would  not  be  happening  on  its  own  ; 

there  would  toe  other  actions  by  the  Government  in  other 
fields. 

9046.  We  will  assume  that  Bank  (Rate  would  be  kept 

down  at  a very  low  level  and  so  on  ; but  you  might  still 
have  the  position  which  monetization  of  the  debt  h^ 
to  proceed  a very  long  way? Yes,  that  is  conceivable. 

9047.  Did  not  the  Dalton  episode  underline  that? 

Yes. 

9048.  Would  you  see  any  disadvantage  in  monetization 

on.  a very  big  scale? Mr.  F.  Jones:  II  is  linked  up 

with  the  Government’s  Budget  policy  and  the  question 
how  far  the  Government  should  maintain  an  overall  sur- 
plus, and  bow  far  economic  circumstances  were  such  that 
that  sort  of  action  was  appropriate.  We  see  that  the 
Government  cannot  necessarily  state  and  enforce  what 
rates  of  interest  should  operate,  because  the  market  does 
have  a definite  influence ; but  if  the  Government  can 
create  a climate  in  which  ihc  market  think.s  that  certain 
interest  rates  are  ajjpropriate  because  of  other  things 
that  the  Government  is  doing,  or  perhaps  because  of  what 
the  Government  is  doing  itself  in  the  field  of  interest 
rates,  then  it  seems  to  us  that  there  is  no  difficulty,  and 
no  reason  why  the  Government  should  not  do  this. 

9049.  Are  you  not  assuming  the  problem  away  in  saying 
that  the  climate  of  opinion  has  been  produced?  I am 
envisaging  a situation  in  which  people  are  unconvinced, 
Monetization  of  the  debt  only  occurs  because  the  market 
is  unconvinced,  Would  you  not  accept  that  as  a possibility? 
Indeed  yes.  We  do  not  only  make  the  point  in  para- 
graph 29  that  all  rates  of  interest  in  addition  to  the  short- 
term rate  should  toe  brough't  down  ; wc  can  also  envisage 
circumstances  in  which  it  would  .probably  be  impos.sibie 
to  bring  medium  and  long-term  rates  down.  We  think 
the  short-term  rate  can  always  be  brought  down,  but 
wo  can  .see  conditions  in  which  it  will  be  impossi'ble  to  bring 
medium  and  long-rterm  rates  down,  ami  in  which  indeed 
it  might  toe  .necessary  for  the  Government  to  keep  medium 
and  long-term  rales  up. 

9050.  Profes.ior  Cairmrox.?:  You  attach  more  importance 
to  the  short-term  rate  being  low  in  pracUcally  ail  circum- 
stances than  to  the  long-term  rale  being  low ; is  that  fair? 
Mr.  Birch:  Within  limits. 

9051.  You  can  visualise  circumstances  in  which  it  might 
be  appropriate  for  the  long-term  rate  to  be  rather  higher. 
Xs  it  also  one  of  your  contentions  to  us  that,  if  there  is 
inflation  in  the  system,  and  if  the  inflation  is  tending  to 
react  on  long-term  ratc.s  of  interest,  you  would  prefer  to 
try  and  .put  an  end  to  the  inflation  by  other  means,  and 
hope  that  that  would  then  stabilise  the  rate  of  interest, 
rather  than  to  use  the  rate  of  interest  itself  to  put  an  end 
to  inflation ?--^That  is  the  main  burden  of  our  paper. 

9052.  Professor  Sayers:  You  would  seek  to  avoid  this 
position  of  monetization  of  debt  by  Budget  surpluses  and 
so  on,  on  such  a .iwale  that  there  would  be  no  upward 

pull  on  the  rate  of  interest? Mr.  p.  Jones:  I think 

we  would  like  to  put  it  this  way ; in  such  a way  that  there 
would  not  be  too  much  pressure  on  physical  resources. 

9053.  Because  it  is  the  pressure  on  physical  resources 

that  is  really  at  the  back  of  the  long  interest  rates? 

Yes. 

9054.  You  are  really  saying  not  that  the  rate  of  interest 
should  be  kept  down  as  a matter  of  policy,  but  that  the 
kind_  of  conditions  in  which  the  rate  of  interest  is  liable 

to  rise  should  be  prevented  by  other  methods? Mr. 

Birch:  Yes. 

9055.  Chairman : Is  it  inherent  in  the  position  you  reach 
by  paragraph  29  that  in  the  modem  economic  and  financial 
conditions  there  never  can  be  any  good  reason  for  a high 
shont-term  interest  rate?  You  have  disposed  of  the  idea  that 
it  is  useful  to  attract  foreign  funds  on  any  scale,  and  you 
say  ftat  ft  is  primarily  the  Government  Which  is  affected  by 
the  cost  of  borrowing  today;  and  therefore  you  are 
arming  that  really  there  never  can  be  a good  purpose  for 

■maintaining  a high  short-term  interest  rate? It  is  the 

absence  of  what  we  consider  to  be  the  other  available 
■methods  of  controlling  the  economy  that  makes  the  con- 
sideration of  this  necessary.  We  were  in  some  little  diffi- 
culty in  preparing  our  evidence  because  we  could  not 
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consider  monetary  policy  in  isolation ; there  are  aOl  the 
other  factors  and  influences  at  work.  The  emphasis  we 
have  tried  to  put  in  our  paper  is  on  the  relationship  between 
monetary  policy  and  these  other  weapons  of  control. 
Therefore  a question  as  to  long-term  interest  rate  policy 
without  reference  to  what  else  is  happening  in  the  economy 
is  really  almost  impossible  to  answer.  .If  the  Government 
do  not  do  certain-  things,  then  they  have  to  fall  back  on,  tbiis 
policy  of  monetary  manipulation.  We  think  that  it  is  not 
necessarily  going  to  produce  the  results,  <nr  that,  when  it 
does  produce  the  results,  it  produces  other  things  as  well 
which  create  other  problems  for  the  Government  to  solve. 
That  is  why  we  are  trying  to  keep  these  in  balance  with  the 
other  measures  we  think  Siould'be  taken. 

9056.  Professor  Cairncross:  But  you  sec  value  in  it  as  a 

long  stop ; you  see  circumstances  in  which  other  measures 
might  not  have  -been  taken  in  time? It  is  really  a con- 

fession of  failure  in  other  directions  if  that  has  to  ha^Mn. 

9057.  Professor  Sayers : You  do  envisage  the  possiWlity 

of  raising  mediltun  and  long-term  rates  sometimes ; but  if 
that  occurred  you  would  regard  it  as  evidence  that  the 
Government  had  failed  in  its  other  measures? ^Yes. 

9058.  Sir  Oliver  Pranks-.  Or  perha^  that  the  world  had 

failed  us? ^One  cannot  treat  this  in  isolation  from  the 

general  movement.  That  raises  the  whole  question  of  jvbat 
we  should  do  in  the  international  field,  and  what  kind  of 
agreements  we  should  itry  to  get.  This  continually  widens 
out  from  one  aspect  of  policy  to  another. 

9059.  I quite  agree;  the  only  point  I wanted  to  make 
Ihen  was  one  with  which  I think  you  would  not  want  to 
differ : that  for  good  or  ill  this  country  is  very  exposed  to 
external  influences,  and  they  in  turn  set  a limit  to  the  extent 
to  which  we  can  get  our  own  affairs  the  way  we  wan,t  them 

independently  of  the  way  of  the  w-orld  outside? Mr. 

Collison : And  the  effect  on  the  attitude  of  the  world  out- 
side if  we  control  our  o-wn  affairs ; they  might  not  let  us 
down. 

9060.  Professor  Cairncross:  If  we  were  in  a period,  as  we 

may  be  now,  in  which  pressure  on  capital  was  very  intense 
and  the  opportunities  for  employment  of  capital  were  par- 
ticularly remunerative,  would  you  think  it  right  to  give  way 
in  part  tothat  pressure  by  letting  long-term  rates  go  up,  even 
thou^  you  might  throw  the  main  burden  on  the  Budget 
and  on  public  savings? Mr.  Birch : We  do  n.ot  see  any- 

thing wrong  in  using  some  discrimination.  We  think  there 
are  certain  projects  o-f  such  importance  natilonally,  in  regard 
both  to  industrial  production  and  to  welfare,  that  the  Gov- 
ernment itself  ou^t  even  to  fix  a rate  of  interest  in  order  to 
enstire  that  the  policy  is  going  to  be  successful.  One  of  the 
things  we  are  very  much  concerned  about  in  the  present 
situation  is  the  way  in  which  the  use  of  interest  rates  and 
the  general  trend  of  Government  policy  is  non-diiscrimin- 
atory.  It  could  even  be  said  that  it  is  encouraging  or 
allowing  things  which  we  think  are  less  essential  at  the 
expense  of  things  which  are  essential.  Therefore,  as  we  say 
in  dealing  with  the  Public  W-orks  Loan  Board  and  Govern- 
ment financing  in  this  paper,  we  see  no  reason  why  there 
should  not  be  some  discrunination  shown  at  certain  times 
in,  interest  rates  themselves. 

9061.  That  is  discrimination  between  different  types  of 
borrower.  I had  in  mind  rather  that  you  might  be  pre- 
pared to  visualise  some  rise  in  the  price  of  capital  when  the 
shortage  of  capital  was  particularly  acute.  I was  asking 
whether  you  would  rule  that  out,  and  rely  entirely  on  trying 

to  adjust  the  supply  of  savings? Mr.  Murray : We 

should  be  prepared  to  admit  that  there  may  be  circum- 
stances in  which  the  pressure  is  so  high  that  the  Government 
have  to  give  a little  bit  on  the  interest  rate  so  that  it  will 
move  more  quickly  than,  the  attempts  to  stimulate  savings. 
We  recognise  also  ‘that,  for  example,  if  there  is  very  great 
pressure  of  overseas  demand  on  the  London  capital  market, 
this  may  be  one  of  the  ways,  possibly  in  addition  to 
exchange  control,  in  which  the  Government  might  try  to 
stem  this  down.  This  is  not  the  only  way  to  do  it ; there 
are  other  tectaiques.  But  this  can  hdp  in  a situation 
which  suddenly  emerges. 

9062.  Sir  Oliver  Franks:  Are  you  not  saying  that  we  are 
in  a mixed  economy,  and  it  is  a matter  of  OEtinion  what  part 
the  market  should  play  and  what  part  administrative  deci- 
sion ; that  you  feel  there  is  room  for  both,  but  that  on  the 
whole  the  important  role  should  be  played  by  administrative 
decision,  the  balance  being  the  play  of  the  market,  rather 
than  letting  the  market  take  care  of  it,  with  administrative 
decision,  only  where  it  is  necessary? — — Afr.  Birch : Yes. 
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9063.  Professor  Cmrncross:  Are  you  not  going  further 

than  that?  Are  you  not  introducing  not  only  administra- 
tive decision  but  political  decision?  Is  not  the  size  of  the 
Budget  surplus  something  that  has  to  be  decided  by  Parlia- 
ment?  Mr.  Birch : We  go  further  in  this  respect  too : we 

very  much  doubt  the  efficacy  of  market  operations  to  do  Uie 
job  they  are  intended  to  do. — Mr,  Murray : In  any  event 
political  decisions  allow  the  use  of  all  three  sets  of  tech- 
niques ; administrative  controls  involve  political  attitudes. 

9064.  Sir  Oliver  Franks:  You  mean  a judgment  of  the 
social  value  of  the  political  and  economic  ends  pursued? 
Certainly. 

9065.  Professor  Cairncross : A decision  on  the  size  of  the 
Budget  surplus  is  not  one  decision  but  one  of  a set 
of  decisions  about  what  is  .to  happen  to  taxation  or  public 
expenditure  and  involves  siquaring  a great  many  people 
once  a year.  It  is  a form  of  decision  that  may  be  rather 
more  diflicuH  to  take,  as  a means  of  control,  than  other 
types  of  administrative  decision  or  market  operations. 
There  are  limitations,  in  other  words,  to  the  use  of  the 
Budget  surplus? — ^ — Mr.  Birch : That  is  democracy. — Mr. 
Murray:  There  is  a deceptive  simplicity  in  the  use  of 
interest  rates  which  might  not  on  occasion  outweigh  the 
disadvantages. 

9066.  Sir  Oliver  Franks:  How  clear  are  you  that  in 
peacetime  one  can  mark  out  with  certainty  essential  from 
inessential  projects?  I do  not  mean,  say,  a new  strip 
mill  on  the  one  hand  and  an  addition  to  a cosmetics  factory 
on  the  other  ; I mean  more  broadly  and  seriously  than 
that.  In  wartime  there  is  an  obvious  yardstick ; one  can 
relate  everything  to  the  one  .purpose.  In  peacetime  it  is 
much  more  difficult  to  define  the  purpose  and  therefore 
to  define  essentiality.  One  cannot  say  that  it  is  only 
primary  industry  which  is  essential  because  without 
the  manufactured  product  one  cannot  export ; and  so  on. 
Yet  a good  deal  of  the  argument  for  weighting  the  role 
of  administrative  decision  turns  on  the  ability  safely  to 
distinguish  between  essential  and  inessential  over  a fairly 
long  term  for  the  general  welfare  of  the  country  and  its 

economy.  Could  you  develop  that  a little  bit? Mr. 

Birch : That  is  the  biggest  problem  -of  any  Government 
today  ; and  we  think  it  should  be  a Government  problem. 
There  are  certain  criteria  the  Government  can  adopt ; 
there  is  the  need  for  more  exports,  always  taking  into 
account  what  has  to  be  imported  in  order  to  provide  those 
additional  exports ; there  may  be  complications,  but  that 
is  the  sort  of  thing  'that  can  be  ascertained.  The  Govern- 
ment must  have  very  close  contact  with  industry,  and 
with  the  general  picture  of  overseas  markets:  where 
exporters  are  meeting  ■competition,  where  we  are  falling 
down  on  export  markets  and  so  on.  Then  there  are 
certain  welfare  services  to  which  we  attach  the  greatest 
importance,  not  just  from  the  social  ipoint  of  view  Wt 
because  of  the  effect  of  maintaining  those  services  on  the 
general  level  of  demand  ; the  position  in  industry,  relations 
^between  unions  and  employers  ; and  so  on.  lien  another 
criterion,  and  a very  important  one,  is  the  extent  to 
which  for  a given  amount  of  investment  we  are  going 
to  get  a return  in  production.  These  are  things  which 
are  calculable.  Certain  basic  industries  are  capable  of 
being  “ aut<xnated  ” to  a greater  extent  than  they  have 
been  up  to  now,  with  immense  results  in  increase  pro- 
ductivity and  production.  There  is  a 'feeling  on  our  side 
that  in  some  respects  we  are  falling  behind  in  that  direction, 
and  not  really  getting  the  kind  of  investment  we  want 
that  is  going  to  produce  the  best  results  in  the  quickest 
time.  I agree  that  those  are  very  broad  criteria,  but 
nevertheless  it  ds  not  intpossible  on  that  basis  to  begin  to 
formulate  priorities.  We  think  that  that  is  a job  for  the 
Government,  not  in  the  sense  of  a job  for  bureaucracy 
but  a job  for  some  overriding  control  after  taking  into 
account  all  the  methods  of  consultation  and  advice  from 
industry  which  can  be  obtained.  Mistakes  may  very  well 
be  made  In  trying  to  do  that ; but  are  the  mistakes  that 
are  likely  to  .be  made  any  worse  than  just  leaving  this 
thing  to  the  market,  with  the  results  that  we  .have  had 
in  the  last  few  years  alternate  credit  squeezes  and  invest- 
ment booms,  and  yet  at  the  same  lime  no  increase  in 
production? 

9067.  Chairman : I follow  the  point  that  you  must  not 
mind  mistakes  being  made  because  they  may  not  be  a.s 
bad  as  a system  which  does  not  even  recognise  the 
possibility  of  making  them.  But  I find  ,that  your  answer 
does  not  deal  with  this  aspect  of  it:  if  the  Government 
are  going  to  control  credit  by  distinction  between 
essential  and  inessential,  they  cannot,  I imagine, 
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hope  to  do  that  centrsdly.  They  can  have  central  definition 
of  the  kind  we  have  seen  in  the  directives  to  the  C.I.C. 
and  the  ibanfcs,  .but  in  'the  end,  as  your  own  para.graph  22 
envisages,  it  is  the  bank  manager  who  is  left  to  interpret 
a series  of  phrases  in  his  actual  recommendations  that 
credit  should  be  given  to  one  and  not  to  another.  He  is 
Irft  to  try  to  choose  between  what  he  thinks,  with  what 
he^  can  be  given  to  him,  is  essential  or  not  essential,  what 
is  likely  to  help  exports  in  our  complicated  economy  and 
what  is  not.  Is  it  not  very  difficult  to  rely  upon  that  system 
for  effective  distinction  'between  essential  and  inessential, 
because  it  breaks  down  into  so  many  people  wilb  rather 

vague  instructions? Mr.  Murray.  Bank  credit  would 

not  be  the  only  technique  that  was  operating ; thejre  is 
the  possibility  ctf  fiscal  discrimination,  as  the  Millard 
Tucker  Committee  themselves  recommended and  the 
CJ.C.  on  a much  smaller  scalebas  been  able  -to  diffesnentiate 
between  different  kinds  of  operation  for  the  purposes  of 
advances  of  credit,  and  to  do  it  quite  effectively. 

9068.  Bank  credit  is  quite  a large  element ; but  I really 
wanted  to  illustrate  the  difficulty  by  speaking  in  terms  cl 

bank  credit? iWe  are  conscious  of  that  difficulty,  but,  if 

we  are  asked  what  the  alternative  is,  given  the  starting 
assumption  of  scarce  resources  and  increasing  needs,  we 
are  atoost  driven  to  this  point. 

9069.  Sir  Oliver  Franks:  What  is  the  fundamental 
objection  to  .the  market  in  your  view?  Is  it  in  the  end 
an  e^hkial  objection,  that  the  “play  of  the  market”  in 
the  end  reduces  to  a play  of  forces  in  whlich  human  quality 
and  dedsi'OQ  play  IMe  .part,  whereas  in  administrative 
decision  'human  purpose  and  human  decision  do  jilay  a 
part  and  are  effeobve,  so  that  the  one  is  ethlioally  justifiable 
and  the  other  not ; or  is  it  a belief,  which  you  think  could 
be  proved  by  experieaice,  that  the  fruits  <*£  the  one  are 

good,  the  fniits  of  rthe  offier  bad? Mr.  Collison:  That 

one  system  is  better,  or  more  effective. — Mr.  Birch  : This 
has  'b^  a changing  situation  over  the  years.  At  the 
present  time  the  attitude  of  the  trade  union  moyoment 
towaids  a free  market  is  mainly  fhat  dt  is  ineilicianit  in 
serving  the  public  'in'terest.  After  all,  we  have  .not  for 
very  many  years  had  in  this  country  eastern  bazaar  tra<iing 
conditions,  which  are  the  ultimate  eixprcsssLon  of  tiio 
market.  That  has  had  to  be  modiified  down  the  years, 
and  I do  net  think  anyone  advocates  that  sort  <xC^  in- 
disoiplme  at  the  present  time.  Th'ese  thin'gs  are  questions 
of  degree ; our  attempt  till  the  lime  has  been  to  try  and 
assess  the  best  way  of  serving  the  public  interest.  We 
are  quite  convinced  thalt  what  may  be  a profitable  exercise 
in  the  market  is  not  necessarily  in  the  best  interests  of 
the  general  public  and  its  social  pxirposes.  It  is  a mixture 
of  the  ethdcal  argument  and  the  argument  strictly  on  the 
basis  of  efficiency.  We  think  .that  it  is  perhaps  a good 
sign  that  in  many  parts  of  the  country  now  (and  this  is 
not  siomething  ih^  is  confined  to  political  parties  or  trade 
unions)  there  is  a reailisatbon  that  these  things  cannot  just 
be  Iieifit  to  every  individual  to  make  his  own  decision  and 
then  {*13.7  according  .to  his  hunch  or  his  expectation  of 
profit  and  so  'em. — Mr.  Collison : The  Chairman  pointed 
oult  that  the  method  of  administrative  decision  cannot  be 
100  per  cent,  perfecit  in  operatkm ; but  we  feel  very 
shongly  that  that  is  no  reason  for  relinquishing  the  principle. 
We  know  this  is  an  imperfect  world,  and  one  cannot  be 
absolutely  sure ; but  one  can  be  sufficiently  sure  to  make 
it  possible  to  get  much  betiter  results  in  this  way  than 
by  rdyioig  on  ffie  commemal  market. 

9070.  I agree  that  these  things  are  in  the  end  matters 
of  degree  as  well  as  of  principle,  and  that  the  extreme 
of  the  market  is  not  the  model  for  all ; but  what  happens 
if  you  turn  the  argument  round  the  other  way?  You 
have  what  must  inevitably  be  a very  small  grou,p  of  men, 
removed  from  any  direct  a.cquain!tance  or  knoiwled^  of 
the  things  they  would  be  deciding  about ; almost  inevitably, 
in  fact,  civil  servants,  because  these  are  not  things  that 
Ministers  really  cope  with,  though  they  accept  ihe  recom- 
mendations. How  secure  are  you  gtoing  to  be,  again 
taUoiiig  in  terms  of  degree  and  not  principle,  from  large 
and  spreading  errors  of  jud^ent?  This  snrfl  group  of 
people,  with  'the  'best  will  in  the  world,  miight  choose 
the  wrong  main  road  to  go  down.  Is  that  an  equal  and 
opposite  rid:  to  the  risk  you  are  describing  with  the 

market?  Can  .there  be  any  security  against  error? 

Mr.  Birch ; A good  deal  depends  on  the  approach  of  the 
Government  and  Giovemment  departments  to  this.  It  is 
a wefleome  sign  that  there  has  a ctoser  working  in 
recent  years  between  the  civil  service  and  industry ; I am 
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not  speaking  just  of  consultative  machinery  but  of  a 
geiueral  realisation  that  these  are  not  things  which  can 
be  dealt  with  in  water-tight  compantments.  That  is  in 
addition  to  the  fact  that  in  a democracy^  ■one  has  people 
raising  views  in  Parliament  and  public  opinion, 

9071.  You  want  checks  on  wise  decisions? Mr. 

Birch : Yes,  I thiink  so.  We  would  wish  to  develop  them 
in  the  .proper  way.  There  is  a growing  realisation  of  the 
dangers  that  occur  if  the  stale  does  not,  at  the  same  time 
as  it  centr.^ises  these  'matters,  provide  for  proper  con- 
sultation and  for  representatives  of  consumer  organisations 
as  well  as  manufacturing  organusations  and  labour 
organisations  .to  have  a part  in  undenstanding  the  decisions 
that  are  made,  and  an  opportunity  of  being  able  to 
venitiilate  their  views  if  they  feel  that  a thing  i.s  going  the 
wrong  way.  I think  the  biggest  safeguard  against  the 
danger®  you  point  out  is  the  knowledge  that  .they  exist, 
—Mr.  Collison:  If  one  has  to  choose,  would  not  one 
always  choose  responsible  judgment,  provided  it  is  the 
judgment  of  integrity,  accepting  the  fact  that  mistakes 
can  be  made?  Is  it  not  better  to  accept  judgment  rather 
than  chance,  ffiough  perhaps  when  I say  “chance”  1 
am  exaggerating  ^ighlly? — Sir  Oliver  Franks:  In  ihe  most 
perfect  society  of  all.  ancient  Athena,  they  chose  their 
chief  officers  by  lot  .in  order  to  make  sure  of  fairness. 

9072.  Professor  Sayers:  I.s  not  Mr.  Collison  misrepre- 
senting just  a little,  if  I may  iwy  so,  what  happens  when 
things  are  left  to  'the  market?  What  happens  in  the 
market  is  not  a matter  of  chance ; it  follows  from  human 
decisions,  or  the  decision  of  the  man  who  wants  something. 
He  wants  it  sufficiency  to  offer  a price.  N<w  we  know 
that,  in  various  ways  and  in  cef'tain  directions,  we  do 
not  want  that  offer  to  Imve  the  consequence  that  he  gets 
the  something,  and  we  see  to  it  that  he  docs  not  gat  it.  But, 
if  a groat  many  of  tdie  activities  of  the  economy  are 
allowed  to  fOlll'OW  that  guide,  that  is  so  much  the  less 
for  any  govommen.tal  body  to  have  .to  decide,  to  have 
to  consult  others  about,  and  so  on,  Is  it  not  essentially 
a matter  of  the  economy  time,  how  far  you  allw 
the  'individual’s  deoision  to  offer  a price  to  determine 
the  economy  lin  certain  directions?  It  is  a maitter  of 

degree? Mr.  ColU.son:  Yes.  _ I said  that  I was 

exaggerating  when  I compared  judgment  with  chance ; 
but  the  comparison  can  still  be  made  and,  as  Mr.  Birch 
says,  you  get  cases,  when  things  axe  _ left  to  the 
open  credit  market,  where  mistakes  of  direction  are  made, 
—Mr.  Birch : I think,  too,  that  rthis  argument  has  to  m 
plac^  in  the  contoxt  of  modern  conditions.  Obviously 
no  one  is  going  tio  prescribe  that  we  should  have  some 
national  machinery  to  determine  the  colour  of  the  socks 
which  shali  be  .sold  in  shops  and  things  of  that  kino, 
But  so  many  of  the  decisions  that  have  to  be  taken  in 
industry  today  are  of  immense  significance  one  way  or 
anotiier,  and  the  cost  Of  a mistake  now  is  much  more 
than  it  was  fifty  years  ago,  when  there  is  such  a concen- 
tration of  marmTaoluring  capacity  in  a few  large  hands. 
This  is  part  of  the  general  development  which  is  going 
on,  wbi^  has  been  very  much  aoxilcrated,  and  which 
has  to  be  eveni  more  accelerated  in  the  fuiture  if  we  are 
to  keep  pace  with,  the  general  development  of  the  world, ^ 
even  if  it  is  on  different  lines  from  the  pure  economists 
theory  of  the  mariteft.  I say  that  with  the  utmost  respect. 
T tnifihit  put  it  this  way : I would  not  mind,  as  an  ordinary 
citizen  dependent  for  my  standard  of  living  on  what 
business  is  doing,  leaving  to  the  play  of  the  markrt 
the  smaU  things  such  as  the  provisions  of  my  little 
essentials but  when  it  oomes  to  deciding  on  steel  pro- 
duction and  ooal  production  and  the  services  of  major 
transport  undertakings,  1 prefer  to  have  some  say  in 
that;  I am  not  prepared  to  leave  it  to  the  forces  of 
the  market  and  to  'the  decisions  of  different  busineaes, 
knowing  full  well  that  if  they  make  the  wrong  decisions 
the  consequences  are  very  much  greater  than  ever 
they  were  in  the  past.  No  one  is  suggesting  that  we 
should  have  an  economy  regimented  to  tiic  extent  that 
every  particuJar  aspect  and  faced  of  our  lives  and  ev^ 
particular  commodity  we  use  has  to  be  determined  by 
some  national  plan ; but  on  the  other  hand,  whm  it 
comes  to  the  baac  fundamental  questions,  to  those  thi^ 
on  which  we  all  depend,  fuel,  power,  lighting,  beating 
and  all  such  tWngs,  including  transport,  I , am 
sure  that  1 would  rather  take  the  risk  of  national 
planning  and  have  some  national  governmental  autho- 
rity’s decision  raither  than  have  the  decisions  of  some 
individual  undertakings. 
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9073.  You  say  no  one  has  thought  of  suggesting  that 
we  should  all  be  regimenited  ; that  is  true.  Equaly  no 
one  has  suggested  that  the  market  sh'ould  be  ieft  free 
all  the  way.  I may  very  well  be  more  on  the  side  of 
regimen taition  'than,  you  are.  These  are  matters  of  degree : 
tW  is  all  I am  suggesting  to  you ; and  it  is  a matter 
for  opinion  and  argument  as  to  how  far,  in  a set  of 
markets,  you  push  the  decisions  on  to  a central  machine 
and  how  far  you  leave  them  to  the  pull  of  the  market. 
Would  you  a^ee  about  that? — ■ — ^Yes,  it  is  a question  of 
degree. 

9074.  Sir  John  Woods'.  Accepting  .that  on©  does  not  try 
to  regiment  everything,  but  just  the  important  sectors  <k 
the  economy,  from  the  centre,  have  you  given  considera- 
tion to  one,  as  I think,  entirely  practical  point?  I had 
some  experience  of  #iis  when-  I was  one  of  -the  “ gentle- 
men in  Whitehall”,  and  it  appears  'to  me  that  one  can 
only  come  to  views  and  decisions  about  these  things  on 
the  basis  of  a really  very  considerable  mass  of  informa- 
tion. That  infonmation  has  to  be  colleoted,  and  my 
experience  is  that  in  the  process  of  collecting  it  one  in- 
variably gets  at  least  'three  months  out  of  date.  The 
result  is  that  decisioiDS  are  delayed  and,  because  the  situa- 
tion has  changed  in  the  meantime,  they  may  be  wrong: 
they  may  even  be  badly  wrong.  There  is  a possibility 
that  if  one  canrics  this  idea  of  central  determination  as 
betweCTi  essential  and  non-essential,  desirable  and  lesrs 
desirable,  too  far,  one  is  very  liable  in  fact  -uo  be  wrong 
in  a rapidly-changing  world  and  in  a very  oomplex 
economy ; and  not  only  to  be  wrong,  but  in  the  process 
to  delay  decisions  which  really  ought  to_  be  taken.  Do 
you  consider  thiat  to  be  an  important  .point  or  niOt? — ' — 
Yes.  With  aU'y  national  planning  there  must  be  pro- 
vision, for  the  most  up-to-date  statistics  to  be  available 
that  it  is  possible  to  obtain.  In  a sense  they  never  will 
be  up-to-date;  at  a meeting  held  today  one  cannot  know 
what  the  position  is  today  for  the  whole  range  of  opera- 
tions one  ha-s  -to  discuss.  There  is  room  for  improvomMi-t 
m our  statistics  ; Sir  Reginald  Verdon  Smith  and  I sat  on 
a committee  on  the  census  of  production  statistics  for 
eighteen  months,  and  we  found  some  of  the  problems  that 
arise  in  collecting  statistics  and  verifying  them.  But  when 
all  is  said  and  done,  the  best  possible  statistics  that  one 
can  got  are  belter  than  what  is  after  all  playing  a hunch. 
That  is  really  what  the  market  is  doing. 

9075.  I was  thinking  in  terms  of  decisions  about  capital 
investment ; and  in  taking  its  decision  an  individual  com- 
pany is  not,  on  the  whole,  playing  a hunch.  It  is  exactly 
flie  same  witli  exports.  Things  can  change  in  the  export 
field  so  rapidly  that  it  is  an  abortive  ellort  to  get  this 

information  in  time. But  if  we  need  more  -motor  cars 

for  export,  and  we  plan  our  economy  'to  encourage  this 
amount  of  production,  surely  that  kind  of  trend  would  not 
change  so  rapidly  as  to  render  the  information  abortive? 

9076.  That  particular  one  might  not ; I do  not  know. 
But  cireuraslances  do  change  very  rapidly.  To  come  back 
to  an  historical  instance,  we  got  into  difficulties  several 
times  over  -the  sleel  allocation.  I am  only  trying  to 
suggest  to  you  that  this  is  an  important  practical  factor 

limiting  the  degree  to  which  this  can  be  done? Mr. 

Murray : That  is  perfectly  true  ; but  there  are  two  different 
sides  to  it.  First  of  all  the  purely  technical  aide ; I am 
satisfi^  that  our  own  Government  statistical  service  is 
very  much  less  perfect  than  it  could  be,  as  indeed  Miniaters 
recognise.  The  second  aide  of  it  is  the  importance  of 
keeping  clear  the  two  different  kinds  of  objeotives,  the 
objeoldve  of  the  businessman  and  -the  objective  of  the 
Government.  The  Government’s  objective  is  a social  one 
which  ithey  have  defined  and  proceed  to  secure  ; the  other 
is  that  making  a profit  on  a certain  transaction.  That 
is  a very  different  one  ; I am  not  decrying  it,  but  when  one 
talks  about  “ playing  a hunch  ” that  distinction  needs  to  be 
remembered.— Mr.  Birch:  That  brings  in  another  perint 
which  we  have  made  in  this  memorandum.  The  individual 
company  is  capable  of  making  investment  plans  for  a 
fairly  long  term  ahead ; it  makes  an  assessnwnt  of  the 
need  and  'the  Idkely  profitability  or  otherwise.  _ What 
the  individual  undertaking  cannot  do  is  to  assess  its  own 
plans  in  relation  to  those  of  others.  That  is  something 
which  'has  to  be  done  centrally. 

9077.  Chairman'.  Mr.  Murray,  you  crified^  Govem- 

ment  statistics  just  now.  Is  your  main  criticism  directed 
to  'the  lack  of  volume  and  detail,  or  to  the  lack  of  ready 
and  rapid  availabihty? Mr.  Murray:  Both. 
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9078.  Do  not  fulln'css  'and  speed  .t-end  to  conflict  with 

each  other? Most  certainly ; but  look  at  'the  American 

picture.  This  is  a stock  example,  but  it  is  a good  one. 
There  on©  sees  much  greater  information,  for  insCance 
on  this  question  of  investment,  and  also  on  such  other 
matters  as  'trends  of  earnings,  wage  rates,  hours  of  work, 
and  so  on,  brought  forward  at  remarkable  speed  and 
turning  out  to  be  remarkably  accurate  with  a very  small 
imr^n  of  error.  One  can  only  welcome  the  improvements 
that  have  been  made  here  over  the  past  two  or  three  yeare 
and  go  on  -to  believe  that  further  improvements  can  be 
made  for  -this  purpo.se.  The  problem  that  Sir  John  Woods 
raises  is  a very  real  one,  but  I think  we  can  get  a little 
nearer  to  making  an  accurate  and  quick  judgment  upon 
trends. 

9079.  Professor  Cairncross:  Were  you  thinking  of 

financial  statistics  to  any  extent? Mr.  Murray : I have 

not  looked  into  this  question  of  financial  statistics. — Mr. 
F.  Jones:  We  'think  th-at  imxjrovements  could  be  made  in 
financial  statistics,  but  not  with  particular  bearing  on  the 
point  that  is  being  discussed,  i.e.  the  pressure  on  resources. 
Obviously  forecasts  of  investment  intentions  would  be 
more  interesting  if  we  could  have  them  for  something 
more  than  twelve  months  ahead.  I recognise  that  the 
lim-it  on  thait  is  the  difficulty  of  getting  the  business  man 
to  look  further  than  twelve  months  ahead.  We  should 
like  to  see  a forecast  of  mvestmeut  in  the  private  sector 
made  on  the  basis  of  the  next  five  years.  But  on  the 
financial  ride  I do  not  ithink  that  at  tlhis  moment  there  is 
any  specific  thing  which  would  reveal  the  pressure  on 
rwources. — Mr._  Murray ; Except  on  the  savings  figures 
which  we  mention  here,  where  the  gap  in  our  knowledge 
is  deplorable. 

9080.  Professor  Sayers:  You  refer  in  paragraph  34  ■to 
your  propo,sal  for  a Nationii'l  Investment  Board,  which 
would  “ obtain  information  on  all  .schemes  of  capit^ 
expenditure,  both  public  and  private.”  Arc  you  thinking 

primarily  of  information  aboatt  invest-ment  intentions? 

Mr.  Birch : Yes. — Mr.  Murray  : And  also  realised  invest- 
ment, actual  investment,  as  well  as  investment  intentions. 

9081.  Clearly  it  would  not  be  necessary  to  set  up  a 
national  body  for  this,  because  .this  is  informaition  which 
IS  collected,  howevw  imperfectly,  now.  Could  we  ask  just 
what  you  had  envisaged?— C/jo/rwfln:  Could  we  come 
rather  later  to  that,  because  as  we  go  through  the  paper 
there  is  quite  a lot  which  leads  up  to  that?- Fro/e.yjor 
Sayc-rs:  Of  course.  Mr.  Chairman.  Mr.  M-urray,  you 
mentioned  the  gap  in  savings  statistics  ; have  you  any 
positive  suggestions  as  to  how  savings  could  be  more 

accurately  estimated? Mr.  Murray:  I would  have 

thought  that  uhe  social  survey  technique  which  the  Oxford 
Institute  of  Statistics  have  been  using  over  the  last  few 
years  might  be  useful,  It  could  be  done  on  a sample 
basis.— Mr.  F.  Jones:  We  understand  (hat  the  Central 
Statistical  Office  have  conducted  at  least  one  survey,  if 
not  two.  We  do  not  know  how  fruitful  those  surveys 
were ; and  we  understand  they  are  no  longer  being  con- 
ducted by  the  Government.  Wc  are  sorry  about  (hat 
and  we  hope  that  you  will  look  into  it.  Apart  from  social 
sur^veys,  we  think  tlte  institutions,  themselves  could  pub- 
lish more  information.  Wc  have  in  mind  the  building 
societies,  the  banks,  hire  purcha.se  houses,  and  so  on. 
We  think  that  these  financial  institutions  should  make 
available  every  month  a statement  of  their  deposits  so 
that  we  can  follow  the  changes  in  deposits  ; and  we  also 
think  that  deposits  should  be  classified  according  to 
Whether  they  are  deposits  of  persons  or  companies.  The 
T.U.C.  have  not  produced  a blueprint  of  the  sort  of 
surveys  we  want,  but  they  are  things  for  which  we  see 
the  need. 

9082.  You  are  aware  that  there  are  very  considerable 

theoretical  difficulties  about  all  these  measures,  and  that 
this  is  really  one  of  the  toughest  nuts  to  crack? ^Yes. 

9083.  Chairman:  We  had  leaped  forward  from  para- 
graiph  4 on  interest  rates ; may  we  go  on  from  ^ere  and 
see  what  questions  there  are? — Sir  Oliver  Franks:  In 
paragraph  12  you  are  talking  about  the  external  situation. 
I agree  that  the  history  of  the  last  few  years  shows  that 
confidence  is  a dominating  factor  as  regards  capital  move- 
ments ; but  the  impression  I have  of  the  paragraph  is  that 
you  consider  that  other  factors,  for  example  ffie  Bank 
Rate,  do  not  come  to  very  much.  If  we  look  at  the 
external  side  only  with  these  thoughts  in  mind,  what 

2P2 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


586 


COMMITTEE  ON  THE  WORKING  OF  THE  MONETARY  SYSTEM 


22  May,  1958] 


account  should  be  given  of  the  period  from  last  September 
to  now?  There  has  been  a ccmsiderable  change  from  a 
high  rate  of  outflow  of  reserves  to  a good  rate  of  inflow  ; 
one  might  say  that  the  Bank  Rate  had  nothing  to  do 
with  it,  or  one  might  say  that  it  had  quite  a lot  to  do 
with  it.  It  is  not,  I think,  simply  a matter  of  confidence  ; 
it  is  a question  of  whether  the  Bank  Rate  itself,  either  by 
its  direct  action  or  by  what  it  su^ested  to  foreigners, 
had  some  effect.  Would  you  be  willing  to  elaborate  on 
your  remarks  here  in  the  light  of  the  period  since  last 

September? Mr.  Birch:  We  agreed  last  Saptember, 

on  behalf  of  the  General  Council,  that  some  emergency 
measures  had  to  be  taken  to  meet  the  exchange  crisis. 
It  is  really  a question  of  sp«ulation  as  to  whether  con- 
fidence could  have  beeai  built  up  without  such  a high 
Bank  Rate  ot  without  maintaining  it  after  the  first  shock 
bad  ibeem  administered. 

9084.  I happened  to  be  at  a meeting  of  the  International 
Bank  and  the  International  Monetary  Fund  very  shortly 
after  ft  had  changed,  as  was  Lord  Harcourt ; and  I gained 
the  impression  that  the  movement  in  the  Bank  Rate, 
leaving  aside  entirdy  the  domestic  repercussions,  had  a 
relevance  to  the  attitude  which  foreigners  took  of  us 

and  our  prospects. 'We  were  of 'the  opinion  that  foreign 

opinion  was  very  much  more  influenced  by  the  statement 
defining  the  domestic  situation  and  so  on ; but  we  were 
not  inside  and  we  have  not  the  advantage  of  the  know- 
ledge that  you  had. 

9085.  I am  not  wishing  to  argue  at  the  moment  that 
these  other  factors  were  not  relevant;  but  I did  have  the 

impression  that  the  Bank  Rate  did  count. It  also  ;put 

quite  a burden  on  the  balance  of  payments  for  the  service 
of  our  own  foreign  debt.  That  has  to  be  offset. 

9086.  Chairman:  In  paragraph  12  you  take  the  view 

that  the  main  contributions  were  the  firm  denials  by  the 
German  and  U.K.  Governments  on  exchange  parities  and 
the  declaration  of  the  Chancellor  of  the  Exchequer.  I 
personally  find  it  diflicult  to  think  that  Government  state- 
ments by  themselves,  if  unaooompanied  by  actions,  could 
have  the  marked  effect  that  has  been  noticed  in  the 
las!t  few  months? Mr.  Murray:  They  were  accom- 

panied by  actions.  I am  sure  that  the  foreigner  waited 
to  see  what  the  Government  did,  and  that  has  had  some 
effect  on  Ae  flow  backwards  into  the  reserves;  but  I 
am  equally  sure  that  they  have  also  been  hedging  their 
sterling  purchases  by  forward  sales,  and  we  may  see 
the  trend  reversed.  There  has  been  a very  rapid  improve- 
ment in  the  reserves  and  a change  in  the  balance  of 
payments  situation.  We  cannot  believe  that  edflier  the 
mere  change  in  the  Bank  Rate  by  itself  or  even  the  change 
in  the  Bank  Rate  accompanied  by  the  declaration  and 
some  Government  actions  is  totally  responsible.  We 
cannot  be  sure  how  the  minds  of  these  people  do  work, 
but  we  cannot  believe  that  (hey  are  so  irralticmii!  as 
merdy  .to  believe  that  a change  in  any  level  of  Bank 
Rate  in  itself  is  enough  to  restore  the  previous  sterling 
position. 

9087.  I do  not  want  to  press  the  Bank  Rate  as  an 
instrument  at  all,  but  I could  not  leave  it  just  as  a view 
that  declarations  of  policy  could  be  the  cause.  I think 
we  agree  thus  far ; that  some  Government  actions,  which 
are  of  a visible  order  and  demand  attention,  are  required : 
and  then,  as  you  say,  it  is  difficult  to  see  which  the 
essential  form  of  action  is,  the  more  so  when  they  all 

come  together? Yes,  they  all  come  together,  to  the 

point  at  which  they  convince  people  that  they  are  of 
value. 

9088.  Sir  Oliver  Franks:  You  rather  suggested  that  it 
would  be  unreasonable  in  foreign  opinion  to  regard  move- 
ment of  the  Bank  Rate  as  a primary  factor.  I am  not 
sure  that  we  are  dealing  with  a domain  here  in  which 
reason  is  altogether  master.  I am  inclined  to  think  that 
foreign  opinion  does  take  movements  of  the  Bank  Rate 
into  account,  at  least  as  an  earnest  of  a certain  attitude 
or  policy  of  Government.  That  perhaps  is  not  capable 
of  wholly  rational  determination ; it  may  be  more  a 
matter  of  history,  that  within  the  past  things  have  been 
like  that,  so  they  are  now  taken  to  be  like  that.  But  I 
would  Sliest  to  you  that  on  a certain  numiber  of  occasions, 
of  which  I believe  September  19th,  1957,  was  one,  this 
quality  of  a decisive  movement  of  Bank  Rate  to  affect 
foreign  opinion  had  a quite  powerful  significance,  which 
produced  certain  results.  I am  not  in  any  sense  arguing 
for  one  pwticular  thing  doing  all  the  work,  but  I think 
that  that  is  one  of  the  things  that  perhaps  one  ought  to 
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take  into  account  when  one  is  looking  at  the  external  side. 

Would  you  agree  with  me  on  that? Yes,  I think  so; 

I would  say  that  it  is  certainly  true  historically.  Probably 
the  main  new  factor  in  the  situation  is  the  new  sensitivity 
of  -Sterling,  because  of  the  large  amount  of  it  that  is 
floating  around  the  world.  We  make  the  point  in  para- 
graph 20  that  the  Government  may  have  to  consider 
methods  of  trying  to  eliminate  some  of  this  irrationality 
by  .taking  spe^c  measures  to  reduce  .the  sensitiveness 
of  sterling.  There  are  other  methods  than  the  ones  we 
have  described  which  can  be  used,  but  the  Government 
has  allowed  the  country  ilo  be  so  wholly  dependent  upon 
what  itbe  T.U.C.  .thinks  are  irrational  decisions.  That  is 
why  we  were  subjected  to  very  violent  forces  which  were 
unleashed  by  Ihe  Government  in  September  last. 

9089.  Yes,  but  this  is  not  a rational  world? No,  but 

we  try  to  make  it  as  rational  as  we  can. 

9090.  You  say  in  paragraph  12:  “This  is  not  the  way 
the  Bank  Rate  works  in  present  circumstances.  Short- 
term capital  movements  arc  aft'ected  much  more  by 
‘ confidence  ’ than  by  interest  rates.  ...”  Is  it  not  perhaps 

a little  .rash  to  assume  that  confidence  is  not  there? 

Mr.  Murray : It  is  indirectly. — Mr.  Collison : The  situation 
was  that  for  a long  time  we  had  been  suffering  from 
inflation,  which  Mople  outside  had  observed,  and  that 
had  led  to  lack  of  confidence.  We  would  argue  that  that 
Wius  happening  precisely  because  previous  measures  were 
not  taken.  Having  reached  lhal  emergency,  the  Govern- 
ment had  to  show  that  it  really  did  intend  to  do  something 
about  it.  The  2 per  cent,  increase  in  the  Bank  Rate 
may,  as  you  say,  have  had  that  kind  of  effect ; but  we 
would  not  accept  the  argument  in  itself,  on  the  point 
alone,  except  in  relation  to  the  general  background  and 
context  of  the  situation.  It  obviously  helped ; but  we 
should  not  have  reached  that  stage. —.Mr.  F.  Jones:  We 
should,  in  fact,  put  more  emphasis  on  the  other  measures 
apart  from  the  Bank  Rate.  At  the  beginning  of  1955  the 
Bank  Rate  went  up  H per  cent. ; that  did  not  prevent 
a run  on  sterling  in  the  autumn, 

9091.  I am  sticking  to  this  recent  case,  because  it  is 

relatively  fro.sh  in  our  memories.  Do  you  think  the  other 
things  the  Government  were  able  to  announce  at  the 
time,  a promise  about  Government  expenditure  and  an 
arithmetical  averaging  of  bank  advances  which  would  be 
judged  over  the  year,  were  powerful  in  relation  to  this 
other  thing,  which  wa.s  an  accomplished  fact?  I think 
that  in  a way  you  are  being  very  rational  and  “ eighteenth 
century"  about  this,  and  not  auite  taking  account  of 
the  dramatic  effect  that  some  things  have.  I am  not 
concerned  for  the  moment  to  argue  whether  this  is  good 
or  bad,  but  only  that  these  things  exist ; and  I am  putting 
to  you  that  these  facts  were  sufllciently  noticeable  and 
powerful  to  be  things  which  one  has  to  lake  account  of 
when  dealing  with  this  rather  complex  set  of  circum- 
stances?  Mr.  Murray:  Arc  you  suggesting  that  if  the 

Bank  Rate  had  been  altered  to  7 per  cent,  without  being 
accompanied  by  these  declarations  and,  to  some  extent, 
these  actions,  that  would  have  brought  back  sterling  and 
restored  our  .sterling  position? 

9092.  Lord  Harcourt:  I do  not  think  Sir  Oliver  was 
suggesting  that  the  Bank  Rate  movement  would  do  that. 
I was  at  the  meeting  where  he  was,  and  I took  the 
opportunity  of  talking  to  an  enormous  number  of  people 
who  were  concerned  very  closely  with  fhese  matters; 
and  I certainly  came  away  from  those  meetings  with 
the  definite  impression  that,  of  the  items  in  the  package 
deal,  the  one  to  which  they  ascribed  the  greatest 
importance  was  the  raising  of  the  Bank  Rate. — Mr. 
iVoodcock : I do  not  want  to  slop  your  discussion  on  the 
situation  of  last  September,  but  as  I read  this  it  is  related 
to  paragraph  1 1 . where  you  say : 

“Traditionally  monetary  policy  affected  the  external 

situation  in  two  main  ways.  A rise  in  Bank  Rate 

attracted  short-term  capital  to  London  to  take  advantage 

of  the  higher  interest  rates,  and  discouraged  overseas 

borrowers  from  raising  funds  in  London.” 

You  go  on  to  say  that  that  aspect  of  the  Bank  Rate  is 
no  longer  relevant,  and  that  therefore,  if  the  Bank  Rate 
has  to  ibe  used,  it  has  to  be  used  in  a different  context 
as  one  of  the  instruments  that  give  confidence,  not  of 
offering  .better  terms  for  lending  here  and  discouraging 
borrowing  by  making  it  more  difficult  here  than  els^ 
where.  So  you  want  at  least  to  put  the  Bank  Rate  in 

this  new  situation. ^Precisely ; ithat  is  why  I asked 

whether  the  Bank  Rate  it»lf  would  have  stabilised  the 
sterling  position. 
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9093.  Lord  Harcourf.  Are  you  saying  that  the  rise 
in  Bank  Rate  at  this  moment  is  not  attracting  any  funds 

to  London?' am  not  saying  that:  I would  not 

know.  There  may  well  be  funds  that  are  being  attracted. 
I would  also  suspect  that  those  funds  are  being  hedged, 
and  in  any  event  that  they  are  short-term  and  we  cannot 
depend  upon  them  to  restore  our  position.  If  i was  a 
foreigner,  I would  hedge  and  .then  wait  and  see  whether 
the  Government  is  going  to  carry  out  its  intentions,  which 
I believe  in  but  which  I am  not  entirely  certain  about. 

9094.  But  there  are  still  certain  financial  benefits  in 

moving  long-term  caprital  to  London? ^Yes. 

9095.  And  that  is  a product  of  the  high  Bank  Rate? 

Mr.  F.  Jones-.  But  they  do  not  solve  our  problems 

in  any  fundamental  way. 

9096.  Mr.  W.  E.  Jones : You  are  saying  that  this  move- 
ment in  these  circumstances  is  too  insecure  to  benefit  the 

economy  for  any  permanent  'peruod  of  time? ^In  August 

there  seemed  a real  possibility  that  the  pound  might  be 
devalued  ; at  any  rate  there  was  a great  deal  of  talk 
about  it,  and  the  franc  had  been  devalued,  at  any  rate 
de  facto ; if  one  had  'been  hoilding  sterling  and  had  been 
able  to  get  rid  of  it  in  the  market  one  would  have 
done  so.  At  least,  that  is  the  natural  way  in  which 
people  in  that  position  would  behave.  The  inwrtant 
thing,  we  feel,  was  the  statement  made  by  the  German 
Ministei  of  Economies  and  by  the  British  Government 
that  there  was  no  intention  to  vary  the  exchange  rates. 
This  is  the  way  we  think  speculators,  or  people  who 
held  sterling,  reacted  when  they  were  reassured  that 
there  was  to  be  no  revaluation  of  the  mark  and  that  the 
l^itish  Government  were  determined  to  retain  the  existing 
parity. 

9097.  Chairman-.  'Have  not  such  things  been  said  by 
Governments  before,  and  followed  immediately  by  con- 
trary action? — -That  i.s  the  second  thing  we  should  look 
at:  how  far  the  Government  would  really  take  measures 
to  reduce  pressure  internally ; and  the  measures  that  it 
would  take  internally  would  have  to  'be  something  more 
than  an  increase  in  the  Bank  Rate  to  be  satisfying, 
because  the  movement  in  Bank  Rate  in  1955  had  not 
really  done  very  ■much  at  all.  The  statement  we  listened 
to  very  carefully  in  the  trade  union  movement  was  the 
Chancellor  of  the  Exchequer’.s  .statement  that  further 
pressure  on  prices  would  be  taken  by  the  level  of  employ- 
ment or  the  level  of  internal  demand  rather  than  by  the 
pound  itself.  That  seemed  to  us  to  be  a very  important 
statement,  and  it  was  made  emphatically  and  firmly,  in 
a way  that  previous  Chancellors  un  Conservative  Govern- 
ments had  not  made  statements.  Bank  Rat©  had  been 
moving  up  from  1951  onwards  ; had  we  been  in  this 
position  of  'being  able  to  speculate  against  ithe  pound,  the 
fact  that  the  Bank  Rate  had  been  mov^  up  from  5 .to  7 
per  cent,  would  not  have  created  a new  situation. 

9098.  Professor  Cairncross:  What  would  your  view  be 
if  this  autumn  exactly  the  same  combination,  of  circum- 
stances recurrrf,  as  it  very  well  may?  Do  you  not  rea.lly 
put  your  money,  not  on  what  we  have  been  discussing 
just  now,  internally,  but  on  the  action  described  by  Mr. 
Murray  earlier?  You  do  not  rely  on  the  movement 
of  Bank  Rate  or  any  statement  made  by  the  British 
Government,  as  such,  but  on  an  attempt  to  bring  into 
play  the  operations  of  'the  International  Monetary  Fund? 
— do  not  want  Professor  Cairncross  to  misunderstand 
what  I said.  I was  putting  myself  in  the  position  of  the 
speculator,  and  what  we  thought  would  :be  in  the  specu- 
lator’s mind.  Now  you  are  asking  whait  _tha  T.U.C.  think 
to  be  Ithe  way  out.  We  do  not  adivocate  internal  deflation 
in  order  to  maintain  the  value  of  the  pound  whm  the 
run  on  it  does  not  emanate  from  the  balance  of  pay- 
ments of  this  country.  The  positi'on  of  the  T.U.C.  is 
the  one  you  have  mentioned:  international  action.  We 
feel  that  that  is  more  appropriate  than  individual  Govern- 
ments, through  monetary  policy,  deflating  their  own 
economies  sufficiently  to  restore  the  value  of  their  currency. 

9099.  Sir  John  Woods : You  are  suggesting  international 
reflation  instead  of  internal  deflation.  Suppose  .we  cannot 

get  it:  what  then?  Do  we  give  up? Mr.  F.  Jones: 

If  there  is  pressure  on  resources,  we  recognise  that  that 
will  have  some  effect,  and  may  have  an  important  effect, 
on  the  value  of  the  pound.  If  we  cannot  get  assistance 
from  overseas  we  have  to  make  internal  adjustments.  It 
is  at  that  point  that  the  T.U.C.  say  that  more  attention 

30SO0 


should  be  paid  to  tedmiques  other  than  mcmetary  policy. 
We  recognise  that  there  may  he  circumstances  in  which  it 
would  'be  necessary  to  reduce  demand. — Mr.  Murray : 
In  that  sense  the  Bank  Rate  is  .very  much  like  a stimulant : 
it  can  be  administered,  but  it  will  lose  its  effect  over 
a period  of  time,  and  if  the  circumstances  that  Professor 
Cairncross  mentioned  should  re-emerge,  given  the  present 
set  of  policies  in  London,  one  sees  no  alternative  but 
devaluation. 

9100.  Professor  Sayers:  But  this  is  quite  a different  view 
of  Bank  Rate,  that  it  is  a stimulant.  I thought  you 

regarded  it  as  the  ghost  of  Hamlet’s  father? ^Yes,  buit 

if  he  reappears  too  often  we  will  not  believe  in  him. 

9101.  Mdny  people  thought  it  was  the  ghost  of  Hamlet’s 
father ; but  in  an  irrational  world  many  , people  texA 
fright  last  Septmeber  at  the  sight  of  this  ghost.  But 
again,  since  this  is  irrational,  could  one  rely  on  the  same 
effect  another  Itiime?— People  got  used  to  ghosts  in  time. 
We  are  saying  here  that  the  Bank  Rate  was  wot  changed 
just  for  the  sake  of  change  ; it  was  to  restore  the  confidence 
of  foreigners  that  ,1hc  .pound  was  not  going  to  go  on 
sliding  and  sliding  iln  value.  Iff,  on  the  bypoth^s  very 
often  put  forward,  the  .pound  goes  on  sliding  and  sliding 
and  if  there  is  a further  run  on  reserves,  and  if  confidence 
is  going  to  seep  away,  the  effect  of  Hamlet’s  father’s 
ghost  on  the  second  occasion  will  be  'that  people  are  going 
to  begin,  to  doubt  that  it  real'ly  was  a ghost,  and  they  will 
cease  to  have  any  confidence. 

9102.  But  surely  that  is  the  argument  .against  using  Bank 

Rate  at  all.  The  fact  that  it  has  lo  be  used  with  other 
measures  to  do  anything  does  not  mean  that  it  is  not 
usefoil  at  all.  The  real  argument  against  using  it  is  that 
it  lis  unreliable:  that,  if  people’s  .reactions  are  irrational, 
it  may  just  as  easily  react  the  wrong  way  a.s  the  right 
way? — Chairman : I thought  that  that  was  what  was 
meant  originally:  that  the  effect  was  irrational  or  un- 
predictable?  Mr.  Collison:  Had  it  been  taken  that  it 

was  an  indication  that  we  were  iki  fact  going  'to  deal  with 
the  situation  and  that  this  was  one  of  the  ways,  it  might 
be  that  the  opposite  would  have  happened. 

9103.  Professor  Sayers:  Surely  that  is  the  argument 
against  using  the  Bank  Rato  in  #:is  contingency:  that  its 
effect  is  completely  unreliable  and  may  .be  perverse? — 
Chairman:  In  paragraph  15  of  your  memorandum  you 
have  said : “ Abroad  a rise  .in  Bank  Rate  has  often  been 
interpreted  as  a sign,  of  weakness  rather  than  as  a prelude 
to  Strong  deflationary  action  ”.  What  occasions  had  you 
in  mind  of  what  Professor  Sayers  has  just  called  the 

“perverse”  effect? Mr.  Birch:  We  shoidd  qualify  that 

a little ; perhaps  we  over-stated  it  in  saying  it  was  inter- 
preted as  a sign  of  weakness.  But  the  Government  cannot 
just  announce  a rise  in  Bank  Rate  and  then  sut  bai* 
and  expect  everything  to  go  right.  The  Chancellor  must 
accom.iany  that  with  some  'kind  of  statement  or  other 
which  puts  it  into  perspective  and  indicaites  that  funda- 
mentally the  economy  is  sound ; otherwise  it  would,  or 
could,  .be  taken,  as  a panic  measure,  and  .that  might  have 
the  opposite  effect.  Underlying  the  whole  of  this  discus- 
sion. is  our  very  strong  feeling  that  dn  the  short-term 
confidence  may  be  affected  by  these  manoeuvres,  but  in 
the  long-term  it  ds  the  economic  situation  of  the  country, 
our  industrial  capacity  and  the  extent  .to  which  we  are 
usin,g  it,  which  will  finally  determine  the  confijjence  of  the 
world  in  Britain.  One  of  the  difficulties  of  using  short- 
term specifics  to  deal  with  a situation  is  that  that  may 
mean  creating  economic  oonddtzons  which,  in  the  long- 
term, are  going  to  be  'greatly  to  our  disadvantage.  It  is 
very  diffioiSt  for  the  .ordinary  member  of  a trade  union  to 
appreciate  the  point  that  a deflationary  measure  which 
leads  to  un, employment,  or  to  less  em.ployment  than  there 
has  been,  can  dn  the  long  run  give  a lead  as  to  h^ow  strong 
Britain  is.  It  is  irralnonal ; and  therefore  it  is  necessary 
always  to  have  an  eye  on  the  internal  effects  of  these 
measures  and  on  the  fundamental  way  in  which  we  can 
maintain  our  position  dn  the  world. 

9104.  I would  not  have  thought  that  there  wo.uld  really 
be  a discussion  about  whether  it  could  be  a long-term 
corrective:  I should  have  thought  that  even  traditionally 
it  was  used  as  a short-term  corrective  only.  But  1 was 
wondering  ailwut  your  statement  that  it  has  “often  been 
interpreted  abroad  as  a sign  of  weakness  Had  you  any 
particailar  occasions  in  mind  that  we  could  put  our  fingers 

on? Mr,  F.  Jones:  We  were  thinking  of  the  period  at 

the  beginning  of  1955 ; there  was  a crisis  and  a run  on 
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sterling  in  the  autumn  of  1955,  which  did  not  abate  umhl 
an  assurance  had  been  given  'by  the  Chancellor  at  the 
International  Monetary  Fund  Conference.  1956  was  dim- 
cult  because  of  Suez.  But  we  think  1955  was  probably 
an  occasion  when  foreign  opinion  was  not  reassured. 

9105.  Sir  John  Woods:  That  ds  not  quite  the  same 

thing  as  saying  that  it  was  interpreted  as  a sign  of  weak- 
ness?  ^That  is  true.  We  agree  that  this  is  an  over- 

statement. We  had  in  mind  that  it  is  a possibility  that 
foreign  govemimenits  could  regard  dt  as  a last  ditch  defence. 

9106.  You  go  through  the  various  factors  and  indicate 
that  the  use  of  the  high  Bank  Rate  has  very  little  effect 
on  consumption,  on  lovesftmen't  in  stocks  or  on  .investment 
in  fixed  assets,  and  not  all  that  much  effect  on  the  external 
situation.  But  in  paragraph  12  you  say : “ A higher  Bank 
Rate  may  still  be  a portent  of  deflationary  action  at  home, 
but  general  credit  restraint  would  have  to  be  pressed  very 
far  before  it  markedly  improved  the  balance  of  payments.” 

I .get  the  impression,  rea^ng  this  through,  that  you  begin 
by  saying  that  a high  Bank  Rate  has  very  little  effect  any- 
way, except  on  the  cost  of  the  national  deb^but  that  for  some 
obscure  reason-  it  is  implied  later  on  that  it  has  very  bad 
effects  internally,  that  it  creates  a deflationary  spiral  and 
threatens  imemploymernL  Is  that  a quite  unfair  impres- 
sion?.  Mr.  Murray : We  are  distinguishing  here  between 

Bank  Rate  pure  and  simple  and  Bank  Rate  plus  the  pack- 
age deal  that  emerged  last  September.  That  proonbly 
• explains  the  apparent  inconsistency. 

9107.  Sir  Reginald  Verdon  Smith:  You  mean  no  level 

of  Bank  Rate,  as  such,  could  create  deflation? ^We  do 

not  say  no  level,  but  we  say  no  level  that  we  have 
experienced  since  the  war. 

9108.  Sir  John  Woods : Would  7 per  cent,  by  itself  have 

been  enou^,  or  would  you  say  that  it  needs  Bank  Rate 
plus  the  ceiling  on  the  nationaldsed  industries  plus  the 
freeze  on  bank  advances,  and  so  on? It  would  be  pos- 

sible to  push  interest  rates  to  some  level  at  which  they 
would  have  serious  effects  by  themselves ; but  I should 
not  have  thought  that  (the  7 per  cent.  Bank  Rate,  in.  itself, 
would  have  precipitated  a major  deflation  in  the  country. 

9109.  Professor  Sayers:  In  paragraph  18  you  say: 
“.  . . it  has  apparently  not  been  possible  to  reduce  it  to 
its  former  level  when,  an  improvement  has  taken  place 
because  such  a reduction  might  be  misinterpreted  by  public 
and  foreign  opinion.”  What  reason  have  you  for  sup- 
posing that  the  Bank’s  delay  in  reducing  rates  is  based 

on  that  reasoning? Mr.  P.  Jones:  We  have  no  certain 

information  as  to  exactly  why  the  Bank  of  England  reduces 
Bank  Rate,  hut  this  is  the  impression  that  we  have  formed 
by  studying  it,  and  by  reading  the  statements  made  by 
Ministers  at  various  .times.  We  have  thought  that  one 
important  reason  for  not  reducing  Bank  Rate  would  be  if 
it  was  thought  that  it  would  create  the  impression  that  the 
economy  could  go  ahead  and  be  allowed  to  run  at  higher 
pressure.  That  would  be  the  most  important  reason 
why  the  Government  would  hesitate  bef-ore  it  reduced 
Bank  Rate ; it  would  have  to  make  sure  that 
it  was  not  going  to  have  that  result.— Mr.  Birch: 
This  ities  up  with  .the  previous  discussion ; if 
one  accepts  the  thesis  that  an  increase  in  Baiflc  Rate  by 
itself  will  not  do  the  trick,  buit  has  to  be  accompanied 
by  statements  and  other  measures,  then  the  implication  is 
that,  if  the  Government  reduce  Bank  Rate,  they  are  bade 
pedalling  on  all  these  other  -measures  as  well. 

9110.  Sir  Oliver  Franks:  I am  not  going  to  put  this  in 
quite  a fair  way,  just  to  bring  out  the  point:  you  spend  a 
good  deal  of  time  arguing  that  any  level  of  Bank  Rate  that 
we  have  seen  is  not  very  effective  ; but  what  you  have  now 
said  su.ggesEs  that  lowering  the  -Bank  Rate  might  be  so 
effective  that  the  Government  would  hesitate  to  do  so.  If 
this  is  so,  does  no  one  have  to  shade  one’s  views  about  the 
possible  power  of  the  weapon?  Whether  k is  a power  for 
good  or  for  bad,  this  seems  to  admit  that  at  may  have 

quite  a powerful  effect? Mr.  Birch:  The  people  who 

put  Bank  Rate  up  put  it  up  because  -they  felt  that  that  was 
so ; so  if  they  put  it  down  it  is  on.  the  same  basis,  that 
some  consequences  may  ensue.  Perhaps  the  real  answer  to 
this  is  -that  it  as  connected  with  other  measures  ; the  revers- 
ing of  the  Bank  Rate  is  assumed  to  .be  a reversal  of  the 
other  measures  as  well.  We  have  not  denied  that  in  the 
context  of  what  happened  the  raising  of  Bank  Rate  had 
an  efl'ect.  What  we  have  said  is  that  the  raising  of  -the 
Bank  Rate  alone  would  not  have  had  that  effect,  and 


therefore  the  rest  of  our  arguments  about  the  possible 
effect  of  a reduction  are  based  on  that  assumption. — 
Mr.  Murray : I think  that  leads  .to  the  conclusion  that 
Bank  Rate  has  at  least  two  probably  important  effects : one 
effect  is  on  confidence  ; and  the  other  effect  is  .the  effect 
upon  the  cost  of  the  Government  debt.  We  regard  it  as 
desiraible  from  the  point  of  view  of  reducing  the  cost  of 
servicing  'the  Government  debt  to  bring  it  down,  but  the 
GoveiTTment  may  be  reluctant  to  do  so  because  of  the 
other  unpredictable  consequencee  of  a reduction  of  Bank 
Rate  on  confidence. 

9111.  Whether  it  should  only  be  used  as  part  of  the  pack- 
age, or  can  be  used  by  itself,  and  whether  it  is  taken  as 
indicating  the  fate  of  other  measures  or  not,  does  it  not 
stil'l  remain  that  this  view  means  that  as  such  it  has  a 
potency?  Did  you  not  say  that  the  effect  of  bringing  it 
down  might  be  so  powerful  that  one  would  hesistate  to 

bring  it  down  for  that  reason? Mr.  Collison:  We  are 

not  saying  that.  We  have  said  that  the  raising  of  Bank 
Rate  done  does  not  usually  have  a very  strong  effect, 
save  in  respect  of  foreign  opinion,  where  the  confidence 
element  is  important  and  the  effect  of  the  raising  of  Bank 
Rate  is  unpredictable.  On  the  -other  hand  when  Bank 
Rate  is  reduced  the  effect  may  .be  very  much  more  serious, 
— -Afr.  F.  Jones : The  Government  has  thought  Bank  Rate 
suflicicntily  important  to  raise  it.  We  are  saying  that  foreign 
opinion,  which  ;is  very  important,  has  been  the  main  reason 
why  Bank  Rate  has  been  put  up.  Naturally  foreign 
opinion  assumes,  if  Bank  Rate  is  put  down,  that  the 
circumstances  have  changed  ; and  if  they  feel  that  circum- 
stances have  changed,  then  obviously  they  put  the 
opposite  construction  on  the  move  to  that  which  -the 
Government  intends.  We  are  really  saying  here  that 
when  the  Government  use  the  Bank  Rate  they  create 
expectations,  and  that  there  is,  as  it  were,  a psychological 
effect  -of  Bank  Rate.  When  wc  analyse  what  Bank  Rate 
actually  does,  we  do  not  feel  that  it  does  very  much  ; but 
we  are  -bound  to  say,  as  we  do  in  this  next  paragraph,  that, 
just  because  the  Government  attaches  the  importance  that 
it  does  to  -Bank  Rate,  and  docs  in  fact  raise  it,  when  the 
Government  brings  it  down  it  will  have  some  effect  on 
expectations.  The  fact  that  the  Government  uses  it  as  a 
regulator  means  that  it  can.  only  be  brought  down  by  the 
Government  -if  the  circumstances  have  improved 
suflioienitly ; and  on  the  whole  the  circumstances  have 
not  .improved  sufficiently  over  the  year.s  since  the  Bank 
Rate  has  'been  put  up.  Consequently  there  has  been  no 
opportunity  for  ithe  Government  to  bring  it  down. 

9112.  There  remains  the  point  (hat  it  does  have  some 

effect? ^The  fact  that  the  Government  uses  it  does 

create  expectations  ; it  has  an  effect  in  the  minds  of  people. 
From  the  T.U.C.  point  of  view  wc  would  emphasise  other 
weapons ; and  we  think  that  other  effects  than  those 
intended  can  bo  created  in  people’s  minds  when  this  rather 
clu,msy  instrument  is  used. 

9113.  Professor  Calrncrcm:  You  envisage  in  paragraph 
20  action  to  increase  international  liquidity  through  the 
International  Monetary  Fund,  and  you  appear  to  make  this 
conditional  on  co-operation  with  other  members  of  the 
Fund,  especially  the  United  States.  If  the  United  States 
were  un'^ling  to  participate  in  this  kind  of  action,  have 
you  any  other  kind  of  suggestion  about  what  might  be 

done  to  increase  international  liquidity? This  is  not  a 

matter  on  which  the  T.U.C.  feels  it  is  necessary  to  produce 
a blue-print,  We  are  emphasising  in  this  paragraph  the 
need  for  international  action.  If  .something  was  not  pos- 
sibio  at  the  level  of  the  I.M.F.,  there  is  the  jxKsibility 

gvhich  we  have  mentioned)  of  doing  something  within  the 
.P.U.  and  with  the  rest  of  the  Commonwealth.  These 
are  ways  in  which  there  could  be  collective  action  to  ease 
a shortage  of  foreign  currency  and  so  to  prevent  an 
imbalance  of  trade  occurring.  For  example,  if  the  Ameri- 
can recession  goes  very  much  deeper  than  at  present, 
and  it  begins  really  to  reduce  the  level  of  world  trade, 
then  the  T.U.C.  view  would  be  that  the  rest  of  the  world 
so  far  as  possible  should  get  together  ; we  might  take  collec- 
tive aotion  within  the  Commonwealth  to  discriminate 
against  dollar  imports,  and  E.P.U.  itself  could  be  used  for 
that  purpose. 

9114.  Chairman:  We  are  not  looking  for  a blue-print 
necessarily  j but,  accepting  a good  deal  of  the  criticism 
you  make  about  the  existing  instruments,  we  have  to  try 
to  test  out  the  validity  of  alternatives. — Professor  Ctnrn- 
cross:  Do  you  regard  this  as  something  immediate,  about 
which  action  should  be  taken  in  any  event,  or  conditional 
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on  somediing  longer  term  of  the  international  kind? 

Mr.  Birch:  We  think  the  Government  ought  to  have 
given  attention  to  this  long  ago.  It  is  not  something  to 
be  kept  in  reserve.  It  is  necessary  to  try  and  deal  on  a 
longer  term  basis  wilih  this  problem  of  international 
exchange. 

9115.  Sir  Oliver  Franks:  There  are  certain  evidences  of 

interest  at  the  moment? Mr.  Murray : 1 certainly  would 

not  be  too  pesamistic.  The  United  States  in  the  last  two 
or  three  years  has  shown  a good  deal  of  willingness 
to  recognise  these  problems ; and  we  feel  we  might  spur 
them  on  a little  more,  and  it  might  have  a good  effect. 

9116.  Professor  Ceurncross:  There  are  alternative 

courses  of  action  which  are  open  to  the  Government ; 
this  paragraph,  as  I see  it,  is  not  intended  to  pronounce 
between  these  alternatives,  but  to  say  .that  some  action  in 
this  direction  is  needed? — Professor  Sayers : Will  you  give 
your  reason  for  suggesting  at  the  end  of  the  paragraph 
the  withdrawal  of  official  support  for  the  transferable 

sterling  exchange  rate? Mr.  Birch:  It  is  a question, 

if  we  are  going  to  continue  to  pay  for  certain  things, 
whether  .that  price  becomes  too  excessive. 

9117.  The  price  in  what  form? Mr.  Birch:  The 

burdens  which  we  accept  in  regard  to  the  sterling  area. 
Many  of  our  problems  are  much  wider  than  those  this 
country’s  own  eoraioimy  'produces,  as  a result  of  the 
position,  of  sterling. — Mr.  Murray:  There  a the  addi- 
tional factor  that  we  are  in  effect  putting  our  hands  into 
our  dollar  pockets  to  .provide  dollars  indefinitely  not 
only  on  official  sterling-dollar  busmess  l^t  on  transferable 
sterling-dollar  business.  It  is  causing  a dollar  drain  in 
this  country. 

9118.  Official  support  for  transferable  sterling  costs 
dollars  ; but  so  does  its  absence,  because  certain  imports 
into  the  non-sterling  area  from  the  sterling  area  bring 
in  less  dollars.  What  evidence  is  there  that  the  one  costs 

more  dollars  than  llie  other? Mr.  F.  Jonas:  Perhaps 

we  should  go  back  to  early  1955,  when  commodi.ty  shunt- 
ing was  taking  place,  and  this  measure  was  taken  to 
support  transferable  sterling,  We  are  suggesting  .that  the 
cost  of  supporting  transferable  sterling  might  well  ^ 
greater  than  the  cost  of  commodity  shunting ; but  we 
have  no  evidence  for  that.  We  are  wondering  whether 
this  may  not  be  an  important  fact. 

9119.  It  is  a pure  guess? Mr.  Birch:  We  say  that 

serious  consideration  should  be  given  to  it. — Mr.  Murray : 
The  figures  are  not  there. 

9120.  Chairman:  You  want  an  answer  from  us? 

Mr.  F.  Jones:  Indeed,  yes. 

9121.  Sir  Reginald  Verdon  Smith:  In  paragraph  21  in 

tiw  second  sentence  there  is  the  phrase:  "...  direct 
controls,  including  direct  control  of  credit.”  Does 
“ direct  oon  trol  of  credit  ” mean  the  sort  of  controls  which 
you  refer  to  in  the  ensuing  paragraph  covering  bank 
credit? Yes  ; we  develop  that  in  paragraphs  22  and  23. 

9122.  Chairman:  Then  you  come  on  to  youx  sugges- 
tions of  alternative  methods  of  control  of  the  banks  and 
their  credit-giving  power.  You  criticize  the  existing  system 
in  paragraph  23  by  pointing  out  that,  if  the  Bank  of 
England  starts  open  market  operations,  under  our  exist- 
ing system  the  banks  can  always  restore  their  cash  reserves 
by  calling  in  money  from  the  discount  market  or  by 
allowing  their  Treasurjr  Bills  to  run  off  without  renewing 
them,  and  therefore  it  is  not  an  effective  control.  As  one 
of  the  possible  alternative  methods  of  control  you  notice 
the  compulsory  liauidity  ratios.  Would  not  the  same 
arrangements  which  enable  the  banks  • to  restore  their 
position  under  the  present  system  enable  them  to  do  much 
the  same  thing  if  they  were  subject  to  compulsory  liquidity 

ratios? Mr.  F.  Jones:  Yes. — Mr.  Birch:  It  would  be 

in  that  case  a very  clear  flouting  of  the  intention  to  a 
far  greater  extent. 

9123.  If  the  Government  were  to  impose  a system  under 
which  they  were  given  this  power  and  would  so  be  able  to 
control  .the  banking  system  in  its  credit-giving  power,  and 
if  the  banks  merely  responded  to  the  operation  of  that 
system  by  doing  what  .they  could  to  protect  themselves, 
would  you  regard  them  as  flouting  the  system?  Would 
they  not  just  be  playing  .the  game  according  to  the  rules 

the  Government  had  chosen. Mr.  F.  Jones:  We  do 

not  deny  that  there  are  always  ways  in  which  .the  banks 
could  take  action  which  would  make  the  Government 
measures  oompletely  ineffective.  But,  after  all,  this 
problem  arises  partly  because  the  banks  have  said  that 
it  os  unreasonable  to  expect  them  to  control,  or 
even  reduce  their  advances,  when  in  fact  they  are  in 
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a very  liquid  position.  The  argumeot  is  that  if  their 
liquidity  could  be  reduced  to  the  conventional  minimum, 
and  there  was  a speedy  and  effective  way  of  doinig  it,  they 
would  find  it  easier  to  carry  out  the  wishes  of  the  Govern- 
ment. These  alternative  methods  that  we  are  putting  for- 
ward to  reduce  bank  liquidity  ito  the  required  level  are  put 
forward  as  exani'ples  of  what  could  be  done.  . We 
agree  at  the  end  of  paragraph  24  that  the  banks  them- 
selves could  always  frustrate  the  authorities’  intentions, 
and  that  ultimately,  if  the  banks  were  doing  things  which 
appeared  to  the  Government  to  be  against  the  public 
interest,  they  would  have  to  be  directed. 

9124.  Ultimately  the  Government  would  have  to  find 

some  form  of  compulsory  direction  which  insisted  that 
the  banks  should  do  what  the  Government  thought  they 
ought  to  do ; and  that  looks  like  providing  a compulsory 
ceiling  for  advances? ^Yes  indeed.  We  are  not  assert- 

ing that  these  altomatlve  methods  are  absolutely 
necessary. 

9125.  Professor  Cairncross:  In  your  thinking  about  this 
you  seem  to  lay  special  str«s.  on.  advances.  Do  you  regard 
advances  as  a type  of  bank  asset  of  particular  importance, 
or  do  you  think  that  other  assets  are  equally  important? 

^This  is  quite  a difficult  question  on  which  there  is 

no  certain  answer  ; but  the  distinction  we  want  to  make  is 
between  active  money  and  iffie  money.  Advances  are 
on  the  whole  what  we  would  regard  as  active  money,  and 
therefore  the  main  esaphasis  of  Government  pressure  should 
be  on  advances. 

9126.  You  r^ard  it  as  undesiralble  that  the  banks  should 
be  free  to  switch  from  holding  investments  to  making 
advances,  if  the  total  of  advances  seems  to  you  to  be 

increasing  in  the  wrong  set  of  circumstances? Yes ; we 

would  think  it  was  more  iiraportant  to  restrict  advances. 

9127.  Sir  Oliver  Franks:  You  ■prefer  that  the  customers 
of  the  banks  should  withdraw  their  deposits  and  build  up 
the  finance  houses  to  do  the  work  which  you  prefer  that 

the  banks  should  be  doing? Mr.  Birch : We  come  to 

finance  houses  later  on. 

9128.  Professor  Cairncross:  In  the  past  five  or  six  years 
there  has  been  very  little  increase  in  bank  deposits ; so 
the  .problem  has  not  been  one  of  increase  in  the  money 
supply,  Would  you  think  it  appropriate,  however,  looking 
at  what  has  happened  over  that  period,  to  take  action  to 
reduce  the  money  supply?  Or  are  you  only  suggesting  that 
action  should  be  taken  to  reduce  the  level  of  bank 
advances? — r—Mr.  F.  Jones:  This  really  arises  because 
the  'banks  have  complained  that  they  have  been  put  in  an 
invidious  position.  We  are  saying  that  these  are  method 
by  whidi  they  would  not  be  in  the  posWoo  of  with- 
hidding  credit  when  they  are  in  a very  liquid  position ; 
by  'these  raathods  they  would  no  longer  be  liquid,  and 
to  that  eX'tsnt  they  would  be  able  to  withhold  credit 
with  a clear  banking  conscience.  This  was  the  con- 
sideration which  made  us  put  these  altemaldves  forward, 
if  you  are  asking  us  whether  the  amount  of  money  in  the 
system  in  recent  years  has  been  responsible  for  inflationary 
pressure,  then  I think  our  answer  would  be  no ; this  is 
one  important  reason  why  we  would  'put  less  emphasis  on 
monetary  policy  than  Conservative  Governments  have 
done. 

9129.  You  would  not  dispute  that  a reduction  in  bank 
liquidity  over  the  past  few  years  would  have  limited 
demand  and  limited  inflation  at  the  same  time,  but  you 
would  hold  that  it  could  only  have  done  it  at  the  cost 
of  a rise  in  interest  rates  which  you  did  not  feel  desirable 

on  other  grounds? ^There  are  two  prongs  to  our  views: 

(1)  if  the  Government  use  Bank  Rate  they  operate  via 
interest  rates,  and  on  the  whole  we  would  i>refer  interest 
rates  to  be  low  rather  than  high ; (2)  we  also  believe  that 
the  important  point  to  look  at  all  the  time  is  the  pressure 
on  real  resources,  and  that  the  ways  of  reducing  pressure 
ought  to  be  more  through  fiscal  .policy,  and  if  necessary 
physical  controls,  than  ttirough  monetary  policy.  If,  as 
an  alternative  to  manipulated  interest  rates,  credit  was 
directly  controlled  in  the  ways  we  have  suggested,  we 
agree  that  that  would  have  some  effect  on  the  pressure 
on  resources,  but  on  the  whole  we  are  not  Inclined 
to  think  that  it  would  have  an  huportant  effect.  We  do 
not  see  direct  control  of  credit  as  a main  regulator  of  the 
economy. 

9130.  You  would  agree  that,  if  action  was  taken  along 
the  lines  of  your  paragraph  24  to  take  control  over  baiik 
liquidity,  that  would  drive  the  banks’  customers  into  other 
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ohaanels  where  they  could  be  satisfied  at  Mgher  rates  of 
interest  (as  in  fact  happens),  and  that  higher  rates  of 
interest  would  exhibit  themselves^  but  in  a different  way? 

Mr.  F.  Jones:  We  are  not  denying  that  there  would 

be  consequences  flowing  from  the  policy,  but  agann  I 
want  to  emphasise,  as  we  do  emphasise  at  the  beginning 
of  our  evidence,  that  we  think  that  manipulation  of 
credit  should  play  a minor  rdle  as  compared  with  other 
weapons. — Mr.  Birch : In  all  this  we  are  looking  all  the 
time  for  more  selective  ways  of  control  than  intietrest 
rates. 

9131,  This  may  be  played  down  as  a subsidiary  element 
or  weapon  in  a series  of  controls,  but  it  is  a definite  control, 
and  it  can  take  effect  only  in  the  long  run  through  a rise 
in  the  oosit  of  credit  provided  by  the  banking  system,  or 
alternatively  through  the  non-availability  of  credit  from 

the  system.  Is  that  not  right? Mr.  Murray : We  go  on 

to  discuss  control  of  non-banking  credit. 

913Z  Sir  Oliver  Franks:  The  stream  of  money  as  it 
circulates  faster  or  slower  is  very  like  water,  and  these 
are  dams  that  are  put  in  its  course  at  certain  places.  If 
a dam  is  erected  on  advances,  the  water  rises  up  and  seeps 
round  and  goes  out,  and  another  dam  must  be  erected. 
Is  not  that  in  the  end  a process  which  tends  to  ibe  self- 
defeating,  that  the  level  always  rises  and  finds  its  other  way 
through?  Is  not  that  a criticism  of  this  particular  way 
of  trying  to  deal  with  the  problems  of  credit?  Not 
arguing  at  all  for  the  moment  whether  or  not  monetary 
policy  and  control  is,  or  can  be  temporarily,  an  important 
weapon,  is  there  any  limit  to  the  amount  of  direct  control 
you  may  be  involved  in  once  you  start  it?— — Mr.  Birch: 
If  I may  say  so,  your  analogy  of  the  dam  is  a very  good 
one,  'because,  after  all,  the  purpose  of  these  exerdses  is 
not  to  dam  up  the  supply  for  all  time.  We  would  hope 
that  the  dims  would  be  so  used  that  the  waiter  would  be 
pouring  into  the  economy  in  the  right  direction. 

9133.  Oollecting  the  winter  rains  and  using  it  in  the 

dry  summer? ^It  is  not  a question  of  sifitiing  on  it  for 

all  time.  Our  own  basis  of  thinking  is  one  of  expansion 
in  the  economy  and  ensuring  that  power  is  tlicre  at  the 
right  time  in  the  light  direction. 

9134.  Professor  Sayers:  1 find  it  difficult  to  roroncdlc 
the  resort  to  .this  kind  of  control  with  your  dislike  of 
niiotng  rates  of  interest,  because  ths  is  in  the  main  a control 
by  rates  of  interest.  It  is  a lo.ng  way  round  of  doing  it, 
but  ait  does  not  get  you  far  unless  by  incroaaing  rates  of 
interest.  Is  'this  another  part  of  tlie  contention  ^ that 
possibly  budgetary  pressures  wiM  not  -be  enough  sometimes, 

and  nsoraetary  measures  have  to  be  resorted  to? Mr. 

F.  Jones : These  alternative  imsthodis  of  reducing  liquidity 
that  we  have  put  forward  are  alternatives  to  Government 
funding  operaitiioiis,  .alt  any  rate  to  the  extent  that  they 
secure  the  liquiidiity  level  in  the  banking  system  wlnich  the 
Government  wishes.  It  is  in  that  sense  that  wc  think 
these  are  aJtemative  methods  to  movement  in  interest 
rates, 

9135.  I would  agree  only  that  they  are  different  noutes 
by  wliioh  the  Gwemment  can  produce  some  check  to 
blowing,  and  'that,  whichever  way  they  do  it,  the  check 
to  borrowing  becomes  effective  in  the  majin  by  people 
finding  that  it  Is  more  difficult  and  more  expensive  to 

borrow? ^You  say  “more  difficult  and  more 

expensive  ” ; iour  emphasis  is  on  “ more  difficul'L  ” rather 
than  “ more  expensive  ”. 

{Adjourned  until  Tuesday, 


Mr.  L.  Murray  and  Mr.  F.  Jones  [Continued 


9136.  The  experience  of  the  last  few  years  has  shown, 
on  iSir  Oliver’s  analogy  of  the  dam  that  had  to  be 
erected,  that  it  is  very  difficult  indeed  to  madnitain.  People 
get  round  the  dam : they  get  the  money  at  higher  interest 
nates.  Does  not  the  conitrol  become  an  interest  rate 

oontpol:  that  is  my  difficulty? Mr.  Birch:  Interest 

rates  have  always  to  be  looked  at  from  different  directions, 
in  the  sense  of  restricting  borrowing,  and  reduciing  the 
pressure  on  demand,  'and  so  on. 

9137.  Which  you  do  not  'believe  on  the  whole  that 

they  do? Mr.  Birch : They  can  have  that  effect  if  they 

go  high  enough,  but  not  necessarily  a good  effect  or  in 
the  night  direcstion.  One  has  to  look  at  interest  rates  from 
the  oSi'sr  side  too.  Housing  lis  an  immense  factor  in  the 
economy  ; and  the  increased  co.st  of  liousing,  whether  it  is 
for  owner-<bufiddng  or  for  local  authorities,  has  been 
caused  by  interest  rates  far  more  than  by  any  other  factor: 
labour,  costs  of  materials,  or  anything  else.  It  is  a 
afaggexing  tiling.  If  one  can  achieve  the  saimo  object  ctf 
reducing  the  pressure  without  -putting  on  these  addiitional 
burd^,  ithen  it  seems  to  me  that  ovornll  this  is  a 
better  aipproai^  to  the  problem. — Mr.  Murray:  I do  not 
think  the  alternaitivc  will  have  the  effect  that  Professor 
layers  snggeslts.  It  wi'll  tend  to  raise  interest  rates ; but 
we  are  not  suggesting  in  this  evidence  that  interest  rates 
within  limiiils  may  not  be  used  for  purposes  of  controOlmg 
the  economy.  Wc  'can  .see  that  they  ‘have  a part  to  play. 

9138.  'Your  thesis  is  really  that  there  may  be  limes  when 
you  ihave  to  resort  to  monetary  measures  to  reduce 

pressure,  but  the  effect  is  mainly  by  lintcrc-st  rates? 

Mr.  Murray:  1 think  so.  We  recognise  that,  and  we  do 
not  object  ■to  some  advances  in  le.ss  essential  categories 
being  squeezed  out  by  interc.st  rates  in  tliis  way. — Mr.  F. 
Jones : It  seems  to  me  that  Professor  Saycr-s  is  saying  that 
if  there  is  a squeeze  on  advances  tlirough  the  banks, 
borrowers  will  go  olsewhcre,  and  that,  if  they  are  prepared 
to  pay  the  price  they  will  eventually  get  ihc  money.  We 
are  saying  that  the  Governmemt  .should  erect  some  more 
clam.s,  and  the  dam.s  which  arc  referred  to  in  paragraph  33 
Wiould  make  it  more  difficult.  You  can  make  the  point 
that,  if  this  was  the  only  method  of  regulating  the 
economy,  .then  at  would  l»  defeating  itself.  Again  I 
want  to  remind  the  Committee  that  our  main  emphasis 
is  'that  other  molhods  apart  from  monetary  policy  aie 
required  ito  ircgulate  the  economy.  In  so  tar  as  we 
recognise  'that  mometafy  policy  mu.st  play  a part,  our 
er^hasis  would  bo  leta  on  initerest  rates  and  more  upon 
i’nffuonoing  the  channels, 

9139.  Erectiing  barriers? Yes. 

Chairman:  We  have  a certain  lamount  of  moiterial 
ahead,  on  tHie  N'Utlonal  Investment  Board,  the  control  of 
the  use  of  funds  in  institiHions  and  other  banl»,  the 
provision  of  finance  for  industry,  gaps  in  the  capital 
miarkot,  and  so  on.  Porhap.s  wc  ought  to  try  and  t^e 
that  on  another  day  so  that  we  do  not  hurry  it  now.  I 
wo'ndcr  if  wc  could  find  an  hour  another  lime  in  which 
you  could  meet  us?— —Mr.  Birch : We  will  do  our  best 
to  accomm'Odate  you.  We  con  ask  the  secretaries  to  try 
and  find  a convenient  dult.—C/wirman:  Tiien  let  us 
continue  Jater.* 

• See  Infra,  4l8tDay,  Qns,  10142  to  10189. 

3rd  June,  1958,  at  2.15  p.m  ■ 
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Tuesday,  3rd  June,  1958 


Present; 

The  Rt.  Hon.  the  Lord  Radclifpe,  G.B.E.,  Chairman 


Professor  A.  K.  Catrncross,  C.M.G. 

The  Rt.  Hon.  Sir  Ouver  Franks,  G.C.M.G.,  K.C.B., 
C.B.E. 

The  Viscount  Harcourt,  K.C.M.G.,  O.B.E. 

Professor  R.  S.  Sayers,  F.B.A. 


Sir  Reginald  Verdon  Smith 
Sir  John  Woods,  G.C.B.,  M.V.O. 

Mr.  R.  T.  Armstrong,  Secretary 
Mr.  G.  Pbnrice,  Statistical  Adviser 


Professor  A.  J.  Brown,  Professor  of  Economics,  University  of  Leeds,  called  and  examined. 


9140.  Chairman  : We  are  very  grateful  to  you  for  the 
memorandum*  you  have  propaired  for  us ; we  have  all 

it,  and  <we  were  able  to  have  a discussion  amongst  ourselves 
this  morning  about  the  (points  that  were  involved  in  it. 
There  are  two  or  ithree  ipoiruts  on  which  we  should  like  you 
to  enlarge, — Professor  Sayers : In  the  concluding  .paragraph 
of  your  first  section  you  make  .the  point  that  monetary 
stringency  may  have  the  effect  of  increasing  the  gold 
reserves  of  the  country,  but  it  may  have  this  effect  partly 
because  it  ihu.s  the  effect  of  reducing  stocks  of  primary 
commodities.  You  assume  that  it  does  have  the  effect  of 

reducing  stocks  of  primary  commodities? Professor 

Brown:  Yes.  I use  monetary  stringency  there  in  the 
widest  sense,  if  I were  pressed  about  what  I mean  by 
monetary  stringency,  I would  say  that  the  rationing  of 
credit  seems  to  me  lo  be  more  effective,  in  doing  this 
particular  thing,  than  high  interest  rates. 

9141.  What  kind  of  evidence  would  you  use  in  support 

of  that? ^Tbc  fact  that  it  seems  to  be  generally  accepted 

among  people  in,  for  instance,  the  wool  trade  who  are 
concerned  with  holding  imported  stocks  on  credit.  I .must 
confess  that  I have  not  looked  at  the  statistical  evidence 
very  carefully  to  see  if  it  seem.s  to  be  generally  true.  What 
is  very  clearly  true  on  the  stati.sticul  evidence  of  the  last 
ten  years  or  so,  is  that  stocks  in  general  (not  just  of 
im.ported  things)  vary  extremely  closely  with  the  balance 
of  payments  on  current  account.  About  half  the  year- 
to-year  change  in  total  invcntorie.s,  as  shown  in  the  Blue 
Books  on  National  Income  and  Expenditure,  can  be 
accounted  for  by  year-to-year  changes  in  imports ; and  I 
think  that  if  one  looked  at  it,  one  would  sec  that  the  points 
when  imports  have  been  cut  rather  sha^ly  and  stocks 
have  fallen  rather  sharply  at  the  same  time  are  .the  points 
following  the  crises  of  1947,  1951  and  1955  ; that  is  to 
say,  they  are  die  .points  .when  a stringent  monetary  policy 
was  applied. 

9142.  You  .say  1947?  Other  things  happened  then,  but  not 

monetary  stringency,  surely? am  nOit  quit©  sure  about 

1947  ; I am  quite  sure  about  1951  and  1955. 

9143.  It  would  be  easy  enough  to  recognise  in  the 

published  facts  that  there  has-been  this  alternation  between 
building  up  of  stodcs  and  building  up  of  reserves,  but  if 
one  is  to  relate  the  movement  of  stocks  to  the  movement 
of  monetary  conditions,  then  is  not  the  task  very  much 
■more  difficult  ? Yes. 

9144.  What  you  said  about  the  wool  trade  I found 
interesting.  Is  this  information  you  have  picked  up  in  the 
course  of  conversation  with  the  wool  trade  people  in  the 

last  few  years  ? ^Yes ; it  is  what  seems  to  be  generally 

held  by  people  who  import  wool. 

9145.  How  far  back  does  this  kind  of  evidence  go  ? 
Have  you  heard  it  said  many  times  over  the  last  five  years, 

or  two  years,  or  one  year? 1 have  heard  it  said  as  a 

general  fact  of  life  in  the  wool  trade  by  .people  who  are 
in  it  and  have  been  in  it  since  the  1920s.  I do  not  think 
I have  heard  them  refer  particularly  to  the  events  of  any 
one  recent  year,  but  there  does  seem  to  be  a disposition 
among  people  in  that  trade  to  believe  that  holdings  of  wool 
are  sensitive  to  credit  conditions. 
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9146.  When  you  say  there  is  a “ disposition  to  believe  " 

that,  you  are  putting  it  at  second  remove  ? Yes ; it  is 

all  second  remove. 

9147.  Professor  Cairncross  : The  ifipires  are  available  ; 

stocks  of  wool  have  not  in  fact  shown  tremendous  fluctua- 
tions during  the  last  .few  years  ? ^They  went  down  very 

much  in  1950  and  1951. 

9148.  I am  talking  about  the  last  five  years? ^In  .the 

last  five  years  they  have  been  pretty  steady. 

9149.  In  spite  of  very  substantial  increases  in  interest 

rates  ? ^Y es.  I think  people  in  .the  trade  would  .probably 

say  that  stocks  were  reduced  to  a low  level  at  the  beginning 
of  -the  fifties  and  that  it  was  not  practicable  to  reduce 
them  further. 

9150.  Sir  John  Woods  : In  1950-51  was  it  not  more  a 
question  of  price  than  of  interest  rates  ? Jt  may  have 
been  good  Srpeculation.,  but  I aim  not  sure  'that  I can  give 
'the  .trade  as  much  credit  as  that ; I am  not  sure  that  I want 
'to  (give  them  .the  credit  of  being  so  right  when  the  Ameri- 
cans were  so  wrong  about  it.  They  had,  I suppose,  as  much 
■reason  as  anybody  else  .in,  other  parts  of  the  world  to  -1hink 
that  there  might  be  a major  .war  coming  and  'Ihiat  it  was  a 
good  time  .to  lay  in  stocks ; but  in  fact  they  ran  them 
doiwn.  I wish  I knew  more  about  their  motives.  jMter 
the  event  they  were  inclined  to  say  : “Look,  we  were 
right.  We  held  -off  when  prices  were  high  and  we  did  well 
out  of  it.  ” But  I think  that,  at  any  rate  in  1951,  the  credit 
conditions  may  have  had  something  to  do  with  it. 

9151.  Professor  Cairncross  : You  say  in  the  second 
sentKice  under  the  heading  “ Prices  of  Primary  Products  ” 
.that  British  demand  is  only  a fraction  of  world  demand, 
varying  between  ten  and  fifty  per  cent,  for  different  com- 
modities. Where  it  is  as  high  as  fifty  per  cent.,  surely 
credit  irestrictdons  in  this  coun.try  would  afleat  the  world 

price? ^They  would.  I have  been  thinking  about  those 

proportions ; I think  I have  pitched  them  a bit  too  high. 
It  is  very  difficult  to  know  just  what  to  relate  British 
demand  to.  If  one  relates  it  to  the  total  amount  of  com- 
modities moving  in  international  trade,  and  one  takes  a 
fair  samiple  of  commodities  for  which  there  is  information, 
it  goes  all  the  way  from  five  per  cent,  to  ninety  per  cent,, 
but  it  probably  averages  round  aibout  twenty  per  cent.  If 
one  relates  it  to  a rather  vague  concept,  the  amount  of 
the  com.raoditie&  which  in  principle  is  available  to  move 
in  world  trade,  or  .the  price  of  which  moves  closely 
with  the  things  .that  flow  internationally,  my  guess  is  that 
one  would  get  an  average  of  round  about  ten  per  cent.  But 
it  is  a difficult  sort  -of  guess  to  make. 

9152.  The  important  thing  is  whether  you  think  from 

the  evidence  that  credit  restrictions  and  high  interest  rates 
in  this  country  are  likely  to  have  much  influence  on  world 
prices;  you  discount  that? Yes. 

9153.  You  do  not  think  that  any  of  the  reduction  in 
commodity  prices  over  the  past  year  is  to  be  attributed 

to  hi^  interest  rates  ? .would  not  say  not  any  ; but  it 

seems  fairly  plain  that  what  the  Americans  do  will  matter 
about  five  times  as  much  as  what  we  do,  and  what  other 
people  do  will  matter  as  well,  so  that  we  cannot  be  respon- 
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sible  for  a very  big  part  of  wbat  happens.  Obviously,  if 
we  have  very  stringent  measures,  thiis  will  have  some 
effect ; but  a very  much  less  mairked  action  in  the  opposite 
diredion  by  the  Americajis  would  oITset  that. 

9154.  Are  you  taking  account  of  the  way  in  which 
interest  rates  in  London  might  determine  other  interest 

rates  in  other  producing  countries  ? Taking  account  of 

that,  I would  sti'U  hold  this  to  be  true. 

9155.  Professor  Sayers'.  In  the  first  half  of  1952  the 
relative  depression  in  primary  products  was  on  the  face  of 
it  associated  in  some  measure  with  tighter  credit  throughout 
the  world ; was  not  that  tighter  credit  at  any  rate 

encouraged  by  British  policy  ? ^Yes  ; I put  the  emphasis 

on  tighter  credit  throughout  the  world  there.  One  must 
allow,  too,  that  there  were  a good  many  other  things  at 
work  besides  credit  policy  and  traders’  poltaies  about  stock- 
holding. Thcffe  was  a very  maxked  change  in  consumers’ 
behaviour  in  1952,  which  must  have  been  important. 

9156.  Comi^  to  another  stage  in  that  same  part  of  your 
paper,  supposing  that  one  accepted  the  view  that  tighter 
credit  conditions  made  an  appreciable  difference  to  the 
holding  of  stocks  of  primary  commodities,  and  that  an 
accumulation  of  'gold  reserves  by  the  country  in  response 
to  dearer  money  were  largely  offset  by  running  down  of 
stocks  of  primary  commodities,  would  you  accept  the  view 
that  in  spite  of  this  offsetting  there  may  be  times  when  it 
is  important  to  attract  gold  to  the  reserves  even  at  the 
expense  of  running  down  stocks  of  commodities  ? — --Yes, 
I would  accept  that.  I mean  to  concede  that  in  what  I say 
here. 

9157.  But  you  would  argue  that,  if  the  country  is  not  in 
a d^erate  position  from  the  point  of  view  of  maintenance 
of  its  exchange  rate,  this  offsetting  point  in  the  stocks 
position  is  to  be  ri^oned  'quite  seriously  against  any 

gain  in  reserves  7 ^Very  much.  I would  say  that  the 

in>provement  that  you  .get  through  an  increase  in  the  gold 
holding  is  in  some  degree  illusory.  It  is  an  ilhision  that 
may  be  very  convenient  to  us. 

9158.  It  may  be  important  on  occasions? It  may  be 

import'ant,  like  a lot  of  other  illusions  connected  with 
money  ; but  it  is  O'lily  part  O'l:  the  picture,  and  one  h:i.s  it) 
recognise  that. 

9159.  Is  not  all  this  on  the  assumption  that  the  stocks 
position  is  almost  as  closely  controlled  as  the  gold 

position  by  the  monetary  stringency? It  is  on  the 

assumption  that  they  are  at  any  rate  negatively  correlated. 

9160.  Chairman  : I would  like  to  go  back  to  what  you 

said  about  the  wool  trade.  Have  you  had  personal  contacts 
in  Yorkshire  and  Lancashire  with  those  who  operate  the 
wool  trade  ? 1 have  some  slight  contacts  in  Yorkshire. 

9161.  I think  .you  spoke  of  them  as  treating  it  as  one 
of  the  facts  of  life  that  stockholdings  of  wool  were  sen.sitive 
to  credit  conditions.  Could  you  enlarge  on  that  a little  ? 
Do  they  in  fact  behave,  according  to  your  observation,  so 
as  to  respond  to  the  sensitiveness,  or  is  it  a sort  of  general 

theory  which  they  communicate  to  you  ? Perhaps  I put 

the  emphasis  in  the  wrong  place  in  saying  that  they  talked 
as  if  stock  positions  are  sensitive  to  credit.  What  I think 
they  are  inclined  to  say  more  is  that  the  .price  is  sensitive 
to  credit.  _ This  is,  after  all,  one  of  the  comra.odilies  for 
which  British  demand  is  a high  proportion  o.f  world 
demand.  I am  thinking  on  the  whole  or  people  who  have 
been  in  the  wool  trade  .since  before  the  statiilics  of 
stockholdings,  and  who  live  by  having  hunches  about 
the  price  of  wool.  I think  that,  in  so  far  as  they  arc 
aware  of  what  cconom'ists  .say  at  all,  'they  tend  to  accejDt 
.Sir  Ralph  Hawlrey’s  posHion  'about  this.  They  tend  to 
say  that  ultimately  the  price  (which  is  what  they  arc 
interested  n'n  ratheir  than  stockholdings)  i.s  sen.sitive  to 
monetary  policy,  and  that,  if  .the  price  of  wool  goc.s  bad 
on  than,  it  is  because  of  monetary  stringency. 

9162.  Sir  Oliver  Franks:  It  is  like  the  dinner-  at  Brad- 

ford when  I heard  people  say:  “If  only  we  had  not  got 
to  reckon  with  London  we  would  be  all  right.”? Yes! 

9163.  Professor  Cairncross:  Would  you  agree  that  the 

policy  of  holding  stocks  i,s  governed  more  by  the  expectti- 
tion  of  how  prices  would  move  than  by  the  rates  of  inter- 
est on  the  money  required  to  finance  the  stocks? Yes  ; 

but  a lot  of  them  are  dependent  on  getting  credit,  and  it  is 
not  so  much  the  rate  of  interest  they  have  .to  pay  but 
how  much  credit  they  can  get.  I think  they  recognise  that. 

9164.  Your  account  of  1951  rather  gave  one  to  under- 
stand that,  although  the  finance  requited  then  might  be 


perhaps  four  times  as  great,  it  was  not  the  difficulty  of 
getting  finance  that  prevented  them  from  buying  wool  but 

their  view  of  what  was  happening  to  price.s? 1 did  not 

mean  'to  say  that.  I cannot  really  pretend  that  I have 
very  close  knowledge  of  what  people  were  thinking  in 
the  wool  trade  in  1950,  but  my  general  impression  is  that 
in  'the  last  part  O'f  19.50  and  the  beginning  of  1951,  when 
wool  pricc.s  were  rising,  there  was  no  great  disposition 
in  the  wool  trade  to  think  that  this  was  wrong,  or  against 
the  order  of  na'turc.  or  something  that  they  ought  to 
speculate  against.  I do  nut  know  of  any  sentiment  of 
that  kind  that  would  entiroly  account  for  their  not  having 
joined  in  the  gc:icr:il  speculation  on  a permanent  rise  in 
wool  .prices.  Of  course,  some  people  did  .speculate,  and 
got  very  btidiLy  caugh'l. 

9165.  But  were  they  in  dilliculty  because  of  a lack  of 
finance  at  all  at  .that  time?  - ••  That  is  not  a thing  J want  to 
be  positive  about ; but  they  .talked  as  if  finance  was 
important. 

9166.  Profmvr  Sayers:  Hus  the  restriction  of  bank 
overdrafts  in  .the  last  year  or  two  been  alleged  as  a serious 
reason  of  ditlicully  in  buying  wool?- — -I  have  not  heard 
it  much  talked  ahturl. 

9167.  Have  ytni  noticed  any  change  in  the  wool  trade 
alleged  to  be  connecled  with  monetary  changes  .since 
Scplom'bcr,  19.57?  — I have  not  heard  it  particularly  con- 
iicoted  with  monetary  changes,  but  1 have  not  in  fact 
talked  much  to  wtwl  people  in  the  lu.st  year  or  so. 

9168.  Professor  Cairncross:  In  the  next  section  where 
you  are  dealing  with  rc-slriclion  of  profit  margins,  your 
main  point,  as  I understand  it.  is  that  a reduction  in 
demand  brought  about  by  monetary  policy  or  in  any  other 
way  would  bo  likely  to  react  on  profits  chiefly  by  ius 
impact  cm  the  utilisation  of  capacity,  and  that  the  change 
in  profit  margins  reckoned  in  relation  to  prime  costs  might 
be  expec-led  to  be  rather  .small?-  -—Yes. 

9169.  You  appear  to  draw  from  this  the  deduction  that 
depression  of  profit  margins  is  not  a very  promising 
melhod  of  attacking  inflalion.  Would  you  agree  that  there 
have  l>ecn  limes  in  the  po.si-war  iwriod  when,  there  has 
been  a change  in  the  general  atmosphere  of  inflalion  with- 
out much  change  either  in  profit  margins  or  in  activity? 
Was  there  not  a fairly  remarkable  change  between  1947 
and  1949  in  the  degree  of  inflalion  in  the  system,  without 

much  change  in  activity  or  unemployment? ^TTicrc  was 

indeed.  Various  ,rca.sons  can  be  given  for  that.  There 
was  a cessation  in  ilhc  rise  in  primary  prcxUict  prices  for 
a 'lime  after  the  aiHumn  of  1948;  and  there  wa.s  an 
agreement  'to  hold  wages  and  salaries  to  .some  extent, 

9170.  Bui  was  that  not  itself  facilitated  a little  by  the 
rehUiive  .stability  in  the  cost  of  living,  and  by  a change  in 

public  feeling  aboul  Ihc  amount  of  inflation? There 

was  certainly  a change  in  general  feeling  which  made 
possible  the  check  of  the  increase  in  incomes,  and  that 
was  helped  by  the  halt  in  the  cost  of  living  which,  in  turn. 
wa.s  due  to  some  extent,  I .suppose,  to  the  cessation  of 
the  rise  in  world  commodity  price.s. 

9171.  If  you  lake  .the  view  that  profit  margins  are  rather 
inflexible  downwards,  you  would  presumably  also  agree 
that  they  are  a little  inflexible  upwards  nowadays,  and 
that  therefore  'the  impact  of  an  increase  in  demand  tends 
to  be  in  longer  order  books.  May  it  not  be  a matter  of 
some  importance  whether  you  apply  pressure  to  demand 
so  as  to  reduce  the  length  of  order  books  without  neces- 
sarily affecting  the  profit  margins  or  the  degree  of  activity? 

It  may  be  a matter  of  great  importance  in  various 

ways ; it  may  alfcct  exports  and  all  sorts  of  things.  Is 
that  what  you  had  in  mind? 

9172.  Not  just  that,  but  also  what  you  say  in  your 
.section  on  wages  and  salaries.  If  order  books  are  shrink- 
ing does  that  not  have  an  effect  on  the  negotiating  position 
of  employers  and  employed?— /.on/  Harcourt:  Even 

though  there  is  at  that  stage  no  reduction  in  activity? 

I 'think  it  might,  but  how  much  it  is  very  ditficult  to  say. 
I do  not  scsi  a lot  of  indication  that  there  has  been  any 
very  .strong  influence.  It  seems  to  me  that  the  range  over 
which  the  prcs.sure  of  demand,  however  -it  is  measured, 
has  vnricxl  since  the  war  has  not  really  been  enough  to 
•show  any  very  great  effect  on  the  rate  of  wage  and 
.salary  linflation.  .Some  people  claim  to  be  able  to  see 
some  sort  of  relation  between  the  pressure  of  demand 
measured  dn  some  way  and  the  rale  of  inflation,  but  I 
must  oemfees  I cannot ; pediaps  I have  not  tried  hard 
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enough,  but  I just  do  not  see  any  oleat  relation  at  all. 
It  seems  to  mei  ithat,  i£  one  takes  this  absence  of  any  v«y 
dear  relation  since  the  wax  along  with  such  evidence  as 
there  is  'befoi'e  >tihe  war,  one  probably  would  not  expect 
the  wage  and  salary  inflation  to  be  checkied  to  any  great 
extent,  unless  the  slackening  of  effective  demand  is  very 
much  greater  than  anything  we  have  had  since  the  war. 

9173.  Professor  Cairncross'.  You  are  putting  two 
propositions  now.  One  is  ’that  you  judge  from  the  post- 
war reocwd  idhat  the  i^essure  of  demand  has  not  had  mudi 
effect  on  price  infla'flon ; and  the  other  is  that  it  has  not 
had  much  effect  on  costs,  and  there  you  are  fliinking 
particularly  of  wages  and  sdaries.  These  tiwo  propositions 

are  not  quite  the  same? 1 am  not  sure  that  I really 

meant  the  first  one,  I really  meanit  to  refer  to  cosIb,  and 
labour  costs  in  particular. 

9174.  Professor  Sayers:  When  you  say  towards  the  end 
of  your  third  section : — 

“ Nevertheless,  making  what  seem  to  be  reasonable 
allowances  for  this  the  lesson  of  inter-war  experience 
seems  -to  be  that  with  the  present  wage  fixing  machinery 
it  takes  a level  of  unemployment  far  above  anything 
we  lhave  experienced  since  the  war  ito  bring  the  rale  of 
increase  of  money  wages  to  equality  wiilh  the  rate  of 
increase  of  ;^yBd«fflJ  producftivi'ty  >per  man  ” 
what  level  of  unemployment  would  seam  to  you  to  be 

necessary  to  bring  about  this  equality? ^Thia  is  all 

honriibly  speculative.  If  one  looks  at  the  record  before 
the  war  iit  seems  that  rates  of  earnings  rose  faster  iffian 
labour  productivity  roughly  speaking  whenever  the 
unemployment  rate  was  less  than  about  10  or  12  per  cent. 
A lot  of  the  unemployment  at  that  time  was  concentrated 
in  particular  industnics  and  panlicivla'T  areas,  whwe  labour 
was,  so  to  speak,  trapped,  and  labour  mobility  between 
these  industries  and  other  industries  was  in  the  short  run 
very  low ; so  the  position  was  not  the  same  as  it  would 
have  been  if  unomploymcnt  had  been  spread  fairly  evenly 
over  the  whole  of  the  economy.  One  can  only  guess  what 
the  effect  of  that  is ; one  might  perhaps  discount  4 per 
cent,  out  of  that  10  or  12  per  cent,  for  the  extent  to 
which  unemployment  was  local  rather  ihiain  general,  and 
get  6 or  8 per  cent.  a.s  the  effective  level  of  unempdoyirijent 
which  was  cnitrcal  in  this  sense,  and  which  wenit  with  a 
rate-of  wage  inflation  about  equal  to  the  rate  of  increase 
of  pr^uctivily.  .Since  the  war  the  rate  of  increase  of 
productivity  has  been  higher  ; something  rather  over  2 per 
cent,  as  against  something  rather  over  1 per  cent,  per 
annum  before  the  war.  Titat  means  that  wc  can  tolerate 
a higher  rate  of  wage  increase  without  having  inflation 
of  unit  costs.  .So  it  seems  to  me  that  one  might  arrive 
at  something  like  4 to  6 .per  cent,  as  the  oiange  in  which 
one  'might  expect  to  find  the  cribioai  level  now,  judging 
from  pre-war  evenits  and  making  these  allowances.  This 
is  on  [fhe  assmuipLion  that  o.ther  things  ithat  make  for 
wage  inflation  are  not  stronger.  It  is  making  no  allowmce. 
for  instance,  for  any  change  In  the  strength  or  attitude 
or  expectatii'ons  of  trade  unions.  I should  'have  thought  it 
was  iSierefore  a minimum  estimaite  rather  than  a best 
eisbimate. 

9175.  Professor  Cairncross : On  the  other  hand  you  are 
working  on  the  .basis  of  pre-war  percentages  of  a group 
of  'insured  workers  which  has  been  expand^  by  about 
50  per  cent. ; and  the  expansion  has  been  in  groups  of 
labour  where  unemployment  is  normally  very  low.  So 
the  4 .to  6 pw  cent,  you  have  suggested  would  in  present 

day  terms  represent  something  like  3 to  5 per  cent.? 

One  would  certainly  have  to  make  some  allowance  for 
that. 

9176.  Professor  Sayers : I think  that  is  over-esrimating 
the  degree  of  unemployment  in  this  respect.  If,  for  the 
reasons  you  rightly  bring  forward,  we  .look  upon  .the 
years  from  1935  to  1939  •as  rather  odd,  we  have  experience 
of  a very  long  period,  before  1914,  between  the  wars  and 
after  1945,  from  which  it  seems  that  a level  of  unemploy- 
ment of  more  like  5 per  cent,  is  com.patible  with  no  rise 
in  wage  rates  at  all,  and  a level  of  uneapployment  of  about 
2 per  cent,  is  compatible  with  wage  increases  of  2i  per 
cent,  or  so.  Is  not  that  sort  of  range  very  different  from 

the  range  of  6 to  8 per  cent.? ^You  are  going  back 

a long  time. 

9177.  I am  going  back  a long  time;  'but  I am  also 

fitting  it  to  post-war  experience? Can  one? 

9178.  I agree  that  there  are  special  podi^  about  post- 
war experience : Professor  Cairncross  menttioiied  that  one 


would  eoepeot  the  unemploymeoit  percenitaiges  to  be  rather 
lower  ■today,  if  they  represented  the  same  sort  of  degree 
of  Uinemployment  over  the  whole  system  as  before  the 
war.  But  I wondered  whether  k was  just  those  ■special 
circumstance  of  the  thirties  that  made  wages  rise  more 
than  one  would  have  expected  at  that  time.  A great  deal 
of  this  argument  depends  on  the  interpretation  one  puts 

on  the  events  of  1934  to  1939? ^The  wage  chan'ges 

betwcMt  the  wars  are  odd  in  alU  sorts  .of  ways.  For  one 
thing  they  are  negatively  correlated  with  the  growth  of 
industry  ; that  is  very  strange  and  seems  to  me  to  suggest 
that  they  have  more  to  do  with  'bargaining  pO'Wer,  union 
activity  ■and  so  on,  than  with  the  level  of  effective  demand 
for  labour  in  a particular  industry.  This  seems  to  !n»  to 
be  rathra  symptomatic  on  the  whole  of  the  changes  that 
have  happened  since  before  19 14. 

9179.  So  your  position  really  is  not  just  that  it  takes  a 
level  of  unemployment  far  above  anything  we  have  experi- 
enced to  bring  the  rate  of  increase  in  money  wages  to 
equality  with  'ffie  rate  of  increase  in  productivity,  'but  that 
die  level  of  unemiploymeait  cannot  'be  related  to  greater 

wage  changes  in  any  predictable  way  at  all? have  not 

been  able  to  relate  it  f'W  the  post-war  period.  For  the 
inter-war  period  there  is  something  more  like  a relation. 
For  .the  period  (before  ,1914  there  is  some  sort  of  relation, 
though  not  terribly  good.  Since  the  war  another  variable 
has  probably  been  more  im'portant  than  the  level  of  un- 
employment : the  change  in  the  cost  of  living,  and  particu- 
larly the  changes  in  the  prices  of  imports,  These  have  been 
relatively  enormous  as  compared  with  most  inter-war 
experience. 

9180.  Looking  at  the  post-war  period,  if  one  abstracts 
from  the  years  in  which  those  changes  in  import  prices 
were  having  most  effect,  one  finds  that  in  1955  and  1956 
(the  .boom  years)  wage  rales  increased  by  7 to  per  cent. ; 
in  1953  and  1954  the  chan'ges  were  3 to  4i  -per  cent.  Does 
it  not  rather  suggest  that  the  pressure  of  employment 

opportunities  has  some  effect? ^The  biggest  .increase  of 

all  in  wages  .was  in  1951  and  1952  ; that  is  obviously  related 
to  the  price  rise.  1952  was  fairly  high  ; then  it  got  down 
to  about  3 per  cedk.  That  was  due  to  the  quke  impontant 
influence  of  ralber  a big  fall  in  impont  prices.  The  fall 
in  import  (prices  reduced  Ibe  .cost  ,of  the  national  ou;tput  by 
sometbdng  like  one-rtiiird  or  one-quarter  as  much  as  the 
inorease  in  British  incomes  put  it  up  by ; it  is  quite 
substaniial 

9181.  But  on  the  whole  you  are  rather  sceptical  about 
the  existence  of  an  interesting  relation?  You  have  put  it 
here  that  it  would  take  a level  of  unemployment  far  higher 
than  anything  we  would  tolerate ; but  you  are  in  fact 

rather  more  sceptical? am  sceptical  about  it.  I do 

not  think  that  there  is  enough  evidence  to  establish  any- 
thing like  oonifidence  on  the  matter,  'but  it  seems  to  me 
that  what  indications  there  are  point  the  way  I said. 

9182.  Professor  Cairncross:  If  you  think  that  unemploy- 
ment is  going  to  rise  next  year  as  compared  with  .this  year, 
does  that  modify  your  expectation  of  the  general  rise  in 

wages  to  be  anticipated  over  the  year? ^1  would  not 

regard  it  as  strong  compared  with  other  factors  that  I 
might  be  aware  of,  unless  I thought  that  the  rise  of  un- 
er^oyment  was  'going  ,to  'be  reaffy  rather  substantial. 

9183.  You  think  that  there  is  some  alternative  -way  of 

approaching  the  movement  of  wages  and  salaries ; that  is 
referred  to  in  your  last  sentence,  but  you  leave  it  rather 
vague.  Have  you  any  idea  how  you  could  predict  what 
might  happen  to  wages  and  salaries? "was  not  intend- 

ing to  refer  there  to  prediction.  I was  referring  to  policy. 

9184.  'But  if  you  have  control  you  have  a better  chance 

of  pr»3icting? 1 hope  there  may  be  a method  of  con- 

trolling the  rate  of  increase  in  wages  and  salaries  but  this 
is  not  a thing  that  I claim  to  have  any  strong  views  on. 
I do  not  claim  to  .have  any  confidence  that  there  is  a 
beautiful  solution-  to  be  found  torougb  some  accepitaWe 
method  of  control.  I do  not  take  the  optimistic  view  that 
all  problems  are  soluble. 

9185.  Your  emphasis  is  on  “it  is  to  be  hoped”? ^Yes. 

9186.  Professor  Sayers:  Your  scepticism  relates  to  the 
possdbihty  of  holding  back  costs  by  a relatively  sli^t  degree 
of  unemployment ; you  have  not  any  serious  doubts  about 
the  possibility  of  depressing  the  total  of  monetary  demand 

by  monetary  policy? 1 have  not  really  questioned  that 

very  much  here.  I was  not  meaning  to  assert,  and  I hope 
I have  not  given  that  impression  from  what  I have  said 
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this  afternoon,  that  monetary  policy  is  a very  powerful 
instrument  in  controlling  the  effective  level  of  demand.  It 
seems  to  be  that  it  has  many  weaknesses, 

9187.  In  your  section  about  the  effect  on  increase  of 
productivity  you  envisage  monetary  policy  as  having  the 

effect  reducing  investoneint  quite  serioudy? ^Yes.  I 

ana  not  so  much  intending  to  assert  that  monetary  policy 
can  easily  depress  investment ; I was  merely  intending 
to  say  that,  if  monetary  policy  is  applied  sufficiently 
vigorously  it  will  do  something,  and  that  one  thing  iit  will 
probably  do  is  to  depress  investment. 

9188.  But  is  that  true  if  it  does  not  'have  to  ‘be  carried 
to  the  point  of  producing  a great  deal  of  idle  capacity? 
If  ‘it  not  produce  idle  capacity  on  a large  scale,  if, 
that  is  to  say,  national  income  is  very  neaifliy  maintained, 
Chen  shoiitd  not  .the  resiit  of  monidtary  stringency  and  high 
level  interest  rates  be  that  the  level  of  investment  is  higher 
than  it  was  before,  not  Sower  ; thait  it  is  imerely  investment 
plans  that  are  out  and  that  realised  investment  is  higher 
than  before? — ^ am  not  quite  clear  that  I foU'ow  you, 
but  I th"TiV  that,  mless  monetary  policy  is  pushed  to  the 
point  where  it  does  do  something  considerable  to  the  level 
of  investment,  it  is  probably  not  doing  much  at  all. 

9189.  Professor  Cmrncross'.  Much  at  all  to  control  the 
movement  of  wages?— —Or  indeed  to  control  the  level 
of  flotal  effective  demand.  It  is  true  that  there  are  points 
at  which  it  is  ^ective-  It  is  to  some  degree  effective  on 
consumers’  expenditure  now  if  it  is  applied  the  right  way. 

9190.  Professor  Sayers:  The  effect  is  likely  to  be  a 
depression  of  consumers’  expenditure,  in  so  far  as  it  has 
any  effect? — — 'Yes. 

9191.  And  the  effect  on  the  investment  side  is  in  the 

first  place  to  out  invesJtment  plans? ^Yes. 

9192.  And  these  two  effects  together,  if  they  are  not 
carried  so  far  as  to  pr^oduce  a substa.ntjal  reduction  of 
national  income,  will  mean  that  there  are  not  as  many 
bottleatecks  as  beifore,  that  (he  total  level  of  produotion 
is  almiost  maintained,  while  the  level  of  oonsuimption  falls 

the  levd  of  investment  has  risen  ; is  that  not  right? 

You  seem  to  me  to  assume  that  there  are  a lot  of  bottle- 
necks ; more  bottlenecks  than  I think  we  have  really  hod. 

9193.  I am  assuming  that  total  demand  is  not  com- 
pressed to  such  an  extent  as  to  pnoduce  idle  capacity ; 
that  is  to  say,  that  the  level  of  production  remains  almost 
as  hi^  as  before.  You  have  agreed  that  in  so  far  as 
it  has  any  effect  on  oonsumption,  the  effect  is  a rednjc- 

tion;  is  rvot  ilhe  rest  investimenit? Yesi;  but  then  you 

have  assumed  that  nothing  much  happens  to  income. 

9194.  But  this  is  on  the  asssumption  rtihat  (hero  is  exces- 
sive total  demand  at  the  beginning? ^I  do  not  really 

think  that  excessive  total  demand,  is  our  trouble.  If  we 
were  in  a situation  of  the  sort  that  we  were  in  at  the 
end  of  the  war,  then  I 'think  tthat  the  case  you  make 

be  a very  solid  one,  but  I do  mot  'think  we  have 
been  in  that  sort  of  situation  since  about  1948  or  1949. 

9195.  This  is  a description  of  the  situation  in  which 
people  were  saying  ithat  too  much  investment  was  being 

start^,  and  too  little  investment  being  acoomplished? 

Yes. 

9196.  Professor  Cozrncrojj:  When  you  say  you  do  not 
think  we  have  ‘been  m that  sitiuatioo,  wtot  do  you  think 

then  is  the  explonation  of  the  inflation  since  1952? 

I think  that  it  is  mostly  an  inflation  of  wages  and  salaries. 
I think  it  arises  from  the  fact  that  there  is  not  equilibrium 
in  she  market  for  labour,  but  there  is  equilibrium  by 
ordinary  standards  in  the  market  for  finished  goods. 
Ccmditions  in  the  two  groups  of  markets  are  nof  rthe  same. 

9197.  But  if  there  is  a high  demand  for  goods  surely 
that  becomes  automatically  reflected  in  hi^er  earnings? 
^Yes. 

9198.  Does  that  not  react  on  the  willingness  of 

employers  to  graJiit  increases  in  wage  rates? should 

agree  that  inflation  in  the  market  ^r  finished  goods  will 
produce  inflation  all  along  the  line.  One  will  probably 
be  able  to  see  what  is  happening  by  looking  at  profits ; 
there  will  probably  be  an  increase  in  profits. 

9199.  Even  though  profit  m‘argins  are  ‘being  held  fixed 

by  custom  or  for  some  other  reason? ^I  dio  not  claim 

that  profit  margins  are  absolutely  fixed,  though  I think 
that  they  are  relatively  insensitive.  There  would  probably 
be  some  mdication  of  an  increase  in  ptx>fiit  margins  if 


there  was  a substantial  amounlt  of  excess  demand  in  the 
ma-iket  f^or  finished  goods.  la  those  circumstances  wages, 
with  the  kind  of  wage-fixing  system  that  we  have,  would 
certainly  foll^ow  suit.  They  might  lag  behind,  but  there 
would  1m  a rise  in  wages.  But  it  seams  to  me  that  wc  were 
too  hopeful.  We  thought,  perhaps  not  unreasonably,  that 
if  we  suppresssed  ai  excess  demand  for  finished  goods,  we 
should  dien.'  have  steady  prices.  The  fact  seems  to  be 
that  we  do  not.  We  have  an  uipiward  creep  of  wages  and 
salari'es,  which  gets  financed  in  various  ways,  partly  by 
the  oreati<m  of  credit  in  which  tlie  banking  system  is 
largely  passive,  though  we  have  seen  in,  recent  years  to 
what  a very  large  ex(en.t  it  can  be  financed  just  by  fuller 
use  of  ithe  existing  stock  'Of  money,  the  velooi'ty  of  circula- 
tion being  a ‘highly  variable  thiing.  If  one  has  -that  situation, 
and  one  has  the  kinds  of  rigidity  that  I think  existed, 
one  cannot  stop  this  upward  creep  of  wages  and  salaries 
by  monetary  means  without  doi^  something  fairly  drastic, 
something  which  will  reflect  fairly  drastically  on  the  level 
of  emijfioyment  on.  the  degree  -O'f  utilisation  of 
capacity.  This  seems  to  me  to  be  the  nature  of  our 
diffioul'ty. 

9200.  Would  you  find  it  inconsistent  wi-th  your  explana- 
■ti'On  that  ‘Ihe  pressure  of  demand  has  been  su'oce^ul  in 
drawing  into  the  labour  market  very  large  niumibers  of 
people  over  the  lasit  few  years  who  'before  the  war,  or  even 
immediately  after  the  war,  did  not  find  employment? 

1 do  not  think  that  is  inconsistent  with  the  picture. 

It  is  a mitigating  factor,  and  a very  important  (me. 

9201.  Professor  Sayers:  Surely  it  is  a symptom  of  the 
increasing  pressure  of  total  demand  that  has  been  created 
by  this  continuing  rise  in  the  prices  of  finished  goods. 
There  has  been  ■incentive  to  go  on  producing  more  and 
more,  and  produce  machines  for  making  more  and  more, 
and  there  has  been  this  bottleneck  of  plans  which  has 
resulted  in  ‘putting  up  of  labour  ‘prices  by  more  and 
more  earmings  being  paid  out.  More  and  more  people 
‘have  been  drawn  into  the  labour  market  at  high  cost. 
Is  that  not  a situation  in  which  a rise  in  investment  may 
well  have  been  comipatiblc  with  rising  interest  rates,  and 
a situation  in  which  investment  might  be  raised  even 

furliher  by  a further  rise  in  intere.st  rates? It  is  true 

that  if  there  had  not  been  so  much  demand  for  finished 
goods  there  would  not  have  been  so  much  bidding  up 
for  wages.  T think  there  is  some  connection  between 
the  ifwo.  In  particular  I think  there  is  a conneotnon  be- 
tween the  amount  of  effective  demand  and  the  exftent 
to  which  earnings  cre^  up  in  relation  to  wage  rates. 
One  can  see  that  that  is  rather  sensitive;  since  the  war 
it  has  shown  itself  to  be  rather  semsitive  to  changes  in 
the  pressure  of  effectiivo  demand.  But  that  does  not 
seem  to  me  to  be  a very  big  part  of  the  picture.  The 
push  of  wages  and  salaries  from  below,  so  to  speak, 
seans  to  me  to  be  on  the  evidence  we  have  discussed 
(■perhaps  rather  slight  evidence,  but  still  such  evidence 
as  there  is)  fairly  insensitive  to  the  precise  level  of 
effective  demand,  unl^ess  effective  demand  has  really 
become  very  low ; bu't  that  push  seems  to  me  to  be 
more  mportant  than  the  pull  which  is  clearly  relatable 
to  the  variations  in  the  level  of  effective  demand. 

9202.  Professor  Cairncross:  Let  us  take  the  extreme 
case  in  which  profit  margins  are  absolutely  fixed.  Is  there 
any  distinction  in  your  mind  between  the  two  situations? 
Any  movement  in  prices  must  be  reflected  in  costs  and 
wages,  and  I would  have  thought  that  it  then  becomes 
ai-most  meaningless  to  distinguish  between  the  push  and 
the  puff?  You  lay  a lot  of  emphasis  on  profit  inflation? 

^I  iffuink  ihat  is  .the  only  indication  you  will  get  of  a 

“ pa'll  ” as  distinct  from  a “ pudi  ”. 

9203.  But  if  a change  in  demand  shows  itself  primarily 
in  the  movement  of  order  books  and  not  in  profit  margins, 
then  the  distinction  we  are  drawing  seems  to  me  to 

become  rather  metaphysical? am  not  sure  that  I 

would  agree  that  that  is  so.  The  question  is  whether 
wages  and  salaries  can  go  on  pushing  up  even  if  order 
books  are  not  very  long.  My  suspicion  is  that  they  would 
go  on  pushing  up  even  if  order  books  were  not  very 
long,  in  fact  even  if  there  was  very  appreciable  excess 
capacity. 

9204.  In  section  4 you  lay  emphasis  on  the  way  in 
which  a reduction  in  the  rate  of  investment  may  slow 
down  the  rate  of  increase  in  productivity.  You  take 
this  as  a positive  relationship  where  you  speak  about  the 
delay  in  the  application  of  technical  improvement.  Else- 
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w-here  you  do  not  take  this  necessarily  as  a positive 
relationship.  You  refer  to  the  experience  of  the  United 
States,  and  suggest  that  there  have  been  periods  o^f  high 
unemploymenit  when  there  have  been  quite  high  rates 
of  productivity  growth.  How  seriously  do  you  take  the 

positive  relationship  between  the  two  factors? 1 think 

that  in  the  last  resort  it  is  bound  to  be  a positive  relation- 
ship, but  it  seems  to  me  ihere  must  be  a fairly  wide  range 
over  which  other  things  are  more  important  in  affecting 
productivity  than  the  amount  of  investment. 

9205.  You  agree  that  there  are  many  forms  of  technical 

progress  that  do  not  involve  capital  investment? 

Indeed  yes. 

9206.  And  these  may  be  accelerated  in  conditions  of 

stable  prices,  or  even  falling  prices? Some  of  them 

seem  to  be.  It  seems  that  one  source  of  increase  of  pro- 
ductivity is  at  work  in  depression,  because  there  is  a 
great  incentive  to  cut  costs,  and  inefficient  firms  go  out  of 
business,  and  quite  another  source  at  work  in  times  of 
what  is  generally  called  a shortage  of  labour.  It  may 
be  that  somewhere  in  between  there  is  just  the  minimum 
tendency  towards  tedhoioal  progress.  One  can  quote 
instances  that  seem  to  support  all  tWs ; ‘but  in  -the  last 
resort,  if  there  is  very  little  investment,  the  amount  of 
technical  progress  one  can  have  ia  very  strictly  'limited, 
if  there  is  a lot  of  investment  there  can  hardly  help 
being  a considerable  increase,  at  any  rate,  in  productivity. 
The  picture  seems  to  nse  'to  be  one  where  periods  ^ 
labour  shortage  and  high  investment  are  on  tlie  whole 
the  periods  of  the  fastest  increase  in  output  per  man ; 
but  about  the  other  periods  'the  findings  are  Jiot  quite 
so  clear.  The  relation  is  not  so  clearly  'positive  when 
yiOU  compare  depres-sions  with  periods  of  modenue 
prosperity. 


9207.  May  I put  the  alternative  suggestion?  _ Would 
you  agree  that  in  periods  when  in  any  given  industry 
output  is  rising  rapidly  productivity  is  also  rising,  irre- 
spective of  whether  investment  is  still  occurring  as 

rapidly,  or  not  quite  so  rapidly? am  not  sure  about 

the  “irrespective”  clause,  thou^  I can  see  that  pro- 
ductivity can  go  up  either  when  one  ds  working  towards 
the  fuller  use  of  capacity  or  when  one  has  an  increase  of 
investment. 

9208.  Sir  Oliver  Franks:  I have  just  one  general 
point  I would  like  to  follow  up.  There  have  been  a 
num'ber  of  rises  in  the  rate  of  interest  in.  the  last  three 
and  a half  years.  I think  it  would  foIl'OW  from  a good 
part  of  your  paper  that,  if  we  were  looking  simply  at 
the  internal  effects  on  'the  economy,  we  should  at  least 
have  grave  doubts  whether  they  were  rightly  designed,  or 
whether  they  would  have  the  required  effects.  If  you 
look  instead  at  the  external  scene  and  the  problems  which 
have  arisen  there,  would  you  say  that  the  movements  of 
the  rate  of  interest  have  been  reasonable  and  justified,  or 
■would  you  say  that  the  same  condemnation  holds  for  both 

aspects? 'I  suppose  on  the  whole  they  have  been 

motivated  much  more  by  external  'than  internal  considera- 
tions, in  so  far  as  the  two  can  ibe  separated  ; and  they 
seem  to  have  had  some  effectiveness  externally,  although 
I 'Would  stiH  say  that  it  is  a pity  that  we  have  to  do  thi.s. 
It'rtiay  Ibe'ineivitable,  but  it  is  a pity. 

9209.  You  mean  that  it  may  be  inevitable  on  external 

grounds,  but  we  have  to  pay  a price  in  going  without 
desirable  thiags_  at  home? It  is  inevitable  in  the  circum- 

stances that  exist.  One  can  imagine  circumstances  being 
changed. 

Chairman:  I think  that  brings  us  to  the  end  of  our 
questions.  Thank  you  very  much,  Professor  Brown.  We 
are  very  much  obliged  to  you. 


{The  witness  withdrew.) 


Sm  Ralph  Hawtrby,  C,B,,  F.B.A., 

9210.  Chairman:  Sir  Ralph,  thank  you  very  much  for 
your  memorandum*.  We  have  all  read  it,  and  there  arc 
one  or  two  questions  arising  out  of  it  which  we  would 
like  to  put  to  you,  if  we  may.  We  should  like  to  start 
in  the  reverse  order,  as  it  were,  by  going  through  a theme 
upon  which  you  elaborate  'from  paragraph  62  onwards, 
under  your  heading  of  Foreign  Exchange  Value  of  the 
Money  Unit.  I know  it  is  a theme  with  which  you  have 
been  very  much  associated,  and  we  would  like  you  to 
enlarge  upon  some  aspects  of  it  for  us.  Proifessor 
Cairncross,  would  you  like  to  begin  with  one  or  two  ques- 
tions on  that? — Professor  Cairncro.ss:  Sir  Ralph,  is  it  still 
your  view,  as  put  to  us  in  paragraph  71,  that  British 
exports  arc  substantiailly  under-priced?—- — Sir  Ralph 
Hawtrey:  Yes. 

9211.  You  would  argue  that  that  has  'been  true  all  along 

ia  the  1950s? It  has  'been  true  ever  since  1949,  but  to  a 

gradually  and  slowly  diminishing  extent,  because  British 
costs  have  been  rising  a 'little  faster  than  American  costs. 

9212.  You  make  the  com'parison  with  American  costs ; 
but  would  you  hold  that  they  are  under-priced  in  relation 

to  the  exports  from  other  countries  as  well? ‘No,  I 

think  that  the  German  money  unit  is  practically  as  much 
under-valued  as  the  pound  sterling.  In  many  ways  I think 
it  is  more  correct  to  say  that  it  is  the  American  dollar 
which  is  over-valued,  rather  than  'that  the  German  and 
British  money  units  are  under-valued.  That  is  why  it  is 
possible  to  have  'per  cent,  unemployment  in  America 
and  2 per  cent,  unemployment  in  England  and  Germany. 

9213.  I am  not  clear  frc«n  your  exposition  here  what 
you  think  to  be  the  appropriate  action  ‘to  take  in  those 
circumstances.  Are  you  advocating  in  this  memorandum 

that  we  should  have  a fluctuating  rate  of  exchange? 

A fluctuating  rate  of  exchange  ia  absolutely  unavoidable 
unless  our  money  unit  is  tied  up  with  the  American  dollar 
and  with  gold.  If  it  is  absolutely  tied  up  by  a fixed  rate 
of  exchange,  then  we  must  face  the  subsequent  fluctuations 
in  money  values  and  unemfdoyment.  If,  on  the  other 
hand,  there  is  to  be  a policy  of  stabilising  wages  or  stab- 
iliang  prices,  for  example  by  limiting  the  rise  in  wages 
to  the  rise  in  productivity,  in  that  case  we  must  have 
a fluctuating  rate  of  exchange  with  the  currency  of  any 
country  which  does  not  adopt  a similar  system. 
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called  and  examined. 

9214.  Supposing  other  policies  continued  as  they  have  in 
the  ‘past  few  years,  would  you  expect  the  pound  to  hold  to 
a fairly  fixed  relationship  to  the  dollar,  or  what  kind  of 

variation  in  its  value  wooild  you  think  permissible? ^ne 

cannot  forecast  the  fluctuations  to  be  allowed  for.  It  is  a 
matter  of  guesswork  what  the  equilibrium  level  of  the 
pound  sterling  would  ‘be.  One  would  have  to  make  suit- 
able assumptions  about  the  imovement  of  British  wages  and 
prices  In  order  to  make  the  comparison,  and  any  calculation 
of  that  kind  'is  purely  hypothetical. 

9215.  -Would  you  have  the  Bank  of  England  or  the 
Exchange  Equalisation  Account  intervening  to  limit  the 

range  of  fluctuations? ^Not  necessarily  to  limit  them  at 

ail,  I tWnk  the  right  procedure  would  be  for  the  Bank 
of  England  to  consider  daily  if  necessary,  or  at  any  rate 
at  suflicientiy  short  intervals,  having  regard  to  wages  and 
cost  conditions  at  home  and  abroad,  exactly  what  rate  of 
exchange  for  the  moment  was  consistent  with  the  policy 
which  had  been  adopted,  Having  arrived  at  a figure  for 
today,  or  this  week  or  this  month,  which  would  not  neces- 
sarily be  a published  figure,  they  would  adhere  to  it  in 
purchases  and  sales  of  fordgn  money  and  gold,  and  they 
would  vary  it  as  often  as  might  be ; but  the  ultimate  effect 
of  that  would  'be  that  the  pound  sterling  would  be  the  stable 
currency  in  terms  of  wealth,  and  any  foreign  money  that 
wanted  to  ‘be  stable  on  its  own  account  could  attain  stability 
by  merely  having  a fixed  rate  of  exchange  with  Great 
Britain. 

9216.  You  appear  to  assume  that  if  prices  were  held 

steady  in  this  country  and  held  steady  in,  let  us  say,  the 
United  States,  the  sterling  rate  ought  then  to  remain  un- 
changed?  Substantially  I think  that  is  true,  subject  to 

certain  reservations  and  corrections.  There  are  various 
economic  forces  at  work  which  mav  alter  the  proper  rela- 
tion of  one  money  unit  to  another  ; but  given  that  we  adopt 
an  internal  stabilisation  policy,  which  is  apparently  the 
policy  of  the  Government,  then  we  must  adapt  the  rate  of 
exchange  to  that  policy. 

9217.  Suppose  that  the  policy  is  to  convert  what  was 
before  the  war  an  unfavourable  balance  of  payments  into 
a substantially  favourable  balance  of  payments,  and  that 
in  the  meantime  there  has  been  a great  reduction  in  our 
hoidings  of  foreign  assets.  May  that  not  imply  a very 
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substantial  change  in  the  terms  on  which  and  the  rates 
of  exchange  at  which  this  country  can  conduct  trade  with 

the  rest  of  the  world? ^That  has  to  be  allowed  for.  It 

is  rather  an  intricate  problem.  I have  just  completed  a 
paper  about  that  for  the  Council  on  Prices,  Productivity 
and  Incomes.  The  Council,  in  their  first  report,  criticised 
my  view  that  the  pound  is  under-valued,  on  the  ground 
that  the  loss  of  external  income  has  been  so  heavy  that  a 
very  large  adjustment  in  the  rate  of  exchange  ought  to  be 
necessary.  Against  that,  in  the  first  place  I think  that,  in  a 
country  whose  exports  are  mainly  manufactured  goods,  the 
important  thing,  in  order  to  increase  exports,  is  usually  to 
get  a footing  in  the  export  markets.  Of  course  it  is  essential 
to  suit  the  needs  of  your  export  markets,  to  have  goods  of 
good  quality,  and  to  sell  the  goods  at  competitive  prices. 
But  I do  not  think  there  is  any  reason  to  suppose  that, 
provided  we  have  adequate  time  to  adjust  our  industry 
to  our  export  markets,  any  large  adjustment  in  our  rate 
of  exchange  is  necessary.  We  started  off  adapting  our 
export  markets  after  1945  and  we  have  been  expanding 
our  exports  pretty  steadily  ever  since;  they  are  now 
double  what  they  were  in  1946.  I should  say  we  have  had 
plenty  time  to  adapt  our  production  to  the  export 
markets.  Then  you  will  observe  that  the  argument  about 
the  under -pricing  of  exports  is  based  upon  a comparison  of 
the  price  index  of  British  manufacturers  and  the  price 
index  of  the  American  manufacturers  back  to  1938.  Sub- 
stantially, the  under-valuation  amounts  to  19  per  cent. ; 
I think  the  statistics  support  that  figure.  In  that  calcula- 
tion all  the  figures  are  the  actual  prices  at  which  manufac- 
turers are  selling ; if  the  effect  of  this  enormous  expansion 
of  exports  has  been  to  attract  'into  the  export  trade  pro- 
ducers of  high  cost,  that  wdl  be  reflected  in  the  statistical 
calculation. 

9218.  Is  it  not  almost  inevitably  reflected?  You  are  not 
trying  to  suggest  to  us  that  our  competitive  position  in 
foreign  markets  'is  quite  independent  of  the  price  we  charge 

for  our  manufactures? No.  I say  ■that  we  ai'e  dharg- 

ing  something  far  below  a competitive  price.  I am  now 
arguing  'that  Ihe  calculadon  that  arrives  at  this  19  per 
cent,  allows  for  special  effort  that  has  been  made  to 
bring  high  cost  manufacturers  into  the  export  market.  If 
you  suppose  that  a rise  in  the  rate  of  exchange  or  a rise 
in  wages  had  the  effect  of  excluding  'the  high  cosit  manu- 
facturer, dien  the  extent  'to  which  the  prices  of  the  rest 
can  be  raised  is  all  the  greater : if  you  exclude  the  high 
cost  manufacturer  from  this  19  per  cent.,  the  under- 
valuation for  all  the  rest  is  not  19  per  cent,  but  perhaps 
20  per  cent,  ■or  21  per  cent,  on  the  assumption  that  there 
are  a substantial  num.bra'  of  high  cost  producers  involved. 
I am  not  at  all  sure  that  'there  are ; 1 ithink  it  is  quite 
likely  that  British  manufacturers,  as  a whole,  have  adapted 
themselves  so  succe^uUiy  that  a rise  of  costs,  within  this 
limit  of  19  per  cent.,  would  not  cause  any  great  loss  of 
exports. 

9219.  Are  you  suggesting  to  us,  as  I think  is  implied  in 
your  memorandum,  that  our  exports  are  very  insensitive 
to  cost,  and  that  our  competitive  position  'is  not  very 

likely  to  'be  altered  by  increases  of  export  prices? 

I am  not  saying  that ; they  are  highly  sensitive.  That  is 
why  industry  is  so  much  over-employed,  and  there  is  a 
shortage  of  labour  and  excessive  overtime.  Export  busi- 
ness is  so  sensitive  to  price  that  it  gets  over -loaded  with 
orders  when  its  cost  is  19  -pec  cent,  'too  low.  The  effect 
of  raising  Bnitish  costs  in  due  proportion  would  be  simply 
to  relieve  industry  of  this  state  O'f  over-empdoyment  and 
scarcity  of  labour  and  the  excessive  use  of  overtime. 

9220.  Are  you  suggesting  that  an  increase  of  20  per  cent, 
in  the  price  of  British  exports  would  currently  have  very 

little  effect  on  the  volume  of  exports? ^I  inust  make 

a reservation  there.  Since  this  was  written  the  American 
recession  has  developed.  If  American  costs  were  in 
equilibrium  with  the  flow  of  money  between  the  dollar 
area  and  the  rest  of  the  world,  then  I would  say  that  the 
costs  of  British  exports  could  be  raised  by  the  full  20 
per  cecijt.  without  any  appreciable  loss  of  business.  But 
the  situation  in  America  now  is  very  different,  and  it  is 
quite  possible  that  the  increase  in  costs  would  reach  its 
limit  at  15  per  cent,  or  even  10  per  cent.  One  could  only 
tell  by  trying. 

9221.  IMay  I go  back  to  an  earlier  point  which  you 
WKe  making  to  us?  I had  the  impression  that  you  thought 
that  the  Bank  of  England’s  appropriate  criterion  in  seeking 
to  regulate  ithe  rate  of  exchange  was  to  compare  the 
movement  either  of  domestic  prices  here  with  dcanestic 


prices  abroad  or  to  compare  our  export  prices  with  the 
export  prices  of  other  countries,  and  that  it  should 

maintain,  that  relationship.  Is  that  correct? The 

important  thing  lis  costs,  not  prices.  The  key  figure  is  the 
wage  index ; I think  the  average  'hourly  earnings  figure 
is  the  best  to  go  by.  I would  also  say  that  the  immiediate 
aim  of  credit  regulation  should  be  just  maintaining 
full  employment,  so  that  with  our  existing  wage  levd 
our  credit  system  should  be  such  that  the  price  level, 
the  profl't  level  and  the  flow  of  money  should  all  be  con- 
sistent wilih  full  employment  at  that  wage  level.  That  does 
not  absolutely  secure  stable  wages  or  stable  prices.  Under 
that  system  wages  may  be  rising,  though  so  long  as  there 
is  nothing  in  the  monetary  system  that  directly  encourages 
the  rise  O'f  wages,  I should  ithink  that  the  rise  of  wages 
would  not  be  very  great  or  very  rapid.  But  those  are  the 
considerations  which  the  Bank  should  have  in  mind  in 
determining  'both  its  credit  policy  and  the  rate  of  exchange 
to  ibe  allotted. 

9222.  Docs  not  this  leave  the  balance  o-f  paymeiLts 
completely  >out  of  the  picture? ^Thc  balance  of  pay- 

ments is  secured  automatically.  The  balance  of  payments 
depends  on  preventing  excess  spending.  So  long  as  there 
is  no  excess  spending  there  will  be  no  cxceas  imports. 
In  spending  I include  capital  outlay  as  well  as  consump- 
tion spending. 

9272.  You  are  'putting  to  us  that  the  balance  of  pay- 
ments will  very  soon  'become  adjusted  to  the  relationship 
between  wages  and  ether  costs  here  to  wage.?  and  costs 

abr-oad? ^ long  as  a tight  hold  is  kept  on  the  supply 

of  money  a favourabde  balance  of  payments  can  be 
secured.  When  I say  “a  tight  hold  on  'the  supply  of 
money  ”,  I do  not  mean,  by  that  necessarily  dear  money  or 
a high  Bank  Rate,  but  quantitatively  a tight  hold  on  the 
supply  of  'money.  If  itJie  total  of  bank  assets  is  kept 
down,  if  necessary  by  funding  operations  or  by  budget 
surpluses,  so  that  the  total  supply  of  money  is  not  suffi- 
oieat  to  ca^rry  on  business  olherwiisc.  there  will  h&  a 
favourable  balance  of  payments,  and  gold  and  dollars  will 
be  acquired.  The  money  reserves  will  automatically 
increa.se  if  ithere  is  a scarcity  of  money,  as  they  have  in 
Germany  at  .the  'present  time ; the  favourable  balance  of 
payments  in  Germany  is,  in  my  opin'ion,  due  to  ithe  fact 
that  the  supply  of  money  in  Germany  has  been  kept  down 
ever  since  the  monetary  reform  of  1948.  I should  perhaps 
say  sinoa  1950,  because  their  bank  advances  rose 
immediatdly  after  the  reform.  The  result  has  been  the 
accumulation  of  a very  big  monetary  reserve, 

9224.  Chairman:  Sir  Ra'lph,  you  have  told  us  that  in 
your  view  the  pound  is  under-valued  in  relation  to  the 
dollar.  I think  you  added  that  you  did  not  think  it  was 
under-valued  in  relation  to  other  currencies,  such  as  that 

of  Western  Germany? 1 cannot  say  that  I have  studied 

the  cost  position  of  countries  other  than  Western  Germany. 

9225.  If  we  had  a position  in  which  the  pound  was 
tied  to  the  dollar,  would  not  our  position  be  very  depen- 
dent upon  whether  other  currencies,  which  m'ight  be 
under-valued,  were  also  tied  to  the  dollar?  .Would  not  our 

balance  of  payments  be  in  great  danger? 1 think  not, 

because  the  increase  in  exports  which  a country  can  gain 
by  under-valuing  its  exports  is  limited.  When  'there  is  a 
genera.1  state  of  unenTpIoyment  as  in  1930,  a country 
which  heavily  under-values  its  money,  as  Japan  did,  t^es 
away  a lott  of  business  from  the  rest  of  the  world ; but 
when  there  is  a general  position  of  full  employment,  or 
at  any  rate  when  countries  with  under-valued  money 
units  are  fully  employed  or  indeed  over-employed,  the 
threat  to  production  in  other  countries  ceases.  Now 
Germany  has  recenfiy  reached  that  po.sition.  Apart  frojn 
the  periods  of  seasonal  unemployment,  unemployment  in 
Germany  has  fallen,  as  it  has  here,  below  2 per  cent.  That 
means  that,  whaitevar  prices  the  German  exporters  sell  at 
and  however  low  their  cost,  there  is  a limit  to  the  extent  to 
which  the  quantitative  threat  to  their  exports  can  be 
serious.  I can  imagine  a stale  of  things  in  which  the 
standard  by  which  to  determine  whether  our  money  was 
over-valued  or  under-valued  would  cease  to  be  gold  or 
American  dollars  ; they  could  be  left  on  one  side  to 
make  what  they  could  of  the  situation,  and  the  standard 
of  measurement  would  automatically  be  other  industrial 
countries  such  as  Germany.  That  is  a perfectly  possible 
situation. 

9226.  Sir  John  Woods:  I look  at  this  purely  from  a 
worm’s  eye  view,  in  relation  to  one  industry  which  you 
may'  or  may  not  regard  as  being  a high  cost  industry. 
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America  is  easy  as  far  as  I am  concerned,  and  Germany 
is  very  difficult ; but  there  is  a great  deal  of  competition 
of  a very  severe  kind  from  Switzerland,  Sweden,  Belgium, 
Italy  and  France.  I think  the  Chairman’s  poinit  is  very 
relevant  in  relation  to  those  other  continental  countries 
wbioh,  in  heavy  engineering  anyway,  arc  serious  competi- 
tors of  this  country.  I do  not  observe  that  their  cur- 
rencies are  over-valued  by  reference  to  sterling  ; therefore, 
would  we  not,  in  that  very  im:porlant  sector  of  Britleh 
exports,  tend  to  lose  a great  deal  if  we  re-valued  sterling 

upwards  and  those  other  countries  did  not? think 

that  is  quite  possible.  I have  thought  for  some  time 
past  that  a propr  solution  would  be  for  the  Americans 
to  devalue  their  dollar.  As  I say,  I have  not  really 
studied  the  cost  situation  in  these  other  countries:  the 
statistics  are  not  so  easily  available.  The  principle,  I 
think,  remains  perfectly  clear:  that  we  are  suffering  from 
all  the  sympatoms  of  a heavily  under-valued  money. 
Exactly  what  the  position  with  other  countries  may  be 
requires  to  be  investigated.  1 would  not  dispute  your 
poini ; I do  not  pretend  to  have  all  the  sitalistical  infor- 
mation at  my  disposal  to  give  a fully  reasoned  answer. 

9227.  Professor  Cairncross:  If  the  pound  was  free  and 
the  Bank  of  England  were  a^ed  whether  action  was 
needed  to  support  the  rate,  or  to  allow  it  to  fall,  your 
view  appears  to  be  that  the  Bank  should  look  to  what 
I should  regard  as  long-term  factors ; that  is,  the  current 
cost  relationship  bdlween  this  country  and  other  counttuee. 
Would  you  hold  to  that,  even  though  the  movement  of 
the  balance  of  payments  miight  be  very  strongly  in  the 

opposite  direertion? T would  not  regard  any  arbitrary 

change  in  rales  of  exchange  as  a proper  way  of  dealing 
with  the  balance  of  payments.  If  an  adverse  biilancc  of 
payments  is  caused  by  excessive  costs,  then  of  course  the 
right  remedy  is  devaluation ; but  if  it  is  not  due  to  that 
but  to  something  else,  then  the  right  remedy  is  probaWy 
some  moneilary  measure  to  stop  excess  spending. 

9228.  Suppose  there  are  struatural  changes.  Suppose, 
for  instance,  we  were  to  become  more  dependent  on 
exports  or  to  become  less  capable  of  sustaining  the 
balance  between  exports  and  imports  which  is  needed 
to  maintain  our  stability ; how  then  would  you  expect 

the  rate  of  exchange  to  behave? A structural  change 

like  that  is  in  essence  a rise  of  cost.s,  which  is  properly 
dealt  with  by  a depreciation  of  the  exchange. 

9229.  Professor  Sayers-.  Stiroly  that  would  nbt  show 
itself  in  the  sort  of  figures  you  have  been  looking  at? 

1 contemplate  a Bank  of  Enghind  that  continues 

alfways  on  the  alert,  in  very  dose  loxtch  with  industrial 
conditions  at  home  and  abroad.  It  is  for  them  to  diagnose 
the  situation  and  to  say  what  Ihe  proper  remedy  is  when 
things  go  wrong  in  any  wtiy.  I do  not  think  that  one 
can  provide  any  rule  of  thumb,  or  any  simiple  statistical 
test,  by  which  one  can  say  exactly  what  measures  ought 
to  be  adopted. 

9230.  Professor  Cairncross : But,  to  put  the  proposition 

to  you  in  those  terms,  if  the  Chancellor  of  the  Exchequer 
is  under  pressure  as  to  what  to  alter  in  order  to  gain  a 
much  more  favourable  balance  of  paymcnls  so  as  to  have 
capital  to  employ  abroad  on  a larger  scale  than  in  the  past, 
and  if  at  the  same  time  this  is  likely  to  mean  a marked 
change  in  our  exports,  i.s  it  sufficient  to  put  pressure 
through  the  monetary  system  on  domestic  demand,  or  do 
you  not  think  it  might  be  necessary  to  have  some  adjust- 
ment in  the  exchange  rate  to  improve  the  position  of  British 
exports? Not  necessarily.  I think  that  if  the  Govern- 

ment want  to  stimulate  investment  abroad  the  essential 
condition  is  to  increase  savings  so  an  to  provide  a margin 
available  for  investment  abroad  ; otherwise  they  can  only 
provide  a margin  for  investment  abroad  by  reducing  invest- 
ment at  home. 

9231.  That  might  be  one  of  the  pre-conditions,  but 

would  it  be  sufficient  >U)  caisurc  that  British  exports  under- 
went the  expansion  which  was  called  for? ^No,  it  might 

be  wasted  at  home ; but  I suppose  if  the  Government  are 
trying  to  direct  and  plan  industry  in  the  economic  system 
they  may  have  to  discriminate  in  some  way  between  two 
channels  of  investment.  If  they  want  particularly  to 
encourage  investment  abroad  and  the  investor  is  not  doing 
what  they  want,  I suppose  they  have  to  take  measures  to 
discourage  investment  at  home. 

9232.  If  the  foreign  situation  was  to  move,  it  might 
imply  an  extension  in  our  share  of  the  world  market  in 


manufactured  goods  'from  20  per  cent,  to  22  or  23  per 
cent.  Do  you  think  that  could  be  brought  about  without 

a relative  change  in  the  price  of  British  exports? ^Yes ; 

I think  there  is  a paralla,  on  a smaller  scale,  to  the  situ- 
ation which  I referred  to  at  the  beginning,  about  a loss 
of  external  income.  An  increase  in  external  investment 
has  to  be  met  in  the  same  sort  of  -way  as  a loss  of  external 
income.  I pointed  out  earlier  that  it  was  extremely  likely 
that  the  process  of  adapting  export  trade  to  the  new 
situation  with  the  increased  export  surplus  would  involve 
a certain  amount  of  time  in  which  traders  had  to  adapt 
themselves  to  new  markets  and  to  find  out  how  ito  use 
productive  resources  in  the  most  suitable  manner,  which 
is  the  same  point  as  with  the  loss  of  external  investments. 
There  might  then  be  an  interval  running  to  quite  a few 
years,  in  which  substantially  one  might  say  that  our  costs 
were  excessive,  because  the  effect  the  situation  that  I 
have  described  would  be  that  we  had  to  draw  excess  cost 
or  high  cost  producers  into  our  export  markets.  But 
whenever  one  gets  that  kind  of  dislocation  one  always 
has  to  be  on  the  look  out  for  the  kind  of  trouble  we 
have  been  suffering  from  in  the  last  ten  years ; that  is 
to  say,  we  may  ibe  losing  more  from  the  under-pricing 
of  exports  than  we  lare  galn,ing  from  the  increase  in 
volume.  At  the  preseaTt  time  I suppose  we  are  subsiffiang 
forei'gii  consumers  to  the  tune  of  hundreds  of  millions 
a year  through  our  under-pricing  of  exports. 

9233.  It  would  be  your  view  that,  if  the  pound  were  left 

free,  it  would  undergo  considerable  appreciation? 

“ Left  free  ” is  a dangerous  eepression.  At  the  present 
time  we  are  still  suffering  from  the  official  view,  accepted 
in  all  circles,  that  the  'pound  is  not  under-valued  and  that 
iherciforc  any  increase  in  wages  will  cause  either  unem.ploy- 
incnt  or  a devaluation.  There  has  therefore  been,  under- 
lying the  exchange  'markct.s  and  financial  .markets  all  over 
lire  world  an  assumption  lhal  it  i.s  possible  that  the  British 
Government  and  their  advisers  may  be  right,  and  specula- 
tion ag4bin.st  the  pound  is  for  this  reason  likely  to  be 
profitable.  That  has  suffered  a set-back  by  ithe  nise  in  Bank 
Rato  last  year.  Ono  may  say  ithal  a free  pound  would 
IJTobably  rise.  It  :is  very  odd  that  the  persdsteait  offloia'l  view 
that  we  cannot  afford  any  rise  of  wages,  whan  everybody 
knows  that  there  is  going  to  be  a rise  of  wages,  lias  not 
carried  more  weight. 

9234.  Are  you  saying  that  the  rate  of  exchange  is 
governed  not  ju-st  by  real  factors,  such  as  cost  relationships, 
but  al-so  by  the  wei.ght  of  propaganda  that  a Government 

can  bring  to  bear  in  its  favour? 1 do  not  call  it 

propaganda:  it  is  what  the  Government  regard  as  an 
icsccrtaiinmcnt  of  the  economic  fads,  and  as  sufllcienlly 
based  for  them  to  ba.se  their  whole  wages  policy  upon  it. 
'I’hat  carric.s  weight  in  the  calculations  of  the  people  who 
have  to  deal  in  foreign  exchange,  They  give  weight  to  the 
Government’s  warnings  that  we  arc  on  the  verge  of  a 
devaluation  of  the  pound. 

9235.  Professor  Sayers:  When  the  International  Mone- 
tary Fund  was  set  up,  It  was  intended  that  it  should 
include  among  its  officers  people  whose  business  it  should 
be  to  study  the  relationships  between  various  currencies 
and  who  .should,  by  their  objective  and  international 
enquiries,  help  to  form  international  opinion  on  an  objec- 
tive basis  on  these  questions.  On  your  view  has  not  the 
I.M.F.  failed  grievously  in  not  having  formed  world 

■opinion  correctly  on  the  value  of  sterling? It  is  very 

sud,  but  I have  been  almost  a lone  voice  for  many  years 
on  this  subject ; all  the  expert  opinion  that  the  Government 
could  rally  would  be  in  favour  of  their  present  view.  iMr. 
Harrod  has  taken  a similar  view  lo  mine ; the  only  other 
supporter  that  I could  name  is  the  Governor  of  the  Bank 
of  England,  who  announced  a couple  of  years  ago  that 
the  .pound  was  still  under-valued  ; but  apart  from  that,  any 
kind  of  advice  that  any  international  body  or  department 
could  ask  for  would  probably  have  been  just  what  all 
governments  have  been  thinking  over  the  last  ten  years  : 
that  the  pound  has  been  on  the  verge  of  another 
de-valuation. 

9236.  Would  you  not  agree  that  it  was  one  of  the  pur- 
poses of  the  I.M.F.  “to  form  world  opinion  on  just  such 

questions  as  these? 1 do  not  know.  That  may  have 

been  announced  as  part  of  their  intentions.  If  so,  I should 
put  very  great  faith  in  their  proceeding,  since  they  now 
have  Dr.  Per  Jacobsson  'in  charge  of  their  affairs.  I should 
think  diat  hi»  guidance  would  be  entirely  on  the  right 
lines. 
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9237.  Professor  Cairncross  : In  paragraph  88  you  say 
(that,  nf  world  deflation  on  'the  scale  of  the  early  1930s  were 
repeated  at  some  future  time,  there  would  be  no  hesitation 
im  devaluing  die  pound  at  an  early  stage.  Would  you 
aigree  that  2 there  was  to  be  a resumption  of  a world 

depression  it  would  be  appropriate  to  devalue? ^Yes  : 

there  is  no  doubt  that  the  authorities  would  do  that  if 
anything  like  tte  situation  of  1931  recurred. 

9238.  Would  you  approve  or  not? It  would  be  a 

disastrous  blunder  to  let  the  situation  recur.  If  the 
authorities  adopted  the  kind  of  plan  of  stabilisation,  that  I 
recommend,  it  never  could  recur,  at  least  in  this  country. 
Of  course,  if  the  recession  in  the  United  States  developed 
into  that  kind  of  horror  I should  be  all  in  favour  of 
eventually  devaluing  the  .pound.  It  would  be  necessary  in 
order  to  maintain  fuH  employment. 

9239.  Even  though  no  change  took  place  in  cost  relation- 

? ^/Werican  costs  might  become  enormously 

excessivein  relation  ItOfthe  flow  of  money, as  at  the  present 
time  they  ate  evidently  no  longer  in  equilibrium. 

9240.  If  America  entered  a depression,  what  would  be 

your  principal  reason  for  devaluing  the  pound? ^The 

avoidance  ^ unemployment.  If  we  found  our  employ- 
mejit  going  up  to  7^  per  cent.,  like  the  Americans,  or  even 
a great  deal  dess  than  that,  even  to  4 per  cent.,  I would 
take  drastic  measures.  This  is  hypothetical  : I could  not 
say  exactly  what  calculations  of  the  rate  of  exchange  would 
be  appropriate.  It  is  one  thing  to  have  an  linstrument  of 
stabilisation  infull  operation  with  the  necessary  dose  obser- 
vation  of  the  rate  of  exchange  day  by  day  and  week  by 
week  ; it  is  quite  another  thing  to  have  a rate  of  exchange 
tied  fixedily  to  the  American  dollar,  and  then  suddenly 
to  wake  up  to  the  fact  that  that  is  going  to  let  us  in  f-cff 
a depression  of  enormous  magndtiude. 

9241.  So  that  in  extreme  circumstances  you  would  break 

the  normal  relation^p  with  costs  ? es,  if  you  take 

cosItB  as  the  test ; that  is,  of  'Course,  on  the  assumption  that 
the  foreign  costs  are  in  equilibrium.  Substantially  that 
has  been  so  until  recently  in  America,  apart  from  the 
set-back  in  1949.  But  as  soon  as  the  costs  in  t'he  country 
that  is  being  taken  as  a standard  are  themselves  out  of 
equiilihrdum,  the  calculation  has  to  be  revised. 

9242.  Not  necessarily,  however,  proportionate  to  the 

reduction  in  costs  in  that  country  ? It  is  very  difficult 

'to  say,  from  the  purely  statistical  point  of  view,  exaedy 
what  the  dasparitiy  is.  In  1932,  for  example,  it  was  possible 
to  say  that  prices,  in  terms  of  gold,  had  fallen  by  more 
than  half  and  that  the  world  depression  was  due  'to  that 
fact ; but  in  point  of  fact  that  is  a very  unsatisfactory 
calculation,  because  the  index  includes  prices  of  manu- 
factures, which  cannot  fal  apprecdably  /bdow  costs  (indeed 
can  hardly  fall  as  low  as  costs)  along  with  prices  of  primary 
prirfuots,  which  may  fall  to  one-ilenth  of  what  ithey  were 
under  the  influence  of  a drop  in  demand  and  inelastic 
supply. 

9243.  Chairman  : There  is  another  point  on  which  we 
wanted  some  help  from  you,  Sir  Ralph:  what  is  your 
attitude  towards  the  budgetary  instrument  ? In  paragraph 
56  you  introduce  the  view  that  for  the  purpose  of  stoipping 
inflation  budgetary  action  is  not 'easily  made  effective. 
You  say  that  a budget  surplus  does  not  necessarily  have 
any  deflationary  effect ; and  you  go  on  to  give  possible 
uses  of  the  budget  surplus.  In  paragraph  57  you  say  that 
it  cannot  be  relied  upon  to  stop  inflation  because  it 
cannot  work  its  effect  in  a short  period.  Professor  Cairn- 
cross,  would  you  like  to  put  one  or  two  points  on  this  ? 
— Professor  Cairncross:  It  is  not  apparent  to  me  why 
you  do  not  treat  a budget  surplus  as  reacting  on  demand  in 
the  way  in  which  I think  most  economists  assume  it  does. 
You  say  that,  if  the  budget  surplus  is  used  to  redeem  debt 
In  the  hands  of  investors,  it  merely  adds  to  the  resources 
of  the  investment  market.  If  you  chose  to  redeem  debt, 
might  'that  not  go  to  finance  outlay  that  would  have  taken 

place  in  any  event? A country  cannot  have  oapi’tal 

outlay  in  excess  of  available  saving.  If  it  does,  there  is 
excess  spending  and  inflation  and  an  unfavourable 
b^nce. 

9244.  Professor  Sayers:  But  that  is  just  what  we  may 
have  alt  some  times.  Suppose  that  in  .that  situation  a 
budget  surplus  is  created  by  an  act  of  policy,  would  that 
budget  stirpius  help  to  reduce  the  level  of  internal  demand 

and  so  .to  restore  these  various  equilibriums? ^Yes ; 

but  if  the  surplus  is  used  to  redeem  investments  in  the 


fiands  'Of  'the  public,  'Ihait  adds  to  flie  resources  the 
public  for  capital  oull'ay  just  what  has  been  taken  away, 
and  there  is  no  need  for  reduolion  an  their  outlays. 

9245.  Professor  Cairncross:  But  wiilhout  a surplus  you 
would  add  still  more,  because  then  the  capital  outlay 
would  have  to  bo  financed  by  the  Government  out  of 
additional  money? — Professor  Sayers:  We  ore  concern^ 
not  with  the  fact  that  we  have  a surplus,  but  with  the 
decision  that  -was  taken  to  create  a surplus ; this  act  of 
creating  a surplus  removes  from  some  people  their  caipacity 

to  demand  goods  and  services  to  a certain  extent? ^Then 

the  surplus  lis  used  to  redeem  debt  in  the  hands  of  investors, 
and  the  investors  receive  the  spending  power  lhat  the 
consumers  gave  up.  The  effect  may  be  to  reduce  con- 
sumption and  increase  capital  outlay,  but  'On  balance  the 
total  a'mount  of  spending  is  not  altered. 

9246.  The  total  lamounit  of  .spending  is  not  altered,  as 
you  have  desenibed  ithe  'procedure ; but  T thought  it  was 
of  the  'essence  of  your  case  ithat  'lit  'is  not  so  mtich  the 
stock  of  money  as  the  flow  of  money  that  matters,  lhat 
it  is  the  effojtnve  'd'Crri'and  for  gocxls  and  services  that 
dotenminos  the  inflationary  pressure.  If  some  people  find 
thait  itheiir  income  after  tex  is  reduced  by  the  'amount  which 
totals  up  to  'llhe  budget  surplus  created,  by  a decision  of 
Che  Chaocollor,  then  is  not  the  flow  of  m'onoy  dei'nanding 

goods  nind  services  in  excihange  reduced  by  lhat  act? 

Yes,  but  when  the  miioney  comos  into  the  hands  of  the 
investors  it  starts  on  its  course  again,  so  the  flow  of 
money  remains  undiiminishod.  1 agree  that  tihcrc  might 
be  a short  interval  in  ■whi'Ch  the  money  os  held  idle,  and 
imtervals  are  'Often  very  .importian)!. 

9247.  Is  not  ihat  absoiutoly  critical? It  seems  to 

me  that,  particularly  •at  the  lime  at  whida  its  purpose  is 
to  stop  infla'tion,  one  effect  of  .inflation  is  to  create  an 
unsatMed  demand  for  capital  outlay.  There  is  inflated 
demand  'and  'therefore  a desire  on  ihe  pant  of  producers 
to  extend  their  productive  capacity,  and  a consequential 
pressure  iOn  (the  capilal  market.  If  at  a ‘time  like  lhat 
re.'JOUTCQs  lin  ithe  hands  'Of  (investors  'are  increased,  the  money 
is  iik'ely  lo  be  limmediaitely  devoted  ito  capital  ouflay. 

9248.  Professor  Cairncross : There  is  no  incroase  in  the 
rosouirees,  surely.  In  the  ‘hands  of  the  linveslotrs?  They 
are  'being  'given  'money  'In  'place  'of  debt ; they  could  get 

th'at  money  'by  selling  the  debt  at  any  (time? ^Yes,  but 

then  som'abody  lias  to 'buy  it. 

9249.  That  may  affect  'the  'rate  of  interest,  but  it  is  an 
operation  in  which  it  would  be  possible  for  them  to  indulge 

freely? ^The  (total  resources  available  to  the  cairital 

market  aa'e  incr<sis(id  by  die  amount. 

9250.  Professor  Sayers:  But  the  outlay  of  the  capdital 
market  was  not  being  constricted  by  the  stock  of  money. 
You  'ha've  agreed  lhat  it  is  the  flow  Hiat  matters,  not  the 

slock? ^But  this  money  is  flowing  from  the  Government 

to  the  investors,  and  the  investors  do  not  want  to  hold 
it  idle. 

9251.  Professor  Cairncross:  Can  'lihey  nol  go  and  buy 

a debt? 'Provid(ed  they  can  find  a seller,  but  the  seller 

will  then  have  ithe  (money  and  want  ‘to  do  something 
with  ithait. 

9252.  Professor  Sayers:  But  nothing  'has  adtered  to  give 

them  any  'inconrtive  to  spend  Ihe  tolal  amount  lhat  was 
knocked  off  ocensumption  spending  by  ‘the  act  of  redemp- 
lioii? ^I  agree  that  lit  r^uces  capilal  outlay  or  con- 

sumption spending  ; but  I would  like  to  proceed  to  another 
point  which  I dhink  may  help  to  clear  ‘this  up.  The 
alternative  to  redeeming  debt  in  the  hands  of  investors 
is  redeemine  debt  in  'the  hands  of  Ihe  banks.  If  the 
Government  'redeem  debt  'in  the  hands  •of  the  banks,  and 
the  banks  are  not  disposed  lo  encourage  credit  expansion 
(if,  that  is  to  say,  the  hanks  are  not  at  cross  purposes 
with  the  Governm'en'L  when  it  is  time  to  stop  inflatiion), 
in  that  case  the  surplus  is  used  lo  extinguish  money, 
and  the  flow  of  money  is  to  that  extent  stopped.  I have 
been  'laying  stress  on  the  contrast  between  that  procedure, 
wlhere  the  Government  uses  its  taxing  power  to  extingui^ 
money,  and  'the  other  case  where  it  simply  passes  all  its 
money  to  a different  class  of  spenders. 

9253.  Professor  Ccirncrojj:  May  we  take  it  in  con- 
junction with  what  you  say  in  paragraph  50 : “ It  is  when 
a part  of  Government  expenditure  is  financed  by  the 
banks  through  increased  holdings  of  Treasury  bills  or 
other  Government  securities  that  excess  spending  occurs  ’ . 
This  seems,  to  me  at  any  rate,  to  mean  that  you  lay 
all  your  emphasis  in  tb'ia  passage  on  an  increase  in 
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money  supply  as  being  inflationary.  It  seems  to  me 
equally  that  in  the  passage  we  are  looking  ut  in  para- 
graph 56  the  disilinotion  which  you  draw  is  based  on  the 
fact  that  in.  one  case  ithe  money  supply  expands,  whereas 
in  the  other  case  it  does  not.  But  you  have  already  in 
an  earlier  passage  told  us  thait  it  was  not  just  the  money 
supply  that  nna'Ltered,  'but  the  flow  of  money ; that  is, 
it  is  open  to  the  Government,  'by  redeeniing  debt  in  what- 
ever form  it  chooses,  to  keep  the  money  supply  constant. 
If  it  does,  'then  would  you  agree  that  a budget  surplus 
does  exercise  a deflationary  effect? — ' — A budget  surpius 
which  is  applied  to  exldiKgu'ishing  money  does  have  a 
deflationary  effect  provided  that  Che  banks  are  not  aoting 
at  cross  purposes  and  ^timiulating  the  creation  of  money 
to  fill  the  gap. 

9254.  Or  if  the  pulblic’s  atlilude  towards  money  and 
debt  is  calculated  to  preserve  constancy  of  spending? — ' — 
I am  not  supposing  anything  ito  alter  ■'&.e  public’s  attitude 
towards  money  and  ddbt  by  the  act  of  redemptnon ; 
investments  are  not  ail  in  the  form  of  debt.  I have  been 
assuming  that  the  invesCor  is  somebody  who  likes  to  draw 
an  income  from  his  capital.  When  debt  is  redeemed  he 
ceases  to  draw  an  inowne  from  it;  therefore  he  is  imme- 
diately on  the  look  out  for  an  alternative  means  of  draw- 
ing aji  income. 

9255.  Chairman : But  <the  Government  can  only  redeem 

its  own  debt? ^Yes,  that  is  true;  still,  there  are  plenty 

of  Government  securities  in  the  hantSs  of  a very  wide 
variety  of  investors. 

9256.  Professor  Cairncross\  The  reason,  for  pressing 
you  on  this  is  thait  as  you  put  'it  in  your  memorandum 
you  seem  to  'be  drawing  a distinction  between  what  the 
GovernmeniL  oan  do  'Uhrough  the  budget  and  what  it  oan 
do  through  monetary  policy ; 'but  I am  not  clear,  after 
listening  to  the  discussion  in  the  last  few  minutes,  whether 

you  think  this  is  an  important  distinotion  or  not? >1 

think  'that  what  is  imiportant  is  what  I say  in  paragraph 
57 : “ The  principal  reason  why  a budget  surplus  cannot 
be  relied  on  to  stop  Inflation  is  that  it  cannot  ■work  its 
effect  in  a short  ^period.  Nhjt  can  it  be  promptly  stopped 
when  dnflationi  ds  yielding  place  .to  deflation”.  That 
brings  my  account  of  this  into  relation  with  one  of  the 
principal  recommendations  of  Bank  Rate  policy:  that 
Bank  Rale  oan  be  allcred  to  any  extent  at  short  intervals, 
can  be  used  as  a weapon  in  a very  short  period,  and  can 
stop  lin  the  initial  stages  any  .undesirable  tendency  towards 
inflation  or  deflation.  Fiscal  .poiioy  cannot  do  that. 

9257.  Professor  Sayers'.  I thought  you  argued  that  a 
Budget  surplus  docs  have  an  imm^iale  effect  on  reducing 
the  flow  of  money  in  exchange  for  goods  and  services. 
You  went  on  to  ar^e  ithat  this  will  subsequently  be  offset 
by  an  e?^ansion  of  oapital  spendiing,  and  so  on  ; butt  did 
you  not  agree  that  .the  effect  of  a 'budget  surplus  was  to 
reduce  the  flow,  that  'is  to  say,  iio  produce  a quick  effedt? 

May  I suggest  that  we  lake  a more  realistic  view  of 

what  a budget  surplus  is?  Suppose  a budget  surj>lus  of 
round  alxrut  £500  million  a year ; the  immediate  impaot 
is  to  withdraw  £li  mdlllon  a day  from  the  public.  I 
spoke  of  an  interval  possibly  being  important ; the  interval 
may  be  just  a separate  interval  for  each,  day’s  surplus 
spread  over  several  months.  The  budget  surplus  starts 
>some  time  in  the  financial  year,  and  it  only  has  a serious 
effect  on  rthe  amount  of  outlays  In  the  course  of  months. 
The  whole  thing  is  a gradual  process. 

9258.  Professor  Cairncross:  Your  principal  emphasis, 

however  is  on  paragraph  57,  where  you  are  taking  the 
view  that  Government  can  do  very  little  through  taxa- 
tion or  expenditure  in  the  short  period?  In  fact  I think 
you  went  further,  and  said  ■that  they  could  not  do  any- 
thing inside  the  year? Of  course,  they  ■rouM  have  an 

interim  budget ; and  there  have  been  various  proposals 
put  forward  for  using  taxes  that  can  be  adjusted  at  short 
intervals,  though  I do  n'Ot  think  any  of  them  get  over 
my  objection  in  paragraph  57.  One  'is  to  have  a sales 
tax  that  can  be  adjusted  at  i^ort  intervals ; another  is 
to  adjuA  the  “ Pay  As  You  Earn  ” deductions ; or  again 
to  adjust  the  nation^  insurance  contributions.  Many 
things  of  that  kind  can  be  done  at  pretty  short  intervals 
without  seriously  contravening  constitutlonaL  procedure 
for  finance. 

9259.  Why  do  you  not  think  that  would  have  an  effect 

in  the  short  period? None  of  them  would  be  anything 

like  Bank  Rate  in  the  delicacy  of  action.  Incidentally, 
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I do  not  think  that  'the  public  can.  be  relied  upon  to 
accept  a 'big  increase  in  the  fiscal  hutden,  whatever  form 
it  takes,  merdy  because  the  Governor  of  fihe  Bank  of 
En^and  thinks  that  the  tendency  is  towards  inflation,  and 
that  in  'the  course  of  two  or  three  years’  time  there  may  be 
such  a rise  in  prices  that  the  consumer  will  be  very  much 
annoyed  by  it ; I do  not  think  in  a situation  like  that  you 
would  be  aible  to  get  a Government  to  make  'the  necessary 
increases,  whereas  Bank  Rate  can  be  put  up  without 
consulting  anybody,  and  kept  up  just  long  enoU'gh,  with 
no  serious  detriment  to  anyb^y  concerned. 

9260.  Chairman : Does  not  that  imply  a freedom  in 
the  central  bank  ,to  take  its  measures  for  an  economic 
purpose  which  it  'foresees,  independently  of  the  political 

action  which  the  Government  itself  would  support? 

That  is  the  system  w©  are  work'ing  under  at  the  present 
time.  Of  course  the  Governor  is  a servant  of  the  Govern- 
ment, and  presumably  the  Government  could  overrule  him 
when  he  recommends  a rise  of  Bank  Rate ; but  it  is  not 
as  if  a rise  of  .Bank  Rate  was  going  to  evoke  popular 
opposition  in  the  same  way  as  a rise  of  sales  tax  or 
“Pay  As  You  Earn.” 

9261.  Is  not  the  operation  of  the  Bank  Rale  very  much 
a subject  of  public  controversy  today? — ' — Yes  ; it  is  very 
much  a matter  of  controversy  because  it  is  'believed  that 
the  effect  of  a high  Bank  Rate  is  to  reduce  demand.  If  it 
is  a 'purpose  of  high  policy  to  reduce  demand,  then  the 
complaints  of  a high  Bank  Rate  ought  not  to  weigh  very 
much.  I think  that,  'Whereas  Bank  Rate  was  under  a 
cloud  until  last  Sefitamiber.  most  people  would  now  admit 
that  it  does  do  its  job  and  .that  we  have  got  a favourable 
balance  of  payments  and  a favourable  rate  of  exchange. 

9262.  We  have  touched  on  a topic  which  is  not  dealt 
with  in  your  paper.  With  all  your  experience  inside  the 
Treasury,  and  observing  the  monetary  field,  have  you  any 
views  al»ut  the  right  rolation,  in  the  kind  of  stale  we 
live  in,  'between  the  Government  on  one  side  and  the 
central  bank  on  the  other?  You  have  seen  two  systems 
at  least  in  operation,  I suppose,  at  any  rate  in  form  ; what 

would  you  say  about  the  way  to  work  the  relationship? 

It  is  important  to  have  a clear  policy,  so  that  the  Bank 
of  Engiland  knows  what  it  is  aiming  at.  Given  -that  policy, 
it  should  be  given  a free  hand,  as  a general  in  the 
field.  I do  not  think  that  the  Government  ought  to  bother 
about  technicalities  of  credit  control,  just  as  a Government 
does  not  bother  about  the  technicalities  of  the  Inland 
Revenue.  The  , Inland  Revenue  knows  all  the  intricacies 
of  the  law  and  administration  of  income  tax,  and  goes 
ahead  with  it ; things  only  come  up  to  the  Government 
where  some  grievance  arises  and  someone  is  suffering 
from  something  which  is  alleged  to  be  against  policy.  If 
the  Bank  of  England  'Were  given  a jterfeotly  free  hand  in 
credit  policy,  there  might  be  occasions  on  which  .there 
would  be  coropla'ints  to  the  Government ; but  if  the  Bank 
knows  its  job  it  would  have  a good  answer  to  them,  just 
as  in  general  the  'Inland  Revenue  has  a good  answer  to 
comlpIain^s. 

9263.  Do  you  think  that  credit  policy  can  be  separated 
from  the  operation  of  the  credit  instruments  as  clearly  as 
your  answer  is  rather  suggesting?  lOnce  the  Bank  has 
been  given  its  political  directive,  such  as  a general  in  the 
field  is  sometimes  allowed  to  receive,  can  the  Bank  be 
left  on  iLs  own  responsibility  to  choose  the  instruments 

and  how  they  are  to  be  worked? Yes  ; but  of  course 

it  is  absolutely  essential  that  the  Government  should  also 
play  the  game.  If  the  Government  staxts  some  infla- 
tionary or  deflationary  policy,  it  must  do  that  at  any  rate 
in  consultation  with  the  Bank,  so  that  they  shall  not  be 
at  cross  purposes.  An  example  of  that  is  the  relation  of 
funding  operations  to  the  30  .per  cent,  liquidity  ratio  which 
the  banks  are  at  'present  m^ore  or  less  committed  to  follow- 
ing. Funding  may  have  the  effect  -of  reducing  the  supply  of 
Treasury  B'ills  and  making  it  difficult  or  perhaps  impos- 
sible for  the  banks  to  adhere  to  the  30  per  cent,  liquidity 
ratio.  If  there  are  not  enough  Treasury  B.ills  to  go  round, 
they  may  fail  to  attain  it.  Whenever  the  Government  is 
engaging  in  funding  operations  or  in  the  redemption  of 
Treasury  Bills  or  any  similar  operation,  or  even  in  a 
policy  of  budget  surplus  or  defidt,  in  all  those  things  it 
would  undoubtedly  have  to  consult  with  the  Bank  of 
England  and  see  to  it  that  it  was  not  putting  difficulties 
in  the  Bank’s  way.  To  that  extent  there  would  have  to 
be  very  intimate  relations  between  the  Bank  and  the 
Treasury.  That  is  largely  a realm  with  which  Parliament 
does  not  interfere  ; Parliament  never  has  very  much  interest 
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in  funding  and  debt  policy.  The  Treasury  as  a department 
would  have  a .pretty  free  hand  to  make  arrangements  with 
the  Bank.  Sometimes  there  might  be  a conflict  of  interest, 
in  the  sense  that  payment  of  a hi^  rate  of  interest  on 
Treasury  Bills  mi^t  'be  inconvenient  for  budgetary  pur- 
poses. 'Matters  of  that  Wnd  would  arise,  and  in  the  last 
resort  that  kind  of  question  would  have  to  oome  up  before 
the  Chancellor  of  the  Exchequer  and  the  Ca-binet.  But, 
given  a well  understood  and  wise  policy,  I think  all  such 
questions  could  be  settiled  without  any  very  great  difficulty. 

9264.  Sir  John  Woods-.  Let  us  suppose  that  the  Bank  has 
been  given  a directive  that  all  .policy  is  to  be  directed 
towards  attaining  stability  of  ptices,  but  without  the  risk 
of  severe  unemployment.  Would  it  .be  your  view  that  the 
Bank  of  England  should  then  be  entirely  free  to  do  what 
it  liked  with  Bank  Rate,  even  without  oonsul'talion  with 

the  Government? .1  think  that  in  practice  consultation 

would  ibe  a matter  of  course,  but  I do  not  think  consul- 
tation ought  to  mean  interference  with  the  discretion  of 
the  Bank,  unless  some  real  point  of  difficulty  turns  up. 

9265.  Might  there  not  be  a real  point  of  difficulty  in 
that  context?  A numiber  of  .people  in  this  country  might 
think  that  having  a Bank  Rate  as  high  as  the  one  we 
had  in  September  does  seriously  threaten  employment?- — 
I think  ffiat  the  price  stabilisation  you  suggest  would  on 
the  whole  secure  full  omj>loymen.t,  but  I should  quite  agree 
that  there  are  eases  in  which  it  would  not.  For  that 
reason  I have  for  a long  time  advocated  not  a stabulisation 
of  prices  but  a stabilisation  of  the  wage  level ; that  is  to 
say,  monetary  policy  should  .be  such  that  it  never  by 
itself  requires  any  change  in  the  wage  level 

9266.  I was  not  meaning  to  raise  that  question  on  its 

merits  ; I was  merely  saying  fliat  from  the  Government  s 
point  of  view  there  are  many  .people  who  distrust  the 
use  of  high  interest  rates  as  being  a threat  to  employment. 
Therefore  it  seems  to  me  politically  difficulty  for  a 
Government  in  that  area  to  leave  the  carrying  out 
of  policy  entirely  to  the  Bank’s  discretion? 1 was  sug- 

gesting, by  way  of  reply  to  that,  that  in  preference  to  a 
stabilisation  of  prices,  which  might  involve  unemployment, 
I would  have  stabilisation  of  wages,  which  would  mean 
that  monetary  policy  was  so  framed  as  to  keep  the  ilow 
of  money  just  at  the  .point  of  securing  full  employment 
with  the  existing  wage  level.  If  that  were  the  instruction 
to  the  Bank  of  England,  .there  could  only  be  unemployment 
through  failing  to  carry  .the  dustructiona  out.  1 do  not 
mean  to  say  that  that  would  not  sometimes  occur ; after 
all,  unemployment  is  sometimes  brought  about  by  other 
causes  than  money. 

9267.  Professor  Cairncross : Sir  Ralph,  you  refer  several 
times  to  excess  spending,  and  the  discussion  of  dt  runs 
right  Ihrou^  your  memorandum  ; how  do  ;^ou  judge  when 

there  is  excess  spending? ^There  are  various  symptoms. 

One  is  the  adverse  balance  ; if  there  is  an  adver.se  balance, 
that  in  one  form  or  another  necessarily  means  excess 
spending. 


(Adjourned  until  Friday, 


9268.  Even  if  'there  is  a depression  abroad?  Are  there 
not  exceptions  'to  this? — —Excess  spending  in  a sense  is 
rather  a relative  term.  If  'there  lis  a depression  abroad  and 
our  ‘poMcy  is  to  adjust  conditions  here  to  conditions  abroad, 
then  so  long  as  .there  is  excess  spending  delaying  the 
appearance  of  toe  depression  here,  that  is  a fault  in  the 
carrying  out  of  'the  policy. 

9269.  I am  not  putting  the  question  to  you  as  a matter 
of  terminoloey,  but  rather  'to  find  out  what  symptoms 
you  would  regard  as  calling  for  action.  You  seem  to 

identify  excess  spen.ding  with  inflation,  very  largely? 

Yes. 

9270.  What  arc  the  symptoms  that  you  would  have  the 
Bank  of  England  look  at  carefully  in  deciding  when  to 

modify  credit  .policy? ^As  I say,  the  balance  of  pay- 

mon-ts  is  one  of  'them  ; and  .the  other  would  'be  the  slate 
of  employment.  A state  of  ovcr-cmploymen.t,  an 
abnon-mally  low  unemployment  ratio,  excessive  hours,  an 

scarcity  of  labour,  difficulty  of  procuring  labour 
needed  by  industry;  those  are  clear  symptoms  of  over- 
spending, and  in  order  to  remedy  that  tight  credit  is 
nee^. 

9271.  You  do  not  regard  a reduction  in  slocks,  which  I 
should  have  thought  was  the  first  thing  you  would  have 

mentioned,  as  being  a symptom? Yes ; but  it  is  difll- 

oult  to  interpret  stocks  slalistically.  For  one  thing,  when 
traders  are  endeavouring  to  decrease  tocir  slocks  the  effect 
is  felt  to  a great  exlcn,l  da  diim'inishcd  activity,  diminished 
incomes  and  diminiished  outlay,  and  .the  decrease  of  stocks 
fai'ls  to  be  effective.  Also  toe  question  of  what  total 
of  stocks  Is  excessive  depends  on  what  traders  expect  to 
happen  to  prices,  the  cost  of  credit  and  so  on.  In  order 
to  interpret  any  given  statistical  position  of  stocks  one 
has  'to  appty  all  those  different  qualifications.  But  I should 
cntirel'y  agree  that  the  slate  of  stocks  is  in  itself  highly 
important. 

9272.  You  do  no4  make  any  reference  to  .the  movement 
of  prices?— —Of  course  the  movement  of  prices  counts 
for  a great  deal,  but  I do  not  think  one  cun  lay  down 
any  simple  rules  relating  excess  spending  to  prices.  For 
instance,  the  price  level  depends  among  other  things 
very  much  upon  the  stale  of  the  markets  in  primary 
producus.  A rise  or  fall  in  prices  may  be  due  to  scarcity 
or  abundance  of  various  primary  pr^uct.s.  In  .the  case 
of  manufactured  products  there  are  many  fluctuations  of 
prices  which  are  noL  reaily  very  relevant  to  the  primary 
situation  of  an  excess  or  deficiency  of  .spending.  But  I 
think  a well-conducted  central  bank  would  be  in  close 
touch  with  all  the  available  symptoms,  statistical  and  other, 
just  as  the  I.M.F.  should  for  world  conditions. 

Chairman-.  I think  that  exhausts  the  questions  we 
wanted  to  draw  you  on,  Sir  Ralph.  We  are  very  much 
obliged  to  you  for  your  help  to  us. 


]3th  June,  I9S8,  at  11  a.m.) 
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M.  H.  DE  Kock,  Esq.,  Governor  of  the  South  African  Reserve  Bank,  called  and  examined. 


9273.  Chairman : Mr.  de  Kock,  we  are  all  very  grateful 
to  you  foT  your  memorandum’' ; you  can  lake  it  we  have 
all  read  lit  itthrough  thoroughly.  Will  you  have  it  in  front  of 
you  so  ithat  we  can  rum  thnough  it  paragraph' -by  paragraph? 
The  first  seotdon  is  devoted  to  an  analiyibioal  account  of  the 
set-uip  of  The  Reserve  Bank.  You  say  in  paragraph  3 that 
three  of  the  slockholdors’  roprcsomtatiives  are  requ'Lrcd  “ to 
be,  or  to  have  bceiiv  aalivdy  engaged  ia  commerce  or 
finan<»,  one  in  agniouliliure  and  two  in  other  industrial 
pursuits."  Wiliat  has  been  the  pattern,?  Do  you  normally 

have  people  who  have  outside  aotiviilies  as  wel? Mr. 

de  Kock : Yes.  The  original  Act,  I assume,  was  intended 
to  cover  a person  who  is  actively  engaged  in,  say,  finance 
or  commerce  when  elected  by  the  stockholders  and  sub- 
sequently retires  from  his  other  activities  but  is  asked  to 
remain  on  the  Board  for  a certain  period.  We  have  no 
age  limit  or  understanding,  as  you  have  in  Britain.  I 
think  it  was  just  to  cover  that,  but  normally  it  is  followed 
very  closely.  At  some  times  we  have,  as  at  present,  a 
representative  falling  under  the  first  group  of  finance,  but 
who  at  the  same  time  sits  on  the  boards  of  various  manu- 
facturing companies  and  has  a big  ranch,  so  that  strictly 
speaking  he  can  fall  under  any  one  of  the  three  groups. 
Should  we  have  a very  good  man  in  finance  when  a 
vacancy  occurs  in  the  industrial  group,  we  could  shift 
this  representative  into  the  industrial  group  and  appoint 
someone  else  in  finance.  But  usually  the  practice  has 
been  that  we  want  men  who  are  actively  engaged  in  any 
of  these  fieilds. 

9274.  From  your  experience  would  you  attach  import- 
ance to  the  fact  ithat  ithey  had  at  the  same  time  as  their 
ddreatorShjips  of  the  Bank  active  outside  interests  as  weU? 
Y«.  We  have  found  it  very  tisrful  as  a source  of  in- 
formation on  how  things  are  going  currency  or  whait  the 
prospects  are.  We  also  rely  upon  any  ooe  particular 
rapresentiatuve  oonsuiting  others  in  his  ;^rtdoular  line  of 
activity.  There  are,  for  example,  the  industrial  repre- 
sentatives ; we  have  one  in  manufacturing  and  one  in 
mining.  They  are  expected  to  consult  their  colleagues 
before  attending  a Board  meeting,  or  at  times  the 
Governor  may  ask  in  between  Board  meetings  for  certain 
information  on  their  particular  activities. 

9275.  Does  .this  consultation,  wiitih  colleagues  ouifsdde  and 
with  points  of  oontaot  in  tihair  own  industnies  produce  any 
diffioulrtnes,  from  ithe  point  of  vifiw  of  advance  information 
becomiing  available  or  Bank  proposibions  being  discussed 
or  becoming  known'  outside  'tihe  Bank? — -Jinddviidually 
they  would  not.  They  are  able  to  ddsouss  anything  of  a 
serious  nature  witih  the  Deputy  Governor  or  Governor,  D'Ot 
always  at  the  Board  meeitinjgs.  Usually  our  experience  has 
been  that  we  aot  as  a family ; traditi'Ons  have  grown  up, 
even  in  a young  'hank  like  ours,  and  directors  are  expect^ 
to  maintain  secrecy  not  only  regarding  the  actiwiities  of  the 
Bank  itself  but  ■also  about  any  information  wlhidh  other 
directors  may  have  submitted  at  the  Board  meetings. 

9276.  That  being  the  baas,  bow  is  it  possdhle,  let  us  say. 
for  .the  man.  who  represen-ts  commerce  to  have  talks  about 
matters  coming  up  for  decision  by  the  Bank  with  peopde 
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outside?  Does  he  not  find  bis  hands  rather  tied? We 

expect  them  to  keep  in  .touch  with  comimarce  generally,  and 
to  be  better  informed,  but  not  to  discuss  matters  which 
have  been  submiiitted  at  the  Board  meetings.  It  was  of 
course  a maitter  of  great  interest  to  our  directors  as  to 
what  ibappeuied  here  at  the  Parker  Tnihunal ; it  was  prob- 
ably an  eye-iopeaier  to  them,  to  show  how  compldciations 
can  arise.  But  wc  do  not  have  the  same  degree  of  inter- 
conmectioin,  of  financial  ooimipanies  that  you  have  da  Lo^ndon, 
ao  itihut  we  have  less  chance  of  a director  findiing  himself 
in  a difficult  position  and  making  a decision  after  he  knows 
that  Bank  Rat©  may  be  changed.  We  have  one  director 
who  09  ohainmain  of  the  biggest  insurance  oom-pany  in. 
South  Aftioa ; he  porticulanly  was  very  interested  in.  what 
had  happened  hare,  as  he  had  trued  very  hard  not  to  dis- 
oloise  any  infoirmation  he  roi^  get  from  the  Bank.  As  be 
is  our  senior  director  with  the  ikmgeat  service,  I consul  t him 
more  frequently  than  the  others,  so  that  he  has  been  in,  a 
difficuilt  poation  off  and  on  ; but  he  olalms  that  hds  attemipts 
to  avoid  discussing  naites  have  niot  really  created  great  ddffl- 
euWes  f'Or  him  with  liiis  officials.  But  I can  quite  imagine 
the  posution  is  much  ntore  difficult  here. 

9277.  Lord  Harcourt : How  often  does  your  Board  meet? 

^The  normal  procedure  is  That  .the  full  B'Oard  meets 

f'Our  times  a year  omiy,  as  members  come  from  various 
pants  of  the  country,  wihioh  is  a fair  size.  We  have  terri- 
torial r&presenitation'j  a'Ot  under  the  Act  but  by  agreement. 
The  quarterly  meeting  is  a meeting  that  goes  into  great 
detail  and  tries  to  anticipate  what  will  happen  in  the 
next  quarter.  But  we  can  have  either  full  meetings  or 
smaller  meetings  in  between.  Sometimes  I telephone  to 
Cape  Town  to  the  senior  director  who  lives  there,  and  1 
may  consult  him  or  I may  say  what  is  in  my  mind. 
Others  in  Johannesburg  and  Pretoria  are  of  course  more 
near  by,  but  except  in  times  of  crisis  we  have  not  found 
it  necessary  to  hold  more  than  four  meetings  a year. 

9278.  Sir  John  Woods-.  You  do  noit  have  any  sort  of 

standing  committee  of  the  Boand? ^We  have  sometimes 

thought  about  it,  and  I think  it  would  be  a big  improve- 
ment, but  so  far  nothing  has  been.  done.  Sometimes  we 
have  oomroilttees  for  particular  purposes.  At  the  Board 
meeting  I may  submit  that  sometoing  is  about  to  happen, 
and  I suggest  that  a committee  of  three  or  four  be 
appointed  for  that  puurpose ; hut  there  is  not  a regular 
executive  committee  to  cover  any  particular  point  of 
importance. 

9279.  Lord  Harcourt:  How  many  of  your  directors  are 
executive  directors? — ^ — iWe  have  no  executive  direators 
as  the  Bank  of  England  has ; only  the  Governor  and 
Deputy  Governor  are  full-tiime,  and  the  others  are  all 
paIft■^tLme. 

9280.  Professor  Cairncross:  How  do  the  Government- 

ajppoinited  direators,  other  than  the  Govemior  and  Deputy 
Governor,  differ  from  the  others?  Are  they  ohosen  also 
from  indusftry  and  commerce? ^They  may  he,  but  the 

does  not  lay  down  any  particular  quaMcation.  The 
Government  at  .present  has  a ^ofessor  of  economics  as 
one  of  the  three ; then  there  is  one  in.  commerce,  and 
» 2Q2 
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the  <Jther  one  is  a general  representative ; he  was  our  High 
CoOTTiiissiO'ner  in  l^nd-on  hefiore  iJie  war.  But  they  have 
changed  from  'time  to  time,  and  the  Government  just 
considers  supplemeuling  the  other  six,  who  are  known  to 
them. 

9281  Chairman:  It  is  a statutory  requiremeni  that  the 
Governor  should  have  banking  experience,  but  apart  fr^ 
that  your  system  works  without  the  other  directtors  on  me 
Board  coming  from  the  banking  world? ^That  is  so. 

9282.  I know  it  excludes  people  aotiveliy  concerned,  but 
apart  from  that  it  is  not  the  normal  practice  that  they 

should  have  past  banking  experience? No.  We  find  it 

is  enough  for  the  Governor  and  Doputy  Governor  to  have 
the  technical  knowledge  of  banking.  We  wanit  to  know 
more  about  whait  happens  in  the  other  economic  activiities 
of  the  couBtry.  Not  only  the  Governor  and  Deputy 
Governor  brut  our  chief  executives  and  stall  camtmnd  all 
the  necessary  knwledge  of  banking.  In  the  first  three 
years  of  .the  Reserve  Bank,  as  in  the  American  system  on 
which  our  Act  was  based,  three  of  tie  seats  on  the  Btmrd 
were  reserved  for  bankers,  After  two  years  the  first 
Governor,  whO'  was  an  old  Bank  of  England  man,  repre- 
sented to  the  Government  that  it  was  a oo'mplication  for 
him  to  have  commercial  banking  representatives  on  the 
Board.  Thalt  was  sufiicien;t  for  the  GovOTiment  to  intro- 
duce an  amendment  in  1923  to  exclude  commercial  bankers 
from  the  Board  and  so  it  has  remained,  As  regards  the 
banks,  of  course,  although  bankers  arc  excluded  from 
the  Board  we  have  frequent  contact  with  them.  There 
is  no  real  reason  for  rapresenitatives  of  the  banks  being 
on  the  Board.  We  have  them  on  our  doorstep  most  of  the 
time. 

9283.  Sir  Oliver  Franks:  Would  you  say  that  the  fact 
that  the  memben^ip  of  the  Board  is  to  an  extent  represen- 
tative of  the  different  States  of  the  Union,  that  it  brings 
in  people  who  live  in  the  diff-erenlt  parts  of  the  Union,  as  a 
strength  to  die  Board  in  relation  to  public  opinion,  or 
do  you  think  that  it  is  not  very  dmporitant  in  that  regard? 
Do  you  think  'that  it  gives  the  oidzens  of  the  Union 
generally  a fediing  of  breiidlh  of  base  in  the  Bank’s  Board, 
or  do  you  think  this  i.s  not  a thought  which  play.s  any 

part? 1 would  say  that  both  from  the  poiml  of  view 

of  puMic  opinion,  and  from  the  poinit  of  view  of  the  Gov- 
ernmen't  as  well  it  litas  been  a source  of  strength  ; that  in 
arguments  with  the  Government,  and  the  Treasury  in 
partt’ioular,  we  have  always  found  the  existence  of  a Board 
constituted  in  this  way  a source  of  strength  in,  making  our 
points  clearer.  In  the  course  of  years  we  have  observed 
some  inclination  on  the  part  of  Government  representa- 
tives, whether  in  the  Cabinet  or  ofllcials  in  'the  Treasury, 
to  attach  some  dnupontance  tio  what  I have  lo  say  about 
the  views  or  the  aUitu,do  our  Board  would  take  up  on  a 
given  matter  vis-ct-vis  the  Governiment.  In  public  opinion, 
too,  I think  there  is  an  inclination  to  place  a greater 
value  on  ithe  status  of  the  Bank  by  viiitue  of  the  composi- 
tion of  its  Board, 

9284.  Professor  Sayers:  In  peaking  of  these  represen- 
tative direot-ors  you  have  'talked  of  them  as  funnels 
through  wlmch  you  can  draw  information  and  advice  from 
the  various  sectors  of  the  economy.  Are  they  of  imjport- 
ance  to  you  'at  all  in  helping  to  geit  the  Bank’s  attitude 
understood  by  these  various  sectors?  Do  they  serve  the 
purpose  of  helping  to  keep  puibJiic  opinion  in  touch  waith 

and  understanding  the  Iflioughit  of  the  Bank? ^Yes,  I 

think  they  perform  a useful  function  in  that  way.  In  their 
communities  they  are  bound  to  discuss  some  of  these 
matters  of  common  concern,  and  in.  that  way  they  help 
to  interpret  the  policy  of  the  Bank  and  give  the  reasons 
for  ■acit's  which  may  be  regarded  las  un'popular  by  a 
certain  section  of  the  community.  We  find  that  to  that 
extent  they  are,  as  k were,  agents  of  the  Bank  in  their 
communities. 

9285.  And  do  you  therefore  encourage  them  to  discuss 

the  motives  of  the  Bank  outside? We  never  encourage 

them  to  discuss  basic  policies  of  ithe  Bank,  bccau.se  they 
may  say  more  than  we  would  like  them  to  say  or  they 
may  not  interpret  the  technioal  details  correctly : but  in  a 
general  way  they  do  discuss  the  matter.  If  questions  are 
followed  up  by  a .particular  person  who  is  well  informed, 
say  an  economist,  in  that  area,  the  director  would 
normally  say : “ I suggest  you  ^ and  see  the  Governor 
yourself.”  The  moment  he  gets  into  deep  water  he  would 
pass  him  on  to  the  Bank. 


9286.  And  do  you  attach  jm.portance  to  commanding 
this  acceptance  by  informed  opinion  through  whatever 
channel?  Do  you  thank  lit  imiportant  to  see  that  the  Bank 

is  understood? ^Yes,  In  one  way  or  another  we  hdp 

the  Press,  ■the  finanoial  leditors.  to  understand  the  position 
better,  if  we  notice  from  their  oonrmcnts  that  they  have 
got  the  wrong  angle.  The  Governor  or  Deputy  Governor 
himself  would  not  do  it  except  in  very  special  cases,  but 
we  always  'have  one  olficial  or  another  who  is  told  to  con- 
tact the  parly  concerned  and  show  him  where  he  took  the 
wro,ng  turning.  We  do  not  have  a special  olTidal  like  in 
the  Bank  of  England ; wc  do  not  do  things  on  .such  a bag 
scale. 

9'’87.  Mr.  Jones:  Is  there  any  significance  in  the  circum- 
stance that  six  members  of  the  Board  are  representatives 
of  sliookholdors  and  five  are  nominated  by  the  Government, 

in  that  it  is  six  to  five? ^T-hat  aro.se  at  the  beginning 

in  1920,  when  the  Act  was  passed.  From  what  I can 
rememiber  of  tlte  .proceedings  in  Parliament  of  the  Select 
Commiiltee.  it  was  the  idea  that  there  should  just  be  a 
majority  for  the  stockholders,  'fhat  .wx  lo  five  makes  it 
very  close ; it  docs  not  look  as  if  the  Bank  will  be  run  by 
the  private  stockholders.  I think  that  it  is  one  of  those 
things  that  ju,st  happens  ; some  decision  had  to  be  taken 
and  instead  of  making  it  seven  to  four  they  made  it  closer. 
There  was  one  time  when  the  National  Party  while  in 
opposition,  proposed  that  an  additional  member  be 
appointed  by  the  Government  so  as  to  make  it  six  to  six, 
wiiith  tho  Governpr  having  the  casting  vote.  That  was 
after  the  .Second  Reading  of  the  now  Act,  the  1944  Act 
which  took  the  place  of  the  old  A.cl  and  included  all 
the  amendments  made  in  the  meantime.  I was  Deputy 
Governor  at  the  time ; the  Governor  told  me  to  say  that 
we  would  agree,  and  when  it  got  to  the  Committee  stage 
the  Minister  then  proposed  the  appointment  of  _an  addi- 
tional member  by  the  Government,  but  the  Chairman  of 
the  Committee  rejected  the  amendment  on  the  ground  that 
it  was  a material  amendment.  As  Parliament  had  already 
given  the  Bill  a .Second  Reading  as  it  was,  they  would  have 
had  to  return  lo  the  Second  Reading  stage  ; it  was  towards 
the  end  of  Parliament,  and  so  the  Minister  gave  it  up.  But 
instead  of  that  he  reduced  the  maximum  stockholding  from 
£10,000  to  £5.000  as  a compromise;  that  was  the  se<^d 
point  tilic  Opposition  had  pressed  for.  That  was  an  1944. 
Since  1948  the  Natuonal  Party  has  been  in  power,  and  still 
ts ; they  have  not  raised  that  pivint  again,  because  they 
find  that  the  system  works  well  as  it  is. 

9288.  Chairman:  The  position  is  this  that  by  the  consti- 

tution the  majorHy  on  the  Board  of  the  Bank  are  the 
directors  appointed  by  the  outside  stockholders ; on  the 
other  hand  ihe  Minister  of  Finance  can  say  in  Parliament 
that  “the  Treasury,  the  State,  has  all  the  power  behind 
the  scenes”,  and  thal  he  shares  re9jx>n.sibilliy  with  you 
for  decisions  taken  in  the  monetary  field.  There  must  be 
.some  oon.stilutiional  practice  under  which  the  independence 
of  the  Board  is  reconciled  with  those  Parliamentary  state- 
ments. What  happens  in  fact? In  practice  our  Board 

acts  a,s  one  unit.  The  Government  representatives  and 
the  stockholders’  representatives  arc  intermingled  and  no 
one  ever  says:  “.Speaking  as  a Government  representaitave 
(or  as  a stockholders’  representative)  I .say  so-and-so  . 
Tihpoughout  the  period  I have  been  connected  with  the 
Bank  ('1  have  been  on  the  Board  ance  1932)  that  question 
has  never  come  up.  I think  thal  is  why  lhe_pr«ent 
Goverormen't.  knowing  how  it  works,  have  not  raised  the 
issue  again  since  they  came  lo  power.  'Ihcre  was  one  time 
when  the  Labour  Parly  had  made  an  important  point  of 
it.  But  the  practice  has  been  that  the  six  stockholders 
represenitatives  do  not  regard  nialtcrs  from_  the  .poaat  of 
view  their  own  particular  economic  activity,  but  that 
of  the  country  as  a whole.  Newly  appointed  directors 
very  soon  learn  that  the  central  bank  has  to  look  at  matters 
from  the  national  point  of  view,  and  that  they  must  not 
come  with  all  their  selfish  interests.  In  practice  it  ^uld 
all  be  men  nonunated  by  the  Government,  provide  the 
Government  nominated  from  commerce,  finance,  ind^try 
and  agriculture;  it  would  have  exactly  the  same  effect. 
We  do  not  make  a big  feature  of  it,  but  psychologically 
it  helps.  The  public  particularly  feel  that  the  Bank  is 
not  an  institution  that  is  at  the  whim  of  the  Governwnt, 
and  that  therefore  politics  do  not  enter  into  the  decisions 
and  activities  of  the  central  bank. 

9289.  Accepting  that  the  directors  do  approach  dieir 
ti<Mi  and  th«r  duties  as  directors  of  the  central  bank 
regardless  of  who  put  them  there,  when  there  is  a conflict 
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of  viiew,  as  there  must  sometiimes  be,  ibetween  their 
decisions  as  a Board  and  the  Oovernmenit  represenited  by 

the  Tlreasury,  how  is  tihis  oonflidt  resolved? ^The  Gov- 

eromenit  is  not  directly  represemlted  on  tlhe  Board.  The 
Govemmeoit  has  alwa;^  appointed  men  from  outside,  so 
that  if  there  is  any  oonfiiot  it  is  lefit  to  the  Governor  to 
resolve  the  issue.  The  Board  as  such  wilil  never  send  a 
depultadon  'to  the  Government  about  any  matter,  lit  has 
broome  a tradidon  llhat  the  Govemior  is  the  only  one 
who  may  speak  for  the  Bank  and  that,  wheoeiver  the 
Governor  feels  very  strongly  about  a matter,  the  directors 
who  'have  spoken  against  it  have,  up  to  tiiotw  anyway,  given 
up.  They  have  been  satisfied  to  state  their  point  of 
view',  and  .if  they  cannot  shake  the  Governor  they  are 
contanlt  to  agree. 

9290.  You  have  tlhen  a working  oonventioa  that  in  the 
ladt  resort  on  the  Board  the  Governor’s  view  is  the  one 

that  shooi'ld  prevail? Yes.  In  practice  as  Governor 

for  thinteen  years  I can  testify  that  the  Board  has  influenced 
me  in  the  course  of  years ; so  there  is  less  oppoPtunity 
for  disagreement.  They  get  to  -understand  the  Governor 
beater,  and  the  Governor  gets  to  understand  them 
better,  and  frequently  his  proposals  are  framed  in  such  a 
way  that  they  will  not  necessarily  meet  their  wishes, 
but  avoid  the  points  of  dissension.  But  the  Board  has 
accepted  that  ithe  Governor  is  the  regular  contact  with  the 
Government,  with  the  banks,  and  with  central  banks  in 
all  pants  of  the  w-orld,  and  if  he  feds  very  Stnongiy  about 
a matter  (hey  are  not  prepared  itio  press  their  point  against 
him. 

9291.  I have  atilil  not  quite  understood  the  interpretation 
of  the  phrase : “ The  Treasury  has  all  the  power  behind 
the  .scenes  It  has  no  formal  power  u,adcr  your  constitu- 
tion ; it  canniot  give  diireolions  or  control  deoiaona  about 
the  level  of  interest  rales  or  the  volume  of  credit.  How 
does  it  work  then?  You  oonsult  the  Mini.'jter  before  you 
take  any  eflecitive  decision  in  the  name  of  the  Board.  Is 

there  never  ia  conflict  of  view  that  has  to  be  resolved? 

So  far  wo  have  not  had  anything  serious.  I have  some- 
times been  influenced  by  the  Trea.'juiy  bringing  up  a point 
which  I had  not  fully  considered  ; or  they  may  suggest 
some  delay. 

9292.  According  to  your  experience  the  ultimate  deci- 
sion is  accepted  as  lying  with  the  Governor  on  behalf  of 
the  Board,  but  you  would  expect  to  weigh  all  that  is  put 

to  you? Yes.  When  the  Minister  said,  at  the  time 

when  the  1944  Act  was  passed,  that  the  Treasury  has  all 
the  power  behind  the  scenes,  it  was  one  of  those  sliatemeivts 
that  tend  'to  coma  in  the  course  of  a speech  made  out  of 
hand.  He  v/is  a very  reasonable  Mini.ster  ; d-uring  the  nine 
years  of  his  office  he  never  once  tried  to  use  any  pressure 
with  the  Bank.  I think  that  it  was  just  a way  of  over- 
stating the  case.  They  have  the  power  behind  the  scenes  ; 
but  they  still  have  their  responsibility  towards  (he  country 
if  ilihey  do  not  follow  the  advice  of  i^o  central  bank.  We 
ha've  a tradition  that  at  the  annual  meeting  of  stodc- 
holders  the  Governor  gives  a comprehensive  review  of  the 
whole  economic  and  financial  position  with  explanations 
of  the  Bank’s  policies.  That  gives  him  the  opporbunitiy 
of  stating  any  disagreement  wiith  the  Government,  and  our 
Govemmenit  has  never  seen,  fit  to  have  that  happen.  Just 
as  our  dinecJtors  accept  the  wew  of  -the  Governor  if  he 
feels  strongly,  so  the  Govemimenrt  has  up  to  now  accepted 
the  Bank’s  view,  f^  fear  of  the  matter  being  veoitilated 
in  the  Governor’s  address  to  stockholders,  which  gets  full 
publicity.  The  Bank  sees  that  every  word  of  it  is  pub- 
lished ; it  pays  as  for  a company  adverSisemenit  like  any 
oiiher  oompany,  wiithouit  it  being  said  .to  be  a company 
advertisement.  Every  newspaper  an  Soulth  Africa  gets  it 
and  comments  are  made.  I regard  that  tradition  as  a very 
imipoitbant  factor  in.  streu'githendng  -the  position  of  the 
Reserve  Bank  vis-d-vis  the  Govemiment.  Theoretically  the 
Minister  has  the  power  beh-ind  the  scenes,  but  pradtioaHy 
he  is  ITiniited  by  the  publ-ioiity  given  to  what  the  Bank  does 
and  the  exMniments  made  by  the  Press  and  by  members  of 
Parliament. 

9293.  Professor  Cairncross'.  In  the  specific  example  you 
gave  us  about  supplementary  reserve  requirements,  did 
the  initiative  rest  with  the  Treasury?  Was  it  their  function 

to  bring  this  into  force,  or  did  it  rest  with  you? ^The 

initiative  rests  with  the  Bank  according  to  law,  but  the 
Treasury  has  to  agree  to  the  implementation  of  it. 

9294.  This  is  a statutory  requirement? Yes.  The 

initiative  in  all  those  matters  lies  with  the  Bank ; the 
Government  can  agree  or  otherwise.  If  the  Government 
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diragreed  on  (this  question  of  supplementary  reserve  re- 
quirements, the  Reserve  Bank  would  have  let  the  country 
know  that  there  was  a problem  of  an  over-expansion  of 
bank  credit  which  was  leading  to  imports  increasing  beyond 
the  means  of  the  country,  and  that  our  proposals  were  not. 
accepted  by  the  Goveirnment 

9295.  Is  the  Government  also  sta-tutorily  required  to 

agree  Ito  an  increase  in.  Bank  Rate? rNo,  that  is  just 

on  arrangement ; we  feel  that  the  Treasury  has  to  be 
consulted,  It  is  for  the  Minister  of  Finance  to  tell  his 
colleagues  in  the  Cabinet  about  at  if  he  wishes  to,  but 
•we  have  always  discussed  it  with  the  Treasury.  That  is 
a position  we  have  to  accept,  aHhough  there  is  no  mention 
of  it  in  Ithe  Act.  The  Aot  just  says  that  the  Bank  must 
publish  the  rates  at  which  it  is  prepared  to  discount  various 
classes  of  -bills,  whether  Treasury  or  commercial  or  agri- 
cultural 'bills.  That  is  an  obligation,  and  also  a source 
of  strength  for  us.  We  cannot  shirk  that  issue.  We  must 
publish  Ithe  rates ; and,  having  to  publish  the  rates,  natur- 
ally we  take  (he  initiative. 

9296.  But  if  Ithe  Minister  of  Finance  wan.ted  you  to 

delay  raising  rates  for  a time,  and  put  that  to  you,  you 
miigbt  be  prepared  to  accept  -this  view,  even  tho-ugh  you  had 
the  support  of  your  Board? Yes. 

9297.  Mr.  Jones:  You  indicated  (that,  where  the  Bank 
was  at  variance  with  Government  policy,  y-ou  would  go 
and  hammer  it  out  with  the  Minister  or  the  Treasury. 
As  (the  Government,  the  Minister  and  the  Bank  are  respon- 
sible for  the  econcnnic  and  financial  wellbeing  of  the 
country,  are  there  circumstances  where  the  Bank,  through 
yourself  as  Governor,  and  the  Government,  through  the 
Finance  Convmiittee,  discuss  fiinanokl  'and  economic  policy 

in  llho  Union? ^Yes,  we  have  opportunities  for  doing 

that.  It  is  not  a regular  feature  for  the  Governor  to 
appear  before  the  Public  Accounts  Committee  of  Parlia- 
ment. That  has  happened  only  a few  times.  There  is  no 
standing  arrangement,  but  there  are  opportunities  for 
consultation  with  the  finance  leaders  of  the  Opposition. 
Whan  we  have  had  amending  legislation  for  the  Reserve 
Bank,  and  when  the  Naitn-onal  Finance  Oorpocation,  which 
was  sponsored  by  the  Reserve  Bank,  was  set  up,  there 
were  arguments  in  Parliament,  and  I suggested  to  the 
Minister  of  Finance  thaft  I shotiid  see  the  Opposition  and 
explain  (he  matter  to  (hem  and  arrive  at  a compromise. 
In  all  such  cases  we  have  been  able  to  arrange  a suitable 
compromise. 

9298.  In  oircumstances  whwe  the  Treasury  has  a point 
of  view  on.  finance,  would  that  lead  the  Treasury  to  come 
to  you  dn  those  oircumstances,  dn  the  same  way  as  you 
go  to  the  Treasury  •when  you  are  at  variance  or  where 

you  are  apprehensive  of  (he  policy  of  the  Treasury? 

Yes,  Sir,  the  head  of  the  Treasury  and  the  Governor  meet 
frequendy.  The  Treasury  has  sometimes  mentioned  the 
question  of  Bank  Rate,  but  always  in  -the  sense  of  suggest- 
ing that  there  is  perhaps  a case  for  considering  a change 
in.  view  of  these  and  those  conditions ; there  is  never 
any  pressure.  It  so  happens  that  we  have  had  a good 
working  arrangement,  and  the  head  of  the  Reserve  Bank 
and  (he  head  of  Che  Treasury  have  always  been  friends. 

9299.  How  intimatte  is  your  association  in  carrying  out 
this  work  in  the  Union?  Have  you  regular  meetings, 

foT_  dnstance,  Ito  discuss  policy? ^Not  anything  regular. 

It  just  happens.  Sometimes  we  talk  on  the  telephone,  or 
sometimes  we  have  -lunch  together  ; or  I go  to  the  Treasury 
on  my  way  to  the  Bank.  I have  to  pass  the  Government 
buildings  ou  my  way  to  the  Bank,  and  it  suits  them  if  I 
do  Chat,  rather  than  that  they  should  come  down  to  town 
to  the  Bank.  There  has  never  been  any  occasion  for 
regular  meetings ; it  just  happens  all  the  time.  We  are 
close  together. 

9300.  Chairman : Would  you  say  that  this  works  very 
well  because  of  happy  personal  relations  and  that  there 
might  be  m-ore  difficulty  df  'the  relations  were  not  easy 

and  friendly? ^That  is  quite  possible,  but  I consider  that, 

•if  the  ap^intmente  are  of  the  kind  they  should  be,  no 
difficulty  should  arise.  1 think  that  bofli  the  Governor 
and  the  Secretary  for  Finance,  as  we  cail  him,  sh’Ould  be 
economists,  as  things  are  today,  I cannot  imagine  anyone 
else  being  able  to  cope  with  the  situation  if  he  wants  to 
be  a really  active  Gtovemor ; it  is  not  enough  to  have 
economic  advice ; he  has  to  act  on  his  -own  on  so  many 
occasions  when  he  'alone  is  present  with  the  Minister  in 
secret  discusrions.  The  same  .Minister  selects  the  Governor 
and  the  Secretary  for  Finance,  and  Che  chances  are  that 
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he  is  noit  going  ito  appoint  two  people  who  'he  knows  have 
diffe^  greatly,  as  of  course  happens  in  the  field  of 
economics. 

9301.  Professor  Cairncross:  Do  the  stiafl;  of  llhe  Reserve 
Bank  and  tie  staff  of  ie  Treasury  have  much  contact  with 
each  other?  Do  you  ever  take  into  the  Reserve  Bank 

sonxeone  whose  career  normally  is  in  the  Treasury? 

That  has  never  been  done,  nor  vice  versa.  I do  not  say 
thait  we  should  object  to  it  but  so  far  we  have  rather 
looked  at  it  that  we  train  our  men  and  the  Treasury 
have  to  train  flieir  men.  There  is  a slight  difference  of 
outlook:  we  are  like  a private  institullion,  and  they  are 
pant  of  the  Civil  Service  and  subject  to  all  the  regulations 
of  the  Service. 

9302.  But  they  do  have  contact  with  one  another? 

Yes. 

9303.  Professor  Sayers:  When  you  recruit  them  initially, 
do  you  recru-it  from  the  same  field?  Are  they  the  same 
kind  of  people?  Do  they  have  the  same  background? 

Do  they  have  the  same  sort  of  education? ^Yes,  I 

think  that  would  :be  very  much  the  same,  because  we 
train  our  own  people  now,  with  the  exception,  say,  of 
bringing  an  economist  or  a statistician  in  from  outside. 

9304.  Sir  Oliver  Franks:  If  one  takes  the  higher  adminis- 

trative staff  in  the  South  African  Treasuiy  and  in  your 
Bank,  are  most  of  them  in  fact  recruited  from  university 
graduates? Most  of  the  senior  men,  today  are  univer- 

sity people,  bu't  the  great  majority  of  en'tranls  arc  just  out 
of  high  school,  of  matriculation  standard.  Many  of  them 
continue  their  education  after  that.  There  are  facilities  in 
our  'big  towns,  in  the  exitra-miural  faculties  of  universities, 
for  people  to  take  a B.Com.  degree,  That  is  done  to  quite 
a 'large  eixtent.  Then  there  axe  the  bankers'  examinations  ; 
we  have  an  Institute  of  Bankers  similar  to  yours,  and  we 
encourage  'people  to  take  courses  in  order  to  be  able  to 
pass  these  examinations.  Years  ago  it  was  not  the  practice 
to  do  ®o,  when  the  Bank  started.  Tliere  were  no*t  so  many 
opportunities  for  advanced  eiducatioa  in  economics  and 
so  on.  When  I was  a young  man  there  was  not  anything 
like  That  in  South  Africa  ; I went  wbroad  for  it.  Today 
there  are  still  people  going  abroad  for  advanced  study  in 
economiics,  ibut  at  least  we  can  in  our  universitiies  give 
them  a fairly  good  grounding  today. 

9305.  Professor  Sayers:  Has  there  been  any  .suggestion 

or  d'iscussion  of  -the  possibility  of  interchange  of  personnel 
between  the  Treasury  and  the  Bank  on  the  way  up,  so 
to  speak? 'No,  we  have  never  discussed  that. 

9306.  Professor  Cairncross:  Do  you  see  anything  objec- 
tionable in  that? .Not  if  it  suits  both  parties.  We  may 

have  a desire  ito  get  a certain,  man  from  the  Treasury 
whom  we  like  into  the  Bank,  but  we  feel  the  Treasury 
needs  him  perhaips  more  than  we  need  him,  so  we  leave  it 
alone. 

9307.  You  have  a lot  of  prioblems  on  debt  management 
in  South  Africa,  I take  it,  as  most  other  countries  have. 
These  problems  are  probably  better  understood  in  the 
Treasury,  where  the  normal  authority  is  likely  to  lie,  than 
perhaps  in  banking.  Have  you  thought  of  some  inter- 
change that  would  extend  the  experience  of  your  own 
staff  in  that  wa.y7— — No,  we  have  not  considered  that. 
The  problems  of  debt  management  are  ■not  so  comjflicated 
for  us  as  they  are  in  the  U.K.  and  U.S. 

9308.  Sir  John  Woods:  Y'OU  have  been  talking  about 
the  relations  bebweMi  the  Raserve  Bank  and  the  Treasury 
in  m'onatary  md'tters ; what  is  the  relationship  in  fiscal  and 
bodlgat  matters?  Docs  the  Bank  know  about  lihe  budget 

beforehand?  Is  it  consulted? lust  as  the  Bank  consults 

the  Treasury  on  purely  monetary  matters  and  tells  them 
what  is  in  their  mind,  so  it  has  come  about  in  the  course 
of  years,  not  from  the  start,  but  particularly  since  I have 
been  Governor,  that  the  Treasury  consults  the  Bank  on 
fiscal  matters.  That  is  not  just  because  I am  Governor  ; it 
is  because  in  the  world  as  a whole  fiscal  policy  has  come 
to  play  a bigger  part.  The  Treasury  have  come  lo  see 
that  budget  policy  is  a very  imiportan.t  factor  in  economic 
policy  generally,  and  that  has  caused  them  to  discuss 
possible  ropencusslons  of  any  decision  or  measures  with 
the  Bank,  They  cannot  consult  others,  but  they  regard 
the  Governor  of  the  Reserve  Bank  as  a parly  concerned 
in  the  matter.  His  advice  might  be  valuable  to  them, 
and  he  at  least  could  .be  expected  to  keep  a secret  So  in 
recent  years  they  have  discussed  their  policy  beforehand, 
and  from  our  side  we  have  made  suggestions  to  them 


as  to  what  they  should  do.  We  have  a friendly  dis- 
cussion on  fiscal  matters  as  well  as  on  monetary  matters ; 
the  two  are  discussed  together  because  they  belong 
together.  But  those  matters  are  never  discussed  with 
our  Boaird.  That  is  purely  a matter  between  the  Governor 
and  the  Treasury. 

9309.  Chairman:  Now  we  ought  to  move  on  to  what 
you  say  about  the  instruments  of  control.  The  first  one 
that  you  draw  a-ttention  lo  is  the  use  of  “ moral  suasion 
It  looks  from  what  you  say  as  if  recently  you  have  not 
found  that  you  can  rely  upon  that  particular  weapon 
for  all  purposes.  Would  you  enlarge  a little  as  to  why, 
when  you  have  only  four  main  commercial  banks  to 
deal  with,  you  ha've  found  that  recently  it  has  not  been 
capable  of  being  relied  upon?  I understand  that  they 
have  varying  conditions  of  business,  but  I would  have 
thought  that  your  requests  to  them  might  be  adapted 
to  their  variations,  which  would  bo  known  to  you 
and  known  to  them  among  them.sclves.  What  has  gone 

wrong  in  this? In  the  fir.st  place  the  competition 

between  the  banks  has  come  to  play  a bigger  part  than 
it  did  before.  .Secondly,  I would  blame  the  system, 
which  i.s  the  British  system,  of  extending  facilities  on  the 
overdraft  basis  and  laying  down  limits.  In  the  course 
of  years,  affected  by  competition,  limits  have  been  laid 
down  in  excess  of  what  the  bank  regarded  as  the  needs 
of  the  customer ; but  the  customer  came  to  look  upon 
this  limit  as  an  nsses.smcnt  of  his  status  and  if  he  did 
not  get  it  from  his  banker  he  might  go  to  another 
banker.  That  did  happen  ; there  was  a new  bank  that 
had  come  along  very  fast.  It  was  a local  bank,  and 
on  sentimental  grounds  also  it  attracted  a lot  of  business 
away  from  the  three  older  banks.  As  far  as  I can  judge 
the  Government  and  the  Bank  thought  that  there  was 
no  danger,  because  according  to  their  past  experience 
all  the  customers  would  not  make  full  use  of  their 
facilities  and  in  any  case  not  at  the  same  lime ; but 
we  have  now  had  the  experience  that  for  various  reasons 
business  customers  of  the  banks  on  lhi.s  occasion  did 
make  use  of  the  facilities.  I consider  that  the  business 
community  was  over-optimistic  on  the  prospects  of  buai- 
nc.ss  in  the  country.  They  had  seen  the  rising  curve 
for  many  years.  They  took  no  note  of  the  economic 
recession  in  Nonth  Americsi,  of  the  big  decline  in  many 
of  ooi.r  export  prices  and  the  smaller  purcha«ng  power  for 
imports ; at  least,  they  were  not  as  much  influenced  by 
the.se  facts  as  we  had  hoped.  We  had  considered  that 
these  matters  would  bring  an  automatic  brake  on  both 
the  business  community  and  the  commercial  banking 
system,  but  for  the  first  time,  at  any  rate  during  my 
period  in  the  Bank,  neither  of  the  two  was  affected  as 
we  expected  by  these  irend.s.  The  business  community 
remained  over-optimislie,  and  the  hanks  did  not  reduce 
the  limits  althought  we  had  called  a bankers’  conference 
early  in  November  and  another  later  on.  We  are  a small 
community  in  Pretoria ; we  meet  them  at  parties,  we 
meet  them  at  the  club,  at  lunch,  and  so  on  ; and  wherever 
I met  them  I tried  to  ram  it  down  their  throats.  But 
it  just  did  not  work ; they  claimed  that  it  was  not  out 
of  disrespect  for  my  views,  but  that  they  were  just 
victims  of  circumstances.  They  gave  me  to  understand 
that  they  fully  appreciated  what  I meant  and  would  give 
serious  attention  to  the  views  of  the  Reserve  Bank ; 
but  in  practice  they  found  businessmen  drawing  on  the 
unused  portion  of  their  limits.  Another  factor  that 
influenced  the  business  community  was  the  fear  of  re- 
im'position  of  the  import  control.  Each  one  tried  to 
be  clever  and  beat  the  ban.  The  more  our  reserves 
showed  a tendency  to  decline  the  more  they  felt  they 
were  on  safe  grounds  in  placing  orders  abroad.  We 
have  had  an  extraordinary  concurrence  of  circumstances 
in  the  past  twelve  months  which  has  changed  our  views 
completely  on  the  matter.  Moral  suasion  now  comes  in 
only  in  the  direction  of  the  selective  control  of  credit. 
We  meet  with  them  and  tell  them  our  opinion.  We  say: 
“ If  you  act  differently  it  is  on  your  own  responsibility ; 
you  have  over-expanded  credit  for  impwrts  and  hire  pur- 
cha.se  tran.sactions  and  that  is  where  there  has  got  to  be 
a contraction.  The  current  production  of  the  country 
must  go  on  ; you  have  to  get  the  contraction  in  the  areas 
where  the  excesses  have  taken  place  ”.  As  far  as  I am 
concerned,  the  supplementary  reserve  requirements 
will  remain  in  existence.  They  will  go  up  and 
down  according  to  circumstances,  but  I am  no 
longer  relying  on  the  commercial  banks  being 
able  to  carry  out  our  requests  on  the  quantitative 
side.  They  may  find  it  necessary  to  change  their  system. 
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They  have  administered  the  system  of  overdrafts  like 
a line  of  credit  for  a period.  Prewicmsly  advances  were 
legally  repayable  on  demand,  but  dn  practice  the  banks 
have  given  their  ousdomers  to  understand  that  they  have 
a hue  of  credit  for  sax  or  twelve  months.  I have  suggested 
to  them  that  they  should  charge,  say,  a half  per  cent, 
oonimdtment  fee  for  the  unused  portion  of  a line  of  credit, 
so  that  customers  will  not  be  so  keen  to  ask  for  excessive 
limits.  They  can  always  come  to  the  bank  later  on,  if 
thedr  requireanenlts  grow.  I think  that  that  would  be  a big 
improvement  for  forcing  thedr  customers  to  oome  and  see 
them  more  frequently. 

9310.  Professor  Sayers:  May  I be  quite  sure  what  are 
the  crditioal  points  in  this  process?  Oornpetitk>n  between 
banks  is  one  of  their  sources  of  difficul'ty ; they  are  careful 
to  preserve  good  relations  with  their  customers,  and  they 
are  fearful  ctf  custom  shifting  to  another  bank.  For  this 
reason  a bank  feels  unable  to  go  back  on  its  undertaking 
to  its  ciwtomor  abodt  an  overdraft  limit  just  under  pressure 
of  moral  suasion  from  you.  Is  that  right? — ^ — ^Yes. 

9311.  And  the  gap  between  the  actual  overdraft  and  the 

overdraft  limits  has  normally  been  a preitty  wide  one  in 
toltal? Yes. 

9312.  And  a situation  has  arisen  in  which  the  business 

world  has  chosen  to  mn  up  its  overdrafts  towards  tlie 
limits? Yes. 

9313.  And  the  banks  have  feJt  unable  to  resist  this 
simply  under  pressure  of  moral  suasion  from  you?  Is 

that  right? ^Yes.  I may  say  that  the  banks  actually 

welcome  the  application  of  the  supplementary  reserve 
requirements.  As  Professor  Sayers  says,  they  could  not 
face  telling  a customer : “ We  have  over-extended 

credit.  We  must  now  give  you  two  or  three  months’  notice 
to  bring  down  your  overdraft  limit.  You  have  got  to  do 
with  less.”  They  now  use  this  measure  of  the  central 
bank  as  the  reason  for  their  being  tough  wiLth  their  imiport 
customers,  for  example,  or  thedr  hire  purchase  customers. 
We  do  not  mind  taking  the  blame  if  that  pleases  them ; 
but  it  does  show  that  ddfliculity,  that  if  oonapetition  is 
strong  the  banks  feel  that  the  authorities  are  donanding 
too  much  of  them,  if  they  rely  on  moral  suasion  alone 
for  thoir  requests  to  restpLet  credit.  The  banks  now  take 
the  line  towards  thedr  customers : “ The  Reserve  Bank  has 
given  us  two  months’  notice  of  introducing  the  supple- 
mendairy  reserve  requirement ; therefore  I have  no  option 
but  to  do  to  you  what  they  are  doing  to  me." 

9314.  Professor  Cairncross:  If  there  were  a ceiling  on 

overdrafts  that  would  have  had  much  the  same  effect? 

The  overdrafts  themselves,  the  outstanding  loans,  cannot 
be  controlled,  because  the  banks  themselves  cannot  control 
them.  It  is  very  difficult  to  lay  down  ceilings  for  individual 
customers. 

9315.  Professor  Sayers:  Would  it  not  be  praoticable 
to  set  a limiit  to  the  totad  overdrafts  of  the  banks? — 
Professor  Cairncross : In  ithis  country  we  have  opted  for  a 
method,  first  of  requesting  a redudtion  in  advances,  and 
subsequently  and  in  adddlion  of  imposung  a ceiling  on 
advances,  You  have  taken  a quite  different  line:  you 

have  reined  on  supplomentjary  reserve  requirements? 

Because  the  other  one  could  not  be  carried  out.  We  asked 
them  on  a previous  occasion  not  to  allow  any  net  increase 
in  thedr  advances  and  discounts,  taking  the  two  together. 
In  1955  we  were  dn  dinoumstiainces  where  they  couild  not 
carry  at  out,  but  the  margin  by  which  they  faMed  to  do  so 
was  not  such  as  to  induce  me  to  apply  supplementary 
reserve  requiretments  allthough  it  did  cause  me  to  ask 
the  Govemmen't  to  give  us  the  .power  to  do  so,  Which  they 
did  in  1956.  Even  then  I thought  it  would  be  sufficient 
for  the  banks  to  know  that  wo  had  the  power.  The  point 
is  ,that  the  overdrafts  in  existence  cannot  be  held  at  a given 
point  under  the  system  we  have,  which  is  largely  wbat  it 
is  in  Britain.  I can  see  that  myself  now,  because  of 
the  unused  Imdlis ; a bank  does  not  know  what  its 
customers  are  going  to  do ; they  are  really  in  the  com- 
manding position.  For  the  auithorifies  to  make  statements 
to  the  Press  and  .to  the  business  community  as  a whole 
telling  them  not  to  go  above  their  present  borrowing 
would  have  no  effect. 

9316.  Chairman:  Under  your  system  is  dt  regarded  as 

a binding  obligation  bdliween  banker  and  customer  .that 
the  banker  should  ^low  the  citstomer  to  rise  to  'his  Kmit 
when  it  has  been  fixed? Yes.  ^ 

9317.  He  canmot  go.back  on  it? Not  for  a period. 
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9318.  Suppose  that  your  moral  suasion  had  taken  the 
foim  of  saying : “ We  do  not  want  the  total  of  overdrafts 
to  amount  at  any  time  to  more  than  a certain  amount ; 
please  see  if  you  can  reduce  the  limiCs  to  prevent  that  ” : 

could  it  have  worked  then? Yes ; but  we  recently  had 

a visit  from  one  of  the  London  bankers,  who  said  that  it 
•was  purely  fortuitous  that  .they  could  do  it  in  London. ; 
the  dailine  in  the  prices  of  raw  materials,  for  example,  had 
meant  (that  dnxiusrtiy  needed  smaller  working  capital,  and 
this  was  reinforced  by  fiscal  measures  and  hd^  interest 
rates.  The  ba^  generalily  had  been  affected  to  surih  an 
extent  that  it  just  had  happened  that  they  actuary  went 
below  the  target  the  Government  gave  ithem.  In  a country 
Ike  South  Africa  development  is  a routine  process  and 
the  demand  for  fiacdldties  is  more  flexible ; for  these  reasons 
the  extent  to  which  a customer  will  make  use  his 
faoiJiiliies  is  not  known  beforehand  to  the  ba^.  So  aE  the 
banks  can  do  now  is  to  .give  notuoe  .to  their  customers  that 
the  limits  are  being  reduced.  They  must  give  lime  just  as 
we  give  them  .time ; the  banker  cannot  dmmediaitely  close 
up  on  a customer.  He  has  to  give  him  time  to  work  down 
his  stocks. 

9319.  Professor  Cairncross:  What  do  supplementary 
reserve  requiremeDils  acoomipMi  that  could  not  be  accom- 
plished by  the  technique  we  use  here?  They  have  not 

prestumabiy  caused  a reduction  in  adiVances? ^They  ^1. 

They  must  cause  a reduction  in  advances,  because  the 
banks  do  not  have  .the  cash  to  advance  on  the  same  level 
as  before.  The  banks  had  re-disoounted  Treasury  Bills  and 
commercial  bills  at  the  Reserve  Bank  in  order  to  get  the 
means  with  which  .to  finance  .the  big  increase  in  imports  for 
Iheir  cusitomers ; under  the  sydtem  of  supplementary 
reserve  requiremenlte,  even  if  .they  do  re-discounit  with  the 
Bank,  the  increase  in  cash  does  not  count  .any  more  for  tihe 
purposes  of  an  increase  in  credit.  They  are  now  foced  with 
a decrease  in,  their  holdings  of  these  seouriities,  so  that  they 
are  forced  to  bning  down  advances  and  discounts  in  one 
way  or  another. 

9320.  I thought  your  previous  point  was  that  they  just 

could  not? ^They  could  if  they  had  the  courage, 

9321.  Professor  Sayers:  Do  you  mean  that  they  must 
have  this  public  measure  to  point  to  as  a justificaldon  for 
breaJdng  what  had  previously  been  regarded  as  thedr  m'oral 

underlBakings  to  their  customers? ^Exactly.  That  is 

Che  point.  There  is  indeed  a super-authority  operating  and 
enabling  .them  to  get  away  with  dt. 

9322.  Professor  Cairncross:  Suppose  the  Government 

said  ithat  all  the  banks  in  South  Africa  mus.t  reduce  their 
outstanding  advances  by  10  per  cent,  within  six  months ; 
would  niot  the  effect  of  that  be  at  least  in  the  same  direc- 
tion as  the  effect  of  raising  of  reserve  requirements? 

I do  not  think  so  in  the  droumstances  of  South  Africa,  and 
I am  indlined  to  think  in  praolaoalliy  ail  countries,  inciLud- 
ing  the  United  Kingdom.  I think  that  .the  sup^flernenitary 
reserve  requirement  has  an  add.itionaI  force  to  the  other, 
which  is  a request.  The  bankers  cannot  bring  down 
everyhodyls  advances  by  the  same  amount ; they  must 
diistinguiish  beittween  customers,  to  see  who  made  the 
biggest  increase  in  his  overdraft  in  the  past  year.  They 
seem  to  have  thought  that  they  could  not  do  it  in  the  other 
way,  but  now  they  are  bound  to  say : " I have  got  to  do  it : 
my  reserve  position  by  30th  June  has  got  to  be  adjusted  by 
so  much.  Then  the  next  2 per  cent,  increase  comes  at  the 
end  of  July,  and  Reserve  Bank  has  warned  us  that  they 
are  probably  going  to  increase  it  further  if  they  do  not  get 
the  desired  results  We  will  go  for  the  whole  10  per  cent, 
increase,  which  is  in  South  Afrioa  (today  £50.000,000. 
because  itheir  liabilMes  ace  £500,000,000.  The  .banks  oollec- 
tively  will  have  to  find  £50  million  more  cash  or  securities 
of  the  type  which  wJll  qualify.  They  cannot  sell  Treasury 
Bills  or  Land  Bank  bills  to  get  cash  with  which  to  finance 
imports,  because  they  will  be  short  of  the  reserve  balance. 
Tins  measure  somehow  brings  (it  home  more,  not  only  to 
the  banks  but  to  their  customers,  to  the  public  as 
a whole,  tb’at  ,tbds  is  a measure  .taken  by  -the  authorities. 
When  the  auithorities  say  that  the  banks  must  not  allow 
any  net  increase  in  advances,  or  must  bring  .them  down  by 
10  pec  cent.,  it  somehow  does  not  seem  to  have  the  same 
psychological  effedt. 

9323.  Professor  Sayers:  You  seem  to  argue  that  what 

lies  behind  the  need  for  this  more  concrete  force  is  the 
force  of  coroipetition  beittween  the  banks.  Would  you  say 
that  competWon  between  the  banks  in  South  Aflrica  is 
sharper  than  in  the  U.K.? Maybe ; I do  not  know 
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enou'gih  about  .tile  posibion  here  to  say.  It  is  possible  that 
the  eatry  of  a new  bank  a few  yeans  ago  introduced  _ a 
Sharper  element  of  compaiirtion  than,  you  have  her©  in 
the  United  Kingdom. 

9324.  United  Kingdom  bankers  gave  tihis  undertaking 

in  London,  Which  you  say  they  feOlt  quite  unable  to  give 
in  South  African  oonditions ; does  not  that  poinit  bo  some 
difference  of  that  kind? ^Yes. 

9325.  Chairman : Then  we  come  to  “ initereat  rate  policy 
and  open  mairket  operations  ”.  You  say  in  paragraph  14 : 

“ In  .the  gi'fit-edged  raaikeit,  for  example,  the  continual 
presence  of  the  Reserve  Bank  has  been  esseatiall  to  the 
existence  of  an  orderly  and  reaso'nably  .acitive  ma.rket  and 
the  Bank  has  accordingly  had  to  determine  the  pattern 
of  rates  for  the  various  miaturirties,  instead  of  leaving  it 
to  'the  interplay  of  such  mairkot  forces  as  happened  to 
exist  at  any  .time.” 

What  measures  are  taken  by  the  Ba.nk  to  achieve  that  resultt 
of  determiLn'ing  the  pattern  of  rates  for  .the  various  maturi- 
ties? In  what  securities  or  paper  do  you  operate,  and  by 

how  much,  and  by  what  kind  of  operation? We 

operate  in  Govermmenlt  stocks,  because  Treiasuny  Bulls  are 
not  readily  marketable.  There  is  not  an  active  market  in 
Treasury  Bills ; there  is  no  broker  dealing  with  Treasury 
Bills  or  commercial  bills.  With  Treasury  Bills  it  is  a ques- 
tion of  re-discount  with  the  Reserve  Bank  by  a commercial 
bank  or  a discount  house,  or  an  open  sale  to  the  Bank. 
There  is  a market  for  Government  stocks,  whether  one 
year  or  twenty  year  stocks,  and  there  are  transactions  all 
the  time.  But  the  market  is  relatively  narrow,  so  that  to 
ensure  that  there  is  at  all  times  a buyer  or  a seller  the  Bank 
takes  that  place ; it  sets  up  for  all  the  different  maturities 
at  any  given  moment  prices  at  which  it  is  prepared  to  buy 
or  to  sell  Government  stocks  out  of  its  portfolio.  There  are 
times  when  the  demand  for  Government  stocks  exceeds  the 
8>^ly,  and  we  provide  it  out  of  our  portfolio.  As  the 
brokers  know,  in  dotermiining  the  prices  for  the  various 
maturities  of  stocks  we  have  regard  to  su.pply  and  demand, 
or  wih'St  wo  consider  would  be  the  .relationship  over  a 
period.  When,  I say  that  the  market  is  narrow  I mean  that 
on  any  one  day  or  in  any  one  week  there  may  be  people 
wishing  to  sell  Government  stocks,  but  there  may  be  no 
buyer  that  week,  ithough  there  ml#it  be  the  next  week. 
The  Reserve  Bati'k  takes  the  , place  of  the  bu,yer  ; llusn  sub- 
sequently, if  there  is  a demand  for  that  stock,  it  sells  again, 
So  we  have  regard  Do  market  forces  in  so  far  as  we  can 
detenmiinio  them,  but  we  do.  not  let  .the  forces  do  it  on  any 
parlioular  day.  If  we  fi.nd  that  we  have  to  make  net  pur- 
chases oontinuously  for  a ittme,  that  In  itsdlf  is  evidence  that 
demanid  is  smaller  'than  supply  and  that  we  .sihouild  adjust 
our  rate,  That  would  be  an  indiication  that  market  forces 
wore  going  in  Ihe  opposite  direction'  bo  what  we  had  been 
aoTing  on,  and  so  Che  Reserve  Bank  wou'ld  give  way, 
Whcither  it  changes  .its  Bank  Rale  or  .not,  it  is  in  'the  market 
and  may  give  way,  as  it  has  already  done  on  tiwo  occasions 
this  year  in  February  and  last  month.  In  both  cases  we 
shifted  the  yields  on.  which  we  worked  by  on©  quarter  per 
cen't.  widiO'Ut  changing  die  Bank  Rate,  6i»ause  we  found 
that  ft  was  in  the  public  sector  of  the  capital  market  where 
the  demand  was  excessive.  There  was  no  case  for  a rise 
in  mortgage  rates  or  building  society  rates,  buit  there  was  a 
case  for  a ni.se  in  the  gilt-edged  market  because  of  tihe  big 
expenditure  in  the  public  sector  in  excess  of  what  we 
thought  the  country  could  afford,  as  we  told  the  Govern- 
ment, Last  year  in  my  address  to  stockholders  the  point 
was  mentioned ; it  is  public  knowledge  that  the  Reserve 
Bank  considers  that  both  capital  and  current  expenditure 
in  the  public  sector  is  on  too  high  a level  at  this  particular 
stage.  Indeed,  the  demand  for  funds  from  the  public 
sector,  not  just  from  the  Government  but  the  municipalities 
and  the  public  utility  corporations  for  power,  water  and 
so  on,  definitely  exceeded  the  supply ; so  we  consider  that 
we  can  shift  down  our  prices  in  the  market.  We  have  done 
it  several  times  before,  but  this  year  twice  without  a change 
iin  Bank  Rate.  The  Trea-sury  'has  been  informed  every 
time  of  wihat  it  was  proposed  to  do.  The  matter  was 
discussed  at  Cabinet  level,  and  they  had  rcluotonfiy  to 
accept  the  fact  that,  if  they  wan.t  lo  continue  carrying  out 
the  presenit  capital  proigria,mimes,  evem,  after  culling  down 
the  level,  they  have  to  pay  more.  We  have,  as  in  all  the 
under-developed  countries,  immature  markets.  We  cannot 
leave  the  market  enildrely  alwie ; we  have  bo  operate,  but 
we  do  not  operate  by  setting  a fixed  limit  and  saying  that 
we  supply  credit  on  that  particular  level.  We  have  changed 


from  Dime  to  time,  but  Ih©  effeat  is  that  the  changes  are 
more  gradual  and  that  there  are  fewer  fluctuabiems  than 
in,  a market  like  London’s.  In  SoU'lh  Africa  ffie  market 
moves  by  definite  steps  in  a general  trend  rather  than  by 
fluoDuatijig  upwards  and  downwards  a I'Ot. 

9326.  Professor  Sayers : You  found  that  at  existing  rates 

of  interest  &e  market  was  tending  to  unload  securities  on 
to  you ; your  response  to  that  was  not  to  say  that  the 
who!©  range  of  interest  rales  must  change,  but  to  use  your 
market  posdbion  to  see  that  the  change  took  place  in  a 
particular  sector? ^That  is  the  point. 

9327.  Your  reason  for  that  discriminating  treatment 

was  that  you  took  the  view  that  capital  expenditure  in 
that  sector  was  unduly  heavy  in  relation  to  the  nation^ 
reserves? ^Yes, 

9328.  So,  while  by  your  market  action  you  determine 
the  pattern  of  interest  rates,  you  have  not  been  .saying  that 
the  total  pressure  of  demand  in  the  country  is  such  that 
you  must  raise  the  whole  pattern  of  interest  rates ; you 
see  where  the  pressure  of  demand  is  excessive  and  you 

alter  the  pattern  to  fit  your  views  on  that? Yes.  The 

other  pressure  of  demand  was  in  the  import  sector  and 
the  hire  purchase  sector.  We  agreed  that  the  banks  should 
raise  their  rates  for  those  purposes,  but  an  the  mortgage 
field  there  was  no  reason  for  any  increase  in  the  rates  in 
private  investment.  There  has  been  a decline  which  is 
rather  disquieting ; wc  have  an  increase  in  public  invest- 
ment and  a decline  in  private  investment.  We  consider 
that  lif  the  whale  .structure  of  interest  rates  were  raised 
it  would  be  to  the  detriment  of  private  investment. 

9329.  Looking  at  the  effect  of  this  discriminating  change 
in  paOtern  of  rates,  are  you  expecting  that  because  of 
the  relative  rise  in  rates  in  (he  public  sector  the  spending 
in  the  public  sector  on  capital  development  will  be 

checked? ^We  are  hoping  for  it.  It  ha,s  already  had 

an  effect  on  the  municipalities  according  to  newspaper 
reports ; the  chairman  of  a finance  committee  will  tell 
his  full  council  that  they  have  got  'to  cut  down  the  frills. 

9330.  Because  the  rates  of  interest  have  gone  up? 

Yes.  Then  the  Minister  of  Finance  claimed  that  it  would 
strengthen  his  position  in  the  Cabinet  if  he  said:  “You 
SCO  what  has  happened ; and  ilhi-s  will  ju-rt  go  on.  They 
will  have  to  raise  the  rate  by  another  quarter  and  then 
a half  per  cent.,  and  we  will  get  to  an  impoatible  position  ”. 
When  I loft  South  Africa  I was  told  by  the  Treasury  that 
the  various  Ministers  wore  all  having  another  look  at 
the  estimates  of  their  departments,  trying  to  keep  them 
down. 

9331.  15o  you  consider  that  you  have  power  over  the 

pattern  of  in'tere,st  rate.s,  and  you  use  that  power ; and 
you  'Iwlieve  that  that  power  has  an  effect  upon  the  prewure 
of  capital  spending  in  the  various  .sectors? ^It  Is  experi- 

mental, ■(rf  course.  It  is  the  first  tme  wc  have  done  it  this 
way.  Next  year  I may  have  a different  view.  But  we 
felt  that  we  must  have  an  opportunity  of  lodcing  around 
and  seeing  what  happens  in  the  world  and  what  is  going 
to  happen  further  in  vSouth  Africa.  We  may  revise  our 
opinion  at  any  time. 

9332.  This  method  of  operation,  of  determining  the 
right  pattern  of  interest  rates  might  conceivably  lead  you, 
■though  it  has  not  on  this  occasion  led  you,  into  a situation 
in  which  you  found  that  a very  large  total  of  long-term 
securities  was  unloaded  on  to  the  Bank.  Would  you  accept 

that  position? ^No.  There  have  been  times  when  we 

have  dropped  out  of  the  market  to  see  what  happens  if 
market  forces  are  the  only  forces  operating.  By  changing 
the  rale,  or  rather  our  bid  prices,  we  have  so  far  had 
an  effect.  If  no  notice  were  taken  of  that,  and  sales  came 
up  even,  though  they  would  be  at  a loss,  we  should  have 
to  reoemsider  our  po.sition.  Wc  are  not  bound  to  buy 
all  the  stocks  offered.  There  have  been  cases  where  we 
have  refused  to  do  so.  even  though  we  maiiitained  the 
hid  price  in  the  market.  Financial  institutions  are  after 
all  always  in  a special  case ; so  we  wish  to  know  who  is 
the  seller.  We  may  hear  that  it  is  a building  society ; so 
we  have  a talk  to  them  and  ask  what  they  want  it  for. 
They  may  say  that  it  is  to  subscribe  to  a new  loan  that  a 
public  utility  corporation  is  putting  on  the  market.  This  is 
a case  of  moral  suasion  ; we  say  that  we  think  that  it 
would  be  wrong  for  us  to  supply  credit  in  order  to  make 
a new  loan  the  .success  it  would  not  otherwise  be. 

9333.  C/in/rn?«7n:  It  means  very  dose  supervision? 

Yes.  It  is  only  when  a financid  institution,  whether  a 
bank,  an  insurance  society  or  a building  society,  is  con- 
cerned that  we  intervene  in  that  way.  We  consider  that 
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the  finaacial  institutions  should  be  wibhia  our  orbit  in 
one  way  or  anoither,  though  iKut  always  as  close  'as  in  the 
case  of  the  'banks,  and  ithat  we  can  exercise  some  moral 
suasion  over  whait  (they  do. 

9334.  Professor  Cairncross:  Do  you  not  know  exactly 

who  holds  the  debt  from  month  to  month? Yes,  we 

have  figures  about  the  ownership  of  the  public  debt. 

9335.  You  can  watdh  every  single  'transaction,  that 

matters? ^Yes,  if  it  is  a 'big  size.  The  Public  Debt 

Commissioners  also  operate  in  the  market,  and  our  secre- 
tary is  always  in  contact  with  their  secretary,  so  that  they 
do  not  operate  against  one  another.  If  it  is  a big  trans- 
action we  know  who  as  at  'the  back  it. 

9336.  Professor  Sayers:  The  right  and  the  ability  to 
change  raitos  by  operating  in  the  capital  market  would 
seem  to  be  absolutely  viital  to  your  position,  so  far  as  this 
morail  suasion  is  concerned,  because  df  the  market  were 
embirely  free  you  could  not  fix  the  pattern  of  rates  and  say 
that  you  would  not  go  on  absorbing  stock  indefinitely? 
That  is  so. 

9337.  What  matters  here  is  not  merely  bhe  smallness  of 

the  market  but  your  power  to  discourage  people  from 
offering  stock  for  sale? ^Y^es. 

9338.  Sir  John  Woods:  It  is  known  generally  in  South 

Africa  that  the  Bank  is  prepaired  to  operate  in  the  market 
and  to  change  tlw  rates  and  alter  the  price  of  stock.  I 
t^e  it  you  do  not  feel  that  that  knowledge  is  likely  to 
change  the  willingncs.?  of  investors  to  take  up  new  Gov- 
ernment issues? ^They  have  to  judge  also  what  the 

situation  is  likely  to  be,  and  what  we  are  likely  to  do. 
Last  month  there  was  a conversion  issue,  a rather  large 
one  for  Souitli  Africa,  and  more  than  one-dhird  of  the 
holders  were  not  prepared  to  convert  because  they  were 
in  a difficuk  state  and  they  welcomed  the  opportunity  to 
get  the  money  back  without  a loss.  When  the  Govern- 
ment look-^  for  new  itwney  to  make  up  for  the  gap  they 
had  great  dillicuity  in  getting  it  even  though  they  raised 
their  rates  by  a quarter  per  cent,  (which  the  Reserve  Bank 
had  done  in  the  market)  to  the  highest  rate  we  have  had 
in  the  Union  since  1920  or  thereabouts.  Notwilhatanding 
that  the  conversion  was  not  really  a success,  the  Reserve 
Bank  had  to  help  to  make  it  a success.  That  is  taken  by 
some  as  an  indication  that  rates  have  not  gone  high 
enough ; so  unless  the  Reserve  Bank  were  to  announce 
that  it  was  going  to  defend  the  market  at  that  level 
investment  in  gilt  edged  stock  might  not  be  so  readily 
f'OPtlicoming.  That  is  something  we  still  have  to  face. 
The  Government  is  now  free  fiOr  months  and  monHis,  but 
the  Electricity  Supply  Commission  has  to  come  to  the 
market  in  October  again  in  Johannesburg.  There  have 
been  a few  occasions  on  which  the  Reserve  Bank  felt 
that  it  had  to  give  some  indication  that  it  was  going  to 
make  a stand  at  that  level,  and  thereafter  investment  went 
on  freely. 

9339.  Chairman:  How  did  you  give  the  indication? 
By  an  announcement. 

9340.  Your  Bank  can  set  the  pattern  of  interest  rates 
and  can  at  any  lime  take  a deoisitm  to  shift  the  yield  ; 
and  any  inveoJtor  in  that  market  would  find  the  capital 
value  of  hi.s  investment  at  any  one  time  was  affected  by 
your  decision.  It  could  be  said  that  that  would  scare  him 

away.  Have  you  any  comment  on  that? 1 do  not 

think  it  would  scare  him  any  more  than  if  it  was  market 
forces  that  did  it.  Market  forces  would  probably  do  it 
more  violently  with  greater  fluctuations.  The  market 
always  overdoes  any  movement.  If  it  go«  upwards  it 
goes  too  far  for  a time,  and  then  there  is  some  slide 
backwards  before  it  goes  up  again.  I have  reason  to 
believe  that  in  South  Africa  there  is  greater  confidence  in 
the  gilt-edged  market  because  of  the  Reserve  Bank’s  c^ieca- 
tions.  In  the  first  place,  there  are  fewer  fluctuations  than 
there  would  otherwise  be  in  the  market ; secondly  they 
consider  the  Bank  must  have  a pretty  good  reason  for 
doing  what  it  does ; and  thirdly  it  does  not  change  too 
frequently.  It  does  help  the  position  for  at  least  some 
time ; anci  many  institutions  must  invest.  They  do  not  mind 
holding  back  if  they  think  that  they  may  be  able  to  get 
stocks  cheaper  next  week,  but  if  they  think  that  it  is  going 
to  be  a maitter  of  moni^  it  does  not  pay  them  to  stay 
away  from  the  market,  Even  if  they  think  that  in  six 
months’  time  there  is  going  to  be  another  change  it  pays 


them  to  make  the  investmenit  now.  So  I would  say,  I 
hope  correctly,  that  we  are  a stabilising  force,  not  only 
in  the  market  but  in  the  minds  of  the  investOTS. 

9341.  Professor  Cairncross:  Your  market  debt  is  very 
different  from  ours : about  two^thirds  is  held  by  the  Gov- 
ernment and  that  leaves  one-third,  nearly  all  of  which  is 
held  by  intermediaries  of  one  kind  or  another.  That  being 
so,  wdiio  do  you  eixpeot  to  bring  into  the  market  when  you 
lower  .the  price  of  the  debt?  Twice  this  year  you  have 
raised  your  yields,  and  lowered  the  support  price  f<xr  debt ; 
did  you  do  that  in  expeotaition  you  would  bring  fresh 

buyers  into  the  market? Not  so  much  into  the  market 

as  into  the  new  issues  which  have  to  be  made  by  the 
Govern'meort,  the  public  utility  corporations  and  the  munici- 
palities in  the  course  of  the  year.  The  capital  programmes 
of  all  these  public  bodies  are  very  large,  so  it  is  to  give 
the  investors  some  incentive  to  subscribe  for  the  new 
issues,  on  the  ground  that  this  level  will  hold.  The  open 
market  operations  are  not  on  any  scale.  Apart  from  the 
public,  there  are  a host  of  smaller  financial  institutions  of 
a local  nature  operating  at  only  one  town,  about  which  we 
do  not  concern  ourselves.  When  I say  that  we  trjr  to 
exercise  moral  suasion  on  non-bank  financial  institutions 
as  well  as  on  banks,  we  really  have  in  mind  the  large  ones 
with  whom  we  have  dealings  of  one  kind  or  another ; but 
there  is  a large  number  of  smaller  institutions,  and  the 
general  public,  which  we  have  to  leave  out  of  account. 

9342.  Have  you  in  pradliice  found  that  the  two  changes 
you  have  made  in  the  gilt-edged  markeit  have  stabilised 

it? 1 would  not  be  prepared  to  go  as  far  as  that 

yet,  ibut  it  has  been  an  lincentive  to  some  institutions  to 
invest  more  ki  giJil-edged  invesltmenlts  rather  than  in  mort- 
gages. There  are  people  who  sajj : “HI  can  get  a twenty 
year  Electricity  Supply  Commission  stock,  I shall  be  sure 
of  twenty  years  at  that  rate.”  The  mortgage  rate  may 
have  to  come  down,  if  things  in  the  world  go  in  the  direc- 
tion of  cheap  money.  1 think  it  is  possible  that  we  have 
gone  now  to  the  upper  limit  needed  for  stabilising  the 
market  and  getting  new  subscriptions.  London  affects  us 
more  than  any  other  market ; there  the  rate  has  come 
down  recently  and  expectations  are  firmer. 

9343.  Chairman : In  paragraph  19  you  refer  to  exchange 
control ; we  should  be  interested  to  know  how  effective 
you  have  found  exchange  control  in  South  Africa,  and 
whether  you  are  able  to  reitain  exchange  control  mO'Ve- 
ments  of  capital  will'hout  simultaneously  having  control 

of  current  transactions? ^The  exchange  control 

operates  on  current  transactions  as  well.  The  exchange 
proceeds  from  exports,  for  example,  have  to  be  paid 
into  a South  African  bank  within  a certain  period,  and 
there  is  a form  on  which  the  exporter  has  to  indicate 
when  the  funds  will  be  avuilable  and  where  he  will  pay 
them  in.  That  is  the  same  procedure  as  is  used  in  the 
United  Kingdom  f.or  expo^rts  to  non-sterling  countries. 
AU  that  has  happened  is  that  we  now  apply  it  to  sterMng 
as  well  as  non-steifling  oouritnies.  We  have  had  exchange 
control  on  transaotiions  with  non-sterling  counitries  from 
the  time  the  Un.ited  Kioigdom  introduced  it  in  September, 
1939  ; we  have  just  applied  the  same  procedure  to  sterling 
counitries,  whether  for  exports  or  im.ports.  A person  who 
has  to  remit  dividends  abroad  naturally  has  to  mention 
thait  to  bis  banker ; but  we  allow  the  ba'nks  a large 
measure  of  discretion.  The  banks  are  not  going  to  follow 
uip  their  customens  as  to  whether  that  was  r^ly  an 
interest  payment,  but  f^or  statistical  purposes  the  customer 
has  to  iudiicate  what  he  wants  foreign  exchange  for. 

9344.  Was  there  a period  when  you  did  exercise  control 
over  the  movement  of  capital  to  London,  although  not 

over  current  transactions? For  one  year,  from 

February  1956  to  February  1957,  we  had  a very  loose 
form  of  control  whidh  aimed  merel'y  at  capital  trans- 
actions ; 'We  did  not  at  tihat  time  extend  the  export  control 
procedure  for  non-st'erling  countries  to  the  sterling  area. 
It  is  only  last  month  that  it  was  decided  to  apply  it  more 
strictly.  I may  put  it  this  way;  until  last  month  the  exchange 
oontro'l  over  transactions  vrilh  the  sterling  area  was  not 
really  of  the  nature  of  a control.  It  was  just  an  indica- 
tion of  intention  and  of  the  duity  of  management ; there 
was  no  real  ntadhinery  of  control.  La.st  month  it  was 
finally  decided  to  make  it  a control. 

9345.  Lord  Harcouri  : And  the  control  now  applies  to 

current  as  well  as  capital  transactions? ^Yes,  except  that 

on  outgoings  for  imports,  interesrt  or  dividend  payments. 
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insurance  paymentis  and  freiight  the  banks  are  not  exipecited 
to  foUow  it  up  too  closely.  For  exports,  exporters  have 
to  fi'U  in  a form  saying  exactly  where  lire  goods  are  going, 
how  the  sdttlemenit  will  be  made  and  when. 

9346.  Professor  Cairntross:  The  context  of  paragraph 
19  relates  to  funds  being  .transferred  to  London  to 
take  advantage  of  the  higlier  rates  in  London.  Whait  you 
are  telling  us,  if  I understand  it,  is  that,  during  the  period 
When  you  had  conitrol  over  the  movement  of  capital  but 
not  ovCT  current  transactdons,  this  was  more  an  indicataon 
from  the  Reserve  Bank  and  the  Govemmen't  of  what  you 

would  like  to  see  happen  than  of  effective  conitrol? 

Yes.  There  was  no  question  cxf  a prosecution,  for  example, 
when  we  introduced  it  in  a more  virulent  form  last  month. 
We  virtually  had  to  say  that  we  would  not  notice  anything 
that  was  omitted  before. 


9347.  Does  this  imply  that  you  were  not  successf'ul  in 

insulating  your  monetary  system  from  the  effect  of  higher 
interest  rate  in  London? Yes. 

9348.  And  one  reason  for  the  introduction  of  the  lighter 
control  clause  last  monith  was  the  pull  of  higher  rates 

in  the  other  pants  of  the  sterling  area? Yes,  and  the 

credit  squeeze,  which  we  have  regarded  as  even  more 
impohtanit  than  the  higher  money  rates.  We  have  found, 
as  I shall  have  to  tedl  my  friends  at  the  Bank  of  England, 
that  the  credit  squeeze  here  was  nullified  in  many  cases 
by  iparemt  companies  calling  on  their  subsidiaries  to  send 
their  cash  balances  to  London  or,  if  they  did  not  have 
enough,  even  to  borrow  from  a bank  or  insurance  com- 
pany and  send  that  also.  To  that  extent  they  could  avoid 
the  squeeze  here,  but  the  squeeze  affected  us  in  South 
Africa. 


(Adjourned  until  2.15  p.m.) 


Mr,  M.  H.  de  Kock  further  examined 


9349.  Chairman : From  paragraphs  20  to  22  1 have  the 

impression  that  under  your  system  a change  of  Bank  Rate 
carries  itself  almost  completely  through  the  whole  finan- 
cial system  ; everything  virtually,  even  building  societies 
and  the  mortgage  rate,  adjust  themselves  to  it? Yes, 

9350.  Then  you  say  that  there  may  be  times  when  you 
do  not  want  to  achieve  .a  completely  widespread  change 
of  interest  rates  like  that,  and  therefore  you  adopt  the 
more  Mrmted  way  of  resorting  to  dhanges  in  the  pattern 
of  gilt-edged  rates.  If  you  achieve  an  alteration  of  the 
gilt-ediged  rate  pattern,  does  not  that  reflect  back  upon  the 

rates  ^ interest  charged  for  other  purposes? Only  in 

a certain  field.  It  would  affect  Treasury  Bill  rates  and 
call  money  rates ; ibtrt,  except  to  the  extent  that  the  com- 
mercial  banks  on  their  own  put  up  their  rates  for  certain 
purposes  although  the  Bank  Rate  has  remained  the  same 
(that  has  been  done  with  our  consent),  it  does  not  neces- 
sarily go  right  through.  When  the  Bank  Rate  is  changed 
it  normally  affects  not  only  the  lendiin.g  rales  of  the  banks 
but  their  deposit  rates.  Their  deposit  rates  are  in  oomrpe- 
tition  with  the  deposit  rates  of  the  buildiing  societies ; 
because  of  their  strr.u<Jtu're  the  societies  have  to  pay  more 
for  deposits,  on.  fixed  term  deposilB  as  they  nvatur©  and 
on  savings  deposits  immediately,  and  therefore  they  have 
to  raise  their  lending  rates,  which  are  mainly  for  mort- 
gages, immediately.  We  have  given  some  consideration  to 
an  alteration  in  the  structure  of  building  .sooielies  to  avoid 
this  necessary  connection  between  the  Bank  Rate  and 
mortgage  rates.  We  consider  that  the  itime  has  come,  as 
they  are  such  a tremendous  organisation,  relatively  much 
larger  than  in  the  United  Kingdom,  when  the  building 
socidties  should  try  to  get  more  of  their  funds  on  a 
longer-term  basis,  so  Chat  they  do  not  have  to  change  their 
mortgage  rates  immediately,  not  just  on  new  loans  but  on 
past  loans  as  well.  They  do  get  a good  deal  of  their 
funds  now  in  the  form  of  shares,  but  they  are  not  shares 
in.  the  ordinary  sense ; they  are  really  a fixed  interest 
deposit  for  five  years  or  loiter,  but  they  have  the  obliga- 
tion to  raise  the  rate  of  interest  on  shares  when  they 
raise  Che  rate  on  deposits.  It  is  just  the  way  the  system 
has  grown  up.  Building  societies  have  become  very 
important  in  South  Africa.  Their  total  assets  are  over 
£400  million,  which  is  a lot  of  money  in  a small  com- 
munity like  the  Union  ; that  shows  the  extent  to  which 
they  have  developed.  They  have  allowed  their  shares  to 
be  used  in  some  instances  virtually  as  call  money. 
Again  that  is  partly  a question  of  oompetStion.  They 
give  their  shan^olders  to  understand  that  if  they  are  in 
a fix  and  neerf  the  money  suddenly,  and  if  it  suits  the 
society,  the  society  will  pay  them  out.  We  have  com- 
plained to  them  that  they  are  in  effect  giving  a higher  rate 
of  interest  on  call  money ; just  as  the  comimercial  banks 
have  spoiled  their  customers  by  allowing  them  to  think 
that  lines  of  credit,  instead  of  being  repayable  on  demand, 
are  fixed  for  a period  of  twelve  months  ait  a time,  so 
building  societies  have  spoiled  their  custoimers  by  giving 
them  to  understand  that  if  they  need  the  money  before 
the  time  it  will  proibably  suit  them  to  pay  it  out.  In  a 
oiiisis  they  can  make  use  of  their  legal  position,  but  we 
consider  that  that  is  going  to  create  a great  deal  of  resent- 
menlt.  It  is  like  the  old  joke  about  a banker  being  ready 
to  gave  you  an.  umbrella  when  it  is  fine  weather,  and  at 


the  lir.'Jt  sign  of  rain  he  calls  the  umbrella  back.  The 
building  societies  have  not  had  u crisis  for  many  years 
(1932  wasihela-vt)  and  afinanoial  structure  has  been  built  Up 
in  South  Africa  which  has  various  unwali-sfiictory  features 
and  which  muke.s  the  use  of  the  Bank  Rate  inflexible. 
Some  bankers  object  that  it  limius  the  scope  for  the  use 
of  Bank  Rale  because  of  the  intcr-oonneclions  with  mort- 
gage rates  and  certain  other  loans. 

9351.  You  find  it  loo  comprehensuve  in  its  influence? 
Yes. 

9352.  Professor  Sayers:  Is  not  thi.s  tendency  of  banks, 
building  societies  and  others  to  spoil  ihelr  customers,  as 
you  put  lit,  one  of  the  natural  consequences  of  the 
development  of  financial  institutions,  including  central 
banking?  Financial  instkution.s  become  more  effective  in 
equating  the  liquidity/  of  thear  assote  with  the  habits  of 
their  depositors.  This  is  one  of  the  facts  of  life  which 
any  monetary  authority  has  got  to  take  for  granted ; 
to  try  to  struggle  against  this  tendency  of  institutions  to 
concede  more  and  more  to  their  depositing  customers  is 
surely,  if  i may  use  lihe  phra.se,  '‘spifirng  against  the 

wind"? We  consider  that  the  stage  has  been  reached 

in  South  Africa  where  something  has  to  be  done.  There 
is  a similar  outlook  elsewhere ; and  that  is  why  there  is 
a Radcliffe  Committee,  why  they  have  a Congressional  in- 
quiry in  the  United  States,  and  why  in  Canada  they  are 
also  considering  some  such  inquiry.  We  have  an  inqui^ 
in  .South  Africa,  only  there  the  Reserve  Dank  is  doing  it, 
not  a committee  or  commission  of  inquiry.  There  have 
been  many  developments  in  the  financial  field  in  the 
last  twenty  years  all  over  the  world  ; one  has  affected  the 
other,  and  so  we  get  to  a .stage  where  there  are  a number 
of  unsaitisPactory  features,  and  whewe  not  only 
the  central  bank  but  the  institutions  themselves 
are  ripe  for  a discussion  of  ways  and  means. 
The  United  Building  .Society  ulone  already  has 
£130  million  of  funds,  and  is  growing  at  the  rate  of 
about  £15  million  per  annum.  How  can  they  confine 
themselves  to  the  building  society  movement?  They  do 
not  find  sufficient  demand  for  mortgages  of  the  type 
in  which  they  should  engage,  so  they  grant  mortgages 
on  ibig_  office  buildings  or  blocks  of  flats ; and  not  just 
on  buildings  for  residential  purpo.ses:  they  even  make 
loans  to  an  industrial  enterprise  by  means  of  a mortgage 
on  the  buildings  and  land  belonging  to  the  enterprise. 
The  building  societies  draw  such  a large  proportion  of 
the  savings  of  the  country  through  their  various  means 
of  fixed  deposits,  savings  deposits,  and  all  sorts  of  shares, 
that  they  themselves  feel  the  time  has  come  for  a 
revisi>on  of  the  sy.slem  under  which  they  wes-k. 

9353.  Would  you  not  agree  that  it  is  no  accident  that 

this  is  an  international  phenomenon,  and  that  the  position 
in  South  Africa  that  building  society  rates  have  become 
very  quickly  .sensitive  to  changes  in  the  Bank  Rate  cannot 
be  upset  without  very  substantial  interference  with  their 
business? Yes. 

9354.  You  would,  I gather,  like  to  have  their  rates  more 

under  your  control,  as  something  independent  of  the  Bank 
Rate? ^Yes. 

9355.  Chairman  : And  as  something  independent  of  yow 
adjustment  of  the  giit-edged  rate  too?  I was  puzzled 
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to  know  how  you  could  put  up  the  cost  of  borrowing 
against  the  Government  without  putting  up  the  rate  for 
private  investment  at  the  same  time.  Can  you  isolate 

those  two? In  certain  circumstances,  and  at  certain 

times.  I do  not  say  it  can  be  done  all  along.  When- 
ever we  have  both  excess  of  investment  and  excess  of 
consumption,  with  strong  inflationary  pressures,  then  it 
suiits  us  to  (have  a Bank  Rate  that  works  right  through 
the  financial  structure,  because  we  desire  to  cut  down 
the  demand  for  goods  and  services  generally.  But  we 
get  other  times  when  circumstances  are  of  a mixed  pattern, 
as  we  have  had  recently,  where  we  have  tried  at  least 
to  punish  some  without  affecting  the  others.  Whether 
we  can  maintain  that  is  still  a doubtful  matter ; but 
for  a period  it  can  be  done.  If  we  do  not  take  too  long 
to  get  the  adjustment  right  in  the  public  sector  and  the 
imports  sector,  then  it  will  have  worked ; if  we  fail  to 
achieve  our  purposes  in  the  two  sectors  that  we  want 
to  affect,  then  obviously  we  will  have  to  reconsider  the 
matter. 

9356.  Professor  Sayers:  Your  difficulty  in  separating 
the  building  societies’  rate  'from  the  Bank  Rate  does, 
on  'the  face  of  it.  qualify  very  oonsaderably  what  yooi 
were  saying  this  morning  about  your  ability  to  control 
the  gilt-edged  rate  separately  from  the  Barlk  Rate.  It 
is  not  an  inevitable  conflict,  but  it  is  a little  strange, 
that  'this  one  part  of  the  market  should  be  tied  to  the 
banking  sector  very  closely  indeed,  and  yet  you  feel  that 
the  gilt-edged  market  is  entirely  under  your  control, 
that  you  can  keep  that  in  hand  and  hold  the  pattern  of 
interest  rates  you  think  suits  the  relative  degrees  of  pres- 
sure in  the  various  sectors  of  the  economy.  How  con- 
fident do  you  feci  that  you  can  hold  a sectional  pattern 

of  interest  rates? It  depends  upon  how  soon  the 

parties  concerned  react  to  the  way  the  Reserve  Bank 
regards  the  situation.  If  the  public  sector  is  sufficiently 
influenced  by  the  increases  we  brought  about  in  their 
rates,  and  it  has  the  effect  of  reducing  their  requirements 
and  cutting  down  their  programmes ; if  the  business  com- 
munity is  prompt  enough  to  accept  the  situation  as  we 
see  it  and  reduce  their  imports ; and  if  the  hire  purchase 
finance  companies  also  take  the  hint  that  it  is  in  the 
interests  of  the  country  not  to  encourage  too  much  hire 
purchase  credit,  even  if  they  can  get  the  funds  from  the 
public  directly  in  the  form  of  deposits  or  investment 
certificates  or  savings  certificates,  whatever  they  may 
call  it ; we  shall  have  achieved  our  objects.  Of  course 
we  have  also  at  the  back  of  our  minds  developments 
elsewhere  in  the  world,  We  have  banked  on  the  down- 
ward trend  not  only  in  North  America  and  the  Continent 
but  in  London.  The  first  decrease  in  the  London  Bank 
Rate  came  later  than  we  thought;  then  there  was  the 
second,  and  we  are  hoping  for  no  complications  in  the 
economic  or  labour  situation  here  to  delay  the  further 
downward  movement  of  the  rate.  If  the  csourse  of  events 
here  had  caused  the  authorities  to  maintain  .the  rate  at 
7 per  cent.,  Irre-ipective  .of  the  way  the  exchange  rates  went, 
or  other  circumstances,  then  we  should  probably  have  been 
in  trouble  by  now  already.  But  .the  downward  move- 
ment has  started  here,  and  it  'is  gathening  momentum  all 
over  the  world.  So  I would  say  that  the  external  factor  is 
also  imrpoTtant  to  us.  W©  have  just  been  relying  on  certain 
things  happening  in  certain  parts  of  our  financial  structure 
and  in  'the  world  at  large ; and  to  .the  extent  that  we  are 
correct  in  that  assessment  we  have  a chance  of  getting  over 
this  difficulty.  If  things  go  the  other  way,  then  obviously 
we  shall  -have  to  revise  our  own  atititude.  We  are  at  least 
trying  an  experiment.  We  know  that  there  are  economists 
all  over  the  world  looking  for  new  ways  of  doing  things, 
so  we  are  trying  to  give  them  something  to  think  about ! 

9357.  Looking  at  how  your  system  works  internally,  I 

gather  from  what  you  were  'telling  us  this  morning  that 
the  pressure  of  capital  spending  in  the  public  sector  is 
sensitive  to  rates  of  interest  in  the  gilt-edged  market,  which 
you  have  direotiy  under  you  control ; that  the  building 
societies’  rates  of  interest  have  their  effect  -on  the  housing 
and  general  building  situation,  and  that  these  rates  tend 
to  move  directly  with  the  Bank  Rate ; and  ffiat  the  Bank 
Rate  governs  the  lending  rates  of  the  commercial  banka, 
and  that  these  lending  rates  are  important  in  influencing 
the  demand  for  imports ; so  that,  having  a considerable 
influence  .on  Ihcse  rates  of  interest,  you  have  a very 
considerable  influence  .on,  these  three  important  branches 
of  spending.  Is  that  right? ^Yes. 

9358.  But  you  are  a little  worried  by  the  fact  that  the 
building  societies’  rates,  which  have  this  influence  on 


building  activity,  seem  to  be  tied  rather  too  automatically 

to  the  Bank  Rate? Yes,  and  through  competition  with 

the  commercial  banks  for  deposits. 

9359.  It  is  because  of  that  competition  with  the  com- 

mercial hanks  for  deposits  that  their  rates  are  tied  closely 
to  the  Bank  Rate? Yes. 

9360.  You  thiiik  that  there  are  some  times  when  you 

would  want  to  change  the  Bank  Rate,  because  of  its 
influence  on  particularly  the  demand  for  imports,  when 
you  would  not  want  to  change  your  influence  over  the 
general  bui'lding  situation? 'Yes. 

9361.  Do  you  see  any  way  of  separating  the  structure 

of  the  building  societies’  rates  from  the  Bank  Rate? 

If  the  'buiiliding  societies  became  less  dependent  on  deposits 
and  try  to  get  some  of  their  funds,  as  we  think  they  should 
do,  on  the  Continental  model,  on  five-year  debentures,  ten- 
year  debentures,  or  twenty-year  debentures,  ait  a given 
rate  of  interest  which  did  not  have  to  be  changed,  so  that 
they  did  not  have  to  change  the  mortgage  rates,  it  could 
be  done.  If  a building  society  .is  dependent  in  securing 
its  'funds  on  a changing  Bank  Rate,  it  in  turn  must 
protect  its  position  with  its  borrowing  customers. 

9362.  It  os  'there  that  I cannot  help  feeling  that  you  are 
“ spitting  against  the  wind  ”.  It  is  natural  for  the  Gilding 
societies’  rate  to  become  more  sensitive  in  time  to  the 
Bank  Rate.  How  do  you  .think  you  can  encourage  the 
building  societies  to  order  their  affairs  in  the  way  you 
are  suggesting,  so  .that  their  rates  are  less  sensitive?  Is 
there  anything  the  cen^tral  bank  can  do  to  push  them 

in  this  direction? ^The  building  societies  have  certain 

privileges,  sudr  as  exemption  from  taxation,  and  yet  they 
are  competing  more  and  more  with  institutions  which  are 
liable  to  taxation.  They  are  encroaching  in  various  ways 
on  the  ter.ra'in  of  .the  commercial  .banks ; for  example, 
they  operate  their  savings  deposit  accounts  very  much  like 
a current  account  in  the  bank,  but  witho.ut  cheques ; the 
deposiitor  can  put  lin  and  draw  out;  or  he  can  deposit 
his  wages  and  ask  his  building  society  to  pay  his  monthly 
accounts  at  shops.  I think  the  taxation  aspect  should  be 
made  effective  in  any  case,  because  it  is  no.t  only  in  that 
way  that  they  compete  with  private  enterprise ; they  all 
put  u.p  big  'budldings  where  they  use,  say.  the  ground  floor 
and  the  first  floor,  and  all  the  other  floors  are  put  om 
to  rent,  and  lilhe  rents  they  get  are  in  competition  with 
others,  but  on  a lower  level  than  would  otherwise  have 
been  the  case,  'because  they  do  not  pay  tax  on  the  rent, 
There  is  no  aspect  of  their  income  which  is  subject  to 
taxation.  There  are  various  ways  of  making  desirable 
changes  ; those  who  want  to  remain  building  societies  in 
the  ordinary  way  can  remain  under  that  Act,  but  others 
who  want  to  expand  beyond  the  scope  for  building  societies 
have  already  broken  the  spirit  of  the  Act  in  various  ways. 
At  least  they  can  be  induced  to  do  it  on  a better  basis,  if 
they  would  only  say  that  the  shares  that  they  issue  will  not 
be  regarded  as  repayable  whenever  somebody  pleads  a need 
for  funds  because  of  family  troubles,  when  in  fact  he  wants 
to  buy  some  gold  shares,  because  someone  says  that  gold 
is  going  up.  They  pay  out  too  easily  ; the  whole  conception 
of  shares  has  been  broken.  As  to  deposits,  I admit  that 
they  have  drawn  a tremendous  proportion  of  savings  in 
that  way,  and  that  has  forced  the  banks  to  quote  high  rates, 
much  hii^er  lhan.  in  London.  The  banks  are  now  com- 
plaining to  us  a-bou't  the  high  cost  of  their  funds  to  them, 
when,  it  is  all  their  own  doing.  'Tlbey  said  that  they  must 
compete  with  the  buildiing  societies  for  the  funds ; so  the 
banfe  pay  rather  higher  rates  for  the  very  deposi'ts  which 
compefte  with  buildtog  sooiefles ; for  a deposit  fixed  for 
12  months,  up  to  £100,000  per  person,  they  pay  4+  per 
cent,  itiodhy.  That  is  the  Bank  Rate. 

9363.  Professor  Cedrncross:  b it  your  view  that  in  due 
course  every  ceuiWal'  .bank  wiill  require  to  take  some  partial 
control  over  other  intermediaries  like  building  societies  or 

hire  purchase  companies? 1 think  that  that  stage  is  defi- 

nditely  coming.  I mentioned  that  point  in  1946  in  my  book 
on  central  banking ; twelve  years  have  passed,  and  many 
people  have  asked  me  what  I have  done  about  the  matter 
I raised  myseif,  and  I have  bad  to  admit  that  I have  done 
nothing.  But  in  the  last  twelve  monJths  developments  in 
our  oooHitry  have  been  such  that  they  are  now  forcing 
the  issue.  An,  inquiry  is  being  made  by  the  Reserve  Bank 
art  the  request  of  'the  Treasup^,  who  in  turn  have  been 
influenced  'by  a question  put  in  Parliameat  last  year,  info 
the  whole  sat-up  with  a view  to  making  suggestions  for  a 
reviaon  of  the  legal  framework  in  whi<5i  these  other  insti- 
tutions work.  Hire  purchase  companies,  for  example,  have 
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more  Hhan  dou'Wed  in  the  last  twelve  mortths,  aod  they 
succeed  in  drawing  funds  from  the  public  in  various  ways. 
Some  of  them  do  not  mind  falling  under  theBantogAotas 
a deiposit-recaiving  insti'bufion  ; others  ,do  not  even  wanit  to 
fall  under  that  Act,  and  they  call  their  paper  investment 
copCificates  or  debmture  certificates,  but  they  are  like 
twelve-imontih  deposits  or  twio-year  deposits.  Then  deposit- 
receiving insti'tultions  under  the  Banking  Act  are  not  subject 
to  the  same  stningent  requirements  as  the  commercial 
banks.  We  feel  that  that  group  of  what  are  called  deposit- 
receiving  institutions  should  be  split  up  into  the  genuine 
savings  bank  or  trust  company,  such  as  the  local  institu- 
tions we  have  in  roauiy  towns,  which  are  the  inslituitions 
we  had  in  mind  when  the  Baulking  Act  wias  drawn  up  in 
1942,  and  the  rest;  the  new  ones,  the  hire  purchase  com- 
panies, discounit  houses,  accepting  houses  (and  there  is 
talk  of  further  such  instituitions)  should  come  in  a separate 
category  v«i'th  more  stringeti't  requirements,  closer  to  the 
commerdal  banks  than  the  savings  banks  and  trust  com- 
panies. I am  playing  with  the  idea  of  having  a variable 
reserve  ratio  applied  to  hire  purchase  finance  companies, 
as  we  now  do  in  the  case  of  banks,  so  that  whenever  we 
have  to  contract  bank  credit,  as  we  have  to  do  now,  we 
can  avoid  a shift  of  funds  to  other  forms  of  credit  which 
corajjete  with  the  banks.  As  it  is,  our  policy  on  the  bank- 
ing side  is  being  nullified  by  what  is  happening  in  the  hire 
purchase  companies.  We  ask  the  commercial  banks  not 
to  grant  additional  credit,  which  they  have  agreed  to  do 
and  were  quite  happy  to  do,  but  hire  purchase  com- 
panies have  got  their  funds  from  other  sources.  So 
1 am  thinking  of  working  out  some  means  of  applying 
it : I had  hoped  that  this  Committee  would  report 
in  time  for  us  to  make  use  of  its  recommendations, 
so  far  as  we  have  things  in  common,  We  think  that 
some  of  the  matters  which  are  worrying  us  in  South 
Africa  today  are  also  worrying  the  Committee,  and  that 
we  maght  get  seme  hints  from  this  side. 

9364.  Do  you  see  any  way  in  which  you  could  oooitrol 

trade  credit  granted  by  one  oompaniy  to  another? ^Tlhe 

only  way  we  have  thiought  of  was  to  ask  the  Banks  to  be 
careful  in  Iheir  granitiing  of  credit  not  to  enable  one 
customer  to  borrow  more  than  he  needs  for  hLs  own  pur- 
poses in  order  to  heflip  someone  else  who  has  been  refused 
further  facdliMes  on  .the  ground  of  having  reached  his  limit. 
They  try  to  wiatdh  that  to  the  exten't  that  they  can,  because 
they  do  not  like  it  themselves. 

9365.  Professor  Sayers : It  might  be  argued  that  powers 
over  the  quantity  of  credit  available  in  particular  cfliQ.ninels 
would  not  much  matter,  as  you  have  siiflloient  control  of 
the  silTiatiion  in  regard  to  interact  rates.  T gather  you 

would  not  take  that  position? It  takes  some  time  to  use 

up  the  buffers.  When  a cointraotiioniist  policy  is  being 
followed  there  are  funds  which  can  still  be  played  with 
over  which  we  have  no  control : big  crediiit  balances  hold 
by  certain  concerns,  which  they  can  either  u.se  for  thedr 
own  purposes,  or  wfhiich  they  can  lend  out  to  others  who 
are  short  of  funds.  But  .there  is  a litnit  bo  fh©  extent  to 
which  'that  can  be  done,  and  if  ihe  central:  bank  succeeds 
in  keeping  an  ■uncertainiby  in  the  minds  of  business  people 
as  to  thejr  abillby  to  sell  short-term  assets  without  a loss 
whenevw  fihey  might  need  to,  and  if  they  have  reason  to 
believe  also  that  the  central  bank  has  goit  other  methods  up 
its  sleeve,  and  that  (he  Government  may  ^so  apply  certain 
fiscal  measures,  such  as  higher  taxation,  tlhat  elementt  of 
uncertainty  in  Ih©  business  comimuraty  can  make  those  who 
are  liquid  at  the  moment  wary  of  using  up  their  liquidity, 
for  fear  that  they  may  not  be  able  to  get  funds  if  they 
make  some  miscalcukition  in  their  rcquircmonits. 

9366.  You  insert  the  gOlatine  of  uncertainity  into  their 

liquidity? Yes. 

9367.  Chairman : In  paragraph  29  you  give  the  forms 
in  which,  under  Hhe  existing  scheme,  supplementary 
reserves  can  be  held:  Treasury  Bills,  other  short-'term 
Government  stock,  credit  facilities  to  the  I.and  Bank,  or 
other  assets  approved  of  by  the  Reserve  Bank.  Where 
does  the  initiative  lie  in  deciding  the  form  of  the  supple- 
mentary reserve?  Are  there  roles  made  by  the  Reserve 

Bank  as  to  what  they  are  to  be? ^Tbose  are  the  assets 

mentioned  in  (the  Act.  The  initiative  lies  with  the  Reserve 
Bank,  because  it  wliU  not  sell  any  of  these  assets  which 
it  holds  itself  if  it  considers  that  the  banks  should  keep 
the  reserve  in  the  form  of  cash.  The  banks  are  not  able 
to  buy  Treasury  Bills  in  the  market ; we  do  not  have 
markets  as  in  London  for  Treasury  Bills  or  short-term 
Government  stock.  The  Reserve  Bank  usually  has 


some  Land  Bank  and  Treasury  bills ; it  lies  with  the 
Reserve  Bank  whether  or  not  to  sell  these  assets  to 
the  commercial  banks  in  order  to  enable  them  to  have 
a reserve  which  is  interest-bearing,  instead  of  a cash 
reserve  at  the  Reserve  Bank  which  earns  no  interest. 
Normally  it  would  suit  us  to  do  so.  We  want  to  oom- 
pensate  the  banks  for  having  to  maintain  supplementary 
reserve  requirements,  even  though  we  consider  they  have 
been  guilty  of  excesses  in  a particular  case,  as  we  think  that 
having  to  contract  credit  in  the  private  sector,  or  forfeit  a 
higher  rate  of  interest,  is  sullidenit  as  a punishment. 

9368.  Sir  John  Woods:  You  think  the  punishment  fits 

the  crime  if  they  suffer  the  difference  in  interest  between 
a loan  to  the  private  .sector  and  the  rate  they  are  given  on 
Treasury  Bills? Yes. 

9369.  Professor  Sayers:  You  .still  let  thorn  have  the  rate 
of  interest  on  IVeasury  Bills,  which  is  rather  more  than 
on  cash  ; that  is  tempering  the  wind  to  the  shorn  lambs? 

Yes.  If  we  were  to  got  a flood  of  capital  from  the 

United  Kingdom,  as  we  had  once  before,  when  Ihere  was 
a fear  of  nationalisalion,  that  capital  would  be  reflected  in 
the  demand  liiibilities  of  the  commercial  banks,  and  such 
funds  arc  u.sually  not  put  out  on  fixed  deposit  or  invested 
in  any  other  form.  In  those  circumstances  we  could  apply 
the  supplementary  reserve  requirement  to  neutralise  the 
whole  of  the  increase  in  such  liabilities ; the  banks  would 
virtually  have  to  hold  it  in  the  form  of  ca.sh  in  the  Reserve 
Bank,  becau.se  there  would  not  be  these  other  securities 
available.  It  would  not  be  penal,  because  they  do  not 
pay  interest  on  the  additional  funds  (hey  receive  from 
abroad,  any  more  than  they  get  interest  on  their  reserve 
balances  from  the  Reserve  Bank.  We  would  not  feel  any 
qualms  about  that.  But  now,  where  we  require  them  to 
contract  their  advances  at  a given  rate  of  interest,  to 
require  them  to  keep  what  they  realise  in  the  form  of  non- 
interest bearing  cash  would  be  too  much  of  a punishment. 
Sir  John  Wood.s  said  something  about  the  punishment 
fitting  the  crime;  but  it  is  only  a small  crime! 

9370.  Professor  Cairncross:  You  have  never  Instuluted 
a 'higher  reserve  requirement  for  deposits  by  non- 

resi(lenls? No,  we  have  never  followed  the  system 

which  Germany  now  has;  we  have  not  had  ihe  problem 
for  many  years.  Ft  will  be  time  enough  to  do  it  \^en  we 
do  got  too  much  in  foreign  deposits. 

9371.  You  see  no  disadvantages  in  ihis  suggestion  of 
supplementary  reserve  requirements?  You  mention  a lot 

of  advantages ; is  there  nothing  on  the  other  side? 

For  certain  people  dn  the  country  there  would  be  the 
disadvantage  that  credit  is  contracted ; but  we  consider 
that  we  require  a contraction  of  bank  credit,  and  such 
di-sadvantages  as  flow  from  that  to  certain  sections  of  the 
economy  cannot  be  helped. 

9372.  You  arc  not  afraid  the  Government  might  think 
this  was  a good  way  of  ensuring  that  its  own  obligadons 
were  hold?  They  might  think  that  it  was  a cheap  way  of 

borrowing? ^Yes ; instead  of  getting  it  from  the  central 

bank  they  would  then  get  it  from  the  commercial  banks. 
We  cannot  prevent  the  Government  from  using  bank 
crodd't,  whether  centra!  or  commercial ; we  may  criticise 
the  Governmenit,  wc  may  make  use  of  tradition  in  inform- 
ing the  public  of  where  we  disagree  ; but  the  Government 
has  the  final  word,  if  Parliament  supports  it.  In  this 
particular  case  It  would  mean  more  commercial  bank 
credit  to  the  public  sector  and  les.s  central  bank  credit,  but 
we  do  not  think  it  would  mean  more  in  total  bank  credit. 

9373.  Professor  Sayers:  One  of  the  difficulties  of  this 
technique  in  this  country  would  be  that  some  of  the  assets 
that  would  naturally  be  put  in  the  sup»plementary  reserve 
are  market  assets,  and  the  availability  of  them  to  fte 
banks  therefore  depends  to  some  extent  on  banking 
haWts  and  habits  of  other  financial  institutions.  Am  I 
right  in  gathering  that  you  do  not  face  this  trouble,  diat 
the  instruments  concerned  are  not  market  instruments, 

and  their  .supply  is  very  much  under  your  control?' 

Yes;  we  have  a supply  in  our  portfolio,  and  we  are 
happy  to  offload  it  on  to  the  banks  in  order  to  help 
them  with  thoir  sui^ementary  requirements. 

9374.  Sir  Oliver  Franks:  If  you  decade  over  a period  of 
months  gradually  to  increase  the  supplementary  reser^ 
requiremenls,  and  you  h<rfd  that  this  will  in  fad  oompd 
the  comimercial  banks  to  restrict  their  lending  eather  by  wav 
of  overdraft  or  by  way  of  discount,  what  is  it  which 
prevents  the  commercial  banks  dealing  with  the  atuatioa 


Printe(d  image  (digitise(d  by  the  University  of  Southampton  Library  Digitisation  Unit 


MINUTES  OF  EVIDENCE 


611 


13  June  1958] 


Mr.  M.  H.  db  Kock 


{Continued 


not  by  contraoti'ng  tiieiir  lending  but  by  selling  tJjeir 
investments?  In  this  oounlry  there  is  a general  market 
in  Government  stock,  and  a bank  might  have  an  option, 
if  it  had  .in  some  way  to  increase  its  liquidity  or  reserves, 
whether  it  should  reduce  its  lending  or  sell  investments. 
It  is  its  ability  to  sell  Investments  that  makes  it  necessary 
here  to  restdot  lending.  Does  your  more  positive  role  in 
the  gilt-edged  market  avoid  this  difficulty  in  South  Africa? 

Yes ; the  stocks  they  would  want  to  sell  would  be 

offered  to  the  Bank  on  a large  scale,  and  the  Bank  would 
say:  “We  do  not  eapeot  you  to  sell  your  securities  as  a 
way  out.”  There  is  frequently  no  other  market  for  it, 
whereas  here  the  banks  may  be  selling  it  to  foreign  banks 
operating  in  London,  or  to  industrial  companies. 

9375.  Chairman:  Then  you  deal  with  the  importance 
of  the  foreign  sector.  Then  we  come  to  a seotion  on 
general  liquidity ; you  say  in  paragraph  40 : “ the  effective- 
ness of  monetary  policy  depends  in  large  measure  on  the 
extent  to  which  it  oontnols  general  liquify  outside  as  well 
as  within  the  banking  system.”  You  deal  with  the  extent 
to  which  the  financial  institutiions  outside  the  banking 
system  itsdf  are  com^rable  in  effect  wife  fee  banks  and 
how  far  they  are  distinct. — Professor  Sayers:  I have 
found  this  an  analysis  with  which  I am  very  much  in 
agreement,  but  there  is  one  sentence  in  paragraph  46 
which  I should  like  to  have  elucidated : “ It  is  ironical 
that  the  application  of  a tight  money  policy  involving 
high  rates  of  interest  makes  it  easier  for  these  instdhitions 
to  induce  such  a shift  of  funds.”  How  does  the  appear- 
ance of  high  rates  of  interest  make  it  easier  for  these 

institUiMons,  if  the  high  rates  of  interest  are  general? 

I had  in  mind  that  fee  hire  purchase  finance  companies 
can  raise  thedr  rates  for  loans  for  hire  purchase  purposes 
more  than  fee  commercial  banks  do.  In  such  circum- 
stances I would  attach  importance  not  so  much  to  the 
rates  of  interest  as  to  fee  squeeze  that  comes  with  tight 
money.  There  are  customers  of  the  banks  who  cannot 
get  an  advance  from  fee  banks  for  their  purposes,  but 
can  go  to  the  hire  purchase  companies  or  some  other  of 
these  institutions  who  are  free  to  quote  high  rat«,  and 
can  offer  relatively  high  rates  for  funds  lent  on  deposits 
or  investment  certificates  in  order  to  meet  this  demand  for 
funds  from  people  who  are  insensitive  to  high  rates,  who 
can  either  make  a big  profit  themselves,  if  they  can  get 
the  use  of  funds,  or  want  to  purchase^  motor  _ cars  or 
refrigoraitors  or  radiograms  and  do  not  mind  paying  what 
is  virtually  a usutiSOUs  rate.  The  banks  on  fee  other  hand 
are  limited  in  their  ability  to  raise  rates  faster  than  the 
central  ^nk. 

9376.  You  are  underlining  the  stickiness  of  bank  rates, 

and  the  fact  that  there  is  an  unsatisfied  fringe  of  borrowers 
that  varies  very  much  according  to  the  tightness  or  loose- 
ness of  credit  conditions  generally? ^Yes. 

9377.  Professor  Cairncross:  Does  it  follow  from  fee 
argumen't  you  set  out  in  these  pages  thalt  there  is  a 
danger  feat  when  you  operate  on  the  quantity  of  money 
the  banks  as  particular  financial  insltiitutions  may  be 
penalised,  and  that,  if  you  are  going  to  operate  a credit 
squeeze,  it  should  if  possible  Oiperate  widely  over  the  whole 
field  of  finance  and  itot  narrowly  on  one  set  of  institu- 

Bions? Yes.  Years  ago,  when  oommeroial  hanks  were 

the  main  financial  interm^iaries,  the  authorities  could  by 
contracting  bank  crediilt  achieve  all  that  they  wanted  to 
achieve.  Jn  fee  tMrtiies  we  oonsudered  that  that  was  all 
that  was  necessary.  Sruce  that  liiime  the  development  of 
these  other  toanoial  institutions  has  been  far  more  active 
than  that  of  the  banks,  and  they  are  encroaching  more  and 
more  on  fee  field  of  the  banks  in  all  sorts  of  little  ways ; 
and  today  fee  banks  are  hampered  in  their  attemipte  to 
follow  the  requests  of  the  central  bank.  That  is  one 
of  the  factors  which  make  it  difficult  for  the  banks  to 
comply  wife  our  requests.  They  welcome  fee  application 
of  the  supplementary  reserve  requiremenit,  as  I said  this 

. morning,  bult  on  the  other  hand  they  plead  with  us 
to  do  somefeing  about  the  competing  institullioos  and  get 
them  under  control  as  well. 

9378.  Chairman : As  you  say  in  paragraph  52,  “ if 

monetary  .policy  is  to  be  really  effective  in  the  future  these 
other  financial  in^tutions  must  somehow  be  brought 
within  its  orbit  to  a greater  extent  ”? Yes. 

9379.  Then  we  come  to  fee  questions  on  collection  and 
puiblication  statistics.  When  you  ool’lecft  statistics,  is  tl^t 
done  by  a voluntary  arrangemen't  which  you  have  with 


the  banks  and  other  pwsons  from  who  you  coUeot  them, 
or  is  there  some  staitutory  scheme  Which  gives  you  fee 

power  to  require  them? The  commercial  banks  and 

most  other  financial  inst#uiffions,  whether  loan  banks,  or 
people's  banks,  or  the  deposit-receiving  institutions  of 
which  I have  spoken,  or  hire  purohase  companies,  or  trust 
companies,  or  fee  savings  banks,  have  to  render  quarterly 
statements,  or  in  some  cases  half  yearly  gtateanenits,  under 
the  Banking  Act.  Oonumereial  'banks  have  to  render 
monthly  as  well  as  quarterly  statements. 

93SO.  Are  they  in  detail  that  is  adequate  for  your 

punposes? Yes.  In  drawing  up  fee  forms  the  Registrar 

of  Banks  consulted  with  the  Reserve  Bank  as  to  the 
details  we  would  require. 

9381.  Can  he  prescniibe  from  time  to  lime  what  is 

needed? ^Yes ; so  we  can  always  have  consultations  if 

we  want  to  go  furith'er.  Then  we  get  certain  statis'tios 
volunDardly  from  the  banks ; we  have  asked  them  to  give 
analyses  of  their  advances  and  discounts  and  of  deposits, 
so  feat  we  may  know  what  ■»  going  on.  They  used  to  do 
it  for  their  own  purpose,  bult  each  bank  bad  its  own  form 
of  analysis,  and  we  wanted  a uniform  one,  so  we  drew 
up  the  form,  and  they  voluntarily  complied  with  that. 
But  fee  census  of  our  foireign  assdts  and  habilMes  had  to 
be  done  under  legislation.  We  asked  the  Minister  of 
Finance  for  the  power  to  collect  those  figures.  So  we  had 
the  census  of  foreign  assets  and  liabilities  in  great  detail. 
It  took  our  statistical  staff  a year  to  work  out  exactly 
the  form  in  which  it  should  be  done,  after  consulting  wife 
accountants  of  big  business  concerns  and  financial  institu- 
tions, studying  what  the  United  States  and  Canada  and 
Holland  had  done  and  noting  all  the  snags  they  had  en- 
countered, and  we  now  have  the  results.  We  have  had 
to  revise  many  of  our  previous  estimates  in  the  balance 
of  payments  and  national  accounts  as  a result  of  what 
we  found  out. 

9382.  Would  your  experience  suggest  ■that,  if  one  is 
going  to  have  detliails  in  some  volume  of  this  kind  from 
banlS  and  others,  it  is  more  comfoiifeble  for  them  if  they 
are  under  sitiatu'tory  diiredtion  wife  regard  to  what  they 
are  to  produce?  You  suggested  in  conneetdon  wife  fee 
supplemenitiariy  reserve  requirement  that  a startutwy 

direotiion  really  helped  their  position? Yes.  I think  the 

banks,  lake  oifeer  insiliiltiiitiions  and  even  ind'ivlduals,  w:ant 
to  feel  that  Others  in  the  same  line  of  acLivity  are  going 
to  be  doing  It  in  fee  same  way,  and  that  the  obligation  on' 
one  is  not  going  to  hamper  him  in  relation  to  bis 
oomipabitors. 

9383.  Professor  Cairncross  : Did  you  run  into  the  diffi- 
culty that  some  of  the  banks  were  reluctant  to  disclose 
precise  figures  about  assets  and  liabilities  because  this 

might  give  away  their  hidden  reserves? In  this 

case  of  the  census,  our  stalisiliciian  discussed  that  point 
with  me  recently.  We  have  only  four  banks  worth  men- 
tioning, and  two  of  them  control  85  per  cent,  of  the  total. 
He  saad  feat,  if  we  gave  the  banking  figures  as  a group 
it  would  look  like  a global  figure,  'but  with  Barclays 
D.C.O.  having,  say,  42  per  cent.,  and  the  Standard  Bank 
42  per  cenit.,  Barclays  would  be  able  to  say : “ I know 
my  position  and  I can  be  pretty  sure  the  rest  is  primarily 
the  Standard  Bank  I agreed  that  we  would  not  give  a 
separate  figure  for  the  banking  sector,  but  that  we  would 
have  to  lump  it  in  wife  other  financial  institutions,  because 
the  banks  were  promised  when  we  took  the  census  that 
we  would  not  disclose  any  figures  which  would  enable 
competitors  to  find  out  what  fee  position  was. 

9384.  Chairman:  You  met  the  banks’  mdsgivings  on 

this  point  of  figures  by  putting  their  figures  in  with  other 
financial  institutions  in  the  aggregate? ^The  banks  them- 

selves did  not  raise  fee  point.  That  is  what  the  head 
of  our  Department  of  Economic  Research  and  Statistics 
had  suggested  to  me.  In  the  general  statement  which  accom- 
panied the  forms  to  be  filled  in  for  this  purpose,  we  had 
promised  the  banks  that  there  would  be  no  disclosure  of 
any  secret  information,  and  that  not  even  the  rest  of  the 
Bank,  the  Exchange  Control  Department,  for  example, 
would  be  given  an  opportunity  of  seeing  the  details,  and 
certainly  not  the  Commissioner  for  Inland  Revenue.  It 
will  'be  the  responsibility  of  the  bead  of  our  Department 
of  Economic  Research  and  Statistics  to  see  that,  while 
as  much  detailed  information  as  possible  is  made  avail- 
able for  economists  and  bankers  and  the  public  generally, 
and  for  outside  use  as  well,  there  will  .be  nothing  which 
reveals  or  permits  intelligent  speculation  about  the  position 
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of  particular  institutions,  so  that  in  every  group  there  must 
be  sufficient  institutrons  h>  conceal  the  position  of  the 
individual  institutions  in  the  group. 

9385.  That  provides  for  not  disclosing  to  a competitor 
the  details  of  the  position  of  another  institution.  Do  your 
banks  also  have  a system  under  which  their  published 

accounts  do  not  reveal  inner  reserves? ^Yes.  It  is 

generally  accepted  that  banks  must  be  permitted  to  have 
secret  reserves.  Auditors  in  South  Africa  are  very  strict, 
based  on  the  British  principles,  but  they  have  made  an 
exception  for  years  in  the  case  of  banks.  Of  course,  a 
bank  auditor  qualifies  his  statement,  making  it  clear 
(though  not  in  those  words)  that  he  has  permitted  the 
bank  not  to  disclose  certain  material  facts. 

9386.  Professor  Sayers:  You  seem  to  attach  importance 

to  this  on  the  ground  that  the  banks  would  not  want 
their  secret,  reserves  assessed  by  each  other ; you  did 
not  mention  the  efEect  of  public  disclosure,  of  the  realisa- 
tion by  ffie  outside  public  of  how  much  there  would  be 
in  the  reserves.  Am  I right  in  thinking  that  it  is  only 
the  competitors’  knowledge  that  you  found  a matter  of 
concern? Yes. 

9387.  Sir  John  Woods:  Can  you  give  us  any  sort  of 

indication  of  the  size  of  the  Department  of  Economic 
Research  and  Statistics  in  the  Bank?  How  many  qualified 
staff  does  it  include? ^Ten. 

9388.  Professor  Cairncross:  Does  the  Government  issue 

a statistical  bulletin  as  well  as  the  Reserve  Bank? ^Yes. 

9389.  Profesor  Sayers:  Is  the  annual  report  by  the 

Board  of  Directors  agreed  with  the  Government  before 
publication? ^No. 

9390.  Do  you  consult  wifli  the  Government  at  all  on 

the  ideas  that  are  to  be  diaussed  in  the  report? ^No. 

The  Governor's  address  is  submitted  to  the  Minister  of 
Finance  and  the  Secretary  for  Finance  as  a matter  of 
courtesy  before  it  is  delivered.  They  have  an  opportuni^ 
therefore  to  point  out  any  inequity  that  is  represented  in 
it.  They  might  say:  “We  find  fault  with  your  repre- 
sentation of  the  Government’s  position ; the  correct 
position  is  so-and-so  ”,  and  if  the  Governor  accepts  that 
he  has  over-stated  or  under-stated  the  case  he  can  adjust 
it.  They  can  merely  make  a request,  but  it  is  the  respon- 
sibility of  the  Governor.  But  no  Minister  of  Finance 


has  ever  acted  on  this  as  if  he  had  the  right  to  ask 
the  Governor  to  remove  a certain  section  from  his  report 
which  would  not  suit  die  political  position. 

9391.  Chairman:  That  brings  us  to  yom  very  interesting 
answer  on  the  working  of  the  sterling  area  arrangements. 
You  have  mentimied  ^eady  the  outflow  that  you  observe 
owing  to  U.K.  measures,  even  ca;Bsiiiig  subsidiaries  of 
U.K.  parent  companies  to  transmit  their  local  funds  and 
to  acquire  funds  locally  by  borrowing  &>r  tranamissiioo 
to  the  United  Kingdom.  What  has  been  the  scale  of 

this? iWe  cannot  measure  it  exactly,  but  we  have 

reason  to  believe  that  it  has  assumed  very  considerable 
dimensions,  though  not  recently the  move  has  stopped, 
not  only,  I would  say,  because  the  London  Bank  Rate 
was  reduced,  but  because  it  had  worked  itself  out. 

9392.  Was  it  a product  of  our  credit  squeeze  as  from 
the  middle  of  1955,  or  a produot  of  the  7 per  cent.  Ba^ 

Rate  in  Septem/ber,  1957? .We  noticed  soraethiog  of 

it  between  February,  1956,  and  February,  1957,  when  the 
London  Bank  Rate  was  5J  per  cent.,  but  the  rise  to 
7 per  cent,  in  September  last  brought  about  a greater 
change ; and  the  credit  squeeze  was  made  to  fimction 
more  severely  on  the  later  occasion. 

9393.  Professor  Cairncross:  You  did  say  earlier  fhat 
your  advice  from  one  of  the  British  bankers  visiting  South 
Africa  was  that  the  credit  squeeze  'in  the  latter  period  had 
not  been  very  effective  in  diminishing  advances  in  t^ 
country.  Was  h the  higher  rate  of  int^eat  which  was  tiie 

prUDiary  factor? ^Yes;  but  the  banks  did  not  know 

exactly  what  was  going  to  happen  next.  What  they  ffid 
know  was  that  this  time  the  Mtish  Goveoiment  meant 
bu&iniess,  and  the  Bank  of  England  would  operate  accord- 
ingly. I think  that  that  made  them  very  careful  to  follow 
the  requests  of  the  authorities  as  far  as  possible. 

9394.  Sir  Oliver  Franks:  In  paragraph  79  I notice  a 

view  which  1 think  I have  heard  before  from  the  repre- 
sentatives of  South  Africa? ^Yes  ; just  like  the  proposal 

for  the  expansion  of  the  International  Monetary  Fund 
which  we  keep  hearing  from  the  United  Kingdom! 

Chairman : I think  that  concludes  our  questions ; thank 
you  very  much,  Mr.  de  Kock,  for  what  has  been  to  us  a 

very  useful  and  illuminating  day. Mr.  de  Kock:  We 

are  in  turn  looking  forward  to  the  publication  of  your 
Report. 


{Adjourned  until  Thursday,  19th  June,  1958,  at  11  a.m.) 
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The  Rt.  Hon.  the  Lord  Radclitbe,  G.B.E.,  Chairman 


Professor  A.  K.  Cairncross,  C.M.G. 

The  Rt.  Hon.  Sm  Oliver  Franks,  G.C.M.G.,  K.C.B., 
C.B.E. 

The  Viscount  Harcourt,  K.C.M.G.,  O.B.E. 

W.  E.  Jones,  Esq.,  O.B.E.  (Questions  9395  to  9530  only.) 

Professor  R.  S.  Savers,  F.B.A. 

Mr.  Winfield  W.  Riefler,  Assistant  to  the  Chairman  of  the 

9395.  Chairman : We  are  most  grateful  for  the  mMDO- 
raudum*  that  you  baive  supphed  us  with,  Mr.  Riefler ; there 
are  one  or  two  questions  we  should  like  to  ask  you,  arising 
from  your  answers  to  the  questions  that  we  evolved  for 
you.  Our  first  question  was  on  the  division  of  monetary 
responsibilities  between  the  Federal  Reserve  and  the  Ad- 
ministration. You  point  out  that  in  addition  to  the  Federal 
Reserve  System  and  the  Treasury  there  are  other  govern- 
mental agencies  which  have  power  to  affect  credit,  being 
authorised  to  guarantee,  insure  or  extend  credit  of  various 
typK.  Is  there  any  system  by  which  their  activities  are  co- 
ordinated with  the  policies  ocE  the  Federal  Reserve  System? 

Mr.  Riefler:  We  are  in  very  frequent  contact.  They 

are  responsible  to  the  Treasury  for  a part  of  their  finance ; 
when  they  raise  money  they  have  to  go  to  the  Treasury 
for  approval,  and  the  housing  agencies  consult  with  the 
Treasury  and  the  Council  of  ^onomic  Advisers  for  clear- 
ance when  they  are  going  to  change  the  terms  of  guaran- 
tees on  housing  loans ; but  I would  not  call  it  in  any 
sense  a system  of  close  co-ordination. 

9396.  Have  diflBculties  involving  conflicts  of  policy 
arisen  with  any  of  these  independent  agencies? — ' — There 
cannot  help  but  be : these  agencies  have  specific  responsi- 
bilities and  are  quite  close  to  the  fields  in  which  they 
operate,  housing  in  particular:  frequently,  for  example, 
they  are  trying  to  expand  housing  credits  at  a time 
when  we  would  have  liked  to  see  them  curtailed. 

9397.  Does  it  provoke  public  discussion? -A  little; 

not  much. 

9398.  You  quote  to  us  a phrase  which  comes  back  to  us 
in  many  contexts,  that  the  Federal  Reserve  System  should 
be,  not  independent  of  government,  but  independent  within 
the  structure  of  government.  Would  you  enlarge  upon  what 
that  phrase  stands  for?  Does  it  mean  that,  so  far  as 
control  of  ithe  money  supply  is  a function  of  government, 
the  authority  for  that  is  vested  in  the  Board  of  Governors, 
or  in  the  Astern,  and  nolxidy  can  overrule  it  on  that 

important  aspect  of  its  work? Yes.  Our  governmental 

system  is  different  from  yours.  With  the  separation  of 
powers  the  Federal  Reserve  is  legally  an  arm  of  Congress. 
The  power  over  money  is  a power  that  resides  by  tiie  con- 
stitution with  Congress ; the  Administration  may  not  tell 
the  Federal  Reserve  how  .to  exercise  the  powers  that 
Congress  has  entrusted  to  it.  We  think  of  it  as  a sort 
of  trust.  These  powers  are  subject  to  withdrawal  by 
Congress  at  any  time,  or  can  be  dianged  by  the  law. 

9399.  it  is  the  independence  from  the  eceoutive  that  is 

the  essential  part  of  your  ‘position? ^That  is  right.  It 

is  very  deeip  in  the  hi^ry  of  central  banking  in  the  United 
States,  bo^  in  the  First  and  Second  Bank  Acts,  that  the 
power  of  money  creation  should  be  safeguarded  so  far  as 
possible  both  from  poKtical  pressure  and  from  private 
pressure.  Our  central  banking  legislation  has  always 
been  drawn  to  create  checks  and  balances  that  will  give 
immunity  from  pressures  from  either  somce. 

9400. 1 think  you  say  that,  accepting  that  independence, 
you  do  regard  it  as  the  duty  of  the  system  to  work  in 
accordance  with  the  national  economic  policies? ^Yes. 

• Memoranda  of  Evidence  Part  V No.  8 (1). 
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Board  of  Governors  of  the  Federal  Reserve  System,  U.S.A 

9401.  How  and  by  what  agency  would  they  be  defined? 

^They  are  generally  defined  in  the  Employment  Act, 

1946,  which  is  dorected  towards  growth  and  stabHity.  Those 
are  the  goals  the  ‘Federal  Reserve  had  in  view  for  itself 
before  the  Empl'Oyment  Act,  going  back  to  the  Annual 
Report  of  1923,  when  ithe  Federal  Reserve  Board  first  set 
these  as  goals  for  monetary  policy.  We  have  no  problem 
of  defining  goals  in  that  sense. 

9402.  You  would  look  for  the  national  •econ.'omic  objec- 

tives, not  in  any  current  declarations  of  the  members  of 
the  executive,  but  in  interpretations  of  the  Act  which  has 
been  passed  by  Congress  and  is  still  in  force? ^Yes. 

9403.  Would  it  be  right  to  suppose  that  those  objectives 

would  only  be  defined  in  the  very  ‘broad«t  sense? 

That  is  ri'ght. 

9404.  The  interpretation  of  how  to  achieve  them,  and 
how  to  apply  your  instruments  to  that  purpose,  is  really  left 

entirely  in  your  hands? So  far  as  the  instruments  are 

given  to  us  in  the  Act,  yes. 

9405.  Sir  Oliver  Franks ; For  a time  the  Secretary  of  the 
Treasu-ry  was  a membCT  of  the  Federal  iReserve  Board,  and 
then  that  lapsed.  It  would  be  natural  for  an  outsider  to 
suppose  that  the  presence  of  the  Secretary  of  the  Treasury 
ex  officio  on  the  Board  of  Governors  the  Federal  Reserve 
System  might  have  'been  thought  of  as  an  attempt  to  link 
the  executive  and  the  child  of  Congress,  so  to  speak,  in  a 
formal  way,  and  that  the  abandonment  of  that  position  was 
also  important  as  recognising  that  the  executive  and  the 
child  of  Congress  shoitid  not  be  formally  linked  in  that 
sort  of  way.  Are  reflections  like  that  in  order,  or  are 

they  irrelevant? 'That  is  perfectly  correct.  The 

original  Act  created  a Board  of  seven  members,  two  of 
whom  were  members  ex  officio,  the  Secretary  of  the 
Treasury  and  the  Comptroller  of  the  Currency,  which  is 
not  really  a monetary  office  despite  its  title.  That  , was 
an  attempt  to  achieve  a formal  lii±  between  the  executive 
and  the  supervision  of  the  Reserve  Banks,  but  it  did  not 
work.  As  the  system  evolved  the  Federal  Reserve  Board 
sits  in  almost  continuous  session.  It  meets  customarily 
once  a day,  and  obviously  neither  the  Secretary  of  the 
Treasury  nor  the  Comptroller  of  the  Currency  could 
attend  those  sessions  continuously.  When  we  came  to 
the  revisions  of  1935,  Senator  Glass,  a former  Secretary 
of  the  Treasury,  was  the  chairman  of  the  Senate  Sub- 
Committee  that  revised  the  Federal  Reserve  Act,  and  had 
strong  opinions  about  it.  At  that  time  the  Secretary  of 
the  Treasury  was  Secretary  Morgenthau.  Senator  Glass 
was  clear  that  a divorce  must  be  made,  and  a line  must 
be  sharply  drawn  between  the  System  and  the  Adminis- 
tration which  he  claimed  had  tried  to  boss  the  Board. 
At  the  same  time  Secretary  Morgenthau  person^y 
requested  that  a change  be  made,  and  that  he  be  removed 
from  the  Board.  He  did  not  think  it  a proper  connection 
for  him  to  have.  So  the  Secretary  of  the  Treasury  and 
at  the  same  time  the  Comptroller  of  Currency,  by  agree- 
ment between  Congressional  leaders  working  on  this,  were 
removed  from  the  Board. 
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9406.  Would  it  be  the  general  opinion  that  experience 
over  the  twenty  years  that  have  elapsed  since  the  change 
was  made  had  proved  that  the  change  made  for  a right 

relationship? 1 think  it  is  better.  It  is  a difTicult 

problem.  Obviously  the  Secretary  of  the  Treasury  has 
to  be  in  very  intimate  contact  with  the  Chairman  of  the 
Board.  Their  financial  problems  are  similar,  and  either 
one  can  take  the  kind  of  position  where  he  would  step 
on  the  others  toes  too  easily.  The  procedure,  since  the 
Accord  in  1951,  has  been  that  the  Chairman  of  the  Board 
lunches  every  Monday  with  the  Secretary  of  the  Treasury, 
and  that  the  Under  Secretary  and  top  Treasury  staff  come 
over  and  lunch  with  the  Chairman  and  Vice-Chairman 
and  the  top  ranking  technical  staff  of  the  Board  on 
Wednesdays.  In  between  there  are  pretty  continuous 
contacts  between  the  Treasury  and  the  Board  whenevCT 
anything  comes  up  between  them.  I think  the  relationship 
that  has  been  established  has  been  as  close  to  a model 
working  relationship  as  you  could  find. 

9407.  Mr.  Woodcock'.  This  means,  leaving  Congress  on 
O'ne  side,  that,  as  between  the  Administration  and  the 
Federal  Reserve  on  an  issue  of  policy,  the  initiative  and 
the  last  word  rest  with  the  Federal  Reserve?  Suppose 
that  the  Administration  want  a certain  economic  climate 
to  be  created,  they  can  merely  discuss  their  desires  with 

the  Federd  Reserve? ^The  only  question  that  comes 

up  relates  to  the  reading  of  the  business  and  credit  situa- 
tion, Sometimes  there  are  differences  of  view,  The 
question  then  is  whose  judgment  is  going  to  prevail, 
Our  position  is  that  obviously  the  people  who  are  more 
specialised  in  reading  the  business  and  credit  situation 
have  to  make  the  judgment.  It  would  make  no  sense  to 
have  us  try  to  make  a judgment  on  what  the  business 
and  credit  demand  is,  and  then  have  somebody  else  super- 
imposing another  judgment  It  ought  to  bo  made  by 
whoever  is  most  capable  of  making  it. 

9408.  Professor  Cairncross:  When  tlte  Federal  Resevve 
Board  approves  a rise  in  the  discount  rate  by  one  of 
the  Banks,  would  that  approval  be  communicated  to  the 

Treasury  first  before  action  was  taken? We  try  as  a 

matter  of  courtesy  to  let  them  know  before  it  i.s  announced 
to  the  public  after  the  action  is  taken  at  the  Board.  We 
let  them  know  beforehand  that  it  is  tinder  consideration, 
and  we  would  normally  try  to  inform  the  President’s 
office,  the  White  House,  as  well  as  the  Secretary  of  the 
Treasury  after  a decision  is  taken  and  before  the 
announcement.  But  we  announce  changes  in  the  discount 
rate  at  4.30  p.m,  after  the  exchanges  are  dosed,  and  do 
noit  im,eeit  to  (ake  fonmal  action  usually  tinbil  3.30  p.m., 
so  that  the  announcement  follows  the  action  immediately. 
Sometimes  we  are  unable  to  inform  people  by  telephone. 

9409.  Mr.  Jones:  To  what  extent  do  the  Board  of 
Governors  exercise  control  as  (to  what  the  discount  rate 
should  be  in  one  or  other  of  the  Federal  Reserve  Banks? 

^A  discount  rate  change  is  normally  initiated  by  one  of 

the  Federal  Reserve  Banks,  and  then  has  to  be  approved 
by  the  Board.  But  the  Board  also  has  the  power  to 
establish  a discount  rate  without  the  approval  of  the 
Bank  concerned ; that  has  only  been  done  twice  in  the 
history  of  the  System,  In  general  we  try  to  do  it  the  other 
way;  obviously  one  cannot  make  the  System  work  if 
the  directors  of  the  Banks  feel  that  they  do  not  have  a 
voice  in  its  operations,  and  it  would  only  be  under  extra- 
ordinary circumstances  that  the  Board  would  impose  a 
discount  rate  on  a Federal  Reserve  Bank.  On  the  other 
hand,  a Federal  Reserve  Bank  may  recommend  a change 
in  the  discount  rate,  but  the  Board  may  defer  acting  on 
it.  It  may  disapprove,  in  which  case  the  situation  is  dead 
immediately ; or  it  may  defer  action,  and  that  may  go  on 
for  some  time.  The  purpose  of  deferring  action  may  be 
to  consult  other  Federal  Reserve  Banks. 

9410.  Is  it  a long  tradition  to  have  these  twelve  Federal 

Reserve  Banks,  or  have  they  grown  from  some  smaller 
ntimber?  Are  they  in  being  to  have  regard  to  the 
economic  and  industrial  conditions  that  might  be  obtaining 
in  various  parts  of  the  country? ^The  twelve  were  estab- 

lished originally  in  1914.  The  country  is  divided  into 
twelve  Federal  Reserve  districts.  Each  bank  is  a repre- 
sentation of  local  initerestts  and  the  local  community.  For 
example,  in  recent  months  it  has  been  quite  interesting 
that,  when  they  have  come  in  to  report  on  conditions,  the 
presidents  from  the  three  agrioultural  districts  of  Dallas, 


Kansas  City  and  Minneapolis  have  been  reporting  practic- 
ally no  recession  in  their  areas.  Agriculture  has  been  so 
much  better  this  year  than  for  a number  of  years  that 
we  get  a complete  variance  between  the  reports  of  the 
economic  conations  in  the  predominantly  agricultural 
regions  of  the  country  and  those  that  are  mostly  industrial. 
That  blend  of  opinion  is  coming  into  us  all  the  time 
from  the  twelve  Banks,  each  of  which  is  in  a different 
economic  situation. 

9411.  As  against  our  general  Bank  Rate  in  Britain, 
would  it  be  possible  in  the  tradition  and  method  of  opera- 
tion in  the  United  Slates  for  a man  in  one  area  to  take 

advantage  of  cheaper  credit  in  another? Yes,  in  a 

lot  of  different  ways.  Our  loan  market  is  in  a sense  a 
national  loan  market.  The  United  States  is  a country  in 
which  a business  can  get  to  be  a very  large  business : 
in  general  we  have  larger  business  unite  than  we  have 
banking  units.  That  means  that  very  large  businesses 
tend  to  have  credit  and  borrowing  connections  with  fifty 
or  even  a hundred  leading  banks  in  the  country ; when 
they  borrow  they  may  submit  applications  .simultaneously 
to  a hundred  banks.  Because  of  that  any  business  large 
enough  to  have  national  credit  standing  naturally  borrows 
in  the  cheapest  market.  A Federal  Reserve  Bank  itself 
lends  only  to  its  own  member  banks,  by  means  of  dis- 
counts. A member  bank  in  the  12lh  district  can  only 
borrow  from  the  Federal  Reserve  Bank  in  the  12lh  dis- 
trict, not  from  any  other  Reserve  Bank.  There  is  a very 
active  market  for  Federal  funds,  that  is  to  say  balances 
in  a Reserve  Bank  that  are  eligible  to  serve  as  reserves. 
That  market  is  going  on  actively  all  the  lime.  It  is 
centred  in  New  York.  Banks  all  over  the  country  will 
call  up  and  say : “ We  have  surplus  reserves  that  we  are 
willing  to  offer;  what  will  you  pay  for  them?  " Or  they 
will  say:  “We  need  reserves”;  and  they  would  try  to 
buy  them  in  the  Federal  funds  market  before  they  came 
to  us  to  borrow.  That  is  an  extremely  active  market, 
In  that  sense  a bank  in  the  I2th  district  can  get  its  reserve 
balances  from  a bank  in  another  district  which  has  surplus 
reserves. 

9412.  Would  it  have  the  advanlaae  of  a cheaper  rate 
of  credit?--  It  would  have  the  advantage  of  whatever 
the  national  rale  is.  There  would  be  a national  rate, 
which  may  be  cheaper  than  the  rate  in  the  district. 

9413.  Does  it  give  rise  to  any  confusion?-— —I  do  not 
want  to  give  the  impression  that  a difference  of  discount 
rates  is  regular.  Usually  we  have  a uniform  rate  between 
the  twelve  districts ; but  we  frequently  have  differences. 

9414.  Those  differences  would  arise  if  there  was,  say, 

a depression  in  one  particular  area? Not  so  much  that. 

It  is  the  judgment  of  the  directors  in  that  area  as  to  what 
the  .situation  calls  for : and  it  might  be  a judgment  of  the 
national  or  the  local  situation.  It  would  be  a judgment 
that  the  Board  of  Governors  would  htive  to  corroborate. 
If  the  banks  in  a given  district  were  expanding  credit  quite 
rapidly  and  the  directors  in  that  district  wanted  to  raise 
the  discount  rate  to  restrain  the  expansion,  that  could 
happen ; that  might  be  a move  that  other  banks  in  other 
districts  would  not  want  to  follow. 

9415.  Professor  Cmrncrojj:  Are  you  saying  that  the 
initiative  must  come  from  one  of  the  Federal  Reserve 
Banks  in  bringing  about  changes,  and  that  the  Federal 
Reserve  Board  would  not  impose  its  view  on  the  other 
banks  if  only  one  moved  initially,  so  that  there  may  be  a 
succession  of  changes  in  discount  rates  in  different  banks, 

while  things  would  be  discussed  in  Washington? ^The 

Presidents  of  the  Federal  Reserve  Banks  keep  in  constant 
touch  with  each  other  at  the  Open  Market  Committee 
meetings  every  three  weeks.  There  is  always  a discussion 
of  the  discount  rate,  and  there  is  a chance  to  round  up 
everybody’s  opinions.  But  the  actual  formal  initiative 
would  come,  not  necessarily  but  almost  invariably.^  from 
a Federal  Reserve  district,  probably  on  the  initiative  of 
the  President  of  the  Bank ; making  a recommendation 
to  his  directors.  He,  of  course,  would  have  been  m 
touch  with  the  whole  group  of  Presidents  and  Governors. 

9416.  This  means  that  there  is  a distinction  between 

your  powers  over  interest  rates  and  your  powers 
open  market  operations?  The  open  market  opemtions 
are  presumably  decided  upon  at  the  meetings  of  the 
Open  Market  Committee,  but  decisions  on  interest  rat« 
are  decentralised  to  sewne  extent? Open  market 
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c^erations  are  decided  by  the  Open  Market  Committee, 
which  consists  of  seven  members  of  the  Board  of 
Governors  and  five  Presidents.  Discount  rate  changes 
are  normally  initiated  by  a Federal  Reserve  Bank  and 
approved  by  the  Board,  but  can  be  established  by  the 
Board  irrespective  of  the  attitude  of  the  F^eral  Reserve 
Bank.  That  has  only  happened  twice. 

9417.  Would  it  be  your  practical  experience  that  if  a 
rise  in  the  rate  were  sanctioned  for  one  district,  other 
districts  would  be  forced  into  line  through  open  market 

operations  if  in  no  other  way? One  district  usually 

would  not  matter.  If  most  of  the  banks  are  at  a given 
level  and  a few  are  out.  Federal  funds  create  operating 
problems  that  will  make  those  Banks  want  to  get  into 
line. 

9418.  Professor  Sayers'.  Assuming  this  contrast  between 
the  decentralisation  of  initiative  on  rates  and  the  complete 
centralisation  of  open  market  operation  decisions,  am  I 
right  in  thinking  that  the  open  market  operation  decisions 
were  completely  centralist  about  thirty-five  years  ago 
because  it  was  found  that  it  was  tedinicdly  inconvenient 

to  have  anything  but  centralisation? Yes.  At  the 

beginning  o^n  market  operations  were  not  conceived  of 
as  a policy.  In.  1921,  with  the  liquidation  of  credit  some 
of  the  federal  banks  began  buying  government  securities 
for  the  sake  of  maintaining  their  earnings.  It  was  the 
market  reaction  to  that  which  forced  recognition  of  the 
fact  that  open  market  operations  were  a policy  instrument, 
and  the  System  set  up  the  first  informal  committee  to 
centralise  and  co-ordinate  these  operations.  That  was 
later  developed  into  the  present  formal  Open  Market 
Committee  with  complete  control.  The  original  Federal 
Reserve  Act  clearly  envisaged  the  country  containing 
twelve  Federal  Reserve  Banks  standing  independent 
from  each  other.  I do  not  think  that  the  founders 
realised  the  extent  to  which  we  had  a national  money 
market.  But  the  original  Act  provided  for  approval  of 
rate  changes,  and  ultimate  powers  of  determination,  by 
the  Federal  Reserve  Board.  That  has  given  enough 
central  control  of  the  discount  rate  to  remove  any  need 
for  changing  the  law  to  make  it  work ; but  obviously  if 
one  were  starting  now  one  would  not  create  a system 
with  this  separation  of  responsibilities  for  open  market 
operations  and  discount  rates. 

9419.  It  looks  a bat  odd  to  a visitor  from  outside  but 

it  in  fact  has  worked  that  way? Because  the  System 

has  gradually  knit  itself  into  a System,  and  is  now  closely 
knit. 

9420.  Lord  Harcourt:  At  moments  when  there  are 
differentials  in  the  rediscount  rates,  is  there  necessarily 
any  differential  in  the  rate  at  which  commercial  banks 

are  prepared  to  lend  to  industrial  clients? ^The  prime 

loan  rate  is  a national  rate. 

9421.  Irrespective  of  any  differential  of  discount  rates? 
Yes. 

9422.  Professor  Sayers:  May  I com©  .back  to  the 

relationship  between  the  Treasury  and  the  Federal  Reserve 
when  there  is  a change  in  discount  rates?  You  indicated 
that  when  the  Board  takes  a formal  decision  on  a rate, 
it  informs  the  Treasury  if  possible.  I take  it  that  the 
information  is  strictly  Information ; that  it  is  not  at  that 
point  consultation? ^That  is  right.  There  may  be  con- 

sultation and  seeking  advice  beforehand  as  to  a general 
impending  situation ; but  when  action  is  finally  taken, 
then  there  is  information. 

9423.  Would  I be  right  in  assuming  that  in  the  .course 
of  .'toese  weekly  contacts  between  the  Secretary  of  the 
Treasury  and  the  head  of  the  Federal  Reserve  the  head 
of  the  Federal  Reserve  would  make  it  his  business  to  try 
to  persuade  the  Secretary  of  the  Treasury  that  some 
coming  movement  of  discount  rates  was  in  the  right 

direction? He  would  try  to  get  his  views.  If  the 

Secretary  of  the  Treasury  did  not  think  it  was  a move 
that  was  appropriate,  the  Chairman  of  the  Board  would 
obviously  try  to  convince  him.  More  flhan  that ; he  would 
try  to  understand  tfioroughly  what  considerations  the 
Secretary  had  in  mind.  But  there  is  no  question  about  the 
decision.  It  is  the  Board’s  decision  made  without 
influence. 

9424.  Professor  Cairncross:  Is  your  policy  wholly  free 
of  pressure  from  the  legislature,  from  Congress?  If  there 
is  a difference  of  view  expressed  in  Congress  ^ to  Ae 
credit  poHcy  to  be  pursuw,  is  'fiiere  any  way  in  which 
pressure  can  be  brought  to  bear  on  the  Federal  Reserve 
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Board? ^Yes.  Congress  takes  an  active  interest  (some 

members  take  a very  active  interest)  in  credit  policy  and 
calls  for  testimony  at  committee  meetings ; there  are 
pretty  frequent  sessions.  We  handle  our  own  funds  ; they 
cannot  bring  pressure  in  the  sense  of  refusing  to  vote 
for  the  budget.  The  Federal  Reserve  Board  is  not  under 
technical  pressure  in  that  way.  In  general  I have  had  the 
feeling,  when  we  were  up  testifying  before  Congress,  that, 
though  certain  critics  may  be  subjecting  us  to  a very 
rigorous  and  sevCTe  cross-examination,  the  majority  of  the 
members  present  in  the  committee  toought  that  we  are 
doing  the  right  thing. 

9425.  Is  it  possible  to  remove  from  office  any  member 

of  the  Board  of  Governors? For  a cause. 

9426.  That  is  an  executive  act  of  the  President,  not 

Congress? The  law  gives  that  to  the  President 

9427.  Has  It  ever  occurred? ^No. 

9428.  Professor  Sayers:  Would  you  say  that  the 
necessity  to  explain  constantly  before  committees  of 
Congress  tends  to  weaken  the  Federal  Reserve  in  its 

actions,  or  in  its  power  to  recruit  able  men? 1 do 

not  think  that  it  has  affected  recruitment  in  .the  slightest. 
The  Federal  Reserve  system  stands  high  in  public  esteem. 
Obviously  congressional  activities  are  important ; Congress 
is  the  ultimate  fount  of  power.  I have  not  found  that  their 
activities  em'barrassed  discount  and  open  market  opera- 
tions at  all,  but  when  we  had  the  selective  credl't  controls 
on  real  estate  and  automobile  instalment  credit,  there  were 
difficulties.  Local  builders  and  local  automobUe  dealers 
are  likely  to  be  important  constituents,  and  would  go 
and  protest  to  their  Congressmen,  who  would  be  con- 
stantly telephoning  us.  Congress  two  or  three  times  set 
the  terms  itself,  or  made  modifications  of  the  terms,  and 
that  did  create  real  difficulty.  The  Chairman  of  the 
'Board  of  Governors  finally  said  that  he  did  not  want  to 
have  anything  to  do  with  powers  of  that  kind  unless  they 
were  formally  vested  in  the  Federal  Reserve  Board  by 
Act,  and  not  subject  to  continual  renewal. 

9429.  Chairman:  Is  there  any  standing  committee  of 
Congress  which  is  charged  with  your  field,  so  that  you 
have  .to  report  to  it? — ^here  are  banking  and  currency 
committees  of  boffi  the  House  of  Representatives  and 
the  Senate. 

9430.  Would  the  Chairman  and  other  representatives 
of  the  Board  appear  annually,  or  more  frequently,  before 

.those  committees? At  least  annually ; but  we  are 

down  there  on  a variety  of  things.  The  committees  con- 
sider the  Board  and  its  staff  as  their  professional  advisers 
on  a very  wide  range  of  financial  legislation.  They  will 
usu^ly  ask  for  the  formal  opinion  of  the  Board  on 
housing  legislation  and  legislation  on  public  works.  They 
will  frequently  call  the  Board  down  to  testify  on  this 
legislation,  just  from  the  point  of  view  of  being  profes- 
sional advisers,  They  consider  that  .the  Board  can  give  it 
disinterest^  advice,  and  they  avail  themselves  of  that 
advice. 

9431.  Professor  Sayers:  Is  this  advice  given  entirely  in 
public  session,  or  sometimes  privately  and  sometimes 

publicly? Usually  it  starts  with  a letter ; they  write 

a letter  to  the  Federal  Reserve  Board  asking  for  advice  on 
a given  bill.  That  may  or  may  not  be  subsequently 
•published.  It  is  up  to  Congress  later  whether  they  include 
iit  in  their  repooit  or  not.  If  we  appear  before  them  in 
session,  it  is  almost  invariably  published ; but  they  can, 
if  they  want,  have  a private  session. 

9432.  It  is  a matter  for  decision  by  the  -Congressional 
committee?i — — ^mpletely. 

9433.  Chairman:  It  would  be  right  then  to  think  of  a 
constant  active  exchange  of  view  on  policy  between  the 
Board  on  the  one  hand  and  committees  of  Congress  on 

the  other? ^Individuals  on  committees,  yes ; five 

hundred  people  cannot  take  part. 

9434.  Professor  Cairncross:  You  mentioned  that  selec- 
tive controls  had  been  exercised  for  a time,  but  under 
powers  that  did  not  allow  you  to  escape  a good  deal  of 
pressure  from  individual  Congressmen,  and  that  the  stage 
•had  been  -reached  at  which  the  Chairman  of  the  Board  felt 
that  the  Board  could  not  continue  to  make  use  of  these 
controls  unless  -powers  were  vested  in  the  Federal  Reserve 
-by  Act.  This  raises  rather  an  important  issue.  Do  you 
feel  that  the  system  undM*  which  the  Federal  Reserve 

' Board  enjoys  its  present  independence  rests  in  part  on  the 
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exercise  of  purely  general  powers,  and  would  'be  difficult 
to  maintain  if  you  started  exercising  discriminatory 
powers? — — J think  there  is  a point  there. 

9435.  If  your  executive  were  engaged  in  other  inter- 
vention, by  import  control  or  control  of  capital  invest- 
ment, do  you  think  it  might  be  more  difficult  to 
maintain  isolation  of  the  judgment  of  the  Federal 

Reserve  Board  from  the  judgment  of  the  executive? 

That  was  not  the  point  I was  bringing  up.  The  question 
in  my  mind  is  whether,  if  the  Federal  Reserve  Board  had 
power  to  control  credit  for  real  estate,  we  should  be 
able  to  maintain  our  independence  or  not,  because  it 
would  involve  specific  interference  with  individual  actions. 
I think  ffiat  such  powers  might  be  more  effective  if  lodged 
in  the  executive,  if  they  are  going  to  be  lodged  anywhere 
at  all;  but  I have  not  made  up  my  mind. 

9436.  Professor  Sayers-.  I thought  that  your  point  was 

on  the  fact  that  the  power  was  temporary? ^That  was 

clearly  one  of  the  problems.  We  have  no  problem  on 
the  selective  control  of  margin  requirements,  but  that 
does  not  excite  a great  deal  of  individual  critical  response. 

9437.  Chairman : I would  like  to  ask  one  or  two  ques- 

tions about  the  make-up  of  the  membership  of  the  Federal 
Reserve  Board.  First  of  all,  if  anybody  becomes  a mem- 
ber he  is  obliged  'by  statute  to  devote  thus  whole  tume  to 
the  business  of  the  board.  Has  there  ever  been  in  your 
history  any  system  under  which  there  were  part-time 
members  of  the  Board? ^No. 

9438.  A meimber  itherefore  gives  up  'what  have  hitherto 
been  hiis  active  employments  dsewhere.  Is  there  any  rule 
or  tradition  that  he  must  separate  himself  from  private 
interests?^— If  you  mean  disposal  of  his  securities  and 
things  Mke  that,  I do  not  think  there  is  aniy  rule  on  it.  I 
know  that  each  incoming  member  of  the  ^ard  goes  over 
the  situation  carefully,  and  if  he  feels  any  conflict  of 
interest,  will  probably  talk  about  it  to  the  ^ngressional 
oommittee. 

9439.  Then  he  can.  say  that  he  has  put  it  on.  I'he  record? 
Yes. 

9440.  The  President  wiith  whom  Sies  the  appointment 
must  have  regard  to  a fair  reprcsentetion  of  (ho  financial, 
agrioultural,  industrial  and  commercial  interests  and 
geographical  divisions  of  the  country.  How  does  that 
work  if  they  must  be  whole-lime  memibers  and  must  give 

up  their  other  activities. It  would  apply  to  their  back 

history.  For  example  the  Dean  of  a very  important  agri- 
culture school  came  to  us  as  an  agricultural  represen- 
tative and  gave  up  the  deanship ; he  had  been  a 
director  of  a branch  of  the  Federal  Reserve  Bank,  Dallas, 
before  he  came  to  us. 

9441.  Does  taking  a GovernorsbLp  comimon.ly  involve 

financial  sacrifice? Almost  invariably.  There  have 

been  one  or  two  cases  where  there  was  no  financial 
sacrifice,  but  it  is  unlikely  for  there  not  to  be  some. 

9442.  Is  ■there  difficulty  of  rccn>i.Lment  under  current 

economic  conditions  on  that  ground? Yes.  there  is. 

9443.  It  is  also  a statutory  obligation  that  no  member  of 
the  Board  of  Governors  shall  be  an  officer  or  director  of 
any  bank,  banking  institution,  trust  company  or  Federal 
Reserve  Bank  or  h'old  any  stock  in  any  such  banking 
organisation.  That  does  not  mean  (hat  he  cannot,  at  the 
time  of  his  appointment,  be  a director  or  officer  of  a bank? 

^He  could  before  he  was  appointed. 

9444.  What  is  that  evident  view  of  the  necessity  of 

separating  him  from  even  holding  any  stock  in  a banking 
organisation  based  on?  'Is  it  fear  of  interest? Natur- 

ally. The  Board  is  also  a very  important  supervisory  body. 

9445.  Professor  Sayers'.  So  that  it  necessarily  has  some 

relation  -with  every  individual  member  bank? Yes. 

The  American  system  of  banking  has  grown,  u.p  under 
strict  statutory  rules.  Under  the  Holding  Companies  Act, 
for  example,  the  Federal  Reserve  Board  is  required  to 
supervise  closely  bank  mergers.  I rather  think  that  it  is 
not  a good  thing  to  mix  the  monetary  powers  and  this 
kind  of  supervision  in  the  central  bank,  but  that  is  the 
way  it  is. 

9446.  Chairman-.  What  is  involved  in  supervi^on?  Is 

it  in  the  course  of  every  year  sending  inspectors? ^We 

have  regular  bank  examiners  who  examine  all  of  the  State 
member-banks.  Usually  we  co-operate  with  the  State 
authorities ; the  Federal  Reserve  and  the  State  examiners 
wUl  appear  at  a State  bank  at  the  same  time,  and  examine 


it  together.  The  national  banks  are  examined  by  the  Comp- 
troller of  the  Currency,  and  their  examination  reports  are 
sent  to  the  Federal  Reserve.  We  also  exchange  reports 
with  the  Federal  Deposit  Insurance  Corporation.  We  try 
to  work  it  out  so  that  there  is  no  duplication  in  the  actual 
physical  examination  of  a bank.  The  reports  are  circu- 
lated to  the  different  supervisory  agencies  and  reviewed 
independently.  Our  examiners  review  the  examination 
reports  of  every  single  member  bank.  They  wiU  always 
have  a check  list  of  banks  that  are  to  be  more  closely 
watohed  ; they  examine  them  frequently  and  they  will  be 
kept  'luider  closer  supertwisdon.  At  the  end  of  an  examina- 
tion the  examiner  always  meets  with  the  'board  of  directors 
at  the  bank  for  a discussion  ■of  the  bank’s  oonditioa. 
Boards  of  directors  place  great  store  by  these  reports.  A 
review  of  'the  examination  may  very  well  be  sent  to  the 
bank  calling  attention  to  certain  practices  subject  to  ques- 
tion. In  addition  to  ■that  our  banking  laws  are  quite 
specific,  possibly  too  specific,  in  requiring  approval  or  dis- 
approval of  a great  many  actions  that  come  up,  In 
addition  to  that  mergers  are  under  the  jurisdiction  of  the 
Board,  which  has  to  decide  whether  a bank  can  enter 
into  a merger  or  not,  and  has  to  think  of  its  relation  to 
the  anti-trust  laws,  The  supervisory  activities  t^e  up  a 
great  deal  of  the  Board's  time. 

9447.  Professor  Sayers'.  Are  the  supervisory  activities 
divorced  entirely  from  oonsdderalions  of  central  banking 

policy? Not  completely,  but  pretty  generally.  R is 

generally  agreed  that  the  supervifw-rs  cannot  be  asked  to 
administer  credit  policy,  or  to  vary  iheir  interpretation 
of  rules  in  accordance  with  the  economic  climate.  We 
try  to  keep  them  from  accentuating  the  economic  climate, 
but  we  cannot  really  dictate. 

9448.  General  principles  must  be  laid  down  for  these 
supervisors,  where  you  have  a very  large  number  ^ 
supervisors  and  a very  large  number  of  banks  to  whidi 
they  have  to  go.  General  rules  must  be  laid  down  govern- 
ing, for  instance,  the  valuation  of  assets ; how  are  those 

general  rules  settled? ^We  try  to  work  them  out  so  that 

book  valuations  of  assets  do  not  vary  wiffi  changes  in 
market  quotations,  such  as  might  be  brought  about  by  our 
own  actions.  For  example,  securities  that  arc  classified  in 
the  highest  grades  arc  valued  on  a formal  conventional 
basis.  The  supervisory  authorities  take  these  formal 
values,  not  current  market  quotations,  in  judging  the 
position  of  the  bank’s  portfolio.  For  securities  under  the 
top  grades,  however,  valuations  would  be  based  on  market 
quotations. 

9449.  So  that  when  you  bring  about  a general  rise  in 
the  yields  of  Government  bonds  that  would  only  affect 
the  commercial  banks  in  so  far  as  they  felt  obliged  to 

realise  their  bonds? That  would  obviously  affect  the 

banks,  because  there  would  be  a change  in  the  market 
value  of  their  assets ; but  the  supervisor  would  not  say 
that  a bank  had  suffered  an  impairment  of  capital  on 
account  of  it,  and  that  he  therefore  had  occasion  to 
close  its  doors. 

9450.  Sir  Oliver  Franks'.  If  the  Federal  Reserve  System 
did  not  have  to  have  all  these  supervisory  duties  laid 
upon  it,  but  was  more  narrowly  confined  to  major  tasks 
of  central  banking  policy  and  decision,  would  those  who 
framed  and  guided  the  Federal  Reserve  System  have 
taken  the  same  view  of  the  necessity  of  its  Governors 

being  seen  to  be  divorced  from  banking  interests? 

I think  they  would  have.  TThe  Federal  Reserve  Act 
resulted  from  the  currency  crisis  of  1907.  The  Aldrich 
Committee,  after  elaborate  investigations,  recommended 
the  establishment  of  a central  bank  in  New  York  with 
bankers  at  the  head.  That  was  the  original  bill  brought 
into  Congress.  It  went  down  to  defeat  under  the  tradi- 
tional suspicion  of  banking  and  banking  interests.  It  was 
the  genius  of  Woodrow  Wilson,  when  he  became  President, 
to  work  out  the  basis  under  which  the  Federal  Reserve 
System  has  developed  ; there  were  to  be  twelve  regional 
banks,  which  assured  the  public  that  the  System  would  be 
responsive  to  local  needs  and  not  solely  to  New  York; 
the  co-ordinating  powers  were  placed  in  the  Fed«al 
Reserve  Board  in  Washington  which  allayed  the  suspicion 
that  monetary  powers  might  be  manipulated  in  the  private 
interest,  and  ffiere  was  provision  for  full-time  respon- 
sibility on  the  part  of  the  Board  members,  and  divorce- 
ment of  any  specific  financial  connection  with  banking. 

9451.  If  you  abstract  from  the  political  context  of 
those  times,  and  regard  it  rather  more  generally  in  terms 
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of  what  is  advisable  in  modern  times  as  such,  do  you 
thiplf  it  would  be  generally  felt,  both  in  the  System  and 
outside  h,  that  this  provision  was  wise  and  necessary? 

1 have  never  heard  it  questioned.  I think  that  it  is 

accepted  as  obvious. 

9452.  How  far  do  you  regard  this  insistence  on  the 

visible  independence  of  tthe  Board  of  Governors  from 
private  ibanking  interests  as  related  to,  because  counter- 
balancing, the  independence  of  the  Bc^d  from  political 
interests  or  pressures:  -that  is  to  say,  from  the  power  of 
the  executive?  Are  ±ese  to  be  thought  of  as  a necessary 
counter-balance,  or  has  each  its  own  separate  justifica- 
tion?  1 would  think  both.  We  tried  to  set  up  a system 

which  would  be  responsive  to  and  intimately  associated 
with  private  finance  and  private  industry,  and  at  the  same 
time  with  the  Administration.  Because  it  is  government, 
it  is  necessarily  intimately  associated  with  the  processes 
of  government  and  politics ; but  one  wants  also  that  the 
system  be  above  and  separated  and  immunised  from  them. 
That  was  accomplished  by  long  terms  of  appointment 
for  members  of  the  Board,  making  it  impossible  for  any 
President  to  appoint  a majority  of  the  Board  under 
ordinary  circumstances,  by  giving  them  complete  indepen- 
dence from  politick  pressures,  and  by  ensuring  that  they 
were  not  subject  to  private  influence  in  their  official  duties. 

9453.  Was  there  any  conscious  analogy  with  the 

Supreme  Court? ^The  Supreme  Court  has  been  referred 

to  throughout  as  one  of  the  analogies.  The  Court  is 
intimately  connected  with  the  executive  Department  of 
Justice,  and  receptive  to  suggestions  from  the  Department 
of  Justice.  The  same  is  true  of  the  Federal  Reserve  System 
and  the  Treasury.  Historically,  I suppose,  in  the  majority 
of  cases,  loss  in  purchasing  power  of  the  currency  has 
been  due  to  fiscal  pressures  emanating  from  Treasuries, 
rather  than  from  private  business ; the  monetary 
authorities  should  be  i-irunune  as  miuch  as  we  can  immunise 
them  from  those  pressures. 

9454.  If  ithe  System  lis  in  this  way  toy  statute  dndependenit 
of  -the  executive,  and  itherefore  frtwn  direct  poli-tical  pres- 
srue,  and  also  independent  of  private  interests,  is  the 
argument  ever  heard  ith'at,  by  being  so  insulated,  they  are 
in  an  ivory  tower  and  out  of  touch  with  what  is  going  on  in 

the  length  and  breadth  of  the  United  States? ^Yes, 

Mr.  Elliott  Bell  does  say  that  in  Businessweek  ; anyone 
wishing  to  criticise  the  system  is  very  likely  to  say  that. 
I do  not  think  it  is  taken  very  seriously.  The  system, 
through  the  directors  of  the  Banks  and  the  branches,  and 
through  its  contacts,  is  intimately  bound  into  the  structure 
of  the  economy.  In  a sense  it  is  the  most  important 
recorder  of  the  state  of  the  economy  of  the  country; 
often  the  same  people  who  are  opposed  to  some  action 
taken  and  who  raise  the  cry  of  the  “ ivory  tower  ”,  rush 
to  us  to  corroborate  any  judgment  they  have  on  economic 
questions. 

9455.  How  large  a part  In  your  view  does  the  Federal 

Advisory  Council  play  from  -this  aspect,  because  that  is  a 
body  which  is  not  drawn  from  within  the  System,  but 
consists  of  twelve  representative  bankers  drawn  from  out- 
side?  The  Federal  Advisory  Council  was  originally  a 

political  compromise  with  the  proponents  of  the  Aldrich 
Bill.  The  Aldrich  Bill  had  envisaged  a single  central  bank, 
with  a board  of  directors  composed  of  private  bankers. 
When  it  was  defeated  the  Federal  Reserve  Act  was  passed, 
with  the  twelve  regional  Banks  and  the  Board  of 
Governors;  the  group  that  were  supposed  to  run  the 
central  bank  proposed  by  the  Aldrich  Committee  were 
given  a share  in  the  picture  by  creating  the  Federal 
Advisory  Council.  It  is  a statutory  body,  which  consists 
of  one  banker  from  each  district ; he  is  usually  a leading 
commercial  banker,  the  sort  of  person  who  would  have 
been  on  the  board  of  the  Aldrich  body.  For  a good 
many  years  its  relationship  with  the  system  was  not  very 
active ; it  is  hard  to  find  a correct  relationship.  However, 
it  has  been  quite  successful  lately.  In  the  last  six  years 
the  organizational  problems  which  used  to  be_  bothersome 
have  disappeared,  and  a very  successful  relationship  with 
the  Council  has  developed. 

9456.  Chairman-.  Are  its  discussions  public? ^No. 

9457.  What  is  the  range  of  its  discussions? Some 

time  before  each  meeting,  we  will  _ send  them  a hst 
of  the  questions  we  would  like  discussed,  and  they 
will  send  us  their  list,  if  they  have  any.  The  questions 
we  send  them  will  always  be  questions  on  the  prospects 
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of  loan  demand,  and  the  .pto^eefts  of  the  economy  as  we 
see  them ; a series  of  questions  like  that.  Then  we  will  ask 
them  f^  their  view  of  the  .policy  aoCions  we  have  taken 
in  the  past.  For  example,  we  are  asking  them  now,  after 
a year  of  operation  under  the  Holding  Companies  Act, 
whether  they  have  any  amendments  to  suggest.  They  wiU 
ask  us  questions  of  the  same  kind.  When  they  oome,  they 
have  a meeting  with  a member  of  the  economic  staff  who 
briefs  them  on  ithe  economic  situation  as  we  see  it ; then 
they  go  into  a meeting  of  their  own,  and  they  prepare  a 
series  of  answers  to  ffie  questions  that  are  a^ed ; those 
answers  are  circulated  to  the  Board.  Then  there  is  a 
meeting  with  the  Board,  at  which  there  is  a free  discussion, 
and  minutes  are  taken.  Meetings  take  place  four  times  a 
year ; but  they  may  be  called  more  frequently. 

9458.  Sir  John  Woods : You  say  in  your  paper  that  the 
Council  consists  of  twelve  members,  selected  usually  from 
representiative  ihankers  in  each  distriot,  I read  that  to  mean 
they  are  not  necessarily  ^bankers  within  the  Federal  Reserve 

System ; they  can  [be  outside  bankers? ^The  members 

of  the  Advisory  Council  are  selected  by  the  boards  of  direc- 
tors of  the  Reserve  Banks.  I suppose  they  could  select 
almost  anybody,  but  they  do  select  the  leading  bankers, 
on  a rotating  basis.  For  a long  time  it  was  the  same  ones, 
but  finally  the  principle  was  established  that  the  job  rotates. 

9459.  These  questions  which  are  discussed  at  the  meet- 
ings must  point  towards  future  actions  to  be  taken  by  the 

F^eral  Reserve  Board? ^No,  they  do  not,  as  a matter 

of  fact.  The  discussion  is  pretty  sterile  at  that  level.  1 do 
not  think  the  Board  ever  gives  any  indication  of  how  at  is 
going  to  aot. 

9460.  Is  that  as  a matter  of  policy,  on  the  ground  that 
it  might  cause  embarrassment,  since  -the  bankers  are  going 

to  toe  'personally  affected? ^Yes.  Our  general  theory  is 

that  we  could  not  possibly  enjoy  the  independence  and  the 
powers  we  have,  if  we  had  anything  less  than  full  and 
frank  disclosure.  On  the  other  hand,  we  are  not  going 
to  disclose  anything  that  is  going  to  redound  to  individual 
profit.  We  try  to  make  our  regular  statistical  reports  as 
frank  and  free  as  possible,  and  make  complete  disclosures 
that  way.  We  try  to  give  as  full  a discussion  of  our 
philosophy  and  imotivation  as  possible.  But  we  try  to  draw 
the  line  ,at  any  prospective  action.  That  means  that  when 
an  action  comes  the  public  know  it,  and  know  it  instantly  ; 
and  -they  know  the  kind  of  motives  that  would  have 
governed.  But  we  obviously  should  • not  let  them  know 
a prospective  action. 

9461.  Professor  Sayers:  In  the  discussions  with  the 
Advisory  Council,  although  the  -Board  may  not  be  poin- 
ting to  future  prospective  actions,  it  must  be  concerned 
very  much  to  draw  upon  the  Council  for  a view  of  the 
economic  climate.  You  said  that  you  regarded  this  body 
as  very  successful  in  the  last  few  years.  Has  its  success 
consisted  at  all  larg^y  in  influencing  the  Board’s  view 
of  what  the  economic  climate  throughout  the  coutry  is? 

Has  it  'been  valuable  in  that  way? Yes ; at  a meeting 

of  the  Council  the  first  thing  they  do  is  to  have  a run 
around ; each  one  gives  the  picture  in  his  district  as  he 
sees  it.  The  Board,  through  its  technical  staff,  has  as 
finished  and  fine  an  economic  picture  as  it  is  possible  to 
get  in  the  United  States.  It  has  an  elaborate  staff  and 
it  is  carefully  done ; but  it  is  valuable  to  get  this 
corroboration.  It  has  happened  several  times  in  the 
last  few  years  that  the  staff  might  be  recording  a mixed 
situation,  or  a stand-off,  and  the  members  of  the 
Council  would  come  -in  and  give  the  picture  of  loan 
demand  as  they  saw  it  coming  to  them  at  their  banks. 
It  is  a helpful  corroboration  of  the  economic  reports  we 
get  from  other  sources,  and  it  is  very  valuable  in  that 
way. 

9462.  That  is  -the  movement  of  opinion  in  one  direction. 
What  about  the  other  direction?  Do  'you  attach  impor- 
tance to  this  Advisory  Council  in  feeding  out  into  the 

country  Federal  Reserve  ideas,  motives,  and  so  on? 

Yes ; it  is  a two-way  contact.  If  they  have  confidence 
in  us,  that  will  permeate  the  banking  community.  The 
people  from  our  member  banks,  because  they  are 
members,  because  they  sit  as  directors  of  the  Federal 
Reserve  Banks,  and  because  they  have  the  Federal 
Advisory  Council,  do  have  a chance  to  see  us  and  to  see 
whether  we  are  in  an  ivory  tower. 

9463.  When  you  used  the  word  ' successful  ’,  with  regard 

to  this  Advisory  Council,  were  you  thinking  of  the 
traffic  in  both  directions? 1 was  really  thinking  that 
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it  was  frequently  remarked  about  ten  years  ago  that  this 
was  a useless  body ; a great  many  people  a decade  ago 
would  have  said  that  it  never  amounted  to  much. 
Since  the  Accord,  for  some  reason,  the  Council  has 
become  useful.  Too  often  its  meetings  were  sterile  in  the 
old  days ; they  were  all  at  cross-purposes.  It  has  not 
happened  like  that  recently,  and  so  it  has  been 
successful. 

9464.  Why  is  that?  Is  it  that  people  have  generally 

been  able  to  understand  what  is  going  on  more,  or  is  it 
change  of  personnel? ^Both. 

9465.  Chairman : Now  we  come  to  your  heading  IV : 
Direction  of  Monetary  and  Credit  Policies  ; and  that  leads 
us  in  to  your  answer  to  our  second  question.  I think  it 
would  be  most  helpful  for  us  if  one  or  two  of  our  members 
travelled  rather  at  large  over  this  .particular  field  with 
you,  90  that  we  could  all  get  an  impression  of  what  it 
all  amounts  to,  rather  than  that  we  ^ould  work  on  the 
points  page  fay  page. — Professor  Sayers:  May  I first  ask 
a question  aibout  your  powers  in  the  main  fields  of 
central  banking  operations?  You  attach  most  importance, 
I gather,  to  open  market  o.perations  and  discount  rate.s ; 

you  regard  ithese  as  the  centre  of  .cenitral  banking? 

Yes.  It  is  one  of  our  problems  to  describe  these  things, 
when  we  are  asked  to  describe  them  separately.  Actually, 
they  are  like  the  two  blades  of  a pair  of  scissors:  the 
open  market  operation  makes  no  sense  without  the 
discount  rate  operation,  and  the  discount  rate  operation 
would  not  be  effective  without  the  open  market  oporalion, 

9466.  On  the  interest  rate  side  you  fix  the  discount 
rate  for  each  Federal  Reserve  Bank ; are  there  any  other 
interest  rates  over  which  the  Federal  Reserve  Board  or 

the  Federal  Reserve  Banks  have  direct  power? Yes. 

For  example,  under  the  Korean  War  Aot,  the  Pentagon 
or  other  agencies  in  the  Government  tbait  are  ordering  de- 
fence equipment,  can  guarantee  loans  to  their  contractors. 
They  place  an  order  with  a firm,  perhaps  a firm  not 
large  enough  to  be  able  to  borrow  on  its  own  respon- 
sibility for  an  order  of  that  size ; then  the  Pentagon  or 
the  Atomic  Energy  Commission  can  guarantee  the  loan, 
and  the  bank  will  then  miuke  it.  The  Federal  Reserve 
Board  is  instructed  to  set  the  maximum  rates  for  tho.se 
loans. 

9467.  Have  you  any  direct  powers  over  rates  of  interest 

paid  by  the  commercial  banks? iFor  time  and  savings 

deposits  we  iset  the  maximum  rate  for  the  member  banks, 
and  the  Federal  Deposit  Insurance  Corporation  sets  it  for 
the  non-member  banks. 

9468.  What  is  the  present  maximum? 3 per  cent. 

9469.  Is  it  varied  every  Lime  the  discount  rate  is  varied? 

No  ; the  rate  was  2J  per  cent,  from  1935  until  it  was 

raised  to  3 per  cent,  in  December,  1956. 

9470.  Is  there  any  .marked  movement  of  actual  rates 
below  that  maximum,  or  does  .the  maximum  lend  to 

become  the  minimum  as  well? A great  many  banks 

have  now  gone  up  to  2 per  cent.,  if  not  more ; the 
average  rate  would  range  .between  2 per  cent,  and  3 per 
cent. 

9471.  And  the  changes  are  very  few? It  is  a little 

difficult  to  say.  During  the  recession  when  nobody  wanted 
to  pay  any  interest  on  deposits,  and  the  banks  did  not  want 
the  deposits,  the  banks  in  general  tended  to  de-empbasise 
their  savings  deposit  business.  They  paid  a low  rate  in 
general  and  did  not  try  -to  encourage  them.  Then,  when 
interest  rates  in  the  market  began  to  rise,  there  was  more 
activity  in  that  area,  and  some  of  the  banks  began  to 
activate  their  savings  deposit  business  and  promote  it  quite 
actively.  When  the  Board  raised  the  maximum  rate  on 
savings  and  time  deposits  to  3 per  cent,  at  the  end  of  1956, 
a great  many  more  banks  became  active  and  very  effective. 
It  was  quite  a lesson  to  me  that  activity  on  the  part  of 
certain  banks  to  attract  savings  was  successful.  There  is 
now  a fair  proportion  of  banks  that  are  very  active  in 
stimulating  savings  deposit  business,  and  another  very 
large  section  which  remains  inactive,  and  the  rates  paid 
will  vary  as  between  the  two. 

9472.  Why  does  the  Federal  Reserve  Board  have  this 

power? For  historical  reasons.  In  the  1929-33  crisis 

the  Senate  committee  that  went  into  the  crisis  concluded 
that  payment  of  interest  on  demand  deposits  had  been 
a cause  of  competition  between  banks  which  had  led  to 
Aeir  acquiring  unsound  assets,  and  that  a great  many  of 
the  purchases  of  foreign  loans  that  later  went  into  default, 


South  American  loans  with  high  interest  rates,  for  example, 
were  made  by  small  banks  around  the  country  who  needed 
the  interest  in  order  to  get  a high  enough  income  to  be 
able  to  pay  high  interest  on  their  demand  deposits  and 
attract  them  from  other  banks.  There  is  something  to 
this  analysis,  but  I think  it  may  have  been  over-played. 
The  move  was  not  recommended  fay  the  System,  but 
payment  of  interest  on  demand  deposits  was  abolished. 

9473.  That  is  an  absolute  .law? Yes,  it  is  a law.  At 

the  same  time,  and  for  the  same  reasons,  Congress  put  a 
duty  on  the  Federal  Reserve  Board  to  place  a ceiling  on 
rates  of  interest  on  time  and  savings  deposits,  and  a similar 
duty  for  the  insured  non-member  banks  was  placed  on  the 
Federal  Deposit  Insurance  Corporation.  It  is  an  extremely 
difficult  law  to  administer,  because  all  sorts  of  services  can 
be  called  payment  of  interest,  and  there  arc  more  and  more 
competitive  activities  of  this  type  between  banks.  We  arc 
not  happy  with  the  task  of  administration. 

9474.  Are  there  any  powers  at  all  over  the  lending  rates 

charged  by  banks? ^No,  except  the  State  usury  laws. 

9475.  Those  would  apply  in  some  States,  and  not  in 

others? ^That  is  right. 

9476.  Professor  Calrncras.t:  Ls  there  active  competition 
between  time  depo.sits  and  Treasury  Bills?  Is  there  any 

switch  from  Treasury  Bills  into  saving  deposits? Not 

into  savings  deposits ; there  would  be  into  time  deposits. 
But  at  the  present  time  a great  many  of  the  foreign 
reserves  are  held  as  time  dcpo.sits.  A great  many  of 
the  States  have  their  .State  funds  cither  in  bills,  securities, 
or  in  time  deposits.  A point  came  up  a couple  of  years 
ago,  when  the  bill  rate  went  up  above  (he  lit  per  cent, 
ceiling.  Certain  States  had  been  depositing  funds  with 
banks  at  per  cent,,  but  v^hen  the  bill  rate  went  above 
2i  per  cent,  they  had  to  .take  the  funds  out  of  time  d^osit 
and  put  them  in  bills,  became  the  Stale  law  required 
them  to  use  either  deposits  or  bills,  whichever  paid  the 
higher  return. 

9477.  Professor  Sayers:  Am  I right  in  thinking  that 
the  Treasury  Bill  rate  i,s  normally  below  the  lime  deposit 

rate,  at  any  rate  over  the  last  few  years? It  was 

definitely  so,  until  two  or  .three  years  ago. 

9478.  And  that  is  the  present  position? ^It  is  now. 

9479.  Professor  Cairncross:  Are  you  not  afraid  that  the 
Treasury  Bill  market  wiM  evaporate  beoituse  of  the  attrac- 
tmn  oif  lime  deposits? — ~No,  Quite  a few  t^ks  wish 
that  the  Federal  Reserve  Board  would  lower  the  maximum 
rate,  because  3 per  cent,  is  too  cxpen,sivc  to  pay  at  present, 
and  for  competitive  reasons  they  do  not  want  to  put  it 
down  on  their  own  initiative.  But  we  have  made  it  clear 
that  the  ceiling  is  a ceiling,  and  not  anything  else. 

9480.  Professor  Sayers:  How  wide  is  the  market  for 

Trea.sury  Bills?  Who  holds  Treasury  Bills? Mr. 

Riefter:  One  of  the  biggest  group  of  holders  is  foreign 
central  banks.  Corporations  would  account  for  a very 
large  proportion.— Pro/e.w«r  Sayers : By  corporations  you 
mean  industrial  and  trading  companies — Mr.  Riefler:  Yes. 
The  banks  have  about  $3,000  m. ; the  Federal  Reserve 
has  anything  from  $1,000  m.  to  $2,000  m.  at  the  present 
time.  It  is  the  widest  market  wc  have. 

9481.  That  is  something  we  find  surprising.  Given  the 
r^tionship  between  the  lime  deposit  rate  and  the  Treasury 
Bill  rates,  why  do  people  want  Treasury  Bills  rather  than 

time  deposits? ^The  time  deposit  rate  actually  paid  has 

gone  down  from  3 per  cent. ; the  ceiling  is  still  3 per  cent, 
on  a time  deposit, 

9482.  Professor  Cairncross:  You  were  telling  us 
that  the  rate  on  Treasury  Bills  is  normally  lower  than 
ftc  rate  on  time  deposits.  Why  do  corporations,  for 

instance,  elect  to  hold  Treasury  Bills,  if  this  is  so? ^They 

would  have  the  use  of  the  money  continuously. 

9483.  Profe.?sor  Sayers:  They  can  sell  Treasury  Bills 
at  any  time  ; whereas  the  time  deposits  are  at  what  sort 

of  notice? ^They  have  to  be  six  months  to  qualify  for 

the  highest  rate ; but  tlhey  can  be  at  60  or  90  days’  notice. 

9484.  Professor  Cairncross:  Is  there  nothing  short  of 

60  days? There  is  a 30-day  category  ; we  never  altered 

the  c^ng  on  that. 

9485.  And  on  thai  cat^ory  would  the  rate  again  be 
above  the  Treasury  Bill  rate? — -It  is  1 per  cent  at  the 
moment. 
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9486.  Professor  Sayers : Am  1 right  in  thinking  that  the 
law  that  restricts  the  j«yment  of  interest  on  deposits  has 
a restriction  that  no  interest  may  be  paid  on  anything 
repayable  within  30  days?— That  is  right. 

9487.  Is  tax  payable  on  the  discouirt  on  Treasury  Bills? 
Yes. 

9488.  And  on  interesit  on  bank  deposits? — ^Yes. 

9489.  What  about  Government  bonds  generally? 

Yes.  There  are  a few  outstanding  which  are  tax  exempt, 
but  none  have  been  issued  since  early  in  1941  by  the 
Federal  Government ; the  tax  exempted  issues  are  now 
very  small  in  number,  and  wil  be  completely  matured  in  a 
few  years.  Tax  exemption  is  only  found  in  State  and  muni- 
cipal security  issues  (which  are  not  subject  to  Federal  taxes) 
and  housing  issues,  for  public  housing ; those  issues  are 
technically  State  and  municipal  issues,  but  the  service  is 
really  guaranteed  by  the  Federal  Government.  That  is 
the  only  case  where,  indirectly,  there  is  tax  exemption  on 
something  thait  is  federally  sustained. 

9490.  When  one  is  thinking  of  the  effect  of  changes  in 

interest  rates,  the  extent  to  which  interest  is  reduced  by 
taxation  is  a factor  in  this  country ; we  have  got  into  the 
habit  of  linking  that  roughly  half  the  unpact  of  a<n  interest 
rate  change  is  absorbed  by  taxation.  I\^at  is  the  corre- 
sponding proportion  in  the  United  States? ^For  a cor- 

poration it  would  be  52  per  cent. 

9491.  Whether  they  are  paying  or  receiving  interest? 

Yes.  The  effect  of  taxation  creates  a problem. 

When  we  had  the  excess  profits  tax,  I remember  we 
figured  out  that  it  would  take  a 6 or  7 per  cent,  discount 
rate  to  make  it  unprofitable  for  certain  banking  cor- 
porations liable  to  excess  profits  tax  to  borrow. 

9492.  Looking  at  the  experience  of  the  last  few  years, 
it  dippears  from  your  paper  that  the  Board  has  considered 
that  its  first  objective  musit  be  to  control  the  reserve 
positions  of  the  member  banks,  and  that  it  is  by  doing  this 
that  it  controls  the  reserve  situation  in  'the  country ; that 
it  has  used  its  open  market  operations  to  control  the 
reserve  position,  because  it  has  been  able  to  conduct  open 
market  operaitions  with  a good  deal  of  freedom ; but  that 
it  has  not  on  the  whole  been  necessary  to  vary  the  reserve 

requirements  much.  Is  that  right? ^It  is  a little  difficult 

to  say.  We  really  use  both  open  market  operations  and 
reserve  requirements  to  control  the  reserve  position,  par- 
ticularly to  control  the  amount  of  'borrowing ; and  then 
we  use  the  discount  rates  and  the  enforcement  of  the 
tradition  against  continuous  borrowing  to  get  a financial 
result.  A change  in  reserve  requirements  is  one  way  of 
putting  money  in  the  market,  and  purchases  of  Govern- 
ment securities  in  the  open  market  is  another  way ; they 
are  alternative  ways. 

9493.  The  continuous  method  you  us©  is  the  open  market 

operation? Yes.  The  reserve  requirement  weapon  is 

a difficult  one  to  use.  For  instance,  it  would  only  be  in 
peculiar  circumstances  that  we  could  raise  reserve  require- 
ments. Under  the  free  market  technique,  any  announce- 
ment of  a rise  in  reserve  requirements  would  mean  that 
buying  in  the  Government  securities  market  would  dry 
up,  and  we  would  have  to  go  in  and  support  the  market, 
which  we  would  not  want  to  do ; so  it  is  very  difficult. 
There  could  be  exceptional  circumstances  where  we  could 
use  the  reserve  requirement  as  a tightening  device ; but 
they  would  be  exceptional  circumstances,  not  general.  On 
the  down  side  it  is  quite  different:  we  can  always  reduce 
reserve  requirements  without  creating  an  upset  in  the 
market.  We  have  now  reduced  reserve  requirements  five 
times  in  the  last  four  or  five  years. 

9494.  If  this  is  your  view,  sooner  or  later  your  reserve 
requirements  will  get  down  to  the  statutory  minimum  and 

the  weapon  will  be  thereafter  useless? incept  for  broad 

adjustments  in  peculiar  circumstances. 

9495.  Surely  circumstances  might  arise  in  which  you 
might  want  to  consider  raising  the  reserve  requirements 
and  would  not  mind  the  consequences  to  the  gilt-edged 
market?  Surely  it  would  only  be  in  an  inflationary 
situation  you  wooild  want  to  act ; and  then  it  would  not 
matter  If  you  temporarily  dried  up  the  gilt-edged  market? 

We  are  inot  worrying  about  drying  it  up ; we  are 

worrying  about  being  brought  in  to  support  it. 

9496.  Why  should  you  mind  about  a collapse  if  it  is  an 

inflationary  situation? We  might  not. 

9497.  Is  it  not  possible  ffiat  this  is  a weapon  which  Is 
likely  to  go  out  of  Iis©,  if  it  is  only  flexible  in  one 
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direction  ? So  far  as  only  being  flexible  in  one  direction 

goes,  the  fact  is  that  it  is  with  certain  exceptions  ; the 
increases  in  wartime,  for  example.  But  it  is  a real 
question,  to  my  mind,  whether  those  increases  served  any 
useful  purpose  whatever.  They  were  introduced,  and 
then  the  bond  market  was  pegged ; I do  not  see  that  they 
really  performed  any  function. 

9498.  Is  not  that  <m  the  basis  that  you  have  got  power 
in  open  market  operations?  In  those  open  market  opera- 
tions does  the  Federal  Reserve  confine  itself  entirely  to 

operations  in  bills? Preferably  .bills  and  short-term 

securities,  except  in  the  case  of  a disorderly  market. 

9499.  You  say  ^ort  term  securities ; hoiw  short? 

It  IS  not  categorical ; the  idea  is  as  short  as  possible.  We 
would  not  choose  one-year  maturities  if  we  had  four- 
month.  certificates,  unless  there  were  peculiar  reasons 
for  it. 

9500.  Is  this  confinement  of  operations  to  the  very  short 
end  of  the  market  based  on  -the  view  that  the  only  thing 
the  F^eral_  Reserve  seeks  to  achieve  by  its  open  market 

operations  is  an  effect  on  bank  reserve  positions? ^No, 

it  is  based  on  the  view  that  the  only  way  the  Federal 
Reserve  achieves  an  important  effect  is  through  what  it 
does  to  banking  reserves  ; which  is  quite  different. 

9501.  Professor  Cairncross:  Do  we  take  this  to  mean 
that  you  are  conscious,  when  you  operate  in  the  open 
market  that  you  are  .influencing  long-term  rates  as  well? 

Mr.  Riefler'.  That  is  what  we  have  thought  about.  I 

have  written  an  article  for  the  Federal  Reserve  Bulletin  on 
th:is  problem  of  influencing  long-term  rates*,  and  I can  give 
you  copies  if  you  would  like  to  have  iX.— Professor 
Sayers:  I wonder  if  we  could  have  it,  so  that  we  can 
study  it  before  you  come  back  again,  and  deal  with 
this  part  of  the  discussion  on  that  basis  when  we  have 
read  it. 

9502.  Professor  Cairncross:  You  said,  if  I understood 
you  aright,  .that  you  would  like  to  operate  in  the  shortest 
maturities  you  could.  How  do  you  relate  this  to  your 
knowledge  that  in  your  open  market  operations  you  are 
bound  to  influence  long-term  rates,?  Do  you  'toink  that 
you  exercise  just  as  much  pressure  that  way  as  by  operating 

in  long-term  maturities? What  the  Federal  Reserve 

deals  with  is  reserve  funds ; the  only  result  it  gets  is 
through  providing  or  withdrawing  reserve  funds, 

9503.  Professor  Sayers:  I do  not  think  that  that  is 
what  the  Federal  Reserve  Board  says  about  the  system. 
It  does  say  various  things  that  might  be  held  to  call  for 
the  Federal  Reserve  to  exercise  as  big  an  effect  as  it 

can  on  long-term  rates.  Is  that  not  so? 1 think  that 

is  the  way  we  operate. 

9504.  You  believe  that  by  operating  in  the  short  end 
of  the  market  only  you  secure  the  maximum  effect  that 
you  could  possibly  get  on  the  long  end  of  the  market? 

^The  maximum  good  effect  in  general,  yes.  We  want 

to  avoid  spurious  effects  in  the  long-term  market,  where 
rate  moves  do  not  mean  anything  significant  economic- 
ally, or  mislead  us.  But  I think  this  discussion  could  be 
better  continued  after  this  article  is  read. 

9505.  Professor  Cairncross:  May  I turn  to  another 

question?  There  is  a very  big  difference  between  the  way 
you  operate  and  the  way  we  operate.  This  means,  I take 
it,  that  there  is  a lot  of  direct  contact  between  the  com- 
mercial banks  and  the  Federal  Reserve  Banks,  such  as 
would  not  occur  between  the  commercial  banks  here  and 
the  Bank  of  England.  Do  you  believe  this  is  an  im- 
portant merit  of  the  Federal  Reserve  System,  or  do  you 
think  it  makes  very  little  difference? There  is  a tradi- 

tion that  the  member  banks  of  the  Federal)  Reserve 
System  make  their  short-term  adjustments  through 
borrowing  from  the  Federal  Reserve  Banks,  and  that  that 
borrowing  is  purely  for  short-term  adjustment ; it  is  not 
continuous.  TTiat  is  the  heart  and  centre  of  our  ^larticular 
method  of  operations,  by  open  market  operauons  and 
reserve  requirements  on  the  one  hand  and  discount  rate 
policy  on  the  other.  If  our  banks  borrowed  freely  from 
the  Federal  Reserve  at  the  discount  rate,  and  stayed  in 
debt  as  long  as  they  could  legally  do  so  our  system 
would  not  work  ; we  would  have  to  devise  something  else. 

9506.  Can  you  exercise  more  pressure  on  the  commer- 
cial banks  through  this  contact  than  you  would  if  you 
were  operating  mainly  through  operations  in  the  short 

term  market  and  the  rates  of  interest  prevailing  there? 

i think  so,  yes. 

• Open  Market  Operations  in  Long-Term  Securitiea : see 
Federal  Reserve  Bulletin  for  November  1958. 

2R  3 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


620 


COMMITTEE  ON  THE  WORKING  OF  THE  MONETARY  SYSTEM 


19  June,  1958.] 


Mr.  Winfield  W.  Riefler 


[Continued. 


9507.  You  feel  that  the  commercial  banks  are  in  a hurry 

to  get  out  of  debt  to  the  Federal  Reserve  Banks? It 

is  mixed.  A very  large  proportion  of  the  banks  in  the 
country  make  it  a general  principle  never  to  borrow  from 
the  Federal  Reserve  Bank  at  all;  they  want  to  stand 
completely  on  their  own  feet.  Another  group  will  think 
of  borrowing  as  a distinctly  emergency  privilege ; and 
then  there  are  the  very  active,  aggressive  banks  in  every 
district,  who  are  outt  to  'borrow  all  they  can,  and  have 
to  be  talked  to  by  the  Federal  Reserve  Bank. 

9508.  Professor  Sayers : How  frequent  are  these  occa- 
sions of  talking  to  them? None  would  happen  at  the 

present  time,  because  now  we  have  excess  reserves  all 
over ; but  in.  a period  of  restraint  I suppose  there  would 
be  fifty  to  a hundred  banks  in  the  course  of  a year. 

9509.  What  do  you  say  to  them? ^The  President  of 

the  Federal  Reserve  Bank  and  a representative  of  the 
member  bank  will  go  over  their  situation  and  operations, 
and  it  will  be  pointed  out  to  them  that  they  are  borrowing 
pretty  continuously,  and  that  this  is  not  due  to  with- 
drawals of  deposits,  but  because  their  portfolios  have  been 
expanding  during  the  period.  They,  will  point  out,  say, 
that  they  have  disposed  of  all  of  their  bills  and  that,  if 
they  are  going  to  get  out  of  debt,  they  will  have  to  dispose 
of  some  five  year  notes  selling  at  93,  on  which  they 
would  sustain  a heavy  loss.  The  Federal  Reserve  Bank 
would  never  want  to  suggest  to  a bank  how  it  should 
handle  its  affairs ; it  would  never  tell  them  they  would 
have  to  take  that  loss.  But  they  would  sit  with  the  bank 
and  look  at  the  situation,  and  the  bank  would  decide 
whether  it  would  be  better  to  clear  up  its  portfolio  and 
get  back  on  its  own  feet  and  out  of  debt.  They  arc  never 
forced  to  do  it,  but  the  situation  is  mutually  looked  at. 

9510.  Would  you  have  different  ideas  at  different  times 
about  the  directions  in  which  banks  should  be  expected 
to  curtail  their  portfolios? — ' — ^You  mean  the  quality  of 
assets? 

9511.  Yes,  or  that  they  should  curtail  advances  rather 

than  holdings  of  Government  bonds? It  is  very  diffi- 

cult to  advise  banks  in  that  way;  we  would  not  do  it, 
I think.  The  Act  was  amended  in  1933  specifically  to 
put  on  the  boards  of  directors  of  Federal  Reserve  Banks 
the  responsibility  for  keeping  a continuous  review  of  the 
general  credit  policy  of  the  member  banks  as  regards 
speculative  commitments,  speculative  loans,  etc.  That 
responsibility  is  related  purely  and  solely  to  the  granting 
of  rediscounts  for  the  member  bank ; it  does  not  come 
under  the  general  supervisory  powers,  At  the  time  the 
bank  comes  in  for  a rediscount  it  will  be  given  con- 
sideration. Actually  what  happens  is  that  when  a mem- 
ber bank  comes  in  for  rediscount,  it  is  made  almost  auto- 
matically, because  the  bank  is  in  a rush  for  the  money 
for  that  day’s  clearing ; the  review  is  almost  always  sub- 
sequent, and  it  is  based  on  the  pattern  of  borrowing  the 
bank  has  adopted  over  a period  of  time,  If  there  were 
a definite  problem  of  speculative  excesses,  such  as  I have 
mentioned,  that  would  obviously  come  in  for  discussion  ; 
but  that  would  probably  already  have  been  discussed 
through  the  examiners’  reports  for  some  time  previously. 
But  in  general  the  Federal  Reserve  Bank  does  not  tell  a 
member  bank  how  to  manage  its  money. 

9512.  It  would  just  expect  the  member  bank  to  do 
something  about  the  situation,  and  it  would  exercise  its 
right  to  look  into  the  current  affairs  of  the  bank  in  some 

detail? ^Yes.  The  application  form  for  p.  rediscount  has 

a request  for  salient  information  on  the  course  of  deposits 
and  loans  in  the  various  categories.  The  statistical 
organisations  of  the  Federal  Reserve  ‘Bank  now  usually 
work  with  the  discount  departments,  and  they  maintain 
charts  on  each  bank,  so  that  they  can  see  quite  quickly 
what  the  occasion  for  the  borrowing  is,  whether  it  is  a 
loss  of  deposits  or  an  increase  in  investments,  or  whether 
it  is  unwillingness  to  adjust  investments. 

9513.  Professor  Cairncross‘.  Is  there  a clear  list  of  the 

types  of  paper  acceptable  for  rediscount? ^Practically 

all  the  rediscounts  arc  Government  paper. 

9514.  Is  there  a limit  on  maturity? Any  Govern- 

ment paper  can  be  rediscounted. 

9515.  You  do  not  draw  the  line  at  five  years  or  ten 

years? ^No. 

9516.  Professor  Sayers:  So  that  your  contact  with  the 
rediscounting  member  banks  is  of  such  a nature  that 
your  control  remains  essentially  a quantitative  control, 


and  that  you  do  not,  except  in  the  very  broadest  way, 
operate  qualitatively  on  the  types  of  assets  held ; is  that 

right? Yes.  We  have  a very  broad  interest  in  high 

quality  bank  assets,  which  is  exercised  under  the  super- 
visory function  in  a lot  of  different  ways;  but  specifically 
the  Federal  Reserve  Bank  would  never  want  to  tell  a 
member  bank  how  to  manage  its  business.  That  is  a 
relaitionship  they  would  never  let  themselves  get  into ; 
they  would  never  let  a member  banker  get  into  the 
position  of  being  able  to  say  that  the  Federal  Reserve 
Bank  forced  him  to  follow  some  particular  course  and 
thereby  ruined  him. 

9517.  Chairman:  You  said,  I think,  that  the  clue  to 
the  effective  working  of  your  system  was  that,  as  a whole, 
the  banks  regarded  their  right  to  discount  as  merely  a right 

for  temporary  borrowing? Not  a right ; it  is  a 

privilege. 

9518.  A privilege,  which  you  conceded  to  them;  but 
it  is  essential  that  they  should  regard  it  as  only  a 
temporary  adjustment  of  the  situation.  .Suppo.se  that  there 
was  a change  in  the  banking  attitude,  and  they  forced 
your  hand,  what  measures  would  you  lake  to  assert  your 

control  over  the  bank  reserves? We  would  have,  I 

think,  to  apply  stricter  discipline  on  the  members.  In  a 
system  with  7,000  member  banks,  we  could  not  possibly 
have  each  bank  borrowing  up  to  the  limit  at  the  central 
bank. 

9519.  Professor  Sayers:  Why  not? There  would  be 

such  over-borrowing. 

9520.  You  mean  you  would  in  some  way  or  other  have 
to  find  some  means  of  preventing  it?  I cannot  for  the 

moment  see  why  it  is  an  impossible  situation? ^The 

opportunity  would  be  too  broad,  I think ; if  the  member 
banks  were  sure  of  being  able  to  borrow,  and  of  borrow- 
ing for  a very  long  period,  they  would  be  able  lo  go  out 
and  make  commitments  in  the  long-term  market,  for 
example,  at  returns  away  above  the  discount  rate.  They 
might  freeze  their  position,  and  extend  themselves  im- 
properly ; and  when  those  reserves  all  came  into  the 
market  we  .should  have  an  inflationary  problem. 

9521.  Do  your  commercial  banks  have  money  lent  at 

call  to  any  large  extent? No ; the  call  market  has 

disappeared.  In  its  place  there  are  residuals.  The  banks, 
particularly  the  New  York  banks,  lend  funds  to  financial 
houses  on  Wall  Street,  a lot  of  it  technically  on  call ; 
but  I would  not  call  it  a call  market.  In  fact,  however, 
it  is  used  like  the  cal!  market.  The  loans  to  the  dealers 
in  United  States  Government  securities  are  pretty  similar 
to  call  loans.  The  money  market  banks  in  New  York 
post  a rate  in  the  morning  at  which  they  arc  willing  to 
lend,  or  renew  loans  carried  over,  to  dealers  in  Govern- 
ment .securities  ; if  they  want  to  take  the  loans  up  and  get 
that  money,  they  raise  the  rate,  and  that  as  posted,  quite 
objectively,  without  regard  to  whether  the  dealer  likes  it 
or  not.  It  is  money  at  call,  and  therefore  it  is  like  the 
old  call  money  market.  In  the  last  five  years  the  dealCTs 
have  developed  a much  broader  market  for  financing 
outside  the  banks  with  their  customers,  such  as  large 
corporations,  through  the  device  of  the  repurchase  agree- 
ment. They  will  sell  Government  securities  on  a repurchase 
agreement  to  the  large  corporations,  and  in  that  way 
get  funds  to  finance  their  activities.  Those  agreements 
will  take  various  forms.  Some  of  them  will  be  set  for 
a period  of  time ; some  of  them  to  coincide  with  a 
date  convenient  for  the  corporation,  a dividend  date 
or  something  like  that.  Others  will  he  running 
temporarily,  callable  at  any  moment.  The  Government 
security  dealers  also  have  the  same  kind  of  arrangements, 
either  through  repurchase  agreements  or  loans,  with  a 
large  number  of  banks  outside  New  York.  The  money, 
bill  and  short-term  Government  securities  market  is  an 
extremely  active  market.  TTic  dealers  are  in  more  or  jess 
continuous  telephone  contact  with  all  the  principal 
buyers  and  sellers,  corporations,  banks,  insurance  com- 
panies, etc.,  all  over  the  country,  all  day  long.  In  those 
contacts  they  are  offering  both  to  buy  and  to  sell  securi- 
ties and  usually  also  to  borrow  funds.  In  process 
of  this  sweeping  the  country  they  borrow  as  much  ^ 
they  can  up  to  the  deadline,  which  is  around  2.00  p.m.  in 
New  York,  and  they  go  to  New  York  to  cover  the 
remainder.  They  usually  borrow  funds  outside  New  York 
at  much  more  favourable  rates,  and  come  to  New  York 
and  take  the  margin  at  the  rates  charged  there,  which  are 
less  favourable. 
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9522.  Professor  Cairncross : If  you  were  trying  to  resttrict 
credi't,  which  of  the  liquid  assets  of  the  commercial  banks 

do  you  think  would  be  compressed  first? Usually  the 

Treasury  Bills.  The  acceptance  market  is  just  beginning 
to  revive,  and  the  hanks  hold  practically  no  acceptances  for 
their  own  account.  Acceptances  they  acquire  are  mostly 
for  foreign  clients,  who  consider  them  a favoured  invest- 
ment medium. 

9523.  Who  would  buy  .these  Treasury  Bills? Every- 

body. 

9524.  You  would  exclude  .banks,  presuonably? lot 

of  bank  money  is  in  Treasury  Bills. 

9525.  Professor  Sayers:  Suppose  that  the  Federal 

Reserve  were  creating  a tnght  oondrtion  by  selling  Treasury 
Bills ; that  would  lead  the  commercial  banks  to  sefl 
Treasury  Bills  too.  A lot  of  Treasury  Bills  would  have  to 
be  unloaded  by  the  banking  system  as  a whole,  Where 
would  they  go?— —Corporations  would  buy  a lot  of  them  ; 
and  the  rate  would  go  higher,  and  that  would  mean  that 
people  would  want  .them  as  an  alternative  to  deposits,  I 
suppose,  A lot  of  individuals  would  buy  them  too  ; the 
category  " Other  Investors  ” covers  a great  number  of 
corporate  buyers, 

9526.  Is  there  any  itendenoy,  when  you  are  doing  this, 
for  the  Treasury  ,to  get  frightened  about  who  is  going  to 

take  ’Up  .the  next  week’s  Treasury  Bills? ^No,  th^  never 

happens  ; it  is  only  once  in  a while  that  we  find  people 
raising  the  question.  The  auction  is  a real  auction. 
It  is  organised  in  the  sense  .that  the  dealers  who  are  regular 
participants  in  the  auction  are  those  who  would  be 
eligible  for  repurchase  agreements  with  the  Federal 
Reserve.  They  understand  .that  the  auction  must  be 
covered. 

9527.  Hq.w  .must  it  be  covered? ^It  is  their  respon- 

sibility to  cover  it,  and  they  understand  that.  They  have  to 
put  a bid  in  ; it  does  not  have  to  be  a realistic  bid,  but 
the  auction  must  be  covered. 

9528.  Why  must  it  be  covered? ^They  understand  it ; 

that  is  part  of  their  relationship  to  the  Treasury  and  to  the 
bill  market,  if  they  are  to  be  considered  primary  dealers. 

9529.  Chairman : How  much  is  there  an  organised  body, 
of  dealers  who  understand  that  they  must  cover  the 

auction? ^I>t  is  not  an  organised  body  now  at  all.  We 

had  the  accredited  dealer  relationship  during  the  war  and 
in  ithe  days  after  the  war,  in  which  the  dealers  signed  an 
agreement  with  .the  Federal  Reserve  dn  which  they  agreed 
to  specific  things.  That  has  been  completely  abolished. 
The  Federal  Reserve  now  will  deal  with  any  dealer  who  is 
a primary  dealer ; that  means  being  an  active  participant  in 
the  Government  securities  market  both  ways,  being  able 
to  make  a firm  bid  and  offer  prices  over  the  telephone  and 
make  good  on  them,  and  bidding  in  auctions,  and  getting 
bills  and  distributing  them.  If  his  credit  standing  is  good, 
the  Federal  Reserve  Bank  will  make  repurchase  agreements 
available  to  such  a primary  dealer.  I do  not  think  there 
is  at  the  present  time  any  written  requirement  to  cover  bill 
auctions,  but  there  is  no  question  but  that  the  dealers  all 


understand  that  it  is  their  responsibility  to  cover  bill 
auctions,  and  the  bill  auction  always  is  covered.  Each  one 
customarily  puts  in  a total  amount  of  bids  related  to  his 
general  position  in  the  market.  The  bids  are,  however, 
completely  his  own  affair ; he  will  decide  whether  he  is 
going  to  bid  closely  for  bills  or  whether  he  will  put  in  a 
cover  bid,  in  which  case  the  bid  will  be  somewhat  off  the 
market,  and  he  will  only  get  the  bills  if  the  auction  has  a 
long  tail,  as  once  in  a while  it  will  have.  The  bids  are  made 
individually,  and  it  is  very  close  bidding.  The  dealers  bid 
for  a certain  amount  of  bills  for  their  own  account,  and 
then  they  will  pu.t  in  a lot  of  bids  for  their  customers’ 
accounts.  Active  conversations  go  on  on  Monday  morning 
as  to  the  way  the  auction  is  going,  and  there  is  a range 
of  views  early  in  the  morning  as  to  where  the  auction  might 
come  out ; the  consensus  narrows  towards  1 .30  p.m., 
and  then  after  the  auoDion  the  dealers  all  exchange 
information  on  what  they  'bid  and  the  prices,  so  that 
they  usually  have  a pretty  fair  idea  by  late  afternoon 
on  Mionday  as  to  how  many  bills  they  have  probably  got. 

9530.  Professor  Cairncross:  Are  they  able  to  oome  to 
the  F^eral  Reserve  Bank  and  obtain  additional  funds  to 

cover  the  issues? No  ; they  pay  for  them  on  Thursday. 

Usually  they  are  fairly  well  out  of  them  by  .then.  If  they 
are  not,  it  is  part  of  their  general  problem  of  financing  their 
portfolios.  If  by  Thuraday  morning  the  dealers  still  have 
a certain  amount  of  increase  in  portfolios  which  has  not 
been  covered,  .that  becomes  almost  a general  money  market 
question.  The  dealers  will  make  every  effort  to  get  money 
outside  New  York  first.  The  Federal  Reserve  will  have 
looked  at  the  total  reserve  position,  and  that  will  be  one 
of  the  factors  taken  into  aocouut  in  the  decision  as  to  what 
it  will  do  that  day.  It  may  have  decided  that  the 
reserve  position  should  be  eased.  It  will  put  money  in 
the  market  that  day ; it  may  decide  to  put  money  into 
buying  bills,  or  it  may  decide  to  put  money  into  repurchase 
agreements  because  it  wants  to  take  it  out  again  next  day. 
Tf  it  has  made  that  decision  it  will  let  the  dealers  know, 
usually  before  noon,  that  it  will  be  willing  to  consider 
repurchase  agreements.  The  dealers  will  say  how  much 
they  would  like,  and  the  Federal  Reserve  will  usually  give 
them  a proportion.  Usually  they  will  go  into  the  market 
to  cover  the  marginal  remainder — ^they  will  go  to  the 
money  market  banks.  It  is  understood  that  the  money 
market  banks  offer  this  facility  for  the  dealers.  The 
money  market  banks  post  a rate  on  loans  to  dealers ; but 
if  the  dealer  comes  in  and  wants  that  loan,  he  usually 
gets  it,  even  though  the  bank  is  forced  to  borrow  from  the 
Federal  Reserve  Bank  as  a result.  If  it  posted  that  rate  in 
the  morning,  it  usually  makes  good  in  the  afternoon, 
though  it  may  withdraw  the  offer.  If  the  dealer  is  caught 
at  the  end  of  the  day,  the  Manufacturers’  Trust  Company 
which  handles  the  clearing  mechanism  for  transfers  of 
securities  will  cover  his  requirements.  That  is  part  of 
the  clearing  mechanism  arrangement.  He  will  be  covered 
at  a price  at  the  end  of  the  day. 

Chairman : I think  we  will  break  off  now,  and  resume 
at  2.15p.m. 


(Adjourned  until  2.15  p.m.) 


Mr.  Winfield  W.  Riefler  further  examined. 


9531.  Chairman:  Mr.  Riefler,  before  lunch  you  were 
dealing  with  questions  about  how  the  weekly  auction  of 
the  Treasury  Bills  was  effectively  covered.  I think  that, 
since  we  are  going  to  have  the  opportunity  of  seeing  you 
again  next  week,  it  would  be  best  if  we  left  over  our 
questions  on  the  more  technical  aspect  of  your  article  on 
open  market  o-peratdons  in  long  term  securities  and  ques- 
tions associated  with  it  and  took  them  as  a connected 
piece. — Mr.  Woodcock : Could  I just  clear  up  one 
or  two  points  of  detail  on  that  before  we  pass  on? 
You  said,  I think,  that  the  dealers  talk  a lot  amongst  them- 
selves before  the  auction  actually  opens  and  that  as  a 
result  of  this  talking  they  get  an  idea,  within  a very 
narrow  range,  of  the  prices  that  will  be  offered ; do  you 
know  of  any  arrangement,  either  tacit  or  formal,  whereby 
they  do  fix  amongst  themselves  the  price  .they  are  going 

to  offer? Mr.  Riefler:  No,  it  is  a completely  free 

auction ; each  dealer  is  out  to  cover  the  information  he 
gets  from  the  others,  and  have  his  own  bid  as  close  as 
possible  and  to  get  what  he  wants  as  cheaply  as  he  can. 

30500 


The  really  smart  dealers  are  quite  proud  of  their  record 
of  getting  a larger  proportion  of  the  bills  at  a lower  price 
than  their  competitors.  There  is  no  agreed  bid  of  any 
kind.  The  only  special  arrangement  is  that  any  small 
buyer  (for  instance  a small  bank)  who  does  not  know  how 
to  handle  the  auction  can  put  in  a bid  for  up  to  $200,000 
of  bills  in  the  auction  at  average  auction  price,  and  flie 
Treasury  will  allot  those  bids  up  to  $200,000.  Apart  from 
that  it  is  completely  free. 

9532.  Do  you  know  if  the  bid  put  in  by  an  individual 

bidder  is  one  bid  at  one  price? ^He  may  put  in  one,  but 

the  typical  bid  is  a range  of  prices. 

9533.  So  bills  are  sold  at  the  auction  at  varying  prices? 

^Yes,  and  the  thing  we  watch  each  week  when  the 

auction  results  come  out  is  the  length  of  the  tail:  how 
much  has  to  go  to  the  highest  bids  to  cover  .the  auction. 

9534.  Professor  Sayers : Does  the  dealer  commonly  bid 

for  customers  as  well  as  for  himself? Yes ; it  is  the 

bidding  for  customers  that  produces  this  range  of  chit-chat 
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in  the  market  during  the  day,  because  a customer  may 
enter  his  bid  through  any  one  of  a number  of  banks.  He 
will  be  talking  to  the  different  banks  about  the  auction 
and  the  bid,  so  there  is  a great  deal  of  conversation  in  the 
market.  At  our  11.00  a.m.  call  to  New  York  we  usually 
get  a fairly  wide  range  of  prices.  By  12  noon  it  will  be 
much  narrower,  and  by  1.15  p.m.  the  estimates  really 
become  close.  Some  of  tlie  houses  which  are  very  close 
to  the  Federal  Reserve  Bank  and  can  get  a messenger 
over  do  not  make  up  their  figures  until  the  last  few 
minutes  before  the  close,  and  the  messenger  rushes  over 
to  get  them  in. 

9535.  Am  I right  in  thinking  that  bids  come  dn  from 

all  over  the  United  States? Yes,  from  all  over  the 

country,  not  only  from  New  York. 

9536.  Professor  Cairncross:  The  total  size  of  the  issue 

is  known,  I (take  it? Oh,  yes. 

9537.  Sir  Reginald  Verdon  Smith'.  What  sort  of  num'ber 

of  dealers  are  there  bidding? There  are  about  nineteen 

dealers,  including  the  dealer  banks,  who  bid  regularly, 
and  then  there  will  be  others.  The  number  of 
dealers  has  gone  up  from  twelve  to  nineteen.  There  arc 
about  twelve  dealers  whom  we  would  regard  as  in  the 
class  of  general  dealers  in  the  money  markets,  but  when 
it  comes  to  actually  bidding  and  getting  bills  pretty 
regularly  it  runs  up  to  about  nineteen  at  present. 

9538.  Chairman:  Then  may  we  see  what  questions  arise 

on  the  latter  part  of  your  paper,  on  the  organisation  and 
staffing  of  the  Federal  Reserve  System,  and  on  publicity? 
I wanted  to  put  a general  question  to  you  arising  out  of 
your  ipaper : I get  the  impression  that  the  Federal  Open 
Market  Committee  has  become  the  most  invportant 
element  in  the  operation  of  the  system  ; would  you  accept 
that? It  is  emerging  in  that  way.  That  is  quite  revolu- 

tionary. In  the  last  few  years,  since  the  Accord,  great 
emphasis  has  been  put  on  developing  the  Federal  Open 
Market  Committee  as  an  operating  committee.  The 
Executive  Committee  which  used  to  operate  was  abolished, 
and  now  all  of  the  presidents  come  in,  not  only  those  on 
tlie  committee,  but  all  twelve,  The  aeroplane  makes  it 
possible  for  the  twelve  presidents  of  the  Federal  Reserve 
Banks  to  come  in  once  every  three  weeks  accompanied  by 
statistical  and  economic  staffs  to  meet  with  the  full  Board. 
Each  president  brings  his  own  economist  for  his  area. 
There  is  a very  comprehensive  review  of  the  economic 
situation.  Our  staff  in  Washington  will  have  worked  all 
the  preceding  week  putting  together  an  elaborate  docu- 
ment on  the  current  state  of  the  economy.  Presitients  will 
come  in,  with  all  their  contacts  in  individual  districts. 
There  is  a general  discussion  around  the  tabic  until  a 
decision  is  reached  as  to  open  market  policy  for  the  next 
three  weeks.  In  that  process  it  is  necessary,  of  course, 
to  dis(:uss  reserve  requirements  and  di.scount  rates;  but 
there  is  great  care  taken  to  make  that  a discussion  and 
in  no  sense  a commitment.  No  president  is  committed  by 
anything  he  says  at  that  meeting  as  to  what  he  may 
recommend  to  his  board  of  directors.  Sometimes  he 
changes  his  mind  within  the  week,  recommending  some- 
thing different  from  what  he  said  that  he  was  feeling  when 
he  was  taking  part  in  the  Open  Market  Committee  meet- 
ing. One  thing  that  has  enhanced  the  importance  of  the 
Committee  is  the  requirement  that  the  Federal  Reserve 
Board  should,  in  the  case  of  all  policy  actions,  publish 
the  actions,  the  votes  for  and  against,  and  the  reasons 
therefor.  This  is  a very  difficult  requirement,  Some 
thought  it  was  silly  at  first,  and,  in  fact,  it  was  never  very 
relevant  so  long  as  the  Executive  Committee  was  in  exist- 
tence.  Open  market  action  by  itself  i,s  a moment-to- 
moment  business,  and  when  we  were  having  full  meetings 
of  (the  Open  Market  Committee  only  four  times  a year 
toey  had  to  give  a considerable  range  of  authority  to  the 
Executive  Committee  which  did  not  have  to  publish  a 
policy  record.  So  under  that  arrangement  the  require- 
ment to  publish  was  not  very  operative.  When  it  was 
decided  four  or  five  years  ago  that  the  time  had  come  to 
abolish  the  Executive  Committee  and  bring  in  the  full 
group,  this  policy  record  became  a very  living  document 
because  by  law  it  had  to  tell  the  votes  and  the  reasons 
therefor,  both  positive  and  negative.  That,  I think,  has 
Ufted  the  level  of  discussion  to  a higher  level ; it  has  given 
depth  of  content  to  it.  Certainly  the  Open  Market  Com- 
mittte  u eraergmg  as  the  central  forum  of  the  System, 


9539.  Professor  Sayers : These  are  all  full  time  people? 
Yes. 

9540.  They  serve  in  some  degree  the  same  sort  oi  put- 
pose,  I suppose,  as  the  Federal  Advisory  Council;  they 

bring  in  views  and  they  take  out  views? Yes ; but 

these  are  responsible  'people  in  the  System,  with  their  votes, 

9541.  Chairman:  It  is  a union  of  the  executive  heads 

of  the  regional  organisations  with  the  members  of  the 
Federal  Reserve  Board? ^That  is  it. 

9542.  That  means  that  they  are  all  whole  time  working 
members  of  the  System.  The  Committee  deals  with  and 
makes  decisions  about  what  you  regard  as  your  centr^ 
activity,  ■which  is  your  open  market  operations,  but  in  the 
course  of  that  it  feels  it  necessary  to  review  and  discuss 
Federal  Reserve  policy  as  a whole,  as  related  to  that, 
So  it  is  really  the  force  of  circumstances,  aided  by  modern 

transport  facilities,  which  is  making  it  what  k is? ^It 

is  quite  an  evolution. 

9543.  Mr.  Woodcock:  The  members  of  the  Board  of 

Governors  are  in  a majority? Yes.  When  it  comes 

to  a vote  it  is  amazing  how  much  these  things  are  taken 
as  a matter  of  consensus ; but  there  are  differences,  and 
then  it  is  voted  out.  When  it  comes  to  voting,  seven  of  the 
members  are  .the  members  of  the  Board  of  Governors,  and 
the  other  members  of  the  Committee  are  five  of  the  twelve 
presidents.  The  President  of  the  Federal  Reserve  Bank  of 
New  York  .is  always  a member  of  the  Committee,  and  the 
other  four_  seals  rotate  among  the  other  presidents ; but 
the  discussions  and  the  minutes  treat  them  all  on  a parity; 
all  twelve  arc  always  there  participating  in  all  discussions, 

9544.  Chairman:  The  President  of  the  New  York  Bank 

18  a regular  memiber  of  the  Committee? Yes.  He  was 

put  a permanent  member  of  the  Committee,  and  the 
New  York  Bank  is  the  operative  agency ; but  the  latter  is 
not  a matter  of  law,  The  Federal  Open  Market  Committee 
in  its  organisation  meeting  each  March  decides  which 
bank  will  the  operating  bank.  They  have  alway.s  decided 
ou  New  York  for  obvious  reasons,  but  that  is  a matter 
of  ohtoice  by  the  Committee  and  not  a matter  of  law. 

9545.  Mr.  Woodcock:  When  it  comes  to  voting,  do  the 
memlwr.s  of  the  Board  of  Oovernor.s  vole  a.s  one  man? 
-——No,  they  do  not ; they  vote  as  individual  memtm  of 
the  Committee. 

9546.  Professor  Sayers:  I see  from  the  records  for 

1957,  that  nearly  all  the  votes  were  unanimous,  or  at 
l^st  no  votes  are  recorded  again.st  the  action  decided. 
There  are  three  or  four  cases  where  there  is  one  vote 
against,  and  there  is  one  case  at  least  where  there  are  two 
votes  against ; but  the  general  tendency  seems  to  be  for 
the  votes  to  bo  all  for.  T suppose  a vote  is  generally  taken 
after  a conscn.sus  has  emerged  ? Yes. 

9347.  And  this  is  entirely  consistent  with  there  being 

very  strong  difTerence.s,  I imagine,  in  the  discussion? 

At  the  beginning,  yes.  The  vote  is  taken  last  thing  before 
the  adjournment. 

9548.  So  that  a member  recorded  as  voting  against  would 
be  voting  against  because  after  the  discussion  he  remained 
unconymoed  and  of  such  strong  opinion  that  he  wanted 
It  to  be  recorded ; and  all  these  decisions,  the  detailed 
reasoning  and  the  votes  cast  are  rccordeil  in  the  annual 

report  publi.shed? That  is  right ; and  we  are  trying 

very  hard  to  make  those  revealing  records. 

9549.  My  impression  is  that  this  is  a much  longer 

^tion  of  the  annual  report  for  1957  than  was  the  case 
in  previous  years? Ever  since  the  Executive  Com- 

mittee was  abolished  it  has  been  like  this.  Really,  if 
anyone  wanted  to  analy.se  those  reports,  he  could  find 
out  a great  deal ; but  nobody  has  done  .so  yet. 

9550.  Sir  Oliver  Frank.t:  Why  is  it,  if  you  can  go  to 
these  l(sngths  in  open  discussion,  subsequently  reported 
and  published,  that  you  are  worrying  so  little  about  the 
possible  embarrassments  of  the  motives,  the  springs  of 
action  and  the  decisions  of  the  system  becoming  known 
and  being  commented  upon?  T suppose  that  next  week’s 

action  is  not  published? That  is  the  thing  we  try  to 

conceal. 

9551.  Can  you  help  us  to  understand  why  you  have  no 

sense  of  embarra-ssment,  -why  you  think  that  this  gives 
strength  and  is  healthy  rather  than  the  opposite ; because 
it  is  obviously  a matter  of  considerable  importance  and 
relevant  to  other  democrat!?  countries? -Obviously  the 
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Federal  Reserve  System  would  not  have  the  power  and 
independence  it  has  been  given  if  it  were  suspect.  We 
have  lived  with  the  problem  of  independence  in  the  con- 
text of  our  actual  operations  in  the  last  ten  years,  and  I 
know  that  we  could  not  operate  effectively  in  the  United 
States  if  we  did  not  have  the  freedom  to  act  and  the 
freedom  to  be  responsible.  If  the  System  is  going  to 
have  this  (independence,  which  I think  is  absolutely 
crucial  to  monetary  opwations,  it  has  to  (have  confidence. 
Confidence  in  our  motives  is  most  important.  There  is 
nothing  that  transcends  that ; that  is  why  the  members 
of  the  Board  are  divorced  from  specific  pecuniary  con- 
nections with  banking  and  put  “ in  an  ivory  tower  ”. 
Next,  there  has  to  be  confidence  in  the  competence  of  the 
System  ; we  try  to  engender  that  by  having  the  very  best 
staff  and  the  best  technical  work  we  can  get,  and  also  by 
explaining  what  we  are  doing  for  all  to  see.  Central  bank- 
ing in  the  end  will  always  be  a mystery,  not  because  it  is 
too  difficult  to  understand  but  because  it  takes  concen- 
trated work  to  keep  up  with.  I know ; I was  out  for 
thirteen  years,  and  I was  not  current  with  central  banking 
problems  while  I was  out  because  I just  did  not  have  the 
time  to  study  the  figures  and  the  details.  It  takes  time 
and  application.  So  it  is  necessary  to  do  two  things  : 

(1)  to  let  everybody  know  that  the  ^stem  is  anxious 
to  explain  what  it  is  about,  its  motivations  and  principles 
of  action,  so  that  whether  people  have  time  to  study  it  or 
not,  they  have  the  assurance  that  it  is  prepared  to  explain  ; 

(2)  to  make  sure  that  those  people  who  do  take  die  trouble 
to  become  expert  on  these  matters  (as  some  of  the  dealers 
and  some  of  the  banks  do)  find  the  explanations  adequate 
and  complete,  that  they  can  find  in  them  a complete 
rationalisation  for  past  action,  and  therefore  a fair  basis 
of  comprehension  of  future  actions. 

9552.  So  you  would  relate  very  closely  in  your  own 
mdnd  4lhe  ondependence  of  tlie  monetary  authority  with 
full  disclosure,  not  just  of  ils  operations,  but  of  its 

reasons  and  motives? ^That  is  right.  No  body  of  this 

kind  can  'have  independence  without  it ; the  public  will 
not  trust  it. 

9553.  Mr.  Woodcock : How  often  is  this  record  of  the 
Open,  Market  Committee  published? — -Once  a year. 

9554.  What  about  other  publications? Our  balance 

sheet  is  published  as  of  every  Wednesday.  As  I said  in 
the  memorandum,  great  care  is  taken  to  make  it  a reveal- 
ing balance  sheet.  In  the  United  States,  banks  are  allowed 
to  average  their  reserves,  over  a week  for  city  banks  and 
over  half  a month  if  they  are  country  banks.  Figures  as  of 
a given  Wednesday,  consequently,  dp  not  really  tell  the 
story  because  they  may  be  quite  far  from  the  mean,  so 
weekly  average  figures  have  been  developed  to  reveal  what 
the  actual  balances  were  that  affected  the  money  market. 
Then,  efl'orts  have  been  made  to  clean  up  the  concepts. 
Some  of  the  items  on  the  weekly  statement  were  fuzzy,  for 
example,  loans  used  to  lump  together  both  loans  to  mem- 
ber banks  and  loans  to  foreign  banks.  That  has  been 
changed.  The  result  is  that  anybody  who  is  in  the  market 
and  wants  to  analyse  "what  has  actually  been  done,  gete 
the  applicable  information  sometimes  as  fast  as  we  do. 
There  are  many  other  regular  releases,  of  course,  than 
the  weekly  statement.  In  addition,  all  policy  actions  are 
announced  immediately.  So  much  for  information  cover- 
ing actual  operations ; on  the  other  side,  the  System  tries 
to  educate  the  public  with  respect  to  the  philosophy  that 
governs  its  actions.  It  publishes  Purposes  and  Functions, 
an  elaborate  advanced-level  textbook  on  money  and  bank- 
ing. It  also  has  many  publications  of  a more  popular  type 
as  well  as  those  for  a pretty  sophisticated  audience.  Each 
tries  to  convey  the  same  story  and  reach  the  same  type  of 
understanding  in  groups  at  the  different  levels.  In  that 
way,  an  effort  is  made  to  reach  everyone  so. far  as  it  is 
possible.  In  so  far  as  actual  future  operations  are  con- 
cerned, we  say  nothing,  but  we  do  have  a detailed  discus- 
sion of  past  operations  in  the  Annual  Report  which  comes 
out  some  time  after  the  end  of  the  year.  The  interval  is 
long  enough  so  that  people  cannot  interpret  from  the 
explanation  .of  an  action  taken,  say,  in  December,  the 
logical  succeeding  action  that  would  have  to  be  taken,  say, 
in  February.  If  the  reasons  for  an  action  were  published 
immediately,  a very  clever  operator  might  have  a basis  to 
forecast  future  action.  We  think  we  escape  that  hazard 
by  publishing  only  once  a year.  Maybe  we  are  wrong 
in  this  attitude  toward  publication.  In  any  case,  it  is 
consistent  wi(h  what  the  Uw  requires. 


9555.  But  your  motives  cannot  come  under  discussion 

at  the  time? ^No. 

9556.  Professor  Sayers'.  But  you  do,  in  fact,  make 
statements  wibioh  can  reasonably  be  described  as  policy 

statements  dtiring  the  year? ^Yes;  but  that  is  at  our 

discretion.  When  we  go  to  Congress  for  a review  we 
have  to  treat  the  current  situation,  but  aside  from  that, 
though  we  all  of  us  may  and  do  accept  speaking  engage- 
ments and  speaJe  on  the  current  situation,  they  are  at  our 
discretion,  and  we  can  refuse  if  we  think  it  would  be 
embarrassing. 

9557.  Do  you  often  feel  that  (it  is  amibarrassing? 

Sometiimes ; it  depetods. 

9558.  TIha  (figures  of  your  operations,  which  are  published 
very  fully  indeed,  show  the  extent  of  your  open  market 
operations  at  a particular  time ; but  they  do  not  par- 

iticuilarise  in  which  securities  you  have  'been  dealing? 

Yes,  that  information  can  be  obtain, ed. 

9559.  How  fr^uenrtly  is  tba't  published? ^That  is  not 

published  as  daily  averages,  but  the  weekly  statement  on 
Wednesdays  has  the  securities  classified  as  to  hills,  certifi- 
cates, bonds,  and  then  it  also  has  a classification  of 
maturities:  within  15  days,  within  90  days,  within  a year, 
within  five  years,  etc.  ; so  observers  can  inform  themselves 
quite  accurately  as  to  what  has  happened,  if  they  want  to. 

9560.  Do  (you  feel  that  this  publicaition  is  any  embarrass- 
ment to  your  (market  operations? No ; but  we  find 

that  the  dealers  and  the  larger  banks,  who  really  follow 
it  veiy  closeOy,  use  those  sitaCistics.  They  have  (their  own 
running  estimates  of  (the  l(jca1ion  of  securiitdes  in  the 
market,  and  they  use  their  knowledge  of  buying  and 
selling  of  individual  firms  to  obtain  a rough  idea  of  where 
the  securities  are  located. 

9561.  Professor  Cairncross’.  You  do  not  go  to  the 

Treasury  for  permission  to  publidi  statistics? ^No. 

9562.  Professor  Sayers : When  you  say  'that  these  people 
are  constanfiy  studying  the  statistics  you  publish,  do  you 
consider  that  their  study  of  the  statistics  is  an  advantage 
or  a disadvantage?— 'It  makes  for  a better  market. 
We  depend  on  the  market  process  and  we  try  to  make  it 
as  good  a markeit  as  we  can  ; that  accounts  for  miost  of 
our  activities  in  this  area. 

9563.  Mr.  Woodcock : When  you  say  “ we  accept 

speaking  engagements  who  are  “ we  ”? ^The  members 

of  the  Board  and  the  senior  staff. 

9564.  Are  you  open  to  questions  at  these  meetings? 

Yes  indeed. 

9565.  Sir  Oliver  Franks:  Could  you  give  us  a brief 
description  of  what  members  of  the  Board  and  senior 
members  of  the  staff  do  do  in  this  way,  and  conversely 
of  what  is  done  (if  you  do  it)  in  the  way  of  bringing 
the  'Public  into  the  System  and  wcplaining  to  them,  whether 
by  way  of  lectures  to  groups  or  by  publications,  what 
you  are  after?  How  far  do  you  set  out  to  educate 

people  about  the  System  in  these  ways? As  far  as 

speaking  engagements  are  concerned,  they  are  after  all 
of  us  a great  deal ; most  of  the  Boani,  most  of  the  senior 
staff,  and  also  the  staffs  of  the  Federal  Reserve  Banks, 
Those  engagements  come  up  mostly  at  meetings  of  special 
groups.  We  get  the  full  range  of  audiences.  One  that  I 
usually  get  is  the  mortgage  bankers,  who  are  very  closely 
affect^  by  our  policies,  and  probably  include  so.me  of 
our  severest  critics  and  also,  I suppose,  our  staunchest 
defenders.  Interestingly  enough,  some  of  them  have 
become  convinced  that  monetary  policy  is  very  important 
and  are  defending  us  even  though  their  own  in(3ustry  has 
been  hit  rather  hard  at  times.  The  mortgage  market  is 
very  large,  and  the  mortgage  bankers  know  that  the  magic 
of  central  banking  is  not  the  only  reason  why  they  may 
or  may  not  have  funds  available  for  mortgage  lending ; 
they  taow  that  somebody  also  has  to  do  the  actual 
saving.  In  a ’period  of  restriction,  when  mortgage  funds 
are  less  readily  available  and  more  expensive,  they  are 
likely  to  understand  that  there  are  competing  demands 
for  those  savings  and  that  the  Federal  Reserve  is  trying 
to  do  a job  of  equating  saving  and  investment. 

Then  there  are  the  professors  of  money  and  banking, 
a real  and  most  effec(tive  ipressure  group-.  People  still  ■use 
the  old  clichd  of  the  System  being  un(ler  the  domination 
of  bankers,  but  the  Federal  Reserve  System  has  never 
been  under  the  domination  of  bankers.  The  professors 
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of  money  and  banking  are  the  ones  who  make  their 
living  by  watching  what  we  are  doing  and  criticising 
us.  They  are  aiert  and  conscious  that  central  banking  is 
a technical,  professional  operation.  They  comprise  the 
public  we  really  have  to  watch.  We  piut  all  professors 
of  money  and  banking  on  the  mailing  list  for  our  publi- 
cations ; and  a lot  of  them  have  worked  on  our  staff  at  one 
time  or  another.  We  have  wide  contacts  with  them.  Most 
of  the  Federal  Reserve  Banks  have  seminars  once  a year. 

I will  describe  a 'typical  one  at  Chicago ; the  others  are 
similar  to  it.  The  Federal  Reserve  Bank  of  Chicago  has 
an  arrangement  with  the  Northwestern  University,  by 
which  the  two  of  them  jointly  sponsor  an  annual  seminar 
of  teachers  of  money  and  banking  that  lasts  for  three 
days.  The  University  contacts  about  thirty  different 
colleges  in  its  district,  and  asks  each  college  to  nominate 
a member  of  the  faculty  to  go  to  the  seminar.  The  Uni- 
versity will  exercise  a veto  on  the  nominations,  so  as  to  see 
that  the  colleges  do  not  always  nominate  the  same  men, 
and  that  they  do  get  down  into  the  teaching  ranks.  Tho.se 
thirty  people  come  into  Chicago.  The  Federal  Reserve 
Bank  puts  them  up  at  an  hotel  and  gives  them  their  meals 
in  the  Federal  Reserve  building.  They  start  with  an 
evening  dinner  and  meeting  at  which  the  different  people 
are  introduced,  and  there  is  a talk  by  the  President  of 
the  Federal  Reserve  Bank.  Next  morning  there  will 
probably  be  a session  on  the  use  of  the  discount  instru- 
ment, followed  by  one  on  ithe  clearing  and  collection 
services  of  the  Federal  Reserve  Bank.  Then  there  will  bo 
a luncheon  meeting,  with  a member  of  the  Board  of 
Governors  'to  talk  to  them.  Then  there  will  be  a session 
on  reserve  requirements,  followed  by  another  which  will 
be  on  some  other  operating  problem  of  the  Federal 
Reserve  Bank.  In  the  evening  a leading  member  of  the 
Bank  staff  will  give  a talk.  The  next  morning  they  have  a 
session  ; I might  be  there,  or  someone  else  from  the  senior 
staff  in  Washington,  and  I might  talk  about  Federal 
Reserve  policy,  the  things  we  are  trying  to  do,  and  the 
difficultdes  of  judging  the  economic  situation.  Then  some- 
body from  the  New  York  Bank  may  describe  the  working 
of  the  money  market.  It  is  really  up  to  the  'lecturer  what 
goes  on  at  those  meetings.  There  may  be  somebody 
from  the  Treasury  to  describe  debt  manageimcnt  operation 
and  how  the  Treasury  and  the  Federal  Reserve  coopera- 
ate.  After  three  days  of  this  sort  of  thing  they  go  home  ; 
and  they  are  then  circularised  by  the  University,  asking 
for  their  criticisms  of  what  was  arranged  and  how  it 
might  be  improved  next  year.  These  seminars  have 
been  very  valuable.  We  have  probably  a thousand 
teachers  of  money  and  banking  in  the  United  States  who 
have  been  through  this  experience  once  or  twice.  The 
atmosphere  is  completely  free ; there  is  no  intellectual 
domination ; nobody  tries  to  put  anything  over  at  all.  It 
is  completely  on  the  level.  They  get  a chance  of  a pretty 
good  insight  into  what  the  Federal  Reserve  System  is  afl 
about. 

9566.  Chairman : You  have  explained  already  that  as  a 
matter  O’f  principle  you  think  that  full  disclosure  is  a 
corollary  of  independence ; and  you  said  that  to  nmke 
your  policy  work  you  waratod  as  good  a market  as  you 
could  get,  and  you  thought  that  this  wias  a positive  aid  to 
improving  the  market,  There  is  one  more  tWng  I would 
like  to  know;  suppose  that  you  were  not  pressed  by  the 
general  principle ; do  you  think  that,  if  you  did  not  give 
this  current  information  about  your  operatdous,  you  would 
be  able  more  effectively  to  impose  your  policies  ab^t 

reserves  upon  the  banks? ^No,  I th'ink  we  need  a 

knowledgeable  market.  There  are  always  occasions  when 
handlin'g  the  market  is  a problem.  There  are  occasions 
wihen,  if  the  manager  of  the  accouriit  can.  buy  or  sell 
some  securities  without  the  m'arket  knowiinig  it,  that  will 
help  his  purposes.  J am  convinced,  however,  that  on 
balance  one  gains  by  not  doing  that,  that  we  gain  by 
making  full  disclosure  to  the  market  of  what  we  are  doing. 
It  is  a question  not  only  of  confidence  but  of  the  level 
of  discussion  ; if  you  read  the  market  advisory  service  in 
the  United  States  today  and  compare  them  with  six  oi 
eight  years  ago,  you  will  find  a level  of  sophistication  and 
confidence  and  understanding  that  is  immeasurably  higher. 
I think  that  is  the  fruit  of  the  effort  we  have  been  putting 
during  these  years  into  giving  information  and  making 
full  disclosure, 

9567.  Professor  Cairncross:  Do  you  find  any  <iifflculty 
in  getting  from  the  commerdal  banks  a statement  of  their 
aasots  that  conceals  their  hidden  reserves,  or  do  you  find 
they  are  prepared  to  see  their  hddidien  reserves  reveaW 


to  the  public? ^The  banks  are  for  the  most  part  required 

to  report  four  times  a year ; that  is  compul'sory  reporting 
and  must  be  done  on  the  basis  of  rules  established  by 
the  supervisory  authorities  such  as  the  Comptroller  of  the 
Currency  for  the  writing  down  of  assets.  These  might 
differ  from  the  banks’  own. 

9568.  But  in  that  case  what  you  subsequeai'lly  publish 

would  be  an  aggregate  for  all  the  banks? The  problem 

actually  came  up  in  1933.  After  the  bank  holiday,  the 
banks  were  asked  to  report  their  position  according  to  their 
own  books.  We  were  surprised  to  find  that  they  thought 
their  capital  position  was  much  better  than  the  official 
reports  were  indicating.  That  is  the  only  occasion  I recall 
that  the  question  has  come  up  of  differences  between  the 
banks’  internal  reports  and  the  report  submitted  to  the 
supervisory  authorities.  Most  of  the  figures  we  get  from 
the  banks  are  furnished  voluntarily.  Both  the  weekly 
and  monthly  reports  are  voluntary  and  we  would  not  go 
to  the  point  of  trying  to  reconcile  them  with  the  books. 
They  arc  requested  to  give  information  on  specific  items 
such  as  loans  or  deposits.  They  would  not  throw  light  on 
the  presence  or  absence  of  hidden  reserves. 

9569.  But  you  would  be  in  a position  under  the  law  to 

require  a steploment  of  assets  on  any  tosis  that  you 
chose? ^Yes. 

9570.  May  I come  to  lihe  question  of  staff,  which  you 
discuss  in  your  paper?  You  mention  that  the  Federal 
Reserve  System  seconds  its  staff  on  occa.sion  for  service 
abroad.  Have  you  found  that  other  contra!  banks  fieexmd 
their  srtaff  for  service  with  you  for  a short  time? — -^Some- 
times,  yes.  People  come  over  to  visit  for  quite  con- 
sidenable  .periods.  Of  course,  nobody  knows  ib^ter  than 
you  lIhe  present  Washington  set-up ; with  the  In.'.emational 
Monetary  Fund  and  the  World  Bank  there,  the  central 
banks  are  constantly  sending  thedr  people  over.  'The 
Bank  of  England  has  sent  many  more  people  who 
have  become  thoroughly  familiar  with  the  Federal  Reserve 
S)/stcm  in  Washington  than  we  have  to  London.  We 
will  have  to  go  .some  distance  to  catch  up  with  them. 
The  record  of  the  Bank  of  England  with  the  Fund  has 
been  magnificent. 

9571.  So  if  the  Bank  of  England  send  someone  to 
Washington  to  serve  with  the  Fund,  he  can  take  advantage 
of  con.sultatiion  with  the  .System  without  working  wifliin 

it? Yes : wc  welcome  them,  and  do  everything  we  can 

to  help  them. 

9572.  How  free  are  you  in  recruitment  of  staff?  Do 

you  have  a budget  of  your  own? The  Federal  Reserve 

System  is  outside  the  budget  control  of  Congress ; the 
Act  specifically  provides  that  the  Federal  Reserve  Board 
will  pay  its  expenses  by  levies  on  the  Federal  Reserve 
Banks,  and  the  Federal  Reserve  Banks  wkb  the  present 
open  market  portfolio  have  enormous  earnings ; as  of 
now  they  are  from  choice  turning  over  $500  to  $600m, 
a year  to  the  Treasury  as  excess  earnings.  The  Act  also 
provides  that  the  Board  shall  be  in  complete  charge  of 
recruitment  and  rates  of  compensation,  so  that  it  can  in 
fact  recruit  anybody  and  theoretically  pay  any  rate  of 
emolument.  Actually  it  conforms  very  closely  to  the 
standards  of  the  Civil  Service  in  Washington. 

9573.  But  it  has  power  to  pay  more  if  it  so  desires? 
Yes. 

9574.  Professor  Sayers'.  Is  there  any  movement  of  per- 

sonnel from  Treasury  to  the  Federal  Reserve,  and  from 
the  Federal  Reserve  .to  the  Treasury? Not  much. 

9575.  Or  any  other  branch  of  the  Administration? 

Washington  is  one  labour  market,  and  it  is  really  the  only 
labour  market  for  technical  personnel  in  the  Government ; 
so  we  do  have  a great  many  of  our  staff,  the  lower  staff 
particularly,  drawn  from  other  agencies,  and  vice  versa.  It 
is  less  so  with  the  higher  staff.  We  have  a number  of 
economists,  and  occasionally  our  people  will  leave  to  go 
to  the  Census  or  something  similar.  There  is  more  move- 
ment between  the  Federal  Reserve  Board  staff  and  the 
Federal  Reserve  Bank  staffs. 

9576.  You  do  not  teke  any  systematic  measures  to  t.ry 

to  ensure  that  some  of  your  staff  have  had  experience  in 
the  Treasury,  or  vice  versa} ^No. 
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9577.  Would  you  regard  that  as  something  useful? 

Our  Treasu.ry  is  different  from  yours.  I was  adviser  there 
for  years  ; and  clearly  nobody  could  do  that  effectively  as 
a part-time  job  ; that  advisory  work  is  full  time.  They 
always  have  a group  of  technical  advisers ; but  when  it 
comes  down  to  their  actual  staff  work  tiiere  would  not 
be  any  particular  reason  for  training  our  people  Acre. 


9578.  Not  even  in  debt  management? No. 

Chairman : I am  sorry  to  say  'that  I must  leave  now, 
because  I have  a duty  at  another  place.  But  I do  not 
want  to  curtail  the  di»ussion,  and  I will  ask  Sir  Oliver 
Franks  to  take  the  chair. 


{The  Chairman  withdrew.) 


5ir  OHver  Franks  in  the  Chcdr. 


9579.  Professor  Cairncross\  Do  you  find  it  curious  that 
you  should  have  so  many  economists,  and  the  Bank  of 

England  so  few? ^The  idea  of  central  banks  developing 

economic  staffs  started  with  the  Federal  Reserve.  Central 
banking  is  a good  subject  for  economists ; they  have  more 
background  for  understanding  it  than  other  people.  Once 
we  had  started  recruiting  an  economic  staff  it  was  fairly 
normal  and  natural  that  the  whole  System  should  begin 
to  draw  on  that  staff  for  help  in  performing  its  functions. 
As  I have  said,  Federal  Reserve  economists  are  now  very 
.numerous ; they  are  relied  on  to  contribute  to  the  per- 
formance of  functions  which  in  other  central  banks  would 
be  contributed  by  other  technical  people  with  other 
technical  backgrounds. 

9580.  In  this  country,  of  course,  the  Treasury  carries  out 
some  of  the  functions  that  fall  on  the  Federal  Reserve 
System  in  America.  At  one  time  there  must  have  been 
fairly  close  relationships  between  the  Federal  Reserve 
System  and  the  Bank  of  England,  because,  if  I remember 
rightly,  you  supplied  an  economic  adviser  to  the  Bank 
of  England  for  quite  a time.  Do  you  make  a point 
of  having  someone  from  the  Federal  Reserve  System  over 

in  London  and  in  touch  with  the  Bank  of  England? 

No,  we  do  not.  The  Treasury  has  the  function  of  main- 
taining foreign  representatives  ; we  have  none.  Our  people 
are  only  abroad  on  call.  Lately  quite  a few  of  our  people 
have  received  Rockefeller  training  awards,  and  have 
wanted  to  come  over  to  England ; the  Bank  of  England 
has  given  them  a home  and  treated  them  very  nicely,  and 
we  consider  that  very  valuable  training. 

9581.  Lord  Harcourf.  Do  the  individual  Federal 
Reserve  Banks  have  large  staffs  of  economists  of  their 
own,  or  do  they  rely  largely  on  the  services  which 

come  from  the  Board? ^No,  each  Bank  has  its  own 

research  department.  It  would  not  be  as  big  as  the 
Federal  Reserve  Board’s  staff  by  any  means ; but  the 
New  York  Bank’s  staff  is  very  large,  and  Chicago  is  quite 
large,  and  all  of  them  are  appreciable.  They  work  on  local 
problems,  and  they  work  with  the  Board  staff  on  national 
problems,  and  they  advise  their  Presidents  with  regard 
to  the  decisions  of  the  Open  Market  Committee. 

9582.  Professor  Cairncross:  You  have  undertaken  a 
number  of  important  pioneering  pieces  of  Teseardh  in 

the  Federal  Reserve? ^Yes.  We  try  to  keep  a 

balance  between  day-to-day  business  and  credit  andysis 
and  long-term  research.  The  most  important  point  about 
recruiting  a high-quality  research  staff  is  to  maintain  com- 
plete internal  freedom  of  thought,  judgment  and 
expression.  The  big  danger  is  that,  as  a staff  becomes 
known,  it  will  become  completely  immersed  in  writing 
memoranda  on  current  problems.  We  have  to  do  a con- 
siderable amount  of  that  but  we  have  tried  to  vary  the 
experience  by  also  making  definite  provision  within  the 
System  for  long-range  fundamental  research.  For  example, 
we  have  just  taken  on  the  responsibility  to  develop  better 
savings  statistics.  We  are  going  to  organize  the  work  and 
take  the  leadership  in  the  development  of  basic  statistics 
on  savings  in  the  United  States.  That  will  involve  new 
independent  staff  appointments  and  quite  fundamental 
work.  Congress  pressed  us  to  undertake  this.  They  also 
turned  to  us  last  year  for  a comprehensive  study  of  the 
adequacy  of  small  business  financing.  We  have  published 
the  first  part  of  our  study  on  that  and  hope  to  come  up 
next  year  with  the  final  part.  It  is  a very  elaborate  piece 
of  research  and  investigation.  Last  year,  at  the  request 
of  the  President,  we  made  a similar  study  of  the  behaviour 
of  consumer  credit. 


9583.  Have  you  carried  out  any  special  inquiries  on 
trade  credit?  I believe  you  regularly  publish  data 

which  show  the  liquidity  of  corporations? ^That  is  a.bout 

as  far  as  we  have  gone.  I think  that  this  material  on 
small  business  financing  will  give  us  more  of  an  en^ 
into  that  field.  We  are  going  to  use  the  survey  technique ; 
we  are  going  to  send  out  people  with  a fair  background 
of  accounting  to  interview  a sample  of  small  business  firms, 
to  try  to  get  a deeper  insight  into  their  financial  problems. 
A great  deal  of  general  statistical  work  has  been  held  up 
because  of  absence  of  knowledge  in  that  area. 

9584.  Do  yO'U  think  a central  bank  ought  to  collect 

data  of  that  kind?i ^Our  principle  is  that  somebody 

ought  to  collect  it ; it  ought  to  be  available.  We  are 
responsible  for  financial  statistics — we  think  that  we  ought 
to  take  the  initiative  to  get  the  banking  and  monetary 
statistics.  The  rest  of  our  statistical  work  is  work  which 
we  pioneer  if  nobody  else  will  do  it ; if  somebody  else 
comes  along  we  will  turn  over  our  calculations  to  them,  if 
they  will  do  them  as  well  as  we  do  or  better.  But  it  is 
essential  that  these  areas  of  the  economy  should  be  covered. 

9585.  Lord  Harcourf.  Do  the  departmenits  produce 

a great  number  ©•f  statistics  in  the  United  States? Yes. 

Our  statistical  machine  is  not  centralised  at  all.  Most 
chf  the  statistics  have  grown  .up  as  a result  of  the  actual 
operating  needs  of  somebody  or  other,  and  have  bhen 
been  adapted  for  central  use.  Many  of  them  are  col- 
lected by  trade  associations,  or  come  from  some  private 
source,  and  the  Government  puts  them  together. 

9586.  Professor  Cairncross-.  To  'go  back  to  savings 
statistics  for  the  moment,  you  will  be  aware  that  it  is 
extremely  difficult  to  interpret  the  rather  limited  data  we 
have  for  the  United  Kingdom.  Do  you  find  the  statistics 
you  have  for  the  United  States  give  you  a fairly  clear  lead 
as  to  what  is  happening  to  savings? — r-Jt  is  an  awfully 
difficult  area. 

9587.  'What  kind  of  weaknesses  do  you  find  in  the 

existing  data  you  collect? It  is  easy  enough  to  collect 

data  on  savings  bank  deposits,  and  that  sort  of  thing, 
but  it  is  much  harder  when  one  comes  to  repayments  on 
instalment  loans,  and  that  kind  of  dissaving,  and  disposal 
of  securities.  One  of  the  big  weaknesses  is  that  in  most 
of  our  calculations  figures  covering  unincorporated  busi- 
ness are  listed  with  those  covering  individuals.  That  is 
the  kind  of  weakness  that  our  present  effort  will  try  to 
clarify. 

9588.  Professor  Sayers-.  Do  you  find  that  commercial 
banks  and  others  from  whom  you  collect  statistics  com- 
plain of  the  work  involved  in  gathering  these  statistics  for 

you? ^Yes ; we  have  to  watch  ftat  very  carrfully. 

Periodically  a complaint  comes  up  of  duplication  ^ statis- 
tics ; we  have  to  see  that  rwe  avoid  that.  In  general 
what  happens  is  that  the  banks  themselves  become 
interested ; once  they  appoint  economists  and  begin  to 
develop  a statistical  staff  the  problem  is  more  or  less 
solved.  When  somebody  within  the  bank  wants  to  get 
that  kind  of  information  from  internal  sources  to  further 
his  own  job,_  the  problem  begins  to  disappear.  But  with 
the  bank  which  is  so  small  that  it  does  not  have  anybody 
in  it  who  is  particularly  trained  in  this  field,  we  do  have 
difficulties  and  we  have  to  go  slow. 

9589.  Sir  John  Woods  -.  Is  it  not  true  that  you  have  more 
and  more  b^un  to  pick  out  economists  and  put  them  into 

executive  posts? ^Yes.  Four  of  our  present  presidents 

and  three  of  our  first  vice-presidents  were  economists.  It 
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is  quite  interesting  that  the  economist  training  in  the 
Federal  Reserve  seems  to  lead  on  to  top  executive  positions. 

9590.  Have  you  any  method  of  picking  these  economists 
who  besides  being  well  qualified  acadomically  have 

executive  capacity? ^They  have  been  with  us  for  some 

time. 

9591.  It  is  your  eX'perience  of  the  man? ^Yes. 

9592.  Professor  Cairncross:  When  you  take  a young 
man  into  the  Federal  Reserve  Board  staJff,  is  he  taken  on  a 
permanent  footing,  or  is  he  taken  for  a period  of  years? 

^He  is  taken  on  temporarily ; it  is  not  specifically 

temporary,  but  it  is  understood  to  be  more  or  less  on  a 
trial  basis.  In  general  we  keep  in  touch  with  the  graduate 
schools,  and  try  to  get  recommendations  from  our  friends 
on  the  faculties  there  of  their  really  outstanding  people ; 
then  we  go  after  them,  and  have  to  bid  pretty  hard.  Fre- 
quently we  lose  them  because  others  outbid  us. 

9593.  When  you  take  a man  at  the  postgraduate 

stage,  be  comes  to  you  for  a period  of  years? He  would 

usually  stay  there  two  or  three  years,  and  in  that  time 
he  would  get  to  know  whether  he  would  like  that  kind 
of  work  and  want  to  stay  on,  and  we  would  get  to  know 
whether  we  would  like  to  keep  him. 

9594.  Sir  Reginald  Verdon  Smith'.  In  what  you  are 
saying,  are  you  speaking  of  headquarters  in  Washington, 

or  all  the  Banks? >I  am  thinking  of  headquarters  in 

Washington,  but  at  the  Banks  it  would  be  pretty  much  the 
same.  The  Directors  of  the  Federal  Reserve  Bank  in 
Chicago  have  tried  a new  approach ; they  have  offered 
three  very  good  fellowships  to  top  graduate  students  in 
the  Federal  Reserve  Bank  and  doing  a research  study 
during  the  first  summer  at  quite  a high  rate  of  pay  ; getting 
a stipend  while  they  are  doing  their  graduate  work,  and 
presumably  carrying  on  as  a ^esis  the  study  they  started 
at  the  Federal  Reserve  Bank,  and  then  coming  back  to  the 
Federal  Reserve  Bank  at  the  end  of  the  course  to  work  for 
three  mon&s  at  the  same  fairly  good  rate  of  pay.  The 
stipend  amounts  to  about  $4,000  a year,  Afterwards  the 
man  is  free  to  go  anywhere  he  wants  to,  but  the  Federal 
Reserve  has  had  a chance  to  sec  whether  he  is  a good 
person  and  is  in  a position  to  bid  for  him,  and  he  has 
got  to  know  the  Federal  Reserve  organisation  and  whether 
he  would  like  to  stay  with  it.  That  approach  is  working 
out  very  well,  and  I think  other  Banks  will  probably  start 
the  same  sort  of  recruitment  programme. 

9595.  So  it  is  becoming  more  and  more  of  a career 

occupation? ^Yes. 

9596.  Professor  Cairncross'.  When  the  Federal  Reserve 
Board  started  the  policy  of  recruitiing  economists,  was  there 
a_  large  supply  to  be  drawn  upon,  or  did  they  have 

difficulty? ^N.o,  it  was  a contribution  of  Walter 

Stewart’s.  At  the  very  beginning  of  the  System  there  was 
a staff  working  in  New  York,  while  the  Board  was  in 
Washington ; they  helped  write  articles  and  made  certain 
studies  but  it  was  not  a staff  that  lived  and  worked 
together  full  time.  Walter  Stewart  came  clown  to  the 
Board  in  1923  and  started  building  up  this  economic  work. 
He  was  a very  magnetic  person,  and  a great  stimulus  to 
the  staff ; none  of  us  who  were  in  that  original  staff  that 
he  brought  together  will  ever  forget  it, 

9597.  Sir  Oliver  Franks'.  Could  I ask  one  question  on 
a rather  different  topic?  I have  the  impression  that  in 
one  or  two  countries  where  the  way  things  are  done  is 
not  exactly  the  same  as  eiither  ours  or  yours  (I  am  thinking 
of  Canada  and  South  Africa)  the  senior  people  in  the 
central  bank  are  allowed  to  take  an  interest  in  the  formula- 
tion of  fiscal  policy,  the  reason  for  this  being  that  it  would 
be  difficult  m their  view  for  people  responsible  for 
monetary  policy  to  go  ahead  unless  they  knew  what  was 
happening  on  the  fiscal  front,  and  vice  versa.  We  liad 
the  impression  when  talking  to  the  Governor  of  the  .South 
African  Reserve  Bank  recently  that  he  or  his  people 
would  normally  sit  in  when  fiscid  policy  was  being  formu- 
lated. Of  course  in  the  U.S.A.  the  ground  situation  is 
different ; it  is  not  simply  the  Treasury,  but  there  is  also 
the  Director  of  the  Budget  and  so  forth,  but  obviously 
the  inter-working  of  fiscal  and  monetary  policy  is  the  same 
everywhere.  Allowing  for  differences  in  the  circum, stances, 
how  far  do  these  considerations  enter  in,  anci  how  far  do 

they  not? On  the  budget  side,  i.e.  on  expenditure  and 

t^ation,  that,  as  any  of  you  know  who  have  lived  in 
Washington,  is  a matter  of  decision  by  Congress.  We 
talk  freely  with  the  Treasury,  and  they  get  our  ideas. 


but  we  never  have  any  remote  feeling  that  we  have  special 
influence  on  decisions.  It  is  not  the  kind  of  situation  in 
which,  the  voice  of  the  Federal  Reserve  Board,  though  it 
might  urge  important  considerations,  would  be  given  great 
weight.  On  the  debt  management  side  it  is  different.  I 
suppose  that  most  of  our  discussions  with  the  Treasury 
relate  to  problems  of  debt  management,  and  of  course 
the  Federal  Reserve  Bank  of  New  York  is  the  fiscal  agent 
to  the  Treasury,  and  actually  executes  most  of 
the  debt  operations.  They  are  in  touch  with 
them  on  the  telephone  every  half  hour  throughout 
the  day,  discussing  the  market,  discussing  the  pros- 
pects of  the  next  issue,  what  it  looks  like,  what  ffie 
Oiptions  are,  what  the  dealers  are  saying  about  it,  what 
the  professionals  are  saying  about  it,  and  so  on.  The 
Deputy  Under-Secrotary  and  the  Assistant  Secretary  of 
the  Treasury  in  charge  of  debt  management,  who  come 
over  to  our  staff  luncheons,  make  very  wide  contacts  with 
the  financial  community  and  maintain  them  continuously, 
on  the  debt  position  and  on  the  probable  or  possible 
o-pLions  for  the  next  financing.  If  a heavy  maturity  is 
coming,  say,  on  the  15th  of  a month,  about  a month 
before  that  they  will  invariably  call  in  the  Government 
Securities  Committee  of  the  American  Bankers  Association 
and  also  of  the  Investment  Bankers’  Association ; if 
they  are  considering  long-term  issues  they  will  also  call 
in  comimiltees  from  the  savings  banks  and  insurance  com- 
panies. These  committees  will  all  oomo  to  Washington, 
and  they  will  all  be  told  of  the  amount  of  debt  that  is 
maturing,  and  they  will  be  given  a review  of  the  prospec- 
tive fiscal  position  as  it  applies  to  the  debt ; then  they  go 
off  by  themselves  and  hammer  out  a recommendation  as 
to  the  form  of  refinancing,  or  the  new  cash  financing  if 
that  is  the  problem.  They  meet  with  the  vSecretary  of  the 
Treasury,  and  give  their  report.  One  of  us  may  be  there. 
The  officials  of  the  Treasury,  of  course,  will  have  been 
talking  it  over  with  our  people  for  weeks  beforehand. 
After  those  reports  are  in  the  Secretary  of  the  Treasury 
will  usually  meet  the  Chairman  of  the  Board,  and 
possibly  somebody,  frequently  the  Manager,  from 
the  Federal  Reserve  Bank  of  New  York,  and  a decision 
will  be  made.  But  it  Is  a decision  which  the  Secretary 
makes,  and  it  has  to  have  the  approval  of  the  President 
before  the  announcement  can  be  made. 

9598.  Professor  Sayers:  When  the  Treasury  undertakes 

a financing  operation  does  it  afterwards  announce  the 
result  of  its  issue,  and  disclose  the  percentage  the  market 
has  taken  up? ^Ycs. 

9599.  Is  that  a genuine  figure  of  sales  outside  the 

Government  machine? Yes. 

9600.  Has  there  been  any  suggestion  that  the  publica- 
tion of  these  figures  is  a disadvantage  to  the  Treasury  in 

its  operations? No.  It  is  part  of  the  general  knowledge 

the  market  has.  They  know  what  the  total  debt  is,  and  the 
amount  in  the  Federal  Reserve  System  is  generally  known ; 
the  amount  in  the  Treasury  Trust  Funds  is  negligible,  not 
over  one  or  two-  per  cent,  in  most  ciises.  The  Treasury 
Trust  Funds  essentially  hold  special  issues  and  not  the 
marketable  -issues,  although  the  Trca.sury  docs  on  occa- 
sion buy  some  marketable  issues  for  the  Trust  Funds.  I 
have  a little  note  on  that  which  I can  hand  in  to 
you  if  you  want*.  Subscriptions  come  in ; if  it  is  a re- 
financing operation  the  Treasury  always  exchanges  the 
Federal  Reserve  maturities  in  full,  If  it  is  a cash  financ- 
ing, it  announces  the  percentage  alloted  to  the  market,  and 
it  always  tells  what  it  allots  to  its  own  funds.  There  is 
full  disclosure. 

9601.  Professor  Cairncross:  What  sets  a limit  to  the 

Government  debt  in  the  U.S.A.? ^Thcre  is  a ceiling, 

which  can  only  be  changed  by  Congressional  Act. 

9602.  It  therefore  does  not  rest  with  the  Federal 
Reserve  System  anyway  to  determine  whether  it  will  hold 

more  debt  above  the  ceiling  or  not? ^The  total  debt  is 

fixed  by  the  ceiling,  and  that  includes  debt  held  by  the 
Federal  Reserve  System,  so  we  could  not  help  the  Treasury 
to  escape  the  debt  ceiling. 

9603.  I take  it  that  it  also  rests  with  the  Treasury  to 

decide  whether  it  will  issue  short-term  debt  or  long-term 
debt? Yes. 

9604.  Is  the  Federal  Reserve  System  in  any  way  involved 
in  meeting  the  Government’s  requirements  short-term 
debt,  except  in  the  rather  circuitous  way  that  you  described 
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to  us  morning? ^The  Federal  Reserve  System  in 

general  is  not  allowed  to  buy  securities  from  the  Govern- 
ment, except  for  a S5,000  million  authorisation  that  goes 
on  for  two  years  at  a time.  It  is  up  for  renewal  right 
now ; the  Bill  went  to  Congress  the  other  day.  Under 
that  authorization  we  can  lend  to  the  Treasury  directly  up 
to  $5,000  million.  It  is  distincliy  understood  from  the 
legislative  record  that  that  authority  is  to  be  used  solely 
for  interim  financing  of  the  Treasury  over  periods  like  tax 
periods ; it  is  a day  to  day  advance.  We  had  one  ttis 
spring ; that  was  [the  first  one  since  1954.  It  is  very 
seldom  used ; but  on  days  when  there  is  a big  turnover 
in  taxes,  the  Treasury  may  not  have  funds  in  the  tax  loan 
aocounts  at  lihe  mambex  banks  which  it  can  draw  on  in 
time.  If  it  cannot  draw  on  them  in  time,  it  will  finance 
by  drawing  on  the  Federal  Reserve  for  a day  or  two  until 
the  tax  cheques  come  back  after  collection. 

9605.  The  formal  position,  as  I understand  it.  is  that 
you  determine  the  supply  of  money,  and  the  Treasury 
dctermiines  'the  supply  of  debt  within  the  ceiling  and  the 
distribution  of  debt  by  maturities,  subject  to  discussion 
with  you  on  forthcoming  maturities,  Mid  the  price  at 

which  new  issues  should  be  made? ^Yes.  We  feel 

no  obligation  to  take  an  institutional  position ; there  may 
be  three  of  us  and  each  may  make  a different  suggestion. 
There  is  a discussion  of  the  problem,  but  we  do  not 
present  the  Treasury  with  advice  from  the  Federal  Reserve 
as  an  institution. 

9606.  Institutionally  you  have  control  of  the  supply  of 

money  and  the  Treasury  has  control  of  the  debt,  though 
you  may  meet  and  discuss  'things? Yes;  we  very  care- 

fully arrange  for  full  discussion. 

9607.  Lord  Harcourt : Are  U.S.  government  securities 

ever  underwritten  at  Issue? ^No. 

9608.  Then  df  an  issue  is  made  'and  it  is  under-subscribed 
by  the  public,  where  does  the  balance  of  the  subscription 

come  from? Cash  issues  are  usually  oversubscribed; 

once  in  a while  an  issue  is  weak.  Up  to  the 
time  of  the  Accord,  all  Treasury  securities  were 
pegged.  After  the  Accord,  for  about  eighteen 
months,  it  was  felt  that  Issues  as  large  as  these 
Treasury  issues  needed  underwriting  for  the  same 
reason  that  private  security  issues  required  underwriting. 
In  particular,  a tremendous  turnover  of  securities  was  in- 
volved in  the  course  of  a refinancing.  Consequently,  the 
Federal  Reserve,  after  the  announcement  of  the  new  issue, 
would  enter  the  market  to  buy  the  maturing  issues  for 
which  the  exchange  was  being  offered.  It  would  do  this 
from  the  time  the  terms  on  the  new  issue  were  announced 
until  the  subscription  books  were  closed,  in  such  a way 
as  to  maintain  a slight  premium  on  the  maturing  issue, 
something  like  3/64ths  above  par  or  better.  The  purpose 
was  to  provide  an  inducement  to  any  holder  of  the 
maturing  issue  who  did  not  intend  to  tender  it  for  ex- 
change into  the  new  issue,  an  inducement  to  sell  it  in 
the  market  rather  than  to  hold  on  to  maturity.  In  other 
words,  the  purpose  was  to  reduce  attrition,  i.e.,  cash  re- 
demption to  the  Treasury.  In  practice,  in  the  free  markets 
that  prevailed  after  the  Accord  it  was  all  too  frequently 
found  that  the  maturing  issue  was  acquired  by  the  Federsd 


[Continued. 


Reserve  in  tremendous  amounts.  In  fact,  there  was  a 
lesson  to  be  learned. 

When  a firm  underwriting  bid  is  present  during  these 
large  exchanges,  there  seems  to  be  a tendency  for  the 
market  to  flood  the  Open  Market  Account  with  securities. 
The  turnover  at  such  a time  is  necessarily  large  and  it  is 
apparently  just  too  easy  for  the  dealers  to  turn  securities 
in  to  the  Account  on  a small  margin  of  profit  rather  ttan 
to  evaluate  the  merits  of  the  exchange  and  seek  out  and 
persuade  prospective  investors  to  buy  the  rights. 

This  situation  began  to  get  seriously  embarrassing,  until 
finally,  after  some  very  heavy  underwriting  purchases  in  the 
rafinancrings  of  August  and  Septesniber  1952,  it  was  decided 
to  see  what  would  happen  if  no  bids  were  put  into  the 
market,  if  the  market  were  permitted  to  react  to  the  ex- 
change offering  without  underwriting  support  from  the 
Federal  Reserve. 

Now,  when  a new  security  is  offered  only  in  exchange 
for  a maturing  security,  there  cannot  be  oversubscription ; 
there  will  always  be  some  attrition,  because  someone  will 
fail  to  exchange  and  will  present  the  security  for  cash. 
In  the  case  of  these  exchange  offerings,  consequently,  the 
relative  success  of  an  exchange  is  measured  by  the  per- 
centage of  attrition.  This  percentage  has  consistently 
been  less  since  the  Federal  Reserve  stopped  underwriting, 
if  one  measures  attrition  by  the  amount  of  the  securities 
presented  for  redemption  by  the  Treasury  in  cash  plus  the 
amount  purchased  by  the  Federal  Reserve  when  it  acted  as 
underwriter.  The  total  attrition  has  actually  been  less  since 
the  refinancing  was  left  completely  to  the  market  (as  has 
been  done,  with  only  one  exception,  since  1952)  than  it  was 
when  the  Federal  Reserve  was  underwriting. 

That  finding  has  been  challenged  on  the  ground  that 
other  circumstances  were  not  equal,  particularly  that 
attrition  is  always  less  in  easy  money  periods  such  as 
prevailed  in  1954,  We  have  tested  that  challenge  by  a 
rather  elaborate  statistical  investigation  into  all  of  the 
exchanges  since  1952,  allowing,  so  far  as  possible,  for  all 
the  variations  and  difficulties  due  to  the  particular  times 
when  the  exchanges  were  being  made.  The  figures  still 
come  out  to  indicate  that  the  attrition  has  been  less  since 
the  refinancing  was  left  to  the  market  process  than  it  was 
when  the  issues  were  underwritten  by  the  Federal  Reserve 
System.  A great  deal,  of  course,  depends  upon  the  coupons 
the  Treasury  offers,  and  it  is  probably  true  that  more  care 
will  be  exercised  to  offer  terms  of  exchange  that  will  be 
attractive  to  the  market  and  thus  tend  to  minimize  attrition, 
if  there  is  no  underwriting. 

9609.  You  say  that  every  cash  issue  is  always  over- 
subscribed?  Practically.  There  was  a problem  in  the 

fall  of  1955,  when  we  bad  raised  the  discount  rate  just 
before  a new  issue  was  brought  out,  and  it  came  at  the 
seasonal  turn  of  the  year  when  everyffung  is  most  difficult. 
That  issue  looked  as  if  it  were  going  to  go  sour  that  day, 
and  the  Committee  decided  to  go  in  and  buy.  They 
bought,  I think.  $167  mn.  worth,  and  the  issue  was  a 
success. 

Sir  Oliver  Franks:  Then,  if  there  are  no  further  ques- 
tions, I think  we  look  forward  to  our  next  occasion. 
Thank  you  very  much. 


Mr.  Winfield  W.  Riefler 


(Adjourned  until  Thursday,  26th  June,  1958,  at  10.45  a.m.) 
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The  Rt.  Hon.  the  Lord  Radclikfb,  G.B.E.,  Chairman 


Professor  A.  K.  Cairnc»oss,  C.M.G. 

The  Rt.  Hon.  Sir  Oliver  Franks,  G.C.M.G.,  K.C.B.. 
C.B.E. 

The  Viscount  Harcourt,  K.C.M.G.,  O.B.E. 

W.  E.  Jones,  Esq.,  O.B.E. 


Pr-OFEssor  R.  S.  Sayers,  P.B.A. 

Sir  Reginald  Vhrdon  Smith 
George  Woodcock,  Esq.,  C.B.E. 

Sir  John  Woods,  G.C.B.,  M.V.O. 
Mr.  R.  T.  Armstrong,  Secretary 


Sm  Roger  Makins,  Q.C.M.G.,  K.C.B.,  Joint  Permanent  Secretary,  Sir  Leslie  Rowan,  K.C.B.,  C.V.O.,  a Second  Secretary 
and  Sir  Edmund  Compton,  K.B.E.,  C.B.,  a Third  Secretary,  H.M.  Treasury,  called  and  examined. 


9610.  Chairman:  Sir  Roger,  we  are  very  grateful  to 
you  and  your  colleagues  for  coming  back  to  give  us  a little 
more  help,  on  export  credits  and  on  the  forward  exchange 
market.  Can  we  start  with  export  credit? — —Sir  JR.oger 
Makins:  Before  we  begin  on  that,  we  should  like  to 
amplify  something  Sir  Leslie  Rowan  said  about  the 
resources  of  international  institutions.  Since  the  last  time 
we  were  here  there  have  been  various  developments  on 
which  I think  it  might  be  convenient  for  you  .to  have  a 
very  short  statement  from  Sir  Leslie. — Sir  Leslie  Rowan : 
On  28th  November  last  when  Professor  Cairncross  asked 
some  questions  on  itbis,  he  said  [Qn.  2590] ; “ When  I 
referred  to  the  European  Payments  Union  and  to  the 
International  Monetary  Ihind,  I was  in  effect  asking  whether 
there  are  any  proposals  of  which  we  are  not  aware,  or 
any  suggestion  that  you  would  like  to  put  before  us, 
which  bear  in  mind  .that  the  total  pressure  on  liquidity 
may  grow  more  severe  as  time  goes  on”.  J said  that 
we  had  no  proposals  to  make  for  increasing  the  resources 
of  the  International  Monetary  Fund,  but  there  were  possi- 
bilities there.  Since  then,  as  I .think  you  will  all  be  aware 
from  various  references  in  the  Press  and  elsewhere,  we 
have  had  a number  of  discussions  on  the  problems  of 
international  liquidity.  1 wanted  to  make  this  statement 
because  I did  not  want  the  Committee  to  think  that  I had 
concealed  anything  from  them  when  J last  gave  my 
evidence ; the  discussions  which  we  had  on  intemation^ 
liquidity  took  place  subsequent  to  that  meeting,  in  fact 
during  this  year.  We  had  not  then,  and  we  have  not  now, 
made  any  specific  proposals.  On  the  other  band,  we  have 
had  discussion  directed  towards  the  question  whether  inter- 
national liquidity  (and  I might  perhaps  extend  it  to  cover 
also  the  form  of  liquidity,  if  I might  use  the  word  in  a 
very  loose  sense,  that  the  International  Bank  provides 
as  well  as  that  which  the  International  Monetary  Fund 
provides)  is  likely  to  be  adequate  for  the  needs  as  one 
sees  them  developing  over  a period  of  years,  in  the  same 
way  as  those  who  sat  down  at  Bretton  Woods  had  to  look 
at  the  needs  as  they  saw  them  developing  over  a period  of 
years  ^ rather  than  immediately,  The  firet  point  is  to 
establish  whether  there  is  any  problem,  whether  there  is  a 
general  agreement  that  there  is  inadequacy ; it  would  be 
«ter  that  that  the  question  of  how  that  inadequacy  could 
best  be  met  would  come  up.  I just  wanted  to  make  that 
general  statement. 

9611.  Professor  Cairncross:  Would  it  be  in  order  to 
ask  whether  you  have  also  made  certain  suggestions  about 
the  future  operation  of  the  European  Payments  Union? 

'The  operation  of  the  European  Payments  Union  is 

at  any  rate  to  some  extent  tied  up  with  the  convertibility 
of  currencies.  As  you  know,  there  is  a provision  in  the 
agreement  whereby  if  a majority  of  the  countries  (that  is 
a majority  in  proportion  to  their  importance  in  the  Union) 
make  their  currencies  convertible,  they  can  ask  for  the 
Union  to  come  to  an  end.  There  is  already  agreement 
for  the  bringing  in  in  those  circumstances  of  the  European 
Monetary  Agreement,  which  includes  in  it  a new  fund. 
How  or  to  what  extent  that  particular  agreement,  and 
particularly  the  fund  aspect  of  it,  mi^t  be  affected  either 
by  differences  which  have  taken  place  in.  the  relative 


strength  and  importance  of  the  countries  econo'mically 
speaking  since  it  was  drawn  up,  or  by  the  outcome  of  the 
negotiations  on  the  Free  Trade  Area,  is  a question  which 
must  remain  open.  Apart  from  the  European  Monetary 
Agreement,  which  was  agreed  in  principle  before  we  last 
gave  evidence  to  you,  we  have  not  made  any  specific  pro- 
posals, although  there  have  been  suggestions  that  we  might 
have  what  was  called  a two-tier  fund.  The  European 'Mone- 
tary Fund  was  supposed  to  be  a one-tier  fund,  lin  the  sense 
that  it  would  give  credit  in  no  cases  automatically,  but  only 
on  the  .basis  'Of  need  shown.  If  there  was  any  idea  of 
any  further  development  of  the  kind  I have  mentioned 
there  might  be  an  automatic  part  and  a second  part  for 
needs  shown,  but  that  is  not  in  the  range  of  anything  very 
concrete. 

9612.  I a^ed  the  question  only  because  the  amount  of 
liquidity  furnished  through  the  E.P.U,  has  been  significant 
during  the  last  tea  years,  and  the  relations  there  over  the 

next  ten  years  would  obviously  be  of  importance? J 

would  agree  with  that. 

9613.  Chairrnan:  May  we  then  come  to  the  question 
of  export  credits?  .Since  we  saw  you  last  year  we  have 
had  a certain  amount  of  evidence  from  various  sources 
on  the  subject  of  credit  for  exports,  and  we  have  had  a 
full  and  informative  day  with  Mr.  Owen  and  bis  colleagues 
from  the  Export  Credits  Guarantee  Department.  Certain 
points  have  been  put  before  us  and  .there  have  been 
questions  of  some  importance  about  which  it  was  sug- 
gested that  we  should  make  recommendations,  ^^en  we 
read  the  Budget  speech  this  year  we  saw  .that  there  had 
been  going  on,  concurrently  with  our  hearings,  a detailed 
review  of  the  facilities  provided  by  the  Department. 
We  are  not  making  any  complaint  about  this ; but  it 
would  help  .us  with  our  own  work  to  know  how  far  you 
were  able  to  go  on  these  various  points  and  what  the 
conclusions  were  that  you  formed  on  them,  apart  from  the 
general  statement,  .which  was,  no  doubt,  all  the  Chancellor 
had  tiine  for,  that  the  situation  seemed  to  you  satisfactory 
but  might  need  alteratiions  in  accordance  with  the  develop- 
ment of  com.petition  in  credit  terms.  There  are  also  one 
or  two  questions  about  the,  position  of  the  Department, 
and  on  the  source  of  decision  on  its  policies,  which  we 
would  dike  to  ecpiore  with  you.  Perhaps  I could  take  first 
the  point  about  the  length  of  terms  of  credit  guaranteed  by 
the  credit  insurers.  It  has  been  said  to  us  that  .the  effective 
■Imitahon  for  certain  kinds  of  exports  is  five  years  from 
shipment.  It  is  suggested  that  in  the  competitive  world 
in  which  those  reports  have  to  live  that  is  not  long  enough 
and  we  aje  losing  export  orders  which  might 
come  to  us  simply  by  virtue  of  this  limitation. 
On  the  other  hand  three  reasons  have  been  given 
us  for  the  desirability  of  it  being  kept  to  five 
ye^s.  One  suggestion  was  that  as  a matter  of 
policy  the  U.K.  could  not  afford  a longer  term  for 
financing  exports  of  that  kind  ; another  was  that  it  was  the 
proiper  given  principle  of  credit  insurance  not  to  go  beyond 
five  years;  a third  was  that  it  was  the  practical  limit 
for  businessmen  '(represented  by  the  Advisory  Council)  to 
foresee,  and  they  could  not  be  expected  to  foresee  anything 
wider.  Could  you  tell  xis  how  far  you  went  into  this 
and  what  the  reasons  for  your  conclusions  were?— 5/r 
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and  Sir  Edmund  Compton,  K.B.E.,  C.B. 


Roger  Maklns-.  Sir  Leslie  Rowan  'has  been  particularly 
concerned  with  this  question  in  ithe  last  few  months,  and 
with  the  work  which  led  up  to  the  Chancellor’s  statement, 
so  I will  ask  him  to  speak  on  this  question. — Sir  Leslie 
Rowan : The  question  of  the  adequacy  or  inadequacy  of  the 
insurance  which  is  given  by  E.C.G.D.  has  to  be  one  which  is 
continuously  looked  at.  When  it  was  looked  at,  both  by  the 
E.C.G.D.  and  by  the  interdepartmental  committee,  we 
were  very  conscious  of  the  fact  that  there  were  some 
problems  in  it,  particularly  the  longer  term  problems,  which 
would  have  to  be  looked  at  in  the  light  of  your  delibera- 
tions. Therefore  there  was  no  intention  or  purpose  in  this 
in  any  way  to  cut  across  your  work. — Chairman : We  fully 
understand  that  and,  as  I say,  make  no  complaint. — Sir 
Leslie  Rowan : I wanted  to  make  that  clear.  There  was  a 
particular  urgency  at  that  time  because,  as  I think  you 
will  recall,  there  was  a good  deal  of  publicity  given 
then  to  a particular  contract,  in  which  the  question  arose 
whether  or  not  we  should  go  beyond  the  normal  term 
of  five  years  from  shipment. 

I think  that  I can  perhaps  best  deal  with  this  'by  taking 
the  main  points  in  turn.  First  of  all  the  Chancellor  said 
(and  I think  this  has  caused  a good  deal  of  comment)  that 
E.C.G.D.  provides  as  good  an  insurance  cover  as  one  can 
get,  in  comparison  with  other  countries.  There  is,  as  you 
know,  the  Berne  Union,  through  which  we  got  a great  deal 
of  information  about  what  other  countries  are  doing, 
and  which  seeks  to  try  to  maintain  a certain  similarity 
between  the  policies  which  the  various  countries  follow. 
If  one  looks  at  the  comparative  credit  which  is  given  by 
the  various  European  bodies,  there  was  a report  recently 
made  under  the  O.E.E.C.  which  was  called  the  Ansiaux 
Report,  and  I think  that  some  of  the  facts  which  came  out 
in  that  show  that  in  certain  areas  at  any  rate  the  E.C.G.D. 
does  give  extremely  good  cover,  and  better  cover  than 
others.  For  example,  if  you  take  the  question  of  the 
percentage  of  credit  guaranteed,  which  is  certainly,  if  not 
the  most  important,  at  any  rate  a pretty  important  aspect 
for  a manufacturer,  E.C.G.D.  gives  85  per  cent,  cover 
against  insolvency  and  95  'per  cent,  against  other  risks. 
The  German  institutions,  about  which  one  hears  a great 
deal,  have  a maximum  of  80  per  cent. ; the  Belgians  range 
from  60  to  90  per  cent. ; France  offers  90  per  cent,  to 
public  buyers  and  80  per  cent,  to  private  buyers.  Then 
there  is  the  delay  between  default  and  payment  of  a claim. 
E.C.G.D.  pay  'within  one  to  six  months,  and  in  most 
cases  in  three  months.  In  Italy  it  is  six  to  twelve  months, 
and  the  same  in  the  Netherlands ; France.  Sweden  and 
Switzerland  take  six  months.  One  can  again  look  at  the 
Export-Import  Bank  in  the  U.S.  There  we  are  dealing  with 
a body  ■which  does  two  things : it  gives  export  credit  and 
makes  long-term  loans,  On  the  export  credits  side  there 
are  one  or  two  important  factors.  Exporters  are  required 
to  obtain  payment  of  at  least  20  per  cent,  cash  with  order, 
compared  with  E.C.G.D.’s  normal  10  per  cent.,  and  they 
are  required  to  make  their  own  arrangements  for  financing 
at  least  a further  20  per  cent,  of  tiie  invoice  value.  As 
opposed  to  this,  under  the  American  system  the  exporter 
receives  an  effective  guarantee  of  payment  at  due  date,  and 
exporters  arc  assured  before  contracts  are  negotiated  diat 
finance  will  be  available.  Those  are  'both  important 
advantages. 

It  was  on  the  basis  of  certain  considerations  of  that  kind 
that  we  came  to  the  conclusion  that  (he  service  which  was 
provided  by  E.C.G.D.  was  a good  one.  On  the  question 
specifically  raised,  of  the  five  years  after  shipment,  there  are 
certain  considerations  which  are  important.  As  you  know, 
our  E.C.G.D.  arrangements  include  an  Advisory  Council ; 
we  have  ‘found  that  there  is  obvious  value  in  drawing  on 
the  experience  of  advisers  from  finance  and  commerce  and 
industry,  and  their  views  are  certainty  sought  and  very 
strongly  respected  on  many  aspects  of  E.C.G.D.  business. 
I think  that  one  of  the  aspects  on  which  we  would  seek 
their  advice  would  be  this  question  of  the  length  of  cover. 
It  is  also  a matter  which  comes  up  very  strongly  in  the 
discussions  in  the  Berne  Union,  and  there  by  and  large 
the  view  has  been  taken  that  five  years  is  the  horizon  of 
insurable  risk  on  a trading  transaction. 

9614.  That  is  setting  a principle  by  practical  considera- 
tions ; it  is  not  thought  that  a business  man  can  be 
expected  to  measure  risks  for  a longer  period  than  that? 

1 think  that  is  right ; and  I think  that  we  have  also 

to  consider  whether  in  a trading  transaction  it  is  reason- 
able, in  a case  where  the  Exchequer  is  the  final  recipient 


of  losses,  that  we  should  cover  longer  risks.  After  all, 
long-term  investment  is  quite  a different  matter  from  a 
trading  arrangement. 

9615.  I quite  appreciate  the  different  aspects  of  that; 
but  you  were  referring  to  the  view  of  the  Berne  Union, 
and  I think  you  were  saying  that  it  was  a view  based  on 

practical  considerations? Yes,  I was.  There  is  another 

•factor  here  which  is  of  importance.  There  has  been  some 
recent  reference  to  the  dangers  of  a credit  race.  It  can 
be  argued  that  some  people  do  not  observe  the  rules  ; in  a 
few  recent  cases,  to  which  a certain  amount  of  publicity  has 
been  given,  it  has  been  suggested  that  Germany  is  not 
keeping  the  rules.  Bui  on  the  whole  we  have  taken  two 
views:  first,  that  it  would  not  suit  us  to  get  involved  in 
a credit  race  involving  progressive  lengthening  of  credit 
insurance ; second,  that  wc  do  not  think  that  there  is  a 
credit  race  on  at  the  moment.  There  may  be  exceptions, 
which  are  duly  taken  up.  For  example,  two  cases  have 
recently  arisen  in  the  case  of  Germany ; two  institutions 
there  gave  certain  lengthy  term  credit  facilities.  This  was 
taken  up  at  the  Berne  Union,  and  the  German  authorities 
denied  that  the  new  arrangements  constituted  a threat 
of  a credit  race.  They  .said  that  credit  insurance  would 
not  be  given  beyond  five  years  after  delivery,  and  that 
some  misunderstanding  may  h'dve  arisen  as  a result  of 
confusing  pre-shipment  and  posl-shipment  credit,  or  from 
a different  inlcrprclalion  of  long  term.  They  also  said 
that  there  were  certain  political  implications  in  the  case 
of  credit  given  to  the  Arab  Union. 

9616.  Reading  the  Press  reports  about  the  recent  meet- 
ing of  the  Berne  Union,  I got  the  impression  that  there 

been  a good  deal  of  controversy  about  whether 
Germany  had  been  observing  the  principles  of  the  Berne 
Union.  I did  not  get  the  impres.sion  that  the  meeting 
ended  with  an  acceptance  that  Germany  had  not  been 

observing  the  principles? 1 do  not  think  it  did.  The 

only  point  I am  making  is  that  if  there  were  a credit  race 
going  on,  it  would  be  unlikely  that  people  would  worn' 
about  arguing  wilh  people ; they  would  go  on  and  join 
in  the  race  themselves.  But  here  are  two  cases  where 
they  arc  trying  to  bring  them  back  on  the  rails,  and  are 
saying:  “ Wc  do  not  want  to  have  a credit  race.  Let 
us  try  to  slop  it."  Then  there  is  another  point.  We 
depend  on  exports  as  much  as  most  people,  perhaps  more 
than  most.  Before  we  allow  ourselves  to  become  involved 
in  a credit  race,  I think  that  we  have  to  consider  very 
carefully  what  is  going  to  be  our  position  in  the  export 
market  in  relation  to  people  who  have  greater  resources, 
which  they  can  make  available  without  running  into 
difficulties  externally  or  internally,  in  order  to  supplement 
their  export  effort.  Wc  look  a definite  view  that  it 
would  not  be  right  for  us  in  any  way  to  take  part  in  a 
race  of  that  kind. 

Then  wc  come  to  another  question,  whether  this  is  a 
completely  rigid  position  on  a limit  of  five  years  from 
shipment.  I mentioned  earlier  one  particular  contract 
which  gavo  rise  to  a certain  amount  of  discussion  in  the 
early  part  of  this  year.  It  is  not  a rigid  position ; it 
would  be  very  foolish  for  us,  a country  so  dependent  on 
exports,  to  take  a view  that  come  what  may,  and  come 
what  other  people  might  do.  we  stick  to  a rigid  five-year 
rule.  We  do  not  take  that  view.  A great  deal  of  import- 
ance in  that  connection  must  attach  to  what  the  Ex^rt- 
Import  Bank  does,  and  dn  particular  to  what  it  d(^  about 
aircraft.  The  Export-Import  Bank  has  been  offering  seven 
years’  credit  on  the  new  big  jet  aircraft.  We  were  aware 
of  this  problem,  and  it  was  referred  to  by  the  Chancellor 
in  his  Budget  speech  on  the  15th  April.  He  said: 

" We  do  not  want  to  start  a race  in  credU  giving, 
but  if  our  competitors  were  to  push  the  credit  terms 
for  a particular  type  of  export  beyond  those  normally 
insurable  and  our  exporters  found  themselves  excluded 
for  this  reason  from  business,  we  would  be  bound  to 
consider  extending  our  cover,  too,  in  the  field  of  trade 
affected.” 

I want  to  make  that  point,  to  show  that  our  views  on 
this  are  not  absolutely  rigid. 

The  final  point  I would  like  to  make  on  this  is  that 
there  is  a balance  of  jayments  consideration.  _ I am  not 
saying  that  the  balance  of  payments  consideration  shouio 
in  all  circumstances  be  overriding.  In  certain  c^'cum- 
stances  it  is  very  important  indeed  because  it  has  ettecis 
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well  outside  its  particular  confines.  If  one  extended  the 
length  of  credit  from  five  to  seven  years  at  the  limit  of 
the  range,  that  would  probably  involve  proportionate 
extensions  in  the  lower  period  covers,  and  over  a period 
of  years  a permanent  external  investment  in  tied  credits 
would  he  'built  up.  That  is  a factor  which  certainly  has 
to  be  taken  into  account  in  this,  i do  not  say  it  would  be 
overriding,  but  in  certain  circumstances  it  would  obviously 
be  a factor  which  would  have  to  be  'put  against  other 
considerations,  i will  not  at  the  imoment  go  into  the  o^er 
kinds  of  considerations,  but  the  Chancellor  did,  as  you 
know,  in  his  Budget  speech,  refer  to  the  possibilities  of 
the  use  of  sections  2 and  3 of  the  Export  Guarantees  Act. 

9617.  Could  you  say  as  a result  of  your  recent  reconsidera- 
tion whether  there  is  one  dominant  consideration  which 
leads  to  the  limitation  of  the  permitted  time  for  credit? 
It  is  very  difficult  to  pull  out  one  dominant  considera- 
tion ; they  all  have  considerable  importance.  If  I had 
to  choose  one  dominant  consideration,  I would  take  the 
danger  of  starting  a credit  race.  In  the  long  run,  if 
everybody  else  puts  up  their  credit  to  the  same  extent, 
that  is  not  going  to  have  any  very  considerable  advantage 
for  any  particular  participant ; and  in  the  longer  run,  if  it 
does  not  stop  at  the  first  stage  and  goes  on  further,  it 
may,  as  I said,  have  considerable  advantages  for  those 
who  are  more  able  to  put  resources  into  an  operation  ^ 
this  kind,  because  it  does  not  have  an  immediate  impact 
on  their  external  or  internal  position. 

9618.  Sir  John  Woods-.  I am  always  puzzled  iby  this 
practical  view  ilhat  five  years  after  shipment  is  the  “ horizon 
of  insuraiblc  risk  The  E.C.G.D.,  and  I think  you  this 
morning,  draw  a distinction  between  credit  insurance 
and  investment ; but  at  the  same  time  there  are  itypes  of 
goods  in  which  in  past  years  it  was  perfectly  common, 
and  the  ordinary  practice,  that  payment  should  be  made 
over  a period  relaited  to  the  number  of  years  over  which  the 
asset  could  pay  for  itself  out  of  its  own  earnings.  In 
that  case  the  natural  period  of  loan  might  be  fifteen, 
twenty,  or  twenty-five  years.  Is  this  doctrine  of  the 
“ horizon  of  insurable  risk  ” almost  equivalent  to  saying 
that  in.  modern  conditions  lending  for  that  period,  on 

whatever  type  of  asset,  is  an  unsound  thing  to  do? 

No,  not  at  all.  If  industry  thinks  that  it  is  sound  to  lend 
for  longer  periods,  there  is  nothing  in  our  exchange 
control  which  prevents  them  doing  so.  What  we  are 
considering  is  to  what  extent  it  is  reasonable  for  the 
Government  to  stand  behind  that  judgment.  If  I may 
just  develop  the  'point  which  you  have  made,  there  are 
two  aspects  of  paying  for  an  asset : one  is  fhe  actual  job 
of  finding  the  money  to  pay  for  it  in  one’s  own  currency ; 
the  other  aspect  is  the  business  of  ‘paying  for  it  across 
the  exchanges.  Some  assets  are  not  self-liquidating  at  all ; 
but  if  an  asset  is  self-liquidating  only  in  fifteen  years’ 
time,  .1  do  not  think  it  follows  at  alf  that  the  supplier 
should  provide  that  credit.  Nor  does  it  follow  necessarily 
that  the  government  of  the  supplier  should  stand  behind 
the  provision  of  that  credit.  I think  that  the  insurance  of 
credit  .up  to  five  years  after  shipment  is  to  provide  some- 
kind  of  cushion  for  the  foreign  exchange  aspects  of  the 
payment  for  an  asset,  rather  than  the  internal  aspect. 
Moreover  it  seems  to  me  that,  if  one  is  talking  about  a 
long-term  investment,  that  ought  to  be  done  through  the 
proper  system^  of  long-term  investment  abroad  through  the 
market,  In  this  there  are  after  all  certain  other  guarantees  ; 
first  the  borrowing  government’s  credit  is  involved ; and  the 
judgment  of  the  market  is  involved  as  well,  which  is 
valuable  as  some  assurance  or  some  guide  regarding  the 
amount  of  money  which  is  to  be  put  up. 

9619.  Chairman-.  The  old  system,  no  doubt,  was  for 
the  overseas  purchaser  of  assets  of  this  'kind  to  raise  his 
own  money  by  loan  on  the  capital  market  in  England, 
and  then  the  manufacturer  was  not  in  tT'Ouble  with 
problems  of  length  of  finance  involved.  But  would  it 
be  possible  under  current  conditions  to  come  to 

the  London  market  for  a loan  of  that  kind? Some 

cannot,  some  can.  A Commonwealth  country  certainly 
can  come  to  the  London  market  for  long-term  borrow- 
ing ; in  fact  they  do  so  frequently.  I agree  that  since 
the  end  of  'the  war  we  have  had  a limitation  on  the 
access  to  the  London  market  of  non-Commonwealth  bor- 
rowers, but  1 would  certainly  not  regard  it  as  following 
Aat  the  long-term  finance  for  any  particular  export  should 
be  raised  in  the  particular  'market  from  which  that  export 
emanates,  because  'that  would  put  everything  into  tied 
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lending,  and  our  whole  objective  is  to  get  untied 
lending.  ^ One  can  get  long-term  finance  in  markets  abroad, 
and  untied  long-term  finance:  the  International  Bank 
works  entirely  on  the  basis  of  international  tender. 

9620.  Professor  Cairncross:  If  you  leave  the  Inter- 
national Bank  on  one  side,  can  you  think  -of  any  country 

that  makes  long-term  loans  that  are  not  tied  now? 

can  think  of  lots  of  countries  which  should.  I find  it 
more  difiicult  to  think  of  countries  which  do. 

9621 . It  has  been  put  ito  us  that  there  are  not  any  except 

ourselves? ^Loans  have  been  raised  on  the  New  York 

market ; Australia,  and  I think  South  Africa,  have  raised 
money  in  the  New  York  market.  There  have  been  develop- 
ments there  of  an  interesting  character.  Until  quite 
recently  the  only  way  money  could  be  raised  on  the  New 
York  market,  the  only  way  it  was  raised  in  fact,  was 
with  a government  guarantee.  Recently  there  have  been 
two  non-governraent-guaranteed  loans  on  the  New  York 
market,  one  by  the  City  of  Amsterdam,  the  other  by  the 
City  of  Oslo.  I .believe  a good  deal  of  the  finance  came 
from  the  places  -to  which  the  loans  related,  but  still  it 
was  an  important  departure  in  post-war  lending  on  the 
New  York  market. 

9622.  But  you  would  agree  that  it  is  very  difficult  for 
any  country  which  is  embarking  on  schemes  involving 
jra-ports  of  capital  equipment  to  get  untied  loans  for  die 
purpose  of  financing  the  schemes,  except  through  the 

ilnternational  Bank? Yes.  'but  the  exception  is  a 

pretty  large  one.  The  International  Bank  is  lending  $700 
million  a year,  which  is  quite  a lot  of  money. 

9623.  And  'the  Export-Import  Bank? 1 have  not  got 

figures  for  that,  I am  afraid. 

9624.  Professor  Sayers-.  Am  I to  understand  that  the 
five  years  after  shipment  is  not  related  in  any  way  to  the 
nature  of  'the  -transaction,  or  the  nature  of  the  goods  pro- 
duced, but  is  .simply  a period  which  is  toe  longest  period 

over  which  one  can  look  for  these  purposes? The 

second  half  of  what  you  said  is  right,  but  not  the  first 
half.  The  five  years  is  related  to  the  nature  of  'the  goods  ; 
you  would  not  get  ifive  years  on  consumer  goods.  But  toe 
second  half  of  what  you  say  is  right.  There  have  been 
one  or  two  exceptions,  but  broadly  in  relation  'to  any  form 
of  capital  export,  five  years  from  shipment,  which  may  be 
up  to  eight  or  nine  years  from  the  time  of  the  placing 
of  the  contract,  is  the  maximum  which  one  can  get. 

9625.  So  it  is  an  arbitrary  figure? It  depends  on 

your  definition  of  arbitrary. 

9626.  How  do  you  arrive  at  five  years? We  take  the 

best  advice  that  we  can. 

9627.  How  do  those  advisers  arrive  at  five  years?  What 

lies  behind  this  figure? 1 think  that  they  have  to  strike 

a balance  over  all  these  countries  who  look  at  what  they 
think  is  the  normal  horizon  of  insurable  risk,  and  they 
come  to  the  conclusion  that  five  years  is  the  maximum 
that  we  can  go-  to,  taking  into  account  all  the  risks  which 
are  involved. 

962%.  Professor  Cairncross-.  Would  you  agree  that  the 
appropriate  parallel  in  domestic  trade  would  be  instalment 
buying  of  producer  goods,  where  the  .term  of  credit  offered 
would  normally  not  exceed  about  five  years,  and  where 
there  is  the  option  of  making  a public  issue  on  the  market 

and  raising  capital  in  that  way? ^The  Export-Import 

Bank  take  that  as  the  normal  parallel ; and  they  do,  I 
think,  tailor  'their  credit  insurance  to  what  is  toe  normal 
mtemal  instalment  term.  I think  that  that  is  why  they 
have  moved  from  the  five  to  the  seven  years  in  respect 
of  the  large  jet  engines. 

9629.  Mr.  Woodcock:  Were  these  German  cases  to 

which  you  referred  government-guaranteed  credits? 1 

cannot  tell  you  offhand,  I am  afraid.  May  I confirm  that?* 

9630.  Mr.  Jones'.  The  E.C.G.D.  being  a nationalised 
insurance  organisation,  the  Government  stands  behind  the 
business  of  that  organisation,  and  is  the  recipient  of  any 
shocks  and  losses  that  are  sustained  in  consequence  of  the 
failure  of  these  insurances.  Would  you  say  from  your 
experience  of  the  administration  that  these  shocks  have 
been  serious,  and  that  the  losses  made  good  by  H M 

Treasury  have  been  large? ^No.  On  the  contrary,  over 

the  total  period  E.C.G.D.  have  made  rather  than  lost. 

9631.  Would  you,  in  view  of  that  experience,  consider 
that  toe  development  of  this  service  over  a longer  'period 

*Note  by  witness ; In  effect,  these  cases  carried  an  indirect 
government  guarantee. 
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would  create  any  greater  hazard  than  we  have  experienced 

up  to  now? As  I say,  one  takes  the  best  advice  one 

can  on  that,  and  the  .present  view  is  that  it  would  create 
a greater  hazard ; we  should  be  going  beyond  what  os  the 
horizon  of  insurabie  risk. 

9632.  Sir  Oliver  Franks:  Could  you  'help  us  a little 
more  about  the  ingredients  which  go  into  the  advice 
which  you  receive,  or  which  governments  in  other  coun- 
tries have  received,  on  this  subject,  leading  you  and  them  to 
a view  that  five  years  is  about  right?  The  one  which  you 
have  mentioned  is  how  far  forward  you  can  see  mon^ 
passing  over  the  exchanges.  I am  not  referring  to  the 
balance  of  payments  point,  because  that  would  affect 
different  countries  differently;  but  .it  may  be  ithat  the 
world  we  live  in  is  sufficiently  uncertain  for  nobody  to  be 
able  to  see  with  any  confidence  that  there  will  be  no 
exchange  problem  if  the  period  is  more  than  five  years. 
Would  you  say  that  this  general  political  uncertainty  of 
the  world,  which  makes  it  im'possible  to  see  how  the 
exchanges  will  be,  is  the  main  ingredient  in  the  advice 
that  is  given,  or  are  there  other  ingredients  besides  that? 

^That  is  a very  important  ingredient  in  it  J do  not 

know  that  I should  put  it  exactly  as  the  general  political 
uncertainty  of  the  world,  There  are  other  uncertainties 
as  well,  and  there  are  powers  which  did  not  exist  before 
the  war : namely,  the  powers  of  exchange  control.  _ One 
is  seeking  in  this  to  guarantee  not  merely  against  ordinary 
commercial  risks  but  also  against  a risk  of  governmental 
action  of  one  sort  or  another  preventing  the  transfer 
of  funds.  Our  experience  is  that  the  credit 
worthiness  of  a purchaser  can  be  very  different  from  the 
credit  worthiness  of  his  government.  The  combination  of 
these  factors,  together  with  the  point  that  we  are  insuring 
business  transactions,  not  seeking  to  provide  long  term 
development  finance,  leads  to  the  view  that  five  years  is 
about  the  right  period. 

9633.  Sir  John  Woods:  There  are  two  points  on  that. 
First,  that  seems  to  me  in  fact  to  be  accepting  what  Sir 
Oliver  Franks  said:  it  is  the  uncertainty  arising  from  the 
political  possibilities  of  government  action  which  produces 
this  abracadabra  of  the  “horizon  of  insurable  risk”.  But 
we  are  told  that,  in  pertain  quarters  at  any  rate,  quite 
apart  from  credit  insurance,  finance  is  being  made  avail- 
able for  much  longer  periods  than  five  years,  particularly 
by  the  Export-Import  Bank  when  it  is  operating  as  a 
lender  and  not  as  an  insurer,  and  by  other  governments. 
For  example,  I heard  yesterday  of  a ten  year  loan  offered 
by  the  German  government  to  the  Sudan  in  respect  of 
hydro-electric  plant,  for  ten  years.  I do  not  vouch  for 
that,  but  it  was  reported  to  me  from  the  Sudan.  There 
are  a lot  of  people  in  this  country  who  feel  that  in  spite 
of  the  Berne  Union  and  so  on  this  providing  of  finance 
for  longer  periods  than  the  periods  of  insurance  is  becom- 
ing a considerable  risk  to  our  heavy  capital  goods  indus- 
tries. The  second  point  is  this,  that,  in  respect  of  a good 
many  countries  anyway,  if  finance  cannot  be  arranged 
for  more  than  five  years  after  shipment,  if  it  is  a big 
railway  project  or  something  of  that  kind,  the  project 
does  not  come  to  life  at  all,  unless  it  is  done  through  the 

intervention  of  the  World  Bank. One  hears  a great 

deal  about  what  other  governments  do.  I can  recall  that 
once,  when  I went  to  Germany  with  the  then  Chancellor 
of  the  Exchequer,  and  Professor  Erhard  had  just  returned 
from  the  Argentine,  both  Ministers  said  almost  simul- 
taneously to  each  other  across  the  table  exactly  the  same 
thing,  only  in  the  opposite  sense:  the  Chancellor  said: 
“The  Argentinians  have  been  complaining  to  us  about 
the  very  long  term  credits  which  the  Germans  give”, 
and  Professor  Erhard  said : “ And  they  have  been  com- 
plaining to  us  about  the  very  long  term  credits  which 
the  British  give  I think  these  things  do 
tend  to  balance  out.  I do  not  know  about 
the  German  government ; I understand  that  the  German 
government  in  general  does  not  make  government-to- 
government  loans,  but  I may  be  wrong  on  that.  Our 
experience  has  been  that  we  have  not  because  of  this  five 
year  period  lost  a great  deal  of  exports  which  would  in 
the  long  run  have  been  paid  for,  which  is  a very  important 
factor  from  our  point  of  view.  There  is  under  our  legis- 
lation, as  you  know,  a provision  whereby  we  can  move 
outside  the  commercial  sphere  and  act  under  section  2 
and  section  3 of  the  Export  Guarantees  Act.  We  do  in 
certain  cases : some  years  ago,  for  example,  we  made  a 
loan  to  Pakistan  under  section  3 of  the  Act.  That  was 
on  normal  commercial  terms,  but  there  is  provision  under 


it  for  .making  longer  term  credits,  which  would  have  to 
be  tied  to  British  exports,  because  that  is  the  only  basis 
under  which  the  Export  Guarantees  Act  can  operate. 
We  have  felt,  at  any  rate  so  far,  that  there  was  no  need 
for  a new  institution  to  handle  problems  of  this  kind, 
that  the  powers  existed  and  were  adequate  to  be  used 
if  the  conditions  arose.  But  the  Chancellor  said  that, 
if  there  were  conditions  of  declining  world  trade  in  which 
our  exports  were  being  affected,  we  should  be  prepared 
to  look  at  the  use  of  those  longer  term  powers.  But 
I do  not  think  that  we  should  use  the  commercial  section, 
that  is  section  1,  of  the  Act  as  a means  of  making  long 
term  investments  abroad.  It  should  be  used  on  a com- 
mercial basis  for  insuring,  within  whatever  may  be  con- 
sidered the  proper  period,  trading  transactions. 

9634.  Chairman : You  dwelt  earlier  upon  the  fact  that 
in  talking  about  the  E.C.G.D.  we  were  talking  about  the 
actions  of  the  Government  and  the  responsibilities  that 
the  Government  assumed  by  standing  behind  certain 
things ; your  point  was  that  that  did  not  preclude  means 
being  found  of  giving  credit  outside  the  Government’s 
backing.  I had  the  impression  that  in  this  matter  of  credit 
insurance  of  export  transactions  the  range  covered  by 
E.C.G.D.  was  so  large,  and  the  spread  of  risk  it  required 
was  so  big,  that  really  nobody  else  could  in  practice  enter 

the  field.  Would  you  agree  with  that? ^Perhaps  I did 

not  put  my  point  very  clearly,  I would  agree  with  you 
that  it  is  probably  very  difficult  for  anybody  else  to  enter 
the  field,  partly  because  the  risk  which  one  is  insuring  is 
not  the  kind  of  risk  that  I think  a private  insurer  would 
be  either  willing  to  cover  or  capable  of  assessing.  The 
point  I was  making  earlier  was  that  there  is  no  restriction 
so  far  as  exchange  control  is  concerned  on  the  giving 
of  longer  credit  than  five  years.  I freely  recognise  that 
that  is  unlikely  to  be  given  unless  there  is  in  fact  credit 
insurance  to  cover  it. 

9635.  Lord  Harcouri:  In  arriving  at  this  five  year 
period  is  there,  or  has  there  been,  any  consideration  of 
the  availability  of  the  credit?  It  may  be  relevant  that 
credit  up  to  five  years  is  readily  available  from  banking 
institutions,  while  long  term  credit  of  fifteen  to  twenty 
years  would  probably  be  available  from  insurance  com- 
panies and  other  institutions  or  private  lenders.  Is  the 
five  year  period  in  any  way  arrived  at  as  a result  of  a 

deliberation  as  to  whether  the  finance  is  available? 

Sir  Edmund  Compton:  No.  If  on  policy  grounds  it  was 
decided  that  there  was  a need  for  longer  term  credit  that 
should  be  met,  the  question  would  arise  about  where 
that  should  come  from ; but  the  first  thing  which  has  to 
be  established  is  whether  that  is  wanted  or  not,  and 
whether  that  is  proper  business  to  be  done. 

9636.  Mr.  Jones:  Sir  Leslie,  you  have  told  us  about 
the  necessity  of  avoiding  the  dangers  of  a credit  race,  and 
you  made  reference  to  the  difficulties  that  we  were  experi- 
encing as  a result  of  the  credit  that  is  being  made  avail- 
able by  the  Export-Import  Bank  ; and,  as  I understand 
it,  you  interpreted  the  Chancellor’s  recent  statement  as 
meaning  that,  should  it  be  necessary,  you  would  be 
pushing  out  your  powers  in  certain  directions.  Does  that 
mean  that  there  will  be  an  extension  of  credit  in  certain 
fields  beyond  the  period  extending  over  five  years,  say 

to  seven  or  some  longer  period? Sir  Leslie  Rowan: 

The  Chancellor  said  that,  if  it  was  found  that  in  any  par- 
ticular line  our  exports  were  being  damaged  because  other 
people  were  giving  longer  terms  of  credit,  then  we  would 
be  bound  to  consider  doing  the  same  thing  ourselves. 
Obviou^y  we  could  not,  in  the  broad  context  of  a general 
agreement  that  we  would  not  compete  in  credit  terms 
with  each  other,  allow  any  particular  range_  of  exports 
to  be  damaged  unnecessarily  because  one  particular  coun- 
try was  giving  longer  terms  of  credit  for  that  type  of 
exports.  If  a case  were  made,  we  would  certainly  look  at 
it. 

9637.  Is  there  any  real  probability  or  possibility  of 
velopment  of  this  particular  type  of  export  cr^it  on  me 
basis  developed  between  the  wars  of  loans  raised  m the 
Internationa  market?  To  the  extent  that  an  importer  can 
raise  the  money  and  pay  for  his  goods,  then  there  is  no 
problem  for  us,  if  we  are  the  supplier.  What  would  be 
the  effect  upon  our  export  trade,  supposing  that  there 
were  a trend  back  toward  the  raising  of  the  loans  requirefl 

in  the  international  money  market? It  would  depenfl 

as  to  whether  those  loans  were  tied  or  not. 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


MINUTES  OF  EVIDENCE 


633 


26  June,  1958]  Sir  Roger  Makins.  G.C.M.G.,  K.C.B.,  Sir  Leslie  Rowan,  K.C.B.,  C.V.O.,  [Continued 

and  Sir  Edmund  Compton,  K.B.E.,  C.B. 


9638.  I was  thinking  in  terms  of  an  importer  being 
able  to  raise  the  wind  to  make  possible  the  purchase  of 
the  imports.  Is  it  the  Treasury’s  view  that  that  would 
help  substantially  the  development  of  our  export  market 
in  the  particular  field  of  capital  goods?  What  about 
Germany?  What  about  Japan?  What  about  the  United 

States? If  an  individual  importer  can  raise  finance 

on  any  particular  market,  the  natural  assumption  would 
be  that  he  would  be  raising  it  in  relation  to  some  particular 
purchase  from  that  market.  On  the  whole  I suppose  the 
London  market  within  our  resources  provides  as  good  a 
means  of  doing  that  as  any  market  which  exists.  If  you 
go  to  the  wider  concept  of  governments  or  subordinate 
authorities  raising  loans  on  markets,  then  in  general  those 
are  not  related  specifically  to  purchases  from  that  par- 
ticular country.  It  is  this  kind  of  long  term  unlipd 
external  lending  which  seems  to  us  to  be  so  important 
as  a supplement  to  institutions  like  the  World  Bank  and  so 
forth,  particularly  lending  by  those  countries  which  have 
continuingly  strong  external  positions ; for  example,  Ger- 
many. 

9639.  Sir  Oliver  Franks : Could  I go  one  last  stage  with 
these  questions  about  the  five  year  rule?  If  the  considera- 
tions of  actions  or  happenings  which  would  relate  to  the 
exchanges  is  perhaps  the  dominant  element  in  making 
people  feel  that  the  foreseeable  period  is  about  five  years, 
I wonder  whether  you  have  not  been  too  modest  about 
another  consideration.  When  one  takes  the  hazards  of 
the  exchanges  into  account,  it  seems  to  me  difficult  to 
come  down  very  clearly  to  a particular  period,  three,  five 
or  seven  years,  and  1 wondered  whether  the  degree  to 
which  we  can  afford  unrequited  exports,  that  is  to  say, 
the  balance  of  payments  consideration,  is  not  something 
which  at  least  in  this  last  ten  years,  whatever  mtiy  be  true 
in  the  next  few  years,  has  been  of  major  imporlancc  in 
bringing  tho  period  down  to  five  years.  I thought  you 
rather  underestimated  the  importance  of  that  motive.  I 
should  not  have  been  surprised  if  it  had  been  almost 
preponderant  in  quite  a lot  of  the  period.  Wh.at  I have 
in  mind  in  asking  the  question  is  this:  in  proportion  as 
the  degree  of  unrequilcdness  of  exports,  that  is  to  say,  the 
balance  of  payments  problem,  is  of  major  importance,  then 
the  determination  of  five  years  must  ■essentially  be  made 
by  Government  and  not  by  business  advisers.  The  further 
you  have  gone  in  your  replies,  the  less  it  seems  clear  that 
the  five  years  is  really  due  to  external  advice,  and  the 
more  it  looks  as  if  it  were  a dctcrniinalion  (quite  likely  a 
very  sensible  determination)  of  Government,  Would  you 

comment  on  that? It  is  not  often  that  people  say  to 

me  that  I underestimate  the  importance  of  the  balance 
of  payments  I I am  extremely  grateful  for  this  one  little 
swallow ! However,  I did  perhaps  skat©  over  it  too  lightly. 
Of  course  it  is  absolutely  true  that  our  balance  of  pay- 
ments, as  part  of  our  external  monetary  situation,  has 
been  a dominant  factor.  Indeed  you  will  recall  that  in 
a paper  ■on  “ Monetary  policy  and  external  economic 
problems”  which  we  submitted  to  this  Committee  we  said 
in  the  last  paragraph : “ having  regard  to  the  limitations 
of  our  external  monetary  position,  doubt  has  existed  about 
our  capacity  to  carry  out  our  domestic  programmes  with- 
out runniing  into  inflation."  We  have  stressed  that,  and 
it  is  absolutely  correct  that  it  has  been  a dominant  factor. 
It  is  very  difficult  in  ^is  to  be  absolutely  clear  what 
additional  charge  this  might  make  to  the  balance  of  pay- 
ments, because  we  have  not  comprehensive  figures  of  all 
the  forms  of  export  credit  that  are  given.  We  know  what  is 
given  by  E.C.G.D.,  but  we  do  not  know  what  Is  given 
outside  E.C.G.D.  But  If  you  look  at  E.C.G.D.  medium 
term  guarantees,  which  is  what  we  are  really  talking 
about,  the  figures  show  that  repayments  in  1959  on 
existing  business  are  expected  to  be  about  £92  million.  If 
the  maximum  period  of  cover  was  extended  from  five 
years  to  seven  years,  it  might  then  be  expected  that  annual 
repayments  would  be  reduced  by  sometoing  in  the  region 
of  £25  million.  This  would  build  up  over  two  or  three 
or  four  years  until  it  got  to  the  maximum,  and  I suppose 
at  the  end  of  the  period  we  might  have  a total  additicmal 
external  investment,  what  you  might  call  unrequited 
exports,  reaching  a maximum  point ; it  would  not  go  on 
permanently  unless  the  totality  of  our  trade  extended. 
That  point  would  be  something  dn  the  region  of  £80 
million.  TTiat  is  the  sort  of  figure  which  one  would  have 
to  contemplate  building  up  as  an  additional  burden  on 
one’s  external  position  over  a -period  of  three  or  four 
years.  That  would  be  quite  an  important  factor. 
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9640.  Chairman : I had  rather  the  same  impressiem  as 
Sir  Oliver,  that  in  ^the  end  this  limitation  of  time  has  more 
policy  in  it  than  anything  else.  Your  answer  was  on  the 
practical  side  of  what  would  be  involved,  but  would  you 

accept  the  general  assumption? 1 would  accept  that  it 

has  a great  deal  of  policy  in  it,  but  I would  not  accept 
the  deduction  from  that  that  it  has  not  the  support  of 
business  men,  like  other  advice  which  we  get  from  bodies 
like  the  Advisory  Council  and  from  institutions  like  the 
Berne  Union. 

9641.  Mr.  Woodcock:  But  how  much  policy  is  involved 
in  this?  We  are  concerned  only  with  government- 
guaranteed  credit  for  trading  transactions.  Let  us  suppose 
that  there  is  no  fear  of  a credit  race ; let  us  suppose  that 
there  is  no  lack  of  confidence  generally,  and  no  fear  of 
•the  operation  of  exchange  controls  in  the  future  ; and  let 
us  assume  that  we  are  not  dealing  with  special  cases  such 
as  aircraft,  which  might  need  special  treatment.  Does  it 
not  follow  from  what  you  have  said  that  you  would  still 

maintain  five  years  as  the  credit  horizon? It  depends 

a great  deal  on  the  conditions.  If  you  are  assuming  that 
kind  of  world,  we  would  naturally  want  to  get  advice 
from  those  concerned  on  the  Advisory  Council  about 
what  they  would  consider  in  those  circumstances  would  be 
the  normal  credit  horrizon  for  a trading  transaction,  but 
from  our  point  O'!  view  the  element  in  the  insurance  risk 
which  relates  to  governmental  action,  not  to  the  credit- 
worthiness  of  the  purchaser,  goes  out,  and  it  would  come 
down  to  the  question  of  how  much  we  oould  afford. 

9642.  Is  not  “afford”  also  a question  of  "worth 
while  "?  I could  perhaps  afford  to  buy  cigars,  but  I do 
not  think  it  is  worth  my  while.  How  far  is  this  five 
years  really  the  normal  kind  of  thing  that  one  would  do 

in  giving  credit  for  a trading  transaction? ^I  do  not 

know;  but  let  us  assume  your  world.  I think  you  are 
asking  me  what  the  important  industrialists  and  exporters 
would  be  prepared  to  give,  because  they  would  have  no 
risk  except  the  risk  of  the  creditworthiness  of  the  person 
with  whom  they  are  in  contact.  I find  that  a very  difficult 
question  to  ans-wer,  because  I have  no  basis  on  which  to 
go  really  to  answer  it ; 'but  I should  have  thought  that  it 
would  in  those  circumstances  vary  enormously  according 
not  only  to  the  goods  but  also  .to  .the  person  with  whom 
one  was  doing  trade. 

9643.  Professor  Cairncross:  Let  us  put  the  question  to 

you  the  other  way:  if  the  balance  of  payments  were  very 
much  more  favourable  in  this  country,  would  .that  cause 
you  to  modify  in  any  way  your  present  attitude  to  export 
credit  insurance? It  would  remove  one  deterrent. 

9644.  But  would  you  in  fact  extend  the  period  of  five 

years? ^I  cannot  possibly  answer  that  question.  All 

i can  say  is  that  it  would  remove  one  deterrent  in  the 
general  circumstances. 

9645.  Would  it  not  also  remove  one  incentive?  Is  it 
not  likely  that  if  the  .balance  of  payments  were  more 
favourable  you  would  have  less  desire  to  grant  credit  more 
liberally  t-o  exporters,  because  you  would  be  under  less 

pressure  to  increase  exports? No,  because  I think 

another  series  of  considerations  would  come  in.  There 
are  very  important  political  as  well  as  economic  and  social 
considerations  relating  to  the  development  of  under- 
developed countries,  and  all  those  kind  of  considerations 
would  have  increasing  importance  and  weight  if  we  did 
not  feel  that  by  extending  ourselves  too  much  on  that  we 
were  going  to  bring  ±e  currency  into  doubt. 

9646.  Sir  Reginald  Verdon  Smith:  In  that  connection, 

I was  going  to  ask  you  whether  you  regard  the  credit 
horizon  as  being  at  the  same  distance  at  all  points  of  the 
compass? Are  you  talking  geographically? 

9647.  As  from  London,  yes. think  you  would  be 

very  surprised,  so  far  as  governments  are  concerned,  to 
know  where  one  would  regard  it  as  being  further  away. 
It  does  not  at  all  vary  according  to  the  sharp  division 
between  East  and  West.  So  far  as  payment  is  concerned, 
one  cannot  necessarily  draw  a sharp  line  as  to  where  it 
goes. 

9648.  Mr.  Woodcock:  'What  would  be  considered  as 
the  normal  division  in  time  between  a credit  and  an 

investment?  Have  you  any  views  on  that? ^The  view 

we  take  about  credit  is  five  years ; as  regards  investment, 
I do  not  know.  People  raise  loans  for  varying  periods. 
I should  imagine  that  the  normal  period  for  a large  railway 
project  (I  am  sure  Sir  John  Woods  knows  more  about  this 
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than  I do)  Tnight  .be  fifteen  or  trwenty  years  ; for  a steel- 
works I suppose  it  might  be  a .bit  shorter.  When  it  comes 
to  investment  fifteen  to  twenty  years  seems  to  me  the  sort 
of  terms  one  is  talkin-g  in. 

9649.  That  you  would  define  as  an.  investment? 

Yes,  a long-term  investment. 

9650.  Professor  Cairncross:  1 am  not  clear  where  the 
underdeveloped  countries,  which  you  mentioned  just  now, 
enter  into  this  discussion?  I should  imagine  that  if  the 
balance  of  payments  were  more  favourable  than  it  has 
been  in  the  past  you  would  take  advantage  not  of  section  1 
but  of  sections  2 and  3 of  the  Act,  if  it  were  desired  to 
extend  more  credit  or  offer  more  capital  to  the  under- 
developed countries.  I thought  that  the  tenor  of  your 
earlier  replies  was  that  you  would  wish  on  various  grounds, 
in  which  the  balance  of  payments  really  did  not  feature 
very  prominently,  to  hold  to  the  five-year  period  under 
section  1,  but  that  you  might  have  reason  to  depart  from 
those  conditions  under  sections  2 and  3,  if  either  we  were 
exposed  to  greater  oompetitioa  from  other  countries  and 
there  were  a credit  race,  or  there  were  non-economic 
reasons  for  trying  to  add  to  the  capital  invested  abroad? 

'I  thought  'Mr.  Woodcock  was  asking  whether,  if  we 

had  a world  in  which  there  was  no  doubt  on  political 
grounds  about  currency  availabilities,  it  would  be  desirable 
to  give  longer  CTedvts.  All  I was  saying  was  that  in  those 
circumstances  a deterrent  would  be  .removed,  and  a factor 
such  as  the  question  of  whether  it  would  be  more  helpful 
in  those  circumstances  to  underdeveloped  countries  to  get 
longer  .terms  of  credit  would  be  one  which  weighed  more 
heavily.  After  all,  they  are  the  countries  which  are 
wanting  the  longer-term  ocedi.t. 

9651.  Sir  John  Woods:  One  other  'point  has  arisen  in 
regard  to  a mixed  loan,  where  the  total  credit  is  fo.r  a period 
of,  say,  .twelve  years,  of  which  credit  insurance  cover  is 
given  only  for  the  ifiye  years  after  shipment,  the  other 
finance  being  found  without  guarantee,  I understand  that 
the  E.C.G.D.  and  the  other  members  of  the  Berne  Union 
have  agreed  that  it  would  be  improper  on  sound  credit 
insurance  principles  to  enter  inlo  an  arrangement  of  that 
kind.  .1  suppose  .that  is  based  on  the  view  of  the  Advisory 

Council.  Is  that  a view  which  the  Treasury  supports? 

Yes,  we  support  that  view.  We  think  that  it  would  not 
be  very  long,  if  we  did  that  kind  of  thing,  before  the 
whole  general  scale  of  insurance  credit  was  drawn  up  to 
that  level.  The  kind  of  case  which  is  so  often  mentioned 
is  perhaps  a bit  shorter  .than  yours,  where  the  first  five 
years  are  covered  by  the  E.C.G.D.  and  the  last  'two  years 
are  covered  by  the  supplier ; our  view  is  that  we  should 
’ery  soon  find  ourselves  in  the  position  where  the  totality 
f credit  had  been  pushed  willy-mlly  up  to  seven  years. 

9652.  You  mean  the  total  amo'unt  which  would  be 

.uaranteed  by  the  credit  insurer? Yes.  We  think  that 

ihere  would  be  a very  strong  'pressure  indeed,  once  this 
mixed  arrangement  became  established,  for  the  .total  period 
of  the  mixed  arrangement  to  become  the  normal  period 
for  the  credit  insurer. 

9653.  Professor  Sayers:  Your  five  year  limit  would  in 

fact  be  practically  indefensible  at  that  point? ^That  is 

our  feeling. 

9654.  Because  it  has  no  very  clear  basis  of  principle? 
That  is  so. 

9655.  Mr.  Woodcock:  You  agree  with  the  conclusion 

that  there  is  no  principle  involved  in  .the  five  years? 

I do  not  think  there  is  a principle ; it  is  a combination 
of  .practical  considerations. 

9656.  Apart  from  the  five  years,  surely  there  is  a prin- 
ciple in  limitation? It  is  very  important  to  be  clear 

whether  we  are  saying  there  is  a principle  in  the  five 
years  or  whether  we  are  saying,  as  you  are  now,  that 
there  is  a principle  in  limitation.  There  must  be  some 
principle  in  limitation,  because  otherwise  we  are  not  .having 
any  regard  .to  what  is  called  in  the  jargon  " the  horizon, 
of  insurable  risk  ”.  There  must  be  some  principle  there. 

9657.  Chairman : Sir  Leslie,  I would  guess  from  what 
you  said  that  your  recent  review  did  not  cover  any  question 
of  the  availability  of  finance  for  exports,  but  was  con- 
cerned solely  with  the  operation  of  the  Export  Guarantees 
Act.  We  have  had  certain  .points  of  view  put  to  us  with 
regard  to  the  availability  of  finance.  Has  'the  Treasury  a 
view  generally,  first  of  all,  as  to  whether  finance  is  satis- 
factorily available  for  medium  term  export  credits 


supported  by  a direct  banker’s  guarantee? Sir  Edmund 

Compton:  We  maintain  that  the  E.C.G.D.  guarantee  is  an 
effective  passport  to  finance  in  present  circumstances.  I 
think  the  situation  might  well  be  different  if  on  poli^ 
grounds  there  was  an  E.C.G.D.  guarantee  given  to  credits 
.for  over  five  years.  In  that  situation  present  sources  of 
finance  might  well  feel  that  they  were  not  able  to  lend. 

9658.  'Because  it  would  .be  too  long  for  thdr  habitual 

needs,  and  there  would  be  no  alternative  provider  of 
finance  whom  it  would  suit? ^That  is  really  a hypo- 

thetical question,  because  we  have  not  got  that  situation. 

I would  not  like  to  dogmati.se  about  what  the  banks  might 
or  might  not  wish  to  do.  But  as  we  are  at  present  it  does 
look  on  the  evidence  we  have  that  the  present  system 
cannot  be  criticised  on  the  grounds  that  finance  is  not 
readily  available  cither  because  this  is  business  that  the 
banks  will  not  do  or  because  it  is  business  that  they 
cannot  do  because  they  have  not  got  the  money  to  do  it 
with. 

9659.  It  'has  been  suggested  that  this  question  of  making 

finance  available,  possibly  for  a longer  term,  might  be 
revolutionised  if  the  kind  of  Government  guarantee  which 
is  represented  by  the  direct  bankers'  guarantee  today  could 
take  the  shape  of  a negotiable  instrument.  What  do  you 
say  about  'that? Any  Treasury  view  on  that  is  neces- 

sarily a provisional  one,  because  one  cannot  be  more 
precise  without  a good  deal  of  detailed  market  inquiry. 
It  would  be  a major  exercise  working  this  .out,  in  terms 
of  what  the  market  reaction  would  be  to  an  instrument 
of  tois  kind. 

9660.  The  market  reaction  I would  have  thought  would 
be  very  .much  conditioned  by  the  official  reaction,  either 
the  Treasury  or  the  Bank  of  England. — Sir  Oliver  Franks : 
Would  it  not  depend  very  much  on  whether  this  paper  was 

acceptable  for  discount  at  the  Bank  of  England  or  not? 

Yes.  At  this  stage,  in  advance  of  a reed  for  this  instru- 
mern  having  been  established,  one’s  provisional  view  may 
seem  perhaps  unduly  hostile,  because  the  disadvantages  are 
perhaps  more  apparent  than  the  advantages.  From  the 
official  end  one  can  see  in  advance  pretty  clearly  the  dis- 
advantages in  the  shape  of  disturbance  'to  monetary  man- 
agement, while  in  the  absence  of  need  the  advantages  look 
like  advantages  of  convenience,  and  perhaps  no  more,  to 
the  borrower ; and  1 think  those  advantages  might  be 
probably  hypothetical.  I think  the  point  made  by  Sir 
Oliver  Franks  is,  if  I may  say  so,  a good  one.  A lot  of  the 
effect  on  the  .market  would  depend  on  the  kind  of  instru- 
ment and  the  kind  of  paper  that  would  result  from  this 
operation.  On  'that  we  would  need  to  pick  out  a special 
point  in  advance,  na-mely  whether  the  promissory  note 
draiwn  by  the  foreigner  was  a piece  of  foreign  government 
pa.per  or  was  a promissory  note  of  a non-government 
buyer.  There  .would  .be  t'Wo  special  difficulties  about  a 
prom-issory  nolo  by  a foreign  go-vemment  guaranteed  by 
E.C.G.D.  and  'put  into  the  market:  first  of  all  ffiat  it 
would  be  in  a sense  a reflection  upon  the  credit  of  the 
foreign  government  that  it  needed  the  backing  of  Her 
Majesty’s  Government’s  name;  and  secondly  that,  if  one 
gives  a guarantee  involving  the  taxpayers'  money,  one  has 
to  think  about  what  siecurily  -one  can  take  and  what 
recourse  one  can  have  in  the  case  of  default.  I need  not 
labour  the  point  that  in  both  respects  one  is  better  off 
if  'the  paper  Is  non-gaveiriiraent  paper  than  if  it  is  govern- 
ment paper. 

9661.  Professor  Cairncross:  But  have  you  not  in  the 
past  made  use  of  promissory  notes  issued  by  foreign 
governments  and  guaranteed  by  H.M.G.  in  just  that  way? 

1 know  there  is  a pre-war  precedent  fw  such  notes ; 

I am  just  saying  how  it  looks  provisionally  at  this  stage. 

9662.  Chairman : Your  liability  for  the  taxpayers’  money 
is  unconditional  if  a banker's  guarantee  is  given ; surely 

the  only  question  is  who  you  are  liable  to? Yes.  I 

know  that  the  actual  liability  to  pay  on  the  guarantee  is 
a liability  to  the  holder  of  the  note  ; the  question  always 
arises  what  the  Government  as  guarantor  docs  to  try  and 
recover  the  money  that  it  loses  Jn  the  case  of  a default 
occurring. 

9663.  Professor  Sayers:  What  is  this  disadvantage  that 
you  describe  as  obvious  from  the  point  of  view  of 

monetary  management? 1 would  like  to  come  to  that 

now.  I was  dealing  first  of  all  wfh  the  pre-war  precedrat 
of  the  Govemment'guara'nteed  promissoiw  note,  to  which 
I think  there  axe  some  objections.  But,  it  the  need  arose, 
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a rciOT©  practicable  alternative  might  perhaps  be  a 
promissory  note  issued  iby  the  foreign  buyer  endorsed  by 
the  E.C.G.D.  which  would  then  be  marketable  in  the 
United  Kingdom.  This  would  .in  fact  be  a piece  of  gilt- 
edged  paper ; and  then  if  the  •period  was  right  it  would 
be,  or  it  could  be,  made  re-discountable  at  the  Bank  of 
England,  in  the  sense  that  if  such  a piece  of  paper  was 
in  the  hands  of  the  discount  market  it  might  be  elLgible 
as  collateral  for  a Bank  of  England  advance  to  the 
market.  That  is  what  I had  in  mind  when  speaking  of 
disturbance  to  market  management. 

9664.  Need  it  be  through  'the  disoount  market? 1 

am  trying  to  make  a hypothesis  about  what  sort  of  paper 
it  would  be.  If  it  was  re-disoountable  at  the  Bank  of 
^gland  in  the  hands  of  'anyone  it  would  be  more  gilt- 
edged  than  any  gilt-edged  that  exists  today, 

9665.  Chairman'.  It  would  give  access  to  the  Bank, 

which  other  holders  of  gilt-edged  do  not  have? 

Exactly.  The  only  people  who  can  go  to  the  Bank  of 
England  for  a loan  are  the  discount  market. 

9666.  Professor  Sayers:  That  is  surely  not  an  ineV'itable 

feature  of  our  life  for  the  next  century? No ; but  I 

wo'uld  think  that,  if  tWs  paper  was  given  a status  superior 
to  all  Goveimment  securities  at  the  present  time,  in  that 
the  holder  could  take  it  to  the  Bank  of  England  and  get 
a loan  on  it,  that  that  would  perhaps  accentuate  the 
difficulties  for  the  authorities  in  monetary  management. 

I was  putting  this  point  about  re-discountability  a't  the 
Bank  of  England  at  its  lowest,  because  I think  that,  if 
promisso'ry  notes  of  this  kind,  of  five  years  and  under, 
were  marketed,  they  might  well  be  regarded  as  ranking 
on  a par  with  gilt-edged  for  a similar  period,  but  not 
above  it.  That  was  the  hypothc.sis  I was  trying  to  make. 

9667.  Chairman:  You  are  offering  a hypothesis  that 

they  might  perhaps  get  into  the  hands  of  the  discount 
market  brfore  being  taken.  tO'  the  Bank? ^Yes. 

9668.  What  about  the  disturbance  -to  monetary  manage- 

fnCTit? ^Thc  first  question  would  be  to  what  extent  this 

would  'lead  to  a large  volume  of  business  in  this  marketable 
form,  in  contrast  to  or  perhaps  at  the  expense  of  the 
business  now  done  by  way  of  guarantee  of  a non- 
marketablc  advance.  One  would  expect  pressure  for  the 
extension  of  the  scheme.  There  might  well  be  a preference 
for  it,  certainly  on  the  part  of  the  borrower.  In  so  far 
as  a large  volume  did  develop,  it  would  add  substantially 
to  the  amount  of  liquid  and  semi-liquid  aasets  in  the 
hands  of  the  banking  system  ; and  the  addition  would,  1 
think,  take  place  in  amounts  and  at  times  outside  the 
control  of  the  authorities.  Moreover,  in  terms  of  the 
investors’  readines-s  to  buy  gilt-edged  securities,  this  new 
paper  would  be  a competitor  in  the  market,  and  might 
therrfore  interfere  with  Government  funding  operations. 

I do  not  want  to  overstress  that,  because  one  is  peering 
into  something  that  has  not  yet  happened. 

9669.  The  objection  is  that  it  would  add  to  the  volume 

of  marketable  Government  obligations? Yes.  The 

final  point,  and  perhaps  the  most  uncertain  part  of  the 
whole  of  it,  is  the  elfect  that  tire  introduction  of  this 
security  would  have  on  rates  of  interest.  As  far  as  I can 
judge  the  large  attraction  of  this  idea  to  the  borrower 
would  be  that  he  might  get  his  finance  more  cheaply  this 
way.  If  we  assume  that  this  paper  is  on  a par  with 
gilt-edged  for  a comparable  period  and  take  rates  as  they 
are  today,  whereas  an  exporter  would  be  charged  1 per 
cent,  over  the  Bank  Rate  on  his  guaranteed  advance  today, 
the  rate  on  a five-year  Government  security  in  the  market 
is  between  4i  and  4i  per  cent.  The  borrower,  having 
got  the  benefit  of  Government  credit,  would  then  try  and 
reap  that  benefit  by  borrowing  in  effect  on  the_  terms 
applicable  to  Government  credit  for  five  years  in  the 
gilt-edged  market. 

9670.  Professor  Sayers:  But  surely  he  would  be  charged 
for  this  privilege  in  the  premium?  Why  should  he  be 
given  this  as  a present  when  the  Government  is  taking 

the  risk? ^This  is  a point  which  would  come  out  in 

the  market  exercise.  I am  thinking  about  bow  this  would 
be  viewed  by  the  suppliers  of  credit  who  at  the  moment 
are  earning  6 per  cent,  on  this  business,  but  would  under 
this  arrangement  be  asked  to  switch  a lot  of  their  lending 
from  an  unmarketable  6 per  cent,  to  a marketable  4^  per 
cent,  taking  the  rates  as  they  are  today. 


9671.  Are  you  not  making  it  much  more  difficult  and 
complicated  by  assuming  that  this  must  be  marketable 
paper?  May  I put  to  you  the  alternative  hypothesis,  that 
this  is  paper  that  is  placed  with  the  bajiks  and  the  banks 
have  the  privilege  of  rediscounting  it  under  specified 

circumstances? ^That  is  not  the  byppthesis  I was  asked 

to  comment  on.  That  would  be  a special  security  which 
was  controlled  by  a particular  lender,  namely,  the  bank 
concerned. 

9672.  Chairman : I gave  you  the  hypothesis  of  a nego- 
tiable instrument  because  that  is  the  phrase  that  has  been 
habitually  used  to  us.  You  are  helping  us  by  analysing 
the  different  possibilities.  Is  this  not  a real  alternative? 

do  not  know  ‘that  1 can  take  that  very  far  before 

making  a particular  study  with  the  market,  which  in  this 
case  is  predominantly  the  banks,  and  ascertaining  how 
that  would  work  out  from  their  point  of  view. 

9673.  Professor  Cairncross:  May  we  ask  you  one 
thing  on  a point  of  fact?  Did  the  pre-war  system  of 
promissory  notes,  which  concerned  the  U.S.S.R.  and 
Afghanistan  particularly,  work  unsatisfactorily?  Was  the 
issue  of  promissory  notes  received  with  acclaim  by  the 

market? 1 am  afraid  I cannot  tell  you  what  the  market 

thought  of  them. 

9674.  It  was  the  market  reaction  that  you  laid_  stress 
on ; you  said  that  it  would  be  regarded  as  reflecting  on 
the  credit  of  the  government  concerned.  I was  wondering 

what  the  credit  of  these  two  governments  was? On  that 

I was  not  thinking  of  the  reaction  of  the  market  but 
the  reaction  of  the  government  whose  credit  H.M.G. 
were  offering  to  under -pin. 

9675.  Professor  Sayers : May  I go  back  to  your  difficulty 
aibout  the  disadvantage  to  monetary  management?  You 
were  assuming,  I think,  that  any  addition  to  the  volume 
of  Government  paper  was  to  be  regarded  as  a disadvan- 
tage from  the  point  of  view  of  monejary  management? 
1 added  the  words : “ in  amounts  and  at  times  out- 
side the  control  of  the  authorities  ”.  I am  in  a difficulty 
in  m^ing  any  estimate  of  the  volume  that  would  result 
and  the  extent  that  business  would  go  over  to  this  from 
non-marketable  advances  which  account  for  the  bulk  of 
the  outstanding  business  now. 

9676.  You  agree  that  that  was  your  assumption? 

Yes,  with  that  qualification. 

9677.  Professor  Cairncross:  Are  loans  made  under 
section  3 of  the  Export  Guarantees  Act  tied  ipso  factol 
Sir  Leslie  Royvan : Yes. 

9678.  These  loans,  so  far  as  I know,  have  been  made 
to  swh  countries  as  Persia,  Pakistan  and  so  on  not  for 
specific  projects  but  to  cover  a variety  of  expenses?— 

Lord  Harcourt:  The  shopping  list  technique? ^Pakistan 

had  a shopping  list;  although  we  knew  the  particular 
categories  of  goods  it  was  not  a specific  project, 

9679.  Professor  Cairncross:  Has  there  .been  any  instance 
in  which  a project  has  been  looked  at  from  the  point 

of  view  of  offering  section  3 assistance? 1 would  not 

like  to  an.swer  that  in  general  terms.  I cannot  recall 
myself  having  had  to  look  at  any  particular  case,  but  it 
may  have  been  done  by  others.  But  it  is  open  to  be  looked 
at ; we  could  make  a loan  under  section  3 relating  to  a 
specific  project. 

9680.  So.  if  you  wish  to  act  as  the  Export-Import  Banks 

act  although  there  might  be  problems  of  staffing,  you 
would  have  the  power  to  make  loans  of  a similar  charac- 
ter?  ^Yes.  I would  not  confine  the  problems  to  those 

of  staffing  ; there  would  be  other  problems  as  well.  Sub- 
ject to  that  I would  agree  that  we  have  the  powers  to 
act  as  the  Export-Import  Bank  acts,  and  give  long  term 
development  loans  related  either  to  general  expenditures 
or  specific  projects. 

9681  Could  you  indicate  what  the  other  difficulties 
would  be? ^The  question  of  whether  we  could  afford  it. 

9682.  And  any  others? ^No,  1 think  I will  stand  on 

that  one. 

9683.  Sir  John  Woods:  Did  you  use  powers  under 

section  3 to  make  a Government  loan  for  the  Indian 
steel  scheme? Yes. 


30300 


[Sir  Edmund  Compton  withdrew) 
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9684.  Chairman:  Now,  Sir  Roger,  may  we  pass  on 
to  the  other  subject  which  we  wish  to  discuss  today,  the 
forward  exchange  market? — ^ — Sir  Roger  Makins:  We 
have  had  to  call  up  some  reinforcements — Mr.  Parsons: 
With  your  permission,  Sir,  I have  brought  Mr.  Bridge, 
who  has  an  even  closer  direct  contact  with,  the  exchange 
markets  than  I have,  and  who  may  be  able  to  help  us 
on  questions  of  fact. 

9685.  We  have  two  new  papers  on  this,  a descriptive 
paper*  toy  the  Bank  of  England  and  a pa-pcr  on  policyt 
by  the  Treasury.  Are  there  any  questions  on  the  Bank’s 
paper? — Professor  Cairncross:  There  are  references  in 
paragraphs  18  and  21  to  the  limits  within  which  autho- 
rised dealers  can  hold  foreign  exchange  both  on  open 
accounts  and  against  forward  transactions.  May  we  know 

what  these  limits  amount  to  in  the  aggregate? ^Those 

limits  are  not  an  invariable  aggregate  amount.  They 
can  vary  from  time  to  time  according  to  the  requirements 
of  Individual  banks.  I should  have  thought  that  there 
was  no  harm  in  saying,  to  give  you  an  order  of  magnitude, 
that  the  limits  overall,  which  consist  of  both  the  limits 
on  spot  exchange  held  against  forward  contracts  and  the 
limits  on  open  positions,  are  in  the  region  of  £100  million 
in  the  aggregate.  This  represents  the  aggregate  of  in- 
dividual limits  for  some  130  banks.  You  may  wish  to 
ask  about  the  extent  to  which  these  limits  are  utilised ; 
I emphasise  that  this  is  an  aggregate  figure  which  in  fact 
is  nowhere  near  reached  in  ordinary  circumstances. 

9686.  On.  the  basis  of  your  experience,  particularly 
before  1951,  can  you  give  us  any  judgment  on  the  extent 
of  forward  contracts  that  are  entered  into  involving 
sterling?  If  you  have  some  figures  for  later  years,  that 
would  be  all  the  better ; but  I assume  that,  since  you 
were  actively  in  the  market  before  1951  you  would  be 
in  a position  to  say  more  definitely  what  the  situation 

was  at  that  time? 1 have  not  really  got  any  very  reliable 

detailed  figures  on  that.  If  the  Committee  would  like 
to  have  some  indication,  I dare  say  we  can  discover  that 
from  our  records.  I should  think  that,  as  an  order  of 
magnitude,  we  might  on  occasions  have  been  overbought 
by  as  much  as  $100  million  or  more. 

9687.  Nothing  appreciably  greater  than  $100  million? 
— — ^That  is  an  order  of  magnitude ; it  is  rather  a round 
and  approximate  figure. 

9688.  When  you  say  that  there  is  a large  market  in 

forward  exchange,  this  is  the  order  of  magnitude  of  deal- 
ings that  we  should  have  in  our  minds? ^That  is  the 

net  position,  including  dealings  in  both  directions. 

9689  That  is  the  net  outstanding  obligation  forward? 
That  is  so. 

9690.  Would  we  be  right  in  assuming  that  you  keep 

track  of  this  position  from  time  to  time,  and  that  you 
have  some  fairly  accurate  idea  of  the  net  forward  posi- 
tion in  sterling? ^We  certainly  have  a fairly  accurate 

idea  of  the  extent  to  which  the  authorised  banks,  for 
example,  are  holding  exchange  against  forward  obligations. 

9691.  That  would  be  all  that  you  could  follow? 

Yes. 

9692.  You  would  not  be  in  a position  to  judge  how 
far  forward  operators  were  taking  a speculative  position 

on  the  basis  of  their  own  holdings  ? No.  We  do  know, 

of  course,  the  extent  to  which  our  banks  have  open  posi- 
tions at  any  moment  of  time. 

9693.  Would  we  be  right  in  supposing  that  the  forward 
transactions  represent  only  a fairly  limited  fraction  of 

the  total  of  spot  transactions? Yes,  I think  you  would 

be  quite  right  in  assuming  that. 

9694.  W^at  would  'the  proportion  'be  of  one  to  the 

other  in  normal  circumstances? 1 should  hesitate  to 

hazard  a guess  on  that. 

9695.  Chairman:  May  we  now  turn  to  ithe  Treasury 
Mper? — Professor  Sayers:  In  paragraph  5 (1)  you  say; 

‘ Such  a policy  could  not  be  prudently  recommended.” 
Then  'later  you  use  the  word  “Furthermore",  which 
makes  me  think  that  the  reasons  given  following  that  are 
different  from  those  underlying  the  earlier  sentence.  Are 
the  reasons  underlying  ^at  sentence  additional  to  those 
given  in  the  following  sentences? Sir  Leslie  Rowan: 

* Memoranda  of  Evidence  Part  I No.  14. 
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Bridge,  Esq.,  of  tlie  Bank  of  England,  called  and  examined. 

I do  not  think  that  we  are  drawing  any  distinction  here. 
We  are  trying  to  give  a coherent  account  of  the  reasons 
•under  this  heading.  The  main  reason  we  give  is  that  it 
would  involve  assuming  a possibly  unlimited  liability,  and 
then  we  give  other  reaso-ns,  including  the  doubt  it  might 
cast  on  our  reserve  figures  because  people  would  know 
that  this  liability  was  there  and  might  be  very  large  and 
the  reserve  figures  would  therefore  not  have  the  integrity 
which  they  now  have.  “ Such  a policy  could  not  be 
prudently  recommended  ” might  well  be  said  to  cover  the 
whole  of  this  heading. 

9696.  Chairman : It  us  the  sheer  volume  of  the  possible 

commitments? It  is  referred  to  in  paragraph  18  of 

the  Bank  paper,  where  they  say:  — 

“ But  whereas  in  the  case  of  inward  arbitrage  there 
is  in  theory  no  limit  to  the  extent  to  which  American 
banks  may  buy  spot  sterling  in  cover  of  their  forward 
sales,  in  the  case  of  outward  arbitrage  there  are  defined 
limits.” 

That  is  the  crucial  connection  between  paragraph  5 (c)  in 
our  paper  and  the  Bank  paper. 

9697.  Professor  Cairncross:  Would  I 'be  right  in 
supposing  that  if  the  Bank  did  assume  this  commitment 
forward  it  would  bo  accumulating  foreign  exchange  spot? 
Would  not  speculators  'indulging  in  this  have  to  put 

•through  a swap? Mr.  Parsons:  No.  The  Bank  would 

provide  the  counterpart  of  the  forward  sales  of  exchange. 
The  Bank  would  not  necessarily  cover  itself  in  the  spot 
market.  We  should  not  normally  expect  the  Exchange 
Equalisation  Account  to  act  as  a commercial  banker  would 
act. 

9698.  Does  not  the  speculatoir  require  to  part  with 
foreign  exchange  in  order  to  possess  himself  of  sterling 

'for  'this  purpose? ^The  sp.-culator  will  either  enter  into 

an  outright  sale  of  exchange  forward  or  enter  into  a 
.swap.  With  the  forward  .sale  there  is  no  spot  counterpart 
at  all.  With  the  .swap  there  is  a spot  counterpart  which 
would  get  mixed  up  in  the  totality  of  spot  operations  in 
the  market. 

9699.  Professor  Sctyer.t : The  first  case  you  gave  would 

be  a .pure  bet  between  the  foreign  speculator  and  the 
E.E.A.,  on  what  was  going  to  happen  to  the  exchange 
rate  in  the  future? ^That  is  right. 

9700.  And  there  is  theoretically  no  limit  to  the  amount 

and  volume  of  such  bets? No  limit  at  all  theoretically. 

9701.  That  is  what  is  meant  in  this  paragraph  5 (r)  when 
it  says  that  it  would  in  theory  be  without  limit.  Is  there 
not  a limit  in  the  sense  that  the  E.E.A.  could  eventually 
call  the  bluff  of  such  speculators  except  to  the  extent  to 
which  they  <^uJd  get  hold  OiC  .sterling,  and  they  could  get 
hold  of  sterling  to  a limit  that  would  exist  in  theory  but 
which  would  be  very  high  indeed  as  compared  with  any 

possible  reserves?  Is  that  not  right? ^This  kind  of 

situation  occurs  usually  on  short  term  expectations.  The 
extent  to  which  people  can  enter  into  that  kind  of  bet  on 
the  short  run  is  quite  unlimited  in  theory.  Let  us  for 
the  moment  talk  in  terms  of  selling  sterling  forward  three 
months ; if  at  the  end  of  three  months  tfie  bet  has  not 
come  off^  on  the  speculator's  side  he  has  two  options: 
he  c^  either  cail  in  his  bet,  and  that  means  he  has  to 
acquire  sterling,  or  he  can  renew  it  for  another  three 
months. 

9702.  Lord  Harcourt:  By  doing  a swap? Yes,  and 

renewing  his  forward  sale. 

9703.  Profes.sor  Sayers : And  this  can  go  on  in  unlimited 
amounts  to  the  extent  that  people  are  free  under  the  laws 
of  their  countries  to  indulge  in  such  transactions,  and  it  is 
these  bets  that  are  unlimited  in  practice?  The  EEA.  has 
some  such  bets,  I imagine,  at  times ; it  has  on  occasion 
sold  dollars  forward  without  there  ^ing  any  parallel 

influx  of  spot  dollars? On  occasions,  undoubtedly,  the 

E.E.A.  has  sold  dollars  forward. 

9704.  That  makes  me  wonder  about  rthe  sentence: — 

“ At  times  of  pressure,  therefore,  the  published 
•reserves  would  mean  little  since  the  public  would  be 
interested  more  in  the  size  of  the  forward  commitments.” 

There  are,  I suppose,  forward  commitments  at  times? 

Sir  Leslie  Rowan : This  came  up  last  time  I gave  evidence 
[cf.  Qns.  3211-14],  and  I .said,  as  Mr.  Parsons  has  just 
said,  ■that  there  is  'bound  to  be  at  times  some  parfidpatioa 
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by  the  E.E.A.  in  the  forward  mariket.  But  that  is  quite 
a different  thing  from  having  a definite  policy  of  sup- 
porting the  rate,  which  would  cast  great  doubt,  which  does 
not  exist  at  present,  over  the  value  of  the  published  figures. 

9705.  You  would  say  that  .the  pegging  of  the  forward 
rate  would  be  evident  to  the  market  from  the  circum- 
stances, and  that  that  would  involve  the  E.E.A.  in  very 
heavy  commitments? — -Certainly. 

9706.  Though  such  commitiments  can  occur  now,  it  is 

not  obvious  to  the  market  whether  they  are  becoming 
very  .much  larger ; there  is  no  reason  for  the  market  to 
suppose  at  any  time  that  they  are  becoming  dangerously 
large? None  whatever. 

9707.  That  is  the  virtue  of  holding  yourself  free  to 

alter  the  forward  rate? Of  allowing  the  forward  rate 

to  alter  itself.  I would  put  it  this  way;  if  we  had  this, 
there  would  be  a constant  mestion  mark  overhanging  our 
published  figures,  while  under  our  present  system  there  is 
not  anything  which  is  either  material  or  dangerous. 

9708.  Professor  Cairncross-.  Some  of  this  paper  seems 
to  be  written  on  the  assumption  that  excliange  control  will 
continue  as  it  now  exists.  What  would  your  attitude  be 
if  exchange  control  was  abandoned?  Would  you  feel 
that  you  ought  to  have  more  power  to  intervene  from 
time  to  time,  perha'ps  more  largely  than  you  have  done, 
in  the  forward  exchange  market?-- — Sir  Leslie  Rowan : I 
do  not  know.  1 should  like  to  consider  that  question 
rather  carefully.  My  feeling  at  finst  thought  is  that  con- 
vertibility would  not  fundamentally  alter  the  positions 
we  have  set  ourselves. — Mr.  Parsons'.  For  that  kind  of 
convertibility  that  has  been  publicly  discussed,  which 
means  convertibility  on  non-resident  account  and  the 
retention  of  exchange  control  so  far  as  United  Kingdom 
residents  are  concerned  over  all  capital  movements,  Sir 
Leslie's  answer  is  correct.  It  would  not  make  any  dif- 
ference to  the  conclusions  drawn  by  this  paper. 

9709.  Except  to  the  extent  that  you  could  retreat  in 

various  ways  now,  which  you  would  be  debarred  from 
doing  if  you  had  convertibility.  Some  support  for  the 
forward  exchange  market  might  be  of  more  value  in  con- 
ditions of  convertibility  than  in  conditions  of  inconver- 
tibility?  For  the  purposes  of  this  discussion  there  is 

already  on  non-resident  account  sufficient  convertibility  as 
to  make  this  valid  for  the  kind  of  convertibility  that  we 
have  talked  about.  The  present  situation  is  that  we  have 
convertibility  on  American  and  on  registered  account, 
and  there  is  effective  convertibility  at  a slightly  different 
rate  of  exchange  for  holders  of  transferable  sterling.  That 
situation  would  not  be  radically  altered  in  the  event  of 
normal  convertibility  on  non-resident  accounts  in  sudh  a 
way  as  to  invalidate  the  conclusions  here. 

9710.  In  paragraph  (A)  you  say: — 

“.  . . if  sterling  is  under  pressure  and  the  pound  is 
suspect,  inward  interest  arbitrage  would  be  unlikely  to 
take  place,  irrespective  of  how  profitable  it  might  be. 
The  reason  is  that  the  Exchange  Control  Act  enables 
the  Government  to  determine  how  foreign  held  balances 
may  be  dealt  with.” 

You  are  attaching  here  some  importance  even  to  such  con- 
trols as  either  do  exist  or  could  be  brought  into  existence 

under  existing  legislation? Sir  Leslie  Rowan:  The 

act  of  convertibility  would  not  change  4he  .powers  under 
the  Exchange  Control  Act. 

9711.  Profes.sor  Sayers:  It  would  still  be  convertibility 

terminable  at  any  time? Yes.  I do  not  think  we 

contemplate  that  the  Act  would  alter.  It  might  be  that 
the  Government  would  decide  that  it  should,  biit  there  is 
no  inevitable  connection  between  .that  and  making  sterling 
convertible  on  non-resident  accounts. 

9712.  Does  not  convertibility  have  only  a very  limited 
meaning  if  you  are  reserving  the  right  to  restrict  the  use 
of  non-resident  sterling  at  any  tiime?  If  that  is  the  kind 
of  convertibility  we  are  talking  about,  it  is  something  very 

different  from  before  1939? Yes,  it  is.  It  may  be  that  a 

decision  would  be  taken  to  change  that  kind  of  power, 
but  at  this  moment  I cannot  .say  that  any  decision  has  been 
or  would  be  taken  to  change  that. 

9713.  Professor  Cairncross:  I am  not  quite  clear  about 
the  reasoning  in  paragraph  5 (A).  Is  it  implied  that 
foreigners  are  afraid  that  forward  contracts  would  be 

repudiated? No.  These  are  the  circumstances  under 

which  the  exchange  rate  is  suspect. 
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9714.  If  I already  have  a contract  under  which  I have 

sold  sterling  forward  what  have  I to  fear,  unless  that  that 
contract  will  be  repudiated? — Chairman : Or  overridden  by 
governmental  action? 1 think  “overridden  by  govern- 

mental action  ” is  the  real  point. 

9715.  Professor  Sayers:  It  would  seem  to  follow  from 
the  last  sentence  in  paragraph  5 {b)  that  the  effects  of 
raising  the  Bank  Rate  on  the  foreign  exchange  situation  are 
limited  completely  to  the  effects  induced  by  the  foreigner 
supposing  that  the  higher  Bank  Rate  will  do  something  to 
'the  internal  situation,  or  is  a sign  that  something  is  being 

done  to  the  internal  situation? 1 made  a statement 

about  this  before  this  Committee  on  16th  January 
[Qn.  3211].  You  will  recall  that  at  that  time  we  said  that 
the  Bank  Rate  had  two  important  elements : one  was  the 
fact  ithat  it  means  that  a 'higher  rate  of  interest  can  be 
earned  on  money,  but  I said  that  was  not  the  whole  of  the 
story,  and  that  the  other  important  element  was  exactly 
what  you  have  just  said,  namely,  as  a sign  that  action  is 
going  to  be  taken.  That  must  essentially  be  action  in  the 
internal  economy  of  a kind  which  is  going  to  remove  any 
doubts  about  the  value  of  currency. 

9716.  I thought  you  were  going  much  further  and  saying 
that  your  (first  point  is  of  no  accoun't  at  all  at  the  critic^ 

times  of  pressure? At  such  times  if  the  currency  is 

in  doubt  and  there  happens  to  be  some  difference  between 
the  interest  rates,  that  difference  in  itself  is  not  going 
to  be  sufficient  to  attract  the  money  in.  On  the  other 
hand,  if  the  difference  in  the  interest  rates  came,  as  it  came 
last  September,  from  positive  action  taken  as  indicating 
certain  views  about  'policy,  then  it  can  have,  as  it  id 
then,  a very  considerable  effect,  because  both  things  would 
be  operating  in  the  same  direction : there  would  be  a higher 
interest  rate  and  also  a feeling  of  confidence  on  the  part 
of  foreign  holders  of  sterling  that  there  was  going  to 
be  internal  action  which  was  going  to  re-establish  the 
position  of  the  currency. 

9717.  It  does  mean  that  the  case,  so  far  as  the  external 

situation  is  concerned,  for  a rise  in  the  Bank  Rate,  must 
depend  entirely  on  the  foreigners’  conviction  that  some- 
thing is  going  to  happen  at  home? 1 have  never  taken 

any  other  view  'than  that.  One  cannot  separate  the  internal 
and  the  external,  and  if  one  does  try  to  separate  the 
internal  and  the  external  one  'Will  get  into  difficulties. 

9718.  It  is  not  merely  the  internal  situation  but  the 
foreigners’  belief  of  what  is  going  to  happen?— —Certainly, 
but  if  we  are  to  run  a world  currency  ;that  is  one  of  the 
things  we  have  to  take  into  account. 

9719.  Mr.  Jones:  Would  you  expect  there  to  be  very 
much  movement  of  capital  to  London  from  dollar  sources 
if  the  rate  of  dnterest  in  New  York  was  1 per  cent,  and  in 
Bntain  5 'per  cent,  where  the  spot  transaction  is  covered 
three  months  forward  on  'the  basis  of  a forward  rate  of 
S2-78  to  the  pound?  Would  that  not  mean  in  those 
circumstances  that  the  return  on  an  investment  in  New 
York  would  be  i per  cent.,  whilst  the  return  on  invest- 
ment in  Britain  would  be  li  per  cent,  (because  we  are 
talking  in  terms  of  three  months),  and  you  would  have 
to  set  against  that  some  14s.  per  cent,  which  would  be  the 
loss  on  'the  investment  in  terms  of  forward  buying? 

Would  it  work  out  like  that? Mr.  Parsons:  By  and 

large,  it  works  out  like  that.  The  essence  of  the  business 
is,  as  this  paper  explains,  that  you  have  two  rates  of 
interest,  the  New  York  rate  and  the  London  rate,  which 
vary  by  so  much.  If  the  cost  of  insuring  your  exchange 
risk  is  less  than  the  difference  between  the  two  rates, 
there  will  be  a tendency  for  funds  to  move  to  London, 
other  things  being  equal.  If  tha't  cost  is  more  than  the 
differential  between  the  two  rates,  then  there  will  be  a 
tendency  for  funds  'to  move  the  other  way,  other  itbings 
being  equal. 

9720.  Would  fls.  per  cent,  make  all  the  difference  over 
three  months,  because  that  is  what  it  would  amount  to 

is  it  not,  on  the  figures  that  I have  suggested? ^The 

extent  of  the  net  margin  which  is  necessary  to  move 
funds  depends  a good  deal ; one  cannot  generalise  about  it. 
I would  say  that  at  4s.  per  cent,  there  is  scarcely  enough 
inducement  to  move  a great  deal  of  money  which  was 
already  invested  in  New  York  to  London.  If  somebody 
had  new  funds  accumulating  which  he  could  invest  in 
one  or  the  other,  he  might  then  decide  to  come  to  London 
rather  than  to  New  York.  I do  not  think  that  people 
would  change  investments  in  New  York  in  order  to  invest 
in  London  on  such  a narrow  margin  as  that. 
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9721.  Chairman:  We  are  to  think  of  people  whose 

whole  activities  are  concerned  with  the  arbitrage  considera- 
tion for  these  purposes? ^Yes. 

9722.  No  element  of  costs  enters  into  the  transfer  as 

between  one  centre  and  the  other? 1 think  these  rates 

we  are  talking  of  will  take  all  costs  into  account.  You 
talk  of  the  people  whose  whole  activities  relate  to  arbi- 
trage but  I think  it  would  be  fair  to  say  itbat  most  of  this 
business  is  done  by  people  who  are  not,  as  it  were,  pro- 
fessiional  arbitrageurs  but  people  who  have  money  to 
invest  and  who  want  to  invest  it  in  the  most  profitable 
way ; and  a lot  of  them,  of  course,  may  'be  commercial 
firms. 

9723.  Lord  Harcourt:  At  all  times  there  is  a certain 
amount  of  highly  volatile  money  which  will  move  for  a 

very  small  margin? ^Yes.  But,  as  we  have  tried  to 

point  out  here,  the  comparisons  that  can  be  made  between 
London  and  New  York  vary  a good  deal  according  to 
the  kind  of  way  in  which  funds  are  invested  in  either 
centre  at  any  given  moment. 

9724.  Professor  Cairncross : I assume  that  most  of  the 
forward  transactions  that  are  engaged  in  are  in  dollars 
and  not  in  other  currencies,  and  that  therefore  there  is 
no  reason  to  get  worried  about  a revalualkm:  o^f  one  of 
the  currencies  in  which  the  forward  transactions  take 
place,  Would  it  be  right  to  assume  that,  if  the  dealings 
on  the  part  of  the  authorities  were  confined  to  dollars 
arbitrage  would  look  after  the  other  currencies,  or  would 
it  be  necessary  to  have  extensive  dealings  in  them  as  well 

as  in  dollars? No.  On  the  whole  the  opportunities 

for  really  extensive  dealings  in  the  forward  market  in 
other  currencies  are  nothing  like  so  great  as  in  dollars 
and  sterling. 

9725.  In  effect  then,  if  you  are  going  to  support  any 

rate,  the  only  rate  you  have  to  support  is  the  rate  in  the 
dollar  forward  market? 1 do  not  like  to  be  as  cate- 

gorical as  that,  but  I think  that  in  the  great  majority  of 
circumstances  that  would  be  so. 

9726.  In  the  last  sentence  of  the  paper  you  say: — 

“.  . . changes  in  Authorised  Dealers’  balances  are 

relatively  small,  and  the  movement  of  sterling  balances 

suggests  that  fluctuations  due  to  interest  arbitrage  are 

not  unduly  large.” 

I have  a little  difficulty  in  putting  that  sentence  alongside 
the  statement  which  you  make  in  paragraph  5 (a)  that 
when  you  were  pegging  the  forward  rate  you  found  out- 
standing forward  commitments  varied  enormously.  What 

does  “enormously”  mean? ^Part  of  the  explanation 

of  that  is  that  the  conditions  under  which  we  were  trading 
in  the  late  1940s  were  rather  different  from  those  now. 
Tiierfi  is  nx>re  trade  being  conducted  now,  land  being  oon- 
ducted  in  sterling,  than  probably  there  was  then. 

9727.  One  principal  source  of  changes  in  the  forward 

position  is  excluded  by  the  hypothesis  that  there  could  be 
no  covered  interest  arbitrage  in  those  conditions ; there- 
fore, it  is  only  the  other  types  of  transaction  that  enter, 
the  commerci^  motives,  for  instance? ^Yes. 

9728.  You  take  the  view  at  the  end  of  paragraph  7 that 
those  motives  do  not  appear  to  be  sufficient  to  cause  any 
large  change  in  the  reserves ; and  yet  in  the  conditions 
before  1951  something  seems  to  have  accounted  for  a 

very  large  change  dn  forward  commitments? 1 can 

only  say  in  reply  to  that  that  it  may  have  been  perhaps 
the  state  of  the  world  then,  and  people’s  attitudes  to  the 
exchanges  then,  as  compared  with  now ; but  in  fact 
there  were  very  substantial  movements  at  critical  moments. 

(Adjourned  until  Friday,  11th 


9729.  Much  larger  than  later? Yes,  and  they  appear 

to  have  been  much  larger  then  relative  to  the  whole  than 
the  changes  in  authorise  dealers’  balances  now  appear  to 
be  between  a normal  moment  and  an  abnormal  moment. 

9730.  When  the  E.E.A.  was  running  a forward  position 
as  well  as  the  authorised  dealers,  a much  larger  forward 

position  was  assumed  than  would  be  possible  now? 

I would  not  say  “ than  would  be  possible  ”,  but  I think 
that  that  in  fact  has  been  the  case. 

9731.  But  the  limit  to  what  is  possible  now  is  presum- 
ably well  under  £100  million? ^This  says  “the  move- 

ment of  sterling  balances  suggests  that  fluctuations  are  not 
unduly  large.”  This  relates  really  to  the  experience  as 
shown  and  is  not  discussing  what  is  tbcoreticaUy  possible. 

9732.  Mr.  Jones:  Suppose  that  money  was  brought  to 

London  on  tdie  basis  of  a 4 per  cent,  interest  rate  differ- 
ential, and  covered  by  forward  buying  to  secure  as  far  as 
possible  the  value  of  the  original  capital  investment ; with 
a reasonable  level  of  reserves  and  with  a satisfactory 
trade  balance  would  you  expect  the  law  of  supply  and 
demand  to  depreciate  the  level  of  the  original  value 
of  the  currency  invested?  Would  you  expect  any  fluctua- 
tion at  all  in  those  circumstances  on  the  basis  of  the  law 
of  supply  and  demand?  Could  there  be  any  hedging,  or 
anything  at  all  in  the  international  movement  of  money, 
that  could  interfere  with  .the  value  of  the  sterling  in  rela- 
tion to  some  other  currency? Sir  Leslie  Rowan:  If 

I get  the  position  correctly  you  are  assuming  a situation 
which,  unless  we  offset  the  trading  situation  to  an  undue 
extent  by  external  capita!  payments,  is  one  of  strei^th. 
If  at  that  period  we  had  an  interest  rate  of  5 per  cent, 
here  and  rates  were  lower  elsewhere,  therre  would  be  little 
doubt  about  the  value  of  the  currency,  and  the  whole 
influence  of  that  would  be,  as  I see  it,  not  to  depreciate 
the  value  of  the  currency  but  to  push  it  up  against  the 
top  limit  of  our  margin,  ilt  would  mean  that  money  was 
coming  in,  and  a strong  reserve  in  the  wcternal  financial 
■position,  and  would  therefore  be  a strengthening  force  and 
not  a weakening  force. 

9733.  Mr.  Woodcock:  T think  what  Mr.  Jones  means 
is : would  you  expect  so  much  to  come  in  as  would  have 

an  effect  on  interest  rales  here? Mr.  Parsons:  'The 

point  wo  always  have  to  bear  in  mind  is  that  when  money 
comes  here  on.  interest  rates  considerations  the  majority 
of  it,  as  we  .pointed  out  in  our  paper,  is  in  fact  covered 
forward  for  the  exchange  risk,  which  costs  something. 
The  more  money  that  comes  in,  the  more  expensive  that 
cover  tends  to  become.  There  is  therefore  a tendency 
towards  an  equilibrium  position  all  the  time.  Unless  there  is 
something  to  prevent  that  equilibrium  happening,  the  cost 
of  cover  would  equal  the  difference  between  interest  rates 
very  quickly,  so  that  this  is  not  normally  a very  large  and 
important  factor  in  our  total  reserve  position,  If  some- 
thing prevents  that  equilibrium  >posilion  happening,  it 
would  be  a very  considerable  fofce  on  the  currency ; but 
normally  speaking  the  tendency  is  for  the  ©quilibnum  to 
be  quickly  brought  about. 

9734.  Professor  Cairncross:  'May  we  be  clear  that  the 
judgment  of  the  last  'paragraph  reflects  the  experience  of 
the  last  six  months?  You  have  not  been  led  to  revise  your 

views  by  what  has  happened  lately? Sir  Leslie  Rowan : 

That  is  so. — Mr.  Parson.i : In  fact  it  reflects  the  experience 
of  the  last  year. 

Chairman:  I think  that  concludes  our  questions  ; thank 
you  very  much,  Sir  Roger.  We  are  very  grateful  to  you 
and  your  colleagues  for  your  help. 

June,  1958,  at  10.45  a.m.) 
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Mr.  Winfield  W.  Rieflbr,  Assistant  to  the  Chairman  of  the 
called  and  examined. 

9735.  Chairman  : Mr.  Riefler,  we  should  like  to  take 
this  miorning  questions  on  your  supplementary  memoran- 
dum on  Open  Market  Operations  in  Long-Term  Securities* 
and  on  the  part  of  your  main  paper  which  we  have  left 
over. — Professor  Sayers:  1 want  to  ask  you  a series  of 
questions,  to  elucidate  what  I think  are  probably  the  critical 
points  in  the  working  of  your  system.  I shall  be  asking 
entirely  about  your  system,  but  I have  in  the  back  of  ray 
mind  all  the  time  our  system,  and  I may  want  to  come 
back  and  ask  you  to  make  some  comparisons.  I hope 
you  will  not  mind  if  I ask  you  some  questions  which  will 
involve  your  repeating  points  that  you  have  made  in  your 
papers.  May  I think  in  terms  of  what  happens  when  ,the 
Federal  Reserve  wants  to  restrict  the  level  of  activity  in 
the  economy?  You  say  that  in  those  circumstances  the 
Federal  Reserve  thinks  in  terms  of  raising  discount  rates 
and  selling  bills ; that  its  sale  of  bills  is,  in  some  ways, 
the  more  critical  part  of  the  operation,  in  that  it  brings 
about  a change  in  the  reserve  position  of  the  banks ; and 
that  that,  by  itself,  will  produce  some  rise  in  rates  in  the 
market,  and  the  rise  in  tlie  rc-discount  rate  is  a measure 
taken  by  the  Federal  Reserve  to  consolidate  that  position. 

Is  that  right? Mr.  Riefler:  That  is  correct. 

9736.  When  the  commercial  banks  find  their  reserve 

position  lightened,  what  do  they  do? We  have  7,000 

member  banks,  most  of  which  are  small ; the  number 
of  very  large  banks  is  over  a hundred.  If  they  find  their 
position  tightened  and  they  are  deficient  in  reserves,  they 
have  to  make  up  that  deficiency  in  some  way.  They  have 
two  options ; they  can  either  dispose  of  an  asset,  possibly 
a bill,  which  is  the  most  liquid  asset,  or  they  can  borrow 
in  the  Federal  funds  market  or  at  the  Federal 
Reserve  Bank.  If  they  borrow  at  the  Federal  Reserve 
Bank,  it  is  only  a temporary  handling  of  the  situation, 
and  they  realise  that.  Borrowing  at  the  Federal  Reserve 
Bank  is  a privilege  and  not  a right.  It  is  appropriately 
done  for  temporary  accommodation,  pending  other 
measures  of  adjustment,  The  member  banks  are  not 
supposed  to  regard  their  access  to  Federal  Reserve  Bank 
credit  as  part  of  their  more  permanent  resources,  or  as 
part  of  their  capital.  If  they  resort  to  borrowing  at  the 
Federal  Reserve  Bank,  they  will  still  plan  to  make  the 
adjustment  some  other  way,  either  through  the  receipt  of 
incoming  funds  in  the  normal  course  of  operations,  or  in 
slower  granting  of  loans,  or  by  the  sale  of  an  asset  of 
some  kind. 

9737.  Insofar  as  they  sell  assets  rather  than  restrict 
loans,  and  'there  is  a general  pressure  in  the  whole  system 
to  sell  these  assets,  .they  will  sell,  I suppose,  predominantly 

assets  at  the  short  end? ^The  normal  thing  is  to  sell  the 

most  liquid  asset.  That  is  normally  the  lowest  yielding, 
and  it  is  held  for  the  purpose  of  adjusting  the  position 
when  the  occasion  arises.  In  the  boom  we  have  just  been 
through,  when  the  restrictive  action  was  quite  sharp,  a 
great  many  banks  ran  out  of  their  bills  completely.  A 
considerable  number  of  banks  were  out  of  certificates. 
and  in  order  to  adjust  their  position  had  to  go  to  notes  of 

• See  footnote  to  Qn.  9501. 
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up  to  five  years.  You  will  see  that  reflected  in  the  yield 
curve  that  prevailed  during  the  boom ; the  five-year  rate 
was  the  highest  rate  continuously  for  about  a year.  That 
reflected  the  fact  that  the  hanks,  at  that  time,  had  got 
to  the  point  where  they  had  to  dispose  of  their  maturities 
in  that  range.  It  was  continuously  under  pressure  through- 
out the  latter  phases  of  the  restrictive  action. 

9738.  Who  buys  these  securities  that  are  being  unloaded 

by  the  banking  system? ^'Thcy  aro  bought  in  the 

market.  The  market  is  a very  broad  market. 

9739.  Could  you  tell  us  more  about  the  market  in  Trea- 
sury Bills  and  short  bonds? .We  have  a statistical  esti- 

mate, which  the  Treasury  gets  out  periodically,  on  .the 
market  for  Government  securities,  and  it  gives  the  various 
categories  of  owners.  That  might  help  you. 

9740.  But  some  holders,  I imagine,  would  be  firm 

holders,  year  in  and  year  out,  for  the  most  part? For 

shorter  issues,  I do  not  think  so. 

^ 9741.  The  shorter  issue  people  will  be  in  and  out  con- 
tinually?  ^The  banks,  the  insurance  companies,  savings 

banks  and  saving  and  loan  associations  all  need  Govern- 
ment securities  for  liquidity  purposes;  they  will  be  buying 
and  selling,  but  will  hold  a fair  volume,  Then  there  are 
the  foreign  holdings.  Some  foreign  central  banks  hold  a 
large  body  of  funds  in  the  American  market  today.  That 
category  has  been  one  in  which  the  holding  of  United 
States  Government  securities  have  grown  considerably. 
Then  the  corporations  invest  part  of  their  liquid  assets  in 
bills,  or  in  loans  to  government  security  dealers  to  enable 
them  to  carry  bills.  The  corporations  also  invest  heavily 
in  certificates,  but  in  general  they  do  not  go  over  a year 
or  fourteen  months  maturity,  Then  there  is  the  reinvest- 
ment of  funds  raised  in  the  capital  .markets  by  capital 
flotations.  They  are  invested  in  short  term  money  market 
investments.  That  is  a very  large  category. 

9742.  And  these  categories  are  induced  to  buy  bills  and 
short  bonds  that  are  being  unloaded  by  the  banking  system, 

iby  a rise  in  'the  rates? Yes.  The  American  tanJa  are 

not  allowed  to  pay  interest  on  demand  deposits,  so  that 
there  is  a considerable  incentive  for  .the  treasurers  of  the 
larger  organisations  to  invest  directly  in  the  market,  and 
they  do. 

9743.  And  they  wall  be  induced  to  invest  more  if  rates 

move  up? ^Yes.  There  is  a noticeable  response  to  the 

rate. 

9744.  So  that  you  have  a large  market  outside  the  banks, 
which  is  highly  responsive,  in  the  amount  it  wiU  absorb 

of  WHs  and  ^ort  bonds,  to  changes  in  the  rates? 

Very  large.  The  larger  part  of  the  bills  and  certificates 
are  held  outside  the  banks. 

9745.  It  would  seem  to  follow  that,  when  the  banking 
siystem  unloads  its  short  government  paper,  provided  the 
Federal  Reserve  os  prepared  to  see  Ae  rates  rise,  there  is 
no  danger  of  the  Federal  Reserve  or  the  Treasury  feeling 

that  it  has  got  to  oome  in  to  absorb  this  paper  again? 

No. 
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9746.  That  is  a really  critical  point  ia  the  argument; 
you  have  an  absorptive  market  outside  the  banking 
system.  Then  you  have  a change  an  the  volume  of  bank 
deposits  and  a change  in  interest  rates,  at  any  rate  at  the 
short  end.  May  I come  back  later  to  the  relative  im- 
portance you  attach  to  those  two,  and  go  on,  for  the 
moment,  to  what  happeais  in  other  parts  of  the  market? 

I gather  from  your  papers  that,  when  short  rates  rise,  you 
expect  to  get  automatically  some  rise,  though  naturally  a 
very  much  smaUer  rise,  all  the  way  through  the  rate 

structure? Not  invariably.  The  bill  rate  will  go  up 

and  down  within  the  week,  irrespective  of  our  policy. 
There  are  a great  many  forces  playing  on  it.  We  can  be 
tightening,  but  there  may  be,  for  example,  a payment 
which  happens  to  be  made  that  day  for  a large  capital 
issue,  and  that  money  goes  into  the  bill  market.  Then 
the  bill  rate  may  react  against  our  tightening  of  the  reserve 
position.  But  we  would  expect  to  see  a response  in  the 
interest  rate  structure  somewhere  to  any  tightening  of  the 
reserve  position,  and  customarily  the  response  will  be 
throughout  the  structure  to  some  degree. 

9747.  I gather  that  you  expect  that  response  throughout 

the  st'ructure,  ‘because  all  the  way  through  the  structure 
of  the  omrket  there  are  people  who  arc  ready  to  shift 
the  matunity  distribuition  m tlieir  hoIdin>gs  in  response  to 
changes  in  relative  rates? ^That  is  one  thing. 

9748-  You  appear  to  attach  great  importance  to  the 
flexibility  of  the  portfolios  of  the  banks,  themselves,  in 
this  respect ; you  indicate  that  the  banks  are  always  ready 
to  shift  their  maturity  disttibuiUon  quite  seriously ; they 
are  prepared  to  be  in  and  out  of  the  long  end  of  the 
market,  and  the  middle  part  of  the  market,  as  well  as 

in  the  short  end? ^It  will  be  in  smaller  volume  at  the 

long  end. 

9749.  But  they  are,  in  fact,  rwdy  to  be  all  the  way 

along? There  are  banks  that  are. 

9750.  And  they  are  sufflcientiiy  important  to  make  a 

difference? ^They  will  be  responsible  for  an  important 

reaction. 

9751 . And  that  ds  how  you  get  a rate  change  having  Its 

repercussions  right  through  the  rale  slnicturo? The 

whole  market  is  orgaiiiised  (hat  way.  You  cannot  pick 
out  any  one  element. 

9752.  Under  some  circumstances  would  you  expect  the 
change  that  came  at  the  long  end,  following  a given 
change  at  the  short  end,  to  be  bigger  than  at  other  times? 
—We  would  watch  .the  nature  of  the  response  very  care- 
fully, to  see  the  size  of  it,  because  that  is  one  of  the 
imipOTfant  dn.(iication8  of  what  we  arc  doing,  of  the 
banking  or  market  situation  on  which  we  are  impinging. 

9753.  Does  not  the  extent  of  the  move  at  the  long  end 
depend  very  largely  on.  the  view  people  take  as  to  how 

long  the  rise  in  the  short  rate  is  going  to  persist? 

No.  That  will  be  one  of  the  factors,  but  the  basic  factor 
is  the  actual  demand  for  funds  and  the  relative  sujpply. 
That  is  fundamental. 

9754.  But  if  the  market  is  taking  the  view  that  the 
demand  for  funds  is  likely  to  persist,  then  this  is  going  to 
be  a reason  for  continiUdng  high  rates  at  the  short  end, 

and  for  the  long  end  to  rise  rather  more? ^That  is  the 

way  it  is  figured  out. 

9755.  You  say  that  market  expectations  about  the  course 

of  .the  demand  for  funds  are  the  important  thing?  Some- 
times they  will  be  more  definite,  and  the  market  wiE 
take  a more  definite  view  on  the  future  for  market  funds, 
than  at  other  times? Yes. 

9756.  Therefore  sometimes  the  repercussion  at  the  long 

end  wild  be  greater  than  it  is  at  other  times? One 

cannot  tell  where  the  repercussion  will  come.  It  may 
come  in  as  strikingly  in  the  intermediate  ranges. 

9757.  You  seem  to  me  to  be  retreating  a little  from  the 
position  in  your  paper,  which  I thought  was  that  you 
could  produce  whatever  effect  you  desired  at  the  long 

end  by  operating  at  the  short  end? 1 never  retreat^ 

from  that  position,  because  I would  not  put  it  that  way. 
The  central  bank  does  not  have,  and  I do  not  think 
anybody  should  have,  that  degree  of  assurance  about  what 
it  does.  We  are  watehing  the  situation  very  carefully  and 
adjusting  ourselves  to  it,  and  trying  to  maintain  what  is 
important,  a climate  of  restraint.  But  we  do  not  say: 
“ I want  X in  diis  particular  area  of  interest  rates  ”. 


9758.  Sir  Oliver  Franks:  You  are  always  playing  the 

tune  by  ear? ^We  have  to  be,  because  we  are  judging 

a complex  and  changing  situation. 

9759.  Professor  Sayers:  So  that  you  attach  more  im- 

portance to  the  general  atmosphere  of  restraint,  or  en- 
oouragemeiut  in  the  other  case,  which  you  produce,  than 
to  any  particular  structure  of  interest  rates? ^Yes. 

9760.  Then  is  not  much  the  most  important  thing  you 

do  not  the  buying  or  selling  of  Bills,  not  the  raising  or 
lowering  of  rates,  but  what  you  say? ^No. 

9761.  Why  do  you  have  to  operate  in  the  market  as 
well  as  telling  the  market  what  you  think  about  things? 

Our  operations  in  the  market  actually  determine  the 

funds  available. 

9762.  You  are  determining  the  volume  of  funds  avail- 
able?  With  our  operations,  clearly. 

9763.  If  that  is  so,  then  can  you  not  produce  what  effect 

you  like  in  the  structure  of  rates,  given  the  demand? 

In  the  structure  as  a whole,  yes.  Perhaps  we  were  talking 
at  cross-purposes,  because  I understood  you  to  put  ex- 
clusive emphasis  on  the  long-term  rale  as  such.  The 
structure  as  a whole  has  to  be  determined  and  looked  at 
very  carefully. 

9764.  You  determine  the  structure  of  rates.  Is  H possible 
that  at  times  you  would  want  to  bring  about  a bigger  effect 
on  long-term  rates  than  you  would  want  to  produce  at 

other  limes,  when  you  are  tightening  the  market? ^I 

would  not  think  of  it  in  those  terms. 

9765.  Then  may  I go  on  to  the  next  step?  What  effects 
on  business  do  you  think  the  changes  in  the  rates  at  the 

long  end  and  at  the  short  end  have? In  general  I think 

the  changes  at  the  long  end  are  more  important,  in  the 
sense  that  they  are  concerned  with  the  financing  of  longer 
transactions ; hut  when  we  arc  dealing  with  the  actual 
day-to-day  situation  all  rates  are  important,  and  all  rates 
have  an  effect  on  business  activity.  An  example  of  that 
was  brought  home  to  me  very  vividly  in  1 955.  I had  always 
been  intrigued  by  the  fact  that  in  times  of  restraint  short 
rates  moved  sharply  above  long  rates,  and  it  was  not  until 
the  spring  of  1955  that  a situation  arose  to  show  why  that 
must  be  so.  In  the  spring  of  1955  one  of  our  larger 
insurance  companies  found  that  it  had  over-committed 
itsdf  to  take  mortgages,  and  arranged  a syndicate  bank 
loan  of  $250  million  for  a year,  to  warehouse  those  mort- 
gages. That  brought  the  attention  of  other  insurance 
companies  to  the  same  device,  and  they  began  doing  it  at 
the  same  time  when  they  were  bidding  for  more  mort- 
gages. It  raised  quite  a problem : if  an  insurance  com- 
pany, with  its  enormous  resources  and  unquestioned 
credit  standing,  begins  to  borrow  freely  at  the  commer- 
cial banks,  or  to  extend  commitments  which,  when 
taken  up,  would  come  into  the  banks,  a very  nasty 
situation  could  arise.  1 asked  myself  why  it  had  never 
happened  before.  It  happened  in  the  .spring  of  1955  be- 
cause 'the  prime  loan  raitc  was  wdl  below  the  long-term 
yield  on  these  mortgages ; here  was  a transaction  that 
was  completely  profitable,  from  the  point  of  view  of  the 
insurance  companies  and  of  the  banks ; it  gave  the  banks 
a very  good  loan,  and  all  the  brokers  in  the  business 
had  a fat  carry.  We  tried  to  protest  at  that  time  and 
to  use  moral  suasion,  with  some  re.sulls  but  not  too  much. 
The  situation  was  really  corrected  when  the  rates  at  the 
short  end  moved  up  and  made  the  operation  relatively 
unprofitable.  In  a context  like  that,  in  the  spring  of 
1955,  the  most  important  thing  we  did,  or  could  have 
done,  was  to  put  the  short  rate  up  faster.  TTiat  is  just 
an  illustration  to  show  that  one  cannot  ascribe  import- 
ance of  various  rates  solely  to  the  long  rate;  there  are 
contexts  where  it  is  very  much  better  to  get  the  short 
rate  up. 

9766.  Institutions  are  willing  to  switch  their  lending  or 

borrowing  from  one  market  to  another? In  that  case 

the  lending  was  in  the  short  market,  but  it  was  under- 
pinning the  long  market. 

9767.  And  as  you  get  the  changes  in  institutional  de- 
velopments, you  may  well  get  forces  making  for  the  long 
rate  to  stay  at  the  lower  level,  relative  to  what  the  short 

rate  had  been  before? ^Yes.  It  is  very  fluid,  and  we 

have  to  watch  it. 

9768.  Is  not  the  tendency,  in  a long  inflationary  period, 

for  jtist  this  to  happen? In  this  particular  period,  this 

last  tme,  the  fact  that  the  banks  had  lost  their  short 
liquidity,  and  were  forced  to  sell  their  intermediates,  was 
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the  reason  for  the  rate  structure  that  actually  developed  ; 
but  that  rate  structure  was  a structure  that  was  necessary 
if  we  wanted  to  have  a policy  of  restraint.  To  go  back 
to  your  earlier  question,  I would  not  want  to  say  that 
a different  structure  would  have  been  better. 

9769.  Suppose  that  you  have  a situation  in  which  there 
is  a great  deal  of  commodity  speculation,  but  that  there 
did  not  appear  to  be  an  undue  .pressure  of  capital  de- 
velopment plans ; in  that  situation  would  you  not  want 
to  see  rates  at  the  short  end  rise  more  than  rates  at  the 

long  end? The  demand  would  be  at  the  short  end,  so 

the  rates  would  probably  go  up  the  most  there. 

9770.  Would  you  not  want  to  exaggerate  that  position 
by  pushing  the  short  rates  up  more,  without  bringing  alsout 

any  reaction  at  the  long  end? ^No.  We  get  into 

difBcuities  when  we  want  to  do  that.  Restraint  is  restraint 
over  the  whole  market.  This  .business  of  saying : “ We 
want  to  restrain  industrial  borrowing,  but  not  borrowing 
for  housing  and  so  forth  ” does  not  work.  We  apply 
a general  restraint  on  the  availability  of  funds,  and  we 
cannot  cut  it  too  fine  successfully.  I think  we  get  into 
trouble  if  we  try  to  be  selective. 

9771.  Suppose  that  you  take  the  view  that  there  is  ex- 
cessive pressure  of  long  term  capital  development  in  the 
country,  would  that  be  a situation  in  which  you  would 

want  to  raise  rates  at  the  long  end? If  we  wanted  to 

stop  an  excessive  development,  we  would  have  to  bring 
pressure  on  the  whole  structure  of  rates.  Take  the 
lauitonn  of  1955,  for  example:  in  August  and  September 
of  that  year,  the  market  finally  became  convinced  that 
Reserve  Bank  policy  was  going  to  be  stiffer  than  it  had 
counted  on,  and,  in  view  of  those  expectations,  the  long 
end  rose  particularly  sharply.  It  was  one  of  those 
occasions  when  we  went  wrong  in  judging  what  had 
actually  happened ; we  thought  we  had  brought  more 
pressure  that  we  actually  had.  Borrowers  who  faced 
difficulties  when  they  went  to  the  capital  markets  to 
borrow  resorted  instead  to  the  banks  where  .they  borrowed 
short.  Consequently,  we  found  that  we  had  not  achieved 
the  restraint  we  thought  we  had.  This  illustrates  the 
poiint  I was  trying  to  make  earlier,  that  the  restraint 
has  to  be  across  the  board.  I think  we  would  get  into 
trouble  if  we  tried  to  make  a diagnosis  that  distinguished 
too  much  between  the  long  and  the  short  end.  Activity 
can  be  financed  by  short-term  loans  as  well  as  long ; a 
corporation  in  handling  its  financial  structure  makes  a 
decision  as  to  when  it  will  borrow  long,  and  it  may  well 
decide  to  borrow  short  for  a period  and  come  to  the 
capital  market  later  to  fund  the  loan. 

9772.  If  you  are  taking  the  view  that  long  term  capital 

development  is  going  on  too  rapidly,  and  you  restrict 
the  market  at  the  short  end,  you  then  get  some  rise  in  rates 
at  the  long  end ; but  does  not  the  pace  at  which  that  rise 
at  the  long  end  comes  about  depend  upon  market  expec- 
tations?  It  would  depend  more  on  the  actual  demands 

on  the  market. 

9773.  But  will  you  not  be  wanting  to  push  rates  up 

faster  than  demand  drags  them  up? No,  it  would  be 

the  supply-demand  position  which  would  determine  the 
rate. 

9774.  Then  why  have  a central  bank? You  cannot 

restrict  supply  without  a central  bank. 

9775.  This  sounds  like  the  argument  that,  if  you  just 

had  a fixed  supply  of  money,  all  would  be  well? ^No; 

I said  we  were  varying  the  supply. 

9776.  You  would  reduce  the  supply  of  money  and  pro- 
duce tightness  at  the  short  end? ^Produce  tightness 

throughout  the  market.  Our  tightening  is  more  ffian  just 
at  the  short  end. 

_ 9777.  But  your  tightening  would  add  to  the  effect  of 
rising  demand  in  pulling  rates  up  at  the  long  end  as  well 
as  at  the  short  end? ^Yes. 

9778.  Professor  Cairncross-.  I gather  it  is  your  view 
that  the  pattern  of  rates  is  set  by  the  supply  of  and  demand 
for  funds,  and  that,  if  you  are  going  to  restrict,  the  opera- 
tions you  indulge  in  are  all  at  the  short  end  ; but  your 
assessment  of  the  situation  depends  on  your  view  of  the 

whole  of  the  market? ^Whether  we  do  open  market 

operations  by  selling  short  term  securities,  or  change 
reserve  requirements,  or  decide  to  do  nothing  because 
currency  is  being  drawn  out  and  the  market  is  being 
tightened  by  that  movement,  it  is  the  resulting  reserve 
position  that  we  look  at  in  detennining  our  operations, 


not  the  short  and  long  rates.  The  Open  Market  Com- 
mittee makes  very  careful  projections  of  the  expected 
movement  of  currency,  the  movement  of  gold,  the  move- 
ment of  float,  and  all  the  other  factors  that  play  on 
the  reserve  situation,  and  then,  since  statistics  can  nevei- 
tell  the  full  story,  it  has  to  have  regard  to  the  feel  of  a 
market.  With  this  picture  in  mind,  the  Committee  may 
say : “ In  the  economic  context  and  climate  which  will 
probably  prevail  in  this  country  in  the  next  three  weeks, 
we  think  it  would  be  good  to  have  negative  reserves  of, 
say,  $300  million.”  That  normally  produces  a moderately 
restrictive  market.  That  negative  reserve  of  $300  million 
may  be  produced  without  our  selling  a single  bill. 
Actually  we  may  buy  bills ; if  the  seasonal  demands  are 
such  that  if  we  did  nothing  negative  reserves  would  be 
$500  million,  and  we  only  want  $300  million,  we  may 
actually  buy  bills.  This  reserve  situation  may  be  pro- 
duced by  any  one  of  a number  of  factors  which  do  not 
involve  our  buying  or  selling  anything ; but  it  is  the 
resulting  reserve  condition  we  look  at.  That  plays  on 
the  entire  credit  situation. 

9779.  I thought  you  were  taking  what  I should  regard 

as  a rather  neutral  view  about  the  pattern  of  relation- 
ships between  long  and  short  rates? ^I  am,  b^ause 

here  is  a huge  market  in  which  there  are  lots  of  buyer.s, 
lots  of  sellers,  lots  of  borrowers  ; the  borrowers  have  the 
option  of  shifting  between  markets,  so  if  we  are  going  to 
restrain,  we  have  to  restrain  right  across  the  board. 

9780.  Were  you  going  a little  further  here,  and  suggest- 

ing that  the  pronouncements  which  the  Federal  Reserve 
make,  the  firmness  with  which  they  intervene,  in  the 
short  market  or  in  any  other  way,  will  have  an  effect  on 
opinion  about  the  movement  of  rates,  and  may  influence 
the  long  rate  more  or  less  according  to  the  degree  or 
massiveness  of  the  intervention,  so  that  you  are  not 
entirely  neutral? ^No,  we  cannot  be. 

9781.  You  can,  if  you  choose,  intervene  in  such  a way 
that  you  bring  more  pressure  on  the  long  rate  by  making 
it  seem  as  though  the  restriction  will  continue  for  longer, 

for  instance? Wo  would  not  be  putting  pressure  on 

the  long  rate  as  against  the  short.  If  we  are  bringing 
pressure,  it  is  pressure  on  the  market. 

9782.  You  bring  pressure  on  market  expectations? 

Yes,  but  it  would  be  on  the  market  as  a whole. 

9783.  Would  you  deliberately  seek  to  influence  the  long 
rale  by  making  it  apparent  that  the  change  in  the  credit 
situation  was  one  that  had  come  to  stay  for  some  time? 

If  you  mean:  ‘‘Would  you  influence  the  long  rate 

by  talking  about  it?  ”,  I would  hope  that  we  did  not. 
That  would  probably  give  a bigger  movement  in  the  rate 
than  would  correspond  to  the  supply/demand  position, 
and  we  should  find  ourselves  with  more  credit  out  than 
we  had  expected ; we  should  find  that  it  was  a false 
move. 

9784.  I do  not  quite  understand  what  you  mean  by  the 
supply/demand  position,  because  the  bulk  of  the  supply 

comes  from  stock? We  deal  basically  with  the  reserves 

of  the  member  banks ; that  is  what  we  control  and 
influence. 

9785.  Is  not  Federal  Reserve  activity  much  wider  than 
that?  The  prices  which  are  reached  in  the  market  for 
different  types  and  maturities  of  bonds  depend  on  the 
expectations  of  a very  wide  variety  of  potential  sellers, 
and  these  expectations  cannot  but  be  influenced  by  the 

action  you  take? ^If  we  are  putting  money  in  the 

market,  that  spreads  in  some  degree  throughout  ail  the 
markets. 

9786.  It  is  not  just  the  money  you  put  in  the  market, 

but  how  you  put  it  in? ^We  try  to  be  as  neutral  as 

possible  on  that ; the  most  important  thing  is  the  amount 
we  put  in,  and  the  amount  we  take  out,  and  to  the  extent 
that  we  get  results  through  anticipation  of  what  we  are 
going  to  do,  they  may  well  be  spurious  results. 

9787.  But  some  of  the  results  must  be  spurious  results? 

^There  can  be  an  expectation  that  we  are  going  to  be 

very  tough,  and  bond  prices  will  drop  sharply. 

9788.  Professor  Sayers'.  At  the  long  end? Tes,  be- 

cause that  is  where  they  would.  That  would  simply  mean 
that  borrowers  would  borrow  at  the  banks  to  build,  and 
we  would  have  fooled  ourselves  but  not  affected  the 
business  situation.  The  more  we  can  operate  through 
changes  in  the  actual  availability  of  funds  (and  the  more 
movements  in  interest  rates  express  changes  in  actual 
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availability),  the  better  we  are  able  to  aSect  the  economic 
situation,  and  the  clearer  view  we  have  ourselves  of  what 
the  economic  situation  is.  That  is  always  the  most 
difficult  problem  of  all. 

9789.  Are  the  banks  and  'Other  lenders  in  the  market 

completely  ready  to  move  into  long  term  lending?  If  bond 
prices  go  do-wn  and  yields  at  the  long  end  go  up,  and 
borrowers  who  are  holding  money  for  long  term  purposes 
therefore  go  to  their  banks,  'the  banks  wiill  lend  to  them 
for  these  purposes? ^Yes. 

9790.  With  complete  freedom? Relatively,  yes,  Take 

the  public  utilities:  the  uitilities  have  a big  expansion  pro- 
graimme  going  on  'parallel  with  the  growth  of  ithe  country, 
which  is  very  steady.  They  come  to  the  market  to  borrow 
long  periodically.  Irrespective  of  rate  to  a considerable 
extent  they  are  in  the  market  every  year.  But  neverthe- 
less if  you  watch  the  figures  of  bank  loans  to  public 
utilities,  you  will  see  they  have  quite  a bit  of  fluctuation, 
Utilities  do  borrow  from  the  banks  short,  and  then  choose 
their  time  to  come  to  the  market  to  restore  their  capital 
structure.  That  is  very  common. 

9791.  Are  small  corporations  in  industry  equally  able  to 

get  long  term  capital  from  their  banks? It  is  not  so 

easy  to  tell  whesfiher  this  is  long  ter.m  capital  or  not.  If 
a firm  is  maintaining  a balanced  financial  structure  it  needs 
in  general  certain  proportions  between  long  term  capital 
and  short  term  borrowing.  It  has  customer  relationships 
with  its  bank ; once  in  <a  while  the  problem  will  come  up 
'very  definitely  whether  it  is  borrowing  short  for  a 
long  term  purpose,  and  the  bank  may  or  may  not  accom- 
modate its  customer,  depending  on  the  whole  gamut  of 
relationships  between  them.  But  frequently  the  question 
will  not  come  that  way ; it  will  appear  that  the  borrower 
is  simply  supplementing  working  capital,  although  actually 
he  is  engaged  simultaneously  in  long  term  outlays,  and  in  a 
different  market  context  might  have  come  in  at  the 
long  end  to  borrow. 

9792.  So  'that  the  shape  of  'the  rate  structure  is  a matter 

of  indifference  'to  you? It  is  a matter  of  inrten.se  interest. 

We  watch  it  constantly;  thait  is  how  we  learn  what  is 
happening. 

9793.  Professor  Catneross'.  I would  like  to  go  back 
to  some  of  the  things  you  were  saying  about  the  condition 
of  Ithe  American  market,  which  clearly  differs  a good 
deal  from  ours.  Your  view  is  based  to  some  extent  on 
the  experience  of  the  .past  two  or  three  years,  although  I 
imagine  not  exclusively.  If  you  take  the  experience  of  that 
period,  the  market  seems  tto  have  been  able  to  switch  initp 
bills  to  a quite  remarkable  extent  at  a .time  when  credit 
was  being  restricted.  This  would  strike  us  as  a little  odd. 
Non-banic  holders  of  bills  bought  about  S4.000  million 
worth  tin  about  a year  or  eighteen  months  during  a period 
of  credit  restriotion.  Would  .this  seem  abnormal^  in  the 

conditions  of  the  United  States? It  was  interesting,  but 

not  abnormal,  T think. 

9794.  If  you  take  the  behaviour  of  the  banks  in  con- 
ditions at  which  bond  prices  were  falling,  .they  appear  to 
have  disposed  of  a very  large  fraction  of  their  total  holdings 
of  maturities  between  five  and  ten  years  ; their  holdings 
of  those  maturities  declined  by  $10  billion  worth  inside 
a little  over  a year,  That  must  have  been  rather  unusutd? 
^This  was  the  first  long  period  of  .serious  credit  restric- 
tion since  the  war  when  the  banks  acquired  such  an 
enormous  volume  of  Government  securities  and  when 
there  was  an  additional  enormous  volume  of  Government 
securities  in  the  market.  Tlie  degree  to  which  they  sold 
securities,  and  the  degree  to  which  the  banks  sold  securities 
and  sacrificed  liquidity  in  1955  and  1956  was  a matter  of 
concern  to  us,  and  still  is,  They  may  have  been  retying  a 
little  too  much  on  borrowing  from  the  Federal  Reserve 
to  maintain  liquidity. 

9795.  But  rthe  important  thing  from  our  point  of  view 
is  that  they  were  able  to  sell ; did  they  find  a market  for 

$10  billion  worth? ^The  specific  decline  in  the  “flve- 

to-ten  year  ” category  reflects  the  fact  that  with  the  passage 
of  time  a large  issue  moved  into  the  “ under  five  year  ” 
category.  In  a broader  sense,  however,  it  was  remarkable 
that  the  banks  were  able  to  dispose  of  as  large  a volume 
of  securities  as  they  did  in  1955  and  1956. 

9796.  Have  you  any  view  as  to  who  was  prepared  to 

buy  such  a large  load  of  bonds  at  that  time? ^I  have 

not  the  figures  here,  and  I shall  have  to  check  this  later ; 
but  as  I recall  it  one  of  the  big  buyers  at  that  time  that 
increased  its  purchases  quite  sharply  was  the  category  of 


foreign  governments  and  central  banks  ; they_  took_  a lot 
of  those  bills,  I think,  in  that  period.  It  is  quite  an 
interesting  question.  Then  the  period  was  one  of  large 
security  flotations. 

9797.  Does  irt  not  mean  that  your  commercial  banks 
are  now  in  & position  much  nearer  to  the  position  of  our 
commercial  banks:  their  interest  in  government  securities 
is  far  more  heavily  concentrated  on  the  short  end  than 

it  used  to  be? 1 think  that  is  true.  The  purpose  of  the 

Accord  was  to  discourage  their  interest  in  the  long  end. 

If  they  asstimed  that  we  were  going  rto  peg  indefinitely, 
obviously  they  would  not  hold  any  shorts ; they  would 
only  hold  longs,  because  they  could  get  the  advantage  of 
the  higher  rate.  'More  and  more  of  them  were  getting  to 
think  in  those  terms  in  1950  and  1951.  That  was  one 
of  the  reasons  why  we  had  'to  force  the  issue  and  drop 
the  pegging  of  bonds.  So  ever  since  the  Accord  in  1951 
It  would  be  logical  for  the  banks  to  be  less  interested  in 
the  long  end.  On  the  other  hand,  when  the  Treasury  came 
out  with  a 4 per  cent,  issue  last  summer,  interest  was  very 
acute  throughout  the  market  in  that  issue. 

9798.  Do  you  believe  that  you  oould  repeat  an  operation 

that  meant  a large  cut  in  the  holdings  of  long  bonds 
by  the  banks  in  a year?  Is  not  this  the  sort  of  response 
that  is  really  rather  unusual  even  in  American  con- 
ditions?  1 do  not  know.  'We  would  look  at  it  rather 

differently ; wc  would  look  at  whether  we  could  repeat 
an  operation  that  would  have  as  much  restrictive  effect 
on  bank.s’  activity,  irrespective  of  the  form  that  that 
took  in  'thoir  iportfolb ; and  T would  rthink  we  could. 

I would  (blink  (hat  our  ability  to  restrain  expansion  of 
bank  credit  is  improved,  if  anything,  after  the  experience 
which  the  banks  went  through  this  last  time.  They 
learned  something  from  this  too ; (those  baii'ks  that  hesi- 
tated to  adjust  I'heir  posirtiion  after  they  had  run.  out_  of 
sWt  maturities  found  that  in  the  end  lihey  had  to  adjust 
anyhow  by  selling  longer  securities,  and  had  to  take  very 
much  bigger  losses  than  if  they  had  adjusted  earlier. 
Another  lime  T do  not  think  (hat  we  would  find  as  much 
alteimipL  to  borrow  from  (the  Foderal  Reserve  or  resort  to 
the  Federal  funds  market ; I think  they  would  restrict 
advances  or  take  their  losses  earlier. 

9799.  You  do  not  think  that  the  effect  migihit  be  different ; 
that  Ibe  oommereial  bank.s  might  begin  to  think  they 
should  stay  out  of  the  long  bond  market  ahogertihcr,  in 
which  case  your  control  would  be,  to  some  small  extent 
at  least,  weakened?— -—I  would  not  think  they  would. 

9800.  Professor  Sayers'.  But  .su.pposc  Iba't  the  banks 
confined  themselves  to  under  five-year  bond.s,  and  had 
such  a high  proportion  of  business  loans  to  total  assets 
that  they  Uiought  they  ought  to  have  most  of  their  govern- 
ment paper  in  the  under4iwo-yoar  range,  then  would  tihere 
not  be  two  effects:  (1)  the  'bank.s  wotild  not  be  continually 
in  and  out  of  all  parts  of  rthe  market,  but  their  operations 
would  be  limited  to  the  .short  end  of  the  market,  and 
(2)  if  you  forced  tbecn  to  unload,  you  would  not  force 
on  them  the  losses  Ibat  they  had  to  take  in  recent  times ; 
they  would  therefore  not  be  so  frightened  of  expanding 

iheir  loans  up  to  the  hilt? No.  Under  your  original 

proposition  the  banks  would  not  be  so  liquid.  They  would 
have  a smeller  volume  of  liquid  instruments,  so  they 
would,  I would  think,  be  affected  more  quickly  by  our 
restraining  action.  The  connection  of  the  banks  at  the 
long  end  is  not  only  through  their  own  purchases  ; it  is 
their  financing  of  the  whole  capital  market,  which  is  also 
very  important. 

9801.  Y'ou  mean  ithat  the  supply  of  bank  doposiU  in  the 
oounitry  as  a whole  has  its  bearing  on  the  capital  market? 

mean  the  banks’  loan.s  to  dealers  and  underwriters, 

There  has  been  a recent  terrific  expansion  of  bank  invest- 
ments since  J'anuary  this  year ; they  have  increased  about 
$6,000  million,  and  their  loans  rto  brokers  and  dealers  in 
securities  by  about  $2,000  milKon.  Both  contribute  to  the 
activity  in.  the  capital  market,  and  to  the  lowering  of  the 
long  term  interest  rate. 

9802.  Coming  rto  the  development  of  the  last  six  months, 
has  the  long  temm  rate  come  dovm  as  quickly  as  you 

wish? 1 do  not  wwh.  The  long  term  market  ha.s  been 

extremely  satisfactory  in  the  total  volume  of  securities  it 
has  floated,  the  amount  of  funds  that  have  been  made 
available  through  the  long  term  market  to  final  users.  That 
was  something  we  wished  for ; that  was  an  object  of 
policy,  and  that  has  been  achieved  in  larger  degree  than 
we  expected.  'We  have  been  surprised  at  the  volume  of 
long-term  funds  provided  there. 
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9803.  Wihen  you  were  arguing  in  your  paper  about  the 
effects  of  intervention  by  the  Federal  Reserve  in  the 
long  term  market,  if  it  did  choose  to  intervene,  you  sug- 
gested that  one  of  the  undesirable  results  would  be  that 
the  market  would  sometimes  go  too  far  in  response  to 
your  actions,  that  you  would  produce  exaggerated  effects 

that  you  did  not  wan.t? Not  effects  that  we  did  not 

want : effects  that  would  midead  us. 

9804.  What  effects  would  be  misleading? ^They  would 

make  us  .think  that  we  had  tightened  the  market  more 
than  we  had,  or  had  eased  it  more  than  iwe  had  in  fact 
eas^  it.  We  actually  ease  the  market  .through  the  amount 
of  reserves  we  put  in.  If  we  get  sudden  changes  in 
rates  based  on  expectations  of  what  the  Federal  Reserve  is 
going  to  do.  it  takes  away  data  from  the  Federal  Reserve 
essential  to  tell  them  how  much  more  they  should  do. 

9805.  Chairman : I have  still  in  my  mind  the  very  firm 
answer  you  gave  a little  while  back  to  Procfessor  Sayers, 
that  you  were  vitally  interested  in  the  structure  of 
interest  rates,  'because  that  told  you  what  had  happened; 
but  from  .your  earlier  answers  I had  the  in>pression  that 
you  would  not  say  that  it.  was  part  of  ithe  function  of  the 

System  to  try  to  establish  a pattern  of  ioterest  rates? 

If  you  mean  iby  establishing  a pattern  of  rates  making 
short  term  rates  lower  than  the  long  term  rates,  or  vice 
versa,  in  some  precise  way,  I would  say  that  it  is  not  pant 
of  the  System’s  function  to  do  that.  If  we  tried  to  do 
that,  we  would  not  have  the  data  to  judge  what  we  bad 
done ; we  would  'be  pegging  the  market  in  some  sense 
or  other  and  we  would  not  know  what  we  had  actually 
done,  and  what  the  cond'ttions  actually  were. 

9806.  If  that  is  so,  it  seems  to  me  to  throw  the  emphasis 
in  all  that  you  do  on  your  decision  to  ch.ange  or  not  lo 

change  the  level  of  excess  reserves  at  any  one  time? 

Fundamentally  it  is  the  biggest  thing  we  do. 

9807.  That  is  in  your  view  Ihe  fundamental  thing  that 

you  concern  yourself  with  doing? ^That  is  so;  the 

discount  rate  is  mainly  a disciplinary  instrument  by  which 
we  keep  discounting  from  being  attractive  to  the  banks  at 
a time  when  reserves  are  deficient.  I do  not  want  to  be 
categorical ; I know  the  discount  rate  is  a lot  of  things. 
It  is  a very  overt  statement  to  the  public  of  attitude ; but 
basically  the  supply  of  reserves  is  the  thing  we  are  con- 
cerned with,  and  I would  think  the  most  important  aspect 
of  the  discount  rate  is  the  degree  to  which  it  maintains 
the  discipline  of  tlie  discount  window  in  pro.viding  this 
supply  of  reserves. 

9808.  It  is  a way  of  controlling  the  adjustment  of  the 
banks  to  what  you  have  done  with  'thek  excess  reserves? 
—And  If  the  banks  'borrowed  freely  at  whatever  ithe 
rate  was,  it  would  lose  that  characteristic ; but  they  do 
not. 

9809.  If  I follow  you  so  far,  your  emphasis  is  upon 

the  availability  of  funds  at  any  one  'time  to  the  banking 
system? ^Yes. 

9810.  And  you  are  comparatively  indifferent  to  the 

interest  structure  that  that  availability  throws  up? No. 

If  you  are  talking  about  the  level  of  the  general  structure 
of  interest  rates,  we  are  not  indifferent  to  that  at  all, 
we  expect  results  to  follow  from  changes  in  availability. 
That  is  the  way  these  changes  work  their  effects.  Of 
course  higher  interest  rates  act  as  a deterrent  to  borrow- 
•ing  ; iffiey  dso  lower  the  'Capital  value  of  existing  securities 
and  other  assets.  That  also  exercises  a measure  of 
restraint.  They  do  all  of  these  things,  and  we  are  in- 
terested in  all  of  these  things ; that  is  how  we  get  our 
results.  But  the  way  we  get  these  results  is  by  actually 
restricting  or  expanding  the  supply  of  reserves.  That  is 
what  a central  bank  is  all  about— controUing  the  supply 
of  reserves. 

9811.  Professor  Sayers:  What  you  said  just  now  on  the 
use  of  the  re-disoount  rate  as  part  of  the  discipline  at  the 
discount  window  surprised  mo ; I thought  that  the  discipline 
of  the  discount  window  depended  very  much  more  on  the 

traditions  against  continuous  l^rrowing? does.  What 

I meant  was  that,  if  our  policy  was  to  restrict,  a.nd  we 
used  ■open  market  operations  solely  and  left  the  discount 
rate  at,  say,  its  .present  level  of  H per  cmt.,  that  would 
im'pair  the  dised^ine  or  make  it  much  more  difficult  to 
enforce.  F'Or  eixample,  suppose  that  we  us^  open  market 
operations  to  establish  a climate  of  negative  reserves  O'f 
$500  million  and  did  not  change  the  discount  rate,  the 
bill  rate  under  those  circumstances  wc>uld  probably  go  to 
something  like  2i  or  3 per  cent.  It  is  very  hard  ito  get 


the  'biU  rate  up  much  over  one-quarter  per  cent,  above  the 
discount  rate  ; with  the  discount  rate  at  H per  cent,  and 
a 'bill  rate  of  2i  per  cent  we  could  not  enforce  the 
discipline  of  the  discount  window ; it  would  just  be  too 
profitable  to  borrow  from  the  Federal  Reserve  Banks,  and 
the  discount  authorities  would  have  almost  an  impossible 
job.  Banks  can  make  quite  plausible  cases  for  discounting 
if  'they  want  to.  So  the  discount  rate  would  have  to  be 
raised  to  prevent  too  much  of  a margin  of  profitability 
develioping.  In  that  sense  it  is  a disciplinary  measure. 

9812.  That  reminds  me  of  your  book  of  thirty  years 
ago,  which  I read  when  I first  studied  the  System  ; I 
gathered  from  that  that  the  movements  in  the  discount 
rate  were  movements  of  a rather  passive  kind,  to  match 
the  conditions  in  the  market  that  are  produced  by  open 

market  operations? The  analysis  in  the  book  is 

similar  to  that  I have  been  giving  you. 

9813.  The  system  does  work  now? It  still  works. 

9814.  So  that  the  movements  made  in  the  official  dis- 

count rate  are  movements  in  response  to  market  condi- 
tions?  Usually;  not  always.  I cannot  be  categorical 

about  this.  The  lowering  of  the  discount  rate  last 
November,  was  not  in  response  to  requirements  of  the 
market ; it  was  an  initiation,  and  an  indication  of  a sharp 
reversal  in  policy. 

9815.  Sir  John  Woods:  Does  that  mean  that  to  lower 

the  discount  rate  may  be  different  when  you  are  restrict- 
ing from  when  you  are  relaxing  credit? It  may  be 

different  from  time  to  time  too. 

9816.  Professor  Sayers:  Surely  the  pace  at  which  you 
bring  the  discount  rate  down,  as  during  the  last  six 
months,  is  a matter  that  is  under  the  control  of  the 
Federal  Reserve  System ; it  is  not  just  a matter  of  letting 

the  market  go? ^The  analysis  I gave  you  a little  while 

ago  is  the  predominant  one.  But  that  does  not  mean 
that  the  discount  rate  is  a passive  instrument  which  is 
moved  automatically  when  market  rates  go  to  a certain 
position.  There  is  always  initiative  as  to  when  the  dis- 
count rate  should  be  moved. 

9817.  The  Federal  Reserve  does  take  a view  not  merely 
on  whether  things  should  be  tightened  or  relaxed,  but 

also  on  what  the  level  of  rates  should  be? Through 

the  discount  rate?  To  some  extent,  yes.  I do  not  want 
to  be  categorical  on  any  of  these  things,  because  we  are 
always  dealing  with  a living  and  moving  situation. 

9818.  This  is  an  important  qualification  of  the  general 
point  that  you  operate  to  m^e  the  supply  tighter  or 

looser? ^The  fundamental  thing  we  do  is  operate  on 

the  reserve  position.  If  we  ever  forget  that,  we  are 
gone. 

9819.  You  do  also  take  a view  sometimes  on  how 

quickly  rates  should  change? One  of  the  many  ways 

we  operate  it  is  through  the  discount  rate,  because  that 
does  affect  the  willingness  and  alacrity  with  which  the 
banks  will  borrow  reserves. 

9820.  Professor  Cairncross:  We  have  been  discussing 
interest  rates  without  talking  very  much  about  avail- 
ability. When  you  take  action  to  reduce  the  credit  oftcred 
by  the  commercial  banks,  are  you  interested  in  the  effects 
on  .particular  assets  of  the  banks,  or  do  you  think  that 

does  not  make  very  much  difference? We  watch  the 

effects  on  particular  assets  of  the  banks ; that  tells  us 
what  we  are  doing.  But  we  cannot  do  very  much  about 
it.  We  are  restricting  credit  to  the  banks ; it  is  up  to 
the  banks  to  decide  in  what  way  they  are  going  to  adjust 
to  that  situation.  We  would  have  liked  it  very  much  if 
the  volume  of  consumer  credit  had  not  advanced  as 
rapidly  as  it  did  in  1955.  That  was  a matter  of  great 
concern  to  us ; it  showed  itself  almost  impervious  to 
contraction  in  other  areas. 

9821.  You  do  not  attach  special  importance  to  the  way 
in  which  the  banks  reduce  their  assets,  whether  they  sell 

bonds  or  contract  loans  to  oustomeiB? We  could  not 

do  anything  about  it.  It  is  not  that  we  do  not  want 
to  do  it,  it  is  that  we  do  not  have  that  power. 

9822.  You  take  the  same  view  of  the  other  financial 
intermediaries:  you  have  no  power  over  them,  but  you 
operate  through  the  commercial  banks.  When  you 
operate  through  the  commercial  banks,  you  may  be 
obliged  to  take  sterner  action  in  relation  to  them  because 
of  repercussions  from  the  rest  of  the  financial  system? 
am  not  sure. 
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9823.  Take  the  case  of  instalment  buying,  for  instance  ; 
you  would  not  now  be  in  a position  to  exercise  control 
over  that,  and  if  it  showed  signs  of  increasing  you  would 
only  be  able  to  counteract  the  effects  of  the  increase 
through  pressure  on  the  reserves  of  the  banks.  Might  it 
not,  in  some  circumstances,  be  preferable  to  take  action 
at  a point  where  the  action  would  have  an  immediate  real 

effect  on  the  activity  of  the  economy? ^You  mean 

through  selective  credit  controls.  My  answer  is  an  abso- 
lutely personal  one,  because  there  are  great  differences 
within  the  System:  but  I ipersonally  think  that  there  is 
a case  for  them. 

9824.  May  I pursue  the  question  in  relation  to  the  other 

financial  intermediaries?  May  not  loan  funds  and  insur- 
ance cmnpanies.  other  agents,  and  particularly  finance 
companies  of  various  types,  be  in  a position  to  supply  an 
extended  range  of  customers  because  of  the  pressure  on 
the  commercial  banks?  Does  not  the  action  that  you 
are  taking  affect  the  competitive  position  of  the  com- 
mercial banks  in  relation  to  other  financial  inter- 
mediaries?  As  I said  in  my  paper,  most  of  these 

agencies  either  deal  with  their  own  funds  that  they 
borrow  directly,  or  they  deal  with  funds  which  they 
borrow  from  the  banks.  To  the  extent  that  they  are 
dependent  on  funds  borrowed  from  the  'banks,  our  actions 
reach  them. 

9825.  Through  higher  interest  rates? ^Through 

higher  interest  rates  or  the  unavailability  of  credit,  or 
more  difficulty  in  getting  credit.  But  to  the  extent  that 
an  insurance  company  is  operating  on  its  own  funds,  our 
actions  do  not  reach  them,  and  I do  not  think  we  want 
them  to.  What  we  want,  it  seems  to  me,  is  that  the 
savings  of  the  community  entrusted  to  the  financial 
institutions  should  be  invested ; as  long  as  those  institu- 
tions are  actually  investing  savings  and  not  creating  money 
I do  not  see  that  we  have  a problem. 

9826.  This  is  based  on  the  proposition  that  these  other 
agencies  are  not  creating  credit.  What  happens  if  they 
are  able  to  enter  into  debt  with  a view  to  extending 

credit? think  the  extent  to  which  they  create  money 

substitutes  does  have  an  effect  on  the  demand  for  bank 
credit.  It  is  one  of  the  things  we  have  to  take  into 
account ; but  I do  not  think  that  at  present  it  seriously 
impedes  our  ability  to  establish  the  overall  situation. 

9827.  If  you  could  bring  pressure  to  bear  on  other 
financial  intermediaries  in  the  way  you  can  on  the  com- 
mercial banks,  would  not  the  degree  of  restriction  you 
would  have  to  exercise  at  one  point  on  the  commercial 

banks  be  to  that  extent  diminished? ^It  may  be ; but 

I do  not  see  how  we  would  deal  with  the  intermediaries. 
1 have  never  been  able  to  get  a picture  of  just  what  we 
would  do,  and  consequently  I do  not  think  I would  want 
the  authority.  As  I said  when  we  were  talking  about 
selective  controls,  I would  rather  see  those  in  certain 
areas ; but  I am  not  very  sympathetic  with  the  general 
thesis  now  being  discussed  of  putting  the  financial  inter- 
mediaries in  some  sense  under  the  central  bank.  I have 
not  been  able  to  visualise  how  we  would  handle  them 
operationally. 

9828.  Do  you  not  have  in  the  United  States  some 
powers  over  mortgage  rates  and  mortgage  operations,  not 

through  the  central  bank  but  throu^  government? 

There  are  two  mortgage  loan  programmes  provided  by 
the  Federal  Government,  the  Federal  Housing  Administra- 
tion programme  and  the  Veterans  Administration  pro- 
gramme, These  administrations  can  establish  the  terms — 
down  payments  and  maturities — and  also  the  ceiling  rates 
to  which  eligible  mortgages  must  conform.  The  great 
bulk  of  the  actual  lending  on  these  mortgages  is  done 
by  private  investment  institutions  operating  in  the  capital 
markets.  Generally,  the  ceiling  rates  (in  times  of  pressure 
on  resources)  have  been  below  market  rates.  I personally 
would  not  want  to  operate  to  restrain  or  expand  mortgage 
lending  by  manipulating  a ceiling  rate.  I think  it  would 
be  very  unwise.  The  mortgage  market  is  the  largest  and 
most  important  financial  market  in  the  United  States ; 
there  are  over  $100,000  million  invested  in  home  mort- 
gages. The  market  has  an  daboiU'te  organisation  because 
tile  technique  of  mortgage  lending  is  complicated ; it 
requires  many  people  to  appraise  property  and  to  record 
mortgages.  In  view  of  this  large  apparatus,  it  is  par- 
ticularly serious  if  the  result  of  a ceiling  rate  is  to  keep 
borrowers  on  the  Government  programmes  from  com- 
peting for  mortgage  funds  in  the  capital  markets.  With 
the  supply  of  funds  dried  up,  the  people  running  the 


organisations  ihave  to  be  dascha^ed.  That  actually  began 
to  happen ; the  Veterans  Administration  had  a 4^  per  cent, 
ceiling  rate  when  the  market  rate  was  5 per  cent,  and  the 
Veterans  Administration’s  mortgage  business  just  dried 
up ; nobody  or  almost  nobody  would  buy  a Veterans 
Administration  mortgage.  If  that  market  were  to  be 
handled  properly,  the  rate  should  always  be  left  free,  so 
that  anyone  who  wanted  to  borrow  could  be  free  to 
contract  a loan  if  he  were  willing  to  pay  the  competitive 
rate.  So  far  as  central  bank  influence  on  the  market  is 
concerned,  I personally  would  try  to  affect  the  market 
by  changing  the  availability  of  bank  reserves  and  thus 
changing  the  avaUability  of  funds  in  the  capital  market 
as  a whole.  In  addition,  I would  tighten  terms  for  down 
payment  and  maturity  in  periods  of  over-activity  when  it 
was  important  to  restrain  aggregate  demand,  and  I would 
relax  these  terms  in  periods  of  recession.  But  I would 
limit  direct  interference  to  these  changes  in  terms.  I 
would  not  recommend  what  has  in  fact  been  done,  the 
manipulation  of  permissible  ceiling  rates  of  interest. 

9829.  The  powers  you  would  take,  speaking  personally, 

would  be  similar  to  what  you  may  envisage  for  control 
of  consumer  instalment  buying? Yes. 

9830.  Professor  Sayers:  Do  you  regard  these  financial 

intermediaries  as  serious  competitors  of  the  banks? 

No.  They  are  a channel  rather  than  a source  of  finance. 
The  finance  companies  are  the  most  interesting.  They 
started  the  instalment  finance  business  and  borrowed  &om 
the  banks  to  finance  themselves,  and  the  banks  later  on 
began  competing  with  the  instalment  finance  companies ; 
the  banks  are  tiie  new  entrants  into  that  field. 

9831.  Sir  John  Woods:  Do  any  of  the  finance  com- 

paaies  take  deposits? -No,  they  would  not  be  allowed 

to. 

9832.  Professor  Sayers:  They  are  prevented  by  law 
from  taking  deposits,  and  there  is  no  way  around  that? 

1 do  not  think  so ; that  law  is  supposed  to  be  tight. 

I have  not  seen  any  loopholes  since  it  was  tightened 
last  in_  1933.  The  finance  companies  sell  commercial 
paper  in  the  open  market ; they  sell  a great  range  of 
maturities. 

9833.  Here  we  have  finance  companies  which  take 

deposits,  and  there  is  no  restriction  by  law.  Would  you 
say  that  your  experience  affords  support  for  the  view 
that  a law  restricting  the  taking  of  deposits  could  be 
effective? would  think  so. 

9834.  Have  the  financial  intermediaries  been  growing 

relatively  to  the  commercial  banks? ^Yes,  I think  they 

have,  probably ; I think  that  is  normal. 

9835.  If  the  'banks  did  not  take  the  very  elastic  view 
of  the  kind  of  lending  that  they  do  take,  one  would 
expect  to  see  the  financial  intermediaries  gaining  ground 
relatively  to  the  commercial  banks?—— Gaming  ground 
in  terms  of  the  kinds  of  customers  they  served,  but  I 
would  not  think  in  volume ; the  determination  of  the 
volume  of  bank  credit  outstanding  would  npt  be  affected 
a great  deal.  It  might  be  affected  a little  if  ffie  inter- 
mediaries offered  a substitute  for  cash  that  became 
acceptable.  In  general  I would  expect  any  switch  from 
bank  credit  to  be  limited  by  ithe  d'cmand  for  cash 
balances. 

9836.  In  coming  to  that  conclusion,  I imagine  a critical 
point  in  your  argument  is  that  these  financdad  intermediaries 

are  not  allowed  to  take  deposits? Yes.  In  the  1920s 

the  brokers’  “ loans  for  the  account  of  others  ” became 
very  close  to  demand  deposits.  That  was  the  most  serious 
development  in  that  situation ; the  growtii  of  brokars’ 
loans  was  huge.  They  were  essentially  siriiilar  to  deposits  ; 
in  some  senses  they  were  a substitute  for  them,  and  quite 
a danger.  That  hole  has  been  plugged.  We  are  always 
on  the  watch  for  some  further  evasion,  but  I know  of  no 
evasion  that  has  developed  yet. 

9837.  Would  you  say,  in  view  of  that  expericDce  and 
of  experience  since  the  war,  that  the  restriction  on  the 
power  to  take  deposits  is  one  of  the  important  parts  of 
the  foundation  of  the  Federal  Reserve’s  power  over  the 

financial  situation? ^Yes.  If  there  is  n'Ot  an  ultimate 

control  ova"  the  source  of  cash  or  cash  equivalent,  then 
the  central  bank  is  gone.  It  has  to  have  that. 

9838.  Professor  Cairncross:  I would  like  to  ask  you 
about  your  views  on  the  finance  of  iu'dustry,  In  tiie 
United  States  a good  deal  of  use  is  made  of  accounts 
receivable,  and  you  have  factors,  to  whom  there  is  no  very 
clear  counterpart  in  this  coun^.  The  rates  of  interest 
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charged  are  very  hi^.  Do  you  feel  that  from  your  know- 
ledge of  circumstances  in  this  country  any  development 

along  those  lines  would  be  worth  pursuing? 1 do  not 

know  at  all : I do  not  know  the  situation  here. 

9839.  The  hanla  in  the  United  States,  in  making  their 
loans,  are  prepared  to  lend  at  quite  a wide  spread  of  rates, 

I believe? ^There  are  different  rates  in  different  markets. 

9840.  I am  thinking  now  of  advances  to  firms? In 

general,  if  they  are  lending  on  instalment  finance 
contracts,  the  rate  is  very  much  higher  than  if  they 
are  lending  on  a direct  note ; and  on  occasions  a loan 
from  the  same  'bank  to  the  same  borrower  could  be 
either  one  or  the  other.  Those  obviously  would  be 
irrational  situations,  but  cases  do  arise. 

9841.  Do  the  rates  of  interest  vary  with  the  risks 

involved? ^Not  really.  The  rate  of  interest  charged  to 

?.  ciatomer  is  «sential!y  dependent  on  the  market  in  which 
he  is  borrowing,  and  on  his  access  to  other  banks  or 
other  lenders ; it  is  a conventional  rate  in  the  end.  The 
prime  rate  does  not  apply  at  the  smaller  banks ; the 
top  rate  is  conventionally  6 per  cent  at  most.  In  the 
south  and  west  it  might  be  hi^er.  They  simply  will  not 
lend  at  all  to  borrowers  where  a hi^er  rate  would  be 
required  because  of  the  risk.  Borrowers  who  are  able  to 
shop  around  to  a larger  cdty  or  a larger  (bank  can  often 
break  the  6 per  cent  rate. 

984Z  The  ^aU  borrower  •may  be  a new  firm,  and  he 
may  not  ibe  judged  as  creditworthy  by  the  commercial 
banks ; but  he  can  stall  have  recourse  to  other  ty^iss  of 
lender  in  America.  I suppose  these  other  types  are  often 

institutional? ^They  may  be.  That  is  where  one  comes 

to  accounts  receivable  financing,  and  other  lending 
techniques  of  that  sort.  There  are  lenders  who  specialise 
in  a special  technique  and  can  control  their  risks  and  take 
on  loans  that  a bank  is  not  capable  of  servicing  properly 
on  account  of  the  risk. 

9843.  Do  you  think  that  that  'form  of  finance  has  been 
useful  to  the  smaller  growing  companies  in  the  United 

States  where  the  risk  is  high? ^I  tininV  accounts 

receivable  financing  has  been  usefiil. 

9844.  Lord  Harcourt:  Is  the  prime  rate  a universal  rate 

throughout  the  United  States? ^Yes.  The  prime  rate 

is  tile  rate  charged  by  the  large  banks  who  axe  prepared 
to  make  loans  to  large  industry ; those  large  industries  that 
deserve  the  most  favourable  rate. 

9845.  How  ds  that  rate  arrived  at?  Who  settles  it? 

Not  by  collusion ; that  is  very  important  in  view  of  the 
anti-trust  laws.  When  credit  conditions  are  changing, 
either  tightening  or  easing,  discussions  will  -be^  to  arise, 
and  people  will  say:  “ Vftiat  about  the  prime  rate?  Is  it 
not  time  the  prime  rate  was  moved?”  And  then  one 
will  hear  reports,  if  conditions  are  tightening,  that  the 
banks  have  not  changed  the  prime  rate  but  are  not  exten- 
ding credit  as  freely,  and  certain  customers  are  no  longer 
considered  eligible  for  the  prime  rate.  One  will  also 
hear,  in  the  reverse  situation  of  easing,  that  certain  cus- 
tomers  are  getting  concessions  from  the  prime  rate.  That 
may  go  on  for  a long  time,  and  there  may  be  a great 
many  rumours  about  the  prime  rate,  about  possible 
changes,  and  about  what  bank  is  likely  to  change  it  first. 
Finally,  some  bank  will  take  the  plunge  and  change  the 
prime  rate ; and  then  all  the  rest  will  follow  in  a day  or 
so.  No  bank  likes  to  take  the  initiative  to  change  the 
prime  rate ; it  is  not  done  until  something  arises  in  the 
credit  situation.  It  may  be,  in  a period  of  tightening  of 
credit,  that  some  bank  gets  so  many  demands  from  its 
big  borrowers  for  loans  that  it  wants  to  shuffle  some  off 
to  another  bank,  and  it  raises  the  prime  rate ; or,  in  tiie 
opposite  situation,  when  the  rate  is  cut.  It  was  different 
this  last  time ; what  actually  moved  the  prime  rate  this 
winter  was  the  acceptance  rate,  as  I understand  it.  As 
the  open  market  eased,  acceptance  financing  came  to  be 
cheaper  than  financing  at  the  prime  rate.  That  set  up  a 
situation  where  finally  the  prime  rate  was  broken.  One  of 
the  banks  announced  that  the  prime  rate  was  broken,  and 
others  immediately  came  out  and  announced  the  lower 
rate. 

9846.  The  'prime  rate  is  not  fixed  and  not  agreed,  but 

it  is  always  the  same? As  soon  as  one  changes  it, 

the  others  also  change. 

9847.  Chairman : I would  like  to  get  your  view  on  two 
points,  one  arising  out  of  the  other.  The  end  product  of 
your  activities  is  to  affect  the  economic  activities  in  the 


United  States ; I would  like  to  get  an  idea  as  to  the  time 
element  involved  in  the  operations.  Your  basic  instrument 
during  the  whole  operation  is  excess  reserves.  You  pointed 
out  to  us  that  there  are  several  protective  reactions  that 
banks  can  take  to  prevent  your  putting  compulsion  upon 
them  to  affect  the  volume  of  their  investments  and  loans. 
First  of  all,  they  can  borrow  from  each  other,  as  far  as 
there  are  spare  excess  reserves.  Is  there  a market  for  that? 
^The  Federal  funds  market. 

9848.  That  is,  I suppose,  a mobilisation  throughout  the 
banking  system  of  a pool,  comparable  to  our  callmoneyin 

the  London  discount  market? ^It  is  a somewhat  slrpilar 

pool ; it  is  participated  in  mostly  by  the  banks  and  also  by 
the  dealers. 

9849.  Then  they  can,  under  discipline  and  the  under- 
standing which  you  outline,  restore  .their  reserves  by 
borrowing  from  the  Federal  Reserve  System  under 
discount.  When  they  have  done  what  tiiey  think  right  or 
can  do  about  tiiat,  they  can  still  protect  the  volume  of 
their  advances  to  industry  by  realising  their  investments. 
Are  not  those  three  quite  considerable  defensive 

mechanisms? ^When  they  realise  on  investments  they 

are  decreasing  the  money  supply.  We  think  that  is 
probably  the  most  important  action. 

9850.  Do  you  find  that  there  is  a considerable  time 
element  involved  in  obtaining  your  results,  because  they 

have  these  defences? It  will  vary  accordin^y  to  the 

situation.  lu  our  last  boom,  in  1955,  the  big  problem 
arose  in  a different  way,  and  the  delay  was  serious.  In 
1954,  during  the  period  of  easy  money,  the  finance  com- 
panies increased  their  lines  of  credit  at  the  banks  very 
considerably.  The  banks  at  that  time  considered  that  it 
was  nice  to  have  these  big  finance  companies  as  customers 
on  their  books ; they  did  not  think  they  would  be  likely 
to  be  short  of  funds  again,  and  consequently  they  were 
rather  liberal  in  extending  lines  of  credit  to  finance  com- 
panies. _ The  large  insurance  companies  were  also  very 
liberal  in  extending  commitments  to  take  up  V.A.  mort- 
gages. Hieir  experience  up  to  that  time  had  been  that  of 
the  commitments  made  about  50  per  cent,  were  taken  up, 
and  they  consequently  extended  commitments  to  about 
twice  the  value  of  what  they  expected  to  take  into  their 
portfolio  when  the  mortgages  were  delivered.  It  happened 
that  the  boom  in  1955  was  concentrated  in  automobiles 
and  housing ; two-thirds  of  the  expansion  in  bank  credit 
for  that  year  was  in  mortgages  and  instalment  paper.  That 
was  the  place  where  the  boom  really  got  under  way. 
These  two  areas  lean  heavily  on  finance,  and  in  both 
cases  tile  financing  had  essentially  been  contracted  in  1954 
in  the  period  of  easy  money,  so  that  in  1955  our  efforts 
at  r«tra.int,  which  I think  were  inadequate  and  back- 
ward, stiU  faced  the  problem  that  they  could  not  touch 
directly  the  two  fields  which  were  expanding  most  strongly, 
because  of  prior  commitmeuts.  I hope  that  situation  does 
not  arise  again. 

9851.  Given  a system,  under  which  you  have  certain 
understood  powers  to  produce  results,  and  you  are 
currently  explaining  to  everybody  what  you  are  doing  and 
why,  and  ifbey  have  certain  defences  wilth  which  they, 
for  the  time  being,  can  prevent  the  result  being  ^ective, 
■what  is  the  place  for  what  is  called  moral  suasion  in  a 

system  of  that  kind? ^Very  little.  There  is  a feeling 

against  moral  suasion  in  general.  We  feel  that  it  is  an 
incorrect  tactic;  tiiat  by  itself  it  is  useless,  and  that  it  is 
proper  only  if  it  is  backed  by  action.  Our  explaining  the 
policy  of  restraint  is,  in  a sense,  moral  suasion ; in  that 
sense  it  is  proper  and  appropriate.  But  we  would  eschew 
it  under  certain  circumstances.  Circumstances  might  arise 
where  we  would  have  to  go  very  carefully.  In  any 
case  taken  alone  we  would  not  tbinlc  that  it  would  be 
very  effective.  Of  course,  in  ;the  American  system  we  have 
supervisory  auttiority  oyer  the  banks ; that  gives  an  oppor- 
tunity for  expressing  judgments  about  the  soundness  of 
credit  and  about  the  developments  tiiat  can  turn  out  badly. 
One  of  the  things  that  was  done  in  1955,  in  view  of  the 
tremendous  amount  of  instalment  paper  which  the  banks 
were  financing,  was  to  ask  the  examiners  to  be  particularly 
careful  in  evaluating  the  soundness  of  that  paper.  Perhaps 
you  might  call  that  action  moral  suasion. 

9852.  Is  this  a general  view  in  your  country,  that  if 

the  rules  are  defined,  then  people  ought  to  be  allowed  to 
operate  according  to  the  rules,  and  you  ought  not  to  ask 
any  particular  person  at  any  one  point  not  to  take  advant- 
age .of  something? would  probably  not  be  effective  if 

you  did. 
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{Continued 


9853.  Professor  Sayers'.  'Might  I ask  a question  on  debt 
management?  If  the  United  States  Treasury  take  the  view 
that  most  of  the  debt  should  be  in  long-term  form,  would 
you  say  that  in  any  but  the  most  extraordinary  circum- 
stances there  is  a rate  at  which  the  Treasury  should  be 
able  to  carry  through  its  sales  of  long-term  securities? 

Usually  there  is  a rate  at  which  a long-term  issue 

can  be  placed.  In  1957,  in  the  early  part  of  the  year, 
the  Treasury  gave  up  plans  to  issue  long-term  securities,  on 
the  ground  that  there  was  not  any  reasonable  rate  at  wMcb 
to  issue  them.  It  was  a peculiar  situation  at  that  time. 
The  actual  yield  in  the  market  was  about  3^  per  cent.,  but 
the  dealers  and  the  investment  bankers  said  that  the 
Treasury  could  not  get  an  issue  taken  even  at  per  cent. 
The  Treasury  took  that  advice  and  did  not  issue ; but 
later  in  the  summer,  when  rates  were  even  firmer,  they 
came  out  with  a 4 per  cent,  issue.  It  was  not  a long  issue, 
but  they  went  out  of  the  short  market  at  a 4 per  cent, 
rate  and  had  a very  good  subscription.  The  experience 
at  that  time  seemed  to  corroborate  the  judgment  that  they 
could  have  financed  outside  the  short  market  earlier  if 
they  had  paid  the  rate.  But  there  may  have  been  a 
difierence  of  opinion  about  that. 

9854.  There  may  have  been  a differenc«  of  opinion 

about  the  rate? the  ability  of  the  market  to  absorb 

an  issue  at  that  rate.  Looking  backward  now,  we  would 
say  that  the  market  showed  more  absorptive  abUity  than 
we  probably  thought  it  had  at  die  time  when  these 
decisions  were  being  made. 

9855.  Professor  Ccdrncross'.  Could  you  tell  us  when  you 

think  the  Government  should  borrow? ^It  is  very 

difficult  to  say.  Our  ideas  have  ranged  all  over  on  the 
problem  of  debt  management.  In  my  own  thought  at 
present,  I would  setde  with  great  joy  for  a pattern  of 
more  or  less  evenly  spaced  maturities  that  was  main- 
tained. I would  like  an  adequate  amount  of  bills  at 
the  short  end  to  provide  for  die  liquidity  needs  of  the 
market  and  the  rest  of  the  debt  to  be  outstanding  with 
evenly  spaced  maturities,  I would  not  worry  much  about 
other  debt  management  considerations,  such  as  the  proper 
occasion  for  funding,  if  I could  have  that.  I would  be 
willing  to  take  the  fact  that  funding  fell  recurrendy  in 
period  both  of  boom  and  recession  without  too  much 
worry  over  theoretically  unfavourable  cyclical  effects,  be- 
cause, with  a debt  outstanding  with  evenly  spaced  maturi- 
ties, the  central  bank  would  be  more  free  to  operate 
promptly  in  a contracycUcal  manner.  Its  actions  in 
easing  or  tightening  bank  reserves  would  have  the  effect 
of  increasing  or  decreasing  the  liquidity  of  the  whole 
market.  In  a period  of  ease,  all  maturities  would  become 
more  liquid,  because  obviously,  if  people  hold  securities 
above  their  acquisition  cost,  they  will  be  more  ready  to 
dispose  of  them  to  finance  a new  undertaking,  and  con- 
versely, in  a period  of  boom,  when  people  hold  securities 
whose  market  is  below  their  acquisition  cost,  they  will 
feel  less  liquid.  To  repeat,  as  against  the  attempt  to  float 
only  short-term  issues  in  a recession  and  long-term 
issues  in  a boom,  I would  personally  settle  for  a debt 
management  pattern  that  would  provide  for  regularly 
staggered  maturities  plus  an  adequate  volume  of  short- 
term issues  to  provide  for  the  minimum  liquidity  needs 
of  the  community.  With  such  a pattern,  the  central  bank 
would  be  able  to  function  effectively.  We  have  had  some 
very  unfortunate  experiences  trjting  to  choose  the  time  to 
offer  securities.  It  has  not  been  a happy  experience. 

9856.  The  'posation  is  never  static ; there  are  always  oppor- 
tunities arising,  and  there  may  be  periods  when,  on  credit 
grounds,  you  do  not  want  to  take  advantage  of  a re- 
financing ito  produce  an  equivalent  extension  ^ the  debt? 

Our  problem  with  regard  to  re-financing  is  that  it 

always  means  tension  to  some  degree  in  the  money  market. 
For  a rperiod  of  a month  or  so  it  seriously  inhibits  our 
policy.  We  have  to  take  considerable  thought  before 
changing  discount  rates  or  changing  the  reserve  position 
much,  when  a Treasury  financing  is  approaching ; and 
they  approach  all  the  time.  It  is  a very  serious  problem 
for  us. 

9857.  The  last  big  funding  operation  that  you  referred 

to  in  the  paper  was  early  this  year? We  have  had  one 

since  then. 

9858.  The  -one  you  describe  in  the  paper  involved  an 

increase  in  the  long-term  rates? Tliere  was  a slight 

reaction. 


9859.  Would  you  fbinlc  it  more  appropriate  to  conduct 
operations  of  this  kind,  if  it  were  open  to  the  Treasury,  in 

conditions  of  boom? ^Yes ; the  theory  is  that  one  should 

fund  long  in  periods  of  boom  and  short  in.  periods  of 
recession. 

9860.  Do  you  think  that  that  is  technically  possible? 
Do  you  believe  that  if  the  bond  market  is  very  weak  in 
conditions  of  boom,  a funding  operation  can  be  carried 

through  without  difficulty? Tbe  Treasury  was  very 

anxious  to  fund ; but  actually  they  did  not  fund  much 
after  1955.  Ih  September  1957  they  issued  these  4 per 
cent  two  and  four  year  issues,  that  went  very  well,  but 
that  did  not  represent  very  much  funding.  They  were 
very  short.  I ^nk  that,  if  the  Treasury  had  a regular 
pattern  of  maturities,  if  it  were  understood  by  the  market 
that  they  would  be  getting  out  $2,000  million  of  long- 
term bonds  a year,  they  could  probably  work  out  a 
manageable  system. 

9861.  You  are  speaking  now  of  circumstances  in  which 
the  total  debt  is  not  increasing  much,  so  that  there  is 
not  an  annual  quantity  of  bonds  to  be  put  on  the  market ; 
but  is  there  not  a technical  difficulty,  in  that  it  is  far 
more  difficult  to  fund  in  a boom  and  far  less  advisable 

to  fund  at  any  other  time? ^That  is  what  we  are  up 

against.  The  actual  record  is  a poor  one  from  the 
point  of  view  of  those  standards. 

9862.  In  point  of  fact,  looking  at  the  figures,  did  not 
the  Treasury  during  the  boom  in  the  United  States  move 
over  into  shorts  to  some  considerable  extent? — ^ — 
Yes. 

9863.  Must  that  not  have  got  in  the  way  of  the  credit 

policy? ^I  do  not  think  the  effects  of  the  actual 

amounts  of  short  securities  were  too  severe.  Before  the 
Accord  we  had  expected  that  we  would  be  seriously 
handicapped  in  ^ectuating  monetary  policy  by  the  sheer 
volume  of  short-term  defat  outstanding,  but  it  has  not 
worked  out  that  way  so  far  as  I have  been  able  to 
observe.  What  has  impeded  credit  policy  is  the  constant 
recurrence  of  refinancing  operations.  There  are  some- 
times $10,000  millions  of  securities  outstanding  in  the 
hands  of  the  public  that  are  refinanced  in  one  operation. 
That  is  a big  operation.  The  first  problem  is  the  choice 
of  a coupon  on  the  new  issue  that  will  insure  its  success. 
Then  the  coupon  chosen  and  announced  must  still  be 
acceptable  when  the  subscription  books  are  open.  That 
means  that  it  would  be  better  if  credit  policy  could  try 
to  maiutain  conditions  in  the  money  markets  as  calm  and 
unchanged  as  possible  as  a period  of  refinancing 
approaches.  It  is  better  to  avoid  changes  in  discount 
rates,  if  possible,  during  these  periods.  The  endeavour 
is  to  maintain  an  even  keel  in  the  money  position  from 
the  time  the  new  financing  is  announced  until  the  opera- 
tion is  finished.  That  cannot  always  be  done  but  it  is 
the  aim.  When  refinancings  are  fairly  continuous  and 
recurrent,  it  is  difficult  to  operate  in  this  manner  and  also 
take  into  account  new  developments  in  the  economy. 

9864.  Would  it  be  right  to  assume  that  one  of  the 
reasons  why  funding  was  not  undertaken  between  1955 
and  1957  was  the  problem  of  the  falling  market,  that 
it  would  have  been  difficult  to  have  had  a large  bond 
issue  in  those  conditions,  or  is  this  something  that  does 

not  trouble  the  American  authorities? ^No ; the  Treasury 

wanted  to  fund  all  along,  but  the  advice  it  received 
from  its  market  advisers  in  the  market  was  that  the  issues 
would  have  to  be  small  and  would  have  to  be  priced 
very  high.  Having  received  that  advice,  it  did  not  in 
fact  go  forward  with  the  plans. 

9865.  It  was  not  that  it  would  be  technically  impos- 
sible but  that  it  would  be  a costly  operation? It  was 

not  tried.  Some  of  the  advice  was  that  it  would  be 
impossible  to  get  more  than  so  much  {and  they  gave 
very  small  estimates  of  the  amount)  and  that  the  rate 
would  be  Mgh. 

9866.  How  do  you  reconcile  that  with  the  .picture 
the  balance  of  the  bond  market,  under  which  an  adjust- 
ment at  one  end  is  very  rapidly  brought  to  bear  at  the 
other?  The  impression  left  by  your  curves  on  my  mind 

is  that  you  have  a very  wide  market? ^Yes,  but  we 

are  talking  of  issues  of  as  much  as  $2,000  million  at  one 
time. 

9867.  You  might  in  other  circumstances  have  to  do  that 

every  year? J think  .that,  if  a regular  pattern  were 

worked  out,  if  ffie  market  expected  such  an  issue  every 
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year,  it  would  be  able  to  take  one  in  that  volume ; there 
would  be  plans  made  for  absorbing  it  on  the  part  of 
investors,  provided  the  rates  were  favourable. 

9868.  In  your  Chart  V you  show  that,  in  the  case  of 
the  funding  operation  at  the  beginning  of  this  year, 
although  there  was  some  appreciable  rise  in  long-term 
rates,  it  was  possible  for  the  market  to  absorb  a very 

large  total  quantity  of  bonds? But  that  was  an 

exchange,  not  a new  issue. 

9869.  Would  you  have  expected  a different  outcome  in 

1956-57? ^With  the  same  data  the  outcome  would  have 

been  the  same,  except  in  this  sense:  in  1957  the  actual 
yield  curve,  rising  to  per  cent,  at  the  long  end,  was 
way  below  the  rate  at  which  new  utility  issues  were 
coming  out,  so  that  market  advisers  at  that  time  all  said 
that  the  real  rate  for  a new  Treasury  issue  would  be 
around  3i  per  cent.,  not  3|  per  cent.  I just  do  not  know 
how  to  explain  the  fact  that  the  yield  hung  down  where 
it  did  so  long.  I think  that,  if  the  Treasury  had  issued 
any  long-term  bonds  at  all  in  1957,  the  yield  curve  would 
have  moved  up  Into  a more  customary  relationship  to 
the  yields  on  other  issues. 

9870.  Does  the  market  ever  get  completely  jammed? 
You  mentioned  just  now  the  existence  of  a premium  on 
cash,  a difference  between  the  new  issue  price  and  -the 
prices  of  current  issues.  This  applies,  I take  it,  to  public 
utilities  and  other  types  of  bond,  even  Government  bonds. 
Are  there  circumstances  in  which  it  is  in  the  American 
market  technically  impossible  to  bring  out  large  issues? 

It  is  a question  of  the  size  of  the  issue.  I ffiink 

at  a price  you  can  possibly  always  bring  out  an  issue. 
The  size  of  it  would  vary ; in  a really  tight  market  it 
would  be  hard  to  bring  out  a large  issue. 

9871.  But  the  government,  as  the  largest  borrower, 
would  not  be  prepared  to  take  a big  cut  in  the  price  of 
its  bonds,  because  that  would  reflect,  presumably,  on  its 

credit  as  a borrower? It  would  not  want  to  take  too 

big  a cut 

9872.  Professor  Sayers'.  If  one  looks  at  the  movements 
of  the  discount  rate  in  New  York  and  in  London,  the 
movements  in  London  are  very  much  bigger,  ^^at  is 
your  view  as  to  the  difference  between  the  two  centres? 
Do  you  regard  this  as  an  inevitable  difference,  something 
that  arises  from  the  nature  of  the  two  markets,  or  is  it 
to  be  related  to  the  problems  they  are  facing,  or  what  is 

it? ^I  am  not  too  conscious  of  the  difference.  We  really 

have  not  decided  with  any  firmness  as  to  what  the  anpro- 
priate  amount  of  a change  in  the  discount  rate  ^ould  be. 
We  used  in  the  1920s  to  change  by  a half  per  cent, 
usually ; then,  after  the  Second  World  War,  and  the 
Accord,  we  changed  the  rate  by  one  quarter  per  cent. 
When  &e  rate  was  down  around  2 per  cent.,  one  quarter 
per  cent,  seemed  the  proper  proportionate  change ; one 
half  per  cent,  would  have  been  too  much.  As  rates 
got  up  towards  the  4 per  cent,  level,  we  did  have  some 
half  per  cent,  moves.  We  do  not  really  have  any  fixed 
philosophy  on  tiiat  problem  as  yet.  So  far  as  there  is  an 
explanation,  I would  say  the  fact  that  we  are  watching 
very  dosely  this  relationship  between  the  bill  rate  and  the 
discount  rate  is  important,  and  a one  quarter  per  cent, 
move  usually  does  just  about  what  we  want  to  do  in 
tihat  respect ; but  we  might  change  our  pattern  on  that 
almost  any  time. 

9873.  One  point  of  explanation  might  'be  the  relative 
importance  of  the  discount  rate  in  the  discipline  of  the 

market? ^It  is  vary  hard  for  the  bill  rate  to  go  more 

than  one  quarter  per  cent,  above  the  discount  rate;  if 
that  happens  discipline  tends  to  break  down,  and  banks 
can  be  expect^  to  borrow  rather  tiian  sell  bills.  By 
raising  the  discount  rate  more  than  one  quarter  per  cait. 
we  tend  to  restrain  the  use  of  the  discount  window. 

9874.  That  point  is  related  to  the  steps  by  which  you 
move.  Over  a period  I^ndon  has  bad  much  bigger  swings 
than  New  York.  How  do  you  account  for  that?-; — ^The 
general  demand  for  capital  of  Britain’s  economy  implies 
a higher  rate  of  oaipitalisation  than  the  U.S.  We  are 
a capital-exporting  country.  We  have  high  savings,  high 
capital  exports,  and  our  interest  rates  are  naturally  lower. 

9875.  Is  it  a matter  of  where  the  range  is? Our 

range  will  go  down  to  almost  zero.  Our  range  cannot 
help  but  be  nairrower  than  London’s,  because  the  top  is 
lower. 

9876.  Sir  Oliver  Franks:  Might  I ask  one  or  two 
general  questions?  I find  the  view  which  you  have  put 
forward  in  its  simplest  outlines  very  attractive  and  very 
puzzling,  because  it  seeriis  to  depend,  when  you  are  dealing 
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only  with  this  fundamental  aspect,  on  the  significance  to 
be  attached  to  modifying  the  supply  of  money,  that 
significance  working  out  in  changes  in  the  broad  pattern 
of  interest  rates.  You  see  those  changes  in  detail  on  any 
occasion  when  it  works  out,  but  what  you  determine  is  a 
trend  up  or  down.  You  also  assume,  I tMok,  a very 
considerable  degree  lof  perfection  in  the  market  for  bonds, 
so  that  these  effects  are  transmitted.  I thinV  that  you 
must  also  presuppose  that  at  least  over  a time  these 
changes  in  the  general  pattern  of  interest  rates  up  or 
down,  as  they  work  out,  affect  the  market.  Now  I have 
in  front  of  me  a paper  submitted  to  us  by  a group  of 
economists  which  contains  this  sentence: 

“ A policy  of  credit  restriction  continued  over  a long 
period  is  unlikely  to  have  any  significant  direct  effect 
either  on  consumption  or  on  investments  in  stocks.  Its 
only  significant  effect  is  likely  to  be  on  fixed  investment, 
and  here  the  effect  would  probably  be  very  small.” 

I quote  this  sentence  because  -there  is  a school  of  thought 
which  attempts  to  argue  that  monetary  measures  cannot 
really  affect  demand  unless  the  measures  are  so  drastic  as 
to  be  intolerable  dn  a modern  political  society.  You 
clearly  do  not  hold  these  views.  I should  he  very  grateful 
if  you  would  be  prepared  to  amplify  what  are  the  reasons 
why  you  hold  the  views  you  do  hold  on  .this  crucial  subject? 

^That  is  interesting.  That  statement  obviously  reflects 

the  view  which  became  quite  dominant  during  the  depres- 
sion, that  interest  rates  do  not  affect  saving,  and  con- 
sequently that  they  do  not  affect  consumption,  I have  felt 
more  and  more,  watching  the  situation  in  the  last  few 
years,  that  we  were  getting  some  very  interesting  effects  on 
consumption.  We  are  now  working  very  hard  to  ^velop 
the  savings  statistics  in  a form  and  variety  that  will  tell  us 
more  about  this,  One  thing  I have  observed:  once 
interest  rates  became  sufficienfly  remunerative  so  that 
banks  and  savings  and  loan  associations  (building 
societies)  and  others  could  make  real  money  by  attracting 
a larger  volume  of  savings  deposits,  these  institutions  that 
specialize  in  the  management  of  savings  became  more  and 
more  competitive  with  each  other.  They  offered  higher 
rates  as  well  as  other  inducements  to  open  up  or  expand 
savings  accounts.  Certainly  there  was  a hi^  response 
to  the  increase  in  rates  in  the  total  amount  of  savings 
entrusted  to  the  institutions  that  competed  actively  for 
savings. 

I personally  feel  that  an  understanding  of  this  response 
may  be  found  from  certain  analo^es  in  the  business  of  life 
insurance.  My  friends  in  the  life  insurance  business  swear 
that  life  insurance  has  to  he  sold.  They  say  they  could 
open  offices  and  advertise  for  cUents  to  come  and  buy 
insurance  but  that  nobody,  or  very  few,  would  take  the 
initiative  to  'buy  life  insurance  voluntaxily ; .in  other  words, 
it  needs  salesmen,  it  has  to  be  sold.  Life  insurance  is  one 
form  of  saving,  of  course.  I think  that  possibly  the 
success  of  banks,  savings  banks,  and  other  savings  institu- 
tions in  stimulating  saving  also  may  depend  on  the 
amount  of  sales  effort  put  forth.  If  that  is  so,  higher  levels 
of  interest  rates  may  have  acted  to  stimulate  voluntary 
saving  and  curtail  consumption,  by  making  it  more  re- 
munerative for  savings  institutions  to  sell  the  idea  of 
greater  saving  to  the  public. 

I am  sceptical  about  bow  much  response  there  is  to 
interest  rates  in  so  far  as  the  holding  of  inventories  is 
concerned.  There  is  some,  of  course.  If  credit  is  tight, 
certain  entrepreneurs  will  not  be  able  to  get  credit  to  hold 
stocks  they  otherwise  would  hold.  But  in  my  own  thinking 
I have  never  put  great  stress  on  that.  Certain  types  of 
long-term  investment  are  obviously  crucially  dependent  on 
the  rate  of  interest  The  easiest  illustration  is  the  ex- 
pansion of  toll  road  investment  in  1953-54;  as  interest 
rates  went  down,  it  became  feasible  for  special  public 
Authorities  to  be  formed  under  charter  from  the  state 
legislatures  to  build  toll  roads.  They  raised  money  in  very 
large  volume  at  the  lower  interest  rates  and  built  the 
roads,  really  super-highways.  Many  of  those  roa<^  would 
not  have  bewi  construct^  at  all  of  the  financing  h^ 
required  higher  .interest  rates  such  as  la-evailed  early  in 
1953.  My  own  view  is  (that  the  effects  of  higher  or  lower 
interest  rates  and  tighter  or  easier  conditicins  on  avaikbiliity 
of  cre^t  are  much  broader  and  more  pervasive  than  can  be 
summarize  in  any  simple  statement  such  as  that  there  is 
this  or  that  effect  on  inventories  or  on  long-term  invest- 
ment. There  is  the  who.le  problem  of  capitalisation  to 
be  considered : at  lower  interest  rates  it  becomes  profitable 
to  scrap  plant  and  equipment  and  build  new  plants,  where- 
as at  higher  interest  rates  it  is  more  profitable  to 
modernise  and  repair. 
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9877.  Would  you  say  that  in  general,  when  you  are 
dealing  with  a fairly  strong  tendency  in  the  economy, 
whether  you  wish  to  restrict  or  to  expand,  that  it  takes 
quite  some  time  for  die  policies  of  the  System  to  work 
dirou^  into  active  expressicm  in  increasing  or  decreasing 

demand? ^Yes,  partly  because  it  is  difficult  for  the 

central  bank  to  judge  how  much  to  do.  It  is  very  difficult 
to  assess  the  problem  quickly. 

9878.  Would  it  be  your  opinion  that  the  balance  of 
payments  creates  a special  problem  for  the  United  King- 
dom? At  a time  of  over-demand  on  the  economy,  we 
have  our  difficulties  with  the  import  bill  reserves,  and 
therefore  a compulsion  from  that  angle  to  act.  Would 
you  say  that  the  kind  of  view  which  you  have  outlined 
might  well  not  he  able  to  be  put  into  force  in  its  normal 
fashion,  if  this  interrupting  factor  is  always  liable  to 
intervene?  Do  you  think  that  the  particular  situation 
of  the  United  Kingdom  in  regard  to  ffie  balance  of  pay- 
ments makes  a fundamental  difference  to  the  sort  of 

situation  which  you  have  outlined? ^We  have  ^ways 

diought  that  the  British  had  a little  advantage  over  us,  in 
die  sense  that  the  balance  of  payments  has  forced  them 
to  recognise  a developing  situation  and  act  more  promptly 
on  it  than  we  do.  We  can  be  lulled  into  not  doing  our 
job  properly  because  we  have  not  the  sharp  discipline  of 
the  bakmce  of  payments  posidon. 

9879.  That  would  mean  that  the  fact  that  we  have  to 

take  our  medicine  earlier  makes  for  good  health;  hut 
the  theory  as  stated  by  you  would  remain  applicable,  in 
your  view,  dn  this  country? 1 think  so. 

9880.  There  is  some  discussion  on  whether  the  fixed 
element  which  the  authorides  should  seek  to  vary  up  or 
down  is  cash  or  another  measure  of  liquidity.  If  the 
second  view  is  taken,  the  argument  becomes  an  argument 
about  liquidity  ratios.  Do  you  see  a difference  in  prin- 
ciple or  in  advisability  between  one  and  the  other  base 
as  the  subject  on  which  you  choose  to  operate,  or  do 
you  think  that  it  is  not  so  important  which  you  choose 

but  that  you  must  choose  one? the  central  bank  is 

going  to  get  effects,  it  has  to  have  a base  witWn  the 
control  of  the  central  bank,  and  not  one  which  the  market 
can  manufacture.  I am  not  sufficiently  familiar  with  the 
propwals  here  to  understand  exactly  what  is  proposed 
in  Britain,  and  therefore  nothing  I say  applies  specifically. 
But  the  idea  of  security  reserve  ratios  was  canvassed 
very  broadly  in  the  United  States  in  1947-48  ; in  fact 
the  Federal  Reserve  Board  at  one  time  proposed  them  to 
Congress.  I did  not  agree  at  that  time.  One  danger  of  a 
security  reserve  ratio,  as  I see  it,  is  that  the  banks  will 
he  able  to  buy  from  the  public  whatever  they  need  for 
the  security  reserve,  bills  or  something  else,  and  it  will  con- 
sequently be  within  their  power  to  go  on  expanding  in- 
definitely. Another  danger  is  that  the  market  might  pro- 
duce more  acceptances,  which  would  meet  the  definition 
of  the  security  reserve.  In  fliat  case  again  the  central 
bank  would  not  have  control  of  the  money  supply.  What- 
ever is  used  as  base  the  central  bank  has  got  to  control 
tiiat ; the  point  is  simple : it  has  got  to  control  the  volume 
of  assets  digible  for  reserves  and  to  be  able  to  say  that 
rile  banks  cannot  add  to  the  voiume  tiniess  the  central 
bank  gives  'them  die  wherewithaL 

98S1.  That  leaves  you  with  the  conclusion  that  there 
are  strong  arguments  for  the  use  of  cash? Yes. 

9882.  Would  you  go  as  far  as  to  say  that  you  do  not 
see  how  an  effective  monetary  policy  could  be  operated, 
nor  how  a list  of  measures  could  be  found  to  be  effec- 
tive, unless  the  central  bank  were  in  a position  actively 

to  operate  upon  the  cash  basis? ^That  is  the  basis  of 

my  whole  experience  and  knowledge  and  feeling  about  it. 

9883.  Professor  Sayersx  You  would  add  that  there  must 
be  some  restriction  on  the  power  of  people  outside  the 

banks  to  take  deposits? Yss.  There  must  not  be  a 

money  substitute,  or  the  money  substitute  must  be  so 
small  as  to  be  negligible. 


9884.  Do  you  think  that,  looking  over  a long  period, 
the  invention  of  adequate  substitutes  can  be  kept  down- 

by  law? Mr.  Riefler:  We  have  to  be  alert  all  the  time. 

After  aU,  money  is  what  people  use  for  money  ; we  ought 
to  be  alert  and  not  be  caught  by  words  or  definitions. — Sir 
Oliver  Franks:  You  do  not  allow  banks  to  he  what 
people  use  as  banks ; it  is  what  you  say  are  batiks  1 

9885.  Professor  Sayers:  In  your  country  you  in  effect 

say  by  law  what  people  may  use  as  money.  In  this 
country  we  have  no  such  rule.  Do  you  see  any  danger 
of  the  development  of  money  substitutes  outside  the  bank- 
ing system? ^We  also  may  be  getting  into  that  problem. 

The  savings  and  loans  societies  are  coming  along  very 
fast.  Their  savings  liabilities  approximate  those  of  the 
member  banks  at  the  present  time.  I believe  that  their 
rate  of  turnover  is  increasing.  If  they  ever  got  into 
issuing  a liability  resembling  a demand  deposit,  obviously 
we  would  have  to  move  fast  and  do  something  to  try  and 
stop  it,  because  they  are  now  very  large  institutions. 

9886.  Sir  John  Woods:  Suppose  that  you  had  a situa- 
tion of  strong  demand,  an  infiationary  situation  in  fact, 
and  business  expectations  of  profit  were  very  optimistic ; 
in  those  conditions  are  you  content  to  rely  on.  the  monetary 
measures  which  you  describe,  directed  at  the  availability 
of  credit,  and  therefore  raising  rates  of  interest,  or  do 
you  think  it  is  necessary  in  such  conditions  to  use  other 
and  supporting  measures  of  restraint,  such  as,  for  example, 

fiscal  measures? 1 would  certairdy  welcome  a surplus 

in  the  Budget,  The  fact  that  the  Treasury  was  running 
on  such  a small  surplus  in  the  last  three  years  definitely 
complicated  the  pcpoblem  of  the  Federal  Reserve  in  trying 
to  handle  our  boom. 

9887.  Do  you  think  you  get  pretty  good  results  by  the 

monetary  measures  alone? We  will  get  results,  but  not 

as  good.  We  have  to  act  more  heavily,  and  if  we  act 
more  heavily  we  are  more  lilcely  to  make  an  error,  and 
if  we  make  an  error  it  is  more  serious.  Obviously  it  is  an 
advantage  to  have  fiscal  support. 

9888.  You  would  not  take  the  view  that,  wifli-out 
supporting  measures  of  that  kind,  the  monetary  measures 

are  relatively  ineffective? ^No.  To  say  that  we  cannot 

do  anything  because  the  Treasury  is  not  doing  what  it 
ought  to  do  would  be  to  throw  up  the  sponge  and  not 
meet  our  reponsibilities.  The  monetary  auffiority  has  to 
operate  more  strongly  if  the  Treasury  is  not  doing 
anything. 

9889.  Professor  Sayers:  1 have  one  more  question,  as 
a rider  to  what  you  said  in  answer  to  Sir  Oliver  Franks 
when  you  spoke  about  toll  roads.  Would  you  not  say 
that  the  high  responsiveness  in  the  American  economy  to 
monetary  measures  depends  in  part  at  least  on  the 
importance  of  a hou^g  market  that  responds  quickly  to 
changes  in  mortg^e  terms,  and  the  fact  'tiiat  ffie  banks 

themselves  are  actively  in  the  mortgage  market? ^Banks 

are  niN;  so  active ; they  are  in  it,  but  not  in  tiie  responsive 
«id  of  it.  They  are  mostly  in  conventional  mortgages. 
The  big  responsive  element  in  the  mortgage  market  is 
really  the  insurance  companies.  The  insurance  companies 
will  switch  about  between  three  major  outlets  for  their 
funds ; they  have  the  open  capital  market ; they  have  their 
own  private  direct  placements,  that  are  probably  ffie  most 
profitable  outlets  they  have ; and  they  have  mortgages. 
They  will  re-aUocate  funds  to  the  mortgage  market  when 
placements  go  down,  or  change  the  oth^  way.  That  is 
where  the  responsiveness  comes  in. 

9890.  Would  you  agree  with  the  first  part  of  my  state- 
ment, that  the  responsiveness  of  the  housing  market  h 

very  important? ^The  responsiveness  of  the  private 

housing  market  certainly  is. 

Chairman:  I think  that  that  concludes  our  question, 
Mr.  Riefler.  I should  like  to  put  on  record  how  very 
grateful  we  are  for  your  help. 


{Adjourned  until  Tuesday,  1st  July,  1958,  at  11.00  a.m.) 
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A.  C.  L.  Day,  Esq.,  Reader  in  Economics  at  The  London  School  of  Economics  and  PoUtical  Science, 
called  and  examined. 


9891.  Chairman : Mi.  Day,  we  are  grateful  to  you  for 
your  memorandum*  and  for  coming  here  tliis  moming. 
We  should  like  to  follow  up  one  of  two  of  the  main  lines 
of  the  memorandum  with  you  and  we  will  take  them  in 
order. — Professor  Cairncross:  You  express  a view  about 
British  investment  overseas ; as  I understand  it,  you  feel 
that  we  have  heen  investing  more  heavily  abroad  than 
is  in  the  interests  of  the  country.  I think  that  this  view 
arises  because  you  feel  that  the  pressure  on  British 
resources  under  conditions  of  inflation  is  so  great  that  we 
cannot  invest  at  home  as  much  as  we  should  when  we 
are  investing  abroad  as  much  as  we  have  been  trying  to ; 
although,  as  I understand  you,  you  also  feel  that  invest- 
ment abroad  is  taking  precedence  over  the  rebuilding 

of  reserves.  Is  that  a fair  statwnent? Mr.  Day : The 

problem  that  arises  ultimatdy  is  simply  the  problem  of 
choice.  We  have  limited  resources  available,  and  that 
shows  itself  particularly  in  present  circumstances  as  a 
tendency  always  to  push  into  inflation.  That  in  a sense 
is  the  cause  of  it,  but  ultimately  the  cause  of  it  is  that 
we  have  not  resources  available  to  do  everything  we  should 
like  to  do ; &erefore  we  have  to  choose.  I would  be 
inclined  myself  to  increase  total  investment  as  a propor- 
tion of  national  income ; I would  believe  that  a more 
rapid  growth  of  output  is  a desirable  thing.  But  even 
with  tMs  total  of  investment  I would  want  to  switch  the 
balance  towards  a greater  emphasis  on  h<une  investment 
and  the  inevitable  repayment  of  foreign  debts  and  re- 
building of  reserves,  and  less  emphasis  on  new  foreign 
investment. 

9892.  You  put  it  more  strongly,  I think,  in  your  paper. 
You  imply  that  there  is  some  merit  in  home  investment 
that  foreign  investment  does  not  possess.  Are  you  not 
thinVi-ng  primarily  of  industrial  investment  in  this  country? 
You  always  mention  factories,  and  not  houses,  power 
stations  and  otiier  forms  of  investment  which  are  by 

far  ithe  larger  fraction  of  investment? ^The  word 

“ jndustriad  ” is  a dangerous  one.  I should  like  to  lay 
emphasis  on  productive  investmsit  at  home  in  the  sense 
of  railways,  docks,  power  stations  and  industn',  as  opposed 
to  private  investment,  such  as  housing.  That  is  my  personal 
predilection  in  terms  of  the  general  internal  structure 
of  our  economy. 

9893.  Would  you  not  agree  that  most  of  the  case  for 
new  investment  in  things  like  power  stations  arises  out 
of  the  growth  in  the  national  income,  and  has  nothing 
or  very  little  to  do  with  the  adoption  of  new  techniques? 
A lot  of  the  power  consumed  in  this  country,  for  instance, 

is  simply  used  in  the  private  house? ^Yes  indeed. 

What  we  are  planning  for  ultimately  is  a rise  in  consumer 
standards  of  living;  that  is  the  ititimate  aim.  I believe 
that  we  have  'been  living  far  too  much  on  past  capital 
which  is  extensible,  in  the  sense  that  it  can  be  pushed 
further  and  further  at  the  cost  of  diminishing,  but  not 
impossibly  diminl^ing,  returns.  The  over-strain  on  our 
railway  system,  our  road  system,  and  on  the  docks,  has 
been  developing  steadily  over  the  years  since  the  war, 
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Getting  these  things  an  a reasonable  relationship  to  national 
output  as  a whole  is  a very  considerable  problem,  but  if 
we  do  not  do  that  we  are  going  to  find  diminishing  returns 
becoming  stronger  and  stronger  in  those  particular  lines 
and  we  are  going  to  hold  back  the  whole  expansion  of 
our  economy ; and  expansion,  we  agree,  is  expansion 
for  the  ben^t  of  the  consumer. 

9894.  Is  it  your  view  that  since  the  war  shortage  of 

capital  has  been  growing  rather  than  diminishing? 

I should  find  it  difficult  to  prove,  but  I agree. 

9895.  You  agree  that  investment  in  this  country  has 
grown  out  of  relation  to  output  whereas  in  the  United 

States  the  reverse  is  true? 1 dislike  comparison  with 

the  United  States  in  this  context.  I think  that  the  sup- 
porters of  high  investment  have  made  tactical  mistakes 
in  laying  emphasis  on  comparisons  with  the  United 
States.  The  great  difference  between  us  and  the  United 
States  is  that  they  are  starting  at  a level  of  investment  per 
head  something  like  half  as  high  again  as  ours ; therefore 
the  growth  of  progress  in  the  United  States  is  reasonably 
tolerable.  I would  be  inclined  to  say  fliat  we  must  have 
a more  rapid  rate  of  growth  in  this  country  in  order 
to  get  nearer  to  the  absolute  level  that  the  Americans 
have  achieved  long  ago. 

9896.  When  you  say  " must  ”,  are  you  thinking  that 
there  is  a large  demand  for  capital  which  is  suppressed 
at  present,  particularly  in  the  industrial  sector,  and  which 
would  find  expression  if  we  cut  our  foreign  investment? 

1 -think  that  there  is  a demand  which  is  suppressed 

administratively,  in  that  there  is  a real  need  for,  and  there 
would  be  considerable  returns  from,  investment  in  basic 
things  like  the  roads,  railways,  the  docks.  Beyond  that 
there  is  probably  not  very  mudi  suppression  of  demand 
for  industrial  investment ; but  a -more  rapid  rate  of  growth 
in  itself  creates  the  greater  demand.  We  can  either  have 
an  equilibrium  at  a slower  rate  of  growth,  where  demand 
for  capital  is  in  line  with  investment,  or  we  can  have  an 
equilibrium  at  a higher  rate,  demand  again  in  line  with 
supply. 

9897.  You  are  ratiiCT  identifying  higher  investment  with 

rate  of  growth.  Is  that  not  someffiing  different? There 

are  other  elements.  I would  not  say  that  it  is  only  rate 
of  p'owth,  but  I would  say  that  dt  is  a.  likely  way  of 
getting  it  in  our  economy  at  the  moment.  I am  not 
thinVin.g  simply  of  the  direct  effects  on  the  economy  of 
investment  in  new  factories.  There  are  produced  from 
that  inirect  effects  in  shaking  people  out  of  the  old  ways 
of  doing  things,  and  shaking  people  into  thinking  of  a 
complete  reorganisation  of  methods  of  production,  which 
they  will  do  if  investment  is  going  on  on  a large  scale, 
whereas  if  they  are  simply  replacing  old  equipment  they 
would  be  rather  inclined  to  do  it  in  the  old  way.  I would 
not  go  to  the  extreme  of  saying  that  to  double  the  rate 
of  net  investment  would  double  the  rate  of  growth ; I do 
no't  think  that  is  true.  But  I think  that  doubling  the  rate 
of  investment  would  have  a specific  effect  on  the  rate  of 
growth. 
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9898.  Your  emphasis  is  on  the  adoption  of  new 
techniques  more  than  on  the  accumulation  of  capital,  and 

you  think  that  the  second  is  the  means  to  the  first? 1 

would  not  say  either  was  the  predominant  thing.  1 would 
say  they  work  together.  The  more  we  do  of  the  one  the 
more  we  have  of  the  other. 

9899.  We  might  do  a great  deal  of  improvement  by  way 
of  the  adoption  of  modem  techniques,  without  necessarily 

having  a higher  rate  of  mvestment? We  have  tried. 

There  has  bwn  a great  deal  of  propaganda  by  the  pro- 
ductivity teams  and  the  rest  of  it,  and  I am  sure  it  has 
had  some  effect ; but  all  these  things  are  cumulative : more 
of  one  gives  more  of  the  other. 

9900.  Might  I ask  you  about  the  feasibility  of  curtailing 
overseas  investment,  if  you  ‘think  that  is  straining  our 
resources?  A large  part  of  our  overseas  investment  lakes 
the  form  of  re-investment  of  profits.  Would  you  think 
it  right  to  interfere  with  that  investment?  Do  you  think 

it  possible? ^The  questions  of  “right”  and  “possible” 

are  distinct  things  here.  I see  no  reason  why  it  should 
not  be  right.  The  exchange  control  would  have  to  be 
administered  with  some  degree  of  liberality,  as  undoubtedly 
it  was  for  British  firms  operating  in  the  dollar  area  and 
non-sterling  countries  in  times  when  exchange  control  was 
imposed  fairly  strictl)'.  I think  that  it  should  also  be 
possible,  because  we  did  it  for  non-sterling  countries  quite 
strictly ; but  it  would  be  possible  only  on  (he  assumpfion 
that  the  structure  of  the  sterling  area  is  sub.stanLially 
different  from  what  dt  is  at  the  moment.  I do  not  believe 
that  we  can  restrict  capital  flows  to  the  sterling  area  and 
continue  to  enjoy  the  other  characteristics  of  the  sterling 
area  precisely  as  they  are  at  ‘the  moment. 

9901.  Do  we  not  in  fact  restrict  investment  in  the  sterling 

area? ^There  is  the  capital  'issues  control,  but  beyond 

that  there  is  no  restriction  on  private  flows  of  capital. 
It  seems  to  me  that  we  adhere  a little  too  firmly  to  the 
principle  the  sterling  area  that  it  means  freedom  of 
capital  'to  move  from  the  U.K.  to  other  members. 

9902.  Chairman : I am  not  clear  what  “ right  ” means 
in  this  connection:  something  that  deserves  priority  for 

the  economic  health  of  the  U.K.? tlunk  that  is  a fair 

definition. 

9903.  Sir  John  Woods'.  I wonder  if  I might  follow 

Professor  Caimeross’s  question  with  a rather  earthy  and 
siraiJe-minded  argument.  I see  the  drift  of  the  argument ; 
but  is  it  not  the  case  that  there  are  a number  of  industries 
in  this  country  whoso  capacity  to  produce  capital  goods 
is  far  in  excess  of  the  capacity  of  the  home  market  to 
take  what  they  produce:  for  exanrvple,  heavy  electrical 
industries,  steel  making,  constructional  engineering,  heavy 
engineering,  I should  suspect  chemical  engineering,  railway 
equipment,  and  so  on?  If  you  apply  your  argument  as 
very  categ-orlcaJly  stated  here,  all  you  would  do  by 
restricting  overseas  investment  would  be  to  create  over- 
investment at  home? 1 doubt  it  for  'two  reasons.  Firstly, 

we  should  be  switching  the  whole  of  the  investment 
resources  to  home,  and  the  electrical  equipment  that  is 
•not  put  into  Australia  would  be  put  into  greater  expansion 
of  investment  here  at  home,  so  that  dnnand  would  very 
largely  be  switched  from  abroad  to  home.  Secondly,  we 
should  continue  to  export  capital  equipment  on  a very 
large  scale,  became  the  overseas  c-ountries  would  be  con- 
tinuing to  invest  in  capital  equipment  on  the  basis  of  their 
own  financial  resources  or  on  the  basis  of  financial 
resources  they  could  get  from  other  countries  in  a stronger 
position  to  provide  overseas  mvestment,  the  United  States 
in  particular.  I do  not  see  any  difficulty  at  all. 

9904.  Sir  Reginald  Verdon  Smith : Does  not  that  depmd 
to  a very  great  extent  on  the  attitude  of  the  other  sterling 
area  countries?  Does  it  not  mean  that  your  idea  ctf 
what  may  be  right  for  the  economic  health  of  this  country 
has  to  be  mandatory  in  the  case  of  Australia,  South  Africa 
or  elsewhere,  where  the  promotion  d domestic  capital 
investment  sponsored  by  producer  countries  is  a matter 
of  national  policy?  Wien  you  have  the  sort  of  capital 
goods  situation  that  Sir  John  Woods  described  just  now, 
surely  it  is  not  possible,  even  if  it  were  desirable,  to  isolate 
ourselves  from  the  economic  policies  of  the  other  sterling 

area  countries  who  are  such  important  customers? ^It 

is  quite  impossible  to  isolate  ourselves.  What  t am  sug- 
gesdng  as  ffvat  we  give  higher  priority  to  our  own  selfish 
needs.  We  shall  continue  to  trade  with  these  countries 
and  send  capital  equipment  to  them  on  a large  scale. 


9905.  If  we  can? Are  they  going  to  stop  buying 

from  us  because  we  do  not  lend  there?  We  have  not 
been  lending  very  much  until  recently  to  countries  out- 
side the  sterling  area  but  we  have  sold  a great  deal  of 
capital  equipment  in  competition  with  other  countries. 
Exporters  in  Europe  who  do  not  lend  very  much  long 
term  to  the  sterling  area  still  sell  a great  deal  of  capital 
equipment  to  the  sterling  area. 

9906.  Professor  Cairncross:  But  you  would  agree  that 
there  is  a point  where  a little  additional  investment 
abroad  would  improve  our  chances  of  finding  export 
markets,  and  that  these  export  market-S  might  be  enduring 
and  continuing  export  markets:  the  advantages  might 
remain  with  us  when  it  came  to  supplying  spares  at  a 

later  stage? It  can  happen.  But  that  is  a reason  for 

thinking  carefully  about  any  particular  piece  of  restric- 
tion on  capital  export  that  may  be  decided  upon  in  the 
process  of  the  administration  of  the  control,  rather  than 
an  argument  for  letting  all  investment  go  out  perfecOy 
freely. 

9907.  You  appear  to  take  a rather  lighthearted  view 

of  what  our  export  prospects  would  be  if  we  gave  up 
foreign  investment.  You  do  not  feel,  as  1 understand 
you,  that  this  would  have  any  serious  repercussions  on 
our  export  prospects  in  the  sterling  area? Not  reper- 

cussions of  the  same  order  as  the  amount  of  money  we 
are  going  to  save  on  the  balance  of  payments  through 
reducing  the  investment,  If  we  reduce  investment  by, 
say,  £100  million,  we  undoubtedly  lose  a certain  amount 
of  exports ; the  net  saving  is  appreciably  less  than  the 
gross  saving.  But  there  is  a net  saving ; I should  find 
extremely  difficult  to  guess  how  much,  but  I would 
imagine  in  most  cases  well  over  a half,  which  is  well 
worth  having. 

9908.  Is  it  your  contention  that,  if  we  gave  up  invest- 
ing in  these  countries,  some  other  country  would  take 

up  the  burden  and  undertake  the  investment? 1 think 

it  would  mean  that  some  of  them  would  have  to  carry 
out  investment  on  a smaller  scale  than  they  have  been 
doing ; certainly  that  would  be  the  case  with  Australia. 

9909.  Might  that  not  be  of  some  importance  to  our 

future  as  an  exporter  and  our  future  also  as  an  im- 
porter?  Investment  in  Australia  has  had  very  little 

effect  on  us  as  an  importer.  Very  little  ■of  it  has  been 
in  the  sort  of  goods  we  want  to  import.  It  has  nearly 
all  been  in  lines  competing  with  our  exports.  I go  back 
to  my  original  point:  the  real  thing  that  determines  our 
position  as  an  exporter  js  how  competitive  we  are.  We 
are  more  likely  to  be  competitive  if  we  are  producing 
up-to-date  things.  That  is  the  only  way  a country  like 
ours  can  keep  going ; and  the  best  way  or  doing  that  is 
to  invest  a great  deal  in  our  home  economy  and  gel  our 
home  capital  equipment  up  to  the  mark. 

9910.  How  far  nowadays  do  our  exports  take  the  form  of 
engineering  products?  When  you  arc  supplying  the  world 
with  engineering  products  it  is  imporiam  to  maintain 
contact  with  markets  abroad,  to  cultivate  goodwill.  Do 
you  think  that  if  we  surrender  our  goodwill  as  an 
exporter  of  capital  we  would  be  as  successful  as,  say, 

the  United  States? On  the  relative  importance  of 

engineering  goods,  I do  not  have  the  precise  figure,  but 
it  is  a very  substantial  proportion.  If  we  reduce  lending 
overseas,  inevitably  we  lose  something  on  our  exports, 
simply  because  the  countries  overseas  have  less  finance 
to  pay  for  goods ; it  is  in  the  nature  of  things.  But  as 
I said  before,  on  balance  it  improves  our  balance  of 
payments  position,  although  not  as  much  as  the  gross 
fignre  would  suggest. 

9911.  Let  me  move  to  a different  point.  It  would  seem 
to  follow  from  what  you  say  that,  if  the  pressure  on  our 
own  domest’c  reserves  were  to  become  less,  whether 
through  policy  or  in  some  other  way,  you  would  not  raise 

the  same  objection  to  lending  abroad? 1 do  not  believe 

that  we  are  ever  going  to  get  to  a situation  where  there 
are  so  many  resources  in  our  economy  that  extra  expendi- 
ture is  an  economic  good.  There  is  always  going  to 
be  competition  for  resources,  If  we  have  spare  resources 
available,  there  is  always  going  to  be  the  question  whether 
they  should  go  to  the  consumer,  to  extra  Government 
expenditure,  or  to  investment.  The  problem  of  choice  is 
always  going  to  be  there. 
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9912.  Would  you  hold  this  view  even  in  conditions  in 
which  our  total  exports  -were  falling?  Is  that  not  an 
appropriate  time  to  start  repaying  some  of  our  sterling 

liabilities,  which  is  a form  of  investment? It  is  indeed 

an  appropriate  time  for  repaying  sterling  liabilities.  That 
is  what  we  have  been  doing  lately,  and  what  we  might 
hope  to  continue  to  do  for  a few  more  months  to  come. 
But,  as  I understand  it,  we  were  not  talking  about  repay- 
ing the  sterling  liabilities  at  this  moment ; we  were  talk- 
ing about  new  long-term  investment  overseas.  I would 
say  that  the  present  situation  is  an  admirable  one  for 
repaying  as  much  of  the  sterling  balances  as  we  can, 
but  a questionable  one  for  new  investment. 

9913.  You  would  draw  a distinction  'between  the  two? 
1 would  indeed. 

9914.  You  do,  I ithink,  attach  some  importance  to  rebuild- 
ing reserves  as  a result  of  having  a smaller  volume  of 
foreign  investment  to  cope  with ; you  would  not  expect 
that  to  follow  from  lower  investment  in  the  sterling  area 
countries?  You  seem  to  have  in  your  mind  that  a lower 
level  of  foreign  investment  could  serve  either  to  improve 
the  level  of  home  investment  and  the  rate  of  development 

of  the  economy  or  to  improve  our  reserves  position? 

In  the  last  few  years  we  have  not  been  earning  a balance 
of  payments  surplus  adequate  to  cover  all  our  commit- 
ments ; the  commitment  for  long-term  overseas  invest- 
ment, plus  the  extreme  likelihood  of  having  to  repay 
sterling  balances  on  quite  a big  scale,  plus  the  need  to  im- 
prove the  reserve-liability  ratio.  How  this  is  dope,  whether 
by  increasing  the  one  or  by  reducing  the  oither,  is  a second- 
ary con.sideration  ; the  important  thing  is  to  improve  the 
ratio.  TTie  consequence  of  this  is  that  we  are  always  in 
danger  of  running  into  crises  of  the  kind  we  have  had 
in  the  last  few  years,  that  if  we  continue  present  policies 
we  shall  have  to  find  additional  resources  in  order  to  bring 
the  balance  of  payments  surplus  on  average  up  to  the 
£400  mn.  level.  That  is  the  thing  we  have  to  do  if  we 
continue  present  policies. 

9915.  Why  must  we  do  that?  We  have  not  done  it  in 

the  past,  and  we  have  survived  thirteen  years? The 

colonies  have  been  helping  us  out  for  most  of  the  post-war 
years  up  to  a year  ago,  but  we  must  now  expect  them 
to  start  drawing  down  their  balances.  There  is  a real 
danger  of  many  of  the  sterling  area  countries  switching 
reserves  over  to  gold  and  dollars  rather  than  leaving  them 
all  in  gold  and  sterling.  Long-term  investment  overseas 
is  probably  tending  to  grow  with  the  general  growth  of 
the  world  economy.  All  these  things  together  are  reasons 
why  the  rather  unhappy  experience  of  the  last_  few  years, 
doddering  along  from  crisis  to  crisis,  is  not  likely  to  be 
continued  into  the  future,  with  an  average  surplus  of 
the  order  of  magnitude  we  have  had  in  the  last  few  years. 

9916.  You  say  that  the  experience  of  the  last  few  years 

has  not  been  particularly  happy ; but  have  we  not  succeeded 
in  paying  off  about  £1,000  mn.  during  that  period  in  terms 
of  sterling  liabilities  to  non-sterling  countries  and  accumu- 
lation of  gold  and  dollars? My  memory  of  the  figure  for 

the  non-sterling  countries  is  that  it  is  appreciably  less, 
from  about  £1,200  mn,  in  1950  down  to  about  £500  mn.  to 
the  end  of  last  year ; although  that  is  a very  substantial 
figure. 

9917.  To  ithat  -we  have  to  add  additional  gold  and 
dollars  accumulated;  the  total  is  of  the  order  of  £1,000 
mn.  That  is  surely  not  something  that  we  need  fear  in  the 

next  few  years? ^We  have  to  fear  the  possibility  of  some 

further  withdrawals  by  the  non-sterling  countries  ; and,  as 
I say,  I think  we  have  to  fear  the  reversal  of  what  has 
been  happening  over  that  period  with  the  colonies.  The 
colonies  built  up  their  balances  very  substantially  over  that 
peri^  ; that  is  not  going  to  continue  to  happen. 

9918.  That  ■might  well  not  happen.  I agree;  but  is  there 
not  something  to  set  on  the  other  side  of  the  picture  you 
have  been  drawing?  We  have  succeeded  in  coping  with 
this  period,  and  each  successive  crisis  has  been  less  severe 
than  the  previous  one ; the  balance  of  payments  has  been 
more  favourable  on  each  occasion  than  the  last?  It 
depends  on  how  you  judge  the  seriousness  of  the  crises. 
I find  it  difficult  to  believe  that  the  1957  cnsis  was  less 
serious  than  the  1955  or  1956  crisis,  though  the  balance  of 
payments  was  in  surplus  last  year.  I still  come  back  to 
my  point  that  in  relation  to  the  commitments  we  have  the 
balance  of  payments  has  not  been  adequate,  and  the 
inadequacy  has  shown  itself  in  this  recurrence  of  crises 
wl^h  have  made  it  necessary  to  be  unduly  restrictive  on 
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OUT  internal  policy  and  which  create  this  atmosphere  of 
bankruptcy  and  of  economic  meanness  in  the  country  which 
ds  not  really  justified  by  our  true  wealth.  This  risk  of  bank- 
ruptcy because  of  the  international  banking  business  colours 
ithe  whole  of  our  approach  to  the  whole  of  our  economic 
policy,  when  the  truth  of  the  matter  is  that  we  are  quite  a 
rich  country. 

9919.  Your  main  point,  if  I understand  correctly,  is  your 
fear  about  the  adequacy  of  the  reserves  to  cope  with  future 
situations  in  which  the  country  is  likely  to  find  itself. 
That  (brings  me  to  quite  a different  part  of  the  paper,  in 
which  you  discuss  the  adequacy  of  the  reserves  and  the 
world  problem  of  liquidity.  When  you  talk  about  overseas 
investment  you  are  speaking  exclusively  of  the  British 
balance  of  payments,  not  of  the  sterling  area  balance? 
Yes.  the  United  Kingdom  balance. 

9920.  At  other  points  in  your  paper  you  lay  emphasis 

on  the  dollar  problem  and  on  our  position  as  a banking 
centre  in  relation  to  New  York  and  oth«  finanoial  centres ; 
and  it  is  your  fear,  if  I understand  you.  that  the  present 
position,  with  two  important  financial  centres,  is  a 
dangerous  one,  particularly  when  there  is  increasing 
pressure  on  liquidity? ^Yes,  you  understand  me  per- 

fectly. I would  add  to  that  that  the  position  is  dangerous 
when  we  are  in  the  situation  where  discrimination  has  been 
more  or  less  abandoned.  The  two  centre  system  was  much 
more  workable  in  the  early  post-war  years,  when  the 
sterling  part  of  the  system,  which  to  some  extent  included 
Europe,  was  discriminating  against  the  dollar  part  of  the 
world  system.  Now  we  have  a unified  system  with  very 
little  discrimination,  which  is  a system  from  which  it 
would  not  be  easy  to  withdraw,  particularly  in  a critical 
situation,  and  therefore  the  potential  strains  on  the  United 
Kingdom  are  very  large.  So  there  are  two  things:  the 
non-discrimination  and  the  lack  of  liquidity. 

9921.  To  some  extent  these  strains  are  inevitable  if  wo 
are  a large  debtor  whether  on  short  account  or  long 

account? ^Yes  indeed ; but  we  are  in  a very  much 

more  manageable  position  if  our  debt  is  on  long-term 
account,  as  it  would  be  under  the  I.M.F.  scheme  1 suggest 
towards  the  end  of  the  memorandum.  Still  it  is  absolutely 
true,  unfortunateily,  that  if  you  are  a debtor  you  have  to 
do  something  about  it. 

9922.  I would  like  to  come  to  that  a 'little  later  if  I 
may.  I am  not  sure  what  you  have  taken  as  the  aggregate 
of  world  reserves,  hut  I had  assumed  that  they  were  of 
the  order  of  $60,000  million,  and  that  therefore  the  accretion 
to  the  gold  supply  is  much  less  than  sufficient  to  sustain  the 
2i  per  cent,  per  annum  increase  in  world  trade  tliat  you 

refer  to  in  paragraph  10? ^I  think  the  explanation  of 

this  is  that  I am  assuming  no  addition  to  the  net  reserves 
of  the  United  States  in  making  this  calculation.  I am 
excluding  American  reserves  completely  from  the  incture. 
If  you  assume  that  America  warits  to  increase  her  net 
reserves  position  in  proportion  with  the  increase  in  her 
trade,  per  cent,  ds,  as  you  say,  far  too  optimistic  a 
figure. 

9923.  That  was  in  my  mind  in  asking  the  questtioo, 
becatise  you  say  in  paragraph  10  {b)  that  there  will  be 
little  risk  in  the  United  States  allowing  her  liabilities  to 

increase  substantially? ^Yes.  I was  assuming,  simply 

for  the  sake  of  the  argument,  that  the  United  States  would 
be  content  to  stay  at  the  same  net  position  in  absolute 
terms,  that  she  would  be  content  to  stay  with  the  same 
absolute  difference  (between  external  dollar  liabilities  and 
gold  holdings.  That,  of  course,  does  imply  that  her  net 
overseas  'position  deteriorates  as  the  percentage  of  her 
trade  expands. 

9924.  Are  you  taking  account  of  the  fact  that  the  net 
reserves  of  the  U.S.,  deducting  the  short  liabilities  fro(m 
the  go-id  holdings,  have  gone  down  by  about  $10,000  million 
fro-m  $16,000  million  to  $6,000  mOlion  in  the  last  ten 

years? ^We  have  to  accept  that  that  may  well  be  as  far 

as  American  opinion  will  allow  things  to  go  j oon^rvative 
banking  opinion  is  starting  to  say  tills  is  a nsky  situation. 
I do  not  really  believe  it  is;  I believe  that  a liberal 
policy  in  the  United  States  would  allow  the  net  positi<» 
to  get  a great  deal  worse  than  that.  But  we  cannot  rely 
on  the  liberal  policies  winoiing  out. 

9925.  To  the  tune  of  another  $10,000  million?  Is  it 

likely  that  the  Americans,  even  if  they  are  liberally  dis- 
p(0sed,  will  wish  to  see  their  quick  liabilities  rising  sub- 
stantially above  the  gold  reserves? 1 do  not  see  that 

as  any  risk  to  the  American  economy,  but  1 do  not  think 
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tliat  the  Americans  are  likely  to  do  it.  If  I were  giving 
evidence  to  an  American  monetary  commission  I would 
say : “ Let  the  thing  go  to  a negative  position  for  tiie  sake 
of  the  world  ” ; hut  I doubt  very  much  whether  the  oom- 
mission  would  take  my  advice  on  that. 

9926.  I would  like  to  ask  you  something  about  the  dual 
financial  centre  thesis  which  you  follow  here.  How 
seriously  do  you  rate  the  danger  of  a switch  from  .sterling 
into  other  currencies,  particularly  into  dollars.  Last  year 
the  switch  was  into  other  currencies  generally,  not  spKufl- 
cally  into  dollars ; it  was  not  simply  a dollar  problem 
that  was  in  evidence.  Would  you  agree  'that  it  was  not 
the  non-sterling  holders  who  were  doing  the  switch,  or  at 
least  that  they  were  not  drawing  on  their  sterling  balances 

for  the  purpose? ^I'hat  is  ratlier  a subsidiary  question. 

As  I understand  the  figures  that  were  published  only  about 
a couple  of  months  ago,  there  were  quite  substantial 
reductions  in  the  non-sterling  balances  of  the  non-sterling 
area  countries  ibetween  the  end  of  June  and  the  end  of 
September  last  year,  and  'then  they  went  up  again 
betrw^  the  end  of  September  and  the  end  n't  December, 
liiis  too  comes  after  crediting  for  the  special  factors 
such  'Es  the  German  government  debt.  My  memory  from 
those  figures  is  that  the  O.E.E.C.  countries  and  the  dollar 
countries  both  r^uced  their  sterling  balances  by  about 
two-fifths  in  the  third  quarter  of  last  year  after  crediting. 
But  'this  is  a statistical  matter.  Your  main  question  was 
how  seriously  I judged  this  risk  of  a switch.  If  I had  to 
lay  a bet  on  it,  •!  would  lay  .short  odds  against  it  happening  ; 
but  my  odds  would  not  'be  sulRciently  long  for  me  to 
tsdee  the  risk  that  this  would  not  happen.  I would  say 
that  it  probably  would  not  happen  ; but  it  is  a possibility. 

9927.  Would  you  agree  that  the  switch  might  not 
necessarily  be  into  dollars?  There  is  a tendency  in  the  way 
you  put  your  points  to  assume  that  a switch  to  either  bank- 
ing centre  is  involved,  rather  than  a switch  by  a purely 

commercial  route? 1 agree  ; but  when  I talk  about  the 

switch  of  loyalties  in  .paragraph  13  I am  thinking  of  the 
central  bank  reserves,  the  official  monetary  reserves  of 
overseas  countries,  rather  than  a great  deal  of  commercial 
money  which,  of  course,  is  always  lying  about  and  is 
liable  to  ibe  switched  in  a .much  more  voliUile  way.  When 
I am  thinking  about  a switch  of  loyallie.?  I am  thinking 
of  the  possibility  that  a country  which  is  in  the  sterling 
area  decides  it  would  ibe  preferable  to  hold  a certain 
proportion  of  their  reserves  in  gold  or  in  dollars  or  con- 
ceivably even  in  European  currencies  rather  than  in 
sterling. 

9928.  I notice  you  said  sterling  area  rather  than  non- 
sterling  area.  Would  you  agree  that  the  big  danger  is 

action  on  the  part  of  the  sterling  area  banks? As  far 

as  central  oflickl  reserves  are  concerned,  with  the  single 
exception  of  Japan,  I do  not  see  much  danger  on  the 
part  of  non-sterling  countries,  because  apart  from  Japan 
there  are  very  few  non-sterling  countries  which  hold 
official  reserves  in  sterling.  Japan  does,  but  Japan  is 
getting  out  as  fast  as  .she  can  under  the  block  agreement 
The  only  other  cases  are  principally  the  Soviet  bloc 
countries,  which  no  doubt  have  special  political  reasons 
of  their  own  for  preferring  sterling  to  dollars. 

9929.  The  force  of  this  is  that,  if  we  were  to  act  in 
a way  that  made  sterling  area  countries  less  disposed  to 
hold_  sterling,  for  example,  by  loosening  some  of  the 
relaitionships  within  the  sterling  area,  we  might  con- 
ceivably lose  unless  at  the  same  time  we  took  action  to 
set  up  some  kind  of  .international  solution  such  as  is 

described  later ; is  that  correct? Yes.  We  are  in  the 

position  of_  a confidence  trick  ; if  you  reduce  confidence 
without  doing  something  else  about  it  you  find  yourself 
in  a dreadful  prsition.  As  T say  in  the  paper,  we  cannot 
loosen  the  bonds  in  the  sterling  area  by  re.stricting  capital 
movement  without  doing  something  else  at  the  same  time. 

9930.  May  we  then  lake  the  positive  suggestions  made 
towards  the  end  of  your  paper,  which  I think  are  extremely 
mterating?  You  make  two  suggestions,  one  relating  to 
the  future  of  I.M.F.  and  the  second  a perhaps  more  im- 
mediately practical  suggestion  about  the  building  up  of 
a European/Oommonwealth  bank.  Let  me  take  the 
first  one  to  begin  with.  This  is  in  effect  a proposal  for 
the  partial  internationalisation  of  reserves  throuch  the 
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the  Bretton  Woods  sort  of  line.  When  I was  trying  to 
think  about  these  things,  I went  very  much  back  to 
Bretton  Woods  and  was  amazed  by  the  degree  of  fore- 
sight of  these  problems  that  Keynes  seems  to  have  shown. 

9932.  Would  you  allow  an  unlimited  right  of  access 

to  the  balances  in  future  to  be  held  with  the  or 

would  you  visualise  only  conditional  access  to  those 
balances? Unlimited  right  for  all. 

9933.  To  what  limit? ^To  the  limit  of  the  amount  of 

the  respective  current  sterling  balances,  The  current 
sterling  balances  would  become  a credit  at  the  I.M.F., 
and  would  be  freely  usable  as  international  currency. 

9934.  But  not  in  excess  of  that? 1 would  con- 

tinue the  present  I.M.F,  drawing  rights  system  in  addition, 
but  no  more  than  that. 

9935.  'What  policing  rights  would  the  I.M.F.  have 
over  the  members,  if  it  felt  that  they  were  running 
cumulatively  into  debt  or  drawing  too  rapidly  into  holdings 

or  on  their  drawing  rights? 1 would  not  see  the  I.M.F. 

as  having  any  policing  righUs  over  countries  choosing  to 
spend  their  own  money.  It  is  their  own  money  to  do 
with  as  they  wish.  It  might  be  necessary  to  impose  the 
scarce  currency  provisions  if  drawings  should  result  in 
un  cxcwwive  dollar  'problem.  But  as  far  as  the  expenditure 
of  these  balances  'by  the  country  concerned,  it  is  theirs ; 
they  arc  entitled  to  do  what  they  will  with  them.  I do 
not  see  any  possibility  of  imposing  any  rules  to  prevent 
them  doing  al. 

9936.  How  would  the  sterling  area  liabilities  be 

handled  under  an  arrangement  of  this  kind? 1 am 

afraid  I do  not  see  any  problem.  These  are  assets  of  Ure 
sterling  countries,  currently  liabilities  of  the  U.K.,  which 
we  have  no  effeotive  power  to  prevent  them  spending, 
After  the  institution  of  thi.s  now  organisation  they  would 
be  liabilities  of  the  LM.F.  which  the  individual  countries 
concerned  could  . spend  as  they  wished  where  they  wished, 
unless  it  became  necessary  to  impose  scarce  currency 
■provisions. 

9937.  Professor  Sayers:  Are  you  suggesting  that  the 

transfer  of  the  asset  to  the  I.M.F,  would  itself  increase 
the  usefulness  of  this  reserve,  because  there  would  be 
less  danger  of  London  having  to  clamp  down  on  the 
diminution  of  reserves  of  sterling  area  countries,  or  are 
you  suggesting  that  the  transfer  would  itself  involve  no 
increase  in  liquidity? It  would  increase  the  useful- 

ness; it  would  increa.Se  the  total  amount  of  effective 
liquidity  in  the  world,  because  there  would  be  no  real 
danger  of  a run  on  this  single  central  bank,  whereas 
there  is  the  danger  of  a run  on  the  London  international 
central  bank. 

9938.  Cluilrman:  Which  sterling  liabilities  do  you 

envisage  being  taken  over  by  the  I.M.F.  or  other  institu- 
tion?  ^The  countries  would  continue  to  hold  some 

working  balances  in  London  as  a part  of  such  continua- 
tion of  our  commercial  'banking  business  as  was  reason- 
able and  as  we  could  successfully  do.  They  would  con- 
tinue to  hold  very  substantial  working  balances  here,  just 
the  same  as  countries  generally  hold  working  balances  in 
any  other  country  with  which  they  do  a good  deal  of 
trade. 

9939.  But  are  the  liabilities  you  want  to  expatriate  what 
could  roughly  be  called  the  capital  liabilities  representing 
official  central  bank  assets  of  the  individual  sterling 
countries  rather  than  the  current  working  balances  of 

commercial  banks? ^That  is  a very  easy  distinction  to 

make ; a substantial  part  of  Australia’s  commercial  bank 
reserves  can  reasonably  be  regarded  in  a sense  as  being 
part  of  their  central  assets ; I interpret  central  assets 
•pretty  broadly  for  this  purpose.  I would  say  that  much 
the  greater  part  of  our  sterling  liabilities  would  go  over 
to  this  new  institution. 

9940.  Professor  Cairncross:  So  the  I.M.F.  would 

acquire  a great  deal  of  sterling  in  this  way? Yes,  but 

it  would  own  it  in  the  form  of  a long  term  claims  rather 
than  short  term  claims  against  us. 

9941.  Chairman:  That  is,  it  would  be  funded? Yes. 

9942.  But  you  would  be  faced  with  the  problem  of 

what  gold  and  dollars  w©  were  to  transfer  to  the  inter- 
national institution  out  of  our  existing  reserves? ^Yes. 

The  question  of  how  much  we  should  have  to  transfer 
would  depend  very  largely  on  how  many  other  countries 
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we  could  get  to  play  this  game.  We  would  ueed  a very 
substantial  part  of  the  world  to  come  into  this  for  it 
to  work  successfully.  The  new  international  institution 
would  have  to  have  sufficient  reserves  in  relation  to  its 
liabilities  to  look  a reasonable  sort  of  banking  picture, 
although  it  could  ini  fact  work  with  a relatively  low 
reserve-liability  ratio,  simply  because  there  would  be  no 
real  danger  of  a run  on  it. 

9943.  To  put  it  crudely,  we  should  be  persuading  them 

to  pull  our  chestnuts  out  of  the  fire  for  us? 1 hesitate 

about  putting  it  that  way.  I know  it  looks  like  that.  1 
think  diere  is  an  element  of  truth  in  that,  but  I think 
that  it  is  more  than  merely  our  chestnuts.  It  is  a matter 
of  keeping  the  world  payments  system  working  smoothly, 

9944.  I am  not  suggesting  that  that  is  any  reason  why  it 
should  not  do  it ; but  I should  like  you  to  tell  us  how, 
if  you  were  leading  the  delegation,  you  would  put  the 

case  most  persuasively  for  us? 1 hesitate  to  imagine 

myself  in  that  position  ; I should  like  to  see  a Lord 
Keynes  leading  the  delegation.  But  I should  present  it 
in  these  terms ; “ Here  we  have  an  international  pay- 
ments system  which  is  working,  but  not  working  terribly 
satisfactorily.  It  is  a system  which  puts  very  big  strains 
on  us,  the  United  Kingdom,  in  relation  to  the  benefits 
w©  get  out  of  it.  iWe  do  not  want  to  see  this  thing 
coUa.pse.  We  'believe  that  if  we  run  things  properly  we 
can  .prevent  it  from  collapsing,  but  we  believe  that  it 
would  be  much  better  if  we  all  got  together  and  made  a 
system  where  the  burdens  and  the  benefits  were  more 
equally  shared  and  where  the  risk  of  any  sort  of  failure 
is  non-existent  I should  have  to  tone  down  much  more 
on  the  “ collapse  ” idea ; that  would  probably  have  to 
be  expressed  in  the  couloirs  rather  than  in  the  public 
speeches. 

9945.  Professor  Cairncross:  To  go  back  to  the  tech- 
nicalities, is  &e  detail  of  the  scheme  that  each  of  the 
countries  concerned  would  make  a deposit  with  this 
institution?  Would  the  deposit  take  the  form  of  sterling 

assets  held  here? No,  the  deposit  would  be  in  the  form 

of  a claim  against  this  institution.  It  might  be  gold 
certificates,  or  dollar  certificates ; or  it  might  be  given 
a new  name.  Call  it  bancors  if  you  like ; it  does  not 
matter. 


9946.  Professor  Sayers:  Is  not  the  technique  simply 
that,  say,  the  Commonwealth  Bank  of  Australia  would 
pay  to  the  new  institution  some  sterling  from  its  balance 
in  London,  and  that  the  new  institution  would  have  nego- 
tiated or  would  proceed  to  negotiate  with  us  the  terms 
on  which  we  would  be  prepared  to  convert  that  amount 
of  sterling  into  gold  or  whatever  else  the  institution  wants 

to  exchange  the  transferred  sterling  into? ^Yes.  The 

question  remains  how  the  Commonwealth  Bank  of 
Australia’s  claim  against  the  institution  is  described.  That 
does  not  seem  very  important.  It  is  the  rights  attached 
to  that  claim  which  are  important,  and  those  rights  would 
be  in  effect  the  rights  of  a gold  certificate. 

9947.  Lord  Harcourt:  Equivalent  to  their  sterling 

balance  on  the  day  of  inception? ^Yes,  the  current 

value  of  their  sterling  balance. 

9948.  Professor  Cairncross:  Does  this  imply  that  the 
United  Kingdom  would  then  have  an  obligation  expressed 
in  the  international  units  of  account  to  the  new  institu- 

No.  The  United  Kingdom  could  negotiate  terms 

for  a sterling  debt  to  the  institution. 


9949.  Chairman:  I thought  that  was  to  be  in  effect 

convertible  though  on  a long-term  basis? ^In  a world 

of  convertibility,  assuming  that  the  scarce  currency  pro- 
visions are  not  invoked,  repayment  of  that  debt  to  the 
institution  would  ultimately  be  through  a United  King- 
dom exports  surplus  of  goods  and  services.  This  seems 
to  me  to  be  a problem  of  names  rather  than  a problem 
of  any  matter  of  substance ; but  .perhaps  I am  misunder- 
standing the  thing. 

9950  Professor  Cairncross:  I do  not  think  it  is  just 
a problem  of  names.  At  the  moment  we  have  an  obliga- 
tion to  Australia  which  is  in  sterling.  If  sterling  becomes 
inconvertible  it  remains  in  sterling.  If  we  adopt  a 
scheme  under  which  our  obligation  to  Australia  is 
mediated  by  an  international  institution,  does  it  not  then 
become  inevitably  a gold  obligation?— that  we 
aere©  to  repay  to  the  institution  £100  million  a year; 
this  means  that  our  deposit  at  the  institution  is  auto- 
matically drawn  down  by  £100  million  on  a parUcular 
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day  each  year.  In  order  to  prevent  this  from  exhausting 
our  reserves  we  have  to  earn  an  export  surplus  in  a 
world  of  multilateralism.  This  means  that  we  have  to 
pay  in  a generally  internationally  acceptable  currency, 
which  ultimately  means  gold,  dollars,  or  certificates  of 
this  institution.  But  that  is  no  different,  as  I understand 
it,  from  the  situation  at  present  where  we  are  in,  effect 
in  a non-discriminatory  world  anyway.  If  we  were  not 
in  a non-discriminatory  world,  then  we  would  still  repay 
to  the  institution  this  £100  million  worth  a year  in  gold 
or  dollars,  but  of  course  they  would  be  gold  and  dollars 
rather  too  easy  to  acquire  because  of  .people  discriminat- 
ing in  favour  of  our  eeports. 


9951.  Is  this  not  putting  some  faith  in  the  scarce 

currency  clause? It  is,  yes. 

9952.  Apart  from  that  it  is  also  limiting  the  power  of 
our  present  creditors,  in  the  colonies  particularly,  to  draw 
on  what  at  present  in  theory  at  least  they  can  draw  on 
quite  freely.  It  would  not  be  open  to,  say,  Nigeria  to 
draw  as  much  as  she  could  from  us,  from  London, 

through  the  new  international  institution? 1 should 

see  no  difference  between  the  current  situation  with 
Nigeria,  or,  let  us  say,  Ghana,  a country  which  is 
independent,  and  the  situation  which  would  arise  in  this 
scheme.  Ghana  at  the  moment  can,  if  she  wants,  draw 
out  sterling  reserves  and  spend  them  perfectly  freely 
wherever  she  likes  as  India  has  done.  In  the  proposed 
institution  Ghana  could  still  draw  on  her  reserves  which 
are  now  liabilities  of  the  institution  and  spend  them  where 
she  likes,  unless  the  dollar  problem  reappeared  and  the 
scarce  currency  provision  had  to  be  invoked.  You  say 
that  I am  laying  a fair  amount  of  reliance  on  the  scarce 
currency  provision;  but  there  is  the  I.M.F  in  this  system, 
which  would  have  far  more  of  an  incentive  to  organise 
the  world  market  system  if  the  dollar  problem  started  to 
appear. 

9953.  Professor  Sayers:  Under  the  existing  arrange- 
ments there  is  in  your  view  a quite  serious  danger  that 
we  would  have  to  impose  a scarce  currency  clause  on 
the  sterling  area,  discrimination  would  have  to  be  le- 
iraposed  to  protect  sterling  reserves ; under  your  scheme 
the  necessity  for  the  institution  to  resort  to  a scarce 
currency  clause  would  be  no  bigger  than  the  risk  we  at 
present  run  and  it  might  very  well  be  less.  Is  that  right? 

^That  is  right,  adding  to  that  that  the  administrative 

and  economic  problems  of  discrimination  would  be 
decided  by  the  world-wide  institution  rather  than  arbi- 
trarily imposed  by  the  United  Kingdom.  I would  say 
that  those  administrative  and  political  problems  would 
be  so  much  less.  I would  look  with  horror  at  the  pros- 
pects of  trying  to  impose  a discriminatory  system  now ; 
after  all  that  has  been  done  since  1952  it  would  be 
extremely  difficult  to  reverse  engines  and  try  and  reintro- 
duce a discriminatory  system  based  on  sterling. 

9954.  Professor  Cafrncrojj:  But  you  do,  I suppose, 
foresee  some  difficulty  in  getting  every  country  to  too 

the  line,  even  if  I.M.F.  ask  them  to  do  so? ^Yes.  This 

is  not  a perfect  world ; clearly  the  people  who  are  going 
to  be  persuaded  to  discriminate  are  going  rnainly  to  be 
those  aiming  to  have  dollar  deficits  of  their  own,  and 
the  countries  with  persistent  dollar  surpluses  are  going  to 
be  much  less  willing  to  impose  any  sort  of  discrimination. 


9955.  This  makes  me  ask  how  you  view  your  alterna- 
tive proposal,  which  at  least  is  confined  to  a group  of 
countries  that  might  see  their  own  economic  position 
in  a similar  light.  Do  you  think  that  the  scheme  you 
suggest  for  a European/Commonwealth  bank  is  more 

feasible  than  the  other  scheme? ^I  would  regard  it 

as  more  feasible;  simply  because  negotiations  are  taking 
iplace  on  this  common  market/free  trade  area  basis.  It 
is  accepted  that  some  monetary  arrangements  will  have 
to  be  made  within  that  group  of  countries ; the  question 
is  largely  being  put  aside  for  the  moment,  .but  the  monetary 
arrangements  have  to  be  made  sooner  or  later.  The 
advantages  of  getting  in  on  the  tide  of  events  are  immense. 
With  the  worldwide  I.M.F.  type  of  scheme  we  should  be 
running  into  great  difficulty.  It  does  seem  that  most 
Americans  do  not  see  the  world  liquidity  situauou  as  a 
real  problem.  They  do  not  really  see  the  sterhng  probi^ 
as  anything  more  than  simply  a problem  of  running  an- 
flation.  So  I would  say  that  the  European/CommOT- 
wealth  sort  of  scheme  is  more  feasible,  particularly  if  the 
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trend  of  negotiations  brings  the  Commonwealth  into  closer 
relationship  with  Europe  on  trade  and  tariff  matters,  as 
I suspect  is  very  likely. 

9956.  You  base  this  view  on  the  need  to  re-negotiate 
the  European  Payments  Union,  or  recreate  some  other 

institution  to  take  its  place? Yes,  on  the  belief  that 

the  European  Payments  Union  as  it  is  at  the  moment 
is  not  going  to  be  a satisfactwy  mechanism  for  the  com- 
mon market/free  trade  area,  a belief  which,  I think,  is 
shared  by  most  of  the  people  involved  in  these  negotiations. 

9957.  Would  it  not  be  difficult  to  get  the  Common- 
wealth countries  to  adopt  a common  attitude  in  conditions 
in  which  a dollar  problem  began  to  show  itself  severely. 
Would  you  not  think  that  ex^rience  in  the  European 
Payments  Union  might  make  it  in  some  ways  easier  to  get 
the  countries  that  were  members  of  the  existing  scheme 

to  adopt  common  policies? 1 think  that  a European/ 

Commonwealth  grouping  is  far  and  away  the  best  hope 
for  organising  discrimination  against  the  dollar,  if  a 
dollar  problem  should  reappear.  I think  the  sterling  area 
is  too  narrow  for  this  purpose,  with  just  one  industrial 
country  in  the  group,  and  .therefore  no  competition  in 
supplying  industrial  goods.  The  overseas  sterling  area 
countries  are  going  to  say  to  themselves:  “This  is  simply 
favouring  the  U.K.  as  a manufacturing  producer.”  How 
can  we  say  that  the  U.K.  will  not  get  hopelessly  incom- 
petitive  behind  these  harriers,  whereas  if  it  were  the  U.K. 
plus  the  continental  countries  there  is  a good  deal  of 
competition  to  prevent  this  ibcing  a very  soft  feather 
bedding. 

9958.  Increasing  liquidily  generally  has  as  its  counter- 
part some  obligation  on  the  part  of  those  profiting  from 
the  increased  liquidity.  Do  you  not  think  a bank  or 
union  or  institution  of  this  kind  would  want  to  be  satis- 
fied .about  the  domestic  policies  pursued  by  its  members 

after  they  had  exhausted  their  own  balances? Clearly, 

if  it  gets  to  the  point  of  ihe  union  having  to  provide  a 
substantial  overdraft.  The  overdrafts  would  have  to  be 
conditional.  That  .is  one  of  ihe  changes  away  from 
the  present  European  Payments  Union  system  which  Is 
implicit  in  all  the  present  dovelopmenls  of  European 
monetary  problems,  that  .assistance  will  largely  be  con- 
ditional on  appropriate  internal  policies  rather  'than  com- 
pletely free.  This  new  international  institution  will  want 
to  watch  internal  policies  very  carefully. 

9959.  Chairman ; I think  you  said  at  one  time  that  we 
could  not  contemplate  a very  wide  scale  reduction  of  our 
overseas  lending  m the  Commonwealth  unless  we  could 
offer  in  exchange  to  those  countries  some  such  scheme  as 
that  of  getting  their  sterling  liabilities  converted  into  im- 
peccable liabilities  in  international  institutions.  Is  it  also 
your  view  that  we  may  have  to  face  by  force  of  circum- 
stances, without  the  arrangements  with  the  international 
institution,  some  deliberate  reduction  of  our  overseas 
lending  in  the  Commonwealth,  and  that  we  may  then  have 
to  decide  on  what  basis  we  are  to  restrict  the  payments? 

^If  we  gett  to  that  position  we  really  are  in  an  extremely 

awkward  dilemma.  That  is  the  reason  why  I want  to 
push  hard  for  some  sort  of  international  arrangement. 
That  is  precisely  the  situation  where  we  deprive  them  of 
something  and  give  them  nothing  in  return,  and  where 
they  can  retaliate  very  easily  by  being  nasty  to  us. 

9960.  So  any  intermediate  situation  is  extremely 

difficult  to  achieve? Extremely  difficult.  That  is  the 

dilemma  towards  which  the  whole  of  our  policies  over  the 
last  decade  have  been  leading  us. 

9961.  I was  asking  you  that  point,  because  at  one 

point  in  your  paper  you  talk  about  some  countries,  such 
as  India,  having  a claim  upon  our  overseas  lending  being 
maintained,  whereas  others  you  mention,  such  as  Aus- 
tralia, as  not  having  a comparable  claim? ^That  is 

ultimately  a moral  judgment  which  is  going  to  be  ex- 
tremely difficult  to  impose.  Clearly  the  Australians  would 
not  like  it  at  all.  I think  there  is  a perfectly  good  case 
for  it:  Australia  is  a wealthy  country,  quite  as  wealthy 
per  head  as  we  are,  but  India  is  a country  which  is  very 
poor  per  head,  and  the  process  of  keeping  development 
going  is  such  that  in  that  sort  o-f  case  you  need  to  make 
a big  initial  start  to  get  things  moving  at  all.  If  you 
move  just  a little  way  you  will  probably  slip  back  to 
where  you  were.  Therefore  those  countries  have  a strong 
moral  claim  for  external  assistance. 


9962.  You  require  a very  objective  approach  so  far  as 

this  is  concerned? ^This  is  stating  a position  which 

I should  very  much  dislike  having  to  maintain,  if  I were 
in  the  Commonwealth  Relations  Office;  it  would  be 
clearly  a very  difficult  job  diplomatically.  But  still  I 
think  it  is  logically  a perfectly  consistent  position. 

9963.  J did  not  quite  follow  the  situation  you  were  pre- 
senting to  us.  where  in  paragraph  22  you  say: 

“ Finally,  attention  should  also  be  paid  to  another 

kind  of  private  speculation  which  can  be  serious  unless 

exchange  controls  over  capital  movements  are  very 

tightly  enforced.” 

Is  this  an  echo  of  the  Kuwait  gap? ^Precisely.  This 

is  showing  that  in  the  sort  of  world  we  have  at  the 
moment,  when  exchange  rates  may  alter,  where  political 
considerations  may  alter,  quite  tight  controls  over  private 
capital  movements  from  securities  expressed  in  one  cur- 
rency and  securities  in  another,  may  be  needed ; other- 
wise completely  swamping  hot  money  movements  may 
develop. 

9964.  Sir  Oliver  Franks:  The  general  analysis  which 
leads  you  to  the  constructive  possibilities  that  you  discuss 
later  on.  in  the  paper  really  involves  taking  a long  term 
view  of  our  existing  .position,  and  showing  that  we  can- 
not hope  over  a long  term  to  be  able  to  go  on  in  the 
way  we  have  gone  on  over  the  last  twelve  years.  In 
making  the  analysis  you  draw  attention  to  a number  of 
different  factors:  the  bifocal  character  of  international 
currencies ; the  quick  liabilities  in  terms  of  sterling  which 
we  have;  the  insufficiency  over  time  of  the  balance  of 
payments  surplus  we  generate ; and  the  political  and 
economic  difficulties  you  see  in  trying  to  reverse  that. 
This  leads  to  discussion  of  the  advantages  of  investment 
at  home  and  so  on.  Now,  why  do  you  suppose  that 
over  the  last  few  years,  when  we  have  come  out  of  the 
immediate  post-war  situation  and  people  have  been 
attempting  to  look  a little  at  where  they  were  going  and 
what  they  were  doing,  this  view  which  you  have  now 
urged  .so  clearly  has  not  been  followed  and  acted  upon 
by  the  people  in  authority  with  power  to  act?  What 
arc  the  reasons  which  have  hindered  (hem  in  .seeing  the 
truth,  since  it  is  reasonable  to  a.ssumc  that  they  were  doing 
what  they  believed  to  be  in  the  best  interests  of  the 

country? First  of  all,  inevitably  administrators  are 

taking  a 'relatively  short  view,  dealing  with  the  problem 
of  getting  over  next  year  and  the  year  after,  not  with 
what  might  happen  five  years  from  now.  Secondly,  there 
is  the  reaction  against  the  disadvantages  of  the  control 
system  which  met  the  Conservatives  when  they  came  into 
office : and  1 have  very  little  doubt  that  the  officials  con- 
cerned with  these  matters  are  very  much  aware  of  the 
positive  virtues  of  a freer  system  as  wcil  as  of  the  idea 
of  the  “collective  approach,”  which  has  this  vaguely 
rpositivc  element.  Thirdly,  there  is  a tendency  to  fight  the 
last  war  and  the  last  .peace  over  again ; to  look  back- 
wards too  much  to  a situation  where  everything  viewed 
from  this  distance  looks  to  have  been  rather  nice.  In 
fact,  there  are  plenty  of  difflcultle.s  in  any  period  of  the 
past  you  go  back  to.  if  you  look  at  it  enough ; but  the 
nostalgia  for  the  thirties  or  the  twenties  or  a pre-war 
period  is  coiri'bined  with  a failure  to  realise  the  impos- 
sibility; of  going  back  on  one’s  tracks  and  restoring  a 
past  situation.  Those  are  the  three  rea.sons  that  imme- 
diately come  to  mind. 

9965.  Do  you  think  that  that  means  that  positive  think- 
ing about  how  one  might  hope  to  keep  the  new  Common- 
wealth and  colonies  together,  which  would  certainly 
(involve  both  political  and  economic  considerations,  has 
played  a relatively  small  part,  and  the  backward  glance  of 
the  Bank  of  England  or  of  the  City  has  played  a larger 
element  in  this?  One  might  argue  that  it  was  very  im- 
portant to  try  to  work  the  system  which  we  inherited 
at  the  end  of  the  war  as  far  as  we  possibly  could,  because 
it  was  a main  element  in  trying  to  keep  this  mulU-latcral 
experiment  going.  That  would  be  quite  a different  reason 
from  arguing  that  the  profitability  of  the  internation.il 
banking  operations  conducted  in  the  City  was  large  enough 
•to  justify  the  difficulty.  Why  do  you  think  that  In  the 
past  these  different  views  have  applied ; because  it  is  i 

siituation  in  which  these  views  took  th«r  part? 

is  fundamental,  and  I want  to  put  my  fundamental  political 
opinion  on  this.  I do  not  believe  that  the  Commonwealth 
idea  is  much  more  than  a myth,  in  the  accurate  meaning 
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of  the  word : it  is  not  non-existent  but  it  is  an  idea  rather 
than  a unified  institution.  It  is  a common  system  of 
thought,  a common  approach  to  things  and  ability  to  talk 
together,  all  that  sort  of  thing ; but  not  very  much  more. 
You  ask  how  far  concern  with  the  unity  of  the  Common- 
wealth has  played  a part  in  all  this.  I believe  that  the 
tendency  in  the  last  few  years,  in  the  whole  “ collective 
approach  ” period,  has  been  to  imagine  that  we  can  hold 
on  to  the  benefits  of  the  sterling  area  as  we  had  it  left 
to  us  after  the  war  and  as  we  firmly  established  it  for  a 
few  years  in  the  late  forties  Its  economic  justification 
was  as  a (tight  discriminatory  system.  There  was  a belief 
that  that  would  survive.  I do  not  think,  however,  that  that 
attitude  was  justified.  When  I wrote  my  book  on  this 
problem  in  1952  and  1953  I was  getting  worried  about 
this  aspect  of  the  movement  towards  the  multilateral  non- 
discriminatory  world  of  the  collective  approach,  and  I 
still  believe  that  this  aspect  of  the  problem  which  is 
involved  in  the  problem  of  moving  away  from  tlte  old 
type  of  sterling  area  and  at  the  same  time  hoping  to  get 
the  benefit  from  it,  was  not  sufficiently  realised  at  that 
time. 

9966.  Mr.  Woodcock:  I have  one  or  two  questions  on 
your  assumptions.  You  start  your  memorandum  by  saying 
that  price  inflation,  kept  to  a moderately  slow  and  if 
possible  intermittent  rate,  is  by  no  means  the  worst 
economic  evil.  Is  it  (fundamental  to  this  assumption  it 

should  be  moderately  slow  and  intermittent? ^Yes, 

indeed ; 10  per  cent,  is  utterly  impossible.  A 10  per  cent,  per 
year  rise  in  prices  would,  I am  sure,  cause  a hopeless  loss 
of  confidence.  It  would  disturb  all  economic  calculations. 
It  is  essential  that  the  rise  in  prices  should  be  of  the  order, 
I would  say,  of  not  more  ilhan  two  or  three  per  cent,  per 
year  on  average,  and  I would  very  strongly  prefer  that  there 
should  be  a fair  number  of  years  in  which  the  price  rise 
should  be  zero. 

9967.  If  you  can  keep  it  slow  and  'intcnmittent  ought 

not  you  to  be  able  to  control  it  altogether? 1 think  that 

it  is  very  much  more  difficult  to  stop  it  altogether.  We 
have  in  effect,  I believe,  a choice  between  unemployment 
and  inflation ; either  more  unemployment  and  less  in- 
flation or  more  inflation  and  less  unemployment.  That 
is  the  sort  of  balancing  of  choices ; exactly  how  this 
balancing  works  out  statistically,  I do  not  knmv.  I 
should  not  like  to  put  precise  figures  to  it  I am 
afraid  that  one  of  the  great  failures  of  economists  since 
the  war  is  that  we  have  not  looked  at  these  problems 
sufficiently  rigorously.  But  there  is  a relation  of  that  type 
I am  quite  sure.  Boith  unemployment  and  inflation  are 
disliked  politically ; I would  say  that  it  is  extremely  un- 
likely that  .the  process  of  political  choice  is  going  to  balance 
out  on  a situation  where  the  inflation  is  seen  as  the  major 
evil  and  unemployment  as  (the  minor  evil.  I suspect  that  it 
is  a demand  of  something  of  ithe  order  of  only  four  or 
five  per  cent,  the  working  population  to  stop  it  com- 
pletely. To  substantiate  that,  first  of  aO  there  is  this  ratchet 
effect  in  prices.  Prices  and  wages  go  up  much  more  easily 
than  they  come  down,  so  that  if  unemployment  is 
abnormally  large  all  we  get  is  a constancy  of  prices.  If 
unemployment  is  'abnormally  small,  and  we  are  very  near 
to  pushing  right  into  the  bottlenecks,  prices  rise.  So  if 
we  have  a situation  where  the  level  of  employment  wobbles, 
as  almost  inevitably  is  going  to  be  the  case  because  ad- 
ministrative processes  cannot  keep  the  thing  perfectly 
stable,  we  shall  get  prices  going  up  by  steps.  That  is  the 
ratchet.  Another  illustration  is  a problem  that  the  Cohen 
Council  pointed  out  very  well,  that  productivity  rises  fast 
in  some  industries  and  hardly  at  all  in  others,  particularly 
in  the  service  trades.  If  wages  rise  more  or  less  in  line 
with  productivity  in  those  industries  where  productivity 
rises  fast  which  they  are  very  likely  to  do  with  any  con- 
ceivable freedom  of  wage  bargaining,  wages  in  the  other 
industries  are  likely  to  be  dragged  up  by  them  more  or 
less  in  line.  For  those  sort  of  reasons  I would  incline  to  be 
very  pessimistic  about  stopping  infliation  dead. 

9968.  How  much  does  the  rest  of  your  paper  depend  on 
your  assumption  (2)?  If  there  were  answers  to  this 
question,  there  wo'uld  not  be  the  dollar  problem.  How 

far  does  that  affecrt  the  rest  of  the  me(morandum? 

If  I could  see  satisfactory  answers  to  that,  it  would  make 
me  mudi  more  willing  to  take  a chance  on  continuing 
•something  like  the  pres«it  situation,  and  much  less  inclined 
to  push  hard  for  a drastic  change.  But  still  I would  say 
that,  even  if  one  was  sure  one  could  be  optimistic  on 


both  those  things,  there  is  a real  possibility  that  we  might 
run  into  persdstent  balance  of  payments  difficulties  for 
other  reasons. 

9969.  Professor  Cairncross:  I take  it  ^u  would  not 
regard  it  as  sufficient  for  your  purposes  if  the  resources 
at  the  disposal  of  the  International  Monetary  Fund  were 
increased : that  might  cope  with  one  part  of  the  probleim 
of  international  liquidity,  but  you  would  not  regard  it  as 

sufficient? do  not  believe  that  it  would  be  sufficient 

to  cope  with  the  sterling  problem,  It  would  mean  that  we 
should  have  greater  access  to  the  Fund  at  times  of  diffi- 
culty, and  therefore  the  dangers  of  an  exhausting  drain 
would  be  very  much  less ; but  we  should  still  be  with 
all  the  other  problems  in  the  situation  we  are  in  at 
the  moment  in  effect.  We  have  been  helped  over  this 
crisis  by  the  Fund,  but  we  still  have  the  probIe(m  of 
repaying  money  Ao  .the  Fund.  I do  not  see  how  we  shall 
find  that  very  easy,  unless  the  average  yearly  balance 
is  very  much  bigger  than  it  looks  to  be  at  the  moimen.L 

9970.  That  seems  to  go  hack  to  what  you  are  saying 
about  international  investment.  I took  it  you  had  two 
points  to  put  to  us:  (I)  that  with  the  balance  of  payments 
in  its  present  condition  we  should  be  in  for  trouble  in 
due  course,  and  it  would  be  appropriate  to  curtail  inter- 
national investment  in  order  to  increase  the  resources  at 
our  disposal ; (2)  had  to  do  with  the  cushion  to  take  any 
shocks.  These  are  quite  different  points.  If  we  are  given 
credit  from  the  International  Monetary  Fund,  that  affects 
only  rhe  cushion  and  surely  does  not  affect  the  first  of 
the  two  contentions? — —That  was  the  point  I was  trying 
to  make  in  my  lasit  answer,  ]^tra  resources  for  the  Fund 
would  improve  the  situation  but  I do  not  believe  they 
would  solve  it,  for  precisely  the  reasons  you  put. 

9971.  I understand  you  to  be  arguing  on  the  subject 
of  liquidity  that  tlie  principal  difficulty  is  not  that  we 
have  no  cushion  to  fall  hack  on,  but  that  the  size  of  the 
cushion  will  have  to  be  so  much  larger  unless  we  make 
use  of  an  international  institutd'On  which  vnll  cut  out  the 
danger  of  switching.  You  laid  a good  deal  of  stress  on 
the  danger  of  switching  and  the  fact  that  from  time  to 
time  there  might  be  a need  to  call  on  external  short-term 

capital  whether  from  the  Fund  or  some  other  source? 

Yes,  but  the  dangers  of  a switch  are  related  to  people’s 
opinions  on  Itow  we  can  survive  a critical  situation.  If 
the  additional  sources  of  the  Fund  are  available  to  absorb 
problems  of  a particular  crisis,  that  does  .reduce  the 
dangers  of  the  switch  and  it  improves  the  situation. 

9972.  That  is  true,  but  S'urely  the  repayment  problem  is 

one  that  would  arise  in  any  circumstances? Yes. 

There  we  get  back  to  the  other  of  the  two  poin,ts  you 
made  a moment  or  two  ago ; the  balance  of  payments 
surpluses  year  in  and  year  out  are  not  to  my  mind  adequate 
to  cover  the  commitments  that  •vve  have ; nor,  I think, 
in  .the  opinion  of  Her  Majesty’s  Government.  A figure 
of  £350  million  was  quoted  very  frequently,  at  a time 
when  it  looked  as  though  we  might  well  get  it. 

9973.  Mr.  Jones:  In,  paragraph  24  you  talk  about  the 
risks  that  arise  from  drawings  on  sterling  balances.  Has 
there  not  been  a great  advantage  from  the  drawing  on 
sterling  'balances  in  the  past  twelve  months,  in  that  pro- 
ducers of  primary  goods  in  many  parts  of  the  Common- 
wealth would  not  have  been,  able  to  take  the  exports 
from  us  they  have  taken,  had  it  not  been  for  the  fact 

they  had  been  able  to  draw  on  credit  balances? The 

primary  producing  countries  need  cushions  of  reserves, 
and  this  has  at  least  te(mporarily  reduced  the  disituTbance  ; 
but  it  looks  as  though  quite  a number  are  going  to  have 
to  cut  down  ffieif  imports  from  us  pretty  sharply  very 
soon.  This  is  an  argument  for  their  having  substantial 
reserves  but  if  possible  for  their  havinig  substantial  reserves 
that  do  not  put  an  immense  strain  on  us ; rather  with  the 
inttemationaJ  institution,  than  with  us. 

9974.  Having  regard  to  the  strain-  over  the  past  twelve 
months,  has  it  not  been,  a good  thing  for  those  particular 

pants  of  the  world  and  for  us  as  well? ^No,  on  balance 

I would  say  a disadvantage.  I think  'we  are  going  to  run 
into  the  'problem  of  declines  in  exports  to  these  countries 
fairly  soon.  It  is  probably  happening  already.  I think 
that  a very  soft  cushion,  as  the  steriing  balances  have 
been,  may  well  prevent  us  from  dealing  with  the  problems 
quickly  enough.  It  is  very  difficult  to  say  -whether  on 
balance  it  has  been  a good  thing  in  the  last  tw-elve  months : 
on  balance  I would  say  not. 
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9975.  It  would  ‘be  a very  happy  cdrcumstance  from  the 
external  point  of  view  for  Britain,  if  we  were  able  to 

run  down  the  sterling  balances  substantially? 1 very 

much  doubt  whether  it  would  be  a good  thing.  It  would 
put  a heavy  strain  on  our  resources,  including  our  gold 
and  dollar  reserves  ; a lot  of  this  running  down,  is  for  the 
sake  of  purchases  from  Europe  and  America.  If  we  get 
to  a situation  where  these  reserves  get  to  low  levels  that 
is  excellent,  but  the  process  of  running  them  down  at 
an  abnormally  fast  rate  is  a real  strain  on  us. 

9976.  Your  paper  indicates  that  the  way  to  sound 
economic  health  for  the  United  Kingdom  depends  upon 
one  of  two  factors:  the  substantial  building  up  of  our 
gold  and  dollar  reserves,  or  alternatively  the  running 
down,  of  our  external  responeibildpty  in.  terms  of  exohaniging 
sterling  balances  that  are  owned  by  countries  abroad  for 

a funded  debt  to  the  I.M.F.? ^Yes.  As  1 say,  it  is 

desirable  to  be  in  a situation  whore  our  quidc  liabilities 
are  much  less  in  relation  to  our  quick  assets  than  they  are 
at  the  micwnent.  iWe  shall  have  ultimately  _ to  move . 
towards  this  situation  by  repayiitig  debt,  but  periods  when 
the  repayment  has  to  be  at  a very  rapid  rate  cause  general 
straiu  on  our  balance  of  ^aymen.ts,  and  cause  crises  as 
in  last  September,  when  withdrawals  were  a big  part  of 
the  crisis,  1 cannot  say  that  that  is  a good  thing ; the 
over-rapid  withdrawals  in  a particular  time  are  a real 
strain  on  us.  If  we  are  to  get  to  the  situation  where 
withdrawals  cannot  affect  us,  that  is  fine ; but  we  are  a 
long  way  from  that  now.  Withdrawsils  at  nn  average 
rate  of  £100  million  a year  would  get  our  assets  and 
liabiU'ties  into  equality  wiilh  one  another  in  something  like 
twenty  years  from  now.  I do  not  look  forward  to  the 


prospect  of  twenty  years  of  the  sort  of  near-crisis  which 
we  have  had  over  the  last  five  or  ten  years. 

9977.  You  said  that,  having  regard  to  the  future,  it 
was  far  better  to  maintain  our  investment  inside  .this 
couHitry  than,  our  overseas  investment  in  order  that  we 
could  be  in  the  better  position,  to  export  the  greater 
degree  of  commodities  abroad.  1 inferred  from  your 
observations  on  this  particular  part  of  the  paper  that  you 
considered  that  there  'Was  at  present  too  much  of  a 
demand  upon  resources  for  investment  at  home  and 
abroad,  arid  that  we  had  to  concentrate  on  investment 
at  home.  Have  you  given,  any  consideration  to  the 
necessity  of  planning  the  use  of  resources  for  investmeot 
at  home  on  Ihe  basis  of  what  is  best  for  the  country  and 
does  fhe  best  possible  service,  in  terms  of  exports,  for 

the  future? ^We  do  a certain  amount  of  planning  of 

the  use  of  investment  resources  at  the  moment  through 
mechanisms  like  the  Capital  Issues  Committee ; and  the 
use  of  the  rate  of  interest  meohanism  is  designed  to  see 
that  investment  resources  go  to  the  potenitially  most 

roduct'ive  purposes.  As  a pensonal  judgment  I wmild 

e dncMned  to  make  rather  more  use  of  controls  over 
investment  than  we  have  at  the  mOTnent.  In,  particular 
1 would  be  inclined  to  take  control  over  private  house 
building.  But  I think  it  is  easy  to  imagine  that  controls 
can  do  everything ; I do  not  believe  that  that  is  posable, 
It  is  again  one  of  those  cases  of  a balance  of  more  and 
less ; in  this  case  I would  be  inclined  to  go  for  rather 
more. 

Chairman:  1 think  that  ends  the  discussioi).  Thank 
you  for  coming  to  give  evidence  ho  us,  Mr.  Day. 


[The  witness  withdrew.) 
(Adjourned  until  2.15  p.m.) 


Professor  J.  E.  Meade,  C.B.,  F.B.A.,  Professor  of  Political  Economy,  University  of  Cambridge, 
called  and  examined 


9978.  Chairman:  We  are  very  glad  to  see  you,  Pro- 
fessor Meade.  We  have  got  your  paper*  which  you  very 
kindly  sent  in  in  the  mo.st  convenient  of  all  forms,  that  is, 
in  a properly  bound  edition.  Perhaps  we  could  have  it 
in  front  of  us.  I should  like  to  start  with  one  or  two 
general  questions  before  we  get  to  more  detailed  points. 
In  a sense  this  is  a development  of  the  argument  of  the 
desirability  of  trying  to  control  or  stop  the  inflationary 
pressure ; I Tvanit  to  concentrate  for  the  moment  on  the 
instrument  towards  which  the  argument  of  your  lecture 
builds  up.  On  page  36  of  the  lecture  I think  we  get  the 
clue: — ‘ 

“ In  short,  a widespread  tax  would  constitute  an  ideal 
Instrument  of  control  of  only  it  were  technically  capable 
of  rapid  and  frequent  change  and  if  an  institutional 
arrangement  could  be  found  to  make  such  changes 
politically  possible.” 

You  look  forward  to  two  forms  of  attack  on  the  volume 
of  demand  at  any  one  time,  either  the  use  of  the  national 
insurance  oontribution,  or  the  use  of  the  income  tax  instru- 
ment through  P.A.Y.E,  If  we  are  to  consder  it  in  terms 
of  what  is  politically  possible,  I wonder  whether  there  are 
arguments  that  you  could  develop  as  to  the  advantages 
of  adopting  one  method  rather  than  ithe  other? Pro- 

fessor Meade:  I think  that  each  has  its  advantages  and 
each  has  its  disadvantages,  and  that  it  is  a little  diificult 
to  choose.  The  national  insurance  scheme  is  almost 
certainly  administratively  much  easier,  and  it  is  much  more 
widespread ; fewer  people  are  exempt  from  the  effects  of 
dt.  The  main  disadvantage  is  that  dt  is  a flat  poll  tax  ; 
if  only  it  was  a percentage  of  earnings  I think  it  would 
be  almost  ideal.  The  P.A.Y.E.  device  must  obviously  be 
administratively  more  difficult,  although  T am  not  an  ex- 
pert on  administration  at  all ; and  it  does  not  cover  so 
many  people.  On  the  other  hand,  it  does  not  have  the  dis- 
advantage of  being  a flat  rate  poll  tax  like  the  national 
insurance  contribution.  I would  like  just  to  add  that  I 
merely  put  these  forward  as  examples ; I think  the  most 
ambitious  thing  will  in  the  end  be  the  right  thing  to  do  ; 
to  devise  something  special  for  this  purpose. 

*The  Control  of  Inflation  (Cambridge  University  Press.  1958), 
Professor  Meade’s  inaugural  lecture  delivered  before  the  University 
of  Cmbridge  on  4th  March,  1958.  Since  the  lecture  has  been 
published  it  is  not  reprinted  in  the  Committee’s  record  of 
evidence. 


9979.  Was  .the  variation  of  national  insurance  contribu- 
tions envisaged  by  the  White  Paper  of  1944? Yes,  and 

the  possibility  of  using  it  is  on  the  Statute  Book. 

9980.  Comparing  the  national  insurance  contribution  and 

the  income  tax  contribution,  are  not  the  arguments  very 
strong  in  favour  of  using  the  latter,  because  it  is  a pro- 
gressive scheme  that  adjusts  itself  to  the  individual’s  taxable 
situation? 1 think  so.  It  could  probably  be  done  ad- 

ministratively, if  .it  was  really  .thought  worth  while,  and 
it  would  be  much  more  acceptable  on  the  grounds  of 
equity, 

9981.  But  if  you  approached  it  from  that  point  of  view 
would  you  not  have  to  rect^nise  .that  incomes  over  a 
fairly  large  field  do  not  work  out  evenly  throughout  the 
year?  Would  it  not  depend  very  much  in  which  period  of 

the  year  you  made  these  temporary  adjustments? That 

is  why  I say  here  that  there  would  have  to  an  adjust- 
ment at  the  end  of  each  year.  The  Revenue  would  have 
to  average  the  rates  over  the  year  ; they  would  deduct  on  a 
different  cumulative  schedule  each  quarter,  but  they  would 
then  have  to  have  an  adjustment  at  the  end  of  each  year. 
Of  course,  that  is  going  back  to  some  extent  on  the 
P.A.Y.E.  principle ; .it  is  like  the  old  Schedule  E adjust- 
ment. 

9982.  Would  it  not  mean  an  individual  assessment  of 
every  tax-payer  at  the  end  of  the  year,  or  after  the  end 
of  the  year,  in  order  to  see,  allowing  for  the  increased 
rate  of  tax  which  your  scheme  throws  up  for  one  or  more 
quarters,  how  his  total  tax  bill  came  out?— — One  would 
have  to  do  that  because  of  seasonal  variations  in  earnings. 

9983.  That  would  throw  up  a very  large  problem? 

It  would  be  administratively  much  more  difficult.  One 
could  as  a compromise  use  the  national  insurance  contri- 
bution but  not  to  any  very  large  extent.  Small  variation 
up  and  down  would,  I think,  be  bearable;  but  then  U 
would  not  be  as  powerful  an  instrument  as  one  wants. 

one  really  wants  is  something  like  a pay  roll  tax, 
calculated  as  a percentage,  as  there  is  in  other  countries : a 
tax  on  the  total  wage  bill  at  a small  percentage  level 
which  could  be  put  up  and  down. 

9984.  Does  not  a pay  roll  tax  fall  on  the  employe 

primarily?  Your  scheme  does  not  essentially? 1 

would  prefer  it  not  to.  but  there  is  no  reason  why  there 
should  not  be  a tax  of  this  kind  which  would  replace  the 
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national  insurance  contribution.  It  could  be  divided 
to  fall  partly  on  tihe  employer  and  partly  on  the  ernployee, 
to  make  up  a percentage  of  the  earnings.  Then  it  would 
not  be  a poll  tax  and  would  be  much  less  inequitable. 

1 do  not  say  it  would  be  totally  equitable,  but  it  would  be 
bearable.  That  is  a much  more  extensive  change  of 
existing  financial  arrangements  in  order  to  make  Aem  fit 
this  problem  instead  of  the  problems  which  they  are  made 
to  fit  at  the  moment ; but  I think  it  is  a problem  that  is 
sufficiently  big  to  have  its  own  arrangements  made  for  it. 

9985.  Professor  Cairncross:  What  is  the  magnitude  of 
the  change  that  you  ate  thinking  of,  in  terms  of  annual 
expenditure?  Is  it  the  £150  milMoiif  which  you  mention 
on  page  37,  or  were  you  tbinMng  of  some  change  that 

might  reach  even  higher  totals  than  that? ^We  might 

do  something  hl^er,  ibut  £150  million  plus  or  minus  is 
quite  a lot.  'If  we  were  really  ambitious  and  thought  of 

2 per  cent,  each  way,  we  should  have  £300  million, 
which  is  £600  million  per  annum  from  top  to  bottom ; it 
seems  to  me  that  that  would  be  more  than  sufficient. 
Perhaps  li  per  cent,  would  be  enough. 

9986.  If  you  devolved  this  right  to  tax  on  a stabilisation 

commission,  would  you  lay  down  in  advance  wheffier  it 
should  over  the  years  accumulate  a fund  or  are  you  think- 
ing in  terms  of  something  that  would  level  itself  out? 

There  is  a real  problem  here.  I have  come  to  this  con- 
clusion about  it:  I think  the  people  in  charge  of  this 
special  stabilisation  levy  would  have  to  be  told  that  they 
were  to  put  it  up  and  down  within  the  permitted  limits 
simply  with  a view  to  attaining  whatever  the  object  .pf 
stabilisation  might  be  (I  have  suggested  a price  index,  but 
that  is  a different  point).  They  would  then  end  by  either 
accumulating  a fund  or  decumulating.  It  would  then  be  up 
to  the  Chancellor  of  the  Exchequer  and  the  Governor  of 
the  Bank  of  England,  and  other  persons  of  that  kind,  to 
say  that  the  special  levy  was  no  longer  being  used  as  a 
short  term  stabilisation  device  but  had  become  a part  of 
the  long  term  programme,  as  it  were.  Suppose  that  it  was 
found  that  in  order  to  prevent  inflation  the  special  levy  had 
to  be  set  at  its  maximum  level  year  after  year  and  accumu- 
lated two  or  three  hundred  million  pounds  per  annum  in 
this  fund ; I would  not  regard  it  as  the  duty  of  the 
stabilisation  commission  to  put  it  down ; I would  regard 
it  as  the  duty  of  the  Chancellor  and  the  Bank  of  England 
to  raise  the  Bank  Rate  and  income  tax  so  that  in  order  to 
prevent  deflation  the  people  in  charge  of  the  fund  would 
have  to  put  it  down.  The  Government  could  not  hand  the 
job  over  as  a stabilisation  device  except  with  the  in- 
structions that  they  should  use  it  to  stabilise.  That  is 
why  I say  later  that  in  the  end  there  has  to  be  one  person 
in  charge.  It  cannot  really  bo  handed  over  totally. 

9987.  Professor  Sayers : From  the  point  of  vi^  of  the 

stabilisation  commission  bygones  will  be  for  ever  bygones  ; 
they  would  simply  be  looking  to  what  was  happening  in 
the  next  three  months? ^That  would  .be  my  idea. 


9988.  This  operation  might  have  effects  on  the  size  of 

the  national  debt  which  the  Chanceflocr,  as  manager  ot 
the  national  debt  and  as  tax  gatherer  m chief,  might  not 
■like;  he  would  then  proceed  to  deal  with  that  in  has 
Budget.  Js  that  right? ^Yes. 

9989.  Chairman : The  purpose  of  this  stabilisation  <»m- 
misston  is  really  to  get  away  from  the  cumbrous  business 
of  trying  to  affect  demand  by  the  ordinary  budgetary 

process? ^Yes.  That  process  is  cumbrous  ocratitu- 

tionally,  administratively,  and  also,  in  my  view,  politically. 
I am  very  much  i.mpressed  by  the  fact,  if  I may  use  an 
analogy,  that  when  you  are  driving  a car  you  do  not 
mind  giving  a little  twitch  to  the  left  and  a httle  twitch 
to  the  right  with  the  steering  wheel ; you  do  not  wait 
until  you  are  nearly  touching  the  bride  wall  before  you 
yank  the  wheel  over.  'But  politics  are  su^  ttot  it  is 
almost  impossible  to  drive  a stabilisation  pobey  like  that. 

9990.  Sir  John  Woods : You  mean  the  timing  is  wrong? 

Yes  and  in  the  majority  of  oases  Governments  are 

apt  to  do  it  a good  deal  later  than  they  should,  partly 
because  they  feel  that  if  they  move  one  way  tms  week 
and  in  two  or  three  wedcs  time  have  to  move  ba^  the 
other  way,  it  is  a sort  of  confession  of  failure,  they 
have  jud«d  the  thing  wrong.  But  you  do  not  believe 
that  you  have  failed  to  drive  the  car  propwly  because  you 
are  ^ntlnuaJly  domg  this ; I think  stabilisation  should 
be  much  irvore  flexible. 


9991.  Chairman:  I thinli  that  is  yeiT  ilfanjinating. 
H'Owever,  to  use  your  own  metaphor,  it  ^es  mean  you 
have  two  people  driving  the  car  instead  of  one?  Yes, 


you  have  a back  seat  driver  who  tells  you  whether  you  are 
going  to  turn  to  the  right  or  to  the  left  at  the  next  cross 
roads,  and  you  have  a man  at  the  wheel  who  gets  the  car 
to  the  next  cross  roads  and  turns  to  the  right  or  left. 
There  is  somebody  reading  the  map  and  choosing  the 
road,  but  there  is  somebody  else  driving  the  car.  I think 
these  are  two  functions ; you  may  say  that  they  are  both 
driving  the  car  but  they  can  be  done  by  different  people. 

9992.  It  is  surely  not  quite  such  an  absolute  division 
as  that ; there  is  still  the  budgetary  process  which  sets  the 
main  course ; the  main  course  being  chosen  the  other 
person  twitches  the  thing  to  and  fro  as  the  economy  goes 

along? An  analogy  always  fails  at  some  point,  because 

the  two  wori^  are  not  the  same  ; but  I shll  think  there  is 
somehiog  in  it.  The  Chancellor  in.  his  annual  Budget  is 
the  person  who  is  planning  where  to  drive  to  and  thfc 
stabilisation  commission  is  the  person  who  keeps  the  car 
on  the  road.  Each  Budget-time  there  are  the  big  decisions 
like : do  we  want  to  ^ve  more  to  agriculture?  do  we 
want  to  alter  the  distribution  of  income?,  and  among 
these  big  things  is  the  best  guess  as  to  whether  there  is 
going  'to  'be  an  inflatiooary  or  a deflationary  pressure 
over  the  next  twelve  mouths.  That  is  pure  crystal-gazing, 
particularly  for  a country  Oike  this.  However,  the 
Chancellor  makes  the  -best  guess  he  can,  and  then  sets 
the  best  course ; and  between  then  and  next  April  we 
want  somebody  there  continually  at  the  wheel.  That  is 
my  idea. 

9993.  Professor  Sayers : How  frequen,tly  do  you  envisage 

changes  <xf  this  kind? was  content  with  once  a quar- 

ter when  I discussed  PA.Y.E.  In  the  scheme  of  national 
insurance  that  was  discussed  in  1944  I always  argued  for 
once  a month;  but  then  I am  a doctrinairel  I think 
once  a quarter  would  be  a great  improvemen't. 

9994.  Do  you  think  that  the  problem  of  diagnosis  would 

be  reasonably  soluble  once  a quarter,  in  the  way  that 
would  give  iie  stabilisation  commission  sufficient  assur- 
ance?  ^We  have  somehow  got  to  get  it  across  that,  in 

•this  sort  of  policy  and  in  the  uncertain  world  in  which  we 
live,  we  have  each  time  to  make  the  best  guess  we  can,  and 
that  there  is  nothing  wrong  in  being  found  in  three  months’ 
time  to  have  done  exactly  the  ■wrong  thing  provided  we 
are  prepared  to  turn  back  on  it.  That  is  why  it  must  be 
prom.pt  and  frequent.  I do  not  myself  believe  in  economic 
crystal-gazing : I do  not  'believe  you  can  run  the  economy 
by  foretelling  for  twelve  months  ahead  what  is  going  to 
happen.  The  main  thing  is  to  have  a prompt  and  flexible 
reaction  to  a situation  which  will  undoubtedly  vary  in  ways 
one  cannot  foretell. 

9995.  Mr.  Jones:  How  do  you  cover  sections  of  the 
community  who  have  substantial  incomes  but  are  neither 
in  the  insured  .population  nor  in  the  P.A.Y.E.  group? 
It  seems  to  me  that  your  paper  seeks  to  work  out  this  .pro- 
posal for  dealing  with  demand  on  the  'basis  of  a substan- 
tial section  of  the  community  but  not  the  whole  of  the 
community.  It  would  not  have  universal  application,  in 

other  words.  I suppose  that  it  could  not? 1 do  not 

think  that  one  can  devise  anything  which  would  have 
universal  application,  'but  1 should  like  to  get  the  applica- 
tion as  widespread  as  'possible  so  that  it  is  fairly  small  over 
a very  large  number  of  people.  In  so  far  as  there  are 
some  people  who  are  not  affected,  they  would  over  the 
course  of  time  sometimes  gain  and  sometimes  lose.  I do 
not  think  that  'it  is  grossly  unfair,  because  it  is  a thing 
that  will  sometimes  be  above  normal  and  sometimes  below 
normal. 

9996.  Would  it  not  have  a very  serious  effect  on  some 
sections  of  the  industrial  po.pulation  ; for  instance  the  very 
lowest  income  groups?  Would  they  not  be  sadly  affected? 
Would  it  not  be  a very  grievous  hardship  upon  them  to 

operate  a system  like  this? ^Not  if  it  was  done  under 

P.A.Y.E. : but  if  it  was  done  with  the  present  lump  sum 
national  insurance  it  might  be ; that  is  why  I think  you 
could  not  use  the  national  insurance  system  beyond  a rather 
limited  amount. 

9997.  Professor  Sayers : Are  you  looking  'for  the  effects 
solely  in  the  impact  on  demand  of  people  to  spend  money, 
or  are  you  looking  for  further  effects  through  the  monetary 

consequences  of  these  changes? 1 am  looking  for 

further  effects  through  the  monetary  consequences ; that  is 
to  say,  it  would  automatically  pump  liquidity  in  and  out 
of  the  monetary  system.  But  I think  it  should  be  possible 
to  offset  those  if  you  want  to.  It  seems  to  me  that  under 
this  device  an  increase  in  the  rate  of  contribution  or  tax 
would  tend  to  reduce  the  supply  of  money,  to  take  liquid 
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important  that  people  should  get  used  to  any  special 
stabilisation  levy  going  up  and  down  without  regarding  it 
as  an  abnormal  crisis  measure. 

10027.  You  would  not  regard  an  autumn  Budget  or  a 
supplementary  Budget  as  a sufBcient  device  for  the  pur- 

I>ose? 1 oome  back  partly  to  the  ^litical  time  lag. 

We  have  to  get  ourselves  into  a crisis  mentality ; the 
Chancellor  has  to  be  200  per  c«it.  certain  that  there  is  the 
sort  of  inflation  going  on  that  justifies  a special  Budget. 
That  seems  to  me  to  be  very  different  from  putting  some- 
thing up  and  recognising  that  you  may  have  been  wrong 
and  that  you  may  have  to  put  it  down  again  in  the  next 
quarter. 

10028.  Professor  Sayers:  What  is  the  ■argument  against 
a regular  autumn  Budget?  .Might  that  not^  meet  the 
case?  The  people  who  have  to  make  this  decision  as  to 
wheflier  the  pressure  must  be  increased  or  diminished  are 
surely  not  very  likely  to  change  their  minds  more  than 

twice  a -year? thiTiV  that  that  would  make  a very 

great  deal  of  difierence ; it  would  be  a very  big  move  in 
what  I confer  to  be  a desirable  direction.  I still  believe 
fha.t  there  are  two  differences.  One  difference  is  that  it  is 
only  twice  a year  instead  of  four ; I do  not  know  how 
important  that  is.  But  the  other,  I think,  is  psycholr^tcaHy 
very  important ; ^e  atmosphere  in  which  Budgets  are 
made  is  not  one  in  which  a last  minute  snap  decision  is 
t^en,  for  example,  in  view  of  what  has  happened  in  the 
previous  three  weeks  to  make  the  standard  rate  6d.  or  Is. 
higher  or  lower  had  up  to  that  time  been  in  mind. 

It  is  a process  which  takes  a good  deal  of  time,  and  has 
a good  dMl  (rf  political  situation  behind  it.  It  would 
be  very  much  less  flexible  than  a decision  which  might 
be  taken  not  wholly  but  partly  outside  the  ordinary 
political  machine. 

10029.  Professor  Cairncross:  Is  it  possible  for  the  size 
of  the  Budget  surplus  to  be  determined  by  one  authority 
and  for  an  interim  Budget  surplus,  if  you  like,  to  be  settled 
by  wtat  is  to  some  «rtent  a separate  quasi-authority? 
Wiat  happens  if  the  stabilisation  ownmisskm  takes  a 
different  view  of  what  should  be  the  current  size  of  the 

Bud^  surplus  from  what  the  Chancellor  does? If  one 

tak'cs  the  extreme  propoation,  just  to  argue  about  the 
conflict,  'that  the  staWMsation  commission  is  independent 
and  is  not  going  to  be  overridden,  then,  as  I see  it,  the 
staWlisaticai  commission  would  do  what  it  thoufjht  right 
from  the  point  of  view  of  obtaining  the  objective,  and 
the  rest  of  the  ^oblem  would  be  the  Chancellor’s.  If 
he  found  that  ithis  levy  was  higher  than  anticipated,  and 
p^uoing  a bigger  surplus  overall,  he  would  have  to 
decade  whether  he  wished  to  do  anything  about  it  I 
cannot  see  that  it  is  unworkable. 

10030.  Let  us  take  two  possibilities.  In  one  case  it  is 
possible  for  the  stabilisation  commission  to  say:  “We 
•wiH  'go  to  the  hmit  in  increasing  the  size  of  the  stabilisa- 
tion fund,  and  \rill  maintain  the  maximum  rate  of  turn- 
over tax  ”,  whatever  was  being  charged.  If  you  take 
the  opposite  case,  a different  point  comes  in:  is  there 
not  some  Umit  to  the  financial  resources  at  the  disposal 
of  the  stabilisation  commission  to  back  their  view  that 

more  liquidity  should  be  pumped  into  the  system? 

I think  die  system  would  have  to  be  one  which  gave 
them  an  unhmited  access  to  funds.  If  they  were  fitting 
a great  deflaitioo,  the  legislative  arrangement  would  have 
to  be  such  that  the  monetary  authorities  did  provide  cash 
to  do  this. 

10031.  Is  that  easy  to  foresee?  I can  see  a commis- 
sion trusted  with  powers  to  raise  money  within  limits, 
but  is  the  Chancellor  going  to  allow  the  size  of  the  budget 
deficit  to  be  altered  by  action  on  the  part  of  other  people? 

Yes.  It  would  actually  happen  when  there  was  a 

serious  slump  on  ; he  could  stop  it  by  other  means : he 
could  try  to  get  interest  rates  down. 

10032.  Sir  Oliver  Franks:  You  are  really  saying  that 
politicians,  and  Chancellors  of  the  Exchequer,  in  particu- 
lar, are  always  likely  to  do  too  little  too  late ; therefore, 
(,The  witne 
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as  far  as  you  can,  you  should  take  the  decision  out  of 
their  hands  in  order  to  get  it  taken  at  the  right  time  and 
acMeve  the  right  measure? ^Yes. 

10033.  Professor  Sayers:  So  far  as  a deficiency  was 
concerned,  would  this  be  like  the  Unemployment  Insur- 
ance Fund? The  principle  is  surely  not  different.  If 

there  is  some  fund  which  is  running  into  deficit  there 
has  to  be  some  way  of  finding  cash  for  it.  I am  sure 
that  this  scheme  will  not  work  imless  there  is  legislative 
provision  for  that,  and  I cannot  see  that  there  is  any 
additional  defect  of  principle  whether  it  is  due  to  the 
fact  that  the  stabilisation  commissioners  put  down  the 
insurance  contribution  or  to  the  fact  that  there  will  be 
more  unemployed  drawing  benefit. 

10034.  Chairman : The  fund  is  not  going  to  need  cash  ; 

it  is  simply  going  to  increase  the  Budget  deficit? -Yes, 

if  it  is  a supplement  to  P.A.Y.E.  When  I said  “ find 
cash”  I meant  that  the  cash  would  simply  be  found  by 
the  fact  that  less  would  be  coming  in  to  the  Inland 
Revenue. 

10035.  Professor  Ccdmcross:  Are  you  thinking  also  of 

a remission  of  taxation  below  the  standard  rate? 

Unless  taxes  are  reduced  to  zero,  there  is  no  problem 
for  the  stabilisation  fund  of  finding  cash.  It  is  the 
Exchequer  that  has  to  find  the  cash.  There  may  be  an 
accounting  system  whereby  this  fund  owes  something  to 
the  Exchequer. 

10036.  Mr.  Woodcock:  With  P.A.Y.E.  would  not  the 
actual  changes  have  to  be  very  limited  ; they  would  only 
be  able  to  print  P.A.Y.E.  tables  to  cover  a limited  number 

of  movements? ^They  would  have  to  be  printed  in 

advance  for  the  standard  rate,  with  one  or  two  additions 
and  one  or  two  diminutions.  • 

10037.  They  would  have  to  be  in  multiples  of  6d.,  and 
things  of  that  sort? Yes. 

10038.  Sir  Reginald  Verdon  Smith:  It  seems  to  me 
that  this  is  possibly  a form  of  alchemy  which  all  Govern- 
ments would  welcome,  as  they  studied  the  matter.  I am 
not  quite  clear  what  the  fund  does  with  its  investment 
policy.  This  is  not  unemployment  insurance,  it  is  not 
health  insurance,  it  is  not  covering  against  the  contin- 
gencies of  the  individual ; does  it  not  become  a highly 
desirable,  highly  convenient  technique  which  politicians 
would  find  it  very  difficult  to  resist  for  financing,  say,  all 
below-the-Iine  expenditure? do  not  see  that  particu- 

larly; there  is  always  the  temptation  to  run  a budget 
deficit.  I do  not  see  that  it  increases  that. 

10039.  Professor  Sayers:  It  is  another  Road  Fund? — 
Mr.  Woodcock:  Which  was  pinched  by  the  Chancellor. 

This  is  not  worth  doing  unless  it  is  agreed  by  the 

main  parties  that  it  is  desirable  to  do  something  to  stabi- 
lise demand  and  that  it  is  a good  thing  not  to  do  it  merely 
by  altering  the  Bank  Rate  but  to  have  some  tax  that 
can  be  put  up  and  down  like  that,  and  some  machinery 
for  doing  it.  I do  not  think  that  it  is  like  the  Road 
Fund  at  aU ; it  has  to  be  regarded  as  a new  monetary 
instrument  and  agreed  as  such. 

10040.  Professor  Cairncross:  What  kind  of  people 
would  you  have  on  your  stabilisation  commission?  Woffid 
it  be  tied  with  the  Bank  of  England,  or  independent  of 

the  Bank  of  England? do  not  know ; it  could  be 

the  sort  of  people  whom  one  could  imagine  running  either 
a central  bank  or  a Treasury. 

10041.  But  not  officials? ^I  have  not  given  this  ques- 

tion a great  deal  of  thought. 

10042.  Chairman:  How  you  would  staff  and  control 
it  would  be  a question  of  how  far  it  would  be  accept- 
able?  ^Yes. 

Chairman:  Thank  you  very  much,  Professor  Meade; 
you  have  stimulated  us  very  much  with  your  suggestions 
in  yo'nr  answers  to  our  questions. 
ss  -withdrew) 

ser,  Lloyds  Bank  Ltd',  called  and  examined 


10043.  Chairman : Would  you  have  your  useful  memo- 
randum* in  front  of  ■you,  Mr.  Manning  Dacey?  I think 
that  we  get  to  the  centre  of  the  theme  of  your  paper  in 
para^aph  13  ; what  has  gone'befpre  is  leading  up  to  your 
tiieme  ffiat  the  primary  'instrument  for  monetary  control 
ia  tto  country  should  be  a policy  of  active  funding.  That 
• Memoranda  of  Evidence  Part  XIII  No.  6. 


leads  us  to  your  paragraph  14:  “In  my  submission,  a 
systematic  funding  policy  provides  tiie  most  effective 
means  of  regulating  bank  deposits  and  should  normally 
be  regarded  as  the  primary  ins^titiment  of  policy  for  that 
purpose.”  The  emphasis  th«e  is  on  “ systematic 
Would  you  like  to  enlarge  on  what  is  involved  in  that 
concept?  Does  it  mean  funding  year  in  and  year  out. 
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so  that  in  a year  when  the  Government  finds  that  it  cannot 
tempt  the  investor  by  normal  funding  it  must  then  adopt 

a new  instrument,  such  as  the  suggested  lindex  bond? 

Mr.  Manning  Dacey : I do  not  reaJJy  believe  that  there 
are  conditions  in  which  it  is  impossible  to  sell  long-term 
Government  paper  of  some  kind  or  another.  I think  this 
ought  to  ‘be  a contintious  process,  not  merely  continuous 
in  years,  but  from  monfli  to  month,  on  order  to  keep  down 
the  liquid  assets  of  the  public. 

10044.  Professor  Sayers:  It  is  systematic  in  the  sense 

of  being  continuous? Yes. 

10045.  Professor  Caimcross:  Are  you  fiiinking  of 
measures  that  would  reduce  the  aggregate  floating  debt, 
or  measures  that  would  push  back  the  maturity  of  the 

debt? am  thinkmg  chiefly  from  the  monetary  side, 

and  I am  therefore  keeping  primarily  in  mind  that  part 
of  the  debt  in  the  banking  system  ; but  I am  thinking  also 
of  the  remainder  of  the  floating  debt  outside  the  banking 
system — of  all  the  liquid  claims  overhanging  the  economy 
— and  that  it  is  desirable  to  lengthen  the  life  of  the  debt 
at  any  time  when  inflationary  pressures  are  a danger.  One 
might  very  well  have  the  reverse  conditions  in  which  one 
wanted  to  defund  as  a matter  of  policy. 

10046.  Your  empha^  is  on  .the  floating  debt  rather 

than  on  the  debt  which  is  being  refunded  anmially? 

Yes ; but  to  lengthen  the  time  structure  of  the  national 
debt  as  a whole  is  part  of  the  general  funding  policy. 

10047.  Professor  Sayers:  Would  you  lunit  that  to  cir- 
cumstances in  which  the  monetary  system  is  in  some  sense 
out  of  control  ibecause  tiie  structure  of  the  debt  is  too 
short,  or  would  you  under  all  circumstances  be  wanting 

to  do  'that? ^No ; one  would  want  to  lengthen  the  debt 

when  inflation  was  the  danger.  There  is  no  harm  in 
creating  'liquid  claims  on  the  economy  if  the  economy 
itself  is  in  a state  of  recession, 

10048.  Chairman : Giving  that  meaning  to  the  systematic 
policy,  you  go  on  to  recognise  (that  you  cannot  make  a 
systematic  funding  policy  if  confidence  is  lacking ; no 

system  can  stand  up  against  the  lack  of  confidence? 

No ; although  to  what  extent  'the  lack  of  confidence  is 
itself  the  result  of  the  absence  of  a systematic  funding 
policy  would  be  anoth-er  question. 

10049.  What  would  you  say  as  a matter  of  comparatively 

recent  history  in  regard  to  that  point? think  that  there 

is  a clear  oonneotion  between  the  breakdown  in  confidenjce 
in  gilt-edged  last  year  and  the  fact  that  for  many  years 
previously  bank  deposits  had  either  been  expanded,  or  at 
any  rate  not  reduced. 

10050.  Professor  Sayers : Do  you  tb.i-nk  that  from  1951 
to  1957  the  pace  of  funding  could  have  been  raised  by  a 
different  policy  lOn  the  part  of  the  authorities  in  pricing 

tile  debt? ^Yes.  The  clearest  case  was  the  year  1954, 

when  gilt-edged  were  booming.  They  reached  a peak  in 
November,  1954.  It  is  clear  that  at  that  time  the  Treasury 
were  not  expanding  the  supply  of  long-term  issues  com- 
mensurately  with  the  demand  for  them,  much  less  trying 
to  push  their  sales  in  order  to  reduce  bank  deposits. 

10051.  Professor  Caimcross:  That  was  a time  when  the 
Treasury  was  anxious  to  iwcpand  credit? ^I  think  'timt  in 

1953  credit  had  been  expanded  as  far  as  possible  without 
danger ; by  1954  the  situation  was  already  clearly  infla- 
tionary, and  I think  that  the  policies  on  the  second  half  of 

1954  were  rather  misguided. 

10052.  Professor  Sayers:  The  1954  mistake  having 
occurred,  could  the  damage  have  been  rectified  to  some 
extent  in  later  years  by  a different  funding  policy,  or  had 

it  gone  'too  far? ^Had  the  kind  of  measures  that  were 

taken  last  September  been  (taken  earlier,  we  might  have 
had  a short  and  sharp  decline  in  gilt-edgied  which  would 
tiien  have  'found  tbedr  floor ; mstead,  they  have  been 
drifting  downwards  for  several  years. 

10053.  Chairman : Do  you  think  that  a long-term  drift 

is  (the  worst  possible  situation  for  the  market? It  is 

very  bad. 

10054.  Professor  Sayers:  Do  you  think  the  long-term 
drift  its^  had  an3^hing  to  do  with  the  loss  of  confidence? 

^Yes,  specifically  in  1957.  The  level  of  prices  at  the 

beginning  of  the  year  was  based  on  a fair  measure  of 
confidence  that  the  general  level  of  prices  was  going  to 
be  held.  But  I think  that  confidence  was  undermined, 
and  that  that  accounts  for  the  16  per  cent  further  slide 
in  gilt-edged  prices  during  1957. 


10055.  If,  on  this  'basis,  the  authorities  adopted  a more 
deliberate  policy  in  altering  the  long-term  rate,  and  instead 
of  just  selling  when  they  could  without  damaging  the 
market  seriously,  dropped  the  prices  of  long-term  as 
deliberately  as  they  change  the  Bank  Rate,  what  would 

be  the  effect  of  that  on  the  gilt-edged  market? We 

are  thrown  back  on  the  concept  of  a norm  of  prices. 

If  the  market  could  take  for  granted  that  money  in 
general  was  going  to  retmn  its  value,  then,  by  seriously 
depressing  the  market  by  funding  sales,  I think  that  the 
Government  could  put  prices  on  a basis  at  which  the 
market  felt  confidence  that  they  were  going  to  be  main- 
tained for  some  period  ahead ; but  if  doubts  about  the 
value  of  money  begin  to  creep  back  again,  the  market’s 
whole  concept  of  the  normal  level  of  prices  has  to  be 
revised  to  allow  for  a continuance  of  inflation. 

10056.  Would  a step  down  in  gilt-edged  prices,  that 
was  known  to  have  its  origin  in  a decision  on  the  part 
of  the  authorities  that  this  was  a step  to  be  taken  as 
part  of  an  anti-inflation  programme,  of  itself  be  damaging 

to  confidence,  or  the  reverse? If  it  were  part  of  a 

genuine  anti-inflationary  policy,  which  cannot  be  con- 
fined to  the  gilt-edged  market,  I think  the  effect  on 
confidence  woiild  be  good. 

10057.  Chairman : How  much  do  you  think  the  element 
of  confidence  you  are  speaking  of  depends  upon  a clear 
statement  or  statements  by  the  authorities  as  to  what  they 

are  doing  in  the  market  and  why? On  the  whole  it 

is  desirable  that  the  market  should  feel  that  it  knows 
what  is  in  the  authorities’  minds,  certainly  ; but  the  market 
has  to  make  up  its  mind  not  only  as  to  the  policies  being 
pursued  but  as  to  how  much  faith  they  can  place  in  ^eir 
success. 

10058.  Professor  Sayers:  On  what  sort  of  basis  have 
you  given  this  opinion  as  to  the  market’s  behaviour?  Is 
this  from  your  observation  of  market  behaviour  over  a 
long  peri'Od? ^Yes ; it  is  based  on  my  general  impres- 

sion of  what  was  happening  last  year,  which  I thought 
was  confirmed  by  the  Economic  Survey’s  statement  ^t 
it  had  proved  impossible  to  prevent  a large  rise  in  bank 
deposits  (which  I take  to  be  another  way  of  saying  that  it 
was  impossible  to  sell  long-term  securities). 

10059.  Professor  Caimcross:  In  the  last  ten  years  the 
quantity  of  money  has  not  risen  as  much  as  the  national 
debt,  but  substantiaLy  less.  You  lay  emphasis  on  the  big 
increase  in  the  quantity  of  money,  but  it  has  not  all 

been  in  bank  deposits? No.  Bank  deposits  have 

risen  only  about  8 per  cent  over  that  period.  As  I 
say,  I feel  that  in  1951,  after  the  inflation  which  we  had 
had,  the  quantity  of  money  ought  to  have  been  reduced. 

10060.  Have  you  any  idea  when  one  could  judge 
whether  the  quantity  of  money  had  been  reduced  suffi- 
ciently?  ^By  the  state  of  the  economy. 

10061.  Do  you  think  that  a further  compression  of  the 

supply  of  money  would  have  put  a stop  to  inflation? 

Yes,  I think  that  is  bound  to  happen,  unless  confidence 
is  so  poor  that  one  has  a galloping  inflation  of  the 
German  type.  Early  compression  of  the  money  stock  in 
1951-52  would  probably  have  restored  the  situation  and 
prevented  a great  deal  of  ttie  inflation  that  has  since 
gone  on. 

10062.  Do  you  mean  rest'Ored  the  situation  in  the 
economy,  or  the  monetary  authority’s  control  over  the 

money  supply? It  would  have  made  it  possible  to 

maintain  toe  stability  'Of  the  value  of  money. 

10063.  There  was  a great  deal  of  liquidity  in  the  system 
in  1947-48,  and  that,  to  some  extent,  was  outside  toe 
banking  system  altogether.  Liquidity  has  not  really 
diminished  so  enormously,  even  although  interest  rates 
have  been  pushed  up  and  banks  have  come  up  against 
more  pressure.  Is  there  not  still  a great  deal  of  slack  and 
play  in  the  system,  so  long  as  people  are  convinced  prices 

are  going  to  .go  on  rising? Yes. 

10064.  It  might  then  be  necessary  to  make  quite  a sub- 
stantial reduction  in  quantity  to  overcome  &at? -Yes. 

It  is  really  impossible  to  estimate ; <me  just  has  to  reduce 
the  supply  of  money  and  see  what  happens.  But  for 
some  years  I was  couvinced  that,  if  one  could  have 
drained  off  £500  million  of  money  out  of  the  banks,  that 
would  probably  have  brought  us  within  sight  of  stable 
money. 
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10065.  May  I ask  you  about  the  power  of  the  Govern- 
ment, the  monetary  authorities,  to  control  the  supply  of 
money?  From  the  figures  you  give  it  would  seem  that 
in  most  years  the  banks  had  liquid  reserves  in  excess  of 
30  per  cent.? ^Yes. 

10066.  What  would  you  say  was  the  principal  reason 

why  the  ratio  did  not  fall  to  30  per  cent.? Advances 

have  been  continuously  controlled  throughout  that  time,  so 
that  the  only  other  assets  the  banks  could  have  got  would 
have  been  investments.  No  doubt  they  had  good  reasons 
for  not  buying  investments  on  a scale  .that  would  have 
brought  the  liquidity  ratio  down  to  the  minimum. 

10067.  But  .those  reasons  were  fundamentally  the  same 
kind  of  reasons  as  may  have  made  funding  rather  difficult. 

It  is  rather  difficult  for  the  Bank  to  sell  long-term  Govern- 
ment bonds  when  everybody  thinks  inflation  is  going  to 

continue? Yes ; .but  1 think  there  are  dillerences  as 

well  as  similarities  between  the  approach  of  the  banks 
and  .the  public.  The  public  is  concerned  with  maintaining 
its  capital  in  real  terms;  the  banks  have  liabilities  in 
money  terms,  and  necessarily  have  a different  approach. 

10068.  You  mentioned  that  advances  have  been  restricted 
by  Government  directives ; would  you  say  that  that  was 
an  important  factor  limiting  the  growth  of  advances  in 
the  period  up  -to  1955?  I had  the  impression  that  a great 
many  firms  approached  during  the  period  1953-55  were 

very  reluctant  to  increase  their  overdrafts? 1 find  it 

difficult  to  answer  that  hypothetical  question.  I know 
that  during  that  period  the  proportion  of  personal  lending 
was  falling.  I do  not  think  that  it  would  have  happened 
to  the  same  extent  in  the  absence  of  directives, 

10069.  Professor  Sayers:  This  is  before  19557 Yes, 

and  it  is  the  tendency  today ; it  is  the  personal  borrower 
who  has  .borne  the  brunt  of  the  directives. 

10070.  Professor  Calrncross:  You  would  not  think  that 
business  has  been  nearly  so  much  affected  by  these  direc- 
tives?  1 would  not  think  so ; but  the  ratio  of  bank 

advances  to  national  income  or  to  total  bank  deposits  is 
abnormally  low,  if  we  .take  the  norm  to  be  the  pre-war 
situation.  One  could  lake  the  fact  that  advances  have 
fallen  in  relation  to  incomes,  especially  since  1951,  as  to 
some  extent  a measure  of  the  effect  of  directives. 

10071.  'When  you  speak  of  measures  to  fund  enabling 
the  monetary  authorities  to  control  the  money  supply 
more  successfully,  you  are  thinking  primarily  of  Treasury 
Bills? ^Yes. 

10072.  'Would  it  be  your  view  that,  if  the  Government 
were  successful  in  pursuing  a funding  .policy  that  would 
reduce  substantially  the  floating  debt  held  by  the  banks, 
that  would  by  itself  dispose  the  .banks  not  to  increase 

their  other  assets? If  we  are  working  to  a conventional 

minimum,  that  must  be  so. 

10073.  I was  assuming  for  the  moment  that  the  con- 
vention was  not  too  firmly  established? Banking  views 

may  differ,  but  in  my  mind  30  per  cent,  is  very  much 
of  a minimum. 

10074.  Is  this  true  even  when  the  remaining  assets  that 

are  held  are  increasingly  under-five-year  bonds? 1 

think  It  is  a pure  accounting  convention,  in  fact. 

10075.  You  do  not  feel  that  the  banks  themselves  will 
have  to  make  a change,  in  view  of  the  fact  that  they 
now  hold  large  amounts  of  Government  bonds  of  very 

short  maturity  to  give  them  adequate  protection? Yes  ; 

if  the  banks  hold  a large  number  of  bonds  maturing  in 
a few  months  time,  they  are  equivalent  to  bills,  and  I 
should  have  thought  that  that  was  the  kind  of  situation 
the  central  bank  might  not  leave  to  the  banks  themselves. 
I would  have  thought  that  that  would  be  a proper  subject 
for  the  central  bank. 

10076.  Professor  Sayers:  To  intervene  in  what  sense? 

In  the  sense  of  telling  the  banks  that  one  docs  not 

treat  bonds  as  liquid  assets  for  this  sort  of  purpose,  and 
that,  if  one  has  a lot  of  very  short  bonds,  nevertheless  30 
per  cent,  would  be  a reasonable  figure  of  actual  liquid 
assets. 

10077.  In  these  circumstances  you  believe  that  the  30  per 
cent,  minimum  would  have  to  depend  upon  the  central 
bank’s  statements,  and  not  be  left  to  depend  upon,  the 

banking  instincts  of  the  commercial  banks? 1 think 

so,  having  in  mind  that  the  mere  figure  of  30  per  cent, 
does  not  give  a measure  of  the  true  liquidity  of  the  banks 


at  all  times.  In  1955,  for  example,  one  or  two  banks  went 
below,  probably  in  the  knowledge  that  some  of  their 
lending  to  nationalised  industry  was  going  to  mature. 

10078.  Professor  Calrncross:  In  that  sense  you  make 
the  30  per  cent,  mandaitory,  and  the  Government  would 
therefore  be  able  to  get  away  with  rather  less  funding 

than  it  would  otherwise  require? ^Yes;  the  object  of 

the  30  per  cent,  being  to  fix  bank  deposits.  That  is  the 
magnitude  on  which  one  really  has  one's  eye. 

10079.  Professor  Sayers:  Correspondingly  one  could  fix 
35  per  cent,  in  order  to  reduce  the  amount  of  funding  at 

the  present  lime? In  principle  one  could,  yes.  I would 

have  though'!  that  a change  of  that  nature  would  rather 
indicate  an  intention  to  abuse  the  issue  of  Treasury  Bills. 

10080.  Would  you  not  use  the  same  argument  to  support 
the  central  .bank’s  intervention  to  insist  on  the  30  per 

cent.? No;  30  per  cent,  has  .some  kind  of  history 

ibehind  it.  That  became  established  out  of  the  action  of 
the  .banks  themselves,  and  is  on  a different  footing. 

10081  Professor  Cairncross:  .When  it  became  established 
most  of  the  liquid  assets  of  the  banks  were  not  Treasury 
Bills,  but  commercial  bills,  if  it  has  an  early  nmeiteeath 
century  background? 1 doubt  whether  it  has  a nine- 

teenth century  background,  because  then  we  bad  many 
more  than  five  banks.  I think  the  only  relevant  period  is 
the  inter-war  period,  when  the  amalgamation  movement 
had  ceased  and  we  had  the  same  small  number  of  institu- 
tions as  now. 

10082.  It  has  its  origin  in  the  size  of  the  floating  debt 
that  has  existed  in  this  country  in  the  past,  and  in  the 
distribution  of  the  floating  debt  between  banks  and  non- 
bank holders,  quite  as  much  as  in  banking? Some 

bankers  feel  that  it  is  merely  the  converse  of  the  fact  that 
they  would  not  like  their  non-liquid  assets  to  be  much 
more  than  70  per  cent. 

10083.  Mr.  Jones:  What  would  have  been  the  effect  of 
the  use  of  Treasury  Deposit  Receipts  instead  of  Treasury 
Bills  in  this  particular  field  during  the  period  you  est 
talking  about?  Treasury  Deposit  Receipts  have  no  liquidity 
about  them.  How  would  that  have  helped  the  position 

you  are  arguing  in  this  particular  paper? ^Treasury 

Deposit  Receipts  could  be  used  to  mop  up  a surplus  of 
bank  liquid  assets  to  whatever  was  required  to  make  them 
conform  to  the  30  per  cent,  convention  ; but  T think  the 
real  problem  has  been  to  reduce  depo.sits.  I do  not  think 
that  one  could  use  the  Treasury  Deposit  Receipt  system 
so  to  compress  'the  liquid  assets  of  the  hank  that  they 
would  have  to  sell  other  assets.  That  would  not  be  a very 
good  means  of  achieving  the  object  I think  is  necessary : 
namely,  to  reduce  deposits. 

10084.  Professor  Cairncross : Do  you  think  it  would  be 
possible  to  create  a bigger  market  for  Treasury  Bills  out- 
side the  banking  system? Yes.  That  market  has  in 

fact  increased  in  recent  years.  There  have  been  periods 
when  we  have  seen  lots  of  firms  going  in  for  Treasury 
Bills  on  a large  scale;  and  in  the  United  States  85  per 
cent,  of  the  total  issues  are  held  outside  the  banks,  so 
clearly  there  is  some  scope. 

10085.  Chairman:  But  what  institutional  measure 

would  you  adopt  in  order  to  bring  that  about  and  keep  it 

about? 1 do  not  think  I could  suggest  one.  The 

securities  would  have  to  be  attractive  on  their  own  merits. 

10086.  It  must  depend  for  the  outsider  on  the  yield  on 
those  as  compared  with  some  other  use  of  his  money? 

^Yes ; to  interest  on  deposit  accounts. 

10087.  It  seems  to  be  a question  of  being  compelitiye. 
Is  there  nothing  one  could  set  on  foot  that  would  main- 
tain a permanently  satisfactory  relationship  between  the 

two? 1 would  think  not.  The  relation  between  the 

deposit  rate  and  the  Bank  Rate  also  has  some  history 
and  tradition  behind  it.  I do  not  rthink  that  one  could 
vary  that  margin  in  order  to  vary  the  yield  differential 
between  Treasury  Bills  and  the  deposit  accounts  of  banks. 

10088.  Professor  Cairncross:  Do  you  think  it  is  pos- 
sible that  Treasury  Bills  might  be  more  attractive  if  they 

were  sold  in  smaller  lots? Possibly,  although  I would 

hope  that  not  too  many  short-dated  assets  of  this  kind 
would  be  placed  in  the  hands  of  the  public.  I would  not 
consider  that  a desirable  object  of  policy. 

10089.  Professor  Sayers:  What  would  be  the  objection 

to  the  public  sale  of  these  rather  than  bank  deposits? 

None.  They  are  very  much  the  same  thing,  and  very 
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little  is  achieved  by  getting  the  public  to  switch  from  bank 
deposits  into  Treasury  Bills ; the  switch  diould  be  into 
something  longer. 

10090.  It  compresses  the  liquid  assets  held  by  the 

banks? Quite,  if  we  are  bound  to  have  ithat  amount 

of  Treasury  Bills  in  existence. 

10091.  Projessor  Cairncross-.  Is  it  not  an  alternative  to 
funding? Not  to  genuine  funding. 

10092.  In  its  repercussions  on  the  monetary  supply? 

Only  if  the  liquid  assets  are  switched  from  baiAs  to 

the  extent  that  they  have  to  tip  out  other  assets.  In 
practice,  that  means  investment. 

10093.  From  the  public’s  point  of  view  there  is  very 
little  difference  ; from  the  point  of  view  of  the  banks, 
if  they  part  with  some  of  their  Treasury  Bills  drey  are 
obliged  to  take  action  as  long  as  they  stick  to  the  30  per 
cent,  convention? If  they  were  already  at  the  mini- 

mum, yes  ; but  the  in^rtant  thing  then  is  the  sale  of 
bonds  by  banks  to  the  public  in  exchange  for  bank 
deposits. 

10094.  Professor  Sayers : The  Amedoans  have  a system 
whereby  a n^soni  who  is  not  in  close  with  'ie 

iruarlMt  from  day  to  day  oae  tender  for  a limited  araounit 
of  Tlreasury  Bdllsi  on.  the  basis  diat  he  will  get  ithem 
aUotted  at  the  average  rate  established  by  the  competitive 
bid.  It  means  that  a man  is  guaranteed  hiis  allotment  for 
the  'limited  amount,  but  lakes  either  a high  rate  or  a low 
rate  according  to  how  the  market  is  tendering.  Would 
tiiat  system,  which,  is  very  .popular  in  New  York,  have 

any  sort  of  effect  here? It  would  result  in  the  removal 

of  a certain  elemaoit  of  li^,  no  doubt. 

10095.  You  propose  that  for  dealing  with  circumstances 
in  'Which  there  is  a seni'Cnis  loss  of  confidence  i.n  the  gUt- 
edged  market  the  Government  should  have  power  to  issue 
index  'bonds.  Have  you  studied  the  experience  of  olher 
ooUrTitnies  with  tiiese?  Which  other  countries  have  'them? 

Austria ; Israel,  I believe,  is  making  good  use  of 

linkod  debentures ; FdnJand ; and  France.  I have  not 
studied  this,  'because  I am  much  more  interested  in  the 
general  principle  than  in  the  details  of  such  a measure. 

10096.  Chairman : If  we  started  an  issue  of  index  bonds, 
would  there  have  to  'be  an  option  giv.en  to  all  existing 
holders  of  Government  securities  to  ^ange  over  to  index 

bonds? ^Y'CS  ; I think  that  if  one  did  not  want  a oon- 

■vuJsion  in  the  'gilt-edged  market  it  would  be  necessary 
to  give  'that  option. 

10097.  That  would  be  a very  sweeping  alteration  in 

the  Standard  of  the  ■Government’s  liabilities? ^It  would, 

yes. 

10098.  Professor  Sayers:  Why  'Would  there  be  a con- 
vuisioo? — —if  ithiis  ■were  done  at  a time  when  confidence 
was  very  low,  one  would  expect  very  hea-yy  selling  of 
cofliventiomai  securities  to  take  advanta^  of  it. 

10099.  If  they  were  ii^tituted  in  calm  days,  would 

there  be  any  nieoessity  them  Ito  give  a general  option? 

Probably  not,  but  i&.en  .there  would  not  'be  the  same 
compelling  reasons  for  issuing  the  index  b<Mida. 

10100.  You  are  thiinking  in  such  cdioumstanoes  simply 
of  taking  the  pofwers? ^Yes. 

10101.  Has  ithe  Government  not  .the  powers  at  presenit? 

I't  may  have  ; I was  merely  advocating  that  it  should 

be  considered  as  a course  of  action  if  comfidence  is  low. 

10102.  Chairman:  Do  you  think  the  distance  of  the 
power  woidd  itself  have  a stabilising  eS’ect  and  add  to 
confidence? No,  rather  the  reverse. 

10103.  In  other  words,  this  kind  of  'bond  is  qui.te  frankly 
rather  a desperate  expedient,  only  to  (be  done  when  one 

could  not  restore  the  market  in  any  other  way? ^It  is 

an  exp^ient  which  would  have  been  suitable  in  the  oir- 
cumstanoes  of  1957,  when  the  Economic  Survey  tells  us 
that  it  was  impossible  to  prev.ent  an  .expansion  of  bank 
deposits. 

10104.  If  this  •WQPe  an  iostnunant  to  be  resorted  to  oo'ly 
if  dit  WK  una.vodda.ble,  I would  have  thought  a measure, 
even  in  calm  times,  taking  power  to  do  this  would  have 

rather  an  tinoonfidmce-nralraig  effect? ^The  takin'g  of 

the  power  dtseilf  might  be  unsetfliog,  but  Ishe  actual  issue 
would  provide  ithe  authorities  with  resources  that  could 
be  used  to  clean,  up  4he  monet^y  si'tuation^ 

10105  Sir  Reginald  Verdon  Smith:  What  would  die 
index  relate  .to?- — ^I  'had  in  mind  the  index  of  retail 
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Iffices.  I do  not  think  that  gold  would  probably  be  suit- 
able here,  as  it  is  in  France.  The  British  public  are  not 
very  conscious  of  the  price  of  gold,  but  they  are  very 
conscious  .of  the  cost  of  Hving  index. 

10106.  Would  you  dxvt  run  the  risk  ithat  you  run  in  all 
cases  'Where  prices  are  pegged  to  an.  indm,  that  it  merely 
accelerates  the  rate  of  (rise?  As  the  dU'dex  moved  you 
would  surely  create  not  so  much  a iconditioai  of  oon'Mencs 
but  of  further  lack  of  confidence,  and  this  would  prcoiipdtate 
an  inflaltion-ary  movement?  There  might  'be  some  con- 
fidence in  die  indiex  bonds ; nevertheless  would  they  not 

be  a further  pointer  to  an  inilaticMiary  oondjition? 

I ■am  envisaging  the  dtdtial  issue  as  b^g  taken  up  on 
sufficient  voiume  to  enable  the  Govemmemt  to  do  the 
amount  of  f.uiniding  that  would  be  needed  to  dicninate  the 
existing  infiationaxy  sirtuatdon ; one  would  hope  that  there- 
after the  Treasury  would  so  ocmduot  its  fiiuahces  that  the 
srtabiliiity  of  m'oney  would  be  reasonably  assured. 

10107.  Lord  Harcourf.  It  would  .be  a once-for-all  index 

bond  issue? ^Yes ; one  could  nolt  at  frequrait  intervals 

give  everybody  the  option  to  exchange  out  of  existing 
securities  into  sartiething  entirely  n.eiw. 

10108.  Professor  Sayers:  The  attraction  of  this  depends 
rq>on  the  assumption  that  the  autiioiities  could,  by 

rn'cmeCary  measures,  dncludimg  this,  stop  the  infiatioa? 

Yes.  I should  say,  subject  to  ah  -tihe  oth.er  reservations  I 
made,  that  moneitary  measures  axe  nolt  the  only  thing ; 
the  Government’s  general  policies  'have  to  be  non- 
inflati'onary,  and  not  merely  their  actions  in  the  monetary 
field. 

10109.  If  its  general  policy  is  non-inflationary,  do  you 
think  it  makes  any  difference  whether  or  not  its  monetary 

policy  is? ^It  makes  some  difference. 

10110.  Professor  Cairncross:  You  mention  the  holders 
of  conventional  securities  being  given  an  option.  Would 
you  think  that  these  who  have  deposits  with  the  Post 
Office  Savings  Bank  or  Trustee  Savings  Banks,  or  National 
Savings  Certificates,  should  equally  be  given  similar 

options? 1 see  no  reason  why  not.  I think  that  it  is 

purely  habit  on  our  part  to  assume  that  the  saver  has 
to  bear  (ffie  ri^  of  inflation ; I do  not  see  why  it  should 
not  also  be  appli.ed  to  the  savings  securities. 

lOllI.  If  We  did  this  today,  do  you  think  the  yield 
which  would  have  to  be  offered  on  the  market  would  be 

substantially  less  than  the  current  yield? 1 would  not 

myself  do  it  today,  because  the  gilt-edged  market  has 
shown  an  incipient  revival.  I think  that  last  year  when 
things  were  at  their  worst  they  probably  could  have  issued 
an  index  bond  at  a much  lower  nominal  rate  of  interest 
thati  the  rate  on  conventi'Onal  bonds.  The  measme  of 
that  is  this : Consols  at  the  moment  loffer  a gross  yirid  of 
about  5 per  cent.,  equivalent  for  a holder  liable  to  the 
standard  rate  of  tax  to  a net  rate  of  3 pear  cent.  If 
inflation  continues  at  a rate  of  3 per  cent,  the  real  return 
would  be  nU.  That  is  the  extent  to  which  the  yield  on 
the  index  bond  could  fall  below  that  on  a conventional 
security,  if  .people  are  expecting  a 3 per  cent,  inflation. 
10112.  You  mean  you  could  issue  bonds  at  a nil  return? 

1 think  one  .probably  could,  because  a lot  of  people 

merely  wish  to  safeguard  the  real  value  o.f  their  capital, 
and  have  not  been  able  to  do  so  in  Government  securities 
for  some  time. 

10113.  Mr.  Woodcock:  Would  the  index  provide  for  a 

fall  as  well  as  a rise? It  clearly^  should  do ; it  would 

still  serve  the  same  purpose,  which  is  to  conserve  the  real 
value  of  one’s  capital. 

10114.  Chairman:  In  paragraph  16,  having  made  your 
suggestion  of  index  bonds,  you  say: 

“ Given  an  active  funding  policy,  I believe  that  there 
should  be  no  ne^  for  this  expedient,  nor  for  any  of 
the  other  expedients  adopted  as  crisis  measures  in 
recent  years,  and  that  other  more  normal  instruments 
of  iD'Onetary  regulation  need  play  no  more  than  a 
supporting  role.  'Stability  would  be  preserved  mainly 
by  the  maintenance  of  long-term  rates  of  interest  at 
an  equilibrium  level  and  not  by  manipulation  of  short- 
term rates.” 

What  methods  are  to  be  used  for  that? ^The  systematic 

funding  policy  would  maintain  long-term  rates. 

10115.  Professor  Sayers:  The  Government  would  be 

selling  at  a price  that  l»pt  the  long-term,  rate  stable? 

We  would  get  the  I'ong  rate  near  to  its  equilibrium  leveL 
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10065.  'May  I ask  you  about  the  power  of  the  Govern- 
ment, the  monetary  authorities,  to  control  the  supply  of 
money?  From  the  figures  you  give  it  would  seem  that 
in  most  years  the  banks  had  liquid  reserves  in  excess  of 
30  'per  cent.? Yes. 

10066.  What  would  you  say  was  the  principal  reason 

why  the  ratio  did  not  fall  to  30  per  cent.? Advances 

have  been  continuously  controlled  throughout  that  time,  so 
that  the  only  other  assets  the  banks  could  have  got  would 
have  been  investments.  No  doubt  they  bad  good  reasons 
for  not  buying  investments  on  a scale  that  would  have 
brought  the  liquidity  ratio  down  to  the  minimum. 

10067.  But  those  reasons  were  fundamentally  the  same 
kind  of  reasons  as  may  have  made  funding  rather  difficult. 
It  is  rather  difficult  for  the  Bank  to  sell  long-term  Govern- 
ment bonds  when  everybody  thinks  inflation  is  going  to 

continue? Yes ; but  I think  there  are  differences  as 

well  as  similarities  between  the  approach  of  the  banks 
and  'the  public.  The  public  is  concerned  with  maintaining 
its  capital  in  real  terms ; the  banks  have  liabilities  in 
money  terms,  and  necessarily  have  a different  approach. 

10068.  You  mentioned  that  advances  have  been  restricted 
by  Government  directives ; would  you  say  that  that  was 
an  important  factor  limiting  the  growth  of  advances  in 
the  period  up  to  1955?  I had  the  impression  that  a great 
many  firms  approached  during  the  period  1953-55  were 

very  reluctant  to  increase  their  overdrafts? 1 find  it 

difficult  to  answer  that  hypothetical  question.  I know 
that  during  that  period  the  proportion  of  personal  lending 
was  falling.  I do  not  think  that  it  would  have  happened 
to  the  same  extent  in  the  absence  of  directives. 

1(K)69.  Professor  Sayers'.  This  is  before  1955? ^Yes, 

and  it  is  the  .tendency  today ; it  is  the  personal  borrower 
who  has  borne  the  brunt  of  the  directives. 

10070.  Professor  Cairncross:  You  would  not  think  that 
business  has  l^n  nearly  so  much  affected  by  these  direc- 
tives?  1 would  not  think  so : but  the  ratio  of  bank 

advances  to  national  income  or  to  total  bank  deposits  is 
abnormally  low,  if  we  take  the  norm  to  be  the  pre-war 
situation.  One  could  take  the  fact  that  advances  have 
fallen  in  relation  to  incomes,  especially  since  1951,  as  to 
some  extent  a measure  of  the  effect  of  directives. 

10071.  ‘When  you  speak  of  measures  to  fund  enabling 
the  monetary  authorities  to  control  the  money  supply 
more  successfully,  you  are  thinking  primarily  of  Treasury 
Bills? ^Yes. 

10072.  Would  at  be  your  view  that,  if  the  Government 
were  successful  in  pursuing  a funding  policy  that  would 
reduce  substantially  the  floating  debt  held  by  the  banks, 
that  would  by  itself  dispose  the  banks  not  to  increase 

their  other  assets? If  we  are  working  to  a conventional 

minimum  that  must  be  so. 

10073.  I was  assuming  for  the  moment  that  the  con- 
vention was  not  too  firmly_  established? ^Banking  views 

may  differ,  but  in  my  mind  30  per  cent,  is  very  much 
of  a minimum. 

10074.  Is  this  true  even  when  the  remaining  assets  that 

are  held  are  increasingly  under-five-year  bonds? 1 

think  it  is  a pure  accounting  convention,  in  fact. 

10075.  You  do  not  feel  that  the  banks  themselves  will 
have  to  make  a change,  in  view  of  the  fact  that  they 
now  hold  large  amounts  of.  Government  bonds  of  very 

short  maturity  to  give  them  adequate  protection? ^Yes ; 

if  the  .banks  hold  a large  number  of  bonds  maturing  in 
a few  months  time,  they  are  equivalent  to  bills,  and  I 
should  have  thought  that  that  was  the  kind  of  situation 
the  central  bank  might  not  leave  to  the  banks  themselves. 
I would  have  thought  that  that  would  be  a proper  subject 
for  the  central  bank. 

10076.  Professor  Sayers'.  To  intervene  in  what  sense? 

In  the  sense  of  telling  the  banks  that  one  does  not 

treat  bonds  as  liquid  assets  for  this  sort  of  purpose,  and 
that,  if  one  has  a lot  of  very  short  bonds,  nevertheless  30 
per  cent,  would  be  a reasonable  figure  of  actual  liquid 
assets. 

10077.  In  these  circumstances  you  believe  that  the  30  per 
cent,  minimum  would  have  to  depend  upon  the  central 
bank’s  statements,  and  not  be  left  to  depend  upon. the 

banking  instincts  of  the  commercial  banks? 1 think 

so,  having  in  mind  that  the  mere  figure  of  30  per  cent, 
does  not  give  a measure  of  the  true  liquidity  of  the  .banks 


at  all  times.  In  1955,  for  example,  one  or  two  banks  went 
below,  probably  in  the  knowledge  that  some  of  their 
lending  to  nationalised  industry  was  going  to  mature. 

10078.  Professor  Cairncross'.  In  that  sense  you  make 
the  30  per  cent  mandatory,  and  the  Government  would 
therefore  be  able  to  get  away  with  rather  less  funding 

than  i‘t  would  otherwise  require? ^Yes;  the  object  of 

the  30  per  cent,  being  to  fix  bank  deposits.  That  is  the 
magnitude  on  which  one  really  has  one’s  eye. 

10079.  Professor  Sayers:  Correspondingly  one  could  fix 
35  per  cent,  in  order  to  reduce  the  amount  of  funding  at 

the  present  lime? In  principle  one  could,  yes.  I would 

have  thought  that  a change  of  ■that  nature  would  rather 
indicate  an  intention  to  abuse  the  issue  of  Treasury  Bills. 

10080.  Would  you  not  use  the  same  argument  to  support 
the  central  bank’s  intervention  to  insist  on  the  30  per 

cent.? No;  30  per  cent,  has  some  kind  of  history 

ibehind  it.  That  became  established  out  of  the  action  of 
the  banks  themselves,  and  is  on  a different  footing. 

10081.  Professor  Cairncross:  When  it  became  established 
•most  of  the  liquid  assets  of  the  banks  were  not  Treasury 
Bills,  but  commercial  bills,  if  it  has  an  early  nineteenth 
century  background? 1 doubt  whether  it  has  a nine- 

teenth century  background,  because  then  we  had  many 
more  than  five  banks.  I think  the  only  relevant  period  is 
the  inter-war  period,  when  the  amalgamation  movement 
had  ceased  and  we  had  the  same  small  number  of  institu- 
tions as  now. 

10082.  It  has  its  origin  an  the  size  of  the  floating  debt 
that  has  existed  in  this  country  in  the  past,  and  in  the 
distribution  of  the  floating  debt  between  banks  and  non- 

bank  holders,  quite  as  much  as  in  banking? Some 

bankers  feel  that  it  is  merely  the  converse  of  the  fact  that 
they  would  not  like  their  non-Uquid  assets  to  be  much 
more  than  70  per  cent. 

10083.  Mr.  Jones:  What  would  have  been  the  effect  of 
the  use  of  Treasury  Deposit  Receipts  instead  of  Treasury 
Bills  in  this  particular  field  during  the  period  you  are 
talking  about?  Treasury  Deposit  Receipts  have  no  liquidity 
about  them.  How  would  that  have  helped  the  position 

you  are  arguing  in  this  particular  paper? ^Treasury 

Deposit  Receipts  could  be  used  to  mop  up  a surplus  of 
bank  liquid  assets  to  whatever  was  required  to  make  them 
conform  to  the  30  per  cent,  convention  ; but  I think  the 
real  problem  has  been  to  reduce  deposits.  I do  not  think 
that  one  could  use  the  Treasury  Deposit  Receipt  system 
so  to  compress  the  liquid  assets  of  the  bank  that  they 
would  have  to  sell  other  assets.  That  would  not  be  a very 
good  means  of  achieving  the  object  I think  is  necessary : 
namely,  to  reduce  deposits. 

10084.  Professor  Cairncross:  Do  you  think  it  would  be 
possible  to  create  a bigger  market  for  Treasury  Bills  out- 
side the  banking  system? ^Yes.  That  market  has  in 

fact  increased  in  recent  years.  There  have  been  periods 
when  we  have  seen  lots  of  firms  going  in  for  Treasury 
Bills  on  a large  scale;  and  in  the  United  States  85  per 
cent,  of  the  total  issues  are  held  outside  the  banks,  so 
clearly  there  is  some  scope. 

10085.  C/iflimwn : But  what  institutional  measure 

would  you  adopt  in  order  to  bring  that  about  and  keep  it 

about? 1 do  not  think  I could  suggest  one.  The 

securities  would  have  to  be  attractive  on  their  own  merits. 

10086.  It  must  depend  for  the  outsider  on  the  yield  on 
those  as  compared  with  some  other  use  of  his  money? 
^Yes;  to  interest  on  deposit  accoun'ts. 

10087.  It  seems  to  be  a question  of  being  competitive. 
Is  there  nothing  one  could  set  on  foot  that  would  main- 
tain a permanently  satisfactory  relationship  between  the 

two? 1 would  think  not.  The  relation  between  the 

deposit  rate  and  the  Bank  Rate  also  has  some  history 
and  tradition  behind  it.  I do  not  think  that  one  could 
vary  that  margin  in  order  to  vary  the  yield  differential 
between  Treasury  Bills  and  the  deposit  accounts  of  banks. 

10088.  Professor  Cairncross:  Do  you  think  it  is  pos- 
sible that  Treasury  Bills  might  be  more  attractive  if  they 

were  sold  in  smaller  lots? ^Possibly,  although  I would 

hope  that  not  too  many  short-dated  assets  of  this  kind 
would  be  placed  in  the  hands  of  the  public.  I would  not 
consider  that  a desirable  object  of  policy. 

10089.  Professor  Sayers:  What  would  be  the  objection 

to  the  public  sale  of  these  rather  than  bank  deposits? 

None.  They  are  very  much  the  same  thing,  and  very 
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littte  is  achieved  by  getting  the  public  to  switch  from  bank 
deposits  into  Treasury  BOls;  the  switch  should  be  into 
something  longer. 

10090.  It  compresses  the  liquid  assets  held  by  the 

banks? Quite,  if  we  are  bound  to  have  fthat  amount 

of  Treasury  BUIs  in  existence. 

10091.  Professor  Cairncross-.  Is  it  not  an  alternative  to 
funding? ^Not  to  genuine  funding. 

10092.  In  its  repercussions  on  the  monetary  supply? 

Only  if  the  liquid  assets  are  switched  from  banks  to 

the  extent  that  they  have  to  tip  out  other  assets.  In 
practice,  that  means  investment. 

10093.  Fran  the  public’s  point  of  view  there  is  very 
little  difference  ; from  the  point  of  view  of  the  banks, 
if  they  part  with  some  of  their  Treasury  Bills  they  are 
obliged  to  take  action  as  long  as  they  stick  to  the  30  per 
cent,  convention? If  they  were  already  at  the  mini- 

mum, yes ; but  the  important  thing  then  is  the  sale  of 
bonds  by  banks  to  the  public  in  exchange  for  bank 
deposits. 

10094.  Professor  Sayers : The  Anrarioans  have  a system 
whereby  a iparsooi  who  is  uot  in  diose  touch  with  the 
marlwit  from  day  to  day  can  tender  for  a Idmited  aanounit 
of  Treasury  Bills  on  the  basis  that  he  will  get  them 
alloittod  at  the  average  rate  established  by  the  competitive 
bid.  It  means  that  a man  is  guaranteed  ’his  allotment  for 
the  limited  amount,  but  lakes  either  a high  rate  ot  a low 
rate  according  to  how  die  market  is  tendering.  Would 
that  system,  which  is  very  ^popular  in  New  York,  have 

any  sort  of  effect  here? It  would  result  in  the  removal 

of  a certain  element  of  ride,  no  doubt. 

10095.  You  propose  that  for  dieaiing  with  circumstances 
in  which  there  is  a serious  loss  of  confidence  in  the  gilt- 
edged  market  the  Government  shoiild  have  power  to  issue 
index  .bonds.  Have  you  studied  the  experience  of  other 
couatriies  with  these?  Which  other  coun-tries  have  -them? 

Austria  ; Israel,  I believe,  is  making  good  use  of 

linked  debentures ; Finland ; and  Firance.  I have  poot 
studied  tlus,  'because  I am  much  more  interested  .in  the 
general  principle  than,  in  the  details  of  such  a measure. 

10096.  Chairman : If  we  started  an  issue  of  index  bonds, 
would  -there  have  to  'be  an  ojption  given  to.  all  eodsting 
holders  of  Govemmen.it  securiti^  to  dhange  over  to  index 
bOTds? ^Yes  ; I think  that  if  oie  did  not  want  a con- 

vulsion in  the  'gjlt-edged  market  it  would  be  necessary 
to  give  that  option. 

10097.  That  would  be  a very  sweeping  alteration  in 

the  standard  of  the  Government’s  liabilities? It  would, 

yes- 

10098.  Professor  Sayers:  Why  -wooild  there  be  a con- 
vulision?— If  this  were  done  at  a time  when  confidence 
was  very  low,  one  would  expect  very  heavy  selling  of 
conventiooal  securities  to  take  advanta^  of  it. 

10099.  If  they  were  instituted  in  calm  days,  would 

there  be  any  necessity  then  to  give  a general  t^tion? 

Probably  not,  .but  ithen  there  would  mot  'be  the  same 
compelling  reasons  for  issuing  the  index  bonds. 

10100.  You  are  'Chinking  in  such  dicumstanoes  simply 
of  taking  the  powers? Yes. 

10101.  Has  the  Government  not  .the  powers  at  present? 

It  may  have ; I was  merely  advocating  that  it  should 

be  considered  as  a oouxse  of  action  if  confidence  is  low. 

10102.  Chairman:  Do  you  tbiink  the  existence  of  the 
power  would  itself  have  a steibilising  effect  and  add  to 
confidence? ^No,  rather  fhe  reverse. 

10103.  Iin  other  words,  this  kind  of  -bond  is  quite  frankly 
rather  a desperate  expedient,  only  to  'be  done  when  one 

could  not  restore  the  market  in  any  other  way? It  is 

an  ejmedient  which  would  have  'bera  suitable  in  the  edr- 
cumsCainces  of  1957,  when  the  Economic  Survey  te/lls  us 
that  it  was  impossible  .to  prevent  an  expansion  of  bank 
deposits. 

10104.  If  this  were  an  mstrumenit  to  be  resorted  to  loniy 
if  -it  was  ■unavoidable,  I would  have  thought  a measure, 
even  in  cahn  times,  .taking  power  to  do  this  would  have 

rather  an  tmcoiiifidenice-niaking  effect? ^The  takin'g  lof 

the  power  ditself  might  be  unsetflmg,  but  the  actual  issue 
would  provide  the  authorities  with  resources  that  could 
be  used  to  dean  up  the  monetary  tituation.. 

10105  Sir  Reginald  Verdon  Smith:  What  would  the 
relate  to? ^I  had  in  mind  the  index  of  retail 
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prices.  I do  not  thank  that  gold  would  -probably  be  suit- 
able here,  as  it  is  in  France.  The  Briti^  public  are  not 
very  conscious  of  the  price  of  gold,  but  they  are  very 
conscious  of  the  cost  of  hTOig  index. 

10106.  Would  you  not  run  (the  risk  that  you  run  in  all 
cases  where  ptaces  are  pegged  -to  an  indiKs,  that  it  merely 
accelerates  the  rate  of  rise?  As  the  index  moved  you 
would  surely  create  not  so  much  a condition  of  (joufidence 
but  of  'further  lack  of  ooofidence,  and  this  would  precipitate 
an  infLaltionary  movement?  There  imight  be  some  con- 
fidence in  the  index  Irands ; nevertheless  would  they  not 

be  a tiirther  pointer  to  an  ktflationary  condition? 

I am  envisaging  the  initial  issue  as  being  taken  up  in 
suffioiant  volume  to  lenable  the  Govemmant  to  do  the 
amount  of  funding  >lhat  would  be  nfeeded  to  elimina>te  the 
existing  inflationary  situation  ; one  would  hope  fiiat  there- 
after the  Treasury  would  so  conduct  its  fimahees  that  the 
stahiiity  of  money  would  be  reasonably  assured. 

10107.  Lord  Harcourt : It  would  'be  a once^for-all  index 

bond  issue? Yes ; one  could  (not  at  frequent  intervals 

give  everybody  the  c^on  to  exchange  out  of  existing 
securities  into  somefiimg  entirely  netw. 

10108.  Professor  Sayers : The  aittractdon  of  this  depends 
upon  the  assumption  that  the  authorities  could,  by 

moDjetary  measures,  induding  this,  stop  the  inflation? 

Yes.  1 shjould  say,  subject  to  all  the  other  reservations  I 
made,  that:  monet^  measures  are  not  the  only  thing ; 
the  Govenunen-t’s  .general  policies  have  to  be  non- 
dnflationary,  and  not  merely  their  actions  in  the  monetary 
field. 

10109.  If  its  general  policy  is  non-inflationary,  do  you 
think  it  makes  any  difference  whether  -a  not  its  monetary 

.policy  is? It  makes  some  difference. 

10110.  Professor  Cairncross:  You  mention  the  holders 
of  oonventiond  securities  being  given  an  option.  Would 
you  think  that  those  who  have  deposits  with  the  Post 
Office  Savings  Bank  or  Trustee  Savings  Banks,  or  National 
Savings  C^ificates,  should  equally  be  given  similar 

options? 1 see  no  reason  why  not.  I think  that  it  is 

purely  habit  on  our  part  to  assume  that  the  saver  has 
to  bear  the  risk  of  inflation ; I do  not  see  why  it  should 
not  ako  be  applied  to  the  savings'  securities. 

lOlll.  If  we  did  this  today,  do  you  think  the  yield 
which  would  have  to  be  offer^  on  ffie  market  would  be 

substantially  less  than  the  current  yield? 1 would  not 

raywif  do  it  today,  because  the  gUt^edged  market  has 
shown  an  incipient  revival.  I think  that  last  year  when 
things  were  at  their  worst  they  probably  could  have  issued 
an  index  bond  at  a much  lower  nominal  rate  of  interest 
than  the  rate  on  conventional  bonds.  The  measure  of 
that  is  this ; Consols  at  the  moment  offer  a gross  yield  of 
about  5 per  cent.,  equivalent  for  a holder  liable  to  the 
standard  rate  of  tax  to  a net  rate  of  3 per  cent.  If 
inflation  continues  at  a rate  of  3 per  cent,  the  real  return 
would  be  nil.  That  is  the  extent  to  which  the  yield  on 
the  index  bond  could  fall  below  that  on  a conventitmal 
security,  if  people  are  expecting  a 3 per  cent,  inflatic®. 

10112.  You  mean,  you  could  issue  bonds  at  a nil  return? 
— —I  think  one  probably  could,  because  a lot  of  people 
merely  wish  to  safeguard  the  real  value  of  their  capital, 
and  have  not  been  able  to  do  so  in  Government  securities 
for  some  time. 

10113.  Mr.  Woodcock:  Would  the  index  provide  for  a 

fall  as  well  as  a rise? It  clearly  should  do ; it  would 

still  serve  the  same  purpose,  which  is  to  conserve  the  real 
value  of  one’s  capital. 

10114.  Chairman:  In  paragraph  16,  having  made  your 
suggestion  iof  index  bonds,  you  say : 

“ Given  an  active  funding  policy,  I believe  that  there 
should  be  no  need  for  this  expeffient,  nor  for  any  of 
the  other  expedients  adopted  as  crisis  measures  in 
recent  years,  and  that  other  more  normal  instruments 
of  monetary  regulation  need  play  no  more  than  a 
supporting  role.  Stability  would  be  preserved  mainly 
by  the  maintenance  of  long-term  rates  of  interest  at 
an  equilibrium  levd  and  not  by  manipulation  of  short- 
term rates.” 

What  methods  are  to  be  tised  for  that? ^The  systematic 

funding  .policy  would  maintain  long-term  rates. 

10115.  Professor  Sayers:  The  Government  would  be 

tailing  at  a price  that  kept  the  long-term  rate  stable? 

We  would  get  the  long  rate  near  to  its  equilibrium  level. 
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10116.  Professor  Cairncross\  That  level  might  change 
at  some  time ; how  would  you  allow  it  to  change  in. 
conditions  in  which  long-term  rates  were  being  main- 
tained?  If  it  became  evident  that  inflatLonary  pressures 

were  welling  up,  as  in  the  second  half  of  1954,  the  Gov- 
ernment broker  would  then  have  to  sell  heavily  ; he  would 
have  to  throw  securities  on  the  market. 

10117.  Chairman'.  In  your  etperience  of  watching  the 
market,  are  you  satisfied  that  that  is  feasible?  He  would 
be  prepared  to  sacrifice  the  current  rate  because  he  has 
a duty  to  keep  on  offering;  but  do  you  think  he  could 

find  takers  in  gilt-edged  bonds? Yes ; I think  that, 

unless  confidence  in  the  value  of  money  is  seriously  dis- 
turbed there  is  always  a market  for  long-term  securities. 

10118.  That  means  as  much  volume  as  is  involved  in 
current  operations? Yes ; I think  that  the  Govern- 

ment broker  could  place  securities  on  a sufficient  scale 
to  bring  about  the  kind  of  changes  in  the  volume  of  hank 
deposits  which  are  needed  to  have  a steadying  influence 
as  a continuous  proc«s. 

10119.  Professor  Cairncross'.  Are  you  envisaging  con- 
tinuous selling  down  or  a break  in  the  long-term  rate? 

In  practice  it  cannot  be  literally  week  by  week.  When 

it  is  decided  that  the  long-term  rate  is  too  low,  then  I 
think  that  heavy  funding  sales  should  be  made  in  a short 
period,  allowing  the  market  to  ground  at  some  lower  level 
and  consolidate. 

10120.  It  has  been  put  to  us  that  it  is  almost  impossible 
to  fund  on  a falling  market ; you  do  not  accept  that? 

Yes,  I do  on  the  whole.  I think  it  is  difficult  to 

fund  on  a falling  market ; that  is  why  one’s  initial  sales 
probably  have  to  be  so  vigorous  that  the  market  is  fairly 
certain  that  in  the  short  run  prices  will  not  decline  further. 

10121.  Chairman:  It  is  difficult  to  coDcetve  of  that 
assurance  arising  in  the  market  when  an  unknown  but 
large  volume  of  sales  of  Government  securities  is  taking 
place,  given  your  view  ‘that  they  have  got  to  feel  that 
they  will  have  firm  ground  under  their  feet  at  a certain 

higher  yield? Yes,  but  if  the  alternative  is  distrust  as 

to  the  value  of  money  itself  (being  maintained,  then  they 
cannot  have  that  confidence  at  all. 

10122.  Professor  Sayers:  I notice  all  the  time  you  are 
assuming  ithat  funding  on  a large  scale  is  necessary  because 
you  want  to  keep  the  volume  of  money  down,  although 
you  envisage  the  equilibrium  as  shifting.  If,  under 
pressure  of  the  Government  ibroker’s  sales,  market 
rate  of  interest  rose  to  the  level  that  you  thought  proper, 
would  you  worry  about  what  happened  bo  the  volume  of 
sales  at  that  price,  and  therefore  to  the  volume  of  bank 
deposits? 1 should  certainly  worry  about  what  hap- 

pened to  the  volume  of  bank  deposits. 

10123.  Would  you  worry  about  them  in  the  very  short 

run,  as  well  as  in  the  longer  run? Yes,  I think  so. 

I watch  my  own  bank’s  index  of  net  deposits  month  by 
month,  and  I do  not  like  to  see  it  go  up. 

10124.  You  would  attach  importance  to  the  Government 
broker  being  able  to  continue  toese  sales  on  an  appropriate 

scale  as  he  .pushed  the  market  down? ^After  he  pushed 

the  market  down. 

10125,  So  that  you  really  do  envisage  a step  down? 

Yes ; as  a matter  of  technique  it  probably  has  to  come 
to  'that.  One  has  in  mind  that  -personal  incomes  are 
constantly  accumulating  and  ought  to  1»  drained  off. 

10126.  Chairman:  In  paragraph  20  you  say  that  in 
the  first  six  months  of  1955  the  banks  succeeded  in  selling 
about  £250  million  -gilt-edged  over  a period  when  the 
Government,  according  to  figures  -we  have,  was  a net 
seller  of  about  £50  million.  So  they  were  both  in  the 
market  on  the  same  side.  Have  you  any  idea  who  were 
the  takers  of  that  volume  of  gilt-edged,  on  a falling 

market? ^No,  I am  afraid  I am  not  in  touch  with 

these  actual  operations. 

10127.  Professor  Sayers:  Do  you  remember  whether  you 
were  surprised  about  the  absorptive  capacity  of  the  market 

at  that  time? Yes ; but  1 think  other  people  perhaps 

were  more  surprised  than  I was,  because  I always  thought 
that  at  a price  it  was  'possible  to  sell  securities.  The 
volume  of  those  sales  was  impressive  from  that  point  of 
view. 

10128.  Chairman : You  would  not  think  that  that  volume 
of  absorption  was  caused  by  any  peculiar  circumstances 
in  that  part  of  1955?  Given  reasonable  confidence,  do 


you  think  you  could  repeat  such  an  operation  year  in 

and  year  out? >I  would  not  expect  there  to  be  an 

extremely  elastic  market  for  the  very  short-term  bonds 
which  were  the  kind  the  banks  were  selling.  What  im- 
pressed me  about  the  sale  of  £250  million  was  that  the 
sales  must  all  have  been  of  pretty  short-term  bonds,  and 
therefore,  I would  have  thought,  likely  to  appeal  less  to 
other  holders  than  to  the  banks ; and  yet  they  were 
absorbed. 

10129.  Professor  Cairncross:  If,  in  the  second  half  of 
1955,  the  banks  had  been  free  to  make  advances  as 
they  chose  on  the  basis  on  which  they  were  making  advances 
in  earlier  years,  would  it  be  your  judgment  ithat  there 
would  have  been  a substantial  further  increase  in  advances 
and  a further  sale  of  Government  bonds  by  the  banking 

system? 1 do  not  think  that  advances  would  have  fallen 

by  9 per  cent. 

10130.  You  are  one  of  a rather  limited  group  of  people 
in  the  -banks  who  are  interested  in  general  economic  policy 
as  well  as  in  what  is  happening  to  the  banks  themselves. 
How  do  you  seek  to  inform  yourself  about  the  intentions 
of  the  monetary  authorities:  by  reading  newspapers  and 
talking  -to  people,  or  are  you  able  to  go  along  to  the 

Bank  of  England  and  see  somebody  there? ^Until 

recently  I -have  had  no  contact  with  the  Bank  of  England. 

10131.  So  that  you  rely  largely  on  what  you  read  in 
the  newspapers?— — On  reading,  together  with  contacts 
of  various  kinds  in  the  academic  and  other  worlds. 

10132.  Would  you  think  it  would  be  an  advantage  if 
economists  serving  with  commercial  banks  had  more  con- 
tact with  the  'Bank  of  England? Yes,  I would,  In  a 

good  many  other  countries  there  is  more  contact  than 
has  existed  here. 

10133.  Do  you  find  it  -possible  to  have  contact  w.ith 

the  Treasury  on  an  easier  footing? The  Treasury  gives 

public  press  conferences,  many  of  which  I attend. 

10134.  Chairman:  You  refier  in  paragraph  23  to  gaps 
in  'the  statistical  field ; you  say  -that  tliere  are  a few  gaps 
you  woiuld  'like  to  see  dosed,  as  far  as  your  own  purposes 
as  an  observer  iOf  the  monetary  scene  are  concerned. 
Should  we  ^ve  full  force  to  the  word  “ few  "?  Do  you 
find  that,  with  the  excopLion.s  that  you  mention,  the  avail- 
able data  are  satisfactory  for  your  purposes? ^Ycs.  The 

gaps  I men'ljboned  are  'those  which  I f'Ound  to  be  rather 
knportanit  and  frustrating.  I do  not  believe  a great  deal 
is  'to  be  'gained  by  prolific  detail. 

10135.  Professor  Cairncross:  Some  of  the  gaps  whioh 
you  find  are  quite  far-reaching,  especially  in  relation  to 

Government  debt? Certainily ; and  I think  that  there 

I .am  in  i^reemenit  with  the  National  Institute  of  EcontHnic 
and  Social  Research,  who  have,  I understand,  .submitted 
a memorandum.  The  knowledge  of  what  ds  the  effective 
as  distinct  from  the  n'Orninal  debt  is  a really  basic  dece 
of  informaitioo  that  we  lack  in  trying  to  m^e  intelligent 
interpretations. 

10136.  Do  you  find  it  possible  to  reach  oondusions 
about  the  'mtiernational  position  and  ithe  movements  cA 

overseas  funds  here? ^For  flie  purpose  of  my  particular 

positioin  I 'have  the  mformation  there  'that  I ne^. 

10137.  Sir  Oliver  Franks:  In  paragraph  21  you  refer 
to  selective  conitrols:  “an  advances  squeeze  or  hire 
putchas©  restrictions  ’’ ; and  you  say  that  the  water  will 
find  way  round,  and  that  nothing  except  reducing  the 
actual  volume  of  the  stream  (in  other  words  r^udng 
baink  deposits)  in  your  view  will  have  any  rc^  effect.  By 
oodncddence  the  Chairman  showed  me  an  article  in  today’s 
“ Financial  Tomes  ’’  reporting  some  remarks  by  the 
President  of  'the  N'OW  York  Federal  Reserve  Bank  ; he  is 
reported  as  saying  that  " the  supplement^  use  of  sewne 
selective  controls  may  prove  useful  at  times  In  helping  to 
acbiiHve  our  gjoal  of  steady  economic  growth”.  It  is 
diiffioult  to  know  how  far^  generalised  controls  in  monetary 
policy  and  practice  require  to  be  backed  up  by  selective 
measures ; I suppose  that  the  view  that  one  takes  on  this 
question  is  very  largely  determined  by  the  view  one  takes 
about  iflie  ri'gidities  of  the  system,  which  prevent  a market 
•force  sot  in  actrion  from  penetrating.  Taking  our  system 
as  it  is,  and  without  thinldng  of  any  partiedar  modifica- 
tions that  policy  might  bring  about,  do  you  think  that 
we  ought  to  be  able  to  deal  with  mod^te  inflation  or 
moderate  deflation  by  general  measures  alone,  or  do  you 
think  that  some  selective  controls  may  also  be  ne^ed,  and 

if  so,  which? My  personal  view  would  be  ffiat  oveiill 

quantitative  controls  would  be  sufficient.  I know  that 
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centoal  banks  have  made  use  of  sdeotive  cootrods : lliat  is 
perfeotly  lespedtable,  .bul  I thank  myself  the  overall  liquidity 
of  the  si^tem  is  what  reaHy  (matters. 

10138.  I suppose  the  building  society  rate  has  a relative 
rigidity  in.  relation  to  Ithe  movemenit  of  the  Bank  Rate  and 
the  other  rates  which  always  move  with  the  Bank  Rate,  so 
that  the  market  forces  do  not  work  throng  in  that  sector. 
No  doubt  [the  reason  why  the  market  forces  do  not  com- 
plebely_  work  through  is  in  the  end  a social  decision  that 
the  building  of  homes  should  not  be  regulated  in  this  way. 
Do  you  still  feed  .that  the  existence  of  rigidities  like  that, 
aflfecting  something  which  the  price  of  money  usually 
influences  in  an  important  way,  does  not  prevent  one 
attaining  the  desirable  result  by  purely  general  measures 

of  control? ^No,  I do  not.  To  take  the  particular 

example  of  the  building  societies,  I think  the  forces  affect- 
ing the  rest  of  the  market  do  work  through,  with  perhaps 
some  time  lag.  Last  year,  for  example,  although  the 
building  societies  were  not  raising  their  mortgage  rates, 
they  were  rationing  borrowers  ; that  has  much  tfie  same 
effect  operationaUy  in  that  sector  as  if  their  mortgage 
rates  had  moved  in  line  with  other  long-term  rates. 

10139.  Chairman:  What  limit  would  you  give  to  the 
time  lag?  Do  you  think  that  these  measures  do  work 
through  and  malce  their  effect  in  the  end?  Will  it  not 

take  too  long  for  your  pilose? can  only  say  that 

my  personal  feeling  about  it  ds  that  these  time  lags  are  not 
very  great ; if,  for  example,  Bank  Rate  had  been  main- 
tained at  7 per  cent,  instead  of  being  reduced  recently, 
probably  the  building  societies  would  have  had  to  adjust 


their_  rates  soon,  and  meanwhile  they  wa’e  in  any  case 
restricting  tbar  lending  because  they  were  not  getting  the 
resources. 

10140.  Sir  Oliver  Franks:  Does  that  mean  that  you 
disagree  with  another  view,  which  has  been  advanced  both 
by  the  Bank  of  England  and  by  the  Treasury,  that  when 
monetary  measures  are  called  for  by  the  state  of  the 
economy  they  should  never  be  employed  alone,  but  always 
as  .part  of  a package  containing  other  measures?  Are 
you  saying  that  in  your  view  it  is  not  the  case  that  a 
package  is  inevitably  n'ecessary  to  deal  with  inflation  or 
deflation,  and  these  generalised  monetary  measures  are 
capable  of  dealing  by  themselves?  Or  are  yO'U  not  dis- 
agreeing with  the  Treasury  and  the  Bank? 1 am  not 

disagreeing  with  them ; I think  monetary  policy  is  only 
part  of  a general  anti-inflationary  policy.  But  the  pack- 
age cannot  'be  limited  to  purely  technic^  measures  ; there 
must  be  wider  policies  which  are  known  to  be  opposed  to 
inflation.  It  hinges  on  things  like  wages  polky  and  fliat 
sort  of  thing. 

10141.  Professor  Sayers:  Do  you  think  that  it  is  pos- 
sible to  have  a wage  policy  that  slows  down  inflation,  and 
that  the  'base  of  the  inflation  is  regulated  therefore  by 

other  factors  than  the  monetary  conditions? 1 do  not 

think  .there  would  be  any  'point  (in  having  a wages  policy 
if  one  were  inj'octing  a large  supply  of  money  into  the 
economy,  with  the  result  ^at  wages  would  be  bid  up. 
Everything  has  to  march  together : wages  policy,  fiscal 
policy  and  monetary  pohcy. 

Chairman : Thank  you  very  much,  Mr.  Manning  Dacey, 
for  your  paper  and  for  your  help  this  afternoon. 


{Adjourned  until  Thursday,  llth  July,  1958,  at  10.45  am.) 
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10142.  Chairman:  I think  we  broke  off  at  paragraph 
24  of  your  memorandum  last  time* ; perhaps  we  could 
look  at  it  from  pafiagraph  25.  You  concluded  paragraph 
26  by  saying : 

“ We  do  not  therefore  see  any  objectdon.  to  local 
authorises  borrowing  from  die  PjW.L.B.  at  rates  of 
interest  which  reflect  government  policy  rather  than 
market  rates.” 


That  is  'preceded  by  the  sentence : 

“ A curb  on  local  aufliorities’  capital  expenditure 
could  'be  exercised  more  fairly  and  effectively  by  direct 
Government  control  . . 

What  have  you  in  mind  there? Mr.  Birch:  Our  con- 

cern there  is  that  the  present ' system  puts  up  the 
authorities’  costs  so  much.  We  see  no  reason  in  principle 
why  the  local  authorities  should  pay  a higher  rate  of 
interest  than  the  central  Government ; ithe  expenditure 
is  determined  by  Goveni'ment  policy, 

10143.  Would  that  be  based  on  a general  view  that 
'the  main  activities  which  local  authorities  are  engaged  in 
carrying  out  are  an  expression  of  the  central  SMial 

■policy  of  the  Government  of  the  day? ^Yes ; welfare 

services,  housing,  education  and  so  on. 

10144.  Then  we  come  on  to  mationaiised  industries 
in  paragraph  27.  You  say: 


“ The  advantages  of  [the  current]  arrangement  appe^ 
to  be  considerable  and  we  see  no  reason  why  it  should 
not  be  made  permanent.  In  our  opinirHi  it  would  be 
neither  desirable  nor  practicable  to  force  the  nation^sed 
industries  to  raise  money  in  the  capitaJ  market  without 
the  Treasury  guarantee.  The  priority  of  the  investmemt 
concem'ed  would  not  be  affected  since  this  would  con- 
tinue to  be  at  the  discretion  of  the  Government. 

—Sir  Oliver  Franks:  It  could  be  argued  -fliat  the  need 
of  the  Government  to  borrow  not  only  tm  its  ora  p^- 
■Doses  but  for  those  of  the  local  authoritiM  and  for  toe 
nationalised  industries  makes  a total  of  boiTowmg  de- 
mand wearing  the  Government  stamp  which  is  often 
'greater  than  the  market,  in  the  way  it  ordinarily  func- 
tions, can  absorb;  that  this  has  meant,  from  toe  to 
time  'that  the  Government  has  been  driven  to  _ inoreas- 
ine  the  amou'nt  of  Treasury  Bills  beyond  what  it  would 
otLrwise  'have  done ; and  that,  in  proportion  as  that  is 
true  it  blunts  all  toe  instruments  of  credit  pok^,  and 
therkore  tends  to  make  it  necessary  to  extend  toe  Mea 
of  administrative  direction  and  control  beycmd.  toe  e(^nt 
to  which  it  would  otherwise  have  been  required.  ThM 
seems  to  me  to  raise  a series  of  questions,^  which 
have  importance  and  require  argument ; they  are  implied, 
I think  in  what  is  said  here,  and  I wondered  what  you 


• See  34th  Day,  Qns.  8993  to  9139. 


thought  about  the  argument  when  it  was  deployed  at 

rather  greater  length?- Mr.  F.  Jones:  First  of  all,  we 

■think  that  an  important  reason  f'or  taking  over  industry 
is  to  enlarge  the  sphere  in  which  direct  Government  control 
is  possible.  We  also  recognise  that  the  need  to  raise 
finance  for  the  nationalised  industries’  investment  pro- 
gramme enlarges  the  Government’s  own  programme  of 
borrowing  and  that  this  can  be  very  hampering  and  can 
affect  the  amount  of  short  terra  borrowing  that  the 
Government  has  to  do.  The  point  we  have  stressed  in 
our  evidence  is  that  this  may  well  mean  that  toe  Govern- 
ment should  try  to  get  an  overall  surplus,  and  so  reduce 
the  amount  of  borrowing  that  it  has  to  undertake. 

10145.  You  would  look  for  a fiscd  remedy? ^Yes. 

10146.  Chairman:  Somewhere  in  y<mr  paper  do  you 
not  also  envisage  as  another  partial  solution  a pricing 
policy  on  the  ipart  of  the  industry  ■toat  would  put  it  in 
possession  of  a much  larger  proportion  of  its  own  funds 
needed  for  capital?-— -Yes,  we  do.  IWe  feel  that  this  must 
depend  upon  circumstances ; we  have  not  said  that  there 
is  one  single  principle  which  should  determine  the  way 
the  nationalised  industries’  programmes  should  be  covered. 
It  might  be  by  increased  prices,  i.e.  a levy  on  the  con- 
sumer ; or  by  an  overall  Budget  surplus,  i.e.  a levy  on 
the  taxpayer ; or  it  might  be  possible  to  raise  money  on 
■the  capital  market  on  the  guarantee  of  'the  Government. 

10147.  One  then  comes  up  against  the  question  of  what 
you  think  are  the  signposts  which  rauld  lead  you  to 
choose  one  method  rather  than  another?  Could  yon  ^ve 

us  any  of  your  thinking  on  that? Mr.  Birch : _ It 

depends  on  the  circumstances  of  the  time.  I do  not  think 
that  'One  can  generalise  about  this.  The  dominant  f^t 
is  that  the  nationalised  industries,  in  toe  main,  cannot  be 
self-financing;  they  must  go  to  toe  market  fe  toedr 
development.  That  ds  largely  /because  of  the  control  of 
prices  which  the  Government  exercises,  apart  from  the 
market  effect  on  prices.  The  extent  to  which  private 
industry  has  financed  its  development  from  revenue  h« 
been  much  greater  since  the  war  than  ever  it  was  in  toe 
past.  iWe  have  considered  toe  implications  of  this  for 
the  question  of  general  control,  in  the  sense  toat  obviously 
a much  greater  control  can  be  exercised  by  'the  Govern- 
ment in  relation  to  toe  public  industries  than  to  the 
private,  particularly  if  toe  private  industries’  large  ar^ 
of  imonopoly  can  more  'or  less  determine  pricing  policy,  m 
relation  to  what  it  toiitics  should  be  its  future  development 
programme.  It  may  'be  a good  thing  in  many  cases  ; but 
it  does  obviously  have  an  impact  on  our  views  about  plan- 
ning, in  toe  sense  that  it  would  take  out  of  the  sphere 
of  planning,  to  a large  extent,  very  large  areas  of  industry, 
if  a decision  on  pricing  were  left  to  industry  itself. 

2U3 
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10148.  Professor  Cairncross:  You  have  envisaged  that 
the  investment  programme  of  non-^nationalisod  industry 
should  respond  to  a change  in  credit  conditions.  If  credit 
is  getting  tighter,  and  rates  of  interest  go  up,  that  may 
of  itself  induce  a nationalised  industry  to  put  forward  a 
smaller  programme  of  investment.  You  appe^,  how- 
ever, to  be  thinking  in  terms  in  -which  the  industry^  is 
told  to  limit  or  expand  Us  investment,  Are  you  thinking 
of  autonomy,  or  are  you  thinking  of_  control  of  the 

total  volume  of  investment  inside  each  industry?- ^We 

have  that,  to  a large  extent,  -within  the  nationalised  indus- 
tries. The  railway  programme  -is  being  determined  "Very 
largely  by  Government  policy,  as  to  the  extent  to  which 
it  is  developing.  There  is  a diirect  control  in  relation 
to  nationalised  industries,  but  a very  indirect  one  in  the 
sense  of  general  monetary  policy,  so  far  as  the  private 
industries  are  concerned. 

10149.  You  could  conceivably  operate  on  a basis  upon 
which  each  nationalised  industry  was  free  to  decide  for 
itself  what  its  prices  should  be,  and  how  much  it  should 
invest.  That  does  not  seem  to  be  what  you  are  arguing 
for  here? 'No.  We  want  a long  term  plan  of  invest- 

ment. We  want  balanced  investment  in  the  country, 
and  we  do  not  -think  that  is  likely  to  .be  arrived  at  if  it 
is  left  .to  each  industry,  w>hether  privately  or  publicly 
owned.  We  think,  as  we  say  later  on,  that  wc  .should  have 
a much  longer  view  of  what  are  the  intentions  of  industry, 
to  see  how  they  conform  to  the  Government’s  views  on 
policy,  and  to  measure  the  probable  impact  on  our 
resources. 


10150  Would  you  have  also  to  .operalo  through  prices 
to  secure  this  result?  Jt  would  be  possible,  for  example, 
by  allowing  the  railways  to  increase  their  fares  a.nd  rates, 
to  make  them  more  receptive  to  the  idea  of  an  exipanded 

programme? the  railways  are  permitted  -to  increase 

their  charges  for  this  pur-ixwe,  there  must  be  an  assess- 
ment of  the  effect  -on  public  policy  in  other  directions, 
on  -the  costs  of  other  industries,  and  so  on.  There  is 
also  the  question  of  competition:  the  position  of  road 
trajisport,  and  .so  on,  which  -may  actually  lead  to  a 
decrease  in  the  total  .revenue  of  the  railway  industry.  All 
those  factors  have  got  -to  'be  taken  into  consideration. 
I do  not  think,  in  any  case,  that  publicly  owned  com- 
panies can  'be  called  a monopoly,  in  'the  sense  that  they 
can  just  go  on  increasing  their  prices  without  any  limit 
at  all  and  without  having  any  effect  on  the  general  finan- 
cial position  of  industry. 


10151.  You  have  an  option  between  using  financial 
weapons  of  control  and  administraUve  weapons  of  con- 
trol. You  can,  if  you  like,  allow  each  of  your  nationalised 
industries  to  respond  to  changes  in  credit  conditions  by 
changes  in  the  prices  they  are  going  to  charge  which 
will  allow  them  complete  discretion  on  the  shape  and  size 
of  .their  .programme ; or  you  can  intervene  in  ways  that 
determine  the  total  scale  of  the  programme,  and  leave 
them  to  work  out  the  com.position.  Finance  here  is  in- 
separable from  >the  system  of  control  which  you  are 
thinking  of.  When  you  say  at  the  end  of  your  document 
that  there  are  three  different  ways  in  'which  this  can  -be 

provided,  each  of  those  has  different  implications? 

Mr.  Murray:  This  brings  -us  'back  to  the  question  of 
the  signposts,  .which  the  Chairman  raised  earlier  on.  Our 
view  is  that  the  Government  is  in  a much  ibettw  position 
to  read  the  signposts  than  any  individual  industry.  It 
has  a responsibility  to  bring  about  a 'balance,  not  only 
.between  the  -private  .sector  and  the  public  sector,  but  also 
■beliween  the  nationalised  industries  themselves.  As  to 
signposts,  .there  are  so  many.  Mr.  -Birch  has  mention^ 
the  prices  side ; there  -is  the  state  of  'the  market,  and  the 
general  level  of  the  economy.  All  these  have  to  be  taken 
into  account.  We  think  that  the  Government  is  in  a 
better  position  to  take  a broad  overall  view  of  these 
indicators,  and  to  act  correspondingly  .by  administrative 
direction  to  the  particular  nationalised  industries. — Mr. 
Collison : 1 should  have  thought  that  It  is  fundamentally 
a question  of  top  -policy  as  to  what  the  nationalised  indus- 
tries are  required  to  do.  They  are  providing  a public 
service,  which  i.s  a question  of  policy.  If  the  policy 
envisages  expansion  to  any  degree,  then  the  expansion  has 
•to  be  financed  somehow.  How  it  is  financed  will  depend, 
J would  imagine,  upon  the  circumstances  of  the  time 
There  are  the  t^ee  ways  of  doing  it.  If  it  is  done 
throu^  the  market,  -by  putting  up  prices,  there  is  the 
question  of  increasing  costs.  In  an  inflationary  situation 


one  would  have  thought  the  fiscal  approach  was  a much 
better  one  than  'the  .process  of  just  increasing  costs.  But 
these  things  cannot  be  determined  i^rmanently.  _ They 
can  only  'be  determined  in  accord  with  the  situation  at 
.the  .time,  and  in  accord  with  Government  policy. 

10152.  There  is  a general  question  here,  as  to  how  to 
treat  the  relative  claims  of  the  public  and  private  sectors 
in  conditions  an  'whiLch  there  is  pressure  on.  real  resources, 

It  is  very  easy  for  the  Government  -to  get  into  a position 
where  it  meets  the  requirements  of  the  public  sector 
at^lutely,  and  tries  't-o  meet  them  in  full,  so  creating  in 
the  private  sector  a degree  oi  congestion  which  results 
in  inflation.  In  those  circumstances  something  has  to  be 
worked  out  to  'limit  the  scale  of  the  progra-mme  lof^  the 
nationalised  i-ndusftnies.  .Must  they  then  to  'be  put  in  a 
position  in  which  each  is  constantly  required  by  the  Gov- 
ernment to  invest  less  than  it  would,  of  its  own  volition, 

wish  to  invest? Mr.  F.  Jones:  That  may  well  happen. 

It  depends,  again,  on  the  circumstances.  I think  you  are 
suggesting  that,  if  it  were  left  to  the  nationalised  industries 
concerned  to  decide  their  own  investment  programmes, 
they  might  take  into  account  only  what  the  market  would 
bear,  the  strictly  economic  need  and  so  on,  and  in  that 
way  puit  less  pres.sure  on  resources  than  follows  from  Ihe 
Govern.ment’s  own  decision.  It  might  work  the  other 
way.  The  Government  might  restrict  public  investment, 
because  it  is  in  the  public  sector  that  it  has  direct  control. 

It  might  restrict  public  investment  more,  indeed,  than 
private  investment,  because  on  the  whole  it  has  not  got 
control  over  private  investment.  All  the  time  we  want 
to  stress  the  public  interest ; wo  think  that  having  these 
industries  nationalised  enables  their  investment  pro- 
grammes to  be  determined  in  relation  to  the  public  interest. 
Certainly  the  T.U.C.  would  not  want  to  see  the  national- 
ised industries  conducting  their  investment  programmes 
without  reference  to  the  public  need  as  laid  down  by  the 
Government  of  the  day. 

10153.  Chairman:  The  harmonising  centre,  which  you 

envisage  for  ^his,  is  the  Naibional  Inveslment  Board? 

Mr.  Birch : We  'think  that  that  should  be  an  advisory 
body  only.  Obviously  the  responsibility  must  be  the 
Government’s  and  no  one  cbe’s.  Whait  we  envisage  in 
the  National  Investment  Board  is  a continuous  supply  of 
Information  on  the  recogniised  standards,  which  the 
National  Investment  Board  itself  would  indicate  as  the 
basis  of  its  calculations,  forecasts  and  so  on.  But  the 
decision  either  .to  accept  a recommendation  of  the  National 
Inveslment  -Board  or  to  vary  it  would  be  entirely  for  the 
Government. 

10154.  This  overall  plan,  to  cover  everything  private 
and  public,  would  be  very  difficult  even  for  a Government 

to  make? Yes.  It  could  not  be  done  on  the  present 

basis  of  information.  We  have  not  got  the  long  term 
forecasts  of  industrial  investment.  At  the  most  industries 
give  the  Treasury  their  next  twelve  months’  forecast  of 
investment,  which  is  hardly  enough  to  do  this  kind  of 
planning. 

10155.  Sir  John  Woods:  Even  on  rthat  'basis,  is  there 
not  some  real  administrative  difficully?  Let  us  suppose 
that  you  had  your  N'aitional  Investment  Board,  getting  a 
great  deal  more  informattion  about  investment  plans  from 
the  private  sector  than  the  Government  does  now.  I 
would  have  thought,  from  experience  on  both  sides  of 
the  fence,  so  to  speak,  that  although  a great  many  firms 
have  their  formal  investment  plans  running  three,  four 
or  five  years  ahead,  in  fact  when  it  comes  to  the  point 
they  change  an  enormous  amount,  and  quite  rapidly. 
Going  thro^h  all  these  administrative  procedures  and 
getting  advice  from  the  National  Investment  Board,  to 
come  to  the  rd^t  decision,  is  there  not  a difficulty  that 
they  would  be  operating  on  what  they  thought  was  raotual 
information,  which  by  that  time  would  be  well  out  of 

date? ^There  must  always  be  some  flexibility  in  any 

.plans ; but  one  of  the  .purposes  of  the  exercise  is  to 
avoid  the  circumstances  under  which  industry  imkes 
sudden  changes  in  its  investment  programme.  The  very 
fact  that  there  are  these  changes  may  be  an  indicalioo 
of  the  lack  of  foresight  which  we  are  trying  to  avoid. 

10156.  They  may,  on  the  other  hand,  be  due  to  cir- 
cumstances entirely  outside  anybody’s  control,  to  a change 

in  market  conditions  overseas,  and  so  on? ^TTiat  may 

be;  that  is  why  any  plan  has  to  hav.e  some  flexibility 
about  it.  But  merely  to  pose  against  the  idea  the  fact 
that  experience  'has  shown  that  there  are  changes  in  die 
plans  of  industry  with  regard  to  investment  may  not  be 
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conclusive,  because  you  may  be  ssuying  in  effect  that 
industry  bas  fluotuafted  like  this  because  of  the  lack  of 
the  very  kind  of  thing  that  we  are  suggesting,  and  because 
there  has  not  been  an  attempt  to  relate  one  industry’s 
plans  against  another’s,  and  get  some  generaJ,  overall 
perspective  of  what  .the  economy  is  going  "to  do  in  the 
next  five  or  ten  years. 

10157.  Professor  Cairncross:  You  are  not  putting  it 
to  us  that  investment  in  the  public  sector  has  followed  an 
even  trend,  and  never  had  its  own  reverses?— J do  not 
think  that  an.yone  would  sugge^  that  for  one  minute ; 
but  it  is  pretty  ‘^nerally  known  in  the  public  sector  what 
is  needed  for  quite  a way  ahead.  Most  <rf  the  fluctuations 
which  have  taken  place  have  been  because  of  sudden 
changes  in  Government  policy,  as  much  as  anything  else. 

10158.  Sir  Oliver  Franks:  Is  not  that  in  a way  a criti- 
cism of  the  view  you  are  putting  forward? Mr. 

M urray : I do  not  think  so.  We  recognise  that  the  invest- 
ment programmes  of  the  nationalised  industries  are  more 
or  less  under  the  direct  control  of  the  Government,  and 
we  envisage  that  the  sort  of  situation  Sir  John  has  referred 
to  may  .be  taken  up_  by  variations  in  the  investment  pro- 
grimes  of  those  industries.  We  do  not  imagine  that 
this  would  produce  a precise,  smooth-running  instrument, 
and  settle  investment  programmes  for  all  time.  I do  not 
think  that  it  is  a criticism,  bearing  in  mind  that  one 
allows  for  these  possible  variations  even  within  a balanced 
programme. 

10159.  Mr.  Woodcock:  One  of  your  points  is  that  the 
general  level  of  investment  would  be  affected  by  general 

factors? Mr.  Murray:  Yes,  indeed. — Mr.  Birch:  We 

go  on  from  there  to  deduce  that,  if  the  general  level  of 
investment  has  to  be  changed,  one  cannot  solve  the  prob- 
lem by  simply  cutting  .the  same  amount  off  everybody. 
One  has  to  decide  where  the  impact  of  it  should  be 
registered  to  the  greatest  extent.  That  is  one  of  the 
weaknesses  of  the  monetary  technique. 

10160.  Professor  CaiVncrojj:  Is  there  not  a difference 
between  a system  in.  which  cuts  are  enforced  from  out- 
side, and  a system  where  assessments  are  made  from 
day  to  day  from  inside?  From  the  point  of  view  of  any 
one  industry  there  is  surely  a very  great  difference  between 

private  ownership  and  public  ownership? Mr. 

Murray : We  recognise  that  there  is  a difference,  but  we 
do  not  recognise  that  one  way  of  settling  it  is  better  than 
the  other. — Mr.  Birch:  One  advantage  of  the  monetary 
weapon  for  the  politician  is  to  he  able  to  say  that  it  is 
an  act  of  God,  as  it  were:  “It  is  something  that  we  have 
not  initiated.  Do  not  blame  me  for  this.  It  is  all  follow- 
ing the  natural  law  It  is  a very  convenient  escape 
from  responsibility  in  that  sense.  Perhaps  that  is  putting 
it  too  high ; but  there  is  no  doubt  that,  if  there  is  to 
be  Government  planning,  it  has  to  be  done  in  such  a 
way  as  to  get  the  reasonably  willing  co-operation  of  the 
people  who  are  affected  by  it.  If  it  cannot  he  done  like 
that,  then  the  alternative  is  to  do  it  by  act  of  God,  as 
it  were. 

10161.  Chairman:  In  paragraph  29  you  open  by 
saying: 

“ In  our  opinion  the  rates  of  interest  on  government 

borrowing  are  too  high  at  the  present  time  and  should 

be  brought  down  at  the  earliest  opportunity.” 

What  standards  are  you  applying  when  you  say  that  they 

are  too  high? Mr.  F.  Jones:  One  of  the  things  which 

worries  us  is  the  burden  of  interest  upon  the  sterling 
balances  held  by  foreigners.  We  wondered  whether  it  was 
necessary  to  raise  the  Bank  Rate  to  7 per  cent,  last  Sep- 
tember, in  order  to  achieve  the  effect  the  Government 
was  after.  Our  argument  in  this  paper  is  that  on  the 
whole  it  was  not  necessary  and  that  the  rate  of  interest 
which  the  Government  is  paying  on  sterling  balances  is 
higher  than  is  necessary. — Mr.  Birch : “ At  the  present 
time”,  of  course,  refers  to  the  date  when  this  memo- 
randum was  submitted.  I am  not  suggesting  that  every- 
thing is  all  right  now,  by  any  means ; but  that  was  at 
the  peak  of  the  7 per  cent. 

10162.  5fr  John  Woods:  Are  you  saying,  in  respect  of 
last  September,  that  the  necessary  effect  could  have  been 
obtained  without  the  use  of  the  Bank  Rate,  or  that  there 
is  some  other  figure  less  than  7 per  cent,  which  would 

have  done  the  trick? Mr.  Murray:  It  is  anybody’s 

guess  We  were  talking  about  whether  the  necessary 
effect  could  have  been  achieved  by  6 per  cent.,  but  we 


do  not  know.  Perhaps  for  immediate  effect  on  foreign 
holders  it  would  have  had  to  be  7 per  cent.,  but  we 
think  that  it  was  operating  too  long,  for  the  reasons  given 
by  Mr.  Jones. 

10163.  But  it  is  anybody's  guess,  and  7 per  cent,  may 
be  as  good  as  6 or  5? Mr.  F.  Jones:  We  are  review- 

ing a rather  longer  experience.  We  are  reviewing  the 
whole  experience  since  1951,  when  the  monetary  weapon 
was  taken  out  of  bold  storage.  There  has  been  this 
general  upward  movement  of  interest  rates,  which  we  feel 
could  have  been  avoided  if  more  emphasis  had  been 
placed  on  fiscal  policy  rather  than  on  monetary  policy 
as  such. 

10164.  Professor  Cairncross:  What  standards  do  you 

apply  to  the  long  rate? ^The  upward  movement  of  the 

short  rates  has  had  an  effect  upon  the  medium  and  long- 
term rates.  Therefore,  in  wanting  the  short-term  rates 
of  interest  to  be  brought  down,  we  are  also  in  favour 
of  the  medium  and  longer  term  rates  going  down.  But 
we  recognise  that  there  may  be  circumstances  in  which 
that  would  not  necessarily  be  a good  thing,  and  in  that 
case  We  feel  that  .the  Government  would  certainly  not 
try  to  force  down  the  medium  and  long-term  rate. 

10165.  Professor  Sayers:  When  you  say  that  interest 
rates  are  too  high,  what  is  your  standard?  You  seem 
in  your  last  answers  to  have  been  saying  that  the  rise 
in  interest  rates  was  wrong.  That  rise  has  been  going 
on  since  1947 ; at  what  point  did  the  long-term  interest 

rates  become  too  high? Mr.  F.  Jones : We  would  not 

look  at  it  in  that  way.  We  would  look  at  the  overall 
pressure  on  resources,  which  had  effects  upon  the  internal 
price  level,  and  of  course  upon  external  confidence,  and 
we  would  say  that  the  Government  should  have  put  more 
emphasis  on  fiscal  policy,  to  avoid  the  need  for  pushing 
the  Bank  Rate  up.  When  we  say  that  the  rates  of  interest 
on  Government  borrowing  are  too  high,  that  follows 
from  our  view  that  fiscal  policy  should  have  been  used 
to  a greater  extent. — Mr.  Birch : We  are  not  saying  that 
the  rate  is  too  high  at  the  present  time,  or  that  that  neces- 
sitates anyone  definirug  that  interest  rates  should  never  be 
above  a certain  figure,  or  that  2i  or  3 iper  cent.,  or  what- 
ever it  is,  should  be  standard.  Everything  is  relative  to 
the  other  cixcumstances,  and  it  was  not  our  intention, 
in  putting  this  in  .this  way,  to  do  it  on  the  basis  of  some 
imiform  standard  which  would  always  operate.  There 
must  be  some  movement,  some  flexibility ; but  one  can 
only  judge  whether  the  rate  is  correct  at  any  time  by 
having  regard  to  the  circumstances  of  that  time,  and  the 
other  courses  of  action  that  might  be  open. 

10166.  Could  I put  your  point  this  way:  as  the  rate 
of  interest  rises  certain  disadvantages  become  greater,  and 
at  any  given  time  there  is  a moment  when  the  disadvan- 
tages bMome  greater  than  the  advantages? ^Yes. 

10167.  And  when  you  say:  "too  high  at  the  present 

time”  you  mean? ^That  at  that  time  the  disadvantages 

were  outweighing  the  advantages. 

10168.  Professor  Cairncross:  You  lay  stress  at  the  end 
of  paragraph  30  upon  more  direct  contact  between  the 
Bank  of  England  and  the  commercial  banks.  How  do 
you  think  that  this  would  facilitate  Government  control 

over  banking  credit? Mr.  Birch:  _We  started  off  the 

document,  if  you  remember,  by  questioning  the  relation- 
ship with  the  Bank  of  England  and  asking  for  more 
information.  I think  that  this  follows  from  that 
approach. — Mr.  F.  Jones:  In  order  to  reduce  bank 
liquidity  the  Government  operates  through  the  discount 
market.  We  believe  .that,  if  the  Government  operated 
directly  on  the  banks,  it  might  be  easier  to  secure  Govern- 
meait  control.  The  method  of  affecting  bank  liquidity 
recently  announced  by  the  Chancellor  is  the  sort  of  direct 
approach  to  this  problem  diat  we  envisage  when  we  say 
that  we  believe  that  " more  direct  contact  between  the 
Bank  of  England  and  the  banks  would  facilitate  Govern- 
ment control  over  banking  credit  ”. 

10169.  Sir  Oliver  Franks:  On  a mere  question  of  fact 
it  does  not  seem  to  me  to  follow  that,  if  the_  Government 
jwas  borrowing  direct  from  the,  commercial  hanks  as 
opposed  to  borrowing  via  the  discount  market,  that  would 
carry  with  it  any  consequence  about  frequency  and 
intimacy  of  personal  contact.  It  might  do,  but  the  move- 
ment of  money  would,  I think,  be  purely  automatic 
between  Treasurers’  departments  in  the  banks  and  the 
Chief  Cashier  of  the  Bank  of  England,  whereas  1 think 
2U4 
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what  you  had  in  mind  when  you  spoke  of  contacts  in  the 
earlier  part  of  the  paper  were  contacts  which  were 
significant  in  relation  to  the  interchange  of  views  on 
policy,  As  a matter  simply  of  fact  the  two  do  not  neces- 
sarily march  together. Mr.  Birch:  We  would  accept 

that, 

10170.  Chairman:  Do  you  attach  much  importance  to 
the  question  of  whether  the  discount  market  is  there, 
carrying  out  all  the  services  it  does  and  taking  the  middle- 
man’s turn?  Is  it  a thing  which  appears  to  you  to  be 
of  any  major  significance  in  the  faults  or  oddities  of 

our  monetary  system? No,  we  do  not  want  to  make 

too  much  of  it.  The  term  “ middle-man  " in  any  sphere 
of  activity  has  now  almost  become  a term  of  abuse.  We 
should  not  take  that  extreme  view  at  all.  There  are 
obviously  services  which  can  be  much  better  performed 
by  someone  who  collects  and  distributes  between  the  two 
sides ; on  the  other  hand,  that  does  not  mean  that  in 
every  case  the  middle-man  is  performing  the  function  that 
he  originally  did  or  was  intended  to  do.  There  is  a 
tendency  to  become  a vested  interest.  That  has  to  be 
recognised,  and  one  has  always  to  re-examine  the  situa- 
tion as  it  develops.  In  the  City,  as  in  many  other  spheres, 
there  are  well-established  classes,  and  so  on ; they  may 
have  been  very  well  chosen  at  the  time  they  were  insti- 
tuted, and  they  may  be  necessary  today,  but  it  is  not 
right  to  assume  that,  because  at  one  lime  they  were 
correct,  they  are  necessary  for  present  day  conditions. 

10171.  This  is  not  a major  element  in  your  paper? 

We  would  not  elevate  it  to  that. 

10172.  In  paragraph  33  you  say:  “Apart  from  the 
banks,  the  main  lending  institutions  are  insurance  com- 
panies, investment  trusts,  building  societies  and  hire  pur- 
chase finance  houses.”  One  of  the  suggestions  you  have 
in  mind  in  the  paragraph  is  that  there  should  be  vested 
in  the  monetary  authorities  a greater  ability  to  influence 
the  actions  of  these  institutions  by  giving  them  legal 
power  to  require  information  from  them  and  to  issue 
directions  to  them.  How  far  do  you  envisage  a system 
like  that  a-s  going?  If  you  are  dealing  with  pension  funds 
and  insurance  companies,  to  take  two  examples,  the  use 
of  their  funds  is  directed  by  their  needs  to  meet  obliga- 
tions over  a long  period  of  years  to  those  to  whom  they 
incur  liabilities ; and  insurance  companies  need  to  make 
a competitive  profit  for  their  stockholders  out  of  the  use 
of  their  funds.  If  you  give  a central  authority  power  to 
issue  directions  to  them  as  to  the  use  of  their  funds,  are 
you  envisaging  that  it  should  extend  to  directing  the  typo 

and  volume  of  investment  that  they  make? Wc  do 

not  want  to  get  down  to  the  level  of  the  Investors  them- 
selves, whether  they  are  investors  in  superannuation  funds 
or  insurance  investments ; but  the  actual  institutions  in 
which  these  investments  are  made  are  at  the  moment 
apparently  more  or  less  outside  any  control  or  even 
advice,  I think  that  it  is  obvious  that,  if  the  Govern- 
ment is  making  a I'^uest  to  the  banks  in  certain  direc- 
tions, these  institutions  should  not  depart  from  that 
policy  in  their  own  sphere  merely  because  no  request  has 
been  made  to  them  direct.  We  should  like  to  see  some 
nwasure  of  conformity  between  their  policy  and  the  one 
that  is  being  followed  by  the  more  traditional  institu- 
tions, which  are  subject  to  Government  advice  and,  to 
some  extent,  control. 

10173.  Let  me  put  one  or  two  concrete  questions,  to 
see  how  far  it  may  go.  A Government  might  take  the 
view  that  an  investment  trust  had  been  investing  too  much 
of  its  funds  outside  the  country  and  not  supporting 
internal  investment  to  the  extent  that  it  thought  appro- 
priaite : or  it  might  take  the  view  that  one  insurance  com- 
pany had  been  investing  in  equity  shares  rather  than  long- 
term gilt-edged,  and  that  Government  credit  and  long- 
term borrowing  were  needlessly  being  starved  by  that 
fact.  Would  you  envisage  that  there  should  be  power 
to  pull  the  situation  round  by  issuing  directions  in  that 

field? Mr.  F.  Jones:  In  so  far  as  the  Government 

should  be  determining  the  national  interest,  we  think  it 
should  have  an  over-riding  power.  It  can  give  directions 
to  the  banks.  Certainly  in  an  emergency  we  would  think 
the  Government  should  be  able  to  influence  directly  the 
lending  operations  of  financial  institutions.  We  do  not 
think  that  this  power  of  the  Government  would  be  exer- 
cised frequently ; indeed,  it  would  be  regarded  as  intoler- 
able by  the  investment  institutions  themselves  if  they 
were  instructed  what  proportion  of  their  funds  they  should 


invest  in  equities  and  how  far  they  should  invest  in  gilt- 
edged.  But  we  have  in  mind  that  in  extreme  circumstances 
the  Government  ought  to  have  the  power.  It  ought  not 
to  be  in  a position  of  not  being  able  to  influence  financial 
operations  of  institutions  which  could  gravely  affect  the 
country. 

10174.  I am  assuming,  of  course,  in  all  my  questions 
that  a Government  believes  that  the  actions  it  takes  are 
in  the  public  interest;  but  it  happens  very  often  in  a 
democracy  that  there  is  great  public  debate  as  to  whether 
any  particular  action  is  in  the  public  interest  or  not. 
Would  you  envisage  that  if  this  power  were  given,  and 
if  the  Government  thought  the  situation  was  serious 
enough,  there  would  in  effect  be  no  limit  as  to  the  direc- 
tion or  instruction  they  could  give  about  these  institu- 
tions’ funds? Mr.  F.  Jones:  That  is  what  we  think. 

We  also  think  that  in  practice  it  would  not  be  necessary 
to  direct;  there  is  already  an  informal  contact  between 
the  Bank  of  England  and  these  institutions. — Mr.  Birch: 
We  qualify  that  suggestion  when  we  say  that  the  Govern- 
ment’s powers  to  require  information  from  them  should 
be  “ sinnilar  to  those  which  it  already  possesses  with  the 
banks”.  That  is  as  far  as  we  go. 

10175.  Professor  Cairncross:  In  the  case  of  the  banks, 
it  is  negative;  a ceiling  is  imposed  on  the  use  of  funds 
in  a particular  direotion.  Is  there  not  a distinction  between 
saying  to  an  insurance  company;  “You  must  not  put 
more  than  so  much  into  this  ”,  and  .saying ; “ You  shall 

put  such  and  such  a proportion  into  gilt-edged”? 

Mr.  F.  Jones:  There  is  a difference,  but  we  have  not  gone 
so  far  as  that.  Underlying  our  view  here  is  ithe  idea  that 
the  Government  may  want  to  say  to  the  investment  institu- 
tions that  there  is  an  important  conversion  operation  or 
that  there  is  to  be  a new  issue,  and  it  is  veaw  important 
that  it  should  'be  supported,  because  of  the  effect  on.  con- 
fidence abroad.  In,  those  circumstances  the  fact  that  the 
Government  could  give  directions  in  the  last  resort  would 
strengthen  its  hand.  We  agree  that  these  powers  could 
be  very  dangerous. 

10176.  Chairman:  I will  put  it  to  you  in  a dangerous 
form.  You  are  saying  .that  the  Government  must  have 
the  legal  power  to  marshal  the  available  funds  of  the 
country  in  support  of  a Government  issue,  because  other- 
wise these  institutions  might  not  be  ready  to  use  their 

funds  in  support  of  it.  Is  not  that  what  it  comes  to? 

Mr.  F.  Jones : We  are  saying  that  there  might  be  circum- 
stances in  which  the  national  interest  would  require  that 
sort  of  Government  influence, — Mr.  Birch:  I think  it 
would  be  exceptional,  because  if  the  Government  makes 
an  issue  on  those  terms  obviously  it  has  been  guilty  of 
.some  wrong  calculations  or  mistiming  in  the  first  place. 

10177.  I do  not  mean  ithat  all  these  things  are  possible ; 
but  I want  to  see  what  the  implications  are.  It  is  a forced 

loan  in  ihe  form  in  which  it  is  put? Mr.  Birch:  The 

fact  o£  the  malter  is  that,  although  we  do  not  see  this 
being  done  at  the  moment,  these  institutions  are  in  a 
position  .to  frustrate  ithe  Government’s  policy  in  other 
directions.  Even  a negative  control  would  prevent  that. 
It  might  be  more  important  if  the  Government  was  doing 
what  wesuggest,  and  taking  a more  active  interest  in  control 
in  other  directions.  Then  tiie  independence  of  these  institu- 
tions might  become  more  important  than  it  is  today. — Mr. 
Collison : We  do  not  envisage  that  these  dareotions  would 
be  used  except  in  the  case  of  extreme  emergency.  ^ in 
which  case  the  Government  might  have  to  do  something 
anyway ; but  the  proposition,  as  we  look  at  it,  is  a 
simple  one;  if  people  know  that  powers  of  direction 
are  there,  then  it  can  be  brought  to  thedr  consciousness 
that  they  have  to  pay  some  attention,  .to  the  public  interest 
as  well  as  to  their  purely  private  sectional  interest. 

10178.  Is  not  this  rather  like  saying  that,  as  long  as 
you  have  a whip  in  your  hands,  you  may  not  have  to 

use  it? Mr.  Birch : None  of  this  is  intended  to  imply 

that  we  think  the  first  responsibility  of  the  Government 
should  not  be  to  ensure  that  its  policy  is  acceptable  to  the 
people  who  have  to  work  it.  I know  there  is  a great 
danger,  df  it  has  powers,  for  that  to  become  less  important 
in  its  mind ; but  that  is  not  our  approach  to  it  at  all. 
There  are  issues  on  .which  there  is  a difference  of  opinion, 
as  you  have  said,  on  what  is  the  public  interest.  One 
would  hope  that  those  differences  would  be  settled  in  a 
democratic  way ; as  we  have  seen  so  often  in  our  history 
right  up  to  the  present  time,  even  people  who  do  not 
agree  altogether  with  the  Govenunent’s  definition  of 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


MINUTES  OF  EVIDENCE 


671 


\lJuly,  1958] 


Mr.  J.  a.  Birch,  Mr.  H.  Collison,  Mr.  L.  Murray  and  Mr.  F.  Jones  [Continued 


public  interest  do  not  carry  their  opposition  to  the  point 
of  revolt,  and  that  applies  on  all  sides.  But,  in  the  final 
analysis,  it  must  he  the  'Govemmeriit's  will  which  prevails. 
The  extent  to  which  it  has  to  he  exercised  by  direct  means 
is  to  some  extent  a measure  of  its  failure  in  doing  it  in 
■the  proper  way,  by  oonvinoing  ipeople  that  this  is  right 
and  has  to  be  done.  We  are  dealing  with  one  particular 
aspect  of  Government  policy  here,  and  therefore  we  have 
not  put  this  general  badcground  all  the  time,  but  it  must 
be  understood  that  it  ds  in  our  niinds. 

10179.  Lord  Harcourf.  You  are  talking  about  directions 
to  insurance  companies  and  pension  funds,  which  have 
long-term  cmitracts  with  a large  number  of  people,  and 
you  envisage  taking  powers  to  direct  their  investments  lo 
the  extent,  as  you  have  just  said,  of  having  in  effect  a 
forced  'Government  lioan.  If  (that  was  repeaited  to  the 
extent  that  it  impaired  the  ability  of  those  funds  to  meet 
their  long-term  contraots,  would  you  envisage  it  as  the 
responsibility  of  the  Government  .to  take  over  those  con- 
tracts?— ^ — ^That  would  only  arise  if  the  extent  to  which  the 
Government  used  this  materially  affected  the  use  by 
investment  trusts  and  finance  houses  of  pension  funds  and 
other  securities  invested  with  them.  Over  the  long  term  a 
pension  fund,  when  deciding  to  put  a proportion  of  its 
funds  into  equities,  either  through  an  investment  trust 
or/  by  some  other  means,  will  do  it  on  'the  record  of 
the  investment  trust  or  companies  concerned  and  on  its 
estimate  for  the  future.  We  are  not  suggesting  that  the 
Government  sho\ild  get  down  to  that  level,  and  say:  “You 
should  not  put  money  into  that  particular  (trust  ” ; but 
they  will  judge  what  they  will  do  with  the  funds  in  the 
light  of  the  effect  of  these  powers  the  Government  has 
over  the  investment  trust  itself.  It  seems  to  me  that  you 
are  going  a stage  further  than  we  are.  We  are  tlainking 
of  some  advice  and  direoSion  to  the  dnstatution  itself,  not 
to  tlho  people  who  put  their  money  into  the  institution. 
They  wou'ld  be  affected  'only  .at  the  second  remove,  if 
Govenwnient  ad\4ce  or  direotio(a  to  the  institutdo(n  affected 
its  activities  in  the  future. 

10180.  That  ds  not  quite  my  point.  An  insurance  com- 
pany sells  a oontract  on  an  assumed  rate  of  interest ; if 
your  .propasal  got  to  the  stage  where  the  Government 
direction  affeicted  -the  rate  of  (interest  there,  that  would 
thm  make  the  insurance  company  unable  to  meet  its 
O'bligation ; it  would  have  assumed  on  the  obligation  on 
the  'basis  of  a rate  of  interest  which  it  would  not  be 
capable  of  earning  owing  to  the  direction.  Is  not  (that 

quite  possible? Mr.  Birch-.  We  admit,  ’that,  if  this  was 

carried  to  that  extent,  there  would  be  a legitimate  groxrnd 
for  complaint  'em  the  part  of  the  company.  But  nothing 
is  envisaged  here,  in  my  view,  knowiing  the  cautious  way 
in  which  insurance  companies  work  and  the  number  of 
times  over  that  they  co(v«r  their  liabilities,  that  seems  to 
us  likely  to  cause  that  .to  arise. — Mr.  Collison:  There  is 
the  further  point  that  a responsible  Government  would 
have  to  think  before  issuing  such  an  instruction,  even 
(though  they  had  power  to  do  so. 

10181.  One  oonsequenoe  of  tak^  powers  of  directi'On 

is  'that  you  must  assume  responsibilities  for  the  results? 

Mr.  Murray : That  ds  a fair  ’point. — Mr.  Birch : Yes. 

10182.  Chairman:  Then  we  come  to  (the  National  Invest- 
ment Board,  ’Whidh  we  have  mentioii'ed  already.  ’In  para- 
graph 36  you  say : 

“ Thi^  is  a danger  of  governments  beccKning  so  pre- 
occupied with  di’Ort-rtsnn  changes  in  the  economic 
situation  that  they  fail  .to  .take  the  long-term  view  tiiat 
is  necessary  if  the  nation’s  investment  needs  are  to  be 
met.  Unless  provisioa  is  spe<3iftcally  made  for  reviewing 
and  co-ordinating  all  forms  of  capital  expenditure  there 
can  be  no-  guaraiMtse  that  a balanced  distribution  of 
investment  will  be  achieved.” 

Professor  CfliVncrojj:  How  ds  this  different  from  &e 

kind  of  arrangement  which  used  at  'least  to  exist  inside 
the  Government  for  reviewing  inveslment  in  the  ensuing 
years,  where  .the  programmes  lof  .the  jjublic  sector  were 
gone  'into  'OOb  'by  one,  and  the  probable  level  of  investment 

in  the  private  sector  was  also  examined? think  your 

use  of  the  wwd  “ probable  ” there  is  the  key  to  it.  From 
what  we  can  see  at  the  present  moment,  in  this  field  where 
it  ds  most  important  that  we  should  know  where  we  are 
going,  there  is  only  a very  rough  and  ready  appreciation 
of  what  is  likely  to  happm  in  the  private  sector.  The 
less  clear  ’file  GOTemment  is  about  what  ds  happating  in 
the  private  sector,  the  greater  is  the  tendency  for  thc(m  to 
put  the  whole  weight  on  the  public  sector.  We  want  to 


try  and  get  a balance  on  this,  and  at  least  try  to  get  the 
two  sides  on  to  the  same  level  of  informatd'on  and 
■feasibility.  We  do  not  want  to  .be  dogmatic  about  this 
National  ■fevestmeot  Board.  There  are  grounds  :for  sug- 
gesting that  'this  ought  to  be  a job  for  the  Govemmeint 
itself.  We  have  mentioned  some  of  the  points  in  para- 
graph 36  as  to  ’Why  it  may  be  desirable  to  have  an  inde- 
paidenit  'body  l(x»luog  at  -this  in  an  advisory  capaci'ty,  I 
think  that  it  could  have  a greatei  ptisribility  of  ooutiriiuity 
of  infonnation  .and  standards ; but,  as  I said  earlier  on, 
in  the  final  result  the  standards  adopted  by  the  National 
lovestmenit  Board  would  presumably  be  part  of  its  repeal. 
They  would  relate  'their  forecasts  and  their  infortnatioa  to 
certain  standards  which  'they  had  adopted  lin  collecting  and 
assessing  it,  and  'the  Government  would  judge  on  ithie  basis 
of  both ; it  would  not  necessarily  accept  'the  standards. 
But  even  that  would  be  an  advance  on  the  present  position, 
because  if  the  Government  departed  from  tiie  advice  of 
the  Nati’Onal  Investinent  Board  they  would  have  to  explain 
why,  'and  to  .that  extent  there  would  be  much  greater 
public  discussion  of  the  circumstances  and  the  policy 
quiesti'ons  involved. 

10183.  Chairman:  You  'attach  importainoe  to  making 

this  a body  outside  tiie  Government? From  (the  p;odnt 

of  vi’ew  of  continuity  I think  it  (is  dmportaait ; but  if  it 
ever  got  to  the  stage  when  it  was  regarded  as  a supra- 
govemmental  body,  then  obviously  it  ■would  be  quite 
foreign  to  our  ideas.  Our  experience  of  the  working  of 
independent  bodies  and  oomniissions,  indudang  the  one 
you  are  now  ’presiding  over,  Mr.  Chairmiam,  has  been  tiiat 
■they  have  (never  assumed  in  this  country  those  powers  over 
govemments  which  some  people  are  a.fraid  they  might. 
They  have  tbeen  put  mto  thesr  proper  place,  and  have 
perfornijed  an  extremely  useful  .purpose,  very  ofiten  doing 
something  which  the  Governimient  itself  codld  not  have 
d’One,  ’that  would  have  been  mudi  m’ore  suspect  coming 
from  a Government  than  from  an  independently 
oonstitU’t'ed  committee  ■or  commission. 

10184.  Mr.  Woodcock'.  Does  that  include  the  Cohm 

Council? thikilc  that  that  is  a perfeot  example,  because 

the  ’fears  which  people  (may  have  had  of  (the  Cohen  Council 
being  a supra-government^  organisatiorn  have  been  pretty 
effectively  deraolisihed,  witiiout  detracting  from  .the  honesty 
of  the  people  on  it  aawi  ithe  report  th-at  they  wrote.  It  is 
stiB  subject  ’to  public  ajqiraisal.  The  same  would  be  true 
of  the  Naftional  tiveshnent  Board.  One  could  expect  in 
this  -particular  fi-dd,  -where  after  all  there  ai©_  not  the 
■grounds  for  acute  differences  of  opinion  or  for  opinionated 
committees,  because  facts  count  for  very  much,  that  a 
National  Inviestinen.t  Board  could  do  a gOiid  job. 

10185.  Professor  Sayers:  You  said  that  you  thou^t  that 
these  ’bodies,  when  they  are  set  up,  tend  to  keep  in  their 
proper  place.  I accept  that  in  general,  but  there  are  two 
Scamples  which  seem  to  me  to  be  particularly  apt  here, 
where  I wonder  if  their  proper  place  did  not  rather 
quickly  tend  to  become  something  less  than  Mr.  Birch 
would  have  thought  right.  I am  thinking  about  the 
Economic  Advisory  Council  and  the  Economic  Planning 
Board.  Both  of  those,  if  I am  right  in  my  assessment  of 
what  happened,  were  pretty  quickly  submerged  into  the 
general  governmental  (machine.  How  do  you  envisage  a 
National  Investment  Board  that  would  not  suffer  that  fate 
and  yet  would  be  kept  in  its  proper  place?  Is  not  this 

a very  real  constitutional  problem? Mr.  Birch:  Yes 

indeed.  The  Economic  Planning  Board  is  so  much  a 
part  of  the  governmental  machinety  now  that  the  public 
in  general  knows  nothing  about  it.  All  its  papers  are 
strictly  confidential  and  secret  and  all  its  discussions  are 
private,  whereas  a National  Investment  Board  would  issue 
reports  which  would  be  available  to  the  general  public. 
It  is  very  difficult  to  make  comparisons.  It  is  an  extremely 
interesting  piece  of  study,  this  whole  question  of  com- 
missions and  committees.  One  of  the  difficulties  about 
this  National  Investment  Board  is  whether  it  would  be 
able  to  have  the  power  to  collect  information  as  an 
independent  body.  It  might  be  thought  that  induMry 
would  be  less  anxious  or  willing  to  give  the  information 
to  an  independent  body,  even  if  it  was  created  by  the 
Government,  -than  it  would  be  to  give  it  to  the  Treasury 
staff  or  to  a Government  department.  That_  is  one  of 
the  reasons  why  I said  we  were  not  dogmatic  about  it. 
But  one  thing  we  are  completely  seized  of:  the  import- 
ance of  getting  this  information  somehow  and  presenting 
it  in  a factual  way,  so  that  we  can  get  judgments  of 
public  policy  in  this  &e\d.~Chairman:  There  is  the  point 
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that,  when  this  long-term  work  is  done  by  comraissioiw 
or  committees  and  the  report  is  made  public,  there  is 
a value  in  it  having  been  done  and  made  public,  even 
though  it  is  not  adopted,  or  if  what  is  adopted  is  one 
dissenting  opinion  out  of  fourteen. 

10186.  Professor  Cairncross:  -We  ought  to  be  absolutely 
clear  about  the  functions  of  the  National  InvestmentBoard. 
One  assumes  that  it  would  have  to  decide  on  the  total 
scale  of  investment,  and  how  that  was  related  to  the 
capacity  of  the  economy  to  stand  it ; and  that  is  very 
much  tied  up  again  with  monetary  control  and  therefore 
with  the  Treasury  and  the  Bank  of  England.  You  seem 
to  imply  in  paragraph  36  that  its  function  is  more  than 
merely  studying  the  pattern  of  investment  and  the  ways 
in  which  it  should  be  financed ; you  use  the  word 
“ co-ordinate  ” as  well  as  “ review  ”.  Co-ordination  is  an 

executive  function,  surely? Mr.  Birch:  Yes.  We  were 

doing  a comparison  of  the  pattern  of  investment  in 
Western  Germany  and  the  UnitM  Kingdom,  and  the  figures 
are  worth  just  mentioning.  The  excess  of  German  invest- 
ment over  British  was  in  such  fields  as  iron  and  steel, 
engineering  and  metal  goods,  building  materials,  chemicals, 
non-ferrous  metals.  On  the  other  hand,  in  the  United 
Kingd^  we  did  more  on  atomic  energy  and  aircraft 
(which  they  are  not  allowed  to  do),  motor  vehicles,  ship- 
building, and,  very  significantly,  in  consumer  goods  indus- 
tries. There  is  obviously  a lesson  for  the  future  in  the 
greater  attention  paid  to  basic  industries  by  the  Germans 
and  our  greater  attention  to  consumer  goods  industries. 
TTiat  may  ^ some  explanation  of  the  trend  of  export 
markets  and  the  competition  we  are  meeting  from 
Western  Germany.  That  is  the  kind  of  thing  which  is 
finally  for  the  Government  to  decide,  but  we  would  have 
thought  that  a National  Investment  Board,  in  discussing 
the  pattern  of  investment,  would  certainly  look  more  at 
what  our  competitors  were  doing  and  relate  both  the  scale 
of  jnv«tment  and  its  pattern  to  the  developments  in  other 


countries. — ^Afr.  Murray.  The  Board’s  co-ordinating 
activities  wotld  consist  in  bringing  to  the  Government 
its  proposals  for  co-ordinating  needs  and  resources ; the 
Government  itself  would  take  the  decision  and  do  the 
co-ordinating  in  that  sense,  but  the  Board  would  produce 
a balanced  and  coherent  set  of  proposals  for  the  Govern- 
ment of  the  day  to  reject  or  modify. 

10187.  It  would  prepare  a critical  review,  in  other 
words;  it  would  not  take  action,  but  would  bring  to 
the  notice  of  the  Government  and  the  people  any  trends 

to  which  it  attached  importance? Mr.  Murray.  Yes. 

— Mr.  F.  Jones:  Mr.  Birch  was  referring  to  a paper  based 
on  work  done  by  Dr.  Barna  of  the  National  Institute  of 
Economic  and  Social  Research,  comparing  investment  in 
Western  Germany  and  this  country.  He  drew  the  con- 
clusion that  the  investment  .pattern  of  Western  Germany 
was  better  adapt^  to  the  changing  trends  of  world  trade 
than  that  in  this  country.  This  is  the  sort  of  thing  which 
the  NartiotuQ  Investment  Board  could  take  up.  They  might 
say;  “Is  this  really  true?”  and  prepare  a more  detailed 
analysis.  The  National  Investment  Board  could  take  a 
long-term  view  of  investment. 

10188.  Professor  Sayers:  This  is  all  critical  review? 
Critical  review,  as  well  as  collecting  information. 

10189.  Chairman:  On  industrial  finance  you  say  in 
paragraph  40  that  there  may  be  a number  of  small  firms 
which  still  find  difficulty  in  obtaining  equity  capital.  Have 

you  any  hard  material  on  that? Mr.  Birch:  That  is 

really  a general  impression  based  on  discussions  with 
•business  people.  We  have  no  concrete  evidence. 

Chairman : Are  there  any  more  questions?  Mr.  Birch, 
thank  you  very  much  for  coming  back  today.  We  are 

much  obliged  to  you  and  your  colleagues. Mr.  Birch : 

We  are  obliged  to  you,  Sir,  and  we  shall  await  your  report 
with  the  greatest  interest. 


(Adjourned  until  Thursday.  24th  July.  1958,  at  10.45  a.m.) 
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Professor  L.  C.  Robbins,  C.B.,  F.B.A.,  Professor  of  Economics,  University  of  London,  called  and  examined. 


10190.  Chairman:  Good  morning.  Professor  Robbins. 
We  have  all  (read  your  memorandium*,  for  which  we  aire 
very  much  obliged  ; there  are  a number  of  ^nts  on  which 
we  should  like  you  to  enlarge  upon  those  ideas  you  have, 
exipressed,  and  questions  will  come  from  any  of  us  who 
want  to  come  into  action.  Would  you  first  underline  one 
thing  (that  you  say  in  paragraph  14?  Two  contrasting 
arguments  lead  'Uip  to  ithat  point : one  is  on  the  benefits  of 
gradual  inflation,  if  it  can  he  treated  as  gr^ual,  as  at 
any  rate  stimulating  the  accumulation  of  funds  in  the  hands 
of  industry  and  business ; on  the  other  hand  you  notice 
the  arguments  bearing  upon  its  disruptive  effects  upon 
money  contracts.  You  say  that  these  arguments  in 
favour  of  slow  inflation  assume  that  the  inflation  is  not 
expected  and  that  there  is  something  of  a lag  before 
people  become  aware  of  what  is  happening;  otherwise 
everything  goes  wrong.  In  your  view  its  it  possible  to 
escape  from  ithis  dilemma,  (that,  once  inflation,  beccanes 
recognised  and  it  is  acknowledged  that  there  will  be 
a gradual  reduction  over  the  years  in  the  purchasing  power 
of  money,  the  long  term  contraot  fixed  in  terms  of  imoney 

becomes  unattractive? Professor  Robbins:  L can 

think  of  various  devices  which  would  mitigate  the  elleot 
for  centain  classes  of  the  community.  But  I cannot  help 
thinking  that  the  more  it  was  realised  the  more  the  resulte 
which  it  was  intended  to  achieve  would  'be  frustrated. 
I was  very  impressed  a few  years  ago  when  I spent  the 
summer  in  Brazil,  which  is  a country  which  has  enjoyed 
something  like  secuttar  inflation.  The  raibe  of  discount  on 
first  class  paper  was  in  the  neighbourhood  of  12  per  cent. ; 
on  second-class  paper  or  anything  inferior  to  that  it  could 
easily  go  up  to  25  per  cent.  The  whole  Me  of  the  com- 
munity had  gradually  adjusted  itself  to  the  expectation  of 
a depreciati^  standard.  I had  an  interview  with  the 
manager  of  one  of  the  state  undertakings  who  always 
found  himself  in  the  red  and  I said  to  him : ‘ Why  is  this? 
Surely  you  are  all  powerful.  Surely  you  can  adjust  your 
rates  to  take  account  of  the  prospective  increase  in  coste? 
He  informed  me  that  he  had  to  spend  a 'great  deal  of 
time  in  Rio  (he  was  resident  elsewhere)  lobbymg  Mernbers 
of  Parliament  in  order  to  make  it  possible  for  Ministers 
to  acquiesce  about  six  months  too  late  in  the  upward  ad- 
justment of  his  schedules.  That  is  very  typical  of  some- 
thing that  was  going  on  there  all  along  file  hne.  The 
whole  public  utility  apparatus  was  waterlogged  in- 

flation. One  felt  there  was  really  no  end  to  It.  That  was 
a comparatively  moderate  example.  If  pe°P?,® 
the  inflation  will  accelerate  to  keep  pace  with  mfficultiM 
of  this  sort,  then  it  turns  into  what  we  ^mehmes  caU 
hyper-inflation  when  the  bottom  drops  out  altogether. 

10191  Professor  Cairncross:  In  Brazil  is  it  not  the 
case  that  the  national  incomq  has  increased  very  rapidly  in 

spite  of  progressive  inflation? Yes,  but  t suspect 

that  it  would  have  increased  as  rapidly,  and  thM  future 
progress  would  hav«  been  more  solidly  based,  uf  the 
behaviour  of  the  price  level  had  approximated  more, 

say,  to  the  Canadian  model. 

• Memoranda  of  Evidence  Part  XIII  No.  33. 


10192.  At  the  back  of  my  mind  was  the  question 
whether  investment  would  hold  up  if  1he  inflation  ceased? 

1 have  very  little  doubt  that,  if  one  put  the  brake 

on  to  an  inflationary  movement  of  that  sort,  for  the  time 
being  one  would  get  a pretty  bad  jam.  I should  not 
expect  that  for  two  or  three  years  while  things  sorted 
themselves  out  production  would  go  on  increasing,  any 
more  than  if  a man  had  a serious  surgical  operation  in 
order  eventually  to  facilitate  his  movement  I should  ex- 
pect him  to  be  able  to  walk  as  soon  as  he  came  out  of  the 
operating  rtxnn. 

10193.  You  would  expect  'this  to  be  an  interruption, 
at  the  end  of  which  investment  would  regain  the  previous 

l^vel? ^That  .puts  k very  precisely.  I would  not  expect 

•the  rate  of  investment  over  the  years  to  he  seriously 
damaged  by  the  abandonment  of  habits  of  this  sort,  and 
I should  expect  that  in  other  ways  the  eixmomy  would 
be  strengtiiend.  If  I go  back  to  the  Brazilian  case  again, 
it  was  very  plain  that  there  was  a great  deal  of  mis- 
direction of  investment.  The  people  who  had  become 
aware  of  what  was  going  on  were  speculating  on  a 
stupendous  scale  in  real  estate  developinent,  and  it  was 
not  at  ail  clear  .to  me  that  the  good  health  of  the  Brazilian 
economy  .was  best  forwarded  by  .the  ceaseless  erection  of 
skyscraper  apartment  dwellings  by  the  Copacabana 
Beaches. 

10194.  What  would  you  pick  on  in  the  progressive  in- 
flation that  we  have  had  over  the  last  twenty  years  as 

having  been  most  damaging  to  the  economy? First  and 

foremost  balance  of  payments  dififlculties. 

10195.  That  (would  arise  because  of  more  rapid  inflation 
here  than  abroad ; have  we  had  more  rapid  inflation  here 

than  abroad? More  rapid  inflation  here  than  in  some 

places  abroad ; at  any  rate  more  rapid  inflation  here  at 
particular  times  than  was  con(ducive  to  balance  of  pay- 
ments equilibrium.  It  is  a long  time  since  the  war  and  there 
have  been  different  rates  of  change  at  different 
Speaking  generally,  1 am  clear  that,  if  the  brakes  had  wen 
on  ever  so  slightly  more,  our  position  would  have  been 
'better. 

10196.  -None  the  less  the  balance  of  .payments  position  is 
a great  deal  more  favourable  than  before  the  war,  so 
that  these  difficitities  have  been  .recurrent  but  have  not  been 

continuous? ^The  balance  of  payments  depends  upon 

the  changing  pattern  of  needs ; for  various  reasons  it  bad 
to  be  more  favourable  than  it  was  before  the  war.  The 
difficulty  is  that  there  has  been  a shortfall  of,  let  us  say,  10 
per  cent.  No  one  would  deny  that  the  improvement  m 
exports  has  been  quite  spectacular.  When  you  and  I used 
to  make  computations  of  the  future  balance  of  payments 
during  the  war  years,  if  anybody  had  come  to  us  and 
suggested  that  exports  would  be  as  favourable  as  they 
have  ibeen.  we  should  have  suggested  that  he  should  l« 
transferred  to  another  office.  The  trouble  is  that  up  till 
recently  it  has  not  been  favourable  enough. 

10197.  Chairman:  The  point  you  are  dwelling  upon  in. 
this  passage  is  that,  when  continuing  inflation  becomes 
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accepted  as  a desirable  policy,  there  is  a climatic  change 
in  4he  approach  towards  anything  like  long  term  lending 
of  money.  <What  is  the  status  of  long  term  lending  m 
Brazil  in  the  climate  you  are  speaking  of?  Is  it  protected 

by  an  index?' Not  that  I know  of ; but  I am  a very 

unreliable  witness  on  these  details. 

10198.  Professor  Caimeross:  Your  emphasis  is  on  the 
progressive  upward  movement  of  interest  rates  as  people 
catch  on  to  the  progress  of  inflation,  rather  than  on  the 
failure  of  savings  to  come  forward?  It  would  be  diffi- 
cult to  argue  that  savings  have  fallen  off  during  the  last 

inflationary  period? Very  difficult ; but  all  these  things 

are  relative.  If  interest  rates  imove  upward,  that  means 
that  that  movement  has  been  necessary  to  equate  supply 
and  demand;  so  savings  have  not  been  as  great  as  they 
need  to  have  been  to  keep  interest  rates  from  rising. 
Surely  this  is  ’based  on  an  extremely  simple  principle  of 
rational  action:  if  prices  are  rising  at  5 per  cent,  per 
annum  and  the  rate  of  return  on  long  term  bonds  is 
5 .per  cent.,  I am  lending  to  the  Government  at  a zero 
rate  of  interest. 

10199.  Chairman:  Would  you  say  'that  there  is  a con- 
siderable time  lag  in  the  appreciation  of  that  simple 

Certainly  ; one  can  take  advantage  of  popular 

ignorance,  particularly  in  a community  as  smug  as  ours, 
for  years  and  years ; but  eventually  the  Church  of  Eng- 
land and  the  learned  .societies  tumble  to  it,  and  then 
there  is  a landslide.  That  is,  iroughly  speaking,  what  was 
happening  two  years  ago  and  last  year. 

10200.  Professor  Cairncross:  Could  I take  you  from 
that  to  a more  general  question  about  the  nature  of  the 
world  we  are  living  in?  I get  the  impression,  particularly 
from  paragraph  63,  that  you  are  assuming  that  we  have 
to  face  for  the  next  few  decades  at  least,  an  anflationary 
bias  in  the  world  at  large.  Is  it  your  view  that  we  have 
to  face  continuing  pressure  on  savings  and  ^ ca-wtal 
resources,  or  are  you  looking  to  a world  in  which  there 
may  be  .periodic  interruptions  of  substantial  dimensions 
to  the  process  of  capital  accumulation?  ^T^his  para- 
graph was  intended  to  convey  a spot  of  comfort  after 
the  rather  severe  prescriptions  of  preceding  paragraphs. 
I was  simply  asking  myself  the  question  whether  the 
task  of  maintaining  .reasonable  international  equilibrium 
was  going  to  be  particularly  difficult  for  the  authorities 
in  this  country.  In  that  context  I sugigMted  that  it  was 
reasonable  to  assume  that  there  would  be  a ^n&ral 
upward  tendency  in  prices  throughout  the  world.  'If  you 
press  for  my  reasons  why,  I must  fall  back  on  a variety  of 
reasons.  I am  still  inclined  to  think  that  m the  world  at 
large  there  is  very  considerable  capital  scarcity,  using  the 
word  in  a very  loose  sense.  1 also  think,  whatever  happens 
in  this  country,  so  far  as  the  United  States  is  concern^ 
there  is  probably  for  some  years  to  come  at  any  rate 
the  prospect  of  cost  inflation  ; my  diagnosis  of  the  U^. 
position  is  rather  different  from  my  diagnosis  of  U.K. 
TOsition  and  I would  expect  the  tendency  of  things  to 
be  upward  in  the  United  States. for  that  reason.  But 
freon  the  point  of  view  of  the  obj«tive  of  paragraph  63 
it  does  not  very  much  matter ; if  thCTe  is  a gerieral 
inflationary  tendency  in  the  world  at  large,  then  it  is 
easier  for  us  to  do  these  things  by  a very  slight  applica- 
tion of  the  brakes  here. 


would  be  difficult  to  control  by  monetary  techniques? 

In  a world  in  whidi  the  tendency  was  the  reverse,  I should 
expect  that  in  our  institutional  circumstances  we  might 
have  to  resort  to  some  extremely  unorthodox  measures, 

10205.  Your  paper  centres  very  exclusively  on  moneteiy 
techniques ; you  do  not  ewen  raise,  I think,  the  possibility 
of  use  of  the  Budget,  or  of  direct  controls,  which  one 
would  assume  to  be  to  some  extent  alternative  and  to 

some  extent  complementary? ^With  great  respect 

you  have  got  me  wrong.  In  paragraph  68  I thought 
I had  taken  emphatic  care  to  safeguard  that  flank. 
It  seemed  to  me  that  this  paper  was  too  long  already,  and 
that  the  main  business  of  this  Committee  was  monetary 
policy  as  such. 

10206.  But  there  may  be  issues  as  to  how  effective 
monetary  policy  is  by  itself.  Did  you  not  leave  it  a littie 
open  how  far  you  would  wish  to  see  monetary  techniques 

used  when  these  alternatives  existed? ilt  was  not  ^un 

out,  but  in  the  third  sentence  I say: 

“ It  is  well  known  that,  at  certain  stages  of  economic 
depression,  a very  substantial  increase  of  money  supply 
may  be  inadequate  to  promote  an  immediate  increase 
of  spending.  Similarly,  in  cirou.mstances  of  acute 
capital  shortage,  it  may  well  be  felt  that  to  attempt  to 
control  the  situation  solely  by  limitation  of  the  credit 
(base  may  result  in  a level  of  interest  rates  which,  for 
reasons  of  public  finance,  may  be  undesirable.” 

I hold  this  view  very  strongly.  My  conception  of  stabili- 
zation measures  is  essentially  eclectic.  If  in  any  publica- 
tions in  recent  years  I have  emphasised  the  desirability  of 
monetary  policy,  ahat  is  simply,  so  to  speak,  leaning  to 
the  side  of  the  boat  which  seemed  to  me  to  be  most  out 
of  balance,  I think  that,  when  during  the  war  in  the 
context  of  the  discussions  of  employment  policy  we  started 
to  ooxisidor  the  means  of  stabihsalion,  most  of  ois  tended 
to  overlook  monetary  policy  ; if  you  recollect  the  White 
Paper  on  Full  Employment,  the  part  on  monetary  policy, 
although  in  fact  it  was  drafted  chiefly  by  Lord  Keynes, 
was  feeble  in  the  extreme.  On  the  whole,  monetary 
policy  has  had  a much  less  enthusiastic  press  than  other 
instruments.  But  if  you  were  asking  for  a rounded  view 
of  the  totality  of  expedients,  one  would  need  a long 
chapter  devoted  to  the  Budget  and  quite  a long  chapter 
devoted  to  other  forms  of  control — although  the  results 
would  not  always  be  recommendations  in  favour. 

10207.  Let  us  confine  ourselves  for  the  moment  to  mone- 
tary policy.  You  lay  a great  deal  of  emiphasis  in  the  latter 
part  of  your  memioranduim  on  the  impact  of  credit  restric- 
tion on  the  cash  base,  and  on  the  operation  erf  monetary 
policy  through  variation  of  the  cash  base  rather  than 
through  interest  rates.  Did  you  mean  to  make  an  opposi- 
tion, beliweea  these  two? ^The  order  was  quite  de- 

liberate. The  credit  base  seems  to  me  to  be  absoluteily 
fundamental ; I therefore  emphasised  that  by  putting  it 
first.  Then  I went  on  to  explain  that  I had  deliberately 
not  introduced  the  rate  of  interest  at  an  earlier  sta^e, 
because  I felt  that  to  approadi  these  questions  by  dis- 
cussing the  rate  of  interest  as  though  there  were  only 
one  led  to  an  over-simplified  position.  Then  I went  on, 
in  a rather  perfunctory  way  I adanit,  to  make  various 
observations  about  interest  rates  and  policy. 


10201.  If  you  make  this  assumption  does  it  not  also 
affect  domestic  monetary  policy  as  well?  If  we  are  in 
a world  where  other  countries  are  inflating,  and  monetary 
policy  has  to  be  attuned  to  general  inflation,  it  may  have 
effects  that  are  different  from  what  one  could  expect  of 
it  in  a deflationary  world? Surely. 

10202.  Your  expectation  is  that  we  have  to  a.djust  ourselves 
at  home  as  well  as  on  the  extemalsidie  tocoutmuing  inflatwm 

els^here? ^I  would  not  'put  it  in  quite  that  way.  I would 

say  that  the  prospects  of  the  next  two  decades  may 
present  us  with  the  sort  of  opportunity  which  we  have 
had  but  have  frequently  neglected  since  1948-49  ; a state 
of  affairs  where  there  is  a general  upward  tendency  in 
which  it  is  much  easier  for  us  to  keep  in  equilibrium, 
provided  that  we  exercise  a very  moderate  degree  of 
financial  virtue. 

10203.  In  other  words  marginal  adjuslments  may  be 
sufficient? ^Yes. 

10204.  But  in,  a different  kind  of  world  there  might  be 
abrupt  and  sudden  changes  in  the  desire  to  invest,  that 


10208.  Chairman:  What  effects  would  you  expect  to 
see,  and  how,  by  either  an  enlargoment  or  a reduct'ion 
of  the  credit  base,  which  are  not  dependent  upon  an 
alteration  upwards  or  downwards  of  one  rate  of  interest 
or  another?  'What  is  the  separate  effect  on  demand  of 

the  alteration  of  the  credit  base? 'It  must  surely  directly 

affect  the  policy  of  the  clearing  banks  as  regards  letnding. 

10209.  Sir  John  Woods:  You  think  first  of  a oontraotion 
of  the  credit  base  leading  to  less  availability  of  money? 
Yes. 

10210.  Professor  Cairncross : When  you  refer  to  a change 
in  the  policy  of  the  clearing  banks,  do  you  mean  in 
relation  to  advances  alone  or  in  relation  to  investments 
would  not  wish  to  be  exclusive  in  that  respect. 
It  would  depend  how  they  found  themselves  dtuated  at 
the  moment. 

10211.  A change  in  investments  would  have  no  direct 

effect  on  demand? ^It  would  certainly  affect  the  capital 

market  and  the  long  term  rate  of  interest. 
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10212.  Is  ttot  that  the  point  the  Ohairanan  is  making? 

J should  not  ia  the  least  want  to  deny  that  possibde 

effect,  but  I would  wish  to  emphasise  that  it  is  not  the 
only  effect.  After  all  it  is  notorious  that  banks  do  not 
giive  effect  to  their  lending  policy  only  by  altering  the 
raites  t^at  they  diarge.  There  is  always  a great  amount 
of  discretion  and  an  elemcint  of  rationing  in  carrying  out 
banking  policy  in  general,  and  that  would  be  directly 
affected  by  changes  in  the  size  of  the  credit  base, 

10213.  Chairman:  SuTOOse  ttiat  they  can  protect  them- 
selves by  turning  to  their  invastmente  without  having  to 
roiodafy  their  poMcy  in  regard  to  adivances ; how  then  is 

demand  affect^? 'In  that  case  I should  exipecst  there 

to  be  an  effect  on  the  long  term  rate  of  interest,  and.  this 
in-  cum  would  be  transmi-tted  to  the  field  of  investaeait. 

10214.  It  expresses  itself  there  in  the  long  term  rate  of 
interest? ^Yes. 

10215.  Sir  John  Woods:  But  would  you  not  also  say 
that  it  is  very  desdralhle  to  squeeze  the  liquidity  of  file 

banks  by  funding? Yes. 

10216.  You  are  envisaging  a sftuationi  in  which  with 
contraction  of  the  cash  the  banks  have  to  react  more 

fuEy  than  they  do  in  present  circumstances? Yes,  It 

it  one  of  my  main  oonteoifions  that  in  present  circum- 
stances this  traditional  mechanism  is  thrown  out  of  gear 
by  the  presence  of  the  abnormal  volume  of  short-term 
Govemmetit  debt. 

10217.  professor  Cairncross:  If  anyone  is  refused  an 
advance  from  the  banks,  do  they  not  have  other  possi- 
bilities open  to  them,  possibly  at  higher  rates  of  interest? 
The  exclusion  of  such  cust-omers  from  the  queue  at  the 
banks  may  mean  that  they  obtain  credit  at  a higher  rate. 
Or  do  you  feel  that  the  people  who  are  trying  to  obtain 
bank  accommodation  represent  a separate  market  with  a 

single  source  of  supply  of  capital? ^No ; but,  if  one 

source  of  supply  becomes  more  difficult,  I should  not 
expect  there  to  be  complete  comipensation  elsewhere, 
unless  there  were  something  very  wrong  with  the  control 
mechanism  generally. 

10218.  You  feel  that  there  is  an  imperfeoti-ODi  which 
would  mean  that  some  pe<q>le  would  be  excluded  merely 

because  of  rationing  of  bank  advances? ^AM  these 

things,  as  you  would  agree,  are  matters  of  greater  or  less 
importance.  If  there  were  a tiny  contraction  of  bank 
advances,  I am  not  prepared  to  say  that,  in  an  advancing 
society,  there  would  not  be  adequate  substitutes  available 
elsewhere ; but,  if  the  contraction  were  bigger,  thai  I 
^ould  begin  to  feel  that  the  squeeze  would  nuike  itself 
generally  felt. 

10219.  You  would,  I think,  agree,  if  I understand  the 
drift  of  the  reasoning  rightly,  -that  the  major  impact  of 
credit  restriotion  is  on  the  oomplec  of  interest  rates  rather 
than  avail-ability  as  such.  You  lay  a good  deal  of 
emphasis  on  the  long  term  rate,  for  instance. — Sir  Oliver 
Franks:  I think  that  there  may  be  two  questions  and 
not  one ; one  questi’on  would  be  whether  the  availability 
of  credit  and  the  operations  to  restrict  or  to  expand  it 
were  what  mattered  and  the  rate  of  imterest  could  be  left 
ri^t  out  of  accoimt ; -the  other  would  be  whether  th-e  avail- 
bility  of  credit  and  operations  to  affect  it  were  primary, 
but  the  consequences  of  -those  operations  would  express 
themseiives  in  all  sorts  of  variations  in  rates  of  interest. 
If  I have  understood  it,  what  Professor  Robbins  was 
saying  was  fiiat  the  availability  of  credit,  in  terms  of  the 
or^it  base,  was  primary,  i-Ui  the  sense  that  the  changes 
in  the  rates  -of  interest,  which  undouibtedJy  occur  in  fact, 

are  consequences  of  that  rather  than  primary? That 

ptUs  the  main  point  very  well.  I should  want  to  add  one 
more  sentence,  to  say  'that  in  the  institutional  complications 
of  our  paiticuiar  capi^  mairket  I would  ocpect  some 
things  to  happen  via  changes  in  interest  rates  or  in  con- 
sequence of  changes  in  interest  rates  which  would  not  neces- 
sarily happen  in  a market  ddffereoit^  situated.  _ If  I might 
eoilaTge  on  the  fundamental  attitude  leadS^  to  this 
argument,  although  it  leads  me  into  some  slight  degree 
of  professdonfll  economist  gossip,  I fancy  that  Professor 
C^irnCToss  and  I were  both  brouighit  up  on,  or  at  any  rate 
brought  in  contact  with,  the  general  WicfcseHian  theory 
concerning  the  rate  of  interest  and  the  rate  of  over^ 
expenditure,  There  you  have  a model  where  there  is 
only  one  rate  of  interest  and  a homogeneous  credit  supply. 
In  those  circumstances  it  seems  to  me  to  be  comparatively 


a matter  of  indifference  where  you  start.  You  can  either 
start  with  prices  and  look  at  consequential  variations 
of  amount,  or  you  can  start  with  amount  and  look  at 
consequential  variatious  of  prices.  But  the  real  world 
is  much  more  complicated  than  that.  There  is  not  just  one 
rate  of  interest  but  many ; and  although  there  are,  of 
course,  heterogeneous  elements  within  the  system  of  credit, 
yet,  if  you  start  at  that  end,  it  seems  easier  to  trace  the 
consequential  influences,  than  if  you  begin  with  changes 
in  any  one  interest  rate  and  try  to  follow  that  through. 
That  is  the  reason  for  this,  rather  than  any  pre-supposition 
regarding  policy. 

10220.  Professor  Cairncross:  I think  that  there  are 
policy  consequences  in  what  you  say.  You  are  looking 
to  the  power  of  the  monetary  authorities  over  the  quantity 
of  money  to  work  through  various  ways  to  demand.  But 
one  can  work  bydirectoperation  on  various  rates  of  interest 
and  thus  on  various  elements  of  demand ; it  is  a question 
as  to  how  far  one  should  rely  on  the  short  circuit. 
There  are  various  rates  of  interest  that  are  settled  by 
the  Government  itself ; the  Government  has  a certain 
power  of  manoeuvre  between  maturities  of  different 
lengis  in  the  management  of  debt.  Do  you  regard  that 
as  outwith  the  field  of  monetary  policy,  or  are  you  taking 
these  as  supporting  operations  directed  to  the  same  pur- 
pose?  1 do  not  think  that  they  are  outside  the  field 

of  monetary  policy.  But  I do  hold  that,  if  reliance  is 
placed  upon  devices  and  strategems  of  that  sort  and  it  is 
assumed  that  the  credit  base  can  look  after  itself,  then 
we  are  likely  to  get  into  difficulties.  That  is  an  unequivoc^ 
conclusion  of  my  mode  of  approach,  but  I hope  it  is 
reasonably  non-contentious. 

10221.  May  we  pursue  the  question  the  Chairman  put 
initially  about  the  impact  on  demand  of  changes  in  the 
size  of  the  credit  base?  If  I understand  your  line  of 
thought,  you  are  laying  a good  deal  of  stress  on  the 
normal  reaction,  through  higher  rates  of  interest  on 

investment.  Are  you  thinking  of  anything  else? It 

depends  in  what  sense  you  use  the  term  " investment  ”, 
to  start  with.  Even  if  you  use  it  in  the  most  compre- 
hensive sense,  I can  b^eve  that  there  are  effects  on 
consumption  as  well. 

10222.  On  saving,  in  other  words? Yes,  and  directly 

on  consumption  via  consumers’  credit,  which  is  surely 
rather  important : look  at  the  United  States  of  America. 

10223.  Do  you  think  that  the  response  to  a rise  in  the 
long  term  rates  of  interest  or  to  the  whole  complex  of 
intwest  rates  is  sharp  and  immediate,  or  do  you  think  it 
is  very  gradual  and  limited  in  the  kind  of  economy  we 

are  living  in  today? 1 do  not  think  that  a simple 

answer  is  possible  to  that  question ; it  depends  on  so 
many  other  elements  in  the  total  business  conjuncture. 
It  depends  on  business  expectations,  on  the  trend  of  events 
elsewhere,  on  the  Budget,  and  so  on  and  so  forth.  I 
can  conceive  of  situations  in  which  the  response  would 
be  very  quick ; I can  conceive  of  situations  in  which  the 
response  might  easily  take  months  or  even  years  to  get 
through  to  consumption. 

10224.  One  wants  to  know  whether  a given  change  in 
the  quantity  of  money  or  the  size  of  the  credit  base  has 
any  calculable  effect  on  demand,  or  whether  what  really 
matters  is  the  circumstances  in  which  it  takes  place  and 
■Che  measures  by  which  at  'is  acco-mpan'ied?— — If  you  mean 
■by  “ calculable  ” do- 1 think  ithat,  if  I were  clever  enough, 

I would  'be  able  to  give  you  a sin^e  coefficient  of  reaction, 
of  course  the  answer  is  no. 

10225.  Do  you  think  that  the  effect  of  a change  in  the 
size  of  the  credit  base  alone,  togeflier  with  the  cons^ 
quences  on  interest  rates,  would  be  an  important  ingredi- 
ent in  the  total  impact  on  investment  and  on  demand? 
Do  you  think  that  it  would  be  of  a strength  in  the 
circumstances  in  which  it  was  normally  used  to  give  rise 
to  an  abatement  in  demand  such  as  the  monetary  authori- 
ties might  want? 1 do  not  want  to  be  perverse, 

hut  “ normally  ” presents  me  with  a question  to  which  I 
do  not  want  to  answer  yes  or  no.  The  situation  is  very 
seldom  normal.  In  some  circumstances  I can  conceive 
that  an  increase  of  1 per  cent,  in  the  long  term  rate  of 
interest  would  be  quite  insufficient  to  restrain  undue  ex- 
pansion ; in  other  circumstances  I should  expect  that  it 
would  pull  it  up  sharp.  I do  not  know  which  circum- 
stances you  wish  to  call  normal. 
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accepted  as  a desirable  policy,  there  is  a climatic  change 
in  4he  approach  towards  anything  like  long  term  lending 
of  money.  <What  is  the  status  of  long  term  lending  m 
Brazil  in  the  climate  you  are  speaking  of?  Is  it  protected 

by  an  index?' Not  that  I know  of ; but  I am  a very 

unreliable  witness  on  these  details. 

10198.  Professor  Caimeross:  Your  emphasis  is  on  the 
progressive  upward  movement  of  interest  rates  as  people 
catch  on  to  the  progress  of  inflation,  rather  than  on  the 
failure  of  savings  to  come  forward?  It  would  be  diffi- 
cult to  argue  that  savings  have  fallen  off  during  the  last 

inflationary  period? Very  difficult ; but  all  these  things 

are  relative.  If  interest  rates  imove  upward,  that  means 
that  that  movement  has  been  necessary  to  equate  supply 
and  demand;  so  savings  have  not  been  as  great  as  they 
need  to  have  been  to  keep  interest  rates  from  rising. 
Surely  this  is  ’based  on  an  extremely  simple  principle  of 
rational  action:  if  prices  are  rising  at  5 per  cent,  per 
annum  and  the  rate  of  return  on  long  term  bonds  is 
5 .per  cent.,  I am  lending  to  the  Government  at  a zero 
rate  of  interest. 

10199.  Chairman:  Would  you  say  'that  there  is  a con- 
siderable time  lag  in  the  appreciation  of  that  simple 

Certainly  ; one  can  take  advantage  of  popular 

ignorance,  particularly  in  a community  as  smug  as  ours, 
for  years  and  years ; but  eventually  the  Church  of  Eng- 
land and  the  learned  .societies  tumble  to  it,  and  then 
there  is  a landslide.  That  is,  iroughly  speaking,  what  was 
happening  two  years  ago  and  last  year. 

10200.  Professor  Cairncross:  Could  I take  you  from 
that  to  a more  general  question  about  the  nature  of  the 
world  we  are  living  in?  I get  the  impression,  particularly 
from  paragraph  63,  that  you  are  assuming  that  we  have 
to  face  for  the  next  few  decades  at  least,  an  anflationary 
bias  in  the  world  at  large.  Is  it  your  view  that  we  have 
to  face  continuing  pressure  on  savings  and  ^ ca-wtal 
resources,  or  are  you  looking  to  a world  in  which  there 
may  be  .periodic  interruptions  of  substantial  dimensions 
to  the  process  of  capital  accumulation?  ^T^his  para- 
graph was  intended  to  convey  a spot  of  comfort  after 
the  rather  severe  prescriptions  of  preceding  paragraphs. 
I was  simply  asking  myself  the  question  whether  the 
task  of  maintaining  .reasonable  international  equilibrium 
was  going  to  be  particularly  difficult  for  the  authorities 
in  this  country.  In  that  context  I sugigMted  that  it  was 
reasonable  to  assume  that  there  would  be  a ^n&ral 
upward  tendency  in  prices  throughout  the  world.  'If  you 
press  for  my  reasons  why,  I must  fall  back  on  a variety  of 
reasons.  I am  still  inclined  to  think  that  m the  world  at 
large  there  is  very  considerable  capital  scarcity,  using  the 
word  in  a very  loose  sense.  1 also  think,  whatever  happens 
in  this  country,  so  far  as  the  United  States  is  concern^ 
there  is  probably  for  some  years  to  come  at  any  rate 
the  prospect  of  cost  inflation  ; my  diagnosis  of  the  U^. 
position  is  rather  different  from  my  diagnosis  of  U.K. 
TOsition  and  I would  expect  the  tendency  of  things  to 
be  upward  in  the  United  States. for  that  reason.  But 
freon  the  point  of  view  of  the  obj«tive  of  paragraph  63 
it  does  not  very  much  matter ; if  thCTe  is  a gerieral 
inflationary  tendency  in  the  world  at  large,  then  it  is 
easier  for  us  to  do  these  things  by  a very  slight  applica- 
tion of  the  brakes  here. 


would  be  difficult  to  control  by  monetary  techniques? 

In  a world  in  whidi  the  tendency  was  the  reverse,  I should 
expect  that  in  our  institutional  circumstances  we  might 
have  to  resort  to  some  extremely  unorthodox  measures, 

10205.  Your  paper  centres  very  exclusively  on  moneteiy 
techniques ; you  do  not  ewen  raise,  I think,  the  possibility 
of  use  of  the  Budget,  or  of  direct  controls,  which  one 
would  assume  to  be  to  some  extent  alternative  and  to 

some  extent  complementary? ^With  great  respect 

you  have  got  me  wrong.  In  paragraph  68  I thought 
I had  taken  emphatic  care  to  safeguard  that  flank. 
It  seemed  to  me  that  this  paper  was  too  long  already,  and 
that  the  main  business  of  this  Committee  was  monetary 
policy  as  such. 

10206.  But  there  may  be  issues  as  to  how  effective 
monetary  policy  is  by  itself.  Did  you  not  leave  it  a littie 
open  how  far  you  would  wish  to  see  monetary  techniques 

used  when  these  alternatives  existed? ilt  was  not  ^un 

out,  but  in  the  third  sentence  I say: 

“ It  is  well  known  that,  at  certain  stages  of  economic 
depression,  a very  substantial  increase  of  money  supply 
may  be  inadequate  to  promote  an  immediate  increase 
of  spending.  Similarly,  in  cirou.mstances  of  acute 
capital  shortage,  it  may  well  be  felt  that  to  attempt  to 
control  the  situation  solely  by  limitation  of  the  credit 
(base  may  result  in  a level  of  interest  rates  which,  for 
reasons  of  public  finance,  may  be  undesirable.” 

I hold  this  view  very  strongly.  My  conception  of  stabili- 
zation measures  is  essentially  eclectic.  If  in  any  publica- 
tions in  recent  years  I have  emphasised  the  desirability  of 
monetary  policy,  ahat  is  simply,  so  to  speak,  leaning  to 
the  side  of  the  boat  which  seemed  to  me  to  be  most  out 
of  balance,  I think  that,  when  during  the  war  in  the 
context  of  the  discussions  of  employment  policy  we  started 
to  ooxisidor  the  means  of  stabihsalion,  most  of  ois  tended 
to  overlook  monetary  policy  ; if  you  recollect  the  White 
Paper  on  Full  Employment,  the  part  on  monetary  policy, 
although  in  fact  it  was  drafted  chiefly  by  Lord  Keynes, 
was  feeble  in  the  extreme.  On  the  whole,  monetary 
policy  has  had  a much  less  enthusiastic  press  than  other 
instruments.  But  if  you  were  asking  for  a rounded  view 
of  the  totality  of  expedients,  one  would  need  a long 
chapter  devoted  to  the  Budget  and  quite  a long  chapter 
devoted  to  other  forms  of  control — although  the  results 
would  not  always  be  recommendations  in  favour. 

10207.  Let  us  confine  ourselves  for  the  moment  to  mone- 
tary policy.  You  lay  a great  deal  of  emiphasis  in  the  latter 
part  of  your  memioranduim  on  the  impact  of  credit  restric- 
tion on  the  cash  base,  and  on  the  operation  erf  monetary 
policy  through  variation  of  the  cash  base  rather  than 
through  interest  rates.  Did  you  mean  to  make  an  opposi- 
tion, beliweea  these  two? ^The  order  was  quite  de- 

liberate. The  credit  base  seems  to  me  to  be  absoluteily 
fundamental ; I therefore  emphasised  that  by  putting  it 
first.  Then  I went  on  to  explain  that  I had  deliberately 
not  introduced  the  rate  of  interest  at  an  earlier  sta^e, 
because  I felt  that  to  approadi  these  questions  by  dis- 
cussing the  rate  of  interest  as  though  there  were  only 
one  led  to  an  over-simplified  position.  Then  I went  on, 
in  a rather  perfunctory  way  I adanit,  to  make  various 
observations  about  interest  rates  and  policy. 


10201.  If  you  make  this  assumption  does  it  not  also 
affect  domestic  monetary  policy  as  well?  If  we  are  in 
a world  where  other  countries  are  inflating,  and  monetary 
policy  has  to  be  attuned  to  general  inflation,  it  may  have 
effects  that  are  different  from  what  one  could  expect  of 
it  in  a deflationary  world? Surely. 

10202.  Your  expectation  is  that  we  have  to  a.djust  ourselves 
at  home  as  well  as  on  the  extemalsidie  tocoutmuing  inflatwm 

els^here? ^I  would  not  'put  it  in  quite  that  way.  I would 

say  that  the  prospects  of  the  next  two  decades  may 
present  us  with  the  sort  of  opportunity  which  we  have 
had  but  have  frequently  neglected  since  1948-49  ; a state 
of  affairs  where  there  is  a general  upward  tendency  in 
which  it  is  much  easier  for  us  to  keep  in  equilibrium, 
provided  that  we  exercise  a very  moderate  degree  of 
financial  virtue. 

10203.  In  other  words  marginal  adjuslments  may  be 
sufficient? ^Yes. 

10204.  But  in,  a different  kind  of  world  there  might  be 
abrupt  and  sudden  changes  in  the  desire  to  invest,  that 


10208.  Chairman:  What  effects  would  you  expect  to 
see,  and  how,  by  either  an  enlargoment  or  a reduct'ion 
of  the  credit  base,  which  are  not  dependent  upon  an 
alteration  upwards  or  downwards  of  one  rate  of  interest 
or  another?  'What  is  the  separate  effect  on  demand  of 

the  alteration  of  the  credit  base? 'It  must  surely  directly 

affect  the  policy  of  the  clearing  banks  as  regards  letnding. 

10209.  Sir  John  Woods:  You  think  first  of  a oontraotion 
of  the  credit  base  leading  to  less  availability  of  money? 
Yes. 

10210.  Professor  Cairncross : When  you  refer  to  a change 
in  the  policy  of  the  clearing  banks,  do  you  mean  in 
relation  to  advances  alone  or  in  relation  to  investments 
would  not  wish  to  be  exclusive  in  that  respect. 
It  would  depend  how  they  found  themselves  dtuated  at 
the  moment. 

10211.  A change  in  investments  would  have  no  direct 

effect  on  demand? ^It  would  certainly  affect  the  capital 

market  and  the  long  term  rate  of  interest. 
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10212.  Is  ttot  that  the  point  the  Ohairanan  is  making? 

J should  not  ia  the  least  want  to  deny  that  possibde 

effect,  but  I would  wish  to  emphasise  that  it  is  not  the 
only  effect.  After  all  it  is  notorious  that  banks  do  not 
giive  effect  to  their  lending  policy  only  by  altering  the 
raites  t^at  they  diarge.  There  is  always  a great  amount 
of  discretion  and  an  elemcint  of  rationing  in  carrying  out 
banking  policy  in  general,  and  that  would  be  directly 
affected  by  changes  in  the  size  of  the  credit  base, 

10213.  Chairman:  SuTOOse  ttiat  they  can  protect  them- 
selves by  turning  to  their  invastmente  without  having  to 
roiodafy  their  poMcy  in  regard  to  adivances ; how  then  is 

demand  affect^? 'In  that  case  I should  exipecst  there 

to  be  an  effect  on  the  long  term  rate  of  interest,  and.  this 
in-  cum  would  be  transmi-tted  to  the  field  of  investaeait. 

10214.  It  expresses  itself  there  in  the  long  term  rate  of 
interest? ^Yes. 

10215.  Sir  John  Woods:  But  would  you  not  also  say 
that  it  is  very  desdralhle  to  squeeze  the  liquidity  of  file 

banks  by  funding? Yes. 

10216.  You  are  envisaging  a sftuationi  in  which  with 
contraction  of  the  cash  the  banks  have  to  react  more 

fuEy  than  they  do  in  present  circumstances? Yes,  It 

it  one  of  my  main  oonteoifions  that  in  present  circum- 
stances this  traditional  mechanism  is  thrown  out  of  gear 
by  the  presence  of  the  abnormal  volume  of  short-term 
Govemmetit  debt. 

10217.  professor  Cairncross:  If  anyone  is  refused  an 
advance  from  the  banks,  do  they  not  have  other  possi- 
bilities open  to  them,  possibly  at  higher  rates  of  interest? 
The  exclusion  of  such  cust-omers  from  the  queue  at  the 
banks  may  mean  that  they  obtain  credit  at  a higher  rate. 
Or  do  you  feel  that  the  people  who  are  trying  to  obtain 
bank  accommodation  represent  a separate  market  with  a 

single  source  of  supply  of  capital? ^No ; but,  if  one 

source  of  supply  becomes  more  difficult,  I should  not 
expect  there  to  be  complete  comipensation  elsewhere, 
unless  there  were  something  very  wrong  with  the  control 
mechanism  generally. 

10218.  You  feel  that  there  is  an  imperfeoti-ODi  which 
would  mean  that  some  pe<q>le  would  be  excluded  merely 

because  of  rationing  of  bank  advances? ^AM  these 

things,  as  you  would  agree,  are  matters  of  greater  or  less 
importance.  If  there  were  a tiny  contraction  of  bank 
advances,  I am  not  prepared  to  say  that,  in  an  advancing 
society,  there  would  not  be  adequate  substitutes  available 
elsewhere ; but,  if  the  contraction  were  bigger,  thai  I 
^ould  begin  to  feel  that  the  squeeze  would  nuike  itself 
generally  felt. 

10219.  You  would,  I think,  agree,  if  I understand  the 
drift  of  the  reasoning  rightly,  -that  the  major  impact  of 
credit  restriotion  is  on  the  oomplec  of  interest  rates  rather 
than  avail-ability  as  such.  You  lay  a good  deal  of 
emphasis  on  the  long  term  rate,  for  instance. — Sir  Oliver 
Franks:  I think  that  there  may  be  two  questions  and 
not  one ; one  questi’on  would  be  whether  the  availability 
of  credit  and  the  operations  to  restrict  or  to  expand  it 
were  what  mattered  and  the  rate  of  imterest  could  be  left 
ri^t  out  of  accoimt ; -the  other  would  be  whether  th-e  avail- 
bility  of  credit  and  operations  to  affect  it  were  primary, 
but  the  consequences  of  -those  operations  would  express 
themseiives  in  all  sorts  of  variations  in  rates  of  interest. 
If  I have  understood  it,  what  Professor  Robbins  was 
saying  was  fiiat  the  availability  of  credit,  in  terms  of  the 
or^it  base,  was  primary,  i-Ui  the  sense  that  the  changes 
in  the  rates  -of  interest,  which  undouibtedJy  occur  in  fact, 

are  consequences  of  that  rather  than  primary? That 

ptUs  the  main  point  very  well.  I should  want  to  add  one 
more  sentence,  to  say  'that  in  the  institutional  complications 
of  our  paiticuiar  capi^  mairket  I would  ocpect  some 
things  to  happen  via  changes  in  interest  rates  or  in  con- 
sequence of  changes  in  interest  rates  which  would  not  neces- 
sarily happen  in  a market  ddffereoit^  situated.  _ If  I might 
eoilaTge  on  the  fundamental  attitude  leadS^  to  this 
argument,  although  it  leads  me  into  some  slight  degree 
of  professdonfll  economist  gossip,  I fancy  that  Professor 
C^irnCToss  and  I were  both  brouighit  up  on,  or  at  any  rate 
brought  in  contact  with,  the  general  WicfcseHian  theory 
concerning  the  rate  of  interest  and  the  rate  of  over^ 
expenditure,  There  you  have  a model  where  there  is 
only  one  rate  of  interest  and  a homogeneous  credit  supply. 
In  those  circumstances  it  seems  to  me  to  be  comparatively 


a matter  of  indifference  where  you  start.  You  can  either 
start  with  prices  and  look  at  consequential  variations 
of  amount,  or  you  can  start  with  amount  and  look  at 
consequential  variatious  of  prices.  But  the  real  world 
is  much  more  complicated  than  that.  There  is  not  just  one 
rate  of  interest  but  many ; and  although  there  are,  of 
course,  heterogeneous  elements  within  the  system  of  credit, 
yet,  if  you  start  at  that  end,  it  seems  easier  to  trace  the 
consequential  influences,  than  if  you  begin  with  changes 
in  any  one  interest  rate  and  try  to  follow  that  through. 
That  is  the  reason  for  this,  rather  than  any  pre-supposition 
regarding  policy. 

10220.  Professor  Cairncross:  I think  that  there  are 
policy  consequences  in  what  you  say.  You  are  looking 
to  the  power  of  the  monetary  authorities  over  the  quantity 
of  money  to  work  through  various  ways  to  demand.  But 
one  can  work  bydirectoperation  on  various  rates  of  interest 
and  thus  on  various  elements  of  demand ; it  is  a question 
as  to  how  far  one  should  rely  on  the  short  circuit. 
There  are  various  rates  of  interest  that  are  settled  by 
the  Government  itself ; the  Government  has  a certain 
power  of  manoeuvre  between  maturities  of  different 
lengis  in  the  management  of  debt.  Do  you  regard  that 
as  outwith  the  field  of  monetary  policy,  or  are  you  taking 
these  as  supporting  operations  directed  to  the  same  pur- 
pose?  1 do  not  think  that  they  are  outside  the  field 

of  monetary  policy.  But  I do  hold  that,  if  reliance  is 
placed  upon  devices  and  strategems  of  that  sort  and  it  is 
assumed  that  the  credit  base  can  look  after  itself,  then 
we  are  likely  to  get  into  difficulties.  That  is  an  unequivoc^ 
conclusion  of  my  mode  of  approach,  but  I hope  it  is 
reasonably  non-contentious. 

10221.  May  we  pursue  the  question  the  Chairman  put 
initially  about  the  impact  on  demand  of  changes  in  the 
size  of  the  credit  base?  If  I understand  your  line  of 
thought,  you  are  laying  a good  deal  of  stress  on  the 
normal  reaction,  through  higher  rates  of  interest  on 

investment.  Are  you  thinking  of  anything  else? It 

depends  in  what  sense  you  use  the  term  " investment  ”, 
to  start  with.  Even  if  you  use  it  in  the  most  compre- 
hensive sense,  I can  b^eve  that  there  are  effects  on 
consumption  as  well. 

10222.  On  saving,  in  other  words? Yes,  and  directly 

on  consumption  via  consumers’  credit,  which  is  surely 
rather  important : look  at  the  United  States  of  America. 

10223.  Do  you  think  that  the  response  to  a rise  in  the 
long  term  rates  of  interest  or  to  the  whole  complex  of 
intwest  rates  is  sharp  and  immediate,  or  do  you  think  it 
is  very  gradual  and  limited  in  the  kind  of  economy  we 

are  living  in  today? 1 do  not  think  that  a simple 

answer  is  possible  to  that  question ; it  depends  on  so 
many  other  elements  in  the  total  business  conjuncture. 
It  depends  on  business  expectations,  on  the  trend  of  events 
elsewhere,  on  the  Budget,  and  so  on  and  so  forth.  I 
can  conceive  of  situations  in  which  the  response  would 
be  very  quick ; I can  conceive  of  situations  in  which  the 
response  might  easily  take  months  or  even  years  to  get 
through  to  consumption. 

10224.  One  wants  to  know  whether  a given  change  in 
the  quantity  of  money  or  the  size  of  the  credit  base  has 
any  calculable  effect  on  demand,  or  whether  what  really 
matters  is  the  circumstances  in  which  it  takes  place  and 
■Che  measures  by  which  at  'is  acco-mpan'ied?— — If  you  mean 
■by  “ calculable  ” do- 1 think  ithat,  if  I were  clever  enough, 

I would  'be  able  to  give  you  a sin^e  coefficient  of  reaction, 
of  course  the  answer  is  no. 

10225.  Do  you  think  that  the  effect  of  a change  in  the 
size  of  the  credit  base  alone,  togeflier  with  the  cons^ 
quences  on  interest  rates,  would  be  an  important  ingredi- 
ent in  the  total  impact  on  investment  and  on  demand? 
Do  you  think  that  it  would  be  of  a strength  in  the 
circumstances  in  which  it  was  normally  used  to  give  rise 
to  an  abatement  in  demand  such  as  the  monetary  authori- 
ties might  want? 1 do  not  want  to  be  perverse, 

hut  “ normally  ” presents  me  with  a question  to  which  I 
do  not  want  to  answer  yes  or  no.  The  situation  is  very 
seldom  normal.  In  some  circumstances  I can  conceive 
that  an  increase  of  1 per  cent,  in  the  long  term  rate  of 
interest  would  be  quite  insufficient  to  restrain  undue  ex- 
pansion ; in  other  circumstances  I should  expect  that  it 
would  pull  it  up  sharp.  I do  not  know  which  circum- 
stances you  wish  to  call  normal. 
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monetary  manageraeat,  and  were  ^ven  the  authority  to 
do  its  best  for  the  final  objectives  in  that  field?  Would 
that  lead  to  a healthier  working,  or  is  it  impossible  in 

our  set-up? It  is  easy  to  indulge  in  pipe  dreams  about 

hard  and  fast  limitations  of  functions ; but  J suspect  that 
these  hard  and  fast  limitations  would  always  break  down 
with  changes  of  the  situation.  On  balance  I would  rather 
trust  to  good  sense  and  a more  flexible  relationship. 

10248.  The  significance  of  that,  according  to  your 
experience,  ds  that  the  ©auk  is  somewhat  inhibited  in  the 
work  which  is  in  practice  left  to  it  to  do,  because  it  has 

not  a delimited  sphere  of  its  own  responsibility? What 

I mean  can  be  put  this  way.  Suppose  that  we  reverted 
to  a position  like  that  under  the  old  Bank  Act  of  1844, 
in  which  the  Bank  of  England  had  complete  autonomy 
with  regard  to  a great  many  operations  ; and  then  suppose 
some  fundamental  change  in  the  general  position,  a bad 
slump  for  instance ; if  it  was  felt  that  the  ideas  of 
the  Bank  with  regard  to  the  treatment  of  the  slump 
were  flagrantly  aggravating  the  situation,  I cannot  believe 
that  in  modern  circumstances  there  would  not  be  a pretty 
immediate  change  in  the  law. 

10249.  Do  other  countries  not  succeed  in  running  a 
system  in  which  the  central  bank  has  to  bear  the  possible 

burden  of  that  kind  of  thing  and  gets  way  with  it? 1 

do  not  know  enough  of  what  goes  on  in  all  the  leading 
capitals  of  the  world,  but  I think  that  that  sort  of  structure 
is  often  subject  to  severe  strain ; and  where,  as  in  the 
United  States,  there  is  statutory  delimitation,  there  is  very 
often  a continuous  conspiracy  on  the  part  of  men  of 
good  will  to  get  round  the  statutory  regulations.  In  a 
sense,  a great  deal  of  modern  American  history  can  be 
looked  upon  as  tbe  result  of  that  sort  of  conspiracy ; 
it  is  notorious  in  respect  of  relations  between  the  Federal 
Reserve  System  and  the  Treasury.  There  have  been 
extremely  difficult  situations,  only  circumnavigated  by  an 
immense  amount  of  coming  and  going. 

10250.  Do  you  think  that,  in  itself,  is  a bad  thing? 

is  not  a bad  thing  in.  the  American  context,  because 

it  harmonises  with  their  constitutional  way  of  life,  and 
dooibtib^  they  have  ibecome  acclimatised.  I caniMt  think 
of  a desirable  reproduction  of  similar  institutions  over 
here,  though  I confess  I should  like  to  be  able  to  think 


of  one,  because  I prefer  that  policies  should  proceed 
according  to  rule  rather  than  arbitrary  decision.  But 
the  fact  is  that  we  do  not  know  a lot  about  these 
things ; we  are  floundering  very  much  do  the  dark.  1 
think  that  it  would  be  unwise  to  crystallise  out  pre- 
maturely, even  though  we  may  find  laid  up  in  heaven 
a better  constitution.  But  a freer  interchange  of  ideas, 
and  less  reserve  about  the  problem  is  bound  to  do  good. 

10251.  Would  you  add  to  that  that  the  Treasury  must 
be  able  almost  to  duplicate  the  expertise  which  you  place 
in  the  Bank? ^It  must  be  able  to  stand  up  to  it. 

10252.  Does  not  that  almost  mean  that  it  rnust^  have 

the  same  equipment  in  expertise? No:  duplication  is 

a very  strong  word.  To  duplicate  the  Bank  of  England 
at  the  '^itehall  end  would  be  to  create  a monstrosity. 

10253.  I was  wondering  whether  that  was  not  something 
towards  which  one  was  led  by  the  knowledge  that  you 
put  aU  the  executive  skill  in  this  field  on  one  side  and 

yet  leave  the  other  side  to  control  it? There  is  a large 

expanse  of  territory  intermediate  between  duplication  and 
a situation  in  which  one  over-worked  administrative 
officer  who  has  one  junior  may  have  to  deal  with  the 
massed  resources  of  the  Bank.  But  you  must  realise  that 
I have  not  been  in  this  for  ten  years;  it  may  aU  have 
changed  for  the  better  since  I was  there. 

10254.  Professor  Cairncross:  Would  you  regard  the 

interchange  of  staff  as  practical  or  useful? A very  good 

thing  indeed,  in  itself.  How  practical  it  is  I do  not 
know.  I think  that  some  of  the  trouble,  if  there  be 
trouble,  at  the  Whitehall  end  is  a by-produot  of  the  very 
special  circumstances  of  the  expert  labour  market  since 
the  war.  I remember  that,  when  I was  still  head  of  the 
Economic  Section,  ambitious  plans  were  formed  for  the 
secondment  from  universities  and  elsewhere,  for  periods 
of  five  years  at  a time,  of  expert  economists  and 
statisticians  and  so  forth,  who  would  reinforce  the 
organisation  from  that  end.  It  has  not  been  from  any 
lack  of  willingness  to  carry  out  that  programme  on  the 
part  of  high  officials  from  the  Treasury  that  those  plans 
have  not  been  realised ; it  was  simply  that  the  bodies 
were  not  there.  In  time  to  come  that  may  change. 

Chairman-.  Thank  you  very  much.  Professor  Robbins; 
we  are  very  grateful  to  you. 


[The  witness  withdrew.) 


R.  F.  Harrod,  Esq.,  F.B.A.,  Nuffield  Reader  in  International  Economics,  University  of  Oxford,  called  and  examined. 


10255.  Chairman:  Thank  you  very  much  for  your 
memorandum*,  iMr.  iHaiirod,  an'd  for  the  copies  of  your 
article  The  Role  of  Gold  Today  from  the  South  African 
Journal  of  Economics  and  of  an  article  on  the  same  subject 
for  Optima.^  We  sho-uLd  like  you  to  enlarge  on  some 
aspecfts  of  'the  matters  which  you  have  dealt  with,  which 
seem  to  us  to  need  following  up  for  our  own  purposes. 
The  questions  we  shall  ask  are  not  primarily  critical ; they 
are  primarily  exfiloratory.  1 think  that  it  is  best  to  go 
through  the  questions  in  the  order  in  which  you  deal  with 
them  yourself.  That  brings  us  to  the  part  which  deals 
with  statistics  ffist. — Professor  Ccurncross:  You  lay 
emphasis  in  this  section  on  statistics  that  you  do  not 
feel  are  available  sufficiently  promptly,  or  not  available 
at  all.  It  would  be  useful  to  us  if  you  could  enlarge  on 
this.  First  of  all  there  are  two  sets  of  figures  upon  which 
you  lay  stress,  factory  starts  and  orders  for  machine 
tools.  Do.  you  think  these  are  more  important  than 
figures  of  what  is  happening  currently  to  aggregate  dnvest- 

jnent? Mr.  Harrod:  1 think  the  orders  figures  are 

more  important  than  the  achieved  investment.  It  is  the 
orders  that  reflect  what  is  destined  to  happan.  In  1954 
the  aggregate  of  achieved  investment  went  up  hardly 
at  all ; orders,  however,  went  up  in  a spectacular  manner. 
It  seems  to  me  that  to  know  that  the  orders  were  going 
up  at  ffiat  rate  would  have  been  very  important  in  1954. 
Shortly  afterwards  I had  cause  to  address  a conference 
of  purchasers.  Purchasers  are  people  who  know 
exactly  all  about  delivery  delays,  and  from  all  parts 
of  the  conference  I was  assured  that  the  situation  had 
deteriorated,  right  hack  to  the  situation  as  it  had  been 
in  1950-51,  unlike  tbe  intervening  years  of  1952  and  1953, 
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where  deliveries  had  been  fairly  prompt.  This  was  a 
wide  experience  from  a wide  range  of  pMple,  and  that 
made  me  think  that  something  had  been  seriously  wrong  in 
1954.  So  I think  that  it  would  be  a good  thing  for  us 
to  have  up-to-date  figures  of  orders,  such  as  they  profess 
to  have  in  Germany,  and  that  the  achieved  investment 
figures  should  come  along  much  more  slowly. 

10256.  You  mention  machine  tools  specifically  as  one 

example? 1 mention  those  because  they  provide  us  with 

these  figures  ; they  exist.  But  'there  are  no  proper  global 
figures  that  I know  of. 

10257.  Do  you  not  think  that  ftgxues  such  as  are  now 
being  collected  on  investment  plans  and  intentions  would 
be  more  useful  than  the  figures  of  factory  starts  and 

figures  of  orders  received? ^No,  I think  they  would  be 

of  less  value.  T always  look  at  these  figures  when  the 
^ard  of  Trade  produces  them ; but  I think  that  the 
intention  is  of  less  value  than  the  fact,  just  as  the  factory 
starts  figures  are  much  better  at  giving  an  indication  of 
what  is  going  on  and  what  ds  about  to  happen  than  the 
factory  approval  figures.  People  may  .have  ideas  of  doing 
things,  but  when  one  starts  a thing  it  does-  really  reflect 
the  fact  that  one  has  in  mind  that  one  is  going  to  proceed 
with  it  and  that  the  time  is  ripe  and  good  to  m&e  this 
investment.  And  a lot  more  investment  will  foUow  from 
the  start : that  is  only  a beginning,  which  means  that  we 
may  expect  in  fhe  following  two  years  or  so  a good  deal 
of  investment  of  money.  Plans  are  interesting  up  to  a 
point,  but  they  can  be,  and  are,  revised. 

10258.  Chairman : Have  you  had  any  opportunity  in 
past  years  of  comparing  plans,  as  reflected  in  the  Board 

of  Trade  figures,  with  the  actual  achievements? ^The 

Board  of  Trade  figures  have  only  been  coming  out  for  a 
relatively  short  time. 
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10259.  Has  anybody  had  a chance,  in  any  detailed  way, 
of  comparing  over  a number  of  years  the  plans  of  par- 
ticular industries  or  concerns  with  their  actual  perform- 
ance?  1 do  not  think  so. 

10260.  Professor  Cairncross:  Would  you  agree  that  the 
figures  of  plans  may  give  you  an  earlier  indication  of  a 

certain  trend? 1 am  all  in  favour  of  having  as  many 

figures  of  plans  as  you  can  get,  subject  to  the  bother  of 
putting  people  to  the  trouble  of  filling  up  forms.  But 
an  order  is  something  more  definite  than  a plan,  just  as  a 
start  is  something  more  definite  than  an  approval. 

10261.  You  seem  to  attach  less  importance  to  informa- 
tion about  factory  building,  where  there  is  more  informa- 
tion about  the  value  of  the  work  done  and  the  number  of 
people  employed  on  factory  building,  than  to  the  data 

on  starts? ^Th©  informatioin  is  more  up-to-date  about 

the  value  of  the  work  done,  but  that  value  reflects  the 
decision  taken  when  the  factory  was  started,  so  that 
although  the  reporting  of  the  value  of  the  work  on  a 
factory  is  more  up-to-date,  it  may  not  reflect  so  up-to-date 
a fact.  There  was  a curious  mistake  in  the  ^onomic 
Survey  in  1957 ; it  said,  in  surveying  investment,  that  in 
1956  there  had  been  a shift  of  emphasis  away  from  plant 
and  equipment  on  to  construction,  and  the  authors  of 
the  Survey  seemed  to  imply  that  the  business  world  had 
decided  to  devote  more  to  construction  than  to  plant. 
In  fact  what  had  happened  in  1956  was  simply  that  the 
recession  began  and  fresh  orders  for  plant  were  not  being 
put,  while  the  increase  in  the  work  of  factory  construction 
was  as  a result  of  orders  placed  in  1954  and  1955.  The 
mere  fact  of  a swelling  up  of  construction  in  1956  did  not 
represent  any  increase  of  activity  from  a current  point  of 
view ; one  can  see  that  by  looking  at  the  starts.  The 
swelling  up  in  1956  was  consequential  on  the  high  level 
of  starts  in  1955.  The  plant  and  equipment  which  was 
ordered  in  1955  had,  to  a large  extent,  been  delivered  i 
that  is  why  there  seemed  to  be  less  delivery  of  plant  and 
equipment  in  1956,  because  the  orders  placed  had  been 
met  to  a great  extent,  while  the  factories  which  had 
begun  to  be  built  could  not  be  built  so  quickly. 

It  seems  to  me  that  monetary  policy  is  designed  to 
influence  decisions  ; an  act  of  monetary  policy  taken  today 
is  designed  to  influence  decisions  by  boards  of  directors 
in  the  next  three  months.  Monetary  policy  is  not  designed, 
except  in  very  abnormal  circumstances,  to  alter  decisions 
previously  taken:  for  instance,  to  bring  about  the  cessa- 
tion of  a factory  building  half-way  through.  That  sort  of 
thing  did  happen  after  1929,  but  we  hope  that  monetary 
policy  will  not  be  so  misunderstood  now  that  anyone  will 
actually  want  to  stop  building  their  factories  half  way 
through. 

10262.  The  two  cases  you  have  taken  relate  to  the 
private  sector.  Is  this  deliberate,  or  do  you  fed  that  there 
is  information  in  the  public  sector  which  would  be  of 

equal  importance? 1 would  have  supposed  that  the 

public  sector  was  not  quite  so  much  amenable  to_  the 
influence  of  monetary  policy,  though  we  hope  _ it  is 
amenable  to  the  influence  of  economic  policy ; if  the 
Treasury  takes  a certain  view  about  the  tempo  of  invest- 
ment in  the  public  sector,  we  hope  that  the  public  sector 
responds  to  that  view  in  due  course, 

10263.  From  the  point  of  view  of  changes  in  economic 
policy  it  is  just  as  important  to  know  what  is  to  happen 
with  regard  to  school  buildings  and  power  stations  and 

other  items  of  equipment  of  that  type? ^Defiiutely ; 

and  looking  at  the  figures  for  the  public  sector  I was 
rather  surprised  to  find  that  the  public  sector  had  behaved 
rather  better  over  a period  of  five  years,  than  I had 
feared  at  the  time.  The  public  sector  stepped  up  its 
investment  in  1952-53  when  the  private  sector  was  slack, 
and  in  1954-55  it  has  stepped  down  the  tempo  a little 
generally. 

10264.  What  about  consumers?  In  1956  it  was  the 
consumer  whose  behaviour  was  a little  difficult  to  predwt? 
The  change  in  savings  appears  to  have  been  grea^  than 
any  change  in  investment  in  the  private  sector.  Do  3tou 
feel  that  better  information  could  be  obtained  about  what 
the  buyer  is  doing,  or  intends  to  do?—; — ^We  do  now  have 
information  about  consumer  expenditure ; it  could  be 
more  up-to-date.  The  Americans  generally  seem  to  get 
these  things  out  a montii  or  two  quicker  than  we  do. 
In  the  case  of  the  consumer  one  does  not  perhaps  notice 


so  much  the  division  between  the  decision  to  spend  and 
the  actual  expenditure,  apart  from  some  items  such  as 
housing  starts ; the  consumers’  decision  to  spend  and  the 
expenditure  itself  are  closer  together  than  in  the  case  of 
building  a factory,  in  which  the  expenditure  goes  on  for 
two  or  three  years  afterwards. 

10265.  Some  people  have  suggested  that  we  should  collect 
figures  of  detaUs  of  consumers’  intentions  to  spend.  Would 

you  regard  that  as  important  or  not? 1 would  have 

put  it  as  rather  less  important.  I do  not  know  how  fax 
those  consumer  intentions  in  America  have  been  verified 
in  fact. 

10266.  What  about  savings?  If  in  fact  consumers  give 
signs  in  a given  year  of  stepping  up  savings  pretty  sharply 
and  if  factory  building  has  also  gone  up,  do  you  think 
that  tiiere  is  any  inflationary  effect? — ^Yes,  I would  have 
thought  so.  Again  it  is  a question  of  the  order  of  im- 
portance of  these  things.  I do  not  think  that,  whatever 
consumers  had  thought  they  might  do  with  regard  to 
savings,  it  could  possibly  have  prevented  inflationary  pres- 
sure in  consequence  of  stepping  up  investment  plans  by 
the  order  of  40/50  per  cent.  Even  if  one  got  enough 
people  to  respond  to  questionnaires  about  saving,  they 
could  not  alter  their  saving  habits  as  drastically  as  that. 

10267.  There  are  certain  sectors  which  do  not  quite 
meet  the  ideas  you  have  put  forward:  shipbuilding,  foi 
example,  where  activity  is  not  affected  at  all.  There  have 
been  cases  where  a start  has  been  made  on  a new  ship 
and  the  ship  has  been  left  without  any  further  work  done 
to  it.  I should  imagine  that  very  much  the  same  thing 

might  happen  with  factories? 1 would  have  thought 

it  rather  exceptional  to  start  a factory  and  then  leave 
it.  I dare  say  it  may  happen  sometimes ; but  in  ship- 
building there  is  something  else,  which  I seem  to  remem- 
ber from  wartime  days ; a sort  of  bottleneck.  It  is 
just  not  possible  to  expand  the  pace  of  shipbuilding 
very  rapidly.  We  certairJy  could  not  do  it  in  the  war, 
when  it  was  most  important  to  do  so.  All  one  gets  is 
a pile-up  of  orders,  such  as  one  also  gets  in  industrial 
equipment  but  to  a lesser  degree. 

10268.  Chairman : Does  anybody  know  exactly  what 
a start  is? — Sir  Oliver  Franks:  Would  it  not  be  accept- 
ing a tender? — Mr.  Woodcock:  It  means  an  actual  start 
on  physical  activity:  getting  the  materials  on  to  the  site, 
or  site  clearance.-^AaiVmcn : I raised  that,  because  in 
paragraph  9 your  theme  is  that  the  restrictive  measures 
begun  in  the  second  half  of  1955  appear  to  have  had  a 
quick  effect,  quicker  than  people  realised ; you  suggest 
that  the  fact  that  factory  building  starts  turned  down 
in  the  last  quarter  of  the  year  was  a result  of  the  restrictive 
measures  taken  currentiy  in  the  second  half  of  the 
year.  I find  it  difficult  to  think  that  they  could  reflect 
so  quickly  on  starts.  What  measures  are  you  thinking 
of  here:  the  request  for  the  limitation  of  bank  advances? 

The  limitation  of  bank  advances  in  the  form  of  the 

directions  to  managers,  and  the  actual  reduction  by  The 
banks  in  the  quantity  of  money  available.  This  was 
attended  by  a certain  amount  of  publicity,  and  promi- 
nence was  given  to  it  later  on  by  the  Chancellor's  letter 
and  so  on ; people  knew  that  some  sort  of  credit  squeeze 
was  on,  and  they  would  certainly  have  thought  twice 
if  they  had  a plan  for  starting  on  a new  factory  exten- 
sion in  1955.  If  they  thought  that  it  might  lead  to  stag- 
nation in  their  own  market  at  some  time,  they  would 
decide  that  it  might  be  well  to  postpone  building  for  the 
time  being.  Also  they  may  have  found  difficulties  in 
their  own  liquidity ; they  may  have  had  to  think  about 
some  means  of  improving  it. 

10269.  I was  questioning  the  quickness  of  the  reaction. 
If  we  regard  starts  as  the  beginning  of  some  physical 
activity,  must  they  not  be  the  result  of  some  considerable 

planning  beforehand? ^Yes.  I cannot  be  sure  about 

this,  of  course.  There  may  be  a school  of  thought  which 
says  that  by  the  last  quarter  of  1955  the  boom  had 
already  played  itself  out  to  some  extent,  that  the  Aurious 
plans  put  into  the  last  part  of  1954  and  the  first  part 
of  1955  were  dying  naturally.  I cannot  answer  that, 
but  I have  a feeling  that  the  monetary  policy  con- 
tributed to  that  effect. 

10270.  Professor  Cairncross:  When  building  controls 
were  removed  a great  many  people  were  free  to  build 
factories  who  were  not  free  to  build  them  before,  or 
not  free  to  build  them  in  the  areas  in  which  they  wanted 
to  build  them.  It  is  therefore  likely  that  a great  many 

2X 


30500 

Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


680 


COMMITTEE  ON  THE  WORKING  [OF  THE  MONETARY  SYSTEM 


24  July,  1958] 


Mr.  R.  F.  Harrod,  F.B.A. 


[Continued 


people  came  forward  with  plans  which  were  translated 
into  actual  construction  in  the  early  1950s,  but  that 
this  was  a once  and  for  all  effect  that  might  well  have 
exhausted  itself  towards  the  end  of  1955.  Was  not  con- 
struction actually  higher  in  1956  than  in  1955,  and 
even  in  1957  not  noticeably  lower? — I cannot  deny 
that.  It  may  be,  of  course,  that  the  third  quarter  of 
1955  saw  the  natural  termination  of  the  spurt,  for  the 
reason  which  you  have  given.  On  the  other  hand  I sus- 
pect that  it  is  too  much  of  a coincidence  that  it  should 
happen  in  that  particular  quarter.  Furthermore  we  have 
a supporting  figure  for  machine  tool  orders,  which  had 
not  been  affected  by  the  same  restrictions.  The  fact  that 
they  were  turning  down  so  soon  after  die  start  of  the 
credit  squeeze  suggests  to  me  that  it  was  being  effective, 
though  not  perhaps  as  effective  as  it  might  have  been, 
because  the  initial  downward  movement  was  only 
moderate. 

10271.  Was  it  not  inevitable  ■tbat  starts  should  come 
down  at  some  stage,  because  they  were  so  much  in  excess 

of  the  current  rate  of  oompletions? 1 remember  that 

at  the  time  I was  very  strongly  in  favour  of  a sharper 
credit  stjueeze ; but  when  I discussed  this  with  expansionist 
economists,  if  I may  so  call  them,  they  said ; “ No ; this 
is  the  sort  of  pace  of  investment  ithat  Britain  should  have, 
by  comparison  with  the  United  States  and  with  Germany, 
and  there  is  no  excess  at  present.”  I did  not  take  that 
view;  I believM  that  there  had  been  an  excess,  But  it 
was  strongly  argued  at  the  time  that  the  economy  had 
been  cramps  by  post-war  dillicultics  for  a number  of 
years,  so  that  h had  been  too  low,  and  it  might  be  that 
investment  in  1954-55  was  resuming  what  was  a reasonable 
and  desirable  level. 

10272.  Are  there  any  other  specific  sets  of  figures  that 
you  believe  should  be  collected  regularly?  You  refer  to 
productivity  inside  factories,  for  instance,  in  paragraph  14? 

^Yes.  That  is  no  doubt  a difficult  one  to  get,  but 

it  would  be  very  valuable,  if  it  oould  be  got.  I tried  to 
explain  here  that  there  was  uncerteiinty  when  one  looked 
at  the  scene  in  1956  and  saw  that  the  global  average 
index  of  productivity  was  going  down,  as  it  had  gone  down 
in  1952  when  there  was  a recession.  It  was  said  that 
much  of  this  was  due  to  slack  working  in  motor  car 
factories,  because  it  was  known  that  there  was  a deliberate 
recession  in  motor  cars  due  to  the  releasing  of  steel  for 
other  purposes.  The  question  was  how  far  this  fall  in 
productivity  oould  be  accounted  for  by  a reduction  in 
productivity  in  a restricted  sector,  or  whether  it  was 
much  more  widespread.  I do  not  see  how  we  can  get 
at  that  without  more  information. 

10273.  Mr.  Woodcock-.  Does  not  that  contradict  all 
that  you  say  in  paragraph  12,  where  you  discount  the 

value  of  employment  and  unemployment  figures? 

Perhaps  I over-stated  it ; I did  not  mean  to  discount  that 
sort  of  figure  completely.  I meant  that,  when  there  is 
this  disposition  of  employers  to  be  more  conservative  as 
regards  standing  off  employees  and  also  as  regards  taking 
on  labour,  the  “in  and  out”  of  employment  will  not 
give  the  same  prompt  guidance  as  it  dad  before  the  war. 

10274.  1 agree ; but  it  is  not  always  a question  of  taking 
on  or  of  dispensing  with  labour.  It  may  be  a question 
of  short-time  labour? Exactly. 

10275.  On  a point  of  productivity,  would  you  think 
that  we  might  have  statistics  on  the  doing  away  with 
overtime  and  on  putting  people  off?  There  are  people 
who  may  not  in  all  cases  be  able  to  sign  on  at  the  local 
labour  exchanges,  because  there  are  certain  conditions? 

^Yes.  We  do  have  statistics  of  short-time  labour,  and 

that  is  very  valuable.  Although  the  actual  amount  of 
short-time  is  not  important  in  itself,  there  may  be  factories 
on  disguised  short-time,  in  the  sense  of  work  being  spread 
a little,  in  times  of  relative  slackness.  I have  been  told 
of  cases  where  a certain  amount  of  overtime  pay  has 
been,  so  to  speak,  built  in  to  the  weekly  pay  packet,  and 
employers  are  very  reluctant  to  take  it  away  again ; they 
may  allow  the  work  to  be  so  spread  that  it  goes  further 
than  it  normally  would. 

10276.  But  that  was  not  true  to  the  same  extent  in 

1956  as  it  is  today? ^That  is  .the  year  I stressed  because 

since  then  unemployment  has  b^ome  a little  more 
prominent ; but  in  1956,  although  the  actual  employ- 
ment was  hardly  down  at  all,  there  was  disguised 
UBemployment  or  under-employment  in  the  factories.  The 


precise  ectent  of  that  we  cannot  judge  without  the 
assistance  of  statistics. 

10277.  I think  there  is  more  of  it  today.  There  is  a 
strong  feeling,  from  the  reports  that  we  get,  that  there 
is  very  heavy  unemployment,  in  the  sense  of  short-time 
worWng,  in  some  districts  and  in  some  industries.  Should 
not  those  figures  be  available?— Certainly ; one  would 
hope  to  get  as  full  figures  as  possible  on  all  forms  of 
short-time  work. 

10278.  In  this  respect,  would  you  think  that  some 

industries  are  more  important  than  others? 1 think 

that  one  would  get  it  by  taking  broad  types  of  industries: 
consumer  goods,  capital  goods,  machine  tools,  etc. 

10279.  Steel,  because  there  is  some  concentration  of 
employment  in  steel  in  all  industries? Yes. 

10280.  Professor  Cairncross-.  How  do  you  think  the 
situation  you  have  described  here  would  be  affecled  by 
a change  in  credit  policy?  Is  it  your  contention  that  a 

relaxation  of  credit  policy  would  increase  output? 

We  have  just  had  a relaxation  of  credit  policy.  I hope 
it  may;  I do  not  feel  optimistic  about  it,  but  it  might  do. 

10281.  Supposing  that  in  1957  credit  policy  had  been 
relaxed,  would  you  have  expected  to  see,  as  a result  of 
that  and  not  as  contingent  on  any  other  action,  an  increase 

in  output? Yes.  The  further  an  economy  gets  into 

the  recession  probably  the  less  efficient  credit  policy  is 
in  giving  a quick  result.  There  was  probably  more 
elasticity  in  1957  than  there  is  now,  because  the  recession 
has  receded  further  and  wo  have  on  top  of  it  the  world 
recession ; so  I think  these  relaxations  are  absolutely  right 
now.  It  is  rather  a background  measure,  and  more 
positive  measures  are  required  to  do  what  is  needed. 

10282.  How  do  you  see  a relaxation  in  credit  policy 
reacting  on  industrial  output  in  a position  in  which  the 
capital  goods  industries  are  already  pretty  fully  occupied? 

1 do  not  know  that  they  are  fully  occupied  now. 

The  mechanics  of  it  are  that,  if  any  firm’s  plans  are  being 
held  back  for  lack  of  liquidity  or  lack  of  finance,  such 
firms  may.  in  the  new  environment,  no  longer  be  held 
back.  The  only  problem  is  how  many  such  firm.s  there 
are  at  this  particular  phase  ; obviously  it  has  a particular 
force  in  one  direction.  1 think  tliere  are  people  who  have 
been  held  back  in  improvements  and  sundry  work  that 
they  can  do  in  their  factory  and  that,  if  there  Is  a chance 
of  getting  finance,  they  will  hold  back  no  longer.  That 
seems  a natural  consequence. 

10283.  Even  though  the  capital  and  building  industries 

were  busier  in  1957  than  ever  before? 1 do  not  know 

that  they  were  busier  than  ever  before.  They  produced 
more,  but  that  does  not  mean  that  they  were  busier.  Their 
own  productive  capacity  was  considerably  expanded  in 
1957.  That  is  why  1 should  like  to  have  these  statistics 
about  productivity  in  the  capital  goods  and  machine  tools 
industries.  It  would  have  done  no  harm  for  some  new 
orders  to  have  come  in  then,  because  though  they  were 
busy  they  were  busy  on  past  years*  orders.  In  connection 
with  monetary  policy,  in  the  sphere  of  capital  goods  as 
opposed  to  consumer  goods,  one  has  all  the  time  to  be 
thinking  a year  or  two  ahead  and  asking:  "Are  the 
orders  currently  being  placed  sufficient  to  keep  the 
economy  active  in  the  next  two  years?”  just  as  in  1954 
we  should  have  been  wondering  whether  the  orders 
currently  being  placed  were  likely  to  cause  inflationary 
pressure  in  the  next  two  years,  as  m fact  they  did. 

10284.  Chairman:  May  we  go  on  to  the  next  section  of 
your  memorandum,  on  the  effective  working  of  credit 
policy?  You  speak  in  paragraph  33  about  the  drift  to 
eqmties.  and  you  imply  that  this  is  not  merely  the  product 
of  inflation,  but  is  due  to  “ deeper  causes  ”.  Would  you 

enlarge  on  that? 1 have  not  got  any  figures,  but  it  is 

well  known  that  the  insurance  companies  had  altered  their 
portfolios  quite  considerably  well  before  1939.  Those 
are  the  big  investors,  but  coming  down  to  humbler  bodies, 
like  colleges  and  pension  funds,  that  drift  was  already 
quite  marked  in  the  1930s.  The  “ deeper  causes  ” I had 
in  mind  were  that  the  status  of  equities  had  been  changing 
over  the  previous  half  century,  and  there  were  far  more 
great  firms  whose  position  was  so  well  assured  that  it 
would  be  extremely  sceptical  not  to  regard  an  investment 
in  them  as  being  as  safe  as  in  gilt-edged.  Tlien  also,  on 
the  side  of  the  investors,  the  typical  case  used  to  be  that 
of  the  widow  who  was  told  by  her  lawyer  to  put  money 
into  Consols  and  similar  investments.  Now  much  private 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


MINUTES  OF  EVIDENCE 


681 


24  July,  1958] 


Mr.  R.  F.  Harrod,  F.BA. 


[Continued 


saving  is  channelled  into  the  insurance  companies  or 
occurs  through  the  building  up  of  pension  funds  and  so 
on,  and  has  therefore  become  institutional  ; it  is  handled 
by  institutions  which  can  spread  the  risk  for  the  small 
people.  Instead  of  the  small  man  having  to  invest  in  gilt- 
edged  he  can  invest  in  an  insurance  company  which  can 
distribute  the  risk.  I am  not  absolutely  denying  the 
" hedge  against  inflation  ” aspect  of  this  ; but  inflation 
started  up  strongly  with  the  war,  and  I think  that  the  main 
movement  anteceded  the  war. 

10285.  Professor  Cairncross:  Would  you  not  recognise 
forces  operating  in  the  other  direction?  The  redistribution 
of  income  must  have  put  money  into  the  hands  of  people 
whose  natural  inclination  is  to  save  money  in  institutions 
which  have  a natural  bias  towards  the  gilt-edged,  although 

it  may  be  weakening? ^As  regards  the  holdings  of 

insurance  companies,  I think  I am  right  in  saying  that 
they  have  a larger  portfolio  of  equities  than  of  gilt-edged. 

10286.  There  has  been  a change,  but  the  change  in 
favour  of  institutions  must  be  a change  of  investors  who 
normally  put  a much  bigger  proportion  of  their  savings 

into  gilt-edged? You  mean  that,  given  a more  equal 

distribution  of  income,  if  these  people  had  not  been  doing 
their  investing  mainly  through  institutional  channels,  then 
it  might  have  helped  gilt-edged? 

10287.  Chairman:  These  very  large  investors,  the 
insurance  companies  and  the  pension  funds  and  so  on, 
have  to  consider  their  obligations  in  terms  of  money  ; 

I should  have  thought,  therefore,  tliat  it  would  be  natural 
for  them  to  distribute  their  assets  in  terms  of  securities 
with  fixed  interest  and  fixed  redemption  rates,  because 
that  would  be  a natural  way  of  meeting  the  monetary 
obligations  which  they  exist  to  fulfil.  I should  have 
thought  that  a great  increase  in  that  type  of  investor 
meant  a great  increase  in  the  appetite  for  gilt-edged,  com- 
pared with  what  it  has  been  in  the  past? 1 accept  the 

argument,  but  my  own  doubt  was  on  the  facts. 

10288.  I was  not  disputing  that  ; but  does  that  not 

introduce  the  question  of  the  effect  of  inflation? ^The 

question  so  far  as  inflation  is  concerned  is  one  of  date. 
My  understanding  of  it,  to  begin  with  the  insura.nce 
companies  as  the  biggest  of  all,  is  that  they  went  into 
equities  and  had  a fairly  even  balance  between  equities 
and  gilt-edged  prior  to  the  war,  that  during  the  war,  for 
patriotic  reasons,  they  loaded  themselves  very  heavily 
with  Government  stock,  so  that  the  distribution  of  assets 
in  their  portfolios  went  back  to  something  more  like  an 
earlier  date,  and  that  since  the  war  they  have  been 
gradually  working  back  towards  their  pre-war  distribution. 
That  puts  the  change  of  distribution  definitely  pre-WM 
rather  than  post-war,  and  therefore  it  seems  to  me  that  it 
cannot  be  regarded  as  primarily  a hedge  against  inflation. 

1 0289.  Sir  John  Woods : It  is  no  doubt  true  that  equities 
became  more  popular  before  the  war  with  all  sorts  of 
investors ; nevertheless  that  was  not  being  done  at  that 
time  by  anything  approaching  a flight  from  gilt-edged, 
whereas  in  recent  years  it  seems  to  me  that  there  has 
been  something  like  a flight  from  gilt-edged.  Must  one 
not  attribute  the  flight  to  some  inflationary  force?  Or 
would  you  not  agree  that  there  has  been  a flight  from 

gilt-edged? 1 should  not  have  put  it  quite  as  strongly 

as  that.  The  quantity  of  gilt-edged  has  gone  up  con- 
siderably since  the  war  and  it  is  all  being  held  by  someone, 
and  although  there  are  a few  shares  which  yield  less  than 
gilt-edged,  on  the  whole  the  yield  on  gilt-edged  is  lower 
than  on  industrial  shares.  I am  not  talking  about  par- 
ticular months  when  some  unfortunate  incident 
occurred  and  there  has  been  a bit  of  a flight,  but  on  the 
broad  front  over  the  last  ten  years  I think  the  word 
" flight  ” is  too  strong. 

10290.  In  a general  way  I should  have  thought  that 
there  had  been  a marked  increase  in  distrust  of  gilt-edged? 

do  not  want  to  challenge  the  view  that  the  fear  of 

inflation  has  played  a part  in  the  process ; I would  only 
say  it  is  not  the  sole  cause  of  this  change,  There  were 
other  causes  operating  before  the  war,  and  this  has  come 
along  to  increase  the  desire  to  move  out  of  gilt-edged. 

10291  Professor  Cairncross:  In  order  to  deal  with  the 
situation  that  has  been  created  in  the  gilt-edged  m^ket, 
you  would  like  action  to  be  taken  in  ^o  directions: 
(1)  to  improve  the  bargaining  position  of  flie  Government 
and  reduce  its  need  to  be  in  a borrowing  position,  and 


(2)  to  change  the  status  of  the  obligations  of  the  nation- 
alised industries.  If  it  were  not  for  the  considerations 
of  monetary  policy  that  we  are  discussing,  would  there  be 
anything  improper  in  the  Government  raising  money  in 
the  gilt-edged  market  in  order  to  finance  the  nationaused 

industries? My  argument  is  on  monetary  policy,  but 

I have  a feeling  that  it  is  undesirable  in  a more  general 
way,  from  the  point  of  view  of  prestige,  for  the  British 
Government,  at  the  centre  of  the  sterung  area,  to  be  a 
borrower  all  the  time.  It  is  not  only  a question  of  the 
difficulty  that  this  borrowing  raises  for  the  pursuance  of  a 
credit  policy ; I dislike  the  British  Government  being_  a 
borrower.  I think  that  it  is  bad  for  the  general  financial 
repute  of  the  country  in  the  financial  world  as  a whole. 

10292.  In  spite  of  the  fact  that  the  Government  is 
financing  nearly  half  the  total  investment  of  the  country? 

1 am  not  saying  that  it  is  not  making  good  use  of 

the  money  which  it  borrows  ; I am  merely  saying  tiiat  it 
would  strengthen  prestige  if  people  did  not  see  the  British 
Government  borrowing. 

10293.  Suppose  that  this  was  carried  to  the  point  that 
the  Government  was  responsible  for  three-quarters  of  the 
total  investment  in  this  country ; would  you  still  say  tibat 

the  whole  of  that  should  depend  on  current  financing? 

As  one  departed  further  and  further  from  a free  enterprise 
system  one  would  have  to  think  in  qtiite  different  terms 
of  the  whole  banking  and  monetary  system.  Taking  it  to 
the  other  extreme,  one  would  have  to  think  in  terms  of 
what  is  done  in  Russia.  I am  not  an  expert  on  that,  but 
I have  no  doubt  that  the  considerations  would  be  quite 
different  where  almost  the  whole  of  investment  was  pub- 
licly provided.  I am  assuming  a banking  and  monetary 
system  within  the  framework  of  a still  predominantly  free 
enterprise.  The  nationalised  industries  are  not  half  of 
industry,  but  they  seem  to  account  for  almost  half  of  the 
capital  requirements  of  industry. 

10294.  It  was  that  point  I had  in  mind.  If  the  Govern- 
ment still  further  increased  its  responsibilities  for  invest- 
ment, would  you  still  hold  to  the  view  that  it  reflected  ill 
on  the  Government  if  it  had  to  borrow  for  these  capital 

requirements? Yes.  I think  it  gives  to  others  a sense 

of  wetness  in  the  Government  all  the  time,  and  a 
feeling  that  something  terrible  would  happen  if  the  Gov- 
ernment did  not  succeed  in  finding  all  this  money  each 
year. 

10295.  Chairman:  I see  the  point  about  the  Govern- 
ment looking  needy  in  these  circumstances,  but  the  alter- 
native is  either  that  the  taxpayer  provides  all  the  funds 
for  this  large-scale  investment,  or  that  the  consumer  of 
the  products  of  the  nationalised  industry,  out  of  his 
current  pocket,  provides  the  funds.  Are  not  those  two 
very  heavy  assumptions? — Mr.  Woodcock:  And  is 

there  not  the  further  possibility  that  in  some  cases  the 
service  would  just  wither? 1 hope  that  would  not  hap- 

pen. If  we  had  a very  stern  Chancellor  of  the  Exchequer 
finding  the  money,  because  he  had  to  find  it  we  might  get 
less  spent  on  a nationalised  industry  than  what  ought  to 
be  spent ; there  is  that  side  as  well  as  the  other  side. 

10296.  That  is  a ve^  important  point.  I was  thinking 
of  a third  consideration:  ffiat  in  some  cases,  thinking 
of  the  Chancellor  as  being  neutral,  there  would  be  the 
question  whether  to  retain,  say,  the  railway's  as  a service 

or  as  an  economic  unit? ^That  opens  wider  questions  ; 

but  it  would  not  be  so  very  special  for  the  consumer 
to  pay  for  capital  requirements.  After  all  in  a great 
deal  of  private  enterprise  the  capital  requirements  of 
the  companies  have  been  found  by  auto-finance,  which 
means  that  the  consumers  of  the  product  have  paid  for 
it  in  the  selling  price,  a sufibcient  profit  being  included 
to  allow  for  something  to  be  ploughed  back  into  the 
business  and  used  for  its  own  expansion.  A great  deal 
of  British  industry  has  been  financed  in  that  way.  One 
would  only  be  putting  nationalised  industries  on  the 
same  footing,  but  of  course  tiiey  would  have  to  be 
allowed  to  charge  more  remunerative  pnees. 

10297.  Mr.  Jones : Would  it  not  be  difficult  to  secure 
the  capitalisation  required,  for  inst^ce  in  coalmining, 
at  the  stage  where  we  are  now,  with  30  million  tons 
of  coal  in  stock,  particularly  having  regard  to  the  com- 
petition of  other  primary  means  of  fuel,  and  to  the  fact 
that  during  the  last  ten  years  coal  sold  at  a premium  and 
substantial  capital  could  have  been  found  for  the  coal- 
mining industry?  Would  it  not  be  more  difficult  to  carry 
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out  your  policy  now  than  it  would  have  been,  say,  in 

1947? 1 think  in  that  case  it  is  true.  I was  always 

in  favour  of  more  expensive  coal  in  the  last  ten  years. 

I think  the  case  for  cheap  coal  is  greatly  exaggerated  as 
regards  out  overseas  competitiveness.  If  we  had  a better 
price  for  coal  we  would  have  the  best  possible  incentive 
for  people  to  adopt  fuel  economy  more  instead  of  squan- 
dering their  coal ; but  I agree  that  that  not  having 
happened  makes  the  situation  more  difficult  now. 

10298.  And  you  have  to  take  into  account  what  other 
governments  are  doing  in  these  fields.  For  instance,  we 
were  selling  coal  abroad  at  £2  a ton  more  than  it  was 
selling  at  home,  and  Germany  and  Belgium  were  sub- 
stantially finding  means  to  run  the  industry  in  their 
countries.  Have  you  not  got  to  take  that  into  account 

in  formulating  your  investment? ^No  ; if  the  coal 

industry  is  a monopoly,  so  far  as  the  home  market  is 
concerned,  they  can  get  what  price  they  ask.  If  they 
said:  “We  must  charge  enough  to  cover  the  cost  of 
mechanisation  ”,  they  could  get  it. 

10299.  But  hardly  a monopoly  in  the  present  setting, 

where  the  Minister  has  the  last  word  on  price? 1 

agree,  The  Minister  would  have  to  agree  with  the  prin- 
ciple, and  to  agree  a price  also  which  allowed  that  to 
happen. 

10300.  You  would  have  to  have  a commercial  basis 
to  work  out  the  level  of  price  that  they  were  capable 
of  finding? ^I  think  so. 

10301.  Do  you  think  that  in  the  present  situation, 
if  coalmining  wanted  £500  millions  of  new  capital,  we 
should  be  likely  to  get  it  without  Government  guarantee? 

^No  ; what  I meant  by  a commercial  basis  was  that 

they  should  be  left  to  make  a price  policy  which  gave 
them  the  funds  they  require  in  order  to  plough  back 
and  mechanise.  I do  not  tihink  that  the  nationalised 
industries  can  raise  the  capital  they  require  by  capitalis- 
tic methods,  by  offering  stock  in  the  market,  unless  it  has 
a Treasury  guarantee. 

10302.  Must  not  the  question  of  adequate  capitalisa- 
tion with  regard  to  efficiency  be  one  of  the  bases  for 
nationalising  an  industry? ^Yes. 

10303.  For  that  reason  does  it  not  become  a definite 
responsibility  upon  the  part  of  the  central  government 

to  ensure  that  that  capital  is  made  available? ^There 

will  always  be  exceptional  cases,  where  some  pardculai 
work  may  be  regarded  as  basically  a social  service  rathef 
than  an  economic  need,  or  as  I have  said,  in  this  note, 
where  it  is  a case  of  asking  a nationalised  industry  to 
speed  up  its  capitalisation ; but  otherwise  I do  not  see 
why  any  Board  should  not  be  told  that  tmder  a long- 
range  planning  policy  it  would  normally  be  expected  to 

{Adjourned  i 
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show  a suflScient  surplus  to  finance  its  own  capital 
development. 

10304.  You  say  “ normally  ”,  and  in  some  paragraphs 
here  you  refer  to  “ the  main  part  ”.  Are  you  meaning 
that  die  rest  should  be  financed  from  capital,  or  are  you 

looking  to  additional  sources? 1 was  thinking  that, 

if  the  Government  asked  a nationalised  industry  to  ex- 
pedite its  plans  and  the  industry  said : “ We  cannot  do 
so  because  we  have  not  collected  enough  money  ”,  then 
the  Government  could  make  a loan  in  those  circum- 
stances. 

10305.  Might  they  not  go  to  the  market  for  some  of 

their  capital? ^They  might  go  to  the  market  for  a little 

capital,  provided  it  was  not  on  Treasury  guarantee ; but 
that  might  be  regarded  as  de-nationalising.  I can  see 
that  politically  it  might  be  said,  though  I do  not  think 
that  It  is  quite  fair  to  say,  that,  if  you  issue  equity  shares 
in  the  nationalised  industries  you  are  handing  them  liack 
to  the  capitalist  owners,  even  though  the  owners  were  in 
fact  merdy  a well-distributed  class  of  shareholders  and 
no  power  would  be  attached  to  the  shares. 

10306.  It  is  your  view  that  some  stock  could  be  raised 

without  Treasury  guarantee? 1 think  so  ; a reasonable 

amount  could  be  raised. 

10307.  In  the  present  situation,  with  the  present  amount 
of  stocks  and  the  tremendous  amount  of  competition, 
and  having  regard  to  declining  demand,  would  you  be 
prepared  to  advocate  for  that  purpose  an  increase  in 

the  price  of  coal? 1 think  so.  I would  not  like  to 

say  that  this  could  happen  in  the  next  six  or  twelve  months. 
I do  not  know  how  deep  the  recession  is  going  to  be.  It 
may  be  that,  as  you  say,  this  is  not  the  moment  at  which 
to  do  it.  I take  it  that  the  broad  trend  of  the  coal- 
mining industry  will  be  to  shrink  somewhat. 

10308,  Yes,  but  the  industry’s  responsibilities  In  Ger- 
many and  in  Belgium  have  been  met  by  the  Government, 
and  in  the  face  of  that  Britain  has  been  in  a position  to 
send  coal  cheaper  to  those  countries  than  they  have  been 
able  to  produce  it  there,  and  at  a premium  on  the  internal 
prices.  Now  we  have  come  to  the  end  of  that  situation ; 
indeed  we  were  never  able  to  operate  it  What  would 
be  the  effect  if  we  increased  prices  now?  Would  it 
not  result  in  an  increase  in  the  cost  of  living,  in  this 
country  at  any  rate?  Would  you  be  prepared  to  risk 

that? 1 would  be  prepared  to  risk  it,  and  I think  the 

time  to  risk  it  is  sometime  during  this  recession,  having 
regard  to  the  falling  prices  of  materials  all  round.  A 
certain  increase  in  the  price  of  coal  would  be  offset  by 
that ; we  could  carry  an  increase  in  the  price  of  co^  at 
the  present  time  without  doing  any  great  harm.  Of 
course,  I am  not  an  expert  on  this. 

inlil  2.15  p.m.) 

B.A.,  further  examined. 


10309.  Chairman : I should  like  you  to  enlarge  a little 
on  a phrase  you  have  used : “ the  diffused  difficulty  of 
borrowing”,  which  is  what  you  regard  as  the  inherent 
result  of  a credit  squeeze  in  the  old  sense.  Is  it  that 
there  is  a shrinkage  of  the  credit  base,  which  results  in 

a certain  displacement  of  the  facilities  of  borrowing? 

Mr.  Harrod:  Yes.  There  is  actually  less  money  available. 

10310.  Is  it  your  view  that  that  in  itself  has  a certain 
economic  effect  in  the  sense  that  it  restricts  demand,  or 
that  it  expresses  itself  in  interest  rates,  and  in  the  effect 

of  interest  rates  upon  intending  borrowers? 1 think 

it  has  a direct  effect  in  restricting  demand  both  for  stocks 
and  even  for  fixed  capital.  On  the  question  of  displace- 
ment of  credit,  people  tend  to  insist  on  prompter  pay- 
ment ; they  will  not  allow  accounts  to  stand.  One  firm 
has  to  make  a prompter  payment  and  insists  on  its 
customer  making  a prompter  payment,  or  tells  him  in 
advance  that  it  cannot  give  him  the  credit  which  it  might 
otherwise  do,  so  that  everybody  will  be  less  inclined  to 
spend  unnecessary  money  on  stocks,  and  may  even  be 
in  a position  in  which  they  cannot  spend  money  on 
fixed  capital.  They  will  also  sell  portfolio  securities,  in 
order  to  maintain  their  liquidity  under  pressure.  This 
be  a net  extra  sale  on  the  Stock  Exchange. 

10311.  If  they  can  make  good  their  needs  for  liquidity 
by  selldag,  the  liquidity  lost  by  the  shrinking  of  the  credit 


base  is  replaced,  but  the  rate  of  interest  may  be  affected 
if  the  volume  of  sales  is  exceptional,  so  that  it  expresses 

itself  in  the  rate  of  interest? 1 think  it  does  express 

itself  in  the  rate  of  interest ; but  if  there  is  an  absolute 
shrinkage  in  the  amount  of  bank  balances  in  the  system 
and  somebody  replenishes  his  liquid  position,  somebody 
else  must  go  short.  It  must  be  diffused  throughout  the 
system. 

10312,  Does  it  follow  that  the  man  who  goes  short  is  a 
likely  spender,  compared  with  the  man  who  wants  to 

maintain  his  liquidity? ^Not  all  individuals  would  be 

affected  by  the  squeeze,  but  I suggest  ffiat  there  would 
be  a lot  of  people  who  would  be  less  comfortable  than 
usual.  When  they  do  the  finance  side  of  their  budget 
they  will  say : “ Where  is  the  cash  coming  from?  We 

are  no  longer  getting  credit  on  the  one  hand,  and  we 
find  that  payments  are  in  arrear  on  the  other  hand 
A fihance  committee  looking  at  it  for  the  purpose  of 
liquidity  says : “ We  do  not  see  where  the  money  is 

coming  from ; shall  we  try  an  issue,  or  go  to  the  bank?” 
The  bank  will  say : “ No  ” ; then  they  say : “ We  had 
better  defer  doing  this  ”. 

10313.  Professor  Cairncross:  You  have  agreed  that, 
if  there  is  an  expectation  of  rising  prices,  this  may  not 
take  much  effect? ^If  there  is  inflationaiy  pressure, 
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the  credit  squeeze  will  not  necessarily  completely  over- 
come it ; if  peopie  have  rising  prices,  long  order  books 
and  expectation  of  good  profit,  they  will  no  doubt  fed 
the  means  of  carrying  on  with  their  project.  It  will  only 
be  the  marginal  people ; we  do  not  expect  file  credit 
squeeze  to  affect  everybody,  but  to  affect  a sufficient 
number  of  people  to  restrict  the  number  of  orders  placed. 


old  sense? ^It  is  difficult  to  measure,  because  there 

is  always  a seasonal  reduction  in  the  early  part  of  the 
year ; but  it  does  seem  that  the  Bank  of  England  in  the 
early  part  of  1955  was  operating  in  that  sense  and  the 
banks  reacted  by  selling  their  Sorter-dated  gilt-edged  ; 
so  there  was  quite  a reduction  in  the  total  amount  of 
accommodation  given  by  the  banks. 


10314.  Chairman:  The  squeeze  of  the  credit  base  is 
directed  at  the  banks ; the  banks  are  the  subject  of  the 
operation? In  the  first  instance,  yes. 

10315.  That  means  that  you  are  trying  to  reduce  the 
volume  of  bank  advances,  so  far  as  they  are  not  protected 

by  sales  of  investments? In  the  first  instance.  In  the 

old  days  the  banks  reduced  their  holding  of  bills  or 
called  in  money  lent  to  the  discount  market  for  the  holding 
of  bills,  and  the  reduction  of  lending  was  rather  a reduction 
at  the  expense  of  the  foreign  borrower.  As  the  rate  of 
interest  went  up  in  London,  the  flow  of  bills  for  discount 
in  London  was  reduced.  Tliat  was  when  the  main  medium 
of  the  discount  market  was  financing  international  tr^e. 
Now  the  market  is  transformed  and  the  major  medium 
is  undoubtedly  ffie  Treasury  Bill ; the  international  bills 
play  quite  a secondary  part.  \Nffien  the  depMit  b^ks 
are  squeezed,  instead  of  their  leconstituting  their  position 
by  lending  less  on  account  of  foreign  trade,  they  have  to 
try  and  reconstitute  by  lending  less  to  the  Government  on 
short  term. 


10316.  And  if  you  take  Government  expenditure  and 
its  necessity  of  borrowing  as  fixed?—; — If  the  Government 
has  got  to  borrow  a certain  definite  amount  on  short 
term,  the  discount  market  puts  up  the  rate ; this  may 
attract  some  outside  bidders,  but  not  enough  outside 
bidders,  and  they  still  get  a certain  quantity  of  bills 
assigned  to  them.  If  the  amount  assigned  to  them 
exceeds  the  cash  provided  for  them,  the  Bank  of 
England  has  to  help  them  out ; if  the  Bank  refused  to 
help  them  out  for  weeks  or  even  months  on  end,  then 
the  discount  market  might  say:  “We  cannot  take  the 
whole  offer  of  bills  because  we  are  being  put  m an 
impossible  position  ”.  So  the  Bank  will  be  driven  to  help 
them  out  at  a lower  rate  of  interest  than  the  Bank  Rate. 
Then  the  Bank  of  England  will  naturally  say : “ The  whole 
operation  seems  rather  futile ; if  we  are  going  to  conduct 
open  market  operations,  squeeze  the  deposit  banks,  and 
then  the  discount  market  oomes  back  to  us^  and  mak^ 
an  unshakable  case  for  having  accommodation  grant^, 
we  have  undone  what  we  did  in  the  first  instance  . So 
the  open  market  operations  seem  to  be  hamstrung.  The 
banks  might  draw  m their  horns  in  other  directions.  That 
is  what  they  did  in  the  earlier  part  of  1955 ; the  banks 
sold  such  of  their  investments  as  had  a reasonably  short 
date  so  that  they  did  not  make  too  big  a capital  loss, 
When  they  have  disposed  of  as  many  of  their  inv^tm^ents 
as  it  seems  reasonable  to  do,  at  a minimal  capital  loss, 
they  say ; “ We  cannot  go  on  with  that  any  more ; now 
we  must  begin  restricting  advances  because  they  cranot 
restrict  in  the  most  natural  way,  namely  .through  the  short- 
term market,  fliey  are  driven  to  restrict  advances.  In 
1955  the  banks  were  in  a position  do  which  they  reahsed 
•that  in  order  to  reconstitute  th«r  posibon  they  would 
have  to  restrict  advances,  and  before  the  _ Chancellor  s 
letter  in  July  they  published  a letter  in  The  Times  warning 
people  that  they  were  going  to  restrict  advances.  the 
same  they  were  endeavouring  to  restrict  loans  to  the 
money  market,  and  the  Bank  of  England  was  ^all  the  time 
helping  ffie  market;  prior  to  the  Chancellors  letter  the 
Batik  of  England  could  not  aotna^  make  them  reduce 
advances  by  a sufficient  amount.  The  Bai±  of  England, 
perceiving  that  its  first  impact  was  on  the  discount  market, 
felt  itself  unable  to  carry  through  open  market  operations 
on  tfe  scale  desired,  because  it  found  that,  as  soon  as 
it  tried  to  do  that,  the  discount  market  came  back  to 
the  back  door,  and  they  had  to  re-lend  the  same  amount 
by  a different  channel.  They  were  so  impeded  in  their 
open  market  operations  that,  though  it 
banks  were  finally  going  to  reduce  advances,  the  Cfen- 
cellor  thought  that  this  must  te  S 

his  letter  to  the  Governor  of  the  Bank  of 
ask  for  a speedier  restriction  of  advances  as  the  omy 
method  of  reducing  the  quantity  of  money  cjicnlatmg 
in  the  economy. 

10317.  There  was  a shrinkage 
early  months  of  1955;  in  your  view  what  ^[0“^  ^ 
about?  The  operations  of  the  Bank  of  England  in  the 


10318.  Does  anybody  know  who  were  the  people  who 

took  over  the  securities  which  the  banks  had  sold? 

I suppose  that  they  were  taken  up  into  the  general  market, 
Prices  went  down,  and  yields  increased  ; people  who  were 
interested  in  short-dated  stock  no  doubt  took  them  up. 


10319.  Professor  Cairncross:  How  do  yon  view  the 
degree  of  perfection  of  the  market  here?  If  the  money 
supply  is  not  affected  but  the  banks  are  constrained  to 
reduce  their  advances,  would  you  expect  industrial 
borrowers  to  be  seriously  embarrassed,  or  would  you  think 

they  could  normally  hope  to  obtain  funds  elsewhere? 

Different  firms  have  different  ways  of  financing  themselves. 
Quite  a large  number  of  firms  regularly  finance  themselves 
by  their  overdraft ; others  do  not.  People  who  would  nor- 
mally expect  to  feance  certain  things  by  overdraft  will  be 
unable  to  do  so.  Being  deprived  of  their  overdraft  faci- 
lities, they  may  sell  some  securities,  which  makes  the 
market  a little  stickier,  and  makes  it  difficult  for  offier 
people  to  make  new  issues. 


10320.  Stickier  than  it  would  be  if  the  money  supply 

were  contracted? ^The  money  supply  will  have  been 

contracted  by  the  reduction  of  advances.  The  reduction 
of  advances  is  one  way  by  which  the  money  supply  is 
contracted.  The  old  traditional  method  of  contracting 
the  money  supply  was  by  a reduction  of  loans  by  the 
deposit  banks  to  the  discount  market.  If  that  is  partly 
blocked,  the  Bank  of  England  cannot  compel  the  deposit 
banks  to  make  the  discount  market  short  of  funds.  The 
deposit  banks  may  reduce  other  lines  of  assets  ; they  may 
reduce  investments  or  advances,  and  reducing  advance 
does  curtail  the  money  supply  and  does  have  an  overall 
effect  on  the  economy,  There  wifl  be  an  overall  reduction 
in  the  quantity  of  money.  My  main  contention  is  that 
doing  it  in  the  first  instance  or  chiefly  by  copttacting  bank 
advances  is  less  satisfactory  than  doing  it  in  the  first 
instance  and  chiefly  through  the  short  loan  market.  Both 
will  cause  a reduction  in  the  quantity  of  money.  If  you 
look  up  the  statistics  of  the  total  quantity  of  deposits 
held  by  people  in  the  country  you  will  find  that  they  have 
gone  down,  whether  the  reduction  has  been  through  a 
reduction  of  advances  or  through  a reduction  of  call 
money. 


10321.  When  one  brings  in  funding,  the  issue  may  be 
vhether  the  monetary  authorities  through  the  centr^ 
lank  sell  long-dated  securities  or  whether  the  commercial 

>anks  sell? There  is  no  doubt  that  the  credit  squ^e 

tself  makes  funding  by  the  authorities  more  difficult.  The 
deration  of  the  credit  squeeze  tends  towards  a general 
iquidation  of  holdings  of  gilt-edged  stock  and  weakens 
he  eilt-edged  market,  so  that  the  Government  authorities 
Atcnnet..  nf  «tno.fc  held  in  the  denaitments. 


10322.  Your  view  of  the  old-fashioned  credit  squeeM 
was  that  it  reduced  the  amount  of  money  available  for  the 
accommodation  of  people  who  wanted  short-term  loans 
in  the  discount  market,  and  that,  because  the  mam  Msets 
there  were  bUIs  for  financing  trade,  it  redu^ced  the  volume 
of  trade  that  was  being  earned?  Nowadays,  where  ffie 
main  asset  is  the  Treasury  Bdl,  it  does  not  reduce  the 
volume  of  Government  expenditure, _ because  that  has  to 

K maintained? ^Yes.  The  authonties  cannot  make  the 

contraction  that  they  desire  to  make  m the  quanh^  of 
money  that  way.  Suppose  that  ffie  amount  of  money 
available  for  flie  banks  and  tbe  diswunt  houses  to  use 
in  the  market  is  curtailed.  In  the  old  days  they  put  up 
Se  rate  of  interest.  The  bulk  of  the  medium  was  inter- 
national trade  bills,  and  its  supply  was  elastic,  so  that 
Sben  ffie  price  was  put  up  the  bills  went  elsewhere  for 
SSouS  and  the  flow  of  bills  through  London  was 
Sed  The  banks  and  the  discount  houses  between  them 
we«  aWe  to  reduce  the  amount  of  money  they  put  into 
SSffiation,  because  as  the  rate  of  interest  went  up  the 
demand  for  this  money  fell  off.  hi  the  modem  situation, 
where  the  main  medium  is  the  Treasury  Bill,  the  same 
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thing  happens ; they  put  up  the  rate  of  interest  a little. 
But  these  Treasury  Bills  have  got  to  he  carried.  In 
certain  circumstances  the  higher  rate  may  attract  foreign 
holders  into  Treasury  Bills,  but  there  has  to  be  no  fear 
of  devaluation,  and  convertibility.  All  these  things  play 
their  part,  so  there  may  not  be  a strong  effect  in  attracting 
foreign  holdings  of  Treasury  Bills.  So  the  mere  fact  that 
the  rate  of  interest  has  gone  up  may  not  reduce  hy  a 
large  amount  the  amount  of  accommodation  the  discount 
market  has  to  make  to  the  Government,  and  if  it  cannot 
find  the  money,  then  the  Bank  of  England  supplies  it  by 
the  back  door,  and  the  original  open  market  operation  is 
frustrated. 


10323.  In  paragraphs  43  and  44  you  direct  attention  to 
the  possibility  of  separate  operation  on  “ the  diffused 
difficulty  of  borrowing  ” and  on  short-term  rates,  and  you 
visualise  three  distinct  possibilities.  Do  not  these  three 
distinct  possibilities  presume  considerable  imi3erfections 
in  the  markets  for  short-  and  long-dated  securities?  You 
presume  that  people  do  not  move  very  freely  between 

the  short  and  the  long  end  of  the  market? ^That  is 

partly  implied,  but  it  is  not  my  main  point.  My  main 
point  is  that,  if  you  take  the  totality  of  borrowing  and 
lending,  including  trade  credit  and  everything  else,  a large 
part  of  the  total  market  is  imperfect.  There  is  an 
enormous  quantity  of  borrowing  and  lending  going  on, 
of  which  a part  flows  through  perfect  markets,  The 
Treasury  Bill  market  may  be  called  a perfect  market ; 
so  may  the  gilt-edged  section  of  the  Stock  Exchange, 
though  even  that  is  not  quite  perfect,  because  the  banks 
find  that,  when  they  want  to  unload  a substantial  quantity 
of  gilt-edged  securities,  they  just  cannot  unload  all  that 
amount  at  a given  price.  Still,  we  may  regard  those  two 
markets  as  entirely  perfect.  But  they  only  represent  a 
part  of  the  totality  of  borrowing,  and  much  of  the  other 
borrowing  is  conducted  in  imperfect  markets,  such  as 
trade  credit,  private  lending  and  so  on  ; even  bank 
advances  themselves,  to  some  extent,  are  imperfect.  The 
hank  advance  depends  on  a discussion  ; it  is  not  just  a 
question  of  being  willing  to  pay  the  rate  of  interest 
created  by  supply  and  demand,  There  is  a great  deal  of 
borrowing  and  lending  in  imperfect  markets.  I would 
say  that  the  reduction  in  the  quantity  of  money  makes 
borrowing  difficult  throughout  the  whole  system,  ^^en 
that  happens  one  would  expect,  as  one  symptom  of  this 
difficulty  of  borrowing,  that  the  long  term  rate  of  interest 
and  the  short  term  rate  of  interest  would  rise.  But  I 
contend  that  the  short  term  rate  of  interest,  which  is  so 
much  governed  by  the  supply  and  demand  of  Treasury 
Bills,  will  be  strongly  influenced  simply  by  the  .supply  of 
Treasury  Bills  in  relation  to  demand^  and  may  not  move 
upwards  or  downwards  by  the  same  amount  as  the 
general  difficulty  of  borrowing.  It  might  even  move  in 
file  opposite  direction  from  the  general  difficulty  of 
borrowing  in  certain  circumstances,  because  one  i.s  dealing 
with  a particular  specialised  perfect  market  which  has 
its  own  price  quotation  determined  by  the  supply  and 
demand  of  one  specific  security. 


10324.  I see  the  theory  well  enough  ; I wondered  how 
far  you  had  pushed  any  statistical  verification  of  this.  In 
paragraph  44  you  say:  “Recent  experience  has  suggested 
that  the  Treasury  Bill  rate  has  been  sensitive  to  small 
changes  in  the  ratio  between  the  quantity  of  cash  and 
the  amount  of  tender  Treasury  Bills.  Have  you  investi- 
gated this  to  see  whether  it  is  borne  out  by  the  figures 

in  recent  years? 1 have  been  watching  it  closely  for  the 

last  four  or  five  years,  and  it  has  seemed  to  me  that  there 
has  been  a rather  strong  movement  in  the  rate  in  relation 
to  fairly  small  changes  in  the  quantity  of  discounts  and 
call  money  at  the  banks  on  the  one  side  and  Treasury 
Bills  on  the  other.  I have  not  done  it  in  the  form  of  a 
chart  or  a mathematical  correlation,  but  merely  observa- 
tion. But  I would  say  that  the  general  difficulty  of 
borrowing  does  not  move  in  exact  proportion  to  the 
Treasury  Bill  rate  ; and  I think  that  the  general  difficulty 
of  borrowing  is  much  more  accurately  reflected  in  file 
long  term  rate. 


10325.  I am  not  clear  precisely  what  you  are  meaning 
by  the  quantity  of  cash.  You  used  a phrase  just  now 
which  was  not  what  I expected  ; you  spoke  of  discounts 
and  call  money  ; is  this  what  you  are  thinking  of  as 
quantity  of  cash?  In  paragraph  44  you  talk  about  the 
ratio  between  quantity  of  cash  and  the  amount  of 


Treasury  Bills? ^I  think  I should  have  added  in  para- 

graph 44:  “between  the  quantity  of  cash  available 
directly  or  indirectly  to  the  discount  market.” 

10326.  Including  cash  provided  from  abroad? No. 

10327.  I am  not  sure  of  the  relationship  you  are  trying 

to  make? ^The  relationship  between  the  cash  made 

available  through  the  banking  system  and  the  supply  of 
Treasury  Bills.  A relatively  small  change  on  either  si^ 
will  produce  a change  in  the  Treasury  Bill  rate.  This 
implies  that  the  supply  of  cash  from  abroad  is  fairly 
inelastic.  If  the  supply  of  cash  from  abroad  was  elastic 
to  the  Treasury  Bill  rate,  then  a very  small  change  in  the 
rate  would  bring  in  a lot  of  foreign  cash,  and  the  effect 
of  a small  change  in  the  supply  of  cash  by  our  banks 
would  be  negligible;  but  if  the  foreign  supply  of  cash 
is  not  very  elastic,  then  a relatively  small  change  in  the 
supply  of  cash  by  our  banks,  given  that  the  amount  of 
Treasury  Bills  is  unchanged,  would  produce  a strong  effect 
on  the  rate  of  interest. 

10328.  You  are  excluding  autonomous  changes  in  the 
supply  of  cash  from  abroad  to  the  discount  market,  and 
are  only  therefore  considering  what  the  effect  would  be 
of  an  increase  by  the  banking  system  in  the  release  of 
cash  to  ffie  discount  market,  independent  of  anything 
happening  from  other  sources.  If  I may  then  take  you 
back  to  paragraph  43,  your  first  possibility  is  one  in  which 
you  speak  of  a domestic  credit  squeeze  without  there 
being  any  need  to  attract  international  short  term  capital. 
In  those  circumstances  you  are  thinking  how  to  reduce  the 
quantity  of  money  and  reduce  the  flow  of  tender  Treasury 
Bills  by  the  same  amount.  Would  this  not  postulate  that 
it  was  possible  to  find  another  market  for  those  tender 
Treasury  Bills? It  assumes  a possibility  of  funding. 

10329.  But  is  it  not  just  the  difficulty  of  funding  that 
you  have  been  drawing  attention  to  in  other  parts  of 
your  memorandum  as  making  monetary  policy  awkward 

nowadays? Yea,  and  my  argument  is  that,  if  one 

wanted  to  execute  a delicate  policy  of  the  kind  I am 
here  suggesting,  where  one  could  either  emphasise  the 
change  in  the  rate  of  interest,  while  not  wanting  to  have 
too  much  change  in  the  domestic  difficulty  of  borrowing, 
or  have  a strong  squeeze  internally  but  without  the  rate 
of  interest  going  up,  then  one  must  fir.st  have  overcome 
the  obstacles  that  have  made  funding  so  difficult  in  the 
last  two  or  three  years.  If  we  go  on  with  a system  in 
which  the  Government  is  always  finding  it  extremely 
difficult  to  fund,  then  it  will  not  be  ea.sy  to  work  a system 
of  this  kind.  TTiat  is  why  I want  to  put  the  Government 
Into  a position  in  which  it  does  not  have  to  borrow  so 
much  all  the  time,  I cannot  believe  that  funding  alone 
would  present  an  insuperable  problem  if  the  Government 
was  not  going  to  be  a large  borrower.  When  the  Govern- 
ment broker  has  to  get  the  new  money  into  long  or 
medium-dated  stock,  and  on  top  of  that  to  fund  a nice 
big  block  of  Treasury  Bills,  he  finds  his  task  impossible; 
but  if  the  Government  was  not  a big  borrower,  then, 
although  the  Government  broker  might  have  his  technical 
difficulties  in  certain  periods  of  the  year,  on  the  whole 
I should  say  that  it  would  not  be  difficult  to  fund  such 
quantity  of  Treasury  Bills  as  is  required  for  a credit 
squeeze,  since  he  would  not  also  have  on  his  piate  the 
problem  of  funding  a lot  of  new  money  to  finance  new 
Government  expenditure. 

10330.  You  seem  to  me  to  be  implying  three  things: 
(1)  that  for  this  policy  to  work  there  should  be  a sub- 
stantial outside  market  for  Treasury  Bills,  (2)  that  there 
should  be  a substantial  outside  market  for  gilt-edged,  and 
(3)  that  the  arbitrage  between  the  short  and  the  long 
ends  of  the  market  is  little.  Are  not  those  the  three 

suppositions  of  the  policy  outlined  in  paragraph  43? 

You  have  put  the  third  too  strongly.  There  will  always 
be  some  arbitrage  between  the  long  and  the  short  markets, 
but  it  is  never  complete;  the  long  rate  never  moves  by 
nearly  as  much  as  the  short  rate. 

10331.  That  is  always  true,  and  therefore  any  change 
in  the  short  rate  is  not  likely  to  be  reflected  in  a similar 

change  in  the  long  rate? But  the  authorities  can  direct 

their  policy  deliberately  so  as  to  have  a strong  effect  on 
the  short  rate,  or  a strong  effect  on  both  rates,  or  a 
strong  effect  on  the  long  rate  and  not  on  the  short  rate. 
I do  not  say  that  there  can  be  substantial  rise  in  the  short 
rates  without  some  rise  in  the  long  rates,  or  conversely ; 
but  if  the  difficulty  of  funding  is  not  too  great,  the 
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authorities  can  stress  either  side  of  the  policy  according 
to  the  ’requirements  of  the  situation. 

10332.  Is  there  not  a fourth  assumption  ’there,  about  the 
effects  of  changes  in  the  short  rates  on  the  international 
situation?  Are  you  not  postulating  that  there  is  in  fact 
some  elasticity  in  the  supply  of  credit  cither  to  foreigners 
or  from  foreigners  in  response  to  changes  in  the  short 

rates  of  interest? 1 regret  that  there  is  not  more 

elasiticity.  There  used  to  be  a very  high  elasticity  in  the 
old  days,  but  in  order  to  get  such  elasticity  there  has  to 
be  absolute  confidence  that  there  will  not  be  a devaluation, 
otherwise  changes  in  the  forward  rates  always  exceed  sraali 
differences  in  the  rate  of  interest. 

10333.  But  unless  you  see  some  connection  between  the 
two,  does  this  make  sense?  You  are  dealing  here  with 
the  ancient  difficulty  of  trying  'to  distinguish  between 
impacts  externally  and  impacte  at  home  of  a given  change 
in  monetary  policy,  and  trying  to  have  it  both  ways.  You 
speak  in  this  paragraph,  and  I should  have  thought  you 
were  obliged  to  speak,  of  a high  Treasury  Bill  rate 
attracting  international  capital.  If  it  did  not  attract 
international  capital,  would  there  be  in  fact  any  possibilty 
of  having  it  both  ways? ^No.  If  the  height  of  short- 

term money  rates  in  London  has  no  effect  on  international 
capital  movements,  then  that  side  of  the  story  goes  out ; 
we  need  not  bother  with  it  any  more.  But  my  h’Ope  is 
that  in  the  future,  when  fears  of  devaluation  are  sufficiently 
overcome  (and  I think  they  have  largely  been  overcome 
in  the  last  nine  months),  we  shall  be  able  to  get  back  to 
a greater  elasticity  in  the  response  of  foreign  funds  to  the 
rate  of  interest.  I have  said  that  when  there  is  a fear 
of  devaluation  there  is  no  elasticity,  but  that  may  be  an 
overstatement.  There  may  have  been  some  elasticity  in 
recent  years,  if  only  in  the  sense  that  the  high  rate  has 
been  a factor  preventing  people  withdrawing  funds  from 
London.  Sterling  has  been  in  a parlous  position,  and 
there  have  been  anxieties  about  devaluation ; many  people 
have  been  tempted  to  withdraw  their  funds  from  London 
because  of  fears  of  devaluation.  If  they  entertained 
those  fears  very  seriously,  they  would  not  think  about  any- 
thing else  ; they  would  withdraw.  But  there  are  marginal 
people  who  may  wonder  whether  sterling  is  the  best 
currency  to  hold  their  money  in,  and  it  is  possible 
that  those  people  have  been  attracted  to  hold  on  to  dieir 
sterling  because  of  the  g'ood  rate  of  interest  prevailmg 
in  the  last  year  or  two.  So  it  may  be  ffiat,  though  the 
^ort  term  rate  does  not  operate  in  the  highly  effective 
way  that  it  would  if  diere  was  ’UO  fear  of  devaluation, 
it  may  yet  have  had  some  influence.  I would  not  like 
to  say  that  the  whole  history  of  the  high  Bank  Rate 
in  the  last  two  yeans  or  so  has  had  no  effect  on  the 
foreign  situation  at  all ; I am  sure  that  would  be  an 
ovenstatemeot. 

10334.  Could  we  go  on  to  Section  V?  You  say  dial 
the  normal  long  tenn  interest  rate  in  Britain  ^ould  be 
3 per  oenL  I am  not  clear  from  the  argument  here  why 
you  say  3 pffl"  cent.  Why  not  4 per  cent.,  or  2 pct 
cent.,  or  some  otiier  percentage? It  is  purely  tradi- 

tion^ ; I was  .thinking  of  'the  nineteenth  century. 

10335.  W©  do  not  lend  abroad  now  half  our  savings 

annuall^^ ^Perhaps  I ought  to  have  said  ; “ diould  not 

be  higher  dian  3 per  cent.”  I chose  3 .per  cent,  as  the 
tradition^  figure.  I 'believe  that  we  should  get  back 
to  being  a low  interest  rate  country,  and  I 'thougirt  3 per 
cent,  was  commonly  accepted  as  ’flie  British  rate  of  intere^ 
in  the  nineteen^  oentu^,  though  I have  no  doubt  that  it 
diverged  from  time  to  time. 

10336  You  do  not  foresee  ffiat  there  might  be  a 
shortage  of  capital  at  home  over  a very  long  peric^,  that 
might  make  it  ai^opriate  to  have  higher  rates  of  interest 

than  in  tti©  past? ^I  do  not  think  so.  I think  that 

there  will  'be  every  reason  to  encourage  investment  in  the 
next  ten  or  twenty  years.  I do  not  think  that  we  sh^ 
revert  to  the  sort  erf  mtuation  we  had  after  die  war,  in 
which  there  were  far  more  claims  on  investment  than  we 
could  meet,  and  we  had  to  curb  them,  by  controls  in 
the  early  period  and  by  a higher  interest  rate  later.  With 
a stationary  population  here  it  is  most  unlikely  that  the 
claims  on  investment  arising  in  fhe  ordinary  way  will 
be  very  great ; on  the  contrary  I ^ould  say  that  it 
shotild  be  our  policy  to  encourage  investment.  As  I 
pointed  out,  we  are  encouraging  investment  by  accelerating 
depreciation  ^■owances.  I do  not  know  whether  they 


are  a strong  stimulus,  but  they  may  have  some  force. 
I am  in  favour  of  them,  and  I thmk  that  it  is  absurd 
to  have  accelerated  depreciation  allowances  and  yet  have 
a 'high  rate  of  mlCTest,  in  so  far  as  that  is  meant  to 
discourage  investaient ; and  if  a high  rate  of  interest  djo« 
not  discourage  investment,  I do  not  see  what  it  is  doing, 
except  adding  to  Qie  'burdens  of  the  taxpayer. 


10337.  May  we  then  go  on  to  your  discussion  on  the 
price  of  gold?  You  draw  an  interesting  comparison 
between  what  ■would  happen  if  the  United  States’  quota 
in  'the  International  Monetary  Fund  were  increased,  and 
what  would  hajq>en  if  the  price  of  gold  were  increased, 
and  you  indicate  that  there  is  a disproportimi  between 
these  two  lines  'Of  action.  The  extent  to  which  one  wants 
to  add  to  international  liquidity  depends  a little  on  the 
pattern  of  setflements  ■one  foi'esees ; if  the  pattern  of 
settlements  is  one  in  which  there  is  no  particular  difficulty 
one  way  or  the  other  in  reaching  balance  with  the  United 
States,  the  international  liquidity  required  W'Ould  have  to 
be  such  os  to  all'ow  other  oounteies  to  adjiuft  flieix  daffer- 
enoes  with  each  other.  That  being  so,  is  it  quite  fair  to 
make  a comparison  in  which  an  increase  in  the  I.M.F. 
quota  is  equated  entirely  wi'th  a change  in  gold  or  dollar 
liquidity?  Is  it  only  a change  in  gold  or  dollar  liquidity 
diat  is  useful,  or  may  it  not  'be  necessary  to  provide 
some  form  of  liquidity  that  allows  countries  to  settle 
their  differences  wifii  one  another  in  other  currencies 
or  through  iutemational  drawing?— —The  trouble  about 
the  I.M.F,  is  that  a country  may  draw  other  currencies 
but  it  has  to  repay  in  dollars.  So  the  availability  of 
other  currencies  in  the  International  Monetm'y  Fund  is 
not  re^y  much  increase  of  intCTnational  liquidity. 


10338.  If  drawing  rights  within  the  European  Payments 

Union  were  substantially  increased? ^I  am  2dl  in 

faviouT  of  .that.  I would  not  like  it  to  be  thought  that 
I want  the  price  of  gold  raised  at  the  expense  of  other  . 
contribuitions  to  international  liquidity.  I am  all  in 
favour  of  an  increase  in  liquidity  in  the  International 
Monetary  Fund,  and  I regret  that  ffie  Europe^  Payments 
Union  seems  to  be  moving  in  the  opposite  direotimi, 
tow^s  100  per  cent  gold  settlement.  I fiiought  tiiat  the 
h'rilding  of  E.P.U.  imits  was  in  its  way  a contributioa  to 
the  total  volume  of  international  liquidity.  But  all  feasible 
plans  involve  such  small  sums  compai^  with  what  we 
should  get  by  a change  in  the  price  of  gold.  On  re-reading 
paragraph  69  before  coming  here  this  morning,  I think 
I have  stated  the  matter  too  weakly,  because  I have  only 
referred  to  the  increase  in  the  dollar  value  of  gold  hold- 
ings outside  the  United  States.  I failed  to  say  here, 
though  I have  said  in  the  articles,  copies  of  which  were 
sent  to  you  yesterday,  that  it  is  of  the  greatest  possible 
importance  that  the  gold  holding  of  the  United  States 
itself  should  be  increased  in  value.  The  whole  world 
would  benefit  by  that.  In  the  last  eight  years  the  United 
States,  by  its  military  expenditures,  by  its  aid  and  by 
all  sorts  of  methods  has  allowed  itself  to  have  an  adverse 
overall  balance  of  payments,  the  result  of  which  is 
that  the  dollar  holdings  of  fiie  rest  of  the  world  have 
risen  from  about  $5,OOOnin.  in  1950  to  about  $13,000mn. 
today.  That  has  been  a very  substantial  increase  in 
international  liquidity.  But  the  United  States  have  now 
got  to  a position  in  which  that  simply  will  not  be  allowed 
by  their  own  people  to  go  on  happening.  The  U.S. 
has  by  this  time  given  away  the  whole  of  its  surplus 
gold  ; it  is  now  right  down  to  the  bone.  It  has  $22,000mn. 
of  gold,  against  which  $13,000mn.  should  be  earmarked 
against  its  external  liabilities,  just  as  we  now  have 
£l,100mn.  of  gold,  of  which  £500mn.  should  be  ear- 
marked against  our  external  liabilities,  The  remain- 
ing amount  of  gold  is  just  enough  to  cover  the  25 
per  cent,  that  it  is  a legal  requirement  for  the  Federal 
Reserve  to  hold.  It  used  to  be  said  in  the  old  days  that, 
if  only  the  United  States  would  give  all  their  spare  gold 
to  the  rest  of  the  world,  what  a good  thing  it  would  be. 
Well  they  have  done  it ; if  they  give  any  more  gold  away, 
thev’will  be  eating  down  into  the  reserve  that  is  legally 
required  to  be  held.  They  might  do  tha^  but  they  will 
not  go  on  doing  it  indefinitely.  K ffiey  raise  me  price  of 
gold,  that  enhances  die  value  of  their  owm  gold  holdings  ; 
their  external  liabilities,  instead  of  being  half  of  then 
holdings,  will  at  once  shrink  to  only  a quarter  of  their 
holdings,  and  the  25  per  cent,  cover  requir^  wiU  only 
be  half  as  much  gold  as  it  was  before.  That  would 
release  at  least  $20,000mn.  of  gold.  You  may  say  that 
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the  Uaited  States  so  far  has  shown  no  inhibition  in  lend- 
ing and  making  these  grants,  and  so  on,  but  I am  sure 
that  cannot  go  on.  So  I would  not  put  these  two  things 
as  alternatives : either  the  United  States  can  provide  more 
liquidity  or  it  can  raise  the  dollar  price  of  gold.  It  has 
got  to  raise  the  dollar  price  of  gold  as  a necessary  pre- 
liminary to  increasing  its  advances  on  a really  generous 
scale  to  the  rest  of  the  world.  So  this  increase  in  the  value 
of  the  United  States’  own  stock  of  gold  has  to  be  added  to 
the  $16,000mn.  that  I put  down  here,  because  that  increase 
will  benefit  the  rest  of  the  world. 

10339.  If  you  look  at  the  effect  on  this  country  ol 
increasing  ^e  price  of  gold,  does  it  not  also  mean  that  we 
would  have  to  start  paying  twice  as  much  for  our  imports 
of  gold,  if  the  price  of  gold  is,  say,  doubled? — ^ur 
gold  holding  is  not  very  great  in  relation  to  the  total 
holdings  of  gold  or  in  relation  to  what  we  need ; but 
the  value  of  our  gold  holding  will  at  once  be  doubled ; 
its  power  for  international  settlement  will  at  once  go  up. 
We  would  benefit  from  the  fact  that  the  values  of 
other  countries’  gold  holdings  would  go  up,  so  that  we 
should  be  much  less  vulnerable  as  regards  sterling ; if 
people  are  not  so  short  of  reserves  then  their  require- 
ment to  convert  sterling  into  dollars  will  be  that  much 
less.  We  suffer  because,  if  other  people  run  short  of 
gold  or  dollars,  they  will  convert  their  sterling  into 
dollars  ; or  we  suffer  because  they  impose  import  restric- 
tions on  our  exports  because  they  are  short  of  reserves. 
I am  sure  that  we  should  gain  in  innumerable  ways  if 
the  rest  of  the  world  could  be  restored  to  the  reserve 
position  that  it  had  before  the  wax.  That  cannot  be  done 
by  increasing  the  liquidity  of  international  institutions, 
because  the  feasible  increases  of  liquidity  of  the  Inter- 
national Monetary  Fund  and  so  on  can  be  measured,  I 
would  say,  in  terms  of  billions  of  dollars,  whereas  in 
the  price  of  gold  we  are  dealing  in  tens  of  billions  of 
dollars. 

10340,  In  one  sense  that  is  true,  in  another  sense  not. 
If  you  are  excluding  the  United  States,  Germany  and 
Switzerland,  the  total  gold  reserves  of  the  world  are  of  the 
order  of  $10,000m,n. ; the  assets  of  ,lhe  International 
Monetary  Fund  are  of  the  order  of  $9,000mn.  They  are 

not  very  differenil? No,  but  I would  not  admit  those 

bagsful  of  'incoinveir.tible  euwenoies.  They  are  just  not 
available ; they  arc  no  mse  to  people  because  when  they 
■boinrow  those  lamomts  they  'incur  gold  liabilitiies.  I am 
■not  saying  that  it  is  not  useful  fior  countries  to'  have 
currencies  of  all  other  countries,  but  they  do  not  want 
that  at  the  price  of  inouTring  a new  gold  liability.  My 
argument  is  that,  df  (the  United  States’  own  reserve  was 
increased  'in  value,  w©  should  all  btanelit  because  the 
United  States  could  at  once  adopt  easier  aid  ipolioies  than 
they  are  likely  to  do  df  they  are  running  short  of  gold. 
We  would  benefit  indirectly  ; I dO'  not  say  that  we  would 
benefit  much  in  the  first  year,  but  I am  sure  we  would 
benefit  over  a ten  year  .period. 

10341.  Your  view  is  that  in  the  next  ten  years  U.S. 
imports  will  not  be  affected  by  inadequate  gold  holdings? 
^Tbat  is  right. 

10342.  In  the  last  section  of  yotir  paper,  on  reserves, 
you  have  implied  that  currencies  will  continue  to  be  on 
an  inconvertible  basis,  and  that  countries  will  therefore 
continue  to  look  on  their  reserves  of  gold  as  different 
from  reserves  in  inconvertible  currencies.  You  set  out 
in  Table  II  some  rather  striking  figures  about  the  British 
net  reserve ; you  exclude  from  the  liabilities  our  liabilities 
to  other  sterling  area  countries,  which  can  of  course  be 
cashed  in  dollars  if  other  members  of  the  sterling  area 
run  a deficit  of  dollars.  Is  it  reasonable  to  exclude  those 
liabilities  from  a consideration  of  our  reserve  position? 

1 think  it  is,  provided  always  that  one  adds  the 

corollary  that  we  hold  our  reserve  against  a deficit  of  the 
whole  sterling  area.  In  any  year  we  may  be  called  upon 
to  finance  part  of  the  deficit ; our  liabilities  to  the  sterling 
area  countries  boil  down,  as  I understand  it,  to  an 
obligation  to  finance  in  dollars,  if  required,  any  deficit 
they  may  have.  I do  not  precisely  know  what  may 
happen  in  regard  to  such  countries  as  Ghana,  though  I 
sho^d  hope  that  the  position  would  be  safeguarded.  I 
regard  fee  sterling  balances  outside  the  sterling  area  as 
different  in  kind.  If  a bank  or  a trader  outside  the 
staling  area  does  not  like  fee  look  of  sterling,  he  can 


and  will  cash  it  for  dollars,  not  because  he  has  any  im- 
mediate need  for  dollars  but  because  he  prefers  to 
hold  dollars  rather  than  sterling  in  the  circumstances. 

I put  it  that  fee  sterling  area  countries  do  not  do  feat ; 
they  regard  their  sterling  reserve  as  something  which 
can  be  converted  into  dollars  if  they  have  a dollar  com- 
mitment to  meet,  but,  so  far  as  I understand,  none  of  the 
sterling  area  countries  would  convert  sterling  into  dollars 
merely  because  they  liked  fee  smell  of  dollars 
better.  That  would  not  be  playing  the  sterling  area  game. 
If  any  country  started  doing-feat  in  a big  way,  then  we 
should  have  reservations,  though  some  sterling  area 
members  may  sometimes  build  up  little  nest-eggs  of  gold 
out  of  their  own  earnings ; but  I think  that  is  rather 
different. 

10343.  If  you  look  at  the  history  of  our  reserves  over 
the  past  few  years,  has  not  one  of  the  major  factors 
producing  fluctuations  in  them  been  fluctuations  in  sterling 

balances  held  by  sterling  area  countries? But  the 

sterling  area  balances  held  by  sterling  area  countries  may 
be  influenced  by  their  own  external  deficits,  to  meet 
which  they  draw  down  their  sterling  balances ; or  alter- 
natively they  have  a deficit  with  us  and  use  up  the  balances 
in  buying  our  goods. 

10344.  The  leads  and  lags  which  affect  our  trade  are 
surely  the  leads  and  lags  which  affect  the  sterling  area’s 
trade,  and  can  do  so  only  so  long  as  these  sterling  balances 
are  held? Take  trade  between  ourselves  and  Aus- 

tralia: if  the  leads  and  lags  go  against  us,  even  if 
Australia  had  no  sterling  reserves  it  would  produce  deficits 
in  the  U.K.  balance  of  payments. 

10345.  In  Australia’s  trade  wth  third  countries  financed 
through  London  is  there  not  an  opportunity  for  larger 
leads  and  lags  than  would  arise  if  their  reserves  were  not 

held  in  London? 1 am  not  saying  for  a moment  that 

I think  our  reserve  is  satisfactory ; I wish  it  were  larger, 
One  of  the  important  needs  for  a reserve  is  in  order 
to  finance  possible  leads  and  lags  of  trade.  My  argument 
is  that,  as  unfortunately  it  is  not  large,  we  must  be  really 
cautious  in  a policy  of  deliberately  increasing  it,  especially 
In  a time  of  world  recession.  I would  not  mind  trying 
to  increase  it  in  a time  of  world  inflation,  but  to  increase 
it  in  a time  of  world  recession,  to  have  a deliberate 
policy  of  stepping  up  our  reserve  by  more  than  a reason- 
able share  of  the  newly-mined  gold  each  year,  or  of  any 
additional  dollars  that  may  be  available,  may  make  the 
world  recession  worse  and  will  hit  back  at  us  through 
restrictions  on  imports  from  the  United  Kingdom. 

10346.  Would  you  hold  this  also  if  the  increase  in  our 
gold  reserves  were  accompanied  by  a parallel  increase  in 

sterling  liabilities? 1 argue  that  we  should  pay  the 

minimum  amount  of  attention  to  that.  I think  the  right 
policy  was  that  of  the  pre-war  days,  when  we  paid  no 
attention  to  inflows  of  gold  due  to  inflow  of  hot  money. 
The  two  things  should  be  regarded  as  cancelling  out,  and 
we  should  not  regard  our  position  as  any  better  as  we 
get  more  gross  gold  reserve  if  the  additional  reserve  is 
offset  by  gold  liabilities  in  the  fonn  of  more  sterling 
balances. 

10347.  Would  we  not  be  in  a much  better  position  if 
we  had  larger  gold  reserves,  even  if  in  the  process  of 
adding  to  our  gold  reserves  we  added  simultaneously  to 
our  liabilities,  which  would  increase  the  reserves  of  other 
countries  and  to  that  extent  take  from  the  force  of  fee 

argument  you  are  putting? 1 do  not  see  that  ’T  would 

increase  the  reserves  of  other  countries,  because  they  part 
with  gold  in  exchange  for  sterling  ; supposing  that  they 
part  with  £100  million  gold  in  exchange  for  £100  million 
sterling,  their  reserve  is  the  same  as  before,  and  it  takes 
the  form  of  sterling  instead  of  gold.  You  say  that  we 
are  better  off  because  we  have  got  £100  million  gold,  and 
we  can  forget  the  £100  million  liabilities.  I do  not  see 
the  point  of  that.  I would  take  our  net  po.sition,  and 
say  that  we  were  no  better  off  with  an  increase  of  £100 
million  gold  and  £100  million  liabilities.  I am  talking 
about  sight  liabilities,  not  about  some  liability  that  may 
be  due  in  twenty  years’  time. 

10348.  On  your  own  figures,  if  these  new  sterling 
liabilities  were  owed  to  sterling  countries,  our  net  reserves 
would  improve,  and  the  position  of  the  sterling  area  as  a 
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whole  would  improve,  but  countries  outside  the  sterling 
area  would  be  in  a weaker  position? 1 do  not  under- 

stand this.  This  is  going  on  all  the  time.  We  buy  newly- 
mined  gold  from  the  sterling  area  countries,  which  raises 
their  sterling  balances  and  raises  our  gold  reserves.  How 
can  we  buy  gold  from  the  other  sterling  area  countries, 
except  the  newly-mined  gold? 

10349.  The  suggestion  was  not  that  we  bought  gold 
from  the  other  sterling  area  countries,  but  that  we  added 
to  our  gold  reserve.  That  does  not  in  any  way  specify 
where  the  gold  is  obtained,  any  more  than  it  does  in  your 
own  document  when  you  are  speaking  of  an  additional 

£100  million  of  gold  per  annum. 1 am  not  against 

adding  to  our  gold  reserve  ; all  I am  saying  is  that  we 
should  not  make  it  an  aim  of  policy  to  add  to  it  at  too 
great  a rate.  I do  not  quite  understand  how  the  sterling 
area  sterling  balances  come  into  it.  It  is  the  gold  reserve 
for  the  sterling  area.  If  gold  comes  in  from  outside  the 
sterling  area,  that  is  excellent,  if  it  happens  in  a natural 
sort  of  way  ; but  I am  against  a deliberate  policy  of 
adding  to  our  gold  reserve  by  restricting  our  imports, 
especially  in  a time  of  recession.  We  must  not  be  greedy 
about  reserves.  There  is  very  little  reserve  for  all  the 
countries  to  share  between  them,  and  we  should  not  seek 
to  increase  our  reserve  by  more  than  a due  proportion  of 
the  newly-mined  gold  and  the  newly  available  dollars 
in  the  world. 

10350.  Germany  has  increased  her  reserve  by  5700 
million  since  February  ; what  is  your  comment  on  that? 


* — -Some  people  say  that  I take  too  kind  a view,  but  I 
would  say  the  Germans  are  trying  their  best  not  to  do 
that.  They  know  that  it  causes  some  embarrassment,  and 
they  are  trying  to  minimise  that  by  paying  off  certain 
debts,  by  lowering  their  Bank  Rate,  and  by  liberalising 
their  imports.  They  have  an  argument,  which  I am  not 
quite  able  to  follow  ; I was  reading  the  report  of  the 
Deutsche  Bundesbank  the  other  day,  and  they  claim  that 
the  rest  of  the  world  has  not  lost  reserve  by  toe  full 
amount  of  the  German  gain  in  reserve,  owing  to  the  fact 
that  they  count  in  their  foreign  exchange  holding  Inter- 
national Bank  exchange  notes  and  the  E.P.U  units.  How- 
evCT,  I think  that  the  Germans  deplore  this  influx,  which 
arises  from  an  unduly  favourable  balance  of  trade  com- 
bined with  speculative  capital  movements,  and  particularly 
with  toe  leads  and  lags  of  trade  which  went  to  an 
exorbitant  amount  last  year,  and  I think  that  they  are 
honestly  trying  to  correct  that  situation.  Though  we  may 
criticise  them  for  not  doing  all  they  can,  they  have  done 
certain  things.  To  that  I would  add  that  they  are  con- 
vinced that  the  present  situation  will  not  last  long  ; in 
fact  it  would  not  have  already  lasted  so  long  had  they 
not  had  the  same  benefit  we  have  had  from  the  improved 
terms  of  trade.  The  German  external  terms  of  trade  have 
improved  by  10  per  cent,  in  the  last  twelve  months,  so 
that  has  made  their  balance  pro  tanto  that  mucli  more 
favourable  than  it  would  otherwise  have  been. 

Chairman'.  I toink  ithat  concludes  our  questions,  Mr. 
Harrod  ; we  are  very  grateful  to  you. 


[The  witness  withdrew.) 

J.  R.  Sargent,  Esq.,  Fellow  of  Worcester  College,  Oxford,  called  and  examined. 


10351.  Chairman'.  Good  afternoon,  Mr.  Sargent.  Would 
yO'U  please  have  your  memorandum*  in  front  of  you? 
We  should  like  to  ask  you  one  or  two  questions  about 
what  seem  to  be  the  essential  points  in  ^.—Professor 
Cairncross'.  In  the  early  part  of  your  paper  you  draw 
attention  to  what  you  describe  as  a drift  towards  con- 
vertibility, and  you  then  go  on  to  give  us  some  figure, 
from  which  you  deduce  that  the  swings  in  gold  and  dollar 
payments  to  other  countries  have  been  aggravated  by 
this  dx.i£t,  iin  relation  to  toe  deficits  inourred  wath  other 
ooiuntries.  I do  not  want  to  spend  a lO't  of  time  on 
the  statistical  basis  for  this  oonclusion,  but  would  you 
agree  that,  if  you  took  rather  different  periods,  or  took 
the  individual  years  involved,  the  results  might  look 

different? Mr.  Sargent:  Yes.  I was  measuring  the 

swings  in  payments  with  the  non-dollar  world,  not  the 
dollar  world.  If  I were  to  take  different  periods,  it  is 
possible  that  it  might  come  out  differently.  I tod  as  a 
matter  of  fact  work  out  what  difference  it  would  make 
if  I excluded  toe  second  half  of  1951,  which  is  a period 
of  enormous  fluctuation ; it  reduces  the  contrast  by  about 
one-half,  compared  with  what  I have  stated  here  but  it 
does  not  by  any  means  eliminate  it.  I think  that  one 
must  take  periods  somewhat  like  the  ones  I have 
taken  for  the  purpose  of  contrasting  what  happened  in 
a period  when  there  was  restricted  convertibility  with 
what  happened  in  a period  when  toere  was  de  facto  full 
convertibility. 


10352.  I meant  really  that  the  results  which  you  obtained 
arc  subject  to  a oo-nsideiaible  margin  of  error,  on  the 
grounds  that  if  you  took  it  year  by  year  y^  might  find 
that  the  fluctuations  in  the  movements  of  gold  and  dollars 
were  not  accompanied  by  the  fluctuations  in  payments 
that  you  predict,  on  toe  basis  of  the  ratios  that  you 

worked  out? ^Yes,  that  is  possible.  Ideally  one  would 

want  to  do  it  for  as  short  a period  as  possible,  because 
presumably  in  a six-monthly  period  the  fluctuations  are 
to  some  extent  iron^  out ; but  that  is  on  the  figures 
available  to  me. 

10353.  You  did  not  in  your  paper  provide  the  link 
between  the  statistics  and  the  theory  that  you  set  out 
earlier  on.  Would  I be  right  in  saying  that  m your 
view  the  principal  factor  at  work  producing  this  fejarion- 
shio  has  been  the  change  in  the  gold  content  of  EF.U. 
setrtements  from  50  per  cent,  to  75  per  cent  or  is  there 
some  other  major  factor  which  you  think  has  b»n 

responsible? ^I  should  have  said  that  the  major  factor 

reswnsible  was  toe  decision  to  support  the  ttansferable 
ratr  This  is  why  I chose  toe  begranrag  of  1955  as  toe 
second  period.  The  tendency  to  harden  E.P.U.  bad  been 
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going  on  before  toe  beginning  of  1955,  and  any  change 
due  to  that  would  be  reflected  in  toe  first  period.  In  toe 
second  period  the  two  major  factors  are  the  increased 
hardening  of  E.P.U.,  and  the  decision  to  support  toe 
transferable  rate. 

10354.  How  would  the  decision  to  support  the  trans- 
ferable rate  affect  this?  I can  see  that  it  might  lead  to 
an  increased  movement  of  funds  out  of  this  country 
through  time,  but  would  it  give  rise  to  a greater  volatility 
of  gold  and  dollars  for  a given  change  in  the  balance  of 
payments?  Would  -this  not  be  more  likely  to  be  related 

to  speculative  pressure  such  as  we  had  last  autumn? 

I think  it  womd  tend  to  increase  the  volatility,  because 
by  supporting  the  transferable  rate  one  makes  it  easier 
and  less  risky  to  sell  any  accumulations  of  sterling  which 
might  arise  in  toe  hands  of  non-dollar  countries  for  dollars 
in  the  New  York  market  or  elsewhere.  I should  toink 
that  it  would  have  both  effects.  I have  outiiued  one  of 
the  effects  in  the  table  in  paragraph  5,  in  which  it  is 
shown  that  there  is  an  increase  in  the  sterling  area’s  deficit, 
taken  as  an  average,  which  no  doubt  reflects  this  factor. 
But  I think  that  it  is  also  bound  to  increase  the  volatility, 
because  if  it  is  made  more  easy  for  people  to  exchange 
their  sterling  for  dollars,  then  a greater  proportion  of 
any  temporary  surplus  of  sterling  which  arises  is  likely  to 
be  converted  into  dollars. 

10355.  There  are  two  quite  distinct  factors  here.  You 
show  that  toe  deficit  of  the  sterling  area  with  the  non- 
dollar W'Orld  has  increased.  There  have  been  a large 
number  of  factors  at  work  there;  there  has  been  the 
increased  d^cit  of  India  over  toe  period  of  time  you 
are  considering;  there  may  have  b^  a switch  in  our 
sources  ^ supply  from  non-dollar  to  dollar  sources,  or 
vice  versa ; there  may  have  been  differences  in  the  .treat- 
ment of  dollar  purchases  in  the  accounts  which  are 
published.  1 do  not  myself  know  how  toe  White  Paper 
treats  a purchase  of  cotton  in  the  United  States  for  dollars, 
and  its  subsequent  sale  for  sterling,  say,  to  France  or 
Germany ; but  is  k not  clear  that  any  change  m toe 
accounting  might  give  rise  to  rather  curious  effects  in  the 
statistics? That  is  quite  possible. 

10356.  If  we  take  the  practical  outcome  of  this,  one 
view  you  come  to  is  that  there  should  be  a softening  of 
E P U That  can  be  differently  interpreted.  Would  it  not 
meet  your  point  if  the  settlements  were  made  against  the 
transactions  not  in  the  past  month,  but  in  the  past  three, 
six  or  twelve  months?  This,  I think,  is  one  of  the  sug- 
gestions you  make  in  one  of  your  paragraphs? ^Yes. 
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10357.  Is  that  the  only  form  of  softening  that  you  are 
thinking  of? ^Yes. 

10358.  In  that  event,  the  percentage  settled  in  gold  and 
dollars  would  not  necessarily  change.  There  would  be 
merely  a larger  tranche  of  transactions  which  would  be 

squared  from  time  to  time? ^That  is  what  is  primarily 

in  my  mind.  1 do  not  think  that  we  can  validly  complain 
about  settling  in  the  ultimately  acc^table  form  of  currency 
any  prolonged  deficit  that  we  may  incur.  By  a softening 
of  E.P.U.  I would  like  to  achieve  that  we  only  had  to 
settle  what  appeared  to  be  persistent  deficits  in  the  form 
of  gold  and  dollars,  and  leave  the  temporary  ones  to  even 
themselves  out  through  swings  of  credit. 

10359.  Chairman-  What,  in  your  view,  would  be  the 
underlying  reasons  which  have  led  to  the  hardening  of 

E.P.U.  settlements? There  has  been  considerable  pre- 

sure  from  some  of  the  other  E.P.U.  countries:  the 
Germans,  I suppose,  and  the  Dutch  and  the  Belgians,  I 
believe,  particularly.  There  is  also  the  fact  that,  once 
we  returned  to  the  support  of  the  transferable  rate,  it  was 
in  our  interest  to  harden  E.P.U.,  so  that  we  could  get 
back  as  much  as  possible  of  the  sterling  that  they  freely 
sell  in  New  York. 

10360.  Do  you  know  enough  to  say  what  has  in  fact 
been  the  motive  that  has  led  to  the  hardening,  or  has 

it  been  by  argument  and  agreement? At  the  level  of 

inter-governmental  discussions  I know  nothing. 

10361.  You  take  it  as  a fact  that  it  has  happened? 

Yes. 

10362.  Professor  Cairncross:  When  you  are  speaking 
of  the  swings  in  gold  and  dollar  payments,  you  have  partly 
in  mind  seasonal  pressure ; but  the  fluctuations  that  you 
are  discussing  in  the  table  in  paragraph  5 are  presumably 

not  just  &ese  seasonal  swings? ^No.  I think  it  would 

be  inadequate  if  we  were  only  safeguarded  from  seasonal 
swings.  I should  hope  for  some  greater  insulation  of  the 
internal  economy  than  that. 

10363.  One  would  have  thought  that,  if  it  were  purely 
a seasonal  pressure,  it  would  not  necessarily  expose  us  to 
the  need  for  violent  correctives,  but  that  commercial 
credit  could  take  care  of  it ; but  you  later  lay  stress  on 
the  fact  that  at  the  same  season  each  year  we  seem  to  get 

into  difficulties? 1 do  not  wish  to  attach  any  particular 

significance  to  the  seasonal  factor,  but  merely  bring  it  in 
to  illustrate  the  fact  that  nowadays  we  have  to  get  worried 
even  about  this  obviously  self-reversing  movement,  which 
in  former  days  would  not  have  worried  us  at  all 

10364,  Was  not  the  seasonal  factor  operating  before 

the  war? 1 believe  that  it  has  always  operated,  but  my 

memory  does  not  go  back  to  reading  a financial  com- 
mentary at  the  time.  But  I have  the  impression  that  it 
was  not  noticed  nearly  as  much  as  today. 

10365.  At  the  end  of  paragraph  6 you  speak  about  the 
degree  of  restriction  on  internal  demand  which  converti- 
bility has  forced  upon  us.  Taken  literally  this  implies 
that  the  changes  in  monetary  policy  have  very  real  effects 
on  the  level  of  demand.  Do  you  take  that  view,  or  do 
you  think  that  the  application  of  monetary  policy  has  had 

limited  effects  on  the  level  of  activity? 1 should  have 

ffiought  that  at  the  moment  one  could  say  that  monetary 
policy  is  having  definite  effects  upon  the  level  of  activity. 
But  in.  order  to  make  monetary  policy  effective  it  seems 
to  be  necessary  to  follow  it  up  with  other  more  direct 
measures  which  have  a downward  effect  on  home  demand, 
such  as  restriction  of  bank  advances,  or  restriction  on 
the  investment  activity  of  nationalised  industries.  One 
gathers  that  these  are  felt  to  be  necessary  when  monetary 
policy  is  applied,  in  order  to  convince  foreign  speculators 
and  others  that  the  authorities  mean  business. 

10366.  Would  you  have  said  that  these  monetary 
measures  had  any  effect  on  the  level  of  output  before 
1955? ^It  is  not  obvious  that  they  had. 

10367.  So  that,  when  you  speak  of  the  degree  of  restric- 
tion on  internal  demand  in  paragraph  6,  you  are  thinking 
specifically  of  the  last  few  years? ^Y«. 

10368.  And  associating  that  in  your  mind  with  the 

pressure  that  the  drift  to  converfibOity  has  exercised? 

Yes.  I am  thinking,  I must  admit,  mainly  of  the  last 
year  or  two. 

10369.  Is  it  your  view  that  tlie  monetary  authorities 
have  been  influenced  by  the  violence  of  the  movements 


of  gold  and  doUans,  and  not  to  any  extent  by  what  has 
been  happening  inside  'the  country,  sudi  as  the  fall  in 

gilt-edged  prices  and  so  on? 1 ihould  have  said  that 

they  have  had  their  minds  particularly  on  the  state  of 
the  gold  and  dollar  reserves. 

10370.  Surely  some  would  say  that  the  rise  in  the 
Bank  Rate  to  7 per  cent,  last  autumn  resulted  from  a 
lack  of  confidence  in  various  quarters  in  the  pound, 
brought  cm  in  part  by  the  fall  in  gilt-edged,  and  in  part 
by  the  large  adverse  balances  of  some  members  of  the 
sterling  area.  In  what  way  do  these  two  forces,  which 
I diouid  have  thought  were  of  considerable  importance, 
link  up  with  the  analysis  which  you  have  given  us  here? 

^The  analysis  that  I have  put  forward  suggests  that, 

had  we  had  a greater  gold  and  dollar  reserve,  or  had  it 
been  more  difficult  for  fioreign  holders  of  sterling  to 
ocHivert  their  sterling  balances,  then  the  crisis  would  not 
have  been  as  bad.  We  should  have  been  able  to  get 
through  it,  not  necessarily  without  internal  restriction, 
but  without  so  great  a degree  of  internal  restriction  as 
was  thouglit  to  be  necessary. 

10371.  I am  not  quite  sure  that  I see  how  the  second 
force  can  have  operated,  since  one  would  have  thought 
that  the  swing  in  commercial  credit  was  the  principal 
factor  at  work ; and  that  is  not  very  obviously  affected? 
No ; I agree  with  that. 

10372.  Perhaps  I should  turn  to  some  of  the  positive 
suggestions  which  you  put  to  us  later  in  the  paper.  You 
think  that  something  might  be  d<Mie  .to  regulate  purchases 
of  imports  of  food  and  raw  materials  from  abroad,  and 
that  there  should  be  a standing  machinery  which  corid 
he  brought  into  operation,  if  necessary,  to  regulate  those 
purchases,  If  that  machinery  did  exist,  and  could  be  made 
operative  at  the  right  time,  would  the  index  on  which 
it  would  move  be  die  state  of  oiu  balance  of  payments? 
^Th©  state  of  the  sterling  area  balance  of  payments. 

10373.  So  that  there  would  be  stocking-up  when  we 
had  a favourable  balance  of  payments,  and  de-stocking  at 
other  times,  that  would,  in  effect,  compensate  the  move- 
ment of  gold? ^Yes. 

10374.  Would  it  not  be  impossible  to  combine  this 
with  other  proposals  that  have  been  put  forward  for 
attempting  to  stabilise  the  price  of  food  and  raw  materials 
•through  buffer  stocks?  Would  not  the  index  governing 
stocking-up  be  quite  different  on  that  assumption  from 
the  index  that  would  regulate  purchases  on  your  pro- 
posals?  ^Yes,  unless  the  proposals  for  buffer  .stocks  were 

themsrives  linked  with  some  provision  for  purchasing  on 
credit,  in  a way  which  I am  not  very  clear  about  at  the 
moment. 

10375.  What  sort  lof  commodities  do  you  think  should 

be  subject  to  quantitative  licensing? Mainly  industrial 

raw  materials  imported  on  a substantial  scale.  I should 
need  to  study  the  list  of  commodities  which  are  im- 
ported on  a large  scale,  and  the  extent  to  which  home 
substitutes  exist. 

10376.  You  ore  thinking  of  procurements  fr^om  outside 
the  sterling  area? ^Primarily. 

10377.  That  does  rather  limit  you? does. 

10378.  Chairman:  If  you  ooncentraite  part  of  your 
scheme  on  food  stocks,  are  we  habitually  elastic  in  that? 
Is  there  fat  that  we  can  live  on  for  a time,  if  you  impose 

your  system? 1 should  have  thought  that  there  were 

stocks  of  reasonable  size,  even  of  foodstuffs,  which  are 
held  within  the  country. 

10379.  Assuming  that  there  is  no  administrative  diffi- 
culty in  getting  even  an  existing  skeleton  of  control,  how 
do  you  envisage  it  would  work?  Your  idea  is,  when 
■there  has  been  pressure  on  .the  balance  of  payments,  to 
make  those  who  have  stocks  in  the  country  live  for  the 
time  being  on  their  fat? Yes. 

10380.  And  thereby  ease  the  current  pressure.  How 
do  you  think  they  would  react  to  that?  Would  they 
cheerfully  go  ahead  living  on  their  fat,  confident  that 
they  would  be  allowed  in  due  course  to  replenish  their 
stodcs  before  it  was  too  late,  or  do  you  think  there  would 
be  a remarkable  and  rapid  slow-down  in  their  consump- 
tion of  existing  stocks,  because  they  did  not  know  where 
they  were? It  would  depend  on  how  long  the  restric- 

tions were  maintained. 
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10381.  They  would  not  know  when  you  started.  You 
would  be  introducing  suddenly  an  apparatus  of  control 
and  uncertainty? ^The  purpose  for  which  the  restric- 

tions were  being  used  could  be  made  clear,  and  it  would 
be  stated  that  it  was  not  intended  permanently,  or  for 
any  long  time,  to  reduce  the  level  of  imports  of  those 
commodities,  but  was  intended  for  use  against  a temporary 
balance  of  payments  deficit. 

10382.  Do  you  think  it  would  be  enough  to  give  an 
assurance  of  that  kind,  to  enable  people  to  go  on  using 
up  their  stocks  in  the  expectation  that,  in  due  course  and 
before  it  was  too  late,  they  would  be  allowed  to  replenish 
them? 1 think  so. 


10383.  Professor  Cmrncross:  Other  countries  use  a 
system  of  pre-deposits  in  order  to  regulate  imports  of 
raw  materiak  and  foodstuffs,  and  sometimes  of  manu- 
factured goods.  Would  there  be  anything  in  the  possibility 
of  introducing  a system  of  that  kind,  under  which  the 
importer  would  have  to  put  up  the  money  himself  for 
part  of  the  purchase?  The  pre-deposit  system  usually 
means  paying  over  to  the  central  bank  which  is  involved, 
and  it  therefore  puts  pressure  on  the  commercial  banks. 
1 have  not  thought  about  that  one  at  all. 


10384.  You  recognise  the  difficulty  of  ge:^g  an 
apparatus  of  control  into  being,  even  though  it  is  not 

being  used? 1 do  indeed.  I should  like  you  to  regard 

my  suggestion  as  being  subject  to  inves-tigation.  I should 
like  to  look  further  into  what  goods  this  could  be  applied 
to  with  profit  to  the  sterling  area  balance  of  payments. 

10385.  That  brings  me  to  some  questions  on  the  sterling 
area,  as  you  see  it.  You  visualise  making  use  of  the 
sterling  area  right  away,  if  I understand  you  rightly,  as 
a discriminatory  club,  and  not  merely  bringing  it  into 
operation  in  that  way  at  some  later  stage,  It  has,_  of 
course,  been  used  in  the  past  for  purposes  of  discrinuna- 
tion  against  non-sterling  sources  of  supply.  Do  you  think 
that  it  would  be  easy  to  obtain  the  agreement  of  other 
members  of  the  sterling  area  to  a revival  of  the  type 
of  discrimination  that  was  practised  earlier? — -I  do  not 
know  what  the  reactions  would  be  of  Ministers  of  Finance, 
and  Treasury  civil  servants  to  a proposal  to  do  this,  but 
it  seems  to  me  that  there  are  certain  interests  which 
the  countries  of  the  sterling  area  have  in  common,  which 
would  make  behaviour  in  this  discriminatory  way 
preferable  to  any  other  action  that  we  might  be  com- 
pelled to  take  in  the  face  of  pressure  on  the  pound.  I 
have  set  out  some  of  these  reasons  towards  the  end  of 
my  paper. 

10386.  Is  the  object  of  this  discriminatory  action  to 
operate  as  a substitute  for  more  reserves,  or  to  accumulate 

more  reserves? ^Not  to  accumidate  but  to  act  as  a 

substitute  for  the  lack  of  them. 


10387.  Is  it  a form  of  discrimination  that  you  visualise 
continuing  indefinitely,  or  is,  it  something  that  “ 

accentuated  from  time  to  time? 1 should  hope 

we  might  ultimately  reach  a time  when  it  woifid,  be 
possible  to  abandon  it.  I dislike  the  idea  of  di^nmna- 
tion  in  principle.  I have  it  in  mind  that  it  should  be 
used  as  a measure  which  we  might  persuade  the  sterling 
area  countries  to  adopt  in  preference  to  a deflationary 
policy  in  the  United  Kingdom  or  to  a devaluation  of  the 
pound,  should  there  be  balance  of  payments  .trouble  m 
the  sterUng  area.  It  may  turn  out  to  be  possible  to  get 
measures  taken  that  would  increase  the  reserves.  It  may 
be  possible  that  an  increase  in  the  price  of  gold,  an 
American  loan,  or  some  other  ^ch  action  may  be  able 
(o  be  brought  off.  That  is  mainly  a political  qu^bon. 
That  would  seem  to  me  to  be  the  first  priority.  It  that 
is  not  possible,  then  I think  that  we  have  to  tty  to  get 
the  countries  of  the  sterling  area  to  act  together  m the 
face  of  crises,  because  to  my  mind  the  alternatives,  such 
as  deflation  or  devaluation,  would  be  worse. 

10388.  Sir  John  Woods:  Woifid  you  not  ^ 

sterling  area  discriminatory  club  would  be  ^n 

populm-  so  far  as  the  United  States  was  concerned,  and 
not,  I should  have  thought,  immensely  popular  m 
Canada?  Might  it  not  boomerang  bfk  on  and 
prevent  or  hamper  the  development  of  otbCT  po^ 
such  as  the  one  you  mention  of  stabilisation,  and  togs 

of  that  kind? ^Yes;  that  is  why  I say  that  I ^nk 

we  should  try  the  path  of  a stabihsaOon  loan,  first.  I 


regard  this  as  being  an  alternative  should  it  not  turn 
out  to  be  possible  to  augment  the  reserves  in  this  manner. 

10389.  Professor  Cairncross:  Since  the  war,  as  you 
indicate,  there  has  been  a progressive  improvement  in  the 
United  Kingdom’s  balance  of  payments.  The  same  would 
to  some  extent  be  true  of  the  sterling  area ; it  was  until 
recently  in  better  balance  than  it  had  been  in  the  im- 
mediate post-war  period.  So  what  you  are  suggesting 
to  us  here  is  an  expedient  that  we  used  in  circumstances 
that  were,  in  many  ways,  more  serious  than  now,  and 
an  expedient  that,  if  the  improvement  were  to  continue 
over  a period  of  a few  years  more,  might  no  longer  be 

necessary.  Is  that  fair? ^Yes,  depending  upon  how 

many  years  you  have  in  mind  when  you  say  “ few  ”. 


10390.  That  brings  us  back  to  the  discussion  we  had 
earlier  on  about  the  source  of  the  pressure  exerted  on 
the  monetary  authorities  to  tighten  credit.  Your 
suggestion  is  that  it  is  a recurring  factor  from  time  to 
time ; it  is  recurrent,  presumably,  in  circumstances  of  an 
improving  balance  of  payments,  looking  back  over  the 
past  twelve  years? One  would  hope  so. 

10391.  Is  it  not  to  be  assumed  that  there  might  be 
rather  more  confidence  abroad  in  the  capacity  of  the 
British  monetary  authorities  to  maintain  the  value  of  the 
pound,  and  maintain  some  form  of  equilibrium  in  the 

icount^? ^Yes ; but  we  must  remember,  when  , we 

speak  of  the  improvement  in  the  sterling  area  situation, 
that  as  far  as  tiiis  country  is  concerned  it  is  to  some  extmt 
at  the  expense  of  internal  production.  We  are  running 
at  a level  somewhat  below  capacity ; we  have  in  a sense 
sacrificed  some  output  of  goods  and  services,  for  the 
sake  of  maintaining  the  improved  position  in  the  last 
year  or  so.  If  we  were  to  expand,  as  I hope  we  will, 
then  these  troubles  might  well  crop  up  again.  One 
would  hope  that  there  would  be  a continuous  improve- 
ment over  the  longer  period,  but  I do  not  think  tiiat 
one  can  possibly  visualise  an  improvement  of  a size 
which  by  itself  would  bring  our  gold  and  dollar,  reserves 
up  to  the  desirable  level  in  relation  to  the  liabilities. 


10392.  You  seem  to  presume  two  things,  which  I should 
have  thought  were  questionable:  (1)  that  we  can  ignore 
what  is  happening  in  the  outer  sterling  area  to  countnes 
like  India,  whose  deficit  last  year  was  a source  of  weakness 
which  presumably  cannot  affect  us  in  quite  the  same  way 
in  the  near  future ; and  (2)  that  the  reduction  in  the 
level  of  activity  is  prompted  by  external  difficulties  rather 
than  domestic  considerations.  Have  there  not  been  a 
number  of  factors  at  work  dominating  the  monetary 
policy  of  this  country,  of  which  external  pressures  have 

been  only  a part? Yes,  indeed,  partictflarly  the  wage/ 

price  problem ; if  we  are  able  to  solve  this,  then  perhaps 
we  can  hope  for  some  improvement.  It  is  a little  early 
to  say  whether  the  measures  recently  taken  will  success- 
fully have  coped  with  that.  I should  be  pessimistic  in 
the  longer  run  about  the  possibility  of  achieving  any 
dramatic  stabilisation  of  wages  and  prices,  and  to  this 
extent  I should  not  be  confident  that  an  improvement  there 
could  bring  any  rapid  improvement  in  this  country  s 
balance  so  as  to  get  the  reserves  up  quickly,  which  seems 
to  me  to  be  ffie  necessary  thing.  This  is  a long-tem 
question;  and,  while  I would  be  optimistic  about  the 
long-term  possibiUties  of  improving  the  balance  of  pay- 
ments, they  are,  I think,  very  long-term  and  c^not  be 
relied  upon  in  solving  the  sort  of  problem  which  I have 
in  mind,  which  seems  to  me  to  require  something  to  be 
done  about  it  urgently. 


10393  Would  it  be  your  view  that  we  should  get  to 
work  at  once  to  tighten  up  discrimination  against  non- 
sterUng  purchases?  Would  that  include  European  pur- 
chases?—Whether  it  would  include  European  purchases 
depends  partly  upon  whether  we  can  get  the  Europ^ 
Payments  Union  softened.  If  we  can,  ffien  there  will 
be  to  that  extent  less  necessity  to  discriminate  against 
European  purchases.  This  is  all  part  oi  the  bargaining 
with  regard  to  European  free  trade.  I should  very  much 
hope  that  we  should  be  able  to  go  into  European  free 
trade  together  with  some  agreement  on  the  softening  of 
E P U.  Wiethei  we  should  get  to  work  at  on«  on  dis- 
crimination depends,  as  I said,  on  exploring  two  possi- 
bilities: (1)  the  possibility  of  augmenting  the  reserve 
directly  by  a loan,  about  which  one  can  say  nothing  with- 
out consideration  of  the  terms  ; and  (2)  the  political 
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reactions  in  other  sterling  area  countries,  to  the  possible 
return  to  having  the  sterling  area  as  a discrimiaatory  club. 
I might  have  to  admit  that  the  political  reactions  in 
sterling  area  countries  would  be  so  unfavourable  that  one 
might  have  to  abandon  the  possibility,  though  I think  one 
could  put  up  a strong  case  to  them  suggesting  that  it 
would  be  in  their  interests. 

10394.  Suppose  that  the  sterling  area  countries  said: 

“ We  will  be  jjrepared  to  co-operate  with  you,  if  you  will 
furnish  us  with  the  capital  we  require  for  our  own 

development”?  How  would  you  regard  that? 

would  point  out  to  them  that  we  are  doing  this  on  a 
substantial  scale.  If  they  wished  to  press  for  more,  there 
are  two  things  we  could  do : (1)  we  could  negotiate  agreed 
releases  of  their  sterling  balances,  because  undoubtedly 
some  part  of  these  are  regarded  as  capital  funds  for  use, 
and  not  simply  as  international  liquidity  ; and  (2)  there 
might  be  a case  for  tightening-up  the  export  of  capital 
to  non-sterling  area  countries,  and  we  should  be  able  to 
divert  some  capital  towards  the  sterling  area  countries  in 
this  way.  This  is  not  necessarily  desirable  in  itself,  but  if 
we  had  to  do  it  as  part  of  a bargain,  it  is  a line  which 
we  might  proceed  along. 

10395.  This  would  include  Canada? This  would 

have  to  include  Canada. 

10396.  How  do  you  foresee  the  operations  of  the 
European  Payments  Union  in  future,  if  a free  trade  area 
comes  into  existence.  You  want  to  see  it  rather  softer 
than  it  is  now.  Would  you  think  that  it  should  be  an 
organisation  that  should  hold  funds,  or  would  you  regard 
it  as  an  organisation  that  simply  grants  drawing  rights  as 

at  present? 1 would  prefer  to  see  it  as  an  organisation 

which  holds  funds.  It  would  hold  some  gold,  because  in 
this  case  I think  it  would  be  possible  for  it  to  be  used  ;>s 
a supplement  to  the  gold  reserves,  for  the  purpose  of, 
accommodating  temporary  deficits  with  countries  outside' 
the  European  area. 

10397.  Suppose,  however,  that  it  was  only  possible  to 
negot  iate  on  the  basis  that  there  were  100  per  cent,  settle- 
ment.s  in  gold?  Would  you  regard  that  as  putting  the 
proposal  out  of  reach  of  this  country? 1 ttiink  1 would. 

10398.  You  think  there  should  be  some  automatic 
credits  included? ^Yes. 

10399.  If  you  take  the  opposite  assumption,  and  suppose 
that  there  will  be  no  free  trade  area  at  all,  on  what  basis 
do  you  think  our  relations  with  European  countries  would 

be  regulated? 1 think  that  it  would  still  be  possible 

for  us  to  press  for  a softening  of  the  European  Payments 
Union.  I admit  that  in  that  case  we  would  have  little 
to  bargain  with,  except  the  possibility  of  withdrawing  from 
the  European  Payments  Union. 

10400.  Other  countries  might  take  the  same  view.  Has 
not  Switzerland  already  expressed  a view  on  this  subject? 
^Yes,  indeed. 

10401.  Would  we  continue  to  be  members  of  the  Union, 
when  at  least  six  of  the  countries  in  the  Union  could  and 

would  discriminate  against  us? ^The  trading  position 

would  be  extremely  difficult,  but  that  would  arise  out  of 
the  decision  not  to  join  the  free  trade  area.  That  decision 
would  arise  independently  of  anything  that  was  done  about 
the  European  Payments  Union.  In  any  case,  we  should 
have  this  difficulty. 

10402.  The  upshot  of  this  is  that  (1)  you  regard  the 
.sterling  area  as  something  which  is  real  and  should  be 
kept  in  being,  and  that  we  should  go  to  some  trouble  to 
make  it  operative,  even  if  operations  include  discrimina- 
tions ; (2)  you  would  be  hopeful  that  we  could  reach 
agreement  with  Europe  in  favour  of  a softer  E.P.U.  ; 
(3)  you  would  hope  that  we  could  secure  a loan  from  the 
United  States,  or  some  other  action  on  her  part,  to  increase 

international  liquidity.  Is  that  fair? Not  all  of  those 

things  at  any  one  time.  I would  hope  that,  if  we  could 
obtain  a loan  on  reasonable  terms  (I  agree  that 
“ reasonable  ” is  an  ambiguous  word),  it  would  not  be 
necessary  to  regard  the  sterling  area  as  a discriminatory 
club.  If,  on  the  other  hand,  it  is  not  possible  to  augment 
the  reserves  directly  in  that  way,  then  I think  we  must 
consider  that  as  the  basis  of  the  possible  steps  that  we 
might  take  to  overcome  our  problem  of  lack  of  liquidity. 
That  would,  as  Sir  John  Woods  said,  involve  difficulties 
with  the  United  States,  and  for  this  reason  I do  not  think 
that  we  want  to  try  it  until  we  have  explored  the 


possibilities  of  a loan  which  would  directly  augment  the 
reserves. 

10403.  Chairman:  Does  you  view  of  the  desirability  of 
working  for  a softening  of  the  E.P.U.  settlements,  once 
we  have  got  the  transferable  rate  out  of  the  way,  depend 
on  the  view  that  we  shall  naturally  be  in  deficit  with  the 

area,  or  is  it  on  more  general  considerations? ^It  does 

not  depend  upon  that.  Indeed,  if  we  are  rather  naturally 
in  deficit  with  the  area  over  a time,  although  it  would 
be  nice  if  they  would  let  us  pay  in  sterling,  I do  not  think 
we  could  complain  if  they  did  not. 

10404.  Professor  Cairncross:  You  simply  want  longer 
time  to  pay,  because  of  the  seasonal  or  other  intermittent 
pressures? Yes. 

10405.  Lord  Harcourt:  You  mentioned  getting  a stabi- 
lisation loan  on  reasonable  terms  from  the  United  States. 

would  you  consider  reasonable  terms,  as  regards 
rates  of  interest  and  length  of  loan,  assuming  Aat  no  other 
conditions  were  attached,  such  as  were  attached  to  the 

1947  loan? 1 should  have  thought  that  anything  above 

3jr  or  4 per  cent,  would  be  rather  stiff,  and  anything  less 
than  35  or  40  years  would  be  too  short. 

10406.  In  what  amount  do  you  think  such  a loan  would 

be,  in  order  to  do  the  job? The  present  level  of  the 

reserves  k slightly  over  a quarter  of  our  sterling  liabilities ; 
one  would  like  to  raise  it  to  at  least  a half.  That  would 
involve  £1,000  million.  I do  not  know  whether  it  would 
be  possible  to  press  for  that  sum.  I should  have  thought 
that  somewhat  less  would  have  to  be  accepted. 

10407.  If  we  revived  the  sterling  area  as  a tight  dis- 
criminatory club,  would  you  anticipate  that  the  rest  of 
the  world  would  accept  that,  or  do  you  think  that  the  rest 
of  the  world  would  immediately  discriminate  against  us 

and  against  the  whole  sterling  area? 1 think  that 

the  rest  of  the  world  would  accept  it,  if  it  was  made  clear 
that  this  was  to  be  a means  of  maintaining  incomes 
within  the  sterling  area,  and  was  the  alternative  to  other 
kinds  of  action  which  we  might  have  to  take.  The  other 
kinds  of  action,  such  as  deflation  in  this  country  or 
devaluation  of  the  pound,  are  particularly  against  the 
interests  of  the  sterling  area  countries,  but  they  are  also 
measures  which  the  rest  of  the  world  outside  the  sterling 
area  would  not  like,  and  therefore  one  could  present  to 
the  rest  of  the  world  the  idea  of  using  the  sterling  area 
as  a discriminatory  club  as  being  the  alternative  to  other 
measures,  which  would  have  to  be  taken  if  we  did  not 
use  the  sterling  area  as  a discriminatory  club.  It  would 
not  be  something  which  they  would  welcome,  I agree, 
but  something  which,  compared  with  alternatives,  would 
be  tolerable. 

10408.  You  think  that  they  would  prefer  that  we  should 
maintain  incomes  within  the  area  but  discriminate  against 
all  their  trade,  rather  than  that  we  should  allow  incomes 

to  fall  slightly  but  go  on  trading  freely? ^To  go  on 

trading  freely,  but  possibly  on  a lower  level  of  incomes, 
meaning  either  less  trade  or  possibly  a lower  exchange 
rate  which  would  give  a more  competitive  position  in 
world  trade  for  sterling  area  exports. 

10409.  Sir  Oliver  Franks:  I was  interested  by  the  way 
in  which  you  seemed  throughout  the  paper  to  attribute 
importance  and  effectiveness  to  monetary  policy,  because 
I think  the  general  line  was  that  again  and  again  since 
the  war  our  vulnerability  on  the  external  front  has  caused 
corrective  action  at  home,  and  that  this  has  mainly  been 
through  credit  policies,  which  are  restrictive  in  their 
application  ; that  they  have  their  effects  on  demand,  par- 
ticularly of  course  on  investment  demand,  and  that  the 
end  product  is  stagnation  and  this  is  bad,  especially  when 
the  economies  of  our  neighbours  are  growing,  some  of 
them  very  rapidly  and  steadily,  and  that  we  must  find 
ways  out  of  this  difficulty.  Is  that  a fair  summary  of  the 

main  part  of  the  argument? ^Yes,  except  that  it  would 

be  a truer  interpretation  of  what  I said  to  say  that  it  has 
been  mainly  done  by  credit  policy  in  recent  years. 

10410.  Some  of  the  people  who  have  given  evidence  to 
us  talk  as  if  credit  policy  had  no  teeth.  They  say  that 
it  has  little  effect,  if  any,  on  consumption,  and  that  even 
on  consumer  durables  it  only  has  a once  and  for  all 
effect,  and,  once  that  is  exhausted,  the  appetite  for  con- 
sumer durables  is  satisfied.  They  are  inclined  to  say  that 
the  effect  of  scarcer  and  dearer  money  on  stocks  has  been 
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over-estimated,  and  that  they  do  not  seem  very  respon- 
sive ; and  that  about  half  of  industrial  investment  is  not 
directly  responsive  to  credit  policy,  because  it  is  a matter 
of  administrative  decision  by  Government,  while  in  the 
other  half  interest  rates  at  any  level  that  we  have  seen 
are  in  most  circumstances  not  enough  seriously  to  cut 
back  investment,  partly  because  the  Chancellor  of  the 
Exchequer  pays  about  half  of  the  interest,  so  that,  if  the 
project  is  a good  one,  the  return  that  the  entrepreneur 
hopes  to  get  from  it  is  so  much  larger  than  the  rate  of 
interest  that  he  has  to  pay  net,  that  be  would  not  hesitate 
for  that  reason.  This  comes  to  an  argument,  not  so 
much  that  credit  policy  in  a restrictive  sense  may  lead  to 
bad  results,  as  that  it  just  breaks  in  the  hand,  that  it  is  an 
ineffective  instrument.  This  does  not  affect  your  analysis 
of  the  external  vulnerability  of  the  economy,  but  the 
point  is  that  the  measures  which  have  been  taken  in  the 
last  five  years  have  in  fact  had  these  bad  results,  which 
might  mean  they  have  been  effective  in  producing  them. 
Do  you  think  toat  credit  policy  is  an  effective  weapon 

or  not? ^It  is  partly  a question  of  definition,  of  what 

you  include  in  credit  policy.  If  one  extends  the  definition 
of  credit  policy  to  include  restriction  of  bank  advances, 
then  I should  have  thought  that  it  was  certainly  more 
effective  a weapon  than  many  people  suggest. 

10411.  After  die  Chancellor’s  letter  of  July  1955,  bank 
advances  fell  quite  sharply  over  the  following  six  months. 
That  is  a case  where  the  weapon  was  used.  How  is  it 
effective? First  of  all,  a number  of  businesses,  par- 

ticularly small  businesses,  rely  upon  advances  from  banks 
for  the  purpose  of  fixed  capital  formation,  at  any  rate  in 
the  early  stages  of  their  development ; so  a direct  effect 
is  exerted  there.  Secondly,  I think  that  there  cm  be  an 
indirect  impact  of  restriction  of  bank  advances,  in  that  it 
is  taken  as  an  earnest  of  a restrictive  policy  being  exerted, 

If  bank  advances  are  made  more  difficult  Iso  get,  people 
will  interpret  tiiis  as  a sign  that  a deflationary  time  is 
oomiing.  If  I may  go  on  to  the  broader  aspwt,  apart 
from  the  restriction  of  bank  advances,  one  must  remember 
the  effect  of  a restrictive  monetary  policy  on  the  gilt- 
edged  market.  It  may  be  that  a number  of  organisa- 
tions are  proposing  to  finance  development  out  of 
accumulated  reserves,  which  may  be  invested  in  scane 
way  or  other ; they  will  take  a beating  when  there  is 
a restrictive  pciicy.  In  these  ways  I should  have  thought 
that  credit  policy  can  have  its  effect,  but  especially,  I *ink, 
if  (he  prevailing  opinion  is  that  monetary  policy  is  the 
best  thing  to  use  in  a dangerous  balance  of  payments 
siluaition,  and  that  ithose  who  are  using  it  will  make  it 
effective.  If  the  authorities  are  committed  to  the  view 
that  monetary  policy  is  preferable  to  the  alternatives,  then 
I think  that  they  must  adopt  whatever  degree  of  restric- 
tion of  bank  advances  as  necessary  to  make  it  effective. 
It  may  be  that  we  shall  have  to  raise  our  sights  about 
wh^  'is  considered  nowadays  to  be  a restrictive  rate  of 
interest,  and  make  it  much  higher  than  before. 

10412.  If  we  disregard  the  two  symbolic  things  you  have 
said  (that  the  very  act  of  Government  in  restricting  bank 
advances  is  taken  as  a symbol  of  intention,  and  the  fact 
that  the  Government  in  employing  monetary  policy  shows 
that  that  is  what  they  are  going  to  do,  and  therefore  the 
will  is  taken  for  the  deed)  we  are  left,  in  terms  of  what 
you  said,  with  two  points : (1)  the  direct  effect  of 
restricting  bank  advances,  which  falls  more  particularly 
on  small  companies,  and  (2)  the  effect  on  the  gilt-'edged 
market,  the  fall  in  prices  and  the  rise  in  interest  rates. 
How  far  do  you  .think  the  effectiveness  of  these  two 
points  is  conditioned  by.  and  possibly  limited  by,  the 
general  liquidity  the  whole  economy?  Suppose  that 
a large  number  of  industrial  companies  are  in  iaxit  pretty 
liquid.  Suppose  that  there  is  a good  deal  of  money  about, 
and  that  it  is  not  awfully  difficult  to  find  another  source 
of  borrowing,  .though  one  may  have  to  pay  a little  more. 
Does  this,  in  your  view,  alter  the  weight  of  the  two 
points  you  have  made?  Do  you  not  think  that  that 
was  the  position  in  1955?  So  are  you  clear  that  these 

things  were  effective? ^It  certainly  alters  the  weight 

of  it.  If  you  list  all  the  possible  capital  projects  in  order 
of  their  profitability  or  their  desirability,  then  the  more 
liquid  industry  is  the  less  far  up  ffie  list  one  will  get 
in  trying  to  cut  them  off  by  monetary  policy. 

10413.  Did  you  think  that  in  the  twelve  months  after 
July  1955  there  was  empirical  evidence  of  the  effective- 


ness of  the  Government’s  action? ^That  I could  not 

say.  I have  not  looked  at  the  figures  sufficiemtiy. 

10414.  On  the  other  itwo  points,  where  the  symbolic 
character  of  the  action  is  important,  would  it  be  fair  to 
say  that  that  symbolic  character  might  attach  equally 
to  other  measures,  if  the  Government  had  decided,  to 
take  th«n?  They  mi^t  be  fiscal  in  character,  or  they 
might  be  direct  controls,  but  I suppose  'that  in  both  cases 
it  would  be  possible  to  argue,  as  you  did  in  tiie  case 
of  monetary  measures,  that  you  could  take  the  will  for 
the  deed,  that  .the  fact  that  the  Government  was  doing 
'this  woifld  be  taken  as  a sign  that  it  would  make  it 
effective,  so  that  the  result  would  in  fact  occiu.  Is  it 
fair  to  say  that,  in  this  respect,  it  does  not  make  any 
odds  whether  the  measures  us^  are  monetary,  fiscal 

or  physical? ^Yes,  I think  so.  I do  not  think  people 

always  think  that ; it  depends  on  how  the  Governineiut 
puts  it  across.  But  the  Government  can  certainly  put 
it  across  in  a way  which  convinces  people,  as  I think 
was  done  in  September. 

10415.  Would  you  say  that  it  took  them  rathCT  a long 

while  to  get  .themseilves  into  that  position? Not 

knowing  the  ins  and  outs  of  it,  I could  not  say. 

10416.  Judging  from  .the  history  of  the  credit  squeeze, 
it  was,  I suppose,  three  years ; people  did  not  take  the 

will  for  the  deed  for  qtiite  a long  time? ^No. 

10417.  Chairman : And  yet  each  time  the  Government 
made  its  announcements,  or  took  its  actions,  it  presumably 
intended  people  to  betieve  it  would  cany  .them  through  ; 
so  it  became  rather  unpredictable  as  to  which  action  it 

thought  woffid  be  effective? ^Yes,  but  the  severity  of 

the  action  it  took  last  September  was  so  much  greater 
than  what  it  had  done  before.  That  may  have  indicated 
that  the  Government  was  getting  through  to  the  fact  that 
nowadays  we  may  have  to  think  in  terms  of  a higher 
level  of  interest  rates,  and  a greater  degree  of  restric- 
tion, as  being  the  normal  'thing.  Sir  Oliver  Franks  men- 
tioned the  view  that  the  public  sector  in  investment  is 
influenced  by  Government  decisions,  and  not  by  rates 
of  id'terest.  I do  not  Ihiak  that  one  should  go  too  far 
with  this  view.  I think  that  many  public  aufliarities  are 
influenced  .by  rates  of  mterest.  I sit  on  a local  authority 
committee  which  is  concerned  with  expenditure,  and  I 
always  find  myself  thinking : “ Ought  we  to  enter  into  this, 
at  a time  when  rates  of  interest  are  so  abnormally  high?  " 

10418.  What  kinds  of  expenditure  are  you  thinking  of? 
^Educational  expenditure. 

10419.  Do  you  find  ithat  in  your  authority  you  measure 
the  expenditure  which  you  have  to  face  by  the  current 

interest  burden? ^I  have  not  been  concerned  with  it 

long  enough  to  draw  up  a rule,  .but  I ^ould  have 
said  that  it  was  a serious  consideration. 

10420.  I do  not  doubt  tiiat,  but  I wondered  whether 
it  in  fact  led  to  the  abandonment  io£  action  which  other- 
wise would  have  been  taken? 1 cannot  pinpoint  any 

precise  case. 

10421.  Professor  Cairncross:  In  paragraph  10  you 
sug^  that  it  might  be  possible  to  requisition  U.S. 
securities  held  in  this  country,  market  .them,  and  in  that 
way  expand  our  gold  and  dollar  reserves.  Is  this  a 
suggestion  that  you  would  press  on  tis,  or  is  it  thrown 

out  tentatively? ^I  would  not  like  to  press  this.  I think 

■that  it  is  a very  drastic  action  to  .requisition  property. 
May  I just  add  one  correction  to  what  I said  at  the  end 
of  paragraph  10  with  regard  to  the  United  Kingdom 
portfolio  of  United  States  securities?  I said  that  it 
amounted  to  £186mn.  I am  afraid  that  I rather  quickly 
lifted  the  figures  out  of  the  Bank  of  England’s  cal- 
culations • this  is,  of  course,  a very  considerable  under- 
estimate of  the  total,  as  I saw  by  looking  at  the  United 
States  figures  for  the  same  thing.  So  .the  argument  I put 
out  does  to  some  extent  fall  to  the  ground ; I still  chng 
to  the  possibility  of  requisitioning  and  marketing  U.K. 
owned  dollar  securities ; but  the  possibility  of  marketing 
a considerable  proportion  of  them  without  a slump  m 
their  prices  is  lirnited. 

10422.  It  is  because  the  true  figure  is  clearly  a good 
deal  higher  than  you  stated  that  I was  putting  it  to  y^. 
If  the  amount  were  only  £186mn.,  it  might  not  be  wortti 
pursuing-  but  if  the  securities  were  worth  several 
times  that,  the  proposal  might  be  worfli  closer  examination. 
Is  it  one  that  you  are  putting  to  us  seriously,  or  one  that 
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you  are  merely  suggesting? In  the  order  of  priority 

I should  put  it  well  behind  augmenting  the  reserves  directly 
by  means  of  a loan ; if  that  were  not  possible  and  it  also 
turned  out  not  to  be  possible  to  persuade  the  sterling  area 
countries  to  work  together,  then  I would  put  this 
suggestion. 

10423.  Sir  John  Woods'.  I think  that  you  deliberately 
framed  your  paper  round  the  external  situation,  and,  if 
I have  it  rigtht,  you  are  saying  in  effect  that  it  is  a great 
pity  that,  in  order  to  deal  with  that  situation,  we  have 
to  take  measures  which  reduce  the  level  of  activity  at 
home,  and  affect  investment  and  growth.  You  do  not 
mention  in  your  paper  the  general  home  situation:  the 
continuous  rise  in  prices  and  the  general  inflationary 
process.  Do  you  regard  that  as  'relatively  unimportant, 
or  do  you  hold  the  view  that,  ev«i  if  that  is  the  situation 
which  falls  to  be  dealt  with,  it  ought  not  to  be  dealt 
with  by  restrictive  credit  measures,  some  attack  upon 

demand  and  some  slackening  of  the  rate  of  activity? 1 

would  not  like  it  to  be  thought  that  I did  not  regard  this 
as  important.  But  I do  not  regard  it  as  particularly 
relevant  to  the  problem  of  fluctuations  in  the  balance  of 
payments.  It  is  said  that  one  of  the  causes  of  the  crisis 
in  September  last  year  was  the  wage-price  spiral. 
Personally,  I do  not  believe  this.  It  seems  to  me  that 
wages  had  been  rising  very  rapidly  for  the  last  two  years 
without  anybody  abroad  noticing  it,  and  I cannot  believe 
that  there  was  some  sudden  acceleration  of  this  process 
in  the  autumn  of  1957,  which  suddenly  persuaded 


speculators  abroad  .that  it  had  got  out  of  hand.  Further- 
more, to  the  extent  that  we  do  have  sudden  uncontrolled 
upward  movements  of  wages  in  relation  to  prices,  and 
to  the  extent  that  this  does  cause  a deficit  on  the  balance 
of  payments,  if  we  had  larger  reserves  or  other  means 
of  insulating  the  internal  economy  we  could  absorb  this 
better. 

10424.  I was  not  talking  primarily  about  rises  in  wages 
or  costs.  I was  talking  of  rises  in  prices,  and  I was  not 
concerned  with  whether  you  called  it  demand  inflation 

or  cost  inflation. ^To  the  extent  that  this  happens  more 

rapidly  here  ithan  An  other  countries,  we  have  to  do  some- 
thing. The  question  .then  arises  whether  we  should  cope 
with  this  by  restricting  home  demand,  or  whether  we 
should  make  some  other  approach.  My  own  preference 
would  be  for  making  some  other  approach,  such  as  some 
attempt  to  persuade  trade  unions  to  moderate  wage 
demands  first,  rather  than  for  restricting  demand,  because 
it  seems  to  me  that  restriction  of  demand  is  directly 
wasteful  of  productive  capacity.  To  coj»  with  the  wage- 
price  problem,  which  is,  I think,  predominantly  a struggle 
about  .the  distribution  of  income,  by  measures  to  reduce 
the  size  of  the  national  income,  seems  to  me  to  be  the 
wrong  approach.  If  it  should  turn  out  that  the  trade 
unions  could  not  be  persuaded  by  any  method  at  all  from 
increasing  wages,  then  one  may  have  to  go  to  ■the  demand 
restricting  technique,  but  I should  very  much  hope  not. 

Chairman:  Thank  you  very  much,  Mr.  Sargent.  We 
are  very  much  obliged  to  you. 


{Adjourned  until  Friday,  ZSth  July,  1958,  at  10.45  a.m.) 
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Professor  F.  W.  Paish,  M.C.,  Professor  of  Economics  with  special  reference  to  Business  Finance  in  the  University  of  London, 
called  and  examined. 


10425.  Chairman:  We  are  very  much  obliged  to  you 
for  your  paper*.  Professor  Paish  ; we  would  like  you  to 
enlarge  on  some  aspects  of  it,  if  you  will. — Sir  Oliver 
Franks:  We  have  just  received  a memorandum  of  evidence 
on  i^itain’s  monetary  and  fiscal  policies  since  1945t,  of 
which  you  are  one  of  the  authors  with  Mr.  Laurence 
Robson  and  Mr.  Graham  Hutton.  It  is  there  said,  and 
it  has  been  said  to  us  by  others  as  well,  that  one  of  the 
continuing  difficulties  in  our  economy  has  been  the  super- 
abundance of  liquid  assets,  and  that  this  has  been  so 
considerable  that  it  has  been  difficult  for  the  ordinary 
instruments  of  credit  policy  to  contain  it  ; and  further 
that  the  Government  has  frequently  been  compelled  to 
resort  to  more  short-term  borrowing  of  this  character 
because  of  the  vast  job  it  has  of  financing  nationalised 
industry,  and  the  fact  that  it  could  not  always  finance  it 
by  proper  long  term  borrowing,  by  funding  in  the  strict 
sense.  In  your  own  paper,  which  we  are  discussing  this 
morning,  there  is  an  extremely  interesting  table  about  file 
ratio  of  the  net  national  money  income  to  clearing  bank 
deposits,  the  yield  on  consols,  etc.,  from  which  it  emerges 
that  there  has  been  a very  large  diminution  in  the  pro- 
portion of  bank  money  to  the  national  income  since  the 
war  ; we  are  now  at  a percentage  which  is  lower  than 
we  have  had  for  more  than  thirty  years,  Could  you 
explain  to  me  how,  with  so  little  money  in  relation  to 
the  national  income,  there  can  yet  be  a problem  of  over- 
liquidity?  Professor  Paish:  I ought  first  to  say  that 

my  share  in  the  joint  memorandum  to  which  you  referred 
was  very  small.  I would  answer  your  question  this  way: 
where  there  is  over-liquidity,  it  is  necessary  to  have  a 
smaller  amount  of  ordinary  money  to  get  the  same  effect ; 
and  if  there  is  a great  deal  of  Government  short  terra 
debt  maturing,  it  is  much  more  difficult  for  the  Govern- 
ment to  get  down  the  quantity  of  money.  If  £900  million 
or  so  of  short  bonds  are  maturing  every  year,  it  is  a 
good  deal  bigger  effort  to  raise  enough  on  long  term  on 
the  market  not  only  to  meet  the  needs  of  nationalised 
industries  but  also  to  replace  any  maturing  securities 
which  are  not  converted ; and  the  less  liquid  the  authorities 
make  people  by  reducing  the  quantity  of  money,  tlie  more 
reluctant  people  will  be  to  convert.  It  has  ffierefore  ma« 
it  necessary  to  go  further,  and  it  has  made  it  harder  to 
go,  than  if  there  had  not  been  so  much  liquidity.  I 
think  that  in  fact  we  have  gone  so  far  that  the  shortage 
of  a genuine  medium  of  exchange  has  now  gone  far  enough 
to  offset  the  excess  of  substitutes  for  money  for  various 
purposes  at  different  degrees  ; but  we  ^ve  had  to  reduce 
the  ratio  further  than  we  should  have  had  to  if  mere  had 
not  been  so  much  other  Uquid  assets,  and  it  has  been 
harder  to  do  it. 

10426  Professor  Cairncross:  Would  you  say  that,  if 
YOU  were  to  add  in  Treasury  Bills  or  short-term  assets 
of  that  kind  held  outside  the  banking  system,  ffie  pro- 
portion would  not  show  this  fall?— —I  am  not  at  all 
^e  that,  given  the  rise  in  prices,  the  pu^c  are  very 
much  more  Uquid  than  in  the  twenties.  The  national 

• Memoranda  of  Evidence  Part  No.  28. 
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debt  as  a whole  is  in  relation  to  national  income  some- 
where round  about  what  it  was  in  the  interwar  period,  and 
I doubt  if  the  form  in  which  it  is  held  to  day  is  more 
liquid  than  it  was  in  the  twenties,  though  I think  it  is 
more  liquid  than  it  was  in  the  thirties  after  the  very  big 
conversion  operations  of  the  late  twenties. 

10427.  In  your  table  1 you  show  a drop  in  the  last  few 
years  in  the  ratio  of  deposits  to  national  income  to  almost 
unprecedentedly  low  proportions.  Sir  Oliver  Franks  is 
putting  to  you  that  this  seems  to  imply_  that  we  are  less 
liquid  than  we  used  to  be ; are  you  pointing  out  that,  if 
you  add  liquid  assets  held  by  the  public  other  than  in  the 
form  of  money,  the  proportions  may  move  in  the  opposite 

direction? No,  I would  not  say  that  at  all.  We  are 

less  liquid  than  we  used  to  be  ; and  if  it  is  true  (I  am  not 
sure  that  it  is)  that  these  non-money  liquid  assets 
are  relatively  more  important  than  they  were,  then  at 
35  per  cent,  money  we  may  be  only  as  liquid  as  we 
would  have  been  at  40  per  cent,  money  with  fewer  outside 
liquid  assets.  I do  not  know  whether  in  fact  we  have  more 
of  these  outside  liquid  assets  in  relation  to  national  income 
or  whatever  other  oriterkm.  you  use  than  we  had  in  the 
inter -war  period. 

10428.  Sir  Oliver  Franks : By  outside  liquid  assets  you 
mean  Treasury  Bills  not  held  in  the  banking  system  but 

ordinary  people? ^Yes.  and  particularly  the  volume  of 

short  bonds  maturing. 

10429.  Professor  Cairncross:  Again  held  outside? 

No,  including  those  inside  the  banks,  because  the  shorter 
the  bonds  held  in  the  banking  system  the  harder  it  is 
to  compress  their  liquidity  and  the  harder  it  is  to  get 
down  the  quantity  of  money ; if  the  short  bonds  held  by 
the  banks  were  100  per  cent,  maturing  in  ffie  n««  twelve 
months  it  would  be  extremely  difficult  to  make  the  bank 
short  of  assets. 


10430.  We  were  talking  about  liquidity  of  the  public. 
It  is  the  impression  of  a good  many  people  that  sin« 
the  war  business  has  been  throughout  in  a fairly  liquid 
position,  including  even  quite  recent  years.  Would  you 

feel  that  that  was  not  so? would  like  evidence  of 

that  I should  have  thought  that  there  was  some  evidence 
•that  in  the  last  couple  of  years  business  had  become  very 
considerably  less  liquid ; that  is  to  say  that,  though  a large 
number  of  firms  remain  highly  liquid,  the  proportion 
remaining  so  has  fallen. 


10431.  During  the  period  up  to  1956  during  whi<A  there 
was  this  tremendous  drop  in  the  ratio  of  bank  dep<^te 
to  national  income,  was  ffiere  not  considerable  liquidity 

in  business? If  there  is  so  much  bquidity,  why_  are 

firms  willing  to  pay  very  high  rates  of  interest  for  raising 
long-term  loans  on  the  London  market . 


10432.  They  may  expect  prices  to  rise? ^It  is  hquubty 

in  relation  to  what  they  want  to  do.^  I would  say  that 
the  long-term  rate  of  interest  is  the  inverse  of  liquidity. 
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10433.  May  we  pursue  that  idea  a little  further?  May 
there  not  have  been  a mimber  of  structural  shifts  in  the 
demand  for  money  over  the  period  covered  by  your 
table  1?  Is  industry  as  dependent  on  bank  credit  as  it 
used  .to  be,  and  is  it  not  possible  that  industry  may  hold 
less  cash  than  it  used  to  hold,  given  the  higher  degree 

of  integration  between  business  concerns? do  not 

think  that  there  is  any  very  clear  evidence  of  that  over 
the  long  period.  I do  not  know  whether  it  is  relevant,  but 
the  other  day  I took  a rough  scatter  diagram  of  these 
figures  [see  opposite},  and  I found  a very  interesting 
pattern.  The  figures  between  1920  or  1921  and  1933,  and 
again  from  1948  or  perhaps  1947,  lie  on  one  very  clearly 
marked  curve,  whereas  the  figures  from  1934  to  1945, 
1946  or  1947  lie  on  a much  less  well  marked  but  clearly 
quite  diflerent  curve.  If  there  has  been  a change,  I would 
say  that  we  have  changed  back  again  after  an  interval 
to  the  relationships  we  were  in  in  the  ’twenties. 

10434.  Would  this  mean  that  you  would  feel  'that  if 
you  knew  the  ratio  of  bank  deposits  to  net  national 
money  income  you  coiild  predict  what  the  rate  of  interest 

would  be? So  long  as  the  conditions  remain,  I would 

say  almost  exactly.  But  there  can  be  very  marked  shifts 
in  the  relationships;  in  the  liquidity  preference,  for 
instance,  between  the  years  1934  and  1946. 

10435.  The  puzzling  feature  of  this  to  some  of  us  is 
that  you  do  not  anywhere  in  this  relationship  make  provi- 
sion for  expectations  about  the  movement  of  prices,  which 

is  generally  thought  to  have  some  effect? ^That  might 

very  well  be  the  cause  of  the  shifts,  but  I do  not  know. 
I am  not  trying  to  explain  it ; I am  just  saying  this  is 
what  the  figures  look  like. 

10436.  The  point  you  are  putting  to  us  is  that  there  is 
an  inverse  relationship  between  the  liquidity  of  the  system 
and  the  rate  of  interest,  liquidity  being  defined  not  just 
in  the  terms  of  the  money  supply,  but  to  include  near- 

money? would  put  it  in  terms  of  the  money  supply. 

One  would  expect  'the  amount  of  near-money  to  affect 
the  shape  of  the  curve,  but  I would  rather  not  include 
near-money,  because  there  is  no  definition  of  near-money. 
There  is  an  infi'nite  series  proceeding  from  the  very  short 
to  the  very  long ; it  is  only  pure  convention  of  the  banks 
to  include  Treasury  Bills  but  not  short  bonds  in  their 
liquid  assets.  I would  rather  stick  to  the  money  supply 
and  say  that  these  other  changes  will  affect  the 
irelatiODships. 

10437.  In  table  1 are  there  not  quite  long  stretches  of 
time  where  the  relationships  between  the  two  quantities 
are  not  particularly  close?  You  mentioned  some  in  your 
paper  ; but  I would  have  thought  this  was  also  so  between 

1924  and  1929,  in  1933,  1934,  1935  and  1936? Between 

1924  and  1929  they  lie  so  close  together  in  a bunch  that 
it  is  practically  impossible  to  say  anything  about  it, 
except  that  the  whole  bunch  lies  very  close  to  the  expected 
curve.  There  is  quite  clearly  a different  relationship  be- 
tween 1934  and  1946  and  1947.  My  explanation  of  the 
1933-34  shift  is  that  where  there  are  expectations  of 
changes  in  security  prices  the  market  yield  is  not  in  fact 
the  true  yield,  that  if  one  is  expecting  a rise  in  the  value 
of  Consols  one  is  paying  not  just  for  the  rate  of  interest 
but  for  the  rate  of  interest  plus  the  capital  appreciation 
expected.  So  the  effective  rate  of  interest  people  were 
expecting  to  make  in  buying  Consols  in  1933  was  very 
much  more  than  the  fiat  yield.  It  may  be  very  much 
more  expectations  of  change  in  security  prices  which 
iiffect  the  rata  of  interest  than  the  expectation  of  changes 
in  commodity  prices.  Another  point  that  has  been  put 
to  me  as  a possible  reason  for  the  aberration  in  the 
thirties  is  that  during  those  years  Consols  were  a very 
much  less  good  indication  of  the  general  level  of  yields, 
because  of  doubts  about  future  dividends  and  so  forth, 
than  they  have  been  at  other  times. 

10438.  The  issue  is  whether  the  relationship  is 
sufficiently  close  and  the  lags  sufficiently  limited  to  allow 

of  operational  application? would  say  that  in  the 

short  run  one  can  get  it  down  on  pure  expectations  if 
one  can  persuade  people  that  long  term  rates  are  going 
to  faU  and  that  they  will  have  a heavy  capital  appreciation. 
There  could  be  very  marked  temporary  shifts  on  those 
expectations  ; but  if  the  authorities  wanted  to  stabilise  the 
long  term  rate  round  about  per  cent.,  they  would 
have  to  allow  the  ratio  of  bank  deposits  to  national  in- 
come to  rise  to  more  nearly  40  per  cent,  than  35  per 
cent. 


10439.  In  a period  of  inflation  it  is  surely  rather  difficult 
to  exclude  expectations  of  a rise  in  commodity  prices? 
1 was  thinking  of  the  price  of  securities. 

10440.  Do  not  the  two  have  a certain  relationship  to 
one  another?  If  profits  are  high  do  not  both  prices 

begin  to  slide  with  them? ^There  might  very  well  be 

an  expectation  of  a decline  in  both  prices,  but  I am 
doubtful  whether  commodity  prices  have  an  effect  on  this 
particular  relationship,  because  both  the  quantity  of 
money  and  the  national  money  income  would  be  going 
up  very  sharply,  the  latter  probably  faster  with  the  in- 
crease in  velocity  and  a rise  in  interest  ratM.  All  I would 
say  is  that  there  is  a relationship,  which  differs  from  time 
to  time,  between  velocity  and  the  rate  of  interest. 

10441.  Chairman:  I am  not  sure  where  the  answer  to 
the  original  question  that  was  put  to  you  took  us  to. 

I quite  see  that  with  a large  volume  of  Treasury  Bills  out 
in  the  hands  either  of  the  banks  or  the  public,  and  with 
this  constant  maturing  of  Government  bonds  each  year, 
the  control  of  the  money  supply  is  a difficult  thing  for 
the  authorities  to  achieve ; but  I assume  that  it  has  been 
the  policy  of  the  auffiorities  to  reduce  the  money  supply, 
and  from  your  figures  it  would  seem  that  by  one  means 
or  another  ffiey  have  brought  about  a marked  fall  in  the 

money  supply  compared  with  the  national  income? 

Yes  indeed ; and  there  has  been  an  almost  continuous 
rise  of  interest  rates  during  that  period  ; but  I would  say 
that,  whereas  they  could  get  a given  rate  of  interest  with  a 
40  per  cent,  ratio  of  bank  deposits  to  national  income 
if  there  was  not  very  much  near-money  in  the  system, 
they  might  need  35  per  cent,  to  get  the  same  rate  if 
there  was  a lot  of  near-money  in  the  system.  They  would 
have  to  set  off  the  increased  liquidity  due  to  large  holdings 
of  near-money  by  having  less  real  money,  in  order  to 
get  the  same  effect  on  total  liquidity. 

10442.  What  agency  in  your  view  has  been  responsible 
for  this  reduction  in  money  supply,  in  view  of  the 

technical  difficulties  of  achieving  monetary  control? It 

has  not  been  an  absolute  reduction  in  the  money  supply, 
only  a reduction  of  the  money  supply  in  relation  to 
national  income.  If  the  authorities  take  measures  which 
keep  down  both,  they  do  not  have  an  effect  on  the  rate 
of  interest.  If  they  had  complete  control  by  mere  budge- 
tary policy  and  no  other  control,  one  would  expect  them 
to  check  inflation  and  keep  down  the  rise  in  the  quantity 
of  money  by  using  the  Budget  surplus  to  pay  off  Govern- 
ment debts  to  the  banks.  They  would  also  be  keeping 
down  the  national  money  income  at  the  same  time  by 
taking  it  out  of  people’s  pockets.  One  would  not  expect 
that  in  itself  to  have  an  effect  on  the  rate  of  interest; 
that  only  happens  if  they  are  checking  the  supply  _ of 
money  directly  and  not  merely  taking  it  away  by  taxation 
and  cancelling  it,  because  in  that  case  there  would  be  a 
fall  both  in  the  national  money  income  and  in  the 
quantity  of  money. 

10443.  Sir  Oliver  Franks:  If  one  assumes  that  the 
authorities  have  a responsibility  for  the  way  in  which  the 
clearing  bank  deposits  have  been  held  almost  constant  for 
six  or  seven  years  while  the  national  money  income  has 
been  going  up  steadily,  one  perhaps  begins  to  see  what  a 
powerful  instrument  monetary  control  is : it  has  so 
decreased  the  general  liquidity  of  the  system  that  rat« 
have  been  forc^  up  .to  the  extent  that  you  described,  and 
the  ideas  which  we  had  that  monetary  policies  were 
incapable  of  regulating  the  system  are  incorrect.  But  if 
you  forget  these  figures,  and  'think  of  what  most  of  us 
have  been  saying  at  intervals  over  the  last  six  years,  we 
have  been  .tending  to  say:  “Too  little  too  late”;  that 
the  Government  have  not  been  very  adequate  in  what 
.they  have  done,  that  monetary  measures  have  seemed  to 
fail  in  their  effect  and  have  had  to  be  reinforced  by  the 
successive  package  deals.  How  do  I reconcile  on  the  one 
hand  this  and  .on  the  other  the  apparent  success  in  dealing 

with  the  liquidity  of  the  system? ^In  1947  we  started 

with  a very  large  excess  liquidity  in  the  system.  Th^ 
excess  liquidity  was  only  possible  without  inflation  while 
they  could  prevent  excess  demand  from  appearing  by 
direct  control.  Partly  because  controls  became  unenforce- 
able and  partly  b^ause  the  Government  deliberately 
withdrew  ffiem,  they  have  been  releasing  continuously 
ever  since  the  end  of  the  war  .the  excess  demand  which 
was  concealed  behind  these  barriers,  and  this  has  con- 
tinually raised  the  inflationary  pressure,  which  has  needed 
a continually  rising  rate  of  interest  .to  keep  it  in  control, 
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If  they  bad  takea  off  the  whole  of  their  coatrols  in  1947, 
and  had  tried  to  institute  a monetary  policy  which  would 
prevent  inflation,  the  inflationary  pressure  was  so  large, 
and  the  demand  for  investment  in  relation  to  saving  was 
so  large,  that  they  would  have  had  to  have  something  like 
a 10  per  cent,  rate  of  interest  to  equate  investment  and 
savings  by  monetary  policy  alone.  We  have  come  lo  the 
stage  where  we  have  been  able  to  equate  it  at  approxi- 
mately 5 per  cent.,  very  largely  as  a result  of  the 
spontaneous  rise  in  saving,  but  monetary  restrictions  have 
been  continually  fighting  the  emergence  of  the  demands 
concealed  during  and  just  after  the  war  behind  the  controls. 
One  of  the  big  reasons  for  the  last  inflationary  movement 
was  the  complete  removal  of  building  controls ; not  that 
I like  a system  of  controls.  I hate  them,  but  when  one 
takes  them  off  one  releases  enormous  pressures  which  are 
quite  incalculable  very  often  in  advance. 

10444.  Sir  John  Woods'.  If  that  is  right,  is  it  also  right 
to  conclude  that  the  main  reason  for  the  inflationary 
pressure  and  the  continuous  rise  of  prices  does  not  lie 
in  the  excess  liquidity  of  the  system  but  in  .the  gradual 
release,  by  abolishing  controls,  first  of  all  of  pent-up 
wartime  demand  and  then  of  rising  demand?  In  other 
words  is  the  story  of  excess  liquidity  being  caused  largely 
by  the  issue  of  short-term  debt  by  the  Government  not 

after  all  a guiding  feature  in  .the  whole  picture? 1 

would  not  agree  Wiith  that  combination.  When  there 
is  so  much  money  about  that  the  Government  can  prevent 
people  from  using  it  and  maintain  stability  only  by 
physically  preventing  them  from  spending  it,  then  I would 
say  that  there  is  excess  liquddity  dn  the  system. 

10445.  From  that  it  would  seem  to  follow  that  in 
modern  conditions,  over  the  last  ten  years  or  so,  in  order 
to  avoid  excess  liquidity  one  really  needed  a much  lower 
ratio  of  money  to  national  income  than  we  were 

accustomed  to  in  the  ’twenties? Yes.  Immediately 

after  the  war,  with  acute  demand  for  restocking,  for 
making  good  shortages  and  so  on,  we  should  have  needed 
a much  higher  rate  of  interest  than  in  the  ’twenties,  if 
we  had  been  .relying  on  .monetary  policy  alone,  and 
probably  a ratio  of  money  to  national  income  of  30  per 
cent,  or  less.  Where  liquidity  is  deliberately  built  up 
Isehind  the  barrier  of  controls  in  order  to  force  demand 
in  a particular  direction,  at  is  almost  impossible  to  remove 
the  controls  quickly  unless  there  is  a wholesale  destruction 
of  money,  something  like  the  Belgians  had,  and  the 
Government  cancel  or  freeze  half  the  bank  deposits  in 
existence.  If  one  had  wanted  to  lake  off  the  controls 
.immediately  after  the  war,  one  would  have  had  to  do 
something  like  that. 

10446.  Chairman:  Do  you  regard  this  upward  march 
of  the  yield  on  Consols  from  1946  to  1957  as  the  product 
of  market  forces,  the  result  of  the  struggle  for  capital 
among  those  who  wish  to  achieve  long-term  borrowing 
when  there  is  a comparative  shortage,  or  is  it  a product 

of  monetary  policy? The  monetary  policy  means  that 

people  have  to  struggle  to  get  it.  If  there  was  an  unlimited 
supply  they  would  get  it  easily,  and  .that  would  just  blow 
•the  lid  off.  It  is  by  making  money  scarce  and  forcing 
them  to  compete  for  scarce  money  that  fte  Government 
forces  up  the  rate  of  interest. 

10447.  You  do  not  think  it  matters  in  what  market  you 

make  it  short? In  the  short  run  it  does,  lie  markets 

are  by  no  means  completely  linked.  In  the  longer  run, 
in  perhaps  two  or  three  years,  it  moves  across  even  to 
such  rather  isolated  markets  as  the  building  societies  and 
that  sort  of  thing. 

10448.  Professor  Cairncross:  You  do  not  in  your 
exposition  make  it  very  clear  where  the  demand  for 
capital  comes  into  this.  If  there  is  a particular  need  for 
capital  one  would  have  expected  that  sooner  or  later  to 

show  itself  in  the  rate  of  interest? Unless  capital  is 

rationed.  The  Government  can  prevent  ie  need  from 
showing  itself  by  building  licensing  and  so  on. 

10449.  I was  not  referring  to  that,  but  to  relationships 
which  you  draw  in  your  table  between  the  rate  of  interest 

and  what  seems  a larger  monetary  phenomenon? 1 

would  agree,  but  if  wc  did  not  have  this  we  should  not 
have  the  rise  in  the  national  money  income.  Because 
fliere  is  a continual  tendency  to  over-invest  there  is  a 
rise  in  the  national  money  income. 

10450.  I do  not  quite  follow.  Assume  that  tomorrow 
the  productivity  of  capital  suddenly  doubled,  so  that  there 
was  an  increase  in  the  demand  for  savings ; would  you 


expect  that  to  show  itself  in  the  rate  of  interest  or  not? 

It  would  certainly  show  itself  in  the  rate  of  interest ; 

it  would  also  show  itself  in  a very  big  rise  in  national 
money  income.  It  would  become  much  more  profitable 
to  invest.  That  would  cause  a good  deal  of  money  to 
come  out  of  idle  balances ; that  would  cause  an  increase 
in  velocity. 

10451.  The  effect  on  the  national  money  income  would 

be  deferred  for  a considerable  time? It  would  show 

almost  immediately  in  the  rise  in  demand  for  existing 
assets,  unless  the  assumption  is  that  existing  assets  would 
not  have  more  productivity,  and  that  the  increase  in  pro- 
ductivity only  showed  itself,  as  a result  of  new  invention, 
in  new  assets.  Suppose  that  someone  discovered  in  this 
country  a major  oil  field.  The  effect  of  that  would  be 
no  doubt  a rush  of  the  public  to  buy  the  shares  of  who- 
ever it  was  who  was  lucky  enough  to  have  it.  A good 
deal  of  money  would  be  drawn  out  of  idle  balances  for 
that  purpose,  and  that  money  would  fairly  soon  begin  to 
come  out  into  incomes.  Possibly  the  rate  of  interest 
would  go  up  first,  but  I think  that  there  would  be  only 
a fairly  short  time  lag  before  it  emerged  in  incomes  in 
some  form  or  another. 

10452.  It  is  rather  important  whether  the  rate  of 
interest  to  which  we  have  to  accustom  ourselves  is  going 
to  be  higher  or  lower  than  in  previous  periods.  Does  not 
the  normal  rate  of  interest  bear  some  relationship  not 
just  to  monetary  habits  but  also  to  something  real:  the 
rate  of  growth  of  population,  productivity,  inventiveness? 

1 would  agree  entirely.  My  own  view  is  that,  unless 

something  unforeseen  happens,  we  shall  have  to  accustom 
ourselves  to  a rate  of  interest  a good  deal  higher  than 
we  have  been  used  to  for  the  last  thirty  years. 

10453.  How  will  that  show  itself  in  the  ratio  between 

the  bank  deposits  and  money  national  income? It  will 

show  itself  in  a smaller  ratio  than  we  have  been 
accustomed  to  have  for  the  last  twenty  to  thirty  years.  I 
strongly  suspect  that  we  shall  not  manage  under  these 
conditions  to  do  better  than  keep  the  rise  of  the  national 
money  income  pari  passu  with  the  rise  of  the  national 
real  income,  and  that  we  shall  need  a relationship  of  the 
money  supply  to  the  national  income  much  more  like 
that  of  the  twenties  than  that  of  the  thirties,  something 
like  40  per  cent.,  and  a rate  of  interest  much  more  like 
4i  than  3^  per  cent,  But  this  is  pure  guesswork,  par- 
ticularly about  the  attractiveness  of  investment  here  and 
abroad. 

10454.  Would  you  still  bold  this  view  if  the  Govern- 
ment through  the  Budget  were  making  itself  responsible 

for  a much  larger  slice  of  the  national  savings? ^No  ; 

with  a much  larger  slice  of  the  national  savings  there 
would  be  no  need  for  this  at  all.  If  as  a result  of 
budgetary  policy  the  Government  raised  the  rate  of 
savings  to  total  national  income  very  substantially,  then 
undoubtedly  there  would  be  a lower  rate  of  interest,  and 
a higher  ratio  of  money  to  national  income  would  be 
consistent.  That  would  depend  on  the  demand  on  the 
other  side ; but,  given  that  demand  on  the  other  side 
was  unaffected  by  Government  taxation  policy  (and  it 
would  have  to  be  very  carefully  arranged  that  it  did  not 
reduce  demand  on  the  other  side),  I would  say  that,  if 
instead  of  20  per  cent,  of  the  national  gross  income 
saved  we  had  30  per  cent.,  we  should  probably  be  able 
to  manage  with  perhaps  a 45  or  50  per  cent,  ratio  of 
money  to  national  income  and  a rate  of  interest  of  3 to  3i 
per  cent. 

10455.  I should  like  to  pursue  the  question  of  saving's 
a little  further  with  you,  because  you  suggest  that  there 
may  be  a direct  influence  of  interest  rates  on  savings,  and 
that  this  influence  may  have  been  perhaps  underestimated 

in  recent  years? 1 do  not  think  I said  that.  I think 

I said  that  it  is  possible  that  interest  rates  may  have  had 
some  effect  on  savings,  but  that  this  effect  is  likely  to 
have  been  small.  I think  that  the  influence  of  the  direct 
effect  of  interest  rates  is  not  likely  to  be  a major  one. 

10456.  Chairman:  You  only  link  it  here  with  the 
“ annual  cost  of  ownership  of  durable  consumption 

goods  1 think  fliat  it  is  much  more  likely  to  be 

effective  in  so  far  as  it  is  an  absolute  scarcity,  because 
very  few  durable  consumption  goods,  except  houses, 
are  so  long  lived  that  the  rate  of  interest  is  very 
important. 
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10457.  Professor  Cairncross:  The  explanation  in  the 
next  sentence  about  the  slackening  in  the  demand  for 
labour  does  not  help  me  very  much  to  interpret  the 
figures.  Gross  personal  savings  almost  doubled  between 
1954  and  1956,  but  I would  not  have  thought  that  there 
had  been  any  quiver  in  the  labour  markets  to  express 

an  advancement  of  this  kind? Certainly  not  in  1955. 

I have  not  got  the  figures  in  front  of  me,  but  my  im- 
pression was  that  there  was  a substantial  rise  in  unem- 
ployment in  1956. 

10458.  A rise  of  about  50,000. This  is  a purely 

tenative  suggestion,  and  I am  not  prepared  to  stand  by  it ; 
it  is  merely  put  forward  as  a possible  hypothesis. 

10459.  Chairman:  Is  it  not  rather  odd  that  such  a 
phenomenon  as  the  leap  in  the  gross  personal  savings 

should  go  almost  without  an  explanation? ^The  reason 

for  the  rise  in  1952  can  fairly  plausibly  be  said  to  be 
the  end  of  the  post-war  personal  re-stocking  move. 
Whether  that  was  only  partial  and  there  was  a furth« 
rise  on  this  account  in  1956  I do  not  know.  There  is 
very  little  doubt  that  some  phenomenon  of  this  sort 
occurred ; otherwise  it  is  extraordinarUy  difficult  to  make 
the  other  figures  make  sense,  but  the  causes  of  it  are 
purely  a matter  of  guesswork.  AH  one  can  do  is  to  put 
forward  possible  hypotheses  and  hope  that  somebody 
will  be  able  to  do  something  about  them.  I myself  am 
quite  incapable  of  giving  what  I would  regard  as  a 
satisfactory  explanation  of  the  1954-56  rise.  About  a 
third  of  it  is  due  to  hire  purchase  restrictions ; but  that 
does  not  explain  why  there  was  a further  rise  in  1957 
when  hire  purchase  restrictions  • had  been  partially  re- 
leased. It  merely  transfers  the  problem.  It  may  be  that 
saving  is  a function  much  more  than  one  thinks  of  changes 
in  real  income  in  the  short  run.  There  has  been  a very 
remarkable  rise  in  real  income  since  1952.  That  would 
not  account  for  the  1952  rise,  but  it  may  be  that  the 
very  remarkable  rise  in  real  personal  income  was  the 
main  cause  of  the  1954-56  rise,  and  that  in  fact  saving 
is  a very  marked  function  of  a rise  in  personal  incomes. 

10460.  Prof essor  Cairncross : Do  you  not  think  it  equally 
remarkable  that  total  investment  or  saving  does  not 
fluctuate  in  the  way  personal  savings  do,  and  that  perhaps 
this  provides  a clue  to  what  is  going  on?  May  it  not  be 
a shift  in  the  people  doing  the  saving  rather  than  an 

increase  in  thrift? It  may  be  a change  in  the  ratio 

between  investment  abroad  and  fixed  investment  at  home. 
Total  investment  has  of  course  moved  with  the  saving, 
but  there  has  been  this  very  remarkable  apparent  move- 
ment in  stocks  and  the  balance  of  payments  does  seem  to 
be  to  a considerable  extent  reciprocal:  we  seem  to  get  the 
balance  of  payments  we  can  afford. 

10461.  Mr.  Jones:  How  do  you  contend  that  a prob- 
able explanation  of  increased  savings  may  stem  from  in- 
security of  employment?  Wbat  evidence  is  there  of  this 

in  the  figures  you  present  in  table  2? ^None  whatever 

in  that.  The  only  thing  is  that  in  1952  there  was  a sh^p 
rise  in  unemployment,  and  I was  under  the  impression 
that  the  second  half  of  1956  showed  a rather  similar 
trend.  If  I was  not  quite  sure  of  keeping  my  job, 
and  I had  £50  in  the  savings  bank,  I should  hesLute 
very  much  before  I put  it  down  as  a deposit  on  a new 
television  set.  One  would  have  to  relate  the  total  to 
figures  not  of  unemployment  but  of  expectations  about 
unemployment. 

10462.  You  give  the  figures  of  gross  personal  savings. 
I take  it  that  those  would  include  savings  in  pension 
funds,  insurance  funds,  superannuation  funds,  building 
societies  and  so  on.  Would  there  be  any  means  of 
locating  individual  savings? ^If  one  takes  gross  per- 

sonal savings  and  deducts  from  that  the  savings  that 
can  be  accounted  for  in  these  other  things,  one  arrives 
at  a still  more  violently  fluctuating  margin  which,  up 
to  1952,  was  largely  negative;  there  were  visible  savings 
in  these  institutions  which  disappeared  in  the  total.  One 
can  only  assume  there  was  very  large  personal  dissaving. 
In  1952  this  large  negative  item  largely  disappeps,_  and 
total  personal  saving  is  very  close  to  the  institutional 
saving.  That  almost  certainly  means  fairly  substantial 
personal  negative  savings,  in  the  strict  personal  sense,  be- 
cause that  includes  the  plough-backs  of  unincorporated 
businesses  which  is  normally  fairly  substantially  positive, 
It  may  be  that  the  further  rise  is  simply  the  disappearance 
of  that  residual  negative  item  ; I do  not  know. 
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10463.  Professor  Cairncross:  Among  the  institutional 
savings  a large  part  is  surely  found  amongst  the  tax- 
payers. Do  you  not  think  that  changes  on  the  side  of 

taxation  may  have  something  to  do  with  this? It  is 

very  difficult  to  know.  We  have  no  figures,  I think,  for 
tax  reserves  of  persons. 

10464.  Chairman:  Would  tax  reserves  of  persons  be 
represented  by  tax  reserve  certificates? 1 doubt  if  per- 

sons go  in  for  them  very  much. 

10465.  What  else  would  they  be? They  are  money 

which  a man  has  at  the  bank  at  some  time  of  the  year 
because  he  has  to  pay  his  tax  next  month. 

10466.  Professor  Cairncross:  Private  persons  can  hold 
tax  reserve  certificates  if  they  choose  to? Large  tax- 

payers might ; with  P.A.Y.E.  it  does  not  arise. 

10467.  I was  thinking  in  terms  of  changes  in  rates  of 
tax,  and  therefore  of  the  income  left  to  the  taxpayer  on 
which  he  might  not  have  reckoned  in  laying  out  his 

income  earlier? ^The  effective  taxation  of  ffie  higher 

income  groups  only  came  down  appreciably  last  year. 
Up  to  then  the  effects  of  reduced  rates  of  tax  barely  made 
up  for  the  effects  of  inflation.  If  that  had  been  the 
cause  of  the  rise  in  savings,  I should  have  expected  to 
find  the  rise  in  1957  or  1958.  I personally  expected  to 
see  the  1957  savings  figures  fall  back  a bit;  the  fact  that 
they  did  not  may  be  due  in  part  to  the  taxation  change. 

10468,  May  we  pass  to  the  discussion  in  paragraphs  15 
to  17  on  the  prospects  of  funding  and  tbe  difficulties 
in  carrying  through  funing  operations?  You  point 
out  that  the  effect  of  trying  to  carry  through  a large  fund- 
ing operation  might  be  a sharp  fall  in  interest  rates  and 
the  temporary  paralysis  of  the  market,  The  alternative 
might  be  a very  long  and  protracted  fall  in  gilt  edged 
which  would  also  have  unfortunate  consequences.  Which 
do  you  think  is  preferable,  a short  sharp  break  or  a very 

long  and  protracted  decline? My  own  inclination 

would  be  towards  a short  sharp  break.  If  one  cannot 
sell  anything  on  a market,  the  best  thing  is  to  bring  the 
price  down  with  a bump,  and  then  it  will  begin  creeping 
up  again.  It  has  been  put  to  me  by  people  in  contact 
with  the  market  that,  if  the  authorities  do  this,  they  run 
the  risk  (<z)  of  bankrupting  the  jobbers  and  (b)  of 
making  people  so  frightened  of  holding  Government 
securities  that  there  might  be  very  unfortunate  tong-term 
repercussions,  making  funding  an  impossible  policy.  My 
own  view  (and  this  is  shared  by  other  people)  is  that, 
if  the  Government  want  to  sell  something  on  a weak 
market,  they  should  bring  the  price  down  with  a bump. 
That  is  what  the  Government  actually  did,  although  not 
intentionally,  when  it  put  Bank  Rate  up  to  7 per  cent. 
It  did  exactly  what  I had  been  suggesting  was  the  right 
thing  to  do ; it  brought  long-term  prices  down  so  low 
that  nobody  thought  they  could  go  any  lower. 

10469.  Chairman : This  long  and  gradual  rise  of  the 
yield  in  Consols  has  been  making  people  over  the  years 
reluctant  to  hold  Government  securities.  Is  it  not  a 
matter  of  contrasting  one  way  of  frightening  them  with 
another  way? — -Yes,  but  in  the  course  of  operations  on 
the  market  people  have  much  less  sudden  and  unavoid- 
able losses  with  a gradual  slide  than  with  a sudden 
drop.  My  own  feeling  is  that  people  went  on  buying 
Government  long-dated  securities  for  some  considerable 
time  out  of  habit,  and  it  was  only  in  1957  that 
they  really  began  to  appreciate  the  position.  It  is 
exactly  the  same  thing  as  happened  on  a smaller  scale 
in  the  early  1900s,  when  it  was  not  until  the  fall  in 
gilt-edged  had  been  going  on  for  ten  or  twelve  years  that 
the  people  who  buy  those  things  from  habit  began  to 
wake  up.  I find  it  very  surprising  that  people  are  so 
slow  to  wake  up. 

10470.  Professor  Cairncross:  Would  you  regard  it  as 
more  feasible  or  desirable  to  operate  on  the  long-term 
rate  indirectly  via  Bank  Rate,  rather  than  take  some  direct 
action  as  a means  of  making  the  long  term  rate  move? 

Purely  for  the  internal  situation  I think  a change  in 

Bank  Rate  is  unnecessary ; it  may  be  necessary  from  an 
external  point  of  view,  which  is  quite  different.  From 
an  internal  point  of  view,  if  it  is  true  that  when  the 
Government  broker  goes  into  the  House  either  with 
his  hat  on  or  with  his  hat  off  (I  cannot  for  the  moment 
remember  which  it  should  be)  and  looks  as  if  he  is  going 
to  sell,  it  is  enough  to  make  the  market  drop  ten  points, 
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1 should  have  thought  the  thing  to  do  would  be  to  let 
him  do  it,  Alternatively,  if  Consols  have  been  standing 
at  55  and  the  authorities  cannot  sell  at  that,  let  them 
bring  the  price  down  to  40,  the  next  day  raise  it  to  41, 
and  the  next  day  raise  it  to  42,  and  so  on, 

10471.  Chairman : The  principle  of  the  SibyUine  Books? 

That  was  not  a really  serious  proposal ; but  that  was 

in  fact  what  they  very  nearly  did  when  they  dropped 
^e  price  of  Consols  to  44. 

10472.  Professor  Cairncross : Do  you  think  the  Govern- 
ment could  do  this  twice? 1 hope  that  it  would  not 

have  to.  It  would  be  a very  good  warning  to  the  Govern- 
ment not  to  get  into  the  position  that  it  did  have  to. 

10473.  It  is  rather  like  depreciating  tlie  rate  of  ex- 
change sharply  in  preference  to  defending  the  higher 
rate  until  forced  to  go  to  a rate  which  may  in  the  end  be 

lower  than  if  one  depreciates  sharply? ^Provided  that 

one  brings  it  up  again,  and  does  not  peg  it  at  the  new 
rate.  I agree  that,  if  a country  which  had  a very  weak 
rate  of  exchange  dropped  it  quickly  and  then  started 
bringing  it  up,  it  could  probably  stabilise  it  higher  than 
if  it  tried  to  defend  the  original  rate  and  was  forced 
off. 

10474,  Chairman:  One  of  the  problems  that  is  going 
to  result  from  changing  a rate  of  interest  is  uncertainty 
as  to  what  level  it  may  go  to.  When  Bank  Rate  went  to 
7 per  cent.,  I think  it  was  a general  assumption  that 
it  was  very  improbable  that  the  rate  would  go  higher, 
and  it  therefore  established  an  attractive  force  in  the 
market  because  people  thought  that  they  could  not  do 
better  by  waiting.  Do  you  think  it  conceivable  that  you  should 
have,  as  it  were,  three  speeds,  a low  rate,  a medium  rate  and 
a high  rate,  and  not  an  infinitely  variable  range  of  rates, 

so  that  people  would  have  a certainty? 1 do  not  think 

that  one  can  ever  have  a certainty,  because  it  depends 
on  how  profitable  investment  is.  Unless  the  Government 
has  very  marked  control  on  saving  by  an  extremely  flexible 
budgetary  policy,  I do  not  see  how  there  can  be  any 
guarantee  unless  one  knows  what  is  going  to  happen  about 
the  demand.  If  there  was  something  developing  which 
looked  like  being  extremely  profitable  if  people  could 
get  in  now,  I do  not  see  how  the  Government  could 
stop  interest  rates  going  up  unless  it  could  match  savings 
with  its  own  obligations. 

10475.  Professor  Cairncross:  This  uncertainty  must 
mean  that  the  Government  may  be  compelled  to  repeat 
the  operation  of  bringing  about  a drop  in  gilt-edged 

prices? Once  it  has  got  the  thing  under  control,  the 

difficulties  will  be  very  much  less  than  they  have  been. 
If  the  range  of  variation  of  the  ratio  of  bank  deposits  to 
national  income  is  between  35  and  40  per  cent.,  then 
the  problem  is  very  much  more  amenable  than  that  of 
getting  it  down  from  60  to  65  per  cent,  of  national  in- 
come. The  extreme  difficulty  of  the  problem  has  been 
due  to  the  fact  that  we  have  had  a quite  unstable  position 
in  relation  to  money. 

10476.  How  seriously  do  you  take  these  funding  diffi- 
culties? The  gilt-edged  market  has  after  all  over  the 
past  ten  or  twelve  years  bad  to  meet  the  requirements 
of  the  nationalised  industries,  and  yet  the  Government 
has  done  some  funding.  Do  you  put  it  to  us  that  the 
Government  could  not  have  done  just  that  little  more 

that  might  have  made  a substantial  difference? It 

could  have  done,  but  not  on  the  sort  of  criteria  it  was 
prepared  to  work  on ; it  wanted  to  avoid  causing  a 
collapse,  and  only  funded  when  it  could  sell  securities 
on  a market  that  was  prepared  to  absorb  them  without 
a serious  drop  in  price.  I think  that  that  was  probably 
wrong,  and  that  the  Government  should  be  prepared, 
if  necessary,  to  see  the  long  term  rate  go  up  pretty 
sharply ; that  would  have  done  the  job  without  neces- 
sarily funding.  If  the  end-object  of  the  operation  is 
to  raise  long  term  rates  one  should  not  be  annoyed  if 
they  go  up  ; but  they  have  been  frightened  throughout 
of  causing  any  very  rapid  rise.  My  own  view  is  that  it  is 
very  unfortunate  that  it  has  taken  so  long.  If  we  could 
have  got  our  own  inflation  out  of  the  way,  and  our  invest- 
ment down  within  our  own  saving,  a couple  of  years  ago, 
before  the  American  recession  developed,  it  would  have 
been  very  much  pleasanter  getting  the  sort  of  balance 
of  payments  we  need  as  a result  of  a rise  in  exports 
than  as  a result  of  fall  in  import  prices ; and  we  should 


not  have  been  faced  with  the  problem  of  dealing  at  a 
time  when  we  ran  considerable  risk  of  temporary  reces- 
sion with  the  resources  which  we  squeezed  out  of  the 
system  in  order  to  make  them  available  for  more  exports. 
It  would  have  been  very  much  better  if  we  could  have 
got  this  squeezing  operation  over  a couple  of  years  ago. 

10477.  Do  you  think  that  the  operation  would  have 
been  speeded  up  if  the  authorities  had  had  rather  different 
views  about  the  normal  rate  of  interest,  if  they  had  been 
prepared  to  see  the  long  term  rate  of  interest  substantially 

higher? 1 am  not  sure  whether  it  was  the  level  of  the 

rates  or  the  rate  of  change  they  were  afraid  of.  It  was 
put  to  me  that  they  were  afraid  of  a very  rapid  rate 
of  change  in  the  rate. 

10478.  There  were  years  in  which  the  long  term  rate 

fell7 ^There  were  two  or  three  years,  but  before  the 

squeeze,  in  the  period  of  relaxation.  That  goes  a long 
way  back.  I am  only  going  back  to  the  end  of  1954 
when  the  Government  had  begun  to  tighten  up  again. 
In  1953  and  1954,  with  the  very  big  rise  of  savings  there 
had  been,  they  thought  that  they  were  safe  in  letting  the 
thing  rip,  and  they  greatly  under-estimated  the  pressure 
of  investment  demand.  That  is  the  only  rational  explana- 
tion I can  make  of  their  policies,  that  it  was  just  a mis- 
calculation ; they  had  a margin  in  1952-53  because  of  the 
big  rise  in  saving,  and  it  was  safe  to  relax  restrictions 
on  investment  to  a certain  extent  but  not  to  the  extent 
in  fact  that  they  did,  in  view  of  the  subsidiary  rise  of 
other  forms  of  near-money. 

10479.  You  would  feel  that  it  would  have  been  safe 
to  have  withdrawn  some  of  the  controls  over  building, 
provided  that  simultaneously  action  was  taken  to  tighten 

up  the  gilt  edged  market? Yes,  or  even  to  withdraw 

au  controls  over  building  ; but  if  they  were  going  to 
withdraw  all  of  them  they  ought  to  have  taken  steps 
to  tighten  up  the  gilt  edged  market  simultaneously.  They 
allowed  this  fall  in  1952,  but  they  did  not  know  there 
was  going  to  be  such  a remarkable  response  to  their 
advocacy  of  higher  industrial  investment. 

10480.  In  paragraph  18  you  suggest  a scheme  of  com- 
pulsory deposits  which  appears  to  have  been  acted  upon 
in  the  meantime.  How  do  you  view  this  action  that 
has  been  taken  in  relation  to  your  proposal?  Does  it 

give  effect  to  it? Almost  exactly.  I hope  that  I made 

it  clear  that  it  is  desirable,  if  possible,  to  avoid  all 
measures  of  compulsion ; this  is,  I think,  the  least  un- 
desirable form  of  compulsion  that  I have  been  able  to 
think  of. 

10481.  You  suggest  in  paragraph  19  that  the  special 
deposits  should  carry  a rate  of  interest  appreciably  higher 
than  that  currently  yielded  by  Treasury  bills.  Do  you 

feel  that  this  is  important? ^There  is  a certain  risk 

even  in  the  present  scheme  that  it  might  encourage  (he 
Government  to  fund  on  the  cheap  by  compelling  the 
banks  to  make  these  deposits.  I put  this  in  as  a way  of 
discouraging  the  Chancellor  from  using  it  as  a cheap 
way  of  raising  money. 

10482.  Chairman  : It  is  really  a penal  rate? A penal 

rate  on  the  Government  so  that  they  shall  not  use  this 
as  a means  of  raising  money,  but  merely  as  a means  of 
cancelling  money  when  all  else  fails. 

10483.  Professor  Cairncross:  The  higher  rate  of 

interest  that  the  banks  would  then  earn  might  to  some 
extent  be  regarded  as  in  compensation  for  the  advances 
that  they  did  not  make?— —Certainly ; or  for  the  less 
liquid  form  in  which  they  would  be  compelled  to  hold 
their  money  as  compared  with  the  Treasury  Bills  which 
they  would  otherwise  have  held. 

10484.  Leaving  aside  whatever  interest  the  commercial 
banks  would  have  in  this,  would  you  not  feel  ffiat  the 
Government  would  normally  be  reluctant  to  resort  to 
this  measure  in  any  event? Some  Governments  would. 

10485.  You  think  that,  if  not  reluctant,  they  would  be 

deterred  by  the  penal  rate  of  interest? 1 think  it 

would  be  a consideration. 

10486.  Mr.  Jones:  Have  you  visualised  the  amount  to 

be  frozen  in  this  way? ^I  hope  that  it  will  not  be 

necessary  to  use  this  technique ; but  if  it  had  been  used 
in  1951,  instead  of  persuading  the  banks  to  take  up 
£500  millions  of  gilt-^ged  bonds,  as  an  alternative  way 
of  getting  the  money  out  of  Treasury  Bills  into  a less 
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liquid  form  of  asset,  they  could  have  said : “ We  want 
£500  millions  of  your  Treasury  Bills  to  be  converted  into 
special  deposits  at  the  Bank  of  England.” 

10487.  Chairman : You  would  not  allow  the  banks  to 
fund  all  their  current  overdrafts  at  the  rate  of  these 
special  deposits?  That  would  make  it  very  gratifying  1 

1 was  thinking  of  probably  one  per  cent,  over 

Treasury  Bill  rates,  so  that  the  Government  should  not 
choose  it  as  a cheap  way  of  funding.  There  would,  I 
hope,  be  no  risk  of  ultimate  loss  to  the  banks  on  this, 
whereas  there  is  always  a certain  margin  of  risk  on 
overdrafts ; so  I should  have  thought  the  overdraft  rate 
would  be  higher.  I should  have  thought  that  a rate  much 
more  equivalent  to  the  long  term  rate  than  to  the  biU 
rate  would  have  been  appropriate  for  the  special  deposits. 


10488.  You  suggest  that  the  special  deposits  should  be 
obligations  of  the  Bank  of  England  instead  of  the 
Treasury.  I see  the  difference  of  form,  but  when  we 
have  a system  under  which  the  Bank  of  England  is 
acting  in  effect  as  agent  for  the  Treasury,  does  it  make 

a real  difference? 1 think  that  it  does  indicate  that 

this  is  a means  of  sterilising  money  and  not  a means  of 
Government  borrowing.  It  can  be  used  in  exactly  the 
same  way ; the  Government  could  borrow  from  the 
banks,  and  then  sterilise  the  proceeds,  but  there  would 
have  to  be  two  operations  instead  of  one.  And  I think 
that  the  Bank  of  England,  although  nationaiised,_  does  on 
occasion  have  its  own  independent  point  of  view,  and 
this  would  help  it  to  emphasise  the  difference  that  still 
exists. 


10489.  Professor  Cairncross:  A system  of  special 
deposits  exists  in  other  countries,  particularly  in 
Australia.  It  is  surely  not  the  practice  there  to  pay  such 

high  rates  of  interest? There  is  no  Treasury  Bill 

market  there,  I think.  The  rate  on  these  deposits  there 
is  extremely  low.  That  is  one  of  the  things  the  banks 
complain  very  bitterly  about.  But  there  it  is  used  very 
largely  to  sterilise  rises  in  overseas  reserves,  so  that  they 
do  not  get  a multiple  expansion  of  credit  as  a result  of 
an  overall  surplus  on  the  balance  of  payments. 

10490.  Chairman:  In  paragraph  17  you  are  talking 
about  the  first  half  of  1955,  and  you  say  that  what  pres- 
sure on  bank  liquidity  did  take  place  then  was  due  not 
to  the  operations  of  monetary  authorities  but  to  the 
increased  purchase  of  Treasury  Bills  by  non-bank  holders? 

1 would  like  to  modify  that  a little ; I have  looked 

at  the  figures  again  since  then.  I would  say  now  that 
the  fall  in  the  banks’  liquidity  ratios  was  due  not  only 
to  funding  operations  but  also  to  non-bank  pur- 
chases of  Treasury  Bills.  There  was  a drop  in  the  tender 
Treasury  Bill  issue  of  £200  million ; from  that  one  would 
normally  expect  a drop  of  £100  million  in  bank  holdings, 
but  there  was  in  fact  a drop  of  £300  million  in  bank 
holdings.  A minor  part  of  the  drop  of  £300  million 
would  have  been  the  £100  million  that  one  would  expect 
merely  from  funding,  and  the  other  £200  million  must 
have  been  a switch  in  the  way  the  tender  BiUs  in  issue 
were  held. 

10491.  What  made  the  outside  world  at  that  time  a 

more  effective  competitor? A lot  of  firms  were  still 

very  liquid,  and  Treasury  Bills  looked  a very  profitable 
way  of  investing  temporary  idle  funds  as  compared  with 
whatever  other  way  they  had  previously  been  holding 
them,  probably  on  deposit  at  the  banks. 


10492.  It  was  an  accident  of  circumstances,  not  some- 
thing the  Government  could  engineer? 1 think  that 

they  could  nearly  always  engineer  it  by  pushing  up  the 
bill  rate  sharply,  thus  making  bills  a very  lucrative  form 
of  holding  as  compared  with  other  forms  of  holding 
money. 


10493,  Would  not  the  other  forms  possibly  follow  suit? 

Xhat  depends  very  much  on  the  relationship  between 

the  bill  rate  and  deposit  rate ; where  the  bill  rate  is 
appreciably  above  the  deposit  rate,  I think  that  would 
tend  to  happen. 

10494  You  could  get  a temporary  switch  out  of  bank 

deposits  into  Treasury  Bills? ^Yes.  On  the  other  h^d 

a high  deposit  rate  at  the  banks  tends  to  be  disinfla- 
tionary, because  it  reduces  the  cost  of  loss  of  income 
from  holding  money  idle.  If  one  cannot  get  interest 
on  bank  deposits,  then  the  difference  between  iiwestmg 
it  outside  and  holding  it  idle  is  the  whole  of  the  rate 
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one  earns  outside,  whereas  if  interest  is  paid  on  bank 
deposits  it  is  only  a question  of  the  difference  between 
the  two  rates. 

10495.  Professor  Cairncross:  Does  it  not  depend  where 
the  savings  deposits  come  from?  If  a man  takes  money 
out  of  a Post  Ofiice  Savings  Bank  account  and  puts  it 
on  deposit  account  with  a commercial  bank,  that  surely  is 

not  disinflationary? It  reduces  the  cash  reserves  of  the 

savings  banks. 


10496.  It  obliges  the  Government  to  issue  short  Treasury 

Bills? 1 think  that  is  probably  true,  but  only  because 

it  happens  to  be  the  Government.  If  it  was  not  the 
Government  people  could  not  issue  Treasury  Bills.  It 
enables  the  public  to  put  pressure  on  the  GovCTnment  to 
expand  the  quantity  of  money  and  make  them  inflate. 
That  is  where  the  real  problem  comes. 


10497.  It  is  sometimes  suggested  to  us  that  the  Govern- 
ment should  take  measures  to  develop  the  market  outside 
the  discount  market  and  the  commercial  banks  for 
Treasury  Bills,  in  order  to  get  more  leverage.  One  way 
of  doing  that  would  be  to  exercise  control  over  the 
deposit  account  rate  at  the  commercial  banks.  Would  you 

favour  action  of  that  kind? ^No,  because  it  is  not 

inflationary  to  move  money  from  the  Government  on  to 
a deposit  account  at  the  bank.  It  may  not  be  disinfla- 
tionary, the  Government  has  to  create  additional  money 
to  take  the  place  of  what  has  been  sterilised,  but  it  is 
certainly  not  inflationary.  So  long  as  Treasury  BiUs  have 
a special  value  for  the  banks  which  they  do  not  have 
for  the  public,  because  of  the  arbitrary  definition  of 
liquidity,  I should  be  very  surprised  if,  except  in  rather 
exceptional  conditions,  the  public  were  willing  to  pay  as 
much  for  Treasury  Bills  as  the  banks  are.  That  gives 
them  a special  value  to  the  banks  which  they  do  not  have 
to  the  public ; there  is  not  nearly  as  much  difference  be- 
tween a three  months’  bill  and  a six  months’  bond  to  the 
general  public  as  there  is  to  a clearing  bank.  With  this 
liquid  assets  ratio,  so  far  as  it  really  exists,  Treasury  Bills 
have  really  become  a secondary  form  of  money  for  the 
banks  but  not  for  anybody  else.  For  others  there  is  a 
continuous  series,  whereas  for  the  banks  it  is  cut  off 
at  a particular  point ; anything  below  that  point  is 
secondary  money,  and  anything  above  that  is  not. 

10498.  You  are  aware  that  the  creation  of  a bill  market 
in  other"  countries  often  requires  as  a prerequisite  control 
of  the  deposit  rates  paid  by  the  banks,  in  order  to  lirmt 

the  competition  they  offer? Yes,  but  that  is  not  desirable 

as  a means  of  maintaining  control  over  the  inflation^y 
tendencies  of  the  system.  It  might  be  desirable  on  other 
grounds,  but  it  would  not  be  disinflationary  to  sell  more 
bills  to  the  public  at  the  cost  of  having  a higher  propor- 
tion of  deposits  on  current  account. 

10499.  If  you  are  going  to  exercise  control  of  the 
monetary  system  via  open  market  operations  you  want 

to  develop  a bill  market? ^You  want  to  develop  the 

means  of  selling  Government  obligations  of  all  sorts  out- 
side the  banks.  Whether  that  will  be  in  the  form  of 
Treasury  Bills  of  the  type  which  are  suitable  for 
banks’  liquid  assets  I rather  doubt.  I think  that  it  would 
have  a more  disinflationary  effect  to  raise  the  rate  of 
interest  on  Post  Office  savings  deposits  to  5 per  cent, 
than  to  sell  Treasury  Bills  outside  the  banks  at  5 per  cent. 


10500.  There  is  a difference  between  open  market 
operations  in  bills  and  bonds,  in  that  the  bill  market 
not  get  jammed  up.  The  funding  problem  that  we  have 

been  discussing  is  confined  to  the  bond  market? lhat 

is  because  banks  are  willing,  bills  being  a secondary 
form  of  money,  to  take  them  without  limit,  whereas  they 
are  not  willing  to  take  even  short-dated  securities  with- 
out hmit,  because  they  are  not  a secondary  form  of 
money.  But  this  is  due  to  the  quite  arbitrary  drawing  of 


10501  It  would  surely  not  be  suflficieot  to  rely  on  open 
arket  operations  in  bonds,  if  you  are  afraid  that  when 
.u  indulge  in  these  open  market  operations  you  will 

ing  dealings  to  a standstiU? ^The  same  is  only  true  of 

ills  because  the  banks  will  take  unlimited  bills,  because 
iev  are  part  of  their  liquid  assets.  If  it  was  not  tiue 
tat  the  banks  would  take  unlimited  biUs,  if  they_  worked 
rictlv  on  a surplus  cash  reserve  method  with  bills 
imped  in  with  everything  else,  then  there  would  be 
^actly  the  same  problem  if  the  banks  were  short  of 
ish.  It  is  only  because  the  banks  can  turn  bills  into 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


700 


COMMITTEE  ON  THE  WORKING  OF  THE  MONETARY  SYSTEM 


[Continued 


25  July,  1958] 


Professor  F.  W,  Pajsh,  M.C. 


cash  always  to  unlimited  amount  that  the  authorities  can 
always  sell  bills. 

10502.  I do  not  think  we  are  at  cross  purposes  on  this. 
The  point  1 am  putting  to  you  implies  that  the  Govern- 
ment has  underwritten  purchase  of  Treasury  Bills  in  the 
first  place  ; the  banks  will  buy  Bills  without  limit  because 
they  know  that  the  Government  and  the  Bank  of 
England  stand  behind  them  and  will  handle  them  if 
necessary? Exactly. 

10503.  That  means  from  the  Government’s  point  of 

view  that  it  really  has  not  got  a market  at  all? The 

same  is  true,  as  far  as  the  Government  is  concerned,  of 
short  bonds.  There  is  no  real  difference  between  a six 
months’  Government  bond  and  a three  months’  Treasury 
Bill,  but  because  one  is  included  in  the  banks’  definition 
of  liquid  assets  ratio  and  the  other  is  not  there  are  times 
when  a bank  will  be  willing  to  buy  a three  months’ 
bill  and  not  be  willing  to  buy  a six  months  bond. 

10504.  I am  putting  to  you  that  the  Government  must 
have  some  outside  market  of  one  character  or  another 
that  it  can  rely  on,  to  which  it  can  dispose  of  its  obliga- 
tions ; in  the  case  of  bills  it  has  not  got  it,  and,  in  the 

case  of  bonds  it  sometimes  has  not  got  it? The  reason 

why  it  has  not  got  it  in  bills  is  because  of  the  special 
value  of  bills  to  the  banks.  For  that,  reason  the  bill 
rate  always  tends  to  be  lower  in  relation  to  the  six 
months’  bond  rate  than  the  actual  difference  in  liquidity 
to  the  general  public  justifies.  The  yield  will  be 
sufficiently  below  the  six  months’  bond  yield  to  make  the 
general  public  normally  prefer  the  bond,  because  the  bill 
has  this  special  value  to  the  banks. 

10505.  I see  the  difficulty.  Do  you  see  a way  round 
it? No,  I do  not  think  it  is  necessary.  The  Govern- 

ment needs  to  have  access  to  the  public  ; it  might  be 
willing  to  sell  a three  months’  obligation  to  the  public 
which  carried  a higher  rate  of  interest  than  Treasury 
Bills,  but  was  not  eligible  to  the  banks  as  liquid  assets, 
and  that  would  be  perfectly  possible. 

10506.  Chairman:  : I am  not  quite  sure  what  that 
would  be.  Why  should  not  the  public  turn  it  over  to 

the  banks  later? Because  it  would  not  count  for  the 

30  per  cent,  liquid  ratio.  The  bill  rate  might  be  3i  per 
cent.,  and  these  would  be  at  Ai  per  cent.,  and  the 
difference  would  be  manageable  because  the  banks  could 
not  include  them  in  the  liquid  assets  ratio. 

10507.  Professor  Cairncross:  There  is  a proposal  in 
your  last  section  for  taking  the  gold  reserve  and  dividing 
ii  into  two,  passing  one  to  the  Exchange  Equalisation 
Account  and  retaining  the  other  with  the  Bank  of 
England.  I see  that  it  may  be  important  to  direct  atten- 
tion to  the  way  in  which  movements  in  gold  may  be 
offset  by  movements  in  sterling  balances,  but  do  you 
feel  that  it  is  necessary  to  proceed  to  actual  physical 
partition  rather  than  to  the  construction  of  two  separate 

accounts? 1 do  not  think  that  it  is  necessary ; I think 

it  might  be  useful,  in  that  it  would  give  something  definite 
to  watch  in  the  Bank  of  England  figures  every  week.  It 
could  conceivably  direct  attention  earlier,  or  make  it 
impossible  for  people  who  did  not  want  attention  directed 
to  it  to  prevent  attention  being  directed  to  it. 

10508.  You  are  implying,  as  I understand  you,  that 
if  one  wants  to  see  the  true  reserves  of  this  country  one 
should  first  look  at  the  sterling  balances? — ^No,  I 
think  that  it  is  not  fair  to  say  “ the  true  reserves  ” ; but 
it  would  be  fair  to  say  “ the  true  changes  in  reserves 

10509.  Would  you  think  that  to  be  right  even  in  the 
absence  of  complete  convertibility?  It  has  been  put 
to  us  by  other  witnesses  that  the  right  thing  to  keep  one’s 
eye  on  is  the  movement  in  gold  reserves  less  the  sterling 


balances  held  by  non-sterling  area  countries? would 

not  say  that,  unless  we  could  prevent  sterling  area 
countries  from  spending  their  sterling  balances  outside 
the  sterling  area,  which  we  have  no  power  whatever  to 
do.  In  that  sense  the  sterling  balances  earned  by  sterling 
area  countries  are  fully  convertible  so  far  as  the  U.K. 
is  concerned,  except  for  the  very  small  amounts  that  are 
still  blocked. 

10510.  I imagine  that,  if  we  had  any  obligations  to  the 
International  Monetary  Fund  or  the  Export-Import  Bank, 
or  anything  of  that  kind,  you  would  again  wish  to  take 

account  of  those  in  looking  at  the  reserve  position? 

The  International  Monetary  Fund,  but  I think  not  the 
Export-Import  Bank.  I should  have  thought  that  a loan 
from  the  Export-Import  Bank  ought  to  be  classified  as 
assisting  us  with  our  trading  account  rather  than  as  an 
addition  to  our  monetary  reserves  for  the  banking 
account.  It  is  a bit  of  a wangle,  since  when  we  got  the 
loan  from  the  Export-Import  Bank  it  was  in  fact  to 
help  our  reserves ; strictly  speaking  the  year  in  which 
we  ought  to  have  had  a loan  from  the  Export-Import 
Bank  was  1955,  when  we  had  an  adverse  balance  of 
payments. 

10511.  Mr.  Jones:  Does  not  the  proposal  in  paragraph 
26  seem  to  tie  bank  liquidity  and  credit  to  the  flow 

of  gold? ^Not  to  the  flow  of  gold.  I was  deliberately 

excluding  the  flow  of  gold  due  to  movements  in  and  out 
of  ffie  sterling  balances,  and  trying  to  adjust  the  Exchange 
Equalisation  Account  to  what  was  the  theory  when  it  was 
first  set  up,  which  was,  I understand,  that  we  could  com- 
pletely offset  movements  in  short-term  balances  but  should 
allow  long-term  movements  and  balance  of  payments 
movements  to  have  an  effect  on  the  rate  of  exchange. 

I am  proposing  to  leave  the  first  part  as  before,  but 
to  say  that  wc  are  now  in  effect  back  on  the  gold  standard 
and  should  take  movements  of  gold  on  the  trading  account 
into  the  reckoning  in  determining  internal  credit  policy. 

I started  off  by  saying  that  internal  credit  policy  and 
external  policy  would  be  consistent;  that  is  to  say  that, 
if  we  could  stop  inflation,  we  should  not  have  balance 
of  payments  troubles.  But  if  they  are  not  consistent, 
then  this  would  pose  the  question  very  sharply:  which 
are  we  going  to  follow?  Are  we  going  to  maintain  the 
international  exchange  value  of  the  pound,  or  are  we 
going  to  stabilise  internal  prices?  I have  said  elsewhere 
that  my  view  is  that,  if  they  did  seem  in  the  long  run 
to  be  inconsistent,  and  if  we  could  only  maintain  the 
exchange  value  of  sterling  by  forcing  down  the  level  of 
prices  in  this  country  substantially,  it  is  unlikely  any 
Government  would  in  fact  be  willing  to  do  that. 

10512.  If  this  policy  had  been  operated  in  the  last  two 
or  three  years  you  would  say  you  would  have  taken 

the  same  action  as  has  in  fact  been  taken? Almost 

exactly  the  same.  In  fact  it  would  have  made  us 
do  what  we  have  in  fact  done,  except  that  we  might 
not  have  restricted  so  much  as  the  result  of  the  with- 
draw^ of  the  sterling  balances.  I would  hope  that  we 
would  have  sufficient  gold  reserves  to  enable  the  sterling 
balances  to  fluctuate  like  a fiduciary  issue  freely  within 
the  limits  that  those  who  hold  them  want  to  keep,  and 
that,  if  India  in  one  year  ran  down  its  sterling  balances 
by  £200  mn.  or  £300  mn.,  we  could  allow  her  to  take 
that  amount  of  gold  up  without  having  to  do  anything 
about  our  internal  restrictions,  in  the  expectation  that  in 
due  course  somebody  else  would  pay  it  in  again,  and  we 
should  not,  to  go  back  to  the  analogy  of  the  merchant 
with  the  shop  and  the  bank,  have  to  run  down  our  stock- 
in-trade  in  the  shop  merely  because  our  customers  were 
drawing  out  all  their  balances  from  the  bank. 

Chairman:  Thank  you  very  much,  Professor  Paish. 
I think  that  concludes  our  questions. 


{Adjourned  until  Tuesday.  7th  October,  1958,  at  10.45  a.m.) 
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10513.  Chairman:  Mr.  Crick,  we  have  all  read  your 
main  memorandium*  and  'the  various  other  documents 
which  you  have  sent  in  to  ust-  veicy  grateful  to 

you,  and  have  found  your  paper  very  interesting,  if  I 
may  say  so.  Is  there  any  additional  material  you  would 

like  to  add  before  we  start  our  questions? Mr.  Crick  : 

I would  like,  with  your  permission,  to  make  two  remarks. 
First  of  all  1 would  like  the  opportunity  of  underlining 
the  fact  that  I appear  in  a purely  personal  capacity ; 
anything  I say  this  morning,  like  the  _ contents  of  my 
memoranda,  is  simply  an  individual  contribution  for  which 
I alone  am  responsible. 

Secondly,  as  to  my  approach  to  the  problems  confront- 
ing the  Committee,  I would  like  to  say  just  this;  for 
35  years  now  I have  been  watching  the  course  of  monetary 
affairs  in  this  country,  and  the  impression  has  deepened 
itself  in  my  mind  that  in  these  matters  we  habitu^y 
expose  ourselves  to  the  consequences  of  putting  new  wine 
into  old  bottles.  We  did  it  in  1925,  and  the  bottle  broke 
in  1931  ; it  broke  again  in  1947  and  yet  again  in  1949, 
and  it  has  come  perilously  near  to  breaking  once  or 
twice  since  then.  Despite  this  tendency  to  put  too  much 
reliance  on  assumptions  and  methods  and  mechanics  that 
were  suitable  to  earlier  times,  the  pressure  that  has  been 
exerted  by  political  and  social  and  economic  change  has 
forced  us,  chiefly  by  way  of  improvisation  under  pressure, 
into  progressive  development  of  the  practice  of  monetary 
management. 

Looking  at  the  system  as  it  is  now,  I do  not  believe 
that  there  is  much  lacking  in  the  instruments  available 
for  managing  our  monetary  affairs.  No  doubt  some 
improvements  could  be  made ; they  always  can  be  m a 
system  that  is  adapting  itself  to  changing  conditions.  But 
the  necessary  instruments  and  gadgets  seem  to  me  to 
be  all  there,  and  they  are  sufficient  for  their  purpose  if 
we  are  prepared  to  use  them  openly  and  objectively.  The 
much  more  important  questions,  in  my  view,  are  questions 
of  the  disposition  of  authority  and  responsibility,  and  the 
manner  of  exercising  these  functions ; and  so  it  is  on 
the  working  of  the  system  in  that  sense  rathCT  than  on 
matters  of  mechanics  and  technique  that  I have  con- 
centrated in  the  memoranda  I have  submitted  to  the 
Co-mmittee-t 

10514.  It  would  follow  up  that  thought  if  we  went  to 
the  end  of  your  paper,  because  that  is  the  part  which 
deals  with  the  distribution  of  responsibility,  and  the  propos^ 
you  throw  out  for  a new  monetary  authority.  The  basis 
of  your  thinking  is  the  feeling  that  this  kind  of  activity 
is  not  under  present  conditions  appropriate  to  current 
parliamentary  control? Neither  appropriate  to  parlia- 

mentary control  nor  to  the  very  limited  control  the  Bank 
of  England  can  now  exercise,  

• Memoranda  of  Evidence  Part  XIII  No.  5. 

t See  introduction  to  Mr.  Crick’s  memorandum  of  evidence. 

± But  see  Appendix . F to  Mr.  Crick’s  memorandum  of 
evidence,  on  Alternative  techniques  of  regulating  bank  credit. 
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10515.  Do  you  envisage  freedom  from  parliamentary 
control  as  being  consistent  with  the  subject  being  debated 

from  time  to  time  by  the  Commons? Indeed,  yes ; in 

the  same  way  as  and  perhaps  with  greater  frequency  and 
greater  regularity  than  the  affairs  of  the  nationalised 
industries  are  debated  in  the  House  from  time  to  time. 

10516.  If  one  recognises,  as  perhaps  one  must,  the 
freedom  to  debate  the  conduct  and  results  of  monetary 
policy  in  the  Commons,  can  you  have  a system  under 
which  the  results  of  a debate  cannot  be  reflected  in 

executive  action? ^The  results  of  debate  are  likely  to 

reflect  themselves  in  the  conduct  of  the  monetary 
authority,  but  the  freedom  of  the  monetary  authority 
from  day-to-day  direction  by  the  Treasury  would  give 
it  a far  higher  measure  of  autonomy,  and  would  at  the 
same  time  encourage  more  objective  debate  in  the  House 
of  Commons. 

10517.  If  the  debate  is  recognised  as  a major  one,  who 
is  to  speak  for  the  action  and  decisions  of  the  monetary 

authority  in  Parliament? ^Undoubtedly  the  Chancellor 

of  the  Exchequer  would  be  the  spokesman  for  the 
authority,  but  no  more  than  a spokesman,  in  the  same 
way  as  the  Minister  of  Power  is  in  a sense  the  spokesman 
of,  say,  the  Central  Electricity  Authority. 

10518.  What  exactly  would  the  status  of  the  Chancellor 
of  the  Exchequer  be?  He  would  be  the  spokesman  for 
the  authority,  its  decisions  and  its  reasons  ; but  is  he  to 
champion  it,  and  let  his  own  position  stand  or  fall  by  the 
result  of  the  debate,  or  is  he  merely  to  say:  “ This  is  what 

these  people  did,  and  why”? It  seems  to  me  that  the 

analogy  with  the  nationalised  industries  goes  a very  long 
way.  A debate  in  the  House  of  Commons  on  a 
nationalised  industry  is  based  upon  the  report  of  that 
industry  upon  its  performance  during  the  past  year,  and 
that  report  covers  a great  many  matters  other  than  matters, 
such  as  the  volume  of  capital  investment,  the  capital- 
raising performance  of  the  nationalised  industry,  and  so 
on,  which  are  within  the  control  of  the  Minister  himself  ; 
and  the  Minister  is  the  spokesman  of  the  nationalised 
industry  in  that  he  seeks  to  defend  the  objectiveness  of 
the  performance  of  the  industry  and  its  conformity  with 
the  powers  laid  down  by  Parliament  under  the  nationahsa- 
tion  statutes.  I should  visualise  something  of  the  same 
sort  here. 

10519  You  think  that,  if  his  ultimate  duty  was  to 

establish  the  authority’s  objectivity,  its  impartial  pursuance 
of  objects  given  it  by  statute,  his  responsibility  for  it 
would  end  there? Certainly. 

10520  Supposing  the  parliamentary  debate  results  in 
an  adverse  view  of  the  action  taken  by  the  authority; 
what  is  to  follow?  Is  there  any  power  of  altering  the 
constitution  or  the  membership  of  the  authority?— —No. 
A Government  would  then  be  responsible  for  considering 
in  the  light  of  the  debate  whether  any  legislative  changes 
were  required  in  the  constitution  or  the  duties  of  the  body. 
Beyond  that,  nothing  happens  except  that  the  authority 
itself  would  take  account  of  the  course  of  the  debate  and 
amend  or  not  amend  its  ways  according  to  its  judgment. 
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10521.  Professor  Sayers:  Suppose  that  in  the  debate  in 
Parliament  the  view  gradually  emerged  that  the  action 
followed  by  the  monetary  authority  over  the  previous 
year  had  been  to  quite  a serious  extent  responsible  for  a 
sharp  growth  in  unemployment,  which  is  a matter  on 
which  any  Parliament  is  likely  to  be  very  sensitive ; what 
would  follow  in  the  way  of  consequences  for  the  powers 
of  the  authority  and  its  actions?  What  would  follow  for 
the  Chancellor  of  the  Exchequer?  Would  he  be  in  a 
position  in  which  he  would  have  to  consider  himself 
resigning,  or  would  he  call  for  resignations  from  the 

authority? He  would  not  himself  resign,  as  I envisage 

the  situation,  because  he  himself  would  not  be  responsible 
for  the  activities  of  the  authority.  He  would  not  cal!  for 
resignations  from  the  authority,  because  he  would  have 
no  power  of  appointment  and  therefore  no  power  of 
dismissal. 

10522.  Mr.  Woodcock:  What  are  you  tliinking  of,  when 
you  speak  of  these  things  in  the  reports  of  nationalised 
industries  that  are  not  under  the  control  of  the  Minister? 

1 am  not  very  familiar  with  all  the  statutes,  but  I 

think  I am  right  in  saying  that  his  control  over  the  pricing 
policy  of  the  nationalised  industries  is  rather  informal 
than  formal ; his  control  over  employment  in  the  industry 
is  probably  nil.  In  the  case  of  the  monetary  authority  f 
should  say  that  the  Chancellor’s  authority  is  next  to 
nothing. 

10523.  Profe.n'or  Sayers:  But  if  the  authority's  action 
was  believed  by  Parliament,  rightly  or  wrongly,  to  have 
had  these  consequences  for  the  nation,  is  not  this  a con- 
sequence that  is  quite  different  in  its  political  magnitude 
from  the  consequence  of  any  of  the  normal  actions  of  the 

present  nationalised  industries? ^Yes,  in  the  sense  that 

the  operations  of  the  monetary  authority  would  be  all- 
pervasive  ; they  would  extend  to  every  aspect  of  our 
economic  life.  In  that  sense  the  responsibility  of  the 
authority  would  be  far  greater  than  that  of  any  statutory 
body  in  a nationalised  industry. 

10524.  Does  that  not  make  its  political  position  neces- 
sarily different? 1 do  not  think  it  makes  it  different; 

I think  it  makes  it  rather  more  insecure. 

. 10525.  Professor  Cairncross:  You  appear  to  envisage 
giving  authority  to  the  new  body  to  direct  the  Treasury 
and  the  Board  of  Trade  in  the  exercise  of  their  powers. 
Does  that  not  mean  that  the  Chancellor  of  the  Exchequer 
is  then  committed  in  advance  to  defending  action  which 
he  has  not  himself  ordered? Yes,  it  does,  but  that  pro- 

vision which  I have  envisaged  is  designed  to  fit  the  imme- 
diate situation.  Those  powers  are  at  present  vested  in  the 
Treasury  and  the  Board  of  Trade ; it  would  be  a much 
tidier  and  cleaner  job  to  turn  them  straight  over  direct 
to  the  authority. 

10526.  Chairman:  They  would  not  therefore  be 

exercised  under  the  name  of  the  Minister ; they  would 
be  exercised  under  your  set-up,  under  the  name  of  the 
authority? Yes. 

10527.  Sir  Oliver  Franks:  The  instance  which  Professor 
Sayers  gave  was  that  as  a result  of  debate  in  Parliament 
there  might  be  a general  belief  that  the  actions  of  the 
authority  had  had  a large  responsibUity  for  a growing 
volume  of  unemployment  over  a period.  The  1944  'W^ite 
Paper  said  in  effect  that  the  level  of  employment  was  a 
major  responsibility  of  Government,  and  every  Govern- 
ment of  either  colour  which  has  been  elected  since  has 
said,  and  very  nearly  always  acted  as  if  it  thought, 
that  it  is  the  major  domestic  object  of  policy  to  maintain 
a high  and  stable  level  of  employment  You  envisage  an 
authority  a little  on  the  side  from  the  course  of  everyday 
politics,  yet  powerfully  influencing  by  its  decisions  the 
course  of  employment  and  unemployment.  Could  a Gov- 
ernment tolerate  that  position  and  yet  adhere  to  the 
doctrines  which  since  1944  have  been  cardinal  to  any 
Government  of  any  party?  Is  there  not  a real  problem 
for  your  point  of  view  here,  given  the  kind  of  Govern- 
ment that  electorates  have  in  fact  returned? 1 agree 

that  there  is  a problem,  but  I think  it  is  met  in  part,  at 
least,  by  the  fact  that  the  determinants  of  the  level  of 
employment  are  not  wholly  monetary,  and  that  there  are 
things  which  a Government  can  do  in  pursuance  of  its 
responsibilities  under  the  White  Paper  which  are  outside 
the  range  of  the  monetary  authority. 

10528.  Mr.  Woodcock:  But  who  decides  whether  the 
means  of  maintaining  full  employment,  if  that  is  what 
they  are  after,  are  wholly  monetary  or  not,  for  practical 
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purposes? ^The  Government  is  not  powerless  in  the 

matter  ; it  has,  for  example,  its  control  over  the  volume  ' 
of  the  capital  expenditure  of  Government  departments, 
local  authorities,  the  nationalised  industries.  That  is  a 
very  important  power  which  is  outside  the  range  of  the 
monetary  authority,  and  which  the  Government  can  exert 
if  it  deems  the  situation  to  be  calling  for  it. 

10529.  That  leaves  the  ultimate  decision  with  the  Gov- 
ernment?  Indeed. 

10530.  If  a Government  decided  that  it  was  not  going 
to  cut  its  own  expenditure  (which  I would  have  thought 
was  the  right  of  the  Government  in  this  country,  subject 
to  the  ultimate  decision  of  the  electorate)  and  that  con- 
sequently certain  modifications  must  be  made  in  the  use 
of  your  monetary  instruments,  should  that  decision  be 
challenged,  in  your  view,  or  resisted,  or  prohibited  by 

some  non-parliamentary  or  non-governmental  body? 

So  far  as  monetary  policy  is  concerned  I would  like  to 
see  that  in  the  unqualified  control  of  a non-political  body, 

10531.  That  means  usurping  or  limiting  the  right  of  a 

Government  to  make  a decision  in  these  fields? From 

day  to  day,  yes,  but  not  ultimately,  because  a Govern- 
ment can  always  force  through  an  amendment  of  the 
powers  and  constitution  of  the  monetary  authority. 

10532.  They  could  dismiss  the  authority,  no  doubt,  and 
replace  them  by  somebody  else ; but  that  is  a very  cum- 
bersome way  of  achieving  your  object? It  is  meant  to 

be  cumbersome. 

10533,  By  you? Yes. 

10534.  Chairman:  Our  questions  are  critical,  but  this 
is  a very  critical  point  for  our  inquiry.  1 am  not  yet 
clear  why,  accepting  some  of  the  drawbacks  of  an  acute 
party  system,  the  conduct  of  monetary  policy  should  be 
entitled  to  be  exempted  from  the  consequences  more 
than  any  other  activity  which  is  important  to  the  economy 
of  the  country  today.  One  might  say  for  a great  many 
other  things  which  are  the  subject  of  acute  political  debate 
that  they  should  be  out  of  the  hands  of  the  politicians. 

What  distinguishes  the  conduct  of  monetary  policy? 

First,  the  fact  that  monetary  policy  is  all-pervasive,  that 
it  affects  every  branch  and  every  aspect  of  economic 
life.  Second,  the  fact  is  that  monetary  matters  have  to 
be  dealt  with  on  the  basis  that  the  conditions  which  who- 
ever is  responsible  now  confronts  are  different  from  any 
conditions  that  ever  existed  before,  and  that  therefore  they 
cannot  act  upon  a judgment  of  past  situations  in  the  given 
situation.  Third,  there  is  the  point  that  these  monetary 
matters  are  immensely  complicated  and  need  to  be 
approached  all  the  time  with  complete  objectivity  of 
judgment.  That,  it  seems  to  me,  is  not  obtainable  by 
entrusting  these  matters  to  a political  authority,  because 
its  judgment  will  not  always  be  objective,  in  the  sense  of 
a balanced  judgment  of  what  is  right  or  wrong  in  the 
given  circumstances.  The  judgment  may  be  wrong  ; every- 
body makes  mistakes.  But  the  chances  of  its  being  right 
are  better  than  if  responsibility  is  vested  in  a political 
authority. 

10535.  Sir  Oliver  Franks:  Why  do  not  these  con- 
siderations apply  equally,  for  example,  to  fiscal  policy? 
Taxation  policy  is  all-pervasive ; it  is  surely  a complicated 
matter  adjusting  the  whole  taxation  schedule  to  the 
different  desires  and  policies  of  Government  in  relation 
to  the  economy  as  a whole ; it  should  be  done  obectively  ; 
and  I suppose  that  since  the  war  the  conception  of  the 
Budget  not  simply  as  the  housekeeping  account  of 
Government  but  as  a major  policy  force  m the  shaping 
of  the  economy  means  that  the  past  gives  very  few  lessons 
to  the  present.  I am  trying  to  argue  the  similarities, 
because  I would  like  you  to  pick  what  I have  said  to 
pieces,  in  order  to  show  why  the  status  you  wish  to  see 
given  to  monetary  policy  can  legitimately  be  given  to  it 

without  the  argument  applying  equally  to  fiscal  policy? 

I would  not  attempt  to  pick  your  argument  to  pieces, 
because  on  the  argument  as  you  have  stated  it  I would 
be  in  almost  complete  agreement  with  you.  But  I would 
point  out  that  I do  envisage  certain  powers  in  respect  of 
fiscal  policy  being  exercised  by  the  monetary  authority, 
because  it  seems  to  me  that  fiscal  policy  to  a large  extent 
in  these  days  is  part  and  parcel  of  monetary  policy.  That 
is  why  I would  like  to  see,  though  I confess  not  very 
hopefully,  the  transference  of  certain  fiscal  powers  to  the 
monetary  authority,  subect  of  course  to  parliamentary 
control  and  review. 
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10536.  Mr.  Woodcock:  Fiscal  powers  as  to  what? 

I have  in  mind  particularly  the  power  to  vary  the  excise 
duties  in  the  broadest  sense,  including  purchase  tax ; and 
powers  of  variation  of  contributions  under  the  national 
insurance  system,  as  envisaged  in  the  1944  White  Paper. 

10537.  Purely  internal  matters? Yes. 

10538.  Chairman:  I think  you  envisage  that  whatever 
statute  set  up  your  monetary  authority  would  give  some 
definition  to  the  purposes  it  was  to  pursue  ; you  could  not 

envisage  it  being  set  up  without  such  a declaration? 1 

think  not ; one  must  have  a definition. 

10539.  You  would  recognise  that  those  purposes  would 
have  to  be  various,  and  not  merely  confined  to  securing 

a stable  relationship  between  money  and  prices? ^Yes. 

If  I may  pursue  that  question  of  purpose,  I think 
1 cited  the  Commonwealth  Bank  of  Australia  as  one 
example  of  a definition.  There  is  another  one  I would 
like  to  give  the  committee;  the  Bank  of  Canada.  The 
preamble  to  the  Bank  of  Canada  Act  says : 

“ Whereas  it  is  desirable  to  establish  a central  bank 
in  Canada  to  regulate  credit  and  currency  in  the 
best  interests  of  the  economic  life  of  the  nation,  to 
control  and  protect  the  external  value  of  the  national 
monetary  unit,  and  to  mitigate  by  its  influence  fluc- 
tuations in  the  general  level  of  production,  trade, 
prices  and  employment,  so  far  as  may  be  possible 
within  the  scope  of  monetary  action,  and  generally  to 

Eromote  the  economic  and  financial  welfare  of  the 
dominion  ; therefore  . . . etc.”. 

That  is  another  example  of  the  kind  of  definition  that 
might  be  formulated.  I think  that  it  is  extremely  impor- 
tant in  formulating  that  definition  of  objectives  to  be 
quite  sure  to  convey  the  sense  of  compromise ; in  other 
words,  to  lead  no  one  to  expect  that  all  those  things  can 
be  achieved  all  the  time  to  100  per  cent. 

10540.  Professor  Cairncross:  Can  you  name  any 

country  where  the  monetary  authority  is  of  the  character 
that  you  envisage  here,  made  up  of  independent  persons 
and  Government  officials,  and  where  the  Governor  _ of 
the  central  bank  might  not  take  the  chair  of  the  authority, 

though  it  exercises  control  over  the  central  bank? 1 

do  not  think  I can.  The  Federal  Reserve  Board  has 
influenced  my  thinking  in  this  matter,  but  there  is  great 
danger  in  trying  to  transplant  an  organ  from  one  country 
into  the  situation  of  another  country,  and  there  are  certain 
aspects  of  the  Federal  Reserve  Board  which  would 
obviously  be  unsuitable  for  this  country. 

10541.  Would  it  not  be  rather  embarrassing  to  the  Per- 
manent Secretary  of  the  Treasury  and  the  Permanent 
Secretary  of  the  Board  of  Trade  if  they  were  members 
of  an  authority  whose  policy  did  not  necessarily  command 
the  approval  of  the  Chancellor  of  the  Exchequer  and  the 

President  of  the  Board  of  Trade? 1 suppose  it  could. 

10542.  Do  you  regard  it  as  an  essential  feature  of  your 
proposal  that  officials  of  Government  departments  should 

be  members  of  the  authority? Not  a vital  feature. 

Whatever  the  constitution  of  the  authority  might  be,  there 
must  be  obviously  very  close  working  contact,  and  it 
seemed  to  me  when  reflecting  on  this  that  the  easiest  way 
to  secure  that  would  be  by  direct  representation  at  the 
official  level.  Maybe  it  would  be  better  to  keep  them  off, 
for  the  reason  you  mention. 

10543.  What  would  happen  to  the  Court  of  Directors 
of  the  Bank  of  England  in  the  arrangements  you  propose, 
and  the  Committee  of  Treasury ; would  it  be  your  view 
that  these  should  be  dissolved  and  replaced  by  some  other 

body? 1 should  find  it  difficult  in  the  scheme  that  I 

have  set  down  here  to  envisage  that  the  Committee  of 
Treasury  at  the  Bank  would  have  any  functions.  I still 
think  that  a Court  of  Directors  would  have  important 
functions,  along  the  lines  that  the  Governor  has  set  down. 

10544.  You  have  thought  of  this  as  an  independent  body 
exercising  executive  and  policy-making  functions,  not 
merely  as  an  advisory  body.  Would  you  see  advantage 
in  having  some  committee  made  up  along  the  lines  you 
set  out  here,  but  exercising  purely  advisory  functions? 

^There  would  be  some  value  in  a body  of  that  sort, 

but  incomparably  less  than  in  having  an  autonomous  body 
exercising  the  powers  itself. 

10545.  Chairman:  Would  you  accept  that  the  Federal 
Reserve  Board  is  conceived  as  something  which  is  wholly 
free  from  the  Executive  but  is  a ddegated  agent  of 
Congress? No,  certainly  not  a delegated  agent  of 


Congress.  It  is  much  closer  to  the  kind  of  situation  that 
I envisage  for  my  body.  It  is  a board  which  exercises 
executive  functions  in  respect  of  the  centra!  banking 
system.  Its  appointment  is  by  the  President,  for  unusually 
long  terms.  It  has  responsibilities  to  Congress,  for 
expounding  to  Congress  what  its  policy  has  been  and 
what  action  it  has  taken  to  carry  out  ffiat  policy.  But 
it  is  in  no  way,  I should  say,  under  the  effective  control 
of  Congress. 

10546.  I did  not  say  that  it  was.  The  view  I put  to 
you  was  that  it  had  been  created  by  Congress,  with  a 

trust  for  which  it  had  to  be  responsible  to  Congress? 

That  is  true  in  the  very  broad  sense ; its  powers  are 
statutory  and  its  composition  is  statutory,  and  Congress  is 
always  at  liberty  to  alter  the  statutes.  But  it  is  true  in  no 
greater  sense  than  that. 

10547.  Mr,  Jones:  Do  not  your  proposals  seek  to  set 
up  an  organisation  which  in  effect  would  mean  a corporate 

state? 1 should  find  it  difficult  to  reply  to  that  question 

unless  “ corporate  state  ” was  defined  for  me.  If  you  mean 
that  it  would  be  setting  up  a power  above  the  powers 
of  Parliament  in  a democratic  system,  I would  say  not 
at  all. 

10548.  The  authority  would  have  certain  ex  officio 
members;  the  Permanent  Secretary  to  the  Treasury, 
because  of  his  association  with  economic  and  financial 
policy ; the  Permanent  Secretary  of  the  Board  of  Trade, 
because  of  his  intimate  association  with  the  economic  life 
of  the  country  and  its  internal  and  external  trade ; and 
the  Governor  of  the  Bank  of  England.  In  addition  there 
would  be  members  appointed  by  the  Lord  Chancellor  on 
a non-political  basis,  who  would  give  their  whole  time 
to  the  work  of  the  authority ; they  would  be  selected 
in  a personal  and  non-representative  capacity.  Where  are 
we  likely  to  get  with  an  institution  like  tiiat,  with  powers 
conferred  upon  this  authority  set  forth  in  paragraphs  (<i) 

to  (e)  of  Appendix  D of  your  paper? T would  hope 

that  where  we  would  get  would  be  the  execution  of  a 
monetary  policy  which  is  directed  solely  and  exclusively  to 
the  objects  set  down  by  Parliament.  I would  remind  you 
that  I say  that  the  authority 

“should  be  required  to  report  to  Parliament — and 
thence  to  ffie  public — annually  (and  at  irregular 
intervals  if  circumstances  should,  in  its  own  judgment, 
make  a special  report  desirable) ; its  expenses  should 
be  borne  on  the  Treasury  Vote ; its  financial  opera- 
tions, together  with  those  of  agencies  under  its 
control,  should  be  subject  to  audit  by  the  Comp- 
troller and  Auditor-General  and  to  review  by  the 
Public  Accounts  Committee.” 

If  other  safeguards  can  be  devised  and  would  be  thought 
necessary  in  addition  to  those  in  order  to  preserve  the 
sovereignty  of  Parliament  in  this  matter,  so  much  the 
better  ; but  Parliament  surely  has  sufficient  protection  in 
those  regulations  ffiat  I have  suggested. 

10549.  Professor  Sayers:  Would  the  fundamentals  of 
your  system  be  reasonably  provided  for  if,  instead  of 
having  an  entirely  new  authority  set  up,  there  was  a reform 
of  the  composition  of  the  Court  of  Directors  of  the  Bank 

of  England? 1 think  not.  The  whole  tradition  of  the 

Bank  of  England  is  of  such  tremendous  lasting  power 
that  all  that  would  happen  would  be  a reshaping  of  the 
machine,  with  exacfly  the  same  sort  of  performance. 

10550.  You  are  thinking  that  we  must  have  an  entirely 
new  body,  because  we  are  not  starting  with  a clean  sheet? 

^Yes.  As  I read  history,  there  has  been  rising 

dissatisfaction  with  the  system  under  which  monetary 
policy  is  in  the  hands  of  what  I call  for  these  special  pur- 
poses an  “ irresponsible  ” body.  That  system  has  obviously 
not  worked  and  has  been  judged  lacking.  The  only 
solution  to  that  problem  which  has  been  adopted  so  far  is 
to  switch  the  responsibility  to  the  Treasury,  We  have 
had  in  recent  years  a “ pull  devil,  pull  baker  ” system, 
in  which  the  Bank  of  England  is  always  striving  to  estab- 
lish and  confirm  its  autonomy,  and  the  Treasury  is  always 
striving  to  keep  the  responsibility  in  Whitehall.  It  seems 
to  me  that  both  of  these  things  are  unsatisfactory,  and 
somewhere  we  have  to  find  a solution  for  that  tug  between 
the  old  and  the  new  authorities. 

10551.  Chairman : Do  you  think  that  the  system 
adopted  in  1946  of  relying  for  Treasury  and  therefore 
indirectly  for  parliamentary  control  on  formal  directions 
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issued,  is  a satisfactory  way  of  dealing  with  this  relation- 

ship7 1 do  not.  I do  not  think  that  directions  from 

one  authority  to  another  can  ensure  an  effective  inde- 
pendence of  judgment ; and  of  course  it  can  create  great 
friction. 

10552.  I was  assuming  that  it  did  not  allow  for  effective 
independence  of  judgment  in  the  final  analysis ; you 
make  the  point  that  it  generates  friction  rather  than 

harmonious  working? ^Yes,  indeed. 

10553.  Professor  Cairncross:  How  do  you  envisage  the 
“ pull  devil,  puli  baker  ” disappearing  on  your  suggested 
arrangement?  If  Bank  Rate  were  under  debate,  would 
we  not  have  a revival  of  covert  war  between  the  Treasury 
and  the  new  monetary  authority,  with  the  monetary 
authority  obliged  in  effect  to  consult  the  Treasury  before 

it  agreed  to  a change  in  Bank  Rate? There  might  well 

be  a difference  of  opinion  between  die  Bank  of  En^and 
and  the  Treasury,  but  the  final  resolution  of  that  differ- 
ence would  be  in  ^e  presence  of  other  members  of  the 
authority  of  equal  status,  one  of  whom  would  be  the 
chairman  of  the  authority. 

10554.  Mr.  Woodcock : I do  not  think  that  you  have 
taken  sufficient  account  of  the  very  limited  extent  to 
which,  in  other  fields  which  are  perhaps  not  as  pervasive 
but  certmnly  are  quite  important,  any  Government  will 
allow  an  authority  to  act  independently,  or  appear  to  be 
acting  independently,  as  related  to  the  control  which  the 
Government  has  over  the  authority  itself.  For  example, 
recently  there  was  trouble  in  the  National  Health  Service 
about  a wage  increase,  where  a body  set  up  by  the  Govern- 
ment to  discuss  wages  recommended  an  increase,  and 
where  the  Minister  put  his  foot  down  and  said:  “No  . 
Any  demand  which  has  been  put  forward  that  an  external, 
non-parliamentary  authority’s  decision  should  be  binding 
is  met  with  the  assertion  qf  the  Government  that  iu  th® 
last  resort  its  will  or  decision  is  incontrovertible,  if  it 
does  not  wish  to  accept  the  authority’s  decision,  even  if 
that  means  that  the  authority  must  be  reconstituted  to 
consist  of  a majority  of  people  appointed  by  the  Mimster. 

I think  that  you  are  making  an  assumption  which  is  very 
difficult  to  swallow,  that  monetary  measures  somehow 
ought  to  be  independent  of  the  objective  which  we  seek 
to  produce  by  them.  I do  not  thi^  that  the  objechve 
can  be  set  out  in  some  charter.  It  is  an  objective  which 
may  vary  itself.  In  economic  policy,  monetary  instru- 
ments are  one  means  of  achieving  an  economic  end  ; surely 
no  Government  is  going  to  give  up  control,  or  even  make 
its  control  remote,  over  those  monetary  instruments 
when  they  are  fundamental  to  the  achievement  of  econo- 
mic policy? ^You  are  really  assessing  the  political  prob- 

abilities of  ever  getting  an  authority  such  as  this  set  up 
and  left  alone  to  do  its  job. 

10555.  Probability,  and  desirability,  too? And  prac- 

ticability. In  all  these  matters  one  has  got  to  think  of 
what  would  be  the  most  desirable  system  if  it  could  be 
achieved.  It  may  well  be  ffiat  you  are  right ; your  pohh- 
cal  judgment  is  very  much  better  and  more  informed 
than  mine.  I am  suggesting  that  this  is  a scheme  that  at 
any  rate  has  virtue  from  the  point  of  view  of  managing 
our  monetary  policy.  It  may  well  have  political  weak- 
nesses and  impracticabilities  which  are  insuperable;  I 
do  not  know. 

10556.  You  are  not  quite  on  the  point  I wanted  to 
make  Monetary  instruments  are  instruments  which  are 
used  for  the  achievement  of  the  very  broad  objectives  of 
economic  prosperity,  progress,  health,  call  it  what  you 
will  What  constitutes  economic  health  or  progress^  is 
ultimately  a political  decision:  it  is  something  for  which 
ultimately  the  Government  must  be  held  responsmle.  It 
seems  to  me  that  your  scheme  would  involve  the  Govern- 
ment submitting  the  decisions  on  the  use  of  these  mstru- 
raents  to  an  irresponsible  authority,  whose  decisions  it 
could  only  overrule  by  proposing  changes  in  the  insti- 
tution or  membership  of  the  authority  which  would  have 
to  be  incorporated  in  the  normal  legislative  fashion  in 
a statute.  Is  that  not  involved? ^Yes. 

10557.  Chairman : I would  like  you  to  say_  a little  more 
about  what  you  ^nk  is  fundamentally  astray  in  the  pr«ent 
system.  You  suggested  just  now  that  the  ^story  of  the 
last  twenty  years  or  so  shows  that  the  Bank  of  England 
does  not  enjoy  public  confidence  today  in  the  way  that  it 
did  Do  you  think  that  that  is  corrigible  or  incomgible  wim 
the  present  set-up? With  the  present  set-up  it  is  prob- 

ably incorrigible.  If  I mav  put  it  in  a rather  brutal  way, 
I think  that  the  Bank  of  England  is  the  victim  and  the 


prisoner  of  its  own  history.  It  seems  to  me  that  every 
move  which  the  Bank  of  England  makes  towards  the  pro- 
gressive recognition  of  its  public  functions  is  made  with  the 
utmost  reluctance  and  long  after  the  circumstances  would 
be  deemed  to  require  it  according  to  an  objective  judgment. 
One  example  is  business  of  an  annual  report ; a very 
simple  business,  surely.  When  the  Bank  of  England  was 
nationalisei  arrangements  were  made  for  the  issue  of  an 
annual  report.  We  have  now  had  eleven  of  these  reports. 
They  have  contained  very  little  information  that  is  not 
already  available.  They  contain  practically  no  com- 
mentary. They  contain  some  formmae,  such  as  a recog- 
nition of  co-operation  by  the  joint  stock  banks,  and  that  is 
all.  They  are,  from  the  point  of  view  of  observation, 
study  and  intelligent  appreciation  of  the  general  monetary 
policy  of  the  country,  practically  worthless.  This  is  the 
result  of  eleven  years’  effort.  Criticism  might  be  made 
also  of  the  general  public-relations  sense  of  the  Bank  of 
England.  There  is  the  greatest  reluctance  to  adopt  any  of 
the  normal  techniques  of  public  relations  which  one  now 
finds  accessible  in  Government  departments  and  busi- 
nesses of  any  magnitude  or  significance.  When,  for 
instance,  the  Bank  Rate  is  changed  the  arrangements  for 
giving  background  information  when  the  change  has  been 
made  are  pathetically  inefficient,  as  any  financial  journalist 
would  confirm.  The  Bank  of  England  has  this  ingrained 
resistance  to  change,  which  makes  me  after  many  years 
almost  despair  of  ever  having  a monetary  system  which  is 
re^y  abreast  of  the  demands  to  be  made  upon  it. 

10558.  Mr.  Jones:  But  does  that  not  make  the  Bank  of 
England  responsible  for  the  mystique  about  all  this  busi- 
ness?  ^Very  largely. 

10559.  Chairman : When  you  say  that  there  is  a lack  of 
public  confidence,  what  sections  of  the  public  are  you 

speaking  for  or  about? 1 have  no  title  to  speak  of 

groups,  but  I should  say  that  amongst  the  academic  frater- 
nity ffiis  position  is  clearly  recognised,  though  it  might 
not  be  expressed  in  such  strong  terms  as  I have  used  this 
morning.  I should  suppose  that  in  the  labour  and  trade 
union  movements  it  is  very  widely  held,  though  I am  open 
to  correction.  If  there  are  many  friends  of  the  Bank  of 
England  in  that  movement,  I should  be  a little  surprised. 
And  I think  one  finds  all  over  the  country,  in  industry  for 
example,  continuing  and  sometimes  very  outspoken  cnti- 
cisin  of  the  way  in  which  the  Bank  conducts  its  affairs,  not 
on  any  ground  of  lack  of  objectivity  in  its  judgment, 
but  rather  on  the  grounds  of  the  creation  and  maintenance 
of  what  Mr.  Jones  has  called  the  mystique  of  monetary 
policy. 

10560.  Professor  Cairncross:  Is  it  your  belief  that  the 
mystique  would  be  removed  if  the  Bank  of  England’s 

public  relations  practices  were  altered? Very  largely 

removed,  I should  say.  After  all,  what  is  mystique  but  a 
product  of  fostered  ignorance? 

10561.  In  your  article  in  The  Bankers’  Magazine  for 
July,  1957,  on  “The  Scope  and  Limitations  of  Monetary 
Policy  you  twice  made  reference  to  speeches  by  the 
Governor,  and  on  both  occasions  you  made  it  apparent 
that  you  do  not  have  a copy  of  the  full  text.  Is  that  a 
normal  situation  which  you  face,  that  you,  as  a responsible 
official  of  your  bai^,  do  not  have  access  automatically  to 

a copy  of  speeches  made  by  the  Governor? This  is  an 

interesting  example  of  faulty  public  relations.  It  is  very 
difficult  to  get,  on  the  morning  of  newspaper  reference  to  a 
speech  by  the  Governor,  a copy  of  the  text  of  the  speech. 

10562.  And  ffiere  is  no  channel  through  which  the  Bank 
of  England  could  itsdf  make  available  the  full  text,  except 

in  the  form  of  a Press  release? One  would  suppose 

that  a Press  release  would  be  available  to  anyone  who  was 
prepared  to  ask  for  it. 

10563.  Chairman:  Is  the  distinction  between  having  it 
available  in  a Press  office  in  the  Bank,  and  the  Press  office 
itself  giving  adequate  circulation  of  mimeographed  copies? 

1 think  it  is  important  that  any  responsible  enquirer 

on  the  morning  of  publication  should  be  able  to  go  some- 
where and  get  it. 

10564.  But  you  say  you  cannot  do  that? ^Up  till 

recently,  no.  I am  not  sure  of  ffie  last  speech,  but  certainly 
there  have  been  occasions  in  quite  recent  times  when  it 
has  cot  been  practicable  to  get  a copy.*  Later  on  it  is 
very  probable  that  the  full  text  would  appear  in  The 
Bankers’  Magazine,  or  somewhere  like  that. 

• Note  by  witness:  Shortly  after  this  evidence  was  givm  an 
important  improvement  was  noted  in  the  Bank  of  England  s 
practice  in  this  matter. 
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10565.  Mr.  Woodcock-.  That  sounds  like  techmcal  in- 
efficiency latiker  ffian  anything  else? ^Yes. 

10566.  Professor  Sayers:  Have  you  felt  that  those  texts 

have  been  very  helpM  when  they  have  come? 1 have 

not  always  felt  totally  convinced  that  the  content  was 
^together  satis^ng,  from  my  point  of  view ; but  maybe 
I am  an  excessively  inquisitive  person. 

10567.  Professor  Cairncross:  Do  you  feel  that  there 
would  be  great  reluctance  or  great  difficulty  in  this  country 
to  conduct  the  kind  of  discussions  that  take  place  in  the 
United  States  between  officials  of  the  Federal  Reserve 
Board  and  academic  economists  and  journalists  and 

others?  Ought  there  to  be  any  more  difficulty  here? 

I think  there  ought  not  to  be.  I think  it  would  take  a 
long  time  to  develop  that  degree  of  freedoin  of  exchange 
of  views  which  is  found  in  the  United  States ; in  this  country 
bankers  generally  (I  am  not  speaking  solely  of  the  Bank 
of  En^and  at  Ihis  point,  but  of  bankers  generally,  with 
apologies  to  Sir  Oliver  Franks)  are  not  quite  so  forth- 
coming in  ffieir  private  expression  of  views  as  they  are  in 
the  United  States.  There  is  a greater  degree  of  reticence 
and  reservation  about  the  expression  of  views  and  ex- 
change of  facts. 

10568.  Do  you  think  that  tiiis  has  any  connection  with 
the  responsibUity  of  ffie  Bank  of  England  to  Parliament, 
the  difficulty  of  disclosing  facts  here  compared  with  other 

countries? 1 would  not  have  thought  so.  I should 

have  thought  it  was  more  traceable  to  two  elements  in  the 
practice  of  banking  in  this  country:  tiie  extreme  sensi- 
tiveness of  the  En^sh  banker  to  ffie  confidential  nature 
of  his  relations  with  his  customers,  and  the  still  very 
keen  competitive  spirit  in  banking,  which  makes  bankers 
very  hesitant  about  saying  anything  in  company  which 
might  be  conveying  information  to  their  competitors. 
At  a conference  which  I attended  in  the  United  States 
in  March  1957,  which  was  attended  by  heads  of  fifty  or 
so  of  the  biggest  banks  in  the  United  States,  the  discussions 
rested  largely  upon  the  disclosure  of  facts  about  the  opera- 
tion of  individual  banks  which  made  my  ears  positively 
burn,  not  because  it  was  of  any  interest  to  me  as  asso- 
ciated with  an  English  bank,  but  with  surprise  that  bankers 
should  get  up  and  talk  about  their  investment  policies, 
their  charges  and  their  lending  operations  with  such 
freedom. 

10569.  Professor  Sayers:  Is  not  this  something  that  we 
could  not  change  by  reconstituting  the  monetary  authority 
or  by  attempting  to  infuse  a new  spirit  into  the  Bank  of 
England  on  public  relations,  but  a matter  of  very  funda- 
mental difference  in  financial  practice  that  we  should  have 
to  accept  as  one  of  the  background  facts? ^True. 

10570.  Sir  Oliver  Franks:  Taking  the  general  theme  of 
the  inadequate  public  relations  of  the  Bank  of  England, 
do  you  attach  major  importance  in  this  regard  to  its  effect 
on  the  reputation  of,  and  therefore  the  degree  of  power 
possessed  by,  ffie  Bank  of  England,  or  do  you  think  its 
major  importance  is  in  relation  to  increasing  the  effective- 
ness of  monetary  policies  themselves?  One  could  say  that 
good  public  relations  would  enhance  the  position,  stature, 
and  therefore  power  to  act,  of  the  authority,  but  oue  would 
not  necessarily,  say  tiiat  by  themselves  they  would  make 
the  particular  measures  adopted  more  effective  because 
they  were  understood ; equally  one  might  say  that  the 
main  point  lay  in  the  second  leg : that  they  would  make 
ffie  measures  more  effective  just  because  they  were  under- 
stood. Woiild  you  be  willing  to  say  just  a little  about 
where  you  find  yourself,  either  in  differing  between  the 

alternatives  or  combining  them? 1 do  not  think  on  the 

whole  that  better  public  relations  would  in  themselves 
make  the  measures  more  effective ; but  I think  indirectly 
they  could  have  an  appreciable  effect  along  that  line, 
because  it  seems  to  me  that  poor  public  relations  have 
been  largely  responsible  for  the  mistrust  which  envelops 
not  only  the  Bank  of  England  but  the  whole  banking 
system  and  the  whole  business  of  monetary  policy.  That 
mistrust  is  very  widespread.  There  is  abroad,  as  I judge  it, 
a feeling  that  there  is  some  sort  of  a racket  here,  and  we 
shall  not  get  very  far  in  the  best  utilisation  of  monetary 
policy  until  we  dispose  of  that  notion.  That  is  why  public 
relations  are  so  immensely  important.  It  seems  to  me  that 
we  have  arrived  at  the  stage  when  monetary  policy  must 
be  discussed  as  something  that  can  be  understood  by  the 
ordinary  man,  and  something  about  which  _the_  ordinary 
man  is  put  in  possession  of  the  facts  upon  which  judgments 
and  action  are  based. 


10571  Mr.  Woodcock:  Just  the  facts? And  the 

considerations  that  have  led  to  conclusions.  In  other 
words,  I think  the  central  bank,  as  the  monetary  authority 
at  the  moment,  or  the  new  authority  which  I am  sug- 
gesting, should  be  required  to  explain  what  it  has  done 
and  why  it  has  done  it,  and  the  balance  of  arguments 
which  have  led  it  to  certain  conclusions  and  decisions. 

10572.  Chairman:  In  paragraph  3 of  your 

memorandum,  you  question  the  rightness  of  a completely 
sceptical  conclusion  about  the  movements  of  Bank  Rate 
and  their  effectiveness,  and  then  in  (c)  you  say : 

“ In  present  conditions,  for  example,  advantage  is 
to  be  seen  in  terms  of  continuing  domestic  monetary 
policy,  in  establishing  long-term  rates  at  an  attrac- 
tive margin  above  short-term  ”. 

There  is  an  assumption  in  that  that  there  is  under  our 
set-up  power  in  the  monetary  authority  to  establish  a 
desired  relationship  between  tiie  long-term  rate  and  the 
short-term  rate,  and  therefore  to  maintain  it.  Are  you 

satisfied  about  that,  from  your  observations? Yes.  As 

I see  it,  we  are  going  to  need  for  a long  run  of  years  in  ffie 
future  an  immense  volume  of  funds  to  finance  capital 
expenditure,  largely  at  home  but  ako  abroad.  A large  part 
of  that  flow  of  capital  finance  will  have  to  come  out  of 
forced  savings,  through  budgetary  action.  For  the  rest, 
and  so  far  as  the  determination  of  capital  activity  is 
within  the  hands  of  private  enterprise,  and  so  far  as  the 
flow  of  saving  is  to  be  fed  by  voluntary  savings,  we  may 
expect  that  the  structure  of  rates  on  long-term  capit^ 
will  tend  to  be  higher  than  it  has  been  in  the  past. 
Therefore  one  should  in  my  view  foresee  that  the  broad 
pattern  of  rates  may  be  rather  more  dispersed  than  it 
bas  been  in  the  past.  What  worries  me  in  this  situation 
is  that,  while  it  may  be  necessary  within  the  territory  of 
private  enterprise  to  maintain  rather  high  long-term  rates, 
there  should  be  a pull  upwards  upon  short  rates  for  pur- 
poses that  are  related  rather  to  the  current  conduct  of 
affairs  than  to  the  problem  of  capital  provision.  I think 
it  would  be  a pity  if,  through  the  costliness  of  capital, 
industry  had  infficted  upon  it  a high  level  of  interest  rates 
on  short-term  credit.  Of  course  it  may  be  that  in  the 
operation  of  the  monetary  system  from  day  to  day  and 
montii  to  month  the  authorities  will  need  at  times  to  jerk 
ffie  short-term  rate  up  quite  high,  but  I have  never  felt 
altogether  satisfied  that  we  should  be  happy  witti  the  close 
integration  of  short  and  long-term  rates  that  wottid  lead 
one  to  suppose  that  short-term  credit  has  always  got  to 
be  dear,  because  long-term  capital  is  expensive. 

10573.  Professor  Sayers:  Given  a highly  developed 
financial  system,  in  which  there  are  many  large  institu- 
tions which  are  ready  to  move  the  distribution  of  their 
assets  somewhat  as  between  the  long  and  the  short,  and 
there  are  also  people  who  are  prepared  to  shift  in  some 
measure  the  distribution  of  their  liabilities  between  the 
long  and  the  sWt,  are  the  two  rates  not  fairly  closely 
bound  together?  I do  not  mean  that  they  must  always 
be  in  exaefly  the  same  relationship  to  each  other,  but 
that  over  a period  of  time  they  cannot  be  persistently 
out  of  step  with  each  other.  Is  that  not  so,  and  am 
I not  describing  a system  that  is  more  or  less  the  English 
economic  system  when  I talk  of  institutions  that  are  in 
fact  ready  to  move  the  distribution  of  their  assets  or 

their  liabilities? 1 think  that  is  perfectly  true.  You 

are  speaking  of  a system  in  which  also_  many  large 
institutions  have  a very  high  degree  of  financial  autonomy, 
and  in  which  borrowing  is  becoming  less  and  less  repre- 
sentative of  the  normal  procedures  of  conducting  trade. 

10574.  Professor  Cairncross:  How  would  you  propose 
to  use  Bauk  Rate?  You  certainly  do  not  want  to  keep 
the  short  rate  down  at  a low  stable  level,  for  you  envisage 
changes  in  it  from  time  to  time ; are  you  suggesting  to 
us  that  it  should  be  jumped  up  rather  more  violently  and 

down  rather  more  violently  than  in  the  past? Yes.  I 

envisage  Bank  Rate  as  having  a function  wluch  in  ffiese 
days  is  much  more  appropriate  to  our  international 
relations  than  to  our  domestic  situation.  For  example 
in  the  kind  of  position  which  we  had  last  September 
there  is  an  obvious  case  for  shoving  up  ffie  Bank  Rate 
stiffly,  as  one  of  the  very  few  demonstrations  by  which 
we  can  change  the  psychology  of  the  person  outside  the 
United  Kingdom  who  is  having  a rather  important  effect 
upon  our  situation. 
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10575.  Purely  for  the  psychological  effect,  or  because 
something  real  happens  at  the  same  time?  At  the 
moment  I should  say  almost  entirely  for  the  psychological 
reason ; but  there  may  well  come  a time  when  its  prac- 
tical effect  would  be  greater  than  it  is  now,  though  it  is 
not  negligible  now. 


10576.  Chairman-.  But  if  in  the  course  of  time  the 
foreigner  heard  you  talking,  and  reahsed  that  you  were 
thinking  only  in  terms  of  his  psychology  and  not  supposing 
that  any  practical  result  in  fact  followed,  would  he  not  lose 
his  psychological  reaction?— It  is  strange  how  tto 
business  of  the  Bank  Rate  seems  central  to  the  thinking 
of  so  many  Continental  people.  It  still  has  that  sym^ 
tomatic  value,  which  is  of  great  unpor^ce.  I think 
that  the  banker  abroad  is  beginning  to  look  more  and 
more  to  other  things,  and  to  ask:  Are  they  putting 


their  domestic  situation  right?  on  the  other  hand  there 
are  crises  in  our  international  relations  which  are  not 
very  obviously  and  closely  connected  with  our  domestic 
situation,  to  the  outside  point  of  view. 

10577.  Professor  Cairncrossi  Looking  at  the  way  in 
which  Bank  Rate  has  been  used  in  the  past  two  or  three 
years  you  feel  that  it  has  not  been  used  sufficiently 
boldly,  and  that  we  have  moved  the  rate  steadily  upwards, 

instead  of  moving  up  and  then  down? ^I  would  have 

said  that  on  balance  we  had  done  better  on  the  up  side 
than  on  the  down  side. 

10578.  Could  we  have  got  it  down  without  running 

rislrs? 1 think  we  could  have  brought  it  down  a 

month  or  two  months  earlier  this  year  with  advantage. 

Chairman : Thank  you  very  much,  Mr.  Crick  ; I think 
that  has  finished  our  questions. 


(The  -witness  withdrew.) 


H.  G.  Johnson,  Professor  of  Economic  Theory,  University  of  Manchester,  called  and  examined. 


10579.  Chairman:  “We  are  much  obliged  to  you  for 
yofur  memorandum*,  Professor  Johnson ; there  are  one 
or  two  questions  we  should  like  to  ask  you,  by  way  of 
getting  you  to  enlarge  upon  your  comments.  There  are 
two  main  headings:  “The  public  explanation  of  monetary 
policy”  and  “The  use  of  Bank  Rate  and  open  market 
operations  ”.  I should  ffke  you  to  enlarge  a little  upon 
what  you  have  said  about  the  public  explanation  of 
monetary  policy.  Let  me  ask  you  one  general  question 
to  get  your  background  first.  If  one  accepts  that  there  are 
defects  in  the  presentation  at  the  moment,  and  one  can 
see  the  possibility  of  establishing  altogether  better  public 
relations,  and  much  wider  explanation  available  for  the 
public  interested  as  to  what  is  done  and  why  it  is  done, 
what  do  you  think  is  going  to  be  the  main  benefit  reaped 

from  that  improvement? Professor  Johnson:  Two 

sorts  of  benefit,  one  of  mainly  political  significance  ^d 
the  other  of  longer  run  significance.  The  immediate 
one  would  be  that  we  might  get  a more  cool  pubbc 
discussion  of  these  issues,  and  more  scope  for  a rational 
arrangement  of  policy  methods.  I think  that  we  are 
stin  suffering  from  the  acrimony  of  the  1930s  in  this 
respect.  With  the  full  employment  economy  the  role  of 
monetary  policy  is  bound  to  be  different,  and  we  need 
to  work  that  out.  In  the  longer  run  we  need  to  get  more 
information  in  order  that  people  like  myself  and  lots 
of  others  interested  in  monetary  policy  should  have 
the  facts,  and  be  able  to  test  their  hypotheses  and  get  a 
better  understanding.  I am  very  conscious  of  the  short- 
comings of  my  own  knowledge  in  this  memorandum ; I 
am  arguing  some  things  which  may  not  be  true,  but  the 
information  is  not  available.  I would  hope  that  this 
situation  would  be  remedied  in  the  long  run  by  the 
accumulation  of  work  on  these  matters  and  understandmg 
of  how  the  thing  works. 

10580.  It  would  he  in  your  mind  that  monetary^  policy, 
to  be  effective  in  the  economy,  must  require  the 

active  co-operation  of  a great  many  people? Certainly 

as  one  conceives  it  now  it  must,  and  probably  that 
is  true  for  the  economy  in  general,  largely  because 
of  the  centralisation  of  the  financial  system  in  this  country. 
With  only  a few  banks,  and  a few  discount  houses,  there 
is  not  the  possibility  of  operating  in  a market  quite  as 
impersonally  as  in  some  other  countries.  With  a few 
institutions  whose  actions  are  of  great  significance  the 
authorities  have  to  have  co-operation.  Whether  they  get 
it  most  effectively  by  present  methods  I do  not  really 
know. 

10581.  The  main  benefit  of  the  change  or  the  advance 
you  are  suggesting  would  be  to  achieve  greater  effective- 
ness in  monetary  policy  by  getting  people  to  co-operate 

with  it  tlirough  understanding? 1 have  put  two  points : 

one  is  greater  effectiveness  in  current  operations  and 
perhaps  greater  flexibility;  the  other  is  better  under- 
standing of  what  the  tool  itself  does.  This  requires  a 
great  deal  of-  experience  and  work.  It  is  not  a benefit 
we  should  get  immediately,  but  with  more  information 
available  more  people  would  be  led  to  think  about  it, 
analyse  it  and  see  how  far  their  preconceptions  and 
assumptions  about  how  it  works  were  really  justified. 
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10582.  Professor  Sayers:  So  you  would  get  more  satis- 
factory formation  of  policy? 1 would  hope  so ; as  a 

longer-run  benefit  better  understanding,  and  better  policy 
operation  more  immediately.  The  case  for  more  informa- 
tion always  has  to  rest  on  faith  that  more  information 
will  lead  to  better  use  of  it.  This  is  an  argument  which 
you  must  be  considering  fairly  seriously.  It  is  a question 
how  far  one  is  justifi»i  in  imposing,  say,  the  cost  of 
collecting  statistics  without  a demonstration  that  they  will 
be  useful.  Of  course,  professionally  I have  an  interest 
in  more  information,  but  I can  quite  genuinely  say  that 
I think  and  hope  that  this  would  lead  to  better  under- 
standing of  the  whole  thing. 

10583.  Sir  Oliver  Franks:  What  about  the  explanation 
of  the  why  and  wherefore,  flie  background  for  a current 
action?  How  important  do  you  think  that  is?  Suppose, 
for  example,  that  after  a period  of  fairly  level  going  the 
authorities  put  the  Bank  Rate  up,  say  by  1 per  cent.; 
theoretically  one  could  think  that  it  would  make  a great 
deal  of  difference  whether  they  just  did  that  and  left 
everybody  to  form  their  own  opinion  about  why  it  had 
been  done,  or  said:  “This  has  been  done  because  we 
detect  growing  symptoms  of  demand  inflation  in  the 
economy ; we  are  worried  about  pressure  of  resourc«, 
and  we  are  going  to  do  a number  of  things  we  think  will 
relieve  that  ; this  is  the  first  measure,  and  we  shall  con- 
tinue and  go  as  far  as  may  be  necessary  to  get  the  effect 
we  think  should  happen.”  In  the  first  case  everybody 
makes  up  his  own  mind  what  an  unexplained  action 
stands  for ; in  the  second  case  the  Government  goes  to  a 
great  leng*  to  say  that  it  is  an  instalment  of  a policy 
which  relates  to  a given  view  of  the  economy.  Are  you 

advocating  the  second? ^I  am  in  favour  of  second, 

subject  to  some  problems  which  I have  mentioned  very 
briefly  in  this  document,  for  two  reasons : (1)  that  on  past 
occasions  failure  to  provide  that  sort  of  explanation  has 
led  to  diflficulties  of  various  kinds  which  were  unnecessary, 
and  has  caused  confusion,  and  (2)  that  unless  we  are  told 
why  things  are  being  done  it  is  very  difficult  to  evaluate 
whether  they  work  or  not.  One  of  the  difficulties  I have 
found  since  1951  is  that  according  to  whom  one  picks  one 
can  be  assured  tiiat  monetary  policy  has  worked  wth 
speed  and  efficiency,  or  that  something  else  did  the  job 
and  monetary  policy  was  incidental  if  not  an  obstacle 
to  the  other  things.  We  need  to  form  as  good  a view 
as  we  can  whetiier  monetary  policy  works  or  not. 

10584.  I think  we  are  on  a slightly  different  point 
You  are  speaking  from  the  standpoint  of  the  impartal 
observer,  say,  the  professor  reflecting  on  the  subjwt. 
But  put  yourself  in  the  position  of  a business  man  with 
his  plans,  hopes,  fears  and  expectations  about  markets 
and  so  on,  who  receives  a change  of  Bank_  Rate  accom- 
panied by  this  explanation.  Is  that  not  likely  to  _ have 
a relevance  beyond  establishing  how  far  a particulw 
action  or  policy  of  Government  did  in  fact  take 
Is  it  not  likely  to  do  something  in  relation  to  whether 
it  has  effect?  If  the  person  who  is  affected  really  believes 
that  more  will  happen  unless  he  acts  in  a certain  way, 
then  is  not  the  action  with  the  explanation  liable  to  be 
effective  in  a way  in  which  the  action  by  itself  would 
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not  be?  Or  do  you  think  this  line  of  reasoning  is 

mistaken? It  depends  on  what  they  are  trying  to  do. 

So  far  as  small  business  men  are  concerned,  I do  not 
imagine  many  of  them  read  the  papers  each  morning  to 
see  what  the  Government  is  planning  to  do  about  Bank 
Rate.  They  are  influenced  more  by  the  things  that  affect 
them  directly.  On  the  other  hand  if  the  authorities  are 
aiming  at  such  things  as  foreign  confidence  or  the  attitudes 
of  the  big  institutional  investors,  it  will  make  a difference. 
This  is  one  of  the  difficulties  in  this  whole  matter,  that 
the  authorities  are  by  their  explanations  influencing  re- 
actions. I think  that  this  is  a legitimate  and  normal  tech- 
nique of  monetary  policy  and  one  that  ought  to  be  used, 
but  it  does  create  a difBculty.  If  they  say  honestly  what 
they  are  trying  to  do,  they  may  not  achieve  it  If  they 
admit  that  they  really  are  worried  about  the  intern^ 
situation  and  say  this  at  the  time,  this  may  make  the 
reactions  adverse  to  their  policy.  I certainly  would  allow 
for  that,  It  would  require  the  exercise  of  some  dis- 
cretion, but  nevertheless  I am  in  favour  of  as  wide  pub- 
licity as  is  possible,  partly  on  the  grounds  of  building  up 
knowledge  of  how  tWngs  work  and  partly  on  the  grounds 
that  I do  not  think  that  one  really  hides  what  one  is 
doing  if  it  is  really  vitally  important. 

10585.  Chairman:  If  they  were  very  frank  about  the 
situation  as  they  saw  it,  it  might  be  regarded  as  an  alarm 
signal,  and  they  would  do  more  harm  than  good  by  a 
statement ; that  is  the  sort  of  thing  you  _ mean? — ^I 
think  so.  In  ttus  kind  of  thing  where  one  is  influencing 
an  opinion  one  often  wants  to  take  a position  one  does 
not  really  hold.  One  may  say  that  the  situation  is  more 
grave  than  one  would  really  honestly  tell  oneself,  in 
order  to  convince  people  to  take  certain  actions  and  so 
forth.  I am  not  entirely  happy  about  the  implications 
of  tMs  kind  of  action  but  I recognise  that  it  may  well 
be  a necessary  part  of  central  bank  technique  at  crucial 
points  of  time. 

10586.  You  attribute  that  to  the  fact  that  the  Ba^ 

is  “an  operator  in  the  market”? 1 wotild  not  restrict 

it  to  that.  When  I wrote  that  I was  thinking  more  of 
its  influence  on  investors  than  on,  say,  foreign  confidence. 

10587.  Sir  Oliver  Franks:  Do  you  distinguish  here 
between  operating  in  the  market  in  the  sense  of  directly 
altering  interest  rates  by  changing  the  Bank  Rate  and 
operating  in  the  market  by  buying  and  selling  bonds,  as  the 
Government  does  at  the  short  end  now  and  might  do  at 

the  long  end? ^They  can  do  both.  They  can  operate 

in  the  market  to  change  interest  rates  without  doing  any 
transactions  at  all,  if  they  let  it  be  known  that  they  have 
changed  their  minds  about  the  future  and  people  assume 
that  3iey  will  ta^e  action. 

10588.  Do  you  differentiate  between  the  one  type  of 
action  and  the  other  in  terms  of  the  liability  to  be  mis- 
understood, or  alternatively  of  frustrating  their  own 
action  by  being  candid?— —The  argument  applies  much 
more  in  those  cases  in  which  they  are  stating  a posifion, 
as  when  they  shift  Bank  Rate,  than  when  ffiey  are  dealing 
in  Government  securities  without  making  a special  point 
of  it,  so  to  speak.  Where  they  change  Bank  Rate  it  does 
make  a big  difference,  as  in  the  example  you  put  to  me 
a little  while  ago.  If  on  the_  other  hand  they  are  con- 
ducting day-to-day  operations  in  bills  then  it  is  much  less 
important. 

10589.  Professor  Sayers:  Is  it  necessary  to  regard 
altering  Bank  Rate  as  one  of  the  inevitable  weapons? 
What  you  are  saying  is  emphasising  very  much  the  psycho- 
logical dangers  of  the  moment  at  which  Bank  Rate  is 
changed.  Suppose  that  in  the  discount  market  as  in  the 
long-term  securities  market  the  Bank  of  England  were 
sbnply  operating  from  day  to  day,  never  making  a public 
announcement  but  letting  the  discount  houses  know  the 
rate  at  which  it  was  prepared  to  operate ; would  these 

difficulties  you  are  now  talking  about  melt  away? 1 

would  expect  that  they  would.  This  is  the  kind  of  ques- 
tion I do  not  like  to  commit  myself  on  because  it  assumes 
a great  deal  of  knowledge  and  also  requires  prediction ; 
but  I would  think  that  a great  deal  of  ffie  problem  comes 
precisely  from  using  Bank  Rate  in  this  particul^  way: 
changing  it  on  one  day  with  a great  deal  of  discussion 
among  the  people  concerned  beforehand  and  changing 
it  by  a lot.  I wotfld  certainly  expect  ffiat,  if  they  did 
not  do  that  and  give  it  significance,  or  if  it  was  a daily 


rate  or  something  of  that  kind,  we  should  not  have  this 
problem.  At  this  stage  I was  talking  about  the  way 
things  are  going  on  now ; in  the  second  part  I discussed 
what  I think  should  be  done  about  it. 

10590.  Pro/mor  Cairncross:  You  mention  in  para- 
graph 7 the  problem  of  joint  responsibility  of  the  Bank 
and  the  Treasury.  Do  you  think  that  it  is  the  function 
of  the  Bank  of  England  to  explain  what  is  involved  in 

current  monetary  policy? 1 think  that  it  should  be  the 

function  of  tile  Bank  of  England  to  give  regular  reports 
to  explain  what  it  is  doing.  If  you  make  the  word 
“ current  ” too  precise,  of  course,  you  may  be  restricting 
its  powers ; this  is  the  difficulty  1 recognise  early  in  that 
paragraph.  I ffiink  that  the  Bank  should  be  responsible 
for  explaining  what  it  is  doing.  For  one  thing  it  is  the 
Bank  that  is  doing  it,  and  the  fuller  the  explanation  the 
more  it  will  be  a matter  of  financial  details,  which  I do  not 
think  would  be  appropriate  for  other  agencies  of  Govern- 
ment to  comment  on.  The  Bank  would  be  the  informed 
source  of  information. 

10591.  Have  you  in  mind  in  this  and  the  following  para- 
graph chiefly  the  annual  report  of  the  Bank  and  its  in- 
adequacies, or  are  you  thinking  quite  as  much  of  the 
limited  amount  of  information  given  to  the  public  about 

individual  acts  of  policy? Both.  This  again  raises 

problems.  I think  that  the  Bank  should  publish  some 
regular  review  of  its  actions  which  would  serve  as  an 
account  and  be  a source  for  those  who  wished  to  under- 
stand how  it  worked ; but  this  could  be  published  with 
some  delay  which  would  eliminate  the  problem  of  giving 
away  the  Bank’s  hand.  On  the  other  hand  when  it  makes 
a particular  change  (I  am  here  thinking  of  Bank  Rate 
mostly)  which  is  intended  as  a signal  to  the  markets,  it 
should  explain  what  it  is  trying  to  do  in  so  far  as  it  can 
do  this  wiffiout  raising  the  problem  I have  been  talking 
about. 

10592.  When  you  say  that  a review  might  be  issued  by 
the  Bank  of  England,  do  you  mean  a document  that 

would  appear  at  regular  intervals? ^That  would  be 

probably  the  best  way  of  doing  this.  The  difficulty  with 
irregular  publications  is  that  they  acquire  great  significance 
at  times.  If  this  kind  of  publicity  is  to  achieve  its  least 
disturbing  effect,  I think  that  a regular  publication,  which 
is  sometimes  dull  and  reports  that  nothing  very  much 
has  happened,  is  desirable. 

10593.  It  is  sometimes  suggested  that  there  should  be  a 
statistical  publication  devoted  exclusively  to  financial 
statistics  issued  by  the  Government  either  through  the 
Treasury  or  the  Bank  of  England.  You  would  favour 
a publication  by  the  Bank  of  England? ^Yes. 

10594.  Whether  exclusively  statistical  or  not? ^Yes. 

One  reason  for  that  has  nothing  much  to  do  with  this 
particular  argument,  but  is  simply  that  the  statistics  are 
becoming  so  numerous  and  I think  probably  so  difficult  to 
manage  as  publications,  that  to  collect  one  group  of 
them  together  and  put  them  under  some  separate  authority 
might  be  the  best  way  of  keeping  them  to  manageable 
proportions.  Also  I think  that  until  one  comes  to  the 
preparation  of  statistics  one  often  does  not  define  one’s 
ideas  very  clearly.  The  definition  and  collection  of 
relevant  statistics  is  itself  an  educational  process,  as  I 
found  myself  when  collecting  statistics  on  money  supply 
in  this  country.  It  might  be  presumptuous  of  me  to 
suggest  it,  but  publication  of  statistics  by  the  Bank  might 
perhaps  be  of  some  value  in  this  way. 

10595.  Chairman.  You  spoke  of  the  drawback,  in  con- 
nection with  the  publication  of  a review,  of  the  Bank 
giving  away  its  hand.  I am  trying  to  weigh  what  t^t 
amounted  to.  What  is  the  real  difference  between  making 

plain  what  your  policy  is  and  giving  away  your  hand? 

They  may  want  to  influence  the  market  by  attaching  more 
importance  to  a particular  move  than  they  themselves 
attach  to  it.  They  may  want  to  make  a change  of  policy 
with  quite  a big  splash,  to  convince  people  the  sitimtion 
is  really  serious,  and  they  may  want  to  over-dramatise  its 
seriousness ; or  again  they  may  want  to  make  a move 
and  give  less  emphasis  to  it  than  they  seriously  think,  so 
as  not  to  disturb  some  people. 

10596.  Mr.  Jones:  Could  this  mean  the  supporting  of 

policy  by  stealth? ^Let  us  not  introduce  these  judgments, 

but  let  us  say  that  they  should  use  every  means  they  can. 
Quite  often  one  wants  to  bluff,  which  I do  not  think 
amounts  to  stealth,  or  simply  to  exaggerate  a little  one 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


COMMITTEE  ON  THE  WORKING  OF  THE  MONETARY  SYSTEM 


H.  G.  Johnson 


way  or  the  other  iu  order  to  influence  other  people.  I 
think  this  is  inevitable  in  a centralised  system  in  wUch 
a great  deal  of  money  may  hang  on  people’s  interpretations 
of  the  Bank's  actions. 

10597.  Then  there  must  never  be  reports  that  reveal 

conflict  between,  say,  the  Treasury  and  the  Bank? ^No, 

I say  quite  the  opposite.  I am  in  favour  of  reports  that 
reveal  conflict  of  this  kind,  if  conflict  exists ; for  one  reason 
because  I do  not  think  one  hides  this  sort  of  thing,  for 
another  reason  because  I think  that,  if  there  are  honest 
disagreements  about  policy,  they  ought  to  be  aired  rather 
than  settled  in  private  and  then  justified  by  everybody 
afterwards.  Going  back  to  the  main  question,  In  the  ^d 
of  situation  I am  thinking  of,  as  I conceive  jt  (I  have 
not  been  on  the  inside),  it  is  often  a matter  of  influencing 
other  people’s  opinion  of  oneself ; in  this  case  one  does 
not  want  to  admit  that  one  is  trying  to  give  the  impression 
that  everything  is  under  control,  precisely  because  it  is 
not  under  control  unless  one  can  give  that  impression. 

10598.  Professor  Cairncross:  Does  not  this  arise  par- 
ticularly over  speculation  on  the  rate  of  exchange? 
\^at  they  say  or  how  they  say  it  may  be  more  important 

than  what  they  do? ^Anywhere  where  speculation  is 

easy,  and  depends  on  what  people  think  that  the 
authorities  will  be  doing.  The  Bank  may  run  into  the 
problem  that  it  cannot  confess,  at  that  moment  anyway, 
what  it  has  in  mind : but  I would  hope  that  m my  regular 
publication  the  Bank  would  be  prepared  to  confess 
occasionally  that  it  had  tried  something  on,  if  only  because 
people  know  that  it  was  tried  on  and  if  the  Bank  tries  to 
hide  this  fact  it  does  not  really  get  away  with  it. 

10599.  Mr.  Woodcock:  You  mean  an  annual  publica- 
tion?  ^This  gets  on  to  the  question  how  regularly  one 

wants  to  go  to  the  expense  of  a publication.  I would 
think  myself  that  annually  would  be  too  infrequent.  We 
are  moving  generally  towards  quarterly  publications  of 
information  of  various  kinds ; and  a great  deal  happens 
in  a year  in  fliis  country. 

10600.  In  the  second  part  of  your  paper  you  are  argiung 
for  much  more  extensive  tise  of  open  market  operations. 
There  would  be  a lot  more  actions,  on  your  assumption, 

for  the  Bank  to  have  to  explain? ^They  would  not  have 

to  explain  every  individual  transaction,  but  they  could 
explain,  say,  that  in  the  first  quarter  of  the  year  they 
wished  to  make  money  easy.  To  account  for  every  trans- 
action would  be  more  than  any  reasonable  man  could 
hope  to  cope  with,  but  I think  one  needs  an  explanation 
more  regularly  than  annually.  Probably  quarterly  would 
be  a reasonable  basis. 

10601.  Mr.  Jones  : Have  you  got  in  mind  a situational 
report  as  well?  Looking  at  the  events,  say,  after  Septem- 
ber last  year,  would  you  call  for  a report  in  circumstances 
like  that  as  a means  of  cultivating  the  best  possible  public 

relations  and  understanding  of  the  situation? woifld 

look  rather  for  a twofold  approach  on  this ; that  at  the 
time  when  they  took  that  sort  of  crisis  action  they  should 
give  an  explanation  of  why  they  were  taking  it,  but  that 
in  the  quarterly  or  annual  publication  they  should  look 
back  over  tie  experience,  trace  the  developments  that  led 
up  to  it  and  explrin  the  decision  and  also,  I hope,  try  to 
envisage  the  consequences  as  far  as  they  could.  This  may 
be  calling  for  rather  more  than  the  Bank  of  England  would 
like  to  offer,  but  I think  the  double  approach  seems  desir- 
able. This  is  aU  hypothetical,  because  we  do  not  have 
this  kind  of  document  in  ^s  country  and  obviously  it  is 
something  that  would  have  to  be  developed  in  the  light  of 
experience. 

10602.  Professor  Cairncross:  It  is  your  view  that  most 
other  countries  where  financial  operations  are  important 
have  a review  similar  to  this? ^Yes. 

10603.  Sir  Reginald  Verdon  Smith:  In  paragraph  7 you 
speak  of  this  explanation  being  the  responsibili^  of  the 
Bank  rather  than  the  Treasury,  and  you  say  that  this 
might  give  rise  to  conflict  with  the  constitutional  responsi- 
bility of  the  Bank  to  the  Treasury,  and  some  modification 
of  this  relationship  might  be  necessary.  Would  you  enlarge 

a litfle  on  that? 1 was  afraid  someone  would  ask  that! 

I am  not  really  well  qualified  on  these  constitutional  ques- 
tions. I mentioned  it  as  a problem  rather  than  posing  a 
solution.  As  I imderstaod  the  possible  problem,  if  the 
Bank  is  responsible  to  the  Treasury,  and  if  it  publishes 
something  fiien  presumably  the  Treasu^  is  ifltimately 
responsible  for  it  Just  how  serious  a difficulty  it  might 
give  rise  to  if  there  was  some  difference  of  opinion,  only 


time  would  tell,  but  it  might  be  necessary  to  loosen  the 
relationship  between  Bank  and  Treasury  so  that  the  Bank 
could  publish  these  documents  without  the  Treasury 
necessarily  being  committed  to  every  statement.  I really 
am  reluctant  to  go  on  very  far  with  this  because  it  is 
an  area  which  I am  just  not  competent  to  discuss. 

10604.  Professor  Sayers:  If  your  view  that  public  rela- 
tions and  explanation  of  policy  should  be  developed  along 
these  two  lines  were  accepted,  what  consequences  would 

you  foresee  for  the  Bank  of  England  internally? Again, 

this  is  taking  me  far  out  of  my  field  of  competence. 
Obviously  one  requirement  would  be  an  increase  in  the 
number  of  people  concerned  with  the  collection  of  statistics 
and  their  analysis,  and  the  presentation  of  these  to  the 
general  public  in,  as  I suggest,  a quantitative  form  of  dis- 
cussion, as  compared  with  people  concerned  with  the 
actual  market  dealings.  This  would  presumably  mean  a 
change  in  the  recruitment  policy  of  the  Bank,  because,  if 
tWs  became  fully  developed,  they  would  need  to  have  a 
fairly  large  staff  of  competent  economists  and  statisticians 
which  they  would  recruit  from  the  universities  where  such 
people  are  trained. 

10605,  Would  the  development  of  public  relations  of 

this  kind  lessen  the  case  for  part-time  directors? ^That 

depends  on  what  the  case  for  part-time  directors  rests  on 
to  begin  with.  In  so  far  as  a large  part  of  the  Bank’s 
work  is  dependent  on  its  contacts  in  the  City,  the  trust 
with  which  it  is  regarded  by  financial  institutions  and  so 
forth  I do  not  think  the  case  would  be  at  all  impaired. 
On  the  other  hand  there  would,  I think,  be  some  possibility 
of  conflict  between  the  ideas  of  these  people  as  to  what 
public  relations  consist  of  and  what  I think  they  consist  of. 
This  is  one  aspect  of  the  situation  which  I start  from, 
that  public  understanding  of  the  Bank  and  its  activities  is 
not  in  too  healthy  a condition.  I think  that  this  is  perhaps 
one  of  the  reasons ; one  sees  from  the  evidence  given  to 
the  Parker  Tribunal,  that  the  way  in  which  financial  people 
explain  themselves  is  just  a different  way  from  the  way  in 
which  many  other  people  explain  themselves,  and  this 
gives  rise  to  misunderstandings. 

10606.  Would  you  think  it  important  that  in  addition  to 
these  published  statements  the  Bank  of  England  should 

cultivate  economic  discussion  with  academic  people? 

Very  definitely.  I do  not  want  to  state  too  much  of  a 
professional  claim,  because  economists  tend  sometimes  to 
want  more  influence  than  they  are  entitled  to  ; but  I think 
there  should  at  least  be  more  exchange  between  Bank  of 
England  people  and  economists.  I think  there  have  been 
some  very  good  developments  in  the  last  year  in  this 
respect. 

10607.  Chairman:  What  would  they  be? If  one 

could,  for  example,  occasionally  have  a Bank  of  England 
expert  along  to  a university  to  give  a talk  on  current 
policy  problems  and  so  on.  Mr.  Mynors  has  been 
very  good  in  that  way,  but  the  stock  of  people  is  small 
and  the  opportunities  few.  A more  far-reaching  sug- 
gestion is  the  one  I make  in  paragraph  9,  that  economists 
should  actually  come  into  the  Bank  to  work.  How  far 
that  would  be  useful  unless  the  Bank’s  own  position 
changed  towards  much  more  professional  economic  acti- 
vity, I do  not  know ; but  one  feels  that  whereas  one  can 
talk  to  the  Treasury  people  without  any  great  difficulty, 
talking  to  bankers  is  an  experiment  rather  than  a habit. 

10608.  May  we  look  now  at  the  second  half  of  the 
paper,  on  the  use  of  Bank  Rate  and  open  market  opera- 
tions?— Professor  Cairncross:  Could  you  tell  us  exactly 
how  you  think  monetary  policy  takes  effect  on  the  level 

of  demand? It  works  in  a variety  of  ways.  One  thinks 

first  of  the  impact  on  bank  lending ; there  one  thinks 
less  of  the  rate  of  interest  than  of  what  the  banker  says 
to  the  people  he  has  in  his  parlour.  Perhaps  one  tffinks 
too  much  of  this,  in  the  sense  that  this  is  the  institutional 
arrangement,  the  way  we  always  think  about  the  banking 
system  working.  Probably  nowadays  we  get  as  much 
influence  in  a general  way,  through  the  direct  impact  of 
monetary  policy  on  rates  of  interest  and  particularly  on 
security  values,  and  on  the  people  holding  these  things. 

10609.  The  view  you  take  in  these  paragraphs  appears 
to  rest  largely  on  the  influence  of  changes  of  long-term 
rates  of  interest  on  the  level  of  demand  rather  than  the 
influence  of  changes  of  short  terra  rates.  The  first  sug- 
gestion you  made  just  now  related  to  the  rates  on 
landing  followed  by  the  banks  and  their  willingness  to 
grant  short-term  credit.  That  I thought  on  the  whole 
you  were  tending  to  play  down? In  this  argument,  yes. 
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you  asked  for  a general  account.  Here  I am  suggesting 
what  I ttiink  are  improvemenis  in  the  control  of  the 
economy.  So  far  as  control  of  the  banks  is  concerned, 
this  is  probably  fairly  effective,  not  necessarily  because  of 
the  mechanics  of  it  but  because  of  the  powers  in  the  Bank 
of  England  Act  to  give  directions  and  the  fact  that  the 
banks  are  rather  timid  in  their  reactions  to  statements  on 
what  they  should  be  doing.  I think  the  banks  are  well 
under  control,  probably  too  much  so  for  their  own  good 
and  the  effectiveness  of  the  monetary  policy.  1 am  suggest- 
ing that  for  effective  monetary  control  the  authorities  need 
to  be  prepared  to  move  against  other  institutions  as  well, 
that  the  method  of  supporting  short-term  rates  does  not 
do  this  so  well,  and  if  mey  were  to  get  into  open  market 
operations  in  long-term  securities,  they  could  get  at  these 
institutions  more  directly. 

10610.  A number  of  our  witnesses  think  that  changes 
in  rates  of  interest  have  very  little  effect  on  the  level  of 

demand.  You  do  not  share  that  view? 1 find  it  difficult 

to  express  a view  on  this  because  a great  deal  of  thinking, 
including  my  own,  about  monetary  affairs  is  rather  con- 
fused by  not  distinguishing  between  the  kind  of  rate 
changes  one  might  think  of  as  normal  and  the  kind  one 
might  think  of  if  one  was  trying  to  make  an  all-out  use 
of  rates.  I think,  as  I implied  at  one  point  here,  that 
with  a full  employment  economy  we  lose  a great  deal  of 
the  effect  on  expectations,  and  with  high  taxation  and  so 
forffi  we  lose  a great  deal  of  the  effect  on  costs.  That 
implies  that  small  changes  of  interest  rates  as  in  the  past 
are  less  effective,  but  does  not  necessarily  mean  that  bigger 
changes  would  not  work  or  that  one  would  not  be  safe 
in  using  them. 

10611.  It  is  still  important  to  know  which  sector  is 
likely  to  be  most  sensitive ; you  may  assume  that  one 
can  bring  pressure  on  demand  for  short-term  credit  more 
readily  than  on  capital  investment,  but  which  do  you  think 

that  one  should  try  to  influence  by  monetary  policy? 

I would  rather  put  it  the  other  way  round.  One  starts 
with  a problem  which  tells  one  what  one  wants  to  try 
to  influence  ; one  then  tries  to  find  out  how  to  influence 
it  most  effectively.  If  the  authorities  rely  always  on  control 
of  short  rates  in  banks  they  are  not  doing  ffie  best  they 
can.  I would  prefer  not  to  think  of  what  one  is  trying 
to  influence  by  monetary  policy  as  the  first  question.  They 
are  faced  with  a policy  problem  which  may  take  one  form 
or  another ; monetary  policy  is  one  of  the  techniques  for 
dealing  with  it,  but  ffiey  can  use  others,  and  I think  others 
are  often  more  effective  in  dealing  with  short-term  difficul- 
ties. The  use  of  monetary  policy  is  dependent  on  the 
problem  and  what  one  thinks  monetary  policy  can  do. 
My  recommendations  here  try  to  make  monetary  policy  as 
flexible  in  this  general  battery  of  methods  as  possible. 

10612.  Chairman:  But  on  any  particular  occasion  when 
a problem  arose  they  would  have  to  have  in  mind  what 

their  objectives  were? ^Yes  ; that  is  one  of  the  points 

I would  like  to  make.  They  are  nowadays  aiming  at  a 
rather  complex  set  of  objectives  ; not  only  thinking  of  the 
balance  of  payments,  but  also  about  the  growth  of  the 

(Adjourned  i 


economy,  the  balance  of  industries  and  a number  of 
other  things.  This  makes  it  desirable  to  be  selective  in 
the  use  of  methods  and  also  to  deploy  monetary  policy  as 
they  think  most  ^ective. 

10613.  Professor  Cairncross:  I get  the  impression  that 
underlying  this  section  of  your  pap^  is  a belief  in  the 
effectiveness  of  monetary  policy,  not  necessarily  by  any 
means  to  the  exclusion  of  other  ways  of  influencing 
demand,  and  without  commitment  to  the  particular 
section  of  demand  influenced  by  monetary  policy.  I get  the 
impression  also  that  you  feel  that  monetary  policy  would 
be  much  more  effective  if  action  were  brought  to  bear 
across  the  whole  board  of  liquid  assets  from  the  short 
end  to  the  long  end,  that  you  feel  perhaps  that  it  has 
been  a mist^e  in  the  past  to  operate  through  very  large 
swings  in  short-term  rates  which  have  been  costly  in 
various  different  directions.  Is  that  a fair  expression  of 

your  view? ^Yes.  But  I would  rather  speak  of  the 

potential  effectiveness  of  monetary  policy.  My  general  view 
is,  and  here  again  I may  merely  be  reporting  my  own  state 
of  mind,  that  our  attitudes  on  monetary  policy  have  been 
very  strongly  influenced  by  the  inter-war  experience,  that 
in  a regime  of  full  employment  and  so  forth  we  need  to 
re-consider  the  role  of  monetary  policy  and  see  what  can 
be  done  with  it.  One  wants  to  take  a neutral  attitude 
towards  it,  so  to  speak,  as  an  instrument  along  with 
other  instruments.  One  wants  to  see  what  it  can  do. 
Most  of  our  economic  theories  suggest  that  it  can  be 
influential.  On  the  other  hand  our  assessment  of  past 
experience  has  been  very  much  in  terms  of  preconcep- 
tions which  we  ought  to  clear  out  of  the  way.  I would 
be  quite  prepared  to  find  that  monetary  policy  was  not 
very  effective.  I do  not  want  to  take  a position  on  this, 
but  I have  myself  been  slightly  converted  from  earlier 
views  by  experience  of  the  last  six  or  seven  years. 

10614.  It  is  possible  to  argue  for  low  stable  short 
term  rates  of  interest  on  the  basis  which  assumes  that 
monetary  policy  is  entirely  ineffective  and  that  there  is 
therefore  nothing  to  be  said  for  making  short  term  rates 
hi^.  It  is  possible  also  to  argue  for  low  and  compara- 
tivdy  stable  short  term  rates  on  a quite  different  footing, 
that  there  is  no  reason  why  a movement  in  short  term 
rates  need  be  prolonged  more  than  is  necessary  if  its 
function  is  to  bring  about  or  match  a movement  in  long- 
term rates.  As  I understand  your  view,  it  is  of  ffie 

second  character  rather  than  the  first? agree  with 

that. 

10615.  Professor  Sayers:  You  would  in  general  lean 
towards  attention  to  the  long-term  rate  rather  than  the 

short? Again,  I would  like  to  get  back  to  the  problem 

we  are  starting  with,  in  deciding  on  policy.  My  point 
is  that,  if  one  wants  to  tackle  long-term  rates,  one  ought 
to  do  so  directly  rather  than  indirectly.  But  there  are 
possible  situations  in  which  one  wants  to  tackle  short- 
term rates  without  touching  long  terra. 

10616.  Chairman:  The  way  to  the  long-term  rate  is 
not  through  the  short-term  rate? ^That  is  my  view. 

ntil  2.15  p.m.) 
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10617.  Chairman:  You  were  pointing  to  a possibility 

of  operating  directly  on  the  long-term  rate? Professor 

Johnson : Yes ; but  I would  say  long-term  rates,  in  the 
plur^. 

10618.  In  effect  I suppose  that  would  be  a combination 
of  open  market  operations  in  the  appropriate  securities, 

coupled  with  debt  management  policy? From  an 

analytical  point  of  view  there  is  no  difference  between 
tile  two.  It  is  a question  of  who  does  it,  except  to  the 
extent  that  debt  management  is  done  more  clearly  than 
open  market  operations. 

10619.  With  our  set-up  how  far  do  you  tiiink  that  the 
authority  in  deciffing  to  operate  that  way  could  achieve 

their  results  and  be  masters  in  their  own  field? 1 do 

not  like  ffiis  kind  of  question.  I reaUy  doubt  that  the 
question  whether  they  would  be  masters  or  partial  masters 
is  a useful  question  to  ask.  Whether  they  are  masters 
or  not  they  have  to  do  something,  and  the  question  is  how 
well  they  can  do  ffiat  wiffi  different  techniques.  I say  that. 


if  they  approached  long-term  rates  of  interest  direcfly,  they 
would  do  better  than  if  they  approached  them  indirectly ; 
they  would  get  a more  immediate  effect  and  they  would 
see  what  effect  they  were  getting. 

10620.  If  they  are  going  to  use  this  sort  of  technique 
you  must  consider  the  market  that  they  are  going  to 
operate  on ; will  they  get  a result  unless  that  market  is 

active  and  prepared  to  be  operated  on? ^This  is  a 

vexed  question  in  the  whole  theory  of  this  subject.  An 
inactive  market  is  one  in  which  prices  can  be  pushed 
around  more  easily  than  they  can  in  an  active  rnarket 
where  people  are  prepared  to  speculate.  Again,  thinking 
of  longer  term  objectives  and  particularly  if  they  wish  to 
move  supplies  of  funds  from  place  to  place  or  encourage 
that  process,  if  they  make  interest  rates  move  about  too 
much  they  may  raise  difficulties  for  these  other  objectives. 

10621.  Professor  Sayers:  Are  you  thinking  there  that 
they  may  weaken  the  financial  institutions  that  are 
operating  in  that  market? They  may  weaken  them,  or 
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c Ai.  A anH  therefore  orice  one  pays  for  using  it  as  an  instrument  of  rnonetary 

induce  them  to  stay  out  of  that  uj-u  policy.  ItUnot  anyway  all  that  clear  that  the  gilt  edged 

falnk  the  quSioii^the  ChliSnfs  &g°it  is  lhat  to  10626.  Sir  Olinr  Franks-. . D» 
run  this  kind  of  nolicy  they  have  to  have  full  knowledge  tions  look  after  the  actual  situation  that 

of  af^&S  makS  K in  one  market  only.  nf  th«  matunna  debt  vcar  bt 

then  one  only  has  to  know  that  market  and  one  pan 
devote  all  one’s  energy  and  talents  to  that  market,  it 
the  Bank  of  England  was  going  to  operate  in  other 


markets  it  would  have  to  know,  for  example,  how  insur- 
ance companies  do  their  investments  ; it  could  not  connne 
itself  to  those  who  deal  with  Treasury  Bills.  It  would  also 
have  to  take  an  interest  in  building  societies,  and  in  a 
broader  field  in  company  investments,  particularly  the 
bigger  companies  which  hold  substantial  assets  of  a 
monetary  and  debt  nature.  I see_  no  objection  to  this, 
unless  one  takes  the  line  that  the  aim  of  monetary  policy 
is  to  interfere  as  little  as  possible  wi&  anybody  except 
those  with  whom  the  authorities  traditionally  interfere ; 
and  I do  not  think  that  this  is  a proper  precept  for 


A.V..A  Aww..  -A with 

the  problems  of  the  maturing  debt  year  by  year,  of  raising 
funds  on  Government  signature  for  the  nationalised  indus- 
tries. and  now,  whatever  it  may  come  to,  of  finding 
funds  for  development  of  countries  in  the  Common- 
wealth? Do  you  think  that  there  would  be  any  serious 
risk  of  some  of  the  major  institutional  investors  who  now 
invest  in  these  securities  being  frightened  ofl  by  the  prob- 
lem of  dealing  with  these  different  forms  of  new  debt 
which  have  to  be  created  in  a situation  where  the  price  is 
felt  to  be  very  much  a function  of  what  the  Government 

might  make  it  from  day  to  day? 1 do  not  think  that 

there  is  any  action  on  the  part  of  monetary  authorities 
which  will  remove  governmental  influence  from  the  gilt 
edged  market.  In  fact,  one  could  argue  the  opposite 
case;  if  they  knew  that  the  Government  was  specifically 


and  I do  not  think  that  this  is  a proper  piecepi  ^ aiming  at  that  market  and  where  they  were  on  the  market, 

monetary  policy  in  the  general  context  of  economic  pohey.  investors  would  have  a better  time  of  it  than 

10622.  Chairman:  Is  there  not  a point  of  view  which  whether  there  was  going  to  be  a 

says:  “We  have  always  played  about  with  these  tradi-  reaction  to  action  taken  elsewhere  by  the  authonUes. 

tional  areas,  and  they  understand  the  game  and  are  not  authorities  in  a sense  would  be  assuming  some  sort 

frightened  off  by  what  we  do ; but  the  situation  would  responsibility  towards  this  market  by  operating  in  it. 

not  be  the  same  if  we  began  to  have  an  avowed  policy  j „rtainly  do  not  believe  that  institutional  investors  have 

in  other  areas  which  are  concerned  with  investment  m . . — .u  At.*  i.,*f  ...cm  »«<.n  tfiniioh  rti» 

medium  and  long-term  securities  ’’? ^That  argument 

leaves  me  cold.  I do  not  see  any  reason  against  inter- 
fering if  the  aim  is  to  interfere.  Peopile  become  used 
to  it,  and  if  it  is  done  in  a certain  way  it  does  not  seem 
likely  that  they  will  take  exception,  particularly  as  they 
know  that  the  things  the  authorities  want  to  control,  w_i^ 
general  objectives  of  economic  policy  in  mind,  are  outside 
their  own  range.  It  is  a question  whether  the  authorities 
are  trying  to  do  it  with  the  least  fuss  for  _pcople_  they 
care  about  or  trying  to  be  effective.  That  is  putting  it 
in  bald  terms ; but  if  one  is  trying  to  influence  the 
economy  one  has  to  know  where  tlvc  influence  will  work 
and  apply  it  there.  If  one  looks  at  the  history  of  the  dis- 
count market  and  the  banks  and  so  on,  in  this  country  and 
overseas,  for  at  least  the  last  thirty  years  there  have  been 


tremendous  changes,  and  each  time  people  have. become  m me  rates 
used  to  it.  One  finds  financial  journalists  saying  that  dTS  k®n^ 

we  have  always  done  these  things,  Tradition  is  some-  do  next.  I 
thing  that  can  be  developed  very  easily  when  one  is  m this  market,  I would  be  t 
working  on  a day-to-day  basis. 

10623.  Professor  Sayers:  If  this  change  in  the  technique 
of  monetary  policy  did  have  the  effect  of  destroying  or 
seriously  narrowing  the  market  in  long-term  gilt  edged 
securities,  how  serious  a disadvantage  would  you  think 

that? The  question  is  whether  it  really  would  do  this. 

I am  not  too  worried  about  that.  In  so  far  as  monetary 
policy  is  effective  in  its  objectives,  it  is  going  to  influence 
the  long-term  market,  and  those  operating  in  that  market 
will  have  In  their  minds  what  they  think  monetary  policy 
will  be  doing.  It  is  a question  whether  monetary  policy 
is  doing  it  indirectly  or  directly,  and  I do  not  think  it 
would  make  that  much  difference  unless  you  arc  thinking 
of  a major  change  in  the  effectiveness  of  policy  influencing 
that  market.  Tn  that  case  one  would  be  arguing  about 
the  change  in  the  effectiveness  of  policy. 

10624.  Would  you  go  further  and  say  that,  if  the 
monetary  policy  is  effective,  then  the  fluctuations  in  the 
long-term  gilt  edged  market  are  likely  to  be  less  rather 

than  more? 1 would  not  be  prepared  to  judge  on 

that  one.  Some  kinds  of  fluctuations  would  be  less  and 
other  kinds  would  be  more,  Fluctuations  due  (o  panic 
reactions  and  so  forth  might  well  be  less. 

10625.  Suppose  that  the  effect  was  a serious  narrowing 
of  the  market ; would  you  consider  that  a serious  disad- 
vantage?  For  Government  debt  I do  not  think  I 

would,  because  Government  debt  is  in  a way  an  instrument 
of  policy  itself,  In  the  other  speculative  markets  one 
has  predominantly  private  operators  lending  to  other 
operators,  but  in  so  far  as  Government  debt  is  concerned 
it  is  really  between  institutional  investors  on  the  one  bond 
and  the  Government  on  the  other.  There  might  be  an 
increase  in  the  average  cost  of  financing  the  Government 
but  I think  this  would  be  small  compared  with  the  other 
effects.  After  all,  if  one’s  sole  concern  was  to  finance 
the  Government  at  the  least  possible  cost  one  would  run 
monetary  policy  quite  differently.  One  has  to  accept  that 
some  problems  with  the  cost  of  Government  debt  are  the 


had  an  easy  path  in  the  last  ten  years,  even  though  the 
Oovernment  has  not  been  intervening  in  this  market  very 
extensively. 

10627.  Chairman:  Is  it  your  view  that  in  the  market 
as  it  is  conducted  today  the  Government’s  activities  are 
not  regarded  as  being  an  important  influence,  or  do  you 
think  that  they  are  inescapably  important  in  our  set  up? 

1 think  that  Sir  Oliver  Franks  could  answer  that 

question  better  than  I could:  it  is  a question  of  how 
people  who  are  handling  funds  think.  My  impression  is 
that  there  have  been  quite  serious  and  quick  reversals 
of  trend  and  other  changes  which  have  bothered  them; 
reading  the  financial  commentators  one  gets  the  imprewion 
that  there  have  been  upsets  in  the  market  due  to  perhaps 
unintended  and  certainly  unexpected  rcuclion  to  changes 
■ the  rates  on  the  longer  term  securities,  whether  they 

'ng  about  what  the  Government 

know  : but.  if  1 were  operating 
in  this  market,  I would  be  thinking  occasionally  of  what 
the  Government  wa.«i  likely  to  do  on  the  Hank  Rate  and 
monetary  policy,  and  I would  be  quite  worried  from  time 
to  time.  But  in  this  question  of  fact  about  how  the» 
people  behave  I really  have  no  authority  to  describe  their 
behaviour,  since  I have  not  observed  it  closely. 

10628.  Professor  Sayers:  But  if  the  Government  were 
known  to  be  continuously  active  in  this  market ; if.  more- 
over,  it  were  continuously  explaining  and  defending  its 
policy,  would  there  not  be  at  least  ii  reasonable  chance  that 
institutional  investors  would  find  the  market  more  rather 
than  les.s  attractive? 1 would  be  inclined  to  think  so. 

10629.  Professor  Cairncross:  Would  you  be  quite  happy 
if,  given  the  financial  commitments  of  the  Government 
in  respect  of  the  nationalised  industries,  the  Government 
should  find  itself  obliged  to  finance  tts  capital  wmmit- 
ments  through  extensive  creation  of  bonds?  The 
ment  is  a net  borrower,  whatever  wc  may_  think  about  it, 
it  must  therefore  finance  its  programme  in  some  way  or 
another.  Normally  in  the  last  few  years  ,it  has  b«n  m 
the  posture  of  a seller  of  bonds,  and  is  virtually  obliged 
to  sell  those  bonds.  Is  it  your  opinion  that  the  Govern- 
ment would  he  at  least  sis  successful  in  disposing  or  its 
bonds  if  from  time  to  time  it  sold  in  order  to  force  on 
the  market  a reduction  in  the  price  of  its  own  bonds  as  ii 

is  when  it  behaves  as  it  does  now? 1 do  not  see  any 

reason  why  it  should  be  in  extra  difficulties  this 
There  is  a problem,  that  if  you  think  of  the  Governments 
narrow  function  as  a borrower,  then  it  wants  to 
every  drop  it  can  out  of  the  market.  There  is  a 
conflict  between  the  Government  as  a borrower  and  me 
Government  as  a manager  of  the  economy. 

10630.  I was  not  thinking  of  that,  but  of  the  imporlanw 
in  all  this  of  expecUtions  on  the  part  of  existing  howm 
and  potential  purchasers  of  assets.  We  are  dealing  w^ 
a regime  where  expectations  are  absolutely  of 
and  it  misht  bn  urged  that  the  authont.es  would  distnro 
these  expectations  in  a serious  way,  if  from  hme  to  hm 
they  entered  the  market  and  announced  a new  and  lower 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


MINUTES  OF  EVIDENCE 


7H 


7 October  1958] 


Professor  H.  G.  Johnson 


[Continued 


price  for  their  own  bonds,  and  that  this  disturbance  would 
be  of  a character  that  would  reduce  their  success  as  a net 
seller.  For  instance,  it  might  be  put  that  it  is  only  possible 

to  sell  bonds  on  a large  scale  in  a rising  market? do 

not  find  myself  in  sympathy  with  this  whole  philosophy, 
if  I may  say  so,  because  you  are  dodging  about ; you  talk 
about  control  of  the  money  supply  and  managing  on  the 
one  hand  and  on  the  other  hand  you  are  looking  at  the 
authorities  as  facing  a kind  of  market  in  which  they  have 
no  great  influence.  If  they  are  a borrower  like  other 
borrowers  coming  to  this  market,  and  if  they  behave  so 
as  to  create  confidence  in  themselves,  things  are  better 
for  them  than  if  they  do  not.  My  attitude  would  be  that 
this  assumption  about  the  nature  of  the  market  is 
implicitly  a definition  of  the  way  in  which  the  monetary 
authorities  should  approach  it. 

10631.  Let  us  suppose  that  the  monetary  authorities  are 
anxious  to  sell  bonds,  whether  or  not  that  is  assisting  the 
objectives  of  monetary  policy  or  detracting  from  them.  Is 
it  your  view  that  they  would  be  as  successful  if  from  time 
to  time  they  pulled  out  the  stop  and  let  the  price  sink 
than  if  they  coaxed  the  market  in  the  way  in  which  they 

traditionally  do? If  one  looks  at  it  solely  in  that 

narrow  way,  then  one  can  say  that  by  definition  they 
are  not  going  to  do  better  by  my  policy  than  by  the  other. 
But  I say  that  to  look  at  it  in  this  way  is  inconsistent 
with  the  whole  point  of  monetary  policy.  The  money 
supply,  directly  for  a large  part  of  it  or  indirecfly  for 
another  large  part  of  it,  is  Government  debt,  and  monetary 
conditions  are  conditions  for  Government  debt.  That  is 
the  way  one  has  to  look  at  it.  I would  be  very  suspicious 
of  the  other  argument,  because  it  would  seem  to  me  to  be 
trying  to  sell  me  a different  view  of  what  the  Government 
is  trying  to  do  which  I would  not  regard  as  appropriate 
to  the  whole  objective  of  economic  policy.  1 do  not  think 
that  one  can  regard  the  market  as  an  impersonal  force 
and  assume  that  the  Government  appears  only  as  a 
borrower ; one  must  regard  the  money  market  as  a focal 
point  of  certain  kinds  of  economic  activity,  on  which  the 
Government  operates  to  Influence  the  economy. 

10632.  That  may  be  true,  but  if  the  only  way  in  which 
monetary  policy  could  take  effect  were  by  substantial 
operations  in  long  term  rates  of  interest,  that  might  move 
one  to  be  rather  critical  of  the  use  of  monetary  policy  at 
all  given  that  in  the  past  long  term  rates  of  interest  have 
normally,  except  for  war  time,  moved  within  reasonably 

narrow  limits? 1 would  not  decide  the  question  on  that 

amount  of  information.  If  the  authorities  find  that 
they  are  seriously  losing  money  on  this  operation,  then 
they  compare  the  cost  of  the  monetary  policy  conducted 
in  this  way  with  the  cost  of  the  alternatives,  which  may 
be  fiscal  measures  or  possibly  controls.  If  there  is  a 
choice  of  policy,  the  costs  incurred  have  to  come  into 
the  picture,  and  I would  want  to  know  about  that  before 
I condemn  one  method  or  another  on  that  ground. 

10633.  Do  you  know  of  any  country  where  Ae  policy 
that  you  are  recommending  to  us  is  practised,  other  than  a 
country  where  the  gilt  edged  market  is  in  a very 

condition? ^That  is  a loaded  question.  It  rules  out  ™ost 

markets,  because  most  markets  are  in  a primitive  conmtion 
compared  with  ours  and  the  United  States.  In  effect  toe 
question  boils  down  to  some  Continental  countries,  but  l 
do  not  know  enough  of  them  to  say. 

10634.  I had  thought  that  some  of  the  European  coun- 
tries would  provide  a test  here.  I do  not  Itnow 

techniques  sufficiently  well  to  judge? 1 am  afraid  1 am 

in  the  same  position. 

10635.  Sir  Oliver  Franks : If  changes  in  the  long-tenn 
rates  are  thought  to  come  about  partly  by  reason  of 
Government  action  in  the  short-term  market  and  partly 
by  reason  of  other  influences,  then  I think  that  quite  a lot 
of  people  feel  that  they  have  a fair  chance  of  their  judg- 
ment in  relation  to  the  long-term  rate  being  as  good  as 
anybody  else’s.  But  if  the  attitude  of  Government  changes, 
and  instead  of  leaving  the  long-term  rate  to  be  determined 
in  part  by  these  other  influences  which  play  upon  it 
and  in  part  by  the  indirect  effect  of  changes  of  short- 
term rates,  they  operate  directly,  then  it  might  be  said 
that  the  ordinary  investor  in  long-term  bonds  would 
feel  that  he  is  playing  the  Government  direct,  and  for 
that  reason  would  feel  much  less  certainty  about  where 
he  was  going  and  that  the  dice  were  loaded  against  him. 
You  have  been  taking  a completely  rational  view  o_t  the 
situation,  and  saying  tibat  whether  the  Government  inter- 
fers  directly  or  indirectly  is  much  of  a muchness  as  far 
30500 


as  interference  goes,  though  there  may  be  important  sub- 
sidiary questions  of  whether  it  costs  more  to  do  it  one 
way  or  another  and  so  forth.  But  it  does  not  seem  to  me 
that  these  types  of  consideration  exhaust  the  problem. 
We  have  been  told  that  the  attitude  of  a great  many  people 
would  be  quite  different  if  they  thought  that  the  Govern- 
ment itself  was  directly  intervening  in  the  long-term  bond 
market.  This  outlook  is  a question  of  psychology  rather 
than  of  straight  economic  theory ; but  what  do  you  think? 

^This  ramifies  in  so  many  directions.  We  have  to  see 

how  much  of  this  argument  is  an  argument  against  Gov- 
ernment intervention,  perhaps  based  on  the  implicit 
assumption  that,  if  the  Government  coniines  itself  to 
this  it  will  not  be  able  to  do  very  much  more  as  compared 
with  what  it  does  now.  My  attitude  would  be  that,  given 
the  same  Government  objectives,  and  given  that  the 
Government  is  trying  to  achieve  them  and  is  not  prepared 
to  give  them  up  when  there  is  opposition,  the  problem  is 
pretty  much  the  same  for  the  people  operating  tiie  market, 
because  the  Government  is  having  to  do  the  same  in  order 
to  complete  its  objects.  If  the  situation  is  that  the  Govern- 
ment finds  itself  at  the  mercy  of  the  market,  and  says: 

“ We  cannot  do  very  much  about  this ; we  are  mar- 
ginally operating  in  a situation  which  mostly  consists 
of  other  forces  ”,  those  people  who  look  at  the  other 
forces  will  do  better  than  if  the  Government  is  really 
influencing  the  situation.  But  it  seems  to  me  that 
an  expert  in  the  market,  unless  the  Government  is 
pursuing  a very  tight  policy  in  that  market,  would 
be  able  to  take  into  his  calculations  what  the  Govern- 
ment does.  I am  informed,  for  example,  that  there 
are  still  some  people  eking  out  a bare  existence 
speculating  in  wheat,  even  though  the  price  of  wheat  is 
almost  entirely  determined  by  governmental  action  of  one 
kind  or  another.  It  would  seem  to  me  that,  unless  one 
makes  a division  of  that  kind  between  the  kinds  of  policy 
we  may  have,  the  people  who  are  worried  about  this  will 
find  ^at  they  can  take  it  in  their  stride.  It  is  certainly 
not  in  their  interests  to  say  so ; it  is  in  no  one’s  interest 
to  say  that  it  makes  no  difference,  But  I do  not  expect  this 
would  be  an  important  problem,  given  that  the  Govern- 
ment is  likely  to  act  in  fairly  predictable  ways.  Looking 
back  at  the  developments  of  the  past,  it  seems  to  me 
that  the  intervention  of  Government  in  other  spheres  has 
had  plenty  of  rather  sharp  and  unexpected  consequences 
for  the  gilt  edged  market.  Government  action  has  some- 
times been  necessary  in  the  gilt  edged  market  to  remove  or 
to  soften  the  impact  of  situations  that  it  has  created,  as 
in  1949,  for  example.  This  is  really  a question  of  how 
you  interpret  what  people  say  and  how  they  think.  It 
is  not  an  economist’s  problem,  except  in  so  far  as  one 
can  say  rationally  that  aiming  at  the  same  objectives  with 
roughly  the  same  degree  of  determination  whatever 
method  may  be  used  would  have  pretty  much  the  same 
sort  of  impact.  If  it  is  not  so,  then  one  has  to  find  out 
what  it  is  that  makes  it  different.  There  is  one  other 
point  I should  like  to  make:  if  people  said  that  they 
would  not  interest  themsdves  in  Government  bonds  any 
more  if  the  authorities  intervened  in  the  gilt-edged  security 
market  in  this  way,  I should  want  to  ask  ffiem  what  they 
were  going  to  do  instead. 

10636.  Professor  Sayers:  Given  these  possible  reactions 
of  private  persons  and  private  institutions  if  the  Govern- 
ment is  operating  directly  on  the  long  term  rate,  there 
could  possibly  be  a situation  for  a time  in  which  the 
Government  could  only  finance  itself  by  creating  more 
and  more  liabilities  at  the  shortest  end:  more  and  inore 
money.  How  alarmed  would  you  be  at  such  a situation? 

1 would  not  be  too  alarmed  at  it.  The  need  to  create 

the  money  is  met  by  the  creation  of  additional  bank 
liquid  assets.  The  authorities  have  to  pay  a price  for 
tiiat  in  getting  money  under  control  again  later  on.  The 
main  thing  is  for  the  Government  to  realise  what  it  is 
doing,  and  to  take  account  of  the  fact  that,  if  the  Govern- 
ment creates  a lot  of  cash  in  a situation  in  which  the 
creation  of  cash  is  interpreted  as  a sign  of  weakness,  it 
will  be  in  difficulties.  It  would  be  necessary  to  make  it 
quite  clear  ^at  the  creation  of  cash  was  part  of  their 
policy. 

10637.  Do  not  these  dangers  become  less  if  monetary 
policy  is  continually  explained  and  defend.ed  and  com- 
mands the  support  of  technical,  expert  opinion? 1 am 

certain  of  it.  That  is  the  kernel  of  my  argument. 

10638  This  is  an  additional  reason  for  better  public 

relations? ^Yes  ; and  they  have  to  explain  the  connec- 

2Z 
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tion  which  will  not  always  be  obvions.  The  paradox 
was  put  to  us,  when  I was  in  graduate  school  at  Harvard, 
that  on  the  one  hand  public  opinion  condemned  the  great 
calls  for  credit  that  accompanied  the  American  war  effort, 
while  on  the  other  hand  it  was  very  proud  of  the  fact 
that  Americans  had  saved  so  much  cash  and  liquid  assets 
in  the  course  of  the  war.  There  are  balance  sheet  iden- 
tities which  can  easily  escape  the  attention  of  the  general 
public  which  have  to  be  explained. 

10639.  Professor  Cairncross:  Unless  the  authorities  are 
completely  successful  in  this  they  run  certain  risks.  They 
are  operating  in  a market  which  is  very  much  addicted 
to  the  fear  of  inflation.  If  they  enter  that  market  to 
sell  bonds  down  they  may  be  interpreted  as  meaning 
that  they  have  now  accepted  a continuing  prospect  of 

inflation? If  they  say  nothing  about  why  they  are 

doing  it  they  are  certainly  open  to  that  interpretation. 

It  all  ties  up  with  what  Professor  Sayers  was  saying ; the 
more  people  understand  what  the  authorities  are  doing,  the 
better.  These  dangers  arise  when  they  maintain  some 
reserve  about  what  they  are  doing,  and  where  they  allow 
interpretations  which  look  at  them  solely  as  a borrower 

10640.  But  they  are  dealing  with  a market  where  people 

are  particularly  perverse? 1 would  not  like  to  think 

that  bankers  and  insurance  people  are  perverse  compared 
with  other  people. 

10641.  Looking  at  it  from  the  point  of  view  of  policy? 
— -^ne  can  say  that  their  actions  were  particularly 
awkward  for  policy  at  times,  but  whether  they  were 
perverse  in  terms  of  the  time  and  the  matters  put  to  them, 

I do  not  know. 

10642.  I was  thinking  of  the  kind  of  situation  in  which 
it  might  appear  that  efforts  to  raise  the  level  of 
activity  in  this  country  were  accompanied  by  a fall  in 

the  gilt  edged  market  as  a direct  consequence? 1 

should  say  that  it  could  as  easily  be  a consequence  of  the 
failure  of  monetary  policy.  It  is  only  too  ea.sy  to  over- 
estimate how  easy  monetary  policy  was  in  the  1930s,  par- 
ticularly in  the  United  States  ; even  in  this  country  it  left 
a lot  to  be  desired,  even  though  the  bill  rate  went  down 
to  three  eighths  of  one  per  cent.  At  one  point  the  money 
supply  actually  contracted  because  it  did  not  pay  the  banks 
to  increase  it.  If  instead  of  pushing  money  through  bills 
they  had  tried  to  do  it  in  other  ways,  which  would  have 
been  perfectly  within  the  competence  of  the  central  bank, 
and  particularly  if  they  had  not  tried  to  fund  a great 
deal  of  public  debt  at  the  same  time  and  if  a lot  of 
other  things  had  not  been  true,  things  might  have  been 
better.  I do  not  think  that  one  can  say  that  it  was  all  due 
to  the  perversity  of  the  city  in  not  knowing  what  we 
were  about. 

10643.  When  do  you  think  there  would  be  any  funding? 
It  is  easy  Jo  visualise  that  the  Government  might  pursue 
&at  as  a right  and  rational  policy,  but  can  you  see  cir- 
cumstances in  which  funding  is  not  only  a rational  but 

also  a practical  proposition? 1 think  that,  if  you 

deflne  it  as  a rational  policy,  it  would  also  be  a practical 
policy;  I do  not  like  this  distinguishing  between  what 
is  rational  and  what  is  practical.  Certainly  I sec  circum- 
stances where  funding  would  be  practicable,  but  again 
I do  not  like  discussing  the  question  in  this  way,  in  terms 
of  when  funding  is  a good  idea  and  when  it  is  not.  The 
issue  to  be  decided  in.  funding  public  debt  is  mostly  a. 
question  of  studying  the  structure  for  future  monetary 
policy,  making  it  rather  easier  to  control  the  market  than 
if  there  are  a lot  of  bills  outstanding  that  have  to  be  met., 
The  authorities  have  to  adjust  their  policy  by  keeping  an 
eye  on  what  their  future  problems  are  likely  to  be  as  well 
as  what  they  are  doing  right  now.  I would  .say:  — “ When 
something  happens,  go  ahead  and  fund ; and  then,  when  it 
turns  round,  stop.” 

(The  yvitne 


10644.  Can  you  point  to  any  period  in  the  last  ten 
years  when  you  think  a great  deal  more  funding  might 

have  been  carried  through? 1 think  possibly  more 

funding  during  the  Dalton  period  might  have  been  a good 
idea  instead  of  what  was  done  then. 

10645.  Mr.  Jone.v.  Is  there  any  virtue  at  all  in  a sub- 
stantial floating  debt? ^Thcrc  is  the  virtue  of  necessity. 

10646.  Professor  Sayers:  We  have  been  talking  all  the 
time  as  though,  if  the  Government  decides  that  it  is  the 
long-term  rate  it  wants  to  move,  it  should  do  it  by  direct 
operations  in  the  gilt-edged  market.  Are  there  any  other 
steps  that  you  think  it  could  take  with  the  same  object  in 
view? — Clearly  if  it  were  to  operate  on  the  holdings  of 
various  institutions  in  one  way  or  another  it  would 
influence  the  long-term  rate;  for  example,  if  there  was 
some  system  of  compulsory  liquid  ratios  in  the  banks, 
and  they  raised  these  ratios,  forcing  the  banks  to  switch 
over,  then  this  would  have  an  influence.  If  what  the 
authorities  are  after  is  to  influence  the  long-term  rate  they 
can  influence  it  by  their  open  market  operations,  or  by 
forcing  other  people  to  do  their  open  market  operations 
for  them.  They  can  influence  it  also  by  whatever  influence 
they  can  bring  to  bear  on  expectations,  which  may  be  done 
by  almost  any  means  the  Government  has  at  its  disposal. 

10647.  Suppose  that  it  is  thought  that  the  building 
societies’  lending  rates  arc  particularly  important  for  the 
purpo.ses  of  policy;  by  what  measures  do  you  think  the 
Government  should  seek  to  influence  them  as  quickly  as 

possible? 1 understand  (I  may  be  wrong)  that  the 

Government  already  does  have  a certain  modicum  of 
influence  over  building  society  rates,  at  least  over  any 
suggestions  whether  they  should  be  changed  when  other 
rates  are  changed. 

10648.  Is  that  the  right  way  of  doing  it,  or  have  you 

some  better  way? 1 do  not  see  anything  wrong  in  the 

Government  dictating  rates  on  particular  kinds  of  assets, 
but  I su.spect  that  they  cannot  go  very  far  with  it  before 
they  begin  to  find  that  the  money  Is  moving  somewhere 
else ; and  unless  they  know  where  it  is  moving  to  and 
what  it  is  going  to  do  they  may  create  lots  of  trouble  for 
thcmselve,s.  I think  that  in  a .scn.se  we  are  in  a position 
where  we  can  go  cither  way : either  we  go  on  as  if  money 
is  a perfectly  homogeneous  commodity  and  let  tl  flow 
where  it  wants  to,  insisting  that  everybody  tries  to  price 
his  credit  competitively,  or  else,  if  we  are  going  to  have 
agreements  fixing  rates  in  relation  to  one  another,  then 
we  want  to  influence  where  those  rates  are  going  to  go. 

I see  no  real  reason  why  we  should  have  bankers’  deposit 
rate  fixed  by  agreement  at  2 per  cent,  below  the  Bank 
Rate.  There  is  no  reason,  if  there  is  going  to  be  com- 
petition for  these  funds,  why  the  banks  should  not  be 
in  the  game.  If,  on  the  other  hand,  we  are  going  to  have 
administrative  rates,  I see  no  reason  why  It  should  be 
confined  to  the  banks  simply  because  they  are  prepared 
to  take  it. 

10649.  You  mentioned,  in  talking  of  building  societies, 
that  if  the  authorities  moved  rates  the  wrong  way,  they 
might  find  the  money  was  beginning  to  flow  elsewhere. 
Is  not  a solution  perhaps  that  it  is  only  by  operations  m 
the  gilt-edged  market  that  they  can  directly  create  market 
conditions  that  are  right  for  a movement  of  rates,  but 
that,  having  done  that,  they  may  by_  edict  or  by  agree- 
ment hasten  the  movement  of  rates  in  particular  groups 

of  institutions? ^Ycs.  My  view  is  that  we  have  neither 

a perfect  market  nor  a completely  imperfect  market.  With 
a few  institutions,  and  with  a stickiness  of  rates  that 
operates  against  us.  so  that  things  have  to  be  done  by 
decision,  there  is  a fair  amount  of  scope  for  adjusting 
things.  On  the  other  hand,  one  cannot  push  water  up 
hill,  but  one  can  impede  or  accelerate  its  flow  down  hill. 

Chairman:  I think  that  concludes  our  (luestions, 

Professor  Johnson.  Thank  you  very  much  for  your  help. 

r,r  -withdrew.) 


Nicholas  Kaldor,  Esq.,  Fellow  of  King’s  College,  Cambridge,  called  and  examined. 


10650.  Chairman:  Will  you  have  your  memoirandura*' 
in  front  of  you,  Mr.  Kaldor?  We  have  all  read  it 
through,  and  there  are  one  or  two  questions  on  it  which 
we  should  like  to  explore  with  you.  May  I start  with  one 
question  of  fact  which  interests  me  in  the  opening  part 
of  your  paper  at  paragraph  3,  where  you  are  having 


* Memoranda  of  Evidence  Part  Xlll  No.  20. 


iome  shots  at  those  who  maintain  the  quantity  theory  of 
noney.  You  say  there: 

“ Outstanding  cash  balances  invariably  contain  large 
amounts  held  for  purely  speculative  purposes,  or  put 
of  the  ‘ precautionary  ’ motive  (i.e.,  as  hedge  against 
unforeseen  delays  in  the  inflow  of  prospective  receipt) 
as  well  as  the  so-called  transaction  balances  proper. 
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It  struck  me  as  rather  an  interesting  point,  as  one  of 
the  resistances  which  the  system  builds  up  against  any 
immediate  effect  resulting  from  operations  on  the  quantity 

of  supply  of  money ; how  do  you  make  that  good? 

Mr.  Kaldor:  One  could  make  a shot,  at  any  rate,  at 
building  up  the  size  of  transaction  balances  proper  starting 
from  the  income  side  and  proceeding  in  the  usual  manner. 
Assuming,  let  us  say,  that  wages  and  salaries  are  spent  at 
an  even  rate  and  received  either  weekly  or  monthly,  one 
could  make  a shot  at  the  transaction  balances  arising  out 
of  wages  and  salary  payments.  One  could  do  the  same 
sort  of  thing  for  dividend  and  rent  payments.  So  there 
one  has  certain  bases  for  estimating  the  income  circulation 
of  money.  Apart  from  income  balances  there  are  business 
balances ; there,  of  course,  one  has  really  much  less  to  go 
on  in  making  any  quantitative  estimate. 

10651.  Has  such  an.  exercise  in  fact  been  done?  Has 
somebody  tried  to  measure  the  magnitude  of  what  I might 

call  the  inherent  reserve  in  cash  balances? 1 am  afraid 

I am  not  really  an  expert  in  this  business.  As  far  as  I 
remember  Keynes  made  some  attempt  in  his  Treatise  on 
Money. 

10652.  Professor  Cairncross:  If  one  is  to  accept  what 
you  have  said  later  in  the  paragraph,,  the  answer  to  the 
calculation  about  the  transaction  balances  would  presum- 
ably not  be  in  excess  of  the  one  half  of  one  per  cent,  to 

which  Germany  had  gone  down  in  1923? There  are 

two  difficulties  about  this.  First  of  all  in  Germany  in 
1923  substitute  money  was  very  common.  I happened 
to  be  there  as  a child  on  holiday.  It  was  one  of  the 
first  occasions  when  my  interest  in  economic  problems 
was  aroused ; I had  the  chance  of  seeing  wild  inflation 
around  and  trying  to  understand  what  was  happening. 
One  of  the  things  that  happened  was  that  practically  every 
institution  and  every  firm  of  repute  issued  substitute  money 
of  some  sort  which  circulated  quite  freely.  Now  this 
substitute  money,  of  course,  is  not  included  in  this  one-half 

?ier  cent.  Secondly,  the  settlement  of  accounts  was  very 
requcnt.  The  German  experience  shows  that  when  money 
is  short  one  of  two  things  might  be  happening:  either 
people  have  not  got  money  to  settle  their  accounts  and 
the  settlement  of  accounts  is  slowed  down,  or  there  is  a 
successful  push  on  the  other  side  (by  creditors)  to  get 
accounts  settled  promptly.  There  is  no  doubt  that  in 
Germany  during  the  great  inflation  the  second  of  these 
forces  was  dominant.  In  any  case  it  is  habitual  to  settle 
accounts  more  frequently  on  the  continent  of  Europe  than 
in  Anglo-Saxon  countries,  but  certainly  nothing  like 
leaving  a bill  unpaid  for  two  or  three  months  would  have 
happened  during  the  great  inflation.  It  would  be  presented 
within  a week,  was  paid  within  that  week,  possibly  within 
the  next  twenty-four  hours.  This  illustrates  that  if  every- 
body pays  their  bills  promptly  it  does  not  mean  that  more 
money  is  needed  for  all  these  payments  to  be  cleared  ; the 
velocity  of  circulation  is  greatly  speeded  up.  I say  in  this 
paper  that  what  the  velocity  of  circulation  is  going  to 
be  will  partly  depend  on  this  kind  of  pressure  to  which 
the  system  will  be  exposed,  which  in  turn  depends  on  how 
liberally  or  how  sparingly  it  is  supplied  with  money.  The 
velocity  of  circulation,  therefore,  is  not  something  that 
can  be  taken  as  settled  independently — by  custom,  by 
institutions,  by  habits,  such  as  the  habit  of  paying  one’s 
telephone  bill  every  six  months  and  paying  one’s  grocery 
bill  every  month.  These  are  habits,  but  they  are  not 
sacrosanct,  like  constitutional  conventions.  They  change, 
they  react  to  circumstances.  I am  really  asserting  that 
a given  quantity  of  money  can  be  made  to  do  very  much 
more  work,  not,  of  course,  without  inconvenience  to  the 
user. 

10653  Professor  Sayers:  The  important  point  is 

whether  the  stress  of  circumstances  under  which  the 
velocity  of  circulation  changes  itself  brings  in  tram  oflier 

important  consequences  for  the  economy? ^What  it 

really  gives  rise  to  is  a rise  in  the  rate  of  interest. 

10654  Yes,  and  your  argument  is,  on  the  whole,  that 
velocity  changes  so  easily  that  the  consequences  for  the 
rate  of  interest,  given  die  change  in  the  supply  of  money, 

are  not  great? That  proposition  depends  on  where  you 

start  from.  I qualified  the  statement  by  saying  that,  when 
the  liquidity  ratio  (meaning  the  ratio  of  money  supply  to 
the  national  income  or  the  national  turnover)  is  within 
the  range  from  20  per  cent,  to  50  per  cent.,  then  appreci- 
able changes  in  the  velocity  of  circulation  can  take  place 
without  inducing  spectacidar  changes  in  interest  rates. 
That  does  not  necessarily  apply  to  the  sort  of  situation 
in  which  Germany  was  in  1923. 

30500 


10655.  Chairman : If  I follow  your  reference  to 

Germany  in  the  grip  of  conscious  acute  inflation,  in  those 
circumstances  people  would  not  keep  reserve  stocks  of 
money ; on  the  contrary,  they  would  try  to  part  with 
money  as  quickly  as  they  could.  They  would  not  have 
this  margin  in  the  cash  balance  to  which  you  are  drawing 

attention  as  a feature  of  our  system? ^I  am  conscious 

that  there  are  two  opposing  interpretations  about  great 
inflations,  and  particularly  about  the  German  experience 
in  1923  : one  says  that  the  expectation  of  rising  prices 
leads  individuals  to  reduce  their  demand  for  money  as 
much  as  possible  and  thus  speeds  up  the  velocity  of 
circulation,  and  the  other  interpretation  is  the  one  that 
is  implicit  in  my  paper,  that  it  is  the  very  rapid  rise 
in  the  volume  of  money  payments  which  induces  a 
scarcity  of  money.  The  money  supply  was  not  increased 
anywhere  near  in  proportion,  and  the  very  high  velocity 
of  circulation  was  far  more  a reflection  of  a consequentiid 
scarcity  in  the  money  supply  than  of  any  conscious  desire 
on  toe  part  of  the  money-using  public  to  economise  on 
money  as  much  as  possible. 

I would,  however,  like  to  say  that  the  experience  of 
great  inflations,  what  we  caU  toe  galloping  inflations, 
such  as  occurred  m Germany  in  1923  where  prices  doubled 
in  a week,  or  sometimes  even  in  a day  towards  the  end, 
is  in  some  respects  quite  different  from  the  experience  of 
countries  which  suffer  from  chronic  inflation  at  more 
reasonable  rates.  The  Latin  American  countries  are  the 
best  example  of  this.  In  these  countries  a very  appreciable 
inflation,  with  prices  rising  by  the  order  of  10,  20  or 
30  per  cent,  a year,  has  been  going  on  in  some  cases  for 
fifty  years,  without  any  clear  tendency  to  acceleration, 
toward  the  whole  thing  running  down  or  becoming  a 
state  of  hyper-inflation,  as  happened  in  Germany.  The 
interesting  fact  that  emerges  from  the  experience  of  Latin 
American  countries,  like  Chile,  Brazil  and  Argentina,  for 
example,  is  that  the  velocity  of  circulation  over  time  is 
remarkably  steady,  although  toe  level  of  this  velocity,  or 
rather  toe  value  of  the  liquidity  ratio,  varies  from  as  little 
as  15  per  cent,  in  Chile  to  as  much  as  40  per  cent,  in 
Brazil.  In  both  these  cases,  despite  continued  inflation, 
whose  continuance  moreover  is  fairly  generally  expected, 
there  is  no  continued  tendency  for  the  velocity  of  circula- 
tion to  rise. 

That  is  a vray  important  and  interesting  phenomenon 
which  requires  explanation,  and  1 think  the  explanation 
contributes  quite  a lot  to  the  understanding  of  these 
monetary  processes.  My  own  explanation  is  that 
individuals  and  businesses  have  considerable  need  of  liquid 
resources  in  order  to  meet  unforeseen  commitments  and 
in  order  to  be  able  to  make  use  of  new  investment  oppor- 
tunities which  they  know  are  bound  to  emerge  in  time. 
Nobody  likes  to  be  100  per  cent,  committed  at  any  one 
time  so  that  one  cannot  take  advantage  of  some  new 
opportunity  that  emerges.  In  the  broadest  sense  of 
liquidity  any  form  of  asset  is  fairly  liquid  if  the  holder 
can  reckon  on  its  being  convertible  into  general  pur- 
chasing power  at  short  notice,  and  that,  if  he  unexpec- 
tedly has  to  convert,  this  conversion  will  not  take  place 
on  unexpectedly  unfavourable  terms.  So  in  this  sense, 
apart  from  cash,  all  short-term  financial  assets  such  as 
savings  deposits  are  almost  as  liqiud  as  cash.  In  a wider 
sense  I would  say  all  securities  which  have  a ready  market 
on  the  Stock  Exchange  are  reasonably  liquid  assets.  They 
have  at  least  one  important  attribute  of  liquidity,  namely, 
that  the  holder  can  sell  them  at  very  short  notice  without 
great  trouble,  whereas  with  money  invested  in  factories  or 
houses  one  may  have  to  wait  a few  months  for  a buyer  ; 
one  cannot  just  sell  when  one  wants  to.  Commodity 
stocks  are  liquid  in  relation  to  the  holding  of  fixed  assets, 
such  as  factories,  plant  and  equipment. 

In  these  Latin  American  countries  there  are  two  pre- 
ferred forms  of  liquid  assets : gold  and  foreign  exchange. 
Although  these  countries  do  have  some  form  of  exchange 
control,  the  controls  are  pretty  loose  in  administtation, 
and  there  is  no  difficulty  for  anyone  to  hold  gold  and 
foreign  exchange.  One  would  then  expect,  if  inflation 
is  going  on  at  a constant  pressure,  that  people  would 
wish  to  economise  in  balances  in  local  cunency  and  hold 
only  gold  and  foreign  exchange;  and  yet,  if  one  looks 
at  the  figures,  this  is  far  from  the  case.  In  Brazil,  for 
example,  where  price  inflation  has  been  chronic  for  aiiy 
number  of  years,  the  amount  of  money  in  cruzeiros  in 
relation  to  the  Brazilian  national  income  is  greater  than 
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the  amount  of  sterling  currency  held  in  England  as  a 
proportion  of  the  British  national  income.  The  answer 
is,  I think,  a very  simple  one,  that  these  superior  liquid 
assets,  if  you  like  to  call  them  such,  such  as  gold,  and 
foreign  exchange,  precisely  because  they  are  a preferred 
form  of  holding  assets  in  liquid  form,  rise  in  price  in 
terms  of  the  local  currency  not  only  absolutely,  but 
relatively  to  prices  in  general.  When  there  is  an  inflation 
the  rise  in  the  prices  of  gold  and  foreign  exchange  and 
suchlike  is  much  steeper  than  the  rise  in  general  prices. 
Therefore  at  any  one  time  the  holders  of  gold  and  foreign 
exchange  face  the  risk  of  a fall  in  the  price  of  these 
things,  because  they  have  risen  faster  than  they  ought 
to  have  risen  if  their  rise  merely  renected  the  change  in 
the  value  of  money.  It  is  this  difTerential  rise  which 
keeps  in  check  the  desire  to  shift  liquid  asset.s  from  local 
currency  into  gold  and  foreign  exchange,  and  which  jn 
effect  maintains  the  velocity  of  circulation  constant  despite 
the  fairly  firm  and  general  expectation  of  the  continuance 
of  the  inflation. 

What  applies  to  gold  and  foreign  exchange  also  applies 
to  equity  holdings  of  securities  quoted  in  the  Stock 
Exchange,  which  at  any  one  time  may  appear  to  be  over- 
priced in  relation  to  prices  in  generalj  and  may  apply  to 
various  other  ways  of  holding  liquid  assel.s.  But  the 
number  of  ways  in  which  people  can  store  wealth  in  fairly 
liquid  form  is  limited,  and  for  that  reason  it  is  possible  for 
diat  group  of  things  which  are  convenient  as  stores  of 
liquidity  to  rise  in  price  far  more  steeply  than  prices  in 
general  without  that  particular  rise  pulling  the  whole  price 
level  with  it.  So  long  as  the  rate  of  inflation  is  not  too 
fast  there  is  always  a risk  that  these  preferred  liquid  assets 
will  fall  in  price,  and  this  provides  a mechanism^  which 
maintains  the  velocity  of  circulation,  or  maintains  the 
demand  for  cash  in  local  currency  holdings  at  a stable 
level,  and  in  that  way  enables  the  inflation  to  continue 
year  after  year  without  a tendency  to  acceleration. 
But  once  the  rate  of  inflation  becomes  so  fast  that 
people  discount  the  risk  of  a fall  in  the  price  of  gold 
or  foreign  exdiange  in  the  near  future  in  terms  of  the 
local  currency,  then  one  really  pa.sses  a kind  of  tnresh- 
hold ; the  system  breaks  througli  some  sort  of  .sound 
barrier,  and  beyond  that  is  hyper-inflation. 

10656.  What  influences  in  these  economies  have  con- 
tained the  rate  of  inflation  and  merely  made  it  a steady 

progress  year  after  year?  Is  it  conscious  control? 

No,  I should  not  think  so,  except  that  from  time  to  time 
there  is  an  attempt  to  moderate  inflation  bv  traditional 
methods  of  strict  control  of  lending  through  the  banks 
and  things  of  that  sort,  Then  for  a year  or  two  they 
might  get  a fall  in  prices,  or  reach  a plateau  for  twelve 
or  eighteen  months,  after  which  the  inflation  is  resumed. 

I think  that  the  fact  that  this  inflation  does  not  happen 
at  a perfectly  steady  rate  in  time  is  an  important  factor 
in  preventing  acceleration  from  taking  place,  because 
nobody  can  be  certain  what  is  going  to  happen  to  prices 
in  the  next  six  months,  even  when  one  is  fairly  certain 
•what  is  going  to  happen  to  the  value  of  one’s  money 
within  the  next  flve  years. 

10657.  In  these  economies  where  the  fact  of  steady 
inflation  W become  part  of  popular  thinking  what 
happens  to  the  long-term  money  contract  and  the  rate 
of  interest? There  is  no  revaluation  of  monetary  con- 

tracts ; I have  not  come  across  it  in  a single  country. 
What  happens  simply  is  that  monetary  debt  is  all  held 
by  the  banking  system.  Very  few  individuals  outside  the 
banking  system  hold  contractual  debt  of  a long-term 
character  such  as  gilt-edged  securities  or  bond.s.  Tn  other 
words,  the  monetary  debt  which  is  held  is  all  either  money 
or  close  substitutes  for  money,  that  is  to  say,  either  ca.sh, 
currency,  circulating  deposits  or  time  deposits  of  .some 
sort;  nobody  holds  gilt-edged  paper  voluntarily.  On 
the  other  hand,  everybody  borrows  from  the  banks  up  to 
the  hilt,  to  the  extent  that  they  can ; and  the  banks 
gradually  expanding  their  lending  is,  like  in  other 
countries,  part  of  the  process  of  supplying  the  system 
with  currency.  It  is  just  an  aspect  of  this  process.  But 
the  individual  rentier  who  saves,  unless  he  is  compelled 
to  save  by  compulsory  social  insurance  which  in  some 
countries  is  very  extensive,  only  saves  in  the  form  of 
real  property.  Houses  are  a favourite  form  for  the  small 
saver.  In  countries  like  Brazil  there  are  very  extensive 
facilities  by  which  a consortium  builds  a lar^e  annrtment 
bouse  and  sells  indi'vidual  apartments  to  individuals  who 
then  buy  fliem,  partly  financing  themselves  out  of  a mort- 


gage secured  from  a bank,  They  try  to  save  up  by 
owning  bits  of  land  and  bits  of  houses,  or  bits  of  real 
property  of  some  sort. 

10658.  Does  bank  lending  on  medium  or  long-term 
mortgage  compensate  itself  by  very  high  rates  of  interest 

for  the  certainty  of  inflation? No,  I do  not  think  it 

does.  The  banks  in  an  inflation  are  in  a unique  position, 
because  although  their  assets  depreciate  constantly^  in 
value  so  do  their  liabilities  depreciate  the  whole  time 
in  terms  of  real  value ; and  on  account  of  the  fact  that 
both  their  assets  and  their  liabilities  expand  rapidly  in  times 
of  inflation  I do  not  think  they  do  badly  from  the  point 
of  view  of  real  income,  if  I may  use  that  expression.  I 
think  they  are  doing  well,  but  not  so  much  because  they 
protect  themselves  by  a high  rate  of  interest ; they  charge 
fairly  high  rates  of  interest,  but  they  also  pay  fairly  high 
rates  of  interest  on  deposit. 

10659,  Do  they  take  long-term  deposits  that  are  at  all 

equivalent  to  their  long-term  a.s,scts? 1 should  not  think 

so.  There  arc  all  these  types  of  savings  banks  v/hich  ha.ve 
savings  deposited  nominally  with  some  six  months’  notice 
of  repayment  or  something  similar  which  docs  not  neces- 
sarily mean  anything  as  it  is  not  really  enforced.  1 
suppose  that  on  mortgages  they  charge  a very  much 
higher  rate  of  interest  than  is  current  here ; not 
inordinately  high,  but  perhaps  of  the  order  of  10  to  12 
per  cent. 

10660.  Professor  Cairncross-.  Do  you  not  get  very  much 

higher  rates  in  some  countries? ^Yes,  it  varies  quite  a 

bit  between  country  and  country,  and  it  varies  according 
to  the  sort  of  policy.  Mexico  has  had  as  big  an  inflation 
as  Chile  or  Brazil,  but  in  Mexico  the  monetary  authorities 
are  extremely  keen  on  damping  down  demand  all  the 
time  and  keeping  money  very  tight,  and  that  is  reflected 
in  a very  low  liquidity  ratio.  It  is  also  reflected  in  high 
interest  rates,  and  I maintain  tliat  these  two  are  always 
associated.  High  and  low  interest  rates  arc  associated  with 
low  and  high  liquidity  ratios  and  not  just  with  the  pace 
of  inflation. 

10661.  Professor  buyers-.  Could  I come  to  the  experience 
of  this  country  in  the  19.50s?  We  have  had  an  increase  in 
the  velocity  of  circulation.  This  ha.s  been  associated  with 
rising  rates  of  interest,  as  one  would  expect,  and  the 
rises  in  the  rates  of  interest  have  been  appreciably^  in- 
creased by  deliberate  action  on  the  part  of  tne  authorities. 
What  in  your  view  have  been  the  consequences  of  these 
rises  In  the  rate  of  interest  on  the  size  and  composition 

of  the  national  income? This  is  an  extremely  hard 

question  to  an.swer.  My  own  feeling  is  one  of  considerable 
scepticism  about  the  effect  of  interest  rates  on  the  pace 
of  inflation,  or  even  on  what  one  may  call  inflationary 
pressure:  the  pressure  upon  resources  at  any  one  time, 

I do  not  believe  that  the  cheap  money  policy  of  the 
Dalton  era  made  inflationary  pressure  in  the  years  1947 
and  1948  much  worse  than  it  would  have  been  in  any 
case,  and  I do  not  believe  that  the  rise  in  gilt-edged  rates 
had  a great  deal  to  do  with  the  undoubted  easing  of 
pressure  on  resources  which  occurred  in  later  years.  It 
is  not  sufficient  to  point  to  a period  when  interest  rates 
were  low  and  at  the  same  time  the  pressure  on  resources 
was  high,  and  then  to  another  period  when  the  pressure 
on  resources  was  lower  and  the  interest  rates  were  high, 
in  order  to  establish  that  the  one  change  was  a conse- 
quence of  the  other.  One  also  has  to  say  in  what  way. 
by  what  processes,  the  change  in  interest  rates  has  affected 
the  pressure  on  resources. 

10662. 1 wonder  if  you  would  like  to  comment  on  that? 

In  my  paper  I finally  come  down  to  the  view  that 

monetary  policy  and  the  variation  of  interest  rates  still 
seem  to  me  the  appropriate  instrument  for  regulating 
investment  in  stocks:  for  preventing  excessive  inventory 
investment  or  counteracting  recessional^  tendencies  due  to 
dccumuiation  of  inventories.  I say  that  it  is  an  appropriate 
instrument  because  there  is  such  a paucity  of  other  instru- 
ments, not  because  I believe  it  is  a good  instrument  for 
the  purpose ; we  have  not  yet  invented  any  better  one. 

10663.  Chairman-.  Do  you  think  that  it  is  an  effective 

instrument  for  the  purpose? If  one  looks  at  the  value 

of  the  physical  increase  in  stocks  in  the  national  income 
accounts,  one  cannot  point  to  any  correlation  between 
on  the  one  hand  changes  in  the  Bank  Rate  and  interest 
rates  and  the  various  phases  of  credit  restraint  imposed 
on  the  banks,  and  on  the  other  hand  the  trend  of  invest- 
ment in  stocks.  In  the  years  1955-57,  when  the  policy  of 
the  credit  squeeze  was  said  to  have  been  officially  in 
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operation,  and  was  accompanied  by  a crescendo  of 
exhortations  to  the  banks  by  the  Chancellor  and  any 
amount  of  publicity  as  well  as  by  high  Bank  Rates  and 
high  interest  rates,  investment  in  stocks  was  considerably 
greater  than  in  the  three  previous  years,  when  money 
was  relatively  easy.  I still  say  that  this  is  a factor  for 
which  in  theory  credit  policy  appears  to  be  the  ideal 
regulator,  but  when  we  look  at  the  facts  in  a period  in 
which  there  were  very  considerable  changes  in  credit 
policy,  we  find  no  visible  effect  of  that  policy  on  real 
expenditure  on  investment  in  stocks. 

Coming  to  long-term  investment  and  the  long-term  rate 
of  interest,  I would  not  exclude  the  influence  of  interest 
rates  on  certain  types  of  investment.  For  example,  the 
easy  money  policy  introduced  in  the  early  1930s  after  the 
onset  of  the  depression  undoubtedly  had  an  important 
effect  in  the  revival  of  building  activities  during  that 
period.  When  it  comes  to  residential  buildings  I would 
say  that  the  terms  on  which  and  the  ease  with  which 
mortgages  can  be  had  are  undoubtedly  important  factors  ; 
but  when  it  comes  to  businesses  there  is  no  evidence  what- 
ever that  the  cost  of  money  is  a factor  of  any  importance. 
Any  number  of  empirical  inquiries  both  in  England  and 
in  the  United  States  directed  towards  eliciting  the 
importance  of  long  or  short-term  interest  rates  on  business 
decisions  concerning  capital  expenditure  led  to  the  almost 
unanimous  result  that  interest  rates  are  the  least  important 
factor  which  business  men  take  into  account  when 
they  decide  whether  to  incur  expenditure  on  a certain 
project  or  not,  or  how  much  to  incur.  We  need 
not  go  very  far  for  the  explanation  here,  because 
there  is  this  very  big  gap,  which  until  recently  economists 
have  not  appreciated  or  certainly  have  not  brought  into 
their  thinking  in  any  conscious  way,  between  the  standai'tl 
rate  of  profit  which  a business  man  expects  on  any  par- 
ticular project,  the  rate  of  profit  which  any  project  must 
carry  in  order  to  qualify  for  adoption,  and  what  one  might 
call  the  market  rate  of  interest.  The  one  is  of  the  order 
of  20  per  cent,  and  the  other  is  of  the  order  of  5 per 
cent. 

10664.  Why  does  not  that  consideration  also  apply  to 
his  attitude  towards  the  volume  of  the  stocks  which  he 

carries  at  any  one  time? 1 think  it  probably  does, 

and  that  is  why  I was  very  guarded  in  what  I said  on 
the  effects  of  changes  of  interest  rates.  There  is,  however, 
a difference:  as  1 said  earlier,  investment  in  stocks  is  a 
relatively  liquid  form  of  investment.  It  is  not  as  liquid  as 
holding  balances  with  a clearing  bank,  but  in  the  parlance 
of  the  City,  stocks  are  part  of  liquid  assets,  and  there  is  a 
good  justification  for  this  terminology.  A business  man 
regards  whatever  is  tied  up  in  stocks  of  various  sorts  as 
far  more  liquid  than  the  money  which  he  has  got  tied  up 
in  his  ketory  or  in  his  machinery ; and,  because  it  is  so 
much  more  liquid,  he  docs  not  expect  the  same  sort  of 
return  from  these  assets  as  he  expects  from  his  fixed 
assets  Again,  any  business  man  will  tell  you  that  it  is 
the  fixed  assets  of  the  business  which  earn  the  money. 
The  stocks  just  have  to  be  carried  as  part  of  the  process 
of  a business  earning  money.  The  earning  power  of  a 
company,  or  the  changes  of  its  earning  power,  are 
normally  measured  in  business  by  the  growth  of  its  fixed 
assets  Nobody  would  say  that  merely  because  a business 
carries  more  stocks  its  earning  power  is  increased. 

10665.  The  volume  of  stocks  is  a function  of  the 

activity  of  the  business  in  general? ^Exactly;  modified 

by  short-term  speculative  expectations  concerning  pnee 
changes,  which  can  exert  a very  important  influence. 

10666.  Professor  Cairncross:  May  I turn  to  a different 
subject?  You  arc  the  first  witness  we  have  had  who  is  a 
whole-hearted  believer  in  inflation,  if  I have  understood 
your  memorandum  aright.  You  do  not  regard  it  in  any 
wav  as  a regrettable  necessity  but  you  seem  actuaUy  to 
welcome  it?- — I would  not  say  that.  I do  not  know 
what  I have  said  to  suggest  that. 

10667.  I thought  I had  found  several  passage  in  wWch 
that  seemed  to  be  the  implication.  In  para^aph  which 
is  headed  “ The  Dangers  of  a Regime  of  Stable  Prices  , 
you  say  that  price  stability  ....... 

“may  only  be  reconciled  with  high  interest  rates 
(or  indeed,  with  any  attainable  level  of  interest  rates, 
high  or  low)  at  the  cost  of  economic  stagnation. 
This  suggests  that  if  we  want  to  escape  from  economic 
stagnation  we  must  reconcile  ourselves  to  rising  prices , 

is  fills  your  view? Unless,  the  economy  is  sufficiently 

dynamic  to  get  us  out  of  this  dilemma. 
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10668.  When  you  analyse  what  you  think  of  our 
economy  you  come  to  the  interesting  conclusion  that  on 
the  whole  managements  are  not  in  this  country  sufficiently 
dynamic.  One  would  have  judged  that  the  right  way  of 
treating  that  would  be  at  source,  by  some  method  of 
galvanising  managements.  But  you  are  putting  your 
money  not  on  a direct  treatment  but  on  a rather  indirect 

treatment,  through  interest  rates  and  profit  rates? 

say  that,  given  the  present  dynamism  of  the  British 
economy,  to  keep  the  ship  on  an  even  keel  and  to  prevent 
it  from  foundering  may  require  doping  it  with  inflation 
because  its  dynamism  is  low ; but  that  does  not  mean 
that  the  way  to  increase  the  dynamism  of  the  British 
economy  is  by  giving  it  repeated  doses  of  monetary 
inflation ; I did  not  mean  that  at  all.  What  I mean  is 
this,  and  1 will  try  to  make  the  point  in  concrete  terms 
in  order  to  be  as  simple  as  I possibly  can.  I do  not 
believe  that  a capitalist  economy  can  grow  year  after  year 
if  the  growth  in  total  profits  and  money  incomes  is  only 
3 per  cent,  a year.  The  reason  for  that  is  that  with  a 
steady  rate  of  growth  of  3 per  cent,  the  rate  of 
profit  is  not  high  enough,  especially  given  our  present 
taxation  levels,  to  give  adequate  inducements  to  invest, 
and  the  process  of  expansion  will  just  not  go  on. 
Moreover  if  you  look  at  the  history  of  advanced  countries 
such  as  the  United  States  or  Britain,  it  is  difficult  to  point 
to  a period  of  continued  growth  where  the  annual  increase 
in  money  incomes  was  not  substantially  greater  than  3 per 
cent.  If  you  take  long  period  averages  that  would 
not  be  true ; but  what  I maintain  is  that  it  is  difficult 
for  a system  to  grow  at  these  slow  rates  in  money  terms. 
Progress  takes  the  form  of  fits  and  starts ; there  are  a 
number  of  boom  years  during  which  production  and 
incomes  grow  at  much  more  than  3 per  cent.,  something 
like  5 per  cent,  or  6 per  cent.,  and  then  the  growth 
potential  is  temporarily  exhausted ; rather  than  growing  at 
a more  modest  rate  which  could  be  permanently  main- 
tained there  is  no  growth  at  all  for  a number  of  years ; 
there  is  a temporary  stagnation,  which  takes  the  form 
of  the  trade  cycle. 

This  is  a very  controversial  view,  very  much  my  personal 
view,  not  something  that  economists,  even  specialists  in 
my  own  field,  would  generally  accept ; but  I maintain 
that  what  we  know  as  the  phenomenon  of  the  trade  cycle 
is  itself  a consequence  of  this.  If  the  underlying  factors 
that  determine  growth  rates  were  adequate  one  would 
not  get  a trade  cycle ; one  would  get  continued 
growth.  It  is  because  the  system  is  not  able  to  move 
upwards  at  such  a slow  pace  that  it  has  to  move  with  fits 
and  starts  when  the  underlying  factors  are  not  powerful 
enough  to  give  it  an  adequately  high  growth  rate  steadily 
year  after  year.  When  the  growth  rate  is  adequately  high 
one  can  get  continued  growth.  When  there  is  this  kind  of 
trouble  that  the  basic  growth  rate  is  not  large  enough  to 
give  continued  steady  growth  one  can  dope  the  system  by 
inflation ; by  keeping  up  a certain  rate  of  inflation  one 
can  maintain  a modest  rate  of  real  growth,  say  of  the 
order  of  3 per  cent,  a year,  supplemented  by  another 
3 per  cent,  or  4 per  cent,  of  phoney  growth  due  to 
inflation. 

10669.  But  this  is  doping  which  is  part  of  the  normal 
diet,  not  just  an  occasional  injection ; and  it  is  dope  which 
people  will  sooner  or  later  recognise  as  part  of  their 
normal  diet.  When  you  discussed  the  movements  of  the 
rates  of  interest  in  Latin  America  you  argued,  as  I under- 
stood you,  that  they  did  not  automatically  reflect  the 
expected  rate  of  increase  in  prices ; but  I think  you  would 
agree  that  the  highness  of  the  interest  rates  in  rnost  of 
these  countries  in  Latin  America,  for  instance,  is  m part 
the  outcome  of  the  habituation  of  the  economy  to  con- 
tinued inflation?— — Certainly. 

10670.  Therefore  is  it  not  likely  that,  if  dope  of  this 
kind  were  applied  here,  interest  rates  would  to  some  extent 
rise  and  destroy  the  objects  leading  you  to  apply  the  dope? 
You  are  talking  really  in  terms  of  the  margin  between 

interest  rates  and  profits? ^You  are  absolutely  right  in 

your  interpretation  of  Latin  America.  But  the  situation 
I was  considering  was  one  where  the  boot  was  on  the 
other  leg : no.t  when  linflation  is  so  strong  as  to  pull  the 
rate  of  interest  above  the  level  at  which  it  would  other- 
wise be,  but  when  in  the  absence  of  inflation  the  rate 
of  profit  would  be  so  low  as  to  require  an  unattainably 
low  rate  of  interest.  Inflation  is  here  considered  as  a 
method  of  reducing  the  real  rate  of  interest  below  the 
lowest  rate  to  which  monetary  policy  can  reduce  the 
money  rate  of  interest;  and  that  is  the  only  sense  in 
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which  one  can  la  k about  a dope.  Tte  a “ \n  “o,ts  ot  other  things  that  could  be  done ; for 

when,  for  example,  given  the  real  rate  of  interB^^^  Sample,  tax  incentives  ot  various  sorts,  mcenttves  to  new 

level_of  taxation  and  the  attitude  investment.  I think  myself  an  important  incentive  is  he 


liquidity,  a minimum  rate  of  proOt  of,  let  us  W P?  SrUerwrapp'inT 'of  ofd'  investment.  I believe  that  the 

cent,  would  be  indicated,  But  when  the  yield  on  Conso^^  fabulLs  showing  of  countries  like  Germany  and  Japan 

ITS,  Sinefthe  w^ffom  the  point  of, view  of  thejrowth 


fabulous  showing  of  countries 

oeing  Mij  pcA  vtui.  I.11.U  ‘i.,  /■  -pnt  cince  the  war,  from  the  point  oi  view  wl  uio  siuwui 

with  steady  growth,  year  after  ’S  uniesfvou  their  production  and  productivity,  is  clearly  connected  wth 

then  a steadily  growing  economy  , , the  much  greater  degree  of  physical  destruction  which  they 

reduce  the  rate  of  interest  ce^^^^^  SS  duHng  the®war  and  which  gave  scope  for  the 

per  cent.  M-ndL‘i5L“"‘- “Z'at  'mSalrri  nolto,  fnkllation  of  modern,  equipment,,  to  a much  greats 


SaSU  by  the  ordinary  ■methods  of  del«“than 'haa''be''ei'''the''ea;e  over  here.  I should  say 

but  it  is  attainable  by  inflation,  if  you  that  if  it  was  possible  to  accelerate  the  process  of  scrapping 

relevant  rat.  is  the  r^l  rate.  ‘and  re^aeem™t,  even  If  it  is  by  arljfid.l  meaits,.  by  tmt 

e,  1 n»T>  /.pTtf  awH  I’llft  rate  DL  inltatlOn  is  ^ per  ecill.  r . «__*  .Um,  ei/yx.ilel  mtwpjgaai,. 


clcVaLlt  ieutG  ta  aua/  aw.**  *».*>  **  .. 

iS  2i  per  cent,  and  the  ’Ljr^^^wlien  an  rnducementrof  sonie^  would  very  much  increase 

real  rate  of  interest  is  the  growth  of  productivity  year  by  year  for  a pretty  long 

economy  has  such  a low  then  1 periSd.  because  it  would  increase  the  proportion  of  the 

have  a real  rate  of  profit  of  more  than  6 per  cent^  men  P population  which  in  any  one  year  is  switched 

maintain  that  in  certain  circumstances  ^ over  from  working  with  obsolete  tools  and  equipment 

real  rate  of  interest  can  be  an  adequa  e 'nducement . and  fver^lrom  wo^  ^,ol3  equipment. 

that  is  the  only  way  you  L Z resuU  are  certainly  all  sorts  ot  ways  of  increasing  the  dynamism*. 

S im.  iwuii  j . , » ,L,-  o1»AT*piDtiv*  tr>  hovino 


different  problem  from  Latin  America  T'''mearit  To  Tay'was  that Tf  the  alteroative'to  having 

of  inflation,  the  rates  of  interest  are  pulled  up  above  the  AU  i,  “i  Hf*nr  «bmtf 


minimum  levels.  i 

10671  You  are  speaking  in  all  this  as  if  the  only 
investment  we  are  considering  is  investment  m \^ich 
the  profit  accrues  to  private  property  owners.  What 
happens  if  the  Government  is  itself  the  almost  exclusive 
owner  of  three-quarters  of  the  property  of  a country,  and 
accounts  for  a very  large  fraction  _ of  total  investment, 
and  need  not  have  regard  to  a specific  rate  of  return  on 

its  investment? None  of  this  applies  to  a central  con- 

nolied  eennomy  or  a socialist  economy,  or  am  0 


inflation  is  stagnation  at  least  wc  ought  to  be  clear  about 
the  Telalivc  adviintagcs  of  the  conflicting  objectives,  or 
the  fact  that  the  objectives  are  conflicting. 

10676  Would  the  diagnosis  you  have  put  to  us  in  this 
naner  be  similar  if  you  were  writing  for  an  American 

audience? Yes;  in  fact  I have  been  to,  the  United 

States  this  summer  and  put  forward  very  similar  views 
on  the  same  problem  of  inflation. 

10677.  So  that,  as  far  as  the  exchange  rate  is  <Mn- 
cerned,  if  you  had  equal  success  m this  country  and  m 
- — .1  _•*  — —No. 


fho  f xrpTtnrel  “p7ermd  here'?s’=7scnS^^^^^  St  United' Smte.  we  need  net  fear,. 

a.eapi.alist  Eennomy  which  is  j a My  R^vahoed  ^ , ’SS*'..'!!  “,hZ"  Se^l-^ProSleS's 


“ofXSpS  Tnd™in“  whV  iKcTe'“r7.e^diy  u ';;,i"'su«s  'Vere  might -he 

T y. . A ......ii-la  +lan  voti*  aaT  fli/i  »v/*1y ftn Of*  vntCR  111  th  S COUntrV  if  OUF 


filinrT^r*oTVofiT  is^  because  the  rate  arise  out  of  the  exchange  rates  in  this 

of  profit  has  already  fallen  to  a level  below  which  it  wage  inflation  is  very  much  greater  ^clatively  to  our  pr^ 
. A ,■  , ..afa  nf  nr/sRt  iipnnift  rfifiiso  /inr.iiTr;tiR  sitrMv  Thnt  IS  thc  onlv  casc  when  it  does  arise, 


?a„S  Mbb^eSSw  of  p^ompeipU  refuse  dTc'iVi  y,7urdy.  That  is  ihccnly  case  when  it  dees  arisK 

to  invest-  and  where  the  investment  decisions  arc  made  One  of  thc  remarkable  things  in  this 
Iw  individual  business  men  or  property  owners  guided  by  larity  in  thc  rate  of  _increa.se  in  money  wag« 

* .A,  _!j ._*: - /.rMinlriAc 


^^1067^2"^^id^yOT  agree  that  only  about  25  per  cent,  money  wages  has  been  around  6 per 
cl’?h?icKeSenfin..thi^ 


countries.  Tn  thc  United  States  the  average  inercase  m 


character  of  house  building,  on  which  no  one  , , 

getting  20  per  cent.,  or  building  a power  station,  on  which 
the  Central  Electricity  Authority  never  gets  20  per  cent., 
or  an  atomic  energy  plant.  Do  not  utilities,  residential 
construction  and  schools  and  so  on  account  for  about 


1 have  listed  them  in  my  paper,  Thc  general  increase  in 
thc  money  wage  level  has  been  remarkably  similar  over 
the  last  six  or  eight  years  despite  differing  movements 
also  in  the  cost  of  living.  So  I think  it  would  be  very 


ment  in  these  sectors  has  lo  oc  »i  sumw  i-*-  '-f--.-  — ’ rTr^Vv./.  VAVmoi  inrrpBCf  in  waces 

growth  of  the  rest  of  the  economy;  and  thc  expansion  of  prices,  given  this  normal  increase  in  wages, 
of  manufacturing  activities,  though  perhaps  quantitatively  The  annual  increases 

smaller,  especially  from  an  investment  angle,  may  yet  play  cent,  to  7 per  cent,  (you  will  find  these  figures  in  Table  1) 
In  Xolutclv  vital  rdle.  is  a very  intriguing  phenomenon.  _I  do  not  pre  end 

10673.  Is^this  true?  If  you  take  housing,  in  my  own  that  I know  Ihe  answer  to 

s f ISf  cf. 

"quite  a different  fraction  of  the  totall ^That  I,  because  by  .those,  who  .know 

housing  is  subsidised  very  substantially. 

10674.  Is  there  anything  against  subsidies? — 


tiation's’  but  all  wc  have  to  assume  is  that  every  yw 
as  seems  to  be  the  casc  in  countries  like  Ameni», 

adm“it';ou7  p‘o"h:t:  Al'l'fcsamSr-you  w'ould  tmt  be  sati.  England  £““^6.7  a°„d™Si."'inv?tv:S 

tied  with  .the  state  ot.  the  .British  economy  tf  all  yon  could  key  mdns  m, 


tied  witn  tne  state  oi  me  jsmisu  c^unyiuj  n.  »u  jyu  w^uiu  ' mtniimiro  ocrcentaae  in  wages  in  those  industries, 
say  was  that  every  time  there  is  a tendency  to  stagnatmn  some  set  the  pace  for 

and  manufacturing  industry  fails  to  expand,  you  have  V economy  • they  are  key  industries  not 

to  do  is  build  a few  more  houses,  increase  the  subsidies  rthe  trade  unions 


a little  more,  to  provide  the  community  with  a better 
standard  of  housing.  If  we  are  to  maintain  our  position 
in  the  world  (and  we  depend  on  the  world  because  we 
have  to  export  such  a lot  in  order  to  provide  essential 
food  and  materials  for  imports)  we  cannot  rely  on  things 
like  housing  to  give  us  the  growth  which  we  cannot  get  in 
more  competitive  fields  of  the  economy. 

10675.  I quite  agree,  but  the  point  I want  to  put  to  you 
is  that  your  method  of  reducing  the  interest  burden  on 
manufacturers  is  really  a disguised  subsidy.  Are  there  not 
one  hundred  and  one  other  types  of  subsidy  one  can 
think  of,  including  investment  allowances?  And  are  there 
not  other  more  direct  methods  of  dealing  with  an  insuffi- 
cient dynamism  on  the  part  of  the  manufacturers,  if  that 
is  the  diagnosis  of  the  fundamental  trouble?- 


only  on  account  of  the  trade  unions  (the  trade  unions 
in  other  industries  being  keen  to  get  the  same  increase 
of  wages  for  their  members  as  the  trade  unions  got  for 
their  members  in  the  key  industries)  but  simply  becaoM 
there  is  a general  pattern  of  v«iges,  in  an  econoniy  which 
it  is  very  difficult  to  alter.  T believe  in  .something  like 
a supply  price  of  labour  for  any  particular  occupation, 
which  changes  with  the  change  in  wages  in  other 
industriest. 


- Note  by  witness:  If  these  method  arc  successful,  inflation  U 
not  of  course  a necessary  feature  of  a growing  wnomy.  U wouia 
still  be  necessary  to  have  an  adequate  rate  of  incre^  ot  money 
incomes,  but  that  would  no  longer  involve  a continued  nse  m 
prices;  it  may  even  be  compatible  with  falling  pric». 

Tc  t Note  by  witness:  If  wages,  in  the  average,  rise_  by  6 to  7 ^ 

IS  u.<-  lAioBiiwsAs  v/A  AA.W  'If  thc  ccot.  8 ycsr,  tWs  i8  probsbly  bccsuse  W8gc  ncgotiations  iH  thc 

dynamism  of  the  manufacturers  is  insufficient,  then  one  industries  take  place  at  annual  intervals  (rather  than  oncee^ 

may  find  that  one  will  not  get  a growing  economy  at  all  two  years  or  every  six  months)  and  the  nunraum  incrow 

without  some  degree  of  inflation.  I am  all  in  favour  of  gained  in  such  negoUations  is  of  the  order  ot,  say,  o p«  ecu . 
increasing  the  dynamism  of  manufacturers  ; I do  not  rather  than  1 to  2 per  cent. 
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10679.  But  you  regard  this  increase  in  wages  as  a very 
fortunate  circumstance,  as  I understand  it,  because  this 
administers  the  dope  which  you  are  prescribing  in  ±is 
paper.  We  need  not  do  anything  to  bring  about  gradual 
inflation  in  Britain ; you  hold  it  out  to  us  as  something 
which  is  ineluctable? It  depends.  Some  of  my  col- 

leagues would  regard  economic  growth  as  having  very  low 
priority  as  compared  with  the  stability  of  the  value  of 
money  ; it  depends  on  one’s  set  of  value-judgments  and 
social  preferences.  I would  regard  the  sort  of  inflation 
we  have  been  having  of  the  order  of  3 to  4 per  cent,  a 
year  as  a considerably  lesser  evil  than  economic  stagnation 
or  mass  unemployment,  or  instability  in  production.  It 
is  quite  possible  to  protect  the  weaker  parts  of  the  com- 
munity against  this  evil  without  destroying  the  gain.  A 
lot  of  my  colleagues  believe,  and  I know  Professor  Robert- 
son has  often  said,  that  inflation  necessarily  depends  on 
somebody  being  cheated,  and  that,  if  you  take  steps  to 
prevent  the  man  who  is  cheated  from  being  cheated,  then 
the  game  is  up  and  you  cannot  go  on  with  it.  I do  not 
accept  that  view.  Individuals  get  cheated  in  some  capacities 
and  compensated  in  other  capacities,  It  is  not  therefore 
inevitable  that  this  cheating  process  should  be  done  by 
some  individuals  at  the  expense  of  other  individuals.  We 
are  most  of  us  operating  in  numerous  capacities  at  the 
same  time,  and  I should  have  thought  that  it  is  possible, 
for  example,  to  have  the  effect  of  inflation  and  a con- 
tinuous depreciation  in  the  real  value  of  fixed  morietary 
indebtedness,  and  yet  not  be  able  to  point  to  any  sizable 
group  of  the  community  which  is  left  exposed  to  the  full 
blast  of  this  inflation. 


10680.  You  leave  me  very  puzzled,  because  I under- 
stood your  original  proposition  to  be  that  managers  and 
property  owners  should  be  induced  to  undertake  more 
investment  by  increasing  the  margin  of  profit  open  to 
them,  and  that  the  method  by  which  you  thought  that 

could  be  done  was  through  inflation? 1 did  not  say 

method.  All  I am  saying  is  that  when  there  is  inflation 
the  rate  of  profit  at  any  one  time  reflects  the  rate  of 
increase  in  incomes  in  money  terms;  you  can  simplify 
the  assumption  and  convert  the  one  into  the  other.  The 
rate  of  increase  in  incomes  is  of  _ a certain  value ; the 
rate  of  profit  earned  on  capital  will  also  give  a certain 
value. 


10681.  I follow  all  this,  but  are  you  not  making  this 
an  entire  illusion  by  the  addition  you  have  just  made  to 
your  remarks,  if  you  are  going  to  compensate  everybody 

and  leave  nobody  better  off? 1 would  not  compensate 

everybody  in  all  their  capacities.  I would  not  protect 
any  individual,  wealthy  or  poor,  in  all  his  aspects  against 
inflation.  I would  look  at  the  overall  position  and  pre- 
vent the  overall  position  from  becoming  bad.  The  most 
important  group  in  the  community  who  are  exposed  to 
inflation  are  the  retired  people ; obviously  they  are  the 
most  important.  Now  I can  easily  imagine  a pensions 
scheme  which  protects  retired  people  against  inflation.  I 
do  not  believe  that  such  a pensions  scheme  would  mean 
that  everything  broke  down  and  we  got  into  some  mighttul 
muddle,  After  all,  paying  a pension  is  only  a redistribu- 
tion from  those  at  work  to  those  in  rebrement._  Instead 
of  having  an  actuarial  system  by  which  each  indiviimal 
saves  up  during  his  lifetime  in  order  to  get  money  after 
retirement,  we  could  have  another  system  whereby  every- 
body clubbed  together  and  paid  some  part,  let  m say  10  per 
cent.,  of  his  wages  ox  salary  in  order  to  be_  handed  over 
to  the  10  per  cent,  of  the  people  who  are  in  retirement. 


10682.  Chairman:  I can  see  that  in  the  case  of  toe 
pensioner  you  can  fairly  easily  correlate  toe  asset  that 
suffers  with  the  holder  of  it;  but  I do  not  think  that 
conception  easily  applies  to  that  enormous  structure  of 
money  contracts  which  is  distributed  in  a great  many 
proportions  among  so  many  in  the  country.  I cannot  see 
any  means  of  compensating  all  those  who  are  ex  hypothesi 

suffering  by  looking  at  the  general  overall  position? 

As  a result  of  inflation  all  creditors  lose  and  all  debtors 
gain  • but  it  is  very  difficult  to  separate  particular  classes 
of  individuals  and  call  them  creditors  in  that  sense  and 
call  another  class  debtors.  An  awful  lot  of  these  effects 
just  cancel  out  as  far  as  individuals  are  concerned.  In 
some  capacities,  perhaps  unsuspected,  toey  are  debtors, 
and  in  others  they  are  creditors ; and  they  simultaneously 
win  and  lose  instead  of  being  necessarily  heavy  net  losers  or 
heavy  net  gainers. 

10683.  Professor  Sayers:  It  would  depend  on  whether 
toe  various  acts  of  compensation  to  which  you  feel  driven 


30500 


would  or  would  not  impair  the  rate  of  profit  and  toe  attrac- 
tiveness of  that  given  rate  of  profit ; is  that  not  so? 

Yes. 


10684.  And  you  believe  that  that  is  a manageable  thing? 

^All  I would  say  is  that  it  is  a manageable  problem  to 

protect  toe  most  obvious  sufferers  from  an  inflationary 
process.  For  instance,  it  is  possible  to  protect  toe  old- 
age  pensioners  or  those  who  retire  from  industry  or  from 
public  service  or  the  professions  to  a considerable  extent, 
even  if  not  100  per  cent.,  without  reducing  thereby  toe 
stimulating  effects  of  an  inflationary  process  on  toe 
economy.  But  of  course  if-you  start  with  a more  extreme 
line,  if  you  wish  to  re-valuo  all  contracts,  which  was  done 
in  some  countries  under  extreme  inflation,  then  I with- 
draw. That  would  mean,  in  effect,  that  you  decreed  that 
there  should  be  no  difference  between  the  money  rate  of 
interest  and  the  real  rate  of  interest,  and  of  course  the 
stimulating  effect  of  reducing  the  real  rate  of  interest  would 
then  be  lost. 

10685.  Professor  Cairncross:  Would  you  agree  that 
economists  have  not  been  sufficiently  alive  in  toe  past 
to  toe  wide  margin  between  profits  and  interest  rates? 
You  would  agree,  I take  it,  that  toe  wider  that  margin  is 
the  less  effective  it  is  to  change  interest  rates  in  order  to 
obtain  an  incentive  to  action  that  would  not  otherwise 
be  taken.  If  one  already  has  this  wide  margin  between 
profits  and  interest  rates,  does  one  exercise  very  much 
influence  on  calculations  of  investment  yields  by  making 

real  rates  of  interest  rather  less? One  adds  to  the  rate 

of  profit  in  money  terms.  I know  it  is  the  same  calcula- 
tion : one  can  do  it  either  way.  But  by  inflation  one 
can  bring  about  much  more  substantial  changes  to  toe 
real  rate  of  interest,  or  much  more  substantial  changes 
to  the  money  rate  of  profit.  One  either  changes  the  relation- 
ship of  toe  money  rate  of  interest  to  toe  money  profit, 
or  of  the  real  profit  to  the  real  rate  of  interest ; and  in 
either  way  the  changes  can  be  more  substanti^  than  one 
can  bring  about  by  instruments  of  credit  policy. 


10686  One’s  success  varies  with  the  range  between 

toese  two  rates? 1 would  not  say  that  necessarily, 

because  toe  wider  is  toe  range  between  the  two  rates  the 
smaller  is  toe  need  for  what  I earlier  called  the  inflationary 
dope.  Suppose  that  in  toe  nineteenth  century,  when  there 
was  no  taxation  of  any  consequence,  the  necessary  rate  of 
profit  in  toe  British  economy  was  a steady  10  per  cent. 
This  is  what  appears  from  the  various  empirical  investi- 
eations  that  have  been  going  on  to  have  been  toe  steady 
rate  of  profit  in  the  second  half  of  the  nineteenth  century, 
at  the  time  when  toe  yield  on  Consols  was  around  3 per 
cent.  One  could  argue  one  of  two  ways.  One  could  argue 
that  this  10  per  cent,  was  only  attained  because  investment 
was  telescoped  into  three  or  four  years  out  of  eve^  ten. 
If  it  had  been  a continuous  process  they  could  not  have 
earned  10  per  cent.;  toey  could  have  earned  only  b per 
cent  let  us  say.  Then,  assuming  that  my  analysis  is 
right  in  this  section  of  my  paper,  the  pr^cnption  would 
have  been  a rate  of  inflation  of  3 or  4 per  cent,  not 
more.  That  would  have  made  a consistently  steady  10 
ner  cent,  profit  with  investment  in  all  years  and  not 
only  investment  in  a few  years.  But  I would  argue 
that,  if  in  the  nineteenth  century,  when  there  were  no 
income  taxes  or  profits  taxes  to  speak  of,  the  rate  of 
profit  was  steady  at  lO  per  cent.,  that  w a clear  indication 
that  it  reached  a sort  of  minimum  below  which  it  could 
not  have  been  brought ; that  it  reached  a level  where,  in 
the  words  of  Ricardo,  “it  is  no  more  than  necessary 
compensation  for  toe  risk  and  trouble  ” involved  in  pro- 
ductive investment  as  against  merely  lendmg  money  m 
the  financial  markets  ; and  that  once  that  level  is  reached 
investment  demand  is  limited  by  the  emergence  of  new 
investment  opportunity:  it  is  iimited,  that  is  to  ?ay,  by 
the  extent  to  which  one  can  invest  without  lowering  the 
rate  of  profit  below  that  figure.  I maintain  that,  if  toe 
srilt-edeed  rate  had  been  0 per  cent,  instead  of  3 p«  cent, 
then  toe  minimum  rate  of  profit  would  have  been  brougit 
down  to  7 per  cent.,  and  7 per  cent,  would  probably 
have  been  consistent  with  uninterrupted  growth  and  tuu 
employment.  The  same  effect,  of  a zero  gilt-edged  rate, 
could  have  been  reached  by  a 3 per  cent,  inflation.  That 
is  the  point  I was  trying  to  make. 

10687.  Chairman : You  touch  on  a point  in  paragraph  9, 
the  aspects  of  which  we  are  always  coming  up  against. 
I would  just  like  to  draw  your  views  on  them.  You  say 
there: — 

2Z4 
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“ . . . the  relative  stability  of  bond  pricM  is  a highly 
important  feature  of  an  eflectively  functioning  capital 
market,  and  of  the  whole  credit  mechanism  m a 
capitalist  economy.” 

Do  you  think  that  it  is  as  true  today  as  it  may  have 
been  in  the  past  that  the  long-term  investor  requires 

relative  stability  of  bond  prices? It  is  increasingly 

financial  institutions  rather  than  individuals  that  are  the 
main  long-term  investors  in  bonds.  This  is  partly  a conse- 
quence of  the  inflation  that  has  taken  place  and  to  which 
people  are  becoming  accustomed,  not  necessarily  because 
uie  public  becomes  conscious  of  the  continued  fall  in  the 
value  of  money,  though  that  may  also  be  true,  but  because 
their  experience  regarding  holding  of  equities  has  become 
much  more  favourable  as  a result  of  a much  more  favour- 
able relative  showing  of  equities.  That  is  a consequence 
of  continued  prosperity  and  of  inflation.  Equities  are 
considered  a far  safer,  more  reasonable  investment  than 
they  were  before  the  first  World  War,  so  to  the  extent 
that  long-term  lending  becomes  concentrated  on  financial 
institutions  and  financial  institutions^  behave  differently, 
perhaps  this  point  that  I make  here  is  less  important. 

10688.  If  these  are  mainly  institutional  investors 
interested  in  long-term  investment,  does  that  not  tend  to 
diminish  the  importance  of  the  relative  stability  from 
year  to  year  of  bond  prices? 1 speak  with  some  hesita- 

tion, but  we  even  find  our  big  insurance  companies  having 
investment  policies  which  are  far  more  speculative  than 
one  would  care  to  assume  from  the  nature  of  their 
businesses.  It  has  a groat  deal  to  do  with  their  investment 
management.  They  behave  like  anyone  else  wanting  to 
do  the  best  for  their  policy  holders  and  their  sharchoUiers. 
AH  I am  suggesting  is  that,  if  bond  prices  are  more 
unstable,  then  it  becomes  far  more  important  when  to 
buy  and  when  to  sell  bonds  than  what  bonds  to  buy. 
There  is  a neat  little  calculation  on  the  market  which 
establishes  a small  margin  between  the  bonds  of  the 
British  Government  and  the  bonds  of  municipal  corpora- 
tions ; the  municipal  corporations  stand  a little  lower, 
and  then  some  other  bonds,  first  grade  industrial  bonds, 
give  yet  a little  extra  yield  That  mu.st  ultimatelj/  be 
based,  so  long  as  it  is  not  the  survival  of  old  conventions, 
on  a fairly  neat  calculation  of  balancing  the  extra  income 
against  any  added  risks  incurred. 

10689.  Or  lack  of  marketability? Or  lack  of  market- 

ability. I am  quoting  Keynes  here,  and  I quote  him 
because  I felt  that  this  was  a very  apt  point ; the  timing 
of  purchases  and  sales  becomes  very  important  from  the 
point  of  view  of  the  true  return  to  the  investor,  and  the 
attention  of  investors  becomes  far  more  concentrated  on 
this  game  of  when  to  buy  and  when  to  sell,  and  because 
it  is  more  concentrated  on  that  it  is  far  less  concentrated 
on  the  more  professional  side  of  their  job,  namely  of 
discovering  the  true  investment  opportunities,  of  measuring 
the  relative  advantages  of  one  form  of  financial  investment 
against  another. 

10690.  Professor  Cairncross : You  would  not  describe 

the  Government  broker  as  a casino? ^No. 

10691.  If  the  long-term  rate  of  interest  were  to  be 
decided  upon  by  the  Issue  Department  of  the  Bank  of 
England,  how  would  you  regard  that? The  Govern- 

ment broker  is  merely  the  agent  of  the  Government  in 
carrying  out  the  policy  of  changing  the  level  of  interest 
rates.  There  are  some  people  (for  example  in  America, 
Mr.  Riefler,  Assistant  to  the  Chairman  of  the  Federal 
Reserve  Board)  who  maintain  that  the  very  fact  of  operat- 
ing in  a long-term  market  creates  speculative  expectations 
and  anticipations  that  have  this  far-reaching  consequence, 
and  that  this  makes  the  policy  of  using  the  Government 
broker  to  operate  on  the  long-term  market  inappropriate. 
For  that  reason  he  prefers  the  monetary  authorities  to 
operate  exclusively  in  bills  and  not  in  bonds. 

10692.  Sir  Oliver  Franks-.  I suppose  these  things  can 
occur,  as  in  last  July,  without  the  particular  cause  which 
you  name.  One  can  get  speculation  in  the  bond  markets 
and  the  demoralisation  of  it  without  the  proximate  cause 
being  Federal  Reserve  intervention? ^Yes.  I was  try- 

ing in  this  paragraph  to  put  my  view,  which  is,  T admit, 
a controversial  view,  that  the  stability  of  gilt-edged  in 
the  nineteenth  century  was  a very  important  factor  in  the 
development  of  a capital  market  where  the  savings  of 


some  individuals  can  be  channelled  and  brought  to  finance 
the  investment  of  others.  I believe  that  the  stability  of  the 
long-term  interest  rate  was  largely  a conventional  phen- 
omenon. Left  to  itself  the  gilt-edged  market  tends  to  be 
stable ; fluctuations  tend  to  be  confined  to  narrow  ranges. 
Once  the  price  has  fallen  (or_  risen)  a few  points  a sufficient 
number  of  people  will  believe  on  past  experience  that 
the  price  is  now  low  (or  high)  and  reverse  the  trend.  In 
other  words  speculation  itself  stabilises  this_  market  or 
confines  fluctuations  within  these  limits.  This  is  a seH- 
generating,  self-reinforcing  process  ; the  longer  the  stability 
of  gilt-edged  rates  continues,  the  stronger  are  the  forces 
tending  to  maintain  that  rate.  I will  not  say  it  has 
any  particular  cause ; it  just  happened  that  way.  If  the 
authorities  wished  to  use  the  instrument  of  credit  control 
more  effectively  as  a general  economic  stabiliser,  they 
would  have  to  break  that  convention  somehow  or  other. 
They  would  have  to  get  the  public  accustomed  to  much 
greater  variations  in  gilt-edged  rates  and  prices  than  they 
learnt  to  expect  on  their  past  experience. 

10693.  Professor  Cairncross:  Surely  the  position  today 
is  not  like  that  of  the  nineteenth  century  in  respect  of 
gilt-edged.  We  have  had  very  great  fluctuations  in  the 
last  ten  years,  and  the  conventions  of  a hundred  years 
ago  really  have  very  little  to  do  with  people’s  expectations 
today.  Do  you  feel,  given  the  fluctuations  that  already 
occur,  that  it  would  be  possible  to  make  use  of  variations 

in  long-term  rates  to  accomplish  economic  objectives? 

Not  if  one  wants  to  get  nd  of  inflation.  If  one  wishes 
lo  combine  in  this  country  a stable  price  level  or  a gently 
falling  price  level  with  reasonable  prosperity  and  reason- 
able improvement,  one  has  to  get  interest  rates  very  low, 

1 do  not  think  that  this  sort  of  situation  will  be  con- 
sistent with  deliberately  contrived  fluctuation  in  gilt-edged 
rates.  I may  have  been  too  pessimistic  here,  and  de- 
liberately so,  in  suggesting  that  one  will  not  get  it  at  all 
without  some  inflation ; but  even  supposing  that  one  can 
combine  growth  and  price  stability,  one  certainly  needs 
to  have  interest  rates  very  low.  And  low  interest  rates 
arc  not  consistent  with  fluctuating  interest  rates ; not  only 
from  a crude  arithmetical  point  of  view  that  when  interest 
rates  go  up  and  down  then  the  average  is  higher  than 
when  they  do  not  go  up,  but  also  because  the  liquidity 
premium  demanded  on  long-term  investment  when  rates 
fluctuate  is  necessarily  greater  than  when  security  prices 
are  stable,  because  it  fs  regarded  as  more  risky  the  more  it 
is  liable  to  capital  appreciation  and  depreciation. 

10694.  How  can  one  discover  how  much  greater  it 

would  be? ^In  the  nineteenth  century,  according  to 

Hicks's  calculations,  the  long-term  rate  of  intere-st  was 
consistently  1 per  cent,  above  the  average  of  the  bill 
rate  in  the  money  market,  It  was  stable,  because  it  was 
reflecting  a seven  to  nine  years’  average  of  bill  rates, 
but  it  was  about  1 per  cent,  above  it.  After  the  first 
World  War  it  was  about  2 per  cent,  above  it.  Now  I 
should  say  that  that  already  reflects  the  much  greater 
variability  of  gilt-edge  prices  in  the  period  between  the 
two  wars  than  existed  prior  to  1913.  If  one  wanted  to 
make  the  interest  policy  an  even  more  effective  instru- 
ment, one  might  have  to  have  it  3 per  cent.  But  the 
moving  average  of  the  bill  rate  itself  will  not  be  all  that 
low,  if  credit  policy  in  the  narrow  sense  is  an  active 
instrument  of  economic  control : the  moving  average  of 
bill  rate  will  probably  be  appreciably  higher  than  2 per 
cent.,  at  least  3 per  cent.,  and  one  might  have  to  add 
another  3 per  cent,  to  that,  as  a net  liquidity  premium,  to 
get  the  minimum  average  level  of  long-term  interest  rates, 
That  gives  a minimum  of  6 per  cent.  I am  willing  to 
bet  that  prosperity  in  the  U.K.  at  a stable  price  level  is 
not  consistent  with  a 6 per  cent,  gilt-edged  interest  rate, 

10695.  Although  as  you  recognised,  at  3 per  cent,  per 
annum  the  gilt-edged  rate  could  not  be  held  ; it  gravitated 

upwards  until  it  was  above  5 per  cent? ^Then  I should 

say  that  we  have  had  too  much  inflation.  If  the  gilt- 
edged  rate  gravitates  upwards  resulting  from  inflation,  it 
means  that  we  just  have  too  much  inflation  and  could  do 
with  less. 

10696.  The  dope  has  to  be  nicely  adjusted? Like  any 

medicine, 

Chairman : Thank  you  very  much,  Mr.  Kaldor.  We 
are  much  obliged  to  you  for  your  paper  and  your  evidence. 


(The  witness  withdrew.) 

(Adjourned  until  Thursday,  \6tk  October,  1958,  at  10.45  a.m. 
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Present: 

The  Rt.  Hon.  the  Lobx>  Radcliffb,  G.B.E.,  Chairman 
Professor  A.  K.  Cairncross,  C.M.G.  I Professor  R.  S.  Sayers,  F.B.A. 

The  Rt.  Hon  Sir  Franks,  G.C.M.G.,  K.C.B.,  Mr.  R.  T.  Armstrong,  Secretary 

C.B.E.  I 

The  Lord  Brand,  C.M.G.,  called  and  examined 


10697.  Chairman:  Good  morning,  Lord  Brand.  We 
are  grateful  to  you  for  coming  here  today.  I am  sorry 
that  our  numbers  are  so  small,  but  several  of  our  members 
have  overseas  commitments  which  have  kept  them  away. 
We  have  Sir  Theodore  Gregory  coming  later  in  the  day, 
so  we  are  to  hear  today  the  two  members  still  available 
of  the  Macmillan  Committee.  We  have  been  speculating 
which  of  us  in  twenty-five  years  would  turn  up  in  a 
similar  position.  I wonder  if  you  could  start  oli  by  giving 
us  quite  generally  a picture  of  monetary  policy  since  Ae 
study  which  the  Macmillan  Committee  made  of  it,  which 
has  been  a handbook  ever  since.  What  do  you  think  are 
the  major  changes  as  to  the  conditions  under  which  it 

operates  today? Lord  Brand:  We  have  passed  since 

then  through  a tremendous  crisis  in  the  thirties,  and  a 
war  after  that  with  tremendous  inflation  as  a result.  That 
has  made  the  whole  problem  perhaps  more  difficult.  I 
would  like  to  say  what  happened  on  the  day  we  signed 
the  Macmillan  Committee  Report,  for  which  I was  on  the 
drafting  committee,  as  was  Sir  Theodore  Gregory ; Keynes 
was  the  chief  drafter.  I signed  it,  and  went  back  to  my 
office.  A partner  of  mine  was  alone  in  our  partners’ 
room,  and  1 told  him  that  we  had  all  signed  the  Macmillan 
Committee  Report.  He  said : “ That  is  all  right,  but  do 
you  know  that  a great  crisis  is  going  to  break  out  this 
week-end  in  Central  Europe?  ” That  was  the  beginning 
of  the  great  collapse ; everything  had  fallen,  and  a lot 
of  what  we  had  done  was  made  back  history  almost  at 
once.  Between  that  date  and  this  an  enormous  lot  has 
taken  place ; an  enormous  amount  of  economic  knowledge 
has  certainly  been  gained.  The  whole  Keynesian  theory 
and  practice  has  made  a tremendous  difference,  and,  gener- 
ally speaking,  people  know  more  what  they  are  aiming 
at ; whether  they  get  where  they  are  aiming  is  another 
matter.  I think  there  have  been  enormous  changes,  but 
the  fundamental  problems  remain  the  same. 

10698.  Professor  Cairncross:  Would  you  say  that  the 
international  position  of  London  is  as  strong  as  it  was 

at  that  time? No,  certainly  not.  After  all,  we  bad  not 

gone  through  a great  war,  ended  up  the  greatest  debtor 
in  the  world  and  with  not  a very  good  balance  sheet  so 
far  as  the  balance  of  payments  was  concerned.  It  is 
astonishing  that  we  have  come  through  as  well  as  we 
have. 

10699.  Do  you  think  this  decline  in  the  international 
position  of  London  has  been  an  important  factor  in  the 
exercise  of  monetary  policy?  Take  the  use  of  the  Bank 
Rate,  for  instance ; do  you  think  it  now  works  in  quite 

the  way  it  did  in  the  twenties  and  thirties? It  may  not 

work  quite  the  way  it  did,  but  I do  not  think  that  we  can 
possibly  do  without  it. 

10700.  Chairman:  I should  like  you  to  enlarge  upon 
this ; we  are  always  coming  up  against  it.  You  would 
probably  agree  that  to  some  extent  the  effect  created  by 

Bank  Rate  movements  is  psychological? ^To  some 

extent. 

10701.  Thinking  of  overseas  at  the  moment,  what  do  you 
think  its  effectiveness  is  in  the  mind  of  foreigners  today? 

What  does  it  stand  for? Its  effectiveness  is  in  one  sense 

that  it  is  more  profitable  to  leave  money  here  than  take  it 
away  ■ but  whether  that  is  done  or  not  depends  on  what 
they  think  is  the  future  of  sterling  and  what  they  think  of 


our  balance  of  payments.  We  have  gained  enormously 
lately  by  the  fact  they  have  not  thought  so  well  of  the 
dollar.  That  is  almost  more  important  than  what  they 
have  thought  about  sterling.  The  dollar  is  now  not  a 
refuge  to  which  all  go  with  certainty  that  they  are  right. 

10702.  But  would  you  say  that  in  post-war  years,  leaving 
aside  for  the  moment  the  last  twelve  months,  the  oanfi- 
dence  aspect  has  mattered  much  more  than  the  ooiupara- 

tive  rate  of  interest  obtainable  in  'fiiis  country? ^Why 

people  put  'their  money  >in  America  was  because  diey 
thought  it  was  a strong  currency.  It  is  a difficult  question. 
America  has  inflated  about  as  much  as  we  have,  I think, 
but  still  the  dollar  was  strong  and  remains  still,  I think, 
a stronger  currency  than  sterfing. 

10703.  Professor  Sayers:  Have  people  outside  this 
country  thought  of  ffie  Bank  Rate  as  having  a powerful 

effect  inside  this  coun^? Certainly ; a powerful  effect 

in  damping  down  capital  investment  and  generally  making 
the  industrial  and  business  world  feel  that  it  has  to  be 
careful  and  look  out.  I do  not  think  that  it  affects  them 
so  much  in  their  pocket  straightaway,  if  one  takes  what 
difference  it  makes  to  their  profits  to  pay  7 per  cent,  rather 
than  5 per  cent 

10704.  Is  that  what  the  foreigner  thinks  happens  in  this 

country? 1 think  that  the  foreigner  thinks  we  are  alive 

to  the  great  dangers  of  our  problem  and  are  going  to  take 
steps,  including  Bank  Rate,  but  other  steps  too,  to  make 
the  position  of  sterling  stronger. 

10705.  Suppose  that  we  took  a number  of  steps  but 
Bank  Rate  was  not  one  of  the  weapons  used ; what  would 

the  attitude  of  the  foreigner  be? 1 think  it  would  be 

that  we  were  not  reaUy  serious  about  it. 

10706.  He  does  attach  great  importance  to  Bank  Rate 

itse]f7 1 should  say  so,  yes ; anyhow  as  an  indication 

that  we  are  prepared  to  take  very  serious  measures  to  put 
oursdves  right. 

10707.  He  must  think  of  Bank  Rate  as  a very  serious 
measure  itself? Yes. 

10708.  Do  you  think  of  it  in  that  way  too? 1 think 

of  it  in  that  way,  and  I think  of  a high  Bank  Rate  as 
something  not  to  be  kept  on  longer  than  is  necessary. 

10709.  Chairman:  Because  of  the  internal  effects  that 

it  produces? Because  it  slows  up  capital  investment. 

and  generally  slows  up  initiative  and  enterprise. 

10710.  Professor  Sayers:  Do  you  think  it  has  these 
effects  quickly? ^No,  I think  they  may  be  rather  gradual. 

10711.  Sir  Oliver  Franks:  Could  we  relate  what  you 
have  been  saying  to  the  last  few  years?  I have  in  mind 
first,  the  slowness  and  apparent  uncertainty  of  when  in- 
creasing rates  of  interest  would  bite  on  the  economy  from 
the  beginning  of  1955  on  through  to  1956  and  in  the 
end  to  September  1957,  and  secondly,  the  effect  (primarily, 
I think,  abroad)  of  the  7 per  cent.  Bank  Rate  in  Septem- 
ber 1957.  As  you  were  speaking  I was  trying  to  relate 
what  you  said  to  the  circumstances  of  these  three  or  four 
years.  Should  I be  right  in  thinking  that  so  far  as  the 
broad  effects  of  a high  Bank  Rate  are  concerned  your  view 
would  be  diat  while  the  time  it  takes  for  a high  rate  to 
bite  on  the  economy  may  be  quite  long,  perhaps  un- 
expectedly long,  yet  it  will  bite;  and  further,  that  the 
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height  to  which  the  rate  has  to  go  may  be  determined  in 
part  by  the  degree  of  confidence  about  continuing  infla- 
tion, in  part  by  the  height  of  taxation  and  the  extent  to 
which  the  Chancellor  of  the  Exchequer  in  effect  pays  half 
the  interest  on  borrowed  money ; but  that,  when  all  these 
things  have  been  said,  it  is  in  principle  a very  powerful 
weapon  whose  consequences  can  go  deep  into  the 

economy? Yes.  I would  say,  broadly  speaking,  that 

it  is  a powerful  weapon.  It  may  be  largely  psychological 
but  I think  it  is  a powerful  weapon,  and  I think  that,  if 
inflation  is  what  the  authorities  want  to  stop  (I  have 
very  strong  views  about  inflation)  there  ought  to  be  no 
instrument  they  should  leave  unused  if  they  want  to  have 
the  desired  result  on  the  economy.  I do  not  feel  very 
competent  to  express  to  you  in  detail  the  way  Bank  Rate 
works  in,  say,  great  industries  like  the  one  of  which  Sir 
John  Woods  is  a director ; whether  the  7 per  cent.  Bank 
Rate  has  much  direct  effect  on  the  decisions  of  the  English 
Electric  Company  for  further  development,  he  could  say 
much  better  than  I can.  But  I feel  convinced  that  the 
Bank  Rate  is  an  important  weapon  in  the  fight  for 
monetary  stability. 

10712.  Chairman : If  you  leave  out  the  clement  of 
anxiety  about  the  exchange  position  of  sterling,  do  you 
see  any  signs  since  the  war  that  the  influence  of  a move- 
ment of  the  rate  so  far  as  foreign  opinion  goes  is  any  less 
than  it  used  to  be? No,  I would  not  think  so. 

10713.  Professor  Sayers-.  Do  you  nllach  any  import- 
ance to  the  height  of  the  steps  by  which  Bank  Rale  moves? 
There  used  to  be  something  of  a convention  that,  except 
in  quite  extraordinary  circumstances,  Bank  Rate  should 
go  up  by  ones  and  down  by  halves.  Do  you  think  that 
that  convention  or  anything  like  it  remains  appropriate,  or 
do  you  think  that  the  movement  should  be  more  abrupt 

or  less  abrupt? ^That  is  a difficult  question  to  answer. 

In  the  circumstances  of  the  last  big  rise  in  the  Bank  Rate 
I do  not  think  that  I would  have  had  the  courage  to  put 
it  up  from  5 to  7 per  cent.  It  was  a courageous  step,  and 
I think  in  the  circumstances  has  been  proved  to  be  the 
right  step,  because  we  wanted  to  give  a shock  to  the  world, 
as  well  as  to  ourselves,  to  indicate  lluit  wc  rcully  meant 
business.  Generally  speaking,  ! should  say  that  unless 
we  face  a sort  of  crisis  we  might  easily  have  faced  then 
with  the  balance  of  payments,  so  far  as  we  arc  concerned 
internally,  a more  moderate  rise  would  probably  be 
sufficient  and  better. 

10714.  Do  you  think  that  there  is  any  particular  im- 
portance to  be  attached  to  the  longer-term  interest  rates? 
Do  you  think  that  the  effects  of  Bank  Rate  come  about 
partly  through  the  effects  on  longer  rates  and  the  possi- 
bilities of  borrowing  money  on  long  term,  and  that  there- 
fore the  authorities  should  give  much  more  considera- 
tion to  what  is  happening  in  the  long  term  securities 

market? 1 should  think  that  so  far  as  their  own 

securities  are  concerned  they  do  give  particular  attention ; 
it  is  a matter  of  importance  to  them  at  what  rate  they 
raise  money  for  conversion  or  other  purposes.  If  one  takes 
the  ordinary  issue  business,  of  course,  a high  long-term 
rate  dissuades  people  very  much  from  making  bond  issues  ; 
on  a twenty-five  years’  or  thirty  years’  bond  issue  a high 
rate  is  a tremendous  burden  for  the  future.  It  therefore 
checks  the  long  term  market. 

10715.  When  there  is  such  a check  in  the  long-term 
capital  market,  is  one  of  the  effects  to  slow  down  capital 
spending  by  would-be  borrowers,  or  do  they  just  get  along 
with  short-term  money  and  various  temporary  device."! 

and  go  on  spending  at  the  same  rate? It  is  extremely 

difficult  to  say.  Circumstances  are  infinitely  varied.  A 
good  deal  of  bond  issuing  took  place  after  the  7 per  cent, 
rise,  because  people  had  to  raise  money  to  meet  commit- 
ments and  so  on.  I think  that  generally  speaking  it  would 
make  them  hesitate  for  the  future.  The  issue  business,  of 
course,  has  fallen  off  lately. 

10716.  Chairman-.  You  said  earlier  on  in  answer  to  a 
question  I put  that  one  of  the  changes  that  you  thought  was 
of  importance  since  the  days  of  the  Macmillan  Committee 
was  that  people  knew  a great  deal  more  about  the  subject. 
I wanted  you  to  enlarge  on  that  if  you  could.  How  far 
do  you  think  tois  knowledge  extends  outside  the  inner 

circle,  as  it  were? 1 think  that  this  is  enormously 

important.  I should  like  to  tell  you  a story,  which  I fear 
ramer  reflects  on  a former  Governor  of  the  Bank.  This 
story  shows  what  was  the  state  of  knowledge  in  high 
quarters  when  I went  into  the  City  in  1910  about  what  is 
now  called  the  transfer  problem,  which  was  not  known  to 


a man  like  Poincarfi  at  all;  he  thought  that  we  could 
get  more  money  out  of  Germany  by  invading  the  Rhine- 
land. When  1 went  to  see  Sir  John  Bradbury  one  day 
in  1919,  he  said:  “Lord  Cunliffe,  the  Governor  of  the 
Bank  has  just  brought  me  the  Report  of  the  Committee 
appointed  by  Lloyd  George  to  say  how  much  Gepiany 
could  pay;  and  the  figure  is  gigantic."  1 think  it  was 
£23,000  million,  He  said  : “I  asked  Lord  Cunlil^  one  or 
two  questions.  T asked  him  why  he  said  that  Germany 
could  pay  £200  millions  of  gold,  He_  said : ‘ Bwause  it 
is  twice  as  much  as  they  have  got’.’’  Then  Sir  John 
Bradbury  said : “ The  second  question  1 asked  him  was : 
‘How  do  you  think  they  can  possibly  pay  these  sums?  ’ 
Lord  Cunliffe  said : ‘ Do  you  know  what  the  site  value  of 
Berlin  alone  is?”’  That  is  an  indication  that  the 
Governor  of  the  Bank  thought  that  wc  could  move  the 
site  value  of  Berlin  from  Berlin  into  sterling  and  other 
currencies  and  with  them  we  could  buy  food,  raw  materials 
and  everything  else  abroad.  That  was  a merchant  banker 
who  had  spent  all  his  life  in  banking.  It  indicates  what 
was  the  case  with  many  people.  The  vast  mass  of  people 
had  never  questioned  that  sterling  could  alter  in  value.  In 
my  firm  wo  did  a lot  of  exchange  business,  and  there 
is  no  doubt  that  the  people  in  the  foreign  banks  in 
London  and  the  people  who  did  foreign  exchange 
(which  the  big  five  clearing  banks  did  not  do  at  all 
in  those  days)  understood  the  elements  of  the  problem ; 
anyhow  they  knew  what  an  exchange  dealer  knows, 
that  currencies  do  change  in  value.  I tell  that  story 
just  to  show  you  what  the  atmosphere  was_  in  those 
years,  and  what  Lord  Cunliffe  had  in  mind  when 
he  and  Lord  Sumner  went  as  our  two  chief  repara- 
tions representatives  to  advise  Lloyd  George  on  the 
Reparations  Commission.  That  would  be  quite  impossible 
now.  More  or  less  everybody  in  the  City  knows  what  the 
transfer  problem  is,  and  that  one  cannot  transfer  site 
values  from  one  country  to  another.  They  know  that 
the  strength  of  our  currency  depends  pn  our  balance  of 
payments,  our  reserves,  and  our  liabilities  to  other 
coiintrie.s.  The  stale  of  knowledge  now  is  totally  differ- 
ent from  what  it  was  then ; that  makes  it  easier  for  the 
authorities,  since  the  British  ought  to  know  all  about  the 
transfer  problem.  What  they  do  not  know  is  what  infla- 
tion can  do.  1 saw  it  at  close  quarters  in  Germany.  It  is 
that  which  makes  me  always  terrified  of  inflation,  Infla- 
tion is  not  a thing  that  can  go  on  at  the  same  level ; in 
the  end  it  corrupts  everything  and  becomes  faster  and 
faster. 

10717.  Sir  Oliver  Franks:  Some  people  who  give  evi- 
dence to  us  would  say  that  the  objectives  of  economic 
and  social  policy  to  which  budgetary  as  well  a.s  monetary 
measures  must  be  directed  arc  twofold : first,  the  question 
of  the  general  level  of  the  economy’s  activity,  and  secondly, 
within  that,  the  balance  between  investment  and  consump- 
tion. These  people  would  say  that  monetary  measures 
must  always  be  looked  on  as  one  of  the  alternative  means 
of  achieving  the  right  answer  in  terms  of  these  ends. 
From  that  point  of  view,  I think,  stability  of  prices  is 
regarded  as  one  of  the  things  that  the  authorities  play 
with  rather  than  one  of  the  set  ends  : they  would  be 
prepared  to  face  rising  prices  if  they  thought  that  that 
was  the  cost  of  a right  level  of  economic  activity  and  a 
right  balance  between  investment  and  consumption. 
Would  you  in  the  light  of  ypur  experience  wish  to  argue 
that  relative  stabilitiy  of  price  was  the  end  of  monetary 
policy,  or  an  end  to  be  ranked  with  the  two  which  I have 

mentioned? 1 would  say  that  one  cannot  treat  any 

country  by  itself.  We  might  have  a price  level  which 
made  consumption  and  investment  just  about  right  from 
the  point  of  view  of  unemployment,  for  instance,  and  our 
internal  situation ; but  we  have  to  consider,  if  prices  and 
therefore  costs  are  rising,  what  effect  that  has  on  our 
relations  with  other  countries  and  what  other  countries 
are  doing.  Are  they  doing  the  same  thing  or  are  they 
deflating?  If  they  are  not  doing  the  same  thing  and  we 
raise  our  prices  then  our  exports  will  suffer  and  our 
balance  of  payments  get  into  trouble.  The  questions  of 
employment  and  investment  here  have  to  be  looked  at  in 
relation  to  our  external  position. 

10718.  One  could  accept  that,  and  .say  that  the  con- 
sequence was  that  one  must  not  inflate  faster  than  one’s 
neighbours  and  preferably  perhaps  a little  slower  ; but 
it  would  not  follow  from  that  that  a .stability  of  prices 
other  than  a relative  stability  was  a major  end  of  policy? 

Undoubtedly.  One  can  say  that  over  centuries  we 

are  always  going  to  inflate.  The  debtor  always  wins 
against  the  creditor,  in  the  end.  It  is  a question  of  speed. 
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I have  seen  cases  where  a country  finally  has  lost  any 
confidence  in  its  currency,  and  then  inflation  goes  at  an 
enormous  pace.  I remember  in  Germany  they  said  that 
it  was  no  good  buying  one  bock  because  by  the  time  one 
had  drunk  one  bock  the  other  would  cost  more,  Prices 
went  up  every  day.  They  used  to  say  that  it  was  far  better 
to  hold  a slice  of  ham  than  a currency  note,  because  a 
slice  of  ham  was  worth  something  but  nobody  knew 
what  the  currency  note  was  worth.  I used  to  take  a 
rucksack  into  the  bank  to  get  my  change  ; there  was  a 
vast  number  of  notes.  Prices  changed  about  twice  a day. 
Of  course  that  was  a very  extreme  case,  but  still  the  rot 
begins  as  soon  as  the  general  public  realises  that  money 
is  not  what  they  thought  it  was.  When  the  Bank  of 
England  says  on  its  bank  notes  that  it  will  pay  one  pound 
if  that  note  is  presented,  that  is  absolute  “ hooey  ” ; it  is 
nonsensical.  Normally  people  do  not  think  that  way,  but 
they  do  ultimately  get  to  it. 

10719.  Chairman:  Do  you  think  there  can  be  such  a 
thing  as  a controlled  inflation  or  is  that  psychologically 

meaningless? 1 should  think  that  a controlled  inflation 

is  possible,  provided  that  the  external  position  is  so  strong 
that  one  need  not  bother  about  it.  ^t  it  always  has  to 
be  kept  in  check. 

10720.  Do  you  think  that  people  in  general  could  believe 

in  it? It  depends  how  fast  it  goes.  At  the  time  when 

the  Bank  Rate  went  up  to  7 per  cent.,  there  were  a few 
days  when  one  could  not  sell  more  than  £40,000  worth 
of  British  Government  Securities  at  a go.  One  felt  the 
beginning  of  a period  when  confidence  in  the  currency 
and  Government  credit  was  beginning  to  disappear. 

10721.  Professor  Cairncross:  Would  that  situation,  in 
which  it  was  impossible  to  sell  more  than  a certain  total 
of  British  Government  Securities,  be  one  you  had  known 

in  the  past? Yes,  a few  times.  It  might  happen  in  a 

huge  political  crisis  like  the  outbreak  of  the  first  war. 
When  the  first  war  broke  out  the  American  millionaires, 
who  had  always  been  protected  from  the  world  by  having 
a wad  of  dollar  notes  in  their  pockets  found  that  they 
could  not  even  exchange  a wad  of  dollar  notes ; but  there 
were  only  a few  days  during  which  time  they  could  not 
do  that. 


10722,  Chairman:  There  was,  in  fact,  a moratorium? 

1 do  not  think  there  was  a legal  moratorium : but  I 

think  for  a few  days  at  the  beginning  nobody  could  do 
anything. 

10723.  Professor  Cairncross:  I was  thinking  of  a more 
precise  set  of  circumstances  where  there  might  be  difficulty 
in  the  bond  market  in  disposing  of  a large  block  of 
Government  bonds.  Do  you  think  that  has  happened 

from  time  to  time  to  your  recollection? 1 cannot 

recollect  anything ; it  may  be  that  in  1931  there  was  a very 
bad  market  after  the  collapse,  but  I could  not  be  sure. 


10724.  Professor  Sayers : Do  you  think  that  we  have  m 
the  last  ten  years  ever  reached  a position  in  which  the 
Government  broker  could  not  if  he  wished  sell  quite 
considerable  amounts  of  Government  stocks  at  one  price 

if  not  at  another  price? Generally  that  is  absolutely 

true  of  course;  at  particular  moments  he  might  find 
favoured  customers  and  so  on  who  would  be  willing  to 
accommodate  him  at  what  they  thought  might  be  a loss ; 
but  I should  think  that  in  extremis  the  authorities  could 
always  sell  a good  deal.  I was  talking  about  what  the 
brokers  and  the  jobbers  were  prepared  to  do.  It  was 
no  doubt  quite  a temporary  thing,  but  it  is  an  indication 
of  what  the  lack  of  confidence  means. 


10725.  Professor  Cairncross:  But  apart  from  lack  of 
confidence,  is  not  the  gilt-edged  market  rather  restricted? 
Is  it  not  a market  where  it  is  difficult  to  get  rid  of  very 

large  blocks  of  securities? Sir  Oliver  could  tell  you 

more  than  I could  about  that.  I should  thmk  that  one 
can  generally  deal  in  very  large  amounts  on  normal  days. 

10726  Professor  Sayers:  You  spoke  earlier  about  the 
increase  in  knowledge  over  the  last  generation  or  so.  Do 
you  think  that  this  has  much  altered  the  kinds  of  action 
that  the  central  bank  can  take  and  the  way  in  which  it 
should  take  action,  and  the  relations  it  should  have  with 
the  Treasury,  the  City,  the  pubUc?-— There  is  a great 
increase  of  knowledge,  but  the  knowledge  has  also  brought 
the  farther  knowledge  that  one  never  gets  to  the  bottom 
of  things-  one  is  never  certain  that  one  is  right,  lake, 
for  instance,  what  people  think  is  going, to  happen  now 
in  the  United  States.  There  are  economists  and  bankers 


galore  studying  this  problem  all  the  time ; and  who  can 
say  now  whether  they  are  going  to  inflate  more  or  whether 
they  are  not?  If  I may  make  a general  reflection,  it  seems 
to  me  a very  unsatisfactory  kind  of  civilisation  where  a 
large  number  of  most  knowledgeable  people  spend  their 
lives  in  thinking : " Is  it  going  up  or  is  it  going  down? 
Are  we  going  to  have  a crash  or  are  we  going  to  have  a 
boom?  ” A tremendous  lot  of  brain  power  is  expended 
on  very  acute  investigations  into  all  these  problems,  but 
in  the  end  nobody  knows.  If  anybody  knew  he  could  be 
a millionaire  very  shortly,  either  by  being  a bear  or  a 
bull ; but  because  we  are  dealing  with  human  nature, 
with  masses  of  human  beings,  we  really  do  not  know 
what  is  going  to  happen;  none  of  this  knowledge  really 
tells  us  in  the  end  what  is  going  to  happen. 

10727.  Chairman : Does  not  that  throw  into  a highlight 
the  importance  of  having  great  public  confidence  in  the 
monetiiry  authority,  since  these  ffiings  are  not  ultimately 

capable  of  being  forecast? Yes,  and  in  their  judgment 

of  what  they  do. 

10728.  Yes,  that  is  what  I meant.  It  may  be  that  even 
what  theoretically  would  be  right  decisions  taken  may 
fail  in  their  purpose  if  the  public  has  not  got  its  confidence 
behind  them? ^That  would  have  some  effect,  certainly. 

10729.  We  should  like  you,  with  all  your  experience, 
to  give  us  your  views  as  to  whether  the  set-up  established 
since  1946  under  the  Bank  of  England  Act  is  the  best 
for  this  purpose.  We  are  thinking  of  the  relations  between 
the  executive  Government  of  the  day,  with  Parliament 
standing  behind  it,  and  the  Bank  of  England,  and  of  the 
way  that  the  Court  of  the  Bank  of  England  is  constituted. 
^You  did  mention  that  subject  to  me,  my  Lord  Chair- 
man, and  I have  thought  a good  deal  about  it.  I have 
looked  at  other  central  banks,  particularly  the  Federal 
Reserve  (which  I know  personally)  and  the  new  German 
Bundesbank,  which  I think  are  the  two  important  ones. 
The  French  are  always  rather  different  from  other  people, 
and  the  Bank  of  France  is  not  so  good  an  example. 

I would  say,  generally  speaking,  that  it  is  recognised 
in  almost  all  countries,  perhaps  in  all  countries  that  enjoy 
an  extreme  democracy,  that  the  decisions  on  monetary 
policy  must  ultimately  be  such  as  the  Government  wiU 
accept  and  agree  with.  I got  from  the  Governor  of 
the  Bank  a synopsis  of  all  these  different  countries  and 
how  their  Boards  were  created  and  so  on,  and  it  is  clearly 
the  case  that  in  most  countries  the  Government  does  in 
the  end  have  the  decision ; the  central  bank  cannot  say : 
“We  are  going  to  do  so-and-so  regardless  of  what  you 
say.  If  you  very  much  disagree  with  it,  that  is  your 
look-out.”  But  we  are  dealing  with  a sphere  of  life  which 
is  very  complicated  and  difficult.  Nobody  can  form  certain 
judgment  about  it ; it  requires  a great  deal  of  knowledge 
of  a sort  that  does  not  come  the  way  of  Members  of 
Parliament  or  members  of  the  Government.  Monetary 
and  credit  policy,  I think,  must  in  general  be  in  the  hands 
of  a semi-independent  body.  The  Government  has  to 
know  that  a body  so  constituted  is  likely  to  have  a very 
widespread  and  well-founded  influence  and  a good  judg- 
ment, and  every  Government  must  feel  it  would  be  very 
undesirable  indeed  that  there  should  be  a definite  public 
struggle  between  the  two.  The  Federal  Reserve  Bank 
has  very  independent  powers  in  many  ways.  I have  a 
note  of  a speech  by  Mr.  Martin,  the  Chairman  of  the 
Board  of  Governors  of  the  Federal  Reserve  System,  which 
puts  it  very  admirably,  I think.  He  says : 

“The  Federal  Reserve  Act  of  1913  was  the  outcome 
of  prolonged  study  of  the  history  of  central  banking  in 
other  countries  and  of  our  own  experiences.  Congress, 
seeking  to  avoid  either  political  or  private  domination  of 
the  money  supply,  created  an  independent  institution 
which  is  an  ingenious  blending  of  public  and  private 
participation  in  the  System’s  operations  under  the 
co-ordination  of  a public  body.  The  question  of  indepen- 
dence has  been  thoroughly  debated  throughout  the  long 
history  of  central  banking  on  numerous  occasions  when 
management  of  the  Federal  Reserve  Banks  was  under 
consideration.  The  question  has  been  re-examined  by 
Congress  and  it  has  re-affirmed  its  original  judgment 
that  the  Federal  Reserve  System  should  be  independent: 
not  independent  of  Government  but  independent  within 
the  structure  of  Government.  That  does  not  mean  that 
the  reserve  banking  mechanism  can  or  should  pursue 
an  objective  which  is  contrary  to  national  economic 
policy.  It  does  mean  that  within  its  technical  fields 
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in  deciding  upon  and  carrying  out  monetary  and  credit 
policy  it  should  be  free  to  exercise  its  best  collective 
judgment  independently.” 

I think  that  that  is  a good  statement  of  what  a central 
bank  should  be,  and  I think  one  has  to  judge  the  con- 
stitution of  the  Bank  of  England  and  the  Bank  Act  of 
1946  accordingly. 

I think  on  the  whole  that  the  Bank  Act  does  that.  I 
think  the  British  habit  of  not  trying  to  spell  out  the  thing 
too  clearly  is  a good  one.  The  fact  that  the  section  is 
very  gener^,  defining  the  Bank’s  relations  with  the 
Treasury  in  terms  of  the  Treasury’s  ultimate  right  to  give 
directions,  works  pretty  well  because  the  real  sanction  is 
not  in  any  words  but  in  the  fact  that  a Government  faces 
or  might  face  the  resignation  of  the  Bank  and  the  Court 
of  Directors ; and  that,  since  it  is  supposed  to  be,  and  is, 
the  repository  of  a great  deal  of  knowledge  which  the 
Government  has  not  got.  would  be  a very  serious  matter. 

I could  not  suggest  any  better  form  of  words  myself  than 
is  in  the  present  Bank  Act.  I think  it  works  all  right. 

If  I may  come  on  to  the  constitution  of  the  Court,  I 
never  was  a Director  of  the  Bank  of  England  ; ray  partner, 
Lord  Kindersley,  was  a Director  for  many  years,  and  I 
may  say  in  passing  that  I never  found  any  moral  diffi- 
culty ; nor,  I think,  did  he,  in  not  telling  me  secrets.  I 
have  never  asked  questions  about  the  Bank  Rate.  I 
used  to  see  a good  deal  of  Governor  Norman.  Sometimes 
he  and  Lord  Kindersley  did  not  see  at  all  eye  to  eye,  and 
they  were  both  strong  men.  On  occasions  the  Governor 
asked  me  whether  I could  possibly  induce  my  partner  to 
change  his  mind,  but  he  did  not  speak  on  any  confidential 
matters.  I never  found  the  slightest  difficulty.  I cannot 
see  why  one  should  regard  bankers  as  any  less  moral  ^an 
lawyers,  accountants,  doctors  and  so  on,  all  of  whom 
receive  confidences  that  they  cannot  pass  on.  I did  not 
agree  with  one  or  two  of  my  partners  who  told  the  Parker 
Tribunal  that  it  was  very  difficult. 

It  seems  to  me  that  we  are  lucky  in  not  having  the 
federal  constitution  that  the  Bundesbank  and  the  Federal 
Reserve  Board  both  have  to  have.  We  are  luckily  very 
small  and  united  and  do  not  want  the  representation  of 
difierent  districts  that  they  have.  But  I would  have 
thought  that  the  constitution  of  the  Court  ought  to  be 
partly  executive  officers  of  the  Bank,  who  have  as  wide 
a knowledge  as  anybody  in  the  country,  partly  two  or 
three  merchant  bankers,  and  partly  representatives  of  ffie 
industrial  and  trade  union  world.  There  is  a question 
about  what  should  be  the  relationship  of  the  cleanng 
banks  towards  the  Bank  of  England,  and  wfaeffier  they 
should  be  represented  on  the  Court.  I think  it  is  con- 
ceivable and  quite  possible  that  the  chairman  of  the  Com- 
mittee of  London  Clearing  Bankers  should  be  on  the 
Court,  but  he  is  only  chairman  for  two  years.  Generally 
speaking  I regard  the  "big  five”  as  very  powerful,  big 
men  whom  the  Bank  of  England  has  to  keep  in  order ; 
perhaps  it  is  better  they  should  face  one  another  rather 
th^n  mingle.  The  chairmen  of  the  " big  five  ” might  very 
well  prefer  that  they  should  be  independent  and  be  able 
to  be  freer  to  disagree  with  or  agree  with  the  Governor 
of  the  Bank,  rather  than  that  they  should  sit  on  the 
Court. 

My  own  feeling  is  that  the  Court  is  quite  well  adapted 
for  its  work  now.  There  used  to  be  more  merchant 
bankers  on  it ; but  perhaps  that  was  in  the  days  when 
the  merchant  bankers  knew  much  more  of  what  was 
going  on  in  the  world  than  anybody  else.  Nowadays  the 
first-class  men  in  the  Bank  of  England,  their  highest 
executives,  know  pretty  well  as  much  as  anybody  else 
what  is  going  on  in  the  world ; perhaps  more  in  some 
cases. 

10730.  Does  not  that  to  some  extent  alter  the  import- 
ance of  part-time  directors,  if  the  Bank  of  England  has 
access  to  information  from  all  over  the  world  on  a scale 
which  could  only  be  obtained  in  the  past  by  adopting 
an  individual  contact  in  the  form  of  a merchant  banker? 
May  ±ere  not  be  a case  for  more  whole-time  direc- 
tors drawn  from  the  kind  of  world  from  which  the  part- 
time  directors  are  taken  today?  Is  that  feasible?  Can 
you  imagine  that  such  people  might  go  on  the  Board 
whole-time  for  five  years  or  seven  years  or  whatever  period 

might  be  thought  appropriate? ^I  would  think  that  for 

these  whole-time  directors  five  years  would  not  be  a period 
in  which  they  could  acquire  the  necessary  knowledge. 
It  is  knowledge  acquired  ovct  years  and  through  different 


phases,  bad  and  good,  that  tells.  You  are  not  suggesting 
that  the  present  executive  directors  of  the  Bank  should 
only  be  on  the  Court  for  a short  period? 

10731.  No,  I was  not  thinking  of  that.  I was  thinking 
that  the  Bank  would  always  need  a wre  of  persons 
making  a permanent  career  there  as  executive  directors,  but 
I was  wondering  whether  there  was  not  a case  for  adding 
to  the  number  of  directors,  apart  from  them,  who  are 
whole-timers  for  a sizeable  period  of  years,  giving  up  the 
whole  of  their  time  and  effort  to  the  work  of  central 

banking? Would  they  merely  be  members  of  the  Court, 

or  would  they  be  executive  members  of  the  Bank  staff? 

10732.  They  might  have  departmental  responsibilities  as 
well  as  that  of  being  a member  of  the  Court,  but  certainly 

that  of  a member  of  the  Court. do  not  see  how  a 

man  could  be  a member  of  the  Court  without  either 
being  either  whole-time  head  of  one  of  the  big  departments 
or  completely  outside.  I do  not  see  the  sort  of  animal 
he  would  be.  He  would  only  have  five  years  in  the  Bank 
of  England,  and  then  go  back  to  some  other  profession 
or  something  like  that. 

10733.  I quite  see  that  a departmental  headship  might 
be  a necessity  to  give  a director  proper  knowledge  in 
his  whole-time  Iffe  ; but  do  you  think  it  would  be  impos- 
sible for  people  to  come  in  for  a period  of  seven  years 
or  ten  years  for  that  kind  of  work,  with  the  benefit, 

of  course,  of  his  outside  training  and  experience? 1 

can  see  a man  being  appointed  for  seven  years  as  a 
member  of  the  Court  and  then  leaving,  but  not  taking 
any  part  during  those  seven  years  in  the  actual  running 
of  the  Bank  of  England.  He  would  be  there  instead  of 
a merchant  banker,  for  instance,  for  a certain  number 
of  years ; then  they  would  change  and  have  another. 

I am  not  sure  it  would  be  a ve^  great  improvement  on 
what  happens  at  present.  I thi^  that  they  would  still 
have  to  be  during  those  five  years  in  their  own  profession, 
in  their  own  firm  or  whatever  it  was,  otherwise  they 
would  lose  thejr  value ; they  could  not  be  whole-time 
people  working  at  the  Bank  of  England. 

10734.  Unless  they  took  on  departmental  responsibilities? 
One  could  not  have  a departmental  manager^  any- 
where for  five  years.  It  would  wreck  an  organisation,  I 
should  have  thought. 

10735.  Professor  Cairncross:  What  do  you  think  the 
Bank  of  England  gains  from  having  on  its  Court  part- 
time  directors,  people  who  are  normally  directors  of  other 

companies,  or  merchant  bankers? ^They  get  a lot  of 

outside  knowledge.  It  is  just  the  same  question  what, 
for  instance,  a big  clearing  bank  gets  from  its  directors. 
Lloyds  Bank,  for  instance,  gains  a tremendous  lot  in 
having  representatives  of  all  kinds  of  industry  and  so  on 
on  the  board.  The  same  is  the  case  with  the  Bank  of 
England.  It  is  the  whole  system  of  company  directors 
which  is  at  question,  I think. 

10736.  The  director  of  a company  is  expected  to  apply 
a broad  judgment  to  a variety  of  issues,  and  at  the  same 
time  he  brings  special  knowledge  to  the  formation  of  that 
judgment.  You  are  laying  stress,  as  I understand  you, 
on  the  knowledge  that  is  brought  by  the  director  who 
has  other  responsibilities.  Do  you  feel  that  in  central 
banking  the  knowledge  that  is  brought  by  outside  people 
is  of  such  importance,  or  is  it  the  judgment  that  they 

possess  from  their  experience  that  you  value? 1 do 

not  think  that  one  can  have  the  judgment  without  the 
knowledge.  The  trade  union  director  of  the  Bank  of 
England  has  certain  knowledge  which  on  occasions  might 
be  very  valuable  to  the  Bank  of  England.  A merchant 
banker  certainly,  if  I might  judge  from  my  own  firm, 
has  a great  deal  of  knowledge  gained  by  constantly 
travelling  around  the  world,  seeing  foreign  bankers  coming 
in  every  day  and  so  on,  and  keeping  in  touch  with  every- 
thing that  is  going  on  in  the  world.  I do  not  say  that 
they  know  more  than  these  executive  directors  of  the 
Bank  whose  business  it  is  also  to  know  everything  in 
that  sphere,  but  they  perhaps  get  a different  aspect  of  it. 
Then  I should  imagine  an  economist  or  two  could  con- 
tribute a lot  to  the  Bank  of  England. 

10737.  The  chairman  or  one  of  the  other  members  of 
the  directorate  of  a large  clearing  bank  might  have  more 
to  contribute  by  way  of  knowledge  than  some  of  the 
persons  at  present  acting  as  directors  of  the  Bank  of 
England,  but  he  would  be  debarred  at  present  by  the 

convention  from  becoming  a member? It  would  be 

very  difficult  to  have  one  unless  one  had  ail.  They  are 
strong  competitors.  They  could  have  file  chairman  of 
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the  Committee  of  London  Clearing  Bankers  while  he 
was  chairman.  The  “ big  five  ” are  enormously  influential 
bodies.  It  is  like  the  analogy  of  putting  the  boys  on  the 
level  of  the  headmaster.  The  headmaster  has  to  try  and 
discipline  these  very  big  boys,  and  the  question  is  whether 
he  does  that  and  whether  they  prefer  not  to  be  there. 

I could  not  say.  I should  have  thought  there  was  a good 
deal  from  their  point  of  view  to  be  said  for  remaining 
quite  independent. 

10738.  Professor  Sayers:  One  of  the  most  disturbing 
things  about  the  evidence  we  have  received  so  far  is  the 
distrust  of  the  Bank  of  England  in  quarters  where  one 
would  like  to  see  the  Bank  commanding  full  confidence, 
and  the  criticism  of  it  that  is  often  expressed  in  at  least 
partial  ignorance  of  the  facts.  It  appears  to  me  to  be 
an  unhealthy  state  of  affairs,  and  to  detract  from  the 
possibilities  of  a good  monetary  policy.  Accepting  that 
there  is  this  distrust,  what  do  you  think  might  be  done 
about  the  constitution  of  the  Bank  of  England  or  its 

b^aviour  to  lessen  this  distrust? ^I  do  not  believe  that 

one  cotild  do  anything  much  with  the  constitution,  but 
I would  say  that  probably  a good  deal,  perhaps  in  the 
end  a great  deal,  could  be  done  by  the  Bank  letting  the 
public  know  what  it  does,  and  appearing  not  to,  be  a 
mystery.  I think  it  is  much  too  much  of  a mystery. 
Before  Governor  Norman  nobody  botho-ed  too  much 
about  it,  but  he  made  it  rather  a mystery.  The  Federal 
Reserve  Board  have  pursued  a better  course  in  appearing 


at  any  rate  to  be  much  more  forthcoming.  Of  course 
we  have  so  much  to  read  now  that  to  keep  abreast  of 
what  other  people  are  keeping  abreast  of  takes  time,  and 
one  hesitates  to  suggest  adding  to  the  amount  of  paper ; 
but  I think  that  the  Bank  of  England  Annual  Report 
suffers  from  being  very  meagre  compared  with  a lot  of 
others.  The  Treasury  gives  such  a lot ; there  is  the 
monthly  Treasury  Bulletin  which  is  very  informative,  and 
all  these  huge  amounts  of  national  statistics.  Nevertheless 
I looked  at  the  monthly  Federal  Reserve  Bulletin  the  other 
day,  and  I could  not  help  thinking  that  there  are  a great 
many  things  that  the  Bank  of  England  might  spread  itself 
on  a bit  and  appear  to  want  to  give  information  rather 
than  appearing  to  think  that  it  is  so  mysterious  and  secret 
that  it  should  not  be  given.  It  is  not  its  fault,  but  there 
is  a large  class  in  every  country  which  regards  bankers 
as  the  devil.  There  is  the  famous  “ bankers’  ramp  ”,  the 
idea  that  the  bankers  created  the  1931  crisis.  Of  course 
they  did  nothing  of  the  sort ; they  no  doubt  showed  lack 
of  judgment  in  something,  but  they  got  a black  eye  from 
it  and  they  have  never  recovered  since. 

10739.  Chahfnan:  It  is  very  deep  in  history  that  bankers 

have  been  regarded  with  suspicion? And  always  will 

be  by  people  who  cannot  get  credit. 

Chairman:  Thank  you  very  much,  Lord  Brand,  on 
behalf  of  aU  of  us.  We  are  very  gratefial  to  you  for 
your  help. 


{The  witness  withdrew.) 


Sir  Airxander  Fleck,  K.B.E.,  F.R.S.,  Chairman  of  Imperial  Chemical  Industries  Ltd.,  called  and  examined. 


10740.  Chairman : Sir  Alexander,  we  are  very  grateful 
to  you  for  answering  our  invitation  and  coming  to  give 
evidence  to  us*.  You  have  my  latter,  which  gives  you 
an  outline  of  the  five  subjects  on  which  we  want  to  draw 
from  your  experience.  Would  you  like  to  make  a state- 
ment first  in  answer  to  them,  or  would  you  like  us  to 

you  the  questions? Sir  Alexander  Fleck:  I would  like 

rather  to  start  the  ball  rolling,  if  I may.  I have  your 
five  questions,  and  I will  try  and  give  you  my  reactions 
to  them.  First  of  all,  I would  like  to  say  that  I am  by 
upbringing  and  by  nature  a scientific  technologist,  so  that 
I approach  all  these  things  with  a background  of  tech- 
nology ; as  an  unrepentant  technologist,  I should  like  to 
think  that  the  financial  people  are  part  of  the  service  of 
the  development  of  technology.  That  is  the  background, 
and  if  any  of  my  statements  are  possibly  a little  unortho- 
dox that  will  be  the  basic  philosophy.  That  is  at  the 
back  of  my  mind. 

Having  said  that,  may  I remind  you  of  the  kind  of 
magnitude  of  figures  I have  to  deal  with  in  looking  at 
the  application  of  ray  technology.  The  company  has  a 
turnover  of  £460  million  a year,  of  which  well  over 
£250  million  comes  from  the  United  Kingdom,  and  the 
rest  from  activities  that  are  worldwide,  mainly  in  the 
Commonwealth.  Those  are  the  sales  figures.  Of  the 
£250m.  in  this  country  £76  or  £77  million  is  direct 
export  material.  Then  in  1957  our  total  capital  expendi- 
ture was  of  the  order  of  £67  million  for  fiie  group,  of 
which  nearly  £50  million  was  in  the  United  Kingdom. 

So  far  as  how  we  spend  our  capital  monies  in  this 
country,  I usually  divide  that  into  five  groups.  The  main 
one  is  the  extensions  to  existing  plants.  Obviously,  if  a 
company  like  ours  is  a manufacturer,  the  monopoly  manu- 
facturer, if  you  like,  of  such  things  as  sodium  carbonate 
and  soda  ash,  we  regard  it  as  our  duty  to  see  that  we 
keep  our  plants  extended  and  extending  to  meet  what 
we  regard  as  the  needs  of  the  soda  ash  business.  So 
quite  a large  amount  of  money  goes  in  extending  existing 
operations.  Coupled  with  that,  and  interwoven  with  that 
in  a way  which  is  impossible  to  disentangle,  is  modernisa- 
tion of  plant ; when  we  modernise  a plant,  generally 
speaking  we  are  doing  it  because  we  foresee  that  this 
product  is  going  to  be  in  continuing  demand,  and  it  is 
almost  inevitable  &at,  as  we  modernise  it,  we  do  a little 
extension  too.  Nevertheless  I think  that  the  modernisa- 
tion of  plant  is  quite  well  worth  putting  as  an  independent 
heading.  Then  the  next  major  block  of  importance  is 
the  money  spent  on  projects  that  are  new  to  our  manu- 
facturing range.  The  fourth  division  is  the  extending  of 

* See  also  Memoranda  of  Evidence  Part  XI  No.  3,  sub- 
mitted after  Sir  Alexander  Fleck  had  given  oral  evidence. 


the  services  to  existing  plant  K we  have  a number 
of  new  plants  coming  in,  then  the  totality  of  our  electric 
load,  our  steam  load,  our  drain  load,  is  going  up  ; so 
we  have  always  to  have  a block  of  expenditure  on  the 
services  ancillary  to  the  extending  of  our  operations. 
Finally  there  is  that  other  class  of  services,  which  is  irritat- 
ing in  a way ; we  have  to  extend  our  offices,  and  we 
are  always  wanting  new  laboratories  and  so  forth  and 
so  on ; on  these  there  is  no  direct  calculable  return  on 
the  money. 

Those-are  the  five  branches  that  I naturally  think  about 
I imagine  that  one  of  yonr  particular  interests  is  the 
amount  of  effort  that  goes  into  new  plants.  Going  back 
to  the  end  of  the  war,  nearly  50  per  cent,  of  our  capital 
expenditure  has  been  to  mantifacture  materials  and  pro- 
ducts which  were  not  in  the  range  in  pre-war  days.  In 
considering  that  figure,  I have  to  say  that  a great  lot  of 
that  money  was  to  deal  with  big  things  which  had 
accumulated  owing  to  being  hung  up  by  the  war:  such 
things  as  nylon,  polythene,  terylene  and  plastics,  and  so 
on.  Wien  we  come  to  more  recent  times  there  has  been 
capital  spent  on  such  new  things,  but  not  so  much  as 
fifty  per  cent  of  the  whole.  It  would  be  wrong  to  give 
you  Ihe  idea  that  currently  as  much  as  fifty  per  cent,  of 
our  capital  spending  is  on  new  projects.  That  is  a com- 
ment, if  you  like,  on  the  products  of  our  research  work ; 
but  nevertheless,  even  if  we  happened  to  go  into  a period 
in  which  our  research  work  did  not  seem  to  be  produc- 
tive and  fruitful,  it  would  be  part  of  my  philosophy  to 
go  on  making  the  effort,  in  the  belief  that  one  day  the 
effort  would  yield  its  inevitable  and  proper  fruit. 

I would  say  that  25  per  cent  of  our  sales  today  are 
of  materials  that  were  not  on  the  manufacturing  range  in 
pre-war  days. 

You  asked  what  are  the  main  considerations  which 
determine  the  size  and  content  of  our  investment  pro- 
gramme. With  that  background  that  I have  given,  the 
main  considerations  that  determine  the  size  and  content 
do  vary  a bit.  For  the  old-established  things  like  soda  ash 
it  is  all  drawn  and  determined  by  trend  curves,  and  so  far 
we  have  no  reason  to  question  the  wisdom  of  going  on 
trend  curves.  The  same  thing  applies  to  such  well-estab- 
lished things  as  ammonia;  when  one  comes  to  take 
ammonia,  one  gets  involved  in  the  agricultural  situation, 
and  the  agricultural  situation  has  developed  in.  a way  that 
to  some  of  us  has  been  very  extraordinary  in  spite  of  the 
trend  curves. 

10741.  Could  you  give  any  idea,  when  speaking  of 
these  trend  curves,  over  what  period  of  time  they  reach? 

^These  trend  curves  go  on  for  fifteen  or  twenty  years 

ahead. 
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10742.  Professor  Cairncross:  Do  they  also  go  back  a 

long  way? Yes.  I think  the  alkali  ones  go  back  to 

1880.  The  ones  that  I have  seen  they  certainly  go  back 
a long  way.  That  does  not  apply  in  the  case  of  ammonia 
and  these  matters.  When  we  come  to  new  products  for 
which  we  have  got  no  such  trend  curves,  we  have  to  do 
a great  lot  of  market  assessment.  Judgment  comes  in, 
and  we  do  our  best ; sometimes  our  best  is  good : some- 
times our  best  is  depressingly  poor.  So  far  as  the  techmcal 
and  administration  services  are  concerned,  they  toUow 
the  general  trend  of  oui  activities.  So  I ^nk  the  anwa 
to  the  question  what  are  the  main  considerations  which 
determine  the  size  and  content  of  our  investrnent  pro- 
gramme is  that  trend  is  the  big  thing,  and  then  judgment 
and  market  surveys  and  so  forth. 


10743.  You  said,  I thought,  that  the  proportion  of  your 
capital  expenditure  going  to  new  projects  is  now  ramer 
below  what  it  had  been  over  the  whole  post-war  penod. 
Does  this  imply  that  some  of  the  heavy  capital  ex^nditure 
that  you  have  been  incurring  is  of  a once-for-all  character, 
that  you  have  had  a particularly  heavy  stream  in  the 
postwar  period,  and  looking  ahead  it  may  not  be  qmte  as 
heavy?  Or  is  it  your  view  that  it  will  be  just  as  heavy 
but  may  be  devoted  more  to  the  established  projects. 

I would  expect  that  the  capital  expenditure  womd  be 
roughly  as  heavy  as  it  has  been.  I think  mat  the  «IJ 
million  I have  quoted  for  the  United  Kingdom  for  last 
year  would  be  in  the  top  side,  but  I would  be  surprised 
if  in  any  year  we  had  demands  that  were  lower  than 
£40  million.  Of  course  we  do  undoubtedly  have  from  a 
technological  point  of  view  waves,  and  it  is  our  busings 
to  try  and  smoothe  out  the  waves  in  order  to  keep  me 
Staffs,  design  staffs  and  engineenng  staffs 
employed  at  a reasonable  level. 

10744  A heavy  part  of  your  total  expenditure  in  the 
last  ten  years  must  have  gone  to  terylene,  polythene,  nylon 
and  so  on.  If  the  expenditure  m those  directions  were 
to  slacken,  or  if  you  had  not  a large  number  ot  new 
projects  or  processes  that  were  going  to  absorb  equal 
amounts,  would  you  be  Irft  concentrating  more  on  making 
up  arrears  on  your  soda  ash  and  caustic  soda  plants? 

We  bave  expenditure  which  for  the  purposes  of  what  is 
in  my  mind  we  w^  call  £12  million  a year  on  research ; 
even  if  there  is  a considerable  block  of  that,  something 
of  the  order  of  £5  million,  which  is  devoted  to  techmcal 
services  and  therefore  is  not  in  any  way  approaclung 
fundamental  research,  nevertheless,  we  have  a big  block 
of  people  who  are  devoting  their  brains  to  thi^ng  out 
new  things,  and  when  they  think  up  new  thi^s  and 
produce  a case  for  them  it  is  our  policy  to  go  ahead  to 
the  best  of  our  ability  with  them.  While  I appreciate 
your  point  of  view,  and  I agree  that  it  might  be  so,  my 
hope  would  be  it  would  not  be  so. 

10745.  You  do  not  foresee  a drop  in  your  total  capital 

requirements  in  the  next  ten-  to  fifteen  years? 1 do  not 

foresee  any  substantial  drop  in  total  expenditure.  I 
that  we  shall  go  on  somewhere  about  the  level  of  £40 
million  a year. 

10746.  Would  you  find  it  necessary  to  reduce  your 
capital  expenditure  if  your  sales  were  to  drop?— — 
Naturally.  If  we  have  backed  a wrong  horse,  or  if  the 
nylon  demand  does  not  continue  to  go  up  as  it  has  shown 
every  sign  of  going  up,  then  we  have  gone  up  an  avenue 
which  is  not  really  worth  the  effort  of  going  up. 

10747  You  would  not  regard  finance  as  likely  to  provide 

an  important  obstacle? ^That  is  my  general  view ; if 

we  can  make  the  technological  grade  I have  ewry  reason 
to  believe  that  we  shall  get  the  finance.  Our  whole 
philosophy  is  based  on  a developing  technology. 


10748.  Chairman:  May  we  then  come  to  our  second 
question  : bow  far  ahead  does  your  organisation  plan  the 

size  and  content  of  its  fixed  investment  programme? 

We  do  our  best  to  go  on  in  a five-year  programme ; we 
might  as  well  select  five  years  as  any  othCT  pwiod,  but 
by  the  third  and  fourth  year  what  we  are  talking  about 
is  getting  a pretty  long  way  off,  so  at  best  we  feel  we 
can  do  two  or  three  years  as  an  effective  plan,  reniember- 
ing  of  course,  that  the  trends  go  on  further ; but  for 
the’  final  summing  up  about  three  years  is  what  we  can 
effectively  plan.  That  means  that,  speaking  in  broad 
terms  we  have  found  that  from  the  earliest  stages  of  a 
project  until  it  becomes  effectively  in  production  is  about 
four  years.  When  we  get  launched  on  a project,  then 
the  whole  thing  gets  momentum,  and  it  usually  requires 
to  go  right  through  to  the  end.  We  do  not  like  being 


deviated,  because  that  is  costly.  Either  to  slow  down  or 
speed  up  on  any  of  these  projects  is  not  m our  expenence 
good  practical  business. 

10749.  Professor  Sayers:  Before  a project  begins  to 
acquire  momentum,  when  it  is  in_  the  stage  of  your  just 
making  up  your  minds  to  go  into  it,  what  kind  of  circum- 
stance may  lead  you  to  change  your  mind  at  the  last 
minute?  What  kind  of  circumstance  leads  you  to  go 

ahead  or  not  go  ahead? 1 could  illustrate  that  by  some 

technical  activities  in  the  textile  business.  We  have  some 
projects  ahead,  and  one  of  them  at  the  moment  has  been 
fust  postponed  for  a little  whfie  before  we  get  launched 
into  it. 

10750.  What  kind  of  circumstance  leads  you  into  such 

a postponement? ^This  is  a new  material.  As  you  can 

imagine,  before  we  go  into  this  business  large  market 
surveys  and  forecasts  have  been  made.  If  we  see  that 
the  actual  curves  are  not  adhering  to  the  forecast  curves, 
then  the  general  belief  is  that  what  is  happening  is  a 
delay  before  we  shall  reach  the  level  of  consumption 
projected  for  five  years  ahead.  We  have  gone  over  so 
many  possible  outlets  with  our  market  surveys  that  we 
have  reason  to  believe  that  the  market  surveys  will  not 
be  basically  wrong  in  magnitude,  though  they  may  be 
wrong  in  time.  So  we  hang  back  a bit.  to  ensure  that 
the  market  goes  ahead  aud  is  going  ahead. 


10751.  Do  statements  on  Government  policies  or  on 
Government  views  on  the  health  of  the  economy  and  so 

on  ever  influence  these  decisions? Can  I recall  any 

Government  statement  where  the  economy  was  not  in  the 
long  run  healthy? 

10752.  That  answers  my  question  ; you  are  emphasising 
that  even  before  a project  has  acquired  momentum  you 
are  thinking  very  much  of  a long  view? ^I  am. 

10753.  Chairman : We  hear  a great  deal  about  a jump 
in  Bank  Rate  being  a general  warning  to  the  world  that 
is  interested  that  trade  is  going  to  be  difficult  It  tnalws 
people  puU  in  their  horns  and  be  anxious.  In  view  of  ffie 
way  you  plan  your  capital  investment,  is  there  anything 
in  that  you  have  to  pay  attention  to? Not  a tremen- 

dous lot.  So  far  as  we  are  concerned  we  look  upon 
that  as  essentially  a temporary  measure  to  get  things 
back  into  balance.  Once  we  get  started  on  a business 
a jump  in  Bank  Rate  does  not  really  influence  us  very 
much  as  a company.  What  does  happen  is  that  a jump 
in  Bank  Rate  has  far  more  influence  on  people’s  personal 
affairs,  and  that  has  a delayed  action  on  our  _sal«  and 
activities ; but  I am  of  opinion  that  that  is  basically  just 
a delayed  action  in  the  progress  of  our  economy. 

10754.  Professor  Sayers:  Who  are  the  people  who  ^e 

affected  directly  by  the  jump  in  Bank  Rate? The 

people  who  want  to  buy  more  motorcars. 

10755.  And  that  affects  you  indirectly  in  some 

measure? ^Yes,  because  we  sell  paint  and  plastics  ot 

various  kinds  to  the  motorcar  people;  so  there  is  an 


10756.  Sir  Oliver  Franks:  You  are  saying  m effect  ffiat 
the  direct  effect  on  you  of  movements  in  the  Ba^  Rate 
is  small,  but  tiie  indirect  effect  may  be  quite  noticeable ; 
it  reacts  back. — Professor  Sayers:  Does  that  mean  that 
when  you  see  the  Bank  Rate  being  jumped  up  you  say 
to  yourselves:  “This  is  going  to  slow  down  the 
of  our  markets  ; we  had  better  go  slowly  in  the  project  l 

^Not  immediately,  because  when  the  Bank  Rate  jumps 

up  I do  not  know  how  long  it  is  going  to  jump  up  for, 
so  I wait  to  see  something  more  of  what  happens  to 
trade. 


10757.  Professor  Cairncross : Are  there  some  occasions 
when  you  take  a tougher  line  about  letting  something 

through  than  other  occasions? ^There  are  some  occ^ 

sions.  You  say  “ a tougher  line  ’’ ; we  try  to  be  bal^ced 
in  our  view,  and  to  limit  our  capital  expenditure  to  things 
that  we  believe  are  really  necessary.  The  amount  of  excess 
capital  that  goes  in  amenities  is  very  small  indeed,  so 
there  is  no  sense,  because  the  Bank  Rate  is  going  up,  ra 
making  the  washing  faciUties  of  an  amenity  block  more 
austere.  We  should  have  our  standards  and  stick  to  them. 
Then  our  people  can  usually  put  up  a very  sti^g  case 
for  new  laboratories,  and  they  are  extenffing.  When  this 
kind  of  tough  occasion  arises  the  Board,  may  satisfy  ^ 
conscience  by  having  a crack  at  it,  hut  it  boils  Jo 
the  fact  some  offices  are  delayed  and  work  is  contmued 
in  some  huts  which  were  more  or  less  condemned. 
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10758.  Sir  Oliver  Franks:  What  you  really  pay  atten- 
tion to  is  changes  in  the  physical  effects ; on  the  whole 
you  regard  the  monetary  variations  as  relatively  flexible 

and  therefore  not  likdy  to  be  very  significant? ^Yes. 

10759.  Chairman:  When  you  are  considering  any 
particular  programme  of  capital  expenditure  and  the 
costing  of  it,  your  plans  at  some  stage  bring  in,  I suppose, 

a rate  of  interest  on  the  capital? ^Not  just  in  that 

simple  way.  We  naturally  look  for  an  adequate  return 
on  the  money.  In  the  early  days  in  this  business  we 
used  to  bring  the  rate  of  interest  in,  but  to  the  best  of  my 
knowledge  I think  that  is  now  removed  and  we  look  at 
the  gross  return  on  the  capital. 

10760.  Professor  Cairncross : What  do  you  regard  as  a 

figure  to  look  to  as  the  minimum? ^That  k a question 

incapable  of  being  answered.  Sometimes  capital  expendi- 
ture which  only  yields  two  or  three  per  cent,  for  various 
other  reasons  has  to  be  gone  on  with.  In  other  cases 
the  figure  is  vastly  different.  It  is  really  impossible  to  give 
a general  figure ; but  I think  I may  go  this  far,  and  say 
that,  taking  our  divisions  as  a whole,  we  began  to  sit  up 
and  take  notice  and  ask  a great  lot  of  questions  when 
they  get  somewhere  down  towards  nine  per  cent.,  but 
that,  if  they  are  up  around  twelve  per  cent,  we  are  inclined 
to  say : “ Good  boys,  well  done ; get  on  with  it.”  But, 
as  you  know,  I.C.f.  is  divided  up  into  something  like 
thirteen  manufacturing  divisions  in  the  country,  and  things 
differ  from  one  to  another. 

10761.  Suppose  that  these  divisions  put  in  one  year  a 
very  large  number  of  projects  to  you,  far  more  than  in 
previous  years,  and  all  quite  good ; do  you  still  decide 

to  go  ahead  on  the  same  footing? ;We  naturally  ask 

them  if  they  have  the  capacity  to  carry  it  out ; the  answer 
to  that  under  the  circumstances  you  postulate  would 
appear  to  be  no.  They  cannot  have  engineers  lying 
around  doing  nothing.  It  might  be  that  they  would  have 
such  a good  case  that  we  would  deploy  people  from 
one  division  to  another ; we  certainly  do  that  from  time 
to  time,  and  more  particularly  if  a division  is  running  into 
a slack  period. 

10762.  But  you  do  not  start  from  an  idea  of  a fixed 
ceiling  if  you  do  get  radier  better  projects  put  forward 

in  a bad  year? We  would  undoubtedly  set  about  getting 

an  organisation  to  carry  them  out,  provided  that  it  was 
not  an  organisation  that  was  going  to  soar  way  up  and 
stay  up  for  eighteen  months  and  then  go  flopping  down 
again.  That  would  be  wrong. 

10763.  In  those  circumstances  you  might  find  you  were 
obliged  to  go  to  the  market  for  far  more  capital  than 

previously? By  and  large  we  regard  70  per  cent,  as  a 

kind  of  workable  figure  of  the  capital  which  we  gel  from 
the  proceeds  of  our  business,  and  we  look  for  30  per  cent, 
from  the  market. 

10764.  But  these  ratios  would  inevitably  change  if  you 
found  you  were  having  a run  of  good  projects  coming 
in  front  of  you,  if  you  sanctioned  them? ^If  we  sanc- 

tioned them,  and  provided  that  we  paid  due  attention  to 
our  past  results.  I imagine  that,  if  we  came  along  with 
a terrific  burst  of  capital  expenditure  without  having  shown 
that  we  had  achieved  results  in  the  past,  the  market  might 
look  a^ance  at  our  request  for  money. 

10765.  Sir  Oliver  Franks:  Could  I come  back  to  one 
point,  to  make  sure  I understood?  Am  I right  in  thinking 
that  it  is  your  view,  and  therefore  the  experience  of  your 
company,  that  in  a period  when  money  is  dearish  or 
dear  for  quite  a time,  say  in  1955  to  1957  when  by  and 
large  money  was  dear  or  dearish  all  the  time,  there  are 
perceptible  differences  in  the  demand  for  some  of  your 
products,  and  that  you  would  be  inclined  to  attribute  that 
to  die  workings  of  monetary  measures?  Is  that  a fair 

statement,  or  would  you  want  to  qualify  it? think  I 

would  want  to  qualify  it  a little  bit.  I am  not  a textile 
expert,  and  I may  be  wrong,  but  I imagine  that  one  of 
the  reasons  for  Ae  position  of  the  textile  business  now 
is  that  there  must  have  been  for  various  reasons  an  excess 
stocking  of  textiles  in  the  general  community  at  large. 
That  may  also  have  been  contributed  to  by  the  fact  that 
money  was  dear  and  therefore  people  who  would  normally 
have  bought  so  many  textiles  have  not. 

10766.  I expected  you  to  say,  as  I think  you  are  saying, 
that  many  ofter  causes  may  and  do  affect  your  markets 
with  monetary  measures  taken ; but  the  positive  point  I 
was  on  was  that  you  do  think  monetary  measures,  if 
at  all  stringent,  do  affect  some  of  your  markets  perceptibly. 


and  you  take  them  to  be  either  causes  or  important  among 
the  various  causes  of  the  phenomena  which  you  observe? 

^Yes ; but  of  course  very  few  of  our  products  are 

going  directly  to  the  consumer  market ; they  are  going  to 
raw  material,  mainly. 

10767.  Professor  Sayers:  In  discussions  as  to  whether 
you  should  go  ahead  with  particular  projects  or  not  during 
the  last  three  or  four  years,  has  any  participant  in  such 
a discussion  ever  said  something  like : “ Money  is  being 
rather  persistently  dear,  and  difficult  to  get ; therefore  the 
textile  markets  will  be  rather  more  depressed ; therefore 

we  had  better  go  slowly  ”? By  and  large  the  answer 

is  that  is  no.  We  go  for  the  markets  and  whatever  the 
cost  of  the  market,  whatever  the  size  of  the  market,  the 
decision  is  based  on  that. 

10768.  Chairman:  Your  real  test  is  a constant  check 
of  sales  realised  against  forecasts  based  either  on  trend 
curves  or  upon  market  research  work  on  projects.  Those 
facts  are  presented  to  you  currently  as  you  go  from  year 
to  year.  1 suppose  you  are  not  directly  concerned  to  ask 

what  is  the  cause  of  divergences? ^We  do  not  quite 

go  in  consistently  and  deeply  into  the  cause.  We  rather 
go  for  the  effects. 

10769.  You  must,  when  considering  what  to  do  about 
a variation  between  sales  and  curve  forecasts,  try  to  analyse 

the  causes  which  produce  them? ^Yes,  because  if  there 

are  reasons  to  think  that  the  cause  is  a final  cessation 
then  there  is  no  use  going  on ; but  if  it  is  a temporary 
cessation  of  use,  as  in  my  conception  is  the  case  in  the 
textile  industry  now,  then  trade  will  go  ahead,  and  we 
probably  cany  on. 

10770.  I think  it  follows  from  what  you  said  to  Professor 
Sayers  that  you  do  not  regard  the  monetary  factor  as 
one  of  the  causes  for  variations  between  sales  realised 

and  forecasts  in  recent  years? It  has  not  been  one  of 

the  major  causes  that  has  come  into  our  estimation. 

10771.  Professor  Sayers;  When  the  Budget  news  comes 
in  April  each  year,  does  its  nature  affect  the  atmosphere 

in  which  you  take  decisions? If  you  are  asking  me  as 

a technologist  I say  no,  but  of  course  I am  oiy  part 
of  a large  organisation,  and  there  are  a great  lot  of  other 
people  who  are  more  used  to  thinking  out,  considering 
and  coming  to  conclusions  on  those  particular  things  than 
I am. 

10772.  Do  you  think  the  weight  of  opinion  in  your 
board  can  be  changed  by  a surprisingly  generous  or  austere 
Budget? ^What  do  you  mean  by  an  austere  Budget? 

10773.  One  that  puts  a sixpence  or  shilling  on  the 
income  tax  unexpectedly. — Sir  Oliver  Franks:  Or  makes 
investment  allowances  negative : it  would  be  austere  if  you 

bad  to  pay  to  invest. We  have  to  pay  in  the  end.  It 

would  be  wrong  to  say  that  Budgets  are  of  no  interest,  but 
I cannot  recall  any  of  them  that  made  any  significant 
change  in  our  approach  to  what  we  were  thinking  of  doing. 

10774.  Professor  Sayers:  Did  they  ever  make  for  delay 

in  a project  before  it  had  got  its  momentum? 1 cannot 

recall  any  occasion. 

10775.  Chairman : What  you  have  been  saying  includes 
the  devices  directed  straight  at  you,  such  as  investment 

allowances  which  are  supposed  to  affect  industry? 

These  are  particular  matters  on  which  I personally  look  for 
guidance  to  others  rather  than  plunge  ahead  on  my  own 
responsibility.  As  I tried  to  indicate,  my  financial  con- 
ceptions are  relatively  simple,  and  may  be  so  simple  as  not 
to  take  any  of  the  major  factors  into  account,  so  I am 
always  looking  to  being  corrected  on  these  matters  and 
being  told  I have  missed  out  some  important  point. 

10776.  I gather  these  particular  devices  do  not  play  a 

part? ^They  do  not  I cannot  recall  anybody  saying: 

" Now  they  have  given  us  a good  investment  allowance ; 
let  us  get  on  with  it”  I cannot  remember  them  having 
such  an  effect  that  it  was  the  difference  between  “ stop  ” 
and  “ go 

10777.  Professor  Cairncross:  You  told  us  that  you 
normally  ran  on  a 70  per  cent,  self  finance  and  30  per 
cent,  market  finance  basis.  At  the  same  time  you  put  to 
us  ffiat  you  had  a fairly  steady  programme  of  capital 
expenditure  ahead,  that  reflected  to  quite  a large  extent 
progress  in  technology ; new  projects  and  new  techniques 
you  wanted  to  incorporate  in  your  business  that  would 
involve  capitd  expenditure  at  that  rate.  Is  it  a matter 
of  accident  that  a lot  of  big  companies  all  have  roughly 
the  same  ratio  which  they  stick  to,  although  at  the  same 
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time  they  have  programmes  of  capital  expenditure  to 

finance  which  may  vary  from  time  to  time? If  you  tell 

me  it  is  a fact,  I accept  that.  I do  not  know  exactly,  when 
vou  say  “ big  companies  ”,  what  you  refer  to.  1 do  not 
think  that  you  could  say  that  British  Rai^ays  do  just 
that.  I do  not  know  about  the  Electricity  Council ; they 
conceivably  could  do  it,  but  I do  not  think  they  do.  But 
I have  never  done  any  calculations. 

10778.  I was  thinking  of  manufacturing  industry.  I 
will  put  the  question  to  you  more  simpl>;.  A 70  per  cent./ 
30  per  cent,  ratio  really  of  itself  would  give  you  the  figure, 
would  it  not,  knowing  the  profits,  for  the  arnount  ot 
capital  expenditure?  But  you  do  not  know  it  till  people 
come  forward.  Do  you  get  projects  that  lot  up  to  that/ 
-^Yes  Also  remember  that  I said  the  r/tro  of  capital 
expenditure  ; I did  not  say  the  total  of  projects  m any  one 
year  There  is  a smoothing  out ; there  was  one  year 
that  projects  came  forward  whoso  total  value  was  some- 
thing of  the  order  of  70  to  80  per  cent,  of  a year  s capital 
expenditure,  but  of  course  the  capital  expenditure  on 
the^m  in  that  year  was  not  70  or  80  per  cent.  Again  | 
come  back  to  the  four  years  it  takes  to  have  an  effect.  I 
have  here  some  figures : in  the  first  year  we  spent  8'5  per 
cent,  of  the  total  on  a particular  project,  m the  second 
36  per  cent,  in  the  third  33  per  cent,  m the  fourth  16  5 
plr  cent.,  and  in  the  fifth  6 per  cent.  So  for  a projtui 
as  a whole  94  per  cent,  of  the  total  is  spent  over  the 
first  four  years. 

10779.  Suppose  that  your  profits  were  to  fall  in  dircction-s 
which  did  not  affect  your  capital  expenditure  at  all,  but 
none  of  your  new  project.s  was  going  to  be  held  i-'P 
you  were  running  into  a difficult  year,  and  you  had  rather 
less  money  coming  to  you  than  you  had  reckoned  on ; 
would  that  by  itself  dispose  you  to  look  at  your  capital 
expenditure  again  and  make  cuts?-; — N^urally  what  wc 
do^  depends  on  our  financial  position.  This  comes  mto 
the  questions  that  you  asked  me  about  stocks.  We  do  not 
trade  in  stocks.  Our  business  is  only  to  have  money  m 
stocks  so  far  as  is  necessary  for  the  .smooth  running  of 
the  business.  If  there  was  this  kind  of  condition  that 


you  mention,  we  would  naturally  endeavour  to  run  down 
our  stocks  so  that  we  had  only  those  stocks  at  the  minimum 
to  carry  the  smooth  running  of  the  business.  I sometimes 
bring  together  the  top  men  of  the  divisions,  and  the  finance 
director  will  bring  together  the  chief  accountants  of  the 
divisions,  and  if  we  have  seen  that  stocks  are  diverging 
from  pattern  there  is  a conscious  and  distinct  effort  to 
get  them  into  line  with  the  business  that  is  being  conducted. 

10780  Professor  Sayers:  Would  such  a discussion  ever 
be  initiated  as  a result  of  the  finance  director  coming 
along  and  saying : “ Somehow  or  other  we  have  got  to 
get  ourselves  more  liquid  ”? ^Presumably. 

10781.  Would  you  trim  your  stocks  a little? 

Presumably. 

10782.  Has  it  ever  happened? For  that  particular 

purpose  it  certainly  has  not  happened  recently.  I seem 
to  rWmber  one  time  in  1937  or  1938  when  it  did  happen, 
but  I am  not  aware  of  it  in  the  last  three  or  four  years. 
That  has  not  been  a major  factor. 

10783.  Chiiirman:  The  safeguarding  of  your  liquidity 

is  I suppose,  the  concern  of  your  finance  director? 

Yes  As  you  know,  we  are  blessed  with  Paul  Chambers, 
who  has  a reputation  in  these  matters ; he  is  the  Deputy 
Chairman,  so  I have  the  benefit  of  his  advice  from  day 
to  day.  Wo  also  have  a finance  director,  Mr.  Mcnzies. 

10784.  Professor  Savers:  May  I ask  one  other  ques- 
tion of  fact?  I do  not  know  what  is  true  of  your  com- 
pany, but  over  the  company  field  generally  it  is  pretty 
clear  that  plans  of  capital  spending  during  the  last  year 
have  fallen  to  an  appreciably  lower  level  than  in  the  pre- 
vious year.  Have  you  any  idea  of  what  has  brought  about 

that  fall? 1 understand  that  it  very  largely  comes  from 

the  relatively  smaller  companies.  That  is  my  impression, 
but  1 have  no  figures  to  justify  my  view. 

Chairiuan : I think  we  have  covered  all  our  questions, 
thunk  you  very  much  indeed : it  has  been  very  helpful 
to  us, 


{The  witness  withdrew.) 
{Adjourned  until  2.15  p.m.) 


Sir  Theodore  Gregory  called  and  examined. 


10785.  Chairman-.  Sir  Theodore,  you  ate  the  lecond 
member  at  the  Maemiilau  Committee  whom  ive  have  tad 
tare  today  ; Lord  Brand  was  hero  this  motmne.  Wo 
“e  very  trVteM  to  you  for  yotu  memorandum*.  We 
should  like  to  get  you  to  enlarge  on  some  things.  In 
paragraph  14  you  say : — . 

“ . . there  are  two  things  about  the  present  situa- 
tion’ which  impress  me  very  rnuch.  'I'hc  lirst  >8  that 
changes  in  the  rate  of  interest  do  have  a much  greater 
influence  on  the  willingness  to  save  and  the  willingness 
to  borrow  than  we  had  been  led  to  suppose  by  the 
fashionable  thinking  of  the  last  two  decades. 

Could  you  say  a little  more  about  that?  -Sir  llieodore 
Gregory : I think  there  has  been  a great  deal  of  defeatism, 
especially  in  English  thinking,  on  the  function  of  interest 
rates  and  their  significance  for  the  economy  as  a whole. 
There  has  been  a tendency  to  assume  that  borrowers  arc 
indifferent  to  the  rate  which  is  charged  them,  and  a com- 
plete neglect  of  the  fact  that  people  are  more  willing  to 
save  when  rates  of  interest  go  up  than  when 
interest  are  low.  Also  I have  been  impressed  by  the  fact 
that  even  in  countries  with  much  more  disor^niscd 
monetary  systems  than  the  British  one  at  its  worst,  changes 
in  rates  of  interest  have  had  very  great  sigmUcanee  both 
in  the  attitude  of  borrowers  and  in  the  attitude  of  deposi- 
tors and  savers.  Thinking  specilically  of  the  case  of 
Greece,  I conducted  a five-year  campaign  to  try  and  get 
the  Bank  of  Greece  to  alter  the  whole  level  of  deposit 
and  interest  charges,  which  they  were  originally  quite  un- 
willing to  do.  They  subsequently  did  so  with  very  sur- 
prising results  ; the  level  of  deposits  went  up  enormously, 
and  the  rate  of  borrowing  fell  back  very  significantly.  1 
fancy  that  is  true  of  a larger  number  of  countries  than 

current  thinking  appears  to  warrant. 

• Memoranda  of  Evidence  Part  XUI  No.  11. 


10786,  Do  you  think  that  the  effects  of  the  manipula- 
tion of  rates  of  interest  are  rapidly  observable,  or  that 
one  must  wait  over  a period  to  sec  the  results / —-  -Merely 
to  put  up  the  Bank  Rale  at  a time  when  the  banks  are 
very  liquid  does  require  a powerful  policy  to  reinforce 
it  On  the  other  hand,  a rise  In  the  rate  of  interest  has 
immediate  effects  on  such  an  organisation  as  the  new  issue 
market.  One  of  the  most  striking  phenomena  of  last 
September  was  that  it  killed  the  Issue  market  for  the  ume 
being  stone  dead.  I think  also  that  so  long  as  deposit 
rates  and  savings  rates  follow  the  Bank  Rale  there  is  an 
immediate  effect  on  willingness  to  save.  As  regards  Mm- 
meroiai  borrower.s,  I would  agree  that  the  effect  fends  to 
be  delayed,  but  in  certain  parts  of  the  monetary  field  1 
think  the  effects  arc  much  more  immediate  and  the 
psychological  consequences  much  more  marked  than 
current  thinking,  at  any  rate  as  it  was  until  last  September, 
has  been  prepared  to  admit. 

10787.  Professor  Cairncruss:  Is  tbere  much  evidence 
for  this  that  one  can  point  to  spedfically,  other  tban  a 
general  impression?  Take  the  effect  on  saving,  fo 
in.stance?— -There  are  so  many  other  concurrent  factors. 
I would  not  like  to  commit  my.sclf  about  the  positmn  iQ 
the  United  Kingdom  because  I have  not  looked  at  m 
figures.  As  regards  my  personal  experience 
was  very  much  surprised  how  quickly  m fact  depcsito 
did  respond,  in  spite  of  the  fact  that  lack 
in  the  Greek  currency  was  much  more  marked  than  it 
has  ever  been  in  the  pound  sterling  here. 

10788.  In  the  Greek  case  did  savings  also  change,  or 
was  it  a change  in  the  form  m which 
from  currency  to  deposits? — -There  was  both.  Th« 
was  a change^ in  the  willingness  to  save.  CondiUons  mc 
so  unlike  English  ones  that  one  would  have  to  go 
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a long  technical  explanation ; but  the  fact  is  that  the 
rise  in  bank  deposit  rates  in  Greece  did  induce  people  to 
hold  currency  instead  of  sovereigns.  That  is  very  signifi- 
cant ; it  overcame  not  a liquidity  preference  but  a gold 
preference. 

10789.  Professor  Sayers:  That  would  tend  to  indicate 
that  the  effect  of  the  rise  in  interest  rates  was  to  restore 

confidence? It  was  partly  the  mere  attraction  of  the 

rate.  After  all,  in  countries  in  which  there  is  a gold 
market  in  which  holders  of  gold  are  not  very  certain  of 
their  legal  jiosition,  they  hold  sovereigns  just  because 
there  is  nothing  else  to  hold,  and  the  mere  fact  that  they 
are  offered  a higher  rate  of  interest  is  a sufficient  induce- 
ment to  switch  from  one  to  the  other.  I do  not  think 
that  (in  under-developed  countries  particularly)  people 
have  clear  ideas  about  liquidity  preference ; they  simply 
say : “ What  is  going  to  happen  to  our  money  if  things 
go  on  like  this?” 

10790.  Chairman:  What  were  the  instruments  of  saving 

in  Greece  which  benefited  from  this? There  was  an 

enormous  increase  in  time  deposits  in  the  banks. 

10791.  Professor  Sayers:  What  was  the  range  of  interest 
rate  changes? ^The  Greek  government,  like  all  govern- 

ments, was  bitten  by  the  idea  that  there  must  be  relatively 
cheap  money.  The  official  rates  were  in  the  neighbourhood 
of  between  5 per  cent,  and  7 per  cent.  They  put  up 
the  rates  to  somewhere  between  9 per  cent,  and  12  per 
cent.  I know  these  are  very  high  rates,  but  one  has  to 
make  allowance  for  semi-oriental  countries,  where  the 
average  rate  is  much  higher  anyway  than  it  is  here. 


10792.  Professor  Cairncross:  If  you  were  looking  at 
conditions  in  this  country,  would  you  think  that  the  impact 
on  the  borrower  would  be  primarily  through  stocks,  or 
would  you  be  thinking  of  the  effect  on  long-term  invest- 
ment?  Partly  on  stocks ; I also  think  that  if  one  is 

contemplating  a “ real  ” capital  investment  in  building  or 
anything  else,  one  is  rather  deterred  by  the  fact  that  the 
rates  suddenly  shot  up  from  the  5 per  cent,  to  the  7 per 
cent,  level:  1 think  one  defers  expenditure.  I would  if 
I were  a speculative  builder. 

10793.  Even  though  the  rise  was  in  short-term  rates 

only? Even  if  it  were  only  short-term  rates,  there  is 

always  a repercussion  on  the  long-term  rate ; and  in  the 
new  issue  market  particularly  (I  am  not  talking  of  fixed 
interest  bearing  securities,  but  of  new  issues  of  equities) 
I should  have  thought  the  facts  justified  the  view  that 
one  cannot  rely  on  the  current  rate  of  disposal  of  new 
securities  continuing  when  the  Bank  Rate  rises  very  sharply, 
even  though  one  may  suppose  that  it  is  only  for  six  or 
nine  months. 


10794.  Professor  Sayers : If  one  is  expecting  the  efficacy 
of  Bank  Rate  to  be  partly  through  the  long-term  markets, 
what  case  is  there  for  the  authorities  taking  action  to 
accentuate  that  effect  by  open  market  operations  in  the 

long-term  market? do  not  know  that  I really  have 

any  decided  view  about  that.  1 should  not  on  general 
grounds  be  averse  to  operating  in  the  long  market  if  I 
thought  it  was  necessary.  I think  it  is  entirely  a question 
of  fact ; in  principle,  if  I could  only  influence  the  situation 
by  operating  on  longs,  I would  do  so. 

10795.  Professor  Cairncross:  Including  selling  longs? 

^Yes,  provided  of  course  that  the  market  would  let 

me  do  so. 

10796.  Chairman:  Is  that  not  probably  a most 

material  qualification? 1 was  very  much  unpressed  by 

the  evidence  which  was  given  by  the  General  Manager 
of  the  Union  Discount  Company  before  the  Parker 
Tribunal.  That  company  was  in  fact  the  market  m certain 
short-dated  securities.  He  thought  that  we  had  allowed 
things  to  drift  last  year  to  the  point  when  operating 
through  the  sale  of  securities  might  very  well  have  been 
ineffective  and  might  simply  have  smashed  the  market. 

10797.  You  regard  it  primarily  as  a practical  market 

question? Yes,  I have  no  preconceived  idea,  hke  that 

of  the  Federal  Reserve,  that  a central  bank  may  only 
operate  in  bills  and  shorts ; I would  not  accept  that  lor 
one  moment. 


10798.  In  the  earlier  part  of  your  memorandum  you 
refer  to  the  moral  aspects  involved  in  ^ntral  banking , 
this  is  not  one  of  them? ^To  my  mind  not. 

10799.  Professor  Cairncross:  You  would  see  justifica- 
tion in  the  Bank  of  England  on  occasion  cutting  the  pri« 
at  which  it  was  prepared  to  make  sales  of  Government 
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bonds  well  below  the  market  price,  and  therefore  estab- 
lishing a new  low  market  price? Undoubtedly. 

10800.  Is  not  this  done  in  South  Africa? ^There  is 

no  open  market  in  South  Africa ; that  is  the  real  trufii 
about  it.  Tihat  ds  one  of  the  ififficulties,  althou^  there 
are  now  more  'tlian  promising  .be^'imings.  It  is  not  really 
possible  to  practise  open  market  policy  unless  there  is  a 
highly  developed  money  market ; when  there  are  only 
four  big  banks,  and  when  the  real  open  market  is  in  the 
hands  of  building  societies  and  so  on,  things  work  very 
differently.  But  I cannot  ima^ne  that  a central  bank 
would  be  inhibited  from  pursuing  any  repressive  policy 
if  it  thought  it  necessary  at  any  given  moment  in  time. 

10801.  Your  judgment  would  be  based  entirely  on 

whether  it  was  effective? Decidedly ; and  I would  say 

that  one  would  limit  one’s  rate  of  loss  by  acting  as  soon 
as  possible.  If  the  central  bank  waits  until  the  market 
is  in  such  a disorganised  condition  that  it  has  to  suffer 
very  severe  losses,  I agree  that  it  might  find  itself  in  a 
very  difficult  position.  It  would  need  big  reserves  in  the 
central  bank  to  stand  situations  of  that  kind. 

10802.  Chairman:  Putting  aside  losses  that  the  central 
bank  might  infiict  upon  itself,  perhaps  you  would  con- 
sider the  losses  inflicted  on  those  who  would  be  expected 

to  operate  in  the  market  year  in  and  year  out? agree 

that  there  is  a very  difficult  problem,  if  we  are  thinking 
of  the  jobbers  in  this  market ; but  ^ere  again  I would 
say  that  very  heavy  losses  are  only  likely  to  be  incurred 
if  the  situation  is  left  to  drift  too  long.  That  was  the 
real  tragedy  of  last  year.  One  might  have  reached  a 
situation  when  very  heavy  losses  might  have  been  in- 
flicted on  the  jobbing  market  without  any  considerable 
effect  on  the  credit  situation,  because  nobody  would  buy 
at  all  at  any  price. 

10803.  Professor  Cairncross : Do  you  see  any  difference 
between  that  situation  and  a situation  where  the  Govern- 
ment is  a constant  seller  of  bonds  because  it  has  large 
requirements  to  flnance  and  attempts  to  press  its  sales 
very  vigorously?  Might  this  not  involve  acquiescence 

in  a permanent  fall  in  the  price  of  bonds? Why 

permanent? 

10804.  Are  not  people’s  expectations  about  the  future 
price  of  bonds  governed  to  some  extent  by  current  opera- 
tions, especially  by  the  Government,  in  the  market,  so 
that  if  the  Government  was  selling  heavily  and  quoting 
lower  prices,  that  might  force  the  market  down  and  let 
it  settle  down? It  would  require  a very  curious  situa- 

tion in  which  that  could  arise.  I should  imagine  that  it 
could  only  arise  if  people  thought  that  the  monetary 
system  was  so  completely  disorganised  that  there  was  no 
ciance  of  recovery  over  a period  much  longer  than  the 
average  life  of  a short  bond.  Then  one  would  have  to 
cut  one’s  losses  anyway  to  get  to  a saner  situation. 

10805.  Does  this  mean  that  you  think  the  price  of  bonds 
is  geared  in  some  close  way  to  the  expected  rate  of  return 

on  short-term  investments? Not  the  very  long  ones, 

because  they  did  not  fall  very  much  even  last  September  ; 
but  only  going  up  to  ten  or  fifteen  years,  yes.  If  people 
thought  that  over  the  next  decade  the  requirements  of 
monetary  policy  would  call  for  an  average  level  of  rales 
higher  than  in  the  last  decade,  I think  that  they  would 
be  right  not  to  buy  bonds  except  at  an  appreciable  dis- 
count on  their  present  price ; but  that  is  a different  thing 
from  saying  the  central  bank  ought  oot  to  sdl  bonds. 

10806.  Do  you  feel  that  the  central  bank  in  this  country 
has  some  freedom  of  manoeuvre  in  the  handling  of  short 
and  long  rates,  and  can  for  instance  push  up  long  rates 
witoout  necessarily  pushing  up  short  rates  at  the  same 

time? M it  were  known  that  the  central  bank  was 

deliberately  selling  in  order  to  depress  the  level  in  long 
rates,  that  would  surely  have  some  effect  on  short  rates. 
It  really  depends  on  the  view  taken  by  the  market  as  to 
how  long  this  policy  is  going  to  continue.  From  the  stand- 
point of  some  investors,  let  us  take  insurance  companies, 
which  have  a quasi-perpetual  life,  it  might  be  extremely 
attractive  to  buy  long-dated  at  what  they  would  call  bar- 
gain prices  if  they  thought  that  within  the  next  two  or 
three  years  there  might  be  a recovery. 

10807.  But  the  rise  in  long  rates  in  your  view,  if  I 
understand  it,  would  not  necessarily  provoke  a substantial 

rise  in  short  rates? Suppose  that  there  was  a fall  of 

fifteen  points  in  a thirty-year  bond,  and  I as  an  institu- 
tion am  indifferent  to  what  I hold  from  the  standpoint 
of  my  responsibiUties  to  my  investors ; I am  not  at  all 
sure  that  I would  not  sell  some  shorts  and  buy  some 
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longs.  If  I were  an  insurance  company,  provided  I 
thought  that  this  was  really  only  in  order  to  effect  a 
readjustment  of  the  monetary  situation  de  facto,  I should 
buy  longs.  If  I thought  that  this  was  an  indication  of  the 
central  bank  and  the  monetary  authorities  generally  that 
they  took  a very  gloomy  view  about  the  long-term  pros- 
pects, I do  not  know  what  I should  do  ; I would  probably 
hold  shorts. 

10808.  An  insurance  company  might  have  a relatively 
small  interest  in  shorts  in  the  ordinaiy  sense_  of  the  term? 

If  there  was  only  a very  smaU  interest  in  shorts,  and 

if  it  were  supposed  that  the  operations  of  the  central  bank 
were  not  intended  to  effect  a permanent  change  in  the 
monetary  situation,  then  I would  be  inclined  to  say  that  the 
reaction  on  shorts  might  be  very  small.  It  depends  upon 
how  the  market  takes  it. 

10809.  Professor  Sayers:  Suppose  that  instead  of  this 
being  ascribed  to  a very  gloomy  view  on  the  part  of  the 
monetary  authorities  it  was  ascribed  to  a very  optimistic 
view ; suppose  that  the  authorities  believed  that  there  was 
going  to  be  a persisting  demand  for  capital  development 
and  that  therefore  a relatively  high  long  rate  was  appro- 
priate, not  merely  now  but  for  some  time  ahead,  and  on 
that  ground  they  thought  it  right  to  push  long  rat«  up 
somewhat  by  selling  long-term  Government  securities  at 
rather  lower  prices  than  had  prevailed.  That  is  not_  a 
gloomy  situation  ; it  is  a situation  in  which  the  authorities 
go  quite  deliberately  into  higher  long-term  rates.  In  that 
atuation  what  wodd  you  expect  to  happen  about  short- 
term rates,  and  what  do  you  think  the  authorities  should 

do  about  short-term  rates? ^If  they  really  took  the  view 

that  over  tiie  next  five  or  ten  years  requirements  were  going 
to  be  so  large  that  a higher  long-term  rate  of  interest  was 
justified  and  indeed  imperative,  tiien  I tiiink  they  should 
also  operate  on  the  short  rate,  because  I do  not  like  to 
see  too  much  of  a spread  between  the  trend  of  long  rates 
and  the  trend  of  short  rates.  That  is  on  flje  assumption 
which  you  put  that  there  really  is  a deliberate  intention 
to  force  the  long  rate  up. 

10810  Ou^t  we  to  add  the  assumption  that  the  authori- 
ties made  their  view  known?  Would  that  be  relevant? 

If  they  made  it  known  I should  think  that  there  would  be 
instantaneous  reaction  on  shorts.  If  people  were  told 
that  long  rates  were  going  to  go  down  by  five  pomts, 
the  temptation  would  be  for  everyone  to  switch  from 
shorts  to  longs,  and  that  would  affect  the  short  rate. 

10811.  Professor  Cairncross:  I would  have  thought  that 
it  was  open  to  the  central  bank  to  keep  short  rates  low 
if  it  so  chose,  as  it  did  up  to  1951,  provided  it  was  pre- 
pared to  create  enough  cash,  and  that  although  the  market 
pressure  might  be  in  the  direction  of  a higher  short  rate 
it  would  be  possible  to  impose  and  maintain  a ceilu^  on 

the  short  rate? ^You  are  assuming  that  the  central  bank 

would  be  prepared  to  increase  the  money  supply  m 
order  to  keep  the  short  rate  where  it  is.  Could  it  do  that 
vrithout  affecting  the  long  rate  again?  Suppose  that  the 
central  bank  pushed  out  a lot  of  money  by  open  market 
nolicy  in  the  hope  of  keeping  the  short  rate  down ; it 
would  do  that  for  two  or  three  months,  but  if  it  were 
known  to  be  doing  this  in  order  deliberately  to 
increase  the  spread  between  long  and  short,  surely  there 
would  be  some  further  reaction  on  tiie  long  market. 

10812,  What  is  your  comment  in  the  light  of  what  hap- 
pened until  1951?  There  was  clearly  a very  rapidly  grow- 
ing  spread  between  short  and  long  rates  over  that  penod, 
but  it  did  not  seem  to  provoke  anything  untoward?  i 
would  not  like  to  comment  on  that  because  I was  not  here 
at  the  time.  But  I should  have  thought  that  the  Bai^ 
could  not  operate  too  much  in  one  market  without  directly 
or  indirectly  affecting  the  other. 

10813.  Chairman:  Is  that  because  you  do  not  regard 
the  money  creat^  for  the  purposes  of  operating  in  one 

market  as  dedicated  and  confined  to  that  one  market? 

Once  the  money  is  out  it  is  out. 

10814.  Professor  Sayers:  You  mean  that  there  is  such 
contact  between  the  various  parts  of  the  market  that  money 

moves  readily  from  one  part  to  another? It  is  not  as 

if  there  was  only  a supply  of  Treasury  Bills  and  a supply 
of  thirty  year  bonds ; there  are  intermediate  and  short- 
term stocks  and  so  on.  There  must  be  a percolation 
through,  I should  have  thought.  But  I am  speaking  with 
great  diffidence  about  tiiis ; you  are  asking  me  questions 
which  are  outside  my  professional  experience. 
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10815.  Chairman:  Why  would  you  not  like  to  see  a 
big  spread  between  short-term  rates  of  interest  and  long- 
term?  would  say  that  it  is  really,  to  use  a much 

abused  phrase,  a little  unnatural ; I base  this  on  a sort  of 
feeling  that  it  cannot  be  right. 

10816.  Does  that  mean  that  you  think  that  it  would 
inherently  correct  itself  over  a period  and  that  the  spread 

would  shorten? ^I  ttuuk  it  would  set  loose  forces  the 

ultimate  effect  of  which  the  Government  could  not  control. 
Deliberately  operating  in  two  different  directions  at  the 
same  time  in  two  different  markets  which  are  not  water- 
tight at  all  seems  to  me  a horribly  difficult  thing  to  do ; 

I would  almost  say  an  impossibility  in  the  long  run.  In 
the  short  run  one  might  have  changes  in  the  long-term 
rate  which  do  not  reflect  themselves  on  the  short-term 
rate,  and  vice  versa ; but  I do  not  think  anything  like 
the  policy  envisaged  by  Professor  Sayers,  as  a set  policy 
over  a number  of  years,  would  be  possible,  if  the 
authorities  operated  in  two  different  directions. 

10817.  Professor  Cairncross:  It  has  sometimes  been  put 
to  us  that,  while  there  are  a lot  of  people  who  are  intCT- 
ested  in  securities  with  a maturity  of  less  than  five  yeap, 
and  a great  many  interested  in  securities  with  a matunty 
of  more  tiian  ten  years,  there  is  a certain  weakness 
in  the  market  intervening  between  these  two  maturities. 

Have  you  ever  noticed  anything  of  that  kind? 1 would 

not  like  to  say.  I have  not  operated  on  the  London 
securities  market ; I would  simply  take  the  market  view 
about  that  But  I should  have  thought  that  in  a properly 
organised  monetary  and  banking  system  there  must  be 
some  kind  of  organic,  if  loose,  relationship  of  the  whole 
complex  of  rates ; I cannot  get  away  from  that. 

10818.  Chairman:  In  paragraph  1 of  your  paper  you 
are  speaking  of  your  “ experience  of  the  kind  of  moral,  as 
well  as  of  the  technical  issues  which  confront  those 
engaged  in  central  banking.”  What  do  you  regard  as  the 
primarily  moral  issues  which  central  banking  faces? 

I was  thinking  of  the  position  of  an  individual  who  is 
possessed  of  prior  information  of  great  pecuniary  value 
to  himself  and  to  others ; and  also  of  the  general  respon- 
sibility: whether  one  is  doing  the  right  thing  or  the 
wrong  thing  is  an  ever  present  preoccupation  when  one  is 
dealing  with  these  things.  For  instance,  there  is  the  prob- 
lem, to  take  a specific  British  issue,  of  whether  orie  ought, 
at  a time  when  unemployment  is  threatening  to  increase, 
deliberately  to  operate  on  the  market  price  in  order  to 
strengthen  sterling.  That  is  also  a moral  problem,  not 
merely  a technical  one.  It  is  a problem  which,  incident- 
sdly,  countries  like  Greece  and  India  have  had  to  face 
several  times. 

10819.  It  is  the  problem  of  anyone  with  discretion  to 
act  on  something  which  has  social  connotations  and 
may,  as  yon  say,  have  moral  ones,  How  far  do  you 
flunk  the  central  bank  should  be  independent  in  its 

judgment  on  that  kind  of  issue? 1 think  that  it  ought 

to  have  a very  large  measure  of  independence.  I accept 
(one  has  to  accept)  that  under  democratic  conditions,  if 
it  comes  to  a complete  ultimate  show-down,  the  Govern- 
ment of  the  day  will  have  to  have  the  last  word.  What 
I am  pleading  for  in  this  paper  and  in  other  papers  I have 
written  is  that  it  should  not  be  assumed  that  what  the 
Chancellor  of  the  Exchequer  or  the  Government  of  the 
day  Thinks  at  a given  moment  of  time  must  necessarily 
be  put  into  operation  without  a very  prolonged  period  of 
discussion  and  investigation. 

10820.  Accepting  that  as  a principle  which  I certainly 
well  understand,  how  would  you  operate  it?  Would  you 
allow  the  nature  of  the  debate  to  be  exposed  to  the  pubhc 
view,  so  that  contributions  could  be  made  to  it  by  the 
public  before  the  final  decision  is  made,  or  would  you 
have  it  all  take  place  within  the  governmental 

machine  behind  tiie  scenes? 1 would  never  accept  the 

view  that  it  has  all  to  be  discussed  at  high  level  by  official 
with  official.  I am  saying  that  the  central  bank  is  not 
merely  a Government  department,  and  has  the  nght 
to  put  its  own  point  of  view  absolutely  independently 
and  quite  fearlessly  of  the  consequences.  If  you  me^ 
by  public  discussion  ventilation  of  these  matters  by 
journalists  and  in  the  ’press,  and  not  merely  journalists 
and  the  press  but  also  heated  debates  in  the  House  of 
Commons,  it  depends  of  course  on  tiie  issue.  I would 
deprecate  very  'widespread  discussion  before  decisions  are 
taken,  simply  because  of  tiie  kind  of  situation  dealt  -witii 
by  the  Parker  Tribunal:  allegations  of  people  using 
information  for  private  ends,  and  all  that  kind  of  thing. 
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10821.  Professor  Cairncross:  You  say  that  the  Bank 
must  be  free  to  put  forward  a point  of  view  quite 
independently ; surely  a Government  department  like  the 
Board  of  Trade  can  put  forward  a different  point  of 

view  from  the  Treasury  ; it  is  guite  independent? 1 do 

not  accept  the  analogy.  I think  it  is  one  thing  for  the 
Chancellor  of  the  Exchequer  to  have  a very  heated  argu- 
ment with  the  President  of  the  Board  of  Trade  or  the 
Minister  of  Labour,  but  I do  not  think  that  that  is  quite 
the  same  thing  as  an  argument  between  the  Chancellor 
of  the  Exchequer  and  the  Permanent  Secretary  to  the 
Treasury.  It  is  a different  atmosphere. 

10822.  Chairman:  It  is  inherent  in  your  approach  that 
you  regard  a permanent  head  of  a department  as  not  free 
to  maintain  to  the  full  in  discussion  with  his  Minister 
his  independence  of  view  as  to  the  right  course  of  action? 
No,  not  at  People  of  the  standing  of  the  Per- 
manent Secretary  to  the  Treasury  who  are  persons  of 
great  probity  and  of  great  intelligence  no  doubt  express 
ffiemselves  with  great  freedom,  and  in  a sense  they  are 
carrying  out  a public  duty  by  doing  so.  But  I do  not 
think  that  the  atmosphere  in  which  ffiese  discussions  take 
place  is  quite  the  same  as  between  one  Minister  and 
another,  or  quite  the  same  as  that  which  in  my  judgment 
should  be  maintained  between  the  Governor  of  the  central 
bank  and  the  Chancellor. 

10823.  Where  does  the  difference  come,  when  it  is  a 
discussion  between  the  Minister  and  the  Governor  of  a 
central  bank  whose  constitution  requires  him  to  obey  the 

directions  of  the  Minister? 1 do  not  think  that  he  is 

quite  a civil  servant  in  the  full  sense  of  the  word.  I 
apologise  for  putting  it  as  crudely  as  that,  but  that  is 
the  sort  of  thing  I had  in  mind.  I have  seen  this  kind 
of  issue ; I have  seen  it  in  India  between  the  Reserve 
Bank  and  the  Treasury,  and  I have  seen  it  in  Greece. 
In  India  the  problem  was  solved  by  the  fact  that  every- 
body was  a civil  servant.  The  Minister  of  Finance  was, 
after  all,  an  Indian  civil  servant ; the  Governor  of  the 
Reserve  Bank  was,  or  had  been,  a civil  servant,  too. 
They  were  talking  as  professional  to  professional  wiffiout 
the  atmosphere  which  is  likely  to  prevail  in  a coimtry 
like  this,  with  a fairly  vigorous  press  and  a very  critical 
public  opinion.  In  Greece  I have  seen  the  thing  brought 
to  its  logical  conclusion,  where  the  Minister  discharged 
the  Governor  of  the  central  bank  almost  at  five  minutes’ 
notice  because  they  could  not  agree.  The  independent 
persons  there  were  the  two  foreigners,  an  American  and 
myself,  who  were  members  of  the  Currency  Board,  and 
we  were  perfectly  free  to  talk  to  him  as  Minister  to 
Minister.  I have  been  very  much  impressed  fay  my  experi- 
ence in  both  these  countries.  The  more  public  opinion 
becomes  aware  of  the  significance  of  these  monetary 
policy  issues  the  more  important  it  is  in  my  view  to 
differentiate  between  the  Governor  of  the  central  bank 
and  tte  position  of  a very  high  civil  servant  inside  the 
Treasury. 

10824.  Professor  Cairncross:  Was  it  the  constitutional 
position  of  &e  Governor  of  the  Bank  of  Greece  or  the 
Governor  of  the  Reserve  Bank  of  India  that  was  really 
the  important  factor,  or  was  it  personal  relations  and 
working  relations  between  ffiose  Governors  and  the 
Ministry? ^Tbe  personal  relationships  were  very  impor- 

tant ; but  it  was  also  the  constitutional  position. 

10825.  Could  you  tell  us  how  the  constitutional  position 

affected  it? ^When  a man  is  a little  uncertain  of  bis 

position,  as  a Governor  of  a central  bank  in  one  of 
these  Balkan  countries  is  apt  to  be,  I do  not  think  that 
there  is  quite  the  same  objective  attitude  towards  the 
solution  of  problems  as  th^e  would  be  if  the  man  was 
quite  certain  that  whatever  be  said  it  would  not  affect 
his  position. 

10826.  Does  not  affect  his  position  in  the  sense  that 

he  will  not  lose  it? ^He  might  in  the  long  run  find  that 

the  position  was  intolerable,  and  resign ; but  the  un- 
pleasant side  of  it  is  not  so  immediately  apparent.  I 
know  that  the  Governor  of  the  Bank  of  England  is  subject 
to  directives,  but  the  mere  fact  that  a directive  has  never 
been  issued  to  my  mind  shows  that  that  is  not  a stiitable 
way  of  dealing  with  these  things. 

10827.  Chairman:  You  think  that  tins  power,  which 
has  never  been  exercised,  for  the  Treasury  to  issue  a 
direction  to  the  Governor  of  the  Bank  is  not  the  best 
30500 


way  to  deal  with  the  situation? ^I  am  perfectly  certain 

it  is  the  worst  possible  way.  If  it  is  used  at  all  frequently 
it  indicates  that  things  are  so  bad  that  one  has  to  change 
the  situation  either  by  changing  the  persons  or  changing 
the  policy,  or  both.  I cannot  imagine,  considering  the 
importance  of  the  Treasury  in  the  money  market  today 
and  the  importance  of  Rank  operations  for  the  TYeasury, 
that  these  matters  can  really  be  settled  by  a series  of 
directives  addressed  by  the  Chancellor  to  the  Governor. 
The  Governor  woiild  be  forced  to  resign  if  it  took  place 
frequently. 

10828.  It  is  an  inappropriate  instrument  for  what  you 

want  to  do? Yes.  The  majority  of  countries  have 

these  directives  now,  but  as  far  as  I know  they  are  not 
made  use  of.  In  Australia,  I think,  there  have  been  some 
rather  sharp  passages  in  recent  years  ; but  I am  not  seized 
of  that  particular  point.  A power  to  direct  may  be  useful 
as  a paragraph  in  a Bank  Act,  simply  in  order  to  satisfy 
certain  elements  of  public  opinion,  but  I do  not 
that  as  a working  instrument  of  policy  or  of  adminis- 
tration it  is  worth  the  paper  it  is  written  on.  I can  imagine 
cases  where  there  might  be  very  real  conflicts  ; but  even 
then,  if  the  Treasury  had  to  use  the  directive  it  would 
surely  be  better  to  change  your  Governor  or  your 
Chancellor. 

10829.  Can  you  think  of  a way  to  express  the  relation- 
ship you  want,  which  is  not  that  of  complete  independence 
as  I understand  it,  which  does  not  involve  this  formal 
power  to  issue  a direction? — tiiink  that  that  power 
would  probably  have  to  be  retained  as  the  ultimate  sanc- 
tion ; but  I should  have  thought  that  the  only  vvay  of 
settling  these  things  is  by  conventions  of  the  constitution 
that  people  behave  in  a way  to  make  the  machine  work, 
including  the  right  of  the  Governor  to  press  things  very 
hard  before  he  finally  agrees  to  do  what  he  is  told. 

10830.  Professor  Cairncross : You  are  not  laying  stress 

now  on  constitutional  relationships? 1 do  not.  I do 

not  think  that  it  ou^t  to  be  part  of  the  normal  working 
operations  for  Treasury  to  say:  “You  do  this;  you 
put  the  Bank  Rate  down.”  I do  not  think  that  things 
would  work  like  that  for  a week. 

10831.  Chairman:  In  the  Bank  the  Governor  is  only 
the  chairman  of  a group  of  people,  each  of  whose  votes 
counts  for  one.  Do  you  think  the  present  set-up  adds 
to  the  weight  with  wluch  he  can  debate  policy  with  the 

Chancellor  before  it  is  decided  upon? ^Yes.  On  the 

whole  I think  a reasonable  balance  of  power  has  been 
reached  inside  the  Court  of  the  Bank.  It  is  no  longer 
composed,  as  it  was  at  one  time,  exclusively  of  merchant 
bankers.  It  now  includes  very  considerable  elements  draw- 
ing tiieir  inspiration  and  strength  from  other  circles  of 
society.  It  may  possibly  be  a matter  of  discussion  whether 
to  change  one  or  other  personality  or  change  the  com- 
position a little  bit,  but  on  balance  I should  have  thought 
that  we  have  what  we  want.  There  is  trade  umoa 
representation,  commercial  representation  and  financial 
representation.  If  the  Governor  is  really  going  to  act  with 
knowledge  I should  have  thought  that  this  was  on  the 
whole  a pretty  good  scheme.  If  I am  asked  whether 
Treasury  officials  ought  to  be  on  the  Court,  all  I can  say 
is  that  the  only  case  I know  where  this  matter  has  been 
seriously  discussed  was  in  the  United  States,  1 think  in 
1935,  when  tiie  Secretary  of  the  Treasury  and  the  Comp- 
troller of  the  Currency  were  taken  off  the  Federal  Reserve 
Board  because  they  bullied  the  rest. 

10832.  Professor  Cairncross:  Do  you  think  that  the 
strength  of  tte  Governor  must  to  some  extent  rest  on 
public  opinion  and  the  extent  to  which  he_  is  able  to 

carry  public  opinion  with  him? Yes.  That  is  one  of  the 

points  which  makes  me  inclined  to  think  that  he  ought 
not  to  be  assirnilated  to  the  position  of  the  ordinary  very 
hi^  official,  because  I do  not  think  that  an  ordinary  high 
official  ought  to  appeal  freely  to  public  opinion. 

10833.  You  think  that  the  position  of  the  Govemor  in 
this  country  must  rest  at  least  as  much  on  his  standing 
with  the  public  as  it  does  on  any  constitutional  rights? 
If  he  is  urging  something  on  the  Chancellor,  surely  the 
force  with  which  he  urges  it  must  depend  on  his  feeling 
that  he  could  carry  the  weight  of  expert  opinion  with 

him? ^Yes ; given  of  course  that  these  discussions  are 

conducted  privately. 

10834.  Chairman:  How  is  he  to  be  in  a position  to 
say  that  public  opinion  is  on  his  side  unless  the  issue 
can  be  ventilated  so  that  public  opinion  can  express  itself? 

3 A.2 
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Tt  a vprv  technical  matter  • all  these  issues  are  very  unwise.  We  have  quite  enough  centres  of  dispute  already ; 

complicate?? ^There  are  organs  of  opinion  which  repre-  I do  not  think  that  we  want  to  add  to  them,  ^e  Gov^nor 

sent  very  important  elements  of  opinion:  papers  like  The  has  the  opportumty  through  press  interviews  to  explamlus 
Economist  and  the  financial  columns  of  The  Times  and  point  of  new ; I do  not  of°the'^«S 

the  Manchester  Guardian  ventilate  issues  even  before  they  gve  him  the  right  to  act  ° 

come  to  the  Bank.  I was  not  here  last  September  except  Reserve  Board  does,  because  I far  too  much  time  is 
incidentally,  but  I suppose  an  approaching  crisis  like  the  spent  in  Washington  in  washing  duty  linen, 
sterling  crisis  of  last  autumn  cast  its  shadows  over  the  10843.  May  I put  it  just  in  this  narrow  way:  would 


financial  press. 

10835.  Professor  Cairncross:  The  financial  press  did 

not  emerge  with  flying  colours? ^That  I am  not  prepared 

to  deny. 


you  encourage  the  Governor  to  go  further  in  his  cultiva- 
tion of  press  contacts  and  so  on? 1 would.  There  has 

been  a tendency  for  the  Bank  of  England,  in  the  past  at 
any  rate,  to  be  a little  too  complacent  in  assuming  that, 


T . . * because ’the  City  understands  what  it  is  doing,  public 

10836.  I want  to  put  to  you  t^t  the  stan^ng  of  the  ^ generally  understands.  1 think  that  it  would  be 

Governor  would  depend  not  on  the  attitude  he  assum^  a^very  gLd  tbrns  if  occasionally  he  did  directly  cultivate 


in  respect  of  any  one  issue  but  on  the  feeling  of  trust 
the  people  had  for  him  and  in  his  judgment,  and  that  that 
feeling  of  trust  would  require  cultivation  over  a period 

of  time? ^He  does  in  fact  express  his  views  publicly 

at  bakers’  dinners. 


a policy  of  explanation  in  popular  terms,  but  I would 
not  like  this  perpetual  press  hand-out  which  is  the  par- 
ticular feature  of  Washington  and  which  I think  has 
done  the  Board  a great  deal  of  harm  on  balance.  I do 
not  say  that  the  Governor  of  the  Bank  of  England 


10837.  After  the  event? ^Yes,  but  that  gives  the  should  spend  his  time  interviewing  pressmen  and  giving 


public  an  idea  of  the  sort  of  man  he 

10838.  We  have  heard  a good  deal  of  evidence  which 
indicates  a certain  distrust  of  the  Bank  of  England.  I 
wondered  whether  you  felt  that  anything  could  be  done  to 
remedy  the  existing  state  of  affairs,  or  whether  you  felt 
that  banks  are  always  an  object  of  mistrust  and  that 


cocktail  parties,  explaining  what  he  meant. 

10844.  Chairman:  When  you  say  that  the  Wa-shington 
system  has  done  a great  deal  of  harm,  do  you  mean  that 
the  Federal  Reserve  Board  does  not  enjoy  a status  in 

the  public  mind  in  America? 1 think  that  it  has  done 

recent  years  largely  because  it  has  pursued  an 


nothing  can  be  done?— —I  should  say  so  long  ^ independent  poW  v/r-a-vfs  the  Treasury.  As  you  know, 
70  u loTCft  EnHv  nf  oninion  of  a coUectiviSt  type  . * •_  *1 


there  is  a large  body  of  opinion  of  a collectivist  type 
there  is  an  opening  for  that  kind  of  criticism  of  another 
institution  which  is  part  of  a system  which  is  not  collecti- 
vist. My  own  feeling  in  these  matters  is  that  in  considering 
the  position  of  the  Governor  of  the  Bank  of  England  one 
has  not  merely  to  consider  the  internal  position  but  the 


the  "money  power  in  the  United  States  is  something 
which,  is  regarded  as  very  sinister  and  very  evil;  the 
whole  einsiellung  is  different. 

10845.  You  have  a singular  experience  to  help  us 
this.  What  is  the  position  of  the  Bank  of  England 


reaction  in  the  whole  world  to  any  sig^cant  changes  in  the  foreign  banker  since  the  war?  Do^  he  regard 

his  position  vis-i-vis  his  powers  and  the  Chancellor’s  it  as  a monetary  authority  which  arrives  at  decisions  on 
powers.  That  I do  take  very  seriously.  monetary  policy  which  are  not  subject  to  political  control. 

10839  Chairman : Might  we  shift  for  the  moment  from  1 do  not  think  it  is  any  good  blintang 

the  Governor  as  a single^figure  to  the  Bank  itself,  because  there  is  terrible  nervo^ness  abroad  about  would 

after  aU  it  is  the  Court  that  is  responsible.  You  say  that  happen  m thf  of  EnS^d^eiSg 

you  cannot  consider  facts  or  judge  the  present  situation  England.  By  and  large  the  Ba^  ot 

as  I have  had  at  Basle  and  elsewhere  with  central  bank 
governors. 

10846.  It  is  regarded,  you  would  say,  as  a monetary 
authority  which  is  able  to  arrive  by  and  large  at  its  own 

decisions? 1 think  so.  There  has  been  very  great 

nervousness  abroad  about  the  trend  of  English,  monetary 


years  ago,  or  forty-five  years  ago? ^That  is  a horribly 

difficult  question  to  answer.  I find  my  friends  in  places 
like  Zurich,  Frankfurt  and  New  York  are  still  enormously 
impressed  by  the  historical  position  of  the  Bank,  and  are 
very  worried  indeed  by  any  suggestion  that  the  position  of 
the  Governor  should  undergo  any  significant  change.  I 
am  quite  sure  that,  if  it  were  assimilated  to  the  position 


etui,  uitlto  BUL^  *1.  TTv-*.-  ... r uvx  twwous-,.,  — — - --  ,.  • fc  j 

of  the  Permanent  Secretary  to  the  Treasury,  that  would  policy,  but  I do  not  think  that  that  is  specifically  associated 
have  a very  bad  effect  indeed  abroad.  I do  not  merely  with  any  very  grave  weaknesses  in  the  constitution  of  the 
consider  this  to  be  a matter  of  prestige  but  also  of  very  Bank,  or  in  the  Governor  of  the  Bank.  It  is  very 
considerable  importance  to  the  future  of  sterling.  astonishing,  considering  the  vicissitudes  of  the  last  twenty 

10840.  Professor  Sayers:  It  ijst«d  of  bdng  a^mila.ed  GoverL“r  S 

tothaPermanoot  Seoretaw  BthoTroasoryhe  was^s^^^  SXao  cittal  bmk  all  they  want  is  to  strengthen  the 
Sr»1  S.'aS'Xfdo  y™.  ttoTSd  b?th“t  central  bank  against  the  government ; that  is  their  passion. 

on  internatiousti  banking  opinion? ^I  am  not  trying  to  10847.  Professor  Cairncross:  Would  you  agree  that 

quibble ; I should  be  inclined  to  say  that  foreign  opinion  since  the  Macmillan  Committee  reported  there  has  been 
really  considers  the  President  of  the  Federal  Reserve  Bank  closer  integration  between  monetary  policy  and  other 

of  New  York  as  the  operative  head  of  the  system,  and  I aspects  of  economic  policy,  notably  fiscal  policy? 

do  not  think  they  pay  much  attention  to  what  Washington  Certainly. 

does.  10848.  So  that  monetary  policy  has  become  very  largely 

10841.  I was  thinking  of  the  way  in  which  the  Chairman  inseparable  from  the  general  economic  policy  ot  the 
of  the  Board  of  Governors  of  the  Federal  Rescue  System  Government? Agreed. 


constantly  defending  himself  explicitly  in  various 
quarters,  official  and  otherwise,  and  is  the  head  of  an 
organisation  which  is  constantly  explaining  itself  and  culti- 
vating the  support  of  expert  opinion? ^I  think  that  it 

is  going  a great  deal  too  far ; I do  not  think  it  would 
work  in  tMs  country. 

10842.  What  is  it  about  this  country  that  makes  such  a 

system  inappropriate? Merely  the  fact  that  it  has  nevCT 

been  done,  It  might  work  all  right.  I am  certainly  not 
as  afraid  of  that  as  I would  be  of  the  opposite  thing, 
muzzling  the  Governor  altogether  and  putting  him  under 
the  Treasury.  That  I view  with  the  greatest  possible 
apprehension.  There  is  after  all  the  division  of  powers  in 
the  American  constitution.  I do  not  know  whether  it  would 


10849.  This  is  true  whether  one  takes  the  aims  of 
Government  policy,  including  full  employment,  or  ffie 
mechanisms  for  affecting  demand.  Would  you  agree  that 
tos  means  that  the  independence  of  the  Bank  of  England 
is  inevitably  limited,  to  the  extent  that  what  is  urged  by 
the  Bank  must  form  ultimately  part  of  a general  policy 

framed  by  the  Government  itself? ^Yes,  I accept  that. 

10850.  You  feel  however  that  it  is  still  possible  to  m^n- , 
tain  a kind  of  independence  in  the  Bank  of  England  m 

the  formulation  of  liie  advice? ^Not  only  in  the  foimu- 

lation  but  also  in  the  implementation.  I fed  that  it  is 
easier  for  a quasi-independent  Governor  and  Court  to  go 
to  the  Government  of  the  day  and  say : “ In  our  opimon 
be”  possible  to  assimilate  the  position  of  the  Governor  a rjse  in  Bank  Rate  is  impwative  ’ ^ do^the 

of  ffie  Bank  to  the  position  of  the  Chairman  of  the  Board  for  a very  respited  and  ermnent  ^CTvant  to  ^the 
of  Governors  of  the  Federal  Reserve  System  under  British  same  thing.  Of  ai,cussioii  ’w^  its 

political  conditions.  I think  on  the  whole  it  would  be  anything  the  Treasury  does,  requires  discussion  with  1 
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opposite  number.  One  cannot  work  the  thing  in  any  other 
way ; consider  merely  the  question  of  how  many  Treasury 
Bills  to  issue,  which  must  be  discussed.  The  problems 
which  arise  from  day  to  day  are  so  numerous  and  so 
significant  that  because  they  are  dealing  as  between  equal 
and  equal  that  does  not  mean  that  either  party  is  in  any 
way  in  a position  to  ignore  the  view  and  the  necessities 
of  the  other  party. 

10851.  Who  do  you  think  is  the  opposite  number  of 

the  Governor  in  the  Treasury? 1 do  not  know ; I wish 

I did  know. 

10852.  Is  not  this  part  of  the  problem?  If  you  take 
the  Greek  or  Indian  case  with  which  you  are  familiar, 
was  there  somebody  you  could  identify  in  the  Treasury 
who  was  recognisably  the  counterpart  of  the  Governor? 

No,  because  the  situation  was  rather  different.  The 

central  bank  in  India  was  then  largely  concerned  with  the 
sterling  balances  and  issues  of  that  kind  upon  which  no 
internal  conflicts  were  really  possible. 

10853.  The  situation  I have  in  mind  is  one  that  applies 
so  far  as  I can  judge  to  most  nationalised  industries.  TTiere 
is  usually  in  a Government  department  one  person  or  a 
group  of  people  who  are  trying  to  follow  what  is  going 

on  in  the  field  of  policy  concerned? ^I  take  it  that 

at  Ae  moment  somebody  like  Sir  Leslie  Rowan  would 
presumably  be  in  charge  of  relations  with  the  Bank  of 
England.  I do  not  know  ; that  is  the  sort  of  question  an 
outsider  naturally  does  not  put  to  his  friends. 

10854.  Professor  Sayers:  What  do  you  think  should 
be  the  position  in  the  Treasury  or  in  the  Cabinet  of  the 
person  who  is  the  opposite  number  of  the  Bank  of 

England  Governor? ^The  only  person  who  can  be  the 

opposite  number  in  the  Treasury  is  the  Chancellor.  If 
you  ask  who  is  the  expert  who  has  to  deal  with  the  field 
of  problems  impinging  on  die  Bank,  that  is  a different 
matter. 

10855.  Professor  Cairncross:  If  you  say  that  the  oppo- 
site number  of  ^e  Governor  is  the  Chancdlor,  you  are 
accor^ng  to  monetary  policy  a weight  in  the  formulation 
of  total  policy  which  you  do  not  give  to  all  the  rest  of 
it.  It  means  that,  if  someone  has  a job  in  the  Treasu^ 
seeking  to  integrate  monetary  policy  into  general  economic 
policy  in  its  relation  to  fiscal  policy,  for  instance,  any 
judgment  expressed  at  the  official  level  will  not  carry  the 
same  weight  as  the  expression  of  monetary  policy  alone 

by  the  Governor? ^I  think  that  you  are  really  rather 

proving  my  point.  I should  have  thought  that  the  proper 
person  to  be  co-ordinating  aspects  and  emphasising  the 
points  which  are  of  particular  interest  to  the  Treasury  is 
the  Chancellor.  The  Chancellor  can  and  should  be 
advised  by  persons  of  the  greatest  eminence.  After  all,  the 
Bank  of  England  has  its  own  advisers  and  experts  to  whom 
some  one  in  the  Treasury  can  go  and  talk  before  either 
party  puts  its  final  decisions  before  the  two  top  men.  If 
I were  in  the  happy  position  of  being  adviser  to  the 
Treasury  I would  not  want  to  go  and  talk  directly  to  the 
Governor  of  the  Bank  of  England,  though  I would  like 
to  talk  to  a lot  of  other  people  in  the  Bank.  But  when 
it  is  a question  of  arriving  at  final  decisions  I would  put 
the  thing  to  the  Chancellor. 

10856.  If  there  is  somebody  considering  hire  purchase, 
somebody  else  considering  public  investment,  and  some- 
body else  looking  at  the  outcome  of  the  Budget,  all  these 
people  may  as  officials  press  their  view  on  the  Chancellor 
but  without  quite  the  same  status  as  the  Governor.  There 
may  also  be  people  who  are  not  trying  to  press  a par- 
ticular view  in  relation  to  an  isolated  field  of  policy  but 
trying  to  see  how  the  different  bits  of  policy  fit  together. 
As  I understand  you,  you  think  that  the  non-monetary 
aspects  of  policy  can  sufficiently  be  pressed  on  the  Chan- 
cellor by  civil  servants ; they  can  however  meet  one 
another  and  discuss  freely ; they  have  a departmental 
mechanism  by  which  their  views  are  summed  up  and 

digested? 1 do  not  know  enough  about  the  day-to- 

day  work  of  the  Treasury  to  be  confident  about  my  reply, 
but  I should  have  thought  that  the  proper  official  inside 
the  Treasury  who  really  ought  to  be  called  on  to  do  ^ 
this  co-ordinating  and  high  level  thinking  is  the  Chief 
Economic  Adviser  to  fiie  Government.  Whether  he  does 
so  or  not  please  do  not  ask  me.  I should  have  thought 
that  that  is  the  natural  chain  of  command:  the  Chan- 
cellor, the  Chief  Economic  Adviser,  the  Chief  Economic 
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Adviser’s  staff  and  people  in  charge  of  the  national  debt 
and  issues  of  that  kind. 

10857.  The  more  commanding  you  make  the  Governor 
or  the  representative  of  the  Bank  of  England  the  more 
difficult  perhaps  it  may  be  to  reduce  monetary  policy  to 

its  proper  field  as  one  element  in  the  total? ^You  think 

that  the  danger  is  that  the  Governor  dominates  the 
Treasmy  instead  of  die  Treasury  dominating  the 
Governor? 

10858.  Chairman : Do  you  think  this  is  a possible  con- 
sequence of  the  set-up? There  is  always  a play  of  per- 

sonality ; we  might  have  a very  strong  Governor  and  a 
very  weak  Chancellor.  But  I do  not  ffiink  that  that  can 
be  avoided  under  any  circumstances,  whatever  the  posi- 
tion legally  or  constitutionally  may  be.  I always  have 
taken  ffie  view  that  there  has  been  such  a neglect  of  the 
autonomous  nature  of  monetary  policy  that  I would  rather 
like  to  see  the  Governor’s  position  strengthened  rather 
than  weakened.  Tliere  has  been  far  too  much  tendency 
to  assume  that  monetary  policy  is  really  a subsidiary  of 
something  else.  I think  that  this  is  really  frightfully  im- 
portant ; not  more  important  in  some  respects  than 
budgetaiy  policy,  but  much  more  important  than  full 
employment,  cheap  money,  or  any  of  these  fashionable 
slogans.  AH  my  detailed  remarks  in  reply  to  you  really 
flow  from  that  principle. 

10859.  Professor  Cairncross:  Do  you  think  that  there 
might  be  some  mechanism,  better  than  anything  we  have 
yet  had  experience  of,  for  bringing  the  Bank  of  England 

into  discussion  on  other  aspects? 1 do  not  know  how 

far  the  advisers  to  the  Governor  meet  the  advisers  to  the 
Chancellor.  I would  very  much  like  to  see  more  intimate, 
even  if  you  like  day-to-day,  contacts  between  people  at 
that  levri ; but  when  it  comes  to  a showdown  on  a 
particular  point  then  I think  it  ought  to  be  between  the 
Chancellor  and  the  Governor.  I do  not  see  how  it  can 
be  done  in  any  other  way,  because  if  it  is  left  even  to 
very  high  civil  servants  they  can  in  the  moment  of  crisis 
be  repudiate ; the  Minister  can  say : “ Why  was  I not  told 
about  this?”  That  is  the  danger. 

10860.  Sir  Oliver  Franks:  You  said  that  monetary  policy 
had  a certain  autonomous  nature.  Would  you  mind 
elaborating  that?  One  of  the  things  we  have  had  put  to 
us  is  that  the  opposite  is  true:  that  there  are  certain 
political  and  social  ends  which  can  be  pursued  by  monetary 
measures,  by  budget  measures  or  by  quantitative  or 
physical  controls,  and  that  there  is  a choice  between  these 
alternative  ways  of  doing  things,  but  that  the  dominant 
things  are  the  social  and  political  choices  by  which  the 
objectives  are  expressed,  and  that  therefore  die  problems 
with  which  a Chancellor  of  the  ExchequM',  or  indeed  a 
Governor  of  the  Bank  of  England  if  he  takes  the  full 
field  into  view,  deals  are  not  problems  to  which  the 

word  " autonomous  ” would  naturally  apply? 1 would 

not  accept  that  for  one  moment.  I think  that  that  has 
been  the  fundamental  vice  of  monetary  policy  for  the  last 
twenty  years,  and  has  led  us  from  one  disaster  to  another. 
Money  is  central  to  the  whole  organisation  of  economic 
life ; that  is  really  what  I mean  by  “ autonomous  ”. 
Society  has  twin  pillars,  the  law  on  the  one  hand  and 
proper  monetary  institutions  on  the  other,  and  I would  no 
more  accept  the  subordination  of  the  judiciary  to  the 
executive  tiian  I would  accept  the  complete  subordination 
of  the  monetary  authority  to  the  Treasury,  simply  because 
I think  that  the  Treasury  would  always  be  tempted  to 
subordinate  the  long-run  needs  to  the  immediate  interests. 
I fully  understand  the  pressure  for,  let  us  say,  full  employ- 
ment, but  I do  not  think  that  is  the  fundamental  thing ; 

I think  ffiat  all  the  difficulties  which  we  have  suffered 
since  the  first  world  war,  the  hyperinflation  of  the  twenties 
and  the  difficulties  of  the  thirties,  come  from  the  fact  that 
people  have  not  been  willing  to  accept  the  fact  that  the 
proper  functioning  of  the  monetary  system  is  central  in  any 
kind  of  decent  civilisation.  That  is  why  my  objective  is 
maintaining  confidence  in  the  currency ; that  is  the  autono- 
mous end. 

10861  Since  the  1944  White  Paper,  with  the  embellish- 
ments which  Mr.  Butler  added  in  1951  or  1952,  we  have 
had  general  agreement,  whoever  was  in  power  in  this 
country,  that  full  employment,  a high  level  of  demand 
and  a dynamic  and  growing  economy  were  prime  objec- 
tives to  which  Governments  had  committed  themselves, 
and  to  which  therefore  the  various  measures  which  they 
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, , . that  T think  that  it  would  be  impossible  to  work  the 

imght  adopt,  whether  monetary,  budgetary  or  quautitaUve  « system  by  selecting  one  individual  to 


Governments  i 


. whether  Conse^anve  or  ^ composition  of  the  Court. 

Socialist,  have  committed  ^ anv  verv  fundamental  changes  are 

e both  implicitly  and  explicitly 
drtue  of  what  they  have  said? 
r one  qualification : for  “ false 

L say  “ subordinate  _go_d_s;’__  It  jf.,  ^dTfor  rathCT“morelnfom^  being  available  to  experts 

and  a rather  closer  contact  particularly  between  me 
Governor  and  non-banking  elements  in  the  community, 
but  I am  not  prepared  to  say  that  I want  to  see  any  very 
fundamental  changes. 

10866.  Do  you  think  it  worth  while  to  work  towards 
more  directors  being  appointed  from  within  the  Bank  of 


Soci^t.  have  committed  &emselv«  to  mse  go^^^^  o fundamental  changes  we 

the  last  twelve  years  so  far  as  monemry  matters  are  . . j necessary  to  strengthen  the  non-Qty 

concerned,  because  they  have  both  implicitly  and  exphcifly  j not  know.  I would  like  to  hear 

denied  them  autonomy  by  virtue  of  what  they  have  said?  peo^  on  that.  As  regards  the  general 

1 accept  that  9“  is  n^  fS  I SnScT  of  aShs^I  think  there  is  a good  deal  to  be 

gods  I would  say  subordinate  gods.  It  fnr  rathf^  more  informatioa  being  available  to  experts 

policy  to  wish  to  have  a dynamic  economy  or  full  employ- 
ment, but  I think  that  it  is  very  dangerous  to  have  one  or 
the  other  or  both  if  the  monetary  system  is  falling  to 
pieces. 

10862  It  would  appear  from  what  you  say  that  you 

only  feel  happily  able  to  argue  for  the  rela-  oirectors  oemg  a-.  - 

live  independence  of  the  Governor  w^ch  you  think  right,  cneland‘> ^There  is  the  danger  of  bureaucratising  the 

provided  that  the  electorate  and  the  GovOTmmts  ot  the  of  Eneland.  Perhaps  there  is  a case  for  two  more 

day  do  not  make  as  large  claims  as  they  have  been  Jf^g-tors ; I do  not  know. 

making  these  last  twelve  years? ^You  are  pus^ng  me 

to  an  extreme ; but  I should  accept  that.  \ think  that 
there  has  been  a raiseducation  of  the  public,  to  put  it 
that  way  ; I think  that  there  has  not  been  sufficient  empha- 
sis either  in  academic  circles  or  business  circles  or  admim- 
strative  circles  on  the  absolute  necesst^  of 
monetary  institutions  in  a sound  condition,  and  1 think 
that  all  our  difficulties  flow  from  that. 


10867.  Chairman : Why  do  you  call  it  “ bureaucratis- 
ing” it‘>  Why  are  they  more  bureaucratic  there  man 

anywhere  else? 1 can  only  refer  there  to  my  own 

personal  experience  of  life.  I was  twenty  years  ^ 
academic  and  twenty  years  a quasi  civil  servant,  and  the 
atmosphere  of  a university  and  the  atmosphere  of  a Gov- 
ernment department  are  simply  not  the  same.  I do  not 
, t think  that  the  relationship  between  the  chief  of  an 

10863.  In  the  evidence  which  has  been  put  before  us  organisation  and  his  staff  is  the  same  as  lie  relationship 
we  have  had  three  types  of  view  about  the  stability  ot  the  chief  of  an  organisation  and  outside  direc- 

the  currency.  Taking  that  as  one  of  the  objective  which  there  to  advise  him  and  to  participate  to 

the  Macmillan  Committee  named  as  objectives  of  mone-  goj^e  extent  in  the  administration,  but  not  to  ffie  full 
tary  policy,  one  view  is  the  one  you  have  put  forward,  extent.  It  is  a question  of  atmosphere ; one  cannot  define 
that  it  is  an  autonomous  end,  something  worth  pursuing  tjjese  things  in  specific  terms.  If  one  goes  to  the  Bank 
for  its  own  sake  in  relation  to  its  social  quality,  i^offier  England  and  sees  the  way  in  which  the  non-official 
view  is  that  there  are  a certain  number  9f  prime  objectives  <jijectors  deal  with  the  Governor  and  the  way  the  official 
of  governmental  policy,  of  which  stability  of  the  currency  directors  do,  one  is  aware  of  a certain  difference  of 
is  one,  and  a high  level  of  employment  a second,  and  atmosphere,  with  all  the  best  will  in  the  world  to  conceal 
. on,,  that  these  prime  objectives  may_ ^ot^ ...fS  it;  it  is  inevitable. 


ivu68.  You  think  that,  if  more  of  the  total  directorate 
was  appointed  from  inside  the  Bank  that  would  tend  to 
give  the  Governor  larger  powers  in  the  control  of  the 

Bank’s  policy? Undoubtedly. 

10869.  Sir  Oliver  Franks:  It  might  be  argued  that  it 


51^  L7U.,  100.1.  OAVOA.  jrfA.AAAA.  -- — . -.  . . 

reconcilable,  and  at  particular  moments  not  reconcuable 
at  aU,  and  that  the  job  of  the  government  is  to  make  the  . 
best  attempt  it  can  in  the  measures  that  it  actually  takes 
to  work  along  with  all  of  them  and  prejudice  none  top 
much.  The  third  view  is  that  the  stability  of  pnces  is 
subordinate  to  the  important  objectives  of  Government, 

SSn  m/SratasBrAil  woid  give  Mii  both  laiger  and  smijler  ; larger  in  reladon 

you  deliberately  relating  your  views  on  the  position  of  to  the  determination  of  the  pohc^  smaller  in  relation  to 
the  Bank  and  of  the  Governor  to  your  views  on  the  the  amount  of  pmchase  he  w^d  have  in  argmng  wiffi 

autonomous  objective  of  monetary  policy? That  is  anyone  outside  ffie  Bank?— —Yes ; but  inside 

rieht  I would  not  for  one  moment  deny  that  in  the  it  would  strengthen  his  position.  I do  not  say  that  he 
dav-to-day  operations  of  Government,  the  balance  of  would  want  it  to,  but  it  is  the  inevitable  consequence 
political  and  social  forces  being  what  it  is,  considerable  arising  from  a certain  psychological  situation, 
attention  has  necessarily  got  to  be  paid  to  “JJ  "’'f  “•’’g  iQgyo.  Professor  Calrocross : So,  just  as  yon  want  the 
elements  ; bm  I say  that  m Goyernot  to  be  as  independent  as  possible  of  the  Chan- 

plmnp  tor  the  antonomy  of  cellor,  you  want  the  members  ot  the  Court  to  be  as 

. I think  in  the  long  run  eyerythmg  else  depends  on  that.  possible  of  the  Goyernorl Yes,  1 do. 

I think  that  free  discussion  is  absolutely  essential ; I do 


10864.  Given  the  interpretation  of  events  which  is  cur- 
rent in  a large  part  of  this  country,  and  looking  at  the 
last  thirty  years,  the  electorate  has  known  what  it  was 
doing  when  it  elected  Governments  which  held  these  other 
views  in  the  sense  that  it  was  trying  to  avoid  something 
which  it  believed  that  it  disliked  and  mistrusted  in  the 
past ; ffierefore  your  view,  if  it  was  to  prevail,  would 
entail  fairly  complete  re-education  of  most  of  the^  people 


not  think  that  these  things  can  be  settled  by  a chain  of 
command  on  army  principles. 

10871.  Chairman:  You  do  not  think  they  require  also 

full-time  professional  attention? ^I  certainly  think  they 

do  ; I would  be  prepared  to  consider  strengthening  the 
number  of  full-time  directors.  I do  not  know  if  there  is 
a very  strong  case,  but  I certainly  would  not  object  to  it. 


in  this  country?— —I  should  have  JJf  iutT would’ object  trthe'eUmiMtion  of  die  independent 

srroSto°L'"dif^“  ^ I 

After  all,  take  the  case  of  Germany,  where  probably  J0872.  Professor  Cairncross:  You  will  have  seen  sug- 
things  have  swung  to  the  opposite  extreme:  the  fear  of  gestions  that  it  might  be  preferable  not  to  alter  the  Bank 

inflation  is  there  so  great  that  the  authorities  cannot  do  Rate  exclusively  on  a Thursday.  Do  you  see  any  merit 

anything  that  might  be  hinting  at  instability  of  the  cur-  suggestion? It  would  add  to  uncertainty.  I 

rency.  In  this  country  there  has  been  a very  sad  neglect  there  is  any  great  merit  in  it. 

of  the  absolute  necessity  of  inculcating  that  before  any-  xhere  may  be  crisis  events,  of  course ; but  if  you  are 

thing  else.  So  long  as  we  have  a society  based  on  suggesting  it  should  be  setded  on  Friday  and  announced 

pecuniary  relationships  those  pecuniary  relationships  Monday,  as  I believe  the  Attorney  General  suggested 
should  not  be  subject  to  arbitrary  action.  The  first  ^ng  parker  Tribunal,  I think  that  would  be  very  un- 
to do  is,  I would  say,  to  maintain  the  stability  of  the  desirable.  There  is  a great  deal  to  be  said  for  people 

currency,  by  which  I do  not  mean  absolute  stability  of  expecting  changes  on  a certain  day  if  there  is  going  to 

prices.  I think  that  that  has  been  neglected  to  an  ^ change  at  all.  Everybody  has  accommodated  himself 
appalling  extent.  to  that  position.  It  might  lead  to  the  result  that  the 

10865.  Professor  Cairncross:  What  changes  do  you  importauce  of  a change  might  be  exaggerated  because  it 
think  d^irable  in  the  nresent  constitution  of  the  Bank  of  had  not  happened  on  a Thursday. 


England?  Do  you  think  that  it  would  be  worth  while  to 
have  directors  of  the  Bank  drawn  from  different  groups, 
including  ffie  clearing  hanks? am  not  in  favour  of 


10873.  Do  you  not  think  that  the  situation  in  which  a 
change  in  Bank  Rate  was  in  suspense  might  be  more 
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frequeat  than  you  have  taken  for  granted  here,  if  the 

Governor  was  free  to  make  up  Ms  own  mind? 

Changes  in  Bank.  Rate  might  be  more  frequent,  I agree. 
I think  that  they  ought  to  be  more  frequent ; we  have 
become  too  accustomed  to  the  idea  that  the  Bank  Rate 
must  not  change. 

10874.  That  is  not  what  I was  saying.  I was  asking 
whether  there  might  not  be  an  argument,  given  that  the 
par|V  of  !^^and  was  a largely  independent  institution, 
about  whether  the  Bank  Rate  should  alter,  and  in  con- 
sequence of  that  there  might  be  a long  period  of  doubt 
whether  it  was  going  to  be  raised  or  not.  The  situation 
of  September  1957  might  not  be  quite  so  unusual  as 

you  represent  it  to  be  here  in  your  paper? 1 have 

a feeling  that  in  practice  the  situations  in  wMch  a change 


in  Bank  Rate  is  indicated  one  way  or  the  other  by  and 
large  announce  themselves.  In  September  1957  it  was 
a very  unfortunate  state  of  affairs ; the  discussions  on 
the  Bank  Rate  change  dragged  on  for  a week.  I do  not 
think  that  the  issue  which  was  considered  by  the  Parker 
Tribunal  would  have  arisen  if  they  had  settled  it  on  the 
Wednesday  and  announced  it  on  the  Thursday.  But  by 
and  large  I Qiink  that  people  in  the  City  judge  by  market 
rates  and  the  position  of  the  exchanges.  I take  it  that 
the  Treasury  officials  handling  these  things  do  the  same. 
I do  not  think  that  the  points  of  conflict  in  practice  are 
so  great  as  one  might  imagine,  simply  because  there  is, 
after  all,  an  instructed  public  opinion  of  experts. 

Chairman-.  Thank  you  very  much.  Sir  Theodore.  We 
are  very  grateful  to  you. 


(^Adjourned  until  Thursday,  23rd  October,  1958,  at  10.45  c.m.) 
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Present: 


The  Rt.  Hon.  the  Lord  Radcufeb,  G.B.E.,  Chairman 


Professor  A.  K.  Cairncross,  C.M.G. 

The  Rt.  Hon.  Sir  Oliver  Franks,  G.C.M.G..  K.C.B., 
C.B.E. 

W.  E.  Jones,  Esq.,  O.B.E. 

Professor  R.  S.  Sayers,  F.B.A. 


Sir  Rboinald  Verdon  Smith 
Georoe  Woodcock,  Esq.,  C.B.E. 

Mr.  R.  T.  Armstrong,  Secretary 
Mr.  G.  Penrice,  Statistical  Adviser 


Professor  J.  R.  Hicks,  F.B.A.,  Drummond  Professor  of  Political  Economy  in  the  University  of  Oxford, 
called  and  examined. 


10875.  Chciinmin  : Thank  you  very  much,  Professor 
Hicks,  for  the  two  papers*  with  which  you  have  supplied 

us. Projessnr  Hicks:  I hope  that  you  will  forgive  my 

not  having  prepared  something  specially  for  the  Com- 
mittee. 1 do  not  regard  myself  as  a monetary  expert, 
and  r did  not  feel  that  I had  anything  to  say  to  which  I 
particularly  wanted  to  draw  the  Committee’s  attention. 
But  I find  myself  writing  on  more  or  less  this  sort  of 
question  now  and  again,  and  when  some  of  your  members 
took  an  interest  in  the  paper  I read  at  Manchester  I was 
glad  to  be  able  to  come  and  answer  questions  on  It. 

10876.  We  are  very  grateful  to  you.  Might  we  take  the 
Manchester  Statistical  Society  paper  first?  There  is  one 
passage  I would  like  you  to  enlarge  upon.  At  the  top  of 
page  14  you  write: 

“ And  so  we  pass  to  the  current  situation,  for  which 
I have  so  far  done  no  more  than  provide  a Isackground 
of  history.  The  rise  in  the  long-term  rate  since  1946 
(as  shown  on  the  Chart)  has  been  quite  startling ; 
nothing  like  it  has  occurred,  in  peace-time  (if  we  in- 
clude the  aftermaths  of  the  wars  with  the  wars  them- 
selves) in  all  the  two  hundred  years  which  we  have 
surveyed.  There  is  nothing  extraordinary  about  a 
7 per  cent.  Bank  Rate ; that  has  happened  fcefore ; but 
in  former  timc.s  it  was  not  implied  by  a high  Bank 
Rate  that  the  long-term  rate  would  behave  in  this 
fashion,  Excepting  in  the  aftermaths,  when  a great 
weight  of  long-term  Debt  has  overhung  the  market, 
a 7 per  cent.  Bank  Rate  ha.s  been  consistent  with  a 
long-term  rate  which  has  not  passed  outside  its  tradi- 
tionai  norm  of  3~3J-  per  cent.  It  is  the  5 per  cent,  long- 
term rate  which  is  the  extraordinary  feature  of  the 
present  situation.” 

I am  not  quite  clear  how  closely  you  relate  the  high 
Bank  Rales  which  have  been  a feature  of  recent  years 

with  the  persistently  high  long-term  rate? It  seems  to 

me  that  It  is  one  valid  way  of  looking  at  the  thing  (I 
would  not  claim  more  than  that)  that  the  long-term  rate 
is  related  to  the  expectations  which  people  have  of  the 
course  of  interest  rates  in  general  in  the  relevant  feature ; 
th^  if  in  fact  there  have  been  frequent  periods  of  cre^t 
stringency  in  the  recent  past  and  the  reasons  which  have 
led  .to  them  have  not  been  dispelled,  so  that  there  is  reason 
to  expect  a recurrence  of  cr^it  stringency  in  the  sort  of 
future  to  which  people  look  forward,  then  people  can  be 


• Note.  The  two  papers  supplied  by  Professor  Hicks  were: — 
The  Future  of  the  Rale  of  Interest,  a paper  read  before  the 
Manchester  Statistical  Society  on  12th  March,  1958,  and  pub- 
lished by  the  Society. 

A World  Iii/lallon?,  from  E.isays  in  World  Economics  (Oxford 
University  Press,  1959)  (see  Question  10912). 

As  these  papers  are  published  elsewhere  they  are  not  included  in 
the  Committee’s  record  of  evidence. 


expected  to  be  conscious  of  the  danger  of  capital  loss  in 
investing  in  long-term  securities ; that  that  would  make 
them  unwilling  to  purchase  long-term  securities  ; and  that 
that  would  affect  the  long-term  rate. 

10877.  Profes.-ior  Suyers:  Is  your  argument  that,  if  one 
says  that  the  high  short-term  rates  have  been  primarily 
due  to  balance  of  payments  struggles,  the  long-term  rate 
is  high  because  people  expect  that  we  shall  continue  to 
have  balance  of  payments  difficulties  and  that  wc  shall 

continue  to  deal  with  those  situations  by  short  rates? 

I agree  with  that  in  general,  though  I am  not  quite  sure 
that  I would  fully  agree  with  the  last  half-sentence,  The 
only  qualification  I would  make  to  that  is  that  I can 
conceive  of  circumstances  in  which,  in  spite  of  the  fact 
that  the  short-term  rate  was  not  overtly  raised,  there  was 
nevertheless  the  sort  of  credit  stringency  which  would 
react  back  on  the  long-term  rate  in  much  the  same  way. 
I may  be  wrong  about  that. 

10878.  We  are  thinking  of  expectations  here.  You 
think  that  expectations  are  a little  broader  than  the  mere 

expectation  of  high  short  rates? 1 think  so ; a little 

broader.  I would  not  say  more  than  that. 

10879.  They  are  expectations  of  high  short  rates  intro- 
duced for  other  conditions  that  would  make  for  low 

prices  on  long-term  bonds? Yes.  I now  fully  agree 

with  critics  of  some  of  the  earlier  versions  of  this,  that  it 
is  expectations  of  the  long-term  rate  which  react  back  on 
the_  present  long-term  rate ; and  k seems  to  me,  as  I ex- 
plain in  a footnote  on  page  II  of  the  paper,  that  in  most 
cases  that  is  capable  of  being  analysed  in  terms  of 
behaviour  in  response  to  expectations  of  short  rates.  But 
that  seems  to  me  to  depend  to  some  extent  upon  the 
institutional  arrangements  and  so  on,  and  that  might  not 
be  equally  valid  in  all  cases. 

10880.  Professor  Cairncross:  Does  it  make  any  differ- 
ence whether  you  take  the  origin  of  expectations  for  this 
as  being  continuing  inflation  and  therefore  rising  prices  or 
as  being  credit  stringency  and  high  short-term  rates  of 
interest?  There  are  some  passages  that  you  write  here 
where  you  seem  to  be  emphasising  the  l^elihood  of  high 
short-term  rates  and  of  consequent  high  long  rates,  but 
later  you  seem  to  move  to  emphasis  on  expectations  of 
inflation.  Do  you  draw  a distinction  between  these  two 

states? Not  too  much,  I do  not  think.  I think  that 

It  is  the  expectation  of  continued  inflation  which  is  dealt 
with  in  a half-hearted  manner  which  makes  for  an 
expectation  of  high  interest  rates,  as  I say  on  page  15. 

I088I.  Professor  Sayers:  What  difference  would  it 
make  in  your  argument  if  you  assumed  instead  that  the 

inflation  situation  was  not  being  dealt  with  at  all? 

Then  one  would  get  the  kind  of  situation  which  one  got 
m the  late  1940s,  which  would  be  consistent  with  even 
lower  long-term  rates. 
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10882.  But  long-term  rates  were  rising? Admittedly, 

yes. 

10883  Professor  Cairncross:  Do  we  not  get  rising  long- 
term rates  both  ways?  If  there  is  inflation  and  no 
attempt  to  control  it  we  get  a rising  long-term  rate ; it 
there  is  some  incipient  inflation  and  credit  stringency 
then  we  get  a rise  in  the  long-term  rate?  -It  is  rather 
hard  to  say.  The  distinction  appears  to  be  a ramer 
fine  one,  because  wo  are  dealing  with  expectations.  The 
situation  which  is  being  supposed  is  one  in  which  in- 
flation is  taking  place  and  no  attempt  is  being  made  at 
present  to  control  it.  There  may  nevertheless  be  a 
rational  expectation  that  sooner  or  later  attempts  will  be 
made  to  control  it ; and  that  will  have  the  enect  in 
question. 

10884.  If  you  contrast  the  period  between  1945  and 

wuu-r.  j t iQca  fVin.  r.i-mreft 


the  pressure  for  capital  development  was  such  that  there 
was  going  to  be  a continuing  pressure  on  the  capital 
market,  so  that  a low  long-term  rate  was  untenable?  Was 
not  this  an  element  that  was  in  press  comment  through- 
out those  years? ^Yes.  I certainly  would  not  exclude 

that  as  a possibility. 

10893  Would  this  not  be  a case  of  the  Representative 

Rate  pulling  the  Pure  Rate  up? Yes.  I do  not  dis- 

agree that  it  can  happen. 

10894  Is  not  that  rather  important  when  we  are  look- 
ing at  a future  rate  of  interest?  You  have  rather  taken 
file  line  in  your  Manchester  paper  that,  if  the  long-term 
rate  is  persistently  outside  the  3 to  3i  per  cent,  range, 
we  are  in  an  unfortunate  position,  from  which  we  should 

seek  to  escape? 1 think  I have,  but  that  has  been 

largely  on  a matter  of  historical  experience.  In  periods 


10884.  It  you  comrasi  uie  of  oak  history,  such  as  the  railway  age,  we  did  not  have 

wifi  of  intoro.  Co 


although  in  the  one  period  short  rates  vvere  constant  and 

in  the  other  short  rates  were  being  pushed  up? 1 _do 

not  question  at  all  that,  as  is  obvious,  in  the  earlier  ^nod 
we  were  starting  from  a position  where  deliberate 
attempts  had  been  made  to  depress  the  long-term  rate . 
as  soon  as  those  matters  were  relaxed,  or  relaxation 
could  be  foreseen,  it  was  quite  natural  that  the  long-term 
rate  should  rise. 

10885.  Professor  Sayers : But  it  went  on  rising ; it  was 
up  to  H per  cent,  by  the  autumn  of  1951,  which  was 
appreciably  above  the  wartime  level? ^Ycs. 

10886.  Professor  Cairncross:  Wc  are  interested  to 
know  how  far  it  is  possible  to  bring  long  rates  up 

“r  Uy  10897  You  attach  much  more  inrpor.^^  to  .xpeota- 

perience  from  which  I was  generalising  here  is  by  and  would  certainly  attach  more  importance  to  it. 
large  in  a period  in  which  no  very  deliberate  attempts  10898.  Professor  Cairncross:  Suppose  you  take  the  most 
were  being  made  to  separate  the  two  rates;  there  was  closely  related  similar  period  in  the  pa.st,  between  1906 

very  much  less  policy  about  the  whole  thing.  When  and  1913:  you  show  there  a quite  remarkable  rise  m the 

there  is  a great  deal  of  policy  it  seems  to  me  quite  long-term  rate  of  interest,  and  a corresponding  fall  in  the 

evident  from  recent  experience,  perhaps  in  America  even  price  of  Consols.  Was  that  not  accompanied  by  a tre- 
mors than  here,  that  in  the  short  run  they  may  be  made  nicndous  amount  of  pressure  on  the  capital  resources  of 

to  move  very  differently.  But  I still  feel  tliat  such  move-  the  country,  which  may  have  reflected  itself  in  rising  short 


edged. 

10895.  But  when  the  break-through  down  from  the  3 
per  cent,  rate  occurred,  it  was  at  a period  when  there 
seem  to  have  been  less  opportunities  for  investment  at 
home.  Docs  not  that  suggest  that  the  Representative 

Rate  has  some  effect? 1 think  there  is  quite  possibly 

something  in  this ; I wa.s  only  suggesting  that  on  the  bpis 
of  historical  experience  it  seemed  to  be  rather  smaller  than 
one  expected  at  first  sight. 

10896.  If  we  are  looking  ahead  to  rates  of  interest  in 
the  1960s,  would  you  attach  any  importance  to  this  point? 

^Thcre  might  be  something  in  it,  but  I would  not 

expect  it  to  be  really  large  if  the  other  difficulties  were 
overcome. 


ments  set  up  expectations  which  have  effects,  so  that, 
once  the  authorities  turn  their  backs,  things  will  begin 
to  move  back  into  a more  or  less  orthodox  form. 

10887.  Chairman:  You  have  used  a phrase  which 
rather  sticks  in  my  mind:  “jabbing  at  the  Bank  rate_  . 
Is  there  a hint  of  criticism  in  that,  as  being  an  undesir- 
able thing? 1 think  that  it  is  an  undesirable  thing, 

in  the  sense  that  it  would  be  much  nicer  if  you  did 
not  have  to  do  it.  I do  not  mean  that  it  is  necessarily 
undesirable. 


rates  but  ilid  correspond  to  a demand  for  capital  that 
was  much  larger  than  it  had  been  in  the  recent  past? 
Does  not  that  suggest  that  simple  productivity  factors  may 
influence  the  movement  of  long  rates? 1 do  not  ques- 

tion that  it  was  a matter  of  the  increasing  opportunities 
for  investment  of  capital  abroad  and  the  pulling  up  of 
interest  rales  in  this  country  to  a level  which  was  appro- 
priate to  the  greater  mobility  of  capital. 

10899.  Not  greater  mobility,  but  greater  productivity? 
Capital  had  been  mobile  for  a very  long  time. — Professor 


10888,  YOU  .0  deal  with  .ho  situation  you  are  SSueS’llil 


facing?  Yes.  j something  to  do  with  it,  but  1 

10889.  The  situation  I think  you  are  dwelling  on  there  willing  to  agree  with  Professor  Cairncross.  though 

is  a shortage  of  reserves  allied  with  a fixed  exchange  rate,  knows  much  more  about  this  matter  than  I do.  It 
Do  you  think  that  “jabbing”  itself,  which  was  forced 
on  the  authorities  by  these  conditions,  had  any  marked 


effect  on  expectations  with  regard  to  the  long-term  rate? 

1 think  that  it  does  so  only  if  it  is  necessary  to  do  it 

very  frequently. 

10890.  Professor  Sayers:  In  the  19th  century  they  did 
“jab  ”,  but  less  frequently? Indeed  they  did,  yes. 

10891.  We  have  talked  about  the  effect  of  the  prospect 
of  inflation  on  expectations.  May  we  look  at  what  lies 
behind  the  expectations?  At  the  top  of  page  3 you  say 


he  knows  much  more  about  this  matter  l — - - ... 

seems  to  me  that  factors  which  1 should  call  mobility 
must  have  had  a great  deal  to  do  with  it,  but  I am  sure 
that  there  were  other  things  at  the  same  time. 

10900.  But  even  if  you  talk  about  it  in  that  way,  is  it 
not  a case  of  the  Representative  Rate  pulling  the  Pure 
Rate  up? Yes,  certainly. 

10901.  Chairman:  I do  not  see  why,  as  a general 
proposition,  if  we  have  a future  f«riod  when  there  is 
great  pressure  of  demand  for  capital  resources  and  a 
reasonable  expectation  that  that  will  be  productive  in  the 


, — — • X-  - - * » - ' r,  — icasuuauio  CAp.i.,iau>.iu  iiiai  mat  nm  i*v  — — - 

There  is  some  presumption  that  when  the  Pure  Rate  terms  of  profit  arising  from  the  expenditure,  one  should 
goes  up,  the  Representative  Rate  goes  up.  You  do  not  expect  that  the  interest  rate  will  be  pulled  up  by  that 

*.*  io  an**  rirAeiimnl. An  that  whftfl  thft  - , . . j _ -X  *l-d 


look  at  whether  there  is  any  presumption  that  when  the 
Representative  Rate  goes  up  the  Pure  Rate  goes  up. 

Would  you  argue  that  there  is  no  such  presumption? 

I do  not  know.  I feel  that  economists  in  the  past  have 
very  much  exaggerated  the  relation  between  these  things. 
I find  the  mechanism  for  that  back  effect  not  very 
easy  to  understand.  I would  not  exclude  that  it  can 
occur,  but  I do  not  find  it  easy  to  understand. 

10892.  Could  we  look,  in  that  context,  at  what  hap- 
pened in  1946,  1947  and  1951?  The  effort  to  beat  the 
long  rate  down  to  below  the  wartime  level  failed.  It  not 
merely  failed,  but  the  long  rate  went  appreciably  higher 


force?-^^ — I do  not  want  to  deny  that  this  is  one  of  the 
things  that  act  on  the  rate  of  interest.  I was  rather  re- 
acting against  what  I thought  to  be  the  traditional  point 
of  view,  which  would  regard  it  as  being  almost  the  only 
thing  acting  upon  the  Pure  Rate  of  Interest.  I do  not 
believe  that  it  is  anything  like  that ; it  is  my  contention 
that  one  can  make  very  good  sense  of  most  of  the  story 
without  paying  very  much  attention  to  it.  I do  not  want 
to  imply  that  there  is  nothing  in  it,  but  if  that  were  the 
only  thing  at  work  1 would  not  expect  the  movement 
in  the  long-term  to  be  so  very  large. 

UAXI.  M.V  ...6—.  10902.  Professor  Sayers:  If  you  do  go  so  far,  then  it 

than  the  wartime  level.  Was  it  purely  expectations  of  is  a very  different  position  when  one  comes  on  the 

inflation  that  led  to  that?  Was  not  there  any  fear  that  “jabbing”  period.  The  “jabbing”  period  may  then  be 
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explained  as  a movement  in  short  rates  that  was  forced 
on  the  country  by  a failure  of  the  long  rate  to  rise  when 
opportunities  for  investment  were  quite  extraordinarily 

big  and  looked  like  continuing  to  be  big? Yes,  that 

could  happen. 

10903.  Professor  Cairncross:  Would  you  agree  that 
part  of  the  problem  here  is  that  the  demand  for  capital 
on  ordinary  terms  is  itself  affected  by  the  course  of  prices, 
and  that  high  investment  simultaneously  tends  to_  make 
prices  rise  and  makes  profits  emerge,  so  that  it  is  easy 
to  find  rates  of  interest  climbing  for  a period  of  inflation, 
and  then  difficult  to  disentangle  how  far  that  results 
from  a real  increase  in  the  level  of  demand,  and  how 

far  it  emerges  from  expectations  about  prices? Yes, 

indeed. 

10904.  Nonetheless,  T assume  that  you  have  in  mind  in 
some  of  your  earlier  replies  that  there  could  be  periods 
in  which  there  was  more  than  usual  scope  for  the  use  of 
capital  in  relation  to  the  movement  of  prices? Yes. 

10905.  And  that  in  this  case  it  would  bo  reasonable, 
unless  there  was  a change  in  the  employment  situation,  to 
expect  a rise  in  the  rate  of  interest  that  could  be  attributed 
exclusively  to  the  pressure  and  the  need  for  more  capital? 

It  is  undoubtedly  true  that  that  pressure  will  raise 

some  sort  of  equilibrium  rate  of  interest  in  a theoretical 
sense,  but  I do  not  believe  that  the  forces  which  keep  the 
actual  rate  of  interest  in  line  with  that  theoretical  rate  of 
interest  are  so  very  strong. 

10906.  Sir  Oliver  Franks:  It  seems  to  me  that,  in  the 
di.scussion  as  to  whether  the  Representative  Rate  affects 
the  Pure  Rate  or  not,  one  is  really  distinguishing  between 
the  two  types  of  causation  : on  the  view  that  the  Repre- 
sentative Rate  docs  affect  the  Pure  Rate,  we  are  saying 
that  demand  for  capital  affects  the  price  of  long-term 
money,  and  that  this  happens  when  things  pass  through 
people’s  minds  and  are  altered  by  being  reflected  through 
them ; whereas  on  the  other  view,  as  I understood  it,  it  is 
not  that  the  causal  properties  of  demand  affect  the  price ; 
it  is  rather  that  what  people,  as  a consequence  of  repeated 
movements  of  the  short-term  rate,  come  to  think  about 
the  future  of  money  rates  generally  reacts  on  what  they 
do  now,  because  it  affects  their  view  of  the  riskiness  of 
investing  long.  Is  not  your  thesis  that  a very  minor  move- 
ment in  the  real  causalities  may  be  sufficient  to  take  up 
a great  deal  of  demand  for  new  investment,  but  that  you 
begin  to  get  conditions  in  the  long-term  rate  when  the 
psychological  causation  comes  in,  and  it  is  to  that  con- 
sideration wc  arc  to  look  when  we  are  going  not  from 
3 to  3i  per  cent,  but  from  3 to  5 per  cent.?  Is  that  a true 
statement? Yes,  I think  that  is  precisely  what  I meant. 

10907.  One  of  the  things  that  _we  are  hearing  a lot  of 
argument  about  is  whether,  in  this  connection,  the  autho- 
rities should  operate  direct  on  long-term  rates  or  whether 
it  is  best  for  them  generally  to  operate  on  short-term 
rates,  as  they  do,  and  secure  by  arbitrage  the  effects  they 
desire  at  long-term.  If  they  hold  that  operating  on  the 
short-term  rate  is  going  to  affect  the  long-term  rate,  they 
must  be  in  agreement  with  you  that  what  I call  the 
real  or  physical  causation  is  not  terribly  important:  that 
is,  that  the  amount  of  demand  for  long-term  capital  can 
be  accommodated  by  very  small  movement  of  long-term 
rates  ; that  what  matters  is  people’s  expectations  about  the 
course  of  the  long-term  rate ; and  that  this  is  what  is 
effected  by  moving  the  short  rate  about.  The  authorities, 
on  this  view,  would  be  agreeing  with  you  in  this,  that 
they  think  that  the  psychological  causation  in  the  sense 
that  men  behave  as  they  do  because  of  the  thoughts  that 
pass  through  their  minds,  is  more  important  than  the 
straight  market  operation  of  supply  and  demand.  Would 

that  be  your  view? 1 think  that  my  view  could  be 

expressed  in  those  terms,  but  I would  be  a little  reluctant 
to  have  it  expressed  in  those  terms,  for  the  reason  that  I 
do  not  think  that  the  sort  of  expectations  I am  talking 
about  are  quite  so  easily  manipulated  as  all  that.  In  the 
very  short  run  they  may  be,  but  I think  that  what  people 
do  when  they  are  not  having  particular  pressure  brought 
to  bear  on  them  in  that  sort  of  way  is  very  largely  based 
on  their  experience  over  a long  period.  One  has  to  be 
careful  whether  one  is  not  making  permanent  changes  in 
the  state  of  mind. 

10908.  Professor  Cairncross:  You  point  out  on  page  15 
that,  " if  prices  are  confidently  expected  to  rise  at  2 per 
cent,  per  annum,  an  interest  rate  of  5 per  cent,  is  the  same 
as  3 per  cent,  in  real  terms.”  Would  you  agree  that  if 


there  is  a permanent  state  of  mind  in  the  country  that 
prices  are  likely  to  go  on  increasing  at  the  rate  of  2 or 
3 per  cent,  per  annum,  that  is  almost  certain  to  be 

reflected  in  a permanently  higher  rate  of  interest? If 

the  situation  goes  on  for  a very  long  time,  yes.  Whether 
it  can  go  on  for  a very  long  time  is  another  matter. 

10909.  Do  you  feel  that  it  could  go  on  for  a very  long 

time? ^That  is  a different  type  of  question  from  what 

we  have  so  far  been  discussing ; it  really  arises  on  the 
other  paper.  Personally  I do  not  think  it  could.  It 
seems  to  me  very  hard  to  believe  that  a rate  of  price 
rise  per  annum  which  was  large  enough  to  be  noticeable 
(I  am  not  quite  sure  just  what  that  means:  obviously 
our  statisticians  have  been  making  things  noticeable  which 
might  not  have  been  noticeable  otherwise)  can  hardly  go 
on  for  very  many  years  without  very  many  peculiar 
consequences  following,  which  are  likely  to  mean  a rather 
difficult  and  complicated  economy. 

10910.  Your  emphasis  would  be  on  a complicated 
economy?  Are  there  not  countries  where  prices  have 
risen  steadily  for  nearly  a hundred  years,  such  as  Chile? 

One  thinks  of  Chile,  but  I did  not  know  it  went  back 

as  far  as  that. 

10911.  Sir  Oliver  Franks:  What  are  the  peculiar  con- 
sequences that  you  foresee  in  a complex  economy? 1 

would  have  thought  that  people  would  protect  themselves 
against  that  rise  in  prices.  If  the  rise  in  prices  was 
sufficient  to  make  it  worthy  while  for  them  to  protect 
themselves,  they  would  do  it ; and  by  so  doing  would 
defeat  the  economic  effects  of  the  forces  leading  to  the 
inflation.  The  result  of  that  would  be  that  the  inflation 
would  accelerate. 

10912.  Cluiimum:  Should  we  sec  whether  there  are  any 
questions  concerning  the  second  paper  directly,  since  we 

have  reached  the  fringe  of  it? 1 would  like  to  explain 

about  this  second  paper.  What  happened  was  that  I 
was  asked  lo  give  a lecture  in  Dublin,  which  I was  Chen 
asked  to  print  in  the  Irish  Banks’  Review.  In  fact  I was 
only  able  to  print  a part  of  the  lecture  which  I gave 
in  the  Review,  and  I decided  to  write  the  whole  thing  out 
at  a more  respectable  length.  I am  hoping  to  publish 
this  in  a book  of  essays  some  time  next  year.  However, 

I thought  the  Committee  might  be  interested  to  see  it. 

10913.  Professor  Sayers:  Your  thesis  is  that  the  rise 
in  prices  in  this  country  and  in  some  others  in  the  last 
six  or  seven  years  is  very  largely  to  be  ascribed  to  the 
excessive  devaluation  of  1949? Yes. 

10914.  It  is  not  the  fact  of  devaluation  by  itself,  but 
the  fact  that  devaluation  went  so  far? ^Ycs. 

10915.  You  indicate  at  some  point  that  you  think  that 
the  rise  has  acquired  a certain  momentum,  so  that 
although  the  under-valuation  may  have  been  wiped  out, 
the  rise  may  very  well  continue  unless  something  is  done 

about  it? ^That  was  the  position  from  which  I started, 

and  it  was  more  or  less  what  I said  in  Dublin ; but 
when  I came  to  work  through  the  matter  again  there  was 
an  important  qualification  that  1 wanted  to  put  into  that. 
If  one  thinks  what  one  means  by  under-valuation,  one 
must  mean  under-valuation  with  respect  to  some  norm  ; 
and  I began  to  feel  that  there  was  a very  strong  reason 
for  supposing  that  the  norm  for  this  purpose  has  not 
been  by  any  means  constant  over  recent  years ; that  the 
natural  process  of  recovery  from  the  war  itself,  and  the 
adjustment  to  the  new  balance  of  debts  and  credits 
situation  which  was  left  after  the  war,  was  something 
which  would  take  quite  a long  time  to  work  itself  out ; 
and  that  as  a result  of  that  it  is  probable  that  there  is  a 
sense  in  which  the  equilibrium  rate  of  exchange,  or,  as  one 
might  put  it.  the  equilibrium  level  of  British  prices  in 
terms  of  dollar  prices,  may  well  have  been  rising  over 
the  last  nine  years.  So  I think  that  it  is  very  intelligible 
that  we  should  have  been  in.  a situation  in  which,  at 
each  stage,  the  rise  in  prices  that  was  taking  place  in  this 
country  was  dangerous  but  that  the  danger  point,  as  it 
were,  was  continually  receding  for  a considerable  time, 
so  that  in  fact  we  found  that  the  rise  was  tolerable  after 
all.  I think  ffiat  that  may  well  have  gone  on  for  quite 
a number  of  years. 

10916.  When  you  say  “tolerable”,  you  mean  toler- 
able from  the  point  of  view  of  the  balance  of  payments? 

1 mean  from  the  point  of  view  of  the  current  balance 

of  payments  ; and  from  that  point  of  view  it  seems  to 
me  to  be  quite  possible  that  the  view  which  is  often  put 
forward  by  economists  that  we  ought  to  have  adjusted 
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ourselves  to  any  under-valuation  in  1953  will  not  be 
correct.  In  fact,  the  original  adjustment  due  to  any 
excessive  under-valuation  in  1949  was  perhaps  over  by 
1953,  but  the  adjustment  to  this  longer  process  may  have 
taken,  longer  than  that. 

10917.  Professor  Cairncross:  Is  this  not  based,  to  sotne 
extent,  on  the  assumption  that  the  change  in  parity  in 
1949  would  be  expected  to  affect  the  balance  between 
aggregate  exports  and  imports  rather  than  the  pattern  of 
imports  and  the  pattern  of  exports?  Most  of  the  trade 
of  this  country  must  have  been  unaffected  by  the  move- 
ment of  parities,  since  most  of  our  trading  partners  de- 
valued at  the  same  time ; it  is  only  a fringe  of  exports 
and  imports  that  would  be  affected.  Would  one  not 
therefore  look  for  results  more  in  the  distribution  be- 
tween the  markets  and  sources  of  supply  than  in  the 

volume  of  imports  and  exports? 1 fully  agree  with 

you  about  that,  but  it  does  not  seem  to  me  to  alter  the 
situation.  It  is  quite  true  that  by  looking  at  the  balance 
of  payments  of  the  United  Kingdom  we  do  not  see  these 
things  properly.  We  really  want  to  look  not  merely  at 
the  sterling  area  but  at  the  whole  lot  of  countries  that 
devalued  together.  Unfortunately  it  is  very  hard  to  get 
information  about  that.  But  that  is  what  really  matters, 
from  the  point  of  view  of  the  analysis  ; it  is  fairly  obvious 
that  a great  deal  of  the  balance  of  payments  of  those 
countries  directly  reacts  back  on  our  own  reserves. 

10918.  You  draw  a distinction  between  the  movement 
of  prices  in  the  countries  where  devaluation  took  place, 
and  the  movement  of  prices  in  countries  where  devalua- 
tion did  not  take  place,  and  at  one  point  in  your  argument 
I understood  you  to  be  saying  that  until  quite  recently 
it  was  possible  for  prices  to  move  up  here  without  the 
kind  of  resistance  that  would  be  met  with,  say,  in  the 

United  States? ^I  am  sorry:  I did  not  think  I was 

giving  that  impression.  I do  not  quite  understand  how 
that  arises. 

10919.  I thoxight  that  you  were  implying  that  the  be- 
haviour of  prices  in  this  country  was  conditioned  by 
devaluation  and  not  by  other  factors  which  might  have 
conditioned  it,  and  that  the  behaviour  of  prices  in  this 
country  was  in  this  respect  being  contrasted  with  the 

behaviour  of  prices  in  the  United  .States? ^There  has 

been  a larger  rise  in  prices  here  than  in  the  United 
States. 

10920.  You  were  emphasising  this  contrast,  but  you 

were  also  putting  forward  an  explanation  of  it? 

Yes,  I was;  but  my  explanation  of  the  mechanism  ran, 
as  you  may  remember,  in  terms  of  import  prices  and 
wages. 

1092J.  But  if  you  take  import  prices  and  wages  in  this 
country,  have  they  been  so  very  different  in  their  behaviour 

in  the  United  States? ^They  are  much  more  important 

to  us  than  the  United  States. 

10922.  But  has  the  rise  been  greater  over  the  period 

you  arc  talking  about,  from  1949  onwards? 1 am 

afraid  T cannot  answer  that  immediately,  but  I would  not 
have  thought  that  the  matter  was  veiy  relevant  in  a 
way,  whatever  the  answer  was,  because  it  is  obvious  that 
import  prices  do  affect  the  cost  of  living  very  directly  in 
this  country,  whereas  in  America  they  only  do  it  in  a 
considerably  less  direct  manner. 

10923.  Leaving  import  prices  aside  for  the  moment, 
there  is  some  indication  that  the  movement  of  wages  has 
been  remarkably  similar,  even  comparing:  the  sterling  area 
and  the  dollar  area,  and  that  the  real  difference  has  been 
in  terms  of  productivity.  If  that  was  so,  would  you  feel 
that  you  could  still  account  for  the  relative  movement  in 

f rices  in  terms  of  devaluation  and  its  after-effects? 

find  it  extremely  difficult  to  think  of  any  forces  which 
would  have  led  to  the  rise  of  wages  in  this  country  being 
more  or  less  the  same  as  those  in  the  United  States.  That 
those  figures  should  have  been  more  or  less  similar  I can 
only  regard  as  an  accident. 

10924.  I do  not  think  we  are  any  wiser  on  that.  On  the 
export  side,  I wondered  if  you  had  any  comments  to  put 
to  us.  I had  the  impression  that  the  course  of  events  was 
to  some  extent  in  the  reverse  direction  from  the  one  you 
were  talking  about  a moment  ago  ; that  in  a sense  British 
exporters  had  maintained  their  prices  at  a remarkably 
consistent  level  and  there  was  no  great  increase  in  prices, 
hut  in  sjiite  of  that  tliere  had  been  increasing  difficulty  in 
maintaining  British  exports,  so  that  the  difficulty  of  adjust- 
ment, so  far  frcrni  becoming  easier  in  this  period,  had  to 
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some  extent  become  more  difficult? Yes.  I do  not 

think  that  that  is  at  all  inconsistent  with  my  thesis.  Our 
exports  now  mainly  consist  of  the  kind  of  goods  that  are 
not  just  thrown  on  to  the  market  to  be  sold  at  what 
prices  they  will  take ; their  pricing  is  a matter  of 
policy,  and  it  is  not  the  prices  at  which  they  will  be  sold 
but  effectively  the  profitability  of  the  export  trade,  which 
is  a matter  not  purely  of  policy  but  of  the  demand  for 
British  exports  at  British  costs.  That  the  selling  of  our 
exports  has  become  rather  more  difficult  does  not  seem 
to  me  to  be  in  the  least  surprising.  If  it  were  not  for  what 
I was  saying  about  the  equilibrium  rate  having  moved, 
the  selling  experience  would  not  have  been  merely  more 
difficult ; it  would  have  become  perfectly  dreadful  in  view 
of  the  movement  of  prices  here. 

10925.  You  were  putting  to  us,  I think,  that  there  was 
likely  to  be  a period  after  the  war  in  which  trade  con- 
ditions were  difficult,  that  in  those  conditions  perhaps  a 
large  drop  in  the  equilibrium  rate  was  natural,  and  that 
the  rate  would  improve  sub.sequently.  1 was  suggesting 
to  you  that  it  is  a little  odd  that  British  exporters  had 
almost  unchanged  export  prices  in  spile  of  the  very  large 
devaluation,  and  .still  found  it  very  hard  to  compete.  Does 

that  not  seem  odd? One  has  to  consider  all  these 

productivity  factors  and  so  on,  of  course.  I do  not  think 
it  seems  to  be  odd,  but  1 am  not  quite  clear  as  to  the 
complete  answer  to  that  question. 

10926.  Professor  Sayers:  Whether  one  accepts  the  view 
that  the  rise  in  prices  has  had  its  main  origin  in  devalua- 
tion and  there  is  still  some  momentum  remaining  from  that 
period,  or  whether  one  takes  another  view  about  the  rise 
in  prices  and  says  that  it  is  connected  with  the  wage 
situation  and  links  the  wage  situation  to  something  else, 
what  steps  do  you  think  should  be  taken  to  restrict  the 
movement  of  the  prices  in  future?  You  discussed  par- 
ticularly the  importance  of  maintaining  a stable  rate  of 
exchange;  what  el.se  would  you  regard  as  appropriate 

action? 1 would  be  prepared  to  envisage  a very  wide 

range  of  different  way.s  of  tackling  it.  I do  not  think  that, 
if  one  diagno.ses  the  situation  as  being  a wage  inflation 
which  started  off  from . intelligible  causes  and  has  now 
outrun  them,  it  is  a very  difficult  thing  to  stop.  1 do  not 
think  that  it  can,  be  stopped  by  any  single  prescription; 
it  has  to  be  tackled  on  a great  many  different  fronts. 

10927.  Chairman:  But  it  is  one  of  the  inherent  duties 
of  the  Government  to  try  and  cope  with  it? Yes. 

10928.  Professor  Sayers:  But  there  is  no  golden  rule? 
No. 

10929.  Professor  Cairncross:  If  you  look  beyond  the 
limits  of  this  country  and  take  the  prices  of  the  world 
in  general,  would  you  make  your  diagnosis  of  the  factors 
making  for  a rise  in  world  prices  in  the  post-war  period 
the  same  as  your  diagnosis  in  this  country?  You  are 
dealing  with  relative  rises  in  this  paper  rather  than  a 

universal  movement? Over  a large  part  of  the  paper 

I am : when  I come  to  the  section  entitled  “ The  Rest  of 
the  World  ”,  I thought  that  I was  dealing  generally  with 
the  question.  I would  entirely  agree  with  the  view  com- 
monly expressed,  that  the  increased  power  of  trade  unions 
and  so  on  everywhere  means  that  there  is  a general  danger 
in  almost  all  countries  of  trouble  of  this  kind,  On  the 
other  hand.  1 think,  as  I have  said,  that  there  is  a certain 
breaking  point,  in  that  employers  generally  might  be 
expected  to  resist  more  strongly  rises  in  wages  which 
would  force  them  to  raise  prices  than  rises  in  wages 
which  they  could  swallow  without  raising  prices.  At  the 
same  time  I do  not  regard  that  as  a very  sure  line  of 
defence ; if  they  go  simply  on  the  basis  of  agreeing  to 
any  rise  in  wages  that  they  can  give  without  raising  prices, 
wages  get  terribly  out  of  line  in  different  industries,  and 
there  is  in  the  end  a general  upward  pressure,  so  bringing 
wages  into  line. 

10930.  Mr.  Woodcock:  In  Table  3 you  confine  your- 
self to  wage  rates  and  do  not  take  account  of  earnings? 

1 did  so  quite  deliberately  for  the  reason  (which  I 

thought  I gave  in  the  text)  that  it  seems  to  me  it  was 
the  wage  rates  which  wage  negotiations  were  mainly  about. 
I was  trying  to  point  out  that  there  was  an  active  cost  of 
living  factor  at  work  in  wage  negotiations  over  all  that 
time. 

10931.  Yes,  but  surely  it  is  a factor  at  work,  and  a 
factor  at  work  against  any  movement  is  that  the  earnings 
are  increasing  all  the  time.  It  may  be  that  employers 
are  bargaining  for  labour,  or  it  may  be  on  the  basis  of 
piecework  systems  or  overtime? ^Yes.  I fully  agree; 
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and,  as  I tried  to  say  here,  that  does  not  in  the  least 
affect  what  people  are  getting  or  what  was  happening 
to  the  real  standard  of  living  of  labour ; it  stemmed  simply 
from  the  point  of  view  of  wage  negotiations,  and  the 
calculation  served  to  bring  home  that  the  cost  of  living 
factor  was  something  which  could  be  brought  up  rather 
effectively  at  any  of  those  dates. 

10932.  But  on  this  table  it  does  not.  Do  you  not  make 
the  point  that  there  was  a period  in  which  wage  rates 
were  level,  despite  the  fact  that  wage  rates  were  increasing 

quite  rapidly? ^Yes,  but  that  always  means,  when  one 

comes  to  any  particular  year,  that  it  could  be  shown  that 
in  fact  prices  had  risen  more  than  wages  had  over  some 
not  altogether  implausible  period  in  5re  past,  and  that 
simply  on  that  ground  one  could  claim  that  there  was  a 
case  for  a cost  of  living  increase.  That  was  all  I was 
trying  to  say. 

10933.  Professor  Cairncross'.  I thought  you  were  going 
a little  bit  further  in  one  part  of  the  paper,  and  implying 
that,  if  the  cost  of  living  could  be  stabilised,  the  chances 

of  a rise  in  wage  rates  would  be  less? 1 would  say  ffiat 

that  was  so. 

10934.  Mr.  Woodcock'.  How  much  weight  would  you 

put  on  that? 1 do  not  know  ; but  I would  have  thought 

that  it  was  one  factor,  and  that  if  prices  could  be 


stabilised  it  would  be  much  easier  to  ensure  that  rises  in 
money  wages  were  at  least  moderated. 

10935.  Not  if  demand  was  sustained? 1 would  have 

thought  differently,  but  I do  not  know.  I would  not 
doubt  that  it  was  possible,  but  I do  not  quite  see  how  it 
could  happen,  that  prices  could  remain  stationary  and  at 
the  same  time  there  was  a sudden  increase  in  demand. 

10936.  Professor  Cairncross-.  Suppose  that  earnings  in- 
creased at  the  existing  rates  of  wages,  would  not  that 

eventually  be  bound  to  react  on  wage  rates? Certainly. 

I think  that  the  forces  which  act  upon  wage  rates  and 
upon  earnings  are  quite  complex,  and  that  there  are  a 
great  many  different  things  to  take  into  account.  All  I 
was  maintaining  was  that  there  has  been  a significant  cost 
of  living  element  over  the  last  ten  years,  and  the  purpose 
of  this  paper  was  analysis. 

10937.  Mr.  Woodcock'.  But  is  there  not  rather  more 
than  that  about  this  historic  analysis?  Could  it  not  have 
happened  from  some  other  cause,  or  is  that  fundamental? 

It  could  have  happened  in  a country  which  was 

normally  self-sufficient  in  food,  as  a result  of  a series  of 
bad  harvests  or  something  like  that.  That  could  have 
the  same  effect. 

Chairman : Thank  you  very  much.  Professor  Hicks. 
We  are  very  much  obliged  to  you. 


(The  witness  withdrew.) 


Professor  R.  F.  Kahn,  C.B.E.,  Professor  of  Economics  in  the  University  of  Cambridge, 
called  and  examined 


10938.  Chairman:  Professor  Kahn,  we  have  aU  got 
your  .paper*  in  front  of  us  and  have  road  it  carefully,  so 
that  our  questions  are  primarily  directed  to  getting  you  to 
enlarge  on  some  aspects  of  it.  I wonder  if  we  could  start 
by  asking  you  to  enlarge  on  this  point.  I think  it  is 
inherent  in  your  treatment  of  the  subject  that  the  field 
in  which  monetary  policy  is  capable  of  mattering  is  the 
field  of  investment,  and  I think  you  treat  it  as  capable 
of  having  a substantial  effect  upon  investment  over  a 
period,  subject  to  qualifications  as  to  the  effectiveness 
which  you  give.  Am  I right  so  far  on  your  general  treat- 
ment of  it? Profe-ssor  Kahn:  In  general,  yes ; 1 would 

say  that  it  is  capable  of  having  effect  provided  it  is  suffi- 
ciently drastic. 

10939.  Looking  at  the  tale  of  recent  years,  how  from 

observation  can  you  see  those  effects  taking  place? 

Naturally  one  thinks  of  the  present  and  the  immediate 
past  first  of  all.  1 feel  that  the  fact  that  investment  in  the 
private  sector  has  ceased  to  grow,  and  may  even  be  de- 
clining, and  shows  prospects  of  being  lower  next  year 
than  the  peak  it  has  reached,  is  to  be  attributed 
partly  to  monetary  restriction ; not  only  to  the  effects  of 
high  interest  rates  and  limited  bank  advances,  but  to  the 
indirect  influences  which  I have  emphasised  of  monetary 
factors  on  Stock  Exchange  prices.  Part  of  the  effect  is 
obviously  due  to  the  general  slackening  of  demand,  which 
cannot  be  entirely  attributed  to  monetary  factors,  Part 
is  due  to  the  restrictions  on  nationalised  industries  of  a 
direct  kind.  But  I would  say  that  this  rather  unsatisfactory 
state  of  affairs  in  which  investment  in  industry  is  ceasing 
to  grow  and  is  showing  signs  of  declining,  connected 
with  the  fact  that  production  for  the  country  as  a whole 
is  now  actually  less  than  it  was  three  years  ago,  is  to 
be  attributed  to  a considerable  extent  to  ffie  policy,  which 
started  in  1955  and  has  been  accentuated  since,  of  monetary 
restriction.  You  might  say  that  that  was  designed  in  a 
sense  to  have  this  effect,  so  perhaps  there  has  been  some 
over-shooting  of  the  mark.  As  I emphasise  in  my  paper, 
these  effects  are  very  difficult  to  assess,  there  are  very 
long  and  incalculable  time  lags  involved,  and  we  are  apt 
to  experience  the  full  effects  at  a date  later  than  we  really 
want  them,  and  perhaps  when  we  do  not  want  them  at  all. 

10940.  1 see  the  force  of  that,  but  assuming  that  we 
have  this  recession  of  demand  demonstrating  itself  over 
a period  which  we  can  see  today,  and  that  there  is  a 
complex  of  forces  which  can  be  said  to  be  responsible  for 
it,  is  there  any  test  you  could  apply  which  would  isolate 

the  monetary  forces? It  is  very  difficult  to  apply  a test 

when  there  are  other  factors  operating  to  the  direct  limita- 
tion of  investment  in  certain  fields ; restrictions  of  local 
authority  investment  and  nationalised  industry  investment 
have  an  influence  in  limiting  the  growth  of  demand,  and 
it  is  very  difficult  to  isolate  that  effect  from  any  effect 
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one  might  attribute  to  monetary  policy.  My  main  feel- 
ing is  that  those  who  believed  that  it  was  necessary 
to  use  monetary  policy  as  a means  of  restraining  invest- 
ment were  not  altogether  wrong,  though  perhaps  they 
got  the  timing  wrong  as  a matter  of  expectation. 

10941.  Professor  Sayers:  This  timing  is  absolutely 
crucial? Yes. 

10942.  When  you  were  talking  about  the  monetary 
measures  that  might  be  beginning  to  bite  in  the  last  year 
or  so,  you  mentioned  the  date  1955.  Was  that  purely 
accidental,  or  is  it  that  you  think  that  the  steps  taken 

before  1955  have  had  only  negligible  effects? ^No,  the 

only  reason  I mentioned  1955  was  that  it  was  at  the 
beginning  of  1955  that  the  present  phase  of  monetary 
restriction  began. 

10943.  Were  not  the  signs  of  a fall  in  demand  first 
appearing  about  the  middle  of  1957,  at  the  very  earliest? 

One  must  not  think  too  much  in  terms  of  absolute 

fall ; demand  can  fail  to  grow  with  the  increase  in  poten- 
tial productive  capacity. 

10944.  And  one  can  put  that  back  a little  earlier  in 
1957? Yes, 

10945.  So  that  if  it  was  me^ures  taken  in  1955  that 
were  the  ones  that  really  began  to  bite,  on  the  face  of 

it  there  is  something  like  a two  year  time  lag? ^Yes. 

I think  there  is  a strong  element  of  a two  year  time  lag. 
One  cannot  define  it  simply  in  terms  of  one  period  of 
time,  but  some  influences  certainly  take  two  years  to 
work  out. 

10946.  You  would  expect  that  on  the  grounds  of  how 
industry  works? Yes. 

10947.  Chairman : Do  you  think  that  the  major  element 
in  bringing  about  this  slackening  of  demand  is  purely 
psychological,  the  general  creation  of  business  feeling 
that  demand  is  in  fact  going  to  be  less,  or  is  it  more 

a matter  of  calculated  cost? 1 would  have  thought 

that  on  the  whole  it  is  more  calculation.  The  extea- 
ordin^  thing  at  present  is  that  on  the  whole  businessmen 
are  still  in  a fairly  cheerful  state  of  mind ; but  the 
predictions  from  recent  inquiries  are  that,  although  they 
are  fairly  cheerful,  they  are  not  intending,  as  at  present 
guided,  to  do  as  much  investment  in  the  coming  year  as 
they  are  doing  at  present. 

10948.  Sir  Oliver  Franks:  Would  it  be  your  view  that 
the  high  or  highish  interest  rates  which  we  have  had  since 
1955,  and  the  restrictions  in  one  form  or  another  of 
bank  advances  that  we  have  had  since  the  middle  of 
1955,  are  factors  which  in  themselves  are  partly  operative 
on  people’s  calculations  of  what  it  is  and  it  is  not  worth 
while  to  do,  and  that  it  is  not  simply  or  mainly  a matter 
of  whether  the  heightened  interest  rates,  or  for  that 
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matter  the  restrictions  on  bank  advances,  make  them 
wonder  whether  a certain  type  of  future  is  the  one  that 

they  are  going  to  encounter? ^Yes;  _it  is  not  entirely 

the  influence  on  tlie  demand  for  their  products,  it  is 
partly,  given  that  demand,  influence  on  how  much  they 
feel,  in  the  light  of  that  prospective  demand,  they  want 
to  invest. 

10949.  So  that  a high  or  highish  interest  rate  (what 
that  is  no  doubt  depends  a bit  on  the  rate  of  taxation, 
and  so  forth)  does  itself  make  a difference,  in  particular 
cases,  to  the  way  in  which  people  calculate  it  would  be 
worth  their  while  to  invest? ^Yes,  allowing  for  the  con- 

comitant effects  on  Stock  Exchange  prices,  and  allowing 
for  limitations  on  bank  advances. 

10950.  And  while  of  course  those  are  different  effects, 
they  are  effects  within  the  same  general  category ; that 
is  to  say,  they  are  not  effects  which  can  only  be  de- 
rived because  of  the  effects  on  men’s  minds  of  anticipa- 
tion about  ftings ; they  are  all  real  effects? ^Yes,  they 

can  all  be  summed  up  under  some  such  general  head 
as  monetary  restriction. 

10951.  Given  that,  could  you  elaborate  a little  on  one 
thing  that  you  said?  You  thought  that  the  nature  of  the 
industrial  process  was  such  that  it  might  quite  easily  take 
two  years  for  some  of  these  causally  active  factors  to 

work  through  to  their  full  effect? One  gathers  that 

at  any  rate  the  larger  and  more  complicated  firms  do 
believe  in  planning,  that  they  draw  up  plans  for  various 
periods  ahead,  some  more  definite  and,  as  they  look 
further  into  the  future,  icss  decisive ; but  that  for,  say, 
the  coming  year,  a firm  rather  tends  to  have  made  its 
plan,  and  it  would  need  a good  deal  to  cause  it  to  deviate 
from  it,  particularly  where  it  is  a matter  of  calculation 
of  whether  the  profitability  of  the  project  justifies  the 
financing  involved.  A sudden  reduction  in  demand  might 
lead  to  a fairly  rapid  curtailment  of  plans ; but,  partly 
because  industry  is  so  complicated  nowadays,  there  is  a 
great  deal  of  obstinacy  in  the  machine. 

10952.  Professor  Sayers:  We  are  now  talking  about  the 
field  of  private  industry ; it  is  fixed  investment  in  private 

industry  that  you  are  seeing  these  effects  in? ^Yes; 

and  they  are  particularly  marked  where  it  is  a question 
of  new  industrial  buildings. 

10953.  Which  is  what  one  would  expect  on  theoretical 
grounds? ^Yes. 

10954.  In  the  decline  in  activity  in  investment,  and  the 
failure  of  that  activity  to  grow,  the  emphasis  is  on 

building? As  far  as  I know,  the  building  industry  has 

some  slack. 

10955.  Professor  Cairncross:  Do  you  know  of  actual 
cases  where  firms  would  agree  that  it  has  been  the  higher 
cost  of  financing  capital  development  schemes  which  has 
deterred  them  in  the  past  few  years,  rather  than  market 

considerations? 1 have  not  made  any  inquiry.  _Tt 

would  be  a very  difficult  inquiry  to  conduct,  because  with 
great  respect  (I  do  not  intend  this  in  any  insulting  sense) 
it  is  extremely  difficult  for  a business  man  to  analyse  his 
motives.  He  arrives  at  a decision  after  consideration  of 
a great  set  of  complicated  and  inter-related  motives ; this 
is  one  of  them,  and  demand  is  another.  It  would_  be 
extremely  difficult  to  separate  them,  particularly  at  a time 
when  both  of  them  probably  are  moving  in  an  adverse 
sense. 

10956.  But  you  would  agree  that  there  might  be  some 
forms  of  investment  that  were  more  readily  affected  in 

this  way? ^Yes.  I am  impressed  by  the  rather  obvious 

fact  to  anybody  who  takes  an  interest  in  such  matters, 
that  the  ability  of  even  one  of  the  large  firms  to  raise 
money  on  the  Stock  Exchange  at  any  moment  of  time, 
without  offering  shares  at  unduly  low  prices,  is  limited  ; 
there  is  a certain  absorptive  capacity  of  the  market,  and, 
as  I say  in  my  paper,  I think  that  not  only  the  level  of 
Stock  Exchange  prices  but  the  readiness  of  the  market 
to  absorb  the  shares  of  a particular  concern  have  to  be 
linked  to  monetary  policy. 

10957  Would  the  latter  factor  have  come  much  into 
operation  until  the  last  two  or,  at  the  most,  three  years? 
-—No  • in  this  country  Stock  Exchange  prices  in  ordinary 
shares  generally  reached  their  peak  about  the  middle  of 
1955,  and  they  are  not  yet,  speaking  quite  generally,  back 
to  it. 

10958,  Would  you  agree  that  there  are  other  possible 
hypotheses  governing  the  behaviour  of  fixed  investment 


in  private  industry  in  the  last  few  years,  and  that  there 
may  have  been  a temporary  exhaustion  of  the  more 

obvious  types  of  investment? No,  I should  be  rather 

reluctant  to  accept  that. 

10959.  Professor  Sayers:  Why  do  you  find  that  a diffi- 
cult hypothesis  to  swallow? Simply  because  one  knows, 

without  being  an  expert  in  the  matter,  that  technical  pro- 
gress, scientific  research,  ail  that  sort  of  thing,  has  been 
going  on  if  anything  at  a faster  pace  than  in  earlier  periods, 
and  one  feels  that  to  take  full  advantage  of  the.se  technical 
developments  one  needs  a growing  rate  of  net  investment 
in  industry.  It  is  remarkable  that  where  there  is  a clear 
outlet,  as  in  the  motor  industry,  the  thing  does  work  well, 
10960.  But  if  there  is  a long  period  in  which  there  are 
all  sorts  of  obstacles  of  a non-monctary  kind  in  the  way 
of  people  who  want  to  go  into  various  capital  develop- 
ments, and  then  comes  a period  in  which  the  obstacles 
are  very  largely  removed,  would  you  not  expect  a spate 
of  developments  followed  by  some  falling  off.  even  though 
there  was  an  underlying  trend  for  increase  in  investment? 
—The  productive  capacity  of  our  metal-using  indus- 
tries, after  subtracting  the  needs  of  defence,  has  been  so 
pitifully  limited  that  the  extent  to  whiclr  the  backlog 
could  be  worked  off  in  recent  years  was  really  rather  small. 

It  has  been  a common  view  that  until  recently  we  have 
been  suffering  from  an  overload  on  the  metal-makmg  and 
metal-using  industries.  That  may  he  associated  with 
defence  requirements,  but  it  emphasises  the  point  that 
it  has  not  been  possible  to  make  a very  big  encroachment 
on  the  accumulated  stock  of  ideas.  If  it  were  a fact  that 
tlie  urge  to  invest  was  beginning  to  slacken,  that  would 
seem  to  me  to  point  to  a strong  relaxation  of  monetapr 
policy  as  a compensation  for  that  diminished  urge.  The 
justification  of  dearer  money  and  credit  restriction  was  that 
businessmen  wanted  to  invest  more  than  the  country  could 
afford,  but  if  businessmen  do  not  now  want  to  invest 
as  much  as  the  country  needs,  the  case  is  one  for  monetary 
expansion. 

10961.  You  mean  that  the  case  was  one  for  moneti^y 

expansion  a year  or  two  ago? Yes,  but  the  fact  that 

it  has  been  delayed  is  no  reason  for  not  contemplating 
it  now. 

10962.  Pro/e.Mor  Cairncross:  The  question  I was 
putting  to  you  earlier  was  directed  simply  to  establishing 
whether  monetary  policy  was  of  special  importance  in 
regulating  the  level  of  fixed  investment.  Clearly,  if  it 
has  no  effect  either  way,  then  it  may  be  inappropriate 
to  make  use  of  monetary  policy  for  ^thc  purpose  of  in- 
creasing investment  or  diminishing  it.  Your  view  is 
that  it  has  a very  real  effect  on  capital  investment  in 

the  private  sector? ^Yes.  I am  not  saying  that  it 

does  not  have  an  effect  in  other  sectors,  but  m fbe  private 
sector  I do  say  that  it  has  an  important  effect,  but  that 
the  changes  needed  in  monetary  policy  m order  to  bring 
about  a reasonable  effect  are  large. 

10963.  If  you  are  thinking  in  terms  of  a situation  whem 
there  are  large  arrears  of  technological  knowledge  to  be 
made  use  of  in  industry,  ought  not  that  alw  to  be  a 
situation  where  there  are  very  remunerative  investments 
to  be  made,  and  would  not  these  be  likely  to  take  priority 
over  otoer  investments  which  a firm  might  normally  wisn 
to  make,  but  which  it  could  defer  if  it  had  sorneming 

of  more  special  importance  up  its  sleeve? ;Yes,  I tninx 

they  wouW,  but  ^e  situation  we  are  now  in  is  one  in 
which  the  power  of  the  country  to  perform  physiwl  in- 
vestment is  not  being  fully  utilised.  The  question  whether 
some  forms  of  investment  are  more  or  less  desirable  than 
others  is  not  so  important  as  it  is  at  a time  when  au 
available  resources  are  being  stretched. 

10964.  The  issue  is  in  part  whether  the  things  that  arc 
not  being  done  would  be  particularly  productive  m re- 
lation to  the  things  that  are  being  done?- — -1  do  not 
admit  that.  1 think  the  issue  is  whether  the  things  that 
might  be  done  are  not  sufficiently  important  to  justify 
their  being  done,  at  the  expense  perhaps  of  some  de- 
terioration in  the  balance  of  payments,  and  also  possibly  of 
slightly  leas  satisfactory  real  wage  rates  for  the  momem, 
more  than  compensated  by  bigger  earnings. 

10965  That  is  a different  issue,  and  not  the  one  I was 
discussing.  I am  trying  to  pursue  only  the  influence  of 
interest  rates  on  investment,  not  on  aggregate  mv«tmeni 
for  the  moment,  but  on  the  types  of  investinent  that  are 
conducted.  It  would,  I should  have  thought,  be  likely 
that,  if  firms  could  choose  between  those  investments  mat 
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yielded  a high  return  and  those  that  yielded  only  a 
modest  return,  they  would  take  the  ones  yielding  high 
returns,  and  therefore  give  effect  to  new  technological 
knowledge.  You  feel,  however,  that  there  is  an  aggregate 
of  investment  that  could  employ  other  knowledge,  still 
unutilised,  that  would  add  substantially  to  productivity? 

I am  not  now  speaking  of  the  nationalised  industries. 
It  has  been  put  by  witnesses  to  us  that  there  is  a big 
margin  between  the  return  that  firms  normally  look  for 
and  the  current  rate  of  interest,  and  that  if  the  rate  of 
interest  were  to  be  increased  from,  say,  4 to  6 per  cent., 
this  would  make  very  little  difference  to  a firm  thinking 
of  embarking  on  investment  yielding  perhaps  20  per  cent. 
What  comment  would  you  make  on  that? If  you  com- 

pare the  rate  of  interest  on  gilt-edged  securities  with 
the  prospective  return  on  a speculative  physical  invest- 
ment. you  are  not  comparing  like  with  like.  The  return 
on  a gilt-edged  security  is  normally  absolutely  certain, 
whereas  the  return  from  an  industrial  investment  of  a 
physical  kind  is  subject  to  a considerable  degree  of  risk. 
The  much  bigger  return  that  has  to  be  expected  in  order 
to  induce  the  investment  is  a measure  of  the  risk  in- 
volve. One  comparison  which  is  apt,  I think,  is  be- 
tween the  return  that  one  can  expect  to  get  by  buying 
ordinary  shares  on  the  market  and  the  return  that  a 
businessman  would  expect  to  get  by  physical  investment 
When  I speak  of  the  return  on  ordinary  shares,  I am 
not  thinking  simply  of  the  dividend  yield  in  the  narrow 
sense,  but  in  a wider  sense  the  earnings  yield,  which 
of  course  is  of  particular  interest  to  people  subject  to 
surtax.  Those  are  two  quantities  which  are  comparable 
in  the  sense  that  they  both  involve  risk  and  are  also 
comparable  in  order  of  magnitude. 

10966.  If  you  take  the  latter  basis,  would  you  say  that 
a rise  in  gilt-edged  rates  would  be  likely  to  be  accom- 
panied by  a more  or  less  proportional  increase  in  the 

earnings  yield  expected? Yes.  Ordinary  share  prices 

tend  to  move  with  gilt-edged  prices,  apart  from  other 
influences  which  operate,  and  the  general  tightening  of 
monetary  conditions  which  accompanies  any  pushing  up 
of  the  gilt-cdged  rate  has  also  a separate  influence  on  the 
market  in  shares. 

10967.  If  the  gilt-edged  rate  rose  over  a period  from 
4 to  5 per  cent,,  would  you  expect  the  earnings  yield 

on  industrial  investments  to  rise  by  25  per  cent? 1 

do  not  want  to  be  tied  down  to  an  exact  quantitative 
answer  on  this,  but  in  general  terms  I would  say  that 
there  is  a certain  relationship  between  bond  yields  and 
share  yields  which  tends  to  bo  maintained,  subject  to 
differences  of  expectations  about  the  future  course  of 
profits  compared  with  the  past. 

10968.  Chairman:  I am  not  quite  clear  how  this  ties 
up  with  the  original  question,  which  I thought  related 
to  the  business  man’s  possible  expenditure  on  new  tech- 
nological processes,  where  he  was  supposed  to  be  expect- 
ing a very  high  rate  of  return  on  money  he  spent,  and 
the  question  whether  his  determination  to  do  that  or  not 
could  be  seriously  influenced  by  any  change  of  the  order 
that  we  have  seen  hitherto  in  the  rate  of  interest  on 

the  money  which  he  borrowed  for  the  purpose? 

In  so  far  as  the  investment  which  he  has  in  mind 
involves  highly  durable  forms  of  capital  (buildings  and 
that  sort  of  thing)  then  there  is  an  important  effect 
of  the  long-term  rate  of  interest  itself.  In  so  far 
as  it  involves  equipment  which  wears  out  fairly  rapidly, 
the  rate  of  interest  itself  has  a quantitatively  mudh 
less  important  effect.  But  this  business  man  has  to 
consider  how  the  project  is  to  be  financed ; it  may  be 
that  he  has  exhausted  his  liquid  assets,  and  his  oppor- 
tunities of  borrowing  on  fixed  interest  account  either  from 
the  banks  or  from  the  market,  so  that  he  has  to  think  in 
terms  of  ordinary  shares.  He  must  ask  himself,  as  one 
of  the  factors  operating,  what  sacrifice  is  involved  for  the 
shareholders  if  they  issue  shares  to  outsiders  which  are 
expected  to  yield  in  the  course  of  years  a high  earnings 
return  on  the  market  price.  He  will  also  be  concerned, 
as  I have  said,  with  the  capacity  of  the  market  to  absorb 
a large  issue  of  ordinary  shares  without  his  being  obliged 
to  offer  terms  which  would  be  very  unfavourable  to  the 
firm.  There  is  also  the  point,  which  is  becoming  increas- 
ingly evident,  that  quite  a number  of  firms  nowadays 
contemplate  using  their  resources  not  creatively,  in  making 
or  acquiring  physical  assets,  but  in  buying  up  other 
concerns,  usually  by  acquiring  their  shares,  either  on 
the  market  or  by  means  of  a bid,  or  by  means  of  some 


special  negotiation.  There  is  a very  direct  relationship 
between  the  yield  which  they  expect  some  other  company’s 
shares  to  offer  them,  on  the  prices  at  which  they  may 
hope  to  acquire  them,  and  the  yield  which  physical 
investment  might  be  expected  to  offer. 

10969.  Professor  Cairncross:  What  proportion  of  the 
total  investment  of  the  country  are  we  talking  about? 

About  one  quarter? You  have  not  asked  me  about 

any  other  sector.  1 am  prepared  to  argue  that  the  rate 
of  interest  is  an  important  influence  elsewhere.  But  if 
you  are  asking  me  about  the  private  industrial  sector, 
and  if  I may  be  allowed  to  talk  in  terms  of  net  inyest- 
ment,  with  all  the  difficulties  that  that  involves,  it  is 
something  rather  over  one-third,  I should  think,  excluding 
private  housing. 

10970.  Do  you  feel  that  monetary  policy  has  more_  effect 

outside  this  sector  than  within? ^No ; I think  it  has 

considerable  importance,  and  in  as  much  as  the  other 
sectors  are  bigger  quantitatively,  the  total  effect  may 
even  be  larger  on  investment  elsewhere  than  in  the  private 
sector ; not  proportionately,  only  absolutely,  What  I am 
concerned  about  is  the  proportional  effect  in  the  private 
sector.  The  net  investment  which  the  private  sector 
absorbs  is  itself  so  small  that  an  absolute  change  which 
looks  scarcely  worth  talking  about  may  proportionately 
be  of  great  importance. 

10971.  Do  you  see  the  rate  of  interest  affecting  in  any 
way  the  decisions  of  public  authorities  about  investment? 
^Yes. 

10972.  Would  you  elaborate  that? First  of  all  take 

housing,  in  so  far  as  housing  remains  the  responsibility 
of  public  authorities  ; the  rents  which  they  can  afford  to 
charge  depend  on  the  terms  on  which  they  can  borrow, 
.subject  to  such  subsidies  as  may  be  offered  to  them ; and 
clearly  the  extent  to  which  subsidies  may  be  offered  is 
very  limited.  Indeed,  it  is  claimed  by  the  protagonists  of 
the  cheap  money  policy  of  the  immediate  post-war  period 
that  fihe  main  benefit  has  been  in  getting  rents  of  new 
houses  lower  than  otherwise  would  have  been  possible. 
And  it  is  very  widely  claimed  that  the  level  of  rents  has 
an  important  influence  on  the  demand  for  house  room. 
In  the  case  of  fte  nationalised  industries,  we  have  not 
quite  reached  the  point  at  which  one  would  expect  an 
effect,  because  they  have  been  so  held  up  and  have  this 
big  backlog — I am  not  quite  sure  about  the  coal  industry. 
But  the  nationalised  industries  have  to  keep  a very  careful 
eye  on  their  profit  and  loss  account,  which  usually  balances 
or  just  fails  to  balance  on  an  incredibly  narrow  margin 
in  relation  to  their  turnover,  and  1 would  expect  them 
fairly  soon  to  be  very  much  influenced  in  deciding  how 
rapidly  to  invest  by  the  terms  on  which  they  can  get 
finance. 

10973.  Chairman : You  are  stressing  that  as  a develop- 
ment you  see  ahead,  rather  than  typical  of  their  past 
experience  since  they  were  nationalised? ^Yes. 

10974.  Where  do  you  draw  the  line?  What  brings 

about  the  change? Simply  the  point  at  which  they  have 

succeeded  in  working  off  the  backlog  of  unexecuted 
projects  which  the  Government  or  physical  difficulties  of 
delivery  have  been  holding  up. 

10975.  It  rather  depends  upon  a view  that  they  have 

very  largely  overtaken  that  position  today? 1 would 

not  say  that  they  have  very  largely  done  so  already.  I am 
looking  some  way  ahead,  and  assuming  that  you  want  to 
deal  with  the  long  view,  not  just  with  the  immediate 
prospects. 

10976.  Professor  Cairncross:  Do  you  lay  any  stress  on 
the  particular  forms  which  one  of  the  nationalised 
industries  might  pursue:  for  instance,  nuclear  energy  as 
against  thermal  power?  Do  you  think  that  that  kind 
of  choice  will  be  affected  by  rates  of  interest,  or  do  you 

think  that  this  is  decided  by  other  circumstances? In  so 

far  as  capital  is  cheaper,  then  a form  of  power  production 
which  involves  the  use  of  a lot  of  capital,  perhaps  because 
it  is  very  durable,  will  to  that  extent  be  preferred. 

10977.  Mr.  Jones:  As  I understand  it,  you  are  saying 
that  in  the  nationalised  industries  planning  has  made  pro- 
vision for  a certain  degree  of  development,  and  that, 
having  regard  to  the  physical  and  financial  circumstances 
of  the  country,  it  has  not  been  possible  to  make  the 
progress  with  those  plans  at  the  speed,  and  with  the 
impetus,  that  seem  to  be  desirable  and  necessary? ^Yes. 
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10978.  Professor  Sayers:  Do  you  think  the  size  of  the 
backlog  is  itself  partly  due  to  what  the  rate  of  interest  is 

and  has  been  in  the  last  years? 1 think  that  plays  a 

part,  certainly. 

10979.  So  that,  if  the  authorities  thought  that  the 
backlog  was  very  big  all  round,  not  in  the  public  sector 
only  but  perhaps  even  in  the  private  sector,  and  that  a 
raising  of  the  rate  of  interest  was  an  appropriate  way  of 
sifting  the  projects,  the  backlog  might  then  become 

smaller? Yes.  I am  not  advocating  that  way  of 

doing  it,  but  that  would  be  the  result. 

10980.  I am  just  suggesting  that  the  backlog  is  not  some- 
thing absolute,  but  is  linked  to  the  atmosphere  of  the 
rate  of  interest? 1 agree. 

10981.  Sir  Oliver  Franks:  In  the  opening  of  your  paper 
you  make  a distinction  between  means  and  ends,  and  you 
say  that  one  of  the  dangers  of  reflections  on  monetary 
policy  is  to  mistake  means  for  ends,  and  therefore  to  treat 
them  absolutely.  When  one  comes  to  the  latter  part  of 
your  paper  it  emerges  that  one  thing  which  you  think  is 
at  best  a means  tends  to  be  given  this  absolute  quality, 
and  therefore  has  been  a matter  of  mystique,  is  the  money 
supply.  You  therefore  say  two  things  about  the  money 
supply : (1),  that  it  should  pass  the  test  as  a means  to  the 
ends,  the  ends  being  essentially  political,  social  and  general 
economic  ends,  such  as  the  general  level  of  all  economic 
activity,  the  balance  within  that  of  investment  and  con- 
sumption, and  so  on  ; and  (2),  that  the  quantity  of  the 
money  supply  is  not  itself  something  which  should  be 
treated  as  an  object  of  manccuvre,  but  is  rather  a re.suU 
of  the  structure  of  rates  of  interest,  and  that  it  is  the 
structure  of  rates  of  interest  which  should  primarily  be 
manipulated  or  varied  by  the  authorities  if  they  are 
wishing  to  exercise  policy  through  monetary  measures. 
Would  you  mind  elaborating  these  two  quite  different 

points  about  the  money  supply? 1 would  apply  this 

idea  of  the  danger  of  monetary  mystique  in  the  context 
of  both  questions.  I think  I am  using  the  word  “end” 
at  two  diflierent  levels.  First  of  all  I am  thinking  of  the 
ultimate  end  in  terms  of  activity  and  the  pattern  of  pro- 
duction, the  extent  to  which  the  production  is  devoted  to 
making  improvements  for  the  sake  of  the  future  ratlicr 
than  to  current  consumption ; and  then  at  a lower 
level  T am  afraid  I was  probably  using  the  same 
word  “ ends  ” to  mean  the  influences  in  the  monetary 
sphere  which  operate  towards  reaching  what  is  desirable 
at  this  higher  level  of  the  word  “ end  ” : namely,  the 
structure  of  rates  of  interest,  the  ability  of  the  banks  to 
advance  more,  the  state  of  the  Stock  Exchange,  and  so 
on.  I am  trying  to  emphasise  in  this  paper  that  the 
quantity  of  money  should  be  regarded  purely  as  u con- 
comitant ; that  one  should  ask  oneself  first  of  all  what 
the  ultimate  ends  are  in  terms  of  pressure  of  demand, 
level  of  activity,  investment  in  relation  to  consumption, 
and  then,  in  so  far  as  one  is  contemplating  monetary 
rather  than  other  means  of  securing  the  right  sort  of 
balance,  one  should  think  in  terms  primarily  of  rales  of 
interest,  and  of  the  liberty  of  bankers  to  lend,  and  have 
an  eye  to  Stock  Exchange  prices  and  business  men’s 
expectations  in  the  immediate  future.  Having  decided 
what  monetary  features  are  calculated  to  reach  the 
ultimate  ends  desired,  and  having  agreed,  if  agreement 
can  be  reached,  how  those  features  are  represented  in 
terms  of  rates  of  interest  and  all  that,  then  the  quantity 
of  money  should  in  my  view  be  left  to  look  after  itself ; 
it  should  be  regarded  as  a pure  concomitant.  One  should 
recognise  that  in  some  circumstances  it  may  need  a larger 
quantity  of  money,  and  in  other  circumstances  a smaller 
quantity  of  money,  to  reach  the  same  result  in  terms  of 
rates  of  interest  and  the  effects  of  rates  of  interest,  and 
that  the  difference  between  those  two  situations,  the  fact 
that  in  one  situation  the  quantity  of  money  is  greater 
than  the  other,  need  not  be  regarded  as  at  all  disturbing. 
It  simply  means  that,  for  some  reason  connected  with 
expectations  of  the  future,  various  people  and  institutions 
are  a little  scared  about  holding  securities,  and  they  prefer 
to  hold  money.  To  meet  that  extra  demand  for  money, 
if  the  authorities  do  not  want  the  price  of  securities  to 
be  depressed,  they  must  create  the  extra  money,  which  is 
very  nice  for  the  banks,  who  will  earn  bigger  profits,  and 
to  some  extent  for  the  Government  in  so  far  as  the  Bank 
of  England  is  involved,  because  the  Bank  of  England  will 
have  bigger  assets  as  the  concomitant  of  a larger  quantity 
of  money.  I am  trying  to  argue  that  any  line  of  thought 
which  seems  to  suggest  that  a particular  policy  or  proposal 
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is  undesirable  purely  by  reason  of  what  it  involves  for 
the  quantity  of  money  should  be  treated  with  great 
suspicion. 

10982.  And  it  is  there  that  the  element  of  mystique 
enters  in,  if  one  allows  oneself  to  think  that  a particular 

quantity  of  money  has  some  intrinsic  virtue  or  vice? 

Yes. 

10983.  Professor  Sayers:  I wonder  if  wc  might  have 
your  comments  on  another  view  which  has  been  put  to 
us,  for  which  “mystique”  is  not  perhaps  quite  the  appro- 
priate word:  that,  though  it  is  through  rates  of  interest 
and  availability  of  credit  and  so  on  that  monetary  policy 
works  on  the  level  of  economic  activity,  the  appropriate 
way  for  the  monetary  authorities  to  work  is  not  to  make 
up  their  mind.s  that  such  and  such  rates  of  interest  and 
.such  and  such  availabilities  of  credit  arc  appropriate  in 
particular  directions,  but  to  operate  in  some  way  on  the 
situation  a.s  a whole  by  increa.sing  the  quantity  of  money 
when  demand  needs  to  be  stimulated,  and  decreasing  the 
quantity  of  money  in  other  circumstances,  leaving  it  to 
the  market  to  produce  the  effects  on  particular  interest 

rates? Am  I being  asked  not  to  apply  the  word 

“ mystique  ” to  that  view? 

10984.  t think  that  answers  my  question! 1 think 

part  of  the  confusion  arises  hecau.se  there  are  different 
ways  of  increasing  the  quantity  of  money.  Very  often 
economists  who  like  to  propagate  thi.s  kind  of  view  will 
imagine  that  the  quantity  of  money  is  increased  as  a 
re.sult  of  the  Government  embarking  on  some  expenditure 
not  financed  by  additional  taxation  which  it  would  not 
have  embarked  on  otherwise,  and  financing  it  by  borrow- 
ing from  the  banking  .system.  But  the  results  of  that  I 
would  attribute  primarily  to  the  Government  expenditure. 
The  fact  that  the  Government  is  engrossing  labour  and 
physical  resources  is  responsible  for  the  main  effect, 
and  that  main  effect  would  be  experienced  equally 
if  the  Government  issued  securities  on  the  market 
instead  of  borrowing  from  the  banking  system  in 
order  to  finance  this  expenditure.  The  only  differ- 
ence between  the  two  methods  of  financing  a par- 
ticular line  of  expenditure  lies  in  the  behaviour  of  the 
rate  of  interest.  In  order  to  sell  these  securities  on  the 
market  without  an  increase  in  the  quantity  of  money 
their  price  would  have  to  be  dcprc.ssed  i the  rate  of  interest 
would  be  higher.)  I do  not  know  whether  this  is  at  all 
helpful,  but  I tfunk  that  when  one  talks  about  the  effect 
of  an  increase  in  the  quantity  of  money  one  has  to  ask 
oneself  what  is  the  mechanism  by  which  that  increase 
comes  about,  and  one  has  to  be  quite  sure  that  inside  the 
mechanism  there  is  not  an  influence  which  would  operate 
independently  of  an  increase  in  the  quantity  of  money. 

10985.  I am  in  some  difficulty,  because  I am  putting  the 
views  of  others ; but  I think  one  form  in  which  this  doc- 
trine is  put  forward  is  that  monetary  policy  should 
take  the  form  of  a regulation  of  the  total  supply  of  bank 
money,  and  that  that  should  be  allowed  to  have  its  effect 
on  the  whole  scries  of  rates  of  interest,  working  through 
from  those  most  directly  affected  by  changes  in  the  supply 
of  bank  money.  Would  you  like  to  comment  on  that 

view? 1 should  want  to  hear  some  argument  in  favour 

of  such  a view  before  I was  a^cd  to  comment  on  it. 

10986.  Professor  Cairneross:  This  view  implies  action 
on  the  cash  at  the  disposal  of  the  banks,  and  leaves  sub- 
sequent action  to  them  and  to  the  market? It  is 

inherent  in  this  view  that  the  rates  of  interest  should  look 
after  themselves,  and  that  the  quantity  of  money  is  what 
matters.  My  answer  is  that  it  is  the  rates  of  interest  that 
matter,  interpreted  in  a wide  sense,  and  not  the  qiwntity 
of  money ; that  the  mere  fact  that  some  people  are  induced 
for  the  moment  to  hold  part  of  their  wealth  in  the  form 
of  idle  cash  rather  than  the  form  of  securities  is 
going  to  influence  their  conduct  or  anybody  cIsc’s  condwt. 
One  has  to  ask  oneself  whose  conduct  is  influenced  by 
reason  of  the  quantity  of  money  being  larger  rather  than 
smaller,  if  the  rates  of  interest  are  ex  hypoihesi  the  s^e 
in  both  cases.  Money  is  a stock,  it  is  not  a flow.  We 
things  which  influences  people’s  conduct  are  flows,  proms, 
incomes,  that  sort  of  thing:  things  you  measure  as  rates 
per  unit  of  time ; not  a stock  which  is  sirnply  a matter 
of  how  at  any  particular  moment  people  decide  to  dispose 
of  their  personal  wealth  and  companies  of  their  liquio 
assets. 

10987.  The  view  put  to  you  would  imply  that  the 
tary  authorities  took  a neutral  view  in  relation  to  the 
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structure  of  interest  rates,  that  they  did  not  deliberately 
try  to  set  a pattern  of  interest  rates,  although  they  did 
attach  importance  to  the  movement  of  interest  rates  in 
general  in  a particular  direction.  The  relevant  point  from 
our  point  of  view  is  how  far  you  believe  that  the  monetary 
authorities,  in  seeking  to  establish  a pattern  of  interest 
rates,  can  change  the  relationship  between  particular  rates 

freely? 1 think  that  it  is  extremely  important  that  the 

authorities  (I  use  the  word  “ authorities  ” because  I want 
to  bring  in  all  the  departments  and  authorities  who  are 
responsible  for  managing  the  national  debt,  which  includes 
not  only  the  Bank  of  England  and  the  Exchange  Equalisa- 
tion Account  but  a whole  lot  of  other  departments  such 
as  the  Post  Office  Savings  Department  and  the  National 
Debt  Commissioners)  should  be  regarded  as  capable,  within 
very  broad  limits,  of  achieving  any  desired  structure  of 
rates  of  interest.  They  should  be  thinking  in  terms  of  what 
structure  they  want,  and  if  they  know  what  they  want 
they  are  perfectly  capable  of  getting  it,  provided  they  are 
not  worried  about  the  quantity  of  money.  Suppose  that 
the  central  authority  does  think  in  these  terms,  and  wants 
a bill  rate  which  at  the  moment  should  be  high,  in  order 
to  keep  sterling  balances  in  this  country,  but  a long  term 
rate  which  should  be  low,  in  order  to  stimulate  investment. 
(I  speak,  for  the  sake  of  simplicity,  in  terms  simply  of 
those  two  rates  of  interest,  the  bill  rate  and  the  bond 
rate.)  Either  the  situation  which  exists  before  they  intro- 
duce a change  is  one  in  which  each  rate  of  interest  is 
higher  than  they  think  it  should  be,  or  it  is  one  in  which 
each  rate  of  interest  is  lower  than  they  think  it  should 
be,  or  it  is  a situation  in  which  one  is  higher  and  one  is 
lower  than  the  levels  they  would  like  to  see  maintained. 
If  both  are  too  high,  then  open  market  operations  on  the 
expansive  tack  will  bring  both  down.  If  both  arc  too 
low,  open  market  operations  on  the  restrictive  tack  will 
put  both  up.  And  then  from  one  direction  or  the  other 
they  will  reach  the  third  situation,  in  which  one  is  too 
high  and  one  is  too  low,  which  they  can  then  remedy 
by  a change  in  the  composition  of  the  national  debt 
as  held  by  the  banks  and  the  public.  They  can  either 
accelerate  the  process  of  funding,  issue  long-term  securi- 
ties and  pay  off  Treasury  Bills,  or  they  can  hold  it  up,  or 
they  can  put  it  into  rever.se:  the  departments  can  buy 
long-dated  Government  securities  and  pay  for  them  by 
issuing  more  Treasury  Bills.  By  altering  the  proportions 
of  bonds  and  bills  which  the  banks  and  the  public  are 
asked  to  hold,  they  will  push  up  the  price  of  one  and 
push  down  the  price  of  the  other.  They  may  then  again 
reach  the  situation  in  which  both  are  too  high  or  both 
are  too  low ; then  they  want  a little  dose  of  open  market 
operations  again  to  bring  them  to  a situation  in  which 
one  is  too  high  and  the  other  is  too  low.  I am  not 
suggesting  that  it  would  be  necessary  in  practice,  though 
very  probably  it  would,  to  proceed  by  this  process  of 
trial  and  error ; T am  merely  putting  this  forward  as  a 
logical  line  of  thought  to  show  that  a combination  of 
operating  on  the  total  amount  of  bank  credit  and  bank 
deposits,  with  operating  on  the  pattern  of  the  national 
debt  held  outside  the  Government  departments  can,  within 
broad  limits,  give  any  desired  combination  of  bill  rates 
and  bond  rates. 

10988.  Chairman : Does  not  the  possibility  of  this  being 
available  as  a technique  when  the  authorities  want  it 
depend  on  our  having  a market  that  will  allow  itself 
to  be  manipulated  from  time  to  time  in  this  way?  Do 
you  think  that  conscious  and  sustained  manipulation  of 

this  kind  might  affect  the  market? ^Yes,  but  how 

much  the  authorities  have  to  do  depends  on  the  state 
and  responsiveness  of  the  market.  If  the  market  likes 
to  help  by  altering  its  expectations,  because  it  thinks  that 
this  is  the  way  the  cat  is  jumping,  then  the  authorities 
will  not  have  to  do  so  much.  If  the  market  proves  very 
obstinate  and  does  not  believe  that  they  are  going  to 
succeed  in  doing  what  they  are  trying  to  do,  then  they 
will  have  to  do  much  more.  The  responsiveness  of  the 
market,  the  extent  to  which  a given  amount  of  sales  or 
purchases  will  change  the  price  of  a particular  kind  of 
security,  is  a factor  which  determines  the  scale  on  which 
the  operation  has  to  be  conducted,  but  it  is  very  difficult 
to  conceive  of  a situation  in  which  it  would  not  be 
possible  to  arrive  at  any  particular  price,  provided  that, 
as  I did  say,  one  is  considering  this  within  reasonable 
limits. 

10989.  It  has  been  said  that  there  are  times  when  the 
authorities  cou^  not  get  rid  of  any  volume  of  long-term 
30500 


securities  even  if  they  wanted  to  ; the  market  would  not 

take  them? 1 think  that  that  view  is  associated  with 

a fear  to  contemplate  any  increase  in  the  quantity  of 
money. 

10990.  Professor  Sayers:  You  are  saying  that  the 
authorities  can  always  move  to  a different  price,  if  they 

are  prepared  to  shut  their  eyes  to  the  quantities? 

Yes,  that  is  the  point.  If  we  are  told  that  the  only 
way  of  financing  a particular  need  is  to  issue  Treasury 
Bills  because  the  market  will  not  absorb  long-dated  Gov- 
ernment securities,  the  inference  is  that  the  authorities 
do  not  want  to  see  the  price  of  long-dated  securities 
pushed  down,  and  the  rate  of  interest  pushed  up.  That 
would  point  first  of  all  to  some  monetary  expansion  which 
should  be  undertaken  without  hesitation  if  there  is  a 
feeling  that  rates  of  interest  should  not  go  up,  and  to 
some  change  in  the  pattern  of  the  national  debt.  If 
the  whole  complex  of  institutions  and  individuals  outside 
the  banking  system  and  the  Government  are  prepared 
to  take  more  bills  at  the  desired  rate  of  interest  but  not 
more  bonds  at  the  desired  rate  of  interest,  then  one  should 
quite  happily  let  them  have  bills. 

10991.  Professor  Cairncross:  Would  you  agree  that 
operations  in  a market  of  this  kind,  where  expectations 
are  very  important  and  confidence  is  equally  important, 
may  be  made  difficult  by  the  need  to  envisage  the  undoing 
of  what  the  authorities  are  doing,  to  move  into  reverse 
very  sharply?  They  may  be  operating  on  the  long  rate 
in  order  to  move  it  violently,  and  only  be  able  to  make 
it  move  violently  by  doing  something  which  prejudices 
their  future  action.  Is  not  monetary  policy  under  the 

disadvantage  that  it  is  not  easy  to  reverse  quickly? 

I would  admit  that  they  might  have  to  operate  on  a larger 
scale  to  produce  a desired  effect  than  would  have  been 
necessary  if  they  had  not  past  history  against  them ; 
but  1 do  not  think  that  they  should  worry  too  much 
about  the  scale. 

10992.  Professor  Sayers:  Is  that  linked  with  your  view 
that  changes  in  the  rate  of  interest  do  have  quite  im- 
portant effects,  though  slowly,  on  investment? It  is 

not  necessarily  linked  to  that  view.  Independently  of 
whether  that  effect  is  large  or  small,  my  view  is  that  it  is 
the  various  rates  of  interest  that  matter. 

10993.  Because  of  the  part  that  expectations  are  play- 
ing, might  it  not  be  difficult  to  bring  about  very  big 
changes  in  the  long  rate  of  interest? If  you  are  think- 

ing of  the  difficulty  of  making  money  very  cheap  again 
in  the  light  of  the  abandonment  of  the  2^  per  cent,  regime, 
without  asking  me  to  express  a view  as  to  whether  either 
then  or  now  it  would  be  desirable,  I would  say  that,  if 
it  was  thought  desirable,  it  could  be  done ; once  the 
market  realises  that  the  authorities  are  serious  they  will 
dash  in  and  help  the  authorities.  Some  people  argue 
the  opposite,  that  the  danger  is  that  speculative  forces  will 
lead  to  the  mark  being  overshot.  Obviously  we  need 
skilled  technicians  to  operate  in  these  markets ; but  mar- 
kets are  pretty  good  in  this  country.  It  is  not  as  though 
we  are  dealing  with  certain,  other  countries  where  the 
capital  market  is  extremely  underdeveloped.  One  can 
operate  on  a very  large  scale  in  these  markets.  Perhaps 
it  is  worrying  members  of  the  Committee  that  the  autho- 
rities may  have  to  operate  on  what  may  seem  to  them 
too  large  a scale  in  order  to  produce  a given  effect.  But 
if  they  really  wanted  2i  per  cent.,  not  tomorrow,  but 
as  something  to  aim  at  in  the  near  future,  I certainly 
believe  that  they  could  get  it,  provided  that  they  did 
not  mind  how  much  the  quantity  of  money  went  up  in 
the  process.  That  brings  me  to  the  qualification  that 
I consistently  introduced  into  my  paper:  it  is  not  only 
a question  of  rates  of  interest.  The  ability  of  the  banks 
to  make  advances  has  an  influence  independently  of 
actual  rates  of  interest.  A very  big  and  progressive  rise 
in  the  quantity  of  money  would,  unless  measures  were 
taken  to  curb  bank  advances,  carry  with  it  much  greater 
ability  for  the  banks  to  extend  advances.  Therefore  I 
would  ar^e  that  there  should  be  imposed  on  the  banks 
a restriction  on  the  amount  of  advances  which  they  can 
make.  In  this  connection  I should  like  to  modify  slightly 
my  suggestion  in  paragraph  71  of  my  paper.  When  I 
wrote  the  Government  ceiling  on  bank  advances  was 
still  in  force,  and  I commended  that  method  of  restricting 
advances  as  a permanent  arrangement.  It  ought  to  have 
occurred  to  me  that  the  obvious  course  is  to  have  a 
regulation  in  the  form  of  a maximum  ratio  of  advances 

^ B 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


744 


COMMITTEE  ON  THE  WORKING  OF  THE  MONETARY  SYSTEM 


23  October,  1958]  Professor  R. 


to  deposits,  so  that  the  banks  would  be  able  to  compete 
with  one  another ; the  authorities  would  effectively  be 
regulating  the  advances  of  the  banks  as  a whole,  though 
not  necessarily  the  advances  of  any  particular  bank  that 
succeeded  in  advancing  faster  than  its  competitors. 


r.  Kahn.  C.BJ3.  [Continued 


10994.  Professor  Cairncross-.  A maximum  ratio  applic- 
able to  all  banks  and  not  varying  between  them? 

It  would  be  very  invidious  to  introduce  variations  be- 
tween one  bank  and  another. 


(Adjourned  until  2.15  p.m.) 


Profissor  R.  F.  Kahn,  C.B.E.,  further  examined. 


10995.  Chairman : hi  paragraph  13  you  talk  about  the 
desirability  of  not  trying  to  turn  on  and  off  business  nien[s 
enthusiasm  for  investment,  on  the  grounds  that  it  is 
not  really  a mechanism  that  you  can  treat  qiute  in  that 
way.  Later  on,  when  you  consider  the  possiiile  means 
of  regulating  the  economy  combined  with  a high  invest- 
ment programme,  you  speak  favourably  of  two  methods 
of  control : one  is  a selective  import  control  and  the  other 
is  a fairly  highly  selective  form  of  investment  control, 
Are  not  those  just  the  kind  of  things  which  in  our  ex- 
perience tend  to  depress  the  business  man’s  initiative 
most? Professor  Kahn:  Taking  the  selective  invest- 

ment control,  if  you  are  thinking  of  those  business  men 
who  are  not  in  the  priority  classes  (for  example,  the 
present  discrimination  in  favour  of  shipping  in  our  tax 
arraDgements)  I cannot  see  that  that  has  a depressing 
effect  on  any  particular  business  interest.  It  is  designed 
to  give  a particular  incentive  in  a sector  where  it  is 
thought  a particular  incentive  is  desirable. 

10996.  The  selection  of  priorities  takes  place  far  above 
the  head  of  any  individu^  concerned.  They  have  no 
powa*  to  affect  it  one  way  or  another.  They  have  not 
very  much  power  of  diverting  themselves  into  the  pre- 
ferred avenues ; there  is  a general  feeling  that  the  en- 
couragement is  either  there  or  not  there.  They  cannot 

do  anything  to  respond  to  it? ^Those  interests  that  are 

not  picked  out  for  the  benefit  of  discriminatory  treatment 
are  bound  to  object.  But  I would  not,  with  great  respect, 
agree  that  the  effect  is  positively  depressing ; they  just 
feel  sorry,  and  they  may  be  vocal.  I quite  agree  that  any 
form  of  discrimination  comes  up  against  political  difii- 
cuities  and  that  there  will  be  pressure  on  the  authorities 
to  enlarge  the  favoured  class. 

10997.  Do  you  think  that  there  is  a distinction  between 
a system  under  which  the  preferred  avenues  are  more  or 
less  fixed  for  a long  jwriod  so  that  people  know  what  will 
be  the  preferred  objectives,  and  one  which  may  shift 

fairly  quickly  from  time  to  time? It  is  desirable  not 

to  chop  and  change  too  frequently. 

10998.  Professor  Cairncross:  Does  not  this  apply  also 
to  the  use  of  investment  allowances  or  initial  allowances 
or  other  techniques  of  that  kind?  If  they  change  too 
often  do  they  not  lose  some  of  their  force? 1 am  cer- 

tainly not  in  favour  of  changing  them  more  often  than  is 
really  necessary.  The  great  trouble  is  creating  expecta- 
tions. If  • there  is  a reasonable  .expectation  that  an 
allowance  is  going  to  be  granted  on  a particular  form 
of  investment,  that  form  of  investment  will  be  held  up 
until  the  expectation  is  either  realised  or  frustrated.  That 
is  why  I suggest  that  changes  in  investment  allowances 
or  initial  allowances  should  be  made  at  any  time  and  not 
only  on  Budget  day.  The  same  considerations  apply  here, 
perhaps  in  a rather  more  important  degree,  as  apply  to 
changes  in  purchase  tax.  The  expectation  of  a change, 
even  if  it  turns  out  to  have  been  an  absolutely  correct 
expectation  of  a change,  will  until  the  change  is  made 
have  precisely  the  contrary  to  the  desired  effect,  That 
is  an  argument  for  keeping  these  changes  fairly  infrequent. 

10999.  Chairman:  What  are  the  causes  which  have 
made  so  valuable  the  use  of  suhh  things  as  investment 
allowances? My  own  view  is  that  the  decision  to  intro- 

duce investment  allowances  in  the  place  of  initial  allow- 
ances was  a right  decision,  and  that  it  was  unfortunate 
that  that  should  have  been  abandoned.  If  it  was  desired 
to  give  less  encouragement,  or  even  discouragement,  to 
investment  it  could  perfectly  well  have  been  done  within 
the  fabric  of  investment  allowances.  They  could  easily 
be  made  negative,  and  become  an  investment  tax.  It  is 
unfortunate,  and  it  must  be  extremely  aggravating  to 
accountants,  that  we  chop  and  change  between  the  two 
systems.  I would  advocate  having  a system  entirely  of 


investment  allowances,  and  I think  that  from  the  account- 
ing point  of  view  it  would  not  very  much  matter  if  the 
rates  of  those  allowances,  whether  positive  or  negative, 
were  altered  from  time  to  time  provided  they  took  place 
without  changing  the  fabric  of  the  system. 

11000.  Mr.  Jones:  The  difference  between  the  one  and 
the  other  would  be  that  in  the  case  of  an  investment 
allowance  the  investment  would  be  dealt  with  on  the  basis 
of  reducing  the  taxation  to,  say,  80  per  cent,  of  the  full 
liability,  whereas  on  the  basis  of  an  initial  allowance  there 
would  be  a longer  period  over  which  the  taxation  allow- 
ance would  be  made? Yes.  On  paper  the  initial  allow- 

ance is  not  a subsidy.  It  is  simply  a change  in  the  timing 
of  the  iiowance,  and  the  aggregate  amount  of  the  allow- 
ance over  time  is  simply  the  cost  of  the  investment ; 
whereas  the  investment  allowance  involves  a subsidy  from 
the  Exchequer.  But  if  one  brings  rates  of  interest  on 
delayed  payments  into  accoimt  the  difference  becomes 
one  of  degree  not  of  principle. 

11001.  Professor  Cairncross:  You  do,  however,  foresee 
the  use  of  this  in  conjunction,  for  instance,  with  building 
licences ; you  are  not  disposed  to  lay  such  stress  on  the 
use  of  investment  allowances  as  would  permit  you  to 
dispense  with  other  controls  over  investment.  Do  you 
feel  that  the  use  of  building  licences  would  be  a more' 

powerful  weapon? Yes.  The  advantage  of  building 

hcences  is  that  the  authorities  can  decide  what  they  want 
and  can  get  it,  whereas  with  any  fiscal  form  of  control 
it  depends  on  how  calculations  will  work  out;  there  is 
a high  degree  of  unpredictability.  Of  course  to  some 
people  that  is  a disadvantage  because  they  do  not  want 
to  make  up  their  minds  what  they  want. 

11002.  On  the  other  hand  in  the  case  of  building  licens- 
ing they  would  have  to  have  a staff  in  being  to  administer 
the  licensing  if  necessary  whereas  the  staff  is  already  in 
being  to  administer  ^e  system  of  investment  allowances? 

^Th«e  must  be  some  kind  of  staff  at  present  in  being 

to  administer  the  system  of  industrial  development  certifi- 
cates. Obviously  they  would  need  a bigger  staff,  and  a 
staff  covering  a wider  field ; but  I do  not  fed  that  the 
administrative  difficulties  are  overpowering ; though  it  is 
inherent  in  what  I have  said  that  there  will  be  times 
when  the  staff  is  not  fully  used  and  some  of  them,  might 
then  be  transferred  temporarily  to  other  work.  There 
would  be  some  periods  when  there  was  an  open  general 
licence  for  everybody  and  other  periods  when  there  was 
an  open  generd  licence  for  certain  kinds  of  building. 
During  the  periods  when  the  building  resources  of  the 
country  were  being  pressed  very  tight,  then  they  might 
make  heavy  use  of  ffie  staff. 

11003.  In  the  case  of  building  licences  it  would  be 
necessary  to  generate  sufficient  momentum  to  have  appli- 
cations for  licences  in  excess  of  what  one  was  prepared 
to  grant,  but,  in  the  case  of  investment  allowances  file 
anxiety  might  be  to  accderate  the  rate  of  that  investment. 
One  is  positive  and  the  other  tends  to  be  purely  negative? 

agree.  I am  not  arguing  for  one  as  opposed  to  the 

other  ; I am  arguing  for  a combination.  The  more  success- 
ful they  were  in  applying  the  investment  allowance  the  less 
use  they  would  have  to  make  of  the  building  licensing 
system.  But  it  does  turn,  I think,  on  the  point  raised  by 
the  Chairman:  to  what  extent  is  it  either  expedient  or 
practicable  to  administer  a system  of  investment  allow- 
ances on  a discriminator  basis?  In  the  case  of  building 
it  is  not  only  discrimination  on  classes  of  building ; 
geographical  discrimination  is  also  very  important.  The 
building  industry  is  highly  localised,  in  its  resources. 

11004.  Chairman:  I suppose  in  dealmg  with  this  you 
have  to  envisage  not  a complete  centralisation  of  confiol, 
but  that  the  central  mind  would  be  adequately  represented 
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in  numerous  centres  of  control  in  various  parts? ^Yes, 

it  woidd  mean  regional  offices,  such  as  we  had  until 
recently.  I would  put  my  point  in  the  form  of  a question. 
The  system  of  building  licensing  was  abolished  at  the  end 
of  1954  and  the  Bank  Rate  was  raised  in  January  1955. 

If  at  the  time  it  had  been  foreseen  what  troubles  1955 
was  going  to  bring  into  being,  would  that  system  have 
been  abolished? 

11005.  Professor  Ccdrncross-.  Might  not  one  say  that 
the  acceleration  of  building  in  1955  was  itself  a part  or 
outcome  of  the  relaxation  of  controls  tbrou^  1953-54? 
^It  probably  was. 

11006.  Sir  Oliver  Franks:  I would  like  to  go  back  for 
one  moment  to  what  we  were  talking  about  before  lunch. 
You  made  a point  of  the  primacy  of  the  structure  of 
interest  rates,  ffie  money  supply  being  a concomitant,  as 
opposed  to  die  alternative  view  that  die  money  supply  is 
dominant,  and  that,  if  that  is  right,  the  interest  rates 
falling  where  they  wiLl  will  be  about  right.  There  is  an 
element  of  paradox  to  the  ordinary  person  in  this,  because 
it  seems  that  in  most  things  scarcity  does  come  first  and 
price  comes  next:  if  there  is  a poor  harvest  prices  go  up, 
if  there  is  a good  harvest  prices  go  down.  You  are  quite 
clear  that  the  important  thing  is  the  ri^t  structure  of 
interest  rates  for  any  situation  and  condition,  and  that  it 
can  be  achieved  provided  that  one  does  not  worry  about 
what  has  to  be  done  in  relation  to  the  money  supply. 
What  is  the  reasoning  which  convinces  the  person  who  is 
not  clear  about  this  that  it  is  the  structure  of  interest 
rates  and  not  the  money  supply  that  matters  and,  tiierefore, 
makes  him  feel  comfortable  in  deserting  what  he  would 

call  ffie  “commonsense  of  commodities”? would 

accept  the  analogy  of  scarcity,  but  I would  say  that  the 
prices  in  question  are  not  the  prices  of  commodities  but 
the  prices  of  securities.  Money  is  a stock,  and  if  one  is 
concerned  with  the  effect  of  scarcity  or  abundance  of 
money  one  must  relate  that  stock  to  something  else  which 
is  measured  as  a stock,  namely,  the  stock  of  securities, 
which  represents  the  way  in  which  people  hold  the 
country’s  wealth.  Except  in  the  case  of  things  like  paint- 
ings by  old  masters  where  there  would  be  some  relevance 
in  this  analogy,  most  commodities  have  to  be  thought 
of  as  a flow,  something  which  is  being  produced  in  a 
regular  way,  so  much  per  week  or  per  month.  If  one  is 
interested  in  the  price  of  a commodity,  one  must  bring 
to  the  comparison  on  the  demand  side  something  which 
can  be  measured  as  a flow : expenditure  or  something  of 
that  Idnd.  I am  arguing  that,  wheffier  it  is  a matter  of 
consumers’  expenditure  or  whether  it  is  a matter  of  invest- 
ment expenditure  by  business  concerns  and  corporations 
and  so  on,  that  is  not  determined  as  a matter  of  proximate 
causation  by  the  stock  of  money. 

11007.  Professor  Cairncross:  You  say  in  some  of  your 
early  paragraphs  in  your  paper  that  there  is  an  asymmetry 
between  the  use  of  monetary  policy  and  budgetary  policy, 
and  that  it  is  easy  to  take  advantage  of  this  in  order  to 
give  concessions  in  the  form  of  reductions  in  taxation  while 
continuing  a strict  monetary  policy,  and  that  monetary 
policy  may  therefore  be  too  restrictive  in  ffie  sense  of 
not  allowing  investment  to  expand  when  it  would  be 
perfectly  possible  to  have  that  situation.  Does  this  appear 
to  you  to  have  any  bearing  on  the  way  in  which  monetary 
policy  and  budgetary  policy  are  co-ordinated  with  one 
anoffier  and  on  die  constitutional  arrangements  that  should 
be  made  for  ensuring  that  they  are  so  co-ordinated?  Do 
you  feel  that  as  we  stand  this  is  what  happens,  but 
that  it  might  not  happen  so  readily  if  we  had  a different 
link  between  the  monetary  authorities  and  the  budget^ 

authorities? think  a greater  degree  of  co-ordination 

would  be  a great  help. 

11008.  Do  you  feel  that  this  would  be  so  if  parlia- 
mentary control  was  exercised  simultaneously  on  the 
Budget  and  on  monetary  policy?  Would  not  the  same 
forces  tend  to  lead  to  too  great  a concession  through  the 
Budget  and  more  reliance  being  placed  on  a restrictive 

monetary  policy? 1 think  that  that  bias  would  still 

exist.  I was  not  thinking  of  Parliament  as  a source  of 
wisdom,  I am  afraid.  A great  deal  of  what  I am  saying 
refers  to  the  natural  tendency  of  Ministers  to  give  way 
to  Parliament,  whether  members  of  their  own  party  or 
of  the  Opposition.  If  in  any  sense  which  means  anytiiing 
Parliament  had  control  of  this  co-ordination  the  situation 
would  be  a good  deal  worse. 
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11009.  Do  you  think  that  this  affects  the  relationship 
between  the  Bank  of  England  and  the  Treasury,  and  can 
you  give  us  your  view  on  any  improved  relationship 
there  from  the  point  of  view  of  the  results  which  you 

want  to  achieve? 1 am  in  no  position  to  claim  that  I 

know  what  the  relationship  is,  except  in  so  far  as  it  has 
been  revealed  by  the  report  of  the  Parker  Tribunal.  I 
do  not  think  that  that  is  a matter  on  which  I can  properly 
be  expected  to  know  the  facts. 

11010.  It  would  follow  from  what  you  say  that  you  do 
not  think  that  it  is  possible  to  devise  a monetary  policy 
in  isolation  from  the  policy  taking  shape  in  the  Budget? 
Certainly. 

noil.  Chairman:  What  is  the  necessary  consequence 
of  that?  Everybody  might  probably  agree  that  it  would 
be  desirable  to  co-ordinate  monetary  policy,  whoever  is 
responsible  for  it,  with  economic  policy  and  fiscal  policy ; 
does  it  follow  from  that  that  the  monetary  autiiorities 
must  be  subordinate  to  the  others?  If  so,  ought  you  not 

to  include  the  banks  too? ^I  certainly  take  the  view  that 

the  Treasury  should  be  the  overriding  authority  in  all 
these  matters ; but  the  reasons  I give  for  this  asymmetry 
arise  mainly  from  natural  human  propensities,  and  I am 
not  suggesting  ffiat  they  would  be  entirely  overcome  by 
better  co-ordination.  I think  that  they  would  be  more 
successfully  overcome  if  those  concern^  had  their  atten- 
tion drawn  to  these  natural  propensities  which  are  apt  to 
cause  this  bias. 

11012.  In  a sense  the  argument  could  be  put  the  other 
way : that  if  one  could  create  an  authority  that  is  not 
subject  to  these  human  failings  one  could  get  a more 

satisfactory  realisation  of  the  possibilities? ^That  is 

what  I am  really  saying.  I am  here  drawing  attention 
to  natural  human  failings. 

11013.  Sir  Reginald  Verdon  Smith:  Might  we  take  you 
back  to  a question  that  Sir  Oliver  put  just  oow?  I find 
the  argument  that  the  quantity  of  money  is  not  an  im- 
portant factor  very  attractive  in  theory,  but  I find  it 
prejudiced  in  practice  by  a very  large  number  of  practical 
considerations  in  the  way  of  lags  in  the  system  and 
marginal  factors.  As  I come  to  think  of  what  you  were 
saying  just  now  in  making  a distinction  between  com- 
modities and  money,  I should  have  thought  that  it  could 
equally  well  be  argued  that  from  the  point  of  view  of  the 
business  man  conducting  an  operation,  moving  from  one 
position  to  another,  money  is  essentially  a commodity 
and  its  volume  is  possibly  of  greater  importance  to  him 
during  a great  deal  of  his  business  activity  than  the 

cost  of  it? ^With  great  respect  I should  have  thought 

that  what  matters  to  a business  is  its  liquid  resources. 
Whether  they  happen  to  exist  at  the  moment  in  the  form 
of  bank  deposits  or  in  the  form  of  Treasury  Bills  or  in 
the  form  of  Government  securities  I should  have  thought 
was  rather  a seconda^  consideration.  What  does  matter 
is  how  liquid  the  business  is  and  how  much  fixed  invest- 
ment it  can  finance  without  drawing  on  outside  finance. 

11014.  Mr.  Jones:  You  say  in  paragraph  7 of  your 
paper : 

“ Restrictive  measures  are  tisually  called  for  at  times 

when  the  country  is  losing  monetary  reserves,  or  having 

suffered  heavy  losses  is  trying  to  replenish  them.” 
Your  paper  makes  it  perfectly  plain  that  in  your  view 
credit  restriction  has  reduced  the  level  of  activity  and 
that  certain  productive  capacity  is  latent  in  consequence 
of  damping  down  by  monetary  policy.  Has  not  this  been 
mostly  operated  not  so  much  in  favour  of  a favourable 
balance  of  payments  in  our  external  trade  as  in  dealing 
with  the  situation  of  the  gold  and  dollar  reserves  and  of 
the  speculation  that.takes  place  from  time  to  time  against 

sterling? A gooii  deal  depends  upon  the  period  of 

time  you  have  in  mind.  I should  have  thought  that 
before  September  1957  it  was  mainly  the  balance  of 
payments  tiiat  dictated  policy,  but  that  in  September 
1957  it  was  not  so  much  the  balance  of  payments  but 
the  so-called  run  ou  sterling.  In  fact,  as  we  now  know, 
the  balance  of  payments  in  the  latter  part  of  1957  was 
not  too  bad ; it  was  the  position  of  the  capital  account, 
the  reluctance  of  people  to  hold  sterling  in  this  country, 
that  was  causing  the  trouble. 

11015.  To  what  extent  has  monetary  policy  in  the  last 
twelve  months  been  responsible  for  a situation  which 
has  given  us  a much  more  favourable  reserve  position? 

1 think  that  monetary  policy  has  been  effective  in  two 

ways:  it  has  not  only  stopped  .the  withdrawal  of  sterling 
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and  caused  a big  reflux  of  sterling,  but  precisely  because 
it  has  damped  down  the  natural  expansion  of  production 
it  has  helped  the  balance  of  payments.  If  we  were  now 
usbg  our  physical  resources  fully  we  should  have  to 
import  considerably  more  materials  for  industry  than  we 
are  importing  at  present  Quite  a considerable  part  of 
the  favourable  balance  of  payments  as  revealed  by  the 
published  figures  for  the  first  half  of  this  year  can  be 
attributed  to  the  imports  which  we  have  saved  by  not 
running  full  out. 

11016.  What  about  the  expenditure  that  we  saved  on 
the  external  account,  which  arose  from  the  fact  that  the 
terms  of  trade  moved  in  our  favour  to  the  extent  of  about 

11  per  cent,  in  that  period? ^That  has  also  been  a 

big  factor  in  causing  the  improvement. 

11017.  Is  there  not  another  factor  that  may  be  taken 
into  account  during  this  same  period,  which  is  outside 
the  operation  of  monetary  processes  in  this  country?  Has 
there  not  been  a substantial  amount  of  credit  made  avail- 
able to  the  Commonwealth  which  would  otherwise  have 
resulted  in  a demand  by  the  Commonwealth  countries 
and  by  sterling  area  countries  for  the  withdrawal  of 
sterling  balances? — —I  agree.  That  has  not  helped  the 
U.K.  balance  of  payments,  but  it  has  helped  the  reserves. 

llQli.  Professor  Cairncross:  Could  I ask  one  more 
question  on  fixed  investment?  Your  view  is  that  we 
should  have  struck  a different  balance  between  investment 
and  consumption  that  was  more  favourable  to  industrial 
investment ; have  you  formed  any  judgment  as  to  the 
magnitude  of  the  change  in  industrial  investment  that 
would  have  been  proper  in,  say,  1955.  How  far  short 
do  you  feel  that  came  of  what  it  might  have  been  proper 

to  aim  at? ^You  are  not  asking  me  to  argue  against 

our  house  building  programme  or  anything  of  that  kind, 
which  I think  could  have  been  spread  out  longer  over 
time? 

11019.  No.  I am  asking  you  how  far  short  the  level 
of  industrial  investment  fell  below  what  you  would  have 
regarded  as  in  the  interests  of  the  country  at  that  time? 
As  an  order  of  magnitude  I would  put  it  at  some- 
thing like  £250  million  a year,  hi  1955  a figure  of  that 
kind  would  have  increased  net  investment  in  industry  by 
something  like  50  per  cent. 


11020.  You  are  thinking  of  a change  in  net  industrial 
investment  of  50  per  cent ; but  the  change  in  the  total 
level  of  investment  would  proportionately  be  a great 
deal  less? Much  less,  yes.  In  relation  to  total  con- 

sumption, and  that  is  the  source  of  resources  to  which 
one  would  be  looking,  it  would  be  a pretty  small  propor- 
tion. Net  investment  in  industry  is  such  a small  thing 
that  small  differences  which  may  seem  scarcely  worth 
talking  about  represent  a great  deal  to  the  expansion  of 
industrial  efficiency. 

11021.  In  order  to  bring  about  that  increase  you  would 
think,  I imagine,  first  of  budgetary  changes  designed  to 

limit  consumption  more? Rather  of  making  budgetary 

changes  which  had  an  effect. 

11022.  And  second  of  specific  measures  calculated  to 
channel  investment  in  the  direction  of  industrial  invest- 
ment and  permit  a substantial  increase  in  that  sector? 

^Tbat  is  a forther  point.  When  I mentioned  this  figure 

of  £250  million  I was  thinking  of  that  as  coming  off 
consumption  in  1955,  but  I think  that  one  could  have  got 
a further  contribution  from  other  forms  of  investment. 

11023.  The  point  I was  putting  to  you  was  that  it 
would  not  happen  automatically  and  might  require  specific 
incentives  in  industry  to  cause  an  absorption  of  invest- 
ment resources  of  that  magnitude? do  not  think  so 

in  1955.  The  whole  trouble  then  was  that  industry  very 
much  wanted  to  invest,  but  delive^  dates  were  getting 
very  remote.  Their  eagerness  to  invest  was  limited  by 
physical  possibihties.  Apart  from  the  immediate  desir- 
ability then  of  having  more  investment,  there  is  also  the 
point  that,  if  business  men  are  feeling  buoyant,  there  is  a 
lot  to  be  said  for  meeting  them  and  enabling  them  to 
give  fruitful  effect  to  their  feeling  of  buoyancy. 

11024.  A continuing  higher  rate  of  industrial  invest- 
ment, however,  if  there  had  been  expansion  of  capacity 
for  the  manufacture  of  plant  and  equipment  and  in  build- 
ing, might  have  meant  special  inducements  to  industry 

to  reach  the  level  which  you  thought  reasonable? ^Yes, 

after  a time,  certainly,  such  as  investment  allowances. 

Chairman:  Thank  you  very  much,  Professor  Kahn. 
We  are  very  grateful  to  you  for  coming. 


(The  witness  withdrew.) 

Thomas  Balogh,  Esq.,  Fellow  of  BaUiol  College,  Oxford, 
called  and  examined 


11025.  Chairman:  Thank  you  for  coming,  Mr.  Balogh. 
May  we  take  the  paper*  with  which  you  have  been,  kind 
enough  to  supply  us?  We  have  all  had  a chance  of 
reading  it  thiou^,  and  would  like  you  to  develop  one 
or  two  lines  which  you  dwell  on  there.  I would  lake  to 
discuss  first  the  things  you  say  about  the  position  of  the 
Bank  of  England,  because  they  are  important  to  our 
inquiry.  I think  ffiat  it  is  inherent  in  the  line  you  take 
that  in  your  view,  in  the  post-war  years,  there  has  not 
been  satisfactory  co-ordination  of  policy  between  those 
conducting  ffie  Bank  and  those  responsible  for  the 

Treasury.  Would  that  be  right? Mr.  Balogh ; I would 

not  put  it  quite  like  that  I would  say  that  both  in  the 
Treasury  and  in  the  Bank  a totally  wrong  kind  of  policy 
was  pushed.  One  might  say  that  in  the  Treasury  there 
are  a great  many  people  who  would  agree  with  the 
Bank’s  pohcy,  but  that  the  co-ordination  between  the 
Treasury  and  the  Bank  was  not  perfect. 

11026.  At  one  point  you  say:  — 

"The  Bank  under  Mr.  Norman  and  under  Mr, 
Cobbold  succeeded  in  influencing  policy  in  directions 
in  which  hardly  any  Government  would  have  wanted 
to  go,  or  could  go  without  suffering  grave  defeat  at  the 
polls.” 

That  is  a fairly  strong  statement  What  kind  of  thing 

had  you  in  mind  in  regard  to  that? ^The  Bank  of 

England  after  the  first  World  War  and  again  immediately 
after  the  second  World  War  wanted  to  return  to  con- 
vertibility, and  convertibility  would  have  meant  a policy 
of  such  deflation  that  there  would  have  been  serious 
unemployment.  Serious  unemployment  in  a democratic 
country  at  the  present  moment  would  not  be  possible 
for  a Government  to  tolerate  for  any  long  time ; there- 
fore, there  were  fiiese  hitcihes  in  England  so  far  as  the 
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policy  was  followed.  Whenever  there  was  a httle  bit  of 
relief,  immediately  the  relief  was  used  to  open  up,  liberal- 
ise and  de-control  the  system.  At  the  next  crisis  that 
meant  more  deflationary  policies  had  to  be  created.  The 
Bank  of  England  used  the  favourable  periods  to  open 
up  more  than  any  Government  would  have  consented  to, 
had  they  been  aware  of  the  implications  of  the  pohcy 
which  they  were  pursuing.  That  is  quite  clear  from  Sir 
Winston  Churchill’s  reminiscences  as  far  as  Lord  Norman 
is  concerned.  That  is  now  past  history,  and  therefore 
the  usual  discretion  of  Chancellors  of  the  Exchequer  no 
longer  applies.  He  has  been  quite  explicit  about  what  he 
thought  of  the  advice  tendered  to  him  by  the  Bank  of 
England  and  also  by  some  of  bis  Treasury  officials.  The 
same  frankness  has  not  been  forthcoming  from  to 
successors,  but  no  doubt  when  we  have  reached  the  full- 
ness of  time  we  shall  get  the  same  sort  of  things. 

11027.  Do  you  think  that  this  drive  for  convertibfiity 
which  you  atttibute  to  the  Bank  has  been  achiev^  since 
the  second  World  War  at  the  expense  of  the  wishes  of 
the  Treasury  or  of  the  Chancellor  of  the  Exchequer,  or 

that  it  has  represented  a joint  policy? As  I say,  we 

do  not  know  very  much.  One  can  only  go  by  ones 
impressions.  I should  have  thought  that  some  of  ffie 
Chancellors  were  as  much  in  agreement  with  the  policy 
foUowed  as  Mr.  ChuichiU  was  in  1925.  When  Mr. 
Churchill  made  his  statement  in  1925  he  was  completely 
in  agreement  with  the  policy  that  was  proposed  to  him 
by  the  Treasury  officials  and  the  Bank,  but  it  is  obvious 
from  what  he  said  afterwards  (a)  that  he  was  unaware  of 
the  implications  of  that  pohcy,  and  (b)  that  had  he  been 
aware  of  the  implications  he  would  not  have  pursued  it. 
But  one  cannot  say  that,  at  the  point  of  time  when  be 
went  back  to  the  gold  standard,  Mr.  Churchill  waa 
opposed  to  the  Bank  of  England’s  policy. 
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11028.  Do  you  want  to  see  in  the  future  much  more 

continuous  Treasury  control  of  what  the  Bank  does? 

I do  not  believe  that  merely  to  change  the  constitution 
of  the  Bank  or  the  legal  relationship  between  the  Bank 
and  the  Treasury  would  be  sufficient  without  also  changing 
the  long  term  policy-making  organs  in  the  Treasury  advis- 
ing the  Chancellor.  Chancellors,  generally  speaking,  are 
not  economists.  Even  if  they  are  economists  they  may 
be  overwhelmed  by  the  immense  duties  which  rest  on 
their  shoulders.  I do  not  believe  that  they  can  con- 
tinuously follow  changes  in  the  world  economic  system. 
We  have  not  got  any  sort  of  organ  which  would  think 
out  long  term  policies. 

11029.  The  gist  of  your  thinking  in  these  pages  is  that 
what  really  matters  is  the  kind  of  people  that  are 

appointed  to  the  directorate  of  the  Bank? ^Yes,  the 

kind  of  people  and  the  positions  in  which  they  are  placed. 

11030.  You  stress  in  one  part  of  your  paper  that  the 
Bank  of  England  has  a history  and  international  prestige, 
and  that  we  must  be  careful  for  the  sake  of  its  status 
not  to  bring  it  avowedly  under  political  control ; is  that 

right? do  not  think  I said  that  there  should 

be  no  political  control.  In  a way  there  is  political  con- 
trol now  over  the  Bank  of  England,  if  we  take  the  Bank 
of  England  Act  seriously. 

11031.  You  say: 

“The  most  straightforward  tvay  to  accomplish  the 
aim  of  subjecting  the  Bank  to  orderly  parliamentary 
control  wo^d  be  to  make  the  Bank  a department  of 
the  Treasury.  The  objections  to  this  course,  however, 
are  overwhelming.  It  would  mean  a complete  break 
with  age-old  tradition,  unnecessarily  arouse  suspicions 
and  antagonism  and  complicate  the  relations  of  Britain 
with  foreign  countries.” 

Can  you  avoid  that  danger  if  you  follow  out  your  sug- 
gested new  scheme  of  making  the  Permanent  Secretary 

to  the  Treasury  the  head  of  the  Bank? 1 should  have 

thought  so.  If  institutions  are  kept  in  being,  the  bottle 
is  the  same ; it  is  only  the  wine  which  will  be  different 
It  seems  to  me  that  from  that  point  of  view  it  is  the 
bottle  which  is  so  important,  because  people  get  accus- 
tomed to  it.  After  aU,  the  Bauque  de  France  since  1936 
has  been  under  complete  governmental  control,  but  every- 
body thinks  of  die  Banque  de  France  as  very  much  un- 
changed. The  Bundesbank  has  been  completely  changed, 
and  the  relationship  between  the  Bundesbank  and  the 
German  Treasury  has  been  completely  changed.  The  re- 
lationship between  the  Australian  Treasury  and  the  Com- 
monwealth Bank  of  Australia  changed  about  four  times 
during  the  time  that  I was  consultant  of  that  bank ; 
nevertheless  there  has  been  no  change  in  the  sort  of 
corporate  entity  of  the  bank.  There  is  a great  deal  to 
be  said  for  maintaining  the  Bank  of  England  as  it  is 
but  introducing  the  necessary  changes.  The  fact  that 
Montagu  Norman  was  Governor  of  the  Bank  for  twenty- 
fotir  years  completely  changed  ffie  character  of  the  Bank, 
and  the  relationship  between  the  Bank  and  the  Com- 
mittee of  Treasury.  As  Sir  Henry  Clay  has  pointed  out, 
Norman  had  the  utmost  contempt  for  the  Committee  of 
Treasury.  No  reflections  as  to  the  present  atuation  are 
intended,  but  he  certainly  had  complete  contempt  for  the 
Committee  of  Treasury  as  constituted,  say,  in  1917  and 
1918.  He  introduced  working  full-time  directors  and  he 
introduced  advisers.  He  completely  changed  the  Bank 
from  the  late  18th  or  early  19th  Century  Bank  that  it 
was ; nevertheless  the  Bank  of  England  remained  the 
same.  One  can  change  the  character  of  an  institution, 
if  one  maintains  the  outward  appearance,  without  any 
great  consequence  on  its  relations  with  countries  abroad. 

I think  that  this  country  is  especially  capable  of  main- 
taining the  outward  signs  of  an  ancient  tradition  and 
refurbishing  the  inside  as  it  has  to  be  refurbished  to  deal 
with  the  matters  in  hand. 

11032.  If  you  send  the  Permanent  Secretary  to  the 
Treasury  and  one  or  two  other  Treasury  representatives 
down  to  the  Bank,  in  what  capacity  do  they  go?  He 
is  responsible  to  the  Chancellor  and,  therefore,  the  House 
of  Commons  for  the  policies  which  they  vote  for.  Would 
that  mean  that  the  Chancellor  would  be  liable  to  answer 
in  the  House  of  Commons  for  the  decisions  which  they 

would  advocate? ^As  I understand  the  matter  now,  he 

already  is.  One  cannot  say  that  Bank  Rate  changes 
have  not  been  subject  to  Parliamentary  questions  or  de- 
bates. The  trouble  is  that  he  now  answers  to  a large 
30500 
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extent  without  having  the  effective  power  of  so  managing 
matters  that  a situation  is  not  created  in  which  his  hand 
is  forced. 

11033.  Would  those  who  are  responsible  to  him  be  in 

a majority  in  your  scheme  for  the  Bank? 1 do  not 

think  that  that  is  necessary. 

11034.  Suppose  that  the  policies  which  on  his  instruc- 
tions they  advocated  were  not  accepted  by  the  outside 

members? 1 do  not  envisage  outside  members  coming 

in  on  main  policy  issues.  I would  like  to  restrict  that  to 
a reconstituted  Committee  of  Treasury  on  which  the  full- 
time Treasury  officials  and  certain  other  independent 
experts  would  be  in  the  majority. 

11035.  Those  who  are  responsible  to  the  Chancellor, 
and  for  whom  he  will  be  responsible  to  the  House,  are 
envisaged  as  having  the  controlling  voice  on  matters  of 

important  policy? ^Yes.  That  would  not  change  the 

present  de  jure  situation  at  all,  because  de  jure  the 
Chancellor  can  always  issue  directions  under  the  Act, 
though  he  has  not  done  so.  The  de  facto  situation  might 
change,  but  only  under  very  exceptional  circumstances ; 
and  I think  tha^  if  those  exceptional  circumstances  were 
to  arise,  it  would  be  much  better  that  open  conflict 
should  be  avoided.  What  I propose  would  make  any 
open  conflict  impossible.  The  same  situation  in  a different 
way  happens  in  various  other  central  banks,  where  there 
is  a power  of  veto  and  where  Treasury  officials  are  on 
the  board  of  the  Bank  though  not  in  die  majority. 

11036.  Would  there  be  any  real  difference  in  the  eyes 
of  the  world  between  a situation  in  which  the  central 
bank  was  a department  of  the  Treast^  and  a situation 
in  which  all  important  matters  of  poli<^  axe  decided  for 
it  by  a group  of  civil  servants  responsible  to  the  Chan- 
cellor of  the  Exchequer? ^This  is  said  to  be  the  position 

now,  so  that  I do  not  see  the  difference.  The  difference 
is  that  in  my  scheme  the  direction  begins  before  a situa- 
tion can  be  created  in  which  certain  policy  decisions  are 
inevitable.  For  instance,  take  the  Kuwait  gap:  it  was 
quite  obvious  that  we  were  losing  a very  large  amount 
of  money;  we  lost  £100  mn.  or  £200  mn.  T^at  meant 
that  confidence  was  weakened  in  the  pound ; it  therefore 
made  a subsequent  attack  almost  inevitable.  When  the 
subsequent  attack  followed,  our  reserves  had  already 
been  weakened  to  the  tune  of  £100  mn.  or  £200  mn.,  and 
certain  other  gaps  had  not  been  stopped  up.  If  I had 
been  Chancellor  I do  not  know  that  I could  have  made 
any  other  decision  than  the  one  which  was  made  by 
the  then  Chancellor,  to  raise  the  Bank  Rate  to  7 per  cent., 
because  the  sort  of  counter  measures  which  ought  to 
have  been  taken  ought  to  have  been  employed  several 
months  before  that  in  order  to  be  effective  without  the 
7 per  cent.  Bank  Rate.  Both  last  year’s  crisis  and  to  a 
certain  extent  the  1953-54  crisis  (which  was  essentially  on 
the  same  lines)  could  have  been  avoided  without  dele- 
terious impact  on  confidence  and  on  investment  if  the 
measures  had  been  taken  early  enough ; but  as  the 
measures  were  not  taken  early  enough  I do  not  see  what 
eke  the  Chancellor  could  have  done. 

All  this  presupposes  that  the  Treasury  direction  is  in 
the  hands  of  people  who  have  economic  knowledge. 
That  means  two  things;  first,  that  there  has  to  be  a 
certain  amount  of  economic  knowledge  which  is  irres- 
pective of  political  viewpoint.  Even  on  that  score  there 
have  been  mistakes  made.  Though  Professor  Robbins 
and  I do  not  agree  on  most  economic  matters  there  are 
certain  matters  on  Bank  of  England  and  Treasury  policy 
on  which  we  would  both  agree  that  they  were  not  fright- 
fully well  done.  Secondly,  there  is  a very  large  field 
where  the  Treasury  has  to  take  into  account  the  position 
of  the  Government  in  power  and  fill  their  economic  model 
for  policy  purpose  with  the  sort  of  assumptions  which 
the  Government  has  and  then  give  advice  on  those  pre- 
suppositions. On  that  score  one  might  be  very  dubious 
about  the  policies  in  the  last  seven  years.  The  Economic 
Section  has  not  been  really  used  in  this  period. 

11037.  Professor  Cairncross:  You  are  laying  stress  on 
the  Treasury  itself  working  out  what  would  be  a proper 
policy  and  seeing  that  through  the  Coi^  to  make  its 
view  prevail.  On  this  hypothesis  what  is  there  left  for 

the  Bank  to  do? ^There  is  an  immense  amount  for  it 

to  do.  TTie  Treasury  will  not  handle  the  day-to-day 
details  of  exchange  control ; the  Treasury  will  surely  not 
follow  the  whole  monetary  field.  It  has  not  the  contacts 
which  the  Bank  of  England  has.  The  Bank  might  bring 
in  valuable  additions. 
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11038.  You  are  saying  that  operations  will  be  Jfo 
the  Bank  of  England.  Is  it  veiy_  easy  f 
control  of  a nationalised  undertaking,  on  the  basis  that 
operations  are  determined  in  one  place  and  ^e  pmwy 
governing  those  operations  m another?  Is  it  not  almost 
inevitable  that  some  power  gravitates  to  the  people  who 
are  conducting  the  operations  because  ^bey  have  tech- 
nical familiarity  with  the  possibilities?— —I  should  have 
thought  that  this  view  would  confound  the  essence  of 
central  banking.  Central  banking  is  not  about  banking . 
it  is  about  economic  policy.  The  banking  aspect  or 
economic  policy  is  an  important  factor  in  deterniining 
the  total  of  economic  policy ; therefore  exerts  in  bank- 
ing ought  to  be  consulted.  But  they  ought  not  to  for- 
mulate economic  policy.  Central  batiking  is  not  ^botit 
giving  loans  (that  is  joint  stock  banking)  or  seeing  that 
the  issues  which  are  made  in  the  London  martet  will 
not  be  defaulted  on.  Whether  the  issues  should  be  made 
is  a matter  for  the  central  bank ; it  is  in  touch  with  the 
money  market,  with  the  capital  market,  and  it  has  intelli- 
gence on  the  market  situation  and  can  therefore^  give  the 


Treasury  valuable  clues.  In  many  countries,  as  in  a way 
•-  America,  the  direction  of  policy  and  the  execution 


of  policy  are  in  two  separate  units.  It  has  not  worked 
terribly  badly,  not  noticeably  worse  than  in  England.  I he 
Federal  Reserve  Board  is  essentially  different  from  the 
Federal  Reserve  Bank  of  New  York ; indeed,  there  are 
occasions  when  there  is  very  .sharp  disagreement  between 
the  two.  Nevertheless,  ullimatcly  the  Board  can  impose 
the  policy  on  the  Bank.  That  would  be  the  sort  of  thing 
which  I envisage  for  the  relations  between  the  Treasury 
and  the  Bank  of  England,  When  the  Federal  Reserve 
System  was  last  reconstituted  it  was  thought  that  the 
people  on  the  Federal  Reserve  Board  would  be  political 
appointees,  as  the  American  system  works  by  political 
appointees  ; so  the  Federal  Reserve  does  not  seem  to  be  at 
all  different  in  essence.  Of  course  Mr.  Truman  and  also 
Mr.  Eisenhower  have  appointed  people  to  the  U.S. 
Treasury  who  have  a certain  economic  and  political  bias 
very  similar  to  that  of  the  Bank  of  England  here,  and 
their  views  prevailed ; but  that  was  not  the  case  in  1933 
when  Roosevelt  appointed  very  different  people  to  the 
Federal  Reserve  Board  ; they  were  political  appointees 
and  they  pursued  a political  policy,  but  nothing  dramatic 
happened. 


comes  to  policy-making? ^The  whole  of  my  paper  is 

intended  to  put  forward  a scheme  by  which  it  could 
be  redeemed ; so  I should  certainly  not  say  that  it  is 
bevond  redemption.  If  I had  thought  that,  I should 
have  said  that  it  should  be  made  into  a department  of 
the  Treasury.  I feel  that  it  makes  a great  deal  of  differ- 
ence to  have  a central  bank  which  is  essentially  a central 
bank,  concerning  itself  with  the  money  market,  the  capital 
market  and  certain  payments  aspects  of  economic  policy, 
provided  that  those  aspects  of  policy  are  not  imposed 
upon  the  rest  of  the  economic  considerations  and  those 
Darts  of  policy  are  not  pursued  to  the  exclusion  of  any- 
thing else,  so  that  situations  are  created  m which  the 
whole  of  tiic  rest  of  the  field  has  to  be  sacrificed  In  order 
that  that  policy  should  be  maintained. 

11042.  How  large  a staff  would  the  Treasury  require 

if  it  assumed  the  function.s  you  have  in  mind  for  it? 

That  would  depend  entirely  on  who  was  chosen  to  do 
the  work  in  the  Treasury.  Some  people  are  capable  of 
doing  much  work,  some  less. 

11043.  If  you  were  the  Chancellor,  how  many  would 

you  think  it  necessary  to  recruit  for  the  purpose? 

That  would  depend  on  who  would  consent  to  come  to 
help  me  I have  never  considered  this  question  because  it 
is  not  probable  that  I shall  become  Chancellor,  but  I 
should  have  thought  that,  if  I could  get  really  good  people, 
I should  not  need  frightfully  many.  On  the  other  hand, 
there  would  have  to  be  a great  many  clerks. 


11044.  I am  thinking  of  the  kind  of  problem  that  arises 
in  administering  exchange  control,  where  the  operations 
are  inevitably  in  the  hands  of  the  Bank  of  England,  and 
the  policy  takes  shape  in  the  Treasury.  Do  you  believe 
that  you  could  devise  a suitable  policy,  particularly  if 
you  di.strustcd  the  advice  of  the  people  in  charge  of  the 
operations,  with  a very  small  number  of  people,  or  toat 
you  would  require  a considerable  statT  to  formulate 

policy? 1 should  have  thought  that  the  formulation  of 

policy  has  always  been  by  a very  , few  people.  Do  you 
think  that  many  people  would  devise  a better  policy? 


11039.  Chairman:  But  docs  not  the  Federal  Reserve 
Board  consist  of  people  who  are  wholly  dedicated  to  the 

study  and  control  of  a central  bank? ^Therc  are  some 

people  who  are  called  on  and  some  who  dedicate  them- 
selves, but  some  of  the  dedicated  people  arc  not  called  on. 


1104.5.  Is  it  not  very  hard  to  separate  policy  frorn 
execution,  particularly  if  you  are  not  really  convinced 
that  the  people  in  charge  of  the  operations  will  give  you 

the  kind  of  advice  that  you  want? 1 would  change 

the  people  in  charge  of  operations  if  I distrusted  them. 


11040.  I cun  see  that  persons  in  that  position,  although 
they  are  not  concerned  with  the  operational  side,  can 
take  on  the  people  who  arc  iiltimatcl5|  re.sponsiblc  for 
actual  operations ; but  that  is  not  the  situation  that  you 
envisage  as  between  the  Treasury  and  the  Bunk  of 

England  here? 1 studied  in  the  Federal  Reserve  Board 

in  1929  and  again  a little  in  1936.  1 have  known  it  under 
Hoover.  I have  known  it  under  Roosevelt,  and  I have 
given  lectures  there  under  Truman  and  Eisenhower. 
T do  not  think  that  the  members  of  the  Federal  Reserve 
Board,  save  in  exceptional  cases,  knew  much  about 
these  things.  • They  were  political  appointees  in  the 
American  sense  of  “ political  ”,  not  in  the  British  sense 
of  ‘‘  political  ” ; that  is,  they  were  appointed  because  they 
had  contributed  to  party  funds  and  such  like.  They  had 
a large  and  extremely  intelligent  staff  of  economic  intelli- 
gence officers  on  the  basis  of  whose  advice  policy  was 
formulated.  I did  not  agree  with  that  policy.  Nor  do 
I think  that  it  is  a good  thing  that  the  Federal  Reserve 
should  be  completely  divorced  from  the  Treasury.  Con- 
flicts have  arisen,  and  great  difficulties  have  arisen  in 
the  American  money  market  and  capital  markets  as  a 
result  of  those  conflicts ; nevertheless,  there  i.s  no  doubt 
that  the  Federal  Reserve  pursued  the  political  policy  for 
which  it  was  appointed  and  pursued  it  on  the  basis  of 
the  best  economic  advice  they  could  possibly  get.  I do 
not  see  any  reason  why  our  own  Treasury  should  not  do 
the  same,  provided  that  the  Treasury  policy-making 
organs  and  their  influence  are  strengthened.  The  Federal 
Reserve  Division  of  Research  and  Statistics  is  bigger  than 
all  the  economic  research  departments  of  the  British 
Government  put  together. 


11046.  If  you  did  that,  would  you  not  find  that  the 
Bank  of  England  might  be  putting  forward  proposals  for 
action  of  the  kind  you  think  it  snould  not  put  foward? 

1 assume  that  these  very  few  people  would  see  through 

it.  I do  not  see  any  correlation  between  the  magnitude 
of  the  staff  and  the  IntcUigence  of  the  policy.  Sir  John 
Anderson  had  a very  small  economic  advisory  committ«, 
consisting  of  Keynes,  Henderson  and  Calto.  If  one  could 
get  men  like  that  I .should  have  thought  that  that  was 
perfectly  sufficient,  provided  that  there  were  a lot  or 
dorks,  so  that  if  one  wanted  some  factual  information 
one  could  get  it.  1 do  not  see  any  difficulties  at  all. 


11041.  Professor  Cairncross:  Are  you  telling  us  that 
the  Bank  of  England  is  beyond  all  redemption  when  it 


As  far  as  advice  about  policy  is  concern^,  all  these 
difficulties  about  the  Bunk  of  England  and  the  Trea^ry 
have  not  arisen  just  recently.  This  is  a very  long  swry 
going  back  to  the  1790’s.  If  you  look  at  Vmers  book 
there  arc  some  extraordinarily  interesting  parallels  to  me 
crises  of  1955  and  1957,  or  any  of  the  other  crises. 
is  not  a very  new  thing.  One  of  the  most  inlerMting 
instances  of  which  we  know  a great  deal,  especially  from 
American  sources,  is  the  extraordinary  instance  or  me 
so-called  “free”  sterling  at  the  beginning  nf  the  wM, 
when  full  exchange  control  was  not  imposed  immwiate^ 
but  a large  part  of  foreign  balances  was  left  unblockco 
and  allowed  to  depreciate,  as  a result  of  which  ow 
price  level  rose  far  faster  than  it  ought  to  have.  A 
great  deal  of  gold  was  lost  which  might  have  made  ^ 
the  difference  had  Roosevelt  not  come  in  with  Lease-Lena. 
It  might  have  made  all  the  difference  as  to  whether  we 
had  to  surrender  or  not  in  1940.  One  might 
Roosevelt  would  have  come  in  in  any  case,  but  this  i» 
not  an  argument  which  I should  like  to  aewpt.  I ^ 
agitating  in  those  years  with  Lord  Keynes  for  a ciosn 
exchange  control.  A scheme  which  we  elaboratM  as 
early  as  October  1939  was  in  its  entirety  accejrted  ano 
put  through  in  June  1940.  Up  to  that  moment  the  Bmuc 
of  England  protested  that  it  was  absolutely  impracn^ 
able  to  impose;  they  said  that  it  could  not  be 
and  they  would  not  be  responsible  for  operating  it.  Tney 
put  this  forward  in  the  Anglo-French  Commission  ano 
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elsewhere.  Yet  when  the  Churchill  Government  was 
formed  and  Keynes  joined  the  Treasury  in  June  1940  it  was 
put  through,  but  it  was  put  into  effect  in  such  a half- 
hearted way  that,  although  we  reaped  all  the  disagreeable 
consequences  on  confidence,  half  the  advantages  which  we 
should  have  gained  were  lost ; but  still  the  policy  was 
put  through.  So  I am  very  suspicious  when  somebody 
tells  me  that  something  cannot  be  done  on  mysterious 
technical  pounds,  because  there  have  been  so  many 
occasions  in  which  policy  is  suddenly  reversed,  and  the 
sort  of  thing  which  one  was  told  was  completely 
theoretical,  academic  and  naive,  is  put  into  effect.  If 
the  Bank  of  England  could  give  me  some  technical  account 
why  it  would  not  want  to  do  something,,  or  would  give 
me  an  alternative  in  the  case  of,  say,  an  exchange  crisis, 

I should  listen  most  carefully  to  it ; I hope  that  there 
would  be  some  people  who  would  be  able  to  give  me 
advice  on  those  banking  matters  with  the  sort  of  practical 
and  political  presuppositions  which  I share,  so  that  I 
could  accept  their  advice  with  confidence.  But  I do  not 
think  that  the  argument  that  the  execution  is  different  from 
the  origination  of  policy  ought  to  carry  much  weight  with 
you. 

11047.  Chairman:  You  make  a point  which  interests 
me  about  the  position  of  the  Bank  of  England  as  lender 
of  last  resort.  You  say  that  there  has  grown  up  quite 
recently  a defect  in  its  understanding  of  that  obligation, 
in  the  sense  that  it  does  not  just  provide  lendings  to  deal 
with  panic  or  shortage  of  liquidity,  it  just  supplies  any- 
thing more  or  less  on  a permanent  renewal  basis,  as  I 
understand  it? Yes. 

11048.  Has  there  not  always  been  a condition  that  it 
should  watch  against  over-trading  in  the  discount  market, 

which  is  what  this  is  a symptom  of? 1 do  not  think 

that.  There  was  an  incident  in  the  twenties  when  Mr. 
McKenna  disagreed  with  Montagu  Norman  about  the 
policy  to  be  pursued,  and  bought  gold  abroad,  although 
the  exchange  rate  was  against  the  gold  imports,  at  a slight 
loss  in  order  to  create  banking  funds  so  as  to  impose 
expansion  on  the  Bank  of  England.  The  Bank  of  England 
promptly  sold  Government  securities  and  the  import  of 
gold  was  neutralised.  Nobody  then  really  thought  that 
the  banking  system  would  just  call  money  from  the  money 
market  and  force  the  money  market  into  a permanent 
debtor  position  to  the  Bank  and  pursue  an  economic  policy 
contrary  to  Bank  of  England  policy.  But  lately  there 
has  grown  up  a feeling  that  there  is  no  possibility  of 
limiting  the  hanking  system’s  cash  re.serves  by  open  market 
operations,  because  the  banking  system  could  force  the 
discount  market  into  the  bank  and  thereby  neutralise 
banking  policy ; therefore  the  argument  is  that  there 
should  be  a funding  of  all  short-term  debt  to  make  it 
impossible  for  the  banking  system  to  expand  according 
to  the  natural  laws  of  banking,  or  something  like  that. 
It  is  supposed  that  the  banking  system  at  a certain  point, 
if  it  had  not  sufficient  liquid  reserves,  would  cease 
expanding,  so  that,  if  the  authorities  destroyed  a sufficient 
amount  of  liquid  assets  so  as  to  make  liquid  assets  very 
scarce,  the  banking  system  would  not  expand,  This  would 
be  a very  drastic  operation  ; there  are  various  objections 
to  it.  Tfie  first  objection  is  that  everybody  would  know 
that  the  Government  would  have  to  fund  a large  part  of 
the  debt ; that  is  to  say,  the  funding  operation  would 
have  to  be  done  against  an  anticipation  of  that  funding 
operation.  It  would  therefore  have  to  be  done  on  a very 
bearish  market  and  it  would  be  extremely  expensive.  The 
.second  difficulty  is  that  there  is  nothing  to  prevent  a bank 
from  going  to  one  of  its  big  clients  and  instead  of  giving  it 
an  overdraft  asking  dt  to  cover  .its  liability  by  a trade  bill. 
A trade  bill  can  be  discounted  at  the  Bank,  because  as  soon 
as  the  bank  underwrites  it  it  is  a bankable  bill.  On  the 
basis  of  the  hypothesis  that  one  cannot  prohibit  the  dis- 
count market  from  going  into  the  Bank,  instead  of 
Treasury  Bills  there  would  be  forthcoming  a torrent  of 
trade  bills  into  the  Bank  of  England  ; so  that  on  this 
hypothesis  there  would  be  no  way  of  controlling  the  bank- 
ing situation. 

I do  not  believe  that  the  banking  system  would  operate 
like  that,  if  the  Bank  put  a sufficient  amount  of  pressure 
on  the  discount  houses.  I may  be  mistaken  in  this;  my 
connection  with  the  City  ceased  some  time  ago  and  I 
would  not  like  to  be  dogmatic,  It  is  possible  that  the 
relationship  between  the  Bank  and  the  banking  system  is 
now  such  that  we  cannot  count  on  the  banking  system 
respecting  open  market  operations  by  the  Bank  of 
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England.  If  that  is  so,  there  is  a remedy:  to  have  a 
liquidity  ratio  which  comprises  all  liquid  assets.  It  is 
extraordinarily  easy,  and  has  been  adopted  de  facto  in 
Australia.  It  is  not  working  terribly  well  actually,  but  it 
is  working.  But  it  is  the  de  jure  Australian  system  of 
special  deposits  that,  funnily  enough,  has  now  been 
adopted  in  England.  That  worked  well  in  Australia  only 
during  the  war,  not  since.  I think  that  it  is  a rather 
imperfect  system  as  it  is  conceived,  because,  if  a bank  has 
a large  special  deposit  at  the  central  bank,  it  would  know 
that  in  case  of  need  that  deposit  would  have  to  be  released, 
so  that  its  banking  policy  would  not  be  much  influenced 
by  the  withdrawal  of  that  amount  of  money  unless  other 
measures  were  taken.  This  new  view  on  the  unlimited 
obligation  to  lend  is  a curiosity  which  I put  into  my 
memorandum  because  it  has  been  put  forward  by  such 
eminent  authorities  that  one  cannot  disregard  it ; but  I 
feel  one  ought  to  sidestep  it. 

1 1049.  Professor  Cairncross : You  argue  in  part  of  your 
paper  for  a large  Budget  surplus.  Can  you  give  us  some 
idea  of  the  scale  of  surplus  you  had  in  mind?  At  one 
point  you  speak  as  if  the  Budget  surplus  should  be  of 
such  a magnitude  that  the  whole  of  public  investment 
would  be  financed  from  it,  so  that  there  might  be  some- 
thing approaching  liquidation  of  the  national  debt? 

Yes,  I said  this  in  1956.  In  present  British  conditions  I 
should  estimate  the  overall  surplus  needed,  including  the 
nationalised  industries,  as  £300  million,  which  means  a 
conventional  surplus  of  over  £1,000  million. 

11050.  This  is  intended  to  include  the  whole  of  the 
capital  requirements  of  the  nationalised  industries  and 
leave  £300  million  over,  which  would  go  in  part  to  re- 
payment of  debt  and  in  part  to  purdiase  of  equities, 
which  you  refer  to  later? ^Yes. 

11051.  And  in  consequence  of  that  you  foresee,  in  the 
absence  of  a confidence  crisis,  a continuing  fall  in  the 

long-term  rates  of  interest? ^I  should  have  thought 

so.  That  depends  how  precisely  net  savings  would  be 
affected ; but  I should  have  thought  that,  provided  the 
taxation  measures  taken  were  such  that  the  base  of  taxa- 
tion was  spread,  and  therefore  marginal  taxation  was  not 
too  much  increased,  there  would  be  a very  large  in- 
crease in  net  savings.  I should  have  thought  that  it  is 
not  beyond  human  ingenuity  to  devise  a system  by  which 
the  Government  take  in  a great  many  taxes  and  there- 
fore do  not  have  to  rely  on  very  high  taxes  in  certain 
specific  directions.  That  would  perhaps  stop  the  under- 
mining and  amorcement  of  the  tax  base  which  has  taken 
place. 

11052.  It  was  the  bull  market  in  gilt-edged  which  was  a 
surprise  to  me ; it  is  a long  time  since  we  have  had  a 
bull  market  of  this  kind? A very  long  time. 

11053.  You  are  assuming  that  this  money  that  is  fur- 
nished to  the  market  through  the  purchase  of  debt  or 
equities  would  be  absorbed  by  the  private  sector,  and 
absorbed  largely  under  the  impulse  of  investment  allow- 
ances or  something  of  that  kind? Yes. 

11054.  It  would  represent  quite  a substantial  increase 
in  the  level  of  investment  in  the  private  sector  if  all  this 

were  taken  up? Certainly ; the  private  sector  until 

recently  has  consistently  been  a lender  and  not  a 
borrower.  The  public  sector  in  this  country  has  been 
consistently  a borrower.  Even  in  public  companies  the 
position  of  financial  assets,  according  to  the  Blue  Book, 
has  always  been  positive  in  the  post-war  era ; that  is  to 
say,  they  did  not  use  their  full  savings  to  finance  their 
new  investments. 

11055.  Apart  from  that,  have  you  envisaged  the  mag- 
nitude of  the  incentives  that  would  have  to  be  held  out 
to  lead  to  this  increase  of  investment  in  the  private 
sector?  What  kind  of  scale  of  investment  allowances  are 
you  thinking  of? That  would  depend  what  Govern- 

ment was  in  power,  I should  have  thought,  and  what 
other  taxation  measures  are.  A surplus  can  be  gained 
by  direct  taxation,  by  indirect  taxation,  by  pro- 
portionate taxation,  by  progressive  taxation,  by  regressive 
taxation.  The  amount  of  incentives  that  have  to  be  given 
for  investment  depends  partly  on  taxation,  partly  on  the 
expectations  of  the  entrepreneurs  about  their  profit  possi- 
biuties,  and  so  on.  I cannot  give  you  a categoric  answer 
as  to  how  much  this  has  to  be,  unless  you  specify  to  me 
the  conditions  which  are  envisaged.  But  I s^uld  have 
thou^t  that  one  could  always  have  a sufficient  amount 
of  private  investment, 
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11056.  I can  imagine  that  in  certain  circumstances  the 
profit  on  investment  might  appear  to  be  comparatively 

easy? 1 am  taking  the  present  public  and  private 

sectors  as  given.  I do  not  want  to  have  too  much  invest- 
ment in  the  public  sector  which  is,  after  all,_  only  the  sub- 
structure of  productive  investment.  What  is  nationalised 
in  this  country  is  mainly  infrastructure,  and  1 should  not 
like  too  much  of  our  investment  to  be  on  infrastructure. 
I should  have  hoped  that  it  would  be  in  manufacturing 
investment. 


11057.  Do  you  feel  that  there  is  such  an  enormous 
scope,  not  just  for  £300  million,  but  substantially  more 
than  £300  million?  Manufacturing  industry  only  accounts 
for  from  25  to  30  per  cent,  of  the  total  employment  of 
the  country? It  would  depend  how  much  the  net  in- 

crease in  savings  was,  but  I should  have  thought  that 
£300  million  per  annum  would  represent  the^  increase  m 
the  gross  capital  formation,  over  a half  of  it  in  manu- 
Keturing  industry. 

11058.  It  would  be  much  more  than  that.  Half  the 
gross  would  represent  depreciation? 1 am  not  abso- 

lutely certain.  I have  not  looked  up  those  figures.  It 
might  be  like  that.  The  British  investment  in  manu- 
facturing is,  in  terms  of  national  income,  about  35  per 
cent,  below  the  German. 

11059.  There  is  no  need  in  thus  country  to  expand 
vastly;  the  population  engaged  in  manufacturing  has  not 
been  expanding,  and  is  not  likely  to  expand?-;  -The 
German  difference  is  not  all  accounted  for  by  increase 
of  population  alone.  Capital  intensity  and  modernisation 
is  far  greater  in  Germany,  and  they  have  been  switching 
over  to  the  “ hard  ” sector  at  a far  faster  rate  than  we 
have.  German  investment  in  the  engineering  industry^ 
and  the  expanding  industries  (what  I call  the  hard 
sector)  was  about  56  per  cent.,  and  ours  onW  42  per  cent. 
An  increase  in  our  investment  is  terribly  badly  needed. 


11060.  I am  not  sure  that  the  German  experience  is 
conclusive  evidence  here,  Are  you  putting  these  recom- 
mendations to  us  because  you  believe  that  there  are 
innovations  that  could  be  made  use  of  in  industry  and 

are  not  being  made  use  of  currently? 1 think  so ; I 

do  not  know.  I have  not  studied  many  industries  in 
this  country  very  accurately,  but  in  those  of  which  I have 
some  knowledge  the  difference  between  the  lowest  pro- 
ductivity and  the  highest  productivity  is  much  larger  than 
the  difference  between  us  and  the  Americans.* 

11061.  Is  the  difference  between  the  lowest  and  highest 

as  great  here  or  greater  than  in  America? should 

say  much  higher ; much  more  of  the  smaller  firms  have 
been  eliminated  there  in  most  of  the  “hard  " sector. 

11062.  Is  not  the  small  firm  there  a big  firm  by  our 

standards? But  they  have  a productivity  about  ihrce 

times  ours. 

11063.  Is  it  your  feeling  that  investment  allowances 
would  make  these  firms  respond  by  investing  more 

capital? This  is  a question  which  almost  answers 

itself.  Up  to  now  we  never  had  more  than  about  seven 
months  in  1950  and  about  six  months  after  the  1954 
budget  in  which  investment  was  not  frightfully  restricted, 
either  directly  restricted  or  in  which  investment  allow- 
ances or  initial  allowances  were  not  abolished,  or  con- 
siderable pressure  was  put  on  everybody  not  to  invest. 
I do  not  see  any  reason  why,  if  the  British  entrepreneur 
is  not  frightened  out  of  his  wits  every  two  years,  he  should 
not  want  to  invest.  It  is  very  interesting  that  fixed  in- 
vestment has  not  gone  down,  even  after  the  1957  crisis. 
I do  not  understand  it.  1 would  like  to  know  how  it 
is  possible  that  it  has  not ; but  apparently,  according  to 
the  National  Institute’s  latest  review  of  economic  con- 
ditions, neither  fixed  investment  nor  stock  building  has 
been  really  affected  during  the  period  of  dear  money. 
I should  have  thought  they  would,  but  they  have  not. 

11064.  1 am  very  interested  to  hear  you  say  you 
thought  they  would,  because  I thought  from  your  paper 
you  did  not  think  that  monetary  policy  would  in  fact 
have  been  effective. — Chairman:  Was  not  one  of  your 
objections  to  monetary  policy  that  it  would  not  be  effec- 
tive in  influencing  economic  decisions  through  altering 


• Note  by  witness:  In  connection  with  tliis  answer  and  the  subse- 
quent discussion  I should  like  to  call  the  Committee’s  attention  to 
The  Competitive  Process  by  J.  Downie  (published  by  Gerald 
Duckworth  and  Co.  Ltd.),  especially  chapters  14,  15  and  16. 


the  cost  of  capital?  That  is  based  on  your  observations 

over  recent  years,  I take  it? Yes,  but  the  1957  measures 

were  not  monetary  policy  in  the  sense  of  acting  on  supply 
and  demand  by  raising  the  price  in  the  hope  that  by 
raising  the  price  they  would  make  demand  ebb  away. 
There  was  a very  fierce  direct  rationing.  Nevertheless, 
neither  stocks  nor  fixed  capital  investment  have  apparentiy 
gone  down  at  all.  One  may  argue  that  without  monetary 
policy  both  fixed  investment  and  circulating  capital  would 
have  immensely  expanded ; but  1 do  not  think  that  one 
can  argue  that  in  this  country  the  horse  has  been  taken 
to  the  trough  but  has  not  drunk,  because  whenever  he 
even  approached  the  trough  a terrific  .smack  was  ad- 
ministered to  his  nose ; nevertheless  he  sort  of  nuzzled 
himself  into  the  trough  to  drink,  even  with  all  those 
handicaps.  .So  the  argument  that,  if  one  created  a situa- 
tion in  which  we  could  have  higher  investment  without 
inflation,  without  a confidence  crisis,  without  a gilt-edged 
collapse,  the  horse  would  not  seize  that  opportunity,  is  at 
least  something  which  ought  to  be  substantiated,  and 
cannot  be  substantiated  from  our  post-war  experience. 

11065.  Professor  Cairncross:  The  horse  in  the  Clyde 
does  not  show  much  sign  of  drinking,  although  it  is  in 
the  trough  up  to  the  neck  ; it  is  hard  to  say  that  it  has 
not  got  plenty  of  incentive? Investment  in  shipbuild- 

ing, you  mean ; I do  not  know.  Perhaps  they  were  so 
badly  burned  before  (hat  they  are  not  among  those  who 
are  attempting  to  expand.  In  steel  there  is  also  this  re- 
luctance. We  arc  not  here  to  argue  whether  one  ought 
to  increase  the  nationalised  sector  because  the  jjrivate 
sector  is  not  able  to  expand.  That  would  be  a line  of 
argument  one  might  pursue.  I do  not  want  to  pursue 
that,  because  I feel  that  if  one  gives  sufficient  incentives 
one  will  get  expansion.  1 do  not  believe  that  one  can 
say  that,  provided  incentives  arc  given  for  writing  off 
capital  quickly  under  certain  conditions,  and  perhaps 
reaping  a tax  profit,  investment  would  not  be  forth- 
coming. 

11066.  Mr.  Woodcock:  I wonder  if  you  could  explain 
something  to  me,  because  I seem  to  sec  a contradiction 
running  through  the  document  as  a whole.  On  the  one 
hand  you  say  that  monetary  policy  is  ineffective  and 
should  not  be  used  to  regulate  the  economy ; then  you 
go  on  at  guitc  considerable  length  to  advocate  such  things 
as  variable  liquidity  ratios,  control  of  bank  advances, 
control  of  non-banking  financial  institutions,  and  things 
of  that  kind,  to  make  monetary  policy  bite.  What  role 

do  you  see  monetary  policy  playing? 1 should  not  at 

all  like  to  say  that  monetary  policy  is  ineffective.  I 
would  say  that  it  can  be  effective  only  at  a dispropor- 
tionate cost  if  it  is  pursued  in  isolation.  If  all  other 
controls  are  abandoned  and  the  whole  management  of 
the  economy  is  entrusted  to  monetary  policy  alone,  I feel 
that  it  either  will  not  bite  or.  if  it  bites,  it  biles  at  the 
cost  of  unemployment,  destruction  of  confidence  and  such 
like,  which  would  be  a disproportionate  cost,  and  which 
I would  not  advocate  at  all.  On  the  other  hand.  I think 
that  there  is  a great  deal  to  be  said  for  monetary  policy 
as  an  adjunct  of  general  economic  policy  in  conjunction 
with  other  controlling  apparatus.  That  i.s  one  of  the 
reasons  why  I advocate  the  reform  of  the  Bank  of 
England,  rather  than  the  elimination  of  the  Bank  of 
England  or  its  amalgamation  with  the  Treasury,  because 
I feel  that  the  Bank  of  England,  if  properly  managed 
and  properly  staffed,  can  contribute  an  cs.sential  and  very 
important  role  to  the  working  of  other  controls.  I feel, 
for  instance  (I  know  this  is  being  wise  after  the  event), 
that  in  the  immediate  post-war  period  much  more  could 
have  been  done  had  the  profit  motive  been  put  to  work 
for  controls  rather  than  against  controls ; that  i.s  to  say, 
if  one  had  used  discriminatory  tax  concessions  together 
with  direct  controls  and  with  monetary  policy.  I think 
that  the  three  biting  together  in  the  same  direction 
well  have  been  effective,  whilst  each  individually  would 
not  have  been  sufficiently  effective,  or  would  have  pro- 
duced bad  results  (in  the  case  of  controls  evasion  and 
the  possibility  of  black  markets)  which,  if  they  had  been 
handled  together  in  unison,  would  have  been  avoided. 

Nor  would  I like  to  say  that  monetary  policy  cannot 
under  any  circumstances  be  effective  by  itself,  because 
obviously  one  can  destroy  confidence  in  profitability  by 
violent  monetary  shocks.  The  most  interesting  example 
of  monetary  policy  alone  being  effective  is  furnished  by 
Soviet  Hungary.  In  Soviet  Hungary,  where  I was  after 
the  war  as  deputy  chief  of  the  U.N.R.R.A.  Mission,  we 
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witnessed  an  inflation  the  like  of  which  could  never 
have  been  experienced  before ; it  went  into  quadi-illions 
or  quintiiiions,  much  more  than  the  German  inflation 
after  the  first  world  war.  They  succeeded  in  inflating 
an  index  money,  which  is  quite  an  achievement.  In 
•the  and  the  whole  thing  was  stopped  by  raising  the  re- 
discount rate  to  some  50  per  cent,  and  imposing  credit 
rationing.  A great  many  people  went  bankrupt  and  very 
large  unemployment  ensued,  but  the  pressure  was  sufScient 
to  bring  out  hoards  of  goods  which  had  been  accumulated 
during  the  inflation,  and  after  a time  “normal”  times 
returned.  With  enormous  suffering,  which  they  could 
bring  about  because  they  had  repressive  police  machinery, 
they  could  make  monetary  policy  work  effectively. 

I do  not  think  that  the  example  is  particularly  one 
which  one  wants  to  follow,  but  one  cannot  argue  that  it 
is  not  effective.  On  the  other  hand,  if  one  wants  to 
lower  the  rate  of  interest  at  the  point  when  demand  for 
capital  is  rising,  as  we  did  immediately  after  the  war, 
obviously  it  can  be  done.  The  cheap  money  policy  could 
have  been  carried  through  if  direct  controls  had  been 


[Continued 


very  much  better.  But  it  made  direct  controls  slightly 
more  difficult ; so  when  Sir  Stafford  Cripps  abandoned 
it  I think  he  was  quite  justified,  because  fire  increase  in 
the  cost  of  money  did  make  some  difference  to  the  con- 
trol of  the  economy,  although  not  a sufficient  difference. 
There  was  a period  between.  1948  and  1950  when  with 
more  controls  and  more  monetary  policy  the  ensuing 
troubles  could  have  been  avoided.  As  it  was,  the  liberali- 
sation immediately  after  1948  led  to  the  devaluation  in 
1949  which  again  caused  the  next  crisis  because  of  the 
ensuing  worsening  of  our  position.  Post-war  policy,  1 
think,  was  far  too  concentrated  on  direct  controls  with- 
out the  pricing  mechanism.  At  present  we  have  gone 
to  the  other  extreme  of  relying  far  too  exclusively  on 
the  pricing  mechanism  without  having  direct  controls.  I 
advocate  that  monetary  control  should  be  used  as  one 
important  weapon  in  the  armoury,  but  certainly  not  be 
relied  on  as  a sole  weapon,  because  I think  that  in  that 
case  it  is  either  ineffective  or  costly. 

Chairman : Thank  you  very  much,  Mr.  Balogh  ; we 
are  very  grateful  for  your  attendance. 


Mr.  Thomas  Balogh 


(Adjourned  until  Friday,  24th  October,  1958  at  10.45  a.m.) 
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Friday,  24th  October,  1958 


Present: 

The  Rt.  Hon.  the  Lord  Radcuffe,  G.B.E.,  Chairman 


Professor  A.  K.  Cairncross,  C.M.G. 

The  Rt.  Hon.  Sir  Oliver  Pranks,  G.C.M.G.,  K.C.B 
C.B.E. 

W.  E.  Jones,  Esq.,  O.B.E. 

Professor  R.  S.  Sayers,  F.B.A. 


Sir  Reginald  Verdon  Smith 
George  Woodcock,  Esq.,  C.B.E. 

Mr.  R.  T.  Armstrong,  Secretary 
Mr.  G.  Pbnrice,  Statistical  Adviser 


The  following  witoesses,  representing  the  Electricity  Council,  called  and  examined : 
Sir  Henry  Self,  K.C.B.,  K.C.M.G.,  K.B.E.,  Chairman 
Sir  Josiah  Eccles,  C.B.E.,  M.M.,  Deputy  Chairman 
R.  S.  Edwards,  Esq.,  Deputy  Chairman 
A.  M.  Scott,  Esq.,  Financial  Adviser 


11067.  Chairman:  Good  morning.  Sir  Henry;  we  are 
grateful  to  you  and  your  colleagues  for  coming  along. 
May  we  take  the  paper*  you  have  been  good  enough  to 
send  us?  The  general  picture  seems  to  be  that  you  have 
been  facing  a backlog  of  work  which  has  not  yet  been 

overtaken? Sir  Henry  Self:  It  would  be  more  correct 

to  say  that  it  has  been  overtaken,  and  that  today  we  are 
able  to  meet  the  load  without  serious  risk  of  power 
cuts.  There  might  be  a measure  of  voltage  reduction 
but  no  actual  load  shedding  except  in  a really  acute  arctic 
spell  which  might  last  for  the  odd  day  or  so.  It  is  a 
question  how  far  the  economy  of  this  country  can  budget 
against  short  arctic  spells.  That  is  a basic  problem  with 
us  ; we  have  endeavoured  to  estimate  the  risk  factor  in 
terms  of  how  many  such  spoils  are  likely  to  occur  in  a 
hundred  years  and  to  say  what  is  the  measure  of  risk 
which  should  be  accepted.  There  are  various  schools  of 
opinion  on  a matter  of  that  sort,  but  we  have  in  mind 
as  conditions  develop  to  accept  an  increased  measure  of 
risk.  There  is  another  slant  to  the  whole  of  this  problem: 
our  plant  is  not  always  available  in  full.  We  run  on 
average  on  88  per  cent,  of  the  plant  available  for  peak 
load  in  the  winter.  We  think  that  we  should  take  the 
first  risk  on  that,  so  we  are  going  to  work  to  a 90  per  cent, 
availability,  which  is  ttie  first  step  towards  reducing 
our  forward  programme  requirements.  The  extent  to 
which  we  can  develop  that  into  acceptance  of  a greater 
measure  of  risk  for  really  cold  spells  should  be  the  next 
step  to  be  looked  at. 

11068.  The  backlog,  in  the  sense  of  being  able  to  pro- 
vide for  current  demand,  is  pretty  well  overcome? ^It 

has  been  met  by  the  programmes  already  achieved  and 
in  the  immediate  future  on  the  generating  side.  It  has  not 
been  met  on  the  distribution  side.  We  have  made  repre- 
sentation after  representation  that  we  cannot  go  on  like  this. 
We  are  using  obsolete  and  potentially  unsafe  equipment, 
and  we  cannot  go  on  in  a condition  where  this  equipment 
is  so  obsolete  and  likely  to  become  dangerous  very  much 
longer.  We  are  certainly  highly  embarrassed,  as  probably 
those  of  you  who  are  electricity  consumers  have  realised  in 
your  individual  areas,  in  not  being  able  to  maintain^  volt- 
age during  peak  periods  because  of  local  inequalities  in  the 
distribution  system.  In  some  localities  the  supply  is  there 
from  the  bulk  mains  but  the  local  system  cannot  deal  with 
it.  The  inrush  of  new  consumers  has  been  so  great  that 
we  have  been  recently  in  considerable  perplexity  how  to 
meet  the  demands  of  new  consumers  wim  the  existing 
distribution  systems.  So  we  have  continually  urged  that 
we  should  be  allowed  to  have  increased  capital  allocations 
to  bring  the  distribution  system  into  line  with  the  genera- 
tion and  the  bulk  transmission. 
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11069.  Professor  Cairncross:  Would  it  be  fair  to  say 
that  in  the  postwar  period  your  investment  in  generating 
capacity  has  rather  more  than  kept  pace  with  the  con- 
sumption of  electricity? Sir  Henr;v  Self : It  has  not  kept 

pace.  We  have  had  periods  in  which  we  were  woefully 
under  capacity,  but  today  we  think  we  have  enough 
capacity  except  for  really  arctic  spells.  That  is  a recent 
development ; it  dates  from  not  more  than  twelve  months 
ago. — Sir  Josiak  Eccles:  We  had  a backlog  of  about  2m. 
KW  at  the  end  of  the  war  that  had  to  be  made  good ; in 
addition  to  making  that  good  we  are  now  on  top  of  the 
job.  With  regard  to  current  growth  it  can  be  said  that 
over  the  years  we  have  done  more  than  keep  pace  with 
the  load.-^/r  Henry  Self:  We  have  a very  large  amount 
of  obsolete  plant  in  commission  which  we  have  to  keep  in 
service  against  peak  demand,  which  economic  practice 
would  get  rid  of  at  once  and  replace  by  modern  plant. 

11070.  In  economic  terms  you  still  have  considerable 

arrears  to  make  up? ^Yes.  If  we  keep  obsolete  plant 

in  commission  ana  supply  at  a loss  on  our  current  tariff 
prices  in  order  to  meet  a peak  load,  that  may  mean  having 
plant  to  stand  by  for  a long  time.  Take  Bankside  “ A ” 
station,  the  hideous  place  with  eight  chimneys  sticking  up 
side  by  side  with  our  splendid  new  Bankside  “ B ” station ; 
Bankside  “ A ” has  hardly  been  in  commission  at  all  over 
the  last  couple  of  years ; it  is  only  in  commission  for 
short  spells  in  the  winter,  and  is  standing  by  during  the 
rest  of  the  year.  Bankside  A ” is  going  to  be  put  out  of 
commission  this  year,  as  one  of  the  stations  we  want  to 
get  rid  of  urgently. 

11071.  Professor  Sayers:  In  deciding  whether  old  plant 
has  ceased  to  be  economical,  you  must  be  using  a rate  of 

interest.  What  rate  of  interest  do  you  use? ^This  is 

one  of  those  vexed  questions  that  the  accountants  will 
not  agree  on.  About  1950  our  central  auditors  complained 
that  we  were  not  including  in  our  assessment  of  the  cost 
of  working  such  plant  a charge  for  assets,  and  they  could 
not  accept  the  thesis  that,  having  been  written  off,  no 
charge  was  due.  If  we  do  not  charge  a capital  element  we 
do  not  charge  an  interest  element.  At  me  present  time 
our  thought  is  that  we  should  make  a charge  for  assets ; 
if  we  do  it  will  of  course  include  a capital  as  well  as  an 
interest  charge. 

11072.  But  when  you  are  deciding  when  old  plant  is 
uneconomic  it  is  interest  on  new  plant  that  is  relevant,  not 
interest  on  old.  How  do  you  determine  that? — —Sir 
Josiah  Eccles:  That  is  taken  as  the  current  rate  of  inter- 
est which  we  are  paying  for  current  loans. 

11073.  Professor  Cairncross:  You  have  indicated  that 
you  still  have  a substantial  backlog,  particularly  on  the 
distribution  side.  Do  you  see  anything  in  the  future  that 
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is  likely  to  imply  a slower  rate  of  climb  in  demand  than 
in  the  past? Each  of  the  twelve  area  boards  pre- 

pares an  estimate  from  its  local  knowledge  and  experience 
of  what  is  in  the  offing  known  and  believed  to  be  coming 
for  five  years  ahead,  We  have  a central  statistical  unit 
whicli  estimates  according  to  national  characteristics  and 
forward  thinking  on  productivity,  and  all  the  information 
that  is  available  from  those  two  estimates  is  compared 
and  adjusted  to  a common  forward  estimate  ; so  we  have 
as  firm  an  estimate  as  one  can  have  in  a situation  such 
as  this  of  growth  for  five  years  ahead, 

11074.  Mr.  Woodcock:  Of  demand? Of  demand 

and  of  units  too  : the  units  likely  to  be  needed  by  industry 
are  a measure  of  the  capital  investment  likely  to  be 
required. 

11075.  Projessor  Cairncross:  In  the  postwar  period 
electricity  was  remarkably  cheap  in  relation  to  prewar. 
This  must  depend  on  the  rate  of  interest.  Are  you 
assuming  that  electricity  will  progressively  become  rela- 
tively cheaper  than  other  forms  of  fuel  and  power? 

All  our  estimates  are  based  on  the  current  competitive 
position  of  electricity  vii'-4-vi.y  other  fuels.  It  is  a bit  in 
the  re^ms  of  speculation  to  assume  that  we  shall_  have 
even  more  competition  in  the  future  than  we  had  in  the 
past ; but  we  take  into  account  physical  phenomena  such 
as  the  determination  of  the  railways  to  change  over  to 
electric  power  as  against  steam,  and  what  we  know  of 
what  private  industry  is  doing  in  liquidating  steam  plants 
and  introducing  electricity  as  a matter  of  economics  or 
convenience.  Fortunately  for  us  we  only  really  need  to 
know  firmly  for  live  years  ahead,  because  that  is  the 
period  that  is  required  to  order  and  commipion  new 
generating  capacity  in  particular.  Percentagewise  the  in- 
crease in  demand  is  falling  ; in  five  years’  time  the  annual 
rate  of  the  increase  in  demand  will  probably  be  per 
cent,  whereas  it  is  running  now  at  7,  8 or  9 per  cent. 
That  is  a little  misleading  physically,  because  it  is  a per- 
centage on  a bigger  total,  so  that  arithmetically  there  is  a 
steady  rate  of  growth  over  the  relevant  years  ahead  ; there 
does  not  seem  much  letting  up. 

11076.  Mr.  Woodcock:  What  about  the  cost  of  pro- 
viding the  new  equipment  you  need  to  meet  this  estimated 

demand?' Because  of  the  technical  developiments  that 

have  taken  place  in  conditions  and  size  of  equipment  and 
consequently  more  economical  use  of  space  in  a power 
station,  the  present  cost  per  kilowatt  is  no  more  than  it  was 
in  1948  despite  the  70  per  cent,  increase  in  wages  and 
material  costs  over  the  ten  years. 

11077.  What  about  the  rate  of  interest?  How  do  you 

reckon  that? Sir  Henry  Self:  The  rate  of  interest  is 

the  best  forecast  we  can  give  of  what  the  rate  of  interest 
is  likely  to  be  over  the  period  of  the  plant’s  actual  use. 
Nobody  is  in  a position  to  give  other  than  a working 
forecast  as  a guide ; but  the  interest  charge  is  brought 
into  the  estimates  of  the  cost  of  producing  electricity  from 
that  plant  and  the  plant  has  to  bear  the  full  capital 
charges. 

11078.  What  is  the  interest  charge? If  I may,  1 

will  let  you  have  a statement  of  the  actual  figures  we 
have  been  working  to  and  the  way  those  figures  have 
been  adjustsd  from  time  ito  time  over  tiie  various  years*. 
In  working  out  the  estimates  our  position  is  complicated 
today  by  the  fact  that  Exchequer  advances  are  the  main 
source  of  borrowing,  and  the  rate  of  interest  on  those  is 
determined  by  the  Government  and  not  by  us.  I am  not 
able  to  read  into  the  minds  of  the  Government  their  in- 
tentions as  to  the  future  rate  of  interest  on  Exchequer 
advances.  They  also  prescribe  that  we  shall  repay  our 
advances  over  twenty-five  years ; so  as  we  take  them  we 
know  what  interest  rates  we  have  to  pay  on  them. 

11079.  Do  you  suppose  that  the  Government  should  let 

you  know  their  intentions  as  to  interest  rates? 1 think 

that  they  most  definitely  ought_  to  ; we  should  not  be 
exposed  to  an  uncertain  position  in  forward  interest 
charges.  The  rate  of  interest  may  at  the  moment  be 
high  relative  to  what  we  think  it  should  be  if  we  could 
get  the  money  in  the  open  market,  and  it  is  a very  im- 
portant factor  in  our  forward  assessment  of  the  economic 
working  of  plant. 

11080.  Mr.  Jones:  During  the  period  of  high  interest 
rates  from  September  last  year  to  May  of  this  year,  the 


* See  Appendix  to  Minutes  of  Evidence. 


nationalised  industries  would  have  been  borrowing  money 
from  the  Government  at  something  like  6 per  cent.  Do 
you  continue  to  pay  6 per  cent,  for  the  lifetime  of  the 
money  they  lent  you  at  that  particular  time,  or  will  that 
rate  of  interest  vary  according  to  the  rate  of  interest  pre- 
vailing from  time  to  time? ^The  Government  have  in- 

sisted that  we  should  commit  ourselves  to  pay  them  the 
current  rate  of  interest  as  determined  by  them  for  the 
full  period  of  the  loan. 

11081.  And  that  would  be  6 per  cent.? It  has  been 

of  that  order ; it  is  now  per  cent. 

11082.  Professor  Sayers:  In  deciding  whether  a new 
construction  is  economical  or  not,  do  you  use  that  rate 

of  interest? No.  We  would  have  our  own  judgment 

as  to  what  is  likely  to  be  the  trend  of  interest  rates,  and 
if  there  is  reason  to  assume  that  there  may  be  a fall  in 
interest  rates  generally,  we  have  to  assume  that  the 
borrowings  over  the  forward  years  will  be  subject  to  some 
fall  in  the  rate  of  interest. 

11083.  But  it  is  the  rate  this  year  that  is  relevant? 

That  plant  will  not  come  into  commission  for  five  years. 

] 1084.  But  that  is  not  relevant.  The  rate  of  interest  in 
five  years’  time  is  not  relevant  to  the  construction  that  is 
economical  this  year,  except  in  so  far  as  expectations  of 
the  future  trend  of  rates  have  already  allectcd  the  market 

rate  today? In  so  far  as  we  order  plant,  a liability 

has  been  incurred.  If  it  is  paid  for  out  of  money  borrowed 
at  6 per  cent,,  6 per  cent,  would  be  the  rate  included  in 
the  working  economics  of  that  plant.  But  this  is  really 
wrapped  into  the  whole  complete  picture.  We  have 
to  get  the  best  competitive  plant  we  can.  The  forward 
development  on  competitive  plant  is  such  that  the  interest 
element  does  not  loom  all  that  big  in  the  picture.  The 
plant  is  going  to  .show  economics ; as  Sir  Josiah  said,  the 
cost  per  kilowatt  was  £45  in  1948,  went  up  to  £67  in  the 
middle  of  the  peak,  and  has  rallen  back  to  £45  a kilo- 
watt today.  The  forward  development  of  plant  is  pro- 
ducing so  much  by  way  of  economies  that  that  overrides 
the  iiitcre.sl  factor.  The  interest  factor  is  an  important 
one,  but  it  is  not  by  any  means  critical.  Wc  have  to  plan 
on  the  assumption  that  our  forward  development  is  always 
producing  plant  which  is  overall  more  ctlicicnt  than  any- 
thing we  have,  even  allowing  for  the  worst  conceivable 
incidence  of  capital  charges,  with  the  nuclear  programme 
a different  problem  is  emerging ; the  capital  costs  of  that 
plant  are  two  and  a half  times  the  costs  of  conventional 
plant,  the  interest  charge  becomes  a really  critical 
problem. 

11085.  Chairman:  In  looking  five  years  ahead  and 
making  your  calculations  as  to  what  the  economic  result 
will  be  of  particular  forms  of  capital  expenditure,  you 
bring  in,  as  you  say  you  must,  your  own  forecast  as 
to  what  the  rale  of  interest  will  be.  When  the  time  comes 
for  you  to  take  up  the  money  from  the  Government 
which  is  needed  for  that  expenditure,  it  may  turn  out 
that  owing  to  changed  circum.stances  in  the  meantime 
you  are  getting  money  at  a different  rate  than  that 
which  you  took  when  making  your  estimates  of  the 
practical  results  that  would  come  from  that  plant.  If 
the  rate  was  higher  than  you  expected  would  you  recal- 
culate the  wortnwhileness  of  the  expenditure? ^There 

is  no  question  of  trying  to  pull  back  a major  project  once 
started,  but  the  forward  development  of  the  nuclear  pro- 
gramme would  have  to  be  seriously  considered  if  the 
trend  of  interest  charges  rose.  But  very  critical  issues 
arise  here.  Government  fuel  policy  turns  heavily  on  the 
question  of  the  availability  of  coal,  oil  and  nuclear  energy. 
Pending  working  experience  the  economics  of  nuclear 
power  cannot  be  defined  with  any  precision  at  the  present 
time ; the  experts  disagree  to  quite  a considerable  extent. 
That  being  so  we  are  back  on  the  basic  issue,  that 
Government  policy  prescribes  the  need  for  the  nuclear 
programme  because  of  the  energy  position  of  this  country. 
I cannot  help  feeling  that  our  anxieties  on  the  interest 
rate  would  not  be  allowed  to  prevail  against  a Government 
forward  policy  for  the  development  of  nuclear  energy  as 
a matter  of  national  policy.  Personally,  I think  that 
nuclear  power  will  hold  its  own  after  a considerable 
teething  period,  which  we  have  to  get  through.  It  is  a 
matter  of  economic  judgment  to  weigh  that  against  the 
inevitable  necessity  of  going  forward  with  a national 
policy  because  of  our  fuel  situation. 
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,11086.  Professor  Cairncross:  You  are  saying  that 
interest  rates  are  not  to  determine  the  position  between 
nuclear  energy  and  other  forms  of  power,  since  it  is  a 
matter  of  Government  policy  to  go  forward  with  nuclear 
energy  stations.  But  the  necessity  to  go  on  was  forced 
on  you  by  the  Government’s  decision  in  favour  of  a 
standstill  in  capital  investment  in  nationalised  industries. 
Did  not  that  decision  itself  arise  out  of  the  kind  of  shortage 
of  capital  which  might  otherwise  express  itself  in  a high 
rate  of  interest? — Sir  Henry  Self:  If  we  were  dependent 
on  getting  money  in  the  open  market  we  should  have  to 
pay  for  it,  but  in  our  judgment  we  could  get  our  money 
on  the  open  market  and  pay  the  appropriate  rate,  and 
still  justify  going  forward  with  our  plant  programmes  as 
fullv  economic  in  view  of  the  great  improvement  in  effi- 
ciency. The  manpower  used  on  plant  has  dropped  in  tiie 
most  remarkable  way  over  the  last  ten  years.-^Sir  Josiah 
Eccles:  Take  for  proof  the  technical  performance  of  the 
plant  for  the  year  ended  March,  1958,  as  against  the 
year  ended  March,  1957  : if  we  had  been  running  at  the 
same  efficiency  in  1958  as  in  1957  we  should  have  required 
one  million  tons  more  coal.  That  is  one  measure  of  the 
improved  thermal  performance  for  the  same  output  of 
electricity.  Over  the  period  of  ten  years  the  total  saving 
measured  in  that  way  has  been  41  million  tons  of  coal, 
which  in  terms  of  money  would  be  roughly  four  times 
that  amount  in  sterling.  Then  manpower  in  the  power 
stations  is  down  by  about  33  per  cent,  as  compared  with 
1948  mainly  because  less  people  are  required  to  operate, 
control  and  maintain. — Sir  Henry  Self:  Money  is  one 
of  the  factors  on  which  to  seek  economy,  but  coal  is  a 
basic  material  and  manpower  is  another  basic  require- 
ment. The  economies  in  those  important  fields  are,  I 
should  have  thought,  more  important  than  the  capital 
charges. 

11087.  We  are  trying  to  see  in  what  way  the  rate  of 
interest  charged  by  the  Government  would  affect  your 
policy  in  the  future.  You  could  develop  pumped  storage  ; 
you  could  go  for  nuclear  power  or  thermal  stations ; ^ou 
could  have  alternative  tariff  arrangements.  In  making 
all  these  deci.sions,  do  you  work  on  the  basis  of  the  current 
rate  of  interest  as  charged  by  the  Government  or  do  you 

work  on  some  other  rate  of  interest? We_  have  two 

Acts  which  prescribe  the  charter  and  the  conditions  of  the 
work  of  the  industry.  The  Acts  have  prescribed  specific 
duties  and  responsibilities ; one  of  them  is  the  develop- 
ment of  rural  electrification.  1-eft  to  ourselves  we  should 
not  go  in  so  fully  for  rural  development;  generally 
speaking  it  is  not  economic.  Much  of  it  has  to  be  under- 
taken at  a loss  during  long  initial  developing  periods. 
But  we  have  to  have  regard  to  the  stipulations  in  the 
Acts  as  to  how  we  shall  run  our  affairs.  We  are  called 
upon  to  balance  our  working,  taking  one  year  with 
another,  but  including  in  the  charges  all  relevant  factors 
such  as  depreciation  and  interest.  The  redemption  of 
capital  is  a specific  charge  upon  us.  We  are  only 
called  upon  to  provide  for  a working  surplus  which  will 
cover  contingencies  and  serve  as  a cushion  through  diffi- 
cult periods,  Therefore  we  are  obliged  to  consider  our 
global  position.  Our  global  position  is  a question  of 
the  total  interest  charge  that  will  emerge  in  any  given 
year  from  the  total  outstanding  capital  obligations  of  the 
industry.  It  is  necessary  when  deciding  between  projects 
to  weigh  the  economic  virtues  of  each  project,  but  taking 
the  industry  as  an  industry  the  interest  charges  come  in 
as  a global  obligation  to  be  met  over  a period  running 
for  forty  or  fifty  years  ahead.  We  work  to  an  estimate 
of  our  outgoings  including  those  global  standards.  If 
we  start  trying  to  adjust  the  rate  of  interest  to  particular 
projects,  we  have  to  discard  a lot  of  the  work  we  do 
today. 

11088.  Mr.  Woodcock:  I understand  from  your  reply 
on  nuclear  energy  that  the  decision  will  be  not  yours  but 
the  Government’s  about  the  desirability  or  need  to  get 
ahead  in  the  exploitation  of  new  sources  of  energy,  and 
that  it  would  not  be  your  function  to  object.  You  might 
comment  that  you  did  not  like  it  or  that  you  thought  it 
could  not  be  done  economically  on  the  present  rate  of 
interest,  but  it  would  be  a Government  decision  whether 

or  not  to  go  ahead? That  is  so.  1 would  not  like 

my  answer  to  be  construed  as  being  that  we  would  not 
have  gone  on  with  the  programme.  We  in  fact  support 
the  nuclear  programime  as  announced  in  the  White  Paper 
as  a form  of  development  for  the  industry ; but  in  the 
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last  resort  it  would  be  a Government  decision  on  national 
poUcy,  and  it  would  be  our  duty  to  carry  forward  that 
decision. 

11089.  Mr.  Jones:  In  other  words,  you  do  not  work  on 
strict  commercial  interests  at  all ; you  seek  to  develop  a 
service  which  gives  a full  and  sufficient  supply  of  electric 
power  on  the  basts  of  securing  a return,  where  the  good 
years  will  make  provision  for  the  bad  and  the  bad  years 

be  rehabilitated  by  the  good? Not  entirely.  We  regard 

it  as  our  duty  not  to  construe  our  forward  obligations  on 
the  strict  assessment  of  historic  cost  but  to  make  additional 
provision  in  the  field  of  depreciation.  In  our  recent 
accounts  we  have  included  £10  million  each  year  as  a 
special  provision  for  depreciation  of  generating  plant,  be- 
cause we  feel  that  the  depreciation  rates  provided,  although 
fully  justified  in  'themselves,  require  a measure  of  sup- 
plementation, especially  in  view  of  our  heavy  forward 
development  capital  programme.  It  is  prudent  for  us  to 
make  additional  provision  for  the  replacement  of  existing 
assets  and  for  carrying  our  system  forward,  realising  that 
by  doing  that  we  increase  our  internal  provision,  so  help- 
ing towards  capital  development.  But  we  should  not  feel 
it,  on  our  present  assessment  of  our  responsibilities,  as  our 
duty  to  place  a specific  cJiarge  on  consumers  for  the 
provision  of  forward  capital  to  finance  a forward  capital 
programme  and  the  growth  of  assets,  except  on  a 
clear  indication  of  Government  policy  that  that  was  the 
right  thing  to  do.  It  is  not  enjoined  by  the  Acts.  It  is 
within  the  power  of  the  Government  to  give  a direction 
to  this  industry  that  in  view  of  our  heavy  capital  forward 
programmes  our  internal  provisions  should  be  supple- 
mented by  a special  addition  to  revenue  to  increase  our 
self-financing ; but  in  my  submission  that  must  come  as  a 
Government  direction,  and  must  be  reflected  into  the 
minds  of  consumers  as  Government  policy. 

11090.  Do  you  anticipate  that  you  will  pay  the  pre- 
vailing rate  of  interest,  not  upon  the  cost  of  a plant 
undertaken  in  a given  year,  but  upon  borrowing  you  make 
as  you  require  money  to  go  forward  with  your  capital 
projects? ^Yes ; that  is  precisely  the  position  I was  try- 

ing to  put  over  in  another  way  just  now. 

11091.  Chairman:  In  your  planning  as  between  one 
form  of  capital  expenditure  and  another,  how  far  do 
interest  rates  come  in  to  affect  a choice?  And  when  the 
rates  of  interest  on  your  borrowing  from  the  Government 
change,  does  that  lead  you  to  do  something  you  would 
not  otherwise  have  done  according  to  your  plan,  or  not 

to  do  something  you  would  have  done? In  deciding  on 

the  economic  virtues  of  competitive  propositions  we  take 
a rate  of  interest  appropriate  in  our  judgment  to  the 
period  during  which  that  plant  wiE  be  in  commission. 
At  the  moment  we  are  working  on  the  assumption  that 
the  present  rate  is  high,  and  that  we  shall  see  a modest 
fall  in  ffiat  rate.  Of  course  we  also  have  to  consider  the 
manpower  requirements  and  the  consumption  of  coal  or 
other  fuel  in  assessing  the  merits  of  competitive  projects ; 
but  we  always  make  a judgment  as  to  what  would  be  the 
interest  charged  on  the  money  committed  to  a project  over 
the  period  of  its  life,  Our  judgment  might  be  wrong,  but 
we  have  always  endeavoured  to  make  a forward  estimate. 
We  worked  on  3|  per  cent,  in  our  early  phases ; that  is 
now  shown  to  have  been  optimistic,  and  at  the  moment 
we  are  working  broadly  on  5 per  cent.  Whether  that  is 
too  high  is  a matter  for  judgment;  I do  not  know. 
These  things  can  only  be  worked  out  as  an  experience, 
■^en  they  come  into  our  global  treatment,  per  cent, 
and  5 per  cent,  merge  into  a common  interest  pool  charge. 

11092.  Professor  Cairncross:  You  know  the  rate  being 
charged  by  the  Treasury,  and  the  element  of  judgment, 

I take  it,  is  a judgment  as  to  what  that  rate  will  be  when 
you  come  to  spend  capital  on  the  schemes  that  jjou  are 
considering.  It  is  not  judgment  over  the  long  period  but 
over  the  short  period.  I wonder  what  that  period  is?-; — 
Five  years ; the  period  before  the  plant  comes  into 
commission. 

11093.  Mr.  Woodcock:  You  say  in  one  of  your  para- 
graphs ffiat  the  level  of  the  industry’s  capital  programme  is 
controlled  by  Parliament  globally.  Would  I be  right  in 
thinking  that  whether  you  should  embark  on  a programme 
that  involved  £2  million  or  £5  million  would  be  decided 

by  the  Government  and  not  by  tihe  rate  of  interest? 

The  practice  is  changing  somewhat  at  the  present  time. 
Hitherto  the  Government  have  tried  to  control  not  only 
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our  actual  expenditure  on  capital  investment  during  the 
immediate  year  ahead  and  by  the  global  total  of  the  pro- 
gramme for  three  or  four  years  ahead,  but  even  by  in- 
dividual projects.  The  present  thinking  is  shaping  more 
or  less  clearly  to  a view  that  the  Government  will_  give  us 
a global  over^  picture,  and  it  will  be  for  the  indusn7 
to  work  out  its  economic  treatment.  We  shall  be  relied 
on,  as  I understand  the  position,  to  determine  the  amount 
of  capital  investment  expenditure  which  should  aprue  in 
the  year  immediately  ahead  and  the  year  following  as  a 
forward  indication,  and  the  forward  position  three  to  five 
years  ahead  on  a global  content  will  be  subject  to  a fuel 
policy  which  is  determined  by  the  Government. 

11094.  Subject  to  more  than  a fuel  policy;  subject  to 
a decision  by  the  Government  that  is  not  just  economic 
but  is  relevant  to  broader  circumstances;  the  general 
economic  situation,  the  difficulty  of  raising  capital  md 

so  on? Economic  policy  is  reflected  in  the  global 

authority  to  plan  a programme  forward  of  a certain 
overall  size.  The  individual  projects  within  that  ^obal 
totsd  have  to  be  determined  by  the  industry,  but  in  deter- 
mining them  they  must  have  regard  to  the  Government’s 
fuel  policy  as  such. 

11095.  Surely  more  than  the  Government’s  fuel  policy: 
the  Government’s  policy  without  the  “ fuel  ” qualifica- 
tion?  Sir  Josiah  Eccles:  The  future  economic  policy 

of  the  country  determines  the  requirements  of  this  indus- 
try in  the  first  case,  and  fiierefore  the  amount  of  money 
(hat  the  Government  is  prepared  to  put  into  electricity 
year  after  year.  Having  decided  that,  then  there  is  a 
second  round  assessment  as  to  how  this  money  should 
be  spent,  say  on  generation,  which  is  the  major  capital 
requirement  at  the  moment.  How  that  money  should 
be  spent,  how  it  is  carved  up,  what  proportion  of  it  shall 
be  in  one  thing  and  what  proportion  in  another  is  deter- 
mined by  the  Government’s  fuel  policy.  The  overall 
amount  which  is  available  for  electricity  purposes  depends 
on  the  requirements  of  the  industry,  and  that  is  deter- 
mined by  the  estimate  of  the  forward  economic  progress 
of  this  country. 

11096.  Equally,  the  Government  can  require  you  to 

postpone  a particular  project? ^We  have  a statutory 

duty,  which  is  written  into  the  Act.  In  simple  words  it 
means  to  provide  all  the  electricity  that  is  required.^  If  we 
are  to  discharge  that  duty,  we  have  a certain  minimum 
forward  development  that  must  take  place.  That  mini- 
mum is  determined  by  the  economic  prosperity  of  the 
country  as  foreshadowed  over  the  next  five  years.  If 
the  Government  wished  us  not  to  discharge  our  statutory 
obligation,  toen  we  could  go  back  below  that  minimum, 
but  it  would  be  difficult  for  them  to  do  that. 

11097.  But  they  could  do  it? Sir  Josiah  Eccles: 

They  could  do  it.— 5ir  Henry  Self:  Suppose  that  they 
give  us  authority  to  commission  2i  mn.  kW  of  plant, 
say,  in  1962 ; they  reach  that  determination  in  the  know- 
ledge of  the  overall  economic  situation  of  the  country ; 
and  they  say  also  that  for  fuel  policy  reasons  so  much 
should  be  nuclear  power,  so  much  should  be  ffiermal 
plants.  They  pve  us  a broad  indication,  and  tell  us 
to  map  out  our  programme.  There  was  a time  in  the 
past  when,  having  got  tiiat  far,  we  had  to  look  for  some 
clearance  of  major  projects  as  such,  but  present  thinking 
is,  as  I say,  to  see  how  the  industry  can  work  out  its  own 
allocation  of  the  available  funds  within  the  global  total 
and  yet  conform  to  the  fuel  policy  of  the  country. 

11098.  Sir  Reginald  Verdon  Smith:  Am  I right  in 
understanding  that  you  have  for  a variety  of  reasons 
never  yet  had,  and  for  some  time  ahead  are  unlikely  to 
have,  any  reason  to  regard  the  rate  of  interest  as  a 
determining  factor  as  between  one  project  and  another? 

1 am  sorry  I gave  that  impression.  The  rate  of 

interest  enters  into  the  determination  of  projects  as  be- 
tween themselves,  but  the  forward  development  of  the 
industry  as  a whole  in  global  terms  must  go  forward 
as  an  act  of  Government  policy.  That  is  reflected  in 
,the  Government’s  treatment  of  our  provision  of  capital ; 
they  tie  us  to  gilt-edged  terms.  They  hold  us  to  a 
timetable  which  is  clearly  related  to  the  whole  Govern- 
ment financing  programme,  so  that  we  are  in  effect  part 
and  parc^  of  the  Government  financing  of  the  country. 
It  is  not  a system  we  like,  but  there  it  is.  One  has  to 
recognise  the  effect  on  our  overall  national  economy. 


We  would  prefer  to  go  on  the  market  and  raise  our 
own  money  and  justify  our  forward  programmes  on 
straight  economic  grounds.  But  within  our  own  assess- 
ment of  projects  we  definitely  relate  the  capital  charges 
on  one  project  against  the  other,  and  interest  looms  very 
large  in  the  assesment. 

11099.  Professor  Cairncross:  When  you  say  that  you 
would  like  to  go  on  the  market,  do  you  mean  with  a 
Government  guarantee? So  long  as  we  have  a for- 

ward programme  of  the  size  we  have  got,  I should  have 
thought  that  the  heavy  tptal  that  we  require  would  neces- 
sitate the  Governent  taking  a hand  in  timing  it,  and  we 
should  have  to  come  back  to  reliance  upon  the  Govern- 
ment guarantee  to  get  the  money  taken  up.  Past  experi- 
ence has  proved  that.  But  it  has  also  operated  heavily 
against  our  going  on  the  open  market ; at  one  stage  our 
bank  overdr^t  rose  as  high  as  £182  million,  a picture 
completely  dismal  to  us.  but  we  were  stopped  from  going 
on  the  market  because  of  current  national  difficulties, 
and  we  had  to  build  up  tiiis  heavy  overdraft. 

11100.  Mr.  Jones:  Is  it  not  more  economic  to  have 
Exchequer  loans  than  to  raise  money  on  the  money 
market?  Do  you  not  get  money  Alien  just  as  you  want 

it? That  is  a matter  of  opinion.  At  the  moment  we 

are  pinned  down  to  5i  per  cent,  on  our  borrowing,  and 
have  to  pay  that  for  25  years.  Personally  I think  that 
that  is  a high  rate  for  that  period  and  I do  not  think 
that  we  are  getting  real  advantages  from  Treasury  bor- 
rowing. I do  not  like,  and  I do  not  think  my  coUeagues 
like,  Treasury  borrowings,  Our  industry  has  always 
earned  a working  surplus.  We  have  accumulated  £100 
million  of  surpluses  over  the  last  ten  years.  We_  are 
convinced  that  we  are  a thoroughly  economic  business 
which  could  stand  on  its  own  feet  in  the  national  setting, 
but  because  of  the  national  needs  we  have  _ to  face  a 
capital  forward  programme  rising  to  £400  million  a year. 
That  is  a problem  which  obviously  has  to  be  thought 
over  very  seriously. 

11101.  Why  do  you  have  to  pay  5|  per  cent,  to  the 
Treasury  at  mis  particular  stage?  The  Bank  Rate  is  now 
^ per  cent.,  and  the  Treasury  Bill  rate  is  about  3i  per 

cent.? Mr.  Scott:  It  is  a question  of  the  diffaence 

between  short  term  and  long  term.— pSir  Henry  Self:  We 
have  been  hoping  to  have  an  indication  of  a reduction  in 
the  rate. — Mr.  Scott:  There  is  no  sign  of  it  coming  yet, 

11102.  Professor  Sayers:  You  would  not  seriously  con 
tend  that  you  could  raise  twenty-five-year  money  on  the 

market? Sir  Henry  Self : At  the  present  time,  no,  but 

there  is  the  question  of  temporary  borrowing.  We  do 
not  need  to  be  tied  to  a period  of  twenty-five  years,  but 
the  rate  and  the  period  of  Exchequer  loans_  are  deter- 
mined by  the  Treasury.  It  is  not  a free  negotiation. 

11103.  You  mean  that  you  would  like  a chance  to 

speculate  on  interest  rates? No.  I have  always  held 

a very  strong  view  against  that.  We  have  superannuation 
funds  which  are  building  up  to  very  large  totals  indeed, 
and  as  chairman  of  the  committee  of  trustees  I have 
always  enjoined  them  not  to  indulge  in  day-to-day  v^ia- 
tions  of  their  investments,  because  it  is  their  duty  to  be  a 
stabilising  factor,  not  upsetting  the  economy. 

11104.  Sir  Oliver  Franks:  The  picture  in  very  general 
terms  seems  to  be  that  the  authority  which  you  repre- 
sent has  its  constitutional  being  laid  down  in  the  statutes 
which  prescribe  its  duties  and  obligations,  and  that  ™s 
is  rather  like  ffie  law  in  the  Constitution  of  the  Umted 
States : it  both  binds  you  and  gives  you  independence. 
Ai  long  as  you  operate  within  the  binding  clauses  you 
can  go  quite  a long  way  in  asserting  that  independence 
against  anyone  else,  including  the  Government  of  the  day. 
You  on  the  whole  want  to  see  yourselves  as  free  from 
intervention  or  interference  by  the  Government  of  the 
day  as  may  be.  Clearly  certain  things  have  to  be  detCT- 
mined  by  the  Government  of  the  day:  for  example,  the 
broad  balance  between  nuclear  power  and  thermal  power 
and  so  on  as  you  have  described,  and  the  amount,  over 
a three  or  five  year  period,'  of  the  real  resources  of  the 
country  which  can  be  put  into  the  development  of  elec- 
trical programmes ; but  subject  to  that  you  feel  th^  you 
should  use  the'  status  of  your  constitution  to  fend  off  out- 
side intervention  from  whatever  quarters  it  may  come. 
Is  that  a broadly  fair  statement? ^Yes. 
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11105.  Professor  Caimcross:  Do  you  think  that  the 
demand  for  electricity  is  affected  in  any  way  by  the 
price  you  charge?— Josiah  Eccles:  It  is  extremely 
difficult  to  say.  Following  the  war  there  was  control 
of  alternative  fuels  in  the  domestic  sphere  until  a month 
or  two  ago.  Where  there  is  only  a restricted  amount 
of  alternative  fuel  people  are  forced  to  tise  the  un- 
restricted fuel.  Probably  that  factor  more  than  any  other 
has  moved  domestic  consumers  to  go  over  to  electricity. 

It  is  extremely  difficult  to  say  how  the  price  factor  has 
affected  it,  if  at  all. 

11106.  Would  it  not  be  surprising  if  the  price  factor 
was  not  of  some  interest  to  some  consumers?  You  sug- 
gest that  on  the  domestic  front  the  price  factor  has 
been  one  of  the  factors.  What  proportion  of  that  price 
is  represented  by  capital  charges,  taking  a new  plant  put 

up  today? Interest  and  depreciation  charges  account 

for  about  25  per  cent,  of  our  annual  bill  of  expenditure. 

11107.  Taking  a nuclear  station  completed  five  years 

from  now  would  not  the  proportion  be  rather  higher? 

For  a nuclear  station  the  proportion  of  capital  charges 
will  be  about  50  per  cent  of  the  total  generating  cost. 
That  is  not  quite  the  whole  of  the  story,  because  the_  25 
per  cent.  I gave  you  was  on  the  overall  cost  of  generation, 
transmission  and  distribution,  the  whole  product  of  the 
industry ; expenditure  on  nuclear  generation  would  have 
to  be  amalgamated  with  the  secondary  capital  expenditure 
in  others  fields  to  sell  the  electricity ; but  I think  I am 
right  in  saying  broadly  that  the  capital  charges  on  the 
nuclear  station  per  se  would  be  about  half  the  total  cost 
of  running  that  station. 

11108.  I think  it  would  be  helpful  to  separate  the 
generating  capacity  from  the  distributing  capacity  and 
confine  it  to  new  construction.  The  issue  is  not  one  which 
relates  to  existing  capacity.  What  happens  in  flie  longer 
run  if  you  have  to  work  with  a rate  of  interest  of  6 per 
cent,  instead  of  3 per  cent.?  What  happens  to  the  tariff 

you  have  to  charge? ^The  capital  charges  expressed 

as  a proportion  of  the  running  costs  are  bound  to  go  up 
with  the  nuclear  programme.  But  the  fuel  cost  will  go 
down,  and  if  nuclear  generation  is  as  economical  as  we 
hope  it  will  be  (I  underline  that,  because  we  are  in  the 
realm  of  some  speculation  here)  the  gain  on  the  running 
costs  will  offset  the  increase  in  the  capital  charges  with 
a margin  of  about  10  per  cent,  overall ; the  capital  charges 
will  go  up,  running  charges  will  go  down,  and  the  cost  of 
generation  may  be  about  10  per  cent,  higher  than  with 
the  best  of  our  present  coal-fired  stations. 

11109.  Professor  Sayers'.  On  what  rate  of  interest  is  that 
10  per  cent,  calculated? 5 per  cent. 

11110.  What  would  you  put  in  place  of  10  per  cent. 

if  you  took  an  interest  rate  of  3 per  cent.? Much  less. 

because  annual  capital  charges  would  go  down,  and  the 
running  charges  would  be  unaffected  substantially ; so 
the  economics  of  nuclear  genCTation  would  be  better. 


mil.  How  much  better? Sir  Josiah  Eccles:  We 

are  depreciating  these  stations  on  a twenty  year  life, 
which  is  the  s5est  estimate  that  we  can  make  of  what 
may  happen ; so  the  interest  charges  are  not  quite  so 
heavy  as  depredation.  If  depreciation  and  interest  were 
equal  then  the  total  annu^  cost  would  be  10  per  cent  of 
the  capital  cost,  5 per  cent,  for  interest,  5 per  cent  for 
depredation.  K ffie  interest  fell  to  3 per  cent,  that  figure 
of  10  per  cent,  would  drop  to  8 per  cent — Sir  Henry  Self: 

If  you  would  like  this  point  pursued  we  should  be  very 
glad  to  give  you  some  figures  for  it ; in  working  out 
forward  development  of  nuclear  stations  interest  looms 
TOry  large  in  the  picture.  If  there  is  an  improvement  in 
interest  rates  it  will  be  greatly  to  the  benefit  of  the  nuclear 
programme. — Professor  Sayers:  We  should  be  grateful  if 
you  would  giTC  us  some  figuresf. 

11112.  Sir  Reginald  Verdon  Smith:  From  the  financing 
point  of  view  would  you  regard  it  as  practicable  that  the 
area  boards  should  develop  or  be  changed  into  authorities 
of  their  own,  similar  in  position  to  our  municipal  and 
county  local  authorities,  with  their  own  access  to  the 

market? can  only  give  you  a personal  judgment  on 

that,  because  the  Act  requires  the  Electridty  Council  to 
judge  the  merits  of  a case  put  forward  by  a board  before 
any  action  is  proposed  in  that  way;  therefore  I should 
not  say  anything  which  shows  a prejudiced  mind.  But  as 
a personal  judgment  in  present  circumstances  I should 
say  that  it  is  most  xmdesirable  that  individual  boards 
should  go  out  with  stock  issues  of  their  own  because  of 
the  overall  position  of  our  capital  programme  and  our 
very  heavy  requirements.  We  might  have  some  prejudice ; 
certain  boards^  might  possibly  get  preferential  raisings  of 
stocks  as  against  the  provision  for  the  industry  as  a 
whole.  We  are  working  as  an  industry  to  a common 
pooling  of  all  our  achievements.  It  has  been  established 
oyer  a period  of  twelve  years  and  all  boards  are  con- 
vinced of  its  virtues.  Nobody  has  suggested  the  possi- 
bility of  going  out  individudly,  and  I think  all  would 
share  my  present  view  that  it  would  be  most  unwise 
to  prejudice  our  programme  as  one  general  standard. 

11113.  Is  the  expenditure  of  the  Central  Electricity 
Generating  Board  on  capital  account  vastly  the  majority  of 

your  annual  capital  expenditure? ^About  two-thirds  ; but 

the  area  boards’  provision  of  internal  resources  towards 
future  capital  requirements  is  quite  considerable,  some  run- 
ning as  high  as  80  per  cent,  of  their  forward  capital 
grants  availaWe  from  tuinovei.  The  Generating  Board, 
because  it  has  had  this  heavy  plant  programme  since 
1945,  is  not  up  to  40  per  cent.  Witii  me  advent  of  the 
nuclear  programme  the  position  is  going  to  be  worse, 
because  of  foe  heavy  charges,  and  not  better  as  foe  years 
go  on.  Therefore  I do  not  think  that  it  could  be  right 
to  have  foe  position  of  foe  Generating  Board  prejudiced 
because  of  its  national  obligations,  as  contrasted  with 
individual  boards  in  a relatively  strong  internal  position 
each  going  out  for  small  contracts  one  by  one. 

Chairman : Thank  you  very  much,  Sir  Henry ; we  are 
very  grateful  to  you  and  your  colleagues  for  your  help. 


{The  witnesses  withdrew.) 


The  following  witnesses,  representing  foe  Assoaation  of  British  Chambers  of  Commerce,  called  and  examined: 

Frank  Bower,  Esq.,  C.B.E.,  President,  A.B.C.C.;  a manager  of  Unilever  Ltd. 

E.  T.  Sara,  Esq.,  Chairman,  “ Radcliffe  Committee  ” Pane],  A.B.C.C;  Commercial  and  Economic  Adviser  to 
United  Steel  Companies  Ltd. 

C.  H.  Marsh,  Esq.,  Member,  “ Radcliffe  Committee  ” Panel,  A.B.C.C. ; Finance  Director  of  Henry  Simon  (Holdings) 
Ltd. 


E.  ToNKiNSON,  Esq.,  Secretary, 

11114.  Chairman:  We  are  very  grateful  to  you  and  to 
your  colleagues,  Mr.  Bower,  for  all  foe  trouble  you  have 
taken  on  our  behalf  in  promoting  and  securing  this 
questionnaire*  on  foe  state  of  affairs  after  foe  7 per  cent. 
Bank  Rate.  It  bears  very  directly  on  our  problems.  Now 
we  have  foe  chance  of  seeing  you  we  must  regard  you 
primarily  as  interpreters  of  foe  questionnaire,  I take  it, 
but  before  you  had  a chance  of  sending  that  out  you 
had  collected  views  for  us  in  your  earlier  memorandumf 
which  I should  like  to  have  before  us  too.  There  are 


• Memoranda  of  Evidence  Part  vn  No.  IB. 
t Memoranda  of  Evidence  Part  VII  No.  lA. 


Panel,  A.B.CC. 

one  or  two  questions  which  may  enlarge  foe  significance 
of  foe  answers  to  foe  questionnaire. — Professor  Sayers: 
In  foe  “Grand  Total”  of  replies  you  show  that  11  per 
cent,  of  those  who  reported  reductions  of  tumovCT,  inv^- 
ment  or  stocks  gave  as  foe  principal  considwation  leading 
to  a reduction  or  postponement  tightness  of  money  among 
their  customers,  and  5 per  cent,  gave  difficulties  of  finance. 
In  some  of  these  cases  would  not  tightness  of  money  or 
difficulty  of  financing  have  been  encountered  at  any  time? 
Mr.  Bower:  You  mean  because  they  were  not  credit- 
worthy? 


t See  Appendix  to  Minutes  of  Evidence. 
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Mr.  Frank  Bower,  C.B.E.,  Mr.  E.  T.  Sara,  Mr.  C.  H-  IvIarsh 
and  Mr.  E.  Tonkinson 


[Continued 


11115  Because  bankers  and  other  finance  bodies 
always  apt  to  object  to  possible  borrowers  on  credit- 
worthiness? Yes,  I follow  that. 


on  to  that,  there  is  a thiT'd  factor  which  is  of  importance, 
as  I see  it:  I.C.F.C.  is  not  sufficiently  known  among  these 
smaller  traders.  Althougb  they  may  have  been  sent  docu- 
ments it  is  much  more  natural  for  them  to  go  to  their 
11116.  Have  you  any  judgment  at  all  on  what  pro-  manager  with  whom  they  have  done  business  for 

portion  of  these  could  be  considered  as  projects  t^t  would  years,  whom  they  know  a-Tid  trust.  They  are  timd.  A 

have  been  dropped  anyway  because  of  financial  difficultly?  ^ot  of  small  businesses  stirink  away  from  commg  to  a 
How  seriously  are  we  to  relate  this  16  per  cent,  to  the  finance  bouse  in  London,  if  they  can  borrow  from  their 


financial  measures  of  September  1957? 1 can  only 

answer  that  by  pointing  to  the  analysis  by  size  of  torm 
The  greater  difficulty  arose  in  the  small  firms,  which 
corresponds  with  credit-worthiness. 

11117.  That  is  something  which  would  have  happened 
anyway,  in  your  judgment? ^Yes. 

11118.  You  have  no  other  impression  from  a detailed 

study  of  the  replies? Mr.  Sara:  We  have  not  any 

answer  to  that.  We  put  here  the  questionnau-e  we  sent 


own  bank. 

11124.  Chairman:  Does  that  suggest  that  greater 

regional  representation  of  I.C.F.C.  would  be  a help? 

They  try  very  hard  to  publicise  their  work,  but  it  has  not 
been  achieved  yet.  If  th.ey  could  use  the  banks  as  their 
selling  agents  that  would  provide  a useful  shop  window. 
11125.  Professor  Cairncross:  You  are  talking  now  of 

medium  and  long-term  finance,  not  short-term? ^Yes. 

auawci  vu  Lxia..  , J1126.  Do  you  think  that,  if  the  banks  made  their  own 

out,  and  we  have  analysed  the  answers, _ and  that  is  the  arrangements,  through  subsidiaries  if  necessary,  that  might 

result.  Anybody  can  have  his  own  opinion  as  to  why  qJ  meeting  tlie  position? do  not  know 

people  put  their  answers  in  this  or  that  block ; I would  would  work  out  in  practice,  but  it  would  fill  a gap. 

not  ia»  to  give  an  interpretation  of  it  myself.  ^ I.C.F.C.  is  a subsidiary  of  the  bnolcs? 

11119.  Professor  Cairncross:  Would  it  be  proper  to  jt  jg.  I have  tried  to  explain  what  I.C.F.C.  and 

take  the  higher  cost  of  borrowing  (column  4)  and  difficulty  « Edith  ” are.  I have  heard  people  talking  very  bitterly 
of  financing  (column  5)  together,  and  assume  that  a sub-  about  estate  duty  on  family  businesses,  and  I have  told 

stantial  proportion  of  4 and  5 represents  a reaction  to  that  these  means  exist  to  provide  them  with  funds ; 


the  higher  cost  of  borrowing? Mr.  Sara:  As  to 

columns  (1)  and  (2)  one  has  to  form  one’s  own  judgment 
as  to  why  customers  were  short  of  money  or  why  business 
was  slack ; the  direct  effect  of  the  Bank  Rate  is,  I agree, 
to  be  gauged  by  the  response  in  columns  4 and  5 rather 
than  columns  2 and  5*.— Mr.  Tonkinson:  In  the  remarks 
that  we  allowed  the  people  responding  to  the  question- 
naire to  make  at  the  end  th«e  were  frequent  remarks 
that  small  firms  found  it  difficult  to  obtain  bank_  finance. 
Whether  that  was  special  pleaffing  or  whether  it  was  a 
mere  statement  of  fact  We  do  not  know. 

11120.  Chairman:  From  your  own  knowledge  of  this 
field  (I  am  not  speaking  for  the  moment  of  the  resulte 


5 a certain  nervousness  about  coming  to  them. 


but  there 

11128.  Professor  Sayers  : It  is  the  strangeness  of  name 

and  the  remoteness  geographically? ^If  the  banks 

could  be  the  selling  agents  of  I.C.F.C.,  certainly  it  would 
fill  a missing  link. 

11129.  Do  you  think  it  would  be  advisable  for  the 
banks  to  go  as  far  as  tbey  do,  for  instance,  into  the 
executor  and  trustee  business,  and  have  their  own  de- 
partments working  througli  their  own  offices  all  over  the 

country? It  might  be  a.  good  thing.  The  executor  and 

trustee  is  a different  kind  of  business,  of  course. 

Jicm  aui  — - --  11130-  Sir  Oliver  Franks  : Accepting  the  view  you  put 

of  questionnaires)  would  you  have  any  doubt  that  the  forward  that  there  may  be  this  gap,  is  not  the  money 

smaller  firm  has  fewer  alternative  sources  of  finance  than  (bat  is  wanted  for  med-itim  or  longer-term  really  very 

the  larger  ona? Mr.  Bower:  It  has  not  got  the  security  jike  risk  capital? ^Yes. 

to  off©- ^ch  a banker  naturally  looks  for.  11131.  Is  not  one  of  the  difficulties  that  most  small 

11421.  Its  own  position  places  it  in  a weaker  position,  businesses  are  personally  owned  by  a family  of  an 

oake  asart  from  the  power  to  look  around  and  tap  a dividual,  and  they  have  an  entirely  natural  dishke  ol 

varietv^of  sources? Mr.  Marsh:  It  is  also  far  less  seeing  the  equity  of  their  business  owned  in  any_  quantity 

' - - - — --  *' — " by  someone  else  ; and  yet  if  a body,  whether  it  were  a 

bank  or  I.C.F.C.  or  any  other  body,  is  to  get  a return 
on  its  money  commensurate  with  the  risk  element,  it 
has  to  have  some  equity,  or  the  rate  that  it  charges 
on  a debenture  or  preference  loan  is  so  high  that  it  seems 


sophisticated  than  the  large  firm  in  these  matters. 

11122.  In  your  main  memorandum  you  have  made 
some  comments  on  the  I.C.F.C.  If  I follow  them,  youi 
view  would  be  that  it  is  not  the  organisation  of  the 
LC.F.C.  that  is  amiss,  but  that  it  just  has  not  got  enough 
money  available  to  do  the  work  which  is  open  to  it  to 

do? Mr.  Sara:  We  quote  it  in  support  of  one  of  the 

comments  which  came  from  the  Chambers  to  us,  and  it 
seemed  to  us  that  they  were  saying  exactly  what  the 
Chairman  of  the  I.C.F.C.  was  saying;  we  put  the  two 
together. 

11123.  Sir  Oliver  Franks:  Do  you  think  that  all  that 


usurious?  This  ties  up  with  the  natural  unwillin^s 

of  people  to  surrender  sovereignty? Mr.  Sara:  That 

is  true.  With  the  intervention  of  insurance  ^mpames 
into  equity  capital  or  indeed  with  the  discussion  about 
future  Government  pensions  schemes  the  same  problem 
arises.  If  this  money  is  going  to  be  channelled  into 
industry,  will  the  lender  have  a say  in  the  management 
r rranKs-  uo  you  imiiK  ui»i  aii  of  that  business  or  not?  The  insurance  compames,  as 

is  muted  is  more  money  at  the  disposal  of  I.C.F.C.  and  everybody  knows,  have  tried  “ !>"•  JJ't  ™ ™; 

that  then  the  greater  amount  of  business  waitii^  there  out  saying  anything. — Bower  . The  influence  ol  taxa 

o beTnf  would  be  done,  or  do  you  think  ffiat  it  is  tion  is  rather  breaking 

not  simply  a matter  of  a greater  amount  of  money  pendence  which  is  natural  to  a “^n,  because  toe 

beine  available  but  a willingness  to  embark  into  business  regulations  are  aimed  pnmarily  at  the  family 

oeing  avauauic^uui.  , r!eV=i  under  the  control  of  five  persons  or  less,  and  the 

iniquitous  methods  of  valuiQS  interests  in  private  business 
for  death  duty  purposes  is  frightening  people.  If  they 
can  bring  some  friends  or  a trusted  manager  into  the 
management  with  them,  to  get  away  from  the  menaces 
of  toe  taxation  regulatioits,  it  is  getting  quite  attractive 
to  them.  That  is  the  doctrine  I have  been  preachmg 
to  toem.  It  is  no  use  cursing  the  Government  when 
the  remedy  is  in  their  own  hands.  One  meets  with  toe 
King  Lear  argument;  “ if  I part  wito  my  kingdom,  what 
have  I left?  ” ; but  I think  that  people  are  mowg 


which  will  involve  a slightly  different  assessment  of  risks? 

Mr.  Sara:  My  view  is  the  second.  I think  that  it 

is  a reasonable  interpretation  of  the  data  that  came 
up  from  the  Chambers  that  they  were  thinking  not  only 
that  the  money  ought  to  be  available  in  greater  quanti- 
ties but  somebody  or  other,  I.C.F.C.  or  toe  banks  or 
somebody,  should  be  prepared  to  take  a greater  risk  m 
this  sort  of  field.  That  applies  particularly  where  we 
talk  about  export  credit  finance,  on  which  we  were  rather 
anxious  to  make  a little  special  pleading  which  Mr.  Marsh 
has  come  prepared  to  do.— Mr.  Bower:  Before  you  get 


• lioie  hy  witness:  Owing  to  a typing  error  in  the  analysis  of  the 
survey  as  submitted  to  the  Committee  difficult  to  finance 
(coJtunn  5)  was  d^ned  as  referring  to : “ Hi^er  costs  of  borrowing : 
C i C restrictions  ” ; as  the  relevant  question  (3  (v))  in  the  question- 
al shews,  this  should  have  read:  " Restrictions  of  bank  credit: 
C I C.  restrictions  " (cf.  Qn.  1 1171).  The  direct  effect  of  the  increase 
of  interest  rates  on  firms  who  replied  to  the  questionnaire  is  ther^ 
fore  to  be  gauged  not  (as  stated  in  this  answer)  by  the  response  in 
4 and  5 but  by  the  response  in  column  4 alone. 


gradually  away  from  tb®  autonomy  which  you  mention. 

11132.  That  is  an  inuportant  consideration  in  relation 
to  any  major  provision  of  capital  for  a snmll  busine^ 
where  the  risks  are  in  tb®  nature  of  things  rather  greater? 
^Yes. 

11133.  Professor  Cairncross:  Do  you  think  there  might 
be  something  to  be  said  for  ^ system  of  guar^tees  for 
loans  made  to  small  businesses,  whereby  a bank,  say, 
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itdgM  make  the  loan  and  someone  else  would  provide 

a guarantee? Mr.  Sara-.  We  have  not  encountered 

this  proposal. 

11134.  Would  it  be  resisted  if  a rather  high  rate  were 

charged  by  any  institution  entering  this  field? Mr. 

Bower-.  One  could  not  go  beyond  the  market  rate. — Mr. 
Sara:  Firms  will  in  fact  buy  equipment  through  hire 
purchase  companies,  and  pay  over  10  per  cent,  for  that 
facility ; but,  as  Mr.  Bower  says,  that  is  high  by  com- 
parison with  the  rate  on  bank  loans. 

11135.  In  other  countries  this  need  is  met  by  private 
institutions  which  charge  very  high  rates  of  interest  and 
are  on  balance  fairly  Inghly  remunerative.  In  this  coun- 
try I.C.F.C.  is  not  able  to  charge  high  interest  because 
there  would  be  questions  in  Parliament  Do  you  feel 
that  there  is  scope  for  an  institution  which  would  charge 

rather  high  rates? Mr.  Sara : There  is  such  an 

organisation:  the  United  Dominions  Trust  who  do  the 
bidk  of  this  kind  of  work  as  1 understand  it  Rud  ‘will 
in  fact  lend  capital  against  specific  assets  at  round  about 
10  per  cent. — Mr.  Bower:  They  have  had  the  field  to 
themsdves ; now  the  banks  have  solidly  gone  into  that 
business  rates  of  interest  are  coming  down  quite  sub- 
stantially. That  is  what  I mean  by  the  force  of  com- 
petition ; one  cannot  go  beyond  a certain  height  above 
the  ordinary  rim  of  money.  One  is  pinned  down  to  the 
market  somewhere. 

11136.  My  impression  from  what  you  told  us  was 
that  there  was  no  market ; that  the  difficulty  was  that 
the  average  private  business  had  no  alternative  but  to 
go  to  the  bank,  and  if  the  bank  said  it  was  not  in- 
terested in  making  a long-term  loan,  it  could  not  go  else- 
where?  Mr.  Bower : I am  impressed  by  the  very  small 

number  of  people  in  this  survey  who  have  bought  equip- 
ment on  Ime  purchase. — Mr.  Marsh:  There  are  two 
separate  problems,  the  problem  that  can  be  met  by  a 
hire  purchase  loan,  and  the  longer  period,  say,  ten  years. 
That  is  where  I think  the  principal  gap  is,  and  I think 
that  the  gap  could  probably  be  filled  by  I.C.F.C.— 
Mr.  Sara:  Our  questionnaire  has  some  evidence  on  this 
point  Out  of  the  3,404  people  225  sought  and  obtained 
short-term  finance  otherwise  than  through  a bank,  and 
84  sought  but  could  not  get  it.  They  represent  7 and 
2 per  cent,  of  the  total.  The  bulk  came  6:om  what  are 
described  as  finance  companies,  a little  from  insurance 
companies,  a little  from  building  societies  (which  is  another 
way  of  getting  money  for  small  firms  if  they  have  build- 
ings), and  36  per  cent,  came  from  other  sources.  It  looks 
as  though  there  is  a channel  known  and  used,  but  not  used 
very  much. 

11137.  On  section  E,  hire  purchase,  you  show  203  people 
who  say  that  they  have  purchased  machinery  on  instalment 
terms,  but  I am  a little  baffled  by  the  500  people  who  go 
on  to  say  “ no  ” to  question  2,  which  presumes  that  they 
have  already  answered  yes  to  question  1.  Can  you  ex- 
plain that? ^No.  I think  they  must  have  misunderstood 

the  question. 

11138.  Would  you  agree  that  there  is  an  increasing 
tendency  among  sm^  ffms  to  resort  to  hire  purchase  for 

the  acquisition  of  plant? Mr.  Bower:  I would  agree, 

but  it  is  slow  and  we  have  to  break  down  their  natural 
reluctance. 

11139.  And  perhaps  in  some  ways  it  is  not  un- 
economical, given  that  it  is  not  a charge  on  the  business? 
No. 

11140.  Mr.  Woodcock:  You  do  not  think  that  those 

who  replied  are  exceptional  in  this  respect? ^I  would 

describe  them  as  “ the  man-in-the-street  ” so  far  as 
business  is  concerned. 

11141.  The  people  outside  your  Association  would  not 

noticeably  differ  from  the  people  within? 1 should  not 

think  so.  There  is  a very  wide  selection  of  businesses ; 
anybody  may  join  who  has  a business,  other  than  retailers. 

11142.  Chairman:  Why  is  it  that  the  small  firm  iu- 
herently  has  less  security  to  offer  than  the  large,  because 
we  must  assume  that  proportionately  its  needs  are  smaller? 

j was  very  impressed  by  the  statistics  issued  by  the 

Commissioners  of  Inland  Revenue  that  of  some  1.900,000 
businesses  in  this  country  no  less  than  1,500,000  have 
an  annual  income  of  less  than  £1,000.  That  is  one  answer 
to  your  question ; they  are  not  earning  any  money  to  get 
the  assets  to  provide  security. — Mr.  Sara:  Is  it  not  also 
true  that  a large  firm  can  pledge  its  reputation  in  the  way 
30500 


that  a little  firm  cannot?  A little  firm  in  most  cases 
to  offer  a tangible  asset  as  security,  whereas  with  a big 
firm  it  would  be  regarded  as  insulting  to  ask  for  similar 
cover. 

1 1143.  Professor  Cairncrass:  Would  you  agree  that  the 
small  firm  has  a long  way  to  grow,  a.nd  has  to  grow  very 
fast,  to  catch  up  with  the  big  firm?  It  is  partly  a 
problem  of  the  speed  of  growth.  In  the  nineteenth  century 
it  was  presumably  solved  largely  by  growing  out  of  profits? 
^I  am  sure  that  that  is  the  answer. 


11144.  Professor  Sayers:  If  the  I.CF.C.  increased  its 
regional  organisation  very  much  and  made  itself  known, 
would  Aat  substantially  help,  or  would  it  help  much  more 
if  one  had  a sprinkling  of  I.C.F.C.S,  not  just  one,  so  that 
it  was  not  one  organisation’s  decision  whether  a man 
should  have  the  money  or  not,  and  people  would  feel  that 
there  were  alternative  organisations  to  which  they  could 

turn? Mr.  Bower:  That  would  be  tiie  answer  to  the 

remark  made,  that  if  toe  I.C.F.C.  charged  too  high  rates  of 
interest  there  might  be  questions  in  Parliament.  If  there 
were  a dozen  of  toem  there  would  not  be  questions  in 
Parliament. 


11145.  Professor  Cairncross:  They  might  be  more 
venturesome.  If  you  set  up  institutions  of  this  kind  with 
public  financial  backing,  they  may  set  up  standards  of 
credit  that  would  remove  some  of  toe  borrowers  from 
the  picture ; but  they  may  be  the  very  ones  they  want  to 

help? ^Is  it  not  in  the  hands  of  toe  people  who  create 

toe  organisations  to  tell  them  what  their  objects  are? 

11146.  Chairman:  I would  like  your  full  view  on  this  ; 
I think  it  is  rather  important.  If  toe  banks  are  going  to 
compete  in  general,  does  it  not  seem  rather  odd  that  their 
subsidiary  formed  for  this  purpose  should  be  monolithic? 
Mr.  Sara : There  is  no  doubt  that  toe  business  com- 
munity must  prefer  a variety  of  sources  to  one  source. 
It  is  a sound  principle  not  to  have  a single  supplier  of 
anything. 

11147.  Sir  Oliver  Franks:  Is  toe  I.C.F.C.  ready  to 

provide  finance  in  sums  of  less  than  about  £50,000? 

Mr  Bower : It  ^ lend  less  than  that.  I have  in  mind  a 
printer  in  the  West  Country  who  wanted  about  £10,000. 
He  was  advised  to  get  his  money  from  I.C.F.C. 

11148.  Professor  Cairncross:  Do  you  think  there  is 
any  particular  range  of  capital  requirements  that  is 
particularly  difficult? No,  I do  not  think  so. 

11149.  It  extends  right  through  toe  list? Mr.  Sara: 

It  is  more  difficult  toe  smaller  toe  amount  and  toe  smaller 
toe  fiSn. 


11150.  It  has  sometimes  been  put  to  us  it  is  easier  to 
borrow  a sum  of,  say,  £50.000  or  £100,000  than  £20,000 
or  £200,000.  You  do  not  recognise  anything  of  that  kind? 

Mr  Sara:  I have  no  experience  of  it  myself. — Mr. 

Bower:  It  is  less  difficult  with  £20,000  than  with  £200,000 
because  £200,000  is  big  business.  For  a mortgage  of 
£200,000  it  would  have  to  have  capital  employed  of  about 
£500,000.  There  is  an  element  of  size  which  toere  is 
not  in  the  £20,000.  In  this  matter  I would  not  blame  the 
banking  institution  at  all ; I would  rather  refer  to  toe  slow 
grow^  of  toe  many  small  businesses.  Borrowers  have 
themselves  to  fee!  the  urge  to  expand  before  they  go  to 
seek  the  money.  I would  like  to  see  toe  bankers  attracting 
them  and  encouraging  them  to  grow  instead  of  bemg 
static  all  the  time. 

11151.  Chairman:  I believe  Mr.  Marsh  has  some^ng 

to  say  about  export  finance? Mr.  Marsh:  We  have 

suggested  that  there  is  a gap  in  toe  arran^ments  avaU- 
able  for  people  who  are  exporting  on  medium  and  lon^ 
term  creffit  now,  that  at  one  time  was  fiUed  by  the  Bitosh 
pubUc  who  subscribed  to  foreign  issuM  in  toe  <^.  ^ey 
both  provided  the  capital  and  took  toe  nsk.  They  built 
tramways  and  all  these  other  things  toat  have  b«n 
defaulted  upon.  Nowadays,  while  the  nsk  can  be  carried 
by  the  E.C.G.D.,  toe  finance  has  to  be  provided  by  toe 
contractor.  In  my  view  and  in  that  of  a number  of  our 
constituents  it  is  wrong,  in  toe  sense  that  it  is  not  what 
people  have  been  accustomed  to  m toe  past,  toat  they 
should  have  this  new  situation  thrust  upon  them  and  be 
obliged  in  effect,  as  long  as  toere  is  a certain  proportion  of 
their  business  in  toe  form  of  long-term  cr^t,  to  have 
capital  tied  up  in  toat  way.  There  should  be  some  insti- 
tution, just  as  the  Germans  have  their  A.K.A.,  and  the 
Americans  toeir  Export-Import  Bank.  I am  not  adweating 
anytMng  necessarily  of  that  forrn  but  merely  for  toe 
moment  stating  toat  the  problem  exists. 
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The  following  witnesses,  representing  the  National  Coal  Board,  called  and  examined: 
H.  W.  Hembry,  Esq.,  Finance  Member  of  the  Board,  and 
A.  W.  John,  Esq.,  Director-General,  Finance. 


11181.  Chairman'.  Mr.  Hembry,  would  it  be  convenient 
for  us  to  take  the  memorandum*  with  which  you  have 

kindly  supplied  us? Mr.  Hembry : May  I make  a very 

short  statement  first  which  might  help  the  Committee  to 
understand  the  thinking  in  the  back  of  the  Board’s  mind 
on  this  long  term  planning? 

The  Coal  Industry  Nationalisation  Act,  1946,  section  1, 
reads: — 

“There  shall  be  a National  Coal  Board  which  shall 
on  and  after  the  primary  vesting  date  be  charged  with 
the  duties  of  (a)  working  and  getting  the  coal  in  C^eat 
Britain  to  the  exclusion  of  any  other  person ; CW 
securing  the  efficient  development  of  the  coal  raining 
industry ; and  (c)  making  supplies  of  coal  available  of 
such  qualities  and  sizes  in  such  quantities  and  at  such 
prices  as  may  seem  to  them  best  calculated  to  further 
the  public  interest  in  aU  respects  including  the  avoidance 
of  any  undue  or  unreasonable  preference  or  advantage.” 
and  later: 

“ The  Board  shaE  secure  that  the  revenues  of  the 
Board  shall  not  be  less  than  sufficient  for  meeting  all 
their  outgoings  properly  chargeable  to  revenue  account.” 
This  section  puts  the  responsibility  squarely  on  to  the 
Board  to  act  in  the  public  interest  in  making  supplies  of 
coal  available.  Their  interpretation  of  their  responsibility 
has  been  that  they  should  raise  the  output  of  coal  as  high 
as  possible,  to  meet  the  ever  increasing  ue^s  for  energy 
and  to  supply  the  coal  from  indigenous  sources.  This 
has  been  the  predominant  consideration  in  the  Board’s 
planning  policy.  Their  estimates  of  demand  form  the 
basis  for  the  production  plan,  and  their  regard  has  always 
been  directed  towards  balancing  production  with  demand 
at  the  earliest  possible  date.  With  this  in  mind  the  Board 
have  always  felt  that  they  should  not  allow  short  term 
influences  to  prejudice  their  long  term  planning. 

11182.  Do  you  mean  influences  on  the  side  of  demand? 
Short-term  demand  has  to  be  taken  into  considera- 
tion, but  in  a plan  which  is  of  such  long  term  one  starts 
off  with  the  estimate  of  demand  in  the  long  term.  The 
production  plan  which  has  to  meet  that  will  also  be  long 
term.  If  I may  say  something  about  the  national  plan 
the  Committee  may  understand  how  vast  and  complicated 
it  is. 

When  the  national  plan  was  first  formulated  it  was  the 
first  time  in  this  country  that  a survey  had  been  made  of 
the  whole  coal  industry,  which  took  into  consideration  the 
coal  reserves,  the  potential  production  annually  in  the 
short  term  and  long  term,  the  demand,  the  availability  of 
labour  and  the  requirements  of  finance  to  reconstruct  an 
industry  which  had  been  for  some  time  in  decline.  That 
plan  envisaged  the  reconstruction  of  more  than  250 
collieries,  the  construction  of  about  20  new  large  collieries 
and  about  50  new  drift  mines. 

The  period  of  planning  of  a major  reconstructioa  or  a 
construction  is  of  very  long  duration  itself.  The  period 
of  work  will  run  into  very  many  years,  maybe  eight  or 
ten.  Once  one  of  these  projects  has  started  it  can  only 
be  stopped  with  serious  loss  to  us  and  to  the  contractors 
on  the  job.  Even  delay  means  serious  loss  because  once 
we  start  we  must  press  ahead  to  the  point  where  we  win 
coal  as  quickly  as  possible.  During  the  interim  period 
we  are  building  up  interim  losses  and  interest.  So  with 
a plan  like  that  based  on  the  long  term  demand  we  cannot 
suddenly  change  the  nature  of  the  plan  without  serious 
dislocation  to  our  long  term  thinking. 

11183.  The  difficulty  if  not  impossibility,  of  short  term 
adjustments  on  these  large  engineering  schemes  primarily 
applies  to  the  new  colliery.  Do  you  not  do  a good  deal 
in  the  way  of  adaptations  and  alterations  to  die  capacity 
of  existing  collieries? Yes.  The  total  capital  expendi- 

ture of  ffie  Board  over  the  eleven  years  commencing 
from  vesting  date  to  the  end  of  December  1957  was 
£661  mn.  Of  that  total  £218  mn.  was  expenditure  on 
major  schemes  ; of  that  £218  mn.,  at  the  end  of  December 
1957  £157  mn.  was  still  in  the  pipe  line.  From  that 
expenditure  we  expect  to  get  our  new  production ; but 
even  so  the  first  call  on  that  is  the  replacement  of  our 
wastage.  We  are  an  extractive  industry ; we  consume 
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ourselves  at  the  rate  of  about  four  million  tons  a year. 
A coal  face  lasts  on  average  approximately  two  years. 
That  means  we  have  to  provide  approximately  90  million 
tons  of  new  face  each  year.  The  ^eat  bulk  of  that  can 
be  found  from  alternative  faces  without  a great  deal  of 
capita]  expenditure  but  some  four  million  tons  has  to  be 
found  otherwise  than  that. 

11184.  Mr.  Jones'.  Probably  from  new  seams? 

Yes,  or  completely  new  locations. 

11185.  Chairman:  If  it  is  new  seams,  the  basic  capital 
works  that  make  the  colliery  remain  still  in  your  service? 

If  it  is  a new  seam  in  an  existing  colliery,  yes.  As 

I say,  we  consume  ourselves  as  we  go  on  and  we  have 
continually  to  replace  lost  capacity.  That  of  course 
applies  to  other  extractive  industries  as  well.  Other 
expenditure  on  collieries  in  the  period  of  eleven  years 
was  £289  millions.  Our  experience  of  that  expenditure 
is  that  it  is  aU  required  to  replace  the  man-made  assets 
of  the  pits  and  for  the  maintenance  of  current  output  and 
efficiency.  That  is  more  susceptible  to  some  degree  of 
contraction  than  the  major  schemes,  because  it  contains 
shorter  tMin  work  which  can  be  deferred  for  some  time ; 
but  it  cannot  be  deferred  for  long,  if  the  maintenance  of 
our  capacity  and  efficiency  is  not  to  suffer.  Then  we  have 
expenditure  on  ancillaries  of  £117  million;  that  is  still 
more  susceptible  to  some  contraction.  We  are  big  coke 
oven  operators,  and  we  are  the  second  or  third  largest 
brickworks  in  the  country,  so  that  we  have  responsibilities 
in  these  directions  as  well  as  for  coal.  Finally  we  have 
£37  million  of  house  building,  with  associated  colliery 
expenditure,  pithead  baths,  medical  centres,  all  built  round 
major  schemes.  These  are  phased  into  ffie  major  sAemes. 
The  houses  will  be  required  to  house  miners  for  new  sink- 
ings or  for  reconstructed  pits  where  the  man  power  is 
to  be  increased.  If  we  get  out  of  phase  then  we  finish 
with  a pit  inadequately  manned. 

11186.  That  gives  us  a general  picture  of  an  industry 
whose  broad  policy  is  laid  down  by  statute,  to  which  a 
number  of  considerations  apply  that  would  not  be  applic- 
able to  an  ordinary  commercial  concern,  which  has  been 
under  very  considerable  pressure  since  it  was  national- 
ised, which  is  involved  in  large-scale  long-term  planning 
and  has  not  a great  deal  of  capacity  for  adapting  its 
capital  expenditure  at  short  notice.  That  is  the  general 
impression  of  what  you  are  conveying  to  us.  Witlun  that 
picture,  which  we  readily  accept,  we  want  to  come  to 
grips  with  you  on  how  far,  if  at  all,  variations  in  interest 
rates  on  capital  are  relevant  to  the  decisions  you  take 
with  regard  to  expenditure.  First,  investment  in  stocks: 
if  I follow  the  theme  of  your  memorandum  it  is  that  the 
reasons  for  keeping  a close  and  constant  watch  upon  the 
volume  of  stocks  is  that  they  eat  up  money  anyway,  and 
to  find  the  rate  of  interest  you  are  paying  for  your  money 
going  up  does  not  add  any  additional  incentive  to  your 
natural  wish  to  keep  down  your  investment  in  stocks 

as  much  as  possible? ^That  is  true.  Our  investment  in 

stocks  and  stores  is  inevitably  heavy,  scattered  as  it  is  all 
over  the  country.  Our  aim  is  to  get  it  down  to  the  lowest 
possible  figure  consistent  with  safety.  We  would  do  just 
ffiat  whatever  the  rate  of  interest.  We  do  not  speculate 
in  the  purchase  of  stocks  and  stores  and  commodities. 
We  prefer  to  hold  as  litffe  as  we  can,  because  they  are 
costly  to  finance. 

11187.  You  do  not  speculate,  you  would  say?  You 

are  not  moved  by  a favourable  buying  prospect? In 

some  respects  we  might  be,  When  there  were  shortages 
of  steel  we  ffid  build  up  to  some  extent  our  stocks.  When 
we  were  anticipating  some  difficulties  about  the  import  of 
timber  we  built  up  our  stocks.  But  broaffiy,  and  cer- 
tainly with  regard  to  purchases  of  general  stores,  we 
would  not  be  interested  by  interest  rates.  On  the  subject 
of  stocks  of  coal,  a couple  of  years  ago  we  would  have 
loved  to  have  had  a small  stock,  sorne  four  or  five  million 
tons.  Today  stocks  of  coal  have  built  up  to  a level  which 
is  high  from  our  point  of  view  and  wluch  is  growing. 
But  we  cannot  suddenly  stop  the  production  of  coal  in 
order  to  stop  the  growth  of  stocks.  To  stop  a mine  is 
something  long-term  in  itself  ; having  once  closed  a mine, 
we  cannot  just  open  it  again  when,  w©  want  to.  It  may 
mean  a permanent  loss  of  capacity. 
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11152.  You  do  not  feel  that  the  banks  can  meet  them 
where  ±ey  get  the  banker’s  guarantee  from  E.C.G.D.? 

1 do  not  know  how  many  of  those  special  banker’s 

policies  have  ^en  issued ; I should  say  less  than  twenty 
and  all  for  very  large  sums.  We  are  concerned  about 
the  business  that  is  being  taken  now  for,  say,  £100,000 
to  £250,000  on  four  years’  credit,  for  which  there  is  not 
that  facility. 

11153.  It  is  your  understanding  that  these  hankers’ 
guarantees  are  only  a few  in  number  and  only  cover 
very  large  transactions? ^That  is  my  understanding. 

11154.  Professor  Cairncross:  What  does  a firm  do  now 
about  getting  finance  to  cover  exports  of  £100,000  on 

four  years’  credit? It  either  provides  its  own,  or  goes 

to  its  banker,  or,  if  the  banker  has  lost  patience  with 
its  overdraft,  it  goes  to  the  market, 

11155.  You  think  that  businesses  are  obliged  to  r^se 
the  money  on  a long-term  basis  and  carry  it  as  part  of 

tiheir  capital? Mr.  Sara:  That  is  the  point.  Whereas 

before  the  war  there  was  a source  of  finance  for  this  kind 
of  trade,  now  diere  is  not ; and  whereas  exporters  in  other 
countries  apparently  have  access  to  money  outside  their 
own  capital  resources,  in  this  country  it  is  not  possible, 
for  these  me^um  and  small  amounts,  to  get  it.  We 
think  that  this  is  a gap  which  must  have  adverse  effects  on 
the  export  trade  and  their  competitive  position  in  it 
— Mr.  Bower : It  is  a very  difBcuIt  question,  because  it  is 
practically  accepting  money  in  three  or  four  years’  time 
of  less  value  than  the  goods  on  which  credit  is  given. 
An  export  credit  race  between  nations  is  one  of  the  worst 
things  we  can  possibly  have.  What  the  solution  could  be 
does  not  lie  with  business  men  or  institutions  here ; 
it  rather  lies  with  governments.  We  are  pinning  our  hopes 
on  the  objects  of  the  Montreal  Conference  and  the  dis- 
cussions at  Delhi  which  may  provide  some  capital  through 
government  sources.— -Mr.  Sara:  Mr.  Bower’s  remarks 
apply,  of  course,  to  the  Commonwealth. — Mr.  Marsh: 
The  reason  why  the  old  system  broke  down  was  because 
the  borrowers  were  no  longer  considered  credit-worthy. 

11156.  There  is  surely  the  influence  of  another  quite 
distinct  factor:  the  growth  of  trade  in  durable  products. 
^ not  engineering  equipment  a much  larger  fraction  of 

international  trade  than  it  used  to  be? 1 do  not  know. 

I should  have  thought  there  was  a period  in  the  earlier 
part  of  this  century  and  the  later  part  of  the  19th  century 
when  we  were  building  railroads  in  the  Argentine  and 
even  in  the  United  States  when  we  were  exporting  a 
lot  of  very  long-life  equipment.  My  point  is  ffiat,  even 
if  such  projects  pay  in  the  long  run,  the  tro'Uble  is  time. 
E.C.G.D.  have  extended  the  period  of  guarantee,  but  many 
of  these  large  forei^  schemes  seem  to  be  scarcely  viable 
in  the  period  to  which  credit  is  limited.  In  the  old  days 
a loan  would  be  made  for  twenty  years  or  such  a period  as 
that.  Now  these  credits  run  for  seven  or  possibly  ten 
years. 

11157.  Mr.  Woodcock:  But  you  would  not  want  to  get 

into  a race? ^That  is  one  of  the  difficulties.  There  is, 

of  course,  an  tinderstanding  between  the  different  export 
credit  organisations. 

11158.  Mr.  Jones:  What  period  does  the  RC.G.D. 

cover? 1 think  the  longest  is  about  seven  years  from 

date  of  shipment 

11159.  Is  there  anything  outside  that?  Is  there  no 
private  insurance? 1 do  not  know  of  anything  else. 

11160.  Sir  Reginald  Verdon  Smith:  You  were  speaking 
of  contracts  to  the  value  of  more  than  £100,000.  Is  there 

a problem  at  figures  lower  than  that? think  the 

same  problem  exists  lower  down.  I do  not  know  quite 
where  to  draw  the  line.  If  one  were  talking  about  £5,000, 
one  would  say  surely  that  any  firm  who  does  export 
business  should  be  able  to  carry  £5,000  for  four  years ; 
but  it  is  the  accumulation  of  these  sums  I am  concerned 
about 

11161.  In  the  circumstances  where  E.C.G.D.  are  not 
prepared  to  provide  cover  for  small  transactions,  and 
assuming  a high  volume  of  durable  consumer  goods,  per- 
haps orders  affecting  mainly  smaller  firms  in  the  export 

market,  is  there  a problem  in  your  experience  here? 

I am  not  aware  that  there  is  any  limit  below  which  the 
Export  Credits  people  will  not  issue  guarantees.  They 
have  the  blanket  policy  for  periods  up  to  two  years  on 
which  one  may  cover  business  of  all  sorts  of  values. 


11162.  Professor  Cairncross:  Is  there  reluctance  on  the 

part  of  the  small  firms  ito  imake  use  of  E.C.G.D.? 

Mr.  Marsh : I should  not  have  thought  so  ; they  have 
sold  themselves  pretty  well. — Mr.  Sara:  They  have  offices 
up  and  down  the  kingdom. — Mr.  Marsh:  And  the  banks 
have  also  sold  E.C.G.D.,  as  well  as  E,C.G.D.’s  own 
organisatioa. 

11163.  In  your  general  memorandum  you  suggest  that 
the  Birmingham  questionnaire  yielded  about  30  per  cent 
as  the  proportion  of  members  who  postponed  or  can- 
celled p^ns  for  development  after  1955.  This  looks 
a very  high  proportion.  Do  you  feel  that  the  ordinary 
business  is  always  postponing  or  cancelling  some  plans 
anyhow  and  these  would  get  into  this  percentage,  or  do 
you  think  this  is  a proportion  of  the  plans  Siat  were 
taking  shape  and  would  have  been  carried  through  but 

for  changes  in  the  economic  climate? Mr.  Sara:  I 

would  have  thought  the  latter.  I do  not  think  that  there 
is  a very  high  proportion  of  plans  which  a business  man 
would  say  he  has  cancelled  for  reasons  other  than  change 
of  conditions : there  are  some,  of  course.  They  look  into 
them,  and  find  they  are  not  as  favourable  as  they  thought 
because  they  did  not  know  all  the  answers  before  they 
started.  I think  one  could  reasonably  assume  this  30  per 
cent,  represent  plans  that  had  been  cancelled  because  of 
the  change  of  circumstances  between  1955  and  1958, 

11164.  I ask  the  question  because  the  implication  of 
these  figures  seems  to  be  that,  had  there  been  a constant 
rate  of  interest,  or  had  market  conditions  remained  as 
favourable  as  at  the  beginning,  the  total  volume  of 

investment  would  have  been  considerably  higher? 

Mr.  Sara:  We  must  not  confuse  the  level  of  investment 
that  took  place  between  1955  and  1957  with  the  plans 
that  were  cancelled  in  that  period,  which  would  relate 
to  a later  period.  Surely  we  could  argue  that  the  plans 
cancelled  as  recorded  here  affect  the  rate  in  1958  and 
1959  rather  than  in  the  earlier  period. — Mr.  Bower:  It 
might  stiiU  have  been  quite  a good  thing,  ,to  take  away 
the  fever  of  the  economy. 

11165.  Professor  Sayers:  In  relation  to  the  plans  of 
these  businesses,  what  would  you  say  is  toe  average  time 
lag  between  a decision  whether  or  not  to  go  forward  with 
the  plan  and  the  putting  up  of  toe  bricks  and  mortar,  the 

installing  and  maintaining  of  the  plant  and  so  on? 

Mr.  Sara:  I can  give  you  an  outside  limit  from  my  own 
industry.  If  we  say  that  we  will  go  ahead  now,  that  plant 
generally  speaking  will  be  in  commission  in  toee  years’ 
time.  “Going  ahead  now”  implies  that  we  have  our 
plans  drawn  out  and  we  then  start  placing  orders.  It  is 
usually  three  years  for  a plant  of  any  size  or  magnitude. 
That  would  be,  I should  say,  an  outside  limit.  I should 
have  thought  that,  if  one  is  talking  of  any  fixed  assets  the 
lower  limit  would  be  a year  to  get  a building  erected  and 
to  get  an  electric  motor  or  two  in  place. 

11166.  Chairman:  A year  from  the  making  of  the 

plan? From  the  decision  to  go  ahead,  from  the 

moment  where  one  knows  exactly  what  one  is  going  to  do. 

11167.  Professor  Sccyers:  So  that  if  there  is  a change 
in  toe  economic  climate,  whether  it  is  a change  in  the 
general  market  outlook  or  a specific  change  in  Government 
policy,  that  leads  to  postponement  or  cancellation  of 
plans  today,  one  would  expect  that  to  have  its  effects  on 
activity  in  the  sense  of  the  final  installation  of  new  plant 

and  so  on  almost  entirely  within  three  years? Mr. 

Bower:  It  would  very  much  shorten  the  length  of  delivery. 
— Mr.  Sara:  One  must  distinguish  between  toe  effect  of 
these  things  and  toe  completion  of  toe  equipment.  In 
between  the  decision  and  the  completion  one  has  builders 
working  on  buildings,  electric  motor  manufacturers  making 
electric  motors  and  so  on ; so  toe  effect  on  the  economy 
does  not  wait  until  toe  erection  of  toe  plant.  But  that 
the  whole  process  would  be  complete  within  three  years 
I think  would  be  a fair  statement. 

11168.  Over  what  sort  of  period  is  the  process  of 
investment  spread  through  toe  various  stages:  first,  a 
nebulous  idea  in  somebody’s  mind ; then  the  decision  toat 
it  is  worth  looking  into  and  the  first  plans  on  paper ; then 
detailed  plans  drawn  up ; then  a decision  whether  or  not 
to  go  ahead ; then  the  placing  of  orders ; then  toe  process 
of  construction  and  manufacture ; and  finaUy  the  com- 
pletion of  the  building  and  the  installation  of  the  plant? 

Mr.  Sara:  I know  of  no  factual  evidence  on  this  • 

point.  If  you  felt  it  really  important,  it  could  probably 
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be  coUected.  I should  think  that  the  best  index  of  it 
would  be  a graph  showing  the  rate  at  which  a firm  put 
out  expenditure.  It  would  obviously  differ  for  different 
Kinds  of  business,  because  it  would  depend  on  whether 
they  were  m the  habit  of  making  progress  payments  or 
whether  the  contractor  was  apt  to  carry  that  himself- 
but  I should  have  thought  one  could  have  collected 
evidence  on  this.  I do  not  know  of  any,  and  I would 
have  thought  individual  examples  would  be  misleading  — 
Mr.  Bower:  Investment  would  be  pro  rata  with  the  pro- 
gr«s  of  the  work.  A machine  would  come  in  and  be 
paid  for architectural  work  would  be  going  on  with 
progress  pa^^ts.  With  a slight  time  lag  the  payment 
for  it  would  advance  with  the  progress  of  ttie  work.  The 
point  on  the  economic  climate  is  that,  if  business  is 
slowed  down  by  economic  measures,  instead  of  having 
six  or  nine  months’  delivery  dates  one  gets  a three  months’ 
ctelivery  date.  The  whole  period  of  investment  becomes 
shortened  by  the  economic  climate  being  stiffened. 

11169.  ^ofessor  Caimcross:  In  the  Birmingham 

inquiry  about  40  per  cent,  of  those  who  postponed  or 
cancelled  plans  attributed  this  to  an  increase  in  interest 
rates._  That  is  a very  high  proportion.  Did  it  not 

suipme  you? Mr.  Bower:  I would  not  have  believed 

It. — Mr.  Marsh:  It  may  be  local  to  Birmingham.— Mr 
Tonkiruon:  This  case  study  from  Birmingham  was 
appended  because  Birmingham  was  the  only  Chamber  of 
^mraerce  that  undertook  to  try  to  find  facts  for  this 
Committee  in  this  form.  The  questionnaire  was  different 
m many  respects  from  our  own,  and  I have  no  explanation 
of  the  results.  It  may  be  something  that  was  peculiar 
to  Birmingham.  I wonder  whether  this  may  have  had 
something  to  do  with  the  recession  in  the  motor  industry. 

11170.  If  we  leave  the  Birmingham  inquiry  aside  for 
the  moment,  and  concentrate  on  your  own  much  more 
elaborate  inquiry,  you  found  that  nearly  one  firm  in  three 
had  postponed  fixed  investment  projects  over  period 
of  six  months  between  September,  1957,  and  March,  1958 
Did  that  not  seem  a very  high  proportion  of  firms?  Were 

3^u  not  surprised? Mr.  Bower:  No.  I would  say 

that  the  decision  whether  to  go  on  with  a plan  or  not 
depends  on  the  expected  profitability  of  it  more  than  on 
the  actual  cost  of  putting  it  up.  If  a firm  thinks  that  it  is 
gomg  to  earn  20  per  cent.  it  does  not  mind  paying  7 per 
cent  interest ; it  is  worth  it.  If  it  can  only  see  a margin 
of  7 per  cent,  on  its  investment,  it  thinks  twice. 

11171.  We  are  interested  in  knowing  what  proportion 
of  firms  change  their  minds  because  of  changes  in  interest 
rates ; the  figures  that  you  supplied  to  us  indicate  that 
it  may  be  of  the  order  of  8 per  cent.*  Is  that  the 

impression  you  formed  independently  of  ^is  inquiry? 

Mr.  Sara:  I do  not  know  that  in  the  absence  of  some 
figures  like  this  I would  have  liked  to  name  a figure  at 
all.  I have  always  thought  the  figure  was  relatively  small. 

11172.  Sir  Oliver  Franks:  This  8 per  cent,  is  from  one 
point  of  view  a small  one,  but  from  another  point  of 
view  is  a sizeable  margin.  If  interest  rates  were  really 
effective  on  as  much  as  8 per  cent.,  then  they  would  have 
been  having  a very  considerable  effect,  because  all  these 
things  operate  at  the  margin  of  economic  activity.  This 
question  is  therefore  one  of  considerable  importance,  and 
the  nearer  you  can  come  to  actual  fact  or  direct  impression 
the  better ; it  is  a terribly  difficult  subject  to  get  an5dhing 

clear  about. 1 am  aware  of  that  implication.  Since 

these  figures  have  been  produced  there  have  been  many 
who  have  told  us  that,  if  that  figure  is  in  fact  as  high  as 
that  then  the  effect  is  by  no  means  negligible ; they  argue 
plat  the  “ slackness  of  business  ” column  at  the  beginning 
is  made  up  of  a lot  of  transferred  “higher  costs  of 
borrowing  ’’  and  “ difficulties  of  finance  ’’  which  in  answers 
from  other  firms  would  have  appeared  in  columns  4 and  5. 

I find  that  difficult  to  accept. 

II173.  Professor  Caimcross:  You  mean  transferred 
because  a reduction  of  activity  at  one  point  affects  some- 
• Note;  In  the  li^t  of  the  footnote  to  Qn.  11119,  the  figure  in 
this  question  and  subsequent  questions  and  answers  should  be 
4 per  cent,  rather  than  8 per  cent. 


body  else  at  another? Yes,  and  the  man  who  finds  his 

business  slack  does  not  realise  that  it  is  due  to  some  other 
firm  who  have  cut  their  programme  because  of  interest 
rates  or  borrowing  difficulties. 

11174.  Have  you  come  across  specific  firms  who  have 
joeen  prepared  to  say  categorically  that  it  was  the  change 
m interest  rates  that  had  caused  them  to  modify  their 

plans? Apart  from  this  questionnaire  I have  not  It 

would  be  the  little  firms  who  would  say  this  rather  than 
the  big  ones. 

11175.  Sir  Oliver  Franks:  You  come  from  the  north, 

Mr.  Marsh  ; do  you  know  of  anything  in  your  area?- 

Mr.  Marsh : It  is  very  difficult  to  say.  When  the  climate 
changed  from  inflation  to  tight  money  one  of  the  reasons 
why  people  were  spending  money  on  plant  disappeared  • 
the  two  things  may  be  related. 

U176.  Chairman:  If  you  have  an  item  to  which  their 
attention  is  drawn  called  “ higher  cost  of  borrowing  ’’  as 
a cause  and  they  deal  with  that,  why,  if  you  have  another 
Item  called  “ difficult  to  finance  ”,  do  you  suppose  that 
that  covers  anybody  who  says  the  cause  was  the  higher 

cost  of  borrowing? Mr.  Sara : We  meant  by  “ difficulty 

of  finance  ” money  being  restricted  other  than  by  putting 
up  Its  price  [cf.  footnote  to  Qn.  11119J. 

11177.  Mr.  Woodcock:  Your  statement  that  “monetary 
measures  smce  1951,  and  particularly  since  1955,  have  had 
no  substantial  effect”  is  pretty  decisive.  You  do  not 
qualig^  It  much  in  your  paper ; do  you  want  to  quality  it? 
^That  is  the  burden  of  our  song. 

Sayers:  In  spite  of  this  8 per  cent? 

We  ffiink  ffiat  is  a small  figure.  I am  aware  of  the 

people  who  think  that  it  is  a large  one,  but  it  seems  to 
me  that  m regarding  it  as  a large  one  they  are  arguing 
^ cent,  of  the  firms  were  conscious 
of  the  fact  that  this  was  at  the  bottom  of  their  troubles 
and  that  there  were  a lot  of  other  firms  that  acted  because 
the  nse  in  interest  rates  affected  their  income.  I fail  to 
follow  that.  I agree  with  Mr.  Marsh  that  one  of  the 
reasons  they  stopped  ordering  things  was  that  they  thought 
that  prices  were  no  longer  going  to  rise. 

11179.  Chairman:  Do  you  think  that  it  is  easy  for 
people  after  the  event  to  allocate  the  causes  which  led 

to  these  actions? Mr.  Bower  : 1 do  not  - I think  it  is 

v«y  difficult  We  only  wish  that  this  had  been  clearer 
than  It  is.  We  have  considered  going  on  with  this  sort 
of  survey,  but  we  are  reluctant  to  do  so  unless  we  fan 
see  some  very  good  reason  ; there  is  a good  deal  of  work 
Involved  both  for  the  firms  and  our  organisation  If  we 
did  It  agam  we  might  improve  it  to  some  extent,  but  mv 
impression  is  that  it  is  very  difficult  to  get  precise  answers 
to  these  questions.  We  can  only  offer  you  this  as  the 
best  we  can  do. 

11180.  Sir  Reginald  Verdon  Smith : Have  you  any  view 
as  to  why  there  should  be  such  a marked  difference  in 

optimism  between  the  larger  and  smaller  firms? Mr 

Sara:  It  appears  from  the  evidence  that  smaller  firms 
were  more  adversely  affected  than  large  ones  by  credit 
r«tnctions  and  the  other  measures  taken  at  the  same 
time;  therefore  one  would  expect  them  to  be  less  opti- 
mistic. It  would  be  strange  if  the  figures  did  not  run 
together,  and  they  evidently  do.  That  is  the  only  evidence 
we  are  entitled  to  bring  forward,  and  certainly  the  only 
evidence  on  which  I have  any  knowledge. — Mr 
Tonkinson : I think  that  there  is  in  that  figure  some  bias' 
m the  sense  that  among  the  smaller  firms  there  was  a bias 
m the  sample  towards  areas  like  the  Yorkshire  and 
Lancashire  textUe  areas.  In  some  of  those  areas  there 
was  a very  high  response  rate  from  the  smaller  firms; 
that  may  have  affected  the  total  to  some  extent — Mr 
Sara : The  figures  given  for  the  textile  indust^  are  proof 
of  Mr.  Tonkinson ’s  point.— Mr.  Bower:  It  is  borne  out  in 
the  results  of  the  recent  F.B.I.  survey ; the  larger  the 
firm  the  more  optimistic  it  appears  to  be. 

Chairman : Thank  you  very  much  Mr.  Bower ; we  are 
heP  ”*'^'**  obliged  to  you  and  your  colleagues  for  your 


{The  witnesses  withdrew) 
{Adjourned  until  2.15  p.m.) 
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11188.  Mr.  Woodcock'.  Does  that  mean  that  those 
considerations  would  entirely  in  all  circumstances  out- 
weigh the  rate  of  interest  on  the  money  you  have  tnnV 

in  these  stocks? think  they  are  bound  to.  We 

cannot  close  big  mines  for  &e  sake  of  the  rate  of  interest 
we  might  be  paying,  because  we  might  not  be  able  to 
open  them  again  when  we  wanted  them,  and  that  would 
be  stiU  more  expensive. 

11189.  Professor  Cairncross:  What  do  you  reckon  to 

be  the  capiti  cost  per  ton  of  new  sinkings? Of  the 

order  of  £8  to  £10  per  ton  of  output. 

11190.  Taking  coal  as  against  other  fuek,  are  not  the 

capital  costs  relatively  low? really  do  not  know  the 

answer  to  that  as  far  as  other  fuels  are  concerned. 

11191.  Compared  with  electricity  and  gas,  for  instance, 
the  capital  costs  are  very  much  lower  per  unit  of  output? 

Mr.  John:  I have  not  a clear  idea,  but  those  are 

secondary  fuels  and  not  primary. 

11192.  Yes,  but  there  are  often  alternatives  before  in- 
dustry and  private  consumers  in  the  kind  of  fuel  they 
use,  and  what  they  use  depends  to  some  extent  on  price. 
Would  not  a higher  rate  of  interest  be  in  that  sense  to 
your  advantage,  in  that  it  would  over  a longish  period 
add  less  to  your  costs  than  to  the  costs  of  some  ^tentative 
fuels? Mr.  Hembry:  I should  think  that  is  so. 

11193.  In  making  projections  of  the  demand  for 
coal  in  the  future  do  you  look  at  the  prospective  relative 

price  of  coal  and  other  fuels,  or  ignore  them? We 

are  bound  to  do  that  indirectly,  because  we  have  to 
assess  what  will  be  the  demand  for  coal  in  relation  to 
other  fuels.  We  are  at  present  examining  the  national  plan 
in  the  light  of  the  present  trends,  and  considering  again 
the  level  of  demand  not  only  in  &e  long-term  but  in  the 
short-term. 

11194.  In  that  comparison  do  you  look  at  the  prospec- 
tive price  of  coal  compared  with  some  of  the  other  fuels, 

or  does  it  seem  too  far  away? ^In  our  own  planning 

we  assume  that  coal  will  remain  at  present-day  prices. 
We  cannot  assume  a change.  Presumably  tiierefore  we 
would  make  the  same  assumptions  in  other  fuels.  In 
considering  our  plan  we  are  really  more  concerned  with 
quantity  rather  &an  value. 

11195.  I can  appreciate  that  up  till  now  that  has  been 
the  position ; you  have  been  working  against  a shortage, 
But  looking  to  the  future  there  may  be  some  uncertainty 
about  the  demand  for  different  fuels.  Does  not  the 
relative  price  make  some  difference  to  how  much  you 

must  produce? In  the  end  it  will  certainly  make  a 

difference,  but  I do  not  see  how  we  could  evaluate  the 
price  of  coal,  electricity  and  oil,  say,  fifteen  years  hence. 

11196.  There  have  been  marked  trends  during  the  past 
fifteen  years ; you  are  not  allowing  for  that  con- 
tinuing?  ^We  are  examining  them  in  relation  to 

demand  and  quantity. 

11197.  You  do  specifically  take  account  of  the  past 

trend  in  relative  prices? In  quantity ; and  what  we 

can  obtain  in.  the  way  of  information  from  our  customers 
in  the  future  will  t^  us  rou^y  what  they  expect  will 
be  their  demand  in  future,  again  in  quantity. 

11198.  Your  customers  cannot  tell  you  what  the  de- 
mand wUl  be,  except  on  the  assumption  of  continuing 
present  price  relativities? ^The  steel  companies  and  elec- 

tricity companies  all  have  their  own  estimates  of  what 
will  be  their  consumption  of  coal. 

11199.  But  where  do  prices  enter  into  this? 1 do 

not  see  how  they  can. 

11200.  Professor  Sayers:  You  project  the  trend  in 
quantity,  so  that  you  are  making  an  assumption  about  a 
trend  in  price? Indirectly,  I agree. 

11201.  Professor  Ccdrncross:  There  has  been  a marked 
trend  towards  the  production  of  small  coal  as  against 
large,  partly  associated  with  mechanisation.  This  was 
foreseeable ; has  it  not  had  some  effect  on  the  prices 
you  charge  for  small  coals,  if  you  are  to  dispose  of  them? 

Not  as  yet,  At  the  time  our  mechanisation  scheme 

went  into  effect  we  were  very  short  of  coal,  including 
small  coal ; we  were  importing  small  coal  at  that  time. 
There  is  an  unbalance  now  between  the  sizes  of  coal  we 
have,  and  there  could  be  shortages  of  large  and  surpluses 
of  small. 
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11202.  Have  you  not  revised  your  price  structure  over 
the  past  ten  years  in  a sense  favourable  to  the  consump- 
tion of  small  as  against  large  coal? We  discouraged 

the  use  of  large  coal  in  industry. 

11203.  Mr.  Woodcock:  How?  By  price? ^Yes. 

11204.  Then  you  could  equally  encourage  the  consump- 
tion of  small  coal  by  price? 1 do  not  think  so.  We 

have  certain  stocks  on  the  ground.  If  we  were  to  offer 
to  reduce  the  price  of  small  coal  to  the  Electricity  Board 
I do  not  really  see  that  they  would  take  an  extra  ton 
more  than  they  take  now. 

11205.  When  you  are  estimating  what  the  demand  will 
be,  you  must  take  account  of  what  people  will  take  at  a 
price? ^That  must  enter  into  our  thinking,  yes. 

11206.  Chairman:  The  modern  method  of  increased 
machine  getting  of  coal  tends  to  generate  per  ton  of  coal 
got  a larger  proportion  of  small  coal  than  in  the  past? 

Per  ton  of  total  output.  On  the  other  hand  we  are 

experimenting  with  new  machines  and  modifications  of 
existing  machines. 

11207.  Mr.  Jones : If  you  could  introduce  new  mac^hinas 
for  power  loading,  which  would  increase  the  proportion 
of  large  ooal  to  small  coal  by  four  or  five  per  cent, 
would  you  not  more  or  less  have  overcome  your 

problem? ^We  are  not  at  the  moment  as  we  see  it 

seriously  short  of  large  coal.  We  are  not  expecting  a 
shortage  in  the  winter,  but  there  is  at  the  moment  an 
unbalance  between  the  two. 

11208.  Professor  Cairncross:  When  you  look  at  any 
trend  of  this  kind  and  you  find  that  small  coal  looks 
like  becommg  an  increasing  proportion  of  your  total  out- 
put does  that  affect  your  prevision  of  the  demand  for 
coal?  Does  not  small  coal  compete  with  a different  set 
of  fuels  from  large,  since  the  uses  to  which  small  coal  is 

put  are  not  the  uses  to  which  large  coal  is  put? ^No. 

Our  aim  is  to  increase  the  production  of  large  coal  as 
best  we  can.  We  have  certain  flexibilities,  and  our  aim 
is  in  the  future  not  to  produce  such  an  unbalance  as  we 
have  got  at  the  moment.  Clearly  at  the  moment  there 
is  an  unbalance ; but  one  must  remember  that  eighteen 
months  ago  we  were  short  of  coal  in  this  country ; we 
were  importing  small  coal.  It  should  not  be  assumed 
because  of  what  has  happened  in  that  short  time  we  are 
going  to  have  a serious  unbalance  for  the  whole  of  the 
future.  _ This  sudden  change  in  a matt»  of  eighteen 
months  is  not  so  serious  as  all  that,  and  one  cannot  know 
what  pattern  of  demand  will  emerge  when  we  come  out 
of  this  recession.  We  have  in  the  past  had  a .rriargipal 
shortage  of  coal;  today  we  have  what  is  in  my  view  a 
marginal  surplus. 

11209.  Mr.  Woodcock:  I think  the  question  is  rather 
the  other  way:  do  you  assume  that  in  five,  ten  or  fifteen 
years  hence,  in  some  temporary  upset,  you  will  be  able 
to  sell  all  youi  coals  at  the  price  you  are  selling  them 

now? ^We  have  started  an  examination  of  tiie  plan ; 

we  shall  re-assess  the  demand  in  the  long-term  and  our 
production  plan  will  be  based  on  that. 

11210.  But  when  re-assessing  it  must  be  demand  at  a 
price? — ^ — Indirectly  that  must  come  in  ; but  there  are 
discussions  with  electricity,  steel,  and  other  large  con- 
sumers, and  we  can  only  assume  that  they  will  assess 
their  requirements  of  coal  and  we  shall  then  be  able  to 
work  to  that  plan. 

11211.  Professor  Cairncross:  The  price  of  electricity 
today  in  relation  to  the  price  of  coal  is  very  much  lower 
than  it  was  before  the  war.  That  is  a trend  that  may 
or  may  not  continue.  It  is  not  a trend  that  depends  on 
balance  between  output  and  demand  in  the  coal  industry 
between  one  year  and  another ; it  depends  on  much 
more  continuing  factors.  It  is  something  that  I should 
have  thought  it  was  possible  to  take  a view  about.  Do 
you  allow  a view  of  that  sort  to  affect  your  expectations 

about  the  future  demand  for  coal? ^Would  it  not  come 

indirectly  into  the  planning  of  the  use  of  oil,  electricity, 
atomic  energy  and  so  on? 

11212  It  can  come  in  there  if  there  is  a specific  effort 
to  visualise  ttie  relative  costs  as  they  will  develop.  1 
thought  from  your  earlier  answers  that  you  thought 
this  was  something  beyond  the  wit  of  man  to  foresee, 
and  that  it  might  be  more  reasonable  to  take  current 

costs  as  a basis  for  a decision? do  not  think  that 
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we  could  with  any  degree  of  accuracy  foresee  the  price 
of  coal  in  ten  or  fifteen  years  from  now. 

11213.  Not  even  in  relation  to  the  price  of  electricity? 

1 would  doubt  that  too  in  view  of  the  progress  of 

atomic  energy. 

11214.  Sir  Oliver  Franks:  Does  that  not  mean,  given 
the  length  of  time  you  have  described  for  major  develop- 
ments, that  your  risk  of  being  caught  totally  on  the 
wrong  foot  must  be  very  high,  if  you  are  as  powerless 

as  that  to  judge  what  price  and  demand  will  be? 

do  not  think  that  that  would  necessarily  follow. 

11215.  You  do  not  think  that  the  preference  of  the 
public,  and  therefore  the  degree  to  which  they  make  use 
of  different  forms  of  power,  is  changing  visibly  year  by 
year,  and  that,  adding  this  up  over  ten  years,  very  sub- 
stantial differences  are  likely  to  result? Yes ; but  we 

have  a certain  degree  of  flexibility  in  the  quite  sub- 
stantial number  of  mines  on  which  there  is  likely  to  be 
no  capital  expenditure  and  which  will  continue  un- 
changed as  long  as  may  be  necessary. 

11216.  These  are  mines  mostly  operated  at  a loss? 

Not  necessarily  all  of  them ; mines  which  will  become 
exhausted  in  due  course,  some  operated  at  a loss,  and 
others  not. 

11217.  Professor  Cairncross:  If  you  have  to  some  ex- 
tent the  alternative  of  carrying  on  existing  mines  or  sink- 
ing new  mines,  the  relative  cost  of  doing  the  two  things 
is  important.  Is  that  relative  cost  in  any  way  affected  by 
changes  in  interest  rates  or  are  capital  charges  too 

smaU  to  affect  them? 1 do  not  think  that  that  would 

be  affected  by  rates.  Our  problem  is  to  maintain  our 
capacity  and  replace  our  wastage.  Our  big  new  schemes 
provide  for  that,  and  give  us  out  addditional  capacity  we 
require. 

11218.  You  said  that  you  could  conceivably  let  some 
existing  capacity  go  out ; could  you  not  equally  give 

up  thinking  about  some  new  sinking? As  the  position 

has  not  risen  yet  I would  not  like  to  commit  myself. 

11219.  Looking  some  way  ahead,  envisaging  a surplus 
of  coal  that  might  go  on  for  ever,  the  situation  might 
arise,  and  at  that  point  of  time  it  would  be  important 
to  know  what  would  be  the  relative  costs  of  the  two 

courses  of  action? ^No,  I do  not  think  in  general 

that  that  enters  into  it 

11220.  Mr.  Jones:  Is  not  the  situation  the  industry 
is  called  upon  to  face  a situation  which  demands  re- 
construction to  efficient  and  economic  standards  in  order 
that  certain  units  in  the  industry  can  continue?  Is  it  not 
mainly  a case  of  reconstruction  of  existing  collieries  rather 
than  new  sinkings  being  undertaken? ^Tbat  is  right. 

11221.  Where  you  have  to  undertake  a new  sinking  is 
it  not  a much  bigger  project  in  1960  than  ever  it  has  been 
in  the  history  of  the  coal  mining  industry,  because  of  the 
depths  of  the  seams? Yes. 

11222.  If  you  visualise  that  a certain  area  has  to  give 
you  a production  of  a million  tons  a year,  does  that 
not  mean  that  you  have  to  take  into  consideration  the 
fact  that  you  cannot  start  to  get  the  first  co^  from  a 
new  project  for  ten  years?  Must  you  not  have  this 
system  of  long-term  planning  in  order  to  keep  on  your 
feet  as  an  industry? ^Yes. 

11223.  Professor  Sayers:  If  that  is  so,  it  means  that 
new  capacity  is  going  to  be  very  expensive  in  terms  of 
capital  outlay? In  comparison  with  the  past,  yes. 

11224.  When  you  are  thinking  whether  to  develop  new 
capacity  or  keep  in  production  some  old  capacity  the 

difference  in  capital  cost  would  be  very  big  indeed? 

It  would  be  big.  The  return,  of  course,  would  be  better. 

11225.  Would  not  the  choice  between  the  two  seem  to 
depend  partly  on  what  the  rate  of  interest  is?  If  there 
were  a big  change  in  interest  rates,  if  the  rate  went  up,  say, 
to  20  per  cent.,  the  choice  might  well  be  altered  in 

particular  cases? It  could  arise  in  the  future  ; it 

certainly  has  not  arisen  in  the  past. 

11226.  Looking  to  the  future,  would  a difference  of 
interest  rates  between  3 and  6 per  cent,  be  relevant  to 
the  choice  between  opening  up  new  capacity  and  not 

doing  so? There  are  so  many  other  considerations 

which  have  got  to  be  taken  into  account  that  it  is  very 
difficult  to  answer. 


11227.  Sir  Oliver  Franks:  Over  what  length  of  time 
do  you  normally  assume  that  a newly  constructed  pit  will 

be  worked? Mr.  John:  Normally  we  would  write  a 

pit  off  over  a maximum  of  forty  years.  On  the  interest 
point,  I do  not  think  the  difference  between  3 per  cent, 
and  6 per  cent,  would  be  sufficient  to  influence  a decision 
between  reconstruction  or  a completely  new  pit.  Broadly 
speaking  we  have  tried  to  even  out  the  rate  of  interest  in 
looking  at  these  long  term  projects ; originally,  as  far 
as  I remember,  we  adopted  a conventional  rate  of  interest 
of  4 per  cent.,  when  the  interest  rate  was  moving  up  from 
2^  per  cent,  until  it  reached  a little  beyond  4 per  cent. ; 
we  then  moved  it  up  to  5 per  cent.  We  took  the  view  ffiat 
in  looking  at  these  long-term  projects  we  should  have 
regard  to  the  long  term  rate  and  not  the  short  one,  and 
that  we  should  move  up  broadly  in  response  to  i^  but 
not  with  every  short  term  fluctuation. 

11228.  Professor  Sayers:  You  say  you  even  out  the 
rate  of  interest.  If  you  are  considering  whether  to  develop 
a pit  that  you  reckon  is  going  to  last  forty  years,  is  not 
Uie  rate  of  interest  that  is  relevant  to  this  not  the  average 
rate  of  interest  over  forty  years  but  the  rate  of  interest 
at  which  forty  years  money  can  be  borrowed  during  the 
five  years  in  which  you  arc  spending  money  on  opening 

up  the  pit?  Is  that  your  practice? ^Yes.  We  do 

jiot  usually  borrow  for  a term  of  forty  years.  We  used 
to  borrow  from  the  Exchequer  on  the  basis  of  fifty  year 
terminable  annuities  on  which  the  average  life  is  twenty- 
five  to  thirty  years ; latterly  we  have  come  down  to  a 
fifteen  year  basis,  borrowing  on  Exchequer  advances 
repayable  by  equal  annual  instalments  over  fifteen  years. 
On  ffiat  basis  we  have  to  go  on  the  rate  of  interest  known 
to  us.  What  the  rate  would  be  on  a forty  or  fifteen  year 
loan  over  the  whole  five  years  ahead  is  something  we 
are  not  able  to  forecast  precisely  when  we  take  the  invest- 
ment decision.  We  take  this  view  in  a broad  way  rather 
than  a detailed  way,  on  the  basis  of  current  information 
at  the  moment  of  investment. 

11229.  It  is  the  long  rates  you  are  looking  at? ^Yes. 

112.30.  Mr.  Jones:  So  the  borrowings  you  have  made 
this  year  at  6 per  cent,  will  be  redeemed  on  the  basis  of 
equal  annual  instalments  covering  principal  and  interest 
over  fifteen,  years,  and  the  6 per  cent,  will  operate  over 
that  period? ^That  is  so. 

11231.  I take  it  6 per  cent,  no  longer  obtains,  and  that 
the  Treasury,  through  the  Ministry  of  Power,  are  now 
providing  money  at  a much  reduced  rate.  How  near 
does  it  come  to  the  Trea.sury  Bill  rate  at  which  the 

Government  are  borrowing? ^This  is  not  really  the 

Treasury  Bill  rate  at  all.  It  is  broadly  the  rate  the 
Government  themselves  would  pay  if  they  were  borrowing 
for  fifteen  years,  repayable  by  equal  instalments,  The 
current  rate  is  5^  per  cent. 

11232,  Prnfes.sor  Cairn(ro.s.r.  Would  I be  right  in  sup- 
posing that  operating  costs  even  in  a completely  modern 
mine  represent  a very  high  proportion  of  total  costs,  and 
that  the  capital  costs,  even  although  they  have  risen  as  a 
proportion  of  your  total  costs  compared  with  pre-war 
practice,  are  still  fairly  small  in  relation  to  some  of  the 
major  industries  in  this  country,  like  chemicals  or  steel? 

Mr.  Hembry:  Yes.  Of  our  total  costs  60  per  cent. 

is  wages  and  wages  charges. 

11233.  You  said  that  the  capital  cost  of  new  sinkings 
was  about  £8  to  £10  per  ton  of  output.  V^at  price 
would  that  ton  realise? Mr.  John : About  85s. 

11234.  At  the  same  time  the  interest  charge  on  £10 
that  you  are  currently  paying  is  of  the  order  of  10s., 
the  strict  interest  charge.  That  would  give  an  idea  of 
the  relationship  between  the  pure  interest  charge  and  the 

other  costs  involved,  Is  that  fair? Mr.  Hembry:  I 

think  that  is  a fair  statement. 

11235.  Mr.  Jones:  The  capital  charge  would  not  bo 
as  high  for  reconstruction  schemes?  It  could  be  £4  or 

£6,  but  would  be  less  than  £10  per  ton? ^It  would  vary, 

of  course,  but  it  would  be  less. 

11236.  You  are  responsible  under  the  Act  for  making 
provision  of  coal  in  sufficient  quantities  and  at  the  right 
price,  and  responsible  therefore  for  developing  efficiency 
in  ffie  industry.  If  you  did  nothing  in  terms  of  recon- 
struction and  nothing  in  terms  of  new  sinkings  what 
would  be  ffie  position  in  the  coal  mining  industry  at  the 
end  of  ten  years?  According  to  the  answer  you  have 
given  to  ffie  Chairman,  instead  of  having  a capacity  for 
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the  present  output  of  about  210  million  tons  you  would 
have  a capacity  for  170  million  tons,  Is  that  not  one 

of  the  things  that  must  have  principal  consideration? 

As  I explained  earlier  on,  we  are  losing  capacity  at  the 
rate  of  4 million  tons  a year,  which  has  to  be  replaced. 
If  we  did  not  replace  it,  then  as  you  say  we  should  have 
lost  40  million  tons  capacity  in  ten  years. 

11237.  Sir  Reginald  Verdon  Smith:  In  the  past  you 
have  not  been  restrained  by  the  size  of  demand.  Assum- 
ing that  your  present  surplus  is  comparatively  marginal 
but  is  nevertheless  continuing,  does  this  leave  you  with 
any  major  change  of  emphasis?  Would  you  regard  the 
profitability  of  particular  projects,  as  well  as  the  necessity 
of  physical  output,  as  being  a criterion  by  which  you 
would  judge  whether  schemes  should  go  forward  or  not? 

— Hitherto  it  has  been  our  problem  to  increase  produc- 
tion to  meet  demand,  but  if  our  capacity  is  going  to 
continue  to  be  more  than  the  demand  presumably  we  shall 
be  selective. 

11238.  Mr.  Jones:  In  paragraph  9 (ii)  of  your  paper 
you  say  that  the  Board's  plan  is  subject  to  the  approval 
of  the  Government  through  the  Ministry  of  Power,  who 
also  examine  the  annual  programme.  I take  it  ftat, 
whilst  the  principles  of  the  plan  are  accepted  by  the 
Minister  when  the  plan  is  endorsed,  there  are  continuous 
and  continuing  reviews  of  the  sort  of  capital  schemes 

you  are  going  on  with? ^Yes.  Each  year  we  submit 

our  annual  programme  to  the  Minister.  We  consider  Ae 
programme  as  it  has  gone  in  the  previous  two  years,  and 
we  consider  the  following  three  years  ; we  are  given  a 
firm  allocation  for  the  immediately  succeeding  year  and 
provisional  allocations  for  the  two  years  following. 

11239.  There  has  been  a lot  of  discussion  in  all  sorts 
of  places  about  nationalised  industries  financing  a greater 
part  of  their  capital  development  by  internal  resources. 
In  normal  circumstances  do  you  think  it  would  have 
been  possible  for  the  Coal  Board  to  have  financed  a 
good  deal  of  its  capital  development  at  a time  when  coal 
was  at  a premium,  and  would  you  think  it  was  possible 

to  do  that  in  the  present  state  of  the  fuel  market? 

Our  total  requirements  for  finance  for  fixed  investment 
and  working  capital  since  vesting  date  have  been  of  the 
order  of  £670  million.  During  that  period  we  have 
financed  internally  almost  exactly  one-hali  In  the  plan 
Investing  in  Coal  it  was  stated,  as  we  say  in  the  paper, 
that  we  were  expected  to  finance  some  two-thirds  of 
the  plan  from  our  own  resources,  only  about  half  in 
the  first  five  years,  rather  more  in  the  second  five  years, 
but  subject  to  certain  assumptions  on  price  level,  and 
that  we  would  be  able  to  wipe  off  the  deficiency  which 
the  Board  carries.  This  has  not  happened,  so  that  we 
shall  not  be  able  to  do  exactly  what  we  said  we  would 
do  in  that  plan. 

11240.  Professor  Cairncross:  Would  you  regard  it  as 
more  satisfactory  from  the  point  of  view  of  administra- 
tion that  you  should  rely  more  or  less  entirely  on  your- 
self for  finance? It  would  only  be  possible  If  prices 

were  higher,  and  we  were  able  to  make  a quite  substan- 
tial surplus.  It  would  be  pleasant  if  we  were  able  to 
make  such  a surplus,  but  it  is  not  possible  at  the  present 
time. 

11241.  Would  it  make  any  difference  to  you  if  you 
were  financing  these  plans  out  of  your  own  reserves  rather 

than  going  to  the  Government? Unless  our  available 

finance  was  much  greater  than  it  is  we  would  be  unable 
to  finance  the  entire  programme ; then  I do  not  think 
that  we  should  be  carrying  out  the  terms  of  the  Coal 
Industry  Nationalisation  Act. 


11242.  Mr.  Jones:  There  must  be  a substantial  amount 
of  liquid  capital  involved  in  your  present  stocks  of  coal. 
In  view  of  the  fact  that  that  value  may  not  be  realised 
within  two  or  three  years,  on  what  basis  will  that  be 
financed  in  the  accounts  of  the  Board?  Will  you  have 
to  take  long  term  borrowing  and  pay  5^  per  cent. 

interest? If  we  were  unable  to  get  rid  of  the  stocks 

that  would  be  the  case.  Up  to  the  present  that  has  not 
happened.  It  is  only  in  the  last  year  that  we  built  up 
big  stocks,  and  that  is  unfunded  at  the  moment. 

11243.  Chairman:  Have  you  raised  with  the  Goveru 
ment  the  question  of  obtaining  short  term  loans  to  carry 

a volume  of  stocks  of  this  kind? At  the  end  of  last 

year  this  particular  block  of  finance  was  left  unfunded, 
and  we  shall  have  to  discuss  the  matter  again  wi^  the 
Government  at  the  close  of  this  year. 

11244.  You  have  temporary  borrowings  as  well  as 

funded  borrowings  from  the  Government? Short  and 

long-term  advances.  We  have  temporary  borrowing 
powers  as  well,  to  a maximum  of  £20  million  at  any  one 
time.  We  have  only  used  that  once  in  our  history. 

11245.  Professor  Cairncross:  You  feel  satisfied  that  you 
should  have  to  rely  on  the  Government  for  long  term 
capital  and  have  such  a low  ceiling  on  your  short-term 
borrowing? — Yes ; it  works. 

11246.  Presumably  you  could,  if  you  had  to  carry  these 
large  stocks,  finance  them  rather  more  cheaply  on  short- 
term borrowing  at  the  present  moment? Mr.  Hembry : 

Yes,  but  the  problem  is  not  solved  yet.  We  do  not  know 
what  line  the  Government  will  take  at  the  end  of  this 
year  on  our  stocks — Mr.  John:  At  the  moment  they  are 
financed  at  SJ  per  cent 

11247.  Professor  Sayers:  About  £65  million  is  locked 
up  in  stocks? Mr.  Hembry : Yes. 

11248.  Professor  Cairncross:  Under  what  powers  do  you 

get  that  short-term  borrowing? Mr.  John:  Under  the 

Act  the  powers  of  the  Government  to  advance  money 
are  not  hmited  as  to  whether  they  fund  it  or  not.  We 
get  the  money  advanced  as  though  it  was  on  a current 
account  with  the  Government.  In  that  we  have  the  co- 
operation of  the  joint  stock  banks  and  the  Bank  of 
England.  At  the  end  of  each  year  we  review  the  amount 
that  has  been  advanced,  and  a decision  is  ften  taken 
as  to  how  much  of  those  advances  are  going  to  be 
funded,  and  we  know  that  they  will  then  carry  the  rate 
for  fifteen  year  advances.  We  go  through  what  we  call 
the  hard  core  of  our  advances,  and  any  balance  not  con- 
sidered hard  core  is  left  unfunded.  At  the  end  of 
December  1957  there  was  in  all  a balance  of  £64  million 
which  was  unfunded ; that  balance  the  yeax  before  was 
only  £25  million,  and  the  difference  between  those  two 
figures  was  largely  accounted  for  by  the  fact  that  stocks 
had  grown  so  rapidly.  The  picture  was  not  then  clear 
as  to  whether  they  were  going  to  be  long  term  or  not 
but  we  shall  come  back  to  this  question  again  at  the  end 
of  this  year  and  no  doubt  we  shall  have  some  difficult 
discussions  with  the  Treasury  as  to  what  is  going  to 
happen. 

11249.  Sir  Reginald  Verdon  Smith:  Is  there  any  limit 

on  your  borrowing  from  the  Treasury? Yes.  There 

is  a maximum  of  principal  outstanding  at  any  time  of 
£650  mn.,  and  a limit  on  the  net  increase  of  advances 
each  year  of  £75  mn.,  as  described  in  paragraph  7 of  our 
paper. 

Chairman : Thank  you  very  much,  Mr.  Hembry ; we 
are  much  obliged  to  you  and  your  colleague. 


(The  witnesses  withdrew^) 


The  Rt.  Hon.  Peter  Thorneycroft.  M.P.,  called  and  examined. 


11250.  Chairman:  Mr.  Thorneycroft,  thank  you  for 
your  memorandum*.  It  really  answers  the  pointsf  on 
which  we  wanted  to  draw  you,  so  I do  not  know  that  there 
will  be  a great  deal  we  shall  tvant  to  add  to  it  But  we 
should  like  to  he  quite  clear  about  your  attitude,  because 
it  is  views  we  want  on  this;  has  your  experience  of  the 
relations  between  the  Treasury  and  the  Bank  amounted 
to  finding  that  Ae  Bank  was  for  effective  purposes  an 

• Memoranda  of  Evidence  Part  XIII  No.  40. 
t See  page  846. 

30500 


independent  body? Mr.  Thorneycroft:  Yes,  I think  it 

is  an  independent  body.  It  has  certainly  far  more  in- 
dependence than  one  would  judge  by  looking  at  the  statute 
governing  it. 

11251.  Would  that  mean,  as  far  as  the  power  to  give 
directions  is  concerned,  that  the  atmosphere  it  carries  with 
it  is  not  really  in  your  view  an  important  element  in 

the  relationship  between  the  Treasury  and  the  Bank? 

In  many  'w&ys  it  is  an  important  relationship ; indeed  a 
similar  sort  of  relationship  exists  between,  say,  a Minister 
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and  the  head  of  a nationalised  industry.  It  is_a  weapon 
so  powerful  that  a Minister  would  only  use  it  in  the  very 
gravest  emergency ; by  the  time  he  got  to  that  stage 
relationships  between  the  two  would  really  have  broken 
down. 

11252.  The  presence  of  the  power,  although  it  is  not 
easy  or  desirable  in  practice  to  invoke  it,  does  influence 
the  attitude  of  the  Bank  to  the  Treasury  with  regard^  to 

policy,  and  that  of  the  Treasury  to  the  Bank? think 

it  is  proper  it  should  be  there.  It  recognises  what  is  the 
fact,  that  in  the  final  resort  the  solution  to  many  problems 
must  be  with  the  Government  of  the  day. 

11253.  But  it  creates  a background  in  discussion  be- 
tween the  Bank  and  Treasury  in  which  it  is  recognised 
^e  Treasury  has  the  greater  weight? Yes,  it  recog- 

nises the  fact  that  the  final  word  is  with  the  Treasury. 

11254.  Mr.  Woodcock:  Does  it  not  mean  that  the  Bank 
would  have  to  convince  the  Chancellor  rather  than  the 

Chancellor  convincing  the  Bank? 1 would  not  put  it 

quite  so  clear  cut  as  that.  In  the  short  time  I was  at  the 
Treasury  these  things  were  done  in  mutual  discussion ; 
the  thing  was  of  such  complexity  that  one  could  not  draw 
that  line.  It  was  a pooling  of  knowledge  and  ideas ; 
there  was  not  a sort  of  “ onus  of  proof  " atmosphere 
about  it. 

11255.  Chairman:  I am  looking  at  your  answer  to  our 
question  (c)  in  paragraph  10.  You  say; 

“The  Act  of  1946  provides  the  framework  of  the 
relationship.  It  perhaps  hardly  reflects  the  reality  wliich 
has  grown  upon  that  skeleton.  The  Bank  and  the 
Treasury  are  in  fact  separate  institutions  arriving  at  a 
common  policy  by  discussion.” 

I would  deduce  from  that  that,  unless  the  discussion  re- 
sulted in  each  side  being  able  to  agree  about  a policy, 
the  Bank  would  not  feel  that  it  was  under  any  compulsion 

to  act  Would  that  be  right? ^Yes.  Let  me  take  one 

example  which  is  not  now  of  very  great  importance:  the 
so-called  Kuwait  Gap.  For  a time  the  Bank  was  opposed 
to  taking  direct  action  to  close  it,  but  ttie  Treasury  was 
in  favour.  It  was  closed  a little  later  than  it  would  have 
been  because  the  process  of  discussion  took  a little  time. 
I am  not  arguing  who  was  right  and  who  was  wrong, 
but  that  is  typical  of  the  sort  of  problem  which  has  to 
be  faced  and  solved  by  mutual  discussion. 

11256.  Sir  Oliver  Franks:  What  would  be  your  reaction 
to  what  might  seem  the  paradox  that,  comparing  the 
position  of  the  Bank  in  the  thirties  with  the  position  as  you 
have  described  it  in  the  fifties,  the  nationalisation  of  the 
Bank  has  served  to  emphasise  the  reality  of  its  inde- 
pendence?  1 think  that  that  could  be  quite  a fair  state- 

ment. The  reality  has  not  changed  with  the  Act ; if  any- 
thing perhaps  it  has  been  emphasised  with  it.  The  Act 
perfectly  properly  lays  down  where  the  ultimate  responsi- 
bility is,  but  in  practice  the  system  is  easier  to  run  with 
most  of  the  monetary  problems  treated  by  a separate 
institution. 

11257.  Chairman:  That  means  that  the  balance  of  ex- 
pertise lies  in  the  Bank  and  not  outside  it? Exactly,  in 

monetary  policy. 

11258.  Does  that  put  the  Treasury,  when  it  wishes  to 
emphasise  its  point  of  view  on  these  subjects,  at  a dis- 
advantage?— Sometimes,  I dare  say,  both  sides  think 
that  they  are  blinded  by  the  science  of  the  other.  That 
does  happen,  but  I do  not  think  that  it  is  a marked  dis- 
advantage. The  Bank  have  always  been  forthcoming  in 
producing  their  arguments  if  asked  to  do  so.  I have 
suggested  here  that  perhaps  some  advantage  might  flow 
from  rather  more  meetings  at  the  technical  levels  as  well 
as  the  fop  officials,  but  by  and  large  I think  ffiere  is  a 
fairly  good  sharing  of  expertise. 

11259.  Professor  Cairncross:  Would  you  agree  that  the 
Chancellor  likes  to  know  what  are  the  alternative  courses 
of  action  open  to  him,  not  to  be  faced  with  a memo- 
randum just  recommending  one  particular  line? Yes. 

11260.  Do  you  feel  that  under  present  arrangements  he 
gets  alternatives  set  out  before  him  as  usefully  as  possible? 

^There  is  always  room  for  improvement  in  these 

things,  but  the  Chancellor  is  never  refused  anything  he 
asks  for  from  the  Bank. 

11261.  Mr.  Woodcock : If  he  did  not  ask,  he  would  not 

get  them? One  has  to  ask  in  this  world.  He  gets  so 

much  any  way  that  I think  on  the  whole  that  he  had 


better  ask  for  it.  When  I say  the  Chancellor,  the  per- 
manent head  of  the  Treasury  or  any  senior  official  would 
be  in  the  same  position. 

11262.  Chairman:  That  means  that  there  are  two 
streams  of  information  coming  up  to  the  Chancellor,  who 
has  in  effect  to  harmonise  the  two  if  there  is  a conflict- 
one  flows  from  the  Treasury  with  adequate  information 
obtained  from  the  Bank,  and  one  flows  from  the  Bank 
direct? Yes,  I think  there  are  two  sources  of  advice. 

11263.  Professor  Cairncross:  In  the  major  Qf 

policy  where  it  was  necessary  to  decide,  particularly  where 
there  was  a conflict  of  view  between  the  Bank  and 
Treasury,  did  technical  expertise  count  for  a great  deal, 
or  were  these  general  issues  where  It  was  of  importance 

to  have  a view  about  general  policy? ^Tlie  borderline 

is  rather  a fine  one ; in  some  issiie.s,  like  exchange  control 
for  example,  there  is  a great  deal  of  technical  expertise, 
and  the  judgment  as  to  whether  one  really  can  atop  a 
hole  or  whether  the  effect  of  stopping  one  hole  will  be 
to  open  another  somewhere  else  Is  a technical  problem 
as  well  as  a judgment  of  policy. 

11264.  In  the  matter  of  a possible  change  in  Bank  Rate, 
would  the  Treasury  be  at  a disadvantage  if  it  did  not  have 
access  to  the  Bank’s  information?— -It  would  be  a dis- 
advantage if  it  did  not  have  it ; but  on  a matter  of  that 
kind  the  Bank  would  be  at  pains  to  put  forward  eveiv  bit 
of  information  at  its  disposal ; any  major  move  in  Bank 
Rate  would  be  a matter  of  such  importance  that  it  would 
be  discussed  in  great  detail  between  the  Governor  and  the 
Chancellor,  and  between  the  officials  of  the  Bank  and  the 
Treasury. 

11265.  Would  you  have  felt  impelled  to  pay  more 
attention  to  what  the  Governor  had  to  say  than  to  what 
your  own  officials  had  to  say?— —No.  I do  not  think  so. 
I would  not  put  them  in  a list  of  priority.  One  naturally 
would  give  a great  deal  of  weight  to  what  the  Governor 
said  on  a matter  such  as  Bank  Rate  which  is  very  much 
within  his  special  cognisance. 

11266.  Professor  Sayers:  When  it  was  a matter  of  the 
management  of  the  debt,  did  you  find  that  the  advice 
came  up  almost  exclusively  from  the  Bank  or  from  the 
Treasury ; on  such  questions  as  funding,  for  example,  or 
the  prices  at  which  the  Government  broker  should  be 

prepared  to  operate? It  would  he  wrong  to  ima^ne 

that  the  Treasury  were  in  any  way  really  moving  in  on 
the  day-to-day  operations  of  the  Bank  in  that  matter.  Oq 
wider  issues  as  to  how  the  debt  should  be  funded  or  the 
kind  of  policies  the  Government  broker  was  pursuing  over 
a long  period,  discussions  could  and  did  take  place. 

11267.  Do  you  not  feel  that  in  such  discussions  the  long- 
term considerations  generally  have  as  much  weight  as  day- 

to-day  market  considerations? 1 think  so.  The 

Governor  and  Chancellor  meet  very  regularly.  It  Is  normal 
practice  that  they  should.  Each  will  put  to  the  other  the 
major  issues  of  the  day  as  they  are  developing.  On  that 
kind  of  major  policy  approach  all  is.sues  were  discussed 
fully.  I am  not  saying  that  more  could  not  be  done,  or 
that  there  could  not  be  advantages  of  more  closely 
reasoned  written  papers  being  put  forward.  There  is  scop* 
for  improvement  there.  But  I did  not  find  myself  at  any 
disadvantage  in  this  relationship. 

1 1268.  Did  you  find  that  either  the  Bank  or  the  Treasury 

were  insufficiently  armed  with  the  relevant  facts? Each 

was  better  armed  with  his  own  ammunition  than  the 
other’s.  For  example,  when  the  Treasury  spoke  to  the 
Bank  they  were  less  well  armed  on  the  technical  aspects 
of  funding  than  the  Bank,  but  when  the  Bank  spoke  to 
the  Treasury  about  the  money  supply  and  the  level  of 
Government  expenditure  and  so  on,  they  were  less  well 
armed  than  the  Treasury.  Inevitably  each  knows  his  own 
particular  field  better. 

11269.  Chairman:  Do  you  think  it  produces  the  most 
desirable  arrangement  that  the  Bank  should  be  obliged 
to  accept  the  Chancellor’s  ruling  “ in  the  last  resort  ”? 
Would  It  not  be  better  if  at  an  earlier  stage  the  Bank  was 
brought  in  to  smooth  the  effectiveness  of  Government 

policy? 1 think  that  that  is  a fair  comment ; may  be  I 

have  not  chosen  precisely  the  best  words  here. 

11270.  They  are  words  used  by  others  than  yourself. 

1 had  in  the  back  of  my  mind  that  in  fact  one  does  not 

use  the  power  of  direction  with  the  Governor  of  the  Bank 
of  England  in  ordinary  circumstances.  One  discusses 
with  him.  He  has  the  knowledge  that  in  the  Govern- 
ment is  the  ultimate  power.  I merely  meant  that  ft  ought 
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to  be  recorded  in  a statute,  so  as  to  show  where  the  power 
really  is  ia  the  matter.  I did  not  want  to  give  &e 
impression  that  it  should  be  the  practice  of  Chancellors 
of  the  Exchequer  once  a week  to  give  a direction  to  the 
Governor  of  the  Bank  of  England  as  to  what  he  ought 
to  do  j not  many  people  would  serve  as  Governor  under 
those  conditions. 

11271.  Mr.  Jones:  In  a system  like  that,  if  one  was 
moving  towards  the  necessity  for  giving  directions,  would 
there  not  be  a disposition  on  the  part  of  the  Governor  to 
resign,  if  the  Chancellor  should  seek  to  use  the  power 

to  do  that? 1 think  that  it  is  good  that  the  power 

should  be  there ; all  I meant  was  that  I do  not  thli^ 
that  in  practice  it  ia  likely  to  be  used. 

11272.  Chairman:  Given  that  the  Bank  is  to  a large 
extent  an  independent  body,  what  is  the  parliamentary 
position  with  regard  to  the  Chancellor  making  himself 
responsible  for  its  actions?  Is  it  exactly  the  same  as  the 

convention  with  regard  to  other  nationalised  bodies? 

I should  say  so.  I do  not  recall  whether  it  has  actually 
been  tested  or  what  the  parliamentary  precedents  are;  I 
would  think  that  the  Chancellor  would  normally  answer 
any  question  about  the  general  monetary  policy  of  the 
country,  but  would  seek  to  avoid,  if  he  could,  questions 
on  the  day-to-day  working  of  the  Bank.  But  as  people 
do  not  put  down  questions  on  the  day-to-day  working 
of  the  Bank.  I do  not  think  that  that  point  has  ever  arisen. 

11273.  Perhaps  they  do  not  put  them  down  because  it 
is  more  or  less  understood  that  it  is  not  a parliamentary 

matter?-; do  not  think  that  it  would  be  felt  it  was 

appropriate  to  cross-examine  the  Chancellor  every  day 
on  what  the  Bank  had  been  doing  the  week  before  r 
whereas  on  major  issues,  such  as  Bank  Rate  or  general 
funding  policy,  it  is  not  so  much  a matter  of  answering 
questions  as  of  matters  being  raised  in  debate. 

11274.  The  Chancellor’s  position  would  be  either  that 
he  would  say  that  he  had  approved  the  action,  in  which 
case  he  would  defend  it,  or  else  that  he  would  say  that 
it  was  done  without  his  consent,  but  that  he  proposed 
to  see  that  it  was  changed.  Would  that  be  the  alterna- 
tive?  1 do  not  think  that  that  situation  would  last 

very  long ; somebody  would  go  very  quickly  in  those  cir- 
cumstances. A Chancellor’s  position  would  be  impossible 
if  he  was  getting  up  in  the  House  of  Commons  and  saying 
that  he  acquiesced  in  this  action  by  the  Bank  but  on  the 
whole  he  thought  that  it  was  a mistake.  Either  there 
would  have  to  be  another  Chancellor  or  another  Governor. 

11275.  But  some  things  might  be  done  by  the  Bank 
without  having  been  referred  to  the  Chancellor,  without 
the  Bank  realising  that  they  would  raise  a question  of 
policy : so  it  would  become  a retrospective  question. 
His  alternative  would  then  be  to  defend  it  if  he  thought 

it  right  or  else  to  bring  about  a change? 1 think  the 

position  is  the  same  with  regard  to  the  Treasury.  It  very 
often  happens  to  a Minister  that  actions  are  taken 
on  the  periphery  of  his  Department  without  his  express 
knowledge,  and  he  has  either  to  disown  them  or  back 
them  up. 

11276.  The  relationship  would  be  the  same? Yes. 

11277.  Mr.  Jones:  Are  you  not  dogmatically  stating 
that  public  accountability  in  relation  to  the  Bank  of 

England  would  not  work? Questions  on  it  would  be 

answered  by  the  Chancellor  of  the  Exchequer.  Public 
accountability,  as  we  know  it  in  our  Constitution  at  the 
moment,  has  to  be  through  a Minister  of  some  kind  to 
Parliament,  and  if  it  was  not  the  Chancellor  it  would 
have  to  be  the  First  Lord  of  the  Treasury  or  some  other 
Minister  who  would  have  to  answer  for  it.  I think  that 
it  is  best  to  have  the  Chancellor  ; to  have  two  Ministers, 
one  answering  for  market  operations  and  the  other  for 
fiscal  policy,  would  be  difficult. 

11278.  Professor  Cairncross:  Do  you  regard  it  as  a 
function  of  the  Chancellor  of  the  Exchequer  to  expound 
monetary  policy,  to  explain  what  is  intended  when  the 
Bank  Rate  changes,  or  what  lies  behind  restrictions  of 

bank  credit? ^He  is  certainly  called  upon  to  do  so  in 

debate ; and  it  is  very  difficult  for  the  Chancellor  to  get 
through  an  economic  debate,  or  indeed  the  presentation 
of  a Budget,  without  devoting  a considerable  passage  to 
that  aspect  of  his  policy. 

11279.  Do  you  think  that  his  functions  in  that  respect 
in  any  way  inhibit  the  Bank  of  England  from  putting 
themselves  over  with  the  public  and  taking  the  trouble 


to  develop  an  understanding  of  what  is  being  done? , 

At  the  moment  public  accountability  is  through  the 
Chancellor  of  the  Exchequer  to  the  House  of  Commons ; 
but  in  addition  to  that  the  Governor  from  time  to  time 
makes  a special  statement,  like  the  speech  at  the  Guildhall 
dinner  every  year,  in  which  he  devotes  a considerable 
time  to  the  mid-term  view  of  monetary  techniques.  I 
think  that  all  that  is  perfectly  good  and  proper.  I would 
doubt  whether  great  benefit  would  flow  from  constant 
public  statements  by  the  Bank,  perhaps  criticising  other 
aspects  of  economic  policy,  any  more  than  much  good 
would  flow  from  statements  by  the  Chancellor  criticising 
the  Bank.  There  is  a limit  to  the  benefit  which  either 
institution  would  derive  from  that. 

11280.  Mr.  Woodcock:  What  about  a quarterly  report? 

There  is  a difference  between  factual  infonnation 

and  opinions  on  policy.  There  is  no  reason  why  the 
Bank  should  not  publish,  in  any  detail  which  is  convenient 
to  men  in  public  life  and  students  of  these  subjects,  a 
full  factual  report  about  the  situation  as  it  is  developing ; 
but  I would  ffiink  it  best  to  have  accountability  ffirough 
the  normal  channels,  and  to  do  it  in  the  ordinary  way. 
If  monetary  policy  is  challenged,  it  ought  to  be  done  in 
the  House  of  Commons. 

11281.  Sir  Reginald  Verdon  Smith:  You  say  that  the 
House  of  Commons  system  is  best,  as  compared  with 
the  situations  prevailing  in  other  countries,  which  in  fact 

gives  Governors  of  central  banks  a far  freer  hand? 

I am  very  far  from  saying  that  this  pattern  would  be 
right  for  other  countries ; but  as  we  have  a pattern  of 
public  accountability  and  responsibility  through  a Minister 
to  Parliament,  on  the  whole  I think  (I  hope  I am  not  too 
prejudiced,  having  been  a Chancellor  myself)  that  it  is 
better  to  stick  to  that  method  of  doing  it. 

11282.  Chairman:  What  would  the  drawback  be  in  the 
Bank  putting  out  a great  deal  more  factual  information, 
plus  a great  deal  more  in  the  way  of  attempting  to  explain 
what  is  being  done  and  why  it  is  being  done?  It  would 
be  impossible,  I suppose,  to  regard  the  House  of  Commons 
as  able  to  be  a repository  for  all  the  information  that  is 
needed  for  those  who  are  interested  in  the  appraisal  and 
appreciation  of  monetary  policy.  Wxy  should  it  not  be 
supplemented? 1 do  not  see  why  such  factual  informa- 

tion as  the  Bank  themselves  think  it  wise  and  proper  tp 
put  out  should  be  limited,  and  I would  not  urge  that 
It  should.  If  the  suggestion  is  that  things  might  be  said 
to  indicate  what  changes  in  policy  there  might  be  in  the 
Bank,  that  might  lead  to  a great  deal  of  speculation  of 
various  kinds  as  to  what  the  next  move  was.  Every  word 
read  would  be  studied  in  the  desire  to  wring  from  it  an 
indication  of  the  Bank’s  future  policy,  changes  in  the 
Bank  Rate,  etc.  Others  would  look  to  see  whether  there 
was  any  difference  in  approach  between  the  Treasury 
and  the  Bank  of  England,  and  I would  deplore  anything 
which  would  in  any  way  exacerbate  the  differences 
between  two  delicately  balanced  institutions.  But  I should 
have  no  objection  to  full  factual  infonnation,  limited  to 
what  the  Bank  thinks  safe. 

11283.  Mr.  Woodcock:  Would  it  not  be  an  advantage 
to  the  Bank  if  people  read  these  reports  and  were  able 
to  assess  what  the  Bank  was  going  to  do?  Would  it  not 
make  for  a more  perfect  market?  Would  it  not  give 

more  bite  to  the  actions  of  the  Bank? ^Their  actions 

have  very  wide  repercussions  over  a vast  field,  and  I 
would  not  like  a situation  to  develop  in  which  they  were 
making  statements  of  policy  by  which  people  could  after- 
wards claim  that  they  had  been  misled. 

11284.  It  would  be  up  to  people  to  complain,  of  course, 
but  nobody  would  take  very  much  notice.  If  the  Bank 
did  rather  more  than  just  issue  a few  statistics,  if  they 
perhaps  described  what  they  had  sought  to  do  and  how 
they  had  tried  to  do  it  in  the  past  quarter,  half  year 
or  year,  people  would,  I agree,  look  very  closely  at  the 
report ; they  would  derive  from  it  an  impression  of  how 
the  Bank  would  act  in  certain  circumstances.  It  might 
be  argued  that  that  would  help  the  Bank  to  do  what  the 

Bank  subsequently  wanted  to  do? ^It  is  not  for  me  to 

judge,  but  for  the  Committee!  I only  draw  attention  to 
the  fact  that  statements  which  might  be  read  as  an  indica- 
tion of  future  actions,  particularly  by  the  Bank  of  England 
would  have  very  wide  repercussions  in  the  whole  economic 
system. 

11285.  You  do  not  admit  that  they  might  be  beneficial 
repercussions?— They  could  be.  but  they  could  also  do 
a lot  of  damage. 
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11286.  Professor  Cairncross:  Do  you  see  any  incon- 
venience to  the  pubhc  in  matters  in  dispute  between  the 
Bank  of  England  and  the  Treasury  being  hushed  up  not 
only  at  the  time  but  for  ever  after,  and  in  data  on  which 
an  independent  view  might  be  formed  being  kept  from 
the  public?  A long  interval  separated  the  setting  up  of 
the  Macmillan  Committee  and  this  Committee,  and  so  far 
as  I am  aware  there  is  no  Select  Committee  of  Inquiry 
in  the  House  or  any  other  institution  where  problems  of 
monetary  policy  can  be  considered  and  the  full  facts 
disclosed?  Do  you  see  anything  to  prevent  the  setting 
up  of  a Select  Committee  which  might  from  time  to  time 

look  at  monetary  policy? ^The  feeling  that  the  problems 

of  monetary  policy  should  be  rehearsed  from  time  to  time 
was  one  of  the  factors  in  everybody’s  mind  for  the  setting 
up  of  your  Committee  here.  The  idea  that  one  should 
try  and  dig  up  every  scrap  of  difference  between  the 
Treasury  and  the  Bank  at  any  given  moment  in  time 
would,  I think,  be  bad  for  both  institutions.  I want  to 
see  the  fullest  sharing  of  their  difficulties  together.  Each 
of  them  in  their  working  papers  puts  up  things  that  are 
wrong  from  time  to  time ; all  organizations  do.  If  they 
are  to  be  fully  shared  with  one  another  it  can  only  be  on 
the  basis  of  absolute  trust  and  confidence ; if  either  of 
them  starts  criticising  the  other’s  policy  with  the  use  of 
the  other’s  working  papers,  I think  that  it  would  be  bad 
for  the  relationship. 

11287.  Chairman:  1 follow  that,  but  on  the  basis  on 
which  wc  were  going,  that  decisions  that  mailer  are  worked 
out  in  agreement  between  the  Treasury  and  the  Bank,  I 
would  not  have  thought  that  that  was  the  active  clanger. 
The  position  is  argued  ; various  points  of  view  are  put ; 
the  Chancellor  decides,  with  the  help  of  the  Governor 
and  the  Permanent  Secretary.  That  being  done,  would 
there  be  danger  in  explaining  in  an  annual  review  after 
the  event  what  arguments  had  predominated  and  what 
the  facts  were  on  the  basis  of  which  decisions  had  been 

taken? 1 would  have  thought  that  very  different  papers 

would  be  put  up  if  it  was  thought  that  they  were  subse- 
quently going  to  be  publicly  analysed.  The  greatest 
benefit  a Minister  in  a Department  gets  is  to  have  really 
forthright  papers  from  his  officials,  saying  what  they  think 
without  fear  or  favour,  even  if  it  turns  out  wrong.  He 
would  never  get  that  kind  of  paper  if  the  civil  servant  or 
the  Bank  official  concerned  thought  that  it  was  going  to 
be  publicly  examined  at  a later  stage.  It  is  in  Ihe  dash 
of  opinion  inside  institutions  that  one  gets  the  truth ; if 
everybody  gives  a hedging  view  one  never  gets  a good 
opinion. 

11288.  I can  see  the  advantage  in  taking  a decision  on 
the  basis  of  confidential  expert  advice,  but  is  there  not 
also  a considerable  obligation  to  allow  the  public  to  judge 
the  merits  of  the  argument  on  both  sides?  It  cannot  be 
done  in  advance  of  a change  in  the  Bank  Rate,  but 
could  it  not  be  very  important  in  assessing  whether  the 

right  monetary  policy  is  pursued  or  not? No  doubt 

there  are  advantages  in  it,  but  I would  urge  ffiat  the 
disadvantages  outweigh  them.  It  is  important  that 
when  officials  put  forward  papers  they  should  speak 
frankly : the  sort  of  paper  th^  would  put  up  under 
those  circumstances  is  utterly  different  from  ffie  one  that 
might  be  expected  otherwise. 

11289,  Professor  Sayers:  Let  us  not  look  at  it  from 
the  point  of  view  of  the  publication  of  the  papers  of 
the  Treasury  on  one  side  and  the  Bank  on  the  other ; 
let  us  suppose  that  the  Bank’s  annual  report  would  include 
a statement  that  when  such  and  such  a matter  was  under 
consideration  the  advantages  of  the  course  seemed  to  be 
so  and  so,  and  the  disadvantages  seemed  to  be  so  and 
so,  and  the  facts  on  which  the  decision  was  ultimately 
reached  were  so  and  so.  That  would  be  a volume  of 
matter  which  would  be  built  up  inside  the  Bank,  using  all 
the  papers  that  had  been  put  up  by  everybody  con- 
cerned, but  not  identifying  the  proponents  of  the  various 
arguments.  Would  not  that  help  the  public  in  under- 
standing what  had  been  done  and  in  coming  to  a like 

mind  on  monetary  policy  in  future? It  would  have 

have  some  advantages.  I would  myself  rather  more 
favour  the  course  of  not  analysing  it  all  the  time  but 
having  more  periodic  inquiries. 

11290.  I was  thinking  of  the  Bank’s  annual  report. 
That  comes  out  about  June  or  July  each  year,  and  it 
refers  to  the  twelve  months  up  to  the  end  of  the  previous 
February.  It  is  the  universal  opinion  of  outside  people 
who  deal  with  these  things  that  the  Bank’s  annual  report 


contributes  nothing  to  the  formation  of  educated  outside 
opinion  on  monetary  policy.  Would  it  not  help  both 
the  Treasury  and  the  Bank  if  that  situation  could  be 
remedied? 1 have  a feeling  that  the  report,  even  in- 

cluding this,  would  still  tell  one  absolutely  nothing,  On 
the  face  of  it  it  would  include  more  information,  but 
it  is  amazing  the  amount  of  information  which  can  be 
put  in  without  really  saying  anything  of  the  under- 
lying factors  which  both  sides  would  probably  often  find 
it  difficult  to  bring  out.  Do  not  think  that  I wish  to  inhibit 
the  Bank  unnecessarily.  If  they  thought  that  they  could 
do  so  safely,  it  would  be  an  advantage  if  they  could 
elaborate  a little  more,  including  more  facts,  if  they  arc 
helpful.  I am  not  an  opponent  of  that;  I merely  say 
that  wo  should  try  to  preserve  the  security  of  the  relation- 
ship between  the  Bank  and  the  Treasury  so  that,  when 
these  papers  are  exchanged  and  these  conversations  take 
place,  they  are  not  going  to  be  taken  up  afterwards  and 
used  by  either  side  to  say  how  right  they  were. 

U291.  Is  there  not  another  relationship  which  is  im- 
portant, between  the  Treasury  and  the  Bank  on  one 
side  and  the  public  on  the  other,  It  is  going  to  bo 
a much  more  workable  world  if  monetary  policy  com- 
mands substantial  outside  support  and  the  institutions 
which  are  responsible  for  it  command  respect  among 
people  who  are  competent  to  judge.  One  of  the  most 
disturbing  things  in  the  evidence  to  this  Committee  is 
the  critical  spirit  of  outside  people  towards  the  Bank, 
a spirit  based  very  largely  on  the  absence  of  understand- 
ing what  the  Bank  has  been  trying  to  do,  a feeling  of 
ignorance,  a misjudgment  of  facts  due  to  ignorance. 
Would  that  spirit  be  present  if  there  was  a reasonable 
attempt  on  the  part  of  the  Bank  to  command  the  support 

of  outside  opinion? 1 am  a little  doubtful  whether 

the  criticism  is  on  the  technical  level.  There  is  a mis- 
understanding of  the  role  of  the  Bank  as  an  institution, 
of  the  importance  of  sterling,  of  our  position  as  banker 
of  the  world.  That  kind  of  thing  is  very  little  under- 
stood in  this  country,  and  it  may  well  be  that  the  Bank 
might  have  some  role  in  putting  that  broader  issue  over, 

11292.  Is  it  not  also  partly  a matter  of  confidence  in 
the  internal  policy?  Is  it  not  relevant  to  confidence  in 
sterling  that  there  should  be  a sense  in  the  world  that 
Britain  has  a monetary  policy,  and  that  that  monetary 

policy  commands  important  support  in  Britain? It 

IS  important  that  monetary  policy  should  receive  reason- 
ably wide  backing, 

11293.  Is  it  not  important  that  the  Bank  should 

do  all  it  can  to  muster  that  support? ^That  is  one  of 

the  things  which  the  Governor  has  very  much  in  mind.  In 
the  public  speeches  that  he  makes  his  object  is  to  express 
in  lucid  and  reasonably  straightforward  and  simple  terms 
what  it  is  the  Bank  has  been  trying  to  do  over  a 
period ; but  it  is  for  question  whether  part  of  what  the 
Governor  says  on  those  broad  issues  should  be  included 
in  a report,  I do  not  see  any  reason  why  it  should  not 
be ; but  I am  more  doubtful  about  a great  deal  of 
argument  on  the  pros  and  cons  of  every  technical  de- 
cision ; that  would  have  some  disadvantages. 

11294.  Chairman:  In  paragraph  4 of  your  memoran- 
dum you  are  dealing  with  your  attitude  to  part-time  as 
against  whole-time  directors,  and  you  say  that  a Court 
of  whole-time  people  would  be  " a narrowly  confined 
board  of  career  directors.”  What  is  in  your  mind  there? 
Is  it  that  the  range  from  which  they  would  be  selected 
would  be  narrow,  or  that  when  they  became  career  direc- 
tors they  would  be  cooped  up  in  a fortress? ^Tbe 

latter.  One  could  obviously  have  career  directors  drawn 
as  widely  as  one  liked ; I meant  by  ” narrowly  con- 
fined ” a board  which  excluded  people  who  were  not  career 
directors. 

11295.  Do  you  think  that  they  would  be  out  of  touch 
with  what  is  important  for  central  bankers  to  know,  by 
virtue  of  the  fact  that  they  had  not  current  outside  in- 
terests?  1 think  that  they  would  very  rapidly  become 

out  of  touch. 

11296.  Professor  Cairncross:  What  do  you  think  it 

important  for  central  bankers  to  know? It  is  difficult 

to  judge.  The  Act  was  at  great  pains  not  to  lay  it 
down,  and  I think  that  it  is  quite  right  not  to  lay  it 
down.  There  is  in  fact  no  limit  in  the  Act  upon  ffie 
appointment  of  directors,  and  1 think  we  should  be  unwise 
to  impose  one. 
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11297.  As  I see  it,  your  stress  in  this  paragraph  is  on 
directors  who  would  be  in  wide  contact  with  other  com- 
mercial and  industrial  institutions.  Do  you  feel  that  is 
the  most  important  qualification  of  ±e  central  banker? 

It  is  one  of  the  most  important  things.  I would  not 

for  a moment  suggest  that  that  should  be  put  into  an 
Act  of  Parliament,  but  I use  that  as  an  illustration  of  the 
sort  of  range.  If  we  start  defining  it,  I think  that  we 
shall  get  into  difficulties. 

11298.  Mr.  Woodcock:  I do  not  know  if  they  have 
ever  had  among  the  part-time  directors  a working  econo- 
mist ; has  that  ever  struck  anybody  as  being  a qualifica- 
tion?  1 should  not  exclude  anyone  because  he 

happened  to  be  a working  economist  from  sitting  on 
the  Court  of  the  Bank ; they  might  serve  very  well. 

11299.  But  none  has  ever  been  appointed? 1 do 

not  know  whether  a whole-time  economist  has  ever  been 
a director;  there  was  not  one  when  I was  Chancellor. 
It  would  be  a controversial  appointment,  because  he 
would  represent  a school,  or  be  taken  or  advertised  by 
other  economists  as  representing  a school,  of  economic 
thought,  and  the  whole  tenor  of  the  Bank  would  tend 
to  be  related  to  what  other  economists  said  was  his 
particular  school  of  thought. 

11300.  Sir  Reginald  Verdon  Smith:  You  say  that  you 
have  never  met  a banker  who  admitted  that  he  had  been 
influenced  in  his  credit  policy  by  pressure  of  liquidity 
ratios.  Does  that  imply  that  you  feel  that  so  far  pres- 
sure on  liquidity  ratios  has  never  been  a sufficiently  severe 
pressure,  or  that  even  if  it  had  been  sufficiently  severe 

this  technique  was  not  likely  to  work? It  is  a difficult 

problem  ; but  from  what  I have  seen  of  the  bankers  they 
have  so  disposed  their  affairs  in  the  post-war  world,  with 
the  huge  amount  of  outstanding  debt  and  other  matters, 
as  to  render  themselves  largely  immune  to  any  normal 
pressure  on  liquidity  ratios.  I am  not  saying  that  arrange- 
ments could  not  be  devised  to  make  at  any  rate  a reason- 
able step  in  the  direction  of  exercising  some  form  of  auto- 
matic pressure  upon  the  bankers,  but  on  the  normal 
arrangements  as  they  were  up  to  the  time  I left  office 
I would  not  say  that  pressure  was  really  operative  in  that 
way. 

11301.  You  would  regard  the  ability  to  control  excess 
liquidity  during  those  years  as  being  the  particular  item 

(Adjourned  until  Tuesday,  Ath 


you  would  most  single  out  as  significant? ^Yes,  I think 

that  it  is  important  to  devise  a method  of  controlling 
the  credit  policy  in  a way  in  which,  up  to  now,  has  been 
lacking.  It  is  a little  difficult  for  me  to  say  this,  but  I 
was  reflecting  on  these  papers  last  night  and  the  questions 
you  put  to  me ; and  it  seems  to  me  that  these  questions 
as  to  the  Bank-Treasury  relationship  and  the  machinery 
in  the  Bank  are  not  really  the  root  of  the  problem.  The 
root  of  the  problem  is  in  the  money  supply  ; if  the  Trea- 
sury is  not  in  control  of  the  money  supply,  no  Bank 
of  England  and  no  mechanism  that  could  be  devised,  it 
seems  to  me,  will  ever  really  be  wholly  satisfactory.  I do 
not  say  that  the  Treasury  is  not  in  control  of  the  money 
supply  at  all,  but  in  the  post-war  world  there  are  certain 
built-in  factors  which  do  tend  to  push  it  up.  There  was 
an  article  by  Enoch  Powell  in  The  Banker  dealing  with 
this,  and  the  Select  Committee  on  Estimates  has  been 
reporting  on  it  recently.  A House  of  Commons  which 
used  to  refuse  supply  now  clamours  for  it.  The  pressure 
of  expenditure  in  a democratic  state  is  very  substantialiy 
upwards,  and  however  carefully  one  might  devise  a new 
mechanism  for  the  Bank  it  will  be  flooded  and  overthrown 
unless  the  total  supply  of  money  in  the  country  is  under 
control  of  some  kind.  The  measures  of  1957  were 
generally  regarded  as  moderately  successful,  at  any  rate 
in  the  circumstances  of  those  times.  But  they  were  taken 
on  some  pretty  crude  assumptions.  Many  people  con- 
sidered that  the  velocity  of  circulation  was  more  important 
than  the  quantity  of  money  but  the  crude  assumption 
was  that  they  concentrated  on  the  supply  of  money.  It 
is  those  issues,  the  amount  of  money  that  is  going  round, 
and  how  it  can  be  controlled  or  limited,  which  are  going 
to  have  a decisive  influence  on  the  success  of  the  monetary 
operations  of  the  Bank.  The  Bank  have  some  justice  in 
their  complaint  that  in  the  post-war  world  they  have  been 
operating  against  a flood  which  no  machine  could  really 
handle. 

11302.  Chairman:  We  did  not  mean  that  the  points 
to  which  we  have  just  drawn  your  special  attention  lay 
at  the  roots  of  our  problem;  they  were  really  the  reason 
why  we  were  taking  the  special  step  of  inviting  you  and 
others  who  have  held  the  same  office  to  give  evidence. 

1 thought  that  1 would  mention  that  I ffiink  there 

is  this  other  aspect  of  it. 

Chairman:  Thank  you  very  much,  Mr.  Thomeycroft. 

November,  1958,  at  10.45  a.m.) 
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S®  Reginald  Verdon  Smith 

Mr.  R.  T.  Armstrong,  Secretary 
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Sir  Oliver  Franks  in  the  Chair. 

The  Viscount  Knollye,  G.C.M.G.,  M.B.E.,  D.F.C.,  Chairman  of  Vickers  Ltd.,  called  and  examined. 


11303.  Sir  Oliver  Franks:  I have  been  asked  by  Lord 
Radcliffe  to  apologise  for  the  fact  that  he  is  unable  to 
be  here  this  morning. 

We  are  very  grateful  to  you,  Lord  KnoUys,  for  coming, 
ready  to  answer  the  questions  which  the  Chairman  put 
in  his  letter  to  you ; I wonder  whether,  before  we  come 
to  the  questions,  there  are  any  things  of  a general  nature 
which  you  would  like  to  tell  us,  either  about  the  com- 
pany over  which  you  preside  or  about  views  which  you 
hold  which  affect  the  general  subject  which  we  are  in- 
vestigating?  Lord  KnoUys:  I should  like  first  of  all 

to  say  something  about  the  Vickers  group  and  how  it  is 
made  up,  just  to  give  a background.  The  Vickers  group 
comprises  a number  of  companies  which  manufacture  a 
variety  of  products,  mainly  and  basically  in  general 
engineering  and  originally  in  steel  (we  still  maintain  a 
business  in  specialised  steels) ; ships,  shipyard  building  and 
ship  repairing  ; aircraft ; things  like  accounting  machinery 
on  quite  a large  scale ; earth-moving  equipment,  which 
really  comes  under  the  heading  of  “ general  engineering 
and  then,  through  an  associate  company,  railway  rolling 
stock  and  equipment  to  do  with  buses.  We  manufacture 
in  different  parts  of  the  world ; altogether  there  are  44 
works  and  establishments,  all  except  five  at  present  in 
this  coimtry.  Total  employment  is  at  the  present  moment 

84.000,  having  decreased  slightly  recently  from  a maximum 
of  about  92,000.  Our  stockholders  now  number  about 

78.000. 

So  far  as  the  internal  organisation  is  concerned,  it  is 
a highly  decentralised  organisation,  with  a great  deal  of 
autonomy  given  to  many  of  the  companies,  who  operate 
themselves  very  largely.  Vickers  Limited  itself  is  a hold- 
ing company,  holding  in  almost  all  cases  a 100  per  cent, 
holding.  It  acts  as  the  financial  controller,  and  indeed 
the  banker,  in  regard  to  all  the  financial  requirements  of 
the  companies.  Although  certain  comT^'^®s  in  the  group 
raise  their  own  finance,  Vickers  Limited  are  really  respon- 
sible for  providing  the  finance  for  all  the  companies  in  the 
group.  We  act  as  bankers  to  them  and  give  them  limits 
for  tteir  control,  in  the  same  way  as  a banker  does  with 
bis  customer. 

11304.  Thank  you.  The  first  question  which  we  put  to 
you  was : What  are  the  main  considerations  which  deter- 
mine the  size  and  content  of  your  organisation’s  fixed 
investment  programme?  Perhaps  you  would  be  willing  to 
talk  to  us  in  quite  general  terras  about  that.  I am  aware 
that  there  will  be  rather  different  considerations  in 
Afferent  parts  of  your  business,  but  that  is  of  interest  to 

us. First  of  all,  may  I ask  the  exact  interpretation  of 

“ fixed  investment  programme  ”?  Is  it  confined  to  build- 
ings, plant  and  machinery,  or  would  you  like  me  to  deal 
with  such  things  as  development? 

11305.  From  our  point  of  view  the  most  convenient 
thing,  if  you  are  in  doubt,  would  be  for  you  to  go  on 
describing  it.  For  example,  we  have  in  mind  that  on  the 
aircraft  side,  when  it  comes  to  the  development  of  a new 
aircraft,  you  are  involved  in  a field  where  fixed  investment 


mi^t  be  quite  a small  part  of  the  total  expenditure  which 
is  involved.  We  would  be  interested,  not  bothering  too 
precisely  about  the  meaning  of  words,  to  hear  about  the 
kind  of  planning  and  expenditure  involved  there,  and  the 
way  in  which  it  has  to  be  worked  out  and  framed  over 
a period  of  years,  if  that  is  so. ^The  main  considera- 

tions which  s^ect  us  in  our  planning  are  what  we  can  do 
to  keep  alive  and  keep  modem  all  the  existing  activities 
and  all  the  variety  of  products  in  the  group,  and  at  the 
same  time  to  be  able  to  develop  new  products.  We  may 
do  that  either  directly  in  the  existing  establishments  or  by 
acquiring  control  of  companies  here  or  abroad.  It  is 
extremely  fluid.  It  is  not,  I am  afraid,  planned  to  the 
extent  that  other  businesses  would  be,  or  to  the  extent  that 
some  people  might  expect  it  to  be ; we  are  just  always 
looking  round  to  see  whether  the  products  of  the  basic 
policy  of  the  Vickers  group  can  be  kept  alive  aud  up-to- 
date.  It  is  developing  all  the  time. 

Firstly,  there  is  the  simplest  and  most  straightforward 
form  of  investment:  the  replacement  and  modernisation 
of  plant.  We  have  programmes  worked  out  by  the  various 
works  and  then  by  the  companies,  which  ultimately  come 
up  to  the  centre  to  be  approved,  discussed  and  cut  down 
or,  expanded,  where  that  may  be  necessary.  The  initiative 
comes  from  the  actual  works  themselves.  They  say : “ We 
want  new  equipment”,  or:  “We  want  a new  type  of 
equipment”,  and  that  comes  up.  The  planning  is  there 
in  that  respect. 

The  development  of  new  products  will  largely  come 
from  the  people  at  the  works,  who  are  under  the  control 
of  a managing  director  for  each  company,  who  has  a 
very  great  de5  of  autonomy  in  planning  development. 
They  are  the  people  who  have  got  to  tiiink  and  spot 
filings  for  the  future.  One  obviously  could  not  do  toat 
from  the  top.  They  find  out  new  products  or  new  oppor- 
tunities of  acquiring  companies  which  have  a product 
which  we  think  woihd  be  profitable ; and  they  see  what 
the  market  demands  in  that  way.  Those  are  really  the 
main  points  from  which  all  this  flows  in  the  beginning ; 
everybody  is  looking  round  the  whole  time  to  see  where 
there  are  new  opportunities. 

The  direction  from  the  top  would  arise  on  the  general 
policy  of  the  group.  For  example,  for  some  years  past 
we  have  been  looking  very  carefully,  so  far  as  Vickers 
Limited  is  concerned,  as  to  how  far  we  can  diversify  both 
in  the  kind  of  product  and  geographically.  To  give 
examples  of  that  on  the  geographical  side  wifidn  the  last 
two  years:  we  have  acquired  control  of  a Canadian  com- 
pany which  has  a large  engineering  works  and  two  ship- 
yards ; we  have  further  developed  our  system  of  engineer- 
ing works  in  Australia,  to  make  that  complete ; and  we  are 
just  now  going  into  India,  participating  with  other  com- 
panies to  start  up  the  first  large  heavy  engineering  works 
in  India,  as  the  Government  of  India  has  encouraged  us 
to  do. 

One  thing  that  perhaps  makes  us  different  from  a great 
number  of  industrial  groups  is  that  over  the  years  we 
have  had  a great  deal  to  do  with  defence  products.  We 
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are  constantly  dealing  with  the  problem  of  very  sharp 
ups  and  downs  in  that  way,  and  we  are  constantly  looking 
for  new  products  to  take  the  place  of  those  which  we 
can  no  longer  make.  That  is  a historical  tradition,  and 
has  a very  great  influence  on  our  conscious  planning  of 
that  kind.  We  have  been  doing  it  recently,  as  we  have 
done  it  after  every  period  of  activity  in  defence;  for 
example,  earth-moving  equipment  and  tractors  were 
put  in  to  take  the  place  of  making  tanks  because  part 
of  the  equipment  was  very  much  the  same.  We  went 
into  the  accounting  machinery  field,  where  we  acquired 
the  control  of  Powers-Samas,  to  take  the  place  in  one  of 
our  largest  factories  of  the  making  of  gun  mountings. 
We  are  constantly  doing  that  and  trying  to  adjust  our- 
selves ; rather  haltingly  and  not  by  any  means  backing 
winners  every  time,  but  those  are  the  kind  of  things  which 
influence  us.  and  are  doing  so  now. 

Then  we  have  been  connected  with  aircraft  for  fifty 
years.  There  again,  the  same  kind  of  thing  has  happened. 
It  was  a more  recent  development  to  go  into  the  civil 
side.  The  wheel  has  turned  so  much  from  military  aircraft 
to  civil  aircraft  so  far  as  demand  is  concerned  that  at  the 
present  time  we  are  producing  the  last  of  our  military 
aircraft,  and  we  shall  build  no  more  military  aircraft 
unless  orders  come  along.  But  we  are  taking  the  place 
of  that  by  what  we  have  done  in  the  civil  aircraft  field. 
If  I can  take  that  as  being  a part  of  the  fixed  investment 
programme,  that  has  been  one  of  the  largest  factors  in 
determining  the  amount  of  funds  which  we  require.  The 
figures  have  gone  up  tremendously  both  for  stocks  and 
work  in  progress,  and  there  is  very  large  expenditure 
required  for  development,  during  the  period  between  the 
research  and  the  finished  product.  We  do  not  ourselves 
do  the  basic  research,  but  there  is  a tremendously  expensive 
development  programme  on  any  aircraft  for  which  funds 
have  to  be  .provided  until  orders  for  that  aircraft  come  to 
an  end.  But  by  that  time  we  hope  that  its  place  has  been 
taken  by  another  one,  so  that  the  amount  of  money  sunk 
in  this  is  fixed  to  that  extent,  if  one  remains  in  that  kind 
of  business.  We  have  to  provide  funds  from  our  own 
resources  and  from  outside.  It  is  that  kind  of  expenditure, 
and  the  investment  in  different  companies,  which  produces 
our  main  requirement  for  funds,  wherever  they  may  come 
from. 

11306.  When  the  plans  and  programmes  of  the  sub- 
sidiaries come  before  the  holding  company,  as  I imagine 
they  do  at  regular  intervals,  are  they  presented  in  terms 
simply  of  the  coming  year  or  do  they  look  ahead  further 
than  that?  Over  what  stretch  of  time  are  you  looking? 
Does  it  vary  according  to  the  different  type  of  business 

done  in  the  different  subsidiary  companies? ^The 

modernisation  of  equipment  is  looked  at  for  about  three 
years  ahead  definitely ; authorities  are  given  up  to  three 
years  ahead,  but  knowing  that  that  kind  of  expenditure 
will  go  on  with  fluctuations  and  that  it  can  be  altered 
(as  indeed  it  has  been  altered  now)  and  stretched  a little 
if  things  do  no  look  quite  so  good,  by  which  I do  not 
mean  rates  of  interest  but  profits.  There  is  always 
a certain  amount  of  stretch.  As  to  the  main  programme 
of  development,  perhaps  I can  explain  it  best  by  illus- 
trating from  our  recent  experience.  At  the  end  of  1956 
we  were  taking  1957,  1958  and  1959  as  to  our  require- 
ments, which  meant  that  we  had  to  approve  and  then 
provide  the  finance  for  a great  variety  of  new  things. 
There  were  the  investments  abroad  which  1 have  described, 
which  took  up  a certain  amount.  We  needed  nearly  £6mn. 
to  go  into  Canada,  and  a smaller  amount  to  go  into 
Australia.  Then  we  had  one  large  venture  which  was  a 
combination  of  modernisation  and  development ; that  is 
perhaps  a good  illustration  of  what  I think  you  want  to 
hear  about.  That  was  a new  dry  dock,  on  our  ship 
repairing  side.  We  have  a large  ship  repairing  business 
up  on  the  Tyne,  but  for  some  little  time  past  there  has 
been  a certain  amount  of  planning  for  a new  dry  dock, 
since  we  realised  that  we  had  not  a large  enough  dock  up 
there  to  be  able  to  take  in  for  repair  the  new,  larger  ships, 
and  particularly  large  tankers,  That  project  has  therefore 
gradually  been  worked  up,  and  final  approval  for  it  was 
given  in  the  middle  of  1957.  It  was  a £4mn.  venture, 
which  was  designed  to  take  some  of  the  largest  tankers, 
first  of  all  up  to  80,000  tons  and  then  ultimately  100,000 
ton  tankers.  We  had  to  go  a long  way  ahead  in  our 
thinking  as  to  how  far  that  would  pay  and  what  would 
happen  to  a business  in  which  we  have  a very  large  stake 
if  we  did  not  have  it.  That  was  worked  up  from  below, 
and  it  was  approved  by  the  board  of  Vickers  Limited  last 
year.  Nothing  that  has  happened  in  the  way  of  the  slight 


recession,  freight  rates  going  down,  the  shipping  industry 
being  what  it  is  now,  or  indeed  the  rise  m the  rates  of 
interest,  which  came  at  a slightly  awkward  moment  from 
our  point  of  view,  has  changed  our  minds.  We  have 
looked  at  it  and  reviewed  it ; but  we  made  up  our  mind 
it  was  a good  thing  to  do  and  nothing  has  changed  that 
because  it  was  quite  basic.  ' 

11307.  That  was  a programme  over  two,  three  or  four 
years,  I suppose ; when  you  finally  authorised  the  pro- 
gramme so  that  action  could  begin  were  there  estimates 
of  the  amount  of  money  to  be  spent  in  each  of  the  years, 

and  was  that  all  authorised  at  one  go? Yes.  The 

board  had  in  front  of  them  an  amount  for  each  year. 
We  concentrate  on  three-year  periods ; if  one  wants  to 
raise  a lot  of  capital  from  the  market,  there  is  about 
that  period  between  issues.  We  were  looking  at  this  pro- 
ject roughly  in  two  three-year  periods ; the  amount  esti- 
mated to  be  spent  in  each  particular  period  was  set  out 
and  part  of  it  spilled  over  into  the  second  period.  ’ 

11308.  Professor  Cairncross:  Do  I understand  that, 
although  you  did  not  change  your  mind  about  the  pro- 
ject, you  did  review  it  when  the  rates  of  interest  went 

up? We  did  not  review  whether  we  should  go  ahead 

with  that  particular  programme  at  all,  because  it  was 
fundamentally  right.  Whatever  the  rate  of  interest-well, 
nearly  whatever— it  would  not  have  affected  u.s.  It  was  a 
15,  20,  25-year  programme,  and  over  the  years  the  rates 
of  interest  would  pre.sumably  roughly  even  themselves 
out.  This  applies  to  all  our  programmes,  We  just 
looked  at  the  issue  at  the  last  minute  to  see  whether  the 
amount  to  be  raised  should  he  the  amount  we  originally 
thought  of  or  a little  less.  When  all  the  requirements  had 
been  shown  and  we  had  allowed  an  amount  for  the 
development  of  aircraft,  which  was  very  large,  we  came 
to  the  conclusion  that  we  required  something  like  £60  mn, 
altogether  over  the  three-year  period.  From  our  own 
resources  we  ourselves  found,  partly  from  depreciation 
reserves  and  partly  from  retained  profits,  roughly  half; 
so  we  were  left  with  a figure  of  £30  mn.  to  £35  mn. 
for  which  we  had  to  go  to  the  public.  The  review  was 
as  to  what  the  figure  should  be,  not  as  to  whether  it 
.should  be  raised  at  all,  because  we  approved  those  things 
as  being  essential  for  our  business,  particularly  the  dry 
dock. 

We  did  discard  another  dock  improvement  programme 
at  Barrow,  not  because  of  the  rate  of  interest  but  because 
we  could  not  see  that  it  would  greatly  improve  our  com- 
petitive position.  It  would  have  cost  a lot  of  money,  and 
It  would  have  been  harder  to  earn  it.  T^at  was  discarded 
for  other  reasons  than  the  monetary  one. 

11309,  Mr.  Jones:  Was  it  guaranteed  stock  you  were 

putting  on  to  the  market? Partly  one  and  partly  the 

other,  We  had  secured  loan  stock  of  £10  mn.,  and  just 
under  £20  mn.  of  equity  shares. 

11310.  But  you  would  have  substantial  liquid  resources ; 
would  they  not  have  an  influence  on  the  question  of  rates 

of  interest  on  your  business  overall? As  to  the  first 

part  of  that  question,  we  have  at  various  times  consider- 
able liquid  resources.  Up  to  1956  we  were  running  with 
about  £6  mn.  of  liquid  reserves,  but  as  we  went  ahead 
with  part  of  this  programme  we  gradually  ran  that 
down.  We  bought  an  investment  in  Canada  for  £6  mn., 
and  aircraft  work  in  progress  used  up  a lot.  Then, 
with  all  this  in  view,  and  knowing  where  we  were 
going  to  go  in  regard  to  what  the  expenditure  might 
be,  we  planned  ahead  that  we  should  have  to  go  to 
the  public  for  the  amount  we  could  not  provide  ourselves 
for  this  large  programme,  and  then  ran  down  our  own 
resources  and  drew  on  our  banking  facilities,  with  a view 
to  liquidating  the  overdraft  by  getting  money  from  the 
public,  which  we  did  just  over  a year  ago.  We  are  now 
back  again  temporarily  in  the  position  where  we  have  paid 
for  most  of  these  things,  and  we  have  considerable  liquid 
resources  again,  between  £8  mn.  and  £10  mn.  at  this 
particular  time. 

11311.  Suppose  that  you  had  had  to  undertake  this 
scheme  on  the  Tyne  on  the  basis  of  minimum  borrowings 
on  terms  of  fixed  high  rates  of  interest  over  a long  period 
of  years ; would  it  have  been  economical  in  any  circum- 
stances to  have  interfered  with  the  development  that  was 
takfeg  place  and  the  construction  of  that  scheme  if  the 

rate  of  interest  had  gone  still  higher? ^No.  It  is  so 

basic  to  our  whole  existence  that  we  should  have  gone 
ahead  with  it  on  its  merits  as  something  which  was  neces- 
sairy  for  us  to  keep  our  position  in  line  of  buaness 
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over  the  years.  Almost  whatever  the  rate  of  interest  bad 
been  at  which  we  would  have  had  to  raise  that  money, 
we  should  still  have  gone  ahead  with  it,  We  should  have 
had  to  find  ways  of  earning  that  money,  perhaps  in 
another  part  of  the  business.  It  is  one  of  the  advantages 
of  a very  varied  group  system  that  we  are  able  to  do  that. 
We  did  not  have  to  look  at  that  as  a single  ship-building 
company  ; finance  comes  from  all  our  operations,  and  over 
the  years  it  has  been  shown  that  one  can  afiord  to  do 
it  that  way. 

11312.  It  is  more  economical  to  go  forward  with  a 
project  of  that  kind  and  to  keep  it  going,  even  though  the 
rate  of  interest  may  rise  by  1 or  2 or  more  per  cent.,  than 
to  hold  it  up  and  stand  the  consequences  of  the  delay  in 

the  completion  of  the  scheme? ^The  only  thing  we 

might  do  is  slightly  delay  it  or  slightly  spread  it  out ; but 
it  would  not  affect  going  ahead  with  it  as  a venture.  We 
might  vary  whether  it  was  built  in  two  or  four  years,  but 
a change  in  the -rate  of  interest  would  not  have  affected 
our  basic  decision  on  a scheme  of  that  kind. 

11313.  Professor  Sayers-.  Could  I go  back  to  a stage 
intermediate  between  the  decision  that  this  was  something 
vital  and  basic,  with  which  you  had  to  go  ahead  in  order 
to  hold  your  place  in  business,  and  the  stage  where  you 
described  the  board  as  having  another  look  at  it  in  view 
of  the  recent  change  of  circumstances  and  the  difficulties 
of  raising  money?  I am  thinking  of  the  time  when  you 
come  to  plan  the  project  in  rather  more  than  broad  out- 
line and  it  is  a matter  of  seeing  just  what  has  to  be  done, 
what  has  to  be  built,  what  quantities  of  material  will  have 
to  be  bought,  and  so  on ; when  you  are  sizing  it  up  in 
broad  terms  and  deciding  whether  it  is  a £5m.  or  a £10m. 
project,  or  what.  At  that  stage,  the  detailed  shape  of  the 
project  must  depend  a great  deal  on  your  planning 
engineers,  and  on  the  technical  people  who  will  say : 
“ The  walls  have  to  be  built  so  high,  and  so  thick ; they 
have  to  have  so  much  steel  in  them  for  strength  ”,  and  so 
on.  At  that  stage  is  there  not  technically  possible  a 
variety  of  views  as  to  how  strongly  it  should  be  built,  how 
expensively  it  should  be  built,  whether  it  should  be  built 

to  stand  for  thirty  years  or  fifty  years? We  deoend  on 

our  technical  people  to  say  what  is  the  most  efficient  way 
and  what  materials  are  required  and  what  strength  is  re- 
quired to  do  the  job  it  is  designed  to  do.  It  is  not  variable 
as  a matter  of  planning.  But  the  size  or  the  amount 
of  equipment  to  be  put  into  it  is  variable.  Perhaps 
I can  give  an  illustration  in  this  case.  When  we 
were  thinking  about  this  dry  dock  we  started  off  by  say- 
ing : “ People  are  gradually  moving  towards  building 
100,000  ton  tankers.  The  100,000  ton  tanker,  which  is  just 
less  than  1,000  feet  long,  is  about  the  limit  the  River 
Tyne  will  take,  if  the  ship  is  to  be  able  to  turn  into  the  dry 
dock  We  set  out  saying : “ If  we  are  going  to  do  it  at 
all,  let  us  do  it  thoroughly  Then  we  changed  ; we  said : 
“There  are  no  immediate  signs  of  100,000  ton  tankers, 
but  there  arc  signs  of  65,000  to  84,000  ton  tankers.  We 
will  make  this  dock  big  enough  to  take  84,000  ton  tankers, 
but  we  will  build  it  in  such  a way  that  it  can  be  extended 
at  a later  date  to  take  100,000  ton  tankers,  which  is  the 
maximum  that  the  Tyne  will  take  ” ; and  so  we  saved  that 
amount  of  money  in  our  planning.  That  was  rather 
different  from  what  you  are  suggesting,  but  it  is  perhaps 
the  same  kind  of  approach.  It  was  done  not  so  much 
because  of  the  capital  cost  of  it  as  because  we  thought  that 
we  would  not  earn  enough  money  to  be  able  to  justify 
it  being  done.  It  was  a compromise,  as  so  many  of 
diese  decisions  are,  not  on  the  technical  side,  because  one 
can  never  compromise  on  that,  but  rather  like  with  build- 
ing an  office  building,  when  one  says  : " It  can  take  two 
more  storeys  if  we  want  it  to 

11314.  Sir  Reginald  Verdon  Smith:  Could  you  develop 
a little  more  the  theory  of  the  compromise  that  achieves 
the  decision?  You  were  saying  earlier  that  profitability, 
as  distinct  from  the  rates  of  interest  that  one  has  to  pay 
on  money  required,  was  certainly  a consideration  which 
entered  into  your  judgment  about  stretching  capital  ex- 
penditure of  a replacement  type  a little  over  a period. 
You  spoke  of  the  annual  and  triennial  budgets  coming 
from  the  works  first  and  then  going  through  their  managing 
directors  to  the  main  board.  By  what  criteria  does  the 
board  form  a judgment  about  the  levels  of  expenditure? 
By  dieir  profitability  in  particular  cases,  by  the  need  for 
technologicaj  competition,  or  by  the  need  to  seek  new 
opportunities?  By  what  sort  of  measure  do  you  arrive 
at  judgments  involving  very  large  expenditures  over  a 
long  period  of  time,  if  it  is  not  a purely  monetary 


judgment? That  is  quite  a difficult  question  to  answer, 

because  I am  afraid  the  answer  to  it  sounds  highly  un- 
scientific. It  is  partly  conscious  and  partly  unconscious.  It 
is  commercial  judgment,  I suppose,  really.  All  those 
things  come  into  it;  we  go  on  discussing  these  things 
week  after  week,  without  necessarily  always  having  planned 
meetings,  but  just  discussions,  and  we  come  out  at  the 
end  with  the  answer  that  it  is  a good  thing  to  do  that 
particular  thing ; it  is  justified  technically,  commercially 
and  financially.  You  have  probably  found  yourself  that 
it  is  very  hard  at  these  times  to  say  how  one  gets  to  that 
answer.  I am  always  alarmed  at  some  of  the  test  cases 
given  at  various  colleges,  when  young  gentlemen  are 
asked  to  work  out  schemes  and  to  set  out  how  it  is  done. 
They  would  sometimes  be  a little  disturbed  if  they  knew 
how  one  does  come  to  those  answers,  because  it  is  a 
combination  of  the  experience,  knowledge  and  flair  of  a 
lot  of  people  who  have  had  a great  deal  to  do  with  it,  on 
which  IS  based  the  final  judgment  that  that  is  the  thing  to 
do.  On  top  of  all  the  knowledge  brought  to  bear  on  it 
in  the  end  there  is  a flair  which  one  cannot  describe. 

11315.  Professor  Cairncross:  We  are  interested  in  know- 
ing where  financial  considerations  enter  into  it.  You 
have  explained  that  you  discard  certain  projects  and  let 
others  through.  Clearly  there  will  be  some  projects  which 
you  cannot  afford  to  discard  because  they  are  essential 
to  your  business  ; but  there  must  be  others  which  you 
feel  do  not  offer  a sufficient  prospect  of  return,  or  that 
you  think  that  you  should  prune,  as  you  pruned  the  dry 
dock  project,  because  you  do  not  see  an  immediate  return, 
in  both  those  cases  the  return  you  expect  is  an  element 
you  consider.  Do  you  find  that,  if  you  are  getting 
progressively  less  liquid  and  therefore  are  more  and  more 
in  the  position  of  having  to  go  to  the  market  for  funds, 
you  take  a stricter  view  of  projects  sent  up  from  below 

and  set  your  levels  perhaps  a little  tighter? ^The  effect 

on  one’s  mind  about  that  is  very  marginal  indeed.  It 
would  only  be  in  cases  where  we  had  something  which 
under  particularly  favourable  conditions  we  would  like 
to  do  and  think  it  a good  thing  to  do,  but  which  we 
might  not  go  ahead  with  if  there  are  too  many  obstacles. 
It  need  not  be  a question  of  money ; it  might  be  that  we 
had  not  the  people  for  management  On  the  financial 
side,  it  would  only  happen  in  very  marginal  cases,  if 
at  all,  because  we  believe,  and  experience  has  shown,  that 
if  it  is  a really  good  thing  to  do  and  we  make  up  our 
mind  to  go  ahead  with  it,  we  can  count  on  getting 
the  money.  Of  course,  before  we  committed  ourselves 
to  a very  large  expenditure  we  should  consult  a variety 
of  people,  those  who  would  help  to  provide  that 
finance  in  that  way ; but  where  credit  is  of  a certain 
standard,  in  fact  it  does  work  out  and  one  can  get  it. 
The  timing  has  to  be  looked  at,  but  if  it  is  a really  good 
thing  we  can  count  on  finding  the  funds.  When  we  plan 
to  build  an  aircraft,  and  have  to  decide  whether  we  can 
tie  up  a large  amount  of  money  in  the  development 
stage,  we  believe  that  we  shall  find  the  funds  from  a 
combination  of  ordinary  credit  re.sources  and  ultimately 
our  shareholders.  You  might  think  that  perhaps  that 
looks  a bit  haphazard,  but  experience  proves  that  it  does 
work  out. 

11316.  It  is  the  marginal  cases  which  are  of  interest 
to  us  on  this  question ; we  should  like  to  know  whether 
in  your  experience  there  have  been  any  occasions  on 
which  the  prospects  of  difficulty  in  making  a public 
issue  or  of  a sharp  change  in  the  rates  of  interest  have 
induced  you  to  change  the  standard  which  you  apply  to 
projects  at  all,  whether  anything  has  been  turned  down 
which,  in  other  circumstances,  might  have  got  through? 
^Not  on  that  ground  alone. 

11317.  Professor  Sayers:  Has  it  been  a factor  in  your 

minds  in  turning  the  balance  against  a project? ^No, 

because  we  look  at  that  afterwards.  We  see  the  project 
as  something  which  is  in  the  interests  of  the  group  as 
a whole. 

11318.  And  you  decide  to  do  it  before  you  consider 

the  financial  considerations? ^We  decide  that  it  is  a 

good  thing  as  a whole  and  then  we  consider  how  we 
are  going  to  pay  for  it.  If  it  was  a very  large  amount 
relative  to  our  normal  resources,  we  would  find  out  first 
of  all  whether  within  that  period  we  would  be  able  to 
obtain  the  finance  for  it  So  far,  going  back  even  before 
my  time,  it  has  never  stopped  us  doing  something  which 
was  an  unportant  thing  to  do. 
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11319-  Has  it  ever  altered  the  timing? 1 cannot 

perhaps  be  quite  so  categorical  about  that,  but  I do  not 
tEirlf  it  has,  because  the  right  timing  comes  in  doing  the 
thing  at  all.  Take  this  dry  dock ; we  have  to  start  doing 
it  now,  because  we  have  to  have  it  available  by  the  time 
these  large  tankers,  which  we  are  building  ourselves,  will 
be  ready  to  use  it 

11320.  But  that  is  something  absolutely  basic  to  your 

business.  What  about  a more  marginal  project? It 

would  not  be  turned  down  because  of  a higher  rate  of 
interest,  unless  something  happened  to  the  market 
generally  and  we  were  on  warning  that  we  could  not  get 
anything  at  all. 

11321.  Sir  Oliver  Franks:  That  would  be  scarcity  of 

capital,  not  cost? ^Yes ; but  again  that  has  not 

happened. 

11322.  Professor  Sayers:  It  has  affected  the  timing? 

^Not  of  the  project,  but  of  providing  the  particular 

kind  of  finance. 

11323.  Lord  Harcourt:  You  are  reaUy  saying  that 
in  your  planning  the  rate  of  interest  has  no  consequence, 
because  you  as  a group  are  so  large  that  you  have  always 
to  be  sufficiently  liquid  to  time  ffie  raising  of  the  fresh 
capital  to  suit  yourselves ; in  other  words,  that  the  rate 
of  interest  wUl  influence  timing  of  the  raising  of  the 
capital  but  will  not  influence  your  planning? ^Yes. 

11324.  Professor  Cairncross:  Would  you  take  exactly 
the  same  view  about  the  scale  on  which  the  modernisation 
or  replacement  of  existing  works  was  permitted  in  con- 
ditions in  which  it  was  easy  to  make  an  issue  or  in  which 
capital  was  cheap,  as  you  would  take  when  the  rates  were 
high  and  there  was  some  difficulty  in  making  a large  issue? 

The  effect  of  the  interest  rate  would  be  on  the  actual 

amount  of  money  we  raised  at  the  particular  moment. 
If  in  September,  1957  the  rate  had  been  3 per  cent., 
we  would  have  tried  to  raise  a rather  higher  figure  to 
last  us  longer  than  we  did  at  that  time.  The  scaling 
down  would  come  from  the  amount  of  money  raised 
at  a particular  time ; it  would  not  affect  the  project, 
though  the  amount  of  liquid  capital  avaUable  would  be 
rather  smaller  or  larger. 

11325.  Would  the  limits  which  you  set  on  your  com- 
panies be  affected  by  tight  money?  Do  you  not  revise 
these  limits  at  times  on  grounds  which  may  be  associated 
with  the  need  to  carry  through  other  large  schemes,  for 

instance? Not  quite  in  that  way.  We  vary  those  limits 

as  the  case  is  put  up  by  a particular  company,  as  to  what 
they  need  on  a scheme  which  we  have  to  approve.  Our 
relationship  with  them  is  a little  like  that  of  a banker 
and  customer,  and  I have  tried  to  make  it  so  for  control 
purposes.  We  make  them  pay  a rate  of  interest  which 
reminds  them  of  the  cost  of  raising  the  money.  We  vary 
the  rate  of  interest  which  we  charge  to  our  companies,  to 
make  them  very  conscious  of  what  we  as  the  parent  com- 
pany have  to  pay  outside,  and  they  have  to  take  that  into 
account  in  their  costs ; but  it  does  not  affect  it  being  done. 

11326.  How  and  when  do  you  v^  these  rates? ^We 

do  not  necessarily  vary  with  the  Bank  Rate.  I hardly 
brought  down  the  interest  rates  for  our  internal  arrange- 
ments at  all  when  the  Bank  Rate  came  down.  We 
raised  our  last  lot  of  money  at  6 per  cent.,  and  they 
have  to  take  that  into  accoimt. 

11327.  But  that  does  not  affect  the  size  of  the  schemes 
which  they  put  up  to  you  for  approval? No. 

11328.  This  is  purely  bookkeeping? ^They  have  to 

recommend  schemes  which  are  thoroughly  sound  to  carry 
on  their  business,  and  they  are  reminded  of  the  finance 
they  need  to  do  it  in  the  rate  they  have  to  pay  us ; but 
it  does  not  affect  it. 

11329.  Why  do  you  think  it  is  necessary  to  remind 

them? 1 think  ffiat  all  the  way  down  the  line  they 

should  realise  the  true  cost  of  what  they  are  doing. 

11330.  Professor  Sayers:  Is  there  any  point  in  that, 

when  it  does  not  affect  what  they  are  doing? ^Yes.  It 

may  not  affect  what  we  on  the  board  of  Vickers  Ltd. 
approve,  but  the  companies  have  to  be  conscious  of  what 
it  is  costing  us ; they  have  to  appreciate  the  facts  of 
financial  life  so  far  as  we  are  concerned. 

11331.  Sir  Oliver  Franks:  If  one  of  your  subsidiaries 
is  in  effect  using  for  its  new  development  money  which 
has  been  raised  by  the  group  at  a certain  cost,  you  are 


saying  that  it  is  reasonable  that  in  forward  planning  that 
subsidiary  should  take  the  money  that  it  wiU  use  into  its 
costing  at  something  like  the  figure  at  which  it  has  been 
raised.  This  is  ma&ig  them  rate  conscious,  but  is  it  not 
doing  a little  more?  If  the  price  of  the  money  that  they 
will  be  using  is  taken  into  account  at  one  figure  rather 
than  another,  will  not  the  level  of  profit  which  the  exercise 

of  planning  establishes  be  to  that  extent  affected? That 

is  so. 

11332.  One  must  either  say  that  a scheme  which  is 
judged  proper  from  the  commercial,  financial  and 
scientific  angles  is  in  general  profitable  by  such  a margin 
that  differences  in  the  assumed  cost  of  money  are  never 
sufficiently  large  to  make  any  odds ; or  alternatively  ffiat, 
if  the  profitability  shown  in  the  planning  is  not  so  large, 
then  the  assumed  cost  of  money  does  really  make  a 

difference  as  to  what  is  thought  worth  undertaking? 

It  can  have  that  effect,  clearly ; the  rate  of  interest  they 
are  being  charged  might  make  it  less  attractive.  But  we 
should  have  a final  check  on  that,  because  they  would 
say  to  us : “ This  looks  like  becoming  marginal  as  a 
good  thing  to  do  because  of  the  very  high  rate  which 
you  are  charging  us  ”.  At  that  stage  it  then  comes  back 
to  us  to  take  the  long  view  and  to  say  whether,  having 
regard  to  this  rather  artificial  rate  we  are  charging,  it  is 
still  a good  thing  to  do.  As  to  the  final  decision  as  to 
whether  we  shoidd  go  ahead,  it  would  be  drawn  to  our 
attention  that  it  was  marginal  because  we  were  charging 
6 per  cent,  instead  of  4 per  cent.,  and  we  would  ffien 
make  the  final  decision,  and  say:  “ It  is  stUl  a good  thing 
to  do 

11333.  Professor  Cairncross:  How  does  that  happen? 
Do  the  companies  come  back  and  ask  you  that  question? 

^They  are  always  drawing  our  attention  to  the  effect 

of  the  charge.  They  would  put  it  to  us.  It  has  not  come 
yet,  because  our  programme  was  largely  passed  before  tffis 
happened,  but  even  if  they  did  come  I believe  that  we 
would  go  ahead,  having  noted  the  fact  but  not  changing 
our  decision  because  of  it. 

11334.  Professor  Sayers:  Many  of  these  modernisation 
jobs  and  replacement  jobs  must  be  fairly  small  ffiings, 
to  which  you  would  not  want  your  notice  to  be  drawn 
at  all ; things  which  must  be  decided  locally,  and  things 
where  there  is  a choice  of  method ; for  example,  whether 
to  put  on  a building  a roof  that  will  stand  there  forty 
years  and  never  need  anything  spent  on  it,  or  a roof 
that  does  the  job  pretty  well  but  is  going  to  need  replace- 
ment in  ten  or  fifteen  years  and  meanwhile  may  involve 
certain  costs  for  repair  from  time  to  time.  This  is  a case 
where  the  level  of  the  rate  of  interest  would,  on  the  face 
of  it,  be  highly  relevant ; but  this  would  be  a small  item, 
just  one  particular  part  of  a modernisation  or  rebuilding 
job.  Would  you  not  expect  the  local  manager  to  decide 

that  without  coming  back  to  you? ^The  level  to  which 

we  keep  control  over  capital  expenditure  of  that  kind 
comes  up  quite  high.  Each  of  those  companies  has  a 
board  (which  is  in  fact  largely  identical  with  the  main 
board)  to  which  things  come  up,  and  the  control  limit  is 
fairly  low.  At  the  present  time  those  concerned,  quite 
senior  people,  have  been  looking  through  the  whole  of 
the  replacement  capital  expenditure,  and  in  some  cases 
they  have  deferred  buying  machinery  or  putting  a new 
roof  on.  Some  of  these  things  have  been  stretched  a 
little.  They  have  said : “ We  will  leave  that  over  until 
the  following  year  ” ; but  that  has  been  agreed  because 
we  are  not  quite  so  sure  as  to  the  net  profits  which  are 
going  to  he  available  to  pay  for  those  things  ; I em- 
phasise; net  profits.  It  may  be  stretched  a year  or  so 
further  ahead  for  that  kind  of  reason,  because  when  our 
profits  go  down  we  try  to  make  something  last  longer. 
That  is  the  main  reason  for  the  kind  of  decision  that  you 
have  in  mind. 

I should  make  it  clear,  although  I do  not  want  to 
emphasise  it  too  much,  that  the  criteria  of  doing  some- 
thing is  not  just  that  we  must  do  it  or  the  return  we 
get  for  it ; in  our  particular  case,  with  a large  proportion 
of  our  activities  in  engineering  and  shipbuilding  on 
Government  and  defence  work,  it  is  our  job,  if  we  are 
going  to  be  equipped  for  doing  anything  for  the  Services, 
to  keep  ourselves  in  condition.  Some  of  the  things  we 
do  are  not  at  all  profitable,  but  we  have  to  make  that 
extra  contribution.  That  has  nothing  to  do  with  profit- 
ability, but  we  have  to  be  prepared  to  do  that  kind  of 
thing. 
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11335.  Professor  Cairncross:  There  was  a very  large 
increase  in  fixed  investment  in  British  industry  over  the 
period  after  1953,  and  I imagine  that  your  company 
shared  in  this  expansion.  Could  you  tell  us  whether 
in  your  judgment  that  expansion  was  due  to  special 
circumstances  or  whether  you  think  it  was  a movement 
to  a continuing  higher  level  of  investment  over  a longer 

period? ^We  certainly  shared  in  that  expansion  in  Sie 

middle  fifties.  It  was  very  largely  on  the  aircraft  side, 
We  were  building  Viscounts,  and  part  of  it  was  taken  up 
by  military  orders.  It  was  clear  &at  it  was  necessary  to 
sell  the  aircraft  at  the  right  tune,  and  we  had  to  re-equip 
very  largely.  We  expanded  a great  deal  in  buildings  and 
equipment  at  that  period.  That  is  really  over  now.  We 
hope  to  stay  in  this  field,  but  none  of  us  can  see  much 
greater  expansion  in  aircraft  manufacture  at  this  time. 
The  other  thing  continuing  is  the  dock ; but  apart  from 
those  two  things,  the  new  aircraft  and  the  dock,  our  plans 
in  that  way  will  steady  down  a great  deal, 

11336.  You  do  not  see  anything  coming  forward  which 
might  eventually  rival  these  two  in  magnitude? ^No. 

11337.  Professor  Sayers:  And  these  are  both  related 
more  closely  to  the  course  of  technical  development  than 
to  anything  else? ^Yes. 

11338.  Sir  Oliver  Franks:  We  ought,  for  the  sake  of 
completeness,  to  deal  with  our  questions  about  stocks. 
It  is  important  to  us  to  know  whe&er,  when  you  consider 
the  amount  of  stocks  and  work  in  progress,  which 
accumulates  if  markets  are  sticky,  considerations  some- 
Umes  arise  which  make  you  pay  attention  to  the  rate  of 

interest,  or  whether  that  is  not  so? Stocks  as  I think 

the  terra  is  generally  interpreted  in  this  field  do  not  play  a 
very  large  part  at  aU  with  us.  Work  in  progress  obviously 
does.  We  do  not  hold  stocks  of  anything  we  make ; we 
hope  to  have  no  stock  on  the  shelves  at  all.  Our  only 
stocks  are  the  raw  materials  needed  to  make  things  wiiich 
have  been  ordered  by  somebody.  So  file  amount  of  stocks 
we  have  in  hand  is  controlled  by  the  orders  we  receive, 
which  in  turn,  I suppose  one  might  say,  can  be  affected 
by  what  our  customers  think  about  the  situation,  including 
perhaps  the  monetary  position.  But  that  is  very  indirect. 

11339.  You  would  say  that  the  volume  of  the  stock  of 
any  particular  material  which  you  hold  at  any  given  time 
is  within  a relatively  narrow  margin  simply  a logical 

derivation  from  your  programmes? ^Yes.  We  would 

only  have  more  or  less  stocks  to  a very  small  extent  from 
considerations  of  scarcity  and  not  much  from  considera- 
tions of  price.  We  may,  in  ordering  certain  commodities, 
possibly  copper,  or  something  like  that,  have  waited  a 
short  time,  a we  could  afford  to  wait,  because  of  the  price. 
We  stock  up  a bit  more  when  things  are  harder  to  get  (for 
instance,  plates  for  making  ships)  and  a little  bit  less 
when  they  become  easier,  as  at  the  present  moment.  But 
once  started  we  are  not  flexible  in  that  way. 

11340.  Professor  Cairncross:  Would  you  ever  order  a 

general  review  of  stocks? ^Tbe  main  factor  which  runs 

through  everything  of  that  kind  is  the  question  whether 
what  we  are  doing  is  efficient  and  economic.  Stocks  are 
reviewed  to  see  if  they  are  enough ; but  again  there  is  a 
certain  amount  of  " feel  ” in  that.  Over  the  years  it  has 
usually  turned  out  about  right. 

1I34I.  If  there  was  a credit  squeeze,  or  a sharp  rise  in 
the  Bank  Rate,  do  you  think  that  any  of  yoiur  companies 
would  look  to  see  if  there  was  any  small  mar^n  of  excess 

stocks? No.  It  would  be  on  the  scarcity  and  the 

prospects  of  being  able  to  get  the  material  at  all. 

11342.  From  our  point  of  view  even  a 1 or  2 per  cent, 
change  in  stocks  might  be  worth  hearing  about,  because 
over  the  whole  of  British  industry  that  would  represent 

something  quite  large? Considerations  of  scarcity 

could  produce  a figure  like  that,  I should  imagine. 

11343.  But  changes  in  monetary  values  would  not? — ■ — • 
Not  that  much.  We  either  have  to  have  it,  or  we  have 
not.  It  is  a very  slight  adjustment  in  either  direction. 

11344.  If  you  saw  ahead  of  you  very  large  financial 
commitments,  you  would  not  then  feel  it  was  worthwMe 

scraping  a little  out  of  stocks? ^The  level  of  stocks  is 

related  completely  to  the  programme  for  making  the  article. 
We  could  not  afford  to  do  it,  because  we  should  either 
run  short  or,  if  we  took  advantage  of  a favourable  condi- 
tion, we  should  be  tying  up  too  much  money.  We  should 
not  have  the  space  to  do  it,  anyway ; we  have  that  physical 
problem. 
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11345.  Sir  Oliver  Franks:  May  I try  to  put  into  words 
my  impression  of  your  answers,  to  see  if  it  is  right?  Your 
programme  form^  by  the  major  decisions  which  the 
central  board  has  made  on  reviewing  the  suggestions  and 
programmes  of  the  subsidiary  companies  is  the  governor 
of  all  file  activities.  This  programme  is  definite  at  any 
given  stage  over  the  first  three  years,  and  is  adumbrated 
and  in  part  worked  out;  in  certain  sections  anyhow,  for 
a second  three-year  period.  The  amount  of  stocks  you 
hold,  the  amount  of  money  you  will  need  to  use,  the 
number  of  managers  you  will  require  and  the  volume  of 
workpeople  in  particular  areas  you  will  need,  are 
governed  by  and  are  functions  of  the  authorised  and 
accepted  programme.  The  business  of  the  central  board 
is  to  keep  that  programme  reasonably  and  ri^tly  balanced 
and  adjusted  to  opportunity.  If  it  does  that,  it  succeeds. 
Therefor^  to  our  questions  whether  particular  things,  such 
as  the  price  of  money,  weigh  consciously  and  particularly 
with  you  in  estimating  the  programme  at  any  given  point 
of  time,  the  answer  is  always : “ Over  any  Siort  term, 
no  ; the  programme  itself  governs,  and  it  is  assumed  that 
all  the  other  thin^  can  be  provided  to  make  the  pro- 
gramme function,  including  money  at  whatever  the  pre- 
vailing price  may  be  ”.  Is  that  a fair  way  of  putting  it? 

^That  is  exacfly  so.  It  is  assumed  that  funds  will  be 

available,  though,  as  I explained,  we  make  the  right  kind 
of  inquiries  to  make  sure  that  it  will  be  available  in  one 
form  or  another  when  it  is  required.  These  plans  for 
investment  are  dependent  on  what  other  people  are  likely 
to  need  from  us,  or  may  want  to  need  ; I suppose  it  can 
be  said  that  flieir  minds  niay  be  influenced  by  these  other 
factors.  Indirectly,  therefore,  we  may  be  concerned  with 
it,  but  not  so  far  as  our  own  conscious  actions  are  con- 
cerned. 

11346.  Over  the  last  seven  years  we  have  moved  from 
a 2 per  cent,  to  a 7 per  cent.  Bank  Rate  and  half  way  back 
again.  Clearly  what  you  have  said  about  the  influence 
of  the  cost  of  money  holds  for  those  variations  of  rate 
which  we  have  in  fact  experienced.  You  have  also  said 
that  there  must  be  a money  rate  so  high  that  one  would 
have  to  pay  specific  and  particular  attention  to  it  and 
make  decisions  which  would  be  different  because  of  it. 
I imagine  we  would  all  agree  that  at  15  per  cent,  that 
would  be  so.  I realise  that  this  is  a hypothetical  question 
and  in  that  sense  difficult  to  answer  at  all ; but  have  you 
any  feeling  about  where  the  critical  level  would  come? 
It  did  not  come  at  7 per  cent. ; would  it  come  at  10  per 
cent.,  or  is  it  nearer  15  per  cent.?  Or  can  one  only  answer 
that  by  seeing  what  in  fact  one  decides  when  confronted 

by  the  circumstances? 1 think  that  the  last  sentence 

is  really  the  only  answer  possible.  The  indirect  effect  on 
what  we  do  is  &e  effect  on  those  people  who  buy  &om 
us.  About  40  per  cent  of  our  products  are  exports,  and 
that  particular  problem  does  not  affect  it  here. 

11347.  Do  you  think  that,  if  the  managers  of  the  subsi- 
diary «>mpanies  took  file  cost  of  money  as  10  per  cent 
in  their  plans  and  therefore  their  recommendations,  that 
would  affect  the  type  of  thing  that  they  come  to  the 

board  with? No.  If  that  penal  rate  of  10  per  cent. 

had  not  affected  the  people  who  buy  from  us,  they  would 
say : " We  can  make  that  and  it  will  be  a good  thing  to 
do  But  the  profit  which  we  produce  for  Vickers  Limited 
would  be  affected,  and  at  that  stage  the  judgment  would 
be  transferred  to  us  on  the  board  itself,  as  to  how  much 
we  should  take  that  into  account  Normally  we  should 
not  take  it  into  account,  but  it  would  not  prevent  it  being 
done  so  far  as  the  companies  were  concerned. 

11348.  Professor  Cairncross:  With  a gilt-edged  rate  of 
10  per  cent,  would  you  not  require  a profit  of  20  per  cent. 

to  show  a return? ^Yes.  Profit  margins  are  getting 

a bit  slender  these  days,  but  it  would  have  to  be  a figure 
well  above  the  gilt-edged  rate.  It  would  be  bound  to  make 
a difference  if  the  Bank  Rate  went  up  to  a point  where  the 
margin  between  what  anybody  would  pay  for  something, 
both  at  home  and  abroad,  and  what  it  cost  faded  away. 
I am  afraid  that  is  not  a very  satisfactory  answer  to  that 
question. 

11349.  Lord  Harcourt:  You  said  that  Vickers  Ltd. 
normally  keep  highly  liquid.  When  you  have  large  quan- 
tities of  liquid  funds,  do  you  invest  in  Treasury  Bills? 

Perhaps  I can  give  an  example  of  what  it  is  at  this 
moment,  when  we  have  £8  mn.  to  £10  mn.  of  liquid  funds. 
A considerable  proportion  of  that  is  in  Treasury  Bills 
at  the  moment,  and  a declining  amoimt  is  on  loan  to  local 
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authorities.  We  have  a considerable  amount  in  Tax  Reserve 
Certificates,  and  occasionally  a little  bit  in  the  money  mar- 
ket ; but  alw'ays  our  first  line  is  deposits  with  our  bankers. 
The  largest  individual  item  at  the  moment  is  Treasury 
Bills  and  the  second  largest  is  Tax  Reserve  Certificates. 

11350.  Do  you  operate  in  the  short  bond  market  as 

well? ^No.  There  is  a point  about  this  which  may  be 

of  interest.  In  estimating  our  financial  requirements  for 
our  business  the  fluctuations  can  be  such  that  it  is  extremely 
difficult  to  be  able  to  get  any  programme  for  that  kind  of 
investment  at  all.  We  have  extraordinary  swings,  because 
it  is  the  sum  of  the  requirements  at  any  one  time  of  a 

{The  witness 


large  number  of  diffierent  companies  who  individually  have 
very  large  amounts. 

11351.  Sir  Oliver  Franks:  You  mean  that  sometimes, 

instead  of  cancelling  each  other  out,  they  accumulate? 

Yes.  I have  here  our  cash  forecast  for  the  next  eighteen 
months,  which  has  various  lines.  Allowing  for  the  worst, 
if  all  our  companies  drew  on  us  at  the  same  time  the 
fluctuations  are  such  that  our  reserve  can  fade  out  com- 
pletely, or  can  swing  by  many  millions.  As  I say,  at  the 
present  moment  it  is  mainly  in  Treasury  Bills. 

Sir  Oliver  Franks:  We  should  like  to  thank  you  very 
much  indeed  for  coming.  Lord  Knollys. 

withdrew.) 


Sir  Patrick  Hennessy,  Chairman,  and  J.  M.  A.  Smith,  Esq.,  Assistant  Managing  Director,  Ford  Motor  Co.  Ltd.,  called 

and  examined. 


11352.  Sir  Oliver  Franks:  Sir  Patrick,  the  Chairman 
has  asked  me  to  apologise  for  the  fact  that  he  is  unable 
to  be  here  this  morning. 

You  have  had  the  questions  which  are  in  our  minds 
and  about  which  we  would  like  to  ask  you.  Before  we 
come  to  the  actual  questions,  is  there  anything  of  a general 
nature  which  you  would  like  to  say  about  your  large  com- 
pany or  about  your  general  approach  to  the  subject- 

matter  of  the  questions? Sir  Patrick  Hennessy : I think 

that  it  is  appropriate  that  I should  say  something.  First 
of  all,  we  are  perhaps  the  exception  in  the  motor  industry 
because  we  have  tried,  succes^ully  so  far,  to  finance  all 
our  expansion  from  earnings.  That  is  possibly  rather  odd 
in  this  industry,  but  we  hope  to  continue  wifli  fliat  and 
we  are  fairly  optimistic  that,  unless  we  run  into  some 
serious  recession,  we  can  do  it.  From  that  point  of  view 
we  have  been  less  concerned  about  what  is  happening  to 
money  in  the  market  place  than  some  of  our  friends  in 
the  motor  industry  and  other  industries  have  been.  It  has 
been  our  policy  to  try  to  operate  with  such  efficiency 
that  we  could  not  only  provide  for  our  shareholders  but 
also  for  a very  substantial  capital  programme  which  we 
anticipated  a number  of  years  ago  and  for  which  we 
began  to  accumulate  money.  We  are  spending  or  are  about 
to  spend  about  £65  mn.  That  has  gone  up  and  will  go  up 
substantially  ; we  are  investing  at  the  rate  of  about  £20  mn. 
a year  at  the  present  time. 

The  second  point  is  that  whatever  we  do  is  dictated 
by  our  competitors  at  home  or  abroad.  This  is  one  of  the 
most  competitive  industries  in  the  world,  so  that  what  we 
do  about  investment,  in  terms  of  the  practical  things 
that  investment  provides,  is  not  always  our  own  choice. 
We  may  have  perfectly  good  machinery  to-day,  and  think 
that  it  is  good  enough  for  another  five  or  ten  years ; 
but  to-morrow  somebody  brings  out  something  better, 
our  competitors  in  Germany  or  America  or  somewhere  else 
use  it  and  we  have  no  choice  but  to  follow.  The  amount 
of  our  investment  related  to  our  sales  is,  I imagine,  high 
compared  with  many  other  industries,  and  we  are  much 
more  liable  to  changes  in  the  types  of  assets  which  we 
have,  production  machinery  or  equipment  or  buildings, 
than  some  other  industries  entirely  because  of  the  exceed- 
ingly fierce  competition  which  we  have  to  meet. 


11353.  Professor  Cairncross:  I imagine  that  the  capital 
expenditure  of  your  company  has  varied  from  time  to 
time,  and  has  been  particularly  high  in  the  last  four  or 

five  years? Yes.  During  wartime  we  were  restricted 

in  what  we  did  about  our  own  affairs,  and  immediately 
after  the  war  we  had  Government  restriction  on  the 
expansion  of  plants.  It  varies  also  because  we  are  a 
growing  industry  and  a growing  company. 

11354.  Is  the  kind  of  level  of  capital  expenditure  which 
you  have  had  in  the  last  few  years  likely  to  be  main- 
tained, or  may  it  increase?  Or  do  you  think  that  you 
l'®avy  investment  programme  in  the 
middle  fifties  and  that  it  was  one  which  will  not  be 

repeated?- No  ; our  investment  programme  is  always 

going  to  be  high.  The  motor  car,  the  commercial  vehicle 
and  to  a lesser  extent  the  tractor  are  subject  to  change 
either  because  of  fashion  or  because  competition  dictates 
It.  For  example,  these  days  bringing  in  a new  model  can 
TOSt  £5  mn.,  and  with  a big  range  of  them  such  as  wc 
have  the  amounts  of  £5  mn.  add  up  fairly  fast  Even  if 
we  are  not  expanding  capacity  at  the  same  rate  we  are 
sti'U  doiog  a lent  of  tiiiDgs  -wihadh  cost  money. 


11355.  Would  you  say  that  in  the  past  few  years  you 

have  been  in  any  sense  making  up  arrears? Yes.  We 

are  making  up  arrears  from  the  point  of  view  of  ameliora- 
tion, modernisation  and  expansion.  We  were  working 
seven  days  a week,  and  nights,  and  doing  different  shifts, 
and  conditions  were  not  good  enough,  We  have  a lot  of 
things  to  make  up.  But  in  this  particular  industry  we 
are  always  going  to  have  big  investment.  It  may  drop 
from  the  £20  mn.  approximately  a year  which  we  foresee 
this  year,  next  year  and  probably  the  year  after,  to  £15  mn. 
one  year,  but  that  is  going  to  be  about  the  sort  of  figure, 

11356.  We  are  interested  in  knowing  what  were  the 
factors  governing  the  big  spurt  in  invc.stment  which  was 
common  to  the  whole  of  British  industry,  I think,  from 
about  1953  onwards.  Can  you  think  of  any  special 

factors? The  delayed  action  which  we  have  spoken  of 

was  one  factor. 

11357.  You  think  that  that  was  the  principal  item? 

Yes,  I suppose  it  was,  because  there  was  the  delayed 
action  with  regard  to  the  facilities  we  had : whether  they 
were  modern,  and  all  that  sort  of  thing.  The  other  thing 
was  that  everybody  was  assessing  world  demand  on  a 
much  higher  level  than  previously.  I think  that  applies 
to  most  industries  ; wc  were  preparing  to  cope  with  it. 
I suppose  that  some  part  of  that  is  not  going  to  be 
repented.  On  the  other  hand,  if  we  arc  going  to  continue 
to  be  competitive — and  that  dominatc,s  everything  in  our 
industry — we  may  be  forced  into  more  and  more  invest- 
ment because  it  is  the  only  way  we  can  compete.  If  our 
competitor  begins  to  make  a motor  car  in  a certain  way 
which  saves  money  or  does  something  else,  wc  have  to 
follow. 

11358.  From  what  you  said  earlier,  monetary  circum- 
stances have  no  immediate  impact  on  what  you  do  by 
way  of  investment? No  direct  effect. 

11359.  But  they  might  have  an  indirect  effect? They 

have  an  indirect  effect  upon  us,  because  of  our  dealers 
who  sell  the  cars,  and  1 suppose  also  because  of  our 
stipphcrs  who  make  things  for  us.  If  they  are  restricted, 
if  they  cannot  put  in  up-to-date  machinery  such  as  we  are 
doing,  that  18  a disability.  If  our  dealers  are  not  able  to 
stock  and_  finance  their  business  of  selling  cars,  that  is  a 
very  considerable  disability,  as  we  found  during  the  time 
m which  money  was  hard  to  get. 

11360.  You  did  find  some  effect  on  the  stocking  policy 
of  your  dealers? Yes. 

11361.  Entirely  on  financial  grounds  or  because  the 

market  had  dropped  away? We  do  not  expect  our 

dealers  to  cairy  the  same  stocks  when  the  market  drops 
away  as  we  do  when  the  market  is  good  ; so  that  did  not 
have  a serious  effect  on  them.  But  their  inability  to  get 
money  was  a restriction  ; it  was  designed  to  be  a restriction 
on  trade. 

11362.  Sir  Oliver  Franks:  Was  it  basically,  so  far  as 
the  dealers  were  concerned,  a difficulty  arising  from  the 

®^P®^siveness  of  money  or  the  scarcity  of  money? 

think  that  the  major  thing  was  scarcity ; but  the  cost 
came  into  it  too. 

11363.  Professor  Cairncross:  There  is  one  other  way 
in  which  monetary  restrictions  must  have  reacted  very 
markedly  on  your  industry,  and  that  is  through  the  hire 
purchase  restrictions.  Do  you  think  that  they  had  a very 

marked  effect  on  consumer  buying? ^Yes,  a very  serious 

effect. 
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11364.  And,  correspondingly,  the  removal  of  those 
restrictions  might  affect  demand  in  the  opposite  sense? 

Yes.  It  is  rather  difficult  to  assess  it  as  yet  because 

the  market  was  going  down,  and  even  if  this  recent 
relaxation  halts  that  it  has  been  effective. 

11365.  Professor  Sayers:  When  you  spoke  about  the 
indirect  effects  of  dear  money  and  the  possibility  of  your 
suppliers  being  unable,  because  of  the  monetary  con- 
ditions, to  modernise  their  plant,  were  you  speaking  of 

actual  cases? No,  although  I should  have  no  difficulty 

in  finding  some  if  I wanted  to. 

11366.  You  believe  that  there  are  some  among  your 
suppliers  who  were  in  that  position? ^Yes. 

11367.  Professor  Cairncross:  On  grounds  of  the  cost 
of  the  money  again?— Because  people  automatically 
begin  to  restrict  their  ideas  ; they  begin  to  get  frightened  ; 
they  are  not  as  enterprising ; they  are  more  careful. 

11368.  You  do  not  apply  this  to  your  own  business? 
Not  to  our  own  company. 

11369.  Professor  Sayers:  Why  do  you  think  your  sup- 
pliers are  different  from  yourselves  in  this? ^Because 

our  policy  has  been  to  finance  from  our  own  earnings. 
That  is  not  general  either  in  the  motor  suppliers’  industry 
or  in  othei-  industries. 

11370.  This  would  affect  people  who  are  unable  to 
borrow ; but  you  spoke  also  of  their  taking  fright  as 

another  factor? One  noticed  that  during  all  that  time 

of  restriction  people  were  much  more  careful  about  what 
they  did.  For  example,  there  is  the  truck  business,  which 
is  related  to  industry  very  closely.  It  is  not  a fashion, 
or  something  which  people  buy  in  a whim  or  otherwise. 
We  found  that  the  buying  of  trucks  slowed  down  very 
considerably.  People  said:  “We  are  having  difficulty  in 
getting  money.  We  can  postpone  buying  our  trucks  for 
another  year  There  was  a little  more  caution  than 
usual. 

11371.  Sir  Oliver  Franks:  This  would  be  after 

September  1957? Yea. 

11372.  Professor  Sayers:  Not  in  1955/56? In  1956 

we  had  Suez,  which  rather  confused  the  situation. 

11373.  Your  example  was  taken  from  among  your 
customers,  but  when  you  spoke  in  general  terms  you 

spoke  also  of  your  suppliers? Those  customers  are 

also  suppliers.  They  are  the  same  people.  The  people 
who  buy  trucks  are  our  suppliers. 

11374.  Sir  Reginald  Verdon  Smith:  When  these 

customers  are  affected  by  the  general  economic  scene, 
monetary  considerations  and  so  on,  so  that  the  demand 
goes  down,  although  this  may  not  affect  your  investment 
programme  it  must  have  a considerable  effect  on  your 
flow  of  production  and  therefore  on  the  scale  of  stock- 
holdings, work  in  progress,  level  of  employment,  and  so 
on.  Does  that  make  widespread  differences  in  the 
volume  of  funds  available  to  you  and  therefore  sub- 
sequently affect  the  proportion  that  you  are  prepared  to 

lay  out  on  investment  programmes? ^No,  because  our 

plans  are  very  long-term.  We  forecast  as  well  as  we 
can  the  world  demand  for  all  motor  products ; then  we 
sort  out  from  that  as  best  we  can,  for  all  the  countries 
of  ffie  world,  what  our  proportion  of  that  is  likely  to  be 
over  a long-term  period  of  years,  from  five  to  ten  years. 
So  we  cannot  be  affected  seriously  by  year-to-year  changes 
in  the  availability  of  money.  There  are  far  more  serious 
things  than  that.  For  example,  governments  in  overseas 
countries  quite  often  restrict  us  overnight  by  putting  tariffs 
on  us  because  they  have  run  out  of  currency  or  for  some 
other  reason.  We  have  to  take  into  account  many  factors, 
most  of  them  long-term  factors  more  serious  than  die 
availability  of  money  or  the  cost  of  money,  It  is  a factor, 
of  course,  but  with  us  it  is  not  a major  factor.  We 
cannot,  just  because  we  run  into  some  monetap'  diffi- 
culty in  this  country  in  one  year,  start  affecting  our 
plans  for  five  years  ahead,  because  in  the  next  year  it 
perhaps  switches  the  other  way,  and  if  we  went  on  in  that 
way  we  would  be  switching  from  one  year  to  the  next. 
We  cannot  do  it.  We  commit  ourselves.  That  does  not 
mean  that,  if  we  are  running  into  bad  times  that  look  like 
continuing,  we  do  not  do  something  to  taper  off  or  delay 
or  postpone  or  minimise  in  some  way  the  tail  end  of  a 
programme.  We  do  not  make  the  final  commitments  until 
the  latest  possible  moment.  But  we  cannot  allow  year-to- 
year  fluctuations  to  affect  the  long-term  plan. 
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11375.  Professor  Cairncross:  How  far  ahead  would 

you  be  cornmitted  on  your  capital  expenditure? ^At 

the  present  time  we  have  placed  orders  on  our  programme 
two  years  ahead  and  we  are  probably  committed  for 
another  year  beyond  that.  But  there  are  some  kinds  of 
commitments  which  are  not  commitments  in  the  sense 
which  I think  you  mean,  in  the  sense  that  if  we  have 
built  half  a thing  we  must  go  on  and  build  the  other 
half  whether  we  want  to  or  not. 

11376.  Mr.  Jones:  Did  I understand  you  to  say  that 
cer^n  of  your  projects  involve  planning  over  a period 

of  investment  of  ten  years? They  involve  planning  for 

a period  of  ten  years,  and  if  we  are  planning  physical 
assets  and  new  models  and  that  kind  of  thing  we  have 
to  provide  the  money  to  pay  for  them.  But  we  do  not 
make  a commitment  in  terms  of  money  over  ten  years. 
We  assume  that  we  are  going  to  earn  that  money,  and  we 
set  about  doing  it.  We  make  our  profit  plans  for  years 
ahead.  We  set  our  targets,  and  say:  “This  is  what  we 
have  got  to  have  each  year”.  That  is  our  profit  plan, 
that  is  our  target ; and  unless  we  run  into  Suez,  or  some- 
thing of  that  kind,  or  our  competitors  have  taken  a very 
considerable  leap  ahead  of  us,  we  find  that  we  caiTHb  it. 

11377.  Provided  that  you  can  continue  to  carry  into 
operation  the  principles  on  which  you  are  already 
operating,  you  are  not  going  to  be  affected  at  all,  so  far 
as  your  internal  arrangements  are  concerned,  by  1he 

monetary  policy  of  the  country? 1 think  it  is  fair  to 

say  that  we  would  not  he. 

11378.  Professor  Sayers:  Are  you  saying  that  if,  during 
the  period  for  which  you  are  now  committed,  something 
happened  in  the  world  which  was  going  to  affect  the 
markets  of  the  world  quite  seriously,  you  would  have  to 
say  that  your  flow  of  expenditure  on  your  various  capital 
projects  would  go  on  unchanged  until  about  the  end  of 

1960?  Is  that  what  your  two  years  means? Yes.  I do 

not  know  what  that  might  be,  frankly.  We  did  wake  up 
and  read  in  the  newspapers  about  Suez,  for  example,  but 
that  was  a very  exceptional  thing.  Naturally  we  had  to 
take  a very  good  look  at  what  we  were  doing  at  that  time, 
which  we  did.  We  did  not  stop  anytiiing,  but  we  tapered 
off  and  postponed  some  of  the  things  which  came  at  the 
end  of  the  programme,  and  then  we  waited,  because  it 
was  not  necessary  to  make  commitments  on  those  things 
at  that  moment.  But  as  to  the  basic  things  for  which  we 
were  already  committed,  and  not  only  committed  in  terms 
of  having  placed  orders  but  committed  in  the  sense  that 
we  felt  we  had  to  go  on  with  them,  those  we  went  on  with 
in  spite  of  Suez,  On  some  less  essential  things  which 
were  further  away  and  could  still  be  picked  up  a year 
ahead  we  said  we  would  postpone  the  actual  commitment 
or  definite  plans  until  we  saw  how  it  went.  But  it  is  very 
difficult  to  envisage  what  sort  of  things  would  affect  us. 
If  you  say  a recession,  for  example,  what  does  that  mean? 

A recession  may  last  three  months  ; it  would  not  affect  us 
if  we  thought  it  was  only  going  to  last  three  months. 

11379.  Sir  Oliver  Franks:  One  might  come  to  the  view 
that  in  the  case  of  a recession  in  international  trade  world 
commodity  prices  might  be  off  for  two  to  three  years  from 
what  they  had  been,  and  that  it  was  not  very  likely  that 
in  a period  of  up  to  two-and-a-balf  or  three  years  there 
would  be  a violent  upsurge,  although  they  might  move 
round  a bit.  This  would  mean  that  the  possibilities  of 
exports  from  this  country  to  primary  producing  and  de- 
veloping countries  could  not  be  so  good ; ffiey  would  not 
have  the  currency,  as  you  were  saying  earlier.  In  tiiis 
purely  hypothetical  case,  if  you  thought  you  could  foresee 
a falling  off  of  export  demand  for  two  to  three  years, 
is  that  the  sort  of  factor  which  would  repercuss  back  on 

your  programmes  and  cause  you  to  modify  them? 

Unhappily  we  do  not  know  about  such  things  until  after- 
wards. If  we  knew  in  time,  it  certainly  would.  I do  not 
want  to  complicate  this  too  much,  but  there  are  certain 
basic  things  which  we  are  committed  to.  For  example, 
there  was  a foundry  which  cost  us  £8mn.  or  £9mn.  Having 
started  on  that,  even  though  the  markets  went  against  us 
there  was  nothing  we  could  do  about  it  except  go  ahead. 
In  any  case  we  had  enough  faith  that  we  were  going  to 
want  it,  if  not  this  year  next  year,  or  the  year  after ; and 
we  needed  it  because  our  world  competitors  were  doing 
that  sort  of  thing  and  we  were  going  to  go  one  ahead  of 
them,  as  in  fact  we  did.  So  there  was  nothing  we  could 
do  about  that.  Your  point  is  typical  of  what  has  happened 
this  year.  Commodity  prices  have  been  down,  and  some  of 
our  best  export  markets  have  been  cut  substantially,  and 
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no  one  knows  how  long  that  situation  is  going  on  for. 
If  you  do,  I wish  you  would  tell  me,  because  we  should 
then  know  what  sort  of  action  we  should  take  about  it. 
We  have  not  done  anything  about  cutting  there,  but  we 
have  been  helped  by  the  United  States  market,  which  has 
covered  up  not  only  the  difficulties  of  the  European  market 
but  also  the  difficulties  of  the  Commonwealffi  markets. 
We  cannot  do  anything  about  it  in  our  industry  because 
we  are  designing  and  building  motor  cars  and  what  we 
call  “ facilities  " (i.e.  factories,  machinery,  equipment,  dies 
and  everything  else)  for  years  ahead.  That  there  is  a bad 
year  in  commodity  prices  and  Australia  shuts  us  out  does 
not  mean  that  we  can  stop  that.  We  are  going  to  need 
those  motor  cars  four  or  five  years  ahead  whatever  may 
be  happening  to-day  or  next  year.  We  are  an  unhappy 
industry  from  that  point  of  view,  that  we  make  our  com- 
mitments so  far  ahead  of  the  time  that  we  cannot  tell 
whether  our  markets  can  accept  the  product  or  not. 

11380.  Professor  Sayers-.  If  there  was  an  announce- 
ment of  a major  switch  in  monetary  policy  in  this  country 
(excluding  any  changes  in  the  hire  purchase  arrangements) 
would  that  cause  you  to  alter  your  plans  at  all,  thinking 
of  this  possible  change  in  the  monetary  policy  as  of  the 

order  of  those  you  have  seen  in  the  last  five  years? 

No.  After  all,  they  are  temporary,  are  they  not? 

11381.  They  have  never  been  announced  as  temporary? 

That  is  how  they  have  worked  out.  Unless  we  are 

going  to  see  the  country  in  trouble  for  ever  one  assumes 
that  these  monetary  policies  are  not  permanent ; not  as 
permanent  as  our  old-fashioned  roads,  or  something  of 
that  kind.  How  can  we  therefore  change  a long-term 
plan  for  them? 

11382.  In  any  such  case,  do  you  consider  at  all  any 

re-phasing  of  a plan? ^Yes.  Despite  anything  I have 

said,  we  are  naturally  revising  our  estimates  of  demand 
for  every  country  perhaps  twice  a year,  and  as  we  revise 
our  estimates  of  what  our  requirements  are  likely  to  be 
for  the  next  three,  four  or  five  years  we  naturally  take 
anotlier  look  at  our  plans  and  see  whether  they  require 
expansion  in  this  area  or  that  area,  or  whether  there  is 
some  indication  that  we  have  gone  too  far  somewhere. 
If  we  thought  that  we  had  gone  too  far,  and  the  thing 
was  capable  of  flexibility,  we  would  naturally  try  to  limit 
it  to  the  new  look. 

11383.  Sir  Oliver  Franks:  Earlier  on  you  were  inclined 
to  say  that  changes  in  the  price  of  money,  on  the  scale 
that  we  have  known  them  in  this  country  for  the  past  five 
years,  did  not  directly  affect  the  decisions  which  you  your- 
selves took  on  capital  investment,  though  they  affected 
your  suppliers  or  your  dealers.  At  that  point  in  the 
discussion  you  said  that  there  was  no  direct  effect,  but 
that  there  might  be  a substantial  indirect  effect  of  mone- 
tary measures  on  the  way  in  which  you  looked  at  or 
even  revised  your  investment  plans  from  time  to  time. 
When  Professor  Sayers  was  putting  his  question  about  the 
impact  of  a charge  in  monetary  measures  on  the  scale  of, 
say,  September,  1957,  you  said  in  reply  that  you  would 
look  again,  and,  as  you  estimated  changes  in  demand, 
you  might  vary,  because  there  is  a range  of  things  which 
you  plan  where  variation  is  possible,  just  as  there  is 
a range  of  things  where  you  are  really  committed  and 
must  go  on.  Were  you  talking  exclusively  of  what  I call 
the  indirect  effect,  or  do  you  include  the  possibility  of 

a direct  effect? 1 said  that  we  review  our  estimates 

of  world  requirements  country  by  country  twice  a year, 
taking  into  account  all  the  restrictions  which  can  be 
applied  by  the  different  countries  and  taking  everything 
else  into  account:  conditions  created  artificially  in  the 
home  market  by  purchase  tax  or  hire  purchase  restric- 
tions, or  the  shortage  of  money  not  as  it  affects  us  directly 
but  as  it  affects  the  overall  picture.  We  would  look 
at  that  a couple  of  times  a year,  and  we  would  naturally 
look  at  our  expansion  or  modernisation  programme  or 
new  model  programme,  whatever  happened  to  be  relevant 
to  all  these  circumstances ; but  the  effect  of  the  monetary 
policy  on  that  sort  of  long-term  investment  planning 
is  not  one  of  the  major  factors,  and  with  us  less  even  than 
most  because  of  our  policy  of  self-financing. 

11384.  Mr.  Jones:  You  would  look  at  the  markets 

rather  than  the  monetary  implications  to  yourselves? 

Yes.  You  may  say  that  the  monetary  implications  have 
some  effect  on  the  market  places  ; undoubtedly  they  have, 
but  how  long-term?  It  is  rather  a complicated  business 
in  our  industry,  but  let  me  try  to  illustrate  it  for  you. 


One  of  our  investments  at  the  moment  is  a £5mn.  invest- 
ment on  a new  car,  and  we  have  estimated  that  we  are 
going  to  make  500  of  these  new  cars  a day  when  we  do 
make  them  four  years  ahead,  or  whatever  it  is ; that  is 
for  the  whole  world.  We  are  not  going  to  stop  in  our 
tracks  because  of  monetary  policy  and  cut  that  investment 
down  to  400  or  350  cars  a day,  because,  if  we  make 
dies  and  that  sort  of  thing  for  350  a day,  we  cannot 
afterwards  make  500.  So  from  the  practical  point  of 
view  we  could  not  be  controlled  by  what  happens  in 
the  money  market  place,  unless  we  took  a one-year  view ; 
and  with  our  kind  of  investment  we  cannot  take  a one- 
year  view  because  we  are  planning  production  four  or 
five  years  ahead.  How  can  we  take  a view  about  monetary 
policy  at  home  for  one  year  or  eighteen  months?  We 
have  been  absolutely  foxed  by  purchase  tax.  In  our 
estimates  some  years  ago  we  anticipated  that  by  this  time 
purchase  tax  would  be  down  to  about  15  per  cent.  It 
went  the  opposite  way  to  what  we  anticipated. 

11385.  Profc.v.sor  Cairnernss:  You  have  taken  a long 
view  of  capital  investment,  and  therefore  you  have  taken 
a long  view  of  your  future  financial  commitments.  You 
hope  to  meet  these  commitment,?  out  of  profits ; what 

if  you  cannot? If  we  could  not,  of  course  we  would 

do  something  else.  But  I think  we  can. 

11386.  That  mean.s  that  you  have  to  be  fairly  sure 
that  you  will  have  the  profits  from  which  you  can  meet 
the  costs  of  the  new  capital  invtstment,  What  happens 
if  you  hit  rather  bad  times  and  profits  are  not  what 
you  would  expect  them  to  be?  Docs  it  mean  that  you 
start  off  on  a large  programme  of  expenditure  by  being 

very  liquid  to  begin  with? We  anticipated  that  in 

years  ahead  very  large  sums  of  money  would  be  required 
for  our  programme,  and  accumulated  a lot  of  money 
before  we  started.  That  was  fortuitous  to  some  extent, 
but  also  planned.  Mr.  Smith  and  I began  that  plan  to 
accumulate  that  money  in  1948  knowing  that  we  had 
to  do  all  this  against  our  competitors.  If  we  ran  into 
some  period  when  we  could  not  do  that,  then  wc  would 
go  out  and  raise  money  jast  as  anybody  else  would.  We 
would  not  say:  “We  arc  going  to  slow  down  this  pro- 
gramme or  stop  it  because  we  have  a kink  about  not 
raising  money".  We  should  be  quite  happy  to  do  that; 
we  should  have  no  objection  to  doing  it. 

11387.  From  what  you  have  said  I gather  you  have 

not  made  a practice  of  going  out  to  borrow  money? 

No. 

11388.  Would  that  embrace  banks  us  well? Yes; 

we  provide  our  own  working  capital.  We  bring  in 
E.C.G.D.  to  cover  some  of  our  export  risk. 

11389.  Lord  Harcourt:  Do  you  finunce  any  of  the  hire 
purchase  of  your  products  yourselves? No. 

11390.  Professor  Suyers:  Your  liquid  resources  must 
be  very  big  sometimes.  How  do  you  deploy  them 

temporarily  ; in  Treasury  Dills? Sir  Patrick  Hennessy : 

Substantially,  yes. — Mr.  Smith:  and  short-term  Govern- 
ment securities  up  to  two  years. 

11391,  Do  you  shift  much  as  between  Treasury  Bills 
and  bank  deposits? From  time  to  time. 

11392.  And  short  bonds? Yes,  dictated  entirely  by 

the  yield. 

11393.  You  watch  the  relative  yields  and  are  prepared 
to  shift? Yes. 

11394.  Profe.i.sor  Cairncross:  Would  that  investment  in 

Treasury  Bills  go  back  quite  a few  years? ^We  have 

done  it  for  three  or  four  years  at  least,  but  not  ten 
years. 

II395.  Professor  Sayers:  And  in  the  short  bonds? 

That  has  been  fairly  consistent.  Some  ten  years  ago  we 
had  a proportion  in  mediums  (by  that  I mean  ten  to 
twelve  years)  but  over  the  last  five  years  we  have  been 
concentrating  exclusively  on  short-term  Tsonds  of  less  than 
two  years. 

11396.  Is  your  concentration  on  them  on  the  ground 

that  you  really  expect  to  use  the  money  fairly  soon? 

Yes. 

11397.  The  ten  to  twelve-year  bond  is  really  too  long 

in  relation  to  your  requirements  of  cash? It  is,  and 

also  it  is,  or  might  be.  vulnerable. 

11398.  Professor  Cairncross:  Is  any  part  of  th«e 

liquid  funds  in  local  government  loans? 

recently ; a relatively  small  proportion. 
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1J399.  Would  you  reckon  to  employ  all  these  funds  in 
this  country,  or  would  there  be  any  circumstances  in 

which  you  would  use  them  abroad? Sir  Patrick 

Hennessy:  We  have  got  some  abroad,  to  cover  dollar 
buying  if  we  have  to  buy  some  machinery.— -Mr.  Smith ; 
To  the  extent  that  we  cannot  get  normal  forward  cover 
in  the  market  we  have  to  buy  short-term  American  bonds. 

11400.  This  is  not  related  to  the  return? Not  at  all. 

The  return  is  substantially  less. 

11401.  There  have  been  a number  of  changes  in 
Government  fiscal  policy  designed  to  encourage  or  dis- 
courage investment.  Is  it  your  view  that  these  changes 

have  any  effect  in  the  motor  industry? Sir  Patrick 

Hennessy : Yes,  they  are  bound  to  have.  Anything  which 
makes  it  more  difficult  to  accumulate  money  is  bound 
to  have  an  effect. 

1 1402.  Professor  Sayers : That  is  on  the  motor  industry 

you  said  ; what  about  your  own  company? Sir  Patrick 

Hennessy.  So  far  they  have  not  had  any  effect  on  us 
that  I can  measure.— Mr.  Smith-.  They  have  not  had 
an  effect  on  our  plans,  but  they  have  had  an  effect  on 
OM  monetary  position,  in  as  much  as  the  withdrawal 
of  the  tax  allowances  midway  through  our  expansion  had 
a very  substantial  adverse  effect  on  our  cash  position  — 
Sir  Patrick  Hennessy:  But  we  have  still  had  sufficient 
cash ; it  has  not  affected  our  expenditure. 

11403.  Professor  Cairncross:  Expenditure  on  capital 
account  was  not  affected,  but  it  might  have  been  affected 
if  you  had  not  had  the  liquid  funds.  Some  other  motor 
car  companies  might  very  well  have  been  affected,  if 
they  had  not  been  able  to  finance  themselves  to  the 

same  extent  as  you  were? ^To  the  industry  it  had 

quite  a serious  effect,  and  it  would  have  had  an  equally 
serious  effect  on  us  if  we  had  not  accumulated  sufficient 
money  for  our  purposes  at  that  time. 

11404;,  Professor  Sayers:  Do  you  know  of  firms  in  the 
motor  mdu.stry  or  among  your  suppliers  which  altered 
their  capital  expenditure  programmes  because  of  changes 

in  initial  and  investment  allowances? No,  I do  not  • 

I have  not  made  it  my  business  to  find  out.  But  they 
all  need  money,  and  more  money.  Without  mentioning 
any  of  our  perhaps  smaller  competitors  by  name  (although 
they  call  them  the  “Big  Five”),  they  all  need  money 
badly,  in  my  opinion,  for  modernisation  and  expansion, 
and  to  the  extent  that  they  are  deprived  of  it  they  are 
that  much  le,ss  equipped  to  compete.  Broadly  speaking 
the  battle  of  the  motor  industry  is  not  at  home:  it  is 
in  the  market  places  of  the  world.  It  is  there  that  we 
are  trying  to  get  that  extra  volume  which  brings  down 
costs  and  allows  us  to  compete.  However  good  the  over- 
seas business  is,  on  the  other  hand,  we  look  to  the  home 
market  for  our  major  profits.  Therefore  anything  that 
is  done  in  this  country  to  restrict  business  which  is  not 
done  to  our  major  competitors,  the  Germans,  the  French 
or  the  Italians,  is  obviously  hindering  the  motor  industry 
m this  country.  If  the  other  fellow  does  not  have  to 
^rry  the  same  sort  of  burdens,  then  he  has  an  advantage. 
He  may  have  other  advantages  as  well. 

11405.  Sir  Reginald  Verdon  Smith:  When  you  speak 
of  expansion,  are  you  thinking  primarily  of  the  expansion 
of  volume  of  current  and  immediately  succeeding  products 
of  the  same  sort,  rather  than  of  expansion  by  way  of 
broadening  the  business  or  investing  one’s  capital  in  other 

lines? No.  Broadly  we  stick  to  our  own  business, 

because  that  is  what  we  know  most  about.  We  have  so 
much  to  do  there  with  our  money  that  we  have  not  thought 
much  about  going  out  into  other  areas  of  industry.  There 
IS  tremendous  scope  yet  for  us  to  broaden  our  activities 
within  our  own  business,  because  we  do  not  make  every- 
thing that  goes  into  a motor  car.  We  can  expand  by 
making  more  of  the  components  which  we  at  present  buy 
outside.  We  already  make  our  own  power,  which  is 
unique  in  the  industry  in  Europe ; we  make  our  own 
glass,  our  own  coke,  our  own  pig  iron  for  the  foundry ; 
but  there  is  a great  area  in  which  we  could  expand,  if 
we  wanted  that  kind  of  expansion,  and  make  things  which 
we  now  buy.  Expansion  at  the  moment,  so  far  as  we 
are  concerned,  is  expansion  in  doing  the  things  we  are 
already  doing  in  a bigger  and  better  way.  We  are  forced 
to  do  that.  It  would  be  very  comfortable  to  sit  back  and 
We  have  a magnificent  business  now,  very  profit- 
able , but  unhappily  our  competitors  overseas  are  not 
view.  They  are  all  expanding  and  modernising, 
and  if  we  do  not  follow  we  will  not  stay  where  we  are; 
we  will  igo  down.  It  is  a very  fine  rat-race ! 
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11406.  It  is  essentially  the  element  of  competition  that 
determines  the  scale  and  rate  of  capital  investment ; but 

profitability  must  also  come  into  it  at  some  point? 

Yes.  It  does  not  follow— in  fact,  I do  not  think  that  it 
will  follow — that  because  we  have  expanded  and  modern- 
ised we  are  going  to  continue  to  get  the  same  return  on 
mvestment.  An  overseas  nationalised  company,  like 
Renault  in  France,  are  willing  to  operate  on  a low  return 
on  investment.  One  does  not  quite  know  how  the  things 
are  financed,  but  they  are  wUling  to  do  that  That  is  the 
sort  of  competition  we  have  to  face  up  to.  So,  even  when 
we  are  making  the  investment  we  are  conscious  of  the 
fact  that  we  may  not  earn  the  return  on  the  investment 
that  we  have  earned  in  the  past. 

11407.  Professor  Cairncross:  When  you  are  deciding  on 
ffie  level  of  expenditure,  you  presumably  take  account  of 
the  probable  eventual  return  on  it ; do  you  have  some 
kind  of  rate  of  return  that  you  regard  as  allowing  you 
to  discard  some  of  the  things  you  are  contemplating  and 

fo  3-ccept  others? We  do  not  make  any  investment  at 

all,  however  big  or  small,  without  considering  what  return 
we  are  going  to  get  on  it  and  also  whether  there  are 
alternatives  ; buying  frorn  somebody  else  instead  of  manu- 
facturing. We  have  trained  a management  team  which 
is  as  capable  of  going  through  that  exercise  as  any  1 
have  known  in  Europe,  perhaps  even  more  capable,  taking 
the  view  that  management  is  no  good  unless  it  can  operate 
at  high  profit,  and  we  need  a high  profit  for  our  business. 
But  the  very  fact  that  we  have  gone  through  that  exercise 
to  the  best  of  our  ability  and  put  in  an  investment  does 
not  mean  that  in  three  years’  time,  when  the  thing  comes 
out  on  the  market,  we  get  the  return  we  estimated,  because 
in  the  meantime  a competitor  may  have  made  it  only 
possible  for  us  to  get  half  that  return  on  that  investment. 

11408.  Would  you  at  any  time  revise  the  rale  of  return 
which  you  thought  was  critical  on  a programme  of  capital 
expenditure?  Would  you  at  some  stage  decide  that  you 

wanted  a higher  or  a lower  rate  of  return? ^Yes,  We 

l^ave  a variety  of  things  which  would  guide  us  in  that 
sort  of  thing.  Some  investments  that  we  might  make  might 
be  more  risky  than  others,  and  are  liable  to  be  shorter- 
tMm,  because  wo  cannot  see  the  future  as  well  on  some 
things  as  we  can  on  others.  Some  investments  are  basic 
investments  which  we  require  whatever  kind  of  article 
we  make;  our  foundry,  our  glass  works,  and  that  sort 
of  thing.  Other  investments  are  affected  by  fashion  in 
the  market  place,  how  long  a model  is  likely  to  last,  and 
a whole  host  of  other  things.  We  take  the  risk  into  account 
and  we  would  expect  to  get  a higher  return  on  investments 
for  a shorter  period. 

11409.  That  is  variation  over  a period  of  time  among 
different  things  which  you  have  to  accept  or  reject.  I was 
more  concerned  with  whether  your  criterion  changed 
through  time,  so  that  whereas  in  one  year  you  thought 
15  per  cent,  might  be  an  acceptable  basis  in  another  year 
you  were  prepared  to  accept  12  per  cent,  as  an  acceptable 

basis  for  the  same  kind  of  project? Mr.  Smith : We 

continually  measure  our  overall  investment  with  our  com- 
petitors, and  particularly  our  foreign  competitors,  and 
everything  is  relative. — Sir  Patrick  Hennessy : That  is  quite 
true ; but  also,  if  we  set  15  per  cent,  as  the  standard  rate 
we  were  expecting  to  get  (actually  that  is  not  the  figure, 
but  if  It  were)  and  the  staff  processed  something  which 
only  gave  a return  of  10  per  cent.,  there  might  be  very 
good  managerial  reasons  why  we  would  go  ahead  with 
something  at  10  per  cent,  or  less  than  that. 

11410.  I can  see  plenty  of  reasons  why  you  should 
depart  from  a criterion,  whatever  it  is,  at  any  particular 
time ; but  does  the  criterion  itself  change,  perhaps  because 
your  foreign  competitors  seem  willing  to  accept  a lower 
rate  of  return  on  their  money  than  they  had  been  accept- 
ing in  the  past? Our  competitors  determine  almost 

everything.  We  would  vary  our  desire  for  a return  on 
investment,  depending  on  circumstances.  Before  we  could 
say  anything  more  than  that  about  it,  we  would  have  to 
pick  out  some  particular  thing  and  debate  it,  I was 
searching  through  my  mind  to  find  one  which  might  be 
appropriate  to  your  question,  but  off-hand  I catmot  think 
of  one. 

11411.  Let  me  take  a specific  case;  you  have  expanded 
the  range  of  your  operations  since  the  war  to  cover  some 
components  or  materials  that  previously  you  bought  out- 
side. In  doing  that,  do  you  look  to  see  what  the  return 
is  likely  to  be,  and  is  that  return  a controlling  element 

3D3 


Sm  Patrick  Hennessy  and  Mr.  J.  M.  A.  Smith 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


780 


COMMITTEE  ON  THE  WORKING  OF  THE  MONETARY  SYSTEM 


4 November,  1958]  Sir  Patrick  Hennessy  and  Mr.  J.  M.  A.  Smith 


[Continued 


in  your  choice? ^There  are  two  considerations:  (1) 

whether  it  makes  us  more  competitive,  and  (2)  the  return 
on  investment.  If  it  makes  us  more  competitive  in  the 
sense  that  we  can  reduce  costs,  that  is  one  of  our  primary 
thoughts  in  what  we  do.  We  do  not  like  to  do  it  unless 
we  see  a return  on  investment  as  well ; but  conceivably 
we  would  do  something  which  gave  no  return  on  invest- 
ment if  it  made  us  more  competitive. 

11412.  Would  not  the  increased  competitiveness  be  a 

return  on  investment? Sir  Patrick  Hennessy.  It  might 

not  be,  because  we  might  have  to  give  it  away  in  price. 
It  is  a rather  devious,  complicated  business  about  which 
one  cannot  make  any  hard  and  fast  rules.  Our  staffs  are 
told  that  we  are  not  interested  in  things  unless  we  get  a 
return  on  investment,  but  nevertheless  we  are  flexible 
enough  sometimes  to  have  to  do  things  where  a net 
return  is  not  going  to  come  to  us. — Mr.  Smith:  We  have 
on  occasions  invested  at  a comparatively  low  rate  to  meet 
the  danger  of  a monopoly  situation, 

11413.  If  you  make  comparisons  between  the  present 
position  and  the  prewar  position,  would  you  expect  an 
investment  to  yield  a higher  return  now  than  in  those 

days? Sir  Patrick  Hennessy:  Yes.  We  need  a higher 

return ; everything  costs  more.  The  return  we  get  is  for 
reinvestment  in  our  case,  broadly  speaking.  We  have 
shareholders,  too,  and  we  take  care  of  them  fairly  well ; 
but  we  require  a lot  more  money  pro  rata  for  investment 
now  than  before  the  war  because  everything  costs  three 
or  four  times  as  much  anyliow  ; so  we  have  to  get  a bigger 
return  on  investment  than  we  planned  before  the  war. 
But  what  we  get  in  this  industry  is  dictated  by  our  com- 
petitors, and  what  the  Government  and  bankers  and  people 
do  to  us,  if  it  is  not  also  done  to  our  competitors  in 
Germany  or  somewhere  else,  is  a disability,  whatever  it 
may  be.  Despite  all  that  has  been  said  about  the  Ford 
Motor  Co.  Ltd.,  that  is  the  effect  it  has  on  our  industry. 

11414.  Sir  Oliver  Franks:  We  are  asking  each  of  our 
witnesses  who  is  in  charge  of  an  important  unit  in  indus- 
try whether  sudden  changes  in  the  cost  of  money,  as  in 
September  1957,  cause  his  organisation  to  take  a look  at 
their  stocks  and  to  economise,  or  not,  We  have  had  two 
views  put  to  us  by  different  types  of  people ; either  they 
do  look,  and  they  try  to  prevent  their  money  being 
blocked  up  more  than  absolutely  necessary ; or  the 
amount  of  stocks  held  at  any  time  is  a function  of  the 
manufacturing  programme,  and  while  there  may  be  a 
tiny  bit  of  flexibility  on  the  whole  there  is  not,  and  what 
determines  the  volume  of  stocks  is  not  the  price  of  money 
but  the  manufacturing  programme  which  does.  Might  I 

ask  where  you  come  out  in  regard  to  those  two? 

Sir  Patrick  Hennessy : In  our  particular  company  we  do 
not  carry  big  stocks  at  all.  We  like  to  regulate  the  flow 
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of  materials  and  supplies  into  our  organisation  so  that  it 
is  related  to  the  day-to-day  requirements,  and  we  do  not, 
in  the  normal  course  of  events  anyhow,  carry  excess 
stocks  of  any  kind.  We  do  not  believe  in  having  things 
lying  about  the  place,  because  they  occupy  space,  There 
are  a thousand  very  good  reasons  for  regulating  affairs 
so  that  the  stuff  flows  in  and  out  again.  When  I tell 
you  that  we  try  to  turn  stocks  over  seven  times  a year, 
and  that  we  have  done  better  than  that,  it  gives  you  an 
idea  of  how  quickly  the  stuff  flows  through.  But  there 
are  other  people  in  industry  who  probably  do  not  work 
quite  that  way.  Our  stocks  at  the  present  time  in  terms 
of  value  are  £22  mn.  or  £23  mn.  That  includes  a whole 
lot  of  motor  cars  which  are  built  and  are  awaiting  ship- 
ment. So  there  is  very  big  money  in  stocks  in  this  indus- 
try; even  though  we  might  have  very  limited  stocks  at 
any  one  moment,  those  stocks  will  be  worth  millions  of 
pounds.  In  the  motor  industry  it  must  be  pro  rata  in 
each  company  a substantial  factor.  If  people  are  relying 
on  borrowed  money,  it  is  a considerable  factor,  and  I 
should  imagine  that  they  would  all  endeavour  to  cut 
down  their  stocks  under  those  circumstances,  Again, 
our  dealers  have  to  carry  .substantial  stocks  not  only  of 
new  motor  cars,  but  of  trucks,  tractors,  spare  parts,  and 
all  that  kind  of  thing ; they  have  a problem  because  they 
are  relying  on  banks  and  other  source.s  to  finance  their 
businesses  for  them,  and  they  have  to  think  whether  they 
can  get  the  money  and  what  they  have  to  pay  for  it. 
It  has  a .serious  effect  on  them. — Mr.  Smith:  We  are 
certainly  in  the  latter  category  of  the  two  which  you 
mentioned.  Sir  Oliver.  Our  .stock  levels  are  determined 
by  functional  considerations.  The  penalties  for  not 
stocking  according  to  functional  considerations  are 
infinitely  greater  than  the  ones  which  have  been  imposed 
by  a variation  in  interest  rates.  If  we  ran  short  of  stock 
the  consequences  would  be  appalling;  and  to  be  over- 
stocked would  be,  as  Sir  Patrick  said,  so  phy.sically  dis- 
turbing that  it  would  not  be  good  business. 

11415.  If  there  are  no  other  questions,  I think,  Sir 
Patrick,  wc  should  like  to  thank  you  and  Mr.  Smith 
very  much  indeed  for  coming  to  help  us  this  morning. 

Sir  Patrick  Hennessy:  I hope  wc  have  been  of  some 

help  to  you.  I do  want  to  emphasise  that  this  industry, 
as  I expect  Sir  Reginald  knows,  is  exceedingly  vulnerable 
to  anything  which  affects  trade,  because  it  has  to  com- 
mit itself  so  far  ahead,  whether  it  is  on  new  models 
or  the  kind  of  equipment  we  put  in,  and  we  have  to  make 
these  long-term  commitments  without  any  knowledge  of 
what  our  own  Government  is  going  to  do  to  us  in  regard 
to  purchase  tax  or  what  any  other  Government  is  going 
to  do.  However  well  managed  wc  arc  and  however  well 
we  forecast  the  future,  there  is  a tremendous  dement  of 
risk  in  this  business,  and  as  a rei>ult  of  that  we  require 
a fairly  good  return  on  the  investment. 

r withdrew.) 

'.til  2,15  p.m.) 


Lord  Raddlffe  in  the  Chair. 

The  Rt.  Hon.  the  Viscount  Chandos,  D.S.O.,  M.C.,  Chairman,  Associated  Electrical  Industries  Ltd.,  called  and  examined. 


11416.  Chairman:  Good  afternoon.  Lord  Chandos. 
Thank  you  for  coming:  Wo  have  given  you  five  points 
which  illustrate  the  kind  of  questions  we  should  like  your 
help  on  from  your  experience,  but  I only  want  these  to  be 
a starling  point  for  anything  you  want  to  say.  Would 
you  like,  before  we  come  to  our  specific  questions,  to  give 

us  any  enlargement  on  any  point  of  view? Lord 

Chandos : I think  that  all  I want  to  say  will  arise  in  deal- 
ing with  the  questions  you  have  put  to  me.  The  first  is : 
“ What  are  the  main  considerations  which  determine  the 
size  and  content  of  your  organisation’s  fixed  investment 
programme?  ’’  First  of  all  we  make  a survey  of  the 
general  outlook  for  the  electrical  industry ; we  believe 
that  the  general  trend  is  that  the  demand  for  electric  energy 
in  almost  every  country  is  doubling  every  ten  years,  so  that 
the  demand  for  our  electrical  products,  if  we  keep  our 
position  in  the  industry,  will  double  in  ten  years.  Against 
that  background  we  examine  the  fixed  investment  pro- 
gramme. That  is  broken  down  into  projects.  I 
thought  that  might  be  useful  to  the  Committee 
if  I left  with  them  a typical  project  report  which 
shows  the  factors  which  we  take  into  account.  Largely 
it  takes  account  of  the  increase  in  the  market. 
This  is  a project  at  Sheffield  amounting  to  about  £2  mn. 
for  the  manufacture  of  new  traction  equipment.  This  is 


the  report  as  it  was  presented  to  the  Company  in  May 
1955.  It  shows  all  the  considerations  which  made  us  invest 
that  money.  The  market  analysis  and  general  background 
show  increasing  demands  for  locomotives  other  than 
steam  ; this  report  sets  out  what  our  position  is  likely 
to  be  in  relation  to  our  competitors,  where  plant  should 
be  located,  the  output  per  square  foot  of  factory  space, 
and  80  on.  Perhaps  you  would  not  mind  keeping  the 
figures  confidential.'* 


• Note:  The  project  report  handed  in  by  Lord  Chandos  had 
five  sections: 

(1)  a review  of  the  prospects  for  home  and  overseas  demand 
for  electric  traction  equipment  over  the  following  ten  years,  and 
an  estimate  of  the  net  trading  profit  to  be  expect^  on  the  output 
of  the  proposed  extensions; 

(2)  a general  description  of  the  project,  with  assessments  of 
the  factory  space  and  labour  requirements  and  of  the  prospects 
of  meeting  the  labour  requirements;  recommendations  as  to 
sites; 

(3)  proposals  as  to  the  division  of  operations  between  cxistmg 
plant  and  the  proposed  extensions; 

(4)  estimates  of  capital  expenditure  on  buildings  end  plant, 
and  of  the  increase  in  working  capital  requir^  for  the  extensions; 

(5)  a time  scale  showing  the  phasing  of  work  and  expenditure. 
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The  Rt.  Hon.  Lord  Chandos,  D.S.O.,  M.C. 


1 1417.  Would  any  other  considerations  relative  to  finan- 
cial aspects  be  brought  in? Once  a project  has  been 

established  as  necessary  from  the  company’s  point  of  view 
we  have  to  look  at  the  finance  involved.  That  is  an 
extremely  difficult  calculation  in  any  large  company.  The 
finance  required  is  dependent  on  a number  of  imponder- 
ables. One  is  the  cash  flow,  which  we  cannot  estimate 
accurately.  We  can  make  a guess  at  it,  but  it  depends 
on  the  general  level  of  business  and  the  control  we  have 
over  stocks  and  work  in  progress.  It  is  not  entirely  under 
our  control. 

11418.  Professor  Cairncross:  To  what  extent  are  your 
decisions  about  actual  capital  expenditure,  as  opposed  to 
methods  of  financing  approved  expenditure,  influenced  by 

such  things  as  the  cost  of  capital? First  of  all  we 

establish  that  an  increase  in  our  production  is  necessary, 
and  that  we  can  sell  that  increase  in  production  against 
the  background  of  the  industry  and  our  position  in  it. 
Then  we  come  to  your  second  question:  “ How  far  ahead 
does  your  organisation  plan  the  size  and  content  of  its 
fixed  investment  programme?  ” That  is  rather  difficult  to 
answer.  We  think  that  the  demand  for  electric^  things 
will  double  in  ten  years ; to  that  we  apply  a number  of 
factors  such  as  further  automation,  increased  productivity 
and  so  on,_  and  so  we  get  an  idea  of  how  much  extra 
manufacturing  space  is  required,  how  many  more 
employees  and  how  many  more  machine  tools  we  shall 
want  in  ten  years’  time.  That  is  rather  theoretical ; in 
more  directly  practical  terms  we  plan  for  about  five  years. 
I have  two  lists  of  capital  projects,  one  consisting  of 
recommended  projects  and  the  other  of  those  which  are 
likely  to  come  on  in  the  course  of  events.  I do  not  think 
that  the  board  of  directors  can  really  judge  current 
demands  for  capital  expenditure  unless  they  have  some 
idea  of  what  new  demands  are  likely  to  be  added  to  the 
ones  which  become  live.  This  particular  one  which  I have 
given  you  was  a definite  project ; when  the  board  of 
directors  considered  that,  they  would  also  know  that  we 
expected  to  have  to  spend  £2  mn.  on  plant  for  the  manu- 
facture of,  say,  transistors. 

11419.  Sir  Oliver  Franks:  When  you  say  that  it  would 
be  pretty  definite  for  five  years,  does  that  mean  that  what 
you  would  expect  to  accomplish  in  each  of  the  five  years 
in  terms  of  the  money  to  be  spent  is  real  for  each  of  the 
five  years  or  only  for  a rather  smaller  proportion  of  the 
five  years?  How  definite  and  how  articulate  is  the  five 

years  all  the  way  through? It  takes  a minimum  of  three 

years  to  bring  a new  industrial  plant  into  operation.  We 
are  only  dealing  with  two  residual  years  which  are  less 
definite.  I can  give  an  illustration : at  the  moment  wo 
have  a capital  programme  to  cover  three  years  and  are 
examining  some  sites  and  making  preliminary  studies  of 
what  will  be  necessary  for  the  other  two  years,  These 
projects  arc  really  practical  projects. 

11420.  It  is  hard  for  three  years,  definite  for  five ; but 
you  are  not  so  committed  that  you  cannot  make  altera- 
tions in  the  fourth  and’  fifth  years? Yes,  ffiat  is  so, 

and  we  have  had  to,  of  course.  Your  next  question  is: 

“ How  quickly  and  by  what  means  has  it  proved  possible 
to  expand  or  contract  the  planned  level  of  investment?  ’’ 
We  are  governed  by  the  actual  contracts  which  we  place. 
We  have  never  had  to  cancel  a construction  contract, 
because  it  is  so  very  expensive.  What  happens  when  we 
get  nervous  about  the  volume  of  our  fixed  investment 
programme  is  that  we  try  to  improvise  here  and  there. 
In  this  partioular  progranime,  covered  rby  (the  project 
report  which  I have  given  you,  we  have  improvised, 
because  we  have  out  out  an  office  and  administration 
block  and  put  it  on  the  floor  of  the  factory,  which  is 
unacceptable  as  a long  term  thing.  That  knocked  off 
£300,000  when  we  were  getting  frightened  about  the  total 
capital  expenditure. 

11421.  Chairman:  That  gives  some  play  even  for  a 

contract  which  has  been  started? Some  play,  yes.  But, 

of  course,  there  is  a dangerous  tendency  that,  when  we 
get  into  a capital  squeeze,  the  board  and  the  executives 
always  take  that  out  on  the  non-productive  part  of  the 
operations  such  as  research  and  so  on.  That  is  very 
dangerous  indeed.  The  first  thing  that  is  said  is;  “What 
about  die  educational  facilities  and  the  apprentices’  hostel? 
Can  we  not  cut  those  down?  ’’ 

11422.  Professor  Sayers:  In  what  sort  of  situation  are 

those  trimmings  made? ^Roughly  speaking,  when  the 

estimates  are  being  exceeded.  We  do  not  embark  on 
any  investatient  programmes  unless  we  can  finance  it 
but  when  building  costs  are  going  up  1 per  cent,  a month 
(the  building  index  which  we  keep,  taking  1946  as  100,  is 
noiw  396-5),  you  will  realise  how  difficult  it  is  to  keep 


our  capital  expenditure  within  any  estimate  at  all.  Let 
us  take  another  example.  The  Restrictive  Trade  Practices 
Act  has,  in  my  opinion  quite  healthily,  made  an  adjustment 
to  the  profit  margin  on  certain  parts  of  the  business,  so 
the  estimates  made  before  that  Act  are  out  because  the 
cash  flow  is  reduced.  On  the  question  of  expanding  fixed 
investment  I can  only  answer  with  a platitude;  expansion 
depends  on  the  length  of  construction.  One  can  build 
a light  annex  to  a factory  in  seven  or  eight  months,  but 
It  takes  two  years  to  build  a heavy  plant  and  another 
year  to  run  it  in.  VVe  can  only  expand  our  capital 
invMtment  programme  in  the  shape  of  fixed  assets  in  a 
period  of  2i  to  3 years : we  can  contract  a planned 
element  by  squeezing  certain  things  out,  to  the  extent 
that  we  have  not  let  the  contract  or  do  not  incur  cancella- 
tion charges. 

11423.  Sir  Reginald  Verdon  Smith:  You  are  speaking 
primarily  of  completely  new  schemes  to  meet  the  sort  of 
expansion  over  ten  years  which  you  told  us  about.  Are 
you  also  thinking  about  what  must  be  a very  large  pro- 
portion of  the  outlay  on  fixed  assets  of  an  engineering 
business  such  as  yours,  namely,  the  replacement  of  machine 
tools,  the  modernisation  of  processing  plant  and  so  on, 
which  is  a continuous  process  where  the  adjustments  can 

be  ad  hoef We  divide  capital  expenditure  into  two 

categories:  normal  additions  and  replacements,  and  new 
capital  investment.  There  is  a certain.  flexibiUty  in  the 
normal  additions  and  replacements,  and  that  is  very 
dangerous ; it  is  easy  to  run  down  the  assets  and  ease  the 
financial  position  like  that.  It  is  only  when  things  are 
very  tight  indeed,  when  our  estimates  of  the  market  seem 
to  be  proving  false,  that  we  cut  into  the  normal  additions 
and  replacements. 

11424.  So  you  do  not  allow  interference  with  the  normal 
replacement  of  machine  tools  to  be  influenced  by  outside 
economic  considerations  unless  those  outside  conditions 

amount  to  a blizzard? ^Wc  have  had  to  cut  them 

down  from  a fairly  lush  basis  when  we  thought  that  our 
capital  investment  was  getting  really  beyond  our  easily 
ascertainable  means  of  financing  it. 

11425.  Chairman:  When  was  that  point  of  decision 
reached? ^About  2^  years  ago. 

11426.  Sir  Reginald  Verdon  Smith:  Would  your  judg- 
ment about  machine  tools  be  affected  by  taxation  con- 
siderations such  as  a change  in  the  investment  allowance? 
No. 

11427.  Chairman:  When  you  came  to  this  period  when 
it  seemed  that  your  plans  for  capital  investment  were  out- 
running what  you  could  finance,  was  that  because  the 
factors  controlling  the  flow  of  cash  had  been  materially 

altered? Yes,  I think  it  was.  These  calculations  are 

extremely  difficult  because  there  are  so  many  imponder- 
ables. One  of  the  major  effects  upon  cash  flow  is  stocks 
and  works  in  progress.  They  depend  upon  the  avail- 
ability of  supplies.  For  years  and  years  British  industry 
(not  only  my  own  company)  has  been  in  a position  where 
stocks  and  works  in  progress  are  an  outrage  compared 
with  output.  So  far  as  America  is  concerned  one  cannot 
compare  the  figures  directly,  because  the  percentage  is 
related  to  sales  value  in  America  and  to  factory  cost  in, 

I think,  most  British  companies ; certainly  in  my  own 
the  way  to  estimate  it  involves  some  guess-work.  But, 
roughly  speaking,  we  have  had  to  take  materials  when 
we  could  get  them  and  put  them  on  the  shop  floor  ; 
the  Americans,  in  a much  wider  economy,  are  able 
to  make  the  suppliers  carry  the  stocks.  They  say  to 
a manufacturer  of  steel  forgings:  “We  want  so  many 
tons  of  steel  forgings  in  the  first  fortnight  of 
September ; if  you  supply  them  in  August  you  will  not 
get  paid,  and  if  you  supply  them  afterwards  we  will 
cancel  the  order.”  Our  situation  in  steel  forgings  is 
that  we  have  had  to  take  them  when  we  could  get  them, 
and  three  out  of  five  were  bad  forgings.  So  we  must, 
unless  we  want  to  interfere  with  production,  have  steel 
forgings  on  the  shop  floor  far  beyond  what  is  efficient, 
because  the  suppliers  cannot  supply  them  when  we  want 
them.  We  cannot  get  on  to  the  " hair  trigger  ” system  of 
stocks.  We  have  about  £65  mn.  locked  up  in  stocks  and 
works  in  progress  and  the  only  way  to  control  it  is  by 
guess-work.  Then  the  margin  of  profits  and  the  rate  at 
which  we  are  turning  out  things  affect  the  cash  flow. 
The  financing  of  the  capital  investment  programme  is 
based  on  shifting  imponderables.  I think  we  are  getting 
it  more  nearly  right  than  we  used  to,  but  we  still  get 
this  increase  of  construction  costs  by  1 per  cent,  a month, 
which  amounts  to  quite  a lot  of  money. 
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{Continued 


To  sum  up  my  answer  to  your  second  question:  exj)an- 
sion  is  a matter  of  two  or  three  years ; contracting  is  a 
marginal  matter  but  can  amount  to  quite  a considerable 
sum,  by  a reduction  in  non-productive  assets  such  as 
office  buildings  and  a certain  improvisation  in  research, 
and  development.  Things  of  that  kind  are  acceptable  on 
a very  short-term  basis.  For  example,  we  have  electronic 
engineers  working  in  huts ; we  may  put  off  building  them 
a new  building  for  a bit  longer. 

11428.  Professor  Cairncross:  Are  the  periods  ahead 
for  which  you  are  making  plans  longer  than  the  corres- 
ponding periods  before  the  war? 1 would  not  know. 

11429.  Mr.  Jones:  You  say  that  your  planning  is 
specific  for  three  years,  and  that  you  plan  in  a general 

sense  for  ten  years? ^Three  years  is  quite  definite;  the 

next  two  years  it  is  a little  more  fluid  ; and  for  the  remain- 
ing five  years  it  is  more  general.  As  time  moves  on,  we 
watch  all  the  time  the  stage  at  which  general  ideas  become 
definite  projects.  It  depends  largely  upon  the  advances  in 
the  electrical  industry.  The  two  most  striking  recent 
examples  are  the  development  of  nuclear  fission  and  the 
developments  in  semi-conductors.  They  are  completely 
new  things. 

11430.  You  are  influenced  specifically  or  entirely  by  the 
prospective  demand? Yes. 

11431.  Professor  Cairncross:  You  do  bring  forward  all 

sorts  of  technical  development? As  an  industry  we 

have  solved  the  problem  of  glare  from  headlights  and  the 
stereoscopic  .projection  of  films  ; but  we  do  not  think  that 
there  is  a commercial  future  in  either.  It  depends  on  the 
relation  of  electrical  developments  to  the  market. 

11432.  There  was  a surge  of  investment  in  the  period 
1954-56.  Would  you  give  us  your  view  of  the  causes 
of  that  in  your  industry?  Was  it  related  to  arrears  that 

had  to  be  overtaken? ^To  some  extent  it  was  due  to 

arrears ; and  some  was  due  to  inflation,  of  course.  Some 
was  also  due  to  the  “ hotting  up  ” of  the  power  station 
programme.  Technical  developments  come  into  it  as  well ; 
you  have  to  remember  that  even  to-day  there  are  loco- 
motives_  m Africa  burning  eucalyptus  wood.  When  the 
new  refinery  came  in  at  Aden  and  diesel  oil  became  avail- 
able  at  Mombasa,  that  altered  the  whole  traction  situation 
of  Africa.  Those  are  the  sort  of  considerations  which 
we  watch  during  the  second  five-year  period ; the  twinkle 
m father’s  eye  can  become  children  which  have  to  be 
fostered  and  fed  with  capital. 

11433.  Do  you  think  that  the  experience  of  the  last 
nve  years  was  something  unusual  or  that  this  was  a 
penod  when  British  industrial  investment  was  moving 

on  to  a high  level  which  is  likely  to  continue? There 

is  no  general  answer  to  that,  If  you  take  the  chemical 
industry  or  the  electrical  industry  or  the  man-made  fibre 
industry,  those  are  all  industries  in  which  the  capital 
investment  is  on  a scale  which  is  entirely  different  from 
anything  that  existed  before  the  war.  As  far  as  research 
and  development  are  concerned,  when  I was  a young 
man  a company  spending  £200,000  on  research  would 
have  been  regarded  as  a curiosity ; now  the  only  two 
companies  of  which  I am  a director  between  them  spend 
more  than  £15  mn.  a year  on  research  and  development. 
That  promotes  a demand  for  capital,  because  if  people 
find  out  new  things  they  want  facilities  to  manufacture 


11434.  Chairman:  These  projections  of  demand  fo 
your  products  on  which  you  base  your  plans  must  havi 
their  feet  plajited  in  the  past  and  must  be  projected  inti 
the  future  ; but  you  must  adjust  them  <for  instance,  in  th- 
light  of  the  oil  refinery  at  Aden  which  you  mentioned 
by  a great  deal  of  intelligence  which  is  relevant  to  th< 

future  and  not  to  the  past  at  all? ^The  doubling  o 

ffie  demand  for  electrical  products  is  a blunderbuss  affair 
One  reason  why  it  will  develop  is  because  of  the  appear 
ance  of  dt^el  oil  at  Mombasa  which  will  alter  the  Has 
African  rmlways  ; they  have  ordered  their  last  steam  loco 
motive  That  is  not  in  addition  to  the  doubling  in  tei 
years  but  is  m relation  to  the  particular  product-  w< 
say  that  the  demand  will  go  on  for  electrical  product: 
including  the  control  gear  for  traction.  The  same  thini 
applies  to  transistors  and  seini-conductons  which  are  ai 
enurely  new  field.  Gernunium  or  silicon  rectifiers  will  bi 
needed  for  the  high  voltage  system  for  British  Railways 
J-hat  IS  only  just  beg^inmng,  and  is  something  which  rein, 
forces  the  idea  that  the  demand  will  double  in  the  future 


Your  next  question  is : “ How  far  have  changes  in 
interest  rates  affected  the  volume,  the  pattern  or  the  timing 
of  your  organisation’s  fixed  investment  programme?  ” 
The  answer  is  not  at  all.  An  industrial  project  cannot  be 
considered  on  such  fine  points  as  this.  If  we  are  con- 
ducting our  industry  properly  we  do  not  build  a plant  that 
will  not  earn  about  15  per  cent.  We  have  sometimes,  for 
instance,  with  nationalised  industries,  to  come  down  to 
9 or  10  per  cent.,  but  it  is  completely  wrong  to  do  so. 
If  to-day  the  rates  of  money  are  1 per  cent,  above  what 
we  think  they  will  be  in  three  years’  time  it  will  not 
affect  our  plans  at  all ; it  is  too  small. 

11435.  Is  there  no  variation  of  interest  rates  that  would 

affect  the  basis  of  your  plans? Not  directly.  What  it 

does  do  with  consumer  products  is  to  alter  our  opinion 
about  the  climate  of  demand,  which  is  the  largest  effect ; 
it  has  an  effect  on  the  climate  of  demand  rather  than  an 
effect  on  the  capital  course  of  our  programme.  A credit 
squeeze,  with  very  high  rate.s  for  money  and  hire  purchase 
restrictions,  would  probably  prevent  us  from  building  an 
extension  to  a cathode  ray  tube  factory  or  entertainment 
valve  factory.  The  direct  effect,  however,  is  nil  because 
it  covers  loo  small  an  area  to  affect  the  thing. 

11436.  Does  the  climate  of  demand  mean  that  someone 
else  in  the  field,  who  is  your  customer,  would  feel  the 

impact  of  changing  rates? ^Thcre  may  be  a fall  on  the 

Stock  Exchange ; or  a manufacturer  not  covering  his 
overhead  expenses  is  less  likely  to  buy  a television  or  a 
new  radio  than  if  he  has  had  a good  profit. 

11437,  Professor  Sayers:  You  are  speaking  of  the  con- 
sumer field  as  being  directly  affected.  Is  it  your  view 
that  no  industrialist  is  affected  directly  by  the  changes  in 

money  rates? Not  as  far  as  my  company  is  concerned. 

For  people  putting  up  a very  light  building  requiring  no 
overhead  lift  and  no  long  period  for  machine  tools  it  is 
more  of  a “ hair  trigger  ” business  than  for  people  like 
eurseivcs  who  cannot  add  to  their  production  in  less  than 
three  years. 

11438.  Who  are  the  people  directly  affected? Mainly 

all  kinds  of  “ back-yard  ” production.  Light  electric  fires 
is  an  example.  Everybody  knows  that  if  you  put  a kilo- 
watt into  an  electrical  apparatus  It  has  to  come  out,  There 
is  no  engineering  in  that.  People  can  build  a light  shop 
and  go  in  for  making  electric  fires  almost  overnight; 
in  seven  or  eight  months’  time  they  will  be  in  production. 
There  are  many  forms  of  textile  manufacture  which  can 
be  “ hotted  up  ” much  more  quickly.  It  is  all  at  the  light 
end  of  things,  where  people  do  not  require  expensive 
buildings.  In  Northern  Ireland  they  are  making  standard 
factories  which  can  be  put  up  in  eight  or  nine  months. 

11439.  Are  those  the  products  directly  affected  by 

changes  in  monetary  conditions? 1 would  put  it  this 

way:  that  the  shorter  the  period  of  construction  the 
greater  the  effect  of  high  money  rates  upon  a firm's  capital 
investment  programme.  It  is  not  much  good  my  telling 
my  engineers  that  the  Bank  Rate  is  7 per  cent,  when  the 
project  they  are  putting  forward  is  for  introduction  in 
three  years’  time ; but  if  they  came  to  me  with  a particu- 
lar product  and  said  that  it  would  be  saleable  in  six 
months’  time  the  effect  would  be  different. 

11440.  You  are  supposing  purely  temporary  conditions? 

1 have  never  considered  monetary  conditions  to  be 

anything  but  changing.  It  has  not  entered  my  conception 
at  all  that  we  might  have  a fixed  interest  rate. 

11441.  Is  it  not  possible  that  intere.st  rates  for  some 
period  of  years  ahead  might  be  appreciably  higher  in  mar- 
ket terms  than  in  the  early  1950s?~— Certainly.  That  was 
my  own  view  four  years  ago,  but  it  did  not  affect  our 
capital  investment  programme. 

11442.  Whose  did  it  affect? It  does  not  affect  any- 

one with  a long  period  of  construction.  It  has  no  effect 
except  that  it  reduces  consumption. 

You  mentioned  the  trimming  of  capital  projects. 
Would  you  tell  us  exactly  what  circumstances  led  to  that 

trimming? It  was  not  the  rate  of  interest  but  the 

availability  of  money.  For  the  first  time  in  my  business  ex- 
perience it  became  obvious  to  a number  of  leading  com- 
panies that  money  might  not  be  available  whatever  rate 
they  were  willing  to  pay.  I was  addressing  myself  to 
the  question  of  interest  rates.  Changes  in  interest  rates 
have  no  eff^t  whatever  except  on  those  on  a “htir 
trigger  ” basis.  We  have  to  project  our  minds  for  three 
years  ahead. 
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Coming  to  the  tightness  of  the  capital  market,  I would 
say  this.  Beginning  with  the  oil  industry,  it  is  obviously 
impossible  for  a modern  industry  in  Great  Britain  to 
keep  up  with  research  and  development  upon  the  savings 
of  the  population.  We  have  to  depend  on  our  own  cash 
flow.  When  we  are  in  that  position,  we  do  get  the  wind 
up  occasionally  that  we  are  not  going  to  be  able  to  finance 
our  expenditure,  The  banks  were  under  the  directives, 
so  that  they  could  not  tide  us  over  from  an  unfavourable 
market  to  a favourable  one,  and  we  had  to  face  the 
question  as  to  whether  we  could  actually  raise  the  money. 

11444.  You  mentioned  the  period  of  two  or  three  years 
ago,  1955-56,  as  the  period  at  which  the  difficulty  of  getting 
finance  swam  into  your  horizon  as  something  leading  you 
to  trim  your  capital  projects.  Has  the  relaxation  of  1958 
had  any  opposite  effect? ^No. 

11445.  Why  not? Because  we  have  financed  our 

capital  investment  programme. 

11446.  Have  you  no  new  projects  coming  up? Yes, 

but  they  are  not  affected  by  the  relaxation,  except  that 
the  relaxation  on  hire  purchase  obliges  us  to  increase  our 
facilities  for  producing  refrigerators  and  washing  machines. 

11447.  You  said  that  in  1955-56  the  feeling  that  there 
was  this  difficulty  of  financing  led  to  ithe  trimming 
of  certain  ppts  of  your  capital  projects.  Are  you  now 
saying  that  in  1958  capital  projects  are  coming  out  still 
but  are  not  being  trimmed,  or  are  you  saying  that  no 
capital  projects  are  coming  out? The  feature  of  in- 

dustry as  a whole  now  is  that  capital  projects  are  not 
coming  forward.  I am  not  talking  of  the  very  big  com- 
panies. Eighteen  months  ago  the  small  companies  could 
not  raise  the  money ; now  they  have  not  the  confidence 
to  spend.  That  1 can  prove  to  you  from  our  own  order 
book. 

11448.  Mr.  Jones-.  To  what  extent  is  it  necessary  for 
big  firms  to  raise  the  money?  What  about  their  own 

liquid  resources? No  industry  should  or  could  be 

liquid.  It  is  not  doing  business  if  it  is.  Our  so-called 
liquidity  depends  on  the  readiness  of  the  banks  to  finance 
a programme,  but  none  of  it  should  be  bricks  and  mortar. 
It  depends  upon  that  and  the  cash  flow. 

11449,  These  projects  depend  on  your  being  able  to 
raise  the  money  outside  your  own  immediate  resources? 
Yes. 


cent,  more  than  when  the  plant  was  planned,  that  will  not 
affect  the  viability  of  that  project,  especially  as  it  will  come 
into  production  in  three  years’  time. 

11452.  Chairman-.  If  you  became  satisfied  on  the  board 
that  the  long  term  rate  of  interest  would  settle  down  at 
a high  rate,  then  when  you  made  a forecast  of  demand 
that  would  be  a case  for  altering  your  views  of  the 
demand? ^Yes,  but  probably  very  marginally. 

11453.  Professor  Sayers:  If  during  the  next  three  or 
four  years  you  have  at  some  time  or  other  to  raise  the 
money  to  pay  for  this  capital  development  at  the  long 
term  interest  rate,  and  the  terms  on  which  you  got  loan 
or  equity  capital  would  be  worse  for  you  than  in  the 
past,  would  you  not  think  again  about  whether  the  capital 
development  really  paid? ^No. 

1 1454.  Not  even  if  the  rates  were  expected  to  be  5 per 
cent,  higher  than  they  had  been? Yes. 

11455.  What  is  the  critical  margin? It  is  impossible 

to  say.  I think  you  would  find  if  you  studied  capital 
investment  in  Germany  that  10  per  cent,  made  no 
difference  to  industrial  expansion.  If  we  had  second  sight 
and  knew  that  it  would  be  12  per  cent.,  it  would  be  idle 
to  suppose  that  it  would  not  affect  us.  But  these  are 
theoretical  considerations. 


_ 11456.  Professor  Cairncross:  You  say  that  the  expecta- 
tion t^t  building  costs  will  rise  progressively  would  be  a 
material  factor  in  your  decision  to  proceed  with  a scheme. 
Is  not  that  on  all  fours  with  the  expectation  that  capital 
charges  might  be  somewhat  higher?  Is  the  rise  in  build- 
ing costs  more  important  than  the  rise  in  capital  costs? 

-Much  more  important.  If  we  estimate  the  cost  of 

a plant  at  £5  million  and  it  takes  two  years  to  build 
what  would  have  stood  in  the  books  at  £5  million  would 
stand  at  £6  million  because  of  the  increase  in  building 
costs.  If  we  have  to  finance  it  on  loan  capita]  to  have 
to  pay  4 per  cent,  net  for  the  money  instead  of  3i  per 
cent,  has  no  effect  at  all  on  our  planning,  or  very  little. 


1 1457.  You  are  not  resorting  to  loan  capital  rather  than 

equity  capital  because  interest  rates  are  higher? ^That. 

if  I may  say  so,  is  a profound  misconception,  because 
one  IS  driven  to  loan  capital  in  bad  times  and  not  in 
good  Mes.  Equity  capital  is  easy  to  raise  in  good  times 
but  difficult  to  raise  in  bad  ones.  Loan  capital  is  more 
easily  raised  in  bad  times. 


11450.  Profcs.ior  Cairncross:  There  may  be  times  in  the 
existence  of  a large  company  when  it  sees  prospects  of 
expansion  that  are  more  than  normal  and  seeks  to  embark 
on  a big  programme  of  expenditure  which  it  cannot 
finance  out  of  current  money.  The  market  may  be  un- 
propitious  and,  if  so,  it  may  be  obliged  to  curtail  its 
programme.  You  made  some  remarks  about  the  influence 
of  the  rate  of  interest  in  terms  which  implied  that  the 
distinction  between  the  profit  expectation  which  you 
regard  as  critical  and  the  rate  of  interest,  which  might 
be  4 or  5 per  cent.,  was  so  wide  that  it  did  not  necessarily 
affect  decisions.  If  the  long-term  gilt  edged  rate  of  in- 
terest does  change  from  4 or  5 per  cent,  to  6 or  7 per 
cent,  it  is  likely  to  be  reflected  simultaneously  in  the  yield 
on  industrial  companies’  securities  and,  taken  with  high 
rates  of  taxation,  would  affect  the  rate  of  profit  required 
from  any  given  investment.  If  you  had  a variation  of 
that  kind,  would  it  not  affect  the  decision  of  the  board? 

Not  directly.  I have  already  said  that  the  decision 

of  the  board  may  be  affected  by  what  it  thinks  fte  demand 
for  the  particular  product  would  be  under  very  high 
rates  of  interest,  For  example,  it  affects  house  building 
if  the  building  societies  are  charging  high  rates,  and  that 
m turn  will  affect  electric  light  installations  and  so  on. 
It  therefore  may  affect  our  estimates  of  what  toe  demand 
IS  going  to  be.  But  we  get  into  a jam  if  we  start  estimat- 
ing the  demand  for  the  product  of  a plant  which  is  coming 
into  production  in  three  years’  time  on  toe  high  money 
rates  of  today.  By  and  large  money  rates  do  not  have 
any  direct  effect. 

11451.  I am  thinking  of  long-term  rates? 1 doubt 

if  the  high  money  rates  of  Germany  have  kept  back 
German  expansion  at  all.  If  we  got  up  to  10  or  12  per 
cent,  that  would  be  a different  matter  altogether ; but  T am 
talking  of  our  well  regulated  money  affairs.  The  kind 
of  level  _we  have  or  can  expect  will  not  affect  us  when  wc 
start  building  a production  plant.  If  we  are  building  a 
plant  for  £2  mn.,  and  if  at  this  moment  money  costs  1 per 


11458.  I was  not  putting  to  you  the  difference  between 
good  times  and  bad.  I would  have  thought  that  toe 
choice  between  loan  capital  and  equity  is  not  just  a deci- 
sion you  have  to  take  according  to  market  prospects  but 

according  to  capital  charges? ^No.  I can  only  tell 

you  what  we  do.  On  this  particular  theoretical  point 
you  will  find  that  Chandos’s  law  is  a peculiar  one-  the 
better  the  time  toe  lower  the  rate  at  which  one  can  issue 
^uity  shares  and  the  worse  the  time  toe  higher  the  rate 
^at  goes  against  toe  laws  of  supply  and  demand  but 
the  bank  people  will  tell  you  why  it  is,  if  you  are 
interested.  If  your  £1  stocks  stand  at  £5  and  times  are 
good,  and  you  offer  stock  at  £2,  it  will  not  affect  the 
price  of  your  ordinary  shares  except  upwards ; but  once 
times  are  bad  and  you  offer  shares  at  £2  the  whole  of 
the  clergy  will  go  out  of  ordinary  shares  in  order  to 
come  m again  at  a lower  figure,  and  toe  existing  stock- 
holders get  a biff  in  the  eye  because  the  £5  stock  goes 
down  to  50s.  This  is  an  occasion  when  theoretical  matters 
of  supply  and  demand  do  not  work  as  you  would  expect 
That  IS  known  as  Chandos’s  law ; it  works  toe  opposite 
way  to  the  laws  of  supply  and  demand.  I will  leave  that 
with  you  as  an  agreeable  way  of  thinking  I 

11459.  Sir  Oliver  Franks:  The  joker  in  the  argument  is 

the  Archbishop  of  Canterbury! The  great  body  of 

small  stockholders. 

_ 11460.  Chairman:  Is  there  anything  additional  on  ques- 
tions  4 and  5?  I think  you  dealt  with  the  general  subject 

of  stock  holdings. So  far  as  investment  in  stocks  is 

concerned,  we  find  it  necessary  to  have  an  officer  in  every 
one  of  our  fifty  plants  to  keep  the  stocks  and  work 
progress  down. 

11461.  The  general  picture  you  gave  was  that  you  were 
not  free  to  order  stocks  according  to  an  ideal  programme 
but  had  to  order  them  when  you  could  get  toem  and 
that  you  toer^ore  carried  a larger  stock  than  you  wished 
to  have? ^That  is  still  so,  although  it  is  not  so  bad  as 
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11462.  That  has  led  to  the  taking  of  special  measures, 
to  try  to  economise  so  far  as  you  can  on  the  overloading 

of  stocks? ^As  in  the  j^jmy  the  psychology  of  the 

purchasing  agent  must  be  that  on  no  account  whatever 
is  production  going  to  be  interfered  with  by  shortage  of 
stock ; so  unless  there  is  the  closest  possible  scrutiny  of 
purchasing  we  are  apt  to  cOTy  far  more  stocks  than  we 
should.  That  is  the  only  thing  that  governs  it. 

11463.  Professor  Cairncross:  Are  there  any  circum- 
stances in  which  you  would  conduct  a special  review  of 

stocks? ^We  used  to  think  so  but  we  have  given  that 

up.  It  is  a continual  battle  from  day  to  day.  The  stocks 
in  my  company  amount  to  £65  mn.  That  is  prejudicing 
throughput  calculations,  delivery  and  all  those  diings. 

11464.  Chairman:  When  there  are  any  special  restric- 
tions of  bank  credit  do  you  get  all  the  accommodation 

you  want?  Does  it  show  itself  in  any  particular  way? 

Not  on  stocks,  no. 

11465.  It  affects  things  generally? Yes,  generally. 

11466.  Professor  Cairncross:  The  Government  has  from 
time  to  time  made  moves  designed  eifher  to  discourage 
or  promote  industrial  fixed  capital  investment  by  varying 
initial  and  investment  allowances.  Has  ^at  had  any  effect 

on  investment  in  the  electrical  industry? should  not 

think  so  on  big  capital.  I would  not  know  about  smaller 
capital. 

11467.  I was  taking  the  question  in  conjunction  with 
what  you  said  about  the  situation  of  1954-55,  when  you 
had  taken  on  rather  heavy  investments.  Was  the  Govern- 
ment assisting  liquidity?  Might  that  have  had  a marginal 

(Jhe  witne. 


influence  on  it? 1 think  that  is  correct.  We  thought 

that  interest  rates  would  go  higher,  and  on  the  whole  we 
did  not  cut  back  our  programme  very  much. 

11468.  Lord  Harcourt:  When  the  cash  flow  has  been 
favourable  and  you  have  had  a good  deal  of  cash,  how 

do  you  utilise  that? First,  we  take  a rather  more  lush 

view  of  the  normal  additions  and  replacements.  Secondly, 
we  would  consider  restoring  some  of  the  short  term 
economies  we  made.  This  particular  project  which  I have 
put  in  is  an  example.  About  £300,000  is  required  for 
an  administrative  block  which  is  now  on  the  shop  floor ; 
we  should  restore  that.  Then  we  should  be  a little  more 
handsome  with  regard  to  our  apprentices’  hostel,  which  we 
cut  back  by  £300,000. 

11469.  Do  you  buy  Treasury  Bills?’ ^Yes. 

11470.  Do  you  buy  Government  short-dated  bonds? 
Nothing  beyond  six  months. 

11471.  Professor  Sayers:  When  did  you  begin  buying 

Treasury  Bills?  Is  it  something  fairly  new? We  had 

a debenmre  issue  of  £25  mn.  this  year  ; there  was  a 
residue  of  £8  or  £9  mn.  in  cash  so  we  took  some  short- 
dated  securities.  The  last  time  was  when  we  had  a 
£25  mn.  equity  issue. 

11472.  Lord  Harcourt:  It  is'not  a new  policy? No  ; 

it  is  simply  to  take  care  of  unusable  cash.  We  also  lend 
to  local  authorities  for  three  and  six  months.  It  is  just  to 
earn  something  on  spare  cash ; it  is  not  a policy  but  an 
expedient. 

Chairman : Thank  you  very  much.  Lord  Chandos.  You 
have  been  very  helpful  to  us  indeed. 

■withdrew) 


The  Lord  Heyworth,  Chairman,  and  J.  F.  Knight,  Es 

11473.  Chairman:  We  are  very  grateful  to  you  for 
coming  here  this  afternoon,  Lord  Heyworth.  I think  that 
the  five  questions  we  have  put  to  you  deal  with  points 
that  are  very  familiar  to  you.  We  should  Lke  your  help 
on  them  from  the  point  of  view  of  your  own  concern. 
Would  you  like  to  take  them  through  with  your  reflections 
on  them,  question  by  question,  enlarging  upon  &em  as 

much  as  you  like? Lord  Heyworth : May  I start  with 

a few  preliminary  remarks  as  to  the  basis  of  experience 
from  which  I am  talking?  I talk,  of  course,  on  the  basis 
of  my  experience  with  Unilever,  which  is  an  Anglo- 
Dutch  concern,  the  capital  having  been  subscribed  equally 
from  the  two  countries.  There  are  two  legal  entities,  one 
under  English  company  law  and  the  other  under  Dutch, 
linked  together  so  that  the  whole  concern  is  operating  as 
one.  The  total  resources  of  the  concern  at  the  present 
time  are  £500  mn. ; that  is  spread  about  equally  between 
investments  in  fixed  assets  and  in  net  current  assets. 
Working  capital  is  a very  important  element  in  our 
operations,  more  so  than  in  many  companies.  The  working 
capital  element  is  slightly  bigger  than  the  fixed  assets. 
Geographically  the  resources  are  about  25  per  cent,  in 
the  United  Kingdom,  25  per  cent,  in  the  British  Common- 
wealth of  which  the  United  Africa  Company  in  West  and 
East  Africa  comprises  the  biggest  element,  and  the  rest  in 
•the  rest  of  ithe  woiiid,  with  coatinental  Europe  pre- 
dominating. 

As  I think  everyone  knows,  most  of  this  capital  is 
am’ployed  in  consumeir  goods  industries : deteigents,  bnimaTi 
foods,  animal  foods,  and  so  on.  Most  of  those  industries 
are  vary  little,  if  at  ail,  sensitive  to  ’Variations  in  eonnomic 
activity ; as  we  have  seen  in  the  recent  American  recessioni 
'the  one  ithing  'that  has  kept  uip  in  the  United  Stetes  is 
^ocery.  The  United  Africa  Company  engages  in  roerchant- 
ing  goods  of  nearly  every  kind  in  British  West  Africa,  in 
British  East  Africa  to  a lesser  extent,  and  also  in  French 
West  and  Equatorial  Africa  and  the  Belgian  Congo.  They 
have  some  industrial  activities,  although  only  a small  part 
of  the  whole,  and  plantations,  timber  being  the  largest  of 
ffiem.  A number  of  assembly  operations  are  developing. 
These  merchanting  operations,  by  contrast,  are  extremely 
sensitive  to  the  level  of  economic  activity  of  the  region. 
T^e  United  Africa  Company’s  ocean  shipping  is  suffi- 
ciently important  to  be  mentioned  as  an  ancillary ; they 
own  a line  of  25  ships,  operating  between  West  Africa 
and  Europe  mainly. 

Taking  the  business  as  a whole,  over  the  last  ten,  years 
our  overall  rate  of  growth  has  run  between  5 and  8 per 
cent,  per  annum,  some  part  of  that  being  attributable  to 
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inflation.  The  resources  for  this  expansion  have  been 
provided  as  to  90  per  cent,  from  retained  profits  and  from 
depreciation  reserves.  We  have  not  had  to  go  to  the 
market  significantly  at  any  time  for  additional  funds. 
Capital  expenditure  is  made  up  of  large  numbers  of 
medium  and  small  sired  items.  The  expenditure  for  a 
specific  development  would  not  normally  exceed  about 
£linn.,  although  the  total  for  a year  is  £40mn.  Normally 
a project  takes  anything  from  six  months  to  three  years 
to  complete.  The  speed  with  which  we  execute  plans  is 
limited  by  the  management  resources  which  we  have  avail, 
able  for  planning  construction  and  for  providing  and 
supervising  staff  for  subsequent  production  operations 
when  the  job  is  complete. 

I think  that  gives  the  general  background ; the  main 
points  are  that  working  capital  is  an  important  part,  and 
that  we  have  not  been  subjected  to  much  pressure ; we 
have  been  able  to  arrange  finance  so  that  we  have  not, 
through  this  period,  had  to  go  to  any  great  extent  to  the 
capital  market. 

11474.  Should  we  think  of  these  numerous  compara- 
tively small  capital  Kcpenditures  as  subject  to  central  con- 

tiol  in  all  cases? Only  generaUy ; in  detafl,  no.  We 

follow  a policy  of  decentralisation  and  each  group  has 
limits  within  which  they  can  spend.  It  may  be  as  high 
as  £10,000,  or  less  than  that.  These  items  make  up  about 
half  the  total  capital  expenditure. 

11475.  How  far  should  we  think  of  monetary  conditions 
ruhng  m this  country  as  governing  your  volume  of  capital 

expenditure? ^The  operations  within  this  country  are 

25  per  cent,  of  the  whole,  and  roughly  25  per  cent,  of 
our  capital  expenditure  has  been  in  the  United  Kingdom, 
possibly  more. 

_ Your  &st  question  is : “ What  are  the  main  considera- 
tions which  determine  the  size  and  content  of  your  organi- 
sation’s _ fixed  investment  programme?  ”.  There  is  one 
over-riding  consideration,  and  that  is  the  philosophy  that 
some  growth  is  necessary  to  maintain  efficiency.  For 
purposes  of  morale  one  must  be  able  to  deal  properly  and 
decently  with  redundancy  and  so  on.  When  I say  that 
some  growth  is  necessary,  I mean  that  all  good  growth 
must  be  supported  by  pruning  operations  ; within  an 
overall  expansion  we  are  cutting  back  and  building  up 
all  the  time.  It  is  the  over-riding  consideration,  which  I 
think  IS  very  firmly  held,  that  that  is  the  easiest  way  to 
maintain  efficiency  and  is  therefore  really  essential  to 
our  operation. 
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The  next  point  is  that  recruitment  for  management  is 
based  on  this  philosophy  of  expansion.  I am  the  last 
person  to  claim  that  we  have  been  able  to  achieve  a precise 
correlation  between  the  management  we  take  on  and  the 
timing  of  the  subsequent  expansion.  We  are  nearly  always 
beMnd.  But  there  is  a definite  imderstanding  that  we  are 
taking  on  more  people  than  we  need  for  current  operation, 
and  we  do  not  like  to  vary  Aat  from  year  to  year. 

It  may  be  taken  that  in  our  easier  fields  of  operation 
and  in  the  old  parts  of  the  business,  soaps  and  margarine 
and  so  on,  the_  compelling  factor  is  competition.  That 
compels  a certain  amount  of  expansion  because  we  tend 
to  set  as  a minimum  the  maintenance  of  our  existing  share 
of  the  developing  market ; if  the  market  is  expanding 
people  feel  that  they  are  falling  behind  unless  ttey  hold 
their  share.  So  we  are  geared  to  comijetition.  Great 
areas  of  this  business  are  extremely  competitive.  Certainly 
it  governs  any  research  ideas — some  may  not  be  as  good 
p we  should  like  them  to  be — to  ensure  that  we  are  hold- 
ing our  own.  In  those  fields  'potential  profitability  depends 
on  our  maintaining  our  position  ; we  may  have  to  accept 
a lower  profit  ratio  in  those  fields  than  we  would  in  a new 
venture  altogether. 

11476.  Professor  Cairncross:  Does  not  that  imply  that 
there  is  a certain  inertia  in  the  fixed  assets  programme? 
n you  are  geared  to  a managerial  structure  and  to  keep- 
ing your  place  in  various  markets,  you  would  not  be 
anxious  to  vary  the  size  of  the  programme  from  year 

to  year? We  are  not  free  to  choose  in  competition, 

so  we  should  if  necessary  have  to  stretch  our  manage- 
ment to  meet  that.  In  new  fields,  in  most  of  our  business 
expansion  into  new  prepared  foods  and  that  sort  of  thing, 
potential  profitability  is  the  criterion  and  the  main  method 
of  selection.  Potential  profit  is  variable  according  to  the 
risk.  We  should  take  a big  risk  if  we  believed  that  the 
potential  profitability  was  high.  There  are  two  factors 
here,  one  commercial  and  the  other  political,  and  we 
have  to  weigh  both  of  them. 

In  all  the  main  fields  in  which  we  are  engaged  we 
conduct  research.  That  compels  the  exploitation  of  a 
new  idea,  and  we  have  not  any  tremendous  freedom  in 
choosing  it ; it  might  be  fiiat  we  had  three  ideas  and  to 
deal  with  them  all  at  once  would  be  too  much,  and  we 
might  decide  just  to  back  two  of  them.  But,  after  ail, 
if  we  are  doing  research,  there  is  only  one  way  to  make 
it  pay,  and  that  is  to  make  use  of  it. 

Then,  in  some  of  our  overseas  activities,  in  West  Africa, 
and  in  Europe  to  a lesser  extent,  the  political  element  is  a 
factor.  In  West  Africa  we  feel  that  we  are  responsible 
for  playing  a leading  part  in  any  development  desired  by 
a Government  where  we  have  the  necessary  experience 
or  expertise.  That  is  not  to  say  that  we  ignore  Ae  factor 
of  profitability ; but  political  considerations  sometimes  in- 
volve us  in  engaging  in  things  perhaps  before  they  are 
quite  ripe,  because  we  feel  that  we  must  play  our  part. 
We  are  an  important  part  of  the  economy  in  those  coun- 
tries, and  we  have  an  obligation  on  that  account  To  a 
lesser  extent  that  is  true  anywhCTe,  because  we  take 
account  of  the  economic  climate  of  the  country.  As  an 
international  concern  we  have  to  be  good  citizens  of  the 
countries  where  our  operations  are  and  we  have  to  take 
note  of  Government  policies  of  expansion  and  so  on. 

With  regard  to  the  question  of  return,  which  is  over- 
riding in  the  fields  where  competition  is  not  the  pre- 
dominating factor,  taking  the  run  of  all  fields  we  are  in, 
the  average  return  on  the  gross  fixed  and  working  capital 
is  between  74-  and  10  per  cent,  net  after  tax.  Because 
we  are  international  we  make  all  our  comparisons  after 
tax.  This  would  mean  52-}  per  cent,  in  this  country. 

11477.  Chairman'.  You  have  not,  in  the  circumstances 
you  have  referred  to,  referred  to  the  influence  of  demand? 

We  are  projecting  now  what  the  demand  in  our 

established  fields  will  be  in  all  countries.  It  has  to  be 
done  at  least  three  years  ahead  because  it  takes  that 
amount  of  time  to  complete  any  major  expansion  of 
facilities. 

11478.  But  the  response  to  the  general  feeling  that  you 
must  grow,  that  you  must  meet  the  managwial  desire  for 
more  business  for  the  increasing  managerial  staff  which 
you  are  creating,  is  to  that  extent  conditioned  by  an 

estimate  of  demand? ^Yes.  We  would  be  disinvesting 

in  some  fields  but  investing  in  others.  We  can  deal  with 
disinvestment  much  more  easily  if  we  have  expansion 


because  we  can  arrange  to  get  more  flexibility,  so  that 
people  who  are  displaced  can  be  dealt  with  and  all  that 
sort  of  thing. 

The  second  question  is  “How  far  ahead  does  your 
organisation  plan  the  size  and  content  of  its  fixed  invest- 
ment programme?  How  quickly  and  by  what  means  has 
it  proved  possible  to  expand  or  contract  the  planned  level 
of  investment?  ” I have  answered  some  of  that  generally. 
Our  procedure  is  quite  precise.  Each  year  we  make  up  a 
capital  expenditure  programme,  itemised  in  considerable 
detail,  for  all  projects  that  are  to  be  started  during  the 
next  twelve  months.  That  will  cover  all  projects  which 
may  be  foreseen  as  being  necessary  to  be  started  in  this 
period  to  meet  whatever  it  may  be.  Some  of  them,  as 
I have  indicated,  will  require  three  years  to  be  completed ; 
more  occasionally  the  project  will  be  a longer  one  taking 
perhaps  five  years ; in  extreme  cases,  like  a plantation, 
the  expenditure  might  be  spread  over  ten  years.  But 
there  are  a lot  of  small  things,  like  improvements  and 
modifications  to  processes,  which  will  be  completed  within 
the  year  itself  and  in  some  cases  even  in  six  months. 
^ the  major  expansion  projects  will  fall  more  or  less 
into  this  three-year  field. 

Once  we  have  started  something  it  is  not  easy  to  change 
direction.  Once  it  has  gone  past  the  planning  period, 
minor  modifications  are  possible  but  there  is  not  much 
to  be  gained  from  changing  the  pace  at  which  we  com- 
plete it  because  the  best  thing  we  can  do  is  to  keep  the 
dead  period  of  the  use  of  money  to  the  absolute  mini- 
mum. There  is  no  point  in  putting  a lot  of  pressure 
on  to  slow  down  because,  save  in  an  exceptional  case,  we 
should  lose  as  much  as  we  should  gain  by  it. 

Yoiu  third  question  is : “ H'OW  far  have  changes  in 
interest  rates  affected  the  volume,  the  pattern  or  the  tim- 
ing of  your  organisation’s  fixed  investment  programme?  ” 
It  follows  from  what  I have  said  that  changes  in  interest 
rates  have  not  affected  the  volume,  pattern  or  timing  of 
oim  fixed  investment  programme  directly.  Indirectiy,  of 
course,  it  may  be  that  the  interest  rate  is  an  indicator 
of  a climate  which  may  have  been  a factor  in  determining 
the  desirability  of  a particular  project. 

1 1479.  Can  you  enlarge  a little  on  that?  It  has  not 
affected  you  directly  because  you  have  been  self-financed 

to  a large  extent? ; if  we  feel  that  we  must  “ keep 

up  with  the  Joneses  ”,  whether  we  have  to  pay  8 per 
c«nt.  or  6 per  cent,  does  not  make  much  difference.  It 
is  a horrible  business  keeping  up. 

11480.  But  to  some  extent  you  are  affected  indirectly? 

^ ^There  is  a connection.  I have  said  that  particularly 

in  our  main  fields  there  is  little  variation,  but  there  is 
some.  In  the  poorer  countries  that  might  mean  that,  if 
a country  was  in  a recession  or  had  two  had  monsoons 
it  might  reflect  itself  in  the  Bank  Rate  and  we  might 
decide  to  wait  another  year  or  two.  \^at  generally 
happens  in  that  Mnd  of  country,  in  soap  for  instance, 
is  that  if  there  is  a bad  drop  the  demand  ceases  to 
go  on  rising,  but  it  does  not  fall  back ; if  people  have 
acquired  the  habit  of  cleanliness  they  do  not  go  back  on 
it.  Another  indirect  effect  of  a high  interest  rate  might 
be  to  enable  us  to  create  a climate  in  which  we  can  get 
something  done  more  quickly  because  it  would  be 
reflected  in  an  easier  labour  market  or  supply  of  steel. 
But  that  has  nothing  to  do  with  the  point. 

11481.  Professor  Sayers:  How  does  an  indirect  effect 
come  about?  If  you  think  that  the  high  Bank  Rate  is 
going  to  lead  to  circumstances  in  which  it  would  be  easier 
for  you  to  press  ou  because  you  would  get  labour  and 
steel  more  easily,  it  must  be  because  you  believe  that 
someone  else  is  affected  directly.  H!ave  you  ever  changed 

your  course  in  any  way  for  this  sort  of  reason? Only 

in  so  far  as  the  period  taken  to  complete  a project  is 
concerned.  It  has  been  a factor  we  would  look  at, 
when  considering  what  is  the  expectation  of  getting 
delivery  and  of  being  held  up. 

11482.  Professor  Cairncross:  Do  you  mean  that  you 

would  do  more  investment  with  a high  Bank.  Rate? It 

has  never  'been  the  subject  of  central  discussions  at  all. 

11483.  Would  you  wait  until  you  saw  file  results 
reflected  in  your  sales  before  taking  action? ^Yes. 

11484.  Lord  Harcourt:  Have  you  been  self-financing 
to  a smaller  extent  when  the  Bank  Rate  has  been  hi^er? 
Would  the  Bank  Rate  have  had  any  more  effect  on  your 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


786 


COMMITTEE  ON  THE  WORKING  OF  THE  MONETARY  SYSTEM 


4 November,  1958] 


deliberations  for  that  reason,  or  no  more? 1 do  not 

think  it  would  have  had  any  effect.  If  we  want  to  retain 
our  position  (and  that  is  dominant  in  our  minds)  we  are 
not  free  to  move  as  we  think  best. 

11485.  Professor  Sayers:  You  mentioned  a criterion  of 

to  10  per  cent,  as  the  kind  of  net  return  you  would 

look  for  on  a long-term  investment  project? 1 merely 

said  that  ifliat  was  the  average  of  what  had  happened.  We 
were  looking  for  more,  but  that  is  what  has  turned  up. 

11486.  That  is  a matter  of  experience,  Iri  planning  do 
you  ever  think  in  terms  of  the  possible  yield? — ^Yes, 
indeed ; we  would  be  in  a terrible  situation  if  we  did  not 
have  to  consider  that. 

11487.  By  what  criterion  do  you  judge  how  much 
expansion  to  go  for?  You  obviously  decide  on  some 
expansion  because  you  want  to  have  the  whole  concern 
expanding,  but  are  you  prepared  to  vary  at  all  from  year 

to  year  the  rate  at  which  you  are  expanding? If  our 

research  people  turned  up  with  something  extraordinary 
we  would  change  our  whole  technique.  We  should  not 
bother  to  “ test-market  ” it ; we  would  market  it  in  ten 
countries  at  once  instead  of  one,  and  so  on.  Every  now 
and  then  something  like  that  turns  up. 

11488.  You  mentioned  the  possibility  of  the  amount  of 
money  to  be  spent  affecting  the  basic  programme.  Have 
you  ever  had  circumstances  that  have  affected  the  number 
of  possible  projects?  Have  you  ever  turn^  down  projects 
in  one  year  that  might  have  got  by  in  another  year 

because  the  financial  conditions  were  different? 1 thmk 

that  that  could  be,  because  there  is  a sort  of  red  hght 
in  the  organisation,  which  prevents  us  from  being  quite 
free.  I am  pretty  sure  it  happens,  but  it  does  not  happen 
directly  to  any  degree.  The  climate  is  changing  all  the 
time,  and  that  is  causing  these  people  to  think  that  they 
probably  will  not  be  embarrassed  if  they  come  along  for 
another  £2  mn.  project. 

11489.  Do  monetary  conditions  ever  cause  people  to 

feel  that  more  at  some  times  than  at  others? In 

countries  where  the  currency  is  difficult,  like  parts  of  South 
America,  undoubtedly  our  programme  is  very  heavily 
influenced,  not  because  the  project  is  not  a good  one  but 
because  we  do  not  sec  why  we  should  put  in  perfectly 
good  pounds  which  will  depreciate. 

11490.  Sir  Reginald  Verdon  Smith:  You  said  that  the 
economic  climate  might  well  affect  the  judgment  _ of 
management  and  the  degree  of  optimism  about  possible 
schemes,  but  you  made  it  clear  that  you  were  thinking 
very  much  about  overseas  situations,  where  economic 
conditions  might  vary  between  good  and  bad  to  a much 
wider  degree  than  we  had  known  in  this  country.  Did  the 
earlier  answer  apply  only  to  overseas  countries,  or  would 
you  say  that  the  changes  in  the  economic  climate  in  this 
country  in  the  1950s  have  affected  the  attitude  of  manage- 
ment in  relation  to  investment  programmes? ^Tho 

atmosphere  in  each  country  determines  what  we  do  there. 
What  happens  at  the  centre  is  that  when  in  any  particular 
country  there  is  a great  deal  of  pessimism  around  we 
generally  start  to  push  back  a little ; when  they  get  too 
depressed  we  say : “ Are  you  sure  that  is  right?  ” These 
people  are  so  scientific  that  they  have  economic  advisers 
and  so  on,  but  in  the  end  the  climate  they  are 
immediately  living  in  does  affect  their  judgment.  The 
one  advantage  of  being  in  a different  climate,  and  it  is 
about  the  only  one,  is  that  we  look  at  this  from  a distance 
and  can  say ; " You  are  getting  too  excited  or  too 
depressed.” 

11491.  Professor  Cairncross:  The  Government  has 
taken  action  to  influence  industrial  investment  through 
investment  allowances.  In  your  business  has  that  had  any 
impact? 1 can  trace  very  little.  It  might  make  some- 

one order  a fork  lift  truck  in  a hurry  to  make  sure  that 
it  was  delivered  before  April  5th.  But  I am  talking  in 
terms  of  three  years  at  a time  and  no  Government  policy 
remains  for  three  years,  so  it  does  not  influence  me.  I 
would  be  foolish  if  it  did.  The  finance  department  would 
be  in  a fine  mess.  The  placing  of  an  order  for  a ship  is 
the  only  case  I can  remember  where  this  was  mentioned 
at  the  time  of  discussion. 

11492.  The  main  effect  of  initial  allowances  is  to  make 
you  more  liquid  than  you  would  otherwise  be.  Doe,s 

it  affect  your  actual  capital  expenditure? No,  because 

we  are  sufficiently  conservative  in  our  financial  policy  for 
that  not  to  be  absolutely  decisive. 
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11493.  It  might  affect  your  borrowing? All  I would 

expect  is  that  I might  ask  a department  to  watch  the 
effect  in  their  projects ; but  the  effect  is  not  very  direct. 

11494.  If  you  get  an  allowance  that  represents  a per- 
centage of  your  capital  outlay  and  later  that  is  with- 
drawn, it  amounts  to  a large  fluctuation  in  liquidity? 

If  we  have  something  between  £10  mn.  and  £30  mn.  cash 
spread  all  over  the  world  an  effect  on  25  per  cent,  of 
the  business  in  this  country  would  not  be  a major  factor. 
We  never  know  exactly  what  cash  there  will  be  at  the 
end  of  the  year ; all  we  know  is  that  we  shall  be  £5  mn. 
wrong  up  or  down. 

11495.  Chairman:  Do  you  carry  the  benefit  of  the 

investment  allowance  to  a special  account? We  have 

never  gone  in  for  those  refinements.  We  would  have  lo 
spend  too  much  time  explaining  them  to  ourselves. 

11496.  Suppose  that  the  conception  of  the  investment 
allowance  was  regarded  as  a normal  provision  of  the 

Budget  structure;  would  that  make  any  difference? 

If  it  was  for  five  years  certain  it  might  begin  to  be  useful. 
I imagine  that  from  the  other  end  that  would  be  a 
commitment  making  the  situation  more  rigid  instead  of 
less. 

11497.  Sir  Oliver  Franks:  I suppose  some  of  your  pro- 
ducts reach  the  public  through  points  of  distribution  not 
wholly  handled  by  you? Nearly  all  of  them  do. 

11498.  Does  the  price  or  scarcity  of  money  have  any 
visible  effect  on  tho.se  distributors,  as  judged  by  their 
willingness  to  take  or  hold  stocks,  or  is  there  nothing 

sufficiently  calculated  to  be  noticeable? The  pipeline 

stocks  vary  considerably  in  the  main  on  the  boom  and 
bust  system  rather  than  on  the  interest  rate.  The  interest 
rate  comes  into  the  calculation  of  the  boom  or  bust. 

11499.  If  things  are  selling  well  they  stock  up  but  if 

not  they  cut  down? There  is  a very  big  lag.  If 

business  is  declining,  the  proportion  of  stocks  in  relation 
to  the  rale  of  turnover  goes  up  in  this  field  for  a long 
time. 

11500.  Lord  Harcourl:  .Since  September  1957  has  there 
been  a tendency  for  retailers  to  push  stocks  back  further 
in  the  pipeline  with  the  result  that  you  find  yourself 

holding  bigger  stocks? We  have  an  accurate  system 

of  measurement  of  the  rctailcr’,s  .stock,  sometimes  perhaps 
more  accurate  than  he  has  himself;  some  retailers  do  not 
have  a complete  knowledge  of  all  their  stocks.  Stocks 
have  not  varied  tremendously  in  this  country.  The 
tendency,  as  American  experience  has  shown,  is  that,  as 
units  in  retail  distribution  get  bigger,  the  total  amount 
of  stocks  in  the  pipeline  decreases.  For  a big  organisation 
it  pays  to  know  the  level  of  stocks.  The  .smaller  retailer 
cannot  spend  so  much  time  on  it.  More  attention  is 
paid  to  the  control  of  stocks  the  bigger  the  unit;  in 
America  the  trend  is  to  get  smaller  stocks  in  the  retail 
trade  whichever  way  the  rate  moves. 

11501,  Does  the  co.st  of  carrying  stocks  lend  to  force 

the  necessity  of  carrying  stocks  back  upon  you? ^We 

are  almost  a banker  for  them ; we  give  them  thirty  days 
to  pay. 

11502.  Professor  Sayers:  Have  you  been  lending  them 

more  money? No;  we  are  very  .strict  on  that  all  over 

the  world.  If  the  terms  are  30  days,  when  it  gets  to 
31  days  something  happens.  People  are  told  that  they 
must  reduce  orders.  That  is  general  in  our  trade. 

11503.  Professor  Cairncross:  We  have  had  evidence  in 
connection  with  other  trades  that  the  retailer  can  make 
the  pace  through  a restriction  of  the  way  he  adds  to 

his  stocks.  You  say  that  you  exercise  control? ^Yes. 

In  the  East  we  trade  for  cash  anyway,  but  in  America, 
for  instance,  the  trade  practice  in  our  trade  is  1 per 
cent,  discount  for  payment  in  ten  days,  and  the  retailer 
does  not  get  1 per  cent,  if  he  pays  in  eleven  days. 

11504.  Would  you  say  that  your  trade  debts  in  this 
country  have  not  grown  at  a different  pace  since  the 

Bank  Rate  went  up? Definitely  not.  Can  I just 

on  about  the  things  that  do  determine  our  investment  in 
stocks?  Our  only  consideration  is  that  we  must  have  toe 
minimum  necessary  for  efficiency.  Each  of  our  operating 
units  has  to  measure  the  profits  it  makes  in  relation  to 
the  capital  it  employs  and  show  the  measurements  in 
terms  laid  down.  If  they  want  a high  figure,  the  less  they 
have  in  working  capital  the  better.  Everyone  is  conscious 
of  that,  and  that  is  the  pressure  on  every  operating  unit 
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to  use  the  minimum  of  working  capital.  If  they  have  their 
stocks  too  low  for  efficiency  it  would  aSect  profits  some 
other  way.  It  is  a pretty  good  measuring  stick. 

11505.  Mr.  Jones : That  is  a matter  of  business  efficiency 
rather  than  monetary  conditions? ^Yes.  Very  occasion- 

ally, however,  taking  a view  of  the  market  in  some  com- 
modity might  result  in  our  carrying  higher  stocks  than 
the  absolute  minimum  because  we  thought  that  we  would 
make  a ^ofit,  but  in  the  main  the  price  element  is  taken 
care  of  in  length  of  cover.  So  it  is  a minor  element. 

11506.  Chairman:  Do  you  think  that  this  careful  ^d 
scientific  control  of  stock  holdings  is  a new  or  a progressive 

development  in  your  concern? We  used  to  preach  about 

it  at  various  levels,  and  then  we  put  it  to  everyone  on  a 
blackboard  and  showed  every  holder  of  stocks  their  net 
return  on  capital,  taking  an  average  of  four  points  in  the 
year,  and  taking  the  working  capital  and  fixed  capital  at 
replacement  value  less  depreciation.  One  section  may 
show  that  its  figure  is  4 per  cent,  and  another  that  its  is 
10  per  cent. ; the  inference  is  that  the  10  per  cent  section 
gets  a bigger  medal  than  the  other.  It  is  believed  to  be 
fair.  It  is  no  use  putting  in  a system  imless  you  convince 
management  that  it  is  fair.  If  they  say  “ We  would  like 
to  finance  tffings  by  bank  money  ”,  we  say : “ If  you  only 
have  it  for  a quarter  it  only  adds  against  you  for  one 
quarter  ”,  and  that  argument  is  reasonably  disposed  of. 
Because  working  capital  is  sli^tly  more  than  half  our 
total  resources  we  spend  a lot  of  time  on  it.  It  is  one 
of  the  things  we  can  control,  whereas  once  we  have  built 
a building  it  is  there. 

11507.  Professor  Cairncross:  If  you  were  facing  con- 
ditions in  which  your  profits  fell  off  and  you  had  a large 
capital  programme,  in  progress,  you  then  might  have  diffi- 
culty in  raising  1he  necessary  finance.  Would  you  in 
those  circumstances  think  in  terms  of  some  slight  cut  in 
your  stocks,  or  would  you  think  a cut  of  5 per  cent, 
or  even  2 per  cent,  more  than  you  would  be  prepared 
to  make? ^We  are  dealing  wiffi  consumer  goods  and, 

1 we  got  stocks  below  efficiency  point,  we  could  do 
so  much  damage. 

11508.  Mr.  Jones:  To  reduce  working  capital  by  2 per 
cent,  might  be  very  damaging  to  the  interests  of  the 
business? To  say  that  I am  sure  that  there  is  not 

2 per  cent,  of  waste  would  be  nonsense.  I am  sure  that 
there  is  10  per  cent.,  if  I only  knew  where  to  look  for  it ; 
so  in  one  sense  if  there  was  2 per  cent,  less  I do  not 
think  it  would  be  much  trouble.  But  how  to  bring  it 
about  I do  not  know.  The  operating  units  would  have 
to  change  the  yardsticks.  They  work  it  out,  as  they 
claim,  scientifically. 

11509.  Professor  Cairncross:  Are  your  stocks  not  held 
in  part  to  cover  not  production  needs  but  contingencies? 
Therrfore,  if  you  felt  inclined  to  take  a bigger  risk  would 
it  not  be  possible  to  run  down  stocks  a little? ^The  ex- 

perts at  the  centre  believe  that  generally  people  operating 
units  “ feather-bed  ” themselves  too  much.  We  would  cer- 
tainly bed  them  a little  harder  if  we  felt  that  we  should  be 
short  of  money,  but  whether  it  would  be  effective  I do  not 
know.  They  are  pretty  tough,  these  operating  chaps ; 
^ter  all,  they  are  responsible  for  the  profits. 

The  last  question  is:  “How  far  have  changes  in  in- 
terest rates  or  restrictions  of  bank  credit  affected  the  level 
of  stockholdings?  ” Well,  as  I have  indicated,  very  little 


directly  since  we  normally  only  borrow  money  for  stocks 
in  one  or  two  countries  where  we  do  not  hke  the  took 
of  the  currency.  It  is  not  easy  to  borrow  money  m those 
countries  because  everyone  has  the  same  idea.  Even  so, 
we  would  pay  a high  rate  of  interest  in  those  countnes 
rather  than  send  money  in.  It  might  be  12  per  cent. ; but 
our  competitors  have  to  pay  the  _ same,  and  we  would 
rather  pay  that  than  send  money  in. 

11510.  Professor  Cairncross:  Would  yqu  consider 

financing  any  of  your  business  in  Europe  or  the  Common- 
wealth outside  this  country?  Do  you  shift  the  area  from 

which  you  are  borrowing? We  borrow  locally  on  a 

long-term  basis  in  America  and  Canada,  and  to  a lesser 
extmt  in  Sweden;  but  for  the  rest  _aU  our  borrowmg 
operations  have  been  in  the  two  major  markets  where 
capital  is  drawn  from,  this  country  and  Holland. 

11511.  What  about  short  term? ^We  may  borrow 

elsewhere  on  short  term.  We  have  borrowings  according 
to  our  view  of  the  currency  and  the  cost  of  shifting 
money  there  and  back  again. 


11512  Would  a change  in  market  rates  here  lead  to 
decisions  to  shift  the  country  in  which  you  were  borrow- 
ing on  short  term? ^We  think  against  a background 

of  having  cash  resources  to  use  for  fixed  capital  or  work- 
ing capital.  Qearly  there  is  an  advantage  in  sending  tte 
money  from  here  if  we  think  it  would  save  money  when 

*1—  Ti„-U  'hio'li  in  smnrtier  COUntTV. 


11513.  Do  you  run  a bank  overdraft  in  this  country? 

Lord  Heyworth:  Yes,  we  have  to;  but  takmg  the 

balance  sheets  over  the  last  ten  years  I do  not  ffii^  it 
was  ever  continuous  ithioughout  a year. — Mr.  Knight: 
There  has  been  no  overdraft  in  total  for  a long  time. 


11514.  lord  Harcourt:  How  do  you  use  cash  for  which 

you  have  no  immediate  use? Lord  Heyworth:  First 

of  all  we  look  at  it  in  terms  of  what  we  are  gomg  to 
need  in  the  next  twelve  months ; if  there  is  some  left 
over  we  buy  short-dated  investments. 


11515.  You  operate  in  the  short-dated  bond  and 

Treasury  Bill  market? ^Yes ; we  have  been  buyers  of 

Treasury  Bills  for  twenty  to  twenty-five  years.  We  also 
lend  money  to  municipalities  for  three  to  six  months. 


11516.  Professor  Cairncross:  So  you  are  much  heavier 

buyers  of  Treasury  Bills  at  one  time  than  another? 

Lord  Heyworth:  Never  big  enough  to  make  a flutter 
on  the  market.  The  quantities  are  relatively  small. — Mr. 
Knight:  The  maximum  has  been  £5  or  £6  mn.  in 
recent  times. 


11517.  In  selecting  Treasury  Bills  did  the  return  on 

them  influence  you? l^rd  Heyworth : We  say  that  the 

one  thing  we  must  never  do  is  to  lose  any  of  it ; there- 
fore the  first  thing  to  do  is  to  be  safe.  If  we  can  make 
a bit  of  money  over  the  period  that  is  all  to  the  good. 

11518.  Afr.  Jones:  Availability  is  important? — —It  is 
at  the  top  of  our  minds. 

11519.  Lord  Harcourt:  Do  you  make  much  use  of 

Tax  Reserve  Certificates? Lord  Heyworth : At  times — 

Mr.  Knight. : They  are  not  very  interesting  now. 

Chairman:  Thank  you  very  much,  Lord  Heyworth. 
You  and  Mr.  Knight  have  been  a very  great  help  to  us. 


{Adjourned  until  Thursday,  20th  November,  1958,  at  10.45  a.m.) 
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The  Lord  Godber,  Chairman,  and  Mr.  F.  J.  Stephens,  a Director,  Shell  Transport  and  Trading  Co.  Ltd., 
called  and  examined.  1 


11520.  Chairman:  We  are  very  much  obliged  to  you, 
Lord  Godber,  for  coming  to  help  us  with  your  evidence, 
and  for  the  clear  memorandum*  with  which  you  have 
supplied  us._  Would  you  like  to  add  anything  by  way 

of  introduction? Lord  Godber:  I do  not  think  so, 

beyond  reminding  the  members  of  the  Committee  of  the 
basis  of  the  group : it  is  a Dutch  and  British  partner- 
ship, and  the  ownership  is  divided  as  to  60  per  cent.  Dutch 
and  40  per  cent.  British.  That  allecls  to  some  extent  all 
our  financial  arrangements,  as  you  have  probably 
gathered  from  this  memorandum. 

11521.  I wonder  if  we  might  run  through  your  memo- 
randum and  see  what  questions  come  out  of  it.  You 
are  dealing  first  of  all  with  the  answer  to  our  question: 
“ What  are  the  main  considerations  which  determine  the 
size  and  content  of  your  organisation’s  fixed  investment 
programme?  ” You  give  us  under  very  general  heads 
four  different  kinds  of  expenditure  that  you  are  going 
to  think  about.  The  first  is  (although  I know  the  word 
is  never  quite  satisfactory)  replacement  expenditure ; the 
second  is  progress  within  the  fields  that  you  are  in  fact 
working  in  today ; the  third  is  expansion  into  new  fields, 
petroleum  chemicals  being  an  example;  and  the  fourth 
is  general  expenditure  that  will  reduce  the  operation^ 
costs  of  the  business  in  general.  Would  I be  right  in 
thinking  that  your  field  of  manoeuvre  is  rather  different 
with  regard  to  the  third  and  fourth  from  what  it  is  to 
the  first  and  second,  and  that  decisions  as  to  what  you 
are  going  to  do  in  the  first  and  second  are  very  much 
determined  by  your  own  history  and  the  nature  of  your 
business,  whereas  with  regard  to  decisions  to  go  into  a 
new  field  or  to  find  out  methods  of  increasing  ttie  opera- 
tional efficiency  you  have  rather  more  freedom  of 

manoeuvre  as  to  what  you  do  and  when  you  do  it? 

Lord  Godber:  I should  say  not  very  much.  In  the 
first  two  cases  we  are  also  very  free  to  manoeuvre,  because 
often  we  move  into  entirely  unknown  territory,  It  is 
solely  in  our  option  to  go  into  unknown  territory ; it 
is  solely  in  our  option  to  develop  our  markets  or  our 
refining  arrangements  in  our  existing  territory.  It  is 
all  based  on  our  own  requirements,  not  always  neces- 
sarily on  what  other  members  of  the  trade  might  do. 
I should  say  there  is  very  little  difference  between  the  four 
divisions. — Mr.  Stephens:  When  it  is  a question  of  going 
into  new  ventures  we  can  perhaps  say : “ This  is  not 
the  time  ” ; whereas  if  we  are  going  to  keep  up  our 
trade  in  a certain  place,  and  our  guess  is  that  the  trade 
will  go  up  to  such-and-such  a level,  it  may  take  tfcee  or 
four  years  of  building  and  ordering  equipment  to  provide 
fte  necessary  extra  capacity.  We  should  probably  say: 

We  want  to  stay  in  this  market ; it  is  a good  market  ”. 
We  think  that  the  sensible  thing  to  do  is  to  keep  the 
business  earning,  and  there  is  therefore  perhaps  less 
manoeuvrability  riiere, 

11522.  At  what  point  in  your  costing  of  new  develop- 
ments does  the  rate  of  interest  on  your  capital  expenditure 
come  in?  Is  it  when  you  are  aotually  faced  with  the 

problem  of  raising  money  from  outside? Lord 

Godber:  No,  when  we  are  deciding  on  our  approval. 

•Memoranda  of  Evidence  Part  XI.  No.  2. 


11523.  Does  the  rate  of  interest  you  are  using  for  this 
purpose  vary  with  current  conditions,  the  Bank  Rate,  for 
instance? By  and  large,  yes.  When  we  are  calcu- 

lating the  cost  of  these  projects  we  take  in  the  current 
rate  of  interest.  If  there  was  any  serious  difference  be- 
tween that  and  the  actual  rate  when  we  were  about  to 
go  ahead  we  would  then  submit  a second  estimate  of 
revised  figures  to  the  board  for  approval,  but  it  would 
not  affect  the  carrying  out  of  policy.  We  merely  keep 
ourselves  and  our  capital  expenditure  responsibilities  up- 
to-date. 

11524.  Would  the  rate  of  interest  you  take  for  the  pur- 
pose of  costing  your  expenditure  be  the  current  short-term 
rate  of  interest  represented  by  the  Bank  Rate,  or  the 

long-term  rate  of  interest? The  long-term  rate  at 

which  we  consider  we  could  borrow. 

11525.  You  do  vary  that,  if  you  find  the  long-term 

rate  of  interest  is  rising  or  falling? Lord  Godber  : If 

it  was  going  to  affect  the  cost  we  would  vary  it.  It 
would  be  one  of  the  items  which  would  come  into  a 
review  of  the  estimate. — Mr.  Stephens : It  might  not  make 
any  difference  to  the  end  result. — Lord  Godber : It  would 
never  be  more  than  a minor  difference,  and  in  ninety- 
nine  cases  out  of  a hundred  it  would  have  no  effect 
on  whether  we  carried  out  the  project  or  not. 

11526.  Although  you  would  take  notice  of  the  change 
up  or  down,  it  is  very  unlikely  in  your  experience  that  it 
would  actually  determine  your  decision  when  or  what  to 

spend? No.  That  would  apply  in  the  initial  estimate, 

too.  The  amount  added  to  the  cost  to  cover  interest  would 
not  affect  our  decision. 

11527.  Professor  Sayers:  It  is  the  rate  of  return  on  the 
project  you  are  thinking  about,  and  not  just  the  interest 

cost  included  in  the  process  of  construction? Mr. 

Stephens:  It  is  really  both.  When  looking  at  the  cost  of 
the  construction  we  include  an  element  for  interest,  even 
though  we  may  be  simply  taking  money  that  we  have  in 
the  bank  and  apfilying  it  to  the  cost  of  the  project ; but 
in  all  our  calculations  on  a project  we  calculate  the  “ pay- 
out ”,  which  is  the  other  part  of  your  question.  We 
consider  how  profitable  this  project  is  going  to  be,  and 
whether  we  shall  get  our  money  back  in  three  years’  time, 
in  four  years’  time  or  in  five  years’  time.  Before  venturing 
on  projects,  unless  they  are  merely  what  one  might  call 
protective  projects  to  permit  us  to  stay  in  business,  we 
like  to  have  rather  a short  pay-out  time,  so  that  the  whole 
thing  is  paid  off  in  a reasonably  short  time,  after  which 
we  can  regard  it  as  generating  cash  for  us  again,  apart 
from  profit. 

11528.  So  that  an  adequate  rate  of  return  is  one  which 
will  allow  you  to  pay  off  the  capital  within  a matter  of 

three  or  four  years? It  depends  enormously.  Some 

things,  like  a refinery,  take  four  years  to  build,  so  that  we 
could  not  expect  to  get  our  money  back  in  four  years  on 
that.  Things  vary  according  to  what  they  are  and  how 
long  they  take  to  construct. 

11529.  But  when  you  are  thinking  of  the  period  over 
which  you  want  to  see  your  money  back,,  what  kind  of 
period  of  years  do  you  reckon  from  the  date  on  which 
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something  comes  into  operation? Mr.  Stephens:  It 

varies  enormously  on  that ; thare  are  so  many  different 
plants.  On  some  small  thing  we  might  get  it  back  very 
quickly,  in  perhaps  eighteen  months ; on  a big  thing  it 
would  be  a matter  of  years. — Lord  Godber : It  could  vary 
up  to  ten,  depending  on  the  type  of  thing. 

11530.  Sir  John  Woods:  Do  you  take  into  account  the 

actual  life  of  the  asset? Mr.  Stephens:  We  take  into 

account  the  useful  life  of  the  asset.  A thing  can  last  for 
ten  years,  but  be  completely  demodi  in  six. 

11531.  You  get  your  money  back  as  fast  as  possible 

because  you  are  frightened  of  a long  period? ^Yes, 

that  is  the  big  feature. 

11532.  Professor  Cairncross:  Do  you  vary  your 

expectation  of  the  period  of  return  at  different  times? 
Might  you  at  some  period  decide  that  you  had  been  rather 
too  optimistic  in  your  estimates  of  the  pay-out  periods 

and  revise  the  rate  of  recovery  expected? On  a certain 

type  of  plant,  certainly. 

11533.  Would  this  have  any  relationship  to  the  ease 

with  which  you  could  get  finance? No,  it  would  be 

almost  entirdy  based  on  profit  margin. 

11534.  Professor  Sayers:  When  you  get  to  pay-out 
periods  approaching  ten  ^ears  the  interest  charge  must 
be  an  appreciable  proportion  of  the  total  cost  per  year 
of  the  projects? Yes. 

II535.  Do  you  alter,  as  market  conditions  alter,  the 
interest  charge  in  your  calculations  for  those  longer-term 

projects? Generally  speaking  not.  The  things  that 

come  to  my  mind  are  such  things  as  long-term  charters 
of  tankers ; there  we  get  no  opportunity  for  revising  the 
interest  charge  because  we  make  a bargain  with  the  lenders 
for  twenty  years.  So  there  is  not  much  point  on  those 
long-term  things  in  re-doing  the  calculation,  except  as  a 
matter  of  experience,  for  when  we  do  it  again ; even  so, 
it  would  be  very  hard,  if  we  went  in  for  this  a second 
time,  to  say  that,  because  we  had  a certain  experience 
over  a period  of  ten  years,  ten  years  later  we  should 
necessarily  get  the  same  experience. 

11536.  Mr.  Woodcock:  The  rate  of  interest  you  are 

thinking  of  all  the  time  is  the  traditional  one? Mr. 

Stephens:  Yes,  within  we  ho^  a reasonably  narrow 
margin. — Lord  Godber:  We  fit  into  current  conditions  of 
interest  rates. 

11537.  If  you  assume  an  increase,  it  is  an  increase  that 
would  follow  the  traditional  pattern? ^Yes. 

11538.  Professor  Sayers:  Long-term  rates  generally  are 
half  as  high  again,  if  not  nearly  double,  what  they  were 
ten  years  ago.  Do  you  continue  to  use  the  same  rate 
of  interest  calculations  as  you  did  ten  years  ago?— — 
No. 

11539.  Would  not  that  make  a considerable  difference 

on  a ten  year  project? Yes.  But  in  many  of  these 

cases  these  estimates  are  not  in  a way  to  decide  whether 
we  shall  build  or  not ; they  are  merely  to  tell  us  what 
we  think  it  is  going  to  cost.  As  Mr.  Stephens  said  just 
now,  in  all  probability  we  should  be  bound  to  build 
anyhow. 

11540.  Your  decision  whether  to  go  on  with  your 
project  or  not  is  not  likely  to  change? No. 

11541.  Is  your  decision  whether  to  trim  a project  at 

all  likely  to  be  affected  by  rates  of  interest? ^I  should 

say  not.  The  factors  whiti  would  lead  to  trimming  would 
be  a change  in  market  conditions,  a change  in  market 
requirements,  or  something  of  that  kind ; often,  though 
not  always,  liat  can  be  done  before  a project  is  finished. 

11542.  Professor  Cairncross  : There  must  be  some  pro- 
jects which  come  brfore  you  which  you  reject  on  grounds 
that  they  do  not  offer  sufficient  return? Definitely. 

11543.  If  rates  of  interest  were  doubled,  would  not  that 
affect  the  decisions,  and  lead  to  some  projects  being  re- 
jected that  previously  had  been  accepted? Lord 

Godber:  I should  say  not.  I should  say  the  proportion 
of  interest  in  the  cost  of  most  of  these  projects  is  com- 
paratively small. — Mr.  Stephens:  It  is  purely  an  internal 
calculation  we  make  which  does  not  have  very  much, 
if  any,  bearing  on  the  decision.  If  the  thing  is  successful 
and  going  to  make  money  or  keep  us  in  business,  or  keep 
us  ahead  in  competition,  like  raising  the  octane  level 
against  competition,  we  would  say  that  regardless  of  rates 
of  interest  we  had  to  be  in  the  forefront  and  that  there- 
fore we  must  build  this  thing. 


11544.  Where  you  are  in  doubt  whether  to  accept  or 
reject  a project,  and  the  return  is  the  critical  factor,  that 

return  must  be  influenced  by  the  rates  of  interest? ^To 

a very  small  degree ; it  is  really  infinitesimal,  I think, 
because  we  would  expect  the  profit  margin  to  take  care 
of  the  situation. 

11545.  Mr.  Jones  : Amongst  many  considerations,  then, 
in  going  forward  with  a project,  the  rate  of  interest  would 

be  a minor  consideration? ^It  would  be  at  least  at  the 

bottom  of  the  list 

11546.  Would  you  call  it  a negligible  consideration? 

^No,  not  negligible ; but  it  would  be  at  the  bottom 

of  the  list. 

11547.  Are  there  any  schemes  of  border-line  profitability 

that  it  might  affect? Lord  Godber:  Naturally  there 

would  be ; where  the  profit  margin  is  tiny  it  would  affect 
it.  On  the  other  hand  we  could  have  a case  where  the 
profit  margin  was  tiny  and  we  were  bound  to  go  on 
with  it  regardless  of  the  rate  of  interest. 

11548.  Have  you  any  experience  of  a case  where  the 
border-line  profitability  has  been  at  stake,  and  the  rate 
of  interest  has  interfered  with  the  scheme  or  the  develop- 
ment of  the  project? 1 cannot  think  of  one. 

11549.  Chairman:  It  is  what  your  experience  has  left 
in  your  minds  that  we  are  drawing  on,  and  you  do  not  in 

fact  recall  that  ffiere  have  been  decisions  like  that? 1 

am  almost  certain  that  there  never  has  been  one. 

1 1550.  Sir  Oliver  Franks:  You  said  that  the  main 
factor  that  might  cause  you  to  modi^  a capital  pro- 
gramme in  some  way  is  if  the  market  alters,  if  demand 
falls  off.  Do  you  have  the  impression  that  among  the 
factors  which  cause  demand  among  your  customers  to 
weaken  is  the  general  effect  of  scarcity  or  dearness  of 
money?  Do  you  think,  that  it  applies  to  the  environment 
m which  you  operate  to  some  extent  though  not  to  you, 
or  would  you  think  that  it  applied  neither  to  you  nor 
to  the  environment  of  your  market,  and  that  it  is  not 

one  of  the  market  forces  that  is  important? Mr. 

Stephens:  We  are  vulnerable  to  the  rate  of  industriai 
activity,  particularly  in  certain  products  that  we  sell, 
notably  fuel  oil.  If  therefore  there  is  a credit  squeeze 
and  a general  tightening  of  expansionist  schemes  for  in- 
dustry in  general,  new  plants  and  so  forth,  the  chances  are 
that  the  increase  in  consumption  is  going  to  fall  off,  and 
it  may  be,  although  we  have  never  seen  it  outside  the 
United  States,  that  consumption  will  in  fact  stay  level  I 
am  talking  about  since  the  war. 

11551.  Sir  John  Woods:  If  you  had  that-  situation, 

that  might  affect  your  own  view  of  capital  projects'^ 

Yes  indeed. 

11552.  Professor  Cairncross:  Would  you  let  it  affect 
your  view  of  capital  projects  before  you  saw  demand 
drop,  or  would  you  wait  to  see  whether  demand  did 

drop? Mr.  Stephens:  We  would  definitely  wait  to 

see,  because  we  have  been  so  wrong  in  our  guesses  in 
the  past,  as  I think  has  everybody  else  in  the  industry, 
regarding  the  rate  of  consumption.— Lor«f  Godber: 
Under  those  conditions  the  demand  for  increasing  capital 
projects  naturally  falls  off,  so  the  decision  is  not  neces- 
sarily in  our  hands  at  all. 

11553.  Professor  Sayers:  In  explaining  this  effect  Mr. 
Stephens  spoke  of  the  credit  squeeze  and  dearer  money 
leading  industrialists  to  contract  their  capital  schemes  and 
so  on._  You  explained  that  you  never  behave  like  this. 
What  is  it  about  other  people  that  makes  them  behave 

differently  from  you? Mr.  Stephens : I think  it  is  very 

largely  that  only  about  5 per  cent,  of  our  business  is 
conducted  in  the  United  Kingdom,  whereas  what  we  arc 
talking  about  basically  are  United  Kingdom  industries. 
It  is  partly  perhaps  also  because  in  a risk  industry  like 
ours  we  have  to  have  a good  deal  of  spare  money,  and 
only  very  much  now  and  again  can  we  rely  upon  the 
money  markets  of  the  world  to  give  us  money  for  our 
capital  expansion.  The  bulk  of  our  capital  expansion  is 
through  retained  earnings  and  depreciation.  I should 
have  thought  that  that  was  why,  when  there  was  a credit 
squeeze  in  this  country,  the  impact  on  us  would  be  very 
small  for  our  capital  projects,  but  the  impact  on  the 
steel  industry  and  on  various  other  industries  might  be 
substantial. 

11554.  You  think  you  are  really  different  from  other 

industries? ^We  'are  different  percentagewise  in  the 

amount  of  business  we  do  here  compared,  for  instance, 
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with  Summers  or  the  Ford  Motor  Co.  in  that  we  operate 
in  every  country  outside  the  iron  curtain,  and  we  have 
perforce,  like  any  wasting  asset  or  risk  industry,  to  keep 
a good  deal  of  money  in  the  till. 

11555.  Mr.  Jones : When  you  talk  about  a risk  industry, 
are  you  thinking  in  terms  of  being  an  extractive  industry, 
and  that  your  wells  might  dry  up  quicker  than  might 

otherwise  be  the  case? It  might  even  be  worse  than 

that ; they  might  be  dry  to  start  with. 

11556.  To  what  extent  would  external  political  con- 
siderations upset  your  plans  and  create  risk? ^To  a 

tremendous  extent,  aU  over  the  world. 

11557.  Would  political  insecurity  to  a very  large  extent 
affect  the  development  and  projects  you  had  in  mind  and 

the  capital  you  invest? Lord  Godber:  As  to  individual 

countries,  yes.  For  instance,  we  would  hesitate  to  spend 
a great  deal  of  money  in  any  country  where  their  foreign 
exchange  record  was  not  particularly  good.  Fortunately, 
however,  they  are  comparatively  few.  But  take  the  Middle 
East : we  naist  still  go  on  wifli  our  business,  evea  if  some 
rislffi  exist ; otherwise  we  may  lose  our  concessions.  That 
risk  is  there  the  whole  time.  Going  back  to  your  point 
about  whether  there  is  a risk  of  a field  not  providing  any 
oil  at  all,  there  are  many  cases  where  an  enormous  amount 
of  money  is  spent  (for  instance,  in  Tunisia,  and  Ecuador) 
without  getting  anything  out  We  have  spent  in  Nigeria  lo 
date  £40mn. ; we  know  now  that  we  have  oil  there,  but  we 
do  not  know  whether  it  is  ever  going  to  give  us  back  our 
£40mn.  We  shall  have  to  go  on  for  another  five  years 
perhaps  before  we  know  that  There  we  are  faced  with  a 
position  of  uncertainty.  We  have  spent  so  much  money ; 
we  have  got  some  oil ; do  we  go  on,  or  do  we  abandon? 
The  chances  are  that  we  go  on  because  we  think  that 
there  may  be  something  we  have  not  found  yet  which 
is  going  to  provide  us  with  the  cover  for  the  enormous 
investment  we  have  already  made.  So  many  of  these  new 
oil-producing  areas  (the  bulk  of  our  capital  expenditure 
is  finding  the  oil)  are  in  untamed  jungle  country,  with 
no  facilities  of  any  kind,  no  bouses,  no  roads ; all  that 
has  to  be  made  by  us  before  we  can  driU  our  first  well. 
Where  the  oil  is  produced  from  under  water  we  have  to 
create  a new  set  of  circumstances  with  all  the  risks  attached 
to  that.  If  you  compare  the  risk  of  rate  of  interest 
with  that  sort  of  risk  you  can  see  that  it  is  not  a con- 
sideration that  we  would  think  twice  about. — Mr. 
Stephens:  This  Nigeriau  illustration  Lord  Godber  has 
given  shows  why  we  do  have  to  keep  a certain  amount 
of  money  in  the  till ; we  should  hate  to  write  a prospectus 
on  Nigeria  alone  ! 

11558.  Professor  Cairncross:  You  have  laid  quite  a lot 
of  stress  on  the  liquid  position.  Do  you  have  a fixed 
idea  of  the  money  you  need  to  hold  in  the  till  in  relation 
to  your  turnover,  or  is  it  a ratio  which  is  allowed  to  swing 

pretty  widely? It  swings  quite  widely,  but  we  get  very 

nervous  from  time  to  time  if  we  see  it  approaching  what 
we  call  the  PlimsoU  mark. 

11559.  If  that  happens  you  make  a fresh  issue;  you 

do  not  necessarily  cut  down  your  investments? ^We 

do  both.  We  do  not  necessarily  make  a fresh  issue ; it 
may  not  be  the  time  to  do  so. 

11560.  Have  you  in  post-war  years  felt  obliged  to  limit 

your  programme  because  of  the  liquidity  position? 

Mr.  Stephens:  In  every  year  almost  we  have  had  to  look 
at  it  pretty  carefully. — Lord  Godber : I do  not  think  that 
there  is  a definite  answer  to  that.  We  look  all  the  time 
at  whether  the  cash  is  up  or  whether  we  ought  to  do 
something  about  it.  There  is  a constant  study  going  on 
aU  ie  time  in  these  things.  I am  not  sure  whether 
we  have  ever  been  so  short  of  cash  that  it  has  really 
affected  to  any  material  degree  our  capital  expenditure. 

11561.  Lord  Harcourt:  Is  it  the  case  that  a large  part 
of  your  capital  expenditure  is  something  over  which  you 
reaUy  have  very  litfle  control? Yes. 

11562.  In  your  concessions  is  there  an  obligation,  for 
instance,  to  do  a certain  amount  of  development  per  year 
and  so  much  drilling? ^In  the  early  years  there  cer- 

tainly is. 

11563.  That  is  something  which  you  cannot  avoid? 

Lord  Godber:  No. — Mr.  Stephens:  Even  if  there  is  no 
obligation  in  the  later  years,  the  Government  owns  the 
subsoil  and  expects  a certain  amount  of  revenue ; more- 
over we  have  to  go  on  drilling  to  protect  our  investment, 
30500 
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regardless  of  whether  there  is  a legal  obligation  to  do  so 
or  whether  it  is  merely  a political  or  economic  assessmeot 
of-the  situation. 

11564.  Professor  Cairncross:  That  would  be  true  par- 
ticularly of  the  first  and  second  categories  in  your  invest- 
ment programme.  The  tiiird  and  fourth  categories  would 
not  necessarily  be  affected  in  that  way? ^No. 

11565.  And  you  might  delay,  I suppose,  some  entirely 
new  project  under  the  third  category  if  you  felt  that  you 
were  running  a bit  tight  on  cash?  Would  that  be  done? 

Lord  Godber:  Yes,  that  would  be  the  first  one  to 

select. 

11566.  Ifeve  you  in  recent  years  held  rather  less  t-acb 
in  proportion  to  turnover  than  you  held  towards  the  end 
of  the  war  when  many  businesses  were  pretty  liquid. 

Would  that  be  true  in  your  case? Yes,  I should  tbmlr 

that  is  definitely  the  case  because  our  turnover,  as  the 
result  of  the  weakness  in  sterl^,  has  definitely  gone  up 
in  very  much  greater  proportion  than  our  cash. 

11567.  Then  how  do  you  judge  what  is  the  normal  pro- 
portion to  hold?— Afr.  Stephens:  We  look  at  our  capital 
programme  historically  over  the  past  and  for  the  five  years 
in  the  future.  We  do  not  pass  a budget  for  five  years ; 
we  pass  a budget  every  year.  But  it  is  a five-year  forward 
look.  We  say:  ‘‘TMs  is  what  it  looks  as  if  we  are 
going  to  have  lo  spend ; this  is  what  we  think  the  trade 
is  going  to  be ; this  is  what  we  think  the  profit  margins 
are  going  to  be ; what  is  our  guess  about  the  increase 
or  wosion  of  our  central  funds?  *’  Assuming  it  is  an 
erosion,  we  have  to  guess  when  it  will  come;  if  our 
guess  is  ri^t,  it  may  look  as  if  we  are  going  to  get 
near  the  danger  mark,  whatever  we  may  fix  the  danger 
mark  at,  or  the  uncomfortable  mark  where  we  are  really 
going  to  be  rather  short. 

11568.  Professor  Sayers:  When  you  have  that  feeling 
you  do  both  things : you  plan  to  make  an  issue  and  you 

tend  to  cut  your  capital  plans? Mr.  Stephens:  We 

make  inquiries  of  our  financial  advisers  as  to  the  possi- 
bility of  raising  some  money.— Lord  Godber:  And  re- 
view our  plans ; I would  put  it  that  way.  We  do  not 
necessarily  cut  our  plans,  but  we  review  them. 

11569.  What  kind  of  project  becomes  marginal  as  a 
result  of  this  review?— —Mr.  Stephens : Going  into  new 
areas  for  exploration,  if  there  re^y  is  very  little  known 
about  the  prospects. — Lord  Godber : Slowing  up  on  mar- 
keting ; an  additional  tower  or  two  in  the  refineries  might 
be  held  up. — Mr.  Stephens:  Particularly  if  we  think  it  is 
going  to  be  accompanied  by  a recession  in  the  volume 
of  trade. 

11570.  Over  the  post-war  years  the  prospect  of  making 
a big  issue,  such  as  one  of  yours  would  be,  on  any 
reasonable  terms  must  have  varied  appreciably  from  time 
to  time.  Have  you  felt  in  some  years  that,  because  the 
prospect  of  such  an  issue  was,  as  far  as  you  could  see, 
rather  worse  than  it  bad  been,  you  should  become  more 

selective  in  your  new  capital  projects? Lord  Godber: 

No,  it  has  not  made  any  difference.  As  an  international 
group  we  are  in  the  fortunate  position  that,  if  by  any 
chance  we  felt  we  needed  money  for  projects  that  we 
had  to  build  and  this  market  was  not  a good  market, 
the  chances  are  that  some  other  market  would  be  a 
good  market,  for  instance,  the  United  States ; or  the 
whole  of  the  German  business  would  be  financed  in  Ger- 
many, as  it  is  to  a large  extent,  and  France  the  same. 
We  can  select  our  financial  market  for  our  requirements 
within  pretty  wide  margins. 

11571.  Yes,  but  you  did  say  that  when  you  felt  that  in 
prospect  your  cash  position  was  becoming  rather  un- 
usually low  you  both  reviewed  the  capital  projects  and 

thought  about  an  issue? ^Yes ; but  not  necessarily  an 

issue  here. 

11572.  It  is  the  review  of  capital  projects  I am  wanting 
to  know  about  Does  that  review  ever  lead  to  any 
modification  of  plans?  If  not,  what  is  the  point  of  it? 

Mr.  Stephens : Postponement  would  be  the  big  thing. 

— Lord  Godber : Certainly  postponement ; but  ftat  post- 
ponement could  easily  be  affected  by  all  kinds  of  other 
factors  besides  rates  of  interest:  conditions  of  the  market, 
a slow-up  in  consumption,  or  something  like  Suez.  A 
crisis  of  that  kind  wotffd  affect  the  plans  very  temporarily. 

3B 
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11573.  But  your  cash  position  might  be  one  of  the 

factors  that  would  lead  to  a postponement? It  could 

be,  but  very  seldom ; I do  not  remember  many  cases. 

11574.  Do  you  remember  any  such  cases  where  it  was 

a material  factor? Lord  Godber:  After  the  war  we 

wound  up  with  a lot  of  cash  and  a whole  lot  of  assets 
that  had  been  smashed  up  by  the  Japanese.  We  prob- 
ably postponed  a certain  amount  of  the  more  glamorous 
projects  in  order  to  get  on  with  the  stuff  that  earns  us 
our  bread  and  butter. — Mr.  Stephens:  If  I remember 
rightly,  that  was  much  more  because  all  other  members 
of  the  industry  were  occupied  in  patching  up,  cleaning 
up  and  repairing,  and  therefore  there  was  no  competition 
from  that  angle  to  start  building,  other  than  getting  right 
what  we  had  lost  and  what  had  been  damaged. 

11575.  : Suppose  the  capital  programme 

seems  to  be  rather  outrunning  the  available  cash  and  yet 
you  think  you  should  go  on  with  it ; have  you  great 

freedom  to  carry  over  with  temporary  financing? 

Lord  Godber:  Yes.  For  instance  a year  ago  we  did  a 
five-year  short  loan  in  America  to  cover  the  purchase  of 
additional  concessions  in  Venezuela.  That  is  available  all 
the  time.  Our  credit  is  so  good  that  in  practically  any  of 
these  countries  that  has  the  money  and  a market  we  could 
do  that  sort  of  thing. — Mr.  Stephens : The  Treasury  have 
been  very  kind  to  us  in.  that  regard. 

11576.  Mr.  Jones:  Have  you  ever  had  any  difficulty  in 
the  last  four  or  five  years  in  raising  short-term  money 
from  the  banks  and  other  institutions  to  finance  tankers 
and  that  sort  of  thing?  Have  the  restrictions  on  credit 

had  any  effect  on  you  at  all? Lord  Godber:  No,  not 

at  all. 

1 1577.  Professor  Cairncross : You  did  mention  that  you 
might  on  occasion  make  an  issue  in  this  country  or  in  some 
other  country,  and  that  you  had  a fair  amount  of  freedom 
to  make  these  issues.  Would  you  be  influenced  in  the 
market  in  which  you  made  the  issue  by  the  price  at  which 
your  shares  were  standing,  or  the  rates  of  interest  ruling 

in  this  country? Mr.  Stephens:  If  we  had  a rights 

issue  it  would  go  to  all  the  stockholders  anywhere ; we 
would  not  say  that  the  Swiss  or  the  French  were  in  a 
particular  position  where  they  should  have  the  chance  and 
the  others  would  not.  When  we  raise  money  in  Switzerland 
and  Germany  it  has  always  been  either  short  or  long-term 
debentures,  or  something  of  that  sort,  based  on  the  local 
business. 

11578.  Lord  Harcourt:  On  assets  in  that  country? 

Yes. 

11579.  Professor  Cairncross:  But  in  those  cases  you 

mi^ht  have  raised  the  money  here  or  in  America? ^Yes. 

It  is  a question  of  currency  as  well.  We  do  not  want 
necessarily  to  push  sterling  into  a place  like  Germany  if 
Germany  can  produce  the  money  for  the  German  business. 
We  like  them-  to  feel  that  they  have  their  own  shop 
window  and  they  have  to  run  it. 

11580.  I wonder  whether  the  cost  of  raising  the  money 

is  at  any  time  a factor  of  importance  in  the  decision? 

I think  it  must  be.  Now  and  again  we  have  to  consider 
raising  short-term  money  merely  in  order  to  pay  excise 
taxes.  If  the  rate  has  got  really  outrageous  we  give  the 
local  company  credit  on  supplies  for  a month  or  two 
instead  as  a means  of  alleviating  their  immediate  financial 
position  so  that  they  can  pay  the  excise  tax. 

11581.  If  money  became  very  tight  in  this  country  and 
rates  of  interest  were  higher  even  than  they  are  now, 
might  that  influence  you  to  look  elsewhere  for  finance  in 
one  of  the  countries  in  which  you  arc  operating  rather 
than  here? For  short-term  or  long-term? 

11582.  For  short-term,  or  even  for  long-term  if  you 
thought  it  might  be  difficult  to  make  an  issue  in  the  fore- 
seeable future? Lord  Godber:  We  cannot  tell  at  this 

stage  what  we  would  do  under  those  circumstances.  I 
have  no  doubt  that  we  should  get  the  money  we  required, 
whether  it  was  here  or  in  the  United  States  or  elsewhere. 
— Mr.  Stephens : We  would  test  the  various  markets. 

11583.  If  it  were  a question  of  raising  money  on 
debentures  here  at  7 or  8 per  cent.,  when  you  could  get 
it  in  the  United  States,  or  in  Germany  conceivably  in  the 
future,  at  5 per  cent.,  would  that  difference  in  rates  of 

interest  influence  you? Lord  Godber:  Yes,  if  it  was 

a debenture  issue.  If  it  was  a debenture  we  would 
probably  decide,  other  factors  being  all  right,  to  go  to 
the  United  States.  The  amount  we  would  get  from 
Germany  or  France  would  be  limited  to  the  asset  value  of 


our  business  in  those  countries,  so  it  would  not  have  a 
great  effect  on  our  general  budget.  If  we  wanted  what 
we  call  group  financing  and  the  rate  here  was  3 or  4 par 
cent,  above  the  United  States  rate,  we  should  probably 
try  for  the  United  States.  But  we  have  not  experienced 
that  situation ; so  it  is  purely  a guess  as  to  whether  we 
would  or  not. 

11584.  You  would  not  do  it  if  the  margin  of  difference 

were  comparatively  small? No,  I do  not  think  we 

should ; besides,  the  Treasury  would  have  something  to 
say  about  that  as  well. 

11585.  Chairman:  I think  you  have  covered  our  second 
question  in  what  you  have  told  tw  ; and  a great  many  of 
our  questions  have  been  devoted  to  the  third  question, 
and  I think  we  have  covered  that. — Sir  John  Woods:  1 
was  not  quite  clear  on  the  timing  point.  You  say  in  effect 
that  changes  in  interest  rates  cannot  affect  the  timing  at  all. 
My  point  was  this.  As  so  large  a proportion  of  your 
capital  requirements  come  from  depreciation  and  retained 
profits,  on  the  face  of  it  you  ought  to  have  more  margin 
on  timing  a public  issue  than  most  people.  You  say  that 
the  issue  is  timed  jointly  with  the  Royal  Dutch  Company, 
but  could  you  not  have  a good  deal  of  latitude  in  timing 

if  you  wanted  to? The  effect  on  the  timing  would  be 

a comparatively  short  period  ; we  might  decide  to  postpone 
for  three  or  four  months. 

11586.  Mr.  Woodcock:  That  is  the  issue,  not  the 
project  itself? No,  not  the  project. 

11587.  Lord  Harcourt:  Would  it  be  fair  to  say  that 
considerations  of  rates  of  interest  affect  the  timing  of  your 

issues  but  not  the  timing  of  your  capital  investment? 

Yes. 

11588.  Sir  Reginald  Verdon  Smith:  Mr.  Stephens  said 
a little  earlier  that,  so  far  at  least  as  concerns  marketing 
activities  in  this  country,  you  might  well  be  influenced  by 
the  fact  of  a credit  squeeze  or  a downturn  in  general 
economic  conditions.  Would  you  say  that  in  the  case  of 
the  ups  and  downs  there  have  been  since  the  war  in  the 
economic  conditions  in  this  country  your  investment  pro- 
gramme and  marketing  programmes  have  in  fact  ever  been 

changed  by  any  of  those  ups  and  downs? Mr. 

Stephens:  It  has  been  slowed  up  recently,  but  before 
that  the  curve  was  going  up  all  the  time  in  this  country. 

11589.  So  that  it  has  to  be  fairly  major  and  significant 

before  it  would  make  any  difference  to  the  plans? 

Yes,  because  the  progressive  percentage  increase  has  been 
so  high. 

11590.  Chairman:  Our  fourth  and  fifth  questions  are 
on  stocks.  You  point  out  that  you  hold  stocks  for  the 
purposes  of  your  own  internal  operations  and  stocks  for 
the  purposes  of  disposal  to  the  public;  but  in  both  cases, 
as  I understand  it,  you  have  a consistent  internal  review  of 
the  amount  of  money  that  is  locked  up  in  stocks,  and  a 
change  in  the  rate  of  interest  is  not  relevant  to  the  con- 
sideration of  the  amount  that  you  hold? Lord  Godber: 

Quite. 

11591.  That  records  your  experience  over  this  period 
when  rates  of  interest  have  been  changing? Yes. 

11592.  Professor  Sayers:  In  paragraph  21  you  use  the 
phrase : “ variations  of  interest  rates  within  reasonable 
limits  ”.  Would  you  care  to  define  what  you  regard  as 

reasonable  limits? Lord  Godber:  I would  not.— Mr. 

Stephens:  Nor  l.  So  much  depends  on  what  the  pattern 
in  the  country  is.  You  get  8i  per  cent,  in  some  countries 
as  the  market  price  for  short-term  money. 

11593.  What  would  you  say  are  the  reasonable  limits  in 

this  country? Mr.  Stephens:  I do  not  think  that  it 

affects  it, — Lord  Godber:  What  affects  the  stocks  that  we 
carry  is  much  m'ore  the  volume  of  trade  than  the  cost  of 
the  stocks.  We  have  to  carry  enough  stock  to  be  sure 
that  we  supply  the  national  requirements  without  any 
hold-up,  and  it  generally  amounts  to  about  three  months’ 
supply.  A high  rate  of  interest  would  not  affect  that 
three  months’  supply  at  all. 

11594.  Do  I now  understand  you  to  say  that  you  would 
rather  omit  the  three  words : “ within  reasonable  limits  ”? 

Lord  Godber:  I think  that  might  easily  have  been 

done. — Mr.  Stephens:  The  thing  we  had  in  mind  was 
that,  if  the  rate  went  up  to  25  per  cent,  or  something  like 
that  we  really  would  have  to  look  again. 

11595.  Chairman:  You  mentioned  that  there  may  be 
special  conditions  in  particular  countries  where  the  rate  of 
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short-term  financing  is  so  high  that  you  in  fact  provide 
the  finance  from  elsewhere? Yes  ; we  give  them  credit. 

11596.  Professor  Sayers:  When  you  say  25  per  cent., 
you  mean  that,  counting  in  the  other  carrying  costs,  that 

would  involve  you  in  35  per  cent.? Mr.  Stephens:  I 

would  not  like  to  be  quoted  as  saying  that  at  24  per  cent, 
we  would  laugh  and  think  it  a great  joke,  and  at  25  per 
cent,  we  would  have  to  think  again.  The  idea  of  this  was 
that  within  reasonable  limits  it  would  not  be  likely  to 
influence  the  level  at  all.  If  they  got  really  out  of  hand 
we  would  have  to  look  at  the  thing  again,  and  say:  “ Are 
we  going  to  take  a chance  on  these  stocks,  or  finance  them 
and  keep  the  stocks  going  the  same,  or  finance  them  by 
other  means  such  as  local  credit  to  the  company  con- 
cerned? ” — Lord  Godber:  We  should  review  the  whole 
position  and  decide  whether  to  do  that  or  to  let  the  stocks 
run  down. — Mr.  Stephens : If  we  could  safely  do  it  with- 
out upsetting  our  customers. — Lord  Godber:  Other  com- 
panies would  be  in  the  same  position,  and  we  mi^t 
cut  our  supplies  temporarily  until  the  financial  position 
of  the  country  was  better,  as  we  have  done. 

11597.  Now  Mr..  Stephens  has  substituted  the  phrase 
“ out  of  hand  ” for  “ within  reasonable  limits  ”.  What 
does  “ out  of  hand  ” mean?  Does  it  mean  15  per  cent, 
in  the  United  Kingdom?— I am  not  responsible  for  these 
words.  I do  not  think  they  have  any  bearing  whatever 
on  your  problem,  speaking  generally. 

11598.  Sir  Oliver  Franks:  Do  you  not  think  that  an 
academic  question  is  being  answered  in  a practical  way? 
The  practical  answer  being  given  is  that  if  at  some  point 
in  the  ordinary  practice  of  the  going  concern  some  par- 
ticular factor  arises,  e.g.,  the  interest  rates  in  a given 
country  move  so  violently  that  the  general  balance  of 
things  is  altered,  then  you  would  say  3iis  is  an  unreason- 
able state  of  affairs,  and  you  would  take  action  of  some 
son? Yes. 

11599.  You  are  defining  “unreasonable”  for  practical 
purposes  by  an  occurrence  of  that  sort  which  hits  you  in 
the  eye? Mr.  Stephens:  Yes. 

{The  witnes. 


11600.  From  the  other  point  of  view  the  nature  of  the 
question,  if  one  is  asked  whether  something  is  reason- 
able or  not,  is  really  not  whether  an  occurrence  can  take 
place  which  makes  one  revise  one’s  views,  but  whether 
there  is  a criterion,  a principle,  a rule,  which  one  has 
in  the  back  of  one’s  mind,  by  the  application  of  which 
one  would  recognise  a situation  to  be  unreasonable  or 
reasonable.  When  I say  this  is  a practical  answer  to 
an  academic  question  I think  this  is  what  it  is  about? 

One  would  have  to  take  the  Mstory  of  interest  rates 

in  the  market,  and  see  whether  this  had  happened  before 
because  of  something  or  other,  whether  we  were  able 
to  live  with  it,  or  whether  it  was  something  which  was 
being  imposed  upon  us  because  of  some  special  political 
consideration. 

11601.  Lord  Harcourt:  There  must  be  countries  in 
which  you  operate  where  you  are  used  to  paying  up  to 
12  or  13  per  cent,  for  short-term  money.  If  you  were 
suddenly  asked  to  pay  13  per  cent,  in  the  United  King- 
dom, would  you  think  it  unreasonable? 1 would  think 

it  very  unreasonable. 

11602.  Professor  Sayers:  But  the  7 per  cent.  Bank 

Rate  in  September  1957  did  not  hit  you  in  the  eye? 

No. 

11603.  Chairman:  I suppose  that  one  of  the  questions, 
when  these  abnormal  circumstances  arise,  is  whether  you 
can  identify  it  as  a temporary  thing  and  you  can  do 
something  to  deal  with  it  temporarily,  or  whether  it  is 
a permanent  change  which  you  must  take  into  account 
in  your  dealings  with  that  country? Exactly. 

11604.  You  cannot  tell  in  advance  for  certain  which  it 
is  going  to  be? ^No. 

Chairman : Thank  you  very  much ; we  are  very  grate- 
ful to  you,  Lord  Godber,  and  to  Mr.  Stephens  for  your 
help. 

:s  withdrew.) 


F.  A.  CoCKFiELD,  Esq.,  Finance  Director,  Boots  Pure  Drug  Co.  Ltd.,  called  and  examined. 


11605.  Chairman:  Thank  you  for  coming  this  morning, 
Mr.  Cockfield,  and  for  your  background  summary*  of 
the  set-up  of  Boots  Pure  Drug  Co.  Ltd.  You  have  had 
our  general  outline  of  the  questions  we  want  to  sound 
you  on ; would  you  like  to  say  anything  yourself  as  a 

general  introduction  to  your  response  to  them? Mr. 

Cockfield:  May  I start  by  talking  purely  generally? 
There  are  two  points  that  I would  like  to  make  in  addition 
to  what  I have  already  said  in  the  memorandum  which 
I submitted  to  your  Committee.  The  first  is  that  the 
company  is  run  as  a single  entity.  The  board  of  the  Drug 
Company,  as  we  call  it  (that  is,  the  board  of  Boots  Pxire 
Drug  Co.  Ltd,)  is  the  body  which  is  responsible  for 
the  policy  of  the  ^oup  as  a whole.  The  boards  of  the 
subsidiary  compauies,  the  retail  companies,  meat  once  a 
year,  and  they  have  very  little  impact  on  the  policy  of 
the  company.  The  members  of  those  boards  are  senior 
officials  of  the  company,  but  the  policy-making  body  is 
the  board  of  the  Drug  Company  itself.  The  day-to-day 
management  of  the  company  is  in  the  hands  of  an  execu- 
tive committee,  the  chairman  of  which  is  the  chairman 
of  the  board  of  the  company,  and  the  members  of  which 
are  themselves  directors  either  of  the  Drug  Company  or 
of  the  retail  companies.  This  executive  committee,  which 
meets  every  week,  is  responsible  for  the  management  of 
the  whole  of  the  ^oup : for  the  manufacturing,  ware- 
housing and  retail  side  of  the  business.  Below  this  level 
there  is  a tendency  for  the  organisation  to  branch,  and 
for  there  to  be  some  departments  dealing  with  the  manu- 
facturing and  wholesaling  side  of  the  company  and  offier 
departments  dealing  with  the  retail  side,  lliese  points  are 
relevant  to  what  I shall  be  saying  later  about  the  way 
■that  our  capital  programme  is  managed. 

(2)  The  second  general  point  I would  like  to  make  is 
that  although  the  activities  of  the  company  are  pretty 
widespread  they  are  in  fact  linked  togeffier ; we  are 
primarily  retail  chemists,  and  everything  else  that  we  do 
is  governed  primarily  by  that  fact.  We  started  as  retail 
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chemists ; we  then  went  a little  further  back  and  started 
manufacturing  the  pharmaceuticals  that  we  sold.  Then 
later  on,  in  the  first  world  war,  we  started  manufacturing 
the  basic  drugs  which  are  used  to  make  the  pharma- 
ceutical preparations.  While  we  now  cover  a wide  field, 
there  is  this  one  single  thread  that  runs  ffirough  the  whole 
of  our  activities.  The  company  is  an  outstanding  example 
of  vertical  integration  in  this  particular  field.  In  some 
instances,  for  example,  we  control  products  from  the 
basic  raw  material  stage  right  down  to  the  point  at  which 
they  are  sold. 

(3)  Having  made  those  two  points,  I turn  to  the 
schedule  which  has  been  submitted  to  you,  which  sets 
out  the  level  of  the  company’s  capital  expenditure  over 
a juried  of  ten  years,  and  indicates  the  sources  from 
which  the  funds  were  derived.  In  ffie  year  ended  31st 
March,  1952,  you  will  see  that  we  raised  additional  capital 
amounting  to  about  £4mn.  At  the  end  of  ffiat  year  we 
were  still  overdrawn  at  the  bank  by  nearly  £lmn.  That 
situation  had  arisen  partly  because  of  a high  and  con- 
tinuing level  of  capital  expenditure  in  the  years  immedi- 
ately following  the  war ; partly  because  the  stocks  had 
grown  steadily,  which  was  in  part  a reflection  of  the 
Korean  war,  but  also  because  during  this  period  the  net 
profits  of  the  company  after  tax  had  not  shown  any 
significant  growth.  We  were  faced,  therefore,  early  in 
1952  with  a situation  where,  having  raised  a substantial 
new  amount  of  capital,  we  were  still  overdrawn  at  the 
bank.  In  tbe  light  of  that  position  two  major  decisions 
were  taken : it  was  decided  first  of  all  that  the  levd  of 
stocks  must  be  reduced,  and  the  effects  of  that  decision 
can  be  seen  in  the  foUowing  two  years,  when  there  was 
a reduction  of  approximately  £ltnn. ; and  secondly  a 
standsfill  was  instituted  on  ail  new  capital  projects.  We 
were  able  in  the  next  twelve  months  or  so  to  build  up 
our  cash  reserves  again,  largely  out  of  the  reduction  in 
stocks,  and  we  gradually  restarted  our  capital  programme. 

(4)  The  total  capital  expenditure  for  the  year  ended 
31st  March,  1956,  on  fixed  assets  was  £2|mn.,  which  was 
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the  highest  figure  that  had  ever  been  reached  in  the 
history  of  the  company,  and  our  stocks  had  also  started 
increasing  quite  steeply  again.  At  the  end  of  that  year  our 
cash  resources  were  again  a debit  figure ; but  we  were 
then  in  a very  different  position  from  the  position  that 
existed  in  1952.  In  1952  we  had  raised  new  capital  in 
three  successive  years,  but  when  we  came  to  1956  it  was 
five  years  since  the  last  occasion  on  which  new  capital 
had  been  raised.  Nevertheless  we  felt  at  that  stage  that 
we  wished  to  avoid  raising  new  capital  if  we  could 
possibly  do  so.  There  were  a number  of  reasons  for 
that : one  of  them  was  that  the  cost  of  borrowing  was 
rising  j and  I myself  was  opposed  to  the  raising  of  new 
capi^,  which  would  impose  an  additional  charge  on  our 
profits,  if  it  could  be  avoided  by  any  other  means. 

(5)  It  was  at  that  point  that  we  took  a number  of 
decisions  which  underlie  the  method  >that  we  now  employ 
for  controlling  our  capital  expenditure,  and  this  is  why 
I have  gone  through  tiWs  particular  history.  The  board 
of  the  company  decided  in  1956  that  in  future  the  level 
of  the  company’s  capital  expenditure  should  be  deter- 
mined by  board  allocations  covering  the  whole  of  our 
capital  expenditure,  subdivided  between  the  retail  side 
of  the  business  on  tbe  one  hand  and  the  manufacturing 
and  wholesale  side  on  the  other.  Tbe  figure  that  we 
determined  at  that  date  for  our  expenditure  on  fixed 
assets  was  £2imn.  In  ^e  following  two  years,  the  years 
ended  31st  March  1957  and  1958,  the  actual  capital 
expenditure  was  very  close  to  those  figures ; and  the 
figure  is  very  close  indeed  to  what  we  expected  to  be 
available  from  our  undistributed  profits  and  depreciation 
charges,  and  from  the  increase  in  our  creditors  after 
deducting  debtors.  Tbe  level  of  our  expenditure  was  not 
feed  at  that  figiire  with  the  objective  of  living  entirely 
on  our  own  resources  and  avoiding  raising  addition^ 
capital  at,  any  time  in  the  future.  Quite  apart  from 
oiir  eXpehtiiiure  on  fixed  assets  we  have  had  and  continue 
to  face,  taking  one  year  with  another,  a considerable 
growth  in  the  level  of  our  stocks,  partly  due  to  the  rise 
in  the  price  level,  but  also  because  the  business  itself 
has  been  expanding.  We  cannot  plan  the  level  of  our 
stocks  in  the  same  way  as  we  can  the  level  of  our  capital 
expenditure,  but  our  estimate  was  that,  taking  one  year 
with  another,  it  was  prudent  to  assume  that  we  would 
have  to  put  some^ng  like  £lmn.  a year  into  addi- 
tional stocks.  At  31st  March,  1956,  our  stocks  amounted 
to  about  £15mn.  The  business  was  growing  at  a rate  of 
just  under  10  per  cent  per  annum,  and  an  increase  of 
£lmn.  per  year  in  stocks  represented  substantially  less 
pro  rata  than  the  rate  of  growth  of  the  business.  On  the 
basis  of  those  figures  we  would  have  been  spending 
£3^mn.  per  annum,  against  internal  resources  totalling 
something  like  £2imn.,  so  that  this  level  of  capital  ex- 
penditure did  cany  with  it  the  implication  that  sooner  or 
later  we  should  need  to  raise  new  capital.  The  exact 
timing  of  the  raising  of  flie  new  capital  would  depend 
very  largely  on  the  changes  which  took  place  in  the  level 
of  stocks.  As  you  will  see  from  these  figures,  we 
succe^ed  in  the  year  ended  31st  March,  1957,  in  reduc- 
ing Ae  stocks  by  about  £lmn.  instead  of  increasing  them 
by  that  figure.  That  is  the  main  reason  why  we  have 
so  far  succeeded  in  going  ahead  without  raising  additional 
capital.  I make  this  point  because  I do  not  want  to  leave 
the  impression  that  the  level  of  our  capital  expenditure 
has  been  determined  solely  by  the  level  of  O'lrr  internal 
funds  and  without  any  regard  to  the  possibility  of  raising 
new  capital. 

(6)  Now  we  come  to  the  question  how  the  level  of  the 
allocation  fixed  by  the  board  is  determined.  It  represents 
a compromise  between  what  we  regard  as  the  require- 
ments of  the  business  and  what  money  we  think  is 
available  to  meet  those  requirements.  One  of  the  major 
jobs  that  I personally  have  to  do  is  to  try  and  find  a 
compromise  between  those  two  figures,  '^en  we  first 
started  trying  to  plan  these  allocations  the  figure  we  started 
with  for  the  level  of  our  capital  expenditure  was  very 
considerably  higher  than  the  figiire  which  in'  fact  emerged. 
When  one  comes  down  from  Sie  question  of  determining 
the  overall  level  of  expenditure  to  the  question  of  planning 
of  individual  projects  in  it,  the  organisation  there  divides, 
in  the  way.  that  I indicated  that  the  organisation  of  the 
company  itself  tends  to  divide.  Below  the  executive  com- 
mittee the  planning  of  the,  capital  programrne  on  the  manu- 
facturing and  wholesale  side  of  the  business  is  in  the  hands 
of  one  body,  and  the  planning  of  the  capital-  expenditure 


on  the  retail  side  of  the  business  is  in  the  hands  of 
another. 

(7)  On  tbe  manufacturing  and  wholesaling  side  the 
detailed  work  is  undertaken  by  a body  that  we  call  the 
works  planning  committee,  which  is  under  the  chairman- 
ship of  one  of  the  vice-chairmen  of  the  company.  That 
body  deals  with  all  our  major  new  capital  developments. 

It  works  on  the  basis  of  trying  to  look  about  four  years 
ahead,  so  that  we  can  marshal  our  development  in  a 
way  which  we  regard  as  most  satisfactory  from  the  point 
of  view  of  profitability,  and  which  will  not  result  in  a very 
heavy  capital  expenditure  in  one  year  and  a sudden  drop 
in  the  level  of  capital  expenditure  in  another.  Apart  from 
the  major  projects,  which  are  dealt  with  by  the  works 
planning  committee,  there  is  an  enormous  volume  of 
day-to-day  capital  expenditure,  mainly  on  replacement  of 
pliit  and  machinery  and  small  developments,  which  would 
be  dealt  with  by  tbe  production  directors  and  an  organisa- 
tion that  we  know  as  the  expense  control  department. 

(8)  On  the  retail  side  of  the  business  the  problem  is  an 
entirely  different  one.  We  have  at  present  just  over  1,300 
shops.  During  the  war  and  in  the  immediate  postwar 
period  it  was  not  possible  to  \mdertake  any  substantial 
rptatl  development  because  of  building  licenang.  The 
only  major  new  shops  that  we  built  immediately  after 
the  war  were  replacements  of  bomb-damaged  premises. 
In  1955  we  felt  that  the  time  had  come  for  us  to  push 
ahead  with  retail  development,  and  we  had  the  finance 
available  to  do  it,  largely  as  a result  of  the  reduction  we 
had  succeeded  in  achieving  in  our  stocks.  We  thought  at 
that  time  that  the  amount  of  work  in  front  of  us  was 
comparatively  limited,  and  we  tried  to  dispose  of  it  in  a 
relatively  short  period  of  time.  That  is  the  explanation 
for  the  very  Targe  figure  of  £2,755,000  for  capital  expendi- 
ture in  the  year  ended  31st  March,  1956.  But  the  more 
we  did,  the  more  we  became  convinced  that  there  was 
much  more  to  be  done. 

(9)  We  write  off  the  fittings  in  our  shops  over  a period 
of  twenty  years ; we  feel,  and  experience  has  supported 
this,  that  twenty  years  is  really  the  limit  of  life  of  a 
shopping  unit,  and  that  by  the  time  that  period  has  gone, 
because  of  changes  in  shopping  habits,  methods  of  service 
and  display  m^ods,  we  really  ought  to  refit  through- 
out If  we  are  in  a good  location  and  the  buaness 
has  increased,  we  shall  probably  want  to  extend  the 
premises  as  well.  As  a result  of  the  virtual  cessation  of 
retail  development  during  the  war  and  in  the  years  imme- 
diately afterwards  we  had  built  new  or  refitted  approxi- 
mately 250  shops  out  of  a total  which  was  then  1,310. 
Every  one  of  the  thousand  or  more  remaining  shops  dated 
back  to  1939  or  earlier,  and  therefore,  on  the  criterion 
that  I have  mentioned,  was  either  already  obsolete  or 
becoming  obsolete.  This  was  beginning  to  become  vety 
apparent,  because  when  in  1955  we  were  looking  at  a list 
of,  say,  fifty  shops  that  required  refitting,  tbe  more  of 
them  we  did  the  more  got  added  on  to  the  other  end  of 
the  list.  The  programme  originally  started  at  something 
like  £3Jmn. ; when  we  had  spent  £limn.  of  it,  and 
reviewed  the  programme  again,  it  was  up  to  £4]-mn. ; 
when  we  had  spent  another  £l4mn.  it  was  up  to_  £9mn. 
At  that  point  we  decided  that  it  was  no  good,  with  this 
enormous  spread  of  shops,  trying  to  deal  with  them  on 
the  basis  of  pressures  that  might  arise  in  particular 
quarters.  We  decided  that  the  only  thing  to  do  was  to 
have  , a programme  for  refitting  the  whole  1,300  shops 
over  a maximum  period  of  twenty  years.  We  decided 
therefore  that  we  must  refit  65  shops  a year  as  a minimum. 
Refitting  of  course  carries  with  it  complete  modernisation, 
and  very  often  an  extension  of  the  shop  which  may 
double  its  size  or  even  more  than  that ; for  example,  the 
project  we  are  in  the  middle  of  carrying  out  in  Oxford 
entails  trebling  size  of  the  branch  there.  That  kind 
of  thing  is  not  uncommon.  The  time  to  do  that  is  when 
we  are  refitting  the  shop  anyway.  It  is  no  good  extending 
it  first  and  then  coming  round  to  try  and  refit  it  afterwards. 

(10)  We  were  then  faced  with  the  problem  of  which  65 
to  do  each  year ; we  decided  that  ffie  right,  thing  to  do 
was  to  take  a pro  rata  selection  of  them  every  year.  If 
we  did  not  do  this  we  should  find  that  the  appeal  or  the 
glamour  associated  with  the  big  store  would  tend  to  funnel 
all  the  money  into  the  very  big  developments  at  the 
expense  of  ,the  smaller  ones.  Our  experience,  which  is 
contrary  to  what  had  been  anticipated  some  years  ago,  is 
that  our  most  profitable  expenditure  has  been  the 

very  big  shops  hut  in  those  taking  between  . £1,000  and 
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£2,000  a week.  So  we  classified  all  the  shops  in  takings 
ranges,  found  out  flie  number  in  each  range  and  split  it 
down  by  twenty,  and  so  arrived  at  an  allocation  of  so 
many  shops  in  each  range  each  year.  We  then  estimated 
the  cost  of  refitting  or  extending  each  of  those  shops,  and 
that  gave  us  a total  figure  for  our  expenditure  each  year. 

(11)  We  found  that,  working  on  this  minimum  basts  we 
could  finance  the  programme  within  the  limits  diat  I have 
mentioned.  The  question  then  immetotely  arose  whether 
we  ought  not  to  try  and  go  ahead  faster  than  we  were.  We 
hpe  always  wanted  to  do  so,  but  we  have  found  that 
hitherto  limitations  have  emerged,  not  financial  limitations 
but  rather  physical  limitations.  We  have  tended  to  do 
most  of  our  work  ourselves;  we  make  and  fit  all  our 
own  shop  fittings  ; we  have  our  own  architects  who  design 
the  shops ; and  so  on.  The  rate  at  which  we  can  go 
ahead  is  no  greater  in  fact  than  the  amount  of  money 
that  we  have  allocated  to  this  purpose  at  present ; indeed 
in  the  year  ended  3Ist  March,  1957,  less  money  was  spent 
than  was  allocated  to  that  purpose.  We  have  taken 
steps  to  try  to  remove  these  internal  bottlenecks,  of  which 
the  most  important  one  was  the  physical  capacity  of  our 
own  shop  fitting  works,  which  we  have  now  increased  by 
something  like  60  per  cent  and  we  have  also  appointed 
a retail  development  officer  whose  job  it  is  to  co-ordinate 
the  whole  of  this  retail  development  programme. 

(12)  We  envisage  that  over  a period  of  years  by  these 
means  we  sl^ll  gradually  be  able  to  lift  the  level  of  expen- 
diture particularly  on  the  retail  side  of  the  business.  In 
the  year  ended  31st  March,  1957,  we  were  estimating  to 
spend  £2imn.  and  we  spent  £2,400,000 ; for  the  year 
which  has  just  ended  we  again  hoped  to  spend  about 
£2imn.,  and  have  again  spent  about  £2,400,000 ; for 
the  current  year  we  are  budgeting  to  spend  about  nimn. ; 
and  next  year  and  for  the  two  succeeding  years  we  hope 
that  the  figure  will  go  up  to  nearer  £3mn.  We  believe 
tiiat  a programme  of  that  nature  is  within  the  physical 
capacity  of  the  company,  and  also  within  its  financial 
capacity.  We  must  also  find  more  money  for  stocks,  on 
the  assumption  tiaat  the  stocks  go  up,  as  they  will  do  in  the 
long  run.  This  programme  represents  spending  more 
money  than  is  immediately  available  inside  the  business ; 
but  it  represents  spending  only  at  the  rate  probably  of 
between  £Imn.  and  £limn.  a year  more  than  we  have, 
.which  means  that  if  we  raised  on  the  market  about  £5mn. 
every  four  years  it  would  meet  our  requirements.  That 
figure  is  one  which  we  regard  as  reasonable  in  relation 
to  the  size  of  the  business,  and  also  reasonable  in  relation 
to  the  profit-earning  capacity  of  the  business.  If  we 
raise  new  capital  we  are  in  the  unfortunate  position  of 
having  to  pay  interest  or  a dividend  on  it ; one  endeavours 
therefore  to  avoid  raising  new  capital  as  long  as  one  can  1 

11606.  I was  not  clear  whether  tiie  conditioning  factor 
which  has  led  to  expenditure  in  recent  years  of  about 
£2,400,000  on  total  fixed  assets  has  been  the  limitations 
of  the  physical  capacity  or  a policy  decision  earlier  on  to 
spend,  realising  that  Ae  stocks  were  the  joker  in  the  pack, 
only  as  'rauch  as  the  business  generated,  on  the  ground  that 
you  did  not  want,  owing  to  the  current  conditions  in  the 
market,  to  raise  more  capital  outside.  Or  was  it  that  the 
two  things  coincided  and  produced  roughly  tiie  same 
result? — ^The  original  decision  was  to  spend  £2^mn. 
on  fixed  assets,  because  we  felt  that  that  was  all  at  that 
stage  that  we  could  afford  to  spend.  When  we  took  that 
decision  we  concurrently  decided  to  try  and  reduce  the 
levels  of ' our  stock.  If  we  could  reduce  the  levels  of 
our  stocks  we  could  finance  the  programme  without  going 
into  the  market  for  money ; if  we  could  not  reduce  the 
levels  of  our  stock  we  would  have  had  to  have  gone 
into  the’  market.  I took  the  pessimistic  view  at  that  stage, 
and  I was  perfectly  prepared  to  go  into  the  market  and 
raise  new  capital  twelve  or  eighteen  nionths  ago.  I have 
no  doubt  that  we  could  have  done  it  perfectly  easily, 
and  it  would  not  have  put  an  undue  strain  on  tiie  busi- 
ness. We  did  not  in  fact  have  to  do  so  because  tihe 
effort  to  reduce  our  stocks  proved  to  be  much  more  suc- 
cessful than  we  had  ever  anticipated.  At  the  time  the 
best  estimate  we  could  get  was  that  we  might  get  £400,000 
out  of  stocks.  This  was  a year  in  wluch  tiie  business  was 
expanding,  so  it  was  a question  not  just  of  reducing  o'Ur 
stock  in  relation  to  turnover  but  of  doing  a bigger  turn- 
over on  a smaller  physical  volume  of  stock.  In  fact 
stocks  were  reduced  by  £lmn.  and  not  £400,000,  and  at 
the  same  time  the  profits  went  up,  which  is  always  a very 
30300 


helpful  thing,  particularly  as  we  do  not  pay  our  tax 
until  the  following  year,  which  means  that  for  some 
period  we  can  live  on  our  tax  reserves,  so  long  as  we  can 
keep  our  profits  going  up.  The  success  of  the  stock 
reduction  programme  has  in  fact  removed  the  imme- 
diate necessity  for  raising  new  capital,  and  the  lifting  of 
the  Chancellor’s  directive  has  meant  that  there  is  no  date 
that  I have  in  mind  when  I think  we  shall  require  to 
raise  new  capital.  We  ob’viously  shall  require  to,  but  it  is 
not  at  this  moment  an  immediate  necessity. 

That  was  what  was  going  through  our  minds  at  the 
time  we  took  the  decision,  but  subsequent  experience  has 
shown  that  we  could  not  in  fact  have  gone  very  much 
faster  on  the  retail  side  of  the  business  than  we  did.  Our 
hope  was  to  spend  two-thirds  of  our  money  on  the  retail 
development  ; in  fact  we  have  spent  about  60  per  cent. 
We  tried  in  the  year  ended  31st  March,  1956,  to  put  a lot 
of  work  outside.  It  proved  very  uneconomic ; the  cost 
of  shopfitting  done  by  outside  companies  was  between  50 
and  100  per  cent,  higher  than  our  own  costs.  We  now 
propose  looking  at  ftat  particular  aspect  again,  because 
I am  not  satisfied  that  we  are  developing  as  fast  as  the 
opportunities  exist.  There  is  no  point  whatever  in  trying 
to  develop  faster  than  the  org^sation  ■will  stand ; but 
equaUy,  if  we  could  get  effective  help  from  outside  at 
the  right  level  of  cost  it  would  be  wrong  to  cut  off  that 
opportunity. 

11607.  Professor  Sayers:  You  spoke  of  the  effort  to 
reduce  stocks,  and  the  fact  that  that  effort  was  more 
successful  than  you  had  hoped ; what  was  the  reason 
for  making  that  effort?  Was  there  any  circumstance  in 
that  particular  year  or  group  of  years  that  led  you  to 
make  this  apparently  extraordinary  effort  to  cut  stocks? 

Some  of  us  felt  that  the  levels  of  stocks  had  got  too 

high;  not  very  much  too  high,  but  we  felt  that  they 
were  going  the  wrong  way.  This  was  almost  inherent  in 
the  general  economic  state  of  the  coxmtry  during  this 
period,  which  was  one  of  boom,  when  business  was  going 
.ahead  very  rapidly.  Against  that  background  where 
people  can  see  the  possibility  of  big  increases  in  their 
sales,  it  is  very  difficult  to  get  them  to  be  economically 
minded  on  their  stocks.  By  the  time  we  reached  March 
1956  we  had  had  two  years  in  which  together  the  stocks 
had  gone  up  by  £2imn.  On  the  31st  March,  1956,  we 
had  an  overdraft  at  the  bank ; this  does  not,  I am  afraid, 
appear  on  these  figures,  which  merely  have  the  variations 
in  cash  from  one  year  to  another.  But  you  will  see 
that  over  the  two  years  the  cash  went  down  by  £ljmn., 
and  that  left  us  on  the  31st  March,  1956,  'with  an  over- 
draft of  just  under  £400,000.  The  decision  we  had  to 
face  at  that  time  was  whether  to  raise  new  capital  or 
whether  to  get  the  money  from  internal  sources.  We  de- 
cided that  the  first  step  must  be  to  try  and  get  it  from  the 
inside,  because  one  never  earns  any  money  on  a surplus  of 
stocks ; if  stocks  are  higher  than  the  absolute  minimum 
needed  to  operate  they  are  a positive  embarrassment,  be- 
cause they  need  room  to  bouse  them,  and  people  to 
trundle  them  about ; they  are  in  the  way  and  people  fall 
over  them.  It  costs  money  to  bold  them ; we  do 
not  want  a penny  more  in  our  stocks  than  we  really 
require  for  the  needs  of  the  business.  We  made  a reil 
effort  to  get  the  finance  from  that  quarter  rather  than 
going  into  the  market.  We  had  no  doubt  whatever  that 
we  could  go  into  the  market;  it  was  a question  of  de- 
ciding that  this  was  the  economic  way  of  doing  the  job. 
We  were  in  some  measure  influenced  by  the  fact  that 
rates  of  interest  were  going  up,  but  only  to  a marginal 
degree. 

11608.  Were  you  under  any  pressure  from  your  bank 

to  reduce  that  overdraft? None  whatever.  Our 

bankers  have  only  been  too  happy  and  willing  to  meet 
our  financial  requirements.  Perhaps  I should  say  a little 
more  about  our  cash.  You  get  very  little  indication  from 
our  year-end  figures  of  what  our  true  cash  position  is. 
There  are  enormous  fluctuations  in  our  cash  holdings  from 
one  period  of  the  year  to  another.  The  difference  between 
our  minimum  cash  balance  and  our  maximum  may  be 
as  high  as  £8mn.  There  are  three  regular  periodical  cycles 
which  affect  our  cash  holdings.  The  first  is  that  we  pay 
our  trade  bills  monthly.  This  produces  a heavy  outflow 
of  cash  at  the  beginning  of  each  month ; then  of  course 
it  comes  in  very  rapidly  over  the  counter  every  day. 
Secondly,  the  purchase  tax  is  payable  every  quarter.  Our 
biggest  purchase  tax  cheque  reaches  £3mn.  The  tax  is 
3E3 
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payable  ia  the  first  week  of  May,  the  first  week  of 
August,  the  first  week  of  November  and  the  first  week 
of  February.  Thirdly,  there  is  a very  distinct  seasonal 
pattern  in  ^e  business.  In  Christmas  week,  for  example, 
we  take  two  and  a half  times  the  average  weekly  takings 
for  the  rest  of  the  year.  The  most  difficult  period  in  our 
finances  is  the  four  weeks  following  about  the  8th 
November.  On  or  about  the  8tii  November  we  have 
to  pay  purchase  tax,  which  may  vary  between  £2imn. 
and  £3mn,,  and  the  September  bills,  which  include  the 
very  heavy  Christmas  supplies ; but  the  CMstmas  takings 
do  not  begin  to  come  in  until  December.  So  for  a very 
short  period  everything  is  going  out  and  the  incomings 
are  relatively  light  During  thM  period  we  may  run  a 
very  heavy  bank  overdraft  ; by  the  time  we  reach  the 
3 1st  December  we  may  be  back  in  credit  by  £5mn.  I 
gather  t^t  that  is  the  sort  of  business  that  the  average 
banker  likes : a very  big  overdraft,  which  is  corrected  in 
a very  short  period  indeed,  wifli  the  money  coming  in 
automatically,  with  nothing  to  stop  it.  I gather  that  the 
bankers  begin  to  get  worried  when  the  account  is  merely 
fluctuating  entirely  in  the  red.  We  can  be  quite  a long 
way  in  the  red  on  the  31st  March,  and  heavily  in  credit 
for  quite  a lot  of  the  rest  of  the  year. 

We  have  never  at  any  time  been  under  any  pressure 
from  our  bankers  since  I joined  the  company  in  1952.  I 
am  not  prepared  to  say  what  the  position  was  before 
then ; but  the  fact  that  we  raised  three  successive  lots 
of  additional  capital  in  1950,  1951  and  1952  would  in- 
dicate, as  I believe  to  have  been  the  position,  that  our 
bankers  felt  that  the  level  of  our  borrowings  had  reached 
the  stage  when  an  addition  of  permanent  capital  was 
required  in  the  business.  Since  that  date  we  have  never 
been  under  any  sort  of  pressure  from  them  at  all. 

11609.  Do  the  ins  and  outs  of  your  business  through 
the  year  allow  you  to  be  influenced  by  the  rate  of  accom- 

moifetion  which  you  have  to  pay  your  bankers? 

Obviously  the  hi^er  the  rate  of  interest  the  more  anxious 
we  are  that  we  should  not  go  too  far  in  the  red.  But  the 
extent  to  which  we  go  into  the  red  is  dictated  almost 
entirely  by  the  levd  of  our  capital  programme  and  toe 
level  of  our  stocks.  We  can  influence  toe  figure  in  other 
ways  to  a certain  extend  and  we  have  done  it.  On  two 
occasions  we  succeeded  in  shifting  liabilities  very  consider- 
ably from  one  period  of  the  year  when  we  had  no  money 
to  a period  when  we  had  a lot  We  did  it  first  of  all  by 
ensuring  that  toe  maximum  amount  of  supplies  to  toe 
shops  were  sent  after  toe  1st  October  instead  of  before, 
toereby  paying  toe  purchase  tax  in  February  instead  of 
November  (we  have  plenty  of  money  in  February,  and 
none  whatever  in  November).  We  shifted  well  over 
£imn.  of  purchase  tax ; but  toat  was  a " once  for  all  ’’ 
operation.  Secondly,  we  did  toe  same  with  certain  of  our 
Christmas  supplies ; by  rephasing  toe  buying  programme 
we  shifted  some  of  toe  payments  into  December  instead 
of  m November  when  our  cash  position  is  tofficult. 


11610.  Professor  Cairncross:  Over  ten  years  you  have 
added  about  £lmn.  net  to  your  cash,  while  your  turnover 
must  have  come  near  to  doubling.  That  would  imply 
toat  you  are  under  more  pressure  on  liquidity  toan  you 
used  to  be.  Would  you  regard  toe  kind  of  financial 
position  in  which  you  have  been  over  toe  past  two  or 
three  years  as  a natural  and  normal  one,  or  one  where 
you  are  really  waiting  to  make  a public  issue  as  soon  as 

possible  and  improve  your  liquidity? 1 see  no  point 

whatever  in  m^ng  a public  issue  of  capital  at  this 
moment ; we  simply  do  not  need  it.  H we  have  surplus 
liquid  funds,  we  are  faced  with  toe  problem  of  trying  to 
employ  them.  Last  year,  when  toe  Bank  Rate  was  7 per 
cent..  I had  a man  working  a great  deal  of  his  time 
peddling  out  money  at  different  times  of  the  year  to  all 
sorts  of  people  who  were  prepared  to  pay  7 or  7i  per 
cent  on  it.  There  is  no  reason  whatever  why  we  should 
raise  new  capital  from  toe  public  in  order  to  employ 
somebody  on  trying  to  make  a return  on  it ; it  is  not 
part  of  our  business  at  all. 


11611.  Busings  as  a whole  in  this  country  is  clearly 
much  less  liquid  than  it  was  ten  years  ago ; you  are 
toerefore  in  a fairly  characteristic  position  in  toat  you 
have  about  the  same  cash  position  as,  or  slighfly  better 
than,  you  bad  ten  years  ago,  but  your  turnover  has  gone 
upjery  markedly.  Yet  you  are  saying  to  us  toat  you  are 
quite  reasonably  comfortable,  and  you  see  little  point 
m being  more  liquid.  How  is  it  toat  you  can  be  as 


comfortable  today  in  effect  as  you  were  ten  yean  ago, 

with  far  less  money  in  relation  to  your  turnover? There 

is  one  other  important  change  which  has  occurred  over 
this  ten  year  period  ; the  increase  in  stocks  is  nothing  like 
as  big  as  toe  increase  in  the  business.  The  volume  of  the 
business  over  this  ten  year  period  has  gone  up  comfortably 
over  double.  The  stocks  have  not  increased  by  more  than 
about  50  per  cent.  That  has  a distinct  bearing  I think  on 
toe  amount  of  money  we  hold  and  need. 

11612.  That  goes  part  of  the  way,  but  it  still  leaves  you 

with  50  per  cent,  more  stock  and  no  more  money? In 

1949  industry  generally  was  very  liquid  because  of  toe 
cessation  of  a great  deal  of  capital  development  during 
toe  war.  We  were  particularly  in  toat  position,  because 
on  toe  retail  side  of  the  business  we  were  allowed  to 
^pend  virtually  nothing  at  all,  and,  because  money  goes 
out  later  toan  toe  physical  execution  of  toe  work,  toe 
major  schemes  that  we  started  on  the  manufacturing  side 
did  not  seriously  affect  our  capital  expenditure  until  1949. 

11613.  You  did  however  go  to  toe  market  in  1951  and 
1952,  in  a position  where,  as  I should  judge  from  what 
you  have  told  us,  you  were  not  very  much  less  liquid 
in  relation  to  turnover  toan  you  are  now?— — Before  toe 
last  issue  of  ordinary  capital  was  raised,  very  early  in 
1952,  we  were  very  heavily  overdrawn.  After  raising  toat 
new  money  our  cash  position  at  toe  end  of  toe  year  was 
about  ^00,000  worse  than  it  is  now.  We  are  therefore 
more  liquid  today  than  we  were  after  we  had  raised  that 
£4mn.  If  one  makes  a comparison  between  toe  period 
immediately  before  we  raised  that  £4mn.  and  toe  position 
now,  we  are  more  liquid  to  toe  extent  of  £44mn 

11614.  Professor  Sayers : You  made  a very  big  economy 
in  stocks  between  1952  and  1953.  Was  that  operation  on 

stocks  again  associated  with  your  illiquidity? Directly, 

because  having  raised  £4mn.  we  were  stiU  overdrawn  by 
nearly  £lmn.  The  reduction  in  stocks  started  just  before 
toe  end  of  toe  year  31st  March,  1952,  but  it  does  not 
show  in  the  figures  until  toe  following  year;  in  other 
words,  toe  increase  in  stock  in  toe  early  part  of  the  year 
1951-52  was  so  big  toat  the  reduction  made  in  the  latter 
part  of  toe  year  still  left  us  with  an  increase  for  the  year 
as  a whole. 

11615.  Do  you  know  why  stocks  went  up  so  much  in 

1950-51? ^There  were  three  reasons:  (1)  the  Korean 

war,  and  of  course  we  are  substantial  manufacturers  as 
well  as  retailers,  and  part  of  this  was  to  protect  our 
manufacturing  position ; (2)  consumer  goods  began  to  be 
very  freely  available  during  this  period,  and  toe  time 
when  the  customer  was  prepared  to  buy  what  we  had  to 
sell  was  disappearing,  and  we  were  moving  to  the  position 
where  we  had  to  supply  what  toe  customer  wanted ; (3)  in 
each  of  toe  three  years  from  1950  to  1952  there  was  quite 
a considerable  increase  in  toe  level  of  the  business:  it 
went  up  by  approximately  11  per  cent,  eacto  year. 

11616.  Chairman:  Mr.  Cockfield,  would  it  now  be 
convenient  if  we  just  went  through  our  particular  ques- 
tions, so  far  as  you  have  not  covered  them  already,  and 

asked  you  to  concentrate  your  replies  on  them? Yes, 

Sir.  The  answer  to  toe  first  question  is  toat  toe  size 
and  content  of  our  fixed  investment  programme  is  deter- 
mined by  a review  of  our  requirements  and  of  our  avail- 
able cash  resources,  and  represents  what  we  regard  as  a 
reasonable  compromise  between  toe  two. 

On  toe  second  question,  on  toe  wholesale  and  manufac- 
turing side  of  toe  business  toe  works  planning  committee 
endeavours  to  plan  our  major  developments  approximately 
four  years  ahead.  We  and  take  a general  view  of 
development  over  approximately  ten  years,  but  we  begin 
to  crystallise  our  plans  by  looking  at  the  individual  projects 
about  four  years  ahead  of  their  occurring.  The  smaller 
capital  expenditure,  on  replacement  of  particular  items  of 
plant  and  machinery  and  so  on,  tends  to  be  much  shorter 
term  matter.  In  addition  we  very  often  find  quite  un- 
expected requirements  emerging  on  the  mamffacturiog 
side  of  toe  business ; for  example,  if  a new  product 
emerges  we  may  have  to  spend  a very  large  amount  of 
money  that  we  never  foresaw  a year  or  two  before.  This 
is  true,  for  example,  of  toe  company’s  investment  in  the 
production  O'f  toe  cortico-steroids ; cortisone,  hydro- 
cortisone, delta-hydrocortisone  and  so  on.  Our  invest- 
ment in  plant  and  buildings  for  this  venture  something  like 
1^50,000  which  was  incurred  over  a very  short  period  of 
time.  These  are  entirely  new  drugs,  where  the  market 
develops  very  rapidly  and  very  quickly.  It  is  no  good 
trying  to  fit  that  intc  a capi^  proigraiiiame ; if  we  are 
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going  to  take  advantage  of  the  opportunity  we  have  to  do 
it  here  and  now,  and  if  necessary  we  have  to  make  room 
for  it.  If  we  have  not  got  the  money  we  have  to  take  it 
from  something  else.  On  the  retail  side  of  the  business  we 
have  endeavoured  to  take  a long-term  view  of  the  level  of 
our  capital  expenditure,  the  rate  at  which  we  ought  to  be 
modernising  and  extending  our  shops,  and  the  groups  in 
which  we  ought  to  plan  the  expenditure.  As  far  as  the 
detailed  planning  is  concerned,  with  the  larger  branches 
each  of  which  may  involve  expenditure  of  £200,000  or 
£250,000,  we  have  on  hand  at  present  enough  projects  to 
cover  the  next  five  years,  and  I think  that  we  shall  be 
permanently  in  that  position.  It  takes  a long  time 
to  carry  out  one  of  these  major  projects,  because  they 
often  involve  buying^  additional  premises  or  pieces 
of  land,  getting  planning  permission,  and  so  on,  quite 
apart  from  the  job  of  actually  designing  the  shops.  If 
we  want  to  carry  out  a major  development  somewhere, 
we  have  to  start  acquiring  the  land  or  me  premises  a long 
time  in  advance.  As  far  as  the  smaller  jobs  are  concerned, 
our  objective  is  -to  try  and  plan  them  about  two  years 
^ead ; but  here  it  is  a question  of  fitting  individual  ^ops 
mto  a general  programme,  and  whether  we  put  in  this 
branch  here  or  this  one  there  is  a decision  which  we  need 
not  take  until  a year,  possibly  two  years,  before  the  work 
actually  st^.  It  is  quite  short  term  work.  You  ask ; 

" How  quickly  can  we  expand  or  contract?  ” We  can 
of  course  stop  an3dhing  at  any  time  if  we  are  prepared  to 
stand  the  loss  which  is  involved  in  so  doing.  But  our 
policy,  which  we  have  been  successful  in  maintaining,  is 
never  to  stop  anything  that  we  have  actually  started. 

11617.  That  means  once  contracts  are  out? Yes.  We 

have  never  stopped  anything  that  we  have  hctualiy 
start^.  Subject  to  that,  as  far  as  large  projects  are  con- 
cerned, if  we  decided  here  and  now  that  we  would  not 
authorise  any  large  new  ones  it  would  begin  to  have  a 
noticeable  effect  in  something  like  six  to  twelve  months. 
By  stopping  small  ones  we  could  get  an  almost  immediate 
result.  So  far  as  expansion  is  concerned,  the  problem  there 
IS  one  of  physical  capacity.  We  have  found  our- 
selves right  up  against  it  this  year,  when  the  level  of 
expenditure  during  the  current  year  has  been  below  the 
level  that  the  board  allocations  would  have  permitted 
and  It  has  proved  very  difficult  indeed  to  get  the  level 
up,  because  merely  .putting  additional  jobs  into  the  pro- 
gramme only  slows  down  all  .those  we  have  in  it  already. 

11618.  That  may  be  a transitional  situation,  from  what 
you  have  said  i you  may  be  able  to  develop  a situation 

in  which  you  can  use  outside  contracting? My  own 

guess  is  that  to  some  extent  it  would  be  a permanent 
problem.  The  amount  of  work  in  front  of  us  on  the 
retail  side  of  the  business,  and  the  opportunities  open  to 
us,  are  so  immense  that  we  could  ahnost  go  on  at  any 
rate,  if  we  could  do  it  economically.  During  the  years 
in  which  we  were  deliberately  going  slow  on  capital 
development,  particularly  after  1952  when  we  had  a stand- 
still on  new  projects,  our  capacity  was  imder-employed, 
and  it  proved  much  quicker  to  get  it  up  than  it  would  do 
now. 

The  answer  to  the  third  question  on  the  effect  of 
changes  in  interest  rates  is  that  ffiey  have  had  effects  to 
a very  limited  extent  only.  That  is  tied  up  with  the  fact 
that  since  1952  we  have  succeeded  in  financing  our  de- 
velopment out  of  our  internal  resources. 

11619.  You  have  had  your  bank  borrowings? 

During  a great  deal  of  this  period  our  credit  balances 
brought  in  very  little  income  indeed ; it  was  not  until 
about  1956  that  the  rate  on  bank  deposits  became  a sig- 
nificant figme.  The  drawings,  when  we  were  overdrawn, 
tended  during  this  period  to  last  for  a relatively  short 
period,  and  the  cost  of  our  bank  borrowing  was  very 
small  in  relation  to  the  profitability  of  ffie  projects  that 
we  wanted  to  undertake. 

11620.  Professor  Sayers:  What  other  uses  have  you 
found  for  your  credit  balances  besides  the  bank  deposit 

account? Because  of  the  very  big  fluctuations  in  our 

balances,  weekly,  monthly,  quarterly  and  yearlyj  the 
periods  that  we  have  money  available  are  usually  very 
short.  When  the  Bank  Rate  was  7 per  cent.,  and  we 
were  in  possession  for  periods  of  very  large  amounts  of 
money,  we  were  lending  sums  to  local  authorities. 

11621.  Do  you  buy  Treasury  Bills? ^We  bou^t 

Treasury  Bills  at  one  period,  and  we  had  £lmn.  in  Tax 
Reserve  Certificates.  We  had  to  stop  buying  Tax  Reserve 
30500 


Certificates,  because  once  we  start  going  in  the  red  to 
any  appreciable  extent  it  is  much  cheaper  to  avoid  borrow- 
ing at  the  bank.  At  present  levels  it  is  uneconomic  to 
buy  Tax  Reserve  Certificates  and  finance  them  by  baii 
borrowing. 

11622.  Sir  John  Woods:  For  what  period  do  you  lend 

to  local  authorities? Normally  for  seven  days,  but 

very  often  we  are  able  to  negotiate  fixed  term  money. 
For  instance,  one  year  when  we  wanted  money  to  pay 
the  purchase  tax,  which  in  that  year  we  paid  on  the 
7th  November,  we  lent  £500,000  to  somebody  on  the 
basis  that  it  was  repaid  on  the  6th  November.  But 
the  amount  of  money  we  have  ever  made  in  this  way 
is  not  a significant  figure  in  relation  to  our  profits.  In 
the  peak  year  when  the  Bank  Rate  was  7 per  cent,  and 
we  had  for  us  a very  large  amount  of  liquid  money, 
we  made  £60,000  in  the  course  of  the  year.  It  is  wortii 
putting  somebody  on  to  do  it,  but  as  a means  of  making 
a profit  it  is  not  as  good  as  investing  money  in  shops. 
Normally  if  we  invest  money  in  a shop  we  expect  after 
its  teething  period  that  it  will  produce  about  15  per  cent. 
On  the  good  ones  we  do  better  thaii  that. 

11623.  Professor  Sayers:  Have  you  ever  revised  that 

figure  of  15  per  cent,  since  the  war? ^Wben  I first 

started  talking  to  my  colleagues  of  15  per  cent,  they 
thought  I was  setting  the  target  very  high.  As  the  Bank 
Rate  has  gone  up  they  have  come  more  and  more  to  the 
view  that  15  per  cent,  is  really  the  minimum  we  should 
go  for. 

11624.  Cheurman:  Is  it  15  per  cent  after  making  all 

allowances  for  depreciation? ^Yes ; but  we  must  bear 

in  mind  that  a lot  of  our  depreciation  is  not  allowable 
for  tax. 

11625,  Then  your  answer  in  general  to  our  third  ques- 
tion is  that  you  have  been  so  placed  that  consideration 
of  the  actual  rate  of  interest,  apart  from  your  accom- 
modation from  the  bank,  has  not  been  within  your  ex- 
perience in  this  period,  because  you  have  kept  away  from 

raising  money? ^We  have.  It  has  had  some  iiffiuence 

on  our  thinking,  When  we  found  that  our  stocks  were 
rising  faster  than  we  wanted  them  to  in  1955  and  1956, 
the  fact  that  money  was  short  and  expensive  was  a very 
valuable  talking  point,  both  to  one’s  colleagues  and  to 
tile  people  who  were  actually  operating  toe  business. 
When  money  is  cheap  and  easy  to  come  by  it  is  very 
difficult  to  convince  other  people  that  they  have  got  to 
economise  in  the  use  of  it. 

11626.  Sir  Oliver  Franks:  Is  there  not  a point  of  sub- 
stance behind  the  talking  point  which  gives  it  some  force, 

or  would  you  disagree? No,  I entirely  agree  with  you 

that  there  is  a point  of  substance.  The  point  I am  making 
is  that  until  the  Bank  Rate  went  up  to  7 per  cent  the 
amoimt  of  substance  in  it  was  limited.  In  fact  I might 
almost  say  that  we  succeeded  in  getting  more  effect  from 
the  talk  than  the  substance  warranted. 

11627.  Would  you  say  as  a general  observation  that 
most  people  with  whom  you  have  to  deal  in  this  sort  of 
context  are  fairly  habituated  to  Bank  Rates  up  to  5 per 
cent,  or  a bit  over,  and  it  is  ffifflcult  to  make  them  take 
notice,  and  that  it  is  only  when  money  rates  move  beyond 
that  that  notice  is  taken  and  people  are  therefore  willing 

to  modify  action? think  that  there  is  a great  deal 

in  that  point,  particularly  as  the  rate  on  bank  borrowing 
is  not  affected  by  changes  in  the  Bank  Rate  when  the 
Bank  Rate  is  very  low.  It  would  not  have  been  until 
1955  that  the  changes  in  the  Bank  Rate  had  any  effect 
on  the  cost  of  borrowing  to  us  at  all. 

11628.  Sir  John  Woods:  Because  there  is  a minimum 
rate? ^Yes. 

11629.  Professor  Cairncross:  Would  you  have  found,  in 
•the  years  before  1957  particularly,  when  you  were  dis- 
cussing the  level  of  stocks,  that  there  was  a tendency  to 
say  that  stocks  were  already  at  the  minimum  compatible 

with  the  efficient  running  of  the  business? In  some 

quarters,  but  the  degree  of  wUlingness  on  the  part  of  the 
board  and  the  senior  executives  of  the  company  to  make 
every  possible  effort  to  get  the  level  of  the  stocks  down 
was  quite  remarkable,  There  was,  and  still  is,  some 
difference  of  opinion  as  to  what  the  right  figure  was,  but 
there  was  general  and  complete  acceptance  at  that  level 
of  the  business  that  the  stocks  were  too  high  and  ought  to 
come  down.  There  is  throughout  the  business  a general 
acceptance  of  the  proposition  that  we  must  operate  the 
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business  at  the  minimum  level  of  stock  that  is  compatible 
both  with  efficiency  and  with  the  general  policy  of  the 
company  to  try,  within  the  range  of  merchandise  it  sells, 
to  have  the  article  the  customer  wants  available  at  the 
shop.  As  far  as  we  are  concerned  going  out  of  stock  is 
a much  more  serious  matter  than  it  is  with  a purely 
manufacturing  organisation.  One  can  demonstrate  on 
paper  that  the  level  of  stocks  we  hold  in  our  retail  branches 
is  more  than  is  theoretically  necessary ; but  in  practice 
once  we  get  below  a particular  level  the  human  error 
begins  to  become  important,  and  we  start  going  out  of 
stock  of  lines  that  ought  to  be  in  stock. 

There  is  one  other  point  I want  to  make  here.  During 
this  latter  period  stocks  were  going  up  rapidly,  our  capit^ 
expenditure  had  deliberately  been  put  up,  and  we  found 
ourselves  once  more  overdrawn  at  the  bank.  There  was  a 
very  keen  realisation  throughout  the  business  that  the 
amount  of  money  we  could  afford  to  spend  on  our  capital 
development  was  very  closely  associated  with  the  amount 
of  money  we  were  required  to  keep  in  our  stocks.  When 
we  came  to  consider  raising  new  capital,  there  was  no 
difficulty  whatever  in  getting  the  point  over  to  people 
that,  if  we  raise  £5mn.  and  pay  6 per  cent,  on  it,  our 
profits  are  down  by  £300,000  a year  immediately,  and  it 
is  a very  long  haul  to  try  and  get  that  figure  back  again 
and  show  the  same  profit  as  we  did  before  we  started. 

11630.  So  you  think  that,  even  when  you  have  had 
more  experience  of  the  minimum  to  which  stocks  can  be 
driven,  there  will  still  be  some  room  for  manoeuvre  if 
access  to  bank  finance  or  rates  of  interest  were  to  alter? 
You  can  in  fact  at  any  given  time  be  a little  tougher  or 
a little  more  lax  in  stock  control,  depending  on  your 

access  to  finance? 1 would  like  to  put  it  in  quite  a 

different  way.  I am  satisfied  that  long  term  there  is 
abundant  room  for  reducing  the  level  of  stock  in  the 


business.  That  can  only  be  done  by  increasing  the  level 
of  efficiency  of  the  business.  We  have  the  whole  operation 
under  our  own  control ; we  have  our  own  warehouses,  and 
to  a large  extent  our  own  distribution  system.  The  only 
stocks  which  are  of  any  use  to  us  are  the  stocks  whi<£ 
appear  on  the  counter,  at  the  point  where  we  sell  them 
to  the  customer.  Every  item  of  slock  which  is  in  the  line 
behind  that,  whether  it  is  in  the  shop  stockroom,  in  a 
lorry,  or  in  the  warehouse,  has  value  only  in  so  far  as  it 
is  ultimately  going  to  get  on  to  the  counter.  TTie  oppor- 
tunity for  improvement  and  efficiency  in  that  is  immense, 
We  are  in  the  course  at  present  of  programming  an 
electronic  computer  which  is  going  to  cost  us  the  best  part 
of  £250,000.  due  for  delivery  this  coming  spring,  the  main 
part  of  the  operation  of  which  is  directed  specifically  to 
this  problem.  On  paper  I could  show  you  a system  which 
would  theoretically  cut  our  shop  stocks  by  one-third ; but 
we  cannot  do  it  until  we  have  lifted  the  efficiency  with 
which  we  carry  out  the  operations  behind  the  shop.  That 
is  the  job  we  are  now  embarking  upon.  We  propose  doing 
this  irrespective  of  what  money  costs ; it  is  still  worth 
doing  if  money  only  costs  2i  per  cent. 

11631.  At  that  more  efficient  level  of  stockholding  would 

you  become  immune  from  financial  influences? No. 

We  shall  always  be  faced  at  some  point  with  the  fact  that 
we  can  either  have  our  money  in  one  place  or  in  another, 
and  we  have  to  make  up  our  minds  which  is  the  most 
remunerative  place.  Stocks  arc  not  unremuncrative  in  the 
sense  that  if  the  stock  is  not  there  available  to  sell  we 
have  lost  our  business  and  our  profit.  On  the  other  hand, 
if  we  have  more  stock  than  we  require,  that  money  could 
be  put  into  a new  shop  or  a development  somewhere  else 
in  the  business. 

Chairman : Thank  you  very  much,  Mr.  Cockfield  ; your 
evidence  has  been  very  helpful  to  us. 


(The  witness  withdrew) 
(Adjourned  until  2.15  p.m.) 


SxR  Ivan  Stedbforo,  K.B.E.,  Chairman  and  Manning  Director,  Tube  Investments  Ltd.,  called  and  examined. 


11632.  Chairman:  We  are  much  obliged  to  you  for 
coming.  Sir  Ivan.  You  have  had  a chance  of  seeing  our 
questions ; I was  wondering  whether  you  would  like,  be- 
fore we  get  on  to  any  detailed  Questions  which  arise  on 
them  with  regard  to  your  own  business  matters,  to  say 
anything  in  general  about  the  subject  of  capital  expendi- 
ture and  investment  programmes,  and  the  effects  of 
changes  in  the  interest  rate  and  tightnes.<!  or  expansion 
of  money,  in  relation  to  the  decisions  which  have  to  be 

taken? Sir  Ivan  Stedeford:  The  varying  of  interest 

rates  has  a very  important  effect,  I think,  in  two  principal 
directions.  On  the  smaller  companies  I think  it  would 
affect  their  programme,  and  hurt  them  quite  substantially 
in  raising  finance,  and  so  on ; on  the  bigger  companies  it 
does  not  make  a great  deal  of  difference. 

11633.  As  far  as  your  own  experience  goes,  drawing  on 
your  connection  with  Tube  Investments,  would  you  say 

you  had  observed  its  effect  or  not? More  by  the  impact 

it  has  on  the  general  demand ; we  have  not  ourselves 
allowed  it  to  have  any  impact  on  our  own  capital  invest- 
ment programme. 

11634.  Could  you  say  why  you  have  not  allowed  it  to 

determine  your  own  decisions? For  two  main  reasons, 

I think : first,  that  the  circumstances  which  led  us 
into  the  position  which  requires  high  interest  rates  seem 
to  me  .to  make  it  even  more  important  than  otherwise  to 
have  the  m<  st  modern  and  the  best  equipment  we  can  ; 
and  secondly,  one  can  most  advisedly  proceed  with  capital 
investment  programmes,  if  one  has  the  resources  to  do  so, 
in  times  of  the  weakened  demand  which  these  high  in- 
terest rates  create.  That  is  the  policy  we  have  always 
endeavoured  to  follow. 

11635.  It  is  inherent  in  your  answer  that  you  have  been 
in  possession  of  resources  which  did  not  lead  you  to 
consider  the  terms  upon  which  you  went  for  money  to 
the  capital  market?— —Yes.  We  have  always  assumed 
that  we  shall  always  want  money.  It  is  a continuing  pro- 
cess to  satisfy  that  want.  Therefore  we  have  endeavoured 
since  the  war,  always  to  raise  money  when  money  has 
oeen  cb^p,  aud  use  it  when  we  exhausted  the  lot  we 
then  had.  Generally  that  policy  has  paid. 


11636.  You  get  money  in  like  a store  which  you  take 
III  and  draw  upon  when  the  need  comes? Exactly. 

11637.  Does  that  policy  not  involve  you  in  having 

stores  of  unusable  merchandise  from  time  to  time? 

You  might  think  it  did,  and  certainly  that  is  an  argument ; 
but  the  advantages  of  doing  it  our  way.  I think,  outweigh 
that  one  simple  and  relatively  small  disadvantage.  Wo 
find  that  when  we  have  enough  money  for  our  existing 
and  our  forseeable  requirements,  then  we  can  proceed  with 
our  plans,  and  all  down  the  line  they  go  forward.  We 
think  there  is  more  enthusiasm  and  determination  there 
than  if  people  had  to  say : “ What  will  the  powers  that  ^ 
say  to  this  if  we  go  forward  and  wc  have  not  got  the 
cash?  ” 

11638.  Lord  Harcourf.  When  you  have  large  sums  of 

cash,  how  do  you  employ  them? We  have  large 

^ms  at  the  moment.  We  have  quite  a lot  in  Tax  Reserve 
Certificates,  more  than  enough  to  pay  our  tax.  We  have 
other  arrangements  for  the  balance  that  reduce  the  cost 
of  having  this  money  to  a minimum.  We  arrange  with  our 
banks  to  our  satisfaction. 

11639.  Do  you  ever  go  into  the  gilt-edged  market? 

Not  now.  _We  used  to,  and  wo  will  re-enter  it  later  on,  no 
doubt  It  is  not  really  speculation  in  gilt-edged,  I know, 
but  It  has  been  at  least  a bit  .speculative  during  the  last  few 
years,  and  we  do  not  speculate, 

11640.  Do  you  buy  Treasury  Bills? Wc  have  done, 

but  we  are  not  doing  .so  at  present.  We  are  not  experts  in 
that,  and  we  do  not  like  to  do  it  unless  we  are  pretty  sure 
that  we  shall  be  safe. 

11641.  Chairman:  What  determines  your  decision  to 

go  to  the  capital  market  for  further  funds? A projected 

capital^  expenditure  programme,  developments  of  other 
kinds  involving  capital,  such  as  the  acquisition  of  other 
companies  or  investments  in  companies  overseas  ; those  are 
the  main  considerations. 

11642.  You  relate  your  expected  expenditure  under 

those  heads  to  your  current  store  of  money? Yes.  We 

know  roughly  what  we  arc  spending  each  year ; wc  know 
what  wc  shall  have  to  spend,  and  we  know  what  we  shall 
retain  in  our  business. 
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11643.  What  proportion  of  your  total  capital  expendi- 
ture do  you  plan  to  finance  from  funds  retained  in  the 

business? ^Not  so  much  now  as  used  to  be  the  case. 

Since  the  war  we  have  drawn  on  between  £35  and  £40mn. 
of  our  own  resources,  those  that  were  accumulated 
at  the  end  of  the  war  and  the  accretions  of  the  lean  years 
immediately  afterwards.  Since  then  from  our  own 
resources  we  have  met  something  like  one-half  to  one- 
third  of  our  capital  expenditure  out  of  retained  profits 
and  depreciation  funds. 

11644.  Professor  Cairncross-.  Does  that  imply  that  one- 
half  to  two-thirds  of  your  gross  investment  is  financed  by 
borrowing? Yes  ; I should  think  half. 

11645.  Sir  John  Woods-.  Do  you  include  in  borrowing 

the  issue  of  shares? A half  would  be  on  the  high  side, 

perhaps.  We  raised  £20mn.  that  way  during  the  last  ten 
years,  and  we  have  spent  about  £35  or  £40mn.  of  our 
own  resources. 

11646.  Professor  Cairncross:  Have  you  a fairly  definite 
target  for  liquidity?  Is  there  some  point  at  which  you 
can  say  categoric^y  that  you  are  short  of  money,  or  is 

it  something  rather  elastic? We  always  see  when  we 

think  we  shall  be  short  of  money,  but  we  do  not  work  to 
a formula.  It  would  not  worry  us  if  we  were  running 
lower  in  our  cash  resources,  because  we  should  not  feel 
that  we  should  be  encountering  difficulties  because  of  it ; 
but  as  soon  as  the  time  became  propitious  we  should 
raise  the  money. 

11647.  It  would  follow  from  what  you  said  earlier  that 
you  probably  now  hold  a good  deal  less  cash  in  relation 
to  the  volume  of  business  you  transact  than  at  the  end 
of  the  war,  when  presumably  you  were  much  more 
liquid.  In  running  down  the  cash  that  you  then  held, 
were  you  doing  that  quite  deliberately,  because  you  had 
no  wish  to  retain  the  liquid  assets  you  had  at  that  time? 
Yes  ; we  had  more  than  we  needed. 

11648.  Chairman:  It  is  assumed  in  what  you  have  said 
to  us  that  in  effect  money  will  always  be  available  for 

your  planned  programmes? We  have  never  suffered 

any  handicap  for  want  of  it. 

11649.  But  I think  you  linked  that  up  with  being  a big 
business,  because  you  were  distinguishing  between 
the  big  and  the  small  firms.  Why  is  it  that,  as  a business 
on  the  scale  and  of  the  kind  that  you  are,  you  have  this 
confidence  that  the  money  will  always  be  available,  that 
the  capital  programme  can  go  on  unshadowed  by  tight- 
ness?  1 meant  to  convey  that  we  had  not  ever  been 

embarrassed  in  the  carrying  out  of  any  of  our  plans  for 
want  of  money.  We  have  been  careful  in  observing  the 
best  times  when  to  raise  it,  and  therefore  we  have  never 
had  any  difficulty  about  it. 

11650.  Would  it  follow  from  that  that  if,  at  any  time, 
you  felt  that  you  must  raise  it,  and  you  found  that  the 
current  rate  of  interest  seemed  relatively  high  in  relation 
to  an  earlier  period,  you  would  not  be  altered  in  your 

decision  by  that? 1 do  not.  think  that  we  would  be 

altered  very  much.  These  rates  of  interest  have  been 
changing  so  fast  that  it  is  a job  to  keep  in  touch  with 
them ; if  we  thought  they  were  going  to  come  down  very 
soon  we  might  defer  it,  but  I do  not  think  interest  rates 
would  make  a serious  difference.  We  should  hope  to  raise 
the  money,  as  we  have  done  before,  cither  before  they 
went  too  high  or  after  they  came  down. 

11651.  Sir  John  Woods:  You  might  advance  the  time 
at  which  you  went  to  the  market,  within  reasonable 

limits? ^We  have  advanced  the  time  when  we  went  to 

the  market  for  money,  as  we  did  the  last  time. 

11652.  But  it  would  not  make  much  difference  to  your 

actual  plans  for  capital  investment? We  have  never 

had  to  delay  them,  because  we  have  always  been  in  time 
in  getting  the  money. 

11653.  Professor  Sayers:  This  experience  of  always 
. being  in  hand  with  money  is  during  a period  which  began 
with  your  having  more  money  than  you  fek  you  needed? 
^Yes,  but  we  spent  all  that. 

11654.  That  means  that  during  the  last  ten  or  twelve 
years  you  have  not  had  to  raise  as  much  money  as  you 
wanted  to  spend,  even  allowing  for  the  fact  that  you 
spent  more  than  depreciation  funds  and  so  on.  Have 
you  faced  the  possibility  that  over  the  next  ten  years,  if 
you  are  to  develop  as  fast,  you  will  have  to  raise  a larger 
proportion  by  borrowing? ^We  may  have  to,  but  we 


hope  we  will  be  earning  much  more  profit  in  the  next 
ten  years  than  we  did  in  die  first  ten. 

11655.  So  you  anticipate  still  being  in  the  position  of 
always  being  able  to  get  all  the  money  you  ncM  for  your 
programmes? 1 would  think  so. 

11656.  Professor  Cairncross:  Has  your  business  been 
expanding  continuously  throughout  this  period,  even  in  the 

last  year  or  two? Yes  ; this  last  twelve  months  just 

finished  was  one  of  our  biggest  years. 

11657.  And  you  look  forward  to  a continuing  expansion 
in  your  business? 1 should  like  to  think  so. 

11658.  Chairman:  You  indicated  earlier  that  one  of 
the  principles  of  your  company  was  that  you  should  ex- 
pand at  a time  when  the  general  run  of  trade  was  rather  in 

recession.  Is  that  based  on  social  considerations? The 

time  when  we  hate  doing  a thing,  when  it  costs  us  most, 
is  when  the  demand  on  our  plants  is  a robust  one ; and 
therefore  we  like  to  use  these  so-called  recessions  to  do 
oiu  spring  cleaning. 

11659.  The  fact  that  your  customers  are  reducing  their 
orders  upon  you  in  a sense  acts  as  a stimulus  for  you  Co 
increase  your  capital  expenditure? It  is  a very  trouble- 

some thing  to  have  happen  ; but  we  do  accelerate  our  plans 
as  fast  as  we  can  during  those  periods. 

11660.  Professor  Sayers:  Did  you  decelerate  them  in 

1955-56,  during  the  busy  time? Certainly  ; plans  were 

held  down  sometimes  because  of  the  strong  demand  which 
we  should  not  have  been  able  to  satisfy  if  we  had  started 
carrying  out  some  of  the  schemes. 

11661,  Were  they  held  up  in  1955-567 Yes  ; some 

were  never  started. 

11662.  Sir  Reginald  Verdon  Smith:  This  is  because  of 
the  technical  character  of  the  particular  plants?-— ^orae 
plants  would  have  to  be  completely  closed  down. 

11663.  Sir  John  Woods:  It  is  physical  dislocation  that 
you  are  talking  about? ^Yes. 

11664.  Chairman:  You  were  speaking  at  the  beginning 
of  what  you  thought  you  had  observed  of  the  influence  of 

interest  rates  or  tight  money  upon  the  smaller  firms? 

The  two  main  things  which  spring  to  my  mind  are  these. 
There  is  immediately  a weakening  of  demand,  resulting 
from  the  smaller  companies  going  on  the  defensive  ; they 
do  not  quite  know  what  is  in  store  for  them.  There  is 
also  a running  down  of  inventory  stocks.  We  also  notice 
that  debtors  tend  to  jump  up  at  once  in  the  smaller  com- 
panies. For  the  time  being  stocks  increase,  because  orders 
are  cancelled  and  so  on.  They  may  remain  at  a high  level 
for  quite  a little  time,  because  people  order  from  hand 
to  mouth.  In  the  export  trade  it  probably  has  an  illusory 
effect  of  devaluation,  because  the  pound  weakens  and  they 
can  buy  for  the  time  being  cheaper.  We  have  noticed  that 
the  export  side  does  not  weaken  but,  for  the  time  being 
strengthens  a bit ; but  that  is  not  lasting. 

11665.  Professor  Sayers:  Have  your  customers  cancelled 
orders,  and  given  you  the  reason,  or  indicated  in  some 
way,  that  this  is  because  of  tighter  monetary  conditions? 

^They  do  not  give  a reason  quite  like  that,  but  it  is 

rather  like  a freemasonry ; we  are  all  in  the  same  boat.  It 
may  not  be  that  the  orders  are  cancelled ; but  they  are 
suspended  as  often  as  not,  or  deliveries  are  prolonged  over 
a longer  period. 

11666.  You  are  speaking  now  of  what  has  happened 
within  your  own  firm?  Customers’  orders  have  been  sus- 
pended or  deliveries  prolonged  during  the  period  of  tight 
money  in  circumstances  which  led  you  to  believe  that  that 

was  the  reason  for  it? Mainly  in  circumstances  of  a 

general  weakening  of  demand. 

11667.  Professor  Cairncross:  Which  period  have  you 
particularly  in  mind? ^Last  year  it  was  very  evident. 

11668.  Would  you  say  that  it  happened  in  earlier  years 
when  the  Bank  Rate  went  up,  or  that  it  was  only  when  the 

Bank  Rate  got  above  5 per  cent,  or  6 per  cent.? It 

was  more  last  year,  because  last  year  there  was  the  effect 
of  all  that  had  been  going  on,  and  that  was  most  severely 
felt.  It  takes  a long  time  for  it  to  get  right  though.  I do 
not  think  that  it  was  necessarily  ftat  the  7 per  cent,  last 
September  did  it  when  earlier  measures  did  not ; I think 
that  it  was  a cumulative  effect. 

11669.  Professor  Sayers:  Was  it  possibly  the  effect  of 

the  news  of  the  American  recession? 1 think  we  talked 

ourselves  a bit  into  it,  yes  ; but  I do  not  think  that  it  was 
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mainly  that ; mainly  it  was  the  credit  squeeze  and  the  high 
interest  rates. 

11670.  Professor  Cairncross:  Interest  rates  went  up,  if 
you  remember,  in  the  first  months  of  1955.  You  did  not 

notice  this  then? No,  I do  not  think  I did.  I do  not 

think  that  it  existed  in  1955  to  anything  like  such  a notable 
extent. 

11671.  Professor  Sayers:  Did  you  not  in  fact  mention 
1955-56  as  one  of  the  years  when  your  customers’  orders 
were  exceptionally  pressing? ^That  is  right. 

11672.  Chairman:  You  began  to  notice  the  suspension 
of  orders,  which  is  a form  of  cancellation  pro  tern.,  about 

a year  ago? About  eighteen  months  ago,  in  the  spring 

of  1957. 

11673.  Professor  Sayers:  Did  these  cancellations  come 
from  any  particular  directions,  by  trade  or  by  country,  or 
by  area  in  this  country? 1 do  not  think  any  one  sec- 

tion of  industry  was  conspicuous.  Broadly  speaiung  it  was 
general  over  the  whole  lot. 

11674.  Chairman:  Is  the  inference  that  the  recession  of 
orders  was  caused  by  higher  interest  rates  and  the  credit 
squeeze  from  your  own  deductions  rather  than  what  you 
have  learned  from  the  people  responsible  for  altering  their 
orders,  or  do  you  find  that  is  the  common  reason  given? 

^The  effect  is  most  felt,  and  felt  ve:^  strongly,  in  the 

consumer  end  ; the  companies  engaged  in  those  fields  feel 
it  very  seriously.  That  is  where  we  first  get  the  cancella- 
tions and  prolongations  of  delivery.  We  cannot  help  as- 
sociating those  rather  widespread  moves  with  the  fact  that 
there  is  a credit  squeeze  and  high  interest  rates.  I think 
the  two  go  together. 

11675.  Professor  Sayers:  They  also  go  together  with  the 
American  recession,  if  you  are  talking  about  the  last  twelve 

or  fifteen  months? ^Yes.  There  have  been  a lot  of 

expressions  of  surprise  that  the  American  recession  has 
not  bad  the  effect  over  here  that  other  recessions  have  had. 

11676.  Has  it  had  the  effect  of  making  people  ponder 

whether  such  good  times  are  after  all  ahead? It  may 

make  people  wonder  whether  we  are  going  to  get  a 
recession.  There  has  been  psychologically  quite  a habit 
of  looking  over  our  shoulder  to  see  whether  the  recession 
in  America  is  coining  our  way. 

11677.  Have  you  any  idea  why  the  monetary  changes 
should  have  made  your  customers  defer  their  purchases? 

^Yes.  Cars  are  not  selling,  and  everything  that  goes 

into  a car  is  not  wanted  in  such  great  volume.  Those 
people,  whether  car  manufacturers  or  component  manu- 
facturers, extend  their  periods  of  delivery.  There  was  a 
very  significant  alteration  that  took  place  in  a plant  on 
which  we  had  spent  £2  or  £3  mn.  in  putting  down  equip- 
ment for  ball-bearing  tubes. 

11678.  Was  not  this  a trade  which  was  affected  most 
perhaps  by  the  hire  purchase  restrictions,  and  not  by  credit 

becoming  dearer? 1 am  not  very  familiar  with  the 

retail  arrangements.  You  may  be  right. 

11679.  Chairman:  You  said  earlier  on  that  one  of  the 
things,  you  noticed  was  that  your  trade  customers  were 
asking  you  for  extended  credit  in  the  last  eighteen 
months? ^They  did  not  ask  us  for  it ; they  took  it. 

11680.  Was  that  noticeable  on  a large  scale? ^Yes  ; 

our  total  of  debtors  about  doubled. 

11681.  If  they  take  extended  credit  do  you  ask  them 
to  pay  interest  on  the  outstanding  account,  or  raise  the 
charge  for  interest? No,  we  do  not. 

11682.  In  that  sense  they  were  borrowing  from  you 
when  they  found  they  could  not  borrow  from  somebody 
else? ^Yes.  We  were  rather  slow  there,  I think. 

• 11683.  Professor  Sayers:  Can  you  give  us  any  idea  of 
the  proportion  in  which  your  outstanding  credit  to 

customers  has  gone  up? Debtors  and  creditors  used  to 

be  very  nearly  the  same.  If  debtors  started  going  up  too 
far  above  our  creditors  our  secretary  would  be  beginning 
to  ask  questions  about  this.  At  the  end  of  last  year 
they  were  £8mn.  and  debtors  were  £18mn.  The  creditors 
the  previous  year  were  £llmn.  and  debtors  were  £21inn. 
Before  then  they  would  have  been  very  close  together. 

11684.  So  that  the  debtors  have  gone  down? There 

is  a special  reason  for  that ; in  toe  previous  year  one 
of  our  subsidiaries’  accounts  was  consolidated  in  toe 
groups  accounts,  and  this  year  it  has  been  taken  out. 


11685.  Professor  Cairncross:  If  you  want  to  restrict 
credit  to  your  customers,  are  you  in  a position  to  do  so? 

If  we  wanted  to  restrict  credit,  if  we  were  being  taken 

advantage  of,  we  would  be  in  a position  to  do  so,  and 
we  would  do  so. 

11686.  How  could  you  do  it? Only  by  stopping 

delivery.  We  have  never  had  the  experience  yet. 

11687.  You  would  not  introduce  an  interest  charge  or 
a penally  of  some  kind  for  non-payment  before  a certain 

date? Before  the  following  delivery,  for  instance?  I 

would  not  like  to  suggest  that  they  could  not  have  a bit 
longer.  We  do  not  wish  to  do  this.  We  would  try  to 
accommodate  a good  customer.  We  have  not  made  a 
practice  of  it ; indeed  I do  not  know  of  any  case  where 
we  have  done  it. 

11688.  Chairman:  This  big  change  in  the  balance 
between  your  debtors  and  your  creditors  involved  in 
extending  credit  to  them  must  put  a big  strain  upon  your 

own  capital  resources.  You  are  able  to  carry  this? It 

would  have  been  a strain  if  we  had  not  had  the  cash, 
but  we  have  had  the  money.  We  have  not  noticed  any 
difficulty  about  that. 

11689.  Professor  Cairncross:  This  means  that  you 
have  two  simultaneous  pressures  on  you  in  a period 
such  as  this : in  the  first  place  the  fact  that  you  are  try- 
ing to  carry  out  more  investment  puts  pressure  on  you, 
and  at  the  same  time  your  customers  tend  to  take  advant- 
age of  what  credit  they  can  get  from  you,  and  that  puts 
pressure  upon  you.  Do  you  find  it  possible  to  sustain 

both  of  these  pressures? When  I say  that  we  cany 

out  more  investment,  all  we  can  do  (and  it  is  not  much) 
is  to  accelerate  as  much  as  we  can  the  investment  plans 
which  have  already  been  put  in  hand.  That  always  takes 
a bit  of  time  to  get  going.  I should  be  giving  a wrong 
impression  if  I led  you  to  believe  that  we  said  to  our- 
selves: "Here  is  a recession ; let  us  turn  on  the  tap  and 
get  it  out  faster  ”,  because  wc  cannot  do  that.  It  is  a 
matter  of  whether  we  have  started  it  or  not.  We  have 
been  perhaps  fortunate  that  we  have  been  able  to  carry 
the  financial  liability  of  that  and  the  increasing  debtors  at 
one  and  the  same  time ; k has  not  troubled  us.  I believe 
that  that  is  one  of  the  advantages  of  raising  money  when 
we  can  get  it  under  favourable  circumstances.  I am  a 
firm  believer  in  raising  money  when  we  can  get  it  and 
keeping  it,  because  we  shall  always  need  it  sooner  or 
later,  and  it  is  a very  good  thing  to  have.  Money  is 
power : if  you  have  money  you  can  do  anything  you 
want  to. 

11690.  But  you  have  to  pay  interest  or  dividends  on 

it? Yes.  We  had  to  pay  interest  on  our  last  amount 

at  5|  per  cent.,  not  7 per  cent,  or  8 per  cent,  as  we 
might  have  done  if  we  had  had  to  wait  until  later  on. 
I do  not  know  what  wc  would  get  now ; we  were  getting 
5 per  cent,  on  Tax  Reserve  Certificates  at  one  time.  But 
it  did  not  really  oost  us  very  much, 

11691.  Professor  Sayers.  You  have  speculated  success- 
fully?  1 do  not  like  the  word  “speculation”;  but  we 

managed  to  get  k quite  successfully. 

11692.  CAfl/rnifl/j : Why  is  toe  small  company,  as 
opposed  to  the  big  company,  more  vulnerable  to  the  move- 
ment in  the  rate  of  interest  and  the  tightness  of  money?  It 
is  not  because  they  are  nearer  the  consuming  end,  because 
the  distinction  does  not  fall  that  way ; yet  I think  it  is 

your  view  that  they  are  more  vulnerable? Yes, 

definitely.  In  this  country  there  is  an  enormous  number 
of  small  companies.  80  per  cent,  of  industrial  companies 
are  very  small,  employing  100  or  200  people,  and  their 
financial  resources  and  their  financial  arrangements  ^e 
quite  different  from  those  which  the  larger  companies 
have;  and  their  relations  with  their  bank  managers  and 
so  on  are  different.  It  puts  them  right  on  the  defensive ; 
they  have  to  conserve  their  resources.  They  are  afmid 
to  spend ; they  take  a long  time  to  pay.  All  those  things 
start  off  as  a sort  of  chain  reaction  with  the  small  com- 
panies, and  it  creates  a mood  in  the  market,  a mood  in 
their  spending ; they  go  carefully.  Then  it  affects 
demand;  it  spreads  right  toe  way  through  toe  economy. 
Because  there  are  so  many  of  them,  a little  bit  from  every- 
one makes  a big  difference  in  the  end.  A Io<  may  be 
psychological,  1 have  not  had  to  argue  from  the  point 
of  view  of  the  small  man,  so  I do  not  know,  but  I 
imagine  that  when  they  see  the  bank  manager  they  may 
not  feel  they  can  get  all  they  want. 
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11693.  Do  you  find  that  your  own  policies  about  your 
expenditure  on  investments  are  affected  by  budgetary  con- 
cessions in  the  form  of  initial  allowances  or  investment 

allowances? Not  at  all.  We  like  the  investment 

allowance,  because  we  get  an  extra  10  per  cent,  for 
nothing ; but  ie  ordinary  deferred  depreciation  allow- 
ance is  not  so  interesting.  I do  not  think  it  matters  very 
much. 

11694.  Would  the  investment  allowance  lead  you  to 
accelerate  your  programme  of  investment  in  the  year 

when  it  was  offered? No,  but  it  would  give  us  even 

greater  satisfaction. 

11695.  Professor  Cairncross:  If  you  had  to  pay  an 
investment  allowance  instead  of  being  paid  one,  that 

presumably  would  have  a damping  ^ect  on  you? 

Yes,  I think  it  would ; but  as  it  is  we  are  the  receivers, 
and  it  is  very  satisfactory. 

11696.  Sir  Oliver  Franks:  It  is  always  difficult  to  dis- 
tinguish between  things  which  one  expects  to  be  the  case 
and  things  which,  by  direct  experience  or  immediate 
hearsay  from  people  one  trusts,  one  has  reason  to  believe 
to  be  the  case.  The  description  which  you  gave  of  the 
response  of  small  companies  to  tight  money  was  better 
than  the  description  given  in  a great  many  textbooks,  but 
it  was  on  the  lines  of  the  textbooks.  It  is  very  important 
for  us  to  know  whether  your  description  is  of  what  you 
expect  to  happen  or  whether  it  is  a description  of  what 
you  have  reason  to  believe  actually  does  happen.  Are 
you  speaking  from  faotual  experience,  in  relation  to  the 
CTperience  and  behaviour  of  small  firms? ^I  was  speak- 

ing from  the  point  of  view  of  the  effect  it  has  on  our 
particular  company.  It  is  the  delaying  of  or  prolongation 
or  cancellation  of  orders.  That  is  what  we  live  by,  and  that 
is  what  hits  us  first  and  troubles  us  most.  It  is  purely  on 
those  grounds  that  I form  my  conclusions. 

11697.  Professor  Cairncross:  You  cited  by  way  of 
example  the  motor  car  industry  as  one  which  might  be 
affected,  because  the  demand  for  motor  cars  had  fallen  in 
the  period  you  are  talking  about.  Does  the  motor  car 
industry  represent,  indirectly  at  least,  a substantial  part  of 
your  market? ^Yes,  in  various  ways. 

•11698.  And  would  another  part  go  into  other  durable 
consumer  goods  of  various  types  that  would  also  be  sold 
on  hire  purchase? ^Yes. 

11699.  In  that  sense  your  market  is  particularly  vulner- 
able to  the  restrictions  on  hire  purchase  which  may  bo 

imposed  from  time  to  time? ^That  Is  not  true  of  the 

group  as  a whole ; consumer  goods  which  lend  themselves 
to  hire  purchase  arrangements  are  important,  but  do  not 
account  for  more  than  about  15  or  20  per  cent,  of  our 
business,  I should  think ; motor  oars,  bicycles,  electric 
cookers  and  things  like  that.  You  are  probably  thinking 
that  I am  grouping  the  effects  of  hire  purchase  and  high 
interest  rates  together.  I think  perhaps  I am,  because 
they  generally  come  together.  I do  not  think  that  I am 
able  to  separate  them,  except  to  the  extent  that  the  removal 
of  the  hire  purchase  restrictions  which  took  place  recently 
certainly  had  a very  big  effect  on  the  motor  car  trade 
and  on  other  trades  in  which  we  are  interested,  such  as 
bicycles  and  electrical  equipment  and  domestic  equipment. 

11700.  Sir  John  Woods:  But  other  things  have  hap- 
pened ; the  credit  squeeze  has  come  off,  interest  rates  are 
lower,  there  is  more  money  to  spend,  the  removal  of  the 

{The  yvitnes 


restrictions  on  hire  purchase,  and  the  lowering  of  the  pur- 
chase tax.  I do  not  know  whether  in  all  that  complex 
you  feel  you  can  isolate  the  rate  and  say  that  is  a signifi- 
cant influence? It  is  very  difficult  to  segregate  die 

effects  and  apply  them  to  one  particular  thing,  because 
they  all  went  on  so  closely  together,  and  they  sdl  came  off 
so  closely  together ; I must  confess  I may  well  have  been 
grouping  hire  purchase  and  high  interest  rates  together. 

11701.  Chairman : We  all  find  it  difficult  to  isolate  them. 
We  were  trying  to  enter  into  detail  with  you  to  see  whether, 
in  your  contacts  with  your  customers,  accepting  the  fact 
that  your  industry  had  shrunk,  they  had  expressed  anything 
like  a common  view  that  this  or  that  was  the  cause  of  the 
shrinkage? ^No,  I do  not  think  they  have. 

11702.  Professor  Ccurncross:  If  you  take  the  movement 
of  stocks  in  your  group,  are  financial  factors  of  any 
importance,  or  are  your  stocks  dictated  exclusively  by 
technical  considerations? ^They  are  dictated  almost  ex- 

clusively, but  not  entirely,  by  the  level  of  activity  and  de- 
mand.  They  are  not  dictated  very  much  by  possible  price 
fluctuations. 

11703.  Chairman:  Do  you  think  that  attention  to  the 
internal  control  of  stocks  has  markedly  developed  in  recent 

periods  in  industry? ^During  the  period  of  financial 

stringency  and  all  that  follows  in  its  train,  I think  it  has 
done  so  very  considerably.  I think  there  has  been  a 
sustained  running  down  of  stocks. 

11704.  Has  not  scientific  attention  to  the  control  of 
stocks  been  very  much  developed  in  industry  in  compara- 
tively recent  years,  with  the  introduction  of  cost  account- 
ing and  all  die  necessary  equipment  of  a big  company? 

Yes,  it  has.  Now  we  are  even  using  computers  to 

give  us  even  quicker  information  on  such  matters. 

11705.  Professor  Cairncross:  Do  you  think  that  the 
financial  stringency  of  the  last  few  years  gave  a consider- 
able impulse  toward  the  better  control  of  stocks? 1 

should  like  to  say  yes,  but  I think  that  until  this  recession 
took  place  we  were  doing  a bit  of  stock  piling  in  a quiet 
way  all  over  the  place.  I do  not  think  there  is  anything 
very  scientific  about  it.  Again  I come  back  to  the  small 
company,  which  represents  such  a high  proportion  of 
British  industry:  they  use  a lot  of  common  sense,  but  I 
do  not  think  that  they  have  come  to  the  scientific  ways  of 
life  yet, 

11706.  You  do  not  feel  that  scientific  control  of  stocks 
was  resorted  to  to  a greater  extent  because  of  ffie  difficulty 
in  getting  money? 1 would  not  think  that,  no. 

11707.  Chairman:  Does  the  reference  to  the  small 
companies  in  this  connection  mean  that,  because  they 
do  not,  as  a normal  practice,  go  in  for  scientific  control 
of  stocks,  when  tightness  of  money  comes  they  are  the 
people  who  can  look  around  and  take  notice,  because 
they  have  got  a margin  there  which  they  can  look  into? 

. Yes,  they  would  have  more  opportunity  to  look 

into  their  stocks  to  make  adjustments.  I would  think 
they  did,  and  that  it  would  be  of  much  more  importance 
to  them  that  they  should  than  it  would  be  for  the  bigger 
companies,  whether  the  big  companies  used  scientific 
methods  of  stock  control  or  not.  I think  that  they  are 
forced  to  do  it,  where  the  bigger  companies  would  not 
bother. 

Chairman : I think  that  covers  all  the  questions  we  have 
to  put,  Sir  Ivan.  We  are  very  much  obliged  to  you  for 
coming. 

r withdrew) 


The  Rt.  Hon.  Thomas  Johnston,  C.H.,  Chairman,  and  A.  N.  Ferrier,  Esq.,  O.B.E.,  Chief  Accountant 
North  of  Scotland  Hydro-Electric  Board,  called  and  examined.  ’ 


11708.  Chairman:  Good  afternoon,  gentlemen.  You 
have  been  good  enough  to  supply  us  with  a meraorandtim* 
covering  the  main  lines  of  the  questions  on  which  we  are 
wanting  your  help,  which  we  have  all  been  able  to  read. 
I wonder  if  I could  just  ask  you  a question  in  order  to 
get  your  background  approach  about  your  answer  to  our 
first  question  on  the  considerations  which  govern  your 
fixed  investment  planning.  You  say  that  your  main 
responsibility  is  to  exploit  to  the  full  the  water  power 
resourceis  of  the  Nontti  of  Scotlaod  district  to  produce 
electricity,  and  that  what  governs  your  main  approach  is 
the  course  of  demand  for  your  product  over  the  years 
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ahead  of  you.  Having  decided  how  much  electricity  is 
to  be  provided  you  then  come  to  the  form  of  generation 
that  is  to  be  chosen,  and  there  a number  of  alternatives 
arise,  hydro-electric,  diesel,  steam  or  nuclear,  upon  the 
choice  between  which  the  rate  of  interest  taken  may  have 
an  important  bearing.  Do  they  all  lie  wiffiin  the  range 

of  activity  of  your  own  Board? Mr.  Johnston : Yes ; 

for  our  area  which  covers  74  per  cent,  of  the  land  area 
in  Scotland,  all  these  obligations  are  upon  us. 

11709.  So  “hydro-electric”  in  your  tide  is  only  a 
general  phrase ; you  are  able  to  make  a choice  between 

these  various  other  forms  of  generation? ^Preferably 

we  would  go  in  for  hydro-electricity  because  it  is  cheaper 
than  steam  coal  electricity. 
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11710.  Sir  John  Woods:  You  say  that  the  rate  of 
interest  is  very  important  in  hydro-electric  schemes 
because  of  the  capital  cost.  Are  not  the  maintenance 
costs  of  hydro-electric  generation  very  much  less  than  any 

other  known  form? ^Yes.  ^ile  our  capital  costs  are 

higher  on  hydro-electric  schemes,  for  dams  and  so  on,  our 
maintenance  costs  are  very  much  lower.  We  have  no 
fuel  costs.  The  ultimate  result  is  that  our  unit  cost,  the 
final  result  to  the  consumer,  is  lower  than  that  of  either 
coal-produced,  diesel  oil-produced,  or  as  far  as  we  can 
gather,  nuclear  power-pr^uced  generation. 

11711.  Professor  Cairncross:  That  is  at  current  rates 
of  interest? ^At  current  rates. 

11712.  But  at  higher  rates  of  interest  the  choice  might 

fall  in  a different  direction? ^Higher  rates  might  drive 

us  on  to  coal. 

11713.  As  the  least  capital-expensive  method  of  produc- 
ing eleotriciW? ^Yes. 

' 11714.  Have  you  not  oth»  possibilities  of  some  import- 
ance? I should  have  thought  you  were  interested  in  the 
possibility  of  pumped  storage,  for  instance.  Have  you  any 

schemes  of  that  kind? Yes.  The  next  big  scheme  that 

we  are  promoting  is  at  Loch  Awe,  where  in  conjunction 
with  the  nuclear  power  station  at  Hunterston  being 
operated  by  the  South  of  Scotland  Board,  we  are  going 
to  have  a pumped  storage  scheme.  Hunterston  will  pump 
the  water  up  to  a high  level  dam  which  we  shall  build  at 
Loch  Awe,  and  then  we  will  pour  that  down  during 
peak  periods.  We  reckon  that  between  us  we  shall  have  a 
reduction  of  one-third  in  kilowatt  cost. 

11715.  In  the  economics  of  building  pumped  storage  will 
not  interest  rates  again  be  quite  an  important  factor? 

^Yes.  Part  of  the  cost  wBl  be  borne  by  the  nuclear 

power  station  at  Hunterston  outwitb  our  orbit.  If  I may 
confine  myself  to  the  costs  of  the  water  power  side  of  it  at 
Loch  Awe,  there  undoubtedly  very  high  interest  charges 
would  make  our  profits  less. 

11716.  Apart  from  its  repercussions  on  yo\u  own  opera- 
tions presumably  pumped  storage  is  particularly  suitable  to 
be  combined  with  nuclear  power? Undoubtedly  ; pro- 

bably the  best  form  of  power  that  we  can  get 

11717.  The  cost  of  nuclear  powCT  generation  in  turn 
rests  very  much  on  rates  of  interest,  so  that  your  opera- 
tions too  are  being  tied  to  nuclear  power  generation  that 
way,  and  would  respond  to  a reduction  in  interest  rates 
very  much? Yes. 

11718.  Do  you  also  in  some  of  the  schemes  which  you 
are  preparing  intend  to  use  the  South  of  Scotland  as  a 
market  or  are  we  to  regard  the  market  as  almost  exclu- 
sively the  North  of  Scotland? Our  first  obligation,  of 

course,  is  to  supply  power  and  light  to  the  inhabitants  of 
the  North  of  &o^nd.  But  we  have  also  obligations  to 
them  which  involve  our  supplying  blocks  of  power  to  the 
South  Board.  We  make  a profit  on  what  we  sell  to  the 
South  Board  and  use  that  profit  to  distribute  to  non- 
economic areas.  If  we  did  not  do  so,  there  are  vast  areas 
in  our  country  which  could  get  no  electricity  at  all. 

11719.  A scheme  like  Loch  Sloy,  for  instance,  would  be 
geared  a good  deal  to  what  is  happening  in  the  South  of 
Scotland? ^Yes. 

11720.  Chairman:  How  does  the  bearing  of  the  interest 
rate  actually  express  itself  in  your  programmes?  Is  it 
the  rate  that  you  assume  in  charging  yourself  with  the 
capital  expenditure,  or  is  it  &e  rate  at  which  you  expect  to 
be  able  to  get  your  money  for  the  pur^se  from  those  who 

finance  you? ^We  borrow  for  thirty  years,  but  our 

schemes  last  for  very  much  longer'  than  thirty  years.  Some 
parts  of  our  schemes,  dams  and  purchase  of  land  and  all 
the  rest  of  it,  we  hope  will  last  for,  ever.  Therefore  after 
the  first  thirty  years  it  is  impossible  for  us  to  make  any 
calculations  whatever  about  interest  rates ; but  for  the 
first  4irty  years  we  take  the  current  interest  rate  as  a basis. 

11721.  Professor  Cairncross:  Have  you  ever  been  in 
the  position  where  you  have  felt  compelled  to  reject  some 
of  the  possible  projects  because  they  did  not  offer  a return 
greater  than  the  rate  of  interest  you  would  have  to  pay? 

■ We  have  large  numbers  of  possible  schemes.  Natur^y 

we  have  eUminated,  or  put  well  down  the  list,  schemes 
which  are  less  economic  than  the  others. 

11722.  But  if  you  take  the  total  size  of  your  programme, 
is  .that  limited  by  interest  costs  or  is  it  limited  by  more 
technical  considerations  as  to  what  you  can  take  in  in  any 


one  year? ^It  is  limited  by  both.  We  have  statutory 

obligations  to  provide  electricity  to  the  North  of  Scotlaad 
as  far  as  practicable  (we  are  not  compelled  to  go  to  St, 
Kilda,  or  incur  extraordinary  costs  o’f  that  kind),  and  we 
are  under  obligations  to  balance  our  budgets  taking  one 
year  with  ano&er.  But  subject  to  that  it,  is  our  duty  to 
take  the  most  economical  schemes  we  can  fiiink  of  and  get 
them  into  operation. 

11723.  That  does  not  give  you  much  guidance  as  to 
the  total  scale  of  operations.  If  you  have  a large  number 
of  schemes  aU  of  which  you  expect  eventually  to  yield 
an  adequate  return,  what  determines  how  many  you  carry 
through  this  year  and  how  many  you  defer  to  next  year? 

'The  total  volume  of  capital  and  labour  availability 

and  also  our  contracts  with  tte  South  of  Scotland  Board. 
We  enter  into  negotiations  with  the  South  of  Scotland 
Board  engineers  as  to  what  they  expect  to  take,  over  a 
period  of  years,  and  provided  that' we  can  sell  them  flial 
quantity  as  surplus  to  our  estimated  demand  in  the  North 
of  Scotland  we  then  go  ahead  with  our  scheme.  Our 
estimated  demands  in  the  North  of  Scotland  are  increasing 
by  nearly  II  per  cent,  per  annum,  and  the  volume  of 
exports  to  the  South  of  Scotland  has  risen  from  56  milliog 
units  in  1949  to  466  million  units  in  1957. . 

11724.  Mr.  Janes  : You  say  that  under  the  statutes  you 
have  to  balance  your  accounts  taking  one  year  with 
another.  To  what  extent  are  you  able  to  do  self-financing?. 

There  are  only  two  ways  in  which  we  can  go  in  for 

self-financing.  One  is  to  raise  our  tariffs.  That  was  rul^ 
out  by  the  Select  Committee  on  Nationalised  Industries, 
and  indeed  by  the  Herbert  Committee,  on  the  ground  of 
ks  social  difficulties.  It  is  impossible  for  us  to  r^se 
tariffs  68  per  cent,  to  raise  £6mn.,-  which,  is  what  the 
figure  amounts  to.  The  other  method  is  that  we  should 
be  allowed  to  use  our  redemption  fund  monies  to  toaace 
capital  expenditure  instead  of,  as  now,  using  these 
redemption  fund  monies  to  go  into  the  market  and  buy 
up  stocks.  We  have  to  borrow  money  from  the  Treasury 
now  at  5i  per  cent,,  and  we  are  earning  5^  per  cent  on 
our  redemption  fund  money ; so  we  lose  on  tiie  deal  £5,000 
a year  by  this  method ; as . we  have  to  borrow  for  thirty 
years  we  lose  £150,000  on  this  year’s  redemption  fund 
contributions  alone.  ...  • • 

11725.  There  is  a very  wide  difference  between  the 
nationalised  hydro-electricity  authority  and  private 
business,  in  that  you  are  seeking  to  render  a public  service 
rather  than  work  for  commercial  gain.-  As  yoii  pursue 
your  capital  development  plans,  at:  the  tirhe  you  want 
capital  to  finance  those  plans  you  have  to  make  arrange- 
ments for  raising  the  capital  through  the'  Treasiuy  on  ffie 
basis  of  repayment  of  capital  and  interest  on  a thirty  yeajr 
annuity  basis?- That  is  right. - 

11726.  Professor  Cairncross:  In  our  third,  question  ybu 
were  asked  how  far  changes  in  int^est  rates,  affected'  the 
volume,  the  pattern  or  the  timing  of  your  .fixed  invest: 
ment  programme ; you  mention  that  changes  in  interest 
rates  have  had  some  .effect,  but  that  the  effect  has  been 
to  contribute  to  revenue  deficits  • and  apparentiy.  in  con- 
sequence of  that  to,  slow  down  the  rate'  of  investment  on 
future  distribution  capital.  Could  you.  .enlarge  on  that? 

Undoubtedly  a rise  in  the  rate  of  interest  slows  down 

OUT  distribution  programme;'  We  can' only  spend  a limited 
amount  on  non-economic  distribution  .work  to  isolated 
areas,  farming,  areas  and  so  .on.  If. we  have  to:  pay.  more 
in  interest  for  our  money  then  we  can  afford  less  to  spend 
• in  distribution  work.  T?hat  leads  to  a vast  amount  of 
criticism  from  people  who  have  wired  their  houses  waiting 
for  electricity,' from  Members  of  Parliament  who  complain 
that  such  and  such  an  area  has  it,  so  why  not  their  area 
and  so  on.  Our  particular  area  is  largely  agricultural, 
apart  from  Aberdeen  and  Dundee,,  and  it  is  difficult  for 
us  to  meet  complaints  when  some  'farming  areas  have  no 
electricity  and  others  have  it.  So  a rise  in  the  rate  of 
interest  does  detrimentally  affect  us  in  distribution.  As 
for  generation,  a considerable  increase  in  interest  rates 
might  drive  us  on  to  coal. 

11727.  But  it  has  not  yet  had  an  effect  on  the  total  size 
of  your  generating  programme? ^Not  yet. 

11728.  I ask  that  because  flie  picture  you  have  given 
us  is  that  you  tend  to  exhaust  the'  more  favourable  opi»r- 
tunities  of  construction  one  by  one.  At  the  same  tune 
you  are  facing  a rate  of . interest  .which  has.  been  ri^Ug 
fairly  steadily  tiiroughout  the  postwar  p«ipd.. 
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would  imagine  that  the  scissors  were  closing,  so  to  speak ; 
there  must  be  fewer  and  fewer  projects  which  would 

dear  the  higher  hurdle  of  interest  rates? ^The  Loch 

Awe  project  will  be  an  exceedingly  cheap  scheme  for  us, 
because  of  its  conjunction  with  nuclear  power.  I am  not 
a technologist  in  this  matter,  but  as  I envisage  it  the 
cheapest  way  in  which  electricity  can  be  produced  now 
is  fay  water  power  in  conjunction  with  nuclear  power. 
Instead  of  prices  rising  against  us  we  envisage  that,  if  we 
can  develop  nuclear  power  plus  hydro  power,  we  can 
reduce  prices  per  kilowatt. 

11729.  In  all  this  you  have  made  no  reference  to  any 
decision  by  the  Government  communicated  to  you  in  the 
form  of  a ceiling  in  your  investment  programme ; you  are 
making  it  turn  on  interest  rates.  I assume  that  you  have 
been  under  pressure  at  times  to  limit  die  scale  on  which 

you  have  been  constructing? ^Yes.  The  appendix  deals 

wifli  that  The  Govenunent  have  for  several  years  told 
us  that  money  was  scarce,  that  we  would  have  to  cut 
our  programmes  or  delay  them  or  postpone  them ; and 
we  do  that  But  that  has  not  yet  affected  generation 
finance.  _ It  has  only  delayed  such  schemes  as  the 
Chhostair  and  Gisla  schemes  in  the  Hebrides  where 
people  have  had  to  go  without  hydro-electricity  at  all. 

11730.  Chairman:  When  you  say  in  your  answer  to 
our  first  question  that  a very  high  interest  rate  might 
divert  expenditure  to  steam  from  hydro-electric  works, 
could  you  give  me  any  idea  of  what  range  of  rates  of 
interest  you  have  in  mind  where  the  change  might  be 

Ukety  to  come? 1 have  not  seen  it  yet.  I would 

hesitate  to  put  a figure  on  that,  particularly  if  we  can 
go  ahead  with  more  schemes  which  link  water  power  and 
nuclear  power.  We  could  stand  an  increase  in  interest 
rates,  although,  as  I say,  the  social  effects  of  that  on 
distribution  might  be  serious. 

11731.  Professor  Cairncross:  Do  you  not  at  present 
generate  electricity  in  the  North  of  Scotland  by  steam 
power  and  diesel  power  as  well  as  by  hydro-electric 
power? Yes. 

11732.  You  have  therefore  in  use  ciarently  different 
techniques,  some  of  which  must  offer  higher  returns  than 
the  others.  Is  it  possible  to  see  one  of  these  techniques 
Mpanding  and  replacing  the  others  at  current  rates  of 

interest? Yes.  We  are  doing  our  utmost  to  eliminate 

diesel  production.  Production  of  diesel  oil  stations  is 
much  more  costly  to  us,  and  as  we  extend  our  hydro- 
electric stations  we  close  down  oar  diesel  stations  or  sell 
the  plant. 

11733.  If  you  are  imder  pressure  to  limit  your  capital 
expenditure  you  can  presumably  keep  these  stations 

going  a little  longer.  Have  you  had  to  do  so? ^Yes,  we 

are  doing  that  now.  In  some  areas  in  the  extreme  North 
of  Scotland  and  in  the  Islands  we  are  keeping  some  of 
these  diesel  stations  going,  and  we  are  losing  money  on 
them ; our  preference  is  always  for  hydro  stations. 

11734.  If  you  bad  been  free  during  the  last  few  years 
to  determine  the  scale  of  your  capital  expenditure  without 
the  Government  attempting  to  lay  down  a ceiling,  would 
the  scale  of  expenditure  have  been  much  different  from 

what  it  was? 1 do  not  know.  We  had  one  bad  year, 

with  a serious  drought  which  cost  us  about  flmn.  in 
loss  of  sates  to  the  Soufli  of  Scotland,  and  we  bad  to  buy 
electricity  from  the  South  to  meet  our  ordinary  obliga- 
tions, and  we  bad  to  set  going  old  coal  burning  stations  in 
Aberdeen,  keeping  them  going  full  time  at  considerable 
cost.  But  I should  not  say  that  without  Government  in- 
hibitions or  prohibitions  we  would  have  accelerated  greatly 
our  production.  Here  and  there  we  would  have. 


11735.  It  has  been  marginal  in  fact? Yes. 

11736.  Chairman:  Is  it  largely  the  distribution  ex- 
penditure that  has  had  to  bear  the  result  of  the  Government 
cuts? Largely. 

11737.  Sir  John  Woods:  In  the  appendix,  in  reference 
to  1956,  you  say  that  the  effect  of  the  Government’s  re- 
strictions on  capital  expenditure  was  reflected  in  a drop  of 
some  £2,600,000  in  expenditure  on  capital  account,  half 
of  this  being  in  distribution.  That  would  seem  to  imply 
that  but  for  the  restrictions  you  would  have  spent  nearly 
flimn.  more  on  generation  schemes? Yes. 

11738.  Chairman:  If  we  turn  to  the  question  of  stocks 
and  the  influence  of  interest  rates  or  tightness  of  money  1 
think  your  answer  is  fliat  those  are  not  the  relevant  influ- 
ences that  control  the  volume  of  your  stocks? No  We 

do  not  bum  much  coal ; we  therefore  do  not  stock  much 
coal  We  do  not  bum  any  more  oil  than  we  can  help ; 
so  therefore  we  do  not  stock  much.  So  it  is  not  a very 
serious  matter. 


11739.  Do  you  find  these  Government  cuts  very  difficult 
to  adjust  yourself  to? ^In  distribution,  yes. 

11740.  It  means  a lot  of  replanning  at  short  notice? 

Mr.  Johnston : Yes.  We  send  canvassers  round  an  area  lo 
ask  how  many  people  would  take  electricity  if  it  was 
brought;  then  we  arrange  for  that  distribution  scheme 
there.  Then  these  people  go  and  wire  their  homes  to  have 
electricity;  if  there  is  a serious  delay,  then  the  trouble 
begins.  These  people  have  spent  money  on  wiring  their 
houses,  and  they  want  to  get  it  In  our  1953  Report  it 
was  said  that  because  of  the  small  growth  in  the  hydro- 
electtic  power  production  in  that  year,  the  steam  power 
stations  at  Dundee  and  Aberdeen  had  to  be  run  in  1953 
at  an  even  higher  rate  than  previously,  generating  some 
363  million  units,  an  increase  of  68  million  units  over  1952 
As  a result  the  Board  had  to  buy  243,000  tons  of  coai 
costing  £881,000,  compared  with  204,000  tons  costing 
£689,000  in  1952.  Nevertheless  the  production  of  hydro- 
electric power  was  equivalent  to  a saving  of  about  617,000 
tons  of  coal  in  the  year,  which  is  about  two-thirds  of  the 
year’s  export  of  coal  to  foreign  countries.  That  is  the 
savmg  m actual  coal  used.— Afr.  Ferrier:  The  Aberdeen 
steam  station  is  a relatively  old  and  inefficient  one,  and  we 
avoid  as  far  as  possible  using  it  at  all.  It  has  to  be  run  to 
a small  extent — Mr.  Johnston:  We  keep  it  as  a reserve. 

11741.  Sir  Reginald  Verdon  Smith:  Going  back  to  the 
idistribution  side,  has  that  reached  a point  now  at  which 
social  considerations  rather  than  economic  are  ffie  only  or 
the  main  considerations  which  determine  its  extension? 

^I  should  say  that  it  will  take  six  years  yet  at  the  present 

rate  of  distribution  progress  to  cover  our  distribution  areas, 
barring  a major  war  or  an  extreme  increase  in  the  rates 
of  interest  or  some  cataclysmic  upheaval  like  that  That 
is  always  excluding  extreme  cases  like  SL  Kjlrfa,  What  we 
have  been  doing  is  to  take  on  these  extreme  outer  islands, 
and  offer  the  people  subsidised  bottled  gas  to  give  them 
some  encouragement  to  stay  in  these  islands.  That  is 
what  it  amounts  to;  unless  they  get  some  kind  of 
encouragement  to  stay  in  these  islands  they  will  move.  We 
have  come  to  terms  with  steamship  companies  and  with 
the  bottled  gas  people,  and  the  three  of  us  coUabotate  in 
trying  to  keep  these  people  in  these  remote  islands,  by 
guaranteeing  them  bottled  gas  at  mainland  prices.  In 
other  words,  between  us  we  carry  their  transport  charges, 
and  we  think  that  we  are  performing  a great  social  duty 
in  doing  that. 

Chairman : Thank  you  very  much,  Mr.  Johnston ; we 
are  very  much  obliged  to  you  and  Mr.  Ferrier  for  your 
help. 


{Adjourned  until  Friday,  21st  November,  1958,  at  J0.45  a.m.) 
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Dr.  M,  W.  Holtrop,  President,  De  Ncderlandscbe  Bank  N.V.,  and  Chairman  of  the  Board 
of  the  Bank  for  International  Settlements,  called  and  examined. 


11742.  Chairman:  We  are  most  grateful  to  you  for 
coming  here  today,  Dr.  Holtrop,  and  for  the  memorandum* 
you  have  very  kindly  prepared  for  us.  I think  it  would 
be  easiest  if  we  started  at  the  beginning  and  worked  our 
way  through  your  answers  to  the  questions.  Might  we 
take  you  up  first  on  your  answer  to  question  1,  taking 
question  3 with  it,  since  they  are  both  dealing  with  different 
aspects  of  the  same  subject?  Under  your  Bank  Act  there 
is  a definition  of  the  appointed  task  of  the  Bank  in 
Article  9.  Do  you  think  that  in  the  work  of  a centr^ 
bank  it  is  important  that  one  should  attempt  to  define  its 
tasks  or  its  objectives? Dr.  Holtrop:  It  is  very  diffi- 

cult to  give  a definition  ; any  definition  is  always  8c«ne- 
what  awkward.  Yet  I feel  that  the  fact  that  we  have  a 
definition  is  of  some  help  to  us,  because  it  clearly  recognises 
the  task  of  tlie  central  bank.  After  ail  I base  part  of  my 
thesis  on  the  responsibilities  of  the  Dank  on  the  fact  that 
there  is  a definition,  and  if  there  were  none  people  could 
just  start  wondering  what  the  thing  is  all  about.  I tWnk 
that  the  existence  of  a definition  is  more  important  than 
what  exactly  is  in  that  definition,  because  I believe  that 
it  is  almost  impossible  to  give  a p^ect  definition. 

11743.  You  are  familiar  no  doubt  with  the  statutes 
and  governing  acts  of  a number  of  other  central  banks? 
Would  it  be  common  practice  to  try  to  define  the  task 
or  the  object  of  the  central  bank? 1 have  not  suffi- 

ciently mastered  the  other  Bank  Acts  to  be  able  to  say, 
but  I think  that  it  is  rather  more  the  exception  than  the 
rule  to  have  this  type  of  definiticm. 

11744.  Sir  Oliver  Franks:  How  far  in  your  view  is  it 
a necessary  condition  of  a central  bank  itself  possessing 
some  degree  of  initiative  and  responsibility  'that  it  should 
have  some  definition  of  its  functions  within  which  its  action 

can  therefore  be  spontaneous  and  responsible? ^That  is 

indeed  one  of  the  main  points.  The  fact  that  we  have  a 
definition  of  our  tasks  makes  it  possible  for  the  Managing 
Board  of  the  Bank  to  say : “ By  law  we  have  been  en- 
trusted with  this  task  ” ; it  is  for  that  reason  in  a way 
that  we  can  have  a difference  of  opinion  with  the  govern- 
ment, and  certainly  have  a right  of  initiative.  It  is  more 
than  initiative,  I would  say.  We  have  a certain  field  where 
we  have  a recognised  right  to  be  on  our  own  and  to  act  ; 
not  only  to  take  the  initiative  in  suggesting  something,  but 
to  do  it.  On  the  other  hand  the  initiative  of  preventing  us 
from  doing  or  steering  us  to  do  something  would  have  to 
come  from  the  oth«  side,  and  would  have  to  be  based 
on  other  parts  of  the  Act  tlun  the  Article  in  which  our 
task  has  been  circumscribed. 

11745.  Lord  Harcourt:  Was  the  Bank  Act,  1948,  a re- 
organisation consequent  on  the  war? Yes  ; it  was  the 

consequence  of  the  taking  over  of  the  shares. 

11746.  Was  there  a direction  as  to  the  functions  of  the 
Bank  before  1948,  or  was  this  attempt  to  define  the  task 

‘Memoranda  of  Evidence  Part  V No.  4. 


of  the  Bank  inserted  for  the  first  time  then? ^Yes,  it 

was. 


11747.  Professor  Cairncross:  You  mentioned  ffiat  you 
had  in  certain  directions  the  power  to  act  independently. 
Would  tliat  be  true  in  any  direction  where  monetary  policy 
was  involved  rather  than  technical  supervision  of  the  bank- 
ing system  : in  the  regulation  of  the  note  issue  as  distinct 

from  the  money  supply  and  so  on? ^Yes.  In  our  prac- 

hce  there  has  never  been  any  doubt,  for  example,  that 
discount  rate  policy  and  open  market  policy  are  the 
concern  of  the  Bank  and  that  the  Bank  acts  on  its  own 
initiative  and  its  own  judgment.  That  we  keep  in  contact 
about  these  things  also  with  the  Treasury  is  another 
matter;  that  is  because  in  the  end  Article  26  gives  ffie 
Minister  of  Finance  the  possibility  of  giving  direations 
At  a certain  moment  he  might  have  a quite  different  view 
about  the  situation  and  say  that  he  wanted  us  to  do  this 
or  that.  Given  that  situajtion  it  is  only  natural  that  one 
should  have  some  contact  about  the  ideas  one  has  and 
about  what  one  is  likely  to  do.  But  that  does  not  alter 
the  fact  that  it  is  recognised  that  the  Bank  has  a special 
field  of  responsibility  and  of  judgment. 

11748.  If  you  were  about  to  alter  your  Bank  Rate  you 
would  certainly  acquaint  the  Minister  of  your  intention. 

Would  you  need  his  concurr«ice? ^Technically  not 

Our  practice  is  that  I inform  the  Treasury  that  we  axe 
going  to  discuss  the  possibility  of  changing  the  Bank  Rate 
at  our  next  meeting,  and  whether  they  have  any  ideas  about 
it.  That  would  be  the  formal  position.  In  practice  we 
may  have  been  discussing  it  for  a long  time,  but  always 
on  the  basis  that  this  is  a responsibility  of  the  Bank.  Our 
practice  is  such  that  it  has  never  been  doubted  that  this 
is  the  field  of  banking.  This  is  a natural  outcome  of  his- 
tory. The  Bank  Rate  was  nothing  else  but  the  rate  at 
which  the  old  limited  liability  company  with  a charter  was 
willing  to  give  loans  to  other  people ; it  was  no  concern 
of  the  government  at  all.  Now,  having  become  some- 
what more  sophisticated,  we  may  agree  that  Bank  Rate 
goes  farther  than  a private  contract  and  is  important  for 
general  policy,  but  I would  say  the  tradition  has  been 
built  up  on  that  historical  basis. 

11749.  Since  the  nationalisation  of  the  Bank  you  do 
not  find  that  the  Minister  of  Finance  may  be  subject  to 
attack  in  your  Parliament  because  Bank  Rate  has  been 
moved  in  a direction  that  some  Members  might  not 

wish  to  see?  He  does  not  have  to  answer  for  you? 

He  docs  not  have  to  answer  for  me ; he  would  no  doubt 
answer  that  this  was  a matter  for  the  Bank  and  that  he 
had  no  reason  to  disagree. 

11750.  Sir  John  Woods:  Does  it  follow  from  what  you 
said  that  movement  of  the  Bank  Rate  is  not  one  of  the 
matters  to  be  co-ordinated  between  the  government  and 
the  Bank  where,  as  you  say  in  your  memorandum,  the 
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Minister  of  Finance,  having  heard  the  Bank  Council, 

can  issue  directions  to  the  Governing  Board? ^There 

IS  not  the  slightest  doubt  that  Bank  Rate  falls  into  that 
category. 

11751.  In  other  words,  formally  he  could  give  you  the 

dmection? ^Definitely ; but  he  would  have  to  make  use 

of  that  power  of  giving  direction. 

11752.  Chairman : Has  the  power  in  the  Bank,  with  the 
approval  of  the  Mimster  of  Finance,  to  give  directions 
^0  credit  institutions,  or  the  power  of  the  Minister 
after  hearing  the  Bank  Council  to  give  directions  to  the 
Bank,  ever  been  exercised? ^Never.* 

11753._  What  is  the  part  played  by  the  Bank  Council 
in  practice,  not  just  on  paper,  in  the  relations  between 
the  B^nk  on  the  one  band  and  the  Minister  of  Finance 

on  the  other? ^It  is  difficult  to  give  an  answer  to  this 

question  otherwise  than  on  the  relationship  on  paper, 
because  that  is  how  it  has  really  worked.  In  those  cases 
where'  it  is  necessary  for  the  Minister  of  Finance  to  ask 
the  opinion  of  the  Bank  Council  he  has  done  so,  and  there 
have  been  other  cases,  where  it  was  not  explicitly  neces- 
sary, where  he  has  also  asked  the  Bank  Council’s  advice 
on  monetary  matters. 

11754.,  How  often  in  a year  would  there  be  a request 
for  advice  from  the  Minister,  and  on  what  specific  things? 
— ;-In  practice  he  has  only  asked  for  advice  on  new  legis- 
lation. The  matter  of  a directive  has  never  come  up, 
so  be. has  never  asked  the  Bank  Council’s  opinion  for 
that  reason.  We  have  had  some  minor  changes  in  legis- 
lation ; also  provision  about  the  cover  for  the  bank  note 
issue  was  legislated.  But  it  does  not  happen  once  a 
year ; it  is  very  occasional,  only  when  there  is  some 
special  reason. 

11755.  The  other  functions  of  die  Bank  Council  cover 

reports  by  you  to  them  from  time  to  time? ^Yes.  The 

Bank  Council  meets  at  least  six  times  a year,  and  I 
make  a report  about  the  situation  and  about  the  Bank’s 
policies  and'  there  is  a general  discussion. 

11756.  Sir  Oliver  Franks:  'When  you  make  your  report 
to  The  CouncU,  no  doubt  that  will  contain  reflections  on 
the  broad  trends  of  the  economy  and,  in  the  light  of  that, 
on  what_  the  practice  and  decisions  of  the  Bank  has  been. 
Does  a lively  discussion  then  sometimes  occur,  with  people 
contributing  views  which  are  argued  around  the  table,  or 
are-ffie  proceedings  of  the  Council  always  more  formal,  so 
that  if  anyone  had  anything  to  say  it  would  be  raffier  brief 
and-  not  much  developed ; the  sort  of  thing  which  would 
hapi«o  in  a meeting  which  met  because  the  statute 
required  it,  rather  than  a meeting  where  people  were 
re^y  trying  to  get  to  the  bottom  of  views  on  a con- 
troversial subject? This  type  of  discussion  sometimes, 

takes.' place,  but  not  re^arly.  There  are  members  in 
the  Council  who  are  very  weU  versed  in  this  subject  and 
who  will  come  with  observations  oh  policy  which  give 
rise  to  discussion.  But  I must  say  that  we  have  not  so 
far  ha:d  any  lively  differences  of  opinion  in  the  Bank 
Council,  r would  not  say  that  everybody  always  agreed  ; 
that  is  natural  in  a body  like  this,  because  it  is  a body 
drawn  on  a very  wide  political  basis,  apart  from  anything 
else.  But  we  have  never  had  in  the  Bank  Council  so 
far-  an-y  strong  criticism  of  the  Bank’s  policy,  nor  con- 
sequentially a very  lively  discussion  of  that  difference.  It 
is  more  on  the  lines  of  general  observations  Mid  dis- 
cussion on  the  general  state  of  the  economy. 

11757.  Chairman:  How  is  the  Bank  Council  made  up? 

It  is  presided  over  by  the  Royal  Commissioner.  The 

last  Royal  Commissioner,  Professor  de  Vries,  recently  died. 
He  was  at  the  same  time  the  Chairman  of  the  Social 
Economic  Council,  but  there  is  no  necessary  relationship 
between  these  two.  The  body  is  further  constituted  of 
sixteen  other  members,  four  of  which  are  appointed  by 
and  from  the  Board  of  Commissaries ; fo-ur  are  represen- 
tatives from  the  employers’  side  of  trade  and  industry, 
two  represent  agriculture,  three  the  trade  unions  and  three 
others,  respectively  banking,  die  stock  exchange  and 
econonric  scienpe.-It  was  tried  to  create  a body  which 
woifid  represent  more  or  less  the  community,  not  only  on 
an  economic  basis  but  also  on  the  basis  of  ideas-;  for 
example  our  Economic  Society,  the  equivalent  of  your 
Royal  Economic  Society,  has  the  right  to  make  a nomina- 
tion for  .die  Bank  Council,  so  that  economic  science  would 
be  represented.  The  Stock  Exchange  also  make  a nomina- 
tiom  A number  of  members  of  the  Bank  Council  are 

• • See  Appendix  - to  Minutes  of  Evidence. 


also  on  the  Social  Economic  Council.  It  is  more  or  less 
the  same  type  of  people  as  the  Social  Economic  Council 
11758._  These  various  bodies  are  given  a statutory  right 
to  appoint  their  members? ^The  various  bodies,  men- 

tioned in  the  Act,  have  the  statutory  right  to  make  a 
□omination. 


11759.  And  you  add  to  them  on  the  Bank  Council  four 

permanent  heads  of  government  departments? Yes; 

they  are  not  members  though,  but  have  the  right  to 
attend  meetings  and  have  an  advisory  vote. 


11760.  They  are  advisory  to  advisers? ^Yes  indeed. 

11761.  Lord  Harcourt:  When  you  talk  about  the 
Governing  Board,  you  mean  yourself  and  four  other 

executive  directors? ^Yes ; myself,  the  Secretary,  and 

three  to  five  managing  directors.  The  total  body  is  five 
to  seven.  At  the  present  moment  we  have  by  chance  a 
body  of  six,  and  we  are  going  to  a body  of  five. 

11762.  Pro/essor  Caimcross:  Are  any  of  the  memben 
^ Board  drawn  from  the  banking  community  ex 
officio?  Not  ex  officio.  One  of  my  colleagues  -was  a 
managing  director  of  one  of  the  commercial  banks  before, 
so  It  IS  certainly  not  excluded ; but  it  is  not  necessary. 


11763.  Chairman:  I know  you  draw  your  executive 
directors  primmly  from  the  staff  of  the  Bank  ; but  do  you 
think  it  valuable  that  they  should  add  to  their  experience 

in  the  Bank  some  outside  experience? 1 personaUy  do. 

t Oliver  Franks:  You  would  not  regard  the 

tact  that  a man  had  been  a professor  in  such  a subject 
as  economic  as  debarring  him  from  a directorship  in  the 
Ba^/  Certainly  not;  though  it  has  never  occurred. 

has  generally  been  the  other  way  round.  My  colleague, 
Wofessor  Posthuma,  for  example,  is  a professor  at  the 
Rotterdam  School  of  Economics  ; but  he  became  one 
When  he  was  a bpker,  though  before  he  entered  the 
Nederlandsche  Bank.  My  colleague  de  Jong  was  a Pro- 
lessor  at  the  same  institution.  He  was  appointed  a Pro- 
fessor when  he  had  already  a high  position  in  the  Bank. 


du  memoers  in  tugti  positions  in  the  Bank, 
whether  actually  directors  on  the  Board  or  their  deputies, 
may  amultaneously  be  carrying  out  professorial  duties  at 
schTOls  or  umversities  and  therefore  lecturing  on  the  broad 
subjects  about  which  they  are  currently  taking  decisions, 
and  no  doubt  conducting  discussions'  at  seminars  on  the 
oroa^  subjects  they  are  concerned  with  from  day  to  day? 


11766.  Would  you  consider  this  as  a valuable  element  ot 

cross-fertilisation? We  feel  that.  That  is  why  we  have 

made  it  possible  for  them  to  take  the  time ; it  may  mean 
a full  day  a week  when  they  are  not  available  for  the  work 
of  the  Bank.  They  have  always  been  Extraordinary  Pro- 
fessors ; that  means  that  they  are  less  taken  up  by  their 
duties  as  Professors.  We  have  always  found  the  cross- 
fertilisation  very  useful;,  on  the  one  hand  it  is  useful 
to  have  one  or  two  of  the  directors  occupying  themselves 
with  the  literature  on  the  subject,  and  well  versed  in  the 
theoretical  approach  to  monetary  problems ; and  on  the 
other  hand  the  contact  with  science  is  very  important 
because  it  enables  us  to  influence  the  thinking  of  others. 

■ 11767.  Would  it  be  fair  to  assume  that  in  your  view 
the  contribution  of  reflective  scientific  thinking  and  investi- 
gation of  economic  matters,  in  addition  to  the  contribution 
which  the  experience,  habit  and  flair  which  come  only 
from  practice  in  making  right  decisions,  is  of  significant 
importance  in  running  a central  bank  well?  Do  you  want 
a marriage,  so  to  speak,  between  reflective  analysis  and 
scientific  investigation  on  the  one  hand  and  practical 
experience  and  and  knowledge  on  the  other  hand? 
Or  is  that  taking  it  too  far?— —No,  it  is  not  taking  it  too 
fM,  in  so  far  as  we  like  to  have  at  least  one  member 
of  our  Board  well  versed  in  the  theoretical  approach  to 
the  problems  and  the  literature.  Contact  with  the  scientiflc 
'field  is  also  important.  I could  not  say  whether  a 
pure  theoretician  would  he  good  on  the  board.  Ques- 
tions of  that  sort  are  unanswerable  in  general ; they  are 
only  answerable  in  particular  when  one  thinks  of  certain 
persons. 


11768.  Chairman:  May  I just  ask  you  how  far  you 
would  go  on  this?  In  order  that  a man  should  be  an 
effective  executive  director  of  the  Bank,  you  would  expect 
him  to  spend  the  great  bulk  of  his  time  in  service  to  the 
Bank? Yes. 
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11769.  But  that  is  not  inconsisteut  in  your  view  with 
some  kind  of  outside  responsibility,  such  as  a professor- 
ship, which  allows  a day  a week  in  the  outside  world? 
No. 

11770.  Could  you  apply  that  to  somebody  who  had  a 
different  kind  of  outside  capacity,  if  he  were  in  business 

or  a credit  institution?  Would  that  be  compatible? 

No,  it  would  not.  We  only  have  full-time  directors  in  the 
Bank.  We  had  part-time  directors  under  the  old  Bank 
Act,  but  that  was  discontinued  as  early  as  1919. 

11771.  Would  that  have  been  discontinued  as  a matter 
of  policy  because  it  was  thought  undesirable,  or  because 

it  made  it  difBcult  for  the  man? In  the  nineteenth 

century  the  work  of  the  central  bank  was  quite  different ; 
but  I would  say  that  it  was  contrary  to  Dutch  company 
law.  With  us  managing  directors  are  always  full-time ; 
the  board  of  directors,  which  is  the  policy  making  body  in 
British  company  law,  in  our  company  law  is  more  a 
controlling  and  supervising  than  a ^lioy  making  body. 
This  of  course  merges  up  to  a point ; very  important 
decisions  will  always  be  discussed  -with,  and  may  have 
to  be  approved  by,  the  Board  of  Commissioners.  But 
generally  we  do  not  have  this  position  of  being  a full 
and  responsible  director,  and  yet  only  spending  part-time 
work  on  the  responsibilities  of  the  company. 

II772.  With  the  work  of  the  central  bank  and  its 
necessity  for  contacts  with  the  credit  system  as  a whole, 
do  you  find  it  a disadvantage  that  your  managing  directors 

are  virtually  faU-time  employed? No,  we  do  not ; but 

perhaps  for  that  reason  we  very  much  appreciate  having 
colleagues  who  have  been  private  bankers,  or  who  have 
had  a long  experience  in  the  private  side  of  business. 

11773.  When  they  come  in  from  outside  activity  to  the 

Bank,  what  tenure  do  you  offer  them? Formerly  the 

President  and  Secretary  were  appointed  for  seven  years 
and  the  other  directors  for  five  years,  but  a few  years 
ago  that  was  changed  and  now  we  are  ^ appointed  for 
seven  years. 

11774.  Would  there  be  a reasonable  expectation  of 

renewal  after  seven  years? It  almost  never  happens 

that  an  appointment  is  not  renewed.  The  normal  thing  is 
to  continue. 

11775.  A man’s  expectation  would  be,  when  he  came 
in,  that  he  was  giving  up  his  other  career  for  ^e  future? 
^Yes. 

11776.  Professor  Sayers:  Do  you  have  recruits  into  the 
Bank  from  the  Minis^  of  Finance,  and  do  the  Bank  men 
move  into  the  Minis^  of  Finance?  Is  there  cross- 

fertilisation  in  that  direction? Some  Bank  men  did 

move  into  the  Ministry  of  Finance  ; the  present  Treasurer- 
General,  for  example,  was  with  the  'Bank.  It  ds  lasre  for 
Monistiy  of  Finamce  men  to  move  into  the  Bank. 

11777.  It  happens,  but  is  not  specifically  cultivated? 

No,  it  is  not  specifically  cultivated.  There  is  no  regular 
exchange. 

11778.  Sir  Oliver  Franks:  Before  we  get  too  far  away 
from  the  subject  illustrated  by  the  position  of  Professor 
Posthuma,  would  it  be  possible  for  a director  in  his  posi- 
tion to  be  conducting  a seminar  on  current  economic 
problems  in  Holland,  discussing  the  relative  importance 
of  present  inflationary  or  deflationary  trends,  saying 
nothing  about  the  immediate  decisions  of  the  Bank  of 
which  he  is  an  executive  director  but  nonetiieless  willing 
to  share  Ws  analyses  of  the  contemporary  structure  of 
the  economy  with  students?  Would  that  sort  of  thing 
happen,  or  would  it  not? ^Tbat  could  very  well  happen. 

11779.  Professor  Sayers:  I was  impressed,  in  your 
description  of  the  Bank  Council,  by  the  apparent  absence 
of  great  and  prolonged  differences  of  opinion.  It  was 
not  a picture  of  a body  in  which  there  was  constant  bicker- 
ing and  argument  of  an  intense  character  where  different 
points  of  view  were  being  put  forward  and  they  WCTe 

constantly  at  loggerheads  with  each  other? ^TTiat  is 

right,  That  may  be  due  to  the  fact  that  so  far  monetary 
policy  has  not  been  a political  issue  in  our  country. 

11780.  You  also  said  that  it  would  not  be  considered 
necessary  for  the  Minister  of  Finance  to  answer  in  Parlia- 
ment for  a change  in  Bank  Rate  ; but  you  took  the  view 
that  Bank  Rate  was  a subject  on  which  the  Minister  of 
Finance  might  issue  a direction  to  the  Bank,  so  that  it 
would  seem  perfectly  reasonable  for  Members  of 
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Parliament  to  question  the  Minister  of  Finance  as  to  why 
he  did  not  issue  a direction  to  the  Bank.  Is  the  absence  of 
any  incident  of  this  kind  again  evidence  of  a lack  of 
dmgreement  about  monetary  policy,  or  it  is  due  to  some 

deeper  constitutional  reason? 1 would  say  that  it  was 

fundamentally  the  lack  of  disagreement,  though  it  may 
also  be  the  consequence  of  an  ingrain^  feeling  that  ^s 
is,  after  all,  the  Bank’s  business.  You  might  say  that,  if 
a Member  of  Parliament  should  violently  disagree,  he  might 
ask  the  Minister  of  Finance  why  he  has  not  given  any 
directions  to  the  Bank  to  stop  their  silly  policies,  if  that 
was  his  opinion  ; but,  as  I say,  that  has  never  happened  ; 
the  question  has  never  come  up. 

11781.  In  the  Bank  Council  is  there  any  general  view 
that  this  is  ail  the  business  of  tile  central  bank,  and  that 
therefore  if  things  seem  to  go  reasonably  weO  there  is  no 
cause  for  great  discussion?  Or  is  the  Bank  Council 
uninhibited  in  its  attitude  towards  the  Governing  Board 

of  the  Bank? 1 find  it  difficult  to  answer  about  the 

opinions  of  the  members  of  the  Bank  Council.  They 
no  doubt  in  many  respects  hold  different  opinions,  but,  as 
I say,  there  has  been  no  case  of  very  strong  differences 
on  actual  policy  problems. 

11'’82.  Chairman:  Do  you  think  that  from  the  point 
of  view  of  your  carrying  out  your  functions  as  a central 
bank  the  existence  of  the  Bank  Council  with  its  wide 
represMitation  of  different  social  points  is  important  to 

you? ^Yes,  it  is  important  to  us,  both  because  it  brings 

us  somewhat  nearer,  not  purely  politically  but  geners^y, 
to  other  spheres  of  interest  and  thinking  than  our 
own,  and  because  it  has  the  great  advantage  that  we 
can  convey  monetary  thinking  to  those  spheres.  I look 
upon  my  own  membership  of  the  Social  Economic  Council 
in  the  same  way.  It  gives  me  the  opportunity  to  know 
the  way  of  thinl^g  in  very  important  parts  of  the  com- 
munity and  it  gives  me  the  opportunity  to  explain  and 
to  defend  monetaxy  policies  ; so  both  ways  it  is  important. 

11783.  Professor  Sayers:  Would  you  say  that  this 
machinery,  because  it  works  like  this  in  the  two  direc- 
tions, is  an  important  factor  in  an  explanation  of  why 
there  has  been  comparatively  little  difference  of  opinion? 
1 would  not  dare  to  be  so  bold.  Perhaps  I under- 
estimate my  own  influence  or  the  influence  of  the  Bank 
Council  in  this  interchange,  but  I certainly  could  not 
be  sure  that  it  has  worked  that  way. 

11784.  The  scene  you  have  just  described  is  a scene 
very  unlike  anything  one  can  conceive  at  this  moment, 
or  at  any  time  in  the  last  twenty-five  years,  in  this  country. 
Very  strong  differences  of  opinion  going  quite  deeply 
would  be  apparent  in  any  such  body  appointed  in  this 
country.  We  have  ve.^  different  ideas  on  all  hands 
about  the  monetary  policy  of  the  Government.  But  we 
have  not  known  machinery  such  as  you  describe.  Do  you 
think  that  the  comparative  quietness  vrith  which  the  Dutch 
machine  works  is  the  result  or  cause  of  the  difference  in 

the  state  of  opinion? ^Probably  more  the  result  than 

the  cause.  Our  political  set-up  is  completely  different 
from  the  one  in  your  country. 

11785.  I was  thinking  of  differences  within  parties,  and 
differences  between  people  with  no  strong  political  views. 

This  not  a matter  of  politics  in  this  country. 1 had 

the  impression  it  was.  In  my  country,  since  the  war  we 
have  had  very  wide  coalitions,  so  that  practically  every 
party  was  represented  in  the  government.  Since  the  war 
we  have  only  had  Labour  Ministers  of  Finance  in  these 
coalitions  ; so  the  man  who  was,  next  to  the  Bank,  respon- 
sible for  monetary  policy  and  has  had  the  power  of.  giving 
directions,  has  been  a man  from  the  Leftist  parties,  f have 
always  wondered  whether  this  has  not  helped  to  prevent 
the  discussion  about  monetary  policy  from  going,  as  it 
sometimes  does  elsewhere,  in  the  direction  of  violent  differ- 
ence between  liberal  and  leftist  monetary  thinking  which 
sometimes  occurs.  Anj^ay  it  is  a fact  that  in  our  country 
differences  of  opinion  in  tiais  subject  do  not  go  very  deep 
and  occur  within  the  parties.  These  parties  being  all 
in  the  same  government  and  taking  part  in  the  respon- 
sibUity  for  government  it  is  less  likely  that  a technical 
issue  like  monetary  policy  becomes  a strong  political  issue 
than  in  a two-party  system,  where  I would  expect  a subject 
like  this  more  easily  to  be  brought  into  politics. 

11786.  Professor  Cairncr OSS : You  mention  in  paragraph 
9 that  co-operation  between  the  Bank  and  the  govern- 
ment has  always  been  possible  by  consultation,  and  mutual 
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agreement.  Has  this  always  been  so?  How  are  differences 
resolved?  You  are  through  monetary  policy  exerting 
pressure  on  the  level  of  demand,  and  the  Minister  of 
Finance  through  fiscal  policy  is  also  exerting  pressure  on 
the  level  of  demand.  Would  it  not  be  unthil^able  that, 
these  pressures  should  be  exercised  in  different  directions? 

^It  is  definitely  not  unthinkable ; but  so  far  we  have 

come  out  well.  TWs  striving  for  monetary  equilibrium  has 
also  been  so  far  a programme  of  the  government ; the 
government  has  always  denied  any  willingness  to  follow 
inflationary  policies.  We  bad  inflationary  policies  at  the 
very  beginning  after  the  liberation,  but  that  was  based 
on  very  special  circumstances  also.  They  did  not  touch 
the  field  of  central  banking,  so  it  did  not  lead  to  con- 
troversy. It  was  completely  in  the  field  of  ^e  Ministry 
of  Finance.  The  inflationary  financing  which  took  place 
in  the  years  after  the  liberation,  say  up  to  1949,  was  the 
consequence  of  the  monetary  reform  ; the  monetary 
reform  of  1946  brought  an  enormous  amount  of  money 
into  the  hands  of  the  Treasury,  which  they  have  gradually 
spent.  That  was  completely  out  of  the  control  of  the 
central  bank.  Monetary  policy  is  of  course  not  only  central 
bank  policy  but  also  government  policy.  In  so  far  as  a gov- 
emmerit  can  inflate  without  making  use  of  the  central 
bank  it  is  the  government’s  responsibility ; since  the 
central  bank  cannot  give  directives  to  the  Minister  of 
Finance,  there  is  no  reason  for  clash.  There  may  he  a 
reason  for  differences  of  opinion,  but  not  a clash.  One 
thinks  of  the  possibilities  of  a clash  when  inflationary 
financing  takes  place  in  the  private  sector  where  the 
Bank  is  supposed  to  have  control,  or  when  the  govern- 
ment has  to  make  use  of  the  central  bank  in  order  to 
indulge  in  inflationary  financing.  But  happily  the  govern- 
ment has  never  had  the  intention  of  doing  so. 

11787.  What  machinery  exists  through  which  you  can 
convey  to  the  government  any  anxieties  you  feel 
about  their  financing  policy? We  have  a lively  corre- 

spondence, if  there  is  anything  important  in  this  field. 
Apart  from  being  in  touch  continually,  the  Bank  may 
also  take  the  initiative  to  open  certain  subjects  and  give 
its  advice  or  opinion. 

11788.  Chairman'.  Could  we  list  the  possibilities?  There 
is  correspondence,  you  say,  which  is  fairly  constant,  and 
lively? Occasionally. 

11789.  Then  the  President  of  the  Bank  attends  meetings 
of  the  Economic  Council  of  the  Cabinet.  Would  that  be 
an  avenue  by  which  you  could  make  your  views  known? 

Yes.  It  has  of  late  tapered  off  somewhat,  because  the 

meetings  have  not  been  as  frequent  as  they  were  in  the 
previous  period.  For  the  rest,  contact  is  with  the 
Ministry  of  Finance  itself.  There  it  is  up  to  the  Bank 
to  give  its  advice  and  to  warn  the  Minister  of 
Finance  when  the  Bank  fears  that  certain  government 
policies  might  lead  to  monetary  disequlibrium.  The 
Budget  might  be  the  subject  of  discussion.  We  have 
no  knowledge  beforehand,  but  we  can  have  our 
opinions  about  the  possibilities.  We  have  exchanges 
about  the  capital  market,  about  how  much  can  be  bor- 
rowed, what  is  lik^y  to  happen,  how  income  is  likely 
to  change.  All  these  are  &e  kinds  of  subjects  in  wlsich 
an  exchange  of  opinion  can  take  place.  A lively  subject 
in  Holland  has  been,  for  example,  municipal  finance. 
Municipal  finance  went  wrong  in  1956  and  1957.  That 
was  a great  preoccupation  for  the  Bank  and  also  for 
the  Minister  of  Finance.  We  could  not  completely  con- 
trol that.  That  is  a subject  where  we  had  many  ex- 
changes and  which  gave  rise  to  correspondence  to  clarify 
and  put  on  record  exchanges  of  opinion  that  had  taken 
place. 

11790.  Chairman'.  Apart  from  that,  the  President  of 
the  Bank  has  his  annual  report,  in  which  he  is  able  to 
address  file  public  and  is  not  prevented  from  making  any 
comments  about  the  course  of  government  action  bearing 
on  the  monetary  field,  that  he  thi^s  right? ^Yes. 

11791.  Professor  Sayers'.  It  would  seem  to  follow 
from  your  appointed  task  as  defined  in  the  Bank  Act 
that  you  must  make  such  comments  in  your  report  if  you 
feel  item? — Professor  Cairncross : Even  though  they  may 
be  very  critical  of  the  government? — —Our  first  line  of 
contact  of  course  is  with  the  Minister  of  Finance  him- 
self, but  certainly  I would  conclude  from  the  Bank  Act 
that  it  is  our  responsibility  to  warn  the  government  if  we 


see  that  certain  government  policies  or  municipal  policies 
contain  an  inflationary  threat. 

11792.  Chairman:  Would  it  be  within  the  field  of  your 
reports  to  the  Bank  Council  to  draw  attention  to  what  you 
thought? ^Yes,  and  we  always  have. 

11793.  Sir  Reginald  Verdon  Smith:  Do  your  reports 

to  the  Bank  Council  receive  any  publicity  outside? 

None  whatever.  We  give  the  Bank  Council  a lot  of 
information  that  is  not  published.  We  make  them  a fuD 
report  and  give  them  financial  statistics,  and  generally 
represent  the  financial  approach  to  the  whole  problem, 
but  none  of  that  is  published. 

11794.  Chairman:  Would  it  be  outside  the  proper 
field  of  a member  of  the  Bank  Council  for  him  to  con- 
vey in  outside  conversations  to  his  own  contacts  the 
effect  of  what  you  had  ibeen  saying? ^Yes. 

11795.  Sir  John  Woods:  Do  you  tell  the  Bank  Coun- 
cil anything  of  your  future  intentions? 1 would  very 

much  hesitate  to  do  that  except  in  general  terms,  1 
could  not  tell  the  Bank  Council  what  we  are  going 
to  do  next  week.  On  the  other  hand  I might  in  a general 
way  discuss  a situation  which  may  indicate  that  we 
raght  at  some  future  date  consider  this  or  that,  but 
it  would  be  in  sufficiently  general  terms  not  to  give  too 
explicit  an  indication  of  our  plans, 

11796.  Chairman:  Information  that  you  give  to  the 
members  of  the  Bank  Council  they  must  treat  as  con- 
fidential ; but  would  they  be  precluded  from  represent- 
ing the  Bank’s  point  of  view  in  criticisms  in  their  out-  • 

side  contacts? ^No,  it  is  left  to  them.  The  only  thing 

that  IS  exphcitly  mentioned  in  the  law  is  that  the  chair- 
man may  impose  upon  the  members  4e  obligation  of 
keepmg  secret  anything  they  have  learned  by  reason  of 
their  function.  The  general  opinions  they  get  they  can 
certainly  make  use  of. 

11797.  Lord  Harcourt:  Apart  from  your  attendance 
at  the  Economic  Committee  of  the  Cabinet,  do  you  have 

any  formal  meetings  with  the  Minister  of  Finance? 

Our  meetings  ’have  gradually  grown  into  informal  raeetmgs 
which  are  fainly  regular.  We  might  have  formal  meetings ; 
that  happens  when  the  Minister  wants  the  formal  advice  o-f 
the  Bank  on  a certain  subject,  or  if  the  Bank  asks  to 
partake  in  certain  discussions.  I have  been  involved  at 
periods  in  a lot  of  discussions  in  the  Ministry  of  Finance, 
but  there  have  been  other  periods  when  I have  hardly  set 
foot  m the  Ministry  because  the  Minister  and  I have  bad 
lunch  together  outside. 

11798.  Professor  Cairncross:  How  far  do  contacts  take 
place  at  a lower  level?  Is  there  contact  between  mem- 
bers of  your  staff  and  members  of  the  Minister  of 

Finance’s  staff? On  explicit  subjects.  Take,  for  example, 

the  subject  of  open  market  policy.  Especially  since  the 
conclusion  of  the  agreement  of  June,  1952,  there  has  been 
a constant  exchange  of  opinion  about  open  market  policy, 
and  there  is  a close  contact  between  the  people  handling 
this  policy,  including  the  agent  of  the  Ministry  of  Finance 
in  Amsterdam-  who  is  charged  with  the  technical  execution 
of  the  government  tenders. 

11799.  Would  there  also  be  some  interchange  in 

assessment  of  economic  trends? Occasionally,  when 

opinions  have  to  be  prepared  for  outside  bodies,  and  also 
when  important  decisions  have  to  be  taken  internally ; be- 
fore the  Budget,  and  before  the  Planning  Bureau  makes 
or  publishes  its  plan  for  the  next  year.  These  plans  are 
sent  to  the  departments,  who  make  comments,  and  there 
will  be  consultations  about  the  finished  state  of  that  report 
between  the  Ministry  of  Finance  and  our  people. 

11800.  Not  always  at  your  level? ^Not  necessarily. 

The  same  is  true,  for  example,  with  the  many  international 
organisations  we  have  nowadays,  in  which  a member  of 
our  delegation  may  come  from  the  Ministry  of  Finance, 
or  in  which  we  ourselves  may  be  represented  on  the  com- 
mittees. Then  we  consult  with  one  another  about  the 
data. 

11801.  Sir  John  Woods:  Would  you  be  consulted  be- 
fore the  Budget?  You  would  naturally  talk  about  the  state 
of  the  market  and  so  on ; would  you  be  consulted  as  to 
whether  there  should  be  relief  of  taxation  or  tighter  taxa- 
tion?  would  not  consider  that  formally  to  belong  to 

the  Bank's  responsibilities,  though  they  might  informally 
discuss  these  problems  with  me.  By  chance  I happen  to 
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be  on  an  advisory  committee  to  the  Minister  of  Finance 
on  taxation  questions,  so  that  the  fact  that  things  have 
been  discuss^  there  may,  when  we  meet,  very  easily  lead 
to  a discussion  on  the  subject.  But  as  President  of  the 
central  bank  I would  not  expect  the  Minister  of  Finance 
formally  to  consult  me  about  taxation. 

11802.  Professor  Sayers-.  Would  you  not  consider  it 
covered  by  Article  9? ^No. 

11803.  But  somebody  else  might  take  the  view  that  it 
was  covered? Somebody  might 

11804.  In  talking  of  relations  with  the  Ministry  of 
Finance  you  have  assumed  that  the  Bank  is  confining  its 
activities  to  what  has  been  conventionally  the  field  of  the 
central  bank,  plus  an  interest  in  what  is  going  on  in  the 
long  term  capital  market  A central  bank  Governor  with 
this  appointed  task  might  take  the  view  that  he  ought 
to  be  doing  many  other  things  that  are  not  within  file 
conventional  boimdaries ; if  he  did,  would  &ere  not  be 

room  for  very  substantial  disagreement? That  is  a 

hypothetical  question ; flie  matter  has  not  occurred.  It  is 
outside  my  exjieriettce.  My  approach  to  the  problem 
IS  that  taxation  is  not  vCTy  much  me  concern  of  monetary 
policy.  Taxation  is  one  of  the  very  proper  ways  of  paying 
for  the  expenditure  of  the  State,  and  it  is  up  to  Parlia- 
ment whether  fliey  want  to  spend  a lot  and  tax  a lot, 
or  spend  less  and  tax  less.  It  has  fundamentally  nothing 
to  do  with  monetary  policy. 

11805.  Professor  Cairncross-.  But  you  agree,  I think,  that 
monetary  policy  is  important  because  it  affects  the  level  of 
demand.  A change  in  the  size  of  the  Budget  surplus 
clearly  has  a very  direct  influence  on  the  level  of  demand ; 
might  it  not  in  practice  be  very  difficult  to  separate  the 
impact  of  the  change  in  the  Budget  surplus  from  a change 

in  interest  rates? My  approach  to  ffie  problem  is  that 

taxation  is  simply  a matter  of  a shift  of  demani  When 
the  government  pays  for  its  expenditure  by  taxation  it 
takes  away  demand  from  the  people  who  are  taxed  and 
adds  to  its  own  expenditure ; from  the  monetary  point  of 
view  this  is  a completely  neutral  procedure.  Dis- 
equilibrium and  monetary  problems  arise  when  the 
government  cannot  pay  for  its  expenditure  by  taxation  of 
demand  and  from  real  savings,  and  starts  what  I call  in- 
flationary financing.  There  the  central  bank  starts  to  play 
a role. 

11806.  I gathered  from  what  you  said  earlier  that  this  is 
not  theoretical  or  speculative,  but  that  there  had  been  an 
experience  of  a large  floating  debt  to  which  the  govern- 
ment might  at  any  moment  make  additions  without  first 
consulting  you.  If  that  did  happen  it  would,  from  your 
point  of  view,  be  inflationary;  it  would  add  to  the 

monetary  flow.  Would  you  not  be  consulted? would 

certainly  discuss  this. 

11807.  Would  you  feel  free  to  be  highly  critical  in 
your  annual  report  of  any  government  policy  that  did  add 
to  the  floating  debt  at  a time  when  you  thought  nothing 
like  that  should  be  done? ^Yes. 

11808.  Without  embarrassment? ^Yes.  I would  no 

doubt  give  my  opinions  to  the  Minister  of  Finance  first, 
but  in  the  end  it  would  crop  up  in  the  annual  report.  I 
would  not  agree  if  I fiiought  that  it  was  a dangerous 
policy, 

11809.  May  I take  the  opposite  case?  It  might  happen 
that  you  were  reluctant  to  exert  pressure  on  the  money 
supply,  and  upward  pressure  on  interest  rates,  because 
you  felt  that  there  would  have  to  be  a very  large  movement 
before  that  change  in  monetary  policy  took  effect,  but 
you  might  at  the  same  time  feel  that  if  the  government 
were  to  repay  debt,  particularly  floating  debt,  through 
appropriate  budgetary  policy,  that  would  be  a much  more 
effective  method  of  handling  things.  If  you  were  unable 
to  persuade  the  Minister  of  Finance  that  this  was  file 
appropriate  line  of  action,  would  you  again  feel  free  to 

say  so  in  your  annual  report? 1 have  always  felt  free 

— and  I am  basing  myself  on  a long  tradition  of 
Governors  before  the  nationalisation — to  say  anything  in 
the  aiimial  repwt  which  in  the  monetary  field  I think 
necessary  ; so  I would  not  hesitate  in  the  annual  report 
of  the  bank  to  ^ow  a disagreement  with  the  government's 
policy  in  fiiat  monetary  field. 

11810.  Why  do  you  draw  a line  of  distinction  between 
the  monetary  field  in  this  sense  and  any  other  action 

calculated  to  affect  the  level  of  demand? ^What  is  the 

difficulty?  In  any  Government  policy  that  might  actually 
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or  potentially  lead  to  disequilibrium  in  the  monetary  field, 
I would  consider  it  to  be  part  of  my  responsibility  to  give 
my  opinion  about  it. 

11811.  But  not  to  act  upon  it? It  is  conceivable  but 

not  likely  that  I should  want  to  act  upon  it,  if  there  were 
a government  policy  that  could  be  executed  without  the 
help  of  the  Bank. 

11812.  Restricdons  on  hire  purchase  may  affect  the 
level  of  demand  in  a very  direct  way.  Do  you  regard 
ffiese  as  coming  clearly  within  the  field  of  monetary 

policy? ^No,  I do  not.  I would  only  consider,  and 

have  only  considered,  the  field  of  hire  purchase  to  come 
within  the  field  of  monetary  policy  insofar  as  hire  pur- 
chase was  being  financed  by  the  banking  system.  Insofar 
as  hire  purchase  has  been  financed  by  the  capital  market 
I consider  it  to  be  outside  the  field  of  monetary  policy  ; 
then  it  is  just  a choice  of  spending  somebody  else’s 
savings  on  consumption  goods  or  on  investment  goods. 

11813.  You  are  taking  the  view  that  the  banks  alone 

have  the  power  to  create  credit? ^That  is  correct. 

Insofar  as  it  has  come  into  the  banks’  field  of  financing 
we  have  acted.  On  the  other  hand  it  is  the  Ministry  of 
Economic  Affairs  and  not  the  Ministry  of  Finance  which 
has  taken  the  initiative  in  hire  purchase  regulations  which 
restricted  the  terms  of  hire  purchase,  apart  from  the  ques- 
tion of  how  hire  purchase  was  being  financed.  Insofar  as 
hire  purchase  js  being  financed  by  the  capital  market,  and 
insofar  as  hire  purchase  finance  companies  get  their 
money  out  of  the  capital  market,  my  attitude  would  be 
that  this  is  not  so  much  the  business  of  the  central  bank 
or  of  the  Minister  of  Finance  as  of  the  Minister  of 
Economic  Affairs,  because  he  might  take  a very  strong 
attitude  about  the  lack  of  supply  in  the  capital  market, 
and  about  the  large  amount  of  consumption  financed 
out  of  savings.  We  might  be  interested,  and  we 
might  say  that  in  the  future  this  might  also  lead  to 
great  pressures  for  inflationary  financing,  but  so  far 
we  have  said  that  this  is  not  our  business.  As  soon 
as  hire  purchase  is  being  financed  by  the  creation  of 
liquidity,  then  I think  it  comes  into  the  purely  monetary 
field  and  we  take,  and  have  taken,  an  attitude  to  it.  This 
is  comparable  with  what  I say  about  taxation.  Insofar  as 
the  government  finances  itsdf  by  taxation,  for  all  practical 
purposes  I would  say  that  this  is  outside  the  field  of 
monetary  disturbance.  It  is  only  when  the  government 
starts  to  finance  itself  by  the  creation  of  money  or  the 
creation  of  liquidities  or  ^ort-term  financing,  that  it  comes 
into  the  monetary  field. 

11814,  Would  you  disinterest  yourself  in  the  insurance 
OTmpanies’  operations,  pension  funds  and  other  agencies 
in  ffie  capital  market,  and  almost  all  financial  inter- 
mediaries other  than  banks,  because  you  would  not  regard 

them  as  creating  credit? ^We  have.  This  field  is  not 

completely  outside  our  interest  from  the  statistical  point 
of  view,  but  we  would  consider  it  outside  the  field  of  our 
policy. 

11815.  Professor  Sayers-.  Then  your  definition  of  the 
field  in  which  you  have  an  appointed  task  under  Article  9, 
turns  on  your  definition  of  a bank? Of  a credit  institu- 

tion. This  is  a very  deep  subject.  I would  like  to  clarify 
it  in  this  way.  The  definition  of  Article  9 gives  me  the 
right  to  bother  about  anything  which  I might  think  could 
in  the  end  disturb  monetary  equilibrium,  of  could  en- 
danger the  task  which  has  been  given  to  the  Bank.  Major 
disturbances  on  the  capital  market  will  no  doubt  add  to 
monetary  pressures  at  a certain  moment,  so  that  one  can 
from  that  point  of  view  say  that  the  Bank  is  not  disin- 
terested in  the  capital  market.  If  the  capital  market  goes 
completely  haywire  I know  that  monet^  pressures  will 
occur.  On  the  other  hand  we  feel  that  it  is  necessary  to  set 
a proper  limit  to  the  field  of  activity  of  the  central  bank, 
and  to  Its  direct  responsibilities.  You  might  say  that 
anything  that  might  lead  to  monetary  pressures  would  be 
in  the  province  of  the  central  bank.  I might  be  concerned 
with  the  amount  of  military  expenditure,  or  of  any  spend- 
ing by  the  government,  because  I might  say  that,  if  they 
are  going  to  spend  that  much  money  on  that  subject,  in 
the  end  monetary  pressures  will  come.  I have  tried  not 
to  follow  that  kind  of  reasoning,  because  that  would  lead 
the  central  bank  into  every  policy  issue.  I admit  that 
my  line  of  division  is  somewhat  technical,  but  I think  that 
this  is  a proper  definition  of  the  position  of  the  Nether- 
lands Bank.  The  Bank  should  have  the  widest  possible 
3 F 2 
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public  confidence,  whatever  .people’s  private  interests  and 
whatever  their  political  opinions  are.  I therefore  want  to 
draw  the  line  at  the  financing,  and  not  at  the  decision  to 
spend ; I do  not  want  to  concern  myself  about  whether  the 
government  wants  to  spend  or  not  on  military  things  or 
on  social  policies.  If  it  is  properly  financed,  all  right ; 
if  it  is  improperly  financed,  then  it  comes  into  the 
province  of  the  central  bank. 

11816.  On  that  basis  why  do  you  bother  about  Bank 

Rate? Because  I do  believe  that  Bank  Rate  is  one 

of  the  important  factors  in  the  decisions  and  toe  policies 
of  the  banking  system. 

11817.  Does  it  affect  the  volume  of  bank  deposits?  Is 
it  not  rather  directed  towards  its  influence  on  spending? 

We  work  on  the  hypothesis  that  changes  in  the  Bank 

Rate  will  affect  botli  the  demand  for  bank  loans  and  the 
willingness  of  the  banks  to  give  loans.  That  depends  on 
what  the  decision  of  the  banks  on  their  lending  rale  is. 
We  see  the  Bank  Rate  as  one  of  the  important  factors 
in  the  increase  or  decrease  in  the  volume  of  bank  loans. 
I am  not  so  much  interested  in  bank  deposits ; 1 am 
interested  in  bank  loans. 

11818.  Is  not  the  same  equally  true  of  other  financial 

intermediaries  besides  the  banks? 1 do  not  think  so, 

because  1 know  that  those  are  capital  market  institutions, 
and  the  capital  market  institutions  are  institutions  that 
transfer  actual  savings  from  one  party  to  another.  In  so 
far  as  I have  to  deal  with  the  capital  market  institutions, 
like  the  big  institutional  savers,  I know  that  they  re- 
distribute the  saved  income  of  other  people,  and  there  is 
no  initial  reason  to  believe  that  there  will  be  a monetary 
disturbance. 


11819.  But  are  not  the  banks  doing  the  same  thing, 
receiving  people’s  savings  and  transforming  them  into 

loans? This  brings  us  to  the  question  of  the  character 

of  the  deposits  with  the  banks ; but  at  any  rate  I think 
we  both  believe  that  the  banks  have  the  possibility  of 
creating  their  own  deposits. 

11820.  I also  have  the  belief  that  financial  inter- 
mediaries have  the  possibility  of  adding  to  liquidity. 

I do  not  know  of  what  intermediaries  you  are  thinking. 
They  may  add  to  their  own  liquidity. 


11821.  Do  they  not  add  to  the  liquidity  of  business? 
-- — ^That  IS  a question  of  tradition  and  of  the  situation  of 
toe  market,  I would  say  that  the  debts  of  the  other 
toancial  institutions  in  our  country  cannot  be  considered 
by  anybody  to  be  liquidity  in  his  own  bands. 


11822.  I am  trying  to  find  out  why  you  bother  about 
what  the  banks  are  doing,  and  yet  do  not  bother  about 
what  the  financial  intermediaries  are  doing  in  the  same 
way ; and  why  in  explaining  why  you  bother  about  Bank 
Rate  you  explain  it  by  reference  to  its  effect  on  the  banks 
and  nobody  else.  Are  you  really  not  concerned  with  its 

effect  on  toe  capital  market  generally? 1 think  that 

that  effect  « very  indirect,  and  not  the  essential  effect. 
I find  it  difficult  to  follow  exactly  what  you  mean  with- 
out an  example  of  the  intermediaries  you  are  thinking 
of.  In  Holland  we  have  a sharp  distinction  between 
registered  credit  institutions,  which  are  subject  to  the  con- 
sol of  the  central  bank,  and  others.  I know  that  you 
have  financial  institutions  which  can  take  deposits  and 
are  not  considered  banks.  We  think  that  that  is  a poten- 
tially  dangerous  situation,  because  it  leaves  people  who 
weate  liquidity  outside  toe  control  of  the  central  bank. 
In  my  opinion  these  institutions  are  to  be  considered 
banks.  According  to  the  Netherlands  law  everybody  who 
m the  course  of  his  ordinary  business  takes  deposits  and 
at  the  same  time  grants  credits  is  a bank.  The  savings 
banks  too  are  credit  institutions,  but  I do  not  consider 
them  money-creating  institutions.  I am  safe  in  consider- 
ing  deposits  with  the  savings  banks  as  having  no  virulent 
hquidity.  This  is  a matter  of  actual  conditions,  of  course. 
On  the  other  hand,  the  banking  system  in  Holland  has 
veiy  little  savings  deposits.  In  practice  deposits  with 
toe  banking  system  in  Holland  are  corporate  and  business 
deposits,  and  are  therefore  liquid. 


11823.  Professor  Cairncross-.  You  laid  a lot  of  stress  in 
your  answer  just  now  on  bank  loans.  That  made  me 
wonder  how  you  thought  monetary  policy  took  effect. 
Bank  loans  are  clearly  short-term  credit,  rather  than  for 
long-term  investment,  though  they  are  used  for  that  pur- 
pose. Do  you  think  of  monetary  policy  as  taking  effect 
chiefiy  in  toe  short  market,  affecting  credit  and,  through 


the  effect  on  credit,  real  operations  in  the  economy,  or 
do  you  think  of  it  chiefly  in  its  effect  on  long-term  fixed 

capital  investment? 1 think  that  the  central  bank’s 

part  of  monetary  policy  has  its  main  object  in  influencing 
the  volume  of  active  business  done  by  the  banking  system. 
Indirectly,  it  may  have  a further  influence,  but  only 
through  the  influence  we  can  exert  on  the  banking  system. 

1 1 824.  Do  you  find  in  the  Netherlands  an  indication  of 
the  immediate  influence  of  changes  in  the  rediscount  rate 

on  the  volume  of  bank  lending? This  is  always  a very 

difficult  question  to  answer.  The  data  are  never  clear 
enough  to  prove  the  case.  There  have  been  increases  in 
the  rediscount  rate,  especially  at  the  end  of  1955  and  in 
1956,  where  we  have  complained  in  our  annual  reports 
about  the  lack  of  reaction,  but  the  fact  that  the  rediscount 
rate  was  not  very  effective  can  be  explained  by  the  fact 
that  the  banks  were  not  in  a position  to  depend  upon  the 
Bank.  I do  not  believe  that  in  a full  hoom  a moderate 
increase  in  the  Bank  Rate  is  going  to  influence  the  demand 
for  short-term  loans  or  bank  loans.  On  the  other  hand, 
if  by  the  circumstances  of  the  market  the  bank.s  get  into 
a tighter  situation  in  which  they  have  to  fall  back  on 
the  central  bank,  then  the  Bank  Rate  is  much  more  effec- 
tive in  influencing  the  banks  in  their  policies.  I am 
generally  inclined  to  believe  that  the  influence  is  likely 
to  be  more  on  the  policy  of  the  banks  in  making  toe 
loans  than  on  the  policy  of  the  public  in  trade  and 
industry  in  demanding  the  loans.  This  leads  to  the  whole 
subject  of  motivation  of  trade  and  industry,  insofar  as 
stocks  arc  being  financed  by  short  term  loans.  There 
an  increase  in  the  Bank  Rate  is  much  more  important, 
and  the  effect  of  an  increase  in  the  Bank  Rate,  as  a 
threat  of  the  possible  non-availability  of  credit,  may  very 
much  affect  trade  and  industry  in  its  inventory  policies, 

11825.  Do  you  think  that  toat  threat  is  a real  one 
nowadays?  Your  own  country  has  policies  very  similar 
to  ours  about  full  employment.  Do  you  find  that  business 
men  are  scared  about  the  difficulty  of  financing  their 

stocks  when  the  Bank  Rate  goes  up? 1 would  put  it 

more  this  way:  that,  in  a certain  phase  of  the  boom, 
when  the  Bank  Rate  goes  up  and  financing  difficulties 
increase  it  is  brought  liome  to  them  that  all  the  money 
which  they  want  will  not  be  there,  and  that  will  influence 
their  policies. 

11826.  In  that  sense,  you  arc  laying  .stress  on  the 

availability  of  finance,  ratoer  than  on  the  cost  of  it? 

That  is  so. 

11827.  In  toe  same  way,  I think,  the  indications  in  your 
paper  are  tlmt  you  have  come  to  lay  more  stress  on 
methods  of  acting  directly  on  the  liquidity  of  the  banking 
system  than  on  using  the  rediscount  rate.  You  do  not  use 

it  so  invariably  now? Yes.  I am  inclined  to  think 

that  the  rate  by  itself  is  an  insufficient  deterrent;  but 
the  increase  of  the  rate  is  and  should  be  a warning  sign 
of  a lack  of  availability,  and  toat  lack  of  availability  is 
the  important  point  in  business  decisions. 

11828.  Professor  Sayers:  Why  should  it  be  a warning? 
If  your  stress  is  on  the  availability  of  bank  loans,  could 
you  not  get  the  whole  of  the  effect  you  want  most 
directly  by  altering  the  power  of  the  banks  to  lend,  by 
altering  their  cash  reserves,  for  instance,  and  by  putting 
up  the  reserve  ratio?  What  is  the  point  of  changing  the 
rate  if  you  believe  that  the  important  thing  is  the  readiness 

with  which  the  banks  will  lend? ^The  increase  of  toe 

rate  has  many  other  functions  at  the  same  time,  It 
also  has  its  functions  in  our  relationship  with  foreign 
countries,  or  in  the  short-term  movements  of  capital 
abroad.  Theoretically,  in  a market  economy,  even  though 
I do  not  believe  that  the  price  is  the  only  decisive  factor, 
I am  still  of  the  opinion  that  the  price  should  work  in 
the  direction  of  the  market  to  convey  the  situation 
properly  to  the  public.  You  might  conceive  a kind  of 
rationing  arrangement,  I suppose.  Just  as  you  might 
say:  “Why  increase  rents  when  houses  are  scarce?  Let 
us  freeze  the  rents  and  ration  the  houses  so  you 
might  say  with  credit:  “Why  increase  the  price?  Let 
us  freeze  the  price  and  ration  the  credit.”  But  then 
you  would  put  yourself  to  an  awful  strain ; the  thing 
would  be  unmanageable.  The  method  of  rationing  the 
credit  is  to  increase  the  price  as  well,  and  let  the  market 
decide  on  the  price,  if  toere  is  not  sufficient  reaction  by 
itself. 

11829.  You  are  assuming  toat  the  price  works? ^To 

a certain  extent  I am  assuming  that  toe  price  works. 
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1 1 830.  Where  does  it  work?  Does  it  work  on  demand? 

When  I say  that  the  price  works,  I mean  on  demand. 

To  a certain  extent  it  works  on  demand.  The  whole 
policy  will  also  influence  the  supply,  because  the  banks 
will  be  more  reluctant  to  give  credit. 

11831.  It  is  the  business  man’s  demand  for  credit  that 
you  are  thinking  of.  Have  you  any  evidence  that  the 
business  man  is  less  willing  to  borrow  when  the  price  goes 

up? In  the  sense  of  evidence,  not  other  than  the 

evidence  given  by  the  experience  of  the  bankers  themselves. 

11832.  Is  that  experience  still  the  same  as  it  always 

was? ^The  bankers  will  tell  you  that  in  a period  of 

increasing  rates  their  customers  will  think  twice  over  their 
demands.  I cannot  say  that  those  customers,  in  those 
circumstances,  are  influenced  by  the  pure  fact  of  the 
price  or  by  the  knowledge  that  this  increase  in  rates 
presages  a turn  of  the  tide.  It  would  all  be  individual 
decisions.  I definitely  believe  that  there  will  be  some 
influence  on  demand,  but  I would  not  rely  on  the  influence 
on  demand  only ; I would  also  rely  on  pressure  from 
the  banks  to  get  their  loans  down. 

11833.  Can  you  not  get  them  down  in  other  more  direct 

ways? It  is  very  difficult  to  get  it  if  the  market  does 

not  move  in  the  right  direction.  If  the  bankers  are 
always  lending  money  at  5 per  cent.,  and  want  to  get 
loans  down,  it  is  very  difficult  to  get  that  over  to  their 
customers, 

11834.  I notice  that  you  confine  your  argument  entirely 

to  what  happens  in  the  short  market? 1 should  say 

Ihe  same  thing  in  the  long  term  market.  The  textbooks 
tell  you  that  there  is  a supply  and  demand  in  the  long 
term  market.  The  demand  is  from  the  entrepreneurs  who 
want  to  invest,  and  the  supply  is  from  the  savers.  Tlie 
textbook  argument  is  that  there  are  some  entrepreneurs 
who  say:  “ I am  not  going  to  do  this  if  the  money  costs 
me  more  than  4^  per  cent”,  and  others  say:  “I  will  do 
it  when  the  rate  is  5 or  6 per  cent.”  I think  that 
entrepreneurs  are  led  much  more  by  direct  expectation 
of  profit  on  the  one  hand,  and  by  the  possibilities  of 
finance  on  the  other,  than  by  whether  under  present 
conditions  they  will  get  the  money  at  5 or  5i  per  cent. 
A business  man  of  good  standing  borrows  at  the  market 
rate ; when  the  market  gets  extremely  thin,  because  there 
is  not  very  much  supply,  there  is  a tendency  for  the 
market  rate  to  increase.  Then  demand  gets  frightened, 
and  people  think  over  their  plans  again  and  drop  off. 

11835.  So  that  whether  you  are  looking  at  the  short- 
term or  the  long-term  market,  your  answer  as  to  why 
interest  rates  affect  the  situation  is  that  a rise  in  interest 
rates  is  interpreted  as  a threat  that  money  will  not  be 

available  later  on? As  an  indication  that  money  is 

scarce  and  is  going  to  be  scarcer.  I was  in  industry  for 
a long  time,  and  T do  not  remember  that  we  were  ever 
bothered  in  our  plans  about  whether  the  rate  of  interest 
was  3i  or  4 per  cent.  We  were  bothered  by  the  question 
of  whether  we  could  get  the  money.  The  rate  of  interest 
is  a very  important  indication  of  whether  one  is  going  to 
get  the  money.  When  the  rate  of  interest  tends  to  go 
down,  everybody  thinks  he  can  get  the  money ; then,  when, 
the  rate  of  interest  goes  up,  everybody  rightly  concludes 
that  maybe  he  is  not  going  to  be  able  to  get  the  money. 
That  is  the  way  the  market  influences  the  position  of  the 
entrepreneurs.  If  everything  was  rigid,  there  could  never 
be  equilibrium  ; and  yet  we  succeed  in  getting  equilibrium, 
even  if  with  flucUiations. 

11836.  Mr.  Jones:  Are  you  not  arguing  in  favour  of 
credit  restriction  and  control,  rather  than  in  favour  of  an 

increased  Bank  Rate? No.  I am  not.  Control  and 

restriction  involve  the  element  of  judgment  by  the  central 
authority ; the  reaction  to  market  movements  presumes 
a decision  by  the  individual  and  the  market.  I do  not 
believe  that  it  is  possible  for  a central  authority  to  make 
all  these  judgments  centrally,  and  to  say  that  one  man 
should  do  this,  another  man  should  do  that,  and  someone 
else  should  not  be  allowed  to  do  this  or  that.  One  needs 
the  market  fluctuations  to  get  these  decisions  taken  by  the 
people  concerned. 

11837.  As  1 see  it,  it  is  a question  of  the  limitation  of 

credit  in  certain  circumstances? It  is  more  than  that. 

In  the  sense  of  short-term  credit  it  mainly  is,  but  in  long- 
term credit  it  is  market  forces  aiding  in  the  control  of 
capital  movements. 

11838.  To  the  extent  that  credit  is  available  only  at  a 
high  rate  of  interest,  how  does  taxation  enter  into  it,  in 
view  of  the  fact  that  the  increased  burden  of  the  rate 
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would  be  allowed  for  tax  purposes  at  a cost  of  running 

the  undertaking? In  so  far  as  we  are  assuming  that 

the  rate  by  itself  has  an  influence  on  demand,  there  is  no 
doubt  that  taxation  weakens  that  influence,  because  the 
incidence  on  the  company  is  smaller  because  of  the  taxa- 
tion, as  interest  is  a deductible  expense.  In  so  far  as  we 
recognise  that  the  movement  of  the  rate  by  itself  indicates 
a scarcity  or  an  abundance  of  funds,  and  thereby  influences 
entrepreneurial  decisions,  taxation  to  my  mind  does  not 
enter  into  the  picture.  That  is  then  a given  situation  that 
has  no  influence  on  this  decision. 

11839.  To  the  extent  that  there  is  relief  from  taxation 
in  consequence  of  that  additional  burden,  has  not  that  a 
tendency  to  undermine  the  limitation  of  credit  which  the 

first  movement  of  the  rate  was  intended  to  secure? 

It  is  not  impossible  that  high  rates  of  taxation  will  tend 
to  widen  the  fluctuations  of  the  rate  of  interest,  because 
more  fluctuation  will  be  necessary  to  influence  decisions. 
The  high  rate  of  taxation  has  a definite  influence  on  the 
proportion  of  borrowing  as  compared  with  the  raising  of 
equity  capital.  There  is  a tendency  to  go  in  for  more 
borrowing  by  bond  issues,  to  finance  by  that  sort  of 
borrowing  instead  of  by  issuing  equity.  But  this  does 
not  make  any  fundamental  difference  to  the  total  demand 
on  the  market.  That  may  be  presumed  to  be  the  same. 
So  far  as  the  rate  of  interest  is  a factor  in  the  calculation, 
an  increase  of  1 per  cent,  in  the  cost  of  borrowing 
may  mean  only  ^ per  cent,  difference  in  net  profits  after 
taxation,  and  that  can  have  a certain  influence.  It  may, 
as  a consequence,  lead  to  wider  fluctuations,  because 
people  will  be  willing  to  pay  higher  rates  just  to  go  on 
with  their  plans. 

11840.  Would  you  think  that  an  increase  in  the  re- 
discount rate  is  a good  thing  for  the  economy  of  the 
country,  having  regard  to  the  fact  that  it  affects  the 
government,  the  running  of  local  services,  and  the  whole 
of  the  social  services?  Do  you  think  it  is  a good  thing 
for  the  economy  of  the  country  to  raise  the  Bank  Rate, 

if  there  are  other  instruments  available? ^This  is  too 

hypothetical  a question  to  answer.  Under  certain  circum- 
stances I think  that  it  is  necessary  to  use  the  Bank  Rate 
to  get  results.  As  to  whether  it  is  good  for  the  country, 
what  do  we  really  mean  by  that?  In  the  first  place,  we 
must  ask  ourselves  how  far  Bank  Rate  influences  long- 
term rates,  and  in  what  direction.  I am  not  of  the  opinion 
that  the  Bank  Rate  has  a very  strong  influence  on  the 
long-term  rate.  I see  only  a very  indirect  influence.  In 
so  far  as  the  Bank  Rate  influences  the  amount  of  in- 
flationary financing,  that  may  have  an  indirect  influence 
on  capital  market  rates  ; but  in  our  country  the  influences 
are  indirect.  It  also  depends  upon  the  traditions  of  the 
banking  system,  Our  banks,  for  example,  generally  do  not 
go  into  the  long-term  market  at  all,  so  that  the  direct  con- 
nection does  not  exist  already.  On  the  other  hand  in 
England,  and  especially  in  the  United  States,  the  banks  are 
accustomed  to  operate  in  the  long  term  market,  and  Bank 
Rate  decisions  may  influence  their  buying  and  selling  in 
the  long-term  market,  and  so  directly  affect  the  long-term 
rate.  With  us  it  is  not  so.  I think  that  the  influence 
of  the  Bank  Rate  on  the  long-term  rate  is  very  doubtful. 

I can  only  see  that  the  creation  of  a supply  of  capital 
created  by  inflation  will  tend  to  bring  the  long-term  rate 
somewhat  lower  than  it  would  have  been,  or,  vice  versa. 
deflation  will  tend  to  bring  the  long-term  rate  somewhat 
higher  than  it  would  have  been  without  Uiat.  I would 
say  that,  as  we  preclude  as  a matter  of  faith  the  existence 
of  a deflationary  or  inflationary  situatioo  over  a long 
period,  the  Bank  Rate  cannot  have  very  much  of  an 
influence  on  the  long-term  rate.  The  reverse  is  ttie  case : 
it  is  the  long-term  rate  which  exists  and  has  its  own  life, 
and  which  therefore  determines  the  range  within  which 
the  Bank  Rate  will  fluctuate,  In  a country  with  high 
long-term  rates  of  interest  you  will  find  higher  short- 
term rates  of  interest  than  in  a country  with  low  long- 
term rates  of  interest. 

11841.  Professor  Sayers:  Are  there  ever  circumstances 
in  your  country  in  which  you  think  it  appropriate  that 
the  long-term  rate  should  be  moved? No.  I person- 

ally take  a rather  indifferent  attitude  to  the  long-term 
rate ; that  is  to  say,  I generally  believe  that  the  lowest 
possible  long-term  rate  is  the  nicest  position  for  a country 
to  be  in.  In  conditions  of  monetary  equilibrium,  it  is 
nice  to  have  a low  rate  of  interest.  It  is  generally  a 
sign  of  a proper  supply  of  savings  in  proportion  to  the 
demand  for  capital.  I do  not  believe  that  it  is  possible 
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much  to  influence  the  long-term  rate,  and  if  one  does  it 
by  monetary  policies  then  I think  that  one  is  in  a very 
dangerous  field. 

11842.  You  take  it,  therefore,  as  one  of  the  facts  of 

ljfe7 In  a way,  yes.  I think  that  the  philosophy  of 

the  long-term  rate  is  a very  difficult  one. 

11843,  Therefore  the  range  within  which  you  can  influ- 
ence the  long  rate  by  moving  the  short  rate  is  a fact  of 

life  that  you  have  to  accept? Indeed.  The  long-term 

rate  is  one  of  the  remarkably  stable  things,  if  one  looks 
over  centuries.  In  a coumlry  like  ours,  we  knew  the 
same  rates  of  interest  two  hundred  years  ago  as  we  know 
now,  and  even  lower  ones.  There  is  nothing  so  stable 
as  long-term  rates  of  interest.  One  wonders  how  it  works 
out,  but  it  does. 

11844.  In  fulfilling  your  appointed  task,  you  do  not 
consider  that  any  manipulation  of  the  long-term  rate  is  a 

useful  weapon? No.  Wc  have  never  worked  on  the 

long-term  rate,  because  we  never  have  been  in  the  position 
to  do  so.  I might  say  that  we  have  never  sinned  enough 
to  be  able  to  influence  the  long-term  rate!  To  influence 
the  long-term  rate  one  must  have  a portfolio  of  long- 
term paper.  A central  bank  cannot  get  a portfolio  of 
long-term  paper  without  inflationary  financing,  for  all 
practical  purposes.  It  would  have  to  create  money  to  buy 
long-term  bonds.  I admit  that,  in  a period  of  depression, 
there  might  occur  the  situation  where  such  action  could 
be  defended  by  the  central  bank  as  being  for  proper 
equilibrium  policies,  but  it  would  under  such  circum- 
stances be  more  easy  for  the  government  to  act  than  for 
the  central  bank.  It  is  conceivable  that  one  could  create 
a long-term  portfolio  for  purposes  of  monetary  policy, 
but  it  is  more  conceivable  that  one  would  do  it  for  wrong 
reasons. 

11845.  Sir  Oliver  Franks:  You  said  that  for  a central 
bank  to  seek  to  intervene  in  matters  of  the  long-term 
rate  was  for  it  to  go  into  a dangerous  field.  Would  you 
expand  on  the  thoughts  which  were  in  your  mind  which 

led  you  to  use  the  phrase  “ dangerous  field  ”? Yes. 

Apart  from  the  fact  that  the  Netherlands  Bank  has  never 
been  in  a situation  to  consider  this  as  a practical  prob- 
lem, because  we  have  never  had  a long-term  portfolio 
and  so  we  could  never  have  influenced  the  long-term 
rate  in  an  upward  direction,  I think  that  the  purpose  of 
establishing  a certain  long-term  rate  is  completely  outside 
the  field  of  the  proper  purpose  of  the  central  bank.  The 
proper  propose  of  the  central  bank  is,  in  my  opinion,  to 
maintain  as  well  as  possible  monetary  equilibrium.  For 
reasons  of  maintaining  monetary  equilibrium,  I admit  that 
it  may  be  proper  to  influence  the  long-term  market,  and 
that  if  I do  operate  on  the  market  I influence  the  rate ; 
but  that  movement  of  the  rate  is  not  the  purpose,  The 
purpose  of  the  policy  is  the  buying  and  selling,  as  a 
method  of  compensating  deflationary  or  inflationary 
developments  elsewhere  in  the  economy.  If  at  a certain 
moment  we  thought  that  the  economy  should  be  inflated, 
if  we  were  in  a deflationary  situation  comparable  with 
the  thirties,  I could  very  well  conceive  a policy  whereby 
the  central  bank  would  go  into  the  capital  market, 
supply  money  and  buy  long-term  bonds  in  the  capital 
market,  and  thereby  bring  the  long-term  rate  of  interest 
down.  That  might  not  perhaps  be  the  best  policy  con- 
ceivable under  those  conditions,  but  it  is  a conceivable 
policy.  But  I do  not  believe  that  the  purpose  is  to  bring 
the  rate  down,  but  to  supply  funds  to  the  market ; unless 
one  then  said : " I want  to  bring  the  rate  down,  in  order 
to  give  an  incentive  to  demand.” 

11846,  Professor  Sayers:  Why  did  you  use  the  word 
‘'dangerous”*? Because  1 thought  of  the  other  pur- 

poses which  are  known  to  have  occurred  in  central  bank 
policy,  where  maintaining  the  long-term  rate  was  at  a 
certain  moment  conceived  to  be  the  proper  purpose  of 
government  policy.  When  the  central  bank  under  such 
conditions  has  been  willing  to  try  to  maintain  the  rate, 

was  mostly  in  the  direction  of  preventing  it  from  going 

?.  Central  banks  have  been  buying  government  bonds 

the  market,  thus  going  in  for  inflationary  financing  and 

'cation  of  an  excess  supply  of  money  just  for  the  purpose 


of  maintaining  the  long-term  rate  of  interest.  In  my 
opinion  that  is  totally  contrary  to  the  proper  purposes  of 
central  banking,  because  there  the  central  bank  would 
knowingly  have  disturbed  monetary  equilibrium  instead 
of  maintaining  it, 

11847,  But  if  the  central  bank  keeps  firmly  before  it 
its  duty  to  maintain  monetary  equilibrium,  or  promote 
monetary  equilibrium,  is  there  any  danger  in  long-term 

market  policy? No.  I was  thinking  of  the  danger 

of  getting  away  from  proper  purposes  to  side  purposes, 
which  arc  purposes  of  government  policy,  to  borrow 
cheaply  and  all  that.  It  is  not  dangerous  of  itself.  As 
a matter  of  fact,  we  have  often  discussed  amongst  our- 
selves the  possibility  of  the  Netherlands  Bank  acting  under 
certain  circumstances  in  the  long-term  market,  and  how 
we  would  have  to  create  a portfolio  for  that  purpose. 

11848.  So  you  rule  out  a long-term  interest  rate  policy 
not  on  the  grounds  that  it  b technically  impossible,  or 
technically  dangerous,  or  even  generally  dangerous,  but 
simply  on  the  ground  that  you  do  not  believe  that  it 
promotes  monetary  equilibrium? I can  very  well  con- 

ceive of  market  operations  by  the  central  bank  in  the 
long-term  market,  for  proper  purposes  of  monetary 
policy ; but  I know  of  dangers  in  operating  on  the  long- 
term market  with  the  purpose  of  maintaining  a certain 
preconceived  rate  on  that  market,  because  that  might  so 
easily  lead  one  away  from  proper  monetary  policies, 

11849.  If  it  could  lead  you  away  from  proper  monetary 
objectives,  must  it  not  be  because  the  level  of  the  long- 
term rate  matters  in  monetary  equilibrium? No.  In 

my  view,  trying  to  influence  the  long-term  rate  by  creating 
or  cancelling  liquidity  would  influence  the  monetary 
equilibrium,  but  by  itself  the  long-term  rate  if  left  alone 
does  not  influence  monetary  equilibrium. 

11850.  Even  if  the  money  created  in  support  of  the 
long-term  market  were  completely  idle?-  - It  cannot  be 
expected  that  anybody  who  borrows  on  the  long-term 
market  would  leave  the  money  idle. 

11851.  Sir  Oliver  Franks:  You  arc  saying  that,  because 
in  your  view  the  long-term  rale  is  a product  of  nature  at 
the  time,  it  is  therefore  not  something  which  as  it  moves 
alters  monetary  equilibrium,  because  it  itself,  at  any 
given  level,  is  the  result  of  an  achieved  monetary 
equilibrium  between  saving  and  capita!  expenditure;  and 
it  is  because  it  is  the  expression  of  an  achievement  of 
equilibrium  that  it  does  not  either  add  to  or  detract  from 
it.  Is  this  correct? ^That  is  perfectly  correct. 

11852.  Professor  Sayers:  You  say  that  people  do  not 
borrow  in  the  long-term  market  if  they  do  not  want  to 
use  the  money ; but  may  they  not  prefer  to  hold  money 
idle  rather  than  inve.st  in  long-term  securities  at  the  low 
rate  of  interest?  The  idle  money  can  be  increased, 
because  people  prefer  to  hold  idle  money  rather  than  hold 
long-term  securities  at  their  present  prices?  Is  that  not 
a possibility? Yes. 

11853.  So  that  the  increase  in  liquidity  which  results 
from  the  intervention  in  the  long-term  market  may  have 

no  direct  bearing  on  spending  at  all.  Is  that  so? 1 do 

not  think  that  is  stated  quite  correctly.  I agree  with  you 
that  one  can  very  well  conceive  of  a situation  in  which 
long-term  savings  arc  not  flowing  into  the  capital  market, 
because  the  rale  of  interest  is  considered  to  be  too  low 
by  those  who  have  money  to  invest.  That  situation  will 
be  the  expression  of  a deflationary  development,  because 
these  people  have  been  saving  money  without  passing  it 
on  to  the  capital  market,  and  so  without  any  possibility  of 
investment  to  take  up  that  money.  Under  those  conditions, 
you  are  right  to  say  that  it  might  be  in  favour  of  monetary 
equilibrium  to  compensate  this  deflationary  hoarding  by 
a supply  of  money  to  the  capital  market,  which  would 
then  be  absorbed  by  investment.  That  new  supply  would 
not  add  to  the  hoardiim ; it  would  compensate  in  a 'Way 
the  existing  hoarding.  That  situation  is  potentially  danger- 
ous in  the  future,  because  that  mass  of  liquidity  might 
loosen  up  at  a certain  moment ; but  In  itself  this  would 
be  more  or  less  a condition  of  equilibrium  ; I can  follow 
you  so  far. 

Chairman:  I think  that  we  ought  to  break  off  for 
lunch  now. 


• See  answer  to  Qn.  11841  above. 


(Adjourned  until  2.15  p.m.) 
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Dr.  M.  W.  Holtrop  further  examined. 


11854.  Sir  Oliver  Franks:  I would  like,  if  I may,  to  go 
back  to  one  general  question.  This  morning  you  were 
describing  a situation  in  which  there  were  three  agents: 
the  Bank  of  the  Netherlands,  the  Ministry  of  Finance  and 
the  Ministry  of  Economic  Affairs.  In  our  own  country 
we  have  a central  bank,  but  the  Treasury  combines  the 
responsibilities  of  the  nation’s  housekeeper  with  those  of 
being  r«ponsible  for  the  general  lines  of  economic  policy. 
I have  in  front  of  me  another  paper*  which  was  put  into 
us,  from  which  I would  like  to  read  two  sentences : 

“ Monetary  management  is  predominantly  an  instru- 
ment of  general  economic  policy,  though  it  might  be  of 
use  to  assist  in  securing  some  particular  result.  For 
example,  credit  might  be  made  relatively  easy  or  diffi- 
cult, to  encourage  or  discourage  an  individual  industry 
or  group.  Thus,  in  order  to  give  an  account  of  our 
experience  with  monetary  policy  in  recent  years,  it  is 
necessary  to  state  the  broad  purposes  which  have  been 
sought  by  the  Government.” 

If  one  has  to  state  the  broad  purposes  of  government  in 
order  to  give  an  account  of  experience  of  monetary 
policy,  it  must  be  because  these  broad  purposes  of  govern- 
ment have  entered  into  the  purpose  or  Intention  of  those 
who  were  making  decisions  on  monetary  policy.  The 
broad  purposes  of  government  would  be,  for  example, 
trying  to  maintain  an  equilibrium  between  demand  and 
the  production  capacity  of  the  country,  with  a corres- 
pondingly high  level  of  employment ; trying  to  attain  a 
balance  between  consumption  and  investment,  and  there- 
fore a provision  for  growth  in  the  economy.  If  it  were 
true  that  in  order  to  make  decisions  on  anoneitary  matters 
one  had  to  take  account  of  all  these  things,  one  would  be 
bringing  monetary  decisions  of  all  kinds,  if  they  were 
important,  under  the  umbrella  of  economic  affairs.  You 
were  making  distinctions  between  the  role  of  the  central 
bank  concerned  with  credit,  the  role  of  the  Treasury 
concerned  with  raising  taxes  and  the  spending  of  the 
money  raised,  and  the  role  of  the  Ministry  of  Economic 
Affairs  dealing  with  the  general  equilibrium  between  supply 
and  demand  in  the  economy.  The  two  sentences  which 
I have  read  suggest  to  me  that  the  only  way  in  which  one 
can  arrive  at  satisfactory  decisions  on  monetary  policy 
is  if  one  takes  the  three  responsibilities  which  you  have 
described  all  together.  You  want  to  take  them  separately, 
for  very  good  reasons,  which  I understood  as  you  ex- 
plained them  ; but  I should  be  very  grateful  if  you  would 
talk  for  a little  on  how  you  find  it  possible  to  reconcile 
the  distinctions  which  you  draw  with  these  broad  objec- 
tives to  which  all  monetary  decisions  seem  to  be  related. 

Is  your  distinction  a real  separation? Dr.  Holtrop:  1 

only  mentioned  the  Ministry  of  Economic  Affairs  in  con- 
nection with  hire  purchase  restrictions,  where  in  general 
the  lead  has  been  taken  by  the  Minister  of  Economic 
Affairs.  All  purely  financial  matters  are  the  responsibility 
of  the  Minister  of  Finance.  General  economic  affairs,  that 
is  to  say  in  the  physical  field,  are  the  responsibility  of  the 
Minister  of  Economic  Affairs.  Co-ordination  takes  place 
in  the  Cabinet.  The  division  is  slightly  different  from 
here,  because  your  Economic  Secretary  in  the  Treasury 
plays  a part  in  the  affairs  which  with  us  would  belong  to 
the  Minister  of  Economic  Affairs.  . 

I admit  that  T,  from  my  own  point  of  view,  have  a 
tendency  to  see  the  problems  of  monetary  policy  in  a 
slightly  narrower  frame  than  as  simply  a part  of  general 
economic  policy.  I am  of  the  opinion  that  the  general 
economic  aims  of  government,  m the  sense  of  the  distri- 
bution of  income,  the  increase  of  investment,  and  so  on, 
are  outside  the  field  of  monetary  policy.  _ With  any  sort  of 
government,  and  within  any  proper  aims  of  economic 
policy,  one  thing  should  be  clear : that  one  should  always 
try  to  maintain  monetary  equilibrium.  One  should  have 
sound  monetary  policies  whatever  further  aims  one  strives 
for.  For  that  reason  I can  separate  the  problem  of 
monetary  equilibrium  from  the  rest  of  the  problems,  and 
can  take  the  position  that  I do  not  admit  that  monetary 
policy  can  rightly  be  used  for  other  aims  of  government 
policy  than  the  maintaining,  as  far  as  possible,  of  monetary 
equilibrium.  In  so  far  as  the  general  economic  policy  of 
a country  might  be  to  redistribute  incomes  in  the  country, 
1 would  say : “ That  is  all  right  with  us  ; that  has  nothing 
to  do  with  monetary  policy.”  If  the  Government  tried 
to  make  use  of  monetary  policy  for  this  purpose,  I would 
be  very  hesitant.  The  instruments  of  monetary  policy 

• Monetary  Policy  and  the  Control  of  Economic  Cond/n'oni  submitted 
by  H.M.  Treasury  (Memoranda  of  Evidence  Pt  II.  no.  6,  para.  2). 
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should  be  used  to  maintain  the  general  position  of 
equilibrium  which  we  should  have  under  all  circumstances. 
Instruments  of  taxation  and  price  subsidies  and  price 
policy  and  wages  policy  and  everything  else  can  be  used 
for  other  economic  purposes,  but  monetary  policy  should 
not  be  used  for  this  purpose. 

This  kind  of  division  turns  on  the  question  of  what  one 
calls  “ monetary  equilibrium  A situation  of  under- 
employment can  be  and  will  mostly  be  a consequence  of 
disequilibrium  from  the  monetary  point  of  view,  and 
will  then  constitute  a break  in  monetary  equilibrium.  But 
there  are  conceivable  circumstances  where  unemployment 
might  be  created  by  wage  policies  or  policies  in  other 
fields,  where  1 would  not  recognise  monetary  policy  as  the 
real  cause.  The  question  can  easily  arise  whether  the 
disequilibrium  condition  in  a certain  sector  of  the  economy 
IS  of  a monetary  or  non-monetary  nature,  and  whether  the 
methods  of  monetary  policy  should  be  used  to  correct  it 
or  not.  My  decision  would  always  be  that,  if  it  is  of  a 
monetary  nature,  then  monetary  means  should  be  used,  but 
if  It  is  of  another  nature,  one  must  look  for  other  means 
to  correct  it 

To  sum  up,  I would  say  that  it  is  not  correct  that 
monetary  policy  is  only  one  of  the  instrumental  possibilities 
of  general  economic  policy.  I think  that  monetary  policy 
IS  a thing  of  its  own,  which  strives  for  a purpose  which 
should  be  the  purpose  of  good  government  under  all 
circumstances,  namely,  the  maintenance  of  monetary 
equilibrium,  in  whatever  sense  this  may  be  defined,  as, 
for  instance,  price  stability,  maintenance  of  the  value  of 
prevention  of  monetary  causes  for  dis- 
equilibrium in  the  economy.  Other  purposes  of  economic 
policy  should  be  pursued  by  the  use  of  other  instruments 
than  monetary  ones. 

11855.  It  seems  to  me  to  follow  from  that  that  the 
aim  of  monetary  policy,  in  the  sense  in  which  a central 
bank  is  interested  in  monetary  policy,  is  relatively,  or  even 
perhaps  absolutely,  autonomous:  its  aim  is  monetary 
equilibrium  which  it  is  ever  seeking  to  restore,  if  it 
becomes  disturbed ; and  that  this  is  an  aim  which,  so  to 
speak,  is  valuable  in  its  own  right? ^Yes. 

11856,  But  then  you  go  on  to  say  that  the  actions 
which  other  bodies,  for  example  the  ministries  of  the 
government  might  take  may  impinge  on  and  alter  the 
monetary  equilibrium.  These  decisions  are  taken  by  the 
departments  of  government  in  their  own  right  and  in 
their  own  authority,  but  the  effects  of  them  may  be, 
and  must  be  in  some  cases,  to  modify  the  equilibrium 
and  introduce  distorting  factors.  In  that  case,  as  I under- 
stand it,  the  job  of  the  central  bank  will  be,  not  bothering 
about  the  decisions  which  have  given  rise  to  these  effects 
and  distortions  but  bothering  about  the  purely  monetary 
disturbance,  to  seek  to  bring  the  monetary  system  back 
into  equilibrium  again? ^Yes, 

11857.  So  that  on  this  argument  I find  that  what  began 
as  an  autonomous  activity,  directed  at  an  aim  which  had 
its  own  justification,  becomes  at  second  remove  an  eternal 
trying  to  catch  up  with  disturbances  which  other  organi- 
sations create  in  the  monetary  system,  so  that,  instead 
of  being  a king  it  becomes  a hand-maiden ; it  becomes 
subservient  to  the  other  departments.  I deliberately  put 

this  as  a paradox ; what  do  you  make  of  it? 1 see 

that  activities  of  other  departments  of  government  can 
affect  monetary  equilibrium.  I would  say  Uiat  it  is  then 
the  responsibility  of  the  central  bank  to  try  to  correct 
these  disequilibria,  both  negatively,  by  not  itself  co- 
operating in  the  causes  of  monetary  disequilibrium  and 
positively,  by  advising  the  government  to  adapt  its 
policies  in  such  a way  that  these  disequilibria  are  not  con- 
tinued. Perhaps  we  need  examples  to  be  clear  what  one 
is  thinking  of.  I could  very  well  imagine  that  the 
Minister  of  Economic  Affairs  might  think  it  important 
for  some  reason  or  other  that  he  should  do  everything 
possible  to  increase  or  facilitate  hire  purchase.  \^at 
is  the  central  bank  to  do  about  it?  In  my  opinion,  the 
central  bank  would  simply  have  to  take  care  that  hire 
purchase  was  not  financed  either  by  the  central  bank 
or  by  the  banking  system.  It  would  say  to  the  banks: 
“ It  is  the  government’s  policy  to  facilitate  this,  but  they 
should  go  out  on  the  capital  market,  and  we  do  not 
think  that  you  should  co-operate  in  this  financing,”  T^is 
might  create  certain  controversies,  but  everybody  in  his 
own  field  should  try  to  keep  things  as  straight  as  possible. 
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In  the  field  of  the  Ministry  of  Finance  which,  as  I 
say,  is  the  field  of  expenditure  and  taxation,  I see  no 
monetary  problem.  There  might  be  very  indirectly,  of 
course ; there  have  been  in  the  past  many  arguments 
about  it.  It  is  argued,  for  example,  that  if  the  Minister 
of  Finance  goes  in  for  new  expenditure  and  tries  to  cover 
this  expenditure  by  new  taxation,  that  taxation  will  reduce 
the  available  savings  in  the  capital  market  and  might, 
in  that  way,  very  indirectly  lead  to  the  emergence  of 
stronger  monetary  pressures.  I would  say:  “Well,  that 
may  be.  My  task,  as  the  central  bank,  is  to  prevent 
or  check  this  inflationary  tendency,  and  for  the  rest  I 
am  not  very  much  interested.  It  is  out  of  my  field 
whether  the  sovereign  power  of  Parliament  does  or  does 
not  want  to  tax  somebody  out  of  existence.  If  they 
increase  company  tax  to  90  per  cent,  and  the  companies 
have  no  reserves,  that  is  not  a monetary  problem,  that 
is  a problem  of  distribution  of  income.”  The  entre- 
preneurs might  then  say  to  me;  “You  should  lend  us 
the  money.”  There  the  duty  of  the  central  bank  would 
be,  in  my  opinion,  to  say:  “No;  fliat  wotdd  threaten 
monetary  equilibrium.  I can  understand  that  when  the 
government  takes  away  your  money  you  cannot  get 
enough  to  continue,  but  that  is  the  government’s 
business.” 

So  I stiU  feel  these  fields  are  separate.  I,  as  a central 
bank  concerned  with  monetary  policy,  have  to  do  ray 
very  best  to  take  care  that  no  inflationary  dangers  emerge, 
It  is  true  that  I also  have  to  keep  an  eye  open  for 
deflationary  dangers,  but  there  I am  less  powerful  in 
the  first  place,  and  historically  the  dangers  are  less,  so 
let  us  mostly  talk  about  the  inflationary  dangers.  It 
remains  the  duty  of  the  monetary  authorities  to  prevent 
the  use  of  inflationary  methods  of  finance.  It  can  very 
well  be  the  duty  of  other  authorities  to  redistribute  the 
national  income,  or  to  do  things  that  will  stimidate  or 
slacken  investment,  and  that  wfl]  have  all  sorts  of  con- 
sequences for  the  whole  economy ; but  that  by  itself  is 
not  a monetary  problem.  It  would  only  become  a mone- 
tary problem  if  someone  tried  to  create  money  to  take 
the  place  of  the  real  means  that  are  taken  away  for  other 
purposes.  So,  as  far  as  I can,  see,  one  can  make  this 
practical  division  between  these  two  fields,  and,  as  far 
as  that  goes,  one  can  keep  the  policy  of  the  central  bank 
completely  out  of  political  controversy  about  the  aims 
of  government  policy  in  other  fields.  I have  never  heard 
anybody  saying  that  it  should  be  the  aim  of  government 
to  inflate  the  economy ; nobody  goes  that  far.  But  there 
are  people  who  go  so  far  as  to  say  &at  the  aim  of 
investment  is  so  important  that  we  might  even  accept 
some  inflation.  To  them  I say : “ My  business  is  to 
try  and  prevent  that.  That  is  the  duty  which  has  been 
given  by  law  to  the  central  bank.”  I am  strengthened 
by  this  provision  of  the  law,  which  clearly  says  that 
it  is  the  responsibility  of  the  central  bank  to  stabilise  as 
much  as  possible  the  value  of  the  monetary  unit.  If 
other  policies  lead  to  endangering  that  purpose,  it  is  my 
duty  to  try  and  prevent  that  being  done. 

11858.  Professor  Sayers-.  The  ability  to  stabilise  the 
position  would  seem  to  depend  upon  a belief  that  the 
actions  of  the  central  bank  have  comparatively  quick 

effects  on  the  economy.  Is  that  your  belief? My  belief 

is  that  one  cannot  have  any  long  period  of  inflating  the 
economy  without  the  co-operation  of  the  central  bank.  I 
know  there  are  always  escape  valves  in  the  system  which 
can  be  used,  and  then  the  central  bank  cannot  do  any- 
thing about  it.  We  lived  through  that  period  in  1955  in 
Holland ; we  saw  a tendency  to  inflationary  financing,  but 
at  that  moment  we  could  not  do  much  about  it.  But 
we  knew  that  in  the  end  there  would  come  the  point 
where  the  central  bank  would  have  an  influence,  and  that 
was  the  case  in  1956  and  1957.  Here  we  come  to  the 
very  important  problem  of  the  relationship  between  tbe 
internal  and  external  economy ; because,  as  I say,  inflation 
cannot  go  on  without  the  co-operation  of  the  central  bank, 
which  therefore  gets  in  the  end  into  a position  of  having 
an  influence.  That  may  not  be  true  if  the  whole  world  in- 
flates. Then  the  technical  position  may  be  such  that  the 
central  bank  cannot  get  a grip  on  the  situation. 

11859.  So  you  see  the  central  bank  not  as  continually 
pitting  its  weight  against  other  forces  in  tbe  economy, 
which  may  or  may  not  include  the  policy  of  the  govern- 
ment, but  M exercising  its  influence  only  from  time  to 

time,  when  it  believes  that  influence  will  be  effective? 

I do  not  think  that  we  continually  live  in  a situation  where 


the  central  bank’s  policy  has  an  active  influence  on  lie 
economy. 

11860.  And  yet  you  think  a Bank  Rate  is  a very  power- 
ful weapon? ^Yes,  but  in  some  periods  Bank  Rate  may 

not  even  be  close  to  market  rate  and  under  such  circum- 
stances may  not  have  any  influence  whatever. 

11861.  But  you  can  always  make  it  close? We  could ; 

but  I think  that  we  could  have  fairly  long  periods  in 
which  that  would  be  rather  indifferent,  where  bank  policy 
would  be  neutral.  We  might  have  years  of  no  change  in 
the  Bank  Rate,  and  then  suddenly  things  might  being  to 
move  out  of  equilibrium,  and  then  we  should  have  to  do 
something  about  it.  I really  conceive  central  bank  policy 
as  a policy  of  trying  to  retain  equilibrium.  We  have  only 
to  balance  the  threat  to  equilibrium,  to  keep  financing  “ on 
an  even  keel  ”,  to  use  tine  Macmillan  Committee’s  phrase. 
If  there  is  no  threat  to  that,  there  is  nothing  to  do  about 
it ; the  central  bank  does  its  usual  business,  but  has  no 
real  policy  decisions  to  make. 

11862.  Lord  Harcourt:  We  talked  about  the  Bank 
Council  and  the  Governing  Body,  but  there  appears  to  be 
a third  body,  the  Board  of  Commissaries ; what  is  &eii 

function? ^The  Board  of  Commissaries  formerly  had 

more  powers  than  it  has  now.  There  are  certain  things 
that  the  Board  of  Commissaries  has  to  do.  They  have, 
for  example,  to  approve  the  balance  sheet.  According 
to  Dutch  company  law,  a company’s  balance  sheet  has 
to  be  approved  by  a meeting  of  shareholders.  That  meant 
that  the  shareholders  could  have  wifliheld  approval  of  the 
balance  sheet  because  they  did  not  agree  with  the  policies 
of  the  Governing  Board,  because  they  did  not  make 
enough  profit  and  things  like  that  Even  when  tbe  Nether- 
lands Bank  was  just  a privately  owned  limited  liability 
company,  the  power  to  approve  the  balance  sheet  bad 
been  taken  out  of  the  hands  of  the  general  assembly  of 
shareholders  and  vested  by  a special  Bank  law  in  the 
hands  of  the  Board  of  Commissaries.  So  the  Board  of 
Commissaries  are  really  the  representatives  of  the  share- 
holders, who  control  the  Managing  Directors.  Generally 
under  Dutch  company  law,  there  is  between  a board  of 
directors  and  tbe  shareholders  a board  of  commissaries 
which  controls  the  management. 

11863.  It  approximates  to  the  outside  directors  under 
English  company  law? ^To  a certain  extent. 

11864.  C/tairman:  What,  if  any,  influence  on  monetary 

policy  does  the  Board  of  Commissaries  have? ^None ; 

neither  under  the  old  nor  under  the  new  set-up  was 
there  any  provision  for  consultation.  We  use  the  Board 
of  Commissaries  very  much  to  get  informed  ourselves. 
We  have  meetings  with  the  Board  of  Commissaries  and 
with  the  Bank  Council.  In  a way  they  sometimes  duplicate 
because  the  same  developments  may  be  discussed;  so  in 
the  Board  of  Commissaries  we  concentrate  more  on  the 
actual  transactions  of  the  Bank : the  business  aspects,  the 
questions  of  whether  to  buy  gold,  and  how  much  gold,  or 
not  to  buy  gold,  the  choice  of  investments,  etc.  We 
exchange  views  and  discuss  these  problems.  They  have 
to  control  us,  and  they  have  to  approve  the  balance  sheet, 
which  is  the  final  approving  of  the  actual  management 
of  the  managing  directors  under  our  company  law. 

For  the  new  Bank  Act,  which  was  made  in  1948,  it 
was  considered  whether  the  Board  of  Commissaries  should 
be  retained  or  replaced  by  a Bank  Council,  or  whether 
we  should  have  the  two.  It  was  finally  decided  to  have  the 
two,  the  Bank  Council  being  considered  then  as  the 
representatives  of  the  community  in  the  affairs  of  the 
Bank,  which  would  make  it  possible  to  have  an  exchange 
of  views  about  the  general  policy  matters,  and  the  Board 
of  Commissaries  as  the  people  who  actually  supervise  the 
management  of  the  Bank  in  the  daily  course  of  its  affairs, 
to  make  sure  that  we  keep  within  tbe  Bank  Act.  That  is 
also  the  special  duty  of  the  Royal  Commissioner ; there 
is  a direct  link  there  to  the  Minister  of  Finance,  because 
be  is  appointed  by  the  Crown  and  reports  to  the  Minister 
of  Finance. 

11865.  Lord  Harcourt In  paragraph  7,  where  you  are 
discussing  the  Minister’s  power  under  Article  26  of  the 
Bank  Act  to  issue  any  direction,  there  is  a sentence  which 
says:  “If  the  Governing  Board  of  the  Bank  objects  to 
the  given  directions  it  can  within  three  days  appeal  to  the 
Crown.  The  Crown  decides  whether  the  direction  has 
to  be  followed.”  What  is  “ the  Crown  ” in  that  sense? 
— — The  Crown  is  constitutionally  the  Queen  with  her 
Council  of  Ministers.  In  practice  it  means  that  the  whole 
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matter  has  to  be  brought  to  the  Council  of  Ministers,  so 
that  it  is  no  longer  a matter  for  the  Minister  of  Finance 
to  decide  but  a Cabinet  matter ; the  Cabinet  has  to  decide 
and  will  formulate  the  Royal  decree  which  the  Queen, 
as  a constitutional  Queen,  will  sign.  It  is  important 
because  it  brings  it  to  the  Cabinet  level ; and  there  is  also 
this  provision  of  publication,  which  even  brings  it  open 
to  parliamentary  questions. 

11866.  Because  the  Royal  decree  is  something  which 

can  be  debated  in  Parliament? Yes,  but  also  because 

the  considerations  have  to  be  published  in  the  Official 
Gazette. 

11867.  Chairman'.  It  is  clear  that  an  appeal  to  the 
Crown  means  an  appeal  to  the  Ministers  of  the  Cabinet 
who  are  responsible  to  Parliament ; it  is  not  like  our 
Privy  Council? ^The  Council  of  Ministers,  yes. 

11868.  Then  can  we  turn  to  your  answers  to  our  second 
question,  on  the  instnunents  of  policy?  Is  there  any 
more  on  discount  rate  policy? — Sir  Oliver  Franks: 
In  paragraph  22  you  say  (and  I think  most 
of  the  witnesses  with  whom  we  have  discussed 
the  matter  would  agree  with  you)  that  in  certain 
circumstances  the  use  of  the  discount  rate  by  itself  can- 
not be  very  effective.  In  Britain  in  these  circumstances 
in  the  last  few  years  it  has  become  almost  habitual  to 
decide  upon  what  is  called  a “ package  deal  ” ; a rise 
in  the  Bank  Rate  is  accompanied  by  other,  synchronous 
government  measures,  in  relation  to  hire-purchase,  or  in 
relation  to  public  expenditure.  September  1957  was  the 
last  and  clearest  example  of  such  a package ; there  were 
a rise  in  the  Bank  Rate,  restrictions  on  bank  lending  and 
reductions  of  public  expenditure  all  at  the  same  time. 
These  package  deals  flow  from  the  view  that  monet^ 
policy  is  something  which  is  directed  to  accomplishing 
ends  of  general  economic  policy.  If  one  leg  is  not  strong 
enough  to  stand  upon,  they  make  it  a tripod,  and  hope 
it  wifi  be  strong  enough.  Given  the  rather  different  view 
which  you  have  been  explaining  to  us  of  the  duties  and 
responsibilities  of  a central  bank,  would  it  follow  that 
in  circumstances  where  a movement  of  the  Bank  Rate 
by  itself  would  be  insuificient  you  would  nevertheless  not 
expect  to  become  involved  in  a package  deal  with  other 

government  departments? ^That  is  correct  As  a matter 

of  fact,  the  question  has  never  yet  arisen  that  way.  We 
have  always  acted  on  our  own.  Generally  decisions  are 
more  easily  and  quickly  taken  in  the  central  bank  than 
in  the  government;  even  if  the  central  bank’s  action 
became  a part  of  general  policy  we  might  have  been  the 
first  to  act.  There  have  been  periods  in  which,  as  in 
1951  and  again  in  1956  and  early  1957,  the  increases  or 
decreases  in  the  discount  rate  have  coincided  with 
measures  of  government  policy,  but  they  have  never  been 
presented  as  belonging  to  a package  de^.  The  change  in 
the  Bank  Rate  would  have  happened  at  an  earlier  moment, 
because  we  have  always  been  able  to  consider  changes  in 
the  Bank  Rate  in  our  country  as  more  or  less  technical 
matters  decided  by  the  Bank  itself, 

11869.  Professor  Sayers:  They  are  technical  matters  in 
the  nature  of  the  decision,  and  perhaps  most  of  the  con- 
siderations which  go  to  the  making  of  the  decisions  are 

technical ; but  their  effects  may  be  broader  than  that? 

You  must  also  take  into  consideration  that  there  are 
changes  in  Bank  Rate  which  are  of  a purely  technical 
character,  and  do  not  involve  general  monetary  policy 
at  all,  If  the  rates  in  London  and  other  European  centres 
go  up  at  a certain  moment,  one  may  not  want  to  see  a 
drop  in  the  visible  reserves,  or  may  not  like  to  have 
pressure  on  the  money  market  which  would  bring  the 
Treasury  into  difficulties,  having  to  repay  short-term 
money  to  the  market.  We  may  also  have  to  adapt  the 
rate  in  Holland  to  a change  in  New  York,  as  we  have 
done  occasionally.  That  would  be  a purely  superficial 
adaptation  to  movements  abroad,  which  would  not  affect 
internal  monetary  policy  at  all.  Yet  there  may  be  a 
deeper  meaning,  because  although  at  that  moihent  it  may 
be  only  a technical  adaptation,  such  a change  may  be 
conforming  to  general  world  policy.  If  important  insti- 
tutions like  the  Federal  Reserve  System  and  the  Bank  of 
England  move  in  a certain  direction,  and  that  is  an  expres- 
sion of  general  economic  trends  in  the  world,  then  the 
decision  to  follow  may  be  only  a technical  one,  but  it 
would  bring  our  position  into  line  with  general  develop- 
ments in  economic  policy  aU  over  the  world. . 


11870.  When  you  say  it  would  be  purely  technical,  do 
you  mean  that  the  situation  in  the  Dutch  economy  would 

be  the  same  whether  you  took  that  step  or  not? Yes. 

I mean  that  I would  not  expect  that  change  in  the  rate  to 
affect  in  any  important  way  the  actual  amount  of  lending 
by  the  banks,  but  only  short-term  foreign  investment  and 
the  movement  of  short-term  funds. 

I187I.  Then  why  would  you  expect  a movement  of  Bank 
Rate  not  in  such  circumstances  to  have  effects  on  the 

internal  situation? ^We  can  lose  reserves  just  because 

of  money  market  fluctuations  or  because  of  a balance  of 
payments  deficit  on  current  account.  When  we  have  a 
balance  of  payments  deficit  on  current  account  for  any 
lengthy  period,  we  may  come  to  the  conclusion  that  it  is 
due  to  inflationary  financing  within  the  country,  which 
we  must  put  a stop  to.  We  might  then  increase  the 
rate  to  put  pressure  on  the  banks  to  reduce  the  expansion 
of  their  lending ; equally  one  might  reduce  the  rate  so  as 
to  have  an  influence  on  internal  monetary  policy.  On  the 
other  hand,  if  there  is  a movement  of  short-term  funds 
towards  New  York  and  this  reduces  reserves  within  the 
country  and  also  reduces  banks’  holdings  of  Treasury 
Bills,  one  might  say : “ We  had  better  reduce  somewhat 
iftiis  outward  flow  of  ^ort-term  funds.” 

11872.  But  why  would  you  expect  a rise  in  Bank  Rate 
to  have  deflationary  effects  in  one  case  and  not  in  the 

other? The  difference  might  be  that  in  one  case  we 

would  only  increase  the  Bank  Rate  by  i per  cent,  and  in 
another  case  by  a full  1 per  cent.  When  I say  here  that 
the  Bank  Rate  has  not  always  been  effective  by  itself,  I 
have  in  mind  that,  if  I really  wanted  to  exert  an  influence 
on  the  amount  of  credit  given  by  the  banks,  I would  also 
talk  to  the  Banks  and  make  use  of  moral  suasion  and  the 
other  possibilities  we  have  to  get  a hold  on  the  situation. 

11873.  Are  we  not  back  at  the  point  where  the  rise  in 
Bank  Rate  is  just  a signal,  if  you  say  that  when  you  want 
to  have  deflationary  effects  you  will  do  other  things  as  well? 

You  are  inclined  to  draw  these  lines  so  sharply.  My 

point  is  this.  I believe  that  a rise  in  Bank  Rate,  if  it 
is  sufficiently  large,  will  have  by  itself  a certain  effect  on 
demand  for  credit,  but  not  too  much.  If  it  is  the  Bank’s 
policy  that  the  banks  should  be  very  careful  about  their 
lending  policies,  apart  from  raising  the  Bank  Rate  we  will 
also  talk  with  the  banks  and  try  to  influence  their  opera- 
tions. One  might  even  say  to  the  batiks ; " This  is  a 
credit  ceiling,  and  you  must  not  go  beyond.”  If  I used 
the  Bank  Rate  as  a means  of  influencing  monetary  policy 
I should  also  look  to  other  means.  If,  however,  I was 
using  the  Bank  Rate  only  to  affect  the  movement  of  short- 
term funds,  I should  only  move  the  Bank  Rate  and 
nothing  else,  in  order  to  make  it  a little  more  or  less 
attractive  to  invest  short-term  funds  on  the  Dutch  market 
instead  of  on  other  markets. 

11874.  It  is  when  you  move  the  Bank  Rate  only  and 
do  not  do  other  things  that  you  say  that  the  movement 
is  a technical  operation? That  is  what  I mean. 

11875.  Professor  Cairncross:  Would  it  be  your  experi- 
ence in  the  last  few  years  that  there  has  been  substantial 
movement  of  funds  in  response  to  interest  differentials? 

^It  depends  what  you  call  substantial.  It  has  fluctuated 

by  hundreds  of  millions  of  guilders. 

11876.  Sufficient  to  embarrass  you? That  depends 

upon  circumstances.  If  our  reserves  were  low,  we  should 
not  like  it ; when  reserves  were  high,  we  mi^t  not  care 
or  might  even  like  them  to  go  down.  It  might  make 
problems  easier  inside  the  country.  I have  explained  in 
the  memorandum  that  there  are  definite  limits  to  these 
movements,  because  the  banks  will  not  take  positions 
of  their  own,  not  at  any  rate  too  large  positions,  and 
if  they  wanted  to  cover  on  the  forward  market  it  might 
be  difficult.  Owing  to  a technical  position  we  moved 
our  rate  down  last  week.  We  now  have  a market  rate 
which  is  below  the  New  York  rate.  The  forward  dollar 
has  hitherto  always  been  at  a premium  to  the  guilder ; it 
is  now  slightly  at  a discount,  which  clearly  shows  that 
there  is  a movement  and  that  people  want  to  cover.  The 
banks  will  move  to  the  higher  rate;  they  will  look  for 
cover  in  the  market.  If  there  is  a discount  we  may  get 
to  the  point  where  importing  businesses  which  do  not 
generally  buy  forward  dollars  say:  “I  cannot  lose  by 
buying  now  the  dollars  I need  six  months  hence.”  Then 
the  banks  will  be  able  to  move  funds  out. 
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11877.  If  we  raise  interest  rates  in  this  country,  do  you 
think  that  that,  in  itself  and  without  any  reaction  on 
confidence  in  sterling,  has  much  effect  on  the  movement 
of  banking  funds  through  covered  interest  arbitrage,  or 
do  you  think  that  it  has  a substantial  effect  on  the  move- 
ment of  covered  credit  in  dealings  between  this  county 

and  Amsterdam? find  that  any  increase  in  the  margin 

of  difference  between  short-term  interest  rates  in  London 
and  Amsterdam  has  an  influence  on  the  movement  in 
the  market.  Of  late,  interest  rates  in  London  have  con- 
tinually been  highCT  than  in  Holland.  As  a consequence 
that  would  natoally  lead  the  banks  to  move  into  the 
London  market ; when  they  have  reached  the  limit  to 
which  they  are  willing  to  take  positions  of  their  own,  they 
will  <wily  do  so  when  they  can  cover.  This  they  can  do  by 
selling  sterling  to  Dutch  importers  who  have  bought  in 
England  for  later  delivery ; flxey  can  only  sell  by  offering 
these  people  a discount.  It  all  depends  upon  the  discoimt. 
As  sterling  has  been  at  a discount  anyway  we  may  long 
have  exhausted  the  market ; but  ±ere  may  be  people  left 
who  have  not  already  covered  their  sterling  when  it  was 
cheap  to  do  it.  As  in  the  case  of  the  dollar  it  depends  on 
exact  market  conditions.  Even  a marginal  difference  is 
important  for  the  market  and  for  the  reaction  of  im- 
porters and  customers  in  going  into  forward  deals,  and 
there  may  be  some  movement  of  importance ; but  it  is 
always  limited  because  the  number  of  importers  who  know 
that  they  have  to  make  definite  payments  for  these  six 
months  ahead  is  always  limited. 

11878.  In  the  last  few  years  would  you  say  the  pre- 
dominating factor  has  been  the  interest  differential,  or 
would  you  agree  that  in  general  the  view  of  future  ex- 
change rates  or  lack  of  confidence  in  one  currency  as 
against  another  has  been  the  most  important  factor  at 

work? It  would  be  impossible  to  answer  that  question 

without  a very  thorough  analy^  of  the  figures  to  see 
whether  one  could  find  the  motivation  from  the  figures. 
There  is  no  doubt  that  there  have  been  periods  where 
sterling  was  very  weak,  and  nobody  wo^d  dream  of 
having  funds  in  London  without  being  covered.  As  a 
matter  of  principle,  the  banks  do  not  do  it  very  much 
any  way,  so  they  certainly  would  not.  On  the  other  hand, 
at  the  present  moment,  when  confidence  in  sterling  has 
improved  so  much,  there  will  be  a certain  inclination  to 
take  a small  position,  and  funds  will  move.  As  to  ex- 
porters and  importers,  there  are  certain  types  of  people 
who  cover  and  others  who  do  not  Some  people  get 
excited ; that  is  what  happened  in  September  last  year, 
when  people  who  do  not  usually  cover  suddenly  started 
to  cover  German  marks  and  American  dollars. 

11879.  We  are  interested  in  forming  an  opinion  about 
sterling  fluctuations.  It  is  clear  that  sterling  has  been 
a much  stronger  currency  in  the  last  six  months  than, 
say,  in  1957.  What  do  you  think  made  the  difference? 
It  was  not  presumably  the  difference  in  the  balance  of 

payments? ^This  is  a diflicull  question,  because  again 

you  ask  me  about  the  motivation  of  other  people.  I can 
only  judge  from  what  I know  of  general  talk  ; and  general 
talk  might  concentrate  at  one  time  on  the  world’s  prob- 
lems and  at  another  time  might  concentrate  on  government 
policies.  Those,  I think,  are  the  two  main  problems; 
the  third  problem  is  whether  your  reserves  are  actually 
moving  up  or  moving  down.  People  always  expect  things 
to  go  on  as  they  are.  If  reserves  move  up  they  are  opti- 
mistic and  when  they  move  down  they  start  to  be 
pessimistic. 

11880.  We  were  rather  hoping  to  hear  from  you  some- 
thing about  the  movement  of  Bank  Rate.  Have  you  an 
opinion  of  how  sterling  is  influenced  by  a rise  or  fall  in 
the  London  Bank  Rate? Bank  Rate  would  only  in- 

fluence rate  differentials  between  two  markets,  and  so  play 
a role  in  the  interest  preference.  Commercial  interests 
would  not  be  interested  in  Bank  Rate  as  such.  They  would 
not  start  to  cover  forward  ^change  just  because  the 
Bank  Rate  rose  2 per  cent  However,  the  policy  of  the 
central  bank,  as  part  and  as  an  expression  of  fte  total 
policy  of  government  can  be  considered  to  be  very 
important.  The  move  to  raise  the  Bank  Rate  as  high  as 
7 per  cent,  was  interpreted  outside  England  as  a very 
clear  indication  that  die  Government  and  the  Bank  of 
England  would  stop  at  nothing  in  defending  the  position 
of  sterling.  If  under  such  adverse  conditions  as  then 
existed  a country  did  not  move  the  rate,  and  the  authori- 
ties explained  that  they  would  not  move  the  rate  because 


it  would  be  bad  for  industry  to  have  to  pay  higher  rates 
of  interest,  people  would  say  that  this  was  a foolish  policy, 
and  that  to  refuse  to  move  the  rate  for  such  weak  reasons 
would  be  a sign  that  Government  policy  was  not  very 
strong.  It  is  clear  that  if  a country  is  in  a weak  position 
and  there  is  no  sign  of  a policy  which  grips  the  disequili- 
brium, flien  the  expectation  outside  the  coimt^  is  that  the 
situation  wili  worsen.  On  the  other  hand,  if -there  is  s 
clear  indication  of  a policy  which  people  interpret  to  be  in 
the  right  direction,  then  it  will  strengthen  confidence. 

11881.  The  interesting  point  for  us  is  the  importance  of 
a movement  of  Bank  Rate  as  an  ingredient  and  symptom 
of  Government  policy.  Would  you  think  that,  if  in 
September  1957  no  change  bad  taken  place  in  the  Bank 
Rate  but  the  other  measures  of  policy  had  been  taken, 
the  effect  on  opinion  abroad  would  have  been  as  pro- 
nounced as  it  was? 1 would  think  not ; the  movement 

of  Bank  Rate  certainly  played  a role  in  the  judgment  of 
the  whole  situation. 

11882.  Professor  Sayers:  When  you  say  that  you 
thought  the  rise  in  Bank  Rate  to  7 per  cent,  showed  that 
the  British  authorities  would  stop  at  nothing,  there  would 
seem  to  be  an  implication  that  people  outside  this  country 
thought  that  a 7 per  cent,  Bank  Rate,  or  a Bank  Rate 
at  whatever  level  to  which  the  authorities  would  eventually 
push  it,  would  hurt  and  would  make  a difference  in  the 
economy.  Was  it  believed  that  7 per  cent,  would  make  a 
difference  by  itself? 1 really  cannot  answer  these  ques- 

tions, because  you  are  really  asking  not  my  opinion  but 
other  people’s.  I could  not  sum  up  general  opinion  about 
a controversial  subject  like  that. 

11883.  Could  you  sum  up  Amsterdam  financial  opinion? 

1 think  that  the  increase  in  Bank  Rate  was  interpreted 

in  our  market  as  a clear  sign  of  a positive  policy  of 
curbing  inflationary  development  internally. 

11884.  As  a sign? ^Yes,  that  would  be  interpreted  as 

a positive  sign  giving  more  confidence.  I do  not  remember 
that  it  was  ever  interpreted  as  a kind  of  despair  which 
showed  how  bad  the  situation  was. 

1 1 885.  It  was  as  a sign  of  action,  nothing  more  than  a 
sign?  Not  as  something  that  would  itself  have  effects 

internally? 1 do  not  think  that  people  bothered  so 

much  about  that  They  have  no  opinion  about  that.  They 
see  that  action  commences ; they  know  the  Bank  Rate 
moves  up,  which  is  anti-inflationary,  and  that  is  a move 
in  the  right  direction. 

11886.  Why  were  not  the  1955  and  1956  moves  of  Bank 

Rate  equally  impressive  outside? 1 do  not  know.  I 

do  not  remember  that  there  was  any  particular  speculative 
movement  at  that  time.  There  has  been  much  talk  also 
about  “ leads  and  lags  ”,  we  saw  very  clearly  the  “ leads 
and  lags”  in  1957  but  not  in  1955  and  1956.  I do  not 
remember  any  dear  movement  of  funds  out  of  Holland 
or  into  Holland  in  those  years, 

11887.  So  that  the  sign  argument  is  important  when 
there  is  an  obviously  speculative  movement,  but  not  other- 
wise?  1 would  say  so. 

11888.  Professor  Cairncross:  It  has  been  put  to  us  on 
occasion  that  a central  bank  raising  its  rate  rather  sharply 
might  frighten  public  opinion  rather  than  reassure  it,  and 
that  a small  rise  in  Bank  Rate  may  be  preferable  to  a 
rather  large  rise.  Have  you,  in  your  own  country  and  in 
your  own  policy,  ever  been  conscious  of  that  problem? 

Yes,  we  have ; it  is  a v^  difficult  problem.  We  put 

up  the  Bank  Rate  in  April  1951  by  1 per  cent,  as  a 
clear  warning  sign  ; we  jumped  from  3 to  4 per  cent.  We 
considered  that  quite  an  increase.  I must  say  that  your 
increase  to  7 per  cent,  was  quite  exceptional.  I was  a 
bit  stunned,  and  much  admir^  your  courage  to  make  a 
big  jump  like  that.  That  is  a big  decision,  to  increase  by 
2 per  cent.  On  the  other  band  we  increased  Bank  Rate 
in  February  1956  by  i per  cent.  That  was  also  a kind  of 
warning,  because  we  fdt  that  internal  developments  were 
not  in  the  right  direction.  I have  always  wondered  since 
whether  we  should  perhaps  have  done  better  to  increase 
it  by  1 per  cent. ; perhaps  more  notice  would  have  been 
taken  of  that.  One  cannot  know  the  answer ; next  time 
we  might  try  other  things  and  see  whether  we  get  sufficient 
response. 

You  must  be  dear  that  an  increase  in  the  Bank  Rate 
in  Holland  under  normal  conditions  will  only  affect  the 
rates  the  banks  charge  to  their  customers.  These  rates  are 
largely  based  on  the  Bank  Rate,  so  that  it  will  be  brought 
home  to  trade  and  industry  that  money  is  becoming  more 
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expensive.  That  may  be  a warning ; or  they  may  be  so 
optimistic  that  they  do  not  care  a bit.  In  the  early  stage 
of  a business  boom  in  our  country  the  banks  are  mosdy 
so  liquid  that  they  are  not  worrying  about  liquidity  and 
having  to  heed  the  influence  of  the  central  bank.  That 
is  so  far  off  that  one  could  not  expect  it  to  work  that 
way.  It  is  only  in  the  later  stages,  as  the  banking  system 
gets  nearer  to  the  limits  of  its  Liquidity,  that  we  could 
expect  reaction  in  the  policies  of  the  banks  themselves. 

11889.  Chairman:  In  paragraph  25  you  stress  the  point 
that  access  to  the  resources  of  your  Bank  is  a privilege. 
I suppose  it  follows  from  that  view  that,  if  your  influence 
is  to  be  effective,  the  wider  the  circle  of  people  who 

resort  to  you  the  better? Netherlands  Bank  has 

powers  to  give  loans  to  everybody.  Even  between  the 
wars  there  was  quite  a gener^  public  taking  loans  from 
the  Bank.  We  have  discontinued  that  completely.  We 
have  purposely  tried  to  be  only  a bankers’  bank,  and  we 
have  left  other  Adds  to  the  banks ; so  though  legally  we 
can  make  loans  to  private  persons,  we  very  rarely  do  it 

11890.  Professor  Sayers:  I wonder  whether,  on  para- 
graph 43,  you  want  to  insist  on  the  difference  between 
U.K.  and  Dutch  practice  as  to  what  happens  when  there 
is  a loss  of  foreign  exchange?  Is  not  the  effect  in  both 
cases  that  the  liquidity  of  commercial  banks  declines 
automatically? — —General  liquidity  yes,  not  cash  liquidity. 
With  you  the  liquidity  ratio  must  be  affected ; with  us 
the  difference  is  in  the  cash  liquidity  of  the  banks. 

II891.  The  governing  liquidity  is  affected  in  the  same 

way  in  boith  countries? ^Yes,  only  with  us  it  has  so  far 

played  only  a small  role  because  it  was  anyway  rather 
high. 

11892.  On  paragraph  56,  when  the  Netherlands  Bank 
operates  in  the  forward  foreign  exchange  market,  does 
it  have  any  particular  consistent  policy  on  the  rates  at 
which  it  deals,  or  does  it  move  its  rates  according  to 

circumstances? ^This  is  so  exceptional  that  we  would 

have  to  make  our  policy  at  the  moment  according  to 
circumstances. 

11893.  Professor  Cairncross:  You  give  an  indication 
here  of  the  scale  on  which  you  enter  the  foreign  exchange 
market ; do  you  publish  figures  of  your  foreign  exchange 

dealings  in  your  weekly  returns? ^No,  we  do  not ; but 

we  may  afterwards  in  the  annual  report  give  an  indication 
of  the  scale  on  which  we  have  operated,  as  we  did  in  the 
annual  report  of  last  year.  The  market  would  know,  of 
course,  that  we  were  in  the  market,  but  we  would  not 
give  figures.  We  do  not  show  these  forward  obligations 
on  our  balance  sheet  as  the  National  Bank  of  Belgium 
does. 

11894.  At  what  interval  does  it  do  so? its  weekly 

statements.  . 

11895.  Chairman:  In  paragraph  62,  where  you  are  deal- 
ing with  qualitative  credit  restrictions,  you  make  the  point 
that  this  type  of  control  worked  rriatively  satisfactorily 
during  the  very  first  years  of  the  reconstruction  period, 
but  became  more  and  more  difficult  to  apply  when  normal 
conditions  returned.  I wonder  if  you  could  enlarge  on 
the  difficulty  of  working  these  qualitative  restrictions? 

would  say  that  the  answer  lies  in  the  simplicity  of 

purpose  of  general  economic  policy  and  the  w^ngness 
of  people  to  put  up  with  controls,  which  is  also  a function 
of  the  stresses  in  the  economy.  Under  a war  economy 
everybody  is  willing  to  accept  governmental  controls  which 
are  aimed  at  winning  the  war.  Even  in  a reconstruction 
period  governments  can  control  and  people  will  put  up 
with  a refusal.  But  the  more  the  singleness  of  purpose 
disappears,  the  more  difficult  it  gets  for  a government  to 
judge  whether  one  thing  or  another  is  more  important ; 
and  also  the  willingness  of  the  people  to  put  up  with 
their  decisions  disappears. 

11896.  The  range  of  choice  gets  much  larger? Yes; 

and  it  becomes  very  difficult  to  say  what  is  the  purpose 
of  economy  anyway.  The  general  wealth  of  the  people; 
what  is  that?  Sweets  are  also  part  of  the  general 
wealth,  so  why  should  you  not  put  up  a plant  for 
making  chocolates,  or  a cinema  or  whatever  it  is? 

11897.  Would  you  think  that  simple  distinctions  like 
“ essential  ” and  ‘‘  non-essential  ” are  almost  incapable  of 

application? would  think  that  they  are  worthless, 

and  very  dangerous  in  so  far  as  they  strongly  encourage 


the  tendency  to  become  completely  protectionist ; “ essen- 
tial ” is  everything  which  replaces  imports  or  which 
furthers  exports,  and  “ non-essential  ” is  the  other  things, 
and  one  gets  farther  and  farther  away  from  a real  mar- 
ket economy.  It  only  happens  because  people  look  at 
this  foreign  exchange  business  as  if  it  were  a thing  by 
itself;  but  one  could  never  really  get  it  right  in  the 
long  run  by  that  sort  of  decision.  I think  that  ffie 
foreign  exchange  aspect,  which  has  often  entered  into 
these  kinds  of  consideration,  is  a thing  which  is  bound 
to  be  applied  wrongly  and  mistakenly ; and  the  other 
decisions  of  “ essentisd  ” and  “ non-essential  ” have  no 
basis  in  a free  economy. 


11898.  Professor  Cairncross:  Do  you  have  any  restric- 
tions on  the  flotation  of  long-term  capital  issues  for 

abroad? ^Yes,  as  part  of  our  exchange  control.  Foreign 

exchange  control  appHed  by  the  central  bank,  as  it  is  here 
by  the  Bank  of  England,  tends  to  be  a completely  dif- 
ferent thing  from  monetary  policy,  though  at  moments 
people  slip  in  the  foreign  exchange  control  arguments  in 
dealing  with  internal  monetary  problems.  The  Bank  has 
no  responsibility  of  its  own  in  the  field  of  foreign  exchange 
policy  at  all ; it  is  purely  and  solely  government  policy 
and  we  are  nothing  but  agents  of  the  government  in  the 
execution  of  that  policy.  In  execution  we  may  take  a lot 
of  decisions  on  the  spot  and  they  are  left  to  us,  but  the 
general  lines  should  be  given  to  us  by  the  government.  It 
is  the  policy  of  the  government  fliat  we  cannot  afford  the 
export  of  capital  and  we  have  only  had  one  short  period 
since  the  war,  from  July  1954  to  August  1955,  when  we 
allowed  foreign  capital  issues  on  the  Dutch  market.  I 
would  say  that  purdy  from  the  point  of  view  of  exchange 
reserves  we  should  not  at  this  moment  worry  too  much 
about  export  of  capital,  but  as  a matter  of  equilibrium  of 
the  capit^  market  we  should.  Demand  for  capital  within 
the  country  and  also  from  the  government  is  very  large, 
and  supply  is  limited;  so  we  do  not  feel  at  the  present 
moment  we  can  afford  export  of  finance  capital. 

11899.  The  exercise  of  that  control  is  through  the 

Minister  of  Finance? No,  it  is  exercised  by  us,  as 

agents  for  the  government  in  foreign  exchange  control. 
People  could  not  transfer  the  proceeds  of  issues  without 
a forei^  exchange  licence ; so  they  would  have  to  apply 
for  a licence  before  floating  an  issue,  and  they  would  not 
get  a licence. 


11900.  Who  decides  which  issues  shall  be  permitted  and 

which  shall  not? ^We  have  not  discriminated;  no  one 

gets  a licence.  There  have  been  no  foreign  issues ; the 
international  finance  institutions  are  the  only  people  who 
have  been  allowed  to  issue  during  the  time  of  embargo 
on  foreign  issues.  This  is  a very  important  difference  be- 
tween England  and  Holland ; you  have  to  cope  with  the 
demand  for  capital  in  the  Commonwealth,  with  which 
you  have  no  foreign  exchange  control,  and  where  funda- 
mentally it  is  a matter  of  market  policy.  You  have  to 
leave  it  to  the  Capital  Issues  Committee  to  judge  things 
like  that. 


11901.  In  the  final  sentence  of  paragraph  83  you 
talk  about  the  increase  in  the  general  state  of  liquiffity 
which  must  be  the  consequence  of  simultaneous  hoarding 
by  the  public  and  inflationz^  financing  by  the  govern- 
ment. You  feel  that  attention  should  be  given  to  this, 
but  you  do  not  give  us  any  indication  of  the  action  which 

you  feel  is  called  for? 1 have  just  indicated  the 

dilemma ; it  will  depend  on  all  sorts  of  special  circum- 
stances what  choice  is  made.  At  the  present  moment  one 
might  say  that  the  private  sector  in  Holland  is  prob- 
ably slightly  deflationary,  and  the  government  tries  to 
remain  neutral  and  not  to  compensate  the  deflationary 
tendencies,  because  after  all  they  do  not  give  rise  to 
very  big  unemployment.  Unemployment  is  slightly  higher 
than  in  this  country  but  not  le^y  serious.  Tlds  is  a con- 
troversial problem,  of  course,  and  people  may  have  dif- 
ferent opinions ; but  there  is  this  danger  of  a compensa- 
tory policy  by  the  government  building  up  an  inflationary 
potential  for  the  future.  It  is  not  necessary  that  a com- 
pensatory policy  by  the  government  should  be  a policy 
of  short-term  financing.  It  may  very  well  be  that  the 
situation  is  such  that  they  can  do  it  by  long-term  finance. 
If  there  is  a supply  of  savings  which  the  private  sector 
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will  not  take  because  they  are  not  investing  and  the 
government  will  take  it,  there  is  no  inflationary  danger 
whatever  in  a compensatory  policy. 

11902.  Professor  Sayers:  Does  it  not  leave  the  private 

sector  abnormally  liquid? In  that  case  the  government 

could  come  into  the  market. 

11903.  You  mean  by  floating  long-term  securities? 

Yes ; if  investment  in  the  private  sector  goes  down  but 
savings  still  flow  into  the  market,  and  the  government 
replaces  the  private  sector  as  the  taker  of  the  savings  and 
in  the  end  as  the  investor,  the  effect  is  neutral. 

11904.  Suppose  that  the  public  is  not  willing  to  buy  the 
long-term  securities,  but  prrfers  to  hold  money  because 
it  thinVs  that  the  present  price  of  securities  is  ra&er  high  ; 
then  surely  it  is  in  the  interests  of  equilibrium  at  the 
moment  that  the  government  should  go  on  spending,  and 
&at  that  spending  should  compensate  for  hoarding  in  the 
private  sector? In  your  case  I ithink  ithat  the  govern- 

ment ought  to  pay  a higher  rate  of  interest.  I could  im- 
prove on  your  example.  If  ithose  responsible  for  the  de- 
flationary tendency  are  entrepresneurs  who  will  not  invest 
in  iongnterm  securities,  then  you  have  your  pure  case  and 
you  have  your  dilemma. 

11905.  Professor  Cairncross:  It  is  rather  difficult  to 
visualise  monetary  authorities  putting  up  interest  rates  in 
a period  of  recession ; it  would  be  unusual  to  react  in 
that  way ; would  it  not  also  be  rather  difficult  at  the 
outset  to  dispose  of  bonds,  especially  if  the  gilt-edged 
market  was  weak? 1 must  correct  a mistaken  im- 

pression. What  I said  about  increasing  rates  of  interest 
was  in  reply  to  Professor  Sayers’s  hypothetical  question 
which  assumed  that  private  people  were  holding  funds 
which  they  were  unwilling  to  lend  to  the  government  at 
the  prevailing  rate  of  interest  I said  that  it  would  be 
better  to  pay  a higher  rate  of  interest  than  to  inflate  the 
currency  because  people  did  not  want  to  invest  at  the  exist- 
ing rate.  But  I think  this  is  a rather  unlikely  situation. 
It  is  only  when  money  is  in  the  hands  of  entrepreneurs 
that  the  government  cannot  get  hold  of  it.  Private  people 
will  bring  their  money  to  the  savings  banks,  and  the 
savings  banks  never  refuse  to  invest  just  because  they 
fliink  the  rate  of  interest  is  low.  They  may  have  slight 
fluctuations  in  their  liquidity,  but  there  is  no  savings  bank 
that  can  afford  for  any  length  of  time  not  to  invest  the 
money  it  gets.  The  whole  situation  is  hypothetical  and 
unlikely.  More  likely  is  that  the  money  is  not  in  the 
hands  of  private  people,  but  in  the  hands  of  entrepreneurs. 
If  the  deflationary  tendency  gets  bad  enough  the  govern- 
ment may  then  have  to  go  in  for  inflationary  financing 
to  create  a compensation.  But  they  will  then  also  build  up 
liquidity  which  may  at  a later  stage  give  trouble. 

11906.  If  the  government  was  anxious  to  finance  in- 
creased expenditure  by  borrowing,  and  found,  as  it  might 
well  find  in  the  conditions  of  an  incipient  slump,  that  it 
was  difficult  to  make  large  issues  of  bonds,  would  there 
be  much  alternative  to  borrowing  short? No. 

11907.  Professor  Sayers:  Would  you  regard  it  as 
dangerous? At  that  moment  it  would  be  in  con- 

formity with  maintaining  monetary  equilibrium,  but  one 
would  be  conscious  of  Sie  future  danger. 

11908.  You  suggested  that,  if  the  money  were  in  private 
hands,  the  solution  would  be  that  the  long-term  rate  of 
interest  should  be  put  up.  Do  you  think  that  there  are 
ever  situations  in  which  ffie  government  cannot,  by  raising 
the  rate  of  interest  it  offers  on  its  securities,  get  its 

securities  taken  up? ^Yes,  definitely.  The  question  is 

how  much  of  the  liquidity  is  in  private  bands  and  how 
much  in  entrepreneurial  hands.  If  it  is  in  entrepreneurial 
hands,  it  is  fundamentally  not  open  to  consolidation ; and 
it  also  constitutes  a potential  threat  in  the  future  because 
the  entrepreneurs  are  going  to  spend  their  money  some 
day. 

11909.  What  is  the  solution  that  the  central  banks 

should  adopt  in  that  situation? One  has  to  choose 

between  evils.  Under  economic  conditions  and  unemploy- 
menit  like  those  that  exist  at  the  present  moment,  I think 
tiiat  one  should  not  try  to  compensate  too  much,  and 
I think  it  is  wise  to  keep  government  policy  neutral.  If 
on  the  other  hand  the  economy  was  really  spiralling  down, 
then  I would  personally  agree  that  it  would  be  better 
for  tlie  government  to  step  in,  even  if  they  could  not 
finance  it  long-term,  and  try  to  compensate.  Then  con- 
trary action-  is  left  to  the  future ; but  the  trouble,  is  that 


contrary  action  is  often  practically  impossible.  That  is 
what  we  have  lived  through  in  1956,  and  in  the  period  of 
the  activation  of  the  over-liquidity  of  the  war ; once  the 
private  sector  starts  to  activate  its  Ifquidity  and  to  spend, 
there  is  no  way  of  getting  the  government  to  reduce 
its  expenditure. 

11910.  What  should  the  central  bank  do  in  such  a 
situation?  The  obvious  fiscal  reaction  is  to  have  a series 
of  budget  surpluses ; but  you  were  supposing  that  toe 
government  is  unwilling  to  go  as  far  as  it  should  in  that 
compensatory  direction,  so  that  the  private  activation  of 
money  is  not  fully  compensated  by  government  surpluses. 

In  that  situation  how  should  the  central  bank  behave? 

In  my  opinion  the  central  bank  is  for  all  practical  purposes 
powerless.  Theoretically  it  might  try  to  force  the  banks 
to  reduce  their  loans,  but  that  is  almost  impossible  in  a 
generally  inflationary  atmosphere.  Here  is  a clear  case 
where  monetary  policy  has  to  be  done  by  the  government ; 
it  cannot  be  done  by  the  central  bank.  It  woifld  be  useless 
to  increase  the  Bank  Rate  against  that  situation. 

11911.  What  about  your  long-term  rate?  Should  you 

try  to  do  anything  about  that? 1 do  not  think  that  the 

central  bank  can  really  do  anything  about  the  situation. 
It  is  not  possible  to  prevent  people  spending  their  own 
money,  and  if  they  draw  on  their  surplus  liquidity  toe  only 
way  to  compensate  is  for  the  government  to  have  a surplus 
or  to  get  some  outside  aid. 

11912.  Chairman:  You  spoke  of  two  periods  when  it 
was  impossible  to  sell  long-term  government  securities. 
What  are  the  conditions  which  create  that  impossibility, 
because  theoretically  the  government  can  bid  up  its  offer 

to  an  unlimited  extent? ^This  is  a situation  where  toe 

government  would  have  to  outbid  the  private  sector  in 
trying  to  get  hold  of  the  savings  of  the  people.  That  is 
extremely  difficult,  because  the  private  sector  is  more  likely 
to  outbid  the  government. 

11913.  Professor  Sayers:  But  in  the  situation  we  were 
considering  it  is  not  a matter  of  outbidding  the  private 
sector ; it  is  bidding  a sufficient  price  to  induce  people  to 

move  out  of  idle  money  into  securities? That  would 

be  a state  of  over-liquiffity  created,  for  example,  by  war 
financing.  We  knew  that  situation  and  you  have  known 
it.  We  made  our  monetary  reform  to  try  to  get  away  from 
it ; then  the  government  was  sitting  on  the  same  money 
and  even  so  spent  it.  But  let  us  suppose  that  this  liquidity 
is  in  the  hands  of  the  public,  and  the  public  is  trying  to 
spend  it.  I can  theoretically  conceive  of  two  ways  of 
getting  hold  of  this  money : for  the  government  to  place 
long-term  loans  on  the  market  and  use  them  to  repay  debt 
to  the  banking  system,  or  for  the  government  to  create 
a budgetary  surplus  by  taxation.  The  essential  point  is 
in  whose  bands  is  this  money.  If  it  is  in  the  hands  of  toe 
entrepreneurs,  there  is  no  method  of  getting  it  out  of  their 
hands  except  by  taxation.  Entrepreneurs  are  not  going  to 
invest  their  money  in  government  bonds  because  toat  is  not 
their  business.  If  however  it  is  really  in  the  hands  of 
private  people  (which  is  rather  unlikely,  because  it  would 
then  be  in  tiie  hands  of  the  savings  banks  and  it  would 
have  long  been  consolidated)  it  would  be  conceivable  to 
sell  long-term  bonds  and  get  away  from  the  problem. 

11914.  You  do  not  believe  that  there  is  any  price  toe 
government  can  pay  on  its  long-term  money  that  will 
have  any  influence  at  all  in  checking  the  pace  at  which 

entiepeneurs  are  spending? 1 do  not  know ; we  have 

never  tried,  so  I think  the  question  is  too  hypothetical  The 
government  might  raise  the  rate  of  interest  in  that  situ- 
ation, but  that  would  not  prevent  the  entrepreneurs  flora 
spending  their  own  money.  They  would  not  invest  it  in 
long-term  bonds,  I think ; but  there  your  traditions  may 
be  somewhat  different  from  ours.  I have  the  impression 
that  in  England  entrepreneurs  are  more  inclined  to  go  Into 
long-term  investment  than  they  are  in  the  Netherlands. 
Wiffi  us  it  is  extremely  rare,  for 'liquid  reserves  to  be  in- 
vested in  long-term  bonds  by  entrepreneurs.  Here  you 
have  more  of  that ; there  is  a larger  and  easier  market 
even  for  long-term  bonds,  so  that  they  might  take  the  risk. 
With  us  they  will  not,  because  they  know  that  they  cannot 
easily  sell  them. 

11915.  We  have  been  talking  in  all  this  about  the  private 
sector  being  abnormally  liquid.^  I notice  that  in  your  last 
annual  report  you  take  the  view  that  30.,  per  cent,  is  a 
normal  degree  of  liquidity  of  the  private  sector.  Do  you 
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thin^  that  there  is  a point  at  which  the  reduction  in 
liquidity  of  the  private  sector  fairly  quickly  changes  the 
aspect  from  one  of  abnormally  high  liquidity  to  one 
of  abnormally  low  liquidity?  In  this  country  we  have 
had  a gradual  fall  in  the  proportion  of  the  money  supply 
to  the  money  national  income,  and  this  fall  seems  to  be 
continuing.  Do  you  think  that  there  is  a point  at  which 
we  can  expect  people  to  begin  to  feel  so  uncomfortably 
short  of  money  that  they  begin  to  alter  their  course  of 

action  in  spending  on  capital  and  on  consumption? 

Yes,  I do.  We  have  been  working  on  the  hypothesis  that 
the  liquidity  which  we  reached  during  the  peak  of  the 
Korean  crisis  was  a kind  of  minimum  liquidity.  At  that 
moment  we  had  a rather  open  economy.  Trade  liberalisa- 
tion had  proceeded  quite  far ; people  could  buy  what  they 
wanted ; prices  were  going  up.  There  was  ev^  incentive 
to  spend  money  that  an  entrepreneiu:  could  have.  At  th^it 
moment  the  total  mass  of  primary  liquidity  was  Uttle 
over  30  per  cent,  of  the  national  income,  and  we  have 
been  working  on  that  as  a minimum.  This  is  never 
absolute ; as  we  know  from  the  history  of  inflation  in 
Germany  in  1922,  if  you  inflate  fast  enough  people  will 
bring  down  liquidity  to  practically  nothing;  people  will 
not  hold  money  any  more.  But  for  normal  conditions 
where  there  is  still  sufficient  confidence  in  the  value  of 
money,  and  liquidity  preference  is  determined  only  by 
outside  circumstances,  such  as  expectations  of  price  in- 
creases, holding  larger  stocks  and  so  on,  we  come  to  a 
imnimum  fi^re.  We  have  now  reached  a stable  level  of 
Lquidity,  which  has  no  strong  tendency  to  drop  any  more. 
In  a recession,  of  course,  it  goes  up,  which  is  the  normal 
thing  to  expect.  So  we  believe  that  for  practical  purposes 
one  can  say  that  this  is  probably  the  normal  minimum 
amount  of  liquid  resources  that  people  will  want  to  holi 
It  is  their  own  choice  to  hold  this  liquidity ; we  cannot 

{Adjourned  until  Thursdt^,  21th 


force  them  to  hold  less.  They  wUl  simply  not  go  into  long- 
term investments,  given  this  general  state  of  liquidity. 
And  if  they  want  to  go  in  for  new  investment  they  will 
not  be  able  to  reduce  liquidity  further,  but  will  have  to 
borrow  funds  in  the  long-term  market. 

11916.  If  you  have  a gradually  spreading  opinion  that 
the  value  of  money  is  going  to  go  on  going  down,  would 
you  not  expect  the  ratio  to  go  on  falling? 1 would. 

yes- 

11917.  Is  there  any  bottom  to  it? ^We  know  too  little 

about  this  whole  thing.  As  I say,  in  the  German  con- 
ditions of  1922  the  real  value  of  the  monetary  circula- 
tion neared  zero.  If  governments  get  to  extremes  the 
people  will  also  go  to  extremes.  On  the  other  hand,  we 
also  know  from  the  history  of  liquidity  that  in  the  last 
few  centuries  (in  my  own  thesis  on  the  velocity  of 
circulation  I quoted  William  Petty’s  figures  about 
the  amount  of  circulation  in  Britain  in  relation  to  the 
national  income)  the  proportion  of  liquidity  to  national 
income  has  continually  increased,  and  that  it  is  much 
higher  in  more  highly  developed  coiintries  than  in  less 
highly  developed  countries  generally.  In  America  and 
Britain  and  coimtries  like  Holland  one  gets  to  normal 
figures  which  have  a tendency  to  maintain  themselves, 
and  which  one  can  count  upon  for  all  practical 
purposes. 

11918.  If  I were  examining  your  thesis  I might  argue! 

^There  is  no  doubt  that  toe  amount  of  liquid  holdings 

in  proportion  to  national  income  has  gone  up. 

Chairman : I think  that  brings  us  to  an  end  of  our 
questions,  Dr.  Holtrop,  with  very  great  gratitude  to  you. 
Thank  you  very  much  for  the  great  help  you  have  given 
us. — - — Dr.  Holtrop : It  has  been  a pleasure,  Mr. 
Chairman. 

November,  1958,  at  10.45  a.m.) 
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Broker,  called  and  examined. 


11919.  Chairman:  Good  morning,  gentlemen.  We 
have  given  advance  notice  of  the  questions  in  which  we 
are  interested.  Would  you  like  to  say  anything  before  we 

start? Mr.  O'Brien : 1 should  like  with  your  permission 

to  make  a statement  which  the  Governor  has  asked  me  to 
make  to  the  Committee  in  relation  to  Issue  Department 
policy. 

It  is  over  a year  since  the  Governors  gave  the  Bank’s 
main  evidence  on  Issue  Department  policy  and  debt 
management— the  primary  reference  is  Q.I762  on  the  25th 
October,  1957.  Before  the  Committee  examine  the 
Government  broker  and  myself  on  operating  aspects  of 
these  questions,  I am  authorised  by  the  Governors  to 
confirm  in  the  following  statement  the  general  aims  of 
policy  as  then  put  forward. 

Put  briefly,  we  stated  the  general  aims  of  Issue  Depart- 
ment policy  as  to  maintain  an  orderly  market,  not  to  resist 
a definite  trend,  and  not  to  intervene  on  any  continuing 
or  large  scale  with  the  object  of  shifting  prices  one  way 
or  the  other.  The  functions  within  these  limits  of  the 
Issue  Department  were  explained  in  connection  with  new 
Government  borrowing  and  refinancing:  and  the  con- 
tinuous need  to  fund  short-term  debt. 

During  the  past  twelve  months  there  has  been  a pro- 
gressive restoration  of  confidence  in  sterling  and  Bank 
Rate  has  been  reduced  from  7 per  cent,  to  4 per  cent 
As  a result  there  has  been  a definite  trend  towards  a rise 
in  gilt-edged  prices  and  a distinct  rise  has  in  fact  occurred. 

During  this  period  the  policy  stated  earlier  has  been 
maintained,  in  that  the  Bank  have  not' sought  to  halt  or 
reverse  this  trend : but  funding  has  gone  on  almost  con- 
tinuously, and  this  has  restrained  the  rise  in  prices, 
al&ough  to  an  extent  which  caniiot  be  accurately  deter- 
mined. (See  Q.1796.)  If  there  is  a footnote  to  add  to  the 
previous  evidence — ^which  was  concentrated  on  those 
aspects  in  which  the  Committee  were  particularly  interested 
— It  is  perhaps  that  this  restraint  may  have  been  more 
consciously  exercised  than  in  some  earlier  periods.  It 
would  still  not  be  true  to  say  that  the  Bank  were  aiming 
at  any  particular  range  of  rates : but  four  points  may  be 
made : — 

(1)  Fairly  high  levels  of  long-term  rates  were  appro- 
priate in  view  of  the  continuing  need  to  attract  a very 
considerable  volume  of  funds  into  long-term  gilt-edged 
securities,  confidence  in  which  had  only  recently  revived. 

(2)  More  specifically,  when  Bank  Rate  was  at  7 per 
cent,  and  just  below,  it  was  generally  apparent  that  short- 
term rates  were  likely  to  decline.  In  this  situation,  a 
gradual  decline  in  longer-term  rates  would  promote 
funding  more  effectively  than  a quick  decline. 

(3)  It  was  by  no  means  certain  how  much  of  a fall  in 
longer-term  gilt-edged  yields  would  be  fuHy  sustainable. 
A healthy  market  was  necessary  for  the  continuing  of 
funding:  it  would  be  better  preserved  by  moderate  rises 


m price  until  if  was  dearer  at  what  sort  of  level  it  would 
settle  down,  subject  always  to  the  usual  short-term 
fluctuations. 

(4)  Looking  beyond  the  immediate  market  situation,  the 
general  economic  outlook  did  not  appear  to  call  for  a 
pronounced  reduction  in  the  cost  of  long-term  capital 
A moderating  influence  on  the  upward  trend  of  gilt-edged 
prices  did  not  seem  to  run  counter  to  the  general  interest 
over  a rather  longer  period. 

11920.  If  I can  interpret  that,  what  you  are  particularly 
anxious  to  draw  attention  to  is  that  it  would  still  not  be 
true  to  say  that  the  Bank  were  aiming  at  any  particular 
range  of  rates,  but,  taking  into  account  the  four  con- 
siderations that  follow,  their  weight  in  their  dealings  in 
the  gilt-edged  market  has  been  thrown  in  favour  of 
keeping  prices  down  and  yields  up? Yes. 

11921.  We  shall  come  back  to  the  substance  of  it  in  a 
few  later  questions.  Might  we  now  have  a look  at  the 
questions  we  have  listed  out  to  you?  The  first  is : “ How 
far,  and  by  what  means,  is  it  known  in  the  gilt-edged 
market  what  are  the  day-to-day  operations  of  Her 
Majesty’s  Government?  ”,  Mr.  MuUeos,  perhaps  you 
can  help  us  on  that  because  it  is  rather  difficult  for  the 
outsider.  I picture  you  as  being  known  to  everybody  not 
only  as  being  the  Government  broker,  but  as  being  a 
partner  in  a firm  which  deals  generally  for  iprivate  cJients 
as  well  as  for  the  Government,  and  I cannot  get  clear 
in  my  mind  if  it  is  known  in  the  market  as  to  what  the 
sales  and  purchases  made  on  behalf  of  the  Government 
or  the  National  Debt  Commissioners  are.  Can  you  help 

the  picture  is? Mr.  Mullens:  Yes,  my 

Lord  Chairman.  I have  a partner  who  is  in  the  market 
place  all  the  time.  There  are  about  twenty  jobbing  firms 
in  the  market,  and  it  is  his  duty  to  keep  in  touch  with 
them  all.  When  there  are,  as  indeed  there  are  most  of 
ffie  time,  certain  stocks  which  I have  had  instructions 
from  the  Chief  Cashier  to  sell,  the  price  at  which  we  are 
prepared  to  be  approached  for  those  stocks  is  known  to 
iny  representative,  who  in  turn  keeps  the  market  advised 
of  the  prices  and  also  of  any  change  that  there  may  be 
not  only  in  the  day-to-day  policy  but  hour  to  hour  as 
the  market  progresses, 

11922.  Your  partner,  who  is  dealing  indifferently  for 
the  Government  and  for  other  clients,  lets  the  jobbers 
generally  know  that  there  is  a shopping  list  of  stocks  and 

the  prices  at  which  he  is  prepared  to  sell? Yes  I 

want  to  make  it  quite  clear  that  we  do  no.t  leave  a definite 
position  in  the  market ; the  Jobbers  must  come  to  us  and 
say : ‘ Can  we  have  so  much  of  stock  at  such  and  such  a 
price?  ”. 

11923.  Professor  Sayers:  And  similarly,  on  the  other 
side,  the  jobbers  would  ascertain  that  you  are  prepared 

to  buy  such  and  such  stocks  at  such  and  such  prices? 

They  would.  I am  completely  in  touch  with  my  partner. 
I am  never  away  from  my  office  or  our  “box”  near 
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the  Stock  Exchange.  I am  available  all  the  time  so 
that  he  can  and  will  nearly  always  ask  me ; but  he  is 
in  the  market  place  the  whole  time,  and  therefore  is 
easily  got  at  by  anybody  who  wishes  to  approach  him. 

11924.  Chairman:  How  is  It  known  whether  these 
are  sales  and  purchases  on  behalf  of  the  Government  or 
on  behalf  of  other  clients?  By  the  nature  of  the  stock? 

Yes.  We  would  never  disclose  who  our  client  is ; 

but  it  is,  as  you  say,  guessed  by  the  nature  of  the 
stock.  A recently  issued  stock  of  Her  Majesty’s  Govern- 
ment is  normally  for  sale  subsequently  to  the  issue, 
and  if  the  market  approached  us  for  any  of  that  par- 
ticular stock  it  would  be  almost  an  understanding  where 
it  came  from. 

11925,  Sir  John  Woods:  Is  the  converse  true  about  a 

shortly  maturing  stock? It  would  be  almost  true 

about  the  very  next  maturity,  although  it  is  not  impossible 
that  my  firm  would  have  an  order  from,  say,  a discount 
house  or  a big  company  to  invest  in  the  shortest  dated 
security. 

11926.  The  inference  which  the  market  would  draw  is 
clearer  in  the  case  where  you  are  selling  a recently  issued 
stock?— — Yes,  I think  so. 

11927.  Professor  Sayers:  Are  there  any  other  stocks 
that  are  recognised  as  being  at  any  time  on  the  Govern- 
ment’s shopping  list? No,  I do  not  think  so ; hut 

whenever  the  market  wanted  to  buy  a particular  stock 
whi<i  they  had  not  got  on  their  own  books,  they  would 
go  immediately  to  my  partner  and  ask  and  then  it  would 
be  for  me  with  ajgreement  of  the  Chief  Cashier 
to  see  if  we  were  able,  or  if  it  was  in  the  Government’s 
interest,  to  find  that  stock  for  them. 

11928.  That  might  happen  with  any  stock  in  the  gilt- 
edged  range? Other  than  the  next  maturity,  yes. 

11929.  Lord  Harcourt:  A jobber  finding  himself  short 
of  any  particular  stock  might  easily  inquire  about  that, 
simply  on  the  off-chance  that  you  would  be  a seller  of 
that  particular  stock? Indeed. 

11930.  Chairman:  Where  does  the  difference  come 
between  your  letting  it  be  known  to  the  market  that 
particular  stocks  are  available  and  indicating  the  price 
at  which  you  are  ready  to  sell  and  letting  them  know 
the  price  at  which  you  are  ready  to  be  approached. 

What  is  it  you  are  keeping  in  reserve? If  diere  is  a 

particular  stock,  whatever  it  may  be,  that  we  are  at  the 
moment  selling  on  behalf  of  the  Bank  of  England,  we 
only  sell  certain  amounts  of  stock  at  certain  prices. 
The  amounts  of  stock  that  we  sell  at  each  price  depend 
very  much  on  whether  I think,  having  discussed  it  with 
the  Chief  Cashier,  that  we  can  raise  the  price  quietly, 
and  so  encourage  the  market  to  go  up,  which  is  obviously 
our  best  chance  -of  selling.  At  some  stages  we  only  sell 
quite  a small  amount  of  stock  at  each  of  a series  of 
rising  prices ; for  instance,  when  we  come  to  the  end 
of  selling  a particular  stock.  At  the  beginning  we  tend 
to  sell  more  stock  at  a particular  price.  If  I were  to 
leave  the  jobbers  with  a definite  position,  it  could  be 
that  some  news  might  come  in  and  twenty  of  them 
would  rush  at  me  to  buy  stock  at  a price.  So  I leave 
myself  the  right  to  say  no.  Although  we  do  it,  I hope, 
with  their  full  confidence  and  support,  it  is  just  that 
difference  which  I feel  is  vital. 

11931.  You  have  the  next  step  in  the  back  of  your 
mind  and  you  arrange  it  with  the  Chief  Cashier,  but  the 
market  operating  from  different  angles  cannot  tell  when 

the  step  comes? No,  and  it  is  vita]  that  they  should 

not  be  able  to. 

11932.  Professor  Sayers:  You  indicated  just  now  that 
when  your  supply  of  a particular  stock  is  running  short 
you  would  be  likely  to  raise  its  price.  Would  that  be 
irrespective  of  your  general  policy  at  the  time  about 

prices? Not  quite.  I will  try  to  explain.  Generally 

speaking,  the  stock  which  it  is  well  known  that  we  are 
selling  tends  to  be  lower  than  the  equivalent  stocks  in 
the  market.  If  we  suddenly  said  that  we  had  no  more 
to  sell,  toat  would  be  reflected  in  a large  jump  in  the 
price  of  that  stock  and  we  try  and  iron  out  those  move- 
ments in  the  last  few  days  or  weeks. 

11933.  Lord  Harcourt:  You  therefore  adjust  your  tap 
price  more  frequently  as  a result  of  a smaller  volume  of 

sales  in  order, to  bring  it  up  'to  the  general  levels? 

That  is  true. 
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11934.  Chairman:  Is  it  possible  for  tap  prices  to 

change  more  than  once  in  a day? It  has  often 

happened. 

11935.  Professor  Sayers:  Or  it  may  remain  unchanged 

for  days  and  inde^  weeks  on  end? Certainly, 

especially  when  the  market  is  falling. 

11936.  Lord  Harcourt:  In  your  operations  in  the 
market  do  you  only  deal  with  the  jobbers? Yes. 

11937.  You  never  do  a deal  direct  with  a discount 

house,  or  an  insurance  company? Never.  My  firm 

never  does ; we  make  that  a rule. 

11938.  Professor  Cairncross:  Would  a large  buyer  wish- 
ing to  know  the  price  at  which  you  are  prepared  to  sell  be 

required  to  ask  a jobber,  who  would  in  turn  ask  you? 

That  is  true ; but  it  is  fair  to  say  that  most  brokers  also 
become  aware  of  the  prices  at  which  we  are  prepared  to 
sell,  and  negotiate  with  their  clients  subject  to  being  able 
to  deal  in  the  market. 

11939.  Chairman:  How  do  they  know?  Is  it  market 

chat  that  goes  on? Yes.  It  is  so  highly  competitive  that 

it  is  important  for  brokers  advising  their  clients  that  they 
should  know.  Somehow  they  find  out, 

11940.  Professor  Sayers:  So  that  if  a large  institutional 
investor  wanted  to  know  whether  he  could  get  such-and- 
such  stock  at  such-and-such  prices  he  would  ring  up  his 
broker  and  could  often  expect  him  to  say  whether  or  not 
ie  Government  broker  is  selling  such-and-such  a stock  at 
a particular  price? 1 think  his  broker  would  often  know. 

11941.  Professor  Cairncross:  Have  you  any  idea  in  what 
proportion  of  cases  or  over  what  proportion  of  sales  a 
jobber  would  come  to  you  in  order  to  obtain  stock,  com- 
pared with  the  total  dealings  in  which  he  was  engaged? 

If  it  was  a stock  which  had  been  recently  issued,  90  per 
cent,  of  the  time  he  would  come  to  me.  If  it  was  a stock 
that  had  settled  itself  in  the  market,  he  would  as  often  get 
that  stock  from  an  insurance  company  or  a bank  through 
a broker  as  through  me. 

11942.  Chairman:  When  we  are  talking  about  the  sales 
on  behalf  of  the  Government  how  much  of  this  is  to  be 
regarded  as  switching,  in  which  you  are  exchanging  one 
kind  of  stock  you  want  to  get  rid  of  for  another  you  are 
taking  in  against  it,  and  bow  much  is  direct  sales  for  cash? 

Without  looking  into  detail  it  would  be  difficult  for  me 

to  answer  your  question  specifically,  but  I might  put  it  this 
way.  When  the  market  is  reaUy  firm  and  is  expecting  lower 
interest  rates,  nearly  all  the  business  that  we  would  do  on 
beihalf  of  the  Bank  would  be  selling.  On  the  other  hand, 
when  markets  are  inclined  to  be  quieter  or  indeed  perhaps 
even  going  down,  we  are  then  prepared,  in  consultation 
with  the  Chief  Cashier,  to  sell  one  stock  of  which  we  have 
a lot  and  buy  another  of  which  we  may  have  none  or 
anyway  very  little.  But  nearly  always  it  would  be  a 
security  of  shorter  date,  so  that  we  are  in  effect  stepping 
back  all  the  time. 

11943.  That  has  represented  your  current  policy  over  a 
period  of  years  now,  that  when  you  are  making  a switch 
you  are  giving  a longer-term  stock  in  exchange  for  a 

shorter  one? Mr.  Mullens:  Exactly.— Mr.  O’Brien: 

Our  object  has  been  to  fund  as  much  as  possible.  We  also 
have  the  object  of  facilitating  the  re-funding  of  the  next 
maturity ; the  basis  of  that  policy  would  be  to  buy  the  next 
matuii'^  as  it  came  on  offer  and  to  sell  other  stocks  as  far 
as  possible.  But  ffiCTe  are  various  positions  between  that 
which  we  take  up  throughout  the  course  of  the  year, 
depending  on  the  state  of  the  market.  As  Mr.  Mullens  says, 
when  the  market  is  strong  we  have  an  easy  run  and  we  are 
selling  all  the  time,  buying  very  little.  If  we  are  buying,  it 
is  probably  the  next  maturity  or  something  very  near  it. 
But  there  are  other  times  when  the  market  is  not  so  strong, 
when  nevertheless  in  the  interests  of  facilitating  market 
operations  we  do  things  which  suit  us  not  perhaps  very 
much  at  the  time,  but  which  are  likely  to  help  us  later  on 
when  better  conditions  return,  by  taking  in  shorter  stocks 
against  longer  stocks. 

11944.  Would  you  never  have  a policy  which  led  you 
to  say  that,  whether  or  not  you  could  obtain  cash  by  out- 
right sales,  you  had  a general  wish  to  lengthen  the  debt 

and  therefore  would  switch  for  the  sake  of  switching? 

We  have  done  that. 

11945.  That  is  equally  likely  to  be  a policy  actirity  ^ 

the  other  you  were  describing? Not  equally  likely.  It 

has  not  been  in  recent  years,  because  of  the  great  " 
get  in  cash  in  order  to  reduce  the  floating  debt.  But  it  that 
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were  not  such  an  urgent  consideration  (for  example,  it  is 
not  at  the  present  tune,  when  the  banks’  liquidity  is  so 
much  lower  and  the  general  position  somewhat  modified), 
we  would  have  a considerable  interest  in  lengthening  the 
debt  in  that  way.  It  is  an  interest  we  have  all  the  time, 
but  at  times  it  is  perhaps  a secondary  objective  rather 
than,  as  nowadays,  a primary  objective. 

11946.  Professor  Sayers:  Do  people  operating  on  a big 
scale  ever  express  a willingness  to  switch  at  certain  prices, 
and  you  say  that  you  would  rather  not  do  the  transaction 

at  all?; -Mr.  Mullens:  Yes,  that  frequently  happens. 

Swtching  is  not  really  so  welcome  to  us  as  an  outright 
sale,  as  the  Chief  Cashier  says,  but  if  we  do  a switch  such 
as  you  have  suggested  I make  it  quite  clear  that  the  terms 
on  which  we  will  do  it  are  favourable  to  us  rather  than 
to  them. 

11947.  Lord  Harcourt:  A great  deal  of  switching  goes 
on  in  the  gilt-edged  market  die  whole  time  without  it  ever 
comrag  to  you  at  aU,  I imagine?  The  jobbers  hold 
considerable  books  in  all  stocks  themselves,  and  Aerefore 
there  is  constant  and  large  switching  in  which  you  are 
not  involved  in  any  way? Absolutely. 

11948.  Professor  Cairncross:  Are  you  able  to  give  us 
any  idea  of  file  size  of  the  jobbers’  books?  What  is  the 
magnitude  of  the  resources  they  bring  into  this  market? 

The  amount  of  stock  that  they  would  carry  on  their 

books  would  vary  according  to  their  view  of  what  was 
going  to  happen,  but  I suppose  it  would  not  be  unusual 
for  the  bigger  firms  to  hold  a position  of  somewhere 
between  £5  mn.  and  £10  ran.  worth  of  stock. 

1 1949.  But  -in  .the  aggregate  it  would  be  well  under 

£100  million? ^Yes,  I diink  it  is  undoubtedly  well  under 

it,  because  I was  only  speaking  about  the  few  really  big 
firms  in  the  market. 

11950.  And  the  turnover  in  the  market  might  run  at 

£50  mn.  a day,  I suppose? If  you  mean  by  tumovar, 

the  purchases  and  the  sales,  yes. 

11951.  I am  judging  by  the  figures  given  to  the  Parker 
Tribunal  which  were  for  Wednesdays  and  may  feerefore 
be  rather  higher  than  average,  but  these  averaged  about 
£50  mn.  on  the  seven  days  quoted.  Is  that  an  unreason- 
able indication  of  the  scale  on  which  the  gilt-edged  market 

now  operates? ^No,  not  at  aU.  It  varies  tremendously 

with  the  conditions  at  the  time,  but  that  would  be  a 
perfectly  fair  figure  to  go  by. 

11952.  Chairman:  But  a large  constituent  of  that  k 
switches,  I gather? ^Undoubtedly. 

11953.  Professor  Sayers:  Could  you  make  any  guess 
at  all  as  to  what  kind  of  proportion  is  switches,  week  in, 
week  out? Seventy-five  per  cenL  of  the  longer  business. 

11954.  Professor  Cairncross:  The  proportion  must  vary 

a great  deal  in  different  conditions  of  the  market? 

Yes  ; rather  as  I was  suggesting  that  we  ourselves  will 
sell  outright  on  a rising  market,  so  that  at  those  times  the 
percentage  of  cash  sales  would  go  up,  since  these  are 
straight  purchases  by  the  public  or  the  institutions,  whereas 
when  the  market  quietens  or  tends  to  go  down,  our  interest 
goes  to  switching  and  that  probably  forms  a large  part  of 
other  people’s  business  too. 

11955.  Chairman:  Our  second  question  is:  “How  far, 
and  by  what  means,  is  it  known  in  the  gilt-edged  market 
what  is  the  standing  or  current  policy  of  Her  Majesty’s 
Government  with  regard  to  operations  on  departmental 
account?  ’’  From  what  you  have  been  saying, _ I should 
assume  that  it  is  not  known  except  in  so  far  as  it  may  be 
deduced  from  operations  which  are  known  to  have  been 

conducted  recently  on  behalf  of  tiie  Government? 

Mr.  Mullens:  That  is  quite  correct. — Mr.  O'Brien:  Of 
course  it  is  known  tiaroughout  the  country  to  anyone 
interested  what  the  Government’s  overall  policy  is.  For 
example,  successive  Chancellors  have  said  that  their  policy 
is  to  fund  so  far  as  possible,  and  the  Government  have 
been  seen  to  issue  stocks  for  that  purpose.  So  &at  sets 
the  picture,  and  then  Mr.  MuUens  comes  in. — Mr. 
Mullens:  Each  individual  jobber  naturally  keeps  very 
much  to  himself  what  he  is  doing ; so  the  whole  market 
is  not  necessarily  aware  of  what  was  going  on  at  ah. 

11956.  Jobbers  all  stand  more  or  less  in  a row  on  the 
floor  of  the  house? ^They  stand  in  an  area. 

11957.  They  are  very  much  side  by  side;  but  because 
you  are  doing  a deal  with  one  jobber  on  particular  terms. 


it  does  not  mean  that  the  next  jobber  knows  what  has 
hapipened? ^No,  very  much  ihe  reverse, 

11958.  How  does  it  get  around  to  the  brokers  what  the 
Government  is  doing  that  day,  if  each  jobber  individually 

does  not  know  what  the  otiier  one  is  doing? Because 

any  jobber  can  go  up  to  my  partner  and  say  to  him : If  I 
bid  you  so  much  for  such  and  such  stock,  would  you 
sell  it?  ”,  and  my  partner  would  say : “ Yes,”  subject  to 
his  just  confirming  it  with  me.  TTiat  information  could 
go  from  any  jobber  in  the  market  to  any  broker. 

1 1959.  iSir  Tohn  Woods : Is  it  right  to  say  that  what  the 
brokers  get  to  know  is  price ; what  is  not  known  is  the 

volume? ^Nor  any  oAer  business  that  might  he  done 

that  day ; that  is  right. 

11960.  Professor  Sayers:  People  sometimes  make 

guesses  either  that  the  Government  broker  has  been  selling 
a great  deal  or  that  sales  have  been  very  small.  Would 

those  guesses  be  rightly  described  as  guesses? ^Up  to 

a point,  yes,  but  you  must  remember  that  if  we  are  selling 
to  any  l^ge  extent  there  are  probably  one  or  more  large 
buyers,  it  may  be  banks  or  may  be  insurance  companies. 
They  see  dozens  of  brokers  every  day  and  might  impart 
some  information  to  them.  That  is  the  way  it  gets  around. 

11961.  Professor  Cairncross:  When  you  name  a price 
to  a jobber,  do  you  impose  a limit  on  the  scale  of  the 
transaction  at  fee  same  time,  or  would  you  carry  through 
a transaction  of  any  size,  particularly  if  it  were  a selling 

transaction,  at  fee  price  quoted? ^I  would  always  say 

to  fee  jobber  feat  he  must  tell  me  what  fee  amount  is. 
I would  never  get  myself  into  a position  where  he  could 
deal  with  me  in  any  amount  feat  he  liked ; I should  say 
to  him  it  would  probably  be  all  right  up  to  a certain 
figure  and  he  would  then  come  back  to  me. 

11962,  Would  you  impose  a ceiling  on  a transaction 
where  fee  jobber  wished  to  buy  fee  latest  stock  at  fee 

price  you  were  quoting? It  is  unlikely,  but  it  could 

happen,  especially  towards  fee  end  of  the  tap. 

11963.  Lord  Harcourt:  You  might  very  well,  I suppose, 
tell  a jobber  that  he  could  have  half  his  requirements  at 
one  price  but  if  he  wanted  more  he  would  have  to  pay 

a sixty-fourth  over  that  price? Yes.  feat  is  undoubt^y 

often  done.  In  any  event  we  would  move  fee  price 
immediately  after  that  deal,  if  it  were  big. 

11964.  Mr.  Jones:  How  would  the  change  in  price  be 
determined,  in  view  of  fee  fact  feat  you  act  under  fee 

instructions  of  fee  Chief  Cashier? By  and  large  that 

would  be  left  to  me  by  fee  Chief  Cashier.  I see  fee 
Chief  Cashier  every  momiag,  I speak  to  him  always 
about  lunch-time  and  then  report  fee  business  at  the  end 
of  fee  day ; and  on  occasions  I may  see  the  Chief  Cashier 
or  speak  to  him  a number  of  times.  But  fee  actual  altera- 
tion of  one  price  is  generally  left  to  me  unless  there  is 
some  particular  reason  to  ask  the  Chief  Cashier  about  it. 

11965.  There  are  opportunities  then  for  stimulating 

sales  by  moving  prices? ^Yes.  When  we  raise  fee 

price  it  does  tend  to  encourage  people  to  buy ; of  feat  there 
is  no  doubt. 

11966.  What  happens  when  the  market  is  quiet? Mr. 

Mullens : We  probably  should  not  do  anything  if  we  were 
not  actually  dealing.  We  would  not  tend  to  move  fee 
price  unless  there  was  a demand  for  particular  stock. — 
Mr.  O’Brien : Mr.  Mullens  has  been  working  wife  us  for 
many  years,  and  he  knows  our  minds  on  these  questions 
completely.  A thing  Uke  this  is  something  which  be  does 
every  day,  knowing  that  it  is  what  I would  wish  him 
to  do  and  what  my  predecessors  in  the  past  have  wished 
him  to  do.  When  he  puts  a price  up  in  these  circum- 
stances he  is  doing  no  more  than  what  anybody  in  fee 
market  would  do  if  faced  with  a very  strong  demand  for 
stock.  If  there  is  strong  demand  for  any  commodity  the 
price  tends  to  go  up  ; to  keep  it  down  would  be  artificial. 
He  responds  to  specific  demands  in  that  way.  That  rise 
in  price  has  the  incidental  effect  of  bringing  in  other 
buyers  who  tend  to  come  in  on  a rising  market ; but  I 
would  not  want  it  to  be  thought  feat  feat  is  a lead  given 
to  the  market,  consciously  given  to  drag  the  market 
along.  It  is  responding  to  market  conditions  which  has 
fee  effect  of  ptiUing  in  other  buyers. 

11967.  Would  there  be  any  circumstances  where  the 
Bank  through  fee  Government  broker  would  reduce  prices 
in  fee  market  in  order  to  dispose  of  stock  and  to  encourage 

3 G 


Printed  irn^e  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


824 


COMMITTEE  ON  THE  WORKING  OF  THE  MONETARY  SYSTEM 


27  November,  1958]  Mr.  L.  K.  O’Brien  and  Mr.  W.  H.  J.  de  W.  Mullens,  D.S.O.,  T.D.  [Continued 


funding? Mr.  O’Brien:  I would  say  not — Mr. 

Mullens:  It  does  not  unfortunately  work  that  way.  The 
moment  that  people  see  prices  coming  down  Aey  hold 
off  immediately,  or  even  tend  to  sell  in  competition  with 
us.  The  majority  of  people  who  are  in  charge  of  invest- 
ing money,  whether  it  be  on  behalf  of  banks,  insurance 
companies  or  pension  funds,  do  not  only  look  at  the  stock 
at  the  rprice  it  is  on  sale  that  day.  They  look  to  see 
what  they  rhinlc  it  is  going  to  be  in  two  or  three  months’ 
time,  and  if  they  see  the  market  falling  nobody  will  buy. 
Ih  fact,  people  come  in  to  sell  and  the  market  goes  further 
down  until  it  comes  to  a moraeot  when  people  think  that 
it  has  gone  far  enough  and  if  the  long-term  trend  is 
generally  upwards  it  resumes  that  trend. 

11968.  In  circumstances  like  that  would  departmental 
funds  available  for  investment  have  a tendency  to  be  used 
for  Treasury  Bills  rather  than  for  long-term  investment? 

Mr.  O'Brien:  The  main  funds  would  be  the  Issue 

Department  or  the  funds  under  the  control  of  the  Comp- 
troUer-General  of  the  National  Debt  Office.  The  Issue 
Department  has  its  body  of  stocks  and  its  holding  of 
Treasury  Bills.  If  in  a weak  market  it  cannot  sell  stocks 
on  the  market,  any  fimds  becoming  available  would  be 
re-invested  in  tap  Treasury  Bills.  The  Comptroller- 
General  of  the  National  Debt  Office,  for  whom  Mr. 
Mullens  is  the  broker,  does  not  do  a great  deal  of  busi- 
ness in  the  market  nowadays  but  he  might  well,  I imagine, 
consider  that  a weak  market  was  a good  opportunity  to 
buy  something  that  he  wanted. — Mr.  Mullens:  Nine  times 
out  of  ten  we  should  not  buy  direct  for  him  unless  we 
had  made  some  compensating  sale. — Mr.  O’Brien:  The 
general  rule  which  we  try  to  follow  with  the  agreement 
of  the  Comptroller-General  of  the  National  Debt  Office 
is  tbft,  once  having  got  money  in  from  the  public  through 
the  various  funds,  the  Post  Office  Savings  Bank  or  what- 
ever else  it  may  be,  he  should  not  put  it  out  in  the  market 
again. 

11969.  Professor  Cairncross:  Are  funding  operations 
entirely  in  tenns  of  the  Issue  Department  and  not  of  the 

Comptroller-General  of  the  National  Debt  Office? 

am  thinking  primarily  of  them,  but  the  actions  of  the 
CoraptroUer  General  can  also  promote  funding  if  by 
funding  we  mean  lengthening  the  average  maturity  of  the 
debt  in  market  hands. 

11970.  His  decisions  would  be  taken  independently  of 

you? He  has  independent  responsibilities,  but  he  works 

very  closely  with  us.  As  I think  I have  said  before  at 
this  table,  where  he  can  reconcile  his  primary  responsibili- 
ties with  a helpful  attitude  towards  our  general  policy, 
he  very  frequently  does  so. 

11971.  Lord  Harcourt:  Mr.  Mullens,  do  you  deal  direct 
with  the  Comptroller-General  of  the  National  Debt  Office, 
or  does  he  pass  his  orders  to  you  through  the  Chief 

Cashier’s  office? ■-Mr.  Mullens : No,  I deal  direct  with 

him. 

11972.  Chairman:  I am  not  quite  clear  about  this  prin- 
ciple of  not  reducing  your  prices  when  the  market  looks 
weak.  Have  not  some  stocks  that  had  been  issued  at 
one  price  in  fact  been  got  rid  of  in  the  course  of  the 
following  months  at  a considerably  lower  price?  I think 
we  have  heard  that  the  Si  per  cent.  Funding  Stock  1999- 
2004,  issued  at  80,  at  one  stage  was  being  sold  at  a price 
in  the  60s  before  it  had  finally  been  all  disposed  of. 

How  has  it  come  that  that  reduction  took  place? 

Generally  speaking  it  comes  from  conditions  completely 
unconnected  witii  me.  It  might  be  a question  of  some 
international  incident  which  would  put  the  market  down, 
possibly  only  temporarily.  At  the  time  to  which  you  are 
actually  referring  it  was  undoubtedly  due  to  the  raising 
in  interest  rates  at  the  short  end.  That  would  have  been 
at  a period  when  the  Bank  Rate  was  actually  being  moved 
upwards ; that,  of  course,  does  have  a depressing  effect 
on  the  long  dated  stocks,  although  not  quite  so  quickly. 
The  stock  that  we  sold  was  purely  on  the  occasions  when 
people  thought:  “They  won’t  put  the  Bank  Rate  up  any. 
more’’,  or:  “Things  are  looking  better’’,  and  so  we  got 
that  turn  round  which  we  always  do  get  at  the  end  of  a 
fall.  On  that  small  rise  people  will  come  in  again,  and  so 
our  sales  for  the  Government  are  much  more  spasmodic. 
They  would  probably  happen  over  weekly  periods  or 
monthly  periods  as  opposed  to  a general  flow  of  sales 
which  occur  in  a steadily  rising  market. 

11973.  Professor  Sayers:  How  far  are  you  able  to 
judge  who . are  tiie  people  or  who  are  the  classes  of 


people  or  institutions  which  are  doing  the  main  buying  or 

selling  or  switching  at  any  time? It  differs  according 

to  what  stocks  we  are  actually  concerned  with.  With 
the  short  dated  stocks,  the  deals  are  mostly  those  of 
the  discount  market,  and  possibly  to  a small  extent  the 
banks. 

11974.  Is  this  in  the  whole  market  and  therefore  also 
in  your  own  operations,  or  is  this  just  a statement  of  the 

switches  with  you? ^No,  the  general  position  in  the 

case  of  switches  in  medium  dated  stocks,  those  between 
five  and  fifteen  years,  is  ffiat  probably  the  banks  would 
be  most  likely  to  be  switching.  Then  with  long  dated 
securities  insurance  companies  are  a very  big  factor,  and 
pension  funds  too. 

11975.  Can  you  judge  at  any  time  where  the  big  buying 
or  the  big  selling  is  coming  from,  when  there  is  a buying 

pressure  or  a selling  pressure  in  the  market? ^It  is  very 

difficult  to  tell  at  the  time  where  it  is.  Subsequently  it 
can  appear,  as  in  the  banks’  monthly  statements.  But 
during  the  period  when  buying  or  selling  is  taking  place 
k is  very  difficult  for  me  to  tell  actually  who  is  doing  it. 

11976.  But  is  it  difficult  for  you  to  judge  the  general 

direction  from  which  the  transactions  are  coming? 

Mr.  Mullens:  I can  only  guess  largely  by  the  type  of 
stock  which  is  being  pressed  for  sale. — Mr.  O’Brien : And 
the  size  of  the  deal. 

11977.  Lord  Harcourt:  The  nmrket  as  a whole  usually 
has  an  idea  where  big  movements,  whether  they  be  buying 

or  selling  movements,  are  coming  from? Mr.  Mullens: 

There  is  nothing  on  earth  to  prevent  the  jobber  knowing, 
because  nine  times  out  of  ten  he  can  see  ffie  name  on  the 
transfer ; but  he  would  not  normally  disclose  to  a broker 
who  that  was. 

11978.  Certainly  not  the  name;  but  is  not  the  type 

of  buyer  apt  to  get  known  in  the  market? It  could  get 

known. 

11979.  Professor  Sayers:  But  if  you  are  comparing  one 
period  of  weeks  when  prices  are  on  the  whole  tending 
to  rise  and  therefore  pubhc  buying  is  on  the  whole  big, 
with  another  such  period,  can  you  judge  that  the  origin 
of  the  buying  is  different  in  the  two  cases?  Have  you 
sufficient  knowledge  and  judgment  of  the  situation  over  a 

period  of  time  to  know  that? 1 do  not  think  that  I 

have  ever  given  that  particular  thought.  Pension  funds 
and  insurance  companies  tend  to  be  perpetual  buyers  by 
virtue  of  the  fact  that  the  funds  of  those  two  particular 
institutions  are  continually  growing.  But  it  is  difficult  to 
say  which  is  doing  the  buying  at  one  period  of  time  or 
another. 

11980.  Professor  Cairncross:  Surely  the  purchases  of 
the  pension  funds  and  the  insurance  companies,  while  they 
are  very  large,  are  only  a fraction  of  the  total  outright 
sales  from  the  Issue  Department  in  any  given  year.  You 
sold  one  year  at  least  £400  mn.  of  bonds.  The  purchases 
of  the  insurance  companies  and  pension  funds  might  be 
half  or  a littie  more  than  half  of  that  total.  Have  you 
any  idea  of  what  the  remainder  might  be  made  up?  Are 

these  .transaotions  of  private  persons  in  the  main? 

think  that  there  are  a considerable  number  of  what  we 
know  as  small  buyers  ; obviously  it  is  that  type  of  business 
wiffi  wffich  the  smaller  jobber  deals.  There  is  investment 
on  behalf  of  private  trusts,  and  the  Public  Trustee,  and 
(although  this  gets  into  slightly  bigger  figures)  the  build- 
ing societies  and  the  Trustee  Savings  Banks.  These  are, 
of  course,  nothing  like  so  big  as  the  ordinary  commercial 
banks,  but  they  undoubtedly  make  up  quite  a big  pro- 
portion and  have  a very  big  effect  ait  times  on  the  actual 
market  itself. 

11981.  Would  it  assist  you  if  there  were  a running 

record  of  ffie  ultimate  buyers  of  gilt-edged? 1 am 

afraid  that  I am  not  concerned  with  that.  I do  not  mind 
who  are  the  buyers  so  long  as  they  appear. 

11982.  You  do  not  think  that  market  research  might 
help? 1 doubt  it  very  much. 

11983.  Professor  Sayers:  During  the  last  year  I under? 
stand  that  there  has  been  a great  deal  of  buying  on  the 
rising  market.  Would  you  say  that  that  buying  has  been 
more  widely  spread  in  its  origiii  than  buying  over  the 

previous  years? 1 find  it  very  difficult  to  answer  this. 

I would  have  said  that  during  the  relatively  short  period 
when  tiiere  was  very  heavy  buying  it  was  very  general 
indeed.  1 see  it  myself  to-  a certain  extent  from  my  firm’s 
business  and  there  is  no  doubt  that  the  actual  buying 
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came  from  a very  large  section  of  the  community  who 
had  kept  the  money  idle  dtiring  the  shock  of  the  7 per 
cent.  Bank  Rate  of  last  year. 

11984.  Is  the  buying  on  a market  rising  from  a point 
at  which  yields  were  something  like  5^  per  cent,  differently 
spread  from  buying  on  a market  that  is  rising  from  yields 
of  4^  per  cent,  or  4 per  cent.  Has  your  experience 

anything  to  help  us  on  this? ^No  7 do  not  tihiak  so. 

It  is  really  dependent  upon  what  people  think  is  going  to 
happen.  I do  not  think  that  the  actual  rate  of  interest, 
provided  that  it  is  reasonable,  really  attracts  some  people 
more  than  others.  I think  that  they  are  all  prepared  to 
invest  in  the  market  at  a time  when  they  ^nk  the 
market  is  going  up. 

11985.  Does  the  circle  of  people  who  are  interested  in 
a rising  market  widen  or  narrow  according  to  what  sort 

of  level  of  rate  of  interest  there  is? Mr.  O'Brien-.  I 

suppose  that  one  factor  is  the  comparison  with  other 
rates  of  interest  available.  But  I would  have  thought 
that  a long-term  rate  of  interest  of  5 per  cent,  is  likely 
to  be  more  attractive  than  a long-term  rate  of  interest  of 
2i  per  cent. 

11986.  Has  Mr.  Mullens  any  definite  evidence  that 

would  tend  to  support  that? Mr.  Mullens'.  I do  not 

think  that  I can  help,  because  it  is  very  difficult  for  me 
to  know  who  is  actu^y  operating. 

11987.  Lord  Harcourf.  You  deal  in  bulk  with  the 
jobbers,  and  you  may  have  from  the  type  of  stock  dealt 
in  an  idea  of  where  the  buying  is  coming  from but 
there  may  be  a large  increase  in  small  orders  which 
you  will  not  know  about,  except  when  the  jobber  comes 

to  you  to  cover  his  position  in  a large  sum? ^That  is 

correct. 

11988.  Professor  Sayers'.  Does  a great  deal  of  dealing 
with  you  then  originate  in  another  jobber  rather  than 

with  a broker? All  brokers  have  to  go  to  a jobber. 

One  broker  does  not  deal  with  another  broker.  1 will 
not  deal  with  another  broker. 

11989.  Chairman:  So  you  are  always  in  the  position  of 
dealing  very  largely  in  bulk  with  this  jobber  or  that,  who 

has  concentrated  ffie  dealing  in  his  own  hands? That 

is  right. 

11990.  Sometimes  reference  is  made  to  a particular 
stock  at  any  one  time  as  a “key”  stock,  or  as  tiie 
“ bell-wether " of  the  gilt-edged  market.  Let  us  take 
the  5i  per  cent.  Funding  Stock  1982-84,  issued  in  Feb- 
ruary, 1958,  at  98i.  The  Times,  on  23rd  September 
last,  said  of  this  stock:  “This  is  the  stock  the  authori- 
ties are  using  to  control  tiie  level  of  yields  on  long 
dated  British  funds.”  Would  you  recopise  that  as  a 

description  of  that  stock? ^Yes,  I think  that  is  f^r 

comment. 

11991.  What  then  does  the  control  amount  to  in  this 
sense?  Is  it  that  your  actual  prices  for  that  stock  day-by- 
day  would  be  Imown  to  the  market,  as  you  have  told 
us,  and  that  the  prices  for  the  range  of  gilt-edged  adjust 
themselves  to  what  you  are  doing  with  that  stock? — r— 
Yes.  Not  only  do  the  prices  of  other  Government 
stocks  relate  themselves  to  it,  but  also  (and  this  is  what, 

I think,  prompted  that  statement  in  The  Times)  the 
terms  of  new  corporation  stocks  and  other  similar  issues 
in  the  market.  They  were  all  being  issued  with  the 
same  coupon,  with  a fairly  long  or  medium-term  life 
and  between  98  and  100.  It  obviously  depended  very 
much  on  ffie  price  of  the  5i  per  cent.  Funding  Stock, 
1982-84,  as  to  at  what  prices  and  on  what  terms  these  other 
5^  per  cent,  stocks  coiild  be  issued.  As  the  price  of 
the  5i  pet  cent,  stock  rose,  it  was  possible  to  issue 
loans  for  corporations  on  terms  slightly  more  favour- 
able to  them. 

11992.  What  makes  it  the  determining  stock?  The 

fact  that  it  is  a tap  stock  for  the  time  being? 

Definitely. 

11993.  Would  it  be  true  as  a generalisation  that  as 
long  as  the  Government  has  a stock  on  tap  (I  know 
we  may  have  to  separate  it  afterwards  into  long  term 
stock  and  medium  term  stock)  the_  terms  on  which  you 
are  currently  peddling  that  stock  will  determine  the  level 
of  yields  and  prices  in  the  rest  of  the  gilt-edged  market, 
stretching  out  into  the  local  authority  borrowing  and 
possibly  into  industrial  debentures? ^Yes,  that  is  per- 
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fectly  true,  even  into  industrial  debentures ; and  that 
stock  will  be  the  one  to  which  everybody  will  look, 
as  long  as  it  is  on  tap. 

11994.  Professor  Sayers:  Am  I right  in  thinking  that, 
at  any  rate  speaking  over  many  years,  there  is  always 
a Government  stock  on  tap? There  was  one  occa- 

sion for  a very  short  period  of  time,  when  there  was 
not,  but  that  is  virtually  true. 

11995.  Chairman:  It  would  be  true  that  on  the  day 
the  tap  ran  dry  of  the  3J  per  cent.  1999-2004  the 
5i  per  cent.  1982-84  was  brought  forward,  so  that 

there  was  no  gap  in  that  case? There  was  no  gap 

in  that  case. 

11996.  Is  there  any  limit  to  tiie  Government’s  power  to 

create  a new  tap  stock  to  exercise  this  function? Mr. 

O’Brien : The  policy  has  been  to  fund  so  far  as  possible 
and,  as  I smd  in  the  preliminary  statement,  our  belief  is 
that  that  is  more  likdy  to  be  encouraged  by  a higher 
rather  than  lower  level  of  interest  rates,  and  by  a gradual 
reduction  in  those  rates  rather  than  a swift  reduction. 
The  existence  of  suitable  tap  stocks  is  an  essential  means 
of  pursuing  that  policy.  But  that  does  not  mean  to 
say  that  it  would  necessarily  be  better  served  by  making 
no  formal  issue  at  all  for  a specified  amount,  but 
merely  (as  we  did  during  the  war)  having  stocks  avail- 
able in  the  loans  office  to  which  anyone  could  go  at  any 
time  and  buy  at  the  price  of  the  day.  The  formula 
of  issuing  stocks  to  a limited  amount  and  varying  the 
terms  and  tiie  length  of  the  stock  is  all  part  of  the  pro- 
cess of  retaining  die  confidence  of  the  market,  which  is 
the  most  essential  part  of  this  policy  of  funding. 

11997.  I follow  that.  Is  it  also  right  to  say  that, 
as  long  as  you  have  a tap  stock,  then  the  terms  on 
which  you  are  prepared  to  deal  in  it  at  any  one  time 
give  you  a leverage  upon  the  yield  required  in  the 
market  generally  on  other  stocks  which  centre  on  what  you 
do? ^That  would  be  right 

11998.  Sir  Oliver  Franks:  Would  you  say  simply  as  a 
matter  of  experience  that  if  in  the  earlier  part  of  this 
year  th^e  had  not  been  .tihis  quantity  of  the  1982-84 
Stock  on  the  shelf,  and  if  you  had  not  been  selling  it 
off  on  demand  and  therefore  of  set  purpose  keeping 
prices  only  gently  rising,  that  the  yield  on  longer  term 

gilt-edged  would  have  gone  down  quite  sharply? 

Mr.  Mullens:  I bdieve  ffiat  to  be  so. 

11999.  Then  would  it  not  follow  that  the  use  made  of 
this  particular  stock  is  an  important  positive  and  nega- 
tive control,  negative  in  the  sense  that  having  it  on  the 
shelf  and  selling  it  at  prices  as  determined  prevented 
the  long  term  yield  falling  as  fast  as  it  would  otherwise 
have  done,  positive  in  the  sense  that  it  becomes  a power- 
ful engine  for  managing  the  market? Yes. 

12000.  Would  you  confirm  my  impression  during  the 
earlier  part  of  the  year  that  the  way  in  which  this 
1982-84  stock  was  sold  off  the  shelf  at  the  prices  which 
were  quoted  for  it  represented  the  expression  of  a clearer 
and  more  conscious  policy  in  the  management  of  the  long 
term  market  than  had  often  been  the  case  before  when  the 
stocks  were  on  the  shelf  and  were  being  sold  by  the 
Government  broker?  It  seemed  to  me  that  there  was  a 

different  level  of  purposefulness  about  it? Mr. 

O’Brien:  I indicated  something  in  my  preliminary  state- 
ment to  that  effect,  and  I would  confinn  that  that  is  so. 
We  must  remember  that  1957  was  a bad  year  for  funding  ; 
the  7 per  cent.  Bank  Rate  pushed  the  long-term  rate  out 
quite  appreciably.  It  having  got  out  as  far  as  that,  we 
have  been  intent  upon  making  full  use  of  it  in  conditions 
which  fortunately  for  us  have  been  very  much  better 
than  they  were  last  year.  My  point  is  that  a conscious 
policy  is  much  more  easily  seen  when  there  is  the  kind  of 
market  in  which  it  can  be  seen  to  work.  In  the  previous 
year,  whether  the  policy  had  been  conscious  or  not,  it 
would  have  been  very  difficult  to  show  it  in  operation. 

12001.  I have  no  desire  at  all  to  raise  the  matter  ui  a 
controversial  form,  but  it  did  seem  to  me  that,  given  the 
general  position  that  the  authorities  do  not  and  cannot  go 
against  the  ultimate  trend  of  the  market,  and  that  in  that 
sense  the  trend  of  long-term  gilt-edged  rates  is  from  their 
point  of  view  a product  of  nature,  yet  the  experience  in  the 
earlier  part  of  this  year  shows  an  enlargement  within  that 

total  field  of  the  area  of  conscious  management? 1 

would  not  dispute  that. 


Digitisation  Unit 


3 G2 


826 


COMMITTEE  ON  THE  WORKING  OF  THE  MONETARY  SYSTEM 


27  November,  1958]  Mr.  L.  K.  O’Brien  and  Mr.  W.  H, 


12002.  Chairman-.  You  had,  I think,  another  “key” 
stock  on  tap  at  the  same  time  as  the  1982-84;  was  there 

not  one  for  the  medium-term  market? Mr.  Mullens: 

There  was  the  5}  per  cent.  Conversion  Stock,  1974. 

12003.  r was  thinking  of  the  5i  per  cent.  Exchequer 

Stock,  1966.  Were  three  on  tap  currently? Mr. 

O'Brien:  In  effect  there  were  four;  we  also  had  the 
residue  of  the  4J  per  cent.  Conversion  Stock,  1963.  That 
was  a most  unusual  situation. 

12004.  Would  it  be  true  that  in  your  operations  in 
disposing  of  those  you  would  have  the  same  leverage 
on  the  medium-term  market  as  with  the  1982-84  stock 

on  the  longer  term? Mr.  Mullens:  Yes,  I think  so; 

it  is  very  likely  that  a different  type  of  investor  is  con- 
cerned, but  undoubtedly  by  and  large  they  do  give  us 
that  leverage. 

12005.  What  happens  in  the  market  when  you  run  out 
of  a stock  of  that  kind?  Is  it  known  at  once  that  the  tap 

has  run  out? ^Yes,  it  is.  It  is  probably  known  before, 

because,  as  I think  I mentioned,  we  accelerate  the  price 
movements  of  tap  stocks  when  the  tap  is  running  out, 
because  generally  tap  stocks  are  cheaper  in  relation  to 
other  stocks.  Generally  speaking,  nothing  much  happens 
for  some  time  after  we  have  stopped  selling. 

12006.  Professor  Sayers:  Does  the  market  in  that  par- 
ticular stock  tend  to  go  down  after  the  tap  has  run  dry? 

Market  operators  buy  it  and  are  therefore  able  to 

meet  investment  demand  after  we  have  stopped  selling. 

12007.  Chairman : The  terms  on  which  you  part  with 
tap  stocks  are  intended  to  be  more  favourable  than  the 

current  prices  for  stocks  in  the  market? Mr.  Mullens: 

Yes,  it  is  the  only  way  to  get  the  stock  out — Mr.  O’Brien : 
One  is  dealing  with  a stock  of  which  diere  is  known  to 
be  a supply,  fiiou^  1he  amount  is  unknown,  whereas  of 
other  stocks  there  may  be  no  appreciable  supply  ; so  there 
would  tend  to  be  a differential  in  price  anyway. 

12008.  Professor  Sayers:  Suppose  that  the  authorities 
took  the  view  at  some  time  that  the  volume  of  sales_  of 
long-term  securities  had  become  of  quite  secondary  im- 
portance, and  that  the  important  thing  was  to  get  the 
yield  up ; would  there  be  any  technical  difficulty  in  the 
prices  of  the  key  stocks  being  dropped,  even  if  that  would 

dry  up  the  market? ^It  would  be  perfectly  possible  to 

issue  a new  Government  stock  of  any  maturity  which  was 
thought  to  be  appropriate  at  any  price  we  decided  upon. 

12009.  Would  it  not  be  possible  without  even  a new 
issue  to  drop  the  key  prices  of  the  existing  stocks  on  the 

shelf? Mr.  Mullens : It  would  be  possible,  undoubtedly  ; 

but  it  would  have  a very  bad  effect  on  the  market  as  a 
whole.  The  Government  would  be  thought  to  be  breaking 
faith  with  those  people  who  had  actually  supported  them 
on  the  prospectus  when  it  was  originally  issued,  probably 
not  VCTy  long  ago,  and  also  with  all  those  people  who 
actually  bou^t  the  stock  in  its  early  period  of  being  on 
offer. 

12010.  This  is  something  that  is  done  indirectly.  When 
Bank  Rate  is  put  up  sharply  that  forces  the  prices  down, 
as  Mr.  O’Brien  has  just  told  us ; is  that  action  taken  by 
the  authorities  interpreted  by  the  market  as  a breach  of 
faith  in  any  sense? ^No. 

12011.  When  the  price  of  a key  stock  is  dropped  from 
84  to  80,  say,  or  from  84  to  82,  without  there  being  a 
change  of  Bank  Rate,  why  should  that  be  interpreted  as 
a breach  of  faith  when  it  is  not  so  interpret^  in  the 
other  case,  when  it  is  the  same  people  who  are  taking 

the  decision  in  either  case? 1 do  not  pretend  to  know 

the  policy  about  moving  Bank  Rate,  but  I would  like  to 
point  out  that  if  one  is  going  to  alter  the  long-term  rate 
of  interest  by  a half  per  cent.,  one  has  to  move  prices 
ten  points  in  order  to  do  it.  That  is  a very  severe  move. 

12012.  But  it  is  a mere  fraction  of  the  extent  to  which 

it  has  moved  over  a period  of  years. Over  a period 

undoubtedly ; it  is  another  matter  to  do  it  overnight. 

12013.  I can  see  that  that  would  be  something  very 
desperate  for  existing  financial  institutions  ; and  I am 
asking  why  it  should  be  regarded  as  a breach  of  faiffi. 

I do  not  dispute  your  argument  that  it  would  be  regarded 
by  the  market  differently  from  a change  in  Bank  Rate ; I 

am  asking  why  the  market  regard  it  differently? 

Mr.  Mullens:  If  an  investor  subscribed  to  an  issue  which 
the  Government  had  offered  to  the  public,  and  then  quite 
shortly  afterwards  they  arbitrarily  lowered  the  price  of 
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that  offer,  I think  that  the  investor  would  feel,_  rightly, 
that  he  had  been  swindled. — Mr.  O’Brien:  I thmk  that 
people  tend  to  underrate  the  degree  to  which  investors 
work  in  watertight  compartments,  to  look  on  a narrow 
front.  All  investors  reckon  that  they  have  to  take  the 
facts  of  life,  be  it  a Suez  crisis,  an  exchange  crisis,  or  a rise 
in  Bank  Raite,  as  one  of  those  inescapable  things  with 
which  they  have  to  contend ; but  when  they  look  on  the 
narrow  front  of  borrowers  and  lenders,  then  they  think 
that  borrowers  should  behave  properly.  They  think  that 
a borrower  issues  a contract,  and  fiiat  he  should  stick  to 
his  contract,  and  should  not  himself  so  affect  the  market  in 
his  stocks  that  he  appears  to  he  swindling  the  lender. 
They  undoubtedly  do,  and  I think  it  is  reasonable  that 
they  should,  look  at  that  kind  of  action  in  an  entirely 
different  light  from  the  larger  facts  of  life  which  may 
affect  them,  adversely  or  to  .their  benefit.  Do  you  agree, 
Mr.  Mullens?— Mr.  Mullens:  I .think  that  that  is 
absolutely  right. 

12014.  Over  quite  a short  period  of  years  the  price  of 
Consols  was  halved  and  the  price  of  War  Loan  dropped 
from  102  to  60.  This  was  something  that  hit  people  and 
institutions  very  widely  indeed,  and  this  change  in  price 
was  recognised  as  coming  about  very  largely  because  the 
authorities  had  decided  to  use  interest  rates,  and  had 
pushed  Bank  Rate  up  quite  severely.  Do  you  think  that 
there  is  no  trace  of  a feeling  of  breach  of  faith  in  that? 

Mr.  O’Brien : I would  not  say  that  there  was  ; would 

you,  Mr.  Mullens? — Mr.  Mullens : No ; but  they  have 
had  the  opportunity  to  get  out  during  that  period  of  time. 
If  sudderfiy,  on  instructions  from  the  Chief  Cashier,  I 
lowered  our  tap  stock  rate  by  5 per  cent.,  they  would 
lose  5 per  cent,  overnight,  if  that  is  the  suggestion,  and 
would  have  no  opportunity  of  taking  any  evasive  action, 

12015.  Chairman:  What  would  happen  to  the  jobbers, 
if  you  rpade  overnight  sharp  adjustments  of  the  kind  we 

are  talking  about? For  anj^hing  of  the  nature  we 

have  been  discussing  we  should  have  to  take  them  into 
our  confidence,  or  we  should  ruin  them.  They  were 
nearly  ruined  over  the  7 per  cent.  Bank  Rate, 

12016.  Professor  Sayers:  You  might  in  fact  have  to 
make  special  arrangements? Yes. 

12017.  Chairman:  What  would  you  do?  Would  not 
taking  them  into  yoxir  confidence  mean  giving  them 
advance  warning  of  a Government  move  that  is  equivalent 

in  its  importance  to  a change  of  Bank  Rate? Mr. 

O’Brien:  Possibly  a better  alternative,  would  be  to  dear 
their  books  for  them  without  loss,  after  the  change. 

12018.  To  give  them  an  indemnity,  in  fact? Yes. 

12019.  Professor  Cairncross:  You  do  not  extend  the 
logic  of  what  you  are  saying  to  Natienal  Savings  Certi- 
ficates. There  there  are  overnight  adjustments  in  the  rates 

paid? They  are  securities  in  which  the  capital  value 

is  not  affected  by  the  change. 

12020.  Cas'h  value  is  no-t  affected? A Bank  Rate 

change  will  adjust  the  rate  payable  on  a bank  deposit ; 
it  does  not  alter  the  amount  of  the  deposit  That  is  one 
of  the  facts  of  life  that  is  perfectly  well  recognised  by 
people  who  are  dealing  with  it. 

12021.  Professor  Sayers:  Some  of  the  jobbers,  I suppose, 
hold  on  their  books  appreciable  amounts  of  Government 
stocks  at  the  vay  short  end.  These  must  be  very  sub- 
stantially affected  when  there  is  a sharp  change  of  Bank 
Rate.  Are  you  asked  to  make  special  arrangements  then? 
Mr.  Mullens:  No. 

12022.  Do  you  give  them  warning? Mr.  Mullens: 

No. — Mr.  O'Brien : The  large  number  of  holders  of  very 
short  bonds  are  the  professionals  right  at  the  heart  of  the 
market.  They  have  views  about  Bank  Rate ; though  they 
are  not  always  right,  it  is  one  of  their  jobs  to  look  out  for 
that  kind  of  thing. 

12023.  But  the  widows  and  orphans  can  have  a third 
removed  from  tbedr  capital  value  in  course  of  years,  with- 
out getting  much  sympathy? It  is  not  true  to  say  they 

do  not  get  sympathy,  ^^at  we  are  trying  to  do  is  to 
distinguish  the  attitude  towards  ffiese  general  actions  from 
the  attitude  towards  a particular  action  aimed  directly  at 
bond  prices.  I agree  that  both  have  the  same  unfortunate 
consequences. 

12024.  Sir  Oliver  Franks:  We  are  dealing  with  one 
authority  and  two  voices,  one  which  expresses  iteelf  in 
movement  of  interest  rates,  and  the  other  which  expresses 
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itself  through  the  actions  of  the  Govermnent  broker.  If 
the  genera!  public  thinks  of  these  voices  as  separate,  then 
the  conditions  which  you  describe  obtain ; but  if  these 
voices  are  thought  to  coinhere  or  to  permeate  each  other, 
then  the  utterances  of  the  one  voice-  are  always  thought 
of  in  conjunction  with  the  other  voice,  and  the  situation 
that  you  describe  would  not  exist.  Is  this  therefore 
basically  a matter  of  convention  according  to  which  the 
matter  is  traditionally  applied  in  this  country?  Is  it 
that,  if  convention  had  been  different,  people  would  have 
felt  and  believed  differently,  but  that  what  you  say  is  true 
simply  because  the  facts  are  as  they  happen  to  have  been 

over  the  last  few  decades? Mr.  O’Brien : That  is  part 

of  the  explanation,  I think ; but  even  so  I am  not  con- 
vinced that  this  particular  kind  of  action  which  is  con- 
templated would  not  have  unwelcome  consequences. — Mr. 
Mullens-.  I entirely  agree  with  the  Chief  Cashier.  If  those 
actions  were  taken  I feel  that  we  should  lose  a great 
number  of  our  supporters.  I fully  appreciate  that  banks 
and  the  discount  market  must  invest  from  time  to  time 
in  Government  stock ; but  insurance  companies,  pension 
funds  and  private  trustees  need  not,  and  they  are  the 
people  who  I think  would  be  frightened  away  if  we  were 
to  take  the  sort  of  action  that  has  been  suggested. 

12025.  Professor  Caimcross-.  Mr.  O’Brien  said  that  the 
policy  had  been  to  fund  as  far  as  possible.  Is  it  reason- 
able to  interpret  that  as  meaning  that,  if  throughout  the 
past  five  years  'the  instructions  had  been  to  sell  longs  to 
the  maximum,  the  Government  broker’s  success  would 
have  been  what  it  has  been  and  no  greater?  Even  if 
the  Government’s  funding  requirement  had  been  greater 
by  £500  mn.  or  £1,000  mn.,  you  do  not  think  that  you 
could  have  so  managed  the  market  as  to  procure  that 
additional  volume  of  funds  by  selling  long-term  Govern- 
ment bonds? Mr.  O'Brien : I can  only  say  that  since 

the  credit  squeeze  b^an  virtually  at  the  beginning  of  1955 
all  our  efforts  have  been  bent  upon  selling  as  much  as  we 
could  ait  all  times,  having  before  us  the  excess  liquidity  of 
the  banks  which  we  were  desperatdy  trying  to  get  down. 
If  we  had  been  more  enlightened  we  might  have  been 
able  to  sell  more  than  we  managed  to  sell,  but  we  were 
certainly  trying  as  hard  as  we  could  all  the  time. 

12026.  Professor  Sayers:  You  mean  by  “more 

enlightened  ” that  if  you  had  had  a greater  knowledge  of 

the  appetite  of  the  market  from  day  to  day? 1 really 

meant  that  if  somebody  could  think  of  better  ways  of 
doing  it  than  we  have  managed  to  think  of  they  might 
have  sold  more. 

12027.  Professor  Caimcross:  You  made  what  I thought 
were  some  -rather  far-reaching  admissions  to  Sir  Oliver 
Franks.  If  it  is  true  that  you  have  been  able  to  take 
advantage  of  the  situation  over  -the  past  year,  in  which 
long-term  rates  were  thought  to  be  likely  to  come  down 
as  wdl  as  ^ort-term  rates,  earlier  action  to  the  same 
end  would  surely  have  facilitated  greater  sales  over  the 

period? ^If  you  mean  if  we  had  put  Bank  Rate  up  to 

7 per  cent,  a year  earlier,  those  who  had  to  decide  decided 
that  was  not  the  thing  to  do ; but  they  might  have  decided 
otherwise,  I suppose.  Of  course  funding  is  not  the  only 
object  in  view.  The  thing  has  to  be  seen  as  a whole. 
No  doubt  there  were  very  good  reasons  for  not  taking 
that  drastic  step  earlier. 

12028.  Would  I be  right  then  to  add  to  what  you  said 
just  now  a reservation:  provided  short-term  rates  had 
behaved  as  they  did  behave,  you  do  not  think  that  you 
could  'have  been  more  successful  in  selling  long-term 

bonds? ^I  do  not  think  that  we  could  have  been  more 

successful  than  we  have  been. 

12029  Chairman : We  have  covered  the  first  four  ques- 
tions and  that  brings  us  to  clearing  up  the  points  arising 
out  of  the  fifth  question,  about  tiie  four  special  occasions. 
—That  I think,  is  a question  for  me,  with  any  addi- 
tional information  which  Mr.  Mullens  may  be  able  to 
provide,  as  these  are  matters  of  history  concernmg  the 
policy  followed  by  the  authorities.  In  the  preamble  to 
the  question  you  say : ”...  in  recent  years  there  were 
four  specific  occasions  when  the  Government  broker  took 
what  was  thought  to  be  exceptional  action”.  “Excep- 
tion^ action  ” is,  so  to  speak,  the  subject  of  this  question. 
Of  the  first  occasion  in  November,  1949,  I cannot  speak 
from -personal  knowledge,  but  I think  the  Government 
broker  can.  It  will  be  remembered  that  the  then  Chan- 
cellor of  the  Exchequer,  Sir  Stafford  Cripps,  in  a speech 
at  Bristol  on  the  27th  November,  1949,  stated  that 
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the  Government  had  stepped  in  -to  steady  the  gilt- 
edged  market  during  the  preceding  three  weeks.  This 
action  bad  in  fact  been  taken  during  the  week  ending 
17th  November.  During  the  previous  weeks  the  market 
had  been  in  a highly  nervous  condition.  We  had  in 
fact  been  doing  nothing  more  than  buying  in  the  next 
maturity,  the  IJ  per  cent.  Exchequer  Stock  1950.  A 
steadier  tendency  was  evident  on  the  morning  of  Friday 
11th  November,  and  on  the  appearance  of  official  sup- 
port an  immediate  and  substantial  rise  took  place, 
followed  after  the  weekend  by  a further  sharp  rise,  which 
was,  however,  not  fully  maintained.  Price  increases 
ranged  from  in  short  dated  securities  to  approxi- 
mately 3|-  in  the  2J  per  cent,  undated  stocks.  The  very 
appearance  of  official  support  had  been  enough  to  bring 
this  about.  Gross  purchases  of  stocks  by  the  authorities 
other  than  purchases  of  H -per  cemt.  Ex'chequer  stock 
during  the  week  in  question  totalled  only  £5  mn„  and 
were  in  fact  exceeded  by  gross  sales  of  £5,300,000.  Our 
purchases  consisted  of  five  stocks,  and  our  sales  of  six 
stocks. 

12030.  Professor  Sayers:  Did  the  stocks  purchased 

include  any  undated? ^They  included  a substantial 

portion  of  undated  stock  during  the  week. 

12031.  Chairman:  How  does  official  support  manifest 

itself? Mr.  Mullens'.  It  so  happened  that  this  does 

come  under  the  category  of  an  exceptional  occasion.  It 
is  the  only  time  that  I ever  remember  it  happening  during 
the  time  I have  been  with  the  firm.  I was  not  the  Gov- 
ernment broker  then,  but  my  predecessor  was  away  that 
day,  and  it  therefore  fell  to  me  to  put  this  into  operation. 
It  was  on  the  instruction  of  the  Governor  that  I could 
disclose  the  fact  of  official  support.  I did  in  effect  go 
into  the  market  and  say : “ I will  buy  any  stock  you 
have  to  sell”.  I have  never  done  it  or  seen  it  done 
before  or  since.  It  was  a matter  of  policy,  as  the  Chief 
Cashier  has  said,  emanating  from  the  Chancellor.  The 
total  purchases  on  that  day  were  £500,000. 

12032.  But  you  let  it  be  known  that  you  were  prepared 
to  deal  without  limit? It  had  that  effect. 

12033.  Then  we  come  to  the  first  half  of  1952? As 

Mr.  Mullens  has  said,  of  these  four  occasions  the  first 
is  the  only  one  where  exceptional  action  was  taken.  In 
the  first  half  of  1952,  far  from  “ giving  strong  support  to 
undated  stocks  ” the  Issue  Department  was  a net  seller 
of  such  stocks,  gross  sales  being  some  £33  ran.,  and  gross 
purchases  some  £7  ran. 

12034.  You  may  have  a marked  effect  on  the  market 
by  a particular  operation  over  a more  limited  period 
than  that ; the  net  result  over  a longer  period  does  not 
necessarily  give  the  effect.  Could  you  say  whether  at 
any  time,  perhaps  a few  days,  there  was  any  marked 

action  during  that  period? 1 have  no  evidence  even 

of  any  particular  day  on  which  we  did  that. 

12035.  This  was  stated  in  evidence  before  us  by  the 
representatives  of  the  Council  of  the  Stock  Exchange, 
who  said  that,  when  it  was  known  that  the  authorities 
were  starting  an  active  interest  rate  policy,  there  was  a 
good  deal  of  “ jettisoning  ” (that  was  the  word  used, 
though  it  was  subsequently  qualified)  particularly  of 
undated  stocks.  We  were  told  that  it  was  not  unusual 
to  get  a band  when  the  market  is  under  pressure,  and 
they  thought  that  in  the  first  half  of  1952  that  kind  of 

assistance  had  been  applied  from  time  to  time. Mr. 

O'Brien:  Gross  purchases  of  £7  mn.  even  within  a few 
weeks,  could  not  be  regarded  as  enormous,  although  that 
would  be  rather  more  than  we  would  usually  take.  I 
should  be  happy  to  make  further  inquiries,  but  I do  not 
believe  that  it  will  be  found  that  we  took  any  exceptional 
action.  I certainly  cannot  recall  it — Mr.  Mullens:  I 
recollect  that  we  sold  considerably  more  stock  than  that 
during  that  time.  I have  a note  that  we  actually  sold  a 
considerable  amount  of  undated  stock  pretty  consistently 
through  that  period. — Mr.  O’Brien : Sales  of  undated  stock 
took  place  on  thirty-nine  days  in  that  period  from  January 
to  June.  The  largest  purchase  of  undated  stock  we  made 
during  that  period  was  for  £2  mo.  on  3rd  April,  1952. 

12036.  It  looks  as  if  you  were  credited  with  action 
which  you  did  not  actually  take.  What  about  the  next 

occasion,  that  is,  the  ffist  half  of  19557 ^This  is  a period 

we  have  discussed  before.  Far  from  giving  strong  sup- 
port to  the  market  at  that  time  when  the  banks  were 
selling  heavily,  the  authorities  themselves  were  even 
heavier  sellers, 
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12037.  You  have  established  that  in  your  figures  to  us. 
Were  there  any  short  periods  during  that  when  there  was 

intervention  on  any  unusual  scale? Certainly  not  on 

any  unusual  scale.  There  were  large  operations,  but 
nothing  exceptional.  Between  mid-February  and  mid- 
July  1955  the  clearing  banks  sold  to  the  market  over 
£100  mn. ; during  the  same  period  the  Issue  Depart- 
ment sold  about  £225  mn.  net  of  gilt-edged  stocks 
to  the  rest  of  the  market  and  indirectly  the  Issue  Depart- 
ment bought  about  £50  mn.  net  from  the  clearing 
banks.  To  that  extent  it  might  be  said  that  we  were 
assisting  the  clearing  banks  to  liquidate  their  securities, 
but  this  net  figure  includes  about  £80  mn.  of  3 per 
cent.  Serial  Funding  Stock  1955,  the  next  maturity  due, 
which  we  were  taking  in  in  tiae  normal  way  to  prepare 
for  the  maturity. 

12038.  Mr.  Jones:  The  Treasury  and  the  Bank  had 
been  concerned  during  tiiis  period  particularly  about  the 
degree  of  liquidity.  In  supporting  the  market,  or  at  any 
rate  in  helping  the  banks  at  this  particular  stage,  were  not 
the  Bank  talang  a line  of  action  which  was  defeating 

Government  policy? ^No,  because,  as  I say,  we  gave 

help  to  ±e  clearing  banks  to  the  extent  of  about  £50mn. 
net,  but  witMn  the  gross  turnover  we  took  in  £80  mn.  of 
their  next  maturity.  It  is  our  object  at  all  times  to  gather 
that  next  maturiw  hi  so  as  to  facilitate  the  refunding 
lOperatioD,  so  that  we  were  merely  serving  our  own  ends 
.there.  Far  from  supporting  the  market  in  general,  and 
thus  making  it  an  easier  market  for  the  banks  to  sell  in, 
iwe  oiurselves  sold  £225  mn.  net  and  put  securities  on  tiie 
market. 

12039.  Troiessor  Sayers:  Before  1955  bankers 

commonly  said  that,  if  they  tried  to  unload  a large  amount 
of  their  gilt-edged  securities  in  a diort  time,  they  would 
just  find  that  they  had  to  change  their  nunds,  because 
there  would  not  be  that  sort  of  capacity  in  the  market. 
In  1955  tiiey  (fid  in  fact  unload  quickly,  I think  more 
quicWy  than  your  figure  of  £100  mn.  over  the  half  year 
indicates,  because  it  was  a greater  amount  over  a short 
period.  As  a result  of  that  we  asked  various  witnesses 
to  whom  this  stock  went,  knowing  from  the  figures  you 
had  given  us  earlier  that  the  Government  was  on  the 
whole  selling  during  this  half  year.  We  had  an  answer, 
again  from  the  Stock  Exchange  representatives,  that  it 
must  have  been  tiiat  the  authorities  were  supporting  the 
market  heavily  at  the  times  of  these  big  sales.  You  make 
it  quite  clear  that  that  was  not  so.  Can  you  help  us  in 

trying  to  track  down  where  tiie  bonds  did  go? 1 think 

I have  made  it  clear  that  a large  part  of  what  the  banks 
were  selling  did  come  to  us  because  it  was  the  next 
maturity. 

12040.  But  over  the  period  your  net  sales  plus  the  banks’ 
net  sales  were  very  substantial.  Who  were  the  buyers? 
— — Mr.  Mullens:  I have  no  definite  knowledge,  but  I 
would  have  tiiought  that  it  was  the  discount  market. 

12041.  The  discount  market  figmes  do  not  entirely  fill 
the  bill.  This  is  a period  in  which  we  have  interested 
ourselves  a good  deal,  because  we  wanted  to  know  about 
4e  absorptive  capacity  of  the  market  when  interest  rates 
were  behaving  in  such  and  such  a way. — Chairman : 
Someone  else  suggested  the  (fiscount  market  might  have 
been  a big  contributor  in  taking  them  on,  but  Professor 
Sayers  points  out  that  the  figures  do  not  support  that. 
Would  you  yourself  be  surprised  to  know  to  what  a large 
extent  these  securities  which  had  been  sold  passed  into 
other  hands?  All  the  banks’  sales  had  to  be  taken  care 
of  by  somebody,  and  you  were  net  sellers  at  the  same 
time ; there  must  have  been  a very  large  range  of  new  or 
enlarged  holders  of  these  gilt-edged  securities.  Does  it 

seem  to  you  odd  to  have  happened  on  that  scale? Mr. 

O'Brien : It  is  a little  surprising  if  the  (fiscount  market  were 
not  concerned. 

12042.  Professor  Sayers:  I <fid  not  say  that  they  were 
not  concern^,  but  that  their  figures  do  not  solve  the 
mystery,  or  come  near  to  doing  so. — Lord  Harcourt:  It 

stfll  leaves  a big  gap? ^I  think  we  must  say  that  we 

cannot  answer  Sie  question ; we  do  not  know. 

12043.  Chairman : You  have  not  the  sources  of  informa- 
tion. Is  it  not  of  interest  to  your  general  conduct  of 
policy  if  there  is  such  a surprising  elasticity  in  a period  like 

that  in  the  gilt-edged  market? Mr,  Mifllens : Yes.  J 
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remember  clearly  that  we  were  selling  a tremendous 
amount  of  stock,  and  I am  surprised  to  hear  flaat  it  was 
not  the  discount  market  that  took  most  of  it ; but,  as  I 
say,  I would  not  have  specific  knowledge.  Both  the 
brokers  and  the  market  make  a great  point  that  the  client 
must  never  be  mentioned,  and  therefore  it  is  obviously 
difficult  to  know  who  does  these  things. 

12044.  Professor  Sayers:  Has  the  Bank  tried  to  find 
out,  as  a matter  of  enlarging  its  knowledge  of  how  the 
market  behaves,  what  happened  during  this  half  year? 
Mr  O'Brien : We  have  not  tried  to  enlarge  our  know- 
ledge of  what  happened  during  this  particular  half  year, 
but  we  are  currently  trying  all  the  time  to  enlarge  our 
knowledge  in  these  matters,  so  that  if  it  occurred  again 
we  should  be  better  informed. 

12045.  Chairman : Does  that  mean  that  you  ate  trying 
to  order  some  new  series  of  statistics  as  to  holders,  that 

would  help  you  on  changes  in  holdings? ^We  have 

not  got  so  far  yet  as  to  get  people  who  do  the  investing 
to  tell  us  what  they  have  done,  but  we  are  trymg  to  get 
what  we  can  from  such  information  as  we  have  available. 

12046.  Sir  Oliver  Franks:  Have  you  any  reason  to 
suppose  that  the  bonds  that  were  taken  up  in  fills  rather 
surprising  way  were  taken  up  in  large  part  by  foreign 
holders,  or  people  acting  on  behalf  of  foreign  holders? 

^That  co^d  weE  have  been  true  in  part ; for  example, 

countries  getting  large  oil  revenues. 

12047.  Chairman:  Then  we  oome  to  September  1957, 
when  it  was  said  that  the  Government  broker  was  edging 

up  prices  before  the  change  of  Bank  Rate? From  the 

beginning  up  to  the  middle  of  August,  1957,  the  gilt-edged 
market  was  active  and  firm.  It  then  became  unsettled 
because  of  fears  of  impending  exchange  difficulties,  but 
imme(fiately  before  the  rise  of  Bank  Rate  to  7 per  cent, 
it  became  steadier  and  prices  tended  to  advance  again. 
From  the  second  week  in  August  to  the  week  ending 
18th  September,  1957  (and  for  another  three  weeks  fiiere- 
after)  the  Issue  Department  was  substantially  a net  pur- 
chaser of  gilt  edged,  almost  entirely  because  we  were 
preparing  for  refunding  the  2J  per  cent,  serial  Funding 
Stock  due  to  mature  on  14th  November,  1957.  During 
this  period  total  purchases  were  £103  mn.  gilt-edged, 
including  £76  ran.  of  the  next  maturity,  while  total  sales 
were  £24  mn.  In  the  case  of  one  stock  only  were  sales 
made  at  rising  prices,  and  that  wias  the  3i  per  cent. 
Treasury  Stock  1979-81.  On  the  17th  and  18th  September 
a very  strong  demand  for  this  stock  developed,  and  sales 
were  made  by  the  Issue  Department  at  rising  prices.  On 
17th  September  £500,000  was  sold  at  70|f,  and  £125,000 
at  70f.  The  following  day  we  sold  £475,000  at  70^ 
£500,000  at  71  and  £500,000  at  7H.  There  was  nothing 
exceptional  in  that  at  ill.  It  was  in  accordance  with 
the  practice  which  Mr.  Mullens  has  already  described  to 
you. 

12048.  Was  'that  stock  at  that  time  on  tap? ^A  second 

tranche  had  been  issued  in  the  previous  year;  presum- 
ably it  was  the  residue  on  our  portfolios. 

12049.  Do  you  buy  stocks  into  the  portfolio  from  time 

to  time? ^We  occasionally  acquire  them,  from  the 

National  Debt  Commissioners,  for  example,  if  there  is  a 
reviving  demand  for  them  which  we  want  to  meet.  This 
particular  stock  may  in  fact  have  been  obtained  from 
the  market  in  exchange  for  a longer  stock  which  the 
market  wanted,  but  I would  not  completely  trust  my 
recollection  on  that.  After  such  a long  period  I would 
have  expected  it  to  have  been  something  which  we  bought 
in. 

12050.  Any  suggestion  of  edging  up  as  a policy  is  not 
substantiated  by  ffie  facts.  What  increase  of  price  took 
place  was  over  two  or  three  days  in  response  to  a sudden 
demand,  and  was  following  the  usual  practice?-^ — Mr. 
Mullens : Absolutely. — Mr.  O’Brien : This  was  in  fact 
a pec^ar  embarrassment  to  us  after  the  rise  in  Bank 
Rate,  because  it  had  led  some  people  in  the  market  to 
•believe  that  the  market  was  g<3ing  well  up,  and  that  any 
idea  of  a rise  in  Bank  Rate  was  not  to  be  considered, 
let  alone  to  7 per  cent.  But  we  were  being  pulled  along 
ffien ; if  we  had  failed  to  do  what  we  did,  we  should 
have  revealed  that  something  else  was  in  the  offing. 

12051.  Do  you  know  what  was  the  reason  for  that 

sudden  demand  for  that  stock? Mr.  Mullens:  No. 

It  was  relatively  cheap  compared  to  other  stocks,  and  I 
thTTiV  fiiat  a large  investor  came  into  the  market, 
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12052.  Lord  Harcourt:  It  was  out  of  line? ^Yes. 

12053.  Chairman:  Are  there  any  other  points? — ■ 
Professor  Cairncross:  I would  like  to  ask  a rather  different 
question,  of  which  Mr.  Mullens  has  not  bad  notice,  I 
am  afraid,  about  the  mortgage  market,  in  local  autho- 
rities’ loans  particularly.  There  is  some  difficulty  in 
getting  information  about  the  scale  on  which  the  local 
authorities  have  borrowed  in  the  mortgage  market  and 
the  price  at  which  they  have  been  able  to  raise  the 
money.  I understand  diat  you  collect  reports  on  this, 
and  I wondered  whethCT  it  would  be  possible  for  the 
Committee  to  have  the  benefit  of  any  indication  as  to 
the  movement  of  prices  of  the  local  authority  mortgages, 
and  if  possible  the  scale  on  which  these  borrowings  have 

gone  on  in  the  last  few  years,  say  to  1955? Mr. 

O’Brien:  I do  not  know  whether  we  can  go  back  to 
1955.  We  certainly  get  a regular  report  from  the  brokers 
on  the  state  of  affairs  in  ffiat  market,  and  that  shotild 
•provide  you  with  something.* 

12054.  Lord  Harcourt:  Are  there  many  brokers  who 

deal  in  corporation  mortgages? Mr.  Mullens:  There 

are  three  main  ones,  but  I dare  say  that  now  that  the 
business  has  increased  others  have  come  in.  There  are 
two  who  have  done  that  since  before  the  war. 

12055.  And  they  make  returns  to  you? ^They  do 

not  all  do  so.  I am  in  fairly  close  touch  with  one  of 
diem,  and  on  what  he  tells  us  and  what  my  partners  see 
we  give  a weekly  report  to  the  Bank,  which  is  at  best 
only  a guess,  admittedly,  but  somewhere  not  far  out. 

12056.  Professor  Cairncross:  Are  these  all  long  mort- 
gages, or  do  they  include  short-term  mortgages,  of  a 

single  year,  for  instance? ^The  returns  we  give  cover 

all  those  categories.  The  largest  amount  is  in  the  seven- 
day  period  mortgages. 

12057.  Has  not  this  been  a very  rapidly  growing  market, 

in  short-term  mortgages  particularly? ^Yes.  When  the 

Public  Works  Loan  Board  were  not  allowed  to  lend  so 
freely  and  the  stock  market  could  not  accommodate  all 
the  local  authorities  that  wished  to  borrow  money,  the 
mortgage  market  was  the  obvious  answer. 

12058.  You  keep  an  eye  on  this,  I take  it,  on  account 
of  your  responsibility  for  marshalling  the  queue  of  local 
authority  borrowers? Mr.  Mullens:  I do  not  do  any- 

thing more  ffian  take  an  academic  view,  other  than  any- 
thing I may  be  asked  to  do  by  the  Chief  Cashier.— Afr. 
O'Brien : One  reason  why  we  take  an  interest  in  it  is 
because,  as  you  know,  the  Public  Works  Loan  Board 
had  a change  in  their  arrangements  some  years  back, 
and  they  now  lend  much  less  to  local  authorities,  and 
much  less  willingly,  than  they  did  formerly,  so  that  local 
authorities  have  to  go  to  the  market  for  their  money. 
They  either  get  their  money  by  market  issues,  which  is 
where  the  mar^alling  of  the  necessarily  somewhat  slow- 
moving  queue  comes  in,  or  those  who  cannot  get  a place 
{The  mines 
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in  the  queue  go  to  the  market  in  other  ways,  principally 
for  mortgages. 

12059.  Do  you  know  where  they  get  this  money? 

Mr.  Mullens:  Two  main  sources  I would  have  said  are 
the  building  societies  and  the  Trustee  Savings  Banks. 

12060.  It  appears  to  be  an  elastic  source  of  funds.  Has 

not  the  total  been  mounting  steadily? Mr.  Mullens: 

Yes.  The  majority  is  short-term,  I would  suggest. — Mr. 
O'Brien : We  have  by  the  courtesy  of  the  Comptroller 
General  of  the  National  Debt  Office  quite  detailed  in- 
formation of  tile  mortgages  taken  up  by  the  Trustee 
Savings  Banks.  They  nowadays  take  up  fewer  mort- 
gages than  they  did  because  their  investment  policy  has 
been  revised,  it  being  felt  quite  recently  that  they  had 
better  invest  in  securities  which  are  relativdy  liquid. 

12061.  Would  it  be  a fair  comment  that  local  authori- 
ties have  been  doing  some  un-funding  while  you  have 
been  doing  a lot  of  funding?  Is  not  the  larger  proportion 
of  their  debt  short-term  while  a larger  proportion  of  the 

central  Government  debt  is  long-term? 1 believe  that 

to  be  so.  I know  some  of  them  have  very  heavy  short 
term  commitments,  some  would  say  itoo  heavy  in  some 
cases. 

12062.  It  does  not  cause  you  any  uneasiness? — —We 
would  prefer  to  see  it  o^herwise. 

12063.  Can  you  give  us  any  idea  who  are  the  buyers 

of  undated  Government  securities  today? Mr. 

Mullens:  They  are  getting  fewer.  Undated  stocks  be- 
came rather  unpopular  and  the  Press  have  frequently 
referred  to  the  unsatisfactory  investment  they  have  been 
over  a period  of  time.  I would  say  that  the  people  who 
buy  them  today  are  people  who  exchange  other  stocks  for 
them.  I do  not  think  that  there  is  a great  deal  of  new 
buying  of  undated  securities  but  there  is  always  a moment 
of  time  at  which  a professional  operator  such  as  an 
insurance  company,  will  sell  one  stock  and  buy 
irredeemables  with  a view  to  reversing  that  position  at  a 
later  date. 

12064.  The  market  is  quite  an  active  one? Mr. 

Mullens:  Yes  quite  active.— Afr.  O’Brien:  Trustees  of 
permanent  funds  which  have  to  provide  income  for  as 
far  as  one  can  see  leaving  the  capital  undisturbed  may 
buy  imdated  stocks. 

12065.  Lord  Harcourt:  There  are  certain  foundations 
where  capital  appreciation  or  loss  makes  no  difference  at 
all,  where  they  only  look  to  their  interest.  I suppose 

those  people  still  buy  imdated  stocks? Afr.  Mullens: 

Yes,  if  they  are  only  concerned  with  the  highest  possible 
interest  for  the  longest  period. 

Chairman : Thank  you  very  much ; we  are  very  grate- 
ful to  you  both  for  the  ttouble  you  have  taken  in  clearing 
up  our  questions. 
es  withdrew.) 
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Sm.  Charles  Hambro,  K.B.E.,  M.C.,  Sir  John  Hanbury-Weiiams,  C.V.O..  and  Sir  Alfred  Roberts,  C.B.E.,  J.P. 
Directors  of  the  Bank  of  England,  called  and  examined. 


12066.  Chairman : Sir  Charles,  we  have  your 

memorandumt  in  front  of  us.  I would  like  to  divide  our 
questions  to  you  into  two  quite  distinct  parts,  the  first 
part  dealing  with  what  more  detail  you  can  give  us  about 
the  part  that  the  part-time  director  can  play  in  the  work 
of  the  Bank  of  England  as  the  central  bank;  and  the 
second  part  as  to  the  difficulties  of  the  part-time  director 
that  were  alluded  to  in  the  report  of  the  Parker  Tribunal, 
and  the  embarrassments  he  may  find  in  his  work,  arising 
from  his  position  as  a director  of  the  Bank  of  England. 
On  the  first  part,  you  have  told  us  quite  a lot  in  your 
memorandum  about  how  the  Bank  is  organised  and  what 
people  can  do.  You  have  given  us  as  tiie  appendix  to 
your  memorandum  a list  of  the  standing  committees  of 
the  Bank  upon  which  the  directors  save.  Are  all  the 
standing  committees,  other  than  the  Committee  of 
Treasury,  concerned  with  the  internal  affairs  and 


• Information  on  these  points  was  subsequently  supplied 
by  H.M.  Treasury:  see  Qn.  13269. 
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organisation  of  the  Bank? Sir  Charles  Hambro:  That 

is  so. 

12067  The  Committee  of  Treasury  is  the  standing  com- 
mittee that  deals  with  central  bank  operations  as  such? 

It  is  the  policy  committee,  and  the  comnuttee  to 

which  every  other  committee  reports  before  its  report 
goes  to  the  Court. 

12068  The  various  policy  decisions  one  associates  with 
the  Bank  of  En^aud  as  the  central  bank,  such  as 
questions  of  the  alteration  of  Bank  Rate,  open  market 
operations,  the  portfolio  of  the  Issue  Department,  would 
be  for  the  Committee  of  Treasury,  not  for  other  com- 

jjjittees? ^They  are  not  dealt  wiffi  by  any  of  the  other 

committees,  except  that  the  Committee  to  consider  me 
Security  of  Certain  Funds  deals  with  the_  secuntits 
actually  belonging  to  the  Bank  as  part  of  ite  capital, 
and  die  securities  that  are  managed  by  the  Ba^  tor 
trust  and  o^er  funds,  such  as  tire  Sinking  Funds  of  loans, 
such  as  the  American  Memorial  Fund  investments,  and 
any  funds  where  the  Governor  is  a trustee  ate  dealt  with 
in  that  committee.  Apart  from  these  trust  funds  it  is  only 
the  Bank’s  own  funds  that  are  invested  by  that  committee. 
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12069.  Professor  Sayers:  What  are  the  Bank’s  own 

funds? ^The  Bank  holds  a certain  number  of  gilt-edged 

securities  as.  part  of  its  normal  banking  investment. 
12070.  Are  those  the  securities  shown  in  the  Bank 

Return  as  securities  in  the  Banking  Department? 

That  is  right. 

12071.  This  Committee  does  not  deal  with  the  securities 

in  the  Issue  Department? No. 

12072.  Chairman:  You  speak  in  your  memorandum 
of  certain  ad  hoc  committees  which  are  formed  from 
time  to  time  without  giving  them  the  status  of  a stand- 
ing committee.  What  sort  of  subject  would  those  deal 

with?  Would  they  be  policy  matters? Only  internal 

policy  matters  where  the  running  of  the  Bank  is  concerned, 
not  policy  matters  where  the  Government  is  concerned. 

12073.  Then  we  should  like  you  to  give  us  as  much 
picture  as  you  can  of  the  amount  of  time  that  a part- 
time  director  can  spend  on  the  work  of  the  Bank,  apart 
from  his  work  as  a member  of  one  of  these  committees? 

Sir  Charles  Hambro : It  rather  depends  on  what  the 

part-time  director  does  outside  the  Bank.  It  is  gener^y 
the  custom  for  a part-time  director,  apart  from  attending 
the  committees  which  he  is  attached  to,  to  be  in  the 
Bank  two  or  three  days  a week  for  lunch,  and  to  drop 
in  and  out  of  the  Bank,  largely  at  the  request  of  the 
officials  or  the  executive  directors  or  the  Governors,  to 
discuss  some  specific  subject  in  which  they  are  interested, 
or  to  discuss  some  subject  with  which  he  thinks  the 
Governor  or  Deputy  Governor  or  whole-time  directors 
should  be  acquainted.  It  varies  tremendously  according 
to  1he  work  which  has  to  be  done.  I should  say  that 
the  directors  in  the  City,  such  as  Sir  John  Hanbury- 
Williams  and  myself  and  others,  are  there  probably 
more  often  than  the  directors  who  work  up  iu  the 
North  or  in  the  Midlands  on  their  own  business.  But  most 
directors,  when  they  are  in  London  from  the  provinces, 
come  and  lunch  at  the  Bank,  and  spend  an  hour  or  so 
talking  to  the  Governors  or  the  officers  on  any  subject  which 
they  may  be  called  upon  to  discuss.— 5i>  Alfred  Roberts: 
The  Staff  Committee  meets  fairly  regularly,  but  its  mem- 
bers have  another  function,  and  that  is  to  visit  the  various 
departments  of  the  Bank  from  time  to  time,  partly  to 
get  some  knowledge,  even  if  it  is  superficial,  of  what  is 
happening  in  that  department,  and  partly  to  see  how  the 
staff  conditions  are  generally.  This  involves,  from  my 
own  personal  experience,  some  two  days  every  three 
months  at  least  in  visiting  these  departments.  By  this 
means  one  gets  an  internal  knowledge  of  the  workings 
of  the  Bank. 

12074.  Do  part-time  directors  have  an  office  of  their 

own  in  the  Bank? Sir  Charles  Hambro:  No.  There 

is  an  ante-room,  and  writing  desks  are  there  which  can 
be  used,  but  there  is  no  specific  room  allotted  to  any  one 
director. 

12075.  Do  they  have  secretaries  allocated  to  them? 

No.  The  Secretary’s  department  would  provide  any  form  of 
secretarial  work  that  they  wished  to  be  done.  The 
Secretary’s  department  looks  after  the  Court,  and  if  a 
director  wanits  statistics  or  any  information  or  any 
secretarial  help,  be  only  has  to  ring  up  the  Secretary 
and  he  will  send  somebody  along. 

There  is  another  duty  which  the  outside  directors  per- 
form, and  that  is  the  visiting  of  branches.  Every  branch 
is  visited  once  a year  by  two  directors,  one  of  whom  is 
always  an  outside  director,  not  necessarily  on  an  inspec- 
tion but  rather  to  get  to  know  the  people  in  the  branches 
and  discuss  their  difficulties.  The  opportunity  is  then 
taken  to  meet  at  lunch  outside  people  round  the  distnct 
whom  the  Agent  thinks  would  be  interesting  for  the  direc- 
tors of  the  Bank  of  England  to  meet. 

12076.  How  many  branches  does  the  Bank  of  England 
maintain  outside  London? ^Newcastle,  Glasgow,  Liver- 

pool, Manchester,  Leeds,  Birmingham,  Bristol,  Southamp- 
ton, and  the  Law  Courts  Branch. 

12077.  That  gives  you  an  oj>portunity  for  cultivating 
local  contacts? The  opportunity  is  taken  then. 


12079.  Professor  Cairncross:  What  is  the  sire  of  the 

staff? About  4,500  clerks,  apart  from  the  employees  in 

the  printing  works  and  the  Office  of  Works  of  the  Bank. 
The  total  including  those  is  just  over  7,000. 

12080.  Chairman:  How  far,  since  you  are  necessarily 
living  and  working  outside  the  Bank,  are  you  bombarded 
witii  material,  circulars,  information,  papers  and  that 

sort  of  thing? Not  a great  deal  outside  the  Bank,  but 

we  are  often  asked  to  go  and  read  a memorandum  inside 
the  Bank.  We  are  sent  the  minutes  of  the  committees 
for  which  we  are  responsible,  but  if  there  is  anything 
on  policy  matters  on  which  the  Governor  may  wish  to 
consult  us  we  are  usually  asked  to  go  and  read  it  in  the 
Bank.  If  there  are  any  reports  on  economic  con- 
ditions which  the  Governor  thinks  we  should  see,  he 
sometimes  sends  them ; but  largely  they  are  kept  in  the 
Bank,  and  we  are  asked  to  go  and  read  them  in  the 
Bank,  after  Cour  t or  whenever  it  may  be. 

12081.  Apart  from  the  Members  of  the  Committee  of 
Treasury,  when  a part-time  director  comes  to  a Court 
meeting,  how  far  is  he  briefed  in  advance  with  infor- 
mation and  material  about  the  subjects  which  are  going 

to  arise? On  the  question  of  the  running  of  the  Bank 

he  has  probably  been  on  one  or  more  of  the  committees 
responsible  for  that  side  and  has  seen  the  recommen- 
dations of  those  committees  before  they  went  up  to  the 
Committee  of  Treasury.  At  the  Court  he  has  in  front 
of  him  ffie  printed  recommendations  of  the  committees 
in  a shortened  form,  which  he  can  read  during  the  Court. 
Apart  from  that  he  has  probably  been  consulted  by  the 
Governors  and  asked  his  general  views,  for  the  Governors' 
own  information,  on  certain  questions  which  will  affect 
the  Governors’  policy  and  recommendations  to  the  Com- 
mittee of  Treasury.  But  on  the  broad  business  of,  for 
instance,  the  Bank  Rate,  he  probably  does  not  know  what 
the  final  decision  of  the  Committee  of  Treasury  may 
be  before  it  is  recommended  to  the  Court. 

12082.  Professor  Sayers:  Will  he  have  been  given  any 
memorandum  that  will  bring  to  his  notice  the  advantages 
and  disadvantages  of  a possible  decision  on  Bank  Rate? 

In  my  experience  (and  I have  been  on  the  Court  over 

thirty  years)  no.  He  may  have  been  consulted  by  the 
Governors  on  the  state  of  the  money  market,  if  he  under- 
stands the  money  market,  but  he  will  not  be  given  any 
memorandum. 

12083.  Will  he  have  been  asked  to  read  a written 

memorandum  inside  the  Bank? ^Never,  in  my  own 

experience. 

12084.  Professor  Cairncross : You  mentioned  the  money 
market ; did  you  mean  that  the  Governors  would 
naturally  consult  the  directors  on  their  views  on  Bank 

Rate  with  reference  primarily  to  the  money  market? 

Sir  Charles  Hambro : The  directors  might  themselv^  go 
and  see  the  Governors  and  give  their  own  views  about 
Bank  Rate,  but  I do  not  think  that  the  Governor  would 
give  the  directors  his  views  about  Bank  Rate.  He  would 
feed  on  their  brains  rather  than  they  feeding  op  his.— 
Sir  John  Hanbury-Williams:  At  the  Court,  so  far  as  1. 
can  recollect  in  the  time  I have  been  a member,  no  figures 
are  circulated  at  all  beforehand.  The  Governor  reads  out 
every  Thursday  morning  at  11.30  a.m.  the  figures  you  s« 
published  in  the  newspapers,  and  it  is  on  that,  and_  on  his 
recommendation  after  having  consulted  the  Committee  of 
Treasury  and  having  been  in  touch  with  ffie  Chancellor 
of  the  Exchequer,  .that  a decision  is  taken  as  to  whemer 
the  Bank  Rate  should  be  put  up  or  down. 

12085.  Mr.  Jones:  Those  are  the  figures  that  appear  on 
Friday  mornings? ^That  is  right. 

12086.  Professor  Sayers:  In  what  way  are  they  con- 
sidered relevant,  if  a decision  has  to  be  taken?  Sir 
Charles  Hambro : The  figures  read  out  by  the  Governor 
are  a little  more  broken  up  than  the  figures  actuaUy 
published,  and  they  give  the  Court  a good  background  as 
to  how  the  situation  is  forming.  Apart  from  the  currem 
figures,  we  get  the  comparable  figures  for  a year  ago,  and 
we  have  the  figures  for  the  previous  month  whi^  we 
know  of  ; and  it  is  probable  that  in  explaining  the  figures 
the  Governor  will  elaborate  them  a little,  if  he  wants  some 
decision  over  Bank  Rate  or  some  decision  on  pohcy. 


12078.  As  well  as  keeping  your  own  branch  Agent  in  12087.  Could  you  give  us  an  examp^  of  what  ^8“^ 

touch? ^We  got  to  know  the  staS  and  what  they  are  are  given  that  do  help  the  decision?— »e  trend  of 

• figure?  over  the  past  weeks  of  what  is  happenmg  m tnc 
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circulation,  in  the  money  market,  the  rate  of  bUls,  the 
rate  of  discount,  the  demand  for  money ; the  credit 
situation  as  a whole  can  he  followed  by  watching  diose 
figures  week  by  week. 

12088.  Have  you  found  those  figures  helpful  in  deciding 

upon  whatever  steps  have  to  be  decided  upon? think 

that  the  elaboration  of  them  is  helpful ; but  it  is  a little 
difficult  for  me  to  answer  that.  I have  been  in  the 
banking  business  in  the  City  for  about  forty  years  and  the 
Bank  of  England  for  about  thirty  years,  and  past  history 
and  past  experience  and  the  general  trends  must  influence 
one’s  mind  in  taking  any  decision  on  whether  the  rates 
should  go  up  or  down,  or  what  should  happen  to  the 
Bank  Rate.  In  my  own  experience  it  is  not  so  much  the 
figures  but  the  general  indications  of  the  situation  as  a 
whole  that  make  me  willing  to  recommend  one  thing  or 
another. 

12089.  Are  any  of  those  figures,  or  the  commentary 
that  the  Governor  gives  upon  them,  of  a kind  that,  if 
published,  would  help  the  public  to  understand  the  steps 

that  are  taken? Sir  Charles  Hambro : I should  say  not 

—Sir  Alfred  Roberts:  I would  agree  that  it  would  be 
impossible. 

12090.  They  help  you  to  understand  what  should  be 
done  but  they  could  not  possibly  help  anybody  outside  the 

Court  to  understand;  is  that  the  pwsition? On  the 

day  when  we  actually  make  our  decision  the  explanations 
are  given  in  much  more  detail  as  the  reasons  for  a 
proposal  to  change  Bank  Rate ; but  I do  not  think  that 
the  trend  would  help  the  general  public  in  any  way.  If 
one  has  been  in  sufficiently  long  one  can  follow  a trend 
but  not  a trend  that  would  help  one  to  decide  whether 
Bank  Rate  is  going  to  go  up  or  down ; that  would  be 
my  experience.  It  is  really  the  accumulation  of  these 
figures  week  after  week  which  leads  the  Governor  to 
consult  the  Treasury  as  to  whether  Bank  Rate  should 
change,  and  then  the  accumulation  of  these  trends  is  given 
to  us  on  the  final  day  when  Bank  Rate  is  changed. 

12091.  Which  trends  have  you  found  most  helpful? 

I would  say  the  trends  of  business  experience;  for 
example,  the  way  industry  is  running,  how  much  unem- 
ployment there  may  be,  what  the  money  market  is  doing, 
what  the  foreign  exchange  is  like.  Those  are  the  factors 
which  help  me  to  decide  one  way  or  the  other ; but  I 
could  not  say  that  this  morning,  for  example,  the  treads 
suggest  that  there  should  be  a rise  or  another  reduction 
in  Bank  Rate  today ; it  would  not  help  me  in  any  way 
at  the  moment. 

12092.  But  the  ones  you  have  mentioned  are  the  ones 

you  in  fact  find  most  helpful  in  coming  to  a decision? 

Sir  John  Hanbury-Williams : It  is  not  the  figures  them- 
selves but  the  elaboration  of  these  figures  by  the  Governor 
that  helps  me. — Sir  Alfred  Roberts:  If  the  figures  alone 
were  given  it  would  not  help  at  all,  because  one  cannot 
follow  weekly  trends  unless  one  has  an  extremely  retentive 
memory.  We  do  not  write  them  down  and  take  them 
away. 

12093.  Mr.  Jones : You  look  at  this  in  the  same  way 
as  an  experienced  man  would  look  at  a barometer,  and 
would  have  cumulative  experience  as  to  how  that 
barometer  would  be  affected  by  certain  weather  or  atmo- 
spheric conditions? Sir  John  Hanbury-Williams:  That 

would  be  a very  fair  way  of  putting  it 

12094.  Professor  Sayers:  Is  there  anything  in  the 
Governor’s  elaboration  that  would  be  impossible  to 
publish,  consistent  with  public  policy,  after  a lapse  of 

time? Sir  Charles  Hambro:  I would  not  have  said 

that  it  would  have  been  at  all  helpful  to  have  them 
published. 

12095.  I was  not  asking  whether  they  would  be  helpful, 
but  whether  there  is  any  difficulty  in  the  nature  of  public 

poUcy  that  would  make  it  impossible  to  publish? Sir 

Alfred  Roberts:  That  would  involve  consultations  with 
the  Treasury,  and  therefore  I do  not  think  that  it  would 
be  a matter  for  us  as  members  of  the  Court.— J/r  Charles 
Hambro:  We  must  leave  that  question  to  the  Governor. 

12096.  Sir  Oliver  Franks:  If  when  the  Bank  Rate  has 
been  changed  I ask  myself  what  may  have  led  to  it,  I 
find  that  I think  about  the  course  of  money  rates  in  the 
United  States,  the  general  trend  of  the  world  economy, 
anything  that  I know  about  the  situation  of  order  books 
in  Britain  and  the  movements  of  stocks,  what  has  come 
to  my  ears  about  the  movements  of  foreign  exchange ; 


I ask  myself  what  I think  of  the  general  prospects  for 
the  economy  and  I review  any  information  that  I possess 
about  the  more  technical  operations  in  the  money  market 
itself.  None  of  this  appears  to  me  to  be  irrelevant  to 
t^ng  to  understand  why  the  Bank  Rate  has  been  moved 
either  up  or  down.  I should  have  thought  that,  if  the 
figures  which  you  receive  are  essentially  tiiose  which  are 
published  from  week  to  week,  the  mere  contemplation  of 
the  figures  would  not  help  very  much  in  relation  to  the 
sort  of  questions  which  I ask  myself,  and  that  therefore 
the  interpretation  and  the  additional  comments  that  the 
Governor  may  give  must  certainly  be  all  important  in 
persuading  the  Court  that  the  proposed  decision  is  correct. 
That  would  therefore  seem  to  mean  that  by  deliberate 
decision  of  the  Court  active  discussion  about  an  important 
decision  of  policy  on  Bank  Rate  would  in  fact  take  place 
in  the  Committee  of  Treasury,  if  it  took  place,  and  would 
be  very  unlikely  to  take  place  at  the  Court,  the  Court 
having  in  a measure  delegated  their  authority  in  the  matter, 
thou^  not  their  formal  authority,  to  the  Committee  of 
Treasury,  where  the  Governor  may  put  forward  his  views 
at  much  greater  length  in  a smaller  and  more  intimate 

gathering.  Is  this  picture  in  essentials  true  or  false? 

I should  have  said  tiiat  it  is  quite  true. 

12097.  Professor  Cairncross:  When  a proposal  to  alter 
Bank  Rate  comes  to  the  Cqurt  from  the  Committee  of 
Treasury,  has  it  already  b»n  agreed  at  that  stage  with 

the  Treasury  tiiat  they  raise  no  objection? Sir  John 

Hanbury-Williams:  Ordinarily  the  Governor  or,  in  his 
absence,  the  Deputy  Governor  would  have  seen  the 
Chancellor  of  the  Exchequer  and  ascertained  from  him 
what  was  in  bis  mind  before  any  definite  report  to  the 
Court. 

12098.  Would  the  Court  in  any  circumstances  you 
know,  overturn  a proposition  from  the  Committee  of 
Treasury  or  suggest  a delay  in  flie  movement  of  Bank 

Rate? has  never  happened  during  the  time  I have 

been  a member  of  Court 

12099.  So  by  the  time  die  Committee  of  Treasury  ha> 
approved  subsequent  reference  to  the  Court  is  largely  a 
formality? ^To  a large  extent 

12100.  Chairman:  In  this  matter  of  the  relationship 
between  the  Committee  of  Treasury  and  the  Court,  the 
position  taken  up  by  the  then  directors  at  the  time  of 
the  Revelstoke  hiquiry  was  that  they  were  inclined  to 
accept  the  recommendation  of  the  Committee  of  Treasury 
as  long  as  they  had  the  right  to  select  which  of  their 
members  should  be  on  the  Committee  of  Treasury.  Do 
you  think  that  the  attitude  of  the  members  of  the  Court 
who  are  not  on  the  Committee  of  Treasury  has  changed, 

or  is  that  the  understanding  today? Sir  Charles 

Hambro:  We  treat  the  Committee  of  Treasury  as  our 
conscience  in  these  matters.  We  should  not  he  inclined 
to  try  to  change  a recommendation  of  the  Committee  of 
Treasury.  We  might  ask  them  not  to  do  it  again  but  we 
certainly  would  not  change  a recommendation  on  the  day 
it  was  made. 

12101.  Professor  Sayers:  Do  you  regard  yourselves  as 
an  electoral  college  for  electing  the  Committee  of  Tre^ury, 

which  will  take  decisions? Sir  John  Hanbury-Williams : 

The  Committee  of  Treasup-  is  elected  by  secret  ballot 
each  year  by  ffie  Court  of  Directors. 

12102.  Is  that  the  most  important  function  of  the  Court 
of  Directors,  in  practice? — —Sir  Charles  Hambro:  On 
the  questions  of  policy  which  affect  the  Treasury,  I should 
say  it  was,  but  on  the  question  of  running  the  Bank  it 
certainly  is  not 

12103.  Chairman:  As  I understand  it  the  tendency  on 
the  Committee  of  Treasury  would  be  to  accept  the  re- 
commendation of  the  standing  committees  on  those 

questions? ^Yes.  As  Chairman  of  one  of  the  standing 

committees  I have  often  bad  a recommendation  put  back 
to  me  by  the  Committee  of  Treasury  for  reconsideration ; 
or,  as  happened  only  last  month,  a recommendation  of  a 
committee  may  be  delayed  for  two  weeks  by  the  Com- 
mittee of  Treasury  because  they  want  to  think  about  it. 
But  by  and  large,  on  the  more  or  less  routine  matters  of 
the  Baii,  the  Committee  of  Treasury  are  apt  to  take 
the  recommendations  of  the  committees. 

12104.  Can  you  tell  me  the  origin  of  the  rule  you  refer 
to  in  paragraph  4 that  not  more  than  one  executive 
director  can  be  a member  of  the  Committee  of  Treasury? 
Sir  John  Hanbury-Williams:  It  is  in  order  to  have 
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a majority  on  the  Committee  of  Treasury  of  non-executive 
directors. 

12105.  What  year  does  that  rule  date  back  to?  It  is  not 
in  the  1946  Act?  — —Sir  Charles  Hambro : No,  it  is  not, 
but  I can  get  you  that  information.* 

12106.  Professor  Cairncross:  What  is  the  significance? 
The  existence  of  a majority  of  part-time  directors  does 
not  mean  in  practice  that  the  part-time  directors  ever 
exercise  a veto  or  oppose  a decision  by  the  Governor? 

The  origin  was  that  they  could. 

12107.  It  is  a power  that  has  never  been  exercised? 

— —Sir  John  Hanbury-Williams:  I can  recollect  there 
being  some  quite  long  discussions  on  matters  of  im- 
portance in  the  Committee  of  Treasury ; often  if  there 
has  been  a long  discussion  in  regard  to  a particular  matter, 
the  Governor  has  postponed  the  decision  for  a week  tmtil 
he  got  his  colleagues  to  see  his  point  of  view,  or  modified 
his  own. 

12108.  Has  there  been  since  the  war  a postponement 
of  a decision  about  Bank  Rate,  because  of  disagreement  in 

the  Committee  of  Treasury? 1 cannot  recollect  there 

being  any  postponement  of  decision  because  of  disagree- 
ment amongst  the  members  of  Committee  of  Treasury. 

It  might  be  that  the  Governor  has  not  persuaded  the  Chan- 
c^oi  or  &e  Chancellor  has  not  persuaded  the  Governor 
that  such  and  such  an  action  should  be  taken. 

12109.  There  have  been  occarions  when  there  has  been 
delay  in  movement  of  Bank  Rate  because  of  disagreement 

at  some  point? Sir  Alfred  Roberts:  That  is  between 

the  Treasury  and  the  Governor,  not  the  Committee  of 
Treasury. 

12110.  Professor  Sayers:  May  I ask  Sir  John  on  what 
he  was  basing  his  supposition  of  a delay?  Have  you  know- 
ledge, for  instance,  of  postponements  of  decision  over  an 

important  matter  other  than  Bank  Rate? Sir  John 

Hanbury-Williams:  Yes,  there  have  been  postponements. 

12111.  Professor  Cairncross:  Would  those  have  been 
decisions  relating  to  central  banking  policy  rather  than 

to  the  domestic  affairs  of  the  Bank? More  in  regM"d 

to  domestic  affairs. 

12112.  Mr.  Jones:  Could  there  be  a situation  where 
there  was  a cleavage  of  opinion  either  in  the  Committee 
of  Treasury  or  in  the  Court  of  Directors  that  could  post- 
pone the  variation  in  the  Bank  Rate? Sir  John 

Hanbury-Williams : I do  not  think  so. — Sir  Alfred  Roberts : 
If  the  Chancellor  of  the  Exchequer  were  not  involved, 
theoretically  there  could  be,  but  in  practice  no. 

12113.  Professor  Cairncross:  By  the  time  a proposition 
is  put  by  the  Governor  to  the  Committee  of  Treasury  it  is 
presumably  the  upshot  of  discussion  between  the  Governor 
and  die  Treasury  and  is  a joint  agreement  between  the 
parties,  and  therefore  it  would  be  a little  embarrassing 
if  the  Committee  of  Treasury  attempted  to  put  a veto 

on  the  movement  of  Bank  Rate? Sir  Alfred  Roberts:  I 

do  not  think  that  could  happen. — Sir  Charles  Hambro:  I 
used  to  be  on  die  Committee  of  Treasury  before  we  were 
nationalised,  and  I do  not  think  that  the  Governor  would 
go  to  the  Chancellor  on  a question  of  policy  unless'  he 
felt  that  he  had  the  support  of  the  Committee  of  Treasury 
behind  his  argument. 

12114.  Sir  John  Woods:  You  said  just  now  that  on  the 
whole  you  regard  the  Court’s  most  important  funotion  as 
being  an  el^toral  college  to  elect  the  Committee  of 
Treasury,  except  where  the  running  of  the  Bank  is  con- 
cerned. Paragraph  9 of  your  memorandum  led  me  to 
suppose  that  a large  part  of  the  importance  of  the  outside 
directors  was  not  so  much  to  give  their  views  on  central 
banking  as  to  make  available  to  the  Governors  and  execu- 

• Note  by  witness:  No  executive  directors  were  appointed  before 
1932  Between  1932  and  the  outbreak  of  war  it  was  exceptional  for 
an  executive  director  to  be  elected  to  the  Committee  of  Treasury. 
During  the  war  it  was  usual  for  there  to  be  one  executive  director 
on  the  Committee  and  sometimes  two.  Up  to  this  time  the  Com- 
mittee consisted  of  not  more  than  nine  directors,  including  the 
Governor  and  Deputy  Governor  ex  officio.  It  was  not  until  the 
oassme  of  the  Bank  of  England  Act,  1946,  that  the  Court  made  a 
precise  rule  on  the  subject  when,  on  the  1st  March  1946,  it  was 
resolved  that  the  Committee  of  Treasury  should  consist  of  not  more 
than  seven  members,  including  the  Governor  and  Deputy  Governor 
ex  offeio;  and  that  not  more  than  one  of  the  remamder,  who  were 
to  be- elected  ansu^y  by  the  Court  by  free  and  secret  ballot  from 
among  alllhedirectorg,  should  be  an  executive  director, 


tive  directors  of  the  Bank  their  knowledge  about  affairs  in 
industry  and  commerce  both  at  home  and  abroad,  about 
lea^ng  personalities,  about  significant  events  they  had 
heard  of  in  the  course  of  their  business,  which  they 
thought  were  important  to  the  Bank  and  might  have  some 
effect  on  their  policy.  Would  you  not  regard  that  as  an 
important  function? 1 regard  that  as  their  main  func- 

tion. I thought  Professor  Sayers  was  asking  me  which 
was  the  most  important  function  of  the  Court  in  regard 
to  dealing  with  the  policy  of  the  Bank,  and  that  would  be 
their  election  of  the  Committee  of  Treasury ; but  as 
regards  giving  the  Governors  the  information  and  guid- 
ance they  have  and  can  give,  I should  have  said  that  that 
was  the  main  usefulness  they  could  give  to  the  Bank. 

12115.  In  other  words  it  is  a delibeirate  device  to 
prevent  central  banking  becoming  sterile  and  divorced 
from  the  practical  world  where  industry  and  commerce 
are  carried  on.  It  seemed  to  me  that  we  had  been  discuss- 
ing this  as  though  the  first  way  in  which  the  outside 
directors  came  in  to  an  important  question  on  central 
banking  policy  was  in  a discussion  at  the  Committee  of 
Treasury ; but  may  it  not  be  that  the  formulation  of 
decision  or  of  policy  in  the  minds  of  executive  directors 
may  be  affected  or  delayed  because  of  the  individual  con- 
sultations which  go  on,  ^ you  have  described,  from  day 
to  day  between  individual  outside  directors  and  executive 

directors? My  feeling  would  be  that  the  policy  which 

the  Governor  would  put  to  the  Chancellor  would  be  formu- 
lated as  a result  of  his  conversations  not  only  with  flie 
Committee  of  Treasury  but  with  those  outride  directors 
whom  he  fdt  he  ought  to  consult. 

12116.  These  discussions  with  the  outride  directors  do 
really  play  a part  in  formulating  the  views  of  the  Governors 

and  the  executive  directors? From  ray  own  experience, 

yes. 

12117.  Chairman:  Discussions  with  some  outside 

directors  whom  toe  Governor  thinks  particularly  qualified? 

^Who  ought  to  be  consulted  in  toe  particular  matter. 

12118.  Lord  Harcourt:  That  consultation  and  advice 
which  you  give  to  toe  Governors  is  a continuing  matter 
which  goes  on  daily  on  an  informal  baris  rather  than  at  a 

formal  meeting  of  any  one  of  toe  committees? ^-From 

day  to  day,  every  day ; and  it  comes  from  a continuous 
contact  wito  toe  Governors,  the  executive  directors  and 
toe  staff,  from  knowledge  of  toe  running  of  the  Bank, 
which  is  what  toe  directors  know  about,  and  knowledge 
of  what  the  Bank  and  toe  Governors  and  the  executive 
ofBcers  of  toe  Bank  require  to  know.  Our  main  day-to- 
day  job  is  to  keep  the  executive  directors  acquainted  with 
what  is  going  on  outside  and  give  them  toe  benefit  of  toe 
experience  we  get  outside,  looking  from  the  outside 
inwards  rather  than  from  inride  outwards. 

12119.  Professor  Sayers:  So  the  Committee  of  Treasury 
is  not  as  such  an  important  policy-makiug  body?  If  the 
outside  directors  are  consulted  by  toe  Governor  as 

individuals,  what  does  the  Committee  of  Treasury  do? 

Sir  Alfred  Roberts:  I would  say  that  it  is  the  accumula- 
tion of  views,  of  consultations  individually,  or  maybe  even 
collectively,  on  an  informal  basis,  which  tend  to  suggest 
to  toe  Governor  that  it  is  time  toe  Committee  of  Treasi^ 
were  consulted  about  certain  things.  This  is  very  in- 
tangible, but  nevertheless  I think  that  these  week  by  week 
consultations  wito  individual  directors  -about  their  views 
about  the  trend  of  industry  and  so  _ on  ^e  important. 
The  Governor  would  not  say  to  toe  individual  director: 
“I  want  to  consult  you.  about  a change  m toe  Bank 
Rate”;  toat  of  course  is  out.  It  is  merely  a matter  of 
ascertaining  toe  views  of  these  diverse  people  representing 
various  activities  in  toe  country.  This  also  includes  the 
members  of  toe  Committee  of  Treasury. 

12120.  Sir  Oliver  Franks:  These  individual  conversa- 
tions probably  play  toe  major  part  in  the  processes  by 
which  policy  is  formulated,  but  toe  processes  by  which 
policy  is  formulated  must  be  kept  quite  distinct  from  toe 
questions  of  their  formal  ratification  in  the  name  pf  the 
Bank.  This  formal  ratification  must  always  be  in  ttw 
name  of  toe  Court,  but  toe  body  to  which  the  Com 
listens  is  toe  Committee  of  Treasury.  ThCTrfore  when  the 
Governor  approaches  toe  Committee  of  Tre^ury  with 
some  major  policy  proposal  prepared  in  the  hght  of  to«e 
individual  consultations,  while  toe  debate  may  not  oe 
long,  and  while  in  fact  the  position  put  forward  by  toe 
Governor  may  never  be  overturned,  yet  that  act  of 
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decision  in  the  Committee  of  Treasury  is  where  the  Bank 
as  an  institution  first  comes  formally  and  distinctively  into 
action.  Is  that  a correct  way  of  putting  it? — ^ — Sir  Charles 
Hambro : Perfectly  correct. 

12121.  Chairman:  What  would  prevent  the  executive 
directors  having  outside  contacts,  supposing  you  had  a 
system  under  which  you  had  not  the  advantage  of  the 

part-time  directors? ^The  Court  of  Directors  is  always 

encouraging  the  executive  directors  to  have  certain  con- 
tacts, and  they  do  have  many  outside  contacts.  But  they 
cannot  talk  to  outside  contacts  in  the  same  way  as  they 
can  talk  to  inside  contacts,  people  that  they  know,  people 
who  know  the  running  of  toe  Bank.  In  my  view  giving 
advice  to  people  when  I am  not  re^onsible  is  very  different 
from  giving  advice  to  people  when  I have  to  follow  up 
that  advice  by  taking  the  responsibility  for  toe  decisions. 


12122.  I suppose  that  the  executive  directors  travel  a 

good  deal  on.  behalf  of  the  Bank? A great  deal,  at 

home  and  abroad ; and  many  members  of  the  Bank  staff 
are  lent  and  sent  dl  over  toe  world  to  act  as  advisers  and 
helpers ; in  the  International  Monetary  Fund,  in  toe 
colonial  exchange  controls,  in  toe  Commonwealth  central 
banks,  and  so  on. 

12123.  Professor  Cairncross:  Would  toe  part-time 

directors  have  toe  same  contact  with  bankers  in  other 

countries  as  the  executive  directors? Sir  Charles 

Hambro : The  banking  directors  certainly  would,  because 
in  their  own  banks  they  contact  central  bankers  and  other 
bankers  all  over  the  world. — Sir  John  Hanbury-Williams : 
As  a matter  of  courtesy  one  would,  if  one  was  travelling 
in  the  Commonwealth,  go  and  pay  a call  on  the  Governor 
of  that  particular  bank.  That  would  apply  also  to  toe 
United  States,  more  particularly  on  toe  eastern  seaboard 
and  at  Washington ; but  that  would  be  politeness  more 
than  anything  else. 

12124.  I would  assume  that  the  most  important  inter- 
national hanking  institutions  are  the  I.M.F.  in  Washington, 
the  E.P.U.  in  Paris  and  toe  B.I.S.  in  Basle,  if  I had  to 
choose  three.  Do  the  part-time  directors  have  much 

contact  with  any  o-f  these  .three  agencies? depends 

on  toe  director ; if  he  travels  a good  deal  he  probably 
would  have  a good  deal  more  contact  than  somebody  who 
did  not  travel  quite  so  much. 

12125.  Would  he  go  to  Basle? ^Not  on  behalf  of  the 

Bank. 

12126.  Chairman:  If  you  wanted  to  recruit  an  executive 
director  from  outside  the  staff  of  toe  Bank,  from  your 

knowledge  of  the  city  would  it  be  possible  to  do  so? 

Sir  Charles  Hambro : When  we  first  appointed  executive 
dtectors  they  were  recruited  from  outside  toe  Bank.  As 
a junior  director  at  the  time  I was  told  by  Lord  Norman 
that  we  wanted  some  good  young  men  with  outside  experi- 
ence to  come  into  the  bank,  and  we  went  out  and  got 
them.  Mr.  Cobbold  and  Sir  George  Bolton  were  two. 


12127.  They  both  came  in  as  executive  directors? 

As  advisers  to  the  Governor  and  then  as  directors. 
Nowadays  we  recruit  certain  people  with  outside  know- 
ledge ; they  usually  come  in  first  as  assistant  advisers  to 
toe  Governor  and  they  may  or  may  not  become  advisers 
to  the  Governor,  and  from  there  they  may  or  may  not 
become  executive  directors.  Executive  directors  are  chosen 
firstly  from  the  staff  of  the  Bank  and  secondly  from  those 
advisers  who  have  usually  come  in  from  outside. 

12128.  Lord  Harcourt:  With  toe  object  of  being  worked 
up  to  executive  director? ^Yes. 

12129.  Chairman : What  kind  of  tenure  may  they  expect 
if  they  give  up  their  outside  connections  and  come  into  toe 

Bank? They  come  in  as  whole  time  employees  of  the 

Bank. 

12130.  With  what  security  of  tenure? ^As  secure  as 

they  would  be  if  they  were  employed  as  regular  Bank 
people. 

12131.  Is  it  on  annual  contract? ^No.  1 do  not  think 

there  is  any  contract.  They  would  qualify  for  pensions 
in  exactly  the  same  way  as  anybody  else. 

12132.  Lord  Harcourt:  Are  they  subject  to  one  month’s 
notice? Sir  Alfred  Roberts:  No. 

12133  Chairman:  The  assumption  is  that  toej^  jom 

the  establishment? Sir  Charles  Hambro : They  ]oin  the 

establishment.  They  do  not  come  m for  five  years  or 
ten  years  or  anything  like  that.  They  have  to  give  up 
all  outside  interests. 


12134.  Professor  Cairncross:  You  agreed  that  it  was 
necessary  nowadays  in  deciding  what  to  do  about  Bank 
Rate  to  keep  an  eye  on  toe  movement  of  world  conditions, 
and  that  this  would  require  not  merely  general  informa- 
tion and  impressions  about  what  was  happening  in  other 
countries  elsewhere,  but  a fairly  consistent  examination  of 
economic  trends.  If  you,  as  a part-time  director,  want  to 

inform  yourself  on  that  in  toe  Bank,  what  do  you  do? 

The  first  thing  I would  do  is  to  talk  to  the  Governor,  and 
he  would  probably  advise  me  to  go  and  talk  to  one  of  bis 
people  who  had  made  a study  of  toe  question  and  ask  to 
have  his  memoranda  which  I could  then  read  in  toe 
Bank.  That  is  usually  what  happens. 

12135.  You  would  be  confident  that  you  would  find  a 

memorandum  on  the  subject? On  most  subjects  one 

would  find  somebody  who  has  been  doing  a study. 

12136.  Professor  Sayers:  Have  you  ever  found  that 
there  was  a subject  which  you  felt  was  hi^y  relevant  to 
a decision  on  which  you  could  not  get  information  that 

you  tbou^t  relevant  within  the  Bank? Sir  Alfred 

Roberts:  I certainly  have  not. — Sir  Charles  Hambro:  I 
cannot  remember  any.  One  can  always  find  somebody 
there  who  can  talk  to  one  intelligently  on  what  one  wants 
to  know. — Sir  John  Hanbury-Williams:  I would  confirm 
that. 

12137.  Sir  Oliver  Franks : One  of  the  difficult  things, 

I think,  in  the  formulation  of  policy  by  any  central  bank 
is  how  to  marry  theoretical  long-term  considerations  with 
practical  experience.  Do  you  find  on  toe  whole  that  this 
marriage  between  a more  theoretical  analysis  of  longer 
term  trends  and  the  more  practical  knowledge  of  how 
things  are  actually  working  out  is  adequately  met  with  in 
the  memoranda  which  you  get,  and  the  conversations 
which  you  have  with  the  permanent  members  of  toe  Bank 
staff?  ' Sir  Charles  Hambro : I would  say  yes.  I have 
always  been  very  impressed  ever  since  I have  had  any- 
thing to  do  with  the  Bank  of  England  with  toe  quality 
of  toe  discussions  one  has  with  the  people  inside  the 
Bank,  and  the  quality  of  the  resultant  memoranda,  if  any, 
that  might  arrive  as  a result  of  the  discussions.  It  is 
very  remarkable ; I am  sometimes  amazed  at  bow  prac- 
tical it  is  as  well  as  being  good  theoretical  stuff. 

12138.  Professor  Sayers:  Memoranda  tackling  such 
subjects  successfully  would  represent  a very  important 
addition  to  the  material  available  for  the  outside  world. 
There  is  nothing  that  entirely  fills  that  need  produced  by 
anybody  outside  the  Bank  of  England.  Anything  pro- 
duced inside  the  Bank  of  England  of  this  kind  with  this 
success  would  add  to  the  ability  of  outside  people  to 
form  a sensible  opinion  on  what  was  going  on  and  what 
should  be  done,  and  would  therefore  help  to  muster  sup- 
port for  any  reasonable  policy  that  was  being  follow^. 
Do  you  see  any  objection  to  such  memoranda  being  pub- 
lished?  ^There  again  I think  that  is  a question  for  the 

Governor ; I do  not  think  it  is  a question  for  a part-time 
director  to  answer.  I think  a ^eat  deal  of  information 
is  given,  especially  by  toe  statistical  department  of  toe 
Bank  of  England,  to  outside  parties.  How  much  further 
that  could  be  taken  I cannot  say. 

12139.  But  these  memoranda  do  help  you,  I under- 
stand ; so  would  toey  not  probably  help  people  outside? 

Sir  Charles  Hambro : Some  of  them  would,  some  of 

them  would  not  I do  not  want  you  to  think  that  there 
is  a plethora  of  memoranda  going  about  the  Bank  of 
England;  toere  is  not. — Sir  Alfred  Roberts:  Some  of 
them  one  would  have  to  spend  two  days  on  before 
thoroughly  understanding  them. 

12140.  Is  that  not  partly  because  toe  outside  world  has 

not  had  sufficient  of  these  things  before? ^That  may 

be  true,  but  if  you  are  thinking  of  toe  outside  world  in 
the  sense  of  the  general  population  I do  not  think  it 
would  be  any  good  at  all.  There  would  be  a few  outside 
who  would  understand.  This  is  really  a matter  for 
toe  Governor  to  decide.  These  memoranda  that  he  has 
within  toe  Bank  he  would  use  when  he  meets  his 
colleagues  at  Basle,  for  example.  That  would  be  a source 
of  dissemination  rather  than  letting  it  become  public 
property  throu^  the  newspapers.  I would  say  that 
toe  views  that  are  expressed  about  long-term  and  short- 
term programmes  might  be  objectionable  to  other  people 
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in  other  countries  of  the  world.  That  may  be  one  reason 
why  one  could  not  publish  them. 

12141.  I wonder  if  you  are  helped  by  such  memoranda 

when  they  are  published  by  another  central  bank? 

They  have  not  helped  me  because  I have  not  read  them. 

12142.  Professor  Cairncross:  The  diagnosis  with  which 
you  are  confronted  is  surely  the  same  as  the  diagnosis 
which  faces  the  Treasury,  who  have  equally  to  make 
up  their  mind  about  the  occasion.  Do  you  want  access 
to  the  memoranda  that  the  Treasury  prepare,  trying  to 

cover  the  economic  trend? 1 do  not,  personally.  We 

rely  upon  the  Governor  to  tell  us  what  are  their  essential 
conclusions. 

12143.  Would  you  draw  any  distinction  between  their 
problem  and  yours? 1 would  sometimes. 

12144.  In  what  way? would  disagree  with  their 

analysis  sometimes,  and  certainly  with  the  conclusions 
they  draw,  but  not  to  the  extent  necessarily  of  disagreeing 
with  a change  in  the  Bank  Rate. 

12145.  I was  beginning  with  the  problem  rather  than 
the  diagnosis.  Would  you  think  the  problem  any 
different? ^No,  I do  not  tbink  so.  It  is  mainly  a ques- 

tion of  conclusions  diat  would  be  drawn ; they  would 
be  different. 

12146.  If  there  is  a difference  of  view,  do  you  think  it 
should  be  resolved  exclusively  by  the  preparation  of 
memoranda  and  subsequent  discussion  inside  the  Treasury 
and  the  Bank  of  England,  and  that  people  outside  should 
have  no  access  to  their  assessment  of  the  dtuation,  that 
they  should  not  equally  try  to  make  up  their  minds  what 
is  going  on  on  the  basis  of  the  information  you  have? 

^That  would  involve,  I think,  some  almost  insoluble 

problems,  if  what  you  are  suggesting  is  that  the  Treasury 
memoranda  and  the  Bank’s  views  on  those  memoranda 
should  become  public  .property  for  the  public  to  discuss 
and  make  up  their  minds  about. 

12147.  No,  I was  not  suggesting  that.  I had  in  mind 
the  possibility  of  consultation  between  experts  in  the 
Bank  and  the  Treasury  and  people  outside,  without  com- 
mitment, on  the  problHU  of  magnosis,  not  on  the  possible 

recommendations? 1 would  not  like  to  answer  that 

question. 

12148.  Sir  Oliver  Franks'.  Some  of  us  who  are  outside 
and  observe  ttie  decisions  of  the  Bank  of  England  from 
time  to  time,  more  particularly  on  the  movement  of  Bank 
Rate,  have  seen  it  said  sometimes  that  what  has  been 
done  has  been  a “technical  adjustment”.  No  doubt 
sometimes  that  is  all  that  can  and  should  be  said  about 
the  change  made.  But  there  are  oither  times  when  it  is 
difficult  to  believe  that  this  statement,  while  true,  does 
not  represent  a certain  economy  of  truth,  and  that  there 
are  not  in  fact  wider  issues  of  policy  involved  in  the 
decision  which  has  been  made.  From  the  point  of  view 
of  the  Bank  of  England  itself,  and  also  perhaps  from  the 
point  of  view  of  the  efficacy  of  the  actual  changes  made, 
some  understanding  of  why  and  wherefore,  beyond  the 
sacred  phrase  “ technical  adjustment  ”,  might  be  vital. 
How  far  has  the  Court,  when  considering  the  relations 
of  the  Bank  of  England  as  an  institution  to  the  public, 
really  looked  at  and  reflected  upon  the  extent  to  which 
what  is  said  about  its  actions  gives  maximum  help  or  not 
in  the  pursuance  of  the  Bank’s  own  policy  and  in  the 

effectiveness  of  the  actions  taken? Sir  John  Hanbury- 

Williams'.  The  Bank  of  England  have  always  been 
exceedingly  careful  in  publishing  figures  and  giving 
information  on  secret  or  confidential  or  semi-confidential 
matters  for  fear  that  people  might  take  advantage  of  it. 
Lord  Norman  was  very  careful  indeed  in  regard  to  the 
question  of  information  given  out ; latterly  the  Bank  of 
England  have  been  perhaps  giving  a litfle  more  informa- 
tion than  during  Lord  Norman’s  days.  Whether  they  are 
giving  sufficient  or  not  I am  afraid  I cannot  answer.  I 
am  not  a banker  by  profession. 

12149.  Professor  Sayers:  Has  the  Court  given  con- 
sideration to  the  kind  of  explanation  that  should  be 

given  after  a major  change  of  policy? Sir  Alfred 

Roberts : Yes,  that  has  occurred  in  recent  times.  Some- 
times when  ffie  Governor  is  delivering  an  address  some- 
where he  consults  the  Court  about  what  he  should  or 
should  not  say. 


12150.  Mr.  Jones : W'ould  there  be  any  value  in  seeking 
to  eliminate  as  far  as  possible  some  of  the  mystique  of 

banking  operations  by  the  central  bank? Sir  John 

Hanbury-Williams:  I do  not  know  that  I am  capable 
of  answering  that.  There  may  be  advantages,  there  may 
be  isadvantages. 

12151.  Chairman:  Our  questions  up  to  now  have  been 
rather  directed  as  if  the  only  policy  actions  of  the  central 
bank  were  concerned  with  the  level  of  Bank  Rate,  and  I 
think  you  have  given  us  a clear  picture  of  the  amount  the 
part-time  directors  can  contribute  to  the  policy  decision 
when  the  time  comes,  and  how  the  decision  is  t^en.  But 
there  must  be  quite  a number  of  other  policy  activities  of 
the  Bank  as  a central  bank,  such  as  the  discernment  of 
excessive-  or  inadequate  liquidity  in  various  parts  of  the 
economy,  and  what  action  shoiid  be  taken  about  it ; the 
Issue  Department  portfolio ; the  handling  of  open 
market  operations.  How  do  the  part-time  directors  come 

in  on  that  part  of  the  policy? Sir  Charles  Hambro : 

In  exactly  the  same  way  as  the  other  part.  It  comes  out 
of  discussions.  The  Governor  formulates  his  views  and 
then  discusses  them  in  more  detail  in  Committee  of 
Treasury,  and  as  a result  of  a combination  of  views 
outside  and  inside  the  Committee  of  Treasury,  a recom- 
mendation to  the  Court  will  be  made  and  an  explanation 
will  be  made  to  the  Court  as  to  why  this  and  that  is 
done.  None  of  these  policy  matters  is  of  a sudden 
nature ; they  develop  and  gradually  come  up  to  the  point 
where  it  is  quite  dear  that  everybody  concerned  is  in 
agreement. 

12152.  Professor  Sayers:  As  part-time  directors  you 
must  at  one  stage  or  another  be  concerned  with  the 
central  banking  task  of  the  Bank  of  England.  What  do 

you  conceive  the  task  of  the  central  bank  to  be? 

Sir  Charles  Hambro:  That  is  a difficult  question.  You 
know  that  almost  as  well  as  I do,  I think. 

12153.  I would  like  to  know  what  your  version  is? 

To  act  as  the  bankers’  bank ; to  regulate  file  monetary 
policy  of  the  country ; to  advise  the  Chancellor  as  to 
what  trends  they  consider  should  be  followed  ; to  regulate 
the  money  market  according  to  the  requirements  of  the 
situation ; to  act  as  father  and  mother  to  the  banks ; and 
to  act  as  tile  bankers’  medium  of  communication  with 
the  Chancellor  and  the  Government.  There  are  lots  of 
other  less  important  matters  which  a central  bank  has 
to  look  after,  such  as  relations  with  other  central  banks 
abroad  in  the  Commonwealth  and  outside  it. 

12154.  I wonder  if  either  of  your  colleagues  wishes 

to  add  anything  to  that? Sir  John  Hanbury-Williams : 

I have  nothing  to  add. — Sir  Alfred  Roberts:  The  only 
thing  I would  like  to  add  is  to  serve  .the  interests  of 
the  nation  in  this  fidd ; rthat  is  the  overall  consideration, 
I would  say. 

12155.  I notice  that  you  did  not  mention  specifically 
the  management  of  the  Government  debt.  Was  that 

deliberate,  or  was  it  just  that  you  forgot  it? -Sir 

Charles  Hambro:  It  is  not  the  affair  of  a part-time 
director. 

12156.  It  is  the  task  of  a central  bank? ^Yes,  it  has 

to  manage  the  Government  debt,  unless  the  Government 
do  it  themselves,  as  they  do  in  some  countries. 

12157.  As  a part-time  director  are  you  called  upon 

to  advise  on  this  aspect? That  is  managed  by  the 

Bank  on  behalf  of  the  Treasury,  in  the  same  way  as  ex- 
change control  is  managed  by  the  Bank  on  behalf  of 
the  Treasury. 

12158.  That  applies  to  the  portfolio  of  the  Issue  De- 
partment ; you  would  equate  it  with  the  exchange  control 
from  the  point  of  view  of  your  position? Yes. 

12159.  Chairman:  Now  I would  like  to  take  you 
to  this  question  of  the  position  and  the  possible  embar- 
rassments of  a part-time  director.  I would  like  you  all 
to  realise  that  we  want  to  take  this  fully  with  you  be- 
cause it  arose  out  of  the  Bank  Rate  Tribunal  Inquiry. 
It  was  left  as  an  unresolved  question,  and  it  was  one  of 
the  questions  that  as  a Committee  we  were  invited  by 
the  Government  to  consider.  You  have  put  down  in  your 
memorandum  yotir  views  upon  the  extent  of  the  embar- 
rassment, and  you  say  that  this  aspect  of  it  has  been 
greatly  exaggerated,  and  that  the  occasions  of  difficulty 
are  rare  and  relate  principally  to  matters  of  Bank  Rate. 
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Before  we  go  on  I should  remind  you  that  ^e  two 
part-time  directors  who  gave  evidence  before  the  Bank 
Rate  Tribunal  expressed  themselves  in  a rather  more 
serious  way  than  that.  Mr.  Keswick  described  the  posi- 
tion of  a t&ector  of  die  Bank  as  being  “ a very,  very 
diflScult  position  ” ; Lord  Kindersley  said : “ It  is  a diffi- 
cult thing  ...  I have  been  in  a very  awkward  situation 
many  a time”,  and  then  in  a furdier  answer  he  said 
that  it  was  ” very  awkward  indeed  ”,  and  said  that  there 
were  ten  or  twdve  occasions  upon  which  he  had  been 
conscious  of  this  difficulty  or  embarrassment  On  the 
other  hand  Lord  Bicester  said  that  the  amount  of  embar- 
rassment he  had  experienced  had  been  “ slight,  some- 
times ”,  and  the  Governor  took  the  view  that  sdthough 
there  was  some  strain,  the  occasions  were  few  and  were 
capable  of  being  dealt  with  on  easQy  recognised  prin- 
ciples.* That  is  the  background  of  published  evidence 
to  date  of  which  we  have  to  take  account  Of  course 
it  may  be  that  some  part-time  directors  are  so  placed 
that  the  occasions  when  (they  experience  difficulty  are  less 
frequent  than  those  of  others.  Would  you  agree  with 
that? — ;-Personally  I have  not  been  unduly  embarrassed 
at  any  time,  thou^  I am  a banker,  which  makes  it  likely 
that  I shoiiid  be  more  embarrassed  than  somebody  who 
is  not  so  closely  connected  with  the  banking  side.  I do 
not  remember  any  great  embarrassment.  It  has  to  be 
borne  in  mind  that  we  undertake,  when  we  join  the 
Bank  as  directors,  to  put  the  Bank  first  before  every- 
thing else,  as  stated  in  our  memorandum ; therefore  the 
interests  of  the  Ba^nk  must  be  one’s  first  interest  in  any 
situation  in  which  one  may  find  oneself.  I tiaink  that,  if  a 
man  keeps  that  well  in  his  mind,  there  diould  be  very  little 
embarrassment.  If  anybody  asks  me  awkward  questions 
I say:  ” That  is  not  a question  I can  express  any  opinion 
on,”  and  there  it  ends.  I have  been  much  more  embar- 
rassed sometimes  by  my  outside  boards  of  directors, 
where  I know  a decision  of  one  board  which  I attend 
one  day  and  am  supposed  to  advise  on  the  same  thing  on 
another  board  the  next  day.  That  may  embarrass  me 
much  more  than  anything  I hear  or  know  as  being 
a director  of  the  Bank  of  England. 

12160.  Do  you  think  that  the  position  tends  to  be 
more  difficult  for  someone  who  comes  in  from  the  bank- 
ing field  than  for  somebody  who  comes  from  a different 
field?  Most  industrial  concerns  have  some  holding  in 
gilt  edged  stock  today,  and  some  have  very  large  hold- 
ings?  ^The  occasions  on  which  one  has  to  be  absent 

from  the  counsels  of,  or  refrain  from  giving  advice  to, 
one’s  own  business  may  be  more  frequent  for  a director 
in  the  banking  profession  than  in  an  industrial  profes- 
sion, because  bankers  are  dealing  every  day  in  the  sort 
of  securities  thalt  may  be  affected  by  Bank  Rate  decisions  ; 
but  I do  not  think  that  the  degree  of  embarrassment  is 
any  more  or  less  because  it  is  quite  clear. 

12161.  Sir  John,  have  you  ever  been  conscious  in  your 
long  experience  with  the  Bank  of  any  of  this  kind  of 

embarrassment? Sir  John  Hanbury-Williams:  Not  in 

my  own  business  because,  as  chairman  of  my  com- 
pany, I have  an  arrangement  that  my  deputy  chairman, 
the  managing  directors  and  the  financial  experts  are  free, 
with  the  board’s  approval,  dther  to  sell  or  buy  gilt  edged 
securities  when  they  think  desirable,  and  I keep  out  of 
it.  There  must  be  embarrassment  I suppose,  in  all 
these  tilings,  but  I do  not  feel  that  a part-time  director 
of  the  Bank  of  England  should  necessarily  be  any  more 
embarrassed  by  the  knowledge  that  he  has  than,  say, 
a chartered  accountant  in  his  profession  or  a doctor  or 
any  professional  gentleman.  If  one  is  a director  of 
various  companies  the  information  one  gets  from  one 
company  may  be  of  such  a nature  that  if  one  is  not 
an  honourable  person  one  may  make  use  of  it,  and  I 
do  not  think  that  the  embarrassment  arising  from  the 
knowledge  one  gets  from  the  Bank  of  England  is  any 
different  from  the  embarrassment  one  would  get  in  many 
other  walks  of  life. 

12162.  Is  your  arrangement  to  isolate  yourself  from 
dealing  with  your  company’s  decisions  due  to  your 
being  a director  of  the  Bank  or  is  it  a working  arrange- 
ment you  would  have  made  in  any  case?  Over  a 
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period  of  years  I have  told  my  colleagues  that  they  are 
to  deal  with  those  matters  and  leave  me  out  of  it. 

12163.  Sir  Alfred,  does  this  arise  as  a problem  in  any 
position  of  yours? — -Sir  Alfred  Roberts:  I suppose  it 
could,  because  my  own  organisation  has  gilt-edged  securi- 
ties, and  the  Trades  Union  Congress  also  has,  as  have 
the  affiliated  unions.  But  I have  had  no  embarrassment 
whatever  in  this  respect.  It  may  be  because  the  T.U.C. 
recognise  the  fact  that  it  would  embarrass  me  that  they 
do  not  ask  any  questions  about  it,  knowing  that,  if  they 
did,  they  would  not  get  any  answers.  As  far  as  my 
colleagues  on  the  Court  are  concerned  there  may  be  more 
embarrassment  in  some  cases  than  others,  but  I do  not 
see  why  it  should  not  be  possible  to  make  arrangements 
to  avoid  embarrassments  in  future.  So  far  as  my  know- 
ledge of  colleagues  goes,  I would  regard  them  as  men 
of  highest  integrity. 

12164.  As  you  are  here  to  represent  the  part-time 
directors  as  a whole,  how  did  it  come  about  that  Mr. 
Keswick  and  Lord  Kindersley  expressed  themselves  very 
much  more  strongly  than  you  have  about  the  difficulties 

of  their  position? Sir  Charles  Hambro  : I do  not  know 

that  I could  answer  that ; I just  disagree.  I do  not  doubt 
that  what  they  say  may  have  been  right  in  their  cases,  but 
I have  not  had  that  experience  myself. 

12165.  It  is  sometimes  said  that  the  difficulty  really  lies 
in  not  giving  a hint  by  evading  discussion  of  these  matters 
when  something  is  in  the  wind.  Do  you  recognise  that  as 

a difficulty? ^I  have  got  to  the  stage  now  where  my 

partners  never  discuss  these  matters  wiffi  me.  They  never 
ask  my  opinion  because  they  know  it  is  a thing  on  which 
I cannot  advise  them. 

12166.  You  mean  month  in,  month  out? Yes. 

12167.  Sir  John  Woods:  You  mean  that  your  colleagues 

would  never  consult  you  about  dealings  in  gilt-edged? 

They  might  do ; my  inclination,  if  two  colleagues 
to  me  and  said:  “We  would  like  to  do  this  or  the  other 
in  the  gilt-edged  market”,  would  be  to  say:  “You  do 
exactly  as  you  like 

12168.  On  every  occasion? On  every  occasion.  That 

would  really  be  my  answer  to  the  problem. 

12169.  Chairman:  Do  you  think  that  the  best  solution 
is  that  people  in  anything  like  your  position  should  follow 
a regular  policy  of  that  kind,  so  that  they  are  never  in- 
volved in  the  question  of  giving  advice? 1 think  that 

where  the  Bank  of  England  is  concerned  that  is  so.  I 
do  not  think  that  it  interferes  with  nmning  one’s  own 
business  in  any  way  because  there  are  so  few  things 
that  are  affected  by  Bank  Rate  policy,  which  is  about 
the  only  thing  which  can  really  do  any  harm. 

12170.  Professor  Sayers:  I suppose  that  a public  issue 
by  an  issuing  house  with  which  a part-time  director  was 
concerned  could  be  affected  by  Bank  Rate  policy.  Could 
a part-time  director  who  was  concerned  as  a matter  of 
policy  month  in  mouth  out  stand  out  of  all  discussions 
affecting  these? ^No,  but  I do  not  think  that  arises. 

12171.  It  did  in  the  September  1957  episode,  and  ob- 
viously could  at  almost  any  time? ^In  that  case  the 

Bank  of  England  director  concerned  carried  on  with  that 
issue  as  if  nothing  was  going  to  happen ; he  ffid  not 
give  any  indication  of  the  change. 

12172.  No,  but  the  evidence  indicated  that  he  was  con- 
sulted by  his  fellow  directors  about  the  time  of  the  issue. 

Was  that  not  so? ^The  decision  to  make  the  issue 

was  made  before  the  question  of  a change  in  Bank  Rate 
arose. 

12173.  Yes,  but  we  are  considering  the  practicability 
of  a part-time  director  taking  the  line  month  in  month 
out  that  he  does  not  take  any  part  in  (discussions  where 
a change  in  Bank  Rate  is  relevant,  and  surely  that  in- 
cludes all  new  issue  arrangements?  Would  it  not  be 
very  difficult  for  some  part-time  directors  to  follow  this 

line? 1 do  not  fliink  ffiat  there  is  any  practical  difficulty 

because  the  date  of  an  issue  is  usually  decided  weeks 
before  the  issue  is  made. 

12174.  But  not  the  terms  of  the  issue? The  terms 

of  an  issue  are  decided  at  least  a fortnight  before  the 
issue  is  made. 

12175.  Yes,  hut  they  have  to  be  decided ; is  not  the 
decision  a speculation  on  what  is  going  to  happen  to 
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Bank  Rate  in  the  interim? 1 suppose  in  exceptional 

cases,  yes ; I cannot  remember  any  case  where  I have 
had  the  experience  that  having  knowledjge  of  a change  in 
Bank  Rate  has  interfered  with  the  ability  to  decide  on 
the  date  or  terms  of  an  issue. 

12176.  That  would  not  necessarily  be  true  of  all  part- 

time  directors  of  the  Bank? ^It  might  not  be. 

12177.  Sir  John  Woods  : It  would  seem  that  a good 
deal  turns  on  the  way  different  businesses  run  their  own 
affairs.  In  the  proceedings  before  the  Tribunal  Mr.  Marris 
said  that  he  and  bis  partners  as  managing  directors  found 
it  “ a great  handicap  ” ffiat  they  codd  not  feel  free  to 
seek  the  advice  of  their  chairman  at  moments  of  diffi- 
culty.* That  is  not  at  all  the  kind  of  situation  which 
you  describe  in  your  own  business.  There  there  does 
not  seem  to  be  a rule  that  tiie  chairman  js  invariably 
not  av^able  when  anything  arises  to  which  his  con- 
nection with  tile  Bank  of  En^and  might  be  relevant,  to 
such  a case  might  there  not  be  some  hint  given  on  the 
occasions  when  be  did  absent  himself  from  the  discussion? 

Sir  John  Hanbury-Williants:  I have  not  worked  in 

a partnership,  but  I know  the  City  of  London  well  enough 
to  know  that  in  a partnership  of  that  sort  it  wotild  not 
arise.  The  fact  that  the  senior  partner  absented  himself 
would  give  no  hint  whatsoever  that  there  was  likely  to 
be  a change  in  the  Bank  Rate. 

12178.  Professor  Cairncross:  But  if  the  prospect  of  a 
change  in  Bank  Rate  is  perpetually  before  us,  surely  he 
must  absent  himself  re^arly ; otherwise  on  the  rare 
occasions  when  he  is  away  it  will  be  known  that  the 

chances  ate  that  it  means  something? Sir  Alfred 

Roberts  : If  there  were  ten  changes  of  Bank  Rate  and 
those  were  the  only  occasions  he  had  absented  himself, 
then  there  would  be  difficulty  next  time. 

12179.  Lord  Harcourt:  You  say  that  the  date  of  a new 
issue  is  almost  invariably  arranged  many  weeks  ahead  of 
the  issue  for  a variety  of  reasons  over  which  the  issuing 
house  has  no  control.  When  it  comes  to  the  fixing  of 
the  terms  of  a new  issue  is  it  not  a fact  that  that  womd 
never  be  a direct  and  sole  decision  of  the  partner  in  the 
issuing  house  who  was  also  a director  of  the  Bank  of 
England?  Would  it  not  be  the  consensus  of  opinion  of 
the  partners  of  the  issuing  house  in  conjunction  with  the 

brokers? Sir  Charles  Hambro : I should  have  thought 

invariably. 

12180.  And  the  director  of  the  Bank  of  England  coffid 
either  absent  himself  or  be  completely  self-effacing  during 
those  discussions,  which  probably  take  place  during  half 

a dozen  or  more  meetings? So  far  as  we  are  concerned, 

yes. 

12181.  It  would  not  be  the  direct  responsibility  of  the 
director  of  the  Bank  of  England  to  fix  the  terms  of  a 

given  issue  in  a firm  way? As  far  as  I am  concerned  I 

should  be  the  last  person  to  be  able  to  do  so ; my 
colleagues  are  more  versed  with  the  market. 

12182.  Professor  Sayers:  Would  you  suggest  that  it 
should  be  a standing  rule  that  no  part-time  director  of 
the  Batdc  of  England  should  take  part  in  discussions  about 

the  fixing  of  such  terms? ^No.  I think  it  would  be 

a great  pity  to  make  any  rules  on  the  subject.  A man  is 
not  made  a part-time  director  of  the  Bank  of  England 
unless  he  can  be  trusted. 

12183.  You  accept  the  fact  that  the  embarrassment  must 
sometimes  occur,  and  a man  must  be  left  to  deal  with 

it  as  best  he  can? The  few  times  the  embarrassment 

may  occur  it  is  up  to  the  individual  to  deal  with.  If  he 
is  not  worthy  of  dealing  with  it,  he  is  not  worthy  of 
being*  a director  of  the  Bank  of  England. 

12184.  And  you  cannot  make  any  rules? 1 do  not 

tbinW  that  you  can  make  any  rules  at  all. 

12185.  Sir  Oliver  Franks:  I think  we  all  accept  that 
the  questions  we  are  asking  have  no  relationship  to  issues 
of  integrity  and  the  like,  but  there  are  two  different 
situations.  The  first  is  one  in  which  someone  may  have 
to  face  the  difficulty  of  his  own  conscience ; the  other  is 
one  in  which  he  so  places  himself  that  he  either  can  or 
cannot  teE  a convincing  public  story  of  that  occasion. 
When  I read  the  evidence  given  before  the  Tribunal  I 
wondered  about  this  distinction,  because  it  is  very  easy 
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to  be  in  situations  in  which  one  gets  by  with  complete 
satisfactoriness  from  the  point  of  view  of  this  potential 
embarrassment,  but  in  which  it  would  be  very  difficult 
to  prove  that  one  could  not  have  influenced  the  course  of 
events  or  given  something  away  in  words.  One  has  to 
look  at  the  question  whether  in  the  case  of  the  Bank  of 
England  and  the  part-time  directors,  because  of  the 
responsibility  assumed  by  bemg  on  the  Court  and  the  far- 
reaching  importance  of  decisions  which  can  be  made,  a 
part-time  director  needs  to  he  in  a position  to  demonstrate 
his  disinterestedness  in  addition  to  in  fact  being  entirely 
disinterested.  The  arrangement  which  Sir  John  Hanbury- 
Williams  described,  by  which  his  deputy  chairman  and 
the  finance  director  look  after  all  questions  of  gilt-edged 
dealings,  enables  bim  to  do  the  second  thing  as  well  as  the 
first ; the  public  story  is  there  if  evidence  is  required. 

I thought  that  one  of  the  remarks  which  Six  Alfred 
Roberts  made  rather  tended  in  that  direction,  when  he  said 
in  effect  that  he  would  want  to  put  himself  in  a position 
in  which  the  public  question  could  not  arise.  Tbis  is  a 
rather  complex  question  ; we  should  be  glad  to  hear  your 

views,  as  you  have  lived  with  it? Sir  John  Hanbury- 

Williams:  I do  not  know  whether  I can  add  very  much 
to  what  I have  already  said.  Anybody  in  possession  of  a 
secret  must  obviously  find  hims^  embarrassed  on  occa- 
sions ; I have  been  embarrassed,  but  somehow  or  another 
one  has  to  get  out  of  that  embarrassment  in  the  same  way 
as  you  had  to  when  you  were  in  the  public  service. 

12186.  I was  really  on  a rather  different  point  When 
we  were  within  the  Government  service  one  of  the  things 
we  learnt  about  was  the  difference  between  taking  a right 
decision  in  the  circumstances  and  taking  a decision  the 
grounds  for  whidi  could  be  publicly  defended  by  the 
Minister  in  Parliament.  This  is  the  distinction  between 
acting  rightly  and  being  able  to  ^Ive  the  public  story  of 
acting  rightly  in  a form  which  will  carry  conviction.  It 
is  this  sort  of  distinction  that  I am  really  asking  about. 
Given  that  tiie  members  of  the  Court  act  as  they  think 
rightly  and  on  more  normal  occasions  escape  any 
embarrassment  there  might  be,  is  it  in  the  circumstances 
of  importance  that  the  public  story  which  can  be  told 
should  be  equally  clear?  If  it  is,  the  questions  the 
members  of  the  Committee  have  been  putting,  as  to 
whether  there  should  be  a rule  that  on  certain  types  of 
question  a part-time  director  is  never  consulted,  become 
important.  This  seems  to  me  to  be  one  of  the  issues  on 
which  we  may  have  to  try  to  make  up  our  minds ; that 
is  why  I have  put  it  to  you  for  any  help  you  can  give  us? 

Sir  John  Hanbury-Williams:  So  far  as  my  own 

company  is  concerned  I am  perhaps  in  a very  much 
easier  position  than  some  of  my  colleagues  who  are 
bankers  by  profession  (whether  they  are  merchant  bankers 
or  not),  because  the  number  of  occasions  upon  which  my 
own  company  has  to  deal  in  gilt-edged  securities  is  in- 
frequent. But  I think  that  there  is  importance  to  be 
attached  to  the  public  side  of  the  matter.  We  have  given 
a lot  of  thought  to  this,  but  it  is  awfully  difficult  to  try 
and  work  out  in  one’s  mind  what  rules  and  regulations 
one  could  lay  down  in  this  respect. — Sir  Alfred  Roberts: 

I agree  that  ffiere  is  a very  considerable  difficitity  ; frankly 
I do  not  think  that  one  can  lay  down  rules  and  regula- 
tions. I am  not  in  the  unhappy  position  of  being 
embarrassed  and  therefore  perhaps  can  speak  freely  on 
this.  It  seems  to  me  that,  if  a man  finds  bis  position  as 
an  outside  director  of  the  Bank  of  England  incompatible 
with  his  responsibilities  to  his  company,  then  he  must 
think  seriously  about  maintaining  the  two  positions ; but 
I would  have  thought  that  one  could  avoid  these 
embarrassments  by  thinking  ahead  about  what  to  do  to 
avoid  them.  I see  the  importance  of  your  point  that  they 
must  not  only  be  just  but  they  must  appear  to  be  just. 
It  is  a question  not  merely  of  trusting  to  a mao’s  probity 
and  honesty,  but  that  when  the  public  story  is  to  be  told 
the  public  must  know  that  he  is  honest  on  the  facts  before 
them.  I would  say  that  it  is  not  possible  to  lay  down 
rales  and  regulations ; it  is  really  for  the  man  himself 
to  provide  his  own  rules  and  regulations  in  the  conduct  of 
his  own  business.  I do  not  think  that  it  wouW  be  possible 
to  say  that  nobody  should  be  an  outside  director  of  _ffie 
Bank  unless  he  avoids  certain  particular  responsibihties 
and  duties  in  his  own  company. 

12187.  Mr.  Jones : Does  that  mean  that  a chairman  or 
director  of  a company  who  is  called  upon  to  serve  as  a 
part-time  director  of  the  Bank  of  England  should  have 
his  position  tailored  to  meet  that  particular  position  in  ms 
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own  company? 1 would  think  so.  If  his  company  are 

depending  upon  this  man  to  advise  &em  about  investments 
at  all  times  when  Bank  Rate  is  likely  to  be  changed,  that 
is  a very  great  embarrassment  to  him ; and  if  he  has  to 
make  the  decision  and  no  one  else  it  is  an  impossible 
situation  every  time. 

12188.  Would  it  be  logical  for  the  company  to  tailor 
the  responsibilities  of  the  director  to  his  own  firm  having 
regard  to  the  fact  that  the  director  is  also  a part-time 

{Adjourned  until  Tuesday,  2nd 


director  of  the  Bank? would  say  yes.  If  there  is  a 

director  of  the  Bank  of  England  who  is  in  a position  of 
responsibility  with  his  own  firm,  his  own  firm  should 
recognise  his  responsibility  to  the  Bank  and  not  embarrass 
him  by  involving  him  in  these  kinds  of  decisions. 

Chairman : I think  that  concludes  our  questions,  gentle- 
men. We  are  very  grateful  to  you  for  the  help  you 
have  given  us. 

December,  1958,  at  10.45  a.m.) 
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The  Rt.  Hon.  the  Lord  Radcliffe.  G.B.E.,  Chairman 


Professor  A.  K.  Cairncross,  C.M.G. 

The  Rt.  Hon.  Sir  Ouver  Franks,  G.C.M.G.,  K.C.B., 
C.B.E. 

The  Viscount  Harcourt,  K.C.M.G.,  O.B.E. 

W.  E.  Jones,  Esq.,  O.B.E. 

Professor  R.  S.  Sayers,  F.B.A. 

Sir  Harold  Smith,  K.B.E.,  D.L.,  Chairman,  Wilfrid  Bailey, 

Gas  Coimcil,  called  and  examined. 

12189.  Chairman:  We  are  much  obliged  to  you,_Sir 
Harold,  for  the  answers*  you  have  given  us  to  the  questions 
we  put  to  you.  You  tell  us  in  your  note  that  the  organisa- 
tion of  the  industry  consists  of  twelve  Area  Gas  Boards 
and  the  Gaa  Council.  The  Boards  are  separate  financial 
entities  and  their  revenues  are  not  pool^.  Parli^ent 
established  as  a central  body  the  Gas  Council,  which  is 
specifically  responsible  for  capital  finance,  labour  relations 
and  research  for  the  industry  as  a whole,  and  for  advising 
the  Minister.  Your  first  two  paragraphs  give  us  the 
general  position.  Are  there  any  questions  on  that?— 
Sir  John  Woods:  You  say  in  paragraph  2:  “The  Gas 
Council  alone  can  raise  permanent  capital  by  the  issue  of 
stock  or  accept  capital  advances  from  the  Minister.”  Did 
you  issue  stock  guaranteed  by  the  Treasury  until  fairly 

recently?  Could  you  give  us  any  figures  about  that? 

Sir  Harold  Smith : Yes ; we  had  five  issues.  The 
first  issue  was  shortly  after  we  were  nationalised;  that 
was  a compensation  stock  of  just  over  £189  mn.  Then 
we  issued  £40  mn.  on  5th  May,  1949,  for  other  pur- 
poses authorised  by  section  42  of  the  Gas  Act,  1948. 
Then  £75  mn.  of  British  Gas  per  cent.  Guaranteed  Stock 
1969/1971  was  issued  on  the  12tii  July.  1951.  We  were 
only  allowed  really  to  fund  our  overdrafts ; we  were  not 
allowed  to  issue  stock  for  future  requirements,  although 
we  may  have  had  a small  margin  of  £2  or  £3  mn.  On 
the  7th  August,  1953,  there  was  an  issue  of  £80  mn. ; on 
14th  July,  1955,  an  issue  of  £100  mn. 

12190.  Would  that  be  the  last  stock  that  was  issued 
before  the  new  arrangements  for  advances  from  the 
Treasury? ^Yes. 

12191.  Professor  Cairncross:  When  you  speak  of  short- 
age of  finance  in  paragraph  6 in  the  more  recent  ye^s, 

are  you  thinking  of  the  years  since  1955? ^Yes.  During 

the  last  two  years,  having  formed  our  programmes  and 
having  got  the  general  consent  of  the  Minister  to  our 
programmes,  we  were  subject  to  the  squeeze  and  they  had 
to  be  curtailed  considerably. 

12192.  Chairman:  It  was  the  Government  restriction 
on  the  amount  you  could  have  for  capital  development? 
^Yes. 

12193.  Professor  Cairncross:  Did  you  feel  'that  you 
were  subject  to  any  shortage  of  capital  finance  in  earlier 
years? ^No. 

12194.  Only  that  your  programmes  were  restricted? 

The  programmes  were  really  only  restricted  in  the 
last  couple  of  years. 

12195  In  each  previous  year  your  programme  had  to 
be  approved  by  the  Minister  of  Fuel  and  Power.  Did 
that  mean  all  the  submissions  you  made  were  approved, 

or  'that  they  were  cut  down? ^They  were  not  necessarily 

cut  down,  but  they  were  amended  to  a certain  extent. 
Before  programmes  go  to  the  Minister,  they  have  been 
prepared  by  the  individual  Area  Boards ; they  have  also 
been  thoroughly  examined  by  the  Gas  Council,  and  as  a 
result  of  that  examination  they  have  probably  been 
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amended.  So  by  the  time  they  go  to  file  Minister  they 
^ve  had  a pretty  good  vetting.  There  is  not  a large 
technical  staff  at  file  Ministry  who  can  really  say  whether 
the  plans  should  be  amend^  any  further  or  not.  Their 
amendment  is  more  likely  to  be  from  the  angle  of  what 
capital  is  going  to  be  available. 

12196.  I was  drawing  a distinction  between  approval 
and  vetting  of  individual  schemes  and  the  dietermination 
of  the  aggregate  to  which  you  were  to  work.  The  deter- 
mination of  the  aggr^ate  is  presumably  not  settled  by 
the  Gas  Council? No,  by  the  Minister. 

12197.  Does  it  happen  to  coincide  with  the  total  sub- 
mitted?  Except  for  these  last  two  years  by  and  large 

it  has  been  reasonably  within,  the  same  limits.  The 
Minister  may  have  ihad  to  ask  us  whether  we  could  do 
with  just  a httle  less,  and  as  our  programmes  really  are 
based  on  something  lie  five-year  plans  (in  the  earlier  days 
if  we  wanted  to  build  a new  gasworks  it  took  five  years 
to  do  it)  it  might  have  meant  spending  a little  more 
one  year  and  a little  less  the  next.  They  had  to  be 
elastic  to  a certain  extent. 

12198.  Why  did  your  plans  as  originally  submitted  by 
the  Area  Boards  not  reach  a bigger  total?  Did  you  fed 
■you  were  doing  all  that  was  worth  doing  in  relation  to 

the  return  you  expected  on  the  money? ^We  made  our 

estimates  of  what  gas  we  were  likely  to  require,  and  what 
we  wanted  to  do  in  the  way  of  main  laying,  and  prepar^ 
our  plans  in  relation  to  that,  We  did  not  make  wild 
schemes  just  to  spend  money ; we  tackled  fiiis  just  as  any 
other  business  would  have  doue. 

12199.  What  was  your  general  basis  of  procedure? 

We  have  to  pay  the  interest  on  our  stock ; we  have  to 
put  a certain  amount  to  reserve;  we  would  like  to  do 
more  by  way  of  sdf-financing,  but  at  the  same  time  we 
have  to  look  at  the  cost  of  gas  to  the  consumer.  We 
were  not  expecting  any  particular  return  as_  a private 
entetrpTise  would  expect  it.  Most  of  us  .in  control 
were  working  in  private  enterprise  before  we  were 
nationalised.  In  those  days  we  were  definitely  out  for 
increased  dividends,  but  we  have  to  have  an  entirely 
different  conception  of  the  operation  today. 

12200.  Do  you  not  work  to  any  rate  of  r^urn  which 
you  regard  as  critical,  below  which  you  reject  schemes? 

We  would  look  at  the  rate  of  return  for  shutting 

down  a gasworks  and  linking  up  wifii  another  works ; 
we  might  look  at  it  for  supplying  a new  district.  But  we 
should  not  say  that  unless  we  could  get  20  per  cent,  on 
our  capital  we  would  not  do  it. 

12201.  What  percentage  would  you  take? ^We  do 

not  take  any  fixed  percentage. 

12202.  None  at  all? ^No  common  percentage 

throu^out  the  country.  Each  Area  Board  woiJd  look  at 
every  programme  on  its  merits. 

12203.  Chairman:  In  comparing  one  possible  scheme 
with  another,  must  not  the  rate  of  return  exjwcted  from 

one  rather  than  another  act  as  a guide? ^It  is  not  quite 
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so  easy  as  that.  We  have  to  supply  gas  to  the  public, 
and  we  have  to  take  a reasonable  chance  of  getting  a 
fair  return  on  the  money  we  spend  in  order  to  supply 
gas  to  the  public.  If  we  are  looking  at  a scheme  &ere 
are  so  many  problems  that  come  into  the  decision.  It 
might  be  that  it  was  cheaper  to  put  up  one  type  of  gas- 
works than  another,  but  the  cheaper  type  of  gasworks 
would  not  really  be  acceptable  to  the  local  authority 
from  the  amenity  point  of  view.  We  cannot  just  say  that 
we  are  going  to  put  up  the  plant  which  gives  us  the  best 
return. 

12204.  But  I should  have  thought  that  one  of  the 
elements  in  making  a comparison  between  two  different 
possible  ways  of  achieving  the  same  result  would  be  the 

rate  of  return  on  the  two  respective  schemes? 1 do 

not  think  that  the  actual  rate  of  return  would  ever  have 
been  the  factor  that  caused  an  Area  Board  to  decide  on 
a particular  scheme.  It  woiild  want  a plant  to  do  a 
particular  job.  They  might  be  in  an  area  where  they 
bad  a good  coke  market  that  they  wanted  to  satisfy, 
and  they  therefore  would  put  in  a plant  which  would 
give  them  the  best  return  from  their  coke  selling  business. 
In  another  part  of  the  area  they  might  not  have  the 
coke  market  at  all,  and  they  might  put  in  a plant  that 
made  no  coke.  The  suitability  of  the  plant  for  the  opera- 
tions that  it  has  to  carry  out  would  generally  be  the 
deciding  factor.  'W^en  it  is  all  boiled  down,  with  the 
plants  as  we  know  them  today,  there  is  not  very  much 
difference  in  the  actual  cost  of  making  gas  from  one  plant 
or  another. 

12205.  Mr.  Woodcock  : On  the  distribution  side  you 
say  that  you  aim  to  satisfy  all  reasonable  demands  ; but 
“ reasonable  ” is  a matter  of  judgment.  There  must  be 
cases  where  people  have  not  got  gas,  or  where  the  mains 
that  you  have  are  not  entirely  adequate,  and  you  have 
to  decide  whether  you  supply  it  or  not.  It  is  not  a ques- 
tion of  manufacture  but  supply ; yet  you  have  to  supply 

it  at  the  same  price,  I imagine,  all  through? ^The  Area 

Boards  decide  the  prices  at  which  they  sell  gas. 

12206.  Do  they  have  different  prices? They  may 

have  within  their  area. 

12207.  But  when  you  decide  on  an  extension  to  supply 
a new  housing  estate,  or  ito  some  building  or  group  that 

have  not  had  it  before? If  that  came  within  an  existing 

area  of  supply  the  price  charged  would  be  the  general 
price. 

12208.  But  the  extension  itself  might  be  quite  expensive 
in  capital ; would  you  not  have  to  consider  what  you 
would  have  to  pay  on  the  capital  you  are  borrowing? 

^There  might  be  a loss  on  &at  business  for  a time. 

12209.  What  would  decide  whether  you  did  the  exten- 
sion or  not? 1 could  not  tell  you  what  would  be  the 

deciding  factor  in  twelve  Area  Boards.  I could  not  say 
that  any  particular  Board  has  any  particular  return  that 
it  wants  on  its  money. 

12210.  Have  you  ever  known  a change  in  interest  rates 

to  have  an  effect  on  a plan  already  formulated? ^I 

should  not  think  any  effect  at  all.  If  the  Area  Board 
has  decided  that  it  is  the  right  thing  to  lay  mains  to  a 
particular  estate,  I do  not  think  ffie  rate  charged  by 
the  Treasury  for  borrowing  would  affect  that  plan.  If 
the  Area  Board  has  decided  that  it  is  going  on  with  a 
particular  plan,  subject  to  the  Minister’s  consent,  the 
fact  of  a slight  change  in  the  rate  of  interest  would  not 
stop  them. 

12211.  Professor  Cairncross:  If  it  had  a 10  per  cent, 
cut  in  the  total  to  which  it  was  to  work,  would  it  strike 
out  schemes  that  might  show  a poor  return  or  an  actual 

loss,  or  would  it  be  indifferent  to  that? -If  the  Minister 

said  that  we  could  not  have  aU  the  money  we  wanted,  they 
would  certainly  look  at  the  return  on  the  different  schemes. 

12212.  Sir  Oliver  Franks : When  an  Area  Board  is  con- 
sidering a particular  scheme,  is  there  always  a calculation 
of  what  the  return  on  the  sura  of  money  to  be  invested 

will  be,  or  is  that  disregarded  by  the  Area  Board? No, 

the  Area  Board  would  see  what  return  it  estimates  it  is 
going  to  get  from  any  of  the  plans  it  carries  out. 

12213.  Is  there  any  negative  level  of  return  at  which 
they  would  decide  not  to  go  on  with  it.  Is  there  a loss 

too  heavy  to  be  borne? 1 think  so  ; but  what  it  would 

be  I could  not  say.  It  might  vary  with  each  Area  Board. 


12214.  Sir  John  Woods:  Am  I right  in  assuming  that 
the  Gas  Council  itself  would  not  negative  a plan  solely 

on  the  ground  that  it  was  uneconomic? ^We  should  not 

look  at  any  plan  in  such  detail  as  to  be  able  to  say  whether 
any  particular  operation  was  going  to  be  a profitable  one 
or  .not. 

12215.  You  leave  that  to  the  Area  Board? ^We  have 

to  ; it  is  responsible  for  it.  We  can  look  at  the  overall 
picture ; we  can  see  what  sort  of  estimates  it  is  making 
of  the  future  possibilities  of  gas  demand,  we  might  say  that 
we  think  that  its  estimates  are  based  on  an  unrealistic  fore- 
cast of  the  increase  in  output,  and  we  can  say  that  we  will 
refuse  to  suggest  to  the  Minister  that  it  is  a reasonable 
plan  from  that  point  of  view.  But  we  should  not  look 
at  the  Board’s  plans  in  detail  and  say : “ We  do  not  think 
you  ought  to  be  supplying  this  particular  housing  estate  ”. 
That  would  be  right  outside  our  remit. 

12216.  Sir  Oliver  Franks:  From  what  you  have  been 
saying  the  picture  which  is  built  up  in  my  mind  is  of  the 
Council  and  the  Boards  deciding  upon  a variety  of 
schemes  in  which  the  money  return  is  hardly  ever  a 
significant  element  in  making  up  the  joint  mind.  If  that 
is  so,  and  since  you  will  be  up  against  the  question  whether 
or  not  you  can  service  the  borrowed  money,  one  would 
be  led  to  think  that  the  selling  price  was  the  variable;  if 
you  cannot  cover  your  costs  at  the  existing  prices,  you  put 
your  prices  up.  That  would  be  all  right  if  there  was  no 
competition  in  the  products,  but  I understand  that  there 
is  competition  between  gas  and,  say,  electricity ; so  there 
is  a limit  to  which  price  can  be  tiie  variable.  If  you 
cannot  make  price  do  all  the  work,  how  is  it  that  the 
question  of  the  return  on  any  given  capital  investment 
in  relation  to  the  money  borrowed  is  so  unimportant  as 
you  have  seemed  to  me  to  make  it?  We  are  not  trying 
to  argue  at  all  that  it  should  be  the  sole  determining 
factor ; we  are  suggesting  that  the  return  on  the  money 

invested  must  surely  make  a difference? Of  course  it 

makes  a difference,  and  of  course  it  is  taken  into  account 
But  for  the  first  nine  years  of  our  life  as  a nationalised 
industry  we  have  been  trying  to  put  the  industry  back 
on  to  a decent  physical  basis.  We  suffered  losses  during 
the  war  which  have  had  to  be  replaced ; and  we  have 
shut  down  a large  number  of  the  old  inefficient  gasworks. 
We  started  off  with  1,050  gasworks ; we  have  shut  down 
500  of  those  and  concentrated  the  manufacture  on  the 
remainder,  and  those  plants  have  been  reconstructed. 
Obviously  when  the  Area  Boards  are  considering  their 
plans  for  reconstructing  these  plants  they  take  very 
seriously  into  accoimt  the  capital  cost  of  the  plant,  but 
that  is  a small  factor  compared  with  the  cost  of  raw 
material  for  gasmaking  and  the  cost  of  labour.  Those  are 
two  factors  which  are  looked  at  even  more  closely  than 
the  actual  return  on  the  money,  5,  6,  7 or  8 per  cent,  or 
whatever  it  may  be.  Of  cotirse,  all  the  factors  have  to 
be  taken  into  consideration  in  arriving  at  a final  figure, 
but  we  are  in  such  a state  of  change.  First  of  all  we 
have  had  this  reconstruction  of  the  industry,  and  now 
after  nine  years  of  research  we  are  coming  on  to  a 
lot  of  new  processes,  and  the  number  of  gasworks  which 
today  is  500  may  well  in  fifteen  years’  time  be  down  to  100. 
We  are  really  building  up  an  entirely  new  gas  industry. 
The  test  we  are  applying  to  ourselves  is  what  we  are 
doing  by  way  of  self-financing,  whether  we  are  improving 
on  our  self-financing  each  year.  We  certainly  are ; it  is 
not  right  yet,  but  we  started  off  in  1949-5'0  providing 
from  our  resources  32  per  cent,  of  our  capital  require- 
ments ; last  year  it  was  48-7  per  cent. ; it  has  gone  steadily 
up  each  year,  and  all  our  projections  for  the  future  show 
that  it  is  going  to  go  on  increasing.  Of  course  we  could 
improve  on  that  enormously  by  putting  up  the  price,  but 
then  we  come  up  against  the  competition  problem.  We 
say  that  our  price  is  too  high  now.  We  have  had  to  tiy 
and  keep  a balance  between  maintaining  a competitive 
price  and  doing  as  much  as  we  could  for  self-financing. 

12217.  Professor  Cairncross:  In  the  years  since  1955 
you  have  had  to  reduce  the  total  amount  of  capital 
spent  on  the  industry ; where  previously  you  were  rising 

year  by  year  you  had  to  make  some  reduction? 

We  went  on  rising  but  not  as  much  as  we  wanted  to. 

12218,  In  real  terms? Yes,  in  real  terms. 

12219.  According  to  the  National  Income  Blue  Book 
your  capital  expenditure  was  in  1955  £59  mn.  and  in 
1956  and  1957  £52  mn.  If  I may  put  the  question  to  you 
irrespective  of  the  figures,  where  and  for  what  reasons 
did  you  make  cuts  when  the  credit  squeeze  was  brought 
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to  bear  on  you?  You  said  that,  if  you  were  obliged  to 
make  a reduction,  the  Area  Boards  would  have  regard 
to  the  return  on  the  money.  How  did  that  take  ^ect? 

The  cuts  that  we  have  made  really  are  by  way  of 

delaying  the  work.  The  Area  Boards  look  for  that  part 
of  their  programme  which  they  think  they  can  with  the 
least  harm  defer.  If  it  went  on  too  long  we  should  sud- 
denly find  ourselves  in  a mess  and  unable  to  satisfy  the 
demand. 


12220.  Mr.  Jones : It  is  suspension  rather  than  cancella- 
tion?  It  is  not  cancellation  ; it  is  deferment 

12221.  Professor  Cairncross:  On  what  kind  of  schemes 

would  that  be  most  in  evidence? ^The  first  scheme  an 

Area  Board  would  be  likely  to  defer  would  be  improve- 
ment to  showrooms  or  offices.  Many  of  them  still  ought 
to  have  better  or  more  centralised  offices  than  they  have, 
but  if  there  is  a squeeze  they  would  defer  things  like  that 
first  of  all.  They  might  have  had  plans  for  taking  their 
mains  out  to  rather  further  pants  of  their  area ; if  it  is 
perhaps  just  a little  chancy  as  to  whether  it  is  worth  doing 
it  or  not  they  would  defer  ffiat.  The  actual  manufactur- 
ing plant  they  would  not  be  likely  to  defer  because  it 
takes  so  long.  If  they  began  to  drfer  that  they  would 
find  themselves  in  trouble  in  a comparatively  short  time. 

12222.  That  would  not  be  financially  economical? 

It  is  most  uneconomical. 


12223.  Sir  Reginald  Vernon  Smith:  Is  each  area  re- 
garded as  running  its  own  self-financing  or  is  it  grouped 

by  (the  Council  as  a whole? Each  area  is  responsible 

for  its  own  finances.  Our  great  difficulty  in  self-financing 
arises  from  the  pre-war  assets  which  we  took  over,  which 
are  a pretty  heterogeneous  collection.  The  new  plant  we 
have  built  since  we  were  nationalised  is  being  depreciated 
on  a straight  line  basis  over  the  life  of  the  asset,  and  that 
is  why  we  are  improving  each  year.  We  are  shutting 
down  more  of  the  pre-vestiDg  assets  and  we  have  in 
o-peration  more  of  the  post-vesting  assets. 

12224.  Mr.  Jones  : If  you  are  developing  at  the  rate 
of  £53  to  £54  nrn.  a year,  and  you  are  now  self-financing 
roughly  50  per  cent,  of  your  total  capital  expenditure, 
as  against  a third  at  the  beginning,  would  you  be  borrow- 
ing from  the  Treasury  for  the  margin  between  the  capital 
required  and  the  sums  fiiait  were  available  from  self- 
financing?  ^We  should  have  to  have  new  capital  for 

that. 

12225.  How  would  you  fund  the  capital  you  have  by 

the  arrangement  with  the  Treasury? ^We  repay  the 

advances  from  the  Treasury  over  twenty-five  years. 

12226.  Paying  interest  throughout  at  the  rate  in  force 
at  the  timft  when  they  were  made  available? ^Yes. 

12227.  Chairman : When  there  is  a change  in  the  market 
rate  of  interest,  I gather  that  that  has  no  irnpact  upon  the 
operations  of  the  gas  undertakings  except  in  so  far  as  it 
may  mean  that  the  Treasury,  in  advancing  money  to 

you  will  also  make  a change? ^They  will  charge  us 

more  or  less,  according  as  the  market  rate  goes  up  or 
down. 

12228.  But  the  variations  in  the  charge  that  they  make 
to  you  in  your  experience  have  not  affected  the  thinking 

or  the  operation  of  the  gas  undertakings? 1 have  spent 

the  whole  of  my  working  life  apart  from  wars  in  the 
gas  industry,  and  I have  never  known  a time  where  the 
cost  of  money  has  prevented  us  from  doing  what  we  felt 
was  necessary  in  order  to  maintain  our  production  and 
distribution  plant.  Naturafiy  when  we  were  free  to  go 
to  the  public  we  chose  the  time,  and  we  have  spent  a lot 
of  time  deciding  when  was  the  right  time  to  launch  our 
issuK,  but  we  never  said  that  we  could  not  build  a new 
gasworks  or  a new  distribution  plant  because  it  would 
now  cost  us,  say,  6 per  cent,  instead  of  5 per  cent. 

12229.  Do  you  think  that  freedom  from  the  influence 
of  the  change  of  interest  rates  arose  from  anything  special, 
or  from  the  fact  that  you  have  been  throughout  a semi- 
public undertaking?  Were  you  not  always  controlled  by 

parliamentary  regulation? ^We  were  always  subject  to 

parhamentary  control  of  some  sort,  or  limitahoii  of 
dividends,  and  we  either  had  to  get  our  own  private 
Acts  of  Parliament  or  statutory  orders  to  cover  our 
operations. 

12230  And  would  you  flunk  that  bad  any  beanng  on 

your  feeling? 1 do  not  think  there  was  any  difference 

then  from  the  way  we  think  now, 
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12231.  Professor  Cairncross:  When  the  rate  of  interest 
is  raised  you  then  have  bigger  payments  to  make  to  the 
Treasury.  Would  not  that  Sect  your  self-financing  plans? 
^Yes,  but  the  changes  are  very  marginal. 

12232.  Even  when  the  short-term  rate  moves  between 

2 per  cent,  and  7 per  cent.? It  has  not  affected  the 

rates  we  pay  very  much  ; they  have  varied  between  5 and 
6 per  cent,  the  ciurent  rate  being  5|  per  cent.  We  have 
advances  e^  month  and  the  rates  might  vary  from  month 
to  month. 

12233.  What  was  the  rate  on  your  Compensaflon  Stock? 
3 per  cent 

12234.  So  there  has  been  a variation  there  between  3 
and  5i? ^Yes. 

12235.  Mr.  Jones:  What  was  the  change  in  the  rate 
of  interest  on  your  borrowing  between  1955  and  the 

middle  of  1957? Mr.  Bailey:  At  first  it  was  5i  per 

cent ; then  it  dropped  to  5 per  cent. ; then  it  increased  to 
si ; then  to  5|- ; then  to  6 ; and  it  is  now  5i  per  cent 

12236.  Professor  Sayers:  What  proportion  do  the  total 
capital  charges  of  flie  industry  including  your  self- 
financing provisions  bear  to  the  total  sales  value  of  the 

gas? Sir  Harold  Smith:  In  1957-58  the  total  income 

was  £388-6  nrn. ; the  interest  charge  was  £20-5  mn.  and 
we  did  £27-1  mn.  self-financing  in  that  year. — Mr.  Davis: 
The  proportion  was  roughly  12  per  cent  on  total  income 
for  l^t  year. 

12237.  So  that,  if  you  thought  it  necessary  to  raise  your 
contribution  to  capital  outlays  in  the  way  of  self-finance 
appreciably,  and  the  rate  of  interest  at  the  same  time  rose 
from  4 to  6 per  cent,  this  would  make  an  appreciable 

(hfference  to  the  margin  on  which  you  were  running? 

Sir  Harold  Smith:  Yes. 

12238.  Professor  Cairncross:  But  you  could  probably 
more  readily  than  most  large  industries  cover  a rise  of  that 

yinrl  in  your  price? ^Yes.  We  have  to  get  our  costs  of 

production  down  or  increase  our  price.  All  our  thinking 
is  on  getting  our  cost  of  production  down  ; we  are  doing 
our  very  best  to  keep  down  the  price  to  the  consumer. 

12239.  But  in  comparison  with  electricity,  which  is  the 
chief  competitive  form  of  power  and  beat  you  have  a 

much  less  capital-intensive  product? -Our  labour 

charges  and  costs  of  raw  material  are  probably  far  more 
important  in  our  case  than  the  capital  charges. 

12240.  Sir  Reginald  Verdon  Smith:  One  of  the  duties 
of  the  Area  Boards  is  to  pay  their  way  taking  one  year 
with  another.  Has  this  ever  proved  a problem  in  relation 

to  any  one  of  the  Area  Boards  so  far? We  have  never 

yet  decided  what  “ taking  one  year  with  another  ” is.  I 
have  tried  to  argue  that  it  is  looking  at  two  years ; that 
one  and  one  is  two.  I think  that,  looking  at  it  reasonably, 
they  have  met  their  obligations. 

12241.  Professor  Sayers:  Is  the  statutory  obligation  to 

break  even  over  a period  or  at  least  to  break  even? 

Mr.  Bailey : The  words  in  the  statute  are  " not  less  than 
sufficient  ”. 

12242.  Chairman:  Does  the  obligation  .to  break  even 
allow  for  the  formation  of  a general  reserve? Yes. 

12243.  Professor  Sayers : So  that  you  have  freedom  so 
far  as  the  statute  is  concerned  to  do  quite  a lot  of  self- 
financing?  Sir  Harold  Smith : Certainly.  If  the  income 

tax  gatherer  would  be  a little  kinder  to  us  and  not  charge 
lax  on  what  we  do  by  self-financing,  we  might  do  far 
more.  I fliink  it  is  a little  hard  on  .the  gas  consumer  to 
have  to  pay  double  when  we  put  anj^hing  aside  for 
self-financing. 

12244.  Mr.  Woodcock : Do  you  charge  consumers  any 

part  of  the  capital  cost  of  supply? ^Not  the  domestic 

consumer.  We  should  charge  for  the  various  pipes  in  ffie 
house  but  not  the  supply  up  to  the  meter  from  the  mmn. 

12245.  Are  there  any  special  consumers  who  seek  gas 
supply  where  you  say  that  they  can  only  have  it  if  they 
make  a contribution  to  flje  capital  cost? A large  in- 

dustrial supplier  who  requires  a main  would  probably  be 
asked  to  pay  a contribution. 

12246.  Is  that  annually  a considerable  sum  or  is  it  a 

mere  nothing? 1 have  no  figures,  but  I should  not  think 

that  it  is  material. 

12247  Chairman:  I think  that  we  have  covered  the 
substance  of  the  first  three  questions  ; that  leaves  us  with 
the  two  remaining  questions  on  stocks.  Is  your  answer 
on  stocks  that  there  is  really  no  scope  for  changes  in 
interest  rates  to  have  any  bearing  because  your  general 
policy  is  to  keep  the  minimum  level  required  for  efficiency 
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anyway? ^The  main  stock  is  coal ; we  have  to  build 

up  stocks  during  the  spring  and  summer,  in  the  summer 
months  particularly,  to  be  sure  of  having  adequate  supplies 
during  the  winter.  When  we  could  get  all  the  coal  we 
wanted  of  the  kind  we  wanted  most  gas  companies  used 
to  like  to  have  about  eight  weeks’  supply  at  the  beginning 
of  November.  Now  it  is  probably  down  to  about  five 
weeks’  supply.  That  is  partly  due  to  the  fact  that  with 
twelve  Area  Boards  now  instead  of  a thousand  boards  of 
directors  and  municipal  gas  undertakings  the  Area  Boards 
can  control  deliveries  within  their  own  area  so  that  the 
total  stocks  can  be  lower. 

12248.  Whoever  was  writing  the  memorandum  said  in 
paragraph  13;  “Changes  in  interest  rates  or  restrictions 
of  bank  credit  have  not  materiaUly  affected  the  level  of 
Boards’  stockholdings.’’  That  suggest  they  have  had 
some  effect  but  not  much.  What  is  it  that  is  in  mind 

there? take  it  that  what  you  are  really  asking  is: 

“If  the  rate  of  interest  is  low  would  you  keep  more 
appliances  and  more  coal  in  stock?  The  answer  is  that 
we  keep  such  amounts  of  appliances,  meters,  and  the 
various  materials  from  which  we  make  gas  in  stock  as 
we  know  we  need  to  maintain  a supply  to  our  consumers. 

12249.  If  there  is  a change  in  the  level  of  rate  of  in- 
terest, does  that  affect  anything  you  do  in  regard  to  the 

amount  of  money  that  you  keep  in  stocks? ^The  answer 

in  substance  is  no. 

12250.  Why  do  you  say  that  they  do  not  materially 
affect  the  level?  Is  there  any  significance  in  “ materially  ’’? 

Mr.  Bailey:  We  were  trying  to  say  that  the  Area 

Boards  themselves  maintain  such  a level  of  stocks  as 
they  find  necessary  to  carry  on  their  business,  and  they 
are  kept,  as  far  as  one  can  keep  them,  at  that  minimum 
level.  M there  is  a substantial  change  in  the  rate  of  in- 
terest, something  of  the  order  of  2 or  3 per  cent,  they 
may  well  have  built  up  their  stocks  slightly,  but  it  would 
be  marginal,  not  substantial.  Changes  in  rates  of  interest 
by  and  large  do  not  affect  the  level  of  stocks  as  they 
would  in  a commercial  concern.  The  Area  Boards  keep 
the  level  of  stocks,  appliances  and  materials,  at  such  a 
level  as  they  need  to  carry  on  their  business,  but  as  these 
cost  money  they  do  not  keep  more  than  are  necessary. 

12251.  Sir  John  Woods:  Would  it  be  fair  to  say  that, 
if  there  was  a sharp  increase  in  the  rate  of  interest,  it  is 
possible  that  an  Area  Board  might  have  a special  look 

at  their  stocks? ^That  is  the  sort  of  change  I was  trying 

to  infer  here ; it  would  be  marginal. 

12252.  Sir  Reginald  Verdon  Smith:  Both  the  state- 
ment in  paragraph  10  and  the  statement  in  paragraph  13 
are  in  the  perfect  tense ; ±erefore  it  is  not  a judgment 
you  are  making  about  what  might  happen  but  what  has 
in  fact  happened.  Is  it  in  fact  the  case  that  rates  of 

interest  have  not  affected  Area  Boards? Mr.  Bailey: 

I would  say  that  that  would  be  a fair  statement.  The 
fact  that  ’diere  are  now  twelve  bodies  instead  of  a thousand 
has  had  a far  greater  effect  on  the  level  of  stocks  than 
any  interest  rate. — Sir  Harold  Smith : I do  not  think 
that  one  can  suggest  that  the  interest  rates  are  likely  to 
affect  the  level  of  stocks  very  much.  Our  coal  stock  is 
the  most  important  thing,  and  we  must  have  a certain 
amount  of  coal  in  stock.  Since  we  have  been 
nationalised  we  have  never  had  quite  as  much  coal  in 
stock  as  we  would  have  liked.  On  about  six  occasions 
in  six  separate  years  we  have  been  asked  in  the  autumn 
by  the  then  Minister  of  Fuel  and  Power  to  cut  down  our 
use  of  coal  because  we  are  not  going  to  get  enough, 
and  we  have  been  asked  to  make  more  use  of  oil  and 
coke  for  water  gases.  We  have  never  been  in  a position 
since  we  were  nationalised  of  having  in  stock  as  much 
coal  of  the  right  quality  as  we  would  have  liked,  so 
the  question  of  interest  on  the  capital  involved  in  that 
stock  has  not  come  into  the  picture  at  all.  So  far  as 
the  appliances  we  keep  in  stock  are  concerned,  the  inci- 
dence of  hire  purchase  has  a far  bigger  effect  on  the 
quantity  of  stocks  than  any  interest  rates. 

12253.  Professor  Sayers:  What  about  paragraph  10? 
The  writer  of  that  paragraph  might  have  said  that  changes 
in  the  rate  of  interest  had  not  affected  the  volume  or 
timing  of  the  Area  Boards’  programme ; in  fact  he 

said  “ not  materially  ’’.  What  does  it  mean? Mr. 

Bailey:  It  would  not  he  absolutely  true  to  say  that  a 
change  of  interest  rate  has  not  affected  the  level  or  the 
timing  of  an  investanent  programme.  There  might  be 
projects  from  time  to  time,  as  I know  from  the  examina- 


tion of  programmes  of  Boards,  where  they  mi^t  say  that 
these  must  wait  another  year  or  two  with_  the  rate  of 
interest  at  6 per  cent.  But  they  are  marginal ; we  are 
talking  about  small  projects  now  which  in  total  may  not 
be  more  than  1 per  cent,  of  the  total  investment  for  the 
year. 

12254  Is  your  1 per  cent,  of  the  programme  a serious 

guess? Sir  Harold  Smith:  I do  not  think  that  you 

must  take  that  1 per  cent,  as  any  guess  at  all.  It  is 
certainly  less  than  1 per  cent.,  and  I should  say  so  small 
that  it  cannot  possibly  affect  the  position.  I should  say 
that  there  is  no  effect  that  is  really  worth  taking  any 
notice  of,  and  that  other  factors  have  been  far  more 
important  in  deciding  these  problems  than  the  rate  of 
interest 

12255.  It  may  not  be  worth  taking  notice  of  from  your 

point  of  view,  but  it  might  be  from  ours? If  you  feel 

that  it  is  from  your  point  of  view,  I will  try  and  ascertain 
what  the  figures  are. 

12256.  Chairman : I think  we  would  like  to  know  the 
order  of  the  small  qualification  that  you  had  in  mind  when 
you  put  in  the  word  “ materially  I do  not  see  how 

you  can  get  a precise  figure  for  it. 1 will  ask  the  Area 

Board  Chairmen  if  there  are  any  cases  where  they  have 
let  the  rate  of  interest  affect  their  decision  as  to  volume 
or  timing.  I think  that  it  is  likely  that  they  will  say  they 
have  not  let  the  rate  of  interest  influence  them  at  all. 
As  I explained  earlier  on,  all  these  plans  are  looked  at 
by  the  Gas  Council  and  then  by  the  Minister.  We  have 
had  during  the  last  two  years  quite  a considerable  squeeze. 
There  has  always  been  a little  bit  of  curtailment.  It  is 
those  factors  which  have  cut  our  programmes  down,  and 
I think  the  answer  I shall  get  from  the  Chairmen  is  that 
the  rate  of  interest  has  not  caused  any  curtailment.* 

12257.  Professor  Cairncross : Do  you  know  of  any  large 
scheme  that  has  been  deferred  or  set  back  in  any  way 
in  fte  past  few  years  because  of  any  questions  raised  over 

finance? -There  have  been  quite  considerable  schemes 

that  have  been  deferred  because  of  this  general  squeeze 
that  has  been  put  on. 

12258.  These  would  be  schemes  involving  expenditure 
stretched  over  a five-year  period.  How  much  did  these 

cuts  amount  to? Mr.  Bailey:  The  figures  are  given  in 

paragraph  8.  The  amounts  approved  were  for  1958-59 
£53J  mn.  as  against  a programme  of  £61  mn.,  and  for 
1959-60  £47  mn.  as  against  £55^  mn.  There  was  a good 
deal  of  squeezing  done  'to  get  down  to  these  figures. 

12259.  We  heard  earlier  that  showrooms,  offices  and  so 
on  were  cut  out ; is  there  a delay  which  takes  effect  in 

respect  of  really  large  projects? Sir  Harold  Smith: 

There  would  have  to  be  some  delay  to  meet  cuts  of  that 
order. 

12260.  Mr.  Jones:  Are  your  big  capital  projects  mainly 

reconstruction,  or  are  there  new  plants? ^They  are 

tending  to  become  new  projects,  and  the  future  is  likely 
to  be  much  more  devoted  to  new  projects  than  recon- 
struction. 

12261.  And  the  capital  sums  involved  in  new  projects 

wiU  be  fairly  substantial? ^Yes. 

12262.  £2  mn.  or  £3  mn.  in  each? It  depends  entirely 

on  the  project.  We  are  tending  to  build  now  complete 
gasification  plants,  and  the  capital  for  similar  output  wiU 
certainly  be  less  than  on  the  old  carbonising  plant. 

Chairman : Thank  you  very  much,  Sir  Harold ; I think 
that  that  has  covered  all  our  questions.  We  are  very 
grateful  to  you  and  your  colleagues. 

• Note  by  witness:  The  word  “materially”  was  used  as  in 
considering  programmes  every  factor  is  taken  into  consideration. 
The  Area  Boards  in  preparing  their  plans  act  in  a similar  way  to 
the  board  of  a commercial  industrial  company,  the  difference 
perhaps  being  that,  whereas  a commercial  company  may  have  to 
look  at  every  operation  it  conducts  with  a view  to  profit  that  may 
accrue  to  the  company  from  that  operation,  in  the  case  of  the  Area 
Gas  Boards  the  object  is  not  so  much  to  make  a profit  from  the 
new  plans  projected  as  to  see  that  the  proposals  are  designed  to 
give  the  most  economic  and  satisfactory  service  to  gas  consumers, 
after  meeting  costs  of  production  and  distribution  and  all  proper 
charges. 

My  short  reply,  therefore,  is  that  changes  in  the  rate  of  interest 
have  not  been  the  deciding  factor  in  any  case.  Such  changes 
cannot  be  said  to  have  affected  the  volume,  the  pattern  or  the 
timing  of  our  fixed  investment  programme. 

I have  had  an  opportunity  of  discussing  this  at  a meeting  of  the 
Gas  Council  at  which  all  the  Area  Board  Chairmen  were  present, 
and  they  have  authorised  me  to  say  that  they  agree  entirely  with 
my  answer. 


(The  witnesses  withdrew.) 
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12263.  Chairman:  Sir  Brian,  you  have  kindly  supplied 
us  with  a written  note*  in  answer  to  the  questions  that 
were  outlined  for  you.  Would  you  mind  having  it  in 
front  of  you  so  that  we  can  run  through  it  and  see  what 
questions  need  supplementing?  Would  there  be  anything 
you  would  like  to  add  in  enlargement  before  we  start? 

Sir  Brian  Robertson:  There  is  one  gloss  I should 

like  to  put  on  it.  The  written  answer  we  gave  is  a fair 
description  of  the  way  we  work  and  guide  our  policy, 
but  there  are  rather  special  circumstances  influencing  us 
at  this  particular  time.  I am  thinking  especially  in  say- 
ing this  of  the  railways  rather  than  the  rest  of  our 
undertaking.  For  reasons  that  I need  not  go  into  the 
railways  are  in  great  financial  difficulties  at  the  moment, 
and  naturally,  as  one  would  in  any  other  concern,  we 
are  seeking  somewhat  desperately  to  better  those  diffi- 
culties. Tlie  effect  that  has  on  our  capital  investment 
policy  is  to  make  us  choose  those  items  first  which  are 
likely  to  be  remunerative.  It  is  not  an  entirely  easy  thing 
to  do  in  any  case:  having  laimched  an  dectrification 
scheme  it  would  be  great  folly  to  check  it ; indeed,  one 
knows  that  in  the  end  it  wiU  give  a better  result  than  other 
things.  So  there  is  a limit  to  this ; but  at  the  present 
time  we  are  seeking  very  hard  to  put  our  money  where 
it  may  give  the  quickest  return. 

12264.  Then  may  we  take  our  first  main  question: 

“ What  are  the  main  considerations  which  determine  the 
size  and  content  of  your  organisation’s  fixed  investment 
programme?  ” At  the  end  of  the  second  paragraph  you 
say: 

“ And  the  financial  return  from  the  plan  promised 
to  be  so  great — and  in  fact  has  been  great  wherever  a 
real  modernisation  has  been  carried  through — ^that  the 
‘ inducement  ’ to  invest  was  equally  compelling,  always 
unless  the  rate  of  interest  should  reach  some  quite 
unusual  level,  or  a quick  fall  in  the  cost  of  new  equip- 
ment and  capital  works  was  a virtual  certainty — the 
reverse  having  been  true  for  many  years.” 

You  make  some  qualification  there  about  the  possibility 
of  the  rate  of  interest  having  a material  bearing  upon 
your  plans.  What  kind  of  change  to  an  unusual  level  are 
you  thinking  of  there ; something  outside  anything  we 

have  seen? Yes,  something  outside  anything  we  have 

seen ; though  it  is  possible  that  when  the  rate  of  interest 
went  to  its  highest  point,  influenced  by  the  rise  in  Bank 
Rate  to  7 per  cent.,  we  were  more  cautious  than  ever 
about  our  projects  and  examined  them  with  greater  care. 
But  it  was  only  a matter  of  degree. 

12265.  You  reviewed  the  projects  you  had  in  mind 
with  extra  care.  Did  it  lead  to  any  alteration  of  the 
decision  actually  to  carry  ttiem  out? 1 cannot  remem- 

ber an  occasion  when  it  did. 

12266.  That  is  because  the  margin  of  return  you  arc 
expecting  to  get  on  any  particular  venture  remains  suffi- 
cient to  carry  the  burden  at  any  rate  of  interest  charged 

to  you  for  your  money? Yes.  I suppose  that  our 

industry  is  exceptional  in  this  respect,  that  there  is  an 
almost  u^mited  number  of  projects  upon  which  money 
could  properly  and  profitably  be  spent,  virtually  nothing 
having  been  spent  for  a long  period  of  years.  There  is 
an  enormous  amount  to  be  done,  and  we  have  only 
chosen  what  we  believe  are  the  best  things  to  do  to 
start  with.  Therefore,  even  if  the  rate  of  interest  we 
have  to  pay  goes  up  somewhat,  they  are  still  very  good 
things  to  do. 

12267.  Was  I wrong  therefore  in  saying  that,  the  rate 
of  return  being  so  high,  the  interest  rate  up  to  anything  that 
it  has  been  raised  to  did  not  affect  you,  or  were  there  other 
considerations  so  important  to  you  that  you  had  to  go 
on  with  a number  of  things  whatever  the  rate  of  interest? 

There  are  some  ffiings  we  do  for  other  reasons,  but 

on  the  whole  we  go  for  the  rate  of  return. 

12268.  Professor  Cairncross:  Your  estimate  of  the 
rate  of  return  would  be  subject  to  considerable  uncertainty ; 
is  the  rate  of  interest  important  in  arriving  at  this  esti- 
mate?— I do  not  know  that  I can  do  better  than  answer 
that  question  in  the  same  way  as  I did  previously,  by 
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saying  that  when  the  rate  of  interest  gets  high  we  look 
at  the  rate  of  return  even  more  carefully. 

12269.  There  would  be  no  element  in  the  plan  that 
might  be  vulnerable  to  a substantial  rise  in  interest  rates? 

^There  are  elements  in  the  plan  which  are  vulnerable 

in  that  they  do  not  give  a ve^  good  financial  return 
immediately ; but  they  are  essential  for  other  reasons.  If 
I may  pick  one  at  random.  King’s  Cross  Station  ought 
to  be  reconstructed,  not  because  it  will  give  a direct 
financial  return,  nor  just  to  have  a nice  station,  but 
because  we  cannot  get  proper  services  up  and  down  the 
line  (which  will  affect  our  financial  returns)  unless  we  do. 
But  to  estimate  the  return  on  the  reconstruction  of  King’s 
Cross  would  be  beyond  our  best  accountants.  There  are 
cases  of  that  sort ; but,  having  worked  on  a rate  of 
interest  of  5 per  cent,  as  a general  rate  throughout  our 
calculations,  I do  not  think  that  raising  the  rate  above 
that  has  so  far  knocked  out  any  project  that  I can 
remember. 

12270.  It  would  not  cause  you  to  end  up  with  a negative 
return  rather  than  a positive  one,  but  it  might  induce  you 
to  become  more  cautious  'in  your  approach  to  particular 

s^emes? ^That  is  correct. 

12271.  Sir  Reginald  Verdon  Smith:  On  paragraph  3, 
is  it  the  case  that  you  have  had  to  take  very  considerable 
account  of  interference  with  export  requirements  'in  plan- 
ning your  capital  investment  programme  for  equipment  so 

far? 1 have  no  doubt  that  some  of  our  suppliers  have 

had  to  bear  that  in  mind ; certainly  our  advance  in  some 
directions  has  been  limited  by  the  ability  of  our  suppliers 
to  meet  it.  We  have  had  great  co-operation  from  industry 
as  a whole,  but  there  are  clearly  cases  when  they  cannot 
do  everything.  They  have  export  commitments  which  to 
some  extent  set  a limit  on  what  they  can  do  for  us. 

12272.  This  is  a consequence  of  the  effect  of  order 
books  and  suppliers  rather  than  a consciom  act  in  the 

planning  programme  of  the  Transport  Commission? 

That  is  certainly  true ; you  touch  on  a point  of  great 
principle  there. 

12273.  Chairman:  In  paragraph  4 you  say: 

“ Subject  to  the  fact  that  the  results  of  the  individual 
railway  projects  are  often  closely  interwoven  together 
(e.g.  the  results  of  one  section  of  electrification  cannot 
be  assessed  separately  from  the  results  of  electrifying 
the  whole  stretch)  and  that  modernisation  must  normally 
be  advanced  simultaneously  in  various  directions  to  have 
its  full  value,  the  Commission  have  some  regard,  in 
arranging  their  priorities  of  investment,  to  the  financial 
yield  expected.  This  is  only  possible  in  a very  general 
way,  however,  and  to  a very  limited  extent.” 

That  means,  if  I understand  it,  that  in  deciding  within 
a programme  how  much  you  are  going  to  do,  and  which 
of  the  many  possible  projects  you  are  going  to  undertake, 
some  priority  has  been  given  to  investment  according  to 

. the  financial  yield? ^Yes.  It  was  precisely  that  wording 

which,  when  I re-read  it,  caused  me  to  make  my  opening 
remark.  At  the  present  time  ffie  expression  “ some  regard  ” 
is  not  strong  enough ; at  present  we  pay  all  the  regard 
we  can. 

12274.  Our  second  question  is:  “How  far  ahead  does 
your  organisation  plan  the  size  and  content  of  its  fixed 
investment  programme?  ” Is  there  anything  on  that? — 
Professor  C aimer oss : Y ou  say  in  paragraph  1 2 : 

“ Once  a plan  is  set,  whether  for  three  years  or  five 
years,  its  scope  and  rhythm  should  be  safeguarded  from 
casual  disturbance.” 

This  has  not  quite  been  your  experience  in  the  past.  You 
have  had  to  make  important  changes  in  the  programme  and 
that  presumably  has  been  a fairly  expensive  experience? 
-—Yes. 

12275.  If  the  national  needs  call  for  it  could  you  vary 
within  any  marked  degree  your  total  capital  expenditure? 
What  sort  of  limits  do  you  think  are  feasible  without  too 
much  disturbance? One  can  obviously  vary  a pro- 

gramme, but  in  this  kind  of  business  every  time  we  vary 
it  we  do  so  at  some  cost.  In  the  case  of  the  big  projects 
it  is  likely  to  be  a very  heavy  cost.  An  electrification 
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scheme  involves  a number  of  things.  It  is  not  just  a 
matter  of  stringing  up  a wire  which  the  train  can  hitch 
on  to  ; it  involves  a large  programme  with  rolling  stock 
and  many  other  things.  That  is  true  to  a lesser  extent 
of  diesels  too.  If  we  suddenly  jog  the  reins  there  is  a great 
waste  immediately  in  a number  of  directions.  It  is  equally 
hard  to  urge  the  animal  forward  suddenly  too ; that  is 
also  apt  to  be  expensive.  But  to  say  that  there  is  no 
elasticity  would  be  absurd,  and  indeed  would  be  useless, 
because  an  industry  like  ours  has  to  expect  a certain 
amount  of  elasticity  in  its  operations.  We  could  not 
expect  to  be  given  an  assured  cheque  for  the  years  ahead. 

12276.  Is  your  position  very  different  from  that  of  a 
large  private  industry  like  steel  or  chemicals,  or  do  you 
think  you  are  in  the  same  position? — ■ — ■!  would  say  that 
we  are  in  a different  position,  because  we  are  tied  to 
control  and  less  sure  of  our  future  than  a large  private 
enterprise  would  be.  That  is  not  said  by  way  of  criticism. 

12277.  The  problem  of  deferring  part  of  your  capital 
expenditure  would  be  rather  similar  to  that  of  deferring 
any  substantial  capital  expenditure  in  large  chemical 

plants? good  deal  of  this  capital  expenditure  is  in 

the  nature  of  essential  replacement. 

12278.  Sir  John  Woods:  There  is  however  this  general 
difference  between  the  railways  and  private  industry,  that 
in  the  case  of  private  industry  it  is  within  the  control  of 
the  undertaking  itself  whether  it  will  defer  or  cancel  the 
programme,  whereas  in  your  case  the  deciding  authority 

is  really  outside  yourselves? That  is  why  I said  we  are 

more  tied  up. 

12279.  Chairman:  Our  third  question  is:  “How  far 
have  changes  in  interest  rates  affected  the  volume,  the 
pattern  or  the  timing  of  your  organisation’s  fixed  invest- 
ment programme?  ” You  say  in  paragraph  21 : 

“ The  investment  in  railway  modernisation  which  can 
be  carried  out  in  the  next  15  years  is  expected  to  provide 
an  ample  margin  over  the  interest  rate  assumed  viz.  an 
average  of  5 per  cent,  per  annum  over  the  whole  period.’’ 
Have  you  been  taking  5 per  cent,  as  an  average  figure 

from  the  b^inning  of  the  nationalisation  planning? 

From  the  beginning  of  our  modernisation  plan. 

12280.  So  far  nothing  has  led  you  to  alter  the  allocation 

of  that  figure  to  your  future  plans? ^No. 

12281.  Then  you  say: 

“ A temporary  increase  in  the  long  term  rate  of  interest 
is  not  itself  a decisive  deterrent  to  carrying  on  with 
the  railway  investment  programme  either  in  volume  or 
in  timing.” 

Why  do  you  call  it  a temporary  increase  in  the  long  term 
rate  of  interest?  The  rate  at  interest  which  the  Treasury 
charge  you  for  your  long  term  accommodation  varies  but 
may  it  not  represent  something  very  much  more  than  a 

temporary  change? 1 can  only  say  that  we  have  not 

experienced  a rate  of  interest  that  has  looked  like  being 
permanently  above  5 per  cent. 

12282.  Professor  Cairncross:  You  are  at  present,  how- 
ever, paying  the  Treasury  more  than  5 per  cent,  on  new 

advances? Sir  Reginald  Wilson:  5|  per  cent. 

12283.  This  is  for  twenty-five  year  loans? Sir  Brian 

Robertson:  Yes. 

12284.  Professor  Sayers:  You  are  committed  to  per 

cent,  for  twenty-five  years? Sir  Brian  Robertson : For 

the  period  of  the  borrowing. — Sir  Reginald  Wilson : The 
scheme  itself  may  be  a long  one.  Take  the  electrification 
of  the  London — ^Tilbury — Southend  line,  which  is  going  to 
take  four  years ; we  have  to  try  to  estimate  what  we  are 
going  to  pay  for  all  our  money  for  a number  of  years 
to  finance  that.  We  have  defined  that  at  5 per  cent. 
The  signs  so  far  are  that  we  are  on  the  safe  side,  but  we 
are  taking  5 per  cent,  as  a reasonably  prudent  assumption. 

5i>  Brian  Robertson:  We  are  not  only  committed  to  a 

higher  rate  of  interest  on  the  money  we  are  taking  now 
but  also  a lower  rate  for  that  taken  previously. 

12285.  Is  it  averaged  over  the  period  of  construction  of 

a particular  project? Sir  Reginald  Wilson  : We  do  not 

Actually  work  it  out  for  each  project  in  isolation. 


12286.  This  is  your  working  figure? Wien  we 

worked  out  the  London — ^Tilbury— Southend  electrifica- 
tion scheme  we  worked  to  5 per  cent. 

12287.  Chairman:  Then  you  say; 

“The  financial  cost  to  the  railway  of  any  further 
delay  iu  investment  far  outweighs  the  additional  cost  of 
borrowing,  but  it  is  true,  of  course,  that  the  future 
financial  problem  is  easier,  other  things  being  equal, 
the  lower  the  long  term  rates  ait  which  money  is  bor- 
rowed. 

22.  In  the  case  of  other  investment,  however,  and 
particularly  non-essential  investment  in  such  things  as 
a new  hotel,  or  entirely  fresh  or  quasi-separate  invest- 
ment in  undertakings  such  as  new  tubes  or  mono-rails 
to  airports,  a high  rate  of  interest  has  had  a significant 
bearing.” 

Are  there  any  questions  on.  that? Professor  Cairn- 

cross : Have  you  on  occasion  turned  down  schemes  of 
tins  l^d  on  ie  ground  that  you  were  penalised  by  the 

interest  rate? Sir  Brian  Robertson:  I can  recall  an 

incident  of  an  hotel  which  we  wished  to  build  and  which 
we  have  deferred ; the  interest  rate  was  one  of  the  factors 
which  entered  into  our  decision. 

12288.  Chairman:  Is  the  distinction  that  you  regard  this 
as  comparatively  non-essential  compared  with  works 

directed  to  the  railway  itself? ^There  is  also  the  point 

that  in  the  case  of  an  hotel  we  know  .that  ttie  margin 
between  profit  and  loss  is  a very  narrow  thing. 

12289.  Professor  Cairncross:  The  interest  charge  is 
certain  and  ±e  return  is  not? That  is  so. 

12290.  Chairman:  Then  we  pass  to  our  questions  about 
investment  in  stocks. — Professor  Sayers : At  the  beginning 
of  paragraph  26  you  say; 

“While  interest  charges  on  stocks  held  by  the  Com- 
mission are  substantial,  such  charges  have  little  effect  on 
the  level  of  stocks  because  the  Commission  are  not 
free  to  speculate  ”. 

Are  we  to  take  that  to  mean  that  they  have  some  eSect? 

Sir  Reginald  Wilson : Whether  in  point  of  fact  they 

have  any  effect  I would  not  like  to  say ; but  it  is  some- 
thing to  which  we  drew  the  attention  of  the  stores  com- 
mittee and  other  people  charged  with  the  responsibility 
of  procuring  stores. 

12291.  Chairman:  It  gives  you  a handle? ^Yes.  Of 

course  Acre  are  the  other  arguments,  whether  the  stores 
really  must  be  procured,  and  whether  the  value  of  the 
stores  is  going  up  or  down  in  the  near  future.  But  by 
and  large  we  do  not  speculate  in  our  stores ; our  stores 
are  what  our  people  think  we  must  have  to  run  the 
business  properly. 

12292.  And  under  your  system  the  level  is  kept  constantly 
under  review? Sir  Brian  Robertson:  Constantly. 

12293.  Therefore  a change  of  interest  is  one  more  occa- 
sion for  making  a review  that  you  are  making  all  the 
time? Sir  Reginald  Wilson:  Yes. 

12294.  Do  you  regard  your  bank  borrowing  as  covering 

your  investment  in  stocks? Sir  Brian  Robertson:  We 

have  current  bank  accommodation  of  a limited  nature 
to  take  account  of  the  ups  and  downs  of  the  period. — Sir 
Reginald  Wilson:  We  do  not  earmark  our  borrowing  to 
any  particular  project  or  any  particular  part  of  the 
balance  sheet. 

12295.  Professor  Cairncross:  At  the  current  rate  of 
interest  would  you  not  have  some  incentive  to  take  as 

little  as  possible  from  the  banks? ^You  mean  from 

the  banks  as  distinct  from  the  Treasury?  No,  I should 
have  thought  it  was  the  other  way  round  at  present. 

12296.  Does  the  level  of  the  rate  of  interest  affect  your 

dependence  on  bank  finance? Sir  Reginald  Wilson: 

No ; our  bank  borrowing  is  the  fluctuating  margin.— 5ir 
Brian  Robertson : We  can  borrow  from  the  banks  up  to  a 
certain  limit  to  see  us  through  the  fluctuations  of  a limited 
period.  The  remainder  of  our  money  we  get  from  the 
Treasury. 
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12297.  Mr.  Jones:  That  would  be  short-tCTm  borrow- 
ing, at  a rate  corresponding  to  the  rate  at  which  the 

Treasury  raises  its  short-term  requirements? Sir  Brian 

Robertson : We  are  allowed  to  borrow,  apart  from  capital 
requirements,  during  the  period  of  modernisation  to  cover 
our  deficits  under  certain  terms  laid  down  at  the  end  of 
1956. — Sir  Reginald  Wilson:  There  is  no  short-term  bor- 
rowing from  the  Treasury  in  ^e  sense  of  borrowing  for 
two  or  three  months  and  then  repaying. 

12298.  But  to  tihe  extent  that  your  current  account  is 
in  deficit,  have  you  a feed  from  the  Treasury  in  respect 
of  which  you  pay  short-term  borrowing  rates? 'No. 

12299.  Professor  Coirncross:  Have  you  thought  of  an 
instrument  by  which  you  could  borrow  from  the  Treasury 


for  limited  periods  at  lower  rates  of  interest? ^We  have 

thou^t  of  it,  but  it  has  not  come  to  anything. 

12300.  Ix>rd  Harcourt:  When  you  borrow  long-term 
from  the  Treasury,  do  you  take  it  at  regular  intervals 
during  the  year,  or  are  you  entirely  free  to  decide  when 

you  will  go  and  the  amount  for  which  you  will  go? 

We  go  either  monfiiiy  or  twice  a month.  We  usually 
need  the  money  so  Aat  there  is  in  practice  very  little 
choice  about  it 

Chairman : Thank  you  very  much.  Sir  Brian ; we  are 
very  grateful  to  you  and  to  Sir  Reginald.  I do  not  think 
that  diere  are  any  more  questions. 


{Adjourned  until  Thursday,  18r/i  December,  1958,  at  10.45  a.m.) 


30500 


3H4 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


846 


COMMITTEE  ON  THE  WORKING  OF  THE  MONETARY  SYSTEM 


The  following  note  was  sent  in  advance  to  the  former  Chancfors  of  the  Exchequer  who  gave  evidence  to  the 
‘ ° C.nmmittee  :* 


Tlfae  Committee’s  puiipose  in  issuing  its  invitotions  is  to 
csbtain  the  views  of  persons  who  have  had  special  ex- 
perience of  the  conduct  of  rektions  between  the  Treasury 
and  'the  Bank  of  England  since  1946.  There  are  not.  many 
people  in  a iposiition  to  record  such  views.  Among  those 
who  are,  persons  who  have  held  the  office  of  ChatweUor 
of  .the  Exchequer  take  an  important  place.  We  wash  to 
stress  that  what  we  axe  concerned  to  obtain  are  opinions 
based  on  experience : we  are  noit  concerned  with  pardcular 
f^ts  or  incidents  except  so  far  as  a_  witness  may  wish  to 
refer  to  one  to  illustrate  his  point  of  view. 

The  points  (which  overlap  each  o.ffier)  to  which  we 
would  like  to  direct  particular  attention  are  as  follows : — 

1 k the  struoturai  relationship  between  Her  Majesty’s 
Government  and  the  'Bank  of  England  established  by 
the  Bank  of  England  Act,  1946,  ithe  best  arrange- 
ment to  regulate  relations  ibetween  the  Executive  and 
the  central  bank? 

2.  Is  the  power  vested  in  the  Treasury  by  that  Act  to 
give  statutory  directions  to  the  Bank  a simcient  or 
satisfactory  provision  for  securing  co-ordination  of 
-the  Bank’s  actions  with  Treasury  policy? 

3.  What  are  the  ihest  working  arrangements  for  securing 
co-ordination  between  the  Bank’s  actions  and 
Treasury  policy  or  actions? 

4 Should  any  change  in  the  structural  relationship  be 
in  the  direction  of  greater  or,  alternatively,  of  less 
independence  for  the  Bank  in  the  formidation  or 
carrying  out  of  policy? 

5 In  so  far  as  the  Bank  enjoys  independence  of  action, 
should  there  be  a more  direct  relationship  between 
itself  and  Parliamenit? 


6 Should  the  Bank  be  invited  to  produce  a larger 
volume  of  information  relative  to  ffie  -working  of 
monetary  policy,  induding  periodical  reviews  of 
action  taken?  Should  it  be  encouraged  to  enlarge 
generally  the  scope  of  its  public  relations?  If  so, 
what  attitude  shoM  Her  Majesty’s  Government  take 
as  to  its  resiponsibility  for  such  activities? 

7 Does  the  present  relationship  between  the  Treasury 
and  the  Baltic  set  up  any  undeskaible  obstruction  to 
contacts  between  the  Treasury  and  ffie  clearing  banks 
or  other  constituents  of  the  financial  system? 

8 Is  the  Bank’s  statutory  powCT  to  issue  directions  to 
’ bankers  " subject  to  the  approval  of  the  Treasury  ” 

in  satisfactory  form  for  the  purposes  of  credit 
coatrol? 

9 Subject  to  'the  foregoing  questions,  are  any  changes 
called  for  in  (a)  the  method  o-f  appointment,  (b)  the 
period  of  office,  or  (c)  the  range  O'f  selection  of 
directors  of  the  Bank? 

10  Should  part-time  idirectors  be  included  in  the  Bank 
directorate?  If  so,  is  any  change  called  for  in  the 
wei^ting  of  part-time  as  against  executive  directors 
or  in  their  respective  functions? 

* The  Rt.  Hon.  Peter  Thomeycroft,  M.P.,  Questions  11250 
to  11302.  ^ . 

The  Rft.  Hon.  H.  T.  N.  Gaitskell,  C.B.E.,  M.P.,  Questions 
12324  to  12374. 

The  Rt.  Hon.  R.  A.  Butler,  C.H.,  MB.,  Questions  12375 
to  1244'5. 

The  Rt,  Hon.  Hugh  Dalton,  M.P.,  Questions  12446  to 
12506. 
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The  Rt.  Hon.  the  Lord  Radcuffe,  G.B.E.,  Chairman 


Professor  A.  K.  CAmwcRoss,  C.M.G. 

The  Rt.  Hon.  Sir  Oliver  Franks,  G.C.M.G.,  K.C.B., 

C.B.E. 

The  Viscount  Harcourt,  K.C.M.G.,  O.B.E. 

W.  E.  Jones,  Esq.,  O.B.E. 

Professor  R.  S.  Sayers,  F.B.A. 

The  Rt.  Hon.  the  Lord  Kennet  of  The  Dene, 

12301.  Chairman:  Good  morning.  Lord  Kennet.  We 
mentioned  to  you  when  you  were  last  here*  that  we  were 
very  much  interested  in  the  Bank  of  England  and  in 
questions  which  had  arisen  in  connection  with  the  p^- 
time  directorate,  and  you  expressed  a willingness  to  give 
us  your  views  on  this  subject.  I followed  that  up  by 
letting  you  see  a list  of  ten  questions,  which  I fought 
might  be  a starting-ground  for  you.  We  recognise  that 
a number  of  them  overlap  each  other,  but  that  is 
inevitable.  Would  you  care  to  give  us  your  views  on  the 

questions  raised? Lord  Kennet : I am  a little  doubtful 

as  to  whether  I am  going  to  be  of  help  to  you,  because 
my  point  of  view  throughout  these  questions  is  “ let  well 
alone  ”.  In  searching  for  some  practical  suggestions  to 
make  which  from  the  range  of  my  experience  I thought 
would  be  worthwhile  as  regards  tampering  with  the  struc- 
ture in  order  to  effect  improvements,  I have  not  been 
able  to  think  of  anything.  So,  generally  speaking,  my 
answers  to  these  questions  is  really  going  to  be  one  or 
another  variation  of  that  rather  unhelpful  phrase  “ let 
well  alone”.  To  illustrate  what  I was  thinking  about, 
let  me  say  that  the  relation  between  the  Bank  of  England 
and  the  banks  and  the  discount  houses  and  the  financial 
houses  is  not  like  an  engine  with  a blue  print,  in  which 
one  can,  by  dealing  with  a nut  or  a screw,  change  one 
part  or  the  other ; it  has  not  grown  in  that  way.  It  has 
grown  as  a living  organism.  With  a living  organism  one 
does  not  execute  an  operation  or  administer  medicine 
unless  it  is  ill,  and  I have  not  been  able  to  think  just 
what  the  illness  is.  That  is  just  to  give  you  a picture  of 
my  point  of  view,  and  to  explain  why  I am  afraid  I shall 
be  so  unfertile  in  answering  your  questions. 

Your  first  question  is;  “Is  the  structural  relationship 
between  Her  Majesty’s  Government  and  the  Bank  of 
England  established  by  the  Bank  of  England  Act,  1946, 
the  best  arrangement  to  regulate  relations  between  the 
Executive  and  the  Central  Bank?  ” I have  had  no  recent 
experience  of  relations  between  the  Executive  and  the 
Central  Bank.  I was  a Treasury  Minister  in  the  days 
when  the  Bank  was  still  an  independent  authority,  long 
before  the  Act  of  1946,  and  so  I have  not  been  able  to 
think  of  any  practical  suggestion  to  make. 

12302.  In  the  eyes  of  the  outside  world,  in  the  City 
or  abroad,  do  you  think  that  the  change  brought  about 
by  that  Act  has  affected  the  status  of  the  Bank  of 

England?  If  so,  in  what  way? It  has  affected  it,  but 

I think  that  what  is  remarkable  is  that  it  has  affected  it 
so  little.  I have  seen,  in  the  course  of  the  last  seven  or 
eight  years,  representatives  both  from  Australia  and 
Canada  in  search  of  ideas  for  the  development  of  their 
own  money  markets  in  relationship  to  their  central  banks  ; 
and  in  both  cases  I found  how  little  they  realised  that 
there  is  any  connection  between  the  Bank  of  England  and 
the  Executive  at  all.  The  first  thing  I have  had  to  explain 
to  them  has  been  that  there  is  this  relationship  now ; 
that  it  changed  in  1946.  It  has  been  rather  difficult  for 
them  to  understand  that  there  has  been  that  change.  It 
has  been  a disappointment  that  in  both  those  cases  one 


• See  24th  Day,  Qns.  6087  to  6248. 


Sir  Reginald  Verdon  Smtih  (Questions  12337  to 
12445  only) 

George  Woodcock,  Esq.,  C.B.E. 

Sir  John  Woods,  G.C.B.,  M.V.O. 

Mr.  R.  T.  Armstrong,  Secretary 
G.B.E.,  D.S.O.,  D.S.C.,  called  and  examined. 

has  to  realise  that  it  is  too  late  for  them  to  grow  the 
same  kind  of  plant  that  we  have  here ; they  have  bad  to 
institute  systems  which  have  a much  sharper  separa- 
tion between  the  Executive  and  the  outside  world, 

12303.  Sir  John  Woods : Do  you  mean  by  that,  that  in  the 
discussions  you  have  had,  presumably  as  head  of  a large 
discount  house,  with  people  concerned  with  money  in 
these  overseas  countries,  you  are  given  the  impression 
that  they  have,  notwithstanding  the  Act  of  1946,  somehow 
felt  that  in  that  area  of  relations  with  the  money  market 

the  Bank  still  enjoys  a high  degree  of  independence? 

That  is  what  I meant  to  convey.  They  come  to  me  as 
Chairman  of  the  Union  Discount  Company,  the  biggest 
of  the  discount  houses. 

12304.  Chairman : Does  that  large  measure  of  indepen- 
dence appear  to  be  valued  by  them? Yes.  I am  not 

conveying  anything  but  quite  a definite  impression  I have 
had  from  both  sides  of  the  world,  of  regret  that  they 
cannot  now  achieve  the  same  kind  of  intimacy  of  connec- 
tion between  the  two,  as  regards  the  officials  and  the 
outside  world. 

Your  second  question  is : “ Is  the  power  vested  in  the 
Treasury  by  that  Act  to  give  statutory  directions  to  the 
Baiik  a sufficient  or  satisfactory  provision  for  securing 
co-ordination  of  the  Bank’s  actions  with  Treasury  policy?  ” 

I am  ^raid  I cannot  throw  any  light  on  that,  because  my 
Treasury  days  were  before  the  present  era  of  relations 
with  .the  Bank,  and  I have  known  nothing  of  those  inside 
relations  since  that  time. 

Your  third  question  is : “ What  are  the  .best  working 

arrangements  for  secairing  coordination  between  the  Bank’s 
actions  and  Treasury  policy  or  actions?  ” That  is  really 
rather  the  same  aspect  as  No.  2,  the  internal  relations 
between  the  Bank  and  the  Treasury. 

12305.  Sir  Oliver  Franks:  I appreciate  that  you  do  not 
wish  to  express  opinions  on  the  working  of  this  system  in 
the  last  twelve  years,  but  if  you  consider  it  not  from  the 
point  of  view  of  practical  experience  but  from  a more 
theoretical  point  of  view,  do  you  think,  given  the  status  of 
the  Bank  and  that  of  the  Treasury,  that  a mechanism  of 
directives  is  likely  to  be  the  best  way  of  securing  co- 
ordination, or  do  you  find  that  you  have  doubts  about  it? 
The  fact  that  the  mechanism  exists  and  has  never  been 
used  could  provoke  some  reflections  of  a quite  general 
order,  apart  from  detailed  experience  on  how  it  has 

worked? My  difficulty  in  answering  the  question  is 

that  I do  not  know  what  alternative  mechanism  there 
might  be  which  is  not  the  present  one  of  directives.  It 
looks  on  the  surface  of  it  as  though  these  matters  are  to  be 
settled  by  hard  and  fast  directives  from  one  authority  to 
anoffier,  which  is  not  often  a very  satisfactory  way  of 
proce^ing ; but  actually  my  observations  would  lead  me 
to  think  that  the  result  of  the  existence  of  the  power  to 
direct  would  be  consultation  to  effect  an  approximation  of 
opinions  between  the  Bank  and  the  Treasury. 

12306.  Chairman:  Might  not  that  exchange  take  place, 

even  if  there  was  no  theoretical  power  to  direct? As  a 

matter  of  fact,  I think  .it  did. 
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Your  fourth  question  is : “ Should  any  change  in  the 

structural  relationship  be  in  the  direction  of  greater  or, 
alternatively,  of  less  independence  for  the  Bank  in  the 
formulation  or  carrying  out  of  policy?  ” I should  _ be 
uneasy  at  any  shift  in  either  direction,  after  the  practi<^ 
experience  and  evolution  of  the  relations  between  the 
Bank  and  the  market  since  the  Act  of  1946.  _ We  have  a 
working  practice ; I myself  do  not  see  any  evil  consequen- 
ces in  the  practice.  It  seems  to  work  smoothly.  I womd 
view  with  more  apprehension  than  relief  any  substantial 
change  in  the  working  of  the  system. 

12307.  Mr.  Jones:  Neither  greater  nor  less  freedom? 
Neither  greater  nor  less. 

12308.  In  other  words,  your  answer  to  this  question  is 
again:  “let  well  alone”? ^That  is  what  I am  really 


saying. 

Your  fifth  question  is : “In  so  far  as  the  Bank  enjoys 
independence  of  action,  should  there  be  a more  direct 
relationship  between  itself  and  Parliament?  ” 

12309.  Chairman:  That  hardly  arises,  in  view  of  the 

views  you  have  given  us  on  the  earlier  questions. 1 do 

not  quite  see  bow  that  would  work. 

Your  sixth  question  is : “ Should  the  Bank  be  invited 

to  produce  a larger  volume  of  information  relative  to_  the 
working  of  monetary  policy,  including  penodical  reviews 
of  action  taken?  Should  it  be  encouraged  to  enlarge 
generally  the  scope  of  its  public  relations?  If  so,  what 
attitude  should  H.M.G.  take  as  to  its  responsibility  for 
such  activities?  ” In  fact  the  various  regions  in  the  money 
market  are  constantly  in  intimate  touch  with  the  authori- 
ties at  the  Bank  with  regard  to  what  information  is  usefto 
and  necessary,  and  I can  give  the  most  favomable  report 
upon  the  facility  with  which  the  Bank  has  understood  any 
changes  which  are  necessary  and  &e  provision  of  ^onm- 
tion  to  the  market.  Did  we  reaUy  feel  any  further  ne^ 
from  the  public  interest  for  further  information  we 
should  not  have  any  difficulty,  I think,  at  any  rate  in 
bringing  what  we  should  like  to  know  to  the  attention  of 
the  authorities  of  the  Bank.  My  experience  in  the  past  is 
that  they  have  always  taken  a most  reasonable  view  ot 
what  is  helpful. 

12310.  But  for  the  circles  outside  the  market  who  cannot 
have  the  same  expert  background,  the  public,  instructed 
and  uninstructed,  is  it  not  of  some  importance  that  they 
should  have  ample  material  to  know  what  policies  the 
Bank,  on  behalf  of  the  Government  or  on  its  own  behah, 

is  pursuing? 1 do  not  at  the  moment  apprehend  toe 

sort  of  information  the  public  would  be  wantmg  m addi- 
tion to  what  it  presently  gets  from  the  Bank. 


12311  Their  interest  would  be  in  the  wider  sigmficance 
and  purpose  of  the  operations  that  toe  Bank  was  conduct- 
ing in  toe  markets? As  regards  the  general  pubhc  I 

suppose  the  natural  source  of  information  about  moneta^ 
policy  and  so  on  is  rather  the  Treasury  than  toe  Bank. 
I rather  question  whether  the  Bank  would  have  very 
much  to  add  which  would  be  of  interest  or  value  to  the 
general  public  as  regards  the  policy  of  toe  Bank  in  adrmnis- 
tering  Government  policy.  I am  all  for  their  giving 
statistics  and  information ; as  I say,  we  have  always  found 
them  most  ready  to  supply  that. 


12312.  Professor  Cairncross : It  is  sometimes  suggested 
that  it  is  undesirable  that  it  should  be  left  to  one  private 
institution  to  issue  a review  of  financial  operations  in  this 
country.  Are  you  aware  of  any  o-ther  review  that  is 

issued  either  through  official  channels  or  privately? 

What  I had  in  mind  was  a statement  by  a Treasury 
Minister  as  to  what  the  financial  policy  of  toe  country  is. 


12313.  These  statements  occur  rather  on  occasion  and 
not  systematically ; the  Budget  statement  for  instance,  is 
largely  occupied  with  fiscal  and  general  economic  matters 
rather  than  monetary  matters,  but  there  is  no  adequate 
regular  review  of  financial  operations? It  is  quite  pos- 

sible that  more  periodical  reviews  of  financial  policy 
might  be  useful  in  addition  to  the  statements,  which  have 
not  been  infrequent  latdy,  from  toe  Chancellor  of  the 
Exchequer  ; but  I think  that  they  should  emanate  from 
the  Treasury. 

12314.  Professor  Sayers:  But  'these  statements,  if  they 
are  to  stand  examination  and  provide  the  basis  for  assess- 
ing toe  value  of  more  general  statements  made  by  the 
Chancellor,  must  be  very  detailed  and  must  be  backed 
up  by  adequate  batteries  of  statistics.  Would  you  not 


agree  that  these  statements  and  these  statistics  are  best 
prepared  in  the  body  that  is  concerned  with  the  day-to- 
day  operations  which  are  connected  with  those  statements? 

Statements  of  fact  are  best  prepared  by  toe  Bank  of 

England;  statements  of  policy  should  emanate  from  the 
Treasury. 

12315.  Professor  Cairncross:  You  draw  a very  sharp 
distinction  between  the  two.  Do  you  find,  in  your  own 
affairs,  that  it  is  'possible  to  distinguish  a statement  of 
policy  from  the  setting  out  of  figures  in  particular  ways? 

1 have  two  regions  of  information  in  my  mind,  and 

I do  no't  find  very  great  difficulty  in  distinguishing  between 
those  which  tell  me  about  what  the  Government  and  the 
Bank  are  after,  and  the  statements  of  figures  and  statistics 
which  show  what  is  going  on  in  pursuance  of  that  policy. 

Your  seventh  question  is : “ Does  the  present  relation- 
ship between  the  Treasury  and  the  Bank  set  up  any  undesir- 
able obstruction  to  contacts  between  the  Treasury  and 
the  clearing  banks  or  other  constituents  of  the  financial 
system?  ” The  clearing  banks  are  very  powerful  people, 
and  I would  not  venture  to  express  an  opinion  as  to 
what  would  be  right  for  them.  In  the  discount  market 
we  are  comparatively  humble  people,  and  we  would  not 
expect  direct  contact  with  the  Treasury.  For  toe  con- 
duct of  our  business,  contacts  with  the  Bank  are  all  that 
is  needed ; and,  of  course,  a knowledge  of  what  the 
Chancellor  of  the  Exchequer  says  about  general  policy. 

Your  eighth  question  is : “ Is  the  Bank’s  statutory  power 
to  issue  directions  to  banks  ‘ subject  to  the  approval  of 
the  Treasury  ’ in  satisfactory  form  for  the  purposes  of 
credit  control?  ” It  does  not  occur  to  me  that  there  is 
anything  wrong  about  that. 

Your  ninth  question  is : “ Subject  to  the  foregoing  ques- 
tions, are  any  changes  called  for  in  (a)  the  method  of 
appointment,  (A)  the  period  of  office,  (c)  the  range  of 
selection  of  directors  of  the  Bank?  ” The  question  leaUy 
is  whether  there  should  be  part-time  directors  on  the 
Court ; so  it  embraces  your  tenth  question,  which  reads : 

“ Should  part-time  directors  be  included  in  ithe  Bank 
directorate?  If  so,  is  any  change  called  for  in  the  weight- 
ing of  part-time  as  against  executive  directors  or  in  their 
respective  functions?  ”,  In  my  experience  it  has  been 
of  very  positive  value  to  have  the  part-time  directors  with 
the  " market  mind  ” at  the  table  as  well  as  toe  executive 
directors  with  the  “ official  mind  ”.  If  there  were  no 
more  part-time  directors,  the  market  would  always  be 
dealing  with  officials  only ; being  specialists  and  working 
in  the  Bank,  they  would  have  an  intimate  knowledge 
of  the  machinery  of  toe  markets  they  were  dealing  with, 
but  it  would  be  like  ha'ving  a theoretical  knowledge  of 
how  people  ought  to  swim  and  nevCT  having  been  in 
the  water  oneself.  Considering  the  extreme  complexity 
and  the  extreme  rapidity  of  changes,  the  extreme  delicacy 
of  touch  necessary  in  the  money  market,  the  amounts 
involved  and  the  narrowness  of  the  margins,  and  the 
extreme  obscurity  of  many  of  the  sources  of  supply  and 
demand  and  how  far  they  ramify  over  the  world,  I think 
that  it  is  an  enrichment  for  the  Bank  to  have  this  element 
of  those  who  have  swum  in  the  water  and  know  it  I 
should  be  sorry  to  see  it  end. 

12316.  Chairman:  From  your  point  of  view  as  a chair- 
man of  a discount  house,  they  are  men  halting  the  same 
practical  knowledge  of  the  markets  as  yourself? Yes. 

12317.  Of  course,  the  range  of  selection  of  part-time 

directors  has  gone  a good  deal  wider  than  that? ^Not 

unnaturally,  I was  thinking  of  those  I know  most  about, 
the  people  who  have  worked  in  the  market.  I am  afraid 
that  I am  uninstructed  as  regards  the  other  part-time 
directors  who  have  not  been  in  the  money  market;  but 
I can  understand  that  their  relation  with  sources  other 
than  toe  money  market  would  be  the  greatest  possible 
reinforcement  to  the  Bank. 

12318.  Professor  Cairncross:  But  would  you  not  agree 
that  some  of  the  executive  directors,  including  the  earlier 
executive  directors,  have  learned  to  swim  before  they 

were  appointed  and  were  recruited  from  the  market? 

It  does  occur,  but  I do  not  think  it  is  a very  strong 
element. 

12319.  Chairman:  You  have  stressed  the  importance  of 
what  the  part-time  director  can  bring  into  toe  Bank  to 
help  it  to  do  its  job  properly.  Is  there  another  value, 
in  that  he  can  bring  to  tiie  outside  world  a knowledge 
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of  the  Bank’s  work  and  its  policies  generally?--;-As  an 
ambassador  and  to  compose  differences  of  opinion  and 
that  sort  of  thing  he  can  be  most  valuable ; but  there  is 
not  the  least  suggestion  that  anybody  in  the  market  ever 
gets  any  useful  information  from  any  part-time  director. 

12320.  I was  not  on  the  more  limited  point  of  conveying 
practical  information ; I was  r^arding  him  as  capable  or 

explaining  the  Bank’s  position  generally? ^Yes ; it  is 

useful  to  have  a diplomatic  link. 

12321.  But,  compared  with  the  other  element  you  are 
stressing,  you  think  that  that  is  not  of  any  great 

importance? ^No ; I think  that  it  is  much  more 

important  to  the  Bank  than  it  is  to  us. 


12322.  Suppose  that  the  part-time  directors  were  con- 
vert^ into  advisers ; do  you  think  that  they  could  render 

service  of  equal  quality  to  the  Bank? -No.  I do  not 

suppose  that  there  is  one  of  us  here  who  has  not  known 
the  difference  between  working  with  executive  power  and 
working  as  an  adviser. 

12323.  So  your  general  advice  to  us  is  to  “let  well 

alone  ”,  and  you  are  satisfied  that  it  is  well? 1 am 

satisfied  that  it  is  well.  Of  course,  I am  not  satisfied  that 
I always  get  all  I want,  but  then  I do  not  deserve  it 
Chairman : Thank  you  very  much.  Lord  Kennet ; we 
are  very  much  obliged  to  you  for  coming  back  to  give 
evidence  to  us  again. 


[The  witness  withdrew.) 


The  Rt.  Hon.  H.  T.  N.  Gaitskeli., 

12324.  Chairman:  Good  morning,  Mr.  Gaitskeli.  We 
are  very  grateful  to  you  for  coming  to  help  us  today  on 
these  difficult  questions  about  the  Bank  of  England.  I 
sent  you  a list  of  item  questk«is*,  whicii  was  an  attempt 
to  bring  together  the  points  that  our  minds  are  turning 
on.  I do  not  want  to  tie  you  down  to  any  particular 
order  in  giving  us  your  views,  but  I thought  they  would 
be  a structure  for  you  to  work  on.  As  you  know,  the 
answers  that  you  give  us  are  evidence  for  the  record. 
Would  you  like  on  the  basis  of  this  line  of  questions  to 

start  to  give  us  your  views? Mr.  Gaitskeli:  I would 

like  to  make  one  qualification  at  the  outset.  It  is  seven 
years  since  I have  been  Chancellor  of  the  Exchequer,  and 
I was  only  Chancellor  for  one  year.  That  must  be  borne 
in  mind  in  anything  I say ; the  situation  may  have 
changed.  What  I am  going  to  say  this  morning  is 
reflection  in  retrospect ; I do  not  want  you  to  think  that 
what  I am  saying  this  morning  was  continually  in  my 
mind  while  I was  Chancellor ; one  was  really  too  busy 
for  that.  My  answer  to  your  first  question  'is  that  I iddnk 
that  the  intention  of  the  Act  was  broadly  correct,  but 
I believe  that,  at  any  rate  when  I was  Chancellor,  that 
intention  was  not  entirely  carried  out,  principally  not 
because  of  anything  that  was  wrong  in  the  Act  itself,  but 
because  the  relationship  between  the  Bank  and  the  Treasury 
bad  not  settled  down  to  what  I personally  would  like 
to  see.  There  are,  however,  one  or  two-  ways  in 
which  an  amendment  to  the  Act  should  be  considered, 
to  which  I will  come  a little  later.  The  second  question 
asks  whether  tihe  power  to  direct  is  sufficient  to  ensure 
co-ordination  of  the  Bank’s  actions  with  Treasury  policy. 

I think  that  the  powers  of  the  Chancellor  to  give  statutory 
directions  to  the  Bank  are  sufficient,  subject  to  the  point 
which  is  raised  in  7 and  8,  namely,  the  directions  to  the 
clearing  banks.  If  I may,  I will  leave  that  one  until  we 
come  to  questions  7 and  8. 

I would  now  like  to  go  on  to  what  I think  are  the 
really  .baadc  questions,  3 and  4.  One  has  to  begin  by 
saying  what  sort  of  relationship  one  wants  between  the 
Treasury,  the  Chancellor  of  the  Exchequer,  and  the  Bank. 
Not  everybody  may  he  agreed  on  that.  My  view  on  this 
is  however  perfectly  clear — that  under  modem  conditions 
the  Chancellor  of  the  Exchequer  must  be  supreme,  and  ffiat 
there  should  be  today  no  question  of  any  independent 
policy  of  the  Bank  of  England.  There  was  a time  when 
it  was  argued  that  it  was  desirable  to  have  a central  bank 
independent  of  the  Government  because  it  would  prevent 
the  Government  from  pursuing  inflationary  policies.  1 
totally  disagree  with  that  attitude.  I think  that  the 
Government  must  have  complete  power  and  complete 
responsibility.  I think  that  the  democratic  processes 
today  are  just  as  likely  to  produce  in  the  Government  a 
fear  of  inflation  as  a fear  of  deflation.  That  is  the  basic 
point  from  which  I start. 

The  problem  is  how  to  achieve  this  in  the  case  of  an 
institution  like  the  Bank  of  England,  which  is  engaged  in 
a number  of  highly  technical  operations  which  most 
people  outside  the  Bank  do  not  begin  to  understand  at 
all,  which  has,  and  is  bound  to  have,  close,  intimate 
and  to  some  extent  secret  relations  with  other  foreign 
banks  and  financial  institutions  of  all  kinds  both  here 
and  in  other  countries,  and  which  has  also  in  its  long 
history  a tradition  of  independence.  To  some  extent 
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this  problem  of  the  relationship  between  the  Chancellor 
and  the  Bank  is  similar  to  that  between  a Minister  and  o-ther 
nationalised  industries.  In  the  case  of  the  coal  industry, 
for  instance,  there  are  bound  to  be  a large  number  of 
technical  problems  on  which  the  people  in  the  National 
Coal  Board  will  probably  know  better  than  anybody  out- 
side. Here  again  there  is  some  diflrculty,  therefore,  in 
reconciling  the  'Ultimate  authority  of  the  Minister  with 
the  fact  that  he  probably  will  not  have  technical  advice 
outside  the  Board  available  to  him.  In  the  case  of  the 
nationalised  industries  we  have  tried  to  solve  the  problem 
by  drawing  a line  between  day-to-day  matters,  which  are 
quite  specifically  reserved  to  the  boards,  and  matters  of 
major  policy.  That  makes  it  a great  deal  easier  for  a 
Minister  to  exercise  the  necessary  authority  without  having 
to  rely  continuously  on  the  advice  of  the  board  itself  in 
making  his  decisions.  The  major  issues  of  policy  which 
a Minister  has  to  decide  are  such  things  as  the  investment 
programme,  where  it  is  largely  a question  of  relating  one 
corporation’s  programme  to  what  is  being  done  in  other 
sectors,  and  which  does  not  on  the  whole  raise  very  acute 
tecWcal  difficulties. 

But  it  seems  to  me  that,  if  one  looks  at  the  Bank  of 
England  and,  as  one  is  rather  inclined  to,  compares  it  with 
the  nationalised  boards  there  is  the  difficulty  that  the 
day-to-day  operations  of  the  Bank  are  often  of  enormous 
importance.  They  are  often  matters  which  must  be  of 
great  concern  to  the  Chancellor  of  the  Exchequer ; open 
market  policy,  for  instance,  may  obviously  be  very  sig- 
nificant for  the  economy,  but  it  may  be  fairly  described 
<is  a day-to-day  matter.  The  operations  on  the  foreign 
exchange  market  are  again  hi^ly  technical,  but  enor- 
mously important.  So  I do  not  believe  that  this  line 
of  division  which  we  have  adopted  in  the  case  of  the 
other  nationalised  industries  is  one  which  really  meets  the 
case  so  far  as  the  Bank  of  England  is  concerned. 

What  is  the  answer?  I do  not  pretend  to  be  sure  about 
this,  but  I think  that  I can  at  any  rate  make  the  problem 
more  precise  by  saying  this.  A Chancellor  of  the  Ex- 
chequer, grant^  my  initial  premise,  must  have  both 
expert  advice  and  at  the  same  time  a relationship  of 
complete  confidence  between  himself  and  the  people  giving 
the  advice.  He  has  that,  in  my  opinion,  in  the  ordinary 
civil  service  relationships  in  the  Treasury.  He  is  seeing 
these  people  day  by  day ; he  gets  to  Imow  them  well. 
There  are  a number  of  very  important  matters,  some  of 
them  highly  technical,  on  which  they  are  advising  him, 
but  it  is  extremely  rare  for  a Minister  to  feel  a lack 
of  confidence  between  himself  and  his  civil  servants. 
As  things  are  at  present  there  is  not  the  same  relationship 
between  the  Bank  of  England  and  the  Chancellor.  It  is 
more  remote ; the  officials  are  a long  way  away.  At  any 
rate  when  I was  Chanc^or,  in  the  ordinary  course  of 
events  only  the  Governor  would  see  the  Chancellor  him- 
self, whereas  with  the  civil  servants  the  Chancellor  would 
see  not  only  the  Permanent  Secretary  to  the  Treasury 
and  the  Second  Secretary  in  charge  of  overseas  finance ; 
he  would  almost  certainly,  if  he  wished,  have  a meeting  in 
his  room  at  which  all  the  senior  officials  would  be  present, 
at  which  he  would  hear  the  matter  argued  out ; and  as  a 
result  of  this  argument,  and  from  the  minutes  and  so  on 
that  are  written,  the  Chancellor  would  make  up  his  mind. 
There  is  nothing  like  that  in  his  relations  with  the  Bank 
of  England.  I do  not  recall  when  I was  Chancellor  ever 
seeing  any  files  of  the  Bank  of  England.  I no  doubt 
received  letters  from  the  Governor  from  time  to  time. 
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and  I certainly  had  some  conversations  with  him.  I 
recall  one  or  two  meeting  to  which  I asked  him  to  bring 
one  or  two  of  bis  senior  officials,  but  there  was  certainly 
not  the  same  kind  of  freedom  of  expression  as  when 
dealing  with  the  civil  servants.  The  whole  thing  was  on 
a more  formal  basis. 

12325.  When  you  were  Chancellor  were  your  contacts 
with  the  Bank  wholly  conducted  with  the  Governor?- — 
With  the  exception  of  the  cases  I was  just  mentioning, 
when  he  brought  with  him  Sir  George  Bolton,  probably 
Mr.  Mynors,  and  maybe  one  or  two  other  people ; but 
certainly  for  the  most  part  solely  with  the  Governor. 

12326.  Would  that  represent  some  established  tradition 

as  you  understood  it? That  is  what  I understood. 

12327.  Professor  Cairncross : If  you  take  your  relation- 
ships with  the  Board  of  Trade  or  the  Board  of  Inland 
Revenue,  would  you  have  expected  to  see  a number  of 
civil  servants  from  these  departments  when  matters  of 

common  interest  were  being  discussed? 1 would  draw 

a distinction  there  between  the  Board  of  Trade,  which 
does  not  come  under  the  Chancellor,  and  the  Inland 
Revenue,  which  does.  I think  the  Inland  Revenue  is  a 
very  good  case  to  take,  because  it  is  independent  of  the 
Treasury,  but,  since  it  is  a civil  service  department,  one’s 
relations  with  the  officials  there  were  not  essentially 
dissimilar  from  one’s  relation  with  Treasury  officials. 

12328.  5/V  John  Woods:  It  is  independent  of  the 
Treasury  but  under  the  Chancellor  of  the  ^chequer? 

Precisely  ; but  of  course  the  same  is  true  of  the  Bank. 

The  Chancellor  has  the  legal  powers  to  instruct  the  Bank 
to  do  what  he  wants.  But  there  is  nevertheless  a different 
relationship. 

12329.  Mr.  Woodcock:  Do  you  know  anything  about 
the  relations  between  Treasury  officials  and  Bank  officials? 

.1  knew  that  officials  of  the  Bank  would  come  along 

to  the  Treasury  and  meet  the  senior  officials,  ai^  no  doubt 
the  Treasury  officials  sometimes  went  down  there. 

12330  Would  you  think  it  possible  that  the  point  you 
were  making  about  the  remoteness  of  the  Ba^  or  ffie 
Bank  officials  other  than  the  Governor  from  the  Chancellor 
was  to  some  extent  met  by  the  fact  that  you  met  the 
senior  officials  who  were  in  turn  meeting  ffie  Bank 

officials? ^No,  I do  not  think  so.  because  one  is  dealing 

with  matters  of  immense  importance  which  are  also  highly 
technical.  If  I am  in  that  position  I want  to  see  and 
talk  to  the  man  on  the  job  himself.  It  is  not  really  good 
enough  to  have  the  Bank’s  advice  conveyed  at  second 
hand  by  officials  who,  if  I may  be  frank,  may  not  them- 
selves be  very  expert  in  this  field.  One  rnakes  no  criticism 
of  that.  Why  should  they  be?.  They  have  been  in  the 
Civil  Service  all  their  lives  doing  all  sorts  of  different 
jobs,  and  they  may  not  have  the  same  expertise  in  the 
foreign  exchange  market  as  the  Bank.  I had 
Sion  that  in  the  main  the  Treasury  officials,  with  some 
exceptions  perhaps,  found  themselves  m ^culties  m 
arirumK  with  the  Bank  on  the  technical  field.  There 
wS  perhaps  some  exceptions  to  that; 

Section  was  rather  more  inclined  to  differ  from  the  Bai^ 
on  certain  points.  But  there  is  a real  problem  ^ere  ^^^ere 
the  technical  expertise  is  some  way  away  and  yet  it  is 
the  advice  of  the  .technical  experts  which  is  so  vital. 

12331.  Professor  Cairncross:  Would  you  say  that  ffie 
relationships  at  the  official  level  between 
the  Treasury  are  as  intimate  or  as  frequent  as  the  relation- 
ships between  officials  of  the  Treasury  and  those  m 
the^  Board  of  Trade  or  the  Board  of  Inland  Revenue? 
—No,  I would  not  have  thought  they  were ; certainly 
not  as  intimate,  nor  as  easy. 

12332  Would  you  think  it  desirable  that  there  should 
be’Ser  at  tee  wortog  a’—I  ^ 

go  further  than  that,  as  I hope  to  say  later  m dealing 
with  more  specific  questions. 

12333.  Sir  Oliver  Franks : In  what  you  have  been  say- 
inff  so  far  one  can  distinguish  three  different  element : 
fl?  a relationship  of  confidence  between  the  Chancellor 
and  the  Treasury  on  the  one  band  and  the  Bank  on 
other  • (2)  the  way  in  which  the  Bank  itself  is  organised , 
and  (3)  a point  about  the  flow  of  information  from  the 
Bank  to  the  Treasury.  It  may  be  that  aH  tee  three 
thinus  are  interconnected,  but  I think  it  would  be  of  help 
if  you  would  be  willing,  when  you  come  to  your  more 


specific  points,  to  relate  what  you  have  in  mind  to  these 

distinguishable  matters? ^I  will  certainly  try  to  do  that. 

You  ask  in  'question  4 : “ Should  auy  change  in  the 
structural  relationsWp  be  in  the  direction  of  greater  or, 
alternatively,  of  less  independence  for  the  Bank  in  the 
formulation  or  carrying  out  of  policy?  ” It  will  be 
obvious  from  what  I have  said  ffiat  I think  the  Bank 
should  be  less  rather  than  more  independent.  The  ques- 
tion is : how?  I am  inclined  to  .the  view  that  the  most 
important  reform  that  should  be  made  is  a much  greater 
ifiixing  up  of  the  staffs  of  the  Treasiuy  and  the  Bank,  1 
do  not  mean  at  very  junior  levels,  but  at  medium  and 
senior  levels.  It  would  greatly  assist  the  relationship  if 
it  were  a normal  thing  for  some  Treasury  officials  (not 
all,  of  course)  to  spend  five  years  or  even  ten  years  in 
the  Bank  and  then  go  back  to  the  Treasury  or  some  other 
department.  Equally  I think  that  it  would  be  very  good 
that  officials  who  come  into  the  Bank  should  have  a period 
of  service  in  the  Treasury.  That  at  least  would  establish 
something  more  like  ithe  relationship  which  Professor 
Cairncross  mentioned  between  the  Board  of  Inland 
Revenue  and  the  Treasury.  It  would  also  have  the 
advantage  that  the  Treasury  would  have  far  more  people 
who  have  some  experience  of  what  the  Bank’s  problems 
are  and  how  they  handle  them.  There  are  far  too  few 
such  persons  at  the  moment.  Before  the  war  I believe  that 
the  foreign  exchange  market  was  largely  managed  from 
the  Treasury ; Sir  David  Waley  and  Sir  Frederick 
Phillips,  who  were  Treasury  officials,  in  large  part  did 
that  job.  From  the  point  of  view  of  the  Chancellor 
that  would,  I ffiink,  be  much  more  satisfactory ; they 
were  Treasury  officials,  and  he  would  have  had  a close 
relationship  with  them.  Just  why  the  management  of  the 
foreign  exchange  market  was  removed  from  the  Treasury 
and  went  hack  to  the  Bank  I do  not  know,  but  it  seems  to 
have  happened.  If  there  was  this  much  greater  mixing 
up  of  staffs,  there  would  be  more  technical  expertise  in 
the  Treasury,  a closer  understanding  between  officials  as 
to  what  each  was  up  to ; that  would  help  to  build  up 
a convention  of  closer  relations  between  the  Bank  and  the 
Treasury  than  there  are  now. 

12334.  Mr.  Woodcock:  You  said  that  you  wanted  to 
deal  with  the  people  actually  on  the  job.  The  fact  that 
they  come  from  the  Bank  to  the  Treasury  would  only 

help  some  way  in  that? 1 entirely  agree.  I thiii  tlmt 

the  Chancellor’s  relationships  with  the  Bank  and  with  the 
Bank  officials  should  be  much  more  like  those  which  he 
has  with  the  Inland  Revenue,  in  which  the  officials  come 
in  ■ but  I Think  that  that  process  would  be  greatly  facili- 
tated if  among  the  Bank  officials  were  , people  who 
been  Treasury  officials  ; equally  I think  it  would  be  quite 
healthy  for  the  people  in  the  Bank  to  have  a spell  with 
the  Treasury.  I would  like  the  whole  thing  mixed  up 
rather  more,  as  it  is  in  the  Inland  Revenue.  The  p.air- 
man  of  Inland  Revenue  is  frequently  a Treasury  offiaal; 
and  one  knows  of  leading  Treasury  officials  who  started 
in  Inland  Revenue, 

12335.  Chairman:  It  is,  if  I understand  it,  your  gener^ 
approach  to  the  position  of  the  Bank  as  betwera  itsell 
and  the  Government  that  it  should  be  as  like  a Govern- 
ment department  as  the  circumstances  which  are  rateer 

peculiar  to  it  permit? ^Yes,  I.think  I wpffid  say  ffiat 

because  the  work  of  the  Bank  is  so  absolutely  vital  to 
Government  policy;  I think. ffiat  we  ought  really  to  try 
and  establish  that  relationship. 

12336.  Sir  John  Woods:  Would  yo“  Put 
on  the  Qualification  “ as  near  as  it  could  be  ? Is  it  be- 
cause relations  with  the  money  market,  with 
tral  banks  and  so  on  must  make  it  slightly  more,  remote? 

was  in  my  mind.  I find  it  hard  to  judge  he 
significance  of  that.  When  aU  is  ^^id  and  done  ffie 
Treasury  themselves  have  relations  with . quite  a lot 
of  financial  institutions.  I think  that  I am  saying 

that  the  management  of  the  ° he  that 

Treaciirv  That  is  ffighly  technical,  but  it  may  be  mai 
it  doeTnot  give  rise  to  the  seme  problems  as  the  relate 
of  the  Bank  with  the  foreign  exchange  market  I ™md 
accept  the  Chairman's  qaalliication,  “ 

enrpt  of  mV  tfTound  there ; but  I would  new  a 


sufficiently  sure  of  my  ground  ffieje : dealings 

little  convincing  that  the  fact  that  the  Ba^  eettina 
with  other  central  banks  would  prevent  us  from 
S Siy  rate  most  of  the  relationship  ffiat  I think  we  ought 
to  have.  . g = 

12337.  Mr.  Jones:  In  dealing  with  question  ^ 
arming  for  a position  of  lesser  independence  “ 

Bank  is  concerned,  and  a greater  degree  of  acconntabihty 
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on  the  part  of  the  Court  of  Directors  and  the  Governor 

to  the  Chancellor  himself? 1 certainly  take  the  view 

that  the  Bank  should  he  less  independent.  I would  not 
have  used  the  word  “ accountability  ”,  because  I do  not 
think  that  that  is  the  right  kind  of  relationship  between  the 
Chancellor  and  the  Bank.  That  implies  that  the  Bank  is 
free  to  get  on  'With  the  job  but  has  to  report  to  the  Chan- 
cellor from  time  to  time.  The  whole  burden  of  my  case 
is  that  the  activities  of  the  Bank  are  so  intimately  related 
to  Government  policy  that  the  Chancellor  really  needs  to 
be  brought  into  the  picture,  not  necessarily  in  &e  day-to- 
day  operations,  but  a great  deal  more  than  he  is.  Suppose 
there  is  a proposal  to  support  the  market  for  transferable 
sterling.  Here  is  a matter  of  enormous  significance,  but 
it  is  also  a matter  on  which  any  layman  would  find  it 
extremely  hard  to  make  up  his  mind  without  hearing  all 
the  arguments  explained  to  him.  To  be  confronted  in  a 
case  like  this  with  “ the  view  of  the  Bank  ” without  hear- 
ing the  whole  thing  argued  out,  and  without  perhaps 
having  people  in  the  Treasury  who  have  sufficient  experi- 
ence of  the  operations  in  the  foreign  exchange  market  to 
give  sufficiently  expert  advice,  puts  Chancellor  in  a very 
difficult  position.  I want  to  see  him  in  such  a reladon- 
ship  with  the  Bank  as  would  come  from  the  Bank’s  being, 
in  the  Chairman’s  phrase,  as  near  a Government  depart- 
ment as  is  compatible  with  the  other  functions  of  the 
Bank  of  England.  May  I come  back  to  Sir  Oliver  Franks’s 
three  points?  I do  not  believe  that  a good  flow  of  infor- 
mation is  enough.  That  is  certainly  necessary,  but  some- 
thing more  than  that  is  needed ; it  is  really  a problem 
of  talking  the  same  language.  One  has  the  feel- 
ing from  time  to  time  that  there  is  not  a common  language 
in  this  highly  technical  field  even  between  the  Treasury 
officials  and  the  Bank  officials,  and  certainly  not  between 
Ministers  and  the  Bank.  Confidence  is  very  much  in  the 
picture  here  ; confidence  again  springs  from  continual  con- 
tact and  understanding  each  other. 

12338.  Professor  Cairncross:  Your  case  seems  to  me  to 
rest,  as  you  express  it,  on  the  difficulty  of  detaching  mone- 
tary policy  from  other  aspects  of  economic  policy.  As  I 
understand  it,  you  want  to  see  the  execution  of  monetary 
policy  put  as  nearly  as  possible  on  a level  with  fiscal  and 
commercial  .policy,  and  handled  in  the  same  sort  of  way? 
Yes,  quite. 

12339.  Sir  John  Woods:  We  have  heard  a great  deal  of 
evidence  on  how  monetary  policy  must  fit  in  to  a total 
economic  policy,  and  we  have  heard  a great  deal  of  what 
is  commonly  c^ed  the  package  deal.  If  you  envisage 
getting  the  working  arrangements  you  have  outlined  to 
us  between  the  Bank  and  the  Treasury,  would  you  expect 
to  have  advice  preferred  to  you  from  the  Bank  about, 
say,  fiscal  matters,  hire  purchase  regulations,  taxation, 
and  so  on ; or,  even  if  you  did  not  expect  it  to  be  prof- 
fered would  you  in  fact  ask  for  it?  Would  you  envisage 
a kind  of  meshing  in  of  the  Treasury  and  the  Bank  of 

England  over  the  whole  economic  field? ^It  is  bard 

to  answer  that  in  general  terms.  There  would  be  some 
fields  of  activity  of  the  Treasury  on  which  the  advice  of 
ffie  Bank  and  its  officials  would  not  be  particularly  rele- 
vant or  helpful.  The  Bank  is  not  concerned  with  what 
happens  to  the  University  Grants  Committee  or  museums 
or  fliat  kind  of  thing ; nor  is  it  the  business  of  the  Bank 
to  see  how  the  Treasury  keeps  its  control  over  other  Gov- 
ernment departments.  But  certainly  the  advice  of 
Bank  officials  toncerned  with  the  foreign  exchange 
market  would  be  quite  useful  in  connection  with  the 
Capital  Issues  Committee  or  something  of  that  kind, 
One  cannot  answer  this  in  general  terms ; one  would 
probably  need  to  review  the  scope  of  the  Bank  in  rela- 
tion to  the  Treasury  if  there  was  a closer  relationship. 

12340.  You  would  not  say  their  contribution  would 
necessarily  be  confined  to  purely  monetary  and  financial 

matters? Again  it  is  partly  a question  of  definition. 

I have  stressed  rather  more  than  monetary  policy  the 
foreign  exchange  problem,  because  that  strikes  me  as 
being  something  which  evidently  concerns  the  Govern- 
ment as  well  as  internal  monetary  policy.  If  for  the 
moment  we  assume  that  the  relationship  is  going  to  be  one 
rather  comparable  to  the  Inland  Revenue’s  relationship 
to  the  Treasury,  it  might  be  necessary  to  lay  down  rather 
more  precisely,  as  within  any  department,  who  is  respon- 
sible for  what.  I do  not  want  you  to  think  that  I regard 
the  Bank  as  having  a right  as  a separate  power  to  give 
advice  on  this,  that  and  the  other.  This  would  he  a 
matter  for  the  Chancellor  of  the  Exchequer.  He  may 


wish  to  know  the  views  of  the  Inland  Revenue  on  various 
matters  which  are  outside  the  purely  fiscal  sphere,  and 
he  is  entitled  to  ask  them.  It  would  be  more  like  that 
than  having  the  Bank  come  along  and  say:  “We  have 
the  right  to  tell  you  our  views  on  what  sort  of  Budget 
you  should  produce.” 

12341.  Chairman:  Would  not  the  position  you 

envisage  as  the  best  one  entitle  the  Governor  of  the  Bank 
to  describe  himself  as  an  economic  adviser  to  the 
Government?  Would  it  not  follow  from  the  fact  that 
be  was  directly  a part  of  the  Government’s  activities  in 
the  economic  field  that  he  would  acquire  the  status  of  an 
adviser  on  the  Government’s  general  and  economic 

policy? 1 think  of  the  Bank  much  more  as  the 

executor  of  government  policy.  Of  course  any  executor 
of  this  degree  of  importance  is  an  adviser  as  well.  The 
Chairman  of  the  Board  of  Inland  Revenue  is  an  adviser 
on  what  sort  of  taxes  should  and  can  be  levied,  but  he 
does  not  determine  the  policy  of  the  Chancellor.  He 
makes  his  contribution  in  his  own  field  ; so,  I think,  would 
the  Governor  of  the  Bank. 

12342.  Sir  Oliver  Franks:  There  may  be  a point  of 
difference  between  the  Inland  Revenue  and  the  Bank  here ; 
it  is  one  which  you  yourself  have  referred  to : the  extent 
to  which  particular  executive  action  makes  policy.  I 
would  imagine  that  the  Inland  Revenue  in  many  ways  is 
more  a normal  administrative  department ; once  its 
policy  has  been  settled  and  it  has  worked  out  the  regula- 
tions the  action  proceeds.  But  that  is  not  so  with  the 
Bank.  The  Bank,  whether  in  its  domestic  activities  or 
in  its  foreign  activities,  is  necessarily,  within  broad 
Government  policy,  itself  contributing  to  and  making 
policy.  I should  have  thought  that  the  people  who  are 
doing  that,  with  the  expertise  that  they  inevitably  acquire 
in  some  of  these  very  technical  subjects,  almost  automatic- 
ally also  acquire  authority  and  prestige  which  gives  a 
qualified  independence.  If  one  follows  that  line  of 
argument  it  modifies  what  you  were  saying  to  some 
extent,  and  I wollld  be  grateful  if  you  would  comment  on 

it? ^I  agree  there  is  a distinction,  but  I think  the  logic 

of  the  disdnedon,  which  it  may  be  rather  alarming  to 
draw  out,  is  that,  if  the  Bank  of  England’s  day-to-day 
activities  are  so  interwoven  with  Government  policy,  its 
relationship  with  the  Treasury  ought  to  be  rather  closer 
even  than  that  of  the  Inland  Revenue.  If  one  can  lay 
down  principles  and  leave  people  to  execute  them  and 
that  is  all  there  is  to  be  done,  then  one  has  something 
more  like  the  relationship  between  the  Ministry  and  a 
nationalised  board ; and  I agree  that  in  a sense  the  Inland 
Revenue  is  like  that.  If,  however,  the  Bank  is  really  all 
the  time  taking  these  vitally  important  decisions  I do  not 
myself  think  that  the  case  there  is  one  for  more 
independence. 

12343.  From  the  point  of  view  from  which  we  are 
now  discussing  it  it  seems  to  me  that  it  makes  relatively 
little  difference  whether  the  Bank  is  quasi-Govemment 
department  or  independent  institution.  What  really 

matters  is  working  relationships? Absolutely.  I only 

took  the  Inland  Revenue  as  an  example.  I do  not  wish 
to  suggest  that  it  is  a complete  parallel  to  the  kind  of 
relationsfcdp  I want,  but  it  is  the  nearest  thing  I can  think 
of.  Of  course  there  is  another  possibility  which  you 
may  have  considered,  and  that  is  dividing  up  the  activi- 
ties of  the  Bank  a little  in  this  respect.  It  may  be  that 
certain  parts  of  their  activities  are  much  more  important 
for  Government  policy  than  others. 

12344.  Chairman:  Could  you  identify  the  ones  you 
have  in  mind?  From  the  line  you  have  been  speaking 
on  the  management  of  foreign  exchange  would  be  one? 

^Yes,  and  monetary  policy  is  obviously  the  other.  If 

you  take  those  two  things  out,  the  other  things  done  by 
the  Bank  of  England,  so  far  as  there  are  other  things, 
would  not  matter  so  much. 

12345.  Professor  Sayers:  In  giving  examples  of  con- 
sultation with  the  Governor  of  the  Bank  or  anybody  else 
at  the  Bank  you  have  always  taken  cases  that  referred 
to  the  foreign  side,  never  one  relating  to  management  of 
the  debt,  for  example.  When  you  refer  to  management 
of  the  debt  you  refer  to  it  as  Treasury  business.  Does 
that  mean  that  in  the  Chancellor’s  relations  with  the 
Governor  of  the  Bank  you  as  Chancellor  were  not  con- 
cerned, for  instance,  with  the  instructions  given  to  the 
Government  broker? 1 do  not  recall  ever  being  con- 

sulted on  that  by  the  Governor  of  the  Bank  ; but  you 
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must  remember  that  when  I was  Chancellor  Bank  Rate 
was  pegged,  and  monetary  policy  in  the  sense  that  it  has 
developed  since  then  was  not  quite  the  thing  that  we  were 
concerned  with.  No  doubt  the  reason  for  my  emphasis 
on  the  foreign  exchange  market  was  that  we  were,  on  the 
other  hand,  very  much  concerned  with  that.  I do  not 
wish  to  give  the  impression  that  I think  there  is  a distinc- 
tion here  in  importance.  It  is  probably  true  that  in  the 
management  of  the  debt  the  Treasury  officials,  at  any  rate 
the  ones  that  1 knew,  would  be  rather  better  skilled  than 
any  available  to  deal  with  the  foreign  exchange  problem  ; 
but  that  may  have  been  a purely  temporary  thing  which 
over  a long  period  is  not  relevant. 


12346.  If  you  were  Chancellor  now,  wotild  you  expect 
to  have  the  Governor  of  the  Bank  discuss  with  you  the 

instructions  to  be  given  to  the  Government  broker? 1 

do  not  know  that  I would  expect  him  to  discuss  every 
single  item ; I certainly  think  that  it  would  be  necessary 
to  discuss  the  general  policy.  . But,  as  I have  tried  to 
explain,  I do  not  think  that  it  is  satisfactory  to  base  the 
relationship  between  the  Bank  and  the  Treasury  on  the 
Governor  coming  to  see  the  Chancellor.  There  has  got 
to  be  something  much  more  intimate  at  official  level. 

12347.  Chairman-.  Then  we  come  to  our  fifth 
question?— 4 am  quite  against  lany  more  'direct  relation- 
ship between  the  Bank  and  Parliament. 

12348.  On  your  basis  the  Chancellor  of  the  Exchequer 

is  the  effective  Minister  for  the  Bank? Precisely,  and 

there  is  the  added  point  that  a good  deal  of  the  Bank’s 
activities  are  necessarily  of  a fairly  private  character  any- 
how, and  there  would  be  difficulties  in  expecting  the  Bank 
to  explain  exactly  what  it  was  doing,  even  to  the  Public 
Accounts  Committee  two  years  later.  Anyhow  the  ques- 
tion, as  you  say,  does  not  really  arise,  so  that  disposes 
of  that  one. 


On  question  6,  1 think  'there  ds  a general  case  for 
more  information.  The  Report  of  the  Bank  is  a very 
flimsy  affair  at  the  moment.  I would  certainly  like  to  see 
more  available  there.  There  might  possibly  be  periodical 
reviews,  as  you  suggest,  but  I aim  rather  doubtful 
about  this  idea  of  the  scope  of  the  public  relations 
of  the  Bank  being  extended,  because  I do-  not  think 
that  any  institution  which  approximates  to  a Govern- 
ment department  should  have  public  relations  of  its  own. 
That  is  a matter  for  Ministers.  If  we  had  the  Governor 
or  other  officials  of  the  Bank  appearing  on  television  or 
broadcasting,  writing  articles  and  so  on,  the  danger  would 
be  that  iffiey  might  appear  to  have  a separate  policy 
of  tieir  own.  I have  made  it  sufficiently  clear  that 
I do  not  think  that  any  such  thing  should  exist.  The 
Government  should  therefore  generally  speaking  take 
responsibility  for  public  relations,  at  any  rate  for  anything 
which  is  rdated  to  policy  at  all.  Maybe  we  could  have 
from  the  Bank  some  better  explanations  of  how  the 
financial  system  works,  or  something  which  would  be 
quite  independent  of  policy  decisions  ; but  apart  from  that 
file  Government  should  take  the  responsibility. 


I pass  on  now  tio  questions  7 and  8,  if  I imay  take 
them  together.  I would  say  from  ray  experience  that 
there  is  a danger  that  the  relationship  between  the 
Treasury  and  the  Bank,  as  it  was  when  I was  Chancellor, 
might  involve  an  obstruction  to  contacts  between  the 
Treasury  and  the  clearing  banks.  I do  not  think  it  is 
unfair  to  say  that  the  Bank  of  England  regarded  itself 
then,  as  I expect  it  still  does,  as  a buffer  between  the 
Treasury  and  the  rest  of  the  City  generally,  and  preferred 
all  relationships  between  the  Treasury  and  the  City  to  go 
through  the  Bank.  We  were  much  concerned  when  I was 
Chancellor  with  trying  to  restrict  advances,  particularly 
certain  types  of  advances,  and  we  were  puzzled  by  the 
fact  that  they  continued  to  go  up  despite  requests  that 
they  should  not  do  so.  I recollect  that  the  Bank  of 
England  did  not  like  the  idea  of  the  clearing  banks  being 
represented  on  a committee  which  was  set  up  under  the 
Financial  Secretary  at  that  time  to  go  into  this  whole 
matter.  One  should  not  be  too  critical  of  the  Bank  for 
this;  someone  who  regards  himself  as,  as  it  were,  me 
superior  officer  does  not  like  the  person  below  him  by- 
passing him.  I dare  say  that  there  was  a good  deal  of 
that  feeling.  That  this  reluctance  existed  I do  not  _thi^ 
there  can  be  very  much  doubt.  I regard  it  as  desirable 
that  the  Chancellor  should,  at  any  rate  on  occasions,  have 
pretty  close  relations  with  the  clearing  banks.  I 
remember  asking  the  Governor  at  one  point  if  he  would 
arrange  for  me  to  meet  the  chairmen  of  the  clearing 


banks.  We  did  meet,  but  it  was  a great  big  affair,  lunch 
at  the  Bank  with  the  thirteen  clearing  banks  represented, 
and  all  the  members  of  the  Court  there.  It  was  a pleasant 
afternoon  occasion,  but  it  was  not  really  what  was  wanted. 
What  should  have  happened,  and  I believe  does  happen 
more  now,  is  that,  say,  the  chairmen  of  the  “ Big  Five  ”, 
possibly  with  their  general  managers,  should  come  and 
talk  policy  with  the  Chancellor.  Maybe  it  is  unfair  to 
say  that  the  Bank  would  have  objected  to  that,  but  they 
certainly  did  not  arrange  it. 

Then,  if  I may  go  on  to  question  8,  this  is  an  old 
problem.  Probably  the  Treasury  ought  to  have  a clear 
power  to  direct  the  Bank  of  England  to  direct  the  clearing 
banks. 

12349.  Chairman:  Was  that  a live  question  when  you 

were  Chancellor  of  the  Exchequer? No,  it  was  not  a 

live  question.  Although  I think  that  to  keep  the  thing 
tidy  and  put  it  as  I would  like  to  see  it  there  ought  to 
be  an  amendment  to  the  Aot,  I do  not  regard  this  as 
comparable  in  importance  with  establishing  the  right 
relationships.  We  could  leave  the  Act  as  it  is  now  and 
nevertheless  get  the  right  kind  of  relationship  between  the 
Bank  and  the  Treasury  and  the  Chancellor ; equally  we 
could  change  the  law  and  nevertheless  have  the  wrong 
relationship.  But  I think  that  on  the  whole  this  kind  of 
reserve  power  is  desirable  because  it  establishes  quite 
clearly  beyond  any  shadow  of  doubt  where  the  ultimate 
power  lies,  and  there  is  some  ambiguity,  to  put  it  no 
higher,  in  the  Act  on  the  question  whether  the  Chancellor 
can  direct  the  Bank  to  give  instructions  to  bankers,  or 
whether  it  has  to  proce^  orfly  on  the  initiative  of  the 
Bank  itself. 


12350.  The  power  of  the  Treasury  to  give  directions 
to  the  Bank,  so  far  as  I know,  has  never  been  put  into 

operation.  Is  your  experience  the  same? So  far  as  I 

know,  it  has  not  been.  used. 

12351.  Do  you  think  that  its  existence  is  relevant  in 
determining  the  relations  between  the  Treasury  and  the 

Bank? Yes.  Most  of  the  nationalisation  Acts  give  the 

Minister  an  ultimate  power  of  issuing  directions.  Such 
directions  are  -practically  never  issued  because  they  would 
imply  some  kind  of  clash  of  view  between  the  board  and 
the  Minister  concerned,  and  probably  both  of  them  want 
to  avoid  that  being  made  public.  But  the  existence  of 
that  ultimate  power  is  desirable  because  it  shows  dearly 
where  the  ultimate  power  lies,  and  I think  that  it  does 
affect  the  relations  between  Ministers  and  public  boards. 
I would  apply  that  to  the  Bank  of  England  as  well.  If 
that  was  not  laid  down  in  the  Act,  I think  that  the  diffi- 
culty of  establishing  what  I would  regard  as  the  right 
relationship  between  the  Treasury  and  the  Bank  would 
probably  be  greater. 

12352.  Do  you  think  that  it  is  a power  which  is  capable 
of  leading  the  Bank  to  t^e  an  action  which  it  would  not 
otherwise  have  taken ; in  other  words,  -that  it  makw  it 
possible  to  exert  pressure  which  does  not  in  fact  lead  to 

a direction? If  there  was  a situation  in  which  the 

Chancellor  was  continually  having  to  issue  directions  to  me 
Bank,  then  it  would  mean  that  the  relationship  was  very 
bad  indeed  and  that  .the  whole  thing  was  in  a mess.  1 
would  guess  that,  if  this  were  to  happen,  somebody  would 
have  to  resign  before  long.  So  this  is  a remote  possibility, 
and  it  is  not  the  most  important  thing.  I regard  it 
as  a symbol  as  much  as  anything  else,  a symbol  plus  a 


reserve. 

12353.  A Minister  in  his  relationship  with  his  own 
department  is  continually  giving  decisions  which  amount 
to  directions.  If  you  think  that  the  right  relauonship  for 
the  Bank  of  England  is  to  be  as  near  a Govermnent 
department  as  possible  in  its  relations  with  the  Chancellor, 
should  not  he  be  in  a position  continually  to  give  what 
are  the  equivalent  of  directions?—^!  tonk  perhaps  we 
must  distinguish  two  kinds  of  “direction  here.  The 
power  to  give  directions  under  the  Act  h^  been 
stood  to  mean  formal  directions.  As  Minister  of 
and  Power  I gave  certain  formal  directions  to  one  or  me 
public  boards.  They  were  not  of  any  great  importance; 
they  related  to  the  way  in  which  the  accounts  were  to  w 
presented,  or  something  like  that,  and  they  did  “ot  in 
that  case  emerge  from  a row  between  myself  and  the 
chairman  of  the  board.  To  go  on  issuing  a seriK  of 
notes  like  that  would  not  be  the  way  to  conduct  busmws 
at  all  I would  like  to  see  the  rdationship  such  that  ffie 
Chancellor  can  ensure  that  the  Bank  carries  out  the 
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policy  that  he  believes  to  be  right ; but  he  would  not 
be  able  to  do  that  by  just  sending  notes.  He  would 
only  be  able  to  do  that-— this  is  the  whole  burden  of  my 
evidence — by  establishing  a much  more  intimate  relation- 
ship, comparable  to  that  which  he  has  with  bis  civil 
servants.  It  is  true  that  he  makes  the  decision,  but  nobody 
writes  an  official  note.  He  may  write  a minute  at  the 
end  of  a memorandum,  or  he  may  say  at  the  end  of  a 
discussion:  “I  think  this  is  what  we  should  do”;  but 
that  is  quite  different  from  the  relationship  which  would 
arise  when  one  was  basing  it  on  a legal  power  of  this 
kind. 

12354.  Do  you  think  that  the  fact  that  this  legal  power 
has  been  created,  which  as  you  say  has  been  regarded  as 
a reserve  power,  is  capable  of  strengthening  bands 
of  those  to  whom  it  might  be  directed,  because  they  can 
say : “ If  you  want  us  to  do  that,  you  must  put  it  in 

writing  as  a direction  ”? That  is  undoubtedly  one  effect 

of  it. 


12355.  Professor  Sayers:  I am  still  a little  puzzled  as  to 
why  the  power  is  necessary.  Suppose  that  the  Act  of 
1946  did  not  exist  and  that  one  were  making  a clean 
start  with  this ; would  not  your  view  be  that  the  Bank 
should  be  assimilated  as  closely  as  circumstances  permit 
to  a Government  department?  Would  it  occur  to  you  to 
insert  a power  of  direction ; would  not  the  Chancellor 

just  sign  his  minutes? ’It  is  not  really  so  clear  as  all 

that.  The  Bank  of  England  exists ; there  is  a historical 
background  to  this.  In  nationalising  it  we  created  a new 
situation,  and  I think  that  in  that  new  situation  it  is  as 
well,  for  symbolic  reasons  as  well  as  for  the  ultimate 
reserve  powers,  to  make  unmistakably  clear  whose  word 
runs. 


12356.  It  would  seem  that  the  real  importance  of  this 

statutory  provision  is  to  deal  with  history? ^With  a 

different  history  it  might  not  be  needed. 

12357.  Chairman : Then  may  we  come  to  questions  9 

fljid  10? ^I  do  not  see  any  reason  for  changing  the 

methods  of  appointment,  nor  the  period  of  office.  As 
for  the  range  of  selection  of  directors  of  the  Bank,  this 
rather  ties  up  with  what  I would  rather  say  more  generally 
on  question  10.  If  there  is  to  be  this  closer  relationship 
between  the  Bank  and  the  Treasury  which  I believe  to  be 
necessary,  there  is  a case  for  having  on  the  Court  as 
full-time  executives  persons  who  have  been  Treasury 
officials.  Hitherto  I have  been  talking  about  staff  rela- 
tionships ; now  I am  talking  about  the  Court  itself.  I 
do  not  on  the  whole  favour  the  idea  of  having  Treasury 
officials  as  part-time  directors  of  the  Bank,  but  I think 
that  there  is  a case  for  having  some  of  those  who  have 
been  in  the  Treasury  as  full-time  directors.  One  might  have 
a couple  of  full-time  directors  normally  drawn  &om  the 
Treasury,  serving  their  four  years  in  the  Bank.  There 
might  be  some  salary  problems,  but  they  could,  I think, 
be  overcome ; the  difficulties  would  not  be  insuperable. 
At  the  same  time  I would  incline  to  the  view  that  the  part- 
time  directors  ought  to  be  made  mo-re  definitely  and 
obviously  advisory  in  character  and  I would  be  inchned 
to  draw  rather  more  of  them  from  non-financial  circles 
•than  is  at  present  the  usual  rule.  There  are  a nunvber  of 
industrialists  and  usually  one  or  more  people  mth  experi- 
ence on  the  -trade  union  side,  but  I would  widen  that  a 
bit  more.  I think  that  it  would  be  worth  having  an 
economist  or  two  on  the  board,  and  possibly  even  a 
lawyer  I would  make  it  a rather  more  general  affair ; 
I would  also  make  it  advisory  in  character.  That  would 
for  one  thing  get  over  this  difficulty  which  arose  recenUy 
about  information  being  available  to  part-time  directors, 
and  I -think  that  it  fits  in  with  the  general  picture  of  the 
set-up  that  I would  like  to  see. 

12358  On  the  basis  that  the  Bank  is  an  instrument  of 
the  Chancellor,  would  not  the  Court  be  inherently 

advisory'? 1 agree,  and  that  is  why  I would  take  steps 

in  that  Erection.  The  situation  in  which  the  part-time 
members  of  the  Court  have  to  be  consulted,  as  they  were 
clearly  in  September  1957,  about  the  change  m -fenk 
Rate  is  not  really  necessary  nowadays.  I would  not  have 
thought  it  appropriate  to  modern  conditions.  Tins  is  a 
decision  which  the  Chancellor  should  take  with  his 
advisers,  and,  unless  he  decides  that  it  is  necessary  to  ask 
other  people  in  the  City  what  their  advice  is,  that  should 
be  the  normal  rule.  . 

12359.  Professor  Sayers:  Would  you  draw  a distinction 
here  between  consulting  them  in  the  sense  of  ascertaining 


whether  they  would  support  and,  on  the  other  hand,  con- 
sulting in  the  sense  of  ascertaining  their  views  on  a situa- 
tion in  a general  way? If  they  are  an  advisory  body 

the  question  of  support  does  not  reaily  arise.  The 
Chancellor  would  certainly  ascertain  their  views  as  be 
thought  appropriate. 

12360.  Mr.  Jones:  You  do  not  favour  a situation 
where  officials  of  the  Treasury  might  be  appointed  part- 
time  directors  or  part-time  members  of  an  advisory  body 
to  the  Bank.  You  are  saying  that  recruitment  to  the 
Court  should  be  on  the  basis  of  Treasury  experience,  and 
the  appointment  should  be  on  the  basis  also  of  full-time 

service  as  executive  directors? So  far  as  Treasury 

officials  are  concerned,  yes.  I do  not  mean  to  suggest 
that  the  board  should  consist  exclusively  of  Treasury 
officials.  But  I do  not  think  that  to  put  one  or  two 
Treasury  officials  on  the  Court  as  part-time  directors 
would  achieve  in  the  least  the  objective  which  I have  in 
mind.  I doubt  if  it  would  make  very  much  difference 
as  compared  with  the  present  situation.  But  if  there 
was  interchange  of  staffs,  and  it  was  normal  for  one  of 
the  ablest  pec^le  in  the  Treasury  to  become  a full-time 
member  of  the  Court,  that  would  certainly  make  a pro- 
found difference. 

12361.  Lord  Harcourt:  Do  you  feel  that  a high- 
ranking  Treasury  official  would  have  the  experience 
necessary  to  run  the  Bank?  If  he  is  to  be  a full-time 
working  director  he  must  be  an  executive  director 
responsible  for  a whole  section  of  the  Bank’s  c^wrations? 

1 have  already  said  that  I hope  that  there  would 

be  a good  deal  of  interchange  of  staffs  between  the 
'Treasury  and  the  Bank,  which  would  in  the  course  of 
time  overcome  any  difficulty  there  might  be  there.  In  the 
meanwhile  I must  say  that  I have  a high  opinion  of  the 
abilities  of  the  senior  Treasury  officials  that  I have  known ; 
so  has  industry,  because  it  frequently  takes  them  and  puts 
them  into  hi^  executive  jobs  of  which  they  have  no 
experience  at  all  beforehand.  I see  no  reason  why,  if 
industrial  companies  can  recruit  senior  Treasury  officials 
and  give  them  immense  responsibility,  we  should  think 
them  incapable  eff  conducting  the  affairs  of  the  Bank 
properly. 

12362.  Professor  Caimeross:  You  said  that  the 

problem  of  access  to  information  might  disappear  if  the 
part-time  directors  were  ptirely  advisory.  I am  not  sure,  if 
that  is  so,  that  I follow  just  what  they  would  do.  Would 

they  have  no  access  to  domestic  papers  of  the  Bank? 

I do  not  know  how  much  they  have  at  the  moment. 
What  the  Bank  wants  from  them  is  the  picture,  which 
they  give  the  Bank  even  now,  1 am  sure,  of  the 
general  state  of  industry,  trade,  the  labour  market  and 
so  on,  and  information  about  what  they  know  is  going 
on  abroad.  I do  not  think  that  it  is  possible  to  lay 
down  precisely  what  papers  they  would  have  access  to. 

I think  that  ffiey  should  be  given  a certain  amount  of 
information,  but  I do  not  think  that  it  is  necessary  to  give 
them  the  highest  and  most  secret  information. 

12363.  Chairman:  The  relationship  you  have  been 
advocating  means  that  the  operations  and  activities  of  the 
Bank  would  be  governed  by  political  purposes  (I  do  not 
use  that  word  invidiously)  ; do  you  think  that  that  would 
affect  confidence  internally  and  externally  in  sterling,  if  it 
was  known  that  that  was  the  constant  and  regular  motiva- 
tion of  what  the  Bank  was  doing? 1 do  not  think  so, 

because  in  theory  this  is  supposed  to  be  the  case  today ; 
and,  quite  frankly,  any  other  postulate  seems  to  me  to  be 
indefensible.  When  you  say  (and  I appreciate  that  the 
word  “ political  ” is  not  intended  to  be  pejorative  in  any 
way)  that  ffie  Bank’s  activities  would  be  governed  by 
political  considerations,  I am  bound  to  put  to  you:  by 
what  else  should  they  be  governed?  By  the  personal 
whims  of  persons  who  after  all  are  appointed  by  the 
Chancellor  of  the  Exchequer,  or  by  what?  Are  we  to 
suppose  that  the  directors  of  the  Bank  of  England  know 
better  than  the  elected  Government?  This  is  the  issue. 

12364.  You  do  not  think  that  a central  bank  can  be  an 
agency  at  the  centre  of  the  economy,  which  pursues  the 

more  limited  purpose  of  monetary  stability? No,  I do 

not  think  that  one  can  just  say  that  monetary  stability  is 
its  limited  objective.  For  instance,  there  is  much  contro- 
versy among  economists  about  the  possibilities  of  having 
expansion  without  inflation.  There  are  those  who  take 
the  view  that  it  is  very  difficult  to  have  monetary  stability 
without  a high  level  of  unemployment.  Can  a Govem- 
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ment  possibly  leave  the  decisions  in  matters  of  this  kind 
to  any  other  .body?  It  must  take  the  r^ponsibility  itself, 
and  it  must  have  the  power  and  the  machine  by  which 
it  can  carry  out  those  decisions  in  the  most  effective  and 
sensible  way.  There  are  two  possibilities  hra-e,  once  one 
concedes  the  Government’s  responsibility.  One  is  to  have 
an  independent  organisation  like  the  Bank  of  England,  and 
inside  the  Treasury  a department  or  a group  of  officials 
who  tell  the  Chancellor  of  the  Exchequer  what  they  think 
he  ought  to  do  in  relation  to  the  advice  of  the  Bank.  I 
think  that  one  gets  into  an  awful  mess  if  it  is  done  that 
way ; certainly  there  is  an  appalling  amount  o.f  dupUca- 
tion,  and  there  would  probably  be  rather  bad  relations 
between  the  Treasury  and  the  Bank.,  The  alternative  is  to 
bring  the  Bank  closer  to  the  Treasury,  so  that  the  necessary 
confidence  and  understanding  can  be  established  between 
them.  That  is  why  I came  to  this  conclusion  that  I 
have  been  trying  to  explain  this  morning. 

12365.  Sir  Oliver  Franks:  I can  see  the  argument  for 
saying  that  the  Chancellor’s  responsibility  for  general 
economic  policy  means  that  be  must  have  responsibility  for 
general  monetary  policies,  foreign  and  domestic.  I can  also 
see  the  argument  for  saying  that  there  should  be  close 
working  relations  based  on  mutual  confidence  between  the 
Treasury  and  the  Bank.  In  the  position  which  you  have 
put  forward,  you  have  also  had  to  say  that  these  two  objec- 
tives can  only  be  attained  if  the  Bank  of  England  is  made 
more  dependent  on  the  Treasury,  and  assimilated  so  far  as 

may  be  to  the  status  of  a Government  department? 

“ More  dependent  ” is  perhaps  not  quite  the  right  form  of 
words ; I would  rather  say  “ less  independent,”  meaning 
that  it  was  closer. 

12366.  Does  it  seem  to  you  a matter  of  concern  at  all 
that,  in  proportion  as  you  drain  power  and  the  power  to 
decide  out  of  institutions  in  the  country  and  aggregate 
them  in  the  central  GO'Vernment,  the  extent  to  which  quali- 
fied independence  is  diminished  may  itself  work  against 

the  system  by  clogging  the  centre  with  power? ^I  do 

not  think  so.  I agree  with  you  that  there  are  always 
dangers  of  this  kind,  but  what  I am  suggesting  amounts 
to  this  At  the  moment  there  seems  to  me  to  be  a situation 
in  which  the  Bank  of  England  preserves  a certain  degree 
of  independence  and  makes  these  decisions  itself.  I am 
not  asking  for  those  decisions  to  be  taken  contmually  to 
a higher  authority ; what  I want  is  that  the  Bank  of  Eng- 
land should  continue  to  take  those  decisions,  but  in  a 
manner  much  more  like  a Government  department  would 
take  its  decisions  in  its  relations  with  the  Mimster. 

12367.  Professor  Cairncross:  There  should  be  present 
to  the  minds  of  the  officials  of  the  Bank  of  England  the 
same  kind  of  considerations  which  are  present  to  the  minds 
of  the  officials  of  the  Treasury  and  other  departments? 

They  should  not  ibe  looking  at  things  under  their  control 
and  jurisdiction  exclusively  from  a monetary  direction? 

1 do  not  think  that  one  can  generalise  ; it  depends  what 

official  you  are  talking  about.  But  I certainly  think  that 
the  general  attitude  of  the  officials  of  the  Bank  should  be 
similar  to  that  of  Treasury  officials,  in  their  relation  to 
Ministers  particularly. 

12368  The  kind  of  issue  I have  in  mind  is  this.  In 
external  policy  there  may  at  times  be  alternatives  between 
using  quantitative  restrictions  on  imports  or  monetary 
conhols  over  exchanges.  The  advice  that  the  ChanceUor 
would  wish  to  receive  in  these  circumstances  would  come 
both  from  the  Board  of  Trade  and  from  the  Bank  of 
England.  Would  it  be  your  experience  that  the  two  insti- 

(The  witness  withdrew.) 


tutions  or  departments  would  have  got  together  and 
discussed  the  advice  to  be  offered,  or  that  they  would 

come  forward  with  independent  advice? Again  I think 

it  is  hard  to  generalise.  There  are  so  many  questions  on 
which  different  departments  would  give  advice,  as  you 
know,  and  would  give  it  quite  separately  to  a Government 
committee  of  some  kind.  It  would  largely  turn  on  how 
distinct  their  responsibilities  and  points  of  view  were.  I 
would  not  think  it  right  that  the  Bank  and  the  Board  of 
Trade  should  get  together  and  say : “ We  are  not  going  to 
put  up  separate  evidence  to  the  Treasury.”  I do  not 
think  that  that  would  be  correct  behaviour, 


12369.  I am  assuming  that  you  would  prefer  to  be 

presented  with  two  pieces  of  advice  rather  than  one? 

I would  prefer  the  advice  to  be  honest.  Where  there 
was  a difference  of  view,  I would  like  to  hear  people 
expressing  that  instead  of  it  being  blanketed  by  the  Per- 
manent Secretary.  It  never  is  in  the  civil  service,  as 
far  as  I know ; if  there  are  differences  of  view  down  the 
line  they  are  brought  out. 

12370.  The  point  I had  in  mind  in  putting  this  ques- 
tion to  you  is  that  it  would  be  important  not  just  tiiat 
the  advice  was  honest — we  can  take  that  for  granted — 
but  that  the  advice  should  be  based  on  a consciousness 
of  the  lines  of  action  that  might  be  taken  and  the  alterna- 
tives which  should  be  considered? ^Yes. 

12371.  And  an  official  in  the  Bank  of  England  might 
not,  unless  his  background  were  a wide  one,  necessarily 
think  in  exacUy  the  same  terms  as  a Treasury  official  xir 

a Board  of  Trade  official? In  a case  of  the  kind  you 

mentioned  all  this  would  come  out  at  meetings,  probably 
at  official  level  to  start  with,  and  then  at  a meeting  where 
the  Chancellor  himself  might  be  in  the  chair.  If  the  Bank 
was  taking  what  you  would  regard  as  too  narrow  a view 
that  would  become  perfectly  apparent.  It  would  have 
to  be  weighed  as  one  of  the  considerations  before  the 
Government  made  up  its  mind.  I would  not  see  any 
great  difficulty  there. 

12372.  Professor  Sayers:  You  said  a little  time  ago 
[Question  12340]  that  you  would  not  want  the  Governor 
of  the  Bank  of  England  to  tell  you  what  sort  of  Budget 
to  have  ; but  if  the  Governor  of  the  Bank  sat  with  others 
on  the  preliminary  discussions  during  the  Budget  season 
and  said : “ AU  the  signs  we  can  see  in  the  financial  world 
indicate  that  we  are  going  into  a recession  and  a recession 
of  an  order  .beyond  .that  we  can  deal  with  by  monetary 
measures  alone”,  ought  not  you  to  take  account  of  this 
in  your  Budget? Most  certainly. 

12373.  In  that  kind  of  way  it  would  surely  be  highly 
desirable  for  the  Governor  of  the  Bank  to  be  in  with 
the  other  Treasury  top  people  to  advise  on  the  fiscal 

measures? 1 never  intended  to  give  the  impression  I 

would  object  to  that  at  all.  I do  not  think  that  when  I 
was  Chancellor  the  Bank  ever  offered  advice  of  ffiat  sort 
That  is  the  kind  of  advice  one  got  frona  the  Economic 
Adviser  to  the  Government  or  the  Chief  Planner.  But 
I quite  agree,  especially  in  this  rather  closer  relabonship 
that  I would  like  to  see  established,  that  it  would  be 
perfectly  appropriate  for  that  kind  of  advice  to  be  given. 

12374.  The  assessment  of  how  much  could  be  done  by 
monetary  measures  would  surely  be  a matter  on  which 
the  Governor  should  advise? 1 entirely  agree, 

Chairman : We  are  very  grateful  to  you,  Mr.  Gaitskell, 
for  a very  interesting  talk. 


(Adjourned  until  2.15  p.m.) 
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The  Rt.  Hon.  R.  A.  Butler,  C.H.,  M.P.,  called  and  examined. 


12375.  Chairman-.  Thank  you  very  much  for  coming, 
Mr.  Butler.  We  have  been  able  to  give  you  an  outline 
list  of  qu«tions*  oo  which  to  centre  your  views,  but  we 
do  not  wish  in  any  way  to  tie  you  down  to  these  specific 
questions.  As  you  know,  what  you  say  to  us  today  is 
for  the  record  and  publication.  Would  you  like  to  start 
off  with  a statement  from  your  own  point  of  view,  centering 

round  these  questions? Mr.  Butler:  I do  not  think  so. 

It  IS  always  better  for  a witness  to  be  available  for  any 
points  that  you  want  to  raise ; if  you  want  me  to  refer 
to  your  questions,  I shall  be  very  glad  to  do  so.  The 
only  general  observation  I shoiild  like  to  make  is  that 
I do  not  intend  to  give  any  technical  evidence ; I think, 
looking  round  this  distinguisbed  gathering,  that  you  know 
just  as  much  about  the  pure  technicalities  as  I do.  I 
should  like  simply  to  give  such  evidence  as  is  of  value 
from  my  experience  on  the  general  issues  to  which  you 
are  devoting  your  inquiry. 

12376.  Your  special  contribution,  as  you  say,  will  centre 
around  these  rather  general  questions  on  structure  and 
relatioaship.  As  you  will  have  noticed  the  questions  are 
kuterconneoted,  but  I think  the  first  four  hang  tog^er; 

so  could  we  have  your  views  on  the  first  four? ^The 

first  four  relate  to  the  structural  rriationsbip  between  the 
Treasury  and  the  Bank,  the  power  vested  in  the  Treasury 
by  the  Act  of  1946,  the  working  arrangements  for  securing 
co-ordination,  and  any  change  in  the  structural  relation- 
ship, I should  say  at  the  outset  that,  while  the  structure 
of  the  1946  Act  is  clear,  namely  that  whether  under  section 
4 (1)  or  elsewhere  the  Treasury  and  the  Chancellor  of 
the  Exchequer  of  the  day  are  supreme  and  their  word  is 
final,  I do  not  think  that  the  relationship  between  the 
Bank  and  the  Treasury  would  work  unless  it  was  on  a 
basis  of  understanding  and  consultation.  Indeed,  if  you 
look  at  section  4 (1)  you  will  see  that  it  has  the  words 
“ after  consultation  with  the  Governor  of  the  Bank  ” ; 
that  relates  to  any  possible  occasion  when  a direction 
might  be  given.  It  would  appear  to  me  that  there  is 
available  every  form  of  statutory  machinery  necessary  in 
order  to  make  the  system  work,  but  I personally  would 
not  rely  upon  direction ; I would  rely  upon  consultation 
between  the  partners,  as  has  I think  been  proved.  As 
1 hope  to  say  in  a moment,  there  is  a recent  indication 
that  that  is  the  best  way  to  work.  There  is,  however,  one 
lacuna  in  the  powers,  and  that  is  that  although  the  Bank 
of  England  can  give  directions  to  the  clearing  banks, 
there  is  no  power  for  the  Treasury  to  give  the  Bank  of 
England  direction  to  dirert  the  clearing  banks.  That  was 
brought  out  by  Lord  Jowitt  in  the  course  of  the  original 
debates,  which  I have  been  studying  before  coming  here 
to  give  evidence  to  you.  That  is  the  only  gap  in  the 
armour  in  regard  to  the  terms  of  the  statute.  _ If  you  were 
to  report  that  that  was  a gap,  from  my  point  of  view  I 
would  agree  that,  if  the  machinery  is  to  be  complete, 
that  gap  should  be  filled.  But  I again  repeat  that  in 
view  of  the  general  atmosphere  which  I think  must  persist 
between  the  Bank  and  the  Treasury  and  the  Chancellor 
of  the  day  it  will  not  in  my  view  really  make  very 
much  difference  whether  that  gap  is  filled  or  not. 


12377.  In  your  experience  as  Chancellor,  did  you  find 
that  the'  absence  of  what  is  missing  was  material  to  your 

work  as  Chancellor? ^No^  because  I really  never  went 

by  the  strict  terms  of  the  Act  I depended  almost  entirely 
upon  consultation  and  persuasion.  I should  have  thought 
that  if  there  were  any  deficiencies,  either  at  that  time  or 
since  in  the  operation  of  the  clearing  banks  and  their 
relationship  with  the  Bank,  I would  have  depended  in  my 
time,  and  I would  expect  people  to  depend  now,  upon 
the  influence  of  the  Bank  of  England  upon  the  clearing 
banks  rather  than  upon  a power  to  be  given  in  a stemte. 
It  is  interesting  to  note  that  in  the  preliminary  period  ot 
the  passage  of  the  BiU  this  matter  was  never  raised, 
although  it  did  come  up  latterly  in  the  debates,  it  is 
undoubtedly  a gap,  especially  when  one  examines  some 
of  the  relationships  of  foreign  central  banks  to  their  own 
Ministers  of  Finance. 

12378  At  one  stage  you  spoke  of  this  as  a partnership ; 
you  were  saying  that  it  worked  best  as  a partnership 
between  the  Chancellor  on  one  side  and  the  central  bank 
on  the  other  Do  you  think  that  the  power  to  give 
direSons  which  the  Act  introduced  in  1946  is  relevant 
in  determining  the  atmosphere  of  the  partnership?  1 

• See  page  846. 
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always  worked  against  the  background  of  this  Act,  and 
1 never  lived  in  a world  in  which  the  Act  did  not  exist ; 
we  just  accepted  it  as  being  there.  1 dare  say  the  part- 
nership could  have  gone  on  without  the  Act;  as  far  as  I 
know  the  Act  did  no  violence  to  the  partnership. 

12379.  Did  it  ever  emerge  as  an  element  in  your  dis- 
cussions with  the  Bank  as  to  what  should  or  should  not 
be  done,  or  what  policy  should  or  should  not  be  pursued, 

that  there  was  this  power  to  give  direction? No.  It 

seemed  to  me  that,  if  we  were  engaged  in  such  vital 
affairs,  the  personal  relationship  between  the  Governor 
and  the  Chancellor  was  of  more  importance  than  anything 
else.  One  took  it  for  granted  that,  if  there  had  not  been 
an  Act  of  Parliament,  there  would  have  had  to  be  a 
resignation  from  his  office  of  the  Governor  of  the  Bank 
if  he  was  not  willing  to  work  with  the  Chancellor  of  the 
day.  That  was  an  alternative  form  of  relief  or  sanction, 
which  existed  apart  from  the  Act.  But  as  far  as  1 am 
concerned  I do  not  take  any  objection  to  the  Act;  1 
think  it  forms  quite  a good  basis  for  the  working  of 
the  system. 

12380.  Could  you  give  us  an  indication  of  the  differ- 
ences that  you  felt  in  your  relationships  with  the  Bank 
in  your  position  as  Chancellor,  and  your  relationships 

with  the  Treasury  itself? 1 do  not  want  to  be  too 

subjective,  as  Goethe  warned  us  was  dangerous,  in  giving 
evidence,  but  I can  only  give  you  the  basis  of  my  goaeral 
experience.  When  I tecame  Chancellor  we  reintroduced 
the  use  of  the  Bank  Rate  as  a measure  of  discipline  in 
dealing  with  the  economy ; naturally  in  the  first  years 
when  we  introduced  it  there  bad  not  been  experience  for 
many  years  of  its  operation.  As  you  know,  the  Bank 
manages  the  market,  the  Treasury  chiefly  the  Exchequer 
and  public  debt,  and  the  object  of  both  is,  I think, 
to  keep  the  ebb  and  flow  of  money  correct.  In  dealing 
with  such  questions  as  the  Bank  Rate,  if  the  partnership 
is  to  work,  it  is  most  important  that  both  sides  should 
be  very  well  informed  and  equipped,  and  that  the  Treasury 
^ould  not  imagine  that  the  Bank  is  the  only  expert  in 
the  matter.  The  experience  I found  was  that  the  more 
we  managed  to  improve  our  own  equipment  in  the 
Treasury  the  better  the  partnership  worked.  It  would  be 
wrong  for  either  partner  to  think  that  they  could,  for 
instance,  abandon  the  section  giving  them  economic  advice, 
or  abandon  from  their  own  armoury  the  section  giving 
them  advice  on  tte  manipulation  of  the  Bank  Rate.  In 
the  years  when  I was  Chancellor  and  since  both  sides 
have  realised  that  they  must  be  fully  equipped  if  their 
partnership  is  to  be  complete,  and  that  they  must  both 
try  and  get  the  maximum  experience ; then  they  will  gel 
the  best  results. 

12381.  In  one’s  own  mind  one  necessarily  contrasts  the 
idea  of  a partneisWp  with  that  of  the  Bank  of  England 
being  avowedly  an  instrument  imder  the  directions  of  the 
Chancellor  of  the  Exchequer  of  the  day.  Have  you  any 
views  as  to  the  comparative  advantages  and  disadvantages 
of  those  two  positions? 1 would  say  that  it  is  a partner- 

ship, because  I think  that  there  are  things  the  Bank  can 
do  that  the  Treasury  cannot,  and  things  the  Treasury  can 
do  that  the  Bank  cannot.  The  Bank  is  more  instinctively 
intuitive,  and  the  Treasury  is  more  instinctively  deliberative 
— at  least,  so  it  seems  to  me — and  so  the  two  partners 
rather  supplement  each  other.  The  management  of  the 
day-to-day  market,  which  is  tiie  fundamental  job  of  the 
Bank,  apart  from  their  agency  functions  in  relation  to  the 
debt,  the  note  issue  and  so  forth,  is  a different  sphere 
from  the  more  deliberative  long-term  policy  aspect  of  the 
Treasury.  Therefore  I think  that  it  is  a partnership,  and 
I do  not  think  that  we  can  choose  really  any  other  word. 
I do  not  think  that  one  is  really  necessarily  subordinate 
to  the  other,  except  that  in  terms  of  the  Act  it  is  clear 
that  a direction  can  be  given. 

12382.  The  relationship  of  partners  does  connote  that 
no  action  can  be  decided  upon  without  the  agreement  of 
both  parties ; do  you  think  that  that  is  an  Impediment  to 

the  conduct  of  Government? suppose  that,  if  one 

went  strictly  by  the  statute,  agreement  would  not  be  neces- 
sary, because  a direction  could  be  given,  except  on  this 
particular  question  of  the  Government’s  relations  with 
the  clearing  banks,  which  must  at  present  go  through  the 
Bank,  because  tte  Bank  alone,  under  section  4 (3)  has 
power  to  direct  the  clearing  banks.  Suppose  that  a clearing 
bank  were  to  refuse  to  operate  some  advice  or  instruction 
31 
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about  the  level  of  advances,  for  example ; then  a situation 
would  arise  that,  unless  the  Bank  chose  to  direct  them, 
the  Treasury  would  be  rather  out  on  a limb.  I do  not 
think  that  such  a situation  would  arise ; I am  only  putting 
it  as  a possible  one. 

12383.  Professor  Sayers:  Are  you  putting  it  as  some- 
thing which  affects  the  channels  of  commtinication  now 

between  the  Treasury  and  the  clearing  banks? ^The 

relationship  between  the  Treasury  and  the  clearing  banks 
ought  not  in  my  view  to  be  too  close.  I think  that  the 
clearing  banks  must  look  to  the  Bank  of  England  as  their 
chief  and  their  adviser.  There  have  been  connections 
between  the-  Government  of  the  day  and  the  clearing 
banks ; on  at  least  one  occasion  I met  the  clearing  bankers 
informally  and  had  a talk  with  them,  and  it  was  very 
valuable.  I think  that  there  have  been  rather  closer  con- 
tacts since  my  day  than  there  were  in  my  day,  in  order 
to  make  credit  poficy  stricter.  But  I have  always  regarded 
the  clearing  banks  as  fundamentally  regarding  the  Bank 
of  England  as  their  adviser  and  father  confessor,  and  I 
think  that  that  is  a healthier  relationship  than  having  too 
close  a relationship  between  the  Government  of  the  day 
and  the  clearing  banks. 

12384.  Do  you  think  that  that  position  is  in  any  way 

bound  up  with  the  legal  position  under  the  Act? ^The 

fact  that  there  is  no  power  of  direction  in  the  Act  as 
between  the  Treasury  and  the  banks  was  partly  fortuitous, 
as  far  as  I can  make  out.  I have  been  into  it  with 
people  who  were  concerned  with  the  passage  , of  the  Act, 
and  I think  it  was  left  out  partly  by  mistake.  It  was 
noticed  by  Lord  Jowitt,  and  very  much  underlined  by 
him  with  his  usual  legal  acumen ; he  pointed  out  that 
it  was  not  intended,  and  in  fact  a comma  was  altered  in 
the  final  draft  of  the  Act  to  make  quite  clear  that  it  was 
not  intended.  The  full  constitutional  and  banking  signifi- 
cance of  it  was  not  understood  at  the  time ; that  is  my 
view,  but  that  is  only  a personal  view. 

12385.  Chairman:  There  are  two  possible  positions: 
one  is  that  the  thing  works  best  as  an  avowed  partner- 
ship in  which  both  partners  by  constant  discussion  have 
to  agree  on  a policy  of  action  before  it  is  adopted  by 
the  central  bank  ; the  other  one  is  that  the  position  should 
be  avowed  that  central  bank  must  follow  policies  and 
conduct  operations  which  the  Chancellor  directs  it  to 
do.  Do  you  think  the  first  is  an  impediment  to  the 
effective  handling  of  Government  economic  policy?—^ 
I think  that  the  most  serious  impediment  to  the  effective 
handling  of  Government  policy  is  a lack  of  knowledge  of 
what  each  is  doing  in  either  partner ; and  that,  I think, 
has  been  greatly  improved  in  the  last  several  years.  In 
the  early  days  of  the  revival  of  monetary  policy  there 
was  no  experience.  Case  law  is  very  valuable  in  any 
situation,  and  experience  is  even  more  valuable  ; now 
that  both  partners  have  improved  flieir  armoury  m this 
respect,  that  has  put  on  a better  footing  a situation 
which  was  not  dways  entirely  satisfactory.  I would  no\ 
have  said  that  the  defects  came  from  any  statutory  diffi- 
culty, and  in  my  experience  they  did  not  come  from 
difficulties  of  personal  relationships,  although  difficulties 
of  personal  relationships  must  always  be  taken  into  account 
in  public  affairs,  and  such  difficulties  must  be  bro-ught  to 
an  end  as  quickly  as  possible  in  order  that  better  relations 
may  be  restored. 


12387.  But  is  that  shared  with  the  Bank,  so  that  it 
leads  to  the  Bank’s  views  and  advice  being  discussed 

with  the  Treasury? As  far  as  I know,  it  is ; and  1 

fbjTik-  it  should  be.  There  should  be  complete  inter- 
change of  views,  so  tiiat  they  work  as  partners,  though 
not  uying  to  do  each  other’s  work,  which  I have  divided 
broadly  at  an  earlier  stage  into  the  more  intuitive  day-to- 
day  work  and  the  more  deliberative  policy  work. 

12388.  Professor  Cairncross:  How  did  the  Bank  of 
England  communicate  its  views  to  you?  Was  this  largely 
a matter  of  discussion  with  the  Governor,  or  would  views 

reach  you  in  other  ways? The  Governor  has  always 

stressed  the  importance  of  his  relationship  with  the  Chan- 
cellor. That  takes  the  form  of  conversations,  which  are 
mostly  of  a personal  character.  Quite  apart  from  that, 
the  senior  members  of  the  Treasury  in  my  day,  and  1 
understand  since,  have  had  the  habit  of  visiting  the 
Bank  regularly,  occasionally  for  lunch  but  quite  apart 
from  that  for  purposes  of  business ; and  there  was  and 
is  a very  close  relationship  between  the  head  of  the  home 
finance  division  in  the  Treasury  and  the  Bank  itself.  1 
Think  that  it  is  important  that  the  whole  of  the  relation 
should  not  be  purely  personal  between  Chancellor  and 
Governor  but  that  there  should  be  relationship  between 
the  officials  on  both  sides. 

12389.  But  if  the  Bank  of  England  had  come  to  a 
view  which  was  the  outcome  of  disagreement  within  it, 
would  you  be  made  aware  that  there  were  two  views 
and  of  the  reasons  that  led  to  the  final  recommendation 

made  to  you? It  depends  on  one’s  intuitive  qualities 

as  a political  animal— I do  not  mean  political  animal 
from  the  point  of  view  of  having  any  particular  pre- 
judice or  view,  but  just  an  ordinary  political  animal 
walking  about  the  jungle.  Usually  when  one  has  been 
in  the  jungle  for  some  time  one  gets  some  idea  what  is 
going  on,  not  necessarily  through  official  sources. 

12390.  Sir  John  Woods:  Were  your  own  contacts  as 
Chancellor  confined  to  seeing  the  Governor,^  or  (fid  you 

ever  see  other  officials  of  the  Bank  with  him? It  is 

nearly  always  the  Governor  or  the  Deputy  Governor  in 
London.  I saw  other  officials  of  the  Bank  mostly  when 
I went  abroad.  I used  to  see  the  head  of  the  exchange 
control  almost  regularly  abroad,  and  two  or.  three  of 
the  senior  officials ; for  example,  I was  chairman  of  the 
O.E.E.C.  for  the  best  part  of  four  years,  and  there  was 
nearly  always  a senior  officer  of  the  Bank  available  and 
present  to  help. 

12391.  Professor  Sayers:  Were  questions  of  debt 

management  discussed  between  you  and  the  Governor? 

Not  in  detail.  Questions  of  debt  management  and  new 

issues  and  that  sort  of  thing  are  mostly  arranged  between 
the  home  finance  division  of  the  Treasury  and  the 
Bank.  But  the  question  of  a conversion  or  an  issue  would 
certainly  be  mentioned  by  the  Governor  to  the  Chancellor 
before  it  came  out.  It  depends  upon  the  training  of  the 
Chancellor  of  the  Exchequer  whether  he  is  competent  to 
advise  upon  the  position.  It  is  still  possible  to  be  a good 
Chancellor  while  not  being  an  expert  on  the  last  quarter 
or  eighth  per  cent.,  in  which  case  one  takes  advice  from 
one’s  advisers. 

12392.  Would  the  general  line  taken  in  the  activities  of 
the  Government  broker,  not  on  particular  days  but  oyer 
the  months,  be  a subject  discussed  between  the  Chancellor 
and  the  Governor? Not  a lot,  in  my  experience. 


12386  Is  there  any  organisational  improvement  that  you 
think  has  been  responsible  for  the  better  exchange^  of 
information  leading  to  policy  decisions?— —I  think  just 
the  experience  of  working.  I cannot  speak  for  the  Bank, 
but  my  experience  of  the  Treasury  has  gone  on,  I am 
alad  to  say,  in  a fairly  intimate  manner,  all  these  years, 
and  I remain  a senior  member  of  the  Government  and 
therefore  I know  more  or  less  what  is  happening,  1 
should  say  that  the  overseas  finance  portion  of  the 
Treasury  has  always  had  very  considerable  experience  and 
even  some  abfiity  to  have  opinions  on  such  matters  as 
exchange  control,  which  are  normally  and  I think  rightly 
reaarded  as  bring  under  the  operation  of  the  Bank,  though 
I am  sure  that  the  overseas  finance  section  has  never 
attempted  to  interfere  with  the  day-to-day  operation  of 
the  exchange  control,  which  is  delegated  to  the  Bank. 
On  the  home  side  of  the  Treasury,  aided  by  the  fconomic 
Section,  there  has  been  a very  considerable  enlargement 
of  power;  more  horsepower  has  been  provided  in  the 
new  model,  lhat  is  a good  thing  and  that  is  derived 
from  experience. 


12393.  Professor  Cairncross:  If  there  were  any  differ- 
ence of  views  between  the  Treasury  and  the  Bank  of 
England,  you  would  clearly  have  access  to  the  views  of 
your  own  officials,  which  might  not  all  coincide ; on  the 
Bank  of  England  side,  would  you  have  access  to  ffie 
views  expressed  only  by  the  Governor,  or  would  the 
Governor  report  to  you  that  he  was  being  presented  with 
different  considerations  by  his  officials?  Would  aU  these 

considerations  be  put  before  you? ^Normally  the  ron- 

tact  would  be  with  the  Governor  as  head  of  the  institution, 
because  there  is  a certain  respect  existing  as  between  the 
Treasury  and  the  Bank.  I would  have  hesitated  frcim 
interfering  in  what  I thought  would  be  the  internal  affairs 
of  anoffier  house. 

12394.  You  would  not  normally  summon  a meeting  to 
which  would  come  various  officials  from  the_  Baiu  of 

England? ^No.  I remember  meetings  at  which  it  was 

possible  to  have  present  the  head  of  the  exchange  control 
and  perhaps  another  Bank  official,  and  perhaps  the  Depu^ 
Governor,  and  I have  known  meetings  when  the  economic 
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adviser  to  the  Bank  has  come  along  and  given  the  benefit 
of  his  advice  and  exchanged  views  with  the  Economic 
Adviser  to  the  Government ; but  normally  the  routine 
meetings  were  with  the  Governor  himself. 

12395.  Mr.  Jones : In  discussions  with  the  Treasury  you 
would  probably  be  meeting  teams  of  officials  in  an  in- 
formal sort  of  way  ; in  your  meetings  with  the  Bank  was 
there  the  same  degree  of  informality  as  there  was  when 
you  were  talking  to  the  Treasury,  or  were  the  discussions 

much  more  formal? ^There  was  a considerable  degree 

of  informality  in  dealing  with  those  representatives  of 
the  Bank,  chiefly  the  Gov^nor  and  the  Deputy  Governor 
and  the  head  of  the  exchange  control,  whom  I knew  quite 
well,  because  we  were  dealing  with  matters  of  common 
concern,  and  it  was  essential  fiiat  there  should  be  under- 
standing and  agreement  before  decisions  were  carried  out. 

12396.  Would  there  be  less  pooling  of  opinion  with  the 
Bank  than  there  was  with  the  Treasury,  in  that  in  discus- 
sing matters  with  the  Treasury  you  would  be  meeting 

senior  officials  of  the  Civil  Service? 1 never  found  any 

difficulty  in  dealing  with  the  Bank.  If  we  made  any 
mistakes  or  had  any  successes  they  were  usually  made  to- 
gether ; if  they  were  successes  they  were  due  to  good 
fortune,  and  if  they  were  mistakes  they  were  due  to  lack  of 
sufficient  information. 

12397.  Chairman:  From  the  public  point  of  view,  why 
do  you  think  that  the  system  of  central  bank  and  Govern- 
ment working  as  partners  is  preferable  to  that  of  central 
hank  being  avowedly  an  instrument  of  the  Government? 

■ ■ Because  I think  that  no  Government  and  Chancellor 
of  the  Exchequer  either  could,  or  ought  to  think  that  they 
could,  run  a thing  like  the  Bank  of  England.  First  of  all 
they  have  not  the  expert  knowledge;  and  above  all, 
which  is  most  important  in  the  modem  study  of  Whitehall, 
they  have  not  the  time.  As  certain  of  the  operations  of 
the  Bank,  especially  in  dealing  with  the  market,  require 
in  my  opinion  a lifelong  experience  of  fliings  with  which 
the  heads  of  Government  and  civil  servants  are  totally 
unacquainted  and  totally  unsuited  to  deal,  there  _has_  to  be  a 
marriage  between  two  different  types  of  institution.  K 
one  was  made  literally  subordinate  to  the  other  I think 
that  we  should  lose  part  of  the  independence  which  one 
gets  from  a happy  marriage.  As  the  talents  are  different 
and  the  day’s  work  is  different,  it  is  a ve^  good  thing 
to  have  a partnership  rather  than  a subordination,  and  i 
think  on  the  whole  it  is  likely  to  work.  I would  hke  jiwt 
to  give  you  one  example:  the  Governor’s  letter  of  the 

3rd  July  to  the  Chancellor  of  the  Exchequer  on  the  subject 
of  the  special  deposits  which  he  suggested  in  that  letter, 
following  upon  a request  from  the  Chancellor  on  the  1st 


partnership  working,  and  I do  not  think  that  a Govern- 
ment department  could  have  produced  the  idea. 

12398.  Professor  Sayers:  Even  though  the  idea  has 
been  in  use  in  one  country  of  the  Commonwealth  for 

some  years? 1 am  aware  that  that  idea  is  not  entirely 

original,  but  I still  think  that  the  working  out  of  the  idea 
and  the  relationship  between  the  central  bank  and  the 
clearing  banks  is  rather  better  dealt  with  by  the  Bank  of 
England  rather  than  a Government  department. 

12399.  Chairman:  It  is  not  the  actual  generation  of  the 

idea  you  are  stressing? No ; the  idea,  as  Professor 

Sayers  has  said,  is  not  entirely  new,  and  I do  not  doubt 
that  it  could  have  t>£»n  invented  by  the  Treasury ; but 
the  fact  that  it  comes  from  the  Bank  and  that  they  are 
responsible  for  it,  and  responsible  for  the  relation  with  the 
clearing  banks,  is  I think  a better  way  of  conceiving  the 
partnership  than  having  too  much  centralisation  in 
Whitehall. 

12400.  Professor  Sayers:  Are  you  suggesting  that  this 

was  not  discussed  with  the  Treasury  very  thoroughly? 

Of  course  it  was.  No  final  published  exchange  of  letters 
is  ever  done,  as  far  as  I know,  in  these  difficult  and 
artistic  matters  without  discussion  between  the  partners 
as  to  whether  the  thing  will  work. 

12401.  Sir  John  Woods:  You  are  in  fact  quoting  this 
as  a good  instance  of  initiative  coining  from  the  Bank, 
which  in  final  terms  is  the  junior  partner? Yes. 

12402.  Professor  Sayers:  But  have  we  any  knowledge 
that  the  initiative  did  come  frcm  the  Bank  in  this  case? 

do  not  happen  to  know  whether  it  did  or  not ; 

but,  whether  it  did  or  not,  I would  rather  have  the  Bank 
in  its  present  relationship  to  the  Treasury,  because  I 
believe  they  have  people  in  it  who  have  knowledge  of  the 
markets,  knowledge  of  the  clearing  banks,  which  we 
cannot  possibly  have  either  in  the  civil  service  or  as 
politicians. 

12403.  Chairman:  It  is  possession  of  practical  expertise 
in  the  whole  field  that  makes  you  think  its  position  is 
more  woritable  as  a partn»  than  as  an  expert  adviser? 
^Yes. 

12404.  Because  it  knows  so  much  that  the  Treasury  is 
not  in  a position  to  know,  its  advice  has  to  be  taken ; is 

that  putting  it  unfairly? ^Not  necessarily  has  to  be 

but  deserves  consideration ; as  the  Chancellor  made 
clear  in  one  of  our  recent  debates  on  this  subject,  the  final 
responsibility  on  policy  must  remain  with  the  Chancellor 
of  the  Exchequer  of  the  day. 

12405.  Professor  Caimcross:  Tliere  are  perhaps  three 
major  branches  of  monetary  policy.  one_  of  wfficb  relates 


iu“™ould  be  caM  ip  it  appeared  nectary  in  ‘.rdibt  management  one  to  external  pofcy  aad  excha^ 

suDDort  of  other  monetary  measures  to  restrict  the  liquidity  control,  and  one  to  domestic  policy  and  the  u^  of  Bank 
o^ffie  bantof  s?Sem  and  thus  the  ability  of  the  banks  Rate  and  open  market  operations.  If  you  take  the 

to  extend  credit  do  not  want  to  go  into  that  in  detail,  two,  does  not  the  Bank  of  England  act  ^ 

be<Se  I S not  ai?  expert  on  the  deUil  of  it ; but  I Treasury? As  I understand  rt  the  Bank  is  the  mana^ng 

warn  to  draw  your  attention  to  the  penultimate  paragraph  agent  of  the  Treasury  in  the  note  issue,  exchange 

from  the  Governor,  which  illustrates  all  I technical  management  of  debt,  and  m pew  issues.  _In 


. of  the  letter  from  the  Governor,  which  illustrate 
want  to  say.  He  says  this:  “The  scheme  would  seire 
to  reinforce  the  existing  monetary  instruments  and  would 
be  employed  as  a general  control  of  credit  in  the  ^me 
wav  and  after  the  same  sort  of  consideration  as_  Bank 
Rate  ■’.  Now  the  introduction  of  this  scheme  m my 
opinion  was  an  important  innovation,  produc^  by  the 
Treasury’s  partner,  namely,  the  Bank,  with  the 
snecial  knowledge.  It  takes  a form  different  from  that 
usS  brthe  Federal  Reserve  System  in  America  in 
msttictijg  the  amount  of  advances 

It  is  therefore  an  important  tdea.  The  Governor  says 
that  this  scheme  " would  be  employed  as  a genial  control 
of  credit  in  the  same  way  and  after  the  ^me  sort  of 
consideration  as  Bank  Rate  . .he 

Bnnroached  bv  his  friend,  the  Chancellor  pt  the 
SiueV  and  told  that  the  Chancellor  wants  hqnidity 
S3  at  wants  further  control  i and  he  provides  this 
idea  I do  not  know  whether  the  years  will  prove  that 
Ms'a  aood  idea  or  not;  that  is  partly  for  you  to  con- 
sider But  here  is  an  idea  which  will  help  with  some- 
tUng  which  I found  was  necessary  in  my  time,  d md 
Sie  an  opportunity  of  dealing  with  the  advances  of  the 
banks,  and  the  beZuty  of  it  is  that  it  “ 
the  Government;  it  is  put  forwimd  by  toe  Bank  and 
"would  be  employed  as  a general  control  of  cremt  m ine 
same  my  and  after  toe  same  sort_of^cmsidem^^^^^ 
Bank  Rate”.  I regard  that  as 


technical  management  c.  , — - 

the  case  of  new  issues  a great  deal  of  discretion  is  lett 
to  the  Bank  because  of  their  knowledge  of  the  market. 

12406.  The  Exchange  Equalisation  Account  used  to 
be  managed  direcfly  by  the  Treasury ; has  that  ceased 

to  be  true? ^I  would  not  like  to  get  too  deeply  mto 

technical  questions,  but  my  main  answer  to  you  is  correct 
That  does  not  take  away  from  my  claim  that  a partnCT- 
ship  is  what  is  wanted,  because  as  the  managing  ageirt  the 
Bank  is  the  partner  who  knows  more  about  these  tlungs 
than  the  Treasury.  The  Treasury  cannot  know  everything 
in  relation  to  these  particular  matters. 

12407  Sir  Oliver  Franks:  Could  you  help  me  a little 
in  defining  the  notion  of  partnership  from  ffiis  point  of 
view?  I suppose  that  the  Chancellor  as  the  economic 
Minister  in  the  Government  has  a general  responsibility 
for  economic  policy,  and  that  therefore  when  he  considers 
the  state  of  the  economy  at  any  time,  be  has  to  consider 
whether  he  will  deal  with  this  by  fiscal  measures  or  by 
monetary  measures,  and  whether  or  not  to  use  physical 
controls  These  may  be  alternative  or  complementary 
to  each  other  in  securing  a given  state  of  ffie  economy 
towards  which  he  desires  to  work.  Frorn  that  point  of 
view  the  Chancellor  must  be  in  a position  to  say  not 
onlv  to  the  Treasury  but  to  the  Bank  what  he  thinks  the 
tine  should  be  I the  Bank  seems  to  be  dependent  m 


gopd  Sod  of  toe  broad  liue  toopld  be ; toe  Baak  s 
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terms  of  general  policy  on  the  view  of  the  Chancellor 
as  economic  Minister.  But  then,  when  one  goes  on  to 
say  that  nevertheless  it  is  a partnership,  though  possibly 
unequal  in  the  sense  that  there  is  a junior  and  a senior 
partner,  does  this  mean  that  the  Bank  should  be  within 
this  broad  relationship  in  measure  independent,  a centre 
of  initiative,  able  to  put  forward  suggestions,  and  within 
a given  sphere  to  act?  It  would  be  quite  easy,  starting 
from  the  assumption  of  the  general  control  of  economic 
policy  by  the  Chancellor  of  the  Exchequer,  to  stress  the 
dependence  of  the  Bank.  The  word  “ partnership  ” 
stresses  the  relative  independence  of  the  Bank.  What  is 
it  that  makes  the  notion  of  partnership  real  and  alive, 
as  opposed  to  the  notion  of  the  Bank  being  essentially 

a very  important  instrument  of  the  Government? 1 

would  accept  at  once  that  there  should  be  a senior  and 
a junior  partner  ; I think  that  is  a good  way  of  putting 
it.  But,  if  you  get  away  from  the  conception  of  partner- 
ship, I think  that  you  are  depriving  an  institution,  namely 
the  central  bank,  of  a life  and  vitality  which  it  should 
have.  If  you  do  not  regard  this  as  a partnership  you 
are  giving  the  impression  that  the  Bank  is  in  effect  sub- 
servient to  the  Treasury ; you  are  increasing  the  power 
of  toe  Treasury  and  Treasury  Ministers,  and  you  may 
be  increasing  their  power  in  spheres  in  which  they  can- 
not possibly  either  have  toe  time  or  the  knowledge  to 
operate.  You  would  be  reducing  the  independence  and 
therefore  the  character  of  the  Bank ; and  I should  like 
to  see  the  Bank  have  character,  because  the  more  charac- 
ter it  has  and  toe  more  independence  the  better  its  infor- 
mation and  the  better  its  advice  is  likely  to  be.  I am 
ready  to  accept  your  amendment  of  a senior  and  junior 
partnership,  but  I still  think  that  it  is  wise  to  have  as 
much  independence  as  possible  in  the  central  bank.  I 
^so  think  that  in  dealing  with  toe  clearing  banks  and  the 
City  generally,  which  I toink  the  Government  of  toe  day 
ought  not  to  do  and  certainly  has  not  the  time  to  do, 
it  is  very  much  better  if  the  Bank  has  authority  and  is 
not  merely  regarded  as  an  agency.  The  relationship  of 
toe  Governor  to  the  clearing  banks  and  other  houses  in 
toe  City  is  very  important,  because  he  is  in  many  ways 
the  bead  of  the  City ; if  he  was  treated  too  much  as  a 
servant  and  an  agent  I do  not  toink_  that  he  would  have 
toe  necessary  authority  to  enable  him  to  carry  out  his 
important  duty. 


12408.  Mr.  Woodcock : Leaving  that  on  one  side,  would 
you  say  that  there  is  any  essential  difference  between 
the  relationship  of  toe  Chancellor  to  the  Board  of  Inland 
Revenue  and  that  of  the  Chancellor  to  the  Bank  of 
England,  apart  from  this  thing  which  you  have  just  men- 
tioned now? 1 toink  so,  because  the  Inland  Revenue, 

although  one  of  our  most  distinguished  and  ancient 
Government  departments,  living  m _ its  most  beautifm 
building,  is  essentially  a part  of  the  civil  service.  Although 
the  Commissioners  of  Inland  Revenue  have  very  importont 
duties,  toe  Chairman  of  toe  Board  of  Inland  Revenue  has 
not  quite  the  same  relationship  with  outside  and  inde- 
pendent persons  as  the  Governor  of  toe  Bank  mmt  have  ; 
nor  does  the  Inland  Revenue  operate  m a market  Ihe 
duty  of  the  Chairman  of  the  Board  of  Inland  Revenue 
is  first  to  administer  and  collect  toe  taxes,  and  secondly 
to  give  advice  to  toe  Chancellor  of  toe  day.  I should 
say  that  it  is  inevitable  that  his  status  should  be  more 
dependent  upon  the  Chancellor  than  the  status  of  the 
Governor  of  toe  central  bank. 


12409.  If  you  put  out  of  your  mind  for  a moment  toe 
leadership  of  the  Governor  and  of  the  Bank  of_  England 
in  the  City  (which  are,  I think,  important  points),  for 
the  rest  is  what  you  have  said  essential?  Is  it  not  possible, 
forgetting  that  at  any  rate,  tor  the  Bant  of  England  to 
be  in  much  the  same  position  as  the  Board  of  Inland 
Revenue?  Are  not  some  of  the  considerations  very  much 

the  same? ^There  are  certain  considerations,  in  that 

the  Chairman  of  toe  Board  of  Inland  Revenue  and  as 
far  as  I know  his  senior  officers  or  Commissioners  have 
relationships  to  their  clients,  or  victims,  whatever  you  like 
to  call  them,  the  ordinary  taxpayers,  which  are  confidential. 
When  I was  Chancellor  of  the  Exchequer  I would  never 
have  dreamt  of  asking  about  the  affairs  of  a particular 
victim  of  the  Inland  Revenue,  because  I would  have 
regarded  that  as  being  a matter  for  the  Inland  Revenue 
itself.  It  is  respected  that  the  relationships  of  the  Inland 
Revenue  to  the  taxpayer  are  not  a matter  for  Ministers, 
so  that  toe  Inland  Revenue  and  its  officials  have  a certain 


independence  of  their  own  which  we  ought  to  respect. 

At  the  same  time,  in  the  collection  of  taxes  they  are 
responsible  to  toe  Government,  and  in  the  offering  of 
advice  on  matters  like  the  amendment  of  the  Finance  Bill 
they  are  essentially  advisers  of  toe  Government,  and  I 
would  regard  them  therefore  as  in  a different  category 
from  toe  Bank.  Although  in  the  collection  of  taxes  they 
have  a certain  discretion,  they  have  not  anything  like 
the  discretion  of  the  operator  in  the  market.  The  Chan- 
celloT  of  the  Exchequer,  who  may  be  answering  questions 
in  toe  House  of  Commons  or  else  performing  at  O.E.E.C. 
or  abroad,  cannot  possibly  be  so  much  connected  with 
the  elastic  activities  of  the  Bank  of  England,  and  toere- 
fore  toe  Bank  of  England  must  have  a certain  degree  of 
independence  compared  to  the  Inland  Revenue. 

12410.  Professor  Cairncross:  Are  you  suggesting  to  us 
that  the  activities  of  the  Bank  of  England  in  the  market 
constitute  central  banking  policy? ^They  do  not  neces- 

sarily constitute  central  banking  policy,  because  they  ought 
to  follow  a general  pattern  of  policy  of  which  the  Chan- 
cellor is  aware ; but  the  day-to-day  manifestations  of  that 
could  not  possibly  be  followed  by  the  Chancellor  of  the 
Exchequer  himself. 

12411.  But  any  that  assumed  any  importance  would 
immediately  be  brought  to  the  attention  of  the  Chan- 
cellor?  If  they  were  important,  yes ; and  also  he 

would  observe  them  himself. 

12412.  Do  they  really  form  part  of  economic  policy 
that  is  in  any  sense  distinct  from  toe  contribution  to  . 
economic  policy  made  by  fiscal  or  commercial  considera- 
tions?  It  all  depends  what  their  nature  is;  but  there 

must  be  a degree  of  operation  which  is  not  strictly  con- 
trolled all  the  time  from  Whitehall,  although  if  it  went 
counter  to  Government  policy,  as  Sir  Oliver  Franks  was 
saying,  there  would  be  an  intervention  by  the  Chancellor 
or  his  advisers. 

12413.  Professor  Sayers:  Is  there  any  difference  there 
between  what  happens  in  the  Bank  of  England  and  what 

happens  in  the  public  departments? There  is  a much 

freer  relationship  in  toe  world  of  the  Bank,  with  the 
huge  City  interests  with  which  it  deals,  and  the  very  fluid 
market  not  only  at  home  but  abroad,  which  necessitates 
in  my  view  more  independent  action  on  toe  part  of  the 
Bank  than  one  gets  with  an  ordinary  Government  depart- 
ment. It  is  not  only  a question  of  the  markets  at  home ; 

I do  not  honestly  toink  that  the  Treasury  and  Treasury 
Ministers,  with  the  weight  of  work  at  present,  can  possibly 
know  very  much  about  the  foreign  markets  which  affect 
sterling  to  such  a great  degree ; it  is  toe  business  of  the 
Bank  to  be  closely  in  touch  with  them. 

12414.  Yet  in  the  thirties,  when  the  exchange  business 
was  intricate  enough  in  all  conscience,  were  there  not 

two  or  three  men  at  the  Treasury  who  did  toe  work? 

There  were  certain  personalities  in  toe  Treasury,  whose 
names  some  of  us  can  remember,  who  had  rather  wider 
responsibilities  than  they  have  today.  We  need  not 
mention  any  names ; I toink  we  know  who  they  were, 
12415.  Chairman:  The  Treasury’s  power  of  direction 

has  never  been  exercised,  as  far  as  you  know? 1 made 

inquiries  before  coming  here,  and  as  far  as  I can  ascertain 
it  has  not  been  used. 

12416.  And  that  means  that  for  one  reason  or  another 
the  policies  pursued  by  the  Bank  of  England  are  those 
which  are  achieved  by  agreement,  and  only  by  agreement, 
between  itself  and  toe  Treasury  or  the  Chancellor  of  the 
Exchequer  ; do  you  toink  that  is  right  or  wrong  m a 

deduction? 1 think  that  it  would  probably  be  right, 

and  that  the  only  departure  from  that  would  be  when 
there  had  not  been  full  understanding  reached,  due  to 
a deficiency  of  personal  relationships  or  due  to  a deficiency 
of  official  contact,  which  I toink  is  human.  To  err  is 
human,  and  there  have  been  cases  when  perhaps  the  paths 
have  not  been  as  closely  allied  as  they  should  be,  but 
that  has  been  due  to  either  the  personal  relationship  or 
the  official  contact  not  having  been  correct  immediately 
before.  But  there  are  not  many  cases  of  that,  so  much 
so  that  I would  say  that  any  Minister  who  has  been 
Chancellor  of  the  Exchequer  would  always  have  been 
glad  in  recent  times  to  accept  responsibility,  and  the 
consequences. 

12417.  Would  you  envisage  it  as  being  part  of  his  parlia- 
menury  responsibility  to  regard  it  as  his  duty  to  answer 
for  operations  of  toe  Bank  of  England,  either  because 
he  had  agreed  with  toe  policy  they  stood  for  or  because 
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he  had  not  intervened  to  prevent  them? ^The  Chan- 

cellor, if  questioned  about  the  state  of  Bank  Rate,  answers 
wholly  for  policy.  I would  imagine  that  he  would  answer 
for  any  operations  which  broadly  were  covered  by  the 
term  “ policy 

12418.  Suppose  that  his  attention  was  drawn  to  the  fact 
that  the  rate  of  interest  on  long-term  gilt-edged  securities 
had  been  maintained  higher  than  might  have  been 
expected  during  the  course  of  the  last  year,  owing  to 
operations  on  behalf  of  the  Bank  in  the  gilt-edged  market ; 
would  he  regard  that  as  something  for  which  he  should 

answer? 1 only  wish  that  the  House  of  Commons 

would  devote  a little  more  time  to  its  classical  tradition 
of  governing  the  financial  policy  of  the  country  than  it 
has  done.  If  a Member  made  a speech  like  that,  we 
should  all  be  delighted  tiiat  some  Member  had  the  wit 
to  raise  it,  and  that  the  Chancellor  had  the  ability  to 
answer  it 

12419.  Professor  Sayers:  Twice  this  last  month  a 
Member  of  Parliament  has  raised  this  matter,  and  I believe 

that  the  answer  be  got  was  a raspberry? k)nly  because 

there  was  not  anything  the  Government  want^  to  say 
on  the  subject;  it  is  certainly  not  out  of  order  to  raise 
the  issue.  Governments  have  to  have  baskets  of  rasp- 
berries available  in  order  to  survive! 

12420.  But  a change  of  policy  bad  taken  place ; the 
consequences  of  this  change  of  policy  were  plain,  and 
had  been  remarked  upon  in  the  press.  The  change  of 
policy  was  thought  by  some  people  of  importance,  and 
it  was  implicit  in  your  answer  that  you  thought  that  this 
would  be  a significant  matter.  Yet  the  answer  given  in 
Parliament  was  completely  unenlightening,  and  by  implica- 
tion denied  that  there  had  been  any  change  of  policy? 

1 believe  that  that  was  so,  though  I have  not  the 

details  with  me. 

12421.  Mr.  Woodcock:  Your  point  would  be  that  it 

was  a proper  question? 1 never  see  any  harm  in 

Members  of  Parliament  raising  questions  on  our  admini- 
stration of  financial  policy  in  Qie  House  of  Commons.  It 
may  not  always  be  the  desire  of  the  Government  of  the 
day  to  give  full  answers,  and  there  may  be  market  or 
other  reasons  why  they  cannot,  but  I regard  it  as  perfectly 
normal  (and  I speak  only  for  myself,  because  I am  giving 
evidence  in  a personal  capacity)  for  these  questions  to 
be  asked. 

12422.  You  would  not  think  it  right  for  the  Chancellor 
to  say : “ That  is  not  my  responsibility ; that  is  something 

done  by  somebody  outside  ”? 1 should  regard  general 

parliamentary  responsibility  for  these  matters  as  being  a 
responsibility  of  the  Chancellor.  There  is  a question  later 
on  which  suggests  that  there  might  possibly  be  a closer 
relationship  between  the  Bank  and  Parliament  I think 
that  that  would  be  wrong.  I always  believe  in  Ministers 
taking  responsibility,  and  I would  rather  err  on  the  side 
of  Ministers  taking  more  responsibility  than  they  really 
choose  to,  or  indeed  than  they  have  the  expert  knowledge 
to  do,  than  of  bringing  the  Bank  into  a closer  relationship 
with  Parliament.  Although  it  is  a junior  and  senior 
partnership,  to  use  the  words  of  Sir  Oliver  Franks,  I 
would  say  that  the  responsibility  to  Parliament  must  be 
absolutely  the  Minister’s. 

12423.  Sir  Oliver  Franks:  Could  I go  back  for  one 
moment  again  to  &e  relative  independence  of  the  Bank? 
Obviously  history  accounts  for  some  of  the  existing  posi- 
tion, because  before  the  first  war  the  Bank  was  a fuUy 
independent  institution ; it  remained  so  in  the  inter-war 
period,  with  various  practical  compromises  between  its 
position  and  that  of  the  Chancellors  of  the  Exchequer  of 
the  day  ; and  then  when  the  status  of  the  Bank  was  altered 
by  nationalisation  in  1946  the  historical  traditions  to_  a 
very  considerable  extent  carried  on.  It  is,  I think,  legiti- 
mate to  ask  what,  apart  from  the  historical  tradition,  are 
the  substantive  reasons  which  justify  that  position.  It 
seems  to  me  that  you  are  saying  two  things  : _(_1)  that  me 
executive  and  expert  character  of  the  activities  Mrried 
on  by  the  Bank  naturally  confer  on  the  Bank  as  an  institu- 
tion a certain  quality,  character  and  prestige  which  should 
be  preserved,  and  (2)  on  the  negative  side,  that  the  quality 
and  nature  of  the  experience  of  those  in  Government, 
civil  servants  or  Ministers,  on  the  whole  does  not  readily 
give  that  type  of  expert  knowledge  which  regular  dealing 
with  the  various  markets  does  give ; and  that  these  two 
taken  togefiier  are  the  foundation  in  reason  for  seeking 

30500 


to  preserve  the  relative  independence  of  the  Bank.  Is 
this  an  inadequate  account  of  what  you  think ; would  you 

care  to  add  to  it? 1 think  that  expresses  very  well 

what  I had  in  mind.  It  is  the  negative  part,  the  latter 
part  of  your  remarks,  in  regard  to  the  time  or  capacity 
or  knowledge  of  Whitehall  and  the  Ministers,  and  the 
positive  character  of  the  Bank,  which  renders  it  important 
that  the  Bank  should  not  be  completely  dependent  On 
the  other  hand  it  is  also  clear  that  the  Government  and 
the  ChanceUor  must  have  the  last  word.  That  is  what 
makes  me  accept  that  it  should  be  a senior  and  junior 
partnership. 

12424.  Chairman:  Should  we  pass  on  from  the  first 
four  questions,  on  which  we  have  been  centering  up  to 
now?  I think  you  have  hinted  that  your  answer  to  ques- 
tion 5 would  be  an  unqualified  no? ^Yes. 

12425.  Then  we  come  to  question  6? This  is  just 

a commonsense  answer  which  I should  like  to  give.  If 
we  start  encouraging  the  Bank  in  ^ving  justifications  of 
monetary  policy  in  the  way  of  immense  informative 
accounts,  we  are  going  to  put  them  then  into  a position 
where  they  are  in  danger  of  having  themselves  to  take 
responsibility  for  policy.  I have  looked  as  well  as  I can 
at  the  practice  of  some  foreign  central  banks  overseas, 
and  they  do  tend  to  issue  more  information  than  our 
Bank ; but  I should  be  very  sorry  if  we  encouraged  our 
Bank  to  take  part  in  controversy.  I have  seen  cases  in 
which  a central  bank  abroad  Im  actually  criticised  its 
own  government ; that  I would  regard  as  quite  intolerable. 

It  would  break  up  the  whole  of  the  relation^p.  I would 
like  to  draw  rather  a hard  line  here,  and  say  that,  while 
nobody  can  object  to  the  Bank  issuing  statistical  injforma- 
tion,  graphs  or  anything  else  they  want  to,  and  telling 
people  what  they  are  doing,  because  that  is  a form  of 
good  public  relations,  it  should  not  develop  into  full-scale 
reviews  or  justifications  of  monetary  policy  as  a whole, 
or  something  which  competes  in  the  sphere  of  public 
relations  with  the  organ  which  must  have  responsibility 
for  policy,  namely  the  Government  and  the  Chancellor 
of  the  Exchequer  of  the  day. 

12426.  Does  that  amoimt  to  saying  that  dw  Bank  can 
have  no  independent  policy,  because  if  it  did  it  imght  find 
itself  avowing  or  explaining  a policy  that  was  in  some 
respects  inconsistent  with  that  approved  by  the  Govern- 
ment?  ^No ; I think  that  it  is  perfectly  right  for  the 

to  have  a policy  and  to  put  it  to  the  Chancellor 
and  to  the  Treasury,  day  and  night  if  it  likes ; and  it  is 
perfectly  possible  to  have  disagreements  of  opinion,  which 
may  indeed  be  very  healthy,  and  which  so  far  have  been 
resolv^,  and  I think  are  likely  to  be  resolved  for  some 
time  ahead,  without  a direction.  What  is  damaging  to 
public  relations  is  if  the  Bank  issues  one  aspect  of  the 
question  and  the  Government  another,  because  I think 
that  that  breaks  up  the  internal  partnership.  I am  only 
referring  to  the  public  relations  side  of  it 

12427.  Sir  John  Woods:  Do  you  mean  that,  tbou^ 
there  may  be  differences  of  policy  between  the  Treasury 
and  the  Bank,  they  must  ultimately  be  resolved  through 
the  process  of  partnership,  so  that  the  partners  can  have 
a separate  policy  up  to  a point  in  time,  but  it  must  then 
be  resolved  one  way  or  the  other,  and  you  do  not  ^nt 
the  difference  ever  to  be  disclosed? ^It  would  be  un- 

healthy if  we  were  to  encourage  the  Bank  to  Bsue  its 
own  apologia,  because  it  would  lead  to  undermining  confi- 
dence in  what  are  euphemistically  described  in  the  City 
as  “ the  authorities  Into  this  admixture  of  “ the  autho- 
rities ” comes  nowadays  quite  a degree  of  Treasury  advice. 
“ The  authorities  ” has  always  been  an  anonymous  descrip- 
tion, and  “ tJie  authorities  ” have  been  able  to  get  away 
wi±  anything.  If  “ the  authorities  ” divided  themselves 
up  into  bits  and  issued  their  own  apologia,  that  would 
break  up  confidence  in  the  whole  system.  I would  like 
differences  resolved  privately  rather  than  in  public 
That  is  really  why  I referred  to  it  as  a matter  of  common- 
sense.  If  you  have  a happy  marriage  you  do  not  issue 
alternative  views  on  various  occurrences  in  your  life  to 
the  newspapers ; I think  it  is  undesirable,  and  it  usually 
leads  to  a break-up. 

12428.  Chairman:  That  makes  the  assumption  that  the 
marriage  is  perfectly  happy? — Professor  Sayers:  And  that 
the  children  are  always  content? — Chairman : Can  one 

make  either  of  those  assumptions? If  the  marriage  is 

not  happy,  it  certainly  is  not  a good  thing  to  issue  your 
313 
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own  apologia  to  the  outside  world.  If  you  wish  to  bring 
the  marriage  to  an  end,  then  there  may  be  a row.  I have 
never  suggested  in  any  of  my  evidence  that  there  shoidd 
not  be  a row  between  the  Government  and  the  Bank. 
After  all,  that  row  can  be  resolved  either  by  the  giving 
of  a direction  or  by  the  resignation  of  the  Governor  of 
the  Bank.  That  is  quite  legitimate ; all  rows  in  public 
affairs  are  legitimate.  But  it  is  better  that  each  party 
should  not  issue  its  own  version  of  the  case  until  such 
time  as  there  is  a break ; then,  of  course,  it  may  have 
to  be  done. 

12429.  Do  you  not  think  that  the  decision  by  the 
Government  or  by  the  Bank  as  to  what  line  to  persist  in 
might  be  helped,  if  the  public  were  to  know  the  two  sides 
of  the  controversy  and  were  able  to  express  their  opinion 
before  the  row  was  final  and  the  Governor  bad  resigned? 

1 would  like  to  stick  to  what  I said,  because  I do 

not  think  that  the  system  would  work  if  a justification 
of  a line,  were  issued  by  the  Bank  in  the  middle  of  an 
action,  if  I may  use  a wartime  metaphor,  because  it 
would  not  be  good  either  for  the  troops  or  for  the 
campaign. 

12430.  Professor  Sayers:  Is  it  possible  that,  instead  of 
issuing  a statement  of  one  side  of  the  case,  after  action 
had  been  Uken  it  should  be  stated  what  were  the  reasons 
that  led  to  t^  action  being  adopted?  On  your 
hypothesis  by  that  time  agreement  has  been  reached? 

If  you  are  really  saying  that  it  is  a great  pity  for 

the  public  not  to  have  full  information  on  matters  which 
are  of  such  vital  public  concern,  because,  although  we 
are  dealing  with  matters  which  are  very  technical,  they 
affect  the  currency,  which  is  the  blood-stream  of  the 
country,  and  therefore  people  ought  to  know  about  them, 

I agree ; I think  that  is  legitimate.  In  fact  not  quite 
enough  information  does  come  out  at  present.  All  I 
want  to  avoid  is  the  information  coming  out  in  such  a 
form  that  it  would  lead  to  controversy  between  the 
partners,  which  I do  not  think  would  be  good  for  the 
conduct  of  policy.  I do  not  see  at  present  how  to  resolve 
that.  I am  certainly  not  trying  to  stop  the  public  getting 
the  information ; but  I am  trying  to  preserve  the  integrity 
of  the  partnership,  I hope  that  you  will  be  able  to 
think  out  some  answer  to  that,  because  I am  not  at  all 
against  information  coming  out  on  matters  in  a 
democracy;  1 Chink  that  it  is  very  important  that  the 
people  should  know. 

12431.  Chairman:  May  we  go  mi  to  question  7? 

In  my  day  the  relationship  with  the  clearing  banks  was 
usuaUy  informal,  and  consisted  of  meeting  lie  chairmen 
of  the  various  banks  very  rarely  and  on  the  introduction 
of  the  Governor.  It  is  not  impossible  today  for  the 
Chancellor  to  meet  the  clearing  banks,  but  I would  still 
take  the  view  that  it  would  be  much  better,  if  he  does 
meet  the  clearing  bankers,  to  meet  them  on  the  introduc- 
tion of  the  Governor  of  the  Bank.  I do  not  think  that 
there  is  any  obstruction  today  to  his  meeting  them,  As 
regards'  meeting  bankers  privately,  he  just  cannot  help  it ; 
if  he  goes  about  London  he  cannot  hdp  meeting  them.  On 
the  more  formal  arrangements,  there  is  no  obstruction,  but 
I think  that  it  would  be  a pity  if  either  the  head  of  the 
Treasury  or  the  Chancellor  organised  a meeting  with  the 
clearing  banks  on  his  own,  without  the  Governor  of  the 
Bank  knowing.  It  would  lead  to  undermining  of  confi- 
dence. I think  that  it  would  be  equally  a pity  if  the  Chan- 
cellor did  not  hear  from  clearing  bankers  some  of  the  facts 
of  life. 

12432.  Question  8 you  have  dealt  with  already ; then 

questions  9 and  10  fall  together,  I think? ■!  think  that 

this  is  a matter  very  much  for  your  own  report,  for 
which  we  are  looking,  and  I do  not  know  whether  I can 
help  you  very  much  more  than  I have  already  mentioned. 
I would  not  have  thought  that  there  is  anything  wrong 
with  the  method  of  appointment.  I would  have  thought 
the  period  of  office,  which  can  be  extended  and  can  be 
resigned  from,  is  reasonable.  It  really  turns  on  the  range 
of  selection  of  directors  of  the  Bank,  on  the  question 
whether  part-time  directors  should  be  included  in  the  Bank 
directorate,  and  the  weighting  of  part-time  as  against 
executive.  Taking  the  last  question  first,  the  executive 
ffirectors  at  the  Bank  number  very  few ; there  is  a statu- 
tory maximum  of  four.  Whethra  there  ought  to  be  more 
is  really  a matter  of  opinion  which  concerns  the  Bank  more 
than  US,  I have  no  special  view  about  that.  But  I think 


that  there  must  be  people  in  the  Bank  who  have  outside 
experience  as  well  as  the  experts.  If  you  have  the  honour, 
as  I have  had  once  in  my  life,  of  having  lunch  at  the 
Bank,  you  see  a clock  which  indicates  the  wind;  that 
derives  from  the  old  days,  when  it  was  there  to  indicate 
when  the  ships  were  coming  up  the  Thames.  One  can 
imagine  tl;p  picture  in  the  old  days,  of  the  merchants 
watching  for  the  ships  coming  up,  because  the  arrival  of 
ships  had  an  immense  effect  upon  credit  and  the  affairs  of 
the  market.  We  must  not  turn  the  Bank  of  England  into 
an  academic  place,  where  people  never  go  out  and  never 
know  what  is  happening ; therefore,  in  spite  of  difficulties 
which  we  all  recognise,  there  must,  I think,  be  in  the  Bank 
people  who  are  part-time  and  who  bring  into  it  outside 
experience.  Offierwise  I do  not  see  how  this  great  insti- 
tution can  represent  commerce,  how  it  can  do  its  job  of 
finance  and  how  it  can  have  the  requisite  experience.  So 
1 shoifid  certainly  say  there  should  be  part  time  directors 
included.  It  might  be  wise  to  have  some  intermediate 
section  in  between  the  four  executives  and  the  part-time 
directors,  but  I should  like  to  see  at  any  rate  some 
merchants  in  the  Bank,  telling  us  about  merchandise  and 
what  is  happening. 

12433.  You  are  familiar  with  public  opinion  in  many 
sections  of  the  community ; do  you  think  that  the  presence 
of  part-time  directors  drawn  from  flie  field  they  are  drawn 
from  today  strengthens  or  weakens  the  Bank  in  the  eyes 

of  the  public? Some  of  the  public  are  ignorant  on 

these  matters,  and  think  that  a person  who  is  not  full-time 
cannot  be  doing  a good  job.  They  do  not  reflect  that  the 
little  piece  of  extra  wisdom  thrown  off  by  a busy  man  is 
worth  just  as  much  as  the  work  of  a full-time  man  who 
is  an  overworked  official,  because  he  has  more  experience. 

I ffink  that,  if  it  was  explained  to  them  more,  they  would 
understand.  On  the  question  of  double  loy^ties  I think 
that  one  has  simply  to  depend  on  the  personality ; 
if  good  personalities  are  chosen,  the  issue  of  double 
loyalties  is  then  answered.  It  is  not  surprising  that  some 
of  ffie  public  should  be  worried  about  double  loyalty, 
but  that,  I think,  has  been  answered  largely  by  the  per- 
sonalities of  the  people  involved.  It  seems  to  me  that 
the  overriding  consideration  is  that  without  some  people 
who  have  a imowledge  of  the  market  and  the  world  it  is 
very  difficult  to  have  a good  Court  at  the  Bank.  In  “ the 
world  ” I include  not  only  merchants  but  representatives 
of  organised  labour,  the  T.U.C.,  and  so  on ; in  fact 
general  opinion  and  experience. 

12434.  Part-time  directors  can  be  persons  with  various 
kinds  of  practical  experience ; but  you  think  that  there 

is  an  advantage  in  having  part-time  directors? ^Yes ; 

I think  there  is  some  advantage  in  having  part-time  direc- 
tors, although  it  is  more  controversial. 

12435.  And  you  put  it  mainly  upon  the  amount  of  con- 
tact and  information  they  could  bring  into  the  Bank? 
^Yes ; it  is,  I think,  of  practical  value. 

12436.  Professor  Cairncross:  Would  you  pay  more 
regard  to  the  advice  offered  by  the  Governor  because 
he  had  a Court  drawn  in  this  way,  with  part-time  direc- 
tors?  ^The  Governor  has  his  Committee  of  Treasury, 

and  some  of  whom  have  long  experience  in  various  indus- 
tries. I know  that  in  the  time  of  the  two  Prime  Ministers 
I served  as  Chancellor,  if  ever  we  had  to  meet  the  Bank 
we  were  always  very  glad  to  hear  what  the  views  of  the 
Governor’s  intimate  colleagues  were.  On  occasion  we 
have  met  them ; and  it  is  obvious  that  one  knows  who 
are  the  leading  members  of  the  Bank ; after  all,  they 
are  appointed  by  the  Government.  So  we  do  have  con- 
tact with  them  on  occasion,  which  I think  is  valuable, 
but  we  never  do  it  unless  they  are  introduced  by  the 
Governor. 

12437.  Why  do  you  attach  more  importance  to  thjs  in 
monetary  policy  than  you  do,  say,  in  fiscal  or  commercial? 
There  is  no  corresponding  advisory  committee  of  any 
kind  on  either  of  these  two  sides,  drawn  from  outside 

the  civil  service? The  Ministry  of  Labour,  for  example, 

can  at  once  see  the  British  Employers’  Confederation  or 
the  T.U.C.  on  the  management  or  the  labour  side ; or 
the  Board  of  Trade  can  see  the  F.B.I.,  or  any  of  the 
various  trade  associations. 

12438.  Does  not  the  advice  you  get  from  the  Governor 
relate  as  much  to  the  assessment  of  the  economic  situa- 
tion as  a whole  as  to  specific  monetary  matters,  so  that 
it  has  a bearing,  surely,  on  the  shape  of  the  budget  as 
much  as  on  monetary  policy? It  does,  yes. 
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12439.  Mr.  Jones'.  You  have  been  talking  about  the 
very  valuable  outside  experience  that  is  available  to  the 
Bank  on  the  basis  of  the  present  constitution  of  the 
Court  of  Governors ; have  you  considered  that  it  might 
be  valuable  for  the  sort  of  relationship  you  are  envisaging 
to  have  somebody  recruited  from  the  Treasury,  who 
would  sit  on  fee  Court  of  fee  Bank  and  on  the  Com- 
mittee of  Treasury? It  would  have  to  be  a retired 

person ; I do  not  exclude  fee  Government  appointing 
such  a person  at  all.  On  occasion  it  might  be  v^uable; 
fee  question  is  whether  when  a man  had  served  in  one 
stable  the  other  stable  would  give  him  a welcome.  But 
I think  it  is  not  a bad  idea. 

12440.  Professor  Cairncross:  Had  you  contemplated 
any  exchange  at  lower  level  between  fee  Bank  and  fee 

Treasury  as  a possibility? did  consider  that  when  I 

was  Chancellor.  The  more  experience  they  can  get  when 
young  the  better ; feat  applies  to  all  organisatioiu.  I 
certainly  think  it  would  be  a good  thing.  In  Whitehall 
especially  it  is  most  important  feat  people  should  get  out 
a bit  more  when  they  are  young,  and  leam  a bit  more 
about  how  feese  things  are  operated.  Fancy  being 
appointed  head  over  the  home  finance  division  and  know- 
ing nothing  about  the  City ; it  must  be  very  difficult. 

12441.  Mr.  Jones:  On  this  question  of  the  part-time 
directors  and  fee  experience  they  add  to  fee  experience 
of  feose  responsible  for  administration,  could  not  that 
experience  be  avaUable  on  the  basis  of  an  advisory  body 
rather  than  part-time  directors?  Would  it  not  serve  the 

purpose  as  effectively? It  is  a question  of  status. 

Status  is  so  important.  If  people  feel  feat  they  are 
members  of  the  Court  and  can  attend  and  take  part,  I 
think  that  they  are  likely  to  give  better  value  than  if 
they  are  just  advisers.  An  advisory  panel  would  not  lose 
all  fee  merit  of  what  I want  to  see,  but  I think  feat  we 
get  more  by  the  present  system. 

12442.  Professor  Sayers:  But  you  have  not  yet 

appointed  anybody  to  be  a part-time  director  of  fee  Board 


of  Trade? ^No  ; the  Board  of  Trade  is  a Government 

department,  and  there  is  a difference  between  a Govern- 
ment department  and  the  Bank  of  England. 

12443.  If  the  Bank  is  to  have  part-time  directors  selected 
in  this  manner,  is  there  any  reason  why  they  sboxild 
not  be  consult^  on  questions  in  the  Bank  of  England 
feat  relate  to  fee  business  it  is  doing  as  agent  of  the 

Treasury? 1 cannot  answer  that,  because  I have  never 

worked  inside  fee  Bank  of  England. 

12444.  You  mentioned  earlier  [Qn.  12396]  that  any 
mistakes  feat  have  been  made  have  been  due,  at  any 
rate  in  part,  to  lack  of  information.  Did  you  consider 
that  fee  information  coming  up  to  you  as  Chancellor 
on  which  you  had  to  base  your  decisions  about  monetary 

policy  could  have  been  substantially  improved? Since 

we  started  to  use  monetary  policy  again  the  information 
has  got  steadily  better.  It  improved  over  the  &st  years 
while  I was  Chancellor,  and  I think  it  has  improved  a 
great  deal  now.  There  has  been  a great  enlargement  of 
the  provision  of  information,  and  very  laudable  anj3 
excellent  efforts  have  been  made  to  improve  the  experi- 
ence of  feose  particularly  involved  in  giving  advice  in 
the  conduct  of  monetary  policy.  The  situation  has  pro- 
gressively improved ; and  if  fee  partners^  are  to  work  well 
it  must  improve  on  both  sides,  both  in  fee  Bank  and 
in  fee  Treasury  itself.  I should  say  that  the  situation 
was  now  one  of  considerable  satisfaction  in  feat  regard. 
The  Prime  Minister  himself  used  an  expression  about 
last  year’s  Bradshaw ; but  I think  that  it  is  pretty  well 
up-to-date  now,  and  trains  are  running  quite  well. 

12445.  There  is  still  plenty  of  type  missing? ^That 

is  a matter  of  opinion ; I would  rafeer  not  comment  on 
feat. 

Chairman : Thank  you  very  much,  Mr.  Butler ; we  are 

very  grateful  to  you. Mr.  Butler:  I wish  you  well 

in  your  labours,  and  thank  you  for  your  hard  work. 


{^Adjourned  until  Fridt^,  19tk  December,  1958,  at  10.45  a.m.) 
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12506  only) 

Sir  John  Woods,  G.C.B.,  M.V.O. 

Mr.  R.  T.  Armstrong,  Secretary 


The  Rt.  Hon.  Hugh  Dalton,  M.P.,  called  and  examined. 


12446.  Chairman : Good  morning,  Mr.  Dalton.  We 
ffint  you  a list  of  ten.  questions*,  round  which  we  woiild 
like  your  views  to  centre  themselves.  You  have  been  good 
enough  to  Let  us  have  a memorandumt  on  those,  but  if 
there  is  anything  you  would  like  to  put  before  us  we 

do  not  want  you  to  tie  yourself  down  just  to  those? 

Mr.  Dalton : I do  not  think  that  I have  anything  to  add, 
except  in  reply  to  questions  from  you  or  your  colleagues, 
save  for  one  or  two  very  general  remarks.  The  Bank 
of  England  Act,  1946,  is  one  of  the  legislative  acts  of 
the  Labour  Government  which  I do  not  think  has  been 
challenged  in  any  fundamental  way.  I have  not  become 
aware  of  any  general  feeling  in  the  country  that  any 
great  change  is  required  in  the  relationships  established 
by  the  Act,  and  therefore  I do  not  feel  myself  on  the 
defensive  about  it  at  all.  I think  that  we  did  a thing 
which  responded  to  what  was  felt  to  be  reasonable,  and 
I tliinlf  that  it  has  on  tiie  whole  worked  well  under 
successive  Chancellors  and  successive  Governors.  I feel 
therefore  that  the  argument  for  change  is  one  which  I 
wo^d  await.  I am  in  this  respect  conservative. 

12447.  In  the  eyes  of  the  public  do  you  think  the  status 

of  the  Bank  was  altered  by  the  1946  Act? 1 should 

not  have  thought  much.  There  have  lately  come  out 
certain  biographies  and  other  writings  which  have  per- 
haps surprised  students  of  the  subject,  showing  how  very 
strained  on  several  occasions  in  this  century  the  relations 
between  the  Government  and  the  Governors  of  the  Bank 
were,  beginning  with  Cunliffe  and  Bonar  Law,  and  ending 
up  for  iis  purpose  with  Sir  Winston  Churchill  and 
Norman.  I &ink  that  tWs  will  have  strengthened  the 
view  of  students  that  it  is  a good  thing  that  the  relation- 
ship has  now  been  changed,  so  that  it  has  been  made 
clear  that  in  matters  of  doubt  it  is  tiie  Chancellor  who 
has  the  last  word,  and  that  the  Governor  is  broadly 
subject  to  his  directions. 

12448.  Do  you  regard  this  power  to  direct,  whidi  has 
never  in  fact  been  exercised,  as  being  one  that  should  be 
resorted  to,  to  use  a common  phrase,  in  the  last  resort, 
or  should  it  be  one  which  would  be  currently  invoked? 

^When  we  were  drafting  the  Bill  my  view  was  that 

that  power  should  be  put  in  as  a power  of  last  resort 
I assumed  that  the  fact  that  the  power  was  expressly  put 
there  would  help  the  relationships  of  the  Government 
with  the  Governor,  because  the  Governor  would  yield 
under  this  Act  in  the  last  resort  if  he  could  not  persuade 
the  Government  and  the  Government’s  view  would  pre- 
vail I think  experience  since  then  has  justified  my  view. 
It  was  not  at  all  my  idea  that  there  would  be  continual 
issues  of  directions,  If  that  was  deemed  to  be  necessary 
by  the  Government  of  the  day,  it  would  be  evidence 
that  the  system  was  failing ; but  it  has  not  been  necessary. 
I suspect  that  this  power  has  not  formally  been  used  at 
all  at  any  time. 

• See  page  846. 
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12449.  I believe  that  to  be  so. 1 am  glad  that  that 

is  so.  That  has  shown  that  the  power  in  the  background, 
the  power  of  last  resort,  has  been  sufficient 

12450.  I am  asking  this  primarily  because  in  the  general 
tenor  of  your  answers  on  the  detailed  questions  I think 
your  approach  is  that  the  central  bank  should  be  as  near 
as  possible  equivalent  in  standing  to  a Government  depart- 
ment?  ^Not  ve^  difierentj  I would  say.  Different  in 

some  respects  arising  from  history  and  other  matters,  but 
not  very  different. 

12451.  It  would  help  us,  because  you  have  great  experi- 
ence in  tins,  if  you  could  just  outline  what  you  mean  by 
the  words  “ not  very  different  ”.  hi  what  respects  do 
you  think  it  should  or  must  be  different?  Should  it,  or 
must  it,  be  different  because  it  may  have  certain  tasks 

imposed  upon  it? ^There  must,  I think,  continue  to  be 

prestige  attaching  to  the  Governor  of  the  Bank  of  England 
which  would  not  attach  in  the  same  overt  way  to  a high 
civil  servant.  I have  suggested  in  my  evidence  that  he 
should  not  go  in  too  much  for  what  is  now  called  public 
relations ; I think  that  that  puts  him  and  the  Government 
potentially  in  difficult  relationships.  But  apart  from  that 
people  always  know  who  ffie  Governor  is,  and  he 
will  appear  on  a number  of  public  occasions  ; he  will  not 
be  entirely  a figure  moving  behind  the  scenes,  and  he 
should  be  a figure  to  whom  respect  and  prestige  attaches. 
In  that  public  respect  and  prestige  he  will  inevitably 
differ,  quite  properly,  from  die  anonymous  head  of  a 
Government  department.  Then  be  has  to  have  inter- 
national relationships  which  would  not  normally  be  part 
of  the  duties  of  a civil  servant  in  a state  department, 
and  there  must  and  should  be  consultations  between  him 
and  chairmen  of  central  banks  in  other  countries.  For 
this  and  other  reasons  he  cannot  avoid  being  rather  more 
in  the  limelight  tiian  a permanent  civil  servant  would  be, 
but  I woiild  hope  that  the  difference  would  not  be  so 
great  as  to  suggest  that  he  is  an  autonomous  power  mov- 
ing independently  of  ffie  policy  of  the  Government  who 
appoint^  him. 

12452.  Mr.  Woodcock:  Does  your  conception  of  the 
Governor  imply  that  all  the  contacts  of  the  Treasury  with 
the  banking  system  in  the  City  of  Loudon  should  be 

through  the  Governor? ^Broadly  speaking  I think  he 

should  be  the  channel  of  communication,  but,  as  I have 
indicated  in  my  memorandum,  if  the  Chancellor  of  the 
day  should  wish  to  make  his  own  direct  contact  with  the 
clearing  banks,  or  with  any  other  group  of  financial  institu- 
tions, it  should  not  be  regarded  as  improper  or  awkward 
for  him  to  do  so.  The  Bank  should  be  quite  willing  to 
agree  to  that ; it  ought  not  to  be  said  that  no  one  except 
the  Governor  of  the  Bank  should  have  official  access  to 
the  clearing  banks.  If  I may  refer  to  my  own  period  as 
Chancellor,  I not  only  expressed  the  wish  to  see  them  as 
a body,  but  I saw  tiieir  elder  statesman,  Mr.  Colin 
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Campbell,  subsequently  Lord  Colgrain,  on  many  occasions,  phrase  you  used  on  a pre^ous  occasion  - But  all  this, 
generally  in  the  presence  of  Lord  Catto.  It  worked  I would  hope,  is  outside  the  practical  possibihhes.  I do 
smoothly;  that  suggests  that  a lot  of  these  problems  not  think  that  the  broad  pubhc  is  ^are  of  what  we  are 
resolve  themselves  not  so  much  into  the  laying  down  discussing  at  all.  The  pi^hc,  m the  narrower  sense  of 
of  general  rules  as  into  the  establishment  of  good  personal  instruct^  jpersons  in 


relationships.  That  is  fundamental  in  all  this. 

12453.  Were  you  conscious  of  any  established  tradition, 
that  the  Governor  was  the  authorised  ambassador  from  the 
City  'to  the  Treasury  or  from  the  Treasury  to  the  City? 

Very  broadly,  yes.  My  relations  with  Lord  Catto 

were  throughout  extremely  friendly  and  frank.  _ He  would 
always  take  it  for  granted  in  our  talks  that,  if  I wanted 
any  point  of  view  put  to  other  elements  in  the  City,  he 
would  be  the  natural  interpreter,  and  I was  quite  happy 
to  .accept  that  at  that  time,  subject  to_  my  happy  p«- 
sonal  relations  with  Lord  Colgrain.  With  regard  to  Ae 
Treasury  it  would  not  have  occurred  to  me  toat  any  high 
Treasury  official  would  have  had  relations  with  the  clear- 
ing banks  of  an  official  kind  at  ^1.  But  the  Chancellor 
should  not  toe  under  any  disability,  or  be  thought  to 
be  acting  oddly,  if  he  should  say  from  time  to  time:  “I 
would  like  to  talk  to  the  chairmen  of  the  clearing  banks.” 
He  would  probably  ask  the  Governor  to  come  too ; and 
if,  perhaps  when  the  Chancellor  was  very  pressed  and  be 
was  anxious  to  convey  some  thought  to  the  clearing  banks, 
he  might  say : “ Perhaps  some  high  Treasury  official  could 
see  the  bankers  and  express  my  view  that  high  Treasury 
official  would  then  simply  be  the  porte-parole  of  the 
Chancellor.  I do  not  contemplate  that  that  would  very 
often  be  necessary,  but  I think  it  should  be  allowable 
within  the  code  of  conduct. 

12454.  Professor  Sayers:  When  you  were  justifying  a 
special  position  for  the  Governor  you  put  it  on  two 
grounds,  domestic  and  international.  I can  understand 
that  internationally  it  is  important  that  this  man  dealing 
with  other  central  banks  and  Finance  Ministers  abroad 
should  have  a special  position ; but  I wonder  if  you 
would  enlarge  on  the  need  for  him  to  have  a special 
position  at  home,  different  from  that,  say,  of  the  Per- 
manent Secretary  at  the  Board  of  Trade? have  said 

that  I do  not  want  the  difference  to  be  too  wide.  I do 
not  want  to  affront  the  habits  and  customs  which  are 
well  dug  in  and,  broadly  speaking,  have  worked  well. 
Reverting  again  to  the  time  of  Ix>rd  Catto  which 
I naturally  know  best,  he  spoke  at  the  Mansion 
House  dinner  when  the  Chancellor  spoke.  In  fact  he 
would  speak  with  me  frankly  before,  and  ask  what  line 
I thought  it  would  be  useful  for  him  to  take.  I did 
not  dictate  a form  of  words,  of  course,  but  we  more  or  less 
agreed  on  the  line  he  would  take  in  his  speech.  That  is  one 
orcasion  when  I would  he  sorry  to  see  the  Governor  of 
the  Bank  not  allowed  to  speak ; and  there  would  be  cer- 
tain others,  though  I would  like  to  see  the  number  limited, 
when  the  Governor  of  the  Bank  should  be  free  to  give 
an  address  which  would  be  reported  in  the  press.  But 
I do  not  at  all  like  the  idea  of  his  becoming  a performer 
on  television ; that  is  not  desirable. 

12455.  You  put  it  mainly  on  the  ground  ithat  this  is  a 
position  which  historically  has  had  spedal  prestige,  and 
you  do  not  wish  to  break  the  tradition  in  (this  respect? 

^Yes ; and  I go  a little  further  than  that.  I tiiink 

that  it  is  definitely  useful,  provided  that  harmony  is  main- 
tained between  what  the  Chancellor  is  minded  to  say  and 
what  the  Governor  is  minded  to  say. 

12456.  In  what  way  is  it  useful  for  the  Governor  to  do 
so  whereas  it  is  not  useful  for  the  Permanent  Secretary 

of  the  Board  of  Trade  to  do  so? Possibly  for  tiie 

reason  that,  if  it  suddenly  seemed  that  the  Governor 
had  been  muzzled,  that  would  create  an  unfortunate 
impression. 

12457.  Chairman : If  it  becomes  realised  by  the  public 
that  history  has  changed  and  file  Governor’s  position, 
as  under  your  scheme  it  would  be,  is  that  in  any  matter 
of  importance  he  speaks  as  an  instrument  of  the  Govern- 
ment, then  he  could  not  retain  the  historical 
position  that  had  given  him  the  import^ce  before? 
T*  3-  Q It  is  rather  like 


these  things,  are  not,  I think,  very  conscious  of  a change, 
although  they  would  be  very  ready  to  argue  whether 
or  not,  as  a result  of  whatever  you  may  decide  to  report, 
that  is  going  to  have  this  or  that  effect  on  the  relationship. 
But  if  we  have  a Governor  who  is  both  respected  in  the 
City  of  London  and  generally,  and  is  an  able  and  suitable 
man  to  hold  this  very  important  post,  and  also  has  the 
broad  confidence  of  the  Government  of  the  day,  I do  not 
tVitnV  that  the  public  would  be  conscious  that  anything 
very  much  bad  happened.  I think  that  we  sornetimes 
exaggerate  the  extent  to  which  even  instructed  circles  of 
opinion  are  conscious  of  changes  that  we  ourselves  see 
clearly,  particularly  you  in  the  course  of  what  you  are 
investigating. 

12458.  I was  assuming  that  the  ordinary  pubUc  were 
likely  to  have  no  view  about  this ; but  I think  the  views 

of  the  instructed  might  filter  through? ^The  instructed 

public  are  always  liable  to  be  critical  if  they  can.  I would 
not  be  surprised  to  see  paragraphs  in  The  £coHomiif 
suggesting  difficulties,  but  very  often  I think  that  they 
would  be  wrong  or  exaggerated. 

12459.  Mr.  Jones:  Were  your  discussions  and  relation- 
ships with  the  Bank  much  more  formal  than  those  with 

the  Treasury? When  I became  Chancellor  one  of  the 

first  things  we  did  was  to  introduce  the  Bank  nationalisa- 
tion Bill,  and  therefore  I had  no  direct  knowledge  of  what 
the  relationships  were  before.  I was,  as  I have  said, 
taken  a good  deal  by  surprise  when  I read  in  vmious 
biographies  how  very  great  had  been  the  state  of  discord 
between  successive  Chancellors  and  successive  Governors, 
but  I was  not  aware  of  that  when  I was  drafting  the 
Bill  and  piloting  it  through  Parliament.  These  bio- 
graphies also  reveal  great  discords  between  certain  past 
Governors  of  the  Bank  and  the  high  Treasury.  There 
are  accounts  of  Lord  Cunliffe’s  relations  with  the  Per- 
manent Secretory  to  the  Treasury  in  Mr.  Robert  Blake’s 
life  of  Bonar  Law,  and  even  more  vividly  in  Lord 
Beaverbrook’s  Men  and  Power.  The  third  chapter,  called 
“Nabobs  and  Tyrants”,  gives  a very  remarkable  and 
interesting  account ; it  not  only  expresses  the  thing  very 
vividly,  but  I have  no  reason  to  believe  that  it  is  not 
true. 

I was  anxious,  as  I have  said,  to  get  the  nationalisa- 
tion Bill  through  quickly,  and  without  undue  fighting  r I 
thought  that  all  that  might  wait_  for  other_  issues.  There 
was  no  great  opposition  to  this  Bill  in  principle,  and  there- 
fore I was  inclined  to  lean  a good  deal  towards  con- 
ciliatory arrangements.  I was  particularly  anxious  that 
Lord  Catto,  whom  I regarded  as  a very  great  public 
servant,  who  was  at  that  critical  moment  working  with 
great  public  spirit,  and  I think  very  efficiently,  and  had 
great  personal  support  behind  him  in  the  City,  should  not 
be  embarrassed.  That  was  one  reason  why  we  provided 
the  power  to  direct  banks  in  the  way  in  which  we 
did  leaving  it  as  far  as  the  law  was  concerned  to  Lord 
Catto  to  be  the  instrument  if  ever  we  should  neM 
to  issue  a direction  to  the  clearing  banks ; as  I have  sai4 
i did  not  expect  we  should  have  to,  but  the  power  had 
to  be  there.  For  these  reasons  I was  very  eager  through- 
out this  period  that  good  relations  should  be  maintained 
between  myself  as  Chancellor,  Lord  Catto  as  Governor, 
and  the  high  officials  of  the  Treasury,  and  a lot  of  my 
minor  actions  were  directed  to  that  end. 

12460.  Professor  Cairncross:  Had  you  envisaged  toe 
Bank  of  England  showing  a good  deal  of  initiative  ait« 

nationalisation? They  had  plenty  of  initiative  m 

making  recommendations  to  me.  You  will  no  doubt  nna 
out  more  from  later  Chancellors  of  the  Exchequer  as  to 
how  things  developed.  In  the  period  when  I was 
Chancellor  Lord  Catto  spoke  a very  great  deal  to  me 
about  many  matters,  and  sometimes  suggested  that  sued 
and  such  a change  was  desirable. 

12461.  I was  wondering  about  the  distribution  of  initia- 
tive between  the  Treasury  and  the  Bank  ^ at  that 


your  own  use  of  the  phrase  “ in  the  la^  resort  ” in  the  types  of  policy  where  the 

directing  power.  In  the  last  resort  the  Chancellor  Treasury  inevitably  took  precedence  and  responsibility, 

have  to  say  to  hirn  (though  if  he  had  to  do  so  it  wou  d England  might  more  fitly 

evident  that  things  were  not  as  good  as  thy  Jould  and  omers  wnere  me^ana  B B 

^gee;\Won"afro.USrf-  Sythat  hind’ot  distrihndon  was 
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ciirrent  at  the  time?  Take  external  policy,  for  instance ; 

did  it  rest  almost  exclusively  with  tbe  Treasury? ^No, 

I would  not  say  that.  I used  to  see  the  Governor  at 
least  once  a week,  and  sometimes  more  often,  and  we 
felt  ourselves  free  to  discuss  the  whole  range  of  policy, 
including  external  policy.  Sometimes  I thought  it  useful 
to  have,  together  with  the  Governor  and  Deputy  Governor 
who  often  used  to  come  together,  some  of  the  tdgh  officials 
at  the  Treasury  and  to  have  a general  conference.  For 
instance,  on  the  cheap  money  business  I drought  it  neces- 
sary at  certain  stages  to  have  them  both  together ; I did 
not  think  it  adequate  to  have  separate  watertight  dis- 
cussions with  each  of  them.  I was  not  conscious  during 
the  relatively  short  period  when  I was  Chancellor  and 
the  Bank  had  been  nationalised  of  any  very  hard  and 
fast  distribution  of  functions.  I would  always  think  it 
perfectly  proper  for  Lord  Catto  to  speak  to  me  about 
whatever  was  going  on,  whether  external  or  internal,  and 
I would  not  think  him  barred  from  discussing  with  me 
anything  which  fell  within  my  jurisdiction.  Similarly,  if 
I had  the  higher  officials  at  the  Treasury  talking  with 
me  alone  without  the  Bank,  I would  not  think  them 
excluded  from  discussing  anything.  I might  sometimes 
say  to  either  the  Treasury  or  the  Bank:  “What  you 
have  been  saying  is  not  what  I have  heard  from  the 
other  side  of  tbe  bouse.  1 think  it  would  be  useful  if 
you  would  confM’,  and  see  how  far  you  are  in 
disagreement.” 

12462.  Mr.  Woodcock'.  Did  the  Bank  go  into  matters 
other  than  purely  monetary  matters,  say  budget  policy? 

1 would  not  have  discussed  budget  policy  with  the 

Bank. 

12463.  That  would  be  ruled  out? would  exclude 

that. 

12464.  Sir  John  Woods : Would  Lord  Catto  have  been 
free,  in  your  discussion  with  him.  to  say  that  he  thought 
that  monetary  policy  as  it  was  developing  needed  to  be 
supplemented  by  some  other  measure,  which  might  be 

taxation,  or  something  else? Certainly,  perfectly  free 

in  general  terms.  If  I were  to  look  through  certain  records 
that  were  made  at  the  time,  I think  I should  find  evidence 
that  he  did  sometimes  so  speak. 


12465.  Lord  Harcourt:  You  mean  that  he  made  sug- 
gestions for  fiscal  action  to  reinforce  action  which  the 

Bank  was  taking  in  its  field? Certainly.  When  I wa.s 

excluding  the  Budget  I was  speaking  in  terms  of  detail. 
I should  never  have  thou^t  it  reasonable  to  discuss  with 
Lord  Catto  whether  there  should  be  some  change  in  the 
income  tax  rates,  nor  would  be  have  wished  to  come 
into  that 


12466  Professor  Cairncross:  When  you  speak  of  a con- 
ference at  which  both  the  Bank  of  England  and  Treasury 
officials  were  represented,  was  it  only  Lord  Catto  who 
was  present,  or  were  offier  officials  there?  At 
feiences  at  which  I was  present  only  Lord  Catto  and  often 
his  Deputy,  the  present  Governor.  But  there  were,  of 
course,  other  conferences  going  on.  I cannot  speak  in  great 
detaU  of  who  came  because  they  were  not  in  my  presence, 
but  often  certain  other  high  officials  of  the  Bank  met 
high  officials  of  the  Treasury.  It  was  fairly  common,  but 
not  quite  common  or  well  organised  enough.  1 think 
that  there  is  scope  for  a more  regular  con^t  betw«n 
the  high  officials  of  the  Bank  and  the  high  officials  of  pie 
Treasury  ■ it  might  be  worth  while  to  have  some  standing 
committee,  that  should  not  meet  too  often  or  sit  too  long, 
with  some  appropriate  person,  such  as  a Treasury  Minis- 
ter who  had  suitable  gifts,  to  preside  and  report  to  the 
Chmcenoi.  There  is  still  a tendeag  for  the  Ba*  and 
file  Treasury  to  stand  rather  too  wide  apart  ; that  tend- 
ency has  been  weakened  a bit  since  nationalisation,  but 
may  still  be  too  wide. 

12467  In  your  day  was  the  Exchange  Equalisation 
Account  still  managed  by  ae  Treasury  and  largely  on  tte 
Treasury’s  own  responsibihty,  or  by  that  time  was  the 
Bank  of  England  beginning  to  take  the  lead  in  aan^^ 

ment  of  the  Account? think  that  m Pracnee  it  was 

largely  tte  Treasury.  I do  not  tecaU  aiiy  case  where  that 
was  ^cussed  at  a joint  meeting  presided  over  by  me 
it  may  well  be  &at  it  was  discussed  at  some  meetmgs 
at  which  I was  not  present,  at  high  official  level. 


12468.  Would  matters  of  exchange  control  have  been 

discussed  jointly? Sometimes ; and  I personally  had 

talks  on  exchange  control  with  the  Governor  quite  often. 

12469.  Chairman : Before  we  go  on  to  any  other  aspect, 

I do  not  know  if  there  is  anything  more  in  your  mind  with 
regard  to  ffie  reasons  which  make  it  desirable  that  the 
Bank  should  not  be  really  equal  to  a Government  depart- 
ment. You  have  given  us  two.  The  first  is  the  concession 
to  ffie  domestic  historical  position  of  the  Governor,  and 
I think  what  is  in  your  mind  is  that  it  would  be  causing 
a needless  shock  to  the  traditional  attitude  towards  him 
in  the  City  if  they  thought  that  he  had  become  muizled, 
but  that  in  speaking  without  his  muzzle  he  should  be 

conscious  that  he  should  reflect  Government  policy? 

That  is  a perfect  expression  of  my  view  on  that  point. 

12470.  Your  other  point  is  that  externally  he  needs  a 
special  position  owing  to  the  fact  that  he  is  in  a special 
relationship  with  other  banks  which  gives  him  more 

prestige  than  if  he  were  a mere  mouthpiece? Yes,  I 

would  agree  to  that. 

12471.  What  should  one  equate  him  to:  a junior 
Minister? It  is  very  difficult  to  find  a precise  equa- 

tion. I would  not  quite  say  a junior  Minister.  I think 
that  when  the  Governor  is  functioning  internationally  in 
relation  to  the  Governors  of  other  central  banks  matters 
should  be  very  carefully  discussed  beforehand  with  the 
Chancellor,  and  he  should  seek  to  plot  alternative  courses 
that  would  accord  both  with  his  own  judgment  and 
the  Government’s  view  as  to  how  things  might  be 
handled.  If  there  was  some  decision  that  we  desired 
to  be  taken  by  the  central  banks,  then  the  Chancellor 
could  say  to  him : “ I know  you  will  do  your  best 
to  get  this  one  agreed”.  It  would  be  very  unfortunate 
if  the  Governor  and  the  Chancellor  did  not  agree  as  to 
where  we  wanted  to  get  to ; it  would  show  that  things 
were  not  working  quite  smoothly.  But  if  it  was  agreed 
where  we  wanted  to  get  to,  and  the  Governor  had  no 
difficulty  in  accepting  the  Chancellor’s  lead,  I would 
tbi'nlf  ffiat  there  should  be  rather  careful  discussion  betw^n 
the  Governor  and  the  CbanceDor  and  Treasury  offic^ls 
sitting  in  on  the  discussion,  to  suggest  how  ^temative 
situations  might  arise  and  how  they  should  be  handled.  I 
would  not  put  it  in  further  detail  than  that. 

12472.  Lord  Harcourt:  You  consider  it  important  that 
when  he  travels  abroad  he  should  not  only  be  but  be  seen 
to  be  on  a complete  level  of  equality  with  other  central 

bankers? Many  other  central  bank  governors  are  even 

more  subjected  to  political  control 

12473.  Some  are,  and  some  are  not ; and  he  has  to 

deal  with  both  kinds? ^Yes.  I would  wish  him  to  have 

as  much  prestige  at  such  a gathering  as  is  compatible  with 
the  fundamental  relations  that  are  involved  in  the  prac- 
tical working  of  the  Act 

12474.  Prestige,  necessarily  coupled  with  a certain  degree 
of  executive  power  ; because  he  will  attend  meetings  where 
positive  decisions  will  probably  be  arrived  at? Cer- 

tainly, but  I have  just  been  suggesting  that  he  ought,  in 
consultation  beforehand  with  the  Chancellor,  to  try  and 
foresee  situations  in  which  quick  decisions  may  be  needed, 
and  arrive,  as  I would  expect  he  would  generally  be  able 
to  do,  at  an  agreement  with  the  Chancellor  as  to  how  in 
various  alternative  situations  he  should  act. 

12475.  Mr.  Woodcock:  He  should  not  appear  to  be 

referring  back  every  time? No,  that  would  weaken  his 

prestige ; although  in  fact  in  the  conditions  at  a lot  of 
these  conferences  if  he  did  refer  back  it  would  not  be 
generally  known.  A few  days’  postponement  of  an 
important  decision  is  quite  a common  event. 

12476.  Sir  Oliver  Franks:  So  far  we  have  been  discuss- 
ing ffie  degree  in  which  the  Bank  may  differ  from  a 
Government  department  mainly  in  terms  of  the  position 
of  the  Governor  in  relation  to  the  Chancellor  of  the 
Exchequer.  Perhaps  what  you  have  said  comes  down 
to  the  fact  that  he  should  have  certain  prestige  and 
authority,  which  means  a certain  freedom  of  action  and 
speech  within  a general  framework  of  concerted  policy. 
Is  there  anything  in  your  view  in  a second  consideration 
which  has  been  put  to  us,  and  which  affects  the  Bank  as 
an  institution  rather  fiian  the  person  of  the  Governor, 
whoever  he  may  be?  It  is  this : that  the  ability  and  skill 
to  deal  in  the  markets,  whether  the  markets  in  the  City 
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or  the  overseas  markets,  and  not  simply  to  deal  in.  them 
but  so  to  deal  in  them  that  policy  which  will  have  been 
agreed  is  brought  about,  requires  a certain  expertise  and 
authority  to  deal  efficiently,  which  marks  the  high  official 
in  the  Bank  off  from  his  opposite  number  in  the  Terasury 
or  the  Board  of  Trade.  Some  people  attach  little  weight 
to  this  distinction,  some  people  quite  a lot,  as  a natural 
factor  differentiating  the  work,  and  therefore  the  quality, 

of  the  institutions.  Would  you  comment  on  that? ^The 

Bank  has,  as  we  all  wish  it  to  have,  some  very  expert 
people  standing  high  in  its  hierarchy.  I think  ffiat  it  is 
very  desirable  that  those  people  should  have  reasonable 
freedom  to  buy  and  to  sell  as  occasion  may  demand,  but 
it  should  be  something  on  which  the  broad  lines  of  policy 
have  been  cleared.  I do  not  know  whether  that  is  an 
adequate  answer,  but  I was  always  conscious  that  there 
were  very  expert  people  operating  in  the  Bank I 
occasionally  met  some  of  them  and  had  a very  high 
opinion  of  them.  But  I always  expected  that  Lord  Catto 
would  give  instructions,  or  bold  consultations  with  his 
experts,  and  that  they  would  act  in  accordance  with  the 
broad  lines  agreed  between  him  and  me. 

12477.  Would  you  have  a view  as  to  whether,  and  if 
so  to  what  extent,  the  quality  and  character  of  the  work 
done  by  the  Bank  differentiates  it  as  an  institution  from 

an  ordinary  Government  department? It  is  a different 

kind  of  expertise,  more  mixed  up  with  ffie  world  external 
to  the  Bank  than  most  forms  of  expertise  which  one 
finds  in  a Government  department ; but  I do  not  ffiink  this 
is  a very  fundamental  distinction.  Take  any  Ministry  you 
like : say  the  Ministry  of  Housing  and  Local  Government, 
over  which  I once  presided.  There  are  very  many  expert 
people  there  who  carry  out  relations  with  local  authorities 
and  so  on,  in  the  light  of  a general  policy  determined  by 
the  Minister  after  consultation  with  his  high  officials.  The 
Bank’s  is  a different  and  rather  more  outward  looking 
expertise,  but  I do  not  think  that  that  is  a fundamental 
difference.  The  Bank  and  large  departments  of  state  deal 
with  internal  affairs ; they  all  have  their  experts,  but  the 
Bank’s  experts  are  slightly  different  in  their  character  and 
their  range,  and  they  deal  with  a great  deal  of  external 
factors  which  are  not  so  prominant  in  a home  civil  depart- 
ment. That  is  as  far  as  I would  go  on  that. 

12478.  Mr.  Woodcock:  It  leaves  them  with  more  initia- 
tive than  an  orinary  civil  servant? A bit  more ; 

although  very  often  in  my  experience,  once  a Minister 
has  determined  the  broad  line  of  policy,  he  does  not  want 
bis  officials  to  be  running  back  to  him  on  every  particular 
case ; ffiat  becomes  a great  bore.  Certain  broad  plans, 
pCThaps  as  a result  of  a Cabinet  decision,  are  communicated 
by  the  Minister  to  his  staff,  and  the  staff  are  expected  to 
operate  in  the  light  of  that  decision. 

12479.  The  Board  of  Inland  Revenue,  which  again 
executes  Government  policy,  has  less  initiative,  less  free- 
dom, because  it  is  more  a routine  matter.  There  is  less 
expertness  in  the  sense  we  are  speaking  of  expertness ; 

less  precise  or  fine  knowledge  of  the  law? It  is 

different,  but  I do  not  fliink  it  is  very  fundamental.  You 
will  find  similar  differences  as  between  different  civil 
departments. 

12480.  In  your  answer  to  question  5 you  are  quite 
explicit  about  the  Chancellor’s  responsibility  to  Parlia- 
ment?  ^Yes.  I think  it  is,  as  a general  rule,  bad  that 

permanent  officials  should  be  confronted  with  Members 
of  Parliament  officially.  Many  Members  of  Parliament  do 
not  understand  the  rudiments  of  the  thing.  They  go  away 
very  often  with  very  confused  ideas,  and  the  oflScial  is 
put  in  a very  compromised  and  difficult  position.  That 
happens  even  now  with  the  Committee  of  Public  Accounts 
where  the  practice  is  for  an  official  not  accompanied 
by  a Minister  to  appear  before  a miscellaneous  group 
of  Members  of  Parliament  and  be  questioned.  It 
is  quite  true  that  the  official  can  say:  “ I am  not  here  to 
answer  on  policy  ”,  but  he  is  put  in  a difficult  position, 
and  I would  like  to  discontinue  that. 

12481.  Chairman : 1 spent  weeks  of  my  life  in  the  war 
each  year  answering  questions  of  Members  as  to  why  I 

had  done  something  the  Minister  had  decided  on. One 

is  co^ronted  with  two  very  different  elements.  The 
Minister  after  all  has  a dual  role.  He  normally  is,  or  has 
been,  a Member  of  the  House  of  Commons,  and  has 
moved  in  that  world  ; then  he  becomes  a Minister  and  he 
learns  to  swim  in  another  pond  in  relations  with  officials 


and  in  making  policy.  If  you  are  dealing  with  a 
miscellaneous  body  of  M.P.s_,  I do  not  thiTik  that  it  is 
reasonable  to  expect  an  official  to  carry  on  debate  with 
them ; and  it  is  difficult  for  the  offlcid,  though  the 
Chairman  may  help  him,  to  refuse  to  answer  questions 
that  are  put.  The  natural  channel  of  information  for 
M.P.s,  is  via  Ministers,  either  through  open  debate,  or 
parliamentary  question,  or  private  representations  behind 
the  scenes  and  conferences  with  Ministers.  I do  not 
believe  in  interpolating  either  Bank  officials  or  civil 
servants. 

12482.  Mr.  Woodcock:  The  Chancellor  will  have,  on 
your  answer,  a responsibility  to  answer  for  the  expert 
activities  of  the  Bank  officials.  Suppose  that  some  member 
asks  some  question  as  to  why  certain  things  were  done 
in  the  market ; in  your  view  can  the  Chancellor  answer 

that? Certainly.  He  will  say  that  it  is  against  the 

public  interest  to  answer  the  question. 

12483.  Is  that  good  enough? 1 would  often  have 

authorised  such  an  answer  ; there  must  be  over  the  opera- 
tion of  the  central  bank,  whether  nationalised  or  not 
certain  veils  which  must  not  be  lightly  brushed  aside. 

12484.  Sir  John  Woods:  You  say  that  there  should  be 
frequent  contact,  regular  exchange  of  information,  and 
frank  discussion  between  high  officials  of  the  Treasury 
and  the  Bank.  Of  course  there  will  obviously  be  day- 
to-day  discussions  between  the  head  of  the  home  ^ance 
division  of  the  Treasury  and  the  Chief  Cashier  about 
Exchequer  financing,  operations  conducted  by  the  Bank 
in  rdation  to  debt,  and  so  on ; but  do  you  feel  that  there 
ought  to  be  exchange  of  information  and  discussion  con- 
tinously  on  a wide  front  about  monetary  policy  as  a 
whole,  and  perhaps  other  things,  the  general  economic 

trend  of  the  country? ^I  am  inclined  to  tffink  so.  I 

am  tentative  about  all  this,  because  I do  not  know  with 
great  precision,  what  the  present  framework  of  discussion 
is,  how  often  and  how  frankly  they  meet,  but  I am 
inclined  to  think  that  personal  relationships  ought  to  be 
very  firm  and  frank  between  the  top  Treeisury  and  the 
top  Bank  officials. 

12485.  Over  the  period  when  you  were  Chancellor 
did  you  feel  that  there  was  sufficient  contact  and  close 
relationship  between  the  Treasury  and  the  Bank  over 

this  wide  field  or  not? My  impression  was  that  they 

were  not  quite  close  enough  or  frequently  enough 
together.  I do  not  want  to  put  this  with  any  great 
firmness,  because  it  is  a question  of  recalling  things  which 
happened  some  time  ago,  but  my  general  impression  is 
that  I did  occasionally  try  to  encoiurage  /both  sides  to 
meet  the  other  rath^  more  ofitrai.  I would  some- 
times say  to  the  Treasury : “ Have  you  discussed  this  with 
the  Bank?  ” and  contrariwise.  I have  a general  impres- 
sion that  they  might  usefully  see  more  of  one  another 
and  cover  a wider  field  than  they  normally  do. 

12486.  One  further  question,  if  I may,  which  is  not 
within  your  actual  knowledge  as  Chancellor.  The 
Economic  Section  now  comes  within  the  Treasury  and 
is  part  of  the  Chancellor’s  own  responsibility.  Do  you 
think  that  it  would  be  advantageous  if  there  were  regular 
meetings  between  the  Treasury  and  the  Bank  including 

the  head  of  the  Economic  Section? ^Yes,  certainly  I 

would  bring  them  in.  I am  not  familiar  in  great  detail 
with  the  latest  developments.  The  Econoanic  Section 
existed  in  the  war ; I came  in  contact  with  it  when  I 
was  President  of  the  Board  of  Trade.  Provided  that  it 
is  wen  manned  and  that  there  are  competent  people 
there  who  have  something  useful  to  say,  and  who  are 
not  too  distantly  academic  or  too  argumentative  when 
time  is  short  (and  those  are  both  rather  important  con- 
ditions when  you  bring  outside  people  in)  I would  think 
that  the  head  of  the  Economic  Section  and  his  staff  ought 
to  be  well  in  the  front  of  consultations  and  officially  sit 
in  on  most  important  occasions. 

12487.  Mr.  Jones:  Would  this  be  the  right  summing 
up  of  your  idea  on  the  position  of  the  Bank  in  relation 
to  the  Treasury,  particularly  having  regard  to  what  you 
have  said  here  this  morning,  that  within  the  realm  of  the 
activities  of  the  Central  Bank,  the  Bank  should  take  a 
course  according  to  its  own  initiative,  but  in  this  it  must 
not  be  enabled  to  depart  in  any  way  from  the  over-all 
policy  control  of  the  Chancellor  who  is  responsible  for 
the  national  economy?— ="Yes.  It  is  a question  of  where 
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to  draw  the  line.  There  are  matters  on  which  the  Chan- 
cier must  specifically  make  up  his  mind,  after  consulta- 
tions no  doubt  with  the  Bank  and  the  Treasury  and  other 
people,  and  ecpress  his  mind,  perhaps  in  a minute,  per- 
haps in  conversation.  Wherever  he  gets  that  far,  and 
his  mind  is  positive,  my  view  is  that  the  Bank  must 
conform.  In  that  re^)ect  I draw  no  distinction  whatever 
between  the  Bank  of  England  and  the  ordinary  Govern- 
ment department.  On  important  issues  of  policy  the 
Chancellor  of  the  Exchequer  must  be  master,  putting  it 
very  crudely.  Subject  to  that,  there  are  all  sorts  of 
minor  or  consequential  matters  on  which,  once  the  broad 
line  of  pohcy  has  been  determined,  the  Chancellor  has  not 
the  time  to  be  continually  arbitrating  and  giving  views. 
Matters  must  run  at  that  stage  within  the  fiamework  of 
policy  laid  down,  and  he  must  leave  it  to  the  Bank  or  the 
Treasury,  or  the  two  combined,  to  work  out  how  in 
particular  situations  the  particular  policies  apply. 


12488.  Having  regard  to  the  re^onsihilities  of  the 
Bank  in  international  affairs,  and  in  the  management  of 
sterling,  and  remembering  that  Britain  is  the  nerve  centre 
of  the  sterling  area,  would  you  see  any  difference  between 
the  Bank  in  its  day-to-day  activities  and  the  position  of 
a Government  department  in  its  day-to-day  activities? 

1 do  not  know  that  there  would  be  a profound 

difference  of  principle.  Of  course  the  continual  main- 
tenance of  the  value  of  the  pound  is  a very  technical 
matter,  and  a great  deal  of  it  must  be  handled  from  day 
to  day  by  expert  people  in  the  Bank,  subject  to  discus- 
sions all  the  time  with  the  Treasury,  and  whai  necessary 
with  the  Chancellor.  They  have  their  expert  people  in 
the  Bank,  and  this  is  an  example  of  the  kind  of  thing 
which  they  handle  with  great  knowledge.  Once  the 
broad  line  is  laid  down  they  do  have  freedom  from  day 
to  day  to  execute  it,  and  it  will  generally  be  known 
that  they  have  that  freedom  from  day  to  day. 


12489.  There  is  very  little  difference,  then,  between  the 
position  of  a Government  department  and  that  of  the 

Bank  on  these  day-to-day  questions? ^No  fundamental 

difference. 


12490.  Chairman:  It  has. been  put  to  us  that  in  the 
monetary  field  it  is  peculiarly  hard  to  isolate  policy  from 
operations,  that  there  is  some  unreahty  in  your  picture 
of  broad  policy  laid  down  in  the  Treasury  and  the 
execution  of  it  carried  out  by  the  Bank,  and  that,  if  your 
general  idea  is  carried  out,  it  means  that  the  Chancellor, 
or  the  Treasury  on  his  behalf,  has  to  have  pretty  well 
day-to-day  control  over  what  is  going  on.  Do  you  see 

any  force  in  that? It  is  true  on  important  issues  of 

policy.  Obviously  it  is  the  duty  of  the  Treasury  to  watch 
the  maintenance  of  the  pound,  the  fluctuations  in  the 
exchange  market,  and  so  on ; even  if  the  Bank  of  England 
experts  are  carrying  out  operations  designed  to  maintain 
the  pound,  or  hinder  speculation  in  sterling,  the  Treasury 
must  watch  it  steadily.  Quite  often  the  Chancellor  may 
be  active,  particularly  if  things  are  going  very  badly.  I 
am  thinking  of  September  of  last  year  ; he  would  obviously 
have  spent  a lot  of  time  every  day  on  that,  I would  think. 
But  when  things  are  not  in  a very  tense  condition  very 
often  the  thing  would  run  along  fairly  smoothly.  But  I 
do  not  want  to  be  at  all  dogmatic  about  this.  I am 
concerned  with  the  general  relationships  and  where  you 
can  draw  a line  between  a political  intervention,  perfectly 
legitimate  in  its  own  field,  and  the  running  of  flie  machine 
when  the  Chancellor  is  thinking  of  something  else,  or  is 
away  for  the  week-end.  Very  often  he  can  safely  thmk 
of  something  else  or  be  away  for  the  week-end,  but 
suddenly  it  may  all  change. 


12491.  Professor  Sayers:  These  examples,  and  those 
suggested  by  other  members  of  the  Committee,  have  been 
drawn  on  the  whole  from  the  external  side.  I wonder  it 
you  would  comment  on  the  distribution  of  work  between 
the  Treasury  and  the  Bank,  and  the  extent  to  which  there 
is  contact  between  them,  on  questions  of  debt  manage- 
ment Would  what  you  have  just  said  apply  to  questions 

of  debt  management? Yes.  Initially  debt  management 

is  a Treasury  function.  The  Bank  of  England  m my  view 
is  fully  entitled  to  express  views  from  time  to  time,  hut  it 
is  notorious  in  the  light  of  history  that  when  dealing  with 
conversion  operations  the  Treasury  put  high  m the  priori- 
ties the  reduction  of  the  total  of  the  debt  charge  There 
have  been  conflicts  from  time  to  time  beWeen  the  Bank 
and  the  Treasury,  when  it  has  been  thought  by  the  Bank 


that  the  Treasury  was  taking  a rather  too  narrow  view, 
thinking  rather  too  much  about  some  slight  cheapening 
of  money  with  a view  to  reducing  the  burden  of  the 
debt  charge.  What  I say  about  the  need  for  consultation 
and  contact  applies  equaUy  here,  except  that  here,  as  a 
rule,  it  is  the  Treasury  which  is  the  primary  propounder 
of  policy. 

12492.  How  far  in  the  early  post-war  years  was  there 
a genuine  meeting  between  high  officials  of  the  Treasury 
and  high  officials  of  the  Bank  on  questions  of  debt 

management?  Was  it  discussed  in  your  presence? ^Yes, 

much  more,  and  more  often,  than  many  people  might 
have  supposed.  It  would  be  improper  for  me  to  quote 
people  and  occasions,  but,  speaking  broadly,  the  idea  that 
when  I was  Chancellor  I was  pursuing  an  independent 
personal  policy  aimed  at  cheaper  money,  and  that  I was 
doing  this  in  the  face  of  the  united  opposition  of  the  Bank 
and  the  Treasury,  is  a complete  illusion.  On  such  matters 
I always  thought  it  right  to  bring  the  Treasury  and  the 
Bank  together  into  consultation,  and  I remember  several 
extremely  interesting  talks  in  which  there  was  no  very 
great  difference  at  the  end  of  the  day  between  the  two 
of  them. 

12493.  I am  interested  to  know  that  my  teaching  on  this 
has  been  correct!  You  would  say  that  in  that  period 
this  was  a subject  which  was  constantly  under  joint 
review? ^Yes. 

12494.  And  would  you  agree  that  this  is  a subject  in 
which  it  is  very  difficult  to  separate  policy  decisions 
from  day-to-day  operation? ^Yes,  certainly  it  is  diffi- 

cult ; a number  of  day-to-day  operations  are  relatively 
speaking  so  important  that  they  are  discussed  as  though 
they  were  policy  decisions.  H I can  make  the  point 
that  may  be  in  your  mind,  when  the  decision  was  taken 
to  issue  the  stock  now  affectionately  called  by  my  name 
in  place  of  the  convertible  local  loans,  I thought  it  neces- 
sary to  have  both  the  Bank  and  the  Treasury  with  me 
for  considerable  consultations,  and  that  did  become  an 
isolated  question  of  policy.  1 had  declared  on  behalf 
of  the  Government  that  we  should  have  as  low 
rates  of  interest  as,  talcing  everything  into  account,  could 
be  achieved,  and  that  the  economies  arising  from  that, 
and  the  stimulations  of  the  economic  system  at  various 
points  arising  from  that,  were  very  important,  particularly 
in  a period  of  transition  from  war  to  peace.  Not  only  on 
the  conversion  of  the  local  loans  stock,  but  on  various 
other  matters  affecting  rates  of  interest,  and  what  we  did 
on  the  maturity  of  certain  securities,  I thought  it  was 
most  necessary  to  talk  it  over  with  both  these  high  authori- 
ties. I remember  in  particular  the  key  consultation  which 
led  to  the  final  decision ; I had  a conference,  of  which  I 
have  a vivid  memory,  at  which  high  officials  of  the  Bank 
of  England  and  the  Treasury  were  both  present,  and  at 
the  end  complete  accord  was  reached. 

■ 12495.  You  say  high  officials  of  the  Bank ; would  that 

go  beyond  the  Governor  and  Deputy  Governor? 

No  officials  of  the  Bank  of  England  other  than  the 
Governor  and  Deputy  Governor  ever  came  officially  to 
conferences  with  me.  I met  some  of  them  off  stage 
or  informally,  but  whenever  I wanted  to  discuss  policy 
it  was  the  Governor  and  Deputy  Governor  who  came ; 
and  whenever  I wanted  joint  discussion,  four  or  five 
of  the  principal  officials  at  the  Treasury  may  have  come, 
but  it  was  the  Governor  and  Deputy  Governor  alone 
who  came  from  the  Bank.  It  may  have  been  just  a 
transient  arrangement  in  my  time.  There  was  no  m- 
herent  reason  why,  if  I had  said : “ I would  like  Mr. 
So-and-So  from  the  Bank  ”,  he  should  not  have  come ; 
but  in  fact  they  did  not. 

12496.  Do  you  happen  to  know  whether  in  the  years 
immediately  after  you  left  the  Exchequer  these  contacts 
and  continuous  discussions  continued  on  this  subject? 

1 cannot  answer  that  with  any  knowledge.  I would 

be  surprised  if  they  did  not.  I was  immediately 
succeeded,  you  will  recaU,  by  Sir  Stafford  Cripps,  whom 
unhappily  you  cannot  call  as  a witness.  The  contrast 
between  my  policy  in  the  years  1945  to  1947  and  Sir 
Stafford  Cripps’  policy  in  the  following  years  until  1950 
has  been  exaggerated  by  many  ill-instructed  commen- 
tators. In  fact  he  and  I (and  a close  study  of  the  detail 
will  bear  this  out)  were  very  close  together  in  the  policy 
which  we  were  pursuing,  and  I would  not  think  that 
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ia  a matter  like  this  he  would  be  the  kind  of  person 
who  would  have  less  frequent  consultation  with  the  two 
groups  of  high  experts  than  I had. 

12497.  Mr.  Woodcock:  When  you  saw  the  Governor 
or  the  Deputy  Governor  could  you  judge  whether  the 
view  they  were  giving  you  was  a majority  view,  or  just 
their  views,  or  if  there  was  a difference  of  opinion  in 

the  Bank  as  a whole? ^Lord  Catto  never  told  me 

either  that  he  was  having  difficulties  on  the  Court,  or 
that  the  Court  warmly  endorsed  his  opinion.  Nor  did 
I encourage  that,  because  my  view  was  that  Lord  Catto 
was  the  person  with  whom  I was  primarily  concerned. 
You  can  infer  from  some  of  my  answers  to  your 
questions  that  in  my  opinion  the  other  members  of 
the  Court  have  from  time  to  time  had  rather  too  high 
a status  relatively  to  the  Governor  and  the  Deputy 
Governor,  but  not  in  Lord  Catto’s  time.  Though  Lord 
Catto  had  a very  different  type  of  personality  from 
edther  Lord  Norman  or  Lord  Cunliffe  yet  I think  that 
he  dominated  his  Court  pretty  effectively  in  my  tune. 
I do  not  think  that,  if  Lord  Catto  had  made  up  his  tmnd 
that  something  should  be  done,  his  Court  would  have 
' deflected  him  from  it. 


12498.  Chairman : Do  you  see  any  drawback  in 
general  in  the  Governor  being  able  to  tell  you  that  ms 
view  is  supported  or  not  supported  by  people  of  stand- 
ing on  the  Court? My  inclination  is  to  treat  the  top 

men,  in  this  case  the  Governor  and  the  Deputy  Governor, 
as  being  the  primary  exponents  of  the  opinion  of  the 
Bank,  in  'die  same  way  as  in  a Government  department 
one  would  ask  the  Permanent  Secretary  for  his  view, 
and  one  would  not  say:  “Does  everybody  aU  do^ 
the  line  agree  with  this?  I think  that  a Minister 
Should  deal  with  his  Permanent  Secretary ; oth«wise 
there  is  confusion  of  contact.  I would  distingui^  be- 
tween private  and  informal  discussions  with  officials  and 
the  presentation  of  the  departmental  view  ; and  I think 
the  presentation  of  the  view  of  the  Bank  should  norm- 
allv  and  very  nearly  exclusively,  come  from  tne 
Governor  and  Deputy  Governor.  The  Governor  and 
Deputy  Governor  ought  to  be  prepared  and  able,  and 
it  should  not  be  thought  wrong  or  improper  for  them, 
to  go  straight  to  the  Chancellor,  without  the  Court  having 
been  fuly  consulted  and  invited  to  vote  on  whether  or 
not  they  agree  with  the  Governor.  I am  thin^ng  here 
again  of  September  1957;  I was  impressed  by  &e 
evidence  before  the  Parker  Tribunal  of  Mr.  Cobbold, 
a very  conscientious  and  able  man ; I say  nothing  in 
criticism  of  him  at  all.  But  it  seems  that  a tradition  had 
grown  up  which  obliged  him,  before  putting  the  very 
important  question  whether  they  should_  recornmend  a 
7 per  cent.  Bank  Rate,  to  collect  the  opinions  individu- 
ally It  would  have  been  " excessively  inconvenient  , he 
said*  if  there  had  been  a majority  against  him;  I «io  not 
think’ that  he  ought  to  feel  in  that  situation.  I think  that  he 
and  the  Deputy  Governor  ought  to  have  the  acknow- 
ledged right  to  make  direct  recommendatmns  to  the 
Chancellor  without  reference  to  the  views  of  the  Court 
The  Court  should  be  there  to  advise  the  Governor, 
he  would  no  doubt  see  them  and  ask  members  whe  to 
thev  took  this  or  that  view ; but  I do  not  Aink  that 
their  vote  should  be  required  to  be  recorded.  I can 
quote  a statement  that  L^rd  Catto  made,  not  to  me 
but  to  one  of  the  members  of  the  Court  who  repeated 
it  to  me-  “You  may  wonder  why  sometimes  at  the 
meeting  of  the  Court  matters  which  you  think  very  im- 
portant are  not  mentioned  at  all  and  are  not  on  the 
agenda  That  is  because  these  are  matters  which  I discuss 
direct  with  the  Chancellor  of  the  Exchequer  and  I do  not 
mention  to  the  Court  That  is  quite  healthy,  assuming 
a Governor  who  has  discretion  and  good  judgment. 

12499  Professor  Cairncross:  You  discussed  the  re- 
lationship between  the  Bank  and  the  Treasury,  but  I do 
not  think  YOU  have  made  any  reference  to  the  relationship 
hetween  the  Bank  and  other  Government  departments. 
Do  vou  envisage  that  there  should  be  any  direct  relations 
between  the  Bank  and  departments  like  the  Bo^d  of 
Trade  or  do  you  think  they  should  always  pass  through 
TrcasOT?— It  ■■‘‘‘I  °“tirr=<i  » me  that  there 
was  very  often  any  occasion  for  contacts  with  other 
departments  than  the  Treasury.  Could  you  help  me  by 

• S«  Proceedings  of  the  Tribunal  appointed  to  inquire  into  alle- 
eatiowthat  information  about  the  raising  of  Bank  Rate  was  mprop- 
erfy  disclosed  Qn.  8051. 


giving  me  an  example  of  the  sort  of  thing  you  have  in 
mind? 

12500.  I think  it  would  be  recognised  today  that  the 
problem  of  inflation  is  tied  up  to  some  extent  wth  *e 
problem  of  wages,  and  therefore  is  a responsibihty  that 
comes  in  a certain  direction  under  the  Minister  of  Labour ; 
and  it  would  also  be  recognised  that  the  problem  of 
higher  economic  policy  involves  commercial  policy  in  the 
sense  in  which  the  Board  of  Trade  deals  with  it,  exchange 
controls,  Bank  Rate,  and  so  on.  It  is  in  f^t  rather 
difficult  to  form  a general  view  of  monetary  pohcy  with- 
out having  regard  both  to  labour  matters  and  to  com- 
mercial matters.  There  is  not,  as  I understand  it,  at 
present  any  direct  contact  between  die  Bank  of  En^and 
and  either  the  Ministry  of  Labour  or  the  Board  of 
Trade  Do  you  think  it  might  be  of  advantage?  To  take 
a specific  case,  would  you  see  advantage  in  having  on  die 
joint  committee  of  high  officials  which  you  ^opose  some- 
one coming  from  a department  outside  the  Treasury,  such 

as  the  Board  of  Trade? ^Not  necessanly.  Once  one 

outsider  is  let  in,  all  the  others  .batter  on  the  door,  as 
everybody  here  who  has  had  expenence  of  a department 
knows,  and  in  the  end  it  may  become  a public  meeting 
which  was  not  what  was  intended.  But  subject  to  reason- 
able caution  and  control  of  numbers,  I do  not  see  any 
objection  to  that,  though  it  had  not  occurred  to  me  that  it 
would  be  useful  to  put  the  Bank  and  other  GovOTiment 
departments  than  the  Treasury  into  anything  hke  regular 
close  contact.  I would  have  thought  that  the  best  course 
would  be  for  the  other  departments  to  get  the  Banks 
view  as  part  of  the  Treasury  view,  which  woffid  be 
the  view  given  as  from  the  Treasury,  although  it 
have  been  modified  in  its  formulation  by  the  view  ot  the 
Bank. 


12501  It  puts  considerable  responsibility  on  the 
Treasury  official  if  he  has  to  show  insight  both  into  what 
the  Board  of  Trade  may  be  thinking  and  what  ffie  Bank 

of  England  are  thinking? do  not  want  to  be  at  aU 

dogmatic  on  this.  I had  not  thought  about  this  aspect. 

If  there  was  a Board  of  Trade  representative  of  any  joint 
committee  that  was  set  up,  that  woffid  not  be  the  same 
thing  as  having  relations  between  the  Board  of  Trade 
and  the  Bank  wifliout  the  Treasury  bemg  in  the  picture ; 
that  is  something  I would  be  rather  suspicious  of. 

12502.  Lord  Harcourf.  Some  time  ago  you  said  that 
YOU  would  think  it  perfectly  proper  for  the  Governor  of 
the  Bank  to  make  representations  to  you  on  fiscal  matters 
if  he  thought  that  some  alteration  was  necessary  to 
support  monetary  policy  [Qn.  12464].  In  view  of 
intCTaction  of  monetary  action  and  fecal  action 
would  you  consider  it  advisable  ox 
the  Governor  or  Deputy  Governor  should  sit  m vnth  the 
officials  concerned  with  the  preparauon  of  plans  tor  the 
Budget  in  order  to  inject  his  views  early  on  in  toe 

formulation  of  policy? ^I  would  not  have  strong 

objection  to  that ; but  it  would  need  handling  with  a mtle 
caution.  I did  not  discuss  the  Budget  in  general  wffi 
the  Bank  people.  The  preparation  of  a 
through  many  stages,  and  this  will  vary  very  much  accord- 
i„g  to  the  habits  of  the  partcular  I 

Exchequer  and  the  recommendations  of  the  omci^s.  i 
™uld  not  think  it  harmful  at  all  ; and  J ™ 
sure  that  it  did  not  happen  m my  time  in  the 
before  one  came  to  the  stage  of  considering  drtaiM  tali 
changes.  One  cannot  be  positive  about  these  *'”8".  “ 

: do  not  think  that  it  ivould  work  very  well  ''5'^ 
senlatives  of  the  Bank  below  the  Dcpu^  °° 
be  mixed  up  in  Budget  discussions,  even  at  an  early  stag  . 
It  is  largely  a question  of  personalities. 

12503.  Clmman:  Perhaps  we  oi^t  to  look  at  yom 
answers  to  questions  9 and  10.  which  deal  C 

time  directors  and  the  methods  of  selection.  If  I foho» 
yonr  plan  of  what  the  Treasury-Bank  relationship  should 
be,  it  would  not  leave  very  much  for  the 

jJq7 ^xhey  can  advise  the  Governor  and  the 

Governor,  attend  regular  meetings  once 
available  for  luncheon,  or  for  a 

want  them  to  have  power  to  outvote  the  Governor  and 
Deputy  Governor. 

12504.  And  therefore  there  are_  yiite  a ‘5’'”nnt 
following  up  Lord  Catto’s  line,  which  m fact  would  not 
come  before  the  Court  at  all  because  they  were  so  import- 
ant?  ^Exactly. 
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{Continued 


12505.  And  I suppose  that  it  would  follow  that  he  really 
would  not  be  taking  much  advice  even  informally  about 

these  things? That  would  be  a matter  for  his  own 

judgment;  I do  not  think  one  can  generalise.  It  might 
well  be  that  a Governor  would  have  particular  confidence 
in  one  or  two  members  of  the  Court,  and  might  perhaps 
take  their  advice  rather  more  often  and  listen  rather  more 
attentively  to  what  they  said  than  to  certain  others ; but 
one  cannot  lay  down  any  general  rule. 

12506.  They  should  be  at  his  call  and  selection? ^Yes. 

I am  anxious,  as  I have  said,  within  the  Court  to  enhance 
the  status  of  the  Governor  and  Deputy  Governor,  and 
there  is  a reason  for  this  which  I have  not  brought  out, 
but  which  I might  just  summarise.  I have  suggested  that 
it  might  be  better  if  the  Governor’s  term  of  appointment 
was  shorter,  say  two  years  instead  of  five.  I am  very 
tentative  about  it ; I did  not  think  so  at  the  start,  but 
I think  fiiat  it  might  be  a good  thing.  When  I have 
mentioned  this  to  other  people  they  have  asked  me  whether 
I thought  that  there  might  not  be  a disinclination  on  the 


part  of  able  and  suitable  people  to  take  on  the  Governor- 
ship or  Deputy  Governorship  for  so  short  a term,  even 
although  it  would  be  subject  to  reappointment.  I am 
emphasising  the  enhancing  of  the  status  of  the  Governor 
and  the  Deputy  Governor  in  relation  to  other  members  of 
the  Court  not  only  because  I think  it  would  be  desirable 
in  itself,  but  also  because  it  would  work  a little  bit  against 
any  widespread  disinclination  to  take  on  the  Governorship 
for  a short  term.  It  would  be  appreciated  in  the  relevant 
circles  if  this  came  into  effect  that,  although  the  Governor 
had  a minimum  period  of  two  years,  which  might  or  might 
not  be  renewed,  none  the  less  during  those  two  years  he 
would  have  greater  powers  in  some  respects  than  his 
predecessors  have  enjoyed,  at  any  rate  on  paper.  It  would 
be  a matter  of  balancing  the  argument  in  favour  of  the 
shorter  term. 

Chairman : Thank  you  very  much.  Mr.  Dalton ; we 

are  much  obliged  to  you.  It  has  been  very  interesting. 

I am  very  much  obliged  to  you. 


{The  witness  withdrew) 


I.  J.  Pitman,  Esq.,  M.P.,  called  and  examined. 


12507.  Chairman:  Good  morning,  Mr.  Pitman.  Tbank 
you  for  coming,  and  for  the  paper*  which  you  have  kindly 
prepared  for  us,  which  does  a great  deal  to  enable  us  to 
know  what  your  views  are.  I believe  that  it  would  be 
simplest  if  we  took  it  page  by  page  and  saw  whether 
there  are  any  questions  from  members  of  the  Committee. 
But  first  we  ought  perhaps  to  establish  your  status  as  a 

witness  for  the  record? Mr.  Pitman : As  you  are  aware, 

I am  a Member  of  Parliament ; I was  a director  of  the 
Bank  of  England  for  a few  years  at  a period  when  _we 
were  at  war  and  immediately  afterwards.  No  question 
of  a change  in  the  Bank  Rate  occurred  during  that  time, 
nor  1 imagine  could  it  have  done ; so  I have  had  no  ex- 
perience whatever  from  that  angle.  For  part  of  the  time 
during  which  I was  a director  of  the  Bank  of  England  1 
was  also  Director  of  Organisation  and  Methods  at  the 
Treasury,  when  the  job  was  first  set  up.  So  1 had  a parti- 
cularly close  view  of  the  organisation  of  the  civil  service, 
and  I came  away  with  a very  great  admiration  for  that 
organisation. 

12508.  Now  would  you  be  good  enough  to  enlarge  on 
your  theme  in  paragraph  4?  You  seem  to  me  at  one 
stage  of  your  argument  to  be  saying  that  one  cannot  have 
a system  under  which  policy  is  laid  down  by  one  person 
in  charge  of  one  organisation  and  left  to  be  earned  out 
by  another  person  in  charge  of  another.  I can  under- 
stand the  point  that  in  monetary  operations  it  is  peculiarly 
difficult  to  separate  one  from  another,  but  are  you  putting 
it  as  widely  as  that  as  a general  principle  of  organisation? 

Yes,  I am.  I accept  the  point  that  one  can  give 
broad  and  general  terms  of  reference  and  that  those  can 
cover  policy,  but  I think  the  real  remedy,  if  something 
goes  badly  wrong,  is  to  sack  the  people  to  whom  one  has 
remitted  the  assets  and  the  job  with  those  limited  terms 
of  reference,  not  to  tell  them  that  on  the  2nd  December 
they  did  something  that  was  wrong,  or  tiiat  on  the  5th 
December  they  should  do  so  and  so  different.  I draw 
a clear  distinction  between  responsibility  and  answerability. 
On  the  one  extreme,  take  the  G.P.O. : responsibility  is 
complete  and  answerability  goes  with  it.  At  the  other 
extreme  there  is  the  judiciary,  whwe  there  ts  answer- 
ability in  the  sense  that  the  Lord  Chancellor  would  have 
to  answer  a question  if  a particular  judge  was  behaving 
scandalously  in  his  decisions.  In  between  there  are  cases 
like  the  BBC.  where  there  is  answerability  but  practically 
no  ministerial  responsibility,  though  more  responsibility 
than  there  is  for  the  judiciary.  With  the  Osal  Board  it  goes 
even  further.  I would  say  that  the  further  one  goes 
towards  the  extreme  of  responsibility  without  going  the 
whole  hog  on  responsibility,  the  worse  it  becomes. 

• Memoranda  of  Evidence  Part  XIII  No.  32. 


12509.  Sir  Oliver  Franks:  Responsibility  in  this  context 

being  ministerial  responsibility? Complete  and  utter 

responsibility,  as  in  your  position  at  your  bank  or  in  my 
position  in  my  company. 

12510.  Chairman:  You  gave  two  instances  which  you 
thought  would  be  an  impossibility,  of  somebody  corrected 
for  something  he  bad  done  before,  or  directed  on  some 
action  he  should  take  next  week.  Does  that  envisage  a 
situation  where  the  Government  declares  its  responsibility 
in  regard  to  that  branch  of  the  economy  which  is  con- 
cerned with  monetary  policy,  and  then  the  Governor  of  the 
Bank  of  England  is  recognised  as  overtly  responsible  for 

carrying  it  out?  Is  that  not  a vicious  arrangement? 

I think  that  one  can  give  to  the  man  responsible  terms 
of  reference  which  are  policy ; but  then,  having  given 
bim  that,  the  best  arrangement  is  one  in  which  he  and  his 
board  are  held  responsible  for  carrying  out  that  policy. 
If  they  do  not  do  it,  then  they  are  vulnerable  to  the  sack. 

12511.  The  only  sanction  is  getting  rid  of  th«n? 

Organisationally  that  is  the  only  acceptable  one.  The  case 
of  the  railway  fares  gives  an  Ulustration  of  what  happens 
when  one  departs  from  that  arrangement.  The  view  of 
the  Railway  Executive  was  that  they  ought  to  put  up  their 
fares ; they  were  charged  with  the  overall  responsibility 
of  making  ends  meet,  and  in  their  judgrnent  that  was  the 
way  of  doing  it.  The  Minister  and  Parliament  just  over- 
ruled them.  That,  it  seems  to  me,  tears  up  the  genuine 
responsibility  of  the  chief  executive  and  his  board. 

12512.  But  you  would  recognise  that  the  sanction  of 
getting  rid  of  the  important  figure  in  the  whole  set-up, 
and  his  board  if  necessary,  is  a very  extreme  one,  and 
might  well  inhibit  action  which  could  be  achieved  by  a 

milder  form  of  control? 1 appreciate  that ; equally  1 

appreciate  the  difficulty  of  a situation  in  which,  because 
they  do  not  like  a decision,  the  chief  executive  and  the 
whole  of  his  board  resign  en  bloc,  and  get  the  Minister  to 
move  Her  Majesty  to  appoint  a complete  fresh  lot,  in 
a context  in  which  no  expert  would  dream  of  taking  the 
job  because  it  was  obviously  unacceptable  to  his  technical 
peers.  Either  way  the  extreme  sanction  is  very  extreme. 
But  in  this  field  there  is  a great  deal  to  be  said  for  the 
informal.  It  is  only  when  one  comes  to  these  extreme 
cases,  which  are  always  a choice  between  two  nasty  alter- 
natives, that  anybody  is  even  aware  of  what  is  the  formal 
situation  behind  it.  I think  that  we  overestimate  the  need 
for  the  formdities. 

12513.  Yes;  on  the  other  hand,  it  is  for  the  situation 
where  the  crunch  comes  that  one  has  to  provide  in  advance 
what  the  relationships  are  to  be?— — ^Yes.  there  must  be 
the  formal  skeleton  in  the  background.  It  never  comes 
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into  day-to-day  operations,  and  it  is  only  brought  up  very 
reluctantly  when  the  crunch  does  come ; but  it  is  part  of 
the  climate  of  opinion  under  which  both  sides  approach 
the  issue. 

12514.  Sir  Oliver  Franks : It  seems  to  me  that  the  posi- 
tion which  you  are  outlining  pre-supposes  that  one  can 
lay  down  general  but  limited  terms  of  reference  and  then 
tell  the  man  on  the  job  to  get  on  with  it.  Axe  you  clpr 
that  the  sphere  of  monetary  policy  lends  itself  to  that 
treatment?  The  ebb  and  flow  of  demand  in  the  economy, 
and  therefore  the  risks  of  inflation  or  deflation,  are  always 
changing  in  time ; and  it  can  at  least  be  argued  that  one 
can  work  against  inflation,  or  expand  in  a deflaUonary 
situation,  either  by  monetary  or  by  fiscal  means,  and  that 
the  responsibility  of  the  Chancellor  for  the  regulation 
generally  of  the  economy  necessarily  involves  his  thiniang 
both  about  fiscal  matters  and  monetary  matters  if  he  is  to 
get  his  policy  right.  One  could  say  thaefore  &at,  given 
the  ebb  and  flow  through  time  and  the  meshing  of  the 
different  instruments  of  economic  policy,  it  is  very  difficult 
to  establish  clear  terms  of  reference  which  enable 
the  Governor  of  the  Bank  to  get  on  with  his  job.  T^e 
only  condition  that  I can  think  of  at  the  moment  in  which 
it  would  be  relatively  easy  to  establish  such  terms  of 
reference  and  let  him  get  on  with  his  job  would  be  u 
one  could  say  that  there  was  one  prime  object  for  which 
he  is  alone  responsible ; for  instance,  the  mmnteoance  of 
the  stability  of  the  currency.  Would  you  comment  on 
this  general  situation  I am  trying  to  describe? — —There 
is  one  very  important  element  which  is  essential  in  your 
premise,  and  that  is  that  there  shall  be  goodwill,  consul- 
tation and  day-to-day  give  and  take  between  two  people 
whose  objectives  are  so  clearly  very  similar.  I agree  that, 
so  far  as  inflation  is  concerned,  fiscal  policy  is  tremen- 
dously important ; on  the  other  hand,  I would  say  ffiat 
it  is  secondary  to  the  monetary  policy.  I believe  that 
we  tend  to  say  that  a thing  is  fiscally  inflationary  or 
deflationary,  overlooking  the  fact  that  that  depends 
entirely  on  the  monetary  point  of  view  at  that  time.  I 
have  often  argued  that  even  an  immediate  payment  of  all 
of  the  post-war  credits  need  not  necessarily  be  inflationary 
if  the  emotional  situation  is  that  everybody  says:  “Let 
us  tuck  this  away ; if  we  hold  it.  we  shall  be  able  to  buy 
things  at  much  less  cost  in  six  months’  time,  because  prices 
are  going  down.’’*  So  I feel  that  it  is  reasonable  to  say 
to  the  Governor  of  the  Bank  of  England  and  his  Court: 

“ Yours  is  the  job  of  doing  a good  technical  monetary 
job.  If  the  public  or  the  Government  get  emotional  and 
do  anything  which  affects  them  so  that  they  behave  in  a 
way  whdch  makes  money  behave  erratically,  then  it  is  your 
job  to  do  what  you  can  within  the  monetary  field  to 
correct  that  in  your  particular  function.  You  have  the  job 
of  keeping  ffie  value  of  sterling  reasonably  stable  so  that 
it  can  act  as  a measure  of  value  in  contracts  over  time 
amongst  the  people  in  Britain  and  the  many  people  over- 
seas who  are  dealing  in  sterling. 

12515.  Professor  Cairncross-.  You  are  pre-supposing 
that  this  is  a job  that  the  Governor  of  the  Bank  of  England 
can  do.  Suppose  that  inflation  is  brought  about  by  other 

circumstances? ^That  is  where  consultation  comes  in. 

T^e  Governor  has  to  say  to  the  Chancellor  “ I have 
done  all  I can  in  my  sphere.  The  baby  is  now  in  your 
lap.” 

12516.  Chairman:  You  were  not  assuming  that  the 
Governor  would  necessarily  be  successful  in  the  task 
allotted  to  the  Bank,  but  that  that  was  to  he  his  aim, 
and  he  was  to  do  what  he  could.  I think  that  Professor 
Caimcross  is  putting  it  to  you  that  under  modem  condi- 
tions it  is  likely  that  his  own  efforts  will  not  be  successfiil 
in  achieving  the  objectives  that  he  is  given.  What  is 

you  answer  to  that? ^If  I were  to  accept  that,  I should 

have  to  admit  that  we  were  on  a slippery  slope  which 
leads  inevitably  to  hell,  because  the  forces  towards 
inflation  are  so  great  that  unless  one  does  do  what  one  can 
to  stop  them  in  that  way  and  to  bolster  up_  the  fiscal 
with  the  monetary,  we  shall  have  prices  rising  or  the 
value  of  money  going  down  at  a rate  which  will  be 
more  than  the  slow  walk  which  people  talk  about. 

12517.  Professor  Caimcross:  Is  it  implicit  in  your 
position  that  there  is  a primacy  in  the  objective  of  stable 
money,  and  ttiat  the  responsibility  of  achieving  that  goal 

• Note  by  -witness;  In  such  a case  the  transfer  of  spending  power 
to  those  who  wish  to  save  from  a Government  which  pro  tanto  can 
thereby  spend  less  is  deflationary,  certainly  not  inflationary. 


rests  primarily  with  the  Bank  of  England? ^Yes  ; and 

I would  go  further,  and  say  that  I cannot  see  any  conflict 
of  interest  between  the  Bank  and  the  Chancellor. 

12518.  Chairman:  But  one  can  have  a situadon  in 
which  all  the  powers  which  the  Bank  possesses  in  the 
monetary  field  and  which  the  Government  possesses  in 
fiscal  and  other  fields  may  not  be  capable  of  preventing 

inflation? 1 should  doubt  it,  because  at  that  point  I 

feel  that  the  coincidence  of  interest  between  the  Bank  of 
England  and  the  Chancellor  would  be  so  great  that  all 
action  that  was  possible  would  in  fact  he  taken. 

12519.  Professor  Caimcross:  Would  you  agree  that 
if  the  action  necessary  to  stop  inflation  embraced  both 
what  the  Bank  of  England  did  and  what  the  Treasury 
did,  through  the  Budget  and  possibly  other  action  as  well, 
consultation  would  be  necess^  which  might  begin  some- 
what to  blur  the  responsibilities  of  the  Bank  of  England? 

^No,  I shoiild  have  said  that  the  two  could  be  very 

reasonably  separated.  They  would  not  however  be 
absolutely  separate;  it  would  be  like  the  point  where 
the  chocolate  ice  joins  the  vanilla  ice  in  a neapolitan  ice. 

I would  say  that  they  are  as  separate  as  that,  and  that  if 
the  items  which  are  necessary  to  create  the  money  to 
finance  tie  inflation  were  rigorously  restricted,  it  would 
come  to  a crisis  in  which  they  had  to  make  up  their  minds 
on  the  political  side  which  was  to  win. 

12520.  If  it  were  tme  that  all  the  action  taken  by  the 
Bank  of  England  and  all  the  action  taken  by  the  Treasury 
to  supplement  that  failed,  what  you  say  would  follow; 
but  if  the  action  were  alternative,  and  the  Chancellor  of 
the  Exchequer  preferred  to  see  the  fiscal  weapon  used 
rather  than  the  monetary  weapon  because  he  believed 
it  to  be  quite  sufficient  for  ffie  purpose,  would  there  not 
then  be  conflicts  of  responsibility  implicit  in  the  situation 
that  you  were  describing? ^No  ; immediately  the  Chan- 

cellor took  any  deflationary  action  which  met  that  situa- 
tion, there  would  be  automatic  contraction  by  the  Bank 
of  England  of  those  elements  which  were  manufacturing 
money  for  the  inflation.  As  I say,  there  would  be  con- 
stant consultation  going  on  at  the  same  time  in  a field 
in  which  the  interests  of  both  are  identical. 

12521.  I suspect  that  you  are  turning  the  job  of  the 
Bank  of  into  somettung  more  automatic  than  it 

is.  If  you  say  that  action  by  the  Treasury  dispenses  the 
Bank  of  England  from  acting,  it  may  in  one  sense  be 
true;  but  it  does  not  preclude  the  Bank  from  acting 

nevertheless? 1 accept  that ; but  you  were  postulating 

a situation  in  which  the  fiscal  action  is  so  effective  that 
it  produces  amongst  the  public  a deflationary  action  of 
a very  considerable  nature,  in  which  case  I would  say 
that  the  action  of  the  Bank  of  England  becomes  that  of  a 
spring  which  naturally  contracts  or  expands  as  the  pressure 
upon  it  is  altered. 

12522.  This  postulates  that  the  Treasury  is  anxious  that 
the  Bank  should  not  make  use  of  the  monetary  weapon 
in  these  circumstances ; but  I am  afraid  that  nommg 
persuades  me  that  they  would  not,  even  though  the  fiscal 

weapon  might  be  being  exercised? ^That  is  a pohtical 

decision. 

12523.  Does  it  not  mean  that  the  responsibility  con- 
ferred on  the  Governor  cannot  be  absolute  and  deter- 
mined exclusively  by  one  primary  aim  which  is  put  to 
him  on  this  point?  The  consultations  which  follow  are 
surely  of  a character  in  which  alternatives  have  to  be 
considered,  and  the  Governor’s  responsibility  becomes 

rather  indefinite? ^This  amounts  really  to  a difference 

of  opinion  as  to  whether  or  not  the  neapolitan  ice  can 
exist  without  the  mixture  of  the  two. 

12524.  Chairman:  But  you  would  agree  with  much 
of  what  has  been  put  to  you,  I think?  Consultations 
are  inevitable  so  that  each  may  know  what  the  other 

is  doing? ^Yes,  that  is  file  vepr  essence  of  the  thing. 

I could  not  imagine  anybody  being  either  Chancellor  or 
Governor  of  the  Bank  of  England  unless  they  did  live 
in  ffiat  constant  happy  marriage.  Moreover  I am  postu- 
lating that  the  only  difference  comes  when  there  are 
two  thoroughly  bad  courses  to  choose  between,  so  that 
one  will  be  very  uneasy  whichever  way  the  decision  is 
taken.  I want  to  emphasise  that  I believe  there  is  a 
case  for  saying  that  of  the  two  organisations  the  ideal 
is  the  one  where  the  Chancellor  says  to  the  Governor: 
“You  have  got  the  job  of  deciding  this,  and  I have 
got  the  job  of  sacking  you’’.  At  the  present  moment 
it  seems  to  me  that  it  is  the  other  way  round;  the 
Chancellor  has  the  job  of  making  the  decision,  and  the 
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Governor  has  to  send  telegrams  all  over  Scotland  asking 
people  whether  or  not  they  are  prepared  to  lead  a major 
revolt  if  they  really  cannot  stomach  this. 

12525.  You  put  that  situation  in  your  paper  as'  if  it 
was  a factual  one.  Are  you  putting  it  hypothetically 

or  not? When  I was  with  the  Bank  of  England  we 

did  not  have  that  kind  of  tussle.  But  there  was  all  that 
consultation  and  circulation  in  September  1957,  when  ad- 
mittedly it  was  a very  big  decision  to  put  the  Bank  Rate 
up  as  high  as  7 per  cent  If  it  had  been  just  that 
straightforward  issue,  I do  not  think  it  would  have  led 
to  ah  that  coming  and  going.  I interpreted  that  as  in 
effect  saying:  “We  at  the  Bank  have  a certain  responsi- 
bility, and  are  going  to  stand  together  in  bringing  teal 
pressure  to  bear  to  get  our  viewpoint  considered  ”. 

12526.  In  paragraph  21  you  say:  “nowadays  the  sup- 
posedly top  man  and.  his  Court,  Council  or  Board  takes 
the  initiative  to  overbear  the  Minister.”  How  much  of 

that  is  factual? ^None ; it  is  only  deduced.  There 

have  been  two  major  rows  that  I have  seen,  one  over 
railway  fares  and  the  other  over  the  Bank  Rate,  and  I 
cannot  believe  that  major  rows  of  that  kind  do  not  arise 
without  some  considerable  behind-the-scenes  friction,  t 
myself,  if  I was  overtly  even  though  not  in  reality 
responsible,  would  feel  that  the  initiative  would  lie  on 
ray  side  of  the  fence  to  organise  a revolt  against  the 
Minister  if  I thought  that  the  Minister  was  doing  some- 
thing, in  his  ignorance  and  misdirection,  which  was  wholly 
bad  for  the  public  and  for  the  nation.  I should  feel  obliged 
to  organise  this,  just  as  Lloyd  George  was  obliged  to 
organise  the  conspiracy  in  the  opposite  direction.  I see  no 
escape  from  die  fact  that  one  has  to  choose  one  alternative 
or  the  other  in  one  of  these  really  nasty  situations  where 
one  has  to  decide  between  two  thoroughly  bad  lines*. 
12527.  In  paragraph  9 you  speak  of  the 
“ choice  of  two  forms  of  organisation  for  nationalisa- 
tion : either  the  Minister  could  be  responsible  for  both 
policy  and  detail  and  become  thus  a full-time  No.  1 
man,  or  else  the  Director-General  or  whatever  he  may 
be  called  could  be  given  undivided  responsibility  and 
informed  that  though  he  will  be  given  no  directives 
and  will  suffer  no  interference  in  policy  nor  in  day- 
to-day  administration,  he  will  be  quietly  replaced  if  his 
judgment  on  policy  or  his  conduct  in  detail  are  con- 
sidered to  be  not  in  the  best  interests  of  those  who 
own  and  control  the  assets  and  who  are  moreover  so 
deeply  concerned  in  the  nature  of  the  service  given  by 
the  undertaking.” 

What  have  you  in  mind  in  the  words  “ quietly  re- 
placed”?  Of  course  there  will  be  a lot  of  friction 

behind  the  scenes  ; but  if  he  is  falling  down  on  his  job, 
then  &ere  is  a great  deal  of  human  nature  in  his  wishing 
quietly  to  resign  on  his  own  initiative. 

12528.  It  struck  me  that  it  is  because  it  could  not  be 
done  quietly  that  one  would  wonder  whether  it  was  an 

appropriate  form  of  sanction? ^We  have  known 

Ministers  who  have  quietly  resigned  in  just  that  situation. 

12529.  Sir  John  Woods:  In  paragraph  10  you  say 
that  you  formed  a very  high  opinion  of  the  organisation 
of  the  three  fighting  services.  If  you  take  the  present 
situation,  except  in  the  case  of  the  Admiralty,  we  have 
a system,  in  relation  to  the  Ministry  of  Supply,  of  divided 
responsibility.  For  example,  on  military  aircraft  the  Air 
Ministry  and  the  Air  Staff  are  very  much  concerned 
with  what  type  of  aircraft  is  made,  but  the  Ministry  of 

Supply  are  responsible  for  designing  and  making  it? 

As  you  ^ow,  this  was  one  of  the  major  problems  that 
we  had.  The  Admiralty  took  the  very  reasonable  view 
that  their  men  were  going  to  fight  and  die  in  these 
ships,  and  they  were  going  to  take  the  responsibility  and 
they  would  not  let  anybody  else  have  any  say  whatso- 
ever in  it.  On  the  other  hand  the  Army,  allegedly  be- 
cause they  took  a greater  interest  in  horses  than  in  tanks, 
did  not  take  the  same  attitude  about  fighting  and  dying 
in  tanks  which  they  hated  as  compared  with  horses  which 
they  loved,  and  they  put  it  over  to  this  other  type  of 
organisation.  The  problem  was  always  to  get  the  Ad- 
miralty to  play  when  dealing  with  common  units  of 
procurement,  like  radio  valves,  which  went  right  through 


• Note  by  witness:  Either  the  machinery  is  that  the  Minister  organ- 
ises a revolt  against  the  Chief  Executive  who  is  really  responsible  or 
the  Chief  Executive  who  is  not  really  responsible  organises  a revolt 
against  the  Minister  who  is. 
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all  three  services,  where  there  had  to  be  some  co-ordina- 
tion of  priorities  in  those  days  of  shortage.  The  other 
problem  was  that  of  seconding  men  from  the  Tank 
Regiment  to  the  Ministry  of  Supply  so  as  to  ensure  that 
the  type  of  tank  was  as  it  should  be.  I think  there  is  no 
solution  to  ‘that  problem ; but  that  is  not  my  point. 
My  point  is  that,  once  one  has  determined  the  terms  of 
reference  of  a unit  and  put  a man  in  charge,  he  should 
be  in  charge.  The  civil  service  was  very  good  in  that 
way.  It  knew  precisely  where  power  and  responsibility 
lay,  and  where  powerlessness  also  lay. 

12530.  All  I am  putting  to  you  is  that,  if  you  take 
the  case  of  the  Secretary  of  State  for  War  and  die  Army 
CouncD,  they  do  not  have  undivided  responsibility  in  the 

whole  Add  of  their  activities? That  may  be  a very 

good  reason  for  preferring  the  naval  organisadon  to  that 
of  the  Array  and  Air  Force.* 


*Note  by  witness  : 

I believe  I did  not  make  my  point  sufficiently  clear  in 
distineuishing  between  the  “ broad  general  terms  of  reference  ” 
and  the  “ policy  ” of  any  undertaking. 

As  I see  it,  no  responsible  authority  (the  one  head  man  and 
his  Board)  is  unlimited,  and  I only  hope  that  I was  not  taken 
as  saying  that  it  could  be  otherwise.  I hold  that  the  head 
man  is  circumscribed  and  limited  by  his  broad  terms  of 
reference  (which  may  well  be  implicit  rather  than  expressed) 
and  that  it  is  only  in  the  policy  and  detail  which  are  relevant 
to  his  terms  of  reference  that  he  (and  his  Board)  may  regard 
himself  as  the  repository  of  responsibility — ^full  and  un- 
fettered so  long  as  he  and  his  board  enjoy  the  confidence  of 
those  able  to  relieve  him  of  that  full  responsibility. 

In  the  majority  of  cases  the  terms  of  reference  are  more  or 
less  as  follows:  while  preserving  the  integrity  of  the  assets 
committed  to  his  charge,  to  employ  them  competently  in  the 
field  of  function  intended.  In  the  case  of  the  Bank  of  England 
the  field  of  function  would  include  that  of  preserving  a 
suitable  stability  of  the  currency,  just  as  in  the  case  of  my 
own  Firm  there  would  be  the  field  of  function  of  the  con- 
tinuance of  the  educational  tradition  of  the  late  Sir  Isaac 
Pitman  and  his  sons. 

There  are  moreover  further  and  over-riding  and  even 
broader  tenns  of  reference — ^for  instance,  among  others,  that 
the  conduct  must  be  within  the  Law,  that  it  must  be  honour- 
able and  with  respect  for  human  dignity.  It  would  be  in 
subservience  to  just  such  an  over-riding  term  of  reference 
that  in  war-time  an  undertaking  may  be  supposed  to  have 
imported  the  term  that  “winning  the  war”  and  not  losing 
it  is  an  essential  part  of  the  result.  After  all,  without  winning 
such  a war  it  would  be  impossible  for  that  undertaking  (in 
common  with  others)  to  exist  at  all  and  so  to  carry  out  its 
broad  general  terms  of  reference. 

1 fear  too  that  I may  not  have  made  clear  my  thinking  about 
“ fields  of  function ".  I regard  them  as  distinct  both  from 
the  broad  terms  of  reference  and  from  the  policies  which 
the  head  man  and  his  Board  like  to  adopt  from  time  to  time. 
The  field  of  function  is  to  a large  extent,  like  the  broad  general 
terms  of  reference,  a circumscription  of  the  otherwise  full 
responsibility.  It  would,  for  instance,  not  be  a change  in 
policy  within  such  a responsibility  but  rather  a jump  into  a 
fresh  field  of  function  were,  say,  an  engineering  firm  to  start 
the  manufacture  of  women’s  fashion  W’ear,  and  I would  suggest 
that  the  authority  would  not  cover  discretion  to  make  such 
a jump.  In  the  case,  mentioned  by  Sir  John  Woods,  of  the 
functions  of  the  Ministry  of  Supply,  the  Admiralty  and  the 
Ministry  of  Aircraft  Production,  it  is  the  Cabinet  and  its 
Organization  Committee  which,  in  the  name  of  the  Crown, 
obtains  agreement  between  Ministries  and  authoritatively  pre- 
scribes their  fields  of  function.  It  may  be,  and  no  doubt  is, 
on  the  part  of  the  Cabinet,  '“policy”  to  decide  fields  of 
function,  but  once  they  are  decided  it  is  not  so  much 
policy  by  the  Admiralty  or  by  the  Ministry  of  Supply  that 
ffiey  keep  to  their  particular  functions,  but  jathcr  the 
circumscription  of  their  fields  of  function. 

I would  thus  make  four  distinctions: 

1.  The  “field  of  function”  is  the  first  circumscription; 

2.  The  “ broad  genera!  terms  of  reference  ” (which  will 
implicitly  change  somewhat  in  emphasis  and  with  time) 
is  the  next,  but  within  those  circumscriptions  “policy” 
is  for  the  authority ; 

3.  “ Policy  ” in  turn  is  circumscribed  by  “ detail  ”,  since 
policy  can  never  in  practice  be  the  ideal,  but  needs  to 
be  tempered  by  what  is  possible  in  detail ; 

4.  “ Organization  and  method  ” circumscribe  the  detail  of 
what  can  be  achieved  within  policy ; “ organization  ” 
being  how  the  division  of  labour  is  allocated  among 
personnel,  and  “method”  being  the  circumscription  of 
how  the  individual  carries  out  his  organized  duties. 
The  lowest  individual  “I”  has  naturaUy  most  circum- 
scriptions, but  nevertheless  he  has  his  own,  if  very 
limited,  field  of  freedom  of  both  policy  and  detail, 
very  minor  as  they  may  be. 
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12531.  Chairman:  In  paragraph  14  you  come  tp  your 
esseoti^  reasons  for  supposing  that  the  Bank  cannot  be 
equated  to  a Government  department.  One  reason  is 
that  there  has  to  be  somebody  who  can  meet  on  an  equal 
rank  with  other  central  bankers,  and  the  Chancellor 

cannot  fill  that  Bill? ^The  Chancellor  cann(M 

possibly  fill  tliat  bill  because  he  must  from  bis 
electoral  position  be  required  to  take  a British  and 
narrower  view  than  that  which  ought  to  be  taken  in  this 
field,  having  regard  to  the  fact  that  the  City  of  London 
is  attempting  to  serve  the  world. 

12532.  Professor  Sayers:  In  the  history  of  the  last  five 
or  ten  years  have  not  the  pronouncements  that  have  had 
most  impact  on  the  status  of  sterling  abroad  been  the 
pronouncements  of  Mr.  Butler  at  Paris  and  at  Istanbul 
and  of  Mr.  Thomeycroft  at  Washington,  rather  than  any 
pronouncements  which  the  Governor  may  have  made? 

^I  would  not  deny  that ; but  the  safety  to  people 

outside  is  the  feeling  that  the  Governor  does  have  at  any 
rate  the  appearance  of  integrity  for  what  the  Bank  of 
England  is  doing  in  that  particular  field.  It  is  over- 
ridden by  the  Treasury’s  power  to  give  a direction,  but  I 
think  that  people  would  be  more  nervous  about  sterling 
abroad  if  they  thou^t  that  the  Chancellor  of  the 
Exchequer  was  less  limited  than  he  is  by  the  independence 
of  fte  Bank  of  England. 

12533.  Chairman:  Does  your  experience  suggest  that 
in  overseas  eyes  the  Bank  is  regarded  as  an  independent 

authority  today? 1 think  so.  The  way  in  which  central 

bankers  come  and  have  lunch  with  the  Governor  whenever 
they  are  over  here,  and  meet  him  informally  as  well  as 
formally,  and  discuss  with  him  all  the  matters  that  are 
relevant  to  the  two  of  them,  does  mean  that  there  is  a 
“ feed-back  ” from  this  count^  to  the  other  great  financial 
markets  of  the  world  which  shows  that  there  is  such  a 
filings  as  a Bank  of  England  view,  and  that  that  view 
couid  be  different  from  the  Treasury’s. 

12534.  Your  second  reason,  which  is  another  aspect  of 
the  first,  is  that,  if  sterling  was  avowedly  under  political 
control,  that  would  in  your  view  have  a bad  effect  on 
confidence? Yes. 

12535.  Professor  Sayers:  This  view  of  file  importance 
of  having  the  Bank  of  England  in  this  position  depends 
on  your  belief  that  people  in  other  centres  regard  the 
Bank  of  England  as  having  not  merely  influence  in  flie 
system  but  very  considerable  power  over  the  value  of 
the  pound,  or  at  least  that  the  monetary  weapons  at  the 

disposal  of  the  Bank  of  England  are  powerful? ^Yes. 

Presumably  fiiis  was  a view  which  carried  very  great 
weight  at  the  time  of  the  nationalisation  of  the  Bank  of 
England;  otherwise  the  Government  of  the  day  would 
not  have  gone  to  such  great  lengths  with  royal  charter 
and  royal  appointments  and  all  the  rest  of  it  to  em- 
phasise the  independent  integrity  of  the  Bank  of  England, 
subject  only  to  the  power  to  direct. 

■ 12536.  Professor  Cairncross:  Do  you  know  of  any 
major  act  of  policy  which  the  Bank  of  England  performs 

which  is  not  approved  by  the  Treasury? No  ; I would 

say  that  that  is  a very  good  instance  of  the  way  in  which 
consultation  does  work,  and  how  problems  arise  only  in 
those  most  intractable  cases  where  the  situation  is  such 
that  any  decision  is  bound  to  be  wrong.  Nobody  has 
any  difliculty  in  choosing  between  the  right  and  the  wrong 
Or  between  the  better  and  the  sUghfly  less  good  of  two 
good  cases,  but  when  everybody  is  emphasising  the  ob- 
vious nasty  points  on  bofii  sides  one  is  wrong  whatever 
one  does. 

12537.  In  what  sense  do  you  regard  the  policy  that  has 
been  pursued  in  the  past  ten  years  as  the  work  of  the 

Bank  of  England  rather  than  file  Treasury? ^Tbere  is 

no  factual  background  to  thisl'  My  interpretation  of  the 
telegrams  which  were  sent  all  over  tbe  place,  and  the 
length  of  time  which  it  took  to  amve  at  the  decision,  is 
that  September  1957,  was  an  occasion  of  great  difficulty ; 
but  by  inference  I presume  that  there  never  have  been 
any  other  cases  where  even  a happy  marriage  has  not 
arrived  at  a unanimous  decision. 

12538.  Chairman:  In  paragraph  24  you  reach  your 
theme  that  the  stability  of  sterling  is.  always  and  at  all 
times  a national  interest? ^Yes. 


12539.  Do  you  think  that  it  is  always  and  at  sJl  times 
of  paramount  national  interest,  or  are  there  situations 
in  which  for  the  time  being  it  ^y  have  to  cease  to  be 

regarded  as  a paramount  objective? ^Yes ; war  is  the 

obvious  one.  I accept  that. 

12540.  What  is  the  Governor’s  position  then?  Do  you 

leave  him  with  full  responsibihty? There  is  the  reserve 

power  to  dismiss  at  any  stage.  Cunliffe  was  technically 
absolutdy  right;  there  was  this  hability  to  sell  the  gold 
and  he  was  carrying  out  what  was  technically  right.  The 
fact  that  the  nation  was  at  war  and  wartime  circumstances 
overruled  the  ordinary  normal  straightforward  legal  and 
banking  ones  meant  that  he  had  to  be  overruled. 

12541.  Professor  Cairncross:  You  are  saying  in  para- 
graph 24  that  the  interests  cannot  diverge.  Tbe 
instance  that  you  are  now  quoting  is  one  in  which  the 
action  of  the  Bank  of  England  might  have  been  con- 
sidered, certainly  in  wartime,  to  have  been  at  variance 
with  the  national  inter«t? Interest  has  to  be  inter- 

preted by  subjects,  and  is  therefore  subjective ; I am 
saying  that  in  such  cases  one  can  depend  on  the  people 
of  this  country  to  merge  their  subjective  judgment  so  that 
m point  of  fact  there  is  no  divergence. 

12542.  Would  you  add  that  there  must  always  be  a 
power  in  the  Government  to  dismiss,  when  subjective 

judgment  seems  to  flout  the  public  interest? 1 think 

that  the  very  presence  of  those  suggested  powers  of 
removal  adds  to  what  would  be  naturally  the  tendency  that 
tbe  Governor  would  in  point  of  fact  equate  the  national 
interest  with  what  he  conceived  as  his  interpretation  of 
his  remit. 

12543.  You  thinlf  that  the  function  of  the  Bank  of 
England  is  largely  a technical  one ; you  do  not  believe 
that  their  actions  carry  such  political  implications  that 
they  would  inevitably  be  debated  in  the  House  of  Com- 
mons and  become  the  subject  of  party  controversy? 

To  my  mind  the  more  correct  view  is  that  any  aberra- 
tions of  money  have  been  brought  about  by  what  the 
community  has  done,  money  following  suit,  rather  than 
that  money  has  suddenly  behaved  most  erratically  and 
has  fiirown  the  community  into  a “haywire”  condition. 

12544.  Is  it  possible  to  apply  the  adjective  “technical” 
to  a judgment  between  alternative  aims  of  policy  which 

may  confront  the  Chancellor? 1 am  postulating  that 

the  policy  remains  monetary  stability. 

12545.  Might  there  not  be  some  other  objective  of 
pohcy  which  might  be  affected  adversely  by  a monetary 
policy  that  was  intended  to  preserve  stability  in  the 

pound? ^That  is  what  I mean  by  the  impossibility  of 

clash;  I believe  that  taking  the  long  run  there  is  no 
political  reason  which  could  be  vahd  justification  for  a 
galloping  fluctuation.  The  damage  of  that  result  would 
be  so  much  greater. 

12546.  “Galloping  fluctuation”  is  perhaps  pre-judging 
the  issue.  There  are  courses  of  action  in  which  risks 
may  run  in  one  direction  or  the  other,  and  where  the 
risks  taken  depend  on  which  aim  of  policy  is  regarded 
for  the  time  being  as  paramount.  In  those  conditions 
risks  might  be  taken  rightly  in  favour  of  raising  tbe  level 
of  activity  of  the  community,  which  at  other  times  might 

be  taken  wrongly  in  that  direction? ^Unless  this  was 

a case  of  a choice  between  two  views  both  of  which  were 
clearly  evils,  that  in  my  view  would  be ' resolved  in 
consultation  without  any  difficulty  at  all. 

12547.  Sir  Oliver  Franks : That  raises  what  to  me  seems 
to  be.  the  most  difficult  issue  which  may  arise.  In  tbe 
proceedings  of  the  Macmillan  Committee,  when  Mr. 
Keynes  and  Mr.  Bevin  were  questioning  the  then 
Governor,  the  general  impression  which  I derived  fro™ 
the  Governor’s  evidence  is  that  he  felt  himself  compelled 
to  say  that,  if  the  pound  was  under  external  pressure, 
and  his  job  in  maintaining  the  stability  of  the  pound 
requir^  him  to  resist  these  external  pressures,  he  must 
do  bis  duty  to  maintain  the  stability  of  the  pound,  though 
the  cost  was  unemployment.  A great  deal  of  the  question- 
ing of  Mr.  Keynes  and  Mr..  Bevin  was  on  file  iJtimate 
priorities  of  these  considerations.  If  you  take  tbe  situa^n 
today,  let  your  theoretic^  view  of  the  long  run  be  what 
it  is,,  fliere  is  still  the  practical  consideration:  given  the 
views  that  electorates  have  expressed  in  their  choice  of 
Governments  and  the  views  which  the  Government  them- 
selves of  either  party  have  expressed,  is  it  possible  for 
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the  Cabinet  in  peacetime  to  admit  the  ability  of  the 
Governor  to  pursue  the  stability  of  the  currency  as  para- 
mount in  circumstances  in  which  the  pursuit  of  that 
objective  would  involve  a lowering  of  demand  in  the 
country  sufficient  to  produce  a substantial  degree  of 
unemployment?  This  is  a social  problem,  and  therefore 
a politick  problem,  and  it  seems  to  me  that  the  view  you 
are  taking  involves  the  responsibility  to  deal  with  ffiat 
practical  situation  as  well  as  the  long-view  belief  that 
stability  of  the  currency  is  all-important  ultimately  in  the 

national  interest. Lord  Norman  gave  extraordinarily 

bad  evidence,  I think,  in  that  case ; he  took  the  view 
about  finance  that  it  was  a matter  of  art  and  not  a matter, 
as  Keynes  raffier  ffiought,  of  science,  of  turning  the  right 
taps  to  the  right  degree.  I think  that  Norman  very.touch 
overstated  that  point.  I would  say  that  any  Governor 
of  the  Bank  of  England  must  take  into  account  that  the 
prosperity  of  the  nation,  for  which  he  is  responsible  in 
a monetary  sense,  is  dependent  on  a high  and  stable  level 
of  employment.  We  clearly  lose,  and  can  only  lose,  if 
we  have  people  out  of  work  who  are  capable  of  pro- 
ducing. I would  say  that  the  only  type  of  dilemma  which 
would  arise  would  be  in  the  margin  between,  say,  2 and 
3 per  cent,  of  unemployment,  remembering  that  a great 
deal  of  that  2 to  3 per  cent,  is  inevitable  and  not  really  an 
economic  loss.  I cannot  conceive  any  decision  being  taken 
in  the  long-term  interests  which  would  create  any  major 
unemployment  of  any  kind  whatsoever ; but  I do  say 
that  ffie  real  danger  is  the  colossal  unemployment  which 
would  come  about  if  people  overseas  ceased  to  have  faith 
in  the  pound  and  therefore  cease4  to  supply  us  with  the 
raw  materials  with  which  this  country  could  employ  its 
people. 

12548.  Chairman : When  it  comes  to  his  terms  of  refer- 
ence, he  is  not  to  pursue  monetary  stability  as  his  sole 
duty ; he  is  to  modify  bis  pursuit  of  that  by  an  apprecia- 
tion of  current  socitd  objectives  that  the  Government  is 

pursuing? ^This  is  where  I identify  the  two.  It  is 

very  important  to  him  that  the  motor  industry  in  Coventry 
should  be  working  flat  out  and  exporting  every  car  it 
possibly  can  ; therefore  he  ought,  in  making  any  judgment 
as  to  how  he  uses  the  monetary  weapon,  to  have  regard 
to  the  full  commercial  implications  of  what  his  monetary 
decisions  are. 

12549.  Professor  Sayers:  Do  you  believe  that  the 
monetary  weapon  is  of  appreciable  power,  if  it  is  limited 
to  a framework  in  which  the  industry  of  the  country  is 

going  flat  out? think  it  is.  I do  know  the 

extent  to  which  people  let  out  the  elastic  of  the  expansion 
of  credit.  Anybody  who  sees  that,  and  sees  that  it  is 
going  to  lead  to  a raising  of  prices,  goes  flat  out  to  increase 
his  credit  to  the  utmost  and  use  it.  I believe  that,  if  that 
is  cracked  hard  on  the  head,  it  has  the  reverse  effect. 
I personally  think  that  the  monetary  tool  is  much  more 
effective. 

12550.  Professor  Cairncross:  Does  it  not  follow  from 
what  you  say  that  the  work  of  the  Bank  of  England,  so 
far  from  being  technical,  is  practically  co-extensive  with 
the  work  of  the  Chancellor  of  the  Exchequer,  in  so  far 
as  bis  aim  is  to  maintain  the  level  of  demand  in  the 
economy  and  continuing  prosperity?  If  the  Governor 
takes  into  account  general  social  objectives  and  the_  situa- 
tion of  real  resources,  in  what  respect  does  his  be- 
haviour differ,  especially  if  he  is  in  command  as  you  say, 
of  the  more  powerful  weapon,  from  that  of  a good 
Chancellor? In  cases  where  there  is  smooth  consulta- 

tion I do  not  think  that  that  arises.  In  cases  where  there 
is  a difference  of  opinion  I think  that  it  is  positively 
an  advantage  to  have  a Governor  of  the  Bank  of  England 
who  can  say  that  Ways  and  Means  Advances  and  the 
floating  debt  are  really  far  too  high,  that  he  must,  as 
Governor  require  the  joint  stock  banks  to  stop  giving 


credit  quite  so  easily.  I believe  that  the  Governor  would 
get  the  Chancellor  to  listen  with  greater  conviction  if 
the  responsibility  was  on  the  Governor’s  shoulders  than 
if  the  responsibility  was  on  the  Chancellor’s  shoulders, 
particularly  when  it  is  on  the  Chancellor’s  shoulders  in 
a rather  muddled  form.  But  of  course  I do  not  speak 
as  an  economist. 

12551.  Chairman:  Is  there  ^y  major  point  in  the 
paper  which  you  wish  to  mention?— — I think  that  the 
point  in  the  footnote  to  paragraph  25  is  very  important, 
that  major  directives  can  be  given  by  the  Chancellor 
without  any  publication  at  all. 

12552.  The  existence  of  the  power,  whether  it  is  exer- 
cised or  not,  amounts  in  fact  to  political  control  without 

any  overt  declaration? It  is  secret,  whereas  the  whole 

intention  was  that  it  should  not  be  secret  but  public,  In 
fact  it  must  virtually  always  be  secret. 

12553.  Professor  Sayers:  Yet  later  on  you  draw  an 
analogy  with  the  courts  of  justice.  In  our  courts  the 
judges  are  expected  to,  and  do,  go  to  great  trouble  to 
set  out  ffieir  reasons  for  their  judgment.  Do  you  think 

that  a central  bank  should  do  so? ^It  has_  plenty  of 

opportunities  for  doing  so,  and  I should  think  would 
wish  to  do  so.  Lord  Norman  was  over-cautious,  and 
attached  great  importance  to  secrecy  at  the  Bank  of 
England.  I remember  that  I put  forward  a proposal 
that  we  should  have  a "talkie”  film  done  of  the  Bank 
of  England  for  ffie  250th  anniversary  of  the  Bank  in  1944 
and  lock  it  away  for  two  hundred  years ; it  would  have 
been  a historical  document  of  very  great  value.  This  was 
turned  down  on  the  ground  that  the  Bank  is  a secret 
institution. 

12554.  Chairman:  That  was  rather  a strange  form  of 

publicity? Mr.  Pitman:  I only  introduced  that  to 

show  Norman’s  peculiarity.  The  Bank  ought  to  do  its 
public  relations  in  a proper  and  intelligent  way,  but 
it  must  have  the  discretion  to  know  when  to  do  that. 
There  are  times  when  too  much  publicity  might  lead  to 
a run  on  the  pound.  But  I accept  entirely  what  Pro- 
fessor Sayers  is  saying,  that  there  must  be  good  public 
relations,  so  that  justice  must  not  only  be  done  but  also 
be  seen  to  be  done. — Professor  Sayers:  Not  just  films, 
but  statements  of  reasons. 

12555.  Chairman : The  substance  of  your  answer  is 
that,  if  one  concedes  the  Bank  as  independent  within  the 
limits  you  described,  and  dealing  with  what  is  a matter 
of  social  importance,  it  must  follow  that  it  must  be 

continually  explaining  and  justifying  itself? It  must 

justify  its  efforts. 

12556.  Professor  Cairncross:  A great  deal  of  your 
paper  is  concerned  with  powers  and  responsibility.  Very 
little,  I should  say,  deals  with  the  type  of  judgment  that 
is  brought  to  hear  on  monetary  matters  and  the  technical 
proficiency  of  those  who  are  advising  on  it.  Is  there 
nothing  you  would  wish  to  put  to  us  on  that?  Do 
you  feel  that  there  is  no  improvement  in  the  domestic 
organisation  of  the  Bank  of  England  that  might  be  ad- 
visable?  1 do  not  know  how  I could  comment  on 

judgments  taken  within  the  Bank  or  anything  of  that 
kind,  because  it  can  be  discussed  only  in  precise  cases. 
I have  a very  high  opinion  of  them  in  their  judgments. 
The  way  they  created  a foreign  exchange  control 
mechanism  almost  in  a flash  was  fantastic. 

12557.  Do  you  feel  that  any  change  might  be  desir- 
able in  the  recruitment  or  training  or  seconding  to  other 

work  of  members  of  the  staff  of  die  Bank? ^No.  I 

was  on  the  Staff  Committee  for  many  years,  and  I 
was  very  impressed  with  the  way  in  which  they  handled 
recruitment  and  promotion  and  training. 

Chairman : Thank  you  very  much,  Mr.  Pitman.  It  is 
very  good  of  you  to  have  given  us  your  help. 

a.m.) 


{Adjourned  until  Tuesday.  6th  January,  1959,  at  10.45 
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Present; 


The  Rt.  Hon.  The  Lord  Radclifpe,  G.B.E.,  Chairman 


Professor  A.  K.  Cairncrcss,  C.M.G, 

The  Rt.  Hon.  Sir  Oliver  Franks,  G.C.M.G.,  K.C.B., 
C.B.E. 

The  Viscount  Harcourt,  K.C.M.G.,  O.B.E. 

W.  E.  Jones,  Esq.,  O.B.E. 


Professor  R.  S.  Sayers,  F.B.A. 

Sir  Reginald  Verdon  Smith 
George  Woodcock,  Esq.,  CB.E. 

Sir  John  Woods,  G.C.B.,  M.V.O. 

Mr.  R.  T.  Armstrong,  Secretary 


The  Rt.  Hon.  the  Lord  Bridges,  G.C.B.,  G.C.V.O.,  M.C.,  F.R.S.,  called  and  examined. 


12558.  Chairman : Thank  you.  Lord  Bridges,  for  the 
note*  wfeidi  you  have  given  us  putting  on  record  the 
outline  of  your  views.  I do  not  think  that  we  need 
work  throu^  it  in  any  particular  sequence  ; but  we  should 
like  you  to  enlarge  on  one  or  two  questions.  I wonder 
if  you  would  help  us  from  your  experience  first  of  all  on 
this  point:  what  practical  difference  in  working  between 
the  Treasury  and  the  Bank  resulted  from  the  Act 

of  1946? Lord  Bridges:  I should  have  said  very  little. 

The  Cunliffe  affair  in  the  first  World  War  shows  that  when 
the  Government  really  wanted  to  get  on  top  they  could 
always  do  so,  but  in  the  old  days  it  might  mean  a good 
deal  of  fuss  to  get  there.  The  Act  merely  meant  that  the 
Government  could  get  on  top  more  easily  and  de  jure, 
without  having  a fuss.  I do  not  think  that  it  made  any 
practical  difference. 

12559.  You  think  that  the  introduction  of  the  specific 
power  to  give  directions  merely  formalised  the  existing 

position? 1 would  have  said  so. 

12560.  Do  you  think  that  it  in  fact  resulted  in  the  Bank’s 
independence  being  greater  because  it  could  formally  ask 
for  a direction  instead  of  being  generally  under  influence, 

as  it  was  before? would  have  thought  that  it  really 

made  very  little  difference.  It  really  depends  on  the 
personal  relationship  between  the  people  concerned. 

12561.  Do  you  think  that  the  phrase  which  has  come 
into  use,  that  it  is  the  duty  of  the  Bank  “ in  the  last 
resort  ” to  give  way  to  the  requirements  of  the  Govern- 
ment, expresses  accurately  or  satisfactorily  the  relation- 

^ip? 1 do  not  like  it  very  much,  because  it  rather 

implies  that  there  is  going  to  be  a battle  and  a dispute ; 
my  experience  has  been  that,  although  the  Bank  have 
often  felt,  and  probably  still  do  feel,  very  strongly  on 
particular  points  and  urged  their  point  of  view  with  great 
sifill  and  vigour,  they  have  always  recognised  that  their 
point  of  view  is  only  part  of  the  whole  picture,  and  that 
there  are  other  considerations  which  are  more  likely  to, 
and  should,  determine  the  ultimate  decision.  So  “ in  the 
last  resort  ” does  not  seem  to  me  to  be  quite  the  happiest 
way  of  putting  it  It  is  not  a phrase  I would  have  used 
in  the  relationship  between  a Permanent  Secretary  and 
his  Minister. 

12562.  Professor  Cairncross : Do  you  see  a great  deal  of 
practical  difference  between  the  relationship  between  the 
Bank  of  England  and  the  Treasury  and  the  relationships 

between  Government  departments  and  the  Treasury? 

Yes,  I think  I do  see  a difference.  It  is  awfully  difficult 
to  express.  In  paragraph  14  of  my  note  I say : 

“ But  that,  of  course,  is  not  to  say  that  the  Bank  can 
have  no  authority  of  its  own,  or  that  the  responsibilities 
and  standing  of  the  Governor  are,  or  should  be,  equated 
with  those  of  the  Permanent  Secretary  of  a Government 
department.” 

First  of  all,  Permanent  Secretaries  do  not  as  a rule  make 
speeches,  and  if  they  do  make  speeches,  their  speeches 
would  have  to  be  approved  by  the  Minister  in  absolute 
detail.  I do  not  think  the  Governor  is  in  that  position. 
The  Governor  in  some  senses  is  the  leader  of  the  City, 
and  it  is  right  that  he  should  express  City  points  of  view, 
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and  sometimes  say  things  which  will  not  be  exactly  what 
the  Chancellor  would  have  asked  him  to  say.  He  will  be 
careful,  of  course,  to  say  nothing  which  will  produce 
embarrassment ; but  bis  position  is  certainly  quite  a bit 
more  detached  from  the  Government  than  that  of  a 
Permanent  Secretary  from  his  Minister. 

•12563.  Chairman:  Why  must  the  Governor  be  the  leader 
of  the  City?  Is  it  inherent  in  ffie  situation  of  the  central 

bank? would  have  thought  that  it  was.  I would 

have  thought  that  an  important  part  of  the  Governor’s 
job  was  not  merely  to  be  on  close  and  intimate  terms  with 
the  Treasury  but  to  be  on  equally  close  terms  with  the 
City,  to  know  what  the  City  is  thinking,  and  to  be  able 
to  represent  their  views  to  the  Government.  I would 
think  ffiat  it  was  his  duty  to  let  the  Chancellor  know  what 
the  City  was  thinking,  even  on  occasions  when  he  may 
have  thought  that  those  views  were  not  one  hundred  per 
cent  right. 

12564.  Professor  Cairncross:  Why  do  you  think  it 
should  be  the  City  instead  of,  say,  the  industrial  com- 
munity?  One  is  apt  to  use  the  word  “ City  ” in  a raffier 

loose  way ; obviously  it  broadens  out  to  cover  industry  too. 

12565.  You  would  not  put  it  that  the  Governor  of  the 
Bank  of  England  is  the  spokesman  of  file  industrial 
community? ^No. 

12566.  Professor  Sayers:  What  distinguishes  him  then 
in  this  from  the  President  of  the  Federation  of  British 

Industries? Although  one  cannot  draw  a clear  line 

between  the  City  and  industry,  there  is  a particular  City 
and  financial  point  of  view.  I think  that  in  my  last 
answer  but  one  I went  a little  further  the  other  way 
than  on  further  consideration  I really  feel ; it  is  the  City 
and  the  financial  end  which  the  Governor  is  responsible 
for  answering  for. 

12567.  Professor  Cairncross:  Does  not  fiiat  make  for 
some  embarrassment?  It  is  not  the  normal  situation  in 
other  countries  that  the  Governor  of  the  Central  Bank 
is  simultaneously  the  Government’s  adviser  on  monetary 
policy  and  the  spokesman  of  the  financial  community? — 
Chairman:  Yon  spoke  of  him  as  to  some  extent  forced 
to  be  m a position  midway  between  the'  Government  on 
the  one  side,  and  “ the  City  ” on  the  other ; I can  under- 
stand that  he  is  a very  valuable  communicant  to  the 
Government  of  the  views  of  the  financial  community,  but 
I should  have  said  that,  even  if  he  was  wholly  on  the 
Government  side,  and  in  the  Government  service,  he 
could  still  communicate  what  the  views  were.  You  put 
it  that  he  is  forced  to  stand  somewhere  between  the  two? 

^No,  I did  not  mean  that.  If  I have  written  anything 

here  which  implies  that,  it  is  not  what  I intended. 

12568.  Sir  Oliver  Franks : The  phrase  you  actually  used 
was  “ a bit  more  detached  ” to  express  this  point  about 
the  position  of  the  Governor  in  relation  to  the  Chan- 
cellor of  the  Exchequer,  as  compared  with  the  relation 

of  Permanent  Secretaries  to  Ministers? ^Yes ; I tbinV 

that  he  would  be  a bit  more  detached  by  virtue  simply 
of  being  file  head  of  the  central  bank.  I do  not  think 
that  it  is  necess^  to  bring  in  his  function  of  knowing 
what  the  City  thinks  and  reporting  it  to  the  Government 
in  order  to  justify  that  word  “ detached  ”, 
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12569.  Professor  Sayers:  We  are  trying  to  find  out 
where  in  this  detachment  there  is  something  diSerent 
from  the  function  of  a Permanent  Secretary.  You  men- 
tioned the  fact  that  the  Governor  makes  speeches,  and 
that  his  freedom  in  making  these  speeches  is  something 
that  could  not  be  allowed  to  a Permanent  Secretary.  Is 
that  freedom  the  only  difference,  and  is  it  necessarily 
bound  up  with  anything  that  lies  much  deeper?— ~I 
think  that  there  is  something  much  deeper,  but  it  is,  like 
all  these  matters,  very  difficult  to  express.  I.  have  said 
in  this  note  how  controversial  monetary  pohcy  is ; and 
a good  deal  of  it  at  the  moment  resides  in  prachcai  wis- 
dom and  experience,  and  not  in  very  dearly  thought  out 
theory  which  has  been  expressed  in  a way  m which  eve^- 
body  agrees  with  it.  It  may  be  that  when  you  finish 
your  job  that  position  will  be  changed,  but  I am  spealang 
of  it  as  it  is  at  the  moment ; and  I think  that  something 
of  the  independence  of  the  Governor’s  position  does 
spring  from  the  fact  that  he  is  the  man  who  m his  own 
person  embodies  the  practical  experience  and  wisdom 
which  resides  partly  in  the  Bank  and  partly  in  the  finan- 
cial institutions  of  the  Qty  -,  and  it  is  that  which  be  has 
to  interpret  to  the  Government  as  Governor  of  the  central 
bank  and  as  part  of  the  Government  machine. 

12570.  Chairman:  Are  you  stressing  in  this  that  the 
Bank  is  an  operational  agency,  and  to  that  extent  would 
seem  unlike  any  of  the  main  Government  departments 

concerned  with  the  economy? It  is  an  operational 

agency,  certainly. 

12571  Sir  John  Woods:  It  is  not  wholly  operational; 

you  would  not  exclude  the  formulation  of  pohcy? 

No  ; but  I think  that  policy  springs  to  a very  sharp^tent 
out  of  the  practical  experience  of  the  Bank.  That  is 
really  the  kernel  of  my  thought. 

12572.  Professor  Sayers:  You  have  said  that  mattem  of 
policy  are  highly  controversial.  Does  not  that  make  it 
more  necessary  that  the  reasons  for  decisions  should  be 
formulated,  and  that  it  should  not  he  ]ust  a matter  of 
decision  by  the  hunch  of  the  man  who  has  eminent  prac- 
tical experience  and  draws  on  the  practical  expenence  of 
others?  Does  not  the  fact  that  these  things  are  so  con- 
troversial make  the  formulation  of  policy  by  methods  like 
those  followed  in  Government  department  very  impor- 
tant?—Yes,  it  is  necessary  that  it  should  be  formulated, 
and  I think  it  is  formulated, 

12573.  Mr.  Jones:  Is  not  the  term  “independent”  a 
rather  dangerous  term,  particularly  when  one  mnks  of 
the  responsibility  of  the  Government  for  operating  effw- 
tively  and  in  the  interests  of  the  common  good  the 

economy  of  the  country? 1 do  not  think  that  I have 

used  the  word  “ independence  ”. 

12574  Chairman : You  say  in  fact : “ I see  no  prospect 
of  success  for  any  scheme  which  would  confer  autonomy 

on  the  Bank  of  England"? Yes  The  trouble  is  *at 

the  words  one  uses  do  not  very  easily  fit  this  relaUonship. 
A Permanent  Secretary  is  obviously  not  independent  of 
his  Minister.  Whatever  may  happen  behind  the  scen«, 
when  it  comes  to  anything  outside  he  can  only  say  exactly 
what  &e  Minister  approves.  The  Bank  of  England  i8_  not 
independent,  hut  it  is  certainly  not  as  near  to  ^e-Mimster 
as  the  Permanent  Secretary  is ; so  talking  a little  loosely 
one  could  say  that  it  is  more  independent,  but  it  is  not 
of  course  completely  independent. 

12575  Mr.  Jones ; Why  should  the  Governor  of  the 

central  bank  have  an  authority  that  is  greater  than  the 
authority  of  the  Permanent  Secretary  of  a department  of 
State?  As  I understand  it,  within  a department  there 
would  be  the  closest  consideration  by  a team  of  officials, 
and  the  advice  tendered  to  the  Minister  would  depend 
upon  the  co-ordinated  consideration  of  that  team  _ of 
officials.  Do  you  consider  that  there  is  a similar  posihon 
operating  in  the  Bank,  and  if  there  is  not  do  you  consider 
that  it  is  desirable  that  there  should  be? It  certainly 


12578.  Mr.  Jones  : Suppose  that  there  was  some  matter 
of  highly  controversial  policy  between  the  Treasury  and 
the  Bank  ; how  would  the  team  of_ persons  considering  that 
question  and  hammering  out  policy  be  constituted.’  I 
think  that  a joint  Bank-Treasury  team  does  not  get  formed 
until  a somewhat  higher  level  than  it  would  be  between 
two  Government  departments,  but  when  it  gets  to  the  top 
levels  then  it  is  formed  in  just  the  same  kind  of  way. 


12579.  What  would  happen  if  two  points  of  view  re- 
mained wholly  divorced  one  from  the  other  as  a result 

of  these  talks? In  the  end  what  happens  would  be 

that  the  Chancellor  would  have  a meeting  with  his  high 
officials  of  the  Treasury  and  high  officials  of  the  Bank,  and 
they  would  talk  it  out  round  his  table.  I have  known  it 
happen. 

12580.  And  die  decision? ^It  would  be  the  decision 

of  the  Chancellor. 

12581.  Professor  Sayers:  You  mentioned  one  difference 
between  the  Bank  and  a department  such  as,  say,  the 
Board  of  Trade,  that,  although  in  the  top  range  the  contacts 
might  well  be  as  close,  lower  down  there  was  probably 
rather  less  contact.  Is  there  anything  in  the  nature  of  the 
Bank  of  England  that  makes  that  difference  inevitable  or 

desirable? 1 would  be  sorry  to  say  anything  which 

appeared  to  attach  a great  deal  of  importance  to  this.  In 
my  early  days  as  Secretary  of  the  Treasury  I used  to  hear 
this  said.  My  impression  is  that  the  thing  has  pretty  well 
righted  itself.  I do  not  see  any  reason  why  in  the  last 
resort  there  should  be  differences,  and  I do  not  think 
that  there  will  be;  I think_  that  it  is  just  one  of  those 
things  which  takes  a little  time  to  evolve. 

12582.  Mr.  Woodcock : I think  that  your  paper  mak« 
it  clear  that  the  position  is  one  where,  in  any  real  sense  in 
which  we  may  use  the  term,  the  Bank  is  dependent  on  the 
Treasury,  not  independent  at  all ; what  we  are  trying  to 
discuss  is  the  nature  of  this  dependence,  and  how  it  works 
out.  Has  it  ever  seemed  to  you  in  your  experience  that 
in  these  discussions,  wherever  they  may  be,  at  the  higher 
levd,  or  even  at  a lower  level,  the  Chancellor  in  exercising 
his  responsibility  is  handicapped  by  the  fact  that  he  and 
his  staff  are  not  as  skilled  or  as  knowledgeable  as  the 
Bank  people  about  certain  things  that  the  Bank  does  and 
by  tradition  always  has  done?  Does  that  handicap  or 
limit  in  some  way  the  dependence,  or  does  it  give  the 

Bank  a greater  autonomy? Every  Minister  has  to 

depend  ultimately  on  the  advice  and  experience  of  people 
who  advise  him  ; provided  that  the  Chancellor  has  the 
proper  relations  of  confidence  and  trust  with  the  Bank 
of  England  I do  not  see  that  it  matters  that  the  Bank  of 
England  have  greater  expertise  in  certain  matters  than 
the  Treasury  has.  They  are  bis  servants. 

12583.  But  you  made  the  point  that  it  ought  to  be  the 
right  of  the  Governor  of  the  Bank  of  England  to  represent 
the  City  view,  even  though  he  himself  may  not  agree 

with  it? do  not  mean  that  he  would  say  something 

ought  to  be  done  simply  because  the  City  thinks  it,  but 
one  of  the  things  a Governor  ought  to  do  is  to  let  the 
Chancellor  know  what  the  City  feels  about  certain  things. 


that  it  is  desirable  that  there  should 
exists. 

12576  In  the  Bank? Yes,  and  between  the  Bank  and 

the  Treasury.  On  difficult  matters  where  there  may  have 
been  some  difference  of  view  between  the  Treasury  and 
the  Bank  of  England,  the  question  has  been  discussed 
with  memoranda  on  both  sides  and  discussions  round  the 
table  in  just  the  same  way  as  it  would  be  between  the 
Treasury  and  the  Board  of  Trade. 

12577.  Sir  John  Woods:  Would  you  say  in  just  the 
same  way? ^For  all.  practical  purposes,  yes. 


12584.  But  even  so,  apart  from  that,  his  responsibilities 
as  Governor  of  the  Bank  of  England  are  special,  and 
intimately  concerned  with  the  City,  and  be  would  natoally 
in  his  discussions  with  the  Treasury  and  with  the  Chan- 
cellor express  the  view  which  was  derived  from  his 
experience  and  his  responsibilities.  It  is  your  view  that 
the  Chancellor,  who  has  different  experience,  and  whose 
responsibility  too  is  wider  and  more  concerned  with  in- 
dustry, is  likely  to  be  unable  to  assess  the  relevance  of 
the  Governor’s  views  in  these  discussions,  and  is  likely  to 
be  over-impressed? No,  I would  not  have  thought  so. 

12585.  Professor  Sayers:  Why  should  we  regard  it  &s 
desirable  that  the  Governor  should  be  able  to  speak  in 
a way  in  which  a Permanent  Secretary  should  not?  And 
if  he  should  do  it,  why  should  be  noit  do  it  in  a very 
much  more  large-scale  manner,  giving  very  much  more 

systematic  reasoned  discourses? think  that  the 

answer  to  your  first  question  is  that,  if  he  either  does 
not  speak  at  all,  or  does  so  only  like  a Permanent  Secre- 
tary, a great  deal  of  his  utility  to  the  ■ Chancellor  and 
the  Government  is  diminished.  The  mere  fact  that  be 
can-  speak  with  a slightly  more  detached  point  of  view 
than  a Permanent  Secretary,  and  say  things  which  a 
Permanent  Secretary  would  not,  is  of  great  use  to  the 
Chancellor. 
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12586.  '^at  is  there  about  this  field  that  makes  it 

desirable  in  this  field  and  not  in  any  others? Because 

it  is  a different  field  from  others.  Perhaps  when  this 
Committee  has  reviewed  monetary  policy,  and  has  been 
able  to  express  clearly  how  it  does  work  and  how  it 
should  work,  some  of  these  things  may  not  arise ; but  at 
the  moment  there  is  no  doubt  that  there  is  a financial 
point  of  view,  and  a financial  experience,  and  a technique, 
and  so  forth,  which  is  soraetlang  quite  different  from 
anything  one  gets  embodied  in  a Government  department 
As  long  as  that  is  so  there  has  to  be  the  sort  of  organisa- 
tion and  arrangements  which  allows  for  that  and  makes 
the  best  use  of  the  sitnation.  You  may  think-  that  I am 
simply  defending  what  is,  and  that  everybody  after  a 
certain  age  gets  disposed  to  that ; but  I sincerely  believe 
that  this  sli^tly  detached  position  of  the  Bank  of  England, 
and  the  shghtly  greater  degree  of  detachment  of  the 
Governor  from  the  Government  machine,  is  the  best  way 
to  work  the  thing  at  the  moment.  What  will  happen  in 
twenty  or  thirty  years  time  I do  not  know  ; but  to  suggest 
that  the  whole  thing  shoidd  be  turned  into  a Government 
department  would,  I am  sure,  be  a great  mistake  for 
everybody  concerned. 

12587.  Sir  John  Woods:  Would  you  attach  any  import- 
ance from  this  point  of  view  to  the  position  of  the  Bank 
of  England  and  the  Governor  with  foreign  central  banks 
and  foreign  governments? Certainly,  a great  deal. 

12588.  Would  it  follow  from  that  in  your  view  that  it 
is  important  that  the  Governor  should  not  be  a raflier 
dim,  amorphous  and  anonymous  figure  like  a Permanent 
Secretary,  but  somebody  with  a much  bigger  and  public 

position  with  prestige? Certainly.  I think  that  the 

same  goes  with  “ the  City  ” in  this  country.  I think  that, 
if  steps  were  taken  to  reduce  the  Governor  to  a Perman- 
ent Secretary  the  Chancellor  would  have  much  more 
trouble  with  the  City  than  he  does  at  the  moment. 

12589.  Chairman  : How  would  this  express  itself  in 
relation  to  questions  in  Parliament  about  something  that 
the  Governor  has  said?  I suppose  it  could  be  said  that 
since  he  is  in  effect  a Permanent  Secretary  under  the 
direction  of  the  Minister,  the  Minister  must  be  able  to 
answer  for  views  or  policies  that  the  Governor  has 
expressed ; but  would  fiiere  be  a range  in  which  the 
Chancellor  would  be  entitled  to  say;  “This  is  a matter 
which  I think  it  is  best  I should  leave  to  the  Governor  ”? 

Yes,  certainly.  This  cannot  be  embodied  in  a statute. 

There  has  to  be  a convention,  and  if  we  have  not  got  a 
convention  we  have  to  grow  one  to  fit  the  circumstances. 
I would  have  thought,  for  instance,  that  chairmen  of  the 
nationalised  industries  have  much  more  discretion  and 
freedom  in  what  they  say  than  a Permanent  Secretary ; 
and  rightly  so.  The  thing  would  not  work  otherwise  at 


12590.  Professor  Cairncross:  You  would  agree,  I take 
it,  that  what  &e  Governor  has  to  say  on  monetary  policy 
lies  very  much  at  the  heart  of  economic  policy,  and  so  is 
very  much  involved  in  what  the  Treasury  is  doing,  in 
a way  in  which  what  is  said  by  the  head  of  a nationalised 

industry  is  not  pact  of  Government  policy? ^Yes,  tiiere 

is  some  difference. 

12591.  Does  this  not  imply  that  there  should  be  strict 
limits  on  the  kind  of  speeches  and  the  number  of  speeches 

that  the  Governor  ought  to  make? Obviously  the 

Governor  cannot  start  making  speeches  which  say,  or 
imply,  that  he  has  a different  economic  policy  from  that 
of  the  Government,  but  between  that  and  saying  nothing 
except  the  sort  of  thing  a Permanent  Secretary  of  a 
Government  department  says  after  showing  his  draft  to 
his  Minister  there  is  a wide  gap.  It  is  that  gap  which  I 
think  can  be  filled. 

12592.  Professor  Sayers:  What  about  the  suggestion 
that  he  should  speak  in  a much  more  large-scale  manner? 

I certainly  think  that  wide  genial  surveys  of  the 

situation  would  be  very  useful,  and  I would  be  all  in 
favour  of  the  Governor  making  them. 

12593.  Professor  Cairncross : There  is  a great  difference 
between  making  a speech  which  deals  with  broad  matters 
of  poHcy  which  would  seem  appropriate  in  Parliament, 
and  making  a speech  which  enters  into  detailed  technique 
of  financial  operations  which  would  not  be  so  appropriate 
in  Parliament,  and  might  be  more  in  pif  ® 
from  the  Bank  of  England  (though  whether  that  should 
take  the  form  of  speeches  or  the  form  of  a 
report  from  time  to  time  from  the  Bank  of  England  is 
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perhaps  open  to  question).  Would  you  lay  your  emphasis 
on  speeches  fliat  were  designed  to  build  up  in  the  public 
mind  here  and  abroad  tiie  prestige  of  the  Governor,  or 
are  you  thinking  of  information  and  speeches  which 
provide  the  expert  on  financial  policy  with  material  for 

judgment  that  at  present  he  may  not  possess? 1 would 

have  a good  deal  of  the  latter,  but  I would  not  want  it 
limited  to  technical  things.  After  all  the  Governor  has  a 
position  as  Governor  which  is  a special  and  important 
one,  and  there  are  occasions  where  he  can  very  properly 
imake  some  public  pronouncement — not  setting  out 
Government  policy  but  in  accordance  with  that  policy — 
which  I would  have  thought  would  be  helpful  to  all 
concerned.  I can  see  no  reason  why  a convention  should 
not  grow  up,  if  it  does  not  exist  afready,  that  he  should 
make  such  statements,  and  I think  it  would  be  to  every- 
body’s advantage. 

12594.  Sir  John  Woods:  If  be  made  speeches  of  that 
kind,  it  would  be  essential  that  it  should  be  in  general 

line  with  Government  policy? Yes,  but  I do  not 

think  1 said,  or  intended  to  imply,  that  these  speeches 
would  be  about  the  broadest  essentials  of  Government 
policy.  Anything  like  the  setting  out  of  broad  Govern- 
ment policy  would  be  a matter  for  Ministers,  probably  in 
Parliament,  or  on  some  public  occasion. 

12595.  Chairman:  I am  not  sure  that  I quite  see  this 
distinction ; 1 would  have  thought  that  the  main  benefit 
of  speeches  or  public  statements  and  utterances  that  the 
Governor  made  would  be  to  explain  what  he  was  doing, 
and  that  seems  to  me  to  be  explaining  what  policy  in  the 
monetary  field  is  being  followed  by  the  Bank  with  the 

Government’s  approval? It  is  difficult  to  announce  a 

Government  policy  which  had  already  been  announced 
by  somebody  else.  It  would  be  a statement  of  how  policy 
was  being  followed  out,  not  an  announcement  of  policy. 

12596.  Professor  Cairncross:  Surely  the  statements  that 
are  made  by  the  Governor,  if  they  are  to  be  of  public 
interest  and  to  deal  with  matters  of  public  importance, 
are  bound  (so  long  as  they  are  not  purely  quantitative) 
to  be  very  like  what  would  be  said  at  other  times  by  the 

Chancellor  in  the  House? Like  certain  aspects  of  the 

Chancellor’s  speech,  but  not  entirely  alike.  They  would 
be  more  on  technical  financial  points. 

12597.  Professor  Sayers:  Could  these  statements  that 
you  envisage  the  Governor  of  lie  Bank  making,  if  tfiey 
were  to  be  of  use,  avoid  going  into  matters  which,  as 
you  have  yourself  stressed,  are  matters  of  great  con- 
troversy?— — ^0  long  as  monetary  policy  continues  to  be 
intensely  controversial  the  Governor  would  have  to  keep 
on  the  safe  side  of  the  more  controveroal  aspects ; but  I 
stiU  think  that  there  is  a scope  for  him  to  say  something 
on  these  matters  from  a more  independent  position  than 
that  of  a Permanent  Secretary.  It  would  want  a great 
deal  of  working  out;  it  is  not  easy  to  define  it  in 
evidence. 

12598.  Mr.  Jones:  Could  not  this  lead  to  an  impression 
in  the  country  that  the  Bank  was  independent  of  the 

Government  in  matters  of  policy? If  it  did,  it  would 

be  very  unfortunate.  The  thing  would  have  to  be  managed 
in  such  a way  as  not  to  give  that  impression.  I still 
believe  that  if  the  thing  is  properly  worked,  and  no  doubt 
approached  cautiously,  there  is  no  reason  why  that  im- 
pression should  be  given.  There  is  an  opposite  considera- 
tion : a good  deal  of  suspicion  and  doubt  and  controversy 
arises  from  people  not  understanding  what  is  being  done. 
To  the  extent  that  the  person  who  knows  what  is  being 
done  finds  it  possible  to  give  an  explanation  as  to  what 
is  being  done,  and  why  it  is  being  done,  I would  have 
thought  that  that  would  be  a help  to  prevent  suspicion 
and  controversy  arising.  I attach  a good  deal  of  im- 
portance to  that.  One  of  the  ve:^  distressing  facts  about 
this  situation  is  the  suspicion  which  appears  to  exist  in  a 
number  of  quarters,  where  one  hoped  it  would  not,  about 
the  City  as  a whole.  Some  people  think  that  earning  a 
living  in  anything  to  do  with  money  is  a much  less  de- 
sirable way  than  earning  a living  in  other  ways.  That  sort 
of  thing  is  not  going  to  help  this  problem ; so  far  as  the 
people  concerned  can  have  the  opportunity  to  talk  a bit 
and  explain  what  is  happening,  is  not  that  the  best 
chance  of  getting  rid  of  some  of  these  suspicions? 

12599.  Professor  Sayers : Is  not  this  a large  part  of  the 
case  for  very  detailed  exposition  of  policy?-; — Detailed 
exposition  ”,  yes,  but  I would  not  say  “ policy 

•12600.  Of  the  operations  of  the  Bank? — ^Yes. 
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12601.  Professor  Cairncross  : It  has  been  put  to  us  that 
the  Chancellor  has  not  the  same  access  to  the  staff  of  the 
Bank  as  be  has  to  the  staff  of  the  Treasury.  Would  you 

agree  that  this  is  so? 1 have  never  beard  that  one. 

Of  course,  the  Chancellor  happens  to  live  in  the  Treasury 
and  not  in  the  Bank  of  England,  and  it  is  very  easy  for 
him,  if  he  wants  on  any  given  subject  to  get  information, 
to  get  not  only  the  Permanent  Secretary,  the  S^ond 
Secretary  and  the  Third  Secretary,  but  the  Assistant 
Secretary  and  even  the  Principal  who  has  written  the 
first  minute.  In  the  Bank  he  naturally  does  not  go  so  far 
down,  but  for  the  sort  of  discussion  which  I can  re- 
member round  the  Chancellor’s  table  on  really  difficult 
and  troublesome  and  controversial  matters  my  impression 
is  that  the  Governor  would  often  bring  along  perhaps 
three  advisers,  people  dealing  with  particular  subjects 
under  him,  and  I have  never  heard  it  suggested  that  there 
was  any  limitation  in  this  respect  which  made  difficulties 
for  the  Chancellor. 

12602.  Chairman-.  It  has  been  suggested  more  ffian 
once  to  us  that  in  effect  the  Chancellor  gets  from  the  Bank 
one  point  of  view  presented  by  the  Governor.^  From  your 
experience  how  much  foundation  is  there  in  that?— ; 

It  is  easy  to  talk  in  a way  which  would  give  the  impression 
that  serious  differences  of  view  were  always  arising.  That 
is  not  so.  But  1 do  recollect  over  ten  years  perhaps  three 
or  four  occasions  on  sriiioh  there  'Were  serious  divergences 
of  views  on  important  questions.  My  recollection  is  that 
on  such  occasions  the  Governor  would  come  along  and 
say  “This  is  a very  difficult  question.  There  are  two 
possible  views.  We  have  had  great  discussions  m the  Bank 
about  this ; one  view  is  this,  and  one  view  is  _that.  On  the 
whole  we  have  come  to  the  conclusion  that  this  view  is  the 
better  because  it  gets  over  this  or  that  difficulty.” 

12603.  Sir  Oliver  Franks:  The  weight  of  what  has  been 
said  to  us  is  that  the  situation  which  you  have  been 
describing  has  broadly  obtained  on  the  foreign  side  when 
problems  of  the  overseas  aspects  of  sterling  were  being 
discussed.  It  does  not  seem  to  me  that  it  is  true,  on  the 
evidence  that  we  have  received,  in  the  same  degree  in 
relation  to  Bank  Rate,  where  the  impression  left  on  my 
mind  by  witnesses  is  that  it  is  much  more  actively  the 
case  that  the  Governor,  alone  or  accompanied  by  the 
Deputy  Governor,  sees  the  Chancellor,  and  probably  sees 
the  Permanent  Secretary  either  on  the  way  in  or  on  the 
way  out,  or  occasionally  with  the  Chancellor,  and  that  the 
round-the-table  discussion  which  you  have  been  describing 
occurs  seldom,  or  not  at  all.  If  we  distinguish  between 
the  different  types  of  question  which  fall  to  be  worked 
out  between  the  Bank  and  the  Treasury,  is  there  anything 
in  this  difference? 1 would  have  thought  that  discus- 

sions with  the  Chancellor  at  the  head  of  the  table  and 
the  Bank  and  the  Treasury  round  the  table  were  certainly 
not  limited  to  overseas  questions,  but  covered  internal 
financial  policy  as  well.  So  far  as  intra-Bank  views  are 
concerned  I cannot  answer,  but  the  occasions  that  I 
remember  where  we  have  discussed  views  in  terms  of 
what  has  been  thought  within  the  Bank  are  certainly  more 
frequent  on  the  overseas  side.  Perhaps  that  is  because 
the  overseas  side  was  the  most  critical  and  the  most  trouble- 
some in  the  ten  years  that  I was  concerned  with. 

12604.  Chairman-.  Would  there  be  anything  contrary 
to  tradition  or  precedent  in  a Chancellor  saying  to  the 
Governor : “ I would  like  you  to  bring  along  to  my  dis- 
cussion A,  B and  C from  the  Bank  ”? 1 have  never 

heard  it  suggested  that  he  was  deprived  in  any  way  from 
getting  a fully  synoptic  view. 

12605.  Professor  Cairncross:  If  he  wanted  a memo- 
randum from  the  Bank  before  making  up  his  mind  on 

any  issue  he  would  only  have  to  ask  for  it? Certainly ; 

the  view  which  I gather  has  been  expressed  that  the  Bank 
does  not  express  itself  in  writing  is  not  true.  They  submit 
a good  ded  in  writing  nowadays.  That  view  goes  back 
to  a much  older  tradition.  There  was  a difference  thirty 
years  ago,  and  it  may  be  that  some  people  think  that 
it  still  exists,  but  it  really  does  not  now. 

12606.  Would  you  say  that  it  was  as  easy  to  get  statistics 

from  the  Bank  as  it  is  from  Government  departments? 

There  again  there  has  been  a considerable  change.  Ten 
or  Mteen  years  ago  it  was  very  difficult  to  get  compre- 
hensive figures  out  of  the  Bank,  but  the  statistical  organi- 
sation hpeft  very  greatly  improved,  and  they  now  have 


very  good  figures  at  the  Bank.  There  is  certainly  very 
close  contact  between  the  Treasury  statisticians  and  the 
Bank  of  En^and  statisticians. 

12607.  You  mention  in  your  memorandum  that  the 
Bank  have  appointed  a number  of  economists  and 
statisticians  to  their  staff  in  recent  years.  Do  you  see 
some  virtue  in  an  interchange  between  the  Treasury  and 

the  Bank  at  that  levd? ^Yes,  I think  there  mi^t  be. 

As  a former  Permanent  Secretary  to  the  Treasury  I would 
see  no  objection  to  it.  How  well  it  would  fit  in  with  the 
Bank’s  arrangements  I cannot  say. 

12608.  Chairman:  Are  there  difficulties  from  the  point 
of  view  of  the  terms  of  staff  conditions  and  remuneration? 
— ^ — I do  not  know.  I would  have  thought  that  it  could 
be  managed,  but  one  is  always  rather  hesitant  to  say  that  a 
thing  coidd  be  done  without  knowing  precisely  what 
would  be  involved. 

12609.  Sir  John  Woods  : Would  you  see  in  principle 
any  advantage  or  disadvantage  in  an  interchange  of  staff, 
not  of  the  economic  and  statistical  kind,  but  administra- 
tive?  1 am  not  sure  what  the  answer  to  that  is. 

12610.  Lord  Harcourt:  Is  the  word  “administrative" 
fight  in  that  context?  Surely  one  is  either  on  the  advisory 
or  statistical  or  economic  side  of  the  Bank,  or  on  the 
operational  side.  Can  one  look  forward  to  an  interchange 
of  people  from  the  Treasury  who  have  been  used  to 
economic  advice  taking  over  an  operational  function  in  the 

Bank  of  England? ^That  may  be  a difficulty.  One  has 

also  to  consider  what  is  the  ultimate  aim  for  the  set-up  and 
the  relationship  between  the  Treasury  and  the  Bank  of 
England. 

12611.  Mr.  Jones:  In  your  paper  you  stress  the  differ- 
ence between  the  Bank  of  En^and  and  Treasury  officials 
in  methods  of  training  and  experience.  You  do  not  say 
anything  at  all  about  general  recruitment.  Have  you  any 
views  on  recruitment  to  the  Bank?- — I have  never  thought 
very  much  about  that.  That  is  a responsibility  of  the 
Governor  of  the  Bank.  They  seem  to  me  to  be  very 
successful  in  getting  very  good  people. 

12612.  Professor  Sayers:  Do  you  attach  importance  to 
the  Bank  having  an  income  of  its  own,  set  aside  from 
the  general  flow  into  the  Exchequer,  the  spending  of  which 
on  the  staff  and  buildings  and  so  on  is  entirely  within  the 

discretion  of  the  Bank? ^I  do  not  see  any  reason  why 

the  present  system  shorild  be  changed. 

12613.  Professor  Cairncross:  I would  like  to  ask  you 
about  different  aspects  of  monetary  policy,  and  the  distri- 
bution of  functions  between  the  Treasury  and  the  Bank 
in  each.  If  you  take  debt  management,  there  is  a general 
presumption  that  it  is  essentially  the  field  of  the  Treasury. 
If  you  take  foreign  exchange  policy,  and  to  some  extent 
transactions,  again  there  have  been  periods  at  least  where 
the  Treasury  did  not  merely  lay  down  the  general  lines  of 
policy  hut  bad  a hand  in  the  operations.  If  you  are  Ukmg 
Bank  Rate  changes,  these  are  commonly  assumed  to  be 
within  the  competence  of  the  Bank  of  England.  These 
may  be  distinctions  that  really  have  no  practical  force. 
Is  there  any  difference  between  these  three  areas  of  policy 

in  respect  of  the  emphasis  on  Treasury  responsibility? 

I would  have  thought  the  difference  was  rather  less  than 
I would  have  gathered  from_  your  question.  On  debt 
management,  ‘general  policy  is  discussed  fully  and  fre- 
quently between  the  Bank  of  England  and  the  Treasury, 
but  the  management  of  the  actual  operations,  and  indeed 
the  feasibility  of  particular  operations,  to_  carry  it  out  are 
obviously  a matter  for  the  Bank  to  advise  on.  I would 
have  thought  that  really  all  three  matters  were  in  very 
much  the  same  position,  that  th^  require  a great  deal 
of  technical  knowledge  and  experience  to  work  them  out, 
but  that  in  all  three  the  Government  must  have  the  last 
word.  The  Treasury  obviously  come  into  discussing  all 
three  matters. 

12614.  I wonder  if  the  difference  is  not  perhaps  greater 
than  you  have  suggested.  If  you  take  debt  management 
operations,  surely  each  major  change  and  each  major 
operation  reflects  Treasury  policy  and  reflects  Treasury 
decisions.  If  you  take  the  foreign  exchange  controls  was 
there  not  a time  when  the  Exchange  Equalisation  Account 

operations  were  directly  a Treasury  function? 1 have 

no  personal  knowledge  myself  of  any  period  when  that 
happened.  If  you  are  thinking  of  the  early  days  of  me 
Exchange  Equalisation  Account  I would  have  thought  that 
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all  the  day-to-day  work  must  have  been  done  in  the  Bank, 
and  that  the  Treasury  only  really  came  in  on  big  transfers 
from  one  account  to  the  other,  and  that  kind  of  matter. 

12615.  You  do  not  believe  that  there  has  been  any 

change  there? 1 do  not  know  exactly  what  happened 

before  the  second  world  war,  so  that  I cannot  say  that  I 
do  not  believe  there  is  any  change.  I am  saying  that  I 
would  not  personally  draw  any  very  big  distinction  between 
debt  management,  foreign  exchange  and  Bank  Rate,  as 
to  the  extent  to  which  fee  Treasury  and  the  Bank  of 
England  were  concerned  in  each  of  those  three  matters. 

12616.  Chairman-.  It  has  been  put  to  us  rather  formally 
that  in  some  respects,  such  as  management  of  fee  Exchange 
Equalisation  Account  and  fee  control  of  foreign  exchange, 
the  Bank  acts  as  agent  for  fee  Treasury,  and  in  other 
respects,  such  as  management  of  fee  Issue  Department 
portfolio  and  questions  about  Bank  Rate,  it  has  inde- 
pendent jurisdiction,  subject  to  the  Chancellor’s  overriding 
authority.  Do  you  see  any  validity  in  fee  distinction 

between  operations  in  those  two  fields? 1 am  at  a 

disadvantage  on  this  because  none  of  my  pre-war  service 
in  the  Treasury  was  on  the  purely  financial  side.  I never 
came  into  these  questions  until  I became  Permanent 
Secretary  in  1945,  and  I have  not  therefore  the  detailed 
knowledge  which  one  ought  to  have  to  answer  that 
question.  Personally  I would  not  have  thought,  looking 
at  it  in  the  broadest  way,  that  there  was  very  much  validity 
in  the  difference  between  those  two  branches. 

12617.  Sir  John  Woods:  It  has  been  put  to  us  that  in 
the  operations  we  have  been  describing  in  fee  one  case 
fee  initiative  rested  with  fee  Treasury  and  in  fee  other 
case  with  the  Bank.  In  relation  to  fee  Bank  Rate  fee 
Bank  seems  to  regard  itself  as  being  fee  initiatmg  body, 
although  of  course  it  would  not  regard  itself  as  inde- 
pendent in  any  sense? ^Yes,  but  I do  not  think  that 

any  of  these  things  are  final  and  absolute.  I can  remember 
on  one  occasion  in  a serious  crisis  telling  fee  Governor 
of  fee  Bank  of  England  feat  it  looked  as  though  fee 
Government  would  be  working  up  to  a White  Paper  with 
a whole  bundle  of  measures  on  a certain  date,  and  saying 
feat  no  doubt  he  would  be  thinking  about  the  monetary 
side,  which  no  doubt  be  was  doing  already ; I do  not 
know  whether  you  could  regard  feat  as  taking  fee  initia- 
tive. I do  not  think  that  there  is  an  absolute  distinction. 

12618.  Chairman:  I realise  that  your  hypothesis  is  not 
that  the  best  relationship  between  fee  Bank  and  the 
Treasury  is  that  the  Bank  should  be  as  near  a Govern- 
ment department  as  possible ; but,  supposing  that  one 
was  trying  to  achieve  feat,  I would  like  to  get  your  help 
on  some  of  the  practical  consequences.  One  would  have 
to  consider,  I suppose,  whether  the  Governor’s  position 
would  be  something  like  feat  of  a junior  Minister.  Would 
yon  envisage  him  as  merely  being  a Secretary  in  the  civil 
service  under  the  Chancellor,  or  having  some  access  to 
fee  Cabinet  or  fee  Prime  Minister,  as  he  has  today  to  fee 

Prime  Minister  on  his  own? ^It  is  a new  idea  to  me. 

I do  not  think  feat  fee  junior  Minister  cap  fits ; on  feis 
hypothesis  either  he  is  a Minister  or  he  is  a very  senior 
civil  servant.  Of  course  I do  not  like  either ; I think  feat 
fee  difficulties  which  this  sort  of  situation  presents  show 
how  awkward  the  whole  thing  would  become. 

12619.  I want  your  help,  because  you  have  unrivalled 
experience,  in  what  fee  difficulties  would  be  if  you  made 
fee  hypothesis.  What  would  become  of  the  home  finance 
division  of  the  Treasury?  Would  there  be  a place  for  it 
still  to  do  the  same  kind  of  critical  and  general  survey 

work  that  it  does  today? ^TMs  really  wants  more 

thinking  out  than  I have  given  to  it ; but  I feink  feat,  if 
fee  Bank  of  England  was  made  a Government  depart- 
ment, there  would  be  a case  for  saying  feat  they  should 
have  complete  control  under  the  Chancellor  of  certain 
things  which  are  now  handled  between  fee  Treasury  and 
fee  Bank  of  England.  But  feis  is  a snap  answer  to  a 
very  awkward,  even  if  somewhat  unreal,  question. 

12620.  You  see  advantage  in  fee  amount  of  duplica- 
tion which  goes  on,  wife  fee  home  finance  and  overseas 
finance  divisions  of  fee  Treasury  overlapping  to  some 
extent  -with  the  Bank  of  England?- — ^Yes.  It  is  a question 
of  trying  to  marry  up  two  different  points  of  view.  One 
can  call  it  overlapping,  but  they  have  to  be  married  up 
somehow,  and  this  system,  which  appears  to  involve  a 
little  overlapping,  is  in  practice  a very  good  way  of 
marrying  them  up. 

12621.  Lord  Harcourt:  May  not  those  two  points  of 
view  be  complementary  to  each  other  on  frequent 


occasions? They  frequently  are.  In  discussion  of  this 

kind  one  is  naturally  asked  about  occasions  on  which 
there  appears  to  be  a difference  of  view,  but  of  course 
in  most  cases  they  are  complementary. 

12622.  Professor  Cairncross : If  fee  Chancellor  were 
trying  to  make  up  his  mind  whether  fee  time  had  come 
to  be  a little  less  restrictive  of  demand,  or  to  induce  fee 
private  sector  to  spend  more  freely,  whom  would  he  con- 
sult on  those  occasions?  The  Treasury  would  be  involved, 
and  fee  Bank  of  England ; would  any  other  Government 

departments  come  into  fee  discussion? ^The  Board  of 

Trade  probably  would. 

12623.  Would  he  have  a standing  committee  to  advise 
him  on  that  kind  of  issue,  or  would  be  merely  depend 

on  specific  bits  of  advice  from  different  sources? A 

separate  standing  committee  for  each  subject  would  com- 
plicate things  too  much.  I think  feat  people  in  Whitehall 
are  sufficiently  alert  and  flexible  to  get  hold  of  the  right 
people  without  having  a standing  committee. 

12624.  Some  of  fee  departments  would  expect  to  be 
consulted  and  others  not.  The  Board  of  Trade,  you  say, 
probably  would ; would  fee  Ministry  of  Labour  normally 

enter  into  these  discussions? it  was  a question  of 

what  particular  classes  of  expenditure  to  stimulate  to  deal 
wife  particular  classes  of  labour  I would  feink  that  they 
would  come  into  it ; but  I would  not  have  thought  that 
they  came  into  it  as  much  as  fee  Board  of  Trade. 

12625.  Suppose  that  fee  Chancellor  is  trying  to  come 
to  a conclusion  about  fee  size  of  budget  surplus  or  deficit 
he  ought  to  work  to  in  fee  ensuing  year.  Naturally  he 
makes  up  his  own  mind ; but  would  he  take  advice  from 
sources  outside  fee  Treasury  before  deciding  on  that 
kind  of  matter?  Would  fee  Bank  of  England  have  any 

standing,  for  instance,  in  advising  him? It  would  be 

for  fee  Treasury,  or  those  officials  in  fee  Treasury  who 
were  advising  fee  Chancellor  on  fee  Budget,  to  collect 
broadly  based  information  from  a number  of  sources, 
including  no  doubt  fee  Bank  of  England  and  fee  Board 
of  Trade,  on  a matter  of  feat  kind.  One  wants  to  be 
careful  before  one  implies  what  consultations  the 
Chancellor  himself  would  have  personally  before  framing 
the  Budget;  that  becomes  rather  a ddicate  question. 

12626.  Sir  John  Woods:  My  recollection  is  feat  fee 
Bank  of  England  were  not  represented  in  fee  preliminary 
discussions  of  officials  about  possible  Budget  proposals? 
^No,  feey  were  not 

12627.  Professor  Cairncross:  Monetary  policy  deeds  in 
the  last  resort  wife  fee  level  of  demand,  but  monetary 
policy  is  only  one  instrument  for  controlling  fee  level  of 
demand,  and  it  may  therefore  be  important  to  have  a 
regular  review  of  how  monetary  policy  is  pulling  in  rela- 
tion to  fee  other  instruments  feat  affect  demand,  one  of 
which  is  certainly  the  size  of  the  budget  surplus  or  deficit. 
Are  there  any  standing  arrangements  for  ensuring  co- 
ordination of  views  on  demand,  or  was  feis  simply  dealt 

wife  from  time  to  time  as  fee  occasion  arose? ^You 

make  feis  question  much  more  difficult  to  answer  by 
tying  it  up  to  the  Budget  with  its  special  and  peculiar 
secrecies.  The  point  you  make  is  one  which  is  well  under- 
stood by  Whitehall  and  it  is  taken  into  account,  but  I 
do  not  myself  know  of  any  standing  committee  precisely 
for  feat  purpose. 

12628.  I was  trying  to  divorce  fee  question  from  fee 
details  of  fee  Budget  by  limiting  it  to  its  association  with 
one  single  magnitude  in  the  Budget,  namely,  fee  eventual 
surplus  at  which  the  Chancellor  was  aiming,  which  would 
mean  fee  disclosure  of  none  of  fee  secrets  of  the  Budget 

whatever? ^You  know  as  well  as  I do  fee  whole  flotilla 

of  White  Papers  about  fee  financial  and  economic  situa- 
tion which  appears  about  fee  time  of  the  Budget,  wife 
a good  deal  of  information  on  demand  gathered  by 
economists  and  statisticians  from  fee  widest  possible  num- 
ber of  sources.  Does  not  feat  answer  your  question? 

12629.  To  some  extent  it  does,  though  I feink  feat  the 
group  who  prepare  fee  Economic  Survey,  for  instance, 
would  be  a lower  level  group  than  fee  people  I was 
thinking  of  as  coming  together  to  discuss  what  should 
be  done,  who  would  certainly  include  fee  Governor  of 

the  Bank  of  England? ^I  do  not  think  that  I can 

pursue  this  further ; I find  it  a little  awkward. 

12630.  May  I ask  you  about  fee  position  of  the 
Governor  himself?  He  is  at  present  appointed  for  a 
period  of  five  years,  but  in  practice  fee  Governor  has 
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in  the  last  generation  normally  occupied  his  post  for  a 
longer  period.  Do  you  think  that  it  would  be  a useful 
change  to  appoint  the  Governor  for  life  or  until  some 

given  date? ^No.  A period  of  five  years  can  always 

be  prolonged.  I do  not  like  the  idea  of  appointing  any- 
body to  any  job  for  life.  Obviously  there  comes  a point 
when  there  should  he  a change.  I wotild  have  thought, 
not  speaking  specifically  about  the  Governor’s  post  but 
about  any  post  of  this  kind  where  the  rest  of  the  board 
rotates,  that  a possibility  of  re-appointment  for  a further 
period  of  five  years  was  a very  good  arrangement. 

12631.  Mr.  Woodcock  : In  paragraph  15  you  say  at  the 
end  that  there  are  certain  respects  in  which  alterations 
have  already  been  made  and  in  which  further  progress 
should  now  be  possible.  Is  all  that  you  have  in  mind 

in  that  sentence  covered  in  paragraphs  16  and  17? 

Yes,  I think  it  is.  There  is  generally  a feeling  that  the 
relationship  between  the  two  has  strengthened,  has  become 
easier  and  better  understood.  I have  not  any  other  specific 
things  in  mind. 

12632.  Sir  Oliver  Franks:  I would  like  to  go  back  to 
the  position  of  the  Bank  of  England  in  relation  to  that  of 
a Government  department,  because  this  is  something  on 
which  very  different  points  of  view  have  been  put  to  us 
on  a number  of  occasions.  Nearly  everyone  who  has 
given  evidence  to  us  has  assumed  that  on  matters  of  broad 
economic  policy  and  therefore  on  matters  of  broad 
monetary  policy  the  Government  must  decide.  This  is  a 
change  from  the  nineteenth  century.  But  after  that  some 
of  our  witnesses  have  said  that  the  nearer  the  carrying 
out  of  broad  economic  policy  and  monetary  policy  is 
the  same  the  better,  and  that  the  Bank  of  England  should 
therefore  be  as  much  like  a Government  department  as 
possible.  People  who  say  that  are  apt  to  qualify  it  a 
little  by  saying  that  there  are  certain  important  historical 
traditions  which  give  the  Governor  a position  in  the  City 
and  abroad,  that  these  historical  traditions  are  not  lightly 
to  be  cast  away,  and  that  this  is  why  one  should  say 
that  the  Bank  should  be  as  nearly  as  possible  rather  than 
the  same  as  a Government  department.  On  the  other 
band,  there  are  people  who,  while  saying  that  in  the  end 
the  Bank  of  England  nowadays  is  not  and  should  not 
be  independent  of  the  Government  in  any  of  its  major 
activities,  nevertheless  say  that  it  should  occupy  a posi- 
tion which  is  rather  different  from  that  of  a Government 
department.  On  this  side  of  the  argument  the  case  put 
before  us  includes  the  obvious  consideration  that  nowa- 
days fiscal  policy,  physical  controls  and  monetary  policies 
may  all  be  alternative  ways  of  getting  to  the  same  thing, 
and  that  therefore  the  Government  must  have  a very 
considerable  control  over  policy  which  goes  further  than 
just  the  broadest  lines  of  policy  if  the  Bank  of  England 
is  to  occupy  its  rightful  place.  So  from  the  two  points 
of  view  one  comes  in  towards  the  middle.  One  point  of 
view  is  trying  to  make  the  Bank  of  England  as  much 
like  a Government  department  as  possible ; the  other 
point  of  view  is  saying  ftat  it  is  important  that  it  remains 
rather  different.  It  is  very  difiicuit  to  be  clear  what  are 
the  considerations  which  incline  one  in  one  direction  or 
the  other.  You  have  been  quite  clear  as  regards  the 
position  which  you  take  up ; can  you  help  us  any  further 

with  the  reasons  which  lead  you  to  that  position? 

Of  course  the  foreign  position  is  important ; I imagine 
that  that  would  be  fairly  generally  agreed.  So  far  as 
concerns  making  sure  that  Government  policy  is  fully  and 
completely  carried  out  by  the  Bank  of  England  I can 
see  the  point  of  arguing  that  the  Bank  ought  not  to  be 
too  unlike  a Government  department,  particularly  in  the 
top  levels  which  have  to  deal  with  policy.  I think  that 
there  has  come  to  be,  to  use  the  expression  I use  in  the 
note,  rather  more  common  ground  without  losing  the 
distinctive  difference  between  the  two  organisations.  I 
should  have  thought  that  that  was  about  right.  To  get 
back  to  the  reasons,  I would  have  thought  that  from 
a broad  point  of  view  the  Bank  was  more  use  to  the 
Government  if  it  was  rather  different  from  a Government 
department  than  if  it  was  a Government  department ; it 

(Adjourned  until  Thursday, 


will  have  a better  understanding  with  the  financial  com- 
munity, and  die  fact  of  this  slight  degree  of  independence 
will  enable  the  Government  to  have  another  body,  or 
person,  if  you  like,  that  can  be  used  in  furtherance  of 
their  policies  and  be  more  use  to  them  than  another 
Permanent  Secretary.  I think  that  we  have  something 
really  valuable  there,  and  that  we  should  lose  a great 
deal  if  we  were  to  try  to  turn  the  Bank  into  a Govern- 
ment department.  The  difference  between  the  two  bodies 
is  awfully  hard  to  express,  because  all  the  words  we  use 
are  in  terms  of  either  dependence  or  independence ; what 
we  want  is  a sort  of  half-way  house,  and  my  feeling  is 
that  that  suits  us  better  for  internal  reasons  as  well  as  for 
external  reasons. 

12633.  Is  it  possible  to  get  any  argument  which  would 
support  the  position  which  you  are  putting  before  us  by 
looking  at  the  nature  of  the  operations  which  a central 
bank  necessarily  carries  out? ^Yes,  I think  it  is.  What- 

ever may  be  the  ultimate  position,  there  is  at  the  moment 
in  this  field  a great  deal  of  expertise  and  experience  which 
is  not  awfully  easy  to  express  in  terms  of  what  a Govern- 
ment department  does.  I should  have  thought  that  a body 
of  people  who  are  as  near  as  possible  in  physical  location 
and  in  spirit  and  training  to  the  people  who  carry  out  these 
financial  operations  is  therefore  of  more  advantage  than 
a Government  department. 

12634.  It  would  he  more  to  the  point  to  look  at  that 
characteristic  of  the  Bank  of  England’s  operations  than 
seek  to  divide  its  functions  up  into  those  which  it  carries 
out  on  its  own  responsibility  and  those  for  which  it  seeks 
the  approval  or  agreement  of  the  Treasury ; you  would 
say  that  agreement  on  broad  policy  is  something  which 

the  Government  must  always  see  is  effective? Always. 

12635.  And  therefore  that  distinction  is  not  useful? 

No,  I do  not  think  it  is  useful.  I do  not  believe  that  we 
should  get  anywhere  on  that  line  at  all. 

12636.  How  much  emphasis,  if  any,  should  be  put  on 

the  traditional  factor? 1 think,  if  you  come  down  to 

that,  a great  deal.  If  one  may  put  it  this  way,  I think  the 
Bank  of  England  (it  is  no  secret)  disliked  the  nationalisa- 
tion Act  quite  a bit,  although  in  fact  I believe  it  made 
•very  little  difference.  Any  further  step  which  tended 
in  the  direction  of  making  the  Bank  of  England 
more  like  a Government  department  would  go  very 
strongly  against  the  tradition  ; it  would  stir  up  a great  deal 
of  animosity,  and  would  not  help  in  getting  rid  of  this 
strange  view  which  is  held  about  people  who  make  their 
living  in  the  City. 

12637.  Would  you  regard  it  as  a condition  of  the 
position  of  the  Bank  being  what  you  would  like  it  to  be 
that  the  flow  of  information  from  the  Bank  to  the  Treasury 
was  full  and  complete,  in  the  sense  that  the  papers,  or 
the  oral  arguments  which  set  out  the  position  of  the 
Bank  should  give  the  reasons  and  the  opinions  of  the 
Bank  which  led  to  their  conclusions  as  fully  as  those 

which  are  set  out  by  the  Treasury? ^Yes. 

12638.  Whatever  has  been  the  position  very  recently, 
we  have  had  a good  deal  of  evidence  which  suggests  to 
us  that  the  degree  of  fullness  with  which  the  Bank’s  views 
are  set  out  and  argued  in  detail  has  not  always  been  the 
same  as  that  with  which  the  Treasury  view  would  be  set 
out  and  argued  in  detail.  Without  asking  you  to  place  a 
view  like  that  against  particular  periods,  is  this  not  a 
subject  on  which  there  has  been  a good  deal  of  develop- 
ment over  time? Certainly.  I would  certainly  not 

dissent  from  the  view  you  put. 

12639.  And  this  development,  given  the  central  position 
of  the  Government  nowadays,  is  very  important  if  you 
are  making  any  argument  for  detachment  for  the  Bank? 
It  would  be  an  absolute  condition  that  the  flow  of 

information  was  complete? 1 quite  agree. 

12640.  Therefore,  if  anybody  wished  to  argue  that  the 
point  of  the  Bank  having  a certain  detachment  was  that 
it  could  keep  its  information  to  itself,  that  would  be 
entirely  wrong  and  against  your  view? — —Certainly. 

Chairman : Thank  you  very  much  indeed,  Lord  Bridges ; 
you  have  helped  us  considerably. 

ISth  January,  1959,  at  10.45  a.m.) 
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Professor  A.  K.  Cairncross,  C.M.G. 

The  Rt.  Hon.  Sir  Oliver  Franks,  G.C.M.G., 
C.B.E. 

The  VisGotn^T  Harcourt,  K.C.M.G.,  O.B.E. 
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Professor  R.  S.  Sayers,  F.B.A. 
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George  Woodcock,  Esq.,  C.B.E. 

Sir  John  Woods,  O.C.B.,  M.V.O. 

Mr.  R.  T.  Armstrong,  Secreleuy 


The  Lord  Pikrcy,  C.B.E.,  industrial  and  Commercial  Finance  Corporation  Ltd.,  called  and  examined. 


. 12641.  Chairman:  We  atre  very  grateful  to  you  for 
your  excHlent  paper*,  which  we  have  in  fronf  of  us  and 
have  bad  a chance  of  readdog  through  tot.  It  is  one  of 
those  carefully  argued  papers  (bait  st  is  easiest  to  take 
through  paragraph  by  paragrafrfi.  Your  conclusion  at  the 
end  of  paragraph  11  is  that  the  machinery  of  public  issue 
is  tending  to  become  less  and  less  available  to  'the  singer 
industrial  undertaking? — —Lord  Piercy : Yes  ; I ^nk, 
and  experienced  p»ple  in  the  City  think,  that  that  is 
true.  There  are  striking  exceptions ; for  instance,  there_  is 
the  success  of  a concern  called  Neville  Industrial  Securities 
Ltd.  in  the  last  year  or  two  in  floating  quite  a lot  of 
small  companies  in  the  Birmingham  area.  If  that  could 
be  'taken  as  typical,  my  conclusion  would  be  wrong ; but 
one  always  has  'these  phenomena. 

12642.  They  are  local  flotations  in  Birmingham? 

In  one  or  'two  cases  with  a Lo-ndon  quotation,  but  sub- 
stantially Birmingham  flO'tatiO'DS. 

12643.  Where  you  are  cO'ntrasting  this  _ wfe  some 
different  rituation  in  the  past,  where  is  the  dividing  line? 
Is  it  the  gradual  result  of  forces  that  began  before  the 

■5vai? ^The  whole  .industrial  issue  market,  to  quite  a 

degree,  is  a post-war  development.  In  .the  .thirties  one 
or  two  people  thought  tbey  had  discovered  a new  line  in 
floating  small  issues,  and  a lot  of  it  was  done ; but  for 
raising  new  money  on  issues,  whether  for  large  or  am^ 
companies  the  minimum  amount  of  issue  likely  to  be 
successful  .has  gone  up  since  ithe  war. 

12644.  Professor  Cairncross:  Would  that  cot  be  tbe 

natural  consequence  of  inflation? It  would  be^<»ii- 

nected  with  inflatbn ; but  .the  real  pomt  is  marketability. 

12645.  The  Maomillaa  Committee  thought  that  £200,000 
was  about  the  minimum  for  a .pubhc  issue ; diat  figure 
would  currently  be  nearer  £ltnn.?— — One  com^  ctm- 

fortably  float  an  issue  of  £200,000  or  £300,000  in  the 
thirties ; one  could  float  issues  of  £50.000,  and  ^ 
General  Manager,  Mr.  Kinross,  claims  that  he  floated 
one  of  two  of  £30,000. 

12646  Chairman:  But  the  main  cause  for  this  tendency 
is  the  fact  that  ithe  big  source  of  investment  ss  the  large 
institutions,  and  .that  they  have  specialised  requir^ei^ 

of  .whicb  marketabitity  ds  an  important  one? -Market- 

ability  is  Important ; and  o£  Omise 

of  investment  managers  know  perfectly  well  what  they 
are  doing.  If  was  rather  .the  private  investor  who  was 
attracted  by  these  small  issues.  They  had  to  be  very 
attractive  for  any  institution  to  take  an  interest. 

12647  Then  at  >the  beiginning  of  paragraph  14  you  speak 
of  ttie  dying  out  of  the  private  investor  and  his  influence 
in  this  mid  you  say;  “This  problem  can  be  approached 
bv  asking  what  facilities  for  financing  investment  are 
available  to  . the  smaU  industnaUst”.  You  give  us  ^ list 
under  five  separate  heads  of  possibilities.  It  would  be 
fair  to  say  that  fliey  are  scattered  and  not  orgamsed  m 
any  picture  he  coifld  put  his  hand  on  at  any  one  moment? 
^Exactly. 

12648.  Professor  Cairncross':  Do  you  draw  any  distinc- 
tion when  you  speak  of  the  small  industnahst  between 

• Memoranda  of  Evidence  Patt  XUl  No.  30. 


the  man  who  is  simply  expanding  and  continuing  to  do 
what  he  has  been  doing,  and  the  man  who  has  got  on 
to  something  quite  new  and  is  assuming  risks  of  a different 

character?  Is  tiie  second  type  of  man  wone  pkc«l? 

The  second  type  of  man  is  very  apt  to  be  an  inventor 
who  has  a notion  or  invention  and  tiien  thinks  that  he 
ought  to  set  up  and  manufacture  and  market  it  Apart 
from  his  personal  friends  he  would  find  it  very  ^fficult 
to  get  backing.  A person  like  that  who  happens  to  be 
persuasive  as  well  as  ingenious  can  still  often  find  some- 
one in  the  City  to  back  him  for  a few  thousands ; that 
is  rather  an  odd  feature  of  .fliis  business.  But  it  will  be 
■more  difficult  for  the  second  class  of  ooncem  to  raise 
money  than  any  other  class. 

12649.  The  first  Ha-iK  of  man  already  in  busmess  and 
expeotiiig  to  exipand  a successful  'business  would  be  able 
to  quote  ffie  profits  he  has  been  earmng  over  .the  past 
few  years  and  tot  would  weigh  a good  deal  with  tiie 

various  institutions  you  mentioned? A very  great  deaL 

When  a financier  sees  no  profit  record,  or  only  a short 
profit  record,  he  .thinks  two  or  tiuee  times  before  he  does 
anything  about  it ; whereas  if  he  sees  a profit  record  going 
back  some  time  and  reasonably  solid,  that  greatly 
encourages  him. 

12650.  Would  you  say  that  most  of  .thew  institutions, 
particularly  investment  trusts,  would  be  likdy  to  mast 
on  a profit  record  before  they  made  a loan  or  took  an 

interest? ^Definitely.  Investment  trusts  do  not  really 

like  unquoted  shares.  The  Drayton  Ch-oup  seem  to  have 
between  £4mn.  and  £5mn.  worth  of  unquoted  securities, 
and  a considerable  proportion  of  that  is  the  sort  of  stuff 
we  do  ; but  outside  .the  Eteayton  Group  not  very  much  is 
done. 

12651.  Chairman:  Are  they  enabled  to  do  this  work 
be«use  they  have  some  larger  organisation  at  the  centre 
p.Tiahljng  them  to  keep  an  eye  on  concerns  in  which  they 

take  an  interest? Apart  from  LC.F.C.  very  few  m- 

•stitutions  have  anything  of  that  sort. 

12652.  Professor  Cairncross:  Are  there  particular 

insurance  companies  interested  in  the  finance  of  small 

fjjTOs? One  or  two ; the  United  Kingdom  Provident 

and,  strangely  enough,  the  Qerical,  Medical  and  General 
had  a department  that  did  it.  Since  I.C.F.C.  have  been 
in  existence  we  have  been  able  .to  lay  off  a certain  amount 
with  various  dostitutions.  Of  course  they  then  do  it  on 
our  backs,  knowing  .that  we  have  money  m it  and  are 
looking  after  it 

12653.  Professor  Sayers:  In  these  cases  you  retain  an 
interest? We  retain  a majority  interest ; that  is  a con- 

dition of  their  coming  in.  But  tiiere  are  one  or  ^o, 
such  as  the  United  Kingdom  Provident  and  the  Clencal, 
Medical  and  General,  doing  it  under  flieir  own  steam. 

12654  Professor  Cairncross:  Has  this  possibility  of  lay- 
ing off  developed  in  the  last  ten  years? ^Yes.  We  are 

rather  inclined  to  lay  off  a hit  of  a larger  proposition ; 
on  the  whole  that  is  not  very  favourably  looked  upon 
by  some  of  our  shareholders,  but  we  do  k. 
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12655.  If  you  .take  the  issuing  houses  which  you  men- 
tioa  in  paragraph  14  (iv),  would  it  be  inevitable  in  those 
cases,  if  they  were  to  be  successful,  for  them  eventually 
to  floait  the  issues  in  respect  of  companies  in  which  they 

were  interested? ^Yes.  The  Charterhouse  Industrial 

Development  Company,  which  rather  invented  the 
terminology  of  “nursing”  a small  company  for  issue, 
lend  money  and  take  a bit  of  equity  and  see  it  along  for 
a few  years ; but  their  horizon  must  be  limited  because 
their  resources  are  somewhat  limited.  The  Charter- 
house  business  in  our  held,  which  today  (as  fat  as  one 
can  judge)  runs  into  seversd  millions,  has  been  built  up 
since  about  1946.  Before  the  war  it  was  ‘practically 
negligiible,  though  the  idea  was  there. 

12656.  Am  1 right  in  thinking  'that  in  some  areas  an 
issue  house  doing  this  may  have  great  diffioul'ty  in  provid- 
ing the  additional  finance  to  float  off  the  companies  in 
w&ch  it  is  interested?  It  is  not  any  use  putting  in  just 
a little  money ; it  may  be  necessary  to  put  in  a lot 

before  the  proposition  can  be  marketed? ^Yes,  because 

if  there  is  going  ‘to  be  an  issue  it  must  be  a good  issue, 
which  means  that  the  record  needs  to  be  rather  pretty 
and  the  issue  needs  to  be  a certain  size. 

12657.  This  is  really  industrial  banking  of  a certain 
kind? ^Yes,  except  that  that  term  has  been  appro- 

priated by  the  hire  purchase  people. 

12658.  It  is  sO'mething  developed  in  other  countriw 
much  more  diain  here ; here  it  seems  to  be  very  limited  in 

scale? Yes.  This  has  always  been  rather  a rich  country 

in  ithe  way  of  private  individuals  having  surpluses,  until 
the  first  world  war  at  any  rate,  and  it  was  not  necessary 
for  people  .to  go  to  instatufions.  They  used  to  be  able 
to  get  money  rather  easily,  .but  it  has  become  progressively 
less  easy. 

12659.  Lord  Harcourt:  Would  it  'be  fair  to  say  that 
the  countries  in  which  the  industrial  development  bank 
has  really  gone  ahead  are  those  countries  with  a relatively 

undevdop^  caifrital  market? ^Wdth  a capital  market 

with  a Afferent  line  of  development  from  ours.  There  is 
a lo-t  &f  it  in  Germany  and  Belgium  and  several  other 
countries  ; but  the  tradition  in  Germany  is  that  there  has 
been  a sort  of  symbiosis  between  banks  and  industry. 
Banks  in  fact  provide  much  of  industry’s  capital,  and  Lt  is 
in  the  hoe  of  that  development  .that  ±ey  should  develop 
institutions  for  small  companies. 

12660.  But  the  new  issue- market  as  we  understand  it 
has  always  been  comparatively  under-developed  in  Ger- 
many ; they  have  developed  along  different  lines? ^Yes. 

On  i&e  other  hand  there  is  the  United  States ; you  could 
hardly  describe  ffieir  issue  market  as  under-develop^ 
and  yet  there  is  a very  big  continuing  effort  to  provide 
finance  for  small  companies  in  various  ways.  At  one  time 
&e  Federal  Reserve  was  doing  some. 

12661.  Sir  John  Woods-.  One  .fliinks  of  the  Revolving 
Fund  .for  Industry ; but  despite  all  the  invitations  it  was 
difficult  in  fact  -to  find  applications  which  could  possibly 
be  regarded  as  oredit-wonthy  to  take  up  the  money?—; — 
That  is  absolutely  right,  but  in  fairness  to  the  Revolving 
Fund  one  ought  to  say  that  they  were  strictly  limited  as 
regards  the  duration  of  the  loan ; it  did  not  suit  everybody 
to  take  what  they  could  offer. 

12662.  Chairman:  What  is  the  limiting  period  of  loans 

from  the  Revolving  Fund? Sir  John  Woods:  It  began 

by  being  three  years,  but  under  pressure  the  Americans 
allowed  us  to  go  to  five,  and  in  very  exceptional  circum- 
stances at  long  last  we  could  go  to  seven.  It  would  not 
be  fair  to  generalise  from  that  experience ; but  does  not 
other  evidence  also  tend  to  suggest  that  there  is  not  a 

very  large  gap  as  far  as  credit-worthy  borrowers  go? 

Yes.  It  is  very  striking  that  the  figures  of  the  Revolving 
Fund  tend  to  agree  with  our  own  figures.  We  have  re- 
ceived 6,000  applications  and  made  1,300  offers.  That  is 
a larger  proportion  than  the  Revolving  Fund,  but  it  is 
the  same  sort  of  picture. 

12663.  Professor  Cairncross:  Do  you  think  that  the 
average  small  businessman  is  familiar  with  the  possi- 
bilities you  sketch  in  paragraph  14?  Do  all  the  sm^ 
businessmen  who  might  come  to  I.C.F.C.  know  of  its 

existence? 1 think  that  the  small  man  is  not  familiar 

with  the  opportunities ; and,  although  one  might  think 
that  his  auditor  would  be  more  familiar  and  able  to  tell 
him,  that  is  not  generally  true  either. 


12664.  Lord  Harcourt:  How  do  most  of  yoiu  clients 
in  the  I.C.F.C.  come  to  you?  Are  they  brought  to  you 
by  some  adviser,  such  as  their  dvJn  accountant  or  bank 

manager? Mostly  by  auditors,  firms  _ of  chartered 

accountants,  though  a good  many  come  direct. 

12665.  Chairman:  It  is  a constant  interest  with  I.C.F.C. 

to  get  its  services  more  widely  known  in  the  country? 

Yes.  At  the  outset  for  many  years  we  were  shy  of  piling 
up  expenses  and  the  amount  of  advertising  done  was  very 
little.  Even  today  it  is  not  large.  We  relied  at  the 
beginning  very  largely  upon  going  about  giving  talks. 

I gave  many  addresses  of  that  sort,  and  so  did  other 
people  in  the  Corporation ; we  had  a lot  of  notice  in  the 
Press,  and  accountants  took  a good  deal  of  interest  in 
us.  But  I think  that  we  ought  to  have  done  more  to 
make  ourselves  known,  and  we  are  stepping  up  our 
propaganda  now. 

12666.  Professor  Cairncross:  Do  you  find  substantial 
differences  between  different  parts  of  the  country  in  their 
resort  to  I.C.F.C.  and  the  need  for  finance  of  tiiis  kind? 

Rather  little  gets  through  to  us  in  Scotland  because 

the  bankers  intercept  most  of  it.  We  have  no  complaint 
on  that,  of  course.  Otherwise  I do  not  know 
that  I have  any  special  comment  to  make.  We 
have  become  extremely  well  established  in  Birmingham 
where  we  seem  to  take  people’s  fancy.  We  find  it  very 
difficult  in  Manchester.  It  partly  depends  on  per- 
sonalities ; we  sent  a man  whom  we  thought  very  enter- 
prising to  Leicester,  but  he  had  no  success ; another  man 
made  great  business  there,  and  Leicester  is  by  now  a 
small  Birmingham.  It  rather  turns  on  the  selling. 

12667.  You  do  not  think  that  a good  deal  depends  also 
on  industrial  structure?  Yo-u  were  discussing  -the  Glasgow 
area,  for  instance,  which  I gather  is  probably  pretty  well 
supplied  because  there  are  relatively  few  requirements, 
whereas  in  Birmingham  I should  expect  something 

different? 1 entirely  agree.  There  is  a great  deal  of 

small  and  moderate  sized  industry  in  Birmingham,  and 
much  less  of  that  in  Scotland,  efven  in  Glasgo-w  and  areas 
round  about  it.  That  is  perfectly  true. 

12668.  Professor  Sayers:  The  geo^aphical  spread  of 
the  banks  and  their  financial  connections  with  the  small 
businessman  would  make  them  very  natural  points  of 
contact,  and  you  must  have  thought  of  the  banks  as  being 
people  who  were  very  likely  to  bring  a good  deal  of 

this  business  to  you.  Have  they  in  fact  done  so? 

We  started  with  precisely  the  thought  you  mention  ; I 
think  the  first  literary  work  I did  in  the  first  week  or  two 
was  to  draw  up  a leaflet  that  I hoped  the  banks  would 
send  round.  One  or  two  did  send  it  to  a limited  number 
of  branches.  We  have  always  found  the  banks  a little 
sticky  about  that  sort  of  thing.  I think  myself  that,  if 
there  had  been  a ready  co-operation  on  the  part  of  the 
banking  system  locally,  we  should  have  done  a good 
deal  more  business  than  we  did ; but  you  must  appreciate 
that  .the  .banks  -arnon'g  .themselves  are  of  course  intensely 
competitive,  and  it  is  always  possible  to  think  that  we 
may  ibe  treading  on  the  borders  of  banking  business. 
At  the  very  beginning  in  consultation  with  one  of  my 
most  experienced  City  directors,  Lord  Blackford,  we  in- 
vented the  formula  that  we  would  compete  with  everyone 
but  not  the  banks.  We  have  stuck  to  that,  but  it  is  diffi- 
cult to  get  that  over  on  the  other  side.  The  position  of 
the  banks  is  therefore  a little  ambivalent.  We  have  a good 
deal  of  business  put  up  to  us  through  the  banks  in  certain 
regions,  not  much  in  other  regions.  We  have  discovered 
with  rather  a shock  lately  that  there  are  a great  many 
branch  managers  and  bankers  of  that  sort  who  do  not 
recognise  the  name  of  I.C.F.C.  or  know  what  it  is  we  do. 
We  are  now  taking  steps  to  remedy  that  You  may 
have  noticed  the  new  advertisement  in  The  Banker  last 
month.  We  are  starting  to  carry  our  gospel  to  the 
practising  banker. 

12669.  Do  you  think  that  the  small  business  man  would 
be  better  served  if,  instead  of  one  I.C.F.C.,  there  were  a 
niiimbeir  of  corporations  run  under  individual  banks  or 

groups  of  banks? The  banks  would  not  be  good  foster 

mothers  for  institutions  of  that  sort.  There  was  one  in 
Northern  Ireland ; according  to  a former  _ Minister^  of 
Finance  the  banks  more  or  less  smothered  it.  It  might 
happen  here,  for  reasons  I have  sketched.  But  one  really 
wants  an  institution  with  large  resources  available,^  if 
there  is  going  to  be  a general  facility  which  will  give 
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anybody  money  who  has  a reasonable  claim  for  it,  and 
not  pick  and  choose  something  profitable  to  it.  An 
institution  has  to  have  a pretty  broad  back  to  bear  that ; 
the  small  institution  would  not  do  much  of  it.  We  are 
now  at  the  stage  when  we  can  back  a £5,000,  £10,000 
or  £20,000  proposition  and  say:  “What  is  that  in  the 
wash?  ” ; at  the  other  end  Mr.  Clayton  in  Liverpool  is 
saying:  “I.C.F.C.  is  very  remote  in  London,  and  even 
in  Manchester  ; we  want  something  of  that  sort  in  Liver- 
pool.” It  is  thought  that  South  Wales  needs  something 
too.  The  answer  to  all  that  is  our  branches ; perhaps 
we  ought  to  have  more  branches. 

12670.  There  seem  to  be  two  conflicting  points  here: 
first  that  in  the  interests  of  getting  closer  contact  with 
the  small  business  man  one  wants  a very  widely  spread 
institution  or  number  of  institutions ; on  the  other  hand 
from  die  point  of  view  of  capacity  to  take  the  risks, 
one  wants  as  big  and  widely  spread  an  institution  as 

possible? ^Yes.  A large  part  of  the  answer  to  that 

would  be  closer  co-operation  with  the  hanks.  I do  not 
wish  to  underrate  the  degree  of  co-operation  we  do  get. 
It  is  the  bank’s  branch  manager  who  knows  the  customer’s 
account  and  his  form  and  his  business  and  so  on. 

12671.  If  one  is  looking  at  die  possibility  of  banks 
doing  more  of  this  kind  ol  business  dkecdy,  there  is 
very  often,  as  you  say,  a reluctance  on  the  part  of  the 
sm^  man  to  getting  into  indebtedness  to  the  bank  for 
medium  or  long-term  purposes.  That  seems  to  contrast 
rather  with  the  comparative  readiness  of  the  small  busi- 
ness mao  to  take  advantage  of  hire  purchase  facilities? 

Hire  purchase  is  rather  a short-term  thing ; he  is 

not  going  to  take  on  one  of  these  three  or  five  year  con- 
tracts and  pay  a large  sum  down  unless  he  sees  his  way. 
The  sort  of  thing  we  are  talking  about  is  more  of  the 
nature  of  longer  term  assistance  in  capitalising  bis 
business. 

12672.  Would  it  help  at  aU  if  the  banks  were  willing 
to  have  more  explicit  arrangements  for  repayments  over 
periods,  and  to  drop  dieir  pretence  of  the  advance  being 

repayable  on  demand? If  you  take  the  term  loan  idea 

strictly,  that  is  a big  business  one  as  known  in  America ; 
but  a term  loan,  with  fixed  repayments,  would  of  course 
encourage  people  to  borrow  from  the  banks.  At  present 
if  a business  requires  £100,000  for  capital  purposes  and 
hopes  to  repay  in  seven  years,  they  can  only  get  an 
assurance  from  their  bankers  that  they  will  do  their  utmost 
to  continue  the  facilities  without  interruption.  That  is  as 
far  as  the  bank  will  go,  but  it  is  good  enough  for  many 
people. 

12673.  Possibly  if  the  banks  would  go  further,  and  be 
more  explicit  in  their  willingness  to  wait  for  their  money, 
the  small  business  man  would  be  more  ready  to  borrow 

from  the  banks  for  longer  term  purposes? ^I  a^eej 

but  I feel  in  my  bones  there  should  be,  and  is,_a  limit 
to  which  the  banks  in  practice  will  go  in  that  dirwtion, 
because  of  the  overall  question  of  liquidity.  I admit  that 
they  are  more  devoted  to  it  in  theory  ithan  in  practice  but 
in  practice  it  still  is  a conaideraltion,  1 think. 

12674.  Chairman-.  You  spoke  just  now  of  a certain 
ambivalence  of  the  attitude  of  the  banks  towards  I.C.F.C. 
I was  not  quite  clear  as  to  what  you  attributed  this  am- 
bivalence of  attitude  to.  You  are  the  bankers’  venture 
on  the  one  hand ; on  the  other  they  seem  not  very 
anxious  that  you  should  develop  to  your  full  possible 

potentialities? It  stems  from  two  feelings.  The  mam 

one  is  that,  with  or  without  justification,  a great  many 
bankers,  including  a number  of  general  managers  and 
even  in  my  experience  chief  general  managers,  believe  that 
somehow  or  other  I.C.F.C.  competes  with  them  and  from 
that  point  of  view  they  rather  (fislike  it  Coupled  wim 
that  I believe  that  it  was  witii  a certain  reluctance  the 
banking  community  in  the  City  undertook  this  pmj^t, 
and  many  of  those  at  the  beginning  remained  believing 
tihat  the  whole  thing  was  unnecessary  and  that  it  could 
not  succeed  In  that  kind  of  way  there  was  always  an 
attitude  that  I.C.F.C.  was  a bit  of  a cuckoo  m the  nest. 

12675  Professor  Cairncross:  May  I put  a point  to  you 
about  the  man  who  has  an  invention?  From  the  social 
point  of  view  any  innovations  carried  out  either  by 
smaU  or  large  firms  are  particularly  important  to  countries 
like  ours,  more  important  perhaps  than  expansion  ^ a 
firm  doing  what  a larger  firm  may  already  be  doing.  You 
do  not  specifically  single  out  this  type  of  individual  in 
your  paper,  but  you  did  agree  earher  that  he  had  perhaps 


greater  difficulty  than  most  people  in  raising  finance.  Do 
you  see  anything  that  can  be  done  for  a man  of  that  type, 
who  has  perhaps  suffered  more  than  others  from  the 
extinction  of  private  backers,  through  LC.F.C.  or  through 
other  institutions?  As  I understand  it  an  inventor  would 
be  unlikely  to  want  to  part  with  the  equity,  and  would 
want  a loan.  At  the  same  time  he  would  have  very  little 
to  offer  by  way  of  backing  for  the  loan,  and  it  would 
be  necessary  therefore  to  offer  money  that  was  at  con- 
siderable risk,  on  terms  that  assumed  that  it  would 
eventually  be  repaid.  I do  not  suppose  that  your  interest 
rates  go  very  high ; but  do  you  feel  that  there  may  be  a 
place  for  loans  to  persons  in  this  position  at  rates  above 

current  level? We  have  never  done  anything  explicitly 

like  that  in  I.C.F.C.,  because  we  have  been  rather  forced 
into  the  good  business  in  recent  years ; but  I have  often 
thought  of  it  At  the  present  time  we  are  taking  on 
whatever  we  can  see ; a lot  of  these  small  firms  are  sorting 
up  in  the  electronic  field.  We  have  hacked  a few  inven- 
tions, some  on  a large  scale,  some  on  a small  scale,  and 
I would  hesitate  to  say  how  it  has  come  out  on  balance. 
We  have  burned  our  fingers  on  one  or  two  occa.sions. 

12676.  Sir  John  Woods'.  Is  not  one  of  the  difficulties 

evaluating  the  invention? Yes.  D.S.I.R.  have  given  us 

a good  deal  of  help,  and  the  N.R.D.C.  has  always  been 
good:  but  it  is  difficult  On  the  whole  when  we  have 
found  an  inventor  with  something  that  seemed  (a)  to  be 
developed  and  (b)  to  look  good,  we  have  tried  to  steer 
him  into  some  Wendly  bosom  where  there  were  facilities. 

12677.  A financial  institution  really  wants  some  other 
body  between  it  and  the  inventor  to  make  the  technical 

evaluation? agree  entirely.  We  have'  taken  what 

advice  we  could  ; Lord  Halsbury  of  the  N.R.D.C.  amongst 
others  has  been  extremely  helpful. 

12678.  Professor  Cairncross:  Would  you,  or  other 
financial  institutions,  be  disposed  to  make  loans  in  such 
circumstances  if  it  were  possible  to  lay  off  part  of  the 
risk  with  some  central  institution  which  would,  for  a 
commission,  accept  the  risks  and  stand  part  of  any  total 
loss  that  resulted,  and  if  at  the  same  itime  that  central 
institution  had  at  its  disposal  the  itechnical  advisory  services 
to  assist  you  in  judging  whether  .the  invention  were  one 
with  real  prospects  or  one  not  meriting  further  considera- 
tion?  ^The  N.R.D.C.  answers  that  to  a certain  extent, 

although  their  emphasis  is  on  development.  We  are  always 
on  the  look  out  for  something  we  can  do  in  collabora- 
tion with  them.  At  one  time  we  had  a lot  of  discussions 
about  printed  circuits  when  they  were  much  less  well 
known  than  now.  We  never  actually  succeeded  in  finding 
one,  but  I think  the  idea  is  good.  My  impression  Is  that 
the  N.RD.C  in  past  years  has  done  it  in  some  instances. 
There  was  a project  for  using  isotopes,  which  they  laid 
off  among  three  or  four  institutions,  of  whom  we  were 
one. 

12679.  N.R.D.C.  are  only  presumably  interested  in  in- 
ventions in  which  they  themselves  possess  the  rights.  I 
am  speaking  of  private  inventors  who  may  be  rather 
sensitive  about  parting  with  their  rights.  I would  not 
have  thought  therefore  that  would  necessarily  be  the 
best  institution  to  which  to  recommend  a private  inventor 

to  look  for  further  assistance  on  finance? If  some 

subsidiary  organisation  were  set  up  under  the  D.S.I.R., 
staffed  partly  by  them  and  partly  by  financial  people, 
they  could  employ  them  in  this  way  in  backing  a thing 
if  ffiere  was  suitable  participation  from  the  inventor  and 
from  other  financiers.  It  would  be  worth  gambling  a 
milhon  or  half  a million  on  that  to  see  bow  it  went 

12680.  Is  it  your  impression  that  the  case  I have  been 
discussing  is  one  that  does  arise  commonly  or  that  it 

would  be  very  rare? 1 should  think  it  arises  frequently 

At  one  time  I and  another  man  set  up  a little  company 
to  do  precisely  this  sort  of  thing.  We  saw  a number  of 
very  ingenious  things,  but  we  did  not  manage  to  make 
a go  of  it  I withdrew  at  a certain  stage ; my  partner 
went  on  a bit  further  but  he  eventually  had  to  close  it 
down.  It  is  a difficult  field.  But  a central  body  of  some 
kind,  that  had  people  on  it  really  qualified  to  judge  these 
things,  including  one  or  two  industrial  people  on  it. 
might  have  something  to  be  said  for  it.  Even  if  it  only 
got  one  or  two  inventions  a year  which  would  otherwise 
be  lost,  it  would  be  very  well  worth  the  money. 

12681.  Afr.  Jones:  Do  you  consider  that  you  have  been 
provided  with  the  capital  required  to  do  the  job  you  were 
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want  to  provide  more  money.  Since  this  paper  was  written 
many  bankers  have  rather  come  to  the  opinion  that  it 
would  be  sensible  at  this  stage  for  the  Corporation  to 
borrow  money  from  the  market  if  it  can,  thereby  relieving 
the  burden  on  them.  The  only  difficulty  at  the  moment 
is  that  the  rate  is  too  high. 


called  upon  to'  do  by  the  instrument  of  1944,  and  have 
been  doing  since?  As  I understand  what  you  say  in  the 
paper,  there  is  room  for  the  Corporation  to  have  a good 

deal  more  money  at  their  disposal.  Is  that  so? ^Yes, 

I think  that  is  broadly  the  position,  one  of  the  reasons 
being  that  inflation  has  rais^  the  cost  of  capital  equip- 
ment and  building  so  much  that  £45  ran.  is  a very  much 
less  significant  sum  today  than  in  1944. 

12682.  Suppose  that  you  have  applications  for  loan  capital 
which  greatly  outstrip  your  capacity  to  meet  those  applica- 
tions, ffiougfa  they  may  be  good  and  very  desirable  loan 
applications ; have  you  any  policy  in  rdation  to  the  pro- 
portion of  the  amounts  required  that  you  will  lend,  say 
a tenth  or  half  of  the  amount  applied  for?  What  sort  of 
situation  would  be  remaining  to  the  small  firm  in  con- 
sequence of  what  you  are  able  to  do?  In  offier  words, 
are  there  occasions  when,  because  of  the  size  of  the 
problem  and  the  limitation  of  funds,  you  are  not  able 

to  fill  the  gap? On  the  broad  point  as  you  have  stated 

it,  yes.  As  regards  these  applications  we  cannot  do,  we  are 
of  course  frequently  slicing  down  applications.  I was 
looking  at  one  yesterday  which  began  at  £90,000  and 
is  ending  at  £45,000.  But  that  is  a case  of  a project  that 

can  be  rearranged.  Broadly  invested  lunos  oi  some  iso  um.  <juu 

good,  as  a rule,  by  providing  ^ anything  from  £2  mn.  to  £4  mn.  back  year  by  year, 

a particular  project.  It  is  no  good,  if  an  ^tension  to  auyuuug 

a factory  costs  £25,000,  to  offer  £5,000.  They  would  

go  to  the  banks  for  that  sort  of  flung,  not  to  us.  What 
we  have  tried  to  do  in  the  past  is,  when  we  have  bad 
a suitable  proposition  and  our  funds  were  tight,  as  they 
have  been  for  some  years,  to  put  it  in  a form  in  which 
we  can  interest  some  insurance  company  to  take  a part 
of  it.  Sometimes  we  have  been  able  to  make  suggestions 
which  put  it  in  another  form  and  another  context.  We 


12686.  Could  you  give  us  a firm  statement  that  the 
banks’  policy  is  not  to  prevent  you  going  to  the  market? 
.That  is  the  banks’  policy  today. 

12687.  Professor  Sayers'.  Have  you  asked  the  banks, 
since  the  credit  squeeze  was  removed,  to  lend  you  more 
money? ^Yes ; I went  to  the  Chairman  of  the  Com- 

mittee of  London  Clearing  Bankers  and  said:  “ Now  that 
the  lid  is  off,  I dare  say  you  will  be  a bit  easier  with 
us  ”,  but  he  did  not  respond  very  eagerly.  Since  then 
they  have  gone  into  hire  purchase. 

12688.  Lord  Harcourf.  Does  this  shortage  of  money 
in  your  corporation  devolve  in  any  way  from  the  fact 
that  you  have  been  unable  to  turn  over  your  investments 

at  the  speed  you  thought  you  would? 1 was  always 

rather  dubious  about  turning  them  over  , fast,  but  the 
experience  has  really  been  very  favourable.  Of  our 
invested  funds  of  some  £30  mn.  odd  we  are  getung 


12689.  On  loans  and  redeemable  preference  shares? 

Yes.  It  is  rather  a remarkable  rate  of  turnover.  We 
are  very  pleased,  and  hope  it  will  continue. 

12690.  But  your  objective  must  be  presumably  to  look 
on  yourselves  as  a revolving  fund  and  not  a permanent 
trust.  You  are  there  to  get  things  moving  and  then  relieve 
yourselves  of  it? ^Yes.  We  must  have  a fairly  large 


lorm  anu  atiouici  ^uulc.al.  .t...  w-,  *v.  — - - 

mTiVT  comrnonTv  sav  • “ If  you  make  an  issue  to  share-  paying  portfolio  to  defray  our  exposes  and  pay  interest 
holders  we  unLr-write^  it  and  find  ourselves  30  or  on  capital,  and  we  must  be  in  a position  where  from  time 

40  ner  cent  of  it”  But  we  have  bad  to  pass  by  a to  time  we  can  make  some  profits ; otherwise  we  have 
good  deal  of  business  rather  on  the  lines  of  taking  the  nothing  to  wipe  out  the  losses  that  we  are  bound  to 
better  and  leaving  the  worse,  which  is  not  really  very  incur. 

good  practice.  12691.  Professor  Cairncross:  Do  you  make  sales  from 

12683  If  vou  were  able  to  borrow  double  the  amount  of  your  portfolio,  or  get  participations  wh^  you  make  loans 

canital  vou  are  using  now,  are  there  small  businesses  in  to  particular  companies? Our  portfoUo  is  not  one 

the  country  applying  for  loans  where  you  would  be  pre-  from  which  we  can  make  sal«.  Although  we  have  shar«, 
nared  to  make  ^investments  rather  than  provide  loan  ftiey  are  usually  issues  to  shareholders  which  have  been, 
capital?--  We  make  investments  extensively.  I think  that  under-written  or  preference  sharw  which  are  quoted  for 

we  should  be  embarrassed  if  our  capital  went  up  to  death  duty  reasons  or  that  sort  of  flung,  which  we  cannot 

fOfl  mn  or  £100  mn-  at  once;  but  instead  of  lending  expect  to  be  able  to  sell.  Where  there  is  a perfectly  good 
£24  mn'  or  £34  mn.  a year  net  we  oould,  if  we  were  n share  yielding  six  or  seven  per  cent.,  which  is  quoted, 
mu.  ui  J-JT  a vMr  .1..  af  QH  to  16s.  3d.,  what  can 


allowed  to  spread  our  wings  a httle,  lend  to 
net  or  something  like  that  with  great  ease. 

12684  Are  you  ever  in  a position  where  you  have  to 

withdraw  funds? No  ; but  we  have  our  funds  upon 

the  basis  that  they  revolve.  Loans  are  always  being 
repaid  ; even  in  the  share  division  money  comes  back. 

12685.  Professor  Cairncross : Is  there  anything  that 


on  the  Stock  Exchange  at  13s.  9d.  to  16s.  3d.,  what  can 
one  do  with  that? 

12692.  What  about  when  you  lay  off  some  of  your 
loans  and  presumably  shares  with  insurance  companies . 

A.  large  part  of  our  holdings  is  redeemable  preference 

shares,  and  an  insurance  company  will  not  interest  itsell 
that  kind  of  security  unless  it  is  redeemable.  Where 


Luai  MUU  <JJ.  — — — - . 


19(i'ii): 

“The  Corporation’s  resources  are  to  be  provided 
entirely  by  the  shareholders.  The  Corporation  is  not 
allowed  to  borrow  in  other  direeflons  nor  to  accept 
deposits.” 

and  again  in  Appendix  2,  ■which  is  your  founding  charter, 
SO  to  speak: 

"The  sponsoring  and  subscribing  bankers  deem  it 
essential  that  the  new  Company  should  remain  mab^ 


years.  That  is  fairly  elastic ; occasionally  an  insurance 
company  will  take  something  longer? 

12693.  On  what  scale  is  this  done? — 
hard  to  say.  In  some  years  we  rnay  b^ve  l^d  off  mn. 
to  £2  mn. ; perhaps  that  is  putting  it  a httle  high.  It  is 
marginal. 

12694.  Do  you  do  it  currently  as  you  make  the  loan? 
^Yes. 

12695.  Do  you  never  do  it  subsequently? — —No.  It 


thnMTlx'SdsTofTrbomw"^^  to  borrow  „ould  be  very  difficuM,  just  as  a practical  mtto  at  a 

,?.l‘i“the  streugth  of,  or  fte  seemity  provtded  H so™  eo«^ 


money  upon  the  strength 
by — 

(а)  the  association  of  the  Company  with, 

(б)  the  paid-up  capital  provided  by, 

(c)  the  uncalled  capital  iliabiliities  of 

■the  subscribing  banks.  Accordingly  fbe  Comply  k, 
by  the  Capital  Meraoraudum  and 
from  excreting  borro-wing  powers  other  than  by  toeans 
of  loans  and  advances' obtamed  from  saibscnbiing  banks 
Jjoratuurareirshsxeholdiugs.”  ^ b 

^Those  were  ^fectly  £200’000  of  that  is  enough  for  us,  .so. J® 

had  £45  mn.  in  front_  of  us  and  the  banks  w«e  wiumg  ..^6  are  negotiaUng  thi- 


that" institution  says;  “We  would  like  to  clear  off  flus 
loan  of  I.C.F.C.  which  we  see  on  your  balance  sheet  , 
we  might  be  paid  out;  but  even  that  “'baUy  does  not 
proceed  from  us.  If  we  are  laying  off,  we  have  to  have 
some  regard  to  the  kind  of  terms  and 
are  acceptable  to  an  insurance  company,  and  they  have 
definite  ideas  on  that  which  vary  from  ‘"^r^anacd 

IS  why  it  has  to  be  done  when  the  loan  is  being  arranged. 

12696.  You  take  the>itiaUye?— ^ 

ign  lor  B-  V-  ---  insurance 

We  are  negotiating  this  and  tne 


toleud  S?.  St? rauflo;  „?;>d^"br§e”“S»es,ed-in  ttkiug 

donut  £50,0007  " That  it  common  prachce. 
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[Continued. 


12697.  I am  told  that  in  some  areas  there  is  a greater 
difficulty  in  getting  between  £50,000  and  £150,000  than 
outside  that  range.  I would  assume  that,  if  a firm  wanted, 
say,  £150,000,  you  would  be  prepared  to  contemplate  this 

as  a joint  loan? Yes ; but  I do  not  want  to  make  too 

much  of  this  laying  off.  It  is  marginal;  £1  mn.  or 
£2  mn.  a year  is  as  much  as  we  do, 

12698.  Chairman-.  The  next  point  you  raise  on  the 
difficulty  of  your  position  is  in  paragraph  19  (v): 

“ A view  seems  to  have  been  taken  by  some  bankers 
of  late  years  that  the  loan  part  is  not  capital  funds  in 
any  erase,  but  a 'banking  advance,  and  in  prindple  call- 
able  at  ^ort  notice.  As  one  banker  put  k recently, 
I.C.F.C.  iborrows  short  and  lends  long.” 

How  far  does  that  seriously  trouble  you? ^It  is  more 

a pinprick  than  anydiing  else,  but  it  is  very  disconcerting 
to  be  asked,  as  we  were  in  the  autumn  of  1955,  whether 
we  contemplated  paying  something  back.  _ At  that  moment 
we  were  tr^g  to  cut  down  our  outstanding  commitments. 


12699.  It  not  only  reflects  itself  in  a short  term  rate  of 

interest  but  leads  to  suggestions? 1 do  not  put  the 

suggestions  higher  than  a pinpridc.  The  last  time  we  had 
that  sort  of  ffiing  there  was  a suggestion  that  we  might 
meet  our  current  requirements  by  selling  some  of  our 
holdings  of  securities ; but  I have  explained  to  you  how 
realistic  that  was.  All  that  is  rather  a pinprick,  but  it  is 
a good  argumentative  foundation  for  charging  us  current 
Bank  Rate  plus  a half  of  one  per  cent  We  were  in  a 
position  recently  of  paying  7\  per  cent  on  £17  mn.  of 
money.  However  we  have  taken  all  that  in  our  stride. 

12700.  Mr.  Woodcock:  What  is  the  spread  of  the  rates 

you  charge? At  any  given  moment  the  difference 

between  the  highest  and  lowest  rates  we  charge  is  hardly 
one  per  cent. ; more  like  a half. 

12701.  Professor  Cairncross:  Is  that  a deliberate 

decision  that  you  should  no.t  have  a 'Wide  spread  of  rates? 

^No.  The  policy  as  uo't  to  charge  high  rates.  We  are 

regulated  very  much  by  the  rates  of  insurance  companies  ; 
they  are  really  the  pace  makers  in  all  these  rates  on  loans, 
particularly  on  property  and  things  like  that.  We  stick 
rather  close  to  them.  We  go  rather  for  the  lower  end  of 
the  market  than  the  higher  end  as  regards  rates. 


12702.  Does  it  not  mean  that  you  take  the  rather  better 

risks? It  all  depends.  In  the  last  few  years  our  funds 

have  been  somewhat  limited  and  we  have  had  to  take  the 
better  risks.  Broadly  we  know  that  we  have  to  accept  a 
certain  amount  of  risk  that  is  not  very  good,  and  our 
shoulders  are  pretty  broad,  at  any  rate  for  smaller  amounts 
from  £5,000  to  £25,000. 


12703.  It  has  been  suggested  that  you  are  sometimes 
inhibited  from  higher  rates  because  you  feel  it  might  give 

rise  to  criticism  in  Parliament  or  elsewhere? ^No.  We 

have  never  really  come  under  the  attention  of  Parliament, 
certainly  not  in  the  matter  of  rates,  or  giving  loans  or  not 
giving  them. 


12704'.  Chairman:  Your  third  point  of  difficulty Js  in 
paragraph  19  (vii)  where  you  indicate  that  the  original 
limits  about  the  range  of  financing  have  become  rather 

unreal? At  the  present  time  £200,000  is  what  you  might 

call  the  official  limit  as  between  us  and  the  banks,  with  a 
latitude  up  to  £250,000.  It  is  not  really  enough. 

12705.  Sir  John  Woods:  Was  the  limit  of  £200,000  in 
any  way  related  to  the  existence  of  F.C.I.? — 7-N0,  I think 
that  it  really  stems  entirely  from  the  Macmillan  Report, 
where  ffiey  thought  issues  of  less  than  £200,000  were  not 
really  acceptable  ; that  was  rather  converted  into  the  pro- 
position- that  anj^ing  from  £200,000  upwards  could  be 
raised  in  the  market.  There  was  an  idea  that  F.C.L  could 
begin  where  we  left  off,  but  that  suggestion,  I think,  mis- 
conceives their  business,  which  has  always  been  medium 
term  finance  and  bridging  finance,  with  very  little 
exception. 


12706  Professor  Sayers:  The  two  Macmillan  gaps  did 

not  reaUy  join  each  other? ^No ; and  the  first  one  has 

been  very  thoroughly  stopped. 

12707.  Professor  Cairncross:  There  is  a gap  between 
your  upper  limit  and  the  lowest  figure  at  which  it  would 
be  possible  or  economical  to  float  an  issue  on  the  Stock 

Exchange? ^Yes  ; there  is  a region  where  we  co^d 

profitably  operate  if  we  did  not  always  have  to  be  looking 
over  our  shoulder. 


12708.  Mr.  Woodcock:  Where  would  you  put  the  limit 

yourself,  at  the  moment? ^We  should  very  seldom  want 

to  go  up  to  more  than  £300,000,  and  we  should  lay  a part 
of  that  off.  In  1946  or  1947  I thought  I had  arranged 
with  the  then  Governor  of  the  Bank  that  we  could  go  up 
to  a i^re  of  £400,000 ; but  of  course  he  was  not  the 
authority  on  that,  and  in  the  long  run  I found  that  the 
bankers  rather  preferred  us  to  stick  to  the  original 
£200,000.  If  we  had  not  got  this  definite  ceiling  every  now 
and  then  we  should  be  doing  something  which  was  not 
right  for  the  issue  market,  for  £300,000  or  £400,000,  and 
the  odds  are  we  should  then  lay  off  a bit  We  could  do 
that  without  trenching  very  much  on  business  which  is 
easily  done  in  the  City. 

12709.  This  limit  applies  even  if  you  do  lay  off  at  the 

time? ^Yes.  The  suggestion  is  that  we  should  never 

entertain  any  proposition  where  the  requirements  are 
above  £200,000.  I think  that  this  is,  at  any  rate  nowadays, 
quite  unduly  restrictive. 

12710.  Chairman:  You  say  in  paragraph  20  (rv) : 

“The  fact  is  that  there  is  the  greatest  possiUe 
repugnance  on  the  part  of  the  smaller  and  medium 
sized  concrans  towards  parting  with  any  diare  of  the 
equity.” 

That  is  a well-known  difflcul^.  Could  you  enlarge  upon 
your  views  about  that?  Is  this  reluctance  always  justified? 

^I  think  that  it  is  nonsense ; if  a company  that  wants 

to  expand  gets  a financial  institution  as  an  interested 
partner  it  makes  it  90  much  easier  to  go  on  getting  further 
money.  Then  of  course  there  is  the  point  that  in  the 
long  run  it  is  probably  to  the  shareholders’  advantage 
from  the  point  of  view  of  death  duties  and  so  forth. 
But  the  fact  stated  there  is  a noted  fact.  In  the  early 
days  when  at  last  we  got  it  agreed  in  principle  that  we 
should  have  a little  bit  of  equity,  we  were  always  asked 
to  name  the  terms  on  which  we  would  lend  the  other 
shares.  That  has  not  appeared  in  recent  years. 

12711.  Professor  Cairncross:  Do  you  find  that  the 
head  of  a rapidly  growing  small  bminess  is  an  entirely 
normal  and  rational  person?  Does  one  not  have  to  be  a 
little  abnormal  nowadays  to  run  a business  of  that  kind? 

^A  man  has  to  have  a lot  of  character  to  build  a 

business  nowadays,  and  to  that  extent  he  might  be  a little 
onesided,  but  not  so  as  to  make  him  a bad  businessman, 
or  else  of  course  he  would  not  succeed ; nor,  nowadays, 
to  the  extent  that  would  prevent  him  getting  on  with  his 
work  people  and  so  forth. 

12712.  But  perhaps  a little  sensitive  about  parting  with 

rights  in  a business  he  is  building  up  himself? Yes. 

We  do  not  push  this  very  far.  TTiere  are  a few  praple 
in  tile  Qtf  who  inast  on  business  of  this  kind,  taking  a 
little  pinch  of  the  equity  and  putting  a director  00  the 
board.  We  ^ve  never  gone  for  either  of  those  things ; 
we  are  .there  to  help  things  along,  and  we  try  to  take  a 
broad-minded  view. 

12713.  Chairman:  In  paragraph  20  (v)  you  mention 
your  branches ; you  did  say  earlier  that  you  thought  it 
would  be  a good  pcrficy  if  you  increased  the  number  of 

your  branches? ^Yes.  One  of  the  difficulties  is  finding 

the  people  who  can  run  a branch  successfully;  but 
certainly  we  want  to  increase  the  number  of  our  branches. 

12714.  Professor  Cairncross:  In  paragraph  20  (vi)  you 
speak  of  your  investigations.  You  must  find,  I take  it, 
that  it  is  quite  expensive  to  investigate  some  of  these 
businesses  in  relation  to  the  ultimate  earnings  you  make 

on  loans  to  them? Yes.  Loans  of  £5,000,  £10,000  and 

£15,000  cannot  pay  us,  but  they  are  part  of  our  bu^ess 
and  we  do  as  many  as  we  can. 

12715.  Do  you  in  those  cases  recommend  a borrower 
to  make  use  of  hire  purchase,  which  presumably  economises 

waste  of  this  description? ^I  cannot  say  we  do,  because 

we  regard  hire  purchase  as  extremely  expenave.  In  recent 
years  we  have  sOTietimes  contemplated  placing  loans  upon 
an  instalment  basis  rather  like  hire  purchase,  thinking 
that  in  a context  like  a development  area  it  would  be 
much  better  security,  but  basing  it  on  low  rates  instead 
of  high  rates.  On  the  other  hand,  we  do  not  necessarily 
grab  every  business  that  comes  ^ong.  We  very  often 
find  ourselves  steering  businesses  in  other  directions;  but 
not  very  much  towards  hire  purchase. 

12716.  Do  you  make  a charge  to  the  borrower  for 
the  Qost  of  the  investigatiems? -Not  specifically. 
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Originally  we  did  not  make  any  charges  at  all ; now  when 
the  business  is  accept^  we  make  a charge  of  about  one 
per  cent,  which  covers  everything  except  the  borrower’s 
own  legal  expenses. 

12717.  Professor  Sayers:  When  you  deliberately  take 
on  these  small  propositions,  knowing  that  they  cannot 
pay  after  taking  into  account  the  cost  of  investigation, 
the  rationale  of  your  decision,  I suppose,  is  that  among 

them  there  will  be  some  winners  who  will  grow? 

I do  not  know  that  we  are  very  consciously  swayed  by 
that,  although  it  does  sometimes  turn  out  like  that  It 
is  rather  the  feeling  that,  if  there  is  a need  for  money 
which  they  cannot  raise  conveniently  elsewhere  and  there 
is  a case  for  them  having  the  money,  then  we  ought  to 
provide  it.  Of  course,  a loan  from  us  of  £5,000  or  £10,000 
makes  a concern  happier  and  in  turn  enables  them  to 
get  more  facilities  from  the  bank.  So  that  in  that  way 
we  are  probably  doing  more  than  £5,000  worth  of  good 
in  loaning  £5,000. 

12718.  The  loss  you  take  on  it  is  justified  by  the  fact 
that  you  are  preserving  in  good  running  order  a concern 

that  is  socially  worth  preserving? ^Yes.  Our  criteria 

in  social  worthiness  would  be,  on  the  one  hand,  whether 
it  does  show  some  capacity  for  making  a reasonable  profit, 
having  regard  to  its  circumstances,  and  secondly,  whether 
it  is  a reasonably  decent,  well  laid  out  show  and  the 
people  running  it  are  the  sort  of  people  who  ought  to 
get  a chance  of  that  kind.  If  I had  a philosophy  on  the 
subject,  it  would  be  that  lots  of  men  can  be  socially  ex- 
tremely useful  as  leaders  in  a small  company  who  would 
not  find  a comparably  suitable  niche  in  larger  industries. 

12719.  Sir  Reginald  Verdon  Smith:  If  a small  concern 
is  wanting  to  develop  its  business  tp  some  extent  overseas, 
such  as  having  a small  branch  which  may  be  an  assembly 
or  manufacturing  branch  somewhere  overseas,  would  you 
regard  a loan  for  that  purpose  as  within  your  compass? 

Certainly,  so  long  as  the  main  part  of  their  business 

is  established  in  this  country.  I must  say  that  we  rather 
dread  it  when  people  want  to  start  up  a branch  in  South 
AWca  or  Canada  because  those  ventures  so  often  fail, 
but  it  would  be  entirely  within  our  province. 

12720.  Chairman : Then  you  give  us  the  financial  results 
in  paragraph  21,  concluding: 

“ it  may  be  broadly  stated  that  the  Corporation  over 
most  of  its  history  has  been  operating  with  a restricted 
flow  of  means,  and  to  that  extent  the  aggregate  amount 
of  business  done  could  have  been  greater.” 

So  credit-worthy  applicants  have  been  sent  away? ^Yes. 

We  have  selected  rather  more  vigorously  on  the  whole. 

12721.  Then  you  go  on  to  the  present  situation:  the 
feeling  on  the  part  of  the  banks 

“ that  the  undertaking  to  provide  the  funds  was 
burdensome,  which  showed  itself  early  (1948)  and  in 
recent  years  has  been  a matter  of  difficulty  for  the 
Corporation,  and  has  restricted  the  amount  that  could 
be  don©  ”. 

The  point  you  make  at  the  end  of  paragraph  22  has  to 
some  extent  disappeared  in  view  of  what  you  have  told 

us? ^Yes.  We  should  like  very  much  to  do  the  things 

that  the  T.U.C.’s  memorandum  of  evidence  to  your  Com- 
mittee sets  out.*  We  should  like  to  have  a larger  limit. 
We  should  like  to  feel  ourselves  free  to  float  some  issues 
of  our  own  companies  and  a few  things  like  that. 

12722.  Professor  Cairncross:  You  refer  in  paragraph 
23  to  the  Estate  Duties  Investment  Trust.  There  is  a 
general  impression  that  this  has  not  been  as  successful 
as  might  have  been  hoped.  Do  you  feel  that  this  is 

expanding  satisfactorily? ^Yes,  in  a modest  kind  of 

way.  There  are  two  other  companies  who  have  started 
in  part  to  do  the  same  thing,  apd  we  have  left  them 
a long  way  behind.  I do  not  brow  why  the  business  has 
not  built  up  more  quickly.  At  fte  moment  our  portfolio 
is  close  on  £2}  mn.  When  we  first  started  the  head  of 
the  Trustee  Department  of  one  of  the  big  five  clearing 
banks  told  me  that  his  bank  was  full  of  loans  to  executors 
which  they  could  not  shift,  and  that  “ Edith  ” would  be  a 
great  boon.  But  I do  not  think  that  we  have  had  more 
Uian  three  cases  from  Trustee  Departments  of  banks  since 
we  started,  so  evidently  they  like  these  loans.  Another 
point  is  that  individual  holdings  in  these  cases  are  small ; 
we  do  not  get  larger  business  offered  to  us.  There  is 

• See  Memorandum  of  Evidence^  Part  Vn,  No.  15,  para  40. 


another  point  which  does  not  appear  here,  that  besides 
this  £2,390,000  that  we  had  on  our  book  last  March  we 
must  have  placed  considerably  more  than  that  with  in- 
surance companies.  If  there  is  a preference  share  on  the 
whole  we  would  rather  pass  it  to  our  shareholders  than 
hold  it  ourselves : equity  holdings  are  more  remunera- 

tive for  us. 

12723.  But  substantially  small  companies  continue  to 
be  wound  up  on  the  death  of  the  proprietor? Yes. 

12724.  Chairman:  Then  we  come  in  paragraph_31  to 
the  specific  questions  which  we  asked  you  to  consider. — 
Professor  Cairncross:  On  the  second  question,  what  profit 
record  do  you  regard  as  a satisfactory  demonstration  of 
creditworthiness?  I have  heard  it  said  that  you  ask  for 

seven  or  ten  years’  accounts? ^We  always  ask  for  seven 

or  ten  years’  accounts  so  that  we  can  see  what  has  been 
done,  but  whether  we  do  the  business  or  not  would  not 
depend  on  the  profit  record.  It  would  be  an  initial 
factor,  but  if  it  is  something  that  is  healthy-looking  and 
interesting  we  go  and  see  the  factory  and  people  and  we 
investigate  the  business  and  so  on.  That  is  only  one 
criterion  among  many. 

12725.  Sir  John  Woods:  I take  it  you  would  be  in- 
fluenced by  the  view  you  took  of  the  quality  of  the 

management? ^That  is  quite  right.  We  are  really 

investing  in  flesh  and  blood.  Other  things  are  important, 
but  they  are  not  really  what  the  future  rests  on.  We 
are  not  like  an  investment  trust  which  can  throw  out  an 
investment  it  does  not  like,  even  if  at  a bad  price ; we 
are  married  to  the  account  we  take  on. 

12726.  Chairman:  Unless  there  are  other  questions 
from  members  of  the  Committee  on  this  paper,  I would 
like  to  ask  you  whether  you  could  give  us  any  views 
based  on  your  experience  in  connection  with  the  set-up 
of  the  Bank  of  England.  I know  that  it  is  a subject 
which  you  have  in  mind  because  I was  able  to  mention 
it  to  you  some  time  ago.  What  years  were  you  yourself 
a director? From  1946  to  1956. 

12727.  In  the  years  when  you  were  a part-time  director 
how  far  did  you  find  it  possible  to  make  a contribution 
to  what  you  regarded  as  the  activities  of  central  banking? 

For  seven  or  eight  of  those  ten  years  I was  a member 

of  the  Committee  of  Treasury  where  these  matters  are 
discussed.  If  I had  simply  been  a member  of  the  Court 
I should  have  said  none  at  all,  except  that  I might  have 
been  called  in  as  a City  director  for  special  consultation 
with  the  Governor.  That  might  happen  once  in  a couple 
of  years  or  something  like  that ; not  very  often.  It  is 
more  likely  to  happen  in  difficult  times,  of  course,  On 
the  Committee  of  Treasury  these  problems  were  dis- 
cussed rather  more  fully,  and  we  were  kept  apprised  of 
what  the  Governor  had  been  saying  and  doing. 

12728.  The  general  atmosphere  would  be  that  the  mem- 
bers of  the  Court,  in  so  far  as  they  do  not  belong  to  the 
Committee  of  Treasury,  are  in  the  position  of  accepting 
the  recommendations  of  the  Governor  supported  by  the 
Co.mmittee  of  Treasury? ^Yes. 

12729.  Professor  Cairncross:  Would  you  say  that  the 
duties  of  a part-time  director  would  be  very  different  if  no 
part-time  director  sat  on  the  Committee  of  Treasury,  and 
it  consisted  entirely  of  the  Governors  and  executive 

directors? ^Yes.  The  part-time  director  would  not 

then  be  in  any  regular  or  very  close  contact  with  what 
might  be  going  on  as  a matter  of  discussion.  The  only 
way  in  which  he  would  be  brought  into  anything  that  was 
happening  or  likely  to  happen  would  be  if  he  were  in- 
vited, as  sometimes  happens,  by  the  Governor.  The 
Governor  would  ask  the  so-called  City  directors  to  come 
and  see  him,  not  very  often,  but  now  and  then ; or  he 
might  think  that  somebody  had  special  knowledge  on  some 
point,  and  he  might  invite  him  to  go  round  and  talk  to 
him  for  a few  minutes.  The  Governor  and  his  staff  are 
very  skilled  at  maintaining  contact  with  the  members  of 
the  Court,  and  very  punctilious  in  letting  them  know 
about  things  they  ought  to  know  about  at  the  proper 
time.  But  the  Court  is  not  like  a board  of  directors ; it 
is  really  a highly  formal  body  and  its  business  is  done 
in  a formal  way,  and  restricted  to  rather  a limited  set  of 
topics  as  a general  rule. 

12730.  Mr.  Jones : Was  it  your  experience  as  a mem- 
ber of  the  Committee  of  Treasury  that  that  body  was 
composed  of  the  Governor,  Deputy  Governor  and  part- 
time  directors  of  the  Bank  with  no  executive  directors  on 
it? ^There  is  always  at  least  one  executive  director. 
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Sir  Kenneth  Peppiatt  sat  on  it  at  one  time;  so  did  Sir 
George  Bolton. 

J2731.  Professor  Sayers'.  In  the  Committee  of  Treasury 
would  you  say  that  the  really  basic  matters  of  central 
banking  policy  were  discussed,  and  discussed  in  a way 

that  influenced  the  decisions  taken? Yes,  I think  it 

would  be  fair  to  say  that  It  is  not  often  the  sort  of  active 
mscussion  that  you  and  I and  one  or  two  friends  might 
nave  if  we  were  sitting  round  a table  discussing  these 
problems.  It  is  pretty  measured  ; fliere  is  always  a certain 
degTM  of  formapty  about  all  the  proceedings  of  the  Bank, 
ine  (jovemor,  in  my  time,  always  took  pains  to  explain 
the  developments  that  were  occurring  when  he  felt  that 
he  was  m a position  to  disclose  that  amount  to  us,  and 
he  would  mvite  everyone  to  express  his  opinion;  there 
“o  ban  on  free  discussion.  To  that  extent  members 
01  the  Committee  of  Treasury  were  associated  with  the 
policy  decisions  of  the  Bank. 

_ 12732.  How  long  did  the  Committee  of  Treasury  meet- 

last? ^The  Committee  of  Treasury  meets 

on  Wedn^days  at  12.30  p.m.  That  was  very  awkward, 
as  one  mi^t  get  away  in  time  to  keep  a lunch  appoint- 
ment,  but  it  mi^t  happen  that  one  was  kept  there  until 
1.30  or  1.40  p.m. 

12733.  Chairman:  Would  you  regard  the  Committee 
^ Treasury  work  as  that  of  being  advisory  to  the 

Governor,  or  as  really  taking  the  decisions? ^Advisory 

to  the  Governor.  One  could  justly  say  that  the  Governor 
would  attach  weight  to  any  opinions  expressed  by  any 
member  of  the  Committee  of  Treasury ; I can  imaginft 
that  if,  say,  the  three  part-time  directors  on  the  Com- 
mittee took  a very  definite  line  the  Governor  would  then 
think  the  matter  over  again.  I have  not  known  such  a 
thing  happen,  but  if  it  did  happen,  I am  sure  that  the 
spirit  of  the  thing  is  that  the  Governor  would  say : “ As 
far  as  I have  considered  the  question  that  is  not  quite 
■the  view  here;  let  us  take  'time  to  reflect  on  it  a little 
more  fully  ”. 

12734.  Mr.  Woodcock : Were  the  discussions  on  papers 

produced  or  on  oral  reports  put  to  you? On  oral 

reports,  certainly  on  these  high  matters  of  policy. 

12735.  You  not  get  a paper  circulated  in  advance? 

-No  ; we  did  not  get  a paper  of  pros  and  cons  as 

to  whether  it  was  time  the  Bank  Rate  should  be  put  up 
or  not,  or  on  that  class  of  question. 

12736.  Professor  Sayers:  Given  the  functions  of  the 
part-time  directors  as  you  have  described  them,  have  you 
any  views  on  whether  they  are  selected  in  the  right  way 

for  these  functions? ^I  should  say  that  in  my  time 

they  have  been  a useful  body  of  men,  providing  the 
Governor  with  a few  important  points  of  contact  in  the 
Oty  on  which  he  had  a right  to  call.  We  were,  you 
might  say,  members  of  a family.  The  contacts  of  the 
Bank  of  England  in  the  City  are  highly  organised  and 
extremdy  good,  so  there  is  no  question  of  dependence 
solely  on  the  knowledge  and  experience  of  the  membras 
of  the  Court.  But  it  is  extremely  useful  to  have  a body 
of  men  who  belong  to  the  place ; even  if  they  only  turn 
up  at  Court,  where  the  proceedings  are  rather  formal, 
and  are  not  on  the  Committee  of  Treasury  they  feel 
they  have  some  stake  in  the  place.  There  are  several 
other  oommittees  in  the  Bank,  such  as  St.  Luke’s  Commit- 
tee wMch  (runs  the  bank  notes,  the  Staff  committee,  nnrf 
the  investments  committee.  It  is  always  arranged  tihat 
the  directors  serve  on  one  or  more  of  these  committees. 
They  all  knit  into  the  ordinary  organisation  of  the  Bank 
to  some  extent.  When  I was  a new  director,  like  all 
other  new  directors,  I bad  to  make  a tour  of  the  depart- 
ments of  the  Bank  to  get  to  know  the  people.  Then 
there  is  a quarterly  inspection  of  the  staff,  and  any  direc- 
tor who  wishes  can  sit  in  on  the  quarterly  inspection. 
Also,  of  course,  a director  has  very  free  access  to  the 
Bank  ; if  there  is  something  he  knows  which  he  tiiinks 
is  important  he  can  see  the  Governor  at  short  notice. 

12737.  You  have  spoken  as  if  the  Governor  in  drawing 
on  advice  and  drawing  on  information  from  the  directors 
was  drawing  on  the  City.  Do  j^ou  think  that  he  was 
able  to  draw  sufficiently  on  opinion  and  events  in  the 

country  at  large? ^There  are  the  branches  of  the  Bank 

of  England  where  they  have  direct  local  contact  All 
the  directors  in  turn,  including  part-time  directors,  visit 
one  or  more  branches  in  a year.  They  have  a very  good 
statistical  and  information  department.  I should  Sunk 
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that,  through  the  executive  directors  and  branches  of  the 
Bank  the  Bank  is  well  informed  on  conditions  in  the 
country. 

12738.  So  you  would  say  that  the  part-time  directors 
do  not  need  to  provide  this.  I am  wondering  whether 
the  part-time  directors  are  superfluous.  Do  you 
that  the  Bank  would  suffer  from  loss  of  contacts  if  there 

were  no  part-time  directors? 1 would  not  put  it  as 

high  as  that,  but  I think  the  Bank  would  be  very  sorry 
to  lose  the  element  of  part-time  directors  with  important 
connections  outside. 

12739.  Professor  Cairncross:  You  appear  to  regard 
changes  in  the  Bank  Rate  as  being  essentially  for  ^scus- 
sion  in  the  Committee  of  Treasury.  Presumably  these 
were  not  discussed  before  1951.  Did  you  notice  any  par- 
ticular difference  in  the  type  of  discussion  that  took  place 
before  the  use  of  the  Baw  Rate  was  revived  and  after- 
wards?  ^Before  the  use  of  the  Bank  Rate  was  revised 

and  under  the  Governor  of  ttiat  time  it  might  be  thought 
that  the  Court  had  no  function,  because  he  took  the  hue 
that  these  questions  of  broad  economic  policy  were 
matters  between  the  Governor  and  the  Chancellor  of  ffie 
day  and  not  really  the  business  of  the  Court  as  such.  I 
do  not  know  that  he  was  as  communicative  even  in  the 
Committee  of  Treasury  as  the  present  Governor.  Since 
the  use  of  the  Bank  Rate  has  been  revived,  it  has  been 
a staple  topic  from  time  to  time  in  the  Committee  of 
Treasury,  and  the  Governor  has  done  what  could  be 
done  within  the  limitations  of  secrecy  to  inform  the 
Court  In  particular,  if  a change  of  the  Bank  Rate  was 
contemplated  that  day,  he  would  make  a careful  state- 
ment of  the  reasons  why  the  decision  had  been  arrived  at 
Before  the  use  of  the  Bank  Rate  was  revived  one  of 
the  directors  who  had  paid  a visit  to  America  would  be 
invited  to  make  a little  statement ; or  Sir  Otto  Niemeyer 
might  have  been  to  the  B.I.S.  or  Sir  George  Bolton  to 
France,  and  they  would  keep  the  Court  informed  on  the 
international  picture ; but  they  were  rather  frills.  The 
Court  is  still  a highly  formal  affair,  where  the  agenda  is 
strictly  limited  and  the  proceedings  on  the  whole  short 

12740.  Professor  Sayers:  On  at  least  one  occasion 
while  you  were  a (flrector  the  Bank  Rate  was  changed 
on  a Tuesday,  not  on  a Thursday.  Did  the  Committee 
of  Treasury  meet  specially  for  the  change,  or  did  it  meet 
simply  on  the  Wednesday  in  the  ordinary  way  and  be 
told  of  the  change?- — ^I  do  not  remember  the  precise 
detaiL  but  they  were  told  of  the  change  before  the  change 
was  actuaUy  made  and  the  question  of  making  a change 
on  a Tuesday  was  discussed  with  the  Committee  of 
Treasu^,  The  Governor  has  always  been  extremdy  punc- 
tilious in  keeping  contact  with  the  members  of  the  Com- 
mittee of  Treasury ; if  there  was  anything  that  was 
happening  which  they  ought  to  know  at  once,  he  would 
telephone  or  send  for  them  to  go  and  see  him. 

• 12741.  Chairman : Would  you  say  that  the  Court  of 
Directors  as  you  have  described  it  imposed  any  check  upon 
the  Governments  wishes  with  regard  to  monetary  policw? 

^No,  I would  not  say  that  it  does,  except  iu  tfiis 

respect : where  one  is  dealing  wifli  a very  difficult  set  of 
operations  where  a great  many  factors  can  only  be  judged 
by  experts  and  where  every  step  is  very  responsible,  then 
the  operator  must  be  expected  to  have  views  on  policy 
and  to  put  them  forth  with  some  degree  of  force.  Of 
course,  tiie  Chancellor  would  be  advised  by  highly  skilled 
people  in  the  Treasury,  who  know  their  text-books  very 
well  and  can  produce  the  answers,  but  they  might  not 
have  a quite  realistic  feel  of  the  factors  which  are 
operating ; that  arises  out  of  experience  and  flair  which 
intellect  will  not  provide.  They  have  plenty  of  intellect 
at  the  Treasury.  Somebody^  might  say  that  the  Bank  takes 
too  dominant  a position  in  framing  the  policy ; or  it 
might  not  be  true  at  all,  and  the  policy  might  be  the 
result  of  all  the  streams  of  advice  which  the  Chancellor 
receives.  I cannot  claim  to  have  been  to  any  extent  on 
that  edge  of  it ; I do  not  think  any  director  could  be, 
except  one  or  two  executive  directors  who  may  have  been 
privy  to  the  sort  of  discussion  that  went  on  between  the 
Chancellor  and  the  Governor,  which  is  very  often  a 
two-man  discussion.  But,  while  I believe  that  the  Bank 
has  been  quite  uninhibited  in  explaining  its  views,  I would 
not  have  thought  that  the  Bank  has  claimed  or  held  or 
been  able  to  obtain  any  undue  position  in  the  framing  of 
policy.  That  is  my  view,  although  I know  that  on  the 
political  side  there  may  be  some  other  views.  Of  course, 
the  TreasiUY  may  have  views,  and  it  may  be  that  the  view 
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differs  with  differeat  divisions  of  the  persotmel  of  the 
Treasury. 

12742.  Mr.  Jones : Could  there  be  a circumstance  where 
at  a meeting  of  ^e  Committee  of  Treasury  the  Governor 
made  a recommendation  for  a change  in  Bank  Rate  and 
for  the  Committee  of  Treasury  to  discuss  that  and  put 
forward  a policy  for  something  other  than  that  which  was 

recommended? ^The  Committee  of  Treasury  is  not 

executive  in  any  sense ; it  is  a very  high  tanking  and 
responsible  advisory  committee  to  the  Governor.  You 
cannot  put  it  higher  than  that.  But  theoretically  it  could 
happen ; there  is  nothing  to  stop  it  in  the  manner  in 
which  the  proceedings  are  conducted.  The  part-time 
directors  might  say  that  they  did  not  agree,  that  they 
thought  it  a wrong  policy.  It  is  very  unlikely  to  happen 
for  two  or  three  reasons.  One  is  that  these  decisions  are 
based  upon  a very  complicated  balance  of  factors,  some 
of  them  not  easily  judged.  I do  not  want  to  put  that 
too  high ; but  there  is  all  the  practical  side  and  members 
of  the  Committee  of  Treasury  would  weigh  that  very 
well.  They  would  attach  a great  deal  of  weight  to  the 
view  of  the  decision  as  given  by  the  Governor  supported 
by  the  Deputy  Governor  and  die  executive  director  who 
might  be  there.  It  is  my  experience  that  the  Governor 
would  never  come  with  a haif-baked  proposal ; it  would 
have  been  thought  out  and  discussed  inside  the  Bank  and 
carefully  studied.  So  although  there  is  nothing  to  prevent 
it  happening,  it  would  be  rather  unlikely.  If  you  ask  me 
whether  in  those  circumstances  the  Committee  of  Treasury 
really  exercises  any  influence  over  the  making  of  these 
decisions,  I would  say  it  does,  in  a rather  undramatic 
way,  over  a period  of  years,  play  a part  in  ensuring  that 
pohcy  is  carefully  weighed. 

12743.  But  in  theory  is  not  their  position  rather  of 
approving  decisions  already  taken,  rather  than  influencing 

the  taking  of  decisions? ^That  mi^t  be  a fair  statement 

It  depend  a little  upon  the  point  at  which  one  places  the 
actual  taking  of  the  decision.  The  Governor  might  come 
to  the  Committee  of  Treasury  when  there  might  be  action 
to  be  taken  the  natt  day  or  on  the  Thursday  of  the 
following  week.  He  might  not  at  that  stage  even  have 
said  decisively  to  the  Chancellor : “ This  is  what  we  think.” 
He  might  have  made  up  his  own  mind  ; but  the  Governor, 
in  my  experience,  would  consult  the  Committee  or 
Treasury  before  the  fatal  decision  was  taken,  before  he 
tied  himself  up  with  the  Chancellor.  He  might  say  to  the 
Chancellor : “ This  is  what  I want  to  do,  but  I must  put 
it  to  the  Committee  of  Treasury.” 

12744.  Mr.  Woodcock:  Then  he  would  be  discussing 
immediate  circumstances,  and  what  he  should  do  this 
Thursday  or  next  Thursday.  Would  he  ever  discuss  with 
the  Committee  of  Treasury  what  he  would  be  likely  to 
do  six  months  hence  if  he  did  not  do  something  now? 
^Nfo,  I do  not  think  that  discussions  of  policy  are  pro- 
jected as  far  ahead  as  that.  Indeed  it  would  be  difficult 
to  do  that  about  exchange  problems. 

12745.  Professor  Sayers:  Between  1946  and  the  present 
there  have  been  six  majO'r  turns  in  domestic  monetary 
policy.  Of  those,  four  were  during  the  period  when  you 
were  a director  of  the  Bank.  Wotdd  you  say  that  on  any 
of  those  four  occasions  the  part-time  directors  made  a 

serious  contribution  to  the  decision  that  was  taken? 

Yes,  I would  say  so  ; at  least  in  'the  way  of  rtimowing  out 
some  idea  which  was  adopted. 

12746.  Sir  Oliver  Franks:  If  we  gay  that  decisions  of 
policy  are  really  about  ends  and  therrfore  matters  of 
judgment,  and  decisions  about  means  are  on  the  whole 
matters  for  experts,  one  can  look  at  a decision  on  Bank 
Rate  from  either  of  those  points  of  view.  If  one  looks 
at  it  as  being  one  of  the  ways  in  which  a certain  desirable 
state  of  the  economy  is  to  be  produced,  it  is  taken  up 
into  the  ends  and  viewed  as  a decision  of  policy  and 
matter  for  judgment.  If  one  looks  at  it  simply  as  a move- 
ment of  the  rate  of  interest  affecting  the  market  it  becomes 
highly  technical  and  very  expert  and  a question  of  means 
without  very  great  regard  to  the  end.  Would  you  say 
that  the  discussions  which  take  place  in  the  Committee  of 
Treasury  are  on  the  whole  of  an  expert  character  or  of 

policy  and  judgment  character? 1 think  that  the  ends 

are  rather  taken  for  granted.  There  is  not  much  difference 


of  opinion  or  discussion  about  the  ends ; they  are  really 
discussions  on  the  technological  side.  There  the  non-expert 
members  of  the  Committee  of  Treasury  must  to  a large 
extent  take  their  facts  and  their  view  of  the  situation  from 
what  they  are  told. 

12747.  It  could  be  argued  that  the  significant  aspect  of 
moving  the  Bank  Rate  is  as  a constituent  of  monetary 
policy  and  therefore  its  relation  to  the  economy  and  the 
way  in  which  the  Government  desires  that  the  economy 

should  be  affected? ^I  should  have  thought  that  it  was 

primarily  a tedmological  thing.  The  end  being  given, 
it  then  has  to  be  decided  if  this  particular  means  will 
proceed  to  that  end.  If  the  object  is  to  reduce  inflation, 
the  question  is  whether  putting  up  the  Bank  Rate  will  do 
something  towards  that.  That  is  a technological  point, 
surely,  given  agreement  upon  the  policy  to  reduce  inflation. 

12748.  If  the  ends  of  Government  policy  are  harmonious 
then  what  you  say  is  true.  If  the  ends  of  Government 
policy  are  not  necessarily  harmonious  .they  have  to  balance 
out  opposing  ends ; then  a decision,  whether  of  monetary 
pohcy  or  of  fiscal  policy,  cannot  be  simply  technological ; 
it  imports  into  itself  what  I am  calling  a judgment  of 

policy? ^Take  the  question  of  putting  a ceiling  on 

advances,  and  the  related  question  as  to  how  the  authori- 
ties will  get  the  bankers  to  honour  that,  and  make  it 
practically  and  psychologically  possible  for  them  to  observe 
it ; I should  have  thought  that  was  a technological  question. 
Assuming  that  they  want  to  reduce  inflation  and  think 
that  that  has  something  to  do  with  the  volume  of  credit, 
then  the  question  whether  to  rely  simply  upon  the  Bank 
Rate  or  whether  to  put  a ceiling  on  bank  advances,  which 
is  a form  of  direct  intervention,  is  technological,  I should 
have  thought.  On  the  whole  ray  feeling  is  that  in  the 
Committee  of  Treasury  in  my  day,  perhaps  owing  to  the 
great  prestige  of  the  Governor,  there  was  considerable 
harmony  in  the  ends  to  be  attained,  so  that  we  listened 
to  the  technological  exposition  brought  forward  on  the 
judgment  we  had  to  bear  on  this  and  either  demurred  or 
agreed  or  whatever  it  might  be.  But  I do  not  want  to 
exaggerate  the  influence  of  the  Committee  of  Treasury,  I 
merely  conclude  that  I believe  it  a valuable  instrument 
for  the  Governor ; he  can  at  any  rate  try  it  on  the  dog, 
on  some  experienced  people  with  some  sense  of 
responsibility. 

12749.  Professor  Sayers  : You  are  satisfied  it  is  the  right 

(Jog? ^Yes,  I think  on  the  whole  the  dog  is  all  right. 

It  is  an  “ outside  ” dog  to  a large  extent ; that  is  what  one 
wants.  One  does  not  want  all  tiiese  things  to  be  ex- 
co^tated  inside. 

12750.  Professor  Cairncross:  You  made  some  refarence 
to  the  importance  of  the  right  feel  and  flair  in  the  Bank 
of  England  in  its  handling  of  a day-to-day  operations, 
and  implied  that  the  Treasury  might  be  full  of  wild  young 
men  who  had  been  trained  on  textbooks  which  were  out 
of  date.  Did  you  not  feel  at  times  that  in  the  Bank 
there  might  be  an  absence  of  speculative  interest  in  possible 
turns  of  events  which  might  not  be  immediately  on  the 
map? Yes,  I would  flunk  so.  When  I was  a back- 

room boy  on  the  discussions  about  the  International 
Monetary  Fund  I used  to  think  that  the  documents  which 
came  from  the  Bank  were  rather  like  that.  But  that  is 
a long  time  ago,  and  the  expert  personnel  of  the  Bank 
is  very  much  more  powerful  and  intelligent  than  it  was 
in  those  days. 

12751.  Do  you  feel  confident  that,  if  a theoretical  issue 
emerged  about  floating  or  fixed  exchange  rates,  the  Bank 
would  be  much  more  competent  to  argue  the  matter  now 

than  it  was  at  an  earlier  stage? ^Yes.  _ There  is  Mr. 

Maurice  Allen,  who  is  no  mean  economist;  I have  no 
doubt  that  they  get  some  enhghtenment  on  that  side. 
How  much  it  penetrates  is  another  thing. 

12752.  Would  you  feel  that  some  reinforcement  on  that 

side  might  he  useful  to  the  Bank? 1 think  that  it  is 

strong  enough  nowadays,  with  Mr.  Allen  there. 

Chairman : Thank  you  very  much  Lord  Piercy,  for  a 
very  interesting  morning.  We  have  not  raised  any  ques- 
tions on  your  note  about  unit  trusts,  but  we  are  very 
grateful  for  the  information  you  put  in. 


(The  witness  withdrew.) 
(Adjourned  until  2.15  p.m.) 
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Sir  Nutcombe  Hume,  K.B.E.,  M.C.,  Chainnau,  Charterhouse  Industrial  Development  Co.  Ltd.,  called  and  examined. 


12753.  Chairman:  Good  afternoon.  Sir  Nutcombe.  I 
sent  you  a list  of  the  questions  we  wanted  your  views  to 
centre  around,  and  you  have  kindly  let  us  have  a note* 
which  gives  us  the  substance  of  your  views.  May  we  get 
clear  the  range  of  the  activity  of  the  Charterhouse  Indus- 
hial  Development  Company?  Your  primary  concern  is 
m bringing  businesses  forward  for  public  issue,  although 
you  may  be  related  to  them  for  a long  time  before  that 
happens  ; is  that  right? ^Yes.  The  Charterhouse  Indus- 

trial Development  Company  was  formed  in  1934.  Since 
1925  I had  been  conducting  an  issuing  house,  and  it  was 
distressing  to  have  to  say  to  applicants  for  capital  that 
they  were  not  large  enough  and  must  go  away  and  get 
the  capital  they  wanted  somehow  else,  and  then  perhaps 
corne  back  in  five  years’  time  as  an  eligible  client  for  an 
issuing  house.  That  practical  experience,  plus  the 
Macmillan  Report,  stimulated  me  and  my  coUeagues  into 
forming  a company  which  might  be  called  a kind  of 
holding  company,  a greenhouse  in  which  the  more  tender 
plants  were  allowed  to  grow  under  our  supervision  until 
they  fweie  'big  and  sturdy  enough  to  face  a public  issue. 

12754.  You  would  not  be  concerned  with  providing 
finance  unless  at  the  end  of  the  story  there  would  be  a 

public  flotation? ^Tbait  was  our  belief  when  we  star.ted. 

In  faot  it  has  not  panned  out  that  way.  There  is  still 
a mumbar  of  concerns  in  the  family  party  (if  I may 
use  the  word  we  use  amongst  ourselves)  that  have  been 
there  for  a long  time  and  are  unwilling  to  move  out. 
Since  we  do  no.t  normally  hold  the  control  of  these  com- 
panies we  can  only  exercise  persuasion  if  we  think  some 
form  of  public  flotation  would  be  good  for  us  and  good 
for  them ; but,  though  it  may  sound  boastful  to  say  so, 
they  are  very  happy  where  they  are  and  we  are  very 
content  with  them.  We  have  so  organised  our  business 
that  we  can  afford  to  go  on  bolding,  these  investments 
whilst  providing  them  with  .the  capital  'they  need.  There 
are  now  some  ninety  investments  m the  family  jorty. 

12755.  Where  do  you  draw  your  additional  resources 

from  in  the  way  of  capital? ^We  have  worked  the  same 

principle  from  the  start.  Lloyds  Bank  and  the  Midland 
Bank  are  our  bankers,  and  fiiey  are  also  shareholders  in 
my  company  to  a modest  extent.  We  have  had  the 
happiest  relations  wifli  them  throughout,  and  an  arrange- 
ment has  gone  on,  for  twenty-five  years  now,  by  which 
they  place  credits  at  our  disposal  which  we  use  to  the 
extent  which  we  agree  with  rthem  is  ri^t  and  ■prO'per. 
We  have  been  succeraful  up  to  date  in  maJung  capital  issues 
to  fund  .the  hank  indebtedness,  flius  enabling  us  to  reculer 
pour  mieux  sauter.  We  have  gone  through  that  operation 
five  times. 

12756.  In  the  concerns  you  nurse,  or  which  you  find 
yourself  ultimately  making  part  of  the  family,  have  you 

any  limits  of  size  that  you  work  to? ^No.  In  fact  the 

biggest  individual  investment  that  we  have  today  is  about 
£850,000. 

12757.  Professor  Cairncross : And  ffie  smallest? The 

small«t  B a residue  of  our  investment  in  the  British  School 
of  Motoring  of  £3,000. 

12758.  Professor  Sayers:  What  is  the  smallest  initial 

investment  you  would  make? ^That  has  varied  very 

greatly  because  of  the  changing  value  of  money.  Twenty- 
five  years  ago  £10,000  seemed  quite  a formidable  figure. 
Today  the  smallest  we  would  willingly  look  at  is  between 
£25,000  and  £50,000. 

12759.  Sir  Reginald  Verdon  Smith:  Why  do  you  say 
“ willingly  ”?  What  are  the  inhibitions  against  the  small 

ones? 1 have  mentioned  them  in  my  paper.  They  ate 

expensive ; they  cost  more  to  service  ^an  we  get  out  of 
them.  We  are  not  very  receptive  of  an  application^  f or  _ a 
small  amount  of  money ; none  the  less  we  examine  it, 
and,  if  we  come  to  the  conclusion  that  it  is  an  exception, 
then  we  will  take  it  into  the  family  party,  even  though 
it  may  be  quite  unrewarding  for  four  or  five  years.  If 
we  really  spot  a good  young  man  we  are  prepared  to 
back  him  for  a smaller  sum. 

12760.  Chairman:  The  cost  of  the  service  is  the  initial 
cost  Oif  the  investigation  plus  the  cost  of  keeping  an  eye 
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on  the  running  of  affairs  and  management? ^Yes.  We 

must  attribute  a certain  amount  of  our  own  overhead  to 
each  investment,  to  cover  the  initial  cost  of  the  investiga- 
tion and  of  maintaining  contact.  A man  in  our  own 
erqploy  sits  on  every  one  of  these  boards  of  directors  ; 
not  (the  same  mao  on  every  one,  but  a member  of  my  staff, 
who  gets  no  personal  reward  whatever  from  doing  so. 

12761.  Mr.  Woodcock:  Is  that  a condition  of  making 

a loan? Y es ; but  I would  rather  not  have  it  described 

as  a loan,  because  the  great  bulk  of  our  money  is  not 
loaned.  We  would  not  make  an  investmerut  in.  a company 
without  introducing  machinery  for  looking  after  that 
investment.  N^ly  all  these  companies  are  dependent 
very  largely  on  one  dominating  personality.  One  can  be 
wrong  in  one’s  judgment  of  that  personality  ; personalities 
can  change;  illness,  mortality,  and  everything  else  is  a 
risk  we  run  which  as  insepaiable  from  this  business.  LFnless 
we  have  a man  on  the  board  who  is  in  close  touch,  and 
able  to  deal  with  a crisis  before  it  develops,  we  can  come 
some  wry  nasty  cro-ppers. 

12762.  Sir  John  Woods:  Do  you  find  in  many  of  these 
cases  much  degree  of  reluctance  to  join,  the  family  party 
either  because  you  are  taking  an  equity  interest  or  because 

you  insist  on  having  a director  on  the  board? 1 do  not 

think  the  director  has  ever  caused  us  to  fail  to  come  to 
terms.  There  have  been  cases,  but  not  many,  in  which 
the  applicant  has  refused  to  part  with  any  equity. 

12763.  Mr.  Jones:  Must  it  always  be  an  equity  interest? 
Do  you  never  advance  loan  capital  on  the  basis  of  a 

twenty  year  loan? 1 am  hesitant  to  accept  the  word 

“ never  ”.  There  are  recorded  cases  where  we  hold  pre- 
ference shares  only ; but  for  all  practical  purposes  the 
answer  is  that  we  must  have  an  equity  interest.  We  must 
have  swings  to  look  after  roundabouts,  and  the  only  way 
we  can  cohceiivably  make  iDMiey  is  by  Jiaving  an  equity 
interest  and  trying  to  spot  winners,  because  there  are  losers, 
whether  you.  like  it  or  not 

12764.  Professor  Cairncross:  What  'kind  of  record  of 

Srofits  do  ;^u  normally  insist  on? ^It  is  •difficult  to  say. 

’ you  wanted  a short  answer  I would  say  three  to  five 
years.  We  do  not  count  ourselves  as  clever  enou^  to 
judge  good  management  until  it  is  able  to  show  some 
evidence  of  management.  If  a man  were  to  say : “ I have 
been  the  works  manager  of  Rolls  Royce  for  the  last  ten 
years  ; now  I want  to  set  up  on  my  own  and  make  a moftor 
car  ”,  we  should  not  accept  that.  That  is  not  what  we 
call  a record.  We  must,  by  physical  inspecttion  by  our 
own  people,  by  engineers  and  accountants,  be  able  to  see 
some  evidence  of  this  imnagement  working  as  manage- 
ment. The  actual  record  of  trading  results  may  <be  very 
patchy.  There  have  been  cases  in  which  we  have  made 
an  investment  in  a company  which  has  roughly  speaking 
done  nothing  but  lose  money,  but  the  losses  have  been 
diminiisbdng. 

12765.  You  would  not  put  money  up  because  you  were 
saitisfied  that  you  were  dealing  with  a man  who  had  real 

prospects  of  making  a success  of  the  company? ^There 

has  been  one  case  only  in.  which  we  have  done  that. 

12766.  You  would  normally  expect  ithat  he  had  been 
in  business  for  a time  and  had  proved  himself  capable? 

Not  just  “in  business’’  in  somebody  else’s  employ, 

'brit  in  the  'business  he  is  asking  ns  to  finance. 

12767.  If  you  were  dealing  with  someone  who  had  an 
invention,  and  had  perhaps  very  little  business  experience, 
you  would  rvot  be  di^osed  to  take  him  on  on  his  own 
profession,  but  you  would  want  to  see  how  he  had  done 

in  business,  and  in  that  particular  business? ^There  is 

another  answer  to  that  question:  our  family  party  is  now 
large  enough  for  us  to  be  able  nearly  always  to  find  a 
niche  into  which  to  put  a man  of  that  kind;  but  that 
entails  his  consent  to  going  in  with  somebody  else. 

12768.  Do  you  not  find  reluctance  on  the  part  of  an 

inventor  to  accept  that? ^We  have  remarkably  little 

to  do  with  inventors.  It  is  quite  extraordinary  how  few 
applications  are  from  an  inventor  himself  who  has  no 
more  to  offer  than  his  invention. 
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12769.  Chairman:  Does  he  go  to  a big  established 

concern? do  not  know ; but  I would  say  that  on  the 

whole  he  go:es  to  die  ibig  organisations,  who  he  knows  will 
■treat  him  fairly.  'Many  of  the  igreat  companies  in  this 
country  have  now  such  a reputation  for  fair  dealing  diat  a 
man  can  go  to  them  with  confidence. 

12770.  Mr.  Woodcock : We  have  rather  been  given  the 
impression  that  a lot  of  these  people  do  not  like  to  part 
with  any  part  of  their  equity ; but  that  is  not  your  ex- 
perience?  Not  a large  number  ; a small  number  refuse. 

They  put  up  a hit  of  a fight  nearly  always,  but  in  the 
end  they  see  the  reasonableness,  and  in  fact  the  advantage 
to  them,  in  bringing  us  in  as  a partner  in  the  equity. 
It  is  a much  greater  incentive  to  us  to  stay  with  the 
business  and  go  on  helping  it  thereafter. 

12771.  Pro/esjor  Coimcrojj:  Suppose  that  you  are 
dealing  with  a business  which  has  made  a success  in 
one  line,  and  is  thinking  of  a new  departure  in  a different 
lio'e,  and  of  setting  up  a suibsidiary  planned  for  the  purpose ; 
when  you  say  you  want  to  have  proof  of  success  in  the 
line  of  business  in  which  the  interest  is  based,  does  that 
imply  that  a new  company  of  that  kind  would  not  engage 

your  support? ^Tbe  support  we  would  give  in  such  cases 

would  be  canalised  into  the  new  company  through  the 
parent.  Ob-viously  if  we  have  confidence  in  the  manage- 
ment of  that  parent  and  they  say:  “ We  want  to  go  into  a 
new  product  ”,  it  is  not  for  us  to  dissuade  thean  from 
doing  so  ; but  if  it  is  going  to  involve  a lot  of  new  capital 
we  are  probably  the  only  source  from  which  tiiat  money 
can  come,  and  therefore  we  should  have  a careful  look  at 
it.  But  we  'have  a predilection  to  agree  with  the  manage- 
ment we  are  already  backing. 

12772.  Lord  Harcourt:  You  avoid  taking  control  of 
these  companies ; you  hold  a minority  interest ; so  I 
suppose  that  when  you  put  the  director  on  the  board,  apart 
from  helping  in  the  day-to-day  management,  probably  his 
most  important  function  is  to  try  and  secure  a future 
mauagement,  in  that  if  these  companies  are  one-man 
companies  one  of  his  principal  things  is  tO'  see  that  there  is 
a successor  in  view.  Your  real  interest  is  building  up 

management  and  seeing  that  there  is  continuity? Our 

man  does  not  take  part  in  the  daily  management  of 
these  businesses.  We  reckon  that  one  of  our  young 
men  can  sit  on  eight  to  ten  of  these  boards  and  success- 
fuly  do  the  job  he  is  set  to  do,  plus  a certain  amount 
of  work  in  the  office  in  going  out  and  investigating  new 
proposals  as  they  come  along.  Subject  to  that  I absolutely 
agree  with  what  you  said.  We  believe  that  management 
is  the  real  asset  we  are  looking  for. 

12773.  Professor  Cairncross:  In  the  business  of  nursing 
companies  to  the  point  at  which  they  can  justifiably  be 
floated,  do  you  work  in  association  wilh  other  financial 
institutions,  insurance  companies  for  instance,  to  develop 

a market  in  the  shares  that  you  want? ^The  issuing 

house,  the  Charterhouse  Finance  Corporation,  is  another 
member  of  the  Charterhouse  group.  It  may  proceed  by 
way  of  placing,  introduction  or  offer  for  sale ; many 
methods  are  open  to  it. 

12774.  What  has  been  your  experience  of  that  market? 

Has  it  become  progressively  easier  to  float  issues? 

It  has  become  progressively  more  difficult  to  unload  small 
investments.  When  I first  went  into  the  City  after  the 
first  world  war  an  issue  of  £50,000  by  public  prospectus 
was  not  uncommon ; today  such  a thing  is  impossible. 

12775.  If  you  correct  for  a change  in  the  value  of 
money,  would  you  think  an  issue  of  £150,000  feasible? 

It  is  very  difficult  to  do  it  economically.  It  is  very 

costly  to  sell  shares  by  public  prospectus.  The  placing 
of  shares  with  irfstitutional  investors  is  an  alternative,  but 
they  have  not  a great  appetite  for  unm-arketable 
shares ; a quotation  on  the  Stock  Exchange  does  not 
always  mean  that  a share  is  marketable. 

12776.  Do  you  think  that  the  market  for  the  unquoted 

share  is  growing? ^Probably  yes,  because  the  funds  at 

the  disposal  of  these  institutions  are  growing  so  quickly, 
and  they  have  to  find  outlets. 

12777.  But  not  sufficiently  rapidly  to  offset  other  con- 
tractions because  of  the  diminishing  interest  of  private 

investors? ^No  ; and  there  is  another  difficulty.  The 

institutional  investor,  such  as  the  insurance  company  or 


the  pension  fund,  has  not  the  machinery  for  supervising 
his  investments  which  we  have  set  up  by  trial  and  error 
over  the  years.  They  may  buy  a redeemable  prefer- 
ence share,  provided  that  we  go  on  retaining  our  equity 
interest  and  servicing  the  company  as  we  do.  That  is  an 
expression  of  faitii  in  us,  'I  suppose,  The  solution  to  diis 
is,  I think,  that  the  corporations  doing  this  kind  of  work 
sho.'uld  .themselves  issue  capital  in  a form  attractive  to 
these  .big  funds,  so  that  there  can  'be  a continuing  flow 
of  capital  into  the  corporations  •which  they  in  turn  de- 
plo-y  over  ffiese  smaller  investments.  I ‘bdieve  that 
that  is  the  right  way  to  tackle  it ; it  is  in  fact  the  way 
we  have  tackled  it 

12778.  Chairman:  There  are  not  many  of  you  in  this 

field? ^No.  Possibly  the  movement  will  grow  as  the 

years  go  on.  We  were  alone  in  1934  ; there  are,  I suppose, 
half  a dozen  institutions  today,  of  which  the  Industrial 
and  Commercial  Finance  Corporation  is  the  biggest. 

12779.  When  you  are  talking  about  the  tests  of  credit- 
worthiness,  you  say : 

“ No  one  but  the  financier  himself  can  make  the 
decision  and  it  can  be  claimed  with  certainty  that  the 
damage  caused  by  a wrong  decision — i.e.  the  provision 
of  toance  to  an  uncreditworthy  borrower — ^is  by  no 
means  confined  to  the  loss  of  the  capital  involved”. 

What  are  you  thinking  about  there? ^I  am  thinking 

of  placing  fixed  assets,  in  the  shape  of  land,  buildings, 
plant  and  machinery,  and  the  lives  and  employment  of 
workpeople  in  the  hands  of  people  who  are  not  able  to 
turn  those  assets  an4  those  employees  to  good  account. 
The  trail  of  wreckage  that  is  left  behind  when  a business 
goes  to  the  wall  is  not  confined  to  the  loss  of  capital. 

12780.  Professor  Cairncross : You  would  agree  that  the 
opposite  situatioQ  can  arise  where  someone  might  have  a 
useful  type  of  bus'iness  to  build  up,  and  not  be  able  to 
find  the  capital.  The  value  of  the  business  to  society 
might  be  many  times  the  profit  to  the  person  engaged  in 
it? 1 would  agree  with  .that,  except  that  I con- 

tend that  there  are  not  many  people  with  good  business, 
or  good  prospects  of  business,  walking  about  empty 
handed.  I think  that  today  they  are  sufficiently  served 
by  the  capital  market  in  some  shape  or  form. 

12781.  Sir  Reginald  Verdon  Smith:  Do  you  find  that 
you  are  actively  canvas^g  and  searching  for  new  business, 

or  that  there  is  a pressure  of  demand  upon  you? ^We 

find  that  we  need  to  keep  drawing  attention  to  our 
existence  by  advertisement,  and  by  the  use  of  a little 
booklet  which  goes  mainly  to  professional  people.  It 
is,  on  the  whole,  the  professional  adviser  to  the  principal 
who  comes  to  us  in  the  first  instance:  the  banker,  .the 
solicitor,  the  stockbroker,  the  accountant ; but  above  all 
personal  recommendation  given  round  a table  at  a trade 
association  meeting,  or  something  like  that,  is  the  best 
source  of  business  for  us. 

12782.  Chairman : In  the  field  of  the  kind  of  profes- 
sional adviser  you  are  speaking  of  you  would  say  that 
the  services  available  by  your  organisation  are  very  widely 

known  in  the  country? 1 think  so;  alffiough  we  are 

shocked  at  times  to  meet  a man  who  says ; “ What  is  your 
business?  Are  you  connected  with  Charterhouse  School?” 
But  by  and  large  after  twentynSve  years  we  are  fairly 
well  known  up  and  dawn  the  country. 

12783.  On  this  difficult  question  of  whether  there  are 
creditworthy  small  concerns  which  are  going  begging  it 
very  much  matters  whether  everybody  who  might  be  con- 
cerned knows  the  possibilities  open  to  him? ^The 

average  industrialist  of  the  size  we  are  talking  about  is 
dependent  on  some  professional  adviser,  fi  he  a^s 
his  lawyer  where  he  can  go  for  capital,  and  the  lawyer 
does  not  know,  he  can  turn  to  his  banker,  accountant 
or  friend ; between  ±e  lot  of  them  they  ougl^  to  be  able 
to  put  him  on  the  right  lines.  I think  the  bankers  know 
about  us ; the  managers  of  Lloyds  Bank  have  all  had  it 
dinned  into  them  that  we  exist. 

12784.  Professor  Cairncross:  Is  it  not  surprising  how 
ignorant  small  business  men  and  frequently  all  their  pro- 
fessional advisers  are  as  to  possible  sources  of  finance? 

1 find  it  difficult  to  answer  that.  We  get  surprises 

occasionally.  What  is  not  surprising  is  the  fact  that  the 
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average  industrialist  is  an  absolute  babe  in  the  woods 
when  it  comes  to  talking  to  people  like  ourselves.  He 
has  not  the  sUghtest  idea  what  he  really  wants,  or  what 
is  good  for  him,  on  the  financial  side.  We  turn  a good 
deal  of  business  away  by  telling  people  that  they  need 
not  come  to  us,  and  that  they  can  get  on  on  their  own, 
at  any  rate  for  the  tune  being. 

12785.  Sir  John  Woods'.  What  sort  of  proportion  of 
cases  do  you  accept  out  of  the  total  number  that  you 

investigate? ^Today,  when  what  we  do  and  what  we 

are  is  so  much  better  known  than  it  was  at  the  start, 
about  five  or  six  per  cent,  finally  get  through  with  us. 
The  percentage  was  mudi  less  in  the  first  instance. 

12786.  Mr.  Jones'.  Does  that  mean  that  over  90  per 
cent  of  the  applications  for  this  assistance  are  rejected? 
^Yes. 

12787.  Sir  John  Woods:  Because  they  are  not  credit- 
worthy, or  because  they  can  get  along  without  you? 

Normally  the  former.  There  is  one  odier  source  of  rejec- 
tion as  far  as  we  are  concerned.  Unless  we  think  that  a 
business  has  growth  prospects  it  does  not  appeal  to  us 
very  strongly. 

12788.  Mr.  Jones : You  indicate  in  the  final  sentence  of 
^ur  reply  to  the  second  question  that  of  the  proposals 
that  are  rejected  as  uncreditworthy  you  find  that  not 
more  than  a mere  handful  were  wrongly  rejected  and 
subsequently  succeeded  in  obtaining  their  money  from  a 
competitive  source.  You  have  told  us  about  the  existence 
of  the  I.C.F.C.,  and  you  have  indicated  that  there  are  one 
or  two  other  organisations.  How  many  other  sources 

are  there,  and  what  are  they? ^There  is  one  under  the 

wing  of  the  Pearl  Assurance  Company  and  London  and 
Yorkshire  Trust  Ltd.,  called  Safeguard,  There  is  one  in 
the  Schroder  group,  called  Leadenhall  Investments  and 
Finance  Ltd._  I think  that  half  a dozen  is  about  the 
measure  of  it.  Then  there  is  some  evidence  that  the 
Prudential  Assurance  Company,  despite  the  fact  that  they 
are  large  holders  of  capital  in  my  own  company,  occasion- 
ally go  into  this  kind  of  thing  on  their  own  account 

12789.  Chairman:  Apart  from  what  the  banks  do, 
which  is  rather  a separate  point,  the  two  big  figures  in 
the  field  are  yourselves  and  I.C.F.C.? ^Yes. 

12790.  Mr.  Woodcock:  Do  you  do  much  laying  off? 

^Not  in  the  Charterhouse  Industrial  Development 

Company.  We  do  not  need  to,  and  we  do  not  like  having 
partners.  We  like  to  hold  the  whole  of  a class  of  capital, 
Take,  for  instance,  a redeemable  preference  share,  which 
is  a very  favourite  way  with  us  of  providing  the  weight  of 
money.  If  we  hold  the  W’hole  class,  we  can  vary  the 
terms ; we  can  forgo  the  dividend  for  a half  year 
or  a year,  or  make  some  other  change  which  is  necessitated 
by  something  unexpected  happening.  If  we  have  partners 
it  is  a question  of  getting  them  together  and  having  possible 
differences.  We  much  prefer  to  hold  the  whole  class  of 
capital,  though  of  course  we  do  not  alwaj^  do  so. 

12791.  Lord  Harcourt:  Have  you  any  idea  of  the 
average  time  it  takes  from  where  you  take  a company 
into  your  nursery  to  the  stage  when  it  is  ready  for  a 

public  issue? ^It  varies  enormously.  I could  not  give 

you  an  average.  The  whole  thing  was  distorted  by  the 
war,  which  came  in  the  middle  of  the  life  of  my  company. 

12792.  Mr.  Woodcock:  You  seem  quite  happy  to  keep 
them  in  the  famOy ; would  you  not  perhaps  be  doing 
good  public  work  if  you  were  to  encourage  them  to  get 
out  when  they  are  satisfied  that  they  can  do  so  in  their 

o-wn  right? ^We  do  encourage  them  to  get  out  now  and 

again,  but  they  do  not  want  to.  They  say  that  they  like 
being  there.  I do  not  think  that  there  is  any  public 
^sservice  in  our  retaining  our  investments  as  long  as 
it  does  not  monopolise  capital  which  we  might  use  else- 
where ; and  that  has  not  happened  with  us. 

12793.  Professor  Cairncross:  Is  not  this  the  lack  of 
demand  more  than  anything  else?  Does  it  not  mean  that 
you  are  approximating  far  more  to  an  investment  trust 

ffian  the  continental  idea  of  a development  bank? 

I cannot  wholly  accept  that.  The  weight  of  the  money 
We  put  into  these  undertakings  is  in  .fiie  form  of 
repayable  capital  or  loan ; it  may  be  and  often  is  a 
redeemable  preference  share.  In  the  course  of  business 
that  is  redeemed,  and  our  residual  interest  in  the  business 
is  the  original  slice  of  equity,  which  we  hold.  You  may 
30500 


say  that  that  begins  to  savour  of  being  an  investment 
trusty  and  ask  us  why,  if  we  have  a lot  of  these  residual 
equities,  we  keep  them.  We  keep  them  because  they  are 
a very  good  investment.  I do  not  believe  that  it  would 
give  any  advantage  either  from  the  point  of  view  of 
public  duty  or  to  the  company  concerned  for  us  to  sell 
those  holdings.  _ One  of  om-  choicest  holdings  is  in  a 
company  of  which  I happen  to  be  chairman  myself.  A 
man  who  runs  one  of  these  holding  companies  recently 
bid  me  a handsome  profit  for  our  entire  hiding.  In  that 
case  I said  no,  because  after  making  some  inquiries  I 
came  to  the  conclusion  that  I should  not  be  doing  the 
company  any  good  by  letting  it  pass  under  the  control 
of  that  man.  We  get  a certain  number  of  opportunists 
who  come  along  and  think  that  they  can  sandwich  them- 
selves between  us  and  a flotation. 

12794.  Is  there  a certain  scale  which  you  assume  that 
any  of  your  companies  must  reach  before  you  contemplate 

urging  them  to  make  a public  issue? As  we  are  today, 

maintainable  profits  for  the  future  of  not  less  than 
£150,000  a year;  capital  value,  therefore,  of  £500,000 
or  £600,000. 

12795.  It  is  sometimes  put  by  other  institutions  that 
are  doing  on  a small  scale  what  you  are  doing  that  they 
lack  the  finance  to  make  their  companies  grow  sufficiently 
to  float  them  off.  Do  you  think  that  this  is  a common 

situation? It  has  arisen  quite  recently  owing  to  the 

credit  squeeze,  but  otherwise  I am  not  conscious  of  that 
difficulty.  Certainly  so  far  as  we  are  concerned  it  has 
never  arisen. 

12796.  Do  you  find  tiiat  when  you  take  on  a company 
you  want  to  put  in  a fair  amount  of  additional  capital 
to  make  it  grow?  That  is  presumably  why  it  has  come 

to  you? ^It  has  come  to  us  for  one  of  two  reasons.  It 

may  be  a question  of  selling  out  owing  to  a death.  A 
widow  inherits  the  capital  and  her  son  wants  to  get  it 
out  of  his  mother’s  hands  and  into  more  businesslike 
hands,  and  then  himself  to  develop  the  company.  The 
other  reason  is  the  need  for  aditionil  capital  for  ex- 
pansion. We  naturally  prefer  the  latter,  because  our 
money  works  for  the  company  instead  of  going  to  a 
vendor ; but  we  do  not  exclude  the  former  type  of 
transaction. 

12797.  H you  take  flie  second  type  of  transaction,  you 
presumably  prefer  to  see  a good  push  given  to  a firm 

in  that  position? ^Yes ; but  the  push  does  not  come 

from  the  capital.  It  comes  from  the  management. 

12798.  But  you  are  presumably  approached  for  a fairly 

large  slice  of  initial  capital? It  varies  very  much  indeed. 

Our  average  investment  today,  over  the  companies  I have 
mentioned,  allowing  for  the  original  amount  put  in  anH 
taking  out  of  the  calculation  redemptions  in  the  mean- 
time, is  of  the  order  of  £100,000. 

12799.  Chairman : In  your  answer  on  the  effect  of  the 
credit  squeeze  on  your  activities,  you  say  the  two  corpor- 
ations mainly  concerned  in  the  finance  of  small  businesses, 
I.C.F.C.  and  Charterhouse,  are  mainly  dependent  upon 
bank  loans  for  theh  own  capital: 

“Neither  has  suffered  any  embarrassment  therefrom 
until  the  credit  squeeze  began  in  1957.  . . After  that, 
these  corporations,  having  themselves  been  asked  to 
limit  their  drawings,  necessarily  had  to  restrict  their 
own  activities.  It  was  the  limitation  of  the  volume  of 
available  resources  ratiier  than  any  increase  in  the  rate 
of  interest  which  was  the  limiting  factor.” 

That  is  the  result  of  your  observation  as  to  what  choked 
off  lie  activities  of  people  who  might  be  coming  to  you? 

^Lord  Piercy  said  so  publicly  in  one  of  Ms  annual 

sitatements,  and  that  is  what  happened  with  us.  Our 
limits  with  Lloyds  Bank  and  Midland  were  cut  back,  with 
our  agreement that  simply  meant  that  we  had  to  say 
no  to  people  who  came  to  us. 

12800.  Sir  John  Woods:  You  say  quite  categorically 
that  it  was  the  limitation  of  availabUily  rather  than  any 
increase  in  the  rate  of  interest  Does  it  follow  from  that 
that  in  your  experience  even  at  a 7 per  cent.  Bank  Rate 
the  cost  of  money  has  little  effect,  if  any,  on  medium  or 
small  businesses? ^Yes,  litfle  effect. 

12801.  Professor  Cairncross:  Would  you  go  beyond 
that  and  argue  that  creditworthy  peofie  who  did  not  get 
3L3 
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money  from  you  failed  subsequenfly  to  get  money  else- 
where, or  do  you  think  they  found  something  else? 

It  turns  on  the  interpretation  of  “ creditworthy  ”,  of 
course.  I remember  that  one  man  to  whom  we  had  to 
say  no  was  able  to  go  to  somebody  who  had  money.  I 
suppose  ttat  there  were  other  cases,  because  there  were 
private  individuals  and  others  who  were  not  affected  at 
■ that  time.  They  may  have  had  to  pay  very  dearly  for 
the  money,  not  so  much  because  the  rate  of  interest 
demanded  was  10  per  cent,  instead  of  7 per  cent,  but 
because  the  individual  concerned  took  a much  bigger 
slice  of  the  equity  &an  he  ought  and  bought  it  cheap. 
He  might  also  have  said;  “This  is  a chance  to  get  my 
son  a nice  job.  Put  him  in  as  your  works  manager  and 
pay  him  £2,000  a year”.  That  kind  of  dul^s  used  to 
he  applied  in  the  old  days  ; I think  that  that  is  one  thing 
my  company  has  helped  to  solve.  Whether  there  was 
anyfliiag  of  that  between  September  1957  and  September 
1 958  I am  quite  unable  to  say. 

12802.  Professor  Sayers:  Do  you  know  of  any  case 
where  you  bad  to  say  no  because  of  the  credit  squeeze, 
and  the  firm  as  a result  spent  less  on  buildings  and  plant 

and  so  on? ^Yes,  not  only  with  new  applicants,  but 

with  members  of  our  own  family  who  came  to  us  to  say : 

“ We  are  planning  an  extension  to  our  factory  ; we  cannot 
embark  on  it  unless  we  know  you  are  going  to  provide 
us  with  more  capital  ”,  If  we  said  no,  the  expansion 
did  not  happen.  That  happened  also  in  public  companies 
of  which  I happen  to  .be  a director.  I suppose  that  it  was 
one  of  the  objects  of  the  credit  squee^. 

12803.  You  know  cases  where  this  actually  occurred? 
^Yes. 

12804.  Many  cases? ^Judging  from  the  several  I 

know  in  my  own  experience,  I should  say  that  there  were 
many  cases  the  lengtt  and  breadth  of  the  country. 

12805.  Professor  Cairncross:  In  those  cases  it  was  not 
the  rate  of  interest?— — No,  the  non-availajbility  of  the 
money. 

12806.  Would  it  also  be  a judgment  based  on  the  fact 
that  the  demand  for  their  product  itself  was  going  to 
lessen  in  the  immediate  future  rather  than  literally  not 

having  ttie  money? ^That  was  taken  into  accoimt.  The 

signs  in  the  sky  were  that  demand  might  fall,  at  home 

(The  witne. 


or  overseas.  I can  think  of  two  or  three  cases  where 
development  was  arrested. 

12807.  Professor  Sayers:  Two  or  three  cases? In 

my  own  immediate  knowledge.  I am  only  a tiny  little 
potato  in  an  enormous  basket. 

12808.  Professor  Cairncross:  Arrested  specifically  and 

primarily  because  of  the  unavailability  of  money? 

Yes ; .that  happened  with  at  least  two  pubhc  companies 
of  which  I am  a director. 

12809.  Sir  John  Woods:  I think  you  mentioned  a few 
cases  where  development  was  arrested,  not  particularly 
because  of  the  non-availability  but  because  of  “signs  in 

the  sky”? A combination  of  the  two,  in  fact 

12810.  Did  “arrested”  mean  finally  arrested,  or  de- 
layed?  ^We  have  hardly  got  out  of  the  difficulty  yet. 

I do  not  ffiink  I can  say  with  certainty  that  a decision 
which  was  put  aside  because  of  the  credit  squeeze  has 
been  brought  forward  again  and  agreed  to  go  on.  Although 
I am  sure  that  there  must  be  such  cases,  I cannot  readUy 
call  one  to  mind. 

12811.  Sir  Oliver  Franks:  Do  you  know  of  ether  cases, 
from  the  first  hand  knowledge  of  a friend  or  acquaintance 
who  is  a director  of  a company  of  which  you  yourself 
are  not  a director,  and  who  has  told  you  in  relation  to  his 

company  that  the  same  sort  of  thing  happened? ^At 

least  two  friends  of  mine  who  habitually  come  and  talk 
to  me  about  their  business  affairs  asked  my  advice  at 
that  time  whether  they  should  go  on  with  some  develop- 
ment or  not,  and  as  a result  of  the  conversation  dedd^ 
against  going  o-n.  I suppose  that  that  is  aibo.ut  the 
extent  to  which  I would  ever  get  to  know  of  these  things. 

12812.  Professor  Sayers:  In  these  and  the  other  cases 
you  mentioned  within  your  own  family,  would  you  say 
that  the  developments  that  were  arrested  were  primarily 
bricks  and  mortar  developments,  or  were  they  the  purchase 

of  new  plant? ^It  is  very  often  a combination  of  the 

two.  If  a man  is  thinking  of  installing  new  plant,  he  is 
probably  thinking  of  improving  or  rebuilding  some  part 
of  his  bricks  and  mortar.  I should  not  be  justified  in 
attempting  to  distinguish  between  those  two. 

Chairman : Thank  you  very  much,  Sir  Nutcombe.  We 
are  very  much  obliged  to  you  for  helping  us. 

'S  withdrew.) 
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12813.  The  following  statement  by  the  Governor  was 
sent  to  members  of  the  Committee  before  the  meeting: 

I.  Statutory  Position  of  the  Bank  of  England  ; 

1.  In  evidence  on  11th  July,  1957,  I made  a statement 
about  the  wori^g  relations  between  the  Bank  and  the 
Treasury. 

2.  To  summarise,  I said  that  the  principal  relationship 
was  that  of  hanker  and  customer.  The  Bank  advise  and 
assist  the  Treasury  over  a very  wide  financial  field  ; in 
the  formulation  and  management  of  monetary  policy  each 
has  its  imra^iate  responsibilities,  whilst  the  Treasury  has 
an  overriding  responsibility  for  ensuring  conformity  of 
policy.  As  this  evidence  was  given  some  months  ago,  I 
repeat  words  which  I then  used  (Qn.  260)  about  the  division 
of  immediate  responsibilities — 

“ In  the  field  of  domestic  monetary  policy  the  Treasury 
and  the  Bank  each  have  their  own  responsibilities.  The 
Bank  have  the  first  responsibility  for  the  management  of 
the  money  market,  including  the  fixing  of  Bank  Rate 
and  the  management  of  Issue  Department  securities.  By 
statute  this  responsibility  lies  with  the  Bank  unless  they 
are  given  directions  by  the  Treasury:  in  practice,  in 
recent  times  both  before  and  since  the  Bank  Act,  it  has 
been  the  policy  of  the  Bank  to  accept  this  responsibility 
but  to  consult,  and  in  the  last  resort  to  defer  to,  the 
Government.  At  the  same  time  many  decisions  which 
directly  affect  ffie  management  of  money  (e.g.  Govern- 
ment borrowing  and  debt  management,  the  finance  of 
public  bodies  and  local  authorities,  control  of  hire 
purchase  terms)  are  the  direct  responsibility  of  the 
Government.  In  these  circumstances  it  is  dear  that  the 
Treasury  and  the  Bank  must  act  (as  in  fact  they  do)  in 
- the  closest  consultation  and  in  absolute  confidence.” 


3.  I have  no  doubt  that  in  modern  conditions  it  is 
proper  that  Government  should  have  the  final  word  on 
policy  and  that  the  central  bank  should  not  be  free  to 
pursue  a completely  independent  line.  At  the  same  time, 
if  the  central  'bank  is  to  perform  a usef'Ul  function,  it  must 
be  a separate  entity  capable  both  of  dealing  profesionally 
in  markets  and  of  forming  its  own  views  and  giving  inde- 
pendent advice  to  Government.  Contact  between  Bank 
and  Treasury  must  be  close  and  continuous,  but  Bank  and 
Treasury  shoiild  speak  to  each  other  as  separate  institu- 
tions, forming  their  opinions  from  different  viewpoints 
and  different  backgrounds.  The  Bank  must  be  in  and 
of  the  market,  must  enjoy  the  confidence  of  Government 
on  the  one  hand  and  of  the  market  on  the  other,  and 
must  be  in  a position  to  interpret  market  opinions  to 
Government  and  Government  opinions  to  the  market. 

4.  In  a totalitarian  State,  with  private  enterprise  and 
markets  more  or  less  eliminated,  it  would  make  sense  for 
central  bank  operations  to  be  handled  under  direct 
Treasury  control,  both  as  to  policy  and  as  to  detail.  For 
any  country  operating  to  a great  extent  with  private  entw- 
prise  and  markets,  and  working  with  other  countries 
similarly  placed,  I should  regard  direct  Treasury  control 
over  central  bank  operations  as  a major  weakness.  For 
a country  as  dependent  as  the  U.K,  on  international  trade 
and  confidence,  it  could  be  a disaster. 

5.  The  business  of  the  central  banker  is  different  from 
that  of  the  Treasury  official.  Apart  from  the  physical 
impossibility  of  the  same  men  handling  such  different 
businesses,  the  necessary  attitude  and  approach  are  not 
the  same.  The  senior  civil  servant  must  always  be  con- 
cerned with  his  Minister’s  responsibilities  in  Government 
and  in  Parliament.  The  central  bank  should  not  concern 
itself  with  political  or  parliamentary  questions.  Its  concern 
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should.^  be  with  the  general  economic  and  financial  situation 
and  with  the  day-to-day  market  situation,  both  in  its  own 
country  and  abroad:  only  if  it  is  in  intimate  and  con- 
tinuous touch  with  markets  and  with  business  opinion  can 
it  efficiently  carry  out  its  twin  functions  of  advising  and 
operating. 

6.  It  would,  in  my  view,  be  a mistake  to  blur  the  identity 
^d  the  separate  responsibilities  of  the  two : with  the  two 
institutions  working  so  closely  together,  there  is  always  a 
tendency  in  that  direction  unless  it  is  resisted.  A policy  of 
fusing  the  two  by  interchange  of  staff  or  otherwise  would 
^aduaUy  but  inevitably  lead  to  a blurring  of  responsibili- 
ties and  ^notions  ; and,  as  a matter  of  practical  administra- 
tion, fusion  and  “ cross-fertilisation  ” would,  in  my  view, 
tend  to  prejudice  rather  than  improve  relationships. 

7. _  Argurnents  can  doubtless  be  advanced  for  variation, 
in  either  direction,  in  the  degree  of  formal  independence 
of  the  central  bank  from  Government  and  in  allocation, 
either  by  statute  or  in  practice,  of  responsibilities  between 
Bank  and  Treasury.  But  the  fundamental  question  is 
wheffier  the  centr^  bank  should  be  a separate  entity, 
albeit  the  servant  of  the  Government  of  ffie  day,  or  a 
sub-department  of  the  Treasury.  I hold  that,  in  present 
and  foreseeable  economic  conditions  in  the  Western 
world,  die  former  is  undoubtedly  right. 

8.  I base  these  views  on  twenty-five  years’  experience, 
under  Conservative,  Labour  and  Coalition  administrations, 
of  the  Bank  of  England’s  jrorking  relations  with  Govern- 
ment ; and  also  on  a fairly  intimate  knowledge,  over  the 
same  period,  of  the  problems  and  developments  in  this 
field  in  the  United  States  and  the  principal  countries  of 
the  Commonwealth  and  of  Europe. 

II.  Directorate  of  the  Bank  of  England 

9.  The  question  of  the  directorate  and  the  position  of 
part-time  directors  is  fundamental  to  the  existence,  the 
standing  and  the  efficiency  of  the  central  bank  as  a 
separate  entity. 

10.  The  first  responsibility  for  formulating  policy,  for 
tendering  advice  to  H.M.  Government  and  for  market 
operations  naturally  falls  on  the  Governors.  They  have 
at  their  disposal  advice  and  assistance  from  the  executive 
directors  and  the  permanent  staff  of  the  Bank.  But  under 
the  present  system  they  have  also  the  great  advantage 
of  being  able  to  consult  the  part-time  directors  individually 
or  collectively,  on  general  or  particular  matters,  with 
secrecy  and  continuity,  and  with  the  directors  knowing 
that  they  may  have  to  share  responsibility  for  decisions 
based  partly  on  the  views  which  they  individually  express. 
The  directors  of  the  Bank  cover  between  them  a very 
wide  range  of  interests  in  banking,  industry,  commerce, 
trade  unions,  shipping  and  insurance.  They  are  all  prac- 
tical men,  with  a wide  and  up-to-date  knowledge  of 
events  at  home  and  abroad.  It  is  quite  invaluable  to  the 
Governors  to  be  able  to  draw  on  this  fund  of  knowledge 
and  experience  in  formulating  and  executing  policy  and 
in  tendering  advice  to  Government. 

11.  The  functions  and  responsibilities  of  the  part-time 
directors  vary  in  the  different  activities  of  the  Bank.  There 
is  no  field  in  which  general  knowledge  of  their  views,  and 
often  particular  consultation,  is  not  of  benefit  to  the 
Governors. 

12.  In  the  domestic  affairs  of  the  Bank,  both  on  the 
Court  and  in  sub-committees,  they  play  a very  active  and 
continuous  r61e,  which  has  been  described  in  detail  in 
a memorandum  submitted  by  them  to  the  Committee.”' 

13.  In  ilhe  field  of  monetary  policy,  the  Court  is  directly 
concerned  with  those  matters  which  are  the  Bank’s 
immediate  responsibility. 

14.  Bank  Rate  is  the  decision  of  the  Court. 

15.  On  the  general  control  of  the  money  market,  though 
no  formal  decision  is  normally  asked  of  the  Court,  reports 
are  regularly  made  to  the  Court  and  the  Committee  of 
Treasury;  it  is  open  to  either  body  to  query  the 
Governors’  policy. 

16.  On  the  Issue  Department  the  Court  and  the  Com- 
mittee of  Treasury  are  informed  from  time  to  time  of 
details  of  the  portfolio ; they  are  entitled  to  query  ite 
composition  and  to  be  consulted  if  a change  of  policy  is 
envisaged.  Profit  and  loss  of  Issue  Department  being 
for  account  of  H.M.  Government,  the  Court  have  no 
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commercial  interest  in  the  Department.  In  fact  the  general 
policy  governing  Issue  Department  management  has 
remained  unaltered  throughout  my  term  as  Governor  (see 
Qd.  1762)  and  I have  had  no  occasion  to  raise  it  with 
the  Court ; though  there  have  been  occasions  when  I have 
informed  and  consulted  the  Committee  of  Treasury  about 
the  progress  of  discussions  about  the  Issue  Department 
portfolio  between  the  Governors  and  H.M.  Government. 

17.  The  Court  are  not  concerned  with  die  Bank’s 
activities  in  the  foreign  exchanges,  where  the  Bank  act 
as  agents  for  H.M.  Treasury  and  where  no  statutory 
obligation  lies  on  the  Bank.  But,  here  again,  as  in  every 
activity  of  the  Bank,  the  Governors  continually  bear  in 
mind  the  general  views  of  ffieir  colleagues  and  frequently 
ask  for  individual  or  collective  opinions  on  particular 
situations. 

18.  The  strength  and  the  independence  of  thought  of 
the  Bank  derive  largely  from  a Court  constituted  on 
present  lines,  taking  an  active  and  continuous  part  in  form- 
ing policy.  The  Bank  owes  much  of  its  standing  and 
of  the  confidence  it  enjoys  at  home  and  abroad,  to  the 
knowledge  that  the  actions  taken  by  the  Governors  have 
the  support  of  the  wide  experience  and  integrity 
represented  by  ffie  Court  of  Directors.  If  the  nature  of 
the  Court  were  to  be  altered  so  that  it  were  not  to  be 
composed  of  active  practical  men  of  business,  or  if 
directors  were  to  become  mere  figure-heads  divorced  from 
the  real  affairs  of  the  Bank,  the  standing  of  the  Bank 
throughout  the  world,  and  its  ability  to  perform  its  public 
duties  efficienfly,  would  both  be  gravely  prejudiced. 

III.  Internal  Organisation  of  the  Bank  of  England 

19.  Fundamentally  the  Bank  needs  an  organisation 
similar  to  that  of  a purely  commercial  concern,  but  ad- 
justed to  deal  with  the  wider  policy  questions  which  do 
not  present  themselves  in  the  purely  commercial  field. 
So  far  as  concerns  recruiting,  staff  selection,  departmental 
organisation,  etc.,  its  methods  and  practice  are  on  general 
commercial  lines : in  various  matters  of  organisation, 
including  such  questions  as  mechanisation,  we  keep  in 
close  touch  with  commercial  banks  and  institutions. 

20.  It  is  accordingly  to  be  expected  that  the  Bank’s 
practice  and  methods  should  show  the  same  sort  of  ffiffer- 
ences  from  those  of  the  civil  service  as  are  to  be  found  in 
any  large  commercial  concern. 

21.  Without  going  into  detail  or  blue-prints,  the  general 
picture  of  day-to-day  internal  organisation  is  as  follows. 

22.  The  Governor  and  Deputy  Governor  are  the  chief 
executives,  and  are  responsible  to  the  Court.  The 
Governors  and  the  executive  directors  work  in  very  much 
the  same  way  as  a full-time  chairman  and  deputy  chair- 
man and  other  managing  directors  work  in  ffie  normal 
commercial  company. 

23.  Below  the  executive  directorate,  the  Bank  is 
organised  functionally  in  departments,  each  under  the  con- 
trol of  a head  of  department  who  is  responsible  directly 
to  the  Governors  (who  may  delegate  supervisory  respon- 
sibilities in  various  fields  to  one  or  more  executive  direc- 
tors). The  principal  department  is  the  Cashier’s  Depart- 
ment, responsible  for  the  Bank’s  cash  and  banking  ser- 
vices ; the  Chief  Cashier  ranking  traditionally  as  the  senior 
permanent  official. 

24.  There  is,  at  policy  level,  an  extra-departmental  body 
of  advisers  of  various  cat^ories.  They  are  recruited 
partly  from  outside  the  Bank,  at  differing  ages  and  with 
differing  experience,  and  partly  from  the  departmental 
staff ; the  source  depending  entirely  on  where  the  need^ 
experience  and  knowledge  can  be  found.  They  give  their 
whole  time  to  the  Bank  and  are  members  of  its  permanent 
staff. 

25.  Most  of  these  advisers  are  concerned^  with  the 
Bank’s  overseas  business  and  relations.  Their  work  is 
supervised  by  the  executive  directors  concerned  and  co- 
ordinated -by  the  Chief  pf  the  Overseas  Department.  These 
advisers  spend  a lot  of  time  abroad  in  the  areas  with 
which  they  are  concerned,  and  are  frequently  made  avail- 
able (as  indeed  are  members  of  the  departmental  staff)  to 
assist  and  advise  H.M.  Government,  both  at  home  and 
abroad. 

26.  Other  advisers  are  concerned  with  more  general 
aspects  of  monetary  and  economic  policy,  working  directly 
with  the  Governors  and  the  executive  directors. 
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27.  The  advisers  draw  mainly  on  the  services  of  the 
Overseas  Department  and  the  Statistics  Office.  The  Over- 
seas Department  numbers  94  men  and  106  women  (diis 
does  not  include  the  operation  of  Exchange  Control  and 
the  E.E.A.  which  falls  imder  the  Chief  Cashier’s  Depart- 
ment) and  the  Statistics  Office  62  men  and  67  women. 
On  questions  with  specific  practical  aspects  the  advisers 
are  of  course  in  close  touch  with  the  senior  departmental 
officers  concerned. 

28.  This  organisation,  especially  in  the  overseas  field, 
is  intentionally  maintained  on  a flexible  basis,  without  rigid 
blue-prints,  so  that  demands  either  for  the  Bank’s  own 
work  or  for  technical  assistance  to  H.M.  Government 
can  be  met  as  effectively  as  possible.  It  wiU  be  appre- 
ciated that,  in  addition  to  more  or  less  foreseeable  semi- 
permanent demands  (e.g.  hi^  officers  for  central  banks 
in  the  emergent  territories,  assistance  to  H.M.  Treasury 
at  the  International  Monetary  Fund,  the  Organisation  for 
European  Economic  Co-operation,  etc.)  there  are  frequent 
sudden  demands  (e.g.  the  recent  European  currency  exer- 
cise, where  many  of  the  advisers  as  well  as  the  heads  of 
department  concerned  were  in  direct  action  simul- 
taneously). 

29.  That  is  the  general  basis  of  organisation ; its  work- 
ing may  be  briefly  described  as  follows. 

30.  Staff  matters  are  handled  by  the  Establishment 
Department  under  supervision  of  an  executive  director, 
wiffi  reference  to  the  Governors  where  necessary.  Other 
domestic  matters  are  handled  in  a similar  way.  Depart- 
mental co-ordination  is  maintained  through  a Head  of 
Departments’  Committee,  under  the  chairmanship  of  the 
Chief  Cashier. 

31.  In  the  execution  of  policy  in  such  matters  as  open 
market  operations,  discount,  Issue  Department  transac- 
tions and  foreign  exchange,  operations  are  carried  out 
under  the  Chief  Cashier  and  his  deputies,  who  report 
regularly  to  the  Governors  or  to  the  executive  directors 
concerned  and  seek  instructions  as  they  judge  necessary, 
from  day  to  day,  hour  to  hour,  or  minute  to  minute. 
Similarly  an  executive  director  will  refer  to  the  Governors 
as  he  judges  necessary. 

32.  There  is  a daily  meeting  of  Governors  and  executive 
directors,  with  flie  Chief  Cashier.  They  also  hold  regffiar 
weekly  meetings  with  senior  officials  and  advisers  to  re- 
view domestic  questions  and  overseas  questions,  respec- 
tively, with  more  comprehensive  monthly  meetings  to 
consider  statistical  and  economic  reports. 

33.  There  are  also  naturally  frequent  ad  hoc  meetings 
to  discuss  general  or  particular  matters  of  policy.  These 
may  be  called  by  the  Governors  or  one  of  the  executive 
directors  and  will  usually  be  attended  by  officials  and 
advisers  concerned. 

34.  For  example,  when  a major  aspect  of  monetary 
policy  is  under  discussion,  the  normal  “team”  would  be 
the  Governors,  one  or  more  executive  directors,  the  Chief 
Cashier  and  his  deputy,  and  the  advisers  who  specialise 
on  economic  matters.  On  major  questions  of  overseas 
policy  the  team  would  be  the  Governors,  one  or  more 
executive  directors  and  the  heads  of  departments  and 
advisers  concerned  with  the  problem  at  issue. 

35.  In  order  to  keep  theory  and  practice  as  close 
together  as  possible,  frequent  contact  is  encouraged,  and 
takes  place,  between  heads  of  departments  and  advisers ; 
and  both  heads  of  departments  and  advisers  always  have 
access  to  Governors  and  executive  directors  to  put  forward 
suggestions  or  comments. 

36.  The  foregoing  statement  refers  only  to  day-to-day 
internal  organisation,  with  particular  reference  to  die  level 
of  the  executive  directorate  and  just  below.  It  does  not 
seek  to  cover  the  relationship  of  the  Governors  with  the 
Court  or  with  individual  part-time  directors,  or  the 
relationships  between  the  Bank  and  other  bodies. 

12814.  Chairman:  Mr.  Governor,  we  have  your  written 
statement  on  the  subjects  we  wanted  to  discuss  today, 
which  we  will  regard  as  on  the  record  as  part  of  your 
evidence.  1 think  that  you  can  take  that  as  read,  because 

we  have  all  seen  it  in  advance. Mr.  Cobbold:  If 

Chat  may  be  taken  as  read  I should  be  quite  happy.  I 
should  Uke  to  make  one  addition,  on  a point  which  I 
thought  ought  ibe  of  interest  to  the  Committee,  on  the 
practical  relations  between  the  Bank  and  ^^itehall.  I 
have  had  a record  kept  of  meetings,  oorrespoudence  and 


conversations  between  the  Bank  and  Whitehall  (mainly 
H.M.  Treasury)  during  the  last  quarter  of  1958.  During 
these  three  months  the  Deputy  Governor  and  I between 
us  had  over  60  personal  discussions  with  Ministers  or 
with  officials  of  H.M.  Government.  Attendances  by 
executive  directors,  officials  and  advisers  at  meetings  in 
Whitehall  numbered  over  300  ; in  addition  over  400  letters 
were  written  by  the  Bank  to  Whitehall  and  some  1,300 
telephone  conversations  took  place  on  policy  matters. 
This  does  not  take  account  of  the  large  volume  of  routine 
communications  (amounting  to  several  thousands)  on  bank- 
ing, exchange  control  and  statistical  matters. 

12815.  There  are  one  or  two  points  in  part  I of  the 
statement  that  I would  like  you  to  enlarge  upon.  The 
first  is  your  view  that  as  between  the  Bank  and  the 
Treasury  the  principal  relationship  is  that  of  banker  and 
customer.  In  my  own  mind  I have  some  difficulty  in 
seeing  how  that  relationship,  as  a principal  relationship, 
can  be  consistent  with  what  I know  you  accept  otherwise, 
that  the  policy  of  the  monetary  operations  which  the 
Bank  is  to  conduct  must  be  taken  at  some  stage,  to  use 
your  wording,  in  the  last  resort,  from  the  Treasury  or 
the  Chancellor.  How  can  you  combine  the  relationship 
of  the  banker  and  customer,  which  is  essentially  that 
of  two  independent  parties,  the  banker  being  free  to 
accommodate  the  customer  or  not  as  he  wishes,  with  the 
second  consideration? ^You  used  the  word  “accom- 

modate ”.  This  is  not  mainly,  of  course,  a question  of 
advancing  money.  I regard  file  banker-custo-mer  relation- 
ship as  the  principal  relationship  on  two  grounds.  The 
first  is  that  in  relation  to  the  banking  services  we  carry 
out,  including  exchange  control  services,  it  is  a purely 
banker  and  customer  machinery.  Then  there  is  a much 
wider  field,  which  is  largely  a matter  of  advice,  but  partly 
also  of  operation.  Perhaps  something  like  nine  tenths  of 
the  Deputy  Governor’s  and  my  time,  so  far  as  we  are 
dealing  with  Government  and  governmental  questions, 
would  be  considering  what  advice  to  give  the  Government 
as  their  bankers,  in  very  much  the  same  way  as  any  large 
bank  would  advise  its  customer  over  a pretty  wide  field 
of  domestic  and  external  finance,  There  is,  as  you  say, 
a number  of  fields  where  the  Bank  is  operating  as  a 
principal  subject  to  these  final  questions  of  direction ; but 
where  the  Bank  is  operating  as  a principal  that  is  a rather 
different  field.  The  main  historical  relationship  is  first 
and  foremost  very  similar  to  the  relation  of  a banker 
with  a very  important  customer ; of  course  in  this  case 
the  customer  is  clearly  more  important  than  any  customer 
of  any  commercial  bank. 

12816.  Is  the  aspect  of  the  relationship  that  you  are 
stressing  that  the  Bank  is  there  as  expert  adviser  to  the 
Treasury  on  the  financial  operations  that  the  Bank  is  going 

to  carry  out  on  behalf  of  the  Treasury? ^Not  eutiiely. 

In  a very  much  wider  field,  anything  which  touches  on 
finance,  the  City,  overseas  financial  questions,  both  in 
terms  of  personnel  and  in  terms  of  policy,  all  those  matters 
would  normally  be  discussed  by  the  Treasury  with  our- 
selves in  a hanking  relationship,  the  relationship  of  a 
banker  as  an  adviser  to  his  customer. 

12817.  I thought  that  those  things  were  perhaps  matters 
upon  which  your  advice  would  be  equally  valuable  but 
wotild  not  have  any  direct  connection  with  your  position 
as  a banker  speaking  to  a customer? ^We  may  be  talk- 

ing slightly  at  cross  purposes  about  the  banker-customer 
relationship.  I regard  it  as  the  function  of  a banker  to 
be  prepaid  to  advise  his  customer  on  any  branch  of  the 
customer’s  financial  activity,  and  the  financial  activity  of 
Government  is  an  extremely  wide  activity.  I am  using 
the  term  in  its  widest  sense.  For  instance,  if  the  Treasury 
wish  to  be  advised  on  a financial  appointment  of  any 
sort  which  they  have  in  mind,  they  would  normally  turn 
to  us  for  advice  and  assistance. 

12818.  It  is  the  ability  and  the  readiness  to  offer  expert 
advice  on  all  these  subjects  that  is  the  main  aspect  of 

the  banker-customer  relationship? ^Yes.  At  the  same 

time  there  is  a tremendous  routine  operation  going  on 
the  whole  time.  The  Cashier’s  Department  are  very  busy 
the  whole  time ; the  Accountant’s  Department  deals  with 
the  stock  registration.  All  that  is  in  a sense  part  of  the 
banker-customer  relationship  between  the  Bank  and  the 
Treasury. 

12819.  Those  are  all  services  the  banker  is  currently 
from  day  to  day  affording  for  his  customer? ^They 
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cover  in  terms  of  numbers  of  staff  a very  high  percentage 
of  the  staff  of  the  bank. 

12820.  Professor  Sayers : The  ordinary  banker  and  the 
private  customer  mostly  discuss  business  that  they  are 
going  to  do  with  each  other.  As  between  the  Government 
and  the  Bank  of  England  much  of  the  time  must  surely 
be  occupied  in  discussing  not  their  business  directly  with 
each  other,  but  the  business  of  the  Bank  with  third  parties? 

^Not  with  individual  third  parties. 

12821.  Not  with  individual  third  parties,  but  with  im- 

portant  sections  of  the  community? ^Yes.  You  say 

that  the  banker  and  customer  discuss  what  fliey  are  going 
to  do  with  each  other ; I would  rather  say  that  they 
discuss  what  the  banker  is  going  to  do  for  his  customer 
in  the  general  sense.  I agree  that  in  our  case  a great 
deal_  of  the  background  of  the  advice  that  we  are  likely 
to  give  to  the  Government  comes  from  our  relations  with 
other  parties. 

12822.  Professor  Cairncross:  I wonder  whether  you 
are  not  getting  us  off  on  the  wrong  foot  with  the  use 
of  this  phrase  “ banker-customer  relationship  ”.  It  imphes 
a relationship  in  which  one  party  is  likely  to  say  to  the 
other  from  time  to  time:  “No,  I am  not  prepar^  to  do 
that”  Is  this  the  kind  of  relation^ip  which  you  think 

should  prevail  between  the  Bank  and  the  Treasury? 

That  is  rather  a different  point  I really  do  stress  this 
banker-customer  relationship.  Speaking  quite  personally, 
if  I were  asked  my  main  function  in  life,  I should  say 
that  my  main  funrtion  is  to  be  Her  Majesty’s  Govern- 
ment’s banker.  I regard  myself  as  being  there  largely 
in  order  to  give  the  Government  such  Siancial  advice 
as  I can,  out  of  my  own  head  or  out  of  my  colleagues’, 
in  very  wide  terms. 

12823.  In  that  are  you  laying  stress  on  the  banking 
operations  that  you  conduct  on  behalf  of  the  Govern- 
ment?  ^No,  on  the  financial  advice  which  I give  to  the 

Government. 

12824.  Professor  Sayers:  Do  you  not  mean  that  you  con- 
sider yourself  primarily  as  the  financial  adviser  to  the 
Government,  and  that  the  banking  operations  you  do  for 
flie  customer  are  part  of  the  work,  but  what  you  talk 

about  is  the  Government’s  general  financial  policy? 

I have  said : “ The  principal  relationship  is  that  of  banker 
and  customer.  The  Bank  advise  and  assist  the  Treasury 
over  a very  wide  financial  field.”  It  is  perhaps  slightly 
different  at  different  levels.  I was  talking  there  of  the 
Bank  as  a whole.  The  Bank  as  a whole  in  terms  of  the 
proportion  of  people  employed  and  man  hours  spent  is 
largely  devoted  to  carrying  out  operations  on  behalf  of 
the  Treasury.  At  the  policy  end  we  naturally  talk  more 
about  policy  and  advise  on  financial  matters  generally 
rather  than  carry  out  detailed  operations. 

12825.  And  you  discuss  with  the  Government  the  fixing 
of  terms  on  which  you  as  a banker  will  do  business  with 
other  customers,  which  is  something  a banker  does  not 

do  with  his  private  customers? ^You  are  taking  me  a 

little  far  on  that  particular  question.  I would  not  have 
said  so  exactly,  unless  you  regard  the  terms  on  which 
we  sell  securities  to  the  market  as  one  of  the  terras  on 
which  we  do  business  with  other  customers. 

12826.  I was  thinking  of  fixing  of  Bank  Rate.  That 
is  something  that  has  no  parallel  in  the  ordinary  banker- 

customer  relationship? ^None  at  all.  I do  not  include 

the  fixing  of  Bank  Rate  in  the  banker  and  customer 
relationship. 

12827.  Chairman:  If  that  does  not  come  in  your  con- 
ception of  &e  principal  relationship,  which  you  say  is 
that  of  banker  and  customer,  how  many  of  the  accepted 

things  do? As  I said  in  answer  to  Qn.  260 : 

“ The  Bank  have  the  first  responsibility  for  the 
management  of  the  money  market,  including  the  fixing 
of  Bank  Rate  and  the  management  of  Issue  Department 
securities.” 

Lower  down  I say: 

“ At  the  same  time  many  decisions  which  directly 
affect  the  management  of  money  (e.g.  Government 
borrowing  and  debt  management,  the  finance  of  pubHc 
bodies  and  local  authorities,  control  of  hire  purchase 
terms)  are  the  direct  responsibility  of  the  Government.” 
Those  are  places  in  which  we  have  our  direct  responsi- 
bilities, and  they  have  their  direct  resjroiisibilit)  There 


is  a great  deal,  as  I have  said,  of  discussion  and  coUabora- 
■ticm  about  them,  but  I am  not  including  them  in  the 
banker-customer  relationship. 

12828.  I do  not  think  I have  ever  quite  understood 
what  the  significance  of  “ first  ” is  in  your  phrase  “ first 
responsibility  ”.  It  is  not  " first  ” in  point  of  primacy,  if 
I understand  .the  matter,  because  you  accept  ultimately 

the  policy  that  the  Treasury  wish  to  have  carried  out? 

Perhaps  a better  phrase  might  have  been  “ dhect  responsi- 
bility ”.  I used  “ first  responsibilRy  ” in  the  sense  of  its 
being  our  job,  as  I regard  it,  to  initiate,  consider,  and 
have  continually  before  us  these  points  which  I have 
detailed  as  our  responsibility.  I should  not  necessarily 
expect  the  Government  to  have  those  points  always  before 
them,  and  it  would  be  normal,  and  is  indeed  the  practice, 
for  us  to  take  the  initiative  on  those  points. 

12829.  That  would  mean,  as  I follow  it,  that  it  would 
be  your  constant  care  to  think  about  them,  to  have  views 

about  them,  and  to  have  the  material  ateut  them? 

And  the  initiative  would  normally  lie  with  us. 

12830.  Normally  you  would  expect  any  proposals  with 
regard  to  them  to  come  from  you,  but  you  do  not  deduce 
from  that  that  if  the  Government  were  worried  about 
any  a^ect  of  the  matter  there  would  be  anything  wrong 

in  their  making  a suggestion  and  considering  it? ^We 

are  in  continuous  touch  and  always  talking  about  these 
things,  and  I lAould  not  be  at  all  surprised  if  fliey  raised 
them  at  any  lime. 

12831.  Why  is  it  that  you  are  allowed  to  divide  the 
management  of  the  money  market,  the  fixing  of  Bank  Rate, 
and  the  management  of  the  Issue  Department  portfolio, 
from  other  activities  which  you  carry  out,  such  as  the 
management  of  the  EJBA.,  exchange  control  and  your 
contribution  to  debt  management?  What  does  this  dis- 
tinction originate  in? ^We  have  no  statutory  respona- 

hility  for  the  Exchange  Equalisation  Account ; we  are 
purely  acting  as  agents  for  Her  Majesty’s  Treasury  on 
that.  There  I would  say  the  phrase  “ banker  and 
customer  ” comes  in  very  much ; we  advise  on  that  and 
operate,  but  the  statutory  responsibility  clearly  lies  with 
the  Government  and  not  with  ourselves.  In  the  case  of 
Bank  Rate  and  the  Issue  Department  portfolio  the  statutory 
responability  clearly  lies  wito  the  Bank. 

12832.  What  is  the  responsibility  by  statute? The 

Bank  Rate  is  the  Bank’s  business ; unless  anybody  directs 
it  to  do  anything  else,  it  is  clearly  the  Bank’s  responsibility 
to  fix  the  Bank  Rate. 

12833.  Is  that  an  interpretation  of  the  words  “the 

affairs  of  the  Bank’’  in  the  1946  Act? Cobbold: 

Yes.  It  certainly  covers  Bank  Rate ; fixing  Bank  Rate 
cannot  be  anybody  else’s  business. — Mr.  Mynors:  The 
Issue  Department  is  covered  by  a reference  in  the  Currency 
and  Banknotes  Act  of  1928,  under  wMch  the  Issue 
Department  continues,  as  it  was  before,  a department  of 
the  Bank,  but  a statutory  duty  is  laid  on  ffie  Bank  to 
inform  the  Treasury  of  the  state  of  affairs  of  the  Issue 
Department.  That  shows  negatively,  as  it  were,  that  it 
is  a responsibility  of  the  Bank,  or  they  would  not  have  an 
obligation  to  tell  .the  Treasury  about  it. — Mr.  Cobbold: 
So  far  as  buying  and  selling  Treasury  Bills,  that  is  to  say 
money  market  operations,  are  concerned,  that  is  an 
“ affair  of  the  Bank  ” within  the  terms  of  the  1946  Act. 

12834.  That  is  the  weight  you  give  to  the  section  of  the 
1946  Act  which  says  that  the  affairs  of  the  Bank  should  be 
managed  by  the  Court,  subject  to  direction? ^Yes. 

12835.  But  when  it  comes  to  a question  of  any  of  these 
agency  operations  or  affairs  of  the  Bank  being  co-ordinated 
with  Government  policy,  do  you  distinguish  between  your 
relationship  .to  the  Treasury  in  the  case  of  agency  opera- 
tions and  the  relationship  in  the  case  of  affairs  of  the 

Bank? ^Yes,  I should  distinguirij..  I regard  the  Bank 

institutionally  as  having  a much  greater  responsibility  for 
Bank  Rate  and  open  market  operations  which  are  its 
own  affairs  than  for  Exchange  Equalisation  Account  opera- 
tions, which  we  handle  purdy  as  an  agent.  In  the  event 
of  a difference  of  policy  the  Bank  would  take  a difference 
to  much  greater  length  with  the  affairs  which  they  regard 
as  their  own  than  they  would  where  they  are  acting  purely 
as  agent  and  the  responsibility  lies  clearly  on  the 
Government. 

12836.  What  would  be  the  effect  of  the  practical 
difference  between  flie  two  positions?  In  both  cases 
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obviously  you  are  fully  consulted  and  your  expert  opinion 

is  invited  and  has  great  weight? Certainly.  We  should 

regard  ourselves  as  having  greater  responsibility  towards 
the  public  in  the  first  case  because  there  are  responsibilities 
laid  on  us  by  statute.  As  I have  said  earlier,  we  are 
normally  able  to  iron  out  any  differences  of  opinion  in 
the  ordinary  methods  of  discussion ; but  it  is  conceivable 
that  we  might  in  various  circumstances  come  to  a more 
or  less  serious  difference  of  opinion.  In  matters  which 
are  oiu:  own  affairs  I would  conceive  it  as  quite  possible 
that  the  Court  might  wish  to  take  a definite  view,  which 
would  have  to  be  thrashed  out  with  the  Government. 
There  are  obviously  varied  possibilities  of  different 
solutions  when  things  have  got  to  that  point,  I cannot 
see  that  arising  over  an  exchange  matter,  where  we  are 
acting  as  agents  and  where  the  Bank  have  no  statutory 
responsibility  towards  the  public. 

12837.  But  what  you  call  your  statutory  responsibility 
with  regard  to  the  affairs  of  the  Bank  is  subject  to  any 
directions  which  may  be  given  you ; so  it  would  seem 
that  if  you  invited  a direction  your  duty  would  be  done 

towards  the  public.  Or  would  you  not  accept  that? 

I can  conceive  circumstances  where  we  should  ask  for  a 
direction  to  be  given.  I can  also  conceive  circumstances 
where  the  question  of  resignations  might  have  to  be  con- 
sidered. 

12838.  But  you  would  never  envisage  such  a situation 
arising  over  such  matters  as  the  Exchange 'Equalisation 

Account? 1 cannot  conceive  a case  where  directions 

under  the  1946  Act  could  apply  to  Exchange  Equalisation 
Account  operations.  We  take  instructions  as  an  agent 
from  the  principal  there.  I cannot  conceive  how  it  would 
work  that  the  Treasury  would  issue  directions  to  the  Court 
to  do  something  in  connection  with  the  Exchange  Equalisa- 
tion Account. 

12839.  I understand  the  formal  difference  that  is  in  your 
mind,  but  you  might  be  faced  with  some  instruction  from 
the  Treasury  in  that  field  which  you  thought  was  seriously 
inimical  to  public  interest.  Would  not  the  same  issue  arise 

as  with  what  you  regard  as  the  affairs  of  the  Bank? 

The  issue  of  directions  under  the  Act  could  not  arise, 
because  we  are  acting  as  an  agent  for  a principal  and  we 
could  therefore  not  get  to  ffie  pitch  where  the  Government 
issued  directions.  I do  not  think  that  it  is  constitutionally 
possible. 

12840.  Given  your  interpretation  of  "die  affairs  of  the 
Bank  ”,  it  is  only  sometWng  which  is  an  affair  of  the 

Bank  in  that  sense  that  can  be  altered  by  a direction? 

Yes. 

12841.  I was  thinking  of  the  larger  question  what  is  the 
real  difference  between  the  Bank’s  position  as  between 
itself  and  the  Government  in  these  different  fields,  because 
they  both  may  raise  questions  of  public  interest  and 

policy? ^They  may,  certainly,  and  I could  conceive 

circumstances  where  E.E.A.  policy  or  operations  might 
involve  questions  of  resignation  of  Governors  and  the 
executive  directors.  It  would  be  much  more  difficult  to 
see  a position  in  which  they  could  raise  questions  of  the 
resignation  of  ffie  Court  as  a whole.  Since  the  Court 
as  a whole  is  not  concerned  because  of  the  statutory 
position  with  the  E.E.A. 

12842.  In  your  view  would  it  make  a substantial  differ- 
ence from  the  point  of  view  of  the  public  interest  if 
your  relationship  to  the  Government  was  avowedly  the 
same  with  regard  to  these  different  activities,  which  all 

bear  on  monetary  policy? ^They  do  aO  have  a hearing. 

It  is  .perfectly  conceivable  that  the  statutory  position  of 
the  Exchange  Equalisation  Account  could  be  assimilated 
to  the  statutory  position  of  the  Issue  Department  port- 
folio in  the  management  of  Issue  Department  securities, 
for  example;  I do  not  think  that  that  wo-uld  make  very 
much  difference  in  the  day-to-day  handling  of  the  thing, 
because  at  is  done  by  agreement  and  negotiation.  In  the 
event  of  a major  difference  of  opinion  that  would  put 
the  same  amount'  of  weight  upon  the  shoulders  of  the 
Court,  and  therefore  on  the  Bank  as  an  institution,  about 
policy  as  now  lies  on  it  in  respect  of  the  Issue  Department 
portfolio.  The  administration  of  exchange  control,  which 
is  another  thing  ffiat  we  handle  for  Government,  would,  I 
think,  be  very  difficult  to  put  statutorily  on  the  Bank.  That 
is  an  activity  which  affects  the  liberty  of  the  citizen,  and 
which  is  subject  to  v«y  frequent  individual  and  detailed 
parliamentary  quesrtioning.  So  far  as  the  Exchange  Equali- 


sation Account  is  concerned,  I should  myself  see  no 
difficulty  in  that  being  assimilated  to  the  Issue  Department 
position. 

12843.  Professor  Cairncross : If  you  leave  aside  statutory 
responsibilities  and  look  at  it  from  the  angle  of  policy, 
do  you  regard  it  as  possible  to  delineate  the  field  of 
monetary  policy  in  a way  that  puts  debt  management  on 
the  one  hand  and  open  market  operations  on  the  other? 

1 should  find  it  difficult  to  delineate  more  than  I have 

done  in  my  answer  to  Qn.  260.  Government  borrowing 
and  debt  management  in  the  sense  of  deciding  the  terms 
and  the  requirements  of  new  issues,  conversion  issues,  and 
that  side  of  it,  is  separate  from,  though  closely  connected 
with,  the  daily  management  of  the  Issue  Department 
portfolio. 

12844.  Professor  Sayers:  Can  you  even  separate  them 
in  your  own  mind? Yes. 

12845,  Professor  Cairncross:  The  course  which  you  are 
setting  as  agents  for  the  Government  in  the  management 
of  the  debt  surely  must  be  linked  very  closely  with  the 
course  you  are  setting  in  your  open  market  operations 
and  in  fcdng  the  Bank  Rate  ; it  would  really  be  impossible 
to  conduct  two  policies  simultaneously,  one  in  respect  of 
debt  management  and  one  in  respect  of  the  money 

market? 1 have  always  maintained  that  'view,  and 

have  always  said  that  in  my  ■view  Government  must  have 
an  overriding  responsibility  for  policy. 

12846.  But  you  attach  more  importance  to  some  aspects 
of  policy  than  others,  because  a specific  decision  has  to 
be  taken  within  the  Bank  of  England?  This  is  not  a 
matter  of  importance,  surely,  but  of  the  formal  way  in 

whi^  tie  decision  is  taken? Certain  things  are  our 

daily  business.  I find  it  difficult  to  see  that  the  fixing  of 
the  terms  of  Government  borrowing  and  repayment  can 
or  should  be  the  central  bank’s  business.  Tiat  must  be 
the  business  of  the  Treasury. 

12847.  Surely  it  is  just  as  reasonable  to  suggest  that  the 

fixing  of  the  Bank  Rate  is  Treasury  business? ^With 

respect,  I would  not  concur  with  that.  The  fixing  of 
Bank  Rate  affects  the  things  that  we  are  doing  the  whole 
time  all  day. 

12848.  But  it  equally  affects  the  price  of  Government 

securities,  which  may  be  an  important  matter? ^That 

takes  us  back  to  the  whole  question  of  the  relationship 
between  short-term  and  long-term  rates  of  interest,  which 
we  have  discussed  very  fully. 

12849.  Professor  Sayers:  Would  you  not  agree  that  it 

affects  the  problems  of  debt  management? ^Yes.  I 

have  always  said  that  these  things  dovetail  and  need  the 
closest  coordination  at  all  points. 

12850.  That  is  why  we  are  finding  it  so  difficult  to  draw 
a line  between  them. — Chairman : \^at  is  troubling  me  is 
whether  the  point  of  view  which  you  are  putting  very 
clearly  and  forcibly  is  due  to  the  fact  that  the  statute  as 
you  interpret  it  is  in  the  form  it  is,  or  whether  you  think 
that,  even  if  the  statute  had  not  been  drawn  that  way, 
the  thing  would  still  hav^  required  this  kind  of  division? 

Mr.  Cobbold:  I think  that  the  practical  division  is 

pretty  well  bo'und  to  fall  more  or  less  where  it  does,  if 
one  accepts  the  major  premise  that  the  central  bank  should 
be  an  independent  entity  within  the  general  overriding 
responsibility  of  Government.  One  could  perhaps  draw 
the  line  between  the  Bank  responsibility  and  the  Treasury 
responsibility  slightly  differently  in  places,  but  I think  that 
this  is  by  and  large  the  way  the  day-to-day  working  of 
the  practical  delineation  woifid  occur,  whether  the  statute 
were  a bit  more  one  way  or  the  other  way.  As  a i>ractical 
working  I should  expect  it  to  fall  much  where  it  does. 
— Mr.  Mynors : I would  agree  with  that. 

12851.  The  significance  of  these  different  fields  of 
responsibility,  if  I understand  you,  is  that  they  indicate 
from  which  side  it  would  normally  be  expected  that  the 

proposals  about  policy  would  come? Mr.  Cobbold: 

I think  that  that  is  correct ; but  I must  make  an  exception 
for  the  Exchange  Equalisation  Account.  It  is  more  our 
business  all  day  to  be  thinking  about  exchange  operations 
than  it  is  the  Treasury’s  business.  Major  policy  would 
be  for  discussion,  but  the  ordinary  day-to-day  operation 
of  the  Exchange  Equalisation  Account  falls  much  more 
within  our  purview  than  the  Treasury’s  purview. 

12852.  Lord  Harcourt:  Those  are  really  operations  in 

a previously  agreed  poficy? ^Yes.  The  general  policy 

is  previously  agreed.  There  is  a great  deal  of  what  I may 
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call  tactical  policy  j that  I would  regard  as  normally 
entirely  for  us.  We  do  not  feel  it  necessary  to  ask  our 
principals  whether  we  are  to  let  the  rate  go  down  one- 
eighth  and  then  bring  it  up  one-half. 

12853.  Professor  Cairncross:  TTiose  operations  are  con- 
tinuously occurring,  and  you  are  under  the  necessity  of 
deciding  from  day  to  day  what  to  do.  V^ere  the  decisions 
are  discontinuous  and  there  is  ample  time  to  consider, 
you  are  in  general  taking  a slightly  different  view.  Do 
you  accept  that  movements  in  Bank  Rate  fall  into  this 
category,  and  regard  than  as  primarily  the  responsibility 

of  the  Bank  of  England? ^If  the  Bank  of  England  is 

handling  the  money  market  the  primary  responsibility  for 
Bank  Rate  must  lie  with  the  Bank. 

12854.  Is  there  any  logical  distinction  betw«n  the 
relationship  of  the  movement  of  Bank  Rate  and  day-to- 
day  money  market  operations  and  the  relationship  between 
settling  the  terms  of  new  issues  and  the  day-to-day 
handling  of  market  operations,  about  which  you  were 

speaking  earlier? ^Is  not  debt  management  much  more 

nearly  a budgetary  function?  I may  not  be  using  the 
right  phrase  but  it  is  a Treasury  function ; these  are  the 
Treasury’s  borrowing  and  repaying  arrangements. 
Althou^  they  may  take,  as  they  do,  continuous  advice 
from  ourselves,  and  we  may  handle  a great  deal  of  it, 
the  terras  on  which  Government  borrow  and  flie  details 
of  the  Government  borrowing  programme  and  operations 
must,  as  I see  it,  be  a Treasury  responsibility. 

12855.  These  issues  concern  the  Budget  very  directly, 

but  I find  it  difficult  to  draw  a line  of  distinction? 1 

would  have  said  they  were  two  branches  of  the  same  sub- 
ject. I entirely  accept  the  view  that  the  closest 
co-ordination  is  necessary  and  one  affects  the  other,  but  I 
would  regard  them  as  two  branches  of  a subject  which 
are  inter-related  at  every  point. 

12856.  Chairman:  It  is  in  your  mind  that  the  volume 
and  terms  of  the  Treasury  short-term  borrowing  is  dhreotly 

affected  by  Bank  Rate  decisions? Gertainly. 

12857.  There  is  another  phrase  upon  which  I want  to 
be  quite  clear  as  to  what  your  thinking  is,  and  that  is 
the  phrase  “ in  the  last  resort  ”,  which  you  used  when 
you  spoke  to  us  before  and  which  you  quote  again  in 
this  statement.  Like  “ first  ”,  “ last  ” may  perhaps  be  a 
little  ambiguous  in  this  phrase.  It  does  not  mean  last  in 
point  of  time  exactly,  I imagine  ; would  that  give  a wrong 

impression  of  what  you  have  in  mind? ^Yes,  it  would. 

12858.  What  then  is  the  nature  of  your  deferment  to 
the  Government?  If  one  envisages  the  thing  from  the 
point  of  view  of  economic  planning,  naturally  these  things 
would  be  discussed  in  advance  rather  than  at  the  last 

moment? Yes ; I do  not  mean  last  in  that  sense. 

12859.  It  is  not  a question  of  your  going  ahead  and 

then  being  pushed  back? Certainly  not.  I did  say 

something  when  we  were  talking  about  fins  earlier.  There 
is  consultation  at  every  stage  of  proceedings,  more  or  less 
continuously.  In  giving  evidence  earlier  I said  that  one 
can  never  be  quite  certain  where  ideas  start,  because  one 
is  always  consulting  on  these  matters,  and  an  idea  may 
have  started  from  one  person’s  head  or  another  person’s 
head.  But  in  the  parts  that  we  regard  as  our  first 
responsibility,  at  the  same  time  as  we  are  keeping  in 
general  consultation  with  Government  we  should  be 
making  our  own  arrangements,  working  out  our  own 
plans,  forming  our  own  policies,  and  at  the  more  or  less 
final  stages  we  should  seek  governmental  agreement.  If 
we  were  to  come  to  a position  where  agreement  was  not 
possible  quite  a lot  of  things  might  happen  between  that 
stage  and  the  final  stage  of  deferment  I do  not  want  to 
put  this  as  if  it  was  something  which  regularly  happens, 
or  which  I envisage  as  likely  to  happen  at  all  frequently. 
I can  foresee  a position  where  I should  have  to  say:  “I 
am  afraid  ffiat  ffie  Court  would  not  agree  to  that  ”,  and 
the  Chancellor  would  have  to  say:  “I  am  afraid  that 
the  Government  would  not  agree  to  that.”  In  that  event 
I imagine  that  one  would  go  back  and  have  another  talk. 
I can  envisage  circumstances  in  which  the  Court  might 
say:  ‘‘We  are  not  quite  happy  about  this,  but  if  it  is 
made  clear  that  this  is  the  Government’s  responsibility 
we  will  execute  on  that  basis.”  That  would  mean  that  I 
would  for  directions.  If  it  came  to  that  point  (it  is 
a little  bit  difficult  to  envisage  the  exact  circumstances) 


the  Court  would  probably  wish  to  have  those  directions 
made  known,  so  that  it  would  be  clear  to  the  public 
that  they  were  acting  under  governmental  direction  and 
were  not  assuming  responsibility.  I can  conceive  circum- 
stances where  the  Court  or  the  Governors  would  regard 
that  as  satisfactory  to  their  consciences  and  no  further 
action  was  necessary.  I can  conceive  cases  wMch  might 
involve  resignations,  either  of  the  Governors  or  of  the 
Court ; but  there  are  all  those  steps  which  are  conceivable 
possibilities  before  one  comes  to  that  extreme  point. 

12860.  But  that  last  extreme  crisis  of  resignation  is  not 

“ deferring  in  the  last  resort  ” to  the  Government? 

It  would  mean  the  Bank  deferring  to  the  Government  in 
the  last  resort,  because  the  Goveroment  would  in  the  last 
resort  make  such  arrangements  and  appointments  that 
their  policy  was  carried  through. 

12861.  I thought  you  were  saying  that  these  were  sub- 
jects as  to  which  the  Bank  had  immediate  responsibility, 
but  recognised  that  they  must  defer  to  the  Government 

in  the  last  resort? ^That  is  how  it  has  worked  out  in 

recent  times  both  before  and  since  the  Act  of  1946, 
because  we  have  not  in  fact  come  to  ffiat  extreme  position. 

12862.  Sir  Oliver  Franks:  Would  you  agree  (I  am 
trying  to  put  what  I think  to  be  your  thoughts  into  words) 
that  the  background  to  the  phrase  “ the  last  resort  ” is 
this?  First  of  all,  you  conceive  the  Bank  as  an  indepen- 
dent institution  within  the  whole  working  of  Government. 
Secondly,  you  conceive  that  there  are  certain  matters 
within  all  the  things  that  the  Bank  does  which  are  the 
Bank’s  affairs.  You  interpret  the  phrase  ‘‘  the  Bank’s 
affairs  ” to  cover  the  things  wMch  you  list  in  this  state- 
ment, and  because  these  are  the  affairs  which  are  pro- 
perly the  Bank's  you  think  of  the  Bank  as  initiating  and 
acting  in  these,  and  therefore  being  responsible  for  the 
action  taken.  “ In  the  last  resort  ” means  that  if  the 
Government  is  not  willing  to  accept  the  Bank’s  action 
it  has  to  take  the  responsibility  of  the  Bank  away  and 
substitute  its  own.  That,  I think,  is  the  meaning  of  a 
direction  in  these  matters  which  on  your  interpretation 
of  ‘‘  the  affairs  of  the  Bank  ” are  the  Bank’s ; ‘‘  the  last 
resort  ” means  substituting  governmental  responsibility 
for  the  Bank’s  responsibility.  This  cannot  happen  in  the 
same  sense  in  the  matters  where  the  Bank  acts  as  agent 
for  the  Government,  because  the  responsibility  is  the  Gov- 
ernment’s throu^out,  and  therefore  the  Bank’s  cannot 
be  taken  away,  it  never  having  been  theirs.  Is  that  a fair 
way  of  putting  your  thought? ^ExacL 

12863.  The  process  of  direction  is  essentially  the  sub- 
stituting or  the  taking  over  of  responsibility,  by  the  Gov- 
ernment?  Direction,  or  in  the  more  extreme  case 

substitution  of  personnel. 

12864.  So  that  the  ultimate  weight  of  the  argument 
turns  on  the  right  understanding  of  ‘‘  the  affairs  of  the 
Bank  ”? ^That  is  correct, 

12865.  Chairman:  In  practice  it  means  that  in  your 
view,  where  you  are  dealing  with  “ the  affairs  of  the 
Bank  ” a special  weight  must  be  given  to  the  Bank’s  views 
by  the  Government  before  a direction  is  issued.  Is  that  a 
right  deduction? ^Yes. 

12866.  Mr.  Woodcock:  The  ordinary  individual  might 
well  look  upon  that  as  a description  of  the  position  of 
the  House  of  Lords  before  1911.  Do  you  think  that? 

^I  am  not  a constitutional  lawyer.  I would  have 

doubted  whether  the  House  of  Lords  could  have  had 
directions  issued  to  it 

12867.  There  would  have  been  a creation  of  peers? 

Yes ; that  is  my  extreme  case.  It  would  not  have 

had  directions,  I think. 

12868.  Sir  Oliver  Franks:  If  we  were  trying  to  find 
language  to  describe  the  ordinary  working  relationship 
between  the  Bank  and  the  Treasury  it  would  not  be  diffi- 
cult. Your  statement  seems  to  be  trying  to  dig  behind 
ttiat  to  the  basis  on  which  the  daily  work  and  co-opera- 
tion rests.  When  I look  at  all  that  from  the  angle  of 
Parliament,  it  seems  to  me  that  over  time  the  position 
of  Government  has  changed  and  that  Ministers  are  ex- 
pected to  answer  for  more  than  used  to  be  the  case ; 
so  that,  for  example,  it  is  now  quite  normal  to  find  the 
Chancellor  of  the  Exchequer  explaining  the  movement  of 
Bank  Rate  in  the  House,  referring  to  it,  or  even  making 
a speech  about  it,  just  as  he  would  do  on  these  other 
matters  where  the  Government  is  responsible  and  the 
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Bank  is  its  agent.  It  seems  to  me  that  in  a way  the 
realities  of  day-to-day  working  and  co-operation  do  not 
any  longer  quite  fit  with  the  statutory  distinctions  which 
one  can  find  out  of  the  bistop’  and  the  language,  and 
that  in  a way  it  is  perhaps  forcing  it  a little  if  one  simply 
stands  on  the  ^stinctions  which  you  make  in  your  answer 
to  Question  260.  Would  you  be  prepared  to  agree  dial 
the  way  in  which  co-operation  has  to  be  worked  out 
depends  not  simply  on  the  history  of  the  legal  origins  of 
powers,  but  also  on  the  more  positive  decisions  which 
Government  has  taken  on  all  these  matters  of  economic 

and  monetary  policy  since  the  war? Certainly  I would 

not  rely  overmuch  on  the  history  of  powers  in  this  at 
all.  I regard  this  largely  as  a practical  proposition,  and 
how  the  tiling  works  best  in  modem  and  present-day  con- 
ditions. I fidly  agree  with  you  that  in  present-day  con- 
ditions the  Chancellor  of  the  Exchequer  has  much  wider 
responsibilities  in  these  fields,  partly  because  the  Govern- 
ment as  a whole  does  so  much  more  in  these  fields ; that 
is  a fact  of  life.  It  is  certainly  now  quite  normal,  and 
quite  proper,  for  the  Chancellor  to  justify  a change  in 
tile  Bank  Rate,  even  though  that  is  part  of  the  Bank’s 
affairs,  because  as  I have  made  clear  in  earlier  evidence 
it  would  be  inconceivable,  and  would  not  make  sense  in 
present-day  conditions,  for  a Governor  to  recommend  to 
the  Court  a change  in  the  Bank  Rate  which  he  did  not 
know  ftat  the  Chancellor  would  approve,  and  it  would 
be  equally  inconceivable  for  the  Court  to  make  a change 
in  the  Bank  Rate  of  which  they  knew  the  Chancellor 
did  not  approve,  if  only  because  he  could  issue  directions 
for  that  act  to  be  reversed.  In  fact,  it  would  be  very 
foolish.  Therefore,  on  these  major  policy  questions,  even 
though  they  are  the  affairs  of  the  Bank,  on  the  point  of 
high  poUcy  they  require  the  approval  of  the  Government 
of  the  day,  which  approval  is  normally  expressed  by  the 
Chancellor  of  tiie  Exchequer.  That  appears  to  be  the 
position  which  ^sts,  and  that  appears  to  me  to  be  the 
proper  and  correct  position  as  far  as  I am  concerned. 
Tlut  does  not  detract  from  what  I regard  as  our  respon- 
sibility to  do  these  things,  provided  that  what  we  do  is 
approved  by  the  Chancellor  and  provided  that  they  do 
not  take  over  that  responsibility  from  us. 

12869.  Mr.  Jones:  In  paragraph  7 of  the  statement 
you  say : 

“ Arguments  can  doubtless  be  advanced  for  variation, 

in  either  direction,  in  the  degree  of  formal  independence 

of  the  central  bank  from  Government  and  in  allocation, 

either  by  statute  or  in  practice,  of  responsibilities  between 

Bank  and  Treasury.” 

Having  regard  to  the  fact  that  the  Bank  operates  on  the 
monetary  policy  front,  but  that  monetary  pohcy  is  not 
the  only  instrument  used  in  operating  the  economy,  does 
this  not  mean  the  Treasury,  as  being  responsible  for  the 
economy  under  the  Chancellor,  requires  to  lay  down  the 
lines  of  policy,  and  that  these  lines  of  policy  might  reach 
to  some  detail?  Wherefore,  then,  or  how,  is  the  inde- 
pendence or  the  detachment  of  the  Bank  to  be? 1 

think  that  it  should  he  in  running  its  affairs  within  the 
general  responsibility  of  Government  for  the  whole  of  the 
economic  picture.  I think  that  the  Government  should 
have,  as  Aey  have,  an  overriding  responsibility  to  co- 
ordinate the  various  sections  which  are  affecting  the 
economic  position  as  a whole. 

12870.  The  phrase  you  use  here  is  “ the  degree  of 
formal  independence  of  the  central  hank  from  Govern- 
ment ”.  Can  there  be  any  formal  independence  of  the 
central  bank  from  Government,  having  regard  to  the  fact 
that  monetary  policy  is  only  one  part  of  the  operation 
of  the  economy  for  which  the  Chancellor  is  responsible? 

1 think  that  there  is  a degree  of  formal  independence 

under  the  present  Act,  though  the  Bank  is  finally  subject 
to  directions.  I was  seeking  to  say  that  there  are  argu- 
ments for  moving  the  delimitation  of  this  in  one  direction 
or  another,  giving  more  or  less  power  to  the  central  bank  ; 
I was  not  seeking  to  suggest  that  at  the  moment  the 
Government  have  not  the  final  overriding  responsibility ; 
they  clearly  have. 

12871.  Can  you  talk  in  terms  of  formal  independence, 
or  could  you  refer  to  the  position  in  terms  of  detachment, 
having  regard  to  the  overwhelming  responsibility  in  the 
running  of  the  economy  of  the  country  of  the  Govern- 
ment itself? 1 have  said  earlier  that  in  the  field  of 

domestic  monetary  policy  each  has  its  immediate  responsi- 


bilities, while  the  Treasury  has  an  overriding  responsi- 
bility to  ensure  conformity  of  policy ; that,  I think,  is 
what  you  are  saying. 

12872.  Chairman : Is  there  any  distinction  in  your  mind 
between  the  Bank’s  re^onsibility  -for  managing  the  port- 
folio of  the  Issue  Department  and  its  responsibility  for 

managing  the  portfolio  of  the  Banking  Department? 

In  paragraph  16  of  this  statement  I say  that  the  Court  and 
the  Committee  of  Treasury  are  informed  from  time  to 
time  of  details  of  the  Issue  Department  portfolio  ; they 
are  entitled  to  query  its  composition  and  to  be  consulted  if 
a change  of  policy  is  envisaged.  In  fact  the  policy  has 
remained  the  same,  as  I have  already  said,  and  I have 
not  had  occasion  to  raise  that  with  the  Court,  though 
there  have  been  occasions  when  I have  informed  or  con- 
sulted the  Committee  of  Treasury  about  discussions  which 
I have  been  having  with  Her  Majesty’s  Government  about 
the  composition  of  the  Issue  Department  portfolio.  The 
distinction  between  the  Issue  Department  and  the  Banking 
Department  is  that  the  profit  and  loss  of  the  Issue  Depart- 
ment is  for  Government  account  and  the  profit  and  loss  of 
the  Banking  Department  is  for  Bank  of  England  account ; 
the  Bank  as  an  institution  and  the  Court  have  no  responsi- 
bility to  their  stockholders  for  and  no  commercial  interest 
in  tile  management  of  the  Issue  Department  portfolio 
because  they  cannot  make  a loss  or  a profit  out  of  it ; ttie 
profit  and  loss  is  for  account  of  Government. 

12873.  That  means  that  the  Committee  of  Treasury  and 
the  Governors  consider  the  management  of  that  portfolio, 

but  part-time  directors  otherwise  not? Not  normally, 

unless  it  came  to  a major  issue  of  policy  or  a possibility 
of  serious  disagreement  between  the  Governors  and  the 
Treasury.  But  the  Court  is  responsible  finally,  since  the 
Issue  Department  is  a part  of  the  Bank,  and  I should 
make  certain  brfore  I proposed  or  agreed  a major  change 
of  policy  that  the  Court  was  behind  me. 

32874.  Professor  Sayers : May  we  take  this  as  a correc- 
tion of  the  evidence  given  to  us  by  the  part-time  directors? 

— I believe  that  Sir  Charles  Hambro  made  it  clear  in 
his  evidence  to  you  that  it  is  the  job  of  the  Securities 
Committee,  of  which  he  is  Chairman,  to  look  at  the  Bank- 
ing Department’s  securities,  the  pension  fund  securities, 
and  the  securities  in  the  various  trust  funds  where  the 
Governors  are  concerned,  from  the  commercial  aspect 
and  to  advise  the  Court  whether  those  are  proper  invest- 
ments for  those  funds  to  hold  from  the  commercial  point 
of  view.  That  naturally  does  not  arise  with  the  Issue 
Department  portfolio. 

12875.  Does  that  mean  that  in  the  handling  of  the  port- 
folio of  the  Banking  Department  your  operations  are  on 
occasion  influenced  by  considerations  other  than  the  proper 

conduct  of  the  monetary  market? ^No,  it  does  not ; but 

at  the  same  time  we  like  to  have  a professional  committee 
looking  at  the  maturities  and  the  spreads.  They  look  at 
them  twice  a year  and  advise  us  whether  the  maturities  are 
properly  spread.  Of  course  the  main  decisions  on  open 
market  operations  and  so  on  are  taken  for  quite  different 
reasons. 

12876.  Professor  Cairncross:  It  seems  to  me  that  you 
have  put  two  rather  different  views  of  the  distinction 
between  the  various  responsibilities  of  the  Bank  and  the 
Treasury.  At  one  point  you  rest  the  distinction  on 
historical  and  constitutional  factors,  and  on  your  statu- 
tory responsibilities  as  distinct  from  the  responsibilities 
which  do  not  rest  on  you  by  statute.  At  other  times  you 
have  spoken  to  us  in  terms  of  the  operations  on  which  you 
are  engaged  from  day  to  day,  and  have  seemed  to  make 
the  distinction  rest  much  more  on  where  you  are  actively 
in  the  market,  even  in  the  case  of  foreign  exchange  trans- 
actions, which  at  one  point  you  thought  should  be  re- 
garded in  much  the  same  way  as  the  “ affairs  of  the 
Bank  ”,  although  you  have  no  statutory  responsibility.  It 
makes  a considerable  difference  to  us  which  is  the  basis 
of  the  distinctions  you  are  drawing,  because  if  it  is  a 
statutory  responsibility  it  carries  with  it  an  apparent 
implication  of  a division  in  policy  between  the  matters 
where  your  views  should  he  listened  to  with  particular 
respect  and  those  where  the  Treasury’s  views  sho^d  some- 
how be  formulated  and  given  precedence? ^I  was  try- 

ing in  this  paper  to  clarity  what  I regard  as  the  statutory 
position.  I agree  with  you  from  the  operational  point 
of  view ; I think  that  the  Treasury  are  just  as  likely  to 
listen  to  our  advice  and  opinions  about  exchange  opera- 
tions as  they  are  about  operations  in  the  domestic  money 
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market  and  the  management  of  Issue  Department 
securities.  All  I was  seeking  to  point  out  was  that  I think 
the  statutory  requirement  for  them  to  do  so  is  of  a ^ghtly 
^erent  nature.  I think  that  there  is  nothing  secret  or 
improper  if  I say  that  we  carry  out  the  operations  in 
boA  fields,  keeping  the  Treasury  advised,  and  if  any 
serious  point  of  policy  looks  like  emerging  we  discuss  it 
with  the  Treasury,  if  possible  before  it  emerges,  but  cer- 
tainly when  it  emerges. 

12877.  In  practice  there  is  no  distinction? In  the 

practical  handling  of  operations  I could  not  claim  that 
there  is  a distinction. 

12878.  Professor  Sayers'.  And  in  your  feeling  of 

responsibility? It  is  a different  order  of  responsibility. 

I feel  the  same  responsibility  to  the  Treasury  for  any 
advice  that  I give  to  the  Treasury  ; but  I tbinV  that  institu- 
tionally the  Bank  has  a somewhat  different  responsibility 
because  the  statute  lays  formal  responsibility  on  it  in 
certain  fields  and  lays  it  on  somebody  else  in  other  fields. 
That  is  an  institutional  difference ; I think  that  my  per- 
sonal feeling  of  responsibility  for  advice  that  I give  to 
the  Chancellor  of  the  Exchequer  is  the  same  in  either 

12879.  Chairman : You  say  in  paragraph  4 : 

"For  any  country  operating  to  a great  extent  with 
private  enterprise  and  markets,  and  working  with  other 
countries  similarly  placed,  I should  regard  direct 
Treasury  control  over  central  hank  operations  as  a 
major  weakness.” 

That  is  partly,  I think,  a technical  criticism  of  that  situa- 
tion. Would  you  care  to  enlarge  upon  why  you  say  that? 

Partly  for  the  reasons  that  I go  on  with  in  the  next 

paragraph:  I think  that  it  is  necessary  for  the  body  of 
persons  who  are  dealing  with  these  operational  problems 
in  a free  enterprise  society  to  be  in  extremely  dose  day- 
to-day  contact  with  markets,  right  up  to  the  highest  level, 
and  for  the  people  who  have  the  final  responsibility  on 
that  side  of  the  house  (tie  Deputy  Governor  and  myself 
in  this  instance)  to  be  primarily  .concerned  with  the 
market  side  of  the  business,  with  business  contacts  and 
business  opinion  in  our  own  country,  and  to  be  in  touch 
as  far  as  possible  with  the  people  who  are  carrying  out 
the  same  responsibilities  in  the  Commonweal^  and  other 
overseas  countries,  who  are  in  turn  in  touch  with  their  own 
markets.  It  seems  to  me  essential  that  the  body  which  is 
carrying  out  those  responsibilities  and  operations  should 
approach  its  duties  and  responsibilities  from  that  angle 
and  not  from  the  more  parliamentary  and  administrative 
angle  of  a Government  department 

12880.  That  is,  as  you  say,  what  you  say  in  the  para- 
graph that  follows.  You  have  said  in  paragraph  3 : 

“ The  Bank  must  be  in  and  of  the  market,  must  enjoy 
the  confidence  of  Government  on  the  one  hand  and  of 
the  market  on  the  other,  and  must  be  in  a position  to 
interpret  market  opinions  to  Government  and  Govern- 
ment opinions  to  the  market.” 

How  much  stress  do  you  lay  on  that  point? A great 

deal.  It  is  very  important  for  whoever  is  handling  these 
operations,  which  in  the  present  position  is  the  central 
bank,  to  be  on  terms  with  the  major  institutions  in  4e 
market,  the  banks  and  a great  number  of  financial  and 
commercial  institutions,  where  they  will  come  and  gossip 
with  the  centtal  bank  and  meet  central  bank  officials  and 
chief  executives  all  down  the  line  on  equal  terms  as  one 
of  themselves.  It  is  immeasurably  more  difficult  to  con- 
ceive that  as  happening  with  a Government  department, 
however  competent,  lii  fact  the  practice  is  that  the  central 
bank  as  constituted,  with  its  background  of  experience 
and  with  the  type  of  work  it  is  doing,  is,  as  I have  here 
put  it,  in  and  of  the  market.  We  are  taking  all  day 
at  many  levels  with  the  clearing  banks,  the  overseas  banks, 
the  foreign  exchange  market,  the  Stock  Exchange,  and  a 
great  many  other  people  in  the  City  and  in  the  business 
community  on  equal  terms,  as  one  bank  to  another  bank. 
I believe  ffiat  that  is  of  immense  assistance  to  us  in  doing 
our  job  properly,  and  that  if  that  quality  and  possibihty 
were  prejudiced  we  should  lose  enormously  merely  from 
the  point  of  view  of  efficiency  and  doing  ffie  job  properly. 
I attach  very  great  importance  to  that  point. 

12881.  In  the  second  part  of  your  statement  you  deal 
with  your  views  on  the  position  of  part-time  directors. 
How  much  can  a part-time  director  who  is  not  a member 


of  the  Committee  of  Treasury  take  part  in  any  of  the 
decisions  which  are  relevant  to  the  work  of  central  bank- 
ing, excluding  the  administration  of  the  bank  as  an  institu- 
tion?  ^He  is  responsible  for  the  formal  decisions  at  the 

Court,  such  as  Bank  Rate  decisions,  and  he  is  kept 
currently  informed  at  Court,  but  I would  attach  far  more 
importance  to  the  process  of  continuous  consultation  and 
the  seeking  of  his  views  more  privately.  I or  the  Deputy 
Governor  probably  see  him  twice  a week,  and  this  helps  to 
keep  abreast  of  his  views  about  the  general  development 
of  the  things  in  the  field  about  which  he  happens  to  know 
a lot. 

12882.  So  it  would  not  be  unfair  to  say  that  what  he 
contributes  depends  upon  the  use  that  you  or  the  Deputy 

Governor  like  to  make  of  him? Certainly.  I assume 

that  it  would  be  open  to  us  never  to  speak  to  him  except 
at  meetings  of  the  Court ; but  it  does  not  work  like  that. 

12883.  And  the  use  that  you  make  of  him  is  primarily 
directed  to  drawing  upon  Iris  current  knowledge  of  some 
aspect  of  information  which  you  think  is  relevant  to  the 

decisions  of  the  central  bank? Certainly. 

12884.  Mr.  Jones : Could  you  draw  on  these  person- 
alities in  some  other  way? We  could  to  some  extent ; 

but  I think  that  with  a corporate  body  one  gets  a sense 
of  continuity ; we  are  all  colleagues.  I find  it  very  much 
easier  to  get  a continuous  use  of  people’s  experience  like 
that.  There  are  obviously  a great  number  of  other  people 
on  whom  I rely  for  advice,  in  the  City  and  elsewhere,  and 
they  come  in  and  see  me.  In  those  cases  one  is  usually 
looking  for  something  specific  or  what  a particular  section 
of  the  City  feel  about  a particular  matter,  and  one  does 
not  get  the  same  advantages  of  continuity  and  sharing 
of  responsibility  as  one  does  from  colleagues  whom  one 
sees  regularly  and  as  a matter  of  course. 

12885.  Would  you  say  that  there  is  continuity  and 
nothing  much  else? ^I  would  regard  it  as  sharing  respon- 

sibility. I have  in  the  course  of  my  life  to  take  a number 
of  decisions  on  a number  of  difficult  problems,  and  it  is 
a great  comfort  to  me  to  feel  that  die  responsibility  is 
shared  with  others. 

12886.  You  regard  it  more  as  an  anchorage? 1 regard 

it  first  as  a help  and  second  as  an  anchorage. 

12887.  Professor  Cairncross:  Suppose  that  the 

Governors  were  themselves  to  decide  upon  changes  of 
Bank  Rate  without  bringing  the  matter  before  the  Court 
or  the  Committee  of  Treasury ; would  the  situation  be 

essentially  different? It  would  remove  a good  deal  of 

what  Mr.  Jones  calls  my  anchorage. 

12888.  You  would  still  be  able  to  consult  individual 
directors  freely? ^It  would  remove  the  anchorage  with- 

out doing  much  else. 

12889.  Professor  Sayers : Do  you  feel  greatly  in  need 

of  that  anchorage? 1 like  all  anchorages. 

12890.  Chairman : You  say  in  paragraph  18  : 

“The  Bank  owes  much  of  its  standing,  and  of  the 
confidence  it  enjoys  at  home  and  abroad,  to  the  know- 
ledge that  the  actions  taken  by  the  Governors  have 
the  support  of  the  wide  experience  and  integrity  repre- 
sented by  the  Court  of  Directors.” 

It  does  not  seem  to  me,  in  view  of  what  you  have  just 
been  saying,  that  in  fact  the  actions  which  the  Governors 
take  are  supported  by  the  Court  of  Directors,  except  in 
a sense  that  ffiey  join  in  the  formal  decisions  of  the  Bank? 

If  they  did  not  support  them  they  would  not  join  in 

the  formal  decisions. 

12891.  But  they  are  not  really  put  in  the  picture  in  a 

sense  that  they  could  be  participants  of  the  decision? 

The  Committee  of  Treasury,  as  the  Court’s  chosen  repre- 
sentatives, are  very  much  in  the  picture. 

12892.  You  lay  it  on  the  Committee  of  Treasury? 

I lay  the  formal  decision  largely  on  the  Committee 
of  Treasury.  It  is  conceivable  that  the  Court  would  re- 
verse a decision  of  the  Committee  of  Treasury,  but  that 
has  never  been  the  practice,  and  I cannot  easily  see  it 
happening. 

12893.  It  is  neither  the  atmosphere  nor  the  practice? 

It  is  neither  the  atmosphere  nor  the  practice. 

12894.  Could  I re-translate  what  you  say  in  paragraph 
18,  so  as  to  say  that  the  Bank  owes  the  confidence  it  enjoys 
to  the  knowl^ge  that  there  are  some  part-time  directors 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


900 


COMMITTEE  ON  THE  WORKING  OF  THE  MONETARY  SYSTEM 


15  January  1959.]  The  Rt.  Hon.  C.  F.  Cobbold,  Mr.  H.  C.  B.  Mynors  [Continued. 

’ and  Mr.  A,  W.  C.  Dascombe 


who  are  members  of  the  Committee  of  Treasury? ^No  ; 

I am  sorry,  I would  not  accept  that.  It  is  all  part  of 
Mr.  Jones's  anchorage.  It  certainly  is  known  or  assumed 
that  any  change  in  the  Bank  Rate  or  any  action  taken 
by  the  Governors  does  have  the  approval  of  the  Court, 
even  though  as  a matter  of  working  the  Court  may  dele- 
gate their  consulting  processes  to  the  Committee  of 
Treasury.  While  it  would  be  very  extraordinary  for  the 
Court  to  reverse  a recommendation  of  CommittM  of 
Treasury  on  an  important  matter,  it  is  perfectly  conceivable 
that  the  Court  might  say  that  they  did  not  like  it  and 
were  going  to  have  a different  Committee  of  Treasury. 
The  opinion  of  members  of  the  Court  as  a whole  is  a 
very  relevant  matter,  which  any  Governor  will  disregard 
at  his  peril 

12895.  Professor  Cairncross:  The  person  who  in  the  last 
resort  has  to  defend  the  decision  of  the  Court  is  the  Chan- 
cellor ; he  takes  the  responsibility? ^If  you  will  forgive 

me,  I think  that  it  is  his  own  decision  of  approval  that 
the  Chancellor  has  to  defend.  The  decision  is  the  Court’s 
decision. 

12896.  But  at  the  same  time  the  Chancellor  has  to 
review  the  decision  that  the  Court  favours  alongside  a 
great  many  other  matters  in  which  it  has  to  fit,  and  he 
is  not  taking  a single  decision  about  each  of  these  matters  ; 
be  has  to  decide  them  all  simultaneously,  so  that  it  is  in 
effect  impossible  for  him  to  accept  one  view  on  Bank  Rate 
and  anoflier  on  monetary  policy.  He  has  then  to  defend 
to  the  House  of  Commons  the  whole  complex  decision. 
It  would  be  impossible  for  him  to  shoulder  that  respon- 
sibility readily  without  going  the  whole  hog  on  the  Bank 


Rate  and  taking  responsibility  for  it.  Is  it  not  rather  an 

uneasy  division? 1 think  you  must  ask  the  Chancellor 

that. 

12897.  I wondCTed  if  you  had  views? My  view  is 

that  this  works  all  right  as  it  is. 

12898.  Mr.  Jones:  Would  not  decisions  taken  by  the 
Committee  of  Treasury  on  Bank  Rate  be  more  or  less 
formal  decisions?  Have  there  been  occasions  at  any  time 
in  toe  history  of  toe  Bank  when  recommendations  have 
been  made  to  toe  Committee  of  Treasury  that  have  not 

been  approved? ^Not  in  recent  times  when  it  came  to 

the  stage  of  a formal  recommendation  ; but  there  is  norm- 
ally a great  deal  of  to-ing  and  fro-ing  with  the  Com- 
mittee of  Treasury  before  it  comes  to  toe  stage  of  a 
formal  recommendation. 

12899.  Would  that  result  in  some  delay? ^It  might 

do,  or  we  might  have  three  meetings  in  a day,  or  sit  for 
five  hours.  That  is  toe  ordinary  process  of  committee 
consultation.  But  toe  Committee  of  Treasury  do  consider 
toe  points  arising  and  issues  very  thoroughly. 

12900.  But  there  is  no  history  to  prove  that  they  have 

amended  any  recommendation? Not  when  it  comes 

to  toe  stage  of  formal  recommendation ; but  ideas  and 
suggestions  are  frequently  considered  in  the  normal 
machineiy  of  consultation  of  any  body. 

Chairman:  Unless,  as  a result  of  these  questions,  you 
would  like  to  add  anything,  Mr.  Governor,  I think  that 

exhausts  what  we  wanted  to  ask  you? No,  my  Lord 

Chairman,  I have  nothing  to  add. 


{Adjourned  until  Thursday,  22nd  January.  1959,  at  10.45  «.m.) 
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Present: 

The  Rt.  Hon.  Hie  Lord  Radcuffe,  G.B.E.,  Chairman 


Professor  A.  K.  Cairncross,  C.M.G. 

The  Rt.  Hon.  Sir  Oliver  Franks,  G.C.M.G.,  K.C.B., 


Professor  R.  S.  Sayers,  F.B.A. 
Sir  Reginald  Verdon  Smeth 


C.B.E. 

W.  E.  Jones,  Esq.,  O.B.E.  (Questions  12982  to  13044 
only.) 


Mr.  R.  T.  Armstrong,  Secretary 
Mjr.  G.  Penrice,  Statistical  Adviser 


The  following  note  was  sent  to  the  witnesses  examined  at  this  sitting*: 


The  Committee  is  anxious  to  leam  more  about  the  reactions 
of  customers  of  the  banks,  particularly  of  medium  and  small 
mdustrial  and  commercial  concerns,  to  the  credit  squeeze  and 
the  movements  of  Bank  Rate  between  1955  and  1958;  the 
following  questions  give  an  indication  of  the  points  on  which 
the  Committee  would  like  to  draw  upon  the  experience  of 
those  managers  who  come  to  give  evidence: 

1.  Did  the  restrictions  on  bank  advances  of  July  1955 
and  July  1956  prevent  any  customers  from  proceeding 
with  investment  or  stock-building  plans  for  which  they 
wished  to  borrow? 

2.  Is  it  thought  that  customers  who  were  refused  the  full 
over^aft  facilities  for  which  they  asked  were  generally 
able  to,  and  did  in  fact,  satisfy  their  borrowing  require- 
ments from  other  sources?  If  so,  was  any  impression 
gained  of  what  were  the  other  sources  upon  which  they 
drew? 

3.  Was  the  demand  for  overdraft  facilities  in  1955  and 
1956  affected  by  Ae  increase  in  lending  rates  consequent 
upon  the  increases  in  Bank  Rate  in  those  years? 

4.  Did  the  reduction  of  Bank  Rate  from  5^  to  5 per  cent, 
in  February  1957  cause  customers  to  take  a more 
optimistic  view  of  business  prospects  and  to  seek 
extended  borrowing  facilities? 

5.  On  19th  September  1957  the  Bank  Rate  was  raised  to 
7 per  cent.,  and  the  banks  were  asked  to  keep  their 
total  advances  during  the  following  twelve  months  at 
a level  no  hi^er  than  that  of  the  preceding  twelve 
months.  The  Committee  has  heard  evidence  which 
suggests  that  the  decline  in  advances  which  followed 
was  largely  spontaneous,  in  that  customers  were  them- 
selves taking  steps  to  reduce  or  pay  off  overdrafts 
rather  than  being  requested  by  their  banks  to  do  so. 
Is  this  evidence  confirmed  by  the  experiraice  of  the 
bank  managers? 


6.  If  the  decline  in  advances  after  September  1957  was 
largely  spontaneous,  the  causes  for  lie  decisions  by  the 
customers  concerned  might  have  been: 

(а)  the  high  cost  of  borrowing, 

(б)  fears  of  a downturn  in  business  and  reductions  of 
profits,  leading  to  deferment  of  investment  decisions 
and  a pause  in  accumulation  of  stocks, 

(c)  the  decline  in  commodity  prices,  reducing  the  cost 
of  carrying  stocks  of  materiak,  or 

(d)  decisions  to  defer  fixed  investment  projects  taken 
in  1955  or  1956  as  the  result  of  the  governmental 
measures  taken  in  those  years. 

Were  bank  managers  able  to  assess  the  relative  import- 
ance of  these  factors  to  their  customers  at  the  time 
(bearing  in  mind  that  the  same  factors  might  not  be  de- 
cisive for  all  kinds  of  borrowCTs)? 

7.  Did  it  appear  that  medium  and  small  businesses  were  at 
a disadvantage  compared  with  larger  concerns  as 
regards  the  restrictions  of  bank  advances,  as  regards 
increases  in  rates  of  interest,  or  in  the  ability  to  find  and 
make  use  of  other  sources  of  finance  when  refused 
bank  cr^t? 

8.  Did  customers  generally  regard  dearer  money  as  a 
purely  temporary  phenomenon,  and  therefore  as  some- 
thing t^t  could  be  disregarded  in  their  planning? 

9.  Was  there  a noticeable  tendency  for  customers  to 
transfer  funds  from  current  to  deposit  account  upon  a 
rise  in  the  bankers’  deposit  rate,  or  vice  versa  upon  a 
fall  in  the  rate? 

10.  Was  there  a noticeable  tendency  for  customers  with 
funds  on  deposit  account  to  move  those  funds  into 
othM'  forms  of  short-tenn  investment  (e.g.  Treasury 
Bills)  when  Bank  Rate  was  raised,  or  vice  versa  when 
it  was  reduced? 


The  following  witnesses  called  and  examined: 


L.  G.  Millhouse,  Esq.,  Manager,  lioyds  Bank  Ltd.,  I^ic^tCT, 

G.  E.  Speed,  Esq.,  Manager,  Wilhams  Deacon’s  Bank  Ltd.,  Newcastle-upon-Tyne, 

H.  R.  SuTTLB,  Esq.,  Manager,  Martins  Bank  Ltd.,  Bradford. 


12901.  Chairman:  We  are  very  glad  to  see  you  today, 
gentlemen,  and  to  have  the  opportunity  of  drawing  on  your 
experience  on  these  questions  that  we  have  sent  you.  I think 
that  iit  would  ibe  oonveoient  to  take  the  list  of  quwtkms,  be- 
cause they  were  carefully  prepared  from  the  point  of  view 
of  what  we  want  to  know  and  what  we  thought  that  you 
would  be  able  to  help  us  on,  and  work  through  them, 
inviting  each  of  you  to  contribute  his  own  personal  ex- 
perience. The  first  three  questions  relate  to  the  period 
1955-56 ; that  involves  looking  back  a bit  over  earlier 
years.  Could  you  now,  each  in  turn,  give  us  answer 

you  can  on  question  No.  1 ? Mr.  Speed : I think  that  the 

restrictions  on  bank  advances  of  July  1955  and  July  1956 
did  prevent  some  customers  from  going  ahead  with  ex- 
penditure which  they  had  planned,  but  one  has  to  bear  in 
mind  that,  while  the  official  request  of  1955  was  quantita- 
tive in  terms,  the  qualitative  restriction  of  earlio:  years 
was  still  in  force,  so  that  if  customers  were  in  an  industry 
• Note.  The  witnesses  examined  at  this  sitting  were  selected  b 
Committee’s  request  to  be  allowed  to  draw  directly  upon  the  experi 
upon  the  reactions  of  the  customers  of  the  banks. 


or  trade  that  the  Government  wished  to  be  supported 
they  would  stand  a good  chance  of  getting  their  require- 
ments. Another  point  is  that  ffiey  were  probably  not  so 
much  prevented  as  discouraged  by  the  publiciQi  of  the 
cre^t  restrictions.  As  far  as  stock  building  went,  it  would 
depend  whether  the  stock  building  was  regarded  by  us  as 
seasonal  or  purely  speculative  stock  building.  If  it  was 
seasonal,  they  would  probably  have  had  no  difficulty  ; but 
if  it  was  speculative  they  would. 

12902.  If  they  were  in  the  favoured  classes  within  the 
qualitative  directives,  your  recollection  is  that  you  did  not 

find  yourself  turning  people  away? ^Not  if  they  came 

wiffiin  a favoured  category. 

12903.  But  among  the  people  who  did  not  come  in 
those  categories  you  did  find  that  there  were  some 
customers  who  wanted  accommodation,  but  you  could  not 

supply  the  full  amount,  or  any  at  all? We  could,  not. 

' the  Committee  of  London  Clearing  Bankers  in  response  to  the 
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12904.  What  do  you  think  happened? ^They  could 

already  have  made  the  necessary  arrangements  for  the 
finance  before  the  publicity  of  ±e  July  restrictions  ; or, 
if  they  were  working  on  an  agreed  overdraft  limit,  it  might 
well  have  been  that  the  reduction  that  was  made  of  that 
limit  still  left  them  stifBcient  margin  for  their  requirements. 

12905.  Did  you  get  the  impression  that  they  could  look 
elsewhere  if  you  could  not  meet  them?  Had  they  other 

means  of  finance  open  to  them? At  that  time,  yes.  It 

rather  depended  on  the  size  of  the  requirement.  You 
mention  particularly  medium  and  small  industrial  and 
commercial  concerns  ; I would  like  some  indication  of 
what  you  mean  by  “ medium  and  small  ”. 

12906.  What  would  strike  you  as  being  reasonable? 

1 would  say  a medium  sized  business  was  one  with  an 

annual  turnover  of,  say,  £500,000  to  £lmn.;  below 
£500,000  I would  say  it  was  small. 

12907.  That  is  the  sort  of  size  we  bad  in  mind. As 

far  as  my  experience  is  concerned,  in  the  norlh-east,  if 
they  had  made  up  their  minds  to  go  ahead  even  if  refused 
by  us,  they  did  in  fact  find  the  money. 

12908.  Can  you  indicate  the  kind  of  alternative  sources 

to  which  they  went  for  that  purpose? It  rather  depends 

whether  they  were  in  commwce  or  industry.  Industrial 
concerns  could  still  go  to  the  hire  purchase  companies 
instead  of  to  us  to  finance  the  purchase  of  plant, 
machinery,  vehicles,  etc.  At  that  time  the  insurance  com- 
panies were  still  in  the  market  for  finance,  for  larger 
amounts,  down  to  about  £5,000.  I do  not  think  tiiat  the 
insurance  companies  had  any  official  directive  for  some 
time  after  us,  and  at  that  time  they  were  lending  quite 
considerably  either  directly  on  mortgage  or,  if  it  was  a 
large  amount,  buying  whole  properties  and  leasing  _ back. 
A certain  number  of  building  societies  were  still  in  the 
market  for  commercial  lending.  Merchant  bankers  were 
still  providing  funds  to  quite  a large  extent,  I found. 
12909.  Professor  Sayers'.  Did  you  see  instances  of  all 

these  kinds  in  the  range  of  your  customers? ^I  saw  some 

of  them  and  was  advised  of  the  others.  I certainly  saw 
the  building  societies,  the  insurance  companies  and  finance 
houses. 

12910.  Sir  Oliver  Franks : This  is  a thread  that  will  run 
through  all  the  questions : the  point  that  Professor  Sayers 
put  is  that  what  we  are  looking  for  from  you  is  direct 
information  of  what  you  yourselves  either  experienced 
or  knew  on  advice  ; actual  fact  as  opposed  to  the  generali- 
sations which  one  might  get  from  a textbook  or  whatever 

other  source. ^Those  I have  mentioned  were  either  from 

actual  experience  or  advice  from  the  customers  concerned. 
There  was  quite  a large  amount,  although  possibly  more 
later  on  when  other  sources  were  tight,  from  private 
fanciers  locally. 

12911.  Chairman:  Local  people  who  were  willing  to 
lend  money? ^Yes. 

12912.  What  sort  of  scale  of  financing  are  you  speaking 

of  there? Probably  up  to  £20,000. 

12913.  What  was  your  experience,  Mr.  Suttle? Mr. 

Suttle:  My  experience  in  the  Bradford  area  is  coloured 
by  ffie  principal  trade  whicffi  is  the  wool  trade.  _ In 
Bradford  my  commercial  customers  are  dealing  mainly 
at  the  primary  end  and  require  little  or  no  capital  invest- 
ment. So  far  as  my  experience  is  concerned,  therefore, 
I have  not  much  evidence  of  capital  investment  being 
affected.  H it  came  within  the  permitted  object,  then  I 
was  able  to  give  it  consideration ; if  it  did  not,  it  probably 
did  not  apply  in  my  case.  Regarding  the  stock  building 
plans,  I must  ako  separate  speculative  stockholding  from 
normal  seasonal  stockholding,  which  is  such  a feature 
of  the  wool  trade.  The  seasonal  stockholding  was  not  in 
my  experience  affected  at  all. 

12914.  What  exactly  do  you  mean  by  speculative  stock- 
holding: an  attempt  permanently  to  increase  the  line  of 

stock  the  man  intends  carrying? No ; the  attempt  of 

a particular  merchant  who  feels  that  prices  arq  going  to 
move  upwards  to  have  a greater  stodc  than  his  normal 
sales  turnover  would  justify.  The  branch  manager  would 
be  able  to  form  an  opinion  as  to  whether  the  stock 
acquisition  was  greater  than  his  normal  usage. 

12915.  Professor  Cairncross:  In  deciding  whether  to 
refuse  accommodation  for  stock  building  in  1955-56,  did 
you  in  fact  take  a more  severe  line  than  you  had  done 
previoudy? Not  if  it  was  in  the  normal  course  of  the 


intending  borrower’s  business.  At  that  time,  you  will 
realise,  the  emphasis  was  still  that  ithere  should  be  nothing 
done  to  endanger  production. 

12916.  Were  there  some  requests  for  advances  which 
you  refused  in  1955-56  but  which  you  would  not  have 

refused  in  1954-55? Only  in  so  far  as  they  would 

relate  to  speculative  stock  piling  or  capital  investment  out- 
side the  permitted  objects. 

12917.  Professor  Sayers:  At  the  beginning  of  your 
first  answer  you  said  that  you  had  not  much  evidence 
of  capital  investment  being  held  up.  Did  you  have  any 

specific  cases  where  it  was  held  up? ^Tbere  may  have 

been  one  or  two  cases,  but  they  were  only  small  and 
not  significant;  as  I endeavoured  to  emphasise,  so  far 
as  my  branch  business  is  concerned  capital  investment  is 
not  a material  factor.  Most  of  the  customers  work  on 
stock  and  debtor  positions. 

12918.  Chairman:  You  do  recollect  in  that  period 
disappointed  customers  from  the  point  of  view  of  wanting 
money  from  the  bank  with  regard  to  stock  increases? 

^Not  if  they  were  within  the  normal  seasonal  ttade. 

12919.  But  there  were  some  who  were  not? ^There 

may  have  been  one  or  two,  but  they  were  not  many 
or  significant. 

12920.  If  they  were  disappointed  in  not  getting  anything 

from  you  did  they  gest  it  elsewhere? They  were  able 

to  get  it  ekewhere  if  there  were  such  cases.  We  under- 
stand the  seasonal  nature  of  the  trade,  and  such  borrowing 
as  occurs  is  for  a limited  period  in  line  with  the  seasonal 
market. 

12921.  Professor  Cairncross:  Was  there  a change  of 

policy  in  respect  of  speculative  stockholding  in  1955? 

No.  In  the  normal  way  the  bank  would  inquire  very 
closely  into  a request  for  borrowing  for  speculative 
purposes. 

12922.  Would  that  not  mean  that  people  who  were 
disappointed  in  1955  would  have  been  disappointed  if 
they  had  made  an  application  a year  or  two  previously? 
Quite  probably. 

12923.  Sir  Oliver  Franks:  The  point  of  the  question 
is  whether  your  practice  as  a lending  manager  was  the 
same  in  1955-56  as  it  had  been  in  1954-55,  so  that  the 
Government  policies  in  the  second  period  did  not  make 
a practical  difference  to  the  decisions  you  actually  took? 

^Excluding  tiie  particular  types  of  lending  that  were 

precluded  by  the  credit  restrictions,  anything  for  trade 
and  export  (and  export  incidentally  plays  a very  large 
part  in  the  area  from  which  I come)  they  all  received  the 
same  consideration. 

12924.  Professor  Cairncross:  Was  there  any  type  of 
customer  who  was  denied  credit  from  the  middle  of 
1955  onwards  to  whom  you  had  previously  been  in  the 

habit  of  giving  credit? It  is  difficult  to  generalise, 

except  for  those  who  were  seeking  to  borrow  for  purposes 
which  had  been  definitely  excluded  under  the  emphasised 
credit  restrictions  of  1955:  the  holding  of  speculative 
stocks  and  the  speculative  holding  of  property,  for  instance. 
12925.  Chairman : Were  not  those  standing  instructions 

on  which  you  were  already  working? ^Yes ; so  there 

was  really,  generally  speaking,  little  difference. 

12926.  Professor  Cairncross : Quantitatively  it  could  not 

have  amounted  to  very  much? No. 

12927.  Chairman : What  was  your  experience,  Mr.  Mill- 

house? Mr.  Millhouse : As  far  as  my  area  is  concerned 

ffiere  were  definitely  restrictions  on  the  provision  of  funds 
for  capital  purposes.  As  far  as  the  provision  of  oyerdrafr 
facilities  for  stock  were  concerned  tiiey  were  provided  in 
the  ordinary  course  of  business,  Leicester  being  almost 
wholly  a manufacturing  area,  as  distinct  from  a stock  or 
warehouse  area,  where  people  do  not  carry  stocks  but 
make  against  firm  orders  as  a general  rule ; there  is  litfle 
in  tile  way  of  speculative  manufacturing  and,  therefore, 
little  in  ffie  way  of  speculative  stockholding.  So  the 
ordinary  overdraft  facilities  which  might  have  been  taken 
for  stock  building  were  self-liquidating  in  that  the  stock 
went  out  in  the  ordinary  way.  If  finance  was  specifically 
requested  for  new  machinery  it  was  usually  turned  down 
as  being  capital  investment ; but  it  is  extraordinarily  diffi- 
cult particularly  when  one  realises  that  the  industrialist  is 
usuaUy  very  well  informed.  If  he  knows  that  he  is  coming 
along  to  request  facilities  for  capital  {surposes  which  are 
specifically  forbidden,  he  can  very  readily  turn  bis  request 
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another  way  round  and  do  it  within  the  framework  of 
his  fluctuating  business.  There  were  one  or  two  cases,  not 
much  at  all,  where  the  hire  purchase  houses  provided  die 
finance  for  machinery.  That  applied  in  the  sphere  of 
nylon  hose  knitting  machines  which  are  very  expensive: 
£20,000  or  £25,000  each.  It  is  very  difficult  for  a man  to 
disguise  that  amormt  in  die  ordinary  run.  If  a nylon  hose 
manufacturer  wanted  new  machinery  it  was  usually  for  a 
fairly  large  amount,  and  at  that  time  there  were  hire 
purchase  companies  who  were  ready  to  provide  it  Indeed, 
a good  deal  of  that  was  done. 

12928.  How  far  did  the  restrictions  of  July  1955  and 

1956  set  up  any  new  relationship  between  yourself  and  your 
customers?  Were  you  not  already  working  a system  of 

qualitative  restrictions? ^Yes.  The  new  restrictions 

worked  in  this  way : in  the  ordinary  way  we  should  have 
been  prepared  to  finance  the  purchase  of  new  machinery 
in  the  ordinary  course  of  a customer’s  business,  but  with 
the  restrictions  imposed  in  1955-56,  if  the  request  was  put 
to  us  specifically  for  that  purpose,  we  were  bound  to  say 

12929.  Professor  Sayers : Do  you  ramember  any  case  in 
which  as  a result  of  your  saying  no  to  such  a request  the 

customer  did  not  proceed  with  getting  his  machinery? 

Not  at  that  time. 

12930.  Professor  Cairncross-.  None  of  you  has  told  us 
whether  your  advances  did  in  fact  fall  &om  the  middle 
of  1955  onwards.  Would  it  be  true  to  say  that  advances 

were  fairly  constant  after  that  date? Mr.  Millhouse : 

In  my  particular  case  advances  are  never  constant ; there 
is  a tremendous  seasonal  swing  and  even  the  comparison  of 
the  peak  high  and  peak  low  would  not  give  a true  indica- 
tion of  any  effect  of  downward  pressure.  What  would 
have  a more  considerable  effect  on  the  peak  figures  would 
be  the  speed  with  which  the  businesses  were  being  con- 
ducted at  that  time,  in  other  words  the  rapidity  with  which 
the  money  was  provided  and  came  back  again,  and  the 
extent  of  (trade  dn  ithe  area. — Mr.  Suttle : The  Chaecdlor 
had  made  a request  for  “ a positive  and  significant  reduc- 
tion ” in  the  overall  lending  of  the  banks,  so  that  the  effect 
of  that  was  felt  at  the  branches  and  we  had  to  endeavour 
to  reduce  limits. 

12931.  I was  asking  whether  in  your  branches  you  did 

find  that  your  advances  in  fact  fell? Mr.  Suttle : Yes  ; 

they  fluctuate  seasonally,  but  in  certain  categories  they 
definitely  fell. — Mr.  Speed-.  The  first  and  the  greatest  im- 
pact of  the  quantitative  directive  was  on  the  persond  and 
professional  classes,  at  least  as  far  as  the  branches  were 
concerned.  The  question  of  making  this  quantitative  re- 
duction was,  in  my  case  at  any  rate,  a matter  for  Head 
Office ; hence  if  flie  requests  came  within  the  favoured 
classifications,  they  did  at  that  time  have  a reasonable 
chance,  provided  they  were  creditworthy  and  would  have 
been  agreed  to  previously.  The  level  of  advances  at 
my  branch  was  indeed  down,  but  a lot  of  that  was  due 
to  the  personal  and  professional  classes  which  suffered 
quite  a severe  cut  at  that  time. 

12932.  Chairman:  What  would  be  your  answers  to 

Question  No.  3? Mr.  Suttle : My  answer  would  be  no. 

— Mr.  Millhouse : Mine  would  be  no. — Mr.  Speed : Defi- 
nitely, no  ; it  did  not  make  the  slightest  diffeireace. 

12933.  I think  we  can  leave  it  at  that ; those  answers 

are  very  positivel  What  about  Question  4,  Mr.  Speed? 

Indeed,  yes.  The  reduction  of  Bank  Rate  in  February 

1957  had  a psychological  effect.  In  my  experience  some 
customers  got  tiie  impression  that  it  was  a green  light 
in  spite  of  official  warnings  to  the  contrary.  I think  that 
the  Press  publicity  in  the  manner  of  its  wordmg  gave  them 
that  impression. 

12934.  How  did  it  reflect  itself  in  your  dealings  with 
them?  Did  they  come  in  using  that  as  a handle  for  saying 

that  they  wanted  some  more  money? ^Yes.  There 

were  quite  a few  tentative  approaches  as  a result  of  that 
reduction. 

12935.  Sir  Oliver  Franks:  Can  you  recollect  what  they 

actually  said  to  you? can  remember  quite  a number 

saying : “ I bear  the  credit  squeeze  is  over  ”,  or : “I  under- 
stand the  credit  squeeze  is  finished 

12936.  Professor  Sayers:  Did  this  reaction  come  mainly 
as  a result  of  the  particular  way  in  which  it  was  treated 
in  the  Press,  or  do  you  think  that  it  was  associated  very 
directly  with  the  drop  in  Bank  Rate  itself,  and  that  what- 
ever the  ftess  comments  had  been  there  would  have  been 
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this  reaction? Mr.  Speed:  It  is  difficult  to  say.  Had 

there  been  no  Press  comment  at  all  apart  from  tiie  bare 
announcement  that  the  Bank  Rate  had  fallen,  1 think 
that  it  would  have  had  very  little  effect.  It  depends  on 
the  type  of  businessman  of  whom  one  is  thinking.  The 
small  man  would  not  have  bothered  very  much,  but  the 
popular  Press  was  quoted  to  me  on  quite  a few  occasions  ; 
people  had  read  the  headlines. — Mr.  Suttle : My  experience 
was  somewhat  different.  There  were  just  odd  cases  where 
people  made  the  inquiry,  or  voluntcCTed  a statement  that 
things  were  easier  and  credit  restrictions  relaxed,  but  gener- 
ally speaking  the  view  of  the  businessman  in  the  wool 
textile  trade  was  that  this  was  not  satisfactory  evidence  of 
an  improvement.  CoincldeiLt  with  the  reduction  in  the 
Bank  Rate  there  was  a fall  in  wool  prices,  and  the  general 
consensus  of  opinion  among  my  customers  was  that  it  was 
a little  too  early  yet  to  decide  whetiier  ffie  fall  was  going 
to  be  beneficial  to  trade. — Mr.  Millhouse:  In  my  area 
the  reduction  had  little  or  no  effect  at  all.  I do  not  think 
that  any  of  my  customers  took  the  view  that  things  were 
going  up ; they  look  a long  way  ahead,  and  most  of  them 
took  the  view  that  inflation  was  probably  still  on  the  way 
and  that  this  reduction  in  the  Bank  Rate  was  of  little  or 
no  importance  at  all  from  the  bank  borrowing  angle. 

12937.  Are  we  to  understand  that  they  were  little  affected 
because  they  had  had  little  sense  of  any  squeeze  before? 

1 do  not  know  what  the  reason  was,  quite  honestly ; 

I do  not  think  tiiat  it  was  anything  to  do  with  the  squeeze. 
Men  acquire  after  many  years  of  hard  work  in  industry 
an  intuitive  sense  whether  things  are  going  right  or  wrong  ; 
I think  that  this  was  one  of  those  occasions  when  they 
said,  despite  the  apparent  optimism  which  might  arise  from 
this  cut  in  the  Bank  Rate : “ We  do  not  believe  it  ”. 

12938.  C/iojrman ; From  your  experience,  do  they 
attach  ImpOTitaiKe,  from  the  point  of  view  of  thrir  general 
business  prospects,  to  .the  movements  of  toe  Bank  Rate? 
Does  Bank  l^te  up  mean. ; “ Go  sloiw  ”,  and  Bank  Rate 

down : ” Go  ahead  ”? Bank  Rate  up  does  not  mean : 

“ Go  slow  ”.  It  does  not  make  any  differwice  at  all 
generally  speaking,  to  an  industrialist,  especially  when  it 
is  coupled  with  a high  rate  o(f  taxation,  because  the  inci- 
dence of  the  high  interest  rate  is  offset  iby  the  allowance 
for  tax  purposes,  and  a maniufacftuier  can  in  many  cases 
pass  on  any  increased  c^barge  to  the  co^nsumer.  It  could 
apply,  and  in  ‘fact  the  very  high  Bank  Rate  of  7 per  cent, 
did  apply  slightly,  in  those  cases  where  margins  were  very 
thin.  A concrete  example  here  in  a small  way  is  a manu- 
ifiactureir  who  manufactures  exidusivriy  for  one  store 
where  prices  are  cut  to  the  minimum  ; there  is  no'  margin 
for  any  increase  in  his  overdraft  charges  because  he 
cannot  recoup  that  from  Ms  one  customw.  But  that  is 
a very  exceptional  case. 

12939.  I was  rather  wondering  whether  it  was  ever 

taken  as  a general  trade  sign? ^I  think  that  the  high 

Bank  Rate  has  been  taken  as  a general  trade  sign,  par- 
ticularly the  7 per  cent. 

12940.  Professor  Sayers:  On  this  drop  in  February 
1957,  when  the  morning  papers  came  out  with  the  head- 
line “ Bank  Rate  reduced  by  a half  per  cent”  or  “ Bank 
Rate  down  to  5 per  cent.”  what  sort  of  thing  did  customers 

say  when  they  came  into  your  office  that  morning? 

They  were  rather  humorous  about  it.  They  do  not  take 
a great  deal  of  notice  of  the  popular  Press.  They  laugh 
and  joke  about  it.  They  are  very  quick  to  turn  it  to 
the  Msadvantage  of  the  bank  manager  if  they  have  a 
chance  to  do  so,  but  it  is  all  done  in  very  good  spirit 
and  they  usually  get  back  as  good  as  fliey  give.  But  ^ess 
comment,  or  what  they  term  uninformed  Press  comment, 
is  little  regarded  by  the  industrialist. 

12941.  Chairman : That  brings  us  to  Question  5.  How 

would  you  answer  that,  Mr.  Millhouse? ^The  answer 

from  my  experience  is  yes.  There  was  a cumulative  effect 
of  the  publicity  and  downward  pressure,  giving  the  feeling 
that  facilities  were  not  easily  obtainable.  I am  sure  that 
the  reductions  were  not  a direct  result  of  the  higher  rate 
charged  on  overdrafts  ; but  there  was  a very  strong  feeling 
indeaJ  that  this  2 per  cent  rise  in  the;  Bank  Rate,  which 
was  a very  large  increase,  comparatively  speaking,  was 
evidence  to  the  world,  and  to  my  customers  in  Leicester, 
that  the  Government  realised  the  danger  to  the  country’s 
economy  and  were  determined  to  take  very  positive  and 
strong  steps  to  do  what  they  could  to  preserve  the  economy 
and  currency.  Broadly  speaking,  I think  that  is  the  way 
in  whidi  people’s  minds  worked. 

3M 
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12942.  Realising,  as  you  say,  that  that  meant  firm  and 
determined  Government  action,  how  did  that  influence 
dieir  own  decisions  about  whether  they  would  go  ahead 

cMi  the  saine  level  of  activity  or  less  or  more? ^They 

were  more  cautious  in  their  approach  to  business,  and  they 
were  going  to  keep  themselves  in  as  liquid  a state  as 
possible,  because  they  aU  know  that  liquidity  is  the  answer 
to  difficult  business  periods. 

12943.  Professor  Cairncross:  Does  what  you  say  about 
the  higher  rate  apply  equally  to  the  personal  and  pro- 
fessional customers? ^No. 

12944.  Did  they  try  to  pay  off  their  overdrafts  rather 

more  rapidly? ^They  had  been  under  a considerable 

amount  of  quiet  but  finn  pressure  for  a good  long  period. 
Very  few  private  individuals  wanted  to  pay  8 per  cent, 
unless  they  had  to  borrow ; and  if  they  had  to  borrow 
it  was  difficult  for  them  to  repay  because  they  were 
paying  8 per  cent. 

12945.  Professor  Sayers:  You  mentioned  just  now  how 
the  businessman  sees  the  answer  in  increased  liquidity. 
He  can  get  increased  liquidity  in  various  ways ; by  not 
buying  machines,  by  reducing  stocks  and  by  turning  off 
labour,  and  so  on.  In  which  of  these  various  ways  did 
you  see  customers  making  deliberate  efforts  to  increase 
their  liquidity?- — -The  cutting  down  of  the  wages  bill 
Was  never  undertaken  except  as  a last  resort.  3 there 
was  work  to  be  done  the  workpeople  were  employed, 
lodeed  I think  that  there  is  a good  deal  of  concealed 
unemployment  in  industry  in  our  part  of  the  world ; 
there  is  a good  deal  of  very  old  family  tradition.  People 
have  worked  for  the  same  firm  for  three  generations, 
and  employers  are  very  loath  indeed  to  turn  away  their 
people ; they  will  find  some  job  for  them  to  do.  When 
trade  is  bad,  if  there  is  no  work  for  them  to  do,  they 
have  to  be  sadced  ; but  ve^  few  employers,  as  far  as 
I know,  preserve  their  liquid  position  by  cutting  down 
on  their  wages  bUl  while  they  have  work  for  their  people 
to  do.  The  main  method  by  which  they  preserve  their 
li<{aidity  is  by  not  undertaking  new  purchases  of  machinery 
and  -extensions  to  their  factory  premises,  or  anything 
which  involves  medium  to  long-term  borrowing  or  invest- 
ment of  their  capital  resources. 

12946.  On  the  face  of  it  a good  deal  of  such  activity 
would  show  itself  rather  slowly,  in  that  it  involves  a good 
deal  of  planning  and  preparatory  work.  Did  you  see, 

quick  effects  of  this  kind? would  like  to  take  you  up 

ctn  your  statement  that  the  purchase  of  uew  machinery 
and  the  building  of  new  factory  space  takes  a long  time 
to  plan  ahead;  it  does  not  really  in  many  industries. 

It  is  a thing  which  can  be  put  into  mind,  plan  and  opera- 
tion within  the  space  of  three  months.  It  depends  very 
much  on  the  swing  of  trade. 

12947.  You  are  talking  of  your  own  customers? 

Yes. 

12948.  So  that  there  could  be  effect  within  a matter 
of  a few  months?-^ — ^Yes. 

12949.  Did  you  see  these  effects? ^Yes. 

12950.  The  effects  of  September  1957  would  show 

themselves  by  the  end  of  1957  or  early  in  1958? ^Yes  ; 

in  the  spring  of  1958, 1 would  say. 

12951.  Chairman:  Then,  taking  questions  5 and  6 
together ; your  general  impression  was  that  banking 
pressure  was  not  needed  after  September  1957,  and  that 
the  reduction  was  mainly  spontaneous  on  the  part  of 
the  customers  of  the  bank? — Professor  Sayers:  Youf 

suggestion  was  that  they  had  taken  fright? ^Yes,  1 think 

that  it  would  be  right  to  say  it  was  spontaneous  to  that 
extent. 

12952.  Chairman : And  the  motivation  was  that  they 
sought  to  remain  as  liquid  as  they  could,  and  the  whole 
stress  lay  on  the  side  of  not  indulging  in  any  extensions  or 

additio-ns  of  ’plant? Mr.  Millhouse : Yes. — Mr.  Suttle : 

•From  ray  experience  the  answer  to  Question  5 is  that  such 
decline  in  advances  as  took  place  was  automatic  ; it  was  on 
-the  part  of  the  customer  himself  rather  than  the  bank.  It 
arose  out  of  the  climate  that  had  been  created  by  the  pre- 
vious factors  and  influences  and  emphasised  by  the  steep 
rise  in  the  Bank  Rate,  which  brou^t  home  even  to  the 
WRverer  the  firm  conviction  that  things  were  difficult  and 
that  he  had  to  play  his  part  in  it.  From  their  own  per- 
sonal point  of  view  some  had  to  delay  this  reduction  in 
•a^ances  because  they  had  certain  commitments,  for 
seasonal  stocks,  for  instance  ; but  when  they  could  they  got 
rid  of  them.  All  those  who  were  able  to  reduce  borrowing 


did  so  for  the  reasons  I have  stated ; first,  the  climate  that 
had  hem  oraated  .before ; seoood,  .the  fuller  recognition 
of  the  serious  state  of  affairs  and,  thirdly,  the  cost  of  the 
borrowing  at  that  stage. 

12953.  Can  you  distinguish  at  all  the  kind  of  cus- 
tomer to  whom  the  cost  of  .boinrowing  as  it  'had  become 

might  be  relevant? No.  I think  that  one  must  apply 

ffiat  generally.  They  all  thought  that  money  was  dear  and 
borrowing  expensive,  and  if  they  could  reduce  that  over- 
head cost  they  would  do  so. 

12954.  Professor  Sayers : Was  this  feeling  that  borrow- 
ing was  expensive  new  after  Septeinber  1957? ^Ycs.  The 

real  impact  was  then.  Before  that  it  had  not  affected  them 
at  all. 

12955.  Professor  Ca/r«crojj:  It  did  affect  them,  how- 
ever, in  conditions  in  which  the  outlook  of  the  wool  trade 

was  not  as  rosy  as  it  had  been? Mr.  Suttle:  Yes.  It 

was  obvious  to  the  wool  merchant  that  to  maintain  a stock 
was  going  to  be  quite  expensive  in  the  light  of  the  increas^ 
cost  of  borrowing  money  and  the  coincident  decline  in 
prices.— Mr.  Speed:  I am  wondering  about  the  word 
“ spontaneous  ” as  suggesting  a conscious,  direct  effort  on 
the  part  of  borrowers  to  reduce  the  amount  of  their 
borrowings  at  that  particular  time.  I do  not  think  that 
that  interpretation  is  quite  correct.  I would  say  that  it  was 
more  in  ffie  natural  order  of  things  and  the  way  trade  was 
going  at  the  time.  Old  arrangements  had  worked  them- 
selves out,  and  the  overdrafts  previously  arranged  had 
been  paid  off  or  reduced.  The  main  thing  was  that  new 
ones  were  iDi0.t  beiog  .graated,  and  mot  as  imany  people  were 
asking  for  new  ones  ; one  that  had  been  paid  off  would  not 
ask  for  a renewal,  or  if  it  had  been  reduced  would  not 
ask  for  a further  increase.  The  7 per  cent.  Bank  Rate 
and  the  publicity  that  went  with  it  had  quite  an  impact 
on  the  businessman,  and  did  prevent  or  discourage  him 
from  making  these  approaches.  But  I would  not  say  from 
my  experience  that  there  was  a conscious  effort  on  the 
part  of  borrowers  to  get  overdrafts  down  because  of  the 
Bank  Rate. 

12956.  Chairman : Do  you  .think  that  the  fact  that  bank 
advances  did  reduce  themselves  after  September  1957 
was  due  to  a desire  on  the  part  of  customers  to  be  liquid, 
wihidh  is  a positive  thiiing,  or  .that  toade  circuonstances  were 

making  them  liquid  anyway? ^A  little  of  both.  In  so 

far  as  they  had  planned  an<iboirowed  prior  to  September 
1957  for  a specific  purpose,  ffiey  aimed  at  managing  with- 
out borrowing  after  that  purpose  had  been  fulfilled.  The 
general  realisation  of  the  situation  discouraged  some  from 
asking  for  further  advances  and,  for  the  same  reason, 
there  was  not  the  same  volume  of  new  applications  for 
overdraft  facilities  after  September  1957.  Whether  the 
reduction  was  in  fact  partly  due  to  the  high  cost  of  bor- 
rowing rather  than  a realisation  of  the  seriousness  of  the 
situation  (and  the  difficulty  in  obtaining  bank  finance) 
depended,  in  ray  experience,  on  the  margin  of  profit  of 
different  businesses.  A few  on  a small  profit  margin  were 
deterred  by  the  high  rates.  Those  with  a larger  margin 
of  profit  (and  in  my  area,  in  spite  of  the  falling  off  some 
months  earlier  in  freight  rates,  1957  was  a good  year  and 
fears  of  a contraction  -of  business  and  profits  bad  as  yet 
only  a limited  effect),  the  7 per  cent.  Bank  Rate  did  not 
•Stop  them  from  trying  to  borrow.  The  reduction  of 
advances  largely  resulted  from  the  refusal  of  new  loans 
and  the  natural  repayment  or  reduction ' of  previous 
advances  by  virtue  of  trade  conditions ; it  was  the  situa- 
tion of  the  particular  concern  that  brought  about  file 
reduotion  raitfh«  ithan  a conscious  effoiL 

12957.  Professor  Sayers:  Your  answer  is  (that,  as  far  as 
new  applioations  for  loans  weie  concerned,  ithesre  was  some 

positive  pressure  from  the  side  of  the  banks? 1 would 

say  so.  There  again,  I am  rather  affected  by  the  fact  that 
my  area  largely  depends  on  shipbuilding  and  coal.  For  a 
long  time  shipbuilding  had  very  favoured  treatment  from 
C.I.C. ; and  a number  of  ancillary  small  and  medium-sized 
businesses,  because  of  their  direct  association  with  ship- 
building etc.,  had  a similar  measure  of  priority. 

12958.  Chairman : Question  7 is  directed  to  any  differ- 
ence you  may  have  observed  in  the  way  these  things 
affect  the  small  and  medium  businesses  as  compared  with 
the  larger  concerns.  Would  you  like  to  say  anything? — — 
Mr.  Millhouse : As  far  as  the  principle  in  operation  at  the 
time  is  concerned,  the  medium  and  small  business  was 
treated  in  exactly  the  same  way  as  the  larger  business.  It 
oaimot  be  denied,  however,  that  with  the  larger  bnsmess 
and  t^ir  very  -much  more  powerful  swing  in  turnover 
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figures  and  so  on,  a request  for  overdraft  facilities  can 
be  disguised  more  easily.  I feel  that  the  industrialist 
took  advantage  of  the  situation ; he  knows  what  he  wants 
and  how  to  go  about  getting  it.  He  knew  very  well 
that  if  he  came  in  and  asked  for  £10,000  to  put  an 
extension  on  his  factory  he  would  not  get  it;  but  an 
additional  borrowing  of  £10,000  to  finance  a seasonal  swing 
in  trade  for  export  (and  there  is  a tremendous  amount 
of  export  business  emanating  from  Leicester)  would  be 
different.  They  are  all  wise  to  .fiiat  The  smaller  man  was 
obviously  at  some  disadvantage  in  diat  he  could  not,  by 
the  very  nature  of  his  business,  to  the  same  extent  disguise 
what  he  was  doing  with  the  money.  It  is  impossible  for 
a bank  manager  to  follow  out  in  many  cases  the  use 
to  which  the  money  fwhioh  is  hoimowed  is  put. 

12959.  Is  it  not  impossible  for  anyone,  let  alone  a bank 

manager? ^There  are  cases  when  it  can  be  done ; one 

can  see  a new  factory  going  up,  or  new  machinery  being 
built  We  visit  our  people  and  walk  round  the  factories 
and  talk  to  them  about  it. 

12960.  Your  genecal  poiiK  is  that  ithe  larger  concern  is 
so  placed  that  it  can  nearly  always  find  an  approved 

purpose  for  which  it  can  say  it  wants  money? ^Yes.  I 

third:  also  that  the  larger  business  going  outside  for 
finance  for  which  it  was  no  use  asking  the  bank  got 
preferential  treatment  because  the  people  who  were  in  a 
poffltion  to  provide  ithat  money  were  not  bound  ‘by  the 
same  restrictive  directives  as  the  banks  were,  and  could 
obviously  pick  and  choose  the  people  to  whom  they  could 
lend  their  money  and  the  terms  on  which  it  was  lent. 

12961.  That  is  derived  from  your  own  observation? 

Mr.  Millhouse : Yes.— Mr.  Suttle : My  experience  is  pretty 
well  on  all  fours  with  Mr.  Millhouse’s.  So  far  as  the 
restrictions  on  bank  advances  were  concerned,  we 
endeavoured  to  treat  all  alike.  So  far  as  the  increase  in 
the  rates  of  interest  were  concerned,  I do  not  think  the 
smaller  man  was  worse  off,  except  with  regard  to  the 
fact  that  any  rise  in  the  cost  of  living  possibly  affects 
the  smaller  man  more  than  the  man  with  greater  resources. 
So  far  as  the  ability  to  find  and  make  use  of  other  sources 
of  credit  is  concerned  I would  say  that  the  advantage 
lay  with  die  bigger  businesses. — Mr.  Speed : As  regards 
the  restriction  of  bank  advances  I would  say  that  ftey 
were  not  at  a disadvantage.  All  of  them  at  that  time, 
if  they  wanted  over  £10,000,  bad  to  go  to  C.I.C.  unless 
it  was  unseouired  or  seasonal  borrowing.  I do  not  think 
that  they  were  at  any  disadvantage  as  regards  being 
considers.  It  depended  on  the  type  of  burioess  that 
they  were  running.  As  regards  increases  in  the  rates  of 
interest,  I do  not  think  that  it  matters  much  whether  they 
are  small,  medium  or  large.  It  depends  whether  it  is  long 
or  short-term  borrowing.  With  the  small  ones,  in  my 
experience,  it  depended  on  their  margin  of  profit.  I 
still  had  some  who  were  prepared  to  pay  the  higher  rates. 
As  to  the  ability  to  find  and  make  use  of  other  sources 
of  finance,  the  north-east  was  still  relatively  prosperous 
in  1957  despite  the  slackening  shipping  market  and  freight 
rates.  Some  small  and  medium  concerns  were  very 
conscious  of  the  situation  and  thought  it  was  not  worth 
trying.  They  thought  that  they  would  be  refused  if  they 
came  to  the  bank,  or  they  went  to  the  bank,  were  refused 
and  did  not  bother  to  go  elsewhere.  But  others  were 
determined  to  get  the  money,  and  in  my  experience  they 
got  it.  There  were  plenty  of  other  sources  open  to  them. 
The  large  man  has  the  market  which  is  denied  the  small 
man,  but  he  has  to  be  vetted  by  C.I.C.  before  be  can 
make  "that  approach. 

12962.  The  only  way  these  various  restrictions  differen- 
tiated between  small  and  medium  concerns  and  large 
concerns  is  that  there  were  a number  of  small  and  medium 

concerns  who  did  not  know  where  to  turn? Or  did 

not  trouble.  It  was  not  as  urgent  to  them  as  to  others. 
If  there  were  people  who  were  determined  to  have  it  and 
whom  I bad  refused,  they  got  it  elsewhere. 

12963.  How  did  they  find  the  way  to  get  it  elsewhere? 

Did  they  ask  you? ^Yes,  I was  asked,  A number  of 

the  more  obvious  sources  that  had  been  available  in 
1955  and  1956  had  closed.  The  insurance  companies 
and  building  societies  were  no  longer  in  the  commercial 
market  A few  of  the  finance  houses  were  still  operating, 
in  so  far  as  they  could.  We  had  kept  their  advances 
down  when  we  made  the  first  quantitative  reduction,  but 
they  appealed  to  the  public  for  deposits  and  were  in 
funds  in  1957. 
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12964.  How  does  the  small  man  know  where  to  turn 

to? Purely  from  business  associates.  After  being 

refused  at  the  bank  they  try  the  normal  sources : finance 
houses,  building  societies,  etc. 

12965.  How  does  he  find  his  way  about  if  he  wants  to 

keep  on  looking? Mr.  Suttle:  The  finance  houses 

advertise.  A number  of  customers  asked  me  if  I could 
surest  alternative  methods,  and  I mentioned  the  insurance 
companies,  building  societies  and  the  like. — Mr. 
Millhouse:  I think  it  is  a snowbdiing  effect.  A small 
man  tries,  say,  a building  society  and  someone  in  the 
building  society  says : “ We  cannot  do  it,  try  so-and-so  ”, 
and  be  goes  from  so-and-so  to  so-and-so.  It  is  surprising 
how  many  avenues  open  up  with  this  constant  inquiry. 

12966.  Professor  Cairncross:  You  mentioned,  Mr. 

Speed,  that  resort  had  been  made  on  occasion  in  your 
area  to  private  financiers  for  sums  up  to  £20,000.  Pre- 
sumably that  was  by  the  small  and  medium-sized 
business.  Do  you  know  what  sort  of  rates  would  be 

charged  on  those  occasions? Mr.  Speed:  I have  heard 

of  10  and  12  per  cent,  being  paid.  I have  heard  of  higher 
being  asked  for  but  not  taken  up.  In  one  case  I heard 
about  they  were  asking  20  per  cent,  but  the  customer  did 
not  take  advantage  of  the  offer. 

12967.  Do  you  know  if  this  is  a normal  part  of  the 
method  of  seeking  finance  by  small  and  medium  business- 
men in  your  area,  or  is  it  something  that  came  to  the 

front  after  the  cr^it  squeeze  became  more  intense? 

It  was  something  &at  came  as  a result  of  the  credit 
squeeze.  The  general  reaction  since  has  been  to  come 
back  to  the  banks. 

12968.  Professor  Sayers:  Did  the  supply  of  funds 
through  this  channel  tend  to  dry  up  after  September  1957 

or  not? There  again,  as  Mr.  Millhouse  said,  new 

avenues  are  always  opening  up,  and  though  the  initial 
approach  is  possibly  local  ithese  people  would  get  introduc- 
tions to  various  other  centres ; they  would  borrow  from 
anywhere  to  get  the  money.  There  must  have  been  a 
limit  to  toe  amount,  but  I was  not  aware  of  any  noticeable 
drying  up  of  resources.  I still  do  not  know  of  any  small 
or  medium  businessman  who  was  determined  to.  get  the 
money  and  failed  to  do  so,  provided  that  the  price  he 
was  asked  to  pay  was  compatible  with  his  margin  of  profit. 

12969.  Since  September  1957  have  you  known  many 
cases  of  people  getting  money  from  these  private  sources? 

Quite  a few.  For  small  sums  of  a few  thousands 

one  source  was  private  mortgages  from  private  firms. 

12970.  These  are  long-term  loans? ^In  that  case,  yes, 

if  by  long-term  you  mean  five  years  and  upwards. 

12971.  Chairman:  What  about  Question  8? ^Whether 

they  regarded  it  as  a temporary  phenomenon  or  not  would 
depend  on  whether  their  planning  was  long-term  or  short- 
term. If  it  was  a long-term  plan  it  would  affect  them 
because  they  would  be  fixing  loans  at  high  rates  for  a 
long-term  period. 

12972.  Professor  Cairncross : You  mean  that  they  would 

be  reluctant  to  enter  into  long-term  borrowing? ^At 

those  rates,  yes. 

12973.  Professor  Sayers:  Wotild  they  in  such  circum- 
stances borrow  short  with  the  idea  of  refinancing  when 

rates  came  down? Mr.  Speed:  I cannot  recall  any 

cases  of  that. — Mr.  Suttle : 1 had  no  personal  experience 
or  evidence  of  that — Mr.  Millhouse:  Nor  I. 

12974.  Chairman:  Question  9? Mr.  Speed:  My 

answer  is  yes,  quite  definitely.  Vice  versa,  not  so  definitely. 
— Mr.  Suttle : I agree. — Mr.  Millhouse : I have  had  toe 
same  experience. 

12975.  Professor  Sayers:  Even  the  3 per  cent  fall  in 
rates  during  1958  has  not  brought  an  appreciable  swing 

back? Mr.  Speed:  They  tend  to  leave  it  on  deposit 

unless  they  require  it  for  a specific  purpose. 

12976.  Professor  Cairncross:  Do  you  find  that  when 
the  rates  come  down  again  they  begin  to  move  the  mon^y 
out  of  deposit  account  to  some  other  financial  institution? 

Do  they  become  more  interest  conscious? ^Yes,  I have 

had  some  experience  of  that  As  the  Bank  Rate  has  come 
down  they  have  become  more  interest  conscious  and 
there  has  been  a tendency  to  move  some  of  it  out  for 
a higher  rate  of  interest. 

12977.  Question  10  relates  to  a slightly  different  issue, 
as  to  whether  any  of  your  customers  have  shown  any 
disposition  to  move,  for  insUnce,  into  Treasury  Bills 

when  rates  were  higher? ^Treasury  Bills  and  other 
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things,  in  particular  municipal  diort-term  loans  for  seven 
days,  or  for  three  months  and  thereafter  on  seven  days’ 
notice. 

12978.  Would  you  regard  this  as  a general  trend  or  is 

it  something  which  disappears  eventually? It  has 

slowed  down.  I am  merely  guessing  now,  but  I would 
thinV  that  it  would  disappear,  although  there  has  been 
only  slight  evidence  of  a reverse  tendency. 

12979.  In  the  case  of  movement  into  Treasury  Bills 
that  must  be  on  a considerable  scale  because  of  the 
minimum  diat  would  have  to  be  subscribed.  Is  it  the 

industrial  customers  you  notice  making  this  move? 

Yes. 


12980.  Do  you  act  for  them? Mr.  Speed:  Yes.— 

Mr  Suttle : That  is  my  experience  also.  I noticed  a wider 
use’  of  tax  reserve  certificates.  The  reverse  tendency  is 
not  so  marked.— Mr.  Millhouse : My  experience  is  the 
same. 

12981.  Chairman:  Are  these  customers  businesses  of 

some  size  with  surplus  funds? Mr.  Suttle:  Yes.  I 

have  even  had  experience  of  the  personal  and  pnvate 
customer  taking  Treasury  Bills. 

Chairman : I think  that  completes  our  questions.  We 
are  very  much  obliged  to  you,  gentlemen,  for  coming 
today ; you  have  helped  us  very  much. 


(The  witnesses  withdrew) 


The  following  witnesses  called  and  examined: 

F.  W.  Babraclough,  Esq.,  Manager,  Midland  Bank  Ltd.,  Bristol. 

C.  J.  CiiPSHAM,  Esq.,  Manager,  Midland  Bank  Ltd.,  Coventry. 

J.  P.  PuRMSTON,  Esq.,  Manager,  National  Provincial  Bank  Ltd.,  Portsmouth. 


12982.  Chairman : We  are  much  obliged  to  you,  gentle- 
men, for  coming  to  help  us  with  answers  to  these  ten 
questions  of  which  we  have  given  you  a list  What  we 
want  to  draw  upon  is  your  own  actual  experiences  as 
you  saw  thirigs  operating.  Perhaps  you  will  each  say  m 
turn  what  your  experiences  are.  Mr.  Furmston,  taking 
the  first  two  questions  together,  what  would  you  say? 

Mr.  Furmston : I would  say  that  the  restriction  of 

advances  in  1955-56  did  prevent  some  customers  from 
proceeding  with  their  investment  programme,  but  not  a 
very  big  proportion,  because  by  and  large  they  got  the 
money  from  somewhere. 

' 12983  Was  there  a diflerence  between  1955-56  and 

earlier  years? ^Yes.  We  had  to  say  no  to  quite  a lot 

of  worthy  people ; but  the  first  step  they  took  by  and 
large  was  to  stretch  their  credit  as  far  as  it  would  go. 
The  farmer  used  the  corn  merchant,  the  builder_  used  the 
builders’  merchant  or  the  timber  merchant.  If  his  accom- 
modation was  £10,000  and  was  cut  down  to  £9,000,  by 
stretching  his  credit  he  probably  found  that  extra  £1,000. 

12984.  By  going  for  trade  credit  in  his  own  circles? 

^Yes  Sooner  or  kter,  of  course,  the  builders 

merchant  and  the  com  merchant  themselves  came  up 
against  it.  I think  that  business  then  tended  to  go  to 
the  more  powerful  battalions  who  had  got  funds  they 
could  finance  ^ese  people  with.  Then  another  thing 
that  happened  was  that  a builder  who  wanted  some  new 
equipment,  or  a farmer  who  wanted  a new  tractor,  tended 
to  go  to  ^e  hire  purchase  people  rather  than  to  us.  For 
more  extended  investment  programmes  at  that  time  the 
insurance  companies  were  finding  quite  a lot  of  money 
for  them.  They  offered  more  in  1955  than  later  on  in 
1957.  At  that  stage  people  by  and  large  got  the  money. 
Possibly  the  smaller  man  found  it  more  difficult  to  get 
it,  but  we  tended  to  be  very  considerate  to  the  small 
man  who  had  not  other  avenues. 

12985.  Mr.  Barraclough,  how  far  do  your  experiences 

run  on  the  same  lines  as  Mr.  Furmston? Mr. 

Barraclough:  I would  not  differ  from  anything  ffiat  Mr. 
Furmston  has  said.  The  bulk  of  the  customers  in  1955 
and  1956  obtained  their  requirements  from  some  source, 
but  there  were  exceptions.  Very  often  plans  were  modi- 
fied or  posqioned,  and  ultimately  in  many  cases  assist- 
ance came  from  insurance  companies  for  capital  invest- 
ment, and  from  hire  purchase  concerns  for  plant  and 
machinery. 

12986.  You  did  find  after  the  restrictions  in  bank  ad- 
vances in  1955  and  1956  that  you  had  more  disappointed 

creditworthy  customers  than  you  had  before? 

Definitely.  They  were  refused  bank  accommodation ; but 
the  bulk  of  them  in  those  days  did  obtain  credit  elsewhere. 

12987.  Professor  Cairncross:  You  axe  speaking  now  of 
ihdustri^  customers? ^Yes. 

12988.  The  private  and  professional  oustomars  must 

have  been  disappointed  too? ^Yes,  and  they  found 

more  difficulty  in  obtaining  alternative  sources  of  finance. 

12989.  Sir  Oliver  Franks:  Are  these  cases  where  the 
banks  refused  customers  in  1955  and  1956  and  finance 
was  found  after  negotiation  from  alternative  sources  cases 
tiiat  actually  fell  within  your  .acperience? ^Definitely. 


It  is  my  intention  to  speak  throughout  from  my  personal 
experience. 

12990.  Professor  Sayers:  Were  any  of  your  customers 
who  had  been  disappointed  and  were  not  able  to  satisfy 
ffieir  wants  entirely  elsewhere  checked  in  their  plans  for 

spending  on  extensions,  new  machinery,  and  so  on? 

In  1955  and  1956  to  a minor  extent ; and  they  would  be 
the  smaller  customers  who  had  not  such  ready  access 
or  were  not  sufficiently  well  advised  about  the  alternative 
sources. 

12991.  Chairman:  Mr.  Clipsham? Mr.  Clipsham: 

I agree  entirely.  Something  was  definitely  happening  in 
1955  and  1956.  I think  that  the  smaller  man  suffered 
in  comparison  with  his  larger  neighbour,  but  the  whole 
thing  was  sufficiently  elastic  for  other  things,  like  hire 
purchase,  the  merchant  banking  houses,  insurance  com- 
panies and  the  like  to  fill  the  bill.  Throughout  the  private 
and  professional  customers  found  it  harder  than  anyone 
else.  Their  cases  perhaps  were  not  as  good.  The  banks 
were  extremely  tolerant  to  the  small  man.  Our  repre- 
sentations to  our  head  office  were  on  the  lines  that  we 
had  to  live  with  the  community  after  all  these  things 
had  passed,  and  we  therefore  looked  ahead  to  be  as 
equitable  in  our  own  judgment  and  as  alleviating  as  the 
powers  that  be  would  let  us.  I agree  with  my  colleagues ; 
what  they  have  said  is  my  own  experience. 

12992.  Mr.  Barraclough,  how  would  you  answer 
question  3? Mr.  Barraclough:  I would  say  that  in 

1955  and  1956  the  increase  in  the  rate  of  interest  made  not 
the  shghtest  difference  to  any  one  at  all.— Mr.  Clipsham: 
From  my  own  experience  I do  not  believe  that  the  rate 
has  much  to  do  with  it,  not  in  a manufacturing  area  of 
the  country.  Obviously  taxation  will  absorb  a lot  of  it, 
and  prices  and  all  things  that  can  be  done  in  a manu- 
facturing area  can  adjust  the  end  product.  In  1955  and 

1956  the  increase  in  rate  had  in  my  judgment  nothing  to 
do  with  it  whatever. — Mr.  Furmston : I would  say  m 1955 
no  effect  at  all.  The  Bank  Rate  went  up  to  per  cent. 
We  were  already  working  on  a minimum  of  5 per  cent., 
so  that  the  effective  increase  was  only  one  half  of  one 
per  cent.,  to  Si  per  cent.  In  1956  it  did  have  an  effect 
to  a certain  limited  extent,  particularly  with  wholesalers ; 
for  wholesale  tobacconists  or  wholesale  timber  people, 
for  instance,  working  to  a small  margin  of  profit,  carrying 
stocks  began  to  look  expensive.  We  saw  lhat  very  much 
more  in  1957. 

12993.  Professor  Sayers:  You  mean  by  an  effect  not 

just  grumbling  to  you? No,  they  showed  a sign  of 

getting  ffieir  stocks  down ; but  nothing  like  as  much  as 
later.  To  the  manufacturer  who  could  pass  it  on  it  did 
not  make  much  difference,  but  to  a man  who  could  not 
pass  it  on,  a man  dealing  in  an  article  with  fixed  prices, 
he  began  to  try  and  get  his  stocks  down. 

12994.  Professor  Cairncross:  It  was  nothing  to  do  with 
the  change  in  the  trade  outlook?-  I would  say  not. 

12995.  Chairman : You  have  to  get  into  his  mind  that 
the  rate  of  interest  he  is  being  asked  to  pay  is  a 
high  one;  it  is  not  just  the  change  in  the  rate?-— the 
two  go  together.  An  additional  1 per  cent,  on  tiu.utiu 
is  £100  ; that  extra  money  was  cutting  into  his  profit,  and 
they  work  on  very  fine  margins. 
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12996.  There  might  be  changes  in  the  rate  which  did 
not  put  in  people’s  minds  the  idea  that  it  was  a high  rate  of 

interest? ^There  might,  but  I do  not  think  that  that 

applies  with  the  keen  businessman. 

12997.  Professor  Cairncross:  Do  you  never  go  below 
5 per  cent.? “Never”  would  be  rather  an  exaggera- 

tion ; The  “ blue  chip  ” borrowers  can  get  it  at  rather 
less  than  ttiat. 

12998.  Chairman : May  we  go  on  to  question  4?  Have 
you  anytMng  in  mind  about  customers’  views  on  the 

reduction  of  Bank  Rate  in  February  1957? Mr. 

Furmston : Yes.  There  was  a feeling  about ; people  came 
into  my  office  and  said:  “The  Bank  Rate  is  down;  we 
have  turned  the  comer.  1 suppose  we  can  have  this  limit 
restored  that  you  cut  down?  ” It  made  life  a bit  em- 
barrassing because  there  was  no  relaxation  of  the  credit 
restrictions  following  the  fall  in  the  Bank  Rate.  There 
was  a feeling  about  that  the  green  light  had  come  on 
and  things  were  easier. — Mr.  Barraclough : I would  agree 
with  that,  with  a certain  qualification.  I think  that  the 
smaller  buaness  people  who  had  previously  found  it 
difficult  to  borrow  on  account  of  the  credit  restrictions 
saw  this  as  the  green  light,  and  came  along  to  us  and 
said : “ Obviously  things  are  somewhat  easier  now.  What 
are  the  chances  of  getting  the  accommodation  which  I 
require?  ” I am  speaking  now  entirely  of  the  smaller 
people.  The  larger  businesses,  who  are  perhaps  the  more 
far-seeing  people,  were  not  at  all  happy  that  things  were 
as  they  should  be.  They  did  not  see  a green  light  in 
that  adjusrtmemt  of  file  Bank  Rate  to  (the  extenit  that  the 
smaller,  and  perhaps  from  a credit  restriction  point  of 
view  less  desirable,  borrowers  did. 

12999.  Professor  Sayers-.  Did  people  react  in  this  way 
because  they  saw  references  in  the  press  using  the  phrase 
“ a green  light  ”,  or  is  this  a reaction  which  is  attached 

necessarily  to  a fall  in  Bank  Rate? Mr.  Barraclough : 

I do  not  think  that  it  was  from  the  press  comment.  I 
think  that  it  was  the  normal  reaction  to  a fall  in  the  rate 
after  a previous  increase ; a general  idea  that  things  must 
be  a littie  better,  otherwise  the  rate  would  not  have  been 
reduced — Mr.  Clipsham : I should  put  a slightly  diflerent 
interpretation  upon  that.  We  had  bad  this  unpleasant 
job  of  restricting  or  refusing  overdrafts  to  our  customers, 
and  in  the  cities  in  which  we  live  there  was  much  talk 
among  the  business  community  of  the  effect  of  the  banks’ 
attitude,  there  was  this  reduction  from  5i  to  5 

per  cent  the  financial  papers  and  the  remarks  of  the 
financial  editors  did  bring  into  news  form  a change  in  the 
rate  which  otherwise,  I think,  would  scarcely  have  been 
noticed.  I do  not  fliink  that  a fall  in  the  Rate  by  itself 
does  any^ng,  but  this  was  rather  more  spotlighted  so 
that  the  ordinary  man  talked  more  about  the  fall  in  rate. 
He  held  this  to  be  an  indication  that  the  authorities  were 
saying:  “Things  are  a little  better  than  they  were. 
Perhaps  we  are  getting  somewhere  ”,  and  aU  fiiat  my 
colleagues  have  said  followed ; we  were  asked  if  we  could 
not  make  things  a little  easier.  But  I think  that  the 
major  concerns,  the  more  thinking  section  of  the  business 
community,  said:  “We  just  do  not  believe  it  yet”,  and 
pressure  for  additional  accommodation,  with  me  at  any 
rate,  was  not  actually  great. 

13000.  Mr.  Jones:  To  what  extent  could  you  have 
given  adffitional  accommodation  in  circumstances  where 
a customer  had  gone  to  the  maximum  of  the  amount 
authorised?  The  fact  that  the  Bank  Rate  had  been  reduced 
from  5i  to  5 per  cent.,  as  I understand  it,  did  not  affect 
that  position.  Would  borrowers  in  circumstances  like 
that  seek  to  secure  an  undertaking  from  you  to  increase 
their  borrowings  probably  because  they  were  borrowing 
from  merchant  bank  sources  or  from  finance  houses  to 
which  they  were  paying  a higher  rate  of  interest,  and 
wanted  to  save  the  extra  burden  that  they  were  then 

carrying? ^We  had  approaches  for  that  very  reason ; 

people  did  talk  in  that  way,  but  we  were  not  in  a position 
at  that  time  to  respond.  We  did  not  increase  our  ad- 
vances for  that  purpose  at  that  stage,  with  this  fall  in 
the  Bank  Rate. 

13001.  Could  you  have  any  barometer  in  your  dealings 
with  your  own  customers  of  the  effect  of  a fall  from 

to  5 per  cent.,  except  in  such  cases  where  customers 
had  the  right  for  a higher  drawing  and  were  not  drawing 

to  the  limit? Mr.  Clipsham : That  is  a little  difficult  to 

answer.  In  practical  banking  we  see  all  our  customers 
who  borrow,  whether  they  are  borrowing  up  to  a limit 
or  by  an  arrangement,  once  in  twelve  months  or  once  in 
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six  months.  All  the  people  to  whom  we  lend  money 
during  a period  come  in  for  discussion,  so  we  should 
hear  these  things  anyhow ; but  I do  not  think  that  just 
at  the  time  of  which  you  are  speaking  all  these  things 
happened  at  once. — Mr.  Furmston : I think  that  in  certain 
cases  the  people  who  had  not  been  using  tiieir  limits 
to  the  full  did  tend  to  go  up,  and  rather  regretted  it  later 
in  the  year. — Mr.  Clipsham:  Such  increases  were  not 
necessarily  by  airangement.— Mr.  Furmston : No,  but  the 
limit  was  there  and  they  bad  not  been  using  it  '^en  the 
Bank  Rate  dropped,  they  tended  to  increase  their  stocks, 
not  asking  for  a higher  limit  but  using  the  limit  which 
was  already  available  to  them ; later  in  the  year,  when 
they  had  stocked  up,  the  Bank  Rate  shot  up  to  7 per  cent. 

13002.  In  spite  of  the  fact  that  8s.  6d.  in  the  pound 

was  carried  by  the  Exchequer? ^As  I say,  it  depends 

on  the  nature  of  the  business.  If  a man  is  working  on  a 
fine  margin  Ihere  may  be  no  profit  left  for  carrying  bigger 
stocks  at  a higher  expense. 

13003.  Chairman:  Now  may  we  go  on  to  questions 

5 and  6?  Mr.  Clipsham? Mr.  Clipsham : 1 think  that 

the  faU  was  due  rather  to  lack  of  fresh  applications  and 
to  fre^  sanctions  for  borrowings  than  to  a deliberate 
policy  on  tiie  part  of  customers  to  reduce  their  borrow- 
ings. The  high  rate  did  make  an  impact ; at  this  stage 
it  had  got  to  a point  where  people  started  to  talk  about 
it.  Nevertheless,  having  in  mind  that  most  of  our  over- 
drafts are  on  an  arranged  reducing  basis,  this  process  of 
slow  repayment  was  tidug  place  anyhow,  and  with  an 
absence  of  fresh  applications  and  fresh  sanctions  a lower 
level  of  advances  came  to  be  shown.  But  it  would  be 
most  unfair  to  say  that  there  were  not  numbers  who 
thought  that  it  was  a fait  steep,  and  decided  to  see  what 
they  could  do.  I am  not  convinced  that  it  was  a question 
of  the  high  cost;  I think  it  was  an  indication  to  the 
country  that  things  perhaps  were  still  not  so  good,  and 
that  there  might  be  a downturn  in  business.  Profits  were 
beginning  to  be  looked  at  with  a closer  eye  in  respect  of 
increased  overheads.  I think  that  from  that  point  of  view 
any  action  which  was  taken  was  against  this  diminution 
of  profit  I do  not  know  about  commodity  prices,  but 
certainly  decisions  to  defer  things  that  wae  about  to  be 
undertaken  in  1955  and  1956  were  having  effect,  because 
nothing  was  done  about  them  at  that  stage  at  alL 

13004.  Mr.  Barraclough? Mr.  Barraclough:  It  is  a 

question  of  the  interpretation  of  the  word  “ spontaneous 
I am  inclined  to  agree  with  Mr.  Clipsham  that  there  was 
a reduction  which  customers  could  not  help,  and  that  was 
not  spontaneous  in  the  sense  that  they  were  themselves 
taking  steps.  We  had  then  had  two-and-a-quarter  years 
of  credit  restriction.  There  is  an  increasing  cumulative 
effect.  At  the  beginiiing  of  a period  of  creffit  restriction 
there  are  certain  commitments  into  which  the  banks  have 
previously  entered  and  into  which  customers  have  pre- 
viously entered,  and  these  go  on.  After  two  years  those 
have  largely  been  complete,  and  there  is  no  large  new 
and  permanent  borrowing  taking  its  place.  My  own  view 
is  therefore  that  irrespective  of  the  increase  in  Bank  Rate 
in  September,  1957,  there  would  at  that  time  have  been 
quite  a fall  in  bank  borrowing.  Subsequent  to  that,  un- 
doubtedly in  the  four  or  five  mouths  from  September, 
1957,  onwards  the  rate,  which  had  not  been  felt  in  1955 
and  1956,  was  increasingly  felt,  and  particularly  by  the 
smaller  people.  There  was  a psychological  effect  of  the 
increase  in  Bank  Rate  in  1957,  which  conveyed  a lack  of 
confidence,  and  there  were  fears  of  a downturn  in  business, 
which  would  naturally  help  any  reduction  in  overdrafts ; 
but  my  own  view  is  that  the  main  reason  at  that  time 
was  the  cumulative  effect  of  a long  period  of  credit 
restriction. 

13005.  Professor  Sayers:  In  question  6 you  attach 

weight  to  item  (af)  particularly? Mr.  Barraclough:  I 

would  personally.— Mr.  Furmston : I share  that  view.  I 
do  not  think  that  there  was  anything  “spontaneous” 
about  it.  Capital  outlay  was  restricted  in  1955  ; that  takes 
one  or  two  years  to  go  through  the  pipeline,  so  that  by 
1957  our  overdrafts  would  naturally  be  coming  down.  In 
the  ordinary  way  we  would  have  put  new  ones  in  their 
place;  we  were  virtually  putting  no  new  ones  in  their 
place,  and  it  was  almost  inevitable  that  they  would 
gradually  drop.  There  were  other  factors  in  it  too.  Re- 
strictions on  local  authority  building  programmes,  which 
had  quite  a marked  effect  on  the  builders.  Probably  the 
industry  that  was  feeling  it  the  most  at  that  stage  was 
the  building  industry.  We  saw  signs  of  operatives  being 
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put  off,  and  builders  started  cutting  each  others  throats 
for  contracts,  because  there  was  less  work  to  do,  and  they 
were  cutting  thdr  prices  to  get  it. 

13006.  This  is  after  September  1957? ^Yes,  from 

then  onwards. 

13007.  On  the  basis  of  what  has  just  been  said  one 
might  venture  a guess  that  there  would  have  been  con- 
siderable developments  of  this  kind  anyway,  even  if  there 
had  been  no  fiu’ther  measures  taken  in  September  1957? 

Yes.  As  regards  the  level  of  bank  borrowing,  I do 

not  think  that  the  rate  was  of  prime  importance ; but  if 
we  could  not  lend  money,  automadcally  our  overdrafts 
would  go  down. 

13008.  And  this  was  as  a result  of  the  measures  of 
1955  and  1956? ^Yes. 


13009.  Chairmans  Is  that  consistent  with  the  suggestion 
that  people  who  wanted  money  to  do  things  in  1955  could 

get  it  elsewhere  if  refused  by  the  banks? By  then  it 

was  getting  more  difficult  to  get  it  elsewhere.  Insurance 
company  money  had  dried  up  to  some  extent. 

13010.  Professor  Cairncross:  Is  it  not  just  that  people 

did  not  want  to  renew  things? ^There  is  always  a 

wastage  in  overdrafts  if  we  are  not  putting  new  ones  in. 
If  we  lend  a man  money  to  buy  a car  be  pays  the  loan 
off  in  two  years,  and  that  is  the  end  of  it,  if.  the  loan 
is  not  renewed. 

13011.  Why  do  you  think  people  were  not  coming  for- 
ward asking  for  new  overdrafts? It  was  not  that  they 

did  not  want  them.  There  was  so  much  publicity  about 
this  that  they  just  did  not  think  they  would  get  them  if 
they  asked  for  them. 

13012  You  do  not  think  that  the  events  of  1957  made 
them  want  to  feel  a good  deal  more  liquid,  for  instance? 

^Not  altogether.  I think  that  if  the  banks  had  had  a 

free  band  to  lend  money  the  overdrafts  would  have  gone 


13013  Chairman:  You  were  all  stressing  that  the  ex- 
nerience  of  1955  and  1956  was  that  when  people  wanted 
money,  even  if  they  could  not  get  it  from  the  banks,  they 
could  get  it  elsewhere.  What  were  they  deferring  w^ch 

produced  this  gradual  rundown  by  1957? Extensions 

to  factories,  say. 

13014  But  what  had  led  them  to  defer  it  if  they  had 

got  the  money  from  somebody  in  the  earlier  years? 

Mr  Furmston : 1 said  to  one  of  ray  customers  who  wanted 
to  build  a factory : “ How  does  the  higher  rate  of  interest 
affect  you?  ”,  and  he  said : “ If  I could  borrow  it  from 
the  bank  the  high  rate  of  interest  would  not  stop  me 
because  it  is  a passing  phenomenon,  and  m six  months 
Ume  it  will  be  down.  But  if  I have  to  pay  7 or  8 per 
cent  to  an  insurance  company  for  ten  years  or  so  I am 
not  borrowing  it  ".—Mr.  Barraclough : In  1957  on  the 
change  of  the  Bank  Rate  certain  customers  were  still 
going  ahead  with  capital  schemes  and  were  obtaining  their 
reauirements  elsewhere  from  insurance  companies  and 
so  on,  as  they  were  in  1955  and  1956;  but  t£a.t  did  not 
affect  bank  overdrafts  any  mote  in  1957  than  it  did  in  1955 
and  1956  The  effect  on  bank  overdrafts,  if  they  were 
getting  their  finance  from  elsewhere,  was  just  the  same 
as  if  they  were  not  proceeding  with  their  schemes  at  all. 
In  1955  to  1956  that  was  masked  by  existing  commitments, 
whereas  in  1957  it  was  accentuated  by  the  cumulative 
effect  of  a long  period  of  credit  restrictions  where  there 
had  been  no  material  new  lendings,  and  during  the  whole 
of  that  period  old  leadings  had  gradually  been  repaid,  as 
they  are  automatically  over  a period  of  some  years. 


13015.  *S’(>  Oliver  Franks:  Given  that  advances  fell 
noticeably  between  September  1957  and  June  1958,  one 
could  say  one  of  three  things:  (1)  that  it  was  due  to  the 
fact  that  the  banks  exercised  an  increasing  pr«sure  on 
Their  customers  in  that  period;  or  (2)  that  as  bank  ad- 
vances made  for  a period,  either  explicitly  or  on  a general 
understanding,  ran  off,  customers  did  not  come  to  the 
bank  to  ask  for  more  money  because  they  knew  they 
would  be  refused  (in  which  case  the  hanks  are  not  doing 
anything  different  but  the  customer  is  reactmg  differently) ; 
dr  (3)  that  the  customer  was  feeling  that  bis  market  was 
deteriorating,  that  there  was  an  element  of  trade  re- 
cession in  the  country,  that  he  was  less  confident  about 
his  own  prospects,  and  that  therefore  he  would  be  more 
cautious,  not  going  in  for  new  capital  commitments,  etc., 
aftd  would  use  less  money  (in  which  case  he.  still  would 
Dor  go  to  the-  bank  for  more  money,  but  he  would  not 


go  because  be  did  not  want  to  go).  In  what  proportion 
do  you  think  that  the  decline  of  advances  was  due  to 
these  three  different  factors  I have  enumerated. In- 

creasing pressure  from  the  banks  was  not  necessary ; it 
was  not  as  a result  of  increasing  pressure.  I agree  entirely 
that  customers  did  not  come  to  renew  arrangements  which 
had  run  off,  because  they  felt  it  was  no  good  coining.  I 
would  even  go  further  than  that,  and  say  that  in  many 
cases  customers  whose  needs  might  have  been  met  within 
the  directive  still  did  not  come  because  they  felt  it  was  no 
good  going  to  the  banks.  In  regard  to  your  third  point 
I am  in  entire  agreement ; there  was  a general  lack  of 
confidence,  and  the  manufacturer  was  certainly  not  manu- 
facturing for  stock ; he  was  allowing  his  surplus  stocks 
to  run  down  and  -manufacturing  only  against  specific 
orders. 

13016.  Professor  Sayers:  Would  you  venture  a guess 

at  tile  proportions  as  between  (2)  and  (3)? That  is  an 

exceptionally  difficult  question.  I would  not  care  to  make 
any  assumption. 

13017.  Sir  Oliver  Franks:  Mr.  Clipsham;  you  come 
from  Coventry ; and  you  come  from  Portsmouth,  Mr. 
Furmston.  Coventry  is  mainly  manufacturing ; and 
Portsmouth  would  be  mainly  commercial.  Could  we  put 
the  same  question  to  you  both? — —Mr.  Clipsham:  I 
have  to  point  out  to  you  the  nature  of  the  main  business 
of  my  city,  that  is  the  motor  industry,  which  in  good 
times  and  bad  times  has  such  a special  place  that  it  goes 
on  anyhow,  because  it  is  of  export  value.  Perhaps  this 
does  not  really  compare  with  any  otiier  industrial  centre 
in  any  other  part  of  the  country.  Having  said  that,  I 
do  not  feel  able  to  put  a proportion  on  these  two  things, 
but  I think  there  was  more  of  the  feeling  that  profit 
margins  were  not  good,  business  outlook  was  less  good, 
and  cautious  and  wefi-informed  businessmen  were  trying 
to  keep  their  houses  in  order  against  an  outside  market 
which  they  thought  was  rather  coming  unstuck.  There 
was  more  of  that  about  it  than  anything  else.  The  great 
virtue  in  tWs  business  was  the  publicity ; the  daily  press 
constantly  talked  about  the  difficulty,  and  the  community 
was  informed  that  it  was  necessary  for  the  banks  to  de- 
cline advances.  That  prevented  many  people  coming  who 
had  a very  good  case  to  put  had  they  come.  I am  sure 
publicity  had  a lot  to  do  with  it ; but  I think  that  the  larger 
proportion  was  the  outlook  for  future  business. — Mr. 
Furmston:  I would  place  publicity  first.  We  have  ex- 
perienced since  the  credit  restrictions  were  lifted  an 
absolute  avalanche  of  applications  for  money  for  quite 
substantial  amounts,  and  trade  has  riot  changed  all  that 
much  in  the  meantime.  About  September  1957  people 
did  stop  manufacturing  for  stock  to  an  excessive  extent, 
but  since  restrictions  were  lifted  it  has  been  the  general 
experience  of  banks  all  over  the  country  that  there  has 
been  a flood  of  applications  for  money.  As  to  the  pro- 
portions between  your  second  and  third  reasons,  it  must 
be  guesswork  to  some  extent,  because  every  cross-section 
of  every  branch  varies,  but  I would  put  it  in  the  ratio  of 
two  of  the  second  to  one  of  the  third. 

13018.  Professor  CairKcroJS:  Mr.  Clipsham,  given  the 
circumstances  in  your  area  you  would  not  have  been 
under  the  same  compulsion  to  reduce  customers  before 

September  1957  as  the  other  areas? Mr.  Clipsham: 

That  is  so. 

13019.  So  you  would  not  expect  Sir  Oliver  Franks’s  (2) 
to  be  as  important  in  your  area  as  in  some  other  areas? 

^No ; but  it  is  stiU  an  industry  which  is  very  easily 

affected  by  the  cold  winds  that  blow.  I had  constant 
discussions  with  managing  directors  and  the  like  of  the 
motor  companies,  and  they  were  apprehensive. 

13020.  That  is  Sir  Oliver  Franks’s  (3)? ^Yes. 

13021.  Did  you  have  a substantial  run  down  in  ad- 
vances in  the  first  nine  months  of  1957? — ^ — I would  not 
have  said  so. 

13022.  Chairman ; May  we  pass  on  to  Question  77— — 
I have  something  to  say  here  which  I think  is  of  para- 
mount importance,  and  I think  every  practising  bank 
manager  in  the  land  would  wish  it  to  be  said.  One  of  the 
earliest  effects  of  restriction  was  to  cause  the  larger 
units  and  companies  in  this  country  to  seek  extension  of 
credit  for  money  which  they  owed  to  trade  creditors. 
In  its  simplest  terms  whereas  they  paid  on  a monthly 
baas  they  now  sought  to  extend  that  period  to  seven 
or  eigbt  weeks.  Inevitably,  corning  through  the  system, 
the  small  trader  and  the  small  manufacturer  felt  it  rnore 
hardly  because  with  less  money  to  run  his  job  he  had  to 
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wait  longer  to  get  payment.  He  had  to  come  to  the 
bank.  Tlie  bank  was  as  tolerant  and  easy  as  it  could 
possibly  be,  but  even  so  he  suffered  more  than  the  larger 
business.  The  banks  went  out  of  their  way  to  try  to  make 
it  as  reasonably  easy  for  that  man  as  they  could  possibly 
do ; but  nevertheless  to  your  direct  question  the  answer 
is  yes,  the  medium  and  small  businesses  were  at  a dis- 
advantage. They  were  not  at  a disadvantage  in  respect  of 
rates  of  interest ; but  they  were  certainly  at  a disadvantage 
in  their  ability  to  find  and  make  use  of  other  sources  of 
finance,  because  as  time  went  on  the  supply  was  less  and 
they  were  in  a less  good  bargaining  position,  I would 
thi^. 

13023.  Professor  Sayers:  This  is  all  a matter  of  what 

happened  among  your  own  customers? Yes.  I am  not 

speaking  of  any  other  things  except  my  many  customers 
and  the  filings  I have  had  to  handle ; I have  not  only  seen 
them  but  been  in  the  awkward  position  of  having  to  make 
some  justice  out  of  them. 

13024.  The  question  was  whether  the  bank  could  tide 

the  small  man  throu^? Mr.  Clipsham:  Yes.  In  the 

terms  of  the  restrictions  there  was  no  reason  why  they 
should,  but  we  id  try  to  exercise  that  measure  of  under- 
staning.  The  manager  knew  the  reason  for  this,  and 
knowing  the  reason  be  tried  to  get  his  head  office  to  agree 
to  a course  to  which  perhaps  they  would  not  otherwise 
have  agreed. — Mr.  Barraclough : With  r^ard  to  treatment 
by  the  banks  under  the  terms  of  the  directive  there  was 
no  differentiation ; in  that  way  the  small  businesses  did 
not  suffer.  As  regards  rates  of  interest,  obviously  the 
small  man  on  his  small  turnover  feels  it  just  a little  more 
than  does  the  large  business,  but  not  materially.  In  the 
ability  to  find  and  make  use  of  other  sources  of  finance 
the  small  man  definitely  suffers.  But  I cannot  too  strongly 
stress  the  point  made  by  Mr.  Clipsham,  which  had  he  not 
mentioned  I should  have  done.  It  was  a feature  of  the 
whole  period  of  credit  restriction  that  people  attempted 
to  remain  as  liquid  as  they  possibly  could ; it  was  a 
natural  tendency.  The  larger  businesses  could,  not  by 
arrangement  but  merely  by  delaying  payment,  take  more 
credit,  and  they  did.  That  was  automatically  passed  on, 
and  ultimately  it  was  the  small  man  who  felt  the  con- 
sequence in  that  way.  I had  many  approaches  from 
smMl  people  who  woidd  say  that  some  big  concern  was 
late  in  paying.  They  would  say:  “They  are  as  good  as 
the  Bank  of  England.  I do  not  want  to  say  or  do  any- 
thing about  it  because  I do  not  want  to  offend  them,  but 
it  does  put  me  in  a ffifficulty.”  That  was  the  main  cause 
of  the  difficulty  of  the  small  businessman. 

13025.  Could  you  put  a rough  date  on  the  time  in 
which  you  first  began  to  feel  this  about  the  small  man 

being  squeezed  to  the  waU  creditwise? Mr.  Clipsham : 

It  was  quite  an  early  development  I can  quote  a case, 
without  names,  of  a very  well  known  concern,  the_  chair- 
man of  which  met  his  iprincipal  execmtives  some  time  in 
1955  or  early  1956,  early  in  the  period  of  restriction,  and 
said:  “We  have  seen  fiiis  development  happen  before. 
This  time  we  are  going  to  be  prepared.  We  are  going  to 
maintain  liquidity.  We  are  going  to  do  this,  that  and  the 
other,  and  we  shall  take  a longer  period  in  paying  our 
normal  trade  debts.”  I could  quote  many  other  cases 
where  the  same  process  was  brought  into  effect  about 
the  same  time. — Mr.  Barraclough : It  was  when  there  was 
a realisation  that  the  period  of  credit  restriction  was  not 
going  to  be  very  short,  but  was  likely  to  go  on. 

13026.  Professor  Cairncross:  You  have  given  us  the 
impression  that  almost  any  type  of  small  firm  might  be 
subject^  to  tins.  Such  figures  as  we  have  show  that 
public  companies  were  on  the  whole  giving  rather  than 
receiving  trade  credit  over  this  period.  Would  it  be  your 
impression  that  it  would  be  merely  the  small  retailer  or 
the  lymp-li  manufacturer,  or  would  it  'be  small  enterprises  in 

each  sector  who  might  be  placed  in  this  position? 

I would  say  that  it  applied  universally,  but  obviously 
it  would  be  felt  a little  more  keenly  by  the  small 
manufacturer. 

13027.  Chairman:  Although  he  would  be  in  many 
cases  a subcontractor.— ?ro/ewor  Cairncross:  The  small 
manufacturer  would  not  be  a public  company?-— 
Mr.  Barraclough:  No,  not  a public  company.— Mr. 
Clipsham:  Coventry  depends  on  a dozen  or  so  large 
concerns  but  their  product  is  dependent  upon  the  many 
hundreds  of  sraaUer  and  yet  smaller  concerns  who  pro- 
duce for  them.  It  may  weU  be  that  one  of  these  smal 
concerns  of  twenty  or  twenty-five  men  m a very  small 
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workshop  is  making  a tiny  bit  of  brass  of  a peculiar  ^ape, 
without  which  neither  the  Jaguar  nor  the  Thor  rocket 
can  operate,  though  it  is  somei^ng  which  fiie  big  concern 
cannot  or  does  not  undertake  itself.  These  people  are 
subcontractors,  but  vital  subcontractors ; they  were  file 
people  who  felt  this  pressure,  with  whom  I was  dealing. 
There  are  more  of  this  type  of  person  in  Coventry  than 
retailers  and  cxmimercdal  people.  You  may  say : “ If  fiiat  is 
so,  and  if  the  product  was  something  essential  to  the 
major  thing  and  that  had  the  blessing  of  the  country, 
then  why  did  you  not  find  everything  that  was  needed?  ” 
I must  remind  you  of  what  I said  earlier  on ; as  a business- 
man I have  to  live  with  my  community  afterwards,  and  I 
dare  not  ^ow  preferential  treatment ; my  customers  large 
and  small,  my  buaness  friends,  must  remain  so.  Whether 
in  the  case  of  what  is  desirable  or  not  desirable  they  bad 
to  be  treated  oo  the  same  baas. 


13028.  Mr.  Jones:  Were  these  advances  sought  more 
in  terms  of  working  capital  requirements  or  fixed  asset 

requirements  or  both? 1 would  not  pay  much 

attention  to  the  fixed  asset  at  this  time.  It  was  working 
capital  to  ca^  them  on  that  was  required,  to  meet  an 
existing  position  in  raw  material,  wages,  overheads,  and 
the  like.  We  were  not  aware  at  that  time  bow  long  tlus 
was  going  on  for ; it  was  not  a case  where  a customer 
could  say  that  it  was  for  a certain  period,  and  all  would 
be  well  at  the  end  of  that  time. 


13029.  Chairman:  Where  do  you  stand  on  this,  Mr. 

Furmston? Mr.  Furmston:  I rather  differ  from  my 

coUeagues,  because  I think  the  small  man  was  stretching 
his  credit  as  much  as  he  could.  I did  not  get  a lot  of 
experience  of  the  Ng  giants  not  paying  up.  If  you  wish 
to  fix  a date,  I would  say  that  it  was  in  early  1956  that 
this  tendency  started  of  saying : “ We  have  had  a month's 
credit ; we  will  now  take  two  ”.  I agree  that  we  helped 
the  small  man  as  much  as  ever  we  could.  Bank  managers 
are  given  certain  discretions  and  within  those  discretions 
we  helped  the  small  man  all  we  could.  I am  not  sure 
that  the  one  that  did  not  feel  it  the  most  was  the  medium- 
sized  firm.  He  had  neither  the  access  to  other  money 
which  larger  firms  had,  nor  this  very  sympathetic  under- 
standing which  was  extended  to  the  small  man. 


13030.  Professor  Cairncross:  In  the  case  of  the  sub- 
contractors that  Mr.  Clipsham  mentioned  to  us  they  were 
presumably  not  prevented  in  the  end  from  carrying  on 
with  their  business.  How  did  they  get  the  necessary 

finance? Mr.  Clipsham:  The  answer  to  that  reaUy 

ought  to  be;  “Heaven  knows.”  They  did  not  go  to  a 
specific  place  for  a specific  amount  of  money.  ^ I say, 
they  had  our  sympafiiy ; we  sometimes  did  things  that 
perhaps  we  shoffid  hardly  have  done  in  the  light  of  our 
directions.  We  id  all  the  things  which  are  open  to  us 
in  our  job  and  by  our  personal  contact  with  different 
people  to  try  to  ease  them  over  the  stile.  I think  that  that 
is  really  bow  it  was  done. — Mr.  Barraclough : Many  of 
these  small  people  were  assisted  on  a purely  temporary 
basis  wifiiout  any  agreed  arrangement  at  all.  They  would 
merely  come  along  and  ask  for  temporary  assistance  until 
they  received  a certain  specific  payment  which  they  were 
expecting. — Mr.  Furmston : That  is  what  I meant  when  I 
was  talking  about  our  discretion. 

13031.  Chairman:  Is  there  anything  you  would  like 

to  say  on  question  8? 1 think  we  have  covered  it.  It 

was  not  and  never  has  been  disregarded  in  competent 
planning,  but  it  did  not  have  the  importance  that  one 
would  have  expected  it  to  have. 

13032.  And  question  97 Mr.  Furmston  : There  was 

certainly  a noticeable  tendency  to  move  from  current  to 
deposit  account ; not  so  much  back  in  the  other  direction. 
—Mr.  Barraclough:  Not  only  did  they  tend  to  stay  there, 
but  ffiey  are  still  there. 


13033.  Professor  Sayers:  In  spite  of  the  3 per  cent, 
fall  in  the  rate? Mr.  Furmston : Definitely. 

13034  They  have  become  more  interest  conscious,  1 

suppose? Mr.  Furmston:  Yes.— Mr.  Barraclough: 

The  high  rate  drew  the  attention  of  the  public  to  the 
existence  of  deposit  accounts  and  monies  were  transferred, 
the  bulk  of  which  have  not  yet  come  back.  I do  not 
suppose  they  ever  wiU.— Mr.  Furmston : We  have  had  ffie 
worst  of  both  worlds,  because  they  moved  it  to  get  the 
5 per  cent.,  but  they  have  not  moved  it  back  now  to  the 
current  account.  On  the  other  hand,  during  the  hnef 
period  when  the  bankers’  deposit  rate  was  5 per  cent,  we 
probably  retained  deposits  which  would  in  the  ordinary 
3M4 
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way  have  gone  to  building  societies ; they  are  now  going 
to  building  societies  because  our  rate  is  back  to  2 per  cent. 
— Mr.  Clipsham:  As  a trading  community  we  are  very 
subject  to  habit.  I am  sure  that  a lot  of  the  money  which 
was  put  on  deposit  will  be  left  fliere  because  it  has 
become  a habit  to  have  something  there ; people  will  not 
think  that  now  that  the  rate  has  fallen  it  is  hardly  worth 
having  it  there. 

' 13035,  It  is  not  just  a matter  of  transferring  back ; 
people  who  happen  to  be  accumulating  rather  a lot  on 
current  account  are  transferring  it  to  deposit  account? 

— Mr.  Furmston : Yes. — Mr.  Barraclough ; They  have 
become  deposit  account  conscious. 

13036,  Chairman-.  Then  Question  10? lilfr. 

Furmston : There  was  a very  noticeable  tendency, 

particularly  in  respect  of  Treasury  Bills,  with  the  larger 
concerns. 

13037.  You  would  say  the  larger  concerns? Mr. 

Furmston : Yes,  the  medium  concerns  did  not  bother  with 
Treasury  Bills.  It  has  to  be  a lot  of  money,  with  the 
minirmnn  of  £5,000. — Mr.  Barraclough : I would  say  that 
that  was  more  evident  during  1955-56,  when  there  was  a 
greater  margin  there  between  the  Treasury  Bill  rate  and 
the  deposit  rate,  than  later.  It  is  amazing  bow  quickly 
the  public  in  a position  to  invest  notices  these  margin^ 
rates.  Since  then  ttiat  has  eased  off  and  it  would  not  be 
true  to  say  that  monies  invested  in  1955-1956  in  Treasury 
Bills  have  been  re-invested  and  are  still  in  Treasury  Bills. 

13038.  You  think  that  they  have  formed  a habit  of 
comparing  rates  and  moving  accordingly? Mr. 


Barraclough : Yes.— Mr.  Clipsham : In  respect  of  Treasury 
Bills. 

13039.  You  think  that  they  are  now  alive  to  the  ad- 
vantage of  doing  it  if  the  occasion  arises? Mr. 

Clipsham : indeed  I do. — Mr.  Furmston : They  are  not 
doing  to  the  same  extent.  1955  was  die  time  when  it 
became  evidenit ; money  vr&s  almost  ibynpassiog  ois. 

13040.  Professor  Sayers:  Do  they  do  it  all  through 
you? ^They  tend  to. 

13041.  You  have  not  noticed  any  making  of  connections 
with  the  London  discount  houses? ^No. 

13042.  Professor  Cairncross:  Did  you  find  any  other 
form  of  short-term  investment  than  the  Treasury  BiU 
coming  into  favour  at  the  time,  competing  with  the  banks? 

Mr.  Furmston : There  was  a tendency  for  people  to 

go  to  some  of  these  hire  purchase  people  who  were 
advertising  7 per  cent,  on  deposits. — Mr.  Clipsham : They 
still  are.  There  is  a lot  of  money  going  into  the  hire 
purchase  companies. 

13043.  Local  authorities? ^A  bit,  but  not  so  much 

as  one  might  imagine. 

13044.  Did  you  notice  any  movement  by  private 

customers  into  Treasury  Bills? Mr.  Clipsham : I did 

not. — Mr.  Barraclough:  I did,  from  the  private  persons 
who  were  in  a position  to  take  advantage. 

Chairman : I think  that  completes  our.  questions.  Thank 
you  very  much,  gentlemen ; we  have  had  a very  interesting 
time, 


(Adjourned  until  Friday,  23rd  January,  1959,  at  10.45  a.m.) 
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Professor  A.  K.  Cairncross,  C.M.G. 
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C.B.E. 

W.  E.  Jones,  Esq.,  O.B.E. 

Professor  R.  S.  Savers,  F3.A. 


Sir  Reginald  Vkrdon  Smhh  (Questions  13207  to  13268 
only) 

George  Woodcock,  Esq.,  CJB.E. 

Sir  John  Woods,  G.C.B.,  M.V.O. 

Mr.  R.  T.  Armstrong,  Secretary 
Mr.  G.  Penrice,  Statistical  Adviser 


The  following  list  of  points  for  discussion  was  sent  to  the  witnesses  before  the  sitting: 


1.  Techniques  of  control  of  bank  lending,  in  the  light  of  the 
introduction  of  the  special  d^osit  scheme. 

2.  The  banks’  connection  with  hire  purchase,  in  the  li^t  of 
the  acquisition  by  many  of  the  banks  of  interests  in 
finance  houses. 

3.  “ Personal  loans  ” schemes,  and  their  consequences  for  the 
banks. 

4.  The  possible  extension  of  simplified  current  banking 
arrangements,  in  the  light  of  the  Midland  Bank’s  intro- 
duction of  a " personal  cheques  ” scheme  and  of 
continental  experience  with  postal  “ giro  ” systems,  and 
the  consequences  for  the  hanks. 

5.  The  views  of  the  banks  on  the  requirements  of  short, 
medium  and  long-term  credit  for  agriculture  and  the 
banks’  capadty  to  meet  those  requirements. 

6.  How  far  could  the  banks  avow  a policy  of  making  term 
loans  to  industrial  concerns  (wd  indeed  to  farm^)? 

7.  The  banks’  present  and  future  policy  with  regard  to 
I.C.F.C.;  in  particular — 

(i)  Will  further  finance  for  I.C.F.C.  (if  and  when 
required)  come  from  the  shareholders  or  is  it  now 
suitable  that  it  should  be  raised  outside? 

(ii)  Is  the  banks’  loan  finance  to  be  treated  by  the 
I.C.F.C.  as  short  term  or  long  term  money? 

(iii)  Are  the  present  restrictions  as  to  the  maximum  and 
minimum  scale  of  operations  due  for  adjustment? 


8.  Questions  relating  to  statistics: 

(i)  Whether  it  would  be  possible  to  publish  in  future 
a quarterly  analysis  of  gross  deposits  (or  at  least  to 
publish  regularly  sudi.  figures  as  would  shew 
deposits  of  companies). 

(ii)  Whether  it  would  be  possible  to  publish  in  future 
quarterly  figures  of  net  cash  transactions  in  gilt- 
rfged  securities  and  holdings  of  gilt-edged  securities 
(shewing  under-five-year  and  over-five-yeai  bonds 
s^arately). 

(iii)  Whether  it  would  be  possible  to  publish  in  future 
quarterly  (or  monthly)  figures  relating  to  overseas 
business,  in  particular — 

deposits  of  non-residents, 
gilt-edged  securities  held  for  overseas  banks, 
sterling  bills  held  on  non-resident  account, 
advances  to  non-residents. 

(iv)  Whether  the  banks  would  see  any  objection  in 
principle  to  the  Inland  Revenue  or  the  Central 
Statistical  Office  publishing  aggregate  figures  of 
profits  earned  by  banks  as  a group,  on  the  basis 
of  figures  extracted  from  Inland  Revenue  records. 
At  present  such  figures  are  published  for  the 
banking,  insurance  and  finance  sector  as  a whole. 

(v)  Whether  it  would  be  feasible  for  the  clearing 
banks’  monthly  statement  to  give  figures  for 
banking  offices  within  the  U.K.  rather  than  for 
banks  as  a whole. 


D.  J.  Robarts,  Esq.,  Chairman,  A.  W.  TuKB,  EsQ.,  and  A.  D.  Chesterfield,  Esq.,  representing  the  Committee  of  London 
Clearing  Bankers,  called  and  examined 


13045.  Chairman:  Mr.  Robarts,  I have  been  able  to 
give  you  a list  of  the  various  heads  under  which  we 
would  like  further  help  from  you.  I think  it  would  be 
simplest  if  we  took  tiTem  in  the  order  in  which  they  appear 
on  that  Ust.  May  we  start  with  point  11— Professor 
Sayers:  In  our  discussion  a year  ago*  you  disclosed  the 
disadvantages  of  the  system  of  control  which  was  then 
iu  operation  very  clearly.  We  have  now  this  provisional 
new  system  of  • special  deposits  which  was  established 
after,  I understand,  quite  substantial  discussion  with  your- 
selves, so  that  you  will  have  considered  yourselves  how 
this  compares  with  the  old  system.  Am  I right  in  thinking 
that  it  has  the  advantage,  as  compared  with  the  old  system, 
that  it  does  not  to  file  same  degree  blunt  competition 

between  the  banks? Robarts:  It  has  never  been 

worked  yet,  and  so  we  have  no  practical  experience  of 
what  would  happen;  but  I would  say  that  in  general 
that  would  be  correct,  that  its  advantage  is  that  within 
the  restrictions  which  this  would  impose  on  our  liquidity 
we  can  manage  our  aSairs. — Mr.  Take:  We  dislike  it  less 
because  it  is  general  and  not  particular ; it  operates  on 
the  credit  base  as  a whole,  rather  than  telling  us  that 
we  shall  not  lend  money  to  this  class  of  customer  or 
that.  • _j 


• See  Minutes  of  Evidence  Qns.  3523  to  4000. 


13046.  From  your  own  point  of  view  do  you  see  any 
other  advantages  in  it  as  compared  with  the  other  system? 

Mr.  Robarts:  Of  course  we  dislike  any  of  these  things, 

and  the  situations  which  cause  them  to  be  used,  which 
iu  our  view  are  avoidable.  Within  that  I think  that  what 
we  have  said  probably  covers  the  main  advantage. 

13047.  Chairman : When  you  say  you  dislike  all  these 
things  I am  not  sure  how  far  that  goes.  You  are  not 
saying  that  the  authorities  should  not  have  power  through 
operations  to  influence  action  taken  by  the  banks  in  the 
use  of  their  own  resources?- — ^No,  I am  not  saying 
ffiat. 

13048.  It  is  on  the  particular  method  of  doing  it  that 
your  criticism  would  be  concentrated? ^Yes. 

13049.  Professor  Sayers:  Your  attitude  is  summed  up 
in  Mr.  Tube’s  phrase  that  this  is  a system  you  dislike 
least? ^Yes. 

13050.  Mr.  Woodcock:  Did  not  Mr.  Tuke  say  in  his 
annual  statement  that  to  operate  this  fairly  between  one 
bank  and  another  might  prove  difficult  if  not  impossible? 

Mr.  Tuke : 1 am  perhaps  drawing  on  my  imagination 

a littie;  but  also  remembering  certain  things  the  Governor 
said  when  he  told  us  about  this.  Let  us  suppose  that 
the  authorities  take  the  view  that  there  is  too  much 
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liquidity  in  the  system,  and  that  therefore  we  might  be 
tempted  to  lend  money  too  freely ; if  the  liquidity  ratio 
of  the  banks  as  a whole  was  34  per  cent,  and  Aey  thought 
it  ought  to  be  32  per  cent,  they  would  make_  a call 
of  2 per  cent,  of  special  deposits.  That  might  be  right  for 
the  banks  as  a whole.  One  bank  might  be  at  35  per 
cent.,  and  could  find  it  easily ; another  might  be  at  33 
per  cent.,  and  could  find  it  less  easily ; another  might  be 
at  31  per  cent.,  and  not  know  where  to  find  it. 

13051.  It  would  be  a general  provision? Mr. 

Robarts:  I understood  that  from  my  conversations  with 
the  Governor  of  the  Bank  at  the  time. 

13052.  Would  that  make  it  impossible?  On  Mr.  Tuke’s 
assumptions  that  might  be  said  to  be  unfair  as  betwcOT 
one  bank  and  another,  and  he  said  that  to  operate  it 
fairly  as  between  one  bank  and  another  might  prove 

difficult,  if  not  impossible? Mr.  Tuke:  On  the 

hypothesis  fiiat  .the  authorities  are  going  to  insist  on  deatog 
with  the  banks  as  a whole,  I do  not  see_  how  it  is  possible 
for  it  to  be  equally  fair  to  the  bank  with  35  p«  cent,  in 
liquid  assets  and  the  bank  with  33  per  cent. 

13053.  One  of  the  great  problems  in  the  next  few  years 
is  the  maturing  of  Government  debt.  Tha^s  always 
likely  to  create  a difficult  liquidity  situation.  This  womd 
be  one  way  for  the  Government  to  deal  with  it.  Another 
would  be  cutting  Government  expenditure.  Are  you  sug- 
gesting that  ffie  Government  should  have  no  option,  that 
they  should  have  one  way  of  dealing  with  the  matter  and 

not  another? Mr.  Robarts:  I was  not  making  any  such 

suggestion. 

13054.  Professor  Sayers:  In  your  discussions  with  the 
authorities  did  you  consider  seriously  any  other  of  the 
alternative  techniques  of  control?  For  instance,  dm  you 
consider  in  those  discussions  die  possibility  of  control  or 

the  ratio  of  advances  to  deposits? Mr.  Take:  piese 

were  not  discussions  in  the  sense  that  you  mean.  We  did 
not  debate  the  various  alternatives  and  eventually  agree 
on  this  one.  We  were  told  that  this  was  what_  was 
proposed,  and  allowed  to  express  our  views,  but  it  all 
happened  in  twenty  minutes.  We  id  not  discuss 
alternatives. 

13055.  If  the  choice  were  open  to  you,  what  would 
be  your  reaction  in  terms  of  least  dislike  to  the  alter- 
native technique  of  restricting  the  ratio  of  advances  to 

deposits? Mr.  Robarts : We  would  prefer  the  special 

deposit  scheme. 

13056  Why’ Mr.  Robarts:  For  the  reason  which  I 

indicated  as  the  main  advantage  over  the  credit  squeeze 
which  this  method  commands:  tha.t  we  can  then  manage 
our  own  business  within  the  restriction  which  this  imposes. 
We  could  take  our  choice  as  to  how  to  meet  a call  tor 
special  deposUs.  If  we  had  a fixed  ratio  it  would  be  a much 
more  rigid  affair.— Mr.  Tuke:  Again,  we  would  prefer 
the  general  to  the  particular. 

13057  That  leads  me  to  another  question,  in  wUch 
[ look  at  it  from  the  point  of  view  of  the  authorities 
seeking  to  attain  certain  ends.  In  the  iinposition  of  a 
plan  of  this  kind  the  authorities  might  be  seeking  to 
influence  your  behaviour  in  a particular  direction  and  it 
might  therefore  be  important  to  know  what  you  mean 
bv^retaining  this  freedom  of  action.  What  would  you 
do  if  at  the  present  time  there  was  a call  for  some 

hundreds  of  millions  in  special  deposits? Mr.  Robarts: 

The  first  thing  we  would  do  would  be  to  adopt  a muen 
more  restrictive  lending  policy.  We  should  have  to  make 
loans  less  freely.  If  that  did  not  enable  us  to  build  up 
our  liquidity  sufficiently  to  make  this  deposit  then  we 
would  have  in  the  first  place  not  to  renew  maturing 
Government  securities,  and  beyond  that  possibly  to  sen 
some  Government  securities. 

13058  You  are  putting  it  that  the  first  impact  would  be 
on  your' lending.  Last  year  we  were  givp  the  impression 
that  the  first  reaction  would  be  to  strengthen  your  position 
S reducing  your  holding  of  the  shortest  Government 

securities? Mr.  Chesterfield:  That  had  not  anything  to 

do  wiffi  ffie  special  deposit  scheme  at  that  time. 

13059  This  was  a reaction  to  any  measure  of  this  kind, 

not  to  specific  measures? Mr.  Tuke;  We  should  be 

bound  to  be  more  restrictive  in  our  lending,  but  if  we 
had  a Government  security  falling  due  m the  next  month 
or  the  month  after,  that  would  help  us  out 


13060.  This  is  the  important  point:  the  immediate  re- 
action would  be  to  take  a more  restrictive  attitude  to  any 

lending  to  customers? Mr.  Robarts : To  fresh  lending  ; 

we  should  not  call  in  loans  except  as  a last  resort. 

13061,  If  this  is  the  first  reaction,  what  would  be  your 
objection  to  the  alternative  system  of  imposing  a ratio 
of  advances  of  deposits,  which  would  obviously  have 

a very  direct  impact  on  your  attitude  to  lending? 

Mr.  Robarts:  It  would  be  a more  rigid  system,  and  I 
think  you  would  find  that  in  practice  it  would  put  the 
banking  system  into  a very  difficult  situation.  Certain 
advances  have  to  be  made  for  the  good  of  the  economy  ; 
if  we  were  right  up  to  the  prescribed  ratio,  short  of  getting 
more  deposits  (which  we  cannot  just  get  when  we  want 
them)  we  could  not  make  the  advances. — Mr.^  Tuke: 
Again,  I dislike  getting  orders  from  however  high  and 
wise  a source  as  to  precisely  how  I am  to  do  my  business. 

I would  much  rather  have  a certain  amoimt  of  money, 
and,  if  my  resources  are  diminished,  be  allowed  to  decide 
myself  what  I do  about  it 

13062.  You  would  have  that  liberty  anyway  if  the  ratio 
of  advances  of  deposits  were  fixed.  You  would  know 
just  as  you  know  now  that  there  are  some  advances 
which  must  be  made  to  keep  the  business  of  the  country 
going  and  you  would  allow  for  that.  You  would  be 
more  particular,  more  cautious  in  making  any  other  loans 
because  of  the  necessity  of  keeping  those  loans  going. 
Surely  that  would  be  equally  true  under  that  system  and 

under  the  system  of  special  deposits? ^Does  not  your 

proposal  seem  to  depend  on  the  unreal  hypothesis  that 
we  make  all  our  advances  afresh  every  morning? 

13063.  I do  not  think  so.  May  I put  my  question 
another  way.  The  special  deposit  system  gives  you  the 
option  of  fortifying  yourselves  by  selling  your  very  short 
Government  paper.  I thought  from  last  year’s  discussions 
that  is  how  in  fact  you  would  react ; but  now  you  say 

that  you  would  react  the  other  way? Mr.  Robarts: 

It  is  very  difficult  to  be  pinned  down  exactly  to  that, 
because  clearly  if  one  had  a Government  security  maturing 
just  at  that  time  one  would  use  those  proceeds  as  a 
matter  of  normal  business  to  make  one’s  special  deposit. 

13064.  So  the  composition  of  your  portfolio  would 
affect  the  degree  of  restriction  that  you  impose  on  the 

making  of  new  advances? Yes,  I ^nk  it  would, 

13065.  Chairman:  Why  would  you  turn  particularly 
to  restricting  future  advances  rather  than  turning  to  the 
short-term  bond  market  or  indeed  for  that  matter,  if  the 
market  was  sustainable,  the  medium-terra  bond  market? 

If  we  were  restricted  we  should  have  to  impose  a 

restrictive  attitude.  There  are  certain  advances  which 
one  would  hesitate  considerably  before  making  in  those 
conditions.  One’s  attitude  would,  I admit,  be  influenced 
by  the  structure  of  one’s  portfolio  and  the  state  of  the 
gilt  edged  market.  The  things  all  go  together ; it  is 
difficult  to  put  them  in  an  order. 

13066.  Professor  Cairncross:  You  gave  us  the  impres- 
sion a year  ago  that  the  proportion  of  your  assets 
which  took  the  form  of  advances  was  abnormally  low? 
At  that  time  it  was. 

13067.  And  presumably  still  is  in  the  sense  that  the 
disparity  between  the  old  pre-war  proportion  and  current 

proportion  is  very  wide? ^Yes. 

13068.  The  impression  left  with  us  was  that  if  you 
were  free  you  would  make  a steady  and  progressive 
increase  in  that  ratio.  I accept  the  point  that,  if  your 
portfolio  was  so  constructed  that  it  was  difficult  to  cash 
some  of  your  bonds,  you  might  have  to  adopt  a restric- 
tive attitude  towards  advances.  But  you  also_  left  the 
impression  that  you  had  short-dated  bonds  which  could 
be  sold  without  involving  a substantial  loss.  Would  it 
in  those  cxinditions  still  be_  true  that  you  would  need 
to  adopt  a restrictive  attitude  to  advances?  ~Mr. 
Robarts'  It  would  very  much  depend  on  the  conditions 
then  ruling.— Mr.  Tuke:  There  is  a distinction  to  be 
made  between  allowing  Government  securities  to  mature 
and  selling  then.  If  it  comes  to  selling  them,  there  is 
really  only  one  buyer,  and  that  is  the  Gove^ent 
broker.  The  very  short  bonds  can  be  sold  to  the  dis- 
count market,  but  if  one  has  to  go  on  to  three,_  four 
and  five  year  bonds  and  the  Government  broker  is  not 
prepared  to  take  them,  one  will  not  sell  them. 
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13069.  Would  it  be  your  policy  to  fortify  yourselves 
against  the  possibility  of  special  deposits  b^g  called 
for  by  holding  a larger  proportion  of  short-dated  bonds 

than  you  would  otherwise  wish  to  do? Mr.  Robarts: 

I do  not  think  that  this  influences  the  policy  of  the 
National  Provincial  Bank  at  all.  We  have  always  believed 
in  holding  a short-dated  portfolio  with  a short  average 
(^te,  and  we  still  do. — Mr.  Chesterfield-.  The  introduc- 
tion of  this  scheme  has  made  me  wish  to  keep  even 
shorter  than  I was  previously. 

13070.  Does  it  mean  that  you  would  resist  more 
strongly  a move  to  return  to  something  nearer  the  pre- 
war maturity  distribution  of  Government  investments? 
— —Mr.  Robarts:  The  National  Provincial  Bank’s  port- 
folio of  gilt-edged  securities  was  not  much  longer  before 
the  war  than  it  is  now  ; 1 could  not  ^>eak  for  odier  banks. 
—Mr.  Tuke:  I would  not  like  to  answer  that  without 
notice. — Mr.  Robarts:  I should  say  that  in  general  the 
policy  is  the  same. 

13071.  Professor  Sayers:  I thought,  and  you  very 
much  confirmed  this  in  what  you  said  here  last  year, 
that  you  considered  that  your  first  duQf  and  your  first 
commercial  interest  were  to  lend  to  your  customers  to 
meet  their  requirements,  and  that  yoiu  portfoho  of  short 
Government  bonds  was  there  under  present  circum- 
stances to  give  you  freedom,  in  the  absence  of  Govern- 
ment restriction,  to  lend  to  your  customers,  and  that 
you  hoped  that  you  would  have  opportunities  to  lend 
more.  Indeed,  reading  the  anuu^  statements  of  the 
Chairman,  I detected  a note  of  rejoicing  that  there 
seemed  to  be  a demand  for  more  advances.  Yet  you  say 
that  if  you  were  put  in  this  position  of  particular  tightness 
your  first  reaction  would  be  not  to  make  new  advances? 

Mr.  Chesterfield:  We  are  supposing  that  this  new 

scheme  for  controlling  lending  has  been  brought  into 
operation.  In  those  circumstances  our  advances  ratio 
would  presumably  be  veij  much  higher  than  it  is  even 
today,  _ because  the  deposit  scheme  would  not  come  into 
operation  unless  that  were  so  or  unless  there  was  a likeli- 
hood of  its  becoming  so. — Mr.  Tuke:  If  this  special 
deposit  scheme  is  tised  rightly,  there  is  a presumption 
that  there  is  an  inflationary  situation  which  ought  to  be 
checked.  That  is  the  time  when  we  ought  to  be  check- 
ing the  making  of  new  advances,  especially  for  certain 
not  very  important  purposes. 

13072.  If  you  take  the  line  that  the  circumstances 
would  in  any  case  call  for  a restriction  of  advances, 
then  what  is  your  objection  to  restriction  of  the  ratio 

of  advances  to  deposits? ^Fairness  between  hank  and 

bank.  One  bank  at  the  moment  might  have  35  per  cent., 
another  30  per  cent.  If  the  authorities  fixed  33  per  cent, 
as  the  maximum,  one  bank  would  be  in  great  difBculty 
while  the  other  would  not. 

13073.  Do  not  questions  of  fairness  between  banks 
arise  under  any  of  these  systems,  in  one  form  or  another? 

But  there  is  much  more  commonly  a wide  range 

of  variation  between  the  banks  on  their  advances  ratio. 

13074.  Is  there  not  also  variation  between  the  banks 

in  their  liquidity  ratio? Mr.  Chesterfield:  Yes,  but  it 

would  probably  generally  be  all  very  much  the  same 
at  any  given  make-up  date.— -A/r.  Robarts:  The  special 
deposit  scheme  includes  a provision  that  if  any  given  bank, 
having  met  its  special  deposit  account,  then  has  an  urgent 
and  necessary  demand  for  money,  it  can  get  a release. 

13075.  Chairman:  At  discretion? ^At  the  discretion 

of  the  Bank  of  England. 

13076.  Professor  Sayers:  The  same  discretion  could 
presumably  be  used  to  modify  any  other  system? — ^Yes. 

13077.  Chairman:  I think  that  deals  with  point  1, 
unless  there  is  anything  you  yourselves  would  like  to  add? 

Mr.  Robarts:  Only  to  draw  the  distinction  which  1 

may  have  failed  to  make  between  a restrictive  attitude 
and  a hard  and  fast  refusal  of  any  new  advances ; a 
system  which  necessitates  a restrictive  attitude  is  much 
to  be  preferred  to  one  which  enforces  a hard  and  fast 
refusal  of  any  new  advances. — Mr.  Tuke : Yes,  a restric- 
tive attitude  to  new  advances  of  a particular  type. 

13078.  But  at  the  end  of  the  question,  when  you  have 
considered  it,  you  do  not  feel  that  you  could  put  an 
order  of  priority  in  your  reactions  which  could  be  taken 
as  a general  proposition? Mr.  Robarts:  It  is  quite 


impossible ; one  has  to  consider  one’s  whole  position. — 
Mr.  Chesterfield:  Perhaps  our  attitude  recently  has  been 
coloured  by  the  fiction  that  it  is  always  possible  to  sell 
short-dated  gilt  edged  securities. 

13079.  Professor  Sayers:  By  the  fiction? Perhaps  I 

should  say  by  the  assumption. 

13080.  In  the  first  half  of  1955  the  banks  unloaded 
some  £200  million  of  their  bonds,  and  those  sales  were 
not  matched  by  Government  purchases.  I found  that 
episode  very  surprising,  because  bankers  had  always  told 
me  that  they  knew  quite  well  that  in  fact  they  could  not 
unload  huge  blocks  of  Government  securities  unless  the 

Government  would  buy,  and  yet  in  1955  it  happened? 

Over  the  last  two  or  three  months  it  has  been  quite 
imposstiile  to  sell  large  blocks  of  short-dated  securities. 

13081.  Except  when  the  Government  was  supporting 
it? ^Which  they  have  not  been. 

13082.  Do  you  remember  this  episode  in  1955? 

Frankly  I do  not.  So  much  happens  every  day  that  1 
should  mislead  you  if  I said  that  I remember  it 

13083.  What  is  the  advantage  of  holding  very  short 

bonds? Mr.  Chesterfield:  The  likelihood  of  being 

able  to  sen  them  is  ^eater  than  it  is  with  long  ones. — 
Mr.  Tuke:  In  the  ordinary  course  of  business  the  Govern- 
ment broker  is  normally  a willing  buyer  of  the  next 
maturity  so  that  it  can  organise  conversiotL  So  a 
bank  which  holds  some  of  the  next  maturity,  so  long  as 
it  has  any  left,  can  always  get  that  amount  of  money. 
When  that  has  gone,  then  it  is  at  the  pleasure  of  the 
Government  broker  whether  one  can  sell  or  not 

13084.  Professor  Cairncross:  Mr.  Chesterfield,  your 
discovery  of  the  fiction  has  not  prevented  you  from  stiU 
holding  short  bonds,  and  indeed  wanting  to  get  shorter  for 

fear  of  special  deposits? Mr.  Chesterfield:  No,  I 

certainly  do. 

13085.  Chairman:  May  we  come  to  point  2? — Pro- 
fessor Sayers:  hi  connection  with  the  banks’  interest  in 
hire  purdiase  companies  I notice  that  Mr.  Tuke  in  his 
annu^  statement  made  some  reference  to  the  policy  of  the 
hire  purchase  companies  in  bidding  for  deposits  longer 
than  seven  days  and  offering  higher  rates  than  the  banks’ 
deposit  rates.  I wondered  how  that  policy  is  to  be  re- 
conciled, if  it  is  to  be  reconciled,  with  what  Mr.  Tuke  told 
us  last  year  about  the  banks  not  wanting  to  bave  varied 
deposit  rates  for  varied  terms.  It  seems  to  me  that  in 
effect  they  are  now  going  to  bid  for  longer  term  deposits. 
Does  this  mean  that  the  view  you  took  a year  ago  when 

you  were  talking  to  us  has  been  changed? Mr.  Tuke : 

Barclays  have  not  got  a hire  purchase  subsidiary ; we  bave 
merely  got  an  investment  I do  not  think  that  it  suits 
the  business  of  a bank,  which  is  different  from  that  of  a 
hire  purchase  company,  to  pay  different  prices  for  deporits 
of  varying  date,  because  they  all  go  into  a common  pot 
and  are  treated  equally.  It  would  be  pacing  extra  money 
for  nothing.  A hire  purchase  company  obviously  has  to 
pay  a higher  rate  than  the  bant  pays,  because  otherwise 
the  money  would  go  to  the  bank. 

13086.  You  are  thinking  of  situations  in  which  the  hire 
purchase  companies  were  independent  companies.  Hire 
purchase  companies  are  now  owned  to  quite  a substan- 
tial degree  by  the  banks.  People  look  on  these  as  being 
as  safe  deposits  for  their  money  as  the  banks.  Is  it  not 

in  effect  another  door  to  the  bank  for  the  depositor? 

I do  not  think  so.  Depositors  bave  no  legal  right  to  come 
on  the  bank  if  the  hire  purchase  company  does  not  pay 
them.  It  might  suit  us  to  bail  them  out,  it  might  not. 

13087.  Do  you  think  the  public  is  likely  to  take  that 
attitude?  If  this  is  to  be  the  policy,  does  it  not  mean 

serious  competition  with  the  banks? Mr.  Tuke:  In 

principle  I would  rather  see  hire  purchase  companies, 
whether  subsidiaries  or  affiliates  of  banks  or  independent, 
finding  their  own  money  and  coming  back  on  their  banker 
for  temporary  finance  rather  than  have  what  amounts  to 
permanent  loans  from  their  banks. — Mr.  Robarts:  That 

is  our  policy  in  the  National  Provincial  Bank ; and  we  are 
the  only  bank  that  has  a 100  per  cent,  owned  subsidiary. 

13088.  Do  you  not  anticipate  that,  now  that  these  hire 
purchase  companies  are  very  publicly  linked  with  the 
banks,  people  are  going  to  regard  them  as  safe  deposi- 
tories in  a way  they  did  not  a couple  of  years  ago? 

Mr.  Tuke:  It  will  improve  their  credit,  of  course,  but  it 

is  not  quite  the  same  thing  as  the  bank. 
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13089.  Is  it  not  a serious  modification  of  theii  policy 

in  not  bidding  up  for  deposits? Mr.  Tuke ; I do  not 

'think  so. — Mr.  Robarts:  My  bank  regards  its  hire 

purchase  subsidiary  as  an  entirely  separate  business. 

13090.  Is  the  depositing  public  going  to  consider  it 
so?— — So  far  we  have  not  noticed  any  change. 

13091.  So  far  it  has  been  very  new,  but  a great  deal  of 
attention  has  been  drawn  to  the  fact  that  the  banks  have 
these  subsidiaries. — Mr.  Woodcock  : I thought  Mr.  Tuke 
made  that  point  in  his  speech.  Did  he  not  say  that,  even 
when  the  HnV  does  not  involve  the  moral  obligation  of  a 
parent  towards  its  subsidiary,  its  existence  wUl  help_  the 
hire  purchase  company  to  raise  money  from  the  public  at 
more  favourable  rates,  and  thus  to  offer  better  terms  for 

its  lending  business? Mr.  Tuke:  It  will  help  them  to 

get  credit.  Professor  Sayers  is  concentrating  on  the  period 
of  the  credit.  That  is  not  relevant  to  me. 

13092.  Professor  Sayers:  The  fact  is  that  you  are 

using  these  channels  to  bid  for  deposits  in  a way  you  said 
last  year  that  you  did  not  thiii  that  the  banks  were 

interested  in  bidding  for  deposits? ^The  banks  are  not 

bidding  for  deposits.  If  anything  they  are  losing  them. 

13093.  This  is  all  on  the  assumption  that  all  &at  has 
been  said  fails  to  convince  the  public  that  the  hire  pur- 
chase companies  are  now  very  definitely  linked  with  the 

banks.  Is  not  that  a very  big  assumption? It  is  true 

that  some  of  the  hire  purchase  companies  are  now  linked 
with  the  banks,  and  the  public  knows  that ; but  that  does 
not  mean  that  the  banks  are  looking  about  for  a back 
door  to  get  money  on  long  term  and  to  pay  extra  for  it 
The  hire  purchase  companies  taking  deposits  directly  from 
the  public,  whether  on  higher  rates  or  whethCT  on  long 
term  or  not,  in  fact  take  a deposit  which  might  otherwise 
come  to  us.  How  do  we  like  that?  On  the  ground  that 
we  want  at  all  costs  to  get  as  many  deposits  as  we  can,  I 
do  not  tbink  that  we  would  like  it,  but  I do  not  tMnk 
that  that  is  the  ultimate  criterion  from  out  point  of  view. 
I think  that  the  hire  purchase  companies  should  finance 
themselves. 

13094.  It  only  alters  ithe  use  made  of  the  deposit? — ; — 
It  comes  back  into  the  system  certainly  ; but,  if  a hire 
purchase  company  takes  a deposit  of  £100,000,  that  may 
come  out  of  Barclays  fenk.  We  have  to  find  the  cash. 

13095.  This  is  a process  to  which  you  gave  a blessing 

in  your  statement? ^Personally,  I think  that  on  balance 

it  is  better  that  the  hire  purchase  comjHudes  tiiould  finance 
themselves  to  a large  extent  by  these  means. 

13096.  Hew  is  that  reconciled  with  vrtiat  you  told  us  last 

year? 1 do  not  think  that  a bank  which  runs  a tanking 

business,  which  is  sirmlar  to  but  not  idratical  with  the 
hire  purchase  companies,  requires  money  at  .longer  term 
than  seven,  days. 

13097.  Is  nert  that  because  you  find  it  possible  to  split 
your  personality  in  a way  tteit  perhaps  the  public  will 

not? Mr.  Tuke:  I do  not  think  that  .the  orknaiy 

member  of  the  public  would  take  this  rattier  academic 
point  that  you  axe  taking.  I really  do  not  think  that 
there  is  anything  in  this  at  all. — Mr.  Robarts:  In  the 
National  Provincial  Bank  oui  attitude  has  been,  ever  since 
we  bou^t  our  subsidiary,  that  it  should  manage  its  own 
business  and  go  on  exactly  as  it  had  in  the  past,  with 
the  knowledge  that  we  would  make  loans  to  it  an  the 
event  that  it  wants  -feem.  This  was  made  quite  clear  from 
the  outset,  and  it  does  so.  I think  that  it  is  very  im- 
portant to  keep  the  two  businesses  of  hire  purchase  and 
banking  completely  separately,  as  I said  last  year,  and  that 
is  what  we  are  doing. — Mr.  Chesterfield:  The  position  of 
my  bank  is  almost  exactly  the  same  as  Barclays. 

13098.  But  whatever  you  have  said  about  keeping  the 
businesses  separate  you  have  not  kept  the  business^ 

separate  in  the  public  miTid? Mr.  Chesterfield : I would 

dispute  tlat  question. — Mr.  Robarts:  I would  also  dis- 
pute it. 

13099.  Mr.  Jones:  Why  is.it  essential  to  keep  the  two 
operations  separate?-  There  has  grown  up  within  recent 
years  a system  of  repaying  bank  loans  on  the  basis  of 
gradual  repayments  over  a n\^ber  of  years.  The  banks 
lend  a substantial  amount  of  money  for  hire  purchase  to 
individual  customers.  Is  there  any  reason  why  they  should 
not  undertake  to  do  the  same  sort  of  thing  in  wider  terms? 
If  I want  £1,000  to  buy  a car  and  am  a credit-worthy 
customer  I can  go  to  any  one  of  the  banks,  and  1 take 
it  that  I can  repay  that  money  on  terms  that  I fix  with  the 


bank  manager  making  the  arrangement.'  Is  there  any 
reason  why  something  simile  to  that  should  not  opaate 

in  respect  of  hire  purchase  business? Mr.  Robarts: 

There  are  a great  many  loans  made  very  much  on  the 
lines  you  have  described.  But  hire  purchase  business  is 
different  from  a bank  loan,  in  that  it  involves  a charge 
over  the  go^  which  are  being  bought  on  hiie  purchase. 

It  is  a Hiffftrftnt.  type  of  business  ; it  reqimes  different  skills 
and  different  e^erience.  I think  ttiat  it  is  better  to  have  it 
run  as  a separate  organisation  which  has  made  a study 
of  this  particular  type  of  lending,  rather  than  to  put  it 
into  a bank  whose  normal  type  of  lending  is  different. 

13100.  For  the  banks  this  business  is  a type  of  invest- 
ment. ■ae  British  clearing  banks  have  newer  been  prepared 
to  find  money  for  investment  in  industrial  and  commercial 
enterprises  by  the  -purchase  of  equities.  In  that  they  are 
unlike  certain  banks  abroad.  Is  there  any  difference 
between  investment  in  equities  and  an  investment  in  lure 

purchase  companies? ^That  is  a question  of  size.  Our 

investments  in  the  shares  of  hire  purchase  companies  are 
only  a rdatively  small  proportion  of  our  total  investments, 
whereas  if  your  are  dunking  of  banks  investing  in  guides, 
as  I believe  is  done  in  certain  Continental  countries,  you 
are  talking  of  a much  'bigger  propoirtiion. 

13101.  Sir  Oliver  Franks:  Is  iit  also  rdevant  that  the  busi- 
ness of  a hire  purchase  company  is  related  to  that  eff  a 
bank  in  the  sense  that  both  of  them  are  dealing  with  money 
and  financing  their  customers.  In  that  way  might  not  one 
say  that  there  is  a closer  natural  link  between  hire 
purchase  finance  and  bank  lending  than  there  would  be 
if  a bank  was  investing  in  an  ordinary  industrial  con- 
cern whiiA  is  not  concerned  with  finance  but  production? 

Mr.  Robarts:  That  is  a point  well  worth  making. — 

Mr.  Tuke : Our  investments  in  other  banks  or  kindred 
businesses  such  as  a hire  purchase  com^ny  are  an  ex- 
ception from  our  normal  rule  ; we  do  it,  as  Sir  Oliver 
says,  because  it  is  kindred  business,  and  we  do  it  only  to 
a small  extent.  It  is  recognised  as  a trade  investrnent  in 
our  balance  sheets ; it  is  treated  differently  for  income 
tax  purposes.  'There  are  all  sorts  of  things  about  it. 

13102.  Mr.  Jones:  You  think  ithat  it  is  wrong  to  par- 
ticipate by  investment  in  industry  but  it  is  perfectly  le^ti- 
mate  and  reasonable  to  participate  in  hire  piirohase  business 

investment? Mr.  Tuke:  That  'is  not  really  -the  dis- 

•tinotion,  I -think.  It  is  a question  of  whether  we  are 
investing  our  customers’  money  or  our  ttiareholders’  money. 
In  these  relatively  small  investments  we  make  in  kindred 
business  we  invest  shareholders’  money.  If  .we  are 
investing  in  industry  it  is  customers’  money  which  is 
repayable  on  demand  or  on  seven  days’  notice,  and  it 
would  not  be  a proper  thing  to  do. — Mr.  Robarts:  To 
have  any  impact  on  toe  economy  with  a policy  of  investing 
in  industry  we  should  get  into  big  blocks  of  shares  which 
would  form  a substantial  proportion  of  our  investments. 
That,  I would  say,  is  entirely  wrong.  These  are  only  a 
very  small  proportion  of  our  investments  and  are  covered 
by  our  capital  and  reserves.  They  are  the  shareholders’ 
money  and  not  depositors’. 

13103.  Chairman:  May  we  turn  to  point  3? Pro- 

fessor Sayers : I understand  that  the  advertisements  of  these 
schemes  'have  been  followed  by  a very  considerable  use 
of  tliMn  by  toe  public.  I wondered  whetiier  you  have 
any  interpretation  to  place  on  toe  degree  of  use  of  them. 
During  the  credit  squeeze  the  personal  and  professional 
advances  hdped  to  take  a good  deal  of  the  brunt,  so  tiiat 
one  would  expect  that  as  soon  as  it  was  removed  there 
would  be  a resurgence  of  -the  more  penonal  type  of 
advance.  Has  the  growth  during  the  last  few  months 
been  simply  a resurgence  of  toe  old  business  after  toe 
period  of  squeeze,  or  -is  there  genuinely  an  extenaon  of 
business  beyond  the  kind  toat  toe  banks  have  previously 

dc*ie? One  must  first  of  afi  distinguish  between  banks 

which  have  “ personal  loans  ” schemes  as  such,  and  banks 
which  make  personal  loans  and  always  'have  on  ithe  ordinary 
banking  basis. 

13104.  I have  assumed  that  even  the  latter  will  have 
been  drawing  attention  to  the  fact  toat  they  do  advances 

business  of  this  type,  if  not  in  this  form? Mr.  Robarts : 

Yes,  toat  is  right  enough.  My  impressi-on  is  that  a lot 
of  toe  increase  in  personal  loans  is  simply  a replacement 
of  what  was  taken  out  in  the'eredit  squeeze. — Mr.  Tuke: 
It  is  obviously  a hit  of  both  ; how  big  a bit  of  each  I could 
not  say.  There  is  this  point  toat  banks  in  the  last  few 
months  positively  advertised  their  willingness  to  lend 
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money.  I do  not  know  if  it  is  true  to  say  that  <hoy  have 
never  done  that  before,  but  it  is  fair  to  say  that  that 
has  brought  in  people  who  would  not  have  ventured  to 
come  to  us  otherwise.  So  I think  that  we  have  extended 
our  loan  business  more  than  the  natural  reaction  from 
the  ending  of  the  credit  squeeze,  but  it  is  very  early  days 
to  say  yet 

13105.  Professor  Sayers:  On  point  4 we  have  all  had 
an  opportunity  of  reading  Mr.  Chesterfield’s  very  interest- 
ing letter  in  The  Banker  for  January,  1959. 

Following  is  the  text  of  the  letter : 

Sir, 

Sir  Oscar  Hobson’s  article  “Towards  a Banking 
Democracy”,  in  the  November  issue  of  The  Banker 
was  doubtless  intended  to  provoke  discussion,  especially 
his  comments  on  the  need  in  this  county  for  a giro 
system  to  supplement  or  replace  our  existing  cheque 
system.  He  was  perfectly  right  in  his  guess  that  bankers 
here  have  been  thinking  about  this  question ; indeed, 
for  a long  time  past  that  has  been  the  case.  They  have 
examined  the  workings  of  most  of  the  continental 
arrangements  for  transferring  money  and  them  relevance 
to  British  needs.  This  examination  is  continuing  and 
no  fim  conclusion  has,  so  far  as  I am  aware,  been 
reached  by  the  banks ; but  what  has  been  learned  so 
far  would  not  lead  them  to  regard  a proposal  for  the 
introduction  of  a giro  system  into  this  country  as 
imperative.  They  realize,  however,  that  a final  decision 
may  not  necessarily  rest  with  them. 

Giro  systems  as  they  operate  in  most  of  the  countries 
of  Western  Europe  and  in  Japan  are  efficient  and  they 
provide  a quick,  cheap  and  convenient  service  to  the 
users.  Almost  without  exception  giro  systems  are  post- 
office  operated ; and  thus  they  ofier  the  user  a spread 
of  offices  that  no  bank  or  group  of  bankers  could  hope 
to  rival,  and  by  using  pillar  boxes  and  postmen  for 
the  receipt  and  delivery  of  payments  they  provide  a 
service  with  which  bai^  cannot  compete.  Some  of 
the  giros  are  reported  to  make  handsome  profits  for 
their  governments  ; but  their  integration  with  the  postal 
services  makes  a true  costing  of  their  operations  virtu- 
ally impossible  and  leaves  the  observer  with  more  than 
a suspicion  of  hidden  subsidies. 

Part  of  the  profits  arise  from  the  fact  that,  in  the 
countries  which  operate  them,  giros  tend  to  be  very 
largely  “ closed  circuits  ” in  the  sense  that  a high 
proportion  of  the  funds  handled  never  leave  the  system 
at  all,  either  in  the  form  of 'cash  or  by  transfer  to  the 
banking  system.  A giro  so  situated  can  usually  work 
on  very  different  standards  of  liquidity  from  those  that 
commercial  banks  must  observe.  But  for  any  giro  that 
had  to  operate  alongside  and  presumably  in  harness 
with  an  already  well-established  cheque  system  com- 
parable to  our  own  or  to  that  of  the  United  States, 
Uquidity  considerations  would  probably  prove  to  be  as 
important  as  they  now  are  to  the  commercial  banks. 

Investigation  of  the  various  giro  systems  shows  that 
when  they  were  established  none  of  the  countries  con- 
cerned had  machinery  for  the  clearing  of  cheques  as 
highly  developed  and  efficient  as  that  operating  in  this 
country,  nor  was  the  hanking  habit  nearly  so  widespread. 
Had  it  been  otharwise  most  of  the  present  giros  might 
never  have  seen  ffie  light  of  day.  The  use  of  cheques 
has  continued  to  grow  in  this  country  and  the  case  for 
establishing  a giro  here  is  correspondingly  diminished. 
In  the  U.S.  and  Canada,  where  cheques  are  used  even 
more  extensively  than  in  Britain,  the  need  for  a giro 
system  has  never  been  felt.  How  many  people  experience 
the  slightest  difficulty  in  making  a purchase  and  paying 
for  it  by  cheque? 

It  is  indeed  primarily  because  the  financial  structure, 
tradition  and  needs  in  this  country  are  so  different  from 
those  in  countries'  that  employ  a giro  system  that  some 
of  the  banks  here  may  believe  it  would  be  a mistake  to 
introduce  one  simply  because  it  is  in  existence  ebewhere. 
Traditionally,  current  account  holders  in  this  country 
have  access  to  the  manifold  financial  and  other  services 
provided  by  the  banks.  Moreover,  the  service  they  are 
accustom^  to  is  still  largely  as  personal  as  that  given 
•by  the  old  private  bankers  whose  places  the  present 
joint  stock  banks  have  inherited.  There  is  little  evidence 
so  far  that  the  bankers’  customers  would  have  it 
otherwise. 


lit  is  true  that  one  bank  is  experimentdng  with  a utility 
service,  and  others  may  follow  ; but  neither  that  bank 
nor  any  other  can  yet  say  how  greait  the  demand  for 
accounts  of  this  kind  will  be,  nor  how  often  people, 
who  thought  that  ffiat  was  all  they  wanted,  will  find 
that,  for  example,  the  availability  of  an  occasional  small 
overdraft  is,  after  all,  a convenience  worth  paying  for. 

All  the  banks  are  keen  to  extend  the  banking  habit 
to  new  sections  of  the  public  and  particularly  to  the 
rising  class  of  highly-paid  artisans.  But  it  wiU  not  be 
a quick  or  easy  business  to  attract  large  numbers  of 
these  people  into  the  banks.  In  the  meantitne,  for 
those  who  still  prefer  to  make  the  bulk  of  their  pay- 
ments in  cash,  and  have  only  an  occasional  sum  to 
remit  by  offier  means,  the  G.P.O.,  by  postal  orders, 
money  orders  or  through  the  P.O.S.B.,  provides  an 
adequate  service.  Those  who  have  a few  more 
remittances  to  make  but  who  feel  no  need  of  a current 
account  may  make  use  of  the  Trustee  Savings  Banks. 

The  commercial  banks  already  operate  a kind  of 
credit  clearing  which  has  many  - of  the  features  of  a 
giro  system.  Indeed,  from  the  point  of  view  of  customers 
making  regular  payments  there  is  little  to  choose 
between  the  two.  It  is  through  this  credit-clearing 
system  that  many  dividend  and  interest  payments,  as 
well  as  standing  order  payments — subscriptions  to  clubs, 
insurance  premiums,  school  fees,  etc. — are  made.  This 
credit  clearing  is  also  used  by  many  firms  for  the  pay- 
ment of  salaries.  Indeed,  it  is  a simple  matter  for 
anyone  who  has  a number  of  payments  to  make,  pro- 
vided he  knows  the  bank  and  branch  at  which  the 
relative  payees  keep  their  accounts,  to  give  his  banker 
a list  of  them,  with  a single  cheque  to  cover  the  total 
amount.  These  " traders  credits  ” as  they  are  called — 
are  already  widely  used,  though  as  yet  their  volume  is 
small  in  relation  to  the  enormous  number  of  payments 
made  by  cheque.  There  is  no  reason  why  this  means 
of  payment  should  not  be  expanded  if  the  demand  for 
it  increases. 

This  ^ort  note  does  not,  and  is  not  intaided  to, 
answM-  all  Sir  Oscar’s  points.  A giro  system  could  be 
operated  in  this  country  either  by  the  banks  alone  or 
by  the  banks  in  co-operatioa  with  .the  G.P.O.,  and 
it  would  be  useful  to  those  pe<^le  who  want  nothing 
more  than  an  easy  way  of  transferring  money.  Whether 
it  would  bring  in  sufficient  interest-free  deposits  to  make 
it  a profitable  undertaking  is  open  to  question.  The 
cheque  system,  supplemented  where  necessary  by  the 
credit  cleairing,  appears  to  suit  Briti^  conditions  best. 
Bankets  therefore  may  well  feel  that  ways  of  improving 
and  extending  the  use  of  ffie  cheque  and  traders 
credits  systems  are  their  most  appropriate  lines  of  in- 
vestigation, and  that  thdr  customers  will  be  best  served 
thweby. 

Yours  faithfully, 

A.  D.  ChesterfieU). 

Westminster  Bank  Ltd., 

41,  Lothbury,  E.C2. 

\6th  December,  1958. 

Professor  Sayers:  May  we  take  that  letter  as  representing 

the  views  of  ffie  banks  on  this  question? Mr.  Take : 

Of  us  three  anyhow. — Mr.  Robarts:  It  represents  what  1 
think  about  it. — Mr.  Chesterfield:  I think  that  it  r^resents 
the  views  of  the  banks,  from  what  my  colleagues  told  me 
at  our  normal  moQtMy  meeting  yester<^y,  though  I did 
not  consult  any  of  than  before  I wrote  it. 

13106.  Is  there  anything  you  want  to  add? do  not 

think  so. 

13107.  I had  the  main  impression  from  it  that  this  was 
something  to  be  looked  at  further,  but  that  your  provisional 
view  was  that,  if  there  is  a job  to  be  done,  it  is  a job 
to  be  done  by  the  Post  Office  rather  than  the  'banks?  Is 

that  fair? Mr.  Chesterfield:  No,  I do  not  think  that 

is  a fair  reflection  of  my  letter  at  all.  It  may  be  that  it  can 
be  more  readily  undertaken  at  this  present  time  by  the 
Post  Office  than  the  banks  because  of  their  greater  cover- 
age, but  I do  not  think  that  what  you  have  said  -was  the 
conclusion  I reached  in  my  letter. — Mr.  Tuke:  A giro 
system  is  peculiarly  appropriate  to  certain  countries  on  the 
Continent  for  two  reasons : (1)  the  banking  system  is  not 
so  highly  developed  as  it  is  here,  and  (2)  people  get  their 
moiiey  paid  to  lh^  in  cash.  These  are  ip^aps  two  wa-ys 
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of  saying  the  same  thing.  We  have  a highly  developed 
banking  system,  and  that  is  a higher  grade  of  society.  It 
would  be  a retrograde  thing  for  England  to  go  in.  for  a 
giro. 

13108.  It  depends  upon  whose  point  of  view  one  is 
taking.  From  the  point  of  view  of  the  small  man  it  may 
not  be  a retrograde  step.  Could  one  not  put  the  difference 
between  conitmental  countries  and  England  rather  in  this 
way,  that  in  England  the  banking  sysrt,«n  has  had  ffie 
opportunity  to  push  further  down  the  income  structure 
than  on  lie  Continent  because  the  General  Post  Office 
has  been  so  backward  in  not  providing  us  with  a system 
of  this  kind,  whereas  continental  governments  have  pro- 
vided it? ^That  is  another  way  of  looking  at  it.  L 

would  be  very  much  more  impressed  with  the  idea  of  a 
^ro  if  it  was  in  operatdon  in  America ; but  it  is  not, 
and  there  the  banking  system  is  in  some  ways  ahead  of 
oms. 

13109.  Surely  for  purposes  of  payments  and  getting 
about  the  American  system  is  vastly  inferior  either  to  the 

English  system  or  to  the  continental  system? In  some 

ways  ; but  more  people  use  a cheque  in  America  than 
here. 

13110.  But  with  much  greater  inconvenience  than  here 
and  with  inj^tely  mcxe  inconvenience  than  they  use  the 

giro  on  the  Continent? ^Yes.  But  I think  that  the 

difference  between  England  and  the  Continent  is  that 
in  England  the  salaried  man  (I  am  not  talking  about  the 
wage  earner  for  the  moment)  gets  his  money  credited  to 
an  account,  draws  out  what  he  requires  to  spend  and 
leaves  behind  the  rest  on  whidi  he  draws  cheques  to 
make  payments.  On  the  Continent  I would  imagine  that 
he  gets  his  money  in  cash,  keeps  in  his  pocket  what  he 
wants  to  spend  and  pays  into  the  giro  what  he  does  not 
want  to  spend.  It  is  the  other  way  round.  I think  that 
there  is  a good  deal  of  significance  in  that  distinction. 

13111.  Chairman:  Is  there  any  limit  to  the  banks’ 
readiness  to  accept  standing  orders  for  payment  out  of  an 
accouTit? Mr.  Robarts : No  limit  at  all. 

13112.  Any  bank  is  ready  to  take  any  amount  of  standing 

orders? Mr.  Take:  Or  one  particular  order  for  one 

particular  transaction. 

13113.  To  what  destinations  can  they  go?  Must  they 

go  into  another  banking  account? Mr.  Robarts:  In 

practice  they  do.  One  can  give  a standing  order  to  pay 
cash  ; it  is  not  very  common,  but  there  is  no  reason  why 
it  cannot  be  done. 

13114.  Banks  will  accept  a written  order  to  despatch 

rash  by  post? Mr.  Robarts : Certainly.— Mr.  Take:  Or 

to  pay  it  to  someone  who  comes  and  collects  it ; a pension, 
or  something  like  that. 

13115.  Professor  Sayers’.  The  Midland  Bank’s  personal 
cheque  scheme  is  an  attempt  to  provide  the  small  man  with 
some  of  the  facilities  that  he  would  get  with  the  giro. 
Have  the  other  banks  any  plans  for  following  suit?  Or 

is  this  a question  you  would  rather  not  answer? Mr. 

Robarts:  I cannot  answer  it,  because  I do  not  know  what 
the  plans  of  all  the  other  banks  are. 

13116.  To  your  knowledge  we  are  not  on  the  eve 

of  a great  development  of  this? Certainly  ncrt  to  my 

knowledge  ; but  my  knowledge  is  limited  to  one  bank. 


13117.  Lord  Monckton  described  it  in  his  statement  as 

a long  overdue  reform.  Is  that  your  view  of  it? 

No,  it  is  not  my  view. 

13118.  Is  it  your  view  of  it,  Mr.  Tuke? Mr.  Take: 

You  have  quoted  my  speech  at  me  several  times,  _ so 
perhaps  1 may  say  that  I made  a back-handed  allusion 
to  this  in  my  speech  when  I said  that  we  did  not  want 
to  draw  distinctions  between  the  requirernents  of  one  class 
of  customers  and  another.  I do  not  think  that  they  are 
separable  into  two  pens  like  that. 

13119  If  a giro  system  were  established  by  the  Post 
Office  what  do  you  think  die  consequences  for  the  banks 

would  be? Mr.  Chesterfield:  It  would  take  years  to 

establish  A man  requires  a lot  of  persuading  that  it 
would  be  easier  to  make  a payment  through  a giro  system 
which  necessitates  his  filling  in  a form  three  times,  or 
four  times  in  some  Continental  countries,  instead  of 
eiving  a cheque.  The  rate  of  growth  of  the  number 
of  depositors  might  decline.  There  is  an  enormous  grovdh 
of  numbers  or  accounts  every  year  in  the  clearing  banks. 
People  do  not  seem  to  think  that  the  banking  service  is 
too  bad.  I can  only  speak  for  my  own  bank,  but  I 
would  jiidge  that  the  annual  rate  • of  increase  in  the 


number  of  current  accounts  in  the  clearing  banks  is 
between  two  and  three  hundred  thousand  per  annum,  at 
least. 

13120.  You  must  have  given  a good  deal  of  considera- 
tion to  this  spread  of  the  business.  Have  you  considered 

die  question  of  hours  of  opening  in  relation  to  this? 

Yes. 

13121.  And  the  hours  remain? ^Sofar. 

13122.  Are  they  going  to  remain? ^I  do  not  know 

the  answer  to  that. 

13123.  Professor  Cairncross:  About  what  proportion  of 
the  adult  population  has  banking  accounts  in  this  country? 
1 do  not  know ; I should  think  at  least  50  per  cent. 

13124.  Professor  Sayers:  Have  the  banks  done  any 

market  research  into  questions  such  as  this? Mr. 

Robarts:  Collectively,  no  ; individually,  yes,  in  the  sense 
that  we  keep  a very  careful  check  on  the  number  of 
customers  of  the  bank,  on  the  number  of  accounts  that 
we  have  gained  from  other  banks  and  the  number  of 
accounts  that  we  have  lost  to  other  banks.  I would 
imagine  that  all  batiks  do  that  for  themselves  to  see 
how  they  are  getting  on. 

13125.  Are  there  any  big  differences  between  the  degree 
to  which  the  banking  habit  has  spread  in  different  regions 

of  the  country? Mr.  Chesterfield:  I happened  to  see 

a few  of  our  managers  this  week  and  I was  questioning 
them  on  this  very  matter.  I think  that  it  is  right  to 
say  that  in  the  North  of  England  the  banking  habit  has 
grown  more  than  it  has  in  the  South. 

13126.  It  has  gone  further,  or  it  has  been  growing 

faster  in  recent  years? ^The  improvement  in  the  North 

is  most  noticeable  within  the  last  six  months. 

13127.  That  does  not  mean  that  the  banking  habit 
has  gone  further? 1 think  it  has. 

13128.  As  well  as  growing  faster  lately? Yes. 

13129.  Mr.  Woodcock:  1 have  the  impression  that  for 
people  who  are  paid  by  cheque  with  no  option,  par- 
ticularly young  people  who  do  not  keep  large  balances, 
running  a current  account  in  those  conditions  is  very 

expensive? Mr.  Robarts:  In  these  circumstances  the 

bank  would  probably  make  a charge,  because  after  all  the 
balance  kept  on  the  account  is  the  main  way  in  which 
a bank  earns  the  money  to  run  its  business. 

13130.  Would  not  those  people  possibly  be  attracted  by 

one  or  other  of  these  schemes? 1 do  not  see  that 

unless  it  was  Government  subsidised  it  would  be  a great 
deal  cheaper. 

13131.  Is  not  the  Midland  Bank’s  scheme  cheaper? 

Mr.  Chesterfield:  It  may  be  a good  deal  dearer  than 
charges  made  by  other  banks  for  small  accounts.  I think 
it  true  to  say  that  some  customers  of  that  bank  who  may 
elect  to  open  an  account  under  this  scheme,  or  to  change 
to  'the  scheme  and  thus  pay  a sptoific  charge  in  advance, 
may  find  the  cost  greater  than  it  would  have  been  had 
‘they  enjoyed  normal  cunrenit  account  services. — Mr.  Tuke: 
It  takes  no  account  of  the  balance  on  the  account.  We 
have  an  enormous  amount  of  small  private  accounts  where 
we  charge  nothing  at  all  because  there  is  a sufficient 
balance  on  them. 

13132,  I am  thinking  of  cases  where  there  is  little  or 

no  balance? Mr.  Chesterfield:  Where  there  is  no 

balance  at  all  the  customer  has  to  pay  for  a service. 

13133.  And  would  not  the  Midland  Bank  scheme  be 
cheaper  in  cases  of  that  kind? 1 would  not  think  so. 

13134.  Professor  Sayers:  Mr.  Tuke,  you  said  that  you 
had  a very  large  number  of  small  accounts  on  which  you 
make  no  charge.  Would  you  like  to  put  that  as  a pro^r- 

tion? Mr.  Tuke:  It  is  certainly  a very  large  number; 

I would  say  it  is  a large  proportion  of  our  private  accoimts, 
and  the  majority  of  our  accounts  are  private  accounts. 
A large  proportion  is  more  than  half ; would  you  say 
more  than  half,  Mr.  Chesterfield? — Mr.  Chesterfield:  My 
guess  would  be  almost  half,  certainly. 

13135.  All  my  complainants  are  in  the  other  half! 

-One  does  hear  more  of  the  complainants  than  the 

satisfied  people ; even  so  we  get  very  few  complaints 
indeed.  Our  managers  tell  me  that  a complaint  is  the 
rarity  on  the  question  of  charge. 

13136.  There  is  a certain  fatality  in  such  matters! 

I think  it  is  a realisation  of  the  service  'they  get. 

13137.  Chairman:  Now  we  come  to  point  5.  We  did 
not  have  an  opportunity  of  .asking  you  questions  about 
your  reactions  to  the  financing  of  agriculture  when  we 
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saw  you  before,  and  we  should  like  to  get  your  position 
on  that  now.  Although  in  theory  all  banking  advances 
are  repayable  at  call,  one  has  a working  knowledge  diat 
not  all  in  fact  are  expected  to  be  called  at  any  one  moment, 
and  therefore  there  is  obviously  some  margin  for  play. 
What  is  your  position  with  regard  to  the  financing  of  the 
farmer  by  the  bank,  assuming  that  for  the  moment  you 
keep  all  your  advances  to  him  ostensibly  repayable 
on  call.  How  far  do  you  and  can  you  in  fact  depart 
from  that  in  dealing  with  that  rather  special  problem  of 

the  needs  of  the  farmer? Mr.  Roharts\  The  farming 

industry  is  one  of  our  largest  borrowers ; I am  not  sure 
that  it  is  not  the  largest. — Mr.  Chesterfield  : I think  it 
is  the  second  largest — Mr.  Tuke:  Agriculture  accounts 
for  11  per  cent,  ot  the  total  of  advances. — Mr.  Robarts: 
The  ti^ry  of  tlw  tiling  is  that  we  lend  from  seed  time 
to  harvest,  though  in  practice  a great  deal  of  money  is 
lent  to  farmers  which  is  outstanding  for  a long  time. 

1313S.  Lending  h^om  seed  time  to  harvest  meets  one 
particular  need  of  the  farming  operation ; but  we  know 

that,  especially  nowadays,  there  are  other  needs? 

Yes  indeed.  We  lend  a great  deal  of  money  which  remains 
outstanding  for  a long  period.  That  is  done  on  the 
knowledge  of  the  farmer  acquired  by  the  branch  managers, 
and  a close  watch  is  kept  on  the  individual  farmers.  We 
certainly  expect  to  see  substantial  fluctuations  in  the 
borrowing  of  any  individual  fanner.  But  they  are  a 
class  where  our  experience  has  been  very  good  over  the 
years,  and  we  treat  them  very  liberally. 

13139.  There  must  be  many  farmers  who  to  the  know- 
ledge of  their  bank  managers  are  receiving  bank  advances 
that  are  not  intended  to  be  used  only  for  seasonal 
needs  and  which  they  do  not  in  fact  expect  to  be  asked 

to  repay  at  short  notice ; is  that  not  the  case? That 

is  certainly  the  case.  By  and  large,  I suppose,  we  should 
relate  our  lending  to  krmers  to  the  value  of  the  crops 
and  cattle  on  their  farms,  as  distinct  from  the  value  of  the 
land  and  bmldings.  In  other  words,  it  is  working  capital, 
not  permanent  cai»taL 

13140.  Sir  John  Woods:  Is  it  a principle  not  to  lend  a 
farmer  capital  for  building  a bam  or  baiying  tractors? 

^We  do  a great  deal,  but  if  it  is  for  real  capital 

purposes  it  should  be  a bridging  operation,  and  he  should 
get  his  capital  from,  for  example,  the  Agricultural 
Mortgage  Corporation.  I am  not  going  to  say  he  always 
does. 

13141.  Mr.  Jones:  In  the  case  of  an  advance  for  a 
fixed  capital  project,  for  what  period  would  your  branch 
manager  be  inolined  to  fix  the  loan?  Would  he  be 
prepared  to  give  fairly  long-term  or  medium-term  credit 
to  the  farmer,  if  he  was  a credit-worthy  customer,  if  his 
assets  appeared  to  indicate  that  he  was  worthy  of  an 

advance? Mr.  Tuke:  Our  normal  advances  are  for 

twelve  months,  subject  to  reconsideration. 

13142.  Would  there  be  a maximum  of  twelve  montiis? 

■ We  should  always  look  at  it  every  twelve  months. 

13143.  You  would  have  the  right  to  caU  it  in  after 

twelve  months? ^We  have  the  legal  right  to  call  it  in 

any  day,  but  at  the  end  of  twelve  months  there  would  be 
a new  arrangement. 

13144.  Chairman:  Buit  there  ds  no  distinction  in  that 
between  loans  to  private  persons,  loans  to  farmers  and 

loans  to  industry? No ; twelve  months  is  tiie  normal 

thing.  There  are  sometimes  shorter  periods,  when  the 
requirement  is  known  to  be  short-term ; and  the  tanker 
credits,  of  which  you  know,  were  for  longer  periods. 

13145.  Professor  Sayers:  This  twelve  months  is 

essentially  a period  of  routine  review,  and  you  maintain 
tile  leg^  fiction  'that  every  loan  is  repayable  on  demand? 
Yes. 

13146.  How  important  is  it  to  you  to  maintain  this  legal 
fiction?  Some  borrowers  may  be  deterred  by  the  fact 
that  there  is  tMs  legal  fiction,  coupled  with  a warning  from 
the  bank  manager  that  the  whole  thing  is  going  to  be 
subject  to  review  in  twelve  months.  K you  undertook 
to  lend  for  a fixed  term  on  a reducing  basis,  and  that 
was  not  only  the  understanding  or  the  intention  of  the 
bank  manager  but  the  actual  form  of  the  loan  would 
that  not  meet  a need  which  is  not  met  at  present?  Have 
you  really  any  objection  to  doing  it? ^There  is  a prac- 

tical point ; if  a ciatomer  is  making  away  with  his  assets, 
fraudulently  or  otherwise,  we  have  to  be  able  to  puU  him 
up.  For  exceptional  reasons  of  that  kind  it  is  necessary 
to  maintain  .the  legal  right 


13147.  Chairmen:  Would  not  a debenture  with  appro- 
priate tenns  meet  tiiat? ^That  is  the  classical  case,  I 

think,  if  a company’s  assets  are  being  frittered  away  and 
given  to  creditws  at  the  expense  of  the  debenture  holders. 

13148.  You  could  probably  specify  the  conditions  which 
would  make  you  entitled  to  do  it ; but  perhaps  a debenture 

would  not  apply  to  the  farmer  anyway? -No,  it  does 

not  really  apply. 

13149.  Suppose  that  I was  one  of  your  branch  managers 
in  an  agricultural  district ; how  would  I know  what  policy 
to  follow  with  the  approval  of  my  superiors  in  dealing 
wkh  farmers  who  came  in  for  accommodation,  or  whose 

business  I wanted  to  get? You  would  know  what  it 

had  always  been,  and  unless  you  were  told  anything  to  the 
contrary  it  would  go  on  being  that. 

13150.  How  would  I know  what  it  had  been? ^You 

would  know  by  experience. 

13151.  And  what  would  I leam  from  experience? 

A great  benevolence. 

13152.  That  is  what  I wanted  to  know.  They  are 
regarded  as  rather  a special  concern  of  the  bank  by 

triditioa? That  is  undoubtedly  so. 

13153.  Professor  Sayers:  This  is  true  of  all  the  banks? 

Mr.  Chesterfield : Yes ; and  of  course  the  farmers 

know  that,  although  these  credits  are  made  and  renewed 
yearly,  provided  fiat  ah  is  going  well  the  loan  will  not 
be  recalled.  I have  to  be  careful  not  to  give  the  impres- 
sion that  there  is  a contract  in  this ; but  obviously  if  we 
have  a good  farming  customer  we  are  not  going  to  say  to 
him:  “You  have  had  this  loan  for  twelve  montiis;  now 
we  would  like  it  all  back  ",  although  we  have  the  right 
to  do  so. 

13154.  Chairman:  So  altiiough  the  form  you  have  main- 
tained is  that  it  can  be  recalled  at  any  moment  or  when 

a review  is  done,  it  is  not  a deterrMit  to  the  fermecs? 

Mr.  Tuke:  I lave  never  found  it  to  be  so. — Mr. 
Chesterfield : Nor  have  I.  I have  seen  hundreds  of  cases 
where  accommodation  of  this  nature  has  been  arranged, 
and  the  bank  has  quite  openly  said  at  the  beginning: 

“ Of  course,  in  the  normal  course  of  events  this  accom- 
modation will  fall  due  for  review  in  twrfve  months’  time, 
but  in  tile  absence  of  unforeseen  circumstances  we  do  not 
anticipate  the  least  difficulty  in  renewing  it,  either  at  a 
lower  figure  or  at  the  figure  it  happens  to  be  at  the 
moment  ’’.  That  goes  both  for  the  farmer  and  the  local 
bank  manager  who  have,  over  very  many  years,  taken 
this  as  a normal  feature.  Neither  of  them  has  been 
incommoded  by  it  in  the  slightest  degree,  in  my  experience. 
— Mr.  Tuke:  Mr.  Jones  mentioned  a loan  for  a capital 
purpose.  Assuming  the  bank  made  a loan  of  £2,000, 
it  would  come  up  for  review  after  twelve  months.  If  it 
had  been  reduced  oiit  of  profits  by  £500  (that  is  probably 
a little  optimistic  but  it  could  happen),  then  we  would 
normally  renew  it  at  £1,500  for  the  next  twelve  months. 

13155.  Mr.  Jones:  And  in  certain  circumstances,  I sup- 
pose, you  would  continue  the  whole  ovesdraft? We 

mi^t 

13156.  But  you  never  lend  on  the  basis  of  fixed  repay- 
ments of  capital  and  interest  over  a longer  period  than 

twelve  months? ^We  never  make  a formal  arrangement 

for  an  annual  reduction.  To  take  an  extreme  case,  we 
would  not  make  your  £2,000  repayable  over  20  years. 
13157.  If  he  wanted  a 20-year  advance  he  would  have 

to  go  to  some  institution  other  than  the  bank? ^Yes. 

13158.  Mr.  Woodcock  : To  take  Mr.  Jones’  example, 
could  you  give  us  any  idea  of  the  len^  of  time  the 
bank  would  have  in  mind  for  the  clearing  of  the  debt 

as  a whole? If  he  repaid  £500  a year,  it  would  take 

four  years ; that  would  be  pretty  good.  1 am  talking  now 
about  a special  capital  advance,  not  the  nonnal  “in  and 
out  ’’  advance,  which  can  be  the  same  figure  every  year 
for  twenty  years.  That  is  a perfectly  good  banking 
account 

13159.  Mr.  Jones:  You  are  saying  in  effect  that  it 
would  be  possible  to  get  £2,000  and  that  whilst  the 
outstanding  debt  would  he  subject  to  review  every  twelve 
months,  provided  that  there  was  the  capacity,  on  the 
basis  of  experience,  to  make  repayments,  there  would 
be  the  tendency  for  that  to  go  on  for  an  indefinite  period, 
particularly  in  respect  of  someone  you  knew  from  experi- 
ence to  be  a credit-worthy  customer? ^That  is  an 

absolutely  right  definition,  except  for  “ indefinite  period  ”, 
because  if  the  repayments  are  made  it  will  come  to  an 
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end  fairly  soon. — Mr.  Chesterfield'.  Perhaps  Mr.  Jones 
means  “ not  defined  ” rather  than  “ indefinite  ”. — Mr. 
Robarts:  That  would  certainly  be  right. 

13160.  Chairman:  Is  it  your  impression  from  your 
managers’  reports  that  you  have  been  able  to  accommo- 
date farmers  who  want'^  finance  in  recent  years,  or  that 
there  are  credit-worthy  farmers  who  have  not  had  the 

resources  that  you  could  have  obliged  fiiem  with? 

Mr.  Chesterfield:  The  latter  is  certainly  not  my  impression 
at  aU.  The  farmers  were  treated  as  a very  special  case 
under  the  credit  squeeze,  and  were  not  in  fact  squeezed. 

13161.  That  was  your  experience? Mr.  Chesterfield: 

Yes.— Mr.  Robarts:  I agree.— Mr.  Take:  They  were 
never  squeezed ; they  might  think  they  were  but  they 
were  not. — Mr.  Robarts:  The  qualification  is  that  they 
were  credit-worthy,  of  course. 

13162.  Yes.  M^at  is  your  attitude  towards  the  Agri- 
cultural Mortgage  Coiporation?  Do  your  managers  act 

as  agents  for  it? ^No  ; but  they  freely  recommend 

farming  customers  who  want  long-term  finance  to  go 
to  it. 

13163.  Are  you  familiar  with  its  workings  and  the 

results  that  are  produced  by  application  to  it? Mr. 

Chesterfield:  I have  not  beard  any  great  cry  from  any- 
body that  it  does  not  meet  the  demands  made  upon  it. — 
Mr.  Take : I have  had  a good  deal  of  personal  ocperience 
of  it  in  the  past,  but  my  experience  is  too  stale  to  be  of 
real  value.  Their  primary  object  is  to  make  long-term 
mortgage  loans,  but  they  are  also  able  to  make  improve- 
ment loans  for  shorter  periods.  That  is  something  that 
they  have  not  been  very  active  about  until  lately,  but 
they  are  now  activating  themselves  a bit.  I think  that 
that  can  meet  a need  for  the  farmers,  and  should  be 
encouraged. — Mr.  Robarts:  The  change  has  been  that 
farmers  can  now  got  a 33-t  per  cent,  improvement  grant ; 
there  may  well  be  scope  for  the  Agricultural  Mortgage 
Corporation  lending  the  other  two-thirds. 

13164.  Have  they  branch  offices? 1 do  not  know. 

The  cases  I have  seen  have  always  gone  to  the  London 
office. 

13165.  Then  may  we  go  on  to  point  6? — Professor 
Cairncross : By  way  of  introduction  to  that,  can  you  give 
us  any  idea  of  the  rate  at  which  you  turn  over  your 
advances?  V^at  is  the  monthly  inflow  of  repayments 

in  relation  to  what  is  outstanding? have  never  seen 

any  figures  for  that.  I should  think  it  is  an  unobtainable 
figure  because  it  is  nearly  all  on  fluctuating  overdrafts. 

13166.  It  has  been  put  to  us  that  at  times  you  have 
had  a run  down  in  advances  occasioned  by  not  making 
new  advances,  and  I wondered  at  what  rate  of  advances 

you  would  run  down,  if  that  situation  arose? 1 have 

no  idea,  because  it  must  depend  so  enormously  on  the 
conditions  of  the  country  at  the  time. 

13167.  You  have  told  us  in  effect  that  you  do  not  make 

term  loans  at  all? Mr.  Robarts:  We  must  qualify 

that.  Export  credits  and  certain  tanker  financing  schemes 
are  the  main  exceptions.  The  Finance  Corporation  for 
Industry  and  the  I.C.F.C.,  which  we  are  going  to  telk 
about  Portly,  have  in  practice  had  loans  outstanding  for 
many  years,  in  fact  ever  since  they  were  formed. — Mr. 
Take:  Does  “term  loan”  imply  a definite  annual 
reduction,  or  does  it  mean  tiiait  the  vdiole  lean,  is  out- 
standing for,  say,  five  years  and  then  has  to  be  repaid 
in  full 

13168.  Professor  Sayers:  It  can  be  either  ; in  fact  most 
term  loans  in  the  United  States  are  reduced  at  regular 
intervals  in  die  fixed  period. — Professor  Cairncross:  Do 
you  not  find  any  commercial  demand  for  accommodation 
on  that  kind  of  basis,  not  for  the  whole  of  an  ovedraft, 

but  perhaps  for  a part  of  it? Mr.  Chesterfield:  Yes. 

13169.  But  you  do  not  think  it  desirable  to  accede  to 

that  type  of  request? Mr.  Chesterfield:  We  do  very 

little  of  it. — Mr.  Tuke:  Th.e  customer  is  never  pre- 
cluded from  reducing  if  he  wants  to,  and  his  overdraft 
goM  up  and  down  with  his  ordinary  payments  and 
receipts,  so  that  he  is  not  paying  interest  on  the  full 
amount  all  the  time.  So  he  does  not  demand  a fixed 
loan, 

13170.  Is  it  not  two-sided?  He  has  the  certainty  that 
he  can  rely  on  a given  period  for  the  use  of  the  rnoney 
if  you  give  him  a term  loan,  whereas  at  present  nominally 
the  money  is  on  cjdl,  and  may  be  a material  factor? 
Mr.  Robarts : This  is  comparable  with  what  we  said 


about  farming  advances.  Obviously  if  we  have  a good, 
secure  loan  to  a good  industrial  customer,  we  are  not 
just  going  to  require  him  to  pay  it  back  at  the  end  of 
twelve  months. 

13171.  There  must  be  many  occasions  when  an  indus- 
trial borrower  hesitates  to  go  for  money  to  the  bank. 
Would  you  be  'Willing  to  give  him  money  for  five  years, 
if  that  is  what  he  wants  and  if  he  is  willing  to  pay  you 

on  that  footing?, Mr.  Robarts:  If  he  is  a good 

customear  it  would  be  quite  reasonable  for  him  to  go  to  the 
bank  and  put  .that  proposition.  We  would  not  do  it  under 
what  I understand  to  be  the  American  term  loan  system. 
We  would  do  it  in  the  normal  way,  and  it  would  be  under- 
stood ittiat  the  purpose  for  which  it  was  required  would 
enable  repayment  to  be  made  within  five  years.  If  he 
want^  money  for  substantially  longer  than  that,  then  we 
might  say:  “We  trill  lend  it  to  you  while  you  raise 
seme  permanent  capital  from  the  market.” — Mr.  Tuke: 
Professor  Cairncross  referred  to  'the  apprehension  hat 
might  arise  from  its  being  repayable  on  demand.  Appre- 
hension, if  it  does  arise,  arises  from  the  annual  review, 
which  is  a practical  reality ; the  repayment  on  demand  is 
what  Mr.  ^esterfield  called,  in  another  context,  an 
assumption. 

13172.  Professor  Sayery.  It  is  that  annual  review  that 

is  absent  from  the  American  term  loan? Yes.  So  far 

as  customers  demur  about  this,  it  is  not  the  repayment 
on  demand  but  the  annual  review  that  they  object  to. 
But  of  course  hey  have  heir  balance  sheet  once  a year, 
and  we  require  them  to  produce  it  once  a year,  so  he 
annual  review  does  work  in  wih  hat. 

13173.  How  vital  is  this  annual  review? Mr 

Robarts:  It  is  very  important  from  he  bank’s  point  of 
view. — Mr.  Tuke : It  is  a discipline  for  us  to  look  at  our 
loans  at  least  once  a year.  It  ought  to  be  done  more  often, 
of  course. 

13174.  Professor  Cairncross:  But  he  small  borrower 
might  be  asked  for  a review  at  he  very  time  when  it  is 
least  opportune,  This  is  he  risk  he  has  to  run.  Perhaps 
his  balance  sheet  looks  bad,  and  that  is  he  very  time 

you  ask  .bim  to  make  a repayment? Mr.  Robarts: 

We  would  only  ask  him  to  make  hat  repayment  if, 
having  regard  to  his  circumstances,  he  debt  was  too  high 
and  therefore  unsafe. 

13175.  Chairman:  Would  it  not  be  possible  to  express 
what  you  have  in  mind  in  he  form  of  two  or  three  con- 
ditions, so  that  you  would  say:  “You  may  have  he 
money  for  whatever  period  of  time  seems  appropriate, 
provided  dher  hat  you  repay  so  much,  or  hat  you  do 
not  deal  wih  your  assets  in  this  way  or  that,  but  show 
this  or  hat  satisfactorily  in  yotir  balance  sheet  each 
year”?  Then  he  knows  where  he  is,  whereas  he  does 
not  if  you  say : “ We  will  look  at  this  in  he  course  of 
he  annual  review  and  hen  we  will  teU  you  what  we  are 

going  to  do  ”? Mr.  Robarts : I would  think  he  first 

part  of  he  statement  is  what  in  fact  happens. — Mr. 
Chesterfield : I hink  hat  what  happens  is  what  1 said  in 
regard  ito  he  farmer’s  loan  [see  answer  to  Question  13154], 

13176.  He  knows  he  conditions? Yes. 

13177.  '^en  you  take  security  on  a debenture,  are  yoii 
not  forced  to  take  -it  on  a period  loan,  subject  to  your 

power  to  move  in  on  certain  coo.ddti'Oins? Mr.  Robarts: 

Yes,  but  even  when  we  are  lending  on  a debenture,  he 
debt  itself  is  repayable  on  demand  still. 

13178.  Sir  John  Woods:  The  debenture  is  collateral 

security? Yes.  There  is  a difference  between  lending 

on  a debenture  and  investing  in  a debenture. 

13179.  Professor  Cairncross:  Have  you  really  aban- 
doned any  idea  of  entering  he  field  of  industrial  banks, 
eiher  directly  or  through  subsidiaries? — —The  I.C.F.C., 
which  is  our  joint  subsidiary,  does  this  sort  of  thing. 

13180.  Does  not  he  I.C.F.C.  lend  deliberately  for  a 
long  .period  and  for  purposes  Afferent  from  hose  which 

you  normally  set  out  to  cover? would  not  say  hat 

the  I.C.F.C.  lends  for  purposes  different  from  he_  hings 
we  would  in  the  main  cover.  It  does  -it  by  different 
means,  and  probably  for  much  longer ; hey  are  of  a 
more  capital  nature,  of  course. 

13181.  Is  not  he  contract  different?  It  represents  a 
willingness  to  stay  wih  he  risks,  even  hough  _hey  may 
look  bad  at  he  time.  Perhaps  hat  is  an  equity,  which 
you  do  not  reckon  a bank  should  take  and,  as  he  banks 
are  operating  at  present,  would  oot.teke?-^y es,  I agree. 
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13182.  Had  you  fliought  of  setting  up  any  subsidiaries 
■which  might  take  an  interest  in  industrial  banking  in  the 
I.C.F.C.  way  and  compete  wifli  the  I.C.F.C.,  if  necessary? 

Mr.  Take:  The  I.C.F.C.  is  our  joint  subsidiary,  so 

at  present  we  are  doing  that. — Mr.  Robarts:  There  are 
a good  many  concerns  ttiat  do  this  business ; not  only  the 
I.C.F.C.  but  merchant  banks,  issuing  houses  and  so  forth. 
They  naturally  do  it  much  more  by  way  of  pubEc  fiotation 
than  just  by  lending  money. 

13183.  Professor  Sayers:  A year  ago  the  banks  were 
not  in  ithe  hire  purchase  business,  and  you  could  say  that 
there  were  a good  many  other  people  doing  this  business 
and  the  banks  were  noit  in  it;  but  now  yo^u  have  gone 
into  it.  Professor  Cairncross  is  asking  you  whether  you 
•have  any  thoughts  of  going  into-  industrial  banking  in 
the  same  sort  of  way  as  you  have  gone,  in  -the  last  year, 

into  hire  purchase? Mr.  Take:  The  hire  -purdiase 

oompa-nies  do  wha-t  you  call  industrial  banking  (at  least 
ours  does) ; so  it  is  tbeing  done. 

13184.  So  your  answer  is  that  you  have  already  done 
it,  and  Mr.  Robarts’s  answer  is  that  you  wo-uld  not  think 
of  doing  it? Mr.  Robarts:  There  is  a very  great  differ- 

ence -between  banks  and  hire  purchase  compaoi-es.  The 
hire  purchase  companies  have  -that  as  part  of  their 
business.  What  I want  to  emphasise  is  -t^t  the  banks 
should  not,  in  my  view,  invest  depositors’  money  in 
industrial  shares. 

13185.  Professor  Cairncross:  But  you  have  no  objection 
.to  this  principle ; I.C.F.C.,  as  you  say,  is  the  child  of 
the  banks.  I was  • asking  whether  so-me  of  the  ba-nks 
might  have  their  own  afSiiates  to  make  loans  of  this  kind 

or  take  equities  in  this  way? Mr.  Chesterfield:  "When 

OUT  own  capital  and  reserves  reach  such  a pitches  to  permit 
us  to  do  so  with  safety,  in  O'ther  words  when  we  are  no-t 
lending  o.ur  customers’  money  which  we  are  liable  to  repay 
on  demand,  then,  in  my  view,  in  the  long-term,  we  diall 
do  it. 

13186.  You  make  a distinction  between  what  you  do 
with  your  capital  and  what  you  do  with  your  customers’ 
money  ; but  the  money  you  are  lent  from  your  customers 
stays  with  you  almost  as  long,  in  practice,  as  the  mon^ 

you  get  fro-m  the  shareholders? Mr.  Take:  But  -it  is 

all  repayable. 

13187.  Professor  Sayers:  You  know  that  you  have  your 
current  accounts,  and  that  they  go  on  from  year  to  year. 
You  kno-w  that  the  buaness  of  the  country  cannot  run 
unless  people  keep  .their  money  with  you.  Nothing  is 

so  fixed,  snjrely,  in  total  as  your  current  accounts? 

Mr.  Chesterfield : That  is  what  enables  us,  i-n  some  degree, 
to  make  these  advances  to  industry,  agriculture  and  private 
persons  on  rather  longer  term  than  on  demand.  Investing 
in  equities  is  a very  different  .proportion.  I would  .think 
that,  if  we  invest  in  equities  at  afi,  we  should  invest  only 
our  own  money.  That  is  where  a great  many  banks  came 
lun&tuck  on  the  Continent  in  years  gone  'by,  in  so  investing 
, their  customers’  money. 

13188.  Is  not  flia.t  what  the  continental  banks  do  now? 

Mr.  Chesterfield:  I do  not  know. — Mr.  Robarts:  I 

th-ink  that  they  have  learned  their  lesson. 

13189.  Sir  John  Woods:  Would  thene  -be  a great  deal 
of  difference  in  the  money  if  you  created,  with  a v-ery 
snvall  proportioin  of  your  deposits,  an  industrial  banking 
subsidiary? — ^ — Of  course  it  is  all  a question  of  proportion. 
To  do  anything  worth  while,  to  .make  a real  impact  on  the 
economy,  requires  a ^eat  deal  of  money ; that  would 
involve  investing  depositors’  money  in  a way  which  could 
not  be  justified. 

13190.  That  would  seem  to  imply  that  there  is  a very 
large  unsaitisfied  demand  for  small  and  medium-sized  con- 
cerns which  is  not  satisfied  by  the  institutions  already 
availaWe.  I had  the  impression  from  what  you  said  that 

you  thought  that  there  was  not  such  a demand? Mr. 

Robarts : I did  not  mean  to  give  that  impression  at  all. 
To  do  anyffiing  which  would  -be  a large  factor  in  the 
system  would  require  more  money  .than  we  would  feel 
justified  in  putting  in,  because  it  would  draw  upon  our 
depositors’  money,  but  I do  not  imply  by  that  'that  there 
is  a large  unsati^ed  demand. — Mr.  Chesterfield : Perhaps 
I am  rather  commercially  minded,  but  I would  not  be 
averse,  if  our  own  funds  were  available,  to  entering 
business  of  .±is  .nature  to  satisfy  a real  demand,  vriielher 
or  not  -it  had  traditionally  been  somebody  else’s  business. 
There  is  the  element  of  competition  in  our  buriness,  as  I 
said  twelve  months  ago.  .In  regard  to  personal  -toans,  we 
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have  entered  a very  competitive  field  and  I think  that  in 
toe  years  to  come  we  shall  tend  .to  go  more  into  industrial 
ibanking  with  our  own  money. — Mr.  Take:  Surely  there 
is  no  point  In  this  series  of  questions  unless  it  is  assumed 
that  there  is  a large  or  fairly  large  unsatisfied  demand. 

13191.  Professor  Cairncross:  Ido  not  think  .that  I would 
make  .that  assumption.  I believe  that  a small  number  of 
inventions  in  the  last  fifty  years  have  transformed  human 
life,  and  that  some  of  toese  have  been  made  under 
toe  auspices  of  smaller  firms  and  not  big  ones ; so  that 
quite  a little,  done  at  toe  right  time,  might  mean  that 
we  got  well  away  with  an  industry  which  might  otherwise 
■be  built  u.p  in  another  ooumfry.  This  mi^t  be  of  no 
relevance,  hut  I do  not  think  .that  one  can  assume  that 
because  it  is  a small  amount  of  capital  the  consequences 
to  society  are  not  very  considerable  if  someb^y 
important  is  not  getting  the  .money.  ‘What  'we  should  like 
to  know  from  you  is  whether  there  are  individuals  who 
would  merit  more  support  with  long-term  capital  up  and 
down  the  country,  and  who  may  have  difficulty  .in  getting 

it? Mr.  Chesterfield:  I was  discussing  with  some  of 

my  colleagues  in  other  hanks  yesterday  die  development 
of  electronics  in  particular  in  relation  to  our  own 
industry.  There  was  a suggestion  put  forward  that  the 
'ha'Dks  should  finance  a devdopment  of  a particular  process 
or  perhaps  mo.re  than  one  .particular  process.  We  have 
that  very  definitely  in  mind,  but  it  would  not  come  within 
the  normal  field  of  bank  creffit. 

13192.  That  is  exactly  what  I had  in  mind:  some  in-, 
vention  of  a major  type. — Sir  John  Woods : Was  toat  a 
development  of  immediate  practical  importance  to  the 

banks  themselves? It  mi^t  have  practical  importance 

for  the  banks  themselves  in  due  course,  but  it  was  not 
just  the  development  of  a machine  to  do  something^  for 
one  or  other  or  all  of  our  particular  banks.  It  is  a 
proposal  to  give  a development  contract  where  we  can 
see  a line  of  promising  discovery,  although  we  know  we 
may  be  throwing  some  money  away. 

13193.  But  it  was  in  relation  to  some  electronic  develop- 
ment which  could  lead  to  the  installation  of  some  system 

into  the  working  mechanism  of  the  bank? Mr. 

Chesterfield:  Something  in  which  we  were  particularly 
interested,  yes. — Mr.  Take:  And  which  would  be  avail- 
able for  other  people  as  well  as  ourselves. — Mr.  Robarts: 
Regarding  Professor  C^irncross’s  questions,  it  is  fair  to 
say  that  there  are  in  this  country  any  number  of  firms 
who  owe  their  start  to  a bank  advance.  Many  people 
will  tell  you  that  that  is  how  they  started. 

13194.  Chairman:  They  were  more  than  started;  they 

were  supported? ^Yes  ; but  they  could  not  have  started 

unless  toey  had  managed  to  get  a loan. 

13195.  Now  we  come  to  point  7,  on  the  I.C.F.C  We 
have  seen  the  statement  of  policy  and  the  aide-memoire 
that  the  bankers  issued  at  the  time  the  project  of  the 
I.C.F.C.  was  announced  to  the  public.  The  banks  made 
a special  point  at  the  time  this  project  was  being 
launched  toat  the  I.C.F.C.  should  deri've  its  funds 
from  the  banks  which  were  concerned  in  starting  it, 
and  not  from  the  public.  That  is  some  time  ago  and 
circumstances  may  have  changed.  Is  that  policy  still 
regarded  as  being  essential  today,  and,  if  so,  what  are 

the  reasons  for  it? ^I  have  Lord  Piercy’s  permission 

to  disclose  to  you  exactly  what  our  plans  are.  We  feel 
that  in  the  future  it  is  desirable  for  the  I.C.F.C.  to  make 
public  issues  of  senior  capital.  We  would  wish  to 
continue  to  hold  the  ordinary  shares  but  I have  agreed,  on 
behalf  of  toe  banks,  with  Lord  Piercy  and  with  the  share- 
holders that  when  the  markets  are  suitable  he  wll  make 
a flotation,  probably  of  a debenture  issue.  This  is  only 
in  very  broad  outline  at  toe  moment,  but  be  is  putting 
his  company  into  such  a form,  with  new  articles  and  so 
on,  that  he  -will  be  able  to  do  that.  The  proceeds  of  the 
issue  will,  in  our  plan,  be  used  to  make  a reduction  in 
toe  borrowing  from  the  banks,  which  has  been  out- 
standing for  a very  long  time  and  is  continually  growing, 
and  further  to  finance  his  future  requirements.  I have 
suggested  to  him  toat  toe  terms  of  such  an  issue  of  stock 
shall  be  drawn  up  so  that  he  can  make  fiiture  issues  also. 
At  the  same  time  the  shareholders  -will  pay  up  the  unissued 
capital,  bringing  the  paid  up  share  capital  to  £15  mn.  That 
will  cause  a TMUction  of  toe  loan  capital ; it  is  merely 
converting  loan  capital  into  share  capital.  It  would  be  our 
hope  that  in  the  future  (it  will  take  some  time  to 
accomplish)  his  finance  will  be  run  on  the  same  sort  of  lines 
as  that  of  toe  Agricultural  Mortgage  Corporation,  to 
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whom  we  lend  money  in  anticipation  of  the  receipts  _wWch 
come  from  issues ; and  we  have  all  agreed  that  this  is  a 
desirable  objeot. 

13196.  The  first  proposed  issue,  I understand,  is  meant 
to  make  a net  addition  to  the  resources  of  the  I.C.F.C., 
and  not  merely  to  put  the  public  who  take  the  securities 

in  the  place  of  the  banks? ^It  will  do  both,  according 

to  the  plan.  It  will  make  some  reducticm  m ithe  bank 
borrowing,  and  it  will  provide  the  I.C.F.C.  with  further 
resources  to  expand  its  business. 

13197.  And  your  future  attitude  towards  its  resources 
would  be  that  you  envisage  the  banks  providing  finance 
with  a view  to  its  being  t^en  over  by  public  issue,  when 

a suitable  time  arrives? ^That  is  the  eventual  aim.  It 

will  take  some  time  to  achieve,  because  I.C.F.C’s 
borrowing  is  very  substantial. 

13198.  When  you  started  the  I.C.F.C.  with  the  banks 
as  its  sponsors,  you  did  intend  that  it  should  borrow 

substantially  from  the  banks? ^That  was_  always 

foreseen,  and  indeed  it  has  done  so  ; but  that  is  a long 
time  ago  and  we  feel  that  it  is  time  for  another  look 
at  this  policy. 

13199.  Sir  John  Woods:  Does  the  total  plan  therefore 

involve  reducing  the  loans  from  the  banks  to  nil? 

Maybe  at  some  point,  but  it  will  be  always  a very  fluctuat- 
ing affair.  The  plan  involves  very  substantial  reduction 
in  what  might  be  called  the  permanent  loans.  These 
loans  have  gradually  risen,  becaiose  the  company  has  been 
doing  more  business — and  good  business — but  its  only 
source  of  fresh  money  has  been  the  banks. 

13200.  Mr.  Jones:  I understand  ffiat  the  banks  were 
rather  reluctant  to  subscribe  for  this  scheme  at  the  be- 
ginning. I think-  that  perhaps  there  has  been  some  change 
in  that  attitude  with  the  passing  of  the  years.  Is  there 
any  degree  of  reluctance  now,  not  only  to  find  the  amount 
of  capital  unsubs<Jibed  but  to  provide  a greater  amount 

of  capital  when  the  issue  is  made? am  not  sure 

about  ie  reluctance.  We  have  had,  in  times  of  credit 
squeeze,  to  ask  the  I.C.F.C.  to  play  its  part  in  the  restric- 
tion of  credit.  We  could  not  exempt  them  from  the  credit 
squeeze. 

13201.  I am  talking  about  before  the  credit  squeeze, 
ri^t  at  the  beginning  and  through  the  intervening  yews. 
At  the  beginning  were  you  not  rather  less  than  willing 

co-operators  in  the  scheme? Mr.  Tuke:  I was  in  at 

{Adjourned  t 


the  beginning ; in  fact  I was  a joint  author  of  the 
memorandum.  Once  it  was  decided  that  a corporation  of 
this  sort  was  to  be  set  up  the  banks  decided  how  much 
money  to  put  in.  and  eventually  it  was  to  be  £45  millions. 
That  was  quite  a lot  for  an  experimenital  thing.  We  felt 
that  it  ought  to  go  slowly,  and  we  did  .perhaps  hold  llie 
reins  a bit  tight  at  the  start ; we  were  not  sure  how  it 
would  go.  We  thought  that  we  might  lose  money.  I 
daresay  that  the  people  in  it  .thought  that  we  might  have 
let  them  go  before  we  did,  but  it  was  right  that  we  should 
have  b«n.  cautious.— Chesterfield:  I,  like  Mr.  Tuke, 
was  in  at  the  beginning.  The  proposal  was  for  the  cor- 
poration to  be  wound  up  within  a reasonable  period ; but 
it  was  found  quite  ■impracticable,  in  fact  undesirable,  to 
incorporate  such  a provision  in  the  memorandum  and 
articles  of  association. 

13202.  But  is  this  not  a distinguished  son,  in  whose 
development  and  distinction  the  banks  ought  to  have 
taken  pride? ^We  indeed  have,  and  from  my  recollec- 

tion of  the  past  there  was  not  that  reluctance  to  which 
you  refer. 

13203.  Will  the  banks  make  a substantial  contribution 

to  the  new  issue? Mr.  Roberts : That  is  not  envisaged. 

It  would  be  a public  issue,  to  which  the  public  would 
subscribe. 

13204.  Is  there  any  reason,  having  seen  the  distinction 
that  this  offspring  has  achieved,  why  the  banks  should  not 

give  it  practical,  financial  and  moral  support? Mr. 

Chesterfield:  We  shall  be  giving  it  much  more  than  moral 
support,  because  we  shall  be  putting  in  all  the  capital  on 
which  the  company  itself  is  formed. — Mr.  Tuke:  There 
would  be  no  point  in  taking  money  out  of  one  pocket 
to  put  it  in  another. 

13205.  You  are  saying  in  effect  that  you  will  find  the 
authorised  capital  not  yet  subscribed,  which  is  equivalent 
to  £?i  mu.? Mr.  Chesterfield:  That  is  so. 

13206.  Having  regard  to  what  is  required  in  this  par- 
ticular field,  is  there  not  an  opportunity  for  the  banks  to 
make  a very  remarkable  contribution  to  the  economy  in 

this  field? Mr.  Chesterfield:  We  think  that  there  is, 

and  ^at  we  are  putting  it  on  the  best  possible  footing  we 
can,  by  owning  the  share  capital,  which  is  the  basic  interest 
in  it — Mr.  Tuke:  We  have  superannuation  and  pension 
funds,  and  I can  envisage  that  these  funds  might  help 
with  this  debenture  issue,  but  not  the  banks  themselves. 
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Mr.  D.  J.  Robarts,  Mr.  A.  W.  Tuke  and 

13207.  Chairman  : The  next  question  about  the  I.C.F.C. 
is  whe±er  the  loan  finance  which  at  the  moment  is  held 
by  the  I.C.F.C.  is  treated  from  the  point  of  view  of  the 
banks  as  short  term  or  long  term  money.  You  have  told 
us  that  the  ultimate  intention  is  that  it  should  be  recouped 
by  the  ibanks  by  public  issue  so  far  as  that  can  be 

achieved  ; what  about  the  meantime? Mr.  Robarts : 

Each  bank  may  look  at  this  thing  differently,  because  we 
all  have  loaiM  to  I.C.F.C.  In  the  National  Provincial 
Bank’s  calculations  of  what  we  agree  to  lend  on  medium- 
term  finance,  which  is  in  .the  main  for  export  credit 
facilities,  we  do  not  include  the  I.C.F.C.,  but  that  could 
very  Kisily  vary  from  .bank  to  bank. — Mr.  Tuke:  I do 
•not  draw  this  absolute  distinction  between  short-term  and 
long-teirm.  We  have  not  got  in  our  minds  a definite  figure 
beyond  which  we  Wl  not  go  for  money  which  is  long  or 
short.  I would  not  admit  -that  we  have  any  long-term  loans 
except  the  export  credits.  When  we  wait  into  the  I.C.F.C. 
we  expected  it  to  be  a long-term  affair,  and  it  has  «o 
proved  ; we  are  now  trying  to  make  it  something  different. 
We  do  not  want  them  to  look  at  it  as  going  on  being 
long-term. 

13208.  Within  the  years  that  it  has  been  operating  no 
money  has,  in  fact,  been  withdrawn  from  the  I.C.F.C.? 

Mr.  Tuke : No  ; we  are  under  a moral  obligation  to 

one  another  .to  put  in  our  due  proportions.  As  between 
ourselves  we  would  .not  feel  it  right  .to  call  them.— Mr. 
Chesterfield:  In  my  day-to-day  reckoning,  which  I keep 
as  a record  either  to  depress  myself  or  cheer  myself  up  in 
regard  to  medium-term  commitments,  I include  I.C.F.C. 
and  F.C.I.  as  medium-term. 

13209.  Mr.  Woodcock : Do  you  vary  the  rate  of  interest 
oa  it? -We  vary  die  rate  of  interest  of  part  of  it.' 


Mr.  A.  D.  CHESTERnELD  further  examined 

13210.  What  part  is  that? Mr.  Tuke:  The  distinction 

is  not  between  long  and  short,  but  between  new  and  old. 
We  lend  a certain  amount  at  3 per  cent. ; if  they  want 
more  they  must  pay  a higher  rate  for  it. — Mr.  Robarts: 
■We  fixed  the  old  money  at  3 per  cent.,  and  the  new  money 
is  borrowed  at  half  per  cent,  over  Bank  Rate  with  _a 
minunum  of  4 per  cent.  We  drew  a line  at  a certain 
date. 

13211.  The  old  money  remains  at  that  price  through- 
out?  Mr.  Robarts:  Yes.— Mr.  Tuke:  That  was  a 

concession.  They  lend  at  a rate  of  5 per  cent,  and  they 
would  get  into  difficulty  if  we  did  not  do  this.  We  do 
it,  but  it  is  not  business. 

13212.  Chairman:  As  the  launching  of  it  was  done  as 
a general  arrangement  between  the  banks,  is  there  not 
a general  responsibility  with  regard  to  the  banks’  policy 

to  I.C.F.C.? Mr.  Robarts:  Yes,  indeed;  it  comes  up 

to  the  Committee  of  London  Clearing  Bankers  when 
they  want  to  borrow  more  money,  as  did  the  arrangement 
I outlined  this  morning. 

13213.  It  would  not  be  the  right  picture  that  each 
bank  is  left  separately  to  consider  what  it  will  do  about 

its  and  how  it  will  treat  it? Mr.  Roberts:  No  ; 

it  is  general  policy. — Mr.  Chesterfield : Some  of  the  banks 
have  representatives  on  the  Board  of  I.C.F.C.  too. 

13214.  You  have -told  us  about  the  ultimate  intention 
to  get  the  bank  financing,  except  what  is  shifted  into 
permanent  capital,  taken  over  by  the  public  in  due  course, 
but  it  may  take  a period  of  years.  I presume  that  your 
policy  would  not  lead  you  in  the  meantime  to  recall  any 
of  the  loan  capital  which  is  outstanding  between  you  and 
I.C.F.C.,  uni«s  a public  issue  could  take  it  over? Mr. 
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Roberts : That  is  the  position.  Even  in  the  credit  squeeze 
we  never  recalled  any.  We  were  merely  rather  reluctant 
to  increase  beyond  the  minimum  amount  to  keep  them 
going. 

13215.  Then  we  come  to  sub-heading  (iii).  I suppose 
that  you  fixed  these  restrictions  about  the  maximum  and 
minimum  scale  of  operations  as  a rather  rough  generalisa- 
tion to  indicate  the  scale  of  operations  when  they  started. 
Were  they  regarded  as  rigid  to  them,  or  is  play  allowed 
with  regard  to  the  operation  undertaken  by  I.C.F.C.? 

There  is  some  elasticity.  Originally  it  was  £5,000  to 

£200,000 ; that  has  gone  up  to  £250,000.  One  cannot 
confine  these  transactions  too  exaedy,  but,  by  and  large, 
their  business  lies  between  those  figures,  the  thought 
behind  it  being  that  anything  substantially  over  that  can 
probably  be  dealt  with  by  a public  flotation. 

13216.  The  value  of  money  has  changed  quite 

materially  since  this  began? Mr.  Roberts:  That  is 

very  true. — Mr.  Take : It  may  still  be  true  that  for  any- 
thing over  £200,000  it  is  possible  to  go  to  the  Stock 
Exchange. 

13217.  Would  you  accept  that  today  as  a measure  of 

what  could  be  economically  or  satisfactorily  issued? 

As  regards  the  issue  or  placing  of  capital  for  not  much 
more  than  :KOO,000,  I am  not  quite  sure. 

13218.  It  would  be  a placing  rather  flian  an  issue. 

Mr.  Take:  It  might  be,  but  it  goes  through  the  Stock 
Exchange.  This  was  the  Macmillan  gap  ; they  thought 
that  there  was  a field  where  it  was  not  practical  to  go 
to  the  Stock  Exchange  because  it  was  too  expensive  pro 
rata  and  that  at  the  lower  end  the  banks  would  take 
care  up  to  £5,000.  That  £5,000  might  be  £10,000  now, 
indeed  it  might  in  individual  cases  be  a great  deal  more ; 
but  I think  that  £200,000  still  more  or  less  stands. 
— Mr.  Chesterfield : It  was  agreed  some  time  ago  that  in 
exceptional  cases  flexibility  could  extend  to  £250,000 
but  there  has  been  no  subsequent  request  for  further 
upward  revision. — Mr.  Take:  In  the  times  when  we  have 
been  trying  to  keep  this  from  going  too  fast  we  did  not 
want  individual  cases  to  be  too  big. 

13219.  Professor  Cairncross:  Does  this  sum  of 

£250,000  extend  to  the  whole  amoimt  or  only  to  the 
amount  which  would  be  advanced  directly  by  I.C.F.C. 

and  retained  by  them? Mr.  Take:  There  has  been  a 

bit  of  misunderstanding  about  that,  because  I.C.F.C.  have 
once  or  twice  taken  a participation  of  £200,000  in  a 
bigger  thing.  I personally  have  thought  that  that  was 
wrong,  because  if  the  total  was  £1  mn.  it  could  go  to 
ie  Stock  Exchange,  and  there  was  no  need  for  I.C.F.C. 
to  be  in  it  at  all.  But  in  the  strict  letter  of  the  law 
I think  that  ±ey  were  entitled  to  take  £200,000  of  it. 
—Mr.  Roberts:  I think  that  the  original  intention  was 
that  the  top  limit  should  apply  to  what  they  do  on 
their  own.  I do  not  think  that  anybody  envisaged  them 
taking  participations  in  bigger  undertakings,  as  they  have 
occasionally  done. 

13220.  Chairman:  But  the  size  of  the  finance  is  not 
the  only  thing  which  might  debar  an  issue  from  the  Stock 
Exchange.  A record  of  profits  which  might  be  promis- 
ing for  the  future  might  not  justify  an  issue  in  any  one 

year? Mr.  Take:  That  consideration  specifically 

comes  into  the  purposes  of  F.C.I.  rather  than  I.C.F.C. ; 
F.C.I.  is  to  deal  with  big  things  which  are  not  yet  ripe 
for  the  Stock  Exchange. 

13221.  Professor  Cairncross:  Is  it  your  view  that  the 
efficiency  of  the  Stock  Exchange  is  so  improved  that  it 
can  now  handle  issues  of  £200,000  only,  when  that  sum 
must  be  equivalent  in  value  to  only  one-third  of  what 

the  Macmillan  committee  had  in  mind? do  not 

think  it  is  a question  of  efficiency.  There  are  certain 
inescapable  costs  which  when  spread  as  a percentage 
over  the  whole  come  out  too  high  if  the  whole  is  not 
above  £200,000. 

13222.  I accept  it  as  a matter  of  cost  rather  than 
efficiency ; but  do  you  not  think  that  perhaps  today 
the  sum  might  be  a little  higher  than  £200,000?  — T 
should  quite  understand  if  it  did  so  prove ; but  I think 
there  are  issues  or  placings  being  made  for  sums  not 
much  in  excess  of  £200,000. 

13223.  It  was  put  to  us  by  Lord  Piercy  that  he  would 
like  a little  more  latitude  here.  He  may  not  have 
approached  the. clearing  banks  but  he  appeared  to  en- 
visage making  loans  on  I.C.F.C.’s  own  account  of  the 
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order  of  £300,000,  say,  and  possibly  taking  proportions 
of  that  participation  up  to  perhaps  £400,000.  I dare  say 
that  if  he  were  pressed  he  would  be  willing  to  accept 
£500,000  as  an  upper  limit.  Would  you  see  any  objec- 
tion to  some  latitude  in  that  direction? Mr.  Chester- 

field : I do  not  like  the  participation  aspect ; I would  not 
object  so  much  to  the  other. — Mr.  Roberts:  Participation 
has  always  seemed  to  me  rather  illogical ; a condition  of 
that  must  be  that  the  whole  thing  being  done  is  con- 
siderably more  than  £200,000,  in  which  case  it  can  be 
done  in  the  normal  way  through  the  Stock  Exchange  and 
issue  market. 

13224.  It  is  a normal  feature  of  industrial  banking 

that  one  seeks  participation? Certainly ; but  I.C.F.C. 

was  formed  for  the  special  purpose  of  providing  finance 
which  could  not  normally  be  done  on  the  Stock 
Exchange. 

13225.  It  is  still  rather  on  the  borderline  of  what  the 
Stock  Exchange  would  normally  handle  on  the  upper 
limit.  I accept  that  some  placings  are  made  for  smaller 
sums  than  that,  but  even  if  it  lay  between  £250,000  and 

£500,000  costs  might  be  rather  high? Anything  from 

£300,000  to  £500,000  could,  I should  have  thought,  he 
done  through  the  Stock  Exchange. 

13226.  At  reasonable  costs? Mr.  Take:  It  is  a ques- 

tion of  whether  one  is  prepared  to  pay  the  price.  TEere 
is  a price  at  which  one  can  do  £200,000  or  £250,000. 

13227.  Does  it  not  become  prohibitive  the  lower  one 
goes?  May  it  not  be  quite  high  at  £400,000  or  £500,000? 

If  the  banks  were  approached  on  this,  would  you  hesitate 

to  accept  a higher  limit  than  £300,000  for  I.C.F.C.? 

The  main  purpose  of  this  company  is  to  fill  the  Macmillan 
gap,  and  it  is  not  intended  to  spread  beyond  that.  I quite 
understand  that  Lord  Piercy  would  like  to  have  more 
' money  to  be  allowed  to  do  more  things  which  he  cannot 
do  without  having  more  money  at  his  disposal ; and  he 
sees  at  this  moment  a chance  of  getting  his  hands  on  more 
money. 

13228.  Professor  Sayers:  The  “Macmillan  gap”  was 
based  on  the  view  that  for  issues  below  £200,000  die  costs 
of  issue  through  the  Stock  Exchange  channel  were  so 
high  as  to  squeeze  out  various  projects  that  it  would  be 
in  the  national  interest  to  cany  through.  If  you  adjust 
that  figure  for  the  rise  in  costs,  would  it  be  surprising 
if  the  figure  comparable  to  the  figure  of  £200,000  in  the 

Macmillan  Report  was  now  something  like  £500,000? 

Mr.  Robarts:  I could  not  say  without  research  whether 
the  costs  of  an  issue  expressed  as  a percentage  of  that 
issue  have  in  fact  risen.  The  main  cost  of  an  issue,  of 
course,  is  the  initial  stamp  duty.  It  depends  whether 
it  has  to  be  advertised.  If  it  had  to  be  advertised  admit- 
tedly it  would  go  up,  but  probably  an  issue  of  the  size 
we  are  thinking  about  worfld  be  a placing  which  would 
not  be  advertised. — Mr.  Tuke : The  stamp  duty  and  under- 
writing charge  are  a percentage  of  the  amount.  By  and 
large  they  have  not  altered,  but  there  are  certain  other 
expenses  which  no  doubt  have  gone  up  quite  a lot. 

13229.  When  one  has  allowed  for  all  those  things,  the 
figure  parallel  to  the  Macmillan  committee’s  £200,000  must 

he  way  above  that? Mr.  Chesterfield:  That  makes  it 

all  the  more  remarkable  that  we  have  00.1  had  a further 
application  from  I.C.F.C. 

13230.  Chairman:  But  you  would  agree  that  your 
policy  remains  to  provide  this  organisation  with  sufficient 
money  for  it  to  be  able  to  provide  money  for  those 
deserving  companies  which  cannot  manage  a Stock  ^- 
change  issue  owing  to  the  question  of  cost  It  is  a practical 
question  of  what  the  level  is  today,  below  which  the  cost 

is  uneconomic? Mr.  Robarts:  Yes. 

13231.  Professor  Cairncross:  There  was  a second  issue, 
that  you  dislike  participation.  Does  this  dislike  extend  to 
loans  or  interests  taken  in  companies,  when  the  sums 

involved  are  well  below  £200,000? ^No ; I think  that 

that  would  be  logical.  What  seems  illogical  is  to  have  a 
company  designed  for  the  special  purpose  of  doing  trans- 
actions under  £200,000  engaging  in  a participation 
in  transactions  considerably  over  that  figure  which  can  be 
done  on  the  market. 

13232.  Is  it  not  desirable  to  leave  a little  room  for 
experiment  here?  There  are  alternative  means  which  put 
money  at  the  disposal  of  small  companies.  If  one  is  too 
dictatorial  may  one  not  prevent  the  developmeiit  of  the 

most  efficient  method  of  providing  industrial  capital? 
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We  have  not  been  hard  and  fast  about  this  thing ; they 
have  done  transactions  of  rather  more  than  this.  One 
must  have  some  elasticity  in  thesd  matters. 

13233.  Chairman:  Then  we  come  to  the  questions  of 
statistics  on  which  we  would  like  to  get  your  views ; that 
is  point  8. — Professor  Cairncross:  The  suggestion  in  sub- 
heading (i)  is  that  it  would  be  of  interest  if  you  published 
quarterly  some  an^ysis  of  your  deposits,  and  specifically 
that  it  might  be  possible  to  show  the  deposits  of  public 
companies.  It  would  be  possible  to  do  this  either  on  a 
very  limited  footing  or  on  a more  elaborate  footing.  If 
it  were  a limited  footing  one  might  have  perhaps  2,500 
odd  quoted  companies  which  would  presumably  not  be 
a itremendous  undertaking ; if  one  went  beyond  that  this 

might  be  a fairly  elaborate  job? ^Yes.  TTiese  statistics 

involve  an  enormous  amount  of  work,  however  you  look 
at  it  and  I am  anxious  as  a matter  of  policy,  and  I hope 
ttiis  Committee  will  agree,  not  to  throw  any  unnecessary 
statistical  work  on  us.  We  have  been  very  anxious  not  to 
stand  in  the  way  of  the  supply  of  statistics  for  this  Com- 
mittee, and  I hope  we  have  given  you  what  you  want; 
but  for  future  routine  statistics  I think  we  ought  to  try 
and  keep  as  low  as  is  consistent  with  providing  proper 
efficiency. 

13234.  I have  great  sympathy  with  that,  and  I do  not 
want  anything  I say  to  be  at  all  in  conffict  with  that 

general  principle. Mr.  Tuke:  May  I amplify  what  Mr. 

Robarts  has  just  said?  There  are  various  statistics,  large 
in  number,  that  we  accumulate  for  our  own  purposes.  It 
is  no  trouble  to  us  to  pass  them  on,  subject  always  to 
our  being  prepared  to  disclose  the  information.  There 
are  other  statistics  which  we  do  not  want,  the  cost  of 
which  is  entirely  a burden  to  us.  They  fall  into  two 
classes,  and  it  seems  to  me  that  we  ought  to  take  a 
different  view  of  one  from"  the  oflier.  There  are  statistics 
wanted  by,  or  already  provided  to,  the  Bank  of  England 
for  the  purposes  of  helping  in  the  management  of  the 
country’s  finances ; we  are  willing  to  go  a very  long 
way  at  our  own  expense  to  help. with  that.  There  is 
another  class.  Professor  Cairncross  tised  the  word 
“ interest  ” ; if  I may  say  so  without  disrespect,  if  it  is 
merely  a question  of  interesting  academic  economists  I 
am  not  very  anxious  to  spend  a great  deal  of  money 
on  that 

13235.  Do  you  not  think  that  academic  economists  have 

contributed  to  an  understanding  of  monetary  policy? 

They  all  quarrel  amongst  themselves,  so  ithat  one  does  not 
know  what  to  beUeve. 

13236.  Chairman:  Do  we  have  to  think  of  all  the 
banks  concerned  having  a permanent  staff  which  is 
devoted  to  the  collection  of  some  volume  of  statistics  over 
and  above  those  which  are  available  to  the  public  or  those 
which  are  supplied  under  existing  arrangements  to  the 

Bank  of  England? Mr.  Robarts:  What  happens  is 

that  Head  Office  asks  for  returns  from  the  branches ; the 
people  who  are  affected  in  those  branches  are  engaged 
in  the  normal  work  of  the  branch,  and  they  just  produce 
those  figures  as  part  of  their  day’s  work.  Head  Office, 
of  course,  collates  them  all,  which  is  no  mean  task,  and 
then  eventually  they  are  sent  to  the  Clearing  House,  where 
Mr.  Barkshire,  the  Secretary  of  the  Committee  of  London 
Clearing  Bankers,  puts  them  together  for  all  the  banks. 

13237.  Professor  Cairncross:  In  this  case  the  interest 
lies  in  knowing  something  about  'ffi.e  movements  in  the 
liquidity  of  the  companies  in  the  country ; and  it  would 
be  material  to  forming  a judgment  of  ffiat  to  see  what 
was  taWug  place  in  ffie  movement  of  their  holdings  of 
cash.  I am  picking  particularly  on  companies  because 
we  have  other  information  about  the  movement  of  com- 
pany profits  and  investments  which  can  be  matched  with 
this.  If  one  were  thinking  of  making  it  a minimum  under- 
taking I had  thought  that  perhaps  public  companies  might 

reduce  it  to  manageable  proportions? ^That  is  a vast 

reduction  as  compared  with  the  whole  field.  If  you 
could  see  your  way  to  including  only  deposits  of,  say, 
£10,000  or  more  that  again  would  cut  things  down  a bit ; 
and,  of  course,  the  less  frequently  you  want  them  the 
better  from  our  point  of  view:  perhaps  yearly  instead  of 
quarterly,  if  you  agree. 

13238.  The  value  of  this  would  lie  in  greater  frequency, 
even  if  that  meant  the  loss  of  completeness.  It  is 
important  here  to  have  up  to  date  information,  and  if  one 
waits  for  company  balance  sheets  that  may  be  too  late. 
You  may  be  in  possession  of  much  better  figures  than  ours. 


It  appeared  to  me  that  this  was  a very  much  smaller 
undertaking  than  the  kind  of  analysis  you  do  on,  say, 

personal  deposits,  which  is  an  immense  undertaking? 

Yes,  1 see  the  force  of  that.  I wonder  whether  we  could 
do  something  like  this.  Could  you  raise  the  lower  limits 
very  substantially? 

13239.  If  it  related  to  quoted  companies,  for  instance, 
the  lower  limit  could  clearly  be  quite  substantial.  I do 
not  suppose  that  there  are  any  quoted  companies  whose 
deposits  with  the  banks  would  not  be  likely  to  be  of  the 

order  of  £10,000  or  more? Mr.  Chesterfield:  Are  you 

talking  about  net  deposits  or  gross  deposits  in  this  con- 
text? Are  you  talking  of  net  deposits  of  public  limited 
companies? 

13240.  I think  this  was  intended  to  refer  to  gross 

deposits? 1 should  be  quite  prepared  to  support  Mr. 

Robarts  if  he  likes  to  make  a recommendation  that  we 
should  provide  the  total  of  the  credit  balances  over 
£10,000  of  public  limited  companies  twice  a year. 

13241.  It  is  not  in  the  Committee’s  mind  to  discuss  in 
detail  what  is  the  appropriate  proposition ; we  are  merely 
trying  to  explore  with  you  what  along  these  lines  might 
be  a possibility  without  putting  too  great  a burden  on 
you?-— C/mirmon:  Can  you  give  us  any  idea  of  what 

magnitude  of  work  this  would  impose  on  you? ^To 

co^ne  it  to  public  companies  only  makes  a big  difference 
to  this  question.  I do  not  know  how  many  ffiere  are  in 
existence. 

13242.  Professor  Cairncross:  Quoted  companies  num- 

bear  under  3,000. Mr.  Chesterfield : That  number  would 

not  be  difficult  at  all. — Mr.  Robarts:  If  you  want  quoted 
companies  I feel  sure  we  can  do  that  twice  a year. 

13243.  Pro/ejsor  Sayers:  Would  quoted  companies 

four  times  a year  be  much  more  awkward? Mr. 

Chesterfield:  ^en  we  are  talking  of  numbers  of  the 
magnitude  which  Professor  Cairncross  has  indicated,  I do 
not  think  that  it  is  a matter  of  importance  whether  we  do 
it  quarterly  or  half  yearly. 

13244.  Professor  Cairncross:  May  we  turn  to  sub- 
heading (ii)?  We  understand  that  a figure  for  net  trans- 
actions in  gilt-edged  securities  is  communicated  to  the 
Bank  of  En^and.  Would  you  feel  any  difficulty  about 

making  that  figure  available  for  publication? ^We  have 

said  that  we  are  prepared  to  make  the  figures  available 
to  this  Committee.  I do  not  think  that  we  want  to  publish 
them  regularly  on  our  monthly  statement,  where  they 
could  be  got  hold  of  by  one  or  two  of  the  less  well- 
informed  commentators  in  the  Press.  We  should  like  to 
continue  to  give  the  information  to  the  Bank  of  England 
under  the  arrangement  which  we  entered  into  with  the 
then  Governor  in  1943,  when  we  agreed  to  make  available 
quarterly  figures  of  investments  in  Government  Securities 
on  the  lines  Indicated,  and  the  Governor  wrote  on  8th 
October,  1943 ; 

“ They  [sc.  the  Treasury]  readily  accept  the  under- 
standing that  no  requ^t  shall  be  made  to  the  banks  at 
a later  date  few  the  use  of  the  figures  of  the  banks  as 
distinct  from  those  of  otiaer  institutions  in  any  publicity 
either  written  or  or^  and  ithat  similar  figures  should  be 
required  from  all  the  non-clearing  banks.” 

13245.  Chairman:  The  attitude  was  that,  if  they  were 
married  to  the  figures  of  other  institutions,  then  there 

woidd  be  no  objection  to  their  publication? That  is 

so. 

13246.  Professor  Cairncross:  This  would  imply  that  if 
we  could  prevail  on  other  institutions  to  take  the  same 
view  as  you  do,  there  then  might  ensue  the  publication 
of  figures  for  a wide  group  of  institutions,  including 
banks? ^Yes. 

13247.  Subheading  (ii)  also  relates  to  the  division  of 
your  figures  of  holdings  of  gilt-edged  securities  between 
under  five  year  bonds  and  over  five  year  bonds.  Would 
you  see  objection  to  disclosure  of  ffiat  to  the  public  at 

some  interval? Mr.  Robarts:  I would  see  the  very 

greatest  objection. 

13248.  You  observed  this  morning  that  I was  in  some 
doubt  whether  any  substantial  change  had  taken  place 
since  before  the  war  in  this  distribution.  I imagine  that, 
if  we  are  in  doubt,  the  general  public  would  be  still 
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more  in  doubt  whether  the  banks’  holdings  of  gilt- 
edged  were  now  on  average  shorter  than  before  the  war? 

Mr.  Chesterfield'.  The  general  public  would  not  think 

anything  about  it. 

13249.  I was  referring  to  the  informed  public.  There 

have  been  discusaons  of  this  in  /the  financial  Press? 

Not  altogether  w^  informed,  if  I may  say  so. 

13250.  Would  it  not  be  better  if  they  were  well 

informed? ^We  can  see  the  point  of  view  that  this 

would  be  very  valuable  to  the  Treasury,  and  we  have 
supplied  these  figures  to  the  Bank  of  England  and  to  your 
Committee ; but  we  are  not  at  all  keen  on  the  idea  of 
publishing  drem  to  all  and  sundry. 

13251.  What  is  the  reason  for  this? Everything  can 

be  picked  up  by  certain  financial  journalists  who  will 
fasten  on  anything  which  could  in  any  way  be  used  to  the 
detriment  of  the  banks’  wellbeing. 

13252.  Professor  Sayers:  Do  you  not  immensdy  in- 
crease the  risk  of  misuse  of  what  is  published  if  you  do 
not  put  informed  people  in  the  position  of  making  intelli- 
gent commenit?  I myself  am  continually  feeling  irfiibited 
in  making  any  public  commeat  on  undrtfbrmed  comments 
by  crtbeir  people  because  I do  not  know  the  facts.  You 
are  enooura^ng  me  in  this  silence ; you  are  giving  more 
rope  to  the  people  who  make  umnformsd  comments.  Is 

^t  what  you  really  want? Mr.  Tuke : We  do  not  want 

the  public  to  discuss  our  affairs.  We  would  much  rather 
they  (hd  not  The  more  information  we  give  them  the 
more  they  will  discuss  our  affairs,  and  that  is  what  we 
do  not  want. 

13253.  Professor  Cairncross:  Until  a few  years  ago  it 
was  not  possible  to  know  what  your  holding  of  Treasury 
Bills  were  or  to  make  any  subdivinon  in  the  category  of 
bills,  it  would  seem  to  me  that  there  is  as  much  im- 
portance attached  to  knowing  the  difference  between  die 
holcfiogs  of  short  or  long  dated  'bonds  as  there  is  to  know- 
ing the  difference  between  the  different  types  of  bills.  They 
are  not  the  same,  though  they  are  grouped  under  one 
heading.  If  this  is  a subject  that  is  of  intar^  to  the 
monetary  authorities,  o-u^t  it  not  also  to  be  of  interest  to 
people  who  are  trying  to  form  an  idea  of  Government 

policy? Mr.  Robaris:  My  objection  to  it  is  that,  if  we 

divide  the  holdings  of  tiie  banks  into  under  five  years  and 
over  five  years,  and  for  some  reason,  let  ois  say  due  to  a 
Government  funding  operation,  the  figures  show  a sub- 
atautial  decrease  in  under  five  year  bonds  and  an  increase 
in  over  five  year  bonds,  it  is  open  for  someone  to  say 
that  these  banks  are  going  for  more  income  at  the  risk 
of  depreciation  of  their  investmen'ts.  That  is  a remark 
that  could  be  made,  thou^  it  would  probably  be  nothing 
to  do  with  the  reason  for  which  ffie  increase  in  the 
over  five  years  took  place, 

13254.  I accept  that  any  information  is  liaWe  to  mis- 
interpretation, and  this  is  particulady  true  of  statistics; 
but  if  it  is  true,  as  we  have  been  led  to  beMeve,  that 
the  liquidity  of  the  commercial  banks  is  a matter  of  very 
great  importance  and  if  that  liquidity  is  itself  conditioned 
by  toe  structure  of  their  bond  holdings,  is  it  r^y  right 
to  leave  the  public  in  ignorance  of  what  toe  distribution 

of  maturity  of  Governmant  securities  happens  to  be? 

I do  not  think  that  toe  dateiled  analysis  of  toe  security 
holdings  of  toe  banks  is  important  to  toe  general  public. 

13255.  Chairman:  Yotir  point  of  view  applies  just  as 
myrh  if  the  figures  are  ^ven  as  being  as  aggregates  of 

the  banks  as  a \^4loie? was  assuming  that  they 

would  'be. 

13256.  And  if  the  aggr^ates  of  the  banks  were  merged 
in  toe  aggregate  for  financial  institutions  as  a whole, 

•would  you  then  feei  there  was  any  large  danger? 

Mr.  Roberts:  We  have  conceded  that.  If  they  are  in  an 
aggregate  of  the  finandal  institutions  as  a whole  that 
removes,  to  my  ntind,  an  enormous  objection.  Finandal 
institutions  as  a whole  are  a vast  field.  In  fact,  I suppose 
it  includes  most  of  the  short-term  Government  debt. 
—Mr.  Tuke:  A great  many  finandal  instiitutions  witMn 
that  definition  would  hold  ootlung  but  shorts;  bringing 
in  the  discount  market  would  make  an  addition  of  one 
I do  not  tha.nk  that  you  would  be  very  much 

etofied. 

13257.  Professor  Cairncross:  May  we  pa»  to  subhead- 
inz  (iii)?  question  relates  to  the  distribution  of 

liabilities  and  assets  in  your  balance  sheet  between 
residents  and  non-residents  Some  of  tiiis  information 

30500 


must  already  be  known  to  you  and  to  toe  Bank  of 
England,  ''^ere  the  figures  are  already  availaWis,  do 
you  see  any  objection  to  making  puUic  totals  for  retideots 

as  distinct  from  non-residents? Mr.  Chesterfield: 

Would  you  include  toe  holdings  of  the  Bank  of  England 
with  the  figures  of  toe  clearing  banks? 

13258.  I would  have  thought  that  there  was  no  objec- 
tion to  their  being  included  in  the  total? Mr.  Chester- 

field: This  is  a question  whiito  is  very  important  to  the 
Bank  of  Engkod  and  to  the  Treastiry.  I would  have 
thought  that  toe  dangers  of  ill-informed  comment  on 
publication  were  very  great. — Mr.  Robarts:  I think  that 
these  figures  should  be,  if  they  require  them,  supplied 
to  toe  Bank  of  ; I can  quite  understand  that 

they  may  weti  want  them.  But  it  would  be  a very 
dangerous  tiling  to  publito  them,  because  in  the  event 
of  toe  exchange  bri^  under  any  suspicion,  which  does 
unfortunately  happen  from  time  to  time,  if  at  that  time 
one  could  see  ve^  big  movemwits  of  foreign  balances 
either  in  cash  or  investments  in  London  it  could  be  quite 
rta-maging. — Mr.  Chesterfield : We  would  see  no  objection 
to  permiittiog  toe  Bank  of  England  to  make  ow  figures 
availaWe  to  the  Treasury. — Mr.  Robarts:  That  is  quite  a 
(Afferent  titing ; I am  taking  of  publication. 

13259.  You  think  that  it  is  more  dangerous  than  pub- 
lishing figures  for  the  gold  reserves? Mr.  Chesterfield: 

Gold  reserves  are  an  accomplished  fact.  Publication  could 
give  rise  to  more  specuIatiM  and  ill-informed  comment. 

It  might  be,  for  mstance,  that  some  big  overseas  d^wsitor 
might  decide  to  buy  Governmait  securities ; that  amount 
would  come  out  of  our  figures  of  non-resident  deposits, 
and  mig^  give  somebody  the  idea  that  money  was  being 
withdrawn  from  London. 

13260.  Subheading  (iv)  relates  to  the  disclosure  of  the 
profits  of  the  banks  as  a group  on  toe  basis  of  toe  informa- 
tion already  available  to  toe  Inland  Revenue.  They  do, 
as  you  know,  publish  figures  for  banking,  insurance  and 
finance,  but  tb^  are  not  in  a position  to  break  that  down 
to  toow  us  figures  of  banking  separately.  Do  you  see 

objection  to  their  publishing  toe»  figures? Mr. 

Robarts:  I am  sorry  to  be  con^uaUy  refusing,  but  I see 
the  very  greatest  objection  to  this.  Fii^  of  all,  the  figures 
indicated  to  toe  Inland  Revwiue  must  be  absolutely  con- 
fidential and  always  have  been.  Ihey  publish  this  wide 
group,  but  it  is  so  wide  that  one  cannot  separate  it  out 
Second,  the  banks’  profits  are  vastly  affected  by  their 
transactions  in  pk-edged  securities,  because  they  are  taxed 
as  traders  in  securities.  If  they  make  a profit  or  loss_  on 
those  tradings,  the  profit  is  an  increase  on  and  a loss  is  a 
reduction  in  the  normal  trading  profits  of  the  bank  operat- 
ing on  the  gilt-edged  market,  so  that  toe  profits  as_  taxed 
by  the  Revenue  can  vary  enormously.  Third,  it  was 
accepted  by  toe  Cohen  Committee,  on  which  the  Com- 
panies Act,  1948,  was  founded,  toat  it  was  not  in  the 
public  interest  to  show  big  swings  in  bank  profits.  If 
towe  is  a toorou^ly  bad  year  in  the  gilt-edged  market  that 
could  give  a v«y  misleading  impression  to  the  public,  and 
perhaps  a disquieting  one  wdwch  would  not  be  at  all 
warranted. 

13261.  Your  figures  at  present  are  in  a rather  special 
category  in  that  they  are  not  published  while  for  otoCT 
indu^ies  figures  are  published  on  exactly  the  same  defini- 
tion. What  you  are  suggesting  to  us  is  toat  the  definition 
is  perhaps  inappropriate  to  show  toe  true  outcome  of  toe 
operations  of  the  banks,  but  I have  heard  similar  argu- 
ments used  in  the  last  ten  or  fifteen  years  by_  other 
industries,  '^en  they  have  inflation  or  depreaion  m 
mind  there  always  must  be  circumstances  in  which  any 
definition  of  profits  is  liable  to  mislead  a person  looking 

at  figures? An  industrial  company  is  in  an  entirely 

different  situation  from  a bank.  It  does  not  to  anything 
like  toe  same  extent  depend  on  public  confidence  as  ba^ 
do.  Ilie  banks  depend,  and  the  whole  country  reljes, 
on  toe  absolute  confidence  of  the  world  in  toe  banking 
system  here.  That  was  well  recognised  by  Lord  Cohen  s 
Committee,  wh«i  they  found  that  it  was  inexpediMit  fw 
toe  banking  system  to  show  its  total  jffofits  or  its  tMrfers 
to  and  from  int«-nal  reserves  or  the  amount  of  those 
reserves  That  conclusion  was  come  to  in  the  public 
interest,  because  it  was  felt  to  be  necessary  toat  public 
confidence,  at  home  and  abroad,  in  the  banking  system 
should  not  be  imperilled  by  bad  experience  in  any  one 
year  The  same  considerations  seem  to  apply  to  the 
figures  now  asked  for,  and  the  banks  would  deplore  any 
departure  from  toe  findings  of  toe  Cohen  Committee  in 
relation  to  them. 
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23  January,  1959.]  Mr.  D.  J.  Robarts,  Mr.  A.  W.  Tuke  and  Mr.  A.  D.  Chesterheld  [Continued. 


13262.  Chairman:  It  seems  to  me  that  your  answer 
centres  upon  the  law  as  established  by  the  most  recent 
Companies  Act  which  was  based  upon  the  recommenda- 
tions in  the  Cohen  Committee  Report,  which  did,  you  say, 
give  a special  position  to  banks  and  some  other  institu- 
tions?  ^Yes,  and  on  the  reasons  that  lay  behind  the 

Cohen  Committee  recommendations. 

13263.  If  it  were  not  for  that  position,  there  would  be 
no  reason  to  distinguish  a statement  of  the  aggregate 
protits  made  by  banks  in  the  year  as  published  by  the 
Inland  Revenue  from  the  statement  of  the  aggregate 
profits  made  for  any  other  section  of  industry  or  com- 
merce?  Mr.  Robarts:  I think  that  the  reasons  which 

led  to  the  Cohen  Committee  putting  the  banks  into  a 
special  category  were  and  remain  valid. — Mr.  Tuke:  It 
is  impossible  to  divorce  disclosure  of  profits  and  disclosure 
of  reserves.  One  cannot  be  disclosed  without  a certain 
disclosure  of  the  othet. 

13264.  Professor  Cairncross:  I did  not  think  that  that 
was  a point  here,  if  one  took  the  Inland  Revenue  definition 
of  profits  and  not  your  definition  for  the  purposes  of 
determining  dividends,  allocations  to  reserve  and  so  on? 

Mr.  Tuke:  The  Inland  Revenue  returns,  though  no 

doubt  accurate,  are  very  misleading  for  that  very  reason 
•in  regard  to  our  trading  profits  in  any  one  year  ; but  even 
if  they  were  not  misleading  I do  not  think  that  they 
ought  to  be  disclosed. — Mr.  Chesterfield : I remember  the 
evidence  to  the  Cohen  Committee  very  well  indeed.  One 
of  the  things  that  was  said  was  that  the  banks’  reputation 
for  stability  was  a national  asset  of  first  importance  and 
that  it  would  not  be  in  the  public  interest  to  endanger 
confidence  at  home  or  abroad  in  that  stability. 


One  of  the  argumen,ts  used  in  igiving  evidence  to  the 
Cohen  Committee  was  that  an  adverse  happening  might 
afieot  one  bank  more  than  another  and  might  therefore 
mean  toait  business  was  transferred  from  one  bank  to 
anoier.  An  added  reason  has  come  about  since  1943 
for  the  non-publication  of  these  profits,  namely  the 
•tremendous  increase  in  the  value  of  trade  which  is 
financed  through  London.  The  evidence  given  in  1943 
was  at  a time  when  the  foreign  business  with  banks  in 
London  was  probably  at  its  smallest  volume  within  the 
last  thirty  years ; an  enormous  increase  in  international 
transactions  has  taken  place  since  then.  This  means  that 
it  is  very  much  more  likely  now  than  it  was  when  the 
evidence  before  the  Cohen  Committee  was  given  in  1943 
that  all  or  many  British  banks  might  suffer  as  a result, 
for  example,  of  some  serious  international  disturbance. 

My  own  experience  in  the  twelve  years  that  I have 
been  a General  Manager  of  the  Westminster  Bank  is  that  at 
certain  periods  it  would  have  been  disastrous  to  the  banks 
and  to  the  British  economy  generally  if  toe  Inland 
Revenue  figures  which  you  are  now  suggesting  should 
be  published  had  been  published.  If  the  banks  capital 
and  reserves  were  three  times  toe  amount  that  they  are 
to-day,  then  I might  have  different  views  but  in  toe  present 
circumstances  it  might  prove  detrimental  to  publish  these 
figures,  which  are,  after  all,  largely  toe  r^ult  of  trans- 
actions completed  during  a certain  accounting 
They  take  little  or  no  cognisance  of  contingent  liabilities 
and  how  far  these  contingent  liabilities  are  likely  to 
become  real  ones. 

We  have  heard  about  toe  profit  and  loss  accounts  being 
affected  very  much  by  profits  on  the  sale  of  gilt-edged 
securities ; we  have  not  heard  anything  about  the  very 
substantial  losses  that  may  have  accrued  through  enforc^ 
realisation  of  Government  securities.  Indeed  it  might 
be  that  in  certain  circumstances,  if  toe  suggested  figures 
were  published,  they  might  show  not  variations  of  profits 
so  much  as  evidence  of  actual  losses.  That  was  a state 
of  affairs  which  toe  Cohen  Committee  had  m mind,  I 
think,  when  they  recommended  toe  exemptions  given  to 
toe  banks. 

I think  also  that  if  these  profit  figures  were  published 
and  if  they  were  in  excess  of  those  publitoed  by  toe  banks, 
their  publication  might  provoke  a lot  of  useless,  tedious 
and  in  some  cases,  deliberately  mischieV'Ous  comment, 
The’  banks,  by  the  very  nature  of  their  business,  are  not 
in  a position  to  indicate  precisely  toe  reasons  why  they 
think  it  necessary  to  place  certain,  possibly  substantial, 


amounts  to  contingencies  and  reserves.  They  cannot 
discuss  a series  of  companies  or  even  a country  in  public. 
This  state  of  affairs  might  go  further ; it  might  have  toe 
effect  of  “ drying  up  ” toe  very  large  facilities  which  we 
place  at  the  disposal  of  countries  all  over  the  world,  on 
both  sides  of  toe  iron  curtain,  because  we  might  be  afraid 
to  grant  such  large  facilities  if  we  knew  that  we  could 
be  taken  to  task  for  having  made  a loss  in  one  particular 
year.  As  I have  said  before,  that  loss  might  not  affect 
only  one  bank.  The  size  of  international  transactions  is 
so  large  that  a catastrophe  anywhere  would  almost  certainly 
affect  two  or  three  or  more  batiks.  It  would  be  an  excep- 
tional time  if  in  the  Foreign  Exchange  Department  of  the 
Westminister  Bank  we  had  not  a turnover  equivalent  to 
some  hundreds  of  millions  of  .pounds  per  aomim.  A 
large  proportion  of  that  relates  to_  trade  wWch  never 
comes  to  this  country  at  all.  The  income  arising  from 
these  transactions  is  substantial. 

It  has  taken  generations  to  build  up  the  present  world 
wide  faith  in  British  banking,  and  our  ability  to  carry  out 
those  transactions  which  do  not  directly  affect  this  country 
but  which  are  world  wide.  It  would  require  the  publica- 
tion of  only  one  really  bad  figure  to  impair  that  confi- 
dence and  upon  that  lamentable  event  taking  place  the 
financing  of  world  trade  might  go  to  toose  great  foreign 
banking  corporations,  toe  growth  of  whose  published 
capital  and  reserves  has  not  been  hindered,  and  ind«d 
severely  curtailed,  by  such  pressures  as  we  have  had  m this 
country  where,  by  and  large,  we  financed  two  wars  and 
where  we  have  had  very  severe  restrictions  and  taxatica. 

I am  not  sure  for  whait  purpose  k is  suggested  that  this 
risk  should  be  taken.  I should  feel  very  unhappy  at 
leaving  you  without  saying  toat  I think_  toatt  none  of 
toe  reasons  for  publication  could  be  valid  against  this 
risk. 

13265,  Chairman:  There  is  publication  of  aggregate 
figures  for  toe  banking,  insurance  and  finance  sector  as 
a whole  • would  you  suggest  that  there  are  any  ill  effects 
from  publishing  toose  figures  to  toe  kind  of  confidence 

you  are  speaking  of? ^No,  because  they  we  aggregated 

in  a sufficdendy  .widespread  field  of  differing  industries. 

13266.  Could  the  msurance  companies,  in  the  years 
when  these  composite  figures  have  been  pubUsbed,  have 
contributed  more  to  the  swings  involved  in  toe  com- 
plete figure  than  toe  banks? would  have  thought  that 

could  not  be  so.  I have  in  my  mind  particularly  the  early 
1950s  when  the  banks  had  a rough  passage. 

13267.  You  think  the  banks  would  be  a more  unstable 
elemeut  in  the  variation  of  the  figures  than  they  have 

Ijeen? Mr.  Chesterfield:  In  general,  yes;  it  may  be 

in  a particular  year  that  experience  in  America  womd 
have  affected  the  insurance  world  more  ffian  us,  but 
it  is  toe  virtue  of  the  amalgamated  figures  to  conceal 
that.— Mr.  Tuke : In  the  1957  figures,  if  I remember  rightly, 
six  years’  profits  are  shown  of  that  composite^  financial 
group,  and  they  vary  from  £11  million  to  £90  million.  That 
is  a terrific  variation,  and  it  just  cannot  be  what  you  might 
call  normally  accurate. — Mr.  Robarts:  As  I said  before,  it 
is  swung  enormously  by  toe  profit  and  loss  on  purchases 
and  sales  of  gilt-edg^  securities. 

13268.  Professor  Cairncross:  May  we  turn  to  sub- 
head (v)7  When  figures  were  supplied  to  .toe  Mai^iUau 
Committee  they  excluded  in  respect  of  toe  National  muIc 
business  done  south  of  toe  Irish  border.  Would 
it  be  possible  to  present  the  dealing  banks  figure  m 
such  a way  tiiat  they  rdated  to  banking  offices  within 

the  United  Kingdom? am  afraid  toat  I only  received 

very  short  notice  of  this  question,  and  we  have  not  Men 
able  to  give  it  adequate  consideration.  I do  not  trtnx 
that  toe  exclusion  of  torect  butiness  outside  toe  Umtett 
Kingdom  would  have  much  effect  on  toe  totals ; I tni^ 
it  only  concerns  the  National  Bank’s  business  m the 
Republic  of  Ireland  and  Lloyds  Bank’s  Indian  busm^. 
May  we  have  a further  look  at  this  and  if  you  so  desire 
let  you  know?* 

Chairman:  Then  toat  brings  us  to  toe  md  of  to«e 
questions  on  which  we  wanted  your  help.  We  are  v«y 
much  obliged  to  you  for  coining  hare  today. 


See  Appendix  to  Minutes  of  Evidence 
(Adjourned) 
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MINUTES  OF  EVIDENCE  TAKEN  BEFORE 

THE  COMMITTEE  ON  THE  WORKING 
OF  THE  MONETARY  SYSTEM 


FIFTY-NINTH  DAY 


• Thursday,  30th  April,  1959 


Present: 


The  Rt.  Hon.  The  Lord  Radcliffe,  G.BH.,  Chairman 


Professor  A.  K.  Cairncross,  C.M.G. 

The  Rt.  Hon.  Sir  Ouvbr  Franks,  G.C.M.G.  , 

K.CB.,  C.B.E. 

The  Viscount  Harcourt,  K.C.M.G.,  O.B.E. 
Professor  R S.  Sayers,  F.BA. 

The  representatives  of  the  Treasury  examined  at  tfCs 
session  were  given  advance  notice  of  the  following  points 
for  discussion.  Written  notes  were  submitted  on  points 
1,  3,  8 and  9 ; these  notes  are  incorporated  in  the  record 
at  the  appropriate  points. 

1.  Short-term  finance  of  local  authorities  and  national- 
ised industries : 

(a)  use  of  bank  advances ; 

(b)  possibility  of  the  issue  of  bills. 

2.  Developments  in  1958  in  local  authority  financing. 
•3.  The  technical  feasibility  of  regular  bi-annual  reviews, 

and  if  necessary  revisions,  of  taxation  <including 
investment  allowances) ; the  possibility  of  regular 
Autumn  Budgets. 

4.  Domestic  monetary  policies  and  events,  and  in  par- 
ticular short-term  interest  rate  policy,  in  1958-59. 

5.  Short-term  international  movements  in  1958-59 ; 
have  uncovered  movements  been  appreciable.  Has 
this  episode  any  implications  for  the  international 
structure  of  short-term  interest  rates? 

6.  Now  that  E.P.U.  has  been  wound  up,  is  the  Treasury 
content  to  look  solely  to  international  rather  than 
to  regional  arrangements  for  reinforcing  liquidity? 
How  much  importance  is  to  be  attached  to  E.M.A. 
in  this  regard? 

7.  Would  it  'be  possible  or  desirable  for  Her  Majesty’s 
Government  to  float  a loan  in  the  United  States  or 
elsewhere  to  reinforce  the  gold  and  dollar  reserves  on 
some  appropriate  occasion? 


Sir  Reginald  Verdon  Smith 
Sir  John  Woods,  G.C3.,  M.V.O. 

Mr.  R.  T.  Armstrong,  Secretary 
Mr.  G.  Penrice,  Statistical  Adviser 


8.  There  appears  to  have  been  a tendency  in  1958  for 
other  sterling  area  countries  to  obtain  a greater 
amount  of  capital  outside  London.  Have  the  Treasury 
any  information  on,  or  comments  about,  this  trend? 

9.  In  previous  evidence  Treasury  witnesses  mentioned 
£300  to  £350m.  as  the  sort  of  surplus  on  the  current 
balance  of  payments  which  it  was  desirable  to  achieve. 
Has  there  been  any  revision  of  this  figure? 

10.  Is  the  use  of  the  United  Kingdom’s  new  quota  in  the 
I.B.R.D.  subject  to  the  same  restrictions  as  that  of 
the  original  quota? 

11.  The  Committee  imderstands  that  drawings  from  the 
LM.F.  have  to  be  repaid  in  gold  or  convertible 
currency.  Wat  is  the  definition  of  “ convertible  ” 
here?  Is  sterling  now  a “ convertible  ” currency  for 
this  purpose? 

12.  Would  the  Treasury  acc^t  an  estimate  of  £90  to 
£100m.  for  the  swing  of  “leads  and  lags”  and  trade 
displacements  in  the  1957  crisis?  Does  the  Treasury 
believe  that  the  maximum  possible  swing  due  to 
“leads  and  lags”  is  much  in  excess  of  this  figure? 
If  so,  would  it  be  possible  to  make  a reliable  estimate 
of  the  swing? 

13.  Can  the  Treasury  estimate  the  size  of  the  “ pool  ” 
of  dollar  seciuities  held  by  residents  of  the  United 
Kingdom?  Has  the  size  of  this  pool  varied?  K so, 
can  the  Treasury  estimate  by  how  much?  Is  it 
known  by  what  channels  increases  or  decreases  take 
place?  What  restrictions  or  conditions  are  imposed 
as  to  the  types  of  dollar  securities  which  may  be 
acquired  by  residents  of  the  United  Kingdom? 


The  following  witnesses  from  H.M.  Treasury  called  and  examined: 

Sm  Roger  Makins,  G.C.M.G.,  K.C.B.,  Joint  Permanent  Secretaiy 

Sir  Robert  Hall,  K;C.M.G.,  C.B.,  Economic  Adviser  to  H.M.  Government  and  Director,  Economic  Section 
Sm  Denis  Rickett,  K.C.M.G.,  C.B.,  a Third  Secretary 
W.  Armstrong,  Esq.,  C.B.,  M.V.O.,  a Third  Secretary 


13269.  Chairman:  Our  purpose  in  inviting  you  this 
morning,  Six  Roger,  is  to  clear  up  certain  points  of  which 
we  have  given  you  notice;  you  have  been  good  enough 
to  reply  to  some  of  the  questions  with  documentary  evi- 
dence, which  will'  go  into,  the  record.  May  we  start  with 
question  1,  on  the  short-term  finance  of  local  authorities 
and.  nationalised  industries? 

The  following  notes  were  submitted  in  response  to  ques- 
tion 1 : 

1.  Short-term  financing  of  local  authorities. 

2.  Local  authorities’  mortgage  rates  1955  to  1959. 

3.  Short-term  financing  of  the  nationalised  industries. 

4.  Use  of  Bills  by  local  authorities  and  nationalised 

industries. 

1.  SHORT-TERM  FINANCING  OF  LOCAL 
AUTHORITIES 

Bank  borrowing 

The  quarterly  returns  published  by  the  British  Bankers’ 
Association  show  that  despite  the  changes  in  credit  policy 

30500 


since  1954  the  level  of  bank  borrowing  by  local  authori- 


ties  has  been  fairly  ei 

len.  The  figures  (in  £ million)  are : — 
1935  1956  1957  1958 

February 

102-8 

86-4 

81-3 

74-5 

May  ...  . ... 

83-7 

74-4 

91-2 

80-8 

August 

94-1 

82-1 

84-7 

83-0 

November 

83-0 

79-8 

74-7 

79-0 

Short-term  mortgages 

There  are  no  complete  figures  showing  the  volume  of 
borrowing  by  local  authorities  by  short-term  mortgages, 
but  it  is  possible  to  show  the  sources  of  borrowing  by 
local  authorities  on  capital  account  in  the  financial  years 
up  to  1957-58.  The  figures  are  set  out  in  Table  A 
attached.  They  show  the  sharp  and  substantial  tran- 
sition from  borrowing  from  the  Public  Works  Loan  Board 
to  borrowing  in  tiie  market  which  took  place  as  the  result 
of  the  change  in  the  P.W.L.B.  lending  policy  in  October. 
1955. 

It  is  also  possible  to  show  the  composition  of  local 
authority  debt  at  31st  March,  1955,  and  31st  March,  1958 
3N4 
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(15th  May  for  Scotland  in  each  year)  from  a survey  of 
local  authority  loan  debt  made  by  the  Treasury  last  year. 
The  figures  are  set  out  in  Tables  B1  and  B2  attached. 
They  show  that  whereas  the  total  loan  debt  (excluding 
borrowing  by  one  authority  from  another)  had  increased 
during  the  three  years  between  the  two  dates  surveyed 
by  30  per  cent.,  borrowing  from  the  P.W.L.B.  and  by 
certain  other  methods  had  increased  as  follows: — 

Per  cent. 

P.W.L.B.  mortgages  increased  by 13 

Other  mortgages  63 

Temporary  borrowing  200 

(Table  C attached  gives  the  composition  of  the  figures 
of  temporary  borrowing  in  Tables  A and  B and  shows 
that  a high  proportion  of  the  borrowing  was  in  very  short- 
term loans,  especiaEy  in  1958.)  . , 

There  are  no  figures  for  borrowing  by  all  authorities 
on  short-term  mortgages  but  we  have  weekly  estimates 
made  since  30th  September,  1956,  of  short-term  mortgages 
(i.e.  1 to  10  years)  made  by  local  authorities  in  the  London 
market.  These  are  no  more  than  estimates  and  exclude 
any  mortgages  made  locally  or  in  provincial  markets: 
they  show  (in  £ million);  — 


1956 

1957 

1958 

January  to  March 

350 

17-5 

April  to  Juno 

28-75 

23-75 

July  to  September 

17-0 

28-5 

October  to  December... 

27-25 

220 

370 

For  the  first  12  weeks  of  1959  (which  correspond  to  the 
periods  shown  in  the  table  for  January  to  March)  the 
figure  is  £45'75  mUlion. 


TABLE  A 


Capital  account  of  local  authorities  in  the 
United  Kingdom,  1955-1958 

£ million 


Financial  years  to 
31st  March 

1955-56 

1956-57 

1957-58 

1.  Net  borrowing  from  Public  Works 
Tnan  Board  and  Northern 
Ireland  Government  Loans 

306 

58 

39 

2.  New  stock  issues 

16 

39 

3.  Net  borrowing  from  superannua- 
tion funds,  etc 

25 

40 

25 

- 55 

5.  Other  borrowing  (net)  

6.  Capital  grants  from  the  Central 

17 

20 

24 

7.  Current  surplus  before  providing 
for  depreciation  and  stock 
appreciation  

105 

140 

167 

8.  Gross  fixed  capital  formation 
(equals  total  of  items  1 to  7 
above) 

547 

. 589 

569 

Item  2.  New  stock  issues  as  shown  in  the  Bank  of  England 
series  on  capital  issues. 

Item  3.  Borrowing  from  funds  “connected  with”  local 
authorities  such  as  superannuation  funds,  sinking  funds  and  other 
funds  which  are  not  part  of  the  local  authority  sector. 

Item  4.  Tending  for  small  dwellings  acquisition  (including 
advances  under  the  Housing  Acts). 

Item  5.  This  is  a residual  item  consisting  mainly  of  net  borrowing 
on  mortgages  and  temporary  borrowing,  but  also  including 
unidentified  changes  in  financial  liabilities  and  assets  and  any 
residual  errors. 


TABLES  B 

Treasury  Survey  of  Local  Axjthority  Loan  Debt 
Great  Britain,  1955 

31  March,  England  and  Wales;.  15,  May,  Scotland 


Method  of  borrowing 


1 . Public  Works  Loan  Board  mortgages  

2.  Other  mortgages 

3.  Bonds  , •••  

4 Stock  quoted  on  the  London  Stock  Exchange  ...  _ ... 

5 . Other  external  borrowing,  apart  from  temporary  borrowmg. . . 

6.  Internal  advances: 

(a)  From  own  Superannuation  Funds  

(i)  From  other  funds  

' 7.  Temporary  borrowing  (*)  

8.  Totalloan  debt  ... ' ...  ...  

9.  Inter-authority  loans  included  above 

10.  Total  loan  debt  excluding  inter-authofity  borrowing  (item  f 
less  9)  


Debt  due  for  repayment 


In  from 
1-5  years 


In  from 
5-15  years 


In  more 
than 
15  years 


m Uodet  S.  215  (1)  (M  of tho  Local  Government  Act,  1933,  S,  260  (1)  (» (e)  ofthe  Local  aovemment  (Scotland)  Act,  1947,  or  other 
similar  provisions.  Borrowing  in  anticipation  of  the  receipt  of  revenue  is  excluded. 

Owing  to  rounding  the  totals  may  not  equal  the  sumslof  the  component  parts. 
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Treasury  Survey  of  Local  Auihorjty  Loan  Debt 
Great  Britain,  1958 

31  March,  England  and  Wales;  15  May,  Scotland 


Method  of  borrowing 

Debt  due  for  r^ayment 

In  1 year 
or  less 

In  from 
1-5  yean 

In  from 
5-15  years 

In  more  than 
15  years 

Total 

1 . Public  Works  Loan  Board  mortgages 

2.  Other  mortgages 

3.  Bonds  ", 

4.  Stock  quoted  on  the  London  Stock  Exchange  

5.  Other  external  borrowing,  apart  from  temporary  borrowing . . 

6.  Internal  advances: 

(o)  From  own  Superannuation  Funds  

(4)  From  other  funds 

7.  Temporary  borrowing  (*)  

1 

62 

4 

28 

1 

4 

22 

512 

34 

426 

48 

75 

1 

28 

26 

377 

290 

46 

197 

1 

82 

26 

*101  applicable 

2,668 

195 

10 

176 

5 

109 

42 

3,081 

973 

108 

477 

8 

224 

116 

512 

8.  Total  loan  debt 

9.  Inter-authority  loans  included  above 

635 

5 

638 

9 

1,021 

19 

3,205 

23 

5,498 

55 

10.  Total  loan  debt  excluding  inter-authority  borrowing  (item  8 
less  9)  

630 

629 

1,002 

3,182 

5,443 

_ (‘)  Under  S.  215  fl)  (5)  of  the  Local  Government  Act  1933,  S.  260(1)  (6)  (c)  of  the  Local  Government  (Scotland)  Act,  1947,  or  other 

similar  provisions.  Borrowing  in  anticipation  of  the  receipt  of  revenue  is  excluded. 

Owing  to  rounding  the  totals  may  not  equal  the  sums  of  the  component  parts. 


TABLE  C 

Treasury  Survey  of  Local  Authortty  Loan  Debt 
Temporary  borrowing(‘)  outstanding  1955  and  1958 
Great  Britain 

31  March,  England  and  Wales;  15  May,  Scotland 


£ million 


Period  of  loan 

1955 

1958 

At  call  or  7 days 

104 

275 

Up  to  3 months  

23 

84 

For  3-6  months  

6 

64 

For  6-12  months 

1 

23 

Revenue  balances  temporarily  used 
for  capital  purpose  

36 

66 

Total  

170 

512 

t.')  Under  S.  215  (I)  (i)  of  the  Local  Government  Act,  1933, 
S.  2S)  (1)  (4)  (c)  of  the  Local  Government  (Scotland)  Aci,  1947,  or 
other  similar  provisions.  Borrowing  in  anticipation  of  the  receipt 
of  revenue  is  excluded. 

Owing  to  rounding  the  total  may  not  equal  the  sums  of  the 
component  parts. 
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2.  LOCAL  AUTHORITY  MORTGAGE  RATES 
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Date 

(mid-montKi 


1955  January 
February 
March 
AprU... 
May ... 
June ... 
July  ... 
August 
September 
O«ober 
November 
December 


1956  January 
February  ... 
March 

April 

May 

June 

July 

August 
September  ... 
October 
NovOT.ber  ... 
December  ... 

1957  January 
February  ... 
March 

April 

May 

June 

July 

August 
September  ... 
October 
November  ... 
December  ... 

1958  January 
Febru^  . . . 
March 

April 

May... 

June 

. July 

August 
September  ... 
October 
November  ... 
December  ... 


7-10  10-20 

Years*  Years 

Per  cent  Per  cent. 


H 

3ft- 

H 

4 

4ft- 

4ft- 

4i 

4ft- 

3 

5 

44 

4ft- 

5* 

5ft- 

5* 

5ft- 

5i 

5ft- 

5i 

0 Years 

Si 

5ft- 

5i 

5ft- 

Si 

5ft- 

Si 

Si 

Si 

54 

Si 

54 

Si 

54 

5ft- 

5ft- 

6 

5ft- 

6i 

54 

6* 

5ft- 

6ft- 

64 

6i 

5ft- 

54 

54 

5i 

54 

Si 

5i 

6 

5ft- 

6i 

5ft 

6ft- 

64 

6» 

6ft- 

n 

7 

7-fr 

7* 

7 

3 

6i 

7 

64 

7 

64 

6i 

64 

6ft- 

64 

6i 

64 

6^ 

6 

5i 

54 

Si 

5 

f 

Si 

5 

4- 

5ft- 

5 

H- 

5i 

5 

Over  Bank  Rale 
) Years  (mid-rnonth) 
ar  cent  Percent. 


34 

3 

3ft 

34 

4 

44 

4 

44 

44 

44 

44 

44 

t 

44 

44 

5ft- 

44 

5ft- 

44 

5ft- 

44 

54 

44 

5ft- 

44 

54 

44 

5-ft- 

54 

5ft- 

54 

5ft- 

54 

5ft- 

54 

5ft- 

54 

5-ft- 

54 

5ft 

54 

5-ft- 

54 

5ft 

54 

54 

54 

5ft 

54 

5ft- 

5 

5ft- 

5 

54 

5 

5-ft 

5 

5-ft 

5 

54 

5 

6ft- 

5 

6ft- 

5 

64 

7 

64 

7 

64 

7 

64 

7 

64 

7 

64 

7 

64 

6 

6 

54 

54 

54 

5 

54 

44 

54 

44 

54 

44 

54 

44 

5-ft 

4 

arrangement  under  which  these  advances  were  introduced 
that  die  banlc  overdrafts  should  be  reduced  over  a period 
of  eaght  months  to  a level  which  would  accommodate  only 
the  ouirent  working  needs  for  short-term  money,  and  that 
thereafter  any  capital  requirements  should  be  met  out  of 
the  Exchequer  advances.  The  intentioii  was  to  reduce  the 
total  of  the  overdrafts  by  £5  million  a month  from  August 
until  December  1956  and  by  £15  million  a month  from 
January  to  March  1957.  {The  figure  of  £118-7  million 
for  31st  December  is  not  inconsistent  with  this  arrange- 
ment. K is  higher  thMi  might  be  expected,  partly  because 
it  is  not  a figure  struck  at  Qie  customary  mid-month  date, 
and  partly  because  it  immediately  preceded  qjecial 
Exchequer  advances  of  £2T4  million  made  at  the  be^n- 
ning  of  January  which  represented  a deferment  of 
advances  that  would  otherwise  have  been  made  in  inid- 
December.) 

Bank  Overdrafts  of  the  Nationalised 
Industries 

Tbk  table  shews  the  total  of  the  bank  overdrafts  of  the 
seven  nationalised  industries  from  the  Clearing  Banks  and 
the  Scottish  Banks  at  the  dates  specified: — 

£ milUon 


1951 

31  December 

106-9 

1952 

31  December 

119-3 

1953 

31  December 

63-9 

1954 

31  December 

133-4 

1955 

16  March 

159-5 

30  June 

214-3 

21  September 

99-6 

31  December 

37-7 

1956 

21  March 

65-7 

30  June  ... 

100-8 

19  September 

90-3 

31  December 

118-7 

1957 

20  March 

43-0 

30  June  ... 

59-6 

18  September 

49-0 

31  December 

82-5 

1958 

19  March 

52-8 

30  June  ... 

73-2 

17  September 

68-6 

31  December 

84-8 

1959 

18  March 

81-2 

Source:  Committee  of  London  Clearing  Bankers  and 
Treasury,  published  from  30th  June,  1956,  in  the  Monthly 
Digest  of  Statistics. 


1959  January  ...  5|  5J 

February  ...  Sf  S-ft- 


5* 

5ft- 


• The  ban  on  local  authori^  mortgages  of  up  to  7 years  was 
lifted  in  January  1956. 

3 SHORT-TERM  FINANCING  OF  THE 
NATIONALISED  INDUSTRIES 

It  has  been  file  practice  of  the  nationalised  indus^es* 
to  meet  their  short-term  capital  needs  only  by  b^ 
borrowings.  Until  the  system  of  advices  from  the 
Exchequer  was  introduced  an  1956  the_  industries  relied 
on  ba^  a*ances  until  it  was  oonyenient  to  fund  the 
greater  part  of  'the  outstanding  debt  by  a stock  issue.  It 
was  found  that  these  issues,  which  were  made  under 
Government  guarantee,  had  to  an  increasing  extent  to  be 
supported  by  the  Departments,  sometimes  at  an  mcon- 
vraiSit  time,  and  accordingly  the  system  of  Exchequer 
financing  was  introduced. 

The  fimies  for  the  bank  overdrafts  of  these  indnsties 
(from  both  the  Clearing  Banks  and  Seotti*  Banks)  since 
1954  ate  set  out  in  the  following  able.  These  show  the 
increase  in  the  overdrafts  UP  to  the  end  of  June  195^ 
hf  sh^P  decline  after  the  issue  of  £200  miUion  stock 
by  the  British  Electricity  Authority  in  Au^st  1955,  and 
the  fresh  increase  until  June  1956, 

1956)  Exchequer  advances  were  made.  It  was  part  of  the 

• i e the  seven  nationalised  industries  that  recave  Bcheqnet 
adviicis  under  the  Finance  Act.  1956  (as  extended),  vm,  the 
FlSStv  Cornell,  the  North  of  Scotland  Hydio-Elecmc  Board 
IfsoS  Hectricity  Board,  the  Gas  Council.  Bi^h 

Transoort  Commission,  and  the  two  An  Colorations.  C^e 
Nato^  CmI  Board  draws  all  its  external  finance  from  the 
Exchequer,  for  both  long-term  and  short-term  purposes.) 


4.  THE  USE  OF  BILLS  BY  LOCAL  AUTHORITTES 
AND  NATIONALISED  INDUSTRIES  AS  A 
SOURCE  OF  SHORT-TERM  FINANCE 

It  has  been  the  policy  of  the  Treasury  to  resist,  for  two 
fundamental  but  related  reasons,  the  use  of  bills  as  a 
source  of  short-term  finance.  The  first  reason  has  been 
the  desirability  of  preserving  the  nature  of  a btU  as  an 
essentially  liquid  and  preferably  self-liquidating  Instru- 
ment j the  second,  that  because  the  bill  is  accepted  as  a 
liquid  asset  by  the  banking  systan,  the  creation  of  addi- 
tional bills  is  liable  to  add  to  the  banks’  liquiefity  and,  in 
sufficient  quantity,  may  also  affect  the  control  of  short-term 
interest  rates. 

Different  consideralioas  arise  in  the  two  cases  under 
consideration: — 

1.  Local  Authorities 

Where  local  authorities  are  concerned  it  is  not,  strk^ 
sneaking,  a question  of  issmng  bills  of  exchange  (coven^ 
for  example,  the  movement  or  purchase  of  specific  goods) 
but  of  issuing  promisso'ry  notes  somewhat  akin  to  the 
Treasury  Bill.  In  the  ojunion  of  the  Treasury  Rich  ins^- 
ments  should  not  be  used  for  the  financing  of  capital 
expenditure  because  that  would  offend  against  the 
principle  that  a bill  or  promissory  note  shoffid  be  a short- 
term instrument  whose  liquidity  is  absolutely  assured  and 
which  therefore  should  be  used  only  to  finance  such 
operations  as  the  movement  of  goods  to  market.^  When, 
however,  the  borrowing  is  not  for  capital  expenditure  but 
to  meet  current  expenditure  in  anticipation  of  revenues, 
it  can  be  argued  that  the  revenue  from  the  rate  levied 
by  the  borrowing  authority  gives  assurance  that,  provided 
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thek  total  amount  is  appropriately  limited,  the  bills  out- 
standing can  be  liquidated  within  a reasonable  period. 
A number  of  authorities  have  powers  to  issue  .bills  for  this 
purpose,  the  Act  of  Parliament  ^ving  the  power  usually 
speoifyinsg  that  the  total  amount  issued  shall  be  limited  to 
a given  proportion  of  the  rateable  value  of  the  borrowing 
authority.  Where  (these  powers  exist  and  where  certain 
additional  rules  laid  down  by  the  Bank  of  England  are 
observed  (the  most  in^ortant  being  that  for  an  agreed 
period  of  60  days  the  authority  an  question  should  have 
no  bills  outstanding),  the  bills  are  eligible  for  discount 
at  the  Bank  of  England  and  consequently  command 
fine  rates  in  the  London  market. 

Only  29  local  authorities  (including  water  and  harbo.ur 
ajuthorities)  at  present  have  statutory  powers  to  issue 
bills  and  no  new  .powers  or  extension  of  existing  powers 
have  been  granted  since  1935.  Most  of  these  authorities 
have  not  exercised  their  powers  for  more  than  30  years, 
and  in  practice  consent  has  be.en  given  in  recent  years 
only  for  the  issue  of  bills  by  eight  authorities  who  have 
continued  to  exercise  .their  powers.  The  aggregate  limit 
of  the  'bills  that  may  be  so  issued  is  only  £7-4  million. 
If,  however,-  any  large  niumber  of  local  authorities  were 
to  acquire  powers  to  borrow  on  bills,  a very  substantial 
addition  to  the  supply  of  bills  in  tiie  market  would  have 
to  be  expected ; and  this  might  be  sufScient  adversely  to 
affect  the  readiness  of  the  market  to  absorb  tiie  Treasury 
Bills  offered  for  tender  or  at  any  rate  to  weaken  and 
perhaps  undermine  the  power  of  the  authorities  .to  control 
short-term  interest  rates  and  the  liquidity  of  the  banking 
system. 

2.  Nationalised  Industries 

Each  of  tbe  nationalised  industries  has  power  to  borrow 
temporarily,  " by  way  of  overdraft  or  otherwise  ”,  but 
none  has  yet  issued  bills.  There  are  clearly  instances 
where  .the  use  of  bill  finance  by  the  nationalised  industries 
would  be  unexceptionable.  For  example,  the  Coal  Board 
might  finance,  their  foreign  purchases  of  pit  props  while 
afloat  by  means.  To  employ  bills,  however,  to  provide 
general  finance  or  working  capital  for  any  of  the  nationa- 
lised industries  would  be  a misuse  of  bill  finance.  Even 
to  use  bills  as  other  industrial  companies  do  (e.g.  to 
finance  stocks)  would  be  open  to  objection.  In  tiie  first 
place,  control  of  the  amount  of  bills  so  issued  could  hardly 
be  operated  in  the  normal  way,  by  a refusal  by  the  Bank 
to  buy  the  Bills  if  they  appeared  in  undue  quantity,  since 
the  Bank  could  hardly  refuse  to  take  the  paper  of  what  is 
in  effect  a governmental  agency.  Secondly,  even  if  control 
by  other  means  could  be  secured,  the  issue  of  such  bills  in 
any  quantity  would  be  open  to  the  same  objections  as  apply 
to  the  issue  of  bills  by  local  authorities. 


13270.  Professor  Sayers:  I wonder  if  you  would  tell 
us  first  something  of  tbe  general  circumstances  that  you 
think  should  regulate  the  use  made  of  bank  advances  by 

local  authorities  and  nationalised  industries? Mr.  W. 

Armstrong:  I do  not  know  that  we  have  any  deep  theory 
a/bout  that.  We  would  regard  the  proper  use  of  bank 
borrowing  for  those  purposes  as  similar  to  that  of  any 
other  borrower:  that  is,  for  itemporary  purposes. 

13271.  How  can  it  be  settled  by  the  same  considerations 
as  apply  to  private  'borrowers  when  there  is  the  whole 

credit  of  the  &ate  behind  these  .bodies? 1 can  only 

say  that  that  is  the  way  it  works  in  practice.  So  far  as 
local  autiit>rities  are  concerned,  our  belief  is  that  these 
bank  borrowings  are  mainly  in  anticipation  of  revenue, 
tha.t  they  use  thdr  overdraft  facilities  to  even  out  the 
disparity  between  expenditure  and  revenue  as  the  year  goes 
on.  So  far  as  nationalised  industries  go,  again  it  is  used 
to  even  out  the  disparities  between  expenditure  and 
revenue,  and  in  particular  to  deal  with  the  situation  .that 
arises  immediately  before  they  get  a capital  advance  from 
the  Exchequer.  Under  the  present  arrangements,  when 
their  borrowings  for  capital  purposes  are  from  the 
Exchequer,  we  make  advances  .to  them  at  regular 
intervals,  and  so  far  as  they  need  money  in  the  last  few 
days  of  the  fortnight  before  they  get  an  advance  from  us, 
their  bank  borrowings  go  up. 

13272.  Do  you  limit  either  of  .these  bodies  in  their 
use  of  bank  advances  to  the  circumstances  you  have  just 
•stated?— The  local  authorities  are  quite  free;  we  place 
no  limits  on  them  either  as  to  amount  or  purpose.  Any 
limitation  there  may  be  on  the  amount  -will  be  a matter 


for  arrangement  between  them  and  their  bankers.  The 
Control  of  Borrowing  Order  in  form  applies  to  them,  but 
^ey  have  been  given  an  exemption,  which  was  intended  to 
be  roughly  parallel  to  the  exemption  private  borrowers 
^ve  for  borrowing  in  the  ordinary  course  of  their  business, 

effect  of  which  is  that  pending  receipt  of  revenue 
for  non-capital  purposes  they  may  borrow  without 
reference  .to  the  Treasury  under  ithe  Control  of  Borrowing 
Order. 

13273.  If  it  were  a matter  of  borro-wing  for  capital 

purposes,  what  would  be  the  position? It  would  require 

consent ; in  practice  tiiey  do  it  by  using  internal  funds, 
short-term  mortgages,  short-term  loans  and  so  on,  rather 
than  by  using  their  bank  overdrafts. 

13274.  If  they  did  choose  to  negotiate  loans  with  the 
banks  for  other  purposes,  you  would  raise  no  objection? 

^We  should  not  have  any  means  of  knowing  that  they 

bad  done  so. 

13275.  Chairman:  From  the  point  of  view  of  the 

economy,  if  you  did  know,  would  you  mind? ^We 

should  get  anxious  if  we  thought  that  the  volume  of  very 
short-term  borrowing  was  getting  to  the  point  where,  if 
there  were  a change  in  circumstances  and  ibhey  were  no 
longer  able  to  continue  such  short-term  borrowing,  they 
might  find  themselves  in  difficulties. 

13276.  Your  concern  is  not  whether  the  banks  are  the 
source  of  short-term  iborrowing  but  with  the  volume  of 
short-term  borrowing  itself?-^ — ^Yes. 

13277.  Professor  Sayers:  The  present  volume  of  £500 

mn.  or  so  does  not  give  rise  to  any  anxiety? ^We 

thought  it  was  high,  and  we  thought  the  increase  in  it  was 
rapid.  Following  the  survey,  we  discussed  k with  the 
Standing  Joint  Committee  of  the  local  authorities’  associa- 
tions, and  they  took  the  view  that  this  survey  showed 
quite  a normal  situation;  they  were  surprised  tiiat  the 
volume  was  not  greater.  Their  hunch  would  have  been 
•that  as  time  had  gone  on  the  increase  in  temporary 
'borrowing  was  much  greater.  They  are  conadering  with 
us  -the  -possibility  of  doing  the  survey  on  a regular  basis, 
so  that  it  can  be  watched. 

13278.  You  are  not  alarmed  by  £500  mn. ; would  you  be 

alarmed  by  £1,000  mn.? ^It  is  not  possible  to  put  a 

figure  on  what  would  alarm  one.  It  •would'  depend  on 
the  attendant  circumstances,  and  also  on  the  speed  by 
which  it  was  rising. 

13279.  For  what  reasons  would  you  be  alarmed  by  its 
rise? ^N'O  more  than  what  one  might  call  the  admini- 

strative or  practical  reasons ; that  the  growth  in  the  amount 
of  short-term  .borrowing  obviously  presents  the  possibility 
(as  I mentioned  earlier)  that  if  tiiere  is  a change  of 
circumistances,  if  .the  tiiortkerm  loans  are  called  in, 
if  the  possibility  of  re-financing  them  gets  less,  a number 
of  local  auithorities  would  find  themselves ' in  difficulties, 
and  they  would  .be  turned  'back  to  the  Exchequer.  I think 
itlmit  it  would  be  rather  from  that  point  of  view  than  from 
the  point  ■of  view  we  looked  at  just  now. 

13280.  What  is  there  to  choose  .between  a situation 
in  whicJi  they  are  financed  by  the  Exchequer  or  by  other 
methods,  if  either  way  they  are  coming  on  to  the  gilt- 

edged  market? 1 -tUnk  ffiere  may  in  the  end  be  very 

little  to  choose,  but  one  wants  to  know  which  of  the  redns 
is  going  to  take  the  strain. 

13281.  Have  you  any  knowledge  at  all  of  the  rates  of 
■interest  which  the  local  authorities  have  to  pay  to  the 
banks,  or  is  that  a matter  of  independent  bargaining? 

^ far  as  we  know,  it  is ; we  do  not  know  what  the 
rates  are. 

13282.  What  would  be  your  attitude  to  an  increase  in 

bank  borrowing  by  nationalised  industries? ^We  are 

much  more  closely  concerned  there,  because  all  their 
borrowings  have  to  have  our  approval  and  in  practice 
have  to  have  our  guarantee. 

13283.  Is  .there  a practical  difference  between  the 

approval  and  the  guarantee? So  far  there  has  been 

no  practical  difference.  If  we  have  approved  a borrowing, 
we  have  also  guaranteed  it. 

13284.  Does  not  that  apply  equally  to  the  local  autho- 
rities?  ^It  is  not  so  explicit  and  formal.  In  the  case  of 

.the  nationa'Iised  industries  a piece  of  paper  has  to  be 
produced  and  submitted  to  Parliament.  In  the  case  of  the 
local  authorities  there  may  be  an  implicit  situation  as 
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between  H.M.G.  and  local  authorities  which  might  amount 
to  'the  same  thing,  but  it  is  far  from  the  same  thing  here 
and  now  in  dealing  with  it. 

13285.  Is  it  not  the  same  thing  when  it  comes  to 

operating  in  the  market? It  may  be  the  same  ^ng 

m effect,  but  it  is  not  the  same  thing  from  day  to  day, 
in  that  a nationalised  industry  has  to  come  to  us  for 
approval  of  an  increase  in  its  overdraft  arrangements, 
whereas  a local  authority  does  not. 

13286.  Are  you  willing  to  see  the  nationalised  industries’ 
overdrafts  rise  much  above  the  present  level,  if  they  wish? 
^We  have  been,  in  present  circumstances. 

13287.  Have  you  any  information  on  the  rates  tiiey 

have  paid  to  the  tanks? ^Yes,  we  have,  because  they 

are  rates  which  reflect  the  fact  t^t  these  borrowings  are 
guaranteed,  and  since  there  is  a guarantee  attach^  to 
them.  Government  credit  'is  attached  to  them,  and  we  take 
an  mterest  in  what  the  rates  are.  The  rate  charged  is 
Bank  Rate  or  4 per  cent.,  whichever  is  highw;  so  the 
present  rale  is  4 per  cent.  TTiat  is  the  present  fonnula ; but 
if  Bank  Rate  fell  to  a very  low  level  the  formula  would 
probably  be  renegotiated  with  the  banks. 

13288.  Are  these  overdrafts  on  the  same  general  terms 
otherwise  as  they  are  to  private  persons,  repayable  on 
demand  in  law,  and  subject  to  revision  every  year  in 

practice?- ^The  'terms  in  these  cases  are  review  every 

quarter ; the  guarantee  is  formally  ^ven  for  a period  of 
three  months,  and  then  reviewed  and  in  normal  circum- 
stances renewed.  It  may  be  increased,  or  it  may  be  re- 
duced. That  is  the  formal  position. 

13289.  Professor  Cairncross:  Is  it  likely  that  you  will 
continue  to  collect  these  figures  on  local  authority  debt? 
— —The  Standing  Joint  Committee  was  quite  hopeful  that 
it  would  be  able  to  'persuade  the  local  authorities  that 
this  return  should  be  on  a regular  basis.  The  Committee 
has  asked  to  be  allowed  to  send  the  summary  of  returns 
to  each  local  authority  with  the  proposal  that  it  should 
be  instituted  on  a regular  annual  basis.  Those  returns  are 
now  practically  ready,  and  will  be  going  out  to  local 
authorities  very  soon. 

13290.  You  would  not  therefore  be  able  to  confirm 
widi  figures  the  local  authorities’  impression  that  their 
present  diort-term  obligations  are  normal  in  rdation  to 

their  bank  borrowing? No;  we  have  information  of 

this  kind  for  the  first  time. 

13291.  When  an  industry  becomes  nationalised,  it  is 
usually  considered  one  of  the  advantages  of  nationali- 
sation 'that  it  'gets  long-term  capital  on  much  more 
favourable  terms;  but  it  does  not,  from  what  you  have 
told  us,  appear  to  get  rfioit-term  loans  on  terms  essentially 
very  different  from  large  borrowers  other  than  Govem- 

m«it  borrowers? ^Tl^t  is  'true ; it  gets  it  more  cheaply, 

but  not  so  much  more  cheaply. 

13292.  If  you  take  the  local  authorities,  is  not  this 
discrepancy  even  more  perceptible?  In  long-term 
credit  the  local  authority  can  borrow  on  terms  tint  are 
not  very  much  worse  than  the  gilt-edged  rate,  but  on  short- 
term many  of  them  have  been  on  terms  very  differeit? 

Yes.  This  reflects  what  the  market  thinks  of  them. 
As  you  know,  in  1955  it  was  decided  that  the  rates  to  be 
charged  by  &e  Public  Works  Loans  Board  should  follow 
those  charged  in  the  market,  as  reflected  by  the  price  of 
local  authority  stocks  and  the  rates  for  .these  mortgages ; 
and  we  have  since  then  left  it  to  die  market  to  settle  what 
the  public  authorities  are  charged.  We  have  endeavoured 
to  follow  the  market  rather  than  to  lead  it. 

13293.  Professor  Sayers:  Have  you  in  fact  left  dt  to 
local  authorities  to  borrow  on  bills  as  much  as  they 
lilfftd?  Mot  to  borrow  on  bills;  our  note  on.  that 
shows  that  a very  small  number  of  .them  borrow  on  bills. 

13294.  How  can  you  say  you  .leave  -them  to  the  market, 

if  .fliey  are  kept  out  of  that  part  of  the  market? ;-I 

meant  the  market  as  it  is  made  up,  given  the  ways  in 
which  local  authorities  in  fact  seek  to  borrow,  and  given 
that  only  eight  of  .them  borrow  on  bills  at  rates  which 
are,  again,  by  private  arrangement. 

13295  Professor  Cairncross:  Would  it  be  your  view, 
that  if  local  authorities  were  free  to  go  to  the  bill  market. 


they  would  not  take  advantage  of  that? One  just  does 

not  know.  The  Mght  who  do  it  are  an  interesting 
colifiction;  there  is  London,  Birkenhead  and  Blackpool  in 
England;  none  in  Wales;  and  five  in  Scotland:  Gla^ow, 
Edinburg,  Aberdeen,  Lanarkshire,  and  Greenock,  which 
has  authority  to  borrow  on  bills  up  to  £100,000  at  any 
one  time.  That  suggests  to  me  that  the  interest  in  bills  is 
very  mu<h  a matter  of  die  personal  interest  of  a given 
Ci^  treasurer,  or  of  local  tradkion  rather  than  of  any- 
thing else.  I may  be  wrong  about  that,  but  from  time  to 
tinie  other  authorities  show  an  interest  in  this,  and  it  is 
usually  because  an  individual  who  is  in  that  authority  has 
experience  of  the  system  and  is  keen  on  it.  In  general 
there  has  been  no  dranand  for  this  on  the  part  of  the 
local  audiorities,  and  the  other  twenty-one  nho  actually 
have  the  statutory  powers  have  diown  no  signs  in  recent 
times  of  wanting  to  exercise  them. 

13296.  They  are  subject  to  a provision  which  does 
not  apply  to  the  central  Government,  that  they  must  at 
some  time  in  the  year  have  no  bills  outstanding? ^Yes. 

13297.  Chairman:  Is  it  your  impression  that  the  local 
authorities  have  been  paying  vay  high  rates  for  the  money 

they  have  got  on  short  term? ^Ihey  have  b«n  paying 

high  rates.  1 should  guess  that  that  reflects  the  pressure 
die  local  authorities  have  been  exercising  on  the  short-term 
market. 

13298.  But  if  they  can  get  something  closely  related 
to  the  ^t-edged  rate  when  th^  go  for  long-term  funds, 
why  is  it  they  have  to  pay  so  high  for  diort-term  money? 
— —Other  than  that  there  have  been  rather  a large 
number  of  them,  I do  not  know. 

13299.  You  think  there  is  competition  for  the  fimds? 
Yes. 

13300.  Professor  Cairncross:  That  would  suggest  that 
the  present  pressure  to  borrow  on  short  term  by  local 

authorities  is  abnormal? It  would;  there  again,  as  I 

said  earlier,  we  do  not  really  know.  It  is  our  impression 
that,  whether  one  calls  it  abnormal  or  normal,  there 
has  been  an  increase  in  the  last  year  or  two.  There  is  a 
very  clear  increase  in  the  two  years  we  took  in  our  survey, 
and  we  believe  that  that  increase  was  going  on  through 
1958. 

13301.  Can  you  tell  us  at  what  rate  the  eight  authori- 
ties do  borrow  on  bills  when  they  go  to  the  market? 

No,  I am  afraid  I cannot 

13302.  Professor  Sayers:  Do  the  auditors  from  the 
Ministry  of  Housing  and  Local  Govemmeiit  ever  call 
the  attaition  of  the  local  authorities  to  the  apparently  high 

rates  they  are  paying  for  their  short-term  borrowing? 

I do  not  know. 

13303.  Sir  John  Woods:  Would  there  be  a commrait 
from  the  auditors  if  a local  authority  proceeded  to  borrow 

from  the  bank  for  capit^  purposes? ^Equally,  I am 

afraid  I would  not  know  wh^er  the  au^tors  would 
cmnmeat  on  that.  I do  not  know  what  the  auditors’ 
arrangements  with  the  local  authorities  are,  but  I would 
be  a bit  surprised  if  they  did  comment  on  bank  borrowings 
for  capital  purposes ; it  would  appear  to  me  in  genecil 
to  be  rather  outside  their  functions. 

13304.  Professor  Cairncross:  You  have  not  made  a 
special  study  of  the  institutions  which  advance  the  money, 
to  see  to  what  extent  they  are  buyers  of  Treasury  Bills? 
No. 

13305.  So  it  is  not  very  easy  to  say  -^lether,  if  the 
local  authorities  sought  to  issue  bills,  they  might  find  a 
market  in  the  very  institutions  which  at  present  advance 

die  money  on  mortgage? ^No,  it  is  not;  one  just  does 

not  know. 

13306.  Chairman:  Before  we  leave  the  question  of  bills 
may  we  take  it  fliat  it  is  the  settled  policy  of  the  Treasury 
that  local  authorities  rfiould  not  extend  their  access  to 
the  bill  market? ^Yes. 

13307.  Would  you  accept  that  the  main  reason  is  that 
you  do  not  want  the  bill  market  disturbed  by  what  might 
be  considerable  potential  competition  for  money?-; — - 
Yes.  If  particular  local  authorities  in  England  decided 
that  they  wo^d  like  to  follow  London  and  the  others,  I 
do  not  think  we  would  stand  out  flatly  against  it  It  is 
both  interesting  and  curious  that  they  have  not  Of 
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course,  as  you  know,  Birmingham  has  got  its  own  special 
arrangements ; how  Manchester  and  Liverpool  are  placed 
I have  no  idea.  They  very  likely  also  have  their  own 
arrangements,  and  possibly  it  has  never  occurred  to  them 
to  change,  or  perhaps  they  see  no  advantage  in  changing, 
in  present  circumstances.  But  we  would  not  wish  to  see 
it  become  very  widely  extended. 

13308.  Professor  Sayers : When  you  say  that  you  do  not 
want  to  see  the  bill  market  disturbed,  do  you  mean  that 
you  fear  teat  development  of  borrowing  by  local  authon- 
ties  in  this  country  would  make  for  more  irregularities 

in  market  rates? think  one  has  a feeling  it  would 

make  for  more  irr^ularity  generally,  both  in  amounts  and 
rates,  and  in  the  ability  to  foresee  and  influence  what 
is  happening. 

13309.  Sir  Oliver  Franks-.  You  would  be  less  certain 
teat  you  could  completely  manage  the  short->term  market? 
Yes. 

13310.  Professor  Sayers:  It  is  your  interest  in  main- 
tainitig  a highly  managed  bill  market  that  you  wish  to 
keep  undisturbed? ^Yes. 

13311.  Chairman:  Then  I think  teat  covcts  questions 
1 and  2.  You  have  submitted  a note  on  question  3,  on 
the  possibility  of  r^lar  bi-annual  reviews,  and  if  necessary 
revisions,  of  taxation. 

Following  is  the  note  submitted  in  response  to  question 
3: 

1.  It  is  understood  teat  tee  Committee  are  dntererted  in 
this  because  a number  of  those  who  have  given  evidence 
before  teem  have,  argued  first  that  fiscal  measfiues  are 
amwig  tee  most  important  means  of  regulating  the 
economy,  and  secondly,  that  it  is  unfortunate  that  such 
■measures  can  normally  be  introduced  only  once  a year  at 
tee  time  of  tee  Budget. 

"2.  It  is  assumed  that  it  is  not  sugg«ted  that  the  whole 
of  the  Government  financial  ^stem_  should  be  changed 
over  to  a six-monthly  basis,  with  estimates  and  accounts 
presKited  for  six  months  only,  but  rather  teat  tee  annual 
S5^em  of  accounting  should  continue  as  at  present,  with 
the  Budget  on  present  lines,  but  that  in  addition  it  should 
become  the  normal  practice  for  the  level  of  taxation  to  be 
review^  mid-way  between  Budgets.  The  object  of  this 
would  he  to  enable  changes  in  taxation  to  be  made,  when 
this  was  judged  necessa^_  for  the  purpose  of  regulating 
tee  ecctiomy,  without  giving  rise  to  tee  belief  that  some 
extraordinary  crisis  bad  occurred. 

3.  As  tee  Committee  are  aware.  Autumn  Budgets, 
though  exceptional,  are  by  no  means  unknown,  and  have 
been  resorted  to  on  two  occasions  since  the  war,  in  1947 
and  1955.  In  addition,  teere  haw  been  a number  of 
occasions  when  particular  tax  changes  have  'been  made, 
other  than  at  the  normal  time,  as  the  following  examples 
teow:  — 

September,  2949— Tax  on  distribuited  profits  increased 
•from  25  per  cent,  to  30  per  cent. 

January,  1954 — Purchase  Tax  changes  by  Treasury 
Order.  Tax  imposed  on  floor  tiles,  etc.,  and 
reduced  on  jewellery,  electric  heaters,  etc.  Net 
cost  to  Exchequer  under  £3  million. 

February,  295i5~The  Chancellor  announced  the 
suspension  of  investment  allowances  to  take  effect 
from  the  following  day.  This  was  later  embodied 
in  the  1956  Finance  Bill,  which  was  introduced  in 
April  in  the  usual  way. 

December,  1956 — ^Teir^rary  increase  of  Is.  a gallon 
in  hydro-carbon  oil  duties.  Embodied  in  the  Hydro- 
carbon Oil  Duties  (Temporary  Increase)  Bill. 

4,  The  fact  teat  Autumn  Budgets  or  other  mid-year 
changes  in  taxation  have  been  relatively  rare  is  not,  in  the 
Treasury’s  view,  due  to  a'uy  reluctance  to  use  fiscal 
measures  for  regulating  tee  economy,  but  rather  because, 
in  normal  circumstances,  six  months  is  too  short  a time 
to  judge  tee  effect  of  tee  measures  taken  in  the  normal 
Budget.  Even  when  tax  changes  take  immediate  effect, 
some  time  is  nevertheless  needed  for  their  effects, 
especially  tee  indirect  effects,  to  be  seen  in  tee  economy. 
^ many  cases,  including  in  particular  the  income  tax, 
some  weeks  must  necessarily  elapse  before  Budget  changes 


result  in  any  changes  in  the  incomes  received  by  tax- 
payers. If  therefore  a regular  Autumn  Budget  became 
the  established  practice,  it  is  likely  that  in  most  years  tee 
Government  would  have  no  changes  to  propose.  It  is  only 
when  some  drastic  change  in  economic^  circumstances  has 
occurred  of  a kind  unforeseen  at  tee  time  of  the  normal 
Budget,  teat  an  Autumn  review  is  likely  to  result  in  any 
proposals  for  change. 

5.  Moreover,  in  considering  tee  use  of  changes  in 
taxation  between  Budgets  the  following  practical  con- 
siderations have  to  be  home  in  mind:  — 

(a)  Frequent  changes  in  taxation  can_  be  s^iously 
disturbing  to  trade  and  industry.  This  is  particvflarly 
true  of  tee  purchase  tax.  There  have  been  vigorous 
complaints  from  .traders  at  tee  annual  uncertainty  wtdcb 
tee  Budget  creates.  These  complaints  would  be  greatly 
intensified  if  a second  period  of  uncertainty  were  added. 
The  present  period  of  uncertainty  comes  at  a .time  when 
business  is  already  slack  after  the  Christmas  rush,  and 
accentuates  that  slackness.  But  a period  of  uncertainty 
in  September  and  early  October  would  have  more  serious 
effects.  It  would  impede  tee  flow  of  goods  into  retail 
shops  for  the  Christmas  trade  which,  increases  in 
importance  every  year. 

(b)  There  is  a particular  difficulty  about  Income  Tax. 
This  would  be  most  serious  in  the  case  of  an  upward 
change  during  tee  year.  Since  income  tax  is  an  annual 
tax,  it  would  be  impracticable,  as  well  as  inequitable 
between  tax-payers,  .to  have  different  standard  rates  of 
tax  for  different  parts  of  tee  year.  It  is  therefore 
necessary  that  any  mid-year  alteration  in  IncO’me  Tax 
should  be  made  retrospective  to  the  beginning  of  the 
financial  year.  Ttes  would  mean  that  for  the  remainder 
of  tee  financial  year  PAYE  taxpayers  would  not  only 
be  paying  tax  on  the  higher  rate  on  their  current 
earnings,  but  would  also  be  paying  arrears  at  the  higher 
rate  on  their  earnings  in  the  earlier  part  of  the  year. 

If  such  a change  were  introduced  towards  the  end  of 
the  calendar  year  under  an  Autumn  Budget,  it  would 
be  likely  to  impose  so  serious  a burden  on  individual 
pay  packets  as  to  be  virtually  ruled  out  except  in 
circumstances  which  called  for  the  most  drastic  action. 
Clearly  the  difficulties  would  not  be  quite  so  severe  in 
tee  case  of  a decrease  in  dnccme  tax  rates.  But  there 
would  be  great  pressure  .to  pass  on  tee  benefit  of  the 
change  to  all  concerned  as  quickly  as  possible  and  the 
administrative  difficffities  would  be  just  as  great. 

Further,  any  change  in  the  standard  rate  of  tax 
during  tee  year  means  that  all  deductions  from  income, 
dividends,  interest,  etc.,  which  have  been  ’made  up  to 
teat  point  are  wrong.  They  can  be  put  right  and  there 
are  .precedents  which  could  be  followed  dating  from  the 
exceptional  past  years  when  such  cha'nges  were  made. 
Broadly  they  involve  that  where  tax  has  been  deducted 
at  tee  original  rate  from  fixed  income  paid  on  secim- 
ties  an  adjustment  up  or  down  is  made  in  the  deduction 
from  the  next  subsequent  payment.  In  the  case  of 
dividends  on  ordinary  shares,  tee  general  rule  would 
be  to  treat  the  net  amount  of  dividend  received  under 
deduotioo  of  tax  at  the  original  rate  as  though  it  had 
been  received  under  deduction  of  tax  at  the  subsequent 
rate.  These  provisions  can  be  somewhat  arbitrary  m 
their  incidence,  and  although  .they  have  had_  to  be 
adopted  on  one  or  two  past  occasions  of  crisis,  they 
woffid  be  most  irritating  if  they  recurred  frequently. 

6.  In  general,  the  administrative  difficulties  of  mid-year 
changes,  particularly  in  income  tax,  can  be  very  seriop. 
Thus,  for  the  several  millions  of  direct  assessments  which 
are  made  on  persons  receiving  income  in  full  any  revision 
of  rates  after  the  early  Autumn  may  mean  the  sending  out 
of  a revised  calculation  involving  a very  heavy  burden  at 
a time  when  the  staff  are  already  heavily  engaged  on  tee 

cycle.  It  is  true  .teat  changes  in  PAYE,  if  they 
were  only  in  the  rate  of  tax,  could  be  dealt  with  by  re- 
vised .tables.  But  if  the  changes  involved  variations  m 
tee  different  personal  allowances,  there  would  be  an 
enormous  job  of  what  is  called  “ recoteng  ” to  be  done. 
This  burden  would  be  so  great  that  it  would  probably 
make  such  changes  impracticable. 

7.  Both  the  practical  and  the  administrative  difficulties 
were  referred  to  by  tee  Chancellor  of  the  Exchequer 
(Mr.  Macmillan)  in  a statement  in  the  House  of  Commons 
on  4th  December,  1956,  introducing  the  increase  m 
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hydro-carbon  oil  duties.  The  text  of  this  statement  is 
reproduced  as  a footnote  below.* 

8.  It  is  also  the  case  that  the  preparation  and  passage 
of  a Finance  Bill  can  take  up  a great  deal  of  the  time 
of  Parliament  and  Ministers. 

9.  Finally,  it  should  be  recalled  that  the  Government 
has  powers  to  take  action  for  the  purpose  of  regulating  the 
economy  at  any  time  of  the  year  in  a number  of  other 
ways.  Apart  from  monetary  and  credit  measures  them- 
selves, and  changes  in  the  field  of  public  investment,  there 
are  steps  in  the  fiscal  field  that  can  be  taken  withmit  a 
Budget : — 

(a)  Although  major  changes  in  the  purchase  tax  are 
normally  made  in  or  at  the  time  of  the  Budget,  powers 
exist  to  make  changes  by  Treasury  Order  at  any  time — 
and  'in  case  of  real  ne^  and  subject  to  the  practical 
oonsiderations  referred  to  in  paragraph  5(a),  it  would 
be  possible  and  not  unprecedented  to  use  tiiese  powers 
on  a given  occasion  to  make  major  changes  at  another 
time  of  the  year. 

(b)  If  it  ds  desired  to  stimulate  consumption,  it  will 
in  future  be  possible  ’to  accelerate  the  repayment  of 
post-war  credits  without  legirfation.  A Bill  which  em- 
powers the  Treasury  to  prescribe  by  regulation  the 
arrangements  for  ’repaying  the  credits  is  at  present  before 
Parliament  and  in  hk  Budget  Speech  on  7th  April,  the 
Chancellor  of  the  Exchequer  saM:  — 

“ I propose,  however,  to  «e^  enabling  powers  to 
permit  the  repayment  of  credits  by  statutory  order, 
so  that  if,  later  in  flie  year,  financial  and  economic 
circumstances  were  such  as  to  justify  going  further, 

I should  be  able  to  make  a proposal  to  this  effect.” 

(c)  It  is  technically  possible,  as  Mr.  Macmillan 
showed  in  February  1956,  to  make  change  in  initial 
or  investment  allowances  at  any  thne  in  the  year,  with- 
out immediate  legislation. 

10.  On  balance  file  view  of  the  Treasury  is  that,  while 
the  device  of  an  Autumn  Budget  is  useful  ’from  time  to 
time,  the  weight  of  argument  is  decisively'  against  estab- 
lishing it  as  a regular  part  of  the  system. 

13312.  Professor  Sayers:  Would  it  not  be  possible  to 
split  the  income  lax  year  quite  fonrally,  and  say  that  there 
is  a rate  of  income  tax  fixed  for  'the  ba-lf  year  rather  than 
for  the  year?  What  wo-uld  be  -the  difficulties  about 
that?— — Sir  Roger  Makins:  I th'ink  that  it  is  clear  from 
what  we  say  about  the  way  in  which  income  tax  is 
established  that  it  would  be  a formidable  task  to  ff.evise  and 
alter  'the  whole  system  in  order  to  get  it  on  a bi-annual 
basis.  I would  not  say  it  was  impossible,  but  I would 
say  that  there  w^s  no  advantage  in  it. 

13313.  The  answer  you  have  given  us  in  writing  assumes 
that  the  income  tax  year  remains  as  at  present,  but 
deals  with  the  question  whether  the  rale  for  the  whole 
year  could  be  changed  half  way  through  the  income  tax 
year.  I am  asking  a rather  different  question:  h’ow 
difficult  would  it  be  to  split  a year?  After  all,  a year  is  an 
arbitrary  length  of  time.  The  period  of  assessment  is 
now  ’twelve  months ; could  the  period  of  assessment  be 
six  months?  How  difficult  would  it  be  to  switch  ’to  a 

six-montMy  system? Sir  Roger  Makins:  We  have 

not  given  it  consideration,  because  the  advantages  of  doing 
it  ate  not  apparent,  but  I would  suppose  that  it  would 
be  a considerable  additional  burden  on  companies  to 
have  to  go  over  their  tax  position  bi-annually  rather  than 
annually. — Mr.  W.  Armstrong:  If  we  went  over  to  a 

• Following  is  text  of  Mr.  Macmillan’s  statement  of  Mh  December 
1956; 

“ The  traditional  tax  upon  which  the  country  relies  in  times 
of  difficulty  and  crisis  has  been  for  many  years  the  Income  Tax. 
Fortunately,  during  the  last  four  years,  it  has  been  possible  to 
reduce  it  by  Is.  on  the  standard  rate.  Owing  to  the  complicated 
form  in  which  Income  Tax  is  now  levied,  largely  through 
Pay-As-You-Eam,  it  would  not,  in  any  case,  be  possible  at  this 
time  of  the  year  to  make  an  increase  in  the  tax  without  serious 
difficulties  and  hardships;  for  any  substantial  rise  in  this  year’s 
rate  of  tax,  when  it  came  to  be  levied  in  what  remains  of  the 
financial  year,  would  fall  too  heavily  upon  the  weeJdy  wage 
packet  It  would  also  mean  a readjustment  of  several  million 
direct  assessments  of  tax  which  have  already  been  made;  and 
that  mi^t  well  lead  to  serious  delays  in  the  regular  collection  of 
revenue. 

I do  not,  therefore,  propose  to  take  any  immediate  steps  on 
the  Income  Tax.” 


six-monthly  system,  presumably  companies  would  have 
to  draw  up  all  their  accounts  on  a six-monthly  basis,  and 
they  would  have  to  declare  dividends  for  six  months, 
anci  so  on,  which  they  do  not  do  now.  Unless  one  was 
prepared  to  have  that  change  made  right  across  the 
board  ■cme  would  get  extraordinary  distortions  in.  industry. 

13314.  The  major  difficulty  about  switching  to  a sax- 
monithly  system  is  that  you  would  have  to  carry  fiie 
accounting  system  of  the  whole  country  with  it?— — Sir 
Roger  Makins:  The  full  apparatus  would  have  to  go  with 
it. 

13315.  Chairman:  Do  you  agree.  Sir  Robert? Sir 

Robert  Hall:  Yes.  I have  not  addressed  my  mind  in  any 
■great  detail  to  this  question,  but  my  ini-tial  reacticm  is  that 
it  is  a question  of  convenience,  and  it  would  in  fact  be 
inconvenient  to  all  concerned  to  have  to  operate  cm  a 
six-monthly  basis,  and  that  would  be  'the  primary  answer 
to  the  question. — Mr.  W.  Armstrong:  After  all,  a year 
may  be  an  arbitrary  period,  but  it  has  some  relationship 
to  the  seasons,  and  some  enterprises  are  seasonal.— 5/r 
Robert  Hall:  Everybody  has  got  so  used  to  a year 
’fiut  it  is  hard  to  recast  one’s  mind  into  the  idea  of 
splitting  up  time  into  different  fractions.  I should  have 
thought  in  principle  that  we  do  not  want  them  any 
shorter  than  is  necessary  in  the  facts  of  the  case,  because 
we  do  not  want  .to  duplicate  fiie  effort  involv^.  It  is 
convenient  to  go  by  the  seasons  provided;  we  have  got 
used  to  it,  and  there  is  no  doubt  that  a great  deal  of  extra 
work  would  be  entailed  if  we  had  to  do  all  these 
operations  twice  a year  instead  of  once. — Sir  Roger 
Makins:  I a^ee  with  Sir  Robert  Hall  that  thare  is  no 
objection  in  principle  to  having  bi-annual  budgets,  but 
that  there  are  very  strcmg  arguments  of  a praotic^  nature 
which  seem  to  be  very  strong  against  it;  and  on  the 
other  side  one  has  to  consider  •fthat  really  is  the  objective 
which  we  are  going  to  gain  by  making  this  a requirement? 
— Sir  Robert  Hall:  From  the  point  of  view  of  the  level 
of  activity,  we  keep  the  whole  economic  pattern  under 
continuous  review,  and  it  is  convenient  to  have  instru- 
ments which  do  not  have  to  be  used  at  the  same  time 
every  year.  We  try  to  have  a number  of  such  instruments. 
It  t^es  quite  a while  after  we  have  made  a change  to  be 
wmfident  -of  what  the  effect  is,  with  the  whole  system 
being  rather  rigid  and  statistics  coming  in  rather  slowly. 
I feel  very  strongly  that  when  we  have  done  anything  we 
ought  to  have  the  courage  of  our  convictions  and  give  it  a 
chance,  to  see  whether  it  does  what  we  'thought  it  would 
do.  Of  course,  as  the  paper  shows,  when  things  go  badly 
wrong  we  can  have  a substantial  change. 

13316.  Professor  Cairncross:  Is  there  any  reason  why 
taxation  provisions  should  be  announced  at  one  time  of 
the  year?  A hundred  years  ago  they  were  not ; they 
were  scattered  over  a series  of  bills.  Is  .there  any 
reason  why  income  tax  should  be  settled  in  April  along 

with  the  other  taxes? Mr.  W.  Armstrong : There  are 

strong  parliamentary  and  'political  reasons  for  taking 
the  tax  battle  in  one  hatUe  rather  than  as  a series 
of  conflicts.  Experience  has  shown  that  we  are  more 
likely  to  be  defeated  in  detail  than  if  we  take  the 
whole  thing  ’in.  one  go. 

13317.  Professor  Sayers:  Let  us  take  the  point  that, 
having  done  something,  you  should  then  give  it  a chance 
and  not  switch  too  quickly:  I see  toe  force  of  that,  but 
it  applies  to  any  instrumait,  to  monetary  or  direct  controls 
as  well  as  to  taxation?  It  is  a reasonable  argument  against 

changing  .the  Bank  Rate  every  week,  for  instance? 

Sir  Robert  Hall:  Very  much  so.  As  has  been  pointed  out 
on  earlier  occasions  here  it  has  been  a great  advantage  of 
the  Bank  Rate  that  nobody  is  surprised  if  we  do  change 
it ; but  in  general  I would  think  that  it  was  an  astonishing 
state  of  affairs  if  we  were  changing  the  Bank  Rate  every 
week. 

13318.  I am  a little  surprised  at  your  putting  the  period 
for  which  you  want  something  to  run  at  anything  ap- 
proaching a year.  If  it  were  not  for  the  parliamentary 
objections  to  changing  taxation  too  often,  would  there  not 
be  an  advantage  in  rather  more  frequent  change,  in  toat 
when  there  has  been  a change  of  direction  in  economic 
policy  people  are  content  to  let  it  run  for  a few  weeks 
but  titer  three  or  four  months  they  begin  to  look  and  see 
in  which  way  the  economy  is  changing,  and  to  discuss 
whether  some  other  change  of  direction  is  not  desirable? 
Is  it  not  as  frequ«ifiy  as  that,  rather  than  once  in  twelve 
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months,  that  you  want  to  be  able  to  adjust  your  course? 

1 did  not  mean  that  we  needed  twelve  months  before 

we  were  prepared  to  say  there  had  been  any  change,  but 
in  general  one  would  expect  that  the  changes  would  not  be 
so  violeit  that  the  other  instruments  at  our  disposal  would 
not  be  sufficient  to  deal  with  them.  If  one  looks  at  it 
entirely  from  the  point  of  view  of  control  of  the  economy, 
the  moire  'things  one  can  change,  the  better. 

13319.  And  the  better  spaced  out  they  are? ^Yes.  We 

think  about  these  things.  Last  Autumn  we  thought  about 
what  was  at  our  disposal  and  what  we  could  do.  There  is 
in  a sense  a bit  of  a conflict  between  my  interest  and  the 
general  administrative  convenience ; there  has  always  to  be 
a certain  amount  of  give  and  take  in  it. 

13320.  5ir  Reginald  Verdon  Smith:  The  arguments 

which  apply  to  income  tax  would  not  necessarily  apply 
particularly  to  indirect  taxes,  and  in  particular  to  purchase 

tax? Sir  Roger  Makins:  The  normal  position  is  that 

major  changes  in  the  purchase  tax  are  made  at  the  time  of 
the  Budget.  They  could  be  made  at  other  times,  but  it 
would  be  straining  the  ordinary  practice. 

13321.  Sir  John  Woods:  That  has  been  done? Sir 

Roger  Makins:  Yes. — Sir  Robert  Hall:  From  some  points 
of  view  it  would  be  very  nice  if  we  did  not  change  pur- 
chase tax  in  the  Budget,  to  get  people  out  of  the  habit  of 


telling  us  that  business  has  come  to  a standstill  because 
of  the  approach  of  the  Budget. 

13322.  Chairman : But  if  there  were  a scheme  of  twice- 
yearly  times  when  the  tax  was  likely  to  be  changed,  you 
would  double  the  inconvenience  you  already  get  when 
people  expect  things  to  change  once? — —Sir  Roger 
Makins:  That  is  so. 

13323.  Chairman:  We  come  now  to  question  4? 

Sir  Roger  Makins : We  wondered  how  far  you  wanted  to 
address  this  question  to  the  Treasury  and  how  far  you 
wished  to  address  it  to  the  Bank  of  England.  We  are  pre- 
pared to  answer  your  questions,  but  we  thou^t  that  you 
might  prefer  to  take  the  Bank  witnesses  on  this. — Mr.  W. 
Armstrong:  It  does,  of  course,  affect  us  both ; but  when 
we  discussed  with  the  Bank  how  to  divide  this  up  we 
thought  that  we  would  rather  leave  this  one  to  them.  They 
have  our  figures  and  we  are  content  that  they  should 
explain  it 

13324.  We  naturally  think  of  it  as  a joint  subject.  When 
we  see  them  this  afternoon  we  may  take  it  that  whatever 
they  say  to  us  may  be  regarded  as  expressing  your  point 
of  view? Sir  Roger  Makins : Yes. 

Chairman : Then  we  will  leave  question  4 until  we  see 
the  Governor  this  afternoon,  and  go  on  to  the  external 
questions  now. 


Mr.  W.  Armstrong  withdrew. 


F.  J.  AnoNSON,  Esq.,  a Senior  Economic  Adviser,  H.M.  Treasury,  and  M.  H.  Parsons  Esq.,  an  Executive  Director, 
Bank  of  England,  called  and  examined. 


13325.  Chairman:  Then  may  we  come  to  question  5? 

— Professor  Cairncross:  Is  it  your  impression  that  there 
have  been  large  ^ort-term  movements  of  capital  to  this 
country  in  the  course  of  the  last  eighteen  months?  If  so, 
do  you  think  any  substantial  part  has  been  uncovered  in 

the  forward  market? Afr.  Parsons:  There  are  no 

statistical  data  on  this  subject  which  will  provide  the  in- 
formation, and  therefore  we  are  to  a large  extent  depen- 
dent on  guesswork.  Whether  people  will  place  their  money 
abroad  uncovered  depends  upon  the  local  exchange  regula- 
tions in  their  own  country  and  the  mental  attitude  of  the 
operators  concerned.  As  ah  example  of  the  first,  outward 
interest  arbitrage  from  Sweden  is  not  possible  because  the 
Swedish  regulations  do  not  allow  forward  transactions  by 
authorised  dealers  except  linked  to  underlying  commer- 
cial transactions,  so  that  a Swede  wishing  to  place  money 
abroad  for  purely  investment  purposes  can  only  place  it 
without  forward  cover.  On  the  second  point,  mental 
attitude  varies  a great  deal ; we  have  seen  over  the  last 
twelve  or  eighteen  months  considerable  variations  in  the 
mental  attitudes  of  short-term  investors.  It  varies  too  from 
country  to  country.  We  have  seen  no  signs  of  very  sub- 
stantial movements  of  uncovered  short-term  funds  into 
London,  but  I think  that  there  are  indications  that  interest 
factors  are  tending  to  assume  greater  importance.  This 
derives  from  two  toings:  (1)  the  greater  equality  of  desir- 
ability between  leading  currencies,  which  we  regard  as  a 
very  healthy  development,  and  (2)  the  greater  freedom  of 
exchange  movements  which  the  authorities  in  the  various 
parts  of  the  world  now  permit 

13326.  This  question  was  directed  to  discovering  whether 
you  felt  that  it  was  now  more  important  to  keep  short- 
term rates  in  this  country  in  line  with  short-term  rates 
dsewhere,  because  capital  flows  more  freely  in  response 
to  any  differentiation.  Your  answer  in  part  suggests  that 
that  is  so.  Has  .ffiere  been  a marked  change,  and  do  you 
expect  that  there  will  be  a further  change,  given  confidence 

in  the  stability  of  current  exchange  rates? 1 think 

the  implication  that  you  mentioned  was  present  in  my 
answer.  We  do  see  a gradual  and  continuing  change  iu 
that  direction.  'Aether  there  will  be  any  further  change 
I do  not  know,  but  I think  the  change  has  already  gone 
quite  a long  way. 

13327.  If  you  take  'tiie  whole  period  since  September 
1957,  there  were  clearly  long  stretches  of  time  when 
interest  rates  in  this  country  were  substantially  higher  than 
in  the  United  States  ; but  that  did  not  appear  from  what 
you  tell  us  to  lead  to  any  large  scale  movement  to  this 

country? As  I have  said,  this  greater  influence  of  one 

countiy’s  interest  rates  on  movements  of  short-term  funds 


from  another  derives  to  some  extent  from-  the  greater 
equality  of  desirability  of  currencies.  If  that  underlying 
situation  is  disturbed,  then  money  does  not  move  in  the 
same  way. 

13328.  The  second  point  has  been  made  quite  strongly 
to  ns  in  previous  evidence.  We  are  more  concerned  to  find 
whether  the  more  recent  experience  suggests  that  compara- 
tive interest  rates  may  now  be  playing  a role  which  in 
the  past  they  did  not,  From  what  you  say  there  is 
some  response,  although  not  yet  a very  large-scale  one? 
^Yes. 

13329.  Chairman:  Now  we  come  to  question  6,  about 
the  importance  to  be  attached  to  the  European  Monetary 

Agreement? Sir  Denis  Rickett : We  think  that  regional 

arrangements  certainly  have  a part  to  play,  although 
perhaps  a limited  part.  The  main  purpose  of  the  European 
Monetary  Agreement  is  to  provide,  now  that  European 
currencies  are  in  general  externally  convertible,  a source 
of  short-term  credit  on  which  member  countries  can 
draw  if  they  get  into  balance  of  payments  difficulties 
which  might  make  it  difficult  for  them  to  maintain  the 
level  of  their  trade  and  might  therefore  threaten  the 
level  of  European  trade.  The  function  of  the  European 
Fund,  and  of  the  Agreement  of  which  it  forms  a part, 
is  thus  to  provide  a framework  for  continued  monetary 
co-operation  in  Europe.  The  European  Fund  set  up  under 
the  Euro^an  Monetary  Agreement  may  grant  credits  at 
its  discretion  to  members  for  up  to  tW'O  years  out  of  the 
capital  of  the  fund,  which  can  be  brought  up  to  a total 
of  $600  mn.  55  per  cent,  of  that  total  is  due  to  be  con- 
tributed by  the  members,  and  the  other  45  per  cent,  comes 
from  the  residual  assets  of  the  European  Payments  Union. 
E.M.A.  credits  are  not  automatic  credits  related  to  the 
balances  in  Europe  of  the  member  countries  and  their 
monetary  areas,  as  were  .those  of  E.P.U.  But  we  think 
that  the  E.M.A.  does  provide  a useful  reinforcement  of 
European  liquidity  in  case  of  need.  Of  course  the  facilities 
of  the  I.M.F.  are  far  larger,  and  available  on  a world- 
wide basis,  and  therefore  one  should  think  of  the  European 
Fund  as  complementary  to  the  I.M.F. 

X'i'S'iQ.  Professor  Cairncross:  You  said  a reinforcement 
of  liquidity  in  case  of  need ; need  by  whom?  Do  you 
contemplate  that  we  might  make  a case  before  the 

O.E.E.C.  for  assistance  from  the  Fund? There  is  no 

reason  to  assume  that  in  no  circumstances  should  we 
make  a case.  We  are  eligible  to  draw  if  the  need  arises, 
as  the  others  are. 

13331.  Do  you  think  that  as  a matter  of  policy  it  would 
be  as  easy  for  us  to  have  access  to  the  resources  of  the 
fund  as  it  was  to  the  resources  of  EF-U.? It  would 
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certainly  not  fee  as 'easy,  because  E.M.A.  credits  are  not 
automatic  as  was  the  case  with  E.P.U.  How  easy  we 
should  find  it  would  depend  on  the  circumstances.  At 
the  present  moment  we  have  very  large  resotirces  avail- 
able from  I.M.F.  in  the  shape  of  our  stand-by  credit. 

13332.  The  resources  of  the  Fund  are,  as  you  indicated, 
limited ; but,  apart  from  that,  is  it  not  intended  that  it 
should  be  the  weaker  brethren  who  would  make  use  of 
these  resources,  so  that  the  stronger  countries  would  be 

unlikely  to  be  able  to  get  access  to  them? think 

that  was  implied  in  what  I said;  it  is  intended  to  give 
help  to  people  who  are  in  balance  of  payments  difficulties. 

13333.  From  the  general  point  of  view  you  would  agree 
that  the  disappearance  of  E.P.U.  makes  it  more  important 
to  lay  stress  on  the  future  of  the  International  Monetary 

Fund? 1 think  so.  The  purpose  of  the  European 

Fund  was  that  we  should  not  allow  E.P.U.  to  go  out  of 
existence  without  putting  something  in  its  place ; but  we 
must  think  of  'the  I.M.F.  and  the  European  Fund  together, 
the  I.M.F.  being  ■die  more  important  of  the  two. 

13334.  Chairman-.  Then  we  come  to  quesition  7:  would 
it  •'be  possible  or  deniable  for  H.M.G.  to  float  a loan  in 
the  'United  States  or  elsewhere  to  reinforce  flie 
gold  and  dollar  reserves  on  some  approjHiate  occa- 
sion?  ^The  Committee  is  aware  that  in  1956  the 

Government  negotiated  a credit  of  $500m.  with  the  Export- 
Import  Bank,  and  that  half  of  it  was  drawn  in  October 
1957.  If  what  we  are  talking  about  is  a commercdal  bank 
loan  or  ibond  issue,  then  I see  no  reason  to  think  ftihat  it 
would  be  impossible  for  the  United  Kingdom  to  raise 
such  a loan  abroad,  say  in  New  York  or  Zurich.  That  has 
been  done  in  recent  years  by  O'ther  European  countries 
and  other  sterling  area  countries. 

13335.  Has  it  been  done  by  the  United  Kingdom  since 

the  first  Wo'rld  'War? Mr.  Parsons-.  1 think  .not  since 

the  first  'World  War.  There  was  a commCTcdal  bank  loan 
at  the  time  of  the  sterling  crias  in  1931.  Tha.t  was  a loan 
raised  on  the  New  York  market  -from  the  commercial 
banks.  It  was  no't  put  put,  as  I recollect,  to  public  issue  ; 
it  was  arranged  by  a ^nk  consortium. 

13336.  In  the  first  World  Wax,  as  I recollect,  we  actually 

put  a loan  on  'the  New  York  iMarket? Mr.  Parsons: 

I think  that  is  right,  but  I dO'  not  know  ifihe  details  of  it — 
Lord  Harcourt:  The  final  repayment  was  in  1932. 

13337.  Professor  Cairncross:  'What  about  .the  desira- 
bility?  Sir  Denis  Rickett : I think  the  answer  to  that 

is  rather  more  dorUbtful.  If  we  did  float  such  a loan  we 
should  have  to  choose  an  appropriate  occasion  for  doing 
so.  We  shcsuld  certainly  have  to  avoid  the  two  extremes, 
of  attempting  .to  raise  a loan  at  a .time  when  we  were  so 
strong  that  .people  would  wonder  why  we  needed  it,  and 
of  raising  it  'at  a time  when  our  petition  was  so  weak 
that  Fwe  could  only  do-  sO'  on  raither,  unfavourable  terms. 

I do  not  suppose  that  difficulty  would  'be  'insuperable,  and 
I do  n'Ot  think  .to  is  a course  which  we  would  necessarily 
rule  out  altogether  in  any  circumstances ; but  we  would 
say  that  at  present  and  in  the  foreseeable  future  it  is  prob- 
ably better  to  rely  O'B  .the  facilities  'we  have  available  in 
the  International  Monetary  Fund,  particularly  the  large 
stand-by  cxed.iit  which  is  'immediately  availa'ble.  We  think, 
and  we  certainly  hope,  that  that  •will  be  enou^  .to  enable 
us  to  deal  with  any  unforeseen  contingencies. 

13338.  This  question  was  put  to  you  on  the  'basis  of 
earlier  evidence  suggesting  that  the  Treasury  thought  that 
OUT  r.eserv,es  were  inadequate.  Reserves  include  any  rights 
of  recourse  to  the  International  Monetary  Fuad  on  stand- 
by cr.edit  or  in  .any  offier  way.  If  our  reserves  are  thought 
to  be  inadequate,  'but  we  are  currently  adding  to  our 
external  assets  at  a very  .rapid  rate,  there  is  at  least  some 
security  for  any  external  obligations  incurred  by  this 

country? ^^en  we  say  the  reserves  are  inadequate  we 

mean  tot  no  one  would  hke  to  say  that  they  are  so 
large  tot  no  circumstances  could  arise  in  which  we  coifld 
have  any  sort  of  anxiety  about  the  reserve  position.  I do 
not  think  that  that  means  that  they  ace  so  inadequate  at, 
this  moment  tot  we  should  think  it  right  to  raise  a loan 
of  this  kind,  in  addition  to  to  short-term  borrowing-  from 
the  International  Monetary  Fund,  and  the  rathar 
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longer-term  borrowing  from  -the  Export-Import  Bank 
which  we  have  already  negotiated. 

13339.  Is  it  your  view  .that  there  should  'be  no  provision 
in  any  -balance  of  payments  at  whkh  one  a-imed  for  a 
cuTTont  surplus  designed  to-  imprO'Ve  to  level  -of  the 

reserves? .No,  not  at  all.  The  figure  we  suggested  in 

the  answer  to  question  9 does  in  fact  make  an  allowance 
foe  quite  a su^tantial  improvement  in  the  reserves. 

13340:  In  •th'^  situation  do  you  regard  the  reserves  as 

adequate? ^I  said  tot  toy  were  no-t  adequate  in  ail 

possible  situations,  but  that  I did  not  think  they  were 
inadequate  in  .the  sense  ithat  iwe  need  to  reinforce  fliem  at 
(this  moment  by  further  borrowing. 

13341.  Professor  Sayers:  Are  you  not  meankig  marther 
that  you  would  prefer  to  axM  to  tom  .by  a current  pay- 
ments surplus  over  the  .three  years  x-ather  than  a long-.term 
loan  now?^— Denis  Rickett:  I agree  with  that,  .but 
with  the  emphasis  on  the  word  “ now  ”.  The  idea  of  a 
loan  certainly  should  not  be  excluded  altogether,  but  we 
have  .borrowed  on  tort-term  from  the  I.M.F.  a very 
considi^ble  amount  whioh  we  ore  -in  process  of  paymg 
back,  and  we  have  close  on  Sl.OOOm.  more  available  on 
demand ; therefore  I should  have  thought  -that  it  w:^  not 
necessary  to  -think  of  .further  ‘borroiwing  at  to  .time. — Sir 
Robert  Hall:  1£  your  question  is  not  whether  we  ought 
now  to.  go  to  the  New  York  market  to  'borrow  a loan, 
because  obviously  tot  question  does  not  arise,  but 
whether,  as  a matter  of  policy  in  certain  circumstances, 
we  ■would  or  iw-oiild  Jiot  rule  it  out,  ithe  answer  is  tot 
we  do  not  rule  it  o-uL 

13342.  Chairman:  That  is  making  it  rather  (difficult.  I 
d(5  not  want  to  ibe  'too  sensitive  a'bout  .the  words  “ adequacy, 
of  reserves  ”,  but  I 'think  ithat  on  the  occasions  when  the 
Treasury  have  been  with  us  before  we  have  bad  the  general 
impression  'that  owing  .to  to  lack  of  complete  adequacy 
of  reserves  aotioo  has  sometimes  had  to  be  taken  bv 
monetary  auffiorities  in  to  country  rto  affect  to  domestic 
scene.  Assuming  tot  the  reserves  have  not  been  fiiHy 
adequate  at  all  times  and  for  all  purposes,  we  wish  to 
discuss  whether  .tore  are  certain  (measures  tot  could 
relieve  .the  strain  and  m^e  -flungs  easier  to  handle  in 

the  future? Sir  Roger  Makins:  On  this  questiem  of 

international  liquidity  we  feel  that  it  ou^t  to  be  done 
by  intema'tional  discussion  rather  ton  by  individual 
countries  .trying  to  make  private  arrangements.  The 
move  last  year  .towards  increasing  the  resources  of  the 
I.M.F.  is  an  indicatioii  of  our  general  thinking  on  this 
point. 

13343.  Professor  Cairncross:  May  I ask  one  further 
question  of  detail?  Is  it  technically  open  to  this  ooaintry 
to  ask  -to  Initemaitaonai  Bank  for  a stabilisation  loan  that 

would  in  fact  be  used  to  reinforce  reserves? Sir 

■ Denis  Rickett:  1 think  not-.  The  puipo^  -ef  to  Inter- 
national  ']tonk  are  to  assist  in  reconstruction  and  develop- 
mrait,  as  its  full  title  inches,  and  I do  not  think  that 
monetary  staibilisation  would  be  regarded  as  coming 
strictly  'Within  those  purp(5ses.  That  would  be  regarded 
as  a matter  more  properly  dealt  with  by  to  International 
Mcmetary  Fund. 

13344.  I understand  that  the  Bank  lent  to  Bedgium 

spKificaJly  for  that  purpose  on  cme  occasion? Mr. 

Parsons:  I doubt  whether  it  was  lent  pre^ely  as  a 
stabilisation  loan.  It  may  have  had  fliat  effect,  but  I 
doubt  whether  it  was  described  as  such.  There  have  been 
one  or  two  cases  where  one  could  have  said  that  they  had 
that  effect,  .but  I do  not  believe  that  they  have  ever  been 
described  as  stabilisation  loans. 

13345.  Lord  Harcourt:  It  was  lenit  as  a project  loan 
and  it  has  never  been  admitted  to  have  (been  a s tabilisation 
loan? ^Nor  officiafiy  described  as  such. 

13346.  Chairman : Then  we  have  your  note  on  question 


Following  is  the  note  submitted  on  question  8; 

1.  The  rate  of  investment  by  non-sterling  countries 
and  international  institutions  in  tiie  rest  of  .the  sterling  area 
has  been  .rising  in  recent  years  as  is  shown  in  the  estui^tes 
below,  drawn  from  the  book  on  the  " United  Kingdom 
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Balance  of  Payments  1946-57  ” and  the  White  Paper  on 
the  same  subject  in  respect  of  1956-1958  (Cmnd.  700). 
R.S.A.  Capital  Account  with  Non-Sterlino  Areas 


(•+■  =Rficeipts) 


£ million 

1954 

1955 

1956 

1957 

1958 

- 25 

- 21 

-1-  1 

+ 71 

-(-  13 

-I-  4^ 

-1-  28 

-r-  27 

+ 50 

Other  capital  (net)(^) 

-1-132 

Capital  balance  (^-*) 

-H152 

-K36 

-t-157 

-1-257 

-{-368 

(')  Net  of  repurchases,  other  than  in  gold. 

(*)  Net  of  repayments  and  of  subscriptioiK  in  gold  or  U.S. 
dollars. 

(*)  Including  any  gold  sales  other  than  in  United  Kingdom,  and 
changes  in  R.S.A.  holdings  of  non-sterling  currencies. 

O The  figures  are  net  but  the  only  important  outflow  from  the 
R.SA.  was  the  repayment  of  the  Lend-Lease  silver  loan  in  1957 
amounting  to  approjomately  £65  million. 

(•)  The  figures  include  the  changes  in  short-term  balances  of 
U S.  Government  agencies  arising  out  of  assistance  under  Public 
Law  480.  These  balances  are  in  process  of  being  re-lent  on  long- 
term to  the  beneficiary  countries  although  some  may  be  transferred 
by  way  of  grants. 

(«)  The  figures  exclude  funds  for  capital  development  provided 
by  way  of  grant.  The  total  amount  of  grants  has  been  runnmg 
at  around  £100  million  per  annum  in  the  last  year  or  so  and  is  not 
thought  to  have  changed  much  in  1958. 

(’)  Loans  from  I.B.R.D.  were  partly  in  sterling  provided  out  of 
U.K.  subscriptions. 

(*)  The  figures  are  not  fully  comprehensive.  For  some  Sterling 
Area  countries  accurate  records  of  private  investment  are  lacking. 
In  particular,  information  about  the  provision  of  capital  in  the 
form  of  plou^ed-back  profits  and  investment  in  kind  is  mcomplete. 

2 These  figures  include  private  as  well  as  official 
capital  movements,  though  not  grants.  _A  good  of 
information  is  available  about  die  offlcdal  borrowing  of 
R.S.A.  countries,  that  is  loans  from  or  to  Govenunents  or 


thedr  official  agencies.  The  rest  of  this  paper  is  confined 
to  official  bcHTOwdng. 

3.  At  the  end  of  1958  the  total  of  official  loans  and 
credits  arranged  with  the  non-sterling  world  was  over 
£1,700  million,  of  which  about  £1,007  million  had  already 
been  drawn.  Assuming  that  all  loans  will  be  fully  drawn, 
this,  when  interest  is  added,  will  mean  that  the  total 
liability  of  the  R.S.A.  countries  will  amount  to  around 
£2,300  million.  Some  of  the  loans,  however,  contain  an 
option  whereby  repayment  can  be  made  in  a local  cur- 
rency. If  this  option  were  used  fully  the  non-sterling 
debt  would  be  reduc^  by  some  £425  million.  Table  I 
annexed  gives  details  of  the  sources  of  capital,  and  Table 
II  of  the  recipients. 

4.  About  a third  of  the  total  borrowed  has  been 
supplied  fr^  the  International  Bank  CEJB.RD.)  for  specific 
development  projects.  The  United  States  government  and 
ks  various  agencies  (e.g.  Ex-Im  Bank)  have  also  made 
laige  contributdcms  and  account  for  almost  a second  tiiird, 
again  largely  for  (financing  special  projects.  It  is  amongst 
these  U.S.  loans  that  the  option  of  repayment  in  local 
currenoies  is  commonly  found. 

5.  The  remaining  third  consists  O'f  credits  from  the 
International  Monetary  Fund  (I.M.F.)  (£103  million)  and 
public  issues  (£143  million).  Drawings  on  the  Fund  are 
■normally  to  help  countries  with  balance  of  payments 
difficulties:  pubaic  issues  are  also  sometimes  for  this 
purpose ; cr^ts  and  loans  from  private  banks  and  aid 
. from  governments  of  non-sterling  countries,  othw  than 
the  United  States,  ore  usually  to  finance  q>ecific  projects. 
This  latter  group  has  risen,  from  nothing  in  1956  to  nearly 
13  per  cent,  of  the  total  in  1958 — and  in  some  cases 
they  provide  for  r^yment  in  sterling  or  local  currencies. 
The  chief  redpieote  of  such  aid  have  beeu  India  and 
Ceylon. 

6.  The  rapid  growtii  of  (borrowing  by  tiie  R.SA.  coun- 
tries is  a necessary  condition  for  their  economic  advance- 
ment. But  in  'the  longer  term  it  is  important  that  the 
borrowing  countries  should  follow  policies  which  secure 
their  continued  creditworthiness  in  the  eyes  of  the  major 
landing  countries,  so  that  the  flow  of  external  capital  to 
assist  their  development  is  maintained. 


TABLE  I 

Sources  or  Loans  and  Credits  from  Non-Sterung  World 
W end-1958 


Total  of 
loans 
authorised 

(a) 

Amount 

drawn 

(fl) 

Amount 
of  loans 
still 

avaUable 

Repay- 
ments (a) 

Net  liabihty 

drawings 
to  date 



103 

90 

13 

1 

89 

I.B.R.D 

503 

369 

134 

37 

332 

Official  Sources:  (6) 

U.S.A 

607 

280 

327 

38 

242 

Elsewhere  

235 

85 

150 

8 

77 

Public  issues: 

(i)  In  U.SA-  

113 

113 

- 

17 

(ii)  Elsewhere  

30 

30 

1 

Bank  credit  and  loans; 

29 

(i)  lnU.S.A.  ...  

. 50 

36 

7 

(il)  Elsewhere  

4 

4 

— 

1,645 

1,007 

638 

112 

lb\  Inctadlng  loam  with  option  of  repayment  in  local  cutiendea-apptoata.Wy  M cent  of  loans  aulliotlsctl  in  both  catcgoncs, 

^ • Mdtoans  repayable  in  commodities— approximatdy  £20  millioa  of  each  category. 

(c)  loans  piomiscd  to  India  in  WashtaBton  at  the  Augnst  1958  mpiting  are  inelndcii  whclhet  the  fothml  signing  took  place  in 
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TABLE  n 

Analysis  by  Borrowing  Country  of  Non-Sterung  Loans  and  Credits 


Cumulative  position  at  end-1958 


(a)  Indudes  all  loans  and  credits  not  fully  repaid  by  December  1956. 

(b)  Includes  loans  promised  at  the  Washington  meeting  in  August  19S8  whether  formal  stgoing  took  place  in  1958  or  not 


13347.  Professor  Cairncross:  You  dwell  rather  heavily 
on  Government  borrowing,  but  there  has  been  a great  ded 
of  private  investment  in  the  rest  of  the  sterling  area.  The 
recent  White  Paper  indicated  that  the  current  balance 
of  payments  of  the  rest  of  the  sterling  area  was  in  deficit 
of  more  than  £900  ma.  in  1958,  before  taking  account  of 
gold  exports,  which  no  doubt  should  be  taken  into 
account  That  indicated  a scale  of  imports  of  capital 
from  ^private  sources  outeide  this  country  diat  struck  many 
people  as  very  large,  Have  you  any  further  infonnation 
about  that?— — iS/r  Denis  Rickett:  The  figmes  given  in 
the  first  paragraph  of  the  note  include  private  capital. 
The  rest  of  the  paper  deals,  as  you  say,  with  the  borrow- 
ing from  Governments  and  the  official  agencies. 

13348.  May  I take  it  to  mean  that  the  £271  mn.,  which 
is  the  White  Paiper  figure  for  1958,  cannot  be  broken  down 
in  any  way? Mr.  Atkinson:  That  is  the  case. 


13349.  Would  it  be  your  impression  that  more  capital 
is  now  entering  the  rest  of  the  sterling  area  from  non- 

sterling  sources  than  from  sterling  sources? is 

my  impression. 


13350.  This  is  a recent  trend? ^Yes. 

13351.  Is  the  bulk  of  tihat,  in  your  view,  private  capital 

or  Governmait  Arrowed? •!  am  not  sure  about  ffiat ; 

I thinV  the  bulk  is  official  capital. 

13352.  Sir  Oliver  Franks:  This  fact,  which  you  have 
to  regard  so  much  as  a .broad  .fact  and  quite  inexplicable,  is 
at  the  same  time  an  interesting  fact.  The  fact  that  you 
cannot  give  us  any  answer  now  is  not  due  to  your  think- 
ing that  there  ou^t  not  to  be  an  answer,  or  due  to  any 
lack  of  interest  in  the  construction  of  it ; it  is  simply  that 
at  the  moment  you  have  not  been  able  to  get  around  to 
find  out  how  in  the  broad  it  is  made  up? ^That  is  so. 

13353.  But  you  will  be  doing  so? .Yes;  we  can  make 

further  studies  of  the  distribution  of  fiie  inflow  of  private 
capital  .into  the  various  members  of  ithe  sterling  area  from 
outside. 


13354.  Professor  Cairncross:  Would  you  agree  that 
this  has  a very  marked  effect  on  .the  position  of  sterling 
in  the  world,  and  that  it  represents  a substantial  transfer 

into  sterling  from  other  currencies? ^Yes.  On  the 

other  hand  these  countries  spend  most  of  it.  One  could 
not  say  that  the  reserves  benefit  by  the  amount  of  capital 
coming  into  the  sterling  area  from  outside.  What  benefits 
is  the  development  of  the  countries  concerned;  they 
are  able  to  buy  that  much  more. 


13355.  Something  depends  on  whether  this  capital  is 
tied  or  not,  and  whether  the  money  is  spent  within  the 
sterling  area,  in  this  country  or  elsewhere.  Have  you  any 
knowledge  how  far  the  capital  which  is  commg  into  the 

sterling  area  is  tied? Mr.  A/fcinion : We- have  a certain 

amount  of  knowledge  about  the  official  lending.  A 
proportion  of  it  that  is  tied,  the  money  from  Umted 


30500 


States  and  Germany ; I should  say  it  is  rather  a small 
part — Sir  Denis  Rickett:  It  is  always  rather  questionalde 
whether  a loan  can  be  effectively  tied  ; while  on  the  face 
of  it  it  may  be  tied,  so  long  as  there  are  certain  normal 
imports  which  the  country  takes  from  the  place  from 
which  the  loan  comes  the  tying  of  the  loan  does  not 
necessarily  lead  to  any  additional  imports.  It  merely 
means  that  it  is  used  to  finance  imports  from  that  coualiy 
which  would  have  been  taken  anyhow.  I am  not  saying 
there  are  never  drcumstances  in  whidi  the  loan  leacte  to 
additional  imports ; I am  only  saying  that  it  does  not 
always  follow. 


13356.  It  is  very  difficult  to  trace  the  ^ect  of  that,  but 
I should  have  thought  this  sharp  rise  in  1958,  which  is 
still  continuing,  did  represent  a strengthening  of  the 

reserves? Mr.  Atkinson:  The  big  feature  m this  is 

Indian  development,  and  there  it  is  a case  of  a defidt 
country  being  supported  by  a number  of  other  countries 
besides  ourselves  in  a rate  of  expenditure  which  would 
not  otherwise  be  possible. 

13357.  But  which  may  rfmw  itself  in  some  purchase 
of  capital  goods  from  this  country? Yes. 

13358.  Chairman:  Then  may  we  come  to  question  9? 


Following 
luestion  9: 


the  note  submitted  in  response  to 


Ever  since  the  war,  a great  weakness  m the  external 
osition  of  the  United  Kingdom  has  been  ^ existence 
f short-term  liadlities  too  greatly  in  of  ^ r«e^es 

f gold  and  convertible  currencies.  This  makes  staling 
ulnerable  to  confidence  movements,  because  of  me 
ossibility  that  the  reserves  may  apprwch  or  even  tali 
elow  a comfortable  working  level.  Frorn  a dom^c 
oint  of  view,  an  exchange  crias  may  compel  more  dra^ 
ction  than  would  be  desirable  if  thece  were  mo™  free- 
om  of  manoeuvre.  It  is  therefore  an  important  objc^e 
3 reduce  the  excess  of  short  liaWlkies  over  reserves. 
leans  that  surpluses  on  current  account  should  exceed 
et  long-tenn  investment. 

2 In  considering  the  potential  stabUity  of  the  whole 
vstem.  however,  it  is  necessary  to  consider  not  o^y  me 
rithmetical  difference  betwewi  total  reserves  and  liabikti^ 
lUt  the  ratio  between  them,  and  the  composiUpn  of  the 
iabiHties  themselves.  The  abUity  to  wiffistand  a dr^ 
iiill  depend  to  a considerable  extent  on  the  at^luteaze 
if  the  reserves  at  the  beginning  of  the  dram.  Tnese 
eserves  are  needed  to  finance  any  temporary  defiat  m 
he  United  Kingdom  balance  of  payments  on  current  and 
ane-term  capital  account  coanbined,  as  wdl  as  to  m«t 
vithi-awals  of  sterling  balances.  It  follows  _fr«n  this 
bat  a reduction  in  any  of  tbe  sterling  holdings  is  m- 
dequate  compensation  for  an  equal  fall  m the  resoves. 
ix^rience  has  shown,  moreover,  that  there  is  a significant 
302 
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difference  'between  the  attitude  of  the  various  holders, 
■which  corresponds  roughly  to  the  difference  between  the 
sterling  area  coun'tries  (R.S.A.)  and  the  rest  of  the  world. 

In  the  crises  through  which  sterling  has  passed,  a major 
factor  has  normally  been  the  liquidation  of  tlje  balances 
held  by  non-sterling  area  countries.  The  sterling  area  on 
the  whole  has  sho'wn  much  more  cohesion.  Thus  a reduc- 
tion in  the  sterling  holdings  of  the  R.S.A.  impro'ves  the 
position  less,  in  relation  to  what  may  happen  in  a subse- 
quent crisis,  than  an  equal  reduction  in  the  holdings  of 
the  non-sterling  'world. 

3.  In  order  to  increase  the  stability  of  the  system,  it  is 
itherefore  desirable  not  only  that  the  current  surplus 
should  be  enough  to  match  net  long-term  investment,  but 
that  in  addition  'the  balance  of  liquid  assets  and  liabilities 
should  be  improved.  This  means  that  we  should  aim  at 
a current  surplus  which  makes  provision  for  moderate 
reductions  in  the  sterling  holdings  so  that  these  reductions 
are  not  met  out  of  the  reserves.  Indeed  the  reserves  need 
to  be  increased.  While  it  might  not  be  feasible  to  cover 
a very  substantial  fall  in  sterling  holdings  over  a short 
period  out  of  the  current  surplus,  the  aim  in  such  cir- 
curastences  should  be  to  improve  somewhat  the  present 
ratio  of  reserves  to  liabilities,  eV'an  if  the  absolute  level  of 
the  reserves  declines.  A further  requirement,  in  view 
of  the  instability  of  ffie  holdings  of  non-sterling  countries, 
is  that  any  increase  in  these  particular  holdings  should  be 
matched  by  a corresponding  increase  in  the  reserves. 

4.  It  is  therefore  difficult  to  formulate  any  simple  state- 
ment of  objectives.  It  has  been  customary  to  express  the 
external  monetary  objective  in  terms  of  a particular  value 
for  the  balance  of  payments  surplus  on  current  account. 
It  was  with  considerations  such  as  those  set  out  above 
in  mind,  that  the  statement  was  made,  in  the  Economic 
Survey  for  1953,  that  “the  annual  surplus  on  current 
account  needed  to  prcvide  for  commitments,  and  for  some 
increase  in  the  gold  reserves,  might  amount  to  something 
like  £300-£350  million  This  was  envisaged  as  provid- 
ing for  a surplus  on  current  and  long-term  capital 
transactions  taken  together  of  the  order  of  £150  million 
and  hence  for  an  improvement  of  this  amount  in  the 
short-term  capital  position,  predominantly  in  the  form  of 
a reduction  in  overseas  sterling  holdings  and  particularly 
those  of  the  R.S.A 

5.  It  is  scarcely  necessary  to  emphasise  that  the  esti- 
mated deficit  on  capital  account  which  such  statements 
imply  must  be  a very  uncertain  quantity.  There  is  a 
further  qualification  to  he  home  on  mind.  It  should  not 
be  assumed  that  the  current  account  and  capital  accounts 
are  wholly,  or  .perhaps  even  lar.gely,  independent  of  each 
other.  It  would  be  wrong,  for  example,  to  imagine  that 
an  equal  improvement  in  the  external  monetary  position 
could  be  secured  by  a given  reduction  in  overseas  capital 
investment.  For  the  reduction  in  investment  would 
normally  result  in  some  fall  in  exports.  Indeed,  in  some 
cases,  the  connection  between  the  current  and  the  capital 
account  is  even  closer.  For  example,  to  the  extent  that 
they  are  identified,  profits  earned  and  retained  abroad 
appear  in  the  current  account  as  an  item  of  income  and 
in  'the  capital  account  as  an  item  of  overseas  investment. 

6.  Over  the  five  years  1953-57  the  average  current  sur- 
plus, as  estimated,  .was  noiwhere  near  the  £300-£350  million 
target  and  fell  short  by  nearly  £60  million  a year  of  the 
average  for  identified  net  long-term  investment.  However, 
it  would  be  reasonable  to  allocate  to  one  or  other  of 
these  sectors  of  the  accounts  'the  greater  part  of  errors 
and  omissions,  which  averaged  a little  more  than  -i-£70 
million.  Hence  while  there  was  little  improvement  in  the 
external  monetary  position  over  this  period,  at  least  there 
was  no  deterioration.  There  was  an  increase,  instead  of 
the  heavy  fall  expected,  in  the  sterling  holdings  of  the 
R.S.A.,  which  outweighed  a fairly  marked  reduction  in 
those  of  non-sterling  wuntries.  Net  purchases  of  dollars 
from  the  I.M.F.  to  the  extent  of  some  £160  million  'were 
matched  by  an  increase  in  the  reserves  of  much  the  same 
amount. 

7.  This  performance  can  certainly  not  be  accounted 
satisfactory.  The  sterling  balances  lemained  a continu- 
ing threat  to  our  limited  reserves,  and  acute  difficulties 
arose  in  1956  and  1957  even  though  our  trading  poation 
was  on  each  occasion  sound,  lie  experience  of  tiiese 
years  thus  emphasised  the  great  desirability,  to  put  it 


no  higher,  of  improving  the  external  monetary  position 
substantially,  whMe  it  also  underlines  the  difficulty  of 
expressing  the  requirement  in  terms  of  figures. 

8.  1958,  with  its  exceptionally  favourable  factors, 
brought  about  a great  improvement  in  our  position.  The 
current  surplus,  estimated  at  £455  mUlion,  exceeded  net 
long-term  investment  by  over  £200  million.  There  was 
an  increase  of  £284  million  in  the  gold  and  convertible 
currency  reserves,  but  short-term  liabilities  to  the  non- 
sterling  world  rose  by  some  £150  million,  while  there  was 
a fall  of  over  £80  million  in  R.S.A.  sterling  holdings. 
1959  is  likely,  however,  to  be  less  favourable.  The  current 
surplus  will  probably  revert  to  more  normal  levels,  net 
private  long-term  investment  and  Government  lending  to 
overseas  countries  are  likely  to  be  high,  and  'the  additional 
subscription  payable  to  the  International  Monetary  Fund, 
together  with  the  resale  of  dollars  purchased  from  the 
Fund  in  1956,  may  carry -with  them  either  a fall  in  the 
reserves  or  an  increase  in  overseas  sterling  holdings. 
Against  this  we  shall  have  secured  a very  substantial 
addition  to  our  second-line  reserves  in  the  shape  of  our 
I.'M.F.  drawing  rights. 

9.  Looking  beyond  1959  it  is  extremely  difficult,  for 
the  reasons  which  have  already  been  outiined,  to  foretell 
what  size  of  current  surplus  is  likely  to  be  required.  As 
always,  great  uncertainty  attaches  to  movements  of  over- 
seas sterling  holdings,  which  in  the  case  of  the  R.S.A. 
reflect,  broadly  speaking,  the  net  outcome  of  all  R.S.A. 
transactions  'With  the  rest  of  the  world  including  the  United 
Kingdom,  and  in  the  case  of  the  non-sterling  world  depend 
in  the  short-term  largely  on  confidence.  Moreover,  whether 
'we  can  achieve  any  given  target  is  only  parfly  within  our 
own  control,  since  it  may  .be  incompatrble  with  the  target 
of  odier  countries  with  which  we  trade.  For  example,  it 
is  not  possible  both  for  us  to  reduce  the  balances  of 
Sterling  Area  countries  and  for  them  to  build  them  up — 
indeed,  the  present  need  of  R.S.A.  countries  to  restore 
their  position  is  a major  and  legitimate  reason  why  the 
United  Kingdom’s  surplus  is  expected  to  be  smaller  in 
1959,  just  as  the  continuing  deficit  of  the  United  States 
and  the  depletions  of  R.S.A.  sterling  balances  -were  major 
factors  contributing  to  the  very  large  surplus  of  1958. 

10.  But  although  the  surplus  which  is  either  desirable 
or  attainable  cannot  be  precisely  foreseen,  it  is  clearly 
necessary  to  make  some  assumption  about  it,  since,  our 
own  actions  can  make  it  impossible  to  attain  -ffiis  surplus 
even  if  external  circumstances  do  not  rule  it  out.  In 
recent  studies  of  the  longer  term  growth  of  the  economy, 
this  assumption  has  been  .that  resources  should  be  found 
for  a surplus  on  current  account  averaging  about  £450 
million  a year  in  the  early  1960s.  This  would  allow  for 
the  possibility  of  a substantial  increase  in  Government 
lending  and  pri-vate  investment,  especiaiDy  in  oil,  above 
the  level  of  recent  years,  it  would  also  leave  a sub- 
stantial margin  for  reducing  short-term  liabiliities  and 
building  up  the  reserves. 

11.  This  figdre'of  £450  million  should  be  regarded  as 
illustrative  only.  It  may,  for  example,  take  insufficient 
account  of  United  States  investment  in  the  United 
Kingdom  which  reduces  the  net  outflow  of  capital  from 
this  country.  Nor  can  the  scale  on  which  the  Government 
may  wish  to  lend  abroad  in  future  years  be  foreseen. 
Moreover,  the  fact  that  the  figure  contains  a_  substantia 
margin  for  increasing  the  reserves  and/or  reducing  external 
liabilities  means  that  it  cannot  ibe  appropriate  to  all  .years, 
because  these  particular  aims  cannot  be  carried  out  except 
when  conditions  'both  at  home  and  abroad  are  suitable. 

12.  For  the  reasons  already  given,  it  is  not  certain  that 
an  average  surplus  of  this  size  can  be  achieved.  The 
figure  must  not  be  regarded  either  as  a forecast  of  what 
is  likely,  or  as  a standard  by  which  actual  performance 
should  necessarily  be  judged,  For  this  will  depend  on, 
external  as  well  as  on  internal  conditions.  In  relation  to 
past  .performance  it  is  probably  a good  deal  less  formidable 
than  it  sounds,  because  of  the  increase  in  the  national 
income  since  1953.  The  strain  on  Umted  Kingdom 
resources  is  also  lessened  because  of  the  improvement  in 
the  terms  of  trade  which  has  taken  place  in  the  last  few 
years,  and  which  at  the  worst  we  should  not  expect  to  be 
wholly  reversed.  -Moreover  as  the  scale  of  United 
Kingdom  investment  overseas  increases  new  opportunities 
are  created  for  our  exports.  The  figure  means  that  in 
•present  circumstances  ffie  United  Kingdom  should  conduct 
its  internal  policies  in  such  a way  tiiat  the  resources. 
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necessary  to  attain  a current  surplus  of  this  order  would 
be  available  if  required. 

13.  In  addition  to  making  the  resources  available,  we 
must  do  all  that  we  can  to  improve  our  competitive  power. 
But  it  is  an  important  condition  of  success  that  other 
countries  should  pursue  expansionary  policies,  and  fljat 
there  should  be  sufficient  international  liquidity  to  enable 
these  to  be  followed  without  bringing  about  a world 
shortage  of  reserves. 

13359.  Sir  Denis  Rickett I should  like  to  underline 
what  I think  the  paper  makes  clear  about  the  nature  of 
this  figure.  The  figure  that  we  have  given  is  in  no  sense 
a forecast  of  what  we  think  is  likely  to  happen,  nor  is  it 
a statement  of  a minimum  requirement  or  even  of  a 
requirement  which,  were  it  not  fulfilled,  would  lead  to 
serious  consequences.  It  is  an  assumption,  which  we  have 
to  have  if  we  make  any  long  studies  of  the  United  King- 
dom economy.  One  has  to  make  some  assumptiop  about 
the  amount  of  room  which  must  be  left  in  the  economy 
for  the  external  surplus ; that  is  what  this  figure  is.  It 
includes  a fairly  substantial  allowance  for  an  improve- 
ment in  die  external  monetary  position  of  the  United 
Kingdom,  both  by  the  repayment  of  short-term  debt  and 
by  Qie  running  down  of  the  overseas  sterling  liabilities, 
and  also  through  a rise  in  the  reserves.  If  you  were  to 
ask  what  the  consequences  would  be  if  we  did  not  get 
this  surplus  of  £450  mn.,  I should  say  that  in  the  first 
place  one  would  need  to  know  what  other  items  in  the 
balance  of  payments  were  changing  at  the  same  time ; 
but  one  of  the  things  that  might  be  happening  is  that  we 
should  not  get  quite  such  a satisfactory  improvement  in 
the  external  monetary  position  as  is  implied  in  this  figure, 

13360.  Sir  Oliver  Franks:  That  really  means  that,  with 
the  qualifications  and  the  consequences  of  the  use  of  the 
figure  which  you  have  given,  it  really  becomes  the  sort 
of  figure  whose  proper  use  is  in  Ministerial  statements  of 

policy? Sir  Denis  Rickett : I would  not  limit  it  quite 

to  Ministerial  statements  ; we  have  to  use  it  in  the  forward 
planning  which  we  make  of  the  internal  economy. — Sir 
Robert  Hall : Even  if  we  do  not  get  the  exports,  at  least 
we  have  to  leave  room  for  them.  This  is  the  sort  of  figure 
we  think  we  ought  at  least  to  allow  for,  and  some  of  the 
considerations  showing  that  it  is  not  just  a number  brought 
out  of  the  air.  But  I agree  with  Sir  Denis  that  one  should 
not  deduce  firom  this  figure  either  'that  ithis  will  be 
achieved  in  any  particular  year  or  that  this  amount  is 
partioifiady  necessary.  For  one  thing,  the  acMeving  of 
this  figure  depends  not  only  on  what  we  ourselves  do  but 
on  what  a lot  of  other  people  do.  Take  a simple  example : 
a sterling  area  country  which  wants  to  build  up  its  London 
balances  may  impose  restrictions  against  our  imports.  We 
have  left  room  for  the  exports,  but  the  actual  result  is 
not  within  our  power. 

13361.  Professor  Cairncross:  You  do  not  mention  here 
as  part  of  an  estimate  of  the  “ desirable  ” surplus  any 
investment  in  export  credits  of  one  kind  or  another, 
our  exports  are  expanding,  particularly  our  exports  of 
durable  equipment,  should  we  not  need  to  visualise  some 
possible  addition  to  the  credi't  extended  to  the  oountries 

buying  that  equipment? Sir  Denis  Rickett:  We  have 

allowed  for  an  expansion  in  overseas  investment  both 
private  and  governmental,  and  that  would  include  an 
allowance  for  export  credit,  even  though  we  have  not 
mentioned  it  specificidly. 

13362.  The  current  rate  of  capital  investment  abroad 
is  surely  substantially  higher  than  you  visualise  for  the 
future  in  Tt^akiirig  this  calculation?  Our  long  term 
capital  balance  last  year  was  £236mn.,  and  that  was  prob- 
ably lower  than  the  figure  that  one  would  expect,  given 

the  continuing  upward  trend  of  the  past  few  years? 

We  assume  that  private  investment  (including  particularly 
oil  company  investment  which  is  to  some  extent  self- 
financing because  it  is  made  out  of  ploughed  back  profits) 
wUl  continue  to  rise.  As  far  as  governmental  investment 
goes,  one  cannot  make  a firm  statement  about  that,  but 
I think  the  policy  of  development  assistance  loans  which 
was  described  at  Montreal  ^ows  for  the  possibility  of  a 
rather  higher  level  of  governmental  investment  over  the 
next  year  or  two  than  there  was  in  the  past.  In  1958 
I think  we  have  done  quite  a lot  in  that  way. 

13363.  The  previous  £350mn.  figure  was  based  on 
£200ran.  for  long-term  investment ; are  you  thinking  in 
larger  terms  now? ^We  are  thinking  of  an  increase 
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of  something  like  £200mn.  for  net  overseas  private  invest- 
ment ; it  might  be  £210mn,  a year  compared  with  £190mn. 
in  1958.  As  regards  governmental  lending,  we  have  made 
it  clear  that  we  cannot  be  committed  to  any  particular 
rate ; it  must  depend  on  circumstances,  the  needs  of  the 
country  and  the  resources  we  have  available.  But  taking 
into  account  an  expansion  in  governmental  lending  and 
the  fact  that  in  1960  we  shall  begin  to  repay  the  Export- 
Import  Bank  credit  we  think  the  net  outflow  on  govern- 
ment lenffing  may  be  £90mn.  against  £46mn.  in  1958. 

13364.  If  you  are  thinking  not  of  the  next  year  or  two 
but  of  the  early  1960s,  ought  not  part  of  ttie  £450mn. 
that  you  indicate  to  us  as  a desirable  surplus  to  be  avail- 
able for  repaying  short  terra  liabilities  and  building  up 
reserves?- — ^We  have  allowed  £I50mn. 

13365.  That  was  the  previous  figure ; so  that  you  are 
now  reckoning  on  a larger  element  of  investment  and 

repayments? Mr.  Atkinson : Yes. — Sir  Roger 

Makins : I should  like  to  stress  that  this  is  an  assumption 
that  we  have  given  you.  We  have,  so  to  speak,  exposed 
the  workings  of  our  minds  on  the  problem  that  you  put 
to  us,  but  it  is  not  necessarily  something  that  we  expect 
to  do,  nor  something  which,  if  we  failed  to  achieve 
it,  would  lose  us  some  essential  objective.  These  are 
assumptions  which  we  have  to  make.  If  these  figures 
were  to  get  enshrined  in  the  public  mind  as  being  some- 
thing other  than  what  they  in  fact  are,  misinterpretations 
could  be  very  dangerous.  I would  therefore  like  to  stress 
the  qualifications  which  Sir  Denis  made  when  he  was 
explaining  this  paper  to  you. 

13366.  It  is  not  very  clear  whether  this  figure  means  in 
your  minds  the  continuance  of  existing  restrictions  on 
investment  or  some  change ; nor  is  it  plain  whether  you 
are  contemplating  a more  liberal  policy  of  export  credit 
or  the  same  policy  as  at  present.  Are  not  these  two  qiute 
definite  points  of  policy  where  your  views  would  be  rather 

guided  by  calculations? Sir  Denis  Rickett:  I am  not 

sure  whether  the  present  policy  in  regard  to  overseas  pri- 
vate investment  could  be  called  very  restrictive,  It  is  true 
that  there  is  an  exchange  control  over  direct  investment 
abroad,  and  that  we  do  not  allow  portfolio  investments ; 
but  on  the  whole  I think  it  is  administered  fairly  liberally. 
As  regaids  export  credit  E.C.G.D.  has  fairly  large  re- 
sources, and  they  are  likely  to  be  expanded  as  time 
goes  on. 

13367.  My  information  is  that  only  one  non-govemmental 
overseas  borrower  has  been  allowed  access  to  the  London 
market  in  the  last  ten  years.  That  does  not  seem  liberal 

to  me? Sir  Denis  Rickett:  1 was  thinking,  I am 

afraid,  of  direct  investment  by  companies  in  foreign  coun- 
tries: the  build  up  of  new  enterprises  and  additions  to 
existing  organisations  abroad. — Professor  Cairncross:  I 
agree  that  the  scale  of  direct  investment  is  large.  I was 
thdnking  more  of  the  restriction  on  coming  to  the  London 
market  which  applies  not  sknply  to  private  tborrowers  but 
to  authorities  other  than  central  governments,  even 
though  they  may  be  guaranteed  by  the  central  government. 

13368.  Chairman:  Is  not  that  a very  severe  restriction 

compared  to  anything  in  our  history  brfore  1939? Mr. 

Parsons:  It  is  a very  severe  restriction;  hut  what  matters 
here  is  the  actual  level  of  overseas  investment,  taking 
public  and  private  together.  On  that  score  I should  have 
thought  that  we  were  doing  quite  well. 

13369.  Professor  Sayers:  Besides  issues  on  the  London 
market  is  not  portfolio  investment  by  U.K.  residents  in 
foreign  securities  rigidly  restricted? — ^ir  Denis  Rickett: 
More  than  that ; they  are  not  allowed. 

13370.  Professor  Cairncross:  We  do  not  want  to  get 
involved  in  discussing  policy  at  this  stage,  but  we  are  con- 
cerned to  know  whefiier,  in  making  the  particular  calcula- 
tions that  you  have  made,  you  have  allowed  for  any 
relation  or  are  still  assuming  that  these  restrictions  will 

continue  into  the  middle  1960’s? Mr.  Atkinson : These 

estimates  were  based  on  present  policy  in  regard  to  ex- 
change control  permission  for  private  portfolio  investment. 
They  simply  tdlow  for  the  growth  of  private  direct  invest- 
ment abroad,  and  then  make  a fairly  generous  allowance 
for  bigger  government  lending.  These  forecasts  do  not 
allow  for  a large  liberalisation  of  our  policy  on  U.K.  in- 
vestment in  file  non  sterling  area. — Sir  Roger  Makins : It 
is  inevitable  when  work  of  this  kind  is  being  done  that  it 
should  ht  done,  broadly  speaking,  on  the  basis  of  existing 
policies. 
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13371.  Figures  of  this  kind  are  taken  as  a basis,  in  the 
formiLlation  of  policy  ; if  they  already  imply  the  con- 
tinuance of  that  policy,  may  not  subsequent  efforts  to 

change  it  present  difficulties. ^As  Mr.  Atkinson  said, 

certain  allowances  are  made.  I think  that,  if  we ‘then 
extended  this  work  to  take  into  account  the  sort  of 
policy  changes  that  you  have  in  mind,  that  would  encoun- 
ter some  difficulty. 

13372.  Chairman:  Then  we  come  to  question  10,  about 
the  restrictions  on  our  additional  subscription  to  the 
IB.R.D. — Sir  Denis  Rickett:  The  whole  of  our  addi- 
tional subscription  to  the  International  Bank  wiU  be  sub- 
ject to  the  same  restrictions  as  applied  to  the  uncalled  80 
per  cent,  of  our  existing  subscription  ; in  other  words,  the 
whole  of  the  additional  subscription  will  be  subject  to  call 
only  if  it  is  needed  by  the  Bank  to  enable  the  Bank  to  meet 
its  obligations  for  funds  which  it  has  borrowed  or  guaran- 
tees which  it  has  given. 

13373.  Lord  Harcourt:  We  in  fact  subscribe  no  addi- 
tional capital,  but  we  add  to  our  uncalled  liability? 

Exactly.  The  fact  that  this  subscription  will  not  be  called 
rests  on  a resolution  by  the  Governors  of  the  Bank  to  the 
effect  that  in  this  case  the  first  20  per  cent,  of  the  addi- 
tional subscription  is  not  to  be  subject  to  call  for  Imding 
but  only  for  the  same  purposes  as  the  80  per  cent,  in  the 
original  subscription.  If  that  rescdution  were  to  be  rescinded 
which  we  do  not  expect  it  to  ’be,  then  the  Bank 
would  be  able  to  call  2 per  cent,  in  gold  and  18  per  cent, 
in  sterling  as  before. 

13374.  Professor  Cairncross:  If  .the  International  Bank 
wished  to  raise  a loan  in  the  London  market  would  it  need 
the  agreement  of  Her  Majesty’s  Government? Yes. 

13375.  Chairman:  Then  we  come  to  question  11.— Pro- 
fessor Cairncross:  The  White  Paper  issued  in  February, 
quoting  the  report  of  the  executive  directors  to  the  Board 
of  Governors  of  the  I.M.F.  said  that  “ the  question 
whether  drawings  in  the  currencies  of  the  most  impor- 
tant trading  countries  could  or  could  not  be  repaid  in 
the  same  currencies  would  tend  to  lose  much  of  its  prac- 
tical importance  as  convertibility  is  attained  or  ap- 
proached Can  you  tell  us  what  is  the  practical  im- 
portance of  this  point,  given  external  convertibility?-— 
If  I may  answer  first  the  question  in  the  terms  m which 
it  was  stated  to  us,  a convertible  currency  is  for  Fund 
purposes  the  currency  of  a member  country  which  is  not 
availing  itself  of  the  transitional  provisions  of  Article 
XIV  but  has  undertaken  to  comply  fully  with  the  provi- 
sions of  Article  VIII.  Sterling  is  not  therefore  a conver- 
tible currency  for  this  purpose  at  present,  bwause  we  are 
still  under  the  transitional  provisions  of  Article  XIV.  If 
and  when  ffie  Govenmient  decides  to  move  from  Article 
XIV  to  Article  VIII,  then  it  would  be  convertible  in  that 
sense  But  even  if  it  was  convertible  in  the  terms  of  this 
definition,  it  would  still  not  be  eligible  for  use  m the 
repayment  of  drawings  so  long  as  the  Fund  held  more  than 
75  per  cent,  of  the  U.K.  quota  in  sterling.  In  your  supple- 
mentary question  you  asked  what  was  the  practical  effect  of 
this  Whatever  the  rules  of  the  Fund,  I suppose  that,  if 
sterling  is  not  eligible  for  repayment  of  a drawing  at  this 
moment,  it  is  very,  easy  to  use  it  to  buy  another  currency 
which  is. 

13376.  It  is  in  our  interests  as  a large  trading  country 
ithiat  the  currencies  at  the  idisposal  of  the  Fund  should  be 
reeajded  by  potential  borrowers  as  intere.h.^geable ; but 
tiS  practical  importance  of  ithe  present  .position  luu^  be 
that  they  do'  not  regard  them  as  interchangeable. 
oibligatious,  if  they  borrow,  are  to  repay  m dolll^,  what- 
ever currency  they  borrow,  and  the  fact  that  they  oot^ 
acquire  the  dollars  now  does  not  nec^sarily  mean  they 
would  have  the  same  coofideiice  that  tlrey  could  a^uire 
them  when  the  time  came  to  repay? Sir  Denis  Rickett  ■ 


country  then  drawing  sterling  would  still  have  to  contem- 
plate that  it  would  have  to  re-purchase  in  some  other 
currencies,  perhaps  dollars  or  marks,  and  therefore  they 
would  in  that  sense  be  taking  an  exchange  risk  if  they 
drew  sterling.  But  I agree  with  Sir  Denis  that,  as  a 
practical  matter,  if  countries  are  prepared  to  ignore  that 
element  of  exchange  risk,  there  is  now  no  reason  why 
they  should  not  draw  sterling  from  the  Fund, 

13377.  Is  it  your  view  then  that, as  matters  stand,  without 
seeking  to  alter  Articles  VHI  and  XIV,  the  position  in 
practice  that  will  obtain  will  be  exactiy  the  same  as  it 

would  be  if  they  did  not  exist? Sir  Denis  Rickett : Not 

exactly  the  same  'b^ause,  as  Mr.  Parsons  has  said,  so  long 
as  a country  Ls  drawing  in  one  currency  and  repaying  in 
another  it  is  carrying  an  exohanige  risk.  If  the  time  comes 
when  we  go  over  to  Article  VIII  and  the  Fund’s  holding 
in  sterling  has  been  reduced,  then  they  will  he  able  to 
draw  and  repay  in  sterling. 

13378.  The  exchange  risk  is  surely  the  material  point. 
That  is  .the  factor  which  does  iruhibit  the  countries  from 

bomroiwkig  in  one  currency  and  then  switching? 1 

should  not  have  thought  ffie  risk  would  bulk  largely  in 
their  minds  that  they  would  not  get  dollars.  I Hnagine 
•fee  -question  is  price. 

13379.  We  are  not  spe.^og  of  -fee  situation  in  1959. 
We  are  rtiin'king  of  the  situation  that  is  going  to  obtain 
over  a long  period,  in  which  fee  confidence  of  oou.ntr.i« 
in  one  currency  land  anotiher  will  fluctuate ; and  it  is 
precisely  those  fluctuations  of  confidence  which  create  the 
need  for  the  reserves  of  fee  Fund.  Can  one  then  talk  in 
terms  of  fee  views  of  fee  countries  on  exchange  risks  as  if 

the  present  situation  were  a permanent  one? Nov  but 

nor  can  we  -talk  about  fee  present  position  vis-a-vis  Articles 
ViIII  and  XIV  as  being  a permanent  one,  ex  hypothesi 
since  Article  XIV  provides  for  tranritional  arrangements. 

13380.  1 have  seem  jt  argued  that  if  sterling  were  a fully 
convertible  currency  this  would  have  repercussions  on  fee 
reserves  of  some  of  fee  members  of  the  sterling  area, 
because  k would  alter  their  obligaitions  and  they  might  be 

asked  to  mal®  repayments.  Is  this  so? Sir  Denis 

Rickett : I do  not  know  feat  .feey  would  necessarily  incur 
an  dmmeidiaite  obligation  to  re-purohase.  If  sterlmg  wctc 
regarded  as  convertible  by  fee  Fund,  the  “ net  official 
reserves”  of  fee  other  sterling  area  countries  would  be 
calculated  on  a different  basis;  fear  reserves  would  be 
higher  in  feat  sense.— Mr.  Parsons : There  is  a provision 
in  the  Fund  agreement  feat  in  the  year  in  wbich  a currency 
becomes  convertible  the  holdings  by  ofeer  countoes  of 
that  currency  are  not  regarded  as  acquisitions  diurmg  the 
year  for  re-purchase  purposes. 

13381.  How  much  is  involved  in  this?  Is  tlltis  a l^ge 

figure  or  small? Sir  Denis  Rickett : I would  not  like 

to  say  offhand. 

13382.  It  might  be  substantial? Mr.  Parsons:  It 

must  be  substantial,  in  the  sense  feat  the  sterling  hold- 
ings of  those  members  of  the  sterling  area  who  are  also 
members  of  the  Fund  will  begin  to  rank  as_  part  of 
feeir  reserves  for  Fund  calculations.  But  again,  if  as 
a consequence  they  incur  a re-purchase  obligation,  there 
comes  up  this  question  of  whether  fee  iFund  already  holds 
more  than  75  per  cent,  of  fee  U.K.  quo,ta  m starling, 
and  feat  can  negative  any  re-purchase  O'bbgations  feat 
feey  have. 

13383.  CfeaiVman:  Then  we  come  to  quration  12. 
We  would  very  much  like  some  order  of  magnitude,^if  we 
could  get  it,  on  this  question  of  “leads  and  lags  and 

trade  displacements? Mr.  Parsons:  The  estimate  to 

which  fee  question  refers  is  one  feat  we  iwomd  not  quarrel 
wife,  although  I stress  feat  it  ds  an_  estimate.  It  is  one 
of  feose  estimates  ■^ere  fee  uncertainties  attaemng  to  it. 
such  feat  oue  must  not  put  itoo  much  wei^  on  it. 


doubt  (hat, 

o(  tho  tea,,  of 


it  has  not  applied  for  some  years  past  because  of  fee  high 
degree  of  convertibility.- Mr.  Parsons:  The  key  to  the 
situation  now  is  the  point  that  Sir  Denis  made,  th^  m 
anv  event,  even  if  we  move  to  Article  VIII,  as  a matter  of 
nractice  at  present  coun&ies  could  still  not  use  sterling  for 
re-purchase  unless  the  Fund’s  holding  of  sterling  was 
below  75  per  cent,  of  fee  U.K.  quota.  That  situation 
could  only  be  changed  if,  in  fact,  fee  Fund  s holfengs  of 
sterling  declined  quite  substantially.  So  in  practice  the 


transactions  involved,  I ooifld  say  feat  fee  tumowr 
of  exurent  transaotioos  inward  and  outward  wtween  this 
country  and  the  non-sterlir^  world  is  of  the  order  or 
£500  mn.  a month.  Current  transactions  between  the  rwt 
of  the  sterling  area  and  fee  non-sterlmg  world  probably 
add  another  £350  nm.  So  if  sterling  area  emnrent  payments 
were  accelerated  .by  one  monfe  and  sterhog  area  current 
receipts  were  delayed  by  one  monfe,  the  cost  could 
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theoretically  be  somewhere  between  £800  Mid  £900  mn.  But 
we  regarded  the  1957  crisis  as  having  been  a fairly  serious 
one ; so  the  gap  between  what  is  theoretically  conceivable 
and  what  is  reasonably  likely  could  clearly  be  a fairly 
wide  one.  It  casts  some  doubt  on  the  value  of  a theoretical 
calculation.  Past  experience  suggests  strongly  that  there 
Me  other  _ forms  of  confidence  movement  which  are 
mportant  in  this  field.  “ Leads  and  lags  ” is  one  important 
item,  but  there  is  the  question  of  the  running  down  of 
commercial  balances,  which  is  another  important  element, 
and  official  balances  too ; and  then  there  are  movements 
of  short-term  investment  funds.  If  I were  asked  to  put 
them  in  order,  that  is  the  order  in  which  I would  put  them. 

13384.  Professor  Cairncross:  You  state  that  the  figure 
in  this  question,  if  takoi  as  plausible,  casts  doubt  on  the 
value  of  a theoretical  calculation.  1 am  a little  puzzled  by 
that  remark,  because  I thought  that  the  crisis  of  1957  was 
a comparatively  short  affair  and  did  not  necessarily  work 
up  to  the  climax  that  it  might  have  reached  if  it  had 
continued  for  another  couple  of  months.  Whatever  figure 
is  put  down  as  an  estimate  of  the  displacements  in  1957 
surely  does  not  in  any  sense  represent  the  maximum  that 

one  might  anticipate? 1 think  that  is  a fair  comment, 

except  to  say  that  the  crisis  of  1957  was  sufficiently  sharp 
to  bring  about  a very  ^arp  reaction  of  official  policy. 

13385.  All  that  that  implies,  surely,  is  that  you  do  not 
need  to  get  anywhere  near  the  maximum  to  see  official 
policy  move?  It  does  not  mean  that  it  mi^t  not  go  a 

great  deal  further  than  £90mn.  to  £100mn.? ^That  is 

so  ; it  could  certainly  go  further. 

13386.  You  suggested  that  you  thought  the  maximum 
was  substantially  hi^er  than  £100mn.  Would  I be  right 
in  thinking  that  when  you  say  substantially  higher  you 

mean  several  times  higher? Mr.  Parsons-.  I think  as  a 

theoretical  possibility,  several  times,  yes. — Sir  Denis 
Rickett : Always  assuming  that  official  action  was  not 
taken  sufficiently  soon  and  suffici^tiy  effectively. 

13387.  Have  you  made  any  attempt  to  break  this  down? 
There  must  be  many  types  of  trade  where  the  possibility 
of  postponement  is  very  restricted  and  othCT  types  where 

it  is  comparatively  easy? Mr.  Parsons:  We  have  not 

so  far  attempted  that.  I daresay  it  could  be  done,  but 
I am  not  sure  that  a very  useful  purpose  would  be  served 
by  doing  so. 

13388.  Is  not  that  a little  surprising,  since  you  put  this 
first  in  die  order  of  the  factors  diat  may  cause  the 
reserves  in  this  coimtry  to  undergo  violent  fluctuation? 

1 do  not  want  to  put  this  ahead  of  the  running  down 

of  the  sterling  balances ; I rather  want  to  put  those  two 
causes  ahead  of  movements  of  short-term  investment 
monies. 


13389.  Did  sterling  balances  in  1957  run  down  in  the 
two  months  July  and  August,  taking  into  account  seasonal 
and  other  very  exceptional  effects,  by  as  much  as  these 
figures? Mr.  Atkinson:  They  did. 

13390.  After  making  allowance  for  factors  which  would 

be  known  well  in  advance? ^Yes,  even  after  making 

allowances  for  EJP.U.  and  German  deposits  and  tilings  of 
that  kind  which  were  known  to  be  happening  at  the 
time. 


13391.  It  must  have  been  well  known  at  the  time  that 
the  figure  would  show  a deficit  well  before  the  autumn, 

and  that  the  Indian  figure  would  be  affected? 1 ^ 

speaking  of  the  non-sterling-area  sterling  holdings,  which 
fell  in  the  third  quarter  of  1957  (after  allowing  for  the 
adjustments  I have  mentioned)  by  more  than  the  £90  to 
£100mn.  estimated  for  “leads  and  lags”.  That  is  one 
reason  for  putting  the  main  emphasis,  as  Mr.  Parsons 
has  done,  on  the  running  down  of  sterling  balances. 

13392.  Non-sterling-area  sterling  balances  fell  by  more 
than  flOOran.? ^Yes. 

13393.  I do'not  think  we  have  seen  these  figures? — — 
They  are  not  published ; all  we  publish  are  the  crude 
figures.  I have  made  adjustments  to  those  to  allow  tor 
the  E.P.U.  changes  and  for  the  build  up  of  German 
balances  which  was  taking  place  at  that  time,  and  which 
rather  obscured  the  commercial  position. 

13394.  We  bad  been  left  with  an  impression  on  ffie 
basis  of  figures  supplied  to  us  that  balances  of  st^erling 
area  countries  underwent  a very  marked  drop  that  Quarter, 
but  balances  of  non-sterliog-area  countries  were  tiXha 
well  maintained.  If  that  is  not  so  I think  we  would  like 
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something  on  the  record? Sir  Roger  Makins:  We  will 

see  what  we  can  do  on  this*. 

13395.  To  go  back  to  the  point  I had  in  mind,  this 
fluctuation  in  “leads  and  lags”  would  not  peihaps  come 
first ; but  it  would  certainly  come  near  the  top  in  the 
factors  governing  the  movement  of  the  reserves.  In  those 
circuinstances  is  it  not  rather  important  to  know  both 
anything  one  could  discover  about  where  the  “ leads  and 
lags  ” occur  and  also  about  the  scale  on  which  they  mi^t 

occur  in  future? Mr.  Parsons:  I think  we  would  all 

agree  that  the  more  light  we  can  get  on  this  subject  the 
better ; but  it  is  not  altogether  the  easiest  subject  on  which 
to  get  tight,  because  there  is  such  a complex  of  factors 
involved  m it.  I can  say  that  we  have  a gece^  opiiuon  that 
k is  “ lags  ” rather  than  “ leads  ” that  larger  hi  tlfis.  I 
think  that  is  understandable,  possibly  because  more  of 
the  “lagging”  is  on  the  sterling  basis  and  more  of  the 
“ leading  ” would  be  on  the  currency  basis. 

13396.  Professor  Sayers:  You  have  suggested  the 
theoretical  limit  as  several  times  this  estimate  of  £90  to 
flOOmn. ; and  yet  in  August/Septenber,  1957,  wlwn  there 
was  a great  <^al  of  tsik  ihtematiooally  about  sterling, 
that  was  the  scale  of  it  Does  it  not  seem  worth  trying 
to  narrow  it  down?  The  “ actual  ” figure  of  £90  to 
£100  mn.  casts  just  as  much  doubt  on  the  multiple  “ several 
times”,  1 suggest,  as  the  “several  times”  casts  on  the 
£90  to  £100  mn.  Siweiy  k is  pos»We  with  She 
knowledge  there  is  in  the  Bank  and  el^where  in  London 
to  narrow  down  the  possible  “ leads  ” and  “ lags  ” having 
regard  to  trade  practices,  exchange  regulations  in  other 
countries,  the  practices  of  the  overseas  banks  and  so  on, 
and  get  some  idea?  Would  not  this  be  a very  relevant 
figure  to  the  question  of  how  adequate  om  reserves  are? 

1 agree  that  it  is  obviously  worth  trying  to  find  out 

something  more  about  this ; I am  only  suggesting  that 
it  is  not  altogether  easy.  It  is  quite  a complicated 
problem.  One  has  to  be  quite  sure  ffiat  at  the  end  of  it 
one  can  make  use  of  that  information  in  framing  p<^y. 
This  k only  one  way  by  which  non-residents  can  diminish 
Iheir  bokfings  of  sterling.  It  must  not  be  assumed  that, 
k this  way  could  be  seriously  minimised  or  entirely  pre- 
vent^, there  would  be  a corresponding  lessening  of  ti» 
reduction  in  staling  holdings.  One  caimot  say  that  it 
will  be  so  much  on  “ leads  and  lags  ” and  so  much  on 
the  running  down  of  sterling  area  balances ; there  is  an 
interconnection  betweai  the  two. 

13397.  Chdrman : Then  may  we  come  to  question  13? 
Perhaps  you  would  tell  us  what  tfie  “ pool  ” of  dollar 
securities  is,  how  it  is  formed  and  bow  it  is  added  to? 

Sir  Denis  Rickett:  It  is  a pool  because  our  exchange 

control  regi^ons  do  not  allow  United  Ringdona  resideEkts 
to  buy  foreign  securities  except  from  other  readents ; to 
that  extent  tile  securities  that  can  be  deak  in  are  those 
which  Me  already  in  the  ownership  of  UJK.  resideots. 
13398.  It  originates  with  the  state  of  thhigB  as  they  were 

in  19397 ^Ycs.  As  r^ards  how  k has  varied,  I do 

not  it  is  possMe  to  give  a figure  for  that ; but  1 
think  one  could  say  in  general  terms  that  it  has  been 
increasing. 

13399.  What  are  the  causes  tiiat  would  lead  to  its  being 

increased? 1 suppose  one  gaieral  cause  would  be  a 

desire  by  United  Kingdom  readents  to  acqmr©  United 
States  securities. 

13400.  That  is  straight  evasion,  'because  no  Uceoce 

would  be  given? ^A  licence  would  not  be  givoi  but, 

as  you  may  leaneinber,  there  was  a gap  in  our  exchan^ 
control,  ffiriai^  from  the  nature  of  the  stcriing  area,  m 
that  there  were  certain  “ free  ” markets  in  the  Persian  Gulf 
and  in  Hong  Kong,  tbroi^  which  these  secuntje*  got 
inside  the  ring-fence.  That  gap  was  closed  by  action 
which  we  took  in  1957.  That  was  one  channd 
through  which  securities  were  being  acquked  by  U.K. 
residents  art  a dme  when  they  were  very  anxious  to  do  so^ 
There  is  a variety  of  other  channels  by  which  the  “ pool 
is  increased.  First  of  all,  the  value  of  the  “ pool  ” 
increase  because  of  an  increase  in  prices.  There  may  also 
be  an  increase  ihrou^Ji  good  management ; that  is  to  say, 
that  we  manage  to  hold  those  which  show  the  greatest 
price  increase.  Secondly,  the  “ pool  ”_  can  be  added  to 
legitimatdy  by  means  of  legacies  and  gifts  of  securities. 
13401.  Would  that  be  at  all  a sizeable  contribution? 

Sir  Denis  Rickett:  I would  not  think  so.  There  are 

* See  Appendix  to  Minutes  of  Evidence. 
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also  irri(poTts  'by  immigrants,  who  come  here  and  bring 
their  securities  with  them.  K we  are  talking  of  a “ pool  ’ 
of  dollar  securities,  there  can  be  a switch  froim  non-doUar 
securities  or  out  of  direct  investment  or  unquoted  secunj 
ties.  There  may  be  an  addition  to  the  “ pool  ” through 
the  investment  of  certain  foreign  curren^  funds  of  a 
capital  nature  accruing  to  a resident  in  the  United 
Kingdom  for  example,  the  capital  proceeds  of  mort^es, 
read  estate,  mineral  rights,  life  and  endowment  policies, 
and  in  certain  circumstances  blocked  foreign  currency 
balances  arising  from  income.  Finally,  as  annoimced  in 
Parliament,  on  various  occasions  the  Treasury  has  dis- 
posed of  a small  part  of  the  Government-o-wned  secuntiK 
to  U.K.  residents  for  sterling ; those  were  added  'to  the 
pool.  That,  I think,  covers  &e  increases.  There  may  be 
decreases  from  the  “ pool  ” through  exports  by  emigrants 
and  repatriates,  again  by  legacies,  and  just  by  straigm- 
forward  sales,  the  dollars  reahsed  from  the  sale  being 
surrendered  to  the  Exchange  Equalisation  Account.  That 
is  only  likely  to  t^e  place  when  there  is  not  a premium 
on  dollar  securities. — Mr.  Parsons:  Of  the  consideratioins 
that  Sir  Denis  has  outlined  I should  have  thought  the 
increase  in  prices  was  undoubtedly  the  Ingest  ^single 
consideration  for  the  increase  in  the  “ pool  . Sir 
Denis  Rickett:  Certainly.  That  only  leaves  the  actual 
size  of  the  “ pool  ”,  about  which  we  knoiw  least  of  all. 
All  we  can  give  is  what  we  hope  is  a reasonably  well 
informed  guess  that  it  as  currently  of  the  order  of 
$4,000  mn. 

13402.  Professor  Cairncross:  You  have  a register  of 

some  kind  of  these  securities? ^They  ore  required  to  be 

deposited  with  authorised  depositaries,  but  it  ds  _not-.flie 
case  that  'we  have  an  itemised  list  of  all  the  securiUes  there 
are. 

13403.  Professor  Sayers:  Caa  the  Treasury  estimate  by 
how  much  the  size  <xf  the  “ pool ” varies?'  I do  not 
thiiriiV  we  know.  We  can  make  a guess  at  the  size  of  the 
“pool”,  but  no  guess  at  the  si«  of  increases  in  the 
“ pool  ”. 

13404.  Professor  Cairncross : You  said  that  the  gap  in 
1957  had  been  closed.  Did  you  include  Hong  Kong  in 

that? ^Yes,  the  gap  was  dosed,  :both  in  the  case  of 

Hong  KoU'g  and  the  Persian  Gulf  territoiies. 

13405.  Sir  Oliver  Franks:  Do  you  think  that  all  die 
Eastern  Exchange  Banks  feel  equally  convinced  ,that  it  was 
completely  dosed?  One  has  to  distinguish,  for  example 
in  the  case  of  the  Government’s  measures  in  Septemiber 
1957,  between  the  effects  of  governmental  measures  and  the 
consequences  of  the  trend  of  events  in  the  world  ; possibly 
in  the  case  of  a gap  like  ithis  the  change  of  taste,  whether 
people  want  to  acquire  securities  so  much  or  not,  has  quite 
a lot  to  do  with  the  sureness  with  which  the  gap  is  or 
is  nckt  dosed.  The  impression,  when  one  considers  all 
the  evidence  that  we  have  listened  to,  is  ithat  without  any 
desire  to  controvert  or  dispute  anything  you  have  said,  it 
requires  the  aid  of  circumstaiice  as  well  as  the  wei^  of 
official-  action  before  one  can  be  quite  sure  that  a gap  is 

closed? would  a^ee  with  that.  We  took  action  to 

dose  the  gap.  Time  alone  would  have  showed  whether 
it  had  been  closed,  and  I agree  'that,  whereas  the  .premi'um 
on  dollar  securities  was  as  high  as  20  per  cent,  not  long 
after  that  action,  for  many  months  past  there  has  been 
no  premium  on  dollar  securities.  So  our  defences  have 
not  (been  put  to  the  test  that  they  would  have  ibeen  put 
to  in  different  circumstances. 

13406.  Lord  Harcourt:  Sir  Denis  has  said  a good  guess 
is  that  'the  size  of  the  “ pool  ” may  ibe  $4,000  mn.  at  the 
moment;  but  surely  immediately  after  the  requisitioning 
of  all  privately  held  foreign  securities  in  1940  the  “ pool  ” 
of  privately  held  foreign  securities  must  have  been  nil, 

with  the  exception  of  private  direct  investment? Mr. 

Parsons:  Speaking  now  from  memory,  there  were  two 
things ; the  Government  requisitioned  certain  foreign 
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securities,  and  subsequently  borrowed  certain  other 
foreign  securities.  The  requisitioned  SMurities  were 
retained  by  the  Government,  and  still  constitute  the  basis 
of  the  Government’s  holding  of  dollar  securities.  The 
borrowed  seciuities  were  in  due  course  returned  to  their 
owners  and  that  constituted  the  “ pool  ”. 

13407.  Professor  Cairncross:  The  fi^e  of  what  was 
returned  to  owners  would  be  the  original  size  of  the 
“pool”? 1 think  so. 

13408.  lord  Harcourt:  That,  plus  direct  invesbnent 

which  was  not  mobilised? Sir  Denis  Rickett:  Direct 

investments  are  not  included  in  this  “ pool  ”. 

13409.1  was  meaning  that  there  could  have  been 
switches  from  direct  investment  to  portfolio  investment? 

Mr.  Parsons:  There  undoubtedly  have  been. 

13410.  Professor  Cairncross:  $4,000  mn.  is  not  intended 

to  include  Treasury  holdings  of  any  kind? Sir  Denis 

Rickett:  No,  we  have  excluded  the  Treasury-owned 
dollar  securities. 

13411.  Chairman:  Is  there  anything  in  the  last  ques- 
tion about  restrictions  or  conditions  which  are  imposed 
as  to  the  types  of  dollar  securities  which  may  be  acquired 

by  residents  of  the  United  Kingdom? ^Tbat  can  only 

apply  to  those  that  can  be  acquired  through  the  switch 
market.  The  conditions  are  that  they_  must  be  quoted 
on  a recognised  market  in  North  America. 

13412.  Professor  Cairncross:  Have  there  been  any  pro- 
tests to  you  about  fhat  condition  in  the  last  few  years? 

Mr.  Parsons:  I cannot ' recall  that  there  have  been 

any  protests  about.it.  I am  sure  that  there  are  people 
who  would  be  glad  to  see  it  removed. 

13413.  The  Association  of  Investment  Trusts,  in  giving 
evidence  to  us,  did  not  seem  happy  about  it.*  They 
were  thinking  not  merely  of  their  freedom  to  acquire 
unquoted  securiti«  but  of  the  possibility  of  makmg  direct 
investments  with  the  proceeds.  Do  you  see^  any  real 

objection  to  freedom  of  that  kind? Sir  Denis  Rickett: 

If  this  was  some  form  of  direct  investment  for  which  we 
should  not  make  dollars  available,  I should  have  thought 
that  we  should  equally  not  wish  to  release  marketable 
securities. — Mr.  Parsons:  One  of  the  difficulties  here  is 
that  under  our  present  system,  as  you  know,  all  these 
holdings  in  private  hands  are  deposited  with  authorised 
depositories,  and  I slii^ose  that  in  theory  they  are 
mobilisable.  If  we  allow^  switching  out  of  tiiese  into  un- 
quoted securities  it  would  then  be  difficult  to  draw  a line 
as  to  wbat  they  would  go  into.  They  might  buy  real 
estate,  for  instance,  and  we  should  lose  track  of  that  id 
effect. 

13414.  Is  there  not  some  .inequity  in  this,  when  yo-u 
allow  the  profits  of  direct  investment  in  America  or  else- 
where to  be  re-invested  in  any  direction  in  which  people 
choose?  iWe  are  discussing  here  switches,  not  fresh 

investment? We  are  discussmg  switches ; we  are  also 

discussing  the  degree  to  which  the  authorities  are  able 
to  keep  track  of  the  resulting  switch.  It  is  very  easy  to 
keep  track  of  a switch  into  quoted  securities  because  the 
documents  are  deposited  in  London.  It  is  not  easy  to 
keep  ttaok  of  a switch  into  unquoted  securities  which  may 
be  real  estate. 

13415.  CAflirman:  Then  I think  that- completes  our 
questions,  Sir  Roger.  We  do  not  expect  to  have  to  call 
on  you  again ; so  may  I take  this  chance  of  saying  how 
grateful  we  are  to  the  Treasury  for  all  the  work  that 

you  have  done  for  us? Sir  Roger  Makins : Thank  you, 

Mr.  Chairman;  may  I in  turn  express  our  thanks  for 
the  courtesy  with  which  we  have  been  always  treated 
by  your  Committee.  I am  sorry  that  owing  to  the  lapse 
of  time  our  cast  has  had  to  be  changed:  we  hope  the 
performance  has  not  suffered ! 

• See  Questions  7539  to  7560  and  7580  to  7593. 
ses  withdrew. 


(Adjourned  until  2.30  p.m.) 
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The  following  representatives  of  the  Bank  of  England,  called  and  examined: 


Tbe  Rt.  Hon.  C.  F.  Cobbold,  Governor. 

H.  C.  B.  Mvnors,  Esq.,  Deputy  Governor. 

L.  K.  O’Brien,  Esq.,  Chief  Cashier. 

W.  M.  Allen,  Esq.,  an  Adviser  to  the  Governors. 

13416.  Chairman:  Mr.  Governor,  we  should  like  to 
ask  you  one  or  two  questions  about  domestic  monetary 
policies  and  events  in  1958  and  1959,  by  way  of  bringing 
up  to  date  your  earlier  evidence.  The  Treasury  tiiis 
morning  said  that  they  would  be  happy  for  you  to  deal 
with  the  subject,  and  that  whatever  you  said  we  could 
take  would  represent  their  point  of  view  as  well.  Would 

you  like  to  say  anything  as  a start? Mr.  Cobbold: 

In  view  of  the  lapse  of  time  since  the  Bank’s  mam_  evi- 
dence was  given,  I should  like  to  make  three  observations. 

I would  first  recall  that  the  Bank’s  written  evidence 
was  prepared  in  tbe  spring  of  1957.  As  I then  stated,  in 
my  covering  note,*  feese  papers  “ were  written  against 
the  background  of  a continuing  battle  against  inflation. 

If  the  tide  should  turn  and  we  should  find  ourselves 
fighting  a slump,  a new  set  of  problems  would  arise, 
certainly  no  easier  to  handle  ”,  In  the  last  twelve  mopths 
the  tide  has  in  fact  been  a different  one,  though  it  is 
fortunately  something  less  than  a slump  that  we  have  had 
to  fight.  Had  the  papers  been  written  in  1959  instead 
of  1957,  the  emphasis  might  therefore  not  have  been 
quite  the  same ; but  f do  not  think  that  we  should  have 
wished  to  amend  the  general  tenor  of  our  evidence. 

Secondly,  whilst  a part  of  our  oral  evidence  was  given 
in  . the  • autumn  of  1957  and  therefore  to  some  extent 
covered  the  events  of  September  of  that  year,  I ought 
perhaps  to  confirm,  in  the  light  of  later  experience,  the 
broad  views  which  I expressed  about  those  events,  then 
very  recent  history,  towards  the  end  of  the  hearing  on 
5th  November,  1957,  for  example  on  Questions  2031,  2037 
and  the  following  ones. 

Thirdly,  on  the  question  of  Issue  Department  policy 
and  our  attitude  towards  long-term  interest  rat«a,  I shoifld 
hke  to  confirm  the  statement  made  by  the  Chief  Cashier 
at  my  request  in  answer  to  Qn.  11919,  and  his  subsequent 
replies  to  Qns.  11920,  12000  and  12001,  to  the  effect  that, 
whilst  the  main  evidence  which  I gave  on  tbe  subject 
(Qn.  1762  et.  al.)  stands,  restraint  on  the  rise  of  long- 
term security  prices  by  funding  operations  was  exercised 
more  consciously  in  1958  than  in  the  period  previously 
under  review. 

Turning  to  the  general  monetary  experience  of  the 
last  eighteen  months,  although  the  problems  have  been 
different  from  those  of  the  period  covered  by  our  mam 
evidence,  we  have  not  found  anything  which  would  lead 
us  to  modify  the  broad  lines  of  that  evidence.  In  this 
period,  as  in  the  earlier  period,  when  considering  Bank 
Rate  and  other  aspects  of  monetary  policy,  we  have 
had  to  take  into  account  the  realities  of  the  domestic 
economy,  the  problems  of  Government  finance,  the 
exchange  position  and  relative  interest  rate  movement 
overseas,  and  also  psychological  reactions  at  home  and 
abroad. 

In  the  six  months  following  September,  1957,  our 
main  concern  was  to  consolidate  the  improvement  of 
confidence  in  the  currency,  both  at  home  and  abroad. 
We  were  anxious  to  take  no  step  which,  by  too  early 
relaxation,  might  suggest  any  weakening  in  the  resolution 
shown  by  the  measures  of  19th  September. 

From  March,  1958,  onwards  we  had  to  set  this  anxiety 
against  the  ne^  for  an  easier  money  policy  to  help  in 
fighting  the  developing  threat  of  recession.  On  the  one 
hand  was  our  general  concern  not  .to  set  in  motion  any 
new  wave  of  distrust  in  the  currency  or  in  fixed  interest 
securities — a distrust  which  we  felt  to  be  always  not 
far  roimd  the  corner — while  on  the  other  were  the 
slackening  in  the  economy,  the  continued  strength  of 
sterling  and  the  downward  movement  o.f  interest  rates  in 
other  centres.  With  all  these  considerations  in  mind. 
Bank  Rate  was  reduced  in  three  stages  to  5 per  cent,  by 
midsummer,  the  change  being  delayed  on  each  occasion 
for  psychological  reasons  for  a few  weeks  after  it  would 
have  been  justified  by  purely  market  considerations,  and 
thereafter  in  two  stages  to  4 per  cent,  by  Christmas.  1 
have  discussed  these  matters  in  rather  more  detail  in 
various  speeches  (at  Grosvenor  House  on  26th  March, 

• Memoranda  of  Evidence  Parti,  No.  1. 


1958,  the  Mansion  House  on  16th  October,  1958,  and 
in  iLeeds  on  23rd  January,  1959),  of  which  copies  have 
been  made  available,  and  I should  be  grateful  if  the 
relevant  extracts  might  be  on  the  record.* 

Parallel  action  was  taken  in  other  monetary  fields, 
notably  by  the  relaxation  of  the  credit  squeeze  in  the 
early  summer — giving  rise  to  a significant,  and  still  con- 
tinuing, rise  in  bank  advances — and  by  changes  in  tbe 
hire  purchase  field  in  the  summer  and  autumn.  Over 
this  period  long-term  interest  rates  were  tending  to  fall 
gradually,  but  as  has  already  been  stated  an  active 
funding  policy  was  pmsued,  both  on  its  merits  and,  in 
a more  conscious  way  than  earlier,  to  act  as  a brake 
on  the  rising  tendency  of  long-term  prices.  Funding 
operations  took  the  form  both  of  net  sales  and  of 
lengthening  the  debt  by  selling  longer-term  against 
shorter-term  securities. 

In  the  early  part  of  this  year  serious  consideration 
was  given  to  a further  reduction  of  Bank  Rate,  which 
for  several  weeks  was  constantly  expected  and  which 
would  have  been  justified  by  market  pressures  and  by 
some  inflow  of  foreign  funds.  But  it  was  decided  not 
to  make  a move,  mainly  on  the  grounds  that  we  did  not 
judge  it  likely  to  have  much  effect  at  that  time  on 
business  activity,  that  bank  advances  were  still  rising 
steeply,  that  interest  rates  in  the  U.S.A.  were  hardening, 
and  that  it  seemed  wiser  to  wait  until  the  effects  of  the 
Budget  could  be  seen.  During  this  period,  though  funding 
operations  continued,  they  were  pressed  less  strongly, 
and  no  difficulties  were  put  in  .the  way  of  banks  selling 
securities  to  restore  their  liquidity  and  so  maintain  the 
increase  in  their  advances ; long-term  interest  rates 
showed  little  change. 

That,  I .think,  brings  the  main  lines  of  the  story  up  to 
date.  We  are  preparing,  and  will  make  available,  a brief 
historical  note  bringing  the  Exchequer  and  banking 
figures  up  to  the  end  of  1958.t 

13417.  When  you  referred  to  the  psychological  reasons 
that  delayed  ffie  reductions  of  Bank  Rate  which  took 

place,  what  had  you  in  mmd? ^We  were  concerned 

with  the  idea  of  not  giving  any  feeling  of  too  qujpk 
relaxation ; we  wanted  it  to  be  .felt  in  the  market  that 
the  pressures  were  building  up  so  that  we  more  or  less 
had  to  make  tiiis  move,  and  not  to  look  as  if  we  were  in  a 
great  hurry  to  make  this  move. 

13418.  Professor  Sayers:  Would  it  be  fair  to  say  that 
you  were  anxious  not  to  ..allow  any  impression  that 
previous  policies  were  being  reversed,  and  therefore 
waited  until,  consistently  with  the  .principles  which  had 
dictated  previous  policy,  you  could  change  your  front? 
would  almost  accept  that,  though  of  course  con- 
ditions were  a little  bit  changing.  As  I have  said  here, 
we  were  trying  to  meet  two  perhaps  slightly  conflicting 
objectives ; we  wanted  gradually  to  ease  a little  but  we 
did  not  wish  to  do  it  too  quicldy,  for  the  reasons  which 
you  give. 

13419.  It  was  the  change  of  conditions  that  allowed 
the  change  of  policy ; it  was  not  a departure  from  views 

about  how  the  September  situation  should  be  treated? 

Not  at  aU. 

13420.  Chairman : I wonder  if  I could  put  k in  another 
way,  to  see  if  I could  get  your  mind  on  this : when  market 
conditions  look  as  if  they  might  justify  or  require  an 
alteration  of  Bank  Rate,  it  is  your  policy  not  to  give  the 
impression  that  those  market  conditions  lead  to  that 

result? 1 should  prefer  to  put  it  more  ad  hoc  for  the 

particular  decisions  we  were  talking  about.  I think  our 
feeling  was  that,  if  we  reduced  Bank  Rate,  on  any  of  those 
three  occasions,  in  the  first  week  or  so  in  which  the  public 
and  the  market  and  the  Press  were  beginning  to  talk  about 
a reduction  of  Bank  Rate,  that  might  give  the  feeling 
that  we  were  very  anxious  to  relax  very  quickly.  We 
therrfore  preferred  to  let  this  talk  go  on  for  a while,  to 
accustom  people’s  minds  to  the  fact  that  market  conditions 

• See  Memoranda  of  Evidence  Part  I,  Appendix  1. 

t See  Appendix  to  Minutes  of  Evidence. 
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were  suitable  and  in  fact  encouraged  some  reduction,  and 
only  after  that  had  been  going  on  for  a few  weeks  then 
to  make  tiae  move. 


13421.  Sir  John  Woods-.  When  you  talked  about  the 
psychological  reasons,  you  said  you  did  not  want  the 
market  to  sense  any  weakening  of  the  resolution  which  had 
inspired  the  previous  measures.  Did  you  mean  the  markets 
at  home  only,  or  were  you  also  concerned  with  foreign 

markets? 1 meant  the  public  generally,  both  at  home 

and  abroad ; possibly  abroad  more  than  at  home  at  one 
or  two  stages. 

13422.  Chairman-.  That  brings  me  back  to  something 
which  we  have  asked  you  questions  on  before,  but  about 
which  I am  not  quite  clear  in  my  own  mind;  what  is 
the  real  difference  between  an  alteration  of  Bank  Rate  for 
technical  reasons  and  an  alteration  of  Bank  Rate  for 
general  reasons? think  there  are  always  some  tech- 

nical reasons  for  any  alteration  of  Bank  Rate.  There  are 
occasions  when  the  technical  reason  is  the  main  and  almost 
the  overriding  reason,  and  when  there  is  no  real  policy 
significance  to  be  read  into  the  change.  That  was  cer- 
tainly the  case  in  one  or  two  of  the  changes  which  we 
have  talked  about  earlier. 


13423.  In  that  case  the  condition  of  the  market  suggests 
by  itself  that  a change  would  be  the  reasonable  and  natural 

course? And  we  reach  the  view  that  there  are  not 

likely  to  be  any  strong  policy  effects  of  making  that  move. 
It  impUes  those  two  things  .to  make  it  what  we  would 
call  a “ itedmical  ” change. 

13424.  Professor  Sayers:  You  are  saying,  I think,  fiiat 
the  market  has  developed  a certain  situation,  and  you  f^l 
that  that  situation  constitutes  a technical  condition  in 
which  a Bank  Rate  change  is  highly  desirable,  perhaps 
even  inevitable.  What  markets  are  you  thinking  of? — ^ 
In  my  opening  statement,  speaking  about  the  reduction  in 
three  stages  to  5 per  cent,  by  midsummer,  I said  that  it 
was  “ delayed  on  each  occasion  for  psychological  reasons 
for  a few  weeks  after  it  would  have  been  justified  by 
purely  market  considerations  The  sort  of  ttungs  I have 
in  mind  there  are  partly  the  exchange  position,  and  the 
exchange  market ; partly  the  movement  of  foreign  funds ; 
partly  the  movement  of  the  Treasury  Bill  rate ; possibly 
on  occasion  (I  could  not  be  certain  whether  that  applies 
in  any  of  these  three  occasions)  the  movement  of  short- 
term rates  generally  other  than  Treasury  Bill  rates ; and 
general  market  gossip  and  City  opinion:  feeling  in  the 
stock  markets. 

13425.  Do  you  not  regard  the  Treasury  Bill  rate  as 
very  much  under  your  control? — ^ — Finally  to  a consider- 
able degree  under  our  control.  Pressures  can  certainly 
develop  in  one  direction  or  another,  and  we  then  have 
to  come  in,  if  we  wish  to,  to  control  Aem ; fiiese  pressures 
give  us  a line  on  die  way  that  that  particular  market  is 
thinking  and  acting. 

13426.  How  do  you  sense  those  pressures? ^Partly 

from  what  people  tell  us  and  what  we  hear  and  what  we 
reai  and  partly  from  the  operations  of  the  people 
concerned. 


13427.  But  would  not  the  operations  of  the  people  con- 
cerned very  largely  reflect,  after  Bank  Rate  had  been 
put  down  to  4 per  cent.,  their  anticipations  of  what  you 

might  do  next? ^Their  anticipations  of  what  we  might 

do  next  are  a part  of  their  general  anticipation  of  future 
conditions,  and  that  is  all  a part  of  the  general  market 
sentiment. 

13428.  There  is  a difference  between  what  has  happened 
in  the  last  five  raonflis  and  what  happened  in  the  five 
months  March  to  August,  1958.  In  both  periods  you  had 
the  development  of  market  feeling  that  Bank  Rate  should 

come  down ; is  that  right? Yes,  but  not  tiiroushout 

the  whole  of  the  second  period.  I would  have  said  that 
the  period  in  which  there  was  a strong  expectation  of 
further  reduction  of  Bank  Rate  in  the  early  part  of  this 
year  was  not  more  than  three  or  four  weeks. 

13429-  For  that  period  of  three  or  four  weeks  the 
market  expected  it  to  come  down,  and  you  knew  that ; that 
was  one  of  the  market  circumstances  of  the  moment.  But 
you  had  the  other  reasons  for  ignoring  that  market  con- 
ditjoa? ^We  regarded  the  other  reasons  as  overriding. 


13430  Chairman-.  And  those  were  what  you  would  call 

policy  reasons? As  I said  in  my  opening  statement, 

“ we  did  not  judge  it  likely  to  have  much  effect  at  that 


time  on  business  activity,  bank  advances  were  still  rising 
steeply,  interest  rates  in  the  U.S.A.  were  hardening,  and  it 
seemed  wiser  to  wait  until  the  effects  of  the  Budget  could 
be  seen  ”.  Those  were  all  policy  reasons,  though  I do  not 
know  whether  hardening  of  interest  rates  in  the  U.S.A  is 
a policy  reason ; that  is  more  a market  reason  on  the 
other  side. 

13431.  Professor  Sayers:  When  you  say  that  it  is  a 
market  reason  you  are  thinking,  I suppose,  of  the  danger 
that  if  London  rates  dropped  much  further  there  would  be 
more  borrowing  in  London,  some  stopping  of  the  move- 
ment of  funds  into  London,  and  so  on? Or  possibly  a 

reverse  movement. 


13432.  Yes.  Was  there  a very  big  movement  of  funds 

into  London  uncovered? ^We  think  that  there  was  quite 

a considerable  movement,  but  it  is  very  difBcult  to 
quantify.  Before  September  1957,  and  at  the  moment  of 
the  crisis,  everybody  had  run  their  normal  London  funds 
right  down  to  the  bottom,  and  by  and  large  nobody  was 
carrying  any  sterling  balances  beyond  their  minimum  day- 
to-day  requirements  ; so  there  was  a good  deal  of  natural 
building  up  to  a normal  level  before  one  got  to  talking 
about  an  influx  of  hot  money  or  anything  of  that  sort.  We 
would  judge  that  since  November  or  the  turn  of  the  year 
there  has  been  a bit  more  than  that,  and  something  more 
has  come  into  London  than  the  mere  restoration  of  an 
ordinary  level  of  balances ; but,  as  I say,  it  is  very  difficult 
to  quantify. 

13433.  And  tiiis  relationship  of  international  interest 
rates  was  an  important  factor  in  your  minds  in  not  drop- 
ping bank  rate  further? Yes,  partly  from  the  comp^a- 

tive  interest  point  of  view,  and  sdso  from  the  psychological 
point  of  view  ffiat,  if  when  rates  were  hardening  in  other 
places  we  were  going  the  other  way,  that  might  be  inter- 
preted as  a change  in  our  determination  to  maintain  the 
September  1957  policies. 

13434.  Do  you  envisage  this  tying  together  of  inter- 
national interest  rates  as  something  that  is  likely  to 

continue,  and  perhaps  develop  further? It  is  always 

a factor  that  has  to  be  borne  in  mind  and  cannot  be 
disregarded. 

13435.  Sir  Oliver  Franks:  Can  one  perhaps  go  a little 
further  on  ^that,  and  say  that,  so  far  as  major  currencies  are 
all  in  a relatively  healthy  state,  the  interest  rates  in  the 
different  centres  do  more  to  determine  people’s  actiwis? 
^Yes. 


13436.  And  fears  about  the  currencies  correspondingly 

affect  their  actions  less? 1 think  that  that  is  absolutely 

accurate  and  very  important. 

13437.  This  interest  comparison  has  been  a factor  over 

the  period? Certainly ; in  fact  a much  stronger  factor 

than  in  the  earlier  periods  when  people  were  more  con- 
cerned with  possible  crises  in  one  or  other  of  those 
currencies. 

13438.  So  that,  while  clearly  what  future  years  may  be 
like  cannot  be  Imown  with  any  certainty,  if  the  state  of 
affairs  which  has  prevailed  in  the  last  six  or  seven  months 
were  broadly  to  continue,  the  sort  of  view  which  one 
might  take  about  monetary  measures^  generally  would  be 
rather  different  in  its  emphasis  than  it  was  over  most  of 
the  years  between  1947  and  1957,  in  that  the_  relation  of 
interest  rates  would  become  a comparatively  more 
important  factor? ^I  agree. 

13439.  Professor  Cairncross:  You  did  say  that  you  found 
it  very  difficult  to  quantify  this  factor.  It  may  be  rather 
important  to  us  to  have  some  conception  of  the  size  of  the 
differential  that  you  think  begins  to  have  a real  ^ect  on 
the  movement  of  funds,  particularly  the  differential 
between  New  York  and  London  rates.  Do  you  feel  you 
are  constrained  by  the  movement  of  rates  in  New  York  at 

all  times? ^We  have  to  have  regard  to  the  movement  ^ 

rates  in  New  York  at  all  times  ; “ constrained  would  be 
rather  a strong  word. 


13440.  I put  it  in  quantitative  terms:  if  the  New  York 
•ate  were  to  rise  to  5 per  cent.,  would  you  feel  that  the 
London  rate,  except  in  abnormal  circumstance^  would 
jave  to  be  kept  above  the  New  York  rate? — should 
ind  it  very  difficult  to  answer  that  without  saying  some- 
;hing  about  American  policy,  which  I could  not  say  for 
he  record.  . . , 

13441.  Then  I will  not  press  the  question;  it  is  more 
i matter  of  knowing  whetiher  you  feel  in  general  terms  that 
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LondO'D,  shoirt  rates  are  likely  to  have  to  iCTiain  above 
New  York  rates,  not  just  in  the  immediate  future  but  during 

the  1960s? ^They  are  practically  level  now;  the  diffec- 

CTCe  is  absolutely  marginal.  The  main  consideration  there 
is  the  relative  confidence  in  currencies,  which  would  very 
much  affiect  the  answer  to  that  question. 

13442.  _ Do  you  visualise  ithat  the  response  to  a difference 
in  rates  k of  a character  .that  exhausts  itself  quickly  and 
is  once  for  all,  or  do  you  ffiink  of  it  as  .being  a continifing 

pressure  on  our  resources  of  foreign  exciaDge? ^May  I 

take  it  in  much  more  general  Ioths  dian  any  .particular 
rates  .in  any  particular  centre?  I s^uld  not  be  hotbei^ 
about  'the  rates  in  any  centre  being  materially  above  ours 
if  there  were  other  factors  suggesting  any  discouragefnent 
of  a movement  of  funds  to  that  centre,  so  that  th^  were 
circumstances  in  which  the  rates  in  other  centres  could 
be  materially  higher  than  our  own  rates  without  otcour- 
agiog  a flow  of  funds  in  that  dkectioo. 

13443.  We  are  in  some  difficulty  here,  .because  the  evi- 
dence suggests  that  the  movviment  of  &nds  do  response 
to  a difference  in  interest  rates  is  not  very  large ; and  that 
rather  unplies  that  one  can  afford  if  necessary  ta  ignore 
the  difference.  At  .the  same  time  we  are  fac^  with 
evidence  of  the  last  ■j«ar  or  so  which  may  point  to  a 
larger  flow  of  funds  in  response  to  an  interest  diffra-ential. 
Do  you  feel  that  the  scale  on  which  funds  would  flow 
could  become  really  so  large  as  mot  to  be  capable  of 

being  withstood? ^As  Sir  Oliver  Franks  was  saying, 

the  more  you  ^t  general  steadiness  and  a sentiment  that, 
other  things  'being  equal,  all  currencies  are  equal,  thm  I 
•think  the  importance  of  ithis  factor  increases  all  the  time. 
Where  there  are  doubts  about  inflation  in  one  country 
or  other  sorts  of  difficulties  in  another  country,  then  I 
think  that  this  factor  is  much  less  important.  I cannot 
prophesy  about  the  movements  in  the  world  over  the 
next  five  years,  but  if  .the  sor.t  of  atmosphere  on  currency 
matters  th^  we  have  had  over  the  last  twelve  months,  and  in 
particular  in  the  last  ax  months,  were  to  beconne  more 
permanent,  and  general  opinion  were  to  take  a much  more 
equal  opinion  about  currencies,  .then  this  factor  might 
become  much  more  important,  and  a wider  variety  of  people 
and  institutions  might  think  in  those  sort  of  terms.  Up 
to  the  present  I should  say  that  it  is  very  technical  money 
(that  moves  for  interest  rate  differentials,  so  long  as  those 
differetulsals  are  very  small ; but,  as  Sr  OIivct  says,  if 
you  get  a more  widely  developing  .feeling  of  coiffidence 
about  the  world,  tiien  those  movements  might  increase 
very  considerably. 

13444.  Lord  Harcouri:  I think  we  all  recognise  that 
what  you  cedi  technical  money  will  move  very  'fast  from 
one  centre  to  another';  can  yon  give  us  any  idea,  pre- 
supposing .an  absolute  lev^  of  confidence  in  two  currencies, 
what  differential  begins  to  move  mouey,  other  than  what 
you  might,  call  the  professional  money,  in  large  sums  across 

the  exchanges? 'I  do  not  find  that  an  easy  one,  hut  I 

will  hazard  a 'guess ; I should  think  at  about  i per  cent 
or  1 per  cent,  lasting  for  a period  of  a few  months.  I do 
not  think  that  at  would  move  at  i per  cent,  or  i per  cent 
lasting  for  two  or  thr-ee  weeks. 

13445.  'Because  people  do  not  think  it  worth  while  to 
go  through  the  operation? ^People  do  not  look  at  it. 

13446.  Professor  Sayers:  Is  .the  order  of  magnitude  of 
what  Lord  Harcourt  has  called  the  professional  money 
sufficiently  small  not  .to  make  a great  dent  in  the  reserves? 
— — As  of  today  it  would  not  embarrass  us  tmduly. 

13447.  Chairman:  You  spoke  a little  while  ago  about 
the  run-down  of  overseas  sterling  .balances  in  September 
1957  being  an  important  element ; in  your  view  had  they 
run  down  to  the  possible  by  mid-September? 

I am  actually  thinking  of  staling  'balances  held  by  non- 
sterling  oo’un.tries? — ^-So  far  as  the  ;big  banking  and 
commercdal  institutioos  were  concerned,  my  .general  ex- 
perience was  that  they  had  run  very  low  indeed ; but 
.there  are  of  course  all  sorts  of  other  sterliug  .balances 
which  for  one  reason  or  another  were  no.t  or  could  not 
be  run  down. 

13448.  'If  they  could  not  ibe,  .then  I want  yon  to  regard 
them  .as’  excluded  from  my  questions : were  there  othw 
forms  of  sterling  balances,  apart  from  the  ones_  of  which 
you  have  spoken,  held  by  .non-sterling  countries,  whaoh 

were  capable  of  'moving  but  still  had  not  moved? 

Certainly. 


13449.  Professor  Caimcross:  When  you  spoke  about 
the  magnitude  of  the  differential  to  which  people  respond, 
had  you  in  mind  also  a swit<Si  of  borrowing  (^rations? 

Certainly ; I regard  the  two  things  as  different  ades  of 

the  same  p^y.  In  fact,  as  I have  said  in  earlier  evidence, 
at  certain  times  we  have  been  more  impressed  by  the  switdi 
of  borrowing  than  by  the  switch  of  short  funds. 

13450.  Professor  Sayers:  So  that,  although  the  restora- 
tion of  confidaice  in  sterling  frees  us  frmn  embairassmeiHs 
due  to  the  exhau^on  of  reserves  when  coiffideace  in 
sterling  falls,  the  build-up  of  confidence  in  the  maintenance 
of  exchange  parities  generally  tends  to  expose  us  more 
completely  to  iotereatlMial  monetary  cond^ons;  is  that 

right?- would  put  it  in  a sli^itiy  different  way:  the 

extension  of  freedom  of  cuireocies,  of  which  confidence 
in  currencies  is  a part,  tends  to  unite  die  world  hi  these 
matters. 

13451  Wiat  had  you  in  mind  in  saying  that  one  of  the 
factors  for  not  topping  Bank  Rate  further  was  that  bank 
advances  wctc  still  rising  steeply?  Was  it  that  it  was  taken 
as  a sign  that  bufiness  was  picking  up  or  would  pkk  up, 

or  was  it  something  else? ^It  was  taken  as  a sign  that 

a further  “ diot  in  the  arm  ” was  not  necessary,  because 
the  etpansion  of  credit  was  happening  without  the  fuiffier 
shot  in  the  arm  which  a reduction  of  Bank  Rate  mi^t  at 
times  be. 

13452.  Would  you  have  expected  a furthtt'  reduction  in 

Bank  Rate  to  cause  a further  expansion? As  I say. 

we  judged  that  it  was  unlikely  to  have  much  effect  at 
that  time  on  business  activity,  partly  because  bank 
advances  were  going  up  in  any  case. 

13453.  Chairman:  Is  ffiere  anything  you  would  like  to 
add  on  die  question  of  the  Bank’s  attitude  towards  lor®- 

term  mterest  rates? have  referred  to  the  fact  that 

our  funding  policy  during  the  past  aghteen  mondis  has 
rather  more  conscioudy  k^  in  view  ks  moderating  effect 
on  die  rise  in  gilt-edged  prices ; 'that  was  the  subject  of 
seme  decussioQ  you  had  with  the  Chi^  Cashier  and 
the  Govemmeot  broker.*  Perhaps  I ought  enlarge  on 
that  a httle. 

In  a po-Iod  when  general  policy  has  been  moving  from 
restriction  to  e:q>ansk>D,  there  were  clearly  arguments  in 
favour  of  low«  long-term  interest  rates.  We  have 
weioomed  a gradual  redictioii : in  fact  between  September 
1957,  and  March  1959  die  yield  on  2i  per  cent  Conans 
has  declined,  in  round  figures,  from  5j  per  cent,  to  4J  pec 
cent.,  on  first  class  industrial  deb«itures  from  6i  p«-  cent, 
to  ju5t  under  6 per  cent.,  and  on  industrial  equities  from 
6i  p«r  cent,  to  5^  per  c«jt.  It  is  however  true  that  the 
slowness  of  die  movement  has  bdped  to  keep  up  the  cost 
of  inve^roent  in  certain  direodons.  It  is  therefore  arguable 
that  the  rate  of  movement  could  with  advantage  have  been 
faster,  although  we  should  judge  diat  nrinor  changes  in 
the  cost  of  borrowing  would  not  have  had  an  influence 
Ml  investment  plans  at  ail  comparable  with  the  influence 
of  industrialBte’  judgernent  about  die  future  level  of 
danand  and  dieir  desire  to  see  how  all  the  investment 
they  have  done  in  recent  years  works  out. 

But  we  took  the  view  diat  onr  prime  objective  diould 
be  to  encourage  savings  and  to  consolidate  and  maintain 
confident  markets ; and  that  in  the  somewhat  longer  term 
this  was  the  best  contribution  we  could  make  in  this  field 
to  investment  and  devriopmeat.  Meanwhile,  as  relaxa- 
tion bwine  possible,  it  could  be  made  in  the 
availability  of  credit  and  new  capital  as  effectively  and 
with  less  risk  rhan  in  oonceatrating  on  the  cost  of  long 
borrowing. 

It  must  .be  remembered  that  the  gllt-etfeed  market  had 
be«i  having  a very  bad  time,  and  there  had  been  dangerous 
signs  of  a general  flight  from  fixed  interest  securities.  The 
patieat  was  making  a good  recovery,  but  needed  careful 
nursing  over  a long  period.  A relapse  might  have  had  very 
grave  consequences. 

In  the  absence  of  official  action,  gilt-edged  prices  would 
doubtless  have  risen  more  ffian  they  did.  An  opptMtunky 
would  have  existed  for  gilt-edged  speculators,  vrtiich  would 
have  accentuated  the  rise ; but  the  reckoning  would  have 
come  at  the  end  of  a few  months.  We  should  then  have 
had  either  to  allow  natural  forces  to  reassert  themsdves. 
■with  a big  setback  in  the  market,  or  to  prop  the  market 
up  more  or  less  where  it  had  got  to,  which  would  have 
entailed  Exchequer  needs  and  debt  maturities  by 

• See  Questions  11919  etseq. 
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increasing  the  floating  debt.  The  first  course  would  have 
meant  another  crisis  in  gilt-edged  and  fixed  interest 
securities  generally — a recurrence  of  the  illness.  The 
second  would  have  held  it  off  for  a time,  but  with  a return 
of  inflation  fears  it  woifld  have  il^ome  inevitable  in  flie 
end. 

AU  through  this  time  it  was  necessary  to  minimise 
the  risk  of  a return  of  inflation  fears.  If  movMnents  bad 
been  faster  than  people  thought  safe,  nervMisness  would 
have  appeared  again  both  in  the  gilt-^ged  market  and  in 
the  excl^ge  market,  They  would  have  reacted  on  each 
o^er. 

Moreover,  although  in  the  ruling  circumstances  this 
would  not  have  been  an  overriding  consideration,  from  the 
point  of  view  of  “funding”  it  is  helpful  to  have  a gilt- 
edged  market  which  feels  that,  as  regards  reductions  in 
Bank  Rate  in  particular  and  interest  rates  in  general,  there 
may  be  more  to  come.  Once  the  market  feels  that  rates 
have  touched  bottom,  this  underlying  reason  for  strength 
no  longer  exists,  and  more  or  less  continuous  “ funding  ” 
becomes  much  more  difficult.  There  is  _ thus  a tactical 
advantage,  from  this  angle,  in  moderating  the  fall  in 
yields. 

It  is  perhaps  fair  to  mention  in  support  of  the  policy 
adopted  our  experience  since  Bank  Rate  was  last  reduced, 
to  4 per  cent,  on  20th  November  last.  Expectation  of  a 
further  reduction  has  certainly  been  evident  at  times,  but 
has  become  less  strong  fnore  recently.  Meanwhile  the 
banks  are  known  to  have  been  sellers  of  gUt-edged  on  a 
considerable  scale — mainly,  it  is  true,  at  the  short  end 
— and  it  has  not  been  possible,  or  indeed  necessary,  to 
continue  “funding”  on  the  scale  of  earlier  months.  Yet 
the  market  has  faced  up  well  under  the  impact  of  these 
sales  ; ffie  patient  seems  now  able  to  lead  a more  normal 
life,  and  tbe  market  remains  reasonably  healthy. 

13454.  It  is  apparent  from  what  you  say  that  for 
eighteen  months  the  Bank  has  exercised  consciously  some- 
thing like  a controlling  influence? A restraining 

influence,  I would  say,  rather  than  a controlling  influence. 

13455..  But  because  of  your  feeling  that  it  was  right  to 
restrain,  you  have  effectively  succeeded  in  achieving  the 

restraint  of  a rise  in  the  long-term  gilt-edged  market? 

We  have  certainly  moderated  it. 

13456.  Do  you  say  that  that  effective  restraint  wMch  you 
achieved  was  possible  only  under  certain  special  con- 
ditions and  is  not  to  be  regarded  as  something  which,  by 
and  large  is  generally  possible  for  the  Bank? The  con- 

ditions of  the  last  eighteen  months,  and  certainly  the  first 
twelve  months  after  September,  1957,  were  conditions  in 
which  it  was  possible  to  do  that  much  more  than  on  most 
other  occasions. 

13457.  There  was  a market  which  was  really  too  low, 
as  I understand  it,  and  therefore  your  funding  was  on  a 

larger  scale? ^We  bad  a 7 per  cent.  Bank  Rate  and 

a pretty  high  rate  structure  all  round.  It  must  have  been 
pretty  obvious  to  everybody  that  we  should  not  wish  to 
maintain  tbe  7 per  cent.  Bank  Rate  indefinitely,  or  indeed 
for  longer  than  we  had  to.  That  must  have  meant  that 
short-term  rates  were  likely  in  a foreseeable  period  to 
come  down  sharply.  That  would  give  an  inference  to  the 
market  that  long-term  and  medium-term  rates  would  fall 
at  least  to  some  extent.  The  natural  market  tendencies 
were  therefore  to  buy  gilt-edged  over  that  period.  As  I 
said  in  my  main  evidence  on  Issue  Department  policy,  we 
always  have  this  funding  problem  before  us,  and  we  are 
known  to  be  always,  or  almost  always,  potential  sellers 
of  the  long  term  securities.  In  circumstances  such  as  those 
in  the  period  I have  mentioned,  we  obviously  had  more 
freedom  of  choice  to  continue  our  funding  policy  more  or 
less  vigorously.  We  have  much  more  variety  of  possible 
courses  of  action  in  a period  like  that  than  we  should 
have  normally. 

13458.  Professor  Sayers'.  If  your  description  of  the 
state  of  opinion  after  the  7 per  cent.  Bank  Rate  is  right, 
why  did  not  insurance  companies,  other  financial  institu- 
tions and  private  investors  buy  gilt-edged  on  a simply 
tremendous  scale?  Must  there  not  have  been  some  doubt 
to  Account  for  the  fact  that  you  did  not  sell  on  a vastly 

greater  scale  than  you  did? Certainly  ffiere  was  a 

doubt  that  inflation  might  remain ; as  I said  “ the  patient 
Iiad  only  just  recovered  from  a jnajor  illness  and  wanted 
a long  period  of  nursing 


13459.  And  that  implied  a doubt  as  to  whether  rates  of 

interest  were  really  coining  down? Or  whether  they 

were  going  to  stay  down. 


13460.  If  there  had  been  an  expectaton  that  they  were 
going  to  come  down,  even  though  they  might  not  stay 
down,  then  people  would  surely  have  had  an  incentive 

to  charge  into  the  gilt-edged  market  on  a huge  scale? 

That  is  something  very  like  what  I said,  that  if  we  let 
this  go  absolutely  we  should  have  had  a very  big  specu- 
lative market  in  gilt-edged. 


13461.  When  you  were  describing  the  state  of  opinion, 
you  ware  saying  ithat  people  did  in  fact  dunk  that  rates 
were  coming  down ; but  surely  that  cannot  have  been  the 
general  expectation,  or  people  would  have  bought  on  a 
much  greater  scale  than  they  did  even  at  the  prices  ruling 
in  the  spring  of  1958.  After  all,  people  who  bought  in  the 
spring  of  1958  have  been  able  to  make  a handsome  profit ; 
why  did  not  more  people  do  it?  Must  they  not  have  been 
impressed  by  the  fact  that  long  rates  were  not  coming 

down  so  very  quickly? 1 think  you  are  saying  the 

same  ffiing  as  I am : that  there  would  have  b«n  a 
major  speculative  boom  if  we  had  not  followed  the 
policy  we  did  follow. 

13462.  Is  not  the  moral  that  the  market’s  expectation 
of  tbe  future  course  of  rates  was  influenced  by  your 

action  in  keeping  rates  up? 1 think  it  was. 

13463.  Professor  Cairncross  : In  that  sense  it  was  not 

an  altogether  abnormal  situation? ^The  underlying 

facts  were  surely  abnormal,  because  rates  were  so  high. 

13464.  But  the  market’s  view  of  what  you  were  likely 
to  do  might  have  also  been  different  in  other  circum- 
stances?  It  might. 

13465.  I think  you  were  more  specific  in  what  you 
said  to  Professor  Sayers:  the  dominating  fact  was  that 
the  market  knew  you  were  funding,  and  therefore  was 

influenced  by  your  actions? ^Yes,  certainly. 

13466.  But  it  was  not  perhaps  as  obviously  influenced 
in  previous  situations  where  long  rates  were  coming 

down? 'We  did  not  have_a  previous  situation  where 

anybody  was  expecting  a Bank  Rate  movement  from  7 
per  cent,  to  5 per  cent,  or  4 per  cent  over  a fairly  fore- 
seeable period. 

13467.  There  bad  been  periods  of  very  rapid  falls  in 

the  long-term  rate. Professor  Sayers:  In  1921,  for 

instance.— I am  afraid  that  I cannot  remember  about 
1921. 

13468.  Chairman:  But  your  general  position  on  this 
would  not  lead  you  to  dispute  that  the  fact  that  the 
Government  is  a consistent  borrower  in  tbe  long-term 
market,,  as  it  has  been  in  these  years,  gives  it  an  influence 
on  tbe  course  of  gilt-edged  prices  that  it  never  had 

before  1939? 1 would  not  wish  to  go  beyond  my 

main  evidence  on  this  subject.  It  has  an  influence, 
because  of  the  known  need  to  sell  long-;term  ovm  a 
period,  and  because  of  the  continuous  funding  and  Issue 
Department  operations  which  are  a part  boOi  of  new 
issues  and  of  refinancing  ; and  that  influence  is  certainly 
greater  than  it  was  in  tbe  old  days. 

13469.  Professor  Sayers:  And  is  recognised  as  being 

greater? 1 would  say  so. 

13470.  Professor  Cairncross:  Towards  the  end  of  your 
remarks  you  spoke  about  the  market  in  the  later  part  of 
the  period  as  having  been  able  to  absorb  quite  a large 
quantity  of  gilt-edged  fairly  smoothly ; you  were 
speaking,  if  I remember  rightly,  about  sales  on  the  part 
of  the  joint  stock  banks.  Was  it  your  experience  over 
that  period  that  it  was  easy  to  put  large  quantities  of 
short  bonds  on  the  market?  Was  there  a free  market? 

Mr.  O'Brien  : We  helped  to  make  a free  market, 

in  the  sense  that  the  banks  were  large  sellers,  and  where 
the  market  could  not  absorb  those  sales  immediately  we 
absorbed  them  and  then  sold  the  stock  later  on ; we 
did  that  with  success. 


13471.  It  was  suggested  to  us  by  the  clearing  banks 
that  there  had  been  a period  of  some  difficulty  in  dis- 
posing of  short  bonds? Mr.  Cobbold:  Not  an  the 

latest  period. 

13472.  Professor  Sayers:  What  about  the  closing 

months  of  last  year? Mr.  O'Brim-.  1 

have  said  that  there  has  been  any  real  difficulty  since 
last  October.  It  is  not  made  utterly  painless,  but  there 
has  been  no  'Teal  difficulty. 
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13473.  Professor  Cairncross'.  You  were  willing  to 
assist  with  switching  operations ; I take  it  that  that 
meant  in  practice  that  outright  sales  weire  also  facili- 
tated?  Indirectly.  It  is  a fact  that  a large  part  of 

the  sales  made  iy  the  joint  stock  banks  were  made  when 
the  market  was  in  a poor  state. 

13474.  Professor  Sayers:  Were  other  buyers  active  at 

this  time? Not  precisely  at  the  same  moment,  but 

over  the  period  they  have  been. 

13475.  During  the  last  months  of  last  year? ^Yes. 

13476.  The  discount  houses? It  is  not  possible  to 

be  precise  about  who  the  buyers  were,  but  the  fact  is 


that  the  stock  which  we  had  to  absorb  in  the  first  instance 
was  sold  subsequently,  to  all  sorts  of  buyers. 

13477.  You  are  talking  about  short  bonds? Short 

to  short-medium. 

Chairman:  Then  I think  that  completes  our  ques- 
tions, Mr.  Governor.  As  this  is  likely  to  be  the  last  time 
we  meet  you  as  a Committee,  1 should  like  to  say  that 
we  are  very  much  obliged  to  you  and  your  colleagues, 
not  only  for  your  visits  to  us  but  for  all  the  work  you 

have  done  and  the  paper  you  have  given  us. Mr. 

Cobbold : Thank  you  very  much,  Mr.  Chairman ; it 
has  been  very  interesting  to  us. 


(Adjourned) 
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Supplementary  Notes  Submitted  by  Witnesses  in 

RESPONSE  TO  QUESTIONS  IN  ORAL  EVIDENCE 


Question  15  (Bank  of  England) 

The  Committee  of  London  dealing  Bankers  announced 
on  5th  December,  1946,  that 

“ taking  into  account  the  general  disposition  of  bank 
assets  now  ruling  it  has  been  agreed  in  consultation 
■with  the  Bank  of  England  that  the  daily  ratio  of  cash 
balances  to  deposit  liabilities  will  be  maintained  on  the 
basis  of  8 per  cent.” 

Question  412  (Bank  of  England) 

The  dlscomt  houses  did  not  gain  resources  at  aM ; 'tbe^ 
lost  substantial  amounts  over  the  first  quarter  of  the  year 
1957,  as  is  indeed  the  normal  pattern.  Tteir  ^Idngs  of 
Treasury  Bills,  however,  fell  further  than  did  th^  total 
assets,  the  movement  in  Treasury  Bills  being  partly  offset 
by  a sharp  increase  in  their  holdings  of  short  bonds.  In 
effect  they  exchanged  for  short  bonds  part  of  the  bill  port- 
folio with  which  they  would  have  been  left  de^ite  the 
seasonal  Exchequer  surplus  and  the  demands  of  the  banks 
for  Treasury  'Bills.  Their  imolsve  was  presumably  the 
expectation  tiiat  with  falling  interest  rates,  holdings  of 
bonds  would  be  more  profitable  than  holdings  of  bills. 
The  ultimate  source  of  the  great  bulk  of  the  additional 
bonds  they  acquired  was  no  doubt  the  Departments ; and 
the  Departments  would  have  completed  tiie  circle  by  using 
flie  proceeds  of  their  sales  of  bonds  to  buy  in  Treasury 
Bills  from  the  market 

Question  560  (Bank  of  England) 

1.  The  growth  of  a Canadian  capital  and  money  market 
which  began  in  the  early  years  of  the  century,  was  speeded 
up  with  the  establishment  of  the  central  bank  in  1935 
and  by  the  great  expansion  of  Government  debt — ^particu- 
larly short-term  debt — ^which  occurred  in  the  Depression 
and  World  War  II. 

2.  A large  nuniber  of  firms  have  been  active  dealers 
in  Government  securities  for  many  years.  They  have 
underwritten  neiw  ibond  issues  by  provincial  and  municipai 
governments  and  by  corporations,  maintained  secondary 
markets  (on  an  over-the-counter  .basis)  in  all  types  of  out- 
standing bonds,  and  carried  trading  positions  in  seasoned 
Government  issues.  (The  stock  exchanges  do  not  deal  in 
bonds  and  these  specialised  'bond  dealers  are  not  stock 
exchange  members,  although  they  are  often  closely  con- 
nected with  member  firms.) 

3.  A tender  for  Treasury  Bills,  approximately  fortnightly, 
later  underwritten  by  the  Bank  of  Canada,  began  in  1934 
and  tile  chartered  banks  purchased  bills  which  they  used 
as  second  line  reserves  to  maintain  th^  statutory  cash 
ratios.  The  liquidity  of  the  bills  was  guaranteed  by  the 
Bank  o-f  Canada’s  willingness  always  to  buy  at  a rate  close 
to  -the  latest  average  .tender  rate  involving  no  penalty  ; to 
prevent  an  excessive  supply  of  Treasury  Bills  in  the  hands 
of  the  banks,  tiie  amount  outstanding  was  keipt  relatively 
constant  (S450  om.  from  1945  to  the  end  of  1952)  and  flie 
Bank  of  Canada  submitted  a regular  tender  for  its  own 
account.  While  the  amount  of  Treasury  Bills  held  by 
the  banks  was  sufficient  to  allow  the  adjustment  of  short 
run  and  seasonal  fluctuations  in  tiieir  .positions,  sale  of 
the  bills  .to  expand  loans  to  customers  would  have  left 
them  with  inadequate  second  line  reserves  and  tiiey  were 
also  disco.uraged  from  running  down  their  holdings  by 
the  Bank  of  Canada’s  frequent  refusal  to  sell  bills,  althou^ 
they  would  always  .buy.  The  banks  dealt  almost  exclu- 
sively with  the  Bank  of  Canada  and  not  witii'  each  other, 
while  non-ibank  ho-ldiags  of  bills  seldom  ecceeded  20  per 
cent,  of  tie  total  outstanding  and  were  not  as  a rule  the 
subject  of  transactions  with  the  banks.  Inadequate 
facilities  were  available  to  dealers  to  finance  money  market, 
portfolios  as  call  loan  rates  were  appreciably  higher  than 
short-term  government  bond  yields  and  a certification 
charge  (charged  by  banks  for  certi:6^ng  dealers’  cheques 
against'  funds  to  be  received  later  on  in  the  day)  dis- 
couraged dealings  in  short-term  securities.  The  Bank  of 
Canada  did  not  act  as  lender  of  last  resort  to  the  dealers 
and  the  chartered  banks  received  the  proceeds  of  bills 
sold  'to  the  Bank  of  Canada  immediately  and  naturally 
saw  little  reason  for  persuading  their  customers  to.  invest 
their  deposit  balances  in  bills; 

4.  In  1952  consideration  was  given  to  the  setting  up  of 
a more  active  Money  Market,  the  establishment  of  which 
presented  a number  of  advantages.  The  Bank  of 
Canada  would  have  greater  control  over  the  credit  base 
because  ithere  wauld  be  a reduotioD  in  the  exc^  cash 


reserves  of  the  chartered  banks ; in  addition,  and  though 
not  contemplated  at  the  time,  it  greatly  facilitated  ffie 
subsequent  establishment  of  a secondary  reserve  ratio. 
The  chartered  banks  would  be  able  to  increase  the  pro- 
portion of  their  earning  assets  to  their  deposit  liabilities 
and  thus  increase  their  profits  (as  another  aspect  of  their 
ability  to  reduce  their  excess  cash).  The  Government 
would  find  a broader  and  more  diversified  market  for 
their  short-term  securities  and  the  public  would  be  better 
able  to  invest  their  short-term  funds. 

5.  It  was  central  to  Canadian  thinking  from  the  first 
that  their  money  market  should  be  designed  to  develop  a 
substantial  non-bank  interest  in  short-term  paper,  includ- 
ing Treasury  Bills,  short-term  Government  bonds  and 
short-term  commercial  notes  and  debentures.  They  had 
noted  that  the  London  mechanism  of  the  discount  houses 
was  primarily  concerned  with  dealings  with  banks,  includ- 
ing overseas  and  foreign  banks,  and  they  felt  that  their 
own  circumstances  required  an  outside  source  of  money  to 
be  tapped  in  order  to  facOitate  adjustment  of  the  cash 
position  of  the  various  banks.  The  capital  positions  of 
the  money  market  dealers  wotJd  be  far  from  adequate 
for  this  purpose,  and  in  any  case  they  felt  that  a better 
market  would  develop  if  some 'hundreds,  and  possibly 
thousands,  of  outside  investors  could  .be  interested  in 
placing  short-term  funds  in  the  kinds  of  investments 
mentioned. 

6.  "When  in  1953  and  1954  the  Bank  of  Canada  took 
steps  to  stimulate  the  further  growth  of  the  money  market 
by  making  central  bank  credit  available  to  firms  wishing 
to  assiime  money  market  responsibilities  (paragraphs  11 
and  12  below)  it  would  not  have  been  practicable  or 
desirable  to  limit  the  use  of  their  facilities  to  new  specialist 
entities  comparable  to  the  discount  houses  in  London. 
There  were  important  advantages  in  allowing  the  money 
market  function  to  continue  to  be  linked  with  the  under- 
writing function  and  with  established  organisations.  TTie 
diversified  operations  of  the  established  firms  reduced  the 
overhead  expense  directly  chargeable  to  money  market 
activity  and  permitted  finer  dealing  than  would  otherwise 
have  been  posable.  This  diversity  also  provided  a buffer 
against  possible  unprofitable  periods  in  money  market 
opesrations.  The  established  firms  in  the  Canadian  market 
maintain  a network  of  branch  offices  across  the  country 
and  already  bad  a tradition  of  strong  competition  with 
one  another  which  has  been  carried  over  to  their  money 
market  acivity.  Their  highly  competitive  approach  to 
their  job  has  militated  against  the  establishment  or  main- 
tenance of  restrictive  conventions  or  of  tied  relationships, 
e.g.,  in  security  dealing  between  banks  and  money  markeb 
houses,  and  has  helped  to  foster  a more  flexible  and  ce- 
sponsive  money  market. 

7.  The  Canadian  Money  Market,  which  operates  both 
in  Toronto  and  in  Montreal,  was  built  around  the  bond 
market  and  there  are  no  discount  houses  as  such.  There 
is  no  physical  market  place,  dealings  taking  place  mainly 
by  telephone.  The  main  participants  are  toe  Bank  of 
Canada,  the  9 chartered  banks  and  about  a dozen  invest- 
ment dealers  who  are  important  jobbers  in  short-tenm 
Government  securities.  The  Government  themselves  and 
certain  corporations,  finance  houses  and  insurance  com- 
panies are  also  involved  but  play  a lesser  part. 

. 8.  The  main  stock-in-trade  of  the  market  is  short- 
term Government  paper  and  Treasury  Bills.  There  is 
some  commercial  paper  of  the  large  corporations  and 
rfinance  companies,,  which  is  normally  placed  by  the 
dealers  direct  with  the  lenders,  but  the  volume  is  not 
very  large.  As  at  the  29th  October,  1958,  the  total 
Treasury  Bill  issue  amounted  to  $1,495  mn.  out  of  total 
Government  obfligaticHis  of  $16,007  ran.  Of  this  amount— 
ttie  Bank  of  Canada  held  ...  $86  mn.  (6  per  cent) 
the  chartered  banks  between 

them  held  $951  mn.  (63  per  cent) 

other  investors  (mainly,  cor- 
porations, insurance  com- 
panies, etc.)  hdd  $458  mn.  (31  per  cent.) 

9.  There  is  a weekly  tender  for  three-month  Treasury 
Bills.  The  tender  .is  mainly  supported  by  the  dealers  and 
the  banks  who  tender  not  only  on  their  own  bedialf  but 
also  on  ibeiMf  of  clients  and  customens.  The  Bank  of 
Canada  itself  submits  a-  sealed  standby  bill  but  there  has, 
in  practice,  never  been  any  difficulty  aibout  covering 
Government  trequiremenits  in  tiie  market.  The  Bank  of 
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Canada  normajUy  holds  a sizeable  amount  of  Bills 
matuiring  each  week  and  if  it  assumes  a strictly  neutral 
course  it  will  suibscribe  for  the  same  amount  of  a new 
issue  at  a price  at  wliicii  it  is  reasonably  confident  of 
obtaining  ate  requiraments.  But,  an  accor&ince  with  the 
deanands  of  monetary  policy,  the  Bank  -may  from  time 
to  time  ibid  (for  a larger  or  for  a smaller  amount  of  Bills 
and  thus  add  to  or  subtract  firoan  tihe  cash  in  the  market 
as  a isupplem'ent  to  its  ordinary  open  market  operations. 

10.  The  dtartered  hanks  are  required  by  the  Bank  Act 
to  maintem.  in  holding®  of  Bank  of  Canada  notes  or  on 
d^osit  with  the  Bank  of  Oanada,  as  a minimum  cash 
reserve,  a percentage  of  their  Canadian  dollar  deposite. 
This  may  he  varied  'between  8 per  cent,  and  12  per  cent, 
but  the  figure  'has  never  been  changed  and  at  preseot_  is 
8 iper  cent.  Oh  addition,  the  banks  have  agreed  to  main- 
lain  a liquid  asset  ratio  (that  is  W say,  ca^,  day-to-day 
loans  and  Treastiry  Bills  as  a peroentiage  of  total  deposits) 
of  not  less  than  15  per  cent. ; but  unlike  the  statutory 
8 per  cent,  cash  ratio  there  is  no  legal  basis  for  this 
and  it  d^>ends  for  its  effect  on  die  co-operation  of  the 
banks.  Both  the  statutory  cash  ratio  and  the  agreed 
liquid  asset  ratio  are  based  on  a monthly  .average  of  daily 
positions  and  for  lindividuial  ibanks  may  fluctuate  widely 
durinig  *e  month. 

11.  Both  the  cfaaTbered  ibanfe  and  the  approved  invest- 
ment dealers  have  access  within  prescribed  limiite  to  the 
Bank  of  Canada  at  Bank  Rate.  The  'Bank  R.ate  has, 
since  November,  1956,  been  automatically  set  each  week 
at  i per  cent,  above  iffie  average  yield  at  the  weekly 
tender  for  three-month  Treasury  iBiJis  and  under  orderly 
market  conditkms  is  thus  a penal  rate.  The  Bank  of 
Ca^nada’s  advances  to  the  chartered  'banks  are  made  for 
seven-day  periods  and  are  subject  to  specified  limits  which 
vary  with  each  bank,  according  to  tiie  level  of  its  deposits, 
and  which  are  subject  to  review  from  time  to  time.  In 
practice,  the  banks  are  discouraged  from  coining  to  the 
Bank  of  Canada  more  often  than  once  a month  but  if 
they  have  need  of  a second  advance  or  a renewal  or  an 
increase  in  the  specified  amount,  the  Bank  of  Canada 
will  provide  the  necessary  cash  ibut  only  on  terms  which 
are  strictiy  subject  to  n^otiation  and  at  a 'higher  rate  than 
Bank  Rate. 

12.  Accommodation  for  th&  security  dealers  takes  the 

form  of  sales  of  short-term  Government  securities  to  the 
Bank  of  under  agreements  to  repurcha^  them 

within  a speeflied  time.  Each  dealer  has  a limit  as  to 
amount  up  to  which  file  Bank  of  Canada  wiiil  meet  bte 
requkementis  for  a maximum  of  30  days  at  prices  which 
correspond  to  'Bank  Rate;  dealers  hawe  t^  option  of 
repaying  tiiese  loans  at  'any  time.  In  practice,  this  costs 
dealers  something  if  'they  bring  in  Treasury  Bills  but  they 
may  get  a small  running  profit  iby  bringing  in  Govot- 
mant  bonds,  which  are  eligible  for  this  .purpose  if  they 
mature  within  three  yeams.  The  total  of  the  lines  of  crMit 
is  'far  in  excess  of  'the  use  which  is  normally  made  of  thran 
and  as  the  dealers  take  recourse  to  ■itoe  Bank  as  a warning 
to  trim  sail  the  denial  of  the  facility  is  a weapon  which 
does  'not  have  to  be  used. 

13.  The  chartered  banks  extend  ■day-to-day  loans  to  the 
deal^  against  Government  securities  maturing  within 
three  years.  These  loans  are  cal'Lible  by  either  side  up  to 
12  noon  each  day  and  if  ■not  called  are  automatically 
renewed.  The  dealers  have  agreed  with  the  Bank  of 
Canaoa  that  they  will  not  allow  the  total  amount  of  their 
day-to-day  loans  from  the  banks  to  exceed  the  amount  of 
their  unused  line  of  credit  at  the  Bank  of  Canada. 

14  The  Bank  of  Canada  operates  continually  in  the 
market  to  keep  in  touch  with  it  and  .to  regulate  the  supply 
of  cash  in  the  hand  of  the  banks.  .Open  market  operations 
are  therefore  the  principal  method  of  monetary  control 
and  are  conducted  throiughout  the  whole  ran'ge  of  maturi- 
ties: It  may  be  noted  that  as  one  consequence  of  the  free 
exchange  rate  for  the  Canadian  dollar  the  Bank  of  Canada 
is  not  under  any  obligation  to  buy  foreign  exchange  and 
thus  put  cash  into,  the  market.  The  Bank  Rate  has  in  one 
aspect  limited  significance  because  the  banks  infr^uently 
use  .their  fecilities  for  'borro.wiog  from  tiie  Central  Bank, 
ila  another  aspect  the  fact  that  Bank  Rate  normally  follows 
•moves'  in  market  rates  may  help  to  make  it  clear  that 
responsibility  for  changes  in  rates— including  chan'ges  in 
lona-tenm  rates— lies  with  the  market’s  actions  in  making 
loans  and  seeking  cash.  Additionally  the  Bank  of  Canada 
retains  full  discretion  to  adjust  Bank  Rate  independently 
with  a view  to  obtaining  special  results.  The  chartered 
banks  can  adj.ust  their  cash  positions  through  purchases 
and  sales  of  .Bills  and  through  day-to-day  loans  to  -the 


dealers.  The  dealers,  financed  by  these  loans  (or,  if 
necessary,  by  borrowing  from  iflie  Bank  of  Canada)  are 
enabled  to  finance  an  adequate  portfolio  of  Bills  and 
short-term  Government  securities  from  which  they  can 
normally  meet  demands  for  any  particular  maturity.  The 
Bank  of  Canada’s  own  dealing  rates  for  Treasury  Bills  are 
spread  wider  than  those  in  the  market ; the  banks  are  thus 
encomaged  to  deal  in  the  market  first  if  they  can  before 
indulging  in  .direct  dealing  with  the  Bank  of  Canada. 

15. -  It  is  the  practice  of  Canadian  underwriters  of  new 
bond  issues  to  concentrate  on  fulfilling  their  commiliments 
•through  as  rapid  distribution  as  possible  to  ultimate 
investors.  Some  of  them  have  found  that  operations  in 
.the  money  market  have  the  useful  by-produict  of  helping 
them  to  appraise  the  basis  and  timeliness  of  their  under- 
writings by  keeping  them  in  close  contact  with  shifts  in 
the  liquidity  of  -the  banking  system,  of  the  various  levds 
of  'governmeot  and  of  .business  generally.  In  Canada 
•businesses  have  increasingly  followed  the  practice  of 
employing  a substantial  portion  of  temporarily  surplus 
•working  capital  in  the  money  market  through  loans  to 
dealers,  or  toe  purchase  of  short-term  securities,  frequently 
offset  by  resale  agreements,  and  toe  proceeds  of  new  capital 
issues  are  also  often  employed  in  toe  money  market 
pending  ultimate  disbursement. 

16.  The  Canadian  .Money  Market  is  still  in  toe  develop- 
ment  stage  and  it  would  bewrong  to  regard  itas  -bdng  buflt 
up  according  to  any  set  pattern.  The  first  objective  in 
1952  was  to  get  a market  going  and  many  of  toe  features 
described  above  have  been  added  one  at  a time  over  toe 
succeeding  years  partly  in  response  .to  the  appearance  of 
a radically  different  monetary  climate. 

17.  There  may  be  some  signiificance  in  the  fact  that 
limits  have  been  set  on  the  facilities  available  from  tos 
Central  iBank  to  both  oommeroial  banks  and  security 
dealers.  These  limits  have  not  so  far  had  any  prac^al 
effect  because  the  market  has  not  made  use  of  the  facilities 
to  any  great  extent  but  they  may  be  taken  as  indicating 
a desire  on  toe  part  of  the  Bank  of  Canada  to  safeguard 
themselves  against  toe  possibiEty  of  unlimited  monetisati-on 
of  sbort-term  Govanment  debt. 

18.  As  the  Canadian  market  has  emerged,  however,  its 
similarities  to  the  London  market  are  at  least  as  notoble 
as  its  differences  and  do  not  lend  support  to  toe  suggestion 
that  Canada  has  studiously  avoided  co.pying  London.  In 
.particular  toe  creation  of  a small  group  of  security  d^ers 
(with  limited  access  to  the  Central  Bank  as  lender  of  last 
resort)  to  form  toe  basis  of  a call  loan  market  ai^  to  act 
as  a buffer  between  the  banks  and  the  Bank  of  Canada ; 
toe  agreement  between  the  bank  of  Canada  and  toe  com- 
merdal  banks  for  a .minimum  liquidity  ratio  and  toe 
penal  level  for  toe  discount  rate  all  bear  a marked  resem- 
blance to  toe  London  model. 

19.  It  would  perhaps  be  more  correct  to  say  toat  in 
devetoirfng  their  money  market  toe  Bank  of  Canada  have 
been  concerned  to-  build  as  effectively  as  posstole  on  to 
thfflr  existing  market  framework,  which  already  provided 
the  .valuable  foiundation  elements  of  financial  stiength  and 
a traditBon  of  competition.  They  have  not  tried  to  copy 
or  to  avoid  copying  other  systems  but  amply  to  desvdop 
the  existing  maohinery  along  lines  which  seem  best  suited 
to.looal  jo^itions  and  needs. 

Question  . 6Q2  (Bank  of  Bn^and) 

The  Report  of  the  Deputy  Master  and  ComptroUw  of 
toe  Royal  .Mint  for  1955  stated : 

“ The  estimate  of  toe  coin  in  circulation  at  toe  end  of 

1955  • 


(a)  Silver  and  Cupro-Nickel: 

Value 

Million 

Five  Shillings 

£ mn. 
2-1 

pieces 

8-4 

Halfcrowns 

46‘3 

370-7 

Florins 

40-2 

401-6 

Shillings 

37-7 

754-2 

Sixpmees ' 

25-5 

1,019-3 

Threepences 

•9 

73-6 

(b).  Nickel-Brass : 
Threepences 

152"^ 

7-2 

2,627-8 
. 575-6 

(c)  Bronze: 

Pence  ...  .... 

6-9 

1,650-1 

Halfpence 

1-8 

• 874-6 

Farthings 

. -2 

235-4 

Total  

. 8-9 

2,760-1 

Grand  Total 

. £168-8 

5,963-5 

Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


APPENDIX 


951 


(These  ^timates  were  based  on  differences  between  the 
record^  issues  and  the  recorded  withdrawals  of  the 
respective  denominatioos ; deductions  were  made  in  respect 
of  coins  estimated  to  ’be  in  drculation  in  the  Irish 
Republic,  and,  in  the  case  of  the  bronze  denominations 
only,  for  wastage  by  loss  and  destruction.  The  evidence 
suggests  that  wastage  from  these  causes  in  the  higher 
denominations  is  negligible).” 

Question  619  (Bank  of  England) 

This  involves  obwous  difficulties  but  the  following 
figures  represent  the  best  estimate  we  can  make.  No 
account  can  be  taken  in  the  calculation  of  compensation 
stock  amounting  to  some  £400mn.  nominal  issued  for  co^ 
and  road  iiaulage  assets  and  railway  wago-ns,  since  the 
securities  of  the  companies  which  previou^y  owned  these 
assets  were  not  vested.  For  the  rest,  compensation  stodcs 
amounting  to  approximately  £l,930mn.  nominal  were 
issued,  of  which  approximately  £200mn.  notminal  was  in 
reqject  of  the  securities  of  boffies  already  publicly  owned. 
Of  the  remaining  £l,730mn.  nominal  oi  compensation 
stocks,  £l,200mn.  nominal,  or  roughly  70  per  cent,  was 
in  respect  of  securities  carrying  some  kind  of  equity 
interest  and  £530mn.  nonm^  or  30  per  cent,  in  respect 
of  loan  stocks,  debentures,  etc. 

Questions  709  and  710  (Bank  of  England) 

A search  of  available  records  has  revealed  no  case  of 
default  by  a Local  Authority,  diaing  this  century  at  least ; 
and  enquiries  of  the  Stock  Exchange,  the  Ihiblic  Wwks 
Loan  Board  and  in  the  Market  support  our  belief  that  no 
such  default  has  occurred. 

As  regarife  forgeries,  in  1929  the  Hatry  Case  revealed 
that  Loans  issued  hy  the  Conporation  & General  Securities 
Ltd.  on  ’behalf  of  the  undermentioned  Local  Authorities 
had  been  deliberately  over-issued  by  ffie  creation  of 
spurious  scrip  in’  excess  of  the  amounts  authorised  by  the 


borrowing  Authorities:  — 

Total  amount 

Local  Authority  of  the  loan  Scrip  issued 

£ £ 
Swindon  Corporation  ...  500,000  750,000 

aty  of  Gloucester 500,000  750,000 

W^efield  Corporation  ...  750,000  1,150,000 


Question  818  and  819  (Bank  of  En^od) 

At  the  time  under  re«ew,  while  buying  and  a>JHivg 
could  take  place  freely  in  commodities  other  than  ffrain, 
cotton  OI  refined  sugar  either  in  sterling  or  in  the  currency 
apiwopnate  to  the  country  of  the  sdler/buyer,  coffee, 
cocoa  and  raw  sugar  of  no-n-doUar  origin  if  paid  for  in 
dollars  or  American  accoimt  sterling  could  be  sold  only 
for  dollars  or  American  account  sterling. 

Question  827  (Bank  of  En^nd) 

Mr.  Parsons’s  rejdy  is  confirmed. 

Participants  in  all  the  commodity  market  sdiemes 
(except  that  for  wool  which  covers  terminal  nurket  opera- 
tions only)  are  permitted  to  hold  stocks  of  the  commodity 
Mncemed  freely  anywhere  in  the  world.  No  restriction 
is  placed  on  the  quantity  or  location  of  such  s(ocls  but 
participants  are  required  under  the  scheme  rules  to  make  a 
monthly  remm  to  the  Bank  showing,  as  at  the  end  of 
each  month,  the  total  quantity  of  stock  held,  together  with 
their  outstanding  forward  and  futures  commitments  and 
tlKdr  resultant  net  open  position  (long  or  sb^).  These 
returns  are  examined  and  aggregated  to  ensure  that  there 
are  no  signs  of  an  excessive  posititm  or  unwarrantable 
speculation  or  any  other  undesirable  atuation  or  practice 
developing  eithw  on  the  part  of  individi^  participants 
or  of  lie  market  as  a whole. 

Question  845  (Bank  of  En^and) 

Since  the  answer  was  given  we  have  considered  what 
information  we  could  provide  that  would  be  useful  to 
the  Committee,  but  we  have  been  forced  to  the  conclusion 
that  it  is  not  possible  to  pa-oduce  a fair  aiud  ratable 
statistical  analysis. 

Questions  865  and  932  (Bank  of  l&igland) 

After  the  end  of  the  wax  the  United  IGngdom  rapidly 
resumed  her  role  as  a large  overseas  investor.  During  ffie 
twelve  years  1946  to  1957  long-term  investment  probaUy 
totalled  ovw  £3,700mn.  gross,  of  which  about  three-fifths 
was  in  the  Sterling  Area  and  tiie  remaining  two-fiffiis  in 
flie  rest  of  the  world  (particularly  the  dollar  area). 
Private  investment,  account^  for  some  ^-sevenths  of  the 
total,  leaving  only  about  one-sevHith  for  Government  or 
quasi-Governmrat  loiding. 

Details  are  given  in  the  tal^  below  but  they  should  be 
treated  with  caution,  as  the  comments  wfakh  follow  will 
show. 


United  Kingdom  Gross  External  Investment 


£mn. 


1946  to 
1951 

1952 

1953 

1954 

1955 

1956 

1957 

Total 
1946  to 
1957 

Loans  by  U.K.  Government  to  other  Governments 

40 

3 

5 

15 

46 

9 

12 

11 

12 

11 

11 

112 

Private  investment 

910 

160 

200 

210 

170 

210 

250 

2,110 

996 

172 

217 

236 

195 

229 

272 

2,317 

Rest  of  World 

19 

282 

Loans  by  U.K.  Government  to  other  Governments  ... 

9 

8 

24 

Private  investment 

380 

80 

70 

110 

639 

91 

77 

no 

159 

212 

148 

1,436 

Total 

290 

6 

5 

15 

32 

10 

19 

377 

55 

17 

19 

11 

11 

lih 

Private  investment 

1,290 

240 

270 

1,635 

263 

294 

346 

354 

441 

420 

3,753 

Stathtics  of  private  investment  are  extremely  uncertain. 
The  estimates  for  the  Stalling  Area  are  piec^  together, 
partly  &om  .material  prepared  by  Sterling  Area  countries 
themselves  and  partly  from  U.K.  sources,  whilst  those 
for  non-sterling  countries  come  from  exchange  control 
sourc«  and  are  rather  more  firmly  based.  In  either  <ase 
investment  from  retained  profits  is  covered  only  partially 
and  the  resulting  figures  are  kno'wn  to  be  seriously  in- 
compdete.  For  ffiis  reason  the  statistics  of  private  inv«t- 
ment  have  been  rounded  to  the  nearest  £10  mn,,  but  this 
should  not  be  taken  to  mean  that  they  ^e  accurate  to  that 
extent.  The  figures  for  1951  and  earlier  years  are  especially 
doubfful,  and  ffierefore  separate  figures  for  each  of  these 
years  have  not  been  given. 

30500 


Apart  from  these  limitations,  external  investment  is 
shown  gross,  i.e.  without  offsetting  repayments  and 
realisations,  but  not  all  outward  movements  of  long-term 
capital  from  the  United  Kingdom  are  included.  No 
account  is  taken  of  repayments  by  the  United  Kingdom 
(£653  mn.  in  the  pjeriod)  of  loans  from  overseas  govern- 
ments nor  of  the  United  Kingdom’s  subscriptions  to  inter- 
national organisations  (International  Monetary  Fund 
£470  ran.,  International  Bank  £90  mo..  International 
Finance  Corporation  £5  mn.).  The  use  made  by  other 
countries  of  sterling  made  available  by  the  LM.F.  and 
I.B.R.D.  out  of  the  United  Kingdom’s  subscriptions, 
amounting  to  £68  mn.  and  £31  mn.  respectively,  is  also 
excluded. 

3P 
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The  purchase  of  an  existing  investment  is  ciassified 
according  to  the  area  where  the  seller  resides  which  may 
not  be  the  area  where  the  assets  are.  Thus  purchases  of 
dollar  securities  from  the  Sterl^  Area  countries  are 
shown  as  investment  under  “ Sterling  Area  ” and  not  under 
“ Rest  of  World 

Investment  in  the  Sterling  Area 

The  loans  by  the  U.K.  Government  in  the  years  1946 
to  1951  were  largely  to  Burma  for  post-war  reconstruc- 
tion (and  mostly  kter  written  off).  The  greater  part  of 
loans  in  the  years  after  1951  were  to  the  Colonies  for 
general  purposes,  but  loans  were  also  made  to  the 
Australian  Government  to  expand  uranitim  production 
to  Jordan  for  development  generally,  and  an_  E.C.G.D. 
credit  was'  granted  to  Pakistan.  Other  official  investment 
in  the  early  post-war  years  was  mainly  by  die  Overseas 
Food  Corporation  in  East  Africa.  More  recenfly  it  has 
been  mainly  by  the  Colonial  Development  Corporation, 
but  some  loans  have  also  been  made  by  the  Atomic 
Energy  Authority  to  South  African  mining  companies  (not 
to  the  South  African  Government)  to  expand  uranium 
production. 

Private  investment  in  the  sterling  area  has  taken  different 
forms.  First  there  have  been  private  subscriptions  to  new 
issues  of  Commonwealth  governments  (totalling  £378  mn. 
in  the  twelve  years).  Then  investors  have  purchased 
existing  securities  from  sterling  area  residents.  Then  again 
U.K.  companies  have  raised  _ money  in  London  for 
development  abroad;  or  remitted  part  of  their  o'wm 
domestic  savings  ; or  reinvested  profits  earned  abroad.  It 
is  not  possible  to  say  how  much  investment  has  been  done 
in  each  of  these  particular  ways. 

Of  the  industries  which  have  invested  in  the  sterling 
area,  oil  has  had  the  largest  share  even  when  allowance  is 
made  for  the  fact  that  certain  major  euterprises  conduct 
their  overseas  business  from  the  UJC.  but  are  pardy 
foreign  owned.  But  ihere  has  ^o  been  substantial 
investment  in  branches  and  subsidiaries  of  U.K.  compani« 
making  vehides,  chemicals,  textiles,  or  other  goods ; in 
public  utilities ; and  in  various  forms  of  mining.  Invest- 
ment in  rubber,  tea  and  other  primary  products  has  pro- 
bably been  less  important. 

Investment  in  the  rest  of  the  world 

In  the  period  1946  to  1951  settlements  of  debts  arising 
from  the  provision  of  supplies  during  the  war  and  in  the 
intermediate  reconstruction  period  took  the  form  of  loans 
from  H.M.G.  to  other  Governments,  the  greater  part  going 
to  Germany.  Substantial  loans  were  also  made  to 
Denmark  (to  take  the  place  of  the  U.K.  Government’s 
holding  of  Danish  kroner  at  the  start  of  E.P.U.),  and  to 
U.S.S.R.  and  Yugoslavia.  From  1955  to  1957,  £19  mn. 
was  lent  to  Argentina,  £7  mn.  through  E.C.G.D.  to  Persia 
and  £3  mn.  to  Turkey.  (The  remaining  £3  mn.  available 


to  Persia  has  been  drawn  in  1958).  All  the  ‘other 
official  investment  ” outside  the  Sterling  Area  has  been  by 
way  of  loans  to  the  Aluminium  Company  of  Canada. 

Private  investment  in  non-sterling  countries  has  thus 
since  1952,  in  contrast  to  the  earlier  years  1946-51, 
accounted  for  nearly  all  of  total  U.K.  investment  in  non- 
sterliog  countries  ; and  throughout  the  whole  period  only 
a small  part  has  been  represented  by  private  subscriptions 
to  new  issues  of  foreign  governmental,  or  other  official, 
securities.  The  only  foreign  government  to  borrow  on  the 
London  market  has  been  Norway  (£5  mn.  in  1951).  The 
LB.R.D.  raised  £4  mn.  in  1951  and  £5  mn.  in  1954. 
Investment  by  U.K.  companies  has  been  on  a smaller 
scale  than  in  the  Sterling  Area,  although  they  have 
invested  substantial  sums  in  Canada  in  recent  years. 

The  oil  industry  has  again  been  the  leading  private 
investor,  and  accounts  for  most  of  the  sharp  rise  in  the 
total  in  the  most  recent  three  years. 

Net  external  investment 

It  is  suggested  above  that  external  investment  by  the 
United  Kingdom  amoimted  to  more  .than  £3,700  mn. 
gross  during  1946  to  1957.  In  addition,  the  other  outward 
capital  movements  referred  to  above  totalled  some 
£1,200  mn.  Against  this  .there  -were  substantial  capital 
movements  in  die  opposite  direction,  including  loans  of 
some  £1,700  mn.  to  the  United  Kingdom  Government 
(mainly  from  the  U.S.A.  and  Canada)  and  sales  of  United 
Kingdom  assets  abroad  and  repayments  of  loans  made  by 
the  United  Kingdom  Government,  which  together  totalled 
also  about  £1,700  mn.  Net  private  long-term  investment 
in  the  U.K.  by  other  countries  may,  with  extreme  un- 
certainty, be  put  at  about  £200  ran.,  nearly  all  of  which 
took  place  in  the  period  1952-57,  Hence,  over  the  twelve 
years,  on  this  broad  definition,  net  long-term  external 
investment  has  been  something  over  £1,300  mn.,  the  figures 
for  the  two  halves  of  the  period  being  £100  mn.  and 
£1,200  mn.  Short-term  movemenits  aie  excjiuded  from  these 
totals  though  changes  in  some  overseas  sterling  holdings, 
treated  as  diort  in  British  official  statistics,  could  arguably 
be  regarded  as  long-term  investment  or  disinvestment  in 
the  U.K. 

Question  1310  (Treasury) 

Note  by  the  Bank  of  England : 

The  Bank  of  Eogland  .maintain  close  rdations  with  the 
foreign  banks  in  London,  who  are  certainly  ecpected  to  act 
in  accordance  with  official  policy.  The  various  requests 
made  by  Chancdiors  of  die  Exchequer  about  .bank 
advances  have  on  each  occasion  been  passed  to  the 
organisations  representing  foreign  banks  in  London.  In 
response,  these  omganisations  have  on  all  recent  occarions 
confem^  their  readiness  to  cooperate  with  Govern- 
ment policy. 

Question  1757  (Bank  of  England) 


Tabie  of  Vabiations  in  Market  Tender  Rates  during  the  Ten  'Weeks  Following  Upward  Changes 
IN  Bank  Rate  since  1951 


Date  of  Change  in 
Bank  Rate 

8.11.51 

12.3.52 

27.1.55 

24.2.55 

16.2.56 

19.9.57 

From/To 

2%-2i% 

2i%~A% 

3%-34% 

4i% — 5i% 

5%-7% 

£ s.  d. 
99  15  8 
99  15  6 
99  15  2 
99  15  1 
99  15  2 
99  15  1 
99  14  11 
99  15  2 
99  15  2 
99  15  1 

£ s.  d. 
99  8 5 
99  8 5 
99  8 2 
99  8 2 
99  8 3 
99  8 2 
99  8 5 
99  8 3 
99  8 2 
99  8 1 

£ s.  d. 
99  8 3 
99  8 5 
99  8 5 
99  8 5 

£ s.  d. 
99  1 - 
99  1 - 
99  I - 
99  1 - 
99  1 - 
99  1 - 
99  1 5 
99  1 1 
99  - 8 
99-6 

£ s.  d. 
98  13  7 
98  13  11 
98  13  11 
98  13  11 
98  13  11 
98  14  6 
98  14  2 
98  14  2 
98  14  5 
98  14  5 

£ s.  d. 
98  7 - 
98  7 - 
98  7 - 
98  7 - 
98  7 - 
98  7 - 
98  7 1 
98  7 1 
98  7 1 
98  7 8 

In  addition,  there  were  reductions  in  Bank  Rate  as  follows: — 

1*7  Q A 


Question  1822  (Bank  of  Englandj 

It  is  reasonable  to  expect  that  on  occasions  when 
monetary,  and  general,  action  is  needed  to  alter  trends 
within  the  domestic  economy,  disorders  in  the  balance 
of  payment  wffl  also  be  present  or  be  immediately  in  pros- 
pect. Frequent  coincidence  of  balance  of  payments 
problems  with  movements  of  Bank  Rate  therefore  does 
not  imply  that  the  movement  of  Bank  Rate  has  been 
essentiSy  a defensive  measure  to  protect  the  reserves.  In 
fact  there  was  anxiety  about  the  balance  of  payments  at 
the  time  of  every  increase  in  the  Bank  Rate  since  1951, 
thou^  losses  to  the  reserves  were  not  occurring  on  every 


occasion.  The  exception  was  the  rise  from  4i  per  cent,  to 
54  per  cent,  in  February,  1956.  The  reserves  had  thra 
been  rising  since  January,  though  they  had  shown  falk  in 
the  preceding  seven  months.  The  passages  in  Paper  No. 
9 (paragraphs  98  and  100)  concerning  this  change  of  Ba^ 
Rate  record  tiiat  the  principal  concern  was  with  the 
domestic  economy  but  that  fbe  external  position  was  also 
a factor. 

Question  1909  (Bank  of  England) 

From  the  graph  opposite,  which  shows  the  liquidity, 
advances  and  investment  ratios  for  1921  to  1939  (and  the 
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aviarage  ifiigwes  for  1957),  it  will  ibe  seen  thait  -between  mid- 
1933  and  end-1939  the  liquidity  ratio  fluctuated  between 
26  per  cent,  and  34  per  cent.  Except  for  seasonal  move- 
ments it  does  not  seem  to  have  risen  clear  of  the  30  per 
cent,  marie  at  all  during  these  years,  and  from  1937 
onwards  it  was  dipping  well  below. 

This,  however,  does  little  more  than  illustrate  the  general 
shortage  of  liquid  assets  prevailing  during  much  of  the 
period,  and  to  confem  -that  rega-nd  for  30  per  cmt. — or 
any  other  figure — as  a conventional  anirdmuim  liquidity  ratio 
was  very  much  weaker  then  than  it  has  been  since  the 
return  to  an  active  monetary  policy.  The  advances  ratio 
curve  certainly  suggests  that  &e  banks  would  have  been 
ready  to  increase  their  advances  during  this  period  had 
attractive  business  offered  itself.  In  the  more  recent 
period,  as  has  been  suggested  in  oral  evidence,  it  is  prob- 
able that  liquidity  considerations  have  at  various  _ times 
played  a part  in  restraining  lending,  diough  it  is  not 
possible  to  assess  the  degree  of  their  effect  as  compared 
with  other  forms  of  influeoce  to  restrict  bank  lending. 


Questions  1923, 1926  and  2061  {Bank  of  England) 

Tin  January  and  February  of  1952  overseas  short-term 
borrowing*  -in  London  rose  {in  round  figures)  by  £25 
mn  In  the  period  March/ June  the  total  of  such 
borrowing  fell  by  £60  mn.  and  from  July  to  D«CTiber 
there  was  a furdier  fall  of  £55  mn.  In  the  first  of 
ithe  aibove  three  periods  overseas  short-term  assets  in 
London  (otiier  than  Central  Bank  funds,  official  fi^,  and 
the  holdings  of  non-territorial  organisatioDS)t  feu  by  £15 
nrn. ; in  the  second  period  they  fell  by  £10  mn. ; and  m 
tile  third  period  they  rose  by  £15  mn. 

Over  Jatfuary  to  April  1954  overseas  short-tenm  borrow- 
ing rose  -by  25  mn.,  continuing  a rise  .that  began  in  the 
last  quarter  of  1953  and  w;hich  persisted  over  the 
of  1954.  But  over  tbs  same  period  (January/ Apm  1954) 
overseas  short-term  assets  in  London,  as  defined  in  par^ 
graph  1 above,  rose  by  £85  mn. ; this  rise  was  very  much 
greater  that  in  the  preceding  few  montiis  and  appreci- 
ably greater  than  that  an  die  subsequent  period. 


In  answer  to  a request  for  similar  figures  in  respect  of 
subsequent  changes  of  Bank  Rate  the  Bank  of 
England  wrote : 

The  source  of  the  figures  we  quoted  in  this  ^wer 
is  the  monthly  return  of  Overseas  Sterling  Holdi^s. 
While  we  felt  that,  for  the  dates  originally  specifiedj^these 
figures,  as  defined  in  our  answer,  would  provide  su^ient 
of  an  indication  of  the  movements  into  which  .the  Com- 
mittee were  enquiring  to  make  it  an  undue  precaution  for 
us  to  decline  to  answer  the  Committee’s  limited  requM^ 
we  consider  the  series  is  not  good  enough  to  be  applied 
Jo  the  movement  of  short-term  funds  at  aE  the  d^s 
a-bout  which  you  are  now  seeking  information.  The 
series  was  prepared  for  a quite  different  purpose,  and 
detail  does  not  exist  to  aEow  it  to  be  recast  for  past 
dates -to  yield  the  information  required.  Extensive  qiuahfica- 
tion  of  the  figures,  involving  detail  unsuitable  for  publica- 
tion, would  be  needed  if  they  were  to  be  provided  at  all. 

• “ Overseas  short-term  borrowing  ” represents  stertog  clai^ 
on  overseas  so  far  as  reported  by  U.K.  banks,  i.e.  advances  to, 
bills  drawn  upon,  and  acceptances  given  for  account  of,  non- 
residents of  the  U.K.  ....  , 

+ So  far  as  reported  by  U.K.  commercial  banks,  and  composing 
deposits  TreasVy  and  other  biUs,  and  British  Government 

S6curiti«  if  held  for  account  of  overseas  ba^s. 

The  available  figures  of  overseas  borrowing  and  overseas  assets 
are  not  fully  gross. 


While  their  use  by  the  Committee  could  be  safeguarded, 
we  fear  their  publication  would  lead  the  public  into  using 
them  for  calculations  for  which  they  are  neither  designed 
nor  suited.  We  have  therefore  concluded  that  we  must 
ask  to  be  excused  fro-m  adding  to  our  earlier  answer  in 
the  way  proposed. 

Question  1958  (Bank  of  England) 

There  were  no  maturities  of  -Govertment  or  Govern- 
ment guaranteed  Stocks  ^between  the  redemption  of 
per  cent  National  War  Bonds  1949-51  on  -the  1st  February 
1951,  and  the  27tth  Ootobea  1952  when  a tirifiing  amoimt 
of  3^  per  cent.  British  Transport  Guaranteed  Stock  1952 
was  redeemed.  The  nexlt  sizeaWe  redemption  was  .that  of 
1|-  per  cent.  Serial  Funding  Stock  1952  on  the  I4th 
November  in  that  year. 

Questions  2164  to  2171  (Bank  of  En^and) 

Althoi^  there  was  a downward  drift  in  the  market  from 
January  to  July  1955,  and  sharp  falls  in  February— at 
the  time  of  the  Bank  Rate  change— and  in  April,  market 
conditions,  as  stated  in  paragraph  87  of  Paper  No.  9, 
were  variable ; and  there  were  many  short  intervals  when 
the  market  was  firm  and  rising.  Our  sales  during  the 
period  were  l^gely  made  at  these  times,  particularly  during 
the  middle  of  May.  The  small  proportion  of  aU  sales 
made  on  falling  markets  was  for  the  most  part  done  in 
connection  with  switches  being  undertaken  by  the  market. 

We  cannot  give  detailed  information  to  show  who 
bought  the  stocks  that  we  and  the  banks  were  selM^. 
All  the  evidence  shows  that  the  movement  into  Gilt- 
E^ed  stocks  was  wide^read.  As  the  Committee  them- 
selves have  suggested, , pension  and  life  funds  were  import- 
ant buyers,  but  as  the  market  strengthened  after  each 
successive  fall  more  'buyers  of  aU  sorts  came  in  appaxentiy 
in  (the  belief  th-ait  prices  had  at  last  reached  the  bottom. 
Question  2193  (Bank  of  England) 
lEslimates  publishad  in  Grand.  273  (Balance  of  Payments 
White  Paper,  October  1957,  Table  1,  -item  15.a.)  suggest 
ffiat  the  net  outflow  of  " Other  long-term  capital  ” fell  by 
£80  million  beitiween  1954  and  1955.  Our  information  is 
far  from  complete ; the  folio-wing  statements  represent  the 
approximations  and  estimates  which  have  been  made  in 
ithe  preparation  of  tiie  balance  of  payments  statistics,  It 
is  thougbit  that  nearly  one  half  of  this  feU  in  the  net 
outflow  .was  due  .to  a larger  aoquiation  by  .overseas  coun- 
tries of  assets  in  the  United  Kingdom  described  as  iong- 
term.  The  largest  single  item  in  this  increase  was 
represented  by  greater  capitalisation  'of  profits  niade  by 
United  Kingdom  subsidiaries  of  overseas  companies,  and 
mainly  in  the  mo.tor  industry.  It  is  reasonable  to  relate 
this  both  to  the  development  programmes  of  the  compames 
concerned  .and  to  the  conditions  of  borrowing  prevaahog  in 
the  United  Kingdom.  The  next  largest  item  was  an 
increase  in  tiie  holdinp  by  non-residents  of  “blocked 
sterling  seourities,  an  increase  whidi  pro.bably  was  not 
closely  related  to  borrowing  conditions  in  the  United 
Kingdom.  A further  significant  item  was  purch^es  of 
local  aiithority  mortgages  and  industrial  shares  for  me 
account  of  residents  of  the  overseas  sterling  arw:  mis 
may  have  reflected  changes  in  interest  rates.  Also  included 
in  .the  statistics  of  overseas  countries’  long-term  investment 
in  the  United  Kingdom  is  an  addition  to  the  sterling  funds 
of  residents  overseas  due  to  sterling  legacies  and  emigraots 
funds. 

Question  2248  (Bank  of  England) 

Foiowing  is  the  information  available  for  1931 : 

£mQ. 


London 

Clearing 

Banks 

Bank  of 
England 
Banking 
Dept. 

Scottish 

Banks 

Other 

Home 

Holdersf 

Overseas 

Official§ 

Total 

Market 

March,  1931 

129 

10 

8 

223 

64 

434 

t A residual  item  which  includes  the  discount  market  and  unidentified  overseas  holder, 
g Overseas  central  banks,  currency  boards,  Crown  Agents  and  certam  other  official  bodies. 
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The  following  tehle  gives  details  of  holding  of  marlcet  Treasury  'Bills  ibettveen  March  1951  and  September  1958. 
Market  Treastoy  Buxs 

Holdings  on  >the  dates  at  which  file  London  Clearing  exactly  mth  those  in  Table  HI  of  Appendix  2 of  the 

Banks  make  up  their  fi'gures.  Owing  to  rounding  differences  Bank  of  England’s  evidence  (Memoran^  O'f  Evidence, 

the  changes  derived  from  this  table  do  not  always  agree  Part  I,  Appendix  2). 

£mn. 


London 

aearing 

Banks 

Discount 

Market 

Bank  of 
England 
Banking 
Dept. 

Scottish 

Banks 

Other* 

Home 

Holders 

Overseast 

Official 

738 

289 

4 

114 

1,536 

805 

308 

3 

113 

1,670 

756 

263 

5 

90 

1.593 

628 

254 

8 

104 

1,171 

579 

230 

2 

71 

972 

769 

191 

2 

81 

85! 

744 

178 

22 

113 

780 

705 

211 

24 

217 

861 

956 

233 

5 

214 

927 

616 

195 

11 

243 

968 

652 

207 

19 

268 

960 

607 

213 

21 

261 

1,069 

528 

179 

9 

306 

1,086 

462 

238 

12 

373 

1,109 

485 

204 

18 

479 

615 

222 

16 

525 

452 

180 

12 

706 

408 

209 

13 

738 

471 

167 

19 

721 

642 

175 

22 

421 

138 

15 

746 

470 

171 

21 

138 

32 

523 

139 

25 

618 

283 

131 

13 

208 

11 

544 

150 

15 

528 

585 

113 

38 

541 

466 

140 

23 

702 

386 

150 

22 

1,183 

402 

145 

27 

1951  March  21 
June  30 
Sept.  19 
Dec.  31 

1952  March  19 
June  30 
Sept.  17 
Dec.  31 

1953  March  18 
June  30 
Sept.  16 
Dec.  31 

1954  March  17 
June  30 
Sept.  15 
Dec.  31 

1955  March  16 
June  30 
Sept.  21 
Dec.  31 

1956  March  21 
June  30 
Sept.  19 
Dec.  31 

1957  March  20 
June  30 
Sept.  18 
Deo.  31 

1958  March  19 
June  30 
Sept.  17 


2,956 

2,532 

2,875 

3,068 

3,200 

2,930 

3,182 

3,428 

3,509 

3,103 

3,274 

3,370 

3,598 

3.226 

3.227 
3,433 
3,738 
3,187 
3427 
3,705 
3,507 
2,838 
2,972 
3,081 
3,501 
3,178 
3,227 
3,290 


■ A residual  item  wnicn  inemuw  nmucuuucu  , t j._ 

t Overseas  Central  Banks,  Currency  Boards.  Crown  Agents  and  c«tam  other  oflSaal  bodies. 


Question  2255  (Bank  of  England) 

For  some  years  before  1931,  when  Bank  Rate  was  4 ^ 
cent,  or  higher  for  most  of  .lihe  time,  and  the  rate  paid  by 
Clearing  Basriks  on  Deposit  Accounts  was  gem^lly  2 
•per  ' cent,  or  hi^er,  the  proportion  held  .Deposit 
£om*  WIS  listog.  By  1931  it  had  reatch^  47  P» 
of  total  (bank  deposiits ; and  in  the  first  half  of  1932 
reached  a peak  et  51  per  cent.  Thereafter  the  rate  ^id 
on  such  deposits  haying  fallen  to  i per  cent.,  the  proportion 
of  baific  money  kept  on  Depoat  Account  fell  steadily ; and 
by  1938  it  was  around  45  per  cent. 

.During  the  war  itbe  large  increaw  in  total 
and  .the  encouragements  to  save  m forms  ^tot 
the  ExohequK  direofly  combined  to  push  file  ratio  very 
■much  lower  ; by  1945  it  was  down  to  33  per  cent. 

Between  1945  and  1953  it  rose  again  slowly  to  36  per 
ceS  at  which  level  it  has  remained  fairly  stable  unM 
Srincrease  in  Bank  Rate  to  7 per  cent,  and  the  a^rn- 
nanviiui  increase  in  Deposat  rate  to  5 per  cent.  _ The  figures 
Sr  O^ober  and  November  1957  Show  a 
in  the  proportion  now  held  on  Deposit  Account,  but  i 
U tS.  ^to  say  whether  this  is  a lasting  consecfuence  of 
the  recent  increase  in  rates. 

OueWfons  2295  W 2299  (Bank  of  England) 

There  are  'general  grounds  for  exptotmg  t^t  <hanges  m 
the  aiiantltv  of  money  wall  ibe  associated  voth 

^ &ere  are  several  ways  in  whaA  these 
rSd  and  ote  apparable,  influancea 
may  also' affect  interest  rates. 

There  is  a connection  between  the  extent  to  which  toe 
toital  sunnlv  of  money  exce^  the  prevailing  need  to  hoi 
rSSef&^tmnsactibns  purposes 
■Sh’^  the  public  wll  toM  assets  wbose  value 

£ Mdtih  SS  in  the 

vidTs  Mo^y  held  for  toansactions  purposes  is  that 
Imount  of  cash  and  bank  deposits  which  is  felt  to  proyi^ 
aTo?king  'balance  adequate  ,to  bridge  ordinary  receiffts 
and  expenditures. 

30500 


The  connection  derives  from  toe  pitolic’s  attitude  as  to 
the  proportion  of  total  assets  which  they  feel  airiable  to 
bold  in  toe  form  of  money,  additional  to  such  moiiey  as 
toey  need  essendally  for  transactions  purposes.  This  pro- 
portion is  irt^  influenced  by  a complex  of  iasftitiitiooal 
factors,  by  the  level  and  structure  of  yields  _ obtainable 
from  income-earning  assets,  and  by  expectations  about 
future  .prices  and  interest  rates.  .But,  broadly,  it  may  be 
presumed  itoat  if  there  is  an  increase  in  toe  supply  of 
money,  rdativdy  to  prevailing  needs  for  transactions 
purposes,  toe  resultant  tendency  for  toe  proportion  of 
assets  held  in  toe  form  of  money  to  itrerease  is  likely  to  toe 
accompanied  by  greater  readiness  to  hold  assets  in  other 
forms,  that  is,  interest  rates  tend  to  faH. 

However,  witoin  this  broad  tendency,  fiiere  imy  be 
divergent  movements  as  between  toe  yidd  from  different 
kinds  of  assets.  If  for  example,  toere  is  an  tnfiaition  erf 
prices  and  anxiety  aibout  its  continuance,  assets  whose 
earnings  do  not  keep  pace  wto  inflation  become  unattrac- 
tive ; toe  yield  requir^  from  fixed-interest  securities  will, 
for  example,  then  rise.  On  the  other  hand  a iperiod  erf 
inflation,  once  it  is  past,  may  frove  to  lead  to  somewhat 
lower  fixed-ktered.  rates.  If  serious  inflation  has  occurred, 
toe  rise  in  the  value  of  equity  toores  and  of  real  property 
’which  (will  have  accompamed  it  wiU  also  have  left  fixed- 
interest  ibearing  securities  a amaier  proportion  of  the  total 
of  assets.  Once  anxiety  aibout  further  iofli^n  ceases,  this 
diminution  in  the  amount  of  fixedrfnterest  bearing 
securities,  relatively  to  equities  and  to  real  property,  may 
enhance  toeir  value  50  that  interest  rates  applicable  to  them 
tend  to  fell. 

There  are  additional  influences  which  modify  even  toe 
broad  tendency.  The  readiness  with  wtoich  the  prevailing 
total  of  assets  is  held  may  change  indep«idently  of  altera- 
tions in  toe  supply  of  mimey.  Such  changes  may  be 
initiated  from  the  side  of  the  holders,  for  example  due 
to  new  saving,  or  from  the  side  of  the  total  of  assets,  for 
example  due  to  capital  expenditures. 

Which  influences  predominate  presumably  varies  fr<wn 
time  to  time.  But  toe  complexity  of  factors  is  such  toat 
it  must  be  doubtful  whefiier  any  confident  unarambiing 
of  their  relative' importance  even  at  one  particular  time  is 
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prachbable.  The  graiph  opiposite  'shows  movements, 
'between  1905  and  1956,  in  the  yield  from  Consols  and  dn. 
toe  totaj  of  clearing  banks  deposits  and  currency  in 
circulation  expressed  as  a fraction  of  national  income.  It 
is  not  argued  that  this  provides  any  full  test,  but  toe 
graph  does  at  least  suggest  that  there  are  periods  In  which 
any  simple  connection  between  money  supply  and  long- 
te(pm  interest  rates  is  lacking.  A positive  association 
appears,  on  the  whole,  during  1946-56.  But  none  the 
less  it  may  wel  be  felt  that  this  is  little  proof  that  a 
decrease  an  the  money  supply  was  in  fact  the  predominating 
factor.  The  period  was  one  in  which  anxiety  about  toe 
course  -of  (prices  and  interest  rates  was  present.  There 
was  also  an  increase  in  the  volume  of  fixed-interest 
securities.  Further,  this  inorease  followed  upon  a <mn- 
siderable  'vraT-time  increase  and,  once  war-time  restrictions 
upon  other  forums  of  investment  had  lapsed,  the  Govern- 
ment securities  issued  during  tiie  war  became  less  securely 
held  as  fi^ncial  reserves  were  realised  to  meet  the  costs 
of  new  capital  espenditures.  These  factors  must  be 
expected  substantially  to  have  contributed  to  the  rising 
yield  from  Consols. 


Question  2318  (Bank  of  England) 

Since  March,  1952,  apart  from  a brief  period  in  1953, 
the  rate  of  interest  oibtainable  for  United  Kingdom 
Treasury  Bills  has  been  higher  than  that  for  United  States 
Treasury  ©ills.  From  March,  1952,  to  early  1955,  the 
difference  «ras  generally  below  ,1  per  cent.  Between  early 
1955  and  mid-1956  (and  again  since  September,  1957)  toe 
difference  rose,  at  times  to  around  3 per  cent.  But 
many  'periods  during  these  years  the  cost  of  forward 
exchange  cover  has,  because  of  confidence  factors,  equally 
or  exceeded  toe  idiffermce  in  interest  rates  and  ■thus  i«t 
no  margin  of  .profit  in  favour  of  investaient  of  funds  m 
London  rather  than  m New  Y'Ork. 

In  the  spring  of  1952  the  cost  of  forward  cover 
diminished,  from  about  3i  (per  cent,  to  H per  cent,  rc«e 
during  toe  summer  montos  and  then  fell  ogam  m the  late 
autumn  of  toat  year.  It  did  not,  however,  faU  below  the 
interest  rate  'differential  until  late  September,  1953.  From 
then  until  miid-1955  there  remained  a margin  in  favour  ot 
London  whdcto  on  occasions,  for  example,  e^ly  in  1955, 
was  high  enough  to  attract  funds.  In  mid-1955  confidence 
in  sterling  weakened  and  there  was  opinion  that  policy  in 
resnect  to  exchange  cates  might  be  altered  (see  Paper  9 . 
nara.  93) ; until  September  the  cost  oi  forward  coyer 
exce^ed,  wito  some  intermissions,  the  interest  differential, 
A small  margin  in  favour  of  LondO'U  reaj^eared  in 


February  and  March,  1956,  and  again  between  May  and 
August,  1956.  But  after  August  until  toe  him  of  the 
year,  a period  of  crisis  'in  the  Middle  East,  the  cost  of 
(forward  exchange  cover  rose  sharply  and  considerably 
exceeded  the  .interest  rate  (differential.  This  margin 
narrowed,  but  was  not  wholly  eliminated,  at  the  beginning 
of  1957. 

It  is  not  practicable  to  select  a particular  interest  rate 
in  Loniion,  and  in  foreign  cmties,  which  fully  represents 
the  difference  in  yields  relevant  to  the  movement  of  funds 
for  interest  arbitrage.  The  comparison  of  Treasury  Bin 
rates  made  above  must  therefore  be  treated,  only  as  an 
indication.  Sir^rly  the  exdstrace  of  a margin  of  interest 
differential  above  toe  cost  of  forward  exchange  cover  is 
only  an  indication  that  funds  may  be  attracted.  There  are 
also  certain  other  costs  entailed  in  the  movement  of  funds 
which  may  vary  at  different  times.  The  margin  required 
to  attract  funds  also  depends  on  general  confidence  even 
though  toe  exchange  risk  has  been  covered.  For  example, 
in  toe  event  of  risk  of  war,  wMe  forward  exchange  risks 
may  still  be  covered  through  normal  market  machin'ery,  no 
ordinary  .margin  of  profit  may  induce  a movement  of 
funds. 

Question  2349  (Treasury) 

Note  by  the  Bank  of  England 

Tap  Treasury  Bills  held  by  toe  Issue  Department 
certainly  can  pass  into  toe  han'ds  of  the  mMket  in  the 
course  of  toe  Issue  Department’s  operations  and  this  does 
happen  on  occasion.  Nevertheless  toe  occasions  are  rela- 
tively rare  since  they  only  arise  when  the  supply  O'f  money 
in  toe  market  has,  for  one  .reason  or  ano.toec,  become  so 
abundant  that  it  is  thought  desimble  to  absorb  some  of 
the  suTipius  (by  market  sales  of  Bills.  In  ordinary  circum- 
stances the  Issue  Department  is  much  mo.re  likely  to  be 
seeking  to  relieve  a temporary  shortage  of  funds  by  toe 
purcjiase  of  Bills  than  to  ibe  acting  as  a seller  of  Bills. 

El  addition,  tap  Treasury  Bills  held  'by  ■toe  Issue  Depart- 
ment may  be  transferred  to  the  Banking  Dep^tnwut; 
but,  since  the  Banking  Department  does  no.t  sto  Bills  firom 
its  portfolio  in  the  market,  this  does  not  provide  a means 
for  tap  Treasury  Bills  to  find  .their  w.ay  into  .toe  hands 
■ of  'toe  market  in  the  fullest  sc(nse  of  toe  term. 

Question  2494  (Treasury) 

We  are  not  aware  of  any  such  borrowing  on  toe  New 
Yo.rk  market,  'but  we  know  of  .toe  following  cases  of 
borrowings  on  other  markets. 


Rest  of  Sterling  Area  Country 

rAnglo-American  Corporation  

1 Orange  Free  State  Investment  Trust 

South  Africa  'West  Rand  Investment  Trust 

[_  Anglo-American  Corporation  

Federation  of  RhodesiaiAnglo-Mieiican  Ehodesim  Developmont  Cor- 
and  Nyasaland.  J poration 

Subioct  to  complianoe  with  the  Exchange  Control  and 
Capiti  Issues  Control  (if  any)  in  the  countty  concerned, 
public  oompaH'ies  are  free  .to  borrow  by  .this  method. 


Amount 

$mn. 

11'7 


Form  of  Borrowing 
Public  issue  in  Switzerland 


7-0  Public  issue  in  Netherlands 


Date 

1950 

1952 

1954 

1955 
1955 


Question  2584  (Treasury) 

The  table  below  covers  nearly  all  sterling  funds  held 
bv  (Overseas  Governments  and  Central  Bante,  toe  Crown 
Ai(»ents  for  Oversea  Governments  and  Administrations, 
the  Ourrenay  Boards,  and  toe  West  African  Ma^eting 
Boards.  Some  official  tods,  amO'Untmg  'to  a si^  pro- 
•nortion  of  the  total,  are  omitted,  eithw  because  toey  axe 
distinguishable  in  toe  reported  data  or  because  no 
analyas  of  them  is  available. 

The  first  column  shows  toe  total  of  deposits,  Treasury 


Bilk  and  other  bills ; toe  next  four  columns  show  toe 
nominal  value  of  British  Government  securities,  classi- 
fied according  .to  the  number  of  years  from  toe  dates 
shown  to  their  final  redemption  dates. 

This  analysis  covers  three-quarters  of  toe  Overseas 
Staling  Holdings  of  all  countries  (but  excluding  bold^ 
of  international  organisations  such  as  LM.F.)  as  officMly 
published  in  Balance  of  Payments  Wibite  Pafpers;  in 
addition  it  includes  some  Dominion  and  Colonial  st-erling 
issues  which  are  excluded  firom  toe  Balance  of  Payments 
series.  The  remaining  quarter  consists  mainly  of  amounts 
reported  .by  commercial  banks  in  toe  United  Kingdom 
as  being  held  for  their  overseas  of^es  or  customeis.  An 
analysis  of  these  tods  on  similar  lines  is  not  available. 


Liquid 

funds 

Maturity  distribution  of  securities  in  years 

Total 

(Of  which 
Dominion 
and  Colonial 
sterling 
securities) 

0-5 

6-10 

11-15 

Over  15 

31st  December,  1954  

31st  December,  1955  

31st  December,  1956  

31st  December,  1954  

31st  December,  1955  

31st  December,  1956  

1,214 

1,096 

991 

Totals 

43 

39 

36 

637 

731 

835 

expressed  as 
22 
26 
30 

335 

382 

263 

percentages 

12 

13 

10 

354 

380 

428 

/ grand  total 
12 
13 
15 

316 

242 

251 

11 

9 

9 

2,856 

2,831 

2,768 

100 

100 

100 

(181) 

(180) 

(182) 

(6) 

(6) 

(7) 
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Rest  of  Sterling  Area  Balance  op  Payments 
Note  by  the  Treasury 
Question  2606  (Treasiiry) 

It  has  tinfortunately  never  yet  been  possible  to  prepare 
a detailed  overall  balance  of  payments  account  for  the 
Rest  of  the  Sterling  Area  distinguishing  the  various  sub- 
heads of  the  current  and  capital  balances  in  such  a way 
as  to  describe  the  evolution  of  the  R.S.A.’s  external 
finances  as  if  it  were  a single  economic  unit.  The  main 
reasons  for  this  are  (1)  the  diversity  of  ways  in  which 
R.S.A.  countries  present  their  individual  balances  of  pay- 
ments, and  (2)  the  incompleteness  of  the  data  about 
R.S.A.  countries’  capital  transactions  witii  the  non- 
sterling  World.  Though  the  current  and  capital  balances 
of  the  R.S.A.  with  the  United  Kingdom  can  be  estimated 
using  largely  United  Kingdom  figures,  because  of  these 
difficulties  the  R.S.A.’s  current  and  capital  balances  with 
the  Non-sterling  World  cannot  be  properly  distinguished, 
and  the  combined  R.S.A.  balance  wifii  the  Rest  of  the 
World  (i.e.  the  United  Kingdom  and  the  non-sterling 
world  together)  cannot  therefore  be  presented. 


Nevertheless,  the  R.SA.’s  total  balance  current  and 
capital,  with  die  rest  of  the  world  is,  for  practical  pur- 
poses, indicated  by  the  change  in  its  sterling  holdings. 
This  is  inaccurate  only  to  the  minor  extent  that  there  has 
been  some  increase  in  R.S.A.  countries’  other  reserves, 
gold,  doUars  etc.  in  recent  years.  The  origin  of  changes 
In  these  sterling  holdings  can  .then  be  traced  {a)  to 
current  and  capital  transactions  with  the  United  King- 
dom, and  (b)  to  transfCTs  to  the  United  Kingdom  arising 
from  R.S.A.  transactions  with  .the  non-sterling  world. 
The  latter  include  gold  sales  through  London  (gold  being 
conventionally  treated  as  a non-sterling  earning)  and  the 
R.S.A.’s  other  net  earnings  on  current  and  capital  account 
with  .the  non-sterling  world  which  eventuate  in  transfers 
of  non-sterling  currencies  (or  sterling)  from  the  non- 
sterling world  to  London  which  are  then  converted  into 
(or  become)  sterling  on  R.S.A.  accounts.  The  figures 
are  shown  in  Table  I,  and  are  all  derived  from  our 
own  Balance  of  Payments  White  Papers. 

Also  attached  is  a set  of  tables  summarising  the  balances 
of  payments  of  some  principal  coimtries  in  the  R.S.A., 
and  that  of  ^e  Colonial  territories.  These  are  taken 
from  the  official  publications  of  the  countries  concerned. 


TABLE  1 


Balance  of  Payments  of  the  Rest  of  the  Sterling  Area§ 

£mn. 


1946 

1947 

1948 

1949 

1950 

1951 

1952 

1953 

1954 

1955 

1956 

1957 

1st 

half 

Transactions  with  Non-Sterling  World: 

Gold  Sales  

Other  current  and  capital  transactions... 

+ 82 
- 78 

+ 84 
-364 

-1-  55 
-h  90 

+ 68 
- 48 

-1-100 

-1-387 

+ 78 
+152 

+ 71 
+ 95 

+ 78 
+217 

+138 
+ 37 

+176 
- 41 

+220 
- 61 

+105 
+ 46 

Total*  

+ 4 

-280 

-^145 

-t-  20 

-t-487 

+230 

+166 

+295 

+175 

+135 

+159 

+151 

Transactions  with  United  Kingdom: 

Current  Balance  

Long-term  capital  "I 

Miscellaneous  capital  ? 

Balancing  itemt J 

-1-  28 
- 60 

-127 

-h290 

-254 
-1-  14 

-293 

-1-276 

-287 

-1-191 

-335 
+ 192 

-363 

+103 

-157 

+118 

-282 

f+201 

I+I2 

-222 

+139 

- 40 

- 57 

-299 

+170 

- 53 

-117 
+150 
+ 10 
-125 

Total  

- 32 

-1-163 

-240 

- 17 

- 96 

-143 

-260 

- 39 

- 49 

-180 

-182 

- 82 

Total  (equivalent  to  change  in  sterling 
holdings,  increase  +)t 

- 28 

-117 

- 95 

-h  3 

+391 

+ 87 

- 94 

+256 

+126 

- 45 

- 23 

+ 69 

• Approximately  equivalent  to  balance  on  current  and  capital  account  with  non-sterling  world, 
t Reconciles  estimates  in  lines  above  with  change  in  overseas  sterling  holdings. 
t Approximately  equivalent  to  balance  on  current  and  capital  account  with  rest  of  the  world. 

§ Since  this  table  was  compiled  a number  of  revisions  have  been  made  to  the  figures.  la  addition  estimates  are  now  available  up  to 
the  end  of  1958.  Revised  figures  and  estimates  for  later  years  may  now  be  found  in  United  Kingdom  Balance  of  Payments  1946-1957 
(H.M.S.O.)  and  United  Kingdom  Balance  of  Payments  1956  to  1958  (Crand.  700). 


TABLE  2 (i) 

Australia— Balance  of  PAYWENTSf 
(years  ending  30th  June) 

£mn. 


1950-51 

1951-52 

1952-53 

1953-54 

1954-55 

1955-56 

1956-57 

1.  Current  balance 

Sterling 

Non-sterling 

Gold  production*  

-116 
+190 
+ 10 

-313 
-162 
+ n 

+ 61 
+ 79 
+ 13 

- 87 
+ 62 
+ 13 

-165 
- 55 
+ 13 

-162 
- 39 
+ 13 

- 46 
+ 97 
+ 13 

Total  current  balance  

+ 83 

-463 

+153 

- 14 

-207 

-188 

+ 64 

2.  Capital 

Long-term  

Other  (private)  

+ 35 

+ 50 

+ 36 
- 5 

+ 41 
- 5 

+ 84 
- 6 

+109 
- 9 

+ 34t 
+ 1 

Total  capital  

+ 35 

+ 50 

+ 31 

+ 36 

+ 78 

+ 100 

+ 35 

Total  current  and  capital  transactions 
Balancing  item  ...  . •••  ••• 

Change  in  gold  and  foreign  exchange  hold- 
ings (increase  — ) 

+118 
+ 21 

-139 

-413 
+ 66 

+345 

+184 
- 34 

-151 

+ 22 

- 15 

- 8 

-129 
+ 16 

+ 114 

+ y 

+ 59 

+ 99 
+ 70t 

-169 

Source:  The  Commonwealth  Bureau  of  Census  and  Statistics. 


* Excludes  domestic  consumption. 

t Private  long-term  capital,  other  than  direct  investment  from  undistributed  income,  is  included  with  the  balancing  item. 
t Revisions  to  this  table  and  to  the  other  tables  in  this  section  are  published  in  The  Commonwealth  and  Sterling  Area  Statistical 
Abstract  No.  78  (H.M.S.O.) 
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TABLE  2 (ii) 


New  2^eaiand — Balance  of  Payments 
(years  ending  3Ist  March) 


1950-51 

1951-52 

1952-53 

1953-54 

1954-55 

1955-56 

1.  Current  balance 

Sterling  

- 3 

- 58 

- 7 

-(-  5 

- 47 

Non-sterling 

-H  33 

-1-  27 

-f-  I 

23 

+ 8 

-i-  8 

Monetary  gold  

-1-  1 

-!-  1 

— 

- 

Total  current  balance  

+ 30 

- 29 

- 5 

+ 28 

- 39 

- 32 

2.  Capital 

Long-term  

- 3 

-1-  8 

-1-  13 

+ 8 

-h  22 

+ 11 

Other 

— 

~ 

— 

— 

- 2 

6 

Total  capital  

- 3 

+ 8 

+ 13 

+ 8 

+ 20 

-h  17 

Total  Current  and  Capital  transactions  ... 

-1-  27 

- 21 

+ 8 

-!-  36 

- 19 

- 15 

Balancing  item  

+ 1 

+ 15 

-i-  6 

(increase  — ) 

- 27 

-1-  20 

- 23 

- 27 

-i-  35 

4-  9 

Source:  Report  on  the  Official  Estimates  of  Balance  of  Payments,  compiled  by  the  Department  of  Statistics,  Wellington. 


TABLE  2 (iii) 


1950 

1951 

1952 

1953 

1954 

1955 

1956 

jjM-ovisionBl) 

1.  Current  balance 

Sterling 

Non-sterling 

Net  gold  outputt  

Uranium  exports  

- 81 
- 66 
-M47 

-104 

-148 

-j-150 

- 77 
-133 
-I-I52 

- 84 
-128 
+153 

- 74 
-135 
+ 164 
+ 15 

- 89 
-15! 
+ 182 
+ 30 

-157 
+197 
+ 39 

Total  cunent  balance  

- 

-102 

- 58 

- 59 

- 30 

- 28 

+ 10 

2.  Capital 

Identified  private  capital  

Official  loans  ... 

Short-term  liabilities  

+ 15 
+ 17 
-1-  1 

-f  6 
+ 5 
-H  1 

4-  41 
-1-  15 
- 2 

+ 28 
+ 5 
- 2 

+ 50 
+ 20 
- 1 

+ 14 
+ 13 
- 2 

+ 12 
- 3 

Total  

-1-  33 

-i-  12 

54 

+ 31 

+ 69 

+ 25 

+ 9 

Total  current  and  capital  transactions 

Other  capital  balancing  item  

Change  in  gold  and  foreign  exchange  hold- 
ings (increase  — ) 

-f-  33 
-I-  38 

- 71 

T-.  90 
-f-  52 

-1-  38 

- 4 

- 3 

-t-  7 

- 28 
- 2 

+ 30 

+ 39 
+ 5 

- 44 

- 3 

- 17 

+ 20 

+ 19 
- 11 

- 8 

Sources:  South  African  Reserve  Bank  Quarterly  BuUetin  of  Statistics; 
I.M.F.  Balance  of  Payments  Yearbook. 


• Including  the  Tenitories  of  South  West  Africa,  Basutoland,  Swaziland  and  Bechuanaland. 
t KYciiiHes  domestic  consumption. 


TABLE  2 (iv) 

iNDU — ^Balance  of  Payments 


1950 

1951 

1952 

1953 

1954 

1955 

1956 

I.  Current  baltmce 

Sterling...  

+ 50 
- 9 

+ 64 
-120 

-114 
+ 95 

+ 44 
- 11 

+ 37 
- 39 

+ 42 

- II 

- 19 
-136 

+ 42 

- 56 

- 19 

+ 32 

- 2 

+ 30 

-157 

2.  Capital 

Long-term  

- 16 

+ 20 
+ 1 

+ 28 
+ 4 

- 6 
- 3 

+ 4 
+ 2 

? a 

+ 2 

Total  capital  

Total  current  and  capital  transactions 

Balancing  item  

Changes  in  net  overseas  assets  (mcrease  —) 

- 16 

+ 21 

+ 32 

- 9 

+ 6 

+ 1 

+ 2 

+ 26 

- 14 

- 11 

- 35 

- 19 
+ 53 

+ 13 
- 26 
+ 12 

+ 23 
+ 2 
- 24 

+ + 1 

+ 31 
+ • 4 
- 36 

-155 
- 2 
+ 157 

Sources:  Reserve  Bank  of  Into 

India’s  Balance  of  Payments  1948/49-^-1955/56 
I.M.F.  International  Financial  Statistics. 
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TABLE  2 (V) 


Federation  of  Rhodesia  and  Nyasaland— Balance  of  Payments 

£nm. 


1 . Current  baJanee 

Sterling 

Non-sterling 

Total  current  balance  

2.  Capital 

Long-term  

Other 

Total  capital  

Total  current  and  capital  transactions 

Balancing  item  

Change  in  overseas  assets  (increase  — ) 

1950 

1951 

1952 

1953 

1954 

1955 

1956 

- 37 
+ 14 

- 36 
-h  23 

- 38 
+ 27 

- 43 
+ 11 

- 28 

- 49 

- 42 

- 24 

- 11 

- 11 

- 32 

+ 8 
+ 5 

+ 15 
+ 9 

+ 18 
+ 2 

+ 32 
+ 1 

+ 23 

+ 28 
- 1 

+ 23 
+ 2 

+ 13 

+ 24 

+ 20 

+ 33 

+ 23 

+ 27 

+ 25 

1 + 1 

- 25 
+ 32 

- 7 

- 22 
+ 23 
- 2 

+ 9 
+ 1 
- 11 

+ 12 
+ 2 
- 13 

+ 16 

- 7 

- 8 

- 7 
+ 4 

+ 2 

Soutce:  Economic  Reports  of  the  Federation  of  Rhodesia  and  Nyasaland. 


TABLE  2 (vi) 


Pakistan — ^Balance  of  Payments 

£mn. 


• Excludes  transactions  with  India,  Nepal  and  Tibet  up  to  February/March  1951. 


TABLE  2 (vii) 


Ceylon — ^Balance  of  Payments 

£mD. 


1950 

1951 

1952 

1953 

1954 

1955 

1956 

1,  Current  balance 

Sterling 

Non-sterling 

- 19 
+ 29 

- 25 
+ 32 

- 40 
+ 7 

- 25 
+ 13 

+ 8 
+ 16 

+ 24 

- 9 
+ 16 

Total  current  balance  

+ 11 

+ 7 

- 33 

- 12 

+ 23 

4-  24 

+ 6 

2.  Capital 

Long-term  

Other 

- 4 

- 11 
+ 2 

- 2 
+ 5 

+ 19 
- 3 

+ 3 
- 3 

- 4 

- 1 

- 7 
+ 1 

Total  capital  

- 4 

- 9 

+ 3 

+ 16 

- 

- 5 

- 6 

Total  current  and  capital  transactions 

Balancing  item  

Change  in  gold  and  official  overseas  assets 
(increase  — ) 

+ 7 
+ 1 

- 8 

- 2 
+ 5 

- 2 

- 30 
+ 4 

+ 27 

+ 4 
- 3 

+ 23 
- 2 

- 22 

+ 19 
+ I 

- 20 

- 1 

Sources;  Central  Bank  of  Ceylon  Bulletin,  and  Quarterly  Bulletin  of  Statistics,  Department  of  Statistics,  Ceylon. 
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TABLE  2 (viii) 

Colonial  Termtories— Balance  of  Payments 
{excluding  Hong  Kong,  but  including  Ghana  and  Federation  of  Malaya) 

£ mn. 


1950 

1951 

1952 

1953 

1954 

1955 

1956 

provisional) 

1 . Current  balance 

Sterling 

Non-sterling 

- 65* 
-1-205 

- 27* 
-1-197 

- 92 
-f-122 

-116 
-1-  78 

- 70 
-1-  86 

- 99 
+ 67 

-124 
4-  43 

Total  current  balance  

-1-140* 

4-170* 

+ 30 

- 38 

+ 16 

- 32 

- 81 

2.  Capital 

Long-tenn  

Otiier 

-M03 
+ 3 

4-  70 
4-  1 

4-  90 

Total  capital  

-1-106 

4-  71 

4-  90 

Total  current  and  capital  transactions 

Balancing  item  

Change  in  sterling  assetsf  (increase  — ) 

-202 

-i24 

-'73 

-hl22 
+ 17 
-139 

4-  39 
+ 21 
- 60 

4-  9 
- 10 
4-  I 

Sources:  Colonial  Territories  1952/53—1956/57,  and  Digest  of  Colonial  Statistics. 
• Including  Northern  Rhodesia  and  Nyasaland. 
t Excluding  Northern  Rhodesia  and  Nyasaland. 


Question  2613  (Treasury) 

There  are  usually  only  a few  borrowings  by  the  Rest 
of  Sterling  Area  Governments  in  non-sterling  markets 
each  year  and  the  Committee  may  therefore  like  to  have 
information  covering  a series  of  years,  as  follows: — 
Borrowing  Sterling 


Lender 

Governments 

equivalent 

1952 

Swiss  Banks 

...  South  Africa 

(£m.) 

5-1 

1953 

Swiss  Banks 

...  South  Africa 

2-4* 

1953 

Swiss  Banks 

...  Australia 

5-1 

1954 

Swiss  Banks 

...  South  Africa 

5-1 

1955 

New  York  Market 

...  South  Africa 

9-0 

1955 

Canadian  Market 

...  Australia 

5-4 

1955 

Swiss  Banks 

...  Australia 

51 

1955 

Dutch  Banks  and  Market  South  Africa 

4-7 

1956 

New  York  Market 

...  Australia 

90 

1957 

(Jan.- 

June) 

New  York  Market 

...  Australia 

1-1 

• Revolving  credit  refinanced  in  1955-56. 

In  addition,  sums  have  been  raised  from  various  oflicial 
non-sterling  sources.  The  table  below  summarises  the 
trend  of  total  non-sterling  borrowing  by  the  Rest  of 
Sterling  Area  Governments  in  recent  years.  This  includes 
borrowing  by  Governments  or  their  subordinate  authori- 
ties from  private,  governmental  and  international  sources 
outside  the  Sterling  Area  and  also  borrowing  by  private 
individuals  and  institutions  within  the  Sterling  Area  from 
official  sources  outside  the  Area.  The  latter  type  of 
borrowing  is  included  since  the  guarantee  or  approval 
of  the  borrower’s  Government  is  necessary  in  such  cases. 
Details  of  borrowing  by  private  individuals,  etc.,  from 
private  sources  outside  the  Area  are  not  known  in  full 
and  are  not  given.  Short-term  borrowing  from  the 
International  Monetary  Fund  is  also  excluded.  The 
information  given  has  been  collected  from  various  soiffces 
and,  while  reasonably  accurate,  is  not  necessarily 
comprehensive. 


1952 

1953 

1954 

1955 

1956 

1957 

(Jan.-June) 

£mn. 

£mn. 

£ mn. 

90-7 

59-1 

50-6 

88-9 

From  International  Bank  for  Reconstruction 

44-5 

30-1 

30-9 

38-7 

690 

30-2 

and  Development  (amounts  authorised)  ... 

Rrtrrrtwino  bv  Governments  from  Markets/ 

5-1 

7-5 

24-2 

9-0 

Banks  (W  paragraph  1)  

From  U.S.  Government  and  agencies  (Export- 

Import  Bank  and  International  Co-opera- 
tion Administration) 

4M 

21-5 

14-6 

26-0 

25-8 

Question  2937  (Treasury) 

Note  by  the  Bank  of  England 

The  normal  instructions  to  the  Government  Brokw  are 
to  buy  .the  next  maturing  stock  as  it  becornes  available 
at  acceptable  prices  and  to  sell  longer  dated  stocks  for 
which  a demand  arises  and  which  the  Departments  may 
have  available.  He  also  stands  ready  to  switch  one  stock 
for  another  where  this  suits  the  Bank  s policy.  If  there 
is  a persistent  demand  for  any  particular  stock,  this 
would  be  reflected  in  a tendency  for  its  price  to  ami 
the  Government  Broker  would  normaUy  reap  the  benefit 
of  any  such  rise  in  his  selling  operations. 

Question  3121  (Board  of  Trade) 

Durina  the  summer  of  1957  the  Board  obtained  from  a 
sample  of^riufacti^g 

rtf  their- fiMd  capital  expenditure  during  1958.  there  is 
cLSderable  difficulty  in  inteipreting  fowasts  of  cap^ 
expenditure,  but  the  fitted  experience  tlwt 
so  far  has  indicated  lhat  a comparison  of  ffie 
for  oL  vear  with  those  for  a year  earher  made  at  a oom- 
%Zl  S a year  earlier  is  likely  to  .provide  the  most 
30500 


reasonable  estimate  of  the  change  m expenditure  between 
one  year  and  another.  On  this  basis  the  provisional  fore- 
casts  of  1958  expenditure  indicated  virtually  no  change  in 
total  expenditure  between  1957  and  1958,  a snBiU  increase 
in  expenditure  on  plant,  .machinery  and  vehicles  (6  per 
cent)  being  almost  offset  by  a decline  in  expenditoe  on 
building  work  (10  per  cent.),  to  give  an  increase  of  1 per 
cent  in  total  expenffiture.  All  the  forecasts  on  whii±  mese 
estimates  are  based  were  received  -before  die  middle  ot 
September  1957. 

At  the  midffie  of  November  1957  manuf^uring  com- 
panies ware  again  asked  for  forecasts  of  their  exj^diture 
during  1958.  Estimates  based  on  the  infon^tion  pro- 
vided .by  companies  which  have  so  far  r^ed  indicate 
that  overall,  companies  have  revised  upwards  the  fore- 
casts made  earher  in  the  year.  An  upward  revision  al» 
occurred  between  the  first  and  foreca^  made  m 

1956  of  expected  expenditure  d-unng  1957,  but  the  extent 
of  the  upward  revirion  has  been  greater  this  y^r.  m 
consequence  a oomparison  of  these  later  forecaste  for  1958 
with  forecasts  for  1957  made  towards  the  end  of  1956 
—following  the  method  menUoned  above-^ndicates  an 
3 P4 
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injcarease  in  total  expenditure  between  1957  and  1958  of 
3 iper  cent  The  increase  for  plant,  macMnery  and  vehicles 
at  6 pec  cent,  is  the  same  as  in  the  earlier  estimates,  but 
the  deoline  in  building  work  is  now  put  at  only  3 per  cent 

The  precise  percentages  changes  given  above  cannot  be 
regarded  as  statistically  significant,  and  the  picture  pre^ 
seated  by  the  later  forecasts  is  still  best  interpreted  as 
indicating  a;bout  the  same  level  of  total  expenditure  in 
1958  as  in  1957.  This  follows  substantial  increases 
between  1954  and  1955,  and  1955  and  1956  (23  per  cent, 
and  18  per  cent,  respectively)  and  a provisional  estimate  of 
an  increase  of  6-7  pec  cent,  between  1956  and  1957. 

The  changes  between  1957  and  1958  based  on  the 
November  request  for  forecasts  are  subject  to  revision  in 
the  light  of  a more  complete  response  from  the  companies 
in  the  san^le. 

Companies  operating  in  the  distributive  and  service 
trades  -were  not  asked  during  the  summer  of  1957  for  pro- 
visional forecasts  of  their  1958  expenditure.  The  figures 
so  far  recrived  in  response  to  the  November  request 
indicate  that  thece  will  be  little  change  in  expenditure 
between  1957  and  1958. 

Question  3189  (Board  of  Trade) 

A coiiomodity  analysis  of  hire  purchase  debt  is  compiled 
and  published  quarterly  in  the  Board  of  Trade  Journal ; 
this  represents  the  maximum  commodity  detail  which  it 
has  been  practicable  to  collect  from  retailers  and  finance 
houses.*  The  figures  include  some  estimation  and,  in  the 
case  of  finance  houses,  are  imniimum  ones  since  not  aU 
finance  houses  reiport  quarterly  figures  to  the  Board. 

■ Apart  from  s^arate  figures  for  industrial  and  for  farm 
equipment. 


PoEowing  are  the  figures  at  the  end  of  September,  1957 

£mji. 


Commodities 

Owing  to 
Retailers, 
approxi- 
mately 

Owing  to 
Finance 
Houses, 
at  least 

Total, 
at  least 

Furniture  and  furnishings  . . . 
Hardware,  radio  and  electrical 

116* 

1 .3 

213 

goods  

Private  and  commercial  motor 
vehicles  and  caravans 

84* 

t 

j 

164 

164 

Industrial  and  farm  equipment 

t 

Total,  induding  other  goods 

200 

198 

398 

• Including  the  debt  owing  to  co-operative  societies  and  depart- 


ment stores. 

t Statistics  are  not  collected  of  hire-purchase  agreements  financed 
directly  by  retailers  in  these  categories  of  goods,  but  they  are 
understood  to  be  relatively  few.  Agreements  financed  directly  by 
manufacturers  and  wholesalers  are  included  as  far  as  possible  in 
the  finance  house  figures. 

2.  Some  further  analysis  of  the  debt  owing  to  finance 
houses,  as  between  personal  and  business  debtors,  has 
however  been  tentatively  made.  On  the  assumptions  thait 
one^tod  lOf  the  credit  for  new  oars,  and  all  the  credit  for 
commercial  vehicles,  is  advanced  to  business  users,  while 
all  the  credit  for  used  oars,  motor  cycles  and  caravans 
is  advanc^  to  personal  users,  it  is  estimated  that  about 
£124  iron,  of  the  debt  of  £164  mn.  owing  to  finance  houses 
for  motor  vdiides  in  September  1957,  was  oonsnmCT  debt. 

3.  In  its  memorandum  of  evidence  to  the  Committeet 

the  Board  quoted  estimates  of  total  consumer  and  total 
business  l^e  purchase  debt  which  also  assumed  allowances 
for  ithe  amount  of  debt  owing  to  finance  houses  which  do 
not  report  montMy  or  quarterly  figures  to  the  Board. 
These  estimates  ftiirther  assumed  that  the  debt  owng  to 
finance  houses  fior  “ other  goods  ” (at  least  £5  mn.  in  Sep- 
tamiber  1957)  was  divided  equally  ibetween  personal  and 
business  debtors. 

t Memorandum  of  Evidence  Ft.  IV,  No.  10. 


Questions  3433,  3514  and  3515  (London  Discount  Market  Association) 


London  Discount  Houses’  Monthly  Figures 
Totals  Outstanding 


1957 

Funds  Lent 

Funds  Borrowed 

Treasury 

Bills 

Bonds 

Bank  of 
England 

Clearing 

Banks 

Other 

Domestic 

Banks 

Overseas 

and 

Foreign 

Banks 

Other 

Total 

376-4 

359-1 

•5 

415-4 

130-5 

187-4 

41-6 

775-4 

253-4 

412-9 

17-0 

369-1 

94-3 

190-0 

42-0 

712-4 

282-7 

422-4 

15-0 

395-2 

94-4 

203-2 

37-4 

745-2 

247-6 

424-4 

5-5 

385-2 

94-4 

199-3 

39-4 

723-9 

220-7 

407-0 

7-3 

356-7 

103-6 

192-0 

38-2 

697-8 

320-5 

384-8 

33-3 

395-4 

106-2 

208-8 

44-0 

787-5 

310-5 

377-3 

3-7 

383-2 

105-7 

208-8 

50-8 

752-3 

314-6 

322-8 

7-5  . 

371-7 

109-3 

198-3 

42-4 

341-5 

306-1 

5-5 

377-2 

125-6 

177-8 

45-6 

375-5 

274-5 

135-4 

168-0 

40-9 

432-7 

247-8 

7-5 

363-5 

143-7 

185-3 

44-2 

31st  December 

585-2 

253-7 

n-0 

474-2 

164-4 

200-6 

52-7 

902-9 

Note:  Treasury  Bills  and  Bonds  are  shown  at  nominal  value.  Bonds  include  Commonwealth  and  corporation  securities. 


Question  3518  (London  Discount  Market  .Association) 

All  values  shown  in  the  memorandum  of  evidence 
(Memoranda  o.f  Evidence,  Pt  VI,  No.  6)  are  at  no.minal 
value. 

Question  3519  <jLondon  Disoouot  Market  Association) 
We  find  it  impossible  to  produce  pre-war  figures  which 
would  give  a fair  comparison  with  those  of  today. 
Questions  3625  to  3629  (Committee  of  London  Gearing 
Bankers) 

It  is  not  possible  to  give  figures  that  would  be  of  any 
value  respecting  the  utilisation  of  overdraft  limits.  Such 
limits  are  generally  speaking  not  formally  renewable  year 
by  year  but  continued  " until  further  no.tice  ”,  subject  in 
many  cases  to  annual  review.  Though  .the  limits  are  thus 
formally  open  to  be  drawn  upon  .throughout  the  year, 
in  most  cases  that  .is  .on  the  understanding  that  the 
customer  will  only  run  up  to  his  limit  for  customary 


seasonal  requirements,  and/or  for  the  particular  purpose 
agreed,  and  the  banks’  administrative  arrangements  are 
such  i&at  close  supervision  over  the  manner  in  which 
limits  are  utilised  is  ensured. 

It  is  not  possible,  therefore,  to  provide  the  Committee 
with  statistics  .tiiat  would  indicate  die  extent  (if  any)  to 
which  borrowing  limits  were  more  fully  utilised  during 
the  credit  squeeze,  but  three  of  the  “ Big  Five  ” banks 
can,  from  their  experience  over  recent  years,  state  that 
the  credit  squeeze  has  not  caused  any  important  fluctua- 
tion in  the  ratio  between  utilisation  and  limits. 

Question  3849  (Committee  of  Lo'odon  Gearing  Bankers) 

Our  cash  balance  is  composed  of  .two  items:  namely 
the  cash  in  our  branches  and  our  balances  at  the  Bank, 
of  England,  and  at  full  make-up  dates  (i.e.,  once  weekly, 
fortnightly  or  monthly — according  to  any  bank’s  particular 
practice)  the  precise  relationship  in  total  to  the  amount 
of  current,  deposit  and  other  accounts  is  ascertained. 
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This  approximates  very  closely  to  the  required  8 per 
cent  despite  the  fact  that  on  the  make-up  date  the 
amounts  of  cash  in  the  tills  and  current,  deposit  and 
other  accounts  are  estimated  figures  only.  The  position 
disclosed  as  at  >&e  day  in  question  serves  as  a guide  for 
the  period  until  the  next  make-up  date  and  the  fractional 
differences  in  ithe  8 per  cent,  ratio  indicate  that  the  banks’ 
estimates  are  soundly  based. 

Each  of  the  two  constituents  of  our  cash  balance 
varies  from  day  to  day  and,  so  far  as  the  Bank  of 
England  balance  is  concerned,  we  'try  to  keep  it  as 
constant  as  possible  by  means  of  the  ordinary  money 
market  mechanism.  That  is  to  say,  when  dealing  with 
known  factors  and  unpredictable  but  perfectly  normal 
factors,  e.g.,  inter-bank  clearings,  we  call  as  necessary 
from  the  market  to  adjust  the  position.  This  may  happen 
any  day  of  the  week,  Fridays  included. 

As  regards  cash  in  hand  at  our  branches,  of  course 
there  must  be  -rariation  between  one  day  and  another 
and  in  particular  those  days  when  wages  cheques  are 
cashed  and  the  succeeding  day  or  days  when  the  money 


comes  back  into  the  banks.  Thus  on  a Friday  the  cash 
ratio  of  individual  banks,  and  banks  as  a wboK 
well  be  below  a total  of  8 per  cent  (although  in  this 
connection  it  must  be  remembered  that  the  current, 
deposit  and  other  account  item  will  almost  certainly 
have  been  reduced).  But,  of  course,  the  position  will  b« 
restored,  wholly  or  in  part,  perhaps  on  the  Saturday  or 
maybe  on  the  Monday.  There  would  be  no  point  in 
dislocating  the  money  market  by  making  calls  to  meet 
what,  at  worst,  should  only  be  a minor  and  temporary 
reduction  below  the  8 per  cent. 

Question  3874  (Committee  of  London  Clearing  Bankers) 

Note  by  Mr.  Robarts 

The  discount  market  can  and  does  on  occasion  borrow 
from  the  Bank  of  England  against  the  security  of  bonds, 
but  in  my  experience  only  in  very  exceptional  cases 
has  the  Bank  of  England  agreed  to  buy  from  the  market 
some  holdings  of  short  bonds. 

Questions  4081  to  4083  (Issuing  Houses  Association) 


Issues  Made  by  Members  of  Issuing  Houses  Association  in  Categories  up  to  £250,000 


1952 

1953 

1954 

1955 

1956 

No.  of 
Issues 

Amount 

No.  of 
Issues 

Amount 

No.  of 
Issues 

Amount 

No.  of 
Issues 

Amount 

No.  of 
Issues 

Amount 

£000 

16 

£000 

770 

15 

£000 

650 

8 

£000 

300 

3 

£000 

90 

3 

280 

9 

770 

11 

990 

880 

2 

250 

9 

1,210 

6 

1,090 

3 

540 

12 

2,250 

1,650 

£200,001—250,000  

1 

230 

6 

1,450 

5 

Question  4100  (Issuing  Houses  Association) 

The  balance  of  £87  mn.  raised  by  non-members  of  the 
IJI.A.  for  overseas  companies  was  spread  as  follows:— 


South  Africa  

Rhodesia  and  Kenya  ... 

Australia  

Other  Commonwealth  ... 


£ mn. 
64-7 
6-9 
9-7 
61 
87-4 


Per  cent. 
74-0 
7-9 
11-1 
7-0 
100-0 


(b)  Type  of  security  summary 

Debentures 

Preference  shares  ... 
Ordinary  shares 


£ mn. 

26-4 

3-8 

21-7 

51-9 


Of  the  £64-7  mn.  raised  for  South  African  companies,  £50 
mn  or  77  pM-  cent,  was  for  gold  mining  finance  houses 
and  companies. 

The  £52  mn.  raised  by  members  of  the  I.H.A.  for 
companies  registered  overseas  is  accounted  for  as 
follows : — 


(a)  Geographical  summary 

Aftica  

Canada  

Australia  

Jamaica  

Bermuda  

British  Commonwealth 

HoUand  

Eire 


£ mn. 


0-2 

100-0 


These  figures,  like  all  the  figures  given  in  the  Associa- 
tion’s memorandum  of  evidence,  are  as  accurate  as  possible 
and  are  gathered  from  such  statistical  sources  as  are  avail- 
able. However  the  Issuing  Houses  Association  does  not 
keep  statistics  itself  and  it  is  possible  that  certain  issuing 
houses  or  brokers  may  have  made  issues  which  are  nekher 
reported  in  The  Times  Issuing  House  Year  Book  nor 
included  in  the  Midland  Bank’s  summary.  But  it  is  not 
thought  that  any  such  omissions  would  make  any  material 
difference  to  the  total  figures  given 


Questions  5210  to  5213  (Finance  Houses  Association) 


TABLE  1 

Analysis  of  Liabujhes  of  Members  of  the  Finance  Houses  Association 


Year  ended  31st  December 


Bank  Loans  _ 

Acceptance  Credits 

Debentures 

Current  and  Deposit  Accounts 

Bills  Discounted  

Unsecured  Notes 

Capital,  and  Free  Reserves 

Tax  Reserves  

Other  Liabilities  


Totals 


23,852,382 

9,195,000 

4,325,935 

37.716,331 

1,327,559 

350,000 

21,498,576 

3,928,780 

6,320,193 


29,612.164 

14,386.096 

5,143,580 

62,919,106 

2,867,415 

350,000 

27,136,458 

4,675,066 

7,771,543 


154,861,428 


30,004.029 

11,437,500 

4,575,289 

58,845,161 

1,987,650 

526,000 

29.505,269 

5,765,711 

7.785,311 


150,431,920 


46,026,802 

15.785,000 

4,547,821 

94,801,642 

4,652,446 

526,000 

33,869,289 

6,042,524 

9,470,884 


215,722,408 


51,159,214 

13,388,101 

4,626,452 

128.054,405 

3.232.077 

776,000 

53,754,558 

7,798,376 

12,372,188 


275,161,37! 


• 1954  to  1957  figures  for  the  twelve  houses  who  were  members  of  the  Association  on  31st  December,  1957, 
thirteen  houses  who  were  members  on  31st  December,  1958. 


1958  figures  for  the 
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In  the  case  of  the  Lombard  Group  the  member  is 
Lombink  Limited.  The  reiturn  submitted  by  this  member 
was  on  the  basis  that  (the  parent  company,  Lomibard- 
Banking  Limited,  ds  a barik  in  its  ovrai  right.  Thus 
Lombank  Limited  shows  nO'  deposits  but  substantial  bank 
loans,  of  whioh  by  far  ithe  greater  proportion  ace  from 
the  parent  company.  Lombank  Limited  does  not  acc^ 
deposits  .but  its  parent  con^any  does.  The  totals  above 
for  Bank  Loans  and  Current  and  Deposit  Accounts  reflect 
these  facts. 


TABLE  2 

Analysis  of  DEFosrrs  with  members  of  the 
Finance  Houses  Association  at  31st  December  1957* 


£ 

Industrial  and  Commercial  Companies  ...  62,293,321 

Insurance  Companies  and  other  Financial 

Institutions  16,857,004 

Private  Individuals  7,141,570 

Other  Lenders  1,852,528 


Total  £88,144,423 


• The  analysis  does  not  include  any  figures  for  the  Lombard 
Group. 


Question  5329  (Industrial  Bankers*  Association) 


TABLE  1 

Distribution  of  liabe-ities  of  members  of  the 
Industrial  Bankers’  Association 


1954* 

1955* 

1956* 

1957* 

£ 

£ 

£ 

£ 

1 , (a) Bank  Loans  ... 

35,851 

147,964 

820,198 

817,216 

1.(6)  Acceptance 

3,178 

46,847 

136.453 

205,341 

7,200 

7,200 

6,200 

6,200 

3.  Current  and  De- 
posit Accounts 

258,148 

754,288 

1.262,912 

2,096,633 

4.  Bills  Discounted 

5.  Unsecured  Notes 

6.  (a)  Capita]  and  Free 

123,267 

262,595 

831,635 

1,114,143 

18,686 

37,151 

60,674 

103,088 

7.  Other  Liabilities 

121,227 

148,243 

249,918 

* Note  as  to  dales  for  which  members  have  provided 
figures  for  aggregation 


Belrnont  Finance  Corporation 

Ltd 

Campbell  Discount  Co.  Ltd.  ... 
Capital  Finance  Co.  Ltd. 

Equity  Credit  Co.  Ltd 

G.  and  C.  Finance  Corporation 

Ltd 

Theo.  Garvin  Ltd 

Hermiston  Securities  

Marlborough  Finance  Ltd. 
Milford  Mutual  Facilities  Ltd.... 
Overstone  Ltd 

Port  Talbot  (Auto)  Services  Ltd. 


30th  April  each  year. 

31st  December  each  year. 

30^  November,  1954, 1955  and 
1956  and  31st  January,  1958. 

First  accounts  made  up  to 

29th  February  1956.  29th 
February,  1956  and  28th 
February,  1957. 

30th  June  each  year. 

First  accounts  made  up  to 

31st  March.  1956.  31st 

March,  1956  and  1957. 

First  accounts  made  up  to 

30th  June,  1955.  30th  June, 
1955,  1956  and  1957. 

30th  June  each  year. 

31st  July  each  year. 

First  accounts  made  up  to 

30th  April,  1956.  30th  April, 
1956  and  1957. 

1st  December,  1954, 31st  March, 
1956  and  1957. 


TABLE  2 

Analysis  of  Deposits  with  members  op  the 
Industrial  Bankers’  Association  at  3Ist  December,  1957 


£ 

1.  Industrial  and  Commercial  Companies  ...  169,598 

2.  Insurance  Companies  and  other  Financial 

Institutions 108,154 

3.  Private  Individuals  1,853,737 

4.  Other  Lenders 103,921 


2,235,410 


TABLE  3 

Position  of  members  of  the  Industrial  Bankers* 
Association  at  31st  December,  1958 

£ 

Total  deposits  from  the  public 3,742,773 

Total  cash  and  Treasury  Bills  403,620 

Total  balances  outstanding  on  hire  purchase  and 

other  credit  documents 8,942,283 

Question  5361 

18  own  offices  and  20  agency  offices  in  August  1958. 
Questions  6002  to  6007  (Accepting  Houses  Committee) 
The  Accepting  Houses  Committee  has  furnished  certain 
statistics  to  the  Committee ; these  are  included  in  the 
Statistical  Appendix  to  volume  2 of  the  Memoranda  of 
Evidence.  In  the  light  of  these  figures  the  Committee  has 
invited  the  Accepting  Houses  Committee  to  comment  on 
certain  aspects  of  the  answers  given  to  Qas.  6002  to  6007. 

The  figures  given  in  that  appendix  for  3Ist  December 
1957  differ  in  certain  respects  from  those  given  in  Qn. 
6003.  Both  sets  of  figures  were  compiled  in  the  same  way. 
The  differences  are  mainly  due  to  .the  fact  'that  the 
headings  “Cash”  and  “Discount”  in  Qn.  6003  in- 
cluded in  both  cases  assets  expressed  in  other  currencies 
than  sterling,  whereas  the  figures  in  the  appendix  include 
(as  requested)  only  assets  expressed  in  sterlmg. 

A subsidiary  reason  which  accounts  for  part  of  the 
difference  under  the  heading  “ Discounts  ”,  is  that  in 
the  return  on  which  the  answer  to  Qn.  6003  was  based 
•balance  sheet  values  were  given  i(itfaat  is  to  say  that  dis- 
count in  respect  of  (the  period  .tihait  the  'bills  sti'lll  had  to 
run  was  deducted  in  each  case  from  the  nominal  values) 
•whereas  do  .the  later  return  on  whioh  .the  stetistics  in  the 
Statistical  Appendix  were  based  nominal  values  were 
given. 

The  Committee  has  asked  whether  Sir  Edward  Reid 
wishes  to  reconsider  his  answer  to  Qn.  6002  in  the  light 
of  the  more  recent  figures.  As  he  indicated,  on  the  question 
of  liquidity  it  has  to  be  remembered  that  individual 
accepting  bouses  ha"ve  businesses  whioh  differ  very  much 
from  each  other.  As  stated  at  the  end  of  rthe  answer  to 
Qn.  6002  “our  business  is  such  that  we  can  use  our 
oommonsense  looking  at  our  liabilities.” 

Taking  the  figures  of  the  31st  December  1958  as  an 
example  it  will  be  seen  that  the  total  of  sterUng  notes  and 
coin  and  balances  at  the  Bank  of  England,  b^ances  with 
other  banking  offices  in  the  United  Kingdom,  money  on 
loan  in  the  London  money  market  and  to  U.K.  local 
authorities  and  U.K.  Treasury  Bills  and  other  sterling  hills 
discounted  (items  1,  2,  3 and  4 in  the  table  in  the  statistical 
appendix)  amounted  to  £129-8  mn.  as  against  current  and 
deposit  accounts  of  £212  mn.,  and  if  cash  and  bills 
espressed  in  foreign  currencies  were  included  the 
liquidity  ratio  would  be  even  higher. 

It  is  true  tiiat  acceptances  are  a Kaibility  as  (well  as 
deposits  but  as  indicated  in  (the  answer  to  Qn.  6005  and  as 
Professor  Sayers  said  in  Qn.  6006  " the  accepting  houses 
bad  liabilities  under  both  headings  but  they  are  not  purely 
additive  ”.  The  liability  for  acceptances  is  of  a different 
nature  from  the  liability  for  deposits : while  d^ats  repre- 
sent the  money  of  others  which  has  to  be  paid  out  when- 
ever it  is  demanded,  the  liability  for  acceptances  is  more 
in  the  nature  of  a contingent  liability  which  only  becomes 
actual  if  the  customer  fails  to  provide  cover  for  the  bills. 
Moreover  all  acceptances  do  not  mature  on  the  same 
day  but  on  any  'giveai  date  the  tot^  outstanding  will  be 
spread  over  the  next  three  or  four  months.  A degree  of 
liquidity  has  to  be  maintained  against  these  as  it  is 
always  possible  that  on  any  particular  day  some  of  the 
acceptances  maturing  on  it  may  fail  to  be  covered  by  the 
customer  of  the  accepting  houses,  but  it  is  not  the  same 
degree  as  that  which  is  necessary  against  deposits. 

With  regard  to  holdings  of  gilt-edged  stocks,  as  Sir 
Edward  Reid  implied  when  he  said  in  answer  to  Qn.  6007 
that  he  could  not  speak  for  all  the  houses,  the  divergent 
businesses  of  ffie  accepting  houses  must  again  be  taken 
into  account.  These  stocks  are  not  held  proportionately 
by  each  of  the  accepting  houses  but  some  houses  will 
hold  a great  deal  more  and  some  a great  deal  less 
according  to  the  nature  of  their  business.  It  does  appear 
to  be  true  that  the  tendency  during  the  past  few  years 
has  been  to  -hold  more  securities  with  longer  than  five 
years  to  run,  but  (as  was  implied  in  Sir  Edward  Reid’s 
answer  to  Qn.  6007)  it  seems  likdy  that  a fairly  large 
part  of  the  securities  'with  over  five  years  to  run  were 
securities  which  would  become  five  years  securities  in 
say  two  or  three  years’  time. 
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With  regard  to  advances  to  residents  the  Committee 
has  asked  for  an  explanation  of  the  increases  in  advances 
during  penods  when  the  joint  stock  banks  were  under 
'especial  pressure  from  the  authorities  to  restrict  the 
volume  of  their  advances.  The  Accepting  Homes  Com- 
mittee does  not  think  that  the  increase  of  £2-9  mn. 
between  30th  June,  1955,  ■sj\A  30th  June,  1956,  is  o-f  much 
significance.  Although  an  increase  of  £6-7  mn.  between 
30th  June,  1957,  and  30th  June,  1958,  is  greater  it  is  still 
not  a very  large  figure,  and  it  must  be  .pointed  out  that 
during  the  period  between  30th  June  1957  and  30th  June 
1958,  acceptances  for  account  of  residents  declined  by 
£9'3  mn.,  so  that  tiie  total  of  advances  and  acceptances  on 
resident  account  in  fact  fell  by  £2-6  mn.  in  that  period. 

It  has  however  to  be  borne  in  mind  that  the  business 
of  the  accepting  houses  is  faundamentally  different  from 
that  of  the  clearing  batiks.  At  the  time  of  the  credit 
squeeze  both  the  Accepting  Houses  Committee  and 
individual  accepting  houses  consulted  the  Bank  of 
England  about  its  application  and  it  was  made  clear 
that  advances  for  the  purpose  of  financing  exports  or 
for  the  purpose  of  financing  imports  of  essential  raw 
materials  were  not  meant  to  be  reduced.  A very  large 
part  of  the  business  of  the  accepting  houses  consists  of 
advances  and  credits  in  these  two  categories  and  the 
accepting  houses,  while  they  have  hire  purchase  credits 
which'  of  course  were  in  &e  category  covered  by  the 
directive,  have  not  the  personal  loans  or  consumer 
advances  which  the  clearing  banks  have,  the  reduction 
of  which  was  the  main  object  of  the  credit  squeeze. 
Apart  from  this,  owing  to  the  nataire  and  aze  of  thrir 
businesses  the  accepting  houses  do  not  have  to  make 
as  many  hard  and  fast  rules  as  the  clearing  banks  who 
on  occasions  like  this  have  to  issue  directives  for  the 
guidance  of  their  branches.  Consequently  the  accepting 
houses  could  differentiate  in  each  individual  case  between 
advances  which  were  meant  to  be  reduced  and  advances 
which  were  not. 

From  the  accepting  houses’  knowledge  of  tiiew  own 
customers'  businesses  some  of  ithem  were  from  time  to 
time  aware  that  in  the  course  o.f  fbe  credit  squeeze  some 
advances  were  refused  by  the  clearing  'bainks  under  am 
overaU  directive  'w^ioh  were  not  in  the  category  wiidi  the 
credit  squeeze  was  meant  to  affect.  The  Accepting  Homes 
Committee  is  satisfied  that  there  was  no  great  diversion 
of  borrowing  from  .the  banks  to  the  accepting  houses,  but 
it  is  probable  .that  there  were  oases  where  advances  to 
importers  wctb  continued  by  the  accepting  .houses  while 
they  were  reduced  by  clearing  banks. 

Question  6200  (Capital  Issues  Committee)  see  page  974 

for  additional  statistics  of  appMcations  for  consent. 


Questions  6625  to  6627  (Retail  Distributors  Association) 
In  fulfilment  of  the  promise  given  to  try  and  help,  a 
questionnaire  was  sent  to  a representative  sample  of 
sixteen  member  firms.  Of  tiiese,  only  five  wwe  able 
to  supply  figures  as  far  hack  as  1925.  Their  expenence 
was  as  follows : 


1925 

1930 

1935 

1950 

1955 


Cash 

55-7 

53-9 

57-9 

70'9 

71-3 


Monthly  Instalment 
Credit  Credit 


44- 3 

45- 4 


0- 7 

1- 0 
1-2 
3-7 


Total 

100 


A further  three  firms  were  able  to  supply  figurw  as 
from  1935.  For  the  years  1935  to  1955,  &e  combined 
experience  of  the  eight  firms  was: 


1935 

1950 

1955 


Cash 

43-8 

60-6 

600 


Monthly  Instalment 
Credit  Credit 

53-2  3-0 

37-8 
36-1 


lil33  ‘ 

Obviously,  these  figures  must  be  treated  wth  diraeaon. 
aearly,  as  is  iUustrated  by  the  vanaOons  m the  data  for 
^e  firms  and  that  for  ei^t,  the  sample  is  too  small  to 
enable  any  conclusions  to  be  drawn  as  to  the  .precise  role 
of  credit  in  the  financing  of  sales. 

TV,n«  if  it  was  practicable  to  secure  more  representative 
JStioa.  it  is  ^nfideatly  'believed  that  the  proportion 
of  sales  financed  by  hire  purchase  would  be  much^'^er , 
for  1955  the  figure  would  probably  lie  between  five  and 
ten  per  cent. 

As  regards  trends,  however,  the  mdication  of  a rou;^ 
nf  cash  in  recent  years  as  contrasted  TOth 
5-SwIr  irb^eved  to  be  an  accurate  reflection  of  what 
has  taken  place. 
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This  conclusion  is  reinforced  by  the  experience  of 
certain  other  firms  not  included  in  the  above  analy^ 
whic^  while  unable  to  distinguish  between  monthly 
accO'Unt  and  instalment  credit,  supplied  figures  showing 
the  division  between  cash  and  total  credit 
Thus  one  provincial  firm  recorded  a distnbution  of 
58-6  per  cent,  cash,  41-4  per  cent,  credit  in  1935,  as  com- 
pared with  85-9  per  cent,  cash,  14-1  per  cent  credit  in 
1955,  while,  amilarly,  one  central  London  firm  repurted 
figures  of  8-28  per  cent,  cash,  91-72  per  cent,  credit  for 
1935  and  20-38  per  cent,  cash  and  79-62  per  cent,  credit  for 
1955. 


Question  6917  (Director,  Post  Office  Savings  DeparUnent) 
National  Savings  Certificates 


Estimates  of  holdings  based  upon  a sample  taken  from 
the  files  adjusted  to  the  circumstances  as  at  3Ist  December 
1957. 


Total  number  of  “ live  ” holdings 
(i.e.,  holdings  in  which  there  are 
counterparts  of  certificates  whidi 
have  not  yet  been  repaid)  ...  about  10  millions 
Total  number  of  units  in  the  files  ...  2,672  imUions 


Total  purchase  price  of  units  in  the 

files £1,897  millions 

Avaage  value  of  eadi  unit  ...  £0-71 
Average  value  of  each  holding  ...  £189 
38-65  per  cent.  (3,865,000  holders)  held  from  1 to  25 
units  representing  1-15  per  cent,  of  total  pischase  imce. 


i.e.  £21-8  mn. 

22-97  per  cent  (2,297,000  holders)  held  &om  26  to  125 
units  representing  5-33  per  cent  of  total  purchase  price, 
i.e.  £101-1  mn. 

15-29  pea:  cent  (1,529,000  holders)  held  from  126  to  W 
units  representing  13-7  per  cent,  of  total  pun^iase  price, 
i.e.  £259-9  mn. 

10-45  per  cent.  (1,045,000  holders)  held  &om  401  to  650 
units  representing  20-6  -per  cent,  of  total  purchase  price. 


i.e.  £390-8  mn. 

5-57  per  cent  (557,000  holders)  hdd  from  651  to  l.WO 
units  representing  17-07  per  cMrt.  of  total  purchase  pdce, 
i.e.  £323-8  mn. 

7-07  per  cent  (707,000  holders)  held  more  than  1,000 
units  representing  42-15  per  cent  of  the  total  purchase 
price,  i.e.  £799-6  mn. 

Summary 


Per  cent, 
of  holders 

Holding 

Percent 
of  total 
purchase 
price 

Total 

purchase 

price 

Average 
value  of 
holding 

£ nm. 

£ 

M5 

21-8 

5-6 

26-  125 

5-33 

101 -1 

13-7 

259-9 

401  - 650 

20-6 

390-8 

651-1,000 

17-07 

7-07 

over  1,000 

42-15 

799-6 

100  per 
cent. 

— 

100  per 
cent. 

£1,897  mn. 

£189 

The  above  estimates  of  iwldiags  take  no  account  of 
interest  which  is  neither  calca^ted  nor  paid  _ until  tire 
certificaite  is  encashed.  The  estimated  accriied  interest  as 
at  31st  Dec^ber,  1957,  was  £520-7  ran. 


Question  7337  (Suiliting  Societies  Associatfoo) 

Extract  from  the  Building  Societies  Association  booklet 
Financial  and  Accounting  Procedure  (eiKtion  of  January 
1957). 


“ Investments 

24.  The  making  and  realisation  of  investments  is  one 
of  the  most  important  duties  of  a board  of  directors, 
and  iit  is  only  the  directors  who  are  m a po^on  to 
reach  decisions  i(aftei  taking  such  advice  as  they  con- 
sider necessary)  for  they  alone  are  aware  of  all  the 
many  complex  feotors  which  must  be  taken  into  acraunt. 
Some  of  the  main  general  considerations  to  be  borne 
in  mind  are  however  mentioned  beiow. 

25  Powers  of  investment  are  contained  in  section  25  . 
of  the  Building  Societies  Act,  1874. 
were  extended  by  sections  16  and  17  of  the  Act  of  1«94. 
The  funds  of  a society  ‘ not  immediately  required  for  its 
.purposes  * may,  provided  tiiat  tiie  ndes  so  permit,  be 
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invest, ed  in  any  securities  in  whicli  trustees  are  £or 
time  being  authorised  'by  law  to  invest.  The  present 
law  on  the  subject  of  trustee  securities  is  contained  in  the 
Tr.ustee  Aot,  1925,  the  Trusts  (Sootian<®  Act,  1921,  and 
the  Colonial  Stock  Aot,  1900.  Under  these  Acts  a very 
wide  range  of  investments  falls  within  the  cate@3ry  of 
trustee  securities. 

26.  The  liquid  funds  of  a building  society  conrist, 
'both  for  the  'pairposes  of  the  Association’s  Regulations 
and  also  in  the  generally-Accepted  sense,  of  trustee 
investments  and  cash.  The  division  of  the  resources 
between  these  two  items  should  be  'the  subject  of  a 
reasoned  periodica!  decision  by  each  board  of  directors 
ito  ensure  that  adequate  funds  are  retained  in  the  form 
of  cash  at  hank  and  investmenits  at  vay  ^oit  call.  The 
maintenance  of  a sufficient  'balance  of  liquid  funds 
capaiMe  of  realisatdion  without  undue  loss  is  of  course 
a matter  of  prime  importance.  It  is  a vital  factor  in 
'budgetary  control  and  requires  constant  consideraition, 
as  centadn  classes  of  mvestmeats  may  lose  very  rapidly 
their  virtue  of  ready  realisability  without  serious  loss. 

27.  As  the  punpose  of  holding  trustee  investmertts  is  to 
set  aside  profitably  part  of  a society’s  liquid  resources,  the 
overriding  oonsidenation  in  selecting  investments  must 
be  ease  of  realisability  with  little  or  no  risk  of  toss.  It 
ifoltows  that  in  no  circumstances  should  a society  ever 
invest  in  securities  which  are  either  iiredeemaWe  or 
redeemaible  only  at  the  option  "of  the  issuer.  Such 
securities  are  not  subject  to  the  steadying  influence  of  an 
ultimate  redemption  value  and  they  are  those  most  likely 
to  suffer  heavy  depreciation  in  a time  of  stringency  or 
criffls.  Any  society  holding  such  securities  should,  as  a 
matter  of  prudence,  write  off  any  depreciation  as  soon 
as  possible. 

28.  'Where  investments  are  made  in  securiities  quoted 
on  a Stock  Exchange,  .Ihe  seourLties  chosen  should  be 
•those  which  must  be  redeemed  at  an  early  date,  even 
though  ithey  may  provide  a tower  yield  than  investments 
wi'th  a longer  life.  A society’s  mvedtinents  should  'how- 
ever 'be  well  spread,  sO'  tiiat  .the  .portfoilio  contains 
securiities  redeemable  on  different  dates  over  a reason- 
ably short  period  ahead. 

29.  'Most  societies  consider  it  iprudenit  to  spread  their 
dnvestrnenite  not  only  over  different  securities  but  over 
different  types  of  security,  among  'which  tiie  following 
may  be  considered  suitable — 

Trustee  securiities  iquoted  on  a Stock  Exchange 

Treasury  Bills 

Loans  to  l^cal  Authorities  (if  of  trustee  status) 
with  a life  lof  not  more  than  7 years 

Tax  Reserve  Certiflcartes. 

Societies  may  also  deposit  money  in  a joint-stock  bank 
and  m itbe  .Post  Office  and  a Trustee  Savings  ifenk.  In 
no  circumstances  should  advances  on  mortgage  (whether 
to  members  or  to  non-members)  on  the  securityof  freehold 
or  leasehold  esttate  be  regarded  las  liquid  funds.  It  may 
be  added  .liiat  they  are  not  regard^  as  such  for  tiie 
purposes  of  tiie  Association’s  Liquidity  Regulations. 

30.  The  aippontionment  of  a society’s  investments  over 
■the  securities  mentioned  above  (and  any  others  which 
'may  be  considered  suitable)  can  be  determined  only  in 
■the  light  of  the  carcumstances  of  each  society  and  of 
■the  time.  -It  is  however  a subject  which  ^uld  oom- 
■tnand  constant  attention  by  the  directors  and  on  which 
experienced  a<ivice  should  'be  sought. 

31.  No-twiithsCandiag  ev^y  precaution  that  may  be 
adopted,  the  financrial  circumstances  prevailing  at  the 
date  of  a society’s  Balance  Sheet  may  sometimes  result 
in  the  mariket  value  of  the  dnvestrnenite  'being  less  .than 
the  book  value.  If  this  should  arise,  thcu^t  shoitid  be 
given  'do  the  deriiaibiEty  of  writing  do  wn  the  book  value 
or,  aSematively,  of  referring  to  itihis  mato  edtiier  in 
the  annual  report  of  the  directors  or  in  the  chairman’s 
address  (or  both)  in  order  to  make  the  position  clear 
Members  might  be  informed  (assuming  such  to  be  .the 


case)  .the  quo  ted  securiities  held  by  the  sodety  were 

all  securities  which  must  be  redeemed  by  a fixed  date 
and  that  itiiey  sto'od  in  the  society’s  books  at  not  more 
than  thesT  r^emption  value.  Attention  might  also  be 
called  to  the  society’s  general  reserve  and  >60  any  specific 
reserve  or  provision  made  against  depreciation  of 
investmenits.” 


Question  7338  (Building  Societies  Association) 

Transactions  of  Building  Societies  in  British 
Government  Securities 


Years 

Amount  Invested  in  British 
Government  Securities 

Amount 
realised  by 
the  sale  or 
redemption 
of  British 
Government 
Securities 

By  direct 
sulKcription 
to  new 
issues 

By  the 
purchase  of 
securities  on 
the  market 

Total 

£000 

£000 

£000 

£000 

1946  ... 

8,531 

3,211 

11,742 

29,824 

1947  ... 

1,219 

5,648 

6,867 

27,983 

3,530 

7,862 

11,392 

17,746 

NH 

3,857 

3,857 

13,260 

205 

13,090 

13,295 

11,062 

44 

10,812 

10,856 

8,694 

1952  ... 

408 

8,053 

8,461 

1,753 

1953  ... 

2.802 

8,670 

11,472 

8,146 

1954  ... 

307 

34,520 

34,827 

29,302 

1955  ... 

289 

15,940 

16,229 

7,027 

187 

26,283 

26,470 

8,023 

1957  ... 

35 

39,769 

39,804 

24,183 

Totals ... 

£17,557 

£177,715 

£195,272 

£187,003 

Notes:  (1)  The  foregoing  figures  relate  solely  to  securities  of  the 
British  Government.  They  exiilude  Treasury  Bills,  Tax 
Reserve  Certificates  and  Post  Office  Savings  Bank 
Deposits. 

(2)  The  figures  have  been  supplied  by  about  200  societies 
whose  assets  represented  about  90  per  cent,  of  the  total 
until  1955.  The  percentage  in  1956  and  1957  was  about 
80  per  cent. 

Question  7383  (Building  Societies  Association) 


Rates  of  Interest  Recommended  by  the  Council  of 
The  Building  Societies  Association 


Year 

Maximum 
Rate  on 
Shares 

Maximum 
Rate  on 
Deposits 

Minimum 
Rate  on 
Loans 

Per  cent. 

Per  cent. 

Per  cent. 

1946  

2i 

14 

4 

1952  

2i  (April) 

2 (April) 

4HMarch) 

1955  

3 (July) 

24guly) 

5 (July) 

1956  

3i(July) 

3 (July) 

54  (April) 
6 (July) 

Notes:  (1)  The  rates  on  shares  and  deposits  are  for  investments 
which  are  subject  to  the  composite  rate  of  income  tax. 
(2)  The  rate  on  loans  is  that  recommended  for  new  loans. 


Question  8215  (A'ssociatioe  of  Municipal  Conporations) 
■No  separate  fi'gures  of  capital  expenditure  fi'nanoed  out 
of  revenue  are  available  for  municipal  corporations.  The 
following  figures  are  in  respect  of  all  local  authorities 
(including  drainage  and  river  boards,  harbour  boards  and 
certain  oSier  bodies)  in  England  and  Wales : — 


£mn. 


Revenue 
monies  used 
for  capital 
purposes 

Expenditure 
on  land, 
works,  etc., 
met  from 
capital  monies 

Total 

1954-55 

17-3 

510-4 

527-7 

1955-56 

21-5 

522-1 

543-6 

1956-57 

27-3 

533-5 

560-8 
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Question  8309  (AssociatioQ  of  Municipal  Corporations) 

Municipal  Authorities’  Mortgage  and  Short-term  Borrowing 


HNANCIAL  YEAR  1954-55 

FINANCIAL  YEAR  1957-5 

19 

County 

Boroughs 

31 

Non- 

county 

Boroughs 

6 

Metro- 

politan 

Boroughs 

Total 

(56 

Boroughs) 

19 

County 

Boroughs 

31 

Non- 

county 

Borou^s 

6 

Metro- 

politan 

Boroughs 

Total 

(56 

Boroughs) 

Table  1.  Amounts  raisedby  mortgages  in  financial  year.  £000s. 


Building  societies 

Savings  banks  

Insurance  companies  

Friendly  societies 

National  boards 

Co-operative  societies  

Joint  stock  banks 

Other  local  authorities 

^dustrial  and  commercial  companies ... 

General  public  

Other  bodies*  

4,917 

2,628 

1,271 

1,809 

705 

160 

195 

686 

733 

533 

1,467 

1,670 

1,995 

415 

272 

95 

206 

55 

80 

73 

143 

243 

820 

34 

50 

50 

243 

6,587 

5,443 

1,720 

2,131 

800 

416 

250 

766 

806 

676 

1,953 

4,359 

2,100 

1,516 

873 

270 

419 

279 

500 

2,868 

13,406 

2,713 

381 

660 

308 

550 

105 

55 

53 

32 

275 

3,202 

443 

330 

465 

600 

100 

50 

100 

886 

435 

4,740 

3,090 

2,289 

2,023 

375 

574 

382 

532 

3,243 

17,494 

3,591 

Total  

15,104 

5,247 

1,197 

21,548 

29,303 

6,064 

2,966 

38,333 

Table  2.  Amount  of  mortge^es  outstanding  at  end  of  financial  year.  £000s. 

General  public  

AU  othCT  bodies* 

8,013 

90,318 

2,844 

26,848 

3,603 

10,857 

120,769 

34,174 

122,720 

7,082 

34,316 

923 

10,616 

42,179 

167,652 

Total  

98,331 

29,692 

3,603 

131,626 

156,893 

41,398 

11,539 

209,831 

Table  3.  Amounts^ 

borrowed  for  less  than  one  year  outstanding  at  end  of  financial  year.  £000s. 

General  public  

Industrial  and  commercial  companies  ... 
Financial  institutions  and  other  bodies* 

115 

8,535 

4,876 

2,570 

2,786 

400 

150 

H5 

11,505 

7,812 

1,063 

38,177 

23,907 

329 

9,200 

736 

8 

1,371 

1,165 

1,400 

48,748 

25,808 

Total  

13,526 

5,356 

550 

19,432 

63,147 

10,265 

2,544 

75,956 

• Excluding  Government  sources.  t Exduding  intemal  advances. 


Question  8331  (Association  of  Municipal  Corporations) 

It  is  confirmed  that  all  arrangements  about  issues  of 
stock  are  finalised  with  the  Bank  of  England,  but  pre- 
liminary discussions  may  take  place  with  local  audiori- 
ties’  own  bankers. 

Question  8498  (County  Councils  Association) 

Loans  bureaux  have  been  founded  with  the  object  of 
putting  a local  authority  which  has  money  available  for 
lending  into  touch  with  an  authority  which  might  like 
to  borrow  money.  The  transactions  are  almost  entirely 
limited  to  temporary  borrowing  although  some  loans  for 
longer  pCTiods  are  negotiated  in  this  way.  In  the  past 
year  or  two,  with  the  higher  rates  of  interest  for  long 
term  loans  and  the  consequently  greater  emphasis  on  short 
term  bonowings,  fiiere  has  been  an  increase  in  the  activity 
of  the  bureaux  and  a considerable  volume  of  loans  has 
been  negotiated  through  them. 

The  bureaux  are  organised  in  a number  of  different 
ways:  to  cover  a coun^  or  a larger  area,  or  to  cater 
for  a group  of  authorities  on  a functional  basis,  for 
example,  county  councils.  All  the  bureaux  are,  however, 
operated  on  a similar  basis  and  one  or  other  of  them 
serves  most  parts  of  the  country. 

Question  11078  (The  Electricity  Council) 

In  1948-49  the  prevailing  rate  of  interest  on  gilt-edged 
stocks  was  3 per  cent,  per  annum.  This  rate  increased 
and  fluctuated  over  the  ensuing  years  and  is  reflected  in 
the  interest  rates  which  had,  from  time  to  time,  to  be 
paid  on  die  respective  issues  of  British  Electricity  Stock. 

Until  August  1955  it  had  been  practicable  to  provide 
the  Indfustry’s  long-term  finance  by  way  of  issues  of. 
British  Electricity  Stock,  but  early  in  1956  the  Govern- 
ment (as  a temporary  measure  and  with  a view  to  facili- 
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taring  the  management  of  the  Government  cr^t  Md 
funding  operations)  took  over  direct  responsibility  for 
financing  flie  long-term  borrowing  requirements  of  the 
nationalised  industries.  The  Finance  Act,  1956,  provides 
for  Exchequer  Advances  to  certain  nationalised  indus- 
tries (including  Electricity)  of  sums  which  they  were 
empowered  to  borrow  by  flie  issue  of  stock.  This  arrange- 
ment has  since  been  extended. 

The  advances  are  made  (usually  twice-monthly)  at  rates 
of  interest  adjusted  from  time  to  time  to  reflect  the  pre- 
vailing cost  of  Government  borrowings.  At  the  end  of 
each  financial  year  the  advances  so  made  are  consolidated 
and  are  funded  by  way  of  a loan  repayable  in  equal  annual 
instalments  of  principal  over  a period  of  25  years  with 
interest  on  the  outstanding  balance  at  the  rates  attaching 
to  the  amounts  originally  advanced. 

The  rate  of  interest  used  in  making  economic  com- 
parisons of  new  projects  has  been  the  best  estimate  of  the 
rate  that  will  prevail  during  the  period  over  which  the 
capital  commitment  is  being  made — ^which  broadly  is  the 
construction  period  of  the  project. 

It  may  be  helpful  to  point  out,  however,  that  the  rate 
of  technical  and  design  development  of  conventional 
generating  plants  over  the  last  ten  years  has  been  such 
that  the  unit  capital  cost  of  new  works  has  been  held  prac- 
tically constant  whilst  the  economic  operating  performance 
of  the  plants  being  offered  unproved  rapidly  with  each 
successive  design. 

The  capital  cost  of  alternative  designs  of  like  plants  did 
not  differ  as  greatly  as  the  operating  performance. 

The  comparative  economic  assessment  takes  account  of 
capital  charges  and  operating  costs. 

However,  the  most  massive  source  of  economic  gain 
has  been  the  improvement  in  performance. 

3 Q2 
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Questions  11110  andWlll  (The Electricity  Council) 
Clearly  the  precise  answer  will  depend  upon  the  Capital 
Cost  per  Kilowatt  of  the  Nuclear  Power  Station  and  upon 
the  number  of  units  of  electricity  sent  out  from  the 
station  per  annum  per  kilowatt  of  capacity.  Taking  as  an 
example  a station  costing  £120  per  kilowatt  operating  at 
75  per  cent,  load  factor,  the  difference  in  the  cost  per 
umt  assuming  3 iper  cent.  intCTest  instead  of  5 per  cent.  pn. 
would  be  a reduction  of  0-088  pence  per  unit.  The  total 
generating  cost  per  unit  under  die  given  conditions  and 
with  interest  at  5 per  cent.  p.a.  would  be  approximatdy  0.7 
pence  per  unit ; hence  a reduction  in  die  interest  rate  to 
3 per  cent  p.a.  would  reduce  the  generation  cost  per 
■unit  by  12.5  per  cent. 

The  foregoing  calculation  is  based  upon  the  assumption 
that  the  total  capital  is  borrowed  at  the  respective  interest 
rates. 

Question  11752  (Dr.  M.  W.  Hollrop) 

The  amended  Act  on  the  Supervision  of  the  Credit 
SystM  no  longer  provides  for  .the  approval  of  the  Minister 
of  Finance  of  directions  to  credit  institutions.  The  power 
of  the  Minister  to  give  directions  in  accordance  with 
Article  26  of  the  Bank  Act  has  never  been  exercised. 

Question  13268  {Committee  of  'London  Clearing  Bankers) 
it  is  confirmed  that  the  monthly  statements  of  'the  elev«i 
clearing  banks  relate  only  to  branches  in  England,  Wales, 
the  Channel  Islands  and  the  Isle  of  iMan,  save  only  in 
the  cases  of  Lloyds  Bank,  whose  statements  ^so  cover  a 
few  'branches  in  Jndia,  Pakistan,  Kashmir  and  Burma, 
and  of  die  National  Bank,  whose  statement  cover 
branches  in  Northern  Ireland  and  die  Republic  of  Ireland 
as  well  as  branches  in  England  and  Wales  (die  National 
Bank  has  no  branches  in  'die  Channel  Island  or  the  Isle 
of  hfan). 

_ The  publication  of  figures  which  would  in  ^ect 
disclose  die  magnitude  of  'the  business  of  the  two  banks 
concerned  in  the  areas  in  question  would  be  liable  to 
prejudice  their  position  in  relation  to  thedr  competitors 
in  those  areas  and  elsewhere.  It  would  no.t  therefore  be 
desiraibile  to  .publish  separate  figures  rdating  to  the  banking 
offices  of  'these  two  clearing  batiks  situated  outside 
England,  Wales,  the  Channel  Islands  and  the  Isle  of  Man. 
It  can,  however,  be  stated  that  the  daposdits  held  at  those 
banking  oftices,  and  dnclud'Cd  in  the  monthly  statements 
of  the  two  banks  concerned,  are  very  amall  in  relation  to 
the  total  deposits  of  the  clearing  banks  and  that  move- 
ments in  the  figures  relating  to  those  -branches  would  not 
be  significant  in  relation  to  any  conclusions  which  might 
be  drawn  from  the  movements  of  the  aggregated  monthly 
figures  of  'the  elevai  clearii^  banks  as  to  the  .trend  of 
banking  statistics  Ln  England,  Wales,  the  Channel  Islands 
and  die  Isle  oi  Man. 

Question  13394  CH.M.  Treaairy) 

The  publi^ed  figures  show  the  total  sterling  holdings 
of  countries  outside  the  sterling  area  as  rising  by  £14  mn. 
(from  £569  mn.  Do  £583  mn.)  between  end-June  and 
end-September,  1957.  During  .this  period,  however,  there 
on  increase  of  £72  mn.  in  the  balances  temporar-ily 
held  'by  the  central  banks  of  other  members  of  E.P.U. 
(because  of  the  fact  ithat  under  E.P.U.  arrangements 
balances  acquired  by  them  in  any  given  month 
were,  broadily  speaking,  frozen  until  the  settlement  took 
place  in  the  following  month).  At  the  same  time  Gemiany 
bad  established,  under  an  agreement  concluded  earlier  in 
the  year,  a £75  mn.  sterling  account  earmarked  for  repay- 
ments of  Government  debt,  of  which  one  repayment,  to 
the  amount  of  £7^  mn.,  was  in  fact  made  during  the 
period. 

The  total  change  in  tijese  balances  was  thus  made  up  as 
Jofiows:  — 

£ mn. 

Temporary  movements  pending  E.P.U. 

seDtleraents  -f  72 

German  debt  repayment  account  ...  -f  67 

Other  movements  —125 

+ 14 

The  figure  of  -£125  mn.  for  “other  movements”  is 
probaibly  too  high  as  a measure  of  changes  due  to  the 
confidence  factor,  ibecause  .there  is  reason  to  believe  that 
part  of  the  sterling  used  to  establish  the  debt  repayment 
account  had  been  accumulated  for  that  purpose  before 


the  • beginning  of  ±e  quarter  on  other  German  accounts. 
A round  figure  of  £100  mn.  might  therefore  be  of  the 
right  Older  of  magnitude  as  an  estimate  of  the  effects 
of  confidence. 

Question  13416  (Bank  of  'England) 

Exchequer  and  Banking  Figures.  March,  1957 — 
December,  1958. 

1.  In  June,  1957,  the  -Bank  submitted  a paper 
(Memoranda  of  Evidence  Pt.  I,  No.  9)  on  Some  Features 
of  Monetary  -History  between  1951  and  1957 ; together 
with  an  Appendix  (Memoranda  of  Evidence  Pt.  I, 
Appendix  2)  giving  Exchequer  an-d  banking  figures  for 
the  same  period,  ending  in  March,  1957.  This  Aippendix 
has  been  revised  and  extended  to  the  end  of  Decemiber, 
1958  ; this  -paper  constitutes  a short  additional  commentary 
on  die  figures  for  the  period  March,  1957,  to  Decejuber, 
1958. 

21jr  March,  1957,  fo  30t/t  June,  1957. 

2.  Distinctive  features  of  Exchequer  fina-ncii^  ttoring 
this  &st  quarter  of  1957-58  were  a further  weakening  of 
the  -gilt-edged  market,  contdnuiog  that  -which  had  set  in  a 
raondi  earlier  (cf.  Paper  9,  para.  122),  and  a -reduction  in 
the  totail  of  Treasury  -BiUs  held  by  Overseas  Official  and 
by  “ Other  ” holders  outside  -the  clearing  and  Scottish 
banks,  discount  market  and  Banking  De^rtment.  The 
Exchequer  requirement  on  account  of  the  Budget  and 
extern^  -transactions,  after  allowii^  for  receipts  from 
extra-Budgetary  funds,  was  £254  mn.  This  was  moderate 
and  rather  less  than  in  the  same  quarter  of  1956-57  ; not- 
withstan-ding,  although  receipts  from  small  savings 
remained  relatively  high,  the  rise  (£140  mn.)  in  the  clearing 
banks’  hol-ddngs  o-f  Treasury  Bills  was  'greater  than  in  any 
April/June  quarter  since  1953. 

3.  On  account  of  Stock  transactions  a net  £69  mn.  was 
paid  out  to  the  market.  In  ipart  this  was  directly  associated 
with  St-ook  matarities,  for  on  the  15th  June  £300  mn. 
5 per  cent.  Ex-chequer  Stock,  1957,  and  £101  mn. 

per  cent.  Pundmg  Stock,  1952-57,  felll  due  for 
redemption.  The  -greater  part  of  these  Stocks  was  already 
in  departmental  hol-dings  before  -the  opening  of  this  period 
but  there  were  also  departmental  purchases  of  2i  per  cent. 
Serial  Funding  Stock,  1957,  which  was  due  -for  redemption 
in  November.  More  important  was  the  anxiety  felt  in 
security  markete  that  furffier  inflation  of  costs  -and  prices 
generally  might  develop.  The  price  o-f  a long-'dated  Stock, 
3 per  cent.  Savings  Bonds,  1965-75,  fell  from  76-4  in 
March  (average  of  month)  to  71-2  in  June  and.  that  of 

per  cent.  Consols  from  54‘0  to  50-6.  Tlhe  indec  of 
ordinary  share  prices  rose  from  151-9  to  163-9.  In  these 
conditions,  redemptions  of  maturing  Stock  were  not 
covered  by  net  sales  of  other  securities  even  though  an 
issue,  made  early  in  May,  of  £100  mn.  4J  per  cent.  Con- 
versdon  Stock,  1962,  -was  very  -largely  t^en  up  by  the 
market.  The  weakness  of  the  market  showed  notably 
among  domesfe;  and  “ unidentified  overseas  ” holders  out- 
side toe  clearin'g  banks  and  discount  market.  For  net 
■purchases  of  Stock  (£55  ■mn.*)  by  Overseas  Oflici-al  rather 
more  than  counterbkanced  sales  and  redemptions  by  toe 
discount  market  and  a small  decline  (£4  mn.)  in  the  Invest- 
ments of  the  clearing  banks.  This  left  a reduction  o-f 
aibout  £70  mn.  in  the  Stock  holdings  of  this  residual 
“ domestic  and  ‘ unidentified  overseas  ’ ” icategory,  in 
contrast  to  the  considerable  addition  which  'had  been  made 
to  toeir  holdings  in  toe  early  months  of  1957. 

4.  The  me  in  'market  Treasury  Bills  (£134  mn.)  was 
wholly  concen'trated  towards  the  end  of  this  quarter,  when 
'both  toe  Exchequer  requirement  and  payments  on  account 
of  Stock  redemptions  and  net  purchases  w-ere  greatest.  The 
Treasury  Bill  rate  declined  from  early  April  until  May, 
then  rose  and  levehed  off  around  3-f|  per  cent. ; from 
M-arch  until  the  beginning  of  June  the  discount  market 
was  pressed  by  itoortage  of  funds  continually  to  resort  to 
market  advances  frcxm  the  Bank.  There  was  a maiked 
cha'nge  in  toe  compos-irion  of  holdings  of  market  Treasury 
Bills.  The  total  held  iby  the  discouat  market  first  feU 
and  'then  rose,  'with  a net  increase  of  £38  mn.  over  toe 
quarter ; holdings  by  Overseas  Official  and  “ Other  ” 
togetoer  fell  by  £119  mn.,  almost  entirely  in  the  first  two 
•months  of  the  quarter.  These  falls  in  April  and  May 


* The  figures  in  this  Paper  of  changes  in  Ovarseas  Official 
holdings  of  Stock  are  those  submitted  earlier  to  the  Committee  (see 
Statistical  Appendix  to  Memoranda  of  Evidence,  volume  2). 
Th^  relate  to  calendar  quarters,  but  are  a fair  indication  of 
transactions  in  the  periods  referred  to  in  this  Paper. 
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were  largely  reflected  in  a rise  in  the  clearing  banks’ 
holdings  of  Treasury  Bills  at  .that  time,  a rise  which 
continued  in  June  along  with  the  increase  in  total  market 
Bills.  Over  the  quarter  as  a whole  flie  clearing  banks’ 
Treasury  Bills  rose  by  £140  mn.  and  total  liquid  assets 
fay  £159  mn. 

5.  Bank  advances,  other  than  those  to  nationalised 
industries,  which  had  begun  to  rise  swiftly  in  the  early 
part  of  1957  (Paper  9,  paragraph  125)  increased  by  only 
£10  mn.  during  April  and  May  but  then  again  rose 
rapidly,  by  £75  mn.,  in  June.  A substantial  part  of  this 
increase  probably  was  a seasonal  feature  of  the  end  of 
the  half-year,  as  the  movement  was  reversed  in  July. 
Advances  to  nationalised  industries  rose  over  the  quarter 
by  £18  mn.  The  total  net  increase  in  the  banks’  non- 
liquid assets  was  £99  mn.  and  this,  in  conjunction  with 
the  increase  in  .their  liquid  assets,  was  associated  with  an 
increase  of  £259  mn.  in  their  net  deposits,  the  largest 
increase  in  the  June  quartCT  in  any  of  the  years  since 
1951  which  have  been  reviewed.  The  clearing  banks^ 
Liquidity  Ratio  rose  from  32-6  per  cent,  in  March,  1957, 
to  33-4  per  cent,  at  the  end  of  June,  1957. 


1st  July,  1957  to  lith  September,  1957 


6.  The  Exchequer  requirement  for  the  Budget  in  the 
July/September  quarter  remained  moderate,  £226  nm. 
after  allowing  for  receipts  ftom  extra-Budgetoy  funds, 
and  £25  mn.  less  than  in  the  September  quarter  of  the 
previous  year : but  the  total  requirement  fell  sharply. 
For  in  these  summer  months  apprehension  of  furflier 
inflation  became  still  more  widely  spread  and,  combined 
with  exchange  pressures  arising  out  of  a change  in  the 
French  franc  rate  against  foreign  currencies  and  rummus 
of  upward  revaluation  of  the  deutscbemark,  led  to  an 
acute  exchange  crisis.  The  exchange  reserves,  which  had 
risen  moderately  in  each  month  since  February,  1957, 
fell  slightly  in  July.  In  that  month,  existing  Exchange 
Control  permissions  which  allowed  United  Kingdom 
residents  to  acquire  foreign  currency  securities  from  resi- 
dents of  the  overseas  sterling  territories  were  withdrawn. 
In  August,  the  loss  of  reserves  was  £81  mn.  and  in 
September  the  rate  of  loss  increased  further.  In  the 
whole  period  from  the  1st  July  to  the  18th  September, 
the  loss  of  exchange  reserves  brought  £158  mn.  sterling 
in  to  the  Exchequer.  Thus  the  total  &cchequer  require- 
ment for  the  Budget,  extra-Budgetary  funds  and  External 
transactions  fdl  to  £74  mn. 

7.  None  the  less.  Exchequer  borrowing  through 
market  Treasury  Bills  increased  by  £109  mn.  Tax 
Reserve  Certificates  had  brought  in  £53  mn.  but  smaU 
savings,  which  had  been  running  well  since  the  summer 
of  1956,  swung  round  to  a small  net  cash  withdraw! 
and  Stock  transactions  caused  an  outpayment  to  the 
market  of  £84  mn. 


8.  In  each  month  of  the  quarter  there  were  net  out- 
payments on  account  of  Stock  transactions  but  the 
greater  part  occurred  during  the  closing  weeks.  There 
were  no  maturities  of  Stock,  but  departmental  purchases 
of  the  £503  mn.  of  Serial  Funding  Stock  maturing  ra 
November  were  quite  considerable ; they  were  not  offset 
by  net  sales  of  other  Stock  as  the  gilt-edged  market 
weakened  still  further.  The  price  of  the  long-dated  3 
per  cent.  Savings  Bonds,  1965-75  fell  from  70-9  at  30th 
June  1957,  to  70-3  on  the  18th  September,  1957,  and 
of  24  per  cent.  Consols  from  50-3  to  48T.  The  pnces 
of  medium-  and  of  short-dated  Stock  also  declined ; the 
Treasury  Bill  rate,  which  had  been  level  during  June 
and  July  began  to  rise  sharply  from  the  beginning  of 
Auttust  The  prices  of  ordinary  shares  reached  a peak 
in  July,  but  then  feU  back  in  August  and  ewly  Sep- 
tember The  clearing  banks  added  noticeably  (£31  mn.) 
to  their  Investments  during  the  quarter  but  th^e  were 
net  sales  of  Stock  by  Overseas  Official  and  a substantial 
reduction  in  the  discount  markets  holding  of  short- 
bonds,  associated  partly  with  a switch  into  BiUs,  p^tly 
with  a decline  in  their  total  assets  accompanying  a reduc- 
tion in  their  call-money  from  overseas  somces  and  l«ser 
recourse  to  advances  from  the  Bank.  Holdings  of  Stock 
by  the  residual  category  “Other  (both  domestic  and. 
unidentified  overseas)  continued  to  decline,  though  at  a 
much  lesser  rate  than  in  the  preceding  quarter  when  there 
were  Stock  redemptions. 

9.  The  rise  in  market  Treasury  Bffls  was  almost  eqa^y 
matched  over  the  quarter  as  a whole,  by  the  rise  (£1Q4 
mn ) in  those  held  by  the  clearing  banks,  offsetting 
•movements  occurriug  in  other  ‘holdings.  The  clearing 
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banks’  totel  liquid  assets  rose  by  £112  mn.  In  contrast, 
their  Advances  and  Other  Accounts  fell  sharply,  by 
£125  mn.  Of  this,  £88  mn.  occurred  in  early  July  and 
was  at  least  partly  a seasonal  movement  in  reversal  of 
the  rise  at  the  end  of  June.  In  additioD  the  banks  con- 
tinued to  exercise  restraint  in  the  granthig  of  advances, 
die  need  for  which  had  bera  stress^  by  the  Chancellor 
in  his  Budget  Speech  of  April,  1957,  when  the  Capital 
Issues  Committee  also  was  asked,  when  examining  pro- 
posals, to  consider  whether  bank  overdraft  was  the  a^iro- 
priate  method  of  finance.  On  the  1 0th  July  and  the  25th 
July  the  Chancellor  again  stated  that  credit  restraint  would 
continue  to  operate.  The  rise  in  the  clearing  banks’  liquid 
assets  and  the  fall  in  their  Advances  was  accompanied 
by  the  increase  in  their  Investments  mentioned  above. 
Ihese  together  left  only  a small  net  iiKtease  in  their  total 
assets,  and  in  their  net  deposits,  of  £19  mn. ; tb«r  Liqmdity 
Ratio,  however,  rose  to  35-4  per  cent.,  two  points  higher 
than  at  the  close  of  the  preceding  quarter. 


19/A  September,  1957,  to  315/  December,  1957 
10.  On  the  19th  September,  1957,  several  measures  were 
announced  to  meet  ffie  exchange  criris  and  the  n^  to 
dieck  the  trend  towards  inflation  of  costs  and  prices,  a 
trend  expected  to  prasist  notwiUBtanding  the  signs  of 
relaxation,  in  many  countries,  from  fully  extended  boom 
conditkyns.  The  Chancellor  announced  that  in  the  public 
sector  steps  were  being  takai  to  limit  current  expenditure 
and  to  Irold  capiril  expenditures  at  the  level  reached  in 
1957-58.  It  was  ialer  made  knovm  that  the  Gov^ment, 
as  an  employer,  I^d  resolved  that  any  necessary  inoeascs 
in  wages  and  salaries  ^ould  be  offsrt  by  economies  else- 
where. For  the  private  sector,  additional  evidenre  of  ffie 
Government’s  determination  to  create  a climate  in  which 
prices  would  stop  rising  was  giv«i  by  the  C2iancdlcH'’s 
declaration  that  the  Govesnmeoit  were  j^epared  to  take 
all  necessary  measures  to  restrict  monetary  conditions. 
The  average  level  of  'bank  advances  _ during  the  ensuing 
twelve  monffis  was  to  be  held,  subject  to  special  ron- 
siderations  which  mi^it  arise  with  respect  to  export  credits, 
at  the  average  level  of  the  preceding  twelve  months. 
ChancellM  had  informed  the  dearing  bankers  of  this 
requirranent  and  they  bad  given  ffieir  assurance  that  ttiey 
would  do  thdr  best  to  achieve  this  result,  an  assurance 
that  was  forthwitii  given  by  other  bankers.  The  Cl^cdior 
also  asked  the  OajBtal  Issues  Cocunittee  to  take  a more 
restrictive  attitude  towards  applications  to  raise  c^lal 
and,  in  particular,  towards  applications  for  large  amoimts. 

11.  On  the  same  morning  as  these  announcements,  Bank 
Rate  was  raised  from  5 per  cent,  to  7 per  cent.  The 
increase  in  Bank  Rate  and  the  other  action  taken  were 
followed  by  an  improvement  to  confidence  in  the  foreign 
exchange  market  and  in  the  ®lt-edged  market,.  v*i!e 
the  prices  of  ordinary  shares  fell  Short-term  interest 
rates  rose  sharply.  The  Treasury  Bill  tender  rate  row 
from  £4  6s.  Id.  on  the  13fli  September,  1957,  to  £6  15s.  5d. 
on  the  20th  September,  1957,  and  remamed  near  ^ 
level  until  toe  middle  «£  November,  when  k began  to  fall 
The  clearing  banks’  deposit  rate  was  raised  from  3 p« 
cemL  to  5 per  cent,  and  their  mimmian  rate  for  k«ns  to 
the  discount  market  against  Treasury  Buis  from  3J  per 
cent  to  54  per  cent.  The  yield  on  44  p«  cent  Conver^n 
Stock,  1962  (a  representative  short  bowl)  ro»  fr^ 
£4  19s  lid.  per  cent  on  the  18th  September  to  £6^  2d. 
per  cent,  on  the  20th  September,  thm  felL 
fluctuation  in  October.  There  wm  rt^tiyely  little  mcr^ 
in  yields  on  mediiun-  and  long-dated  S^ks,  which  tow 
faec^e  lower  than  yields  °°  short^^  Stoc^  ^ 
yield  on  24  per  cent.- Savings  Bonds.  1964-^7  (a 
dated  Stock)  rose  from  £5  Is.  lid.  per  ^t  to 
oer  cent. ; the  yield  on  24  per  cmt  Ccmsols  rose  fr^ 
£5  3s  lid.  per  cent  to  £5  12s.  2d.  per  ce^  and  remained 
dose  to  tbk  level  until  the  middle  of  December,  when 
it  also  began  to  decline. 

12  The  improved  confidence  in  the  gilt-edged  market 
soon' led  to  increased  departmental  sales  of  a 
of  Stocks,  but  departmental  pur^ases  of  toe  £^3 
24  per  cent  Serial  Funding  StTOk,  1957,  and  ^ 
ridemptions  on  toe  14th  November,  1957,  market 
holdings  of  this  Stock  caused  a net  _ outpai^ent  to  toe 
market  on  account  of  Stock  transactions  until  that  ^te. 
In  toe  weeks  remaining  to  toe  end  of  toe  quatter,  titere 
were  considerable  net  sales  of  Stock,  but  over  toe  quarter 
as  a whole  the  net  outpayment  to  toe  rnarkd  was  £102  nm. 
There  was  rirtually  no  net  change  m the  holdmgs  ot 
Stock  by  the  residual  category  “other  dom«tic  and 
‘ unidentified  overseas  ’ ” and  the  clearing  banks  added 
a further  £29  mn.  to  their  Investments:  but  there  was 
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a large  redemption  and  sale  of  Stock  (£85  mn.)  by 
Overseas  Official,  and  a further  substantial  reduction, 
up  to  the  .time  of  the  redemption  of  the  Serial  Funding 
Stock,  in  the  short-bond  holdings  of  'the  discount  market. 

13.  This  Octofaer-December  quarter  is  one  in  which 
Exchequer  lequiremenits  for  the  Budget  frequently  are 
large ; they  proved  in  this  year  to  be  £448  mn.,  after 
allowing  for  extra-Budgetary  funds,  an  amount  slightly 
larger  than  in  the  December  quarter  of  1956.  External 
transactions  now  began  to  add  to  the  Exchequer’s  total 
sterling  requirement. 

14.  The  wave  of  currency  speculation  ceased  at  the  end 
of  September  and  there  were  steady  monthly  increases 
in  the  exchange  reserves.  TTie  increase  during  Ootober 
was  about  matched  by  the  drawing,  in  that  month,  of 
£89  mn.  under  the  line  of  credit  which  had  been 
arranged  with  the  Expont-Import  Bank  of  Washington  in 
February,  1957,  but  over  .the  whole  period  external 
transaotions  cost  the  Exchequer  a net  £43  mn. 

15.  The  Exchequer  thus  needed  to  raise  a total  of 
£593  mn.  for  Budget,  external  transaotions  and  Stock 
redemption.  Of  this,  £150  mn.  was  found  from  the 
seasonal  addition  to  the  Fiduciary  Issue ; £23  mn.  from 
small  savings  and  Tax  Reserve  Certificates  combined ; 
and  the  remaining  £420  mn.  from  market  Treasury  Bills. 

16.  Accompanying  the  increase  .in  the  total  of  market 
Treasury  Bills,  there  was  a large  reduction,  £66  mn.,  in 
those  held  by  Overseas  Official.  “ Other  home  and 
‘ unidentified  overseas  ’ ” holdings  rose  during  October  and 
November  and  then  fell  at  the  end  of  the  year,  leaving 
only  a small  net  increase  on  balance.  Holdings  of  the 
Banking  Department  were  reduced  by  £37  mn.,  largely 
reflecting  a seasonal  increase  in  notes  held  in  reserve. 
Thus  rather  over  £500  mo.  of  Treasury  Bills  was  taken 
up  by  the  clearing  and  Scottish  banks  and  by  the  discount 
market.  Two-thirds  of  this  total  was  reflected  by  a rise 
in  .the  Treasury  Bills  and  call-money  of  the  clearing 
banks  and  the  remainder  was  largely  financed  through 
the  discount  market,  partly,  it  would  appear,  by  additional 
call-money  from  overseas  and  domestic  sotuces  other 
than  the  clearing  banks,  partly  by  their  swi.tch  out  of 
short-bonds.  The  liquid  assets  of  ffie  clearing  banks  rose 
by  £385  mn.,  and  at  .the  31st  December,  1957,  the  total 
of  the  clearing  banks’  liquid  assets  was  the  highest  since 
1951. 

17.  The  clearing  banks’  advances,  other  than  to 
nationalised  industries,  continued  to  fall  rapidly,  by  £107 
mn.,  and  on  'the  31st  December,  1957,  were  £2  mn.  below 
their  level  on  the  31st  December,  1956.  Advances  to 
nationalised  industries  rose,  however,  by  £34  mn.,  but 
on  the  3Ist  December  they  also  were  below,  by  £29  mn., 
the  level  of  the  previous  year. 

18.  Net  deposits  of  the  clearing  banks  rose  £333  mn. 
and  on  the  31st  December,  1957,  were  at  .their  highest 
level  (£6,494  mn.)  since  December,  1954. 

Isr  January,  1958,  to  19/A  March,  1958 

19.  The  Budgetary  surplus  in  this  quarter,  the  seasonal 
period  of  Budget  surplus,  was  large  and  brought  the  year’s 
deficit  on  the  overall  Budget  ito  a level  about  £100  mn. 
below  that  of  1956-57.  Between  ffie  1st  January  and  the 
19th  March,  1958,  the  Budget  surplus,  with  extra- 
Budgelary  (funds  was  £741  mn.  Extern^  itEransactions 
continued  to  call  for  Exchequer  finance,  to  the  amount 
of  £182  mn.,  because  of  the  continuing  large  increase  in 
the  exchange  reserves.  The  net  Exchequer  surplus  on 
Budget,  extra-Budgetary  fimds  and  external  transaotions, 
therefore,  was  £559  mn. 

20.  Of  this  surplus,  £150  mn.  was  taken  up  by  the 
reduction  in  the  Fiduciary  Issue  and  £230  mn.  by  encash- 
ment of  Tax  Reserve  Certificates,  both  seasonal  features. 
Small  Savings  again  provided  a net  receipt  for  the 
Exchequer  (£23  mn.)  the  net  total  of  these  leaving  £202 
ran.  for  reduction  of  marketable  Government  debt. 

21.  The  reduction  in  marketable  debt  took  the  form  of, 
on  the  one  hand,  a reduction  by  £324  mn.  in  market 
Treasury  Bills  and,  on  the  other  hand,  new  issues  and  sales 
Off  Stock  of  £122  mn.  Two  .new  Stock  issues  were  made. 
On  the  I4th  January,  1958,  an  issue  for  cash  O'f  £500  mn. 

par  cent.  Exchequer  Stock,  1966,  and  on  the  14th 
February,  1958,  an  issue  for  cash  of  £300  mn.  5i  per 
cent,  Funding  Stock,  1982-84,  the  latter,  at  the  time  of 
issue,  very  largely  replenishing  departmental  Stock  hold- 
ings. There  were  considerable  departmental  purchases 


during  this  quarter  of  the  next  Stock  to  mature,  the  £676 
mn.  4 per  cent.  Conversion  Stock  due  on  the  15th  June, 
These  purchases,  and  the  initial  acquisition  by  the  depart- 
vnents  of  the  new  issues  in  order  to  meet  the  large  prospec- 
t've  market  demand  for  Stock,  substantially  accounted  for 
the  increase  of  £659  mn.  in  departmental  holdings  of 
Stock  during  this  period. 

22.  The  gjlt-odged  market  was  confident.  Yields  through- 
out the  whole  range  of  Stocks  continued  the  'tendency  to 
decHne  shown  since  late  in  1957,  die  tendency  being  most 
marted  in  (the  shonter-terro  yields,  which  again  fell  below 
medium-  and  long-term  yields.  On  the  19th  March,  1958, 
the  yield  on  4^  per  cent.  CO'Eversion  Stock,  1962,  stood 
at  £5  3s.  7 per  cent ; on  3 per  cent  Savings  Bonds,  1965-75, 
at  £5  14s.  5 per  cent. ; and  on  2J  per  cent.  Consols  at 
£5  3s.  3 per  cent.  The  yield  on  Treasury  Bills  had  fallen 
fuirther  during  January  and  February,  1958,  then  rose  very 
slightly  until  the  14th  March,  1958,  when  it  stood  at 
£6  3s.  4 per  cent.  The  discount  market  had  encountered 
a large  demand  for  Treasury  Bills  during  this  time,  but 
the  fall  in  the  Bill  rate  wias  moderated  by  their  ne^  to 
borrow  a large  amount  at  ’tihe  Bank,  particularly  during 
February,  1958. 

23.  Taking  the  period  .from  the  1st  January  to  the 
19th  March,  1958,  as  a whole,  the  nmin  purchasers  of 
Stock  were  represented  by  the  category  “ Other  domestic 
and  ‘ unidentified  overseas  ’ ”,  who  appear  to-  have  taken 
jbetjween  £90  mn.  and  £100  mn.  of  the  not  sales  of  £122  mn. 
For  while  the  clearing  banks  increased  'their  Investments 
by  £45  ran.  and  there  was  a small  addition  to  the  discount 
market’s  holding  of  short-bonds,  these  purchases  were  oS- 
set,  to  (the  extent  of  nearly  oneJialf,  by  a reduction  of 
£22  mn.  in  Overseas  Official  Stock  holdings. 

24.  Hie  reduction  (£324  mn.)  in  the  total  of  market 
Treasury  Bills  was  accompanied  by  a large  increase  (£160 
mn.)  in  the  holdings  of  Treasury  Bills  by  “ Other  domestic 
and  ‘ unideotified  overseas  ’ This  increase  in  turn 
appaientiy  was  matched,  to  the  extent  of  about  one-half, 
by  a reduotion  in  oall-(moaey  in  the  rdiscount  market  from 
overseas  sources  and  from  d'Oimestic  sources  other  than  the 
clearing  banks.  This  apparent  swittih  from  call-money  to 
Treasury  Bills,  which  went  on  throughout  die  quarter,  was 
encouraged  by  expectations  of  a continuing  fall  in  the 
Treasury  Bill  rate  and  of  a lowering  of  Bank  Rate.  Part 
of  the  rise  in  these  “ Other  ” hoI-dings  may  also  have  been 
associated  with  the  large  increase,  which  occurred  at  diis 
time,  in  non-official  overseas  h'oldings  of  sterling.  There 
was,  however,  a funther  fall  (£56  nm.)  in  Overseas  Official 
holdings  of  Treasury  Bills.  In  the  outcome.  Treasury  Bills 
heW  by  the  cleaning  banks  fell  by  £321  mn. ; they  also 
reduced  ther  call-money  by  £87  mn.  Their  total  li-quid 
assets  fell  by  £504  mn,,  thus  substantially  more  than 
reversing  the  large  increase  of  the  preceding  quarter. 

25.  The  total  of  clearing  bank  Advances  and  Other 
Accounts  increased  by  a net  £36  mn.,  those  to  nationalised 
industries  falling  by  £28  mn.  and  those  to  other  borrowers 
rising  by  £64  mn.  A rise  to  “ other  ” borrowers  is 
normal  at  this  season : 'the  clearing  banks’  advances 
remained  below  those  of  corresponding  months  a year 
earlier.  Thus  the  total  non-liquid  assets  of  the  clearing 
banks  rose  by  £81  mn. 

26.  The  net  depoats  of  the  clearing  banks  fell  by 
£422  mn.  and  .their  Liquidity  Ratio  feS  from  38-4  per 
cent,  .to  33-9  per  cent.  Over  die  year  1957-58  as  a whole, 
thek  net  deposits  now  had  risen  .by  £189  ran.,  th^  liquid 
assets  by  £152  mn.,  their  Investments  by  £101  mn. ; while 
Adv^Mces  and  Other  Accounts  fell  by  £59  mn.  Thedi 
Liqmdity  Ratio  on  the  19th  March,  1958,  was  1-3  per 
cent,  higher  ffian  on  the  20th  March,  1957. 

20/A  March.  1958,  to  30/A  June,  1958. 

27.  On  the  20th  March  Ban'k  Rate  was  reduced  from 
7 per  cent  to  6 per  cent.  The  Governor  of  the  Bank,  in 
a .public  speech  made  in  the  (following  week,  said  “ Last 
week’s  adjustment  of  .Bank  Raite  seems  to  have  been 
accepted  ait  its  face  value — not,  that  is,  as  any  reversal 
of  the  generai  direction  of  monetary  policy,  but  as  an 
adjustoent  fro.m  a rate  which  was  required  at  a moment 
of  high  crisis  _ to  a rate  more  appropriate  when  that 
immediate  crisis  has  ’been  surmoxmted.  . . . On  purely 
technical  ground,  . . . with  the  relative  development  of 
short-tenm  rates  here  and  overseas,  a move  from  7 per 
cent,  to  6 per  cent,  would  have  been  justified  at  any 
time  since  January.  . . . But  on  more  generai  grounds 
we  have  felt  it  wise  to  proceed  cautiously.”* 

• 26th  March,  1958,  speech  at  Machine  Tool  Trades  Association; 
see  Memoranda  of  Evidence,  Pt.  I,  Appendix  I. 
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28.  This  reduclioTi  in  Bank  Rate  was  followed  by  a fall 
in  the  Treasury  Bill  rate  from  £6  3s.  4 per  cent,  on  the 
14di  March,  1958,  to  £5  13s.  6 per  cent,  on  the  2Ist 
March,  1958,  the  yidd  continuing  thereafter  to  decline 
until  the  .b^inning  of  May,  when  it  rose  and  levelled  off 
until  the  22nd  May,  1958,  The  clearing  b^s’  depoat 
rate  was  reduced  to  4 per  cent,  and  their  minimum  rate 
for  loans  to  the  discount  market  to  4J  per  cent.  _ The 
yidd  on  short-dated  Stock  followed  the  movement  in  the 
Treasury  BiU  rate  fairly  closely  until  May.  The  yields 
on  medium-  and  longer-dated  securities  were  a little 
dower  to  but  declined  from  the  end  of  March  until 
May,  1958.  The  dividend  yield  on  ordinary  shares,  which 
bad  been  rising  since  Septemfber,  1957,  to  a peak  (over 
7-1  per  cent.)  at  the  end  of  February,  1958,  declined 
irregularly  until  the  middle  of  A(pcil  and  then  rose  in  May. 
The  reversal  of  yield  movements  _dn_  May,  1958,  was 
around  the  time  of  some  wage  negotiations,  and  strikes  m 
London. 


29.  The  Chancellor,  in  his  Budget  Speech,  on  the  15th 
April,  1958,  stated  that  “ I do  not  suggest  that  any  inten- 
sification of  our  disinflationary  measures  is  needed.  The 
September  measures  succeed^  in  their  first  object  of 
restoring  confidence  in  the  £,  and  I was  able,  last  month, 
to  aiqxrove  a reduction  in  the  Bank  Rate  from  the 
exceptionally  high  level  of  7 per  cent.  Bui  the  moment 
has  not  yet  oome  for  any  general  relaxation  of  credit 
policy.  It  is  still  necessary  for  the  banks  to  hold-down 
the  level  of  advances  and  for  the  hke-purchase  restriotions 
to  be  kept  on.  The  Capital  issues  Committee  will  contiMe 
for  the  present  to  maintain  its  critical  scrutiny.”  The 
ChanceEor  introduced  certain  measures  financially  to 
assist  projects  for  development  in  areas  where  unemploy- 
ment was  substantially  above  Ihe  average,  including 
directions  to  the  Capital  Issues  Committee  and  notification 
that  'bank  advances  made  for  Ibis  purpose  would  be  put 
on  the  same  ibasis  as  medium-term  credit  for  exports, 
and  so  be  excluded  from  the  total  of  advances  which  the 
hanVs  bad  undertaken  to  sedc  to  hold  at  the  average  level 
of  &e  year  ending  September,  1957.  The  ChanceUor 
also  sta^  his  deternunation  “ to  maintain  the  effort  to 
meet  Exchequer  requirements  without  incareasing  the  float- 
ing debt.  This  means  a continuing  very  tight  hold  on 
public  expenditure,  vigorous  funding,  and,  I hope,  ^ 
increase  in  Exchequer  receipts  from  small  savings.  The 
limit  on  holdings  of  the  then  current  issue  of  National 
Savings  Certificates  was  raised  and  a new  seven-year 
Defence  Bond,  with  a yield  to  maturity  of  £5  7s.  2 per 
c«it.  was  introduced. 

30.  During  April  and  May,  1958,  the  exchange  reserves 
continued  to  'gain  ground  steadily,  with  a strong  balance 
of  payments  position,  and  interest  rates  were  still  easing 
aibroad  There  was  a general  steadying  of  prices  ; employ- 
ment and  output  feU  slightly,  principally  associated  with 
lesser  accumiilation  of  stocks  and  a lower  volume  of 
exports.  The  .gilt-edged  market  basically  was  strong,  and 
prices  in  tluut  maiket  had  already  discounted  some  further 
fall  in  short-term  rates.  On  the  25th  April,  1958,  two 
new  Conversion  Issues  were  announced,  4i  per  cent.  Con- 
version Stock,  1963,  and  5J  per  cent,  ^nveraon  Stock, 
1974,  in  exchange  for  4 per  cent.  Conversion  S^k, 
1957-58,  which  was  maturing  on  the  15th  June,  1958. 
£353  om.  of  the  former  Stock  and  £299  mn.  of  'the  latter 
were  >issaed  on  the  5th  May.  1958,  together  representing 
£652  mn.  out  of  tiie  £676  mn.  of  4 per  cent.  Conversion 
Stock  maturing. 

31  Against  tiiis  ibackground,  Bank  Rate  was  redured 
from  6 per  cent,  to  5i  per  cent,  on  the  22nd  May,  1958. 
This  move  was  based  on  the  same  general  considerations 
as  the  reduction  in  March  and,  as  on  that  occasion,  an 
earlier  reduction  could  have  been  justified  on  market 
grounds.  It  was  again  on  more  general  grounds  tiiat  tt 
was  felt  wise  to  .proceed  slowly  and  cautiously. 


32.  A further  stage  in  'the  reduction  of  Bank  Rate 
folio-wed  within  a month.  On  the  19th  June,  1958,  Bank 
Rate  was  lowered  from  5i  to  5 per  cent.,  the  move  being 
made  on  the  same  general  grounds  as  the  two  prwedmg 
reductions.  From  the  market  standpoint  the  reliction 
had  been  expected  for  some  time.  The  Treasury 
rate  had  fallen  rapidly  since  the  reduction  of  Bank  Kate 
in  May ; the  change  in  yields  on  Stocks  had  ibeen  much 
less  marked,  but  there  had  been  some  downward  mift. 
These  downward  trends  continued,  and,  early  in  June, 
1958,  the  dividend  yield  on  equity  shares  began  much 
more  definitely  to  fall. 
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33.  By  the  end  of  June,  1958,  the  yield  on  Treasury 
Bills  was  £4  7s.  4 per  cent ; on  4^  per  cent.  Conversion 
Stock,  1962,  £4  12s.  3 per  cent. ; on  2i  per  cent.  Savings 
Bonds,  1964-67,  £5  4s.  5 per  cent.  The  yield  on  ithe  long- 
dated 3 per  cent.  Savings  Bonds,  1965-75,  was  £5  10s. 
11  per  cent,  and  on  2-J  per  cent.  Consols,  £4  19s.  9 per 
cent.  The  ■dividend  yield  on  industrial  equities  was  £6  10s. 
3 .per  cent. 


34.  Net  sales  of  Stock  by  the  departments  continued 
throughout  most  of  'this  quarter,  though  with  an  inter- 
mission in  May,  a time  wii«i  the  gilt-edged  mareet 
temporarily  weakened,  when  the_  Convereion  Issues  bad 
lately  been  announced,  and  during  which  departmental 
purchases  of  the  4 .per  cent.  Conversion  Stock  maturing 
in  June  continued.  Notwithstanding  the  maturity  of 
£676  mn.  of  this  Stock  on  the  15&  June,  £61  mn.  of  net 
receipts  from  Stock  transactions  accrued  to  the  Exchequer 
over  the  quarter  as  a whole.  It  seems  that  more  than 
half  of  these  receipts  represented  net  purchases  by  the 
category  " other  domestic  and  unidentified  overseas  but 
other  holdings  of  Stock  showed  considerable  change. 
Those  of  Overseas  Official  fell  by  £90  mn.,  while  the 
clearing  banks’  Investments  rose  £87  mn.  and  there  was 
a large  addition  to  tiie  short-bond  holdings  of  the  discount 
market. 


35  The  Exchequer  also  obtained  a large  amount  from 
Tax  Reserve  Certificates  (£107  ran.) : continued  receipts 
from  small  savings  (£28  mn.) ; and  £100  mn.  from  an 
increase  in  .the  Fiduciary  Issue,  ^wever  foe  Budget 
requirement  was  fairly  large  for  this  quarter  (£224  mn., 
inolufong  eittra-Budgetary  funds)  mainly  ibecause  of  foe 
•incidence  of  capital  advances  "below-the-lme  _ to 
nationalised  industries.  Ad-ditionally  External  transactions 
required  because  of  the  continuing  rae  in  the  exchange 
reserves,  £121  mn.  Thus  market  Treasury  BiUs  rose  by 
£49  mn.  despite  the  finance  received  by  foe  Exchequer 
from  other  sources. 


36  The  clearing  banks’  total  liquid  assets  rose  -by 
£31  inn.,  but  withiu  this  total,  their  Treasu^_  Bills  and 
call-money  rose  only  £18  mn.  This  was  distinctly  less 
than  foe  increase  of  Hoatii^  Debt  in  the  m^ket,  for 
hoidings  of  Treasury  BiUs  .both  by  Overseas  Official  and 
bv  “ Otiier,  including  unidentified  overseas  rose  sharply 
(in  total,  by  £90  mn.).  Evm  though  the  discoimt  market  s 
holdings  fell  almost  equally  sharply  (by  £80  mn.), 
discount  market’s  total  assets  appear  to  have_  declmed 
sli^Uy  while  their  callnmoney  from  non-clearang 
sources  appears  to  have  increased.  These  movements  in 
Treasury  (Bill  holdings  and  cafl-money  presuimbly  were 
in  part  associated  with  a large  rise  in  non-official  sterling 
balances  which  occurred  during  the  quarter. 

37  The  clearing  banks’  advances  to  private  borrowers 
rose  (£92  mo.)  by  slightly  more  than  in  quarter  of 
1957  None  the  less  these  remained  la  total  below  those 
of  'foe  previous  year.  Their  advances  .to  nationahs^ 
industries  rose  £20  mn.  These  increases,  together  wifo 
the  increase  of  £87  mn.  m their  Investments,  raised  foeir 
non-Hquid  assets  by  £199  mn.  Net  deposits  rose  by  £233 
mn  and  foe  clearing  banks’  Liquidity  Ratio  feU  to  32-8 
per  cent.,  0-6  per  cent,  below  the  level  .twelve  months 


1st  July.  1958,  to  Uth  September.  1958 
38  In  the  course  of  foe  July-September  quarter,  1958, 
monetary  and  financial  conditions  were  considerably  _e^d 
in  response  to  the  change  in  economic  conditions, 
including  foe  outlook  for  the  stebibty_  of  foe  currency, 
which  had  by  then  developed.  Early  in  July  the  Chan- 
cellor announced  foat,  as  from  the  end  of  that  month, 
foe  banks  need  no  longer  limit  foe  total  of  their  advances. 
The  limit  of  exemption  from  capital  issues  control  was 
raised  and  foe  guidance  given  to  .foe  Capital  Issues  Com- 
mittee altered  so  as  to  permit  a generally  much  less 
restrictive  attitude  towards  applications  for  new  capital 
issues  and  to  encourage  approval  of  proposals  Ukely  to 
contribute  to  .foe  stabUity  of  the  hire-purchase  financial 
system  In  August,  Bank  Rate  was  reduced  to  4-J  per 
cent.;  certain  increases  in  public  sector  capital  expenditures 
were  authorised.  In  September,  hire-purchase  terms  con- 


39  A scheme  under  which  the  Bank  of  England  might 
can  for  Special  Deposits  to  be  made  wifo  the  Bank,  and 
whereby  foe  liquidity  of  foe  banks  could  be  controlled 
should  the  need  arise,  was  announced  in  July  at  the 
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time  of  itbe  withdrawal  of  the  quantitative  restriction  on 
bank  advances.  The  scheme  was  provisional  pending  the 
Report  of  -the  Committee  on  the  Working  of  the  Monetary 
System.  The  clearing  banks  and  the  Scottish  banks  agreed 
to  giw  this  scheme  their  co-operation.  No  calls  for 
Special  Deposits  have  been  made. 

40.  During  this  quarter  there  were  developments  in 
banking  practice.  Several  banks  began  to  offer  unsecured 
fixed-term  " person^  loans  ”,  repayable  by  instalments, 
to  credit-worthy  customers.  One  London  clearing  bank 
and  a Scottish  bank  introduced  a “ personal  cheque  ” 
scheme  which  offered  customers  a limited  banking  service 
at  low  cost.  Nearly  all  the  clearing  and  Scottish  banks 
Acquired  am  iaterest  in  hire-purchase  finance  companies. 

, 41.  Both  bill  rates  and  Stock  yields  rose  in  July  but 
this  rise  was  temporary  and  by  early  August  a reduction 
of  Bank  Rate  to  4^-  per  cent  was  widely  expected.  The 
yield  on  Treasury  Bills  had  fallen,  on  the  8th  August,  to 
£3  18s.  5d.  ; the  exchange  reserves  were  holding  up  well ; 
•nterest  rates  in  ithe  United  States  were  beginning  to 
harden,  but  not  elsewhere.  On  the  14th  August,  1958, 
the  Bank  Rate  was  reduced  from  5 per  cent,  to  4^  per 
cent.  The  move  was  regarded  by  the  authorities  as  one 
lO  step  with  the  recent  credit  relaxations ; justified  by 
internal  trends  and  by  the  continuing  stren^  of  sterling 
despite  seasonal  pressures ; and  also  as  providing  greater 
fre^om  of  movement  in  either  direction  as  circumstances 
might  later  require. 

42.  The  yield  on  Treasury  Bills  fell  to  £3  15s.  6d.  after 
the  reduction  in  Bank  Rate,  and  then  fluctuated,  with 
only  a small  net  further  fall  by  the  end  of  ie  quarter. 
There  was  a very  slight  fall  in  yields  from  medium-  and 
long-term  Stock.  This  was  followed  by  some  hardening 
of  yields  towards  the  end  of  August,  probably  associated 
with  expectations  that  any  early  fu^er  fall  in  Bank 
Rate  was  unlikely,  but  thereafter  the  slow  decline  in 
yields  resumed.  The  dividend  yield  on  ordinary  shares 
began  to  fall  more  rapidly. 

43.  Receipts  from  Stock  transactions  (£67  mn.)  were 
a little  larger  during  this  quarter  than  in  the  preceding 
one.  Purchases  of  Stock  by  the  group  “ Other  domestic, 
including  ‘ unidentified  overseas  ’ ” exceeded  the  total  of 
departmental  sales.  For  Overseas  Official  holdings  of 
Stock  fell  by  a further  £42  mn.,  and  this  more  than 
counterbalanced  continuing  purchases  of  short-bonds  by 
the  discount  market  and  a small  addition  to  the  clearing 
banfe’  Invwtments  in  Government  and  Guaranteed  Stock. 
During  this  quarter  the  clearing  banks’  net  purchases  of 
Government  and  Guaranteed  Stock  halted  ; in  the  closing 
month  September,  1958,  they  made  net  sales  of  these,  but 
added  about  £12  mn.  to  their  trade  Investments. 

44.  Market  Treasury  Bills  rose  by  £63  mn.  The 
Exchequer  total  requirement  was  not  large.  External 
transactions  required  only  £22  mn.  sterling,  ttie  increase  in 
the  exchange  reserves  being  small,  but  continuing.  The 
Budget  requirement  also  was  low,  £160  mn.  including 
extra-Budgetary  funds,  partly  because  Local  Authorities 
were  making  net  ‘ below  the  line  ’ repayments  to  the  Ex- 
chequer, Small  Savings  also  had  begun  further  improve- 
ment, pelding  £46  mn.  But  there  was  a reduction  of  £50 
mn.  in  the  Fiduciary  Issue  and  receipts  from  Tax  Reserve 
Certificates  (£56  mn.)  fell  off  from  .the  high  level  of  the 
preceding  quarter. 

45.  The  rise  (£63  mn.)  in  market  Treasury  Bills  was 
more  than  matched  by  the  rise  (£71  mn.)  in  the  clearing 
banks’  holdings.  The  disoounit  market’s  holdings  of 
Treasury  Bills  also  rose,  by  £16  mn.  This  increase,  to- 
gether with  the  increase  in  their  holdings  of  short-bonds, 
was  none  the  less  accompanied  by  a decrease  in  their 
call-money  taken  from  the  clearing  banks ; call-money  in 
the  discount  market  from  overseas  and  other  domestic 
sources  appears  to  have  increased  and  the  discount 
market’s  holdings  of  commercial  bills  slightly  to  have 
fallen.  Treasury  Bill  holdings  by  Overseas  Official  fell 
£6  mn.  and  those  by  ‘ Other,  including  unidentified  over- 
seas’ fell  by  £18  mn.  There  was  some  continuing  increase 
in  non-official  sterling  holdings  during  this  period  but  not 
so  large  as  in  the  previous  quarter. 

46.  The  rise  in  the  clearing  banks’  Treasury  Bills  was 
largely  offset  by  decreases  in  their  caU-raoney,  cash  and 
Other  Bills,  so  ffiat  their  liquid  assets  as  a whole  rose  only 
£30  mn.  There  was  very  little  net  change  in  their  advances 
— i.  fall  of  £2  mn. — but  this  was  due  to  divergent  move- 


ments within  the  quarter.  In  the  four  weeks  ending  mid- 
September,  1958,  ffie  clearing  banks’  advances  other  than 
to  nationalised  industries  rose  by  £32  mn.,  the  first  clear 
response  to  the  easing  of  credit  restraint.  Over  the  whole 
quarter  net  deposits  rose  by  £57  mn.  and  the  Liquidity 
Ratio  to  33-4  per  cent.,  at  which  level  it  was  itwo  points 
below  that  of  September,  1957. 

ISth  September,  1958,  to  31if  December,  1958 

47.  The  main  financial  events  in  this  quarter  were  a 
rapid  growth  of  bank  advances,  accompanied  by  sales  of 
Investments  by  the  banks ; the  removal  of  restrictions  on 
hire  purchase ; a period  of  hesitation  in  the  gilt-edged 
market  and,  after  recovery  from  this,  a reduction  of  Bank 
Rate  to  4 per  cent ; and  a considerable  rise  in  Small 
Savings.  On  the  external  side,  sterling  continued  in  strong 
demand  on  the  exchanges  and,  at  the  end  of  December, 
Registered  sterling,  American  Account  sterling  and  Trans- 
feraible  Account  sterling  were  tmified  into  a single  External 
sterling. 

48.  The  clearing  banks’  advances  to  private  borrowers 
and  other  accoimts  rose  by  £204  million  during  the  quarter 
ending  the  31st  December,  1958.  The  largest  previous 
increase  in  this  quarter  since  1951  was  in  the  December 
quarter  1954,  when  such  advances  rose  by  £63  mn. 
.Advances  to  personal  borrowers  and  advances  associated 
with  hire-purchase  finance  were  the  largest  single  com- 
ponents of  this  increase,  but  there  was  a widely  spread 
increase  among  business  borrowers  in  general.  It  appears 
that  in  part  this  increase  was  accompanied  by  a reduc- 
tion in  trade  credit  outstanding  and  by  diminished 
recourse  to  sources  of  finance  alternative  to  bank 
accommodation. 

49.  In  the  gilt-edged  market  conditions  changed  during 
the  quarter.  loitiaiy  net  sales  continued;  then,  early  in 
November,  the  market  underwent  a distinct  set-back.  In 
part  this  may  have  been  a market  reaction  af  ter  the  heavy 
rate  of  purchases  in  preceding  months.  There  may  also 
have  been  some  unsettlement  due  to  the  appearance  of 
sales  of  Investments  fcy  banks ; ibut  primarily  it  appears  to 
have  resulted  from  apprehension  that  ttie  measures  being 
taken  to  encourage  economic  expansion  in  ibis  country, 
and  the  growth  of  economic  activity  in  the  United  States, 
might  be  signs  that  the  stability  of  prices  in  general  w|s 
prospectively  endangered.  By  the  19th  November,  how- 
ever, the  market  had  recovered  considerably. 

50.  The  fears  that  the  measures  which  had  been  taken 
to  relax  credit  conditions  and  to  extend  public  capital 
expenditure  might  herald  an  early  return  of  inflationary 
pressure  had  not  been  shared  by  the  authorities.  The 
need  to  watch  for  any  build-up  of  inflationary  pressures 
was  recognised,  but  within  the  country  there  were  indica- 
tions of  less  pressure  towards  private  investment  and 
externally  the  strength  of  sterling  was  maintained.  On 
balance,  looking  ahead,  a lower  Bank  Rate  seemed 
appropriate  to  prospecrive  conditions  and  to  provide 
increased  freedom  of  manoeuvre,  in  either  direction.  On 
the  20th  November,  1958,  Bank  Rate  was  reduced  from 
4^  per  cent,  to  4 per  cent. 

51.  The  Treasury  Bill  yield  fell  from  £3  12s.  on  the 
Nth  November,  1958,  to  £3  9s.  3d.  on  the  21st  Novem- 
ber, 1958,  and  continued  to  fall  until  the  middle  of 
December  when,  partly  due  to  the  need  to  take  advances 
from  the  Bank,  the  yidd  levelled  off  at  around  £3  3s  lOd. 
Market  purchases  of  Stock,  including  medium-  and  long- 
dated Stock,  resumed  but  on  a smaU  scale.  During 
December,  1958,  there  was,  on  balance,  some  slight  fall 
in  yields.  On  the  31st  Decembw,  1958,  the  yield  on 
4^  per  cent.  Conversion  Stock,  1962,  was  £4  3s.  lid.  on 
2i  per  cent.  Savings  Bonds,  1964-67,  £4  19s.  5d. ; on 
3 per  cent.  Savings  Bonds,  1965-75,  £5  8s. ; and  on 

per  cent.  Consols,  £4  16s.  M. 

52.  The  resumption,  after  the  20th  November,  1958, 
of  departmental  sales  of  Stock  was  accompanied  by 
considerable  further  departmental  purchases  of  2 per 
cent  Conversion  Stock,  1958-59,  maturing  on  the  15th 
January,  1959.  On  the  12th  December,  1958,  following 
announcement  of  an  offer  on  the  28th  November,  1958, 
£250  mn.  out  of  a total  of  £592  mn.  was  converted  into 
4i  per  cent.  Conversion  Stock,  1964 ; a larger  conversion 
offer  was  not  made  because  departmental  portfolios  were 
already  adequate  to  meet  prospective  sales.  Purchases 
of  this  maturing  Stock  considerably  outweighed  sales  ot 
other  Stock  so  that  over  the  quarter  as  a whole  official 
Stock  transactions  caused  a net  outpayment  to  the 
market  of  £109  mn. 
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53.  This  reduction  of  £109  mn.  in  market  holdings 
of  Stock  was  matched  by  an  almost  equal  decrease  (£105 
mn.)  in  the  clearing  banks’  Investments  in  Government 
and  Guaranteed  Stock.  The  amounts  were  similar  in 
total  but  not  in  composition.  Overseas  Official  holdings 
of  Stock  fell  further,  by  £31  mn.,  but  the  discount 
market’s  holdings  of  short-bonds  rose  even  more  than 
in  either  of  the  two  preceding  quarters.  Holdings  of 
Stock  by  “ Other  domestic,  including  ‘ unidentified  over- 
seas ’ ” fell,  on  balance,  by  rather  less  than  £20  mn. 

54.  The  Exchequer  Budgetary  requirement  in  this 
quarter  was  seasonally  high  (£458  mn.)  including  extra- 
Budgetary  funds.  Extern^  transactions  added  a further 
£16  mn. ; exchange  reserves  rose  in  October  and  Novem- 
ber and  though  they  declined  at  the  end  of  December, 
this  was  partly  offset  by  the  capital  repayment  on  the 
United  States  and  Canadian  loans.  A substantial  part 
of  the  total  requirement  was  met  by  Small  Savings  (£100 
mn.),  which  had  risen  rapidly,  and  by  receipts  from  Tax 
Reserve  Certificates  (£91  mn.).  The  Fiduciary  Issue 
rose  seasonally  by  £150  mn.  Exchequer  borrowing  by 
means  of  marketable  debt  was  therefore  £133  mn.,  almost 
the  same  as  in  the  previous  quarter  and  £185  mn.  less 
than  in  the  December  quarter  of  1957.  This  borrowing 
through  marketable  debt  was  made  up,  on  the  one  hand, 
of  the  net  departmental  purchases  of  Stock  of  £109  mn. 
as  described  above  (paragraph  53)  and,  on  the  other  hand, 
of  an  increase  in  market  Treasury  Bills  by  £242  mn. 

55.  The  clearing  banks’  holdings  of  Treasury  Bills  rose 
only  by  £2  mn.  but  there  was  an  exceptionally  large 


increase  in  their  call-money  (£175  mn.).  The  discount 
market  acquired  a very  large  part  (£192  mn.)  of  the 
additional  market  Treasury  Bills,  as  well  as  adding  to 
their  short-bond  portfolios,  and  took  up  call-money  both 
from  the  banks  and  from  other  home  and  overseas 
sources.  The  Banking  Department’s  holding  of  Treasury 
Bills  fell,  largely  seasonaUy,  by  £48  mn.  Holdings  of 
Treasury  Bills  by  “ Other  domestic,  including  ‘ unidenti- 
fied overseas  ’ ” rose  slightly,  by  £10  mn.  Non-official 
sterling  holdings  rose  by  about  the  same  amount  as  in 
the  preceding  quarter  and  Overseas  Official  sterling  hold- 
ings rose  quite  sharply;  Overseas  Official  holdings  of 
Treasury  Bills  increased  by  £87  ran. 

56.  The  clearing  banks  increased  also  their  holding 
of  Other  Bills  and  of  Cash,  together  by  £95  mn.  'ITjeir 
total  liquid  assets  .thus  increased  by  £272  mn.  but  stood 
£171  mn.  (6i  per  cent.)  below  their  level  on  the  31st 
December,  1957.  The  changes  in  their  Advances  and 
Other  Accounts  and  in  their  Inv«tmen^  as  described 
above  (paragraphs  47-49),  gave  rise  to  an  increase  in  ffieir 
non-liquid  assets  of  £117  mn.  during  the  quarter;  they 
stood  £417  mn.  above  their  level  at  the  31st  December, 
1957.  Net  deposits  increased  over  the  quarter  by  £375 
mn,  and  at  tiie  31st  December,  1958,  were  £243  mn. 
(4  per  cent)  higher  than  a year  previously.  The  clearing 
banks’  Liquidity  Ratio  at  the  end  of  December,  1958, 
was  34'6  per  cent.,  3-8  per  cent,  lower  than  at  tire  end 
of  December,  1957. 

May.  1959. 
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to  the  Minutes  of  Evidence  taken  before  the  Committee 
on  the  Working  of  the  Monetary  System 

This  index  is  intended  to  give  the  main  references  to  the  principal  subjects  discussed  in  the  course  of  the  ConunittM’s  hearings 
of  oral  evidence,  not  to  be  an  exhaustive  nominal  index.  References  are  to  questions.  Each  reference  (or  group  of  references) 
is  preceded  by  an  indication  in  italic  type  of  the  name  of  the  organisation  or  person  to  whose  evidence  the  read^  is  refened. 
Full  lists  of  witnesses  are  printed  as  Appendices  1 and  n to  the  Committee’s  Report  (Cmnd.  827)  reproduced  at  the 
beginning  of  this  volume.  In  this  index  the  following  abbreviations  have  been  used  for  the  names  of  certam  organisations 
to  whose  evidence  several  references  are  made: 


ABCC  Association  of  British.  Chambers  of  Commerce. 
AHC  Accepting  Houses  Committee. 

AFT  Association  of  Investment  Trusts. 

AMC  Association  of  Municipal  Corporations. 

ASPF  Association  of  Superannuation  and  Pension  Funds. 
BE  Bank  of  England. 

BFCA  British  Federation  of  Commodity  Associations. 

BIA  British  Insurance  Assodation. 

BOBA  British  Overseas  Banks  Assodation. 

BOT  Board  of  Trade 

BSA  Building  Societies  Assodation. 

CCA  County  Councils  Assodation. 

CLCB  Committee  of  London  Clearing  Bankers. 

CSBGM  Committee  of  Scottish  Bank  General  Managers. 
CSCC  Council  of  Scottish  Chambers  of  Commerce. 

CSE  Council  of  the  Stock  Exchange,  London. 

ECGD  Export  Credits  Guarantee  Department. 

EGCI  ^ort  Group  for  the  Constructional  Industries. 


EIA  Engineering  Industries  Association. 

FBI  Federation  of  British  Industries. 

FHA  Finance  Houses  Association. 

FIFO  Federation  of  Wholesale  Organisations. 

HMT  Her  Majesty’s  Treasury. 

IBA  Industrial  Bankers  Assodation. 

IHA  Issuing  Houses  Assodation. 

LDMA  London  Discount  Market  Assodation. 

MSF  Multiple  Shops  Federation. 

NSC  National  Savings  Committee  and  Scottish  Savings 
Committee. 

POSD  Director,  Post  Office  Savbgs  Department. 

RDA  Retail  Distributors  Assodation. 

TSBA  Trustee  Savings  Banks  Assodation. 

TUC  Trades  Union  Congress. 


Acceptances  {see  also  Bill  finance) : 
cost  of,  ASC  5818-5826. 
dealers  in,  AHC  5778-5789. 
and  place  of  discount,  AHC  5856-5866. 
volume  of,  AHC  5827-5842,  5873. 
Accepting  houses: 


5851-5854.  5867-5873 
constitution  and  functions  of  Accepting  Houses  Committee. 

AHC  5768-5775. 
depoats  with,  AHC  5790-5800. 

Hquidity  of,  AHC  6001-6011. 
relationship  with  Bank  of  England, 

BE  118-121. 

AHC  5771-5775. 

relations  with  hire  purchase  finance  companies,  FHA  5195-5196. 
and  Treasury  Bills,  AHC  5789,  5903. 

Agricultural  credit, 

CSBGM  4800-4811. 

Country  Landowners'  Association  6412-64to. 

Scottish  Landowners'  Federation  6467-6549 
Farmers'  Unions  6751-6835. 

CLCB  13137-13164. 

Agricultural  Mortgage  Corporation,  * 

^m^lcmdowners'  Association  6414-6423,  6459. 
Farmers'  Unions  6760^772,  6828-6831. 

CLCB  13162-13164. 

Balance  of  payments,  “ desirable  ” surplus  on,  HMT  2528-2594, 
13358-13371. 

Bank  of  England : 

Faok  Return,  BE  224-242,  748-749. 
and  commodity  markets, 

BE  818-832. 

BFCA  8601-8616. 

constitution  and  functions  of  {see  also  organisation  of,  and 
relationship  with  Treasury  of), 

BE  224-318. 

Leith-Ross  4292-4326. 

Brand  10729-10739. 

Gregory  10818-10859, 10865-I0874. 

Balogh  11025-11046. 

Pitman  12507-12557. 
and  exchange  control,  BE  260. 

Issue  Denartment,  holdings  of  Treasury  Bills, 
ifiV/r  1113-1121,  2344-2352. 

BE  1778. 

Issue  Department,  management  of  portfolio  and  operations  (see 
also  Debt  management,  Funding  policy  and  opCTabons, 
and  Government  broker,  operations  and  actmties  ot), 

B^62-1W9, ^1841-1899, 2256-2260,  11919-11920. 


Issue  Department,  profits  of,  BE  231,  289-293. 
as  lender  of  last  resort, 

BE  90-116,  467-472,  2617-2656, 2670-2676. 

Balogh  11047-11048. 

operations  in  money  market,  BE  421-472,  496-514. 
organisation  of  {see  also  constitution  and  functions  of,  and 
relationship  with  Treasury  oO, 

BE  286,  12813, 12881-12900. 

Hambro,  Hanbury-Williams  and  Roberts  12103-12158. 
Piercy  12726-12752. 

part-time  directors  of, 

BE  249-255,  12813,  12881-12900. 

Thorneycrofi  II294-11299. 

Htmbro,  Hanbury-Williams  and  Roberts  12103-12188. 
Kermet  12315-12323. 

Gaitskell  12357-12362. 

R.  A.  Butler  12432-12439. 

Dalton  12503-12506. 

Piercy  12726-12752. 

policy  on  public  relations  of  {see  also  Information,  need  for  more 
and  better), 

BE  273-277,  750-773. 

Leith-Ross  4235-4238. 

Crick  10557-10571. 

relations  with  discount  market  of, 

BE  90-121,  132,  136-137,  1755-1757. 

LDMA  3309,  3316,  3324-3327,  3364-3369,  3401,  3443, 
3520-3522. 

relations  with  other  finanraal  institutions  of, 

BE  118-121,  274-276,  308-320,  328-345,  496-506,  752 
1302-1311,  1753,  2279-2292, 

CLCB  3794-3830. 

CSBGM  4925-4932,  5065-5066,  5092-5093. 

BI4  7184-7214. 

BSA  7296-7312. 

7561-7567. 

ASPF  1792. 

C5E  7972-7981. 

TUC  10168-10171. 

relationships  with  other  Government  departments  of, 

BE  306-307,  320-327. 

BOT3134-3137. 

relationship  with  Treasury  of  {see  also  Bank  of  England,  consti- 
tution and  functions  of,  and  organisation  of), 

BE  256-285, 12813-12881. 

EMT  974,  1289-1328. 

Leith-Ross  4292-4326. 

TUC  8993-9035. 

Hawtrey  9260-9266. 

Robbins  12042-12054. 

Brand  10729-10739. 

Gregory  10818-10859,  10865-10874. 

Balogh  11025-11046. 

Thorneycrofi  11250-11293. 

Kennet  12301-12315. 

Ga«M*eH  12324-12362. 

R.  A.  Butler  12375-12431. 
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Bank  of  England  (contirmd); 
relationship  with  Treasury  of  (continued), 

Dalton  12446-12502. 

Pitman  12507-12557. 

Bridges  12558-12640. 

Ways  and  Means  Advances  by  Banking  Department  of, 

BE  355-383,  586-589,  681-682,  1810,  2261-2276,  2617, 
2638-2646. 
flMT  989-1008. 

Rank  Rate,  see  Effects  of  credit  restrictions  and  changes  in  interest 
rates,  Monetary  events.  Monetary  measures,  the  influence  of. 
Banks,  see  London  clearing  banks  and  Scottish  banks. 

Berne  Union,  see  Union  d'Assurance  des  Credits  Intemationaux. 
BUI  finance  (see  also  Acceptances,  Discount  market  and  finance  of 
trade). 


AHC  5827-5873,  5904-5922. 

BFCA  8575-8579. 

Budget,  proposal  for  bi-annual, 

Meade  10027-10028. 
jyArri3312-I3322. 

BuUding  societies: 

functions  of  Building  Societies  Association,  BSA  7421-7424. 
growth  of,  BSA  7290-7291. 

interest  rate  policies  of,  BSA  7361-7367,  7380-7395,  7399- 
7400. 

lending  poUdes  of,  BSA  7292-7295,  7315-7318,  7355-7358, 
7369-7379,  7425. 

liabilities  of,  BSA  7319-7328,  7342-7352. 
liquidity  of,  BSA  7239-7341. 
and  National  Savings, 

POSD  6838,  6931. 

BSA  7305-7307. 

NSC  8037-8043. 

relations  with  monetary  authorities, 

BSA  7296-7314. 

NSC  8037-8041. 

Canada,  money  market  in, 

BE  559-561. 

LDMA  3417,  3509-3510. 

Capital  Issues  Committee, 

BE  284,  326-327,  784. 

SMT 1191-1283,  2484,  2497. 

BOr  3061-3084. 

IHA  4140-4167. 

FB/ 5636-5638,  5672-5675. 

AHC  6021-6030. 

Kennet  6087-^46. 

RDA  6586-6605. 

AirnAAl,  7446-7453,  7532-7538. 

CSE  7976-7981. 

CSCC  8934-8943. 

TVC  9067. 


Centra!  banks  overseas,  constitutions  of,  and  relations  with 
Ministers  of  Finance, 

de  Kock  9273-9308,  9389-9390. 

Riefler  9395-9464. 

HoUrop  11742-11815. 

Clearing  banks,  see  London  clearing  banks. 


Commodity  markets, 

BE  818-832. 
HMT  2510-2512. 
BFCA  8570-8616. 


Commodity  shunting, 

BE  830-832,  2102-2105. 
aOBA  4678-4680. 

TUC  9118^120. 

Companies,  liguidio'  of, 

HMT 1687-1693,  1704-1709,  1725-1727. 

BOr  3085-3097,  3122-3140. 

Control  of  bank  credit, 

BE  1-190,  2320-2336,  2616-2798. 

^1^71568-1609,  3226-3308. 

CLCB  3523-3612,  3631-3645,  3705-3793,  13045-13084. 
BOBA  4554-4600. 

CBBGM  5053-5106. 

AHC  5960-5963. 

TUC  9121-9138. 

de  Kock  9309-9324,  9367-9374. 

Riefler  9505-9520,  9522-9524. 

Control  of  non-banking  finandal  institutions, 

B£  312-313. 

HMT  1303-1309. 
de  Kock  9363-9366,  9378. 
rue  10172-10181. 


Convertibility,  I.M.F.  definition  of,  - HMT  13375-13382. 

Credit  restrictions,  effects  of,  see  Effects  of  credit  restrictions  and 
changes  in  interest  rates. 


Debt  management  (see  also  Bank  of  En^nd,  Issue  Department, 
Funding  policy  and  operations.  Government  broker,  operations 
and  activities  of), 

BE  687-697. 

HMT  1018-1046,  2799-2995. 

Discount  market: 

BF  191-222,  355-561. 

LDMA  3309-3522. 
rue  10170-10171. 
capital  of,  LDMA  3425-3428. 
and  dealing  banks, 

BE  414-420. 

LDMA  3485-3498. 

constitution,  functions  and  membership  of  London  Discount 
Market  Assodation,  LDMA  3309-3330,  3421-3423, 
3425-3428. 

customers  of,  LDMA  3340-3342. 
and  finance  of  trade, 

BE  204-222. 

LDMA  3379-3409,  3419-3420. 
fordgn  exchange  earnings  of,  BE  473-475. 
functions  of, 

BE  67,  68,  355-377,  414-420,  45^458. 

LDMA  3411-3418. 
liquidity  of,  BE  69-71. 
and  m^um-term  credit,  LDMA  3401-3419. 
organisation  of, 

BE  192-201. 

LDMA  3309-3323,  3421-3423. 
and  overseas  banks, 

LDMA  3432-3441. 

BOBA  4403-4408,  4689^693,  4708. 
overseas  funds  in,  LDMA  3429-3442. 
relations  with  Bank  of  England, 

BE  90-121,  132,  136-137,  1755-1757. 

LDMA  3309,  3316,  3324-3327.  3364-3369,  3401,  3443, 
3520-3522. 

and  Scottish  banks,  CSBGAf  4881-4886. 
and  short-dated  bonds, 

BE  405-408,  447-450,  531-552. 

LDMA  3374-3378,  3424,  3443-3469. 
sources  of  funds, 

BE  409-413,  454-472. 

LDMA  3354,  3359-3363,  3429-3442,  3485-3504. 
statistics  of,  LDMA  3511-3519. 
and  Treasury  Bills  (see  also  Treasury  Bills,  tenders  for), 

BE  355-413,  555-558. 

LDMA  3329-3379,  3410-3418,  3470-3m. 

Dollar  securities,  pool  of, 

ATT  7539-7560,  7580-7593. 

Sargent  10421-10422. 

HMT  13397-13415. 

Effects  of  credit  restrictions  and  changes  in  interest  rates  (see  also 
Manufacturing  industry,  infl.uences  on  investment  in.  National- 
ised industries,  influences  on  investment  in.  Monetary  events), 
HMT  1710-1722,  2357-2374. 

BE  1922-1935. 

BOr  2996-3060. 

CLCB  3613-3625,  3646-3690,  3838-3844. 

IHA  4037-4054. 

BOBA  4341-4371,  4409-4431,  4453-4454,  4472-4475, 
4488-4516,  4538-4544,  4601-4619,  4627-4629,  4685- 
4688, 4718-4754. 

CEBGAf  4820-4823,  4827-4830,  4972-4988,  5107-5112. 
FBI  5558-5617,  5627-5635,  5649-5671. 

AHC  5890-5903,  5923-5963. 

EIA  6311-6359,  6386-6399. 

RDA  6552-6585,  6633,  6650-6654,  6664-6687. 

FWO  6704-6758. 

Farmers'  Unions  6781-6789,  6813-6821. 

BIA  7260-7271. 

BSA  7354,  7359-7360,  7395-7398,  7404-7414. 

41T7568. 

CEE  7898-7907. 

NSC  8001,  8006-8015,  8019,  8044-8050. 

MSF  8143-8193,  8206-8207. 

4MC  8217-8229,  8254-8282,  8351-8366. 

CCA  8459-8468,  8504-8506,  8529-8530,  8535-8545, 
8560-8562. 

BFCA  8580-8599. 

CSCC  8887-8933,  8979-8992. 
rue  9083-9112. 
de  Kock  9391-9393. 

XBCC 11114-11119,  11163-11180. 

Hume  12799-12812. 

Bank  managers  12901-13044. 

Equities,  demand  for. 


2UA 

^7442-7443,  7503-7504. 
^EFF  7743-7756. 

Harrod  10284-10290. 
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European  Monetary  Agreement,  JOfT 2590,  9611,  13329-13333. 
European  Payments  Union, 

950-954. 

flMr  2521-2524,  2544,  2590,  9610-9612,  13329-13333. 
Harrod  10337-10340. 

Sargent  10353-10361. 


Exchange  control, 

BE  818-832,  867-916. 

Air  7539-7543,  7580-7586. 
BFCA  8600-8616. 
de  Kock  9343-9348. 
Holtrop  11898-11900. 


Exchange  Equalisation  Account, 

BE  260,  289-293,  566-592, 773,  1811-1815. 
HMT 1064-1075,  2576,  2848-2854,  2993,  3223. 
Leith-Ross  4239-4266. 


Exchange  markets  {see  also  Forward  exchange  market), 
BE  803-817. 

AHC  5874-5889. 


Exchange  rate  policy  {see  also  Forward  exchange  rate,  support  of 
and  Transferable  sterling  rate).  Sawtrey  9210-9242. 


Exchequer: 

finandng  tables.  J9MT 1136-1142. 
management  of,  fljWT  989-1135. 

Exports,  finance  of,  and  Export  Credits  Guarantee  Department, 
£073190-3210. 

CLCB  3934-3947. 

5691-5767. 

AHC  5964-6086. 

British  Er^neers  Association  6251-6304. 

Locomotive  and  Allied  Manufacturers’  Association  6951- 
6995. 

EGCl  6996-7003. 

BIA  ITll-mi. 

ECGD  8617-8856. 
fflWT  9610-9683. 

ABCC  11151-11162. 


Federal  Reserre  System: 
constitution  and  relations  with  U.S.  Treasury  of, 
Jliefler  9395-9464. 

Brand  10729. 

organisation  and  staffing  of,  Riefter  9538-9596. 
Fiduciary  note  issue,  see  Note  issue. 

Finance  houses,  see  Hire  purchase  finance  companies. 


Finance  of  medium  and  small  businesses  {see  also  Industrial  and 
Commercial  Finance  Corporation), 

CZ.CE  3959-3975,  13165-13194. 

EBJ  5618-5621. 

ElA  6375-6379,  6386-6399,  6402-6407. 

RDA  6656-6663. 

ATT  7476-7496. 

CSE  7951-7971. 

CSCC  8875-8886,  8943-8967. 

TUC  10189. 

ABCC  11120-11150. 

Piercy  12641-12725. 

Hume  12753-12798. 


Fiscal  policy: 


role  of, 

Hawtrey  9243-9259. 

Bahgh  11049-11063. 

improvements  in  technique,  Meade  9978-10042. 

Forward  exchange  market, 

iTMT  3211-3222, 9684-9734. 

AHC  5874-5889.  5939-5952. 

Holtrop  11892. 

Forward  exchange  rate,  support  of,  HMT  3211-3222,  9695-9734. 


Funding  policy  and  operations  (see  abo  Bank  of  England  iMue 
Department,  Debt  mana^nent,  and  Government  broker, 
operations  and  activities  oO, 

HMT  1016-1046. 

CLCB  3760-3780. 

Leitk-Ross  4224-4238. 

CSBGM  5060-5078. 

Dacey  10124-10129. 

Gilt-edged  market,  size,  behaviour  and  conditions  of. 


BE  793-795. 
iTAfr  1132-1133. 
CSE  7800-7922. 


Gilt-edged  securities,  demand  for, 

BIA  7135-7142,  7148-7157. 
A/T  7457-7458, 7503-7528. 
ASPF  7748-7756. 

Kaldor  10687-10696. 


Giro  system,  see  Transfer  of  payments. 


Gold,  price  of, 

BOBA  4437-4438. 
de  Kock  9394. 
Harrod  10337-10341. 


GoTemment  bonds,  method  of  issue  of, 

BE  624-686. 

2IM7- 1101-1130. 

Leitk-Ross  4224-4230. 

CSE  7850-7865. 

Government  borrowing,  influence  of,  BE  616-747. 

GoTemment  broker,  operations  and  activities  of  {see  also  Bank  of 
England  Issue  Department,  Debt  management,  Funding  policy 
and  operations), 

BE  656,  796-798.  11921-12065. 

LDMA  3454-3563. 

IHA  4058-4073. 

CSE  7821-7865, 7912-7917,  7972-7980. 

Mullens  11921-12065. 


Hire  purchase  controls, 

J?Mr2460-2463. 

BOr3144-3189. 

FHA  5163-5168,  5231-5268,  5276-5281. 
IBA  5487-5510. 

ESI  5676-5678. 

EIA  6360-6374. 

RDA  6633-6645. 

AIT  7569. 


Hire  purchase  finance: 


as  alternative  to  bank  credit, 
BCr  3008-3013. 
CLCB  3540-3542. 
IBA  5476-5481. 


COST  or, 

BOT3174-3184. 

FHA  5246-5257,  5272-5275. 
partidpation  by  banks  in, 

CLCB  3921,  13085-13102. 

IBA  5458-5471. 

in  retail  trade,  RDA  6606-6608,  6646-6649. 


Hire  purchase  finance  companies: 
business  and  activities  of, 

CLCB  3558-3562,  3646. 

FHA  5121-5194. 

IBA  5308-5414,  5426-5457,  5515-5524. 
constitutions  and  functions  of  representative  organisations  of, 
EHA  5116-5120. 

IBA  5289-5308. 


deposits  TOth, 

CLCB  3563-3566. 

FHA  5209-5224. 

IBA  5311-5329,  5355-5386,  5482-5486. 


liquidity  of, 

FHA  5225. 

IBA  5307-5308,  5333. 


operating  overseas, 

BOBA  4432-4436,  4694,  4698-4705. 

FHA  5133-5137. 

relations  with  accepting  houses,  FHA  5195-5196. 
relations  with  authorities,  FHA  5282-5288. 
rdatioDS  with  banks, 

CLCB  3921. 

FHA  5193-5208,  5282. 

IBA  5349-5353. 
sources  of  funds  of, 

BE  803-805. 

BOBA  4432-4436. 

FHA  5186-5224.  5230. 

IBA  5353-5354. 


Import  controls, 

HA/T 1517-1523. 
Sargent  10372-10384. 
bdex  bonds,  Dacey  10095—10113. 


Industrial  and  Commercial  Finance  Corporation  {see  also  Finance 
of  medium  and  small  businesses), 

BE  774,  782-784,  2254. 

CLCB  3962-3973,  13175-13182,  13185,  13195-13232. 
C5BUM  4837-4840. 

EIA  6375-6378. 

RDA  6657-6659. 

Air  7483. 

CSE  7959-7964. 

CSCC  8949. 

ABCC  1112J>-11150. 

Piercy  12641-12725. 

Hume  12778,  12788-12789,  12799. 

Indnstrial  bankers,  see  Hire  purchase  finance  companies. 


Inflation: 

advantages  of,  Kaldor  10666—10686. 
causes  of, 

Brown  9196-9203. 

Hicks  109I2-I0937. 

and  debt  management,  HMT  1664-1666. 
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bfladon  (contlmed): 
effects  of  (see  also  Eqiuties,  demand  for), 

BIA  7215-7221. 

Bobbins  I0190-I0204. 

KaUor  10655-10660. 

Brand  107ia-10723. 
fear  of, 

HMT 1417. 

CLCB  3658-3665. 

ISA  4103-4105. 

FB/ 5590-5595. 

Lifluence  of  monetary  measures,  see  Monetary  measures,  influence 
of. 

Information,  need  for  more  and  better  {see  also  Bank  of  England 
poliQ'  on  public  relations.  Statistics), 

CLCB  3991-3995. 

BOBA  4622-4626. 

Dacey  10130-10136. 

Crick  10557-10571. 

Johnson  10579-10607. 

Insurance  companies: 
business  of,  BIA  7076-7089. 
effects  of  inflation  on  business  of,  BIA  7215-7221. 
implementation  of  offidal  requests,  BIA  7184-7214. 
investments  of, 

BIA  7090-7183.  7233-7259. 

^T-7441_7444,  7468-7471. 

4SPF7743. 

lending  polio'  of.  BIA  7260-7271. 
liquidity  of,  BIA  7104-7113. 


Issues  of  stocks: 
costs  of,  IHA  4089-4098. 
importance  of  new  issue  market,  IHA  4099-4102. 
official  regulation  of  timing  of, 
iTMT  1281-1283. 

IHA  4055-4073. 

C5£  7972-7981. 
size  of,  IHA  4074-4088. 

Issuing  houses:  . 
business  of,  IHA  4013^36. 
charges  of,  IHA  4089-4098. 
cEents  of,  IHA  4099-4100. 

constitution  and  functions  of  Issuing  Houses  Association,  IHA 
4001-4013. 

resources  of,  IHA  4023-4026. 
underwriting  by,  IHA  4028-4037. 

Kuwait  gap, 

flMri476-1477,  13404-13405. 

BOBA  4651^77. 

ATn5S4-7S55. 

Leads  and  lags, 

FTAir  2574-2575,  13383-13396. 

BOBA  4485-4487. 

Liquidity,  control  of,  de  Kock  9375-9378. 

Liquidity  and  interest  rates,  Paish  10425-10454. 

Liquidity,  international, 

flMT'2531,  2544-2549. 

T17C  9113-9115. 

Daymi-9916. 

Local  authorities: 


and  medium-term  credit,  BIA  7025-7029,  7272-7282. 
and  mortgages, 

RL4  7119-7134. 

Riefler  9765. 

overseas  business  of,  BIA  7076-7088. 
prospects  of  growth  of,  BIA  7222-7232. 
and  Treasury  Bills,  BIA  7089-7092,  7113-7116. 
as  trustees,  BIA  7283-7288. 

Interest  rate,  the  “ normal  ” long-term,  Harrod  10334-10356. 
Interest  rate  policy,  see  Monetary  measures,  influence  of. 

Interest  rates,  effects  of  changes  in,  see  Effects  of  credit  restrictions 
and  changes  in  interest  rates. 

Interest  rates,  the  futture  of,  Hicks  10875-10911. 

Interest  rates  and  liquidity,  Paish  10425-10454. 

International  Bank  for  Reconstruction  and  Development, 
iTMT  2485,  2878,  9610,  13346,  13372-13374. 

FBI  5745. 

EGCl  7065-7073. 

Ihiemational  Monetary  Fund, 

BE  814-816,  896. 

HMT  1070-1072,  2545,  2549,  2601-2605,  2878,  9610, 
13346,  13375-13382. 

Brown  9235-9236. 

Day  9921,  9930-9940,  9969-9972,  9976. 

Harrod  10337-10340. 

Investment: 
control  of, 

rtfC  10144-10160,  10182-10188. 

Kahn  10995-11005,  11018-11024. 
financing  of  private,  Leitk-Ross  4267-4281. 
financing  of  public,  HMT  1143-1163. 

influences  upon,  in  manufacturing  industry,  see  Manufacturing 
industry. 

influences  upon,  in  nationalised  industries,  see  Nationalised 
industries,  influences  upon  investment  in. 
prospects  for  industrial,  FBI  5679-5689. 

Investment  overseas  by  the  United  Kingdom  (see  also  Sterling  area. 
United  ICingdom  as  source  of  capital  for).  Day  9891-9910. 
Investment  trusts: 

bu^ess  of,  AIT  7426-7436. 
capital  of,  AIT  7472-7473 . 

and  dollar  securities  (see  also  Dollar  securities,  pool  of),  AIT 
7539-7560,  7587-7593. 
growth  of,  X2T  7436-7441.  7454-7455. 

investment  policies  of.  ATT  7456-7464,  7474-7501,  7503-7528, 
7539-7560,  7587-7593. 

raising  of  new  money  by,  .^/r  7437-7455, 7472-7473. 
relations  with  monetary  authorities.  AIT  7561-7567. 
size  of  holdings  in,  y4JT  7467-7471. 
and  unquoted  securities,  AIT  7476-7496. 


financing  of, 

BE  700-742,  2201, 2209-2214. 

CSE  7927-7950. 

8211-8413. 

CCA  8414-8574. 
rue  10142-10143. 
iTMT  13269-13311. 

industrial  lending  to,  Cockfield  11620-11623. 
influence  of  borrowing  by,  BE  616-747. 
and  interest  rates,  HMT  1508-1516. 

London  clearing  banks: 

advances  of,  CLCB  3606-3607,  3619,  3625-3630,  3634-3636, 
3691-3704. 

and  agricultural  credit,  CLCB  13137-13164. 
cash  ratios  of, 

BE  1-39,  2765-2776. 

CLCB  3845-3849. 
deposit  rates  of, 

LDMA  3505-3508. 

CLCB  3906-3918,  3977-3982. 
and  discount  market, 

BE  414-420. 

LDMA  3485-3498. 
and  hire  purchase  business, 

CLCB  3921,  13085-13102. 

IBA  5458-5471. 

and  hire  purchase  finance  companies, 

CLCB  3921. 

FHA  5195-5208. 

IBA  5349-5353. 

and  Industrial  and  Commercial  Finance  Corporation, 

CLCB  3962-3973,  13195-13232. 

Piercy  12668,  12670,  12674,  12685-12687,  12698-12699, 
12704-12709. 
investments  of, 

BE  167-1 89,  328-345. 

CLCB  3743-3744,  3850-3885. 
liquid  assets  of, 

BE  40-89,  122-128,  152-155,  183-189,  507-511,  1573- 
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